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Abstract: This dissertation examines the mechanisms through which the U.S.
Antidumping law affects market outcomes over time. In contrast to the existing
literature, the methodological approach taken here stresses the need to tie. as closely as
possible, the assumptions used to characterize the antidumping investigative procedures
to observed administrative practice. This approach is used to examine the welfare
effects of both the imposition of an antidumping order, and the threat of filing a
dumping petition. The central finding is that the case against this law centers on the
former rather than the latter. In further contrast to the existing literature, the analv~is
presented here provides a rationale for observed empirical phenomena; examines the
claims made by proponents of this law; and has implications for the design of

antidumping procedures that reduce social welfare losses.
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Chapter 1

Introduction

In 1970 the ratio of the sum of the United States’ (U.S.) imports plus
exports to its Gross Domestic Product was only 4%. By 1992 that ratio had
risen to 22%. This dramatic increase in the exposure of the U.S. economy to
international forces has influenced a large number of policy debates, inciuding
trade policy. Interestingly, two seemingly contradictory trends in U.S. trade
policy have emerged. Trade liberalization has continued with the successful
negotiation of two multilateral trade agreements since 1970, and the U.S.
has further liberalized its trade with several nations by negotiating numerous
bilateral trading agreements. In contrast, the laws governing the provision of
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relief from imports have been repeatedly relaxed. U.S. firms havebeen able to
petition vérious Federal agencies for relief, alleging that their foreign rivals are
engaged in “unfair” trade practices. In turn, these agencies have frequently
granted relief to U.S. firms from foreign competition. Although politicians
have reconciled these two developments by advocating “free and fair” trade,
the preponderance of the academic literature focuses on the effects of trade
liberalization.

The relatively meager attention given to the economic effects of the Un-
fair Trade laws probably reflects two factors. First, as invoking these laws
can result in protection being imposed, then the use of these laws, and the
threat of using them, are regarded as welfare-reducing. A straightforward
application of neoclassical welfare analysis generates the case against these
laws. For many researchers this conclusion seems to exhaust their inter-
est in these laws. The second factor is that, unlike the a tariff schedule,
which provides a set amount of protection to an import-competing indus-
try, the decision to award, and the amount of, protection are determined by
U.S. Federal agencies and departments, whose specific decision rules seem
unclear. Worse still, these agencies often take a different view of market
processes than academic economists. No doubt absorbing large amounts of
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detailed information on decision makers, whose actions suggest they would
probably fail an intermediate microeconomics course, has diminished many
scholars’ desire to research into this topic.

Some reflection on these two factors suggests where this dissertation de-
parts from the existing literature. The conclusion that these laws reduce
societal welfare is based on both the neoclassical views of market processes
and of welfare. Neither view is shared by many of the participants in the
policy debates on the U.S. Unfair Trade laws!. In addition to employing
the neoclassical view of market processes to examine the most heavily used
U.S. Unfair Trade law (the antidumping law) on the neoclassical conception
of societal welfare, in this dissertation the former is also used to examine
some of the claims made by this law’s proponents. One of the conclusions of
chapter 3 is that those claims are without a general economic foundation.

One need not abandon the neoclassical approach to welfare analysis to
wonder whether economists’ contribution to the policy debate over the desir-

ability, and nature, of the antidumping law ought to be limited to advocating

! Any economist who has any doubts on this score might consider reading some of Alan
Wolft’s writings. (Wolff is one of the most prominent and influential trade lawyers in
Washington D.C.)



the law’s abolition. The approach taken here is that, when the procedures
used to implement the antidumping law are explicitly modelled, the effects of
those procedures (and possible changes to those procedures) can be studied
too. If politicians remain convinced of the need to keep these laws, then the
implications of this dissertation can be used in debates over what form the
law should take?®.

Another advantage of incorporating the procedures, used to administer
these laws, into the analysis is that a rationale can be provided for observed
empirical phenomena. More specifically, a rationale is provided for the ob-
servation that, whatever an antidumping investigation’s outcome, import
volumes fall, and both import. prices and domestic output rises. In the pro-
cess of providing this rationale, I examined the incentives supplied by each
investigative procedure to U.S. and foreign firms, as well as the welfare ef-

fects of the threat of filing a price dumping and a cost dumping petition3.

ZHere economists would advocate procedures that attzined some stated objective at
the lowest cost in societal welfare.

3Throughout this dissertation “price dumping” refers to the situation where foreign-
made products are sold in the U.S. market at prices below those for the same good in
its nation of manufacture (or in some third market.) Thus, price dumping is a type of
international price discrimination. In contrast, “cost dumping” occurs when foreign-made
goods are sold in the U.S. market at prices below their cost of production, plus a mark up.
The difference between the two types of dumping is highlighted by the fact that a foreign
firm that supplies a product only to the U.S. market can be accused of cost dumping, but
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On the latter, consistent with the conjectures of some researchers, I found
that the threat of filing a price dumping petition raised import prices and
reduced consumer welfare. However, the threat of filing a cost dumping peti-
tion was found to lower import prices and raise consumer welfare. Given the
anecdotal evidence to suggest that allegations of cost dumping are pervasive,
this suggests that the case against the U.S. antidumping law (on neoclassical
welfare-analytic grounds) centers on* the welfare reducing consequences of
antidumping orders.

In sum, my critique of the U.S. antidumping law has two parts. First,
the law cannot guarantee to achieve the goals that its proponents might
reasonably expect of it. Secondly, welfare is reduced by the imposition of
antidumping orders, and by the increased prices that foreign firms set in re-
sponse to the threat of filing a price dumping petition. Having provided the
motivation for this dissertation, outlined the approach taken, and summa-
rized the main results, the remainder of this chapter is devoted to describing

the contents of each of the following chapters.

not of price dumping.

4The reductions in welfare due to the threat of filing a price dumping petition are also
part of this case.
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Chapter 2 provides an overview of the administration of the U.S. an-
tidumping law. Then, the piecemeal manner in which these administrative
procedures have been integrated into the economic studies of this law’s effects
is discussed. This review of the existing literature has the following theme:
by failing to incorporate many of the key administrative procedures into
these analyses, little can be learned about the effects of this law on market
outcomes over time. For example, when examining the threat of filing a cost
dumping petition, a foreign firm may alter its pricing decision to decrease
the probability that protection is imposed. Exactly how the foreign firm’s
pricing decision is altered depends on the assumptions used to characterize
the procedures used during a cost dumping investigation. Yet many exist-
ing studies have no clear link between the observed administrative practices,
and the theoretical assumptions employed to characterize them, and so how
useful are such model’s conclusions in understanding the effects of the U.S.
antidumping law?

Chapter 3 is devoted to examiring the perverse consequences of an-
tidumping orders in a Bertrand duopoly. This market structure was deliber-
ately chosen because, under free trade, both the U.S. and foreign firm would
like to commit to raise their prices but cannot do so. It is demonstrated that

12



an antidumping order acts as a commitment device, enabling the foreign firm
to commit to raise its price. The U.S. firm raises its price too, and so long as

the “fair value®”

of the foreign firm’s good is not too high, both firms have
higher profits. Given the foreign firm may be better off under an antidump-
ing order, one has to question how effectively such orders “punish” foreign
firms. Other claims, made by the proponents of these laws, are also examined
and are found to wanting. Furthermore, it is demonstrated that the presence
of the antidumping law alone can generate injurious dumping®. The main
conclusion of this chapter is that it is naive to think of an antidumping law
as a careful device for selecting only the “truly deserving” U.S. indusiries
for protection, and to think that such protection will eliminate the injury
“caused” by dumping.

The models presented in chapters 4 and 5 integrate several key institu-

tional features of cost dumping investigations (described in chapter 2) into

a two period duopoly model. These chapters provide the first theoretical ra-

SA definition of this term is given in Chapter 2.

®Injurious dumping is the term used to describe the injury sufferred by an import-
competing industry as a result of foreign firm dumping its products. The claim that the
law has caused injurious dumping means that, although in the absence of the law the
imp ort-competing industry was not injured by dumped products, when it is in operation
the incentives supplied by the law generate injurious dumping.
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tionale for the findings of two careful empiricai studies of the effects of these
laws”, as well as examining the welfare consequences of the threat of filing
a cost dumping petition. An interesting finding is that this threat actually
increases welfare. Central to this finding is that the foreign firm, who does
not know how much of its joint fixed costs will be assigned to the production
line under investigation, expands output to spread those fixed costs over a
greater output. It is shown that this reduces the probability of protection
being imposed.

While working on this dissertation, I have had invaluable help from many
people. The comments and advice of Koichi Hamada, David Pearce and Phil
Levy have been particularily helpful. I would also to like to thank Craig
Albert, Paul Bergin, Richard Boltuck, Subir Bose, Willem Buiter, Vivek
Chaudhri, Akash Deep, Mary Ann Dimand, Chris Dumler, Bill Gale, Seth
Kaplan, Wolfgang Keller, Alvin Klevorick, John McDermott, Sujoy Mukerji,
Tom Nyiro, Craig Pirrong, Nouriel Roubini, Dan Sichel, Chris Sims, T.N.

Srinivasan, Greg Sutton, Peter Wilcoxen and Sang-Seung Yi for their helpful

7As mentioned earlier, these findings are that, whatever the outcome of an antidumping
investigation, import volumes are lower while import prices and the import-competing
industry’s output are higher.
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comments. Jon Oberlander, Sarah Binder, Laurel Imig and many others
deserve credit for making my job market year at The Brookings Institution
unforgettable. For the duration of my graduate school days the emotional,
and financial, support of my parents and sister, Natasha, has been greatly

appreciated. Last, but certaintly not least, I thank them too.
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Chapter 2

An Overview of the
Administration of the United

States’ Antidumping Law

2.1 The Administration of United States An-
tidumping Law

The United States (U.S.) Congress has delegated the task of administer-

ing the U.S. antidumping law to the International Trade Administration
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(LT.A.)" and the International Trade Commission (LT.C.)? In so doing,
Congress has legislated the nature of the determinations that are to be made
by each agency; the timing and sequence in which those determinations shall
be made; and the factors that are to be, and in some instances are not to be,
used in making those determinations. Of central importance is that Congress
has given each agency substantial discretion in choosing its decision rules, as
long as those rules conform to the above constraints. Given the importance
attached to those decision rules in the subsequent chapters, the manner in
which this discretion is exercised is described in a subsection below. In the re-
mainder of this subsection the two types of determinations are outlined. The
next subsection outlines the temporal sequence in which the determinations
are made. The remaining two subsections outline, first, various widely-noted
features of I.T.A. and L.T.C. practice, and finally, the number of petitions
filed over the years 1980-92 and their resolution.

The act of dumping per se, which is conducting a sale of a foreign-made

Since 1979 the I.T.A. has been located within the Department of Commerce. Proir to
that it was located in the Department of the Treasury.

2More comphrensive surveys of the administration of the U.S. antidumping law can be
found in C.B.O. (1994), Horlick (1989), Jackson (1989a) and Vermulst (1987).

17



good in the U.S. market at prices below the sale price of the same product in
its nation of manufacture (or at prices below the average cost of production),
is not actionable under U.S. law. Only when it can be demonstrated that
dumping causes, or threatens to cause, “material injury” to a U.S. industry
can the U.S. executive branck impose duties on the offending imports34. This
reflects the objective of U.S. antidumping law which is “to provide an effective
tool to combat injurious dumping.”® Congress has assigned the I.T.A. the
task of determining the existence, and extent, of sales in the U.S. market of
foreign-made products at prices below “fair value”®. The I.T.C. is assigned
the task of determining whether the dumped imports have caused material

injury to a U.S. industry.

3Material injury caused in this manner is also known as “injurious dumping.”

“In discussions of trade policy a distinction is made by some analysts between “fair”
and “unfair” trading practices. Those practioners begin with a set of value judgements
and deduce from them that certain practices are unfair. Injurious dumping is often an
example of the latter. Jackson (1989a,b} discusses dumping, and its regulation, within the
context of the fairness of trade. Abbott (1994) and Nicolaides (1987) analyze the notion
of fair trade in more general circumstances.

SThis remark was made by the U.S. Trade Representative, Ambassador Kantor, at a
hearing of the Senate Commerce Committee. Kantor was trying to explain that the key
U.S. negotiating objective in the Uruguay Round Trade antidumping negotiations was
to “ensure that the antidumping rules continue to provide an effective tool to combat
injurious dumping.” See Kantor (1994) for details.

5The three methods used to calculate fair value are outlined below.
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2.1.1 The sequence of determinations made following
the filing of a petition

An antidumping investigation is initiated when the 1.T.A. and the L.T.C.
simultaneously receive a petition from a firm located within U.S. borders’
alleging that the imports, produced in a specified foreign nation, are being
dumped onto the U.S. market. The petition must contain all information
that is “reasonably available to the petitioner.3” If the investigation runs
its full course, the I.T.A. will make a preliminary and final Less Than Fair
Value (L.T.F.V.) determination, and the I.T.C. will make a preliminary and
final Material Injury determination.

The L.T.A. must decide within twenty days whether the petitioner has
“standing” within the U.S. industry®. Horlick (1989) reports that only one
petition has been dismissed on these grounds, and as such most petitions

pass onto the next stage.

"The petitioning firm need not be solely, or even partly, owned by U.S. citizens.

8In this description of U.S. antidumping law, unless otherwise stated, the phrases that
are in quotation marks are taken from the Trade Agreements Act of 1979.

9Typically, a petitioner has standing within a U.S. industry so leng as a majority of
firms within that industry do not oppose the petition.
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Within forty five days of filing, the I.T.C. must determine whether there
is any “reasonable indication” that the U.S. industry, not just the petitioner,
is materially injured or is threatened with material injury by the dumped im-
ports. Material injury is defined very vaguely in the Trade Agreements Act
of 1979 as “harm that is not inconsequential, immaterial or unimportant.”
This decision is known as the I.T.C.’s preliminary determination, and a neg-
ative determination (inability to find a reasonable indication) will terminate
the investigation.

The exact timing of the deadlines for the remaining determinations de-
pends on whether the case is deemed “complicated.” Next, the [.T.A. makes
its preliminary L.T.F.V. determination. A positive determination is made
by the I.T.A. if there is a “reasonable basis to believe or suspect” that the
imports are being dumped. Neither a positive nor a negative determination
terminates the investigation. However, a positive determination leads to an
immediate “suspension of liquidations” where the importer!® must deposit a

bond to guarantee the payment of any future antidumping duties. For each

10Although the goods that are the subject of the investigation are produced in a foreign
nation, the importer may be a separate entity that is owned wholly, or partly, by U.S.
citizens. Under U.S. antidumping law the importer, not the foreign exporter, is liable for
any duties imposed.
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