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Poster Child for Reform:
The Antidumping Case on Bedroom Furniture from China

by Dan Ikenson, policy analyst, Center for Trade Policy Studies, Cato Institute

Last October, an association of U.S. manufacturers of
wooden bedroom furniture and some unions representing
workersin the industry filed an antidumping petition with
the U.S. International Trade Commission and the U.S.
Department of Commerce seeking relief from injury aleged-
ly caused by unfairly priced import competition from China

After an extended eval uation as to whether there was
sufficient support for the petition within the domestic indus-
try, an investigation into the allegations was initiated in
December 2003. In January 2004, the ITC rendered apre-
liminary determination that there is a reasonable indication
that less-than-fair-value imports from China are causing
materia injury to the domestic industry. The DOC is expect-
ed to announce its preliminary findings regarding the levels
of dumping and the application of antidumping duties by
June 17, 2004.

Whether the DOC will caculate affirmative antidumping
duties is not much of amystery. It dmost dways does—par-
ticularly in cases involving China, where it utilizes a calcula-
tion methodology that has no foundation in logic or fairness.
What remains a mystery is whether policymakerswill con-
tinue to St idly by as the antidumping law is misused once
again to impose trade restrictions under false pretenses.

The case of Wooden Bedroom Furniture from China hes
nothing to do with unfair trade and is a perfect example of
the need for antidumping reform. Thefiling of this case was
atactica maneuver by one group of domestic producers that
seeks to exploit the gaping loopholes of the antidumping law
to get aleg up on its domestic competition. Domestic pro-
ducersredize that the only way to compete and offer their
customers variety is to source at least some production from
abroad. Instead of preserving or returning domestic jobs
(which isthe public justification for the petition) import
restrictions will cause a shift in sourcing from Chinato
placeslikethe Philippines, Indonesia, Brazil, and Vietnam—
places from which many of the petitioners have begun or are
poised to begin importing themselves.

This case demonstrates the ease of access to acommer-
cially disruptive weapon that is presumed naively to be
reserved for cases of unfair trade. In redlity, the antidumping
law as written and applied isincapable of identifying unfair
trade and is used with increasing frequency to hamper legiti-
mate competition, both foreign and domestic. The unfortu-
nate end result is a greater cost burden for import-using
industries and higher prices for consumers.

An Industry Divided

From the outset, the furniture case hasinvolved extraor-
dinary circumstances. Domestic furniture producers were
closely split on theissue of bringing and supporting the initi-
ation of this case. The law requires that the petition be filed
on behalf of the domestic industry, which means that domes-
tic producers or workers who support the petition must
account for at least 25 percent of domestic production, and
they must account for more than 50 percent of the produc-
tion of al those expressing support for or opposition to the
petition. In this case, the 25 percent threshold was met, but
the 50 percent threshold was not. Under the law, the DOC
can poll the industry to gauge whether sufficient support
existss—presumably by attempting to ascertain the positions
of those producers and workers who had not registered an
opinion one way or the other.

After polling and reviewing the data, the DOC conclud-
ed that producers supporting the petition accounted for more
than 57 percent of the value of production by that portion of
the industry expressing support for, or opposition to, the peti-
tion. Hence, industry support requirements were met and the
casewasinitiated.

One can only wonder how much influence the Byrd
Amendment and its potentid to reward only supporters of the
petition affected the level of industry support.” Quite conceiv-
ably, if the prospect of Byrd Amendment money persuaded
even one of the estimated 125 domestic producers of wooden
bedroom furniture to support the petition, the provison’s
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exigence—despite its being ruled aviolation of WTO rules—
might have tipped the balance in favor of initiating this case.
This Stuation might provide one possible basisfor aWTO
challenge should definitive duties be imposed eventualy.

Irrespective of the influence of the Byrd Amendment,
since initiation, Hooker Furniture, an origina supporter of
the petition, changed its position of support to neutral. Under
the law, however, there is no revisiting the question of indus-
try support once a case has been initiated. Whether the value
of Hooker’ s sales was significant enough to have prevented
initiation had it been neutral at the outset is unknown, but the
evidence is compelling that the domestic industry is deeply
divided on this case.

Underlying Market Distortions

Defenders of the antidumping status quo argue that the
law is necessary to restore a“level playing field” in cases
where foreign producers have an unfair competitive advan-
tage as aresult of some market-distorting policy or policies
of their government. High tariffs or other trade barriers, reg-
ulations that restrict competition, nonexistent or inadequate
regulations to punish anti-competitive behavior, price con-
trols, and other forms of intervention are often identified as
the types of market-distorting policies that could giveriseto
dumping. By operating in a protected or sanctuary market,
foreign producers can regp supernormal profits on their
home market saes and then use the proceeds to cross-subs -
dize low-priced export saes.

But even if imposing duties is a proper response to this
type of foreign market distortion, serious problems remain.
Most fundamentally, antidumping petitions are not even
required to contain allegations of the underlying market dis-
tortions the sought remedy isintended to address. Likewise,
the administering authorities never even investigate—much
less confirm—the existence of any market-distorting policies
that could give rise to dumping. In other words, the existence
of such policies (i.e., the predominant justification for the
antidumping law) is ssimply assumed by evidence of price
discrimination or sales below cost? As aresult, the
antidumping law usualy missesitstarget: companies engag-
ing in normal commercial conduct are penalized for selling
products at different prices or at prices below the cost of pro-
duction even though such pricing strategies are common-
place, rationd, often profit-maximizing, and perfectly legiti-
mate in a purely domestic context.®

The furniture case has absolutely nothing to do with
market-distorting policies or any competitive advantages
they could bestow on foreign producers. It is Smply a com-
plaint about the legitimate advantages of producing wooden
bedroom furniturein Chinaby some U.S. producers who
have been less successful in capitalizing on those advan-
tages. Consider the dubious logic of the petitioners own
argument for antidumping relief:

A recent article on a Chinese industry website, China
International Furniture Network, observed that the
most important factor explaining China's rise in the
world furniture market is that Chinese furnitureis“ of

high quality and low price” Interestingly, in August
of this year, when the press began to report that an
antidumping petition might be filed against imports
of wooden bedroom furniture from China, Jia
Qingwen, the Director of the China Nationa
Furniture Association, acknowledged that these prod-
ucts are being sold at low prices, stating: “Chinese
exporters can afford (to sell) at low prices because of
the low production costsin China. . . .” Accordingly,
there is every indication that the unfair and declining
prices of subject imports will continue to encourage
demand for further subject importsin the near future.*

How do you get from high qudity and low production
cogtsto unfair prices? This non sequitur reflects the petition-
ers understanding that there are no serious evidentiary stan-
dards to which their argument must be held. Since when are
low prices automatically reflective of underlying market dis
tortions? Why are low prices unfair? The fact is that wage
rates in China are much lower than they are in the United
States—hardly bresking news—and as a result wooden bed
room furniture production costs, which involve highly labor-
intensive hand carving and inlaying, are dramaticaly lower
there. Thisfact was recognized and acted upon several years
ago when U.S. producers themsalves began sourcing some
of their product lines from China.

Injury Causation—The Full Picture

The petitioners argument that the U.S. furniture industry
isbeing hurt by Chineseimportsis similarly suspect. In the
1990s, U.S. producers began to supplement their domestic
production with furniture made in China. The import surge
from Chinadid not begin until years after U.S. producers
began to cultivate the Chinese industry.

Consider the experience of Vaughan-Bassett Furniture
Company, one of the largest U.S. producers and a petitioner
in this case. In the late 1990s V aughan-Bassett invited one of
the largest Chinese producers, Lacquer Craft, to its factory to
videotape production of bedroom furniture so that it could
produce bedroom furniture in Chinafor Vaughan-Bassgtt to
import and resell. According to testimony before the ITC,
U.S. producers turned to Chinato “ supplement their product
line because they had idess, they had designs, they were the
professionds in our industry, and they knew after traveling
to China and seeing the infrastructure there that they could
make certain bedrooms in Ching, bring it here, mark it up 30
to 40 percent to aretailer and still sdll it for less than they
could have made it for.”

Some producers invested directly in Chinese manufac-
turing facilities, while others smply imported from unrelated
Chinese producers. U.S. retailers soon caught on, recogniz-
ing the many benefits of purchasing from China. They could
cut out the middiemen (U.S. producers) who were smply
importing, marking up, and profiting; they could produce a
greater variety of designs (including hand carvings and
inlays) that are cost-prohibitive in the United States; they
could respond to high levels of defectsin U.S. production by
switching to aternatives, and they could have custom



designs mass-produced and labeled under their own brand
names.

Whileimports of wooden bedroom furniture from China
have increased considerably over the past few years, domes-
tic producers (including many of the companies that brought
or at least supported the antidumping petition) have played a
major role in that increase. In 2000, 6 percent of domestic
producers U.S. shipments were sourced from China. By
2002, that figure increased to 19.6 percent, and through the
first half of 2003, that figure stood at 26.6 percent?®
According to the ITC's own preliminary report in this case:

Asaninitia matter, we note that the record indicatesit
has become common practice for members of the
domegtic industry to import the subject merchandise
from China as a means of supplementing their domes-
tic production in the market place. For example, the
record shows that 20 of the 40 responding domestic
producers imported Chinese merchandise during the
period and that the 12 largest domestic producers of
wooden bedroom furniture al imported reasonably
substantiad and increasng volumes of merchandise
from China during the period of investigation. In fact,
the *** companies within the petitioning group al
have imported increasing volumes of subject merchan-
dise from China during the period of investigation.”

The essence of this case, then, iswel summarized by
representatives of Furniture Brands Internationd, Inc., the
largest U.S. producer and an opponent of the petition. This
case boils down to “arequest by domestic producers who are
sgnificant importers of the subject merchandise to impose
duties on imports that they have voluntarily made on the
ground thet their very own actions have caused them injury.

Are petitioners redly caling on the federal government
to stop them before they import again? The actud story looks
more complicated. Evidence presented during the ITC pro-
ceeding indicates that certain petitioners have begun or are
poised to begin importing from aternate sources should
antidumping duties be imposed on Chinese furniture. The
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ITC preliminary report confirms this trend is likely underway:

U.S. imports of wooden bedroom furniture from
Indonesia, Brazil, Madaysia, and Thailand, the fifth,
gxth, eighth, and tenth respective largest foreign
country suppliers of wooden bedroom furniture to the
United States, increased by a total of $100.4 million
during 2000-02 and by another $26.7 million in
January-June 2003 from the same period in 2002.
Although still a small supplier of wooden bedroom
furniture to the U.S. market, U.S. imports of these
products from Vietnam increased by atotal of $8.5
million during 2000-02 and by another $11.6 million
in January—June 2003 from the same period in 2002.°

A brief submitted to the ITC by the Furniture Retallers
Group indicated that petitioners “have been busy helping to
set up operations in numerous third countries, such as

Indonesia and Vietnam, where costs are lower than in China
In fact, this week representatives of Vaughan-Basstt arein
Vietnam meeting with Vietnamese furniture companies” *°
The brief went on to question why the petition named only
Chinaand not any of the other low-price third-countries
Since source-shifting is a common response to country-spe-
cific antidumping duties. The answer, of course, was implied.

Imposing restrictions on imports of wooden bedroom
furniture from Chinawould amount to nothing more than
picking winners and losers. Those who have invested in
Chinese facilities and those who have developed relation-
ships and nurtured their Chinese supply chains successfully
will effectively be pendized for their success. Those whose
business models were less successful and who have begun
cultivating relationships with suppliersin other countries will
be granted a head start in the inevitable process of foreign
source-shifting. Whatever happens, production is highly
unlikely to return to the United States.

Conclusion

This caseis a perfect example of how porous antidumping
rules are abused for commercid gain. The evidentiary burden
for proving dumping isso minimal that petitions can cite high
quality and low production costs as evidence of unfair trade.
Further, they can cite their own decisionsto source from China
as evidence of injury to themsdlves. The existence of the Byrd
Amendment, which compensates petitioners and supporters of
petitions, only tilts the equation further in favor of using trade
remediesto gain acommercid advantage. In the words of one
of the respondentsin this case, the U.S. trade laws “are not
intended to protect U.S. producers from the folly of their own
failed business plans.”** Perhaps not, but that is how they
operatein practice.
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