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l. INTRODUCTION

This submission provides the comments of the Ministry of Commerce of the
People’s Republic of China (“MOFCOM?”) concerning the Department of Commerce’s
(the “Department”) calculation of the expected non-market economy wage used to value
Chinese respondents’ factors of production in antidumping cases. These comments are
submitted in response to the Department’s Federal Register notice of June 30, 2005.
MOFCOM appreciates the opportunity to submit these comments and to contribute to the
discussion of this issue.

The Department’s request for public comment results from the Department’s
inability to address certain complicated arguments raised regarding the labor rate
calculation in Wooden Bedroom Furniture from the People’s Republic of China, Case
No. A-570-890. Numerous arguments were made regarding potential distortions in the
Department’s calculation of the 2002 wage rate. The Department stated, however, that--

it would be inappropriate to restrict this public-comment

process to the context of the instant investigation, and,

consequently, we will invite comments from the general

public on this matter in a proceeding separate from the

current investigation. Finally, the Department requires

more time than is currently available in this investigation to

determine an accurate construction of a new dataset and to

conduct a new regression analysis.
Issues and Decision Memorandum, Wooden Bedroom Furniture from the People’s
Republic of China at 180-181 (November 17, 2004). Thus, despite receiving arguments

from the Chinese respondents in that case, the Department declined to consider those

arguments and demurred until the instant public comment proceeding. MOFCOM

! See Expected Non-Market Economy Wages: Request for Comment on Calculation Methodology, 70
Fed. Reg. 37761 (June 30, 2005).



welcomes the Department’s desire finally to address the substance of these important
Issues.

The Department doesn't recognize China as a market economy country, and uses
non-comparable surrogate data to determine the wage rate for China. This does not
comport with the reality in China. China has already established a market-based income
distribution system following the implementation of reforms and market-opening.
Although the average labor rate has been significantly increased, it is still much lower
than that of the developed countries, largely attributed to the oversupply in the Chinese
labor market, which can not be solved in a short period time.

It remains MOFCOM’s general position that the Department’s non-market
economy methodology is often implemented in a manner which is unfair to Chinese
respondents. Even the United States courts have recognized that the Department’s NME

methodology results in the use of “fictional” surrogate values. Olympia Industrial v.

United States, 7 F. Supp. 2d 997, 1001 (1998). The analysis of the Department’s past
and present practice with respect to the calculation of the surrogate wage rate for China,
provided below, exposes yet another regrettable and punitive methodology employed by

the Department to the detriment of Chinese respondents.

1. THE DEPARTMENT’S LABOR RATE METHODOLOGY IS CONTRARY
TOTHE U.S. STATUTE

A. The Department’s Regulation is Ultra Vires

Section 773(c)(4)(A) requires the Department to value the factors of production,
including labor hours as specified in Section 773(c)(3)(A), in one or more market

economy countries that are “at a level of economic development comparable to that of the



nonmarket economy country” and which are “significant producers” of comparable
merchandise. 19. U.S.C. § 1677b(c). In 1997, the Department promulgated a regulation,
19 CFR 8§ 351.408(c)(3), which sets forth a methodology for calculation of the surrogate
labor rate not based on countries at a level of economic development comparable to
China, but rather, based on a large group of market economy countries, such as
Switzerland, the United Kingdom, the United States, and Canada which are not
comparable to China in terms of economic development. While the Department’s
calculation includes within it surrogate wage rates for countries which are economically
comparable to China, such as India, the regulation also permits inclusion of countries far
apart from China in terms of economic development. The Department’s regulation also
permits valuing factors of production using data from countries which are not significant
producers of comparable merchandise. As such, 19 CFR § 351.408(c)(3) runs contrary to
the plain language of the statute, which instructs the Department to value labor in
countries that are “at a level of development economically comparable to that of the
nonmarket economy country” and that are significant producers of comparable
merchandise.

That the Department’s methodology uses data from comparable countries within
the calculation (e.g., India) demonstrates that Commerce could comply with the statutory
direction to use comparable data in valuing the labor factor of production. But the
regulation at issue, 19 C.F.R. § 351.408(c)(3), impermissibly allows the Department to
mix in data from high wage countries and countries which are not significant producers

of comparable merchandise.



The Supreme Court has stated: “If the intent of Congress is clear, that is the end
of the matter; for the court, as well as the agency, must give effect to the unambiguously
expressed intent of Congress.” Chevron U.S.A., Inc. v. Natural Res. Def. Council, Inc.,
467 U.S. 837, 842-43, 104 S. Ct. 2778, 81 L. Ed. 2d 694 (1984). “A regulation cannot
override a clearly stated statutory enactment.” Aerolinias Argentinas v. United States, 77
F.3d 1564 (Fed. Cir. 1996). Therefore, the Department’s regulation permitting
Commerce to utilize wage and income data from countries that are not economically
comparable runs contrary to express intent of the United States Congress and must be
declared invalid.

In the past, the Department’s answer to this argument was that “Section
351.408(c)(3) of the Department’s regulations directs the Department to value labor in
the calculation of antidumping duties in cases involving NME countries.” See, e.g.,
Issues and Decisions Memo, Wooden Bedroom Furniture at 179. In other words, the
Department’s answer to the argument that the regulation is unlawful is that the
Department followed the regulation. MOFCOM fails to understand how this circular
logic comports with the Department’s obligation to provide a rational basis for its
decisions.

B. The Department Intended to Include Language in its Regulation That

Would Limit the Regression Calculation Only To Countries Which
are Economically Comparable to the NME

The current regression regulation language mistakenly omits language that was
originally proposed by the Department limiting the regression calculation to countries
which are economically comparable to China. 19 CFR §351.408(c)(3) as originally

proposed in 1996 stated:



Labor. For labor, the Secretary will use regression-based
wage rates reflective of the observed relationship between
wages and national income in market economy countries
found to be economically comparable to the nonmarket
economy country under section 773(c)(4)(A) of the Act.
The Secretary will calculate the wage rate to be applied in
nonmarket economy proceedings each year. The
calculation will be based on current data, and will be made
available to the public.

Antidumping Duties; Countervailing Duties: Notice of Proposed Rulemaking and

Request for Public Comments, 61 Fed. Reg. 7308, 7384 (February 27, 1996) (emphasis

added).

The Department explained in its preface to the regulations that, “Because of the
variability of wage rates in countries with similar per capita GDPs, paragraph (c)(3)
directs the Department to use what is essentially an average of wage rates in market

economy countries viewed as being economically comparable to the NME.” Id. at 7345

(emphasis added).

When the Department published the final regulations on May 19, 1997, the
Department carefully listed the comments received, relating principally to the economic
theory behind the regression itself, and the “significant producer” requirement, and
stated, “After a further review of paragraph (c)(3) and the comments relating thereto, we

have left paragraph (c)(3) unchanged.” Antidumping Duties; Countervailing Duties;

Final Rule, 62 Fed. Reg. 27296, 27367 (May 19, 1997) (emphasis added).

However, despite the Department’s intention to leave paragraph (c)(3) of
8351.408 “unchanged,” and despite the Department’s statement when promulgating the
regulation that the regression calculation is based on countries “viewed as being

economically comparable to the NME” (61 Fed. Reg. at 7345), the portion of paragraph



(c)(3) in the 1996 proposed labor regulation that limited the regression to countries
economically comparable with the NME was inadvertently omitted from the final
version. The final version (which is the current version today), states:

Labor. For labor, the Secretary will use regression-based

wage rates reflective of the observed relationship between

wages and national income in market economy countries.

The Secretary will calculate the wage rate to be applied in

nonmarket economy proceedings each year. The

calculation will be based on current data, and will be made

available to the public.
62 Fed. Reg. at 27414 (May 17, 1997). The Department omitted the language “found to
be economically comparable to the nonmarket economy country under section
773(c)(4)(A) of the Act” that appeared in the 1996 proposed paragraph (c)(3).

That this was an inadvertence is confirmed by the Department’s statement that

“After a further review of paragraph (c)(3) and the comments relating thereto, we have

left paragraph (c)(3) unchanged.” The Department also affirmatively rejected one

proposal to limit the countries included in the regression calculation to countries which
are also significant producers of comparable merchandise, stating, “When looking at a
surrogate country to obtain labor rates, we believe it is appropriate to place less weight on

the significant producer criterion, because economic comparability is more indicative of

appropriate labor rates.” Id. at 27367 (emphasis added).

Nowhere did the Department state that it was intentionally deleting the language
from the 1996 proposed regulation limiting the regression calculation to countries which
are economically comparable to the NME. On the contrary, the Department (1)

confirmed that “we have left paragraph (c)(3) unchanged” and (2) that the Department

2 Antidumping Duties; Countervailing Duties; Final Rule, 62 Fed. Reg. 27296, 27367 (May 19, 1997)
(emphasis added).



affirmatively endorsed economic comparability as the primary threshold requirement for
evaluating which countries should be included in the regression calculation.

It is now clear that the Department’s intention in promulgating the regulation was
to follow the statute’s requirement that factors of production be valued using surrogate
data from countries that are economically comparable to the NME. It appears that a
mistake of enormous significance was made when the May 19, 1997 regulations were
published, a mistake which has resulted in the overstatement of the surrogate labor rates
in Chinese cases for more than eight years.

The Department cannot justify the inclusion of non-comparable countries in the
regression calculation, since this is inconsistent with the statute, as explained in part 1I.A
above, and is inconsistent with the Department’s intention in developing the regulation.

C. The Department’s Methodology Requires Use of China’s GDP Figure,

Based on China’s Income and Costs, Which the Department
Designates as “Distorted” by Non-Market Forces

The last step in the Department’s regression methodology introduces even more
logical inconsistencies into the result. The Department rejects China’s costs and prices
under the theory that such prices and costs are “distorted” by government intervention.
Yet, in the last step of the Department’s regression calculation, the Department
improperly multiplies the market economy regression coefficient for the per-capita GNI
variable by China’s per-capita GNI. GNI is a figure based on national income, which
necessarily is a function of costs and prices -- the very elements of China’s economy that
the Department considers to be unreliable due to alleged intervention by the Chinese
government.

Of course, the Government of the People’s Republic of China strongly disagrees

that its prices and costs are distorted and unsuitable for use in antidumping cases



according to market economy calculation methodologies. However, since the United
States maintains that such prices and costs are distorted, then the Department’s use of
China’s GNI figure in the labor equation is inconsistent with this position, illogical, and
wholly unjustified.

D. The Department Should Use the Wage Rate from India

Given the Department’s statutory obligation to calculate dumping margins as
accurately as possible, its methodology utilizing China’s national income figure, which
the Department deems to be unreliable, does not achieve that goal. The Department can
avoid this distortion by following the statute’s directive to value the factors of production
in “comparable” economies and using the wage rate of India which is already a
component of the Department’s calculation. In the past, the Department has rejected this
argument, stating that the regulation requires the Department to calculate wages
according to the regression methodology. However, the Department’s regulation is
unlawful, as explained above. The Department’s reasoning for rejecting the Indian
surrogate wage rate therefore lacks a legal basis.

The Indian wage rate is already being used by the Department. For example, in
the Sample 2003 calculation, the Department has used as one of its data points the
publicly available, country-wide wage rate for India of $0.23/hour. See,
http://ia.ita.doc.gov/wages/03wages/O3wages.html. The Department designates India as
the “primary” surrogate country in most antidumping investigations of China. Yet the
Department’s complicated calculation operates to replace the wage rate in a comparable
surrogate country by a wage rate that is over 325% higher, $0.98.

The reason the Department’s wage rate is higher is plain from the_non-comparable

source countries, such as Switzerland, the U.K., Norway, Germany that the Department




includes in its calculation. The regression analysis considers these high-wage countries
in deriving the wage rate for China, whose GDP is dramatically lower. For example,
Norway’s GNI used in the DOC’s calculation is $43,400, which is nearly 4000% higher
than China’s 2003 GNI of only $1100. The inclusion of non-comparable countries in the
regression analysis does not comport with the statutes’ directive that wages be valued in a
comparable surrogate country. 19 U.S.C. 81677b(c)(4)(A).

I11.  THE DOC SHOULD USE ONLY ECONOMICALLY COMPARABLE
COUNTRIES IN ANY CALCULATION

A. The Department Should Value The Labor Factor of Production Using
only Data from the Individual Surrogate Countries Designated as
“Economically Comparable” in This Case

When calculating the annual expected wage for China, the Department should
remove all of the countries from the regression calculation that are not economically
comparable to China, the inclusion of which forces the Department to depart from the
statute’s directive to value the FOP based on data from economically comparable
countries. This is one way in which the Department can arrive at a lawful labor rate that
comports with the statute’s directive to value factors of production in countries which are
economically comparable and significant producers of comparable merchandise.

In the Furniture case, for example, the Department designated India, Pakistan,
Indonesia, Sri Lanka, and the Philippines as economically comparable to China.® Of
these five countries, the Department’s Sample 2003 calculation already includes wage

rates for India ($0.23), Pakistan ($0.38), Sri Lanka ($0.34) and the Philippines ($0.80).

®  See, Memorandum from Jon Freed to The File, Antidumping Investigation of Wooden Bedroom

Furniture from the People’s Republic of China: Selection of Surrogate Country (March 8, 2004).



These countries’ wage rates are included in the DOC’s current calculation. Indonesia’s
wage rate is ($0.41). See, Exhibit A hereto at Attachment 5.

The simple average wage rate for these economically comparable countries is

$0.43/hour. See, Exhibit B.

If the DOC applies its regression methodology limited solely to these five
countries designated as economically comparable, the result is $0.65. See Exhibit B.

Finally, another benchmark to see that the inclusion of non-economically-
comparable countries, in contravention of the statute, does indeed distort the result is to
conduct the regression analysis only on countries within the “lower” and “lower-middle-
income” countries within the World Bank data.> If the regression methodology required
under the regulation is applied only to these countries, the estimated wage rate for China
would be $0.66, somewhat higher than when the calculation is done only on the 5
countries designated as economically comparable to China in the Furniture case. See,
Exhibit A at Attachment 9. This establishes that the mix of countries within the “lower”
or “lower-middle-income” groups of the World Bank is close to the 5 countries
designated by the Department as economically comparable to China.

B. The Department’s Calculation Arbitrarily Ignores Data from
Additional Market Economy Countries

The “notes” to the Department’s annual wage updates typically state, “The

selection of countries was based upon the availability of wage data as reported in the

* We note that the Department’s calculation inexplicitly leaves out Indonesia, which is typically

designated by the Department as one of the acceptable surrogate country in terms of economic
comparability with China. Wage rate data for Indonesia that satisfies the Department’s country-selection
criteria is, and has been, available on the ILO’s website, and per-capita GNI is available from the World
Bank for 2003.

5

The 5 countries designated as economically comparable by the DOC in Furniture, for example, fall
within these same two groups. See Exhibit A at Attachment 5.
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Yearbook of Labour Statistics”. See, e.g., November 2004 wage calculation update.
This statement confirms that the Department intends to extract all data that is “available”
in the ILO data. However, a comparison of the actual data extracted with the source data
available from the ILO confirms that this is not the case. Rather, the Department is

actively excluding many qualified countries at the first stage of its extraction, with no

legal or statistical justification.’

The Furniture respondents argued during the original investigation that the
Department arbitrarily excluded numerous countries from the pool of countries used in
the regression calculation, without any legal or statistical justification. In the final
determination, the Department did not address this criticism, saying instead that the

fundamental argument required more time to consider than was available during the

original proceeding. See Memorandum from Jeffrey A. May to James J. Jochum: Issues

and Decision Memorandum for the Less-Than-Fair-VValue Investigation of Wooden

Bedroom Furniture from the People’s Republic of China at 180-181 (November 8, 2004)

(“Furniture Issues and Decision Memo™).

Now, the Department has had many months to consider this issue, and is actively
reconsidering its 2002 wage calculation in the context of voluntary remands requested in
the Furniture appeals.® Yet the Department continues to avoid addressing one of the

main criticisms of the calculation, namely, that the Department’s starting dataset for the

6 See, http://ia.ita.doc.gov/wages/02wages/02wages.html#notes.

" This section of the submission does not concede that all countries should be included in the regression

analysis, regardless of the level of economic development (see above). The intent is to show how the
Department’s current methodology (flawed though it is by inclusion of data from countries not
economically comparable to China) is also distortive due to an arbitrary exclusion of countries from the
analysis.

& Dorbest Limited v. United States, Court No. 05-0003; Lacquer Craft Manufacturing Company v.

United States, Court No. 05-00083.
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regression calculation is invalid because it excludes countries for which data is available
both from the ILO and World Bank, and which meet the Department’s stated criteria for
country-selection from that database.

In the context of the Furniture remand, the Department conceded that the
November 2004 calculation of 2002 wages was incorrect.” The Department generated an
entirely new wage rate calculation for that remand proceeding, and no longer relied on
the data posted to the website during the investigation. The wage rate calculated in the
draft remand results was $0.85/hour -- down from the original calculation of
$0.93/hour.™

The Department’s Sample 2003 wage rate calculation, yields a wage rate of

$0.98/hour. This result is highly distorted by the exclusion of countries for which data

was available in the ILO and World Bank sources used by the Department.**
Specifically, the Department omitted the following 23 countries from the calculation:

These countries are:*?

Albania Indonesia Malta**
Cambodia Iran Mongolia
Czech Republic Kazakhstan* Portugal**
Denmark** Kuwait Serbia & Montenegro
Fiji** Latvia Seychelles**
Hong Kong Lithuania* Slovakia
Hungary Luxembourg** Uruguay

9

See, Memorandum from John D. A. LaRose to the File: Draft Redetermination According to Remand:
Wooden Bedroom Furniture from the People’s Republic of China at 3 (July 7, 2005) (“the Department now
recognizes that the November 2004 wage rate calculation was in error”).

0 g,

11

We are attaching to these Comments the complete ILO and World Bank source data, including the
countries ignored by the Department. We submit the information that the Department specifically ignored
in Exhibit A, Attachments 2 and 4.

12 See Exhibit A, Attachment 2. Although wage rate and per-capita GNI data also were available for

Bahrain and Gambia, a 2003 consumer price index (CPI) was not available in the International Financial
Statistics of the IMF to inflate pre-2003 wage rate data.

12



| Iceland | Macedonia | |

* Kazakstan received market economy status in 2001, and Lithuania in January 1, 2003.
Because the ILO wage rates available for these countries are for 2003, their data should
be used in the analysis. Although Estonia also received market economy status in 2003,
the latest wage rate available for this country was for 2002.

** These countries have been included by Commerce in previous years for its analysis.
See Exhibit A, Attachment 3.

The starting point for the Department’s calculation was to extract only 56 of the
available countries’ data from the ILO and World Bank datasets. That the Department is
explicitly filtering out data not from these 56 countries is proven by the raw source file
provided on its website that was extracted on May 24, 2005. In the file, “ILO
Wages.xlIs”, there is a cell, C6, in which the Department lists only the 56 countries for
which data was extracted: “AR AT AU BE BG BO BR BW CA CH CL CO CR DE DO
DZECEGESFIFRGB GRGTHR IE IL INJO JP KE KR LK MU MX MY NI NL
NO NZ PAPEPHPKPLPY SESGSISVTHTRTT US ZA ZW”. However, an
extraction of data from that same source on June 30, 2005 demonstrates there are many
more countries with wage rate data reported by the ILO. Of these additional countries,
there are another 23 which meet Commerce’s selection criteria, and for which World
Bank 2003 per-capita GNI are also available, listed above, that the Department continues
to ignore.™

The Department has no consistent past practice of using only these same 56
countries in its analysis. Attachment 3 to Exhibit A hereto demonstrates that the
composition of the countries used in the starting dataset has changed from time to time

since the Department began implementing the regression analysis methodology. Some

B3 Hard copy excerpts from these two wage-rate extractions from the ILO’s website are at Attachment 2

to Exhibit A.

13



countries which are left out of the calculation today were, in fact, once used in the
Department’s calculation. See, e.g., Exhibit A at Attachment 3 (showing that DOC used
Denmark, Fiji, Bahrain, Luxemborg, Malta, Seychelles, and Portugal in the past).
Moreover, when the Department has changed the countries included in the pool in the
past, it has done so without any explanation whatsoever. Nor has the Department ever
explained why it uses only these 56 countries. Perhaps recognizing this, the Department
does not claim that use of the 56 countries is an administrative practice, nor could it.
Rather, the Department states simply that its analysis starts with 56 countries and acts as
if the other 23 countries do not exist. Where, as here, limiting the starting dataset to
fewer countries than are available is statistically and economically indefensible, the
Department cannot fall back on a “practice” of committing the same error in the past
simply because it was not challenged.

There is no rational economic basis for calculating a worldwide average wage rate
based on a regression analysis using only a subset of “cherry-picked” countries’ data. In
promulgating the current regulation regarding the regression wage rate calculation, the
Department stated: “We believe that more data is better than less data, and that averaging
multiple data points (or regression analysis) should lead to more accurate results.”
Comments on Final Rules, 62 Fed. Reg. at 27,367 (May 19, 1997). Put in another way,
less data is less accurate. The Department stated that the regression methodology
“enhances the accuracy, fairness, and predictability of our AD calculations in NME
case.” ld. However, if the Department arbitrarily selects a subset of worldwide wages to
calculate the wage rate each year, and ignores data that is available to exporters

worldwide who could replicate the results of the DOC’s calculation and adjust prices

14



accordingly, then there is no predictability at all in the process. The dumping proceeding
is transformed from remedial to punitive. Furthermore, even if limiting its analysis to 56
countries were to make the results more “predictable,” accuracy of the results is of equal
(if not greater) importance.

The Department’s decisions can not be arbitrary. 19 USC 8§ 1516a(b)(1)(A). The
Department has articulated no basis for excluding countries for which ILO data was
available when calculating its Sample 2003 wage rates. The Department has an
obligation to calculate dumping margins as accurately as possible. See Lasko Metal
Prods. Inc., 43 F.3d 1442,1446 (Fed. Cir. 1994) ("The Act sets forth procedures in an
effort to determine margins 'as accurately as possible.” ”) quoting Rhone Poulenc, Inc. v.
United States, 899 F.2d 1185, 1991 (Fed. Cir. 1991); NTN Bearing Corp. v. United
States, 74 F.3d 1204, 1208 (Fed. Cir. 1995) ("It is the duty of ITA to determine dumping
margins as accurately as possible.") (internal quotation omitted). The Department has
stated that, with respect to the calculation of wage rates, more data equals more accuracy
in the regression analysis used to calculate the wage rate. Antidumping Duties,
Countervailing Duties, Final Rule, 62 Fed. Reg. 27,296, 27,367 (May 19, 1997)
(“Comments on Final Rules™). Therefore, exclusion of any market economy country
from the regression analysis for which data was available would be contrary to law.

If the other 23 countries that the Department arbitrarily left out are included in the
regression analysis, the wage rate for China is $0.77/hour, using the same dataset utilized
by the Department, but with the addition of the countries in the threshold artificial

filtering done by the Department when extracting the data from the ILO website. See

15



Exhibit A, Attachment 7. The Department did not apply such a filter when extracting the
World Bank per-capita GNI data, but rather used all data (for all countries) in that source.

C. The Department’s Calculation is Statistically Unsound

MOFCOM is providing as Exhibit A hereto an expert opinion from a U.S.
economist, Daniel W. Klett of Capital Trade, Inc. This opinion confirms that the
Department’s methodology is statistically unsound, as discussed below.

1. Regression Estimates From a Dataset Based on Only a Subset
of Available Data is Not Valid

According to Mr. Klett, standard econometric theory weighs against estimating a
relationship between variables using only a subset of arbitrarily-selected datapoints when
additional data is available for other market economy countries in the world.
Specifically, Mr. Klett quotes a standard econometric text which states that “As we move
from a smaller sample size to a larger one, two things happen: (a) the bias becomes
smaller, and (b) the estimates become less dispersed ... If it is at all possible to increase
sample size, then we can buy greater reliability by spending more on sampling.” Expert
Opinion of Daniel W. Klett, Principal, Capital Trade Incorporated (attached hereto as

Exhibit A at 4) (citing Elements of Econometrics, Jan Kmenta, 1971 at 11-13).

The Department did not dispute this fundamental proposition raised by the
Furniture respondents in that investigation. Rather, the Department stated, “the
Department agrees in part with Dorbest that a recalculation of the regression analysis
may require the Department to expand the basket of countries it includes in its regression
analysis. A review of the data shows, however, that it may be appropriate to include
substantially more than the nineteen countries which Dorbest identified.” Furniture

Issues and Decision Memorandum at 180. MOFCOM submits that the purported
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existence of additional countries is not supported by any facts whatsoever. The Furniture
respondents below argued that the Department should use all available data in the ILO
source data, just as the Department has done for the World Bank data. The Department’s
response to the Furniture respondents’ point during the investigation did not appear to
address the issue raised, but instead raised the possibility of another dataset which is non-
existent.

Now, pursuant to this public comment proceeding, the Department has the
opportunity to make the calculation statistically sound, by using all the “available” data,
rather than an arbitrarily-selected subset, as the starting point for its analysis. This would
comport with the principle that “more data is better than less data, and that averaging
multiple data points (or regression analysis) should lead to more accurate results.”
Comments on Final Rules, 62 Fed. Reg. at 27,367 (May 19, 1997). It would also
implement the Department’s apparent intention to use “available” data from the ILO and
World Bank, as stated in the “notes” section in its November 2004 calculation of the
labor rate, rather than some artificially limited extract.

2. The Department’s Calculation Is, In Fact, Distorted By The
Arbitrary Exclusion of the Additional Countries

The expert opinion of Mr. Klett confirms that the Department’s calculation is
biased against China. This is proven by the results when the additional market economy
countries’ data are included in the regression calculation, to calculate a true “world wide”
correlation of wages and income based on all available data.

As shown in Attachment 7 to Exhibit A hereto, when the Department includes the
23 other countries for which data are available for 2003, the wage rate falls to $0.77/hour.

The results of excluding and including these countries can be seen below:
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Constant GNI Coefficient
DOC 52-Country Data Subset™ 0.410 0.00051
All 75 Countries 0.210 0.00051

The reason for the distortion is the inclusion of higher-average wage and income

countries in the calculation, and the exclusion of lower-average wage and income

countries. As explained by Mr. Klett, the bias toward higher-average wage countries

affects the Y-intercept. See, Klett Opinion at 7 (“Exclusion from the analysis of countries

which have, on average, lower wages and per-capita GNI results in the linear trend line

being at a higher point (and parallel to) the regression line that uses all available data.”).

Mr. Klett notes, “This distortion will not be restricted to 2003 Base Year results,

but is likely to systematically overstate the estimated wage rates for NMEs in all years

where such calculations are made.” See, Klett Opinion, at 8. In fact, according to Mr.

Klett’s analysis of the Department’s wage rate calculations for five years, from 1999 to

2003, it is clear that the arbitrary exclusion of countries from the regression calculation

has consistently and systematically overstated the wage rate for China.

First, as illustrated in the following table, the countries arbitrarily excluded by the

Department have an average per-capita GNI and wage rate that is consistently lower than

those countries which were included in the Department’s regression analyses:

Wage Rates For Countries Used Per-Capita GNI For Countries
in Regression Analysis ($/hr.) Used in Regression Analysis ($)
DOC-Included | DOC-Excluded | DOC-Included | DOC-Excluded
1999 5.30 3.60 10,324 8,686
2000 5.03 3.95 10,561 8,858
2001 5.05 3.60 10,380 8,374
2002 5.56 3.57 10,726 7,773
2003 6.69 4.61 12,197 9,936

14

were actually used in the regression analysis.
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The impact on the resulting wage rate for China is shown in the following table:

Y-Intercept GNI-Coefficient* | China Wage Rate
1999, Commerce Subset .398 .000475 0.77
1999, All Countries 301 .000451 0.65
2000, Commerce Subset 462 .000432 0.83
2000, All Countries 379 .000429 0.74
2001, Commerce Subset 512 .000437 0.90
2001, All Countries .408 .000427 0.79
2002, Commerce Subset .392 .000481 0.85
2002, All Countries .246 .000473 0.70
2003, Commerce Subset 411 .000515 0.98
2003, All Countries 210 .000508 0.77

* Statistically significant at the 99.99 percent confidence level.

The wage rate calculated by the DOC is consistently higher than the wage rate that would

result if the arbitrarily-excluded countries had been properly incorporated into the regression

calculation, as shown below:
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It is noteworthy that the relationship of these two lines mirrors closely the

relationship between the average GNI of the countries the DOC included, versus the GNI

of the countries arbitrarily excluded by the Department, as illustrated in the following

graph:

GNI per Capita ($
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The top two lines represent the wage rate for China calculated by the DOC using
only a subset of available countries’ data, and the wage rate recalculated using all
available countries’ data, respectively. The difference between these two series is
relatively stable. The bottom two lines represent the average per-capita GNI of the
countries used by the DOC, versus the average GNI of all available countries. As with
the wage rate lines, these two series differ in a relatively stable way, rising and falling in
tandem.

As this chart demonstrates, the relative relationship between the GNI of the
selected countries and the resulting wage rate calculated for China is apparent to the

naked eye. The fact that the Department has systematically and consistently excluded

lower GNI countries from its analysis has resulted in correspondingly systematic and

consistent overstatement of the expected wage rate for China since at least 1999. Mr.

Klett’s analysis takes this observation one step further, proving mathematically that the

difference between the Y-intercepts of the regression calculation using the DOC subset of
countries versus all available countries’ data™ is entirely due to the difference in the
average per-capita GNIs of the countries included. See, Klett Opinion at 12 (“This
proves that the difference in the estimated wage rates between that for all 75 countries,
and that for the subset of 52 countries relied on by Commerce is caused by the
differences in the average wage rates and per-capita GNI for the two countries in the two

datasets™).

> Excluding countries that fail to meet the Department’s additional selection criteria.
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3. Eliminating Higher Wage Countries From the Regression
Analysis Would Comply With The Statute and Reduce The
Distortions

Mr. Klett’s analysis also establishes the demonstrable numerical distortion on

China’s wage rate due to the inclusion of countries in the regression analysis which are
not comparable to China, in contravention of the U.S. statute. The five countries
designated by the Department as economically comparable to China within the context of
the Furniture investigation, for example, fall within the World Bank’s groupings for “low
income” and “lower-middle” income.*® The GNI for the “upper middle income” and
“high income” countries are stratospherically higher than the “low” and “lower-middle”
income countries. See, e.g., Klett Opinion at 9 (“low” and “lower-middle” income
countries” GNI is $1,515 versus $16,468 for “upper-middle” and “high-income”
countries).

This has a direct impact on the result for China that cannot be overstated. If the
Department eliminates the “high income” and “upper middle income” countries from the
regression, the resulting wage rate for China is $0.66/hour. See, Exhibit A at Attachment
9. The per-capita GNI coefficient for this regression, on which this labor rate is based, is
statistically significant at the 99.99% confidence level.

What this demonstrates is that the omission of additional low-income countries
from the Department’s starting dataset, as well as the inclusion of high wage countries,
has a measurable and demonstrable effect on the resulting wage rate for China. Under
the DOC'’s calculation, the result is $0.98/hour, with a Y-intercept of 0.410. Adding in

all the countries which the Department arbitrarily excluded (regardless of income level,

16 See, Memorandum from Jon Freed to The File, Antidumping Investigation of Wooden Bedroom

Furniture from the People’s Republic of China: Selection of Surrogate Country (March 8, 2004). See also,
Exhibit A, Attachment 5.
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satisfying the Department’s own country-selection criteria, and with 2003 per-capita GNI
data available from the World Bank) lowers the wage rate to $0.77/hour (demonstrating
the distortion of the exclusion of countries, which on average are lower-wage), with a Y-
intercept of 0.210. Filtering the dataset to either exclude the high and upper middle
income wage countries, in compliance with the statute, lowers the result for China even
further, to $0.66/hour, respectively, with a Y-intercept of 0.185.

This analysis, summarized in the table below, establishes the numerical distortion

caused by the DOC’s exclusion of the 23 countries, and unlawful inclusion of countries

which are not economically comparable to China.

Table 1: Distortion on Wage Rate Result Caused By Failing to Use All Available Data and Including
Non-Comparable Countries

13 AH 13 B” 13 C”
All ILO Countries Meeting All 75 DOC Sample 2003
DOC Criteria, Excluding Countries Calculation (52 Country
"High" and "Upper Middle Arbitrarily Selected
Income" Countries Subset)
Y-Intercept 0.185 0.210 0.410
Difference from “A” n/a 13.51% 121.62%

By limiting the dataset to less than the full range of countries available, and then
including in that dataset countries which are not economically comparable, the

Department’s methodology shifts the Y-intercept upwards by 121%.

The issues of the Department’s improper limitation of the wage data subset and

inclusion of countries not economically comparable with China were raised by the

7" Exhibit A, Attachment 8 shows the upwards parallel shift in the regression line to a higher Y-intercept

caused by the DOC'’s arbitrary exclusion of the additional countries in the initial extract of data from the
ILO.
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Chinese respondents in Furniture, Shrimp and others before the Department. The
Department now has the opportunity, in the context of this public comment proceeding,
to fully and meaningfully consider the arguments raised in those cases, without the time
limits that constricted the Department’s earlier consideration.
4. Applying A Modified Least Squares Analysis Would Limit
Distortions Due to Differences In the Independence of Wage

and Income Variables Within the Cross Sectional Dataset
Being Analyzed by the Department

There is an additional bias not accounted for in the Department’s regression
calculation. The Department’s regulation does not specify that the regression calculation
must be an ordinary least squares (OLS) calculation. According to Mr. Klett, an OLS
regression methodology is not the best regression technique when a dataset reflects an
absence of homogeneity of the disturbance terms (or “heteroscedasticity””) which
indicates that the relationship between wages and per-capita income for low-wage
countries may be measurably different than for higher-wage countries. Klett Opinion at
14. This potential problem is most likely to exist with a cross-sectional dataset. The
wage rate dataset used by the Department is a cross sectional dataset (i.e., as compared to
a time-series dataset), since it includes data for one year (2003) for two variables (wages
and per-capita GNI) for a cross-section of countries spread across a large spectrum of
points (i.e., countries from the sub-$600 per-capita GNI range, such as Pakistan, and
India, all the way to countries such as Norway and Switzerland with per-capita GNIs of
more than $40,000 -- nearly 7,000% higher).

This distortion can be seen with the naked eye in the graph included on the
Department’s website. That graph, 2003 GNI, USD per Annum, current (X) Line Fit

Plot" shows that the countries located toward the Y-X intersection at the zero point are
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tightly clustered around the regression line, while there is more dispersion away from the
regression line for the higher-wage, higher-income countries.

Where a cross sectional dataset has these kinds of deviances, this is evidence that
the dataset may have "Heteroscedastic” properties. Figure 11.6 of the Gujarati
econometric text (see Exhibit A, Attachment 14 at page 365) illustrates how differences
from the regression line (measured by the character () measure the amount of
heteroscedasticity. The DOC's diagram of the wage rates scattergram and the regression
line looks strikingly similar to figure 11.6 of the Gujarati text, with both having increased
dispersion from the regression line further away from the X-Y intercept.

In these circumstances, and as confirmed by Mr. Klett and the Gujarati text, an
OLS regression analysis is not the most accurate regression formula. On the contrary, as
stated by Gujarati, “If we persist in using the usual testing procedures despite

heteroscedasticity, whatever conclusions we draw or inferences we make may be very

misleading.” See, Exhibit A, Attachment 14 at 366 (emphasis added). Rather, there is a
modified least squares regression calculation, called a "Generalized Least Squares"
regression, which measures and accounts for differences within a cross sectional dataset,
by properly weighting each datapoint according to its relative level of heteroscedasticity.
The OLS method, on the other hand, improperly disregards the plain fact that the
datapoints closer to the X-Y intercept are clustered more closely around the regression
line.

The SAS programming language includes a Generalized Least Squares

calculation function, which applies the GARCH (“Generalized Autoregressive

26



Conditional Heteroscedasticity”) method of least squares regression. Thus, the
Department is able to correct for the distortion in the data due to heteroscedasticity.

The “ARCHTEST” function in SAS shows that the 52-country dataset does suffer
from heteroscedasticity. See, Klett Opinion at 15 and Attachment 16 thereto. Under this
condition, using the DOC’s 52-country dataset and applying the GLS regression
methodology included with the SAS programming software results in an estimated wage
rate for China of $0.84/hour, rather than the $0.98 under the OLS method. See Klett
Opinion at 11. This establishes that there are distortions in using the OLS method due to
differences in the independence of the wage and income variables within the cross
section (i.e., a different relationship for higher- versus lower-wage countries). The GLS
method measures and accounts for these differences in its estimates.®

Failing to account for these distortions would not lead to the most accurate
calculation of the NME wage rates. As Mr. Klett stated: “Using only an arbitrarily-
chosen subset of countries, when data for other countries are available, does not yield a
representative wage/per-capita GNI relationship.” Exhibit A at 16. The Department’s
use of only a subset of the countries for which data are available does not yield a
statistically valid estimate of the relationship between wage and per-capita GNI for all
countries for which data are available. Mr. Klett concluded: “using the 2003 wage and
GNI data for the subset of available countries selected by Commerce versus all countries
for which data are available yields a different, and distorted result.” Id. at 16 (emphasis

added). Furthermore, failing to further account for demonstrable and numerically

8 Exhibit A, Attachment 16 provides both the test results for heteroscedasticity for the DOC's 52-country

dataset ("ARCHTEST"), and the GLS estimates for this same dataset (GARCH procedure). The Y-
intercept calculated using the GLS method is 0.2722. Therefore, the resulting China wage rate is: China
Wage = Y-Intercept + (GNI-coefficient * China per capita GNI), or 0.2722 + (0.00052 * 1100) = $0.84.
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measurable distortions due to the inclusion of (1) high wage countries in the mix, and (2)
different relationships between wages and income at different income levels in the cross-
sectional dataset does not accomplish the Department’s goal of calculating dumping
margins as accurately as possible.

IV. CONCLUSION

It has now been almost nine months since the final determination in Furniture.
The Department admitted in that case that the methodology may need review, yet it has
only begun such a generalized review now, after the Court ordered the remand in the
Furniture appeals. In the context of the Furniture remand, which the Department in fact
requested, the Department has preliminarily conceded that the November 2004
calculation (of $0.93/hour) was wrong and must be corrected.

MOFCOM submits that the Sample 2003 calculation is also flawed, for the
reasons stated herein. Mr. Klett’s findings indicate that the Department’s calculations
have “systematically overstate{d} the estimated wage rates for NMEs in all years where
such calculations are made.” For the 2003 data, that distortion inflated the Y-intercept of
the regression calculation by 121%.

The distortion for the past five years is similar and highly disturbing to the

Chinese Government. For at least five years, Chinese companies have been subjected to

an estimated wage rate calculation that was consistently and systematically overstated in

every year, as shown below:
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A B (A-B)/B

Increase Due to Use
of Arbitrary Subset
All Available (and Versus All Available

DOC Subset Qualifying) Countries Data
1999 0.77 0.65 18.46%
2000 0.83 0.74 12.16%
2001 0.90 0.79 13.92%
2002 0.85 0.70 21.43%
2003 0.98 0.77 27.27%

This systematic overstatement of the labor rate for China may have been outcome
determinative for Chinese companies having low final margins during this period. In
other words, the Department’s past practice in this regard may have improperly resulted
in an affirmative finding of dumping as to individual Chinese companies where a fair
calculation of the labor rate, which did not arbitrarily exclude countries, could have
resulted in a negative finding.

Now that this most serious issue is being addressed formerly by the Government
of the People’s Republic of China for the first time, we respectfully request that the
Department correct for the distortions in its methodology identified herein, so that further
inflation of the dumping margins in cases against Chinese companies can be avoided.

Specifically, the Department should value China’s labor factor of production
using, (1) India’s wage rate only, or (2) an average wage rate of the five countries
designated as comparable by the Department in the surrogate country selection
memoranda. In the event the Department continues to apply the regression calculation,
then the Department should not exclude any countries from the initial extraction of data
from the ILO, because doing so precludes a calculation of the “global” correlation

between wages and national income. Furthermore, once all data is extracted from the
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ILO, then the Department should apply its selection criteria, with the addition that
countries not economically comparable to China must be excluded in order to avoid
valuing China’s FOP using data from countries which are not comparable to China, in
violation of the statute. Finally, the Department should implement SAS’s statistical
functions to account and correct for distortions present in a standard least squares

regression calculation due to heteroscedacity in the data.

13076933.DOC
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CAPITAL » TRADE

I N C O R P ORATED

Report of Daniel W. Klett, Principal
Capital Trade, Incorporated

Department of Commerce NME Wage Methodology—2003 Base Year Sample Results

L. Introduction

I have been retained by Kaye Scholer to provide an opinion cn statistical issues related to
the Department of Commerce’s (“Commerce”) proposed non-market-economy (“NME”) wage
rate methodology for 2003." This report does not address the validity of the conceptual
framework of the regression-based analysis for estimating NME wages, but only statistical issues
relating to the application of this methodology. My background is included as Attachment 1 to
this report.

Pursuant to 19 CFR 351.408(c)(3), the Department relies on a regression analysis of the
observed relationships between wages and per capita gross national income (“GNI”) in market
economy (“ME”) countries to estimate wage rates for NME countries in antidumping duty
investigations. This regulation also states that “The calculation will be based on current data,
and will be made available to the public.” In its response to comments on this proposed change
to its methodology for valuing NME wage rates, the Department stated that “In general, we
believe that more data is better than less data, and that averaging of multiple data points (or
regression analysis) should lead to more accurate results in valuing any factor of production.”2

In its June 30, 2005 notice inviting comments, Commerce described its methodology,

including data sources on which it relies and a prioritization of the parameters for a selection of a

79 FR 37761 (June 30, 2005).
262 FR 27367 (May 19, 1997).



wage rate from the International Labor Organization (“ILO”) when multiple alternative wage
rates are available. Commerce specified the following sources for country-specific data:’®

(A)  For wages, Chapter 5B of the ILO’s Yearbook of Labor Statistics for 56 specified
countries.

(B)  For per-capita GNI, the World Bank.

(C)  For CPI and exchange rates, the International Financial Statistics (IFS) of the
International M