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Preface

On October 11, 1988, the United States International Trade Commission instituted
investigation No. 332-262, The Economic Effects of Significant U.S. Import Restraints.
The investigation, conducted under section 332(g) of the Tariff Act of 1930, is in
response to a request from the Committee on Finance of the U.S. Senate (app. A). The
purpose of the study is to assess the economic effects of significant U.S. import restraints
on U.S. consumers, on the output and profits of U.S. firms, on the income and
employment of U.S. workers, and on the net economic welfare of the United States.

The report includes assessments of economic effects of high tariffs in 20 product
categories, of voluntary export restraints on steel, Japanese autos, and machine tools,
escape-clause relief for specialty steel, and the Multifiber Arrangement for textiles and
apparel. A summary of the Commission’s findings begins on page iii. This report is the
first of three requested by the Finance Committee. The report on the second phase of
this study will assess the economic effects of restraints on imports of agricultural products
and natural resources. The report on the third phase of this study will assess the
economic effects of restraints on service industries.

The Commission received the request on September 12, 1988. Public notice of the
investigation was given by posting a copy of the notice in the Office of the Secretary,
U.S. International Trade Commission, Washington, DC, and by publishing the notice in
the Federal Register of October 19, 1988 (vol. 53, No. 202, p. 40971) (app. B).

A public hearing in connection with the present investigation was held in the
Commission’s hearing room on April 5, 1989. The calendar of witnesses who appeared
at the hearing appears in appendix C.
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Executive Summary

This study examines the effects that significant U.S. import restraints have on
consumers, on the output and profits of firms, on the income and employment of
workers, on the net economic welfare of the United States, and on major upstream
suppliers and downstream customers of the protected industries. These effects are
examined on an industry-by-industry basis. This first phase of the study is limited to the
restraints on manufactured imports.

The study covers 20 high-tariff categories and all trade restraints on products covered
by 5 nontariff measures. The high-tariff categories are a mix of Standard Industrial
Classification categories, Harmonized Tariff System line items, and other categories.
The nontariff measures are the voluntary restraint agreements on steel and machine
tools, the section 201 quotas on specialty steel, the Japanese voluntary export restraints
on automobiles, and the Multifiber Arrangement (MFA).

Import restraints resulting from final antidumping or countervailing duty
investigations, section 337 investigations, or section 406 investigations are explicitly
excluded per the request letter from the Senate Finance Committee. Senate Finance
Committee staff advised that restraints resulting from section 301 actions and from
actions taken under similar provisions were also to be excluded.

Results

Tariffs

Tables ES-1 and ES-2 summarize the estimates for the effects of unilaterally
eliminating tariffs on 20 high-tariff categories in 1988. The estimates in the tables are
the midpoints of the range of estimates presented in chapter 2. These are estimates of
the short-run effects that occur in the first year after the tariff removals.

Table ES-1 provides estimates for the traditional measures of the effects of tariffs
(the measures usually included in elementary textbook treatments of the effects of a
tariff). These are the effects on consumers, producers, and net welfare. Removing an
import restraint lowers the price of the affected imports and may lower the price of the
competing domestic good. The fall in the prices of the import and the domestic good
- constitute the economic gain to U.S. consumers. The consumer gain includes the gains
to all of the downstream industrial consumers of the protected industry as well as to final
consumers. That is, the consumer gain includes the increased profits that all of the
downstream industrial consumers get as a result of the lower input prices, plus the cost
savings that are passed through to the final consumers. The gains to downstream
industrial consumers and final consumers cannot be separately identified, but estimates
of the effects on costs and output of major individual downstream users are provided in
the text for each import restraint.

The producer loss results from the lower price to the protected domestic industry
caused by removing the import restraint. The producer loss consists primarily of the
reductions in profits to the protected industry and its upstream suppliers. (These are
reductions in economic profit, not accounting net income). It is not possible to identify
separately the reductions in profits of the protected industry and those of its upstream
suppliers, but in most cases the bulk of the loss belongs to the protected industry.
Estimates of the effects on the output of important upstream suppliers are provided in
the text for each import restraint. The measure for the producer loss can be particularly
sensitive to the value of the domestic supply elasticity, and estimates of this elasticity are
subject to a wide margin of error. Therefore, estimates are constructed for a range of
possible supply elasticities.

The traditional net welfare gain is equal to the gain to consumers, minus the producer
loss, and minus lost tariff revenue.

Table ES-2 contains estimates for other effects of tariffs that are not included in the
traditional calculations. These are estimates for the worker income loss, for the effects
of domestic taxes, and for the response of exchange rates.
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Table ES-1

Summary of traditionally measured effects of unilaterally eliminating tariffs for high-

tariff items, 1988

Effects on the

protected industry Tradi-
tional
Change in  net
Consumer Change in Producer employ- welfare
Category gain? shipments  loss ? ment gain
Mil-
lions
of
dol-
Millions of dollar$e—————  Thousands lars
Rubber and plastics
footwear ...........co0unnn 272.2 -183.4 44 1 -2.4 37.9
Women's footwear, except
athletic ................... 325.1 215.5 54.6 3.5 17 .1
Ceramic floor and
walltle ................... 90.0 -35.1 10.0 -0.4 2.5
luggage ..........c.cvevuennn 186.3 -141.9 36.4 -1.8 10.2
Leather gloves and
mittens ................... 28.1 -43.1 10.8 -0.6 2.3
Vitreous china table and
kitchen articles ............ 43.8 -32.4 9.2 -0.6 1.4
Fine earthenware table
and kitchen articles ......... 34.7 -5.0 0.8 -0.2 0.3
Women's handbags
andpurses ................ 134.4 -1156.2 25.7 -1.6 5.4
Costume jewelry and
costume novelties .......... 86.7 -67.0 20.7 -1.0 6.7
Pressed and blown
glassware, nec ............ 185.8 -260.3 77.2 -2.5 9.6
Cyclic organic crudes :
and intermediates .......... 685.3 -1188.4 386.3 -2.6 16.0
Electronic and electrical
capacitors ................ 74.8 -100.1 29.1 -1.5 3.4
Methyl alcohol ............... 45.3 14.5 4.3 0.5 4.4
Polyethylene resins ........... 93.1 -152.0 45 .1 -0.8 9.4
Nonstuffed dolls ............. 38.8 -32.8 6.0 -1.1 1.3
Certain bicycles ............. 38.1 -47.3 10.0 -0.6 1.8
Ball bearings ...... e 5§0.3 -11.3 3.9 -0.1 0.5
Optical instruments .......... 15.8 -14.0 4.1 -0.4 0.5
Cannedtuna ................ 61.3 -72.2 35.0 -0.8 4.9
Waestern red cedar
shakes and shingles ........ 25.3 -7.7 11.6 -0.1 -27.0

' Midpoints of ranges presented in ch. 2.
2 Includes the gain In profits to all downstream consumers of the protected product plus the cost

savings to final consumers.

3 May include some losses to supplying Industries.

Source: Estimated by USITC staff.



Table ES-2

Summary of effects of unilaterally eliminating tariffs for hlgh;tarlff items, adjustments to
the traditional measure, 1988

(In millions of dollars)

Adjusted
Worker Domestic Terms- net
income tax of-trade - welfare

Category loss? loss® loss* gain®
Rubber and plastics footwear ......... 6.2 28.5 51.3 -48.1
Women's footwear, except athletic ... 7.5 38.0 91.5 -119.9
Ceramic floor and wall tile ............ 1.4 11.6 7.4 -18.0
LUugEage .....ooiiiiiriiiiiiiiaes 5.5 21.0 37.9 -54.1 |
Leather gloves and mittens ........... 1.1 2.3 9.0 -10.0
Vitreous china table and kitchen

articles ..........cciiiiiiiiiinann 1.9 5.0 8.7 -11.2
Fine earthenware table and kitchen

articles ..........ccciiiiiiiininan 0.3 5.1 2.1 -7.2
Women's handbags and purses ....... 3.6 15.5 26.9 -40.7
Costume Jewelry and costume

noveltles ................0iiiinnn 2.3 8.9 48.2 -46.7
Pressed and blown glassware, nec .... 10.2 14.8 50.3 -65.8
Cyclic organic crudes and Iinter-

mediates .............co0itiinnnn 18.1 42.5 120.0 -165.0
Electronic and electrical capacitors . ... 3.8 6.3 23.5 -30.3
Methyl alcohol ................cvutnn 0.3 5.5 18.3 -19.7
Polyethyleneresins .................. 2.1 5.8 39.1 -37.6
Nonstuffeddolls .................... 0.4 4.7 7.0 -6.1
Certainbicycles .................... 1.2 4.0 10.4 -13.7
Ballbearings ............ccoiivinnnn 0.5 6.9 2.4 -9.3
Optical instruments ................. 0.5 1.7 2.4 -4.1
Cannedtuna .............oon0vvnenn 1.5 3.2 6.4 -6.1
Western red cedar shakes and

shingles . .... e eteeeietr e 0.3 6.1 3.5 -36.8

' Midpoints of ranges presented in ch. 2.

2 The worker income loss calculation assumes a rigid wage In the sector under consideration. If
the wage is flexible, the worker income loss would be included in the producer loss of the
traditional analysis.

3 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional
increase In all existing domestic taxes. If the replacement tax were a uniform sales tax, this
adjustment would be insignificant in size. If the federal income tax were used to replace the tariff
revenue, the adjustment could be 3 times as great.

“ The terms-of-trade adjustment Is relevant only for a unilateral tariff elimination. The estimate
presented here tends to overstate the true terms-of-trade loss, because It does not account for
the fact that increased U.S. imports might cause foreign demand for U.S. exports to increase.
¢ Because the worker income loss and terms-of-trade loss are blased upward, the adjusted net
welfare gain is biased toward overstating the loss from this elimination.

Source: Estimated by USITC staff.

The estimates labelled “worker income loss” refer to short-term earnings losses
experienced by workers who are displaced from the domestic industry that loses
protection. The change in employment refers only to the change in the domestic
industry, not in aggregate employment. Estimates of the effects on aggregate
employment would require a complete macroeconomic model and are beyond the scope
of this study.

The estimates labelled “domestic tax adjustment” account for the effects of domestic
taxes on the welfare consequences of a tariff. The traditional calculations ignore the
effects of domestic taxes and this leads to two errors. First, the traditional calculations
fail to account for the change in revenue from domestic taxes caused by the tariff, a
change that usually serves to magnify the welfare cost of the tariff. Second, they fail to
account for the welfare cost of replacing the tariff revenue. Since every existing tax
imposes a welfare cost, the question is “does the tax used to replace the tariff revenue
impose a greater or smaller welfare cost than the tariff?” The domestic tax adjustment
accounts for both of these shortcomings of the traditional analysis. The adjustment for
domestic taxes depends importantly on the tax used to replace the tariff revenue. The
adjustment would be near zero if a sales or value-added tax were used to replace
revenue, but higher than the reported level if the income tax were used. The estimates
presented here assume that the tariff revenue is replaced using a uniform proportional
increase in all existing domestic taxes.
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xii

The estimates labelled “terms-of-trade loss” account for the effects of unilaterally
eliminating a tariff on the exchange rate. Eliminating a tariff tends to increase U.S.
demand for foreign currencies. The resultant decline in the value of the dollar raises
prices paid for U.S. imports and reduces the prices received for U.S. exports. These
price effects are very small, because removing an individual tariff would have only a very
small effect on the exchange rate. Nevertheless, because these price effects apply to all
traded goods, their sum can be important relative to other effects of the tariff.

The adjustment for the response of exchange rates is needed only if foreign trading
partners do not reciprocate for the tariff removal. When tariff reductions take place in a
multilateral framework, foreign tariff concessions accompany the U.S. tariff concessions,
so that an increase in foreign demand for U.S. exports accompanies the increase in U.S.
demand for imports, and there is no need for an exchange rate adjustment.

The estimates labelled “adjusted net welfare gain” are the traditional net welfare

" gains minus the adjustments for the worker income loss, for the response of exchange

rates to the tariff elimination, and for the effects of domestic taxes. These estimates tend
to overstate the loss that each tariff removal would impose, because the worker income
loss and the response of exchange rates are estimated under conditions that tend to
overstate these adjustments.

The methods used to estimate the adjustments for the response of exchange rates and
for domestic taxes are in the developmental stages and are still being refined. Also,
estimates of the economic variables needed to apply these methods are subject to large
errors. Consequently, estimates of these adjustments, and of the total net welfare effects
after accounting for these adjustments, are somewhat unreliable.

The traditional calculations show that unilaterally eliminating the tariffs will result in a
net improvement in overall economic welfare in every case except the tariff on Western
red cedar shakes and shingles, but the net welfare effect is always negative after the
adjustments are included. The inapplicability of the terms-of-trade adjustment for the
multilateral tariff reductions and the sensitivity of the domestic tax loss to the nature of
the substitute tax are important caveats to be kept in mind in interpreting these results.
Also, only zero and the current tariff rates were compared. An intermediate unilateral
tariff cut might result in higher adjusted net welfare than present tariffs. In the long run,
the adjustments tend to become less important (except the adjustment for the effects of
domestic taxes), so that the traditional net welfare calculations become a more
acceptable method for determining the long-run effects of the tariff removal.

Nontariff measures

Tables ES-3 and ES-4 summarize the estimates for the effects of eliminating the
5 nontariff measures as well as tariffs on the products they cover. The estimates are the
mid-points of the range of estimates presented in chapters 3 and 4. The results show
adjusted net welfare losses in the short run (after all adjustments, including the effects of
removing the tariffs) from removing the steel VRAs, the section 201 quotas on specialty
steel, and the machine tool VRAs, but adjusted net welfare gains from terminating the
Multifiber Arrangement (MFA). The net welfare gain from terminating the MFA is over
twice as large as the welfare losses from terminating all of the other tariffs and quotas
combined. No measurable effect was found for the Japanese auto export restraints.

These estimates are subject to the same caveats as the estimates for the effects of
eliminating tariffs. In addition, the estimates tend to overstate the welfare gains from
eliminating the MFA, because of assumptions used to construct the econometric model.

Factors not considered

This study does not consider several factors that may be important but could not be
quantified. Distributional aspects are not considered. (For example, a dollar of losses
concentrated among a few domestic firms and their employees should perhaps be
weighted differently than a dollar of gains dispersed among a large number of
consumers.) The expenditures by domestic firms to get or keep import restrictions are
not counted. No allowance is made for the higher costs that protected firms may have if
protection causes them to lose the incentives for efficiency that competition brings.
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Table ES-3

Summary of traditionally measured effects of unilaterally eliminating nontariff measures
and tariffs on the products they cover, 1988 (except where indicated)!

Effects on the

protected industry Tradi-
tional
Change in  net
Consumer Change in Producer employ- welfare
Category gain? shipments loss 2 ment gain
' Mil-
lions
of
dol-
. Millions of dollars—m— Thousands lars
Steel VRAS ................. 820.6 -854.1 268.7 -3.8 66.0
Section 201 quotas
on speclalty steel .......... 34.1 -31.8 9.9 -0.1 7.8
Machine tool VRAS ........... 48.0 -39.1 11.3 -0.4 7.7
Japanese auto export
restraints ................. (®) (®) (®) (®) ()
Muitifiber arrangement:+
Textiles ................... ©883.1 -678.2 303.6 -6.3 158.0
Apparel ................... €9,826.1 -2,405.1 4,054.3 -255.7 2,332.7

! Midpoints of ranges presented in chs. 3 and 4.

2 Includes the gain in profits to all downstream consumers of the protected product plus the cost
savings to final consumers.

: :Ilga8y7 Include some losses to supplying industries.

S No measurable effect

¢ In square-yard equivalents

Source: Estimated by USITC staff.

Table ES-4

Summary of effects of unilaterally eliminating nontariff measures and tariffs on the
products they cover, adjustments to the traditional measure, 1988 (except where
indicated)!

(In millions of dollars)

Adjusted
Worker Domestic Terms- net
income tax of-trade welfare
Category loss? gain® loss* gain®
Steel VRAS ............iiiiiiiiiiieene, 18.4 40.1 463.6 -376.0
Section 201 quotas on specialty steel ... ... 0.7 3.1 17.9 -7.6
Machine tool VRAS ...............ccvunen 1.9 4.6 22.9 -12.6
Japanese auto export restraints .......... (¢) (®) (®) ()
Multifiber arrangement:?
Textlles ............ccovviviiiiennnnn, 86.8 235.3 -1.5 308.0
Apparel .........c it i e i 224.3 2,741.1 972.1 3,877.3

1 Midpoints of ranges presented in chs. 3 and 4.

2 The worker income loss calculation assumes a rigld wage In the sector under consideration. If
the wage Is flexible, the worker income loss would be Included in the producer loss of the
traditional analysis.

3 The domestic tax gain calculation assumes that tariff revenue is replaced with a proportional
increase In all existing domestic taxes. If the replacement tax were a uniform sales tax, this
adjustment would be somewhat larger. If the federal income tax were used to replace the tariff
revenue, the adjustment would be somewhat smaller.

4 The terms-of-trade adjustment is relevant only for a unilateral restraint elimination. The
estimate presented here tends to overstate the true terms-of-trade loss, because it does not
Iaccount for the fact that increased U.S. imports might cause foreign demand for U.S. exports to
ncrease.

¢ Because the worker income loss and terms-of-trade loss are biased upward, the adjusted net
welfare gain is biased toward overstating the loss from this elimination.

: ?lgoagneasurable effect

Source: Estimated by USITC staff.
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Chapter 1

Introduction

This study examines the effects that significant -

U.S. import restraints have on consumers, on the
output and profits of firms, on the income and
employment of workers, on the net economic
welfare of the United States, and on major up-
stream suppliers and downstream customers of
the protected industries. These effects are exam-
ined on an industry-by-industry basis. This first
phase of the study is limited to the restraints on
manufactured imports.

A detailed analysis of all barriers is intractable
owing to their large number. Therefore, the defi-
nition of a “significant” import restraint was
determined mainly by the resources available for
the study. For tariffs, it was decided to include
only those products with an ad valorem equiva-
lent tariff of 10 percent or more and those for
which it was projected that free-trade import lev-
els would be $100 million or more. For nontariff
restraints, the main criterion was a projected free-
trade import level of $100 million or more.

Summary of the Analysis

Effects of tariffs

Eliminating tariffs would lower the price con-
sumers must pay for imports and would reduce
their demand for the competing domestic output.
The gain to consumers is thus accompanied by
losses to domestic producers in these competing
industries and to their upstream suppliers. The
producer losses include a loss of profits and losses
to workers in the industry. The U.S. Treasury
would also lose the revenue it collects from the
tariff. -

The consumer gains, the producer losses, and
the Treasury revenue loss are included in the tra-
ditional (textbook) analysis of the welfare effects
of eliminating an import tariff. In this analysis,
the gains to consurmr.ers usually outweigh the losses
to domestic producers and to the Treasury, so
that a net gain is calculated for the overall U.S.
economy.!

There are several considerations missing from
the simple traditional analysis. First, if workers
are involuntarily displaced by a tariff removal,
their losses will probably not be reflected in the
traditional calculations.2 Second, removing a tar-
iff tends to cause the dollar to depreciate because

' See, for example, the analysis in C.P. Kindleberger,
Iﬁtegnational Economics (Homewood, I1: Irwin, 1968),
ch. 7.

2 See D.J. Rousslang and P.M. Young, “Calculating
Short Run the Welfare Effect of a Tariff Reduction
When Wages Are Rigid,” Canadian Journal of Econom-
ics, Vol. 17, 1984, pp. 39-47.

it increases U.S. demand for imports and, hence,
for foreign exchange. The dollar depreciation
raises the foreign-currency prices paid for U.S.
imports and lowers the foreign-currency prices re-
ceived for U.S. exports.® Traditional calculations
do not include these losses from the response of
the exchange rate to the tariff removal. Third, the
traditional calculations fail to account for the fact
that tariff revenue (like other tax revenue) should
be valued more highly than ordinary income, be-
cause every existing tax imposes a cost to
taxpayers that exceeds the amount of revenue
collected. That is, there is a cost attached to turn-
ing private income or wealth into tax revenue for
the government.4 Finally, the traditional calcula-
tions fail to account for the change in revenue
from domestic taxes that is likely to accompany a
tariff. The adjustments made to account for these
considerations are described in detail in chap-
ter 2.

After accounting for these adjustments, it is
found that unilateral elimination of U.S. tariffs
usually reduces overall economic welfare of the
United States in the short run. In the longer run
these adjustments tend to become smaller (except
for the valuation of tariff revenue and the effect
on domestic tax receipts) so that the welfare ef-
fects move closer to the gains calculated with the
simple traditional analysis.

Effects of quotas and the Multifiber
Arrangement (MFA)

Quotas affect U.S. consumers and producers
in much the same way as tariffs. By restricting
their supply, quotas raise the price of imports to
U.S. consumers. An important difference be-
tween tariffs and quotas is that tariffs produce tax
revenue for the Treasury, whereas quotas pro-
duce rents® that may be captured by U.S.
importers or foreign exporters, or that may be
squandered in efforts by various market partici-
pants to garner the quota rents for themselves.®

If foreign governments administer the quota,
such as with a voluntary export restraint (VER) or
a quota allocated on a country-by-country

3 The first quantitative estimates of these terms-of-trade
effects are in G. Basevi, “The Restrictive Effect of the
U.S. Tariff and Its Welfare Value,” American Economic
Review, Vol 58, 1968, pB. 840-852.
4 This point is raised by D.J. Rousslanvg. “The Opportu-
lsxistylggsl of Import Tariffs,” Kyklos, Vol. 40, 1987, pp.
¢ In economic terminology, “rent” refers to the payment
to an owner of a factor of production in excess of its
value in its best alternative use. In the case of trade
quotas, rents are the excess profits accruing to the
owners of the quota rights resulting from the artificial
scarcity caused by the quotas.
¢ Another important difference between quantitative
restraints and tariffs arises if domestic producers in the
protected industry would have market power in the
absence of foreign competition. Although this is an
important possibility, the domestic industry is modeled as
being perfectly competitive in all of the cases examined
in this report.
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basis, the quota rents are captured by foreign ex-
porters. This is the case for all of the quantitative
restrictions considered in this report. The fact
that foreign exporters capture the quota rents
causes the net welfare cost for each of these quo-
tas to exceed that of the equivalent tariff (i. e.,
the tariff that would reduce imports to the same
level as the quota and raise their price by the
same amount) for two reasons.” First, the tariff
yields revenue for the U.S. Treasury (which, as
noted above, is worth more than the equivalent
amount of private income or wealth), whereas an
allocated quota or VER yields rents to foreign ex-
porters. Second, since foreign exchange spent on
imports is greater with these quantitative restraints
than if the equivalent tariff were used, eliminating
an allocated quota or VER causes the dollar to
depreciate by a smaller amount, and may even
cause it to appreciate. Thus, losses from the re-
sponse of the exchange rate are smaller, or this
response might even produce a welfare gain. A
quota affects other domestic tax receipts in the
same way as the equivalent tariff.

The effects of terminating the MFA are esti-
mated with the same method as that used to
estimate the effects of other quantitative re-
straints. However, several additional steps are
undertaken to obtain estimates of the parameters
needed to apply this method. Specifically, the
needed demand and supply elasticities are esti-
mated directly, rather than relying on estimates
from the literature. Also, the price effect of the
quota is estimated empirically using the method
described in appendix C.

Factors not considered

Although the current study goes well beyond
the simple traditional analysis to assess the wel-
fare effects of tariff removal, it omits at least
three potentially important factors needed for a
complete welfare analysis. First, the calculations
fail to account for distributional aspects of trade
policy. For instance, the losses to domestic pro-
ducers from tariff removal tend to be
concentrated and in some industries might hurt
workers who have lower incomes than the overall
U.S. average, whereas the consumer gains tend to
be dispersed over a large group of individuals with
the gain to each being quite small. These differ-
ences between the “winners” and “losers” of
trade liberalization suggest that a dollar of pro-
ducer loss should perhaps weigh more heavily
than a dollar of consumer gain. Unfortunately,
there is no scientific way to account for these dif-
ferences.

A second factor not considered is the rent-
seeking behavior engendered by the existence of

7 A good description of the tariff equivalent of a quota is
in J. Bhagwati, “On the Equivalence of Tariffs and
Quotas,” in his Trade, Balance of Payments and
Growth, London, 1969.
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a Government policy to protect domestic produc-
ers by taxing or otherwise discouraging imports.8
The existence of such a policy, it is argued,
causes domestic firms to spend resources lobbying
the Government for protection from import com-
petition in order to gain economic rents.
Resources spent in this manner are not accounted
for in the traditional calculations, nor are they ac-
counted for in this report.

Rational producers would spend no more on
such efforts than the rents they expect to receive
from the import protection. Indeed, they would
make such expenditures only so long as the ex-
pected gain from an additional dollar spent in this
effort would exceed 1 dollar. The law of dimin-
ishing returns should ensure that their total
spending on lobbying efforts would be less than
the total expected rent gain.®

If the Government announced that it is con-
sidering eliminating an existing import restriction,
this would be unlikely to reduce, and might even
increase, lobbying efforts by domestic firms for
protection. Even eliminating an entire type of im-
port restraint (such as tariffs or VERs) is unlikely
to reduce this rent-seeking behavior as long as
other import-discouraging measures are available.
Thus, both the direction and size of the adjust-
ment to the welfare calculations to account for
rent-seeking behavior are unclear.

A third factor not considered is a managerial-
and incentive-related factor called X-efficiency in
the literature.!© The traditional analysis and that
presented in this study assume that firms purchase
and utilize all inputs efficiently, that is, they are
least-cost producers. Firms that are protected
from competition do not have the same incentives
to pare all costs to the bone that firms facing
vigorous competition have. The costs of X-ineffi-
ciency arising from import protection are not
accounted for in this report.

The fragile nature of the welfare estimates

As indicated earlier, estimates of the net wel-
fare effect of trade restrictions are fragile and
subject to a good deal of error. This is especially
true for tariffs because the net welfare effect of a
tariff is small relative to the other effects of the
tariff. These other effects include the effects on
the volume of the restrained imports; on the cost
to consumers; on the output, employment, and
profits for the competing domestic industry; on
the revenues of the U.S. Treasury; and on the
U.S. terms of trade (the exchange-rate adjust

® An excellent discussion of this behavior can be found
in A.O. Krueger, “The Political Economy of the Rent-
Seeking Society,” American Economic Review, 1974,
l:p. 291-303.

Since rent-seeking activity is done in an atmosphere of
uncertainty, expenditures on rent-seeking activities could
theoretically exceed the actual value of the protection.

19 Harvey Leibenstein, “Allocative Efficiency vs. ‘X-
Efficiency,'” American Economic Review, LVI,
June 1966, pp.392-410.
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ment). The error in the estimates for any of these
effects can be great. Since the overall welfare ef-
fect of a tariff is the net of a number of these
effects the estimates of this net are particularly
fragile in the sense that they are subject to wide
margins of error (and might even have the wrong
sign). For this reason, the current report shows
the results of the traditional welfare calculations
as well as those incorporating the adjustments for
the exchange-rate response, the presence of do-
mestic taxes, and the losses of involuntarily
displaced workers.

The welfare cost of an allocated quota or VER
contains an element that is large relative to the
other effects of the quota—the quota rents.
Therefore, estimates of the welfare costs of these
measures tend to be somewhat less fragile than
those for tariffs.

Organization of the study

The study is organized as follows. The remain-
der of this chapter reviews previous studies that
are relevant to the trade restrictions considered in
this report. Chapter 2 examines the effects of re-
moving significant tariff restraints. Twenty
products are covered: rubber and plastics foot-
wear, women’s footwear (except athletic),
ceramic floor and wall tile, luggage, leather gloves
and mittens, vitreous china table and kitchen arti-
cles, fine earthenware table and kitchen articles,
women’s handbags and purses, costume jewelry
and costume novelties, pressed and blown glass-
ware (not elsewhere classified), cyclic organic
crudes and intermediates, electronic and electri-
cal capacitors, methyl alcohol, polyethylene
resins, nonstuffed dolls, certain bicycles, ball
bearings, optical instruments, canned tuna, and
western red cedar shakes and shingles. Chapter 3
examines the effects of removing significant quan-
titative restraints. The restraints covered are the
voluntary restraint agreements on steel and ma-
chine tools, the section 201 relief for specialty
steel, and the Japanese VERs on automobiles.
Chapter 4 examines the effects of terminating the
MFA.

Review of Previous Studies

The current study examines three categories
of import restraints that are important to the U.S.
economy: high tariffs; quota-type restraints on
imports of automobiles, carbon and specialty steel
and machine tools; and the MFA. For each of
these categories, two bodies of literature are rele-
vant. The first deals with estimation techniques.
The second provides estimates for the economic
effects of the import restraints. Some articles pre-
sent a new estimating method together with
resulting estimates. The current section of the
study briefly reviews alternative estimating meth-
ods and then summarizes the results of existing
studies that estimate the effects of the import re-

straints covered by the current study. Further
details are given in later chapters.

Review of estimation methodology

Three modeling techniques are commonly
used to estimate the economic effects of import
restraints: (1) econometric models, (2) partial
equilibrium models, and (3) general equilibrium
models. Each of these three models will be dis-
cussed in turn.

Econometric models.—Econometric modeling
involves specifying and estimating all of the sig-
nificant economic relationships among the
economic variables to be studied. In many cases
there are problems with the initial specification
because needed data are not available, important
variables have been omitted from the model, or
the specified relationship among the variables
proves to be incorrect. In such cases, the model is
respecified and reestimated until an acceptable
result is obtained.!’ The estimated effects of im-
port restraints on textiles and apparel reported in
chapter 4 rely in part on an econometric model.

Partial equilibrium models.—A partial equi-
librium model for a particular product generally
specifies the supply and demand structure for do-
mestic output of the product, for competing
imports, and (sometimes) for domestic output
and imports of other closely related products.
These models generally abstract from any link-
ages between the markets for the product being
studied and for other products. They also omit
macro-economic factors.

The economic effects of a particular import
restraint are analyzed by examining the effects on
the demand and supply curves. For example, a
tariff on imports creates a wedge between the
price received by foreign exporters and the price
paid by domestic purchasers. This wedge is mod-
eled by specifying two import supply curves, one
for the price received by the foreign exporter and
another for the higher price paid by domestic pur-
chasers. The economic effects of the tariff are
analyzed by comparing the levels of trade and do-
mestic output that occur with the tariff with the
levels that would occur with no tariff.

There are two kinds of partial equilibrium
models. In the first, imports and competing do-
mestic output are assumed to be perfect
substitutes for each other in demand, and they
are incorporated into a single demand and supply
structure. In the second, domestic and imported
goods are differentiated and their prices are al-
lowed to differ. The demand and supply structure
is more complex in that a change in the

' The construction of a valid econometric model is not
always possible given data and time limitations. A
relatively recent and extensive survey of a number of
econometric models used to examine alternative trade
theories is contained in Alan V. Deardorff, “Testing
Trade Theories and Predicting Trade Flows,"” in Ronald
W. Jones and Peter B. Kenen (eds.), Handbook of
International Economics, vol. 1 (Amsterdam: North-
Holland, 1984).
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price of only one good (say, imports) would result
in a limited change in the demand for the other
good (domestic output), depending upon the de-
gree of substitutability. One of two economic
parameters can be used to quantify the linkage
between the demands for the two goods: either
the “elasticity of substitution in demand” or the
“cross-price elasticity of demand.”12

It is difficult to find suitable estimates of cross-
price or substitution elasticities of demand. A
recent study reporting estimates of cross-price
elasticities-of demand is Clinton R. Shiells, Robert
M. Stern and Alan V. Deardorff, “Estimates of
the Elasticities of Substitution Between Imports
and Home Goods for the United States,”
Weltwirtschaftliches Archiv, Bank 122, Heft 3,
1986, pp. 497-519. More typically, authors im-
pute values for cross-price elasticities of demand
using values for the import-demand elasticity and
trade shares.3

Both perfect and imperfect substitutes models
require estimates of the elasticities of demand and
supply for the imports, competing domestic out-
put, and related goods that are included in the
model. Authors using partial equilibrium models
seldom estimate the required demand and supply
elasticities. Instead, they typically take estimates
of these parameters from other studies. A large
number of studies have estimated demand and
supply elasticities. A widely cited reference to this
literature is R. Stern, J. Francis, and B.
Schumacher, Price Elasticities in International
Trade: An Annotated Bibliography, (London:
Trade Policy Research Centre, 1976). A recent
survey of this literature is in Morris Goldstein and
Mohsin S. Khan, “Income and Price Effects in
Foreign Trade,” in Ronald W. Jones and Peter B.
Kenen (eds.), Handbook of International Eco-
nomics, vol. 1 (Amsterdam: North-Holland,
1984). Most policy-oriented studies use partial
equilibrium models. The current study uses a par-
tial equilibrium, imperfect substitutes model.

General equilibrium models.—The major
shortcoming of partial equilibrium models is that
they ignore feedback and spillover effects of the
import restraint. An example of a feedback effect
is the effect of an import restraint on the value of
the U.S. dollar, which, in turn, alters the

2 The classic article that specifies the linkages in a
differentiated products model is Paul Armington, “A
Theory of Demand for Products Distinguished by Place
of P1i<>sdguclti7%n," IMF Staff Papers, vol. 16, 1969,

# The methodology underlying this technique was
developed in Robert Baldwin and Tracy Murray, “MFN
Tariff Reductions and Developing Country Trade Benefits
Under the GSP," Economic Journal, vol. 87,

March 1977, pp. 30-46. For an application of this
method see Donald Rousslang and Stephen Parker,
“Cross-price Elasticities of U.S. Import Demand,”
Review of Economics and Statistics, vol. LXVI,

August 1984, pp. 518-523. A rigorous examination is
contained in Dennis G. Beckmann, “On Estimating the
Static Effects of Preferential Tariffs,” Eastern Economic
Journal, vol. XIII, December 1987, pp. 389-397.

price of the restricted import. In contrast, spil-
lover effects occur outside the industry of
concern. For example, the change in the value of
the U.S. dollar caused by an import restraint af-
fects the prices of all exports and of imports of
other products besides the one being examined.
Such feedback and spillover effects may be posi-
tively or negatively related to the primary, or
direct, effects. General equilibrium models incor-
porate feedback and spillover effects by modeling
the entire economy.

In order to be manageable, early general equi-
librium models required that the economy be
described in terms of a relatively small number of
highly aggregated sectors. For example, a model
might specify a government sector (with a single
tax and a single spending component), an agricul-
ture sector, a manufacturing sector, a mining
sector, a service sector, and a trade sector (ex-
ports and imports). Such models are not useful
for describing the effects of a particular import
restraint.

It would be impossible to develop a model
that specifies each economic decision-making
unit. Recently, however, significant progress has
been made in the construction of general equilib-
rium models that include more than a dozen
individual product sectors, in addition to aggre-
gate spending, budgetary and balance-of-trade
constraints. Some of the early work in this area
was done at the World Bank and relates to eco-
nomic development issues. For example, see K.
Dervis, J. de Melo and S. Robinson, General
Equilibrium Models for Development Policy,
(Cambridge, U.K.: Cambridge University Press,
1982). More recently, a multisector and multi-
country semi-general equilibrium model was
constructed for analyzing U.S. trade policy issues;
see Alan V. Deardorff and Robert M. Stern, The
Michigan Model of World Production and Trade,
(Cambridge, Mass.: MIT Press, 1986).'* A more
standard general equilibrium model is reported in
John Whalley, Trade Liberalization Among Major
World Trading Areas, (Cambridge, Mass.: MIT
Press, 1986). A recent survey of this literature is
J. Shoven and J. Whalley, “Applied General
Equilibrium Models of Taxation and Interna-
tional Trade,” Journal of Economic Literature,
vol. 22, September 1984, pp. 1007-1051. A
model specifically designed to analyze more nar-
rowly defined product sectors including some of
the products covered by this study is developed
and applied in David G. Tarr, A General Equilib-
rium Analysis of the Welfare and Employment
Effects of U.S. Quotas in Textiles, Autos and
Steel, Bureau of Economics Staff Report, (Wash-
ington, D.C.: Federal Trade Commission, 1989).

4 The Michigan model specifies general equilibrium
oods markets but hold wages and expenditures fixed.
hus, for example, unemployment can exist without

downward pressure on wages. 1-4



While the progress that has been made to date
can be described as truly path-breaking, estimates
from these models are not widely accepted. The
problem is that these models require a great num-
ber of parameters. For example, a standard

10-sector model would typically incorporate more -

than 100 economic parameters. Values of the
needed parameters are typically assigned as “best
guess” values, which are then adjusted to yield a
benchmark solution to the model that is consis-
tent with real world data.'s Sensitivity analysis is
then conducted to determine the extent to which
the model solution depends on specific parame-
ters. Special care is taken to select reasonable
values for the sensitive parameters.

In order to conduct policy analysis the bench-
mark set of parameters must include specific
values. for the policy variables of interest. The
economic effects of a policy change are estimated
by comparing the benchmark solution with the so-
lution that is obtained using the values of the
policy variables that correspond to the new policy
environment. Feedback and spillover effects are
estimated together automatically with the primary
effects on the sector of concern.

Summary.—Each of the three types of models
has advantages and faults. Partial equilibrium
models require less time and fewer resources. The
quantitative results obtained from these models
are generally reasonable and indicate the rough
order of magnitude. But the estimates are often
not precise because the parameter values used to
generate them are typically taken from other
studies and, therefore, might not apply to the par-
ticular circumstances under examination.

Econometric models are based on parameter
estimates that do apply to the particular situation.
The results obtained from the model can be justi-
fied within statistically determined confidence
intervals. The problem with this approach is that
often the necessary data are not available. At
other times, the confidence intervals are so wide
that the estimates have little practical value. Oc-
casionally, the results are simply unacceptable
because they contradict well-received economic
theory, such as the assumption that demand
curves slope downward.

At the present time general equilibrium mod-
els are costly to develop. Moreover, the large
number of parameter values that must be speci-
fied—often based on best-guess information—
often make policy analysis based on this class of
model difficult to defend. The important advan-
tage of these models is that feedback and
spillover effects are included.

% Though this parameterization process might seem
arbitrary, the initial best guesses are based upon a
careful and thorough search of the literature reporting
empirical estimates of the relevant economic parameters.

Review of empirical evidence

The empirical evidence reviewed here is lim-
ited to what is relevant to the current study,
namely evidence on the effects of tariffs and of
nontariff barriers.

Tariffs.—The economic effects of U.S. tariff
reductions depend on whether the tariff cuts are
unilateral or whether they result from a multilat-
eral agreement whereby all major trading
countries simultaneously reduce tariffs. If tariff
cuts are multilateral, greater export opportunities
occur for U.S. producers, as well as lower import
prices for U.S. consumers. If tariffs were reduced
by 50 percent multilaterally, it has been estimated
that the net welfare gain to the United States
would be slightly more than $1 billion.'® The esti-
mated effects on total domestic output and
employment are small, although they differ sub-
stantially among industries. Employment would
expand in export-related industries and decline in
import-sensitive industries. Those industries esti-
mated to be most adversely affected include food
utensils -and pottery, furniture and fixtures, rub-
ber footwear, motorcycle and bicycles parts, and
artificial flowers. Further, the net employment
declines would be heavily concentrated. Six
States (Ohio, New York, Massachusetts, Illinois,
Michigan, and Pennsylvania) would account for
two-thirds of the adverse employment effects.1?

Studies of the economic effects of unilateral
tariff reductions are generally confined to a par-
ticular product sector and tend to concentrate on
particular effects such as those on economic wel-
fare of consumers and producers, or on
employment. A recent study published by the In-
stitute for International Economics reports
benefits to be derived from eliminating high tariffs
on benzenoid chemicals, glassware, rubber foot-
wear, ceramic tiles, orange juice and canned
tuna.'® The results are summarized at the top of
the next page.

A general equilibrium model was recently
used to estimate the effects of a unilateral 50-per-
cent reduction in all tariffs on the welfare of the
United States.'® The efficiency gains are

'8 See R.E. Baldwin, J.H. Mutti and J.D. Richardson,
“Welfare Effects on the United States of a Significant
Multilateral Tariff Reduction,” Journal of International
Economics, vol. 10, August 1980, pp. 405-423. This
study used 1971 trade and tariff data deflated to 1967
dollars; the welfare estimate is the discounted present
value (l}lsing a 10% discount rate) of the annual flow of
net welfare benefits.

7 R.E. Baldwin and W.E. Lewis, “U.S. Tariff Effects
on Trade and Employment in Detailed SIC Industries,”
in W.G. Dewald (ed.), The Impact of International
Trade and Investment on Employment, U.S. Department
of Labor, Bureau of International Labor Affairs, 1978.
% Gary Clyde Hufbauer, Diane T. Berliner and Kimberly
Ann Elliott, Trade Protection in the United States: 31
Case Studies, (Washington, D.C.: Institute for Interna-
tional Economics, 1986).

'® Lawrence H. Goulder and Barry Eichengreen, “Trade
Liberalization in General Equilibrium: Intertemporal and
Inter-industry Effects,” (mimeo., March 1989).
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Product Domestic price Imports Employment
category change(%) change(%) change(jobs)
Percent Percent
Benzenold chemicals .................. -4.5 21.8 -300
Glassware .........coeetvneennnsnnaans -12.0 27.4 -1,000
Rubber footwear .............cccivnvens -21.0 27.4 -7,800
Ceramictiles .............covevivvvnnnn -17.8 21.0 -850
Orange Julce .........ccvvvvevrnnnanes -35.0 54.3 -2,200
Cannedtuna ...........coivvevnnnnnns -10.0 27.5 -1,200

more than offset by terms-of-trade losses;2° total
U.S. welfare in 1983 declines by 0.4 percent.

Nontariff barriers.—The available empirical
evidence on nontariff barriers covered in this
study deals with the United States-Japan agree-
ment to limit Japan’s exports of automobiles, the
voluntary restraint program on steel, and the
Multifiber Arrangement governing international
trade in textiles and apparel. These three import
restraint programs will be treated in turn.

(1) United States-Japan export restraint pro-
gram for automobiles.—A recent study concludes
that prices of Japanese autos for sale in the U.S.
market increased, on average, by more than
$2000 in 1984.2' It also found that, rather than
increasing market share, U.S. producers hiked
their prices by an average $750-$1000. Higher
prices contributed to an estimated increase in to-
tal cash flow for the domestic auto industry of
$6-$8 billion, some of which ultimately went to
supplier companies. The improved cash position
of the domestic industry contributed to the dra-
r;;asn}: increase in investment that occurred since

In noting the costs of this program to U.S.
consumers, another study found that the income
transfer to Japanese producers, owing to higher
import prices, substantially exceeded the contri-
bution of the program to profits in the domestic
industry.22 This study also found that the import
restraints against Japanese autos did not signifi-
cantly divert import demand in favor of
third-country suppliers. A more recent general
equilibrium model estimated the welfare costs to
the U.S. economy of the automobile import re-
straint program to be $6 billion in 1984.23 This
model further estimated that the program only
saved 1,100 jobs in the auto industry. Finally,

20 Terms-of-trade effects arise because import restraints
affect the exchange rate, and thus the price paid for
U.S. imports and the prices received for U.S. exports.
These effects are explained in chapter 2.

21 Robert W. Crandall, “The Effects of U.S. Trade
Protection for Autos and Steel,” Brookings Papers on
Economic Activity, 1987, pp. 271-288.

2 David G. Tarr and Morris E. Morkre, Aggregate Costs
to the United States of Tari{fs and Quotas on fmpons,
Bureau of Economics Staff Report, (Washington, D.C.:
Federal Trade Commission, 1984).

2 David G. Tarr, A General Equilibrium Analysis of the
Welfare and Employment Effects of U.S. Quotas in
Textiles, Autos and Steel, Bureau of Economics Staff
?;gg;t. (Washington, D.C.: Federal Trade Commission,
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the quota rents derived from the auto program
were estimated to be $6.2 billion (in 1984 dol-
lars) in income transferred to Japanese exporters;
part of this transfer may have been captured by
U.S. importers and dealers. This figure exceeds
the net welfare loss because part of this transfer
resulted from a reduction in Japanese production
costs owing to the reduction in exports to the
United States.24

Another category of studies analyzes the ef-
fects of the United States-Japan program in terms
of the profit incentives created for Japanese ex-
porters. In order to maintain their overall profit
levels in the face of the export limits, exporters
shift from low-priced and low-profit-margin vehi-
cles to more high-priced and high-profit-margin
vehicles. Feenstra concludes that two-thirds of
the price increases on Japanese imports is the re-
sult of such quality upgrading and one-third is the
result of income transfers.25 Because he finds that
the major impact of the import restraint program
was quality upgrading, he estimates that the ef-
fects on employment and welfare are quite small.

A similar study examined the effects of the
Japanese VERs on prices of U.S. imports of
European autos.28 This study found that the ma-
jor effect of the VER was to increase prices of
European autos in the U.S. market. There was a
minimal increase in the volume of imports and
quality upgrading. Consequently, the VER pro-

. gram produced a transfer of income from U.S.

consumers to European auto producers of an esti-
mated $3.4 billion in 1984. This loss exceeded
the income transfer to Japan of $2.4 billion.

24 The trade restraint increases the price to U.S. pur-
chasers but reduces the unit costs of Japanese exporters
because of the reduction in volume of production. This
price gap is the source of the income transfer that is
captured by Japanese exporters and U.S. importers. The
reduction in the unit cost for Japanese exporters would
be a source of welfare gain for the United States if the
quota right were auctioned by the U.S. government.

28 Robert C. Feenstra, “Voluntary Export Restraint in
U.S. Autos, 1980-81: Quality, Employment, and
Welfare Effects,” in Robert E. Baldwin and Anne O.
Krueger (eds.), The Structure and Evolution of Recent
U.S. Trade Policy, A national Bureau of Economic
Research Conference Report, (Chicago: The University
of Chicago Press, 1984).

28 Elias Dinopoulos and Mordechai E. Kreinin, “Effects
of the U.S. Japan Auto VER on European Prices and on
U.S. Welfare,” The Review of Economics and Statistics,
August 1988, pp. 484-491. 1-6



(2) Voluntary restraint agreements (VRAs) on
steel products.—Steel is a generic term used to
describe a variety of iron-carbon alloys including
carbon steel and specialty (stainless and tool)
steel. The empirical studies on this industry differ
on product coverage. Some deal with only carbon
steel, whereas others deal with only specialty steel
(which in turn may be limited to stainless steel),
and still others combine carbon and specialty
steel.

The current program of restraining steel im-
ports began in 1984 and involves VRA
agreements with 19 countries. The objective of
this program is to limit U.S. imports to 18.5 per-
cent of the U.S. market. Most agreements
establish market share quotas although agree-
ments with socialist countries of Eastern Europe
specify fixed quantity limits. Since all major sup-
pliers of steel imports face similar import
restraints, the VRA program contains safeguards
against trade diversion through nonrestrained
countries.

A partial equilibrium study of the effects of
the VRA program estimates that in 1983 U.S.
consumers suffered by more than $1 billion and
U.S. 7producers gained by less than $500 mil-
lion.27 Overall, the U.S. economy experienced a
welfare loss of almost $800 million and generated
income transfers to foreign exporters of more
than $500 million. The annual costs to consumers
for each job saved by the VRA program was esti-
mated to be $113,622.

An important question concerning the VRA
program is its effect on downstream steel-using in-
dustries. A recent study by the U.S. International
Trade Commission estimated that the VRA pro-
gram resulted in higher prices of both imported
steel (up to 4-1/2 percent) and domestic steel
(less than 1 percent). The weighted average of
steel prices to U.S. downstream users increased
by roughly 1 percent.28 As a consequence, U.S.
exports of steel-using industries declined by an es-
timated $1.7 billion during 1985-1988. During
this same period U.S. imports of steel-using prod-
ucts increased by almost $2.5 billion.

Many of these same effects have also been es-
timated in a recent study that used a general
equilibrium model.2® The study concluded that in
1984 overall U.S. economic welfare declined by
$0.6 to $2.6 billion, and between $0.5 and $2.9
billion was transferred to foreign producers. As a
result of the VRA program, U.S. steel imports
were estimated to decline by $1.15 billion, but
this decline was offset by an equivalent decline in
exports of steel-using industries. The steel indus-
try gained an estimated 20 thousand to 22
thousand jobs; in addition, employment in mining

27 Tarr and Morkre, ibid.

# U.S. International Trade Commission, The Effects of
the Steel Voluntary Restraint Agreements on U.S. Steel-
Consuming Industries, USITC Publication 2182, May
1989.

2 Tarr, ibid.

increased. However, offsetting these employment
gains was an equivalent number of jobs lost in
other sectors, mainly other manufacturing indus-
tries, which experienced an estimated loss of
roughly 15,000 jobs.

(3) The MFA for textiles and apparel.—The
multi-national program was initially introduced to
provide for an orderly adjustment to the change
of international comparative advantage in textiles
and apparel in favor of the developing countries.
Today, most imports of textile and apparel prod-
ucts into the developed countries from the lower
cost developing countries are governed by a sys-
tem of export quotas; the United States has MFA
quota agreements with 40 countries.

A recent and comprehensive study of the in-
dustry is reported in William R. Cline, The Future
of World Trade in Textiles and Apparel, (Wash-
ington, D.C.: Institute for International
Economics, 1987). This partial equilibrium study
estimates that the MFA raised textile and apparel
prices in 1986 by an average of 28 percent and 53
percent, respectively. Total annual consumer
losses were $2.8 billion and $17.6 billion, respec-
tively. The net welfare costs to the nation, after
subtracting the benefits to producers and workers,
exceeded $8 billion. Almost half of this was
transferred to foreign exporters as quota rents.
The employment benefits derived from the MFA
were an estimated 20,700 jobs in the textile in-
dustry and 214,200 jobs in apparel. The
consumer costs per job saved were estimated to
be $135,000 for each textile job and $82,000 for
each apparel job. Regarding distributional effects,
the study concluded that the MFA is regressive
and causes the lowest 20 percent of households
(by income) to experience a decline in their stan-
dard of living by 3.6 percent.

A general equilibrium model of the industry
estimated that terminating the MFA would in-
crease national welfare in 1984 by $13 billion,
just over one-half of this amount representing in-
come now being transferred to foreign -
producers.3¢ This would be accomplished through
an increase in imports of textiles and apparel of
an estimated $12.6 billion. Imports of other
goods would decline by $1.9 billion and U.S. ex-
ports would increase by $3.8 billion. The initial
worsening of the balance of trade would result in
an estimated depreciation of the U.S. dollar by
less than 1 percent. It was estimated that the
MFA protects an estimated 158,000 jobs in the
textiles and apparel industries.

Another study, addressing different aspects of
the MFA, identifies the gains achieved from the
MFA by the domestic industry.3! This study hy-

% Tarr, ibid.
31 Joseph Pelzman, “The Multifibre Arrangement and Its
Effect on the Profit Performance of the U.S. Textile
Industry,” in Robert E. Baldwin and Anne O. Krueger
ggds.). The Structure and Evolution of Recent U.S.
rade Policy, A National Bureau of Economic Research
Conference Report, (Chicago: The University of Chicago
Press, 1984). 1.7




pothesized that protection from import competi-
tion created an environment in which the
domestic industry could justify investing in inno-
vative technology required to achieve the
structural adjustments that were needed to regain

a competitive position in the world industry. An

econometric model was developed to test this hy-
pothesis and it was concluded from the results
that the MFA contributed to the performance of
the textile and apparel industries. Other evidence
presented in the paper showed that the perform-
ance of the textile industry far surpassed that of
the apparel industry, which appears to be increas-
ingly noncompetitive.
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Chapter 2

The Costs and Benefits
of Existing Significant
Tariff Restraints on U.S.
Manufactured Imports

Introduction

This chapter looks at the effects of significant
tariff restraints on U.S. manufactured imports.
More specifically, it examines how these re-
straints affect industrial output and profits of U.S.
firms, income and employment of U.S. workers,
the welfare of U.S. consumers, and the net eco-
nomic welfare of the United States. It also
examines the effects on outputs of important
downstream customers and upstream suppliers of
the protected industries. The analysis is partial
equilibrium in nature, but some general equilib-
rium aspects are also included, such as the effects
on exchange rates and overall tax revenues. The
effects of each tariff are examined separately.

Two criteria were used to select tariffs that
could be said to impose “significant” import re-
straints. The criteria were that the tariff rate must
be significant and that the tariff must cover a sig-
nificant amount of trade. Several problems arose
in making the selections. One problem is choosing
the tariff rate that can be used as the boundary
between significant and insignificant. The choice
is necessarily arbitrary. A tariff rate of 10 percent
was chosen, because such a tariff is likely to be
important relative to typical year-to-year changes
in import prices caused by other factors such as
exchange-rate changes and because the resources
available for this study limit the number of re-
straints that can be examined. (The trade-
weighted average for all tariffs on manufactured
imports was 3.9 percent in 1988).

~ A second problem is determining the amount
of potential trade covered by a tariff. The data on
actual trade flows can seriously understate the po-
tential trade if a tariff strongly discourages
imports. To avoid this problem, the volume of im-
ports that would occur if the tariff were zero was
used as the amount of potential trade covered by
the tariff.

A third problem is that the amount of imports
for an industry category depends on how large the
category is made. If industries are broken into
small, disaggregate categories, the amount of
trade in each is likely to be small. On the other
hand, if large, aggregate categories are used, high
tariffs in small components of the aggregate are
likely to be hidden in the overall average. One
solution is to use very small industry categories
and to define significant imports in terms of the
ratio of imports to competing output. However,
the resources available for this study are limited,

so the first priority was given to tariffs whose ef-
fects are large in an absolute sense, not just
relative to the competing domestic industry.
Therefore, two levels of aggregation of imports
were considered. First, the 4-digit, Standard In-
dustrial Classification (SIC) industries with at
least $100 million in potential imports and an av-
erage tariff rate of 9 percent or more were
selected.! Second, Harmonized Tariff System
(HTS) lines (which are much more disaggregated
than the 4-digit SIC industries) with at least $100
million in potential imports and an average tariff
rate of 10 percent or more were selected.

Methodology

A formal presentation of the methodology
used in this study is given in appendix D. What
follows is a simplified discussion of the approach.

For each category of goods, imports and the
competing domestic output are allowed to be im-
perfect substitutes in demand. For example, it is
assumed that consumers distinguish between bicy-
cles made in Japan and those made in the United
States. The imperfect substitutes assumption has
become standard in applied research in interna-
tional trade and it is strongly supported by
empirical evidence.2

To begin, the traditional analysis is presented.
This analysis is then adjusted for the presence of
domestic taxes, rigid wages, and terms-of-trade
effects. Finally, the effects on outputs of impor-
tant downstream customers and upstream
suppliers of the protected industries are calcu-
lated.

The traditional analysis

The traditional analysis is presented in figure
2-1. Panel A shows the demand and supply
curves for imports of a tariff-ridden good. With
the tariff in place, Dt is the import-demand curve
and St is the import-supply curve. Without the

' Each SIC category typically contains a number of tariff
rates. Since higher rates receive a lower weight in
calculating the average for an SIC category, the overall
aveta?e for the SIC category is understated. To account
for this downward bias, the criteria for a “significant”
tariff rate was lowered from 10 percent to 9 percent for
the SIC aggregates.

2 The imperfect substitutes assumftion was first posited
by P.S. Armington, “A Theory of Demand for Products
Distinguished by Place of Production,” IMF Staff
Papers, March 1969, pp. 159-178. It first was applied
to the analysis of U.S. tariffs by R.E. Baldwin, “Trade
and Employment Effects in the United States of Multilat-
eral Tariff Reductions,” American Economic Review,
May 1976, pp. 142-148 and by R.E. Baldwin, J.H.
Mutti, and J.D. Richardson, “Welfare Effects on the
United States of Significant Multilateral Tariff Reduc-
tion,” Journal of International Economics, August
1980, pp. 405-423. Empirical evidence on the need for
this assumption can be found in P. Isard, “How Far Can
We Push the ‘Law of One Price’?” American Economic
Review, December 1977, pp. 942-948 and 1.B. Kravis
and R. Lipsey, Price Competitiveness in World Trade,
New York: Columbia University Press, 1971. 2-1



Figure 2-1
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tariff, the import-supply curve is S’t. It is assumed
that these supply curves are horizontal, indicating
that U.S. consumers are unable to affect the
world price of the imports, p’t. The initial price to
domestic consumers, pt, is higher than the world
price by the amount of the ad valorem tariff, t.
That is, pr = (1 + 1)p’t. The quantity of tariff-rid-
den imports is Qt. Panel B shows the demand and
supply curves for the competing domestic output.
With the tariff, the demand curve is D4, the sup-

ply curve is Sq, the domestic price is pd, and the
quantity of output is Q.

Removing the tariff lowers the domestic price
of imports in panel A to p’t. The lower import
price induces U.S. consumers to substitute the
imports for the competing domestic good. This
substitution away from the domestic good is rep-
resented in panel B by a leftward shift of_the
demand curve from D4 to D’d. Because the sup-



ply curve for the domestic good slopes upward,
this shift in demand causes the domestic price to
fall. This fall in price, in turn, causes the demand
curve for imports in panel A to shift leftward from
Dt to D’t. Comparing the new tariff-free equilib-
rium with the original tariff-ridden equilibrium,
one sees that imports are higher, domestic output
is lower, and the prices to consumers are lower
for both imports and the domestic good.

The fall in the price of the import and of the
competing domestic good provides economic
gains to U.S consumers. It seems clear that the
direct gain to the consumers in each market
should be measured as the reduction in price
times the quantity purchased. But there are two
different quantities purchased in each market:
one before and one after the tariff is eliminated.
In the import market, the price reduction times
the quantity consumed before the tariff is re-
moved understates the gain to consumers. It does
not account for the benefits to consumers who are
able to buy the good at the lower price but who
were priced out of the market at the higher, tar-
iff-ridden price. On the other hand, the price
reduction times the free-trade quantity consumed
obviously would overstate the gain to consumers,
some of whom had presumably escaped at least
part of the cost imposed by the tariff by shifting
their purchases to other goods. This suggests that
one use an average of the two quantities to calcu-
late the gain to consumers, which is the
procedure followed. An exactly analogous argu-
ment applies to the consumer gain in panel B.
Thus, as the price falls from pt to p’t in panel A,
the consumers gain trapezoid prabp’t, and as the
price falls from pd to p’d in panel B, the consum-
ers gain trapezoid padep’d. The total gain to
consumers is the sum of these two trapezoids.?

The protected U.S. producers suffer eco-
nomic losses as a result of the tariff elimination
and accompanying decline in the demand for
their output. To measure this loss, note that the
cost curve of the domestic producers (which is
also the supply curve in a competitive industry)
tells us the economic cost of producing each unit
of output. That is, it tells us the value of other
production that must be foregone in order to pro-
duce the good being examined. For example, pd
is the cost of producing a unit of output at the
output level Qd and the trapezoid Q’dedQu is the
value of alternative domestic output that must be
sacrificed to expand output from Q’d to Qd. The
gain to producers from supplying the industry out-
put is the difference between the cost of their
production and the price they receive. This gain is
called the producers’ surplus. The change in pro-
ducers’ surplus in panel B occasioned by the fall

3 This procedure also was used by M.E. Morkre and
D.G. Tarr, Effects of Restrictions on United States
Imports: Five Case Studies and Theory, U.S. Federal
Trade Commission, Bureau of Economics, June 1980.

in output from Q4 to Q’«¢ is trapezoid padep’a.
This trapezoid includes the loss in profits to the
domestic industry, the loss in earnings of workers
who are employed in the industry when the tariff
is removed, and losses to firms and workers in
supplier industries. Note that this decline in pro-
ducers’ surplus is exactly equal to the gain in
consumers’ surplus in the market for the compet-
ing domestic good. Therefore, when calculating
the effect of the tariff on the net economic wel-
fare of the country as a whole, these two amounts
will cancel.4

Eliminating the tariff also involves a loss to the
U.S. Treasury in the amount of tariff revenue
foregone. This foregone revenue is given as the
area of rectangle pracp’t in panel A. In the tradi-
tional analysis, the effect of the tariff elimination
on net economic welfare is equal to the net of the
gain to U.S. consumers, the loss to U.S. produc-
ers, and the loss to the U.S. Treasury. This
measure is called “traditional net welfare gain” in
the tables. .

Other adjustments

Wage rigidities.~In the presence of a rigid
wage, a reduction in domestic output can cause
workers in the industry to be displaced involun-
tarily, and the industry supply curve will overstate
the amount of alternative domestic output that is
gained by freeing resources from the industry.
Thus, the loss in producers’ surplus in panel B
will understate the true loss caused by the tariff
elimination if workers are displaced involuntarily
as a result of a rigid wage.5

An adjustment for losses of displaced workers
is not needed if the tariff elimination does not
result in an absolute decline in the industry’s out- .
put and employment. If the tariff removal merely
reduces growth in the industry, no involuntary
displacements would result. Employment would
be at a lower level than if the tariff had remained
in effect, but the reduction would come from
fewer new hires being made rather than from lay-
offs.

4 This statement contradicts the analysis used by G.C.
Hufbvauer, D.T. Berliner, and K.A. Elliot, Trade
Protection in the United States, Washington, D.C.: .
Institute for International Economics, 1986. Their
measure of the net welfare effect of a trade restriction
contains an error. See T.A. Pugel, “Review of ‘Trade
Protection in the United States',” Journal of Economic
Literature, March 1988, pp. 120-122.
8 This is shown in D.J. Rousslang and P.M. Yo::g.
“Calculating the Short Run Welfare Effects of Tariff
Reduction when Wages are Rigid,” Canadian Journal of
Economics, February 1984, pp. 39-47. If workers are
not involuntarily displaced, their losses will be included
in the producers’ surplus loss shown in panel B. Deter-
mining whether workers are truly involuntarily displaced
is not an easy matter. For instance, workers may
negotiate a fixed wage contract fully realizing that the
fixed wage may cause layoffs during future indust
downturns. Such layoffs, when they materialize, should
not be considered involuntary. (See M. Baily, “Wages
and Employment Under Uncertain Demand,” Review of
Economic Studies 41, 1977, pp. 37-50.)

2-3



To measure the potential losses of displaced
workers in panel B, the reduction in domestic
output (Qd - Q’4q) is first multiplied by the indus-
try’s employment-output ratio. This provides a

measure of the reduction in employment in the .

industry. The results of a study by Jacobsen indi-
cate that, on average, a displaced manufacturing
worker loses about 15 percent of his or her earn-
ings in the first year after displacement.® This
private cost is added to the estimate of the pro-
ducer surplus loss to obtain an upper-bound
estimate of the total short-run losses to the indus-
try caused by the tariff elimination.?

Accounting for the presence of domestic
taxes.—It is well known from public finance the-
ory that the welfare cost of a tax per dollar of
revenue tends to increase as the tax rate rises.
For example, an income tax of 10 percent would
impose a greater welfare cost per dollar of reve-
nue than an income tax of 5 percent. It follows
that, if a tax is levied on top of an existing tax, it
will impose a greater welfare burden for each dol-
lar of revenue it generates than if there had been
no pre-existing tax.

Domestic income and excise taxes impose im-
portant welfare costs by lowering real after-tax
wages and thereby distorting the choice of work-
ers between activities that produce money income
and those that do not. A tariff raises the cost of
imports and so can add to the work-leisure distor-
tion by reducing real wages.® In this sense, the
tariff comes on top of existing domestic taxes.
This fact has been ignored in virtually all of the
previous studies of the welfare cost of tariffs.

The error from ignoring preexisting domestic
taxes (which tends to understate the welfare cost
of the tariff or of the gains from removing the
tariff) is offset to some extent in the previous
studies because these studies also ignore the cost
of replacing the tariff revenue with an alternative
tax. A tariff imposes an efficiency cost on the
economy, but so does every other practical tax.
Thus, the true net gain from eliminating a tariff

® L.L. Jacobsen, “Earnings Losses of Workers Displaced
from Manufacturing Industries,” in W.G. Dewald (ed.),
The Impact of International Trade on Investment and
Employment, U.S. Department of Labor, 1978,

pp- 87-98.

Many researchers have adjusted the loss in producers’
surplus to account for costs of worker displacements by
adding the social cost of the unemployment of these
workers. See, for example, S.P. Magee, “The Welfare
Effects of Restrictions on U.S. Trade,” Brookings
Papers on Economic Activity, 1972, pp. 645-701; W.R.
Cline et al., Trade Negotiations in the Tokyo Round: A
Quantitative Assessment, Washington D.C.: The Brook-
ings Institution, 1978; and J. Mutti, “Aspects of
Unilateral Trade Policy and Factor Adjustment Costs,”
Review of Economics and Statistics, February 1978, pp.
102-110. The adjustment used in the present study is to
add the private cost to the displaced workers. The
reasons for using this adjustment are described in
Rousslang and Young, ibid.
® The reduction in the real wage comes from the increase
in consumer prices caused by the tariff. A tariff can also
shift domestic factor demand toward or away from labor.
'l‘h:i effects of such shifts are discussed later in this
section.

should be measured as the efficency cost of the
tariff minus the efficiency cost of the tax used to
replace the tariff revenue.

The net welfare implications of a tariff depend
importantly on the form of the tax used to replace
the tariff revenue. If the replacement tax is a flat
sales tax on all final output, the adjustment to the
standard welfare triangles of a tariff is likely to be
small. If the replacement tax increase is progres-
sive, however, a substantial adjustment to the
traditional calculations may be necessary. This is
true because the progressive tax increase can im-
pose a much greater welfare cost than the flat tax
increase. Indeed, such a tax increase can easily
impose a greater welfare cost than the tariff it re-
places.

Since overall U.S. taxes are progressive, a tax
increase that consists of a proportional increase in
all existing domestic taxes would also be progres-
sive. This is the form of tax increase that is
chosen in the present study to represent the alter-
native to the tariff. Calculations have already
been performed by Browning for this type of tax
increase and for a flat, per-unit tax added to ex-
isting taxes.® His calculations imply that the
standard triangle for the welfare gain from elimi-
nating a tariff must be adjusted by subtracting 15
percent of the lost tariff revenue to account for
the presence of domestic taxes and the cost of
replacing the tariff revenue. This is the adjust-
ment used in the welfare estimates for each of the
individual tariffs considered in this study.

The terms-of-trade effects of exchange-rate
depreciation.—The phrase “terms of trade” refers
to the prices a country receives for its exports
compared to the prices it pays for its imports. It is
measured as the weighted average of export
prices divided by the weighted average of import
prices. A reduction in the terms of trade is also
called a worsening of the terms of trade, because
it implies that the home country must give up a
greater amount of its output to sustain a given
level of imports. Eliminating a tariff increases the
imports of the United States and tends to move
the U.S. trade balance towards deficit. The move
toward deficit, in turn, causes the U.S. dollar to
depreciate against other currencies, raising the
dollar prices of U.S. imports and exports. Under
normal conditions, the depreciation will worsen
the terms of trade.

® E.K. Browning, “On the Marginal Welfare Cost of
Taxation,” American Economic Review, March 1987,

. 11-23.
?J’ We use Browning's results for the case where tax
revenue is spent in such a way that taxpayers are com-
pensated for their taxes by the benefits they receive from
government spending. It is also assumed that the income
compensated labor supply schedule has an elasticity of
0.3. Browning shows that changing the assumption as
regards the value of government spending to taxpayers or
the value of the labor sup})ly elasticity changes the results
substantially. Estimates of the labor supply elasticity are
subject to wide margins of error.
' See G. Basevi, “The Restrictive Effect of the U.S.
Tariff and Its Welfare Value,” American Economic  2-4
Review, 58:4, September 1968, pp. 840-852.



Many studies ignore the exchange-rate effect

on grounds that it is small. As Rousslang and

 Suomela point out, ignoring this effect is highly
questionable.’?2 Although the exchange rate

change caused by a tariff on a single item gener-

ally will be quite small, it affects all traded goods, -

and the sum of these effects can be as important
as any of the other welfare effects of the tariff.

Most studies that account for terms-of-trade
effects of tariffs assume that the exchange rate
changes to prevent the tariff from having any ef-
fect on the overall trade balance.’® For instance,
if removal of a tariff would increase imports of
the formerly protected good, it is assumed that
the home currency would depreciate to ensure
that there was no net worsening of the overall
trade balance. This procedure ignores the effects
that the tariff change might have on international
capital flows and it ignores the effect that ex-
change rate changes would have on earnings from
overseas investments. The procedure used in this
study takes the second of these factors into ac-
count. As is pointed out in Appendix D, the
effects on capital flows may not be important.

The net welfare loss of the dollar deprecia-
tion is the loss to consumers resulting from higher
import prices less the gain to producers resulting
from higher export prices less the gain to those
who receive income from foreign investments.
This is refered to as the “terms-of-trade loss” in
the tables.

An increase in imports need not cause a fall in
the current-account balance by the full amount.
An increase in U.S. imports increases the income
of the foreign exporting countries. They, in turn,
will increase their imports, some of which will be
supplied by the United States. Since it ignores
these “repercussion effects,” the analysis used
here generates an upwardly-biased estimate of the
terms-of-trade loss.'* The analysis is also based
on a particular approach to exchange rate deter-
mination known as the elasticities approach.
Other models, such as the monetary approach or
portf?;io theory models could give different re-
sults.

12 D.J. Rousslang and J.W. Suomela, Calculating the
Consumer and Net Welfare Costs of Import Relief, Staff
Research Study #15, U.S. International Trade Commis-
sion, 1985, p. 60.

'3 See, for example, Baldwin op. cit.; D.G. Tarr and
M.E. Morkre, Aggregate Costs to the United States of
Tariff and Quotas on Imports, Federal Trade Commis-
sion, December 1984; and J.H. Mutti, “Welfare Effects
of Multilateral Tariff Reductions,” Southern Economic
Journal, January 1979, pp. 760-772.

14 See chapter 3 of R. Dornbusch, Open Economy
Macroeconomics, New York, 1980 for a discussion of
repercussion effects.

8 A portfolio approach is ‘presented in C.E. Smith,
“Output Effects of a Tariff under Flexible Exchange
Rates,” Journal of International Economics, May 1988,
Pp. 359-371.

The adjustment for the response of exchange
rates is needed only if foreign trading partners do
not reciprocate for the tariff removal. When tariff
reductions take place in a multilateral framework,
foreign tariff concessions accompany the U.S.
tariff concessions, an increase in foreign demand
for U.S. exports accompanies the increase in
U.S. demand for imports, and there is no need
for an exchange rate adjustment.

The amount of dollar depreciation caused by
tariff elimination depends on the value of four
own-price elasticities: the elasticities of aggregate
import and export demand and the elasticities of
aggregate import and export supply. There is a
large degree of uncertainty concerning the values
of these elasticities.’® For this reason, the esti-
mated depreciation involves a substantial degree
of error, and the degree of error in the welfare
loss is therefore also considerable.!?

Total tariff elimination versus partial increase
or reduction.~—It should be noted that the welfare
effects are calculated for the complete elimination
of each tariff and do not tell us much about the
effects of an increase in the tariff or of a partial
reduction in the tariff. The traditional net welfare
cost of the tariff increases geometrically as the
tariff rate increases. For example, doubling the
tariff rate causes the traditional net welfare cost to
quadruple. In contrast, the adjustments for
worker income loss, the response of exchange-
rates and the effect of domestic taxes increase in
proportion or less than in proportion to the tariff.
(For example, doubling the tariff rate would yield
less than twice as much tariff revenue and the
cost of the replacement tax would be less than
twice as great.) Thus, finding that eliminating a
10 percent tariff yields a welfare loss does not im-
ply that raising the tariff to 11 percent would
produce a welfare gain, or that reducing the tariff
to 9 percent would produce a welfare loss.

Long-run effects of tariff elimination

In the long run, the adjustments for losses of
displaced workers and for terms-of-trade effects
become much less important. The results of the
study by Jacobsen indicate that the bulk of the
losses to displaced workers are incurred in the
first 6 years after their displacement and that

'® App. D contains estimates for the values of these
elasticities.

7 As an indication of the sensitivity of the terms-of-trade
adjustment to the values of the four trade elasticities,
consider the following. If all four elasticities were
doubled, the welfare loss in 1988 resulting from a change
in the terms-of-trade would fall roughly in half. If all
four were halved, the welfare loss would be roughly 2.5
times higher. If only the import demand and export
demand elasticities were doubled, the welfare loss would
be about 25 percent of what is reported. If these two
elasticities were halved, the welfare loss would be
roughly 3.5 times as high. 2.5
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losses in later years are minimal.'® Also, in the
longer run the elasticities of supply and demand
for aggregate imports and exports increase, so
theterms-of-trade effects become much smaller.
Thus, the long-run effects of the tariff removal
can be approximated reasonably well merely us-
ing the traditional calculations with long-run
elasticities, adjusting for the effects of domestic
taxes.

In the long run, the elasticity of demand fac-
ing the tariff-ridden good is also likely to increase,
which will cause the welfare gain from eliminating
a tariff to grow. Thus, there are three reasons why
the welfare gains tend to grow in each succeeding
year: The adjustment for worker losses becomes
smaller; the terms-of-trade adjustment becomes
smaller; and the welfare-gain triangle grows
larger.

Upstream and downstream effects

Upstream and downstream effects are esti-
mated using the most recent input-output table of
the United States, compiled by the U.S. Depart-
ment of Commerce for the year 1977. Also
employed is the assumption of fixed coefficients,
vghilcgh is standard practice in input-output analy-
sis.

Any loss in producers’ surplus to industries
supplying intermediate inputs to the protected in-
dustry is already included in the protected
industry’s loss in producers’ surplus. Cost curves
are notoriously difficult to estimate, and as a re-
sult, it is usually impossible to separate the losses
in producers’ surplus in input-supplying industries
from the loss in surplus to the protected industry.
Therefore, the analysis in these upstream, input
industries is limited to an examination of their
output losses, which are estimated using the sim-
ple assumption of fixed coefficients for
intermediate inputs. More specifically, the loss to
each supplying industry is calculated as the loss in
output of the protected industry (Q4-Q’4 in panel
B of figure 2-1) times the input required from the
supplying industry per unit of this output.

The consumer welfare gains in panels A and B
include the benefits to both final consumers and
to intermediate, industrial consumers. The bene-
fit to industrial consumers could be separated
from the total consumer gain by using the appro-
priate derived demand curves, but the necessary
information on these derived demands is usually
not available. Accordingly, the analysis of the ef-
fects on downstream industries is limited to an
examination of their gain in output. More specifi-
cally, it is assumed that the industrial consumers
use inputs in fixed proportions to their outputs
and that the tariff elimination affects only the

19 Jacobsen, ibid.

1° For an introduction to input ont}mt techniques, see
W.H. Miernyk, The Elements of Input Output Analysis,
New York: Random House, 1965. A description of the
1977 input-output table can be found in U.S. Depart-
ment of Commerce, “The Input-Output Structure of the
U.S. Economy, 1977,” Survey of Current Business,
May 1984, pp. 42-84.

prices of the tariff-ridden input (both the im-
ported input and the competing domestic
input)and not other input prices.20 These as-
sumptions are incorporated into the analysis of
the market for output of an industrial consumer
as depicted in figure 2-2. Owing to the assump-
tions, the industry’s supply curve, Sc, is
horizontal. Before the tariff on one of the inputs
is eliminated, the output price is pc. After the tar-
iff is eliminated, the production costs of the
consumer industry are reduced, its supply curve
shifts downward to Sc¢’, and its output increases
from Qcto Qc'.

Ordinary MFN Tariffs

This section covers 12 4-digit SIC industries
and 6 8-digit HTS items protected by high, Most
Favored Nation (MFN) tariffs, a list of which is
presented in table 2-1. First, the products in each
sector are described. Second, a brief history of
the sector’s tariff protection is given. Finally, esti-
matfefs are given for the effects of removing the
tariffs.

As explained in appendix D, the effects of
eliminating a tariff depend on a number of pa-
rameters. One parameter is very difficult to
measure: the price responsiveness or elasticity of
domestic supply. For this reason, results are cal-
culated for a range of values for this parameter
(unity and ten).

In every case considered, the upper-bound,
terms-of-trade losses more than outweigh the tra-
ditional, net welfare gains. This is consistent with
other studies of unilateral tariff elimination.2!
Terms-of-trade losses would be much smaller in
the case of multilateral tariff elimination, how-
ever. Domestic tax losses and worker income
losses add to these negative values. The picture
that emerges is one of short-term welfare losses
and long-term welfare gains from tariff elimina-
tion.

Case 1, SIC No. 3021, Rubber and
plastics footwear

This category includes protective footwear and
rubber or plastic-soled footwear with fabric up-
pers. Protective footwear includes galoshes,
hunting boots, overshoes, and firemen’s boots.
Fabric-upper footwear, which accounts for most
of the trade in rubber footwear, includes sneak-
ers, joggers, and other sports-type footwear, as
well as slippers, scuffs, and casuals such as espa-
drilles.

20 Any tendency on the part of producers to shift pur-
chases of imports as a result of the tariff (for example,
away from imports of the tariff-ridden good towards the
domestic substitute) is ignored. Accounting for such
shifts, however, would have only a negligible effect on
the calculations. This is explained in app. D.

21 See for example, F. Brown and J. Whally, “General
Equilibrium Evaluations of the Tariff-Cutting Proposals
in the Tokyo Round and Comparisons with more Exten-
sive Liberalization of World Trade,” Economic Journal,
December 1980, pp. 838-866 and L.H. Goulder and B.
Eichengreen, “Trade Liberalization in General Equilib-
rium: Intertemporal and Inter-Industry Effects,” 2-6
Mimeo, March 1989. .



Figure 2-2 Domestic taxes
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Table 2-1
Sectors with high MFN tariff rates
Case SIC or HTS No. Product description : 1987 AVE?
1 3021 Rubber and plastics footwear ........... ... ittt rrenenneanss 41.9
2 3144 Women's footwear, exceptathletic ................oiiiiiiiiiiiiiienne, 10.0
3 3253 Ceramic floor andwalltile .. ........ ...t it iieanens 19.1
4 3161 LT T T - T 1 TP 16.3
5 3151 Leather gloves and mittens? . ..............cciiiitiiiirtinnnrrannnsans 15.8
6 3262 Vitreous china table and kitchen articles ...................ccociiuiinn, 14.2
7 3263 Fine earthen waretable and kitchen articles ...................ciiiinn. 9.4
8 3171 Women's handbags and puUrses .............c.coutvvuenennnrasnnsonnnns 12.5
9 3961 Costume jewelry and costume novelties except preclous metal ............ 9.9
10 3229 Pressed and blown glass and glassware, not elsewhere classified .......... 12.9
11 2865 Cyclic organic crudes and intermediates, and organic dyes and pigments ... 13.2
12 3675 and 36291 Electronic and electrical capacitors® .............ccoiviiiiivnirnerneonss 10.0
13 29051120 Methyl alcohol? .. ... ... i it i ittt e i e e 18.0
14 39011000 Polyethyleneresins ............... 12.5
15 95021030 Non-stuffed dolis . ... .. 123
16 871200 Certain bicycles .. ... .. 11.0
17 84821050 Ballbearings .........coiiiiiiiiii i i i e e i e 11.0
18 90189020 Optical INStrUMeNts . ... ... . ittt ittt iittintenernreensnannannns 10.0

' Ad valorem equivalent, dutiable value basis.

2 Greater than $100 million import value estimated at 0 percent tariff rate.

3 Capacitor imports are subject to a 10 percent duty. SIC No. 3675 Includes electronic capacitors only, but import
data for SIC No. 3675 includes both electronic and electrical capacitors. We therefore include data for SIC No.
36291, electrical capacitors, In the study. The AVE for this category Is based on calculated duties collected. How-
ever, in the calculations for this report, we account for the fact that a significant portion of capacitor imports fall
under item 807.00 of the tariff schedule. Adjustments were made using the assumption that 70 percent of 807 ca-
pacitor imports are duty free. This figure Is from U.S. International Trade Commission, Imports under Items 806.30
and 807.00 of the Tarlff Schedule of the United States, 1984-1987, USITC Publication 2144, December 1988.

Source: Calculated from officlal statistics of the U.S. Department of Commerce. 2.7



History of tariff reductions.—The rubber foot-
wear industry has been protected by high tariffs
which have remained largely unchanged since the
Tariff Act of 1930 (Smoot-Hawley). In 1933,
the industry was granted increased tariff protec-
tion when the American selling price (ASP)
method for valuing imports was adopted. Under
the ASP, the selling price of similar U.S.-made
footwear was used as the price of imports for pur-
poses of levying tariffs. The ASP often resulted in
higher appraised values and duty payments be-
cause U.S. footwear usually costs more than
imported goods. The ASP was terminated in July
1981 as part of the Tokyo Round of multilateral
trade negotiations. To provide tariff protection
equivalent to that of the ASP, the Tariff Schedule
of the United States (TSUS) item 700.60, which
covered imports of fabric-upper footwear and had
a duty rate of 20 percent, was subdivided into
nine new tariff items with rates of duty ranging
from 20 percent to an ad valorem equivalent of
67.5 percent.

Economic effects.—The traditional economic
effects of eliminating the tariff on rubber and
plastics footwear are presented in table 2-2. This
tariff elimination would have reduced the dollar
value of shipments in this sector by approximately
$143 to $196 million in 1986 and $154 to $212
million in 1988. These declines are large relative
to shipment values of less that $600 million. The
reduction in shipments would have caused em-
ployment in the industry to fall by approximately
2,300 to 3,100 employees in 1986 and 2,000 to
2,800 employees in 1988. Losses to these dis-

Table 2-2

placed workers would have been approximately
$5 to $7 million. The traditional net welfare
measure, which .accounts for consumer gains,
producer losses, and tariff revenue losses, would
have been approximately $15 to $25 million in
1986 and $29 to $47 million in 1988. Other ad-
justments to the traditional economic effects are
presented in table 2-3.

Eliminating the tariff on rubber footwear
would have caused significant upstream effects for
two input-output sectors: Broadwoven Fabric
Mills and Fabric Finishing Plants (16.0100) and
Synthetic Rubber (28.0200). The estimated ef-
fects are presented in table 2-43.

Case 2, SIC No. 3144, Women’s footwear,
except athletic

This category includes women’s dress and
work shoes, boots, sandals, clogs and other casual
footwear, except athletic shoes and house slip-
pers. This footwear is made primarily of leather
or vinyl and is usually referred to as nonrubber
footwear.

History of tariff reductions.—The 1962 Trade
Expansion Act (after the 'Kennedy Round’ of
tariff negotiations) reduced tariffs on women’s
leather and vinyl footwear by more than 50 per-
cent from the Smoot-Hawley rates. From 1968 to
1972, duties were reduced on leather footwear
from 18 percent to 10 percent in staged reduc-
tions. On vinyl footwear, the duties fell from 12.5
percent to 6 percent.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 1, Rubber and plastics footwear

item 1986 1987 1988
Sector data:
Shipments (millions of dollars)! ....................... §73.3 §90.0 588.0
Employment (thousands)2 ..............c.ovieurennnnn 9.2 8.3 7.6
Imports, c.l.f. duty paid (millions of dollars)?® ........... 401.4 521.9 676.1
Economic effects:
Elasticity of supply = to 1
Shipments (millions of dollars) .................ccovunn -142.7 -151.9 -154.4
Employment (thousands) ...................c0uvunn -2.3 -2.1 -2.0
Consumer gain (millions of dollars) .................... 189.1 236.2 290.8
Producer loss (millions of dollars) .................... 66.9 7111 72.1
Tariff revenue loss (millions of dollars) ................ 107.0 143.9 190.1
Traditional net welfare gain (millions of dollars) .......... 16.2 21.2 28.5
Elasticity of supply = to 10
Shipments (millions of dollars) ........................ -196.2 -208.9 -212.3
Employment (thousands) ......................ccc.... -3.1 -2.9 -2.8
Consumer gain (milions of dollars) .................... 147.3 195.0 253.5
Producer loss (millions of dollars) ..................... 156.1 16.9 16.1
Tariff revenue loss (millions of dollars) ................ 107.0 143.9 190.1
Traditional net welfare gain(millions of dollars)  ....... 25.2 35.1 47.2

' The 1986 value is from U.S. Department of Commerce, Office of Business Analysis. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1989,
2 The 1986 value is from Office of Business Analysis, U.S. Department of Commerce.

3 U.S. Department of Commerce, Bureau of the Census.

2-8
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Table 2-3

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 1, Rubber and plastics footwear

(In millions of dollars)

Item

1986 1987 1988

Worker Income 1088 ............ciitiiiiiiiiiiinnaans

Domestic tax loss?

Worker Income 1088’ ......... ... .. it
Domestic tax 10882 . .............ccitiiiiinnnnnnnnnns

................................

Terms-of-trade 10882 . ...........ccoiiiiiennrennnenns
Adjusted net welfaregain ....................c0viennn

Elasticity of supply = to 1

5.1 5.3 §.2
16.1 21.6 28.5
23.9 31.7 34.6

-29.9 -37.4 -39.8

Elasticity of supply = to 10

7.0 7.3 7.2
16.1 21.6 28.5
46.2 61.0 67.9

-44.0 -54.7 -56.4

' The worker income loss calculation assumes a rigld wage In the sector under consideration. If the wage Is flexible,
the worker income loss would be Inciuded in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment Is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commlsslon

Women’s leather footwear, which accounts
for most of the imports under SIC category 3144,
is imported under item 700.45 of the TSUS with
a duty of 10 percent. Other TSUS items, which
have smaller amounts of imports, are subject to
duties ranging from 12.5 to 16 percent. TSUS
700.45 is not eligible under the Generalized Sys-
tem of Preferences (GSP), nor is it afforded
preferential duty rates if imported from the least
developed nations. U.S. rates of duty on women’s
leather footwear were not reduced during the To-
kyo Round negotiations. Footwear was excluded
from the Caribbean Basin Economic Recovery
Act (CBERA), and nonrubber footwear was ex-
cluded from the United States-Israel free-trade
area agreement.

Economic effects.—The traditional economic
effects of eliminating the tariff on women’s foot-
wear are presented in table 2-4. This tariff
elimination would have reduced the dollar value
of shipments in this sector by approximately $165
to $227 million in 1986 and $182 to $250 million
in 1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 3,500 to 4,800 employees in 1986
and 2,900 to 4,000 employees in 1988. Losses to
these displaced workers would have been ap-
proximately $6 to $9 million. The traditional net
welfare measure, which accounts for consumer
gains, producer losses, and tariff revenue losses,
would have been approximately $12 to $18 mil-
lion in 1986 and $14 to $20 million in 1988.
Other adjustments to the traditional economic ef-
fects are presented in table 2-5.

Eliminating the tariff on women’s footwear
would have caused significant upstream effects for
two input-output sectors: Leather Tanning and
Finishing (33.0001) and Boot and Shoe Cut
Stock and Findings (34.0100). The estimated ef-
fects are presented in table 2-43.

Case 3, SIC No. 3253, Ceramic floor and
wall tile

This category covers ceramic tile used. to
cover floors or walls, either glazed or unglazed.

History of tariff reductions.—The Smoot-
Hawley tariffs on tiles ranged from 50 to 70
percent. By the time the TSUS was implemented
in 1963, separate tariff rates had been developed
for three tile categories on the basis of size or
glazing (mosaic, glazed nonmosaic, and unglazed
nonmosaic tiles), and tariffs had been reduced to
24.5 percent on mosaic tiles, 22.5 percent on
glazed nonmosaic tiles, and 24 percent on un-
glazed nonmosaic tiles. Tariffs on tiles were not
reduced under the Kennedy Round and: were re-
duced only slightly under the Tokyo Round,
down to 20 percent on mosaic tiles, 19 percent on
glazed nonmosaic tiles, and 20 percent on un-
glazed nonmosaic tiles. The HTS tends to blur
the distinction between mosaic and nonmosaic
tiles, but the existence of the three separate duty
categories remains largely intact.

Economic effects.—The traditional economic
effects of eliminating the tariff on ceramic floor
and wall tile are presented in table 2-6. This tariff
elimination would have reduced the dollar value
of shipments in this sector by approxirréatgely $28
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Table 2-4

Traditional measures of the economic effects of unilaterally eliminating import tarms:
Case 2, Women's footwear, except athletic

Item 1986 1987 1988
Sector data:

Shipments (milions of dollars)' ....................... 1425.9 1493.0 1654.0
Employment (thousands)2 .............coovivevnienannn 30.2 27.1 25.2
imports, c.i.f. duty paid (milions of dollars)® ........... 2578.0 2795.7 2893.3

Economic effects:

Elasticity of supply = to 1

Shipments (millilons of dollars) ........................ -165.0 -172.7 -181.5
Employment (thousands) ...............cc0ninennns -3.5 -3.1 -2.9
Consumer gain (millions of dollars) .................... 316.2 339.7 355.5
Producer loss (millions of dollars) .............c.cco0en 80.1 83.9 88.1
Tariff revenue loss (milions of dollars) ................. 223.8 242.6 253.4
Traditional net welfare gain (milions of dollars) ......... 12.3 13.3 14.0
Elasticity of supply = to 10
Shipments (milions of dollars) ........................ -226. 9 -237.5 -249.5
Employment (thousands) .............coiivivineeenns -4.8 -4.3 -4.0
Consumer gain (millions of dollars) .................... 260.6 281.7 294.6
Producer loss (milllons of dollars) ..................... 19.1 20.0 21.0
Tariff revenue loss (milions of dollars) ................. 223.8 242.6 253.4
Traditional net welfare gain (millions of dollars) .......... 17.6 19.1 20.1

' The 1986 value Is from U.S. Department of Commerce, Office of Business Anagsls. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 19889,

2 The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis.
3 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where Indicated.

Table 2-8

Other adjustments to the economic effects of unllatorally eliminating Import tariffs:
Case 2, Women's footwear, except athletic

(In millions of dollars)
Item ' 1986 1987 1988

Elasticity of supply = to 1

Worker Income 1088" ..........cciiiiiiiiiiiaiiaraanan 5.9 6.1 6.3
Domestictaxloss? ...............ccciiiiiiiinnrnnnn. 33.6 36.4 38.0
Terms-of-trade 1088% ............c.iiiiiiiiennennnnns 73.7 79.8 69.2
Adjusted net welfare gain ..................c.covinnn -101.0 -109.0 -99.5
Elasticity of supply = to 10
Worker Income 1088" ...........cciiiiiiinineiiniaans 8.2 8.4 8.7
Domestictax 10882 ............cciiiiiiiiinnnnnnennns 33.6 36.4 38.0
Terms-of-trade 10882 . ..........ciiieiineninennnennns 119.5 128.9 113.7
Adjusted net welfaregain .....................c00entn -143.6 -154.6 -140.3

' The worker income loss calculation assumes a rigid wage In the sector under consideration. If the wage Is flexible,
the worker income loss would be Iincluded in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase In all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unllateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to Increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-6

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 3, Ceramic floor and wall tile

Item 1986 1987 1988
Sector data:
Shipments (millions of dollars)? ....................... 665.9 729.0 805.0
Employment (thousands)' ..............c.coiiiiiienens 9.6 9.7 9.5
Imports, c.i.f. duty paid (milions of dollars)2 ........... 441.6 519.2 559.0
Economic effects: ) .
Elasticity of supply = to 1
Shipments (millions of dollars) ........................ -27.7 -30.0 -33.7
Employment (thousands) ...............ccoivuivennns -0.4 -0.4 -0.4
Consumer gain (millions of dollars) .................... 76.3 87.8 96.5
Producer loss (millions of dollars) ..................... 13.7 14.8 16.7
Tarlff revenue loss (millions of dollars) ................. 60.8 70.9 77.6
Traditional net welfare gain (millions of dollars) .......... 1.8 2.1 2.3
Elasticity of supply = to 10
Shipments (millions of dollars) ........................ -29.9 -32.4 ' -36.4
Employment (thousands) ...............c.ccvievvnnnnn, -0.4 -0.4 -0.4
Consumer gain (milions of dollars) .................... 65.5 76.1 83.4
Producer loss (millions of dollars) ..................... 2.7 2.9 3.2
Tariff revenue loss (millions of dollars) ................. 60.8 70.9 77.6
Traditional net welfare gain (milllons of dollars) .......... 2.0 2.3 2.6

' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysls

1987 and 1988 values are

from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1

2 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where Indicated.

to $30 million in 1986 and $34 to $36 million in
1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 400 employees in 1986-1988. Losses
to these displaced workers would have been ap-
proximately $1 million. The traditional net
welfare measure, which accounts for consumer
gains, producer losses, and tariff revenue losses,
would have been approximately $2 million in
1986 and $2.5 million in 1988. Other adjust-
ments to the traditional economic effects are
presented in table 2-7.

Eliminating the tariff on ceramic tile would
have caused significant upstream effects for two
input-output sectors: Industrial Inorganic and
Organic Chemicals (27.0100) and Clay, Ceramic,
and Refractory Minerals Mining (9.0003). The
estimated effects are presented in table 2-43.

Case 4, SIC No. 3161, Luggage

This category includes trunks, suitcases, back-
packs, kitbags, dufflebags, attache cases,
briefcases, portfolios, schoolbags, photographic
equipment bags, golf bags, camera cases, binocu-
lar cases, and occupational luggage (such as
physicians’ bags and sample cases). Luggage is
made primarily from plastics, textiles, and
leather.

History of tariff reductions.—Prior to the
TSUS, only leather luggage was specifically enu-
merated in the U.S. tariff provisions. Luggage of

other materials, when imported, entered under a
large number of so-called basket provisions deter-
mined mostly by the material from which they
were made. The Smoot-Hawley rates of duty on
these categories ranged from 35 percent to 90
percent. For most leather luggage, the rate was 35
percent. For most luggage made from textiles, the
rate varied from 40 percent to 65 percent. For
luggage made from plastics, the rate was 45 per-
cent. Prior to the TSUS, a clear tariff history is
available only for leather luggage. The rate of
duty on luggage of reptile leather was reduced to
17.5 percent in 1941. The rate for other leather
luggage was lowered to 20 percent in 1948. The
Kennedy Round further reduced these rates by 50
percent to 8.5 percent and 10 percent, respec-
tively. These rates were reduced in the Tokyo
Round to 5.3 percent and 8 percent, respectively.
With the conversion to the HTS, the rate line for
reptile luggage was eliminated and other leather
luggage now enters under two HTS subheadings at
8 percent and 6.8 percent.

For the remaining luggage of other materials,
the TSUS rates of duty ranged from 13.5 percent
to 42 percent, reflecting 32- to 66-percent tariff
reductions in the Smoot-Hawley rates, which
ranged from 40 percent to 90 percent. These
rates generally were reduced by an additional 50
percent or more in the Kennedy Round to be-
tween 6.5 percent and 21 percent. However, the
rate of duty on most plastic luggage remained un-
changed at 20 percent, which was 56 percent
below the 1930 rate. During the Tokyo Round,

2-11

2-11



Table 2-7

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 3, Ceramic floor and wall tile

(In millions of dollars)

Iitem

1986 1987 1988

Worker Income 1088! ..........c.ciiiiiiiiiiiiiiiiienas
Domestictax 108s2 ...........coiiiiiiiiiiiiinnn,
Terms-of-trade 10882 .........ccviiiiineienneennnnns
Adjusted net welfaregain ...............ccciiiiiinnn

Worker Income 088! ......... ...t iiiiiiiiiiiiiennn
Domestic tax 10882 .. .........iiiiiiiiiiiiiinaananns
Terms-of-trade 108s® .............c.cciiiieininnnnnnnn.
Adjusted net welfare gain .................... ... 0L,

Elasticity of supply = to 1

1.1 1.2 1.3

9.1 10.6 11.6

6.4 7.4 6.7
-14.8 -17.2 -17.4

Elasticity of supply = to 10

1.2 1.8 1.4

9.1 10.6 11.6

7.7 8.9 8.1
-15.9 -18.5 -18.

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because It does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

reductions were made on items that were small in
trade volume. These reductions ranged from 28
percent to 60 percent below the levels at the end
of the Kennedy Round. No reductions were made
for most luggage of textiles and of plastics because
imports of these articles increased rapidly in the
late 1960s and throughout the 1970s and were
considered to be import sensitive. Most of these
luggage items also were excluded from the GSP
and the CBERA. (Also, in 1984, bilateral quotas
under the Multifiber Arrangement were applied
to important U.S. suppliers of certain textile lug-
gage.) In 1987, the average ad valorem
equivalent for imports comparable with SIC 3161
was 16.3 percent.

Economic effects.—The traditional economic
effects of eliminating the tariff on luggage are pre-
sented in table 2-8. This tariff elimination would
have reduced the dollar value of shipments in this
sector by approximately $104 to $133 million in
1986 and $124 to $159 million in 1988. The re-
duction in shipments would have caused
employment in the industry to fall by approxi-
mately 2,000 employees in 1986-1988. Losses to
these displaced workers would have been ap-
proximately $4 to $6 million. The traditional net
welfare measure, which accounts for consumer
gains, producer losses, and tariff revenue losses,
would have been approximately $3 to $8 million
in 1986 and $6 to $14 million in 1988. Other ad-
justments to the traditional economic effects are
presented in table 2-9.

Eliminating the tariff on luggage would have
caused significant upstream effects for two input-
output sectors: Coated Fabrics, Not Rubberized
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(17.0600) and Hardware, Not Elsewhere Classi-
fied (42.0300). The estimated effects are
presented in table 2-43.

Case 5, SIC No. 3151, Leather gloves
and mittens

This category includes leather dress gloves
and leather work gloves. The leather for dress
gloves is made primarily from sheepskin, whereas
leather work gloves are usually made of cowhide
leather.

History of tariff reductions.—Leather gloves,
for tariff purposes, can be divided between gloves
of horsehide or cowhide leather and those of
other leather. When Smoot-Hawley was enacted,
gloves of horsehide and cowhide leather, which
now account for the great bulk of the trade in
leather gloves, consisted almost entirely of work
gloves. Because import competition in work
gloves was much weaker than that in dress gloves,
the tariff for the work gloves was set at a much
lower rate. For 1988, the weighted average tariff
for work gloves was 25 percent and that for other
leather gloves was 55 percent. The work glove
rate was reduced to 15 percent in 1939 and re-
mained unchanged until 1987, when it was
reduced to its current level of 14 percent in the
Tokyo Round. The average rate for other leather
gloves is also now 14 percent after the Tokyo
Round concessions.

Economic effects.—The traditional economic
effects of eliminating the tariff on leather gloves
and mittens are presented in table 2-10. This oia -
iff elimination would have reduced the d Isz



Table 2-8

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 4, Luggage

Item 1986 1987 1988
Sector data: '

Shipments (millions of dollars)' ......................... 665.8 708.0 746.0
"Employment (thousands)? ............c.civiiireneenenns 11.4 9.9 9.2
Imports, c.l.f. duty paid (millions of dollars)® ............. 633.1 1082.8 1062.2

Economic effects:

Elasticity of supply = to 1

Shipments (millions of dollars) ...................c0v0nen -104.0 -115.9 -124.4
Employment (thousands) .............ccocivivieninennan -1.8 -1.6 -1.5
Consumer gain (millions of dollars) ...................... 131.2 201.4 205.5
Producer loss (milions of dollars) .................. ...t 50.0 55.6 59.6
Tariff revenue loss (millions of dollars) ................... 78.0 139.8 139.8
Traditional net welfare gain (millions of dollars) ............ 3.2 6.0 6.1

Elasticity of supply = to 10

Shipments (millions of dollars) ..................covvennn -133.2 -148.4 -159.3
Employment (thousands) ...............c.ccivvinevnnnn. -2.3 -2.1 -2.

Consumer gain (milions of dollars) ...................... 96.5 166.1 167.1
Producer loss (miliions of dollars) ....................... 11.0 12.2 13.1
Tariff revenue joss (millonsof dollars) ................... 78.0 139.8 139.8
Traditional net welfare gain (millions of dollars) ............ 7.5 14.0 14.3

' The 1986 value is from U.S. Department of Commerce, Office of Business Analysis. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1989.

2 The 1986 value is from U.S. Department of Commerce, Office of Business Analysis.

3 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.

Table 2-9

Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 4, Luggage

(In millions of dollars)
Item 1986 1987 1988

Elasticity of supply = to 1

Worker Income 1088' . ............cciiiiiiiiiiiieann, 3.9 4.4 4.8
Domestic tax 10882 . ............ciiiviiiiiiiirnnrnnnnn 11.7 21.0 21.0
Terms-of-trade 10883 . .............c.ciiviviinnnnnnnnnnn 13.0 23.1 19.2
Adjusted netwelfaregain ......................ciuin.n. -25.4 -42.5 -38.8
Elasticity of supply = to 10
Warker Income 088! .............cciiitiiiiiiiinanan. 5.0 5.6 6.1
Domestic tax 10882 ... ..........c.cciiiiiiiiniinninennnnn 11.7 21.0 21.0
Terms-of-trade 10883 . ............ccoivtiiiennnennnnnnns 37.6 66.3 56.6
Adjusted netwelfaregain .................ccoiivinunnn. -46.8 -78.9 -69.4

! The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flexible,
the worker income loss would be included In the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment Is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-10

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 5, Leather gioves and mittens

Item 1986 1987 1988
Sector data:

Shipments (millions of dollars)* ....................... 202.9 214.0 221.0
Employment (thousands)? ...............co0vuuieennns 3.5 3.1 2.8
Imports, c.l.f. duty paid (millions of dollars)® ........... 97.7 107.1 120.6

Economic effects:

Shipments (millions of dollars) ................... . ...

Employment (thousands) ........
Consumer gain (millions of dollars) .........
Producer loss (millions of dollars) ..........
Tariff revenue loss (millions of dollars

)
Traditional net welfare gain (millions of dollars) ....... SN

Shipments (millions of dollars) ....................000n

Employment (thousands)

..........................

Consumer gain (millions of dollars) ....................
Producer loss (milions of dollars) .................vvtn
Tariff revenue loss (milions of dollars) .................
Traditional net welfare gain (millions of dollars) ..........

Elasticity of supply = to 1

-36.4 -36.2 -36.5
-0.6 -0.5 -0.5
31.9 32.3 33.8
17.4 17.4 17.5
13.3 13.7 16.0

1.2 1.2 1.3
Elasticity of supply = to 10
-49.3 -4

-
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' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1989.

2 The 1986 value is from U.S. Department of Commerce, Office of Business Analysis.

3 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.

value of shipments in this sector by approximately
$36 to $50 million in 1986-1988. The reduction
in shipments would have caused employment in
the industry to fall by approximately 600 to 900
employees in 1986 and 500 to 600 employees in
1988. Losses to these displaced workers would
have been approximately $1 million. The tradi-
tional net welfare measure, which accounts for
consumer gains, producer losses, and tariff reve-
nue losses, would have been approximately $1 to
$3 million in 1986 and 1988. Other adjustments
to the traditional economic effects are presented
in table 2-11.

Eliminating the tariff on leather gloves would
have caused significant upstream effects for the
input-output sector Leather Tanning and Finish-
ing (33.0001). The estimated effects are
presented in table 2-43.

Case 6, SIC No. 3262, Vitreous china
table and kitchen articles

This category includes household and com-
mercial chinaware including bone chinaware.

History of tariff reductions.—Under Smoot-
Hawley, two different tariffs were imposed on
chinaware depending on whether it was deco-
rated. The tariff on undecorated chinaware was
10 cents per dozen pieces plus 60 percent ad
valorem. The tariff on decorated chinaware was
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10 cents per dozen pieces plus 70-percent ad
valorem.

Prior to the Kennedy Round, duties on china-
ware ranged from 35-percent ad valorem for bone
chinaware to 10 cents per dozen pieces plus
60 percent ad valorem for miscellaneous moder-
ately valued nonbone chinaware or subporcelain.
As a result of the Kennedy Round duty modifica-
tions, the rates of duty on chinaware declined to a
range of 17.5-percent ad valorem (bone china-
ware) to 10 cents per dozen pieces plus
55-percent ad valorem (certain moderate-valued
chinaware sets).

At completion of the Tokyo Round, tariffs on
chinaware ranged from 8 percent to 35 percent.
Products receiving the higher duties typically have
had a rising import/consumption ratio or have
been the subject of trade investigations initiated
by U.S. industry.

Economic effects.—The traditional economic
effects of eliminating the tariff on china table and
kitchen articles are presented in table 2-12. This
tariff elimination would have reduced the dollar
value of shipments in this sector by approximately
$33 to $34 million in 1986 and $32 to $33 million
in 1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 700 employees in 1986 and 600
employees in 1988. Losses to these displaced
workers would have been approximatejylzp mil-



Table 2-11

Other adjustments to the economic effects of ur:ilaterally eliminating import tariffs:

Case §, Leather gloves and mittens

(In millions of dollars)

Item 1986 1987 1988
E Iasflclty of supply = to 1

Worker INnCOmMe 108S! .....cotiiivrerererernenenrnnnsns 0.9 0.9 0.9

Domestic tax 10882 . ........ciiiitiiitieniernaneennns 2.0 2.1 2.3

Terms-of-trade 10883 ..........coivvivnrervennncnnnsn 4.5 4.7 4.3

Adjusted net welfare gain ............................ -6.2 -6.4 -6.1
Elasticity of supply = to 10

Worker iIncome l088! . .........coiviiiiiiiiirntianans 1.2 1.2 1.2

Domestic tax 10882 . .........civtiinriennrrnennenasnas 2.0 2.1 2.3

Terms-of-trade 10882 ............ciiiiiiinrnnnnernns 13.9 14.4 13.6

Adjusted net welfare gain ................... ...l -14 .1 -14.6 -13.8

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flexible,
the worker income loss would be Inciuded in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase In all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

Table 2-12

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 6, Vitreous china table and kitchen articles

Item 1986 1987 1988
Sector data: ‘
Shipments (millions of dollars)' ....................... 268.3 259.5 271.5
Employment (thousands)? ........... e eereiee e 5.6 5.1 5.0
Imports, c.l.f. duty paid (millions of dollars)2 ........... 278.2 285.9 293.2
Economic effects:

Elasticity of supply = to 1
Shipments (millions of dollars) ........................ -33.2 -30.5 -31.9
‘Employment (thousands) ...................c0vunnn -0.7 -0.6 -0.6
Consumer gain (millions of dollars) .................... 50.4 48.2 49.7
Producer loss (milions of dollars) ..................... 16.1 14.8 15.5
Tariff revenue loss (miilions of dollars) ................. 33.4 32.4 33.3
Traditional net welfare gain (millions of dollars) .......... 1.0 0.9 0.9

Elasticity of supply = to 10
Shipments (millions of dollars) ........................ -34.2 -31.4 -32.8
Employment (thousands) .......................... -0.7 -0.6 -0.6
Consumer gain (millions of dollars) .................... 38.2 36.9 37.9
Producer loss (millions of dollars) ..................... 2.9 2.7 2.8
Tariff revenue loss (millions of dollars) ..... e 33.4 32.4 33.3
Traditional net welfare gain (millions of dollars) .......... 1.9 1.7 1.8
' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis.

2 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.

lion. The traditional net welfare measure, which
accounts for consumer gains, producer losses,
and tariff revenue losses, would have been ap-
proximately $1 to $2 million during 1986-1988.
Other adjustments to the traditional economic ef-
fects are presented in table 2-13.

Case 7, SIC No. 3263, Fine earthenware
table and kitchen articles

This category includes both fine earthenware
(made of materials that have been washed or
ground) and coarse-grained earthenware,

whether for household or commercial use. 15
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Table 2-13

Other adjustments to the economic effects of unilaterally eliminating import tarifts:

Case 6, Vitreous china table and kitchen articles

(In millions of dollars)

Item

1986 1987 1988

Worker iIncome 10Ss! . ...... ...ttt i
Domestic tax 10882 .. .......cciiiiiiiiiinennnennnnns
Terms-of-trade 10SS® . ...t iinirenniennns
Adjusted net welfare gain ................. ..o,

Worker Income 10SS' . ...ttt
Domestic tax 10SS2 . .......ciiiiiiiiiiiiiiniiie e
Terms-of-trade 10Ss® .. ........cciiiiiteninnrnnennnns
Adjusted net welfaregain ...............cciiiiiinnnnns

Elasticity of supply = to 1

1.9 1.7 1.8

5.0 4.9 5.0

4.2 4.1 3.5
-10.1 -9.8 -9.3

Elasticity of supply = to 10

1.9 1.8 1.9

5.0 4.9 5.0

9.3 9.1 7.9
-14.4 -14.0 -13.

' The worker income loss calculation assumes a rigid wage In the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

History of tariff reductions.—Under Smoot-
Hawley, rates of duty for fine earthenware ranged
from 50 percent for fine-grained, undecorated
earthenware to 55 percent for fine-grained, deco-
rated earthenware. Prior to the Kennedy Round,
duties ranged from 10 cents per dozen pieces plus
21-percent ad valorem for fine-grained earthen-
ware sets of moderate to high value to 10 cents
per dozen pieces plus 40-percent ad valorem for
miscellaneous moderately valued earthenware ar-
ticles. After the Kennedy Round duty reductions,
tariffs on earthenware articles had been reduced
to a range of 5 cents per dozen pieces plus
10.5-percent ad valorem for high-valued earthen-
ware sets to 10 cents per dozen pieces plus 21
percent ad valorem for certain moderately-valued
earthenware articles.

After the Tokyo Round duty reductions, du-
ties on fine-grained earthenware articles ranged
from 4.5 percent for high-valued earthenware ar-
ticles to 35 percent for commercial earthenware.
Products subject to the higher duties typically
have experienced rising import/consumption ra-
tios or trade investigations initiated by U.S.
industry.

Economic effects.—The traditional economic
effects of eliminating the tariff on earthenware ta-
ble and kitchen articles are presented in table
2-14. This tariff elimination would have reduced
the dollar value of shipments in this sector by ap-
proximately $3 to $13 million in 1986 and $2 to
$8 million in 1988. The reduction in shipments
would have caused employment in the industry to
fall by approximately 100 to 500 employees in
1986 and 100 to 300 employees in 1988. Losses
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to these displaced workers would have been less
than $1 million. The traditional net welfare meas-
ure, which accounts for consumer gains, producer
losses, and tariff revenue losses, would have been
less than $1 million in 1986-1988. Other adjust-
ments to the traditional economic effects are
presented in table 2-1S5.

Case 8, SIC No. 3171, Women’s handbags
and purses

This category includes pocketbooks, purses,
shoulder bags, clutch bags, and similar articles
customarily carried by women or girls. Leather
and plastics are the two most important materials
used in domestic handbag manufacture, but tex-
tile materials have increased in importance in
recent years.

History of tariff reductions.—Prior to the im-
plementation of the TSUS in 1963, only leather
handbags were specifically enumerated in the
U.S. tariff provisions. Imported handbags of
other materials entered under a large number of
basket provisions depending largely on the mate-
rial from which they were made. The
Smoot-Hawley tariffs ranged from 35 percent to
90 percent. The rate was 35 percent for most
leather handbags, 40 percent to 65 percent for
most textile handbags, and 45 percent for most
plastics handbags. Prior to the implementation of
the TSUS, a clear tariff history is available only
for handbags of leather. The rate of duty on
handbags of reptile leather was reduced to 17.5
percent in 1941. The rate applicable to handbags
of other leather was lowered to 20 percent in
1948. Both of these rates were in effect wheh the



Table 2-14

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 7, Fine earthenware table and kitchen articles

Item 1986 1987 1988
Sector data:
Shipments (millions of dollars)' ....................... 22.5 16.8 14.5
Employment (thousands)® ..........c.cccveivevneenenns 0.9 0.7 0.5
imports, c.i.f. duty paid (millions of dollars)2 ........... 393.8 447.6 442.5
Economic effects:
Elasticity of supply = to 1
Shipments (milllons of dollars) ........................ -3.4 -2.5 -2.1
Employment (thousands) ......... -0.1 -0.1 -0.1
Consumer gain (millions of dollars) .... 33.4 35.7 34.7
Producer loss (milions of dollars) .......... .. 1.7 1.2 1.0
Tariff revenue loss (millions of dollars) ................. 31.7 34.4 33.7
Traditional net welfare gain (millions of dollars) .......... 0.1 0.1 0.1
Elasticity of supply = to 10
Shipments (millions of dollars) ...............ccovinnn -12.8 -9. -7.8
Employment (thousands) ....... .. -0.5 -0.4 -0.3
Consumer gain (miliions of dollars): .. . 33.0 35.5 34.7
Producer loss (millions of dollars) ............ .. 0.9 0.6 0.5
Tariff revenue loss (millions of dollars) ................. 31.7 34.4 33.7
Traditional net welfare gain(millions of dollars) .......... 0.5 0.5 0.5
' The 1986 value is from U.S. Department of Commerce, Office of Business Analysis.
2 U.S. Department of Commerce, Bureau of the Census.
Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.
Table 2-15
Other adjustments to the economic effects of uniiaterally eliminating import tariffs:
Case 7, Fine earthenware table and kitchen articles
(In millions of dollars)
Item 1986 1987 1988
Elasticity of supply = to 1
Worker Income loss' .............. ... 000 ereeaes 0.2 0.2 0.1
Domestic tax 10882 . ...........cciiiiiiiinenarnernnnas 4.8 5.2 5.1
Terms-of-trade 10Ss® . ...........ciiviiiiienennnenn, 0.5 0.5 0.4
Adjusted net welfare gain ............................ -5.4 -5.8 -5.5
Elasticity of supply = to 10
Worker iIncome l0oss' . ......... ... ittt 0.9 0.6 0.5
Domestic tax 10882 . ..........cciiiiiiiiiiiiiii e 4.8 5.2 5.1
Terms-of-trade 10SS® ..........iiiiiiiiiiiienrinnnnns 4.1 4.5 3.8
Adjusted net welfaregain ............................ -9.3 -9.8 -8.

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,

the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Iis replaced with a proportional increase In all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If

the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment Is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-

ports might cause foreign demand for U.S. exports to increase.
Source: Estimated by the staff of the U.S. International Trade Commission.
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TSUS was implemented. The Kennedy Round
further reduced these rates to 8.5 percent and 10
percent, respectively. In the Tokyo Round, the
rate on handbags of reptile leather was reduced to
5.3 percent. The rate on handbags of other
leather, valued at over $20 each, was reduced to
9 percent, and the rate on other leather hand-
bags, valued under $20 each, was not changed.

The rates of duty for the remaining handbags
of other materials ranged from 35 percent to 110
percent under Smoot-Hawley. These rates ranged
from 13.5 percent to 42 percent just before TSUS
was implemented. They were further reduced in
the Kennedy Round to between 6.5 percent and
21 percent. However, the rate of duty applicable
to most handbags of plastics remained unchanged
at 20 percent. The rates of duty on handbags of
beads and of paper yarns were also not reduced
and remained at 20 percent and 17.5 percent,
respectively. During the Tokyo Round, reductions
from 28 percent to 60 percent were made on
items of less importance in terms of trade. No re-
ductions were made for most handbags of textiles
and of plastics because they were considered to
be import sensitive. Also, most of these items

Table 2-16

were excluded from the GSP and the CBERA,
and in 1984 bilateral quotas under the Multifiber
Arrangement were applied to important U.S. sup-
pliers of certain textile handbags. In 1987, the
average ad valorem equivalent for imports in SIC
3171 was 12.5 percent.

Economic effects.—The traditional economic
effects of eliminating the tariff on women’s hand-
bags and purses are presented in table 2-16. This
tariff elimination would have reduced the dollar
value of shipments in this sector by approximately
$70 to $125 million in 1986 and $83 to $148 mil-
lion in 1988. The reduction in shipments would
have caused employment in the industry to fall by
approximately 1,500 to 2,600 employees in 1986
and 1,100 to 2,000 employees in 1988. Losses to
these displaced workers would have been ap-
proximately $2 to $4 million in 1986 and $3 to $5
million in 1988. The traditional net welfare meas-
ure, which accounts for consumer gains, producer
losses, and tariff revenue losses, would have been
approximately $2 to $6 million in 1986 and $3 to
$8 million in 1988. Other adjustments to the tra-
ditional economic effects are presented in table
2-17.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 8, Women’s handbags and purses

Item 1986 1987 1988
Sector data:
Shipments (millions of dollars)! ....................... 438.4 474.0 507.0
Employment (thousands)2 .................ccvvvvnnen, 9.2 7.6 6.8
Imports, c.i.f. duty paid (millions of dollars)® ........... 729.7 944 .1 977.9
Economic effects:
Elasticity of supply = to 1
Shipments (millions of dollars) ........................ -69.8 -75.5 -82.6
Employment (thousands) .............ccovivivunnn. -1.5 -1.2 -1.1
Consumer gain (milions of dollars) .................... 110.8 136.2 145.5
Producer loss (millions of dollars) ..................... 33.5 36.2 39.6
Tarlff revenue loss (millions of dollars) ................. 75.5 97.7 103.4
Traditional net welfare gain (millions of dollars) .......... 1.8 2.3 2.5
Elasticity of supply = to 10
Shipments (millions of dollars) ........................ -125.1 -135.2 -147.8
Employment (thousands) ....................c0v... -2.6 -2.2 -2.0
Consumer gain (millions of dollars) .................... 91.3 116.0 123.3
Producer loss (millions of dollars) ..................... 9.9 10.7 11.7
Tariff revenue loss (milions of dollars) ................. 75.5 97.7 103.4
Traditional net welfare gain (millions of dollars) ......... 5.9 7.6 - 8.2

' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1988.
2 The 1986 value is from U.S. Department of Commerce, Office of Business Analysis.

3 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.
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Table 2-17

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 8, Women’s handbags and purses

(in millions of dollars)

Item

1986 1987 1988

Worker income 1088 . ..........cciiiiiiiiiiiiianieans
Domestic tax 10882 .. ..........cciiiiiiieinnnnnnnennn
Terms-of-trade 1088% . .......ccviiiiiiiiiinnnernnnnns
Adjusted net welfaregain ...................c000viunnn

Worker Income 1088 ........... .ottt
Domestic tax 10882 . ............coiiiiiiiiinninnnenns
Terms-of-trade loss® ...........ccovvtvvninennennnnns
Adjusted net welfaregain ................. ... .nnn

Elasticity of supply = to 1

4 2.5 2
.3 . 14.6 : 15
9 11.5 10.
9 -26.3. -25

Elasticity of supply = to 10

3 4.4 4.6
.3 14.6 15.5
6 3.7
3

48.2 43.
-59.6 -55.6

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,
the worker income loss would be included In the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant In size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unllateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

Eliminating the tariff on handbags and purses
would have caused significant upstream effects for
four input-output sectors: Broadwoven Fabric
Mills and Fabric Finishing Plants (16.0100),
Coated Fabrics Not Rubberized (17.0600), Plas-
tics Materials and Resins (28.0100), and Leather
Tanning and Finishing (33.0001). The estimated
effects are presented in table 2-43.

Case 9, SIC No. 3961, Costume jewelry
and costume novelties except precious metal

There are three major categories of jewelry:
articles of personal adornment, small articles or-
dinarily carried on the person or in a handbag,
and religious articles. Articles of personal adorn-
ment typically include rings, bracelets, earrings
and clips, brooches, collar pins and clips, cuff
links, tie pins and clips, dress-studs, fobs, mili-
tary, fraternal and similar emblems, pendants,
and necklaces. Small articles include money clips,
key chains, coin purses, powder or pill boxes, lip-
stick holders, spectacle cases, and cigar and
cigarette holders and cases, among others. Relig-
ious articles consist principally of rosaries,
chaplets, crucifixes, and medals. All costume jew-
elry articles are made of nonprecious materials
and may often be set with synthetic or imitation
gemstones or imitation pearls.

History of tariff reductions.—The Smoot-
Hawley duty rates were 45 percent to 55 percent
for the vast majority of costume jewelry articles.
Religious articles not made of or plated with pre-
cious metal were dutiable at 15 percent, but trade
in such articles was limited.

Duties remained at or near the Smoot-Hawley
rates until 1972, when the Kennedy Round low-
ered them to a range of 10 percent to 35 percent.
The duty on most costume jewelry imported dur-
ing the 1970’s ranged from 27.5 percent to 35
percent.

After the Tokyo Round, the tariff rates on
costume jewelry ranged approximately from 6
percent to 14 percent. The tariff on the majority
of imports of costume jewelry during 1988 was 11
percent.

Economic effects.—The traditional economic
effects of eliminating the tariff on costume jewelry
and novelties are presented in table 2-18. This
tariff elimination would have reduced the dollar
value of shipments in this sector by approximately
$61 to $72 million in 1986 and 1988. The reduc-
tion in shipments would have caused employment
in the industry to fall by approximately 1,000 em-
ployees in 1986-1988. Losses to these displaced
workers would have been approximately $2 mil-
lion. The traditional net welfare measure, which
accounts for consumer gains, producer losses,
and tariff revenue losses, would have been ap-
proximately $1 to $2 million in 1986 and $5 to
$8 million in 1988. Other adjustments to the tra-
ditional economic effects are presented in table
2-19.

Eliminating the tariff on costume jewelry
would have caused significant upstream effects for
three input-output sectors: Primary Nonferrous
Metals, Not Elsewhere Classified (38.0500), Jew-
eler’s Materials and Lapidary Work (64.0102),
and Wholesale Trade (69.0100). The estimated
effects are presented in table 2-43. 510
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Table 2-18

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 9, Costume jewelry and costume novelties except precious metal

item 1986 1987 1988
Sector data:

Shipments (millions of dollars)! ....................... 1292.3 1307.0 1252.0
Employment (thousands)® ..............c.iiveinennen 18.5 18.7 17.6
Imports, c.i.f. duty paid (milions of dollars)2 ........... 216.4 522.6 793.5

Economic effects:

Shipments (miilions of dollars) ....................c..s

Employment (thousands)

Shipments (millions of dollars) ........................

Employment (thousands)

..........................

Consumer gain (millions of dollars) ....................
Producer loss (milions of dollars) .....................
Tariff revenue loss (millions of doflars) .................
Traditional net welfare gain (millions of dollars) ..........

..........................

Consumer gain (miliions of dollars) ....................
Producer loss (milions of dollars) .....................
Tariff revenue loss (millions of dollars) .................
Traditional net welfare gain (millions of dollars) ..........

Elasticity of supply = to 1

-72.3 -69.0 -72.7
-1.0 -1.0 -1.0
52.6 72.6 100.5
35.6 34.1 35.8
15.6 35.7 59.5

1.3 2.8 5.2
Elasticity of supply = to 10

-61.0 -58.3 -61.3
-0.9 -0.8 -0.9
23.1 45.2 72.9

5.4 5.2 5.5
15.6 35.7 5§9.5
2.0 4.3 7.9

' The 1986 value is from U.S. Department of Commerce, Office of Business Analysis. 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 1989.

2 U.S. Department of Commerce, Bureau of the Census.

Source: Estimated by the staff of the U.S. International Trade Commission except where Indicated.

Table 2-19

Other adjustments to the economic effects of unllatorally' eliminating import tariffs:
Case 9, Costume jeweiry and costume novelties except precious metal

(In millions of doliars)

Item 1986 1987 1988
Elasticity of supply = to 1

Worker Income 1088 ...........iiiiiiiiiiiiiiiaans 2.5 2.4 2.4

Domestic tax 10882 . .. ... vttt ittt 2.3 5.4 8.9

Terms-of-trade 10882 . ..........coiiiiiinenenenrnnnns 9.6 21.9 30.2

Adjusted net welfare gain .....................c.00uun -18.2 -26.8 -36.4
Elasticity of supply = to 10

Worker Income 108s' ...........cciiiiiiiiiiiiiiia 2.1 2.0 2.1

Domestic tax 10882 . ... ..ottt i 2.3 5.4 8.9

Terms-of-trade 10882 .. ........ccviiiiiiiiinnnvnennns 16.8 38.4 63.8

Adjusted net welfaregain .....................ocvunen -19.3 -41.4 -56.9

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase In all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

Case 10, SIC No. 3229, Pressed and
blown glass and glassware, not elsewhere
classified

The category includes household glassware
(tableware, stemware, cookware, and tumblers)

2-20

and art and ornamental glassware (e.g. giftware,
Christmas ornaments, smokers’ articles, and nov-
elty glassware), illuminating glassware (e.g.
globes, chimneys, lenses, and lamp parts), sci-
entific and laboratory glassware (e.g. tubing,
microscope slides, and beakers), and othef-glass-



ware (optical glass, glass fibers, industrial
glassware, technical glassware, and other miscel-
laneous glass articles).

History of tariff reductions.—The glassware
included in this SIC category was subject to a -
wide range of tariffs reflecting the variety of prod-
ucts. Most of the Smoot-Hawley rates were in the
range of SO percent to 85 percent for groups of
items such as illuminating glassware, household
glassware, and laboratory glassware. Other glass-
ware groups, such as bulbs, lenses, and tubing,
were subject.to lower duty rates, in the range of
20 percent to 40 percent.

Prior to the Kennedy Round, duties on most
of the glassware in this category had been re-
duced to a range of 20 percent to 50 percent.
Certain lower-value-added articles, such as rods
and tubes, were subject to somewhat lower rates
of duty. As a result of the Kennedy Round, duty
rates on most articles fell to between 12 percent
to 30 percent.

As a result of the Tokyo Round of duty modi-
fications, tariffs were reduced to a range of 2.4
percent to 15 percent for illuminating glassware,
Christmas ornaments, and other miscellaneous
glassware, whereas the rates of duty for house-
hold glassware remained at a higher level, in the
range of 6 percent to 38 percent. Products subject
to the higher range of duties typically are those
that have experienced rising import/consumption
ratios.

Table 2-20

Economic effects.—The traditional economic
effects of eliminating the tariff on pressed and
blown glass and glassware are presented in table
2-20. This tariff elimination would have reduced
the dollar value of shipments in this sector by ap-
proximately $250 to $270 million in 1986 and
1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 2,700 to 2,900 employees in 1986
and 2,400 to 2,600 employees in 1988. Losses to
these displaced workers would have been ap-
proximately $10 million. The traditional net
welfare measure, which accounts for consumer
gains, producer losses, and tariff revenue losses,
would have been approximately $6 to $11 million
in 1986 and $7 to $12 million in 1988. Other ad-
justments to the traditional economic effects are
presented in table 2-21.

Eliminating the tariff on pressed and blown
glass and glassware would have caused significant
downstream effects on the input-output sector
Electron Tubes (57.0100). The estimated effects
are presented in table 2-44.

Case 11, SIC No. 2865, Cyclic organic
crudes and intermediates, and organic dyes
and pigments

This category includes certain benzenoid in-
termediate chemicals and mixtures used to
produce various types of plastics, synthetic fibers,
dyes, organic pigments, pharmaceuticals, and
pesticides.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 10, Pressed and blown glass and glassware, not eisewhere classified

Item 1986 1967 1988
Sector data:

Shipments (millions of dollars)® ....................... 3241.9 3155.4 3274.3
Employment (thousands)! ...........ccevtvivennnnnnns 35.0 32.4 31.2
Imports, c.i.f. duty paid (milions of dollars)2 ........... 925.2 1005.1 1076.6

Economic effects:

Elasticity of supply = to 1

Shipments (millions of dollars) ........................ -272.1 -261.2 -270.6
Employment (thousands)  ............cciiiviiiennn -2.9 -2.7 -2.6
Consumer gain (mililions of dollars) .................... 226.0 227.1 238.6
Producer loss (millions of dollars) ..................... 133.2 127.9 132.5
Tariff revenue loss (milllons of dollars) ................. 86.4 92.6 99.0
Traditional net welfare gain (millions of dollars) .......... 6.4 6.7 7.2

Elasticity of supply = to 10
Shipments (millions cfdollars) ........................ -251.3 -241.2 -249.9
Employment (thousands) .................cc0vunen. -2.7 -2.5 -2.4
Consumer gain (milllions of dollars) .................... 119.1 125.0 132.9
Producer loss (millions of dollars) ..............cv.vvn 22.0 21.2 21.9
Tariff revenue loss (millions of dollars) ................. 86.4 92.6 99.0
Traditional net welfare gain (millions of dollars) .......... 10.7 11.3 12.0
' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis.
2 |.S. Department of Commerce, Bureau of the Census.
Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.
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Table 2-21

Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 10, Pressed and blown glass and glassware, not elsewhere classified

(In millions of dollars)

Item

1986 : 1987 1988

Worker IncCome 10SS" .........cciiiiiiiiiiininennennnn
Domestictax 10Ss? ...... ...ttt
Terms-of-trade 10Ss® . .......ccocvviviivivnnriennenn.
Adjusted netwelfaregain ..............coiivevnnenns

Worker Income 10SS! .........c.iiiiiiiiiiiiinniieaan
Domestic tax 108s2 . ...........ccoiiiviniiinnenennns

Elasticity of supply = to 1

10.6 10.3 10.6
13.0 13.9 14.8
35.2 : 37.7 33.6
-52.5 -55.2 -51.9
Elasticity of supply = to 10

9.8 9.5 - 9.8
13.0 13.9 14.8
69.2 73.7 ' 67.0
-81.3 -85.9 -79.7

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flex-
Ible, the worker income loss would be Included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade. adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

History of tariff reductions.—Just after World
War I, the domestic output in SIC 2865 consisted
primarily of dyes and organic pigments for the
textiles and printing industries. The United States
was not a major producer of commodity petro-
chemicals during this period, and the supply
disruption resulting from the war illustrated the
need to develop the domestic industry. In order
to protect this developing industry, imports of
these chemicals, considered then to be strategic
materials, were subject to very high duty rates.
During the interval between World War I and
World War II there was little change in the com-
mercial technology within the domestic industry,
or in the types of products available. However,
during World War II, many new products were
developed to serve the war effort, such as plastics,
certain pesticides, and pharmaceuticals. After the
war, these new products were commercialized on
an international scale, and the earlier protective
tariffs soon became a major problem in world
trade. Consequently, reductions in these tariffs
were made during the Kennedy and Tokyo
rounds. Also, the ASP method was eliminated in
favor of a simpler mixture of compound and ad
valorem tariffs. Duties on products such as ani-
line, anthracene, benzaldehyde, chlorobenzene,
nitrobenzene, and phthalic anhydride were re-
duced, while duties on certain other chemicals,
such as cresylic acid, were completely removed.

Economic effects.—The traditional economic
effects of eliminating the tariff on these organic
chemicals are presented in table 2-22. This tariff
elimination would have reduced the dollar value
of shipments in this sector by approximately $600
to $930 million in 1986 and $930 to $1,440 mil-
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lion in 1988. The reduction in shipments would
have caused employment in the industry to fall by
approximately 1,900 to 2,900 employees in 1986
and 2,000 to 3,100 employees in 1988. Losses to
these displaced workers would have been ap-
proximately $10 to $15 million in 1986 and $14
to $22 million in 1988. The traditional net wel-
fare measure, which accounts for consumer gains,
producer losses, and tariff revenue losses, would
have been less than $1 to $17 million in 1986 and
less than $1 to $31 million in 1988. Other adjust-
ments to the traditional economic effects are
presented in table 2-23.

Eliminating the tariff on this sector would
have caused significant downstream effects for
eight input-output sectors: Greenhouse and
Nursery Products (2.0702), Adhesives and
Sealants (27.0402), Printing Ink (27.0404), Plas-
tics Materials and Resins (28.0100), Synthetic
Rubber (28.0200), Organic Fibers, Noncellulosic
(28.0400), Soaps and Other Detergents
(29.0201), and Surface Active Ingredients
(29.0203). The estimated effects are presented in
table 2-44.

Case 12, SIC Nos. 3675 and 36291,
Electronic and electrical capacitors

Capacitors are used in virtually all electronic
products to block the flow of direct current, per-
mit the flow of alternating current, and store
electrical energy. Capacitors may be produced as
discrete components and installed on printed cir-
cuit boards or other electronic devices, or they
may be directly incorporated into an electronic
circuit design. They are usually distinguished by
their dielectric material and voltage rating.22



Table 2-22

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 11, Cyclic organic crudes and intermediates, and organic dyes and pigments

Item 1986 1987 1988
Sector data:

Shipments (millions of dollars)' ....................... 7013.4 7570.0 8730.0
Employment (thousands)2 .............ooevuureecenens 22.0 19.7 18.7
imports, c.l.f. duty pald (milllons of dollars)® ........... 2802.1 2914.5 3425.9

Economic effects:

Elasticity of supply = to 1

Shipments (millions of dollars) .................ovotntn -933.3 -1182.8 -1443.0
Employment (thousands) ................ -2.9 -3.1 -3.1
Consumer g (millions of dollars) .......... 637.8 796.3 975.2
Producer loss (milllons of dollars) .............. 451.1 568.3 691.7
Tariff revenue loss (millions of dollars) 186.7 228.0 283. 5
Traditional net welfare gain (millions of dollars) ......... “0 <0

Elasticity of supply = to 10
Shipments (mllllons ofdollars) ..........eoivneirninnnn -603.9 -765.4 - -933.7

Employment (thousands) ....... -1.9 -2.0 -2.0
Consumer gain (millions of dollars) . 255.9 317.9 395.3
Producer loss gmllllons of dollars) . 52.8 66.4 80.8
Tarlff revenue loss (millions of dollars) 186.7 228.0 283.5
Traditional net welfare gain (millions of dollars) .......... 16.5 23.6 31.0

' The 1986 value Is from U.S. Department of Commerce, Office of Business Anatysls 1987 and 1988 values are
from U.S. Department of Commerce, 1989 U.S. Industrial Outlook, January 19

2 The 1986 value Is from U.S. Department of Commerce, Office of Business Analysls

3 U.S. Department of Commerce, Bureau of the Census.

4 Less than $1 million dollars.

Source: Estimated by the staff of the U.S. International Trade Commission except where indicated.

Table 2-23

Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 11, Cyclic organic crudes and intermediates, and organic dyes and pigments

(In millions of dollars)
item 1986 1987 1988

Elasticity of supply = to 1

Worker income loss? 14.7 18.2 21.9
Domestic tax 10882 .........ccoiiiiiiin it ienaas 28.0 34.2 42.5
Terms-of-trade loss®. ... .. 0.2 0.2 0.2
Adjusted net welfaregain ............................ -42.8 -52.6 -64.6
Elasticity of supply = to 10
Worker Income 10S8! ........... ittt i 9.5 11.8 14.2
Domestictax 10882 .............ccoiiiiiiinnnnnnn, 28.0 34.2 . 42.5
Terms-of-trade 1088 . ..........ccoiiiviivieennnennns 186.8 222.8 239.7
Adjusted net welfare gain .................cciiiiiinen -207.8 -245.2 -265.3

' The worker income loss calculation assumes a rigid wage In the sector under consideration. If the wage is flexible,
the worker income loss would be Included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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History of tariff reductions.—The tariff on
U.S. imports of capacitors was 12.5 ad valorem
percent prior to 1967. This rate was reduced to
10 percent in 1971 under the Kennedy Round.

The duty on capacitors was not subject to negotia-

tion under the Tokyo Round, so the tariff remains
at 10 percent.

Economic effects.—The traditional economic
effects of eliminating the tariff on capacitors are
presented in table 2-24. This tariff elimination
would have reduced the dollar value of shipments
in this sector. by approximately $91 to $100 mil-
lion in 1986-1988. The reduction in shipments
would have caused employment in the industry to
fall by approximately 1,500 employees in 1986
and 1988. Losses to these displaced workers
would have been approximately $4 million. The
traditional net welfare measure, which accounts
for consumer gains, producer losses, and tariff
revenue losses, would have been approximately
$2 to $3 million in 1986 and $3 to $4 million in
1988. Other adjustments to the traditional eco-
nomic effects are presented in table 2-25.

Eliminating the tariff on capacitors would
have caused significant upstream effects for two
input-output sectors: Miscellaneous Plastics
Products (32.0400) and Wholesale Trade
(69.0100). The estimated upstream effects are
presented in table 2-43. There also would have
been significant downstream effects for two input-
output sectors: Radio and TV Receiving Sets
(56.0100) and Radio and TV Communication

Table 2-24

Equipment (56.0400). The estimated down-
stream effects are presented in table 2-44.

Case 13, HTS No. 29051120, Methyl
alcohol

Methyl alcohol is also known as methanol or
wood alcohol. The primary end uses for methyl
alcohol are as a fuel and as an intermediate in the
manufacture of formaldehyde and dimethyl
terephthalate. It is also used in the production of
many other downstream chemicals. Other end-
use applications include the use of methyl alcohol
as a solvent, as a denaturant for ethyl alcohol,
and in the extraction of proteins in continuous
biological fermentation processes.

History of tariff reductions.—The Smoot-
Hawley tariff on methyl alcohol was relatively
high, 18 cents per gallon. This rate was reduced
during the Fifth Round of trade negotiations
(1956-58), to 15.3 cents per gallon. As a result
of the Kennedy Round, the rate was reduced to
7.6 cents per gallon. Section 1 of Public Law
93-482 (1974) eliminated the tariff on methyl al-
cohol imported only for use in producing
synthetic natural gas or for direct use as a fuel
(TSUS 427.96) in order to facilitate safer trans-
portation of natural gas in the form of methyl
alcohol. It also set the rate on other methyl alco-
hol (TSUS 427.97) at 19.5 percent. The Tokyo
Round reduced the rate on TSUS 427.97 to 18
percent. No further reductions have been made.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 12, Electronic and electrical capacitors

Item 1986 1987 1988
Sector data:

Shipments (millions of dollars)® ....................... 1480.4 1469.7 1560.9
Employment (thousands)' ...............ccivvevnns 25.0 23.2 22.7
Imports, c.i.f. duty paid (millions of dollars)2 ........... 434.7 508.5 596.1

Economic effects:

Elasticity of supply = to 1

Shipments (millions of dollars) ........................ -90.8 -91.3 -100.1
Employment (thousands) .......................... -1.5 -1.4 -1.5
Consumer gain (millions of dollars) .................... 75.9 81.9 94.1
Producer loss (millions of dollars) ..................... 44.7 44.9 49.3
Tariff revenue loss (milllons of dollars) ................. 29.5 34.9 42.3
Traditional net welfare gain (milions of dollars) .......... 1.7 2.0 2.5
Elasticity of supply = to 10
Shipments (millons of dollars) ........................ -90.8 -91.3 -100.1
Employment (thousands) ................ccccvvvnnnn -1.5 -1.4 -1.5
Consumer gain (milions of dollars) .................... 40.3 46.4 5§5.4
Producer loss (millions of dollars) ..................... 8.0 8.1 8.8
Tariff revenue loss (millions of dollars) ................. 29.5 34.9 42.3
Traditional net welfare gain (millions of dollars) .......... 2.8 3.4 4.2
' The 1986 value Is from U.S. Department of Commerce, Office of Business Analysis.
2 U.S. Department of Commerce, Bureau of the Census.
Source: Estimated by the staff of the U.S. International Trade Commission except where indicated. 2-24
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Table 2-25

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 12, Electronic and electrical capacitors

(In millions of dollars)

Item

1986 1987 1988

Worker Income 1088 .............cciiiiiiiiiiiiiiian,
Domestic tax 10882 .. .........ccitiiiiiinnrncnninanans
Terms-of-trade 10883 . . .......cciiiiiiiiinncnnrnenas
Adjusted net welfare gain ........................ ...,

Worker Income 1088! ............cciiiitiirnearoannn
Domestic tax 10882 . ............cc0iiiiinenrnrniranans
Terms-of-trade 10883 . . ............c.coiiiiiernennnnnn
Adjusted net welfaregain .................c00viienns

Elasticity of supply = to 1

5 35
4 5.2
.3 16.7 1§.
5 -22.4 -23.
Elasticity of supply = to 10

.5 3.5 3.8
.4 5.2 6.3
9

0

LN W
WNW®

30.5 31.3
-35.9 -37.2

' The worker income loss calculation assumes a rigid wage Iin the sector under consideration. If the wage Is flexible,
the worker income loss would be Included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. |f
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that iIncreased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

Economic effects.—The traditional economic
effects of eliminating the tariff on methyl alcohol
are presented in table 2-26. This tariff elimina-
tion would have reduced the dollar value of
shipments in this sector by approximately $9 to
$10 million in 1986 and $14 to $15 million in
1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 300 to 400 employees in 1986 and
500 employees in 1988. Losses to these displaced
workers would have been less than $1 million.
The traditional net welfare measure, which ac-
counts for consumer gains, producer losses, and
tariff revenue losses, would have been approxi-
mately less than $1 million in 1986 and $4 to $5
million in 1988. Other adjustments to the tradi-
t210121al economic effects are presented in table
2227,

Eliminating the tariff on methyl alcohol would
have caused significant downstream effects for
three input-output sectors: Adhesives and
Sealants (27.0402), Chemical Preparations, Not
Elsewhere Classified (27.0406;, and Plastic Ma-
terials and Resins (28.0100). The estimated
effects are presented in table 2-44.

Case 14, HTS No. 39011000, Polyethylene
resins having a specific gravity of less than
0.94

Polyethylene resins having a specific gravity of
less than 0.94 consists of low density polyethylene
resin and linear low density polyethylene resin.
These resins are thermoplastic materials that are
produced from ethylene, which is normally ob-
tained from either natural gas liquids or crude
petroleum liquids. Film accounts for about 67

percent of the domestic consumption of low den-
sity and linear low density polyethylene resins.
The main domestic use for this film is packaging
applications, followed by trash bags.

History of tariff reductions.—The Smoot-
Hawley tariff on polyethylene resins was 4 cents
per pound plus 30-percent ad valorem. This rate
stayed in effect until the Fifth Round of GATT
negotiations, when the rate was reduced to 3.8
cents per pound plus 28.5-percent ad valorem in
1956, and then to 3.4 cents per pounds plus
25.5-percent ad valorem in 1958. The tariff on
polyethylene resins was further reduced in the
Dillon Round to 2.75 cents per pound plus
20-percent ad valorem in 1963. The Kennedy
Round reduced the tariff to 1.3 cents per pound
plus 10 percent ad valorem by 1972. The Tokyo
Round reduced the tariff further to the current
rate of 12.5 percent ad valorem.

Economic effects.—The traditional economic
effects of eliminating the tariff on polyethylene
resins are presented in table 2-28. This tariff
elimination would have reduced the dollar value
of shipments in this sector by approximately $91
to $95 million in 1986 and $149 to $155 million
in 1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 800 during 1986-1988. Losses to
these displaced workers would have been ap-
proximately $1 to $2 million. The traditional net
welfare measure, which accounts for consumer
gains, producer losses, and tariff revenue losses,
would have been approximately $4 to $5 million
in 1986 and $9 to $10 million in 1988. Other ad-
justments to the traditional economic effects are
presented in table 2-29. 25
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Table 2-26

Traditional measures of the economic effects of unilaterally eliminating import tariffs,
Case 13, Methy! alcohol

Item 1986 1987 1988
Sector data:
Shipments (millions of dollars) ........................ 150.1 162.0 162.0
Employment (thousands)  ................co00eunnnn 5.4 5.6 5.6
imports, c.i.f. duty pald (millions of dollars) ............ 116.8 105.7 349.0
Economic effects:
Elasticity of supply = to 1
Shipments (millons of dollars) ........................ -9.8 -11.8 -16.1
Employment (thousands) ..............co0viveiinnn -0.4 -0.4 -0.5
Consumer gain (millons of dollars) .................... 14.1 15.2 48.0
Producer loss (millions of dollars) ..................... 4.8 5.8 7.4
Tariff revenue loss (millions of dollars) ................. 8.6 8.6 36.6
Traditional net welfare gain (milions of dollars) .......... 0.7 0.7 4.0
Elasticity of supply = to 10
Shipments (milions of dollars) ........................ -9.0 -10.8 -13.9
Employment (thousands) ...........cccieivnnenennn -0.3 -0.4 -0.5
Consumer gain (miliions of dokars) .................... 10.2 10.5 42.6
Producer loss (millions of dollars) ..................... 0.8 1.0 1.2
Tariff revenue loss (millions of dollars) ................. 8.6 8.6 36.6
Traditional net welfare gain (millions of dollars) .......... 0.8 0.9 4.7
Source: Estimated by the staff of the U.S. International Trade Commission.
Table 2-27
Other adjustments to the economic effects of unilaterally eliminating import tariffs,
Case 13, Methyl alcohol
(In millions of dollars)
item 1986 1987 1988
Elasticity of supply =to 1
Worker income loss' 0.2 0.2 0.3
Domestic tax loss? ..............c.000nn .. . 1.3 1.3 5.5
Terms-of-trade loss?® 4.7 4.7 16.1
Adjusted net welfare gain .......................0.e -5.5 -5.5 -17.9
Elasticity of supply = to 10
Worker Income 1088' ...........c.cciitiiiennrennannnns 0.1 0.2 0.2
Domestic tax 10882 ............coiiiiiiiiiiiriaanaen 1.3 1.3 5.5
Terms-of-trade 10882 . . ........oovvviniirninennnnnnns 5.9 5.9 20.5
Adjusted net welfare gain ....................ci0vuenn -6.6 -6.5 -21.5

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase In all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-28

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 14, Polyethylene resins

item 1986 1987 1988
Sector data:
Shipments (millions of dollars) ........................ 2840.2 3313.8 4678.8
Em%loyment (thousands)  ..........covvvveevnnnnnns 24.0 24.0 24.0
imports, c.l.f. duty paid (milions of dollars) ............ 167.7 205.6 368.2
Economic effects:
Elasticity of supply = to 1
Shipments (millions of dollars) ........................ ~94.8 -112.2 -155.2
Employment (thousands) ................... .. -0.8 -0.8 -0.8
Consumer gain (millions of dollars) ............. . 68.7 82.7 124.2
Producer loss (millions of dollars) .............. .. ~ 47.0 5§5.6 76.9
Tariff revenue loss (millions of dollars) .. 17.7 22.0 38.6
Traditional net welfare gain (millions of dollars) .......... 4.0 5.0 8.7
Elasticity of supply = to 10
Shipments (milions of dollars) ................c.o0vnnn -90.9 -107.5 -148.8
Employment (thousands) ............ccciivviannnn, -0.8 -0.8 -0.
Consumer gain (millions of dolflars) .................... 30.5 37.5 61.9
Producer loss (milllongs of dollars) ..................... 8.1 9.6 13.3
Tariff revenue loss (millions of dollars) ................. 17.7 22.0 38.6
Traditional net welfare gain (millions of dollars) .......... 4.6 5.8 10.0
Source: Estimated by the staff of the U.S. International Trade Commission.
Table 2-29
Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 14, Polyethylene resins
(In millions of dollars)
ltem 1966 ‘1987 1988
Elasticity of supply = to 1
Worker Income 1088! ........c.oiiiiiiiiiii i . 1.3 1.5 2.1
Domestic tax 10882 .............ciiiiiiineninnnanannn 2.7 3.3 5.8
Terms-of-trade 10883 . . .........coviiiiinininrnvnnnes 19.4 24.0 35.1
Adjusted net welfare gain ..................cci0vvunnn -19.3 -23.8 -34.3
Elasticity of supply = to 10
Worker income 1088' ............coiiiiiiiiiiiiiienans 1.2 1.5 2.0
Domestic tax 10882 ..........coiiiiiiiiiiiiiiiiiena 2.7 3.3 5.8
Terms-of-trade 10882 . . ........ovviiiiiiiiinennnnnnss 23.6 29.2 43.
Adjusted net welfare gain ......................00vuue -22.9 -28.2 ~40.9

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.
2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant In size. If

the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.
3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here

tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-

ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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Eliminating the tariff on polyethylene resins
would have caused significant downstream effects
for input-output sector Bags, Except Textile
(24.0702). The estimated effects are presented in
table 2-44.

Case 15, HTS No. 95021020, Non-stuffed
dolls

This category includes only those dolls having
a human likeness and generally made of plastic or
vinyl. Domestic production is concentrated pri-
marily in larger baby dolls and collectible dolls.
Most of the fashion/action-adventure dolls, and
all of the electronic dolls, are supplied by imports.

History of tariff reductions.—Under Smoot-
Hawley, dolls containing laces or embroidery
were dutiable at 90 percent. Dolls made of cellu-
lose with movable parts were dutiable at 1 cent
plus 60-percent ad valorem, whereas cellulose
dolls without moving parts were dutiable at 1 cent
plus 50-percent ad valorem. All other dolls were
dutiable at 70-percent ad valorem. In 1943, the
duty rate for dolls containing embroidery or lace
was reduced to 45 percent, and the rate on other
dolls, except those containing cellulose, was re-
duced to 35 percent. The tariff on all cellulose
dolls was reduced to one-half cent plus 30-per-
cent ad valorem in 1952. The tariff on dolls
containing lace or embroidery was reduced to 38

Table 2-30

percent from 1956 to 1958. With the changeover
to TSUS in 1963, the classifications for dolls con-
taining cellulose and those with lace or
embroidery were dropped, and the tariff for all
dolls was set at 35 percent. As a result of the
Kennedy Round, the tariff on dolls was reduced,
to 17.5 percent by 1972. As a result of the Tokyo
Round, the tariff on dolls was reduced to 12 per-
cent by 1987, where it remains today.

Economic effects.—The traditional economic
effects of eliminating the tariff on nonstuffed dolls
are presented in table 2-30. This tariff elimina-
tion would have reduced the dollar value of
shipments in this sector by approximately $17 to
$44 million in 1986 and $18 to $48 million in
1988. The reduction in shipments would have
caused employment in the industry to fall by ap-
proximately 900 to 2,300 employees in 1986 and
600 to 1,600 employees in 1988. Losses to these
displaced workers would have been less than §1
million. The traditional net welfare measure,
which accounts for consumer gains, producer
losses, and tariff revenue losses, would have been
approximately $1 to $2 million in 1986 and 1988.
Other adjustments to the traditional economic ef-
fects are presented in table 2-31.

Eliminating the tariff on nonstuffed dolls
would have caused significant upstream effects for
input-output sector Wholesale Trade (69.0100).
The estimated effects are presented in table 2-43.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 15, Non-stuffed dolis

item 1986 1987 1988
Sector data:

Shipments (millions of dollars) ........................ 98.0 92.6 102.2
Employment (thousands) .............ccco0iivivnnns 5.0 4.0 3.5
Imports, c.l.f. duty paid (millions of dollars) ............ 313.5 323.4 313.4

Economic effects:

Shipments (millions of dollars) ........................

Employment (thousands

..........................

)
Consumer gain (milions of dollars) ....................
Producer loss (millions of dollars) .....................
Tariff revenue loss (milllons of dollars) .................
Traditional net welfare gain (millions of dollars) ..........

Elasticity of supply = to 1

-16.8 -16.5 -18.1
-0.9 -0.7- -0.6
39.1 41.1 40.6

8.1 7.9 8.6
30.7 32.8 31.5
0.4 0.5 0.4

Elasticity of supply = to 10

Shipments (milllons of dollars) ........................ -44.2 -43.3 -47.5
Employment (thousands) .................ccovuuet. -2.3 -1.9 -1.6
Consumer gain (millions of dollars) .................... 35.8 38.1 37.0
Producer loss (millions of dollars) ..................... 3.2 3.1 3.4
Tariff revenue loss (millions of dollars) ................. 30.7 32.8 31.5
Traditional net welfare gain (millions of dollars) .......... 2.0 2.2 21

2-28

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-31

Other adjustments to the economic effects of unilateraily eliminating import tarifts:

Case 15, Non-stuffed dolis

(In millions of dollars)

item

1986 1987 1988

Worker income 1oss' ..........c.iiiiiiiiiiiiiians
Domestictax 10882 ............ciitiiiiiniiinnianans
Terms-of-trade 10883 .. ........coiiiiiinennnrnennnnns
Adjusted net welfaregain ..................cccvviennn

Worker Income 088" ...........cciiiiiiininncannnnns

Domestictax loss? ....................
Terms-of-trade loss®..................
Adjusted net welfare gain

Elasticity of supply = to 1

0.3 0.2 0.2
4.6 4.9 4.7
2.2 2.3 1.8
-6.6 -7.0 -6.4
Elasticity of supply = to 10

0.7 0.6 0.6
4.6 4.9 4.7
13.8 14.6 12.1
-17.1 -17.9 -156.3

' The worker income loss calculation assumes a rigid wage In the sector under consideration. If the wage Is flexible,
the worker income loss would be inciuded in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

Case 16, HTS No. 871200, Certain
bicycles

Small and medium bicycles have both wheels
not exceeding 65 centimeters (approximately
25.6 inches) in diameter. These bicycles range
from small sidewalk bicycles to lightweights with
smaller wheel diameters. Large bicycles have both
wheels exceeding 65 centimeters (approximately
25.6 inches) in diameter and weigh more that 36
pounds. These bicycles have the sturdy wide tires
and upright handlebars of the old-fashioned, sin-
gle-speed bicycle, but they usually have several
speeds. The conventional-sized lightweights with
26-inch and 27-inch wheel diameters are not in-
cluded in this sector.

The market for this type of bicycle has been
the fastest growing in recent years. These bicycles
are especially popular among middle-aged riders
who prefer the more comfortable ride afforded by
upright handlbars, wide tires, and padded seats.

History of tariff reductions.—The Smoot-
Hawley tariff for bicycles was 30 percent.
However, if any country imposed a tariff in excess
of 30 percent on U.S. bicycles, the U.S. rate fac-
ing that country was increased to match the
foreign rate up to a rate of 50 percent. ’

A trade agreement with the United Kingdom
reduced the duty to not less than 15 percent and
not more than 30 percent. Because of an escape-
clause finding of injury to the domestic bicycle
industry, these rates were increased to not less
than 22.5 percent and not more than 30 percent

in 1955. At the end of the Kennedy Round, the
tariffs ranged from 11 percent to 15 percent.

During the Tokyo Round, the tariffs were re-
duced on only two of the six TSUS items covering
small and medium bicycles, and these items were
obsolete value brackets. Also, the tariff on one
TSUS item covering large bicycles was reduced,
but imports in this category were quite small. Un-
der the HTS system, the rate on both of these

types of bicycles was set at 11 percent. Owing to

import sensitivity, bicycles were excluded from
the GSP.

Economic effects.—The traditional economic
effects of eliminating the tariff on bicycles are
presented in table 2-32. This tariff elimination
would have reduced the dollar value of shipments
in this sector by approximately $30 to $61 million
in 1986 and $31 to $64 million in 1988. The re-
duction in shipments would have caused
employment in the industry to fall by approxi-
mately 400 to 800 employees in 1986-1988.
Losses to these displaced workers would have
been approximately $1 to $2 million. The tradi-
tional net welfare measure, which accounts for
consumer gains, producer losses, and tariff reve-
nue losses, would have been approximately $1 to
$3 million in 1986 and 1988. Other adjustments
to the traditional economic effects are presented
in table 2-33.

Eliminating the tariff on these bicycles would
have caused significant upstream effects for two
input-output sectors: Blast Furnaces and Steel
Mills (37.0101) and Wholesale Trade (69.0100).
The estimated effects are presented in table 2-43.
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Table 2-32

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 16, Certain bicycles ' ’

Item 1986 1987 1988
Sector data: ‘
Shipments (millions of dollars) ........................ 200.0 215.0 205.0
Employment (thousands)  ..............ccvvevvenenn 2.5 2.7 2.5
Imports, c.i.f. duty paid (millions of dollars) ............ 266.8 343.4 282.7
Impact:
Elasticity of supply = to 1
Shipments (milions of dollars) ........................ -29.8 -32.1 -31.1
Employment (thousands)  ............cccivuvunenens -0.4 -0.4 -0.4
Consumer gain (millions of dollars) .................... 39.5 47.9 42.1
Producer loss (miliongs of dollars) ..................... 14.3 15.4 15.0
Tariff revenue loss (millions of dollars) ................. 24.5 31.5 26.4
Traditional net welfare gain (millions of dollars) .......... 0.7 0.9 0.8
Elasticity of supply = to 10
Shipments (millions of dollars) ..............ccovivunnns -60.9 -65.6 -63.5
Employment (thousands) ...............cci0eenvnns -0.8 -0.8 -0.8
Consumer gain (mlllions of dollars) .................... 31.8 40.0 34.1
Producer loss (milions of dollars) ..................... 4.8 5.1 5.0
Tariff revenue loss (mililons of dollars) ................. 24.5 31.5 26.4
Traditional net welfare gain (millions of dollars) .......... 2.5 3.3 2.8
Source: Estimated by the staff of the U.S. International Trade Commission.
Table 2-33
Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 16, Certain bicycles
) (In millions of dollars)
item 1986 1987 1988
Elasticity of subply =to1
Worker Income 1088! ...........cciiieirvienenccnnnen 0.7 0.8 0.8
Domestic tax 10882 . ...........ccoiiiiiieiennnrnenans 3.7 4.7 4.0
Terms-of-trade loss® . .................. Ceetenrenaees 3.9 5.0 3.5
Adjusted net welfare gain ............... ... 0t -7.6 -9.6 -7.4
Elasticity of supply =.to 10
Worker Income 1088 ............ciiiiiiiiiiiieianns 1.5 1.6 1.6
Domestictax loss? ...............coiiiviiiiiinnennn, 3.7 4.7 ) 4.0
Terms-of-trade 10883 . . ...........covvvvnnrnnennnnnn. 18.8 24.0 17.2
Adjusted net welfare gain ..................cccivvnennn -21.4 -27.0 -20.

' The worker income loss calculation assumes a rigid wage In the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss caiculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. |f the replacement tax were a uniform sales tax, this adjustment would be Insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unllateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase. )

Source: Estimated by the staff of the U.S. International Trade Commission.
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Case 17, HTS No. 84821050, Ball
bearings

Ball bearings are used in a wide variety of ma-
chinery, such as automobiles, farm implements,
materials-handling equipment, motors, pumps,
compressors, various home appliances, and air-
craft engines. Ball bearings are better suited for
high-speed applications than roller bearings (the
other class of antifriction bearings) because they
have a smaller area of contact with the moving
surfaces.

History of. tariff reductions.—The Smoot-
Hawley tariff on ball and roller bearings was 45
percent plus 10 cents per pound. With the advent
of the MFN tariffs, the rate on these items was
reduced to 3.4 cents per pound plus 15-percent
ad valorem. As a result of the Kennedy Round,
the rate was reduced to 1.7 cents per pound plus
7.5-percent ad valorem by 1972. In 1974, follow-
ing a Commission investigation under Section
301(b) of the Trade Expansion Act of 1962, the
President increased the tariff on radial ball bear-
ings with an outside diameter of 9mm to 100mm.
Duties ranged from 3.4 cents per pound plus
15-percent ad valorem, to 20-percent ad
valorem. Duties subsequently were reduced in
1976 and again in 1977. In 1978, these rates re-
verted to the 1972 rates. Duties on ball bearings,
other than those having integral shafts, were not
reduced during the Tokyo Round, probably due
to the Commission’s findings. However, in 1980,
the tariff for ball bearings, other than those with
integral shafts, was changed to a “pure” ad

Table 2-34

valorem rate of 11 percent, which is the current
rate.

Economic effects.—The traditional economic
effects of eliminating the tariff on ball bearings
are presented in table 2-34. This tariff elimina-
tion would have reduced the dollar value of
shipments in this sector by approximately $9 to
$14 million in 1986 and 1988. The reduction in
shipments would have caused employment in the
industry to fall by approximately 100 employees
in 1986-1988. Losses to these displaced workers
would have been less than $1 million. The tradi-
tional net welfare measure, which accounts for
consumer gains, producer losses, and tariff reve-
nue losses, would have been less than $1 million
in 1986-1988. Other adjustments to the tradi-
tional economic effects are presented in table
2-35.

Eliminating the tariff on ball bearings would
have caused significant upstream effects on input-
output sector Blast Furnaces and Steel Mills
(37.0101). The estimated effects are presented in
table 2-43.

Case 18, HTS No. 90189020, Optical
instruments

This category includes bronchoscopes, arthro-
scopes, endoscopes, extoscopes, rhinoscopes,
gastroscopes, colonscopes, and other medical op-
tical and endoscopic devices. In general, these
devices consist of a tube and optical system for.
observing the inside of a hollow organ or cavity of
the body, such as a knee joint, the stomach, the
intestine, or the ear.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 17, Ball bearings

Item 1986 1987 1988

‘Sector data:

Shipments (millions of dollars) ........................ 1298.6 1302.3 1367.4
Employment (thousands) ..............coc0vvuennnn 12.3 11.9 1.7
Imports, c.l.f. duty paid (millions of dollars) ............ 330.5 357.6 514.7

. Economic effects:
Elasticity of supply = to 1
Shipments (millons of dollars) ........................ -14.4 -13.6 -14.1
Employment (thousands) .......................... -0.1 -0.1 -0.1
Consumer gain (millions of dollars) .................... 39.3 39.5 53.4
Producer luss (millions of dollarg) ..................... 7.2 6.8 7.0
Tariff revenue loss (milions of dollars) ................. 31.7 32.3 45.9
Traditional net welfare gain (millions of dollars) .......... 0.4 0.3 0.5
Elasticity of supply = to 10

Shipments (milllons of dollars) ........................ -8.6 -8.2 -8.4
Employment (thousands) .......................... -0.1 -0.1 -0.1
Consumer gain (millions of dollars) .................... 32.9 33.4 47 1
Producer loss (millions of dollars) ..................... 0.8 0.7 0.8
Tariff revenue loss (millions of dollars) ................. 31.7 32.3 45.9
Traditional net welfare gain (millions of dollars) .......... 0.4 0.4 0.5

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-35

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 17, Ball bearings

(In millions of dollars)

Item

1986 ' 1987 1988

Worker income 10ss! . ........ i it
Domestic tax 10ss2 . ...ttt
Terms-of-trade 10ss® . .. ..ottt
Adjusted net welfaregain ................... ... ...

Worker InCome 10SS! ... ...ttt i
Domestic tax 108S2 .. ... ... ittt i i e i
Terms-of-trade loss® . .........ciiiiiiiii i,
Adjusted net welfaregain .................. ... 00

Elasticity of supply = to 1

0.6 0.5 0.6
4.8 4.8 6.9
1.9 2.0 2.3
-6.9 -7.0 -9.3

0.3 0.3 0.3
4.8 4.8 6.9
2.1 2.1 2.5
-6.8 -6.9 -9.

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is flexible,
the worker income loss would be included in the producer loss of the traditional analysis. )

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.

History of tariff reductions.—Because of the
critical need for optical instruments in the manu-
facture of military equipment, the tariffs on most
optical goods have been determined by national
security needs. This has resulted in higher than
average tariffs for most optical instruments, in-
cluding those used for medical and veterinary
purposes. The Smoot-Hawley tariffs for the arti-
cles considered here ranged from 45 to 60
percent. The tariff was reduced to 50 percent in
1967, following the GATT negotiations con-
cluded that year. In the Kennedy Round, the
tariff was reduced to 25 percent by 1972. In the
Tokyo Round, the tariff was further reduced to
10 percent by 1987.

Economic effects.—The traditional economic
effects of eliminating the tariff on optical instru-
ments are presented in table 2-36. This tariff
elimination would have reduced the dollar value
of shipments in this sector by approximately $14
million in 1986-1988. The reduction in ship-
ments would have caused employment in the
industry to fall by approximately 400 employees
in 1986 and 300 to 400 employees in 1988.
Losses to these displaced workers would have
been less than $1 million. The traditional net wel-
fare measure, which accounts for consumer gains,
producer losses, and tariff revenue losses, would
have been less than $1 million in 1986 and 1988.
Other adjustments to the traditional economic ef-
fects are presented in table 2-37.

Eliminating the tariff on optical instruments
would have caused significant upstream effects for
input-output sector Miscellaneous Plastics Prod-
ucts (32.0400). The estimated effects are
presented in table 2-43.
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Extraordinary Tariff Measures

This section covers two items protected by re-
straints that are not ordinary MFN tariffs:
canned tuna and western red cedar shakes and
shingles.

Canned tuna

Canned tuna is either packed in oil or in some
other medium such as water or brine. These
products are for human consumption and do not
include tuna-base canned pet food. The most
common species of tuna used in canned tuna are
albacore, skipjack, yellowfin, euthynnus, and
tongol, the latter two being used only in imported
canned tuna (especially from Thailand).

Background of restraints.—A tariff-rate quota
for canned tuna in water22 imported into the
United States was established in Mareh 1956.
Canned tuna qualifies for a duty rate of 6 percent
ad valorem when the following conditions are
met:

1. The product is prepared or preserved in
any manner other than oil;

2. It is packed in airtight containers weigh-
ing with their contents not over 15
pounds (6,804 grams) each;

3. The aggregate quantity of such tuna im-
ported during the calendar year has not
exceeded a quota amount (which equals
20 percent of the U.S. pack of canned
tuna during the immediately preceding

22 Tuna in water enter under the following HS item
numbers: 1604.14.20.20; 1604.14.20.40;
1604.14.30.20; and 1604.14.30.40. )32



Table 2-36

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 18, Optical instruments

Item 1986 1987 1988
Sector data:
Shipments (millions of dollars) ........................ 245.0 260.0 300.0
Employment (thousands) P 7.1 7.1 7.4
Imports, c.l.f. duty paid (millions of dollars) ............ 116.1 116.8 125.8
Economic effects:
Elasticity of supply = to 1
Shipments (millions of dollars) ....................... -14.2 -12.4 -14.2
Employment (thousands) ....... -0.4 -0.3 -0.4
Consumer gain (millions of dollars) .. 20.0 16.9 18.6
Producer loss (millions of dollars) ............ .. 7.0 6.1 7.0
Tariff revenue loss (millions of dollars) ................. 12.5 10.4 11.2
Traditional net welfare gain (millions of dollars) .......... 0.5 0.4 0.4
Elasticity of supply = to 10
Shipments (millions of dollars) ......................0. -13.6 -11.9 -13.7
Employment (thousands) ........ . -0.4 -0. -0.3
Consumer gain (millions of dollars) .... 14.4 11.9 12.9
Producer loss (millions of dollars) ............ 1.2 1.1 1.2
Tariff revenue loss (millions of dollars) 12.5 10.4 11.2
Traditional net welfare gain (millions of dollars) .......... 0.7 0.5 0.5
Source: Estimated by the staff of the U.S. International Trade Commission.
Table 2-37 .
Other adjustments to the economic effects of unilaterally eliminating import tariffs:
Case 18, Optical instruments
(In millions of doliars)
Item 1986 1987 1988
Elasticity of supply = to 1
Worker Income 088! ..............coiiiiiirnrennnnnn 0.6 0.5 0.5
Domestic tax 10882 ..........c..ciiiiiitiniiernenannan 1.9 1.6 1.7
Terms-of-trade 10882 . ............cciiiiiinnnrnennnns 2.5 2.1 1.9
Adjusted net welfare gain .................ccoivvunnn -4.4 -3.8 -3.7
Elasticity of supply = to 10
Worker income 088! ...........c..coiiiiiiiiiiieann. 0.5 0.5 0.5
Domestic tax 10882 ...........cciiiiiiiiiinenninnnens 1.9 1.6 1.7
Terms-of-trade 10883 . . ...........c.vviiivninnnnnnns 3.6 3.0 2.8
Adjusted net welfaregain ..................... ..., -5.3 -4.6 -4,

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.
2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase Iin all éxisting
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be insignificant in size. If

the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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calendar year, as reported by the Na-
tional Marine Fisheries Service of the
U.S. Department of Commerce).

Tuna imports that meet the first two condi-
tions but exceed the tariff-rate quota limit are
charged a higher duty rate of 12.5-percent ad
valorem.

The U.S. Customs Service establishes the
canned tuna quota limit for any year by comput-
ing 20 percent of the U.S. canned tuna
production for the prior year as reported by the
National Marine Fisheries Service (NMFS). U.S.
production data are voluntarily reported by U.S.
tuna canneries to-the NMFS, which does not ver-
ify such data. Two canneries that provide
production data also operate plants in American
Samoa, a U.S. possession falling within the
United States for duty purposes. However, for
quota purposes, the tuna packed by the American
Samoa plants is not included as part of U.S. pro-
duction.

Tuna canned in 0il2® was originally dutiable at
30-percent ad valorem under Smoot- Hawley. In
1934, the rate was increased to 45 percent. The
rate was reduced to 22.5 percent in 1943 pursu-
ant to a trade agreement with Mexico. Upon
termination of that agreement, the rate reverted
to 45 percent in 1951. The rate was reduced to
35 percent in 1955, and this rate is still in effect.

The United States periodically has imposed
embargoes on imports of tuna products. These
embargoes are imposed under the authority of
two acts, the Magnuson Fisheries Conservation
and Management Act of 1976 (MFCMA) and
the Marine Mammal Protection Act (MMPA).
Embargoes under the MFCMA usually are the re-
sult of the seizure of U.S. tuna-fishing vessels by
foreign governments in what the U.S. Govern-
ment regards as international waters. Embargoes

2 Tuna canned in oil enters under HS item number
1604.14.10.00.

Table 2-38
U.S. embargoes on tuna products, 1978 to present

of imports of tuna are imposed under the MMPA
when the foreign tuna fishermen do not take suf-
ficient precautions to avoid Kkilling porpoises.
(Porpoises are commonly harvested incidentally
by tuna fishermen because they tend to swim di-
rectly above schools of tuna.) Table 2-38
presents information on U.S. embargoes of tuna
products from 1978 to the present.

Economic effects

(1) Water-pack.—During the past 4 years, the
quota on tuna canned in water has been
filled in the first S months.24 Since the
quota is always filled, the tariff rate quota
raises the price of imports the same
amount as if the 12.5-percent tariff were
imposed year-round. The only difference
for the welfare calculations between the
year-round tariff of 12.5 percent and the
tariff rate quota that charges 12.5 percent
on over quota imports is that the tariff
rate quota yields less tariff revenue and
provides some rents to importers.

In what follows, the effects on consumers and
producers of removing the tariffs on tuna canned
in water (both the below-quota rate of 6 percent
and the above-quota rate of 12.5 percent) are es-
timated as if the tariff were constant at 12.5
percent. To get the net welfare gain from elimi-
nating the tariff rate quota, the tariff revenue and
rents to importers must be subtracted. The tariff
revenue must be adjusted as described in the
methodology section to account for the social cost
of replacing this tax revenue.

24 The annual quotas for the years of 1985 through 1988
were filled by May 7, 1985, Mar. 28, 1986, Apr. 2,
1987, and Mar. 21, 1988. The 1989 quota was filled
after the first 3 weeks in January. Many shipments of
foreign canned tuna arrived at U.S. ports in December
1988. The importers claimed them at the U.S. customs
offices in the early part of January in order to pay a
lower tariff.

Effective date Date embargo

Country of embargo rescinded Statute

L T Jan. 1, 1978 July 1, 1983 MMPA

CostaRIca...........ccoiiiiiiiniin it Feb. 16, 1979 Aug. 13, 1979 MFCMA
2L T May 1, 1979 Oct. 17, 1979 MFCMA
Canada ....... it i it et e Sept. 12, 1979 Sept. 4, 1980 MFCMA
CostaRICa .......ooiiiiiii ittt it et Feb. 1, 1980 Feb. 26, 1982 MFCMA
=L N Feb. 22, 1980 Apr. 19, 1983 MFCMA
MBXICO ... .ottt i i i i i et i e July 14, 1980 Aug. 13, 1986 MFCMA
Eouador .......cvviiiiiiii ittt i i e Nov. 3, 1980 Apr. 19, 1983 MFCMA
MeXICO ... ittt i i i i et it e Feb. 1, 1981 May 21, 1986 MMPA

Papua New Guinea .............coiiiiiivnenenennnenns M ! MFCMA
Solomonislands ..............c. ittt i Aug. 23, 1984 Apr. 17, 1985 MFCMA

' A U.S. tuna vessel was seized by Papua New Guinea on Feb. 10, 1982, but an embargo was not imposed owing
to ongoing negotlations for a fishing license agreement between the American Tunaboat Assoclation and the Govern-
ment of Papua New Guinea, which was concluded on Apr. 8, 1982

Source: U.S. Department of State.
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The traditional effects of eliminating the tariff
on canned tuna are summarized in table 2-39.
Eliminating this tariff would have reduced the
value of shipments for this industry by approxi-
mately $53 million to $67 million in 1986 and
$64 to $80 million in 1988. Domestic employ-
ment is estimated to decline by approximately
700 to 900 employees in 1986 and 700 to 800
employees in 1988. Losses to these displaced
workers would have been approximately $1 mil-
lion. The traditional net welfare measure, which
accounts for consumer gains, producer losses,
- and tariff revenue losses, would have been ap-
proximately $2.5 million to $4.9 million in 1986
and $4.6 million to $5.2 million in 1988. Other
adjustments to the traditional economic effects
are presented in table 2-40.

Eliminating the tariff on canned tuna would
have caused significant upstream effects for two
input-output  sectors: Commercial Fishing
(3.0002) and Metal Cans (39.0100). The esti-
mated upstream effects are presented in table
2-43. ‘

(2) Oil-pack.—The 35-percent tariff for tuna
canned in oil is collected year-round and
virtually eliminates imports of oil-pack
tuna. Oil-pack and water-pack tuna are
highly substitutable in production. Both
types can be canned on the same produc-
tion lines with negligible changeover

Table 2-39

costs. If oil-pack tuna were subject to the
same tariff treatment as water-pack, the
welfare effects would be minimal. Total
imports of canned tuna would remain
about the same, as would U.S. produc-
tion. Only the mix between oil- and
water-pack tuna would change.

Western red cedar shakes and shingles
(HTS 4418.50.00.00)

Between 85 percent and 95 percent of the
shakes and shingles produced in the United
States is manufactured from western red cedar.
The remainder is produced mainly from northern
white cedar and redwood, with other species be-
ing used less frequently. Shakes and shingles are
thin, rectangular pieces of wood that have been
split (shakes) or sawed (shingles) from a block or
bolt25 of wood. Shakes and shingles are used in
similar applications—primarily as a covering for
the roof or side of a building.

Background of restraints.—Prior to 1986, all
types of wood shakes and shingles entered duty-
free. The tariff for western red cedar shakes and
shingles imported into the United States was es-
tablished by the President in 1986. The tariff was
to be reduced in staged reduction of tariffs from
35 percent, to 20 percent in December 1988, to 8

28 A bolt is a short, cylindrical section of a log.

Traditional measures of the economic effects of unilaterally eliminating import tariffs:

Case 19, Canned tuna

Item 1986 1987 1988
Sector data: :
Shipments! . ........ciiiiiii ittt i i 881.5 1018.7 1174.8
Employment (thousands)! .............cociiiiinnenns 12.1 11.5 12.1
Imports, c.l.f.dutypald ............... ..o it 251.2 226.3 244.3
Economic effects:
Elasticity of supply = to 1
Shipments (millions of dollars) ........................ -52.7 -55.4 -63.9
Employment (thousands) ...............c.covvvennn. -0.7 -0.6 -0.7
Consumer gain (milions of dollars) .................... 78.9 78.6 88.8
Producer loss (milions of dollars) ..................... 51.1 53.9 62.2
Tariff revenue loss (millions of dollars) ................. 22.9 20.9 21.4
Traditional net welfare gain (millions of dollars) .......... 4.9 3.8 5.2
Elasticity of supply = to 10
Shipments (millons of dollars) ........................ -66.5 -69.7 -80.4
Employment (thousands) ...............ccvivivnnnn. -0.9 -0.8 -0.8
Consumer gain (millions of dollars) .................... 31.8 30.8 33.7
Producer loss (millions of dollars) ..................... 6.4 6.5 7.7
Tariff revenue loss (millions of dollars) ................. 22.9 20.9 21.4
Traditional net welfare gain (millions of dollars) 2.5 3.4 4.6
' U.S. Department of Commerce, Fisheries of the United States, various Issues.
Source: Estimated by the staff of the U.S. International Trade Commission except where Indicated. 2-35
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Table 2-40

Other adjustments to the economic effects of unilaterally eliminating import tariffs:

Case 19, Canned tuna

(In millions of dollars)

item

Worker income 1088! . ..........ciiiiiiiiiiiiiiiiians
Domestic tax 10882 ... ......cvviiiiiii it iieninneean
Terms-of-trade 10Ss® .........civviiti v rncnnns
Adjusted net welfare gain ................. .o,

Worker Income 1088 . ....... .. it it
Domestic tax 10882 . ... ..... ... . it it
Terms-of-trade 1088 . ........ ...ttt einnnns
Adjusted net welfaregain ..................ccivviinen

1986 1987 1988

Elasticity of supply = to 1

1.1 1.0 1.3
3.4 3.1 3.2
8.2 7.3 6.5
-7.8 -7.6 -5.8
Elasticity of supply = to 10

1.3 1.4 1.6
3.4 3.1 3.2
9.1 6.9 6.2
-11.3 -8.0 -6.4

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment is relevant only for a unilateral tariff elimination. The estimate presented here
tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. exports to increase.

Source: Estimated by the staff of the U.S. Iinternational Trade Commission.

percent in December 1990 and then to zero in
June 1991. However, in December 1988, the
President amended the staged reductions to 10
percent in December 1989, to S percent in De-
cember 1990, and to zero in June 1991.

Economic effects.—The assumptions concern-
ing domestic and import supply elasticities for
shakes and shingles differ from those used for
other sectors. Unlike for the other cases, both do-
mestic and import supplies are believed to be
moderately inelastic, with import supply being
somewhat more elastic than domestic supply.
Based on this information, a range of 0.4 to 0.8
was used for the domestic supply elasticity, with
the import supply elasticity being 0.5 and 0.9, re-
spectively.26

The traditional effects of removing the 35-per-
cent tariff, which has been imposed since 1987,
are summarized in table 2-41. Eliminating the
tariff on shakes and shingles would have reduced
the value of shipments in this sector by approxi-
mately $2.7 million to $11.8 million in 1987 and
$3.1 million to $12.3 million in 1988. The

# The major input for domestic and Canadian shake and
shingle producers is cedar logs. Red cedar logs are
harvested along with other species of timber but generally
account for a small portion of the total harvest. Thus,
the suppl{ of cedar logs in not very responsive to changes
in cedar log prices, and the supply of shakes and shin-
ﬂes is also most likely to be relatively inelastic.

owever, because western red cedar is more abundant in
Canada and can still be found in purer stands than those
that exist in the United States, import susply is most
likely to be somewhat more elastic than domestic supply.
See U.S. International Trade Commission, Western Red
fgcsdsar Shakes and Shingles, Publication 2131, October
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reduction in shipments would have caused em-
ployment in the industry to fall by approximately
42 to 177 employees in 1987 and 33 to 129 em-
ployees in 1988. Other adjustments to the
traditional economic effects are presented in table
2-42.

The traditional net welfare measure, which
accounts for consumer gains, producer losses,
and tariff revenue losses, would have been ap-
proximately -$22.0 million to -$30.8 million in
1987 and -$22.6 million and -$31.3 million in
1988. These negative values are due to the inelas-
tic import supply. These losses would be
exacerbated by the worker income loss, replace-
ment tax loss, and terms-of-trade loss.

Eliminating the tariff on shakes and shingles
would have caused significant upstream effects for
the input-output sector Logging Camps and Log-
ging Equipment (20.0100). For the year 1987
and supply elasticities 0.4 and 0.8, shipments of
this sector would have fallen by $0.9 million and
$1.0 million, respectfully. For the year 1988 and
the supply elasticities 0.4 and 0.8, shipments
would have fallen by $4.0 million and $4.1 mil-
lion, respectively. '

A new tariff rate of 20 percent is in effect for
the period of December 7, 1988, through Decem-
ber 6, 1990. The effects of eliminating this tariff
should be smaller than those caused by removing
the 35-percent duty, and the effects of removing
5- or 10-percent tariff should be smaller then
those caused by removing a 20-percent tariff. The
10-percent and S-percent ad valorem tariffs on
western red cedar shakes and shingles are sched-
uled to come into effect on December 7, 1989,
and December 7, 1990, respectively.
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Table 2-41

Traditional measures of the economic effects of unilaterally eliminating import tariffs:
Case 20, Western red cedar shakes and shingles

Item 1987 1988
Sector data:

Shipments (millions of dollars) ............coiiiiiiiiiiii ittt 119.9 165.0
Employment (number) .................................................... 1906 1732
Imports, c.i.f. duty paid (millions of dollars) ................ ..ot 161.2 167.8

Economic effects:

Shipments (millions of dollars) ..............ciiiiiiiiiiiiiiiiiriennenneennnas -2.7 -3.1
Employment (NUMDbDer) ... .......ciiiiiiiiiiii ittt ittt aanaaenenas -42 -33
Consumer gain (millions of dollars) ...............coiiiiiiiiiiiiiiiiineennnn, 17.1 17.3
Producer loss (millions of dollars) ...............ciiiiiiiiiiiniininnenneennes 7.5 7.9
Tariff revenue loss (millions of dollars) ..............ccoiiiiiiiiiiniiinenan, 40.4 40.7
Traditional net welfare gain (milllons of dollars) ............. ... ..ot -30.8 -31.3
Elasticity of supply = to 0.8
Shipments (millions of dollars) .............ciiiiiiiiiiii it enennnans -11.8 -12.3
Employment (NUMDer) . .........oitiiiiiiiiiiiiiiiriiiierienrersanasaonsnsns -117 -129
Consumer gain (millions of dollars) ..............coiiiiiiiiiiiiiiennenennnns 32.7 33.2
Producer loss (millions of dollars) ............. .ottt innernennnnnas 14.3 15.1
Tariff revenue loss (millions of dollars) ............ ..ottt innrnnenns 40.4 40.7
Traditional net welfare gain (millions of dollars) ................. o iiviiivinn -22.0 -22.6

Source: Estimated by the staff of the U.S. International Trade Commission.

Table 2-42

Other adjustments to the economic effects of uniiaterally eiiminating import tariffs:
Case 20, Western red cedar shakes and shingles

(In millions of dollars)
Item 1987 1988

Elasticity of supply = to 0.4

Worker INCoOMe 1088 .. ... ... ...ttt it tnnraneeenanseannesnnans 0.1 0.1
Domestic tax 10882 . .............iiiiiii it i i i i it i 6.1 6.1
Terms-of-trade 10883 .. .........coiiiiiiitiiireinonenaeesasosncensonnasonas 2.8 2.3
Adjusted net welfare gain ...............c.cuitiiiiiininreneneeneranensanrans -39.8 -39.8
Elasticity of supply = to 0.8
Worker INCOMe 1088 .. ... ... ...ttt ittt iitieneannetnnesaennnsanaas 0.4 0.4
Domestic tax 10882 . ... ... ... ittt ittt ittt 6.1 6.1
Terms-of-trade 10882 .. ..........coiitiiiiiiiieitieeenrneenensenocncnnsenenns 5.6 4.7
Adjusted net welfare gain ...............cciiuiiiiiiiiiitrinerrntitteanananas -34.1 -33.8

' The worker income loss calculation assumes a rigid wage in the sector under consideration. If the wage Is fiexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax loss calculation assumes that tariff revenue is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be Insignificant in size. If
the federal income tax were used to replace the tariff revenue, the adjustment could be 3 times as great.

3 The terms-of-trade adjustment Is relevant only for a unllateral tariff elimination. The estimate presented here

tends to overstate the true terms-of-trade loss, because it does not account for the fact that increased U.S. im-
ports might cause foreign demand for U.S. oxports to increase.

Source: Estimated by the staff of the U.S. International Trade Commission.
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Table 2-43
Reduction in output for important upstream industries when tariff restraints are removed, 1986-88

Change in output, in millions of dollars

83:?r:eam supplier? Year Elasticity of one? Elasticity of ten®
1 Rubber footwear:
Broadwoven fabricmills .............. 1986 -21.7 -29.8
and fabric-finishing 1987 -23.1 -31.8
plants 1988 -23.5 -32.3
(16.0100)
Syntheticrubber .................... 1986 -8.4 -11.6
(28.0200) 1987 -9.0 -12.3
1988 -9.1 -12.5
2 Women's footwear:
Leather tanningand ................. 1986 -64.8 -89.0
finishing 1987 -67.8 -93.2
(33.0001) 1988 -71.2 -97.9
Bootandshoecut .................. 1986 -15.5 -21.3
stock and findings 1987 -16.2 -22.3
(34.0100) 1988 -17.1 -23.5

3 Ceramic tile:

Industrial inorganic .................. 1986 -1.5 -1.6
and organic chemicals 1987 -1.6 -1.7
(27.0100) 1988 -1.8 -1.9
Clay, ceramic, and ................. 1986 -1.2 -1.83
refractory minerals 1987 -1.3 -1.4
mlnln% 1988 -1.5 -1.6
(9.0003)
4 Luggage:
Coated fabrics, not ................. 1986 -10.0 -12.8
rubberized 1987 -11.1 -14.2
(17.0600) 1988 -11.9 -15.3
Hardware, NEC .................... 1986 -5.8 -7.5
(42.0300) 1987 -6.5 -8.3
1988 -7.0 - 8.9
5 Leather gloves:
Leather tanningand ................. 1986 -14.5 -19.7
finishing 1987 -14.4 -19.6
(33.0001) 1988 -14.5 -19.7
8 Handbags, purses:
Broadwoven fabricmiils .............. 1986 -4.7 -8.4
and fabric-finishing 1987 -5.0 -9.1
plants 1988 -55 -9.9
(16.0100)
Coated fabrics, not ................. 1986 -4.3 -7.6
rubberized 1987 -4.6 -8.2
(17.0600) 1988 -5.0 ~-9.0
Plastics materials ................... 1986 -3.4 -741
and resins 1987 -4.3 -7.7
(28.0100) 1988 -4.7 -84
Leather tanningand ................. 1986 -10.0 -17.9
flnlshlng 1987 -10.8 -19.3
(33.0001) 1988 -11.8 -21.1
9 Costume jewelry:
Primary nonferrous ... ............... 1986 -3.7 - 3.1
metals, NEC 1987 -3.5 -3.0
(38.0500) 1988 - 3.7 -3.1
Jewelers’ materials ................. 1986 -5.1 -4.3
and lapidary work 1987 -4.8 -4.1
(64.0102) 1988 -5.1 -4.3
See footnotes at end of table. ’
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Table 2-43—Continued

Reduction In output for important upstream industries when tariff restraints are removed, 1986-88

ﬁase:
pstream supplier?

Change In output, In millions of dollars

Year Elasticity of one 2 Elasticity of ten?
8 Costume jewelry:—Continued
Wholesale trade .............. 1986 -4.6 -39
(69.0100) 1987 -4.4 -3.7
1988 - 4.'7 -39
12 Elec. capacitors:
Miscellaneous plastics ......... 1986 -59 -59
products 1987 -5.9 -5.9
(32.0400) 1988 -6.5 - 6.5
Wholesale trade .............. 1986 -5.1 -5.1
(69.0100) 1987 -5.1 -51
1988 -5.6 -5.6
15 Non stuffed dolis: ’
Wholesale trade .............. 1986 -141 -2.8
(69.0100) 1987 -1.1 -2.8
1988 -1.2 - 3.0
16 Certain bicycles: )
Blast furnaces and ............ 1986 -2.0 -4.1
steel mills 1987 -2.2 -4.5
(37.0101) 1988 -2.1 -4.3
Wholesale trade .............. 1986 -3.0 -6.1
(69.0100) 1987 -3.2 - 6.6
1988 -3.1 -6.4
17 Ball bearings:
Blast fummaces and ............ 1986 -2.4 -1.4
steel milis 1987 -2.3 -1.4
(37.0101) 1988 -2.4 -1.4
Wholesale trade .............. 1986 -0.8 -0.5
(69.0100) 1987 -0.7 -0.4
1988 -0.7 -0.4
18 Optical instruments:
Miscellaneous plastics ......... 1986 -0.8 -0.7
products 1987 -0.7 -0.7
(32.0400) 1988 -0.8 -0.8
19 Canned tuna:
Commercial fishing ............ 1986 -20.3 -25.6
(3.0002) 1987 -21.3 -26.8
1988 -24.6 -30.9
Metalcans ................... . 1986 - 3.0 -39
(39.0100) 1987 -3.2 -4.1
1988 -3.7 - 4.7

' Numbers in parentheses are input-output sectors.

2 Elasticity of supply for the domestic import-competing industry is one.
3 Elasticity of supply for the domestic import-competing industry is ten.

Source: Estimated by the staff of the U.S. International Trade Commission.

2-39

2-39



Table 2-44

Proportional changes in costs and output for important downstream industries when tariff restraints are
removed, 1986-88

Case Domestic supply Elasticity of one  Domestic supply Elasticity of ten
Downstream user?! Year Cost? Output® Cost? Output?
10 Glass:
Electrontubes ........... 1986 -.0076 .00921 -.0037 .00450
(57.0100) 1987 -.0076 .00921 -.0039 .00475
1988 -.0077 .00926 -.0040 .00484
11 Cyeclic crudes:
Greenhouse and .......... 1986 -.0099 .00918 -.0037 .00340
nursery products 1987 -.0116 .01069 -.0041 .00386
(02.0702) 1988 -.0123 .01137 -.0045 .00419
Adhesives and ............ 1986 -.0106 .01033 -.0039 .00383
sealants 1987 -.0124 .01202 -.0044 .00434
(27.0402) 1988 -.0131 .01280 -.0048 .00471
Printingink ............... 1986 -.0187 .01819 -.0069 .00674
(27.0404) 1987 -.0218 .02118 . -.0078 .00765
1988 -.0232 .02254 -.0085 .00830
Plastics materials ......... 1986 -.0244 .02543 -.0090 .00943
and resins 1987 -.0284 .02960 -.0102 .01069
(28.0100) 1988 -.0302 .03150 -.0111 .01160
Sgnthetlc rubber .......... 1986 -.0316 .03295 -.0117 .01222
(28.0200) 1987 -.0368 .03836 -.0133 .01386
1988 -.0392 .04082 -.0144 .01503
Organic fibers, ........... 1986 -.0203 .02111 -.0075 .00782
noncellulosic 1987 -.0236 .02457 -.0085 .00887
(28.0400) 1988 -.0251 .02615 -.0092 .00963
Soap and other ........... 1986 -.0142 .01377 -.0052 .00510
detergents 1987 -.0165 .01603 -.0059 .00579
(29.0201) 1988 -.0175 .01706 -.0064 .00628
Surface active ............ 1986 -.0091 - .00890 -.0034 .00330
ingredients 1987 -.0106 .01036 -.0038 .00374
(29.0203) 1988 -.0113 .01102 -.0041 .00406
12 Elec. capacitors:
Radioand TV ............ 1986 -.0041 .00402 -.0021 .00205
recelvlng sets 1987 -.0042 .00416 -.0023 .00226
(56.0100) 1988 -.0044 .00436 . -.0025 .00244
Radioand TV ............ 1986 -.0045 .00449 -.0023 .00229
communication 1987 -.0047 .00464 -.0026 .00253
equipment 1988 -.0049 .00487 -.0028 .00273
(56.0400)
13 Methyl alcohol:
Adhesives and ............ 1986 -.0081 .00786 -.0056 .00543
sealants 1987 -.0086 .00834 -.0057 .00553
(27.0402) 1988 -.0138 .01339 -.0118 .01145
Chemical preparations, .... 1986 -.0088 .00854 -.0060 .00582
nec 1987 -.0093 .00902 -.0062 .00601
(27.0406) 1988 -.0149 .01445 -.0127 .01232
Plastic materials .......... 1986 -.0186 .01934 -.0129 .01342
and resins 1987 -.0198 .02059 -.0131 ;01362
(28.0100) 1988 -.0316 .03286 -.0271 .02818
14 Polyethylene resins:
Bags, except textile ....... 1986 -.0032 .00319 -.0012 .00127
(24.0702) 1987 -.0032 .00324 -.0013 .00132
1988 -.0034 .00340 -.0015 .00151

' Numbers in parentheses are Input-output sectors.
2 This column presents the proportional decreases in costs.
3 This column presents the proportional increases in output.
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Chapter 3
Restraints Other Than Tariffs

This chapter considers significant quantitative -

import restraints on manufactured imports, ex-
cept for the restraints on textiles and apparel.
These restraints were deemed to be significant if
imports of affected products exceeded $100 mil-
lion in 1987. Included are voluntary restraints on
steel, autos and machine tools, and quotas on
specialty steel. Senate Finance Committee staff
advised that restraints resulting from section 301
actions and from actions taken under similar pro-
visions were also to be excluded. The analysis of
the effects of quantitative restraints is given be-
low.

The Effects of Quotas

Quotas reduce the quantity of imports and
raise their price. Their effects on sales, profits,
and employment of the protected domestic indus-
try, and on upstream suppliers and downstream
customers of these industries, are therefore simi-
lar to those of tariffs. A major distinction
between tariffs and quotas is that tariffs generate
tax revenue, whereas quotas create extra profits
for those traders (importers or exporters) who
control the rights to clear the restrained imports
through customs. The type of quota determines
who controls these rights (and hence gets the ex-
tra profits).

The different types of quotas are listed below:
Import Quota

Global with import licenses

Global with first-come-first-served

Country-specific with unrestrained
suppliers

Export Quota
~ Country-specific with export licenses

Country-specific  with first-come-first-
served.

An import quota is administered by the im-
porting country, which sets the total volume of
imports to be admitted from the restrained
sources. A global quota limits the total volume of
a product to be imported from all countries com-
bined. A country-specific quota only limits
imports from specified countries (generally major
supplying countries); imports from other coun-
tries are permitted without limit.

Global import quotas are typically admini-
stered under two alternative regimes. Under one
regime, the importing country issues import li-
censes that identify the importer and the volume
of imports covered by the license—only imports
accompanied by a valid license are cleared
through customs. The licensing authority issues

licenses with an accumulated volume of imports
equal to the prespecified global quota limit. Un-
der the other regime, the importing country
permits imports on a first-come-first-served basis
until the total volume of imports reaches the
prespecified limit.!

The main difference between the two regimes
is the distribution of extra profits associated with
the quota. Under the licensing system, the im-
porter is assigned monopoly power over imports.
In contrast, under the first-come-first-served sys-
tem importers have an incentive to race goods to
the border for clearance through Customs. Those
importers who succeed get the monopoly power;
however, their costs of importation typically are
higher owing to costs incurred in the race to the
border. Thus, the monopoly profits in this latter
case are partially eaten up by higher trading costs
and some are shared with those exporters able to
meet the race-the-goods-to-the-border require-
ments; the residual is kept by the importer.

The same import-limiting objective of a U.S.
country-specific import quota can be achieved if
the target country limits its exports to the United
States. Such export quotas can be administered
by the foreign government using export licenses
or on a first-come-first-served basis.

One difference between import and export
quotas is that monopoly profits associated with an
export quota accrue to foreign exporters rather
than to U.S. importers. In the case of first-come-
first-served export quotas, the monopoly profits
are partially eaten up by increased costs associ-
ated with racing goods to the border and partially
shared with U.S. importers.

A second difference between import and ex-
port quotas is that export quotas are always
country-specific, which often leaves unrestrained
sources of imports. This distinction is important.
Under global import quotas, the only alternative
to the restricted imports is domestic output, but
when imports are limited by country-specific quo-
tas, domestic purchasers can often buy from
unrestrained foreign suppliers. In general, do-
mestic producers benefit less and domestic
consumers suffer less from country-specific quo-
tas than global quotas.

A critical factor in determining the effects of
quotas is the degree of substitutability between the
restricted imports and the competing domestic
good. The greater the substitutability, the greater
the increase in demand for the domestic compet-
ing good that results from the quota, and thus the
greater the benefit to the domestic producers
from the quota. In a sense, the “efficiency” of

' If, under the licensing system, some of the licenses are
allocated to producers of import-competing goods, some
of the licenses may go unused. However, this tendency is
reduced to the extent that the Government issues import
licenses on the basis of the volume of imports actually
cleared through customs in previous years. -1



the quota is greater the greater is the substitutabil-
ity between the controlled imports and the
competing domestic supply. For example, if im-
ports and competing domestic output were poor
substitutes for each other, an import quota would
yield little benefit to the domestic producers in
exchange for the costs it would impose on domes-
tic consumers.

Methodologies for Estimating the
Effects of a Quota2

The restrictiveness of a quota depends on the
degree to which it reduces the quantity imported.
Scholars typically quantify the effects of quotas or
similar trade restraints using one of two tech-
niques.3 The first is to examine the effect on the
price of the product, generally measured as an ad
valorem “price effect.” The second is to concen-
trate on the “quantity effect,” or the extent to
which the restraint reduces the import volume.
These two techniques are discussed in turn below.

Estimating the price effect

The price effect of a trade restraint is the dif-
ference between the actual market price in the
presence of the restraint and the price that would
prevail if the restraint did not exist. This differ-
ence is generally measured as a percentage of the
free-trade price. Unfortunately, only actual mar-
ket prices can be observed, i.e., the price of the
domestic good or the price of the imported good
cleared through customs. The problem is in esti-
mating the price that would have occurred in the
absence of the restraint.

If the imported and domestic competing
goods are perfect substitutes, markets are com-
petitive, and the supply of imports is horizontal,*
the hypothetical price would equal the world price
of the good including transportation costs and tar-
iff, i.e., the c.i.f. duty-paid price of imports.

Unfortunately, there are serious data prob-
lems with using price comparisons as a technique
to estimate the hypothetical price. First, data on
import prices are seldom available for unique
products; instead, they are averages for categories
that include several products. To compound the

2 Methodologies for estimating the effects of tariffs on
the U.S. economy are presented in ch. 2 and app. C.
These same methodologies can be used for quotas once
the quota has been converted to its tariff equivalent. The
remainder of this appendix will be devoted to methods of
estimating the price effect of a quota, from which one
can calculate the tariff equivalent of a quota.

3 Two good surveys of methods for estimating the effects
of quotas are Alan V. Deardorff and Robert M. Stern,
Methods of Measurement of Non-tariff Barriers, docu-
ment UNCTAD/ST/MD/28 (Geneva: U.N. Conference
on Trade and Development, 1985), and Robert E.
Baldwin, “Measuring Non-tariff Trade Policies,” Univer-
sity of Wisconsin-Madison, unpublished paper, 1988.

4 The problems of estimating the effects of quotas are
compounded enormously if markets are noncompetitive.
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problem, the definition of product categories dif-
fers by classification system. U.S. price data are
reported by Standard Industrial Classification
(SIC) product categories, imports by Tariff
Schedules of the USA (TSUSA), and exports by
schedule B. Moreover, import and export data
report values and quantities, not prices, so these
data can be used only to calculate unit values,
which are often poor proxies for actual product
prices.

It is improper to use price comparison to
gauge the effect of a quota on the price of com-
peting domestic output if the import and domestic
good are not perfect substitutes or if the import
supply is not perfectly elastic. These conditions
are virtually never met. In particular, the im-
ported good and the domestic good are virtually
always imperfect substitutes. Product differentia-
tion arises from a number of attributes, such as
differences in quality and differences in product
mixes for commodity categories. Even if imports
and the domestic good are physically identical,
their prices can differ owing to different condi-
tions of sale (e.g., credit terms, minimum volume
orders, lead times, after-sales services and buy-
back arrangements).

A final problem with any type of price com-
parison technique is that the resulting measure
includes the price effects of all border measures
combined. Without substantial additional infor-
mation, it is quite difficult to estimate the price
effects of individual nontariff measures when
more than one such measure affect a given prod-
uct.

One case in which the price effects of a quota
can be directly estimated is when the quota rights
are sold in an active market, such as Hong Kong’s
export quotas for apparel. Similarly, if quota
rights (import or export) were sold through an
auction in the restraining country rather than is-
sued free of charge, the auction prices would
provide information on the price effect of the
quota. Unfortunately, few cases exist in which
either of these techniques can be used.

An alternative to the price comparison tech-
nique is to use price elasticities of demand and
supply to estimate the price effect of the quota.
This approach involves first estimating the quan-
tity effect.

Estimating the quantity effect

The quantity effect is measured as the differ-
ence between actual imports (i.e., with the quota
in force) and hypothetical imports (i.e., in the ab-
sence of the quota). There is no indirect method
of observing the hypothetical volume of imports
as there is for the hypothetical price (e.g., using
the world price as a proxy for the hypothetical
price). Instead, the hypothetical volume of im-
ports (and the quantity effect) must be estimated.
The methods for estimating the hypothetical vgl-
ume of imports fall into two categories:



extrapolation methods and econometric models.
These will be discussed in turn.

Methods.—Probably the most popular method
is to extrapolate postquota trade patterns from
the prequota time period. For example, hypo-
thetical imports might be estimated by assuming
that their growth rate would have been constant
absent the quota. An alternative is to assume that
the import market share would have remained
constant absent the quota. In this case, the pre-
quota market share of imports would be
multiplied by the postquota level of consumption
(or production) to estimate the hypothetical
postquota volume of imports. There is an implicit
bias in this method depending upon the variable
selected as the base for the market share. In par-
ticular, an effective quota would limit imports.
This would result in an increase in the domestic
price of the product, thereby stimulating produc-
tion and dampening consumption. As a
consequence, the hypothetical volume of imports
would be biased upward if estimated using domes-
tic production as the base and biased downward if
estimated using domestic consumption. It is
sometimes possible to use other normalizers for
the market share approach. For example, in the
case of country-specific import or export quotas,
one could use the share of imports from unre-
strained suppliers, noting that this procedure
yields an overestimate of the hypothetical volume
of imports, because the quota will tend to shift
demand toward the unrestrained suppliers and
thereby increase their market share.

Finally, care must be taken to distinguish be-
tween the effects of the quota on imports from
restrained suppliers and the effects of the quota
on overall imports of the restrained product. If
the quota were an effective global quota with no
unrestrained suppliers, these two effects would be
the same. However, in the case of a country-spe-
cific quotas with some unrestrained suppliers,
these two effects can differ substantially.

Elasticity models.—It is sometimes feasible
to estimate the hypothetical volume of trade using
an economic model with price elasticities. There
are two main requirements for this approach.
First, one must have a very good understanding
of the economic structure of the industry being
modeled. Secondly, data needed to estimate the
parameters of the model must be available. Im-
portantly, the data must include periods during
which trade is relatively free.

The costs of quotas compared to tariffs

Quotas tend to be much costlier than tariffs
for affording import protection to U.S. producers.
This is true for several reasons. First, the quota
rents often go to foreign suppliers, or are wasted
in increased trading costs. Second, even if all
quota rents are garnered by U.S. importers, their
value to the U.S. economy as a whole is smaller

than that of the tax revenue that would come
from an equivalent tariff. This is true because a
dollar of tax revenue is worth more than one dol-
lar of ordinary income. Finally, quotas
sometimes create monopoly power for domestic
producers, which leads to greater costs to con-
sumers. On the other hand, quotas can have
important advantages over tariffs. For instance, if
import prices tend to vary substantially relative to
domestic costs and the domestic demand curve is
fairly stable, a quota will generate a more stable
pattern of protection over time than will a tariff.
Also, when quota rents are given to foreign sup-
pliers (such as occurs under voluntary restraint
agreements), quotas may be less likely than tariffs
to incite foreign retaliation.

The effect of domestic taxes

The traditional analysis of the welfare cost of
a quota needs to be adjusted to account for the
effects of domestic taxes. This adjustment is dif-
ferent for a quota than for the equivalent tariff
because a quota yields no tax revenue. Referring
to figures D~1 and D-2 in appendix D, if the tar-
iff equivalent of the quota were t, then the quota
rents would be given by the area rectangle D plus
rectangle H and the net reduction in revenue
from domestic taxes would be rectangle E.

As in the previous chapter, an income com-
pensated labor supply elasticity of .3 is used for
the economy as a whole. Thus the ratio of the
loss in domestic taxes to the quota rents (the ratio
of rectangle E to the sum of rectangles D and H)
is given as .3/(1 - ts -t). The tax rate t is quite
small and usually can be ignored in calculating
this ratio. (It is approximately equal to the quota
rent divided by total consumption expenditures.)
The marginal rate of domestic taxes on wage in-
come (ts) is difficult to determine, but recent
studies have placed it at about 43 percent.5 Thus,
the effect of domestic taxes is to increase the wel-
fare cost of a quota by an amount equal to about
53 percent of the quota rents. That is, the tradi-
tional welfare cost of the quota must be increased
by 53 percent of the quota rents to account for
the effects of domestic taxes.

If part of the quota rent is taxed away by a
tariff, the rent should be measured gross of the
tariff revenue for purposes of calculating the do-
mestic tax adjustment, but an adjustment is
necessary to account for the effects of the tariff.
Namely, the tariff revenue valued at its replace-
ment cost should be subtracted from the welfare

¢ See the studies by M.J. McKee, J.J.C. Visser, and
P.G. Saunders, “Marginal Tax Rates on the Use of
Labor and Capital in OECD Countries,” in OECD
Economic Studies, No. 7, 1986, pp. 45-101; C.L.
Stuart, “Welfare Cost per Dollar of Additional Tax
Revenue in the United States,” American Economic
Review, 1987, pp. 352-362; and E.K. Browning, “On
the Marginal elfare Cost of Taxation,” American
Economic Review, 1987, pp. 11-23. 33
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cost of the quota. In the presence of a binding
quota, a tariff is an optimum tax, because it im-
poses no efficiency cost. Thus, the welfare effect
of eliminating such a tariff is equal to the loss in

revenue, where this revenue loss is valued at the -

full cost of raising revenue by increasing the alter-
native tax. Using the assumptions of the previous
chapter (the compensated labor supply elasticity
is .3, government spending compensates taxpay-
ers for their taxes, and the alternative tax is a
proportional increase in all domestic tax rates),
an additional dollar of tax revenue would cost th

taxpayer about $1.47.6 :

Results

VRAs on steel mill products

Products covered by the restraint.—Steel is a
generic term used to describe a variety of iron-
carbon alloys. Although steel grades are
generally classified into the subcategories of car-
bon, stainless, tool, and other alloy, for purposes
of this analysis two categories are used: carbon
steel and specialty steel. “Specialty steel” refers
to stainless and alloy tool steel, products which
contain quantities of carbon, chromium, and
other alloy elements in ratios significantly differ-
ent from those in carbon steel.

After production in a semifinished form, steel
is generally formed into sheets and strip (widely
used by the automotive industry), plates and
structural products (used in construction, machin-
ery, and industrial equipment), wire and wire
products, rails and accessories, and pipe and tub-
ing.

Description and major provisions of the re-
straint.—In 1984, the United States Trade
Representative (USTR) began the negotiation of
Voluntary Restraint Agreements (VRAs) that
were eventually finalized with 19 countries and
the European Community (EC) (excluding Portu-
gal and Spain, which negotiated separate
agreements).”

¢ This fi_gure is calculated in E.K. Browning, ibid., pp.
11-23. The cost per additional dollar of taxes varies
widely with changes in these assumptions. For example,
if taxpayers receive no benefits from their tax dollars,
each additional dollar of tax revenue would cost them
only $1.32. If tax shortfalls were made up with the
income tax instead of the proportional increase in all
taxes (maintaining our other assumptionsg, each dollar
of tax revenue would cost taxpayers $1.85.

7 The countries with which agreements have been
reached are Australia, Austria, Brazil, Czechoslovakia,
East Germany, Finland, Hungary, Japan, Mexico,
China, Poland, Portugal, Korea, Rumania, South
Africa, Spain, Trinidad and Tobago, Venezuela, Yugo-
slavia, and the European Communities (Belgium,
Denmark, France, Greece, Ireland, Italy, Luxembourg,
the N)elherlands. the United Kingdom, and West Ger-
many).
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The VRAs are designed primarily to limit for-
eign countries’ exports of carbon steel to the
United States, but they also cover some stainless
steel products. For example, all but the VRA with
Finland include stainless steel flat-rolled prod-
ucts.

Export restraint levels for both specialty and
carbon steel products generally are expressed as a
percentage of projected annual U.S. consumption
and so operate as market share quotas. However,
for some countries, import levels are expressed
strictly as quantitative limits. All the steel agree-
ments have some flexibility, (such as carryovers
to other export periods and short supply provi-
sions), but there are also provisions which limit
flexibility by preventing product shifting.

VRAs are jointly administered by the United
States and the exporting country. Under the
VRAs, none of the covered products from a sig-
natory country can enter the United States
without an export certificate, issued by foreign
governments and subsequently monitored by the
U.S. Department of Commerce, which can in-
struct Customs to stop entries of a product if an
agreement is being violated.®

Background of the restraints.—Both specialty
and carbon steel products have been subject to a
number of import restraint programs during the
past decade.? In 1976, following an affirmative
“escape clause” determination, the President
sought to negotiate Orderly Marketing Agree-
ments (OMAs) with the leading sources of
specialty products. Failing this,’® he initiated a
program of import relief for certain stainless and
alloy tool steel products for a period of 3 years.!
Subsequent steel restraints included the Trigger
Price Mechanism (TPM) in 1978, which covered
carbon steel products, the U.S.-E.C. VRA in
1982, another specialty steel restraint program in
1983, and finally, the current form of VRAs in
1984. The VRA program was expected to return
the share of imports in the U.S. market to a level
of approximately 18.5 percent.

Economic effects.—The VRA quotas were, for
the most part, binding from their initiation, in
1985, through 1986. In 1987, many of the VRA
quotas became nonbinding for some major ex-
porting countries in some product categories

¢ Export certificates permit shipment within 3 months of
being issued.

® For a more detailed description of steel restraints see
U.S. International Trade Commission, U.S. Global
Competitiveness: Steel Sheet and Strip Industry, USITC
Publication 2050, 1988.

0 Only Japan expressed a willingness to negotiate such
an agreement, and did, in fact, conclude an agreement
limiting im})orts of specialty steel for a period of 3 years,
beginning June 14, 1976.

11 The six sources/supplier groups designated in Procla-
mation 4445 were Japan (whose quantitative restrictions
reflected the terms greviously agreed upon), the Euro-
pean Community (EC), Canada, Sweden, all other
countries entitled 10 col. 1 rates of duty, and all othery_4
countries.



primarily because of the dollar’s depreciation and
the rise in demand for steel worldwide. For in-
stance, based on 1987 data provided by the
International Trade Administration (ITA), on a
global basis, only 94 percent of the total export
ceiling established under the VRAs was filled in
1987. By product category and on a global basis,
the quotas were binding only for semifinished and
plates and were nonbinding for other steel prod-
uct categories. In 1988, ITA data indicate that
the quotas became nonbinding for an even
greater number of exporting countries than in
1987.12 Table 3-1 shows the extent to which ag-
gregated VRA ceilings exceeded total imports
from all VRA countries in 1987.

When VRA quotas are binding, the typical re-
sult is a greater proportion of exports of higher
valued products within each steel category subject
1o export restriction. Since the cost of using an
export quota right is the same for one unit of ex-
ports, regardless of the value of the export, the
proportional price increase for the higher valued
product is less than for the lower valued product.
Thus, after imposition of the VRA, consumers
may purchase fewer units of the lower valued
product in place of each unit of the higher valued
product.®?

When VRA quotas are binding, the resulting
increase in import prices encourages U.S. con-

12 See U.S.International Trade Commission, The Effects
of the Steel Voluntary Restraint Agreements on U.S.
Steel Consuming Industries, USITC Publication 2182,
May 1989, for a tabulation of the extent to which the
quotas were filled on an individual country basis from
1985 through 1988.

13 See, for instance, Eugene Silberberg, The Structure of
Economics: A Mathematical Analysis, 1978,

Pp. 345-349.

Table 3-1

sumers to substitute domestic and non-VRA sup-
plied steel products for VRA country-sourced
steel products.'* Domestic suppliers, in turn, re-
spond to increased demand with higher prices
and greater shipments. Since the demands for
both capital and labor used in the steel industry
are derived from the demand for steel, greater
demand for steel results in higher wages and re-
turns on capital in the steel industry.

The simultaneous removal of both VRA quo-
tas and regular tariffs on carbon- and
specialty-steel products in 1986 through 1988 will
be examined in this analysis. The methodology
employed will be similar to the one used in chap-
ter 2 and described in appendix C. The main
difference between the two methodologies is that
p"f, the percentage decline in the price of imports
resulting from the removal of all import restraints,
will be calculated from

pr=(t+q+q)/(1+qQ+1)

4 The insight that imports are often not perfectly substi-
tutable for domestic product is attributable to Paul S.
Armington, “A Theory of Demand for Products Distin-

ished by Place of Production,” IMF Staff Papers,

arch 1969, pp. 159-176. Specifically with respect to
steel, direct evidence strongly suggests product differ-
ences between imported and domestic steel products. See
James M. Jondrow, David E. Chase, and Christopher L.
Gamble, The Price Differential between Domestic and
Imported Steel, Public Research Institute of the Center
for Naval Analyses, October 1977. These authors found
important differences in optimal inventory level, order
size, and inventory costs between use of domestic and
imported steel. In a recent Commission report, repre-
sentatives of service centers confirmed repeatedly that
lead times for acquiring imported steel far exceed lead
times for domestic steel. See U.S. International Trade
Commission, The Western U.S. Steel Market: Analysis
of Market Conditions and Assessment of the Effects of

‘oluntary Restraint Agreements on Steel Producing and
Steel-Consuming Industries, USITC Publication 2165,
March 1989.

World total steel exports from VRA countries, total export cellings negotiated under the VRAs, and
share of the total export celling filled, by product categories, 1987

Final Share
1987 of export

export ceiling
Category Total ceiling filled

Metric tons Percent
Semifinished .............ciiiiiiiiiiiiiinenenns 1,667,166 1,673,204 99.64
Plates ........cciiiii i i i i i et e 544,758 545,920 99.79
Sheet/strip ........coiiiii ittt it i 6,184,247 6,521,617 94.83
= 2= L N 484,615 607,743 79.74
WIre rods .....ciiiiii ittt ittt it 701,186 776,342 90.32
Wire/wire products ............... e trecaeeaea 624,349 742,873 84.05
Structural shapes ............ et 1,530,536 1,643,914 93.10
Ralls/rallproducts ..............c.00uuven e 07,845 123,383 87.41
Plpe/tube ...........ci ittt i i 1,684,432 1,772,089 95.05
Other steel products ..........ccociveieenaanans . 103,968 130,112 79.91
L= 13,638,271 14,537,197 93.82

Source: Calculated by the staff of the USITC from U.S. Department of Commerce, International Trade Administra-

tion data.
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where t is the average ad valorem tariff rate for
steel mill products and q is the percent increase in
the import price caused by the quota.’® The de-
cline in the price of imported steel that results
from the removal of both the quotas and tariffs is
illustrated in figure 3-1A by the movement from
equilibrium point a to equilibrium point b.

¢ This increase is expressed as a percentage of the c.i.f.
price of imported steel gross of duties. In the section
analyzing MFAs, the quota induced price increase is
gxpressed as a percentage of the c.i.f. price net of

uties.

Figure 3-1

Estimates of both the quantity effects of the
quotas on steel imports and of the value of quota
premiums were taken from a recent USITC publi-
cation.® These estimates, along with the average
ad valorem tariff rates, are summarized in table
3-2.

18 The Effects of the Steel Voluntary Restraint Agreement
on U.S. Steel Consuming Industries, USITC Publication
2182, May 1989, provides further discussion on the
methodology used to estimate the quota premiums and on
the upward bias present in these estimates.

The effects of simultaneously removing quotas and tariffs

Price
St
Py = (14q) P? &
B = (141) Py PANEL A
P"
I
|
|
]
Quantity of | od d
a, oY \'4 mported goo
Price
e
Py PANEL B
Py f
O
a, q, Quantity of domestic good
Key:
P = price f = foreign, Imported good
Cs) = quanltlty d = domestic good
= supply t = tariff
D = demand q = quota 3-6
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Table 3-2

Total import shares of U.S. apparent consumption and quota premiums resulting .from the steel VRA
quotas, and ad valorem tariff rates of steel mill products

Total imports as a
share of apparent

consumption Estimated Estimated percentage Average
percentage quota premium on Ad-
Estimate decrease in import price valorem
without steel tariff
Year VRA Actual imports ed=1.38 ed=3.5 rates
1986 ............. 28.12 24.70 16.15 4.33 3.96 4.34
1987 ............. 24.83 21.76 15.83 4.24 3.88 4.16
1988 ............. 21.73 21.38 2.03 0.54 0.50 4.28

Source: U.S. Department of Commerce and USITC, The Effects of the Steel Voluntary Restraint Agreements on
U.S. Steel-Consuming Industries. (332-270), USITC Publication 2182, May 1989.

The elimination of both the VRA quotas and
tariffs on carbon- and specialty-steel products
covered by the VRAs would have reduced the
dollar value of shipments in this sector by ap-
proximately $1.15 to $1.21 billion in 1986 and
$.82 to $.89 billion in 1988. The reduction in
shipments would have caused employment in the
industry to fall by approximately 7,000 to 7,300
employees in 1986 and 3,600 to 3,900 employees
in 1988. Losses to these displaced workers would
have been approximately $18 to $35 million. The
traditional net welfare measure, which accounts
for consumer gains, producer losses, and tariff
revenue losses, would have been approximately
$403 to $433 million in 1986 and $65 to $67 mil-
lion in 1988. The traditional economic effects of
eliminating tariffs and quotas on carbon- and spe-
cialty-steel products subject to VRAs are
presented in table 3-3. Other adjustments to the
traditional economic effects are presented in
table 3-4.

Elimination of both the VRA quotas and tar-
iffs on carbon- and specialty-steel products would
have caused significant upstream losses in the
iron- and ferroalloy-ores-mining and coal-mining
sectors and significant downstream gains in ten in-
dustries, most notably, the metal container, screw
machine products and stamping, and construction
and mining machinery sectors. These results are
summarized in tables 3-5 and 3-6.

Indirect effects of VRAs on producers and
purchasers.—

(1) VRAs as future export option
rights.—When exports to the United States under
a given VRA fall short of the annual export ceil-
ing, the U.S. and foreign governments will
typically negotiate a partial or full carryover of
unused export rights to the following year’s ceil-
ing. From the U.S. standpoint, allowing a
carryover discourages exporters from feeling com-
pelled to use or lose export rights in the current
year.

Carryovers from one year to the next, how-
ever, mean that VRAs that appear to be

nonbinding in a given year may be binding if one
looks at a period covering more than one year.
In other words, exporters may intend to use all
currently available export rights, but not necessar-
ily in the current year. Thus, currently allocated
export rights represent valuable assets, since ex-
porters likely would expand overseas sales if
additional rights were made available.'” In order
to export a unit of steel, an enterprise must bear
marginal production costs plus the opportunity
cost of using a scarce VRA export right. The ex-
port price must cover both types of costs, and
hence will often be higher than in the absence of
VRAs, even if the annual ceiling exceeds current
annual exports.

(2) Use of VRA quota rights.—The steel VRAs
are scheduled to expire at the end of September
1989.'® Some U.S. producers allege that export-
ers were trying to fill current export quotas in
order to establish historically higher market
shares in anticipation of the possible negotiation
of new agreements for 1990 and beyond.® Other
market participants deny that this has occurred.20
VRA export ceilings have typically been linked to
historical export rates or market share.2!

The potential of fully using quotas now in an-
ticipation of increased VRA allocations of greater
worth in the future depends on several factors.
For instance, exporters must believe that revenue
earned would increase if the VRA export quotas
are expanded.2?2 Exporters must also believe that
their own governments will allocate VRA

7 See, for instance, James E. Anderson, “Quotas as
Options: Optimality and Quota License Pricing under
Uncertainty,” Journal of International Economics,
August 1987, pp. 21-39.

® The VRASs have recently been extended to the end of
March 1992.

® See USITC, Western U.S. Steel Market.

20 Ibid.

2 Ibid.

22 Technically, exporters will believe that revenue would
be greater with more export rights if they expect that
future demand will be elastic, i.e., that a 1-percent
decrease in price would lead to more than a 1-percenl-7
increase in quantity purchased.



Table 3-3

Traditional measures of the economic effects of unilaterally eliminating import tariffs and VRA import
quotas: Carbon- and specialty-steel products subject to the VRAs, 1986-1988

ltem ) 1986 1987 1988
Sector data:
Shipments (milllons of dollars) ....................c000tn 28,966.1 31,172.5 36,340.0
Employment (thousands) ............cccciviirenaneennen 175.1 148.5 160.5
Imports, c.l.f. duty paid (millions of dollars) .............. 8,898.1 9,213.8 11,011.2
Economic effects: '
Elasticity of supply = to 1.38
Shipments (millions of dollars) ..................cc0vunnn -1,150.0 -1,200.9 -819.7
Employment (thousands) ................ccociiiiniennn -7.0 -5.7 -3.6
Consumer gain (millions of dollars) ...................... 1,312.5 1,334.5 895.5
Quota rent loss to exporters (millions of dollars) .......... 323.0 331.8 22.6
Producer loss (milions of dollars) ....................... 478.2 499 .4 343.0
Tariff revenue loss (milions of doflars) ................... 401.0 396.0 486.0
Traditional net welfare gain (millions of dollars) ............ 433.3 439.2 66.6
Elasticity of supply = to 3.5
Shipments (millions of dollars) ................ccoveinnnn -1,208.9 -1,263.2 -888.4
Employment (thousands) ..............ccviiiiininnnnnns -7.3 -6.0 -3.9
Consumer gain (millions of dollars) ...................... 1,069.4 1,082.4 745.7
Quota rent loss to exporters (millions of dollars) .......... 294.0 302.4 18.5
Producer loss (milions of dollars) ................c0uvune 265.0 276.1 194 .4
Tariff revenue loss (millions of dollars) ................... 401.0 396.0 486.0
Traditional net welfare gain (millions of dollars) ............ 403.3 410.3 65.4

Source: U.S. International Trade Commission, Annual Survey Concerning Competitive Conditions in the Steel In-
dustry and Industry Efforts to Adjust and Modernize and Monthly Report on the Status of the Steel Industry, various
issues. Effects estimated by USITC staff.

Table 3-4

Other adjustments to the economic effects of unilaterally eliminating import tariffs and VRA quotas:
Carbon- and specialty-steel products subject to the VRAs, 1986-1988

(In millions of doliars)
Item 1986 1987 1988

Elasticity of supply = to 1.38

Worker Income 1088' ............ciiiiiiiiiiiiiiiiaannn 33.6 - 27.7 17.6
Domestictax gain? ..............cciiiiiiininninnaanens 196.3 199.6 41.2
Terms-of-trade 10883 . .. ............ciiiiiiiirnannnnnnn 680.4 679.4 444 4
Adjusted net welfare gain ................ccvivivniennnnn -85.5 -68.3 -354.4
Elasticity of supply = to 3.5
Worker Income 1088 ...........cciiiiiiiiiiiiiiananan 35.4 29.2 19.1
Domestictax gain® ............c.ciiiiiiiiinnrniannns 179.9 184.0 39.0
Terms-of-trade 10882 . ...........coiiiiiniinnnennnnnnnnn 725.0 724.9 482.7
Adjusted net welfare gain ..................coviueenins -177.2 -159.7 -397.5

' The worker income loss calculation assumes a rigid wage Iin the sector under consideration. |f the wage Is flexible,
the worker income loss would be included in the producer loss of the traditional analysis.

2 The domestic tax gain calculation assumes that tariff revenue Is replaced with a proportional increase in all existing
domestic taxes. If the replacement tax were a uniform sales tax, this adjustment would be somewhat larger. If the
federal income tax were used to replace the tariff revenue, the adjustment would be somewhat smaller.

3 The terms-of-trade adjustment Is relevant only for a unilateral elimination of both tariffs and VRA quotas. The
estimate presented here tends to overstate the true terms-of-trade loss, because it does not account for the fact
that increased U.S. imports might cause foreign demand for U.S. exports to increase. 3.8

Source: Estimated by USITC staff.



Table 3-5

Reduction in output for Important upstream industries when VRA quotas and tariffs for carbon- and spe-
clalty-steel products subject to the VRAs are removed, 1986-88

Change In output

Case: v Elasticity Elasticity
Upstream supplier? Year of 1.382 of 3.5°
Million dollars
Iron and ferroalloy ores mining (5) ........ 1986 5§7.5 60.5
1987 60.1 63.2
1988 41.0 44 .4
Coalmining {7) ......ovviiiernrnrnnnenes 1986 56.4 69.2
1987 58.9 61.9
) 1988 40.2 43.5

' Numbers In parentheses are Input-output sectors.
2 Elasticity of supply for the domestic import-competing industry is 1.3
3 Elasticity of supply for the domestic import-competing industry is 3.5

Source: Estimated by USITC staff.

Table 3-6

Proportional changes in costs and output for Important downstream industries when VRA quotas and
tariffs for carbon- and specialty-steel products subject to the VRAs are removed, 1986-88

Domestic supply Domestic supply
Case: elasticity of 1.38 elasticity of 3.5
Downstream user! Year Costz Output® Costz Outpu®®
Other furniture and fixtures (23) ........ 1986 -.00353 .00354 -.00282 .00282
1987 -.00338 .00339 -.00268 .00269
1988 -.00200 .00200 -.00164 .00164
Metal contalners (39) ............c.... 1986 -.00928 .00928 -.00740 .00740
1987 -.00888 .00888 -.00705 .00705
1988 -.00524 .00525 -.00430 .00430
Screw machine products and .
stampings (41) ...........co0eiiennn 1986 -.00848 .00849 -.00676 .00677
1987 -.00812 .00812 -.00644 .00645
1988 -.00479 .00480 -.00393 .00394
Other fabricated metal products (42) .... 1986 -.00463 .00473 -.00369 .00377
1987 -.00443 .00452 -.00352 .00359
1988 -.00261 .00267 -.00214 .00219
Engines and turbines (43) .............. 1986 -.00423 .00445 -.00337 .00355
1987 -.00405 .00425 -.00321 .00338
1988 -.00239 .00251 -.00196 .00206
Farm and garden machinery (44) ....... 1986 -.00394 .00427 -.00315 .00340
1987 -.00377 .00408 -.00300 .00324
1988 -.00223 .00241 -.00183 .00198
Construction and mining
machinery(45) .............ccvvunn 1986 -.00518 .00399 -.00413 .00318
1987 -.00495 .00382 -.00393 .00303
1988 -.00292 .00226 -.00240 .00185
Materials handling machinery and
equipment (46) ..................... 1986 -.00420 .00399 -.00335 .00319
1987 -.00402 .00382 -.00319 .00304
1988 -.00237 .00226 -.00195 .00185
General Industrial machinery and .
equipment (49) ..............00unnnn 1986 -.00400 .00401 -.00319 .00320
1987 -.00383 .00384 -.00304 .00305
1988 -.00226 .00227 -.00185 .00186
Motor vehicles and equipment (59) ...... 1986 -.00256 .00277 ~-.00204 .00221
1987 -.00245 .00265 -.00195 .00211
1988 -.00145 .00157 -.00119 .00129

' Numbers in parentheses are input-output sectors
2 This column presents the proportional decreases in costs.
3 This column presents the proportional increases In output.

Source: Estimated by USITC Staff.
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quota rights directly to existing exporters rather
than by other methods, such as by auction. (The
revenue benefits of auctioned quotas would ac-
crue to the exporter’s government, rather than to
the exporter itself.) Moreover, the expected fu-
ture benefits have to be sufficiently large and
certain relative to current losses to ensure that the
discounted benefits of future profits exceed the
current cost of foregone profits entailed by this
strategy.

(3) Investment risk and market stabil-
ity.—Many steel producers and users, including
some service centers, contend that the VRAs, al-
though not currently binding (as shown in table
3-1), help stabilize the domestic market.2® Basi-
cally, VRAs in effect with nonbinding quotas limit
potential price reductions by imposing an upper
bound on imports that could be reached with a
lower import price. To the extent downward
price movements are limited, holders of domestic
steel inventory and owners of capital specific to
the U.S. steel industry face a smaller downside
risk of unexpected losses.

In effect, even when VRA quotas are non-
binding (as they have largely been in the 1987-88
period), they offer valuable insurance benefits to
steel inventory and capital owners because steel
prices are implicitly subject to a lower bound.
This insurance, however, is not financed by pre-
miums charged to the steel industry beneficiaries,
but rather is paid for by intermediate steel users.
The insurance benefits conferred by VRAs ap-
pear consistent with support for VRAs by the
U.S. steel industry and some U.S. inventory hold-
ers, the apparent nonbinding status of the export
quotas, and the expressed concern by domestic
market participants about the relation between
VRASs and market stability.24

(4) Short-supply considerations.—Although
the VRASs to a large extent are not currently bind-
ing, export quotas on particular subproducts from
particular countries may be binding. If binding
quotas result in sufficiently severe material avail-
ability problems for U.S. downstream producers,
the Commerce Department, upon application,
may grant a short-supply license for additional
imports. However, there is often a considerable
time lag involved in obtaining short-supply li-
censes.

Section 201 relief for specialty steel

“Specialty steel” refers to stainless and alloy
tool steel products which contain quantities of
carbon, chromium, and other alloying elements in
ratios significantly different from those in carbon
steel.

Déscription and major provisions of the re-
straint.—The temporary import relief for specialty

2 See USITC, Western U.S. Steel Market.

24 Other inventory holders, who might not support the
VRA's, are primarily importers who benefit more from
lower import prices.
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steel products, first specified for four years in July
1983, was extended through September 30, 1989
to expire coincident with the VRA program. The
form of the extension for these Orderly Market-
ing Arrangements (OMAs) was as follows: for
the flat-rolled products (stainless steel sheets and
strip and stainless steel plate), tariffs will be de-
creased from 3-percent ad valorem in the first
year to 2-percent ad valorem in the second year,
and to 1 percent in the final period (July 20,
1989 to September 30, 1989). In addition to
these provisions, OMAs continue annual quotas
for imports of specified nonflat-rolled stainless
and alloy tool steel products from both non-VRA
and most VRA countries (except the EC coun-
tries, Brazil, and Austria).

Although designed primarily to limit U.S. car-
bon steel imports, the VRAs also replaced
increased tariffs on imports of stainless steel
sheets, strips and plates.25 Additional tariffs re-
main in effect for specialty steel imports from
countries that have not signed a VRA agreement.
In addition, the EC-country OMAs on the non-
flat-rolled specialty products (i.e., bar, wire rod,
and alloy tool steel) were incorporated into the
VRAs.

Export restraint levels in the VRAs are gener-
ally expressed as percentages of projected annual
U.S. consumption and thus operate as market
share quotas. However, in some agreements, im-
port levels are expressed as quantitative limits.
All the steel agreements contain a similar degree
of flexibility with respect to export periods and
short supply provisions. There are also provisions
to prevent product shifting.

Background of the restraints.—Specialty steel
products have been subject to a number of import
restraint programs during the past decade.?® In
1976, following an affirmative section 201 deter-
mination, the President sought to negotiate
OMAs with the leading sources of specialty prod-
ucts. Failing this,?” he initiated a pr<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>