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CHAPTER 1. TINTRODUCTION

The subject of this paper is a relatively new way to limit imports:
export restraint agreements (ERA's). 1/ These differ from traditional forms
of protection in several ways. First, they are imposed by the exporting
country or countries, whereas traditional tariffs and quotas are imposed by
the importing country or countries.

Second, ERA's generally apply only to exports to certain countries.
Thus, they differ from restrictions covered under article I of the General

Agreement on Tariffs and Trade, the most-favored-nation (MFN) principle, since
they do not generally apply equally to all MFN trading partners.

Third, ERA's are export, rather than import, quotas. That is to say,
they are administered by the exporting country, although the importing country

may also establish an import quota to insure that imports from the exporting
country do not exceed the agreed limit.

, Lastly, ERA's are "voluntarily"” entered into by the exporting country,
although the exporting country generally takes such action to forestall the
importing country from taking more drastic unilateral action.

There is no precise definition of an ERA. ERA's have been known as
self-restraint arrangements (SRA's), market penetration constraints (MPC's),
voluntary export restraints (VER's), voluntary restraint agreements (VRA's),
voluntary restraint arrangements (VRA's) and orderly marketing agreements
(OMA's). While ERA's always contain an export quota, they follow no
prescribed format. The export quota may be only one element of the
agreement. There may be other provisions of the agreement regulating exports
from the exporting country or providing for review of or changes in the quota
under certain circumstances. ERA's need not be in writing, and when not in
writing they are frequently referred to as arrangements rather than
agreements. Their full terms may not be publicly known. They are not
necessarily the result of negotiations in which the importing country has
actively participated (in fact, the domestic laws of the importing country may
prohibit such participation). Finally, they may be bilateral in the sense
that the importing country may impose a corresponding import quota.

The term "orderly marketing agreement” is generally used to describe
export restraint agreements specifically authorized by U.S. legislation.
Section 203 of the Trade Act of 1974 (19 U.S.C. 2253), which describes the
types of relief the President can impose when this Commission has made an
affirmative determination under section 201 of the Act, 2/ permits the

1/ The first four export restraint agreements were reached between Japan and
the United States in the mid-1930's; they limited Japanese exports of various
cotton textiles to the United States for a period of no more than 3 years.

2/ In order to make an affirmative determination, the Commission must find
that "an article is being imported into the United States in such increased
quantities as to be a substantial cause of serious injury, or threat thereof,
to the domestic industry producing an article like or directly competitive
with the imported article.” This standard for relief is derived from the
internationally-sanctioned rule under Article XIX of the GATT.



President, among other things, to negotiate orderly marketing agreements with
the countries exporting the product found to be injuring a U.S. industry. 1/
As a result of such an agreement, the exporting country would "voluntarily ™
limit its exports to the United States to a stated level over an agreed upon
period, and to ensure that U.S. imports would not exceed the agreed upon
level. The President would generally proclaim an import quota at the level
set forth in the agreement. Other Presidential authority for negotiating
orderly marketing agreements is set forth in section 204 of the Agricultural
Act of 1956 (7 U.S.C. 1854), but that authority is limited to textile and
agricultural products.

The ERA's discussed in this report were sought by the United States in
order to reduce the impact of imports on certain U.S. industries. The steel
ERA's were voluntary restraint arrangements; fhere were no written
agreements. The television and footwear ERA's were orderly marketing

agreements negotiated by the President pursuant to section 203 of the Trade
Act of 1974.

Purpoée of the Study

The purpose of this econometric study is fto assess U.S. experience with
export restraints as a means of limiting imports. More specifically, the
study examines the effects of restraints imposed by foreign countries on their
exports to the United States of steel, color television receivers, and
nonrubber footwear as a result of agreements or arrangements negotiated by the
United Stares. It evaluates the effects of these actions on the volume of
U.S. imports, on the price of domestically produced competing products, and on
levels of domestic consumption, production, and employment. The results are
useful in appraising ERA's in terms of their cost and effectiveness in meeting
their objectives. Whether the protected industries improved their
competitiveness vis-a-vis foreign suppliers was not addressed in this study.

Contents of the Study

This study consists of five chapters and four appendices. The economic
effects of voluntary export restraints in the industries producing steel,
color television receivers, and nonrubber footwear are presented in chapters
2, 3, and 4, respectively. Chapter 5 contains the conclusions. Appendix A
presents a theoretical framework for the analysis of trade restrictions.

Appendices B, C, and D present in detailed form the statistical analyses used
to derive the results stated in chapters 2, 3, and 4.

1/ The negotiation of an OMA is frequently a preferred approach to relief
in section 201-203 matters since compensation (equivalent trade concessions to
compensate for the increased protection of the article subject to the quota)
to the exporting country would not be owed and the exporting country would
have no right to retaliate. Were the United States to raise a tariff or
impose a unilateral quota instead, compensation or retaliation might be
permissible under the GATT. Exporting countries may prefer an OMA to other
forms of relief because they may believe an OMA is likely to be less
restrictive, that it can be more easily adjusted in the event problems are
encountered in its administration, and/or that other GATT countries facing
similar problems with respect to imports from the exporting country would be
unsympathetic to any request for GATT action against the importing country.



CHAPTER 2. THE EFFECTS OF VOLUNTARY RESTRAINT ARRANGEMENTS
ON STEEL MILL PRODUCTS

This chapter analyzes the effects of the voluntary restraint arrangements
(VRA's) on steel mill products. }j The first section presents some background
information on voluntary restraint arrangements in the U.S. steel industry.
The second section presents the estimates of the effects of the VRA's on
domestic prices, consumption, production, and employment as well as on the
volume of U.S. imports of steel mill products. 3/ Comparisons between the
estimated effects of this study and those of other studies are included in the
second section. The statistical model of the steel industry used to calculate
the economic effeets of VRA's is presented in appendix B. S

Background on Voluntary Restraint Arrangements
on Steel Mill Products

Prior to the 1959 steel strike, imports of steel were insignificant, but
beginning with the strike and continuing through the 1960's, imports of steel
increased steadily. By late 1967, imports had grown to the point that there
was congressional interest in establishing quotas on imports of iron and steel
pProducts. Senator Vance Hartke (D. Ind.) introduced a bill which, among other
things, would have limited steel imports to 9.6 percent of the U.S. market,
the share of the U.S. market held by imports during 1964-66. In the summer of
1968, both West Germany and Japan proposed to place voluntary restrictions on
their steel exports to the United States in order to forestall the imposition
of quotas. Their proposal was based on the condition that hearings on the
quota bill be stopped and the bill be shelved. 3/ After a short period
of negotiation, an agreement was reached in principle. ﬁ/

The first two voluntary restraint arrangements on steel mill products
took effect on January 1, 1969, and limited exports from Japan and the
European Economic Community (EEC) to an amount of 5.75 million net tons each
for 1969. 5/ Quotas were not established for specific products for individual
exporting countries other than Japan. A 5-percent annual growth in the quotas
was permitted. The arrangements were to expire on December 31, 1971.

Strong U.S. demand for imported steel during the restraint period coupled
with the restraining effect of the quotas (e.g., the arrangement called for a
reduction of imports from the subject countries in 1969 from 1968 levels) and
the absence of limitations on specific types of steel products covered by the

l/ The Trigger Price Mechanism is not covered by this study.
2/ For convenience, the price of domestically produced competing goods is
referred as domestic price.
3/ W. T. Hogan, The 1970's: Critical Years for Steel, Lexington, Mass.,
1972, pp. 54-55.
4/ At a press conference on July 10, 1968, Mr. Yoshihiro Inayama, chairman
of the Japan Iron and Steel Exporters' Association, expressed Japan's
readiness to voluntarily restrict exports to the United States. In the same
capacity, he later sent an official statement to the U.S. Secretary of State
on Dec. 23, 1968, indicating Japan's intention to restrain its exports to the
United States. For details on the VRA's on steel imports, see Hogan, op.
cit., pp. 45-71.

5/ Observed U.S. imports of steel from Japan and the EEC in 1968 were 7.3
million and 7.1 million net tons, respectively.




quotas resulted in a shift in product mix of imports towards more expensive
Stainless and alloy tool steel products. This occurred notwithstanding, for
example, Japan's promise to "try not to change greatly the product mix and
pattern of distribution of trade as compared with the present.” lj

The upgrading of imports can be shown by comparing the volume and the
value of imports in 1968 and 1970. The total value of imports from the
restraining countries was about the same, despite a 27-percent decline in the
volume of imports in 1970. This implies that if the United States had
imported the same quantities as in 1968 but with the product mix of 1970, the
total value would have increased by 37 percent. Two factors accounted for the
change in the value of the imports: the price of steel rose 14 percent from
1968 to 1970, and the product mix was upgraded. 2/

The trade statistics indicate that while the VRA's reduced the quantities
of steel mill products imported, the arrangements were less effective in
reducing the value of steel imports because of the changes in product mix.

The 3-year extension of the arrangements (or the extended VRA's), which went
into effect on January 1, 1972, contained specific tonnage limitations on
categories of specialty steels such as stainless, tool, and other alloys,
because of changes in product mix. Two types of steel, fabricated structural
steel and cold bars, which Japan and the EEC claimed were excluded from the
first VRA limitation, were specifically included. Instead of the former
5-percent rate, the extended arrangements set the annual increase in tonnage
of allowable imports at 2.5 percent. 3/ Unlike the original VRA's, which gave
the same export quota to Japan and the EEC, the extended VRA's set a higher
quota for the EEC because the United Kingdom joined the EEC in 1972.

The export ceilings under these arrangements, and the actual U.S. imports
from each group of countries for which the arrangements were in effect, are
shown in table 2.1.

1/ This promise was stated in Inayama's lefter fo the U.S. Secretary of
State dated Dec. 23, 1968.

2/ U.S. Department of Commerce statistics indicate that the composite price
for finished steel rose from $0.0873 per pound in 1968 to $0.1014 in 1970.

The total quantity and value of imported steel from the restraining countries
in 1968 were 14.39 million net tons and $1,514 million, respectively. The
1970 figures were 10.50 million net tons and $1,510 million. Exports of steel
to the United States by the United Kingdom were not included in the figures
for either year. '

3/ On May 2, 1972, the Associations of the Steel Producers of the European
Coal and Steel Community and the Association of Steel Producers of the United
Kingdom declared, through a letter addressed to the U.S. Secretary of State,
their intention to limit exports of steel mill products to the United States
through Dec. 31, 1974. On May 4, the Chairman of Japan Iron and Steel
Exporters' Association wrote a letter to the U.S. Secretary of State for the
same purpose. All terms of the renewed VRA's were stated in these two letters.



Table 2.1.--Export ceilings and actual U.S. imports of steel miil products, 1969-74

(In thousands of net tons)

.
.

o
.

Item T 1969 ; 1970 1971 1972 . 1973 1974
Japan: : : : : : :

VRA ceiling ¢ 5,750 : 6,038 : 6,339 : 6,498 : 6,660 ¢ 6,827

Actual U.S. importg==—————e——— : 6,253 : 5,935 ¢ 6,908 : 6,440 : 5,637 : 6,159

Actual imports as percentage H : : : :

of ceiling : 108.7 : 98.3 : 109.0 : 99.1 : 84.6 : 90.2
EEC: 1/ : : : : : :

VRA ceiling ¢ 5,750 : 6,038 ¢ 6,339 : 8,014 : 8,094 8,296

Actual U.S. imports : 5,199 ¢ 4,573 : 7,156 7,779 : 6,510 6,424

Actual imports as percentage : : : : :

of ceiling : 90.4 : 75.8 :  112.9 : 97.0 : 80.4 : 77.4
All restraining countries: : : : : : :

VRA ceiling :11,500 :12,075 $12,679 :14,512 114,754 : 15,123

Actual U.S. imports=——=—=——ceece :11,452 :10,508 :14,064 :14,219 :12,147 : 12,583

Actual imports as percentage : : : : : :

of ceiling : 99.6 : 87.0 : 110.9 : 98.0 : 82.3 : 83.2
Nonrestraining countries: : : : : : :

Actual U.S. imports==————ee——— : 2,582 : 2,856 : 4,240 : 3,462 : 3,003 ¢ 3,387
Total U.S. imports 114,034 113,364 118,304 :17,681  :15,150 ¢ 15,970
Exports of nonrestraining : : : : : :

sources as percentage of U.S. : : : : :

imports : 18.4 : 21.4 : 23.2 : 19.6 : 19.8 : 21.2

1/ United Kingdom excluded in 1969-71 and included

in 1972-74.

Source: U.S. Department of Commerce and letters of intent of Japanese

producers.

and European steel



The Estimated Effects of the VRA's on Steel Mill Products

For the purpose of estimating the effects of the VRA's on steel mill
products, this study assumes that, because there is a high degree of
concentration in the industry, there is also a high degree of interdependence
among firms: the actions of each firm can affect all others in the steel
market. As a result, each firm is assumed to have a good idea of what the
reactions of its competitors and customers would be to a price change.
Calculations of the effects of the VRA's are based on a market model, whose
specifications are shown in appendix B. Substitutions of imports from the

nonrestraining countries for imports from the restraining countries are
considered in the model.

As shown in table 2.1, the observed quantity of U.S. imports from the
restraining countries was at or below the announced ceiling in 5 of the 6
years; it exceeded the ceiling in 1971. Two things contributed to the
overshipments in 1971: the excess capacity of restraining countxies, which
was then the highest of all 6 years the VRA's were in effect, and a 10-percent
import surcharge imposed by the United States on August 15, 1971. Once the

surcharge was imposed, the restraining countries no longer felt obligated to
abide by the arrangements. 1/

Table 2.1 also shows that the lowest ratio of the actual exports to the
quota ceiling, 82.3 percent, was in 1973. The high domestic shipments in the
restraining countries and their relatively low rates of excess capacity were
two possible explanations for the low ratio. U.S. domestic shipments also
peaked in 1973; the high level was fostered by an improvement in the
competitiveness of U.S.-produced steel, which was brought about by a
devaluation of the dollar. 2/ The observation that the actual levels of
exports were below the quota limits should not be interpreted to mean that the
eXport quotas were set above free-marker levels. g/ Several studies,
including this one, indicate that imports would have been greater if they had

not been discouraged by the quotas. The economic effects of the VRA's
estimated by this study are shown in table 2.2.

1/ Hogan, op. cift., p. 62.

zy The capacity utilization rate in the U.S. steel industry reached its
peak, 98 percent, in 1973. A General Accounting Office study indicated that
the shift in competitiveness of U.S. steel was brought about by devaluation of
the dollar, which made U.S. steel prices more attractive, and by the worldwide
boom in steel demand. For details, see The Comptroller General of the United
States, Economic and Foreign Policy Effects of Voluntary Restraint Agreements
on Textiles and Steel, March 1974.

The domestic steel industry's competitiveness problems were also discussed
comprehensively in an Office of Technology Assessment Report entitled
Technology and Steel Industry Competitiveness, U.S. Congress, June 1980.

3/ World demand was extremely high and prices in Europe and some
ndﬁfestraining countries were higher than in the United States in 1973; thus
it was not a bargain to export to the United States.




Table 2.2.--Estimated effects of the VRA's on steel mill products, 1969-74

Item ‘1969 ¢ 1970 P 1971 ¢ 1972 P 1973 ¢ 1974

e oo oo

Changes in imports: :
Million net tons=——=-=: =2.85 : =4.39 : =5.24 : . -1.51

.o
.

: =0.98 : -4.07
Percent of observed imports=———-—-: 20.3 : 32.8 ¢ 28.6 : 8.5 : 6.5 : 25.5
Changes in domestic price: : : ' : : :
' Per net tom : $9.67 : $11.83 : $11.03 : $3.85 : $2.84 : $10.43
Percent of observed price=—=—-=-: 5.3 : 5.7 : 5.3 : 1.7 1.3 : 3.6
Changes in domestic demand: : : : : :
Million net tons : =2.42 : =-2.82 : -=2,50 : =0.82: =0.59: -1.86
Percent of observed demand==-=--: 2.4 2.9 2.4 : 0.8 : 0.5 : 1.6
Changes in domestic production: : 2 : : : :
Million net tons : 0.14 : 1.54 4.79 0.80 : 0.25 : 2.12
Percent of observed production==——--: 0.1 : 1.7 5.5 0.9 : 0.22 : 1.9
Changes in domestic employment: 1/ : : : : : :
Man~-years : 1,657 : 17,335 : 55,223 : 9,394 : 2,857 : 28,235
Calculated exports of restrain- : . : : s : :
ing countries under free HEE H : : : :
trade: : : : : H :
Million net tons===-==: 13.99 : 15.22 : 19.51 : 15.76 : 12.98 : 16.75
Observed exports of restraining : : : : :
countries: : : : : : :
Million net tons=----: 11.50 : 10.51 : 14.06 : 14.22 : 12.15 : 12.58
Announced export quota ceilings: : ' : e :
Million net tons 11.50 12,08 : 12.68 14.51 14.75 : 15.12

o ee oo

(millions of net tomns)

.

.
ee oo oo oo
oo oo oo se

. .
. . .

lf Changes in domestic employment include those of related industries such as iron ore mining,
coal mining, limestone, and scrap. ’

Source: App. B.



Effects on imports

The estimated annual reductions in the volume of steel imports due to the
VRA's were large, ranging from 6.5 percent of the actual imports in 1973 to
32.8 percent in 1970. Over the 6-year period, the VRA's reduced the imports
by an estimated 19.04 million net tons, with an annual average reduction of
3.2 million net tons. 1/

Jondrow 2/ and Takacs 3/ also evaluated the VRA's effects on the U.S.
steel industf?. One major difference between their studies is the
substitution assumptions. Takacs permits import substitution between
restraining and nonrestraining countries, and Jondrow assumes that
quantitative restrictions are applicable to all exporting countries. 4/ Their
estimates of the effects of the VRA's on the volume of imports of steel mill
products are larger than those of this study, as indicated in table 2.3. 5/

The effects of the VRA's on the volume of imports can also be calculated
using estimates of the responsiveness of imports to income (GNP) and price
changes. For instance, MacPhee used an estimated income elasticity of demand
for steel imports of 2.3 (i.e., degree of responsiveness of steel imports to
income) to predict what U.S. imports of steel would have been at constant
relative prices. With a 2.6-percent increase in real gross national product
(GNP) in 1969, he estimated that the volume of U.S. steel imports in 1969
should have increased by 6.0 percent to 18.8 million net tons. The actual
import volume was 14.0 million net tons, indicating that the VRA's effect on
U.S. steel imports in 1969 prevented the entry of 4.8 million net tons. 6/
This figure is higher than the estimates by Jondrow and this study, but Tower
than Takacs' estimate.

Effects on domestic producer prices

The model indicates that the imposition of VRA's on steel mill products
resulted in increased domestic prices. The estimated increases in the annual
average producer price of steel mill products ranged from 1.3 percent in 1973
to 5.7 percent in 1970. Average estimate for the 6 years shows that VRA's

caused users to pay 3.8 percent more than under free trade.

In his study, Jondrow simply assumed that producer prices of steel were
unaffected by imports. His assumption is contradicted by the results of
Crandall, who regressed the producer prices on the prices of imported steel

1/ The total reduction in imports was valued at $6.10 billion based on the
unit value (f.o.b.) of U.S. imports of steel mill products in 1974.

2/ A. Jondrow, "Effects of Trade Restrictions on Imports of Steel,” in U.S.
Department of Labor, The Impact of International Trade and Investment on
Employment, 1978.

§] W. E. Takacs, Quantitative Restrictions and U.S. Steel Industry, an
unpublished Ph.D. dissertation, Johns Hopkins University, May 19/5.

4/ Takacs' assumption corresponds to the two—exporter model shown in fig.
A.4, while Jondrow's assumption corresponds to the single—exporter model shown
in fig. A.3 in app. A of this study.

5/ Jondrow's study covered only 5 years, 1969-73.

6/ R. A. MacPhee, Restrictions on International Trade in Steel, Lexington,
Mass., 1974. MacPhee's extrapolating method was used in subsequent cases of
color television receivers and nonrubber footwear of this study.




Table 2.3.-~A comparison of different estimates of the effects of the
VRA's on the volume of imports of steel mill products, 1969-74

(In millions of net tons)

o o0

0s oo o0

— -
.

MacPhee 1/~-: -4.80 : - 3 -

Item ' 1969 | 1970 | 1971 . 1972 . 1973 . 1974 . :ﬂg::;e
This study=—: =2.85 i =4.39 : ~5.24 : =1.51 : =0.98 L —4.07 ~3.2
Jondrowi——i ~3.30 i ~4.10 1 <9.20 : <10.20 : ~7.20 : - <6.8
Takacs————i =5.81 i <7.96 : ~10.91 i <B.4h 1 <7.74 : =12.92 : <9.0

®e ee ee es oo

1/ MacPhee estimated the change in imports for 1969 only.

and other variables. Crandall's estimates of the effects of the VRA's on the
producer price are within a range of 1.2 percent in 1971 to 3.5 percent in
1972. 1/ Takacs' estimated changes in the prices are much higher, ranging
from 13 percent in 1972 to 15 percent in 1971.

This study's estimates of changes in domestic prices fall between the
estimates of Crandall and Takacs, with estimated effects on domestic prices
ranging from a l.3-percent increase in 1973 to a 5.7-percent increase in
1970. As expected, the empirical results of the three studies are consistent
with the hypothesis that the restraints have a positive effect on the domestic
price. A comparison between this study and Takacs' estimates of the VRA's
effects on the domestic producer price is presented in the following table.

Table 2.4.--A comparison of different estimates of the effects of the
VRA's on domestic prices of steel mill products, 1969-74

(per ton)
Ttem © 1969 ° 1970 ° 1971 ° 1972 * 1973 1974 ¢ Annual
: : : : : : : average
This study--: $9.67 : $11.83 : $11.03 : $3.85 : $2.84 : $10.43 : $8.28
Takacs——~~~~: $26.14 : $29.65 : $32.07 : $27.88 : $28.56 : $38.95 : $30.58

Effects on domestic demand

Increases in the domestic price of steel mill products were
expected to decrease the quantity demanded, as the law of demand states that
the price and quantity demanded are inversely related. The largest increase

1/ R. A. Crandall, The United States Steel Industry in Recurrent Crisis:
Policy Options in a Competitive World, The Brookings Institution, 198I.
Crandall's study is limited to basic carbon steel, which is disaggregated into
five major categories: bars, cold<rolled sheet, hot<rolled sheet, plate, and
structurals. Like this study, Jondow's and Takacs' studies cover all types of
steel mill products without disaggregation.
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in the domestic price, in 1970, was estimated to have resulted in the largest
decrease in the quantity of steel mill products demanded (2.82 million net
.tons). The smallest estimated decline in the quantity demanded was found in
1973, when the estimated increase in domestic price was the smallest during
the 6<year period. 1In total, the estimated reduction in the quantity demanded
was 11.01 million net tons, which was smaller than Takacs' estimates. The
following table is a comparison of the estimates of the two studies.

Table 2.5.~-~A comparison of different estimates of the effects of the
VRA's on domestic demand for steel mill products, 1969-74

(In millions of net tons)

Item ‘1969 ¢ 1970 F 1971 ¢ 1972 ¢ 1973 ¢ 1974 ¢  Annual

: : : : : : : average
This study~—: =2.42 : =2.82 : =2.50 : <0.82 : =0.59 : -1.86 : ~1.84
Takacg-~=~-~: =6.03 : =6.84 1 =7.39 : <6.43 : =6.59 : ~8.98 : ~7.04

. . . . .
. . . . . .

Takacs' estimated changes in domestic demand are relatively large, which

is not surprising because her estimated changes in domestic prices are larger
than those of this study.

Effects on domestic production and employment

Although the VRA's may have reduced the volume of steel imports from VRA
countries considerably, they apparently had a relatively small effect on
domestic production. For instance, in 1973, when domestic production
increased by 21 percent compared with the 1972 production level, according to
the statistical analysis only 1.1 percent of the increase, or 250,000 net
tons, could be attributed to the VRA's. Most of the increase in domestic
productions was attributable to increased demand for steel. This study found

that the largest effect of the VRA's on domestic production was an increase of
4.79 million net tons in 1971.

Jondrow's study found a relatively large effect on domestic production
compared with Takacs' study and this study. However, unlike the Takacs' study
and this study, Jondrow's study did not take into account imports from third
countries. A comparison of the effects of the VRA's on domestic production
estimated by the three studies is presented in the following table.

Table 2.6.~A comparison of different estimates of the effects
of the VRA's on domestic steel production, 1969-74

(In millions of net tons)

Item @ 1969 © 1970 | 1971 | 1972 | 1973 . 1974 | 232:Z;e
This study=——: 0.14 : 1.54 ¢ 4.79 L 0.80 : 0.25 . 2.12 1.61
Jondrow~~~~*; 1.50 ; 2.87 ; 6.00 ; 7.70 ; 7.84 ; - ; 5.18
Takacs—m—mm: =0.22 i 1.22 ¢ 3.52 : 2.01 : 1.16 & 3.94 1.94

.
.
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All three studies indicate that domestic steel production would have been

lower in the absence of the VRA's, and, thus, employment in the steel industry
would have been lower also.

This study also estimated the effects of VRA's on total domestic
employment, including that in the steel and related industries. An

input-output technique was used to convert production changes into emgloyment
changes. The calculated annual effects on employment ranged from 1,657

man—years to 55,223 man-years. On the average, the VRA's were estimated to
have saved 19,117 jobs per year over the 6-year period. 1/

Jondrow also estimated the effect of the VRA's on employment in the steel
industry (SIC sector 331) during the restraining period, 1969-73. His
results, as well as those of this study, are presented in the following table.

Table 2.7.--A comparison of different estimates of the effects
of the VRA's on domestic employment, 1969-74

(In man-years)

: : : : : : T Annual
Item : 1969 . 1970 . 1971 . 1972 . 1973 . 1974 :  average
This study--: 1,657 : 17,335 : 55,223 : 9,394 : 2,857 : 28,235 : 19,117
: - 57,769

Jondrow————— : 16,495 : 38,961 : 34,051 : 89,997 :109,341

. . .
. . . .

Jondrow's estimates of changes in domestic employment are higher than
those of this study because his estimates of the production effects are much
higher. The method of estimating the employment effects differed in that
Jondrow failed to account for employment effects in related industries. This
study was unable to adjust for the fact that the least efficient facilities
would have been the ones that would have been closed if production dropped.
Therefore, using average employment per unit of output might underestimate the
employment effects slightly in this study.

Although the four empirical studies (Crandall, Jondrow, Takacs, and this
study) resulted in different magnitudes of the effects of the VRA's on steel
imports, they all reached the same conclusion that the VRA's reduced the
volume of U.S. steel imports. Thus, it can be concluded that in terms of
restricting the total volume of steel imports, the VRA's served their
purpose. However, they were relatively less effective in restraining the

l/ The direct and the indirect labor requirements for I-0 sector 37,
"Primary iron and steel products,” of the input-output table published by the
U.S. Department of Commerce, February 1974, were calculated. Capital and
labor requirements for all U.S. industries were included in table 4.4 of
"Factor Endowments, Foreign Trade and Economic Development,” a paper presented

at the 1979 American Economic Association Convention, Atlanta, Ga., Dec. 29,
1979, by J. T. H. Tsao.
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value of imports due to the upgrading in the mix of steel exports by
restraining countries. The VRA's might have been more restrictive if the
agreed-to export quotas had been defined in terms of both volume and value. 1/

1/In his paper entitled Effects of Nontariff Barriers to Trade on Prices,
Employment, and Imports: The Case of the Swedish Textile and Clothing
Industry, C. Hamilton indicated that export quotas can be defined in volume
and/or value terms. For state trading countries, quotas are always defined in
value terms but adjusted for inflation from one year to another. His paper

was published in December 1980 by the World Bank as its staff working paper
No. 429.
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CHAPTER 3. THE EFFECTS OF ORDERLY MARKETING AGREEMENTS ON COLOR
TELEVISION RECEIVERS

This chapter analyzes the effects of the orderly marketing agreements in
the color television receiver industry. The first section preseats backgrouand
information on these agreements. The second section contains the estimated
effects of the OMA's on domestic average prices, demand, production, and
employment, as well as on the volume of U.S. imports of color television

receivers. l/ The statistical model and data used to estimate the effects
of the OMA's are included in appendix C.

Background on Orderly Marketing Agreements on Color
Television Receivers

In 1960, just as mass production of color sets was starting in the United
States, RCA licensed color technology to the Japanese. At that time, intense
competition from Japan was not anticipated. g/ However, within a few years
after acquiring frhe technology, Japanese producers started to export color
sets to the United States and other countries. In the mid-1960's, U.S.
imports of color sets from Japan increased substantially, from 33,000 units in
1965 to 613,000 units in 1968.

In response to this rapid increase in imports, the first legal action
against foreign television receiver suppliers, an antidumping complaint, was
filed by the Electronic Industries Association in 1968. The complaint alleged
that monochrome and color television sets from Japan were being sold
in the United States at less than fair value (LTFV). In late 1970 the
Secretary of the Treasury found that there were such LTFV sales and on
March 4, 1971, the Tariff Commission (now the U.S. International Trade
Commission) notified the Secretary of the Treasury that such LTFV sales were
injuring the U.S. industry. The Treasury thereupon issued a dumping finding
and final appraisal on all future subject imports was held pending a
transaction-by-transaction review to determine whether the transaction was at
a less-than—-fair-value price. 3/ A dumping duty was to be assessed in an
amount equal to the difference between fair market value and less than fair
market value price. The assessment of dumping duties has not been terminated,
and LTFV imports from Japan continue to be subject to dumping duties.

On June 8, 1971, the U.S. Tariff Commission instituted an escape-clause
investigation (No. TEA-I-21) under section 301(b) of the Trade Expansion Act
of 1962 upon petition by three major unions. The petitioners alleged that
imports of television receivers had seriously injured the U.S. industry. The
Commission made a negative determination in that case.

1/ This study is of complete color television receivers only. Unless
otherwise stated, all references to color television receivers or television
sets mean complete color television sets.

2/ U.S. Department of Commerce, The U.S. Consumer Electronics Industry and
Foreign Competition, May 1980, p. l4.

3/ For details of the investigation see Television Receiving Sets From
Japan: . . . Investigation No. AA1921-66 . . ., TC Publication 367, March
1971.




14

In 1976, a group of labor unions and six U.S. firms, producing television
receivers and/or parts thereof, petitioned the Commission for import relief
under section 201 of the Trade Act of 1974, the so-called escape-clause
provision. 1/

On the basis of its investigation, the Commission found that assembled or
nonassembled, finished or not finished, color television receivers, provided
for in item 685.20 of the Tariff Schedules of the United States (TSUS), were
being imported into the United States in such increased quantities as to be a
substantial cause of serious injury to the domestic industry producing
articles like or directly competitive with the imported articles. 2/
Subsequently, in May 1977, the President negotiated a 3-year OMA with the
Government of Japan, which became effective on July 1, 1977, limiting exports
of color television receivers and certain of their subassemblies from Japan to
the United States. 3/

The OMA called for the Government of Japan to limit its exports of
complete and incomplete color television receivers to the U.S. market to 1.75
million units, including 1.56 million complete sets. This was considerably
less than the 2.53 million complete sets Japan exported to the United States
in 1976.

In the first restraint year (July 1, 1977-June 30, 1978), imports from
Japan were 1.6 million sets. However, in the second restraint year (July 1,
1978-June 30, 1979), actual Japanese exports of complete sets declined to only
952,396 units, or 59.3 percent of the agreed restraint level. This ratio
declined further to 24.5 percent in the third restraint year.

While the Japanese restrained their exports to the United States, Korea
and Taiwan increased their production and exports to the United States. U.S.
imports of color sets from Taiwan almost doubled, rising from 321,941 units in
1977 to 624,456 units in 1978. 1In the same period U.S. imports of color sets
from Korea more than quadrupled, increasing from 96,474 units to 436,885
units. Due to increases in imports from the nonrestraining countries, total
U.S. imports increased from 2,538,696 units in 1977 to 2,774,856 units in
1978. The Government of Japan complained of these increases, and referred to
the provisions of the OMA. 1In response to this increase in imports and the
Japanese complaint, the U.S. Government negotiated OMA's with Korea and Taiwan
in December 1978 to be in force from February 1, 1979, to June 30, 1980. 4/

1/ So-called because sec. 201 sets forth the procedures through which an
industry or other appropriate requesting party may seek higher duties or
quotas through the United States' invoking of Article XIX of the GATT, which
allows a country to "escape" from its trade commitments in certain
circumstances. Not all actions resulting from a sec. 201 proceeding require
the invoking of the escape clause. For example, OMA's do not.

2/ Television Receivers, Color and Monochrome, Assembled or not Assembled,
Finished or not Finished, and Subassemblies Thereof: Report to the President
on Investigation No. TA-201-19 . . . , USITC Publication 808, March I197/7.

3/ For a complete description of OMA's with Japan, Korea, and Taiwan, see
Television Receiving Sets From Japan: Determination of the Commission in
Investigation No. 751-TA-2 . . ., USITC Publication 1153, June 1981.

ﬁ/ The OMA with Korea did not differentiate between complete and incomplete
color television receivers, but the OMA with Taiwan did.
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On May 16, 1980, shortly before the OMA's were to expire, the Commission,
pursuant to section 203 of the Trade Act of 1974, submitted a report to the
President advising that termination of the import relief presently in effect
with respect to color television receivers from Taiwan and Korea would have an
adverse impact on the domestic industry producing such articles and should
rherefore be extended. The report also said that termination of the import
relief on color television receivers from Japan would have little, if any,
adverse impact on the domestic industry. l/ Follow1ng receipt of the
Commission's advice, the President extended the OMA's with Taiwan and Korea

from June 30, 1980, to June 30, 1982, and terminated the OMA with Japan on
June 30, 1980, as scheduled.

The export ceilings under these agreements, as well as the actual U.S.
imports from each of the three countries for which the agreements were in

effect, are shown in table 3.1.

The Estimated Effects of the OMA's on Color Television Sets

The method of calculating the effects of the OMA's on color television
sets is straightforward, with the use of estimated parameters of the
statistical model presented in appendix C. All estimates were limited to the

12-quarter, or 3-year, period covering the third quarter of 1977 through the
second quarter of 1980.

Effects on imports

MacPhee's extrapolation approach was used to estimate the volume of color
television sets that would have been imported in the quarters in which the
OMA's were in effect..g/ The estimated effects are shown in table 3.2.

The total decrease in the volume of imports attributable to the OMA's was
estimated to be 1,113,300 units. 3/ The effect in the third OMA year was
smaller than in the other 2 years. This implies that the large reduction in
imports of Japanese color television sets in the third OMA year was caused not
only by the agreements but also by other factors. One factor that might also
have contributed to the reduction was the substantial increase in capacity and
production in Japanese—owned firms in the United States. 4/ Most inputs or
parts used by Japanese—owned firms were made in Japan. Therefore, the
increase in production in Japanese-owned firms in the United States reduced
imports of assembled Japanese color sets.

lj This is a judgment expressed jointly by Vice Chairman Bill Alberger and
Commissioners George M. Moore, Paula Stern, and Michael J. Calhoun in Color
Television Receivers and Subassemblies Thereof: Report to the President on
Investigation No. TA-203-6 . . ., USITC Publication 1068, May 1980.

2/ MacPhee, op. cit., p. 75.

3/ The total reduction in imports was valued at $267 million based on the
unit value of U.S5. imports of color television sets in 1980.

4/ For expansion of capacity of Japanese-owned firms during the 3 OMA years,
see USITC Publication 1153, June 1981.




16

*SONSST SNOTIBA ‘SISEBITOI SMaU

90TAI9S swo3sn)

SNl pue f{eaaoy

pue ‘uemie] ‘uveder pue sajeig

P93TUN 3Y3 UIOMIIq S,VWO :o0anog

. o

S 6L

.

0S8° /%1 :
00°98T :

| '
R L LI R L T L TR T

)
se ve

e oo

C°66

TI8°1ST
000°€ST

6°€9

s *% es e

699 ‘9¢y
000°€89

1
e oo

e oo

716

ee oo

S8 TIYE
9TveLE

) ]
00 % ee 0% .0t 40 se 40 00
1

oe oo

.

.

e 00 44 oo

e "7 e 0% 40 S5 44 S0 i %% te e ee %0 ag se ae es uu se e %% eu ee a. e

e e

6°08

LSE8TT
000°0LT

L°66

67T
89€“€ST

es %% ee se oy ee

et e ee

oe oo

e oo 4s ee

e oo

e e oo se 4o ee

. oo

[ARTENT

9°20T

056 “%6T
000°06T

S*ve

T96‘18¢€
000095 ‘T

e ve

e 4e oo

.

*e .o e

ee ee 4 e a0

es e as e es ee s 0 4y oo

e oo

v°68

056691
000°06T

€°6S

96€°6Z6
000096 ‘T

*% e es 4e oo

o0 oo ae

e oo es

s se es .0 ae

os se o

“% ee %% es se 40 ee 44 e

1°€6

0L6°9LT
000°06T

1°€0T

899°809°T
000096 T

.
.

EE e L DR 1 CE IR 1§ & & £

VWO 03 s3xodmf jo OT3ey
==—=Ope==~-s5330dWT °g°n TENIOY
==S3TUNe e e e e SUTTTOD VRO
: :839s 939T7dwoouT x0 @397dwWO)
1eax0y

% .s oo

LESE LS T EERI———- 3 & & 1)

: VWO o3 s3aodwy Jo orjey

! e===OP=—w~=s310dWI °*§°n TENIOY

{==S TN e _BUTT T2 VRO
:s39s 939T7dwoouy

S LCDE I SR ——.- 3 3 & EF

: VWO 03 s3aodwl Jo ol3ey

{====0p==w-=s3ja0duy °g°n TEN3OY

=S TUNe e e e BUTT IO VHO

: :s39s ajs1dmo)

tuBMTR]

~=3U9019d e e BUTT IO
VRO 03 s3aoduy jo oryey

{====O0pP==e=-s3jzoduf g TENIOY

=83 TUNec e aeaeBUTT T2 VWO

: :s39s @397dwmoouy

e L EDE 1 ETSR————.- )1 § £ T

e oo e

: VWO ©3 sjaoduy Jo oTl3ey
!====0pP==—=-sjiodur g+ TENIOY
=S TUNee e e e BUTTTOO VRO

H :539s ajordumoy

: cuedep

0861 ‘0¢ @unp :
6/6T ‘T *AON :

0861 Q¢ @unp
~6/6T ‘1 AInr

6/6T ‘TE *3°0
-6/61 ‘T *qa4 :

6L6T ‘0g¢ dunp
-6/6T ‘T *924

oo s

0861 ‘0¢ dunp
-6/61 ‘T LInr

6L6T ‘0 @unp
-8/61 ‘T A&Inr

.
:

861 ‘0¢ @unp
=[/6T ‘T &1np

; We3T pue 9vanog

0861 ‘0€

sunp-//6T ‘T AInr ‘spotaad parjroads £q ‘Sa9AT9091 UOTSTADT] A1070> 3o sjaodut g+ Tenioe pue sSJUTTToD

120dXg——* T € BTqE]



17

Table 3.2.--Estimated effects of the OMA's on imports of color
television receivers, July 1977-June 1980

(In thousands of units)

Period

Decrease in imports

1lst OMA year:

July 1977-June 1978

2nd OMA year:
July 1978-June 1979

3rd OMA year:

July 1979-June 1980

ee 90 e oo 00 e oo O .o

344.1
621.3

147.9

Effects on domestic producer prices

As expected, the imposition of the OMA's on color television receivers
resulted in increases in the annual average producer price of color television
sets according to the market model. The estimated effects ranged from a
0.37-percent (or 0.26 percent in constant dollars) increase in 1977 to a
4.07-percent (or 2.43 percent in constant dollars) increase in 1979. The
following table shows the estimated effects of the OMA's on the average
producer prices of color television sets, measured in current dollars.

Table 3.3.--Estimated effects of the OMA's on domestic prodicer prices

of color television receivers, 1/ July 1977-June 1980

Period

Percentage
of increase

Increase in
unit value

1st OMA year:
July 1977-June 1978

2nd OMA year:

July 1978-June 1979

3rd OMA year

July 1979-June 1980

@0 ®6 e oo 00 oo e 00 oo so ]| ee oo

0.37

3.14

4.07

.
.
.
.
.
-
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.

$ 1.29

11.05

14.30

1/ The prices of color television receivers, which were used by the Bureau
of Labor Statistics to calculate the Producer Price Index, are business-—
confidential data. The estimated effects of OMA's on the average domestic
prices were derived from the Commission's data on the average unit value of
color television sets. For example, the total quantity of shipments of
U.S.-made and imported receivers in the third quarter of 1978 was 2,185,958
and the total value was $761,834,000, as shown in tables 3 and 4 in Color
Television Receivers: U.S. Production, Shipments, Inventories, ExpoTts,

Employment, Man-hours, and Prices, Fourth Calendar Quarter 1980, USITC

Publication 1127, February 1981. The calculated unit value was $348.51. The
estimated effects were based on the 4—-quarter average unit values.
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Effects on domestic demand

Because the OMA's resulted in increased current prices, they reduced
total sales of televisions in the United States to levels below those they
would have reached in the absence of OMA's.. The estimated price elasticity of
demand for color television sets is -0.307. This measure cf the
responsiveness of sales to average price changes was used with the estimated
price changes in table 3.3 to estimate the effects of the OMA's on the

quantity sold to consumers. These estimated effects are shown in the
following tatle.

Table 3.%.--Estimated effects of the OMA's on domestic demand for color
television receivers, July 1977-June 1980

(In units)

¢ Decrease in

Period . : Percentage
¢ domestic :
decrease
: demand :
1st OMA year: : :
July 1977-June 1978 : 7,847 : 0.08
2nd OMA year: : :
July 1978-June 1979 -— : 68,917 : 0.67
3rd OMA year : :
July 1979-June 1980- : 73,725 : 0.75

The effects ranged from a decrease of 7,847 units in the first OMA year
to a decrease of 73,725 units in the third OMA year. For the 3-year period,

the average reduction in the quantity demanded attributable to the OMA's was
estimated to be 0.50 percent.

Effects on domestic production and employment

The reductions in the volume of imports and the quantity purchased caused
by the OMA's had some effects on domestic production. Without considering
chaages in input costs, technology, and other supply-side factors, the
increase in domestic production caused by the OMA's was estimated by
evaluating the OMA-related changes in the quantity demanded and imports. As
shown in table 3.5, the estimated effects of the OMA's on domestic production
ranged from an increase of 74,175 units in the thijrd OMA year to an increase
of 552,365 units in the second OMA year. The total increase for the period
was 962,811 units. In an earlier study, Cunningham and Lin estimated the
increase in domestic production due to the OMA with Japan to be 223,057
units. lj The estimate here is higher because it covers the OMA's with all
three restraining countries.

1/ W. A. Cunningham and C. Y. Lin did not estimate the price elasticity of
demand. The elasticity they used was taken from Margaret Buckler and Clopper
Almond's paper entitled "Import and Export in an Input-—Output Model,"” American
Statistical Association Proceedings (1972). They also used this elasticity to
estimate the welfare cost of the OMA in their paper entitled The Effects of

the Orderly Market Agreement Between Japan and the United States Regarding
Color TV Sets, University of Arkansas, December 1980.
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Table 3.5.--Estimated effects of the OMA's on domestic production of
color television receivers and employment, July 1977-June 1980

Increase in

Increase in

Period : production : employment 1/
: 1,000 units ¢ Man-years
1st OMA year: : :
July 1977-June 1978=~——-————- : 336.2 : 5,237
2nd OMA year: : :
July 1978-June 1979===—===—===; 552.4 : 8,035
3rd OMA year: : :
July 1979-June 1980~--—-—————- : 74.2 : 992
Total : 962.8 : 14,264

}/ Increases in employment include those of related industries such as
electronic components and accessories, electric lighting and wiring
equipment, and household furniture.

The effects of the OMA's on domestic employment were estimated by
applying input—-output coefficients to the estimated changes in domestic
production. As shown in the table 3.5, the estimated effects ranged from an
increase of 992 man-years in the third OMA year to an increase of 8,035
man-years in the second OMA year. 1/ It is estimated that in the absence of
the OMA's, the domestic color television and related industries would have
employed an average of 4,755 fewer workers over the 3-year period.

Total U.S. production of color television receivers increased
continuously, from 5.9 million units in 1976 to 10.7 million units in 1980. 2/
‘Total U.S. imports of color television sets declined sharply in 1979 and 1980,
but the increases in domestic production and the decreases in the imports were
not caused by the OMA's alone. Technological improvements may have also
contributed to these two favorable developments.

As stated in various Commission publications, the labor requirement in
the U.S. color television receiver industry has decreased steadily over the
past decade. §j The direct labor required to produce one color television set
was reduced from 5.83 man-hours in 1978 to 4.18 man-hours in 1980. 4/ Also,

1/4The estimates were based on the direct and indirect labor requirements
for the radio, television, and communications industry (input—output table
sector 56).

2/ See USITC Publication 1153, p. A-25. It is understood that the market
share of foreign—owned firms increased during the 3 years the OMA's were in
effect. Since these firms are classified as U.S. producers, this study has
not disaggregated domestic production by ownership. One indirect effect that
might be caused by the OMA's is related to increased foreign direct
investments in the U.S. color television receiver industry. For U.S.
production in 1978-80, see USITC Publication 1127, February 1981.

3/ See, for example, USITC Publication 1127, February 198l.

Ey It is believed that increased utilization of printed circuit boards,
reduction in the number of parts needed, and intensified use of automatic

assembly equipment were among those factors which reduced direct labor
requirements.
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real producer prices tended to decline in each quarter during 1974-80;
technological improvements reduced real costs of production and strengrhened
the competitiveness of U.S. color sets. The reduction in real producer prices
helped raise both the quantity of color sets purchased and the level of
production. The increase in production was caused partially by technological
change. Thus, the estimated increase in production attributable to the OMA's
does not fully account for the actual increase in production. Increases in
U.S. domestic production and export levels of color television sets
demonstrated that the U.S. producers were able to compete with foreign
suppliers in domestic markets as well as in foreign markets, and it a pears
unlikely that market shares left by Taiwan and Korea will be completely taken
over by other nonrestraining countries.
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to the U.S. footwear industry. He announced that he was directing the

Secretaries of Labor and Commerce to give expeditious consideration to
petitions for such assistance.

In response to a resolution by the Senate Committee on Finance, the
Commission instituted a third escape-clause investigation on nonrubber
footwear (the second under the 1974 Trade Act provisions) on October 5, 1976.
On February 3, 1977, the Commission again reported to the President that the
domestic footwear 1ndustry was being seriously injured by imports and
recommended that a tariff-rate quota system be imposed to remedy the
injury. 1/ President Carter rejected the Commission's recommendation on the
ground that it would be inflationary, and directed the Special Representative
for Trade Negotiations to negotiate OMA's with Taiwan and Korea instead. 2/
Both countries agreed to restrain their exports to the United States.

The OMA's with Taiwan and Korea continued for 4 years, from June 28,
1977, to June 30, 1981. The restrained goods covered a wide variety of
leather, plastic, and fiber footwear, including dress, athletic, and work
shoes, boots, and other casual shoes. The agreements permitted shifts between
categories and carryovers of a category which were not filled in any control
year. 3/ Quotas on leather footwear (other than athletic) from Korea were
substantially underutilized for most of the quota period. The agreed-upon
export quotas in each category, the amended quotas, and the actual imports of
nonrubber footwear are shown in table 4.1.

On December 5, 1980, about 7 months prior to the expiration of the OMA's,
the Commission commenced an investigation under section 203(i)(2) and (i)(3)
of the Trade Act of 1974 in order to advise the President of its judgment as
to the probable economic effect of the extension, reduction, or termination of
relief on the footwear industry. On April 22, 1981, the Commission advised
President Reagan to extend the OMA with Taiwan with regard to the bulk of the
footwear covered thereunder for an additional 2 years at the 1980-81 quota
levels. The Commission also advised that termination of the import relief
presently in effect with respect to imports from Korea—-principally athletic
footwear--would not have a significant adverse economic effect on the domestic
industry and therefore need not be extended. i/ On June 30, 1981, President
Reagan announced that he had decided not to extend either of the OMA's and
that relief would therefore be allowed to terminate at the close of June 30.

1/ Footwear: Report to the President on Investigation No TA-201-18 . . . ,
USITC Publication 799, February 1977.

2/ For a more detailed description of Commission investigations on nonrubber
fogfwear, see app. B of Footwear: Report to the President on Investigation
No. TA-203-7 . . . , USITC Publication 1139, April 1981. The publication also
contains a complete description of the OMA's.

3/ For Taiwan, there can be a shift of up to 10 percent into the leather and
Vlnyl categories; for the other category, a l5-percent shift was agreed to.
For Korea, a 10-percent shift into leather and a 1l5-percent shift into the
athletic and all other categories were permitted.

4/ The Commission further advised that, if import relief with respect to
Taiwan were to be extended, the certificate-of-origin program for imports of
footwear from Hong Kong should likewise be extended, since the program is an
adjunct to the relief with respect to Taiwan. For details of this
investigation, see USITC Publication 1139, April 1981.
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CHAPTER 4. THE EFFECTS OF ORDERLY MARKETING AGREEMENTS
ON NONRUBBER FOOTWEAR

This chapter analyzes the effects of the orderly marketing agreements in
the nonrubber footwear industry. It consists of two sections. The first
section gives background information on these agreements; the second presents
the estimated effects of the OMA's on domestic prices, demand, production, and
employment, as well as on the volume of U.S. imports of nonrubber footwear.

The statistical model used to estimate the economic effects and the sample
data are included in appendix D. :

Background on Orderly Marketing Agreements on Nonrubber Footwear

U.S. imports of nonrubber footwear increased markedly since the
mid-1960's, nearly doubling in value from $89.5 million in 1963 to $155.3
million in 1966. The rapid increase in the imports led to the Commission's
first investigation on footwear. On January 15, 1969, the Commission issued a
report 1/ at the request of the President under section 332 of the Tariff Act
of 1930, in which it gathered information on the economic condition of the
domestic industry and the effects of imports on the industry. The study
concluded that both domestic production and imports are likely tc continue to
increase, and the future competitive position of the domestic producers would

depend on their adoption of technological advances and ingenuity in design and
style.

At the President's request, the Commission instituted an escape-clause
investigation concerning imports of nonrubber footwear, under section
301(b)(1) of the Trade Expansion Act of 1962, on July 15, 1970. As a result
of that investigation, the Commission was equally divided on the question of
different views concerning injury. 2/ No Presidential action was taken on the
basis of the Commission's report.

The Commission instituted a second escape-clause investigation on
September 17, 1975, following receipt of a petition for import relief filed
under section 201(b)(1l) of the Trade Act of 1974 by the American Footwear
Industries Association (AFIA), the Boot & Shoe Workers' Union, and the United
Shoe Workers of America. Upon completion of this investigation, the
Commission found that increased imports were a substantial cause of serious
injury to the domestic industry. On February 20, 1976, the Commission
submitted the results of the investigation to the President and recommended
three courses of action to remedy the injury: tariff increases, tariff-rate
quotas, and adjustment assistance. 3/ On April 16, 1976, President Ford
announced that he had determined that relief in the form of tariffs or tariff
quotas was not in the national economic interest and that he had concluded
that adjustment assistance was the most effective remedy for relief of injury

1/ Nonrubber Footwear: Report to the President on Investigation No. 332-56
+ o+ o, TC Publication 276, 1969.
injury. On January 15, 1971, the Commission reported to the President its

2/ Nonrubber Footwear: Report to the President on Investigation No. TEA-I-18
. - ., TC Publication 359, January 1971.

3/ Footwear: Report to the President on Investigation No. TA-201-7 . . . ,
USITC Publication 758, February 1976.
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The Estimated Effects of OMA's on Nonrubber Footwear

By using estimated coefficients of the statistical model as described in
appendix D, estimates of the effects of the OMA's on domestic prices,

consumption, production, employment, and import levels for nonrubber footwear
- were derived. All estimated effects of the OMA's are included in table 4.2.

Effects on imports

Although the two OMA's limited the volume of U.S. imports of nonrubber
footwear from the restraining countries, the quantitative restraints were
largely offset by increases in the imports from nonrestraining countries.
Because the production of footwear requires relatively low technological
requirements compared with production in other industries, and is highly labor
intensive, substitution of exports from labor-rich nonrestraining countries
for exports from the OMA countries occurred. This study is interested in the
effect of the OMA's on imports of nonrubber footwear from all countries; thus,
the estimated income elasticity in the import demand equation (D.2B in app. D)
and MacPhee's extrapolation method were used to calculate the effects of the
OMA's on the levels of total imports. The estimated annual reductions in
imports of nonrubber footwear attributable to OMA's ranged from 6.12 percent
in 1979 to 8.65 percent in 1977, as shown in table 4.2. In the absence of the
OMA's, the estimated total level of the imports in the 3-year period would

have been 87.92 million pairs higher than the actual level of the footwear
imports. 1/

Table 4.2.--Estimated effects of the OMA's on nonrubber footwear, 1977-79

Item ©oo1977 % 1978 P 1979
Changes in imports: : : :
million pairs - ¢ -31.84 : -31.33 : -24.75
Percent of observed imports : 8.65 : 8.39 : 6.12

Changes in domestic price: :

*e  ee oo

$0.10 : $1.07

per pair ——————————— $0.04
Percent of observed price : 0.47 1.13 10.05
Changes in demand: 3 : :
million pairs : -0.440 : ~1.055 : -9.573
Percent of observed demand : 0.06 : 0.13 : 1.21
Changes in domestic production: : : :
million pairs , : 31.40 :  30.28 : 15.18
- Percent of observed domestic shipments=————-: 7.51 7.23 3.81
Changes in domestic employment: 1/ : : :
man-years ' : 18,226 : 17,666 : 9,406

1/ Changes in employment include those of related industries such as leather
tanning and finishing, plastics and synthetic materials, and textiles.

l/ The total reduction in imports was valued at $527 million based on the
unit value of U.S. imports of nonrubber footwear in 1979.
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Effects on domestic producer prices

During the sample period, the General Producer Price Index for all
commodities rose more rapidly than the average producer price of nonrubber
footwear. Thus, the real producer price (i.e., the producer price of
nonrubber footwear deflated by the General Producer Price Index) declined
slightly over the sample period. l/ Annual increases in the average producer
price, above what they would have been without export restraints, were
estimated to range from 0.47 percent in 1977 to 10.05 percent in 1979. 1In
current dollars, the estimated increases in the average producer price during
the 3 years ranged from $0.04 per pair in 1977 to $1.07 per pair in 1979. 2/

Effects on domestic demand

k3

Domestic consumption, or demand for nonrubber footwear, is affected by
the levels of domestic prices and imports. The estimate of the price
elasticity of demand for nonrubber footwear is -0.12, and the estimated OMA
effects on the average producer price for each of the 3 years were increases
of 0.47, 1.13, and 10.05 percent, respectively. Therefore, the estimated
effects of the OMA's on domestic demand ranged from a reduction of 440,093
pairs in 1977 to a reduction of 9,573,229 pairs in 1979, as shown in table
4.2. The total reduction in domestic demand due to the OMA's in the 3 years
was 11,068,000 pairs.

Effects on domestic production and employment

As shown in figure A.4 (app. A), the effects of the OMA's on domestic
production were determined by changes in domestic demand and imports.
Estimates of the annual effects on domestic production ranged from an increase
of 15.18 million pairs in 1979 to 31.40 million pairs in 1977. For the 3-year
period, the OMA's increased domestic production by an estimated 76.9 million
pairs, valued at $815 million in 1979 dollars. With this figure, the effect
of rhe OMA's on domestic employment may be estimated. Based on direct and
indirect labor requirements for the footwear and other leather products
industry (sector 34 of the input—output table), the estimates of the annual
effects of the OMA's on domestic employment ranged from 9,406 man-years in
1979 to 18,226 man-years in 1977. The OMA's saved an estimated average of
15,099 jobs each year over the 3-year period.

1/ The sample period of this study covers 1967 to 1979. All sample data are
included in app. D.

2/ The estimates were based on the average unit values of domestic shipments
calculated from total quantities and values of shipments published in Footwear
Manual, 1981, AFIA, p. 4. The average unit values for 1977, 1978, and 1979
were $8 53, $9 20, and $10.60, respectively.
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CHAPTER 5. CONCLUSIONS

The statistical analyses of the effects of the VRA's in the steel
industry and the OMA's in the television and footwear industries found
similarities and differences in the three industries.

As expected, in general, the arrangements and agreements served the
purpose of limiting U.S. imports of steel, color television receivers, and
footwear. As estimated by this study, the VRA's reduced the volume of steel
imports by 2C.1 percent. The OMA's decreased the volumes of imports of color
telzvision receivers and footwear by an estimated 3.7 percent and 7.7 percent,
respectively. The VRA's in the steel industry seem to have been more
effactive than the OMA's in the color television receiver and footwear
indistries. This was related ro the degree of substitutability of exports
fron the nonrestraininz countries for exports from restraining countries.

Substitutability depends on the ability of nonrestraining countries to
produce similar products and the efficiency with which they do so. Compared
with the other two industries, the steel industry has had less substitutability
beciuse it requires a larger amount of capital equipment ‘and relatively
skilled labor. In the color television receiver and footwear industries
substitutability is high because these industries require n2ither as much
capital equipment nor skilled labor as the steel industry. 1In the case of
color television receivers, labor-rich countries such as Korea were able to
expand their production capacity rapidly and capture much of the market share
lost by Japan. Therefore, source substitutability appears to be an important
determinant of the effectiveness of the restraints.

Statistical results of this study also indicate that the VRA's and the
OMA's re<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>