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classified by the United States Trade Representative or would result in the
disclosure of the operations of individual concerns. This published report
is the same as the report to the President, except that the above-mentioned
information has been omitted. Such omissions are indicated by asterisks.
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Preface

The Commission instituted the investigation, Nos. TA-131(b)-13, TA-
503(a)-17, and 332-266, under sections 131(b) and 503(a) of the Trade Act
of 1974 (19 U.S.C. 2151(b) and 2463(a) and section 332(g) of the Tariff Act
of 1930 (19 U.S.C. 1332(g)), Probable Economic Effects of Providing Duty-
Free Treatment for Watches under the Generalized System of Preferences, on
Nov. 7, 1988, following receipt on Oct. 18, 1988, of a letter from the U.S.
Trade Representative (USTR). The request was made following the acceptance
for review by the Trade Policy Staff Committee of a petition from Timex
Corporation for the addition of watches to the list of articles eligible
for duty-free treatment under the Generalized System of Preferences (GSP).
The information requested was further clarified in a letter from the USTR
dated Jan. 31, 1989. Copies of the October and January letters are
reproduced in appendix A, the 58 Harmonized Tariff Schedule of the United
States subheadings pertaining to watches are listed in appendix B, and a
copy of the Commission's notice of investigation is reproduced in appendix
c. 1/

In his letter the USTR notified the Commission that watches provided
for in headings 9101 and 9102 of the Harmonized Tariff Schedule of the
United States (HTS) are being considered for designation as eligible
articles for purposes of the GSP. He requested, pursuant to sections
131(a) and 503(a) of the Trade Act, that the Commission provide its advice,
with respect to the watches provided for in each 8-digit subheading under
HTS heading 9101 and 9102, as to the probable economic effect on U.S.
industries producing or assembling watches and U.S. industries producing or
assembling watch bands, straps or bracelets and on U.S. consumers. He
asked that separate advice be provided for the watch manufacturing and
assembly industry and the watch band, strap and bracelet manufacturing and
assembly industry and for each geographic area (the United States and U.S.
insular possessions). In providing its advice, the Commission was
requested to assume that benefits of the GSP would not apply to imports
that would be excluded from receiving such benefits by virtue of the
"competitive need" limits specified in section 504(c) of the Trade Act.

With respect to the injury determination required by section
503(c) (1) (B) of the Trade Act (as amended by section 1903 of the Omnibus
Trade and Competitiveness Act of 1988), the USTR requested (as amended by
letter of Jan. 31, 1989) that the Commission provide data and/or
information and analysis, to the extent possible, for the most recent 3-
year period for each of such industries with regard to annual production,
capacity, capacity utilization, domestic shipments, exports, inventories,
employment, wages, and financial experience; the potential decline in
output, market share, profits, productivity, and return on investment; the
potential negative effects on cash flow, and ability to raise capital and
investment; any rapid increases in import penetration and the likelihood
that such penetration will rise to an injurious level; factors affecting

1/ A copy of the 1ist of participants in the Commission's hearing appears
in appendix D.
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domestic prices; and any other factors the Commission deems relevant. In
addition, he requested that the Commission provide data, to the extent
possible, for the most recent 3-year period for current end potential
foreign producers, current and potential production capacity and capacity
utilization, domestic shipments, and exports to the U.S. and other markets.

With respect to the finding required under section 504(d) of the Trade
Act, the USTR requested, pursuant to the authority of section 332(g) of the
Tariff Act of 1930, that the Commission provide advice with respect to
whether articles like or directly competitive with the watches described in
each 8-digit subheading of the headings, 9101 and 9102, of the HTS were
being produced in the United States on Jan. 3, 1985.

The USTR requested that such advice be furnished as soon as possible,
but not later than 6 months after receipt of the request (Apr. 18, 1989).

In the course of this investigation, the Commission collected data and
information from questionnaires sent to assemblers, producers, and
importers of watches and watch bands, straps, and bracelets in the United
States and the U.S. insular possessions. In addition, information was
gathered from various public and private sources; overseas posts of the
U.S. Department of State; fieldwork in the United States and the U.S.
Virgin Islands; and from Commission files.

il
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CHAPTER 1. INTRODUCTION AND REVIEW OF LEGISLATION
The Purpose of the Study

The purpose of the study is to provide advice and information to the
USTR that will assist the USTR and the President in making certain
determinations under title V of the Trade Act of 1974, as amended by
section 1903 of the Omnibus Trade and Competitiveness Act of 1988, with
respect to whether watches provided for in headings 9101 and 9102 of the
Harmonized Tariff Schedule of the United States (HTSUS) should be
designated as eligible articles for purposes of the Generalized System of
Preferences.

The USTR requested, pursuant to sections 131(a) and 503(a) of the
Trade Act, that the Commission provide advice, with respect to the watches
provided for in each 8-digit subheading under HTSUS headings 9101 and 9102,
as to the probable economic effect on U.S. industries producing or
assembling watches and on U.S. consumers. He asked that separate advice be
provided for the watch manufacturing and assembly industry and the watch
band, strap and bracelet manufacturing and assembly industry and for each
geographic area (the United States and U.S. insular possessions). 1/ 2/ In
providing its advice, the Commission was requested to assume that benefits
of the GSP would not apply to imports that would be excluded from receiving
such benefits by virtue of the "competitive need" limits specified in
section 504(c) of the Trade Act.

With respect to the injury determination required by section
503(c) (1) (B) of the Trade Act (as amended by section 1903 of the Omnibus
Trade and Competitiveness Act of 1988), the USTR requested (as amended by
letter of January 31, 1989) that the Commission provide data and/or
information and analysis to the extent possible for the most recent 3-year
period for each of such industries with regard to annual production,
capacity, capacity utilization, domestic shipments, exports, inventories,
employment, wages, and financial experience; the potential decline in
output, market share, profits, productivity, and return on investment; the
potential negative effects on cash flow, and ability to raise capital and
investment; any rapid increases in import penetration and the likelihood
that such penetration will rise to an injurious level; factors affecting
domestic prices; and any other factors the Commission deems relevant. In
addition, he requested that the Commission provide data for the most recent
3-year period for current and potential foreign producers, current and
potential production capacity and capacity utilization, domestic shipments,
and exports to the U.S. and other markets.

1/ Further use of the term, "United States," refers only to the 50

states, the District of Columbia, and Puerto Rico. The term "Insular
possessions'" refers only to the U.S. Virgin Islands and Guam.

2/ Section iv of Headnote 3(a) of the TSUS and the HTSUS describes special
duty provisions that apply to products of insular possessions (app. E).
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With respect to the finding required under section 504(d) of the Trade
Act, the USTR requested, pursuant to the authority of section 332(g) of the
Tariff Act of 1930, that the Commission provide advice with respect to
whether articles like or directly competitive with the watches described in
each 8-digit subheading of the headings 9101 and 9102 of the HTSUS were
being produced in the United States on January 3, 1985.

The USTR requested that such advice be furnished as soon as possible,
but not later than 6 months after receipt of the request (April 18, 1989).
The following section reviews legislation pertaining to watches (See app. E
for copies of headnote 3(a), the legislation as it appears in the United
States Code, and the notices related to this legislation that appeared in
the Federal Register).

Legislative Background

Public Law 93-618: Jan. 3, 1975 (Trade Act of 1974)

The Trade Act of 1974, which provided for the GSP program,
specifically excluded watches from eligibility for duty-free treatment
because watches were determined to be "import sensitive articles." (see
section 503(c) (1) of the Trade Act of 1974, 19 U.S.C. 2463(c)(1)). The
report of the Senate Committee on Finance on the bill that became the Trade
Act of 1974 also notes that Congress was concerned with the effect that GSP
would have on the economies of the U.S. insular possessions. 1/

1/As the Senate report notes,
...General headnote 3(a) of the Tariff Schedules of the United States
would be amended to assure that, subject to Sections 503(b) (2) (rules
of origin) and 504(c) (competitive need limitations), insular
possessions would receive duty treatment no less favorable than that
afforded to any country designated a beneficiary in accordance with
this title. '

This provision is not intended to impair any benefits that these
possessions are receiving by reason of headnote 3(a) to the Tariff
Schedules of the United States. The Committee strongly believes that
the products of U.S. insular possessions should under no circumstances
be treated less advantageously than those of foreign countries.

...in determining eligibility of an article under this title, the
President should take into account the extent to which duty-free
treatment of such articles from the insular possessions are presently
contributing to the economic well-being and development of the insular
possessions, and the extent to which such trade would be adversely
affected if such articles were to be made eligible for generalized
tariff preferences.

Report of the Committe on Finance United States Senate, Together with

Additional Views on H.R.10710, pp. 222-23.
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Public Law 94-88; Aug. 9, 1975

This legislation amended the TSUS to provide duty-free treatment to
watches and watch movements manufactured in any insular possession of the
United States if foreign materials did not exceed 70 percent of the total
value of such watches and watch movements. 1/

Public Law 97-446; Jan. 12, 1983

In response to changing market conditions that had had an adverse
impact on the U.S. insular possessions watch industry, Congress passed
legislation that was designed to "...spur production in the insular
possessions and to encourage those producers who are there to stay and
those producers who have left to potentially return." 2/ The legislation
modified headnote 3(a) of the TSUS (e.g., the foreign-content limitations
pertaining to watch components were relaxed) and provided production
incentives in the form of a wage rebate program. 3/

Public Law 100-418; Aug. 23, 1988, The Omnibus Trade and Competitiveness
Act of 1988

The Omnibus Trade and Competitiveness Act of 1988 amended section
503(c) (1) of the Trade Act of 1974 to permit the President to designate

watches as eligible for duty-free treatment under the GSP if he determined,

after public notice and comment, that such designation will not cause

material injury to watch or watch band, strap or bracelet manufacturing and

assembly operations in the United States or U.S. insular possessions.
More specifically, section 503(c) (1) was amended as follows:

(B) watches, except those watches entered after June 30, 1989, that
the President, through the United States Trade Representative,
specifically determines, after public notice and comment, will not
cause material injury to watch or watch band, strap or bracelet
manufacturing and assembly operations in the United States or the
United States insular possessions. 4/

The 1988 act did not alter the production incentives or general headnote
changes made by Public Law 97-446.

1/ Public Law 94-241, enacted on Mar. 24, 1976, entitled the Northern
Mariana Islands to the same tariff privileges as Guam.

2/ United States Code: Congressional and Administrative News, 97th
Congress——Second Session, 1982, vol. 4, p. 4091.

3/ The legislation specifies the requirements and limitations for the
production incentive program (see app. E). -

4/ Public Law 100-418--Aug. 23, 1988, 102 Stat. 1313.

1-3
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Information Sources

Information sources include questionnaires, fieldwork (domestic and
U.S. Virgin Islands), government data (including the Department of Commerce
and appropriate U.S. embassies and Commission files). In addition, the
Commission collected information through its public hearing, written
submissions from interested parties, and secondary, nongovernmental
sources.

Questionnaires were sent to nine U.S. assemblers; eight U.S. insular
possessions assemblers; seven U.S. watch strap, band, and bracelet
producers; and nine U.S. importers of watches.

Formulation of Questionnaire Product Categories

The large number of individual headings and subheadings for watches in
the Harmonized Tariff Schedule of the United States and the manner in which
these subheadings are organized make comparisons related to product value
or style difficult. Therefore, Commission staff created product categories
that reflect product value (in terms of precious-metal content) and product
style in order to collect data that would be roughly comparable given the
thousands of watch styles available in the United States. (See app. F for a
description of the product categories).
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CHAPTER 2. PRODUCT DESCRIPTION AND USES
Description and Uses
Watches

Watches are timepieces designed to be worn or carried on or about the
person. The most common type of watch is the wristwatch, but watches may
also be carried in the pocket, set in rings, or worn about the neck.
Timepieces incorporating any type of stand are not classified as watches,
nor are watches set in pens, or in other apparatus not specifically
designed to be carried on or about the person. Watches may be mechanically
or electrically powered, and the timekeeping function may be either
mechanically or electronically regulated; they may have mechanical (analog)
displays, opto-electronic (digital) displays, or both. Quartz analog
watches make up the most significant portion of this group of products in
terms of U.S. imports and domestic shipments. Quartz analog watches
accounted for over 74 percent of the value of U.S. watch imports in
1988. 1/ Quartz analog watches constituted *** percent of total shipments
of watches assembled in the United States in 1988. 2/

The major components of a watch are the movement; the watch case; the
watch band, strap, or bracelet; and the battery. The watch movement
performs the time regulating function. The term watch movement includes
movements with a balance wheel and hairspring, quartz crystal, or any other
system capable of determining intervals of time. The watch case includes
the inner and outer cases, case backs, and containers and houses for
movements, together with parts and pieces, such as, but not limited to,
rings, posts, and frames.

Prior to the early 1970s, watches generally were used as timekeeping
devices. The value of the watch was related to the cost of its movement as
well as its case and bracelet. There was a wide range of prices for
movements, based on their respective accuracy. Quartz technology allowed
producers to make movements with a high degree of accuracy at a relatively

1/ Based on official data of the U.S. Department of Commerce.
2/ Based on data submitted in response to questionnaires of the U.S.
International Trade Commission.
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low cost. 1/ With a quartz watch, the value of the watch is primarily a
function of the cost of the case and bracelet.

Although the primary function of a watch remains one of timekeeping, a
secondary use as jewelry, fashicn accessories, or other articles of
adornment has grown since quartz analog watches were introduced
commercially. In response to this change in technology, watch
manufacturers worldwide not only shifted a large percentage of their
operations from mechanical to quartz analog or digital, but also focused
their efforts on developing new styles for watches. By producing
relatively low-cost accurate watches and by promoting watches as jewelry or
fashion accessories, watch manufacturers were able to increase consumer
demand for watches, because consumers were more likely to purchase more
than one watch. Watch producers' marketing efforts focused on reinforcing
brand-name recognition and highlighting new design lines in order to
maintain or increase their respective shares of the growing market.

The watch case, and particularly the plating thickness of precious
metal on most metal watch cases, is now the most important physical
determinant of quality and price. Gold is most commonly used for cladding
and plating watch cases. The better quality watches are plated with a
greater thickness of gold or other precious metal to assure satisfactory
wearability and low return rates. With nearly all quartz analog watches
offering roughly equivalent timekeeping ability, differentiation among
watch types is no longer highly dependent on the quality of the movement or
the number of jewels. 2/

Differentiation, to a large extent, is a function of design,
marketing, and outward appearance. The cost of gold on the case is a
significant expense, and manufacturers attempt to match the quality of a
watch movement with the thickness of gold plating on the case and band.

The highest end watches are those that are actually made of precious metal.
The next most expensive are generally watches clad with precious metal by

1/ At the heart of quartz technology are two electronic devices, the
integrated circuit, and the quartz crystal. A watch integrated circuit
opens a switch and transfers electric energy from the battery to the motor.
The integrated circuit is regulated by the quartz crystal, which vibrates
at a very high frequency. The advantage to this high-frequency oscillation
over mechanical, low-frequency oscillation is increased accuracy. A
certified mechanical Swiss chronometer must run at an accuracy of

10 sec/day; a good-quality quartz watch may be accurate to within

0.2 sec/day, or 50 times as accurate as the best mechanical movement.
Quartz analog watches are also much less affected by temperature
fluctuations or the position they are worn in than are mechanical watches.
2/ According to industry sources, jewels in a quartz movement add little to
its value, except that, in some instances, they aid in movement assembly
operations. Quartz watches assembled in the United States, the U.S. insular
possessions, and elsewhere differ little in terms of the number of jewels
contained in their respective movements.
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mechanical means. Finally, there are those watches that are plated with
precious metal by electrochemical means. In general, for watches that are
plated with precious metal, industry sources consider a watch plated to
less than 1 micron to be of lesser quality because the plating is less
durable. A "good" quality watch will usually be plated with 1 to 3 microns
of precious metal, and its crown to not less than 2 microns because of the
wear this part receives. "Better" quality watches are plated with 3 to 7
microns and the "best" are plated with more than 7 microns. Some makers
plate to as great as 10 microns, but this is not common since
electroplating to this thickness often results in a deterioration of the
brilliance of the gold plating. Watches plated to a thickness of less than
1 micron generally retail for less than $30. Watches plated to a thickness
of between 1 and 3 microns usually retail from between $30 and $125, those
plated between 3 and 7 microns generally retail from between $125 and $300,
and those plated in excess of 7 microns generally retail at over $250.
Gold-clad watches retail from $150 on up and solid gold watches at upwards
of $§250. 1/

The cost added to a watch from goldplating is a function of the
plating thickness; flash goldplating (less than 1 micron) may add as much
as $.70 to the cost of manufacturing a watch; gold plating of 2 microns may
cost as much as $7.00 and may increase the cost of a watch at the retail
level by $30.00 or more. The cost of the gold in an average man's watch
(for the watchcase alone) ia approximately $2.10 to $2.50. 2/ One
manufacturer reported that it attempted to cut costs by plating to
thicknesses of less than 0.5 micron. However, the firm's return rate
increased as a result of defective finishes caused by the reduction in gold
content; this increase forced the firm to resume plating to a thickness of
1 micron.

For the most part, there are few differences between watches assembled
in the United States, the U.S. insular possessions, and other countries.
The U.S. and U.S. insular possessions assemblers produce quartz analog
watches primarily 3/, as do Japanese and European producers. Digital
watches are produced primarily in low-wage-cost Asian countries.

Mechanical watches continue to be produced (assembled) worldwide. As the
demand for mechanical watches declines, production capacity and actual
production also decline. : ‘

Watches and watch bracelets produced or assembled in the United
States, the U.S. insular possessions, and elsewhere are plated with gold or

1/ These price ranges may vary considerably depending on the type of

watch bracelet attached to the watch. A watch with an integrated band that
is clad with gold would be significantly more expensive than a similar
watch with a leather band.

2/ This estimate assumes that the gold is valued at $420 per oz.

3/ Because the U.S. insular possessions assemblers and the U.S. assemblers
are marketing v1rtua11y all of their watches in the United States, the
range of watch styles is similar for both industries.
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other precious metals to the full range of thicknesses. The most common
micron range in the United States and the U.S. insular possessions is
between 1 and 3 microns. This is also the most common range for much of
what is imported into the United States. A large percentage of U.S.
imports from Japan and Europe (especially Switzerland) tend to be plated to
over 3 microns or made of solid gold or other precious metal. Imports from
Hong Kong generally are plated with precious metal to under 3 microns.

According to U.$S. Government sources and industry sources in the
respective countries, much of what is produced in various GSP countries
also is plated with precious metal to less than 3 microns. Nonetheless,
producers (or assemblers) in these countries have the capacity to produce
all types of quartz analog watches. * % *

Watch bands, straps, and bracelets

Watchbands are typically made of metal, leather, plastic, or textile.
There are three general types of metal bands or bracelets--expansion,
solid, or linked. Metal bands are often soldered or otherwise permanently
attached to the watch case to form what is called an integrated bracelet.
Metal bands or bracelets may be solid precious metal, clad or plated with
precious metal to various thicknesses, or made of stainless steel or other
base metal.

Leather bands or straps are used mostly with quartz analog or
mechanical watches. Plastic bands are used on lower cost quartz analog
watches and on many digital watches. Textile bands are used on lower cost
watches of all types.

Because watches that are assembled in the U.S. insular possessions and
the United States or are imported into the United States are targeted for
the same markets, the watch assemblers generally use similar types of watch
bands, straps, or bracelets. The type of watch case determines, more often
than not, the type of band, strap, or bracelet attached to it.

Manufacturing Process

Assembly

Watch movement assembly is the process of fitting together the various
movement components. For mechanical watch movements, assembly includes
that of a movement blank from the main plate, bridges, the train, and the
winding and setting mechanisms. For electronic watch movements, the
movement frame, integrated circuit, quartz crystal, coil and coil core,
stepping motor, train, gears, and other parts are assembled.
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Watch assembly entails five basic steps: 1) imprinting the dial (with
a brand name, country of origin, etc.); 2) attaching crowns and stems and
then dials and hands to the preassembled movement; 3) placing the resultant
assembly into the watch case; 4) gluing or pressing the crystal in place;
and 5) testing and adjusting for water resistance and accuracy. Completing
the watch also entails attaching a watch band, strap, or bracelet; in some
cases, the bracelet is permanently attached to the case when the case is
manufactured. However, for the purpose of this investigation, operations
that consist solely of attaching bands, testing for water resistance or
accuracy, and/or other operations incidental to the creation of a
substantially complete watch were not defined as assembly operations.

Precious metal in the manufacturing process

There are three ways to incorporate precious metal into watch cases
and watchbands in addition to manufacturing the case and band entirely from
precious metal. The first method, mechanical cladding, entails
mechanically bonding a layer of precious metal to a base metal. The
second, electroplating, includes flashplating and acidplating. Another
technology, called ion-deposition gold plating--similar in quality to
flashplating--is also being used.

So0lid gold.--Solid gold cases and bands are produced primarily in
Europe and the United States. The price of such products varies with the
size, type, and the amount of gold in the case or bracelet. Most solid
gold cases and bracelets manufactured in the United States use 14 kt gold,
whereas European cases of this type are usually made of 18 kt gold.

Mechanical cladding.--Firms generally achieve a better quality product
by using mechanical means (such as soldering or welding) rather than
chemical means to bind the gold to the base metal. Typically, a sheet of
base metal, such as brass, is plated with a layer of 14 kt or 18 kt gold,
in a ratio of 1:20 by weight. The gold and brass are alternately heated
and rolled until they are of the proper thickness. One micron is
equivalent to approximately forty millionths of an inch, and the minimum
thickness that the Federal Trade Commission permits for watches referred to
as gold filled is three thousand millionths of an inch. This type of watch
case is made less frequently today; for the most part, firms in the United
States and elsewhere use electroplating rather than mechanical cladding to
bind gold to the base metal. However, some firms manufacturing watch bands
and bracelets in the United States continue to use the mechanical cladding
method, particularly for non-expansion bracelets.

Electroplating.--Typically, electroplating starts with a brass,
nickel-steel, or other alloy metal watch case or a stainless-steel
watchband. After preparation, the case or band is plated in a nickel
sulfate bath that applies a nickel coating to which the gold can adhere.
The article is then dipped in a gold cyanide salt solution, and an electric
current is applied. The article, acting as the cathode, is plated with the
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gold that is in the plating solution to a thickness of between less than
0.1 and 10 microns, depending on how long it remains in the bath. 1/

Flashplating and acid, or micron, plating are similar processes except
that objects that are flash plated are left in the plating solution for
less than one minute; objects that are acid plated are left in a plating
solution for 20 minutes to 3 hours. Also, the respective acid-plating
solutions are slightly different. Flashplating deposits a very thin layer,
usually of gold, on a base-metal surface; the layer is less than 0.1 micron
of gold, which is worn away quickly by friction. The process generally is
used to apply a shiny finish to a watch or bracelet that has a brass or
gold-colored base metal, mainly to enhance the appearance for retail sale
of the item. :

Ion-deposition.--Ion-deposition plating uses microwave radiation to
stimulate gold ions in a vacuum chamber; the ions are then deposited in a
thin layer on the surface of a base-metal watch case placed in the chamber.
This method also applies a very thin layer of gold that rubs off quickly
when worn. Although this method is used to plate watchbands, the process
plates all of the expansion band, including the moving parts, and therefore
must be applied very thinly; otherwise, the expansion springs bind, leading
to problems with wear.

There are other types of precious metals available for plating, but
they are uncommon. For example, women's watch cases and bracelets made of
silver currently are in fashion; however, industry analysts expect demand
for these watches to level off and even decline in the next few years as
consumer preferences shift again.

Differences in Manufacturing Process by Country

Watches are made essentially the same way the world over; differences
occur mainly in levels of automation. The Swiss reportedly have achieved a
very high degree of automation in the production of the Swatch watch, using
a closely held proprietary manufacturing method; Swatch watch assembly
lines generally only require operators to set up and monitor the assembly
equipment. Certain Japanese firms have developed similar methods. 2/ For
movement assembly, the large Japanese and Swiss producers reportedly also
have invested in and achieved a very high degree of automation in their

1/ This process is the one most commonly used by watch and watch parts
producers worldwide.

2/ Japanese firms, according to industry sources, have also developed
highly automated assembly systems for certain types of watches. Seiko
Instruments and Electronics, for example, has developed robots and image
processing devices to assemble watches. T. Sigo, M. Takada, S. Yamazaki,
and Y. Takahashi, "An Automated Assembly Line for Wrist Watches using
Robots with Vision," The International Journal of Advanced Manufacturing
Technology, 1(2) 57-67, 1986, p. 57.
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domestic plants, using robotics and pneumatic tools to the extent possible.
Movement manufacturers with sufficient investment capital generally use
automation equipment for the assembly of their lower end production,
preferring to use skilled hand labor for the higher value items for which
the labor component makes up a smaller percentage of the total cost. For
other watch producers, the manufacturing and assembly of watches remains a
series of labor-intensive operations and the degree of automation is
determined by the cost effectiveness of investment in automation equipment
versus contracting out assembly work to lower wage areas. 1/

Watch assembly is labor intensive, generally requiring a minimum of
capital, except for certain testing equipment and assembly benches. Watch
assemblers can generally be trained in 3 months or less. With the
predominance of electronics involved in quartz watch manufacturing, skilled
technical labor has been reduced substantially from that required for
making mechanical watches. Watch parts manufacturing is done by the larger
watch firms in Japan, Switzerland, and in the United States, * * *

and is substantially more capital intensive than is watch or watch
movement assembly.

Watch operations in GSP countries generally are fairly labor
intensive. This is particularly true of the watch assembly operations.
For the most part, companies located in the GSP-eligible countries assemble
movements as well as the watch itself. However, some companies * * *

* % %

Companies in GSP-beneficiary countries such as Thailand have shown
that they are capable of manufacturing products such as watch cases and
bracelets; the production processes for both of these products is somewhat
capital intensive. The establishment of watch components production allows
the Thai industry to develop a limited degree of vertical integration,
reducing its watch assemblers' need for imported components.

Substitute Products

Watches used either as personal timekeeping devices or as articles of
personal adornment are not readily substitutable for other types of jewelry
or for other timekeeping devices. Despite the proliferation of electronic
devices, such as microwaves, or other appliances incorporating a watch or
clock movement, there are few portable products available to substitute for

1/ Watch assemblers in the United States and the U.S. insular possessions
generally use labor-intensive methods to assemble watch movements and

POTENROSOY

watches. Some firms * * * than others.
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wrist or pocket watches. One exception might be products that are carried
on or about the person, such as a pen or lighter containing a watch module.

U.S. Tariff Treatment

The current U.S. rates of duty for watches produced in countries
receiving most-favored-nation status appear in table 2-1. Watches are
covered under chapter 91 of the Harmonized Tariff Schedule of the United
States (HTSUS) and include articles under headings 9101 and 9102, (See app.
B.) For the most part, the conversion from the Tariff Schedules of the
United States (TSUS) to the HTSUS maintained TSUS watch breakouts under the
new classification system. The TSUS, which classified watches under item
715.05, reflected the tariff structure dating from 1930, which was based on
mechanical watch technology. In a series of rulings culminated in a ruling
of March 25, 1982, the U.S. Court of Customs and Patent Appeals decided
that opto-electronic watches did not fit the TSUS customs classification
for a watch, and reclassified them as "electrical articles and electrical
parts of articles n.s.p.f." 1/ A separate item number, 688.36 was created
in July 1982 for solid-state watches, clocks, and modules. Under the TSUS,
the duty on a watch classified under schedule 7 was determined by viewing
the case, module, and bracelet separately, whereas for solid-state watches,
the duty was calculated on the article as an entirety. Products containing
watch modules such as pens and lighters were classified under item
688.43.50 as an article incorporating a watch module.

The conversion to the HTSUS changed the classification of watches from
a "constructive separation" method, whereby each component of a watch is
assessed a separate duty, to a simplified method using a composite duty
rate that enables the entire article to fall under one subheading. The
conversion resulted in a more complex rate structure, but a simplified
classification system. 2/

The duty rates for watches with cases of precious metal or clad with
precious metal, classified under heading 9101, are combination rates, based
on a standard 6.25 percent rate for the case, and the band, strap, or
bracelet, and a specific duty on the movement that varies according to the
type of watch. Batteries for watches of this type are also assessed an
additional 5.3 percent duty. For duty rates for other watches, classified
under heading 9102, one rate of duty is used for cases (4 cents each, plus
6 percent ad valorem), and two rates are used for the straps, bracelets or
bands. One rate is used for both base-metal and textile (synthetic and
manmade) bands (14 percent ad valorem). All other straps, including
leather and rubber or plastic bands, are dutiable at 2.8 percent. Under
the HTSUS, watch straps entered with wristwatches, attached or otherwise,
are classified with the watch.

1/ Executive Order No. 12371, effective July 13, 1982.
2/ See app. G for a concordance between the HTSUS and the TSUS.
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