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PREFACE

On June 5, 1992. the United States International Trade Commission instituted investigation No.
332-325. The Economic Effects of Significant U.S. Import Restraints. Theinvestigation,
conducted under section 332(g) of the Tariff Act of 1930. isin responseto arequest from the United
States Trade Representative (USTR), see appendix A. The USTR requested that earlier studieson

the economic effects of significant U.S. import restraints be periodically updated by the
Commission. Thisstudy isthefirst update.

The purpose of thisstudy isto assessthe impact of significant U.S. import restraintson U.S.
firms, workers, and consumersand on the net economic welfare of the United States. In particular,
the USTR requested an assessment of the economywide effects of liberalizing significant U.S.
restraintsindividually aswell as collectively.

Public notice of this investigation was given by posting a copy of the natice in the Office of the
Secretary, United States International Trade Commission, Washington. DC, and by publishing the
noticein the Federal Register of June 17, 1992 (57 F.R. 27063-27064), see appendix B. A public
hearing in connection with thisinvestigation was held in the Commission hearing room on October
14. 1992, see appendix C.
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EXECUTIVE SUMMARY

This study analyzes the economic effects of significant U.S. import restraintson the U.S.
economy and updates previousreports by the United States International Trade Commission
(USITC). Following #hese earlier USITC studies, thisreport addresses liberalization of significant
U.S. import restraintsin manufacturing, agriculture, and services.

Economic effects of U.S. import restraints are evaluated with the USITC computable general
equilibrium (CGE) model. The base year for the study is1991. The USITC CGE model allows
analysisto extend beyond the sector in question to the economic effects acrossthe U.S. economy.
Thisis possible because the USITC CGE model explicitly accountsfor upstream and downstream
production linkages, inter sectoral competition for labor and capital, and real exchangerate changes.

Two types of import restraints are examined: tariffsand quantitative restrictions such as quotas,
voluntary restraint agreements (VRAS), and voluntary export restraints (1”ERy). " For the pur poses of
this study, tariffs are specified asthe average Most Favored Nation (MFN) ad valorem tariff
calculated on a dutiable value basis for 1991. ? Quotas areintroduced into the USI TC CGE model by
using estimated tariff equivalents.

Thetechnique used in this study to quantify the tariff equivalent associated with a particular quota
isthe price-gap method. Economic theory suggeststhat therestrictionsimposed by import quotas
raise the domestic price above the world price for acommodity. Hence, this gap between the
domestic price and theworld price (inclusive of transportation coststo deliver the product to the U.S.
border) can be used to represent the premium associated with the quota. ? Thetariff equivalent is
actually the per cent above theworld pricethat the price gap represents.

Thisstudy followsthe earlier USITC studiesin defining which import restraints are consider ed
"significant" and provides a quantitative analysis of thoserestraints. For sectors protected by
quantitative restraints, the question becomes whether or not therestrictionsare " binding." Binding
means that the quantity of importsisactually restricted by the quotasin place. A binding quotais
likely toresult in a higher pricefor therestricted product. If the quantity of importsissignificantly
lessthan the quantity specified by the quota in place, then the quotasare " nonbinding." When a quota
isnonbinding, it islikely that therewill be no difference between theworld price and the domestic
pricefor theimported product. For nonbinding restrictions, the estimated tariff equivalent iszero and
the resulting economic effects of the quota, as estimated by the USITC CGE model, are also zero.

In 1991, several quantitative restrictionswerein place. Theseinclude the Multifiber
Arrangement (MFA); the automobile VER, the machinetool, meat, and steel VRAS;, theagricultural

Quotas and other quantitativerestrictions, such as VRAsand VERB, have similar effectsin the market.
Consequently, in thisreport, theterm " quota” isused to represent all types of quantitative restrictions.

2 Average ad valorem tariff rates on a dutiable value basis are calculated by dividing the estimated duties
collected by the U.S. Treasury for a sector by the value of importsin that sector that are subject to duties.
Consequently, thetariff rate used in thisreport embodies both ad valorem and specific tariff rates specified in the
Harmonized Tariff Schedule.

3For adetailed discussion of tariff equiv alaus of quotasand the price- gap method, seeUSITC, EstimatedTarq
EquivalentsofU.S. Quotas onAgricultural Intports andAnalysis ofCornpetitiveConditions inthe U S .andForeign
Markets for Sugar, Meat, Peemutts,Cotton, and Dairy Products, publication 2276, Apr. 1990. Also, on the price-gap
method, see R. Baldwin, " Measuring Nontariff Trade Policies," NBER working paper #2978, May 1989, and
Deardorff and Stern, " Methods of Measurement of Non-tariff Barriers,” UNCTAD/ST/MD/28 (Geneva: United
Nations Conference on Trade and Development, 1985).
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quotasin cotton, dairy, peanuts. and sugar; and the ban on theimportation of cabotage maritime
services. Of these sectors, the automobile V. the steel VRA, and the cotton quotas ar e consider ed
to be nonbinding in 1991. For all these sectors except cabotage maritime services, tariffswerein
place aswell as quantitative restrictions.

For sectorsprotected exclusively by tariffs, a standard is developed to determinea " significant”
tariff level. Two considerations wer e used to determine high MFN tariff sectorsat the 4-digit
Standard Industrial Classification (SIC) level for analysis: 1) an MFN ad valorem tariff rate of 9
percent or higher, calculated on dutiable value basisand 2) sectorswith over $100 million in dutiable
U.S. imports. These consider ations result in 12 sectors for study: 1) nonrubber footwear .° 2) watches.
clocks. and parts, 3) ball and roller bearings, and parts. 4) pressed and blown glass. n.e.c., 5) costume
jewelry and costume novelties. 6) cyclic organic crudes and intermediates, 7) frozen fruits. fruit
juices, and vegetables, 8) ceramic wall and floor tile, 9) personal leather goods. 10) electronic
capacitors, 11) leather glovts and mittens, and 12) china tableware.

Economic Welfare Effects

For every protected sector analyzed in this study, removal of import restraintsresultsin economic
welfare gains. Table ES-1 presents estimates of the welfar e gains from the smultaneous
liberalization of all import restraintsidentified in thisstudy. and the welfar e gains from individual
import restraint removal for each sector analyzed. These estimates can also beinterpreted asthe
annual reduction in national income imposed by theseimport restraints.

Simultaneous liberalization resultsin approximately a $19.0 billion gain for the U.S. economy. ©
Asseen from theindividual liberalization estimates, a major portion of this estimated gain comes
from liberalization in the textiles and apparel sector. Protection in textilesand apparel cost the U.S.
economy an estimated $15.3 to $16.4 billion in 1991. Next largest is protection of the maritime sector
by the Merchant Marine Act of 1920 (commonly refared to asthe Jones Act) wherethe net welfare
gain from liberalization isan estimated $3.1 billion for 1991. Four of the five agricultural sectors
examined (dairy, sugar, peanuts, and meat) are next in termsof cost of protection, with liberalization
trangating into welfar e gains of $847 million, $657 million, $353 million, and $177 million.
respectively. Two high MFN tariff sectors. nonrubber footwear and watches, clocks, and parts. are
next, increasing welfar e by $170 million and by $101 million, respectively. For all other protected
sectors, liberalization resultsin welfare gains of less than $100 million per sector.

Three sectorsare absent from table ES-1; automobiles, stedl, and cotton. For these sectors. the
significant import restraints werein the form of quantitativerestrictions that wer e determined to be
nonbinding: that is. 1991 imports were well below the quantitativerestrictions, and asaresult. the
estimated economic impact for theseimport restraintsis zero.

Employment, Output, and Trade Effects

Table ES-2 provides estimatesfor the effect on employment, output. imports, and exports from
theremoval of import restraintsin each sector individually analyzed with the USITC 03E model in

+ Cabotageisaterm used in the maritimetransport industry to indicate the car_ria%e of productsor people
between two portswithin a country—such as between Anchorage and L os Angelesin the United States.
s Thissector isidentified at the 3-digit SIC level because of concor dance constraints.

¢ One sector isomitted from this simulation: the peanut sector. The peanut sector istoo small to beidentified in
the USI TC model.



TableES1 . . o
Economic welfare gainsfrom liberalization, 1991.

(Million dollars)
Economic
Welfare
Sector Galn
Simultaneous liberalization of all significant restraints' ...uisssssssssmssmsssmssmmsmmsm s ————— 18,976
Individual liberalization:
Lextiles and appareI; . 15,845
itime t rt o)
aritime transport (Jones Act) 3’2?3
] 1 T T
Pegnuts ............................................................................................................................ 353
T 177
NONIUDDET fOOIWEAK uevvererersarrsrrserssssssssssssssssssnssnssssssnsssssssssnssnssssssnssassssssnssnssasssnssnssassanssnsans 170
Watches, docks, aNd PArtS ...c.eeeeseeseessssmsessessessssssssssnssessessssssssssnssnssssssssssssssssnssnsssssssssssssnsas 101
Ball and roller bead ~ , aNd PAMS ...ccvvserssesssesssemssnsssnsssnsssnsssnsssnsssnsssnsssnsssnsssnnssnnssnsssnnsannans 45
Pressed and BIOWN @SS, NLE.C. .uvucseressssmsmsmssssmsssmsssssssssssssssssssssas e sssas s e sssasas e s sasassessnanas 44
COSLUME JEWEIrY ~ COSLUME NOVEILIES vunessresrresressresseesreeseesseessneseesresseessresseesreeseesssesseesseees 42
Machine tools .......cccucuus T PP 31
Cyclic organic crudes and intermediates .......oummsmsmsmsmsmsssssmsssessssse s 24
Frozen fruit, fruit juices, and vegetables ........c.ccccressserrmsssssersmsssssssssssssssssasssssssssnssssssnssnnns 13
Ceramic Wall and FIOOF fi1E  .evvervvserssersserssmrssnsssnsssnsssnsssnsssnsssnsssasssnsssnsssnsssassssssssnsssnsssnessnnssnnas 12
Personal [CAthEr GOOMS ..euererersrserererarsesessrarsssesessssssesssassssssesssassesssasassesesssassesesssassssesnsassesenars 7
Electronic CapaCitors ........cceecsceecccmcemmemmmmmmmmmmmmmmmmnmmnnnnnrnrssessssassasssssssssssssssssssssnssnnssnnnsnnnnnns 5
Leathergloves and MIttENS ...cciccrssrsersssssssssrsasssssssssasssssssssassssssssssssasssnssnsssssssssnssasssnssnssassanss 2
ChiNa tADIEWAIE ...cueeerieriesiurssssssassnssnssssssssssassnssnssssssssssassnssnssnssssssssssnssnsnsssssssssssssnsnssnssassnns 2

* This simulation excludes the Eeanut sector.

2 This result is the midpoint of the estimates for liberalizing the textile apparel sector. The estimated results range
from $15,266 million to $16,424 million.

Source: Estimated by the staff of the USITC.

thisstudy. In manufacturing, these sectorsinclude the textiles and appar el sectorsthat fall under the
MFA, which are analyzed simultaneously, and the machine tools sector. In agriculture, they include
sugar, dairy, and meat. I n services, the maritime transport sector isliberalized, and finally, the results
for the 12 high MFN tariff sectorsare presented.

Manufacturing

Textiles and Apparel

Thetextile and appard sectorsare subject to both relatively high MFN tariffs and quota
restrictions. Estimates of economic effects were computed for theremoval of the quotas only, and for
theremoval of both the tariffsand quotas. With regard to quota removal. two scenarios ar e consider ed
to reflect the flexible nature of the U.S. quota arrangements. one using 80 per cent quota utilization
and another using 90 percent utilization. The estimates obtained for these scenarios represent an
upper and lower bound. Theresults presented in table ES-2 for this sector represent the effect of tariff
and quota liberalization using the upper bound tariff equivalent estimates.

Liberalization of all import restraintsin the textile and appar el sectors causes significant
increased import penetration. Thelargest import increase by far, both in dollar and percentageterms,
isin the apparel made from purchased materials (apparel) sector. with an increase of over $75 billion
in imports, representing a 245-per cent gain over original levels. Broadwoven fabric millsis next.
with a $491 million (14.2 percent) increasein imports. Four other sectors besides apparel experience
import increases over 15 per cent.

Apparel and broadwoven fabric millsalso lead the other MFA sectorsin lossesin employment

and output. Apparel experiences a decline of nearly $4 billion (5.9 percent) in output and 46.724
displaced full-time equivalent workers (jobs). Broadwoven fabric mills experience a fall in output of




Table ES-2
Economic effects of liberalization, results of Individual simulations, by sector, 1991.

Employment Output Imports Exports
Sector Number' Percent Dollar? Percent Dollars Percent Done Percent
Manufacturing
Textiles:
Broadwoven fabric mills .... -12,346  -5.5 -1,676 5.4 491 142 -76 -4.9
Narrow fabric mills .....ccccoes -706 -3.1 -36 -3.0 12 72 -6 -2.8
Yam mills and textile
{11 1 11, U — -3,954 -39 -355 -3.8 28 9.9 -6 -3.5
Thread mills .... . -366 -5.4 -45 -54 7 8.1 -7 1.{3
Floor coverings -246 -04 -26 -02 54 82 -1
Felt and textile goods, n.e.c. -357 -1.9 41 -1.8 7 3.3 -5 -1./
Lace and knit fabricgoods .. -2,316 -5.4 -328 -5.3 22 10.9 -12 -5.0
Coated fabrics, not
rubberized .....ccoeeeeennnnnns -231  -2.6 52 -25 25 7.0 -14 -2.3
Tire cord and fabric ........... -4 01 2 01 1 71 (3f 0.2
Cordage and twine . -100 -14 6 -1.3 8 5.6 -1.2
Nonwoven fabric .... -50 -0.6 -1 -04 2 23 @) -03
Apparel and fabricated textile
products:
Women's hosiery,
except socks ....cccuriiiannn -94  -0.3 -3 -02 13 214
Hosiery, n.e.C. .vvvcvvisssnnns -645 -1.8 -33  -17 55 16.5 a -1
Apparel made from
purchased materials ...... -46,724  -6.0 -3,976 -5.9 7,554 24.5 -174 -5.5
Curtains and draperies ...... 42 0.2 5 0.2 174 (33 1.4
House furnishings, n.e.c. -434 -0.9 59 -0.8 160 14.3 02
Textile bags ....ccceeevviirrerrnnns 101 -11 4 -1.0 7 11.1 O
Canvas and related products -117 0.7 -7 -05 15 12.6 6.
Pleating, stitching, trimmings,
and schiffli embroidery ... -974 -14 74 -13 19 20.7 @] -0.5
Fabricated textile products,
[ - o -1,261 4.6 -83 -44 78 6.2 -29 -3.7
w.gga 429 -6.2 72 -6.0 148 10.8 -5 -4.4
ome|?°7o handbags and
purses -26 -0.3 1 -01 92 8.5 4 123
Machine tools ......cccrrnnsssssssssnns -625 -1.1 74 -11 60 2.0 -14 -0.8
Agriculture
Sugar:
(YT T | R -1876 -8.0 -690 -8.0 769 95.6 -19 -5.6
Sugar-containing
Dai products .......ccciiiiennns -164 -0.1 -38  -0.1 138 4.7 6 0.1
airy:
Butter .....ccunnniinninsnnnnnnnnea. -357 -13.8 -365 -13.8 cl 12.0 5 -13.8
Cheese .....ceeemmeemmrnnnnnnnnnns -505 -1.9 -260 -1.9 2 57.5 1 -1.6
Dry/con:tensed milk
products ........cccerrnnnneee. -886 -5.4 -348 -54 .20 63.7 -19 -4.7
Cream ......cccceeeeeemmennnnnnnnn -447  -0.5 -136 -0.5 3 38.1 -0.5
Meat ..o -928 -0.6 -285 -0.6 340 12.6 -g -0.6
Services
Maritime transport:
Cabotage ... -11,905 -100.0 396 4.6 3,594 (6) 251) (5)
Water ....ccccceeeemeemmennnnnnnnnn 12,790 8.5 3983 85 12 0 18 10.6
High MFN tariff sectors
Nonrubber footwear ........... -1377 -1.9 98 -1.9 446 5.8 1 2.6
Watches, docks, and
R‘arts .............................. 217 14 9 14 91 3.8 5 14
BaN and roller bearings, and
3 1 R -168 -1.9 =22 -19 92 8.5 3 82
Pressed and blown glass,
NE.Cor serrvsmnnssannnssnnnnsnns =249 -0.2 =27 -02 35 21 -4 -0.2
Costume jewelry and costume
NOVEItIES .vverersisssssrsesnans 72 -04 -7 -04 50 6.1 @] -02
Cyclic organic crudes and
intermediates .....ccorrrnnnees -817 -03 -264 -0.3 193 1.5 -42 -0.2

See footnotes at end of table.



Table ES-2-Continued
Economic effects of liberalization, results of Individual simulations, by sector, 1991.

Employment Output Imports Exports
Sector Number' Percent  Dollar® Percent Dollar® Percent  Dollar® Percent
High MFN tariff sectors-Continued
Frozen fruit, fruit juices, and
vegetables .............couees -512  -15 -108 -1.4 164 14.8 -8 -1.3
Ceramic wall and floor tile .. -362 -5.3 -39 -53 41 8.3 -1 -5.3
Personal leather goods ....... -145 -24 21 -24 30 8.8 -1 -2.4
Electronic capacitors .......... 1,011 -0.6 -192 -0.6 172 1.7 -42 -0.5
Leather gloves and mittens . -49  -3.7 9 -37 15 125 (r? -2.9
China tableware ...........counes -397 8.1 -26 -8.1 31 8.7 -7.9

I Full-time equivalent jobs.

2 In millions of dollars in base year prices.

3 Change less than 1 million dollars.

+ Change lessthan one_tenth of 1 percent.

5 Nontradeable sector. . )

s Not applicable since base year level isessentially zero.

Source: Estimated by the staff of the USITC.

over $1.6 billion (5.4 percent) and 12,346 jobs. Overall, only five of the M FA sectors experience
output declines of greater than 5 percent.

Despitelost import protection, one of the MFA sectors, curtainsand draperies, experiences an
output increase. Thisresult occurs because this sector isdownstream from the other liberalized MFA
textile sectors. Liberalization lowersthe price of textile products, which serve asinputsinto the
curtainsand draperies sector. Lower input prices decrease costs and stimulate production for this
sector, despite the absence of protection.

Machine Tools

Machinetool VRAswith Japan and Thiwan werein placein 1991, but the quotas were not binding
for Japan. Therefore, removal of the Japanese quotaswould not have a quantifiable effect. The VRA
with Thiwan was binding, but since the import share accounted for by Taiwan isvery small
(approximately 2 percent), the estimated economic effectsare small aswell. Liberalization of the
machine tools sector leadsto a declinein output of $74 million and a loss of approximately 600 jobs.
Both represent declines of dightly over 1 percent. Importsincrease 2 percent, or by $60 million.

Agriculture

Of thefive agricultural sectorsanalyzed in thisstudy, three are presented in table ES-2: sugar,
dairy, and meat. The quotas on cotton are found to be nonbinding, and thus, the estimated economic
effectsusing the USITC CGE methodology are zero. Results from the partial equilibrium analysis of
liberalization in the peanut sector arenot presented in table ES-2, but are discussed at the end of this
section.

Lost import protection resultsin asignificant increasein import penetration for the liberalized
agricultural sectors. In both dollar and per centage terms, sugar experiencesthe largest import
expansion, with an increase of $769 million, or 95.6 percent over base year levels. In addition, three
of thefour dairy sectorsexperienceimport expansions over one-third greater than base year levels.

Lost import protection also leadsto reduced output and employment In base year dollar terms,
sugar is affected the most, with a $690 million (8.0 percent) fall in output and aloss of 1,876 jobs. Of
thefour dairy sectors, butter experiencesthe largest output loss, with a $365 million, or 13.8 per cent,
declinein output Liberalization in the meat sector hassmaller effectson output, enployment, and
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trade, suggesting that protection in this sector isthe least costly of the three agricultural programs
analyzed here.

Analysis of the cost of protection in the peanut sector is conducted using a partial equilibrium
framework. Liberalization in the peanut sector brings a welfare gain of $353 million to consumers
from lower peanut prices. The producer lossis estimated to be $337 million

Services

With the exception of transportation services, significant U.S. import restraintsin services do not
exist. Whileforeign providers of some services face constraints on operationsin the United States,
most of these barriersare, in fact. requirementsthat foreign service providersadhereto domestic
regulatory schemesfaced by all providersof the service.

Within transportation services, theair transport sector has significant restraintsin the form of
restrictiveregulations and bilateral agreementsthat effectively restrain international air
transportation services. However, the nature of theindustry and the lack of necessary data preclude
formal modeling of this service sector.

Maritimetransport likewise is subject to significant import restraints by means of restrictive
regulations. One of the moreimportant set of restrictionsisthe Merchant Marine Act of 1920 (Jones
Act), which prohibits foreign vessels from carrying domestic freight by water between U.S. ports
(cabotage). Despite a number of exemptions, these cabotage restraints are economically significant.
with Jones Act trade accounting for a significant share of the cargo transported by U.S.-flag vessels.
Unlikeair transport. it ispossibleto estimate a tariff equivalent with the price-gap method for Jones
Act trade and conduct analysisusing the USITC CGE model.

The effects on employment, output, and trade from removal of the Jones Act are presented in table
ES-2. Thetwo sectors primarily affected by liberalization of the Jones Act are cabotage servicesand
other water services. Liberalization causes significant import penetration of over $3.5 billion in the
cabotage sector, with a dight import increase for water transportation. Lost protection resultsin a
shutdown of the oceanbor ne Jones Act fleet, asrepresented by the large lossin employment of 11,905
jobs. The output figurefor the cabotage sector is positive sinceit represents composite sabotage
services offered, that is. it includes both domestic and imported water transportation services. Hence,
composite output rises as domestic employment fallsin the Jones Act fleet. Changesin employment
reflect oceanbor ne cabotage services only and theincreasein importsare provided by the foreign-flag
carriersthat enter into U.S. cabotage trade and replace the Jones Act fleet.

I'n addition, lower pricesincrease output and employment in the water sector.? Output in the
water sector expands by nearly $4 billion and employment increase by nearly 13.000 jobs.
Liberalization of the Jones Act spursincreased activity acrossthe entirewater sector, which
overwhelm the losses experienced by the oceanbor ne Jones Act fleet.

High MFN Tariff Sectors

For each of the high MFN tariff sectors. liberalization causes significant import penetration.
Theseresultsarereported at the bottom of table ES-2. In dollar terms, noorubber footwear imports
increase the most, with a $446 million gain. Three other sectors seeimpost gains over $150 million.
In percentage terms, the frozen fruits, fruit juices, and vegetables sector and the leather glovesand
mittens sector increase the most, with 14.8 and 12.5 per cent increases, respectively.

7 water sector includesall other servicesrelated to non-Jones Act activity such asinternational traffic
between U.S. and foreign ports, dock andport servicesincidental to international traffic,dodcworkers' services, tug
boat services, and other water transportation services.



Because of increased import penetration, output and employment fall in all but two of the sectors.
In the case of output effects, the largest dollar declines occur in cyclic organic crudes and
intermediates ($264 million) and electronic capacitors ($192 million). However, these dollar
declinesare almost negligiblein percentage termsfor these two sectors. Thelargest fall in output in
per centage terms occursin the china tablewar e sector and ceramic wall and floor tile sector, with
declines of 8.1 and 5.3 per cent. respectively. In the case of employment effects, the [abor -intensive
nonrubber footwear sector losesthe most jobswith approximately 1.400 wor ker s displaced.

One sector, watches, clocks, and parts, actually realizes output and employment gains from lost
tariff protection. Thisresult isdue to downstream production linkages. A number of productswithin
this sector act asinputsinto other productswithin the sector. Liberalization lowersthe price of all
productswithin the sector, including the input goods. L ower input prices means lower costsfor
downstream productswithin the sector and result in an increasein output and employment. This
effect outweighs the effect of increased import penetration, which tendsto lower output and
employment.
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CHAPTER 1
| ntroduction

Scope of the Study

This study analyzes the economic effects of
significant U.S. import restraints on the U.S. economy
and updates previouswork by the United States
International Trade Commission (US1TC). These
previous USITC studiesaddressed in three phasesthe
effects of liberalizing significant U.S. import restraints
on a sector-by-sector basisin manufacturing.
agriculture. and services, respectively.' Because each
of these earlier studies provided a detailed history of
theimport restraintsunder examination. this study
provides only the current operation of therestraint.
The base year for thisstudy is1991, the latest year for
which the necessary data are available for the policy
smulations.

Thecurrent study, asthe earlier studies. examines
tariffs and quantitative restrictions such as quotas.
voluntary restraint agreements (VRAS), and voluntary
export restraints (VERS). %2 A tariff generally raises
the price of an imported product by a certain percent
aboveits customs value; * a quota raises the price of an
imported product by restricting its supply. An
important difference between tariffsand quotasisthat
tariffs produce revenuefor the U.S. Treasury, and
quotas produce rentsthat may be captured by
importers, exporters, or shared between them. In

! Thesereportsare USITC, The Economic Effects of
Signricant US. Import Restraints, Phase I:
Manufacturing, publication 2222. Washington. DC, Oct.
1989; USITC, The Economic Effects of Significant US.
Import Restraints, Phase II: Agricultural Products and
Natural Resources, publication 2314, Washington, DC,
Sept. 1990; and USITC, The Economic Effects of
Signricant US. Import Restraints, Phase HI: Services,
publication 2422. Washington, DC, Sept. 1991.

2 Quotasand other quantitativerestrictions, such as
VRAsand VERs, have similar effectsin the market.
Consequently, in thisreport, the term " quota” isused to
represent all types of quantitative restrictions.

3 Thisreport excludesimport restraints resulting from
final antidumping or countervailing duty investigations,
section 337 or 406 investigations, or section 301 actions.
The USITC iscurrently investigating the economic effects
of outstanding antidumping and _countervailinﬂ duty orders
and suspension agreements. Thisreport isscheduled to
befinished in June 1995.

* Thisiscalled ad valorem tariff. Another form of
tariff is a specific tariff, which raisesthe price of an
imported product based on the quantity imported, such as
10 cents per kilogram.

economic terminology. "rent" isthe payment to an
owner of afactor of production in excess of that
factor'svaluein itsbest alternative use. In the case of
trade quotas, rents are the excess profitsaccruing to the
owner s of the quota rightsresulting from higher prices
induced by the scarcity of the quotas.

This study, following the definition of a
"significant” import restraint established by earlier
USITC studies, provides a quantitative analysis of the
removal of such restraints. Significant quotasare
"binding," meaning that the quantity of importsis
actually restricted by the quotasin place. If the
quantity of importsissignificantly lessthan the
guantity specified by the quotain place. then the
quotasare " nonbinding" and do not generate excess
profits.>® Consequentlg, all binding quotasin this
study are considered to be significant and nonbinding
quotas are not analyzed quantitatively.

During 1991, the following quantitative restraints
on certain U.S. importswerein place: the Multifiber
Arrangement (MFA); the automobile VER. the
machinetool, meat. and steel voluntary restraint
agreements VRAS;, theagricultural quotason cotton,
dairy, peanuts, and sugar, and the ban on the
importation of cabotage maritime services.? Of these
sectors. the automobile VER, the steel VRA. and the
cotton quotas wer e found to be nonbinding in 1991.
Consequently, empirical estimatesfor these sectorsare
not provided. However, a brief qualitative discussion
ispresented that highlights some of the changes that
have occurred in the market with these nonbinding
quotasin place.

Tonarrow the number of sectorsfor analysisthat
areprotected only by tariffs, a ssandard was developed
to determinea " significant” tariff level. The sectors
chosen for individual analysis have two common
characteristics: 1) aMost Favored Nation (MFN)
average ad valorem tariff rate of 9 percent (calculated

= At which point a quota is considered nonbinding is
an empirical question specific to each sector with quotas
ﬁ?d thisquestion is considered in subsequent chapter s of

is

6 is not to say that nonbindingf\(}uotas necessarily
have no effect in the market. See TIV, The Western
US. Steel Market: Analysis of Market Conditions and
Assessment of the Effects of Voluntary Restraint
Agreements on Steel-Producing and Steel-Consuming
Industries, publjcation 2165, Mar. 1989.
7 Cabotageisaterm used in the maritime transport
industry to indicate the carriage of productsor people
between two portswithin a country—such as between
Anchorage and Los Angelesin the United States.



on a dutiable value basis for 1991),° and 2) the tariff
coversat least $100 million in dutiable imports? The
industries selected for this studycorrespond to 4-digit.
Standard Industrial Classification (SIC) industyjes.
These sector sinclude 1) nonrubber footwear, = 2)
watches, clocks, and parts. 3) ball and roller bearings.
and parts, 4) pressed and blown glass. n.e.c,, 5)
costume jewelry and costume novelties, 6) cyclic
organic crudesand intermediates, 7) frozen fruits, fruit
juices. and vegetables, 8) ceramic wall and floor tile, 9§
Fersona] leather 3oods, 10) electronic capacitors. 11
eatiws gloves and mittens, and 12) china tableware.

Thisupdateincludesall of the sectorsanalyzed in
the previous USI TC studies. However, several of the
high MFN tariff sectorsin Phase I are not included.
L uggage and women's handbags and pursesare
analyzed as part of the MFA since a portion of the
importsin these two sectorsis covered by the MFA
quotas. Theremaining sectorsfrom Phase I that are
not included in thisreport either had their average tariff
rate fall below 9 percent or weretoo narrow to be
included using the approach described in the next
section.

Approach of the Study ,

This study employs a general equilibrium (GE)
approach. Previous USITC reportsrelied aimost
exclusively on a partial equilibrium (PE) appr oach.
PE models generally specify a supply and demand
structurefor domestic output, for competing imports,
and sometimes for domestic output and imports for
closely related productsin a particular sector. These
modelstypically abstract from any linkages between
the sector in question and other sectorsin the economy.
In addition, they omit macr oeconomic consider ations.
A GE approach includes a balance of trade constraint.
handles quota rent transfers, accounts for
economywide resour ce constraints, and explicitly
providesfor intersectoral linkagesto provideamore
accur ate assessment of em\{lo%ment, output, and trade
effects of policy changes. "

8 Averg?e ad valorem tariff rates on a dutiable value
basisare calculated b¥_d|V|d|ngtheest|mated duties
collected by the U.S. Treasury for a sector by the value of
importsin that sector that are subject to duties. _
Consequently, the tariff rate used in thisreport embodies
both ad valorem and specific tariff rates specified in the
Harmonized Tariff Schedule. )

2 In 1991, the average ad valorem tariff ratefor all
commoditiesimported was approximately 5 percent,
calculated on a dutiable value basis. o

[° This sector isidentified at the 3-digit SIC level
because of concor dance constraints.

~ Only the second part of Phaselll used a general
equilibrium approach.

12 1ntherequest letter from the USTR (seeapp. A),
the USITC was asked to examine the removal of
individual import restraintsin a partial equilibrium
framework and examine the smultaneous removal of all
import restraintsin a general equilibrium framework.
After consultationswith the USTR outlining the benefits
of aGE %pproa_ch over a PE approach and coupled with
the USTR sdesireto compareresults from simulations of

In the application of a GE model toimport restraint
removal thefollowing question isasked: What would
happen to the economy if theimport restraintswere
removed and all other U.S. policies (fiscal and
monetary) aswell asforeign conditions (economic
behavior in foreign countries) remained the same? The
analysisconsiderswhat would have happened to the
U.S. economy in the base year (1991) if theimport
restraints had been removed. Therefore, the analysis
emphasizesthe effect of import restraintsin isolation
from other factorsthat affect the economy. In addition,
the analysis does not incor por ate expected future
changesin these other factors. therefore, it isnot a
forecadt.

Specifically. GE models smulate inter actions
among producersand consumer swithin an economy in
marketsfor goods. services, labor, and physical capital.
The distinguishing feature of a GE model isits
economywide cover age and multisectoral nature. A
GE modd explicitly accountsfor upstream and
downstream production linkages, and inter sector al
competition for labor and capital.

Unlike a FE approach, liberalization in a GE model
affectsnot only the protected sectorshbut all sectorsin
the economy. One of the waysthis occursisthrough
the effect liberalization can have on macr oeconomic
variables, such asthereal exchangerateand theprice
of production inputs—Ilabor and capital. These
macr oeconomic effects ar e important when discussing
the economic effects of liberalization sincethey can
enhance or diminish the direct effectsin liberalizing
protected sectors.

For example, liberalization affectsthe U.S. real
exchangerate. A common way to construct areal
exchangerateisto separately identify a country's
goods and servicesthat can be traded with other
countries (tradeables) from those that cannot
(nontradeables). Therelative price between tradeapleé
and nontradeablesisthereal exchangerate. ** !
Liberalization can makethereal exchangerate either
depreciate or appreciate.

12—Continued
individual restraint removal with theresults of _
simultaneous liber alization of all restraintsin a consistent
framework, the USI TC proceeded to analyze significant
U.S.import restraintsin a GE aBprQach.

13 See Jamiede Méel » and David Tan, 'Welfare Costs
of U.S. Quotasin Urtriles. Stee and Autos," Review of
Economicsand Statistics, vol. 72 (Aug 1990), 489-97.

14 This should not be confused with the " nominal"
exchangerate, which refersto relative currency valuations
among countries, or other definitions of the real exchange
rate, such aspurchasing power parity exchangerates. See
Edwards, " Economic Liberalization and the Equilibrium
Real Exchange Ratein Develogm Countries” NBER
workingpaper 2179, Mar. 1987, for a discussion of the
various definitions of real exchangeratesused in
economic resear ch. . _

13 Theexchangeratein the USITC model is
ﬁonstructed to behavelikethereal exchangerate defined

ee.



If thereal exchangerate depreciates from
liberalizing protection, then the price of tradeable
goods hasrisen relative to nontradeable goods. The
relatively higher price of all tradeable goods and
servicesin the economy raises both import and export
prices. Thus, thereisan overall tendency for
consumerstoimport lessand producersto export more.
It should be noted that for the specific sectorsthat are
liberalized, this economywide exchange rate effect is
overshadowed by theincreased import penetration due
to lost protection. Consequently, thereal exchangerate
effect ismore useful in explaining why sectorsin the
test of the economy, which are not directly affected by
liberalization. experience trade effects. A depreciation
of the real exchangerate can also explain why it is
possible for exportstorisein aliberalized sector, even
when overall domestic output in the sector declines.

Another economywide effect captured by GE
modelsistheimpact of liberalization on the primary
inputsin production—Ilabor and capital. Becausethe
pricesfor labor and capital can be allowed to changein
GE models, these changes can affect the overall results
of the model. *® When the wage-rental ratio increases,
the price of labor hasrisen relativeto the price of
capital, and consequently, producers use more capital
and lesslabor to reduce costs. If liberalization raises
the economywide wage-rental ratio, it ispossibleto see
some sector s use lessworkers, despite producing more
output.

USITC Model

In order to %Jantifg the effects of trade polic
questions, the USI TC constructed itsown G
model. “"+** Such models are generally referred to as
applied or computable general equilibrium models
(CGE). The purpose of the USITC CGE mode wasto
develop a consistent analytical framework and data
base for simulating the economywide effects of U.S.
trade policy. The USTTC model 1sa static model that
assesses the impact of trade policy change at one point
in time. Consequently, the model does not capture
dynamic effectsthat may result from trade
liberalization such asan increaseigtherateof
economic growth in the U.S. economy.

¢ The price of labor isthewage, whereasthe price.
of capital iscalled the" rental price of capital” Theratio
of thesetwo pricesiscalled the" wage-rental ratio.”

7 For amoretechnical discussion of the USTTC
model, see appendix D. _

Chairman Newquist notes that the economic
modeling used to measur e the effects of the removal of
U.S. import restraintsrelies on anumber of assumptions
and variables, and by its nature will differ according to
theinformation sought and the « dgement of the
economist performing the modeling exercise. The
Chairman notesthat economic modeling is only one of
several meansthe Commission staff usesin providing
economic assessments for the Commission's consider ation
in adopting itsfinal reports.

19 See USITC, "The Dynamic Effects of Trade
Liberalization: A Survey,” publication 2608, Feb. 1993.
Thisreport surveystherecent economic literature on the
dynamic implications of trade liberalization: that is, what

USITC Model Data

Thedata used by the USTTC CGE model arein the
form of alarge" social accounting matrix" (SAM).
The SAM organizes data on interindustry flows, value
added, imports, and final demand for 487 production
sectorsin a consistent framework. ?° The SAM was
assembled from a varjety of government data sour ces
and updated to 1991.%' The other major inputsinto the
USTTC model arethe parametersthat represent the
behavior of economic agentsin the U.S. economy.
These parametersarein the form of elagticitiesand are
either estimated by the staff of the USITC or gathered
from published sour ces.

In order to perform trade policy smulations, one
needs estimates of U.S. import restraints. Tariffsare
readily quantifiable. The SAM containsimport data
and the estimated duties collected by the U.S. Treasury
from official statistics of the U.S. Department of
Commerce. Aspart of the modeling exer cise, average
tariffsare calculated for each sector specified for the
policy smulation. To estimate the economic effects of
liberalizing a sector, the tariff is set equal to zero.

Although the effects of quotasin the market are
difficult to quantify in an empirical model, one can
estimate a tariff that hasthe same effect on prices and
quantitiesasa quota. Thisisgenerally referred to as
thetariff equivalent of a quota. Thetechnique used in
this study to quantify the premium associated with a
particular quotaisthe price-gap method. Economic
theory suggeststhat therestrictionsimposed by import
quotas raise the domestic price above theworld price
for acommodity. Hence, this gap between the
domestic price and theworld price (inclusive of
transportation coststo deliver the product tothe U.S.
border) can be used to represent the premium
associated with the quota.®® The tariff equivalent is
actually the percent differential above theworld price

19—Continued )
deter mines economic growth and how does trade policy
affect the factorsthat determine economic growth.
~ 2°Inthemodeling exercise, sectorsof interest are
isolated and the remaining sectorsare aé;gr ated into nine
broad sectorsthat represent theremainder of the U.S.
economy (seeappendix D). _

21 For amor e technical discussion of the USITC SAM
and how it was constructed, see Reinert and Roland-Hoist,
" A Detailed Social Accounting Matrix for the USA,

1988," Economic Systems Research, Vol. 4 (1992). 173-87.

22 These parametersare described in more detail in
Reinert and Roland-Holst, " Parameter estimatesfor U.S.
TradePolicy," unpublished working papa, 1991.

23 For a&U.d discussion of tariff equivalents of
guotas and on the price-gap method, see USITC,

stimated Tare Equivalents of U.S. Quotas on
Agricultural Imports and Ana/ysis of Competitive
Conditions in U.S. and Foreign Markets for Sugar, Meat,
Peanuts, Cotton, and Dairy Products, publication 2276,
Apr. 1990. Also, on the price-gap method. see R.
Baldwin, " Measuring Nontariff Trade Policies” NBER
working paper 2978, May 1989, and Dear dor ff and Stern,
" Methods of Measurement of Non-tariff Barriers;”
UNCTAD/ST/MD28 (Geneva: United Nations Conference
on Trade and Development, 1985).



that the price gap represents. For example, if the
domestic priceis $15 and the price of an import at the
border is$10. then the tariff equivalent of the quota
would be 50 percent. For all of the sectorswith
binding quotas, a tariff equivalent is estimated and
used in the USITC model to smulate the effects of
removing the quota.

In addition, all the sector swith quotas examined in
thisreport havetariffsin place. Generally, these tariffs
are small and have a much smaller impact on the
market than the quotas. When a sector isliberalized,
itstariff isalso set to zero to examine the sector under
freetrade. The one exception to thisapproach isthe
analysisof the MFA. In this sector, many of thetariffs
arequite high, and consequently, two liberalization
scenarios are simulated: oneregime where the quotas
arelifted but thetariffsremain in place, and another
regime where both thetariffsand quotasare
liberalized.

USITC Moddl Results

Theresults of the USITC CGE model can be
divided into two broad categories: overall
macr oeconomic results and sector specific results. One
of the primary macr oeconomic resultsisthe
economywide net economic welfar e effect produced by
achangein U.S. trade policy. Welfareismeasured in
the USITC model using the concept of equivalent
variation.?* Themodel specifies that firms pay income
to households, so that changesin theincome of firms
from liberalization trandate into corresponding
changesin theincome of households. For thisreason,
the equivalent variation measureisappropriateto
assessthe economywide net welfare change: it
measures not only the income gain consumers
experience from lower pricesdueto liberalization, but
alsothenet gain or lossto all firmsin the economy
from removal of import restraints. Other
macr oeconomic resultsreported include the per cent
change in wages. the wage-rental ratio, and thereal
exchangerate.

The USITC CGE model also providesresultsfor
theindividual sectorshighlighted in a particular policy
simulation. Theresultsarein absoluteterms(in
millions of dollarsin base year prices) and in percent
change from base period levels. Specifically, the
model reports changesin employment, output, imports,
and exportsfor theliberalized sectors) aswell asfor
theindustrial sector(s) that are upstream suppliers

24 The equivalent variation measure asks what income
change at base year priceswould need to be given to or
taken away from households so that they would remain
equally well off under the alternative policy scenario.

and downstream consumersto the liberalized sector (s).
Onenote about the results presented in this study
concernsthe nine broad sectorsthat represent an
aggregation of the remaining sectorsin the U.S.
economy. These sectorstend to belargein size
relative to the highlighted sector (s). Therefore. even
though these broad sectors experience lar ger absolute
changes from liber alization, in per centage termsthe
effectsare generally negligible. that is, a change of less
than one-tenth of 1 percent.

Organization of the Study

Chapter 2 presentstheresultsof simultaneously
liberalizing all significant import restraints analyzed
individually in subsequent chapters. In this exercise.
the only upstream and downstream linkages discussed
arethose among the liberalized sectorsthemselves.
This exer cise highlights the impor tance of
macr oeconomic consider ations of an economywide
policy simulation.

Chapter 3 presentstheresultsof liberalizing the
sgnificant quantitative restrictionsin the
manufacturing sector. They include the Multifiber
Arrangement and the machinetool VRA. The
automobile VER and steel VRA are not analyzed
quantitatively, but a brief review of their current status
isprovided in this chapter.

Chapter 4 presentstheresultsof liberalizing the
significant quantitativerestrictionsin the agricultural
sector. They includethe dairy, peanut, and sugar
guotasand the VRA in the meat sector. The cotton
sector isnot analyzed quantitatively, but a brief review
of itscurrent statusis provided in this chapter.

Chapter 5 presentstheresults of liberalizing the
significant quantitativerestrictionsin the services
sector. The only quantifiablerestraint analyzed in this
chapter istherestrictions placed on maritimetransport
services. Abo, this chapter providesa brief discussion
of other service sectorsaswell.

Finally, chapter 6 presentstheresults of
individually liberalizing sectors protected only with
significant MFN tariffs. Twelve sector s have been
identified, and each isdiscussed in turn starting from
the sector with the largest welfareimpact to the sector
with the smallest.



CHAPTER 2
Liberalizing All Significant
U.S. Import Restraints

This chapter examines the economic effects
produced by the simultaneous removal of all
significant U.S. import restraints from all sectors
discussed in this study.?® Examining the economic
effects of simultaneously liberalizing all sectors
provides an estimate of the overall cost of protection in
the United States. Because the USITC CGE model's
explicit accounting for linkages among sectors allows
effectsin oneliberalized sector to affect other
liberalized sectors, the resultsreported in this chapter
may be somewhat different from the sum of the
individual liber alization resultsthat are analyzed in the
rest of thereport.

Significant Import
Restraints

Based on the selection criteria described in chapter
1, this study identifies 44 sector swith significant
import restraints. Table 1 liststhe 43 sectorsused in
thissimulation, their tariff rates, tariff equivalent quota
premiums. and associated quota rents. Thefirst 22
sectorsrepresent the products covered under the
Multifiber Arrangement (MFA). They aredivided into
two categories: 1) textiles, and 2) apparel and
fabricated textile products. The machinetool sector is
listed next. which isthe only manufacturing sector to
have a binding quota besidesthe sectors under the
MFA. Thenext 7 protected sectorsarethe specific
agricultural sectorsthat have binding quotasand are
lar ge enough to be analyzed by the USITC CGE
model. Thisisfollowed by therestrictionson
maritime cabotage service;that comprise part of the
maritime transport sector.“® Theserestrictionsare
imposed by the Merchant Marine Act of 1920. Mom

25 One sector isomitted from thissimulation: the
peanut sector. The peanut sector istoo small to be
Identified in the USITC model. _ _

26 The water transportation sector istreated differently
in this chapter than in the subsequent Services chapter.
Given the complex nature of this simulation, the water
transportation sector in thischapter includes both cabotage
and non-cabotage services, such asdock and port services
incidental to maritime traffic, dock workers' services. tug
boat services, and other water transportation services. In
the Services chapter, cabotage services are separ ated out
of the water transportation sector.

commonly referred to asthe Jones Act. Thelast 12
sectorsarethe onesfound to have the highest M ost
Favored Nation (MFN) tariffs. but are subject to no
quotaregtrictions.

Astable 1 shows. with the exception of the
maritimetransport sector. all sectors are subject to
some positive ad valorem tariff. In addition. 31 of the
43 sector sare subject to quota restrictions. These
guotarestrictions areintroduced into the model
through tariff equivalent premiums of theimport
quotas using the price-gap method as described in
chapter 1. For moreinformation on estimation of an
individual sector'stariff equivalent guota premium. see
subseguent chaptersin thisreport. >

Thethird column of table 1 reportsthe rents
generated by the quotas. as estimated by the USITC
CGE modél. The sector with the largest rentsisthe
appar el made from purchased materials sector, with
rentstotaling nearly $4 billion. Rents associated with
the sugar quota are next. totaling nearly $450 million.
Quota rents from broadwoven fabric mills and
sugar-containing products are approximately $250
million each.

Removal of All Significant
U.S. Import Restraints

Simultaneous liberalization of significant U.S.
import restraintsresultsin a net economic welfare gain
of afoproximately $19.0 billion.® Thisincreasein
welfareisalmost four-tenths of 1 percent of base year
1991 gross domestic product. Asnoted in chapter 1,
income changesfor firmstransgate into income
changesfor households. and consequently, the welfare
?ain of $19 billion is net of thelossesincurred by the
irmsin sectorsthat loseimport protection. These
losses are outweighed by the gainsfrom lower prices

27 The MFA analysisin the next chapter reportstwo
sets of results based on two different setsof estimated
tariff equivalent quota premiums: an upper bound and a
lower bound. The estimated tariff equivalent quota
premiums used herefor the MFA sector arethe ones
corresponding to the ugper bound. _ _

22 §imultaneous liber alization of all import restraints
in the U.S. economy, including the ones not identified as
sagjmﬂcant in thisréport (namely, sectorswith an ad
valorem tariff of lessthan 9 percent, on a dutiable value
basis. and no quaoi iverestrictions). resultsin a larger
welfare gain of approximately 520.7 billion.



Table 1
Significant U.S. Import restraints, by sector, 1991

Average MFN Quota Quota
Sector Tariff Retool Premlum? Rents®
Percent
Textiles:
Broadwoven fabric mills .......ccccccisvernennsinnns 12,5 8.5 241
Narrow fabric mills .......cccccciinmmmmssnnnnmeaninns 7.4 3.4 5
Yarn mills and textile finishing.......oseeeeeeeeens 8.9 5.1 12
Thread mills ..occcivireemssirrmnnsssrmmsmsssmnnenssans 10.1 4.6 3
Floor coverin?s ..................................... 5.9 2.8 17
Felt and textile goods, n.e.C. ...cecesisrrrnmnnsns 4.8 1.0 2
Lace and knit fabric goods ........ccosseeneeennnns 13.2 3.8 7
Coated fabrics, not rubberized ...............ou 9.5 2.0 4?
Tire €Ord and fabHiC wessesseesseessmerserssresnees 5.6 2.3 (
Cordage and twine ........ccoissssmsessssssisnnnnn 4.5 31 4
Nonwoven fabriC ....ccccereessmrrmmssssrrsnssssennes 3.5 0.1 @]
Apparel and fabricated textile products:
Women's hosiery, except SOCKS ....cereeessnnns 15.7 5.4 3
Hosiery, N.e.C.. .ceiiiiiissmimssssmeessissssnsnnnnnnes 15.9 3.5 10
Apparel made from purchased
materials .iieeciirrreesiirrrnrr e ————— 16.9 16.8 3,794
Curtains and draperies ...........cusmmssennnenans 121 5.9 3
House furnishings, n.e.C. ........cccciusrreeeeecns 7.7 8.3 80
Textile bags ...cuvvreeemceeesisissmnmnnnsnnmsnnsssiinnn 7.1 5.9 3
Canvas and related products ...........cceaiuiee 8.0 6.3 7
Pleating, stitching, trimmings,
and schiffli embroidery .......cccccciiiiinininnes 9.5 5.2 4
Fabricated textile products, n.e.c. . 4.1 9.2 101
Luggage .....cocorressssinnssssinnnens 15.7 2.6 30
Women's handbags and purses ... 13.3 1.0 9
Machine toolS ....ccovvrreemsssrrrenmsssrrnnssssnnnnnssssnnnnns 4.3 0.2 6
Agricultural sectors:
LY 1T - T 0.7 124.8 446
Sugar-containing products ........ccccuurremeans 6.2 10.0 2%
BUtter ...icuicisimeinseirminnnn i 5.1 26.9
CheesSe ....cirremsssrrmemssssrmnsssssrnnnnssssnnnnnsssnns 10.4 35.4 65
Dry/condensed milk products .......cceeeeeennns 5.6 60.3 1
[0 =T | 3.7 60.3 3
T | 1.9 6.5 163
Maritime transport (Jones Act) ....ccvervmrsrvnrsens (%) 133.0 ()
High MFN tariff sectors:
Nonrubber fOOtWEAr ........cvsesessesessnsessesnsanas 10.7 5) 5)
Watches, clocks, and parts ... - 9.0 5
Ball and roller bearings ....... 9.0 i1
Pressed and blown glass, n.e.c. 11.0 5)
Costume jewelry and novelties .... 9.7 (5) 5)
Cyclic organic crudes and
intermediates .....ciirrreeninrrnnirrrnn———" 13.1 ) )
Frozen fruit, fruit juices, and
vegetables ...........cconmimemen——- 24.4 () 5
Ceramic wall and floor tile .........cccviieennnas 19.1 5}
Personal leather goods ......cceeesirrrnnesssnnnnas 114
Electronic capacitors ........cccouuussssssnnnsannans 9.8 ) 5
Leather gloves and mittens .......ccceeeeeenniiins 14.0
China tableware ......ccoosmeeeeesiiiiinninnnnneneaans 13.8 r5 (°

I Ad valorem tariff rate, dutiable value basis, except for the MFA sectors, which are concorded specifically for the
USITC CGE model.

2 Tariff equivalent quota premium rate.

2 In millions of dollars.

4 Less than $1 million dollars.

5 Not applicable.
Sources: Ad valorem tariff equivalents compiled from official statistics of the U.S. Department of Commerce. Tariff
equivalents of the quotas are estimated by USITC staff. Quota rents are calculated by USITC staff using the USITC
CGE model.



faced by consumers and downstream suppliers, the

elimination of deadweight losses associated with

Brotectlpn, and thetransfer of the quota rents captured
y foreign firmsback to the U.S. economy.

A primary reason for thelargegain in economic
welfareisthe declinein pricesin the previously
protected sectors. For example, some of the larger
price declinesinclude: apparel from
materials (apparel). 11.4 percent; sugar, 8. percent;
and luggage. 9.1 ‘oer cent. Acrossthe U.S. economy.
liberalization of all significant import restraints brings
a dlight increasein output by 0.24 percent ($125
billion) while at the sametimeresultsin a negligible
declinein employment by 0.008 percent. In addition,
overall importsand exportsincrease by $10.3 billion
and $3.5 billion, respectively.

Other economywide resultsfrom liberalization
include a higher wage-rental ratio (0.54 per cent),
which indicates that labor has become more expensive
relativeto capital. Removal of theimport restraints
also causes a slight depreciation of thereal exchange
rate by approximately one-half of 1 percent. This
tendsto lower import demand and to raise export
competitiveness of the U.S. economy. However, for
the previously protected sector s this macroeconomic
result is offset by the decreasein import prices, which
tendsto increase import demand. These overall
macr oeconomic changes affect the liber alization results
and will guide various aspects of the discussion below.

Table 2 presents the economic effects on
employment. output, imports. and exports of
simultaneoudly liberalizing all significant U.S. import
restraints. I n general, the results show that the
previoudly protected sector s suffer from lost protection
and the sectors comprising therest of the U.S.
economy gain. The notable exception isthe maritime
transport sector, which benefits, despite the removal of
the Jones Act restrictions. The following discussion
first focuses on the maritimetransport results, then
highlights the economic effectsin the other liberalized
sectors, and concludes with an analysis of the
economic impact on the aggr egate sector s that
represent therest of the U.S. economy.

Maritime Transport

Themaritime transport sector experiencesgainsin
imports, exports, output, and employment. These
results are attributable to the fact that 1) cabotage
services protected by the Jones Act areonly part of the
maritimetransport sector and 2) liberalization of all
significant import restraintsin the U.S. economy
increasesthe overall volume of tradefor all goodsand
services, and hence, the demand for maritime services.
Theincreased demand for maritime services morethan
compensates for thelost protection in the cabotage part
of this sector. and net output, employment, and exports
in this sector increase by $1.3 billion, 5.000 full-tune
equivalent workers, and $1.0 billion, respectively.
Importsincrease by $517 million because of the
increased volume of trade and the elimination of the
JonesAct restrictions.

Other Liberalized Sectors

The primary effect of removing thetariffsand
uotas on the other liberalized sectorsisa reduction in
the prices of imported goods. Thisleadsto increased
consumption of imports by householdsin each
liberalized sector. In percentageterms, thelargest
increasein import penetration occursin theagricultural
sectors. Imports of sugar, dry/condensed milk
products. and cheese increase by mor e than 50 per cent
over baseyear levels. In the MFA sectors, apparel and
women's hosiery experience the largest per centage
gain in imports, with 24.6 and 213 percent increases,
respectively. In baseyear dollars, the largest import
gainisin the apparel sector, with an increase of over
$7.5 billion. followed by sugar ($766 million).
broadwoven fabric mills ($492 million), and noar ubber
footwear ($331 million).

In general. the export effects are small for the other
liberalized sectors. Many sector s experience a decline
in exports asthey decrease domestic output dueto
increased import competition that lost protection
brings. A few sectorsincrease exports, despite the loss
of imporé(!orotection. This can be explained by the
depreciated real exchangerate, which hasincreased the
priceof exportsrelative to nontraded goods across the
economy, and thus, gives producer s mote incentive to
export. One example of thisisin thewomen's
handbags and purses sector, which sees exportsrise by
12.3 per cent.

Domestic production in almost all the protected
sectorsfalls because of increased import competition.
In percentage terms. the lar gest declines occur in sugar
(7.9 percent). china tableware (7.7 per cent), luggage
(6.0 percent). and apparel (5.9 percent). In base dollar
terms, apparel suffersthelargest absolute decline, with
almost a $4.0 billion drop in output followed by
broadwoven fabric millswith over a $1.6 billion loss.

Besidesthe maritime transport sector, seven of the
other liberalized sectorsactually experience gainsin
output, despite loss of import protection. They are 1)
tirecord and fabric, 2) curtainsand draperies, 3) butter.
4) cream, 5) sugar-containing products, 6) costume
jewelry and costume novelties, and 7) watches, clocks.
and parts. Theresults suggest that these sectors,
despitetheir own lost tariff protection, may be gaining
in some way from liberalization occurring in other
sectorsor firm changesin macroeconomic variables
caused by liberalization.

Of the eight sectorsthat experience output gains,
three do so because they are downstream from other
liber alized sectorsand benefit from lower input prices.
For example, sugar-containing products use sugar asa
production input When sugar losesitsimport
protection. the price of sugar falls. The lower sugar
price can then stimulate domestic production of
sugar-containing products. If theincentiveto produce
mor e because of lower input pricesislarger than the
incentive to produce less because of lost protection,
then domestic production increases. This explanation
also appliesto the output gainsin thetire cord and



Table 2
Economic effects of simultaneous liberalization, by sector, 1991

Employment Output Imports Exports
Sector Number* Percent Doilar2 Percent Dollar2 Percent Dollar2 Percent
Liberalized sectors:
Textiles:
Broadwoven fabric mills ..... -12,288 -5.5 -1667 -5.4 492 14.2 -76 -4.8
Narrow fabric nulls ............. -699 -3.0 -35 -2.9 11 7.0 -6 -2.7
Yam mills and textile finishing. -3,839 -3.8 -344 -3.7 29 10.2 -6 -3.3
Thread mills ...coceeerrrrrnsanns -365 -54 -45 -54 7 7.8 -37 -4.9
Floor coverings .....ccccveeens -229 -04 =22  -0.2 54 8.1 ) 0.1
Felt and textile goods, n.e.c. =342 -1.8 -39 -1.7 7 32 -1.6
Lace and knit f goods -2,308 -54 -327 -5.3 22 109 -12 -5.0
Coated fabrics, not
rubberized ......ccceneneennnn, -228 -2.6 51 -2.5 25 6.9 -14 -2.3
Tire cord and fabric ........... -5 01 1 01 1 6.6 02
Cordage and twine ........... -83 1.2 -5 -1.0 8 5.8 -0.9
Nonwoven fabric ............... -48 -0.5 -10 -04 2 22 -0.3
Apparel and fabricated textile
pructs:
Women's hosiery,
except S0dS .....cvverrierns -85 -0.3 -2 -01 13 213 (3) -1(1
Hosiery, n.e.C.. iueeeeenssisiinens 631 -1.7 32 -17 55 16.4
Apparel made from
purchased materials ...... -46,616 -6.0 -3,965 -5.9 7,571 24.6 -1733 -5.5
Curtains and draperies ...... 45 0.2 5 03 1 17.5 ) 1.4
House furnishings,n.e.c.. ... -423  -0.9 -57 -0.8 160 14.3 5 02
Textile bags ......eeeneeeeeeenceees 91 -1.0 -5 -0.9 6 10.0 *) 0.3
Canvas and related 3
products ...ccvieresisnisnn -106 -0.6 6 -0.5 15 123 ™) 0.7
Pleating, trimmings
and schiffli roidery -889 -1.3 -66 -1.1 11 12,5 ) -0.4
Fabricated textile products ..  -1,261  -4.6 -83 -44 78 62 -gci -3.7
“UNAGE rereusnresessessssszaeass 629 -6.1 72 -6.0 149 10.8 -5 -4.5
Women's handbags and
PUISES ..eoeerrrrrsisnmmmnnrenns -26 -0.3 -1 -01 92 8.5 4 12.3
Machine tools ........cccccvemuneee. -575  -0.9 -55  -0.8 51 1.7 -8 -0.5
Agricultural sectors:
(1T T 1 -1,865  -8.0 -674 -7.9 766 95.2 -18 -5.1
Sugar-containing products .. -249  -0.1 67 0.1 132 4.5 25 0.7
Butter .....ccuremrmssennnnssannnns 1 (4% 4 02 ! 32.6 P 0.5
Cheese .....cccvveriiieccennnnnns 321 L -143  -1.0 218 57.6 -0.7
Dry/condensed milk
products .........cceccerrens -43 494% -2 (4) 22 72.3 0.2
Cream .....ccnvssssssisnnin, ' 38 (3 0 9
Y -523 -134 -03 329 122 (
Maritime transport (Jones Act) 5,003 2.7 1,279 2.8 517 3.0 1,035 6.0
High MFN tariff sectors:
Nonrubber footwear ........... -806 1.1 -51 0.9 331 4.2 1 25
Watches, clods, and parts . 257 1.7 11 1.8 97 4.1 6 1.8
Ball and roller bearings
and parts .....cccccceeeennnnnns -348 -1l 46 -1.0 50 5.0 7 -0.9
Pressed and blown glass, 4
NL€.Cor curerresmessessrsssensenss -127 -0 4 (4 36 22 (3) (4)
Costume jewelry and 4
costume novelties .......... -6 (4) 2 01 51 6.2 1 0.4
Cyclic organic crudes and
intermediates ....esesssesses -1,120 0.4 -130 -0 183 14 4 @
Frozen fruit, fruit juices, and
vegetables ........cccceeenee. -387 1.1 -73 -1.0 144 13.0 -4 -0.6
Ceramic wall and floor tile .. -356  -5.2 -38  -5.1 41 82 -1 -4.7
Personal leather goods ...... -130 2.2 -17 2.0 29 8.6 -0.7
Electronic capacitors .......... -542  -0.3 -80 -0.2 161 1.6 -15 0.2
Leather gloves and mittens 41 -31 -7 -3.0 15 123 (341 -2.0
China tableware ........cccoeeue -385 7.8 -6 -7.7 30 8.7 -7.5

See footnotes at end of table.



Table 2—Continued

Economic effects of simultaneous liberalization, by sector, 1991

Employment

Output

Imports Exports

Sector Numbers Percent

Dollar® Percent

Dollar® Percent Dollar? Percent

Rest of the U.S. economy:
Agriculture, forestry, and

fisheries ..uuvueeeeeenssisssinnns -1,070 -0.1
Mining ... -723 0(.
Construction .............. - -208 !
Nondurable manufacturing ..  -1,232 (j
Durable manufacturing ...... 22,663 0.2
Transportation, communi-

cations, and utilities ........ 4,762 0.41
Wholesale and retail trade .. 5,886 ()
Finance, insurance, and real 4

estate ..., -1,446 (]
Other services .......ccorrrnnnes 36,185 0.1

357 0.2 3 03 387 15
288 0.2 % 01 47 0.6
388 0.1

1643 02  -12 -0, s 01

4418 03  -i62 01 1243 0.5

1720 0.2 $-0133.90,¢

1712 02 LTSS

4060 03 6 -01 111 0.7

4753 02 32 01 371 0.4

' Full-time equivalent jobs.

2 In millions of dollars in base year prices.
3 Change less than 1 minim dollars.

4 Charge less than one-tenth of 1 percent.
> Nontradeable sector.

Source: Estimated by the staff of the USITC.

fabric sector and the curtains and draperies sector, both
of which are downstream from other liberalized textile
sectors.

A dightly different example of thislower input
price effect is manifested by the output gain
experienced in the watches, clocks, and parts sector.
Some segments of this sector (watch and clock parts)
areinputsinto other segments of the sector (finished
watches and clocks). Therefore, when the sector is
liberalized, the finished goods segment of the sector
experiences lower input prices, which tend to make it
produce more. The positive effect of lower input
prices can be larger than the negative effect on output
that increased imports can cause. When this occurs,
the entire sector experiencesa net output gain. This
explanation isalso applicable to the costume jewelry
and costume novelties sector, which has some
segmentsthat are downstream from other segments.

For theremaining two sector s experiencing output
gains (butter and cream), theresultsare due moreto
the macr oeconomic effects occurring in the economy
than from overall liberalization. For both sectors
import penetration issmall in base dollar terms. Butter
and cream importsincrease by only S1 million and S3
million. respectively. Thus, thelost protection tendsto
lower pricesand output by a small amount. But at the
sametime, two effectstend to raise prices and
production for all productsin the economy: higher
consumer demand from the $19.0 billion increasein
household income from liberalization, and the
depreciation of thereal exchangerate, which makes
exporting more attractive. These effects offset lost
protection, and prices (both domestic and export) rise

dightly in these two sectors, causing output torise as
well.

Finally. the sectorsthat experience output declines
also experience accompanying employment declines.
Apparée and broadwoven fabric mills suffer the largest
number of displaced workerswith aloss of
approximately 46500 and 12,000 full-time equivalent
jobs. respectively. Of the seven previoudy protected
sectorsthat experience output gains, four (cream,
sugar -containing products, costume jewelry and
costume novelties, and tire cord and fabric) experience
employment loss, despite small output gains. Thisis
duetothehigher economywide wage-rental ratio (a
result of liberalization), which raisesthe wage relative
tothe price of capital in the economy and causes
employersto substitute capital for labor, reducing
employment.

Rest of the U.S. Economy

In the aggr egate sector sthat comprise therest of
the U.S. economy, trade effects are explained primarily
through the depreciation of thereal exchangeratesince
these aggr egate sectors are not directly affected by
removal of import restraints. Depreciation of thereal
exchangerateraisesboth import and export prices
dlightly acrossthe economy. Thistendsto decrease
importsand increase the incentive for domestic

roducersto export. The economywide trend to import
essisdemonstrated by theimport declinesin the
agor egate sector s of the economy (except for mining).
Similarly, exportsrisein the aggregate sectorswith
agriculture, forestry, and fisheries posting the lar gest
per centage gain (1.5 percent) and durable



manufacturing experiencing the hugest gain in base
year dollars (over $1.2 billion).

In contrast to the previously protected sectors, the
aggregate sectorsthat comprisetherest of the U.S.
economy experience output gains dueto lower input
prices. Six of the nine experience an increasein output
of $1.6 billion or more over base year levels. Since
these sectors gain from the elimination of significant
import restraints, it demonstratesthat there are coststo

10

these competitive sector s of the U.S. economy when
impart protection isin place.

Four of the nine aggr egate sector s experience
employment gains, with other servicesand durable
manufacturing adding approximately 34,000 and
27,500 full-time equivalent jobs, respectively. Five of
these sector s experience a displacement of workers,
despite output gains. Thisisattributableto the
substitution of capital for labor taking placein
responseto therisein the wage-rental ratio.



CHAPTER 3
Manufacturing

Textiles and Apparel

International tradein textilesand apparél is
governed largely by the Arrangement Regarding
International Tradein Textiles. more generally known
asthe Multifiber Arrangement (MFA). In 1991, U.S.
imports from around 40 countries wer e subject to the
imposition of quotasunder the MFA." During that
year, total imports from these countries accounted for
approximately 73 percent of total U.S. imports of
textilesand apparel. In many cases, particularly with
the United States major trading partners. the quotas
wer e binding.

In 1991. the trade-weighted, aver age ad valorem
tariff ratesfor U.S. imports of textilesand apparel were
12.6 percent and 16.8 per cent, respectively.*° Textile
and apparel importsqualify for preferential tariff
treatment under free-trade agreements negotiated with
Israel and Canada. In addition, a number of countries
benefit from reduced duties under heading 9802.00.80
of the Harmonized Tariff Schedule of the United
States.®! Countriesincluded in the Caribbean Basin
Initiative (CBI) and Mexico also benefit from
preferential quota accessfor imports entering the
United States under this heading.

In 1991. total U.S. imports of textilesand appar el
amounted to $42.1 billion, resulting in an
import/production ratio of 032. U.S. exportstotaled
$9.0 billion, accounting for only 7.0 percent of U.S.
production in 1991 (seetable 3).

" Bilateral quotas negotiated under the MFA are
product specific. Thenumber of product categoriesand
the extent to which specific quotas are binding vary by
country.

-- ¥Ad valorem tariffsthat apply to imports of textiles
and apparel from countrieswithout MFN status ran(O;e
from freegor alimited number of items) to over 100
percent. Thesetariffsreflect therates applied to all
imports of textilesand appare asaresult of the Tariff Act
of 1930. Ad valorem tariffsthat apply to countrieswith
MFN status have declined over the past 40 yearsthrough
successive multilateral trade negotiations. Nonetheless,
the MFN tariffson textilesand apparel remain higher than
those applied to most other manufactured products.

31 Nonetheless, reduced duty treatment afforded by
heading 9802.00.80 hasresulted in only a slight difference
in th nominal and effective rates of duty applied to these
products.

Current Operation of the
Multifiber Arrangement

Although quantitative restraintson U.S. imports of
textilesand apparel have been in effect since the 1950s.
the scope of theserestraints hasincreased significantly
during the past two decades. The MFA wasthe result
of multilateral negotiationsin 1973 that involved
approximately 50 countries. Initially, the MFA
covered tradein products made of cotton, wool, and
manmade fibers. In 1986 the M FA coverage was
broadened to include products made of silk blends and
noncotton vegetablefibers. The MFA is set to expire
on December 31, 1993.%

The expiration of the agreement isintended to
coincide with the expected implementation of an
agreement on textilesand appar el negotiated in the
ongoing Uruguay Round General Agreement on Tariffs
and Trade (GATT) negotiations. The GATT released a
draft agreement in December 1992 that would phase
out the MFA over a 10-year period and bring
international tradein textilesand apparel products
under normal GAIT rules.

The MFA representsa departure from normal
GATT rulesbecauseit allowsfor country-specific
restraintsin contradiction to the principle of equal
treatment for all GATT member countries. Under the
MFA, signatories can negotiate bilateral agreements
that establish quotas on imports of most types of
textilesand apparel. In the absence of a bilateral
agreement, a country may impose unilateral quotasfor
up to 2 years. Although quotas generally have been
increased annuallil by 1 percent for wool productsand
6 percent for all other covered products, major
suppliersare frequently subject to lower growth limits.

Under the MFA, industrialized countriesthat are
signatoriesto the arrangement have established quotas
on imports of textile and appar el products from
developing and newly industrialized countries, but
generally have not used quotasto restrict trade from
other industrialized countries. Table 4 showsthe

32 For areview of U.S. trade polic_?[ r%garding textiles
and apparel, see USITC, The Year In Trade: Operation of
the Trade Agreements Program, various years. See also,
Donald B. Keesing and M.ardn Wolf, Textile Quotas
against Developing Countries (L o_ndon: Trade Policy
Resear ch Centre, 1980), for areview ofagr ts
affecting textilesand apparé prior to the 980s.

1



Table 3
Textile and apparel: Summary data, 1991

USITC sector Employment Shipments Imports Exports
1,000 workers fvittromcotars
Textiles:
Broadwoven fabric mills .. 233.1 20,312.4 3,454 1,568
Narrow fabric mills ............. 239 1,192.7 159 229
Yam mills and

textile finishing ............... 104.5 11,459.1 280 180
Thread mills ..oveeeeeeniiiiiinnns 6.9 788.1 87 146
Floor coverings ........ccceuus 56.3 8,555.2 659 804
Felt and textile goods,

[ N o 19.2 1,593.3 217 326
Lace and knit fabric goods 46.9 6,633.6 206 234
Coated fabrics, not

rubberized .....ccceunneneennan 9.0 1,401.5 360 599
Tire cord and fabric ............ 6.1 961.5 19 137
Cordage and twine ........... 7.4 566.3 138 54
Nonwoven fabric ............... 9.3 3,376.5 89 123

L] 71— 522.6 56,840.2 5,668 4,400

Apparel and fabricated textile
products:
Women's hosiery, except

SOCKS tirrremmemnniisisnrnnnnnnns 32.8 1,642.7 59 56
Hosiery, n.e.C. ...cvveeeecmnnnns 37.8 2,270.1 335 60
Apparel made from purchased

materials ......cccceviiinnennns 882.0 50,641.7 30,836 3,146
Curtains and draperies ....... 21.5 1,415.5 65 17
House furnishings, n.e.c. 52.9 5,127.6 1,120 319
Textile bags ......ccervrrrennnnnnns 9.5 547.0 60 18
Canvas and related

products ........ccccciinneennns 171 917.1 121 21
Pleating, stitching,

trimmings, and schiffti

embroidery .........couiiinnns 70.4 5,633.9 92 25
Fabricated textile

products, n.e.c. ............. 28.7 3,009.5 1,251 799
Luggage .........cccoiiiinnninnees 12,5 1,028.0 1,373 115
Women's handbags and

3111 1T 5.8 432.0 1,079 32

4] ] [, 1,171.0 72,665.1 36,391 4,608
Textiles and apparel ............... 1,693.6 129,505.3 42,059 9,008

Source: U.S. Department of Labor and U.S. Department of Commerce.

countries and the value of U.S. imports subject to the
MFA in 1991. Currently, the United States has
bilateral agreements with more than 40 countries. **

Results of Previous Studies

A number of researchers have examined the
economic effects of quota restrictionsimposed on
textiles and appare by the United Statesand by other
industrialized countries. Theresults of these analyses
vary because of differencesin the type of model used,

M of Aug. 1, 1993, the United States had
agreements with, or imposed quotas on, imports from 45
countries and Guam (a U.S. territory).

12

the time period under review, the scope of the analysis,
and the assumptions under lying parameter estimations.
Theresults of recent studies that focus on the United
Statesare shown in table5.3*

34 Researchers have also examined in the impact of
the MFA at a regional or global level. See, for example,
Junichi Coto, A Formal Estimation of the Effect of the
MFA on Clothing Exportsfrom LDCs,  Policy, Research,
and External Affairs Working Papers, WPS455
(Washington, DC: The World Bank, June 1990), and
Irene Trela and John Whalley, "Global Effects of
Developed Country Trade Restrictions on Textiles and
Apparel," The Economic Journal, 100 (December 1990),
1190-1205.



Table 4
Textiles and apparel: U.S. general Imports subject to the MFA, 1991, and expiration dates of
agreements or quotas, by countries, as of March 1993

Value of Expiration
Country Imports date
(1,000 dollars)

Argerrtina** 9,371 03/31/92
Bangladesh* ......ccccsssemmmssssnsmmsssssnssssansessssnsnnnsns 450,225 0181/95
Brazil ** ........ . 218,011 03/31/94
L0011 - 3,750,745
Commonwealth of Independent States? e 10,150 12/31/92
[ 000X = 1 5 L or- 445,813 12/31/93
Czech Republic and Slovakia' 25,708 05/31/93
Dominican Republic’  ....cciiivsssssmsssmmmmmssssmsssnnnnsssnnnnn 957,888 12/31/93

126,156 12/31/93
Brilvador ... 106,861 12/31193
Firlm's 27,971 (1)27/71:432'
[ T !
LT LT 1 349,52
Haiti % covsseeemernenssssmsssnnmmnsssssssnnmnssssssssnnssssnsssssnns 152,421 12 1
Hong Kong' ...t r s 3,941,897 12/31/95
HUNGArY* ..cccciiiiiiiisiinsssssssssssnnnsnnsnnnnnnnmenmmnnssnnsnnssnnnnnns 51,862 12/31/93
India*  .eessecsssssssssr e ————————— 833,067 12/31/93
INdonesia' ...cccvvrrrmcsssrimneeinrrnn 649,024 06130/94
Jamaica* ... 254,577 1281/93
Macao’ ... ————— 390,062 12131/93
Malaysia' ... 580,123 12/31/94
T 98,906 09/30/93
Mexico* .....cernsuns pres s ——————— 879,395 12/31/93
M#énmar (Burme) 11,677 09/30/92
Nepal 45,209 1241 /95
Nigerial .....cccciiiiissnmmnmenee s — 3,005 12/31/92
o= TR L 465,045 1281/93
Panama ......ccoommesssssssnnnnsssssssss s 63,029 03/31/94
Peru’ 89,116 12/31/91
Philippines*  ....eeeessssssseesmmmmsssssnsssnmmmmsssssnsnnsnnsssssnsnnnnns 1,059,532 12/31/93
Poland' .......ccissemmmrrmmnssssnmnnnnenssssnnnsnnnnnssssnnsnsnnenssssnnnns 59,251 12/31/93
ROMANIA .iirirreeememssisssssnrnnnsnssssssssssssennnnnsnssssssssssssnnnnnnns 18,182 12/31/93
SiNGAPOrE’ ...iviirrirrrrrmrsnsssssssssssssssssssssssssssssnssnnsnnnnnnnnnes 609,751 12/31/95
South Korea' ......ccossssmssssmssssmmsssmssssmmssssnssssmsssssssassnsns 2,448,444 12/31/93
Sri Lanka' ... asssasaaa 505,098
TAIWAN  cevviennssrse s —————— 3,196,680 12/31/95
TRAIANA" ....o.eveegareeesseeesseeesseeeesseeessseeessseeesseeessns 695,590 1281/93
Trinidad and Tobago ' 1,232 12/31/91
TUrKeY* ..iiiiiiiinnnnnnnnnnnneee e —— 301,031 12/31/93
United Arab Emirates .........ccvermmmmmmmmssnnninsmnmnnnsssssnsna 83,470 1281/93
Uruguar ........ e ——————— 45,135 0640/93
Former Yugoslavia' .........ccccovimrmmrrmmmmsmmmmnsssssmsesssssssnnnnes 66,670 12/31/92

*Signatory to the MFA Protocol that went into effect on Aug. 1, 1991, as extended through Dec. 31, 1993.

**Provisional acc%:tance, subject to ratification, of MFA Protocol that went into effect August 1, 1991, as extended

through Dec. 31,199

" The agreement with this country was allowed to expire without being renewed.

2 The former Soviet Union. The Conenittee for the Implementation of Textile Agreements issued a directive on
July 24, 1992, directing that the quota applicable to exports from the former Soviet Union would be applied
cumulatively to exports from the 12 successor states for the period January 1, 1992, through Decanter 31, 1992,

o1 Subsequent to the original agreement, an additional quota was negotiated and it is scheduled to expire Dec. 31,

4 The agreement with Guam, a U.S. territory, was equota exception' for sweaters classified as products of
foreign countries, but assembled in this insular area. Quota-free entry was allowed for a specified number of
sweaters. Imports in excess of the specified amounts were charged to quotas established for the country of origin,
usually the country where the sweater parts were knitted.

5 Not applicable.

¢ Quotas are scheduled to expire Dec. 31, 1993 and Dec. 31, 1994.
Sources: Trade data comgailed from official statistics of the U.S. Depa _ of Commerce. Other information from
the Office of the United States Trade Representative, Office of the'el Textile Negotiator; and U.S. Department of

Commerce, International Trade Administration, Office of Textiles and Apparel.
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Table 5

Textiles and apparel: Summary of selected studies

Base year Welfare Number of
Study of estimate cost jobs protected
(Billion dollars) (Thousands)
Partial equilibrium:
Hufbaueretal. @ = e 1984........covnmmeiirrnnenns 6.65 640.0
Cine . 1986.....cccriimmmmnrrranssnnnnns &)13 234.9
USITC(1989) s 1987...ccicccceecee e 232.9 - 291.2

General equilibrium:
de Melo and Tarr?

1572

de Melo and Tarr 18.0 - 449.8
USITC (1991) .0
Reinert
" Not available.

2 Removal of quotas only (1990 estimate).
3 Removal of quotas only (1992 estimate).

Sources: G. Hulbauer, D. Berliner, and K. Elliot Trade Protection in the United States: 31 Case Studies .
ington: Institute for International Economics, 1986); William R. Cline, The Future of World Trade in Textiles

ington: Institute for International Economi

1987); USITC, The Economic Effects of Significant U.S. Import

Cs,
Saints, Phase 1: Manufacturing, publication 2522, Oct. 1989; Jaime de Melo and David Tarr, 'Welfare Costs of
U.S. Quotas in Textiles, Steel and Autos," The Review of Economics and Statistics (Aug. 1990), 489-97; de Melo and

Tarr,

The Economic Effects of Significant U.S. Import Restraints,

General E#uilibrium Analysis of U.S. Foreign Trade Policy (Cambridge MA: The MIT Press, 1992); USITC,
Phase Ill: Services, publication 2422, Sept 1991; and

Ken Reinert, 'Textile and Apparel Protection in the United States: A General Equilibrium Analysis,' The World

Economy (May 1993), 359-76.

Studiesvary by whether they are based cai partial
or general equilibrium analysis. Because partial
equilibrium models generally allow for a greater
degree of disaggregation, resear chers can usethese
models to examine the effects of trade liberalization on
specific sectors of thetextile and apparel industries.
However. the partial equilibrium models do not capture
theinter active effects of trade liberalization on other
sectors of the economy. Asaresult, estimates of
economywide welfar e effects and of changesin
employment generated by the two types of models may
differ substantially.®®

Because of differencesin the base yearsaswell as
in other assumptions underlying these studies, it is
difficult to directly comparethe results shown in table
5to the estimations discussed in the following section.
Nonetheless. theresults of all of these studies suggest
that tradeliberalization in the U.S. textile and apparel
sectorswould likely have a substantial impact on these
sectorsand on the overall U.S. economy.

Economic Effects of Removing
I mport Restraintsin Textiles
and Apparel

The USLTC's computable general equilibrium
(CGE) model isused to evaluate the effects of

33 In particular, after controlling for other differences
in the models, the partial equilibrium models tend to
produce larger estimated declines in employment than
those generated by general equilibrium models.
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liberaliZing the MFA. The model focuses on 22 sectors
that are directly affected by the MFA, 3 upstream
sectors, 1 downstream sector, and 9 aggr egate sectors
comprising therest of the U.S. economy.”™ The
analysisisdivided into two cases. Thefirst case
estimates the effect of removing only the MFA quotas.
and the second case estimates the removal of both
tariffsand quotasin this sector.

M odel Specification

MFA quotas control the quantity of imports
entering the United States on a product (quota
category) basis.>” In someinstances, the quota applies
only to selected productsthat fall within the quota
category. In general, when exports of psoducts covered
by a quota reach the quantity limit specified by the

36 The sectors correspond to 6-digit Bureau of
Economic Analysis (BEA) input-output groups that are
aggregated from 4-digit SIC categones. A@Fendix B
provides a concordance between the USITC focus sectors.
the BEA sectors, and the corresponding SIC industries.
Although wool is another upstream sector that is relatively
important to certain textile sectors. it was not treated as a
separate upstream sector because wool could not be

. ted from other meat products. Thus, it is
IiT%=n the aggregated sector - agriculture, forestry.
and fisheries. Nonmetal furniture is One of anumber of
downstream sectors for the textile and textile products
industries. It was selected is a downstream sector for the
purpose of illustrating the effects of MFA quota and tariff

37 Some hilateral agreements also include aggregate or
group quotas that encompass a number of individual quota
categories.



agreement. no additional products can enter the United
States. However, provisionsin the bilateral agree-
ments, which often allow for flexibility through
"swing." "carry-forward," and " carry-over" provisons,
render the systematic analysis of quota utilization
difficult.

A quotaisconsidered binding when the quota
utilization rateis high enough to effectively inhibit
foreign manufacturers from exporting additional
production to the United States. Recent studies have
assumed that quotas are binding when utilization rates
reach 90 percent or greater.”® However, thelevel at
which the quota is assumed to be binding continuesto
be debated, in part becauseit is difficult to measurethe
degree to which foreign exporters can take advantage
of the flexibility provisionsin the agreements. In some
instances, foreign suppliers may have sufficient
information to utilize 100 per cent of the available
quotas. In other cases, up-to—dateinformz;g'on on quota
utilization levelsis not readily available. ** Thus, even
though utilization ratesfor a particular country's
products may be well below 100 percent, suppliers
may be reluctant to commit additional resourcesto the
production of goodsfor export to the U.S. market.

For the purpose of thisanalysis. estimated tariff
equivalents are based on the assumption that quotas
wer e effectively binding when utilization ratesreached
either 80 or 90 percent. The two binding rates provide
upper and lower bound estimates. respectively, for each
of the two policy experiments discussed below. The
assumption that quotas are binding when utilization
ratesreach 80 percent providesthe upper bound for the
estimated tariff equivalents, inasmuch asmore
categories are classified asbinding at die 80 per cent
ir%vel and therefore cover a higher percentage of

p

38 See. for example, Refik Erzan, Junichi Goto, and
Paula Holmes, " Effects of the Multi-Fibre Arrangement on
Developing Countries Trade: An Empirical
Investigation,” in Cul Hamilton. ed. Textiles Trade and
the Developing countries: Eliminating the Multi-Fibre
Arrangement in the 1990s (Washington DC: The World
Bank 1990). _ _

" For example, Indian textileand ap_P_areI producers
ability (or lack ther eof) to effectively utilize available
quotasisdiscussed in Rajiv Kumar and Sri Ram Khanna,
"India, The Multi-Fibre Arrangement and the Uruguay
Round," in Hamilton, ed. Textiles Trade and the
Developing Countries. 182-214. _

+° For example, if the utilization rate for a particular
category reaches 85 percent, under the upper bound
scenario it would be classified asbinding: under the lower
bound scenario it would not be considered binding (and
ther eforewould have a tariff equivalent of zer o).

41 Given the degree of flexibility afforded man
countrieswith which the United States has bilater
agreements, the tariff equivalentsthat were estimated on
this basis may be over stated for the base year. However,
it isimportant to note that market conditionsfor these
products often changerapidly. Thus, quota utilization
ratesmay differ significantly from year toyear for an
given country and quota category. In yearswhen U.S.
demand for importsisarticularly strong,, quota utilization
rates may be much' , thusresulting in higher
estimated tariff equiv.  ts.

Asoutlined in chapter 1. the USITC model
estimates the effects of the MFA quotasthrough the
use of estimated tariff equivalents. The estimated tariff
equivalentsused in this analysiswer e calculated taking
into account differences across countries (that is, the
extent towhich U.S. imports wer e cover ed by quotas)
and whether or not the quotas wer e binding. Appendix
E provides a complete discussion of the estimation
methods that were used to gener ate these tariff
equivalents. The estimated tariff equivalentsand
trade-weighted average tariffsfor each sector are
shown in table 6. The degree of protection afforded by
the estimated tariff equivalentsand the trade weighted
tariffsvariesacrossthe 22 sectors. These sectaal
variations have a significant impact on the estimated
effects of trade liberalization discussed below.

Theresultsof both cases areinfluenced by various
parameter s used in the estimation process. One
parameter reflects an assumption regarding the extent
to which quota rentsaccrue abroad. If the structure of
the U.S. market issuch that U.S. importers have little
or no market power, one would expect foreign
exportersto capture 100 per cent of the quota rents.
However, recent empirical research suggeststhat
concentration in the U.S. import market is sufficient
enough to allow U.S. importersto Capturea E)ortion of
the quota rents gener ated by the MFA. ** Drawing
from thisresearch, the analysis specifiesthat 8(2
percent of the quota rents accrueto foreign exporters. *

Model Results

Theoverall effect of liberalizing only the MFA
quotas (case 1) resultsin awelfare gain to the overall
U.S. economy, ranging from $9.6 to $10.8 billion.
Under case 1, pricesdecline acrossvirtually all of the
MFA sectors, with atpparel made from pur chased
materials (apparel), fabricated textile products not
elsawhere classified (n.e.c.) and luggage prices
declining most significantly (5.9 percent, 4.8 per cent,
and 1.4 per cent, respectively). Acrossthe economy,
the elimination of MFA quotas generatesa negligible
declinein the number of full-time equivalentsworkers
(jobg} of approximately 0.009 per cent. However.
overall production increases dightly by approximately
0.10 percent ($5.0 to $5.6 billion). Case 1 also results
in an overall increasein importsranging from $4.1to
$4.7 billion and an overall increasein exportsranging
from $114.0 to $138.0 million.

When MFA quotas and tariffs are liberalized
simultaneoudly (case 2), the overall effect generatesa

+2 See Refik Erzan, Kala Krishna, and Ling Hui Tan,
" Rent Sharing in the M ulti-Fibre Arrangement: Theory
and Evidence from U.S. Ap{_)arel Importsfrom Hong
Kong; (Washington D.C.: The World Bank, 1991). and
Geoffrey Bannister, " Rent Sharingin the Multi-Fibre
Arrangement: The Case of Mexico," (Washington, DC:
TheWorld Bank, 1993).

3 Had the specification been made that 100 per cent
of the quota rents accrued abroad, corresponding estimates
of welfare gainswould have been higher.
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Table 6

Estimated ad valorem tariff equivalents for MFA quotas and trade-weighted, average MFN tariffs,

by USITC sectors, 1991

(Percent)
Advgdorem
Average MFN
Lowers uppers tariff rates
Textiles:
Broadwoven fabric mills ...........ccorrmmmmmmmmeesnnnnnnnnnn. 6.9 8.5 12,5
Narrow fabric mills ......cceeeinniininemmmmmmss——. 3.2 3.4 7.4
Yam mills and textile finishing .........ooovvvnsnnnnnnnnnnnees 4.1 5.1 8.9
Thread fills .......cccimmmmemcnnnnn 4.4 4.6 10.1
FlOOr COVENNGS .euvsssrrrsrmsnsmsmsssssssssssnnnnnnnnnnsssssssnnns 2.8 2.8 5.9
Felt and textile goods, n.e.C. .....ccovrrrrrrmmmmmmnnsssssennns 0.9 1.0 4.8
Lace and knit fabric goods ...........courrmmmmmmmmnnnnninnnn 3.2 3.8 13.2
Coated fabrics, not rubberized ...........ccnviniisssnnnnns 2.0 2.0 9.5
Tire cord and fabriC ....cceeeeciiiiiinimmmmmness—. 2.3 2.3 5.6
Cordage and twine .........oocmmimmiiiiimnnnmn s 2.9 3.1 4.5
Nonwoven fabriC ...ccccoeeeccssnininnmnmmmmssss—. 0.1 0.1 3.5
Apparel and fabricated textile products:

Women's hosiery, except socks ........cccniisnnnsannnians 4.0 5.4 15.7
H05|er¥, T o 2.6 3.5 15.9
Apparel made from purchased

materials ....cccrmrmmmmnninir i —— 14.8 16.8 16.9
Curtains and draperies .. 5.8 5.9 12.1
House furnishings n.e.c. 8.1 8.3 7.7
Textile bags ......c.ccovvveees 5.3 5.9 71
Canvas and related products 5.7 6.3 8.0
Pleating, stitching, to Wings,

and schiffh embroidery ........cisnnesneenn————. 4.3 12,5 9.5
Fabricated textile

products, n.e.c 8.8 9.2 41

144! 2.5 2.6 15.7

Women's handbags and purses ......cccceeesmssssssssssnns 1.0 1.0 13.3

! Assumes that quotas are binding at a 90 percent utilization rate.
2 Assumes that quotas are binding at an 80 percent utilization rate.

3 Ad valorem equivalent.
Source: Estimated by the staff of the USITC

welfare improvement to the U.S. economy. ranging
from $15.3 to $16.4 billion. Declining prices are more
pronounced under this scenario, with the apparel,
luggage, and women's handbags and purses (handbags)
realizing the most significant declines (11.4, 9.1, and
85 percent, respectively). Overall. the elimination of
tariffs and quotas also generates a negligible decline in
employment of approximately 0.008 percent Under
case 2, the growth in overall production is estimated to
be approximately 0.23 percent ($12.1 to $12.6 billion).
Similarly, import increases range from $7.8 to $8.4
billion and export gains amount to approximately $2.7
billion.

Liberalization in each case results in the
depreciation of the U.S. real exchange rate and in a rise
in the wage-rental ratio." For both cases, the effects
of removing quotas reflect the extent to which the

44 As discussed in chapter 1, these macroeconomic
changes influence the effects of liberalization on
employment, imports, and exports by increasing the
substitution of capital for labor and increasing the relative
price of tradeable to nontradeable goods.
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sectors are subject to quota-restricted imports. Sectors
with relatively high estimated tariff equivalents, such
as apparel. fabricated textile products. and broadwoven
fabric mills, are more adversely affected. Moreover,
the impact of trade liberalization on the textiles sectors
is compounded by declines taking place in their
downstream industries (for instance, apparel).
Conversely, producers in the downstream sectors, such
as apparel, benefit from liberalization of trade in
upstream sectors that offsets, to some extent. increased
import competition: *

Tables 7 and 8 present case 1: the effects of
liberalizing only the MFA quotas on domestic

45 For example, apparel is an important downstream
industry for broadwoven fabric mills. In cases 1 and 2,
output in the apparel sector declines as a result of
liberalization. Consequently, producers of domestically
produced broadwoven fabric face declining markets for
their products and increased import competition
simultaneously. Apparel producers face a similar increase
in import competition. However. producers in the apparel
sector benefit, to some extent, from reduced prices for
inputs such as broadwoven fabric, resulting from tariff
and/or quota liberalization.
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Table 7
Textiles and apparel, case 1: Economic effects of quota liberalization, value changes, 1991
Employment Output Imports Exports
Lower Upper Lower Upper Lower Upper Lower Upper
—EJE) Million dollars
Liberalized sectors:
Textiles:
Broadwoven fabric mills -5,195 -5,980 -703 -810 147 186 -33 -37
Narrow fabric mills ............... -291 -317 14 16 3 3 -3 -3
Yarn mills and textile

finishind ......cocoeiiiiiieieeee -1,711 -1,932 -153 173 7 9 -3 -3
Thread mills .......cccovccervennnes -157 173 19 21 2 2 (23 3
Floor coverings ................... -93 -94 7 -6 18 18 (2
Felt and textile goods,

LY — -144 -160 16 -18 (3) ) 2 3
Lace and knit fabric

fo (o o1 -3 -1,030 -1,151 -145 -162 2 2 -5 -6
Coated fabrics, not

rubberized ............ -58 61 12 13 f f \'i -3
Tire cord and fabric . 2 -2 1 1 ( ( ! P
Cordage and twine .... - -44 -47 -3 -3 9 9
Nonwoven fabric ................. -25 -27 -5 -6 ( ) ( ) ()

Apparel and fabricated textile
pr?’slucts: h X

omen's hosiery, excep

SOCKS .eoveeeuererrnrraerseesaenaas -10 -16 1 1 2 3 2 g
Hosiery, n.e.c. ocoeeeecrecennen. -65 -95 -3 -4 8 10 2
Apparel made from

purchased materials ....... -21,944 -24,499 -1,865 -2,082 3,184 3,605 -82 -92
Curtains and draperies ........ 22 30 3 3 4 4 () (21)
House furnishings, n.e.c. -266 -255 -37 -35 82 84 -1 -
Textile bags .....cccoeeveeeicrecnnee -44 -50 -3 -3 3 3 ?) 2
Canvas and related 2 2

products .......ccceeveerrerennnn. -52 -56 -3 -3 6 7 ( ) ( )
Pleating, stitching, trimmings,

and schiffli embroidery .... -440 -560 -33 43 3 1" 3 @)
Fabricated textile products,

[ I -1,023 -1,054 69 -7 54 57 -28 -28
Luggage .......ccccveeiieninnns 91 -94 -10 10 22 23 -1 -1
Women's handbags 9 9

and purses .........cceeeeenen 5 7 2 2 8 8 ( ) ( )

Upstream sectors:
COtON oo seeeressceereere -258 -294 25 29 (21 (21 4
Cellulosic man-made fibers . -173 -196 30 -34 6
Noncellulosic organic fibers.  -1,166 -1,316 201 -226 -9 -10 -24
Downstream sector:
Nonmetal furniture ............... 12 15 15 17 2 2 3 (2)
Rest of the U.S. economy:
Agriculture, forestry, and

fisheries ......cccccvveecerceennen. -385 -438 143 159 6 7 44 49
Mining ....ccoeirireece e, -561 -628 99 110 30 33 9 10
Construction ........ccceeveeerenene -236 -264 166 186 Q v 2
Nondurable manufacturing .. -1,072 -1,200 926 1,034 g
Durable manufacturing ....... 2,192 2,450 775 866 329 3 5 58
Transportation, commu-

nications, and utilities ...... 1,300 1,449 708 791 59 67 &°5 72
Wholesale and retail trade .. 5,047 5,657 960 1,074 3 @) (%) (3)
Finance, insurance, and

real estate ........ccccceeenneee. 585 669 2,220 2,485 10 1" 31 34
Other services ........cccoeeen.e. 18,429 20,653 2,337 2,616 53 59 33 36

! Full-time equivalent jobs.
2 Change less than $1 million.
3 Nontradeable sector.

Source: Estimated by the staff of the USITC.
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Table 8
Textiles and apparel, case 1: Economic effects of quota liberalization, percentage changes, 1991
(Percentage changes)

Employment Output Imports Exports
Sector Lower Upper Lower Upper Lower Upper Lower Upper
Liberalized sectors:
Textiles:
Broadwoven fabric mills -2.3 -2.7 -2.3 -26 4.2 5.4 2.1 -2.4
Narrow fabricmills  ......... S C T -14 -1.2 -13 1.9 2.0 -1.2 -1.3
Yarn mills and textile
finishing = ... -1.7.......... -1.9 -16 -1.8 2,5 3.2 -1.5 -1.7
Threadmills ... S Jc H— -2.6 23 -25 1.9 1.8 -2.1 -2.4
Floor coverinfjs ......... “0.2.000i00m -0.2 01 -01 2.7 2.7 M "
Felt and textile goods,
nec e <0.8.cciuunes -0.9 -0.7 -0.8 02 0.2 -0.7 0.8
Lace and knit fabric
goods = . 24 -2.7 24 -26 0.8 1.1 -2.3 -2.6
Coated fabrics, not
rubberized = ... S| 1y S -0.7 -0.6 -0.6 1.1 1.0 - &f --0.6
Tire cord and fabric ......... 0.1 2.2 22 613
Cordage and twine ........... =) 13— -0.7 -0.6 -0.6 2.2 2.3 .04 -0.
Nonwoven fabric ... S | 5c T -0.3 -02 -02 -0.1 -0.1 -0.2 -02
Apparel and fabricated textile
products:
Women's hosiery, except 1
socks s — 0.1 (Q (" 4.1 5.5 (1) O(i)
Hosiery, n.e.c. i =0.f -0.3 -0. -0.z 23 31 -0.1 -0.
Apparel made from
purchased materials  ......... “2.8. i iieenens -3.2 -28 -3.1 10.3 11.7 -2.6 -2.9
Curtains and draperies  .......... 115 P 0.1 01 02 5.6 5.7 0.4 0.5
House furnishings, n.e.c. -0.5 -0.5 -05 -05 7.3 7.5 -0.3 -0.2
Textilebags = i “0.5.000cereme -0.5 -04 -05 4.6 5.1 -0.2 -0.2
Canvas and related
products .. 03.iiee -0.3 0.2 -02 5.0 5.6 0.1 0.1
Pleating, stitching, trimmings,
and sdtiffli embroidery ~ ......... 1 Jy S -0.8 -0.6 -0.7 3.6 11.6 -0.4 -0.6
Fabricated textile products,
nec e o J S -3.8 -3.6 -3.7 4.4 4.5 -3.4 -3.5
Luqga -0.9 -0.9 -0.8 -0.9 1.6 1.7 -0.7 -0.7
m%andbags
andpurses =000 0.1........... 0.1 02 02 0.7 0.8 11 1.2
Upstream sectors:
Cotton =0.6.000mmes -0.7 -0.5 -0.5 -0.9 1.0 -0.1 0.2
Cellulosic man-made fibers . -1.5 -1.7 -1.5 -17 -1.5 -1.7 -1.6 -1.8
Noncellulosic organic fibers . -14 -1.5 -1.3 -15 -1.3 -1.5 -1.3 -1.5
Downstream sector:
Nonmetal furniture ~  ..vvesee ()R @) 01 01 0.1 0.1 0.1 0.1
Rest of the U.S. economy:
Agriculture, forestry, and {
fisheries ... 1 0.1 0.1 0.1 0.1 0.2 0.2
sty R L 0.1 01 0.1 0.1 0.1 0.1
smisiguction @ ...
Nondurable manufacturing ........... 1 01 O 0.1 01 al Oda
Durable manufactu ng =~ ..ccceeeeceenernreniennens { Yy o1 0.1 0.1 1)
Transportation, commu-
nications, and utilities ... 1] 01 01 0.1 0.1 0.1 0.1
Wholesale and retail trade .. 01 01 ® @) ® @)
Finance, insurance, and il
real estate = . i 02 02 0.1 0.1 oM O(.ﬁ
Other services .......ovvvvrwes T (1) 01 01 0.1 0.1

' Change less than one-tenth of 1 percent.
2 Nontradeable sector.

Source: Estimated by the staff of the USITC.
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employment, output, and trade in absolute and
per centage terms, respectively. With the exception of
curtainsand draperies and handbags, all of the sectors
directly affected by quota liberalization show declines
in employment.” Apparel and broadwoven fabric
mills exhibit the greatest declines, over 20,000 jobs
and over 5,000 jobs, respectively. In percentageterms,
fabricated textile products, n.e.c. experiencesthe
lar gest decline (3.7 to 3.8 percent). Production
declines also occur across most of the sectors, with
apparel and fabricated textile products, n.e.c.
experiencing the lar gest decreases ﬁ2.8_to 3.land3.6to
3. OFercent, respectively). Generally, importsincrease
and exportsdecline across thehighlighted sectors.
However, for a number of sectors, the changes amount
to lessthan S1 million per sector.

Under case 1, all of the upstream sector s show
declinesin employment and production, resulting, in
pan, from declinesin domestic production in the
varioustextile sectorsthat use theseinputs. However,
in percentage terms, the changes arerelatively small
(lessthan 2 percent from the base amount). The
downstream sector, nonmetal furniture, experiences
small improvementsin employment and production
that result, in part, from changesin the prices of the
textile inputs used by this sector.® Aggregate sectors
comprising therest of the economy, including
downstream sector s such aswholesale and retail trade,
also generally benefit from quota elimination.
However, gainsin employment and production tend to
be quite small (two-tenths of a percent or less).”

Tables9 and 10 present case 2: the effects of
liberalizing both tariffsand quotas on the sectors
directly affected by the MFA. With the exception of
tirecord and fabric and curtainsand draperies, all of
the sectorsdirectly affected by the MFA show declines

46 Quota liberalization results in lower prices for the
curtains and drapeties sectot's ptimary matetial input
(broadwoven fabric) and higher prices for its exports.
These changes generate growth in domestic production
and exports that a7¢ large enough to outweigh the
substitution of capital for labor caused by the increase in
the wage-rental ratio. Consequently, employment in this
sector increases slightly. The slight gain in employment
realized by the hanﬁbag sector occurs for similar reasons.

47 Nonmetal furniture consists of wood household
furniture, household furniture n.e.c, upholstered household
furniture, mattresses and bedsprings, wood office furniture,
and public building furniture. In particular, upholstered
furniture and mattresses and bedsprings are important
downstream users of products classified under broadwoven
fabric mills and felt and textile goods n.e.c.

" As discussed above, the elimination of quotas and
tariffs results in price declines across the majority of the
textile and apparel sectors. At the macroeconomic level,
the benefits B‘om these price declines that are realized b
the household sector ultimately generate an increase in the
demand for additional goods and services. This increased
demand translates into an increase in the demand for retail
and wholesale setvices.

in employment and production." Apparel and
broadwoven fabric mills experiencethe lar gest

declines, with losses of approximately 47,000 and
12,000 jobs, respectively. In addition, importsincrease
in all of the sectors, with the largest increase, in
absolute and per centage terms, occurring in the apparel

sector ($7.1 billion or 24.5 percent). Exports generally
decline across most of the sectors. >°

The sectors most affected by trade liberalization
tend to be those protected by relatively high ad
valorem tariffs. For example, although luggage
experiencesrelatively modest declinesas a result of
quota liber alization (case 1), the sector experiencesthe
largest declinein production (in percentageterms) asa
result of smultaneous tariff and quota elimination. In
terms of the upper bound estimates, the sectors
experiencing the greatest declinesin employment are
luggage (6.2 per cent), appar€ (6.0 percent),
broadwoven fabric mills (5.5 percent), thread mills (5.4
per cent), and lace and knit fabric goods (5.4 per cent).

The effects on upstream sector s differ somewhat
from those under case 1. The cotton sector shows
increased exports, partially generated by therelative
declinein thereal exchangerate. However, the export
growth does not offset the decreasein U.S. demand for
cotton, since this sector experiences declinesin
production and employment. The cellulosic man-made
fiber and noncellulosic organic fiber sectorsare
negatively affected by declinesin the domestic market
for their products; both sectors experience declinesin
employment, production, and exportsunder this
scenario.

Aswith case 1, the downstream sector, nonmetal
furniture, benefitsfrom tradeliberalization. Tariff and
guota elimination generate declinesin the prices of
varioustextileinputs used by the nonmetal furniture
sector, thereby leading to slight increasesin the
sector's employment and production. In addition,
aggregate sectors comprising therest of the economy
generally show gainsin employment and production.
In this case, the price declinesthat result from tariff
and quota liberalization exceed those generated by the
elimination of quotasshown in case 1. Thelarger price
declines coupled with ssmultaneous changesin the
wage-rental ratio and real exchangerateresult in
dightly larger changesin trade, domestic production,
and employment acrosstherest of the economy.

" Despite declines in employment, production
increases slightly in the tire cord sector. However, in
Fercenta e terms, these changes amount to 0.1 percent or

ess. As discussed above, one outcome of this scenatio is
an increase in the wage-rental ratio. Thus, the sectot's
production growth and employment decline may be the
result of substituting capital for labor.

= The tite cotd, curtains and draperies, house
furnishings, and canvas products sectors all register small
gains in exports under #5is scenario. Exports of handbags
show a more substantial increase (123 percent).
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Table 9
Textiles and apparel, case 2: Economic effects of quota and tariff liberalization, value changes,
1991

Employment Output Imports Exports
Sector Lower Upper Lower Upper Lower Upper Lower Upper
—F7E)$--- Million dollars
Liberalized sectors:
Textiles:
Broadwoven fabric mills .. -11,598 -12,346 -1,574-1,676 448 491 -71 -76
Narrow fabric mills ........... -681 -706 -34 -36 11 12 -6 -6
Yarn mills and textile
finishing .....cccevevievacnnnns -3,744 -3,954 -336 -355 25 28 -6 -6
Thread mills .....cccoevenvnnne -351 -366 43 45 7 7 -7 -7
Floor coverings .............. -244 246 27  -26 54 54 (%) %)
Felt and textile goods,
NE.C ceriererciasorsonssnnee -342 -357 -39 41 7 7 -5 -5
Lace and knit fabric goods -2,202 -2,316 -311  -328 22 22 -11 -12
Coated fabrics, not
rubberized .....cccceeininnn -227 -231 -51 -52 26 25 -14 -14
Tire cord and fabric ......... -3 -4 2 2 | 1 (3) 3
Cordage and twine ......... -97 -100 -6 -6 7 8 -1 -1
Nonwoven fabric ............ -48 -50 -10  -11 2 2 3) ?)
Apparel and fabricated textile
products:
Women's hosiery, except
SOCKS civvvercencencenccnnnns -88 -94 -3 -3 12 13 21 21
Hosiery, n.e.c. ..ccceevennnen -616 -645 -31  -33 52 55 (_ ) L
Apparel made from
purchased materials ..... 44,311  -46,724 -3,770-3,976 7,078 17,554 -165 -174
Curtains and draperies ..... 33 42 4 5 11 11
House furnishings, n.e.c. -445 -434 -61 -59 158 160
Textile bags ....ccecevernnnnne. -96 -101 -6 -6 6 7
Canvas and related
products .......ccceeeieenns -112 -117 -7 -7 15 15 3) )
Pleating, stitching, trimmings,
and schNfli embroidery ... -857 974 64 -T74 11 19 (?) 3
Fabricated textile
products, n.e.c ............ -l,ggg -1%%19 % gg 1745 113 -Zg -2g
LUgEAagEe .ivierieeriercencannes - - - - - -
WeEkars handbags
and purses .........ceeeeee 27 -26 -1 -1 91 92 4 4
Upstream sectors:
Cotton ...covvvercencenccncnnnes -373 -409 33 -36 (21 (2) 14 13
Cellulosic man-made fibers -374 -396 -65 -69 =1 -1 -1
Noncellulosic organic fibers .  -2,533 -2,675 -438 -463 -22 -23 -50 -53
Downstream sector.
Nonmetal furniture ........... 26 29 29 31 2 2 1 |
Rest of the economy:
Agriculture, forestry, and
fisheries ...ceceveeercencanes 3,014 2,951 705 719 -4 -4 423 427
Mining ....coececererercncananns -250 -317 342 353 41 44 53 54
Construction ...........ceceee.. -255 -282 350 368 Q 63)
Nondurable manufacturing . 501 369 2,341 2,442 -139 1% 3 401
Durable manufacturing ...... 20,235 20,426 4,010 4,089 -200 -159 1,159 1,161
Transportation, commu-
nications, and utilities .... 6,095 6,223 1,910 1,987 -109 -102 475 481
Wholesale and retail trade . 5,974 6,563 1,616 1,725 %) ) ) )
Finance, insurance, and
real estate ......ccceeeeenn. -1,839 -1,751 3,641 3,894 -13 -11 115 118
Other services ......cccceeeee 30,077 32,197 4,196 4,461 -58 -51 391 393

I Full-time equivalent jobs.
2 Change less than $1 million.
3 Nontradeable sector.

Source: Estimated by the staff of the USITC.




Table 10
Textiles and apparel, case 2: Economic effects of quota and tariff liberalization, percentage
changes, 1991

(Percentage changes)

Employment Output Imports Exports
Sector Lower Upper Lower Upper Lower Upper Lower Upper
Liberalized sectors:
Textiles:
Broadwoven fabric mills ..... -5.2.cciieeiins -5.5 -5.1 -5.4 13.0 14.2 -4.6 -4.9
Narrow fabric mills ............. -3.0........... -3.1 -2.9 -3.0 71 7.2 -2.7 -2.8
Yarn mills and textile

finishing .eecccssiisssernnnnnnes =3.7 nnns -3.9 -3.6 -3.8 9.1 9.9 -3.3 -3.5
Thread mills ......ceceuiinrenens =5.2.iees -5.4 -5.2 -5.4 8.2 8.1 -4.7 -4.9
Floor coverings .........uusssss -0.4........... -0.4 -0.2 -0.2 82 8.2 a (14
Felt and textile goods, n.e.c -1.8........... -1.9 -1.7 -1.8 3.2 3.3 1 1.
Lace and knit fabric

0T . -5.0 -5.3 10.6 10.9 -4.8 -5.0
Coated fabrics, not

rubberized ......ccccceiinrnnens R X -2.5 -2.5 7.1 7.0 -2.3 -2.3
Tire cord and fabric . . 0.1 0.1 7.1 71 0.2 0.2
Cordage and twine . - . . -1.2 -1.3 5.4 5.6 -1.1 -1.2
Nonwoven fabric ...ccccecisees . \ -0.4 -0.4 2.6 2.6 -0.3 -0.3

Apparel and fabricate textile
products:
Women's hosiery, except . .

SOUCS .urrrrrrrrrnnnmmmnnssssnnnns -0.3........... -0.3 -0.1 -02 19.8 21.4 () ()
Hosiery, n.e.C. ..cccvirseniennnns o T S -1.8 -1.6 -1.7 15.7 16.5 -1.2 -1.3
Apparel made from

purchased materials ....... =5.7 ciiiiinens -6.0 -5.6 -5.9 23.0 24,5 -5.2 -5.5
Curtains and draperies ....... 0.2 02 02 02 17.3 17.4 1.3 14
House furnishings, n.e.c. -0.9 -0.9 -0.8 -0.8 142 14.3 0.1 0.2
Textile bags .uueeeeeesssssssrrrnnns -1.1........... -1.1 -0.9 -1.0 10.6 111 -0.1 -0.1
Canvas and related

products .....ccceeecceeeenns £ o My JS—— -0.7 -0.5 -0.5 12.0 12.6 0.6 0.6
Pleating, stitching, trimmings,

and schiffli embroidery ... -1.3.....ccuues -1.4 -1.1 -1.3 12.0 20.7 -0.4 -0.5
Fabricated textile products,

3 - o -4.5 -4.6 -4.3 -4.4 6.0 6.2 -3.6 -3.7
Luggage ... -6.0 -6.0 10.7 10.8 -4.4 -4.4
Women's handbags

and pUrseS ..ccrressssrrrsssnns . . -0.1 -0.1 8.5 8.5 12.3 12.3

Upstream sectors:
(071 (o] T -0.9.....cc0uu -0.9 -0.6 -0.7 -2.2 -2.3 0.5 0.5
Cellulosic man-made fibers =-3.3....ccciuue -3.5 -3.3 -3.5 -3.5 -3.7 -3.2 -3.4
Noncellulosic organic fibers -3.0........... -3.1 -2.9 -3.0 -3.1 -3.3 -2.8 -2.9
Downstream sector:
Nonmetal furniture ... (e M 0.1 0.1 0.1 0.1 0.2 0.2
Rest of the economy:
Agriculture, forestry, and

fisheries ... 0.2 emmmnnns 0n2 0.5 0.5 0(11) (4 1.9 2.0
MiNING vevvvreersseerssnenssannnnns n ! 0.3 0.3 . 0.1 0% 0.7
Construction . 0.1 0.1 0(2) @ ( [0)]
Nondurable manufacturing ...... 1 0.2 0.2 -0.1 -0.1 0.4 0.4
Durable manufacturing ....... O. 3h 0.3 0.3 -0.1 -0.1 0.4 0.4
Transportation, commu-

nications, and utilities ... 0.1.ciiiremnnnn 0 f) 0.2 0.2 -0.2 -0.2 (w 0.?
Wholesale and retail trade  ...... [ ( 0.1 02 @ @ (2
Finance, insurance, and .

realestate @ ... (o) T 0( ? 0.3 0.3 -0.2 -0.1 0.7 0.8
Other services @ ... 0.1.ciirremnnnn 0.1 02 -0.1 -0.1 0.5 0.5

! Change less than one-tenth of 1 percent
2 Nontradeable sector.

Source: Estimated by the staff of the USITC.
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Machine Tools

In March 1983, the National Machine T ool
Builders Association submitted a petition under section
232 of the Trade Expansion Act of 1962
recommending quotas on certain U.S. imports of
metalwor king machinetools, based on the view that
such importsthreaten the U.S. national security. After
considering mobilization, defense, and economic
planning factors, the President announced on May 20,
1986, that Voluntary Restraint Agreements (VRAS)
would be sought with Japan, Taiwan, West Germany,
and Switzerbnd.*! In December 1986, agreements
wer e concluded with Japan and Taiwan. West
Germany and Switzerland were informed that their
exportsto the United States should not exceed certain
levelsand that their exportswould be monitored. In
addition, the U.S. Government requested that seven
other countries maintain their U.S. market sharesfor
machine toolS.

Current Operation of the
Machine Tool VRAS®?

The machinetool VRAswith Japan and Taiwan
wer e extended from January 1, 1987, through
December 31, 1991. The VRAs have been extended
for 2 moreyears, from January 1, 1992, through
December 31, 1993, but arelessrestrictivethan the
original VRAs.M However, since the base period of
thisreport is 1991, the analysis estimates the economic
effects of removing the machinetool VRAsthat were
in effect in 1991.

5! Import restraints were part of a U.S. machine tool
revitalization plan, called the Domestic Action Plan,
initiated by the President in December 1986. The other
part of the plan committed the U.S. Government to assist
and fund a variety of research and development activities
to help modernize U.S. machine tool and manufacturing
technology. The plan has been administered by the
Departments of Defense and Commerce and has included
}garticipation by the U.S. Navy, the National Institutes of

tandards and %echnology, the Export-Import Bank, and
private sector firms.

= Brazil, Italy, Korea, Singapore, Spain, Sweden, and
the United Kingcfom are the other seven countries. These
seven countries plus West Germany and Switzerland were
the next largest machine tool foreign supplier countries to
the United %tates after Japan and %aiwan. These nine
"other" countries were as]i(ed to limit theit machine tool
exports to the United States to allow the domestic industry
the opportunity to be the primary beneficiary of reduced
imports from Japan andirivia&

53 For a more detailed discussion of the history of the
VRAs, see USITC, The Economic Effects of Signi?i’cant
U.S. Import Restraints, Phase I: Manufacturing,
publication 2222, Oct. 1989.

54 The more recent VRAs apply only to the
numerically controlled machine tools included in the
original VRAs and allow for phased increases in the
ceiling levels over the original VRA levels.
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The VRA with Japan covered numerically
controlled (NC) and non-numerically controlled
(non-NC) lathes, machining centers, milling machines,
and NC and non-NC punching and shearing
machines.>® The VRA with Taiwan covered all of
these products except the punching and shearing
machines. Both of the VRAS covered imports of the
specified productsin several forms: completed
assemblies, knock-down Kitsfor later assembly in the
United States, and certain machine tool subassemblies.

The VRAsthat werein effect in 1991 with Japan
and Taiwan required that these countriesissue export
licenses. The VRA with Japan required export licenses
only for NC lathes, machining centers, and NC
punching and shearing machines. The remaining
products wer e limited through administrative guidance
from the Government of Japan. The VRA with Taiwan
required export licensesfor all the products covered.

Japan and Taiwan agreed to limit their machine
tool exportsto the United Statesto a specified share of
U.S. apparent consumption for each of the specified
product categories.  The following tabulation shows
the VRA quota limitson U.S. machine tool importsas
a percentage of U.S. consumption.

Type of Machine Japan Taiwan
NC lathes ........ccceeeeeas 57.47% 3.23%
Non-NC lathes ... . 4.81 14.70
Machining center .......... 51.54 4.66
Milling machines  ........... 3.15 19.29
NC punching &

shearing machines 19.25
Non-NC punching &

shearing machines 9.14

Annual data from 1989-91 for U.S. producers'
domestic shipments and employment, total U.Ss
imports, and total U.S. exportsare shown in table 11.°°
Fully adjusted quota-limit figuresand exportsto the
United States from Japan and Taiwan for the VRA are
shown for 1991 in table 12. Japan's exportsto the
United States arewell below its specified quota levels,
whereas Taiwan's exportsnearly met itsquota level in
1991. Trade sour cesindicate that Japan began
expanding its machinetool production in the United
States shortly after the VRA agreement went into
effect, thereby reducing the number of machinetoolsit
needed to export to the United Statesto meet U.S.
demand for the Japanese products.”

55 Total U.S. imports under these six product
categoties account for about half of total U.S. machine
tool imports.

s Annual US. production of the VRA-controlled
machine tools accounted for about 35 percent of total
annual U.S. machine tool production.

57 Officials at the U.S. Department of Commerce and
at the Association for Manufacturing Technolo
(formetly the National Machine Tool Builders ?slsociation)
indicated that Japanese production in the United States
since 1987 has increased, with numerous new U.S. plants
and expansions by leadin gapanese manufacturers, such
as Toyoda Machinery U.g. ., Mazak Corp., and Okuma



Table 11
Machine tools: Summary data, 1989-911

(Million dollars, except where indicated)

Item 1989 1990 1991

Shipments ....ccceviiiiinini i ——————————— 4,857 4,806 4,291
Employment (WOTKErs) ......cccooovveeienenceeeene 46,000 44,900 41,500
1111 2,982 2,795 2,587
EXPOMS .ivireecssnmmmmssisnmsnsssssnsnnssssnnnnsssnnnnnnssnns 1,574 1,600 1,555

' The machine tool sector includes SIC 4-digit industries 3541 and 3542,

Source: U.S. Department of Commerce.

Table 12
Machine tools from Japan and Taiwan: Quantity of quotas and of exports to the United States,
1991

Percent
Country Exports Quote Filled
Japan ..o ———— 4,045 5121 79.0
B 11 T 2,293 2,467 92.9

Source: U. S. Department of Commerce, Office of Agreements Compliance.

Economic Effects of Removing
the Machine Tool VRAs

TheUSITC CGE model isused to evaluatethe
effects of removing the machinetool VRAswith
Taiwan; the quotas wer e generally not binding for
Japan and, therefore, their removal would not have an
effect. The model details one machinetool sector,
upstream sectorsrelevant to machinetools, and nine
aggr egate sector srepresenting therest of the U.S.
economy. Examination of downstream relations found
that machinetools are consumed primarily by
industrieswithin durable manufacturing. with
downstream purchases being distributed evenly among
most of theseindustries. Tb3refore, within the
sectoring scheme of the model, durable manufacturing,
which islisted as one of the aggregate sectors, isalso
on thewhole, the dominant downstream consumer of
machinetools.

Previous studies of the effects of the machinetool
VRAs have found, for the most part, modest effects.
Dinopoulos and Kreinin found that the quota rents
accrued to Japanese and Taiwan exportersamounted to
$110 million and $10 million, respectively, in 1987; the
USITC, in a 1989 study, found that the cumulative
quotarentsto both Japanese and Taiwan exportersin
1987 and 1988 ranged from $5 to $33 million.*®

s7—Continued _
Machinery, Inc. These new plantsand expansions
reportedly use the latest production technology and
automation. I n fact, the Japanese producersin the United
States wer e some of the biggest supportersfor the
extension of the VRAs. o

58 See Dinopoulosand Kreinin, " The U.S. VIM on
Machine Tools. Causesand Effects." Robert Baldwin,
ed., Empirical Studies of Commercial POI|8/(ch|ca 0:
University of Chicago Neu, 1991); and UMC. The
Economic Effects of Significant U.S. Import Restraints,
Phase 1: Manufacturing, publication 2222, Oct. 1989.

An upper bound VRA premium of 10 percent is
used in thisanalysisfor Taiwan, and isbased on
price-gap estimates by Dinopoulos and Kreinin. >
However, the VRA categoriesfrom Taiwan accounted
for only a small share, approximately 2 percent, of total
importsfor the machinetool sector asdefined in the
USLITC model. Therefore, atrade-weighted quota
premium isapplied to this sector, and it amountsto
only 02 per cent.

Liberalization of the machine tool sectorsresults
in removing both the trade-weighted ?uota premium of
02 percent and the 4.3 per cent taritf applied to the
sector. The USITC model estimatesthat quota rents of
$6 million accrued to Taiwanese exportersin 1991.
Thisissimilar in magnitude to the estimates of the
|orevious studies discussed above. The overall effect of
iberalizing the machinetool sector resultsin awelfare
gain to the U.S. economy of $31 million. Given the
small size of the estimated tariff ec}uivalent and quota
rents, most of thisgain isaresult of theremoval of the
tariff and the resulting 1.6 percent fall in the overall
price of machinetools experienced by consumers.
Across the economy, net changesin output and
employment ate negligible. In addition, net imports
increase by $3 million and net exportsincrease by $21

Table 13 presentsthe economic effects of
liberalizing the machinetool sector on employment,
output, exports, and importsin the machine tool sector
and itssignificant upstream and downstream sectors.

s° Dinopoulos and Kreinin econometrically estimated
thepricefunction for the restricted categories between
1971-86. The estimated coefficients were used to obtain
the predicted prices of machinetoolsfor yearsafter the
uotaswent into effect in 1987. The différence between
the actual and the predicted values was considered the
rice effect of the VRA. For further discussion, see
inopoulos and Kreinin (1991).

23



Table 13

Machine tools: Economic effects of removing the VRAs, 1991

Emeloxment Output Imports Exports
Sector Number' Percent Dollar? Percent Dollar* Per cent Dollar ? Per cent
Liberalized sector:
Machine tools -695 -11 74 -11 60 2.0 -14 -0.8
Upstream sectors:
P SHEl Ml e 2 i =) 4 ol 3 j 4
eel foundry .........ccee... - -
Machi':\e tool accessories ... -11 4 f 131 1 1 / 51 111
Machinery, n.e.C. ....cciiunns -17 -2 .
Electrical industrial I |44
equipment ......ccouininens -36 { A1
Engineering services .......... -18 - 1 ; (31 (31
Rest of the U.S. economy:
Agriculture, forestry, and 4
fisheries .uuouermmmssrsnens 58 4 8 4 5
[ 11TV 14 ¢ 2
Construction .............. . 5 1 ﬁ
Nondurable manufacturing .. 93 17 ( 4 14
_IIZ_)urabIe lgiatpufacturing ....... 246 38 -14 17 )
ransportation, commu-
fcations agﬁ Utltes ... 66 i 10 U 3 (4 5 4
olesale and retai
L1 1LY 15 (4) 1 (4) ©®) (5) ) ( 5 )
Finance, insurance, and
real estate ......covvieriienns 30 tl 6 /41 (‘2 | r4
Other services ........ccceeeeees 218 12 - 4

! Full-time equivalent jobs.

2 In millions of dollars in base year prices.
3 Change less than $1 million dollars.

4 Change less than one-tenth of 1 percent.
5 Nontradeable sector.

Source: Estimated by the staff of the USITC.

The effect of lost protection in the machine tool
sector isafall in domestic output and employment of
$74 million and 695 jobs, respectively. Both figures
represent approximately 1 percent declines. The
largest trade effects wer e also concentrated in the
machinetool sector with importsincreasing by 2
percent and exportsdeclining by 0.8 percent. As
expected, upstream sectorsare hurt by liberalization of
the machinetool sector, and durable manufacturing,
downstream to the machine tool sector, benefits. But
overall, thetrade, employment, and output effectsin
these other sectorswer e even smaller than with
machinetools, measuring lessthan 0.1 per cent.

Automobiles

The Government of Japan managesthe voluntary
export restraint (VER)®® of Japanese-manufactur ed

5° The VER is administered by the Ministry of
International Trade and Industry lzllTI). This restraint is
referred to as a VER instead of a VRA because at this
time there is no formal agreement between the United
States and Japan to limit automobile exports.
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motor vehicles exported to the United States. ® The
VER has been in place since Japan fiscal year ([\IQ
1981 (NY startsApril 1 of each year). Theorigin
limit on passenger automobiles was 1.68 million
vehicles per Japan fiscal year. Thelimit wasraised in
NY 1984 to 1.85 million vehicles. From NY 1985
through NY 1991, the limit was 2.3 million vehicles.
For JFY 1992, the |imit on passenger automobileswas
reduced to 1.65 million units. The Japan Automobile
M anufactur ers Association (JAMA) monitors exports
for the Japanese Gover nment.

Passenger car exportssubject tothe VER in NY
1987 totaled 2.214 million units, a level below the
VER limits (2.3 million units) for thefirst time. In
JFYs1988, 1989, 1990, 1991, and 1992, passenger car

61 This trade restraint applies to on-the-highway
automobiles, vans, and 4- ﬁee]-drive utility Vfﬁlicles,
designed primarily to transport passengers. With a few
exceptions, motor vehicles that carry more than nine
passengers are not normally considered automobiles. The
quota on vans and 4-wheel drive vehicles has been
separate from the quota on passenger automobiles.

52 For history and background material, see The
Economic Effects of Significant US. Import Restraints:
Phase I, Marutfacturing, publication 2222, Oct. 1989.



exportstotaled 2.178. 1.954. 1.850. 1.731, and 1568
million units, respectively. Each of theselevelsare
below the overall VER limitsin each year It is
difficult to say definitively whether companies meet
their quotas because the Japanese gover nment does not
make company quotas public. However, estimates of
(ﬁgnpany allocations arereadily available (seetable

Exports of all companieswere below their
allocationsin JFY 1991. Mazda wasthe closest to
filling its allocation-exporting 93 per cent of its quota,
and Mitsubishi was next at 85 percent. Since all
companies wer e below their allocationsin 1991, no
quota premium can be established. In general,
nonbinding quotas do not have a direct effect on the
price of imported automobiles. Therefore, elimination
of the VER in 1991 would not have caused a direct
decline of imported automobile prices. Consequently.
the modeling technique employed in thisreport would
yield no measurable effect.

When the VER was most restrictivein 1983 and
1984. Robert Feenstra estimated a quota premium of
mor e than $1,000 per car.®® Using a differ ent
technique, Robert Crandall estimated quota premiums
of $1,700 in 1983 and $2,400 in 1984. Feenstra also
demonstrawd " quality upgrading” through 1985, as
Japanese manufacturers exported bigger carswith
mor e optionsinto the United Statesasa responseto the
restrictions. De Melo and Tarr applied Feenstra's

s3 Robert C. Feenstra, " Quality Change Under Tirade
Restraintsin Japanese Autos," Quarterly Journal of
Economics (lFeb. 1988), 131-46.

" Robert W. Crandall. " The effects of U.S. Trade
Protection for Autosand Stedl," Brookings Papers on
Economic Activity (1987), 271-88.

estimate of the quota premium on automobilesin a
general equilibrium model for the year 1984 and found
awelfare gain of $7.5 billion from lifting the VRA and
a quota rent recapture from the Japanese of nearly $3
billion, both in 1984 dollars, and a dlight lossin
automobile industry employment after economywide
effects wer e taken into account.’

The demand for Japanese passenger cars subject to
VER has dropped considerably in recent years because
of two major developments. First, between 1985 and
1988. the value of the yea roughly doubled relativeto
the U.S. dollar, sharply increasing the dollar cost of
selling Japanese-produced carsin the United States.
Second, at the sametime, partly in response to the high
yen, and partly asa means of circumventing the VER,
many Japanese automobile manufacturers built
assembly plantsin the United States.

It is possible that nonbinding quotas cause firmsto
engage in practicesthat lead to market distortions
relativeto a flee-trade regime, but such effectsare
difficult to measure. One phenomenon of recent years
isthe growth in sales of Japanese luxury cars. The
AcuraLegend was introduced by Honda in 1986, and,
sincethat time, Infiniti brand vehicles, produced by
Nissan, L ocus brand vehicles, produced by Toyota, the
Mitsubishi Diamonte, and the Mazda 929 have been
introduced into the U.S. market. Sales of these
imported luxury cars haveincreased from about 1
per cent of the 238 million Japaneseimportssold in
1986 to 14 per cent of the 150 million sold in 1991.
All of these luxury carsare produced in Japan. There
are several possible explanations of this development.

s6 Jaime de Melo and David Tarr. 'Welfare Costs of
U.S. Quotasin Textiles, Steel and Autos," Review of
Economics and Statistics (Aug. 1990), 489-97.

Table 14
Japanese passenger automobile quotas and exports to the United States, by company, JFYs
1989-92
(Units)

Quota’ Actual exports Quotas Actual exports

JFYs 89-91 JFY 89 JFY 90 JFY 91 JFY 92 JFY 92
Toyota 610,340 551,324 551,189 510,489 480,000 482,000
Nissan .. 532,775 354,099 350,423 324,132 290,000 289,600
Honda .. 421,844 409,500 368,908 339,959 320,000 285,440
Mazda 226,116 226,116 205,727 210,208 200,000 197,700
Mitsubishi . . . 193,658 162,084 163,111 165,284 160,000 154,800
Isuzu ......... 124,210 124,210 120,822 93,100 100,000 67,700
Fuji ............ 106,805 60,813 53,150 51,158 70,000 69,400
Suzuki ........ 64,252 54,192 33,823 30,236 30,000 21,654
Daihatsu ..... 20,000 12,026 2,478 5,910 0 0

Total 2,300,000 1,954,364 1,849,631 1,730,476 1,650,000 1,568,294

! Estimated.

Sources: Quota estimate for JFYs 89-91 is a slight modification of estimates from Japan Economic Institute, JEI
Report, May 1, 1992, Quota estimate for JFY 1992 is from Automotive News, May 20, 1993. Actual expotts are
ultimately from the Japan Automobile Manufacturers Association.
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Oneisthat it representsaform of " quality
upgrading" in the face of continued, but nonbinding
guotas. One problem with thisthesisisthat asthe
VER has beanielesslikely to be binding. sales of
Japanese luxury carshaveincreased." A second
explanation isthat theintroduction of luxury vehicles
representsa normal response to market forces. The
argument hereisthat many owners of mid-sized
Japanese nameplates such asthe Honda Accord and the
Toyota Camry who had been looking for aluxury
upgrade acquired a preference for Japanese products.
In the mid-80s. their choiceswere limited to such U.S.
models as Cadillac. Lincoln, and Chrysler. and to such
European models as M er cedes-Benz and BMW. A
market niche opened that Japanese companies chose to
exploit with theintroduction of their luxury lines.

TheVER could berestrictivein the future,
especially since the quota has been reduced. Five of
the eight remaining Japanese exportersto the U.S.
mar ket were probably constrained by their allocations
in JFY 1992. A strong U.S. economic recovery, not
counterbalanced by the most recent risein the yen or
by the improved competitiveness of U.S. automobile
makers, could lead to all companies being constrained
by their allocations and resulting upward pressure on
automobile prices.

Steel

In 1984, the United States Trade Representative
(USTR) began negotiation of VRAsthat were
eventually finalized with 19 countries and the
European Community (EC) (excluding Portugal and
Spain, which negotiated separ ate agr eements). Thsg
VRAs, which applied to carbon and specialty steel
wereto cover afiveyear period from October 1, 1984
through September 30, 1989." In July 1989,

" Total Japanese exportsto the United Stateswere 25
percent below the overall quotain WY 1991. See Wards
Automotive Yearbook. 1988 and 1992.

7 The countries with which agreements wer e reached
areAustralia, Austria, Brazil, Czechoslovakia, East
Germany. Finland, Hungary, Japan, Mexico. China,
Poland, Portugal, K orea, Romania, South Africa. Spain,
Trinidad and Tobago, Venezuela. Yu?oslawa, and theEC
(Belgium. Denmark. France. Greece. [reland, Italy.
\L/\;Jxembourg. the Netherlands, the United Kingdom, and

st

" Steel isageneric term used to describe a variety of
iron-carbon alloys. Although steel gradesare generally
classified into the subcategories of carbon, stainless, tool,
and other alloy, for purposes of thisreport two categories
areused: carbon steel and specialty steel. " Specialty
steel” refersto stainlessand alloy tool stedl, products
which contain quantities of carbon, chromium, and other
alloy elementsin ratios significantly different from those
in carbon steel.

s For amore comprehensive discussion of the history
of the steel VRAS, see USITC, The Economic Effects of
Signrscant US. Import Restraints, Phase I:
Manufacturing, publication 2222 Oct. 1989.
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the President announced a Steel Liberalization
Program that extended the VRAsthrough March 31,
1992. The USTR comgg)leted negotiationsfor the
program in December 1989 with most of the countries
that previously had VRAs."™ The VRAs wer e allowed
to expirein March 1992 without further extension?'

The VRA quotaswere, for the most part, binding
from their initiation in 1985 through 1987. From 1988
through 1992. the overall VRA quotas became
nonbinding primarily because of thedollar's
depreciation after 1985. therisein demand for stedl
worldwidein the late 1980s, and the U.S. recession
since 1991. Table 15 shows the extent to which
aggregated VRA cellings werefilled between 1985 and
March 1992, when the VRA expired. Thistable shows
that the steel VRA went from completely binding in
1985 to the quotas being about one half filled at the
end of the program in 1992,

Asdiscussed above, the VRAswere not binding
during 1991 for a number of reasons, such asweak
demand by major U.S. steel-consuming industries.
relatively stronger demand in foreign markets, and the
weak U.S. dollar.™ In addition, improvementsin the
cost competitiveness of integrated U.S. producersand
theincreased U.S. market penetration by low-cost U.S.
minimills also limited exportsto the United Statesb
foreign producers. ™ In general, nonbinding quotas do
not have a direct effect on the price of imported steel.
Therefore, elimination of the quotasin 1991 would not
have caused a direct decline on the overall price of
imported steel.

Previous studies on the steel VRASs have found that
these particular quotas. when they were binding,
imposed significant net-welfare costs to the U.S.
economy.”* Using a partial equilibrium approach. Tarr
and Morkremeasured a welfareloss of approximat
$800 million for the U.S. economy in 1983.
Similarly, using a partial e(?uilibrium analysis, the
USLTC found that the net-welfar e gains associated with
removing the VRAsranged from $65 million to $433

" South Africawasthe only country with which the
United States did not renew the VRA.

71 Since December 1992, the United States and 94
countries have been negotiating a Multilateral Steel
Agreement that would addressthe elimination of tariffs,
quantitative restrictions, and most subsidiesfor stedl.

72 URIC, Steel: Semiannual Monitoring Report,
publication 2558, Sept. 1992.

78 See UMW, 8. Trade Shifts in Selected
Commodity Areas: Annual Report for 1991, publication
2517, June 1992.

74 Other resear cher s have also examined the other
aspects of the steel VRAS. For instance, Crandall
examined the effects of the steel VRAson U.S. labor
costs, productivity, and product quality. See Robert W.
Crandall. " The Effects of U.S. Trade Protection for Autos
and Steel." Brookings Paper; on Economic Activity
(1987), 271-88. )

7s David G. Tarr and MorrisE. Morkre, Aggregate
Costs to the United States of Tariffs and Quotas on
Imports, Bureau of Economics Staff Report, Federal Trade
Commission, Washington, DC, 1984.



Table 15

Total exports to the United States of steel products covered by the VRAs, October 1984-March

1992
(In thousands of metric tons, except where indicated)
. Per cent
Final of export
_ . Actual export celling
Time period exports coiling f tiled
Oct. 1984-Doc. 1985 18,354 17,998 102.0
Jan. 1986-Dec. 1986 13,139 13,326 98.6
Jan. 1987-Doc. 1987 13,647 14,518 94.0
Jan. 1988-Doc. 1988 13,357 16,917 79.0
Jan. 1989-Sop. 1989 8,282 12,319 67.2
Oct. 1989-Doc. 1990, 15,421 20,932 73.7
Jan. 1991-Mar. 1992 15,601 28,428 54.9

! Includes a small amount of trade not yet finalized by the exporting countries.
Source: U.S. Department of Commer ce, Office of Agreements Compliance.

million between 1986 and 1988. "° Finally, in an

plied general equilibrium analysis, deMelo and Tarr
found a welfare gain of $860 million from lifting the
VRA, aquoctarent recapture of $740 million, both in
1984 dollars, and a declinein steel industry
emponn;gnt after economywide effects aretaken into
account.

Although the VRAs did not have a direct effect on
pricesin 1991 that could be analyzed in a CGE
analysis, it ispossibleto briefly addressthe indirect
mar ket effects of the VRAs on such factorsas quality
upgrading of steel importsand investment risk in the
U.S. market.

During the period when the steel VRAswere
binding, one of theresultsthat was observed wasthe
shift by foreign producersfrom low-valued productsto
high-valued productsin their exportsto the United
States. Thisresult iscommonly recognized in

76 Mlir, The Economic Effects of Significant US.
Import Restraints, Phase I: Manufacturing, publication
2222, Oct. 1989.

7 Jaime de Melo and David Tarr, "Welfare Costs of
U.S. Quotas in Textiles, Steel and Autos," Review of
Economics and Statistics (Aug. 1990), 489-97.

78 For example, see Ranch Boorstein and Robert
Feenstra, "Quality Upgrading and its Welfare Cost in U.S.
Steel Imports, 19 9-7‘)41(,;" in International Trade and Trade
Policy, Human Helpman and Assaf Razin, eds. (Boston:
MIT Press, 1991).

economic theory. Briefly, when VRA quotasare
binding, the typical result isa greater proportion of
exports of higher valued productswithin each steel
category subject to export restriction. Sincethe cost of
using an export quotaright isthe samefor each unit of
export, regardless of the value of the export, the
proportional priceincreaseislessfor the higher valued
product than for the lower valued product. Thus, after
theimposition of the VRA, consumers may pur chase
fewer unitsof the lower valued product for each unit of
the higher valued product.

In previousinvestigations by the USITC, many
steel producersand users, including some service
centers, stated that the VRAS, although not binding,
helped to stabilize the domestic market." Basically,
the VRAS, while nonbinding, limited potential price
reductions by imposing an upper bound on importsthat
could bereached with a lower import price. Tothe
extent that downward price movementswere limited,
holder s of domestic steel inventory and owners of
capital specifictothe U.S. steel industry faced a
smaller downsiderisk of unexpected losses. In effect,
the presence of the quotasimplicitly extended
insuranceto steel inventory and capital owners.

79 See USITC, The Western U.S. Steel Market:
Analysis of Market Conditions and Assessment of the
Effects of Voluntary Restraint Agreements on Steel-
Producing and Steel-Consuming Industries, publication
2165, Mar. 1989.
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CHAPTER 4
Agriculture

Sugar

Historically, sugar programs have been aimed at
supporting the incomes of sugar-cane farmers,
sugar-cane millers, sugar-beet farmers, and sugar -beet
processor s by stabilizing the U.S. price of sugar at
minimum levels. Producers of substitute sweeteners,
in particular high fructose corn syrup (HFCS), also
benefit from these programs. However, domestic
refiners of cane sugar and downstream industriesthat
produce sugar -containing products ar e adver sely
affected by domestic sugar policy becauseit raisesthe
cost of their sugar inputs.

Table 16 presents employment and the value of
U.S. production, imports, and exportsfor the sugar
sector for 1989-91. Sugar accounted for the dominant
share of U.S. consumption of sweeteners until 1985,
when it was surpassed by corn sweeteners.so Sugar
also lost market shareto low-calorie sweetenersduring
the 1980s. During the 1991/92 mar keti ng year, the
United States accounted for approximately 6 percent of
world production of sugar and for 7 percent of both
world importsand consumption 8

Current Operation of the U.S.
Sugar Program®

Thecurrent price support program for sugar-cane
and sugar -beet growers, sugar-cane millers, and
sugar -beet processor s consists of nonrecour se loans.

® See US. Department of Agriculture, Sugar and
Sweetener: Situation and Outlook Report. Economic
Research Service, June 1992, and Stephen Neff; Welfare
Implications of Removing US. Import Quotas on Sugar
and Dairy Products, unpublished Ph.D. dissertation.
Stanford University. 1988.

81 Refined sugar is derived from sugar cane and sugar
beets. In the United States, sugar cane is grown in
Louisiana, Florida, Texas, and Hawaii whereas sugar beets
are grown mainly in five regions. Minnesota-North
Dakota, Michigan-Ohio, the Great Plains, the Northwest,
and California.

82 For a more complete discussion of the history of
U.S. sugar programs, see USITC, The Economic Effects of
Sigqicant US. Import Restraints, Phase II: Agricultural
Products and Natural Resources, publication 2314,
Washington, DC, Sept. 1990. ch. 2, and US. Department
of Agriculture, Sugar: Background for 1985 Farm
Legislation, Economic Reseatch Service, Sept. 1984. For
a more complete discussion of the current US. sugar
program, see USITC, Industry dc Trade Summary: Natural
Sweeteners, publication 2545, July 1992.

Toreceive nonrecour seloans, millersand processors
must pay sugar-cane and sugar-beet growers support
prices. The sugar isused as collateral for theloans. If
processor s elect to forfeit the sugar to the Commodity
Credit Corporation (CCC), they are not Iiablef%r
repayment of the loan (hence, " nonrecourse" loan). *
Thesugar program isoperated to prevent the
accumulation of sugar by the CCC, and sincethe
1984/1985 marketing year, no forfeitures of sugar have
been madeto the CCC. In addition, current legidation
allows for domestic marketing allotments of the
1991-95 U.S. sugar crop to maintain the support
price."

Tariff-rate quotasare currently used in order to
make the market a mor e attractive alternative to loan
forfeitures. Thetariff-rate quota allows an allotted
amount of sugar to enter the United Statesat a duty
rate of 0.625 centsper pound. Any importsin excess
of theallotment during the designated quota period are
subject to atariff of 16 cents per pound. During the
current quota period, which runsfrom October 1, 1992,
to September 30, 1994, the U.S. sugar quotais2.5
million short tons, raw value.

The price of sugar isalso supported by quotas on
imports of sugar-containing products, which prevent
imports of these products from disrupting the
price-support programsfor canesugar and beet sugar.
These quotas, which have been in effect since 1983,are
on afirst-come, first-serve basis. ®° The quotas apply
to five broad categories of sugar-containing products:
1) blended syrups containing sugar, not in retail
containers; 2) edible preparations containing over 65
percent sugar, not in retail containers; 3) sweetened
cocoa powder, 4) flour mixes and doughs containing
over 10 percent sugar, except doughsin retail

83 Sugar-cane millers and sugar-beet processors agree
to pay farmers support prices for sugar cane and sugar
beets that are based on the loan rates at which millets and
processors obtain financing from the CCC. Price support
levels and loan rates vary by region. The current average
loan rate is 18 cents per pound for refined cane sugar.
The average loan rate for processed beet sugar was 22.85
cents for the 1991 crop and 22.83 cents for the 1992
crop.
Pee The cutrent sugar program is covered by the Food,
Agriculture, Conservation, and Trade Act of 1990.

&3 The current quotas were imposed by Presidential
Proclamations No. 5071 of June 28, 1983 and No. 5294
of Jan. 28, 1985.
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Table 16
Sugar sector: Summary data, 1989.91

(Million dollars, except where indicated)

Item 1989 1990 1991
Shipments:
pRaw cane sugar .. 1,419 1,276 1,345

Cane sugar refining ...........ccoooeviiiin.. 2,686 3131 2,954

Beet SUAT .eceeeveniiniiiiiiiiiii i 2,708 2,111 2,306
e e 6,300 6,100 6,200

Cane sugar refining reee 4,900 4.900 4,900

Beetsugar ... 8,000 7,600 7,600
Imports:?

Rawcanesugar, L. 654 858

Cane sugar refining ......ccccceeeveeienirnennnennennee .

Beetsugar gl gi 729
Exports:®

Rawcanesugar, e 263, 29

Canesugar réfining e '

Beet SUZAr ....ccccciiiiiiiiiiiiiiiiiinanee, M ) A

1 The three subsectors depicted in the table correspond to 4-digit SIC categories: raw cane sugar (2061), cane

sugar refining (2062), and beet sugar &2063).

2 The value for raw cane sugar includes imports of cane and beet sugar as well as their byproducts.
3 Thevaluefor raw cane sugar includes anions of cane and beet sugar as well as their byproducts.

Source: U.S. Department of Commerce.

containers; and 5) edible preparations containing over
10 percent sugar.

Economic Effects of Removing
The U.S. Sugar Quotas

The USITC CGE model detailstwo liberalized
sectors, sugar processor s and sugar -containing
products; one upstream sector, sugar crops, one
downstream sector, bakery products and cereal
breakfast foods, and nine aggregate sectors
representing theremainder of the U.S. economy.
Removal of the sugar tariff-rate quotas, with all
domestic policiesremaining intact, would result in a
large number of loan defaults by sugar processors. To
avoid this outcome, the model smulatesthejoint
removal of the U.S. sugar quotasand the elimination of
CCC nonrecourseloans.

Previous studies, using partial equilibrium
analyses, have estimated welfar e effects associated
with the sugar programs. Neff in 1988 and Hufbauer at
al. in 1986. examine the welfar e effects of removing
the U.S. sugar quotas. ®® Neff, using average data for
the period 1982-87, estimates a net economic welfare
effect of $594 million and Hufbauer at al. estimate a
$540 million net economic welfare effect, on average
from 1977-84. The U.S. Department of Agriculture
(USDA) found that the quotasimposed a

" Neff (1988), and Hufbauer, Berliner, and Elliott,
Trade Protection in the United States: 31 Case Studies
SVQ\)/8a65)hmgt0n’ DC: Ingtitutefor International Economics,
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net welfare cost of $725 million in 1983P Schmitz,
Allen, and Leu found a larger net welfare cost for 1983
of $1.3 billion.®® Sturgisset al. found that, between
1982-88. the average annual net lossto the U.S.
economy resulting from the quotasranged from $776
million to $785 million."

The effects of both the U.S. tariff-rate quotason
sugar and the quotason sugar containing productsare
estimated using an equivalent ad valorem tariff, as
described in chapter 1. Not all of the productsin the
model's sugar -containing product sector are covered b
the quotas, therefore, an approximation of the tariff

equivalent for the sugar-containing product sector was
derived by multiplying the estimated tariff equivalent
for sugar by the share of importsin this sector covered
by the quotas.?® Finally, the quotas on both sectorsare

v U.S. Department of Agriculture. Sugar:
Background for 1985 Farm Legidation, Av. Info. Bull.
No. 478, Sept. 1984. ) )

ss Andrew Schmitz, Roy Allen, and Gwo-Jium Mike
Len, Alternative Agricultural and Food Policies and the
1985 Farm Bill, Gordon C. Rausser and Kenneth R.
Farrell, eds. (San Leandro. CA: Blaco Printers, 1984).

89 Robert Sturgiss, Heather Field, and Linda Young,
1990 and U.S. Su%ar Policy Reform,  Australian Bureau of
Agricultural and Resour ce Economics, discussion paper
90-4 Apr. 1990.

'8 The 5 categories of sugar-containing products,
which arelisted in thetext are contained in the following
9 broad categories (corresponding 4-digit SIC industries
follow in parentheses): ]

condensed and evapor ated milk (2023); salad

ﬂrea -%d sauces (2035); blended and prepared

our r(Tg) wet corn milling (2046); candy and
confectionery products ﬁ20 ); chocolate and
cocoa products (2066); flavoring extracts and
syrups (2087); roasted coffee (2095); food
preparations. n.e.c. (2099).



removed simultaneously to prevent the market
distortionsthat would arise from removing only one
quota while leaving the other intact. In 1991, the sugar
processor sector has an estimated tariff equivalent of
124.8 per cent, and the sugar-containing product sector
has a tariff equivalent estimated to be 10 percent. !

Theoverall effect of liberalizing the sugar sectors
isawelfaregain to the U.S. economy of $657 million.
Contributing to the gain in economic welfareisthe
declinein pricesin the sugar sector of 8.3 percent.
Across the economy, net employment and output
experience negligible declines. In addition, net imports
increase by $986 million and net exports decline by
$104 million.

Table 17 presents the domestic employment,
output, and trade effects of quota liberalization. The
sugar processor sector experiencesadeclinein
employment of 1,876 full-time equivalent workers
(jobs) or by 8 percent. Output in this sector alsofalls
by 8 percent ($690 million). However, the
sugar -containing product sector only experiencesa
small declinein employment and output of one-tenth
of 1 percent. Thissmaller declineis partially a result
of lower input pricesthat the sugar-containing product
sector experienceswith theremoval of the sugar
quotas. The sugar crops sector, an upstream supplier to
the sugar processor sector, also experiencesa declinein
employment and output of 8 percent. The one
downstream sector, bakery products and cer eal
breakfast foods, benefits slightly from liberalization.

Importsinto the sugar processor sector increase by
$769 million (or by 96 percent) with removal of the
quotas. In addition, importsfor sugar- containing
productsincrease, but by a much smaller amount, $138
million (or by 4.7 percent). Theincreasein these
importsresults mainly from a declinein the price of
overall sugar-containing products. However, only 8
per cent of the productsin the sugar-containing
products sector are covered by the quotas. In many
cases, both quotas have diverted U.S. importstowards
sugar-containing products not subject to the quotas. In
addition, it ispossible that liber alization would result

“(—Continued
These 9 categoties comptise the sector of "sugar-
containing products" in the USITC CGE model. Imports
within the sugar-containing ({)toduct sector that were
covered by quotas amounted to approximately 8 percent
of total imports for that sector.

! The ad valoran tariff equivalent for raw cane
sugat, 124.8 percent, was calculated by taking the
ditference between the U.S. price and the world price
inclusive of transportation costs; this difference was then
stated as a percentage of the world price. In 1991, the
world price for sugar was 9.04 cents per pound and the
U.S. price was 21%7 per pound. The average
transportation charges from CBERA countries to the U.S.
East Coast wete 1.25 cents per pound. The sources for
these data were USDA, Sugar and Sweetener: Situation
and Outlook Yearbook, June 1992, and the U.S.
Department of Commerce. The froduct of the quota
premium for raw cane sugar, 124.8 percent, and the
import coverage ratio, 8 percent, equals 10 percent.

in a decline of imports of sugar-containing products. *2

However, because of alack of industry detail, it isnot
ossibleto cg{)turethis potential result in the current
SITC model.

Dairy

Inthe United States, dairy importsarerestricted by
guotas, and exports have consisted mainly of sales at
below market pricesor for food aid to developing
countries. All major dairy-producing countriesrestrict
theimportation of dairy products, and most of them
subsidize the production and export of dairy products
aswell. Consequently, only about 5 per cent of world
dairy production istraded internationally. Table 18
presents employment and the value of U.S. shipments,
gggrésl, and exports, by dairy manufacturing sector for

Regulation of thedairy industry evolved from
legislation enacted in the 1930s, 40s, and 50s. In
particular, theégricultura] Marketing Agreement Act
of 1937 provided for Federal milk-marketing orders,
the Agricultural Act of 1949 established the dairy price
support program, and the Defense Production Act of
1950 established import quotas on most dairy products.
In addition, there aretariffson importsaswell, but it is
thedairy programsthat play a major rolein
determining the prices and production of U.S. dairy
products.”

Current Operation of the U.S.
Dairy Programs %4

TheU.S. dairy quotasrestrict importson virtually
all productsderived from cow's milk. The quotas were
put in placeto prevent importsfrom interfering with
the price support program for milk and products
derived from milk. These quotas limit the importation

" For further discussion on the effect of quotas on all
sugar-containing&)mducts, see Cathy Jabara, "Effects of
Sugar Policy on U.S. Imports of Processed Sugat-
Containing 'Foods," Agricultural Economics, vol. 3 (1989),
131-46. In this paper. gabara finds a positive relationship
between the imports of sugar-containing products and the
ratio of the U.S. price of sugar to the world price of
sugat. This result sug%lests that when the U.3. price of
sugar falls relative to the world price of sugar, imports of
sugar-containing products would fall as well.

" For a detailed history of the U.S. daity programs,
see USITC, The Economic Effects of Significant US.
Import Restraints, Phase II: Agricultural Products and
Natural Resources, publication 2314, Washington, DC,
Sept. 1990, ch. 3.

"' This section is based latgely on Warten. F.,
Industry Trade & Summary: Dairy Produce, publication
2477 (AG-3), Washington. DC: I%ITC, Jan.1992; Fallert,
R., Blayney, D. and Miller, J.. Dairy: Background for
1990 Farm Legislation, Economic Research Service, staff
report AGES 9020. Washington, DC: USDA, Mar. 1990.
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Table 17

Sugar: Economic effects of removing the import quotas, 1991

Output

Imports Exports

Number' Percent Dollar? Percent Doller? Percent Dollar’ Percent

Employment
Sector
Liberalized sectors:
Sugar processors ....suusseas -1,876......-8.0
Sugar-containing products . ...... -164...... -0.1
Upstream sector:
Sugarcrops .............. -842 -8.0
Downstream sector:
Bakery products and cereal
breakfast foods =  ....... 172....... 0.1
Rest of the U.S. economy:
Agriculture, forestry, and
fish€HEeS wuvvrrrrrrrnnnnmnsnssnns -206
MiNiNg ....ccovvrrmmmnnnsemnnn -47
Construction .....ccoeeeeeeennnns -40
Nondurable manufacturing . 302 4
Durable manufacturing .. -376 m
Transportation, communi-
cations, and utilities ... 513 “
Wholesale and retail -
trade .ocoevvemersimeriinnnens -100 (0]
Finance, insurance, and
real estate .....cceervenens 00457 8 .
Other services .......uue 2,720 4

-690  -8.0 769 956 -19 -5.6
-38 -01 138 4.7 6 0.1
-112 -8.0 @) -8.0 -8.0
19 0.1 @] -02 3 0.1
Bl r4
) -15
2 14
75
-52 57 4
-70 (4) (4' -22 (4)
N “) ) ) ) )
132 2 -2
.n 10 14i -10

! Full-time equivalent jobs

2 In millions of dollars in base year prices.
3 Change less than 1 million dollars.

4 Change less than one-tenth of 1 percent.
5 Nontradeeble sector.

Source: Estimated by the staff of the USITC.

of dairy products equal to a quantity of approximately
2 percent of the equivalent of U.S. milk production. In
recent wars, the U.S. dairy quotas have been
substantially filled (nearly 99 percent)." Most of the
dairy quotas ar e allocated on a country-by-country
basisand are administered by the USDA through a
licensing procedur e. However, some quota products
arenot subject to license and are allowed to enter the
United Stateson a first-come, fir st-serve bass.

Sincemilk isa perishable product and is expensive
totransport in liquid form, the U.S. Government,
through the CCC, supportsthe farm price of raw milk
indirectly by purchasing butter, cheddar cheese, and
nonfat dry milk from dairy processorsat specified
prices. The price of milk produced under sanitary
conditionsthat qualify it for fluid consumption is
regulated directly by the Federal Milk Marketing Order
Program. This program regulates price of consumption
grade milk. The minimum prices set by the marketing
ordersarebased on the average price of raw milk in
Minnesota and Wisconsin (the M-W price) which, in
turn, isindirectly supported by CCC purchases of
surplusdairy products. In general, pricesfor
consumption grade milk used for manufactured

" SeeWarren (1992).
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‘products areset at or near the M-W price, whileprices

or consumption %rade milk destined for thefluid
market are set higher by fixed differentialsuniqueto
each Federal order. Thus, the milk-marketing orders
extend the support price of raw grade milk to all milk
prices.

If the dairy quotas wer e eliminated, the CCC
would substantially increaseits pur chases of dairy
productsto maintain the M-W price of raw milk. I'n
essence, the M-W price would become theworld price
for raw milk. supported by U.S. Gover nment
purchases. Consequently, to effectively model the
imgact of theU.S. dairy guotasrequiressuspension of
CCC purchases. In addition, thisimpliesthat the
milk-marketing ordersare also suspended so that the
price of raw milk can move freely in the nista"

Economic Effects of Removing
the U.S. Dairy Quotas

The USITC CGE model focuseson the dairy farm
sector, four dairy manufacturing sectors, and nine

36 The milk-marketing orders are not explicitly
modeled. It isassumed that they ceaseto regulate the
pricesthat processors pay for raw milk.



Table 18
Dairy: Summary data, 1989-91.

(Million dollars, except where indicated)

item 1989 1990 1991
Shipments:

PBUEEEE +evverevvesreerssesssesssesssesssssssesssesessens 1,678 1,480 1,481
CheEEeSE .iceerinrernrcenncencccncconcccnnscnnsconncannes 11,862 13,606 12,890
Dry/condensed milk products ..........ccceeieiennnnn. 6,206 6,214 6,034
Cr@aim; +eeseecessscessocassasessessssessssassssessasasons 18,110 19,092 17,858

Employment (workers):

pBti’tter ( ......... ) ....................................... 1,800 1,600 1,600
CREESE wevevrenrnrereeeeeeeneeresecsceesensesncsesssnnes ?g,ggg ?g,glgg ?g,(l)gg
Dry/condensed milk products ......ccceeeecccennccnens , , )
C?éém’ p ................................... 72,200 69,600 68,300

Imports:

d 11114 Y PPN 3.9 3.8 1.7
ChREESE .evvvrerereeneenenenccecnenccccennccscnncaccnnes 381.0 439.0 420.0
Dry/condensed milk products .......ccceeeeiereennnes 345.0 327.0 274.0
(04 =" 111 10.8 122 6.2

Exports:
=P 11118 £ S 54.0 111.0 45.4
CREESE .euevnerenrenreereereecensensenssossensensensonne 24.8 38.7 36.4
Dry/condensed milk products .......ccceeeveeiecanens 374.0 228.0 378.0
(03 7:F: 1 1 A PO 29.2 31.1 42.6

1 The data for this sector is for the entire fluid milk sector, which cream is a part.

Source: U.S. Department of Commerce.

ag%regate sectorsthat constitute the remainder of the
U.S. economy. Removal of the dairy quotaswith all
domestic policiesremaining intact, would entail an
impossible expansion of CCC purchasesof dairy
products. To avoid this outcome. the model simulates
thejoint removal of the U.S. dairy quotas andgghe
elimination of CCC purchases of dairy products.

Much of theresearch an the U.S. dairy industry has
focused on the economic effects of removing the dairy
price support programswithin the United States,
leaving thetrade barriersin place." A second strand
of research examines commer cial policy issuesin the
dairy sector. Two examples are the works by Neff in
1988 and by Hufbauer et al. in 1986." Both works

°7 Thisismodeled hereasareduction in government
demand (by the amount of CCC purchasesin 1991) in the
dairy product sectors. _

i Thisresearch includesLaFrance and de Gorier. H..

" Regulation in a Dynamic Market The U.S. Dairy
Industry," American Journal of Agricultural Economics
(Nov. 1985), 821-32; Masson and Eisenstat. " Welfare
Impacts of Milk Ordersand the Antitrust Immunities for
Cooperatives," American Journal of Agricultural
Economics (May 1980). 270-78; and Dahlgran, " Welfare
Costsand Interregional Income Transfers Dueto
Regulation of Dairy Markets," American Journal of
Agricultural Economics (M 2?/ 1980). 288-96.

s0 Stephen Neff, The Welfare Implications of
Removing U.S. Import Quotas on Sugar and Dairy
Products, unpublished PhD. dissertation, Stanford
Univerdgity. 1988, and Hufbauer, Berliner, and Elliott,
Trade Protection in the United States: 31 Case Studies
(Was)hmgton, DC: Indtitutefor International Economics.
1986).

employ a partial equilibrium framework. Neff, using
average data for the period 1982-87, estimates a net
economic welfar e effect of $2.7 billion and, Hufbauer
et al. estimate a $1.6 billion net economic welfare
effect for 1983.

The USITC CGE model highlightsfour dairy
manufacturing sectors: butter. cheese, dryNcondensed
milk products, and cream. Although these sectorsare
protected by quotas, a main beneficiary isthe dairy
farm sector, which producesraw milk and isupstream
to the dairy manufacturing sectors.

The effects of the U.S. dairy quotas ar e estimated
by means of an equivalent ad valorem tariff, as
described in chapter 1. USDA collects both domestic
and world pricedata for whole milk powder, butter,
and cheese. Thesethreeprice seriesserve asabasis
for the estimates of thetariff equivalents of the U.S.
dairy quotas used in the CGE model. The butter and
cheese sector s have a straightforward application of the
price-gap method because data exist for both domestic
and world pricesm For the other two sectors.
drykondensed milk productsand cream, the price gap
for whole milk powder isused asa proxy because
these sector s contain primarily milk and cream
products, which have a high butterfat content, and
because world price data for these sectors are not
available. The 1991 tariff equivalentsare: butter, 26.9

!m Theworld price data USDA collectsin the cheese
sector arepricesfor cheddar cheese, Consequently, a
tariff equivalent for cheddar cheeseisused asa proxy for
t?e ﬁheeﬁ sector, although there are many different types
of cheeses.
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per cent: cheese, 35.4 percent drftondensed rlnillk
products, 60.3 percent; and cream, 60.3 percent. °

The welfar e effects of quota liberalization can be
affected by the assumptions concer ning therents
generated by quotas. The quotasfor butter and cheese
require USDA licensesthat are allocated to qualified
domesticimporters. Thiswould lead oneto believe
that the quota rents accrueto these firms. However,
recent resear ch on the cheese quotas by Hornig et al.
indicatesthat the export side of the cheese market is
highly concentrated resulting in market power for both
theimﬁorters and exporters. They estimatethat in
1980 the quotas generated rents of about $41 million
for importersand $52 million for exporters. Based on
thiswork, the quota rentsare split on a 50/50 basis
between domesticimportersand foreiglrj exportersfor
both the butter and cheese sectors. '°% The quotas for
the dry/condensed milk product and cm sectorsare
administered by the U.S. Customs service on afirst-
come, first-serve basis. Consequently, it isassumed
that foreign exporters captureall of the quotarentsin
these two sector s because theimport sideis
unconcentrated and the foreign exporters benefit from
higher pricesfor their products.

Theoverall effect of liberalizing the dairy quotasit”
awelfare gain of $847 million for the U.S. economy.
Contributing to the gain in economic welfareisthe
declinein pricesin thedairy sector. Thelargest price
declineisin the cheese sector (0.9 per cent), which also
hasthe greatest value of importsaswell. Acrossthe
economy, net employment and output experience
negligible declines. I n addition, net imports and
exportsincrease by $182 million and $70 million,
respectively.

Table 19 presents the employment, output, and
trade effects of unrestrained importsin the U.S. daer/
sector. Thedairy farm sector experiencesa seemingly
large declinein output ($365 million) and employment
(1,245 jaobs), but in relative termsthese declinesare
each lessthan 2 per cent Employment and output fall
in all of the dairy manufacturing sectors, with the
butter sector experiencing the largest relative decline of
nearly 14 per cent followed by the dry/condensed milk
product sector with a decrease of 5.4 percent in both
employment and output In all liberalized sectors.
importsincrease and exports decrease with the cheese
sector experiencing the largest absoluteincreasein

101 1991, the averageworIdSFrice gincluding
transportation coststo the United States) for butter was
0.78 Mb., for cheddar cheese 0.92 S/Ib. and for dry whole
milk 0.71 S/lb. In 1991, the average U.S. pricefor butter
was 0.99 S/lb, for cheddar cheese 1.24 Mb, and dry
whole milk 1.14 Mb. These pricing data arefrom Dairy
Market Statistics and World Dairy Situation published by

usb

1"?_&See Hornig. Boisvert, and Blandford, " Explaining
the Distribution of Quota Rents Prom U.S. Cheese
Imports," Australian Journal of Agricultural Economics
(Apr. 1990), 1-20; and Hornig, Boisvert, and Blandford,
" Quota Rentsand Subsidies: The Case of U.S. Cheese
Import Quotas." European Review of Agricultural
Economics (1990), 421-34.
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imports of $217 million. Both the cheese and
dry/condensed milk product sectorsexperiencea
relativeincreasein imports of over 50 per cent.

Meat

Themeat productsgroup in the United States
consists of two major sectors: red meat and poultry.
This chapter providesan analysis of the effects of
import restraints on red meat. '°° I'n 1991, U.S. imports
of red meat productstotaled $3 billion and accounted
for approximately 5 percent of U.S. shipments. During
the same year, the United States exported red meat
productsvalued at $4.3 billion. Table 20 presents
employment and the value of U.S. shipments. imports.
and exportsfor thered meat industry for 1989-91.

Current Operation of the U.S.
Meat Programl"

TheMeat Import Act of 1979 and Section 204 of
the Agricultural Act of 1956 establish the U.S.
program of import restrictions on zed ‘meat. The Meat
Import Act requiresthe President toimpose limitson
meat importsif they appear likely to exceed a specified
level in agiven year. The"trigger" level for restraints
isadjusted annually to allow for changing levels of
U.S. production and other market conditions. Section
204 authorizesthe President to negotiate voluntary
restraint agreements (VRAS) with foreign governments
for red meat and other agricultural products. Voluntary
restraints can substitute for mandatory ones. In nearly
every year in which imports have been expected to
exceed thetrigger level VRAS, the President has
successfully negotiated agreementswith major meat
exporters.

Economic Efects of Removing
the VRAs On Meat

In 1991, the VRAs applied to meat imported from
Australiaand New Zealand. Theseimports consist of
productsthat compete directly with the U.S.
meat-packing sector, one of thetwo SIC industriesthat
constitutethe red meat industry and a sector in the
USLITC model. Consequently, the effects ar e etimated
on the basis of the full effects of trade liberalization
within the meat-packing sector. The other component
of thered meat industry, prepared meats (including
sausage), is consider ed downstream to the
meat-packing sector. The modeling exercise here

~ r3Thered meat sector includestwo 4-digit SIC
industries: 2011, Meat Packing Plants, and 2013. Sausages
and Other Prepared Meats. ]

" For afurther discussion of the U.S. meat import
restrictions, see USITC, The Economic Effects of
Significant U.S. Import Restraints, Phase H: Agricultural
Productﬁ and Natural Resources, publication 2314. Sept.
1990, ch. 6.



Table 19

Dairy: Economic effects of removing the Import quotas, 1991

Employment Output Imports Exports
Sector Number' Percent Donee Percent Dollar’ Percent Dollar* Percent
Liberalized sectors:
[ 1L ) S -357 -13.8 -365  -13.8 (3 12,0 -5 -13.8
Cheese ......uuiissssssnnsnnnnees -505 -1.9 -260 -1.9 217 57.5 -1 -1.6
Dry/condensed milt
products ...icccviirresssinnnens -886 -5.4 -348 -5.4 20 63.7 -}9 -4.7
Cream .....oourssessessssssessenns -447 -0.5 -136  -0.5 3 381 () -0.5
Upstream sector: 3 s s
Daily farms ........ccoursseeneenes -1,245 -1.8 -365 -1.8 ) -1.8 ) )
Rest Aof gheItU.S. tfeconct)my: d
riculture, forestry, an .
gfisheries' ......... ry, ............. -771 -0.1 f:ﬁ § -8 '0-} }