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USITC OFFERS ALTERNATIVE REMEDY RECOMMENDATIONS
FOR DOMESTIC CB INDUSTRY

The United States International Trade Commission today reported to the ,
President that imports of citizens band radio transceivers are a substantial cause
of serious injury, or the threat thereof, to domestic manufacturers.

Chairman Danie] Minchew and Commissioner Italo H. Ablondi found that serious
injury to the domestic industry from such imports was already present. Vice Chair-
man Joseph 0. Parker and Commissioners Georgé M. Moore and Catherine Bedell deter-
mined there is a threat of sérious injury to U.S. producers of CB radios. Commis-
sioner Bill Alberger dissented.

The Commission was divided on its remedy recommendations to the President.
Chairman Minchew and Commissioners Ablondi and Alberger determined that trade
adjustment assistance under title II of the Trade Act of 1974 can effectively
"~ remedy the serious injury found to exist. Vice Chairman Parker and Commissioners
Moore and Bedell voted to recommend the imposition of ad valorem import duties
(except on hand-held units) of 36 percent in the first year with 5-percent reductions
in four subsequent annual steps to prevent the injury threatening the domestic
manufacturers by reason of increasing imports. Under the Trade Act, the President

may accept, reject, or modify either set of the USITC recommendations.

more



USITC OFFERS ALTERNATIVE REMEDY RECOMMENDATIONS FOR DOMESTIC CB INDUSTRY

Imports of CB radios were valued at $839 million in 1976, up from $251 million
in 1975; imports have declined in the past year but have increased their market share
to 91 percent. During January-September 1977, Japan had 81 percent of the import market
while Taiwan, Korea, and Hong Kong represented 9 percent, 4 percent, and 2 peréent,
respectively. These nations account for 96 percent of the CB radios imported
and sold in the domestic market.

U.S. manufacturers had about 29 percent of the domestic market in the early
1970's, but their share has dropped to about 9 percent today.

During the period covered by the USITC investigation, four firms were respon-
sible for the bulk of domestic production: E. F. Johnson Company, the largest U.S.
producer, and Pathcom, Inc., Hy-Gain de Puerto Rico, and Motorola, Inc.

The average number of CB production and related workers dropped about 38 per-
cent between January-June 1976 and the corresponding period in 1977. Since that
time, three producers, accounting for about 33 percent of total domestic production
in January-June 1977, have discontinued producing CB radios. Two companies have
filed bankruptcy proceedings.

The USITC investigation began August 10, 1977, under section 201(b) of the
Trade Act of 1974. The petitioner was the E. F. Johnson Company of Waseca, Minnesota.

The Commission's report, Citizens Band (CB) Transceivers (USITC Publication

852), contains the views of the Commissioners and information developed in the in-
vestigation (No. TA-201-29). Copies may be obtained by calling (202) 523-5178 or
from the Office of the Secretary, United States International Trade Commission,

701 E Street NW., YWashington, D.C. 20436.
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REPORT TO THE PRESIDENT

United States International Trade Commission
February 2, 1978

To the President:

In accordance with section 201(d) (1) of the Trade Act of 1974 (88
Stat. 1978), the United States International Trade Commission herein reports
the results of an investigation relating to Citizens Band (CB) radio trans-
ceivers.

The investigation to which this report relates (investigation No.
TA-201-29) was undertaken to determine whether—-

Citizens Band (CB) radio transceivers, provided for in

item 685.25 of the Tariff Schedules of the United

States (TSUS),
are being imported into the United States in such increased quantities as
to be a substantial cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly competitive with the
imported article.

The Commission instituted the investigation under the authority of
section 201(b) (1) of the Trade Act on August 10, 1977, following receipt, on
August 2, 1977, of a petition for import relief under section 201 filed by the
E.F. Johnson Company.

The Commission held a public hearing on this matter in Washington,
D.C., November 1-4, 1977. All interested persons were given an opportunity

to be present, to present evidence, and to be heard.
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Notice of the institution of the investigation and hearing was

published in the Federal Register of August 16, 1977 (42 F.R. 41329).

The information for this report was obtained from field work and
interviews by members of the Commission's staff, from other Federal agencies,
from responses to the Commission's questionnaires, from information presented
at the public hearing, from briefs submitted by interested parties, and
from the Commission's files.

A transcript of the hearing and copies of briefs submitted by
interested parties in connection with the investigation are attached. 1/

There were no significant imports of CB radio transceivers from
countries whose imports are presently subject to the rates of duty set
forth in column 2 of the TSUS. The import relief recommended herein, there-
fore, is not addressed to imports from such countries. Certain recommended
relief measures would involve the imposition of rates of duty on imports
from countries whose imports are currently subject to rates of duties in
column 1 which are higher than the rates set forth in column 2. Should
such recommended, or any other, rates of duty higher than the column 2
rates be proclaimed by the President, it would be necessary for him to con-
form column 2 by proclaiming rates thereof that are the same as those pro-

claimed in column 1. 2/

1/ Attached to the original report sent to the President, and available
for inspection at the U.S. International Trade Commission, except for material
submitted in confidence.

_g/ See Article I, General Agreement on Tariffs and Trade (Basic Instru-
ments and Selected Documents, vol. IV, March 1969), and General Headnote
4, Tariff Schedules of the United States (19 U.S.C. 1202).




DETERMINATIONS, FINDINGS, AND RECOMMENDATIONS
OF THE COMMISSION

Determinations

On the basis of the investigation, the Commission determines
(Commissioner Alberger dissenting) that Citizens Band (CB) radio trans-
ceivers, provided for in item 685.25 of the Tariff Schedules of the United
States (TSUS), are being imported into the United States in such increased
quantities as to be a substantial cause of serious injury, 1/ or the threat
thereof, 2/ to the domestic industry producing an article like or directly

competitive with the imported article.

Findings and Recommendations

Chairman Minchew and Commissioners Ablondi and Alberger determine

that adjustment assistance under chapters 2, 3, and 4 of title II of the
Trade Act can effectively remedy the serious injury found to exist and
recommend the provision of such assistance.

Vice Chairman Parker and Commissioners Moore and Bedell find and

recommend that to prevent the serious injury threatened it is necessary to
impose rates of duty, in addition to the present rates of duty, with respect
to Citizens Band (CB) radio transceivers (except hand-held), provided for in
item 685.25 of the TSUS, as follows--

1st Year 2nd Year ' 3rd Year 4th Year 5th Year

30% ad val. 25% ad val. 207% ad wval. 15% ad val. 10% ad val.

1/ Chairman Minchew and Commissioner Ablondi find serious injury with
respect to imports of such articles.

2/ Vice Chairman Parker and Commissioners Moore and Bedell find threat
of serious injury with respect to imports of such articles.
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Views of Vice Chairman Joseph O. Parker and
Commissioners George M. Moore and Catherine Bedell
The present investigation, conducted under section 201 of the
Trade Act of 1974 (19 U.S.C. 2251), was instituted by the United States
International Trade Commission on August 10, 1977, to determine whether
Citizens Band (CB) transceivers provided for in item 685.25 of the Tariff
Schedules of the United States (TSUS), are being imported into the
United States in such increased quantities as to be a substantial cause
of serious injury, or the threat thereof, to the domestic industry
producing an article like or directly competitive with the imported
article.
The Trade Act of 1974 requires that each of the following conditions
be met before an affirmative determination can be made:
(1) There are increased imports (either actual or
relative to domestic production) of an article
into .the United States;
(2) A domestic industry producing an article like or
directly competitive with the imported article is
seriously injured, or threatened with serious
injury;
(3) Such increased imports of an article are a sub-
stantial cause of serious injury, or the threat
thereof, to the domestic industry producing an
article like or directly competitive with the

imported article.

Determination

After considering the information obtained in this investigation,
we have determined that increased imports are a substantial cause of the
threat of serious injury to the domestic industry producing CB radio

“transceivers which are like or directly competitive with the imported

articles under investigation.



The domestic indusggz

It is our view that the domestic industry producing articles
like or directly competitive with the imported articles consists of the
facilities in the United States devoted to the production of CB radio
transceivers. Virtually all domestic production in 1977 was accounted

for by 9 firms.

Increased imports

Under section 201(b)(2)(C) of the Trade Act of 1974, the
requirement of increased imports is satisfied if the actual quantity of
imports has increased or if the level of imports is increasing
relative to domestic production.

| The quantity of imports increased every year in 1972-76

during which period the sale of CB radio transceivers experienced a
dramatic growth. Import statistics for the full year 1977 are not avail-
able. However, partial-yvear statistics show that the 1977 import levels
will be at least twice the 1975 level and several times the levels of earlier
years. In terms of value, imports increased from $44 million in
1973 to $839 million in 1976.

The ratio of imports to U.S. shipments (i.e., production)
increased in every year but one, rising from 338 percent of domestic
production in 1972 to 870 percent in January-June 1977. This information
clearly shows that imports have increased within the meaning of the

statute.
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Increased imports are a substantial cause of threat of serious injury

The years 1972-76 were a period of great growth in the domestic
CB radio market. Domestic production rose from 82,000 units l/ in
1972 to 1.15 million units in 1976. The value of domestic shipments
rose from $10.2 million in 1972 to $96 million in 1976. 1In 1972,
imports totaled about 75,000 units, valued at $3 million, and in 1976
increased to over 15 million units, valued at over $800 million.
Until the last 6 months of this period, no domestic producers were
burdened with any inventory;. they were able to sell their entire
output because they were unable to meet existing demand and the domestic
industry was increasingly profitable.

During 1976, however, there was an important development which
had great market impact. In July 1976, the Federal Communications Com-
mission (FCC) issued an order which announced changes in the specifications
for the production of CB radios, established a terminal date beyond
which all current production of 23-channel sets produced under the
old technology could not be'sold, and authorized production of new sets
with new technology and additional channels. This order was quickly
followed by severe disruption in the market. Distribﬁtors sought to
rid themselves of stock which, if not sold by the terminal date, would
become unsalable by law. Regular or usual merchandising practices could
not be followed because of panic selling, uncertainty in the minds of

consumers, and the general belief that sets with 40-channels were

1/ All values and quantities cited exclude hand-held units.
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better than 23-channel sets. All these factors contributed to a
quick and sharp decline in prices.

Generally, the conditions mentioned above prevailed during the latter
half of 1976 and 1977, when both domestic and foreign producers
were having to shift their production to the new 40-channel models man-
ufactured under the new specifications. The information obtained in this
investigation also shows that the distress pricing of 23-channel CB's
also adversely affected the pricing and marketing of the new 40-
channel sets. This chaotic market situation continued until January 1978,
when the sale of 23 channel CB radios produced under the old technology
became unlawful.

During the period following the FCC order to the present, the
market for CB radios changed from a seller's market, which had existed
until mid-1976, to a buyers market when practically all CB radios being
currently produced or in distribution channels, in effect, became
obsolete from a marketing standpoint. As a result, the industry suffered
losses in both profit and capital at a time when it was faced with
additional costs of shifting production to new products. The U.S.
industry as a whole was left.in a substantially weakened condition.

It is clear that the market disruption and the losses resulting
therefrom, which were incurred by the domestic industry beginning in the
latter half of 1976 were largely the result of the drastically changed

production and marketing conditions which followed the new FCC

regulations of July 1976. Today, the industry is facing serious injury

due to import competition and, at this time, there is no indication
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that unfavorable trepds, beginning in the middle of 1976, will be abated.

Production, profit and employment levels in the industry are
declining precipitously. Domestic production in the period January-June 1977,
fell to 379,000 units from 678,000 units during the same period in the
preceeding year, a decline of 44 percent.

Profit levels in the industry have declined sharply in the last
year from a profit margin of 8.4 percent of sales in the second half of
1976 to a loss of 27.5 percent of sales in the first half of 1977.

Two of the remaining domestic producers filed for bankruptcy under
Chapter 11 of the Federal Bankruptcy Act of 1977.

Employment data show that there were 38 percent fewer persons
employed in the domestic industry during the first half of 1977 than
during the corresponding period of 1976. Employment in the domestic
industry averaged 4,519 in the first half of 1977, down from 6,289
in the first half of 1976.

Industry estimates of demand indicate that domestic consumption of
CB radios will be well below the levels achieved in 1976, the peak year.
Invéntories of 40-channel sets held by leading domestic producers appeared
to be at or near record levels in September 1977, although precise
figures of such inventories were not available, particularly at the
retail level. Imports of 40 channel sets meeting the new specifications
have already achieved overwhelming market penetration, accounting for more
than 90 percent of domestic consumption during January-June
1977, the latest period for which information is available. Foreign

producers have extensive production facilities capable of supplying
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all the current needs of the domestic market. Restrictions on the
use of CB radios in Japan and in other countries make the U.S. market
particularly attractive to all producers.

Imported products are fully competitive with U.S. products from
a standpoint of quality and have consistently had a competitive advantage.
In the absence of effective import relief, this more favorable competitive
position, resulting from more favorabie prices will .likely continue -
and under present market conditions give imports an insurmountable
market advantage. Serious injury is clearly imminent and threatens
the domestic industry with extinction unless remedial action is taken

to enable U.S. producers to compete on more equal price terms. 1/

1/ The views on remedy of Vice Chairman Joseph 0. Parker, George M.
Moore, and Catherine Bedell appear in an opinion beginning on p. 38.
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Affirmative Views of Chairman Daniel Minchew
and Commission Italo H. Ablondi

The present investigation, conducted under section 201 of the Trade
Act of 1974 (19 U.S.C. 2251), was instituted by the United States Inter-
national Trade Commission on August 10, 1977, to determine whether Citizens
Band (CB)radio transceivers, provided for in item 685.25 of the Tariff
Schedules of the United States (TSUS), are being imported into the United
States in such increased quantities as to be a substantial cause of serious
injury, or the threat thereof, to the domestic industry producing an
article like or directly competitive with the imported article.
The Trade Act of 1974 requires that each of the following conditions
be met before an affirmative determination can be made:
(1) There are increased imports (either actual or
relative to domestic production) of an article
into the United States;
(2) A domestic industry producing an article like or
directly competitive with the imported article
is seriously injured, or threatened with serious
injury; and
(3) Such increased imports of an article are a sub-
stantial cause of serious injury, or the threat
thereof, to the domestic industry producing an

article like or directly competitive with the
imported article.

Determination

After considering the evidence obtained in this investigation, we
have determined that increased imports are a substantial cause of serious
injury to the domestic industry producing CB radio transceivers which are

like or directly competitive with the imported articles considered herein.
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The domestic industry

It is our view that the domestic industry producing articles like
or directly competitive with the imported articles consists of the facilities

in the United States devoted to the production of CB radio transceivers.

Increased imports

The first of the three criteria requires a finding that there are
increased imports. The Trade Act provides, in section 201(b)(2)(C), that
an increase in imports has occurred when the increase is "either actual or
relative to domestic production." Thus, the requirement is satisfied when
the increase is in actual or absolute terms, or when the level of imports
is declining in actual terms but increasing relative to domestic production.

Imports have increased in actual terms in every year since 1973,
when the sales of CB radio transceivers began a dramatic growth. Imports
increased from $44 million in 1973 to $839 million in 1976. In January-
June 1977, imports were higher than in all years prior to 1974 combined.
The ratio of imports to U.S. shipments haé increased every year, and, in
January-June 1977, rose from 338 percent to 870 percent. The ratio of
imports to consumption has risen annually, from 71 percent in 1973 to 91
percent in January-June 1977. The information clearly shows that the

first criterion set forth above is satisfied.

Serious injury

The second criterion concerns the question of whether or not the domestic
industry is suffering "serious injury, or the threat thereof." The Trade
Act does not define the term "serious injury," but instead provides

guidelines in the form of economic factors which the Commission is to
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take into account. Under section 201(b)(2), the Commission is to take

into account "all economic factors which it considers relevant, including
(but not limited to) . . . the significant idling of productive facilities
in the industry, the inability of a significant number of firms to operate:
at a reasonable level of profit, and significant unemployment or under-
employment within the industry . . . ."

The information gathered in the investigation shows that there is
presently a significant idling of productive facilities within the domestic
industry. Capacity utilization and domestic production have registered
pronounced declines in recent months. Capacity utilization for domestic
firms producing CB radio transceivers dropped precipitously from 83 percent
in January-June 1976 to 29 percent in the corresponding period of 1977.
This substantial idling of productive facilities continued in July-December
1977. During 1977, plants representing approximately 25 percent of domestic
capacity were closed. Two domestic manufacturers ceased CB transceiver
production entirely in 1977, and another manufacturer announced its intention
to close one of its two CB-manufacturing facilities in the first quarter of
1978,

The profit level in the industry declined sharply during the past
year. From a pretax-profit-to-sales ratio of 21 percent in 1975, profit
for the industry declined to 6.8 percent of sales in 1976; a loss of 27.5
percent of sales was experienced in 1977. It now appears that the money
lost by the domestic industry in 1977 was more than all its profit
accumulated in all preceding periods. Clearly the industry has been

unable to achieve an acceptable level of profit.



13

Employment in the industry has declined sharply. The average number
of production and related workers dropped from 3,312 in January-June 1976
to 2,061 in the corresponding period of 1977, and there is evidence of
further substantial declines for July-December 1977, which are estimaﬁed
to continue in January-June 1978. Approximately 50 percent of all jobs
in CB-radio-transceiver manufacturing have been lost. The patﬁern in
man-hours worked is equally devastating. It is evident from the
information in this investigation that the second criterion set forth

above has been satisfied.

Substantial cause

Section 201(b) (4) of the Trade Act defines the term '"substantial
cause' to mean "a cause which is important and not less than any other
cause." Thus, increased imports must be both an "important" cause of
injury and '"not less than any other cause." Section 201(b)(2) further
provides that, in determining "'substantial cause", the Commission "shall
take into account all economic factors which it considers relevant,
including (but not limited to). . . an increase in imports (either actual
or relative to domestic production) and a decline in the proportion of
the domestic market supnlied by domestic producers."”

The information before the Commission clearly shows increased
imports to be a substantial cause of serious injury to the domestic
industry. As stated above, imports have increased both actually and
relative to domestic production; the proportion of the domestic market
supplied by imports increaséd from 71 percent in 1973 to 89 percent in

1976, and to 91 percent in January-June 1977.
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Witnesses in oppésition to the petition have alleged that two
factors other than imports are a more important cause of injury to the
domestic industry. These factors include the effect of the decision of the
FFC to shift from 23-to 40 channel production and the simultaneous apparent
decline in demand for CB radio transceivers. We have considered these factors
and have concluded that, even though they may have contributed in part,
imports have not been less than any other cause of injury.

Both the ratio of imports to domestic production and the ratio of
imports to apparent consumption have increased in every year since 1972.
A'Commission survey indicates that the major factor causing this increasing
market share by imports is the preference by domestic distributors for the
lower priced imported articles. Price data collected in this survey show
that the imported produét was almost always lower in price than the domestic
article during the period 1972 through January-June 1977.

Coincident with the drop in prices was a buildﬁp of inventories
composed substantially of unsold imported CB radio transceivers. This back-
log of unsold imports was an important factor in driving prices still lower
and causing the serious injury to the domestic industry.

In view of the above, we conclude that imports are a substantial

cause of serious injury and that the third criterion is satisfied.

Conclusion
After considering all the information developed during this investiga-
tion, we conclude that all three of the statutory criteria are satisfied,

and we therefore make an affirmative determination of injury.
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REASONS FOR THE NEGATIVE DETERMINATION
OF COMMISSIONER BILL ALBERGER

The present investigation, conducted under Section 201 of the
Trade Act of 1974 (19 U.S.C. 2251), was instituted by the United
States International Trade Commission on August 10, 1977, to deter-
mine whether CB radio transceivers provided for in items 685.25 of
the Tariff Schedules of the United States (TSUS), are being imported
into the United States in such increased quantities as to be a sub-
stantial cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly competitive

with the imported article.

Section 201(b)(1) of the Trade Act of 1974 (Trade Act) requires
that each of the following conditions be met before an affirmative

determination can be made:

(1) There are increased imports (either actual or
relative to domestic production) of an article into the
United States;

(2) A domestic industry producing an article like or
directly competitive with the imported article is seriously
injured, or threatened with serious injury;

(3) Such increased imports of an article are a substan-
tial cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly

competitive with the imported article.
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Determination

After considering the evidence obtained in this investigation,
I have determined that increased imports are not a substantial
cause of serious injury, or the threat thereof, to the domestic
industry producing CB radio transceivers which are like or directly

competitive with the imported articles considered herein.

Domestic Industry

It is my view that the domestic industry producing articles
like or directly competitive with the imported articles consists
of the facilities in the United States devoted to the production

of CB radio transceivers.

Increased Imports

Section 201(b)(2)(c) of the Trade Act provides that an increase
in imports has occurred when the increase is "either actual or
relative to domestic production." Thus, the requirement is satisfied
when the increase is in actual or absolute terms or when the level
of imports is declining in actual terms but is increasing relative

to domestic production.

Imports have increased significantly in absolute terms in every
year since 1973, when the dramatic growth in sales of CB radio trans-

ceivers began, until 1977, when the downturn in sales first began to
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affect annual import levels. In relative terms, however, the

increase in imports compared with domestic shipments is steady from

1973 through 1977. The ratio of imports to U.S. shipments has

increased from 244 percent in 1973 to 870 percent in the first half of
1977, with the sharpest increase occurring from 1975 to 1976. Similarly,
the ratio of imports to consumption has risen from 71 percent in 1973

to 91 percent in the first half of 1977. Clearly, this first criterion

set forth above is satisfied. Imports have increased.

Serious Injury

The Trade Act does not define the term "serious injury" but does
provide guidelines in the form of economic factors. Under section
201(b)(2) the Commission is to take into account "all economic factors
which it considers relevant, including (but not limited to) -- A . . . ,
the significant idling of productive facilities in the industry, the
inability of a significant number of firms to operate at a reasonable
level of profit, and significant unemployment or underemployment within

the industry . . . "

I have also considered and analyzed other economic developments in
the industry to determine whether serious injury exists. These include:
(1) efforts to compete effectively with imports, including expenditures

for research, development, and plant expansion; (2) efforts to
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create and expand export markets; (3)'production and shipment

levels; (4) inventory levels, and (5) price levels.

Idle Facilities - The information gathered in this investiga-

tion indicates there is currently a significant idling of production
facilities within the domestic industry. During the first 6 months
of 1977, capacity utilization reached a low of 29 percent. Since
that time, production ceased for three domestic producers accounting
for about 33 percent of total domestic production in the first half
of 1977. Other plant closings have already been announced for 1978.
It should be noted that production and capacity utilization both grew
by leaps and bounds from 1973 through mid-1976, and that the decline
was abrupt and staggering in late 1976 through 1977. Much of the .
idle capacity is very new and possibly excessive capacity added in
response to the boom. However, if the domestic industry still had at
least 20 percent of the market, which roughly approximates historic
market shares, the capacity added mostly in 1975 and 1976, would not be

considered excessive.

Profits Operating profits on an aggregate basis for the
domestic industry show a remarkable increase from $8.7 million
in 1972 to $51.9 million in 1975 before declining to $23.7 million in

1976. Average profit margins for the domestic producers were higher
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than the national average for all U.S. manufacturing firms during
1972-75, but slightly lower in 1976. The problems surfaced in

late 1976 and throughout 1977 as operating profit margins declined

to a loss of 24.4 percent in the first half of 1977. As this opinion
is written, at least two firms have filed for bankruptcy under Title 11
of the U.S. Code. It now appears that the domestic industry may have
lost more money in 1977 than it accumulated in profits from 1972 to

the present. The collapse is simply too great not to find that this
criterion, "the inability of a significant number of firms fo operate

at a reasonable level of profit,"” is satisfied.

Employment - Employment levels have changed in much the same
manner as profits from 1972 through the present. It is virtually
impossible to make a judgment as to a reasonable level of employment
in the domestic industry. When demand for CB radio transceivers sky-
rocketed in 1974 through mid-1976, the number of CB production and
related workers more than doubled each year. Since mid-1976, employ-
ment has dropped by 38 percent, leaving the level in mid-1977 at about
25 percent higher than the 1975 level. Unfortunately, further cutbacks

are likely, as indicated by announced plant closures and bankruptcies.

R & D and Capital Expenditures and Industry Efforts to Compete

It is my judgment that the domestic industry has made reasonable

efforts to remain competitive, and has been innovative in technology
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through the 1970's. R & D expenditures declined during 1977 because
of the dismal profit picture that has developed. Capital expenditures
were significant in the period 1972-77 as plant expansions occurred

on a major scale well into 1976.

Exports - Exports of CB radio transceivers increased from a
volume of $300,000 in 1972 to almost $2 million in 1976 and jumped to
a $4.7 million in the first 6 months of 1977. Exports are a small
percentage of total shipments, as the United States accounts for about
90 percent of the world market. Large-scale CB production capacity
cannot be diverted easily to the small markets existing in Canada,
Australia, and some European countries. Substantial manufacturing
modifications are required for most markets, and many countries,

including Japan, prohibit CB radio transceivers altogether.

Production and Shipments - Data on domestic production and ship-

ments mirrors the experience in employment and profits. Growth was
the key element from 1972 until mid-1976, when everything began to
turn around. The sharpest decline in both production and shipments
came in the first six months of 1977, as both dropped by nearly 50

percent from the first six months of 1976.

Inventory - From 1972 through 1975 inventories were small,

as demand generally outstripped supply. Back orders existed domestically
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and abroad. In 1976 the greatly inrcreasing capacity both in the
United States and Japan led to sharply increased production, and
supply caught up with demand. Invéntories began to build toward
what might properly be called a normal level for the electronics

industry -- two to three months supply.

Probably because this industry grew so fast, record-keeping
wasn't a major concern, and inventory data is spotty for most years.
Many distributors and retailers do not maintain monthly or quartertly
inventor& figures. Many smaller retailers and distributors replenish
stocks when they "appear to be low." The Commission staff found ﬁo
effort to separate inventory data into domestic or imported stock.
There is no central repository of total sales data either, since the
distribution system is so dispersed. Thus, attempts.to accurately
gauge actual Tlevels of inventory lead to frustration. Widely diverging
estimates of inventory were offered by petitioners and respondents
during the hearings before the Commission in early November.1977.
The Commission staff attempted to determine injury through an inventory
survey directed to major domestic manufacturers, importers, distributors,
and retailers. The bottom line is that no method offers much more than an
educated guess of the level of inventories. However, the importers' estimate
of about 3.5 million sets is probably not high, and that represents

about 5 to 6 months inventory, which is higher than inventory should
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be, particularly with demand apparently subsiding from the phenomenal
growth in the 3 years prior to mid-1976. Some of the inventory is
undoubtedly 23-channel sets which can no longer be sold.

Prices - During the boom years of sales of CB radio transceivers,
prices remained relatively constant. Right around the time of the 4
FCC announcement in July 1976, prices began to drop. In 1977, market
prices eventually fell below costs, particularly for 23-channel sets.
Producers were taking sizable losses throughout 1977 as the only
way to stay in business. Prices of imported sets remained below
the prices of domestic sets throughout most of this period, with the
greatest margins appearing to occur in the last quarter of 1976,

before domestic producers dropped their prices in order to compete.

Information obtained from questionnaires by the Commission staff
leads to the conclusion that market prices of imported 23-channel sets
dropped by more than 35 percent in the last quarter of 1976 from third
quarter prices, and then domestic prices dropped by a similar percentage
from the last quarter of 1976 to the first quarter of 1977. In the
second quarter of 1977, domestic prices on 23-channel sets apparently

dropped significantly below the price of imported procducts.

Considering all of these economic factors, I conclude that the
domestic industry is being seriously injured within the meaning of that

term in the Trade Act.
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Threat of Serious Injury

Section 201(b)(2) of the Trade Act requires that the Commission
consider all economic factors which it considers relevant with respect
to the threat of serious injury, including but not limited to "a
decline in sales, a higher and growing inventory, and a downward
trend in production, profits,...wages or employment (or increasing
underemployment).”" The question is whether serious injury is clearly

imminent if import trends continued unabated.

Examination of these factors shows declining sales, production,
profits, and employment, and probably a remaining serious problem in
inventories. Import trends, in absolute terms, are downward in 1977.
As a percentage of consumption, however, imports are still increasing
slightly. I believe the serious injury is already occurring, and
there is a threat that it‘w111 get worse. But as I understand the
statute, the threat requirement is already met whenever serious injury
has actually occurred. Hence, it is not necessary to discuss the
question of threat here. I would, however, 1ike to make some comments

on the future prospects, which have at least some bearing on the case.

Petitionefs predicted an upturn in prices would occur when only
40-channel sets are being sold. There are some signs of a reduction
in inventory, and a price competition problem for the Japanese due to
changes in the value of the yen with respect to the dollar. We may be

examining the industry at the bottom of the crash.
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Petitioners haQe alleged that the enormous capacity of the
Japanese CB radio transceiver manufacturers represents an imminent
threat of serious injury to the domestic industry. The U.S. is
really the only major market to which Japanese firms sell additional
sets on a large scale. However, evidence given the Commission
indicates capacity in Japan has declined, probably converted to
other products. Several Japanese firms have folded. In addition,
the existence of the new trade agreement arranged with Japan in
mid-January should provide new incentive against any decision to

suddenly flood our market with Japanese CB radio transceivers.

Substantial Cause

Section 201(b)(4) of the Trade Act defines the term "substantial
cause" to mean "a cause which is important and not less than any other
cause." Thus, increased imports must be both an "important" cause of
injury or the threat thereof and "not less than any other cause."
Section 201(b)(2) further provides that in determining "substantial
cause" the Commission "shall take into account all economic factors
which it considers relevant, including (but not limited to) . . . an
increase in imports (either actual or relative to domestic production)
and a decline in the proportion of the domestic market supplied by

domestic producers."

In my opinioﬁ there are three "causes" of the serious injury I

have found in this investigation. 1 believe all are "important causes,"
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and I will proceed to analyze which are "not less than any other

cause" in order to determine "substantial cause."

The three important causes are declining demand at a time of
peaking production, increased imports, and the announcement of the
Federal Communications Commission on July 27, 1976, tightening
technical specifications and expanding the number of channels

available to the Citizens Radio Services from 23 to 40.

Demand - As has been indicated, the CB radio transceiver
industry grew at a phenomenal rate from 1972 through 1975. During
that period, neither importers and their foreign manufactures nor
domestic producers were able to keep pace with rising demand. Plants
were expanded in the United States and abroad, and inventories were
very Tow. New manufacturers entered what appeared to be a perfect
get-rich-quick market. Sometime in early 1976 this vastly expanded
capacity began producing at a level beyond demand, which appeared

to begin to wane in mid-1976.

Pathcom apparently was the only company to publicly recognize
this new oversupply problem prior to the July 1976 FCC decision. At
least they referred to it in published reports. Probably very few
people had a good understanding of the state of the market for CB
radio transceivers in early 1976. In retrospect, however, it is easy
to conclude that foreign and domestic producers, importers, distributors,

and retailers all grossly overestimated the potential CB market. Almost
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everyone overexpanded, and the market finally began to experience

oversupply at about the time of the FCC decision.

An analysis of FCC license applications, while acknowledged by
the FCC and others as not being a precise predictor of sales levels,
can help support the judgment that demand declined in 1976 and 1977.
The first significant drop in license applications after sustained
growth from 1973 through 1975 and early 1976 occurred in. July 1976. .
Applications received in that month would reflect sales occurring
prior to the FCC decision. The decline in applications continued
through October and then turned upward again. January.1977 was a
new record for applications, almost doubling the previous high, but
it was well publicized that license fees were being suspended as of
January 1, 1977. In addition to the typically high level of appli-
cations after Christmas, undoubtedly many who had never gotten licenses
took advantage of the opportunity to legitimize their use of CBs with-
out any charge. Applications have declined fairly steadily since
January 1977 and were even below 1975 levels in October and

November, the last two months for which data is available.

Although this apparent decrease in demand began before the
FCC decision, the sharply declining prices that followed it failed
to cause a resurgence in demand, even though the prices reached
incredibly low levels by the late months of 1977. That is not a

normal or expected reaction for demand when prices drop. In fact,
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prices dropped so low that it appears that many consumers bought
new sets instead of repairing old ones, because it was more economical.
The occurrence of that practice is further evidence that real demand

was even lower that one might think in the last half of 1977.

Imports - As indicated under "increased imports" above, imports
increased in both absolute and relative terms from 1972 through 1976.
In 1977, actual imports began declining, but relative to domestic
shipments, they continued to increase. Market share of imports is
now 91 percent, according to the most recent data available. In the
face of this dramatic growth in imports from 1972-76, however, the
domestic industry recorded staggering increases in sales, production,
employment, and profits. Statements abound in the domestic manufacturerst
annual reports of the tremendous growth up until mid-1976, taxing
productive capacity.' Domestic producers have in fact imported CB
radio transceivers in significant quantities themselves. In 1975
they accounted for 9 percent of total imports and 11 percent in 1976.
Imports began to decline in June 1977 and have generally continued to
do so since. Imports undoubtedly contributed to the growth in

inventories throughout the country.

The FCC Decision - The FCC decision changed the technical speci-

fications for sale of CB radio transceivers, in addition to the more
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easily understood expansion from 23 to 40 channels. August 1, 1977,
was set as the deadline for manufacturing 23-channel sets under the

old specifications, and December 31, 1977, as the last date for sale
of these sets. U.S. imports of old sets were allowed to enter until
the very last day of allowed sales. In addition, 40-channel sets

could not be sold until January 1, 1977.

The FCC decision thus created a dual market with two kinds of
sets competing for buyers for a period of one full year (1977). Now
the ol1d 23-channel sets cannot be sold. By setting January 1, 1977,
és the starting date for sales of 40-channel sets, the industry had
to go through a Christmas season, usually the peak of annual sales
volume, with only 23-channel sets, which were clearly perceived as
virtually obsolete. Consumers were aware that 40-channel sets were

coming, and distributors canceled many orders for 23-channel sets..

In response to the expected decline in demand for these 23-
channel sets, prices began to drop, and many sales that occurred were
at a loss. However, sales at a loss were a logical way to cut losses.
The Tow prices that prevailed for 23-channel sets in 1977 seemed tp
preclude the selling of the new 40-channel sets too far above the price of
23-channel sets which remained available as competition. Thus, profits
that had been expected on 40-channel sets were not realized, and

losses continued to occur.
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In the 1976 annual report of the E.. F. Johnson Co., the largest
domestic producer of CB radio transceivers, this statement appears:

"The regulatory decision . . . has had a catastrophic

impact on the citizens band rad1o business . .

It (FCC) also declared that 40-channel units could

not be sold before January 1, 1977, leaving a period

of 5 months during which the industry would not have

current products to sell and would have to market

products that were perceived as obsolescent by many
buyers."

Conclusion

This analysis of the three causes I find to be important leads
me to the conclusion that increased imports are not a substantial
cause of serious injury or the threat thereof to the domestic
industry producing CB radio transceivers. I find that the decrease
in demand and the FCC decision are the substantial causes of the
serious injury or threat thereof still occurring. I find that each
of these two factors, taken separately, represent a greater cause
of injury or threat thereof than increased imports. Not only is
much of the domestic industry on the brink of bankruptcy, but I
understand that many Japanese firms, mostly smaller ones, have also
gone through bankruptcy in the last year. The growth in inventory
may be attributed initially to the declining demand coupled with
overproduction, and then followed by the FCC decision. Imports
were certainly a contributing factor too, but each of the . first two

factors seéems to be more significant.
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The domestic industry has competed with rising imports for
years, and I am convinced they would have continued to do so with
great success but for the intervention of the two factors which I
believe are "substantial causes" of the serious injury. The
market stopped booming and started declining, even in the face of
lowered prices, and the industry's regulatory agency changed the
ground rules for the game at a time when demand was dropping. The
result of this combination was disastrous, and this industry is in
very serious trouble. However, I do not find the terms of Section
201(b)(1) of the Trade Act to be satisfied, and must therefore find

in the negative.
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Remedy Views 6f Chairman Daniel Minchew, Commissioner
Italo H. Ablondi, and Commissioner Bill Alberger

Section 201(d) (1) of the Trade Act of 1974 requires that, if the
Commission makes an affirmative determination of serious injury or the
threat thereof, the Commission must find the amount of import relief
necessary to prevent or remedy such injury, or, if it finds that adjust-
ment assistance can effectively remedy the injury, it must recommend the
provision of such assistance. Pursuant to this section, the remedies which
may be recommended are (1) an increase in, or the imposition of, a duty or
import restriction or (2) adjustment assistance. The purpose of such
relief, as stated by the Senate Finance Committee in its report on the
bill which became the Trade Act, is to give the domestic industry
"sufficient time to adjust to freer international competition.'" 1/

After reviewing all the information received by the Commission
during this investigation, we have determined that trade adjustment
assistance under title II, chapters 2, 3, and 4 would be effective in
providing the means for the domestic industry to adjust to international
competition, and, therefore, we recommend the provision of such assistance.
However, if adjustment assistance is to be effective, it has to be
implemented immediately with a strong commitment and some imagination
on the part of the administration. For example, in addition to the
regular financial and technical assistance programs, a careful market
analysis of the CB industry, funded by the Departments charged with
administering adjustment assistance, could be helpful in many ways in

fostering the development of new and improved products and more efficient

1/ Trade Reform Act of 1974: Report of the Commission on Finance . . .,
S: Rept. No. 93-1298 (93d Cong., 2d sess.), 1974, p. 119.
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production. Likewige, a thorough analysis of demand and price elasticity
could help firms rationalize production. Moreover, for such assistance
to be effective, there should be a strong effort to deliver the assistance

within 3 months, not 12 to 24 months.

Additional Views of Chairman Daniel Minchew

My conclusion is that what is needed is a quick infusion of cash and
technical assistance of the type outlined above. However, if my expectations
of the administration's commitment to an improved adjustment assistance
program are illusory, and we see only a continuation of the present
program, then, in my opinion, the serious injury which I have found in
the domestic CB industry would be best remedied by adjustment assistance
supplemented by higher tariffs, the latter to provide effective price relief
in the near term, the former to enable the domestic industry to more
adequately adjust to increasing competition from abroad. However, as
written, section 201(d) (1) of the Trade Act of 1974 does not grant to
Commissioners the option of recommending adjustment assistance in
combination with the other remedies provided for in the act. 1/ Given this
statutory restriction, I have determined, with some reluctance, that
adjustment assistance would go farther to remedy the injury I have found

than would a recommendation of higher tariffs only.

1/ Sec. 201(d) (1) reads, in part: "If the Commission finds . . . the
serious injury or threat thereof described in subsection (b), it shall (A)
find the amount of the increase in, or imposition of, any duty or import
restriction on such article which is necessary to prevent or remedy such
injury, or (B) if it determines that adjustment assistance under chapters
2, 3, and 4 can effectively remedy such injury, recomrend the provision of
such assistance . . . ." [Emphasis added]
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ADDITIONAL VIEWS OF COMISSIONER GILL ALBERGER
WITH REGARD TQ RECOMMENDATIUNS OF REMEDY

I feel compalled to explain why ! have joined my fellow Commis-
sioners in recommending a remedy. It is my positien that our stetutory
provisions on voting procedure justify my vote, especially in light

of the recent amendments of the 1976 Tax Reform Act.

This dissue is not a new ong for the Comnission. Since Chairman

4

. . s s L. . 1 .
Minchew first addressed it in the Asparagus Investigation,~/ considerzble

1]

controversy has existed cver the right of a Commissioner to participate

in a remedy vote i1f he has Tound in the negative on the injury question.

2/

I believe Sectinn 201(d)(1)™ contemplates separate votes. Once
the Commission nas, as a collegial body, found increased Imports to Le
substantial cause of serious injury or a threat thercof, it is.a task
of the full Comnission to fashion the most appropriate ferm of relief.
The wording of that section supports a conclusion that two separate

votes are taken:

The Comrission snall report to the President its
findinas undor 3uhsectéon (b)Y, and the bhasis
therefore and shall inciude in each re eport any
dissenting or separvaie views. I{ the Commission
Finds with respoect to eny article, as a result of
its investigation, ihe saricus injury or threat
thareof described in subsection {(b), it shall
{Emphasis added) o

Lo the Prosidont on Investication No. TA-20%1-4....,
755, January 1976.




34

Moreover, the careful wording of Section 330(d) of the Tariff
Act of 1930,§/ as amended by the 1976 Tax Reform Act, leads to the
conclusion that the Tullest possible participation on remedy is
necessary. Section 330(d)(1) provides that where the Commissioners
voting are equally divided with respect to a determination of
injury, the vote of either group may be considered by the President
to be the Commission's determination. Thus, it is quite conceivable
an affirmative determination could result from a 2-2 vote. Yet, wWhen
vie turn to the quastion of remedy, the statute provides that where
there is an affirmative determination, and the Commissioners voting
are unable to agree on a remedy, the remedy proposed by a plurality

of at least thiee can be treated as the Conmission's recommendation.

This means there must be at least three votes for any remedy finding.
If a remedy has the support of three Commissioners, it is preserved

for the purpuses of Congressional override.

It would seem incongruous to allow an injury determiraticn with
Tess than thres votes, then prohibit a recommendation on remedy because
fewer than three Commissioners voted affirmatively on the first matter.
Since a key purpose of the recent amendments was to enhance the likeli-
hood of a Ccngressional override, it does not seem logical to allow

Presidential acticn in situations wheve it is mathematically impossible

3/ 19 U.S.C. 31136(d)
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to supply a Commission remedy, which, if rejected by the President
for some other measure, could be reimposed by Congress. Yet that

is the construction some would have me accept.

In the present case the Commission is evenly divided on the
questfon cf remedy. Twc different remedies have each received the
support of three Commissioners. Under the Tax Reform Act Amendments
this split affords Congress the greatest likelihood of an override.

If the President selects one remedy, Congress can reimpose the other;
if the President reiacts both, Congress can reimpose whichever it

sees fit. . In essence, my vote mefe]y gives the Congress more options.
This, 1 believe, was the purpose of the provisions of the Tax Reform

Act.

I am alsc persu