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CHAPTER 11

U.S. Trade Policies and Their Effects—. — — — — — —

Overview

All trading nations develop policies dealing
with imports and exports. On the import side,
such policies are usually intended to control
flows of incoming goods judged harmful to the
domestic economy. Formalized export policies,
as a general rule, are less numerous and typ-
ically intended to encourage overseas sales. To
the extent that international commerce is re-
stricted to trade and its financing, countries
must export to be able to import, and vice ver-
sa. Over time, exports will therefore approxi-
mately equal imports. For such reasons, trade
policies seldom have first-order effects in deter-
mining overall levels of imports and exports,
but tend to guide and regulate trade—influenc-
ing, for example, the composition of a nation’s
imports. Policies can also be adopted to en-
courage exports so that needed imports—e.g.,
oil—can be paid for. Most common remain im-
port controls serving to limit threats faced by
domestic industries.

In recent years, the governments of indus-
trialized nations have, as matters of official
policy, generally taken the position that unre-
stricted trade—or at least trade with minimum
impediments in the form of tariffs or similar
restrictions—benefits all countries. Although
a principle often honored in the breach, nations
usually assume that relatively open trade is in
their self-interest. Countries import goods
which they themselves cannot produce as ef-
ficiently, and export products in which they
have a comparative advantage (ch. 5). In
theory, everyone is better off.

But while the benefits of open international
trade are spread widely across society, the
costs against which they are arrayed tend to
be concentrated. Individual companies, their
employees, the cities and regions in which they
are located, bear the brunt of shifting patterns
of trade and competition. When imports rise,
the injured parties are more vocal than the

beneficiaries—many of whom do not realize
they are paying less for some of the goods and
services they purchase. Because of this imbal-
ance, governments often raise barriers for po-
litical reasons, sometimes creating serious
disruptions. The familiar example is the Smoot-
Hawley Trade Bill, adopted by the United
States in 1930, which raised the average U.S.
tariff to more than 50 percent and was one
cause of a steep decline in world trade. More
recently, Japan has utilized a wide variety of
tariff and nontariff barriers to protect develop-
ing industries, including electronics.

Near the end of World War II and after-
wards, the United States took the lead in efforts
to establish a liberal world trade order. This
commitment has continued uninterrupted to
the present day. American leadership has been
a major force in negotiations among trading
nations aimed at moderating tariff and, more
recently, nontariff barriers to trade. These ef-
forts have taken place largely within the struc-
ture of the General Agreement on Tariffs and
Trade (GATT], an organization now compris-
ing some 80 nations. GATT provides a forum
for negotiations together with mechanisms for
resolving conflicts.

While trade negotiators have made consid-
erable progress in reducing tariffs, nontariff
measures are proving less tractable—within
GATT or on a bilateral basis. As more nations
develop industrial policies nominally for do-
mestic reasons, the trade arena has taken on
a new complexion: indirect and nontariff bar-
riers have risen as tariff walls have declined.
The result has sometimes been termed “the
new protectionism. ” In essence, negotiators
are struggling to fit the policy framework from
an earlier era—GATT mechanisms have roots
in the 1940’s—to a radically different setting.
International corporations now compete in
some parts of the world, cooperate in others,
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ship goods between subsidiaries located in
dozens of countries, and take advantage of na-
tional industrial policies where they can. Gov-
ernments design policies to attract foreign in-
vestment and technology under some circum-
stances, to keep it out under others. Trade-
related complaints by U.S. firms embrace not
only the old-style unfair practices—dumping or
export subsidization to boost trade balances,
predatory practices aimed at building monop-
olies or cartels—but asymmetries in the “rules
of the game. ” The claim is that the industrial
and trade policies of other nations tilt the rules
in their favor. Trade negotiators will be faced,
for years to come, with adapting rulemaking
and adjudicating procedures to these new
realities,

This chapter briefly reviews the environment
for international trade in electronics under
GATT, then discusses the trade policies of the
United States, particularly as these relate to the
electronics industry. Only limited attention
goes to other countries, The chapter illustrates
impacts of trade policies and discusses policy
directions that may be important in the future.

On the whole, the U.S. electronics industry
has been helped by the Federal Government’s
trade initiatives during the postwar period.
Semiconductor and computer firms, in par-
ticular, have benefited from the opening of in-

ternational markets. Much of their success has
been due to a global perspective and worldwide
operations—neither of which would have been
possible without the open environment for
trade and investment created since World War
II. To be sure, foreign countries have often
adopted policies intended to restrict inflows of
American-made electronics products. But in
most though not all cases, such restrictions
have had effects that were marginal or indirect
or both. While trade barriers have sometimes
encouraged U.S. firms to establish overseas
manufacturing facilities, for many years Amer-
ican electronics companies had such advan-
tages in technology and cost that they would
have been potent competitors virtually regard-
less of the trade policies adopted by other na-
tions (the principal exception has been Japan).
Still, these advantages have gradually dimin-
ished over time.

Where technological change is less rapid and
labor costs more significant, trade policies
carry more weight. In such products as televi-
sion receivers, CB radios, and passive com-
ponents, U.S. firms have not been able to main-
tain advantages in technology or manufactur-
ing cost. Here, liberal U.S. trade policies have
made it more difficult for American firms to
compete effectively—most notably in the
domestic consumer electronics market.

Tariffs; the Multilateral Trade Negotiations

The General Agreement on Tariffs and Trade
provides the basic context for negotiations
among nations concerning trade, and, where
needed,  for adjudicating disputes.  Other
bodies, including the Organization for Eco-
nomic Cooperation and Development (OECD)
and the United Nations, play more limited roles
—e.g., collecting statistics. GATT is the pri-
mary vehicle for multilateral trade negotiations
(MTNs), the latest of which–the so-called
Tokyo Round, concluded in 1979—resulted in
an agreement which will be the principal
framework for international trade over at least

the rest of the decade (another round of multi-
lateral trade negotiations before the end of the
1980’s is unlikely). This Multilateral Trade
Agreement was implemented in the United
States by the Trade Agreements Act of 1979.1

Earlier negotiations under GATT had fo-
cused on tariffs; although the Tokyo Round
MTN resulted in further cuts, negotiators con-
centrated on such matters as quotas, customs
procedures, product standards, and public sec-
tor procurement practices. Examples of Tokyo

IPublic Law 96-39, July 26, 1979.
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Round topics of special relevance for trade in
electronics include:

A revised subsidies code, intended to pro-
vide a framework for dealing with national
industrial policies having the indirect ef-
fect of subsidizing exports or otherwise af-
fecting trade flows (as by giving domestic
products advantages over imports).
Staging of tariff reductions for semicon-
ductors, accelerated by Japan in 1981 after
extensive bilateral negotiations with the
United States, a similar acceleration of
Japanese tariff reductions on computers
following a year later.
An agreement on government procure-
ment, where again negotiations between
the United States and Japan concluded, at
the end of 1980, in a bilateral accord more
liberal than that arrived at under the MTN
framework,

In the United States, passage of the Trade
Agreements Act of 1979 was accompanied by
a reorganization of trade-related activities car-
ried out by executive order, As discussed be-
low, responsibility for dumping and counter-
vailing duty investigations moved from the
Department of Treasury to Commerce, while
a new Foreign Commercial Service was estab-
lished in the Department of Commerce in place
of the commercial officers attached to the
Department of State, At the same time, the Of-
fice of the U.S. Trade Representative was given
the job of coordinating international trade ne-
gotiations on a continuing basis. This reorga-
nization followed mounting criticism of the
fragmentation and diffusion of responsibility
for trade matters within the executive branch.
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Tariff Effects

As taxes on imported goods, tariffs directly
affect price competitiveness. From the view-
point of the country imposing them, tariffs can
serve multiple purposes. One effect is normally
to raise domestic prices; tariffs permit local
firms to manufacture at higher costs while re-
maining competitive in the marketplace, pro-
tecting domestic industries from foreign rivals.
Alternatively, governments impose tariffs to
counter unfair trade practices such as dump-
ing or export subsidies, or to retaliate against
restrictions by other nations.

The impacts of tariffs on trade patterns are
not always so straightforward as the nominal
percentage rate would indicate; “real” rates of
protection may exceed nominal rates by signifi-
cant amounts. Table 81 gives a hypothetical but
not unrealistic example—a product (which
might be something like a computer terminal)
with a nominal production cost of $1,000, pur-
chased components constituting 80 percent of
this, final assembly the remainder. The table
compares two cases: 1) final assembly overseas,
with the complete system imported and sub-
ject to a tariff of 10 percent; and, 2) final
assembly in the United States, with compo-
nents imported at a tariff rate of 5 percent. In
both cases, the components are assumed to be
purchased abroad at the same cost. (Transpor-
tation costs are ignored.) As shown, assembly
in the United States gives a cost advantage of
$60. The real protective effect with respect to
the operations carried out domestically—the
“effective rate’’—would then be $60/$200, or
30 percent. This percentage can be interpreted
as the amount by which domestic costs of as-

Table 81. —Hypothetical Example Illustrating Tariff Effects on a Product With
Nominal Manufacturing Costs of $1,000

Foreign assembly U.S. assembly

Cost of components . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 800 $ 800

Tariff on imported components (5°/0) . . . . . . . . . . . . . — 40
Cost of assembly . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 200

$1,000 $1,040 -

Tariff on imported system (10°/0) . . . . . . . . . . . . . . . . . 100 —

Total cost in the United States ., . . . . . . . . . . . . . . . . $1,100 $1,040

SOURCE Off Ice of Technology Assessment
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sembly could exceed foreign costs before
American firms would begin to lose competi-
tiveness. As a result, even where nominal tariff
rates are identical, protective effects can dif-
fer; each case must be considered individual-
ly, The example in table 81 is not atypical in
that tariffs on parts and components are gen-
erally lower than tariffs on final products;
where this is the case, effective tariffs are
always higher than nominal tariffs.

Tariff Changes in the Tokyo Round MTN
and After

Nominal tariff levels on electronics products
vary a good deal, with the Tokyo Round re-
sulting in significant changes for microelec-
tronic devices and computers. As mentioned
above, tariffs on both semiconductors and com-
puters were the subject of bilateral negotiations
between the United States and Japan subse-
quent to the multilateral agreement itself, In
1981, Japan agreed to reduce its tariffs on in-
tegrated circuits (ICs) to 4.2 percent as of the
beginning of 1983. Originally, they were to
have dropped in stages, reaching the 4.2 per-
cent level only in 1987. U.S. tariffs on ICs went
from 6 to 4.2 percent in 1982. Somewhat later,
as part of a larger package of trade concessions,
the Japanese Government announced a parallel
reduction in tariffs on computers. The cuts,
from 7 to 4.9 percent—the U.S. level—went into
effect at the beginning of 1983, rather than in
1987 as again originally scheduled.2

As part of the Tokyo Round, the United
States granted a variety of tariff concessions
on imports of electronic products, but these
cuts will not have much impact because most
U.S. tariffs were already low. The reductions—
seldom amounting to more than a few percent-
age points—will make little difference in
landed costs of imports. For example, the
average level of tariffs on components (in-
cluding passive devices such as resistors and
capacitors, as well as semiconductors) and
telecommunications equipment will decline

2]. Robertson, “]apan Offers To Speed Up Tariff Cuts,” Elec-
tronic News, May 31, 1982, p. 1.

from 6.6 to 5 percents Staging—the sequence
of stepwise reductions—varies by product; the
most common pattern is yearly cuts over the
period 1979-87 of about one-eighth the total
negotiated concession. Likewise, duties on of-
fice and computing equipment will fall from
an average of 5.4 to 3.6 percent. In certain
cases, the United States did not grant reduc-
tions. Not surprisingly, these were generally
products where imports have caused problems
for domestic manufacturers. Tariffs on color
TVs, for example, will remain at the current
level of 5 percent. Indeed, for items subject to
section 201 escape clause findings (discussed
below), of which this was one, U.S. negotiators
had no authority to offer concessions.

Tariff reductions agreed to by countries
which have been important export markets for
American electronics firms were generally
somewhat larger—though with important ex-
ceptions, Many nations have maintained con-
siderably higher tariffs than the United States;
shipments of ICs into the European Communi-
ty (EC), for instance, have been taxed at 17
percent—a duty that the Europeans declined
to reduce.4 The tariff wall has been steep
enough that both American and Japanese firms

3MTN Studies, Vol. 6, Part 5, Agreements Being Negotiated
at the Multilateral Trade Negotiations in Geneva— U. S. inter-
national Trade Commission Investigation No. 332-101, Subcom-
mittee on International Trade, Committee on Finance, U.S.
Senate, August 1979, p. 251, Computer parts, as well as periph-
eral equipment, can be imported duty-free from some countries
as a result of the Generalized System of Preferences (GSP), under
which the United States, the European Economic Community,
and Japan have agreed to give preferential tariff treatment to
products manufactured in developing nations. However, imports
of such products into the United States under the GSP are ex-
pected to remain small. Of those that do enter this country, many
originate in Arnerican~owned facilities such as Texas Instru-
ments’ plant in El Salvador.

4A group of nations that did not join the European Communi-
ty—including Austria, Switzerland, Portugal, and several of the
Scandinavian countries-have formed the European Free Trade
Association, EFTA. In contrast to the EC—which has common
tariffs on imports-each EFTA member sets its own duty levels.
Once inside an EFTA country, however, goods can move free-
ly within either EFTA or the EC without further tariffs. To keep
exporters from channeling all goods through the EFTA member
with the lowest duties, the Association has adopted a complex
set of rules of origin. U.S. firms have sometimes charged that
these rules are significant trade barriers. See Consumer ELxtron-
ics Market in Europe (London: Frost & Sullivan, Inc., 1978), p. 95.
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have built plants within the EC to avoid it.
European countries did cut tariffs on a vari-
ety of other electronic components and on
communications equipment—but for commu-
nications especially, nontariff barriers remain
a strong impediment to trade. Average EC tar-
iffs on office and computing equipment will
drop from 6.9 to 4.9 percent. Overall, the Com-
munity’s reductions will have little effect on
competitiveness because American electronics
products generally had significant price (or
technology) advantages in the European mar-
ket even at the old tariff levels. The European
case is a general one: reductions in tariffs by
other countries will seldom have large net ef-
fects on U.S. exports of electronics, if only
because nontariff barriers have usually been
more significant (nontariff measures and their
impacts are discussed in more detail in a later
section).

Reductions in Japan’s tariffs must also be
kept in perspective, The protective barriers that
shielded the Japanese computer industry dur-
ing its earlier years have been coming down
for some time. In 1978, duties on mainframe
computers were cut from 13.5 to 10.5 percent,
tariffs on peripherals from 22.5 to 17.5 percent.
The further reductions to which Japan agreed
are no surprise given that Japanese computer
manufacturers are now highly competitive in
their home market. Likewise, accelerated stag-
ing for ICs is evidence of the domestic in-
dustry’s strength; Japan’s Government was
therefore willing to grant concessions in order
to reduce trade frictions with the United States.
EC countries did not feel they had this option.

Although both the EC and Japan have low-
ered some of their tariffs on consumer electron-
ics—but not on color TVs—this will have little
effect on U.S. exports, which have not been
large. In Japan, prospective importers of col-
or TVs face, in addition to tariffs, a commodi-
ty tax levied on 17 categories of consumer
goods—including automobiles, home appli-
ances, and cameras—that adds 15 to 20 percent
to the cost of imported as well as domestically
produced TV receivers.

Secondary Effects of Tariffs

In addition to raising the costs of imports
compared with domestic goods, tariffs can
have a variety of less direct impacts on trade
and production; for instance, they may stim-
ulate local investment by foreign manufactur-
ers seeking to avoid the extra costs borne by
imports. The complex patterns of U.S. direct
investment in electronics have been shaped by
tariffs among many other factors. Foreign elec-
tronics firms have also invested in the United
States, particularly in the consumer sector;
European and Japanese firms hold majority or
partial ownership positions in U.S. electronics
companies ranging from producers of color
TVs (Magnavox, Quasar) to those designing
and manufacturing sophisticated ICs (Ad-
vanced Micro Devices, Fairchild) and com-
puter systems (Amdahl).

Tariff barriers are seldom the sole cause of
foreign investment—and may be minor factors
compared with the desire to locate R&D and/or
production facilities closer to markets, or to ac-
quire state-of-the-art technical knowledge. Still,
tariffs can sometimes be a major consideration,
In 1978, Nippon Electric Co. (NEC) opened a
semiconductor plant in Ireland specifically to
be within the European Community.5 produc-
tion from this factory is not subject to the 17
percent EC duty; semiconductors can also
be sold in European Free Trade Association
(EFTA) nations free of tariffs. NEC, like the
many American firms that had made earlier
European investments, took advantage of what
is in essence a single market in Western Eu-
rope. The opportunity to reduce costs in such
a market, combined with the investment incen-
tives provided by the Irish Government—which
was seeking jobs—sufficed to attract NEC.
Ironically, while both U.S. and Japanese firms
have been able to treat Europe as. one large
market, local manufacturers have seldom been
able to manage this. The rather parochial at-
titudes of both corporations and governments

‘R. 11. S i] i n, The )a~)a nrse Sem  icon du(; tor In rfus tr}r.” An O\wr-
tiew (Hong Kong: Hank of America Asia, I,td.,  Januar}’  1979],
p. 161.
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within the EC have hindered indigenous devel-
opment. The Japanese case is quite different.
There, relatively high tariffs on imports of elec-
tronics were combined with restrictions on for-
eign direct investment—imposed by the For-
eign Investment Law of 1950 as well as strin-
gent exchange controls—to protect the local
industry, o

Secondary effects also arise when imports
subject to tariffs are incorporated into final
products. While intended to shield domestic
manufacturers, say of components, these tariffs
may have the unintended consequence of rais-
ing costs for firms making the final product—
perhaps harming their competitiveness and
eventually leading to demands for further pro-
tection. Protection extended to the American
steel industry, for instance, has increased costs
for U.S. automobile companies.

In the electronics industries of some coun-
tries tariffs and other trade barriers have
created incentives for internal production and
vertical integration. When selecting vendors,
companies weigh prices along with such fac-
tors as quality and delivery schedules. High
product manufacturers to integrate backward,
particularly where domestic suppliers have
been protected because they were too weak to
compete effectively, Such factors have been at
work in both the EC and Japan, where many
firms whose primary end products have been
computers or communications systems have
established internal semiconductor operations.
The tendency has been especially pronounced
in Japan, where American semiconductor
products were not as freely available as in
Europe,

In the longer term, vertical integration—
where semiconductor facilities produce for in-
ternal as well as external sales—could lead to
scale economies that smaller U.S. merchant
firms may not be able to match. While Ameri-
can firms have had the advantage in flexibili-
ty compared with their integrated Japanese
competitors, and in products where innovative
design has been critical for market success,
they-have not fared so well in mass-produced

sUnited States—]apan Trade: Issues and Problems (Washing-
ton, D.C.: Genera] Accounting Office, September 1979), p. 27.

commodity-like products such as memory cir-
cuits. To the extent that such patterns continue,
they will imply that the tariff walls which pro-
tected Japanese semiconductor manufacturers
for so many years contributed to their eventual
competitive success by making it expensive for
these companies to import for their own needs.

On the other hand, price competition fueled
by imported components has probably bene-
fited U.S. electronics firms that manufacture
final products. Sectors like consumer elec-
tronics and computers have gained from lower
cost and better quality components—the con-
sequences of heightened competition. Wide-
spread foreign sourcing of components by
American manufacturers points to the poten-
tial conflicts of interest with respect to import
restrictions that often arise between purchasers
and suppliers.

Tariff Treatment of Offshore Manufacturing

American-made components incorporated in
imported goods have been exempted from tar-
iffs for almost 200 years. The current version
of the law is embodied in items 806.30 and
807.00 of the Tariff Schedules of the United
States. Under specified conditions, shipments
from overseas plants benefit from duty-free
treatment of the value of materials or parts sent
abroad for processing or assembly and then re-
turned to the United States. Without this pro-
vision, re-imports after offshore assembly
would be subject to tariffs on their full value.
Because the tariff exemptions in items 806 and
807 lower the cost of overseas production rel-
ative to the no-exemption case, they implicit-
ly encourage American corporations to split
production between domestic and foreign
plants. U.S. electronics firms began investing
in production facilities in developing countries
as early as the 1950’s. While central to cost
competition among TV and semiconductor
manufacturers, offshore production has been
a secondary element in the strategies of U.S.
firms making computers and business ma-
chines. Although labor unions have tended to
oppose 806/807 on grounds that they encourage
“exports” of jobs, the evidence concerning the
actual extent to which this occurs remains am-
biguous (see app. B).
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The 806 and 807 provisions differ in scope.
Item 806.30 is restricted to metallic articles,
sent abroad for processing, which undergo still
more processing after their return to the United
States. Silicon wafers qualify under the typical
manufacturing sequence outlined in chapter 6.
Item 807.00, on the other hand, requires neither
that the articles be metallic, nor that they be
further processed upon their return. However,
there are three other conditions, not required
under 806, 30: 1) the items must have been ex-
ported in a state ready for assembly, with no
additional fabrication needed; 2) they must not
lose their physical identity; and 3) they must
not have been advanced in value or improved
in condition except through the assembly proc-
ess. 7 By value, the largest category of 807 im-
ports consists of automobiles incorporating
parts originating here. Other major items in-
clude clothing made from fabrics cut in the
United States. Under both 806 and 807, tariffs
are levied at rates equal to those for equivalent
articles made wholly overseas but are based
only on the value added abroad.

Of the two statutes, 807 accounts for the
greater value of imports by far, in electronics
as in other product categories. Total value of
all 807,00 imports in 1980 was $13.8 billion,
compared with $237 million for 806,30.8 Total
value of 806.30 electronics imports in 1980 was
only $55 million, continuing a steep decline
from more than $250 million 3 years earlier.9

The major electronics imports under both
statute items are semiconductors and parts,
some of which qualify under either provision,
Item 807.00 imports of semiconductor devices
increased nearly threefold during the period
1978-80, reaching $2,45 billion—something
over three times the value of color TV ship-
ments entering under 807. 10 Imports under
806.30 are being replaced by those under
807.00 because of the 806 requirement for fur-

‘ln]~)f)rts  ( ~rrder  items /?06.30 and 807. oo of the Tariff Schedules
c) f the / ~n itec] S’ta tc,s,  I {)?7-80  (Wash i ngton,  I). ( ~,: (J, S. I ntt~ rn; l
tiona]  Trade (;ommissiorr  Publ]t. ation  1170, Jl]l\I 1 981], ~1, 4,

‘l Ibiti,, p. B-2.
‘Ibid., pp. 134(i, 1148,  The duty-free \’alues run ahout twt>th i rxis

of the total va] ue,
lrllbi~i 1)[), f]. 1 ~, ~j- 17. ( ;olor-  ‘rv im[)orts  un(ier  item 807.()().,

can be found in (:h, q, table I q,

ther processing, Offshore plants owned by
American semiconductor firms have been ex-
tending their operations downstream, shipping
completed rather than semifinished ICs back
to the United States.

Semiconductor devices and TVs are not the
only electronic products to enter under 806 and
807. Modest volumes (in dollar terms) of ca-
pacitors and vacuum tubes come in under
806.30, Under 807,00 the list is much longer;
it includes office machinery, communications
apparatus, watches, stereo and high-fidelity
equipment, and many types of components.

As the size of 806/807 flows indicates, the
tariff exemptions have had significant impact
on the global structuring of the American elec-
tronics industry. Companies have rationalized
production by shifting manufacturing to parts
of the world where costs are lower. In only a
few cases have the tariff exemptions been
deciding factors, but they have certainly made
it easier for U.S. firms to move abroad. As dis-
cussed in chapter 9 and appendix B, the effects
on employment of such transfers are difficult
to evaluate, Depending on the assumptions,
they can be negative or positive. Even so, in
at least some cases the choice may not be pro-
duction here versus production there, but pro-
duction there or no production at all.

In any event, much of the electronics indus-
try today is globally integrated-a trend to
which items 806.30 and 807.00 have contrib-
uted. The consequences span a considerable
range, U.S. firms have retained competitive-
ness in product lines where they would other-
wise face marked cost disadvantages. Less-de-
veloped countries have been helped to indus-
trialize, while outward flows of American tech-
nology have been accelerated. Some domestic
employment opportunities may have been sac-
rificed. From a policy perspective, many of the
impacts by now appear irrelevant, The laws
have been on the books in one form or another
for decades, and are not likely to be rescinded,
As tariff levels continue to come down, such
exemptions become more marginal to deci-
sions on production locations; indeed, wage
levels rather than tariff exemptions have nearly
always been the determining factor.
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Other Tokyo Round Agreements

Ten distinct understandings—comprising the
Multilateral Trade Agreement (MTA)—came
from the Tokyo Round negotiations. Some of
these, each covering a particular subset of trade
issues, are irrelevant to electronics—e.g., that
on dairy products. In other cases, little of sub-
stance is changed under the new language; this
is the case for the antidumping and subsi-
dies/countervailing duty provisions discussed
in later sections.

Other MTA provisions pertinent to interna-
tional trade in electronics deal with:

● government procurement,
• technical barriers to trade, and
● import licensing procedures.

These agreements could yield dividends in the
form of increased exports by U.S. electronics
manufacturers, but are not likely to have much
effect on imports of electronics products.
“Could” because the rather general nature of
the MTA makes infractions difficult to pin-
point. A series of test cases is likely, focusing
at first on more blatant departures from the in-
tentions of the codes.

The first of the three provisions listed above,
that covering government procurement, calls
in essence for nondiscriminatory treatment of
foreign firms seeking access to government
purchases. That is, foreign and domestic bid-
ders are to be treated the same. Exceptions
related to military sales and national security
will doubtless be interpreted broadly. The stip-
ulations—which cover purchases above about
$200,()()()-are” rather far-reaching; they include,
for example, state and local as well as national
governments. On the other hand, developing
countries are not bound by this part of the
MTA, and virtually none have signed it.

The government procurement agreement
also addresses matters such as technical spec-
ifications and notification of bidders, which
have considerable impact in practice. Techni-
cal specifications are, where possible, to be
based on international performance standards,
Bidding is to be opened to the broadest possi-
ble group of qualified suppliers, the agreement

stating that invitations to bid should allow ade-
quate time for foreign companies to respond,
Obviously, considerable latitude remains for
hindering foreign respondents, but grievance
machinery is to be established for handling the
complaints of parties alleging discrimination.

The MTA procurement code could have far-
reaching effects if it functions as written. The
governments of industrialized nations are
major customers for many types of goods; if
the provisions are fully implemented, these
markets would be opened to foreign suppliers.
In actuality, this is not likely to happen very
rapidly, Imagine the repercussions in the
United States if the General Services Admin-
istration bought 5,000 Toyotas for the Federal
motor pool.

The second of the listed agreements—that re-
lating to technical barriers to trade—tackles,
or presumes to tackle, the collages of policies
used by governments in many countries to re-
duce import volumes via discriminatory tech-
nical standards or regulations. This code is not
tightly written, and leaves a number of loop-
holes that could easily be employed to evade
meaningful compliance, For instance, govern-
ments can promulgate regulations or product
standards different from international stand-
ards for national security reasons, to prevent
deceptive practices, to protect health and safe-
ty, to preserve the environment, and finally to
help with “fundamental technological prob-
lems.” Such rationales have been marshaled in
the past to defend regulations that discriminate
against foreign firms and, without much ques-
tion, will continue to be so used in the future.
This agreement, it is fair to say, is long on
rhetoric but short on substance.

With the exceptions noted above, technical
regulations and standards are to be written so
as not to discriminate among potential sup-
pliers or be undue impediments to interna-
tional trade. Where a country’s regulations can-
not be harmonized with international stand-
ards, GATT and other interested parties are to
receive full notification of differences. Like-
wise, laboratory or other testing procedures
should not place foreign manufacturers at a
disadvantage, Such provisions indicate that the
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parties to the MTA were at least in principle
willing to accept the notion of relatively free
access for foreign suppliers.

Whether or not the MTA code on technical
barriers will have significant effects on com-
mercial practices remains to be seen, In terms
of U.S. exports, the extent to which standards
and regulations elsewhere impede shipments
has not always been clear—leaving aside such
well-known examples as the procurement prac-
tices of NTT (Nippon Telegraph and Tele-
phone) in Japan, U.S. exporters, in electronics
as in other industries, have generally attempted
to sell goods abroad that are as close to their
domestic production as possible. In some
cases, exports have been stifled not by foreign
standards but by the unwillingness of Ameri-
can firms to cater to foreign market conditions.

The third agreement relevant to trade in elec-
tronics is that on import licensing. The text sets
forth rather general stipulations intended to
simplify procedures associated with permits
and licenses, making it more difficult to use
licensing procedures as nontariff barriers—and
especially to single out and discriminate
against particular countries. Because import
quotas or Orderly Marketing Agreements fre-
quently involve licensing requirements, com-
panies attempting to gain or hold market share
when such quotas are in effect have a special
interest in equitable treatment, Perhaps the
most important provision in the import licens-
ing code states that any enterprise fulfilling the
importing country’s legal requirements “shall
be equally eligible to apply and be considered
for a license. ” The only exception relates to ap-
plicants in developing countries, who are given
preference, Governments signing the MTA
also agree, in awarding licenses, to take into
account: 1) economic order quantities or lot
sizes, 2) past import performance of the appli-
cant, and 3) “reasonable” distribution of li-
censes to new importers.

This brief review of MTA provisions points
out the central difficulty now faced by inter-
national trade negotiators—nontariff barriers.
The Tokyo Round was the first to comprehen-
sively address such questions. As a result, the
MTA is wide ranging—not surprising given the

immense complexity and diversity of nontariff
barriers in various parts of the world-and
should be regarded as no more than a first step.
It represents an attempt to broaden the com-
mon ground among participating nations, mov-
ing beyond questions of tariffs and other direct
impediments to trade while holding to the
premise that has guided negotiations since the
original Reciprocal Trade Agreements Act,
before World War II—that free and open trade
is good for all concerned, with the distribution
of benefits improved by concessions to less-de-
veloped nations.

The ultimate impact of the Tokyo Round on
nontariff barriers, and on future trading pat-
terns, remains to be seen. As a statement of in-
tentions, the agreements—including the new
subsidies code—are commendable. From an
operational perspective, the verdict is less
clear. Governments seeking politically accept-
able reasons for eliminating some of their reg-
ulatory clutter can begin; countries intent on
maintaining trade protection will not find
themselves severely constrained. The course
of the world economy will also play a role;
governments are loathe to reduce nontariff bar-
riers during periods of stagnation.

In the context of electronics, the Tokyo
Round agreements have already had some ef-
fect. For example, the U.S. Government has
been able to convince Japan to soften its stand
on exempting NTT from the provisions of the
new procurement code. NTT, a major pur-
chaser of high-technology communications and
switching equipment, is not—strictly speak-
ing—an agent of the Japanese Government. But
its exclusion from the government procure-
ment agreement created a whirlwind of pro-
test from spokesmen for U.S. industry, who
believed the exemption to be symbolic of con-
tinuing efforts by Japan to evade the intent of
the MTA while subscribing to its language,
After prolonged discussions, the Japanese
Government persuaded NTT to open its pro-
curements to foreign bidders.11  Thus far, there
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have been few foreign sales to the communica- opened by the agreements, Without this aware-
tions giant. ness, and without the pressure on foreign gov-

ernments that such awareness can generate,
In electronics and other industries, the even- the agreements will have less effect. Equally

tual consequences of the MTA for nontariff important will be attitudes of officials in im-
barriers will depend on factors such as aware- porting countries who have responsibilities for
ness among exporting firms of the possibilities monitoring and enforcement.

Dumping

The practice of dumping—selling goods in
export markets at less than their home market
price, or under some circumstances at less than
cost—is one of the unfair trade practices re-
stricted by GATT. In essence, dumping is a
form of price discrimination; it is proscribed
in export markets for the same reasons as in
domestic markets—because price discrimina-
tion can be used to drive out competitors and
construct monopolies, In recent years, as
American industries have faced stiffer com-
petition from imports, the number of dumping
complaints has climbed—from 11 in 1974 to 44
in 1982. 12

In electronics, most of the dumping cases
have involved consumer products; there have
been lengthy proceedings concerning TV re-
ceivers, as well as products like CB radios. An-
tidumping complaints were among the first at-
tempts by American TV manufacturers to stem
the rising tide of imports in the late 1960’s and
early 1970’s. As other portions of the industry
face increasing import competition–not only
from Japan, but in lower technology products
from developing countries–the number of fil-
ings may continue to grow. In recent years,
American semiconductor firms have frequent-
ly accused Japanese manufacturers of dump-
ing, but have not filed formal charges.

The Law and Its Administration

U.S. antidumping law is now contained in
two statutes: the Revenue Act of 1916 and the
Trade Agreements Act of 1979. While the 1916

121 nf~rmation  from  Department of Commerce, International
Trade Administration. During 1982, 136 countervailing duty
cases were filed as well.

Act contains strong sanctions against pred-
atory dumping—that intended to eliminate
competition and increase market power—its
application is narrowly circumscribed. An ac-
tion filed in consumer electronics under this
statute remained before the courts for some
years, but more generally the stipulation that
the plaintiff demonstrate predatory intent
makes it unlikely that the Revenue Act of 1916
will form the basis of future dumping find-
ings. 13 This leaves the Trade Agreements Act
of 1979 as the primary mechanism for anti-
dumping enforcement. The 1979 Act modified
U.S. law to conform to the revised GATT an-
tidumping code negotiated during the Tokyo
Round. 14 Although the Antidumping Act of
1921 was repealed and the Tariff Act of 1930
amended, with a few exceptions the substance
of the changes was minor.

According to U.S. law, dumping is the sale
of foreign goods in the United States at less
than “fair value. ” The 1979 Act transferred
responsibility for less than fair value deter-
minations to the Department of Commerce;
earlier, the Department of the Treasury had in-
vestigated dumping complaints and made fair
value determinations. The new act also short-
ened the timetable for investigations, and
changed the definition and determination of
fair value somewhat; fair value had formerly
been defined as foreign market value–basically

13 U. S, Administration of the An tidumping Act of 1921 (Wash-
ington, D. C.: General Accounting Office, Mar. 15, 1979).

“’’The Agreement on the Implementation of Article IV of the
General Agreement on Tariffs and Trade, ” Agreements
Negotiated Under Section 102 of the Trade Act of 1974 in the
Multilateral Trade Negotiations Submitted on ]une 19, 1979, for
Approval by Congress (Washington, D.C.: U.S. Government
Printing Office, July 1979).
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the selling price in the country of origin, or,
where such information was not available (the
goods might not be sold at home), the selling
price in third countries. Prices formed the basis
of comparison; the law allowed sales at less
than cost provided the manufacturer also sold
below cost elsewhere. If goods were sold only
in the U.S. market, the old law specified that
a “constructed value” based on estimated pro-
duction costs be determined, In essence, cur-
rent law extends the use of cost-based con-
structed values to cover fair value determina-
tions where goods are being sold below cost
either at home or in third-country markets.15

Foreign firms that, for whatever reasons, sell
below cost at home cannot do so in the United
States without risking dumping convictions,
even under circumstances where this would
not otherwise be judged an unfair competitive
tactic—e.g., when cash flows remain positive
even though full costs might not be covered.
Earlier, sales at less than cost constituted
dumping only in narrower circumstances, This
provision of U.S. trade law, which is not con-
sistent with definitions of dumping in most
other countries, has meant that the Department
of Commerce—now responsible for antidump-
ing enforcement—often finds itself estimating
overseas production costs, an exercise fraught
with uncertainties and possible distortions.16

Statutory relief is available only when sales
in the United States at less than fair value are
found to cause or threaten to cause “material”
injury to a U.S. industry, or to materially retard
the establishment of a domestic industry.17 Re-
sponsibility for establishing injury or threat of
injury rests with the U.S. International Trade
Commission (ITC)--an independent agency of
the Government—which weighs factors such
as actual or potential declines in output, sales,
market share, profits, and employment. In the
usual course of events, the ITC staff prepares

—
I ~Se[;tlOn  773, Trade Agreements Act of 1979. AIsO see J.

Sklaroff,  ‘‘[Jn ited States Antidumping  Procedures ( Jnder  the
Trade Agreements Act of 1979: A Crack in the Darn of Nontariff
Barriers, ” flo. ston College International and Conl~arati~re  I,a It”
Retrict~, v{)l.  3, winter 1979, p. 223,

‘“’’( ;ommer{,f;,  1“1’(;  of fi(,ials  I)iscuss  Continuing Prohlf;m  Arf;a>
in (jascs, [1, s’. ]n]]x]rt 11’eekl~,  Sept. 29, 1982,  1). 800.

I TSectl On 73I, ‘1’rad[;  A g r e e m e n t s  Act of 1979.

an analysis based on such considerations, after
which the six commissioners (appointed by the
President and confirmed by the Senate for
9-year terms) vote—each making their own
judgments as to injury or threat of injury. Com-
missioners, singly or jointly, prepare written
opinions that explain their reasoning, If a ma-
jority of Commissioners find injury, the remedy
is assessment of a special dumping duty in-
tended to equalize prices between home coun-
try sales and those in the United States. These
antidumping duties are assessed and collected
by the Department of Commerce (formerly
Treasury).

The Color Television Case

The long and complex history of antidump-
ing complaints in consumer electronics—still
not fully resolved—was no doubt one of the
reasons for provisions in the Trade Agree-
ments Act of 1979 transferring responsibility
for enforcement from the Department of Treas-
ury to Commerce; advocates of stricter admin-
istration of the law felt that Treasury officials
had been less than diligent, in part because of
the Department’s traditional commitment to
open trade.

Complaints that Japanese firms were dump-
ing TVs in the United States began in 1968 with
a filing by the Electronic Industries Associa-
tion (EIA). This initiated what has perhaps
been the lengthiest case in the history of U.S.
antidumping law.18 The EIA complaint alleged
that the Japanese were able to maintain low
prices in the United States for predatory pur-
poses because prices in Japan were kept ar-
tificially high by import barriers. The Japanese
manufacturers acknowledged that retail prices
were higher in Japan, but held that the dif-
ferences were caused by higher taxes and by
a complex and costly system of marketing and
distribution.

It took 3 years for the Department of Treas-
ury to complete its investigation, finding—in
March 1971—that the Japanese had indeed

In’rh[; e~,~nts  are  surnm~ri~(:d i n  Tejet’isiorl  Recei~’ing L$et$
From }apan (Washington, 11.(; ,: ( 1.S. International Trade (;on-

mission Puh]i(, ation 1153, ]unc 1 !381 ), pp. A-4 to A-12.
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Color TVs undergoing long-term tests

dumped TVs in the American market. The case ing the duty rate. Eventually, the Department
then went to ITC for determination of injury.
Later that year, ITC returned a positive finding,
concluding that the dumped TVs had injured
the U.S. industry and clearing the way for the
assessment and collection of antidumping
duties–at that time still the responsibility of
Treasury. Importers of TVs from Japan were
required to post a 9 percent bond toward these
duties.

Fixing the size of the antidumping duties—
intended to elevate prices of imports to the
level of TV prices in Japan–proved another
lengthy process. The wholesale price informa-
tion provided by Japanese manufacturers was
judged inadequate and in some cases false,
leaving Treasury without a means of calculat-

resorted to constructed value estimates based
on commodity taxes collected by the Japanese
Government.

An extraordinary number of claims and
counterclaims accompanied the efforts of
Treasury and the Customs Service to determine
and collect these duties. Not only were Amer-
ican manufacturers of TVs and components in-
volved, but also the unions representing their
employees. Arrayed on the other side were the
Japanese manufacturers, their U.S. represent-
atives, and the American firms which had been
importing TVs from Japan—mostly large retail-
ers such as Sears and J. C. Penney. The pro-
tracted course of the disputes also mirrored
conflicts within the Federal Government—e.g.,
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between the Customs Service and other parts
of the Treasury Depart ment.19 By 1980, only
about $13 m i 11 i o n i n dumping duties had been
collected. Moreover, assessment of duties for
1975 and later years has never been completed,
pending final resolution of disputes covering
earlier periods. Not only have duties been at
issue, but also civil penalties for alleged illegal
rebates to importers as a means of circumvent-
ing the added duties.

With the transfer of antidumping enforce-
ment to the Department of Commerce in 1980,
a new agreement was negotiated with import-
ers. Commerce agreed to accept a total of about
$75 million, rather than pursuing in the courts
duties which the Department estimated at near-
ly $130 million for the period 1971-79. The
EIA—original plaintiff in the dumping pro-
ceedings—and its allies then claimed that the
actual dumping liability was $700 million or
more, and challenged the Commerce Depart-
ment’s proposed settlement in the courts; a
1981 decision allowing the settlement to stand
was appealed to the Supreme Court. Late in
1982, the Supreme Court denied the appeal;
evidently Commerce’s negotiated settlement
can now proceed. 20

This 15-year history—which has still not
come to an end, and during which the com-
plexion of the American consumer electronics
industry changed irreversibly—dramatizes the
inadequacies of U.S. antidumping procedures
as a means of relief from “unfair” import com-
petition. The lessons hold for other industries
as well-witness the example of steel. Not only
is enforcement slow, complex, and suscepti-
ble to delay by various parties, but the legal
definitions of dumping–which, in the United
States as in many other countries, predate
GATT--seem remote from the realities of busi-
ness competition, No one argues that preda-
tory practices should not be outlawed, but what
relevance, for example, does the relationship
of home market price to export price have to

predatory pricing? Would Japanese firms for
a dozen years or more willfully cut the prices
they charge in the United States below those
the market would otherwise set because in
some still longer term they seek to monopolize
the market? Does selling imported goods at less
than cost—now effectively prohibited by the
1979 Trade Act—always constitute an unfair
business practice? Still, regardless of how these
questions are viewed, the fact is that Japanese
firms were found under U.S. law to have
dumped TVs. Injury to the domestic industry
was established. American manufacturers of
TVs have been entitled to trade protection but
have not received it. The uncertainty and con-
fusion created by the these long and convoluted
proceedings has probably done more damage
to the industry than the dumping itself.

The modifications to U.S. antidumping law
incorporated in the Trade Agreements Act of
1979 address some of the procedural problems
illustrated by the TV case. Not only has respon-
sibility for dumping determinations and the
assessment of duties been transferred from
Treasury to Commerce (by Executive Reorga-
nization Plan No. 3, effective Jan. 1, 1980), but
the ITC injury investigation now begins im-
mediately, rather than awaiting a positive find-
ing of dumping. The concurrent investigations
—for which the act sets relatively short time
schedules—are intended to speed the process.
If future dumping investigations are shorter
because of the 1979 Act, this will limit uncer-
tainties and disruptions, reducing costs for
both defendants and plaintiffs. This would also
make it more difficult for domestic firms to use
dumping proceedings in “strategic” fashion to
deter foreign competitors from entering U.S.
markets; dumping complaints can discourage
market entry through the threat of future
penalties as well as by imposing legal costs on
defend ants.

Prospects for Dumping Actions
Elsewhere in Electronics

Antidumping proceedings-and other trade
a ctions discussed later—have bee n m a j o r
events in U.S. consumer electronics markets

., 1
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but rare in semiconductors or computers. The
single case involving semiconductors, in 1972,
led to a finding of dumping but not injury. Im-
ports of computers into the United States have
been at low levels, leaving little reason to ex-
pect complaints. If computer imports were to
rise and dumping to be alleged, less than fair
value pricing would be difficult to establish, at
least for large systems. The complexity of such
systems, the difficulty of establishing com-
parability in performance, and the high R&D
expenses that must be borne, complicate pric-
ing comparisons. Moreover, selling prices for
data processing systems often include service
or software charges that are hard to isolate.
pricing structures in the computer market—
particularly the establishment of “quality-
adjusted” pricing—have already created for-
midable difficulties in purely domestic antitrust
actions where predatory pricing has been at
issue.21  Less than fair value determinations
based on foreign market prices or constructed
values would be still more troublesome, at least
for mainframes. The problems are not so in-
tractable for small systems and peripherals,
where significant import penetration is in any
event more likely, while personal computers
sold at retail could be treated much like other
consumer products.

The characteristics of the semiconductor in-
dustry also work against antidumping proceed-
ings. Large-scale ICs—including computer
memory chips, where import sales have in-
creased rapidly—experience relatively short
product lifetimes, Coupled with the large econ-
omies of scale in IC production, and the im-
portance of yields, deep market penetration—

zls~e, fOr exarn[]l~,  R Michaels, “Hedonic Prices and the Struc-
ture of the I)igital Computer Industry, ” )ourna] of lndustria~ ECO
r]omics, ~ro], 28, March  1979, I). 263,
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n semiconductor fabrication

ntages from the learn-
ing curve—might well occur before dumping
proceedings could be resolved, even under the
acce le ra ted  t imetab le  o f  the  1979  Act ;
moreover, the same factors lead to advance
pricing—which is not in general illegal. There-
fore, while antidumping actions may continue
to be filed in more mature sectors of the elec-
tronics industry—e.g., consumer products,
where the technology is relatively stable and
price competition based on low production
costs intense—dumping allegations in high-
technology sectors seem less likely to escalate
from verbal attacks on imports to formal com-
plaints. In high-technology industries, products
can be obsolete by the time dumping actions
have been resolved.

Subsidies and Countervailing Duties

Where along the spectrum from advertising in the form of credits or guarantees extended
a country’s goods to giving rebates to exporters to purchasers through institutions such as ex-
does promotion turn into subsidy? Or is that port-import banks have become accepted tools
no longer a relevant question? Export subsidies of industrial and trade policy. International
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agreements limit interest rates—to levels that
can be below the market rate but not too far
below. ” In such forms, export subsidies have
become one of the most common nontariff
measures affecting international trade; sub-
sidies with domestic objectives also have con-
sequences for exports,

Although important in capital goods in-
dustries, neither export financing nor export
promotion have played major roles in elec-
tronics outside of telecommunications. ’s In
contrast, subsidies with ostensibly domestic ob-
jectives have become a major tool by which
governments promote their electronics indus-
tries; these have less direct and visible effects
than export credits, making them difficult to
countervails or to negotiate over, While revi-
sions to the GATT subsidies code were a cen-
tral item on the agenda for the Tokyo Round
negotiations, little progress was made; the
changes were basically matters of procedure.
Distinguishing export from domestic or inter-
nal subsidies—the latter of many forms but
universally employed—is central to a workable
code but fraught with practical difficulties,
Measures adopted by governments that have
the effect of subsidizing domestic electronics
industries range from grants for basic research
to regional development incentives. Because
any such policy, even relocation assistance for
displaced workers, could in principle help
firms to export–by cutting costs, raising prof-
its, or improving technical capability—the
dividing line between measures that most peo-
ple would agree are domestic subsidies (e. g.,

R&D support) and what are clearly export sub-
sidies (e. g., low-interest loans to foreign pur-
chasers) will always be ambiguous. As nations
pursue increasingly sophisticated industrial
policies, it becomes still more difficult to draw
that line.

Countervailing Duty Law and
Its Administration

GATT and U.S. law provide remedies paral-
leling those for dumping where American
firms and industries are injured by export sub-
sidies. In dumping cases, private firms set the
prices at issue, while prices are distorted by
direct or indirect government action in the case
of subsidies. Importing nations then impose
countervailing duties for essentially the same
purpose: to eliminate price differentials created
by the unfair trade practice. In principle, the
countervailing duty is set at a level that bal-
ances the effect of the subsidy. In practice, the
administration of countervailing duties in the
United States is even more problematic than
for antidumping duties,

U.S. countervailing duty legislation is found
in two statutes—the Tariff Act of 1930 and the
Trade Agreements Act of 1979. As in the case
of antidumping law, responsibilities in counter-
vailing duty cases are split—the Department of
Commerce investigates foreign export subsi-
dies (this responsibility was again lodged with
Treasury until 1980); ITC determines injury.
If ITC votes any of three findings—injury to a
U.S. industry, threat of injury, or impediments
to the establishment of a new U.S. industry—
then a countervailing duty equal to the net
value of the subsidy is to be imposed on the
imports.

Under the 1979 Act, the test turns on “mate-
rial” injury—including actual or potential
declines in output, sales, market share, cash
flow, profits, productivity, capacity utilization,
employment, wage levels, or the ability to raise
capital. 24  In earlier years, U.S. law did not re-
quire that injury be found before countervail-
ing duties could be imposed; the existence of
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subsidies was enough. Although differing from
GATT language, this provision had preceded
the establishment of GATT and been retained
under a grandfather clause. The original law
had been passed before the turn of the century,
but no countervailing duty was imposed by the
United States until 1967.

The Question of Indirect Taxes

What then is a “subsidy” under GATT and/or
U.S. law? As might be expected, the definitions
have been controversial. There has been a ma-
jor legal action in consumer electronics, the
case hinging on whether exemptions or rebates
of indirect taxes on exported goods constitute
a subsidy, Both the old and new GATT sub-
sidies codes permit indirect taxes—e.g., val-
ue-added taxes—to be rebated, but not direct
taxes. (Direct taxes—such as corporate income
taxes—are levies based on factors of produc-
tion like capital or labor, indirect taxes are
those levied on the product itself.) The assump-
tion underlying this rule is that indirect taxes
can be easily included in prices and passed
along to consumers, while direct taxes cannot
(they depend, for instance, on annualized profit
levels). If the full indirect taxis passed through
to the purchaser, profits to the seller are unaf-
fected. Under these circumstances, a rebate or
exemption of such taxes on export sales would
not constitute a subsidy under the usual defi-
nitions.

Compared with its trading partners, the
United States relies less heavily on indirect
levies—sales, excise, and value-added taxes—
and more heavily on direct taxation, primari-
ly of corporate and personal income. Many
European nations impose a value-added tax
(VAT) at each stage of the production process.
In Japan, consumption taxes of 5 to 30 percent
apply to items such as automobiles, electrical
appliances (including TVs), and a variety of
luxury goods, while excise taxes apply to other
classes. 25 Under GATT rules, countries that

z~E,~pOrt  Stlm ula ti~n l+ograrns in the Major Industrial Coun-
tries: The United States and Eight Main Competitors, Congres-
sional Research Service, prepared for the Committee on Inter-
nationa] Relations, [J, S. House of Representatives, Oct. 6, 1978,
p. 66.

levy such taxes can exempt or rebate them as
they wish. The United States has less latitude
than nations with extensive arrays of indirect
taxes.

After the Trade Act of 1974 had been passed,
Zenith challenged rebates of Japan’s commodi-
ty tax on exported TVs under the act’s provi-
sions. The American manufacturer sued the
Department of Treasury, claiming that rebated
indirect taxes in Japan constituted subsidies
and that Treasury had failed to properly inter-
pret the new law. 26 Treasury countersued,
claiming that decades of acceptance by all par-
ties of its past practices had effectively ratified
these practices, Four years later, in 1978, the
Supreme Court upheld Treasury’s position, rul-
ing that rebated commodity taxes do not con-
stitute subsidies under U.S. law.

Countries with commodity or value-added
taxes generally levy them on imports as well
as domestic production. Thus, within a coun-
try having indirect taxes the impacts are, at
least in principle, neutral: both imports and
domestic goods are subject to a tax based on
their value. However, matters are not really this
simple. Exports from a nation like the United
States that relies on direct taxation may be
burdened with higher selling prices reflecting
higher corporate taxes, thus at a disadvantage
in markets where indirect taxes are the rule
(countries with substantial revenues from in-
direct levies normally tax personal and cor-
porate income at correspondingly lower rates).
Furthermore, foreign manufacturers shipping
to the United States may reap benefits: after
receiving rebates on indirect taxes at home,
such firms face no compensating border tax
adjustments when their goods enter the United
States—though they generally must pay tariffs.
They are free to sell in a market where the
prices charged by domestic firms may well
have to cover higher corporate taxes. As a
result, nations that rely heavily on indirect
taxes can be presumed to have advantages in
international trade—although the size and

Z6D. A. De Rosa, J. M. Finger, S, S. Golub, and W. W. Nye,
“What the ‘Zenith Case’ Might Have Meant, ” Journal of World
Trade Law, vol. 13, January-February 197!3, p. 47.
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significance of the advantages can be difficult
to judge,

VAT systems have sometimes been suggested
for the United States, in part because of their
potential for stimulating exports (assuming cor-
porate taxes were reduced at the same time).
The effects of such a shift in U.S. tax policy
on specific firms and industries would depend
on factors such as: 27

compensating reductions in income taxes,
as well as the overall tax liabilities (and
profitabilities) of the firms in question;
the extent of vertical integration charac-
teristic of the industry, along with the
place of particular firms in the chain of
production;
fractions of revenues stemming from ex-
ports;
price elasticity of demand for each product
affected; and
design and implementation of the system
for collecting the VAT or other indirect tax
and (optionally) rebating it for exported
goods,

While the merits of VATS have thus far not
been seriously debated in this country, since
1971, U.S. law has provided a mechanism—
the Domestic International Sales Corp. (DISC)
—intended to put American exporters on a
more even footing with manufacturers in coun-
tries having indirect taxes. DISCs—subsidiary
corporations whose activities are confined to
selling goods in export markets—permit U.S.
firms to defer a portion of tax liabilities from
profits on overseas sales. Several thousand
DISCS have been established, primarily by
larger American corporations with substantial
volumes of export business. In recent years,
more than half of all U.S. exports have been
channeled through DISCs.28 For exports of

.
ZTsee A valu~Added  Tax for the U, S. ? Selected Viewpoints

(New York: The Tax Foundation, Inc., 1979).
zeb’~-i)ort  ~’[lnlu/a[Ion  Programs  in the Major lndustria] COUIl-

tries, op. cit., p, 319,
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electronics, however, the proportion is much
lower—perhaps in the range of 10 percent.29

Other countries have registered complaints
with GATT against the DISC mechanism, argu-
ing that it functions as an export subsidy but
does not qualify as an exemption from indirect
taxes. 30 Despite a finding by GATT that DISCS
do constitute subsidies, no country has yet im-
posed countervailing duties on U.S. exports,
nor has the United States offered to repeal the
legislation that permits DISCS. (Recently, the
Reagan administration has proposed an alter-
native to DISCS, as pointed out in the next
chapter.)

Other Unfair Practices

Section 337 of the Tariff Act of 1930—which
was amended in 1979 but has seldom been used
—deals with unfair competition in interna-
tional trade not already covered by anti dump-
ing or countervailing duty laws. Most of the
complaints filed under section 337 have con-
cerned patent infringements, as in Apple’s
complaint to ITC over counterfeit computers,
but in yet another case concerning imported
TV receivers, two American manufacturers ac-
cused Japanese firms of illegal predatory pric-
ing practices—specifically, of cutting prices in
the United States below costs in an effort to
drive American firms from the market.31 When
imports are involved, price-cutting complaints
are usually filed under antidumping or counter-
vailing duty statutes, but section 337 actions
can also be brought if conspiracy or intent to
monopolize is alleged. In this instance, ITC
proceeded with a section 337 investigation
even though the Department of Treasury

ZgThis estimate  is based on a survey  of 325 member firms by
the American Electronics Association. Because most of the nlem-
bers of the Association are smaller companies,  it probably un-
derstates the actual fraction for electronics. St:[: Capital  I’orn]a-
tion, part  I, hearing, Senate .Select  Committee on Small Business,
Feb. 8 and 10, 1978, p. 53.

30 See J. M. McGuim,  “The GATT Panel Report on I)omestic
International Sales Corporations: Il]egal  Subsidl  IInder GATT,”
lnterna(iona]  Trade  l.a~t’ )ournal,  vol. 3, 1978, p, 387,

31 IT~; I n~restigatlon  337-TA-2 3, filed Jan. 15, 1976.
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claimed exclusive jurisdiction under counter-
vailing duty law. The theory behind the com-
plaint was that assistance given Japanese TV
manufacturers by their government—though
not necessarily bounties or grants within the
definitions of countervailing duty statutes—
might still constitute a conspiracy to restrict
trade, an unfair practice under section 337. The

. .—

case was terminated when ITC issued consent
orders prohibiting predatory pricing and spe-
cial purchase inducements for color TVs. Fu-
ture section 337 complaints by American elec-
tronics firms are perhaps most likely as at-
tempts to expedite relief, given the slow pace
of past antidumping and countervailing duty
investigations.

Quantitative Restrictions and the Escape Clause

Over the past two decades, tariff levels have
been reduced by international agreement to the
point that, for many goods and in many ad-
vanced economies, they are no longer a major
factor in market outcomes. Nowhere is this
movement plainer than in electronics. With
tariffs largely closed off as a legitimate vehi-
cle for protection, industries exposed to the
rigors of international competition—together
with their employees and political supporters—
have sought other forms of relief. Along with
many other nations, the United States has in-
creasingly fallen back on import quotas. By
whatever name—Orderly Marketing Agree-
ment, Voluntary Restraint Agreement—quotas
limit shipments originating in particular coun-
tries. Under GATT, unilaterally imposed quo-
tas are explicitly disallowed except to correct
persistent balance of payments deficits, and
then are to be temporary. Nonetheless, quotas
have proliferated—typically on a negotiated
bilateral basis–with the path often cleared by
“escape clause” actions permitted under
GATT. An outline of the escape clause mech-
anism in U.S. law—section 201 of the Trade
Act of 1974—follows the discussion below of
quotas on color TVs.

Orderly Marketing Agreements for
Color Television Imports

The only direct quotas on U.S. electronics
imports have been termed Orderly Marketing
Agreements (OMAs). Like the earlier Voluntary
Restraint Agreements on steel shipments, or
the Japanese automobile quota—in appearance,

the result of unilateral action by Japan rather
than negotiations between two governments—
exporting nations have entered into OMAs of
their own volition.

The United States negotiated its first OMA
covering imports of color TV receivers in 1977
with Japan, Under the conditions, Japan agreed
to limit shipments of color TVs to this coun-
try for a 3-year period; no more than 1,560,000
complete sets and 190,000 incomplete sets
were allowed each year. Except for being the
outcome of bilateral negotiations, the color TV
OMA was equivalent to a quota of the type out-
lawed under GATT.

The stop-gap nature of this first OMA—cov-
ering a single troublesome exporter—was il-
luminated when Taiwan and South Korea took
up the slack (ch. 4). It quickly became necessary
to extend quotas to these two countries if the
U.S. industry was to be effectively shielded.
OMAs were negotiated with Taiwan and South
Korea late in 1978, to expire at the same time
as the Japanese quota—June 30, 1980. Imports
from Taiwan were limited to roughly half a mil-
lion units, plus twice as many incomplete sets
(without picture tubes), over the year-long
period beginning July 1, 1979. Korean ship-
ments were restricted to about 300,000 TVs.32

This extension to other countries illustrates a
common failing: when initially directed against
a single exporter, quotas must often be wid-
ened as new competitors step in—the series of
bilateral agreements under the umbrella Mul-
.——

32 Television  Receiving  Sets From Japan, op. cit., p. F-2. Several
adjustments were made over the course of the agreements.
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tifiber Agreement being the classic case. Note
that table 14 in chapter 4 shows imports from
Mexico more than doubling over the period
1976-80—during which time the OMAs with Ja-
pan, Korea, and Taiwan took effect—while
shipments from Singapore increased more
than seven times. Virtually all the imports from
Mexico enter under item 807.00 of the Tariff
Schedules–meaning they are shipments by
American-owned firms—while both 807 and
non-807 imports from Singapore have gone up
sharply; Singapore now ships more TVs to the
United States than Korea did at the time the
OMA with that nation was negotiated (table
14). Might there be pressure for quotas with
Singapore at some future time? Or other Asian
countries? If so, could unrestricted Mexican
shipments be justified simply because they are
intracorporate transfers of U, S.-based multi-
nationals?

As expected by the American negotiators,
Japanese manufacturers responded strategical-
ly to the OMA. To avoid the new restrictions,
they not only invested in Taiwanese and South
Korean manufacturing facilities but opened
assembly plants in the United States—a desir-
able consequence from the viewpoint of the
Federal Government because these plants
would help maintain domestic employment,
diffusing some of the pressure from labor
unions. As these U.S. plants came onstream,
Japanese shipments of color TVs (but not of
subassemblies) diminished. By 1980, Japan’s
exports of completed and nearly completed sets
were no longer considered a threat, and the
OMA with Japan was allowed to expire on
schedule, Of course, the possibility of a new
quota continues to shape business decisions by
Japanese exporters.

OMAs with Taiwan and Korea, on the other
hand, were renegotiated to cover the period
through June 30, 1982 at new levels (Taiwan:
400,000 sets in the first year, 425,000 in the sec-
ond; Korea: 385,000 sets in the first year,
575,000 in the second), after which they too
were allowed to end.33 One consequence, again
—.

Sssee “(; Irr JU~~e l~nles Government  Motion To I)issol\re TL’
Settlement, ” [1. S. Import WeekfJJ,  July 7, 1982, p. 422, Since the
expiration of these OMAs, imports from both countries have
again jumped, leading to dumping complaints by U.S. interests—
R. D. Hershey, Jr., “TV Import Charges Are Filed: Korea, Taiwan
Ilurnp]ng Seen, ” N’ewr }’ork Times, May 3, 1983, p. L)l 3,

predictable, were decisions by Korean and
Taiwanese firms to follow the Japanese lead in
establishing assembly operations in the United
States.

Escape Clause Proceedings in
Color Television

Why have the United States and other na-
tions resorted to quotas? Partly because quan-
titative restrictions are administratively clean—
simple to monitor. More important, for a har-
ried government, quotas may seem the best
choice among a set of generally unattractive
alternatives. The color TV case illustrates the
political dilemmas that often foster such deci-
sions,

The OMA with Japan followed a series of
legal actions initiated by the U.S. industry in
attempts to stem rapid increases in imports. As
discussed earlier, dumping charges against the
Japanese came first, but for a variety of reasons
duty collection was repeatedly postponed.
American firms together with labor unions rep-
resenting their employees continued to press
for import relief via other avenues—one being
Zenith’s countervailing duty suit, mentioned
earlier and destined ultimately to fail. The
avenue that finally proved successful began
with an appeal filed in October 1976 by a group
of companies and unions for relief under the
escape clause, section 201(b) of the Trade Act
of 1974. This provision, following article XIX
of GATT, permits trade restrictions—independ-
ent of questions concerning fairness—if im-
ports are found to be causing serious injury or
threat of injury to domestic producers. The pur-
pose is to allow a temporary respite or escape
from import competition while industries ad-
just to new conditions. The protective meas-
ures adopted in such cases, termed safeguards,
need not be quotas—higher tariffs are one al-
ternative.

In terms of the color TV OMAs, two features
of the escape clause mechanism are note-
worthy. First, remedies depend solely on dem-
onstration of injury—not on any allegation or
proof of unfair or discriminatory practices by
exporters. Second, the Trade Act of 1974 re-
moved earlier provisions in U.S. law requiring
that increased imports be associated with trade
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liberalization. Without this change, protection
for the American industry via the escape clause
would almost certainly have been precluded.

Another feature new to the 1974 Act—con-
cerning the role of ITC in the investigation of
injury—bore on the ultimate outcome of the
color TV case. Under earlier law, when injury
was found ITC recommended remedies to the
President, who could either accept or reject
them. The 1974 Act added a time limit, stipu-
lating that the President respond within 60
days to an ITC injury finding. Further—and
most significant—the act provided that what-
ever action the President took could be over-
ridden by a simple majority of Congress, *
Thus, the options available to the executive
branch had been narrowed, the hand of those
advocating import relief strengthened. The
threat of reversal by Congress greatly increases
pressures on the Executive, for whom the col-
or TV case posed a dilemma. The ITC Commis-
sioners determined that the U.S. industry had
suffered injury, and—with only one dissenting
vote—recommended a large tariff increase, If
the President took this course, an international
trade dispute of major proportions would
almost certainly have been precipitated. On the
other hand, rejecting the ITC recommendation
would bring with equal certainty the prospect
of reversal by Congress—even more embarras-
sing. Under these circumstances, the White
House finessed the entire problem by negotiat-
ing with Japan for voluntary restrictions. Dis-
cussions carried out between the (then) Office
of the Special Trade Representative and the
Japanese Ministry of International Trade and
Industry (MITI) led to the OMA.

What have been the consequences for the
U.S. TV industry? That the political victory had
any very substantial impact on its competitive
vitality can be questioned. Imports were cut
back, and the frontal assault by Asian firms ar-
rested, The specter of U.S. manufacturers be-
ing totally overridden, which underlay the ap-
peals by industry and labor (though the indus-

*A Supreme Court decision in June 1983 ruling legislative
vetoes unconstitutional has, for the moment, rendered this pro-
vision of the act moot.

try did not in fact stand together on this), re-
ceded. But the OMAs also accelerated a proc-
ess begun earlier—the establishment of U.S.
operations by Japanese TV manufacturers, and
later Taiwanese and South Korean firms. Sony
had initiated the trend in 1972; since then,
many others have followed—as described in
chapter 4—sometimes by taking over the plants
of ailing American rivals. Wholly owned Jap-
anese subsidiaries now supply perhaps one-
third of the U.S. market (table 10). If American
manufacturers expected to recapture the do-
mestic market, or if they anticipated a slacken-
ing in price competition, they were disap-
pointed.

The full range of consequences provides
other causes for reflection. OMAs did not stop
the transfer of U.S.-owned production facilities
to foreign countries, a movement that had be-
gun earlier. Zenith, for instance, continued to
shift TV manufacture to offshore plants in
Mexico and Taiwan. Still, if the industry does
not appear to have gained materially from the
quotas, it is likely that further losses were
avoided.

That competition did not abate is shown by
price data collected by ITC over the period of
the initial agreement with Japan; retail prices
for color TVs (19 inch and smaller) remained
essentially constant during a period of severe
inflation in the U.S. economy.34 Even for large-
screen sets, where U.S.-owned firms continued
to dominate the market, prices increased only
about 6 percent, While price stability also mir-
rors cost-cutting improvements in both product
and process technologies, it seems clear that
competitive responses by Far Eastern manufac-
turers were the chief cause. During the same
period, many household appliances rose in
price by 50 percent and more.

Nor did profits recover. While OMAs re-
duced import market shares–in the 18- and
19-inch categories, penetration declined from
about 30 to 10 percent during the first year—

~aco~or  Television Receivers: U.S. Production, Shipments, In-
ventories, Imports, Employment, Man-hours and Prices, 4th Cal-
endar Quarter, 1979 (Washington, D, C.: U.S. International Trade
Commission Publication 1036, February 1980), p. A-8.
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in terms of the competitive position of the U.S.
industry, this apparent benefit was partly off-
set by the output of Japanese firms assembling
TVs here. Capacity utilization rates of domestic
firms improved but profitability did not follow.
The ratio of net operating profits before taxes
to net sales, which had declined from 8.7 per-
cent in 1972 to a loss in 1974 of 1.2 percent,
has been running at less than 2 percent in re-
cent years, as pointed in chapter 4. While
OMAs helped preserve domestic employment
opportunities, they provided no more than
modest relief from competitive pressures.

Effects of Quotas and Other
Nontariff Restrictions

Many nations have utilized restrictions other
than tariffs to regulate trade in electronics.
Japan–a major beneficiary over the past three
decades of vigorous advocacy by the United
States of open international trade—has em-
ployed nontariff restrictions frequently and ef-
fectively as part of its economic development
strategy. Among the more blatant nontariff bar-
riers created by the Japanese has been MITI’s
definition of domestically produced comput-
ers. These are confined to systems manufac-
tured by firms in which majority ownership is
Japanese. 35 Machines built within Japan by
American-owned firms are “foreign’ ’-despite
the fact that IBM-Japan, for instance, employs
some 13,000 Japanese and only a handful of
Americans. MITI has preferred that purchas-
ers of computers chose “domestic” equipment,
using controls over foreign exchange to help
enforce its wishes; although exchange controls
were dismantled in 1975, MITI continues to
monitor the market, and reportedly advises
customers to buy Japanese computers.36

That nontariff restrictions appear to have
been more effective in achieving their osten-
sible goals in Japan than in most nations il-
lustrates once again that evaluating industrial
policy measures is seldom straightforward.
One lesson of the Japanese experience appears

35E, J. Kaplan,  Japan: The Government-Business Relationship
(Washington, D. C.: Department of Commerce, 1972], p. 85.

JO Un jted Sta tes-]apan  Trade.. Issues and problems, op. ~ it.,
p. 28.

to be that restrictions may work better in pro-
tecting what are essentially infant industries,
at least if combined with other policies support-
ing industrial development. In the United
States, on the other hand, quotas intended to
protect mature industries—not only color TV,
but automobiles or steel—have had ambiguous
outcomes.

Could quantitative restrictions effectively
shield other portions of the U.S. electronics in-
dustry should imports surge as they have, say,
in semiconductor RAMs (random access mem-
ory circuits)? Probably not. Early in 1982,
amidst consternation created by heavy import
penetration figures for 64K RAMs, Hitachi, Fu-
jitsu, and NEC all announced accelerated time-
tables for assembly in the United States. These
moves were clearly aimed at heading off for-
mal complaints. If dumping or escape clause
proceedings had been instituted, the parallels
with color TV would probably have been rep-
licated still further. As for color TVs, Japanese
firms already have enough volume in the U.S.
IC market to attain the scale economies needed
for standardized products. In general, quotas
are not a promising route to improved competi-
tiveness for high-technology American in-
dustries like electronics.

The Escape Clause

As mentioned above, GATT permits govern-
ments to come to the aid of domestic industries
threatened by imports. But before protection
can be extended under the escape clause pro-
vision in section 201 of the 1974 Trade Act, ITC
must return a finding that “an article is being
imported into the United States in such in-
creased 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 arti-
cle.” 37 Fairness or unfairness is not part of the
text. The rationale is to provide a time inter-
val during which the threatened industry and
its workers can adjust to the (new) competitive
circumstances associated with imports. Perma-
nent protection or relief is not the intent.

3719 u ,s.c. sec. 2251(b).
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Revisions to U.S. law in the 1974 Act made
it  considerably easier for an industry to
demonstrate injury and thus qualify for protec-
tion. As noted above, relaxation of the provi-
sion that relief be contingent on a rise in im-
ports stemming from tariff concessions or
other forms of trade liberalization by the
United States was instrumental in the color TV
action. Furthermore, previous incarnations of
the escape clause required that increased im-
ports be a major cause of injury. The 1974 ver-
sion changed the adjective to substantial, de-
fined as “important and not less than any other
cause, ” This standard is considerably weaker,
and all else equal makes it easier for belea-
guered industries to secure protection.38

Other than the color TV case, only one suc-
cessful escape clause action involving elec-
tronics products has been advanced since the
passage of the 1974 Trade Act. This was filed
in late 1977 after a fourfold increase in imports
of CB radios. ITC worded its findings strong-
ly: “ ., . 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.” 39 The president responded by raising
import duties from 6 to 21 percent. After the
first year, the duties decreased in increments,
reverting to their original level at the end of
the third year, The impact of this period of
tariff protection on the CB radio industry is dif-
ficult to judge, largely because sales dropped
precipitously—from around 5 million units in
1978 to only 2 million the next year—as the CB

31JW.  R. C]ine, N, Kawanabe,  T. O. M. Kronsjo,  and T. Williams,
Trade Negotiations in the Tokyo Round: A Quantitative Assess-
ment (Washington, D. C.: Brookings Institution, 1978), p. 203.

WU, S. Import  week]~~—  Reference File (Washington, D. C.:
Bureau of National Affairs, 1979), p. 58:0106.

fad tapered off. Nonetheless, imports captured
the vast majority of 1979 sales.40

Despite questionable effectiveness in past
cases in electronics, the escape clause remains
a tempting vehicle for portions of the U.S. in-
dustry that find themselves harassed by ship-
ments from overseas. First and foremost, it
does not require that imports be linked to un-
fair behavior—a condition that has often
proved difficult to satisfy in dumping or
countervailing duty actions. Furthermore, in-
jury can be defined in terms of narrow product
categories. The law requires only that injury
be demonstrated in “that portion or subdivi-
sion of the producer which produces the like
or directly competitive article;” the market in
which such injury occurs can be limited to “a
major geographic area of the United States.”41

The implications can be appreciated by recall-
ing the typical competitive strategies of Japa-
nese exporters. In both consumer electronics
and semiconductors, exporters selected spe-
cialized market niches where American man-
ufacturers seemed vulnerable, the intent being
to gain a substantial market share within this
niche and then diversify. Thus Japanese semi-
conductor manufacturers concentrated on 16K
RAM chips, taking advantage of a shortfall in
U.S. production capacity to quickly gain some
40 percent of the American market, Under the
provisions of the Trade Act of 1974, an export
strategy of this type could be subject to trade
restraints.

~Electronic  Market Data Book 1980 (Washington, D. C.: Elec-
tronic Industries Association, 1980), p. 49.

4119  U.S, C. sec. 2251(b). Dumping and countervailing duty
statutes invite complaints on a narrow product line basis as well;
during 1982, more than 120 separate investigations in carbon
steel products alone were undertaken by ITC.

Prospective Effects of U.S. Trade Policy on the
Electronics Industry

To what extent, then, might the panopoly of the course of international competition, but
U.S. trade laws be exercised against imports also on the attitudes of Federal agencies
in the future? The answer depends not only on charged with enforcing these statutes. One
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result of transferring responsibility for an-
tidumping and countervailing duty provisions
from Treasury to the Department of Commerce
has been a more sympathetic hearing for Amer-
ican business—and as a consequence, the fil-
ing of more complaints. Much also depends on
the complexion of ITC, which shifts as Presi-
dentially appointed commissioners come and
go. Changes in the definition of injury have
made protection at least in principle easier to
obtain; these too, in the ordinary course of
events, serve to encourage demands for trade
restrictions. Thus far in electronics, trade ac-
tions have centered on consumer products; as
Japanese manufacturers step up their price
competition in semiconductors and computer
equipment, there may be filings in these prod-
uct categories. Furthermore, complaints by the
U.S. industry are increasingly centered on sub-
sidies and other tools of national industrial
policy—e.g., Japan’s R&D programs. By and
large, trade negotiations and the GATT have
proved unable to deal with such issues.

Certainly protectionist sentiment has been
rising over the past half-dozen years. Is a turn-
ing point in the American attitude toward trade
a real possibility? For some 50 years, the United
States has taken the lead in international ne-
gotiations to lower barriers to trade. From the
first Reciprocal Trade Agreements Act in the
1930’s to the Tokyo Round MTN, U.S. policies
have supported liberalization as being in the
Nation’s long-term interests. Both major polit-
ical parties have for the most part accepted the
underlying premise of these policies: open
trade leads to an efficient allocation of global
resources, as a result of which the American
people will, more often than not, find them-
selves better off. Other nations have benefited
as well. The export-based economic growth of
West Germany and Japan owes much to the
openness of the large and affluent U.S. market,
while American consumers have gained access
to a greater variety of products, as-well as lower
prices resulting from foreign competition, On
the other side of the ledger are the costs of dis-
location and adjustment that follow upsurges
of imports. These costs tend to fall most heavily
on a few firms and their employees; they stand

out sharply, whereas the benefits are visible
mostly in the aggregate. Is it possible that the
U.S. economy is too open, given changes in the
international marketplace? Does the absence
of effective import controls in electronics make
the domestic industry overly vulnerable to in-
roads by foreign industries?

Consumer Electronics

International competition has generated con-
tinuing pressures for trade protection in con-
sumer electronics, yet the current situation of
the U.S. industry is partly a consequence of
domestic competition. Today, two American-
owned firms, Zenith and RCA, account for
roughly 40 percent of U.S. color TV sales—as
they have, rather consistently, for many years.
Although import penetration increased dra-
matically during the 1970-77 period, the brunt
of the sales losses were borne by other manu-
facturers. In a single year, Magnavox and
Motorola each saw their domestic TV sales
drop by more than 15 percent. These market
declines led rather directly to the sale of their
TV operations—to North American Philips and
Matsushita, respectively. While only four do-
mestically owned producers remained in 1983

(compared with 17 in 1970), they have been
joined by more than 10 foreign companies
manufacturing or assembling sets here. Con-
centration has not increased significantly and
no one firm-American or Japanese—has come
close to dominating the market. Policy deci-
sions by the U.S. Government stimulated the
influx of foreign capital, although OMAs prob-
ably influenced timing more than decisions to
invest. Foreign-owned plants in the United
States—together with continuing imports from
Japan and other Far Eastern nations–created
relentless pressures on American TV manufac-
turers, even while quotas were in force. U.S.
firms shifted production abroad to reduce
costs, at the expense of jobs here—but con-
sumers have benefited via low prices and high-
quality products. Still, only the largest and
strongest American manufacturers managed
to stay in business.
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For other consumer goods, Federal policies
have rarely come into play–and seem unlike-
ly to, at least in a manner similar to events in
the TV industry. Far Eastern firms are today
the unchallenged leaders in most other con-
sumer electronic products; there is virtually no
U.S. manufacturing left to protect when it
comes to portable radios, monochrome TVs,
stereo/high fidelity equipment, the simpler
pocket calculators, or electronic watches. More
important for the future, the United States has
lagged in the development of new products
such as video cassette recorders (VCRs). At
every step, Japanese manufacturers lead in
product development or are working in parallel
or in cooperation with American firms, the
primary exceptions being electronic toys and
games and home computers. If products like
video disk players achieve mass-market suc-
cess, the Japanese will be early and formidable
competitors.

Under such circumstances, protection for
American manufacturers would have to come
through legal provisions that have not in the
past been exercised. When applying the injury
standard in antidumping proceedings, ITC ex-
amines whether imports are harming a domes-
tic industry, are likely to damage it, or are
preventing such an industry from being estab-
lished. The last of the three possibilities has
seldom been relevant because existing indus-
tries have normally sought dumping investiga-
tions. But in principle, the clause could be a
basis for relief–if imports were priced at less
than fair value—for products that are not even
being made in the United States, such as VCRs.

On the other hand, the escape clause injury
standard would have to be considerably
stretched. Here, there are only two possibilities:
an existing industry must be seriously injured
or threatened. Given product leadership over-
seas, with imports achieving a sizable market
share from the outset, serious injury to an ex-
isting industry probably could not be demon-
strated (assuming new types of products) un-
less the standard was applied in a novel and
unintended way. Given the general ineffective-
ness of antidumping and countervailing duty
remedies, it therefore appears unlikely that ex-

isting U.S. trade policies could shield domestic
firms producing the consumer electronic prod-
ucts of the foreseeable future. Indeed, cost
pressures will probably continue to drive a
good deal of production by American entrants
offshore.

Semiconductors

Unlike consumer electronics, where the ef-
forts of U.S. manufacturers have been largely
confined to the domestic market, production
and sale of semiconductors is carried out on
a global basis by the major U.S. merchant
firms, as well as by Japanese and—to a far
lesser extent—European producers. U.S. lead-
ership has meant that domestic manufacturers
have not, as yet, sought direct Government as-
sistance in combating imports. For many years,
sales expanded rapidly; American suppliers
were often hard pressed just to keep pace. The
number of domestic companies serving the
market tripled during the 1960’s, while imports
were until recently almost entirely the inter-
divisional shipments of U.S. multinationals
(ch. 4).

The picture began to change at the end of the
1970’s. Aggressive competitive tactics and mar-
ket successes by Japanese firms have had im-
pacts in many parts of the world, but from the
perspective of U.S. policy makers the domestic
market has been the focus, Japanese companies
are providing the first real competition from
abroad in the experience of most of the Amer-
ican industry—competition that has driven
them to seek the attention of the Federal Gov-
ernment. The most publicized examples of Jap-
anese inroads have been the 16K and 64K
RAMs sold in large numbers to manufacturers
of computers and microprocessor-based sys-
tems. In 1980, Japanese manufacturers cap-
tured about 40 percent of the U.S. and world
market for 16K chips, partly because of inade-
quate capacity in American plants, By 1982,
the Japanese share of next-generation 64K
RAM sales was running at about 70 percent.
More than any other event, the rapid inroads
of Japanese RAMs have led the American in-
dustry to seek counters.



The tempest over 64K RAMs in the spring
of 1982 may prefigure future trade disputes in
the high-technology products of this and other
industries. As publicity mounted over inroads
by Japanese imports, the Departments of Com-
merce and Defense began examining the im-
plications for national security. At the time,
only Texas Instruments and Motorola among
U.S. merchant firms were producing 64K chips
in quantity. prices had been dropping rapid-
ly, driven not only by declining manufactur-
ing costs, but by recessionary pressures leading
to price cutting in the Japanese market as well
as here. Worldwide production capacity for
64K RAMs may have exceeded demand for a
time,

When the Semiconductor Industry Associa-
tion—and Motorola specifically—accused the
Japanese of dumping, though without filing
complaints, the Japanese responded by an-
nouncing plans to move some production to
the United States. Meanwhile, the Commerce/
Defense study had begun, evidently at the in-
stigation of the latter agency. Among the possi-
ble outcomes of the Commerce/Defense study,
three appeared at the time to be among the
most likely:

1.

2.

3.

A dumping complaint against the Jap-
anese, self-initiated by Commerce.
A section 232 investigation, based on the
national security implications of U.S. de-
pendence on Japanese ICs.
A complaint through GATT, probably con-
cerning issues of reciprocal market access.

The section 232 alternative is noteworthy for
illustrating the variety of instruments that
governments can bring to bear in trade-related
matters. Part of the Trade Expansion Act of
1962, this rarely used statute permits the Presi-
dent to limit imports—e.g., by tariffs or quotas
—where such shipments “threaten to impair
the national security. ” No section 232 pro-
ceeding was started in this case, but a recent
investigation of ferroalloy imports by the Com-
merce Department, which recommended re-
strictions, may point to greater use of this pro-
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vision by industries suffering from foreign
competition. 42 Nor were antidumping proceed-
ings initiated for 64K RAMs. Later in the year,
growing demand caused prices to firm, defus-
ing allegations of dumping and redirecting lob-
bying by domestic semiconductor firms toward
reciprocity legislation. Nonetheless, following
this turn of events, Japan got another unpleas-
ant surprise: the Justice Department began an
investigation of six Japanese semiconductor
manufacturers, premised not on price-cutting
but on restricting shipments to the United
States in order to raise p r i c e s . 43 To con-
siderable extent, such episodes illustrate the in-
ability of the traditional tools of trade policy
to deal with events in a fast-moving, techno-
logically based industry like microelectronics;
they also illustrate the multiplicity of actors
populating U.S. trade policy and enforce-
ment—a multiplicity that some would charac-
terize as leading to confusion and disarray .44

In any case, the U.S. merchant semiconduc-
tor industry has not thus far sought direct pro-
tection. Rather, American firms and their trade
association(s) have continued pointing to fea-
tures of Japanese industrial policies and busi-
ness practices they feel are unfair, urging the
U.S. Government to exert pressures aimed at
ending them.45 In addition, industry executives
have sought Federal actions that would im-
prove their own ability to compete—lobbying
in favor of R&D tax incentives and reductions
in capital gains taxes, as well as calling atten-
tion to engineering manpower shortages. Many

tzsee  “Specia]ty  StW] Industr~,  Attac  Ks Draft l{eport hj’ (~onl-
merce on Fermalloy  Study, ” U.S. ~rnport WeeAl~’, ]UIJ 21, 1982,
p. 478. Ferroalloys are used in making steels. The lnkestigation
was requested by a trade association of U.S. suppliers. Past ap-
plications of sec. 232 have been restricted to petroleum imports.

43A, po]]ack,  “]nquir}, puzzles Chip Makers, ” New’ l’or~ Time.%
July 7, 1982, p. D9. “

44 Two dozen  or more Federal agencies exerc  i SP some degree
of responsibility over foreign trade and investment pol i c ies—
“Opening Statement of Senator Roth, ” Go~ernment Organiza-
tion for Trade, hearing, Committee on Governmental Affairs,
[~.S, Senate, June 4, 1981, p 2.

tssee, for example, “The Effect of Government Targeting on
World Semiconductor Competition, ” Semiconductor Industry
Association, Cupertino, Calif., Januar\r  1983.
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of the tax changes advocated by semiconduc-
tor firms were in fact implemented by the Eco-
nomic Recovery Tax Act of 1981 (ch. 7). Indus-
try leaders have also asked the Federal Govern-
ment to negotiate for easier access to the Jap-
anese market, claiming that sales in Japan are
virtually impossible except for products that
local companies do not make. The U.S. indus-
try’s position is that asymmetries vis a vis Japan
result in a competition in which the two sides
are playing by different rules, with the advan-
tage to the Japanese.

As in earlier export thrusts, Japan’s semicon-
ductor shipments have been concentrated in
a few product types. The choice has been mem-
ory circuits—particularly dynamic MOS RAMs
—in part because of the close coupling between
Japanese efforts in microelectronics and com-
puters. Worldwide, Japan’s RAM sales have in-
creased more rapidly than those of American
firms, with European manufacturers the big
losers. At the end of 1979, just four compa-
nies—two Japanese, two American—produced
nearly two-thirds of the total world merchant
output of 16K RAMs. Two years later, a pair
of U.S. firms confronted six Japan producers
in the battle for worldwide market share in 64K
RAMs; while other American manufacturers
were ramping up production or preparing to
enter with their own designs, Japanese com-
panies were investing heavily in additional pro-
duction capacity.

Still, except for Mostek–-which is rapidly
diversifying its product line–RAMs have not
dominated the sales mix of any American com-
pany. Thus, while Japanese incursions have
had drastic impacts on the RAM market-–af-
fecting prices and profits, as well as market
shares—similar shocks have not yet been felt
in other products. A major concern of U.S. pro-
ducers is that this experience will be repeated
elsewhere, denying them the learning and scale
economies so important for competitiveness,
and cutting into the profits they need to gen-
erate cash for expansion. Moreover, MITI-
sponsored R&D efforts like the VLSI project are
seen as, first, activities that would be illegal
here, and second, major subsidies. This pro-
gram—and the difficulty American firms have

faced in gaining access to patents and other
technical results—is viewed as further evidence
of asymmetries favoring the Japanese. In sum,
U.S. semiconductor manufacturers believe that
a closed market shelters Japanese competitors,
leading to economies of large-scale production
that translate into low prices. Investments in
production facilities within Japan are one way
the U.S. industry sees to counter the threat.

As the discussion above implies, trade out-
comes depend on complex sets of competitive
relationships. Consider, as an example, the
question of scale economies—a matter more
complicated than sometimes implied. A por-
tion of the cost savings associated with produc-
tion scale come via learning curve effects; he
who gains an early edge in market share en-
joys lower costs—perhaps permanently. The
Japanese, in the simplest view, “learn” by pro-
ducing for the domestic market, then penetrate
foreign markets based on low costs and low
prices. But learning economies are not quite
so straightforward. Some cost reductions are
functions of cumulative production volume;
others depend on time as well.46 In the latter
case, obtaining a large early market share
would not confer the same cost advantages.
The extent to which market penetration results
in lower costs, therefore, may be product-
specific; for some types of ICs, cumulative
volume might matter much more than for
others. The limited evidence available suggests
that costs for logic circuits depend more heavi-
ly on time, memory costs more on scale.47 A s
a consequence, the advantages of access to the
U.S. market could be considerably greater for
products such as RAMs than for at least some
other types of ICs—perhaps one reason Japan’s
exports have been so heavily weighted toward
memory devices (the comparatively straightfor-

~D. W. Webbink, The Semiconductor Industry: A Survey of
Structure, Conduct and Performance (Washington, D. C.: Federal
Trade Commission, Bureau of Economics, January 1977), pp.
49ff,

47’’ Management Committee Report to the Management Review
Committee-CD Assessment Report, IBM, October 25, 1971 (PX
391 AZ-142 ),” cited in G. Brock, The United States Computer
Industry A Study of M2rket  Power (Cambridge, Mass,: Ballinger,
1975), p. 3.
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ward design of RAMs and other memory cir-
cuits is also a major factor).

Even so, patterns linking design and develop-
ment, manufacturing, and marketing tend to
repeat fairly consistently from product to prod-
uct (see app. C on the 4K RAM). Technology
dominates production and marketing strategies
in the early phases, because the first to offer
a new chip design may possess a near-monop-
oly—whether the chip is an innovative product
or simply an incremental advance. After intro-
duction, prices decline slowly as firms recoup
R&D costs by selling to customers willing to
pay premium prices for leading edge devices.
Eventually, other manufacturers enter the mar-
ket, forcing prices down—sometimes to a point
below production costs. The final phase in the
product cycle finds prices low, with many of
the earlier participants unable or unwilling to
compete; as a consequence, prices may even
begin to rise once more.

The competitive dynamics of the industry re-
volve around such factors, Some companies at-
tempt to be leaders, bringing innovative prod-
ucts to market early and capitalizing on the
higher prices they command; in the United
States, Intel has become known for this strat-
egy, which depends on heavy expenditures for
design and development—as well as abandon-
ing products when they begin to mature and
margins fall. Other firms manufacture a diver-
sified line of more mature devices, concen-
trating on process technologies as a route to
low costs. For such companies—National Sem-
iconductor has been an example—market pen-
etration is vital; as a result, they are particularly
vulnerable to import strategies that also empha-
size market position, Still other entrants par-
ticipate largely as a byproduct of internal op-
erations. Semiconductors may account for only
a small fraction of their business, but if they
use substantial quantities in their other end
products—as do Japanese manufacturers such
as Fujitsu or Hitachi—they may be able to sell
outside at low prices. Net revenue gained by
putting otherwise idle capacity to work then
makes a contribution to profits.

The vulnerability of the U.S. semiconductor
industry to foreign competition is therefore a
function first and foremost of technology.
American firms with the ability to be consist-
ently early to market with new products have
generally had less to worry about. Thus far,
most imports have been standard circuits—a
situation that could certainly change if semi-
conductor manufacturers in Japan or else-
where begin to design more innovative devices.
At the same time, there are real limits to a tech-
nology-based strategy. Incremental payoffs
from R&D may diminish over time. Although
new types of microelectronics products could
still open new mass markets, signs of tech-
nological slowdown have begun to appear. In-
evitably, the industry will mature, with greater
competition from imports a predictable conse-
quence: slower rates of technological change
make it easier for foreign firms to catch up and
keep up.

Industry structure is also important, The
high-volume merchant manufacturers in the
United States have coexisted with a fairly large
number of small firms for many years, the lat-
ter typically specialists filling market niches of
less interest to bigger companies, Structural
changes are underway in the domestic indus-
try, partly in consequence of heightened inter-
national competition, partly because the capital
requirements of advanced circuits make pur-
suit of VLSI difficult for small companies. The
changes are of two types, as discussed in pre-
vious chapters, First, diversified American cor-
porations are purchasing or merging with
formerly independent semiconductor firms.
Second, foreign enterprises are continuing to
take ownership positions in U.S. manufactur-
ers, Such marriages have occurred, on the one
hand, because foreign electronics manufac-
turers want quick access to evolving tech-
nologies, and on the other hand, because the
U.S. partners have needed infusions of capital,

How will these structural shifts affect com-
petition? As American semiconductor manu-
facturers become larger and more diversified–
in the extreme, merely divisions of powerful
multinational corporations—they will be less
vulnerable to price competition in particular
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lines of business. Such companies have the
flexibility to shift resources internally, to meet
the competition on a price basis, to invest more
heavily in R&D and in production equipment.
To the extent that American semiconductor
firms have had difficulty in financing expan-
sion, with possibly harmful effects for U.S.
competitiveness, consolidation should help,
Multinationals also tend to have “free trade”
perspectives because they depend on doing
business overseas, and are less likely to press
trade complaints. On the other hand, some
observers believe large firms to be less en-
trepreneurial and more cautious, and that con-
solidation will reduce the probability of innova-
tion, making technical leadership more diffi-
cult to maintain. While small firms will con-
tinue to exist—many new ones have been
started recently—structural shifts of the type
visible in semiconductors have characterized
the maturation of many industries; rather than
focusing on the supposed virtues and liabilities
of small and large firms, it is perhaps more per-
tinent simply to observe that they have dif-
ferent strengths and weaknesses in a given
competitive context.

More to the point in terms of trade policy,
what are the implications of greater numbers
of foreign manufacturers with active semicon-
ductor design and production facilities in the
United States? This tendency—particularly evi-
dent in recent investments by Japanese firms
to mitigate trade frictions-combined with uni-
versal foreign involvement by the larger Amer-
ican producers, has made semiconductor man-
ufacture one of the more international of the
world’s industries. Attitudes toward trade and
investment shaped by the traditional concerns
of domestic firms and their workers may not
fit the realities of such an industry. In micro-
electronics and computers, the notion of “our”
firms versus “theirs” is an oversimplification
when so many companies operate on a global
scale. Corporations engaged in bitter trade dis-
putes in one part of the world may establish
joint ventures elsewhere; cross-licensing is the
rule; firms cooperate with one another where
they see advantages to be gained, compete
fiercely under other circumstances. Such fac-

tors have no doubt contributed to the reluc-
tance of American semiconductor manufactur-
ers to press formal trade complaints against
Japanese exporters.

The old ways—erecting trade barriers to
shield domestic industries—can damage U, S,-
based companies quite aside from any possi-
bility of retaliation by foreign governments.
Texas Instruments produces 64K RAMs in Ja-
pan for export to the United States. In con-
sumer electronics, the OMA on color TVs from
Taiwan restricted shipments by RCA and Ze-
nith, both of which had substantial investments
there. Japanese semiconductor manufacturers
would quickly shift production to export plat-
forms—in many cases, the same offshore sites
favored by American firms—in the event of re-
strictions on shipments of ICs from Japan.
They would also move more production here.
When those affected include U.S.-based mul-
tinationals along with foreign firms having
significant interests in the United States, tradi-
tional protective measures become less prac-
tical, Such dilemmas have arisen, or are likely
to, in other industries as well—automobiles,
computers, possibly aircraft ,  chemicals,
energy, pharmaceuticals. Increasingly, firms
in such industries are tied by a multitude of
co-production and joint venture agreements,
irrespective of the locations of their head-
quarters, As a consequence, the “inside-out-
side” or “good guy-bad guy” distinction be-
comes a difficult one for policy makers to draw;
in such a world, trade policies directed to an
older order may simply be overrun by events.

In any event, the American semiconductor
industry has not attempted direct action to
staunch the flow of imports, much less with-
drawn to a protected position in the United
States. Instead, while continuing to lobby the
Federal Government, U.S. merchant firms have
moved boldly to maintain their competitive-
ness worldwide. This is one reason the in-
dustry’s leaders have been more vociferous
over what they view as unfair domestic sub-
sidies by the Japanese Government—and over
impediments to their own attempts to sell or
to manufacture in Japan—than over purely
trade matters, such as dumping.



From the viewpoint of American companies
that purchase semiconductors, the outcomes
of intensified competition have been beneficial:
a wide range of product offerings, low prices,
high quality. Would these benefits have fol-
lowed even if U.S. producers had chosen strat-
egies of trade protection? This must remain an
open question—but to the extent that other in-
dustries offer parallels, the benefits would have
been smaller and slower to arrive.

As the technological leads of U.S. microelec-
tronics firms narrow, and competition con-
tinues to mount, the industry’s support for
open trading relationships may diminish. Yet
American semiconductor producers cannot
back too far away from a free trade stance
without jeopardizing their own overseas in-
terests. Formulating equitable trade policies
will continue to be difficult, with a wide range
of interests to be balanced. A large fraction of
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U.S. exports and imports of semiconductor
products will continue to be transfers between
divisions of multinational corporations. Links
among U.S. and foreign firms will certainly
persist and may well strengthen. Trade policies
dealing with dumping or countervailing duties
are unlikely to be very relevant, if only because
of the pace of technological change—which
can render the products in question obsolete
before the proceedings have run their course.

Computers

The picture is similar in the computer in-
dustry. U.S. firms have been undisputed lead-
ers, with subsidiaries engaged in manufactur-
ing and marketing around the world. Imports
have been at low levels, even for personal com-
puters and peripherals-although this could
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certainly change. The consequence has been,
until quite recently, a virtual absence of con-
cern by executives of American computer
firms with U.S. trade policy except as it sup-
ports an open international trading environ-
ment or affects transfers of components and
subassemblies among subsidiaries. American
manufacturers wish to see items 806.30 and
807,00 of the Tariff Schedules preserved, but
dumping or escape clause provisions have sel-
dom attracted their attention.

Yet here too the competitive picture is chang-
ing. Foreign governments, viewing information
processing as vital to national interests, have
found a variety of methods for subsidizing local
firms, as well as an array of carrots and sticks
for encouraging American corporations to
transfer technology to local computer man-
ufacturers. 48 And again as in semiconductors,
foreign manufacturers have taken equity posi-
tions in American computer companies, in part
to acquire technical knowledge, The technol-
ogy gap between U.S. and foreign firms has
diminished in both hardware and software,
with several Japanese manufacturers beginning
to ship mainframe machines to the United
States either directly or in partnership with
American firms.

What impact will such developments have
on trade flows and on U.S. trade policy? Given
that competition depends on much more than
fast, reliable hardware, it is too early to make
predictions. Manufacturers must be closely at-
tuned to user needs; foreign computer firms
lag well behind American companies in their
ability to seek out and satisfy customer applica-
tions (ch. 5). This deficiency has not gone un-
recognized; other nations are devoting substan-
tial efforts to software, often aided by govern-
ment subsidies. Furthermore, countries like
Britain have always been good at software and
may provide a resource that firms elsewhere
can tap. The U.S. lead in software seems bound

—————
qeoverseas governments have used investment incentives to

attract American firms more actively in electronics and elec-
trical machinery than in any other industry. See The Use ofln-
vestment incentives and Performance Requirements b~r Foreign
Governments (Washington, D. C.: Department of Commerce, Of-
fice of International Investment, October 1981), p. 6.

to narrow, following that in hardware. The flu-
idity of market structures emphasized in chap-
ter 5 will leave room for aggressive foreign
competitors.

As a result of the subsidies for computer tech-
nology that virtually all industrialized countries
have employed, it is not hard to envision a sce-
nario in which these subsidies—as well as the
preferential treatment many governments have
extended to local producers—become the tar-
gets of countervailing duty complaints. If a
foreign firm benefiting from government lar-
gess were to establish a significant market posi-
tion in the United States, can there be much
doubt that American manufacturers would
seek remedies under U.S. law? After all, the
subsidies extended to foreign computer indus-
tries—albeit often rationalized on national
security grounds—have been even more visi-
ble than in microelectronics. What, then, might
be an appropriate response on the part of the
U.S. Government?

The issue raised—and repeated in semi-
conductors, communications equipment, and
other high-technology products—is that the ex-
isting structure of national and international
trade laws and agreements evolved in another
era; it was not designed with current varieties
of national industrial policies and subsidies in
mind. Countervailing duties were intended to
offset export subsidies such as rebates or other
payments contingent on sales to overseas cus-
tomers, Subsidized financing via export-import
banks has strained the system, Domestic sub-
sidies with indirect effects on exports scarce-
ly fit it. Indeed, U.S.-based companies maybe
among those benefiting from industrial poli-
cies in other nations. Antidumping laws were
drafted to counter explicit price discrimination
by foreign monopolists, often involving govern-
ments and/or cartels that encouraged exports
by charging higher prices to domestic than to
foreign customers. Until recently, antidump-
ing legislation was seldom called on where
price-cutting was extended to all customers,
domestic as well as foreign. Today, when
France subsidizes the development of commer-
cial aircraft, is it “unfair” if an American car-
rier selects such planes over those made by



Boeing? Or, more subtly, is U.S. support of re-
search into solid-state electronics as part of
military and space programs unfair—research
that, after privately funded follow-ens, even-
tually results in commercial applications?
Many other examples, in any number of coun-
tries, could be cited.

For computers or communications, govern-
ments have seldom proffered financial assist-
ance simply to foster exports, although this has
been one motive–a strong one in Japan. Rath-
er, governments have targeted the information
industry as vital to a multiplicity of national
interests. Subsidies have been generalized,
directed at industrial development over the
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longer term. The question for trade policy
becomes: As governments increase their in-
volvement in economic affairs—and indeed in
the actual operation of business enterprises—
what types of trade policies and agreements
will be needed so that participants can agree

that the terms of competition are reasonably
fair? This will remain a central matter for in-
ternational trade negotiations over the current
decade and beyond, While the Tokyo Round
trade negotiations addressed such questions,
the substantive changes in procedures embod-
ied in the new subsidies code are small, and
unlikely to have much effect.

Summary and Conclusions

U.S. trade policy has been rather consistently
oriented toward open international trade and
investment over the last half-century, In the
postwar period especially, the United States
took the lead in eliminating both tariff and non-
tariff barriers—by reducing its own restrictive
measures and pressing its trading partners to
do the same. Some parts of the electronics in-
dustry, notably manufacturers of consumer
goods like TVs and CB radios, have suffered
as a result. But if import competition has hurt
the manufacturers of such products, other sec-
tors of the U.S. economy benefited from free-
dom to export and invest overseas. U.S. trade
policy has helped American semiconductor
and computer firms become leaders in markets
all over the world. The exception has been
Japan; barriers imposed by European nations
have proved far less substantial, On the whole,
the open trading environment resulting from
successive rounds of multilateral negotiations
has helped the competitiveness of the U.S. elec-
tronics industry.

More narrowly, trade policy impacts in con-
sumer electronics have centered on longstand-
ing complaints over unfair practices brought

by American firms against competitors in the
Far East, primarily Japan. The response of the
Federal Government has been marked by de-
lays and interagency conflicts. Fifteen years
after the initial antidumping actions, the situa-
tion remains unresolved, duties uncollected.
The uncertainty created by this long and con-
voluted history has made life difficult for both
domestic firms and importers. To considerable
extent, as the shape of the industry has altered,
complaints over trading practices have become
moot. Orderly Marketing Agreements—negoti-
ated as an upshot of escape clause proceedings
unrelated to unfair trade practices-acceler-
ated what would probably have been wide-
spread eventual movement by foreign firms to-
ward assembly here. Plants owned by foreign
interests have replaced failing domestic TV
manufacturers. Meanwhile, the remaining U.S.
producers have moved some of their assembly
operations to low-wage offshore locations,
helped by provisions of items 806.30 and 807,00
of the U.S. Tariff Schedules. These provisions
—which allow tariffs on re-imports to be com-
puted only on foreign value added—have been
a target of labor interests. But if in some cases
offshore assembly can be considered equiva-
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lent to the export of jobs, in others transfers
offshore have been necessary to retain any
domestic jobs,

As tariff walls in many parts of the world
have slowly come down, the attention of both
private firms and governments has turned to
indirect and nontariff barriers. Ranging from
implicit subsidies for domestic firms to un-
cooperative customs inspectors, such barriers
pose much more complex subjects for interna-
tional negotiations—as the Tokyo Round dem-
onstrated. Some progress has been made, but
it is too early to tell how trade in electronics
may be affected over the longer term.

Among nontariff and indirect measures, sub-
sidies for economic and industrial develop-
ment ostensibly aimed at domestic objectives
are perhaps the most difficult case, along with
government procurement. As discussed in the
previous chapter, many nations have used both
types of measures consistently and aggressively
as elements of industrial policy—especially in
electronics. While progress has begun in open-
ing up government procurements, subsidies
will remain thorny issues for years. More and
more governments, for example, are resorting
to R&D incentives to support local electronics
manufacturers; inevitably, these function t o
some extent as export subsidies, even if this is

not the primary or avowed intent. While direct
impacts on international trade tend to be small,
the visibility of programs such as Japan’s joint
R&D efforts, or West Germany’s spending on
computer technology, draws frequent attacks
by businessmen and political leaders in other
parts of the world. The nations mounting these
programs consider them vital for economic de-
velopment; they will not disappear. As has
been the case with complaints over unfair trade
practices in consumer electronics, negotiations
concerning indirect supports and subsidies are
being overtaken by events; subsidies may in
some respects function like other nontariff and
indirect barriers to trade, but governments
seldom institute them for such purposes. Nor
do they view them as elements of trade policy.
They are seen as vital tools of industrial pol-
icy—policies developed in response to an eco-
nomic environment in which domestic and in-
ternational dimensions can seldom be isolated,

Negotiations aimed at reducing such subsi-
dies will make slow progress at best—indeed,
although necessary, they may finally be rather
beside the point. So long as governments re-
gard high-technology industries like electronics
as essential to industrial development and eco-
nomic growth, supports and subsidies seem
more likely to increase than decrease.


