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Thus, by 1929 the LS. publishers as well as the American mgnufac-
wrers found their growing foreign operations shaping their trade
preferences in the direction of frecr trade. o

lnira-industry debates regarding trade issues for the newsprint 1n-
dustry were limited in the 1920s. The central debate appeared to be
not over the extent of protection but over the best strategy for open-
ing markets. In 1ge1 this debate was reflected in lhf dxf{’eFem posi-
tions adopted by St. Regis and International Pa;?cr, St. Reg_ns felt the
best way to ensure open markets was through unl]ater'fil. policy moves;
International Paper viewed aggressive, retaliatory policies as most e.f-
fective. But even this muied debate over strategy was not evident in
tg29. By that time, the extension of all the major U.»S. firms’ opera-
tions into Canada aligned their interests and stratcgies on the tariff
issue. No internal debates over the industry's preference for free trade
in newsprint were visible at this pont.

Overall, the newsprint industry provides strong support .for the ar-
gument advanced about Type 1V industries. Having extensive and in-
tegrated foreign operations, the U.S. manxxfacture)‘s found Lher.nlselvcs
ded tightly to the inlernatonal economy, which m turn conditioned
their Lrade preferences. They consistently supported the dut'y-an:e sta-
tus of newsprint imports in the 1920s, despite the economic distress
they were experiencing. In addition, their support for open markets
increased as their foreign investment ties deepened in rhe late 1920s.
As this case suggests, extensive, integrated mulL?naLional operations
can pull firms away {rom preferences for protecton generated by se-
vere import competition and economic difficulty.

CHAPTER 4

The 1970s U.S. Case Studies

StXx AMERICAN INDUSTRIES in the 1g70s are examined below (o see
whether they fit the hypothesis that ipdustries with substantial links to
the mternational economy are less protectionist than more domesti-
cally oriented industries. even if both are facing serious economic dis-
tress. As in chapter g, each case study has two parts. First, the indus-
try's economic difficulties and nnport problems are discussed in order
1o document its a priori interest in protecting its domestic market. The
industry’s ties to the internanional economy are detailed at both che
industry and the firm levels, to allow classification of each case in terms
of the argumenc and to generate expectations about its preferences on
rade.

Second, the industry's preferences on trade issues, as expressed in
three arenas, are examined. In the 1970s, trade law, rather than the
wariff, was the major means of obtaining protection from imports in
the United Swates. Thus a central focus here 1s the industry’s activities
in petitioning and lobbying the relevant executive agencies —i.e., the
U.5. International Trade Commission (11G), the Department of Com-
merce, the Department of the Treasury, and the office of the U.S.
Special Trade Representauve. Another consideranon is each indus-
try’s involvement in Congress, especially its testimony concerning the
GATT negotiations of the Tokyo Round and other attempis to intro-
duce trade legislation. Finally, the industry’s internal poliueal divisions
over trade issues are discussed. The focus is on divistons among the
firms und the effects of these divisions on the industry’s politcal activ-
ities. A survey of these three arenas provides a comprehensive picture
of our dependent variable—the trade preferences of the selected
1g70s industries and of the firms within them.

Case 1: FoorwEAaRr

The U.S. nonrubber footwear industry experienced tremendous eco-
nomic distress and decline during the 1970s. Factory closings were nu-
merous, with over goo U.S. factories shut down between 1968 and
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1983.* Total employrment in the industry declined each year, and its
profitability also suifered badly.?

The footwear industry was also besieged by imports. Its rate of in-
crease in import penetration was one of the highest among U.S. man-
ufacturers between 1971 and 1978.% Morcover, import penetration
surged 111 percent between 1968 and 1976, and 54 percent between
181 and 1984.4 In absolute terms, nonrubber footwear imports ac-
counted for 21.5 percent of U.S. consumption in 1968 and for 5t per-
cent in 1979.5 Because of this foreign competiton and economic dis-
tress, the footwear industry was likely to seek protection.

In terms of us ties Lo the international ecanomy, the manufacture
of nonrubber footwear was a Type I indusiry, lacking significant ex-
ports and multinational operauons. In all aspects, its trade depend-
ence was lhnited. Its net trade balance became increasingly negative in
the 1970s.5 While imports as a percentage of domestic consumpuion
surged during the decade, exports never moved bevond .05 percent
of domestic consumption.> U.S. producers of nonrubber footwear
were never successful exporters, At the same time, they expericnced
their keenesl competition in their home market from foreign prodac-
ETS.

The U.S. fooiwear industry had little multinational production. lts
direct fureign investment was small, about $55 million in 1977.® Its

This casc caners only nonrubber footwear (sic §143 and g144). American Footwear
Jndustry Assocviabion (hercafter avia), “Nonrubber Footwear Facte Sheet” (Wishingilon,
D.C.: aF14, Deccinber 2o, 1983): U.S Dept. of Commerre. Bureau of the Census, 1974
and 1959 Arnual Swrvey of Manyfartoes (Washinglon, U C - GPO, 1976, 1983): John
Mutti and Malcolm Bale, “Output @i Employ:ent in a "Lrade Scusiive” Sector: Ad-
justment in the U.S. Foorwear Induscry.” Weltwe ticheftiches Archive 117 (1981):353. U.S.
Internstional Trade Conunission (hereafter .5, 17¢), Footwear Invesigalion, Ta-201-:38,
pub. no. 790 (Uebruary 19771, p. A-10; V.8, rTC. Foot-mp Insshgaron, Ta-261-7, pub no.
758 (February 1976), p. L-q4.

* U.S. Depl of Co:rmerce. 1974 and 1979 Annual Swrvey of Me  trcinrec; Michia) Szen-
Herg. Jobu Lombardi. and Eric Lee, The W-lare £ffecss of T 2 0 inictions: A Case Study
of the U S. Footwrm Indiustry (New York: Academic Press. 1g77). pp. 2-4, Muni and Bale.
“Qutput #ad Emplovment,” pp. 153-54.

<15, Diot. of Commerve, U S, Commodity Fxports and Iviports as Relaled to Quipnut, 1976/
75 and U.S. Commodity Exbo: ts and Inj.orts o5 Retetid la Owipid, 1677136 (Washinigton, D.C.:
GPO. 1979, 1982).

AF A, "Narirubber Footwear Fact Sheet '
+U.S. Dept. of Commerce, U.S. Commudin Fxports ind Imports, 1976/75 and 1957/56.
¢ Ibid.

7 [bid. .
417 S. Dept. of Comuerce. Bureau of Econoriic Analysis, unpublished dawz prinwout.

Tha data is for the wwo-digit s1c leather and leather products sector ¢ overstates the
amount (or the footweas ndustry
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ratio of fqreiglm assets Lo total assets hovered around 4 percent, un
}changed‘ since the 1960s.¢ Whatever multinauonality existed dici no;
involve integrated global operations. Of footwear producton don
abroad by U.S. firms, litde was exported back to the United States ‘g
The largest irms, however, did develop into major mmporters into Ll'ae
u.s. ma}'ket after the Jate 1970s.  Some of these firms beganl offshore
production; others simply bought from foreign producers. By the
carly 1980s, the international ties of these large Airms had bec-om}e i
portant and were often their primary source of profits. Overall hom'-
ever, the multinational position of the LS, footwear industry w;ns rﬂ:l-
atively small, despite the dependence of the larger firms on forei
sources by the 1g80s. ° e
Two gther aspects of the indusiry affected its trade policy prefer-
ences. Firse, the industry was relatively unconcentrated. It conysi]:(ed of
almost a thousand establishmen(s in the early 1g70s.'x Most of .Lhese
hrms were small and privately owned.'s The industrv was homogene-
ous; most oflil.s firms were similar in structure and /possessed f;gw if
any, anrernational des. This made political cooperation easier O;)l'
the largest had any interest in the international market, and onl» afte?'
1980 was [h.i.s of any consequence. Second, footwear I;)'odlnctioyn was
‘]abor mtensive and not technalogically dynamic.’s This made adjust-
ing to foreign competition difficult. Lict)e technology was availabfe L
reduce the industry's jabor intensiveness, and most firms were ;
small w afford any large innovations. The U.S. footwear roducuio
experienced great import competition over the decade, lacEed imZ:

lla!lODd‘ ties and llad h[dc ablh[y O ad use this “fl(:f, nev (()]III)EU'
' t St to l
.] v

I;T:-S];)gffl. of Commerce, 1972 and 1977 Evli rprise Stabistics, (Wash'ngwn, D.C.: GPO,
- ol;(.l:;lsl.l,a;’;lg’j:e, unpublished data and appendices,” used in Lavergne, Political Econ-
"' Interviews with ana and EC Exaraples are Melville, Endicott-Johnson, and R, G
Berry. all of whom left 1" 5. manufaicuuring for bnporting and moved w 1h v rom
por o evina lrom
s, e, Footwear Investgotion. 0. 758, 1976, :ppendix c-83.

[IL' Footwrar Imdusiny (Payis: orep, 1976); S7enbery, Lombarci and Lee Wel-

Jure E , Drade Re cietions, pp. 3-15; Murt and Bale. “Output and melmmcr\.t !
359, U - TTC Faotiaras ynvestigasion, no. 758. 1976. anpencin c-8g. - P

B For figures ou fasor intensity and R&D, sce U.S. Dept. of Corruerce, Ce. v
u/.a(!mw, 197y (Washington, D.C.: GPO, 1983); U.S. DepL of Commcrcc‘ Cr;.x::::{;vfa"'
ufacturcs, 1972 (Washingion, D.C.: GPO, 1976). [n gent- :l. see u.s. rrc ;:no('(- or }I et
Igalwn. 80. 758, 1976. pp. a-71, A-751 ORCD, Fontuear badusiry; David Yof:ﬁc ‘b\fd :""S"
in the Footwear Indusiry,” in Amercan Ladustry in Inlcmano;ml Competation .C(; Jl;s “2;“‘
man and Laura Tyson (New York: Cornell Uiversity Prész, 1983), o 32,5-2;;J0 noT



106 Chapter 4 + 19708 U.S. Cases

The Dependent Varable

The central political issue facing the U.S. footwear industry in the
19708 concerned imports, especially the Tapid, disruptive adjustment
problems they caused in the U.S. market. As the level of imports rose
over the 1g70s, the industry became increasingly adamant in its at-
tempts to gain protection. Its activities in pettioning the rrc, in lob-
bving Congress, and in developing a unified industry position dem-
onstratcd the intensity of its desire for restraints on imports. By the
early 1980s, however, this consensus for protection had begun to
break down.

The industry was very acuve throughout the 1970s in pressing the
Jrc and various execulive agencies for relief. Between 1974 and 1978,
footwear manufacturers, workers, and unions petitioned the 1TC ap-
proximately 355 tmes.’ Although the majority of these petitions -
333—were for trade adjustment assistance to individual workers or
firms, the remaining 22 nvolved industry auempts o reccive escape
clause treatment or 1o have antidumping and/or countervailing duties
imposed on imports.'¢ Of these cases, the industry’s three petitions for
escape clause action, which demanded greatly increased tanff rates (or
quotas) on all shoe imports, deserve special atention.

The first of these escape clause petitions was filed in 1970 at the
urging of President Richard M. Nixon. This pelition, one of the first
concerted actions by the industry as a whole, was motivated in part by
the surge of imports following the Kennedy Round tariff cuts on foot-
wear duties implemented in 1968. U.S. foolweur manufacturers,
smarting from chese rising foreign sales, began demanding a repeal of
the Lariff cuts and voicing strong opposition 1o any new bill granting
the President authority to reduce tariffs in muliilaieral negotiations.
To calm the industry, President Nixon instructed the rre- -then the
UsTC—t0 investigate whether the taniff cuts had indeed allowed im-
ports to hurt the domestic industry. This escape clanse investigation
produced litle, After months of inquiry, the Tc was evenly divided
on whether the industry was being injured by imports. Under the laws
then in etfect, a split decision meant the President was not required to

do anything, which was exactly ihe course he chose."?

The President's inaction surprised and upset the footwear industry,

= Judicth Guldstein, unpublished daa. used in her *Reexamination ol U.S. Commercial
Poliiy.”

v 1bid.

1 Yoffie, “Adjustment in the Footwear Industry,” p. $53: David Yofhe. Power and Pro-
wcetronrsm (New York: Columbia University Press, 1933), p. 172; Porter, Presideniial Dear

sion-Making, p. 159; AFIA interviews
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a‘nfi.unwi[tingly goaded it into an increased number of diversified ac-
tivities to r§alize its demands. In addition to its efforts to shape trade
iffitiélror;flncionrﬁxzsﬂil:gtl:lti"early 19705, the ipdusuy .ﬁled a large
. ! Yy complalnts agamst various fOrClgn
mam_llfacturers, including the Taiwanese, South Koreans, Brazilians
Spanish, and Argentneans. After months of investigaton and no ﬁnai
determination, the footwear industry, through the American Foot-
wear Industry Association (aF14), decsded to sue the U.S. government
over the delay. Just prior to the lawsuit’s resolution, however, the
Trelasury Departmenl announced countervailing duties against B)razil
Spain. and Argentina.'? ,
The imposition of these duties and the pressure exerted by the U.S.
g:0vcrnmem 1o get ltaly to “organize™ its shoe exports to the United
§lates met only a small part of the footwear indusiry’s demands for
import relief.'s In 1973, the industry was once again pressing fot es-
cape clause action. 1n this pettson the industry revealed its preference
for glnbal relief, calling for a stringent tariff-rate quota based on very
low import levels. With new procedures for U.S. trade law by then in
Place, the 17¢ quickly investigated. Despite finding unzmimo)uslv that
imports had injured the industry, it remained divided in its recom-
mendations for action. The case was sent o the President, who was
authorized 10 make a final decision on the form of relief granted. The
footwear industry expended substanual efforc lobbying groups within
the executive branch in order to affect the decision. President Gerald
R. Fox.‘d, with the support of the office of the Special Trade Repre-
sentative ('STR), and the Treasury and State departments, refused to
grant ithe industry the aid it desired; instead, he authorized only trade
ad’ustment assistance to workers and the monitoring of footwear irm-
ports.:
‘ This denial of rebef prompted the industry to turn to Congress. Us-
ing their leverage as “impartant consuwents,” especially of varous
ngnhcastcrn legislators, footwear manufacturers presseé the Senate
Finance Committee to have the 1Tc begin a new escape clause invesu-
gation. Lhis petition, initiared in 1976, was similar to the preceding
one. The 11¢ investigadon, in {act, produced almost the same conclu-

‘.’ Porter, Prevderiial Decision-Maknoz. pp 150, 1\88; US 10C, Footwar Investiganon. no
~L¥0 1977, P A3 ARLA Nt views: Ralpl Omian, * The Clandestine Negouat on of Vol-
untary Restraunts on Shoes fvom; Italy.” Comell Intermational Law Journal 6.no. 5 (1974,:6-
1t ‘

® Ot “Clandestne Negotiation of Resuramts,” pp. 6:)9, AFIA in(erviews.

w Porter, Presidential Devicion-Making. ch. 5; AFIA inlerviews; Yoffie, "Adjusument in the
Footwear Industry,” pp. §36-38: ©* 8. 11, i'votuear Invistigation, no. 558. 1976.



108 Chapter 4 - 19708 US. Cases

sions as before—a unanimous finding of injury f.ror.n imports and a
split decision on recommendations for Telléf'. This u’me the case was
sent to President Jimmy Carter. 1hough the lndusl.ry-s preference for
a stringeng, global tariff-rate quota persns_ted‘ negotiations between Ll_)e
industry and the administration, in parucular, Wll%l Roben Strauss in
the str office, resulted in agreement on a less restricuve and yet globz.xl
formula for relief. Carter decided to lirmt imports of shocs.by negoli-
aling orderly marketing agreements (oMas) with two key importers,
South Korea and Taiwan. In addition, the footwear mdustr).' claims,
Strauss agreed to ensure that limits (or “caps”) were negotiated or}
both exports to the United States from oiher countries an.d eXports o

close substitutes for the nonrubber footwear controlled in the omas.
These promises, intended to prevent circumveniion z?f Llhe.OMAS. were'
never acted upon by the administration. Thus, the llml.LS.lnlpOSf}d by
the omas were avoided by the exporting firms. AlL‘hough import rates
slowed during the omas’ four vears, the foth ear industry did not ob-
1ain the degree of protection it inially desired.”! .

More recent petitions to the rtc by the industry h%ve al§9 failed. In
t981 President Ronald Reagan rejected the md!Jery s petition for ex-
lension of the omas: all import reliel was terminated mAjune o.f that
vear. The industry’s allegations of unfair trading pracuices against a
number of developing countries were formalized in an JTC peution n
1982, which was subsequently dismissed. In January' 1984, .thc lnd}ls-
v filed its fourth major escape clause action, once again seeking
ht}\ighl.ened tariffs on all footwear imports.*

During the 1g70s, the industry expended a great deal of effort 1‘101
only to obtain import relief through (hel 1TC, but also‘ to shape C.(')“g‘ €s-
sional legislation on trade ssucs. Fach time a trade bill was C()‘Ilsldered,
the industry lobbied and 1estified. Its effgrLs were espleoally jntense in
the early part of the decade, when virious trade bl'lls enablmg the
President Lo negotiate reductions in tariff and nontariff barners were
under consideration, and in the late 3g70s and early 1g80s, when the
industry organized a congressional caucus.

In the early 1g70s, the industry lobbied 10 ensurc that shoes wo\.xk_l
be treated specially in any mululateral negotiations to rgduce 1aritfs

:1 Yoffie, "Adjustment in the Footwea Indusay.” PP _-1_35-,_;6: Yolfie. Powerland“Py?te;_
fomsm, pp- 176-94: David Broder, "The Case of the Misirg Shue-lmport Oplion.” Wash-
inglon Pas!, July 2219777 APIA inerviev e, LN rr(.'.. Faotwear Ir.-vu-;\!.vg(:mrf,l no. 794. ls?l?»f

« Chrisioplier Mudison, “The Troubled U S Footwear Industs _]s ]\](_Zklll;.{. lor ﬁple
from lmports.” National Journal. February 5. 19838, pp. 283-85. AFLA TlEVICWS: AY1A4.- e-
dtion for Relief ©nm Imports of Nonrubber lcotuwcar under Section 201 of the 1 ade
Actof 1974" (Washington, D.C.. aF1a, 193.9).
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and thac the U.S. trade laws would be rewritten so chat the costs of
seeking import relief would be reduced. In 1970 and 1971, 1he shoe
indusery worked to obtain promises of quotas in the legislaton on
trade reform. In the Trade Bill of 1971, known as the Mills Bill, the
House Ways apnd Means Commiuee drafied legislation granting im-
port quotas to shoes as well as to textiles and apparel. Footwear would
thus have obtained the special status that texules and apparel had in
their exemption from mululateral tariff-cutting negotiations.*s but this
never occurred. The initiation of the escape clause action by President
Nixon i1 1971 alleviated pressure on Congress to devise its own aid
for the footwear industry. Moreover, the dentise of the Mills Bill in
the Senale meant that nothing was done for shoes. 4

Durtag consideration of a new trade reform bill in 1973 and 1974,
the footwear industry continued to prefer exemption {rom the tarifl-
reducuon negotiations and the development instead of a program of
import controls similar 10 those an exdles and apparel in the Muldfi-
ber Agreement. The industry’s efforts to realize this goal were largely
fruidess.*s But pressure from the footwear manufacturers, as well as
{rom other industries, did help change U.S. vade laws. The alterna-
dves to the existing laws favored by the indusiry included easing the
conditons required for finding import injury in escape clause cases,
forcing the President to act on cases where injury was found but relief
recommendations were divided, 'providing congressional review of
these presidential decisions, and placing time limits on investigations
of trade petitions.*6 Many of these changes were adopted in the Tracle
Act of 1974. L'his act also contained three amendments designed spe-
cifically 10 help the industry by Senators from the shoe-sensitive New
England area. These excluded certain footwear from cse status, au-
thorized presidential negotiations of special \rade agreements on foot-
wear, and forced the Treasury Department to impose countervailing
duties on footwear if investigations showed such violations Lo be oc-
curring.?? These actions did not give foolwear the special status it de-
sired but did lean in thal direction.

3 Yoffie, "Afjustment in the Tootwear Industry™ p. §45: Oman, “Clandestine Negoti-
ation of Restraints,” pp. 6-10; [ M. Des:ler, Making Fovergn Ecoror Polny (Washington,
D.C.: B:ookings Insutution, 1980). p. 187; AFIA interviews,

“1 1bid.

-3 Desuler, Making Foregn Economic Policy, pp. 187-8g: Aria interviews.

A 1A INLETVICWS,

‘7 Desder. Making Foreign Economic Policy, pp. 187-8Bg, AFla interviews; House, Ways
ard Means Commutee, Taade R forme, wearings, ygrd Cong., 157 sess, May 1975, pt. 1.
csp (Geucrulized Sysem of Prefcvences) is a syatem by which developing countries can
get preferental access to the markets of developud countries.

oy
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The next burst of congressional activity by the footwear industry
occurred in the late 1970s. In 1979 the industry’s pressure once again
helped to generate changes in U.S. trade laws, which ré"dl..lCCd the corc.cs
of gaining import relief. ‘I'hese revisions included shifting authority
over anliaumping and countervailing duty investigalions from the
Treasury Department to the Commerce Department, one more
friendly to domestic industry.s The footwear industry also used its
industry sector advisory commiltee in the Tokyo Round negotiarions
of the GATT to ensure that any taniff cuts on its products were minimal
and reciprocal.® The industry also developed a formal congressional
footwear caucus, comprised of Senate and House members sympa-
thetic 1o the industry's demands. This caucus was used Lo ensure that
proposals opposed by the indusiry were not included in the Trade Act
of 1979. Today it provides a major source of pressure on the 1T and
sTR, and thus on the President, to take heed of the footwear industry’s
demands for import relief.s

Wwe have seen that the U.S. footwear industry, beginning 1n 1970,
worked (hrough numerous channels in its moun(ipg efforts to real_ize
its objective of global relief from import compemign. A's a cohe_su-'e
political force, the industry was increasingly determined in its cftores
as imports surged and economic decline accelerated. Politically, the
jndustry was organized into lwo opposing associations. U.S. manufac-
wrers of shoes operated through the American Footwear Industry As_-
sociation, which was the central force behind the industry’s 1TC pet-
tions and its congressional lobbying. Ln fact, the aFra did liulle in the
19708 besides pursuing the industry's desire for ir»nporf relief. The
problems posed by foreign competition were clearly its primary preoc-
cupation over the decade ! A

The ar1a’s decision making ou trade policy revealed a domesucally
oriented industry, fairly united in its desire for import protection. Par-
Licipants in this decision making report chat few, ifany, lelSlons.arose
over the association’s pursuil of import relicf. Unammons sentnient
for such action among Lhe association’s members, which inc]udcﬁ ?Il
the major U.S. manufacturers, is claimed.3¢ One assodiation otficial

~Senate, Finance Committee. Subcom:mtiee on [nternational Trade. Pravate Advrory
Comizistee Reports on tie Toivo Round of the MTN, hearings. g6th Cong., 15t s¢>+, 1979, 1SAC
0. pp- 164-Bu: AFIA inlerviews.

- Senate, Prrvate Jifuisory Ciommiitee Reports, pp- 164-66.

© AFa, Penttion for Relsf, Madsor, "Traubled U.S. Footwear Industry”; arty me -
views, .

¢« Madicven, "Troubled U.S. Footwear {ndustry”, AFIa inleTviews.

@ ayra mte: vicws: Yofhe, "Adjustment in the Tootwear Indusiry. pp. 227-35: Yofhe,
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said, “It's easy to form policy in this industry because all the manufac-
turers make most of their profits and have most of their capital in-
vested in the US market; so they know they have (o protect that mar-
ket first.”ss

The industry's unity and preference for import relief was thus re-
lated to its industrial structure. That few firms exported shoes, that
most forcign markets were closed 1o U.S. fooiwear exports, and that
few of the {irms were muliinational meant that the domesuc market
alone was of crucial importance. The weakness of these lies to the in-
ternational economy fostered proteciionist sentiment, which in turn
inhibited the development of internatonal ties.s

The primary opposition to the aFIA was led by shoe importers and
retailers in the United States, organized in the Volume Footwear Re-
tailers’ Associalion (vFra) Representng large importers like Matsu-
shita and retailers such as Sears Roebuck, the vira consistently opposed
the AF1a’s attempts to obtain escape clause relief. The vira tesufied
against the AFIA In JTC investigations and in congressional hearings.ss
The vERA's opposition to restrictions on imports resulied from its
members' tes to the international economy. As large-volume footwear
iwporters, these firms did not want their supplies reduced and/or
prices increased, which would be the likely effect of increased trade
barriers. The vFra was increasingly supported by 2 group of firms that
were also members of the aF1a after the late 1g70s. In 1the 1980s, large
firms reduced manufacturing capacity in the United Stales and moved
oftshore, either manufacturing or simply importing. This movement
abroad prompted changes in their political interests and activities.
Many resigned from the aria and became active in the VERa, thus be-

Pouwer end Protectionum. p. 174, has suggesied greater tragmentation of interests within
the indu=::y. He po.nts out that a small core of large firms in the shoe business weye
extremely profitabic in the 1g70s and thus had litde nterest in the trade issue. The-v
firs pait relatively small dues to 1he AFta and lent litde support to its politcal activities.
The fact that (he largest US. manufacturer, the Brown Shoe Company, Lestified on its
own scverzl domes Tor escape-clause reliel in the mid-1970s, however, c¢halicnges ¢has
claim,

2 AMIA Sriterview.

4 AFIA inte- views, One «xampic of this latter pheno:xen: oizurred the late 19708 At
this tme, severa) footwear manufacturers attempeed Lo move producton offshore. thus
reducing costs by importing cheaper nonrubber shoe uppers for indusion in heir com-
plete shoes. 'L his move was vigorously opposed by the aria and by somie of its meribers,
who in return sought to have the imported uppers classifiad and taxed under the much
greater Laiff duty for complete shoes. Although hindered.by this controversy. the off-
shore operations have continued.

© AFIA Interviews, Madison, “| roubled U.S. Foouwear Industry.”
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coming opponents of import barviers.s¢ Indeed, the gl.'owing divc.r-
gencc of these large firms interests from the AF]AiS position was a crit-
ical factor enabling President Reagan (o deny import relief to the
industry in 1981.%- Thus, jt appears that firms chose belween Athc two
associations according in part to their degree of integration nto the
international economy. Those producing or buying abroad jom.ed the
vra and resisted efforts to close the U.S. marker: those whose nvest-
ment lay primarily in U.S. manufacturing facilities sided with Lh§ AF1A
and perceived closure of ihe market as their only means of sull'vwal.

Although divisions within the footwegr induslry became mcreas-
ingly evident after the late 1970s, the majority of U.S. foot\w?ar man-
ufaciurers sided with the aria. This zroup spent much time and
money trying 1o secure relief from foreign competlition in all polilical
arenas. The aFia sought global protection against \Mmports. It resisted
reductions in its tariff levels and pressed for strict tariff-rate quotas on
all imports. Furthermore, its preference for a closed American shoe
market grew stronger thronghout. the decade and prompted increased
activity toward this end. As imports surged between 1968 and 1976,
the industrv devoted more and more resources to this: politucal bautle.
Overall, the industry’s strong preference for protection of s home
market resulted from its manufacturers’ dependence upon this home
market and their Jack of ties o the international economy.

Case 2: MacdINE TooLs

The U.S. machine ool industry experienced rising economic difficul-
ties during the 1970s.* From a strong, if not precininent. interna-
fional position in the 1960s, the industry lost its comparative advantage.
In its higher technology product lines. the industry was challeuged by
west German, and was later overtaken by Japanese, makers of ma-
(hine tools.3e in its older, more standardized products, various newly
industrializing countries (N1cs) captured world market shares from ch.e
U.S. firms.+* The U.S. industry began losing both world and domestic
market shares ta these foreign compe!itors: Imports as a percentage
of domestic consumption doubled between 1970 and 1977, while
the US. share of world exports fell from 23 percent in 1964 (0

 [nterviews al ARa and EC; see exasles oited in note 1 above.

37 Interview at EC. . _

> The study involves only the wers-eutting sector of the machine ool industry (su.
43541) ) )

w Busino Week, October 5. 1981, np. 26-27: Fong. "Export Dependence,” pp 134-55,
180-B5: Business Week, Seplember 1. 1980, pp. 68-70.

w0 Busin-we Week. February 5. 1979, pp. 25-26.
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7 percent in 19774 From its long-standing position as a net exporter,
the US. industry was reduced to a net importer by 1975.¢* This loss
of world leadership in technology and export performance was a cen-
tral indicator of the industry’s fundamenial economic problems.

Signs of the industry’s economic distress were widespread in the
1970s. Declining employment and proftability showed the decelera-
tion of growth from the 196os.4* In addition, the number of Girms in
the industry dropped from the late 1560s to the mid-1g70s.44 Employ-
ment, profitability. and the number of firms all moved cyclically over
the 1g70s, but they generally closed the decade at a Jower level than
they started it.

The U.S. machine tool industry also encountered an import inva-
sion during the 1970s. Imports surged from $126.1 million in 1g70 to
$1,027.6 million in 1g7g.+5> Import penetration rose from 7 percent 1o
14 percent between 1970 and 1077, increasing at an average of g per-
cent annually over the period.«é After 1977, import penetration con-
tinued rising al a rapid rate, reaching 27 percent by 1981 and 45 per-
cent by 1985.12 Within the industry, it was imports of lathes and
machining centers that grew the most.+*

The production of U.S. machine 1ools was a Type Il industry
throughout most of the 1g70s, It had a strong export position and a
small mulunational pasition. After 1977, however, it was moving from
‘Lype Il toward Type [—becoming a much more domestically ori-
ented industry. By the early 1980s, its multinationality was receding,
and its exports had fallen.:»

# 11.8. Dept of Commerce, U.§. Conunodits Exporls and Imports, 1976/75, and 1977/76;
The Competitive Sialus of the U S Machine Too! Indusrry (Washmgion, D.C : Natwonal acad-
emy Press, 1984). pp. 8-g.

4+ Ibid.

45 U.S. Depe. of Commerce, Census, 172 (Washinglon, D.C.: GPO, 1976); National Ma-
chine Tool Builder=" Associztion (8NMTeA), Econsmic Handbook of the Machme Tool Indusiry
(Washingten, D.C.: NnTRa, 1982), p. 63; Fong, “1 xport Dependence” p 186; Compehirr
Stalus, pp. 21-28.

« U.S. Dept. of Commerce. Census, 1952 and 1979; NM 1A, Econoine Harndbook. pp. 62-
6y,

 NMTBA, Economic Handbook, p. 146.

¢ U.S. Dept. of Commerce., U.S. Commudily Exports and Imports, 197675 and 1577/76

@ VYT, February 3, 1986, p. p-2.

8 nwrBa, Econuide Handbook, pp. 146-54.

% Tie aggrezate data (o the U.S. Depl. of Commerce in 1972 4nd 1977 Enterprise
Statictus and In 2§ Dueet Iueamment Absonid 1977 (Washingion, D.C.: GPO, 1981) all
poiat o this conclusion, as did the namea .nterviews, Firm‘level data in Fong, “Expor:
Dependence,” and Compentrre Statv: on hyms or samples of the industry as well as evi-

dence in The Amevican Machmat. tor the Jate 16765 and early 1980s. point to this conclu-
en
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The industry’s international rade posttion was favorable during
most of the 1g70s, although this changed afier 1977. The industry's
net trade halance was positive, but decreasingly so, until 1977. Lt be-
gan the decade with a 8142.1 million trade surplus, which turned into
a deficit of $g0.6 million in 1977.5 The industry’s export position re-
mained strong throughout much of the 1970s. Exports as a percent-
age of domestic production of machine tools reached a relatively high
17 percent in 1g70.>' This percentage fell over the decade, slipping to
L2 percent in 1g77.5 The machine Lool sector’s positive net trade bal-
ance and strong export posison therefore mark it as a Type 11 indus-
try in the 1970s, although mwoving 1oward Type I.

The industry bad an average foreign investment position and a
sinall but increasing amount of multinational-related trade. The direct
foreign investment of the whole machinery sector was $51g million in
177, $704 million in 1979, and 8862 million in 1981.:3 As a propor-
uon of total indvstry assets, the foreign investment of the industry was
J2 percent In 1g7e, rising 10 16 percent in 1977.5 Earnings for the
industry’s foreign subsidiaries, as well as their rewurn on capital, rose
slightly.”- The value of foreign trade conducted by the U.S. machine

# U.S. Dept. of Coramerce. U S, Commodity Exports and Impoiw, 197675 and r977/76.
These figures gve an accurate picnive oi s ade dalance since trade for rsus stems
RuG.0 and 80%.00 was negligible, at least until 107%. Sce = 5. 1TG, Lrowomis Faciors Affecting
the Use of Ttens 8o7.00 arnd 80430 of the Tan)) Schedules of the U.S., pub. no. 339, Septem-
ber 1g970: v T gt Tyends o TSUS liems 806,30 and 807,00, pub 0. 102q. |apueary
1980; and U.s. e, Taryy Hems 806 30 and Sag o, U'S Imporis for Consumption, Spucified
Viars, 1966-7g. misc. pub., June 1g8o.

- S, Dept. of Comnerve, 0.5, Comiradity Expor's and fmporis. 1976/75 and 197776

# Ind.

3% See note 49: these spgregate-level data are for the vinrire nonelearival machinery
industry (chree-digit 16 level: and thus should be used cautiously, s:nce they dilter sub-
stantially from rust the metal-: ntdng grichine tool secwor. See also U.S. Dept. of Com-
meree, Bureau of Evonomic Analy-is. unpublistied di.t: jrimtout, 1934,

= U.S. Dept. of Commerce. 1972 and 1977 Enterprse Stotistics. Other data show alas ger
figuire, ahott 36 prient of all covporite assets; sec Tterral Revenue Service (1rS), Statis-
tes of Iﬂ.mm:‘——l97.’-7$. Iuevnanonal Income anid Tuixes, U N, Corpomations ond Thor Con-
© " d Furagn Corpovations (Washingion, D.C.: GPO, 1g81). I'hoagh these date cagpest a
[ multinatian. ! position, olher sources forusi1ig more marrowly on only the metal-

iz
mactine tool sector vieid rurch smalier estimates. For sance, data lor hive of

cutti
the s gest firms in the sector seveal in 1673 an average ot 148 pricent for their foreign
<ot compared o total assets, a figure about half that reported in some of the uggregute
dz1... Sce Foong. "Export Dependence.” p. 176,

» U.S. Dept. of Commerce, Burcau of Econetaic Analvais, anpnblished dica princoot,
1984: U8, Dept. of Commerce. Bureau of Econvwiic Analysis, U Duedt Inzestnon!
Abroad, ;456 (Wasungton, D.C.© GPO. nd) and U.S. Direet Inuvwsiment Abroad. 1957.
Other sources differ on the airecton of change in this sector’s multinational puviton. At
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ool multinati ' i i
ultinationats was small byt increasing.s> Foreign operations of

;}:, LlJl.S. méchinery group were not geared to supplying the U.S. mar
 they were largely used to service he markets in which lhe.vAoper-

Sever. i

e al other points should be noted. First, the industry was rela
¥ unconcentrated. It was com | .

. osed of over five |
although its leading ej ’ ereamred frms
g eight firms accounted f 5 i :
oeough . gh or 47 percent of its pro-
Coction.® The}x?duszrx was homogeneous, with trade relationg spriad
€ hany of its firms. Second, the U S, machine tool bujlders were

::(;rfg;a)l( cg:tr::)]e(;z)..d"rhe U.S. ﬁ;ms introduced Nc machines in the
‘ 'd not sell widely until the 1g970s.58 By the .
19703, however, the U.S. indusery h i ological » e
Cemputer-controlled ¢ [ecl)nol<l>gya(ci::(::s)t l'::c;e&?cr::;gtllillad;ar‘nage.
Jagan was overtaking the United States in this area. B ffftlh:‘-?lnd
(1)9 o:j}:;e Jap.anesc were recognized as the leaders in C:J)(: techenoL
thgey.ind is tapld.loss of US technological superiority helped explain
usiry's quick transition from a dynamic exporter jn ¢
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. L . For in-
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nancing.4 bast-West trade was important because the Communist,
Lastern bloc countries were among the largest and most eager con-
sumers of imported machine tools. Emerging from the Cold War pe-
riod, the U.S. government had retained stringenc restrictions on all
high technology and nauonal security—related exporis to these Com-
munist conntries. In 1970 all machine tool exports o them were con-
trolled.¢> The U.S. machine tool bullders for the most part opposed
this and claimed that, because all other Western bloc states had much
less stringent restricoons, the Communist countries obtained the re-
stricted items anyway.® The U.S. industry wanted to participate in this
burgeoning export trade. Thus, it lobbied to have most favored nation
(MFN) status conferred upon the Soviet Union, to have lists of re-
stricted export products (both U.S. and cocom lists) reduced, and 1o
obtain export financing for sales to the Eastern bloc.™
This activity was successful in the early 1g70s. The U.S. list of ve-
stricted machine tool products was cut in half, and trade with the So-
viet Union surged.™ In 1g70, U.S. exports of machine tools to the So-
viet Union were valued at §6 million; in 1975 they rveached $go
million.”» The Soviet Union had becorue one of the three primary ex-
port markets for the U.S. industry. With passage of the Jackson-Vanik
Amendmentin the Trade Act of 1974, however, the industry’s export
sirategy toward the Corimunist countries ran into trouble. “This
amendment made MFN status for the Communist countries condjtional
on their emigraton policies and effectively denied MFN status to the
Soviet Union.? The amendment’s effects on the industry were first
felt in 1976, when U.S. exports to the Soviet Union dropped to $48
million.s' The machine tool builders had worked hard (o obtain
greater access to these loreign markets. Their inability to increase ex-

ports to them alier 1976 produced new concerns over import penetra-
tion in the Umted Staes.™

S NMTBA interview; Fony. “Expor: Dependence.” pp. 21216, 22.4-29.

UM B interview; Fong, “Expors Dependence” p. 210.

"NMTBA witerview; Flouse, Ways .nd Means Committee, Subcommittee on y'rade.
Cavses untt Consequences of the US. Trude Dejit « a Devloping Problems i U.S. Exports.,
hearings tor November g-4, 1373, g5th Cong;.
42

" Ibid.; Fong, “Expori Dependence.” pp. 20g-211.

e Fany, “Export Dependence,” p. e11.

* House. Ways .nd Mcans, Cawes of the Trade Defiait, p. g1

© Destie, Makimg Foreign Economic Policy, pp. 161-6¢2; Fong, “Export Dependence.” pp.
247-19: Competitive Stalus, p. 42 . -

» Heuse, Ways and Mesns. Causes of the Trade Dy oal, p. 421, Fung. "Fxport Depend-
ence,” pp. 2474

* NMTBA INLETVICW.

. 1977 Cr»m}».‘l!{mg Sialus. pp- 51
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away from (ree trade, as it began complaining about Japanese firmg’
tactics.

In late 1977, during congressional hearings on the causes of the
U.S. trade deficit, the U.S. machine tool builders began voicing com-
plaints about Japanese imports. These objections concerned dumping
and subsidization of exports to the United Stales by Japanese firms.
The U.S. manufacturers charged thar the Japanese were using unfair
trading pracuices 10 seize U.S. markel shares.?s

At the urging of the chairman of the congressional Committee on
Ways and Means, the industry decided to file a formal complaint with
the rrc.® This unfair trade pelition was never actually filed. The in-
dustry’s political association, the National Machine Too! Builders’ As-
sociation (NM1Ba), publicly announced its intention to form a commit-
tee to develop anudumping charges against 1he Japanese in December
1977.% The Japanese responded immediately to this threat. They an-
nounced price increases on their machine tool exports to the United
States and a government plan to “screen” machine tool export levels.®

The U.S. industry then charged the Japanese with reactivating cheir
machine tool cartel 1n order to undercut the U.S. builders’ com-
plaints.®s Just as the NM1BA was preparing to file its charges with the
yTc, however, the U.S. Juslice Department began antitrust proceed-
ings against the NMTBA, subpoenaing and impounding all of its docu-
ments. The Justice Deparument mamntained that the NMTRA was acting
collusively with the Japanese, seeking to control imports in order to
raise machine tool prices.®s This antitrust proceeding ended the in-
dustry's atteropts to file its unfair trade petition. For the next two and
a half vears, it batiled the Justice Department instead of its import
problems.”s

After termination of the Justice Department mvestigation in 1981,
the machine tool builders remirned to their concerns with Japanese
imports. This tinie, however, the industry chose not to involve the
NMTBA. Instead, a single Airm, Houdaille Industries, decided to take
action. With the support of the U.S. Special Trade Represeniative,

* Housc, Ways and Means, Cawses of the Trade Defiru, p)y. 382-438.

& [bid., p. 39:: Fong, "Export Deprndence,” p 170 NMTBA 1nzerview.

> Awmercan Machbust, Jarvary ©g78. p. 5 NMrea interview.

B Amevican Machivid, Jar cary 1978, p. g5, and May 1978. p. 45; Fong. “Expcrt De-
pendence,” p. 171,

S Amerscan Machinut. May 1978, pp. 5. 13; NMTBA interview; Fong, “Export Depend-
ence.” pp. 171-72.

+ NMTBA Interview; Fong, "Export Dependence,” pi 17172,
- Ibid.
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Houdaille filed its complaint against the Japanese in May 19812.. Ch;:‘;%-
ing thai the Japanese were employing all.sorts of unf?jxrdtractreg [lfresi_
iices (o “target” the U.S. market. Houdaille requesFe ,]?‘ Drest
denl respond by denying all purchasers Oij_lapzm?sc: ac 1:;1(.\‘{’ _
1ax credit for Lhis investment.® Although innovative, Houdaille's pe
it iected in April 1083.%7 ‘ .
m?ii::;i E? March lggg, the NMTBA ﬁl§d 1ts OWN ‘comp‘lalr\;»wi_u'h ?}“Z
yre. This time the industry was demanding global import rehe Sl:m :
form of a quota limiting IMports t0 17.5 percent of domestic corll1 em;;ﬁ
tion, and no longer simply selective reliel irom LheJaPanes_e L r .Of
The xnina filed its charges under the national security provision
U.S. trade law (secuon 232). which a.l\ows the P}*&s;d_ent 1o lmpo:e,el\rﬁ-.
strictions on products vital to the national security of the country. A
machine tool exports had been controlled in the 10708

- se ‘ v
B o th " the industry was trying

due 1o their “national securily inplications,’ dus Y
now Lo use the governmem's own argun?en(s o obtm;l nnpo;:(; Lm',e
This petition demionstrated the industry’s cleParLure .ro‘m‘al i,mcma-
position, which was not unexpecled, given 38 deterioraung

ional Lrade position. .
llO’rllzliw politiﬁa] divisions among U.S. .machine tool manu{acx;elr;lré
the 19708 were minimal, or at least highly o.bsc.ure.'Desplfe ' 'menil
number of firms and their diverse economic suuau?)ns,A ,e“ |‘L ol
divisious over irade issues surlaced.®® I.n Rart, the builders uml '\cli es
1o the mternational economy—j.€.. their high lcvel.s of exportsan o
multinationality—accounted for this lack 'of dl\«'lSl.().ll. But 1111 ?s‘
stemmed from the XMTBA, their wcil-cstabllsbed politcal ;fssoc'l.auorll .
Created in 1g02. the NMTBA had long orgam.z,'ed cmfpcrz'n_ln.onl ‘;,m}?avg_
the industry’s firms i order o prevent, or mitigate, ils cyC u:a‘ ‘ ‘c“ o
ior.2* The RMTBA rcpresemed over four hundred firms. go Pucdufair'
the industry. [ts policy-making procedures appeared opet an ;

: g ‘Peut President of the US.
| W, wlle Industries, ‘Pediion to the :
- aniTha interview: Houdille : . _ . :
i3 ) I: the U.S. sTr for the Exercise of Prosidentivl Discregon Authouzed by Section
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T GMTBA interv.ew: U.S ITC, Conipretitae Maexsment, puh.ro 142 p- 35 ' 1
I Arrm aQummary of the NMTEA’S Section » 52 Vetition,” Ovtoter 1g8: NYT, july 5.
B D-25 NMTHA fNLCTVICw: U.S. (7C. Competiva e Assinymel piab. no. 1328 p. 335
N eran i i was eventually given to the industry through the nego-

0 NMTBA Interiiow. Py ‘ \ ind: ih the nego;
jall f voluntary export res Nt accords 1 1986; sece Well Stveel Journad. ‘
liation of voluntary e

20. 1086, Novembr'r 21, 1986, November 24, 1936, and December 17
cember 17. 1986.
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at Haebess Wegnner, The U.S. Machine 7ol Industry from 1900 10 1650 (Cambridge MIT

Press, 1g6B), p. 74, NMEBA Interviews Fong. “Export Dependence.” pp. 159-02
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,
and consensus building seemed essential.2* Its policy-making bodies
tended to include spokesmen for all segraents of the industry, thus
suggesting its positions were representative of the entire industry’s
preferences.s In general, the NMTBa was able to present a unified in-
dustry position on trade issues in the 1g970s.

The vMTBA's expressed preference for {ree trade and its acuvities in
support of exports and trade liberalization in the 1g70s seem to have
represented a consensus position. In any case, no machine too) firm
spoke out against the NMTBA's position. The only jndividual effort by
a machine tool builder was the 1982 trade petiion by Houdaille In-
dustries. Although this firm was less multinational than other large
firms in the industry and thus perhaps more likely to take action
against imports, its petition was evidently supported by much of the
industry.9+ Because 1t was worried about renewed Jusuce Deparunent
antitrust action if it tried to collect the data necessary tor the suirand
because the suit was focused on a few narrow product lines, the NMTBA
refrained from involving itselt in the Houdaille case, even though it
tacitly supported the action.®> Furthermore, the associaton had its
own petition to file. which demanded global relief and was supposedly
supported by “every single hrm ir the industry.”s®

The trade policy prefercuces of the U.S. machine (ool industry were

focused on freer trade and export promotion during the 1g70s. Much
as one would expect of a Type [l indusuy, the machine tool builders
were most concerned with access to foreign markets and were willing
1o open their home markel up in return for grealer access ahroad.
The industry acted upon these preferences and resisted the pressures
{or protectionism emanating from its economic difficulties and rising
imports during much of the 1g70s. By 1978, however, changes in Lhe
machine (oo) builders’ economic situation were registered n their
trade policy preferences. As thejr ties to the international economy
weakened and their competitive advantage---in the form of a superior
technologv—eroded, the induscry embarked on a more protectionist
course, turning away from its support of trade liberalization and its
concerns with exports. The machine ool industry’s attempits to obtain
import relief in the early 1980s were a mufestation cf’its weakened
international economic ties.

narsaivterview; Fong, "Exoort Dependence,” pp. 160-62.
NNMTHA ILtETViEW,
S 1bid.
bl
bl
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Case §: SEMICONDUCTORS

The U.S. semiconductor indusiry had grown throughout the 1g50s
and 1g6os. but the 1g70s, in contrast, was a turbulent economic pe-
rtod. Foreign competition, especially from japan, eroded the U.S. in-
dustry’s hold over both jis own and world markets: import penetration
in the United States surged. and the U.S. share of world semiconduc-
tor exports (ell by over 12 percent.9” Direct foreign invesunent in the
United States also skyrocketed from a mere $4.7 million in 197; 10
$515.3 million in 1979-“* Most of this investment was by large West
Euvropean elecironics companies, who acquired smaller U.S. semicon-
ductor firms. Thus the U.S. industry faced a double challenge from
foreign producers: rising import penetration by the Japancse and
growing foreign invesument by the West Europeans.

Far-reaching technalogical changes also swept the semiconductor
industry. By the early 1g70s. the industry had begun selling its third
wave of new products: large-scale integrated circuits (1sr).» This
group of products was introduced even more rapidly than previous
generations.’® The accelerated development was largely due to the
increased foreign compelition. japanese companies produced new
versions of Lsy circuits in quick succession, {orcing the U.S. firms to
behave similarly and thereby thrusting them into development of their
fourth generation of products, the very large-scale integrated circuits
(visy).’o* This rendered the indusiry increasingly volatile.

The economic distress in the U.S. semiconductor industry caused by
these challenges was highly cvclical. Problems were worst in the pe-
riods {rom 19Gg o 1972, from 1974 w0 1976, and from 1978 to 1g83.
Reversing its sieadily increasing trend, employmént in semiconductor

o This case covers scriconduciors 5 dv'mee s code ;674. U.S. Depl. of Com-
incree, [nternational | rade Adminis ticn (1TA). An Avwoament of the Competibven-sa m
U.S. High Techrology Indsisirdes (Was  3gron, D.C.> GPO, Pebruary 1983), p. 45.

*us. 17C, Competitive Factory Influrvinng World Tr 2 in Jnteveated Civeuits, investigation
Nno. 332-1490. puB. no 1013, Noverber 1954, pp - 7-30.

%Y. 8§ Chang, The Trawfer of Technole  Tiie Ecoromitee of Offshore Assemily, U1Tar
report no, 11 (New York: United Nanor 70, pp. 57 LS. Dept of Commerce, A
Report on bi: U.S. Semicomidirctor Indiestry (W hington. D.C.. Commerce Dept., 17935 Mi-
clicel Borrus, Jumes Millstein. and John Zvsman. “Trade nd Developme: in the US.
Semiconducior Irdustry.” in Amerscn. Indic iy Internationet Covipention, d. Zysman snd
Iysen, pp 1;53-66.

v Jolv Titon. Tie huoinational Dyfviion of iihnoivgy. The Case of Semcondurtors
(W 1. D.C.- Brookings Institution. 1951), pp. 19-48; Chang, Transfer ¢f Technol
e P T

1 Ba..us, Millstein, and Zysmen, “Turide in the Semiconductor Industry” pp. 18-

248,

Semiconductors 129

prod‘uc(ion rose and fell throughout the 1g70s.1¢ Protitability was also
volaule, falling between 1g6g and 197z, between 1974 and 1975, and
betweep 1978 and 1979.*3 Thus, while not a period of absolu::;ec11-
laAr. decline for the industry, the 1970s were a time of increasing insta-
bility and severe cyclical disiress. ;
Import penetration of :he U.S. markel rose on average between g
a‘nd 4 percent per year from 1971 10 1g77. From g percent of domes-
uc supply in 1970, imports rose (o 22 percent in 1977, In absolute
terms, the value of imports surged from $167.7 million in 1970 1o
$1.340.8 mill.ic?n in 1977.*> In addition 10 its economic difﬁm;]nes
tht.zn compeution from imports grew constantly, making the induscr ’
2 likely candidate to seek protection. -
U.S. semiconductor production was a Type 1L industry iy the
1g70s. [t had extensive multinational and intrafirm trading operations
a‘n.d substantial export activities. The industry’s internacional If:ade o7
stion was mixed. Without adjusting for jts own offshore aSSCmrli))W
trade, L.h? inclustry had a net rade defici) through much of the decade
apd a risimg proportion of exports relative 1o domestic production, s
Since offshore assembly trade was significant in this induscry howev‘er
.Lhesc figures must be adjusted 10 eliminate double coumi;):g.“‘5 Mak-,
ing ll.lese adjustmenis reveals that over the decade the net trade bal-
'ance In semiconductors was positive, aILhough decreasing!v $s0." The
industry’'s export position, after adjusting for offshore ‘trade also
s_hows a steady decline. Exports as a percentage of domestic r:)duc-
uon fell from a high of 21.7 in 1970 10 19.5 in 1977 and 10P1~ 2 in
1979.'** Thus, the industry’s international trade position ove’rl the
1570s, when adjusted for its offshore assembly operations, reveals a
dechnlr.]g trade surplus and a strong but declining export position.
. .The‘mdustr_v had a substantial and growing foreign investment po-
sition in addition to a well-developed system of multinational trade
mostly in the form of offshore assembly. This direct foreign invesl:

‘s LS. Dﬁpt. of Commerce, Conens, 1972, U.S. Dept. of Commerce, 1979 Annud Sur-

vey of Munnjacturss; v s, 11¢, Competutr::c Factors. , '
FUS. e, Competitive Foster., P 33

: :bsj Dept of Commerce, U.S. Commodsty Exports and Imports 1976/75 and 1977/76.

"8 s aTC, Competitive Factors, p. 16.

7 Grunwild and Flamm, Glota! Ferior. pp. 7374, 108.

“* U.S. Lept. of Commerce, U.5. Conanodity Exports und {niports 1526i75 and 10:9/76:
Crunwald and Flamm, Gloiai Fartory, pp 84, 108, for adju_\-llul hgures, Without r:x.c :d—
Justme nts. exports of ~cnncanducors as 2 percent of domestic production grew jrregu-
-arly over the 1g70s; the percentage increased from 6 in 1970 (0 35 in 1974 and then
d:opied to 33 in 1977.
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ment position grew during ihe 19708, as did th magnitude of this
foreign investment relatve the mdustrg.;’s total investment. For the
electronic components sector, the proporuon ot fqrelgn assels to total
assets rose from 6 percent in 1972 10 24 percentin 1977, a very §ub-
stantial figure.**s In addition, the earnings of Lhesle\ foreign operauons
were healdhy and important for the industry. ' Trade related Lo the
semiconductor industry’s multinational operations also was sizable.
Foreign subsidiaries produced subs(anual amounts for export. In
1977. these exports back to the United States accounted fo.r 32.4 per-
cent of foreign subsidiaries’ total sales.>* All. (olq, the ser:n_lconduct‘or
industry had a subs:antial and growing multinational position and in-
wrafirm trade network dunng the 1970s. » .
These extensive imternational ties, unevenly dis&ribu.ted in the in-
dustry, were concentrated among the largest eight or nine producers.
Moreover, of the top eight firms in 1978, two of the Jargest were the
most mulrinational: IBM and Texas Instruments. These two _posscjssed
widespread foreign producuion and intrafitm rading operations.
Only they had plants operating in Japan.™* The olther leading pvo-
ducérs—Molorola, Fairchild Camera, National Semlconduc‘tor, l.mAeI,
Mostek, and Advanced Micro Devices—were less involved in this in-
ternationalization of production, although they did possess some for-
1gn operauons.''s
elgT:opaddi[ional features of the industry should be not‘ed. First, the
nature of the industry’s international ties was different from those of
many other industries because semiconducto.r producers engagcq
heavily in offshore assembly operations, in which components fabri-

5 1.8, Depl. of Conimerce, 1472 and 1977 Entevprase Stahsics. 1Rs, Statistics of Income—
1974-78. shows the (otal .ssets of U $.-conuintled foreign corporatians as a pereentage of

! ! N g Toe -
their total U.S. parents’ assere was even higher, §1.8 percen” in 1974. This figure 15 for

the wu-dhgit sic devel or ' e than just the semiconductor industry.
LS. Dept. of CGox ree. & 8. Dueit Toovonent AL '—1966 and U.S. Derect InUEft—
ment Abroad—r1¢77 These datu are suggestive. since the for cacl prrind are at dif-

regation

tcr‘s‘nlllfi(::f:uzliljﬁi, t;eir MOFA (majoritv-owied forvizn affiliates’) exporis 1o Lhe L{m(ed
States a5 a percentage of (iv MOFAs” toral sales were §1 7 pereent :u 1977, Da(i;,.f;‘l.he
four-digil src level indicate a very suable increase i the value of U.S. Q(I)rel_qn Sl..l 's|—13hr.
les’ expoits o the Uniled States as a po:venlage ol weral 'Sl:l'ml.‘o.l'ldl.l(.lun' LI’IE)[I)]'Y-S over ( .el
1g;50¢ Rising from §8 percentin 1966, MokA expurts (o the Unltvd' States ru.lam.e .110- 1_:)]1(_1‘
impor-s reached 86.8 percent in 1977 Se¢ Réal Lave: gne, unpublished data. vye:l m iy
Polrtzcaf 11 wmemy of U.S. Tariffs.

e Electroeic News (hereatter EN), March 13, 1978. p 08; EN, Deivber 12. 2977, p.
6: Borrus. Millstein, and Zysman, "Tradc :n the Semicond actor Industry.” p. 175; Seir-
iconducior [ndustry Association (s1a) inlerviews.

s 1bid.
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cated in the United Staies were exported to foreign subsidiaries for
further processing and then retrned to the United States for final
assembly and/or sale. This worldwide inwegracion of production dif-
fered from mere exporting or the establishment of {foreign production
facilities to service local or third-country markets. This trade tied firms
lightly to the international economy and made them sensitive to trade
barriers, since the heighlening of these barriers could destroy their
global network of production and sales.

Second, the U.S. semiconductor industry was relatively concen-
trated. Though populated by many firms. the largest four accounted
for (1 percent of all domestic shipments in 1977, and the largest eight
for 6o percent.' These fitms were divided into two separate groups,
which increased concentration within the industry. Among these top
eight, the 1wo Jargest -IBM and Western Electric—were “captiye”
semiconductor producers, producing only for their own consumption
and nat for sale in the marketplace.'*s Captive production was com-
mon in the industry, accounting for over 5o percent of all domestic
shipments.® )

The noncaptive, or “merchant,” U.S. producers of semiconductors
were numerous but dominated by three or four firms, who controlled
60 percent of the shipments of merchant semiconductor devices.''?
The leading firms were Texas Instruments, Motorola. Fairchild Cam-
era, and National Semiconductor. Afier these four were Intel, Mostek,
and Advanced Micro Devices.''® These top seven merchant producers
were the domestic industry’s economic and political leaders.

The Dependent Vanable

During the 1g7os, the trade policy preferences of the U.S. semicon-
ductor industry were gradually shaped into explicit demands for
grealetr openness of markeis worldwide. Earty in the decade, the n-

11 U.S. Dept. of Commerce, Conrentraion Rotios m Manufacturing (Washingron, D.C.:
GPO. 1977); Chang, irunsfer of Technology, pp- 11-12: Douglas Webbink, The Semuonduc-
tor Industes: A Swrvey of Struchwe, Conrtuct. und Perforivnee (Washington, D.C.: FTC, 1977},
pp 18-28; Borrus. Millstein, and Zysman, “Trade in the Semiconductor 1ndustry,” pp.
155-63. The op cight U.S. producers in 1478 were 1BM, Western Electric, Texas Insiru-
ments, Motoroli. Faivchild Carnera, Nution:l Semiconduceor. Intel, and Mostek.

s Borrug. Millstein, and Zysman, “"[rade in the Semiconductior Industry,” pp. 150-67;
v.s. rrc, Competutive Facluys.

s 1T, Competitive Faclors, p. 25

1 Chang, Transfer of Technolagy, p. 11

"8 Borrus, Millstein, and Zysman. "Trade in the Semiczaductor Indosuy.” pp 156-6%;

Bustnsss Week, September 10, 1979, v 86-87; Business Week, October 22, 1970. pp. 127-
28
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dustry did not possess a trade policy of its own. Instead, working
through the political organizalion for the electronics industry, the
Electronic Industry Association (Eia), it quietly supporled efforts to
reduce tariff and nontariff barriers (NTBs) at hhome and abroad."? In
addition, the semiconductor producers followed the association’s op-
position to repeal of T5US items 806.30 and 807.00 and to the protec-
tionist Burke-Hartke Trade Bill> As foreign, especially Japanese,
competition rose over the )g70s, the semiconductor industry initiated
its own activities (o deal with these trade issues. Even in this later
phase, when the semiconducior industry leaders were threatening to
nse U.S. trade laws against the Japanese, the U.S. semiconducior pro-
ducers remained primarily concerned with securing greater access Lo
the Japanese market. Their strategy was L0 employ the threat of de-
manding trade restriciions in order to induce greater Japanese will-
ingness to negotiate tanff and ~nre reductions.'** As would be ex-
pected of this type of industry, the semiconductor producers were
interested primarily jh maintaining and/or increasing the openness of
their home and foreign markets.

In the 1g70s, despile rising import levels, the semiconductor indus-
trv did not seek protection through the primary avenue available, U.S.
rade law. Some producers did. however, tacitly vse these as well as
put pressure on the President to achieve their liberal aims. Only two
trade petitions to the 17¢ were filed by the semiconductor industry in
this period. One, submitted in 1976 by a small firm, Sprague Electron-
ics, charged the Japanese with dumping capacitors. This petition,
eventually rejected by the 1mc, had liude if any industry support and
concerned a first generation product.’* The other petition, which
concerned unfair trading practices and 3s discussed n greater detail
below, was never actually filed.

Though the industry did not formally charge the Japanese with
(rade law violations, it did use the threat of filing such charges (o re-
alize its preferences for greater access (o the Japanesc market. Toward

. the end of 1976, a group of merchant producers started complaining
about Japanese trading practices, as the Japanese began to corner ma-

fncIa inte: views SiA interviews; House, Ways and Means. Trode Reform. 1973, pPp-

3216-78 )
10 1bid. 1~Us-Tariff Schedule of the United States.
o gia interviews: SIA. naltonal Mirroelacvonics Challenge (Cupert:no, Calif : sta,

1981), 514, The Effect of Goue i Twrgeing on the World Semeonductor Industry (Cuper -

‘ine, Cahf.: 514 1983).
15 EN, November 3, 1976, p. 28: sia interviews; Judith Goldstein, unpublshed data,

used in he: "Riexamination of 11,5, Com:werdal Policy.”
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jor portions of the world and U.S. market in large-scale memory in-
tegrated circuits, especially 16x and 64k ram devices. The U.S. pro-
ducers charged the Japanese with export subsidization, dumping
argeting, and nonreciprocal trade behavior.':* In part, these comi
plaints arose from the surge of Japanese imports into cthe United
States; however, they were also generated by the U.S. firms’ inability
to penetrate the Japanese market. At the time, U.S. tariffs on semicon-
ductlors averaged only 6 percent, while the Japanese tariffs were 12
percent.'*s Moreover. U.S. foreign investment by the meychant produc-
ets in the Japanese semiconductor industry was limited to one major
investment by Texas Instruments.'*s The U.S. firms felt that this situ-
ation was biased against them.

After circulating these complaints and establishing cheir own indus-
ury organization, the Semiconductor Industry Association (s1a), sev-
eral leading merchant producers—Intel, Motorola, Advanced Micro
D_evices. Mostek, National Semiconductor, and Fairchild Camera—de-
cided that the s1a should develop an unfair trading practces (section
301) petition against the Japanese in 1978 and 197g. These sta mem-
bers hoped to use the case to scare the Japanese into adopting fairer
trade practices.’*" The association, however, ran into opposidon over
the petition from both the U.S. government {1he office of the Special
Trade Representative, in particular) and, most importane, other sem-
iconductor and computer firms. The U.S. government, or at least the
exe_c_ut.ive branch as represented by the sTr, opposed the filing of the
petition because il was worried aboul another political confrontation
with the Japanese government.'*7 Certain U.S. semiconductor firms
opposed it for two reasons. First, captive semiconductor producers,
like IBM and Western Electric, and computer manufacturers, like
IBM, DEC, CDC, and Hewleit-Packard, bought a substantial portion
of their semiconductor devices from Jupanese producers; they feared
such a trade case would disrupt their supply of Japanese imports.'#3

' EN. Apnl 18, 1977, pp- 1. 4: Us. 1TC, Competiivi¢ Fuslors, p 6o; Borrus, Mil s(eip,
and Zysman, “Trade in the Semiconductor Industry”; sia. International Microelectronics
Chalienge, House. Wavs and Means Comrirtee, Competitive Factors Influencing World Trads
in Semsconductars, e ngs, gbth Cong., 15t sess., November 3o, 197_0‘ pp- 7I4~76A

r-:a E:\‘-'. April 18, 1977, pp. 1, 4: SIa InlErvicws; LS. ITC. Campetit;w Factors; s1a, Inter-
aationet Microelernie Challenge; s1a, Effeet of Government Targ:timg.

= N, March 14,1978, p. 66: 7V, December 12, 1977, p. 6: Borrus, Millstein, and
Z\'srpan. “I'rude in the Semiconductor Industry.” p. 175,

~E81A ilevviews: sta, Intmational Microelearonis Challengr: sia, Effect of Government
Torgenmg.

=7 SIA INtErviews.

8 1bid.; u.S. 1TC, Competitive Faclors.



128 Chapter 4 - 19708 .S, Cases

Second, some firms, like Texas knstruments and 1BM, had major selm-
iconductor production facilities n _]a!:)an; I_h?}’ were cgncerned UE-l;
the Japuanese government might retallate.agamst ll}e.lr investments 1f
the United States pursued the case.*® Facing opposiuon from. parts 0
the U.S. government and from the leading mult\smfxuona\ semiconduc-
tor producers, the s1a decided not to file the unfair trade case. ‘

The s14 did decide o use the threat of such a case (o realize its firms
preferences for greater reciproaty in L.5.-Japanese trade. e Agl"ef-'
ing to this strategy, other major SCmICO{ldUCLOT p}'odllcers,' (Snam ‘,
{BM, joined with the association in 1979 in pressuring the L'S. gov-
ernment (again mainly the sTR and the President) to apen n.egonauo‘ns
with the Japanese to accelerate the tariff cuts and ensure 1‘\11plem.cn-
tation of the w18 codes developed in the Tokyo Rounc.!.' ! 1 h? United
States and Japan began these semiconductor negouauons m_ 19&2
largely because of the s1a’s prompting. In 198§, the ]Japanese .(gAt ce
(o accelerate their ariff reductions. The negotiated agreement called
for harmonization of U.S. and Japanese semiconductor tarift rates at
4.2 percent, beginning in 1982.'s* Further pressuce from the US .m-
dustry led o the resumption of these negotialions in 1983 to elimmate
all 1ariffs on semiconductors in the two countries.’s3 _

In addition to these negotiations, the sta pressed the LS. goverr-
ment Lo ensure greater Japanese compliance with the Tokyo Round’s
NTB codes and, most important, to obtain J:\pzm's agreement on open-
ing up the country’s telecommunications industry, comrolle‘(.l.by Nip-
pon Telephone and Telegraph, to the procurement of for cign sup-
plies.'s» The negotialions were initiated and evemu:ally resulted in a‘n
agreement acceplable to the U.S. industry. l.n fact, in 1981, M(?Loro 2
won the first foreign contract ever from Nippon Telephone.'s: The
514 maintzined that none of these inivatives to red%xce trade bzfrners
would have occurred or been successful withoul its threaicning to

vt sia imterviews: EN, March 13,1978, p. 66 For suggestions about the lixclihood of
Japanese relzlintion. see EN.Mav g, 1977.P- - o _

\+ 1A IMEErviews: SIA, Intemetimal Al rogltrtranres Chablenges U.S
SIA on lavestigation no. 332-102,” May 30-31.1930; EN, Marvh =8, 197
18. 1077, Pp- L. 43 ENL July 2t 1978, - 1. o

W s A interviews: SIA, (nterational M veroelnctronies Cha
Lefore the House Ways and Means Commitiec,’ Decemnber 15, 1831,

e lestumony of the
7.p- 1. EN, April

Henge: Alex Lidow, *Tesumony

1t g1 interviews.

s 1bid.

v Iid.: s1a, Int nadionn] Microglectronics Ciilengie: rony :
House W= and Means Commiliee,” September 13. 1980, George Scalise. “Testhmony
befo ¢ the House Ways and Means Commiuee.” July g, 1g31.

'35 Washington Pest. Fcbruary 26. 1981, p. B-1.
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launch an unfzir trading case against the japanese. Furthermaore, it
claimed that the trade case was just a means to realize the industry’s
actual preferences for greater openness in markets throughout the
world.’s¢

If a first consequence of the sya’s pressure was these U.S.-]Japanese
efforts 1o reduce trade barriers. a second consequence was the imiua-
tion of an investigation of the integrated circuit industry and its trade
by the 1Tc in 1979. The $1A’s numerous complaints and testimony to
Congress abour the Japanese threat in 1977 and 1978 prompted the
lawmakers, in particular the House Ways and Means Committee, to
request an investigation by the 1tc.'s? This action was intended 1o ap-
pease the s1a and to increase pressure on the Japanese to adopt recip-
rocal and fair trading practices. The sta's attempt at using the U.S.
trade laws against the Japanese prompted a Autry of activity in the
execulive and lcgislative branches that eventually resulted in the re-
ducuon of tarifts and NT8’s between the two countries.

After 1982, increasing economic distress and nmport compeution
generated renewed activily by the merchant semiconductor producers
on trade issues. In the mid-1y80s the sia and several fivins filed trade
complaints against the Japanese that charged them with dumping,
subsidization, and patent infringement.'s® The firms did not seek im-
port restruints as a solution, however. Racher, the irms once again
resorted 1o the strategy of using these pelitions to force the japanese
0 open their market and to hall their unfair trade activities.*s® These
complaints did oot mean the semiconductor manufacturers had
turned protectionist. They revealed the industry’s keen and continu-
ing interest in seeing Japanese markets further opened. Not all of the
firins supported these trade petitions. Once again, the most jnterna-
ional producers—IBM, Texas Instruments, and Molorola—opposed
some of these activities.*s® The si1a's complaints, nevertheless, got a
great deul of political attendon, and the U S. government initiated its
own investigation of the industry.'s' All of this pressure resulted in
19806 in the negotiadon of an agreement between the United States

136 STA inter views.,

oS, e, Compelitnze Factos: THouse, Ways and Means, Cowipetitive Factors.

138 Businesy Week, July 1, 1985, p. 28: NYT, june 5, 198x; N¥T, Jone 14, 1985: VYT,
June 16, 1985; NYT. Septemnber 26, 1985; The Economist, August 24, 1085, p. 6g. Wall
Street Jronad, September g0, 1985,

o Brusmess Week, July 1, 1983; NYT. Jupe 14, 1985.

' Romald GutHeicn, “"Why Prowdtion? U.S. Corporate and State Responscs (0 a
Changing World Economy” (Ph.D. dissertation, Univenity of California, Berkeley, 1987),
ch. B.pp. 33-34.
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and the Japanesc to monitor Japanese semiconductor export pres
and to allow U.S. firms a larger piece of the Japanese market.}+*

In Congress, the industry's aciivity during the 19705 went (brough
three phases, in all of which their interest in trade Il.berahzauon was
maintained. These activizies paralleled their efforts with Lhe. executive
branch. In the early part of the decade. as already menf)oned, the
semiconductor indusiry was not very active in Congrgss. When 1t was,
it operated through organizations representing a wide spectrum of
electronics industries, such as the E1A and the WEMA (\Nest.ern Elec)-
tronics Manufacturers’ Association). The semiconduc‘tor mclustr)l,'s
general disinterest in political issues at lhi:: time was'cwdem fror.n jts
lack of political organization. When the industry d']d»CO‘nCEl.'D‘ l.Lse]f
with political maaers, 1t supported the larger assoclauons posiions,
which generally advocated freer wrade. On Lh(? key trade issues of ‘the
early 1g70s, the semiconductor indusiry gave us.5u.pport to 1cs'ﬁlauon
to begin a new round of multilateral (}rade negodations (t}m Trade Ac;
of 1974) and opposed the protectionist Burke-Hartke .B'ln aml.r%‘pe.a
of Tsus items 806.30 and 807.00.'12 The industry’s polirical acdvity in
Congress prior to 1976, although minimal, was congruent with 115 in-
terest in open world markets. N o

The industry’s second phase of congressional activity, begfnmug n
1976 or s0, coincided with the founding oi.' the s1a, which will be dis-
cussed in more detail when the industry’s imternal debates are exam-
ined. Created primarily to deal with trade issues, the sta pressed its
case in Congress, voicing its complaints about the Japanese (o generate
pressure on both the US. executive and the Japanese government.
The sta thus Lestified extensively on Capitol Hill bel‘rveer.\ 1976 and
1979 and began transforming its grievances inito legislative propos-
als.' 1t N

“Che third phase of the industry's congressiona! activily saw a returrE
10 explicit support for freer trade anFl a .l)roaclenmg of the a‘genda for
aiding the industry. This phase, begimning arour?d 1979 01 1.980, co-
incided with the s1a’s expansion o include large U.S.and [o!‘elgn mul-

linationals engaged in the semiconductor and compuier businesses. As
already discussed, the new multinational mcm'bers did not support l-he.
unfair trade case against Japan. They wanted instead to develop policy

' Wail Strert Journnl, Augusi 1, 1980: Wall Sireet [ou.m.'z.i. /\ulgfusi 4. 1986: N}"I'.. t[ﬁuly
%6, 1036; NYT, August 1, 1986, NYT August 2, 1980, tjmme_s-sl W zck: August 18, 1y86.

. House. Wevs and Means, Trade Refers, pp. g216-78; siainterviews.

HERI7Y inler\.ie"vs. sta, J1uter rational Merroelectronics Challenge; H_Ousc, Ways and Means,
Comj.-niv+ Fegtors; Stornid, “lestimony” {1¢30}: 1.5 Tic, " Fesumony of the s1a on In-

vestigauon no. 382-102,” May 30-31.1974.
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proposals helpful to the muitipaltonats (and the entire industry). The
s1a was forced to abandon its filing of the vnfair trading practices pe-
tiion and to turn its complaints into wider proposals for action. The
association broadened its agenda, moving away from trade issues Lo
larger questions of industrial policy, and focused on issues like tax pol-
icy, anttrusi policy, and provisions 1o reduce capital costs 1o the in-
dustry.*© On questions directly related to trade, the U.S. semiconduc-
tor industry supported tade liberalization, as in its backing of the
Trade Act of 1979, endorsing the Tokyo Round results. 4

The indusiry's relavons with the U.S. government on trade issues
were affecied by jts own internal politics. Lack of organization and
divisions among the hrms initially constrained their political activicy.
As we have seen, prior ta 1976. the semiconductor producers were
vepresented by associations for the electronics industry. The Fla and
wEMA were dommated by the large U.S. multnationals and evinced
litle concern for the interests of the merchant semiconductor firms.'4

With the mounting fapanese tmport threat beginning in 1976, mer-
chant producers, such as fntel, Molorola, Advanced Micro Devices,
National Semiconductor, and Mostek, increasingly sought a political
solution 1o their trade problems. When the £14 and weEMa were not
forthcoming, these producers established their own association, the
s1a."1® Remaining aloof trom the s1a were not only firms in the other
electronics industries, which were the major users of semiconductor
devices and were represented by the E1a and weMa, but also two of the
largest and most maltinatonal semiconductor producers, IBM and
Texas Instruments. These firms did not share the s1a’s behef that
“something had to be done” to halt the Japanese invasion of the U.S.
semiconductor market.

The sta members soon realized that without an industry-wide con-
sensus, and in particulat without the support of the leading produc-
ers—IBM and Texas Instrumenis—their trade complants were not
likely to be politically successful. Around 1979 the association began
seeking 1o develop such a consensus by expanding its membership. [n
this process, it brought in 1BM and some of the computer manufac-

3 s1A Interviews: Robe-t Noyce, Testimony (o the Suhommit:ve on I:ternational Fi-
mance of the Senare Banking Cnnm‘.'u.lce['_[anua\'y 15, 19800 sta, Infernatioral Murpelec-
tromee Chailenge. s11, “An American Response 1o Forcign Indusirial Challenge 10 High
Lechnology Industries,” congressional statf briehng, July 23, )980: Scalise. "Testimony ™
Lidow. “Testimons.” B

% Senate, Finanoe, Prrivue Advisery Cammitzze Reports.

w7 EN, March 28,1977, p. 11 EN, April 18, 1977. p. 1; s1a inlerviews; EIA inleTviews.

L3 1bid.
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wrers and major semiconductor users like DEC, CDC, Honeywell,
and Hewlet-Packard. '« Texas Instruments, however, still declined (o
join, both vut of fear of the Japanese reaction and out of a desire to
be represented only by its own employees.' * As noted, this expansion
of the s1a changed its political focus, shifting irs primary concentration
from trade policy 1o broader industrial policy questions, on which a
general consensus could be forined. The enlarged membership of the
SIA in turn seems to have increased its polidcal jnfluence, since only
after this expansion were ils preierences for greater access to the jap-
anese market acted upon by the U'.S. government.

Overall, the semiconductor producers fit our argument about Type
111 industries. The industry advocated free trade at home and abroad
throughout the 1g70s. lis international trade and multinational ties
meant that protection was not a \iable solution to its problems. It
maintained this preference thronghout the 198o0s, despite fearsome
jmport competition and mounting economic problems. The s1a’s com-
plaints and petitions in the 1980s were intended less to close the U.S.
market than to open the Japanese market. Many U.S. manufacturers
felt the Japanese were playing unfairly, and after much frustrating
negotiation they decided to use the threat of trade action 10 compel
the Japanese to change their ways. The U.S. manufacturers had be-
come more aggressive in their strategy of dealing with Lheir overseas
competitors. Their trade policy preferences had not changed, but
their method of pursuing them had.

CAsSE 4. RaD105 aND TELEVISIONS

U.S. manufacturers of radio and television sets suffered severe eco-
noniic difficulties in the 1970s. The decade brought declining U.S. ca-
pacity, profitability, and employment for the industry. Plant closings
were a comman experience; the plants that survived operated at low
levels of capacity.'- Profitability declined every year between 1970
and 1977: and employment in the industry fell almost 50 percent
from its peak in 1971 by 1075.'+ A

This economic hardship accompanied rapidly rising import com-
pelition. Lmport penetration rates increased about 6 Lo B percent an-

vs1A interviews; SIA, fnternational Microelectyonr s Challengr.

'¥SIA INerviews.

s The industry studied hiere is those fitms produicing radios and teley:sions i defined
0 s1C 3651. U.s. 1TC, Televs vers, Goiny and Mo eme, pub. o, 808, March 1977

w2 Tbid ; Office of Technologv Assessment (hereafter 0TA), International Compilitivenes
tn Elegtroni-s (Washington, D.C : GPO, November 1g83), pp. 114-15.
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nually between 1971 and 1977, with imports capturing 43 percent of
the domestic market by 1g77.t% For certain segments of the indusury,
imports were even more dominant: in 1977, imports accounted for 65
percent of domestic consumption of radios, nearly 50 percent of the
market in audio equipment, and close to 63 percent of the sale of
black and white television sets in the United States. -+ In fact, by the
late 19705 most domestic production of these commodities had ceased,
and what remained were U.S. assembly operations on components
produced elsewhere.’ss Only color television sets, the best-selling
product in the industry, were still produced in some number in the
United States in 1977; imports of these claimed over 27 percent of the
domestic market in that year.'*" All of these problems made the radio
and television manufacturers prime candidates to demand protection.

U.S. radio and television manufacturing was a Type IV industry. It
had significant multinadonat production. bui few exports and limited
intrafirm trading operations. The international trade position of the
industry was not strong. Its net irade balance grew more and more
negative over the 1g7os, falling some 200 percent between 1970 and
19%7-57 Exports as a percentage of domestic consumption. however,
increased in the period, {rom 5 percent in 1970 o 10 percent in
1977.'58 Much of this increase resulted from heightened use ol off-
shore assembly. Despite this nising export activity, the U.S. industry’s
global trade position was weakening throughout the period.

The industry’s muliinational position also points to its categonzation
as Type IV. The industry began developing multnational production
facilities in the 1g60s, early in its history. This phase of expansion was
accompanied by U.S. domination of the enure industry. After this,
L.S. direct foreign invesiment stabilized, and in the 1g970s the Japa-

nese assumed domination of the world market. Only in the latter part

of the decade did U.S. Airms renew their movemeni abroad, but now

'« .S Dept. of Commerce, U.S. Comnodiy Exports and Imporis, 1976/95 and 1075/76.
frers, pub. Do 808.

s dhide vosoare, Telcvvaen Revsi

treora, Compeliltoeness im Elccronives pp. 112-14.

'~ U.S. Dept. of Comunerce, U.S. Commodity Exparts and Imports. 1976/75 and 197 7/76.

= Ibid.; oTa, Compitaincness in Electronies. pp 116-18. Since 1rade in Tsus iter: 806.30
aud 807.00 accou-v's for a subsmntial vieportion of iinvorts, approxmmitcly g2 percent
in 1976. this figure alone is 1nadequate. When the wrade fizures are admisied fer these
impores, the net balauce for the industry remans negwive but less so.

©11.S. Dept. of Govaneree, U.S Commodity Exports und Inperts, 1976/75 and 197770
Subt: uaiing oul the value of the U S. content of trade in 15us item 807.00, the export 1o
donestic consumplion ratio 1s much Jess robust. See 0TA, Compettirveness m Electrocs, pp.
118-19, U.8. ITC, Fromouie Factors Affecting the Use of the tems 807 oo and 806. 30, pub. no.
839, U.S. 1TC. Import Trends s Tsus lems 806,30 and §03.00, pub no 1029,
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this occurred as a response to economic difficulty and rising compe-
tion in the domestic market. Direct foreign investment by the U.S.
firms was stable between 1972 and 1977. Foreign assets as a percer?_t—
age of tolal assets were aboul 10 percent in both 1972 a.nd 1977.'%¢
Multinational trade in the indusuy was small bu‘( increasing. For in-
stance, the proporton of all multinational affiliates” exports to the
United States relative to their athliates’ total sales towaled _311percem
in 1977 for the indusury, ap increase fr(.)rfx the early 1970s.'% U .S..mul(;
tinationals producing radio and televmon.s.ets.had thus establishe
some trading operations among their subsidiaries and parent corpo-
rations, which they were intensifying during the decade. o

Multinational production and trade ties were unevenly distributed
in the industry. Among the leading U.S. firms in the ezln-ly 1970s. RCA
and General E]eclric were the most international; GTE-Sylx-znna, Mag-
navox, and Zenith were rhe least; and Motorola was in between these
wwo groups.'® For example. RCA received almost as much revenue
from its television technology licenses to japanese frms ($59 lellon
per vear) during the 1970s as it did from s own sale.s of telewmogs.’ﬁﬁ
On the other hand, Zenith received 8o percent of its revenues trom
its relevision manufacturing operations, which until 1978 were aln.lost
entively concentrated in the United SLaLes.‘C\SIBAy )980, th.ese rank;;:gds
had chang«:d o some extent; U.S. firms remaimng m Lbe mdueryG a
increasingly shifted production offshore, thus rendering R(?A. Gen-
eral Eleciric, and Zenjth more similarly dependent on multinational
operations.’s

Three other features of the industry are pertineat. First, the tech- -

nological advantages held by U.S. manufacturers in this industry had

w4 U.S. Depl. of Commerce, 1972 and 1977 Evri i Statsties. ) .

¥ U S. Dept. ol Commerce, U S. Drrect Inuahlnm.' Abfo?d—1966 and 197 :th_ -va ue
of MOFA expurts Lo the United States (§or the radio, lc.!C\'lslum and mmmlfn|cal.101; ‘.q% »..
ment mdustry. one somewhat larger than sic §651) in 1977 w;l_\.s:',('n_. 1|1|x!|()n. ]:—Slll)\.l‘:L
for MOFA exports 1o the Uited States as a percentage _Of total \mlpurts iur' L||]L in..hﬁi.f
lour-digil syC sector point to a substanuial e rease in chis rano trlom a ive yd_ow l::,
percent in 1g66 (0 13.5 percentn 1975 Sce Livergne, |_mpubl|shul_'d. “us.c_ \.n ns
Poliz 21 Economy of .. Tariffs: and U.S. Dept. of Commerce, 1S Direct lnvrstment
““-I':I(\;N,Il?e{tzmary 14. 1477 p. 2: Janes Millstem, “Decline in an Expanding Industry:

Japanese Competition in Color TVs,” in Amert Indwsiny 1 DPrternatiomnd Compstaiton, €d.
Yo b )

7ysanan and Tuson, b 125 Moody's, AMoody s Manual of Indus‘srm? Securittes (New York:
Moody's. 1a75): Katherine Hughes, Corporate Respoms 1o Deelinmng Rales of Growth (Lex-
ngton, Mass.. Lexingwon Books, 182). <h- 4.

©s o7a, Competigvenes: i Eleclronics, p- *08.

6 (bid., p. 1)y

“1lbid., » 113. EN. Ociober 3. 1077, P 1: EN, December 12,1977, p- 2
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eroded by the late 1960os. Al this ime, Japanese firms moved 1o the
forefrone, mainly through the early intreduction of solid-state tech-
nology. Ninety percent of Japanese production of radios and ielevi-
sions in 1g7 L involved solid-stale components instead of the older vac-
uum tubes; U.S. firms did not produce this new technology in any
volume until 1973 or later, which indicates the loss of the U.S. 1ech-
nalogical lead. #s> Once this new technology was standardized, compet-
itive advantage shifted further away from U.S. producers w other
low-wage producers in East Asia.

A second feature involves the degree of foreign investment in the
United States jn this industry. With the loss of technological superi-
ority, U.S. firms faced two related problems: increased U.S. imports
and rising foreign mvestment 1n the U.S. market. In 1974, Japanese
and West European electronics producers began U.S. production and/
or assembly operations. By 1982, of the fifteen manufacturers of ¢l
evisions in the United States, eleven were foreign owned.'% A central
implication of this was the enormous threa foreign producers posed
to .S, producers in their own home market.

Third, the industry was relatively concentrated. The largest eight
firms produced over 60 percent of total shipments; and the two largest
U.S. firms—RCA and Zenith -accounted for 4o percent of total sales
of all color televisions.*®” Only a handful ot U.S. firms were important
plavers in 1he industry: RCA, Zenith, General Electric. Curtis-Mathes,
GTE-Sylvania, Magnavox, and Motorola.

All this points to U.S. radio and television manufacturing as a Type
1V industry, with substantial multinadanal operacions and limited in-
ternational trading capacity. These internacional ties, however, were
concentrated amaong the largest firms. Among these firms, a key divi-
sion existed between on the one hand, General Electric and RCA, the
dominant multinationals, and on the other hand. Zenith, GTE-Syl-
vania, and Magnavox, who were domestically oriented companies.

The Dependent Varbble

During the 1970s, the trade policy preferences and acavities of the
radio and television manufacturers reflected the divisions in the in-
dustry associated with the firms’ different degrees of mullinationality.
In general, the producers with production located mainly in the

"8 Millstein, “Decline in an Expanding Indusry,” p. 107,

66 (yra, Competltii.'/.’m’a.‘ an Electronns, p. 107,

" The industry concentration figure is from U.S Dept. of Commerce. Concentration
Ratios; the firms’ market share figure is from o7, Competitiveness in Electronics, pp 114.
s,
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United States—Zenith, GTE-Sylvania, and Magnavox—waged a con-
linuous battle against selected importers, using all types of irade policy
measures. Domestic labor unions eventually joined with these firms in
their prolesis against impoTis, as did various U.S. manufacturers of
components (€.g. glass tubes) for the television industry. In opposi-
tion were the industry's highly multinational U.S. firms, such as RCA
and the foreign multinationals, who gradually bought out many of the
opponents of imporls. Though not as vocal, this multinational group
weakened the force of the domestic firms’ arguments against imports
simply by refusing 0 join them.

In che late 1g60os and throughout the 1970s, the domestically ori-
ented Arms employed a variety of trade laws to force the executive
branch 1o take action against 1mports. These manufacturers leveled
charges of dumping, export subsidization, antitrust violation, and un-
fair trading practices against selected importers, finally resorting o
demands for escape clause relief to staunch the flood of inports. Be-
tween 3973 and 1978, the industry filed twenty-four petitions for
trade relief with the e

Two [eatures of these charges are noteworthy. First, they were s¢-
lective in whom they were directed againsc: the firms' concerns were
related to Japanese imports only, not to all imports. Second, only par-

“ticular products were jnvolved in the charges. Color televisions, usu-
ally those already assembied, and citizen-band radios (cBs) were the
prime targets. Other products, such as radios and monochrome tele-
Jisions, were less an object of concern, since by 1973 they were not
produced in any number in the United States.

The U.S. television manufacturers’ battle against imports began in
1968 when Zenith, suppotted by allies in the Electronics Industiries
Association (E1a), brought antidumping charges against japanese tel-
evision imports. Zenith claimed that the Japanese were selling scts in
the United States at prices lower than in Japan in ovder w gain U.S.
market share. The charges were veferred Lo the frcasury Depart-
ment, which was responsible for determining whether such price dis-
crimination was occurring, Two years ey (December 1970) the
Treasury Department ruled that dumping was indeed bcing prac-
ticed, thus sending the case 10 the trc, which had to decide if the
dumping had caused injury to the domestic inclustry. Almost a year
later, the 1TC found for Zenith and referred the case back to Treasury

5 |pdith Goldsteiu, unpublished datz,

el el

.ved in her "Recxamiration of U.S. Commer-
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1o establish the size of the antidumping fines.' The deparrm
bowevexj, qpcrienced difficulues. The Japanese refused to ¥ccr>o ;”L’
by prov.ldmg the requisile information, and Zenith demand lp e
gzmes. W h(clnbthe fines were finally set in 1972, both groups obje;ctsefig
em, and because of the controversy, Lhey- were only iall
lecled for several years. By 1980, only $18 milli bt origin: o
sessment of $130 million in ﬁ?)es had Leer? co:::]clftr;do.azh'l?lﬁs”g;:al 3]5'1
the first unsatisfactory battle in Zenith's ten-year war against th o
anese. ‘ P
In the midst of this antidumping case, Zenith and other manufac-
turers bmug}.lt countervailing doty (cvo) charges against the Ja
nese. In APrll 1970, Zenith charged that the Japanese governm[e)a-
was providing export subsidies to its television exporters through s
rebates of their value-added commodity taxes.'”” In 1972 M US{ o
and GTE-Sylvania injuated similar cvp cases against d?é Ja igl"d“‘)f
These cases also engendered controversy. After a long c?ela;SCLh’e
T%‘e?sury Departroent ruled in 1975 against the domestic firms r;lain-
tzn'mng that the var rebates were not a “bounty or grant” to, which
fowl))s ge(rje appheable.'7s Anlger.ed by this decision, Zenith took the case
.S. Customs Cour(, which tn 1976 ruled in Zenith's favor.>7¢ Pres-
sure from th‘e Japanese government in part prompted the Treasur
Department in 1977 to appeal the Customs Court’s decision, and l'lllcy
that year the U.S. Appeals Court ruled against Zenith. Zénith [‘hel:
toak the case to the U.S. Supreme Court, which in 1978 upheld th
Appea‘]s Court decision.'ss Zenith and its allies, Magnavox :Ed G ll‘Ee
Sylvania. had lost another battle in the war against Japanese i]m orts.
szveral other acuons were taken by these U.S manufaclfons.
against Japanese importers. Zenith brought amitrUSL.charges in ulre"rs
ing-aum a number Iofjapanese firms for conspiracy to restrain tragd,:.
n particular, Zenith was concerned with the atlempt of a Japanese

. ”’.“ Dav:d Yolhe, “Zenith Rad ¢: Corporanon vs, the U.S.," case no 0-383-070, Harmvard
u.k:u:»_'s School. 19%82; Millstein, *Decline in an Lxpanding [ndusiry,” Ipp |<)5s 1 "
”e A B 4 . - ° . X ) ’
. fillstein, Uc(l_mc in an Expanding Industry,” p. 125: 074, Cmp.-/inw.-.,-u?f El
tamci op o 39-41; EN, April 1o, 1978, pp. 1, 72, : -

A enith Radio Corporauon,” pp. g- L1

7 Yo ., “Zenith Radio Corporavon™; Mills:ei . “Decline i )
o e rporation”; Mills:ein, “Decline in an Expanding Indu-ry”
Goll;goil,l‘;‘ '\:It{‘.ll.l‘-.(h l;{qadio Corporanion,” p. g; Dean De Rosa, ], Michaet Finger, Stephen

L illiame Nyc, “What the “Zenith Case” Might Have ¥ * Journol of V&

Trade Law 13 (January-February 1970):47-54. i e Meam Juurmobof Forld

171 Yoffie, “Zenith Radro Corporation™ EN, April18. 1977, p. 1

S EN, August 1. 1977, Pp- 4. \33 Y “Zem adio Corpo

. . PP- Y. 19: Yoffie, “Zenith Radio Corporauon,” ;

June 26, 1979, p. 1; OTA, Compelttiveness v Electronics. p. 444. " o PP o
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{irm. Matsushita, to buy Motorela’s television operations. ‘Lhe Justice
Department refused to do anything about the charges, and ‘Lhe case
ended quietly four years later in 1978..176 In ?molher §ff0rt, QTE-Syl-
vania, alleging dumping, filed an unfair trading practices sult (section
337) In 1976 aganst Japanese importers. Strongly opposed, Fh‘c_ U.S.
Special Trade Representative and Treasury Depariment p) cssured
GTE-Sylvania to drop the charges.”” N

Prior to 1976, the efforts of these L.'ASA‘te.:levmon II\anllfaC[l.ll'C?'S_ Lo
obstruct Japanese imports were made individually. In }976 a coz'llmon
of labor unions, two L.S. television manutacturers, GT E.-Sylv;%n.m “f’d
Wells-Garduer, and three U.S. suppliers to the domestic t.ele.vlswn in-
dustry, Corning Glass, Owens-1llinois, and Slpragt‘xe Elgc_.tnc.' (fallmg
themselves the Committee to Preserve Arnerican Color le.lm'-'ls]ong—
comMpAcCT -petivoned the ITC to provide escape claus; rc'}leh Unhki
earlier actions, compacT's demands were for global relief via quotas.*’
Zenith, the only Lirge domentically oriented producer left, did not join
conpact but did eventually support the petition for quotas on assem-
bled televisions. >» This move was strongly oppose by RCA: In the in-
dustry association’s debate on this peuton, RCA vocally disapproved
of jLree N

The rrc not only accepted this escape clause petition hl.lf_alSO began
its own investigation of all types of television impqrts. This lauwer in-
vestigation was opposed vigorously by other executive branch del.)e?rt—
ments and was eventually terminated.'® The escape clause petition
filed by COMPACT was investigated by the 11C, wln.ch in 1977 foun.d that
injury to the domesuc industry existed. The ITC’S recom m‘ennlnn(m to
increase the tariffs on color televisions for five years. which was ap:
plauded by COMPACT, was sent 10 President Carter for a final deci-

156 EN, Octobuy 25, 11370, p. 61 EN. April 4. 1977. p- 21° EN, January 2. 1978, p. 38;
voffie. “Zerith Radio Corporation,” pp. 11-13. . o
w3 us Tie, Investigation of Telvzaons, §37-TA- 24 (Japuary 1974, 01.',«, Compeltlvenes in
Eiectranies. |:p. 445403 Yoffic, “Zenith Radio Corparation,” pp 7-8; EN, March 28, 1977.
-2 B .- m I B
P - Millstein, "Derline in an kxpand.og Industry,” pp. t23-33; Yofhe, Zenith Radio
Corporation™; Yoltie, P er and Protectionsm, pp 215-2 1 £N, Seplember 27, 1076, p. 1,
conpact, Pente  toth LS. ITC for Emport Relizf (Washington, D.C. COMPACT, Scptemnber
: : 7 i ENL Jaary 3o g7ep- Y
1976): EN, Octol 25, 1976, p i & ] 'S | o -
g"-“ {:N. Septe ver 27, 1976, p. 17 EN, Octoder 25, 1976, p. 6: EN, January 17. 1977,
p. 1+ Millstein, “Decine in an Expanding [ndustry.” pp. I?Ruz‘g. ) o ]
o Ploctromic [ndus: ies Ascaciation (1) Byervicw: Milistein, “Declive ‘n . Expand-
ing Indusiy” p. 1315 &N, March 21,1977, pp- 1 ' 4- ] -
W EN, Ap:it 12,1976, p. 19 EN. Apl 19,1936, p. 18: EN, October 4. 1976, p. 28;
EN, October 11, 1976, p. 32. EN, November 1 5. 1976, p. 56; EN. Decenber 20. 1876, p.
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sion.'®* For a varjety of reasons, he rejected the ¢ recommendation
and instead negotiated an orderly marketing agreement wjth the Jap-
anese. The choice of the oma was partially dictated by fears that if
nothing were done for the industry, compacT would appeal 1o Con-
gress, which might overrule the President’s decision and impose
higher tariffs.'®s In May 1977, a three-year oMa with Japan on com-
plete and incomplete color Lelevisions was signed.’*+ In 1978 two new
oMas with Taiwan and South Korea were arranged o prevent their
imports from flling the gap left by the Japanese limits.'®

These selective restraints--selective because they affected only cer-
tain importers and did not pertain to subassemblies or components—
were in general accepted by the U.S. television manufacturers, Zenith
was satishied because it obtained some limits on imports from its major
competitors, and RCA did nort actively fight the restraints since they
did not affect its multinational trade operations.'® The domestic 13-
dustry’s response to the 0MAs was either Lo accelerate their movement
offshore or 10 sel} their operations to a foreign company. For instance,
in 1978 Zenith began reducing its U.S. television production opera-
tions and moving them to Mexico and Taiwan, and in 1981 GTE sold
its Sylvania television operations 1o the Dutch firm, N. A. Philips.'#
This exodus of U.S. television producers relieved much of the pres-
sure for limits on imports.

This diverse activity during the 1g70s to use U.S. trade laws against
Japanese imporiers of televisions suggests the continuous and increas-
ing preference that domestically orented television manufacturers
had for restraint of Japanese competition, as the Japanese seized a
technological lead in the industry. Their harassment of the Japanese
abated only when the U.S. hirms increased their internatonal idenrity
by moving offshore or by being acquired by a foreigh multinatonal.

The U.S. manufacturers’ battle against imports did not, however,

Wi y.s, 11, Telenivon Recvivers. pub. no. 808, Yothe, “Zenith Radio Corporation.” pp.
1314, Millstein, “Dechne in an Lxpanding Industry” pp. 130-31¢.

- Millstein, “Dechire 1 un Expanding Judustry,” pp. 132-35; Yolfie, “Zemth Radio
Corporation,” D). 13-15; Yotfie, Power and Protectionrm. pp. 2:5-21; EN. March 21. 1977,
pp. 1. b4: EIA intervicw,

1 Yotlie, Power and Protectionicm, pp. 215-23: EN, May 23. 1977, p- 1; 0TA, Competitive-
ness in Eis cironics, pp. 446-43: Millsteir, “Decline 1 an Expanding Industry,” p. 145,

WA, Competlivene<s iy Lilectvnies, p. 448 Yobhe, Power and Protect:oi i, pp. 215-21;
Mi Istewn, "Decline in an Expanding Indusuy,” p. 138,

' EN, May 23, 1977. pp 1, 22. Millstcin, "Dechine in an Expanding Indusiry,” p. 128:

z14 interview: A YT, Mas 21, 1977, p- 23

'$7 ¢ s, Competitiveress m Electrones, p. 116; EN, October 3, 1977, p. 1. EN. December
12,1977, p. 2; EN. September 26, 1a78. p. 1.
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extend to pressuring Congress for legistation against the jap.anese.
They never called for separate legislation 1o deal with the radio and
(elevision industry’s import problems, as the footwear industry d.id.
Nor did they develop an explicit caucus in Congress devoted to solving
their trade problems, as the textile, steel, automobile, and footwear
industries all did. As a group, they were represented by the €14, which
testified [requently but kept its stateinents broad and oviented toward
“free but fair" trade.'8¥ Without a coberent, industry-wide policy po-
sition or political organization and with a preference for sclcglive im-
port relief, these domestically oriented television manufacturers
found it difficult to press for congressional action.'?s

The U.S. television manufacturers did seek 1o change the laws re-
lating to trade. As in the footwear case, the costly, protractcd: .and
unsatisfactory resolution of the television manufacturers’ peutions
against imports prompted these hrms 10 seek 10 alter the trec?e laws
during their congressional reviews in 1973-74 and 1979—80. I'he ex-
perience of ielevision manufacturers, especially ZeniLh.. Iwnth Inng de-
lays in the investigation of antudumping and cou nle:‘va;lmg' duty cases
Jed them to desire time limits on these investigations, which the e1a
proposed in hearings on the Trade Reform Act of 1g74.** These lim-
its were adopted in the final bill.

Later in the 1979 trade bill hearings 1o ratify the Tokyo Round
aareements, some television manufacturers, along with other groups,
expressed their dissatisfacton with the Treasury Departmenc’s hau-
dling of their trade petitions. Citing Treasury’s reluct.ancF 1o help do-
mestic manufacturers, they proposed that the rore friendly Com-
merce Department be given responsibility for these investigations. '
The final bil) once again reflected these desires, as jurisdiction for the

i~ Gee Lia. Elecronics and International Compeation (Wast ngron, D.C.: Ela, 1978). for
Liews of ETA

- These dorwshie 1elevising prodieers did pressure Cor.press o order to pressure the
ting import relict under the trade laws, Scveral tes these

exccutive branch into ¥ < the
producers were <!t ob@in cunigressional Lelp i thcir peroans, 1\(tc.r expericreing
much deiav, Zenit ror Senator dward Kennedy, head of tac Senate Judiaary Comait-
lee. 10 reaucs 1 the Justice Deparoment sp by investigate Zenith's antitrust charges
asgminst the Japanese. This request hud b ¢ ofl for t Justice Depariment n::]':-(_u:d
the case. In another instant et prosures ¢ sident Certer inte the oata action by
promphng the Senate Fing ¢ Comutittee 19 aipe the Presiden:t 1o do sometlung f(.)r f]lc
ﬁndustry. “his pressure v s apparenth mave effedtive; Gartes vespanded by negntiating
ovas e industes. See ENLC = ber 4. 1g78, po g.gs LN Marck 2101057, ppaoa, 74
mrerviews, 014, Compe w1 K romes, pp- 438-42. 450: EN, Ocwber 25,
1976, » 6. House, Ways and M ns, Trude Reform, pp. 9216-73, .
o gra interviews: ATa, Competitivenass in Electronirs, pp. 440~42, Senale, Einavie, Pra.ate
Aduisers Commnttie Raport, ppy 365-410
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mvestigations was shifted to Commerce. Thus, in addiuon to pressur-
ing the executive branch, the television manufacturers desiving import
relief sought the help of Congress to alter the trade laws to make this
more attainablc.

The industry remained internally divided throughout the 1970s on
trade issues, The basis of this political division related 10 the firms’
differing mulonadonal positions. Thase with extensive multinational
ties—like RCA and General Electric- maintained their preference {or
open markets, fighting to ensure that any import restrictions would be
selective and not affect their operations.'s* Those firms whose proguc-
tion was concentrated in the United States-—like Zenith, GTE-Syl-
vania, and Magnavox (untl it became part of the Dutch N. A. Philips
in 1974)—sought action against the Japanese imporiers. Having only
their home market o lose, these firms felt impelled to resist the Japa-
nese invasion. .

These internal divisions had two important ramifications. First, the
divisions were reflected in the lack of political organization n this sec-
tor. Thongh the electronics industry as a whole was represented by the
E1A, the television manufacturers had no organization to represent
them. Within the e1a, the industry was represented on trade issues in
two different forums, which were controlled by the two different fac-
tions in the industry. [n the International Business Council of the kia,
where general trade policy positions were discussed and adopted, the
large U.S. and foreign multinationals held sway, and the councils’ po-
sitions were pro~[ree trade. Li: the wiA’s consumner electronics prod-
ucts’ division. the domestically oriented television manufacturers out-
numbcred the large international firms, and the policy stances issuing
from this group were supportive of trade actions agamst Japanese im-
ports.'s3s The E1a was thus riven by the same political divisions as the
indusiry.

This lack of consensus forced the E1A 10 avoid taking positions on
wrade 1ssues or 1o adopt only the most genceral ones. The inadequacy
of representation provided by the £ta induced the firms wanting trade
restrictions to torm another ovganization to promote 1heir interests.
In 1976, as mentiond above, several domestic manufacturers helped
create, along with 1 number of labor unions and domestic suppliers of
television compouents, the Conunittee to Preserve American Color
Televisions, which thereafter became the major force for wrade restric-
tions on television iruports. This organization, involving a labor-man-

" E.g.. EN, February 14, 1977, 0 <.
©CELA INLETVIEWS,
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agement coalition, proved more successful than 1he earlier individual
and era-backed efforts.

Despite COMPACT's appareni success, the industry vlumately pos-
sessed only a weak position because of its serious internal divisions.
The inability to develop a consensval position on trade issues and its
lack of political organizarion contributed to it's political weakness.
When they did not find support among or, worse, were contradicted
in their charges by the largest U.S. television manufacturers—RCA
and General Electric—those firms fighting against Japanese imports
found their cases weakened in the eves of L.S. government officials.
Similarly, without an organization (o speak tor their cause. the domes-
tically oriented television manufacturers were less able to appeal di-
rec(l)li to Congress. These internal divisions, generated by dilvcrge{\('cs
in the multinational ties of the firms, reduced the pressures lor acuons
against imports thal might otherwise have arisen, given the economic
distress felt by the industry in the 1970s.

Case 5: WATCHES AND CLOCKS

The U.S. watch and clock industry experienced great economic up-
heaval ducing the 1g970s. The technological change from conventional
jeweled watches to nonconventional solid-state (digital and analog)
watches forced the industry 1o reorganize. In effect. the indusiry was
bifurcated into two distincl segments- conventional and nonconven-
tional watch producers. The former group was composed of the long-
standing American watch makers, led by Timex and Bulova. The lat-
ter group was composed mainly of L.S. semiconductor producers—
such as Texas lostruments. National Semiconductor, and Fairchild
Camera— and Japanese imports. Over the decade, conventional
watches were displaced by nonconveniional ones, and the traditional
manufacturers either left the industry or moved into the nonconven-
tional segment.’

The industry, especially the conventional secror, also faced much
economic distress. In the decade, cinployment in conventional watch
production was first sready and then dedined, while in the nonconven-
tional scctor employment rose from 1974 to 1y78 and then fell. v In

1CThis industry indludes the prodacs imekey s1¢ core 3873, Dost zand Sull:van, The
1S, Watch Murkei (New York! Frost aml Sullivan, 19781 np. 12955 US. 116, Regport an
Watchis anid Pains, it ion 1o, 322-8v, 1 louse, Ways snd Mear
o. Watrhes and Puis, | (s on Wk, 14800, May 30,1677

© s, i, Report on Walchss, investigation no. 332-80, p. 1072 L.S. Dept. of Com-
y rce, Census. 1972,

s Commitee, Reporf
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addition, the industry experienced a decline in the number of Hrms
producing walches, despite the entrance of many semiconductor firms
into the nonconventional segment.'® The industry’s economic per-
formance in terms of its capacity utilization and profitability also suf-
fered. Makers of conventional watches experienced periods of sub-
stantial excess production capacity in the early and mid-1g70s before
they were able to switch to nonconventonal watch production. The
industry encountered profit problems over the period; significant ups
and downs in these firms’ profitability between 1972 and 1976 were
evident.»¢

The industry was also beleaguered by import competition. The
watch and clock industry had always faced import competition, but the
1970s brought rapidly increasing rates of import penetration as well
as new heights in import penetration levels. Between 1971 and 1977,
import penctration of the U.S. market grew an average of 8 percent
annually.* Iinports accounted for 18 percent of domestic supply in
1970, and g3 percent jn 1977.'% L'he sector experiencing the greatest
surge in imports was the nonconventional one. While conventional
watch imports maintained a steady propertion of the U.S. market be-
tween 1972 and 1976 (between g5 and 28 percent), the nonconven-
tional iraports gained market share rapidly, jumping from 12 percent
of domestic consumption in 1972 to 33 percent n 1976.7 This for-
eign competition, combined with their economic difficulties, made the
walch producers likely candidates to seek protection.

U.S. watch and clock manutacrure was a Type IV industry, with
substantial multinationat operations but limited exports and intrafirin
trade. However, the nonconventional waich segment was most like
Type 111, with-substantjal foreign production and trade activities, s
in the semiconductor industry. The net international trade position of
the industry over the 1970s was one of increasing deficits.«> Lis export

vodbid.; Froseand Sullivan. U.S. W i arkel, pp. 1-35

Wi s, 1re, Report on Walches, investigation no. 332-8o, pp. 102-103, 120-21: Frost and
Sullivan, U.S. Watch Marke!.

o ULS. Dept. of Commeice, U.S. Commodity Exports and Impnis 1976/75 and 19377/76.

o 1bid.

=0 1.3, 1TC, Report an Weatches. inves'igation no. g32-80. p s9.

= From a deficit of $16o million i 1g70. the red ink rose 1o 3546 million in 1977. Sce
US. Dept. of Commerce, U.S Commodrty Exporte and Tnper'e. 1976155 and 1977/76. "1 hese
figires need 0 be corrected for tac ol ishore ussembly trade of U.S. firms. S:igmficant nse
of rsus itens 306.40 and 807.00 in the watwh industry began after 197.4 and was larpely
concentraied in the nonconventional watch segment. 11 1952, these ofishore-as.enbly
imports totaled about $1 mijllion. or o 5 percent of (otal imporis. By 1976, these imporls
bad soared to $189 rillion, or 43 percent of (owl imports. Recalculating the industry’s
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dependence was Jimired bus advancing. F.xports as 2 percentage of do-
mestic supply grew from 2 percent in 1970, 10 6 percent in 1974, 10
14 percent in 1977.“ * Much of this increase was due to rising exports
of watch parts and components {or offshore assemblv into nonconven-
tional watches or modules.=+ kxporls of conventional waiches and
parts from the United States rarely amounted Lo much, averaging'L 10
2 percent of total shipments in the late 19605 and early 1970s.> The
export surge of the 1970s was not their doing.

The extent of multinational investment and trade for watches and
clocks also indicates the conventional segment o be a Type LV indus-
try. Its foreign investment was sizable. For example, foreign assets ap-
proximated 19 percent of tolal assets in 1972 and 1977, 3 large per-
centage.zs The industry, however, had small lmraﬁn‘n trzlade
operations. Only 4 percent of all U.S. instrumen[iproduceﬁ foreign
affiliates’ sales were imports (o the United States In 1977.%° Ov§r?I!.
the industry was characterized by a strong foreign jinvestment position
and limited export and multinational-related trade Aows.

‘[wo other features ol this indusiry should be noted. First, the do-
mestic industry had two segments, the conventional walchmakers and
the nonconventional ones. The conventional segment was a Type IV
industry. but the nonconventional segment was composed of LS
semiconductor firms, which were Type 11 multinationals. This splt
within the industry had important economic and political conse-

net trade dats le the dout wuntng ol clus affshore-asscrbly teade reveals
that, though remaining it defiit throughout the period. the induxt:v's trade position
deterivtatcs] much Jess than the ongina. data suggesls By 1076. the deficil for wiutches
and parts wuhont the double counting was 32634 million. wl'hile originably it was nearly
coubie this figure. Sce 1.5, 1200 Report on Waldhis, Ivestivation no. 432-80, pp. 134-39!
LS. Dent. of Commerce, LS. Connmodity Exports and Tuporis, 1a; %75 and 1975/76.

w U, Dept of Commmerce, '8, Comnondity Exporls and hnports, 197675 and ;977.’76‘_

set Nonconven-ional w.atcl: ane parts exports Tose & o 21 pervimi of total exports 1n
1972 10 0% percent 1. 1G76. Sev  s. 16 Repiort on Waiches, investizator: 1o 3;1,2-*04 Bl
126. Addlitionally. exports related to Tsus items 80B.30 and 807.00 (he nondutiable com
penent) inceased from 2 ol tal watch and purts experis w1972 (0 2 1081 38
percent i 1976, As these fig 5 desrunstate, the poriion of UL.S. exports ot \.v.:whcs
that was actualy arowir in the 19705 was the nonconvendoual sc:tn- of its olfshore-
acarsy arade U.e. vTC, Report on Watches. investigation na 332-Ro, pp. 136-39: US.
Dept. of Commuree, L 8. Commadity Expmte and Imparts. 1676{75 and 1¢77/76.

wigs L Report on Welchzs invesligativn 10, 33+ 30, pp- 48-39; LS. Dept. of Com-

. .S, Comamodity Expuorts aiid Imporls. 1976:75 and 1677176,

ws 1S, Dept. of Commierce, 1972 and 1977 Endexjrive Stati<te s Thusce figures scomn very

higl 1n¢ ure probably overstied
5. Dept. of Comnmerse, U.S. Drrert Invesiment Abrad—1966 and 1977, These ﬁg-

uius are the I ger sectoy f all ingtruments zue! thus are wo ighly aggregated. The ratin
for MG exjiorts to the United, States was simii g percent.
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quences. Second, the industry had another sizable segment, coinposed
of importers and assemblers, who imported incomplete watches or
watch components requiring litdle further assembly and had U.S. sub-
sidiaries that sold the watches under well-known brand names. This
group, though not considered 10 be domestic producers, controlled a
substantial share of the U.S. waitch market.7? All three of these seg-
ments were linked to the international economy, but the traditional
domestic: mynutacturers depended most on the domestic U.S. market,
because that was where most of their investments and profits related
o watches were located.

The Dependent Variable

The rade policy preferences and activities of the U.S. watch and clock
industry in the 19705 were affected much by these splits within it. The
traditional manufacturers, led by Timex. were advocates ol selective
protecuon of the U.S. markel. They opposed any new tarff reduc-
tions in 1974 and later sought to have duties on certain imports ele-
vated by congressional legislation.**® This move to raise some watch
tariffs was related to the intra-industry competition hetween the tra-
ditional and solid-state manufacturers. It was part of the traditional
firms’ strategy to slow down the solid-state watch firms' rapid takeover
of the entire U.S. watch market. Having failed to anticipate consumer
demand for solid-state watches, these traditional manufacturers
hoped rhat by raising solid-state prices, tarilf increases in nonconven-
donal watches would dampen demand and give them time to initiate
large-scale production of these new watches.

These manufacturers had a history of dependence on seleclive
trade barriers. After World War LL. they worked to obtain protection
from Swiss importts. In 1954 they succeeded in getting escape clause
relief, which raised the tariff on (high quality) watch imports for thir-
teen years.< Even alter the escape clause relief was terminated in
1967, tariff rares for the mdustry remained above the national manu-
facturing average.*“ In general, though these traditional manufactur-
ers becime morve linked Lo the imternatonal economy through their
growing worldwide souraing and production of watches and compo-

7 L.S. ITC, Repurt on Watches, investigation no. 35:-8o.

** Tunex leshmony m House, Ways and Mcuns, Trade Reforn. pp. 3184 121 U.S. TTX.
Report on Wuiches, investiganon no. g32-Ro.

* House, Ways and Means. Trade Reform. p. 3181,

v¢ The nom:pal, post-Kennedy Round, trade-weighied average for the industry was
almost 24 percen:. the effective rate was (g percent. U.s. 1TC. Protectiom tn Major Truling
Coundyies, pub. no 797. Augast 1975
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nents in the postwar period, they continued o prefer selecuve pro-
tection of the home markel against their major sources of foreign
competition: high-quality Swiss imports before 1g70 and low-cost
solid-state imports after 1973- . '

Opposition to the protectionist desires of the (1.0m€S(lC manufactur.—
ers was weak before the 1970s. Led by nnponm'/asscmbler.fn"ms, this
group of opponents had little polil.ical influence, because it involved
fareign firms and few American jobs. It was strengthened ‘by the
growing participation of the US. solid-state watch rn'anufaul.lrers.
These were large, American semiconductor firms. which posscssif:_
substantial political as well as economic clout. 1n the baule over tari
rates, the igerests of the nonconventional watchmakers and of the nn.-
porter/assemblers coincided, since both preferred an open U.S. mar-
ket** An increase in U.S. wacch ariffs would burt LlleFe two groups
both by increasing their warch prices and thus decreasing (h?lr sales
in the U.S. market and by inviting retaliation by other countries. The’
bawle over trade policy in the 1970s became part of the waltchmakers
intra-industry competition, with the tradi}.ional manufacwurers press-
ing for selective protection and the‘sohd-state producers and im-
porter/assemblers opposing such a policy. »

The watch industrv in the 19708 expended most of s eff()r‘ts‘ on
Congress and in internal political activivies. It spent little time peuur:-
ing the execulive branch through the use of U.S. trade >laws‘ Un tke
the U.S. radio and television manufacturers, who sought ml\por.t rehef
almost cxclusively by pelitioning the trc over trade- law ?IIO];IUODS of
various importers, the domestic watch manufacturer‘s mf?'cqu?nd.y
employed this method. Between 1973 and 1978, Lh.ey filed ,sm ITC pe-
tiions. five of which were begun as a result of the md‘u‘str’v s pressure
on Congress and one of which was an unfair trade petition, which was
later withdrawn.? When domestic watchmakexs' pressure on Coo-
gress did result in 1TC investigatons of the indusiry’'s tm(l_c problems,
the stc usually found unanimously against these domestic manufac-
wurers claims.=s This negative reception strengthened the conven-

sv s, aTe, Report an Watdhia. investigation no. 432-80; Rohert Plishkin A(Arr.lcncan
Wardh Association {awal]), " Uestimouy ¢ the 1£.5. 1 0C on 1R 14fi00 for imvestigation no
g32-80," March 1g77: AW4 interview; EA, March 8, 1976, p- 33; £A, March 5. 1076, p
66. _

112 Thirteen petitions tolal weve filed. Of these, seven (e the only sur((-_wful ones)
were lor workers” (rade adjusument assistance. Sce Jedith Goldsten, unpublishcd (Iu‘m.
wsed i her "Reexamination of U.S. Cormmeraal Poliey™: ».5. 1T¢, Report on Wolches, in-
vestigation no. 352-80

e gbid.
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uonal manufacturers’ penchant for going to Congress with their com-
plaints.

Throughout the 1g970s, the traditional domestic manufacturers—
Timex, Bulova, Benrus, and Armin—sought o realize their prefer-
ence for a more protected U.S. market by lobbying Congress. Their
goal in 1973 and 1974 was 10 have legislation enacled that would ex-
empt the industry from further tariff reductions in the Tokyo Round
negotiations and from inclusion in the lists of products in the Gen-
eralized System of Preferences (csp). Pressure to obtain these ex-
emptions was evident in their tesiimony to and lobbying of Congress
during consideration of the Trade Reform Act of 1974 (and its pred-
ecessors). These domestic manufacturers opposed delegation of tariff-
seting authority (o the President for the new multilateral crade nego-
tiations. This opposition resulted partially from a desire to stifle any
new multilateral trade talks and parually from a desire to exchange
thieir opposition to the whole bill for promise of the industry’s exclu-
sion from the tanff cutting. Timex and Benrus testified against the
trade act and worked o obtain President Nixon's promise that the
watch industry would be exempted from duty-free 6sp status.2's These
efforts were not very successful. The act was passed, and walches were
ot given a speaal status. except in their exemption from Gsp.

Failure to receive exemption from the multlateral ariff-cutting ne-
gouations, combined with rising competition from solid-state watches,
prompted a new search for protection by the domestic watch manu-
facturers. In 1976 these manufacturers—in particular, Timex, Bulova,
and Benrus—induced the House Ways and Means Committee wo in-
troduce a bill (B.r. 10176, later H.r. 14600) 1o alter the tariff classif-
cation of solid-state waiches and to increase duties upon them dra-
matically from 75 cents per unit to $5.47.25> Wilbur Mills, chairman of
the committee, introduced the bill. The fact that Timex had several '
plants and its headquarters in his district was frequently noted.”'® The
bill was an insorument of selective protection, since it only aflected
solid-state watches, and this evoked great opposition. The importer/

assemblers, organized in the American Watch Association (awa), and
the U.S. semiconductor firms involved in solid-state watch produciion
all worked against the bill.='7

¢ House. Ways and Means, Trade Reform, pp. 3186-95.

L EN, Febrmary 16, 1976, p 1, v.s. 1:C, Report on Warches, investigation no, 332-80.
exfun PP 24-20.

=3 Awa inlerview; EN, February 16. 1977, p 1; EN, Maich 14,1577, p. 8

27 AWA Interview: U s 1i, Report on Watches, investigat’on no. 5y2-8o: Plisl:kin, “Te..

dmony”; EN, Mirch 8, 1976, p. 33; EN. March 15,1976, p. 66.
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Despite the fact that provisions of the bill would have been “mco;:-
sistent with certain tariff concessions granted by th(? U.S. under the
GaT! and could [thus] result in claims for compensation by the [c\(,)lt-)]?_’
trics]).” the bill inially seemed likely to pass, largely be.causehof; %e:
support.2 When Mills was forced 1o leave the commitiee, (g\f;]ev d,
the new chairman, Al Ullman (D.-Oreg.), halted ac{mty on the bi .and
requested that the 1TC investiga@ ihe industry. ’lhe‘ ITC dzce;‘mm;
unanimously that the industry did not need protecion and t at .1. le
bill was merely an attempt by several domesuc producers--—.mam y
“Timex—to reduce competition from noncom ¢ntional vf'atchc& " The
Ways and Means Commiltee accepted the 1rc’s conc}uanpshN(‘)).LnlJow-
ing o Timex’s threats to albandon all U.S. production if the bill was

it tabled the bill in 1g77.4*°

ﬂollnpgzsridt’he bill's failure was anLribulabl.e o0 Mills’ depa.rFlureffrorxrlim izz
Ways and Means Comniitice and 10 vigorous opposition iro e
major nonconventional watch producers- -Texas Inslru.mequr;,

tional Semiconductor, Fairchild Camera, anc.l Hllgl1es Aircraft. But
the bill also lost the support of many ot i(s: original proponents. Qveli
the two-year period of \he bill's consideration, Thany of iheulrudmol\?;
manu fa(zturers began Lheir own production, usually offshore, of solid-
state watches, and others simply closed shop or §old out (o foreng.n
firms. By March 1977, Bentus, Bulova, and Armun }h;l(l cmled{.(h‘cn‘l
support for the bill, as they now producgd and imported ug;tﬁ
watches from offshore.s»* Only Timex conunu?q to support the bill,
and even its support was waning. as the firm imualtlfd mzable.oﬂshore
assembly of watch components and began purch.asmg quartz comp}(\)-
nents from Hughes Aircraft, which opposed Timex's stance on the
bill.-* The traditional producers €CoNOoMIc responses Lo [}.le solnd—su'n.e
watch manulacturers’ competition thus deepengd their ties to the in-
ternanonal economy and thereby diminished their preference oy pro-

ecuion.*®

a3y s. 1TC. Report on B alches, tavest 0 no. giz-8o, letrer to ITC findings, p. vii.

S v s 1, Report 60 Waldies, inve ton no. 332-80.

P EN, M:;)'('E\Azl. 1077, P 520 AwA I view,

-t EN. March 21. 1977, p- 72-

s EN. March 14,1977, p 8: EN. Marveh 21, 1977 P 72 _ o ed ores.

#Ilie couy other tride polics actior: by the -.x:m:h -.ndusfry i he lg":_\\"»"v e 0pf o
sure on Congress o deal with i rathey mimer asue, IVE\()‘(I.II._L" l}f:_-.dl»u]y-» lu.::zj sof S
vicl ‘raports to the United States from the Vi:irin Istands. The 1?:.1( here [11 )L;}am{,d -
eign and Americin Importe) s and assemblers rcprcsc‘n(?d l?y t.‘_ AWA, W \l-:l e 0
eud the duty-frev ent v of Sovict parts. against severs: \'n:gm hl_ands Iwa:]i asls_en e
and importers who used Soviet-nide pans. The devate d\(l.m\( wvolve the mA_\z?r.mi;n;
watchmakers. [n the end, this mnur issue- -the Sov;cts only imipoized some $3.7 o
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The U.S. watch and clock industry's battle over trade policy, though
fought primarily in Congress, reflected divisions in the industry that
resulted from the introduction of solid-siate technology. The three
central segments of the industry were defined largely by the differ-
ences in their linkages to the internauonal economy.**s The traditional
domestic manufacturers, a Type IV industry, much like U.S. radio
and television manufacturing, carefully targeted their political atiacks
on imports, not wanting to disrupt trade globally tor fear that this
would injure their own multinational operations. As in the radio and
television industry, this response to import competition had two com-
ponents: a political one, involving efforts 1o get import relief, and an
economnc one, involving turther movement of production out of the
Upited States and/or increasing ties to foreign firms. The latter re-
sponse weakened 1hese manufacturers' preferences for any kind of
import relief, since they became major importers themselves. o

Finally, in a third similarity 10 the domestic radio and television
manufacturers, the traditional watch producers lacked a political or-
ganization. Timex, much like Zenith, seemed to prefer Lo operate on
1ts own politically. Unlike Zenith, though. it chose congressional legis-
lavon over U.S. trade law remedies as its primary weapon against im-
ports. The domestic component of the traditional waich industry be-
haved-like a Type 1V industry. Being multinational but dependent
largely on the home market, it could afford only to press for seleciive
protection from its main import threat -nonconventional watches.

The other two segments of the watch industry possessed different
international tes and different trode policy preferences. The im-
porter/assemblers were vainly foreign firms that had U.S. sales sub-
sidiarics. Their dependence on iAmports into the United States for all
their sales made their preference for an open U.S. market under-
standablé. Surprisingly, these firms were also well organized politi-
cally. Represented by the awa, they were visible and respected pro-
ponents of {reer trade for the watch industry.”2s Because they could
not claiin to speak for any sizable domestic political constituency, how-

tn watch components from the nsular possessions in 1g77—was ¢ olved by Congress
through a compromise: the Soviet imporis were monitored but not taxed. See Senate,
Fimance Committee. Subconimittee on International 1'vade, 7} Use of "Low Labor’ Com-
ponents i the Inaular Pocessions’ Wateh Industry. gsth Cony., 2nd sess., August 21, 1978,
pp. 1-65.

™S8, 1TC, Report on Walches, investigation no. 982-80: Frost and Sullivan, U §. Waich
Marker, pp. 1-15; Piishkin, “Test mony™; Awa interview.

=5 awa intervivw; EN, Mareh 8, 1976, p. 33.



150  Chapter 4 " 19708 L.S. Cases
ever, they lacked political influence relatve to the traditional manu-
LTETS. .
fac'[L‘lheeihird segnment of the waich industry possessec.i greater pofl‘n.lcai
influence. This group, composed of large U.S. sem)conduc.tor rms,
was jnterested n open U.S. markets for watch.es ;m.cl their com_})o-
nents. Producing and assembling most of (hgn‘ solid-state watches
abroad and then shipping them back o Lh_e United St_atc§, 1h_ese‘ firms
had no desire 1o see tariffs on these gopd§ n.u:reased. J [:l(_‘ll[‘ pl'eicrcncle
for open markeis was conveyed both individually and jointly (lzlroluzg'l‘
their industry associauons, originally through the w?vmf.af) a Z_
through the sta. In testimony to Congress, these awxmn(;n‘sbe :
pressed their staunch opposition to any atempts (0 erect Lra] ¢ arf
riers in the watch industry.-3 Ther efforts. combined with those ©
entually proved successful.

m;llt:z:’lzyegtviciétg compelition wi(h.in the indus_tr)' dmvef nllar;)y of
the U.S. semiconductor firms involved in wgtchmahng outof i \.led usi
ness. National Semiconductor bowed oul in 1978 an.d lmic.hl ’}:.ua;
acquired by the French-based firm Schlumberger 10 .19,91_. w Llch-
thereby eliminated two of the biggest U.S. noncolwenuolljas wa_ c -
makers.=* By 1979, three major forces were left m the‘ S I\vatﬁ
market: Timex, lexas Instruments, and Japanese imponts. . n icce
early 1g8os Fexas Instruments also stopped pro‘dycmg clectron -
wa'_éhes_ng In the space of a decade, then. the restraints a_gams_t gro
tectionist forces—ie., the nonconvemiopal dg)llcstlc watc.h pto uc-
ers—had evaporated. The japanese ac‘tlns point began q?l.ﬂ-]}] m(zlr;
itoring” their watch exports to the United States, §iue to 6{“» nit
United States might otherwise impose trade restraints on them.*

Case 6: TIRES

Throughout the 19508 and 1y60s, the U.S. rut?t?er tire %n.cl \}nner u]x(t;z
industyy registered high growth and proﬁ(ab.)lny.. It was _t )c{ wor.m_l
technological and salcs leader, its foru_m.cs hlzwmg risen in tanc em‘ w’

those of the U.S. auto industry. Beginning the late 1g6os, however.

16 gLa fnterviews; EN, March 8, 1576, p 330 8. G Report om Watcl-s, imveshgaaon

. aga-80; EN, March 15. 1976, p. 66. . ) -
nU“"SABE'\’ june 13, 1977. pp 1. 6; Borrus, Miltstein, and 7+ sman, “Trade ar.\d D«)::elop
ment iAn ‘(he Semiconductor Industry,” pp. 15172 EN. Jatuary g. 1978, p. 6o; EN, Jan-
uary 80. 1978. p 1.

ul EN, Januay 6. 0378, p. 6o ) .

159 Hiaujsfnzﬂjau.'.‘!dl, Septemaber 17, " 481, p- 2971, Wall Strect Jowrnal. June 1. 1981, p.
q:12 NYT, May 30, 1981, p- 20:3: EN, June v, 1931, p. 2712

w EN. May 15,1978, p. 6.
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U.S. producers began losing their preeminent position, and they ex-
perienced substantial economic upheaval in the 1g70s.

First, the U.S. industry lost its technological advantage by failing to
adopt the new radial tire technology.s* Foreign tire companies, espe-
cially the French-based Michelin. moved aggressively into radial pro-
duction in the late 1960s. After the gquadrupling of oil prices in 1974.
the fuel-saving radials developed 2 massive popular following and
moved from about 5 percent of the U.S. passenger tire market in 1972
0 100 pereent in 1982.7% The U.S. industry was not prepared when
this dramatic shift began in 1975, and the foreign radial imports
seized market share rapidly.

Second, foreign autos, trucks, and motorcycles with their own, for-
eign-made tires were increasingly imported to the United States in the
1970s. As these tmports gained U.S. market share, U.S. ure manufac-
turers lost sales. Not surprisingly, the tire industry gaining the.most in
this process was that of Japan, led by Bridgestone Tire Company.=33
By 1980 the radial tire threat begun by Michelin had been superceded
by the ure import threat led by Bridgestone.

The U S. industry experienced increasing economic difticulties over
the 19708, rom its expanding position throughout the 1g50s and
1g60s it slowed down in the early 1970s and then declined in the )ater
part of the decade. Between 1g70 and 1982, twenty-six U.S. tire plants
were closed and capacity in the indusutey was reduced significantly.=+
U.S. tive firms also shified the bases of their operations geographically,
moving operations from Akron, Ohio, 10 newer, nonunionized planis
in the southern United States in search of lower-cost production
Employment grew slowly unul 1976 but declined shacply after
1977.**® The profitability of the tire makers also suffered.- 7

*$' The industyy covers the nisnufacturers of rubber tires and inner tubes (s1c g3011)
Ruhber and Plastics Nes (hereafier RPN), Apri! 12, 1g82, 5. 4, Rubber Manufacturers
Association (Rma) interviews. Altziough a U.S. firm, Goodrich. originally developed the
radial tire in the Lite 19505, U.S. firms decided not 1o produce ;i:d market it at that point.
The fact that racials last substantially longer than normal ures and hence need 10 e
repliced less otien mav have inllvenced this decision.

s RPA, April 12, 19B2. p. 4.

" RPN, Oatobxer 12, 1981, pp. o-H60

x4 U8, Dept. ot Cornmerce, Gensus, 19722 Business Weer, Octoner 2g. 1974, pp. 150+
54; RPN, Aprii 12, 1082, p. 4.

a5 Industry Werk hereafier IW), vol. 195, Novembe- 21, 1977, pp. 70-76.

2 .8, Dept. of Comnnerce, Census, 1g72; US. Dept. of Commerce, 1979 Annual Sur-
vy of Monufactures. i

't JW, vob. 184, March 24, 1975. pp. 57-59; {W. vol. 12, March 28, 1977, pp. 58-50;
1W, vol. 1437. March 20, 1978, pp. 57-50.
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This economic distress was accompanied by rising foreign. compen-
ton from all sides. As noted, for different reasons, both West Euro-
pean and Japanese imports steadily took over L.S. market share. Jn
terms of import penetration, the industry saw a surge from ‘about 3
percent in 1972 to 12 percent in 1976, or an average annual mcrea§Ie
of 4 percent between 1971 and 197 ’* Im.pons re.z.n.ched 5991.‘6 rlm -
lion in 1g747 from 2 value of $202.2 million in 197_0.-1q The tire indus-
try thus was a likely candidate (o demand_protecuon. )

U.S. tire manufacturing was a Type 1V industry. I% had a .suable but
dectining mulunational position and lacked substantial trz?dmg opera-
tions. Its international 1rade position was weak. 1t experienced a net

irade deficit throughout the 1970s that grew substantially each vear,

excepl for 1974 and 1975 immedialelyA afl.er countervailing d_uties
(cvps) had been placed on certain Canadian imports.”** Iis export po-
sition over the decade was also small and unchanging. Exports aver-
aged about 3.5 percent of doraestic consu_mp}ion.w .
I'he tire indusiry bad a significant mu]unan?nal conponent that de-
clined slightly in this period. lts ratio o.f fareign assets (o total_ fsscclzts
was 23 percent in 1972 and 19 percent in 1977:’ The lfldusn}_-§ e-
clining multinationxl posilion was also reflecied in its foreign earmngf,
which fell between 1966 and 1977 from 18 percent (o 3 percent.*
Though substantial, its foreign operations were performlng' po.mly.d
Direct foreign investment by the industry was Lfneveu_ly dlstnbute' .
The leading four firms were large multinationals in fhe ea.rly 1970s.414
These firms accounted for alinost all of the industry's forexg{) prqd\)c-
ion; the rest was domestically onented. Among lheseAlealdmg fn'x.ns,
moreover, multinalionality was increasingly unqenly <_11>-:m_but.ed. The
Jeader, Goodyear, who alone controlled o’ne-\h\rd of the US. marlf(?t,
was by far the most multinational. 1t received almosL 40 percent of its

3 o~ =l

-3 U.S. Dept. of Commerce, L-§ Commedity Exporis cnd Imports, 1956/75 and 1977/76

s Ihid.

N GIGR

s, 3 \ ] her d the per-

ns .S, DepL. of Commerce, 1972 and 1977 Enteipoiv Sttstigs, Other d ata on (hi pey
centage of tutal fore’yn assels 10 total patent assets show the ligure to be slightly h.lg.her:
around 43 percens in 1074, SeC IRS, Stadisties d Income-—107)-78. Data on the aliiliates
cales as a percentage of i parents’1olal salcs pointto a fizae ot 35 puicent far 197,';
\'Icc US. Dept. ot “(.urnmerce, U.S. MNCs. U.S. Merchgndr v Trade, Woridwide Sales, on
Tcdma!ogy.l(dn.’cd Activiliis in 1677 (Washiugton. D.(‘..:I (‘,]’(.). 198@) -

us U S. Dept ol Comnerce. U.S. Digect Inssiment Abroa@-- 7000 and 1977- This fizure
vepresents foreign earnings as a percent of total foreign inve--ment posiion

s RPN June 7, 1982, p. 1.
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nel income from foreign earnings in 1974.%45 Its dominant position
increased over the decade, as other firms pulled out of foreign mar-
keis when they got into trouble.

‘T'he U.S. tire industry had a weak international trading network in
the 1g70s. Not only were its U.S. exports very small, but its {oreign
operations were geared less to trade than to serving the focal market.
Fxports to the United States were only 8 percent of the total sales of
all foreign affiliates in 197%.2¢" All in all, this was a Type [V industry,
facing the loss of nts internauonal conupetitive advantage both ac home
and abroad.

Two other fealures of the industry deserve mention. The U.S. tire
industry has long been very concentrated. In 1977 us largest four
firms accounted for 71 percent of all shipments, while the top eigh:
firms concrolled go percent.st’ The five firms dominating the U.S.
market in the 1960s and 1970s were Goodyear—the largest, with"over
53 percent of the market, Firestone—a distant second with 17 percent,
B. F. Goodrich, General Tire, and Unirgyal.*®* Goodyear far sur-
passed the orhers in size and muitinationality.

Within the industry, differences in firms’ participation in its sectors
were also apparent. The Lirgest seclor, passenger car and truck lres,
was highly concentrated and dominated in the 1g70s by the five larg-
est firms.» Other sectors, such as off-the-road and agricultural equip-
ment tires, bicycle ures, and inner 1nbes, were controlled by different,
smaller U.S. firms.»s¢ The second- and third-uver Girms dominating
these particular sectors—Iike Armstrong, Cooper, and Carlisle—were

small domestic producers. Unlike “the big five,” who in some cases had

3 Moody's. Manual: 1975.

+¢6 1L.§. Dept. of Commercr, U.S. Direct Investment Abroed—1966 and r9y5. MorFa ¢x-
poris to the Unued Sutes accounted (or 5 percent of 1otal MOFa sales in 1977, More
divaguregated dita demonstrare (hac the re industry's Mopa exporis (o the United States
asa -p.roporu'on of all tire imports icconnted for 3g percent in 1666 bt only 16 aercent
in 1977. Ser: Réa Lavergne, unpubhshed data, used in his Politicel Economy of U.S. Tanffs.

2 U.S. Dept. of Commeree, Concentyation Ratios.

W RPN, June 7, 1482, pp. 1, LL.

< RPN, January 18, 1082, p. 8.

* Tor instance, bicvile ties were produced in the nitee States in 1975 by only two
tirms. Curlisle Tire and Goodvear; afte: 1977, only Carlisle remained in the markel. See
U s, ITC, Baeyelr Toes and Tubes, invesugation no. Ta-vo1-33, pub ne. guo. Seplember
1978; RPN, June 7. 1082, p. 1 The production of inner tulx~ .n the Unnted States was
also controlled by a ditfcrent set of small firms. A:mstrong Rub:er Conpany. Cupples,
Coaoper Tire, Cuilisle, and 10 a much lesser degree Firestone, Guodrich, and Goodyear
were the key inner lube producers in the Unhed Siates in the 1gj0s. RPN, March 15,
1982, p. 1.
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up to one-third of their operations outside the United States,_ these
small tirms were completely dependent upon the U.S. m.arket.%' .
A second notable feature was the rising direct t‘oreign investment n
the U.S. industry during the 1g70s, which accompanied forfflgn pen-
etration of the U.S. market by imports. Beginning »in the mld-lg7os,
every major [oreign tire maker inidated plans to bqlld or acquire pro-
duciion faciliies in the United States. By 1983. four of the leadmg
foreign tire manufacturers were operating AAlmerican plants.=s* Thl.s
was one more sign of the mounting competton faced by the Ameri-

can firms.

The Dependent Variable

The trade policy preferences of the U.s. Lif'e and inner tube industry
in the 1g70s were geared largely to the maintenance of open markets
for tres throughout the world. The industry’s prefcre.nces. rcvol\@d
around retention of the status quo. Formal trade barriers in the n-
dustry were low in the early 1970s,% and mforrnal barriers to trad.e
in tire products were also insignificant. Operating on 4 global hasis
and dominant in it, the “big five” U.S. firms had long preferred a
world of free trade. A .
The industry’s political activities reﬂe‘cu—:d‘ths.pre.ference. The in-
dusory remained satisfied with the existing situation in the 1g970s and
did litlle beyond supporting efforts Jike renewed Tokyo RounFI Dego-
tiations that wonld keep markets open. Rising import penetration and
economic difficulties, however, prompted some activity to obm{n re-
lief. The industry imtated a few trade-related actions 1n p;ln"tlcular
product bines that were greatly sutlering from fnreigp corpetition. in
these cases, which involved three producis—radial vres, bicycle tires,
and inner tubes— firms in the industry, attet a good deal of internal

51 s, 1€, Bigyein Tives, pub. po. 9107 RMA intenicws, o o

#2 Dunlop. the Brilish tire naker, who had production operatisns m the Unitee: Srates
Ahready . me sased s javestyent and production in the 1 :ured States duting the 19708
See NYT. April §, a7 4. p. O3, REN Anuse: 0. 1ale. HEEE RPN, Scp(cm‘)\cr_zﬁ. )983..
p 1. Michelin opened its > plantin the United States in Y75 and by 1981 its Amert-
antial § pereenr of .8 rive sales. See RPN . January

can production acrounted fo: asal: _ los. :
18,1982, p 8i RPN [uly 5. 1982. p. 4. Bunimg = |-1rc.\"_m_u.' plint in I'viinessce, the Jap-
arese firm DBridgestone moved o the United States 11 (g&2, Sve f(I)‘Y‘ March y, 168¢, p-
4 RPN, Decembe: 19. 1983, p. 1, RPN, Janeary g 1eRA T Luntln:-nr;\l. the Gusrran
tire manufacturer. acquired production factitics in "he Uniled States in 1g82. Sve RPN,
August 16, 1982, p. 4. ' , .

«Ufhe U.S. post—Kennady Round, trade-weighted erage duty was 3 g percent, the
ivernge in 1973 for the 1iteen rzjor mndustrial countries was 5.1 percent. U.S. ITC,
Protection tn Major Trading Countris. pub. no. 747.
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debate, took actions that were intended to make it more difficult for
imports (o be sold in the United States.” * These actions were few and
were targeted against specific products and importers.

These initiatives to curb imports relied upon use of the U.S. trade
laws. When the industry did infrequently approach executive agen-
cies, it attempted to do so with a united front, which was developed
only after much inra-industry discussion. No single firm or small
group of fArms persistenty sought import relief of any type in the
1g70s. Nor did the dre industry ever try to have legislation intreduced
in Congress o provide 1t special import relief.

Between 1968 and 1978, the industry was involved in only eight pe-
titions to the 1Tc. Of these, only one involved the largest market seg-
ment—auto tires— where the five large multinationals controlled the
market.”s The other cases focused an smaller sectors where the sec-
ond- and third-tier domesuc firms dominated. In addition, ~of rhe
eight petitions, only one sought import reliefl through increased tantfs
or quotas. The remaining petitions dealt with charges of export sub-
sidication and dumping by specific importers. Despite its econontic
dithculties. the industry’s attack on imports was mild and limited.

The Arst petition, the only one in the 1970s involving car tires, was
initialed by the Rubber Manufacturers Association (RM4) in 1g72. In
this peuuon the rma charged thac Canadian exports 10 the United
States of radial aulo tires produced by Michelin were being subsidized
and argued that a ¢vp should therefore be imposed on them. The
Canadian government and Michelin acknowledged that the tire oper-
adons were subsidized, but they maintained that the subsidies were
intended to promote regional domestic development in Canada and
not exports. Thus the issue was not whether subsidization was occur-
ring, but whether it was directed toward export or domestic economic
promotion. In a surprising decision, the U.S. Treasury Depariment
ruled that export subsidization was occurring, and it imposed cvps (a
6.6 percent duty) against Canadian radial tire imports by Michelin in
1973.%®

In a sense, this petivon represented a valid use of U.S. (and caTT)

4 LS. TC, Seleeted Publications of the U.S. ITC, through September 1979, pub. no. ro31,
Janvary 1n8o, pp. 15-30: U.. ITC, Bucyele Tires; RMa interviews.

=+ OF 2 total of twenty, twelve concerned wrade adjustment assistance for workers; the
remzining cight petitions were initiaed by the industry. Juduh Goldsteir. wiziishshed
daztz, used in her “Recxarinavon of U.S. Commcrcial Policy.”

= R mterviews:; Robert Guido and Miciiaei Morrone, “The Mirhelin Decsion,” Law
and Policy in International Business 6 (Wiicer 1974):287-66; VYT, January 5. 1973, House,
Ways and Means. Trade Reform, pp. 3384-68
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trade laws to prevent unfair trading practices by other countrics. But
the subsidization was of a type that the GaTT system often recognized
as legitimate, since it was for domestic economic purposes. This argu-
ment was the one Michelin and the Canadian government used in
their long batile to have the cvps repealed. In fact, Michelin claimed
that U.S. hrms were using the cvbd complaint as a means of dealing
with Michelin's technological advantage in radial tires.”s” As one ana-
lyst of the case phrased it, “Michelin argued the complainc lodged by
the U.S. RMA was actually a disguised autempt to protect [the U.S.
firms”s monopoly position by preventing the better, saker, although
higher priced Michelin product from competing in the US market.”»*
As in other cases, this petition for trade aclion was related 1o intra-
industry competition, and in this case involved an effort 1o offset a
comperilor’s technological advantage through other means.

The indusiry's decision to file against Michelin required substantial
internal discussian and consensus building. Goodyear, baving received
similar subsidies for other products from the Canadians and fearing
retaliation, was not favorably disposed to the action.”® As the world
and U.S. industry leader, Goodyear was opposed to protectionist activ-
ity. Goodyear, an offical stated, “refused to be Wdentified with any for-
mal protectionist aclivity because it feared foreign retaliation.””= Since
the chairman of Goodyear in much of the 1g70s, Charles illiod, was
also head of the rMa, protectionist sentiment arising within the tire
industry met with opposition from the rRMa.** In fact, by the end of
the 1970s, Goodyear would no longer support the continuing imposi-
tion of cvbs against Michelin. In 1981, it convinced the rMA to end its
case aganst Michelin and thereby helped to terminate the cvps.=6

The other industry petitons for trade action were rclated to prod-
uct lines where the smaller, domestically oriented firms were most af-
fected. The bicycle ure manufacturers -mainly, Carlisle Tire—filed
several peutions for help, demanding escape clausc relief and ana-
dumping action. Carlisle’s petitions were not joincd by the ®rMa, but
the associztion did not prevent the petitions {from being filed.*s In the

<7 RMA interviews; Guido ané Morrone, “Michelin Decision.”

= Guido and Morrane, “Michlin Decivion,” p. 253.

= RMA Interviews. Goodyear might huve been against the cvn beause it ceved stin-
ttar subsidies from the Canadians. se¢ Guido ana Morrone, "Michclin Decision,” p 252,
note 106.

U RMA [NIErviews.

1 Jbicd; RPN, May 24, 1982, p- 1.

2 RPN. Junc 21. 1082, p. 1 RMA interviews,

%3 RPN, Junc 7, 1982, p. 1, RMA Intervaeivy; U.§ 1TC, Brixede Tires, pub. no gvo.

Tires 157

case of L.h‘e U.S. inner lube manufacturers who filed antidwnping and
CVD petitions, the actions were inivated by the small domesILic gﬁr:l
hke‘ Armstrong Rubber ‘and Cooper Tire, although the large mul N
nau(.)r!a]s en.ded up signing the petitions,*+ The ryis. howeveg didun;lt-
parucipate; instead, these small Arms began their own ad hoc ,commit
tee o develo.p an industry-wide conscnsus on he 1ssue.*6s Action ¢ -
cerning the inner tube imports was also targcted amins[g ecific -
porters, suc.h as.Taiwan and South Korea. ’["hus, theopetiLioEs ﬁled"l-:\:
the U.S. nre industry  against 1mports were few, selective, a (/J
prompt.ed by the small domestic firms in the industryt 7
~ The mdus.try‘s activity in Congress concerning international trade
Issies was minor in the 1970s. Other issues, such as product liabilicy
and)safety, l.abor relations, and tax palicy consumed much more of thé
RMa's atlention.“¢ And even in the trade area, the industry’s conce
uTvolved‘ exports and the treatment of multinationals as much as dms’
!Cild the issue of import trade barriers. The industry expressed 50:12.
INCErestn export promotion legislation and in matters concerning the
tax Lreatlment. of multinationals—i.e., the foreign tax credit issfe 261
The. RMA'S main activity concerning trade barriers involved su orti.
the idea f)f a new round of multilateral \rade negotiations in s
through its endorsement of the Lrade Act of 1974.268 The indlljssgt7r?"_i7)4
l;g',-g :;z:js less interested in furcher reductions in U.S. tarifts on Li}resy
) ’ ' )
negoritions vesuls s The sy oesor s the Tokyo Round
‘ Stry never tried to organize a
congressional caucus 1o promote its trade policy preference
Throughnut the 1970s, it was content with the trade policies in )aces»
ic mdusu‘y‘s.imemal politics reflected the differences in ECOlrl)Omi(lf
posiion among its firms. Though all segments of the indusury faced
n1SIng Import competition and serious ecopomic difficulties, the one
most frequently resorting (o trade relicf petitions werc th:)se d ¥
nated by the smaller, domestically oriented firms, The bicycle (ireoarrr:::i

- mner wbe makers petitioned for help, while the major auto tire man.-

vfacturers refrained from such political activity and preferred (o re-

LS g Bioyele Tive i i
, B . pub. no. o, RIA interviews: y 3

Atgustgo, 198e, p. 1. 9 nietviews: RPN, March 15. 1082, p. 1: RPN,

: RPN: August 30, 1982, p. t: rRMA interviews,

7 RMA Infen {ews,
» RMa it t?le_\\ st Senate, Finance Commitice, Subcomittee on International Trade
Mu [nm..mn{u Curporaiiens, gyrd Cong.. 151 sess, February 1975 176-206; H '
Trade Eeform, . 3::64-68. - PP 7o e,

bl 14NN }n(crvicw\': House, Ways .und Means, Trode Reform, pp. 336.4-68

6&\_4,\ I“('EI'V‘ICWS( Senate. Finanre Gormiuee, Private Adwsory Commutee Reports

143-61; RPN, November 28, 1981. p. 5: RPN, Jaruary 8, lgﬂi.vp. . F oo
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spond economically to their problems. In the face of §erious economic
decline, the large firms opied to diversify and/or to increase their in-
ternational opcrations rather than to call for protection.* '

These differences within-the industry were not reflected as much in
its political organization. All the firms in the tire industry, except
McCreary Tire. belonged 1o the rva. Although .d(ln.mnated by the
large multinational tire makers, the rMa's tire division a:lso r.e[.)re-
sented the small U.S. manufacturers. It lent support Lo their petitions
for trade relief in the late 1g70s and the early 1g80s but did not par-
ticipate in decision making on these cases on1‘ WO reasons. First, not
a1l the major firms liked the idea of pursuing the petitons, and the
aMa refused (o take action whenever unanimous consent was lack-
ing.’7* Second, the RMa was legally forbidden by the _l’edera] Tr?de
Commission from collecting and circulating data on industry prices
necessacy for the Aling of cvp and antidumping suits. <™ Apparently,
fear of anlitrust violations kept the kma out of the petiion process.

Because of these two factors, the ’Ma refused to handle the smaller
firms’ wrade complainis. These firms then decided to Jorm their own
ad hoc committee, as already mentioned, to develop consensus wnhm
the indusiry on the trade complaints. Gonsensus .bluilding was very im-
portant in this industry, largely because the petitioners’ problem was
obtaining the support of the industry lead§r, Goodyear, who pre-
ferrcd freer trade. Withoul Goodyear’s tacit support, any petiion
lacked credibility: hence, Goodyear had to be convinced, along with
the other major firms, nol to oppose the petitions. The industry’s eco-
nomic structure thus rendered political consensus building a necessity,
while the major firms’ well-developed links o the international econ-
omv made trade policy actions to hinder imporis undesirable and dif-
Gieult to undertake, even in the face of tremendous economic distress.
Rather than seeck protection, the major firms adjusted on their 0\.vn,
shedding unprofitable operations. diversifying, and/or developing
new products.

£ RPN, January 18, 1982. p.1; RPN, March 2q. 1082, p. 1; RPN, April 26, 182, pp.
1, 75; RPN, September 27, 1982, p. 50! #MA INCETVICH Y,

RMA INLElvIews, .

2 1bid. One interviewee claimed (he ru4 feared the antitrus: :mplicat:ons of collecung
the antddumping #nd countervailing-duty data: the other inwrvicwe‘e claimed this was
nat a concern, since they colected this data for the excise 1ax calculatjons.

CHAPTER 3

The French Case Studies, 1g70s

WE Now TURN 10 six French industries of the 1970s, and examine
them in terms of our primary hypothesis: thal industries with greater
links to the international economy should be less protectionist than
more domestically oriented industries, even when both face sertous
econotnic distress, As in chapiers g and 4, each case is divided into two
parts. First, the industry’s economic distress and unport problems,
which indicate its a priori interest in protecting its domestic market,
are discussed. The industry’s ties to the international economy are also
detailed, generating predictions aboult its preferences on trade policy
issues. Other relevant features of the indusiry are then examined as
well.

The second section of each case explores the preferences of the in-
dustry vis-a-vis trade policy. For French firms in the 1g7o0s, four dif-
ferent arenas for communicating their trade policy views existed. The
industry expressed its natwneal trade policy interests, usually involving
its complaints about foreign trade and its desire for import surveil-
lance or limitation, 1o French government officials. Second, the indus-
try made known its demands for mdusivial policy measures through
pressure on the appropriate French officials for increased aid, subsi-
dies, reduced tax burdens, and new norms and srandards affecung
foreign competition. Thurd, the industry’s desire for wrade policy ac-
tions at the Eirropean Communaty (EC) level may be seen in 1ts prefer-
ences expressed regarding the tariff negotiations of GaTT, its com-
plaints about foreign dumping, subsidizaton, or 1jury by imports,
and its demands for iinport surveillance or limitation by the EC. The
fourch arena was internal, involving the industry’s own discussions
and determination of sirategies to deal with its problems.

CASE 1: FOOTWEAR

Prior to the mid-1g970s, the French footwear industry was a success.
The industry was the second largest in Europe. just behind Italy, and
the world’s third largest footwear exporter. This success was reversed
after 1975; from this pomi on, the industry declined steadily and ex-
perienced severe economic distress due to increasing imports, declin-



