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[Prees release)
Avcusr 21, 1078,

Sovier WarcnEes AsseMBLED 1IN THE PossEssioNs: SUBCOMMITTEE ON
INTERNATIONAL TraDE oF THE CoMMITTEE ON FINANCE SoricrTs
WirrreNy CoyMMENTS o8 THE TARIFF TREATMENT oF WATCHES AND
Warcit MoveMeNTs FroM THE INSULAR POSSESSIONS ASSEMBLED
Frox Parrs Mavviacremep 1N Countriis Nor CURRENTLY
Receiving  Nosvisciiminatory  (Most-Favoren-Nartoy  Tanire

TREATMENT)

Hon, Abraham Ribicoff (Democrat of Connecticut), chaivman of
the Subcommittee on International Trade of the Committee on Fi-
nance, announced today that the subcommittee is seeking written com-
ments on the tariff treatment of certain watches and watch movements
from American Samoa, Guam. and the Virgin Islands of the United
States, The particular issue which the Subcommittee is consic ving
relates to the assembly in the Virgin Islands of watch movements from
})m'ts which are the product of the Union of Soviet Socialist

tepublies,

Current law

Under General ITeadnote 3(a) of the Tarift Schedules of the United
States (19 U.S.C. 1202), watches and watch movements manufactured
or produced in the insular possessions may enter the customs territory
of the United States duty-free if they do not contain foreign materials
to the value of more than 70 percent of their total value, The total
quantity of watches and watch movements entered duty-free under
ITeadnote 3(a) may not exceed one-ninth of the apparent TS, con-
sumption of watch movements during the preceding calendar year.
Not more than 87.5 percent of the watches and wateh movements per-
mitted duty-freo entry may come from the Virgin Islands,

Issue

It is alleged that the nature of the assembly process of Soviet parts
in the Virgin Islands should not qualify the assembled movements for
duty-free entry under General Headnote 3(a) of the Taviff Schedules
of the United States (19 U.S.C. 1202) because the work done in the
Virgin Islands is so insignificant that the purpose of Headnote 3(a),
i.e.. to encourage employment in the possessions, is not being achieved.
1t is also alleged that the Soviet parts are being imported into the
insular possessions at prices which are less than their cost of

production,

Comments
Any comments with respect to the issue deseribed above must be
<ubmitted to Michael Stern, Staff Director, Committee on Finance,
Room 2227 Dirksen Senate Office Building not later than Wednes-
day, September 6, 1978, .
(1)
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StaTEMENT oF Hon. Rox bE Lvao

Mr. Chairman and distinguished members of the Senate Finance
Subcommittee on International Trade, T am grateful for this oppor-
tunity to provide comment on proposals for change in the tariff treat-
ment tnder General Headnote 3(a) of T.S.U.S, of watches and watch
movements assembled in the Viregin Islands from parts manufactured
in the Soviet Union, T would also like to take this opportunity to ad-
dress other legislative proposals designed to strengthen the Headnote
3(a) program, expand employment opportunities in the insular pos-
sessions, and inerease protection of mainland industry,

The purpose of General Headnote 3(a), which anthorizes the duty-
free importation of produets mannfactured in the insular possesions
provided that such products contain no more than 50 percent foreign
materials (70 percent in the case of watches and wateh movements),
is to stimnlate the development of light industry in the off-shore areas
of the United States. Since its inception in 1954, the program has been
an instrumental factor in what the l]')irw'tm' of the ( )Elco of Territorial
Affairs hag called the Virgin Islands “fiscal miracle”, Substantial em-
ployment, wages and tax revennes have heen generated since that time,
particularly in the watch industry which now employs approximately
1,000 workers. The program has gained added signifieance in recent
vears, as tremendous population growth—almost. 300 percent since
1960—has given rise to serious social problems, as well as un unemploy-
ment rate higher than the national average,

Tt has been argued that the recent growth in the manufacture of
“Russian” watches threatens the economic stability of the mainland
watch industry, including the majority of watch companies in the
Virgin Islands which assemble movements and parts from traditional
source countries, such as Switzerland, Germany and France, I should
like to emphasize that all watches manufactured in the Virgin
Islands—regardless of movement or material source—are subject to
the quota limitations established for the insular possessions under
Public Law 89-803 to avoid injury to the domestic industry,

Under these quota provisions, Virgin Islands watch mannfacturers
are anthorized to ship up to 87.5 percent of one-nineth of the previouns
year's domestie consumption, Yet, despite the ameliorative effects of
Public Law 94-88 (which increased the permissible foreign material
content for watches and watch movements from 50 percent to 70 per-
cent), the Virgin Islands still experienced a quota shortfall of ap-
proximately 1.6 million units in calendar year 1977 and is projected
to reach a quota shortfall of approximately 2 million units in calendar
vear 1978, At the present time, Russinn movements account for ap-
proximately 20 percent of total V.I, shipments (846.000 units out of a
total of 4.6 million units in 1977), with employment ranging from 37
to 137 workers, It is unclear whether the elimination of the Russian
movements, either by a 25 part discrete component test or by a column
9 exclugion, wonld lead to increased employment in other Virgin
Tslands firms to replace the lost jobs in the Russian sector. Analysis
by the Virgin Islands Department of Commerce suggests that the
deeline in the competitive posture of the traditional source watch sector
is due less to Russian penetration than to the decline in the relative
value of the dollar, the risc in sales of quartz movements and digital
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}vntc}los. the higher minimum wage, and increased shipments from the
‘ar Jast,

Under no cirenmstances can I, as Virgin Islands Delegate to Con-
gress, support any amendment or legiglative action the net effect of
which would rediice employment in our third largest industry. While
the numbers may seem small by mainland standards, the loss of 100
jobs would reduce industry employment by 10 percent and seriously
aggravate the high unemployment problem in the Territory,

Should the Committee decide npon review of all the facts
to exelude Russian watch movements from duty-free trentment under
General Headnoto 8(a), the jobs lost as a consequence of that action
might be offset by Congressional action to authorize watch casing
operations as a permissible and integral part of the watch manufac-
turing process. While the tariff act of 1062 created a soparate tarift
classifiention for watches (Item 715.03) and the legislative history of
Public Laws 89-805 and 94-88 clearly speaks of “watches and watch
movements,” the U.S. Customs Service has refused to apply the foreign
materials test undev Hendnote 3(a) against the completed watch prod-
uct, but rather has applied it separately against both the watch case
and the internal wateh movement. The net effect of this practice of
“eonstructive segregation,? which the Customs Serviee justifies on the
basis of “long-standing administrative practice” rather than any sub-
stantive renson, has been to prevent Virgin Islands companies from
manufacturing finished watch products, The U.S. Department of Com-
meree, which would support watch casing ns a permissible activit
within the purpose of the Y—Iondnoto. has estimated that a casing amend-
ment might increase employment in the industry by as much as 200
new jobs,

T am attaching at the end of my statement a copy of an amendment
which would accomplish this eflect, ns well as correspondence I have
had with the U.S. Customs Service on this matter,

Finally, T wish to address the subject of General Headnote 3(n)

reform as encompassed in LR, 8222, legislation unanimously reported
lust July by the House Ways and Means Subcommittee on Trade to
restore the competitive position of the other light manufacturing in-
dustries in the msular possessions. The bill does this by extending to
all industrial sectors in the off-shore areas the snme customs changes
enacted by Congress for the benefit of the wateh industry under Public
Law 94-88. In hrief, the subcommittee bill. which incorporates the
recommendations of the ITouse trade staff, includes the following
clements:
(1) increases the permissible forcign materials content for all
tarift classifications under General Headnote 3(a), exclusive of
watches and watch movements, from 50 percent to 70 \)m'cont for
a period of 3 years: at the end of that period. unless aflirmatively
renewed hy Congeress or otherwise changed, the Headnote formula
wonld automatically revert back to 50 percent,

(2) provides for removal of articles from Headnote 3(a) cligi-
hility on competitive grounds similar to those employed in the con-
sideration of articles under the generalized system of preferences.

(3) imposes a total limit of $25 million on the amount of any
ywoduet that may enter the United States duty-free from the
msular possessions taken as a whole.
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(4) requires the Administration to monitor the Headnote 3(a)
program and prepare a comprehensive study to aid the Congress
in its determination to renew, modify or otherwise change the pro-
gram at the end of the 3-year period. o

The need ror this legislation is dictated by the same changes in the
international economic environment which adversely affected the
Virgin Islands watch industry in the 1970's and which have served to
diminish the real value of the General Headnote 3(a) incentives in
recent years, To understand how this has happened, it is first necessary
to understand how the present law works, . L

Under the 50 percent test for foreign materials, & Virgin Islands
manufncturer must doublo the cost of his foreign components when
the assembled product is entered into the United States in order to
qualify for duty-free treatment, While the 50 percent test does not
require any specific amount of value added or labor input in the Ter-
ritory, the law does require that a product be “substantially trans-
formed” from whatever foreign materials have been imported for
assembly or manufacture, The substantial transformation test is rigor-
ously enforced by the U.S. Customs Service in order to exclude indus-
tries which do not generate significant employment or merely attempt
to pass a given n'oguct. through the Territory to escape customs duties,

Towever, inflation and dollar devaluation, ever-increasing shipment
costs, as well as inereased competition from developing countries have
caugflt the territorial manufucturer in a pricing squecze where his
product must now sell at prices so high under the doubling require-
ment that it is no longer competitve in the mainland market, The result
has been that employment has declined significantly, and many com-
panies that once operated profitably under General Headnote 3(a)
have gone out of business altogether,

Recognizing these problems, Congress enacted relief for watch com-
panies 1n 1975 (Public Law 94—-88), incorporating the same 70 percent
allowance for foreign materials that is now sought for all incdustries
in the insular possessions. I would only like to add that, as a result
of the above change in the customs formula, employment in the watch
industry has returned to its peak 1972 level, climbing from a low of
approximately 400 employees in lnte 1074 to a level approaching 1,000
in recent months, It has merely allowed the watch companies to sell
at & more competitive price in order to stay in business, Under ILR.
8222, the same can reasonably be expected to occur with respect to the
remainder of these Headnots 3(a) industries, where employment in
the Virgin Tslands alone has declined by over 42 percent in the last
few years, Just since the introduction of this legislation, one factory
in my District employing over 150 people has ceased operations com-
pletely. Another factory employing approximately 80 workers has laid
off all but 8 persons,

I strongly helieve that IR, 8222 holds the key to long term economic
rrowth in the Virgin Islands, as well as lessened dependence on the

fecderal Government, The approach embodied in the subcommittee
bill is reasonable and would seem to have a number of advantages over
alternative ’n'oposals. It would provide effective relief to existing com-
panies, while its limited scope would serve to quiet imagined fears that
the bill might open up a floodgate of new imports, Similarly, the
article removal provision and the $25 million product limitation would
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ensure against any dislacation to import sensitive industry on the
mainland. Finally, the administration would monitor the new program
and its comprehensive study would generate the necessary statistics
upon which any program or formula changes can be intelligently made
in the future,

Thank you very much.

Prorosen Revisioy To Generarn Hreavyore 8(a), TSUS

Delete the following language.—(or more than 70 percent of their
total value with respect to watches and watch movements)

Substitute the following language.~(or more than 70 percent of the
total value of watches, which total value shall inelude the value of hoth
the movements and cases and shall be evaluated on a unitary basis,

and of watch movements)
PURPOSE OF AMENDMENT

Under the present language of General Headnote 3(a), watch pro-
ducers loeated in the insular possessions have sought to expand the
scope of their operations to include, not only the assembly of watch
movements, but the assembly of finished watches, that is, eased move-
ments. The U.S. Customs Service has ruled, however, that the present
language’s requirement of no more than 70 percent foreign origin b
value must be applied separately to the movement and case of such
assembled watches. Although such watches could pass the 70 percent
test if that test is applied to the total value of the assembled watches,
that is, both movements and cases, it is not presently possible for watch
companies in the insular possessions to produce watch eases meeting
this test, Consequently, the U.S. Customs Service’s restrictive interpre-
tation of this language has frustrated the basic purpose of this pro-
vision, which was to stimulate the development of light industry in
the possessions, (S. Rep. No. 1679, 89th Cong. 2d sess. 1066.)

In order to clarify congressional intent in this area and to make
rossible: the expansion of the insular possessions’ watch industry to
include the casing of movements assemnbled there, the language of
General Hendnote 3(‘a) is revised to specify that, with respect to
watches, that is, cased movements, imported from the insular posses-
sions, the 70 percent test is not to be applied separately to the case and
movement but on o unitary basis to the total value of the watch,

Coxaress or TiE UNITED STATES, i
Housr oF REPRESENTATIVES,
Washkington, D.C., October 14, 1977.
Re request for Ruling Concerning Dutiable Status of Watches Im-
ported from Insular Possessions,
Mr, Sarvarore IS, Carayaaxo,
Director, Classifications and Valuations Division, U.S. Customs Serv-
ice, 1301 Constitution Avenue, Washington, D.C.
Dear Mr. Caramacno: By this letter I am asking the U.S, Customs
Service to review the question of the dutiable status of watches pro-
duced in the insular possessions under the terms of General Headnote
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3(n) and ITeadnote 6 of Subpart E, Part 2 of Schedule 7 of the Tarift
Schedules of the United States (“TSUS").

Specifieally, I as asking that the Cnstoms Service rule that: (1)
cased movements assembled and processed in the insular possessions
are watches produced in these possession for purposes of the TSUS,
(2) such watches are entitled to duty-free entry if no more than 70 per-
cent of their total value is of foreign origin and (3) such watches may
be returned to the insular possessions for repairs and reentered into
the Customs tervitory of the United States duty-free if no more than
70 percent of their total value is then of foreign origin,

BACKGROUND

For many years, the products of U.S, insular possessions outside
the Customs territory of the United States have been entitled to duty-
free entry into the United States so long s any foreign materials in-
corporated into those produets dicd not exceed a specified percentage
of their value, (See, e.gr., Public Law 83-768. §401 (1954) ), enactin
what is now General Headnote 3(a) of the TSUS. The acknowledgec
purpose of this provision was to stimulate the development of light
andustry in these possessions and thereby contribute to the welfare
of the inhabitants. The U.S. domestic watch industry, faced with an
inereasing volume of imported goods, used assemibly operations in the
incular possessions in an attempt to remain competitive with the
imports,!

By the mid-1960's, however, Congress concluded that the volume of
components produced in the insular possessions from foreign compo-
nents and imported duty-free had increased to the point where some
restrictions were necessary in ovder to avoid damage to the remaining
U.S. domestic operations, For this reason, Congress imposed a quota
system on these operations which was designed to keep production in
the insular possessions at a steady percentage of domestic demand and,
thus, to preserve the delicate balance between watches produced in
the United States, the insular possessions and foreign countries,

. While reaflirming that General Headnote 3(a) “was caleulated to,

and in effect has, stimulated the development of light industry in the
" possessions,” Congress decided that, to avoid adverse effects on do-
mestic watch production, it would be necessary to impose “a quota
on the number of watches and watch movements containing foreign
components which may be imported duty-free from the U.S. insular

ossessions.” (S, Rep. No, 1679, 89th Cong., 2d Sess. (1966), reprinted
1 1966 U.S. Code Cong. and Ad. News at 4380-00,)

The Senate Report on the final version of this legislation observed
that, “[u]nder present law, if not more than 50 percent of the total
value of an article produced in the insular possessions is of forei
origin, it qualifies for dutyv-free treatment, .. .” /d. at 4392, The
amendments enacted by Congress, the Committee further observed, set
an upper limit on these importations by authorizing the Tariff Com-
mission (now the International Trade Commission) to “compute and
publish the number of watches and watch movements which could be

tin 1954, tariffx on fmported wateh movements were nereased in order to remedy the
lnjnry suffered by the domestic tndustry as 1 result of the increased quantities of fimporta.
(19 Federal Register 4639 (July 29, 1064).)
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assembled in the possessions in each quota year for duty-free export to
" the United States.” /d. at 4396,

The pertinent headnotes were again amended by Congress in 1975 in
view of certnin economic changes (devaluation of the U.S. dollar and
inflation) which had “reduced considerably the competitiveness of
watches manufactured in the possessions with those impniied direct)
from abroad.” (S. Rep. No. 94-273, 94th Cong., 1st Sess. (1975)
reprinted in 1975 U.S, Code Cong. & Ad. News at 883.) The effect of
these amendments was said to be “to gn'ovide duty-free treatment to
watches and watch movements manufactured in any insular posses-
sions of the United States if foreign materials do not exceed 70 per-
cent of the total value of such watches and movements, . . .” /d. at

884,
The recogmition of “watehes” as specific articles produced in the

insular possessions and entitled to the beaefit of the foregoing free
entry provisions on the basis of their total value stands in contrast to
the treatiment necorded watches imported from foreign countries under
the provisions of the TSUS, Such watches are subject to the Column
1 or Column 2 rates of duty for Item 715.05 g“Watches”) which are
the sum of the rates which would be applicable to the cases plus the
rates which would be applicable to the movements if these two items
were imported separately, TSUS, Item 715.05.

CASED MOVEMENTS ASSEMBLED AND PROCESSED IN THE INSULAR POSSES-
SIONS ARE WATCHES PRODUCED IN TIHOSE POSSESSIONS FOR PURPOSES OF

THE TSUS

The TSUS recognizes “watches” as a separate and distinet category
of articles, Item 713.05, and defines them as “timepieces . . . suitable
for wearing or carrying on or about the person, whether or not the
movement. therein is within the definition of ‘watch movement' in
headnote 2(b) below.” ITeadnote 2(a), Subpart E, Part 2 of Schedule
7. As already noted, the legislative history of General Headnote 3(a)
and Ieadnote 6(b) of Subpart E, Part 2 of Schedule 7 reflects a sim-
ilar recognition of watches ns articles separate and distinct from watch
movements. In addition, where the movement and case which compose
the watch are assembled in the insular possessions and undergo sig-
nifieant processing there in satisfaction of the requirements of the per-
tinent headnotes, they are properly classified as products.of those in-
silae possessions, Se¢ Nanco Ine, v, United States, 40 CCR 366 (1958)
(holding that the uniting of watch cases and movements into a com-
plete watch resulted in a new article which was a product of the place

of assembly).

WATCHES PRODUCED IN THE INSULAR POSSESSIONS ARE ENTITLED TO DUTY-
FREE ENTRY IF NO MORE THAN 70 PERCENT OF TUEIR TOTAL VALUE IS OF

FOREIGN ORIGIN

The specific language of the pertinent headnotes and their legisla-
tive history show that Congress intended watches, as well as watch
movements, to benefit from these duty-free entry provisions.

Headnote 6(b) of Subpart E, Part 2 of Schedule 7 permits “watches
(provided for in Item 715.05) and watch movements (provided for in
items 718.00 through 719.——", produced in the insular possessions,
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to enter the United States free of duty “[i]£ the requirements for duty-
freo entry set forth in general headnote 8(a) are compiled with, , . .”
General Headnoto 3(uﬁ in turn, states that both “watches and watch
movements” produced n the insular possessions shall be exempt from
duty if *not more than 70 percent of their total value” is attributable
to foreizn materials,

This recognition of watches as a category of articles, distinct from
watch movements, the “total value” of which is entitled to be tested
by the 70 percent rule, is further evidenced by the legislative histories
of the 1006 and 1975 amendments to these headnotes already referred
to. ‘Thus, the Senate report on the 1966 legislation which added the
quoty system describes that legislation as intended to control “the
number of watches and watch movements containing foreign compo-
nents which may be imported duty-free from the United States insular
possessions.” S, Rep. No. 1679, supra at 4390 (emphasis supplied).
Similarly, the Senate report on the 1975 legislation indicated that un-
der what 1s now General Headnote 8(a) “the perinissible foreign mate-
rial content of watches and watch movements entitled to duty-free
treatment would be raised to 70 percent of the total value.” S, Rep.
No. 94-273, supra at 884-885.

‘The relationship between the treatment of watches produced in the
insular possessions under the duty-free provisions of General Head-
~‘note 3(a) and the treatment accorded watches imported from foreign
countries under the normal duty rate provisions of Item 715.05 are
clearly spelled out in General Headnote 3 of the TSUS, dealing with
the rates of duty to be applied to imported articles. The initial sub-
sections of this headnote 1dentify a number of specific situations in
which special duty rates (or, in the case of qualitied products of the
insular possessions described in subpart (a), no duties) are assessed.
If an article falls within none of these special categories ﬁas would
be the case with most directly imported foreilgn watches), the article
is "subjiect; to the rates of duty set forth in column numbered 1 of the
schedules,” 'I'SUS, General Headnote 3(£). Accordingly, in the case
of a watch imported from the insular possessions under (ieneral Head-
note 3(a), there is never anPr need to apply the Column 1 provisions
of Item T15.05, requiring the separate valuation of case and move-
ment, and the 70 percent test is instead applied to the total value of
the watch, in accordance with the language and legislative history of
the pertinent footnotes.

In sum, the headnotes and legislative history reflect a clear Con-
gressional intent to treat a watch as a distinct catego?r of article for
purposes of General Headnote 3(a) and to a?ply the 70 percent limit
on foreign origin value to the total value of the watch, rather than
to follow the otherwise applicable provisions of Item 715.05 by sepa-
rately valuing and testing the extent of foreign origin of the watch
caso movement, Indeed, any other interpretation of the headnotes
would frustrate the clear Congressional intention to stimulate light
industry in the insular (f)ossessnons by permitting the duty-free entry
of qualified watches and movements produced there. It has been con-
servatively estimated that employment in the Virgin Islands watch

3This conclusion is holstered by the language of Headnote 0(b), Subpart E, Pat 2 of
Schedule 7 which, in effect, requires watches which fail to meet the test of General Head-
note Sua), to be valued on the basis of Column 1 or Column 2 rates, depending upon the

origin of the foreign materials involved.
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assembly industry, with which I am most familiar, would be increased
by 25 percent if Customs were to confirm that watches produced in
the Virgin Islands were entitled to duty-free entry in the manner out-
lined here and such a ruling would have an oven greater multiplier
effect which could be expected to raise employment and also inerense
government revenues, which wonld then be available to deal with the

sacial effects of the remaining unemployment,

WATCHES PRODUCED IN THE INSULAR POSSESSTONS AND IMPORTED INTO THB
UNITED STATES MAY BE RETURNED TO THE POSSFSSTONS FOR REPAIRS AND
REENTERED DUTY-FREE IF NO MORE THAN 70 PERCENT OF THEIR TOTAL

VALCE IS OF FOREIGN ORIGIN

I am informed that some purchasers of watches produced in the in«
sular possessions are considering the feasability of locating additional
facilities in thoso Eossossions and sending the imgortod watches there
for repairs and subsequently reimporting them, Such facilities would
obviously result in further henefits to the cconomies of the possessions
and, in order to encourage this additional development, I am request-
ing the Customs Service to rule that the repaired watches would also
be entitled to entry duty free under General Headnote 3(a) provided
that 70 percent or less of the total value of the watches was of foreign
origin, o : : S

It is elear that, under the pertinent laws and regulations, watehes
produced in the insular possessions would he treated as foreign articles
at the time of their reimportation into the customs territory of the
United States, See, S, Candler Dobbs v. U.S., 82 CCR 470 (1054). At
that time, however, the watches would again be entitled to the bene-
fit of General Headnote 3(a) as products of the insular possessions,
19 C.F.R. § 141.2(i). Since the watches would then contain no less
(indeed, presumbaly an even greater) component of non-foreign value
than at the time of their original importation, they should again be
entitled to duty-free entry.

I would appreciate your immediate attention to these important
matters, and with best regards, Iam

Sincerely,
Rox~ b Luao,

Member of Congress.

DEerarTMENT OF THE TREASURY,
U.S. CusroMs SErvicr,
Washington, D.C., December 23, 1977.
Hon. Rox e Lueo,
Ilouse of Representatives,
Washington, D.C.

Dean Mr. bk Lrco: In your letters of October 14, 1977, December 6,
1977, and supplemental submissions, you requested that the Customs
Service review the dutiable status of watches produced in the insular
possessions of the United States, You specifically asked us to review
our rulings on cach of the three following issues:

I. You request a ruling that cased movements assembled and proc-
es=ed in the msular possessions are watches produced in those posses-
sions for the purposes of the Tariff Schedules of the United States

(TSUS).



10

Wateches and wateh movements are exempt from duty, pursnant to
Gieneral Teadnote 3(n) of the Taviff Schedules, if they are manufac-
tured or produeced in an insular possession, and if no more than 70
percent of the total value is of foreign orvigin, This exemption is nc-
corded only if both conditions are satisfied, The issue here is whether
eased movements, “assembled and processed™ in the insular possessions,
satisfy the “manufactured or produced” requirement of General
Headnote 3(n).

We have ruled, congistently, that the mere assemblage of a watch
movement into a watch ease does not result in a wateh which is mann-
factured or produced within the meaning of General Headnote 3(a).
As von state in your letter, the watch components must undergo signifi-
eant, processing to satisfy this vequirement of General ITeadnote 3(n).
Accordingly. the question whether a wateh is manufactured or pro-
duced in an insular possession depends upon the extent of the opera-
!tim'xs performed, A determination can only be made on a ease by caso
neis,

TT. You request a ruling that watches produced in the insnlar posses-
sions he permitted duty free entry if no more than 70 pereent of their
{otal value is of foreign origin,

You contend that the tariff schedules requive that watehes he con-
sidered as articles separate and distinct from watch movements and
caces, Tlowever, the statutory language cited in support of this con-
tention, found in: General Headnote 3(a) : ITeadnote 2(a), Subpart E,
Part 2. Sehedule 7: and item 715,05, TSTUS. does not evidence a clear
legislative intent supporting your contention, The statntory languace
is ambignons and it is necessary to determine the legiclative intent by
veference to legislative background material, Yon implicitly recognize
the amhiguity in the statute by making reference to the legislative
history of the varions amendments to the Tariff Classification Act of
1062 (the 1962 Act™).

The Tariff Act of 1930 (the “1930 Act™) had no provision for
“watches.” Watclies were treated as two separate tariff entities, wateh
movements and cases, pursuant to paragraphs 367 and 368 of the 1930
Act, The 1962 Act amended the 1930 Act and inserted item 71505,
TSUS. for “watches,” The rate of duty for these articles is dependent
upon the separate appraisal of wateh movements and wateh eases,

Tt is clear from the Tariff Classifieation Study (the “Study”) that
the new statntory provisions were not intended to make any substan-
tive changes in the treatment of wateh movements and eases, The
Study, in its commentary to Headnote 2(a). Subpart I3, Part 2, Sehed-
ule 7. which defines “watehes”, states: “This definition is inclnded to
clarify the existing provision,” (Tariff Classification Study, Novem-
ber 15, 1960, page 164, emphasis added). The Study also states that the
provision which covers watches was intended to provide clarvity and
uniformity to the elassification and dutiable rates of watches: “Tt is
believed, in the interest of clarity and uniformity, that all watches
imported should be classified according to the same prineiple, viz.,
separate rate treatment for their cases and their movements,” (/d., at
166,

Si)nce 1062, Congress has enacted two amendments to the 1962 Act
which affect the treatment of watches and their components: Public
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Law 80-803 (the “1966 Amendment™) and Public Law 94-88 (the 1973
Amendment™),

The 1966 Amendment, contained in Ieadnote 6(h), Subpart E,
Part 2, Schedule 7. imposed a “quote on the number of watches and
movements containing foreign components which may be imported
duty-free from the U8, insulne possessions,” (Senate Report No,
1679, 89th Cong, 2d Sess, (1966), veprinted in 1966 U.S. Code Cong, &

”C -
Ad News, at 4389-00),
In your letter, you cite language from the Senate Report to the

1966 Amendment : “[u]nder present law. if not more than 50 percent
of the total value of an article produced in the insular possessions is
of foreign orvigin, it qualifies for duty-free trentment . . " /d. at
4392, You contend that this language evidences a legislative intent
to have watches considered as separate articles, distinet from watch
movements and watch eases, ITowever, the specifie legislative intent,
clearly expressed in the Senate Report was to avoid adverse effects
on domestie watch production,

The 1975 Amendment, contr.ined in General TTendnote 3(a), adopted
the 70 percent. test with regard to watches and wateh movements, Tt
states that such produets of an insular possession may be exempt from
duty if the foreign content of the articles is not *more than 70 percent
of their total value.”

C‘ongress indicated in the leeislative history of the 1975 Amend-

ment (Senate Report No, 04273, 94th Cong., Ist Sess, (1975)., re-
printed in 1975 U.S. Code, Cong. & Ad. News) that its specifie intent
was to make watches manufactured in the possessions competitive with
those imported divectly from abroad. To do this. Congress adopted
the 70 percent test and used the “total value” langnage which is iden-
tivu‘} to the language used in the 50 percent test in General ITeadnote
3(n).
The intent of hoth amendments was specifieally stated in the legis-
Intive history of each. The langnage in hoth amendments accomplishes
the stated intent. Nothing in the Congressional reports, or hearings
(TTeaving Before the Committee on Finance, United States Senate,
£0th Congress, on TLR, 8436 June 30, 1966 (1966 Amendment) : Hear-
ings Before the Suheommittee on Trade of the Tlonse of Representa-
tives. 4th Congress, April 23 ond 24, 1975 (1975 Amendment)) re-
quires the interpretation which you put forth,

Tn sum. the statutory language in the 1962 Aet, the 1966 Amend-
ment. and the 1975 Amendment did not evinee a legislative intent to
modify the tariff treatment of watch movements and enses, The Cns-
toms Service, relving upon a decision hy the United States Conrt of
Cnstoms and Patent Appeals, that long established administrative
practice shonld not be changed unless compelling reasons require it,
has no instifieation to madify its praetice with regard to watches.
(See .8, v, Electroluz Corp., 46 Ct. Cust. Appls. 43 (1959)),

Congress could have easily provided. in clear and unambiguons
language. for the unitary treatment of watch movements and cases
as o wateh rather than as individual components, Congress consid-
erod the tariff treatment of watches in adopting the 1962 Act. the
1066 Amendment and the 1975 Amendment, Tn each case a clear
legislative intent was establiched in the legislntive history, Tn each



12

case the statutory language reflected the legislative intent, A clear
congressional intent to apply the 70 percent test to watches, rather
than to watch movements and watch cases is not evident, Accordingly
the 70 percent test ap})licablo to watches in General Headnote 8(11)’
must be applied to each of the watch components, movement and case
soparately, ’

III. You request a ruling that imported watches produced in an
jnsular possession, can be returned to the possession for repairs and
re-entered duty-free if no more than 70 percent of their total value
is of foreign origin,

As you know, articles returned to the United States after having
been exported for repairs or alterations are subject to duty merely
upon the value of the repairs or alterations, under item 806.20, TSUS.

The Customs Service has ruled that watch movements, which quali-
fied for an exemption from duty under General ITeadnote 3(a) when
entered into the United States, and which, upon being found defective
by the original importer are sent directly back to the possession for
repairs and alterations, and are then returned to the U.S, retain their
duty-free status, Likewise, watches previously imported duty free,
under General ITeadnote 3(a). and sent directly back to the possession
by the importer for repairs, may be returned to the U.S, duty-free,

However, if the watches or movements arve distributed to retailers
after duty-free importation under General Headnote 3(a), they are
no longer eligible for 3(a) treatment. In such cases, they would be
sibject to duty upon their return to the United States on the value
of the repairs or alternations as provided in item 806.20, TSUS.

I we ean be of further assistance, please do not hesitate to call on us.

Sincerely vours,
R. E. Cuasky,
Commissioner of Customs,

Coxanress OF THE UNITED STATES,
Houvse oF REPRESENTATIVES,
Washington, D.C., April 20,1978,

Re Dutiable Status of Watches Assembled in the Insular Possessions.

Commissioner Ronerr I, CHASEN,
1'.8. Customs Service, 1301 Constitution Avenve NW.,
Washington, D.C.

Dear CoarsrisstoNer Criasex: On October 14, 1977, T submitted a
request. for ruling concerning the dutinble status of watches imported
from the insular possessions. (Attachment A) This request was sup-

slemented by a submission, dated November 23,1977, from Jon Paugh,
]‘Isq.. on hehalf of the Waltham Watch Company. which is engaged
in the assembly of watehes and movements in the Virgin Islands pur-
suant to Publie Taw 80-803, as amended. (Attachment B)

On December 22, 1977, vou replied to my request (Attachment C),
yuline that : (1) a determination as to whether the assembly and cas-
ing of watch movements in the insular possessions satisfy the “man-
ufactured or produced” requirement of General Headnote 3(n),
TSUS, would have to be made on a case by case basis: (2) that the
70 percent tests applicablo to watches in General Headnote 3(a) must
be applied ssparately to the movement and case, in view of the long-
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established administrative practice to this effect and the lack of any
legislative intent to change this practice.!

1 have earcfully considered your letter and am asking you to recon-
sider that portion of your ruling which coneludes that, m the circum-
stances described in my letter, the 70 percent test contained in General
Headnote 3(a) must be applied separately to the movement and the
case of a watch produced in the insular possessions, 1 am asking for
this reconsideration because I think the requested ruling is clearly
compelled by the language ~nd legislative history of the statute,

As you are well aware, the tariff laws first recognized o watch as a
distinet article in 1962, when Congress adopted the Tariff Commis-
sion’s proposed definition (Headnote 2(a), Schedule 7, Part 2, Sub-
part I) and created a sepavate tarifl category for watches (Item
(156.05). While Congress carried forward the prior pract. ¢ of assess-
ing duties upon imported watches on the basis of their constructive
segregation into cases and movements, it placed that language in the
“Rates of Duty” column for Item 715.05, rather than incorporating
it into the definition itself, In sum, the language of the ‘Lavitt Sched-
ules, on its face, recognizes a “watch” as a distinet article, with an
identity separate from that of its component parts.

Reading this background concerning the term “wateh” into the
Janguage of General Headnote 3(a), it seems obvious that that head-
note’s references to the “total value” of “watches” means precisely
what it says, i.e., the value ascribed to the assembled watches at the
time of mportation, not some value arrived at b{y constructive segre-
gation of case and movement by analogy to the “Rates of Duty” lan-

guage for Item 715.05.
supported by the language of the head-

This conclusion, so clearly
note, is further stren }veued) by reference to the tmderliyin«r iegislative
purpose of General Headnote 3(a), i.c.g stimulating “the development
of light incdustry in the possessions. ., ..’ S. Rep. No. 1679, 80th Cong.,

2d Sess. (1966) reprinted in 1966 U.S. Code Cong. & Ad News at
4389-90. Application of the 70 percent test in the manner requested
would serve this fundamental statutory purpose by sanctioning addi-
tional ussembly steps in the insular possessions, contributing further
emplovment and additional stimulus to the local economies. ‘

In rejecting the ruling request, your letter places great emphasis on
a “loug established administrative practice” deemed inconsistent with
the requested ruling. Your letter does not cite any instances in which
the ru{ing requested here has previously been denied, however, and,
from the information available to me, t?wre docs not appear to have
heen a “long established administrative practice” on this point under
General Ieadnote 3(a). Indeed, this appears to be the first time this
issue has been squarely addressed by the Customs Service. ‘

Nor is the requested ruling at odds with Customs’ statutorily-man-
dated practice with respect to dutiable imported watches, The ruling
requested here would simply require the Customs Service. as a thresh-
old matter, to determine if the total value of the watch met the 70
percent test. If it did, and the other requirements of General ITead-
note 3(a) were met, no further inquiry would be required. If the

1 You also ruled that watches produced in the insular possessions and entered into the
United States duty-free enn be returned to the possessions for repalrs and re-entered duty-

free only before tley are distributed to retallers,
33719 -78——2
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wateh failed to meet the 70 percent test, however, the directions con-
tained in the “Rates of Duty™ column of Ttem 715.05 would then
hecome applicable and duties would he assessed upon the basis of the
constinetive segregation of movement and case, .

In sum, tie ruling requestea here is supported by the plain languago
of the ~tatute, furthers the basie statutory purpose and is not incon-
sistent with existing Customs practice, IFor these reasons, I hope you
will, after reconsidering the matter, rule that the 70 )')orcont test of
General Headnote 3(a) is to be applied to the total value of watches

produced in the insular possessions,
NSincerely yours,

? Rox i Luao,

Member of Congress.

DeparrymeNT oF e Treascny,
U.S. CusroMs SERvVICE,
Washington, May 12, 1978.

Hon, Rox pe Lrao,
House of L presentatives, Washington, D.C.

Dear M. o Luao: In your letter of April 20, 1978, you requested
a reconsideration of our letter of December 22, 1977, in which we con-
cluded that the 70 pereent value test contained in General Ileadnote
3(a), Tarifl Schedules of the United States (TSUS), must be applied
separately to wateh movements and wateh cases,

You suggest that the ruling requested is supported by the plain
language of the relevant statutes and legislative history. You also
suggest that there is no long established administrative practice that
precludes the unitary treatment of watches,

As you know, wateh movements and eases were separately dutiable
nnder the Tarvift Aet of 1930, Concord Wateh Co., Ine, v, U.8., C.A.D.
23 (1953) 2 R F Downing € Co., Ine., v, U8, 33 CCR 303, Abs 58230,
See Custonr’s letter dated May 23, 1955, copy enclosed,

We believe that the statutory langnage in the Tarift Classification
Aet of 1962 was not intended to mmTify this separate tariff treatment
of movements and cases, The Tariff Classification Study, which is
recognized as legislative history, clearly states that the 1962 Act was
merely a reeadifiention of the 1930 Act, Also, the amendments to Gen-
eral Tleadnote 3(a). TSUS, cited by you in support of your argu-
ments, were never intended to alter the treatment of wateh movements
il cases, Accordingly, the long established administrative practice,
hegin under the 1930 Act, requires the separate treatment of move-
ments and eases,

We fully support the legislative policy to enconrage the develop-
ment of the cconomy of the Virgin Islands. However, we believe, for
the _lf'ou.lcnns stated, that the requested change of practice cannot be
justified,

If we can he of further assistance, please do not hesitate to call
on us,

Sincerely yours,
R. E. Cmasey,
Commissioner of Customs,
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Tne Vireix Israxns oF TiiE UNITED STATES,
Orrice oF THE (GOVERNOR,
Charlotte Amalic, St. Thomas, Lugust 30,1978,
Mr. Micnaen STery,
Ntaff Diveetor, Committee on Financey, Divksen Senate Office Build-
ing, Washington, 1).C, .

Deanr Mr, Sterx: We concur wholeheartedly with the objective of
the Senate Subcommittee on International ‘I'rade to expumll employ-
ment in the tervitories, Local rates of unemployment between 8 per-
cent and 10 percent in recent years, and these probably understated,
are generating severe social as well as economic problems, Despite
Headnote 3(a) and our own generous industrial incentive program,
the outlook for significant melioration is not promising unhoss even
greater efforts are undertaken, We have expanded our industrial pro-
motion stafl and we have succeeded in generating new job opportuni-
ties at a higher rate, Nevertheless, the meteoric rise in population, 200
pereent over the last deeade and o half, now throws relatively large
numbers of youths onto the lnbor force cach ycar, Like the Red Queen,
we must run much faster just to keep up.

Our concern is that the proposed action may fail of its meritorious
objective and actually create a loss rather than a gain in jobs, The
reason is that the evidence is by no means clear that jobs fost, from
Russian watch assembly will be more than matched by jobs gained
in the remainder of the industry, The proposition would hold true if
the market served by the Russian \vatcﬂlos could be eaptured in large
part by other Virgin Islands producers. The Russian watches haye 17
jewels and retail for $14.93 to $19.95. Their major markets consist of
very large outlets such as mail order firms, discount houses, and de-

mrtment stores, With a 50 percent higher movement cost, higher unit
}:lb()l' coxts and traditionally higher markups, a serious question arises
whether the gap could be filled in large part by non-Russian watches,

The competitive posture of the non-Russian segment has been se-
verely eroded by the decline in the relative value of the dollur, the rise
in sales of quartz movements, the higher minimum wage, and increas-
ing <hipments of watches from the Far East. Evidence of this is re-
flected i the serious shortfall of Virgin Islands shipments relative to
quota, 1,600,000 units in calendar year 1977, and an estimated shortfall
of 2,000,000 units for this year, Clearly, the intent of Congress to per-
mit Virgin Islands shipments up to 87.5 percent of one-ninth of U.S,
consumption is not_being realized to a very significant degree. In cal-
endar year 1977, shipments totalled +.6 million or 74 percent of the
available quota, Despite the addition of two lirms, shipments for Jan-
mry through August this year of non-Russian movements are no
higher than for the comparable period last year (sce table). All indi-
qitions are that shipments will reach only 69 percent of quota in 1978
compared with 74 percent of quota in 1977, .

Jobs lost by elimination of the Russian movements might be offset
if watch casings were to be included under Ieadnote 3(a). Although
the legislation covers watches and watch movements, the U.S. Customs
oftice takes the position that watch casings will not be given duty free
privileges unless specifieally instructed to that effect by Congress, I
recommend, therefore that the Senate Subcommittee on International
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Trade, add such a provision to the amendment under consideration,

Several local firms have given assurance that employment in their
lants would rise 25 pereent to 33 percent if casing were made feasible
y such legislation,

Employment by the local firms assembling Russian movements has
ranged from 37 to 137, While these numbers may not appear
simificant by stateside standards, the losg of 100 johs would reduee
employment. in the industry hy more than 10 percent and would raise
the number of unemployed by nhout 3 percent in our small com-
munity. Moreover, U.S, policy ealls for special efforts to reduce the
high unemployment. in a predominantly black and Hispanie society
such as ours, Under no cireumstance can T support an amendment
that may be in violation of that policy. On the other hand. the addi-
tion of watch casings to Headnote 3(a) would provide a rea~onable
expectation of maintaining at least the current level of employment
in our most important light industry,

The inclusion of wateh easings under ITeadnote 3(a) is consistent
with the purposes of ILR, 8222, the passago of which is my pnramonnt.
concern. JUist as Congress found it necessary to raise perm‘ssible for-
cign content in the instance of watehes from 50 percent to 70 pereent.
<o experience to date dictates comparable action for all commodities,
The employment created to date nnder the 50 pereent 1ule has heen
far below expectations. The response from industries other than wateh
assembly has been meager even prior to the precipitate decline in the
relative value of the dollar. The comparatively higher cost of foreion
materials makes imperative a rise to 70 percent content if the special
henefits contemplated by Headnote 3(a) are ‘o bo realized to a signifi-
cant degree,

Sincerely,
Hexry A, My,
Acting Governor,
WATCH COMPANIES: SHIPMENTS--QUOTA
Jan. 1 to July 31, 1978 Jan, 1 to July 31, 1977
Shipped Shipped
through tmgﬂ h
Quota Julv3 Percent Quots lul{ Percent
Companies (units) 1974 ofquota  (units) 977 of quota
Antilles Industries, Inc.....cocveevennnee 450, 000 240,010 53.3 400, 000 114,679 78.6
Allalnli: Timlwroducts Cotp.. .. 251,318 41,30 16.4 , 000 338,101 52.0
Belair Time Corp............ 505, 325 232,44 46.0 500, 000 219, 886 4.0
Consolidated Watch Industries .. 150,000 81, 005 3.0 175, 000 66, 097 3.8
Hampden Waich Co......ceuvnaceenannnns 284, 362 82,214 28, 3 350, 000 188, 142 53.8
Master Time €Co.... ... ..coueenrnenenanne 430, 000 214,445 49. 430, 000 218, 850 50.9
Micro Manufacturing COTP.eeeeennnnnnnnn. 19,238 0 vevennnne 94, 603 10,000 10.6
Progress Watch Co., InC....coenneenaeoee. 459, 000 98, 300 21.8 0 " 0.........
Roza Watch Corp....cueeeenvceneranenns 668, 630 329, 492 49.3 750, 000 285,753 3.1
Standard Time Co_..... . 278, 599 177,509 63.7 285,753 105,273 3.9
TMX Virgin Islands, Inc. .. 885,000 539, 000 60.9 900, 000 520, 357 5.8
Unitime Co'n . ........ .. 515,500 148, 959 28.9 600, 000 154,481 25.7
Waltham Watch Co. . convecnaenninennenns 275, 000 68.720 25.0 0 0......... .
Subtotal. e venennniaaianaaes 5,163.08% 2,223,387 43.. 1 5,134,603 2 221,819 43,3
i "y . T -
i T — pm amo 41 mm oam o
Duse Walch Corp....oooooooo PRI B8R M6 25000 988
Subtolal. v anneeieiiaiaaiiiaen £86, 212 268. 968 5.9 112, 397' 342, 467 30.6
Totale e e enans 75,799,296 2,492,355 434 6,256,000 2,565,086  41.C

Source: Virgin Islands Department of Commerce,
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DrerartyeNT oF Tne Treascny,
U8, CustoMs SERvIcE,
IWashington, September 1, 1978.
ITon, Apranax Risicorr,
Chairnan, Subcommittee on International T'rade,
LS. Scnate, Washington, D.C.

Dean M, Cniamrarax: In your letter, dated August 22, 1978, you
requested written comments on the tariff treatment of watch move-
ments assembled from Soviet parts in the insular possessions. You en-
closed o copy of a recent press release and a copy of an amendment to
ILR. £222, a5 proposed by Congressman Rostenkowski,

As vou know. watches and wateh movements from an insular pos-
session may enter the Customs territory of the United States duty-freo
under General Teadnote 3(a), Tariff Schedules of the United States
(TSUS).if they:

(1) are manufactured or produced in the possession;

(2) do not contain foreign materials to the value of more than
70 pereent of their total value: and,

J 3) come directly to the Customs territory of the United States
from the possession.

Generally speaking, the tests for free entry applied to watches and
wateh movements are the same as the tests applied to other articles
from the insular possessions, The only difference is that watches and
wateh movements may contain foreign materials valued up to 70 per-
cent of their total value, while other articles may only contain foreign
materials valued up to 50 percent of their total value,

The tests for free entry applied to watches and watch movements
are not affected by the fact that the components are of Soviet origin
rather than of a eolumn 1 country, Iowever, if watches or wateh move-
ments nssembled from Soviet components do not satisfy the require-
mentx of General ITeadnote 3(a), TSUS, such articles wonld be duti-
able at the rates applieable to produets of column 2 countries,

An artiele is “manufactured or produced” in an insular possession
if the operations performed in the possession substantially transform
the foreion components into a new and different article of commerce,
Basically. this means that the new article must have a distinetive name,
charneter and use different from that possessed hy the original com-

onent s,

: In 1966, the Customs Service ruled that the assembly of “low-labor”
watch movements sati<fied the “mannfactnred or produced” require-
ment of General Ieadnote 3(a), TSUS, Typically, these “low-labor”
movements are assembled in the Virgin Islands from the following
narts;
! 1. mainplate subassembly (pre-assembled from 31 parts) ;

2, harre]l subassembly (pre-assembled from 4 parts) :

3. barrel bridge subassembly (pre-assembled from 7 parts) ;

4. ratchet wheel ;

5. ratehet wheel serew : and,

(. barrel hridge nscembly serews (3).

Mthough we do not collect any lahor or cost statisties, we have heen
advized by the Department of Commerce that of the total labor input
possible on the completed low-labor movements. onlv one-ninth is now
being performed in the possession. Commerce further indieates that
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the valued added in the possessions, in direct labor cost, is between 2
and 6 percent of the cost of the foreign components,

Some coneern has been cxprosso(F recently concerning the duty-free
status accorded to these “low-labor” watch movements from the Vir-
gin Islands, In response to inquiries by members of Congress and the
Departments of Commerce nnA Interior we reviewed the requirements
of General Headnote 3(a), TSUS, as they concern watches and watch
movements, We are preparing for publication a notice stating that we
are reviewing this matter and in which we invite the public to submit
written comments regarding our administrative practice in this aren.
If approprate, we will change our practice and require more lnhor-
intensive assembly operations in the possessions to meet the “manu-
factured or produced” requirement in General Headnote 3(a), TSUS,

We have forwarded vour letter, and enclosures, to the Department
of "Treasury for direct response to you with comments on the proposed
Jegislation, ILR, 8222 and the “Rostenkowski” amendment,

1f we can be of further assistance, please call on us,

Sineerely yours,
Lroxarn LEnMAN,
dActing Commissioner of Customs.
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BACKGROUND AXND STRUCTURE OF THE INDUSTRY IN THE INSULAR
POSSESSIONS

The watch movement assembly industry in the United States insular
possessions developed in the last two decades under a Federal incentive
program to aftract outside firms and stimulate the growth of"h;z}nt
Industry in the possessions, At the present time, 16 firms in the Virgin
islands, and 2 in Guam assemble conventional watch movements from

oreign purts and ship the movements to the United States mainland
Tree of dnty to he cased and distvibuted as watches, A wateh movement
assembly firm existed in American Samon until the fall of 1977 when
it ceaxed operations, Five of the firms that assemble wateh movements
in the insular ossessions are subsidiaries (or afliliates) of larger watch
producers in the United States, three are Swiss owned, one is affiliated
with a West German watch manufacturer, and the remainder are in-
dependently owned by U.S. nationals. Although Swiss and West Gor-

man parts are used principally. two firms in the Viegin Tslands use

Soviet-made parts, The two in Guam also use some Soviet-made parts

in their watch movement assembly operations, e
General headnote 8(n) of the Tarift Sehedules of the U nited Statoes

(TSUS) provides for duty-free entry into the customs tervitory of
the I,’nitw‘ States of watehes and watch movements assembled in the
insular possessions from foreign made parts, if they contain foreign
materials (o o value of not more than 70 percent of their total value,
The duty-free treatment for watehes and movements as<scimbled in the
insular possessions, however, is limited to.a quata not to exceed a

number equal to 14 of the apparent U.S, consumption of wateh move-
ments during the preceding calondar vear (as determined by the T8,

International Trade Commission), The Virgin Islands are allocated
875 pereent of the quota; Guam, 8.33 pereent: and American Samon,
4.17 percent. Attnchment 1 to this memorandum shows dut v-Tree chip-
ments of watch movements into the United States from’ jis insular
possessions for 1973-77, and January-June 1958, As can he seen, at no
time in the past 5 years have the insular possessions shippe.l the total
number of watch movements permitted under the quota,

As stated above, foreign materials cannot constitute more than 70
percent of the value of the movement (the remainder heing added in
the insular possession) to qualify for duty-free treatment on entry
into the customs territory of the Tnited Siates, Prior to midsummer
1975, the requirement was that foreign materials could not constitnte
more than 50 percent of the entry value. The ratio was changed hy
Public Law 94-98, effective Augnst 1. 1975, in an offort fo help the
watch movement assembly industry in the insular possessions which
are being adversely affected by the rising cost of watch parts from
Europe (the principal source of sneh parts) as a result of inflationary-

(19)
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pressures and the devaluation of the dollar, In order to meet. the 50
percent requirement, producers in the insular possessions had to sell
the movements produced for twico the price pai for the parts, thereby
pricing the movements out of their normal competitive price range in
the U.S. market, The change-in-ratio requirement, which compensated
for rising prices of parts produced abroad, did permit the insular
possessions’ assembly industry to retain a measure of its health in
1975-77, The insular possessions’ industry suffered a further sethack,
however, particularly in the latter year, ns widespread sales of inex-
pensive solid-state digital watches in the United States displaced sales
of some inexpensive conventional watches and watch movements, (The
bulk of the movements assembled in the insular possessions have con-

sisted of conventional movements.)
USE OF SOVIET-MADE PARTS IN WATCH MOVEMENT ASSEMBLY

Although the bulk of the parts used in watch movement assembly
operations in the insular possessions have heen supplied principally by
countries in Western Europe (attachment 2), some Soviet-made parts
have heen used since the early 1960’ Attachment 8 gives the value of
wateh movement_parts imported into the Virgin Islands from the
Union of Soviet Sacialist Republics (U.S.S.R.) and other sources for
1962, 1967, 1973-77, and Janunry-June 1978, As can he scen, imports
of such parts from the T1.S.S.R. inereased charply in 1976 and 1977,
when they accounted for 12 percent of the total,

Data are not readily available on the ovigin or value of watch parts
used in watch movement assembly operations in the other insular
possessions. The two facilities on Guam are known to use some Soviet-
mada parts in the movements they assemble, hut information on the
ratio of Soviet-made parts to the total value of all parts used by the
firms on Guam is not available, The only watch movement assembler
on American Samon ceased aperations in 1977 it is known. however,
that this firm did not ntilize Soviet parts in its assembly operations,

EMPLOYMENT

Attachment 4 shows data on emplovment in the establishments
producing wateh movements in the Virein Islands. As can be seen from
these data. employment declined throngh 1975, but recovered some-
what hefore agnin declining in 1977, Tn 1977, the three firms producing
wateh movements using Soviet parts in the Virein Tslands had 191
emplayees or 12 pereent of the work foree emploved by the watch
movement assembly industry. Emplovment data on the Virein Islands
watch movement assembly industry is not available for the first half
of 1978: however, employment is to have leveled off or incrensed
slightly in recent months.

Employment in the Gnam watch assembly industry totaled approxi-
mately 35 persons in 1977,

COMPARISON OF COST OF MOVEMENTS ASSEMRILED FROM SOVIET-MADE PARTS
AXND THOSE FROM OTHER SOURCES

Data obtained by the TS, Department of Commeree on comparative
costs of parts used in watch movement assembly in the insular posses-
sions in March 1978 are shown in attachment 5. As ean be seen from
these data, Soviet-made parts for a 634 by 8 ligne movement cost $3.32
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compared with a range of $3.80-86.47 for parts for a similar movement
from other sources, 'ﬁ’hile only a few direct comparisons can be made
from the data available, it is evident that the cost of Soviet-made com-
ponents is substantially below that of those from other sources,
The only readily available information on_detailed comparative
component costs and subsidies from the Virgin Islands is given in
attachment 6, which gives a comparative breakdown of the cost ele-
ments and subsidies for 17-jewel watch movements, Weo understand
that the subcommittee already has this information which was sup-
plied to the 11.S. Department of Commerce by the American Watch
Association, As can be seen from the data presented, the cost of the
Furopean parts exceeds that of the Soviet parts by 26 percent; the
movements containing Soviet-made parts must be sold at a selling
price well helow that of the movement made from non-Soviet parts
in order not to exceed the 70 percent limitation, and the gross profit
realized on the Soviet-component movement exceeds that realized on

the European-component movement.
MARKET AFFECTED AND CONDITIONS OF COMPETITION

Jeweled lever wateh movements assembled in the insular possessions
are eased after importation into the U.S, mainland. The bulk of these -
watches retail in the U.S. market for $25; watches with movements
assembled from Soviet-made components retail in the range of $12.95
to $13.95. While some watches with insular possession movements do
sell in the medium price range of between $25 and $50, none sell in
the expensive price range of more than $50, In the lowest price seg-
ment of the domestic retail watch market, jeweled lever watches with
movements aszembled in the insular possessions competo with domestic
and foreign pin-lever watches, with some jeweled lever watches from
Switzerland, and with inexpensive domestic and foreign solid-state
digital watches, Jeweled lever watches with movements assembled in
the insular possessions, selling in the medium price range, compete
with more expensive jeweled lever Swiss watches and more expensive
solid-state digital watches (both domestic and foreign),

Attachment 7, provided by the Department of Commerce, compares
selling prices of movements assembied from Soviet parts and those
made from non-Soviet parts, Ilere again, a direct comparison can only
he made between the 634 by 8 ligne movements; the selling price of a
finished movement of that size assembled from Soviet parts was $4.97:
while that for a movement assembled from non-Soviet parts ranged
from $5.43 to $9.95. Again, the price range for the non-Soviet move-
ments is explained by the existence of special features in some watches.

TECIINICAL COMMENTS

The particular issue which the subcommittee is considering relates
to the assembly in the Virgin Islands of watch movements from parts
which are the product of the U.S.S.R. Such parts are alleged to be
imported into the Virgin Islands at prices which are less than their
cost of production and to be involved in insignificant assembly opera-
tions in the Virgin Islands which do not achieve the purpose of general
headnoto 8(a) of the TSUS; viz., the encouragement of employment.

in the insular possessions.
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The proposed amendment to H.R. 8222 would completely restructure
weneral headnote 3(a) and would include therein a new requirement
that to he exempt from U.S, duty thereunder, a wateh or watch move-
ment. must contain “not. less than 25 diserete components which havo
heen aflixed onto or otherwise added to the main plate during assembly
operations within the insular possession concerned”,

The amendment. wonld also include in general headnote 3(a) an
clahorate definition of the term “diserete component®,

To qualify for exemption from duty under the existing requirements
of general headnote 3(a). a wateh or wateh movement may not contain
foreign material to a value of more than 70 pereent of its total value,
and must also ho within the duty-free quota established under head-
note 6(h) to snbpart F, part 2, schedule of the TSUS. As a matter
of substance, the apparent intent of the proposed amendment. is to
require that considerably more assembly operations be performed in
the insular possessions than is precently required.

This new requirement, however. would fall equally on all persons
utilizing the duty-free privileges of general headnote 3(a) and would
in no wise affect or offcet the ability of the U.S.S.R. to lay down parts
of wateh movements in the Virgin Islands at less than their cost of
production. Also, as a matter of substance, the definition of “discrete
component” seems to be used upon the assembly operations for so-
ealled conventional-type watehes (which differ significantly from those
for electronie watches) and, further, is believed to be unnecessarily
lengthy and unduly complex.

As n matter of placement in the TSUS, the proposed amendment
should he concerned with headnote 6 of subpart I, part 2. schedule 7
of the TSUS rather than with general headnote 3(a). The special
requirements for the duty-free quota applicable to imports from the
insnlar possessions are set forth in paragraph (b) of headnote ¢ and
such paragraph is the provision to be appropriately amended if new
requirements ave to be enacted.

WATCH MOVEMENTS: DUTY-FREE SHIPMENTS INTO THE UNITED STATES FROM ITS INSULAR POSSESSIONS,
1973-77, AND JANUARY TO JUNE 1977 COMPARED WITH JANUARY TO JUNE 1978

Shipments from—

Virgin American Total
Period Islands Guam Samoa shipments
Quantity (1,000 units)

4,720 366 N 5, IB

3,925 150 42 4,3
2,900 29 85 3,414
3,916 221 142 4, 272

4,467 265 143 4, 87!
1, 765 65 62 1,892
2,009 LT R 2,103

Value (thousands of dollars)
38,417 1,908 2,044 42,369
2, 689 815 4,793 38,297
26, 280 2,228 1,598 30,106
28,179 1,145 2,226 31,550
] ] 31,042 1,413 1,946 34, 4ol
0 June:

T e e eesesssasasssasasasmeans . 12582 302 899 13,753
L7 1 e 15, 453 coeanennaaee 15, 959

Source: Compiled from official statistics of the U.S. Department of Commerce,
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WATCH MOVEMENT PARTS: SHIPMENTS TO THE VIRGIN ISLANDS BY FOREIGN SOURCES, 1977

Value
Country (thousands)
SWIZEIING. . ceereerrerarovaracrorsscsresanssrsasonassas veseserenan crarenee ceeveensane veseee $5, 367
West GOIMANY.eeuerecreenseoroeraserrsransan . 4,904
c;.a,m.f.‘...S.................. . . 3,815
lmé siwan). . s
uvs.s- R Y T L L T T T R R R Y R R AR DA A A AL S L A d A S A S "o
JADAN. e e e eiiarnseesrencvancnasasnvastestsncrnernrasansanancionnsssny veerresnmeensatacecun . L4
Allothel...coovenccennccanne revesossssnncse cvesesasacesssassassese evecasronas cecestansoves .
Tolal o ueeeeneens Cevesensrerestentoaransane cevene creesennuenens ceresnscnncens evenes 20,584

Note: Because of rounding, figures may not add to total shown. Value calculated from unrounded figures,
Source: Compiled from official statistics of the U.S. Department of Commerce,

WATCH MOVEMENT PARTS: IMPORTS TO THE VIRGIN ISLANDS FROM THE U.S.S.R, AND OTHER SOURCES, 1962,
1967, 1973-72, AND JANUARY TO JUNE 1977 COMPARED WITH JANUARY TO JUNE 1978

[Value in thousands of dollars)

Shipments from— US.S.R

percent of

Period U.S.S.R. Other sources Tolal total

9 ,833 1,931 5

126 , 156 10,482 7

gna 12,013 12,331 2

10 15,418 15,628 i

410 12, 304 12,714 3

1,670 14,735 16, 405 10

977.. . ceee 2,401 18,183 20,584 12
Jamm; to June:

190, ....... cesessevane caeesssescrenaes vereve 950 9,997 10,947 9

1978, .« coeeriainrnnan varees cernceecses eovracen . ns 12, 160 12,935 6

— s o

Source: Compiled from official statistics of the U.S, Department of Comme:ce,

WATCH MOVEMENTS: FULL-TIME AND PART-TIME EMPLOYMENT IN VIRGIN ISLANDS ESTABLISHMENTS
ASSEMBLING WATCH MOVEMENTS, 1973-77

Number of
persons

Source: Compiled from data provided by the U.S, Department of Commerce.
REPRESENTATIVE WATCH MOVEMENT PARTS COSTS, MARCH 1978

Calibre (ligne *) of movement Cost of Soviet-made parts

G e eeteneccaneasaamcaseesostscemasesstotastacasannrsssanmasananen $3.25.

Bl L titereencareateerreteanensseenaatacarersiecaotecettananssssnran $3.25 10 $3.32,
L) F U TR eeeeeierecssessacracns 3.06.

 J O N 3.04 to $3.06.
R L T s 332,

as; ............................................................... 2.80 10 $3.91.
|} L SN cennen oeeeecenenaenenrenteetanerenetesastcnnen $2.79 t0 $3.28,
18 e iiicteeecereccttennacntacsstasatsesosnsncnrenoesasanranan $5.

Cost of parts from other sousces 33

LT SO teeseatassatanasancaassnnase tecvenctmcscttoacasnsnnas 9.56 10 $9.63.
B iiiieicnereiterencieereanartassaasaaranataasnaneannas 4.05 to $5.63,
TR X R SRR 3,80 to $6.47,
B e eeeveereeveniaestonnsnenenenatasanannnneaensoas $3.26 to $8.90,
RO 08 to $10.87,

1 A higne equals 2.255 mm.,
2 The value bracket used for the cost of movements usi_nﬁ non-Soviet parts is explained by some models having sell
mnw mechanisms and/or calendar/date attachments which require more Jmls and thus add to their costs.

3 Dolfar figures based on: Swiss franc equals 0,5502, French franc equals 0.2103, Deutsche mark equals 0.4980,

Source; Data provided by the U.S. Department of Commerce,
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COMPARISON OF EUROPEAN AND SOVIET 17-JEWEL WATCH MOVEMENTS

Soviel parts
European Utilizin Utiliain
parts 6 pamf 20 wls"
Costs:
Landedcosts?.............ccoovvnnnunn $4.10 $3.25 $3.28
virgn Islands import duly (6 percent)....... . .25 .20 .20
Local laborcosts.. ........ ..... . .. ... . 1.00 .10 .
Fringe benefits related to labor costs ’lo percent).. ......... cee .10 . 0‘; 02
Virgin Islands excise tax (3 percent of lorergn materials costs)... ... Y W1 .10
Gross receipls tax (2 percent selling price of $6.07 for European,
$46410r USSR)....cvneccrcionnnanannrnnnnns verene veeane 12 .09 .09
Tolal costs (excluding overhead, plant, etc., which should be same
for either movement). ....... e reesaseserenneerstanninsenas
Subsidies: ! -
Viegin Islands duty subsidy (61.5 gmenl) ............
Virgin Islands excise subsidy (67. pucent} ................
Virgin Islands gross receipts (exceptions) (75 percent).............
Tolal subsidies. ........ erecvee-ee eesesannstacens Acvieneee. -
Tolal nel costs. ........... eeetasusscsrsrosssanntatranntrnien T 3 ) 5. 86
Selling price (statutory mimmum)........ evenscovarensrerensrannnas 6.07 4.64 4,64
Gross profits before deductions for overhead, taxes, elc. (based on
selllng price of $6.07 (European) and $4.64 (US.S.R).......... J2 .89 ]

$ The U.S, International Trade Commission understands that the American Watch Association is relarsing to “'d.screle
components'* here which are defined in the Subcommitiee Amendment to H.R. 8222 as:
““(1) any screw, part, component, or subassembly if not assembled onto the main plate of a watch, and
(1) any bridge or subassembly of 3 watch not assembled together with another pait or component before importa.
tion into the insular possession concerned; but does not mean qn{ dial, dinl screw, dial washer, hour v heel, watch
hand, automatic mechanism and related parts, day-date or special feature device and realted (sic) parts, o7 iewel.
In applying such term, any main plate containing set jewels or shock devices, together with any pait, component, or
subas:embly hxod'lo it at the time of importation inlo the insular possession concerned, shall be cons dered to be
a single component.’
¥ The landed cost for a 20-part assembled Seviet movement might vary somewhat from that for a 6-part assembled
movement, The difference would be slight but it is not certain whether the cost would be lower or somewhat higher,
3 Where labor content is less than $0.90 companies do not qualify for Virgin Islands subsidies and abatements,

Source: Altachment to American Watch Association (AWA) lelter to Secretary of Commerce, Oct. 21, 1977,

REPRESENTATIVE SELLING PRICES OF SOVIET AND NON-SOVIET PARTS WATCH MOVEMENTS, ASSEMBLED
IN THE VIRGIN ISLANDS, MARCH 1978 PRICES

Finished movement selling price

Soviellcalibu (ligne1):

4. 70.
4.70 to $4.75,
4. 40

5%. . 40,
6........ .. $4.40,
5 OO 4.92.
8? R 4.22 to $5. 70,
1 17 2O, tevsmeteestcerarinasnssnsnnens creevennes 4.05 to $4.75,
18..eenraneena. o, seseesene cesesersetenteetneretetnenanans $7.15.

......................................... 13.66 to $14. 82,
222 $5.79 10 8. 66,
5. 43 to $9. 95,
1,66 to $13,69
$11.54 10 $16. 72,

Non:“Soviet’ calibre (ligne):
1%....

VAligns = 2.255 mm,
* Dollar figures based on: Swiss franc equals 0.5502, French franc equals 0.2103, Deutsche matk equals 0.4980.

Source: Provided by the U.S, Department of Commerce,

— e sm——

GExErAL CoUNsEL oF TnE DEPARTMENT oF CoMMERCE.
Washington, D.C., September 22, 1978.

Hon. Arranaz Rmrcorr,
U.S. Senate, Washington, D.C.

Dear Mr. Criramaran: Thank youn for yonr letter of August 22: 1
apologiza for the delay in our response, but I understand that the Sub-
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committee tafl was advised prior to September ¢ that the Department
would not be able to meet your deadline for comments, In your letter
you request the written comments of the Department on the issue of
tavilt treatment of watches and watch movements assembled from
Soviet parts in the U.S. insular possessions. In addition, you ask the
Department to vespond to a series of questions related to the watch
industry. to make any reccommendations we might have for statutor
amendments or changes in the regulations relating to General Head-
note 3(a) to the Tariff Schedules of the United States, and to analyze
the impact of the Rostenkowski amendment to ILR. 8222,

The Departments of Commerce and the Interior, which share respon-
«ibility under Public Law 89-805 for allocation of the watch quota to
producers in the insular possessions, have had the Soviet watch situa-
tion under review sinee June 1977, In March of this vear, we reported
the results of our analysis to Representatives Charles Vanik, Chairman
of the ouse Wayvs and Means Subcommittee on Trade, and Dan
Rostenkowski, both of whom expressed an interest in the use of Soviet-
origin movements in the insnlar watch industry (Enclosure A). The
complexities of the issue are diseussed in detail in the report.

As our report indicates, the Soviet watch situation is of concern to
the Departments because the wages generated in the final assembly in
insular possessions of the largely preassembled components originating
in the Soviet Union do not compare favorably with wages generated in
the insular possessions throngh the assembly of most movements
soureed elsewhere, Qur concern is not with the origin of the parts but
with the ecconomie henefits to the insular possessions,

On June 6 (43 F.R. 24566 (1978)) the Departments of Commerce
andl the Interior published in the Federal Register a notice that they
were considering production incentives geared toward labor-intensive
nssembly operations, After evaluating all comments received on the
proposal, the Departments published in the Federal Register (43 F.R.
10048 (1978) ) proposed rules for allocation of watch quotas in calendar
vear 1979 (Enclosure B). In brief, the proposed rules placed increased
emphasis on the wage factor in the allocation formula for Guam and
the Virgin Islands and would allocate a portion of the respective
insular annual quotas to firms assembling movements from at least 26
diserete components or averaging no less than $.75 in wage per unit
shipped. These rules are intended to provide additional incentives for
all producers to engage in mnore significant assembly operations in the
insular possessions.

In addition, in March of this year the Departments requested the
Treasurv Department to review the criteria for Headnote 3(a) eligi-
hility (Enclosure C). Treasury reported on April 3 that it had begun
an investigation of watches and watch movements in the insular
possessions, We now understand that a formal notice is about to be filed
with the Federal Register requesting comments from all interested
parties on the need for more stringent 3(a) eligibility standards for
watches and watch movements.

'The Department of Commeree wonld prefer to have an opportunity
for implementation and analysis of the foregoing administrative ap-
proaches to this complex problem prior to seeking legislative remedies,
Morcover. the Department at present opposes any legislation directed
zolely at the use of Soviet movements in the insular possessions. For
the reasons set forth below, such legislation would have serious adverse



26

effects on U.S.-Soviet trade wholly disproportionate to any possible
benfits for the insular possessions, .

With respect to the first jssue raised in your Subcommittee’s press
relense, the wages genermted in the assembly of Soviet movements as
they are now supplied to the territories nre small but not “insignificant™
(see data at Fnelosure 1)) in comparison to wages generated in the
assembly of most movements sourced elsewhere, The Departments®
proposed alloeation rules for 1979 address this issue by increasing the
emphasis placed on the wage element of the allocation formula and by
alloeating a portion of the Virgin Islands and Guam quotas onlly 0
firms which use 26 discrete components in their movements or which
contribute an average of £.75 per movement shipped duty-free into the
customs territory of the United States,

We are not'in a position to evaluate whether Soviet parts are being
imported into the insular possessions at prices which ave less than their
cost of production. Questions ahout the applieation of the antidumping
statutes to produets of the U.S, insular possessions should be addressed
to the I'veasury Department. which, together with the International
Trade Commission, is responsible for investigating dumping charges,

Enclosure D containg data on the enrrent strueture of the wateh in-
dustry in the insular possessions. In those instances where the provi-
sion of data on a company-by-company basis would divulge commer-
cial or business information supplied to the Departments on a confi-
dentia] basis, the data have been provided in aggregate form,

The effect on the insular possessions if wateh movements assembled
from Soviet parts were denied duty-free entry under Headnote 3(a)
is difficult to gange, However, the watch quota staff wonld except a
decline in shipments from the insular possessions of approximately
107 in ealendar year 1979, The more expensive European and Japa-
nese movements probably would not compete so effectively in the
U.S. market against low-cost solid-state watches, domestically pro-
duced and imported pin lever watches. and duty-paid imports of low-
cost 17 jewel movements produced in Asian countries. The recent de-
preciation of the dollar vis-n-vis foreign currencies (principally the
Swiss Frane and German Mark) would also adversely affect the ability
of insular producers using the more expensive non-Soviet movements
to fill the void created by the non-availability of the low-cost Soviet
movements,

Notwithstanding the expected decline in total shipments, the indus-
try's wage contributions shonld remain relatively constant, at least in
the Virgin Islands where most of the Headnote 3(a) watch assembly
firms are located, Some sales of Soviet movements would be expected
to shift to lower cost European or Japanese movements on which the
labor input is two or three times that generated in the insular posses-
sions on the largely preassembled Soviet movements, Morcover, one
labor-intensive firm in the Virgin Islands, formerly a major pro-
ducer but which made insignificant shipments in 1978, advises the
Department that it expects to expand production substantially in 1079,
a development which could give a considerable boost to wage pay-
ments in the Tslands,

From the-ihformation we have on hand. Gnam’s two wateh assembly
firms, employing hetween 20 and 30 local residents at the present time,
would probably cease operations if Soviet movements were denied
duty-free treatment. Departmental efforts over the last three years
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to attract new Jabor-intensive firms to Guam have been unsuccessful,
‘Thus, the outright deninl of duty-free entry to Soviet movements may
result in the closure of the Guam wutch ussembly industry,

The employment reduction in the Virgin Lslands would affeet most
soverely the residents of St, Thomas, because the only two wateh ussem-
bly firms vperating there rely entively on Soviet purts. Bused on 1947
cmploymeny levels, 30 jobs (roughly & percent of the 1977 Virgin
Istands industry total) would be eliminated. Unlike the situation in
Guam, there has been some interest shown by potentinl new firms in
the \ argin Islunds, and it is possible that one or more new firms would
bo willing to locate on St. Thomas ulleviating at least in part, expected
smployment Josses there, . .

'The denial of duty-free treatiment for watches assembled in the in-
sulur possession from Soviet components would, by mtroducing u new
parrier to Soviet imports, be inconsistent with the Administration’s
policy of expanding trude with the U.S.S.1, It could also provoke
Soviet retalintion against our exports. Simce 1972 the U.S. has run a
cumulative $3 billion trade surplus with U.S.5.R. This surplus con-
trasts with the approximately $17 million in imports of Soviet watches
sicee 1972, or ubout one pereent of U.S. consumption, A drop in over-
all trade is hkely to be more costly to the U.S. economy in terms of our
bulunce of puyments and insulur employment thun any gain which
might oceur by passage of this legislation, . .

‘Lthe upproach embodied in the Rostenkowski amendment to LR,
§222 avouds discrimination against watch movement parts manufac-
tured in countries nov currently receiving most-favored-nation taritt
treatment, We are concerned, however, that its etfect mnay nonctheless
be to eliminate their import because Suviet watch manutucturers muy
be unable or unwilling, ut Jeast initinlly, to make the manufacturing
adjustments required by such an amendment. It may also have the
eflect of reducing rather than encouraging additional employment in
the insular possessions, The number of components used in the assem-
bly of watch movements may not in all instances be an accurate meas-
ure of the amount of work involved. One Virgin lslands firm, for
instuance, is known to have scheduled for 1979 the production of several
hundred thousand movements having fewer than 25 diserete compon-
ents; but because of the nature of the assembly operations it proposes
this scheduled production would result in additional employment op-
portunitics equal to or exceeding the industry average on a per unit
pasis, Tl firm has advised the l)e{)artmont it would have to curtail
or completely suspend its Virgin Islands operation if the Rostenkow-
ski amendment were adopted, ‘The Departments’ proposed 1979 rules
tuke such factors into account by establishing average labor input as
an alternative to the discrete-components criterion,

In summary, the Department favors our current administrative ap-
prouch to the problems in the insular watch industry, and would be
opposed to any legislation which would deny duty-free treatment to
Soviet watch movenients. 1f the administrative initiatives currently
being pursued should prove ineffective in accomplishing the basic
objective of 1leadnote 3(a), this Department would propose appro-
priate legislation to achieve the continued development of ﬁight indus-
try in the insular possessions without udversely affecting our trade
relations with other nations,
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We have been advised by the Office of Management and Budget that
there wounld be no objection to the submission of this report from the
standpoint of the Administration’s program,

Sincerely
» C. L. Hasrayr,
General Counsel,

Enclosures.
ENCLOSURE .\

Marcrr 6, 1078,
Hon, CHARLES A, VANIK,

1.8, House of Representatives,

Washington, D.C.

Dear Mir. VaNIk: In your letter of August 31, 1977, you asked that the De-
partwent of Commerce review the Increased use of Soviet-origin, low-labor watch
assentblies in the U.S. insular possessions to determine the potential impact on
the vinbility of the insular watch industry. In my letter of September 20, 1077,
I informed you that the matter was being studied and that a more detalled
reply would be made later,

1 am attaching for your information a report recently completed hy our watch
quota staff in the Bureau of Trade Regulation. It is concurred in by the Office
of Territorial Affairs in the Department of the Interlor, which shares responsi.
bility with Commerce for administration of the Public Law 80-80% watch quota
program,

The report gives a description of the present situation in the insular watch in-
tustry, describes actions tuken to date, and briefly outlines actions the Depart-
ments wonld constder taking should the current initintives prove inadequate to
maintain industry's ability to provide the meaningful economic benefits intended
by the Congress.

T'o summarize the findings of the report: (1) There has been a significant in-
crease in the use of Soviet-origin watch components in the insular possessions in
recent years. (2) The wages generated by assembly of these largely preassembled
components into finished movements is small compared to the wages genernted
from the assembly of most movements from other countries, (3) This situation iy
of great concern to Commerce and Interior, for we have sought to administer the
program in a manner which maximizes the contribution of the industry to the
insular ecinomies. (4) Certain changes have been made in the Departments an-
mmllnllocntlon formula and in the codified watch quota rules to address this
problem.

As the attached report points out, Commerce and the Interior do not view the
problem solely in terms of the Soviet-origin components, but in terms of the in-
creased use of preassembled watch components generally which, regardless of
thelir origin, reduce the employment opportunities this industry affords permanent
residents of the territories. We would be equally concerned if watch movement
components from other countries were entering the torritories in the same state
of preassembly.

I appreciate your interest in the continned viability of this industry. Please
feel free to call upon me if you have any further questions. .

Sincerely, P AW
RANK A. WEIL,

Assistant Sceretary for Industry and Trade.
“nclosures,

Rerorr oN THE INSULAR WATCH INDUSTRY (STATUTORY IMPORT PROGRAMS STAFF,
BUReAU ofF TRADE REGULATION, FEBRUARY 1078)

In June, 1977, the watch quota staff in the Departments of Commerce and the
Interior, which share responsibility for administering the insular possession watch
quota program (P.T. 80-805) Initiated a review of the growing use of watch com-
ponents requiring only minimal assembly activity. In letters dated August 31
1077. and October 19, 1977, Congressman Charles A, Vanik and Dan Rostenkowski
expressed concern at the effect that the inereassd use of “low-lt.! nr Russian
movements”* in the insular watch industry might have on the contiuned viabil.

t Refers to watceh parts manufactured in the Soviet Unton an¢ v
territorles with the majority of the assembly operations already c«l)n?:)‘l'(?tm.l ""l‘netgfn(}n}?i
of work necessary to produce the finished watch movement in” the territories from the
pnrllull,\' assembled components (sub-assemblies) {8 very small, therefore the designation
‘low-lahor movement.” The term “movement,” as used in this report, means the un
finished movements, unless otherwise specified. ' :
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jty of the industey. In an Interim response, Fraunk A, Well, the Assistant Secretary
for Industry and ‘U'rade (then the Domestic and International Business Adminis.
tration), advised each Congressman of the Departments’ review of the problem
and promixed it detalled report on the matter.

The following is a report on the Insular wateh Industry. It was prepared by the
witeh quota staft in the Department of Commerce and concurred in by thelr
counterparts in the Department of the Interlor,

It should be emphasized that watch quota staff in the Departments do not
characterize the problem fn terms of “Russian™ supply. While it Is generally true
that in recent years most of the movements which have entered the territoriex
ns subassemblies (o-called low-lnbor movements) have come from the Soviet
Union, this has not always been the case; nor can there he any assurance that
movements sonrced from other countries could not cnuse a similar problem in
the future, Indewd, one of the dangers of the availability of low-lnhor Soviet
movements is that they could promote wider relinnee on subassemblies produced
in western watch producing nations or {n the USSR, further reducing the bhene-
iIll.-: the 'lmssosslmls enjoy from the genernl headnote 3(a) watch assembly

ndustey,

Thix report is in three parts:

cl|> A description of the existing situntion, Including a brief annlysis of the
problen.

(21 An aceonnt of what has heen done by the Departments to date,

(3 An account of what the Departments propose to do in the future,

(1) THE SITUGATION
A, Present use

Unverified wateh quota records indicate that during calendar 1077, 7£3.000
units of the low-lubor tinished movements were shipped to the United States by
Virgin Island firms. Thiz represents an increnase of 201,000 units over 1978 ship-
ments and approximately 17 percent of total 1977 shipments. (For historleal per-
speetive, see attnchment 1, Purchases of "SRR Movements by Iusular Firms be.
tween 1967 and 1976, Purchases closely approximate shipments),

The wateh ussembly industry In Guam hax been dominated by the low-lahor
movements sinee 1975, with annual shipments for 1975-1077 totalling 398,000,
21000, and 318,000 units respectively. The third territory, Amertean Samoa, has
had only one firm, but it hag not assembled any Russinn origin movements.

n. Comparison of parts and labor coals

Baxed on November, 1077 data, the per unit cost to territorial assemblers of the
low-lnbor movements in the two most popular sizes (5% ligne and 6% x 8
ligner * was §3.25, Competing supplies from other countries ranged from $4.10
tu 87.00 for the 515 ligne and from $4.03 to $4.50 for most 6% x 8 ligne.

The cost of Roviet movements ix expeeted to rise 2 percent In 1978 to 3.32. In.
dustry sources expect slightly higher percentage increnses in the French, Ger-
man, Japianese and Swiss origin movements, These cost differences will e fur-
ther exacerbated if the dollar continues to decline relative to the currencies of
these countries.

Reennse of the eligibility standards for duty-free entry under general head-
note 3i), the $0.78 to $3.73 cost advantage enjuyed by the low-labor move-
ments in 1977 translates into a $1.11 to $3.35 advantage in the minimum price at
which the finished movements can be sold to U.8, importers and/or distributors.
T'his derives from the faet that the value of the foreign material content tn an in-
sular wateh eannot exceed 70 percent of the appraised value of the finished move-
ment when It enters the customs territory of the U.S. (This price differentinl is
increased at ench successive level of the distribution chain,)

Typically a low-labor 6% x 8 movement arrives in the territories ag four
distinet parts and components (mainplate with train and balance assembled ;
lrrel assembled : barrel bridge assembled ; and ratchet wheel) plus four screws.
These components can he assembled into a finished movement by inserting the

2 Territorinl firms can buy subassemblies from suppliers now providing completely un.
asvembled comnonents at very little additional cost ($0.10 to $0.20 per movement). Pro-
vided the finished moveinent can be sold at & competitive price in the United States, lalor-
intensive firms may be inclined to save the $0.30 to $0.70 per movement in direct labor
costs by using subaxsemblies.

*These are popular, women's slze watches. Because the tariff s higher on women's
watches than on men's. the former represent about 73 percent of the territortal production.
The mafority of watches assembled in the territories are the 17 jewel movements (none of
which are currently manufactured in the United States).

49-710—78——3 o
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barrel, placing the barrel bridge over the barrel, tightening three screws, inserting
the ratchet wheel and tightening the ratchet wheel screw.

As to the direct Inhor cost (excluding tn-process repairs, timing, ete.) in the
assembly of these movements, it is estimated that a skilled worker could finish
approximately 300 units per elght-hour day, which would equate to $0.06 labor
per unit with current wage scales. With less skilled workers, the direct labor cost
would range hetween $0.10 and $0.18 per movement,

In contrast to the Soviet-origin movements, most other tnovements now arrive
in the territories in states of assembly ranging from completely unassembled to
pre-assembled balance and barrel with the remainder of the movement unas.
sembled, Ne wateh quota fiems using parts from countries other than the Soviet
Union are ' now to assemble signifieant quantities of movements having fewer
than 25 discrete components, and the majority use movements with from 32 to
6o components, depending largely on the nuture of the movement and the
supplier.

With the exception of the movement having a total of 25 components, the
assembly processes on the non-Soviet merchandise include such operations as
train assembly, dinl side assembly, barrel bridge subassembly and balance assem.
bly. Depending again on the nature of the specific movements, the direct labor
cost of assembly wonld range in most eases bhetween $0.60 and $0.90 per move.
ment, The 28-component movement, which does not require the lnhor-intensive
train assembly operation, can be produced for approximately $0-43 per unit,

C. Compctitive cffects

The nhove parts and labor-cost differentials are undoubtedly having a growing
impact on the ability of the non-Soviet supplied sector of the insular watch
fndustry to maintain its share of the domestic watch market.® Watch quota
staff belleve that if the low-labor movements continue to enjoy their present come
petitive advantages, a number of the independent producers® may be forced to
change to the Soviet supply or to request their non-Soviet components tn a state
of prior assembly appronching that of the Soviet movements. Pressure to use
low-lahor movements (subassemblies) is nlso expected to increase as n result of
the rise in the minimum wage in the Virgin Islands from $2.40 to $2.05 per hour,
effective January 1, 1978, 1t is said that for a very small additionnl cost terri.
torial suppliers will provide subnssemblies in lien of the totally unassembled
movements, This will further encourage firms to decrease their assembly actlvity
in the territories.

However, watch quota staff do not helieve that the recent growth in the use of
the low-lahor movement can be completely explained in terms of the cost differ-
entials, which have always been available to Soviet-supplied producers. Other
faetors are involved :

(1) The growing avallability of low-price watches in the domestie market (e.g.,
conventinnal watehes sourced in Hong Kong, and the $8.0% to $9.95 Texas Instru-
ments LED solid state movements) is thought to have disrupted the market for
conventionnl 17 jewel watches to some extent.

(2) Firms using the inexpensive, low-lnbor movements allege that thefr
watches are aimed at a different and growing segment of the U.S. market which
accounts for thelr present snccess. Retailing hetween $8.50 and £12.50 (or higher
if using more expensive bands and cases), these watehes are sald to be purchased
as jewelry or fachion items, Customers may huy two or three of these inexpensive
watches annually, differently strled, not expecting them to operate for more than
a year or to have the timekeeping characteristics of the better quality insular or
duty-paid merchandfse,

(3) Much of the inerease in the production of low-labor movements in the
Virgin Islands since 1975 can be attributed to the emergence of a firm new to
the domestic marketing of watches supplied from the Virgin Islands. This firm

4 The 0% x R ligne low-lahor movement. if completely disassembled. has a total of 47
discrete components, including serews, It is estimated that approximately 1/0 of the total
assembhly work on these movementr is performed In the {nsular nossessions,

8 Total fnsular shipments have ranged hetween a low of 3.0 million units in 1087 (first
year of the quota) and a high of 5.3 milllon units (1073), Even though the avallable quota
nereased dramaticeally in 1977 to 7.4 milllon units, shipments reached only 5.1 million
units, Thus. there appears to be a demand for about § millfon units annually from the In-.
sular possessions,

8 By independent producers I8 meant firms who seek to market their movements under a
variety of hrand namer to o variety of customers. Insular subsidlaries of major 1.8, and
forelgn wateh companies with strong brand name recognition would not he expected to use
Soviet merchandise unless the qnnllt'v) of the movements Impmve«t (while the quality issne
ix dehatable, most industry sources helieve, in certain callbers, the Soviet movements are

not comparable in quality to most other movements).
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has adupted Innovations and vigorous marketing techniques, including an over-
the-counter replacement policy and a high-volume, lower-margin sales appronech,
Subtracting the sales of low-labur, Virgin Islands watches of this firm, 1976 and
1077 shipments of these movements would have been on a par with prior year
snles, While this firm has undoubtedly cut into the sales of watches produced by
the lubor-intensive firms, it should not he assumed that the more-expensive
watches supplied by these other producers would have been able to penetrate the
low end of the 17 jewel conventional watch market as successfully as this new
firm.

t4) A mnjor Virgin Islands producer has made a dramatie cut in production
for ressons unrelated to the availability of low-lnbor movements. Other lahor.
intensive tivs have not been able to Inerense produetion sufliciently to use thiy
e xeess quotn, making additional quantities available for the low-labor firms,

In sum, numerous factors have contributed to the problems of the Virgin
Islands wateh industry, the single most important one heing the great inerease
in cost as a result of the devnluation of the dollar of movements vriginating in
Western countrles. To flluxtrate, n 10 Swiss Frane movement costing $4.00 in
January, 1977 cost over £5.00 in January, 1078, and over $5.50 in February, 1078,
due solely to currency fluctuations, While the low-labor movements added to the
competitive pressures on the ndustry, their avallability is not the root of the
industry prohlem,

Howoever, from the viewpaint of the territorial governments and the Federal
wateh quota staff, the increased use of the low-labor movements undermines the
employment potentinl of the Industry due to the small amount of local wages
generated hy the nssembly of these movements, Thelr production in Inrger num-
bers Is severely curtailing the economie contribution the watch assembly industry

Is making to the insular possessions,
(2) WHAT IIAS BEEN DONE?

On September 20, 1977, the Departments requested the views of each watch
quota firm in the insular possessions on the possibility of the Depnrtments'
establizhing a standard which would limit eligibility for receipt of quota to firms
using n specified number of discrete parts or components In thelr assembly
process (letter requesting views at attachient 2). The purpose for such a stand.
ard would be to inerease the amount of labor in the asseibly procoss. therehy
providing additional employment opportunities for terrvitorial workers.” Also,
increased labor costs would reduce the lnmllt advantage which low-labor firms
presently have over lnbor-intensive firms.* With 20 percent of the guota alloeated
in the Virgin Islands and Guam on the basis of tax contributions, the minimum
assembly standard would blunt, to some extent, the profit incentive for using
low-lahor movements.

A few of the company responses to the Departments’ letter proposing the
minimum standard supported the fllusteative 15 or 20 component minimum
standard. Several others agreed with the concept but did not helieve the standard
would be effective unless a higher minimum number of components were estahe
lished.® Some firms opposed a minimum-number-of-components test and suggested
o minfmum-labor-input-per-unit standard as being more enforcenble or preferable
from an administrative viewpoint,

The American Watch Assoclation (AWA) also commented, suggesting a num-
ber of complementary ndministrative actions and requesting immediate imple-
mentation in 1078 (While the AWA has some quota-firm members, it has
historically represented duty-paid importer interests, For example, the Associa-
tion is an advocate of tariff reductions on watches in the forthcoming multi-

7Clalive hy low-labor firms that to inereace labor costs would result {n price increases
in the United Stntes and render the movements uncompetitive would n{;pmr to be exag.
gerated. With n £2.235 tarlff advantage over duty-pald merehandize (on 69, x 8 Hegne alzot
A $0.70 to £0.GO direct Inbor inerease per movement assemhled shonld not affeet 1.8, gales
of the finished movenents. Tlowever, if the quality control on the Russian merchandise ia
A8 poor ag some Inhorintensive users allege, numerons assemmbly problems eould arise 1f
the minlmum standard were at a sufficlently high level to require train or other more
complex nscombly nroaeesged,

5 A R2.2% low-Jahor movement must he gold for no lese than $4.6% In the Tnited States.
Assuming a generons 20.30 lahor Inpnt, the low-lnbor firm has a £1.00 margin between
cost of parts and minimum selling price. A $4.25 movement has a_86.07 minimum selling
price Toking n 20.90 lahor input, the Inhor-intensive firm has a $0.02 margin. Thus the
potentinl for profit {« greater for the assembly firm using the low-labor movements.

Tt §2 po-sihle to acsomble up to 25 components without engaging in the more complex,
Iabor Intensive orerntions. Moreover, assemhly operations can he antomated o that the
additionn) wace input resnlting from acsomhly of 20 to 25 components lnstead of 8 com-

ponents would not necessarily rise proportionately.



32

Literal trade negotintions which, it effected, would have serious ramifications on
the general hendnote 3(a) wateh assembly industry. The AWA has also requested
that the International Trade Commission modity its procedures for calculating
the domestic consumption of watches in a manner which would ltkely reduce
the size of the territorinl quotas). The AWA advocated a three-part cligibility
standard, consisting of (1) a minimum number of components, (i) a minfmum
munber of axsembly steps and (i) a minimum direct labor input.

All except one of the tirms which presently rely on the Soviet movements
opposed the Departinents’ proposal,® All stated that they would probably be abla
to comply with the Departments’ standard after an adequate period for adjust-
ment. Immedinte Implementatton in 1978, they sald, conld put the firms out of
business sinee deliveries and sales quotations for 1078 were based on the current
custs of parts and present labor inputs, It was ulso stated that parts orders are
generslly made at teast six months in advance, and that the firms had outstand-
Ing orders which conld not be cancelled or modified.

The sole suppller of Soviet-made movements did not agree with the Depart-
nelits' proposed action and strongly opposed the AWA counter-proposal. Among
other things, the supplier argued : )
. 1. General headnote 3(n) mnkes no distinetion among products sourced from:
diferent countries, and it would be inappropriate for the Departments to issue
uny regulntion which would have the effect of modifying the law."

2 The U8 Customs Service which determines whether a manufacturing
process qunlittes a product for duty-free treatment under general headnote 8(a)
hax held that the amount of nssembly presently being done on the U.SS.R.
gouds meets the Customs Service standard.'” Accordingly, the minimum assembly
stndurd proposed by the Deprtments ix unnecessary and inapproprinte,

4. The market for the labordntensive movements ix declining and if low.
labor production is disatlowed, numerous insnlar workers will he affected. Also,
the te'rrltnrlvs will suffer economically if significant quantities of quota go
umused,

After evaluating all comments and careful study of all the facts at their
dixposal, the Depnrtments determined that implementation of any minimum
ussembly stundard should await further study of the technical and administrative
aspects of the problem. Also, any anction effective in January, 1978, would not
have allowed quota producers sufficient time to modify their operations to meet
hew assembly requirements without considerable hardship.

However, the Departments' 1978 allocation formula, published on February 1
(13 PR, 4274 et seq.), differs from the 1477 formula in that the amount of
quota allocated on the hazix of the firms’ shipents Is reduced by 10 percent and
an additionnl 5 percent each I allocated on the basis of the firms' wage and tax
payments in the terrvitories,”? These modifications in the allocation formula were
expected to favor firms which do more assembly. Indeed, preliminary data on the
Virgin Islands industey for 1977, upon which the 1978 allocation will be pred.
jented, bear ont the Departments® expectations,

Much of the uncertainty in the domestic watch market caused by the introduc-
tion of inexpensive LEI) solid state watches has disappeared. Most industry
sutrees believe there will be a strong demand for the conventional 17 jewel
witteh for some time to eome. This prognosis is supported by the quotn requests
for 1978 by the Viegin Islunds firms engaged in the assembly of the labor-
intencive movements. 'The strong demand, in conjunction with an anticipated
decline of some 1,000,000 units in the territorinl quota in 1978, is expected to
1educe the amount of quota avalluble for reallocation in 1078

¥ The concurring firm fnformally advised that it was foreed to uxe the low-lahor move.
ments for competitive reasons.

rhere was publie eritielsin of the uxe of Russian wateh movements in the Insular
industry when Pablie Law 898005 was enacted, Despite this eriticlsm, Congress took no
aetion {o preclude the use of Soviet gomdx in the general headnote 3(a) industry.

Ll the mid-1980°x the Customx Service apy ears to have Hberalized its general head-
nate Son asseinbly standard for watches, At the thme. the majority of firms using low-labor
meseents were felying on sourees other than the Soviet Union. Subgeanently, for coxt
rensons and due to the Departments® allocation formula, which emphaxized wage conteibu-
thons, ‘thc- firwxs ustng wmovements sourced In the West began engaging in additional
operetjons,

l" In 1977, the alloeation factors were 35 percent shipments. 30 percent wages and 13
y---rm-urt mlws. These are changed to 235 percent shipments, 53 percent wages and 20 percent
tanes for THTS,

e s which earn more quotn under the Departiments’ alloeation rules than they can
shin relinguish thelr exeess to the Departments which are authorized to “reallocate” or
readixtribute such quota to these firms able to assemble more quota than they presently
have, The Departments reallocate quota amone requesting firms In a manner Intended
to taaximize the economie benefitx to the territories,
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In thelr Codified Watch Quota Rules (13 CFR 303; 42 F.R. 02007 et seq.)
published In December 19077, the Degnrtments set forth the policy that they
need not renllocate quota In 1078 if the reallocation would adversely affect the
viability of the industry and the economles of the territories. Since reallocations
generally do not ocenr until July or August, the Departments bave several months
to evaluate further the implications of reallocations in 1078,

(3) WHAT J8 PROPOSED TO BE DONE

In addition to these regnlatory and acministrative actions, the DNepartments
propose to make a formal request to the U.8. Customs Service/Depnrtment of
the Treasury to review the eligibility requirements for watches under headnote
3(n). The watch quota stuff believe that should the Customs Service determine
that the adoption of n standard requiring assembly of a minimum number of
diserele components (e.q, 28) is approprinte and feasible, further action by the
Departments may he unnecessary.

It these inftintives are unsuccessful or otherwise prove Inadequate, the wateh
quota staff would recommend that the Departments give strong consideration
to unnouncing by mid-1978 that certain minimum assembly conditions be placed
on the receipt of quota beginning in 1970, The specific form of these conditions
would depend on further consultations with all affected parties and on the
results of additional aualysis. The timing of the announcement would give all
affected firms sufficient time to make the necessary operational adjustments.

The prohlem in the insular wateh industries has also come to the attentlon
of Soviet trade officinls, The Departments intend to have informal discussions

with these officials as soon as practicable,
CONCLUSION

The primary objective of the Departments ig to administer Public Law 80-803
In a fushion which maintaing the established character of the watch assembly
industry and maximizes the economic contribution of the Indastry to the ter-
ritaries. The steps we have taken or propose to (ake to resolve the low-lahor
problem are consistent with this objective and should help preserve the long-

term viability of the industry.
PURCHASCS OF U.5.5.R.—ORIGIN PARTS AND COMPONENTS IN THE HEADNOTE 3(s) INSULAR WATCH INDUSTRY

1967-76
Number of

firms  Total units  Total value  Average unit
Year purchasing puichased  of purchases valu
VIRGIN ISLANDS ; 20100 6 .
4, 3 50 $2.1
5 322, 55, 179 .03
4 231, 498, 73 16
4 212,890 450, 313 12

4 283, 320 588, 952
5 193, 500 406, 340 1
] 134, 000 302, 652 2.2
2 79, 500 200, 768 2.53
3 189, 200 526, 237 2.718
4 654,390 2,054,694 I
3 1%, 704 155, 940 .12
4 102,757 231,946 k71
, 500 108, 32 13

, 300 269, 786
140,150 268, 259 9]
3 266, 500 596, 571 N
32, 800 522,721 27
26;, 94% 671, 244 .51
] 321, 35 , 530 .58
2 06, 000 , 3. 21

Source: Annual application form (D1B-334P) submitted by quota firms to Commerce and Intesior Departments. Earhier,
data reflect estimates for some multiple-sourced assemblers,
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1.8, DEPARTMENT oF COMMERCE,

DOMESTIC AND INTERNATIONAL BUSINESS ADMINISTRATION,
Washington, D.C.

DEAR Sms: Pahlic Taw 80-805 vests the Secretaries of Commerce and the
Interfor with broad diseretion in formulating the basis for apportioning the
quotan among wateh assembly firms in the Virgin Islands, Guam and American
Samon. The statute provides that allocations be made “on a fair and equitable
basis.”

The legislative history of the Act expresses the expectation of the Congress
that “the Secretaries will act in a manner best ealculated to reflect and preserve
the established character of the industry in the Virgin Islands.” While some
additional factors are noted which might well be taken into account by the
Secretaries such as “production experience” and the “cost of direct lahor {involved
in the assembliy.” the hroad diseretion granted the Secretaries can best he
summed up by the following statement of Chairman Long on the floor of the
Sennte:

“Wo do not prapose to say who gets what. We merely say lonk at all the
equities nnd. as far ag we are concerned, we let the Secretary of Commerce and
the Secretarv of the Interior set up pretty much the standards they wish to
set up, but thevy must he fair and equitable in doine it.”

Since 1M7 the allacation formulae employed hy the Departments have con.
tained n lahor or wage factor “tn foster more assembly work in the territories
and thereby n greater contribution to the economy of the islands.” In recent
vears the percentage of the total quota allacated in Guam and the Virgin
Island¥ on the basls of wages paid to loeal people has heen increased so that
in 1977 80 percent of the Guam quota and 50 percent of the Virgin Islands quota
were allaeated on this hasis.

Within the last three vears low cost movements have heen imported into
hoth territories in inereasing numhers for assemble and shipment into the cus.
toms territory of the 1.8, under Goneral Headnote 8(n), Tariff Schedules of the
United States, 'nfortunately, these low cost movements require minimal assem-
blv operations which limits the eontributions acerning tn the territorles from
their assembly. Recently, in hearings on H.R. 8222, a hill which would raise
the permissible forefgn content of other insular products to the same 70 percent
level applicahle to watches and wateh movements, this problem was brought
te the nttention of the House Suhcommittee on Trade. The Suhcommittee Chair.
man has written the Department of Commeree expressing interest in adminis-
trative measures to fnsure that the inerensed use of low-cost movements does
not heeome a threat to the viability of the entire industry.

Under General Headnote 8(a) territorinl watch movements cannot inclnde
foreign materinl value representing more than 70 percent of the appraised
valne when such movemente land into the eustoms territory of the United
States, For example. n wateh movement with forelgn components valued at
£3.00 ean enter the 1.8, at no less than $4.20 and one containing foreign com-
ponents purchased for £4.00 ean enter for no less than 5,71 (thus at £1.00
dl?’or)onﬂnl fn cost results in a minimum difference of $1.42 in U.S. selling
priee),

Moreover, if the direct Inhor payment on the lower cost movement is £20
versne 220 an the more exnensive movement (due to the fact that more discrete
components are involved in the assembly of the more expensive movements),
the profit potentinl of the lower cost movement is also greater. Thus, using
the examples cited ahove, if lahor costs are subtracted from the difference
hetween celling price and cost of the parte the respective sprends are £1.09 on
the low cost, low Inhor movement and £0.91 on the more expensive, more lahor
fntensive movement. Under the ahove circumstances it wonld appear that over
a period of time firms will have a strong incentive to move either to the lower
cost movements or to ascombly methods involving less loeal lahor, that is, to
the ordering of parts already largely assembled at the time of ifmport into
the territory.,

In either of the above eases, the territories wonld stand to lose hecause the
amount of wages paid to residents is the single most important benefit aceruing
to the territories from the watch assembly operations. Moreover, over a period
of time the established character of the industry would undoubtedly change
from one engaged primarily in the complete assembly of watches to one wherein
the majority of firms would engage in the minimum permissible assembly
operations,

In light of the foregoing, the Departments solicit your views and comments
eoucerning a requirement which might be proposed at some future time that
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a minimum of 15 discrete components (excluding case components and hands
and dials, hut including screws, subassemblies, and parts for the movement)
be used by a firm in all of the movements it assembles under General Headnote
3(a) in order for the firm to recelve a quota allocation from the Departments
of Commerce and the Interior. Your views are also solicited on a related require-
ment that, in order to be eligible to receive quota on reallocation, a firm would
have to employ an assembly method involving no fewer than 20 discrete

components,

The Departments hope through a minimum assembly operation requirement
or some other related requirement to maximize the economic contributions of
the watch assembly industvies to the territories and to discourage the develop-
ment of pass-through type operations in the Headnote 8(a) watch industries.
Thig objective is deemed consistent with the intent of the Congress in the enact-
ment of Public Law 89-804 and with the stated purposes of Headnote 3(a).
Your comments nre requested {n writing on or before October 21, 1077,

Sincorely yours, Ricraro M. Srerpa
' Diréotor.

8pcotal Import Programs Division, OIP.,

ENcrosuse B
INDUBTRY AND TBADE ADMINISTRATION

BUREAU OF TRADE REGULATION PROPOSED ANNUAL BULES

Agency: Bureau of Trade Regulation, Industry and Trade Administration,

Department of Commerce.

Actlon : Proposed annual rules,
Summary: The Departments are proposing to revise the welghts assigned

to the factors in the formula for allocation of calendar year 1078 watch quotas
among watch assembly firms in Guam and the Virgin Islands (Publie Law
89-805). They are also proposing that a portion of the quotas in the two terri-
tories he allocated among firms performing specified minimum assembly opera-
tions or making minfmum headnote 8(n) wage contributions during a specified
base period. The Departments published proposed production incentives ap-
plicable to calendar year 1979 allocation of duty-free wa‘ch quotas and invited
comments from interested parties In the Federal Register dated June 6, 1078
(43 FR 24566 (1078) ).

Date: Written comments must he recelved at the address shown helow not
later than 8 p.m., October 15, 1978. Comments should be filed in duplicate and
addresred to: Statutory Import Program Staff, Bureau of Trade Regulation,
room 6884, U.S, Department of Commerce, Washington, D.C. 20230,

For ndditional information contact: Mr. Richard M. Seppa, who can be
reached by telephone on 202-377-2025,

Supplementary information : In assigning the Departments joint responsibility
for allocating the quotas on a fair and equitable basis, Pub, I. 89-805 author-
ized them “to issue such regulations as they determine necessary to carry out
their duties.” The legislative history of the Act suggests that the cost of labor
involved in the assembly of a watch be taken into account hy the Departments
in allocating quota because the labor factor “is a measure of the economie con-
tribution heing made by the assembly process, and also {s an fndication of the
degree of assembly work being performed in the islands.” (8. Rep. No. 1679,
T0th Cong., 24 Sess. 8 (1060.) The Senate report further indicnted that in
administering the quota law the Departments “may also take fnto account what-
ever additional factors they find are warranted.”

In enacting the quota the Congress explicitly intended to prevent the duty-free
privilege from hecoming “little more than a convenient device for funnellng
foreign watches into this country.”

In adhering to the intent of the Congress and the purposes of General
Headnote 3(a). Tarift Schedules of the United States (stimulation of the develop-
ment of light industry), the Departments have since 1887 made quota alloca-
tions under formulae which have progressively emphasized lahor contributions
and, in recent years, corporate income tax payments to the territorial economies,

In order further to strengthen the incentive for all producers to engage
in more complete assembly operations, the Departments are proposing to revise
the 1079 alloeation formula by increasing the weight given the wage factor

and reducing the weight given the shipment factor.
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Applicationg from new firms would be inyited for the American Samoa quota
and for a portion of the Guam quota. ul

The Departments propose to conslder nev entrant applications only from
firms which can meet the minimum assembly operations or minimum headnote
3(a) wage contribution provision. The Departinents further propose to real-
locate quota which becomes nvailable during calendar year 1079 ouly among those
firms which perform the minimum assembly operations or satisfy the minimum
headnote 3(n) wage contribution provision.

\Written comments on the Departments’ notice concerning proposed production
incentives which were received before the July 13 closing date for comients
were conxidered In the development of these proposed rules, A synopsis and a
staff analysis of these comments are avallable for publie inspection and copying.

All public comments to he considered in the development of these rules
will be a matter of public record and will be available for public inspection
nnd copying. In the Interest of accuracy and completeness, comments in written
form are preferred. If oral comments are received, the official receiving such
comments will prepare n memorandum summarizing the substance of the com-
ments and identifying the individual making the comments ng well as the persan
on whose behalf they are made, All such memoranda will also be a matter
of public record and will he avaflable for publie review and copying.

Written public comments which are accompanted by a request that part or
nll of the materinl be treated confidentlally, because of its business propri-
etary nature or for any other reason, will not be accepted. Such comments
and materinls will be returned to the submitter and will not be considered in
the development of the regulations, No comments received affer the close of
the comment perind will be accepted or considered by the Departments in the
development of final rules.

The public record on these proposed rules will be maintained in the Industry
and Trade Administration. Freedom of Information Records Inspection Facility,
Room 3012, Main Bullding. U.8. Departiment of Commerce, 14th and Constitution
Avenne NW., Washington, D.C. 20230, Records in this facility, including written
public comments and memoranda summarizing the substance of oral commu-
nications, may be inspected and copted in accordance with regulations published
in Part 4, Title 15 of the code of Federal Regulntions. Information regarding
the inspection and copying of records at the facility may be obtained from Mrs,
Patricia 1. Mann, the Industry and Trade Administration Freedom of Informa-
tion Officer, at the above address or by calling 202-377-3031,

TEXT OF PROPOSED RULES FOR CALENDAR YEAR 1070

Secriox 1. (n) That portion of the 107H Virgin Ixlands quota equal to the
ratlo of general headnote 8(a) shipments of watches and watch movements
from the territory during 1978 to the total 1978 Virgin Islands quota will be
nlloented on the basis of (1) the dollar amount of wages, up to n maximum
of £14,000 per person, paid hy each producer during calendar year 1978 to
residents of the territory and attributable to each producer's headnote 8(a)
watch and watch movement assembly operations, (2) the dollar amount of
income taxes paid by each producer during calendar year 1978 attributable to
fts headnote 3(n) watch and watch movement assembly operations (excluding
penalty payments and less income tax refunds and subsidies paid by the ter-
ritorinl government during calendar year 1978), and (8) the number of units of
watches and watch movements assembled in the territory and entered hy each
producer duty-free into the customs territory of the United States during cal-
endar year 1078,

{h) In making allocations under this formula, a welight of 60 percent will he
nssigned to the wage factor, a welght of 20 percent will be assigned to the in-
gnme tax factor, and a weight of 20 percent will be assigned to the shipment
actor.

(¢) The remaining portion of the 1070 Virgin Islandr quota will be allocated
among firmg perferming the minimum assembly operations or making minimum
headnot - 3(a) wage contributions during the base perfod. Eligible firms will he
allocuted quotn in accordnnece with the factors and welghts governing alloea-
tions under subsection 1(b), Allocations of this portion of the 1970 Virgin
Islands quota will he made to firms which:

(1) Assembled all movements shipped during the base period from un-
assembled movements having at least 28 discrete components: or

(2) Made headnote 3(a) wage contributions during the base period in
the territory of not less than $.75 per watch or watch movement (exclusive of
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any cusing operations) shipped Iuto the customs territory of the United
Ntates,

RE¢, 2, (a) That portion of the 1970 Guam quotn equal to 73 percent of
the ratio of calender year 107R general headnote 3(a) shipments of watches and
witch movements from the territory to the total 1978 Guam quota will be
ulluented to firms on the basis of the factors and weighta set forth in subsec-
tions 1 (n) and (b), .

th) Except as noted In section 3, the remaining portion of the 1970 Guam
quota will be alloented among firms satisfying the criterin established in sub-
seetion 1(¢) in accordance with the quota formula factors and welghts specified
ln subsections 1 (a) and (b).

8Ec. 3. Quota xot aside for new firms under subsection 4(b) shall he sub-
tructed, before allocations are made pursuant to subsection 2(b), from the
respective quota amounts allocable under those provisions.

Sec 4 Applieations from new firms nre invited for the calender year 1070
American Samoa quota, hecause the sole receipient in the territory discon.
tinued operations fn calendar year 1977. and a new entrant was not selected
uder the 1078 new entrant provision (43 FR 4274: 43 FR 10718 (1078)). Due
to the limited size of the American Samoa quota, the Departments will alloente
that quota to the single firm which offers the best prospect of making a meaning-
ful long-term conteibution to the economy of the territory.

th) Applications from new firms are invited for 130,000 units of the calendar
year 1979 Guam quota,

(¢) Applieants for new-entrant quota in Guam or American Samoa must com.
Dlete applicable sections of form I'TA-334D, copies of which may be obtained from
the Statutory Import Programs Staff, Room 6884, U.S. Department of Commerce,
Washington, D.C. 20230. Detailed instructions for completing 1TA-334P will he
provided by the Statutory Import Programs Staff together with coples of the
application form.

(d) The Departments will consider new entrant applications only from firms
nhle to satigfy the Departments that they can meet the minimum assembly or
wage contribution eriteria established in subsection 1(e). Following the Secre-
taries' determination that a qualifying appliention has been received, an an-
nouncement will be published in the Federal Register establishing a closing date
for further applications. The closing date shall he 30 days from the date of such
naotice, In the event no qualifying application is recelved for the Guam new en.
trant quota prior to September 1, 1979, and existing Guam quota recipients.were
ahle to satisfy the criteria established in subsection 1(e) during the base-period,
u portion or all of the Guam quota set aside for new entrants may be reallocuted
to the 1979 Guam quota reciplents in a manner which in the judgment of the
Departments maximizes the economie contributions to the territory,

SEc, 5. Realloention of calendar year 10979 quota which becomes available will
e restricted to those firms able to satisfy the criterln established in subsection
1(e).

Ree. 6. As used in these rules, () “Wages” means all wages up to $14,000 per
person pald during the base period to residents of the territories employed in the
tirm's headnote 8(n) wateh and wateh movement assembly operations, Excluded,
however, are wages paid to (i) accountants, lawyers, or other professional per-
xonnel who may render specfal services to the firm: (i) persons axsembling non-
headnote 3(a) wateh movements: (1if) persons engaged in casing operations:
and (iv) persons engaged in the repair of nonheadnote 8(a) watches or watch
movements. Wages patd to persons engaged hoth in headnote 3(a) and non-
headnote 3(a) assembly and repald activities shall he credited proportionately
to thelr headnote 3(n) activities provided the firm maintaing production and
payroll records ndequate for the Departments’ verification of the henduote 3(a)

rtion,

m\\'ith respect to allocations under subsections 1(¢) and 2(b) of these rules,
total creditable wages will be divided by the total units entered duty-free into
the enstoms territory of the United States during the base perfod to determine if
the $.75 per movement eligibility criterion is satisfled. In determining eligihility
for illocations and renllocations of quota pursuant to the criterin established in
snubsections 1(e) and 2(h) for firms electing the base period specified In para~
graph (¢) (/) below, the Departments shall give credit for wages paid up to a
maximum of $3,500 per person.

(h) “Discrete components” means screws, parts. components, and subassem-
hlies (e.g., harrel, barrel bridge, or balance) not assembled onto the mainplate,
or not assembled together with another part, component or subassembly at the
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time of importation into the territory. (A mainplate containing set jewels or
shock deviees, together with any parts, components or subassemblies fixed to it
at the time of fimportation, would under this definition be considered a single com-
;muvut.) Excluded, however, are dials; dial screws; dial washers; hour wheels;
iands; automatic mechanisms and related parts; day-date or speclal feature
devices and related parts : and jewels,

(c) “Base period” refers, in calendar year 1979, to (1) calendar year 1978, or
(ii) the period January 1, 1079, throngh March 31, 1979, for firms so electing.

SEC, T All firms must, as a condition for receipt of allocations or reallocations
based on subsection 1(¢) or 2(b) criteria, certify to the Departments that they
will not alter assembly operations during the remainder of calendar year 1979
fn a manner which would result in their fallure to satisfy the respective criterla.

Dated September 1, 1978,

StANLEY J. MARCUS,
Depuly Assistant Sceretary
Jor Trade Regulation.
Dated September 5, 1978,
GEORGE R. MILNER,
Direotor, Ofice of Territorial Affairs,
U.8. Department of the Intcrior,

[FR Doc, 78-25262 Filed 9-5-78; 1:50 pn]

ExcLosure O

U.S. DEPARTMENT OF COMMERCE,
THE ASSISTANT SECRETARY FOR INDUSTRY AND TRADE,
Washington, D.C., March 9, 1978.
Mr. RicHARD Davis,
Assistant Seccrclary for Enforcement and Opcration, U.8. Dcpariment of the
Treasury, Washington, D.C.

DEeAr Mz. Davis: Publie Law 80-805 (800 Stat. 151; 19 U.S.C.; hereafter the
Act) established a quota on the number of watches and watch ntovements which
ench year could be entered free of duty into the U.S. customs territory from the
Insular possessions, The Act, which amended general headnote 3(a) of the Tariff
Schedules of the United States (TSUS) and added headnote 6 to schedule 7,
part 2, subpart E, authorized the Secretarles of Commerce and the Interior
to allocate “on a fair and equitable basis” among producers of watches and
watch movements located in the insular possessions the quotas for each year.
The Act also specified that the Secretaries’ allocates would be final and authorized
the Secretaries to issue such regulations as they deem necessary to carry out
their dutles.

In order for watches and watch movements to qualify for the general headnote
8(a) duty exemption, there must be a finding that they (1) are manufactured
or produced in the U.S. insular possessions and (2) do not contain foreign
materianls to the value of more than 70 percent of their value. The foreign content
requirement for watches and watch movements was increased in 1075 from 50
percent by Public Law 94-88 (89 Stat. 433). Responsibility for these determina«
tions rests with the United States Customs Service. Departmment of Treasury.

The legislative history of the Act (Scnate Finance Committee Report No. 1679,
8§0th Congress, 2nd Session) provides guidance to the Secretaries of Commerce
and the Interior stating the expectation that in allocating quota among producers
the Sceretaries (1) will act in a manner best calculated to reflect and preserve
the established character of the industry and (2) take into account the cost of
direct labor involved in the assembly of a watch. Labor costs were said to be “a
meastire of cconomic contribution being made by the assembly process, and
also . . ; an indication of the degree of assembly work being performed in the
islands.

In accordance with their interpretation of the intent of the Congress, the
Departments have attempted to maximize the economic contributions of the
general headnote 3(a) watch assembly industry by allocating an increasing
portion of the annual quota on the hasis of the firms’ wage payments to residents
of the insular possesstons. Notwithstanding this policy, there has been, within
the last three years, a signifiennt inerease in the use of foreign watch movement
parts and components which are entering the territories in n largely preassembled

condition (so-called subassemblies),
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This situation is of concern to the Departinents because the low labor input
associated with completing these movements severely limits the wage and
employment contribution of the industry to the territorial economies, Moreover,
producers using parts and components requiring n greater degree of assembly
claim that their continued viability §s being geriously threatened by the inex
pensive “low-labor” movements which can he marketed in the U.S, for consider.
ably lower prices with greater profit marging,

The United States Customs Service has held that the asscmbly processes
performed on the movements produced from the subassemblies result fn a
product of the insular possessions eligible for duty-free entry under general
headnote 8(n). We recognize that the headnote does not provide a standard
to guide the Service in its determination of whether a particular operation con-
stitutes a manufacture in the territories. It Is our understanding, however, that
the Service evaluntes any assembly process proposed in the insular possessions in
terms of the total assembly process on the article and its components, and applies
a rule of reason. According to a December 5, 1006, letter from Mr. Murray Ryss
of the Treasury Department to Seymour Friedman, Bureau of the Budget, the
determination is based on “precedent administrative and judicial decisions”
(copy attached).

In view of the economic fmplieations of the increased use of subassemblies
in the insular possessions, and the potential implications of such activity on
the viability of the segment of the industry engaging in more complete assembly
operations, the Departiments are requesting that the Treasury Department review
the Customs Service standards for determining eligibility of watches and watch
movements assembled in the insular possessions for entry into the customs tere
ritory of the United States.

In your review of this matter, you may wish to consider the following facts:

1. The typical (6% by 8ligne) low labor movement now enters the islands with
one major subassembly (mainplate and 80 attached components), n barrel sub-
assembly (consisting of 4 nssembled components), a barrel bridge subassembly
(contisting of 7 anssembled components), and ratchet wheel, a ratchet wheel
screw, and 3 harrel bridee screws (see attached analysis).

2. Approximately one-ninth of the total lubor input possible on the completed
low-labor watch movement is now being performed In the insular possessions.

3. The value added in the insular possessions on the low-labor watch movements
(direct labor cost only) is between 2 and G percent of the cost of the foreign
components ($0.00 to $0.18 on components costing $3.25).

Because of the potentinl significance of this situation on the fnsular watch
fndustries and the insular possessfons, your earlfest possible consideration of the
mutter would be apprecinted. In this regard, the watch quota staffs in the
Departments are available to supply any additional information you deem
necessary.

Sincerely, FRANK A, WEIL

Assistant Secretary for Industry and Trade,
U.S. Department of Commerce,
Rurt Q. VAN CLEVF,
Dircctor, Ofice of Territorial Affairs,
U.S. Department of the Interior.

U.S. GOVERNMENT,
December 5, 1966,

Memorandum to: Mr. Seymour Friendland, Bureau of the Budget,

From: Murray Ryss, OASL\, Treasury Department

Subject : ‘Preasury Department response to question posed in your memorandum
and diseussed at interagency meeting on October 28, 1960,

In addition to the usual problems which are encountered in administering
the provisions of the Tariff Schedules of the United States (1TSUS), General
Ileadnote 3(a) presents certain unique administrative difficulties which are
individnaly discussed below, They arise primarily in connection with the entry

of urticles made with the use of foreign materials.
1. MANUFACTURE OR PRODUCTION DETERMINATIONS

General IHeadnote 3(a), TSUS, provides, in part, for an exempiion from
United States duties for articles which (1) are manufactured or produced in
fusular possession of the United States which are outside of United States

Enclosures.
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enstoms territory, (2) do not eontain forelgn materinls to the value of more
thun 50 percent of their total value, and (8) come directly to the customs ter-
ritory of the United States frou the insular poxsession,

Before duty-free entry mny be granted under the cited portion of General
Headnote 3(a), an administrative determination must he made ns to whether
the procexses which are performed In the insular possession constitute a manu-
facture or production, within the meaning of the headnote, of the article for
which free entry I8 sought. This determination is hased on precedent administra-
tive and Judicial decisions (primarily on the former as court cases in this aren
of the inw are xcarce).

Decislons as to what constitutes manufacture are basically found in 12lation
to problems arising under the drawback law. In general, these decisions are
not helptul in regard to the administration nf General Ileadnote 3(a). This is in
part because these decislons ave not often directly in point. But even when they
are In point, it must be realized that the statutes and the purposes of the statutes
are by no means the same and, thevefore, the precedentinl value of decistons
under one statute nre of dubloux appieability under the other.,

The principal difficulty in determining whether an operation constitutes a
manufncture is that it has been impossible to lny down a rule of genernl applica-
tion, Necessarily administrative precedent, not abstract logie, has governed, In
essencee, the problent §s: What constitutes manufacture? Is mere assembly enough?
Ir it is, how much assembly is required? Does sewing something to or on an
object constitute “manufacture?” If so, how much sewing is required ? Do painting,
varnishing, stamping, drying, etc., cte., ete., ete., constitute “manufucture?”
If %0, how much and under what circumstances?

Obviously, n rule relating to how much assembly is required before the
assembly of wateh parts results in the manufacture of a wateh has no direct
applicability to how much sewing, embroidery, ote., required bhefore foreign
fabries have been manufactured into an articte made of foreign fabrie.

Further, when the Burenu of Customs rules that a certain amount of
tixsembly does not constitute manufacture, the next question presented to the
RBurean I8 how wuch more assembly wonld transform the operation into an
acceptable manufactuve. Would tightening three more screws do it? Would
adding a plece of hrald? If the applicant receives n negative answer, the next
question is obviously : Would the addition of a further screw, or another plece
of bratd, push the operation over the mugic horder?

It will be reealled that the inherent impossibility of drawing a sensible line
based on the type of operations performed in the Inular possessions ix what led
the Treasury Department to propose a modification of General Ieadnote 3(a)
to transform the manufacturing test into a test of value added (measured in
t-rms of labor and insular materials added).

11, VALUE DETERMINATIONS

Sectlon T.8(d) of the Customs Regulations provides, in effect, that in deter-
mining whether an article manufactured or produced in an insular possession
meets the 50 percent value Hmitation In General Headnote 3(a), 1 comparison
shall be made between the landed cost in the possession of the foreign materinls
contained in the article, and the final appraised value in the United States, in
accordance with section 402, Tariff Act of 1930, as amended, of the article.

In order to apply the test provided for in section 7.8(d) of the Customs Regu-
Intions, at least two value determinations are required in connection with the
importation of each article into the United States. First, the lunded cost of “he
foreign materinls in the Insular possession must be ascermined : second, the
section 402 value of the artiele imported into the United Stautes muxt he found.
The application of the value test is further complicated by the fact that foreign
components almost nlways arrive in more than one shipment. (If all of the
components arrived together in a single shipment most finished articles would
be regarded as having heen imported as entireties and the finished articles for
this reason would fail the manufacture test.) This fuctor of multiple shipments
of foreign mnterials, of course, increases the burden involved in making the
value determinations,

The appraisement in the United States of insular articles also poses unusual
problems. Relationships befween manufacturing firms in the insular possessions
and their customers in the United States, and with insular purchasing and selling
firms, nre interlocking to a very high degree. This factor makes more difficult
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the task of finding the proper bases of appraisement under section 402 of articles
entered under Genernl Headnote 8(a). Some exnmples of the juterrelntionship
between fnsular and domestic firms In one industry, le, the assembly of watch

movementx, ure set out below :

Parent and subxidiary
Webster Wauteh Compnny—Admiral Time Ine. Viegin Islands,
Hamilton Wateh Company—3Standard Time Corp., Virgin Islands,
Bulova Watch Company, Inc—Atlantie Time Produets Corp., Viegin Islands.
Pan Amerienn Time Corp.—R. W. Suwmmers Thne Corp., Vivgin Islands,
Waltham Wateh Co—Hallmark Wateh Co,, Virgin Islands and Guam,
Westminister Watch Co., Ine—Westminster Time Corp, Virgin Islands and
Guam,
Relmont Watch Co., Tne.—Belmont Industries, Ine,, Virgin Islands.
Enicar Watch Corp—Belaiv Time Corp., Virgin Islands,
General Thme—Autilles Induste'es, Ine, Virgin Islands,
Benrus Wateh Co~Quality Products Co., Ine., Virgin Islands
Elgin Nationn) Wateh Co.—Maxter Time Corp, Virgin Islands,
Times, Ltd.—Virgo Corp., Virgin Islands,
Timex, Ltd—Agang Watch Co., Ine, Guam,
Timex, Ltd.-—~Oceanin Corporation, Ltd., Sumoa
General Time—"Trans-World Instruments, Ince, Guam,

1L IDENTIFICATION OF FOREIGN MATERIALS

When articles manufactured in an insular possession in a shipment valued
over 25 are brought into the United States for entry under the provisions of
Genernl Headuote 860, TSUS, sectfon 7.8(n) of the Customx Regulations
requires that there be filed in connection with the entry a certificate of origin
teustoms Form 32200 sfgned by the chief customs officer in that possession or
hix assistant, The s'gnature of the customs officer conxtitutes a verification of
the statements made on the certittente hy the shipper w'th respeet to the
artieles belng shipped to the United States and the de-criptions and values of
the foreign mutorinls contained In those articles,

An jnsular manufacturer who produces articlex for entry into the United
States under Genernl Headnote 8(a) is required to keep records which will en-
able enstoms oflicers to jdentify foreign materinls used In production by the
number of entry jnto the insular possession and the date, and to show the lnn-ded
costs which have heen determined to apply to those materinls, Records must
ulso he made avallable which will permit customs officers to trace ench lot of
foreign materinls throuzh the manufacturing processes into the tinished artiele.

The customs agent in charge at St, Thomas, Virgin Islands, devotes alimost
full thne to examining the records of manufacturing firms there, ohserving thelr
operntions, and otherwise ensuring that the statements made on certificates nf
orlgin with respect to the quantity, values, and descriptions of the foreign ma-
terfals are accurate, and that the operationg conducted hy those firms conform
to those which have been determined to constitute valid manufactures or pro-
ductions within the meaning of General IHeadnote 3(a) by the Bureau of
C‘ustoms or by the Treasury Department.

ANALYSIS OF Low-LABm MOVEMENTS, AcTUAL VERSES DPOTENTIAL, IN TERMS OF
SEPARATE PPARTS OB COMPONENTS REQUIRING FURTHER ASSEMBLY, AND OF NUM-
BER OF ASRSEMBLY OPERATIONS REQUIRED

(6% x 8 ligne movement, exclusive of handling, dialing. casing)

1. ACTUAL

A. Description of parts, components (subassemblicsy, sereics

1. Mainplate subassemly (assembled from 31 parts),

2. Barrel subassemly (assembled from 4 parts),

3. Barrel bridge subassembly, (axsembled from 7 parts).
4. Ratchet wheel.

3. Ratchet wheel serew,

6. Barrel Bridge assembly screws (3).

Total number of discrete components : 8,
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B. Description of assembly sleps
1, Insert barrel subassembly.
2, Place barrel bridge subassembly over barrel.
3. Insert and turn in barrel bridge screws (3).
4. Assemble ratchet wheel and ratchet wheel screws.

5. Ol center upper jowel,
IL. POTENTIAL

4. Description of parts, components, sorews (so-called “A” Parts)

1. Mainplate.

2, Work stem and crown,

Cluteh wheel.

Winding pinion,

. Cluteh lever (nka yoke).

., (luteh lover spring (ntka yoke spring).
Setting wheel (uka intermediate wheel),

. Minute wheel.

9, Setting eap spring (aka minute wheel bridge).
10. Setting cap spring screws (2).

11. Setting lever (aka detent).

12, Setting lever hold-down spring,

13. Setting lever hold-down screw.

14. Center wheel.

15. Third wheel.

16, Fourth wheel.

17, Fscape wheel.

18, T'rain bridge,

10. Train bridge screws (2).

20, Pallet.

21, DPallet cock,

22, Pallet cock serew.,

23. Cannon pinion.

24. Balance lower shock system.!

25. Balance wheel complete with hairspringt
26, Balance cock complete with upper shock system, stud holder and regulator.!
27. Balance cock screw.!

28. Dial screws (2).

A parts subtotal: 31

1 Most insular assemblers recelve these compouents Jreassembled for reasons of packing
and shipping economy ; but they must be disassembled to permit the assembly operations

shown in C
B. Dcscription of parts, components, serews (8o-called B parts)

Barrel subagsembly
1. Barrel drug.
2. Barrel arbor,
3. Mainspring.
4, Barrel cover,
Barrel bridge subassembly
5. Barrel bridge.
6. (lick,
7. Click screw.
&, Click spring,
0. Crown wheel core,
10. Crown wheel.
11. Crown wheel screw,
12. Ratchet wheel.
13. Ratchet wheel serew,
14. Barrel bridge screws (3).
B parts subtotal: 16,
T'otal number of discrete components : 47,

C. Dcscription of assembdly operations
1. Assemble barrel and inspect barrel arbor endshake (subassembly operation).
2. Assemble steel parts to barrel bridge (subassembly operation).

SIS et

"
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3. Remove balance and balance cock unit from mainplate,

4, Assemble winding and setting mechanism (A parts 1 through 18).

5. Assemble train (A parts 14 through 19).

0. Assemble barrel, barrel bridge and ratchet wheel.

7. Assemble pallet and pallet cock,

8. Inspection (endshake, wheel freedom, function of winding mechanisms).

), Ofl train jewels and pallet stones.

10. Fit eannon pinion and adjust tenston,

11. Assemble pre-assembled balance and balance cock unit to mainplate.

12, Inspect and adjust balance endshake, overall functioning of hairspring
(level, vibration, ete.).

Note.—The operations shown in I and IT require varying degrees of precision
and manual dexterity., Generally, the operntious in II require greater degrees
of these than that in I. Also, at least two nsular ?roduccrs currently perforin the
balance subassembly operation (see Nos, 24 to 27 in the A parts list, II), which
is probably the most labor-intensive operation in watch assembly. '

ENCLOSURE D
Watch assembly companics operating in the U.S. ingular posscssions in calendar
year 1978 1978 oot
Virgin Islands: auocaqt't'gn‘:
Antitles Industries, Inc 450, 000
Atlantfe Time Products COaee e e cccccccarcneen—e——— 251,870
Belair Time Corporation 505, 325
Consolidated Industries Ltd. o ccceocaeoaaaas cewe 180, 000
Cornavin Virgin Islands, Ine! 600, 000
IHampden Wateh Company, Inc. - 284, 862
Master Time Company, Ltd-.._ - 430, 000
Miero Manufacturing Corporation ——— 19, 238
Progress Watch Company, Inc - 450, 000
Roza Watch Corporation 448, 690
Standard Time Company.._. 27R, 6190
Sussex Watch Corporation!® 150, 000
TMX Virgin Islands, Ine - e 883, 000
Unitime Corporation... - -~ 015,500
Waltham Wateh Company of the Virgin Islands, InCeaceceeea.-. 275, 000
Watches, Incorporated ! 200, 000
Guam:
Phoenix Industries Ine'... 39, 357
Jerlian Watch Co. Ine!o... - —me———— 450, 643
American Samo: No companies presently operating.
1 Companies which relied wholly or predominantly on Sovlet parts in 1077,
REPRESENTATIVE PARTS COSTS AND SELLING PRICES (MARCH 1978 PRICES)
o Costof  Finished movement
Caliber (line) movement pails sel'ing price
-2 '’
3 25%.32 4.70%. ;g
3.06 4,40
3.04-3,06 4,40
33 4.9
2.80-3.91 4.22-5.70
2.79-3.28 4.05—4.73
5 1
9.56-9.63 13,66-14.82
4,05-5.63 5. Igg 68
3.80-6.47 5.43-9. 95
3.25-8.90 4-66-13.69
8.08-10.87 11.54-16,72

1 Dollar figures based on: Swiss franc=5502; French franc=.2103; Deutschemark =,4980,
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AGGREGATED 1977 DATA

Companies supplied .
by non-Soviet Comgnnm,sup lied
y

suppliers Soviet Union
Vigin islands:
Number of ynits ;ln”ed ......................................... 3,813,191 846,702
Employment provided:
WOrk BOUrs .....o.iveinnnecenreenenane ereeeeeeaeeeevaen 1,110, 5%2 119, 681
Average number of workers. ... ... .. .. ........eoc..o.. § 63
Headnote (a) wages paid.... .......ccooeivneininiininnnneen 3, 651, 72; $380, 844
- ga_les .......................................................... $28,122, 34 $4, 085, 426
Number of UnIt SHIPPEd. . . ...e.eeemeeeeeen e e eeeeeennoeeeeaeearenesernaaeees 52,
Work hours....... ” .................................................. cetceeererenen 338. 335
Average nUMDOr OF WOTKEIS ... ... .ooenneeieennneieiaeereereearenetnecsoaecncoroses g
Headnote 3(8) WAEES. .. ...oneeene et ettt crirriiereeerarerranantaenieannnne $130, 761
T . $1,214,699
Ame:ican Samos:
No compantes operating.
All possessions:
Units SRIPPRD. .o onennneaiannciaeareaancaeinraenanvaacnnnas .'t. 813,191 1,204,067
WOtk OURS. . . . oo iiicceeeereenrncnennannns , 110,528 157,789
Average number of workers. .............. Ceeeereeeaneeceirennnn 566 85
Headnote J(8) Wages. .. .......cooeeninniinniiciriiiatiaaninaas %3 651, 721 $511, 605
1 T S N $28,121,307 $5,810, 125
Averd °sk: hours per unit shipped 291 13
lork hours per unit shipped... ... .....ooeeveiniiniriiinnnnnn, . .
;d(w)nlm of \mnkotist p:g 10.300 UBIS.. el 1. g ) z%
8) wages perunit shipped. .. ............oriiiniiireaan , .
Price pc‘r umt slnpped.g'., ....................................... g .83
1978 shipments (through June 30)
Vg lslands. . ... et eer e e aas 1,922, 663 231,
(1T T eeeneemnceeteeneeeaneeerearn 95,4
L L | U 11,922, 663 2326, 818
185 percent, 215 percent.
VIRGINS ISLANDS WATCH COMPANIES
INDUSTRYWIDE STATISTICS CALENDAR YEARS 197277t
Calendar year —
1972 1973 1924 1975 1976 197
1. Annual quota allocation to
units). ou. e 4,622,000 4,913,000 4,874,000 4,960,C00 5,008,000 6,256,000
2. Actual units shipped to U.S.
under headnote X(a). . ... 4,386,521 4,634,819 4,048,876 3,046,757 4,012,810 4,659,893
3, Walch  movements  as-
sembled (units).......... 4,302,614 4,678,175 4,032,322 3,042,555 4,05, 708 4,826,618
4, Totel wages paid. ......... $3,653,935 $3,949,015 $3,888,797 $3,370,560 3, 907, 01 $4, 449, 222

5. Total wages ciediled for

quols csiculation pur-

POSES?. .. .iiieniennnnn $3,365,053  $3,781,956 §3,704,051 3,165,259 3,706,076 34,051,193
6. Average labor per move-

ment assembled:

Total labor............ 8 N .9% Lu 9% .92
Quotalabor. .......... n .80 .9 .04 .9 N

7. Net calendar year corporate
income taxesd. .. ....... $3,086,524 $4,342,003 $3,177,041 31,85, 943 $1,029,8% $867, 464

8. Net calendar year gross
receipts - customs - excise
taxes paid Virgin Islandss.  $81,518  $107,885  $152,180 $99, 821  $1,004,857 ¢$1,157,053

9. Duly free vistch sales—in
doHlars. .....conne... --- $30,283,721 $36,228,295 $34,006,277 325,489,552 328,964,339 $32, 260, 352

10. Number of employees in
Vugin Islands  watch : .
industry........ eennes 1,104 1,193 1,000 847 1,007 7914

11. Number of companies...... 15 17 17 15 " 15

§ Industrywide data vetified by the Departments of Commerce and the Interior. .

? Through 1974 the total amount of wages per person creditable for quota calculation p;agms was lied to “‘wages subject
to FICA laxes.” 1n 1975 and 1976 the Departments limited the quola wages to $13,200 per person, and increased the
amount to $14,000 in 1977, .

3 Excludes corporate income laxes exempted by the Virgin Islands government, . .

4 Public Law 9°-88, enacted in August 1975, amended general headnote 3(a) to allow foreign material to represent up
to 70 percent of the appraised U.S. value, This resulted in 8 decline in selling prices and, accordingly, profit margins and
tax payments in the insulai possessions, ) . )

' gmouah 1975 most fums enjoyed & $0 parcent Customs duty exemption and 100 percent on gross receipts and excise
taxes. Beginning in 1976 the percentage exemptions weie reduced and the exemption given to each firm was tied to its

{abor input per movement smrpod. )
¢ Includes: Gross receipts of 3235,13€, Excise taxes of ;331.1 and Customs duties of $590,811.
7 Employment as of July 1, 1977 and December 31, 1977 was 650 and 623, respectively, During the year 914 residents of

the Virgin Islands received wages from the territorial fms,
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Gexeran Time Core,
Mexay Avizo, September 6, 1978,
My, MicHAEL STERN, .
Ntaff Dircetor, Committee on Finance, T'.S, Senate, 2227 Dirkscn
Senate Office Building, Washington, D.C'

Dear Mr. Stery: On August 21, 1978, Chairman Ribicoff of the
Subcommittee on Internationnl Trade of the Committee on Finance
announced that the subcommittee would welcome written comments
of interested parties with respeet to the assembly in the Virgin Islands
of watch movements from subassemblies which are the product of the
Union of Soviet Socinlist Republies. . .

In accordance with that statement, T am pleased to submit herewith
the position of General Time Corp., a Talley Industries company,
which is a major American producer of watches, clocks, and related
timepicees, General Time Corp, takes the firm position that General
Ilom&noto 3(n) of the Tariff Schedules of the United States—dealing
with imports from United States” insular possessions—is being unsed
by various orgunizations to procure duty-free treatment for certain
watehes and watch movements produced in the Union of Soviet Social-
ist Republies, Tn other words, (’ionoral Headnote 8(a) is being used ns
n “tariff loophole” in a way which evades the policies behind and under-
mines the purposes of the tariff lnws of the United States of America.
The reason:. why General Time Corp, takes this position are spelled
out in the attached memorandum,

Unless the Congress takes prompt action to end this abuse of Gen-
eral Headnote 3(a), the watch and wateh movement industry in the
United States and its insular possessions will suffer rapidly ‘increns-
ing adverse effects and there will be continued evasion of various
United States statutes, In order to correct this problem, General Time
Corp. strongly recommends that the Congress amend General Head-
note 3(a) hy adding a new subparagraph (iv) at the end as follows:

“(iv) No watch or watch movement containing any parts manu-
factured, assembled or otherwise processed in a country, all or some
of the goods of which are subject to the rates of duty set forth in
column numbered 2 of the schedules, shall be exempt from duty under
this headnote 3(a), and any such watch or watch movement shall be
subject to the rates of duty set forth in column numbered 2 of the
schedules.”

Other members of the United States wateh industry, including
Timex, Bulova and the membership of the American Watch Associa-
tion support this proposal, The result is that the United States watch
industry unanimously endorses the amendment presented above.

I am forwarding herewith twenty copies of this statement and would
appreciate_your distributing it to members of the subcommittee and
to the staff,

Sincerely yours,
Frep Cuaryax,
Vice President.

3-T19—78——4



Measorannuy SveMiTTEd BY GENERaL Tixe Core—A TALLEY
INpusTRIES COMPANY

1. INTRODUCTION

This statement is submitted by General Time Corp., a Talley In-
dustries company, in response to the request of Chairman Abraham
Ribicofl of the Senate Subcommittee on International Trade for com-
men's on the assembly in the Virgin Islands of watch movements from
subnssemblies manufactured in the Union of Soviet Socialist Republics,
General Time Corp., along with other interested parties, applauds the
interest of this subcommitiee and the Confgress in this question.

General Time Corp. believes that a small group of watch importers
is using General Ieadnote 3(a) of the Tariff Schedules of the United
States, which grants duty free treatment to watches imported from the
Virgin Islands on the condition that the foreign material content not
to exceed seventy pereent (70 percent) of value, as an unintended tariff
loophole, This evasion is accomplished by importing into the United
States Virgin Islands nearly complete watch movement subassemblies
manufactured in the Union of Soviet Socialist Republies. Those sub-
assemblies are then subjected to minimal assembly operations as a sub-
terfuge to create the impression that the thirty )l)ercent (30 percent)?
value ndded test is being complied with, Final r, those watches are
imported into the United States under the claim that they come within
General Headnote 8(a) entitling them to duty free treatment.

General Time Corp. feels strongly that the Virgin Islands assembly
of Soviet manufactured watch movements and subassemblies—as out-
lined above—causes rapidly increasing harm to domestic and insular
i)ossession watch manufacturers, evades the purposes behind General

Teadnote 3(n), and frustrates the ?ohcies chind the other major
congressional enactments, Accordingly, General Time Corp, submits
that there is an urgent need that Congress amend General Headnote
3(a) to terminate this abuse, T'o that end, General ‘I'ime Corp. recom-
mends that a new subparagraph (iv) be added to General Headnote
3(a) as follows:

(iv) No watch or watch movement containing any parts manufactured, as-
sembled or otherwise processed in a country, all or some of the goods of shich
are subject to the rates of duty set forth in column numbered 2 of the schedules,
shall be exempt from duty under this headnote 3(a), and any such watch or
watch movement shall be subject to the rates of duty set forth in column nume

bered 2 of the schedules,
II, BACKGROUGND

General Time Corp. is a major American manufacturer of watches,
clocks and other timekeeping products, with significant production
facilities located in Thomaston, Conn. ; ITuntsville, Ala.; Athens, Ga.;

1100 percent minus the 70 percent maximum for foreign content.
(40)
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LaSalle, T1L.; and St. Croix in the United States Virgin Islands. Gen-
eral Time has n total domestic production labor force in excess of 4,800
individuals and corresponding payroll of approximately $40.4 million,
General Time products are marketed under a number of well-known
brand names, including Westclox, Seth Thomas, Baby Ben, and
Quartzmatic,

General Time Cor{). has a substantial involvement in the U.S,
wristwatch market, Although General Time once manufactured wrist-
watches entirely within the United States, competition from low-cost
imports has forced it to abandon that grogram. nitially, General Time
had to rely completely upon imported products. More recently, it has
been able to restore a significant American content to its wristwatches
by importing unassembled parts to St. Croix in the Virgin Islands,
rerforming all assembly operations at that location, and then import-
ing the assembled movements under the duty free provisions of General
ITeadnote 3(a) into the United States where the casing and strapping
operations are performed, General Time's facility at St, Croix makes a
substantial contribution to the local economy of that insular possession,
This facility has an annual local payroll of approximately 63 individ-
unls and makes an infusion of about $700,000 per year into the Virgin
Islands economy consisting of payroll, taxes, rent, supply purchascs,
and other local payments, The St. Croix facility currently processes
annually about 500,000 wristwatch movements, which end up in wrist-
watches with a wholesale value of approximately $4,000,000. Each
wristwatch processed in St. Croix is pnt through a complete multi-
stage assembly process which starts with unassembled parts and re-
quires the investment of approximately 12 minutes of labor per
movement,

Throngh its ongoing presence at St. Croix and investigations in pre-
paring these comments, General Time has been able to gather much
information on the so-called assembly of Soviet watch movements
within the Virgin Islands. Starting in 1964, the Russians attemptd to
establish a watch assembly operation in the Virgin Islands, That effort
failed largely beeauso of ha quality, acute resentment toward distri-
bution of Soviet watches in the United States, and demonstrations at
assembly points in the Antilles, Nevertheless, the Soviets achieved
some level of penetration by relying upon outside assemblers. In 1974,
the Russians again endeavored to create their own assembly oporations,
However, they experienced substantial difficultics in ‘acquiring a
building, obtaining a quota allocation, and qualifying for a tax exemp-
tion. In view of these problems, they decided to increase their reliance
upon existing and newly created assemblers who would use their own
rsuotas for importation into the United States, General Time belicves
that the Soviets now supply 3 assemblers, All contacts and supplics
come through a company established in the Panama free trade zone,
Although it is very difficult to obtain reliable information on that
Panamanian com{)any, several sources have suggested that it is Rus-
sion controlled, Although some well known names in the United States
industry originally sampled Russian watch movements, they have
dropped that practice because of quality problems.

General Time has been able to establish that so-called assembly of
Soviet watch movements is substantially different from its own op-
erations at St. Croix, The Russian watch movements are imported
into the Virgin Islands in a nearly complete condition consist ng of
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threa distinet subassemblies—(i) the plate, train and balance sub-
assembly: (ii) the barrel bridge subassembly: and (iii) the ratchet
wheel subassembly. These components are converted into a finished
movement by a simple insertion process and the addition of three or
four screws. The time required to complete this process is minimal—
at most 2.4 minutes, according to General Time's estimate, including
a very generous allowance for inspection time and defective parts,

The number of Soviet watch movements processed has grown at an
astonishing rate since 1974, General Time estimates that approxi-
mately 80,000 Soviet movements were “assembled” in 1974 and ap-
proximately 800,000 in 1977, That is the equivalent of a compound
growth rate of approximately 78 percent per annum,

111, ARGUMENT

The heart of (Gieneral Time's opposition to the current so-called as-
sembly of Russian-manufactured watch movements and subassemblies
in the Yirgin Islands is that it is a sham devised primarily to funnel
Soviet wateh movements into this country without the payment of any
duty whatsoever, Although it is a basic premise of United States tariif
Iaws that an importer or foreign producer may have his goods so proc-
essed as to bring them within the scope of the duty free description
most. favorable to him or it, this leaves open the risk that ingenious
individnals will discover latent defects in the tariff structure and will
exploit tariff provisions for l')urposos which were never intended, Gen-
eral Time Corp. contends that, in the sense defined ahove, General
Headnote 3(n) is being used as a “taviff loophole® for the duty free
importation into the United States of Soviet watch movements al-
legedly “assembled™ in the Virgin Islands. S;)eciﬂcallv General Time
contends that the so-called assembly in the Virgin Islands of Soviet-
manufactured watch movements evades a number of important con-
gressional policies in that : .

1. It provides a means of evading the policy underlying General
Headnote 3(a) of the Tariff Schedules of the United States that
Column 2 tariff rates should apply to all products of Communist
countries, “whether imported directly or indirectly”;

2, It diseriminates against C'olumn 1 countries, which were in-
tended to reccive most-favored-nation treatment, by allowing im-
ports of Soviet watch movements without the payment of any
duty whatsoever;

3. It does not generate the substantial omploymcnt opportuni-
ties which ‘motivated Congress in adopting General H:ndnoto ,

'3(a). and jeopardizes current employment in the watch industry
in the Virgin ‘slamls; and

4. It evades the policy underlying General Headnote 8(a) of
preventing harm to the domestic producers from cutthront

forcign competition, . .
Each of these points will be discussed in detail below.

A. General Headnote 3(e)

General Ieadnote 3(c) of the Tariff Schedules of the United States.
19 U.S.C. § 1202, says in part:

Notwithstanding any of the foregoing provisions of the headnote, the rates of

duty-shown ifu.column numbered 2 shall apply to products, whether -imported
directly. or indirectly, of the following countries ®* * ¢ Unten of Soviet Sociglist

Republies . .. . 19 U.8.C. § 1202,
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General Ileadnote 3(0& is the direct descendant without substantive
change of General Ileadnote 3(d) as proposed in the Tariff Classi-
fication Study of 1960 and as promulgated pursnant to the Tariff

Classification Act of 1962, . _ L
(1) Products of Certain Communist Countries Discriminating

Against American Commerce, ‘The rates of duty shown in column
numbered 2 aY Iy only to (i) products of the Union of Soviet
Socialist Republics * * * whether imported directly or indirectly

therefrom * * *, . )
Tariff Classification Study, Text of Proposed Revised Tariff

Schedules, 5 (1960).

The policy behind this provision is obvious—under all circum-
stances, products imported “dirvectly or indirectly” from communist
countries should pay duties at the column 2 rates, Clearly, the Soviet
watches discussed here are being imported “directly or indireetly” *
under this test and the policy Imﬁiml Gieneral Tleadnoto 3(e) of with-
holding from Communist countries the benefits of lower rates of duty
is being violated, Nevertheless, the Customs Service has allowed the
watches in question to enter duty-free, as products of the Virgin
Islands, and thus to escape that clear congressional policy of with-
holding benefits from products of the Soviet Union,

The policy of withholding from Communist countries the benefits
of lower rates of duty was enacted into the tariff laws in 1951, by the
adoption of § 5 of the Trade Agreements Extension Act of 1951, ond
was aflirmed by Congress most recently in Title IV of the Trade Act of
1974, Title IV is a comprehensive program governing onr trade rela-
tions with Communist countries, Those countries were offered the bene-
fits of most-favored-nation (Column 1) status, subject to certain condi-
tions, C'ountries refusing to accept those conditions were expressly
relegated to the higher duties found in‘Column 2 by § 401 of the T'rade
Act of 1974 The Soviet Union quite openly found those conditions
unnceeptable and consciously decided to remain in Column 2 status,
It ix incongruous that the Soviet Union, which rejected the conditions
in Title TV, now pays no duty whatsoever on these exports of watch
movements to the U.S., while Hungry, which recently accepted the
conditions of Title IV of the T'rade .\c¢t by entering into a most-
favored-nation treaty, must still pay normal Column 1 duties on its
exports to this conntry, A correction of General Headnote 3(a) is
needed to prevent the Soviet Union from using the “insulay possession”
rovision as a means of evading the (Congressional policy expressed
m General Headnote 3(e) and Title 1V of the Trade \ct of 1974,

B. Diserimination Against Column 1 Countrics

One of the fundamental concepts underlying the Tariff Schedules
of the United States is that the countries which have a most-favored-
nation treaty with the United States, that is, the Column 1 countries—
should have their products admitted to this country at lower tariff
rates than the non-most-favored-nation countries—that is, Column
¢ countries, The United States has agreed to uphold that concept as one
of its international obligations in its many most-fayored-nation bi-
lateral treaties and in its adherence to the General Agreements on

3The U.8. Customs Court has repeatedly held that goods are “imported directly or
indirectly” from a country where there is an intention that the goods uitimately enter the
{'nited States. Desay Enterprises, Inc. v. U.8., 162 I SUpF. 047, 062 (Cust, Ct. 1958) ;
Loblaw droceterins, Ine. v. U.S., 22 C.C.P.A. 470 (1935), T.D, 47481.
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Tariffs and Trade. In practice, the Column 2 rates of duty are gen-
erally 70 to 100 percent higher than the Column 1 duties. Countries
can bo admitted to Column 1 status by entering into an approprinte
treaty (asis the case for Hungary). A proposal was made in the Trade
Act of 1974 to grant most-favored-nation status to the Union of Soviet
Socialist Republics as a part of the Jackson-Vanik amendment, That
offer was declined by the Soviets. By using General Headnote 3(a)
in the manner described earlier, Soviet watch movements are circum-
venting the policy that Column 2 countries should pay significantly
higher duties than Column 1 nations and are receiving even more favor-
able duty-free status, In other words, Russinn watch movements are
at the head of the line in terms of favorable duty treatment, when the
general poliey is that they should be at the rear.

The result is discrimination against Column 1 countries by putting
their products at a substantial price disadvantage. This point 18 made
dramatically clear by a brief review of the relevant TSUS categories.
The bulk of the Soviet watch movements allegedly “assembled” in the
Virgin Islands come within two categories—(i) 17 jewel women’s
watches with a width of 0.8 to 0.8 inches and (ii) 17 jewel men’s
watches with a width of 1.0 to 1.2 inches. If subjected to the normal
duties of the Tariff Schedules of the United States (“TSUS”), those
watches would come within TSUS categories 716,31 and 716.34 respec-
tively, The following table shows t!ie enormous savings realized by the
Russian movements by circumventing both Column 2 and Column 1

duties,

Applicable
TSUS Actual dut
Description of watch movement category  Col. 1duty  Col. 2 duty paid’
17 jewels, 0.6 to 0.8 in. In width. . ...e.eeeeeerennnnanes 16.31 2.88 4,80 0
17 Jowels: 110 1210, in Wgth.ommrmemmerr oo 716, 34 %e Vi %

C. Employment in the Virgin Islands

General Time analyses show that it invests approximately 12 min-
utes for ench watch movement which it assembles from discrete parts
in the Virgin Islands. By contrast, General Time believes that the
time invested in the so-called assembly of pre-assembled Soviet watch
movements is at most 2.4 minutes per movement including a very gen-
crous allowance for inspection time and defective movements, In other
words, General Time invests at least 5 times (12+2.4) as much labor
in the assembly of each watch movement as companies processing the
Soviet movements,

The Commerce Department’s studies ® show an even more dramatic
contrast, That agency estimates that the direct labor cost of assembly
of one Soviet watch movement in the Virgin Islands ranges from $0.06
for a skilled worker to $0.10 to $0.18 for an unskilled worker.* The
corresponding direct labor cost of assembly on the non-Soviet mer-
chandise is $0.60 to $0.90 per movement, according to that agency.® In
. other words, the Commerce Department estimates that companies us-
ing non-Soviet movements invested anywhere from 3.33 ($0.60-$0.18)
times to 15 ($0.90--$0.08) times or an average of approximately 9

3 Report on the Insular Watch Industry, Statutory Import Programs, U.S, Department
or‘L;o’mmteg‘ce (February 1078) (hereafter cited as “Departinent of Commerce Report”).
. at o,
8 1d. at 4.
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((8.33+15) -+2) times as much labor per movement as users of Soviet
movements,

Even using the more conservative estimate—that & preassembled
Russian movement requires on(liy one-fifth as much assembly labor as
is expended by the domestic industry’s ghmts in the Virgin Islands—
it is clear that the Russian use of the General Headnote 8(a) watch
assembly progmm does not generate the substantial emgloyment op-
}xormnities which motivated the Congress in adopting that headnote,

f the General Headnote 3(a) “tariff loophole” were closed to the
Soviet Union (as General Time proposes), Russian watches assembled
in the Virgin Islands would be subject to normal Column 2 duty rates,
At those duty rates, the Russians probably would shut down the as-
sembly operation in the Virgin Islands, thus withdrawing approxi-
mately 800,000 ¢ watches annually from the marketplace. If this oc-
curs, General Time and other producers will move rapidly to expand
the scope of their Virgin Islands activities and take up the slack. Be-
cause those companies do not use pre assembled movements, their
Virgin Islands operations are more labor intensive, Therefore those
com{mnios need to increase their Virgin Islands production only a
small amount to make up for the jobs displaced from the assembly
of Russian movements, The assembly of only 160,000 (800,000+5)
non-Soviet movements, according to General Time’s estimate, and
88,889 (800,000+9) non-Soviet movements, according to the Com-
merce Department’s figures, would create the same number of assembly

ositions as those lost by the withdrawal of 800,000 Soviet watches,
ecauso the labor input for non-Soviet movements is so much higher.

In addition, if the Russian exploitation of General Headnote 3(a)
as o tariff loophole is allowed to continue, many existing watch assem-
bly jobs in the Virgin Islands will be jeopardized as other producers
are forced to shift to Soviet movements which require substantially
less labor, Any producer could reduce his assembly labor force by a
factor of § (using General Time’s estimate) or o factor of 9 (using
the Commerce Department’s figure) and still process the same num-
ber of movements. General Time estimates that the total watch related
employment in the Virgin Islands is approximately 1,000, of which
60 jobs deal with the assembly of Soviet movements, If all current pro-
ducers shifted to the low-labor “assembly” method used on Soviet
movements, the total level of employment could drop to as little as
948 $60+ (1,000-60) +5) or 164 (60+(1,000—60)<-9) positions.
Clearly, this result would contravene the Congressional intent behind
General Headnote 3(a).

D. Impact Upon Domestic Manufacturers

The Virgin Islands watch assembly program received its most
searching Congressional review in 1965-1966, At that time, the basic
structure of the present program was approved by this Committce on
the ground that “it may be appropriate to favor our insular posses-
sions over direct imports 80 long as no domestic industry is harmed
by the poliey.” 7 The same report expressed the fear that the assembly
could become “a convenient device for funneling foreign watches into
this country—vwithout payment of any duty whatsoever—and this
would have a substnntia, adverse effect on domestic production.” & The
solution to the problem in 1066 was a quota, limiting the quantity of

$Jd, at 2.
:?& Rep. 80-1079, at 1066 U.S.C.C.A.N. 4389, 4393 (emphasis added),
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watches which could come in through the Virgin Islands. The prob-
lem today stems in large part from the artificially low import price
into the Virgin Islands and the low labor input in that insular pos-
sexsion, The resnlt is that the retail price in the United States of the
Russian watch is generally lower than the wholesale price in the
United States of a watch assembled by a U.S. manufacturer,

Quite simply, General Time cannot compete with that type of import
wicing in selfing to mass-merchandise retailers in the United States,
tecently. General Time lost o major account. with a large national

retailer heeause it conld not match the price offered on Russian watches
assembled in the Virgin Islands, Just as the situation in 1966 de-
manded the solution legislated then, so the situation now requires
the legislation propose here if irreparable harm to U.S. producers by

these Russian watches is to be avoided.
IV, CONCLUSION

(ieneral ‘Time's purpose in submitting these written comments is to
request that Congress take prompt action to reaffirm and enforee the
four basic policies explored above. General Time believes that the
only effective remedy is to adopt the proposed amendinent of General
Headnote 3(n) which appears at page 46,

General Time applauds the motivations underlying Congressman
Rostenkowski's proposal that watch movement imports from insular
possessions be subjected to a 25 component. test, That proposal will
improve the employment situation in the Virgin Islands by forcing the
nssemblers of Soviet watch movements to a somewhat more labor inten-
sive method of assembly, ITowever, there is no assurance that those
nssemblers would shift to operations as labor intensive as those used
hy other companies,® .

General Time has reason to helieve that the Soviet watch movements
tllegedly “assembled” in the Virgin Tslands are in fact totally assem-
bled in Russia and then slightfv disassembled before shipment to
United States insular possessions, The only effect of the Rostenkowski
amendment would be to increase slightly the amount of disassembly
and re-assembly, Further, because the desire to earn hard currencies
often outweighs any profit consideration in state controlled economies,
the Soviets can easily drop the import price of watch movements
<hipped into United States insular possessions to compensate for any
higher labor costs which might be incurred in the Virgin Islands under
the Rostenkowski proposal.

More importantly, General Time submits that only the proposal
made at page adequately responds to the other three policy
considerations discussed in these comments—that is (i) withholding
from the Soviet Union the benefits of rates of duty lower than Column
2. (ii) eliminating discrimination against conntries with most-favored-
nation status, and (iii) avoiding harm to the domestic watch industry.
That is because only the proposal endorsed above will insnre that
Colunmn 2 countries pay Column 2 rates, while also assuring that
employment opportunities in the Virgin Islands remain at least at
the present level, Accordingly, General Time strongly urges that the
(‘ongress adopt the proposal set forth at page 46,

* Indeed. the Commerce Department has Iindlcated that automation of the 23 co t
nssembly procexg would reduce the employment opportuni 5% comhonen
sest, Co.mimerce Department Report, n.pﬂ ayt 1. Pportunities envisloned by a 23 component



CoMMENTS oF AMERICAN INstvrar Maxuvracrenens, Inc, axp ITs
MesBer CoMPaNIEs

INTRODUCTION ¢ THE AIM COMPANIES

These comments are submitted by Ameriean Insular Manufacturers
Inc, (AIM), n nonprofit Virgin Islands Corporation acting on behalf
of its three member companies,' The AIM companies import watch
parts whose ovigin is the USSR into the Virgin Islands and Guam and
assemble these parts into movements, The KIM companies then pro-
duce (in the Islands) complete watches using these movements, casing,
uflixing dials and hands after assembly of the movements,

These comnents are submitted in response to Press Release No, 65,
issued by the Subcommittee on International Trade of the Senate Fi-
nance Committee dated August 21, 1978, The AIM companies have
a singular interest in the proceeding instituted by the subcommittee,
They are the companies whose use of Soviet-origin movements pre-
cipitated the allegations which brought about the subcommittee’s
inquiry.

he)AIM companics appreciate the opportunity to respond given
them by the subcommittee,

I1. THE DRAMATIS PERSONAE

The AIM companies identified above are described herein as assem-
blers of “specialty” watch movements because AIM watches are pre-
sold (with specialty requirements) to mass retailers and do not go
into manufacturers’ inventory. AIM watches contain from 17 to 80
jewels and sell at less than $30 in the U.S. retail market.

There are 11 other companies assembling Western European or
“Swiss-style” watch movements in the Virein Islands, The products
of the 11 are more expensive at retail than ATM watches.?

The competitive opposition to AIM companies stems from these 11
companies and from the American Watch Association (AW.A), Some
of the 11 “Swiss-style” movement assemblers also belong to the AW A3
Otherwise, the AWA is the trade association of companies producing

1 The AIM companies are Cornavin (VI), Inc.. Sussex Watch Corporation (both Virgin
Islands Corporation which assemble and produce watches In the Virgin Islands using
USSR-origin movements), and Jerlian Wateh Co., Inc., which does so on Guam.

t Economics of 'I'echnolox{ and Comgetluon in Watch Production in the Virgin Islands,
,'v‘reparod by Brimmer and Co., Ine. (hereinafter the “Brimmer Report”), July 12, 1978,

able 13, p. 30. Coples of the complete report have been made available to the Subcommittee

stafl.
deo.g., Waltham, Helbros, Master Time, and Standard Time.

(83)
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and assembling watches ahroad which sell in the United States at
stintially higher than AIM watches.*

III. TIHE IS8SUR DEFINED

The issue set out in the press release is framed in terms of allega-
tions. The source of the allegations is not set forth but is no mystery.
Major competitors seck elimination of the AIM companies from the
American insular possessions, and, more important to these com-
petitors, climination of these AIM watches from the U.S, retail
market, Theso competitors aro (1) the 11 “Swiss-style” assemblers in
the Virgin Islands, and (2) members of the AWA fgenerully.

‘I'wo separate proceedings, each with a record of its own and each
going on today, echo this intensive competitive battle commenced by
these competitors and now being fought out within this industry.®
In each of these proceedings, disruptive events on the broader stage
of U.S.-U.S.S.R. relations have been brought in as the cutting edge
of the competitive effort to kill off ATM and its products.

It is clear from theso proceedings that the simple issue framed by
the subcommittee is really four issues, each of which is relevant to
the inquiry if the subcommittee is to have a proper record before it.
The first 1ssue is as stated in the press release: an economis issue of
what the AIM companies do in the Islands. The second issue is the
competitive issue: who are the antagonists who have catapulted this
subcommittee into a role in this industry fight, and what 1s the com-
petitive goal sought by them ; morcover, this issue raises the additional
question of the impact on American consumers, an impact that is
very relevant to the subcommittee’s inquiry into what is in the publie
interest in this industry struggle. The fourth issue is the political
definition of what is before the subcommittee. ATM companies have
confronted the issue, politically defined, twice before during the sum-
mer of the Scharansky-Guinzburg prosecution, It is unrealistic to dis-
regard this political issue, bt it is also a prudent exercise in relevance
to identify the economic and competitive issues herein, and contrast
their real significance to the politics of these issues,

Finally, the issue of dumping has somehow found its way into this
issue. Dumping has no meaning in this proceeding, If it did, another
]m'm of government charged by statute with acting wen!d have acted
ong ago.

4 The AWA also includes domestie producers within the United States. Its domination
bv foreign exporters to the United States is a matter of continuing controverry, What is
undisputed is that the Association tncludes the major exporters of watches from Switzer-
1and, Western Enrope and Japan to the United States. The precise forelgn content of AWA
membership is not a matter of publie record. Mr. De Lugo, Delegate from the Virgin Islands,
had this to say of It In the context of AWA's complaints against the AIM companies:

“There are some companies that are using a small percentage of Russian movements in
the Virein Islands— a matter raised by the American Wateh Assoclation which, I belleve,
actually represents the Swiss eartel, They represent the Swiss in this, not the American
wateh mannfacturers, as the name wonld lend one to belleve,” (Hearlngs hefore Sub-
coummitter on Trade of House Ways and Means Committes, Diith Congress, First Sesslon,
July 10-22, 1977, p. 491). In fairness, the AWA witness stated that It was an association
of "mostly United States companies engaged in manufacture and importation of watches
and wateh movements in the U11.8. insular poscessions.” (Statement of Tarry Heller, Vice
President of Helhros, Jhd, 497). The matter i3 best left where the ATM companies have

heslted it F {\\\'A includes the major exporters of watches from Switzerland, Western
Lurone and Japan.

50ne administratlse (a rulemaking proceeding undee Public Law 80-803 instituted on
June 6, 1978, Ly the Statutory Importg Procram Staff of the Department of Commerce),
the other legislative (action by the Subcommittee on Trade of the House Ways and Means
Committee, July 17, 1078, on {he Rostenkowski Amendment to LR, 8222),
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1V, THE ECONOMIC I1S8UB

Jobs and payroll are the ultimate test here,

The purpose of Public Law 89-805, passed by Congress in 1066,
was preservation of the Virgin Islands watch industry as a stimulus
for the Islands’ economy and to respond to: “the need for economic ex-
pansion and industrial development diversification of Guam and
American Samoa.”¢ In absolute terms, within quota restraints, the
AIM companies have contributed substantially to fulfilinent of these
Congress mandates, and continue to do so today,

In the proceeding instituted by the Departments of Commerce and
Intorior on June 6, 1978, looking toward new quota-allocation rules
under Public Law 89-805, the AIM companies submitted the Brimmer
Report prepared by an economic consulting firm headed by Dr, Andrew
Brimmer.” The Brimmer Report culminated that Company’s economic
investigation of the watch industry in the Virgin Islands. It reports
the following facts bearing on job and labor costs in the Virgin Islands
watch industry:

(A) One hundred twenty-one jobs were provided by the three AIM
companies in the Virgin Islands during calendar 1977.% This is more
than 13 percent ° of the total industry figure for that year, subject to
seasonal fluctuation, as are all watch industry job figures in the Virgin
Islands. That percentage is slightly less than the general average of
17 percent that the Industrial Development Commission of the Islands
generally ascribes to the AIM companies,’®

(B) More important, the unit labor contribution of the AIM com-
panies for 1977 was 78 cents per exported piece.'* This figure includes
the unit cost of casing, affixing hands, dialing, and finishing watches,
activitics which the three ATM companics ** perform in the Virgin
Islands, whereas their 11 competitors which utilize “Swiss-style” do
not."

Moreover, this labor cost figure per unit compares favorably with the
unit figure of the largest single assembler of “Swiss-style” movements
in the Virgin Islands—TMX Of The Virgin Islands. The 78-cent unit
labor cost for ATM companies in 1977 looms favorably by contrast to
TMXs figure of 65 cents per unit in 1976.* By any comparison, 121
jobs contributing 78 cents per unit to the insular economy 1s a substan-

tial contribution,

?* Formerly member of the Federal

Business School.

$ Brimmer Report, Table 26, p. 84.

® Ihid, Table 15, p. 45.

19 The 17 percent figure is detived from Morris Moses, 8taff Director, Industrinl Develop-
ment Commission of the Virgin Islands; it is the ﬂﬁure used by the Staff to represent the
average employment within the watch industry of the firms using speclalty (Soviet orgin)

moveiments.

1t Beimmer Report, Table 26, p. 84.
13In the Department of Commerce procecding the AIM positlon was shared on a
ecifically 1imited basis by Watches, Inc., a Virgin Islands (8t. Croix) company uslng

£
“I::peclulty movements” whose {mrent company algso markets watches using “Swiss-style
movements. AIM figures reflect use of the specialty movements by Watches, Ine. That
Company—because of its mixed operation—does not share AIM's comments herein.

18 Since nearly all have stateside plants performing these services which they must

utilize, ] .. e

1 Industrial Development Commission (Virgin Islands) fizures prepared by William
?ue(ol. Administrative Assistant, January 26, 1977: appended as Appendix IT to AIM
Rrlef (fn brand volume of AIM filed exhibits) filed iuly 106, 1978, in the Department of

Commerce proceeding,

¢ Sen. Re')ort No. 1879, 89th Congress, R 8.
eserve Board and the faculty of the Harvard
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(C) The foregoing is, however, only a snapshot in time of AIM
company contribution to the insular - ~onomies, The Brimmer Report
goeson toadd:

Employment in these firms (the AIM companies) rose by 30 workers in 1077
over 10706, while total employment in the Virgin Islunds watch {ndustry was
declining by almost 100 workers. Cornavin (VI), Inc.,, was responsible for all of
this inereased employment and its total payroll nearly doubled from 1976 to 1977.
:cmrdllng to the AIM data, Cornavin's annual payroll per job in 1076 exceeded

T‘(W)-

(D) The importance of this trend was noted by the Brimmer Report :
The average for all three “specialty movement” firms was ahove $35,500 while

all llonﬂm)te 3(n) wateh assembly firms averaged about $4,000 per ewployee
worker.

Overall, this meant that :

The three AIM members were able to increase thelr total payroll by more than
100,000 In 1977—from $306.000 In 1976 to more than $407,000 in 1977. The in.
cropsed payroll for all the firms using the “Swiss-style” 1ovement was only
about halt this amount, or about $53,000."

(E) What this means to the Virgin Islands is eritical. The Brim-
mer Report states that the loss of AIM company jobs cannot he
disregarded: “\ decline of 100 jobs in 1977 would have raised the
total mwmrloymont rate from 8.5 to 8.7 percent.” !® .

That is, however, far from the full story. The ATM jobs are skilled
jobs. higher paid than other jobs in the highly skilled labor sector of
the Islands, Thus, the “snowball” impact of these jobs is far greater
than numberalone:

Any joh multiplier resulting from the fall in primary employment in watches
would add in unemployment because of jobs lost in sectors which serve the
watch industry dircotly, as well as jobs which come from spending the wages
earned in the watch industry.}*

(F) There is no way that the loss of 121 jobs ** can be made up
elsewhere within the insular watch industry or a.uwalere else on the
Tslands, The 11 “Swiss-style” companies experienced a decline in
shipments hetween 1977 and 1978.2' There is no balm there, nor is
there anywhere else on the island :

Indeed. If anything, the high rates of unemployment seen in the past 3 years
are much more likely to persist as the rapidly rising cost of imports (such as
fuel and energy) raise the Island's prices for tourism, housing, and
transportation.®

The pathway is clear : From the payrolls of closed ATM companies—
straight to the welfare rolls, o L .

(G) This is. ngain, a snapshot in time, Tt reflects the situation as it
appears today in the summer of 1978. The future for the Virgin
Islands watch industry is far less promising—unless the ATM com-

15 Brimmer Report, p. 83.
18 [hid, 83, 83,

7 Jbid, RG.
1 Jhid. 50. 1t would enlarge the number of unemployed hy 3 pereent according to figures

currc;:,n:!'x x_-;-dmrwd to the Subcommittes by the Acting Governor of the Virgin Islnnds,
® Ihid. H0,
2 ATM companies and the Industrisl Development Commission submit that the number
12 higher on an adjusted seasonal basis, It may presently be close to 170 exclusive of
Guam'x Jerlian workers. Seaszonal activities make ireater precision on the exact number
difficult. No one, however, places the number of AIM employees in the Virgin Islands
ft lexe than 121, again seasonally adjusted.

2 Relmpeap Report, K3,

8 Jbid, 61,
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panies are permitted to exist and continue their reversal of the indus-
try deeline. Reporting on May 26, 1978, to Commissioner Auguste I,
Rimple, Jr., of the Virgin Islands Industrial Development Commis-
sion (VIIDC'), Staff Divector Morris Moses predicted a 2.2 million
unit shortfall in fulfillment of the Virgin Islands statutory quota for
1978 of 6,725 million watches—unless “additional quota is made avail-
able to the low labor group,*

Failure to fulfill one-third of a quota provided by law to stimulate
a local ecconomy is recognition of the failure of that lnw, Public Law
80-805 is, indeed, in peril of failing its congressional purpose and
of failing the beneficinries of this congressional purpose, the citizens
of the Virgin Islands, This failure is the vesult o} conditions pecnliar
to the 11 companies who are ATM's competitors, companies whose
hattle with the inflated costs of Western Turopean movements (pur-
chased in Swiss, French, and German currency by weakened dollars)
is daily being lost, Unless the A 1M companies (which purchase move-
ments in dollars and not foreign currency, and are thus impervions
to the dollar's decline) can continue reversing this trend, Staff Di-
rector Moses' prediction for 1978 is simply a forerunner of worse
things to come, Viewing the «itnation as an economist. dedicated to
employment on the Tslands—what Public Law 80-8035 is all about—
Dirvector Moses concluded ¢

Appuvently. the only companies that could reduece the shortfall in Hght of the
extimnted shipments are precisely those that constitute the low lnbor group.®

In the midst of declining operations hy their competitors, the ATM
companies represent a shot in the arm to the insular wateh industry

Tt iz elear that had it not heen for the “specialty movement” firms in the recent
period the economie stimulug provided to the Virgin Islands’ economy from its
wateh assembly operations would have heen considerably bhlunted.®

(H) Withijx renxonable constraints, the ATM companies desire to
continue this contribution to the insular economies and to enlarge it.
In papers filed in the Commerce-Interior proceeding. Cornavin seeks
an expanded quota (out of the 1 to 2.2 million pieces otherwise unnsed
in 1078 in (7). above) and, given this quota. wonld “presently be
recruiting a total labor foree of 90-100 to fulfill its production
requirements,” *

Cornavin’s total labor cost of 78 cents per unit is significant in this
projection, Sussex, a much smaller operation, has averaged 23 em-
rloyees in 1977 2" and could minimally be expeeted to mateh this num-
ier in 1978, Watches, Ine.. employing 30 workers in 1077, similarly
conld be expected to employ at least that number in the future.

On Guam, where endemic unemployment is as serious as in the
Vivgin Islands, Jerlian has—in the same proceeding—predicted em-

# Report of Morrls Moses, Ktaff Divector, Indnstrial Development Commission. to Com.
missloner Rimple, May 268, 1078, p. 2 (Appendix T filed by AIM July 15, 1978, In the

Denartment of Commerce prm-mung]).

#Ihid, v, 3. The phrare “low-labor” companies has been np,-llod to AIM companles,
partly beenuse thelr unlt costs are somewhat lower than the “Kwigx-giyle” assemblers,
ospeetnlly when the ancillary labor performed by them in caxing and dialing I excluded,
Thiz phease had renerie—and unfair-—uxe in the years before the AIM labor cost contro.

versy had full atring,

a8 frimmer Report, RS,
™ Lotter of Richard Kropp, President of Cornavin, dated July 10, 1078, filed Julv 13,

1078, as Appendix M to the AIM Submission in the Departimment of Commerce proceeding.
:;llr'i"'mmr Report, Table 26, p. 84,
M,
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ploz'lmentoof at least 60 workers if the company is allowed to exist and

produce.”

The real job figure which the subcommittee must concern itself
with is, therefore, over 200 if the ordinary operations of the AIM
companies are allowed to go forward. The loss of 200 skilled jobs in
the midst of diflicult times and widespread unemployment is a_con-
.édornhlo sacrifice to impose on the economies of the Virgin Island and

unni.

(I) Both of the Governors of the Virgin Islands and Guam have
ublicly recognized the threat, In communications to the Secretary of
‘ommeree in the second week of July 1978, Gov, Juan Luis of

the Virgin Islands and Gov, Ricardo J. Bordallo of Guam op-

pose the departmental proposal to vestrict futuro AIM company
operations with an “incentive reserve,” a device designed to shrink

radunlly AIM quotas, Telling it as it is in both Islands, but speak-
ing directly to t‘m situation in his own, Gov, Inis identified both
the job loss and the workers who would suffer from it :

With unemployment hovering between 8 percent and 10 percent in a pre.
dominantly black, Cathole, and Hispanic population, we can 11l afford the loss
of jobs threatened by the proposal of the statutory import program staff, A
full senle review and public hearing are indicated to assure fair play to all
]1»‘;% I)vs concerned.” (Pelegram of Gov, Junu Luls to Secretary Kreps of July 12,

[]

That same job loss will result from any action, legislative or regu-
latory, which climinates the AIM companies as employers,

V. THE COMPETITIVE ISSUE! RECOURSE TO THE CONGRESS BY FOREIGN
COMPANIJES UNABLE TO COMPRTE

AIM’s marketplace competitors are not newcomers to the halls of
Congress, nor are they strangers to the regulatory process. They have
como 1o Congress and to the regulators many times when facing diffi-
culty in the marketplace—as they do today. Insofar as the AWA is
concerned—and it is the prime mover in the present attempt to elimi-
nate AIM and AIM products—its record is clear. AWA hag little
interest in the insular economies; it opposed })assage of Public Law
&9-805 in 1966 beeause its members opposed sharing the U.S. market
with insular companics, Beaten then, its members made a virtue of
neeessity and have made considerable profits out of their own insular
affiliates and subsidiaries. AWA’s conduct in the summer of 1978 has
nothing to do with politics of the moment; Soviet Jewry and Iuman
Rights are merely the current cateh phrases in a competitive stru ﬁlo
that. AW.A has waged for market hegemony for at least 12 yeax's.gl 10
AWA record should be closely scrutinized in this light :

(A) In June of 1966, the chief exccutive of Longines-Wittnauer,
Leonard B. Sadow, testified before the Senate Finance Committee.
First disavowing any role as AWA spokesman, Sadow then stated his
ogposition to the pending legislation which was to become Public Law
80-805, expressing the hope that:

The Committee would go beyond its announced plan to set a quota of 1.3
million units annually on watch shipments from U.8, insular possessions and,

® Letter of Mang Liang Silbermel, Treasurer, Jerlian Watch Co., Inc,, dated July 7, 1878,
filed as Appendix O to the AIM Submission in the Department of Commerce procecding.
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instead, withdraw the unwarranted duty-freé privilege entirely with respect
to watches and wateh movements.™

But Sadow went on to explain the AWA rolo:

1 want to emphasize that these problems have heen visible to us for a long
time. It was in 1060 that the immense possibilities inherent in Headnote 3(a) for
avoiding the exorbitant taviffs on dutiable imports were first recoghized. As soon
as the first firm began shipments from the Virgin Islands, importers as a group
understood that the provision for duty-free treatment of merchandise from the
Virgin Islands would tempt an increasing number of companies to go into busi.
ness there, We also knew that the exploitation of this loophole would come at the
expense of domestic production and of dutiable Imports,

The Ameriean Watch Association, which represents most of the leading U.S,
importer-assembler firms, immediately took the lead in an effort to persuade
Congress and the executive hranch to do something promptly to prevent this situn-
tion from developing. The AWA pointed out that if the loophole was left open 1t
would encourage the development of an uneconomie activity in the U.S, posses-
sions which had no logical basis except for the height of the tariff on dutiable
merchandise, The AWA also pointed out that the situation would become ex-
tremely serious {f not handled promptly, and that postponing a solution would
Just make it harder in the end.

I have with me a memorandum the AWA prepared on August 25, 1960—nearly
6 years ago—which made most of the same points I am making here today.*

With regard to the AWA, Sadow concluded :

In short, although the AWA succeeded in interesting some members of Congress
and some executive branch officials in the problem, it was unable to secure

action, nud the situation began to get steadily worse,
Wae feel that the problems created for the watch industry by the flood of duty-

free merchandise cannot await a long-term solution. Action is required now.*

The AWA and Mr, Sadow then demonstrated their solicitude for the
Virgin Islands cconomy with this modest proposal :

While we do not like legislation singling out the watch industry for special
treatment, we feel that a legislative ban on watch shipments from the territories
i3 the best way to deal with the immediate problemn,®

This, then, is the record of the Association that comes before this
subcommittee in the name of the oppressed minorities of Iastern Ku-

rope, and human rights,
(B) Since 1966, the record of the AWA and its 11 Virgin Island

allies in this competitive struggle is quite consistent :
(1) In late 1974, insular allied group faced a problem of increased

costs—and reacted by seeking congressional help:

The cost of the foreign components has increased tremendously bhecause of
the steep increase in the rate of foreign exchange. By reason of the 50 percent
rule this has rendered the price at which the Virgin Islands watches must be
sold completely noncompetitive with the price of watches imported directly into
the United States from foreign countries, ‘I'his 18 a complete reversal from prior
vears when the exemption of duty made it possible for Virgin Islands watches
to be sold at a lesser price than those of foreign countries, ‘Lhis condition com-
pounding the general recession has made it unlikely that the watch industry in

the Virgin Islands will survive.” ® . o
The 11 companies sought—and secured—congressional relief in the

form of clevation from 50 percent to 70 percent of the foreign content
limit for duty-free watches.

w
® Hearings before Senate Finance Committee on ILR, 8436, which was to become Publie
Law 804 of the 80th Congress, June 80, 1006, p. 74.

2 [dd. 7.

St 'toment of Tiarvey Lewin, dated Novembher 24, 1074, “In support of modification of
General Headnote 3(a)*; hefore Subcommittee on Trade of House Ways and Means Com-
mittee, Hearing on TSUS, General Hleadnote 3(a), p. 4-6.
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(2) One year Iater the problem was the same, and the solution was
the same, Faced with the dollar's devaluation and worldwide reces-
sion in 1973 and 1974, AIM competitors this time went before the in-
sular Virgin Islands authorities with their tale of economic distress:

Many of the costs of operating for the watch concerns have increased sharply
during the pust yenr or so due to world economic conditions. Disadvantageous
currency devaluntion, cargo alr freight charges, cost of utilities, bank interest
charges on loans and Letters of Credit, accounting fees and Insurance premiums
nre o fow of the items which have tended to make vperating the business muech
lesx profitable than heretofore.

A comparison of the 1873 figures with the projected 1975 results will show how
Jivecipitous the reduction in business will be, a decrease of quota allocations of
1125000 units or 23.5 percent ; n decrease of shipments of 2,234,819 units or 48.3
pereent ; a decrease in wages pald in the Virgin Islands of 1,0000,000 or 26 per-
cont: n decreaxe In number of employees of 600 or 55 percent and n decrense In
corporitte Income taxes of $2,342,000 or 54 percent.®
_ The purpose was loeal tax relief for what appeared to be a sick
industry,

(3) The ills of the ATM competitors persisted into 1076, The remedy
was again sought, not in the marketplace, but from the government—
once again from the authorities in the Virgin Islands. Sl)oukmf for
one of the A\1M company competitors, the President of Atlantic Time,
on February i, 1976, stated :

I would like to polnt out that the reason the tax exemptions and subsidy we
are requesting nre necessary is not the result of mixmanagement of the industry
lint rather due to factors beyond our control, One of the largest factors working
ngainst ug Is that the valne of the dollar against various foreign currencles,
notably the Xwiss frane, has slipped disastrously in the past five years, In 1070
the Swiss frane could be exchanged for $0.23%. Today this Xwiss frane {8 worth
830 In 1970 0 movement, costing 10 Swiss franes, could be purchased for $2.35.
Twduy, nrring Inflation, the same movement costing the same 10 Swixs francs,
coxts $3.80. This alone is In excess of n {0 percent rise in cost. Inflatlon has glso
cantributed to cost spimils. As an aetual example, a movement which cost $2.5
in 1970 now costs §4.96, nlmost double. This same dollar devaluation has also
ulVected our costs on materinl purchased in Japan, France, Germany, etc,

In addition, operating costs have rigen considerably. Cargo air freight charges,
cost of utilities, mnk interest charges on loans and letters of credit, nccounting
feex and Insurance premiums are only a few of the items which have tended to
mnke 1 business much less profitable than heretofore.™

(4) In 1966, 1974, 1975 and 1976, AI.\‘I’s. competitors faced severe
problems in the marketplace. The cost of their movements skyrocketed
in dirvect proportion to the declining value of the dollar, Worldwide
inflation cut watch purchases in major markets such as the United
States, and in the United States there appeared the new single-jewel
nonconventional watches, a new threat to the “Swiss-style” conven-
tional watch movements, . . _

Tn each ease, the 11 companies and the AWA found remedies for
their competitive difliculties by going directly to the halls of govern-
ment ; they combatted the dollar decline by an act of Congress enlarg-
ing the duty-free privilege they held in 1975, They remedied the forces
of worldwide depression—or tried to—with lova[ tax exemptions and
they fuced new products in the retail market with a combination of

hoth forms of governmental intervention.

# Submission of Harvey M. Lewin, dated September 11, 1075, before Virgin Islands

Ineentive Investment Comdssjon, p. 3-4.
'vk'ax'..n....n.s'..’.." of Richard l.m‘v. President of Atlantle Time Co., dated February 6, 1076,

Lefure Virgin Islands Investinent Commlgsion, p, 2,
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(5) Now, in the summer of 1978, the AWA and its 11 insular allies
have come to Congress again. There should be absolutely no confusion
about who they are and what they are about. This is especially true
heeause the competitive strife within the watch industry—in which
this subcommittee now is asked to intervene—has been masked with
so many false labels,

The AIM companies submit that the major thrust of the AWA is
in protection of its members who are foreign exporters.®™® Stripped
bare, this is a group of foreign watch companies seeking this subcom-
mittee’s help in their competitive fight in the U.S, rctaﬁ market, The
foreign exporters in AWA perceive that AIM watches ave a threat to
their U.S. sales and desire legislative action to preserve their share of
this market, The device chosen by them is classic in its simplicity:
elimination of the threat by an act of Congress.

These companies within the AWA have no special claim to Con-
aressional favor. What confronts this Subcommittee insofar as these
companies are concerned is a request by foreign watch manufacturers
that an established Congressional policy—created to encourage
American companies employing minority labor in American insular
possessions—be emasculated at a time when these American com-
anies are doing just what Congress mandated, One of the massive

obbics in the Capital desires this subcommittee to believe that the
issuo hefore it is U.S.~U.S.S.R. trade. It is not, The real issue before
this subecommittee is whether Black and Hispanic workers are to be
sacrificed to protect Swiss, German, French, and Japanese exporters.

(6) Insofar as AWA’s domestic producers are concerned, the com-
petitive argument favoring preservation of competition by AIM
companies is just as meaningful. Some perspective must be drawn here
from the real size of Soviet incursion into the American watch market,
in contrast to the jeremiads of inundation flowing from the AWA.

The competitive threat that the subcommittee is asked to legislate
out of business amounts to less than $5.5 million in AIM shipments
in landed value to the importer in 1977.%" The total value of domestic
17.S. manufacturers’ shipments in 1977 amounted to over $631 mil-
lion,*® and this figure is less than half of the U.S. consumption for
that year, with the balance made up of direct imports.*® Timex and
Bulova alone control 76.4 percent of the shipments of U.S,-produced
conventional watches,* The AIM threat is approximately 8, of 1
percent of 17.S. domestic production in 1977, and less than half of that
(less than four-tenths of 1 percent) of 1977’s total watch consumption
in the U.S. market.

Congress is now being asked to intervene in the marketplace to pro-
tect watch producers, many of whom are foreign entitics, The threat
against which the foreign companies and giant U.S. producers desire
protection holds a share of the market amounting to less than four-
tenths of 1 percent, It certainly may be simpler to eliminate competi-
tion by passing a law rather than by competing, but passage of that
kind of law in this case would be classic overkill,

al L] 'l‘lwl (;m;memlve {ssue between AWA's domestic producers and the AIM compantes is
seursed helow,
2 Beimmer Report, Table 13, p. 30; Table 27, p, 87; Guamanian use of speclalty move.
ments in 1077 to 325.000 units with approximately the same importer price.

* Brimmer Report, Table 2, p. 14.

» Ihid. Table 1, p, 12,

#© Ibia., p. 18,

33-719—78—135
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VI, THE CONSUMER ISSUE

When an arm of Congress gets caught in a private competitive
squabble, there is always unwanted fallout, There is here. At present
the ATM companies offer lower- and middle-income Americans the
only 17 to 80 jewel conventional watch in the retail market available
for less than $30. If there is any doubt that this is an attractive and
reliable commodity at a price that American consumers can pay, it
can bhe resolved by examining the sales record of retailers o XIM
products, Although AIM watches have created no landslide over the
past 3 years, they have proved to be a desirable and inexpensive sup-
plement for Americans who cannot afford a multiple of $30 for a con-
ventional multi-jeweled watch whose durability has proved itself.

If Congress—for any reason—kills the AIM companies, American
consumers will be denied a reliable 17 to 30 jewel watch for less than

$30, It isas simple as that.
VII. THE POLITICAL ISSUE

Camouflaging the competitive struggle within the watch industry
brought before this subcommittee are the political issues that have
erupted in U.S.-U.S.S.R. relations this summer, This is indeed the
summer of the Scharansky-Guinzbur, ﬁrosecutions, among other
disruptions, in which the continuing plight of Soviet Jewry remains

a constant problem between the two countries.
But. some perspective by way of facts should be brought to the

incendiary issue of U.S.-U.S.S.R. trade, The value of U.S.S.R. watch
movements imported into the U.S. insular possessions approximated
$3.66 million in 1977.4 Total Soviet exports to the United States—all
of which are Column II commodities against which duty-free com-
modities might be expected to take up an inordinately high part—
were slightly more than $421 million in 1977.¢¢ Under the best of cir-
cumstances, of which duty-free watches mako up less than seven-
cighths of 1 percent of U.S.S.R. exports to the United States,

That is the factual leverage that the im}mrtation of Soviet watch
- movements provides in the political struggles now going on with the
Soviets. Watch movements are surely the furuncle on a remote quarter
of Soviet trade to the United States. Although Soviet reactions can-
not he completely predicted, lancing this furuncle will be forgotten
within 10 minutes—except for residual irritation—by precisely those
Soviet authorities we seek to influence, That may also be the definition
of an unfortunate act of foreign diplomacy.

But. that act, in addition, will never be forgotten by a large number
of suddenly wnemployed American skilled workers in the Virgin
Islands and on Guam.

The subcommittee’s press release refers to allegations of “dumping.”

Whereas the other issues require a balance of the economic, competi-
tive, consumer and political issues present before the subcommittee,
there is nothing sophisticated about the presence of dumping, It is

a genuine red herring.

4 Beimmer Report, Table 13, p. 80. The prices set out there are
prices for the 325,000 specialty movements imported into Guam in
42 Statistics complled by the International Trade Commission.

the same approxim
1077 pp! ate
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Section 160 of Title 19 U.S.C. deals with dumping. For dumping to
be dignified as a legally cognizable issue under our law, there must first
be a determination by tho ccretary of the Treasury that:

A class or kind of foreign merchandise Is being or is likely to be, sold in the
United States or clsewhere at less than its fair value.is

No such determination has been nor could be made.* ‘
Next, the Sceretary of Treasury must inform the International
Trade Commission of his determination. Obviously, that has not been

done,
Third, the ITC must determine (within 90 days):

Whether an industry in the United States is being or is likely to be injured,
or is prevented from being established, by reason of the importation of such
merchandise into the United States,**

And there is the rub. There is no such American industry that can
make such a complaint. The competitive realitics are set forth under
section II(b) (6), supra. There simply is no evidence anywhere that
the use of Soviet-origin movements threatens any domestic industry
in the country, A market share of less than four-tenths of 1 percent
threatens no one.

Certainly there is not one fact before the subcommittee that domestic
watch producers are threatened. And if they were, the appropriate

lnce for their grievance is before the Secretary of Treasury and the
f’l‘?. It is no accident that the Secretary has never acted—on these

acts.
If there are nggrieved parties herein—who prefer legislation to
competition—it is the foreign exporting companics among the AWA,
T'hey have no standing to make dumping accusations, neither under
our law nor under the pifain facts of this case,

VIII. CONCLUSION

The subcommittee’s inquiry is not a simple one, The thrust of these
comments is to establish that there are unemployment, competitive and
consumer considerations which are part of this inquiry, There also is
the position of the insular governments of the Virgin Islands and
Guam, both opposing major changes in the customs laws applicable to
their watch industries without a public hearing at which all of the
facts can be reviewed in a proper record.

Present law has been on the books for 12 years, It reflects careful
consideration by the Congress of the needs of the Americans in the
Virgin Islands, Guam and American Samoa. Such an established
policy should not be reversed without compelling evidence on a full
record. That is especially true when the Governments of the insular
possessions—representing the beneficiaries of the present congressional
policy—oppose doing so without a full evidentiary hearing and care-
ful consideration of the record there made.

Under any definition, full facts requires gathering of data on each
of the issues that are entwined with the public interest in the matter,
It goes far beyond comments offered in response to allegations based

421 19 U.8,C. 100(a).

#The source of facts concerning labor costs within the U.S.S.R. is 2 matter which
ph!nes the eurlosl%y of the observer,

3 19 U.S.C. 160(a).



64

on unknown facts made by parties who are insulated from confronta-
tion, cross-examination or other assurances of reliability. Full factsare
presently being gathered in a proceeding before the Departments of
Commerce and Interior. If this committce finds the record inadequate,
it can act on its own to secure full facts.

The interest of more than 190,000 American citizens in the insular
possessions are presently before this subcommittee, After 12 years of
careful encouragement of these interests, Congress should now take
pains to deal with them only when it has all the facts and then, with
traditional scrutiny and deliberation.

Respectfully submitted,
JoserH H, SHARLITT.

SUPPLEMENT T0 STATEMENT OF AMERICAN INSULAR MANUFACTURERS

This supplement to the statement of American Insular Manufac-
turers is prompted by a groposal contained in both the statements of
the Hon. Ron de Lugo of the Virgin Islands and Lt. Gov. Henry A,
Millin, Acting Governor of the Virgin Islands, filed Szptember 6,
1t97ts, with the Committee. That proposal (as outlined by Mr. de Lugo)
states:

Should the Committee decide upon review of all the facts to exclude Russian
watch movements from duty-free treatment under General Headnote 8(a), the
Jobs lost as a consequence of that action might be offset by Congressional action
to nuthorize watch casing operations as a permissible and integral part of the
watch manufacturing process,

This proposal is an illusion for three reasons:

(1) The primary loss of jobs in the Virgin Islands (if Public Law
89-805 is modified to carve from it any U.S.S.R.-origin watch parts)
will be on St. Thomas, one of the three Virgin Islands, Approximately
100 of the AIM employees are employed by the two c‘omganies operat-
ing on St. Thomas, Cornavin and Sussex. But all of the Swiss-style
companies (using Western European movements) are located on St.
Croix, What this proposal requires is that the 100 unem[éloyed workers
on St. Thomas move themselves and their families to St. Croix, It is
a fact of life in the Islands that these families will simply not uproot
themselves,

(2) The suggestion is premised on the capacity of the Swiss-style
companies to expand their Virgin Islands operations, But it is pre-
cisely those companies which eannot produce to meet present quotas.
It defies economic realities to expect them to face presently heightenin
costs and their own consequent lowered production—with expande
operations, ,

(8) The suggestion is further premised on the assumption that any
of these companies would be willing to perform the proposed opera-
tions even if they were economically feasible. They would not for still
another reason: many of them have operations on the mainland per-
forming these precise functions, and abandoning these operations
stateside creates more economic problems than it will solve.

Josera H. SHARLITT,
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POSITION PAPER

The National Conference on Soviet Jewry has recently ohserved

and considered the increasing import to the United States of watch
movements manufactured in the U.S.S.R. and assembled in the Virgin
Islands, The import is carried on under the provisions of General
Headnote 8(a) of the U.S, Tariff Schedules, which allow duty-free
entry,
The nature of the assembly process of these watch movements, while
attempting to give the operation the appearance of complying with
headnote 8(a), actually reveals a gross abuse of the license in the
law, The express purpose of encouraging the Virgin Island labor
market is undermined rather than augmented by the miniscule labor
cost add-on, The assembled watches are sold in the United States with-
out proper identification of origin.

In addition to the possible violations of details of the law in the im-
port of these watches, the process by which they enter duty-free repre-
sents a circumvention of the intentions of the law itself, ;

The watches, for example, are artifically priced far below competi-
tive market value, one of the rensons labor cost is so low, This low
pricing threatens to have a disastrous effect on the American watch
industry, The intention of headnote 8(a) centered about concern for
the insular possessions, and this concern has been exploited by the
Sov]ietsi in exporting a vastly unforescen volume of watches by this
method.

While the continuation of this abuse sets a precedent which is
dangerous for the watch industry, and for other industries in the
United States, the National Conference on Soviet Jewry is deeply
concerned with this issue for reasons that go beyond the important
economic concerns into the sphere of human rights, We believe that
the Trade Reform Act of 1974 was, with the related amendments, a
major statement on behalf of humanitarian concerns. Our nation can
be proud of taking a stand on issues of human freedoms in expecting
all nations, including the U.S.S.R., to respect the rights of its citizens
to emigrate. By using the Virgin Islands as a port, the U.S.S.R. has
shown disregard for the {mrposos of our laws, in manipulating loop-
holes of those laws, In allowing the Soviet Union to circumvent de-
mands of the Trade Reform Act we would allow the gradual erosion
of the principles the act articulated, including emigration,

Headnote 8(a), in not discriminating between column 1 and
column 2 nations regarding use of the duty-free port, gives the Soviet
an advantage not only over column 2 countries and even over Most -
Favored Nations gour trading allies), but over U.S, industry as well.
It allows the U.S.S.R, to ignore with impunity basic human rights on
a broad scale, and, through devious production means, to threaten

(65)
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American industries without contributing to the Virgin Island’s
cconoimy.

Believing that headnote 3(a) was not meant to be a springboard
for cheaply dumping Soviet goods on the U.S, market, and fearful of
witnessing the undermining of our nation’s commitment to the princi-
ples of human rights expressed in the Trade Reform Act, The Na-
tional Conference on Soviet Jewry supports efforts to amend current
regulations in order to restrict insular duty-free ports to use by Most
Favored Nations exclusively,
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What is the National Conference on Soviet Jewry?

The National Gonference on Soviet Jewry (NCSJ)*, is the major national coordinating
agency for actvity and policy on behalf of Jews in the Soviet Union. Thity nine
nat.onal member orgamizations and hundreds of alfi.ated local community councils,
welfare lederations and commultees compnse its constituency, with a combined
membership of over 4 million persons The Conference reaches nearly every corner
of organized Jewish hie in the United Siates and aiso maintains internationat ties.

The Conference has two basic goals:
1. To help all Soviet Jews who wish to emigrate leave the Soviet Union for Israel and

elsewhere.

2. To heip Jews live in the Soviet Union with all the rights and privileges accorded
other religious and ethnic cultural groups in the USSR.

NCSJ Constituent Agencies

Arercan Federater ¢ Jewssh F.ghters, Camp Inmates

and Naz: Vigt ms, Ing.

Amercan israel Putiec Allairs Committee

Amer can Jowish Committee

Amencan Jaw sh Congress/AJ Congress Women's
Diaiston

Amencan Mizzachs Women

Amercan Zion:st Federanon

Amencans for Progressive lsrael, Hashomer Hatzair

Anti-Oefamat.on League of B na Brith

B'nar B'nth Bna: B1tn Women

Bna: Zion

Buth Sholom

Central Con'erence of Amercan Rabbis

Conlerence of Fres-dents of Major Amer.can Jeu.usn
Organizatons

Council of Jew:sh Federations and Wellare Funds

Free Sons of 15°3e!

Hadassah, Women's Zionist Qrgartzation of Amer.ca

Jewish Labor Commitice’Workmen's Circle

Jewish War Veterans of the US A,

Labor Zionist All.ance

‘formety e Amencan Jewish Cor fevence ¢ Sa- et dea

o e £~ g,
SR ANCAR A

C Ol wilS L,( Seer,

Tes - -
\ .
 wy

|& Wi

Natona Commitice for Labor Israel

Hatona Counc. ¢f Jewish Women

Natora Counc: of Young Israel

Natona' Jew s» Community Relations Advisory Council
Natona’ Jewsh Wellare Board

Rorth Arrerican Jewish Yeuth Councit

Pioneer Women

Rabbin ca: Assembly

Ravh nca’ Councd of America

Re'5 c.s 7.on s*s of America — Mizrachi, Hapoel
Ham z1ach . Women's Orgamizaton of Hapoel
Hamigrach

Student Strujga for Soviet Jewry

Synar,on .e Councl of Amenca

Unisr o' Amer can Hebrew Congregations

Union ¢! Ontnodox Jewish Congregations of America
Unitea Syragogue of America

Unteg Zonsts — Revisionists of America

Women's American ORT

The Worid Ziorust Organization, American Seclion
Zor: st Organ.zaton of Amenca

*/, 1964, reorgaiized 1971,
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NATIONAL JEWISH COMMUNITY RELATIONS ADVISORY COUNCIL

The Nanc-a' Cnleterce on Sovet Jeuty INCSJL. emoys a special relanonshup wath the Natona! Jewssh Community Relanons
Advison, Councl INJCRAC? The NJCRAC a member of the NCSJ. acts as us cnanne of communicedon 10 hundteds of locai

camemun.hes actoss the Lnited States

Local, State, and County Agencies

Alabama, Jeu b Compeanity Counctl. Birmingham

Arizona: Anticl) famation — Commun:ty Relations
Computtee Tucsun Jewnh Community Coundil

California. ! wrsh Community Relatinns Council for
Alamedaand Conttat osta Connties Jewash Commue
nity Feacration Long Beach. Community Relations
Comnuttee of the jewish Federation-Counal Lus
Angeles, Sartamento fessh Community Relations
Caouterad Gommumty Relations Committee of the
I'nited e oh Foderation, San fiego: jewish Com.
muraty Relations Councal, San Franasco, Jewish
Cominumty Kiigtions Caunail. Greater San fose

Connecticut: Umited Jowish Council. Bridgepont:
Cumaumty Relations Comamittee. Hartford Jewish
Federation. Lornecticat Jewish Cummunity Rela-
tione Council, Jewash Feaeration. New Britain: New
Haven hewish Community Counal: Jewish Commu.
nits Councd Greater New London, Inc: Jewish
Commurite Counctl Norwaldh: United lewash Feder.
ation Stamnfued, Jewish Federanon. Waterbuey
Delaware. Jewish Federation of Delaware

D.C.; Jes:sh Community Council of Greater Washing.
ten

Florida: Jewish Federation of Greater Fort Lauder.
dale, lewish Federation of So Browgrd: Jewish Com.
manty Cauneal Jacksonvalte: Centeal Florida Jewish
Community Council, Greater Miami Jewish Federa-
e n. Jewist Federation of Palm Beach County
Georgia: Atlanta lewish \Welfare Federation, Savan.
neh 'evish Councyl

WMinois: Pubhic Affairs Committee Jewish United
Tund of Metrupolitan Chicago: Tewish Communaty
Counail. Peonia; Springfield Jewish Federation

Indiana: Indiana Jew 1sh Community Relations Coun- .

. Indranepolis jewish Community Relations Coune.
cili Jewssh Community Council of St joseph County

lowa: Jewish Welfare Federation, Des Moines
Kansas: {(hansas City — see Miscourd)

Kentuchy: lewish Commuaits Federahion, Louisville
Louisiana: Jewish Welfare Fedetation. New Otleans

Maine: jewish Federation-Community Council of

Southern Maine

Marsland: Balimore Jewish Cauncil
Massachusells; Jewish Community Council of Met.
topulitan Boston: Jewish Feduranon of the North
Shate. Inc, Jewssh Fedenstion of Greater New Bed.
ford: Springfield Jewish Federation; Worcester
lewash Federation

Michigan: Jen ish Commumiy Council of Metropolis
tan Detroit, Jewish Community Council. Flint
Minnesota: jowish Commuraty Relations Council —
Anti-Defamnation League of Minnesota and the
Dakutss

Missouri: Jewish Commuinty Relations Buteau of
Greater Ransas Uity Jewnsh Community Relations
Connal St Lows

H

Nebraska: Jenish Community Relations Committee,
Jewish Federauion of Omaha

New Jersey: Feduration of Jewish Agencies of Atlan.
tic County: Jewish Community Relations Council,
Jewish Fedvration of Community Services, Bergen
Countv. Community Relativas Council of the Jewish
Federation of Southern N.} : Jewish Community Fed.
eration of Metrapohitan N |.: Jewish Federation of
Notthern Middlesen County, Jewish Federation of
Rantan Valley: Jewish Federatic- of North Jersey:
Jewish Federation of Greater Trenton, Jewish Federa.
tion of Central New Jersey

New York: Jewtsh Community Council, Albany;
Jewish Federation of Broome County; Brooklyn
jewish Commumity Council: United Jewish Federa.
tion. Buffalo; Jewish Communmity Council. Kingston:
Jewish Com:numty Federation. Rochester; Jewish
Commumty Council. Schenectady: Syracuse Jewish
\Welfare Federation; Jewish Community Council,
Utica

Ohio: Akson lewish Community Federation: Jewish
Zommuniiy Federaticn, Canton: Jewish Community
Kslations Council. Cincinnati: Jewish Community
Fedetatiun. Cleveland: Communin Relations Com.
mittee, Columbus Jewish Federation. Cummunity Re.
lations Committe Jewish ( ty Council. Dave
ton: Commumty Relatians Committee, jowish \Wel.
fare Federation. Toledo, lewish Community Relas
tiuns Cuouncil, Jewish Federation of Youngstown

Oklahoma: Tul'sa Jer “ish Community Council
Oregon: Je:nish \Welfare Federation, Pastland

Pennsylvania: Commurity Relations Council. Jewish
Federation of Allentown; Jenish Community Council
of Eastun and Vicimity: Jowish Commumty Council,

baie. jew ish Community Relations Caunsil of Greater . .

Phtladelphia, Cuinmunity Relations Committee.
United Jewish Federation of Pittsburgh: Scranton-
Lackawanna Jewish Council; Jewish Federation of
Groater Wilkes.Barre

Rhode Island: Community Relations Council, Jewish
Federation of Rhode Island

South Carolina: Jewish Community Relations Com.
mittee. Charleston

T Jewish Cont ity Relations Council,
Memphis: Jewish Federation of Nashville and Middle
Tennessee

Texas: Jewish Federation of Greater Dallas; Jewish
Community Relations Committee. El Paso: Jewish
Fedetation. Forth Worth; Juwish Commumity Council
of Mete P I H ton: la!. Relat
Cauncil, Jewish Sucial Service Federation, San An.
tonio

Virginia: Jewish Federation of Newport News.
Mampton. Inc.; United Jewish Federation of Norfolk
and \irgima Beach; Rich ) Jewish C ity
Lounul

Washington: Jowish Federation of Greater Seattle

Wisconsin: Madison jewish Community Council;
Milwauiee Jewish Couil




CoyMENTS OF THE AMERICAN YWaTcn Association; Ino,

SUMMARY

The Soviet Union is exploiting a loophole in U.S, trade law in order
to funnel watch movements into the United States duty-free under the
provisions of General Headnote 8(a), escaping the high tariff rates
set by Congress in column 2 of the Tariff Schedules.

Soviet-made watch movements entering the United States duty-free
have increased more than tenfold in the past 4 years and now account
for approximately 20 percent of all watch shipments from the Virgin

Islands,
Russian-made 17-jewel watches are sold in the United States for as

little as $9.88, less than any other watch made in this country or

abroad, and less than the wholesale price of comparable watches im-

i){orted directly from low-wage countries such as Korea and Hong
ong.

Russian watches are sold in this country without any marking on
the watch, box, or enclose? 'iterature suggesting their Russian origin.
In fact, the brand nan . the watches, Cornavin, Geneva, Jean
Cardot, and Timetone, ai. . .he ﬁuaranty accompanying some of these
watches which refers the purchaser to the American Swiss Repair
Service, suggest that the Russian watches are of American or Swiss

origin,
ﬂgsian watch movements sold in the United States undergo de
minimis assembly operations in the Virgin Islands which add only
about $0.06 in labor to already sreassembled components,
Such unrealistically low and contrived pricing, coupled with abso-
lutely minimal assembly operations in the U.S. insular possessions,
gives firms that use Russian watches an unbeatable advantage over

eir competition, ,
As a result, members of the American Watch Association and other

companies in the U.S. watch industry have been pushed out of the
high‘ volume, low end of the market, are losing sales and are being
forced to cut back on production in the Virgin Islands.

The cutback in the territories is by no means offset by increased
Russian production, because companies emploiing Russian watches
employ only one-ninth the workers employed by the rest of the in-
dustry. Accordingly, the Virgin Islands industry has suffered a loss
of approximately 100 jobs as Russian watches have captured one-fifth
of the industry t'.ere.

The problem requires a legislative solution because General Head-
note 8(a) offers a duty-free loophole that subverts the repeated actions
of Congress to deny most-favored-nation tariff treatment to the Soviet
Union. Moreover, the problem is too complex to be resolved by ar ad-
ministrative remedy which cannot address the fundamental problem
of watch movement valuation in any event.

(69)
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Therefore, the AWA urges Congress to take action to prohibit
column 2 countries from enjoying the benefits of duty-free tariff treat-
ment under General Headnote3(a).

I, INTRODUCTION

The comments which follow are submitted by the American Watch
Association, Inc, (AWA), a trade association representing approxi-
mately 40 member and associate member U.S. firms?® which are en-
gaged in the manufacture, assembly or importation of watches and
watch movements for sale in the U.S, and world markets, Four of our
members—Hamilton Watch Co,, Inc., Helbros Watches, Inc., Swiss-
time Co., and Waltham Watch Co.—operate directly in the Virgin
Islands, Other member companies either purchase watch movements
{rom the insular possessions or compete directly or indirectly with
companies in the Virgin Islands,

The position of the AW. is that the assembly of watches in U.S.
insular possessions has an established role in the U.S. watch market,
and wo have no desire or intent to alter this relationship. We are con-
cerned, however, that the relationship be maintained on a basis that
is equitablo to all parties concerned—to the insular possessions and
the companies operating there, to U.S, watch producers and to U.S.
watch importers, After several years of effort, the AWA is convinced
that the only way to achieve this equity and to assure a healthy insular
possessions watch assembly industry, free of unfair competition from
unrealistic nonmarket pricing which injures both high-labor tradi-
tional firms in the Virgin Islands and the U.S. domestic watch indus-
try itself, is to bar duty-free tariff treatment to watches and watch
movements produced in countries ineligible for most-favored-nation
(column 1) tariff treatment.

The Soviet threat to the watch industry—an overview

The Soviet Union has, in the past 3 years, embarked on a deliberate
effort to capture a major share of the U.S. watch market by takin
advantage of a loophole in the provisions of General Headnote 8(&%
of the Tariff Schedules of the United States, Those grovisions permit
watches and watch movements assembled in the U.S, insular posses-
sions to enter the customs territory of the United States duty-tree if
they do not contain foreign materials exceeding 70 percent of the total

landed value ? of the product.

1t Members of the association include the companies which market such well-known
wateh brands as Audemars Piguet. Bradley, Citizen, Concord, Elgin, Fairchild, Girard-
PPerregaux, Hamilton, Helbros, Lonyines, Mido, Movado, Omega, Plaget, Pulsar, Rolex,
Selko, Waltham, Wittnauer, Zenith, and thany others,

2 Congress undoubtedly created the 70 percent test as a bulwark agalnst abuse of the
Headnote 3(n) program. ‘Thix test, however, is rendered utterly meaningless by the
Russian watch tndustry, The Customns Service in applying the Headnote 8(a) 70 Percent
value test nmrolt' determines the “actual purchase price” of the foreign material 19 CFR
7.8(1) (1077{. Accordingly, the Russian wateh industry has completely circumvented the
70-percent value test by selhm: watceh subassemblles to users In the insular possessions at
any price which suits their nltimate ohjective,

In this regard It should be noted that the “sale” of Russian subassemblies to assemblers
in the Virgin Islands may not even involve arm’s-length transactions. In at least one
fustance, we understand that the énrlnclpnl sedier of Russlan subassemblies, o Panamanian
corporation, International Clers, 8.A., owns and controls a principal assembler of Russian
subassemblies, Cornavin, S.A. 1t 18 also interesting to note that in a hearing before the
Virgin Islands Industrial Development Commission, officers of a company m'ekhui to
‘fmport and assemble Russian subassemblies, the Carlbhean Watch Company. admitted that
the com[mn,v was owned and controlled by the nrlncl{ml officers of International Ciers, S.A.
Transcrlpt of the Testimony before the Virgin Islands Industrinl Development Commf{ssion
on January 27, 1076, of representatives of the Carlbbean Watch Company, 46, 80,
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The test of whether a watch qualifies for duty-free treatment depends
entirely on the relationship between the value of the imported parts
and the value of the merchandise landed in the United States, No re-
quirement is imposed under headnote 3(a) as to the amount or per-
centnge of value which must be added in the insular possessions.
Although, under U.S. Customs reguletions, a certnin minimal input
is necessary for any item to qualify as the product of the place in which
it is assembled (instead of being treated as the product of the place
in which its component parts originate), the required input is con-
siderably less than 80 percent,

Thus the Soviets have been able to pursue their objective of pene-
trating the U.S, watch market by using a combination of ex{remely
low nonmarket prices and absolutely minimal assembly in the insular
possessions, Since, as a practical matter, markup from the cost of the
parts to be landed value in the United States is the sole determinant
of whether the merchandise qualifies for duty-free entry, it is obvioue
that so long as the Russian industry prices its subassemblies at below
fair market valnes—which they do—Soviet watches will continue to
undersell substantially watches assembled in the insular possessions
from parts originating elsewhere. For this reason, companies which
buy from the Soviet Union can undersell their insular competitors
by a large margin and still reap a sizable profit.

In addition, as will be discussed below, the Russian watch industry
has also been greatly aided in their penetration of the U.S. watch
market through deceptive marketing techniques designed to insure
that U.S. consumers of Russian watches are led to believe that they
are purchasing a Swiss- or American-made product.

Thus, it is not surprising that, in a very short time, Russian-origin
watches have cornered approximately one-fifth of the assembly indus-
try in the Virgin Islands, and the majority of the industry on Guam.
According to Commerce Department data, the value of Russian move-
ments entering the U.S. duty-free from the Virgin Islands was almost
$2,500,000 in 1977, compared to $200,768 in 1974, This represents a
more than tenfold increaso in shipments during that 4-year period.
Other departmental statistics indicate that the volume of Russian-
origin movements from the Virgin Islands jumped from 79,500 units
in 1974 to 054,390 units in 1970, at the same time that total Virgin
Islands watch shipments declined from 8,925,000 units to 8,916,000
units. By 1977, Russian watch shipments from the Virgin Islands had
grown to 816,000 movements.

AWA members have been told by government officials and industry
sources alike that this geometric growth in the use of Russian-origin
watches has actually been held down somewhat because of the fear that
the United States may act to restrict the duty-free entry of these
watches. Most of our members have been approached by the distribu-
tors of Russian-origin movements, Metro Zona Libre, S.A. and Inter-
national Ciers, S.A.3 and it is our understanding that these distributors
plan a major new expansion if the threat of tighter regulation subsides.

3The two distributors of Russian watches, International Ciers, 8.A, and Metro z:n:
e sam

Libre, S.A. (two Panamanian corporations) appear to be controlled by crreclselx th
management, Dun & Bradstreet International Report on Internatjonal Ciers, 8.A., Maiv 20,
1076, Dun & Bradstreet International Report on Metro Zona Libre, 8.A., July 10, 1076.
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Proponents of Russian watch movements have argued that at Jeast
nt this time Soviet watches necount for only a small share of the total
U1.S. watch market and that they certainly pose no threat to the U.S,
watch industry. This ignores the geometric growth in Russinn watch
imports through the insular possessions and obscures the fact that
Russian watch snles are concentrated at the very lowest end of the
market. In reality, Russian watches have alrendy made substantial
inroads on sales of watches that comprise an essentinl component of
the U.S. wateh industry—the domestic production of inexpensive pin-
lever watches by Timex, the production of non-Russian watches by
the wateh assembly industries in Guam and the Virgin Islands, and
the importation of inexpensive dutiable watches from countries en-
joving most-favored-nation treatment.

The subcommitteo should not be misled by the assertion that U.S,
law restriets duty-free entry of Russian watches to n maximum of one-
ninth of the total American market, assuming all insular watches
wero Russian. Based on 1978 apparent consumption figures, the “eiling
on sales of such duty-free shipments would be 7.7 million units: con-
centrated at the very low end of the market, such a volume of sales
conld well put Timex and other important 1.S, watch companies out
of husiness in the low end of the market.

11, SOVIET WATCHES ARE SOLD AT UNREALISTICALLY LOW
NONMARKET PRICES

The market for inexpensive watches

Industry sources estimate that U.S. consumers purchased approxi-
mately 54 million watches in 1077, making the American market the
largest and most attractive in the world. The great bulk of the watches
sold in this country are inexpensive pmducts.gl'lalsey Stuart, a promi-
nent New York investment banking firm that surveys the watch in-
dustry, estimates that 75 percent of these sales involve watches priced
at $30 or less, and that another 15 percent fall within the 30 to $50
price range, Plainly, the majority of watch sales occurs at the low
end of the market,

At the low end of the market in particular, watches compete with
one another primarily in terms of price, This includes all types of
~ inexpensive’ watches: iimported” 17-jewel watches, jewel-lever move-
ments containing a lesser number of jewels, domestic and imported
pin-lever movements, domestic and imported solid-state watches, and
duty-free merchandise enteving from the Virgin Islands and Guam.

Soviot watoh prices

The U.S. market is especially attractive to the Soviet watch industry
which ranks second in the world, after Switzerland, in volume of pro-
duction. Tho International Trade Commission (ITC) has estimated
that annual production of watches and watch movements in the Soviet
Union amounted to 60 million units in 1976—21 percent of total world
production. Switzerland had a production of 75 million units (26
percent) but was declining whereas Soviet production has been in-
creasing rapidly. Japan. with produetion of 34 million (12 percent),
and the United States, with production of 81 million (11 percent),
were far behind,

The Soviet Union has not in the past shipped many watches or
watch movements directly to this country (i) In part beeause of the
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column 2 tariff rates which the United States levies against Soviet
products and (ii) in part no doubt because it would be more diflicult
to evade Federal watch.marking requirements as discussed below, In
1976, the only Soviet direct watch exports to the United States were
1000 wateh movements that entered under 'TSUS Item No. 716.11
(zero to one jewel) at a value of $3,205 or $3.27 a unit, (It may be
indieative of Soviet pricing |.mlicios that the avernge value of watch
movements imported from all countries in 1076 under TSUS Item
No. 716.11 wa< £0,04 a unit,) ¢

The Soviet Union has found in the daty-free provisions of General

ITeadnote 3(a) a convenient means of entry into the U.S, market and
lins just begun to exploit it in a substantial manner, Seventeen-jewel,
steel-cnsedd Russian watches, assembled in the Virgin Islands, are
being sold in the United States through such national disconnt retail
chains s Zayre and K-Mart at prices as low ns §0.88.° The only com-
parable watches being sold today at that price level are low-quality
digital electronic watehes cased in the least expensive plastic ease with
non-leather strap. AW.A members have been unable to purchase com-
parable 17-jewel ladies’ mechanienl watches for less than $24,
““The least expensive Fimex watch- (a pin-lever watch in a less expen-
sive case than the cheapest Russinn wateh) vetails for $12.05. The lenst
expensive 17-jewel Timex watch—which is assembled in the Virgin
]sllnnds-rotmls for $20.95, although the bulk of Timex 17-jewel
watches sell for approximately $40,

Perhaps even more startling is the following information : the Soviet
1'nion~—n country with a per capita income of $2,760, above that of
the developing countries such as IHong Kong ($2,110), Taiwan
(%$1,070), South Korea ($670) and Singapore ($2,700) ®—is able to
export its 17-jewel watches into the United States and sell them at
rrices much lower than the least expensive 17-jewel watch available
}rom such low-wage countries,

Seventeen-jewel Russinn watches are on sale in the United States
at retail for as low as $0.88, Commerce Department watch-import
statistics show that such watches sell for dramatically less than any
17-jewel watch produced in any free-world country. The chart helow.,
crented from these statistics, sets forth the avernge cost of all 8- to
17-jewel watches imported duving 1977 from Tlong Kong, Taiwan,
South Korea, Singapore and Japan, As the chart points out, in all but
one case (and this ease may well involve a watch movement with less
than 17 jewels) the Russian 17-jewel watch retnils for less than the
wholesale price of comparable 17-jewel watches from low-wage devel-
oping countries, (When these wholesale wateh prices of the watches
from low-wnge developing countries are converted to their retail
equivalents, the differences between the sales prices of the Russian
watch and its free-world competition is staggering,) The data which
follow should be compared to Russian 17-jewel watches assembled

in the Virgin Islands retailing for $0.88.

¢In contrast, the Roviet Union has ex‘wrm] great volumes of watches and watch move.
ments to countrier such as Great Britaln and Canada which confer most-favored-nation
treatment to RKovlet producta. 8old under the brand name of Cardinal in Canada and
Sckondn in Great Britaln, the SBoviet watches have eatablished a permanent and rapidly

growing presence in these two countries,
3The AWA will be happy, upon request, to submit to the Senate SBubcommittee on
International Trade speclinens of Russian watches on sale fop prices as low u'so.s&
S The per capita income statistics used In this presentation have been obtaiued from the

World Bank Atlas (1077).
31711978 —0
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AVERAGE WHOLESALE (IMPORT) PRICES FOR ALL 8- 17 JEWELED WATCHES REPORTED IN 1977 FROM THE COUNTRIES

SPLCIFIED

TSUS watch category Hong Kong Tawan  South Kores Singagore Japar

. 0,15 . f21.2
150504....... sevessnsasrranaes {(l)%: .......!..!... 38 l5.08
8.9 19.18 . .o, 28.62
12.21 16.76 veeuvnccennenen veevesessene . 08

1341 ..... veeene ceveeevesvaennsesanane veeesesee 2.1

10.20 voveveennnne- veeens revsenssraas ceveracens . 13.8%
19,36 oennnrrenenrenoecccssacsocscsosrnnnsonces . .13
1.85 coeviiinnnine 19.48 covevcnanenn . 23.89

Source: U.S. Commerce Department.
Price advantages for Russian watehes

Russinn-made watch movements enjoy a sevies of price advantages,
all stemming from the fact that Russinn-origin movements are sold
into the Virgin Islands at unrealistically low prices which are well
helow the prices of movements that ean be obtained from any other
1S, or foreign supplier, This initin] price ndvantage curvently ranges
from $1.68 for a popular 634x8 ligne Indies regular-wind, 17-jewel
watch movement (83 for a non-Soviet movement vs. $3.32 for a Russian
movement) to $3.59 for a 1114 ligne maus automatic 17-jewel watch
movement (£0.10 vs, $3.51), 7

The table below traces a tv‘pical Russian and non-Russian watch
movement through its assembly in the V irgin Islands and its final
assembly into a finished watch in the United States,

COMPARISON OF 63{ BY 8 LIGNE LADIES REGULAR-WIND RUSSIAN AND NON-RUSSIAN 17-JEWEL WATCH MOVF-

MENTS

Nos-Russian .
sold through  Non-Russian
mass-volume  sold through
discount retail
U.SS.R, channels channels
Landed cost in Virgin Islands..........coueinneerienecnenracnnnsenea $3.32 $5.00 5. 00
Virrin (slands labor input. ... .. .. . ... lliiiiiiiieeereenn .10 i.OO s;.00
ls,oémg ;:n’c:o (landed in United States) of assembled movementt...... . 4 L4 14

S, costs;

Case . 1.00 2.00 2.00
Band. . 1.00 2.5 2.5
Box.... . .25 15 15
Assemblz T U reees , 50 15 5
Cost to distrsbutor of completed watch.................. cevreiaeienans 7.49 1314 13.14
Selling price toretatler®. .. ... . i iiiiiiiiiiaeeaeaaa 8.25 14.45 18.39
Selling price to retail customer ... .o . ceeirinriinraeeanannnane 9.88 12.34 26,75

t To meet requirements of a 70-percent cenl'nr'for foreign content under general headnote 3(a), U.S. landed value must
be at least $4.74 for a $3 movement and $7.14 lor a $5 movement. In reality, many users of non-Russian walches must
sell for considerahly more than the $7.14 minimum price in order to recover costs of labor, insurance, freight, and overhead,
" while users of Russian movements can take advantage of the minimum labor costs involved in the assembly of 8 Russian
movement, thereby profhiting from the mimmum $4.74 price. . .

" * Russian-made movements normally are sold with less expensive watch cases, bands, and boxes from such foreign
sugp&:’els a3 Hong Kong. Non-Russian watch movements a1e nurmally sold with domestically produced watch cases, bands,
" xes.

3 Assumes & 10-percent markup for sale to 3 mass-volume discount outlet and a 40-percent markup for sale through
fewelry stores and other retail channels, As sales to retail jewelry outlets involve much lower volumes and more ex ansive
sales f.ror'nolvon. 8 10-percent markup would not cover overhead, plant, insurance, or warrantes costs for non-Russian
movement use',

¢ Assurnes @ 20-percent marhup for sale to customer at a discount chain, in contrast to a 40-percent markup at a low-

volume retadl outletl,

TThe viclssitudes of fluctuating currency rateg in the past 1% months have contribnted
to the l;rnhk-m. As prices for European and .l:umnnso movements have risen hy approxi.
mately 30 percent since January 1077 ns the U.S, dollar has declined in value, the price of
Russfan movements hax remained constant, convenlently affording the Soviet Unlon an
oven greater price advantage, In the case of at least one Soviet movement, the price hay

been reduced substantially in the past 18 months.
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The table illustrates that the initinl price advantage, created by un-
realistically low pricing for Russian movements, rexults in at least
two additional price advantages, First, in order to qualify for duty-free
treatment under General Headnote 3(a), o watch movement must be
sold in the United States at a price great onoll(,«izh so that the value
(cost) of the forcign materials does not exceed 70 percent of the total
value, Accordingly, a finished movement originally ccsting $3.32 in the
Virgin Islands 1ust be sold for at least $4.74 to meet the test, Simi-
larly, o &5 movment must be priced at $7.14 or more, Ag a result, the
initial $1.68 difference in cost between a Russian and non-Russian
movement is translated into a minimum difference of $2.40 when the
movements are sold to distributors in the United States, .

At this point, the Russian-made movement, selling for approxi-
mately 50 percent helow its rivals—an enormous and insurmountable
edge in the low-end of the watch market, has pushed the non-Russian
competition into a higher priced segment of the market, The non-Rus-
sian movement_is no longer attractive for sale in mass-volume, dis-
count chains, Therefore, at this point, the Russian watch hag opiped
a second additional price advantage: only it and not its now higher-

riced competition can be sold throngh ‘such discount giants as K-
KIa.rt and Zayre where mass volume of sales permit a much lower
margin of gross profit than the smaller jewelry or department store
outlet, The customary mark-up in a small department store or boutique
is 40 \)ex‘cont, in contrast to the 20 percent markups accepted by dis-
count houses,

As the table demonstrates, Russian movements start out in the Vir-
gin Islands with a 50 percent price ndvantage which inereases steadily
to n]n advantage of 100 percent to 200 percent over its non-Russian
rivals,

But that is not all, The table helow shows that the companies in the
Virgin Islands that use Russian-made movements are able to reap a
larger profit than firms selling non-Russian movements while at the
same time selling their product at $2.40 below the price at which a
non-Russian firm is foreed to sell its movement.

COMPARISON OF 63{ LADIES REGULAR-WIND NON-RUSSIAN AND SOVIET 17-JEWEL WATCH MOVEMENTS

Non-Russian U.S.S.R,
k]
oSt et cost 5.00
ANCRU COSL, ..o\ eee e oinete i iiiniiein s ceaannnns s . . X
Vitgm Islands import duly (6 percont)..... .o 00 TTTTTTTIIT . $ .30 “. 35
Local 1abor €COStS. . ceunneseneaaeo ool LI . 1.00 .10
Fringe benat.ts related to tabor costs (10 percent) .......... ... .10 0]
Virgin Islands excise tax (3 percent of foresgn materrals €oStE). oinnannann. .15 .10
Gross receipts tax (2 percent selfing price of §7.14 for non-Russian, $4.74 for U.S.S.R ). 14 .09
Total costs (excluding overhead, plant, etc.)........ Ceeeetancesanenenncnannas 6.69 3,8
SEEISmLonmn a1
Subsidies:t
Virgin Islands duy subsidy (67.5 percent) ... .......oooommunnneeeeeenoo . 1%{| B
Virgin Islands excise suhsidy (67.5 norcent; .................................... B 1
Vugin Islands gross receipts (exemption) (75 Percent).c.c.eueiiiierrneanannn. Al .
Tolal SUbSIIES. .. ..oeenneeein i eenetan et e eeee e .41 0.00
_ Tolal 08t COSES ..eernnaenenreeeeeanannnnnnennnnns.. eeeternnnenenee . 6.28 3.8
Seling Price............ oo e I s .14 4N
GIOSS PIOMS .. ... ueeeeeeneeemnenneaseeeneeeenenseeesesoennonns reeennn 86 92
NEEPIONIS - ..o eeeeeerereeeenaneeennas g 16 .57

t Where labor content 1s less than $0.20 companies do not qualify for Virgin Islands subsidies and abatements.
? t‘?e(fotg g%ductmns for overhead, taxes, etc. (based on minimum allowable selling price of $7.14 (non-Russian) and

$4.74 (US.S.R.).
3 After deducting for rent, utihties, maintenance, depreciation for machinery, equipment for timing and insgection

insurance costs,
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Enjoying gross profits of some $0.92 per movement and net profits
of approximately $0.57 a unit—compared to gross profits of $0.86 and
net profits * of $0.16 for users of non-Russian watches—the firms that
buy their movements from the Soviet Union are in a stronger position
to discount their product in the U.S, This helps to explain why $3.32
Russian-made watch movements can be sold for $4.74, the statutory
minimum, and the prescribed watch marked up only 10-15 percent to
the retailer.

All of these advantages stem from the initial price advantage gained
by non-market pricing of Russian goods in the Virgin Islands, With
that advantage, users of these watches are able to outcompete their
non-Russian rivals at every step of the way. No amount of regulatory
change, beefing up the value-added requirements in the insular pos-
gessions, can ever alter that advantage,

III, RUSSIAN WATCH ASSEMBLY REQUIRES MINIMAL
TERRITORIAL LABOR

The fact that Russian movements require very little assembly work
to complete them also assures the firms that use them a greater degree
of profitability to the detriment of the territorial economics.

Comparison of high and low labor assembly operations

Non-Soviet watches are typicall ?' shipped to the Virgin Islands and
Guam cither completely unassembled or with preassembled balance
and barrel components but with the remainder of the movement un-
nssembled. The majority of these movements require the assembly of
32 to 60 components in order to produce a ﬁnishe(zl movement. Accord-
ing to the Commerce Department, no insular firm using non-Soviet
movements assembles significant quantities of movements having
fewer than 25 diserete components.

AWA members incur a local labor cost in wages that ranges from
$0.90 to $1.25 to assemble movements of 82 to 60 components.® In con-
trast, a typical Soviet movement arrives in the insular possessions as
three distinet subassemblies and components plus three (or at times
two) screws. These parts can be assembled into a finished movement by
a skilled worker in less than 30 seconds. The Commerce Department
estimates that thig labor might cost a firm no more than $0.06 per unit
and between $0.10 and $0.18 per movement for less skilled labor,

What is more, even this minuscule amount of assembly in the insu-
lar possessions may be a sham. There is some evidence which suggests
that the Russian movements are fully assembled in Russia (for tech-
nical and economic reasons) and then slightly disassembled in the
Soyiet Union or elsewhere so that they can then sup{)’osedly be “as-
sembled” in the U.S. insular possessions and thereby qualify for
duty-free entry into the United States. Some of our members have
inspected the “unassembled” Russian components as they enter
the Virgin Islands and have reported that the movements appear

8 The Russian watch users’ net profit advuntm{’e is even greater than thelr grosg profit
advantage in large part because of the low-labor assembly operations fn the insular
possessions which require minimal investments in plants and equipment.

9 Appendix A sets forth a list of the components assembled by one of our members in the
Virgin Islands and a brief description of the assembly steps involved In assembling such
a watch movement, This asgsembly operation 1s contrasted with the assembly of a Russian-
made movement consisting of three subassemblies and three screws.
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to have been “regulated”—that is, timed for accuracy—a step that
cannot take place until the movement has been fully assembled, More-
over, these movements had been lubricated, a step which normally
also occurs after final assembly,

Detrimental effects to the Virgin Islands economy from low-labor
wateh assembly

Commerce Department and ITC data demonstrate that the volume
of insular possessions shipments has remained remarkably stable over
the long run and that recent fluctuntions have been the result of
Koshrccosswn recovery to historical levels. Morcover, data supplied
y the Commerce Department’s Statutory Import Programs Staff
show that the local wage contribution to the insnlar possessions has
declined 16 percent. per unit—from $1.04 in 1975 to $0.84 in 1977—
during the same time that Russian movements have mushroomed from
only 79000 units to 816,000 units (or approximately 18-percent of
total Virgin Island shipments). In addition, Commerce Department
statistics show that during this same period there has been a decline
in the number of Virgin Islands workers receiving wages from watch
assembly employment—from 1.000 employees in 1974 to 914 in 1977,
- P]nin]]y, displacement of high-labor firms by low-labor competitors
has not had a beneficial, or even neutral, effect on the Virgin Islands
cconomy. Rather, low-labor competition has been injurious to the tra-
ditional watch assembly industry, to their employees and families,
and to the territorial economy as a whole. Such displacement, as also
evidenced by the generally reduced allocations for 1978 given most
high-lahor traditional companies in the Virgin Islands, is especially
insidious hecanse of the enormous differential in wage contributions
between high- and low-labor firms. As was pointed out above, a typical
high-lahor assembler contributes between $0.90 and $1.25 in local
labor per unit while low-labor assemblers employ a mere 6 cents to
18 cents of labor per unit, High-labor companies add approximately
nine times as much local value in their operations as do low-labor
firms. As a result, every unit of high-labor watch production displaced
by low-labor competition represents an enormous loss to the Virgin
Islands economy. Thus. even if the advent of inexpensive Russian
low-labor movements were to cause a slight expansion of the existing
U7.S. markets for Virgin Islands produets, a claim made by the users
of these movements but one not. borne out in U.S. Commerce Depart-
ment statistics, the loss to the Virgin Islands economy would still
greatly exceed any small benefit derived from inereased production,
The simple fact. is thet low-labor concerns will inevitably put high-
TIabor firms ont of business long before they increase the percentace of
the Virgin Tslands quota that is used. Even if these low-labor firms
are able eventually to employ 100 pereent of the quota, this small gain
would be vastly overshadowed by the loss of local lahor now contrib-
uted by high-labor firms, The result to the Virgin Tslands economy
of the displacement of high-lahor firms by low-labor firms, even if
this means 100 percent use of available auota, would be devastating.
Use of 100 percent. of available quota by low-labor firms would mean
a net decrease in the number of workers emploved in the Virgin
Telands watch assembly industry from the present 917 to only about

200.

rwcemd
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Low-lahor concerns have to sell nine times as many watch move-
ments as high-labor firms to provide an equivalent amount of employ-
ment in the Virgin Islands. Accordingly, the only way for the vﬂr in
Islands to have a low-labor watch assembly industry and to employ
the same number of people presently employed in the wateh industry
there is for Congress to agree to amend Public Law 89-805 increasing
by 400 or 500 pereent the present quota of Virgin Islands wateh move-
ments that may enter the 1.8, duty-free, something we believe Con-

gress almost certainly will not do.
IV, DECEPTIVE MARKETING OF SOVIET WATCIIFS

Russian-origin watches are sold to U.S. consumers without any
markings or labels of any kind to indicate that they were produced
primarily in the Soviet Union, Instead, Russian watches are com-
monly sold under such Swiss-French brand names as “Geneva,” “Jean
Cardot.,” and “Cornavin? ' or such an American sounding brand
name as Timetone, To the best of our knowledge, no Russian watch
assembled in the Virgin Tslands and sold in the United States (i)
contains any marking on the watch. hox or enclosed sales literature
to suggest that the wateh contains any Russian content at all or (ii)
is sold under any brand name suggestive of its true origin.

To add insult to injury, many of the Russian watches earry gnaran-
tees that further create the illusion that the consumer is buying an
Ameriean or West European product. For instance, a warranty card
supplied with many of the Russian watehes proclaims that. the watch
ean he repaired by the “American Swiss Repair Serv., P.O. Box 203,

Brooklyn, N.Y. 11211, 1
V. THE COMPETITIVE EFFECT OF NONMARKET PRICING

LPussian watehes ave not Sadditive”

The AW.A is disturhed by the statements of low-lahor companies
that their operations in the Virgin Tslands have developed a new
market in the United States for insular possessions watches and have,
as a result, added to the volume of shipments from the territories.
Theso firms reportedly claim that their product: are purchased as
“fushion” and “speeialty” items in multiple quantities hy eustomers
who are not especially concerned abont the accuracy of their watches
but who are seeking a particular sartorial effect. These assemblers of
Russian-origin movements apparently assert that this “new” market
does not compete directly with higher-priced watches shipped from the
Virgin Islands,

Low-cost, low-labor Russian watches have not “created a new
market? for “fashion” or “specialty” products. Such a market has
existed for more than 20 vears, stimulated by the advent of the in-
expensive Timex watch, To the extent Russian-origin watches have
been able to penetrate this market, they have displaced higher labor

10 To ohtain the name Cornavin, the “Panamanian® sellers of Russian parts, International
Clers. S, A, bought out a small Swiss company, Cornavin, in 1973, International Clers then
eaused the smnfl Swiss company to glve a power of attorney to the “Panamanian® com.
pany's viee-president and secretary, a U.8. resident. This power of attorney specifically
eonferred the right on the officer of the “Panamanian” company to permit the name.
Cornavin to he used by the Soviet trading company, Mashpriborintorg, for International

Ciers watches.
1A copy of a warranty which accompanies at least one brand of Russian watch s

attached hereto as Exhibit B,
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insular possessions produets in the process and have used their much
lower nonmarket economy costs and marginal insular labor content
to good advantage,

In fuct, companies nsing the Russian-origin watches have not really
emphasized the “fashion wateh” market in their overall marketing
strategy, The Russian watch sellers have concentrated on and have
heen most suceessful in an entirely different segment of the market—
the mass-volume, discount watch market where price is the preeminent
factor in determining a sale, However, this market is by no means
a new one cither, Unt1l Russian-origin watches from the Virgin Islands
began to dominate the discount market, this market served as a major
outlet for the high-labor insular possessions companies. Penetration
of this market has been accomplished only by displacing firms—in-
cluding the high-labor firms in the Virgin Islands—already selling

at the low end of the price scale,
Displacement of U.S, firms

In the past 3 or 4 years, high-labor companies, including AWA
members, have been losing considerable sales in the mass-volume, dis-
count segment of the market. For instance, one firm, Helbros Watches,
Inc,, sells its watches assembled in the Virgin Islands to a concession-
airo in Chicago, S.M. & R. In 1977 Helbros bid for a $250,000 order
through S.M. & R. but was awarded a contract for only $80,000, A
company selling Russian-origin watches assembled in the Virgin
Islands obtained the remaining $170.000. In the Spring of 1977, K-
Mart gave ITelbros a tentative ovder for 100,000-150,000 units; how-
ever, a seller of Russian-origin watches, Cornavin Watch Co., tendered
a last-minute bid and won the final contract, In 1977 and again in 1978,
Helbros lost sales to Zayre (an acconnt with the capacity to sell in
excess of 750,000 watches per year) which elected to purchase Russian-
origin watches instead.

Waltham Watch Co., Ine, and Swisstime Co. have experienced simi-
larly damaging losses as a result of competition from users of Russian
watch movements. Morcover, other AW.\ member companies, sellin
somewhat higher priced watches, have experienced an indirvect chal-
lenge to their products as lower priced watches, displaced by Soviet
sales, push up agninst more expensive watches, This ripple effect is
common in any mdustry where demand is to a great extent inelastic,

T'raditional firms will fill any void Soviet watches leave

Users of Soviet watch movements foreeast major disruptions to the
Virgin Islands economy if they are obliged to change their low-labor
assembly operations, These jeremiads ave without foundation. Tho
firms that use Russian movements employ only 60-65 workers, re-
flecting their lTow-labor operations. These firms, according to Com-
meree Department statisties, have already caused a net decrease in
overall emplovment in the Yirgin Islands of 279 jobs—from 1,193 em-
rlovees in 1973 to 914 in 1977—due to the replacement of employment
v high-labor firms,

The fact is, however, that AW.A members, Timex and Bulova—
companies that have always been the bulwark of the Virgin Islands
watch assembly industry—are convineed that they will he able to
expand their operations in the territories if they are able to compete
with users of f{ussian watclies on a fair and equitable basis, Timex
has indicated it has definite plans to increase its insular production
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and it is our understanding Fimex will describe its plans as part of its
written comments to the subcommittee, .

AW.A members also anticipate a resumption of full operations in
the Virein Islands once the threat of continued and growing Russian-
wateh domination of the insular industry abates, Our members, like a
good many companies in the Virgin Islands, were forced by Russian
‘vricing methods to restrict their 1978 assembly operations, reducing
]»y ? to 20 percent their 1978 quota allocations compared to 1977
ovels,

Morcover, AWA members would, under normal eircumstances, ho
attempting to increase the share of assembly work performed in the
Virgin Tslands, purchasing their watch components from abroad in
a less fully nassembled state in order to counteract some of the effects
of the devaluation of the 10.S. dollar on their costs, Such a strategy
wonld make sense if our members were able to compete with users of
Russian movements on a fair and even hasis. Unfortunately, that has
not heen the ease so far, Should the threat of the low-lahor companies
abate and currencies fluctuations continue, we wounld anticipate a trend
toward greater, not lesser, emphasis on local assembly work in the
Virgin Tslands, a trend which can only bolster the territorial economy
and increase the demand for local workers. ’

In sum, Timex and AWA members firmly believe they will be in a
strong competitive position to take up the slack—and more—should
users of Soviet watches be forced to compete on an equiteble basis,
Simply by returning to historical levels of production, and reemploy-
ing the 279 workers displaced by Soviet watch production, our com-
panies will more than compensate for any potential losses, and will
do so in short order. On the other hand, if Russian watch production
continues on its current course, the Virgin Islands industry will in-
evitably he damaged and the territorial economy will suffer as tradi-
tional firms (a) themselves begin to buy Russian-made movements,
(b) purchase more fully assembled movements from other foreign
sonrces, (¢) go out of business entirely, or (d) shift their assembly
operations to extremely low-wago countries in the Far East and im-
port inexpensive complete watches directly to the United States, Ono
thine is certain: onr members eannot continue for long to do business
in the Virgin Tslands on the same basis as today. Whatever course of
action they ave forced to take, if the Russian watch problem is not.
solved, will unfortunately be detrimental to the Virgin Islands

cconomy.'?

12 Represeatative Ron de Imgo of the Virgin Islands has proposed that Headnote 3(a)
he amended so that if a watch movemment were to he cased in the Virgin Islands,
the completed wateh conld he tmnorted into the United States duty free, Presently. the
Customs Service only accords duty-free treatment separately to cases manufactured in
the Virgln Islands and watch movements assembled in the Virgin Islands; the Service
does not give duty-free treatment to the casing operation fitsolf.

Wore the de Lugo casing proposal to be adopted, there would be an immediate em-
ployment henefit for the insnlar possesstons which in the short-run wonld certainly take up
the 60 to &5 jobg. johs which some argue would be_temnorarily lost if Column 2 conntries
were harred from using General Headnote 3(a). In the long-run, the de Lugo proposal
wonld prohably nrovide many more jobs than 60 to 65.

While the AW\ unquestionably believes that a General Headnote 3(a) thlhltlon for
Column 2 conntrieg will hoth tn the short-run and lone-run nrovide a net increase. not
decrense, In employment, we are nrepared to sunport the de Taro amendment, & cony of
which iz attachied as Appendix C. If the Suhcommittee on International Trade believes
that the amendment ig desirabhle. However, the assoclation’s sunport {8 continecent unon
the adontion of & General Headnote 3(a) prohibition as we belleve that the caslmi pro-
nosal etanding alone. or accompanyine a weak watch ninvement assemblv test, could, {f not
})roperl,v administered, provide an avenue for the Russian wateh industry to import duty.
ree watches (not simply watch movements) info the U.8, with minimum agsembly in
the insular possessions, further aggravating the Problema of the U.8. watch industry,

Our support for the de de Lugo casing proposal 18 alzo based on the understanding that
casing operations would not be used as the basis for watch movement quota allocations.

]
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VI. RUSSIAN WATCHES GAIN INEQUITABLE BENEFITS UNDER GENERAL
X HEADNOTE 3(8) - -. ... A

MFN treatment

The Soviet Union, in taking advantage of the duty-free treatment

rovided under General Headnote 8(n), has managed to circumvent

.S. policy, Congress has repeatedly denied nondiscriminatory tariff
treatment to the Soviet Union and other nonmarket economy coun-
tries, and instead ingisted that these countries bu subject to the higher
duties in Column 2 of the tariff schedules. Tha vbjectiva of this delib-
erate policy was to maintain a differential between the lower duties
{mid by ME'N trading partners and the higher rates paid by the Soviet

Jnion and others,

The principle that the Soviet UUnion and other nonmarket countries
should pay Column 2 rates of duty has been most recently and un-
categorieally enuncinted in the well-known Jackson-Vanik amend-
ment to the Trade Act of 1974, Public Law 93-618, title IV (January
3. 1975). That amendment and the vast uantity of legislative history
l{}pléingit clearly preclude most-favored-nation treatment for the

The principle is set forth in title V of the Trade Act of 1974 and is
also enuncinted in General Headnote 3(c) of the TSUS which pro- -

~ e vides a3-foHows

(e) Products of Communist countrles—Notwithstanding any of the foregoing
provistons of this headnote, the rates of duty shown in column numbered 2 shall
apply to products, whether imported directly or indirectly. of the following coun.
tries and dreas pursuant to section 401 of the Tariff Classification Act of 1062,
to rection 231 or 2i37(e) (2) of the Trade Expansion Act of 1062, ¢r to action
taken by the I'resident thereunder: * * * Unlon of Soviet Socialist Republics
ad the area In East Prussia under the provisional administration of the Union

of Roviet Socinlist Republies.” 10 U.8.C.A. 1202, 3(e).

Soviet access to duty-free treatment under General Headnote 3(a)
abrogates this Congressional principle agninst according MFN status
to the U.8.S.R. The Russians have found, and are exploiting vigor-
ously, a major and unintentinnal loophole in U.S, trade law.,

Sorictwatches enjoy inequitd ble profit incentives

Congress and industry alike have long recognized that the General
Headnote 3(a) watch aszemply indnstry operates on the tarift differ-
ential hefween the duties pgid on direct imports and the duty-free
“treatment accorded oligiblr(:;'_,tcmitovial shipments, The incentive to
produce in the insular %mss }}sim\s is directly proportional to the sizé

of this tariff differential. Pljinly, the incentive is greatest: for Soviet-
made watch movements beeafise they oscatpe the higher duties on direct
imports imposed under coljynn 2. In the 17-jewel watch category,
where the vast majority of| Russinn-made movements fall, the tari
differential ranges from $2.708to $4.
In contrast, the ditferentip] for MFN trading partners is only $1.80
to $2.70-—a spread that only harrowly compensates for the added han-
- dling, shipping, storage and pverhead expenses ineurred in the insular
o possessiong, Able to benefiti from a $2.75 to $4 duty saving, it is no
wonder that the Soviets prp‘fa‘t‘ to slitp their movements through-the — ~ -
insnlar possessions rather than directly to the United States, even
though they could easily compete with other watches by this latter
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route,'* No other country has used the insular possessions loophole ex-
clusively while igiioring direct imports to the United States. Ior most
countries, the General Headnote 3(&& program is a small adi'unct, to
their normal exports to the United States, This is as it should be in
view of Congressional intent to restrict the exploitation of this loop-
hole in U.S. trade law to the extent necessary to contribute to the
potential for light manufacturing in the insular possessions, The pro-
gram was never intended to become n major avenue for the importa-
tion of a country’s entive U.S.-bound products. As employed by the
Soviet Union, however, this has become the result,

VI, NEED FOR ACTION BY THE 95TII CONGRESS

Need for immediate action

There is very little time remaining before the start of the new
insular possessions quota year that begins on January 1, 1970, At that
time, the new rules for the 1979 quota year must be in place and the
allocation of the quota to individual watch assembly firms commences,
AWA members have long been convineed that the traditional high-
labor segment of the industry eannot hope to survive if forced to
contimie to operate under existing rules until 1980, They have
expressed this fear repeatedly to members of Congress and the Admin-
istration. Tn view of the rapidity with which Sovict watches gained
a leading share of the markets in Great Britain and in Canada earlier
in this deeade, the AWA does not believe the United States can con-
tinne to delay acting but must find a solution to the problem in time
for the 1979 quota year.

In matter of fact, one of our members has already given up any
attempt to stop the Russian low-lahor threat to the insular industry.
This member is unconvinced that Congress will show the determina-
tion to resolve the problems this session, Absent such a Congressional
solution, the member believes that it, as well as all other U.S, watch
makers, will have to close up in the inshlar possessions or buy Russian
merchandise, For our organization there is no more graphic example
of the need for prompt action than this. Should other members of our

13 Untfl recently, col. 2 duties have heen great enough to discourage all but a trickle of Russian waich
movements entering in categories where the specific duties are the lowest. This obstacle may have been
removed in the past year as a result of the devaluation of the U.S, dolla in relation to European and Japa-
nese currencies. Today, AWA members operating in the Virgin Islands are unable to purchase thejr move-
nients from traditional sources for lesk than $5, whilé Russiun watéhes enter the territory at §3 to £3.32,
Under the requirements of geneial headnote 3(a), the $5 movement cannot be sold {n the United States at
less than $7.14. A 83 10 £3.32 Soviet-made movemeit which is im‘lorlvd dlrvcl(l}' fnto the United States
would, of course, pay the dutics for watch movements specified in col. 2 of the THUS. However, these duties
are rarely suflicient to maise the price of a Russian-made movement to the $7.14 prico that a duty-free non-
Russian movement must scll at in the United States,

\{(ﬂlul} of
ussian

17-jewel TSUS item : movement Duty Total
716,30 aeeeeceeracrootonnaacmcncsassnsscosscnnane essecsens 83,32 $.00 $7.32
2 UK | PPN 3. 375 7
KLU 2 PSPPI veanace 3.00 3,50 6.5
7}2.(:."5... ................................... tevenssntasess . 3.00 3.25 6.2{5', .
710, . » TYTVPR YIS L
163500 oo RN T e 8 % i
B30 e et e e e amaeaaananans eemmomnnnn 3.00 2.7 5.75

Nore.~Accordingly, we can se: no reason why Russian-made watches could not be shipped di-
rectly to the United States and compete with watthes assembled in the Virgin Islands and other

direct Imports as well,
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organization be put ont of business or begin purchasing Russian mer-
chandise—ns wo believe will bo the case in the very near future if
Congress fails to act—the ability of the AWA to oppose Russian
penetration of the United States would, of course, have to cense.

Impossibility of obtaining an administrative solution

For more than 2 years, as some members of Congress have suggested,
the AWA, Timex, Bulova and other mombers of the U.S, watch
industry have soug’ht to obtain relief from this unfair competition by
administrative means, The AWA alone has expended a truly enormous
amount. of effort in attempting to get the Excentive Branch to enforce
existing law. To date these efforts have produced little or no effect.

In September 1977, the Commeree and Interior Departments pub-
lished proposals to upgrade assembly operations in the Virgin Islands
and solicited public comment, These proposals were subsequently with-
(h-m\in, reportedly as a result of opposition from users of Russian
watches,

Again, in June of this year, after prodding by the U.S, wateh in-
dustry, the Commerce and Interior Departments published proposed
rules, These rules, while largely inadequate to solve the problem in
the long-run, might ?ls‘t have slowed the rate of the Russian takeover
of the insular wateh industry. What is more, the proposed regulations
held the promise that final regulations would be issued in time for
wateh companies to make plans for their 1970 operations, Accordingly,
the AWA submitted careful, detailed comments to the Departments in
an effort to improve the proposal, However, once again, reportedly as
the result of pressure from the users of Russian watches, the proposed
regnlations were in effect withdrawn. After the deadline for comments
had passed, the U.S. watch industry was told they had not commented
on proposed regulations bat on proposals to evaluate the need for
regulations. " )

The watch industry had no better luck with the Customs Service.
Meetings, telephone calls and correspondence Fesiilted if 1o ngreement
to help solve the problem. Indeed, the AWA had to file a formal
FOIA request even to obtain a copy of the Customs Service ruling
that permitted the two-screw Russian watch assembly operations in
the first pldce. ‘

In the last couple of wecks since Congress has begun to turn its
attention to the plight of the watch industry, it has been rumored
that the Commerce and Interior Departments and Customs Service
will again come forth with proposed plans of action. But we have yet
to learn of any Exccutive Branch proposal that would be at all ad-
eguate to resolve the problem. Morcover, we believe implementation
of any administrative proposals would be too slow to insure even mar-

ginal benefits to the U.S. watch industry.

Solution properly a congressional one

Perhaps the central reason why the Executive Branch has seemed
so unequal to the.task of resolving the Russian watch problem is-the
problem requires n Congressional solution. We believe that the appro-
priate way of handling the issua'is through legislation,

In the first place, the central problem is that the application of
Headnote 8(a) to merchandise originating in the Soviet Union creates
a de facto loophole in the longstanding Congressional insistence on



84

subjecting Soviet goods to column 2 rates of duty instead of the much
lower colimn 1 rates of duty geverning most-favored-nation imports
from traditional trading partners, Granting the Soviet watch indus-
try this trade advantage clearly flies in the face of the intent of the
Jackson-Vanick amendment and General Headnote 3 (o) of the TSUS.

To force the watch industry to seck tardy, inadequate and prece-
dental solutions to this problem simply permits the Exccutive Branch
to continue to disregard the will of Congress. Only if Congress ad-
dresses this problem in unequivocal terms will its long-standing poli-
cies be respected in this case, : )

Further, it should be emphasized that shart of requiring column
2 countries to pay column 2 rates of duty with regard to insular pos-
sessions watch movements of Soviet origin, which we understand the
Executive Branch is unwilling to do, it i8 virtually impossible to force
the Exccutive Branch to help the watch industry with the central prob-
lem created by the assembly of Soviet watch movements in the insular
possessions—nonmarket pricing, It is not at all clear that the U.S.
anti-dumping laws can be invoked against the import of these non-
market-priced Soviet watch movements because they enter the cus-
toms territory of the United States, after passing through a number
of “sales,” 14 as products of the insular possessions,

Finally, because the problem of Soviet watch imports from the U.S.
insular possessions is mnltifaceted (involving nonmarket pricing, de-
eeptive selling techniques and low-labor, sham assembly teclmi«l:les)
- any ‘meaningful relief from the Executive Branch is only possible if
a number of different Depnrtments and Agencies (ie., the Customs
Service, the Treasury Departinent. the Federal Trade Commission, the
Commerce Department and the Interior Department) are willing to
net decisively. Even if we could expend the resources necessary to get

all these parties to so act, the time lost would insure disaster.

VIi. RECOMMENDATIONS

Necd for amendment to Ileadnote 3(a)

Clearly, the Congress never intended the insular possessions quota
system to be exploited by a_country seeking to ship the vast majority
of its U.S.-bound exports past American tariffs. Nor did it intend
the system to have the paradoxical effect of discriminating against
our closest trading partners, who enjoy most-favored-nation treat-
ment, in favor of countries such as the U.S.S.R. which must pay the
higher duty rates of colwnn 2. However, that is exactly what has
happened in the Virgin Islands and Guam under General ITeadnote
3(a). It is, at hest, ironical that the Soviet Union has been able to penc-
trate the U.S. market with duty-free watches at the same time that
the Flouse Ways and Means Committee and Congress as a whole estab-

1 Even if it 18 possible to prove that the varlous “sales’ that take placp hefore the
NMussian v atehes reach the UK, discount houses (from the Soviet trading company,
Masharlborintory to Panamanian: subassembly suppliers, from the subassembly supplicrs
to the assemblors in the ingular possessions, and from the assemblers to the w*mlmno‘rs)
are not arm's-length transactions, a task of considerable difficulty, the fact that the witch
movements are considered by the Customs Service ar products not of the Soviet Union
but of the Insular possesslons may preclude any rellef under the anti-dumping statutes.
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lished substantial restrictions on trade with that country through the
provisions of title IV of the 1974 Trade Act, the Export-Import Au-
thorizations Act and other statutes,

For more than a year, members of the House Subcommittee on
Trade have waited for the Commerce Department and the Customs
Service to solve this problem, Distressed by the glacially slow progress
of these agencies, 08 well as the ever-inereasing takeover of the watch
industry in the Virgin Islands by low-lnbor firms marketing Soviet
movements, the subcommittee on July 17 of this year unanimously
adopted an amendment proposed by Representative Dan Rostenkot-
ski (D.-TIL) to a bill by Virgin Islands Delegate Ron de Lugo, H.R.
8222, This amendment attempts to resolve the Soviet wateh problem
by requiring that for a watch movement to obtain a Headnote 3(a)
duty-free treatment, it must be assembled in the insular possessions
from at least 25 discrete parts,

The Rostenkowski amendment is clearly a step in the right direc-
tion. Unfortunately, however, if enacted. 1t is apt to be effective only
temporarily in resolving the Russian watch problem,

The Rostenkowski amendment will almost certainly cause low-labor
firms to stop their present “two- or three-screw” operations, Never-
theless, the enormons Soviet industry is undoubtedly capable of
altering its operations <o that the 25-parts test ean be met without in-
creasing to any signifiennt extent the local labor contribution.!* More-
over, complifince with tlis testinno-way-causes-the-Russians-to-en-
ﬁage in fair free-market pricing of watch movements, On the contrary,

10 Russians can be expected to adjust their prices to continne to take
advantage of Headnote 3(a) to leapfrog over columns 1 and 2 of the
tariff schedules in order to penetrate the U.S, watch market with duty-
free merchandise,

Rather than rely on a ‘25~Imrts test to stop the Russian takeover of
the insular possessions watch industry, the circumvention of the U.S,
tariff laws by the Soviet Union should e dealt with dirvectly, Neither
the taviff laws themselves nor applicable legislative history suggost
that Headnote 3(a) was meant to provide a springhoard for colunin 2
countries to export their watches to the United States duty free,

Proposal

Accordingly, the following proposal provides that the watch prod-
ucts of column 2 countries would be prohibited from obtaining dut
free treatment under. Headnote 3(a), Headnote 8(a) of the TSUS,
19 U.S.C. 1202 headnote 8(a), should be amended by adding the fol-

lowing subsection:

(iv) No watch or watch movement containing any parts manufactured, as-
sembled or otherwise processed in a country, all or some of the goods of winlch
are subject to the rates of duty set forth in coluun numbered 2 of the schedules,
shall be exempt from duty under thig headnote 8(a), and any such watch or
watch movement shall be subject to the rates of duty set forth in column num-

bered 2 of the sphedules.

18 Appendix D describes two possible procedures by which users of Russian-made move
mentspg:nld meet the crlterlonp?)r a 2£parts test and still contribute no more .than 1¢

to 20 cents labor in the Virgin Islands,
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Avrrexpix A

COMPONENT PARTS AND ASSEMBLY TFECIHNIQUES FOR WATCH MOVE-
MENTS ASSEMBLED BY JiIGII LABOR CONCERN (AWA MEMBER) AND
LOW LABOR CONCERN (UBER OF RUSSIAN PARTS)

I. Iligh Labor Concern

A, Scparate parts

minf-wheel

set wheel
cluteh wheel
winding pinion
cluteh Jever

erown wheel
crown wheel ring
cerown wheel screw
click

click spring

click screw

clutch lever spring
slom bell bridge
yoke mainspring bell
yoke scrows ratchet wheel
pillar plate ratchet wheel screws
center wheel pallet
third wheel pallet cock
fourth wheel Rerew
balance

escape wheel
train hridge
bridge screws

balance cock
halance cock screw

mainspring jewel pin
hell deum guard pin
hairspring

bell arhor
bell cap

B. Assembly L
(1) Add mini-wheel, set wheel, clutch wheel, winding pinion, clutch

lever, clutch lever spring, stem, yoke and 2-yoke screws to pillar plate,

(2) Add to pillar plate center, third, fourth, and escape wheels, train
bridge and 2 bridge screws, ' ) .

(3) Adjust endshake on all wheels, plus or minus as required by
moving plate or bridge jewels,

(4) Pat mainspring in bell drum,

5) Addbell arbor and bell cap,
6) Oil cap,

(1) Close cap, . '

(8) Add crown wheel, crown whee] ring, crown wheel screw, click,
click spring and click screw to bell bridge,

(9) Add mainspring bell, bell bridge,  bridge screws, ratchet wheel,
ratchet wheel screws,

(10) Test endshakes of mainspring bell,

(11) Add pallet, pallet'cock, screw,

(12) Test endshakes,
(13) Adjust endshakes plus or minus,
(14) Adjust lock and slide end8hakers,

(15) Attach balance with hairspring cock by glning,

(16) Balance and balance cock are added to plate by balance cock
screw
(173 Endshake is adjusted plus or minus as required,
(18) Jewel pin and guard pin shape are adjusted,
(19) Hairspring is levelled and centered and vibrated between regu-

lator pin of balance cock.
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11, Low-Labor Uscrs of Russian Subasseinblics

A. Separate parts ‘
Subagsembly (1) (consisting of fitted balance and hairspring, train
wheels, and winding and setting mechanism. ) . .
Subnssembly (2) (consistin{; of the bridge click, the click, the click
spring. the elick screw, the elick erown wheel, crown wheel ring, and
the erown wheel serew.) . ‘
Subassembly (3) (consisting of main spring, arbor barrel drum, and

the burrel cover.)

D. Assembly
1. Insert main spring into base plate in proper position,
9, Place on barrel bridge,
8. Place on harrel bridge serew one.
4. Place on barrel bridge serew two,
3. Put on ratchet wheel to be snapped on barrel arbor.
6. I'ut on ratchet wheel serew.,

Arpexpix B
TIMETONB 2-YEAR SERVICE CERTIFICATE

T'wo-ycar service

Your-watch has been adjusted and clectronieally timed by skilled
watchmuakers, It hus been earefully checked and will give you excellent
service, This watch is guaranteed for 2 years against (f:'.focti\fe ma-
terials or \\'m'lmmnshil). This Servicg Certificate applies only to the
mechanism of the wateh and does not include necessary periodic clean-
ing and oiling of movement, replacement of crystals, cases, parts ac-
cidentally damaged, or rusted non-waterproof watches, Should this
watch develop any defect within the 2-year period, please mail to us,
])lus $3.50 (Skindiver, Date and Automatic models $1 extra) to cover
undling charges,

Tmportant: Do not return this watch to your store.

Mail to: American Swiss Repair Service, 1»0.B. 203 Brooklyn,
N.Y. 11211—(212) 388-3034.

1f your watch needs service

Send the wateh via insured parcel post to: American Swiss Repair
Service,, '0.B, 208 Brooklyn, N.Y. 11211. Include a brief note cx-
laining what is- wrong.- Tell: us where and when the-watch -was

ought. Print your name and address clearly,

Please wrai) securely and insure. when mailing, but do not -use
oviginal gift box, as we cannot_return it. Important: Do not send
money, guarantee or correspondence under separate coyer. Inclose
them in the same pareel with your watch to avoid delay.

Damaged watches and watclies out of guarantee will be repaired at
standard cost of labor and material, An estimate of cost will be sent
to you for your apProvnl. We reserve the right to replace lost articles
with the like grade and quality. Be sure to include $3.50 handling
charges with watch plus any additional cost for special request service
listed below,
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O Expansion Bracelet $1,00 O Leather Strap $1.00
O Round erystal (plain) $1.00
WHEN RETURNING FOR REPAIR

(Please, print your name and address clearly)

Name of OWNerae e e eccaccamccecrcrcae——n——- c—eecmcm——a
AdAIess cocccemceccmamcccmccccmcaeana- ——ecem——— cem—m——— ————
651§/ Z— —eememcemrma—aae U < | 7| { S/ | .
Date of Purchasee e e e e ceeceeemcmccam e —c—————- ————

When time counts most—count on Timetone

Timetone Watches, quality watches for decades

Areexnix C

CASING AMENDMENT PROPOSED BY REPRESENTATIVE RON DE Luao,
DELEGATE FROM THE VIRGIN ISLANDS

Delete the following language:

“(or more than 70 percent of their total value with respect to watches and watch
movemeits)”

Substitute the following language:

“(or more than 70 percent of the total value of watches, which total value shalt
include the value of both the movements and cases and shall be evaluated on a
unitary basis, and of watch movements)”

Aprennix D
II0W SOVIETS CAN CIRCUMVENT A 25-PART TEST

Technicians at AW.\ member companies havé examined the Soviet
watch and determined that it would be relatively easy to meet the re-
quirements of a 25-diserete-part assembly test uncler General Headnote
d(a) and not incur a substantial additional cost in lnbor, These experts
have isolated 25 parts which are essentially Peripheml to the train
aszembly—the core of any movement—and which can be attached to
the train assembly with 6 serews to produce a complete movement, In
comparison with current Russian assembly operations—which are
judged by the Commerce Department to involve assembly of between
3 to 4 components and 2 to 4 screws at a cost of approximately 6 cents
per unit—our experts calculate that a 25-part, 6-screw operation would
entail hetween 10 cents and 20 cents lnbor per unit as the. assembly
work for the final 17 parts is no more sophisticated than that for the
first 8 parts,

A description of the 25 parts and the train assembly follows:

Example No, 1: Movement T 72-75:

1. Ratehet wheel.

2, Ratchet wheel serew.
3. Crown wheel.

4. Crown whee] ring,
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5. Crown wheel screw.
6. Click,
7. Click spring.
8. Click screw,
9. Barrel bridge.
10, Barrel bridge serew,
11, Barrel bridge screw,
12, Minute wheel,
13, Intermediate wheel,
14, Set bridge.
15. Set bridge screw.,
16 Clutch lever.
17. Clutch Jever spring.
18, Detent (set lever),
19. Winding pinion,
20, Clutch wheel,
21, Stem.
22, Main spring,
23. Main spring barrel,
24, Main spring barrel cover,
25, Main spring barrel arbor, . ,

Complete train consists of: 4 wheels, train bridge, 2 screws, main
I)l‘:tté,'p:ﬂlet, gallet bridge, pallet bridEe screw, balance wheel with
wir spring, balance bridge, balance bridge screw, balance bridge
shock device, with jewels, regulation Titan mobile, carion pinion,

LExample No. 2: Movement INT-69 ¢

1, Carion pinion,

2, Minute wheel,

3. Intermediate wheel,
4, Detent—set lever (9).
3, Clutch lever,

6, Clutch lever spring.
7. Set lever bridge,

8. Set lever screw.

9. Set lever screw,

10. Winding pinion.

11, Clutch lever (3).

12, Stem,

13. Balance bridge.

14, Balance hridge screw,

15, Balance bridge screw,

16, Ratchet wheel (8).

17. Ratchet wheel serew.

18. Crown wheel.

19, Crown wheel screw,

20, Click,

21. Main spring.

22, Main spring barrel.

23. Main spring barrel cover.,

24, Main spring barrel arbor.

25. Main plate: with jewels, train 4 wheels, bridge 4 wheel screws,
balance bridge wheel screws, balance ‘assembly, pallet
assembhly., ’

Complete train-same-at-T-72-75,
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Roza Warcnt Corp,,
Christiansied, St, Croiz, U.S, Virgin Islands, September 1, 1978.

Mr, MicHHAEL StERY,
Staff Director, Committee on Finance, Dirkson Senate Office Build-
ing, Washington,D.C.

GenTLEMEN ¢ We welcomed your offer to give our view with refer-
ence to the assemblers of Russian watch movement parts and we thank
you for the opportunity.

Woe are the second largest Watch Manufacturing Firm in the Virgin
Islands with respect to the allocation of watch quotas. The watch
industry in the Virgin Islands is faced with many problems, one of
the greatest is the skyrocketing cost of watch parts due to currency
devaluation of the dollar against the Swiss Franc, German Mark, ctc.

The users of Russian parts do not have this problem as they deal
only in dollars. The Russian assemblers devote an insignificant amount
of labor in their assembling, In addition to the fact that they con-
tribute little to the economy of the Virgin Islands, contrary to the
expressed intent of Congress when it passed Genernl Hendnote 3(n),
they place us at a great competitive disadvantage which threatens our
continued existence,

For these reasons and many more we are oPposed to any watch firm
receiving duty free status under General Headnote 8(a) for watch
movements which are assembled with very little labor, as we believe
in the case of the assemblers of parts originated in Russia. '

Agnin wo wish to thank you for permitting us to give you our

position,

Sincerely yours, ,
Martiia L. KavpEReR, President.



CoxyenTs oF Warrias Warcit Co, CoNcerNING THE TARIFr TreEAT-
MENT oF YWaTcites AND Warcir MovEMENT ASSEMBLED IN THE IN-

suraR Possessions UsiNag Sovier PArts

The Waltham Watch Company (“Waltham”), which currently
assembles watch movements in the Virgin Islands pursuant to Publie
Taw 80-805, wishes to submit the following comnments concerning the
use of Soviet-origin parts by the watch assembly industry in the U.S,
insular possessions in response to the August 21, 1978, press release of
the Subcommittee on International Trade of the Senate Finance Coms«
mittee, Waltham is a relatively recent entry into the insular %osses-
sions’ assembly industry, having commenced operation in the Virgin
Islands in 1978, Howover, Waltham has been concerned about the role
of Soviet watch parts for the past year and has studied the question
us closely as any of the interested parties.

For some time, Waltham was one of the principal advocates of
statutory and regulatory restrictions on the use of Soviet-origin parts.
Continued study of the question against the background of present and
projected conditions in the U.S. watch market, as well as international
cconomic trends, has caused Waltham to revise its thinking, It is
Waltham’s conclusion that the availability of Soviet parts must be
preserved if the watch assembly industry in the insular possession is
to once ngain be competitive with other watch producers supplying
the 1.8, market,

For this reason, Waltham is opposed to any across-the-board ex-
clusion of products containinig parts from “column 2” countries from
the benefits of Geners! Headnote 3(a). Such an arbitrary and dis-
criminatory response would not necessarily resolve the specific issues
involved here and, by eliminating competition in the sourcing of watch
parts in the insular possession, would neutralize the assembly indus-
try’s ability to compete in the domestic market, ultimately accelerating
the decline of the industry. In this connection, Waltham submits that
the Subcommitfee should-view .with suspicion any support. for sich.a.
“column 2" restifiction coming from companies whose watches compete
in the- domesti§ market. with. t.how{ewe lever watches assembled in
the possessionsj Such support is obviensly premised on a desite to
eliminate actugl and potentinl competition in the marketplace by
preserving the stagnation in insular assembly operations,

With regard] to the specific concerns relating to the pricing of
Soviet parts angl the degree of Inbor expended on their assembly, Walt-
ham submits that theso concerns are best explored by the agencies
responsible fog the administration of Genemr Headnote 3(a), both
of which have initiated inquiries in thesc areas, -

Should the subcommittee conclitde that some legislative action is
called for, however, Waltham suggests that a simple revision of Gen-
eral ITeadnotq 3(a), requiring the addition of specified minimum of
direct labor ahd permitting the duty-free entry of cased movements

(M)
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on the same basis, would meet the concerns expressed by the subcom-
mittee in a nondiscriminatory manner and provide a basis for the
future development of the insular possession assembly operations as a
dynamie segment of the U.S, watch industry,

1. THE NATURE AND FUNCTION OF GENERAL IIEADNOTE 3(a)

As the subcommittee is aware, General Headnote 8(a) provides for-
the duty-free importation of articles produced in the insular posses-
sions provided that no more than a specified percentage of the article’s
U.S. landed value (70 percent in the case of watches and watch move-
ments) is of foreign origin, The import of watches under this provi-
sion is subject to a quota system, administered by the Department of
Commerce and Interior, which limits total annual imports to no more
than one-ninth of apparent U.S. consumption during the preceding

ear,

) In sn, General Headnote 8(a) provides an incentive for the devel-
opment of light assembly industry, that is, watch assembly, in ihe-
insular possessions by conferring certain tariff henefits on the products
of such industry, up to a maximum level equivalent to a fraction of

domestic consumption,
2, THE WATCIL ASSEMBLY INDUSTRY IN THE INSULAR POSSESSIONS

Historienlly, the watches supplied to the U.S, domestic market by
the insular possession assembly operations have been less expensive,
conventional joweled lever movement. watches, The assemblies and sub-
assemblies for theso movements have traditionally come from Euro-
sean suppliers, principally those in Switzerland, Germany, and

rance,

The reason for the relinnce on foreign supplies is the lack of any
U.S.-source ebauclies® and watch parts—the basic component of all
conventional watch movements. The last U.S, marketer of ebauches and
watch parts ceased manufacturing here in the late 1050’ because of
its high labor costs and consequent inability to compete with the prod-
ucts of the European ebauche matiufacturers.? o

While one company now has a plant in the U.S, manufacturing pin-
Javer ebanuches, all'of its output is used in that corfipany’s operations
and the pin-lever ebauches would, in any event, he unacceptable for
use.in-the manufacture of jeweled-lover movements, The Soviet-source
ebauches and other watch parts thus represent the only cpmpetition to-
the European suppliets in sourcing the insular assembly operations.

This alternative source of supply has become mcrea(m.i;lx impor-
tant in the lnst 5 years as the U.S, dollar has declined stegdily in value,

articularly in relation to the principal European curreyicies, The loss
of dollar purchasing power, together with general inflati n of producer
costs, has placed the insular assembly operations in a clasic cost-price

.
o is, 1 _ the frame on which the watch movemenf 15 hullt.

;;rr'}:: T&?;L‘;‘?f\‘f»“‘af-?iﬁﬁﬁ"ﬁ?u.o fwise wateh industry in Mtemptlnu;f to nm«-r\-a,ﬂwlr
domingnee in the mannfactre nnd marketing of watches have been ca lozued in United
*States v, The Watchmnkers of s“v tzerland !ﬁn{g:&nat{lﬁ:ﬁﬁh&e};&n«&h s[ ”“fvc}‘{"é"}??ﬁ{'#
(CORY € 70.600 TEDNLY. 1002). order m . e e L ranten From

¢ v
N : K. ust lawg preelude
(S.DN.Y. 1965). Obvlausly, the Lt?m‘;gg\tu&'n”fnnnufn‘t"mrlnz activitler qnd, hecause of the-

g Y 8 to reins :
{ﬂ'f-‘é?'if&inf":'ﬁm".ﬁeﬁf l:'aanlml and prexent market uncertaintles, no single U.S. company
has been willing to reenter the ebauche manufacturing industey.
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squeeze. The cost of European parts for the watches and watch moves-
ments assembled in the insular possessions has approximately tripled
in the last 5 years while fierce competition in the domestic watch mnar-
ket _has held producer prices relatively steady.®
. The impact of these developments is reflected in the Inck of growth
in insular production, desFite a?parently increasing domestic demand,
and the consistent inability of the.insular producers to utilize the
available quota, The statistics of the Commerce Department, for exam-
vle, indicate that, although annual quotn allocations have increased
ignificantly since 1978, the number of units assembled and shipped in
the insular possessions has actually declined in every year but 1977,
when the increase wus relatively insignificant. The ratio of shipments
to quota has also declined markedly from 94 percent in 1978 to 67 per-
.cent in 1976, with a slight recovery to 80 percent in 1977.¢

The availability of Soviet chanches and other watch parts presents
the insular assembly industry with an opportunity to control costs an
improve its compefitive position vis a vis the digital watches and
Timex, The appreciation of the Soviet ruble has been of a relatively
smaller magnitude than in the case of the European currencies® and
the Soviet manufacturers appear to be using their relatively low-pro-
duetion costs and seale economies to provide a quality product at a
reasonnble price to the insular assembly operations. These producers.
in turn, can use the Soviet-sonree materinls to produce a conventional
17-jewel watch which can. for the first time, be marketed at prices
competitive with those of the less-cxpensive Timex and digital
walehes, The nlfimate beneficiary of this increased competition will be
the U.S. consumer who will have a greater selection of ieweled lever
watches to choose from. ineluding for the first time jeweled .lo'ver
wnﬂ-]}ms priced competitively with the less expensive Timex and digital
watehes,

As the snbeommittee’s press release of Augnst 21, 1978, notes, two
areuments have heen advanced in an effort to eliminate the competitive
Sovict-souico supplies of ebanches nnd wateh parts: (1) that insuffi-
cient labor is performed on these movements to qualify them for the
henefits of TTeadnote 3(a) : and (2) that the parts arve sold at prices less
than their cost of production, As to the allegedly inadequate labor
contribution made by the assemblers using Soviet parts, it must be
remembered that. while those using European-sourced components
claim they incur greater lnhor costs per nnit, they have not heen able to

2 \Watehes containing movements nssombled in the Insular possessions have fac~d stiff
compoatitian hoth from the Iarge manufacturers of digital watehes, including Texas
Instruments which now markets a dieital wateh for less than $10, and from the low.
irfeed gin lever and other wateher manufactured and marketed by Timex, which uses

wth T° R and forelen parts and Jahor.
1 Virgin tslonds watch companies industry wide statistics for calendar years 1973-77. (Source: U.8, Depart

ment of Commeree.) .
8 For example, data avallable from the IMF and U.8, Commerce Department {ndiente that
fhe ruble hns anpreciated anproximately 11 pereent In U.K. dollar terms from 1973 to the

{lrnt halt of 1078 while the Swiss franc appreciated approximately 68 percent in U.8. dollar
Cr'ImR,

1978 1974 1978 1976 1077

Annual quoia allocation (nnfte)..._..._._..... 4,913,000 4,874,000 4,960,000 5,008,000 6,256, 0C0

Actual units shipped to United States under
headnote 3(8Y.. ... ..o iiiiiinineanee 4,630,819 4,048,876 3,046,757 4,012,810 4,650,803
Watch movements assembled (units). ........ 4,678,175 4,032,322 3,042,565 4,050,703 4,826,618




94

increaso their output in recent years or to participate in the general
growth of the domestic market in the face o}) the two major competing
styles of watches—the low-priced digital models and the Timex. pin-
lever watches,

Accordingly, whatever differences there may be in per unit labor
contributions, there is no nssurance that the conventional assembly
operations can expand to fill the void which would be left by the elim-
ination of Soviet parts and, indeed, very good reason to believe that
such action would contribute to the decline of the insular possessions
wateh assembly industry,

As to the afleged underpricing of the Soviet parts, no evidence to
support this contention has ever been produced and an inquiry into
Soviet costs of })mduvtim\ would clearly be an inappropriate and un-
wicldy subjeet for legislative hearings, As noted, tlll)e Soviet manufac-
turers appear to have utilized scale economies as well as their own
relntively low costs to offer their product at prices designed to attract
a share of the market formerly monopolized by the European sup-

liers. Tt. is diffienlt to understand why the Soviet competitive initin-
ives, which appear to he freely available to all and ultimately to result
in lower wateh prices to U.S. consumers, shonld require f‘(:gislutrivov
serutiny.

Tt is noteworthy, in this regard, that the Government of the Virgin
Islands. which is most intimately concerned with this issue, has con-
sistently opposed any action by the Federal agencies or Congress which
would ent off the flow of Soviet parts to the insular possessions assem-
bly operations. The Virgin Tslands Government hag apparently con-
cluded that, in view of the inability of European-supplied producers
to use up the statutory quota in contrast to the relatively more success-
ful efforts of the Soviet-supplied producers, the hest interests of the
Virgin Islands lie in the continuing availability of the Soviet parts,

3. NO LEGISLATIVE INQUIRY OR ACTION 18 APPROPRIATE

As the preceding background makes elear, the issues raised by the
snheomhiftee’s press release are extremely complex, involving) both
techniet] issues concerning the operation of General ITeadnote '8(a)
and brcgder questions concerning the role of the insular possession’s
assembly operations in the total domestic wateh market, In addition,
the resglution of these issues must take account of the diplomatic
and political sensitivities of the foreign states involved, particularly
lthosq the Soviet Union—a task not well-snited to legislative

rearings.

The {fommerce and Interior Departments have been studying this
problend for some time and recently solicited the comments of interested
parties poncerning the need for revision of their quota allocation vules
in Iith,:of the availability of Soviet watch parts, The U.S. Customs
Service'has also initiated a review of its procedures for the classifi-
eation and valuation of watches and watech movements imported uncer
General Headnote 3(a).

In view of the expertise which these agencies have developed with
respect to this subject and their broad administrative authority under
existing law, Waltham submits that it would be premature for the
subcommittee to consider taking any action in this area.
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4. IF LEQISLATIVE ACTION 18 TAKEN, IT SHOULD NOT BE IN TIIE FORM OF
AN EXCLUSION OF BOVIET PARTS

Waltham firmly believes that no legislative inquiry or nction in
this aren is necessary at the present time, Nevertheless, in anticipation
of possible calls for legislative change from other interested parties,
Waltham wishes to make its views on possible legislative action known,

The most frequent form of statutory amendment suggested is one
which wonld make the benefits of General Headnote 3(n) unavailable
to products of the insular possessions containing parts from the Union
of Soviet. Socialist Republics or any other “eolumn 2" country, Wal-
tham subimits that Sllcfl a provision would be an arbitrary and unwise
exercise of legislative power, unfairly discriminating against the
Soviet produets while failing to focus ‘on the real issues which have
generated concern with respect to the Soviet movements and failing to
consider the competitive consequences which such exclusionary action
migit have on the industry,

A more rational and measured approach, responsive to the con-
cerns expressed in the subcommittee release while preserving com-
retition among suppliers of ehauches and watch parts to the assembly
mdustry, would he the adoption of a simple labor-added test which
requires, for example, that a-minimmin of 65 cents in direct Inbor
costs he added to each it produced. This labor contribution conld
take the form of assembly of the movement. easing of the movement,
attachment and setting of dials and hands and the attachment of watch
bracelets, Tn addition, the more extensive use of local labor could he
encournged by making more explicit Congress’ intent to permit eased
movements duty free entry under this headnote on the basis of the
unitary value of the resulting watch (rather than on the basis of the
construetive segregation of the values of case and movement—the view
which is espoused hy Customs and which presently discourages the
casing of movements in the insnlar possessions).

CONCLUSION

Waltham appreciates the opportunity to comment on the issues
raised by the Subcommittee and would be pleased to provide any
further information which might prove useful. Waltham belicves
that the availability of Soviet watch parts in the insular possessions
represents a healthy competitive develrjment for the insular assem-
bly industry and for the ULS. watch industry generally. While the
Soviet parts should obviously enjoy no unfair competitive advamage,
Waltham firmly supports the continued availability of these parts
as in the best interests of both the industry and the insular possessions,



SraremesT oF Tisex Corrorariox 18 Sveporr of Lraisrarion To
Eronxare i Looenovg 1x tne U.S, Tarirr Laws Wiriern Prrarrrs
Corvmy 2 Warcnks To Exter rug Uniten Stares Dury-Free

1. BUMMARY

Seventeen-jowel watches of Communist-bloc origin (particularly
from the U.S.S.R.) are now available at chain stores across the United
States at a retail price as low as $9.88. No Free World manufacturer
of 17-jewel watches ean compete with this price. Far more important,
this price even undercuts the prices at which the most basic domesti-
cally produced nonjewelled watches are sold. Russian watch imports,
ns a consequence, directly threaten the jobs of thousands of workers in
what remains of the U.S. watch industry, an industry which already
faces substantinl import penetration of its domestie market,

It is improbable Russian watches could he sold at such a depressed,
unrenlistie price unless importers had found a way to_evade “column
2" taviffs, which are the c{utios Congress intended to be paid on all
products of the U.S.S.R. and most other Communist countries. By
serforming certain final-assembly operations in the U.S. Virgin Is-
Lmd.e. these traders ave permitted under eurrent law to import watches
from any coltmn 2 conntry dutv-free, )

It is clear from the record that Congress has never intended this
tariff loophole (whose only purpose is to stimulate the local Virgin
Tslands economy) to operate in a way which threatens American jobs
and the health of a domestic industry. Morcover, it is clear the wisdom
of Congress in assigning column 2 tarvifis to imports from state-
controlled economies (where cost and profit need not be the basis
hehind the priee of goads) remains the enlv workable principle for
placing wateh competition from Communist-bloe producers on a fair
and equitable bacis, ,

The U.S. watch indnstry, including Timex, Bulova, General Time,
and the members of the American Watch Association, together with
representatives of American labor, all support the specific proposal
contained in this statement,

II. BACKAGROUND

U.S, Tarift Schednle General Headnote 3(a) permifs watches and
watch movements to be imported duty-free from the U.S. insular pos-
sossions (the U.S. Virgin Islands. Guam and American Samoa) if the
value of foreign materials contained in the goods represents no more
than 70 percent of the value of the finished product, when landed in the
United States. The total quantity of watches and watch movements
which may enter into the United States free of duty during each year
may not exceed one-ninth of estimated .S, consumption of watch
movements during the preceding vear. Under this formula, in 1978
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approximately 8 million watches and movements were eligible for
duty-free entry from the insulax possessions, )
I'he Sceretary of the Interior and the Secretary of Commerce, acting
jointly, are authorized to allocate the total quota fairly and equitably
among wateh producers in the insular possessions. The Secretaries have
the anthority to issue regulations which seek to maximize the economic
contribution to the insular-possessions generated by trade under Ilead-
note 3(n). Unfortunately, the Secretaries apparently have not con-
strued their quota allocation authority also to permit consideration of
the impaet of such trade on the domestic industry, U.S. jobs and rela-
{ions with our most favored trading partners.! Such issues may there-
fore he resolved only by appropriate legislation by the Congress,
Congress has long recognized the need to limit the scope of Headnote
3(a) by legislative amendment when the operation of this tarift loop-
hole risked injury to the U.S. industry. Tn the mid-1960's, under Head-
note :)(a? as then worded, it became apparent the potential for un-
limited duty-free shipments of watches ?rom the insular possessions
raised a threat to the future viability of domestic watch production.
Accordingly. in 1966 Congress amended the tariff schedules to limit
duty-free wateh shipments to no more than one-ninth of apparent U S
consumption during the preceding year, )
Timex believes elimipating duty-free trade in column 2 watches i3
nnquestionably in the best interes(s of the U.8. Virgin T<lands aitil the
other insular possessions. However, today, as in 1966, the primary issne
hefore the Congress is not how best to support the lacal Virgin Tslands
economy, The primary issue is how to avert the loss of thonsand~ of
American jobs through unfair competition from underpriced Russ«inn
watches—even if assemblers of such watches in the Virgin Islands wero
making a signifieant contribution to the local economy. One of the
central henefits of the levy by Congress of special tariffs on products
from column 2 countries is the protection these tariffs atford American
workers and industry from unfair competition from produets of state-
controlled economics. The administration of Headnote 3(a) for the
henefit of the Virgin TIslands should be subservient to this general and

far more important Congressional intent.

TII, THE IMPACT OF SUCIT TMPORTS UPON TIHE U.S, DOMESTIC
WATCH INDUSTRY

The essential facts about the state of the remaining membhers of the
U.S. watch industrv are a matter of public vrecord and probably well-
known. Only a handful of companies remain, The jobs they provide for
American workers have been declining for decades,

The remaining producers and johs are essentially in three industry
sooments: finnl assemblers and casers of movements from our Free
World trading partners (imported primavily from Western Europe

1 Although the Departments of Commerce and the Interlor have devoted substontial
attentlon over the past year to the issue of Russian watch trade through the insular
od regmlations puhlished by the Departinents offers an

puszessions, none of the propos
offective solution to the impact of such trade on the domestie wateh industry, U8, em-
ployment and competition_from Free World exnorting conntries whose rroducts normnlly

enjov nroforential (“nondizeriminntory) tariff status. On the contrary, the nropnsed
regulations have heen lmited to addressing what to domestie Interests i’ clearly a secand.
ary iskue—the fatlnre of Russinn wateh assemblers in the Insnlar possessions to make a
significant contribution In wages, taxes and purchases to the local economles,
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and Japan), some U.S, electronics companies producing portions of
nonconventional watches in this country, and Timex. While reliable
data on the volumes of domestic production or numbers of employees
are not available, Timex believes it is the Jargest rcnminin‘g producer
and the largest employer of watch production workers in the country.
Persistent competition from the traditional foreign watch producers
aver the years has forced Timex to relocate more Iahor-intensive oporn-
tion<'overseng In the past 5 years, in the face of growing import pene-
tration of the domestic market (see A ppendix A), domestic employ-
ment engaged in the manufacture of Timex watches has declined by
more than 20 pereent, (See Appendix B.)

Timex production remaining in the United States consists basically
of mass-produced nonjewelled mechanieal watches, Suggested prices
for these watches range from a low of $12.95 (for one of our models)
to a maximum of §39.93, The average (by volume) for the entire
domestic line is approximately $20, Thousands of workers in Con-
neeticut, Arkansas, and onr ntgor domestic locations, as well as many
others who supply Timex with coiponents and materials, depend
upon the sale of these watches for their employment. (See Appendix
C.) Tn addition to Timex employees and suppliers, thousands of addi-
tional TS, workers are engaged in production of solid state watches
(which are sold ahmost exclusively in the below-$25 retail market)
and-in-finnl-assembly-and -ensing ‘of jewelled mechmmical movements:
imported from Europe and Japan,

Today. in virtually every major 11.S, retail market, 17-jewel watches
originating in the T.S.S.R. and partially processed in the Virgin
Islands ave available at retail prices below those of the least expen-
sive Timex wateh. The Timetone brand, helieved to he entirely routed
here thorugh the V.T, loophole, is widely listed at $16.88, and almost as
widely is discounted and offered for sale at retail at $11.88 and $9.88,
Major chains such as J, M. Fields and Zavre ave already merchandis-
ing Russian watehes under the Timetone brand. The Cornavin brand,
nlso of Rnssinn origin, is available through the huge IC-Mart chain of
stores at 812,88,

Chain stores of this type are the cornerstone for domestic distribu-
tion and sale of all watehes nnder 825 (whether jewelled. nonjewelled
or solid state), inclnding Timex watches, Tt is clear, therefore, that
Russian watches are being placed in dirveet competition with Timex
and virtually all other domestically produced watehes, and that. purely
as o result of price, importers of dnty-free Russian watches are poised
to capture a major share of the market. (up to 8 million units annually
ont of a total approximate 1.8, retail market for watches under $235,
including importe, of 235 million units),

A second comparison also demonstrates the competitive advantage
now enjoyed hy dutv-free, low-priced Russian watches, Tn addition to
its bazie nonjewelled watehes, Timex nroduces a line of higher- appeal
17-jewel watehes imported duty-free throngh the Virgin Tslands under
ITeadnote 3(a). The suggested price for the least expensive of these
Timex 17-jewel watches is $20.95, Most scll for approximately $40.
This price differential between competitive Timex and Rnssian 17-
iewel watches becomes even more intrigning when one considers the
fact that Timex suggested prices for these products are kept low by



99

the production, marketing and distribution efficiencies of the volumo
which overall Timex watch sales generate in the United States. No
1.5, pradueer or Free World esporter of mechanical watehes vetail-
ing under $25 can compete against the price differential created by
duty-free entry of Russian watches, In fact, $0.88 represents prico
parity with the cheapest plastic-cased digital watches which are now
partinlly assembled in the United States, Funnelling into the domestic
market. of up to 8 million underpriced Russian 17-jewel watches

annually is by far the greatest threat to the survival of remaining

.S watch production,
IV, ONLY REMEDY

The U.S, wateh industey urges that importers of watches from
column 2 countries he prevented from utilizing Headnote 3(u). The
appropriate change to the current text of ITeadnote 3(a) is set forth
in \ppendix D,

There is no measnre short of eliminating this duty exemption which
will place competition in the U8, market on a fair and equitnble basis,
It has heen suggested that it will suflice merely to require that some
additional assembly operations be performed on Russian watches in the
insular possessions in return for ()luty-froo trentment, Such proposals
assume that the additiona] expenditures thus requived in the insnine

possessions will necessnrily inerense the 1.8, retail prico of the watch, . ...

Vith regard to watches produced in the U.8.8.R. and other column 2
conntries. this is not the ease, 2\ state-controlled cconomy ean freely
manipulate downward the price of unfinished watches shipped to the
insular possessions so as to offset the etfect on U8, selling price of any
additional eost incurred in the insular possessions, Appvnhix T shows
that even if labor costs of $1 per wateh were inenrred (any higher
Jabor cost requirement probably would jeopardize continued use of
the Virgin Is‘nnds by any wateh company). the landed nrice of the
Russian wateh in the United States could remain precisely the same.
ANl that would be required is a corresponding rm{:wtim\ of T3 conts
in the export price from the USSR, For a Free World wateh ex-
porter. such a reduction in price might be ruinons. But column 2
conntries are not market-controlled. The profit requirement does not
exist as a rationalizing factor, Consequently, wateh movements in
virtnally any state of assembly will he sold at any price required to
achiove the substituted objective (initial) penetration of a luerative
1.5, market. exchange of goods for hard Western currencies, digposal
of excess praducetion, ete.).

(‘ongress in its wisdom has sought to avoid injury to domestic pro-
dueers from the market practices of state-controlled economies throngh
the imposition of columm 2 tariffs. The American watch industry
requests no less protection, but no more,

Tn fact. if the enerent column 2 tariff loophole is eliminated ag pro-
posed the USSR, and importers of Russian watches may deeide to
continue to compete in the U.S. market by importing watches directly,
pavine the applicable column 2 duty. Reeent: ofticial import statistics
chow a modictms of such direct trade exists already, Our proposal
wortld not interfere with or abridge such competition.
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Ve ADVANTAGES OF THE PROPOSAL TO THE INSULAR POSSESSIONS

If watches with parts from column 2 countries are dutied at full
column 2 rates, the Virgin Islands wateh industry will be a prime
benoﬁuim?'. Our affiliate, TMX V.L Inc, (“TMXY) is the single largest
watch industry employer in the Virgin Islands, TMX forecasts in
1978 a direet contribution of approximately $1.3 million in payroll,
purchases and various taxes to the loeal economy. The 1970 projec-
tion ix for the direct injection into the Virgin Islands of 1'mlg}ﬂy
$1.5 million, TMX anticipates shipping more watches from the Virgin
I iands this year than last and an even greater number next year, Even
with these planned inereases, TMX would he prepared to increaxe
produetion further if a market gap results from the elimination of
trade in Russian watches, Tt is our understanding, morcover, that
other companies who do not purchase Russian movements envision
expanding their Virgin Islands operations (if duty-free trade in
Russian watehes is eliminated. Since their contribution to the local
economy in the form of wages and taxes paid and supplies purchased
is greater per wateh often by as mmeh as 10 to 1 over Russian pro-
ducers, it is diffienlt to visualize any adverse effect of the proposal.

If. on the other hand, the proposal is not enncted, the consequences
on the Virein Tslands could he severe, Under the value-added require-

T ments for dity-free enfry containel in Fleadnote 3(a), assembly of”

Russian movements offers the most profit. This is because Russian
watehes provide the lowest possible cost basis and because eligibility
for duty-free treatment is determined by the difference between cost
and landed value in the United States. Under competitive pressure,
Timex itself and others might have no choice but to turn to Russian
movements as a source of supply, with the consequent diminution in
wages paid per unit assembled and in other contributions per unit
to the local economy.,

Tn short. the alternative to the legislation recommended herein
soems clearly to be more Russian watehes, but fower American jobs
and less stimnlus to the ecanomies of the insular possessions.

Arveexnix A

T.8 ANNTUAL IMPORTS OF CASED WATCITES AND WATCIH MOVEMENTS, 107377

Total
(thousands Index
of units)  (1973=100)

Yeat:
1973, eeccnnecnecncnercceecsncnsacnsanccesacosnrosesasenacansessesnsesasas 22,695 100
1974, ..oenaneenn arecenenee ceaceerennsnnces ceesacana 22,81 101
1975, .aeeennnn vesancencan cesesennanes eeeemcesecsscnscanes 21,408 9%
J976...cevenncceccccscncsssasccacsacnscasasesssasese 3;.847 149
37,808 166

9n......... cencacmeeccass evsecrsasencecntaanes ceetesenmseentiiiastrieas

Source: U.S, Department of Commetce,
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ArreNpix B

DOWNWARD TREND IN NUMBER OF PERSONS EMPLOYED BY TIMEX AND AF-
FILIATES IN THE UNITED STATES IN WATCH-RELATED ACTIVITIES 1073-77

1973 1974 1975 1976 19

DUECL. .o eeeeesasemeensneessncne ; 5,797 5, 867 4,9% ) .
TAGIECT e mmereee e e 3803 110 4,000 e + 8
Tottl. e eeveemeene reeeneenanas 9000 9,976 8,976 8,353 7428

The decrease in the 3-year period is 2,172 employees, The percentage
decrease is 22,6 percent.

Areexpix C

. 412.8197‘1' Timex U.S. Watch Related Employment (see Appendix B) ¢
14220,

9, Fstimated Current Number of U.S, Workers Employed in the
Production of Goods Purchased by Timex or Otherwise Dependent on
Timex Watch Production: 6,475,

.. 3, Current Total U.S. Labor Force Association with Timex Watch
Production Affected by Import of Low-Priced Russian Watches:

13,903,
Arrexoix D

PROVOSED AMENDMENT TO HEADNOTE 3(Q)

The following language should be inserted as new subparagraph
(iv) to General Headnote 3(a) of the Tariff Schedules of the United

States:

No watch or watch movement containing any parts manufactured, assembled
or otherwise processed in a country, all or xome of the goods of which are subject
to the rates of duty set forth in column numbered 2 of the schedules, shall be
exempt from duty under this headnote 8(a), and any such watch or watch move-
ment shall be subject to the rates of duty set ferth ju column numbered 2 of the
schedules,

Arpennix E

In the report accompanying Assistant Secretary of Commerce
Frank A. Weil’s response to Representative Charles A, Vanik, Chair-
man of the House Trade Subcommittee, dated March 6, 1978, it was
stated that in 1977 the per unit landed price of Russian movements to
Virgin Islands assemblers in the two most popular sizes was $3.20. The .

TR

1We emphasize this figure does not include U.S. workers who are employed by com.
]"‘“""‘ assembling and casing imported movements, or U.8, electronics companies produc.
ng portions of nonconventional watches domestlcally‘. Indirect labor dependent on such
companles Ix not known, There are thus thousands of ' 8. jobs in addition to those assocl.
ated with Timex which will be threatened as a result of growing sales of low-cost Russian

OV ements,



102

table below demonstrates that by lowering the landed price of such
movements by a mere 73 cents, the net cost will remain the same for
these assemblers even if Jocal labor content wera increased to $1 per
movement, This would enable Russian wateh assemblers in the Virgin
Islands to sell movements to U.S, distributors at precisely the same
price and with the same profit margin as existed in 1977 with only
10 cents local lnbor, .\ $1 Inhor-added requirement would be, moreover,
the maximum amount which could be imposed on Virgin Islands wateh
producers without severe disruption of the entire local industry, In
fuct, any amonnt above 60 cents would disqualify eurrent producers
of a sizeable portion of Virgin Islands wateh production, including
the largest single producer and employer.,

In short, a requivement of increased contributions to the economy of
the insular possessions does not represent a solution to the issue of
primary concern—the funnelling of underpriced column 2 watches

nto the U.S. market,

COMPARISON OF 1977 TOTAL VIRGIN ISLANDS COSTS BETWEEN RUSSIAN MOVEMENTS REQUIRING $0.10
LOCAL LABOR AND §1 LOCAL LABOR PER MOVEMENT

U.$.S.8. movement
- With $0.10.. . ... With §1
local labor local labor
osls:

banded' closld. ..““.26...'.’ ........................................ . $3. gg §2. ?g
wgin Islands impott duly (6 percent)...ceeeeeveiirivieceneiannn . Bt
Local labor costs. ...oennnennnnnnn. f e temesiactemamcesavateses .10 1.00
Fringe benefits related to labot costs (10 percent) .0l 10
Virgin Islands tax (3 percent of foreign materals costs). . ... .cceeeieveicenaneenes 10 .08
Gtoss receipt tax (2 percent of tinal selling price of $4.64). e cvernnnnnrennnnannnn .09
Total cost........ ceacen vescssscan renneeee recssscescans veasesssesnsen .15 39

R L T R A

Virgin Islands Government subsidies t:

Duty SUBSIdY. .. .coueeennnennccrecnsanocsnasscssasencsns tevescessrassrcas . .01 .10
ERCISE SUDSIAY. «oeiiinnreeieiiiennrenccseceeesncantnnsocarvesnenasssanacan .0l .08
GIGSS 1ECIPLS (BX8MPLIONY. veerrrenrereesenranes = mecesscscancesennnnes voes .0l .07
Total subsidies.......cuee veasen deersacane vesseeassacasecnre eeseccresnnes .03 .22

[ R A o o S - N g I

Tl RELCOSL...eeeiianencarareccenscosnccsnasccacsnscnaneans ceseseverann . in L

t Where labor content s §1, Vufm islands duty subsidies and excise subsidies are 67.5 percent of Virgin island impert
duty and exc se tax respectivelv. The gross receirts exemption is 75 percent of the Virgin Islands gross receipts tev. When
lavor content is §0.10, Virgin Islands duty subsidies and excise subsidies are 6.75 percent, and the gross receipts 6«cmplion

15 1.5 percent,



Hayer, Park, McCane & Savxpens,
Washington, D.C., September 27, 1978,
Att,: David Foster,
My, Micnaen Stery,
Staff Divector, Committee on Finance, Dirksen Scvate Office Building,
Washington, D.(",

Dear M. Steny: The following comments are submitted in re-
sponso to your press relense No, 65 of August 21, 1978 soliciting com-
ments with respeet to the impact on the economies of the U.S, Virgin
Islands, Guam and other TS, possexsions of the assembly in the Vir-
gin Tslands and Guam of low-labor Russian movements, Our letter
is lnte due to circumstances in Switzerland beyond our control but is
submitted nevertheless as anuthorized by your staff,

These comments are submitted on hehalf of Progress Wateh Co,,
Tne., a Virgin Tslands corporation engaged in the assembly on St.
Croix of watch. movements.of Swiss origin, I am counsel to Progress
Watch Co.. Inc. Progress is owned 25 percent by Eurotime Corp, of
New York and 75 pereent by Ronda S.A, of Switzerland, the world’s
largest manufacturer of wateh parts,

PProgress believes that the assembly of low-labor Russinn move-
ments in the U8, Virgin Tslands and Guam is contrary to the intent
of General Headnote 3(n) and is, as long as it continues, seriously
adverse to the interests of the Virgin Islands people and their econ-
omy and to the interests of the people and economies of Guam and
other U.S, possessions where wateh axsembly work has been or could
he done, Millions of Russian movements have been and are being as-
sembled in the Virgin Tslands and Guam (particularly in the Inst 3
~calendar years) and these low-labor Russian movements have neces-
sarily eut deeply into the market for conventionally assembled move-
ments such as Progress Wateh Co. and others praduced or could pro-
duce in the U.S, possessions,

Tt is also trne that there are less strong companies assembling move-
ments in the T.8, Virgin Islands (and we believe in Guam) which pre-
fer not to assemble low-labor Russian movements bnt. have had to o
so hecause their customers have required them to furnish low-lubor
Russian movements which cost less to produce and therefore sell for
less than conventionally assembled movements, It has also been said
that the pricing of the Russian movements amounts to dumping—an
allegation which we have not attempted to verify, The assembly of
low-labor Russian movements, in short, is a spreading blight that
must somehow be eliminated, mployment in the Virgin Islands watch
assembly industry (and we helieve in Guam) can only increase if the
assembly of low-labor Russian movements is somehow foreelosed,
Many more regular movements would be produced—probably nearly
as many more as the low-labor Russian movements now assembled—
and many additional people would have to be employed to produce

(103)
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{hiem—many. many more people than have been required to produce

the very low-lnbor Russiun movements.

Tt is'n cortainty, insofar as the management of Progress Watch is
coneorned, that Progress would this year have employed many more
Virrin Islanders were it not for the in-roads made by the low-labor
Tus<inn movements. Fven though Progress still hopes and intends to
complete its quota for the yenr, Progress’ production and shipments
for date are behind what Progress anticipated they would be at this
time in the year, Owders that surely would otherwise have gone to
Progress have been siphoned away by the low-lnbor Russian move-
ment~ and Progress is behind sehedule necordingly.

Perhaps equally us signifieant is the under-utilizntion of Progress’
production capacity so far this year. .\s of a month ago Progress had
achieved a production capaeity of 50000 to 60,000 units per month
depending upon the ealiber and execution of the movement or move-
nients heing assembled, Progress very much wants to put this produe-
tion eapaeity, and more if necessary, to its full use on a year-round
Isis, The snrest way that can happen wonld be for the U.8. Congress
to redress the uniaiv advantage enjoved by the low-labor Russian
movements, an unfair advantage which, though never intended, has
<tendily insinuated itself into the Virgin Islands and Guam watch
assembly pictures with ever-increasing impact (Guam we beliove, is
now entirely given over to the assembly of Russian movements).

It should be stated, of course, that the problem is not the Russian
origin of the movements, It is rather that the Russian movements re-
quire virtually no assembly, and therefore relatively very little Virgin
Iskunds or Guam Labor. In fact, we have been advised that the
movements arrive on the Virgin Islands (and perhaps Guam) fully
assembled and are then in small measure partially disascembled before
delivery to assemblers who merely replace the few parts that have been
disconneeted. Surely such an evasion or circumvention was never in-

tended by headnote 3(a).
One resolution of the problem would be a flat requirement that so

much specified assembly work be done if a movement is to qualify for

duty-free treatment under headnote 3(a). Another solution that we
understand has been considered would be Column II tariff treatment
of Russian origin movements. Either of these legislative routes would

v from Progress’ standpoint, Perhaps some other legisla-

be satisfactor . it
tive solution s being considered in addition, If it would also accom-

plish the purpose, it would similarly be fully supported by Progress.

It is of the utmost importance, however, that something be done as
promptly as possible and, hoxefnlly. yet this year; that is, before the
Congress adjourns sine die, As has been detailed above, the situation
is steadily worsening. Less strong companies are being pressured into
more and more Russian movement production which weakens them
still further and the stronger companies, such as Progress, are also
suffering increasingly accordin;;\lv: he real loser, however (to return
to the main point and purpose o headnote 8() ), is the Virgin Islands
economy and the Virgin Islands people and the people and economies

of Guam and other U.S, possessions.
With kind regard.

Sincerely,
Hexry Roearer McPuee,



