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DUTIABLE STATUS OF WATCHES ASSEMBLED IN
INSULAR POSSESSIONS OF THE UNITED STATES

THURSDAY, JUNE 30, 1966
.. .. . U.S. Senate,

CoMMITTEE ON FINANCE,
Washington, D.C.

The committze met, pursuant to notice, at 9 a.m., in room 2221, New
Senate Offce Building, Senator Clinton P. Anderson presiding.

Present.: Senators Long (chairman), Anderson (presiding), Doug-
las, Gore, McCarthy, Hartke, Ribicoff, Metcalf, Williams, Bennett,
and Dirksen,

Also present: Tom Vail, chief counsel.

Senator ANpErsoN. The meeting will come to order.

These hearings have been called to enable the interested parties to
give testimony on the tariff treatment of watch movements assembled
in the insular possessions. At present, thess movements may be
shipped duty free from the possessions if not more than 50 percent of
their value is from foreign sources. ,

On June 8th the committee considered H.R. 8436 and ordered the
bill reported with an amendment imposing a quota on the number of
watch movements which could come in duty free from the possessions.
The quota was set at 1.5 million watch movements. Without objection,
a copy of the bill showing the committee amendment, together with a
copy of the reports submitted by the executive departments, will be
madé a part of the record.

The Departments are not scheduled to testify at today’s hearing.
However, for the benefit of those who are present today, their views
can be sammarized as follows:

The Department of the Interior urges that a duty-free quota of one-
sixth of I}S watch consumption be reserved for the possessions, and
that this quota be allocated only to companies which do not enjoy
tax exemption.

The Commerce Department urges that duty-free treatment be denied
for any watch assembled in the insular possessions.

The Treasury and the Labor Department feel there should be a
general amendment to tighten up the rules governing free entry for
all products assembled in the possessions.

The State Department indicates that since the question before the
committee concerns only the United States and its insular possessions
it has no position. ‘ '

There are many witnesses to be heard today. In order to be fair to
you all, T request. that your statements be kept as brief as you can.,

(H.R. 8436 and reports follow :)
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[COMMITTEE PRINTI
- ‘JUNE 16, 1966
Calendar No.

=™ H.R. 8436

: :[Rep'drt No. ]

-IN THE SENATE OF THE UNITED STATES
_ OcToBER 22, 1965 _
Read twice and referred to the Committee on Finance
June |, 1966
Reported by Mr. Lona of Louisiana, \i’ith an amendment
{Strike out all after the enacting clause and insert the part printed in ltglic]

|

“AN \CT Toamend the Tarift Schedules of the United States with respect to the dutiable status 6f watches

clocks, and timing apparatus from {nsular possessions of the United States

Be it enacled by the Senate and House of Representalives of the United States of
America in Congress assembled, That {o) paragraph (zeef general headnote 3 of
title 1 of the Tariff Aeb of 1030 (Fariff Sehedules of United States; 38 R
part 15 p- H; Aug: 375 10633 77A Stat: 1) is amended by steiking out ‘lexeept
thet all artieles! and inserting in Heu thereof &£ that all artieles (ether than

mmmmwphmwmwm%mmm

the following now sub | |
° s%ﬁmmmMmm%pmawgwmm

epparatus)

i—(—B—} :-mperge.?ifem M,W&w fother than the Virgin
. is § o § 5 : .
Islands) of the United States which is outside the eustoms territory of
Mmmammamﬁmkwpm&w@%wm
eotntry of origin foreign

materinl of ehief value eontnined in sueh arteler
{b) The amendments made by subseetion {a) shall apply enly with respeetb to
artieles entered; or withdrawn from woreheouse; for eenstunption; after the ene

eightieth day after the date of the ;

‘hundred and ¢ ennotmend of this Aets
“That (a) paragraph. (a) of general headnote 3 of the Tariff Schedules of the United

States (19 U.S.C. 1202) i3 amended—

[¢)) b{/ striking out ‘‘Article’”. in subparagraph (i) and inserling in lieu
thereof * E'(tceﬁt a8 provided in subparagrcth (117), articles’;

(2) by stri in’{l; oul “‘except that all articles’’ in subparagraph (3) and inserting
in lieu thereby that all such articles’’; and -

(8) by adding at the end thereof the following new subparagraph:

“(iit) Arlicles provided for in schedule 7, part 2, subpart E which are the
product of an insular possession of the United Slales outside the customs terri-
lory of the Unitted States and which contain any foreign component shall be
exempt from duly only as provided in headnole 6 of such subpurt and shall be
subject to the rates of dnlg set forth in columns numbered 1 and 22 of the sched-
ules as provided in such headnote.”’ . .

(b) The headnoles for schedules 7, part 2, subpart E of the Tariff Schedules of the
Uniled Slales are amended by inserting at the end thereof the Sollowing new headnote:

“8, Products of Insular Possessions.—(a) Except as provided in paragraph (b)
of this headnole, any article providsd for in this subpart which is the product of an
insular possession of the United States oulside the customs tcrrilo:;)r/ of the Uniled
States and which contains any foreign component shall be subject to duty—

“(?) at the rates set forth in column numbered 1, if the countries of origin of
more than 60 percenl in value of the foreign components are countrics to products
of which column numbered 1 rates apply, and
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“(47) at the rales set forth in column numbered 2, if the countries of origin of
.. 60 percent or. more in value of the foreign components are countries to products
‘ o{ which column numbered 2 rales apply. . - ’ .
. *(b) If the requirements for free entr set%rth in general headnote 3(a) are complied
with, walches (provided for in ilem 716.06) and watch movements (provided for in
ilems 716.08 through 719.—) which are the product of the Virgin Islands, Guam, or
American Samon and which contain any foreign component may be admitted free o
auty, but the total quantity of such articles admatled free of duty during each 12-mont
period beginning on July 1 of each cilendar year shall not exceed 1,600,000 of which
number 67 percent shall be the product of the Vif(yin Islands, 22 percent shall be the
product ;f uam, and 11 percent shall be the product of American Samoa.
“sc) he Secretary of the Interior and the Secrelary of Commerce, acting Zomtly
shall allocate each year on a fair and equitable basis among producers of walches an
walch movements located in the Virgin Islands, Guam, and American Samoa the
quotas for such lyear provided by paragraph (b) for arlicles which are the product
of the Virgin Islands, Quam, and American Samoa, respectively. Allocations made
by the Secrelaries shall be final. The Secrelaries are aulhorized to vssue such regula-
tions as they delermine necessary to carry out their dulies under this paragraph.”
(c) The amendments made by subsections (a) and (b) shall apply only with respect
to articles enlered, or withdrawn from warehouse, for consumption on or after July 1,

198686.
Passed the House of Representatives October 21, 1965.

Attest:
RaveH R. RoBERTs, Clerk,

DATA RELATING TO H.R. 8436, PREPARED BY THE COMMITTEE STAFF

TaBLE 1.—Agsembled articles which qualify for duty-free eniry from insular

possessions

Ball point blanks_____._. Brass blanks manufactured in United States, shipped

‘ to Virgin Islands where sapphire ball is placed in

tip to form a ball point,
Bonded or laminated
plece goods.

Button blanks_________. Drilling and finishing.
Cellulose sponges_ ... Consisting of foreign cellulose material.

Chemical composition_.. Consisting of diethanolamine salt, and diethanola-
mine, unreacted (inert).
Costume jewelry._.._.. Consisting of beads, crude castings of alloy metals, to
be electroplated and assembled,
Clinlcal thermometer Consisting of capillary stem glass, glass tubiag, and
blanks. possibly mercury.
Cravenetting of piece
goods.
Dyestuft intermediate-.. In the form of naphthol solution.
Dye pigments.

Fire hoseo oo Consisting of heavy linen yarn.

Fishing rodS e Component parts,

Floral arrangements_._. Assembled from leaves, flower heads and stems and

. containers.
Keyholders ... Consisting of (a) swivel; (3) jump ring; (¢) sliding
part; and (d) key ring.

Herbiclde - ____.. Consisting of acid mixed with 1imenthylamine,

Knitted fabricS....._.. Consisting of fine count dyed worsted knitting yarns.

Lace . === From cotton yarn. .

Medicinal tablets___.__. Consisting of isonicotinic acid hydrazide, para-
amino-salicylic acid, sodium paraaminosalicylate,

Nerosol black RF._..__. Consisting of acid chrome black ET Ex. Conec,
anhydrous sodium sulfate and sulfamie acld.

Pocket knives... ... .. Consisting of two sides of the knife, two blades, spring,

and rivet wire,
Polyester beads (plastic) Coated with pearl lacquer.
Power transmission
belts.



TABLE l—Aaaembled articles 1ohich qualify for duty-lree entry from insular

UL ‘possessions~—Continued (1.0
- Revolvers vo-evmen- e Consisting of (a) barrel (b) 6-$hot cyllnde" and (¢).
o frame asseibly.
Rifles - ——— Consistlng of (a) 22 inch 30—06 barrel ; ‘ (b) "boit-tyve

rifle action; and '(¢) semifinished’ walnut stock.
Scissors and héars.... Consisting of plated forgings of “top blades with a
.. recessed_hole and bottom’ blades "With | a. threadgd
: ' . hole, and steel serews. )
Shavers and scissors.... Assembled into completed products, v

Shilrttsh zind other ~ °  Made from ‘cloth imported frOm Japan or Enrdpe

. clothing. s
Shoelaces .- ——— Gonsisting of cotton yarn. : S

Shoelaces, plasticor | Consisting of imported bralds, S
. metal tips,

Showerproofed piece

g g , ‘
Silvisrplated tungsten To be electroplated
wire.
Slacks an’d shorts, ~ " Cloth from Italy. cut and setvn in Virgin Islands.
~ women's.
"Sports and casual wear. Consisting of cloth made of cotton, linen, a mixture
of linen and rayon, and possibly silk.
Starter pistols, blank._.. Assembled in Virgin Islands.

Sulfadiazine tablets.... Powder form.

Trousers —c.cceceea- --- Imported woolen material. o

Tungstie acld@-——a_.-. Made from Iimported tungsten ores and/or con-
centrates.

Universal joints_....__. Corusist(ilng of component parts imported into Virgin
slands

.Vat-color print paste... Mixing of various ingredients.
Watch assembly, B
Whiskey and sherry Rectified under formulas approved by the Alcohol

wine, . and Tobacco Tax Division,
‘Wine __._.__ mmmm— - Consisting of grape wine of United States and sherry
wine from Spain.
Zippers oo From zipper chains in 100-yard lengths.

({Compiled by the staff, Senate Commlttee on Finance, trom data submitted by the Bureau
of Customs.

TABLE 2, -—Data relating to H.R. 8436
[In millfons of watches}

- U.8. watch Imports Virgin

consump- | from !oreign Islands .
tion countries

190.8 10.4 0
4.8 13.8 0. 003
22.7 18.2 .04
2.8 12,6 178
26.1 13.8 . 420
26.0 12.7 1.1
2.4 13.0 2.4
34.4 17.1 3.6

(Compiled by staff of Senate Committee on Finance, May 16, 1064.)
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TABLE 3.-—_Value ‘and source of Virgin Islands imports of watch parts

{In thousands of dollars)
Country 1060 | 1061 1062 1063 1064 1065
1}
Jap 48] 1,167| 2047| 3,568 5,408
Wg:tn(}ennany 14 "69 44 1389 1,778
France.......... : 1M 460 722} 1,401 1,741
8witgegland...__. o IIIlITIIIIITITTTT 159 131 118 2 43
b2 0 3 G- S RRPIN R MNP NSRRI SRS 9 285
UBBR.. ) 389 521 636
Other.... ... T : 2 6 13 I 21
G V1T R ' 7| Le1] 3,729 6018 10047

(Compiled from data supplied by Tarif Commission, May 16, 1966.)

TABLE 4.—Qeneral imports into the United States from the Virgin Islands, of
specified commodities, by specified years—Value only

Commodity 1059 1962 1064 1965

suéar .......................................... $1,412,150 $1,337, 846 $1, 064, 506 $1,061, 680
Winesand quors..... ... ... 668, 847 1,047,291 1,473,460 1,228,332
Yarns and fabrics 0f W00l «eememeneunenannn.. 0 8,962, 249 2,004, 303 3,911,746
Tungsticaeld.. ... ... NPT ORI S 434, 806
Sodium eompouUNas. .. oo ooocceceee e oo oo re e 210,448 , 521
Cosmetics and toilet goods....... 541,704 703, 857 674,226
Unwrought tungsten alloys. - oo mcoemeonoot]ommone oo eeee oo e 651,485
Clinical thermometers. ... .. ......... 3 * 456,912 500, 202 448,071
Watchmovements. .. ..o ceeeeecans 2,796,909 14, 168, 504 21, 304, 055
B 10001 o 2, 1,369,918 1,376,529 1, 600,273

TOB). e eeee oo mceeeee e emmmeeee ; 16,512,820 | 21,651,807 [+ 31,822,005

QGrand total, all commodities............. 6,467,205 19, 038, 647 23, 634,602 34, 573, 839

Bource: Compiled from FT-800 (U.S, Department of Commerce) except figures noted by asterisk (*)
which were taken from FT-161.

(Department reports on H.R. 8436 follow:)

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.O., February 15, 1966.
Hon, RugseLL B, 10Kg,
Ohatrman, Committee on Finance,
U.8. Senate, Washington, D.C.

DeAR MB. CHAIRMAN : This is in reply to Senator Byrd’s request of October 27,
1965, for the views of the Bureau of the Budget regarding H.R. 8436, “To amend
the Tariff Schedules of the United States with respect to the dutiable status
gf watx’z'hes, clocks, and timing apparatus from insular possessions of the United

tates.” .

As passed by the House of Representatives, this bill would have the effect
of excluding watches, clocks, timing apparatus, and their parts imported from
Guam and American Samoa from the duty-free treatment granted by general
headnote 3(a) of the Tariff Schedules of the United States. Briefly, that head-
note grants duty-free treatment for articles imported from the fnsular possessions
when those articles do not contain more than 50 percent by value of foreign
materials.

This duty-free treatment as it relates o all insular possessions and to all
products imported from them is being reviewed at this time within the Executive
Branch, and legislation dealing with this subject is now under preparation.

The Bureau of the Budget believes that it i3 preferable to deal with duty-free
imports from the insular possessions through general legislation rather than



6 DUTIABLE STATUS OF CERTAIN WATCHES

by legislation affecting only a particular commodity. Consequently, we recom-
mend that consideration of H.R. 8438 be deferred pendlng the presentation of
general legislation, :
Sincerely yours,

: oo " PHILLYP S. HUGHES, |
Asatstant Dircctor for Legislative Refereiice.

GENERAL COUNSEL OF THE DEPARTMENT OF COMMERCE,
] . Washington, D.C., February 18, 1966.
Hon. RusseLL B. LoNg,
Chairman, Commfittce on Finance,
U.S. Senate, Washington, D.C.

DEAR Mi. CHAIRMAN : This is in further reply to your request for the views of
the Department of Commerce with respect to H.R. 8436, an act “To amend the
Tariff Schedules of the United States with respect to the dutiable status of
watchc%‘x, clocks, and timing apparatus from insular possessions of the United
States.”

If enacted, H.R, 8436 would amend paragraph (a) of General Headnote 3 of
Title I of the Tariff Act of 1030 (‘Fariff Schedules of the United States; 28
F.R., part II, page 11, August 17, 1963; 77\ Stat. 11). In effect, the amend-
ment would remove articles covered by schedule 7, part 2, subpart E (relating
to watches, clocks, and timing apparatus) from the duty-free status allowed
certain articles containing dutiable foreign materials coming into the United
States from its insular possessions, except for such articles entered from the
Virgin Islands. Further, the amendment would apply only with respect to
articles entered, or withdrawn from warehouses, for consumption after the one
hundred eightieth day after the date of enactment of this bill.

Under General Headnote 3(a) of the Tariff Schedules of the United States
an article can be shipped duty-free into the United States from its insular
possessions if the value of the foreign materials contained in the artlcle is not
more than 50 percent of its total value. Under present customs practice this
test can be met in many instances with only token processing of foreign dutiable
materials in the insular possessions. As a result, undesirable tariff avoldance
practices have arisen,

This Department has been concerned with operations under headnote 8(a)
particularly with respect to commodities on which high U.S. rates of duty have
been established by government action for the relief of a domestic industry. The
watch assembly operations in the Virgin Islands are a case in point since most
of the watch movements being assembled in the Virgin Islands would have been
dutiable under escape clause rates of duty had they been imported directly from
forelgn countrles into the United States. There also have been other cases in
which forelgn goods normally dutiable at rather high tariff rates have been
imported into the Virgin Islands where they are subjected to token processing
in order to qualify under headnote 3(a) for duty-free entry into the United
States. For example, the Virgin Islands Governmeat found it necessary in
1963 to control the volume of production of wool textiles which were being
gubjected to a token waterproofing and entered into the United States free of

ut

Activitleﬂ; in the insular possessions involving only token processing of foreign
dutiable materials and based on solely on the duty-free privilege o General
Headnote 3(a) could subvert the purpose of that headnote of providing enconrage-
ment to economic development in the insular possessions. If left unchecked, such
activities operating under an umbrella of rather high rates of duty on divect
imports into the United States could also cause serious trade impact on domestié
producers.

Thus, the problem created by watch assembly operations in the Virgin Islands
or the spread of such operations to other insular possessions is only one area of
concern with respect to duty-free entry of shipments from insular possessions.
Ag the Committee is aware, the Administration is working on a proposal to amend
headnote 3(a) so as to relate the duty-free privilege for shipments from the -
fnsular possessions more closely to the ‘economic benefit resulting to the insular
possessions.

This Department would support a general legislative solution to the tariff
avoldance problém of General Headnote 3(a) applicable to all insular posses-
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sions in preference to & commodity-by-commodity amendment of that provi-
slon. On the other hand, the spread of watch assembly operations in the insular
possessions encouraged by- existing tariff avoldance possibilities of headnote.
3(a) i1s an immediate and growing problem, as is técognized by H.R. 8436,

The Act is designed to prevent the further spread of the assembly of watch
movements from foreign watch subassémblies and parts in the insular possessions
for subsequent shipment into the United States customs territory free of duty-
under General Headnote 83(a) of the 'Tariff Schedules of the United: States.:
Watch assembly operations began in the Virgin Islands in 1959. These opera-
tions involve no manufacture of watch parts but merely the assembly of watch
movements from foreign subassemblies and parts primarily for shipment into the
United States customs territory free 'of duty. The wateh subassemblies and
parts of watches are currently being imported into the Virgin Islands from Japan,
West Germany, France, the U,S.S.R., Swvitzerland and Hong Kong. Shipments
of watch movements from the Virgin Islands to the United States increased from
5,000 units valued at'$34,000 in 1959 to 3,221,458 units valued at $19,154,662 in the
first eleven months of 19G5. Such shipments virtually all consist of jeweléed-
lever movements., -In 1963 they amounted to approximately ‘13 percent of ap-
parent U.S. consumption of all watch movements and about one-third of jeweleéd-
lever movements. Watch assembly operations began in Guam in November 1965
under circumstances similar to those in the Virgin Islands. Discussions have.
also taken place with regard to the establishment of watch assembly facilities
in American Samoa. ) ) ’ ) o

While the Act would prevent-the duty-free entry of watch movements from
Guam or American Samoa it would not limit the volume of duty-free entries of
watch movements into the United States from the Virgin Islands, nor would it
prevent the growth of such operations in the Virgin Islands. -

The Departinent of Commerce is aware that the Virgin Islands Government
has taken aection to control the volume of watch idovements assembled in the
Virgin Islands for shipment to the United States. This control is in the form
of a production tax of $2.47 which is imposed o1 each watch movement assembled
for shipment to the United States in excess of an annual quota., The Virgin
Islands Government evidently tock this action to forestall legislation similar to
H.R. 8430, and in this respect determined on its own accord that its assembly in-
dustry is entitled to one-ninth of United States market for wateh movements.
The annual quota is allocated among the manufacturers (assemblers) of watches
in the Virgin Islands on the basis of their respective percentage of total payroll
aund number of watch movements assembled with greater weight given to the size
of the payroll.

In connection with H.R. 8436, it is interesting to note that one provision of the
Virgin Islands law imposing certain production taxes on watches manufactured
in the Virgin Islands provides the following:

‘“(e). In the apportionment of quotas to a manufacturer hereunder, the Gov-
ernor is authorized to take into account, and to make a corresponding deduec-
tion, watch for watch, where such is in his judgment necessary to protect the
economic stability and the commercial relations of the Virgin Islands, of any
quantity of watches shipped to the customs area of the United States by the
same manufacturer, or a firm corporately or personally affiliated, from any
other territory or possesion of the United States.”

This authority is apparently intended to discourage watch assemblers in the
Virgin Islands from introducing similar operations in the other insular posses-
slons. This Department is informed that the Government of Guam is proposing
to llmit the shipment of watch movements to the United States to 1.5 inillion
units annually. The proposed action on the part of the Government of Guam
emphasizes the diserlmminatory nature of H.R. 8436 as to the treatment of the
insular possessions. More importantly it raises a serlous question as to whether
the U.S. Government should permit its tariff policy to be determined by action
of the various local governments in the insular possessfons,

Though, as previously indicated, the Department of Commerce would favor
a gencral solution to problems arising under General Headnote 3(a), it would
not object to legislation deallng with watches at this time because of the enor-
mous growth of the assembly operations in the Virgin Islands and the prospect
of development of another very sizable operation in Guam. The Department
is of the opinion, however, that if such legislation is to serve a really useful
purpose, it should appiy to all insular possessions Including the Virgin Islands.
This Department, therefore, recommends that H.R, 8436 be so amended.
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| We have been advised 'l')y the.Bureali of the Budget that there would be no
objection to the submission of this report from the standpoint of the Administra.

tion’s program. .
Sincerely, : S .
RoseRT B, GILES, General Oounsel,

U.S. DEPARTMENT OF THE INTERIOR,

OFFICE OF THE SECRETARY,
: ‘ Washington, D.C., February 16, 1966.
Hon. RussgLL B, LoNg,
Chairman, Commiitee on Finance,
U.8. Senate, Washington, D.C.

Dear SENATOR LoNag: Your Committee has requested our views on H.R. 8436,
an Act “To amend the Tariff Schedules of the United States with respect to the
dutiable status of watches, clocks, and timing apparatus from jnsular possessions
of the United States.” '

We strongly recommend against enactment of the biil. '

Under paragraph (a) of general headnote 3 of the Mariff Schedules of the
United States (19 U.8.C. 1202), articles the growth or the product of U.8. insu-
lar possessions outside the customs territory of the United States are free of
duty when imported into U.S. customs territory if they do not contain forelgn
materials to the value of more than 50 percent of their total value.

‘H.R. 8436 would remove this exemption with respect to watches, clocks, and
timing apparatus imported from Guam and American Samoa, and would main-
tain the exemption with respect to such imports from the Virgin Islands.

We agree that the exemption should be maintained with respect to watch im-
ports from the Virgin Islands. We also believe strongly, however, that the
exemption should be maintained with respect to watch imports from Guam
and American Samoa. . )

The House Ways and Means Committee recognized the value of the present
law for encouraging light industry in the United States insular possessions,

The watch-assembly industry provides one of the largest sources of private
employment in the Virgin Islands, More than 500 persons, earning more ttan
$1.6 milllon per year, assemble watches from foreign watch parts and some
United States components, such as watch dials. Wages and working conditions
in the Virgin Islands watch industry are considerably better than the average
for all private industry in the territory. For the mainly young women employed
as watch assemblers, at a computed average wage of $1.62 per hour, the practical
alternative to watch industry employment 1s employment as maids or waitresses
in the tourist hotels, for which the statutory minimum is 75 cents per hour,

There are indications that several watch firms are planning subsidiaries in
Guam and American Samoa. During the latter part of 1965 a new watch-
assembly firm established itself on Guam and presently employs approximately
86 local rersons and could expand to perhaps 100 in one year. This firm was
originally set up by members of a Virgin Islands firm but we understand that
ownership of the‘firm has since passed out of their hands. Guam's industrial
work force is almost entirely in the military establishment and is very vulnerable
to a phasing out of Guam as a major base, which might result from any sigunifi-
cant change in weapons technology. Presently there is no watch production on
Amerlean Samoa, but this territory is badly in need of economic development;
today it is almost wholly dependent upon tunafish canning plants for industrial
- Jobs. American Samoa would welcome and benefit from watch-assembly
production. ) . .

‘The House Ways and Means Committee also expressed the opinion that the
preferential tariff treatment for products of our insular possessions should not
be permitted to operate In a manner that is detrimental to the United States
watch industry. - ‘ SR s

. Although we are not experts on the subject, the information available to us
indicates that watch imports from the :Virgin Islands probably have not ad-
versely affected the United States watch industry, and we doubt that the devel-
opment of a new watch industry in Guam or American Samoa would adversely
affect the United States watch industry. ,

Shipments of watch movements from the Virgin Islands to the United States
have increased steadily, from a negligible amount in 1959 to more than 2.4 million




in 1064. But Virgin Islands shipments appear to have affected, not primarily the

level of United States production, but the level of imports from foreign countries
United States consumption of watches of the jeweled-lever type produced in the
Virgin Islands was mainly consumptlon of foreign watches in 1959 (7.1 million
imports as compared with 1.6 million domestic production) and mainly consump-~
tion of foreign watches in 1064 (7.3 million imports from foreign countries as
compared with'an estimated 1.8 million domestic production and 2.4 million as-
sembled in the Virgin Islands), Meanwhile, the United States total watch pro-
.duction increased by about 700,000.movements., When comparison 18 made over
the ten-year perlod since “escape clause” duties were imposed on watch move~
ments with not more than 17 jewels, the decline in domestic production of jeweled-
lever watches 18 of approximately the same magnitude (300,000 to 400,000 units)
ag the increase in imports of jeweled-lever movements from foreign countries;
in the sameé ten-year period toml United States watch: production lncreased 4. 8
milllon, .- -

This Department and the Govemor of the Vlrgln Islands are aware that sub-
stantial increases in territorial production of watch movements can vitiate the
intent of speclal United States tariff protection and of the “escape clause” duties
which are, as of this date, still in effect. The Governor of the Virgin Islands has
taken steps, with legis!atfve approval, to insure that beginning in 1966 Virgin Is-
lands watch movements entering the United States will stabilize at, or perhaps
slightly below, the level of shipments in 1985,

We are confidenit that Guam and American Samoa are both willing and able to
take similarly en'ective steps-to control any watch industry that is or may be
established there. -

We belleve that it would be most unfair to discriniinate ngainst Guam and
American Samoa in the manner proposed by H.R. 81436, Those two' territorlies
should not be denied the same opportunity to develop a watch industry of a rea-
sonable size that has been afforded the Virgin Islands. The industrial develop-
ment of those two territories should not be impeded by discretionary legislation
on the basis of alleged threats to the United States watch lndustrv that have not
been adequately documented. ‘

In addition to the foregoing consideratlons, whlch we consider of controlling
importance, it should’ also be pointed out:that this bill nddresses itself to the
dutiable status of only one commodity from the insular possessions, The execut-
tive branch is now considering legislation which would treat generally the prob-
lem of imports from the territories. We believe this approach should be tollowed,
instead of a single commodity approach,

It should also be noted that the President i8 now reviewing the questton ot the
continuance of ‘‘escape clause” duties which now exist on watches. - Until that
‘review: has been completed, legzislation of the kind:proposed by the bill would be
premature ‘even:{f the need for some change in the law should be demonstrated.

If the Committee schedulés this bill for consideration the;Governor of!Guam,
the Governor of American Samoa, andthe :Governor of the Virgin Islands have
asked that they be heard. I strongly urge that their requests be granted.

The Bureau of the Budget has advised that there i8 no objection to the presenta-
tion of this report from thé standpoint of the Administratlon’s progmm ’

Sincerely yours, o
v HARRY R, ANDEBSON,
Assistant Secretary of the Interior.

— r——

ot T ... {U.S. DEPARTMENT OF THE INTERIOR,
‘ ‘ .OFFICE OF THE SECBETARY,

, P : - Washington, D.C., March 30, 1966,
Hon. RussgLL B. Loxa, . A : R .
Chatfrman, Commitiee on Finance,

U.8. Senate, Washington, D.O. - :

DEAR SENATOR Lone: We would llke to supplement ‘our report to. you of
February 16, 1966, on H.R. 8436, an Act “To amend the Tariff Schedules of
the United States withi respéct to the’ dutlable status of watches, clocks, and
tlmlng apparatus from:insular. possessions of the United States.” .-

‘Wé continue to recommend against the enactment of the ‘bill. i In-the. event
however, that your Conunittee decides that the speclal circumstances surround-
ing watch assembly in the United Statés territories.indicate ai adequate need
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: for legislation dealing with. one commodity, rather than waiting for the more

comprehensive measure . which- the Administration is considering and which
would treat generally the problem of imports from the territorles, we would like

~our views set out below to be given consideration in conuection with the bin,

-and we recommend an amendment, - DU . o

Our report of February 16, 1966, stated that the watch assembly industry in
the Yirgin Islands is a'major factor in the economic iife of the territory, account-
‘ing for approximately 830 Jobs. The watch industry has just gotten started
on Guam, and by mid-year at least 100 jobs are.expected to be provided on Guam
by the industry. We are also hopeful that the industry will shortly be estal-
lished in American Samoa, which, having a per capita income of less than $500
g}rﬂtyear, needs the watch industry perhaps more urgently .than any other

rritory., - L - o .

Several watch firms had been negotiating with the Governor of Americsn
Samoa last year looking toward their early entry .into that territory. Once
H.R. 8436 was. introduced.in the House of Representatives, however, the Gov-
-ernor broke off discussions with such firms, believing it inconsistent with his
-position as a Federal official to be engaged in an action which might be con-
strued as an attempt to. frustrate the Congress, or to take advantage of the
Congress' need to weigh and consider the matter in deliberate fashion. Due
‘to the very limited iand available ih American Samoa, and beecause of certain
tax and gquota powers vested in the Governor, the prior consent of the Governor
-of American Samoa is needed, as a practical matter, before substantial new
activities are started. This is not the case on Guam, where land is readily
available and where the Governor did not at that time have any quota-iraposition
power. The fact that the watch assembly industry did get started on Guam
after the introduction of H.R, 8438 should not imply any lack of respoasibility
on the part of the Governor of Guam. . oo

We believe it would be most unfortunate, however, if the Governor of Amer-
dcan Samoa’s forebearance, in order to give the Congress full opportunity to
consider this matter, would have the practical result of depriving his territory
of its rightful share of.a territorial watch assembly industry. We also would
not want to see the fledgling industry on Guam extinguished, nor, of course,
substantial harm done the long-existing industry in the Virgin Islands.

We recommend that H.R. 8436 be amended by: o

1. Deleting, on page 2, line 5, from proposed new subparagraph (iii) the
parenthetical expression.‘(other than the Virgin Islands)”; and

2, changing, on page 2, line 11, the period at the end of the proposed new
subparagraph (1ii) to a comma and inserting: :

“Provided, That the provisions of this subparagraph shall not apply to such
watches and watch movements as are subject to the United States Territorlal
Watch - Quoéta. - Such quota shall be one-sixth-.of the total United States con-
sumption of watch movements as such consumption is determined by the Tarif?
Commission by April 15 of each year for the preceding calendar year. The total
quota so determined shall be allocated by the Secretary of the Interior among
the territories and possessions of the United States prior to June 1 of each year.
In making such allocation the Secretary of the Interior shall give due regard
dustry, both horological and otherwise, in each of the territories and posses-
to the special needs of each territory and 'possession, and to the existing in-
slons.: ‘The quota allotted by the Secretary to each of the territories and pos-
sessions shall' be apporiioned within such territorles and possessions as the
laws of the territory or possession shall provide among the producers of watches
and watch movements who pay the territorial income tax, or the territorial
equivalent of the Federal income tax, without rebate or subsidy. After July
1, 1966, each watch or watch movement. imported from a territory or possession
of the United States must have .been: produced pursuant to the above quota
‘provisions in order to be entitled to the benefits of the.above proviso.”

Due to the short time available the Bureau. of the Budget has been unable to
Aadvise regarding relationship of this report to the President’s program. It has
8ald, however, that the informal checks which it was able to.make during the
time available indicate that the proposal made in this report may present serious
problems and that therefore the Bureau continues to belleve that consideration
of this legislation should be deferred as suggested in its report.

Sincerely yours,

HARRY R. ANDERSON,
Agsistant Scerctary of the Interior.

T e g e e g
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DEPARTMENT OF LABOR,
" QOFFICE OF THE SECRETARY, °
' Washington, D.O., January 13, 1966.
Hon. RusskeLL B. LoNa, : :
Chairman, Committce on Fiparice,
U.S. Senate, Washington, D.C.

DEAR MRB. CHAIRMAN: This is in further response to a request for our views
on H.R, 8436, an Act “To amend the Tariff Schedules of the United- States with
respect to the dutiable status of watches, clocks, and timing apparatus from
insular possessions of the United States.”

H.R. 8436 would have the seffect of making imports of watches, clocks, and
timing appartus from insular possessions other than the Virgin Islands dutiable
at rates applicable to such imports from foreign countries. At the present time
these imports enter the United States duty free under the provisions of Gen-
eral Headnote 3(a) of the Tariff Schedules of the United States which applies
to shipments from the insular possessions.

The Administration is fully aware of the overall problem presented by Gen-
eral Headnote 83(a). The Department of Labor bellieves that a comprehensive
approach is preferable to the commodity-by-commodity approach of H.R. 8436.
Legislation to deal with the general problem is presently under consideration
in the Executive Branch. We, therefore, oppose enactment of this legislation.

-The Bureau of the Budget advises thut there is no objection to the submis-
sion of this report from the standpoint of the Administration’s program.

Sincerely, o
W. WIiLLARD WIRTZ, Secretary of Labor.

DEPARTMENT OF STATE,

Washington, February 15, 1966.
THE CHAIRMAN, , ‘ '
Commidttee on Finance,
U.8. Seinate. -
. DEAR MR, CHAIRMAN ; Your letter of October 27, 1965 requests the views of the
Department of State on H.R. 8436, a bill “to amend the Tariff Schedules of the
United States with respect to the dutiable status of watches, clocks, and timing
apparatus from insular possessions of the United States.”

The proposed legislation would have the effect of terminating the present duty
free treatment provided for watches, clocks and timing apparatus entering from
insular possessions of the United States (other than the Virgin Islands) under
the conditions specified in General Headnote 3(a) of the Tariff Schedules of the
United States and provide henceforth the usual United States dutles shall apply.

The Department understands that the proposed legislation is intended to deal
with a problem- which has emerged under the present statutory standard for
determining the dutlability of articles brought to the United States from its
insular possessions. The Department considers that the legistation is of primary
itlnterest to other agencies of the executive branch and accordingly defers to their
views.

The Bureau of the Budget advises that from the standpoint of the Adminis-
tration’s program there is no objection to the submission of this report,

Sincerely yours,
DouarLAS MACARTHUR 11,
Assistant Secretary for Congressional Relations
(For the Secretary of State).

THE GENERAL COUNSEL OF THE TREASURY,
Washington, D.C., Dccember 3, 1965.

‘THE CHAIRMAN, :
Committee on Finance, ’
U.S. Senate,. ..
‘Washington, D.C. . ‘
" 'DEAR MR. CHAIRMAN ; Reference is made to your request for the views of this
Department on H.R. 8436, “To amend the Tariff Schedules of the United States
with respect to the dutiable status of watches, clocks, and timing apparatus from
insular possessions of the United States.”

The proposed legislation would make dutiable any watch, clock, or timing
apparatus which is manufactured in an insular possession (other than the Virgin



Islands) of the United States outside the customs territory of the United States
and which is composed in any part, however small, of foreign material.

This is only one facet of the dutiable status. of articles manufactured in an
insular possession by subjecting foreign materials to a suficient manufacturing
process to result in a duty-free status under General Headnote 3(a), Tariff
Schedules of the United States. This Department is preparing a bill to cover
all phases of this subject and hopes to have it ready for transmittal to the Con-
gress In the near future.

The Department is of the opinion that an overall trentment of the practices
in question is preferable to a plecemeal approach and, therefore, does not recom-
mend approval of the bill.

‘The Department was advisd by the Bureau of the Budget that there is no
objection from the standpoint of the Administration’s program to the submission
of a shnilar report on this bill to the Committee on Ways and Means. ‘

Sincerely yours,
. Frep B. SMITH,
Aotmg General Oounsel.'

U.S. TABIFF COMMISSION, .
Washington, January 26, 1966.

‘MEMORANDUM TO COMMITTEE ON FINANCE oN H.R. 8436 89TH Coxcnsss, AN Act
“To AMEND THE TARIFF SCHEDULES OF THE UNITED STATES WITH RESPEQT TO THE
DutiABLE STATUS OF WATCHES, CLOCKS, AND TIMING APPARATUS FRrOM IN-
SULAR POSBESSIONS OF THE UNYTED STATES" o \

"H.R. 8436 would amend general headnote 3 of the ’I‘ariff ‘Schedules of the
United States (TSUS) so as to make all articles in part 2B of schedule 7
of the TSUS (l.e, watches, clocks, timing apparatus, and parts thereof), the
product of an insular possession of the United Statos other than the Virgin
Islands, subject to regular import duties if they contain “any foreign material”.
The country of origin of the ‘foreign material” of chief value in the article
would constitute the country of origin of the article for purposes of ascertain-
ing which rate of duty should apply.

The amendment would become effective as to articles entered. or withdrawn.
from warehouse, for consumption, after the 180th day after the date of 'en-
actment. For all practical purposes the only articles that would be im-
mediately affected by the bill are watches and watch movements—prineipally
the latter—as the other articles described’ by the bill are not produced in sig-
nificant quantities in any insular possessioh. Virtually all watches and watch
movements which are assembled in the insular pos3essions of ‘the United States
consist in major part of foreign-made ¢omponeénts. They are admitted into the
‘customs territo:}y ‘of the United States duty-free pursuant to general headnote
S(a) of the TSUS because the cost of their foreign components does nat exceed
50 percent of the article’s dutiable value when enterlng the United States.

Production in and exporis to the U8, from insular poaseesion.s

- Virgin Ialanda —Watch parts Imported into the Virgin Isiandé from romign
countries ! during 1960-64 and January-September of 1964 and 1965 are shown
below'

[In thousands of dollars)
"Year Total | Japan | West Franco |{U.8.8.R.}! Switzer- | Hong { Other
QGermany land Kong
603 308 10 17 e
717 428 14 T O
1,031 | 1,167 69 460 T 98
3, 2,047 444 722 369
6,016 | 3,568 1,389 | - 1,401 521
4,945 | 2,607 966 924 361
6,977} 3,523 1,439 1,362 447

1 Less than 500 units,

to the U.S. from insular possessions. However, using as an example a‘typical 17-jewel
0.6-0.8 inch lady’'s movement ship{)ed from the Virgin Islands, on entering the U.8. the
value {8 about . $6 a8 contrasted with a landed cost of foreign parts in the Irgin Islan‘ds

of about $2.75,
: 'Parts‘hte also shipped from the United States to the Virgin Islands. Ss e Ly

1The Commlission has no precise data on recent individual transactions invoiving exéports



Since 1959 watch movements shipped to the United States from the U.S. Virgin
Islands bave accounted for an increasingly important share of the U.S. watch
market, as shown in the following tabulation. . L

Watch movements shipped '
from U.8. Virgin Islandsto | U.S. apparent

-+ - Perlod : : United States consumption
’ o of watch
movements
Quantity Value
1,000 units 1,000 dollars 1,000 unils
1959, o....... 51 - 34 24,760
; . 44 - 287 22,677
173 1,087 h
2, 851 26,137
1,057 6,319 25,937
2, 14,169 27,210
1,881 11,246 8
2,876 17,102 3

1 Preliminary,
~ 3Not avallable.

_ Based on the aboye data, it is estimated that 3.6 milllon movéments will be
shipped from the Virgin Islands to the United States in 1965, That volume
would account for about 13 percent of the apparent U.S, consumption of watch
movements, Virtually all of the movements shipped from the islands are jJeweled-
lever movements and as such account for about one-third of the U.S. consumption
of jeweled-lever movements. : . }

Of approximately 600 persons employed in the 15 watch-movement assembly
plants in the Virgin Islands, all but a few are indigenous young female workers
who have good manual dexterity in the assembling of watch movements. In the
fiscal year 1964, 9 of.the watch-assembly plants that employed these young
women paid a computed average wage of approximately $1.52 an hour, or more
than twice the hourly wage these same workers could have earned in the retail
trade or working in lgundries, restaurants, and hotels. . (Noiv all these concerns
are subject: to the U.S. minimum wage law provision of $1.25 per hour,) Aside
from the.assemblers employed in these svatchk-movement firms there are a few
managerial, technical, and clerical personnel,. These. individuals are not native
Virgin Islanders. Some are from the U.S. mainland ; others are froin Europe.

The workers in these plants accounted for about 4 percent of the approximately
20,000 persons;currently employed in.the Islands (including 1,000 self-employed
andi3,000 from nearby islands). -Because wages paid in the assembly plants are
shigher: thancthose :pald on-the average elséwhere-in the Virgin Islands, these
plants accounted for a slightly greater share of the total island payroll than
their share of the totzl island work force. If the current rate of employment in
.these plants, which ig about 50 percent greater than in 1964, were to stabilize, the
-aggregate annual payroll of these plauts would be about $2 million, - .

- A program of the Virgin Islands Government designed to stimulate the estab-
lishment of industry on-the islands was instituted in 1981, Under the program,
manufacturing concerns were to be granted exemptions froin major taxes and
‘given rebates of most other taxes under certain conditions. One of these benefits
provided for a subsidy equal to D0 percent of the import duties paid on entries
into the Virgin Islands from foreign countries. As the rate of duty assessed.
upon imports is 6.percent of invoice value, this sudsidy results in an effective
rate of duty of 0.8 percent for those concerns granted these benefits.. By 1968 it
appeared that only 4 of the 15 concerns assembling watch movements were being:
granted these tax and duty subsidies. During the last few years other watch-
&fsembly\ ‘concerns have petitioned for these subsidies but have not been granted
them. . .1 . . ' ‘ _ ‘ .
- A recent development in the Virgin Islgnds is the ¢nactment by the Virgin
Islands Legislature of Act No. 1518, approved.-Augist 80, 1965, “To Impose
‘Certain Production' Taxes on Watches Manufactured in the Virgin.Islands, and
for Other Purposes”.? Under the act a tax of $2.50 will be imposed upon each

—

* #'A ‘copy of ‘Act No. 1618 18 attached fo this report.

. 05-536—60—2.
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watch or watch movement assembled in the Virgin Islands. A credit of $2.47
will be allowed on each watch or movement: (1) destined for the retail trade
in the Virgin Islands; (2) exported to other than the customs area of the United
States; or (3) included within a quota assigned each of the concerns assembling
watches or movements for the movements théy ship to the customs area of the
United States. The act provides an interlm quota of 1.8 million units from
October 1, 1005 to April 31, 1966. From April 1, 1966 the act provides for a quota
determined by the Governor to be one-ninth of the U.S. annual consumption. The
quota for each individual firm in the Virgin Islands will be based on two factors:
the size of the payroll and the number of watch movements produced, with some-
what greater.weight given to the first factor. . .

Guam.—The Strattcn Watch Company began watch-movement assembly oper-
ations in Guam in the fall of 1965. The comnpany shipped@ movements in Novem-
ber,' the first month thut it was in fuli operation. At that time it had 36 persons
on the payroll, ahout 30 of whom were native women employed as assemblers.
The other 6 were probably managerial, technical, or clerical personnel, one or
two of whom might have been resident aliens; however, none as far as it known
is a foreigner previously associated with the construction trades.

The Guam Economic Development Authority has extended a 10-year 100-per-
cent tax rebate to the Stratton Watch Company. This rebate plus the absence
of a tariff on goods entering the island puts the infant watch-assembly industry
on Guain in a relatively better competitive position than the comparable industry
in the Virgin Islands. o o .

There has been under discussion in Guam the enactnient of tax legislation—
similar to that enacted in the Virgin Islands—designed to limit exports from
Guam to the customs territory of the United States.

Samoa and other Insular possessions.—To date, no plants for assembling
watches or watch movements have been established in insular possessions other
than the Virgin Islands and Guam. However, the relatively high U.S. dutles
on watches and watch movements, together with the duty exemption accorded
under general headnote 8(a), TSUS, to products of insular possessions, provide
equally strong incentive for the establishment of assembly facilities in other
possessions, For example, there have heen active discussions by interested per-
sons of establishment of assembly facilities in Samoa. -

Analysis of H.R, 8436 - : -

Enactment of H.R. 8436 would constitute a paztial reversal of congressional
policy with regard to the United States insular. possessions, The special duty-
free provision for products of insular possessions was intended to serve as an
incentive to industries to-establish production facilities in the possessions for
the purpose of bolstering their economies. It is belleved that if duty-free entry
is denied to all watches and watch movements assembled in insular possessions,
unless they contain no foreign components,® such operations would cease. With
the addition of the U.S. import duties to the cost of shipments from the posses-
sions, movements assembled in possessions and containing 17 jewels or less
would cost U.S. importers more than comparable movements imported directly
from the major foreign producers, and movements containing more than 17
jewels would cost U.S. importers more than comparable movements produced
in the United States. . : . - S

The exception of products of the Virgin Islands from'the proposed amendment
of ‘gelieral headnote 3(a), as passed by the House, would appear to be discrimi-
natory both in principle and in fact with respect to the other insular possessions
H.R. 8436 is discriminatory in princéiple because it reserves to the Virgin Islands
duty-free access to the customs territory .of the United States but denies this
benefit to all other insular possessions. It is diseriminatory in fact because, as
has been previously stated, the relatively high United States duties on watches
and watch movements, together with the duty exemption accorded under general
headnote 3(a), TSUS, provide equally strong incentives for the establishment of

b3

4 Complete statistics are not yet available for November 19635, the first- month that
gttrattton Watch Company shipped movements Into the customs territory of the United

ates, : C

8 For purposes of this discussion, the term ‘‘foreign material” {n the bill has been ¢on-
strued to mean ‘‘foreign component.” See discussion regarding “Technical aspects of bill.”
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assembly faciiitles in the other possessions. One assembly plant has already been
established in Guam, and Samoa fs being seriously considered as a potential
place for assembly tacilities. The recent enactment in the Virgin Islands of a tax
statute designed to :ontrol exports to the United States does not divest the bill
of its discriminatory nature.

In relation to the Virgin Islands tax statute it is too early to appraise the
over-all effect thereos. but there are certain facts which are worth noting at
this time, It is underatood that the validity of this enactment has been chal-
lenged and is presently an issue in the Federal court. It might be noted that
this statute does not purport to maintain the status quo of Virgin Islands pro-
duction but would permit producers of watches and watch movements in the
Virgin Islands to share in the growing United States market, It is also of in-
terest to note that the statute apparently applies only to watches and watch
movements and would nct apply to subassemblies or parts thereof or to clocks
and other timing apparatus and their parts.

It is the Commission’s view that the purposes of H.R. 8436 can best be ac-
complished if general heainote 3(a), TSUS, is amended to provide criteria for
the establishment of impeort quotas on the artlcles in question when imported
from insular possessions, such quotas to be fairly and equitably allocated from
year to year among ali the respective insular possessions by a Federal agency
such as the Departmient of the Interior. This approach would eliminate the dis-
criminatory aspects of H.R. 8436 and the need for local legislation in the re-
spective insular possessions and would assure efficlent and uniform administra-
tion of the quotas.

Technical aspects of bill—The term “foreign material” in the bill is ambiguous
in each of the two places it is employed. In its literal sense it suggests a natural
material such as an ore, sand, clay, or stone, or an intermediate basic material
such as metal, glass, ceramic, or cut (but not drilled) jewel, each of the foregoing
‘as opposed to a component of a watch:made from such-a material. As watch
components are not fabricated in the Virgin Islands, the intended thrust of the
bill would.seem to be aimed at foreign:made' components rather than the basic
material(s) from which these components were made. .

A watch assembled in the Virgin Islands entirely, with the use of Swiss com-
ponents that were made entirely from basic materials produced in the United
States would be dutiable as though it were a Swiss watch if “material” meaps
-a watch “component.” However, it would be duty-free if material means “basic
material”. If the former meaning is intended the bill should be clarified to re-
flect that meaning. .

. The meaning of the requlrement that a watch containing any foreign material
“ghall be dutiable at the rate of duty which is applicable to like articles the
product of the foreign country .which is the country of origin of the foreign ma-
terial of chief value contalned in such article” is not clear. - It should be clarified
in-light of the intended meaning of the term ‘foreign material”’, Also, such
language seems 'to require comparisons on a chief value basis between an indi-
vidual material (component) the product of & foreign-country with another in-
dividual component the product of another foreign country. It would seem that
a more predictable and a more equtiable rule would be one of comparing the
aggregate value of all components the products of @il countries entitled to rates
of duty in rate column 1 with the aggregate value of all components the products
of all countrles subject to the rates of duty in rate column 2. .

! .
v %Y

_THE VIRGIN ISLANDS OF THE UNITED STATES,
" Charlotte Amalie, St. Thomas, August 31, 1965
Mr. JorN J. KIRWAN,
Assistant Director, Office of Territories,
Department of the Interior, Washington, D.C. |
DeAR -MR. KiIrwaN: I am enclosing two coples . of Bill No., 2638 “To Impose
Certain Production Taxes on Watches Manufactured in the Virgln Islands, and
for Other Purposes,” which was:approved by me as of August 30, 1965.
Sincerely yours,
RarrH M. PAIEWONSKY, Governor.
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[Enclosures)
. ACT NO. 1518—-—-BILL NO. 2638

Sxx'm LeoisL ATUBE ox 'rm: VIRGIN IsuNos OF THE Ummn S’I‘ATEB

SEOOND SPEOIAL SESBION, 1965

To Impose Certaln Prodnctlon Taxes on ‘Watches Manutactured ln the Vlrgln-.

Islands, angl for Other Purposes
Be it enacted by the Leglslnture of the Virgln Islands-

* Section 1. The following new. sectlons\ 511 to 518 are added‘to Ohapter 9, Title-

88 of the Virgin Islands Code: - -
- “8511(a). There shall be imposed upon watches manufactnred in the Vlrgln

‘Islands, when sold, or removed tor sale. onsumptlon or nse, a tax at the rate~

‘of $2.50 per watch, -
- %(b). A credit-of $2.47 per watch shall be allowed upon. .
(1) watches manufactured and:sold for dlsposltlon ln the course of retail
trade In the Virgin'Islands; .
© (2) watches manutactured and exported to other than the Customs area
‘of the United States; = =

(8) Watches mannfactured pursuant to a quota allocated ito snch manu~~

facture in accordance with the provlslons of sectlons 512 or 613 of this
chapter.:

“(c¢). For the purpose ‘of sectlons 511 through 518 of. this chapter, "Watches:

"manufactured in the Virgin Islands” includes not-only dll.watches resulting from

“the processing of raw materialg or:other: component parts,; whether by hand.or-

machinery or both, but also all watches mechanical or otherwise, or assembly

-of watch movements with respect:to which:substantial industrial operations are-

‘undertaken in-the: Virgln Istands which, in the:judgment of:the Governor of the

‘Virgin' Islands, - aff.ect the economic stability and the commercial relatlons of '

the Virgin: Islands. L R L A -y,

“(d). The mannfacturer llable for.the: payment of tamhereunder shall ln-

each case submit such:proof as may:be required by:the Governor as.is satls-

‘factory to:establish-the rate or rates of:tax. appllcable under subsections (a) and.

(b) of this section to the watch production of such manufacturer. .

+%“(e). It shall:be ‘obligatory that the tax imposed: by subsection (tt) of tols

‘section bé pald perlodlcally, ‘either: by the manufacturer, an.immediate or sec-

oridary purchaser from 'the- manufacturer,ior-a. contract or common carrier, -at'

‘such intervalsand in: -accordance with ‘such rules and regulations as shall be
adopted pursuant to this title by the Governor. :-: R TR

“8512. An amount of 1,800,000 units of watches ls hereby established as:
‘the maximum amount of Watch productioniconsistent with the. protection of:the-

‘economic stability and commerclal relations of the Virgin Islahds for the period
- October -1, 1865, to March 31, 1966. : Of this amount, the Governon s’ authorized

'to allocate 1,600,000 units among -manufdcturers of watches having-a‘continuous.
‘wateh manufaeturlng aud shippingrecord {n the:Virgin Islahds since October 1,.

1964, -in’ accordance ‘with:thé procedure:and :criteria: set .forth.iin ;section 514

of * ‘this’. chdpter. - The 'remaining 200,000 units- of ‘watches is; reserved as a.

‘quantity to’ bé’ granted in ordér:to- relleve‘ ‘againsti-severe. financial. hardship,

and to 'permit allocation to' new manufacturers, All units of watches allocated’
‘as'quotas‘to manufacturers v.nder thls sectlon shall be entltled tc a $2.47 credlt'

per watch, ¢

“8 513(a). Fo,r each 12-month period subsequent to March 31 1963 the Gov--
ernor shall determine, after due investigation, the total annual consumptlon:
of watches of all kinds in tho customs area of the United States and shall allocate:

among the manufacturers cf watches in the Virgin Islands on that date in

accordance with the criteria set forth ln_‘sectlon 514(b) such number of units:

as shall total 1/9 of annual consumption.

“(b). Of the maximum amount of watch production determined in-sccordance:

with subsection (a) of this section, not-to exceed fiveé per cent shall be reserved

as a quantity to supplement quotas a‘llocated to manufacturers nnd to relleve

‘against severe financial hardship, in accordance with the provisious of section
516 of this chapter. “The Governor is atuthorized to allocate the remnainder among

manufacturers of watéhes in the Virgin Islands in accordance with the procedure

N
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:and criteria set forth in sectlon 514 of this chapte.r Al nnlts of watches nllocnted

as qul:)tas to manufacturers under this sectlon shall be entitled to $2 47 credit per
wate

“§ 14(a), Each person engaged or proposing to engage in the manufacture of
watches in the Virgin Islands may apply to the Governor for an allocation of the
.amount of watch production entitled to the $2.47 credit. Such application shall
be in writing, shall be on such forms, and shall contain such information, duly
certified by an independent -accountants-or auditors as may be required by the
*Qovernor in accordance with the provisions of sections 511 to 518 of this chapter
or regulations thereunder.

“(b) Except as to such portlons thereof as shall have been set aside as a re-
.serve, the total maximum amount of watch production entitled to the $2.47
credit per watch shall be allocated for speclﬂc periods among applicants in ac-
-cordance with the following criteria :

1) “8624 per cent of such amount- shall be apportioned among manu-
facturers in accordance with their respectlve percentages of total payroll in
theé Virgin Islands subject to Social’Security taxation (exclusive of man-
agerlal or administrative persénnel) incurred in watchb manufacture; for dis-
position in the course of retail trade‘in the Virgin Islands; for export to
other than the Customs area of the United States; and for wntches manu-
factured pursuant to a quota allocation in accordance with Sections 512 or
613 of this chapter; for such six imonth period nearest to the beginning of
the period involved as the Governor may determine to be feasible.”

(2) “8324 percent of said amount ‘shall be apportioned among manu-
facturers in proportion to the total number of watches:
manufactured and sold for disposition in the course of retail trade in the
Virgin Islands;
exported to other than the Customs area of the United States; and manu-
factured and shipped under quota allocation to the Customs area of the
United States;
during the same six month pericd as provided for in (1) above.

“(e¢) The Governor shall have the authority to grant an application on tem-
‘porary basls during such period as may be necessary to conduct and make deter-
minations in accordance with investigations pursuant to section 513(a) or to
make final disposition of application.

“¢(d) The Governor may upon due notice and hearing, retuse an apylication
for an allocation or may revoke, modify or suspend an apportionment riade to a
manufacturer herevuder as in his judgment may be necessary to protect the
economic stability and the commercial relations of the Virgin Islands upon a
ﬁndlng that

(1) the manufaceurer is not in good faith organized for the purpose of
the manufacture of watches in the Virgin Islands; or

(2) the application is or was made for the purpose of frustruting or de-
feating the purposes of this Chapter in protecting the economic stabllity
and commercial relations of the Virgin Islands; or

(3) the manufacturer has discontinued the manufacture of watches in
the Virgin Islands; except that (i) a temporary interruption of produe-
tion attributable to normal business reasons shall not be deemed inh itself
a discontinuance of manufacture of watches within the meaning of this
subparagraph, and (ii) nothing in this subparagraph shall prohibit the sale
of a business to which a quota has been assigned, but no quota may be
purchased or sold apart from the sale of the business;

(4) the manufacturer has misrepresented material facts in connection
with his applieation, or has falled or refused to submit information as re-
req’ ired; or

(5) the manufacturer has failed to utilize wholly or partially, the quota
assigned to him.

“‘e) In the apportionment of quotas to a manufacturer hereunder, the
Governor is authorized to take into account, and to make a corresponding deduc-
tion watch for watch, where such is in his judgment necessary to protect the
economic stability and the commercial relations of the Virgin Islands, of any
quantity of watches shipped to the customs area of the United States by the
same manufacturer, or a firm corporately or personally affilinted, from any other
territory or possession of the United States,

“(£). Whenever the Governor sh:ill determine upon due notice and hearing,
that all or nart of a anote allocatcd to a manufacturer shall remain unused at
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the end of a quota perlod, he may cancel the allocation, in whole or in part,
as,the case may be, and such allocation, in whole or in part may be reallocated
to another manufacturer 6r placed in the reserves provided for in section 512
or 513(b) of this chapter.

, “§ 516. In making grants out.of the reserve, amount provided for in sections
512, and. 518(b) of. this chapter, the Governor. shall give“,spe%(al‘ .welght to the
maintenance and promotion of employment, and to the compléte ‘assembly’ of’
watches from individual component parts and other chargcteristics of production
contriputing specjal value to the Virgin Yslands. The Goveérnor, shiall also take
into account, but is not limited to the consideration of the following fgétors;
investment .in plant and equipmé¢nt for watchmaking in the Virgin Islands;
minimum guangtles,pegulxjégl. for production without loss, and abnormal or un--
foresceable economic circumstances. . . . o ‘ B

“§ 516, The Governor is authorized to designate ‘sieh individuals or groups
from time to time {gs‘pe may deem necessary for the purpose of ‘assisting ‘or ad-
vising bim in the performance of his duties and responsibilities, and the exercise
of hig authority under the provisions of sections 511 to 518 of thfs chapter. ,

“§ 517. The Governor shall have authority to issue such rules, regulations, and
requirements ag he may deem necessary ox appropriate to. effectuate and im-
plement the provisions of sections 511 to 517 of this chapter, including but not
limited to the prescribing of forms -and requirements of reports and the is-
suance of stamps or other evidence of payment of taxes, , . .

“$ 518., Any decision or determination made by the Governor undér the pro-
visions of this chapter as to questions of fact shall be deemed final in any pro-
ceedings in any court excert upon a conclusive showing that such decision or
determination was arbitrary or fraudulent. The commencément of any pro-
ceedings in any court shall not operate as d stay of collection of any tax imposed
by this chapter, or of compliance with any provisions of the same or any rules,
regulations or orders issued thereunder.” ‘ L ‘

Section 2.  This Act shall become effective upon approval by the Governor.

Thus passed by the Legislature of the Virgin Islands on August 25, 1965.

Witness our Hands and the Seal of the Legislature of the Virgin Islands this

25th Day of August, A.D., 1065,
‘ EARLE B, OTTLEY,

. L , Davip Puritz,
The above Bill 18 hereby considered and approved.
Witness my hand and Seal of the Government of the Virgin Islands of the
k’xii)tedg?}tates at Charlotte Amalie, St. Thomas, V.I,, this 80th day of August,
.D., 1965.

Rarenr M, PATEWONSKY, Gotvernor,
~ Senator ANDERsoN. Our first witness this morning is the Honorable
A. B. Won Pat, representative of the territory of Guam.

STATEMENT OF HON. ANTONIO B. WON PAT, ON BEHALF OF THE
TERRITORY OF GUAM; ACCOMPANIED BY RICHARD TAITANO,
ASSISTANT TO THE GOVERNOR OF GUAM

Mr. Wox Pat. Good morning, Mr. Chairman and members of the
committee. I am A. B. Won Pat, elected representative in Washing-
ton of the people of Guam. I appear before you today as designated
spokesman for the Governor of Guam and the Legislature of the Ter-
ritory to state the position of the people of Guam on H.R. 8436 now
before you in public hearing.

Hon. Manuel F. T.. Guerrero, Governor of Guam, has requested me
to express his deep regret that the press of governmental matters at.
home, with our legislature now in session, makes it impossible for him
to be here teday. .

Accompanving me in this appearance before you is Mr. Richard
Taitano, assistant to the Governor of Guam,
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H.R. 8436 relates to the dutiable status of watches and other timing
apsayat}ls produced in the insular possessions of the United States,
and, in its present form, has a heavy impact on the territory of Guam,
The original justification for this f;gis ation, which has the effect of
limiting thé now duty:freé importation of watches assémbled in the’
insular possessions, was stated in the House Ways and Means Coin-
mittee report (Rept. No. 1078, Sept. 22,1965) to be a thréat to the U.S.
watch industry and labor. T understand that'a number.of U.S. domes-
tic watch manufacturérs, difectly or through subsidiaries in- which
they hold ‘a substantial interest, are themselves engaged in"<vatch

roductioit in one or more of the insular possessions and are therefore
ully capable of controlling their own U.S. and insular production in’
a manner to avoid the concern that has been expressed. U.S. Tarift
Commission Report to the President (No. TEA-IR-4-66) on Watch
Movements, TC Publication 169, March 1966, states, at page 4:

., All'six of the concerns that produced watch movements in the United States in
1965 own foreign facilities for producing or assembling watch movements.

In addition, since 1962 the number of watches and watch movements
produced in the United States has increased steadily to an unprece-
dented high in 1965. (Ibid.,table4,p. 16.)

But beyond that, we ask that you view this legislation in terms of its
effect on the struggles of the territory of Guam toattain its economic
objectives and hoped-for self-sufficiency as the westernmost possession
of the United States.

Because of its geography and resources, with which the distinguished
members of this committee are well familiar, Guam is limited in its
developmental possibilities. Its local population has for years been
largely dependent on U.S. military activity in the territory. - It has
been rava%ed by war and visited by typhoons of unprecedented in-
tensity. But Guam has moved torward from this chronicle of
adversity; it has rebuilt; it has emb:rked on a broad program of
industrial and commercial development and, with substantial Federal
assistance, it is slowly but surely approaching its goal of self-suf-
ficiency. We hope that realization will not be frustrated by legis-
lation which will have the effect of eliminating, to a substantial degree,
one of the few industries to which the resources of Guam are especially
suited-—the assembly of watches.

The Federal-Territorial Commission for Development of a Long-
Range Economic Plan for Guam, Interim Report to the President and
Congress, April 6, 1965, states:

Watch assembly is obviously feasible inasmuch as a plant is already in opera-
tion, The U.S. tariff is very high, shipping costs are low, and workers can be
quickly initiated into the routinized assembly procedures * * ¥, The only obstacle
to successful operation is H.R. 8436, now awaiting Senate action * * *, Several
hundred people might ultimately be employed if the industry is allowed to develop.

There are today five watch manufacturers who are producing tim-
ing devices in Guam. These five companies are providing employment
for 149 people; 138 of these are citizens of the United States and part
of our local work force. This is not imported or alien labor. These
positions have been filled from the local labor market and, after train-
ing, the personnel of these companies have become export and efficient
employees. Suited as they are to this type of specialized labor, this
local Guamanian work force is producing watch movements at the
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current rate of 35,500 units per week, with 4 projected annual proditc-

tion rate of 1,846,000 units. .. - - - - o
Tt is understood that these five companies will expand their opera-

tions in Guam, providing more opportunities for employment and
producing additional payroll. Estimated employment by the year
end 19686, absent restricting legislation, will be 200 or more and annual
production in 1967 is planned at 2,600,000 movements. In view of our
territorial needs and requirements, this industty must not be im-
peded by quota legislation that will make production of the product
there unprofitable and unattractive toinvestment. ‘

I would like to emphasize that while much of our local labor force
has been limited in its employment opportunities to civilian positions

in support of the U.S. mihtary in Guam, we cannot and must not base
our island economy on that sole source of jobs. s
"~ Senator Gore. Mr, Chairman. :

Senator AnpersoN. Senator Gore. ' ‘

Senator Gore. I respectfuliy suggest that we do not need a long
treatise on economic programs in Guam, et cetera. Let’s ask the wit-
ness to come to the discussion of the pending bill.

Senator Anperson. I think with as many witnesses as we have, Mr.
Won Pat, you had better try to deal with the present bill if you can.

Senator Goge. I know the witness, whom I know personally, will
not regard my suggestion as indicating any lack of interest on my
part in Guam, but we have many witnesses and we really do not need
a lecture on Guam. I want to see it prosper. We are generally
fdmilir» with the statements you have made,

. Mr. Won Par. Well, sir, since you have before you my statement,
and you are reading it, I could stop reading and answer any questions
that you may have.

Senator Gore. You understand we need to get to the issue. I have
read your statement. It is good. It sounds good here, and it sounds
particularly good for Guam. '

Mr. Won PAT. I thank you very much for that, sir. However, I
say in the interests of time I am perfectly willing to stop reading.

. Our transition from an agrarian economy has produced substantial
underemployment and we must develop and maintain employment op-

D

portunities for our people. .
~ As our Governor and legislature have repeatedly stated, we aspire

to develop our own industrial base and diversify opportunities for em-
ployment of our expanding labor force. To this end the watch in-
dustry-in Guam is especially suited and its presence has created interest
in other industries, ‘ :
Our legislature earlier this year passed a bill, similar in substance.
to quota legislation adopted by the local government of the Virgin
Islands, which had the practical effect of limiting duty-free production
of watch movements in Guam to 1.5 million units per year. Governor
Guerrero did not. sign that bill and it has not become law; trusting in
- the wisdom and fairness of the Congress, and knowing that legislation
like HL.R. 8436 was to be considered, he preferred to defer to Federal
action and await the product of this legislative consideration. ¥e
nrges that you fully con<ider the imnortance of this industry to Guam,
its people, its economyv and its objectives and that-—if a quota there
must be—that quota for Guam be at least 1.5 million units per year.
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We will sacrifice s};)me of our current prﬁducflio; and oi)portunities for
future expansion but-we must preserve the industry, we have. -

To f;hisp end, 310 ql‘l’:)ta ggogorggfi in the Seﬁ*a;tew ptint of LR, 8436
must be increased if the other insular. possessions are ta receive an al-
loegtion, as. they. vriﬁh?fu,l}y deserve.  And. with' that increase’in total
annual quota for all. territories, the percertdge allocation to' Guam—
with its special needs and unique requirements—must he increased to
.preserve- the major portion of its current annual protiuction.: Guam
‘pleads for fair and equitable treatment and its rightful and deserved
share of any quota the Cohgress may, over our respectful protest, see
fittoimpose.. . ., L o

And finally, in an expanding domestic economy, population' and
market, we suggest that the annual quota, in whatever amount, should
not be fixed as a static, unchanging sum. It should not be necessary
to seek legislative amendment of the quota as the domestic market
for and consumption of watch movemonts incereases. - The U.S. Tariff
.Commission Report to the President, TC Publication 169, supra, states,
at pages3—4: ' ' _

Since 1954, when the escape action was taken, the trend of apparent U.S. con-
sumption of watch movements has been upward. The apparent consumption
of watch movements in 1865 (34 million units) was 25 percent greater than in
1964. The Increase in consumption in 1965 was far greater than in any other
year. » A »
~This can be avoided and a fair share of the market reserved for
insular possessions production if the total annual quota is stated as a
percentage of total U.S. consumption of wat¢h movements in the
preceding calendar year, based on U.S. Tarif Commission data.
(See letter from Assistant Secretary of Interior to Senate Finance

ommittée dated March 30, 1986, and létter from Governor Guerrero
to chairman, Senate Finance Committee, dated June 24, 19G6.)

That annual quota, as so determined, would be allocable to Guam,
the Virgin Islands, and American Samoa by a fair and equitable per-
centage. A collective allocation to the three territories concerned
could properly be one-sixth of total U.S. consumption, reserving five-
sixths to domestic producers. Guam, under such a formula, should be
allocated at least 33 gercent of such total quota, the actual number of
movements exempt from duty being determined annually and based
on total U.S. consumption during the preceding calendar year.

X wish to express the appreciation and gratitude of the people of
Guam for the })rivilege of this presentation, and I respectfully request
amendment of H.R. 8436 to accommodate the needs of the territory
of Guam as herein expressed.

Thank you.

Senator ANpersoN. -How new is the watch industry in Guam ?

Mr. Won Pat. How new?

Senator AnpersoN, How new? Were there any vatches being pro-
duced in Guam at the time the House passed the bill prohibiting it?
. Mr. Won Par. The record will show that in July 1965, license had
been issued to the first company and—— :
~ Senator ANDERSON. Yes, but I asked about production. Taking the
date of July 1965, which you have just used, was a single watch
assembled ¢ :
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Mr. Won Par. Ttstartedin October1965. =~~~
19 GSe?nator AnprrsoN. But there weren’t any being produced in July

5 . .

Mr. Won Part. No,sir, S :

Senator Anperson. This is a relatively new expansion, is it nott

Mr. Won Par. Yes, sir, it isa new industry.. ,

Senator Gore. How many people are employed ,

Mr. Won Par. Em;)loye now? Onehundred and forty-nine.

Senator Gore. 109

Mr. Won Par. 149,

fSenator Gore. Are they engaged in assembly work$

Mr. Won PaT. Yes, sir. .

Senator Gore. Where were they trained ¢ A

Mr. Won Par. They are trained there by technicians who are
brought to Guam.

Senator Gore. Did the U.S. Government pay for their training? -

Mr. Won Par. No, sir.

Senator Gore. Was there a loan ? {

Mr. Won Pat. They were trained by private industry.

Senator Gore. Was there any Government loan in any way for the
training program?

Mr. Won Par. No, sir. The type of training program we have is
under MDTA.

Senator Gore. Who owns this company ¢ ,

Mr. Won Par. These companies 2re owned by people who are in
the United States,

Senator ANDERsON. Who are they ¢

Mr. 'Won Par. They are Stratton Watch Co., Maro Watch Co,,
Westminster Time Corp., Phoenix Industries, Hallmark Factory.
Those are the five now operating and producing watches.

Senator ANDERsON. Your testimony is that a year ago none of them
were produced.

Mr. Won PaT. A year ago only one. That was the Stratton Watch
Co., producing since 1965. |
- Senator Gore. What is the origin of the parts? ,
5 Mr. Won Pat. The parts are imported from France, Germany, and

apan, ,

Senator ANpErsoN. Mainly from Japan ¢

Mr. Won Pat. No, I would not say mainly. I think it is mainly
from the European countries. o

Senator Gorr. What is the value per watch added in Guam ¢

: Mr.? Won Par. You mean the value of the watches as produced

there?.

Senator Gore. Yes, or as assmbled there.

Mr. Won Par. I believe that that could be best answered by the wit-
ness from the watch industry now operating in Guam,
_ Senator Gore. I am not very good at mathematics. I have a lot to
learn about the watch industry. But according to my calculation,
the value added in Guam is apnroximately 19 cents per watch.

Mr. Won Par. I could notaffirm that, sir.

Senntor ANprrsoN. Your associate is shaking his hend. What is
the value added in Guam? T do not mean the markup from wholesalo
to retail or anything like that, but how much material is in there?
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"~ Mr. TartaNo. Are you addressingme? .

Senator ANDERSON. Yes. How much material is in there?

Mr. Tarrano. What I have been told, sir, the operations have started
‘very recently and they have not had the experience to really come out
with a good statement. : But what I was told, that their sales have been
~avem§ing about 20 to 25 percent profit. Now whether this is true or
not, this i1s hearsay, but I have been told that the amount added to

“every watch as it'1s exported from Guam is more than 19 cents. In
'f]act, $fve‘ were' discussing the dollar figure and I was told it is more
than $1, :

Senator AnpersoN. The provision of the law was that they could
‘bring them in free if half the value has been added where this work
is done on assembly. If all you do is assemble a little bit and the cost
is a few pennies and there is a wholesale markup, there isn’t much of a
-contribution is there? Isn’t that what is actua fy going on?

M. Won Pat. Yes, that is correct, sir.

Senator ANpErRsoN, Marking up the wholesale price in order to get
‘to 50 percent. '

Senator Gore. This raises an interesting question of just how
much work is being done in Guam. My calculations here show, based
i)n lanother statement, that the wages paid in Guam amount to very

ittle. :
_According to your Governor’s letter: “The five watch plants employ
‘136 young women, over 90 percent of their total employment.”

At 40 hours a week and at $1.25 an hour, that would be $6,800 per
week in wages, and we are told that this involves 35,500 watch or clock
movements per week. If you divide 35,5600 by $6,800, it seems to me to
-comio out with 19 cents per watch insofar as labor is concerned. Now
if that La true, and I am not saying it is—I have just made a calcula-
tion here from the statistics in the Governor’s statement—then the
added value in Guam is not very much,

Mr. Won PaT. May Iinterpose?

The minimum wage, of course, is $1.25, but the current employees
‘there are paid a maximum of $2 per hour. The minimum is $1.25 and
the maximum is $2. :

Senator Gore. Then these tentative calculations, which I have made
on the basis of $1.25 per hour would be low if $2 is paid. But if $2 is
paid, why, it would raise the added value to a level of approximately
30 cents per watch.

Now, if that be true, then Guam is more or less a transit point.

Mr. Wo~x Par. I am sure that what is happening with respect to
the labor part of the assembly I think is also true in the Virgin
Tslands, and I may say it is probably more in Guam because of the
fact that Guam is quite remote from the area of sources of supply
as far as transportation of the finished product to the mainland.

Senator Gore. Which would indicate——

My, Won Par. Which would indicate it costs more,

Senator Gore. Speaking of the Virgin Islands as well, it would
indicate that this industry is located there strictly beeause -of and
only because of the tariff situation. Now I am not very knowledge-
able in this whole business. I was one who requested this hearing.
I thought the interests of so many people were involved, and so many
wished to bhe heard, that they were entitled to be heard. I have
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II'ezcxlcl(ied no firm conclusion as to rghe merits of the pending bill, but
- did want to get i {o éhq" ecord, and I hope you will supply for
“the record, t'fiég:&:'t'ég ¥ Iu‘éﬂaddéti, not ‘tHe Q‘fbgt,‘ not the markup,
not the difference between wholesale and retail, but the actual yalue
added by the procosyme Guath, " Thenk yoji, Mr. Chairman,
;. (The following information, was'subsequently ‘subittéd, Forthe
Ij‘écérfl; ' ’.;i ".‘3‘; ‘- Zw;n';:‘l.y,';?{i\} , ’, ‘:}’?‘ri«'i.z} ' j\ “' ;' zi' {,i.:’-i‘i“ ./{3 ,» I« ,u( ‘rf !
,.-AS Tequésted by ‘your: committee. duripg, hearing. June .30 ‘'on H.R, 8436
(,QMA;,direct- aho c&%‘ts Dﬁm of,,vgglwl?gﬁlgﬁémeﬁ;a agsembled {n Guam as
'x;e%or_ted_ by four watch ‘companies in' Guam'folldw - * - T o8
** Firdt company ‘advised’ 75 éents t0 $1 petr: unit; second company estimated
: u‘ni:,s» costéag : 70t'1;.-ents 3 '-thirddcioxgd‘p'ansi ql; estimated::gzos: . ;(;;ﬁ between 65 : émay 85
- cents; and fourth company. advised; unit: costs at abou cen r unft. .. .
Fm':h company not ablep{o report on timgg t'f)sinchj'de this cabl? pe(}ost {nférma-

tlons all furnished by watch firms here and reflect. record of short operations.
_Senator Axperson. I think you will find the biggest value is the
bookkeeping value. . o L ,
. Senator \%iiuams, L
Senator Wirrianms., No questions,
Senator ANDERsON. Senator Metcalf,
. Senator Mercarr. No questions. . L
Senator Anperson. Thank you very much.
Woe will go on to the next witness, Mr. Paiewonsky.

. : N . . )

-
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STATEMENT OF HON. RALPH M. PAIEWONSKY, GOVERNOR, THE
VIRGIN ISLANDS o

Governor Pamrwonsxy. Thank you, Mr. Chairman and members
of the committee. e

Senator ANpErsoN. Good mornin%. o 4 o

Senator Gore. Mr, Cliairinan, what I would like to sug%est, and
I do not want to repeat these questions all through the hearings,
is that you request the staff to obtain comparable value added statis-
tics with respect to the importation and assembly of paits in Guam,
in the Virgin Islands, in the United States, zmg at whatever point
these statistics would be applicable,. . (See p. 89.) :

Senator Anperson. I.think, Senator, we can do that. Of course,
if the principal added value is just & markup, those figures will show
even though there is no value added in materials. We have. had
this problem right along. - : '

Senator Gore. I was not inquiring about markup in profit. I was
inquiring about the value added by reason of the labor performed in
a particular location. .

Senator AnpErsoN. We will try to get something on that. Go
ahead, Governor Paiewonsky.

Governor Parewonsky, Mr. Chairman, gentlemen, I much appre-
ciate this opportunity to a¥pwr before your committee, before it
recommends to the Senate legislative action relating to the watch
industry in the territories, Of course, I appear in my capacity. as
Governor of the Virgin Islands and not as a spokesman for the De-
partment of the Interior. -

Let me say first that I welcome congressional action at this time.
The government of the Virgin Islands is confident that it has acted
lawfully in controlling watch production in its territory. We have
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acted to. protect our econom§¢ stttblhty, » We hmie been mmdful of
our commercial relations avith others.,, We have shared a controlléd!
level of production fairly among -many.  claimants. - -Nevertheless,
?esnons ave ‘been raised concerning the ‘extetit of our-legal au-’

érlty These' questions are 'véty unstabilizing. We accordingly
welcome the present. efforts. of the_ two. Houses of the Congress tb'
remove these.uncertainties by giving this industry what we hope wﬂl:
come to be regarded as a clear enabling act.

Senator AnpERsoN. As you go. along, Governor, you keep usmg
the term “controllmg the watc%x mdustry » How much control is
there over that right today? B

Governor Pagwonsky. What, sir?

Senator ANpEersox. How. much controI do you have over the pro-
duction of watches today? -

Governor PAIEWONSKY. We stlll have the production tax:in thé.
Virgin Islands that is still applicable. We do have a quota that we
have estabhshed which was established on the basis ot opes-ninth. |

-Senator ANDERSON, -Wasn’t. there a court. case down there that.,
stogped your control# - -

Qvernpr PAIEWONBKY. That ison’ a peal sé it is stlll under control *
sir, hey questioned the legality or the cmxstitutloﬁahty of the act,
but. this is now on appeal to the. 'f:hll‘d Circuit Court, -

- Senator ANpersoN. Didn’t some'courthold itinvalid$ .

.Governot’ Patewonsky, The local “Disttiet - Court’ ‘of the Vn*gmf
Tslands held the act to be illegal or unconstitutional. ' -

‘Senator-Anperson.And is it your-understanding that when i an adt
has been ' declared: unconstltutlonalg it is still in’ effect whxlefyou are:
pleadm lt? YA . SSTRNG YR SR H TP NV S I ERF T

Governor ParewoNsgY. Tt is oh 'f peal, %es, su‘, and we are stlll
enforcmg the quota: that. was. estabhg\ here was no restraining

L unction against-the act.” They just declared: it 1llegal and we ha.ve

en it on appeal to the Third n'cult Court.- ‘ ‘
Senator ANpERsON. .Very.well, ... Lo ‘
(Pursuant to’ the above dlscussmn, the followmg let(,ers ‘were
-submltted ) ' S e e
R TR T Govx.anunn'r OF. 'ml: Vmam Ismuns .
.. - +OF THE.UNITED STA'n:s, o
e o : - . DEPARTMENT .OF LAW,
"Charlotte Amauo. 'St. Thomas, V.1, JulyI 1966, .
His Excellency  RALPH M. PAIEWONBKY, R SR
Governor of the Virgin Islands, ' '
Charlotte Amalie, ‘ ‘
s:.momas,m : R T S b

" DEAR’GOVERNOR PAmwoxsmr' i'Stou have requested *that I advise you as to the,
-current status of the litigation inyvolving the watch production tax: law, with
sgeciﬁc reference as to whether or not the Government continues to enfOrce

e
' Currently, there are pending four lawsnlts, lnitlated by threevVirgln Island»
watch manufacturers, challenging: the validity of.:both the original watch
production tax law (Act:No.: 1618, approved .Aygust 30,:1965) and.the reviseq
version (Act No. 1631, approved March 22, 1068): In such of the cases as it has
been disposed of thus far the District court has held that the law, either in its
original or its revised form, constitutes an invalld imposition of export taxes
by the Government of the Virgin Islands. The Government has appealed, or is
4n the process of appealing all of these Dlstrlct Court decisions. (Of course,
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insofar as the cases involve the original statute, the outcome of the appeals is-
relevant only with regard to the question of the liability of the watch manu-
facturers for the production tax during the period such stafute was in existence.)

Pending the decision of the appellate court, the Government continues to en-
force the existing statute, Act No. 1831 since the appeals automatically stay the-
lower court's decisions. Accordingly, all requests that have been: made by
manufacturers for refund of proddction taxes paid under either law on the basis
of the District Court rulings have been rejected.  Quotas have -been assigned
by you in accordance with the law, and the administrative officlals to whom you
have delegated duties under the law continue to perform the same. In any
instances where watch manufacturers may refuse to pay the taxes, either for:
production within or in excess of quota, the position taken by ‘this office is that
aftion to colllect the same be withheld untfl:the cases:have been finally disposed.
of on appeal. R S X

Sincerely, ) ) . . 5
' FRANCISCO Conm:m‘o, Attorney General,

THE VIEGIN ISLANDS OF THE UNITED STATES,
' ' OFPICE OF THE GOVERNOR,
Charloiie Amalie, 8t. Thomas, July 26, 1966. .

i

Hon. RusseLL B. LONG,
U.8. Senate,
Washington, D.C. . . K - :

DeAR SENATOR LoNa: During the Senaté hearings on H.R. 8436 concern’ was:
expressed about the'tax subsidy issued to foiur of the sixteen:firms engaged in
watch production in the Virgin Islands. These tax subsidies. were granted
several. years ago,: one.dating :bgg¥ to 1959 and the three others in 1962, at a
time when the Virgin Islands Tax 'Exemption Board acted in good faith on the
basis of the facts available at'that time, Latér it was detérmined by a con-
tinuing ecuuc. 1ic analysis as a result of hearings conducted by the Virgin Islands.
Government that this industry had developed into a'profitable one, and on the
basis of need cpuld pot justify their claim for:a subsidy. As g result twelve
otll;e:' watch manufacturing firms which were established later were denied this
subsidy. . y T o IR ='-."; : o

Sin¢e the subsidy or'tax exemption is by Virgin Islands law a 'binding cdn-
triactual obligation, the: Virgin Islands (Jovernment is unable- to.caycel the tax
exemption issued to these four watch firms, However, your Committee can ac-
complish this by adopting the proposal made by the Secretary,of the Interior
in his Iétter” to' 'you dated -March{‘80, *1966; (see:p. 9); namely'to’ provide,
“'1, 'that quotds b granted lnmong the' Iprbdud:ers of watches and ‘watch move-
ments who' pay .the territotial income tax,- or'the territorial equivalent of - the
Federal income tax without rep?itg orgubsidw.” .. .. ..o o 0

This recommendation is based on the presently established tothl quota for the
Virgin Islands of one-ninth of U.S. consumption‘of watches for 1965-—or approxi-
mately 8,800,000 ‘units-which'Iiearnestly hope will' be retdined by the Senate,
If a lesser quota is established it could very well change the factor of profit and
thereby create a need for subsidy. o _ )

Such an-amendinént-would permit the.four wWateh producing companies holding
tax exemption to bé éligible to qiialify and continue to hold their present quota
position by relinguishing théir income tax subsidy but need not relinquish their
other'tax benéfits, -+~~~ -~ . 70

Sincerely yours,

RALPH. M. PAIEWONSKY, Governor, ..

Governor Paiewonsky. Before going on to any other 'matter; let’s
emfirhasize the céntral fact in-this watch industry picture. . 'We have
built up thig Virgin Islarids wateh industry without inj urin%'an other
factor in U.S. watch snpply.  'Wehave not injured the mainland watch
producers, anc we bave notinjured.the foreignimporters. ;, ... | .
' The watch industry iili-tlle‘?\f‘irgin JIslands has been-developing dur-
ing the ‘course of about 8 yéars. 'That is from 1959.- In 1963, the

1



DUTIABLE STATUS OF CERTAIN WATCHES 27

Virgin Islands supplied 1,057,000 watches and watch movements out
of a total U.S. consumption of 25,937,000. Then .we were barely 4

rcent.

It was in 1964-65 that our industry first came under critical atten-
tion. And b[‘{ the way, it was also in 1965 that our territorial govern-
ment estabiis, ed control, through a stiff $2.50 production tax. In
1965, U.S. .watch consumption rose by 7 million watches—a rise of
over 25 percent, from 27,353,000 to 34,354,000, in a single year. But
that, 7 million increase was not met by Virgin Islands supply exclu-
sively or even principally. Out of the 7 million increase, some 4.1
million came from foreign imports; some 1.7 million came from addi-
tional mainland production; and only 1.2 million cime from the
Virgin Islands. : : a

In 1965, almost half of all U.S. watch consumption—17,120,000 .out
of 34,354,000—was supplied by foreifgn imports. About 40 percent
was suppiied bfr U.S. meinland manufacture, And just under 11 per-
cent was su&? ied by the Virgin Islands, We built up this 11 per-
cent—3,678,000 watches—approximately one-ninth of the market—
while every other factory was also expanding its supply. We had not
injured others. But we were concerned that, in the fiture, we might
injure both others and ourselves, if we came to rely too much on this
one industry.. L o n ,

-\The Virgin Islands now. have about 830 persons employed in watch
procluction; This is a small number for others, but it is a significant
fraciion of our total skilled employment. . g

- Our, .watch factories—16 of them now actually producing and
shipping—have a capacity to employ more and ship more. But an
unlimited expansion of watch production wounld have ¢reated s danger-
ous concentration .of employment in this one occupation. At.a later
time, and under, changed market, circunistances, this concentrated em-
ployment might have been subjected to sharp fluctuations, which we
would be powerless to control. Accordingly, the government of the
Virgin Islands imposed a production tax on its watch output. It
was: the, purpose of this tax to raise a very high fiscal barrier—sub-
stantially as high as the U.S. customs duty——to any inérdinate expan-
sion .of the watch industry., After exténsive deliberation and con-
sultation, we: decided, that. this high barrier slmufld}_be’_ erected at the
point, where Virgin.Islands production of watches reached ths limit
of one:ninth of ".5.S.lwatchs consumption—a limit which we had then
algeady attained. . We,were gratified to find that, others agreed that
this one-ninth limit was.a reasonable one, And we weré pstrt_ii;fulai'ly‘
confirmed. in our judgment that our, action had been fair ard reason~
able when the House of Representatives of the U.S. Congress passed a
bill' confirming the access of the Virgin Islands préduction to the
U.S. market; subject to the general rog'isiqns of section 301 of the
tariff act—mow general headnote 3 &as) of the Tariff Schedules of the
United States—with the understanding that, the Virgin Islands %pv-
ernment. would itself limit- this production to one-ninth of 'U.S.
consUmMPtion. . . b

We have had reason to believe that, within its one-ninth share of
the U.S. market, the Virgin %s_lands syateh industry could look for-

ward to,a modest expansion of its sales. Accordingly, for the period

i r M

AN
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ending March 31, 1966, we d@térr’njihéd thé'output free 6 heavy taxa-
tion atan ‘!e,‘innusil rate of 3,600,000 watches--a trifle'above the 8,578,000
8

aqtu_s,l_lf" pped in 1965, And for the current' period, Which started
April 1, 1966, we have set an initial limit at an'&nntial rate of 8,800,000

watches, . As wo believe that total U.S. consumption’ in the ysar A pril-
1, 1966, through March 31, 1967, will be at'least 36 million' watches,
we have countéd on there being sonie further margin—if that enlarged
demand did in fact materialize. TRE O T Ty

Naturally, our Virgin Islands watch producers have been able to’
hold their. §ﬁqre_ of the U.S. market _o,nliyA by beingécompetitiﬁre, with
foreign importers. ' In this connection, it'should bé emphasizéd that
the foreign import supply of watches, and watch movements, is now
roughly five times as great as Virgin Tslands supply. The foréign im-
porters increased their sales in a single year by more watches and watch-
movements than the Virgin Islands prodiices altogether. And by far
the greater part of the foreign imports aré competitive in the same
price class as Virgin Islandssupply. ~ =~~~ e

It is, of ¢ourse, true that, within the framework of séction 301 of the
tariff act, our watch producers benefit from duty-free imports of
watch componernits, If they did not, and if our other manufacturbrs
did not benéfit from similar advantages, it would hardly be possible
for the Virgin Islands to have any mangfaéturing at all. - In anisland
group .of 50,000 people, we cannot hops to havd the close industrial
hinterland, which permits a liberal inteérchangé of locally- produced
garts'gi.ngl,- processes, of ‘a large mainland 'area. To deprivé us of the

enefits of section 301 is, therefore, to Telegate us to'the service trades.
It js to tell our educated young people that they should ledve the is-
lands, because in their island home there is employment only' for
chksafp diqliwashers. . o - ““ ».rf.“‘ R

}Ve endeavor to encourage valuable industriesi~industries which
will diversify our island economy and'raise the quality of 6ﬁr’qmplogé
‘ments, We do not, however, grafit beneéfits 6f tax ‘exémptioin ‘6% subt
sidy to fill private pockets. Since August:of 1962 I have, accordingly,
‘refused to grant any territorial tax exemiption or subsidy for watch
manufacture. - I am aware that this refusal hag arrayed against'my.
administration great vested interests. Biit watch manufactire ishow
a.proven industry'in’‘the Virgin Island, and, iinder presentU.S. Cus-:
‘toms tariffs on watches, there is'no ground for territorial tax exemp-
tiops or subsidies for'the manufacture of'thig product. ' We will not
vield on thisprinolple, /oo i our cominittes audiof the

.. What. we, for the Virgin Islands, ask ¢f your committes and'of the

U.S..Senate is, in substance, that yow’join i the'siipport already indi-
cated by the House' 6f ‘Répresentatives for our Virgin Islands watch
control program.’ Out 1 ,.pi'odtfxéin%]' firms need, and deserve, secure
gccess to no less than' one-nifith'of thé U.S:: inari(ey. No economical-
progluction would be possible for. these firms within the framework
of U million‘wmatdhis per yeat( 0w v
- We' also would: Welcoms, confirmition by the Congtess: of .the) au-
‘thority of our tertitory g&vemr‘héﬁﬁf toishare 6ur production, within
the one-ninth limit, as may be determined by territorial law. Our
present basis is the share of each watch firm in payrolls and shipments,
as these things develop in successive periods. By giving two-thirds
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weight to payroll and one-third to quantity of watches shipped, the
manufacturer is given an incentive to do as much work as 'Ill)e can on
each watch. ‘We believe that? %Venvsecurity of outlook through such
legislation, these Principles of sharing will incline all our watch firms
to move gradually in the direction of deeper production, requiring
higher skills. * And, under these circumstances, we are confident that
the Virgin Islands watch industry will be a benefit both to the Islands
and to the United States, .- - . . . ..~ o .

~Time considerations have not permitted the Bureau of the Budget.
to advise the relationship of this testimony to the program of the
President. ‘ : S y

Senator ANDpErsoN., On page 5, Governor, you speak of 16 watch
companies, : -

Governor ParewoNnsky. Yes, sir. These are the companies that are
in actual production, ‘

Senator ANDERsoN. Sixteen of them ? :

. Governor Parewonsky. Sixteen of them, and we had applications
from eight additional companies which we have refused to recognize
for quota purposes since they were not in operation as required by local
law establishing quotas. ~

Senator ANpERsoN. You granted the tax exemption to all 16 or
justtod? . . : | : ' :
. Governor ‘Pamrwonsky. Only four, sir.

- Senator ANbErsoN. Why?

Governor Paiewonsky. Because these four companies came in dur-
ing an early period, and they were given tax exemption before we
realized the extent of the profit that was involved. The tax incentive

rogram of the Virgin Islands provides that any new company estab-

ished and investing a certain amount of money giving‘ém‘{)l-oymént to
a certain number of persons, if they can show need, would be entitled
to tax exemption. So, the early companies that came in were granted
tax exemption. S ‘ -

Senator ANDERsON. Only the 6nes that can show need?

Governor Parewonsky. We have had hearings. We have had two
hearings, one here in Washington and one in'the Virgin Islands, and
there is a' volume of testimony which shows that these companies, in
order to qualify under section 301—inust add a profit, thereby indicat-
ing that the 301 is sufficient inducement for their establishing their
business in the Virgin Islands. Therefore, there is no need for the
Virgin Islands government to grant to these firms additional benefits
in the form of tax exemptions. _ -

Senator ANDERsON. You mean you have to guarantee a profit to
certain companies in order to get them under the law?

- (tovernor Paiewonsky. No. I am saying that we discovered that in
order for them to come in duty free, they have to sell their watches at
a certain figure, which would permit the foreign components to be less
than 50 percent of the total value of the watches sold so that there is
g built-in profit:in this operation. o,

~ Senator ANDERSON. at is wrong with the other 12 companies?
Whiy can’t they get the same thing? Don'’t they need the sam> profit
that you are talking about? ' ' '

65-536—66——3
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- Governor Parewonsky. Well, we feel that the whole program: of
301 ard the philosophy of 301, as we have interpreted it, that while
there is a certain amount of loss to the Treasury of the United States
in duty, that the Virgin Islands should get commensurate benefits
equal to or close to this loss. S :

Senator AnpErsoN. Is there anything in section 801 that says that?

Governor Paewonsky. There is nothing in the law that actually
says that, but I believe that when this provision was written into the
organic act in 1954, I think the whole philosophy back of this was
to write into the act for the territories a kind of aid similar to-what
you give Latin America or to other foreign countries. I mean it can

o considered in this particular category. -

Senator Wirriams. What percentage of the watch business in the
Virgin Islands is controlled by these four companies?

Governor Patewonsky. I think it is under 50 percent. It is going
to vary because with the production, what we have done in production
here is to give a_quota based on two factors. Two-thirds based on
payroll and one-third based on actual shipments, This is to encourage
the watch companies to do more of the assembling, requiring more labor
per unit assembled. K
. In other words, not to just put watches together by three subassem-
blies, but to do the complete assembly, which would employ more
labor in the process of doing this, and there has been a substantial
change in the Virgin Islands watch industry as a result of this labor
requirement. :

Now we would welcome the Congreess to include the recommenda-
tions made by the Secretary of the Interior, that no tax exemption be
given to any watch company operating in the territories under the
provisions of 301.

Senator McCartry. Could I ask what kind of tax that is: a value
added tax of some kind ?

Senator ANpErsoN. Value added.

Senator McCartay. It is value added.

Governor PAamwoNsky. Yes.

Senator ANDERsON. Yes.

Senator McCartuy. The tax is related to the value added. In this
casgﬁthe tax pretty much reflects the amount you get in escaping the
tarift. :

Governor Parewonsky. In order for the manufactured item to
enter duty free in the United States——

Senator McCartuy. I understand that. What about the tax? You
tax some of the companies but not the others. .

Governor Parewonsky. No, all companies are taxed, but we have
an incentive program in the islands to try to induce industries to estab-
lish in the islands, and we give them—— R :

Senator McCarrHY. But what is the basis for the tax that you do

imgose?

enator WirLrays., These are income tax exemptions, are they not$
(The following memorandum prepared by the staff of the Joint

Committee on Internal Revenue Taxation was submitted for the infor-

mation of the committee:) :



DUTIABLE STATUS OF CERTAIN WATCHES 31

SUMMARY OF VIRGIN IsLANDS TaAx SYSTEM

TAXATION UNDEB TWO INTERNAL REVENUE CODES

Since 1921, the residents of the Virgin Islands have been subject both to our
Internal Revenue Code as citizens of the United States and an Internal Revenue
Code which is the same as ours but reads ‘‘Virgin Islands"” every place ours reads
“United States.” Therefore, the residents of the Virgin Islands were subject to
two identical tax systems. Under this dual system (mirror system) an indi-
vidual had to file returns and pay income tax to both the United States and to
the Virgin Islands. Double taxation was avoided by offsetting foreign tax credit

provisions,
EFFECT OF REVISED ORGANIO ACT

However, the Revised Organic Act of the Virgin Islands (passed in 1054) pro-
vided that citizens of the United States who are inhabitants of the Virgin Islands
ure to satisfy their income tax obligations to the United States by filing their
tax returns with the taxing authority of the Virgin Islands and by paying into
the Treasury of the Virgin Islands a tax on income derived from all sources, both
within and without the Virgin Islands.

B8UBSIDIES PBd\'IDED BY VIRGIN ISLANDS LEGISLATURE

This change relative to the payments of all taxes into the Virgin Islands treas-
ury became particularly significant in view of the enactment of a law (Act No.
224) designed to encourage the establishment of new businesses and industries
in the Virgin Islands through the granting of special subsidies. Although the
Revised Organic Act provided the Virgin Islands no authority to rebate income
taxes paid to it (either with respect to income derived from sources within the
Islands or from sources derived in the United States), nevertheless the legisla-
ture achieved substantially the same eflect by providing subsidies ranging from
50 to 75 percent of the income taxes pald by corporations and residents with
respect to certain specified types of now investment. These subsidies were
granted with respect to the tax attributable both to income from sources within
the Virgin Islands and from sources within the United States.

LIMITATION IMPOSED BY CONGRESS IR 1960

With a view to precluding the Virgin Islands from utilizing this subsidy in-
centive device, except with respect to certain Virgin Islands source income, the
Congress, in 1960, provided that laws enacted by the Virgin Islands may not
make any grant, subsidy or other payment which has the effect, either directly
or indfrectly, of reducing tax liabilities incurred and payable to the Virgin Islands
except in the following cases:

Corporations.—The Virgin Islands may allow reduction or remission of tax
liabflity to a domestic (U.S.) or a Virgin Islands corporation to the extent the
corporation derived its income from sources outside the United States, provided
it meets these tests:

(1) 80% or more of its gross income for the 3-year period immediately
preceding the close of the taxable year (or for an applicable shorter period)
was derlved from Virgin Islands sources; and

(2) 50% or more of the gross income for that period was derived from
the active conduct of a trade or businesg within the Virgin Islands.

Citizens residing in Virgin Islands.—The Virgin Islands may allow reduction
or remission to an individual U.S. citizen who is a bona fide resident of the Virgin
Islands durng the entire taxable year, to the extent his income is derived from
Virgin Islands sources and is not.compensation for services performed as an
employee of the United States or of any U.S. agency. Gain or loss from the sale
or exchange of a security is not treated as derived from a Virgin Islands source,

The exemption relating to United States or Virgin Islands corporations pro-
vides that subsidies can be paid to these corporations under much the same con-
ditions as those under which income tax exemptions are presently rvailable in
the case of U.S. corporations carrying on a trade or business in mox* other U.S.
possessions (Sec. 931 of the Code). The exception relating to citizens of the
United States who are bona flde residents of the Virgin Islands permits the grant.
ing of subsidies fn much the same manner as bona fide residents of Puerto Rico
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mag caim an exempﬂon from: U.8. ; income. tax. witk: respoct to their: mooma,
ed from soprcas within Puerto Rico. (Sec. 933 of the Code). . These excepr
tlompermltthe Vitgin: Islands te. provide, through tnewl‘.rdy what
amzmnt to much the same treatment as’that already. provided 'by obmé tax
onsyﬂon -with' respect to other ‘possessions in’the case of U.8. éorpordtions; or
the lnes ot me trentmebt pwvided teaddems o: Pnét'tb Bleo in tha casb
b!eimenresidenm B 515

" Senator. MoCanray. What M‘ 3 tqftaxdo yqu polsef il
- Governor PAIEWONSKYi ‘We im impose a tax for.contro afipmducmen.
gemwr Mlg()m Whattkinclof tax.is 1:? ‘Igg}t‘mcﬁnet&x! ‘p w
overnor: PAIEWONSKY, - Thlq otio is 1§'R*
ductxon tax that we a?e?m ]g %31‘931\1, i o
" Senator’ MoCAR'mr. liat is lt based on, nmts vah‘xe or whq,tg
GOvemor PA%':WON fr, It baged ‘8 m@é'gyg?onpmber a (tiﬁ:ictﬁ
verything over tha per. unit, whi
is aﬁnost. equal to. ;gur, igxty here,. wﬁ?ch 1s the ‘method thgt we have
,usgd mtgrdgxgo cont,roli;hequot,aM 0 th R EE R CTH S to ﬁ;ld Hi t
enator AND f cCar are tryi 'ou
why he picked’ out. four % mg and gaveyéhem mcotlg It;gx exemptlon
an Ieft 'the other 12 firins outside of it.” How'do yoi do'that?"
~‘Goverrior. PAmwoNsxf Senawr, tlge it ‘company tedived itd, tax
incenuve in 1959, pr oisto .my, becoming . Govemor of the.islands, the
o er compames established soon a*ffer -and they were:in:the same

x‘stI don’&il;inow iflghe regx 11 y sléow, but g:a%y fxllhl;1 t(}l:fb
m g shed, in tra ple
qv d that there Was 8. need, nd und exf the nee m% use ot ’the mqen~

tlva rogram, they.were granted tax cxemption, :::." .-
o 3 \l:rarrant to: yguzthatgrla hav%ooga ntlg mfused
tax exem%t.xons gines ' 1962 rin in'this business, and’ bechusd
of this I have been atta,pked and even, taken to court by one firm be-
causeI avere sedto do thi ,
ex;‘g '3 ?}?9“  That is e \vl;o].etfoint. You’dd Frant: 45 9
i‘o rms and the other firms you say, ‘1 am sorcy), you pro not, my
friends, X can’t recognize you, youare out, . 1 - ik s v e
»h.Governor Parewo sxm "t fmtfis not:thd case ' '

to gra‘nt slmilar
]

.. Senator Annr.ns(m, at isn’t the case §.the éﬁse
Govemor Aﬁw‘ﬁl ,._.Q. ‘haye not :mhd gt to.the'12 ?ﬁrma be:
gause:after we ings and-looked.into the industry,.we found
out and we felt that 301 was estabhshed for the purpose’ Qf’ bepefiting
he_ecoriomy of’ the’ t,e})neqries ‘thiough laber and’taxes afd various
payments made and ‘ioneys spent, in the. island devel.opmg the econ-
omsy , and not as a windfall to'any. partlcular firm, oo, o
. Since we'found: tl(at thq watch industries ‘were’ gl makmg a‘!u h
&roﬁt, we' did fiot, think b%t hey 1ould gqt, tax ‘exemption, and a,s 8
atter.of fact wé'woul donie. 1, e removal of tax: e,xempt;on from
an. of the rmst,odéy,toput them-all on an equal basis, 1+ « tvi /507
eriator ANDERsON:’ You:granted it'on. the basig of: f}iegb 4; g} d you
state thag the other 1% ﬂéh’ﬁ'need n éxeinption fron ificome #kx\?
‘g:;nor Pamwbr{qﬁ’f ‘Noy T don’t, t‘h nk, Senator, that th& waatqh
et PRTSTUTIIAY STT RN :'m; FIREO 2N contylen i
Sexg;tor Axnzm&m Aresn’?lt;a oub(t;h ith mtr gg;h&%hp 6:{1{ a})i&gg;‘ ;]éf
eyn 3 ? t.the.o LA &y
ed ritg, it DQ g ittoo
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'Governor Parswonss . Surb ywehuve éxaminéd that. -
* Senator ANDErRsoN., Why don’t you give it to them{ =
v 'Governor: PAmwoNsk Y. ‘Weé -have.found:in exarninin the whole
. watch industry, what we did not know at the time when tho *wu th in-
dustry was fi st elitablis éd m 1959 t ere.was thit much’ proﬁt‘m this
‘operation and there wag on ynder. Igcﬁ.l law wh thbﬁé
companies should;get, wha!;“wou amount to a windfall.. The ene
should; ,to,the;peo la' of the island so that the taxes m could .be
used to build oo‘s,‘ ‘hosp bala and other thmgs fort the efit of the
iemi thé'V figir Tals
| nator Nimnson. en why don’t you termlnate the favor to
thesefour?s R AR .
sGovertior PAmwoNSKY. FI Wo_uld ];ke to very much sir.
Senator'A NvERsON. You would like to#
- Governor Paiewonsgy. Very much,sir, ¢« - 0 ¢
" Senator ANpersoN: What haveyeu-dang about 1t? '
- Governor ParewonsperWell, I think theless a contract. We have
‘onie case where we did, in angther 801 industry,
where we abolished the tax. exemption, where we findNhe same reason-
ing; that they.yvere not entitled to it¢Bhauld not se 1t, ard we canceled
it. They toghk us‘int;o',cou‘ndg it is ' 'dontract’ that
had been : £ Red

com letdly overhauling~the-
‘to 10ve, a8 we are Moy
1o, ha.ve 8 much npyfe

WDey: 1p of the companie:
i 5 tlx i emptxgon w 1ch
: $ho rered

Hon. RusseLL B. X
Ohatrman, Senate

U.S. Senate, . .

Washington, D. 0. , o
% DEAB. MR OHAIRMAN ; Informmaéian pa-requested. o e names, 2)
ownershlp and, 8) the amount of any tax aubsldy recelved sh assembly
plarts in the Vlrgin Islands. - There are sixteen watch ‘plants’ dow

. operating in the Virgin Islands; their full names, according to fnformation
availdable in our files, are presented below....The ownership of six Virgin Islands
plam;s by United. States manufacturers of wrist watches or other products is

xpressly stated in testimony, court actions or letters in our files. The remain-
ing ‘Virgin»lslands ¢ompanies are believe to be either subsidlaries of affillates of
-manufactuting 0.8. companies (e.g..wholesale or retail distributors), accord-
m‘?w letters in otur files, ‘statements of company reprebentattves, or informal}
rts from :6ther government agencies, Ownership. itérest in this second

mup ‘of .nive companies, as well as in tﬁ one - company - beliéved to have:R
German: affliation, geénérally is not fully documented and frequently must be
descrlbed as “on information and belief.” We recommend that you verify what-
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ever ‘“clues” we can supply with information available to other  government
agencles.
1. Bubsidiaries of U.S. watch manufacturers or U.S. manufacturers of other

products
Virgin Islands Company - U. 8. Company
Standard Time Corpoccommaaao- Hamllton Watch Co.
Atlantic Time Products Corp..-.- Bulova Watch Co.
Master Time Co., Ltd_—__ .. ______ Elgin National Watch Co. :
VIrgo CorpPac oo ceceem United States Time (parent company of
Virgo is Timex, Bermuda).
Antilles Industries, InC...—______ General Time Corp. (U.8. manufacturer.of
. clocks and pocket watches, not wrist
watches).
Quality Products, Inc—_ . _.____ Benrus Watch Co., Inc. (U.S. manufacturer

of cases, not watches; subsidiary manu.
factures other timing devices).

2. Subsidiaries or affiltates of other U.S. companies

Virgin Islands Company U. 8. Company
Admiral Time, IDCon e eoceee e Webster Watch.!
Unitime Corpoc o Unisales (U.S. representative).
Belair Time COrp-accammaaaa-. Enicar?
Multl Jewel Watch Corp_._..____ Baldwin Bracelet.
R. W. Summers Time COrp—--.... Sheflield Watch, Pan-American trading.?
Virgiline Watch Co., Inc_ . __. Henriline Watch Co., Inc.
Belmont Industries, Inc.. . __.___ Leichter Watch Co.?
Watches, InCo oo A. Schwarez & Son, Inc.
Sussex Watch Corp_-—o_._____ Croton Watch Co., Inc?
8. Other
Roza Watch Corp. oo German ownership interest.!

1 On information and bellef,

Four watch assembly companies have been granted tax exemption and tax
subsidies in the Virgin Islands. The tax subsidy amounts to 75% of income
taxes and 90% of customs duties (the 8% ad valorem Virgin Islands duty)
collected. We believe the procedure is to collect the tax and to pay the subsidy
in the following year, provided no question on income tax subsidies has been
raised by the Internal Revenue Service under the procedures established by
26 U.8.C. 934. Our flles report subsidies paid in fiscal years 1961 through 1084;
we recommend that inquiry be made of the Government of the Virgin Islands as
to any subsidles pald in fiscal 1985 or 1966, or as to subsidies, based on claims
filed in earller years, that were approved for payment after January 19, 1965,
or otherwise are not included in the following list:

Income taw subsidies

Perlod 1961 1962 1663 1064
Standard Time, Aug. 8, 1050-69. . .o $217, 083. 05
A amical Tine. Nov 4 196171, - ooo ool ioT| $566. 99 12, 258. 61

%uallty Products, Apr. 16, 1962-72. ... ... oo fomermimammaeac e emiccccaciacn]ernecnans sease
nitime Corp., Dee. 28, 106171 - .\ L i

Period 1061 1962 1963 1064
Standard ‘Cime, Aug. 5, 1958-69. .. cccocacnnan.. $11,332.92 $306, 327, 54 ), $00 690.02
Admiral Pime, No 4 196171~ T, el | st
ua roduc P, 10, 190208 ccccccceecanceccaacacc]accccvcccana.. ] ), ' A
%nmn’z'e Corp., eo.p 26, 1061-T1.nn o omoooooooadommnnesnmmman ] omaaecaaaas 32, 308. 08 64, 471. 62
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1t is entirely possible that the large payment made to Standard Time in
1064 represented a return of taxes pald in several prior years. On the other
hand, it may be that Quality Products and Unitime, to which no income tax
subsidies were paid as of January 19, 1965, received such subsidies, based on
calendar or fiscal 1963 income, at a later date,

Sincerely yours,
Mrs. Rute G. VAN CLEVE, Director.

DEPARTMENT OF THE INTERIOR,
OFFICE OF TERRITORIES,
Washington, D.C., July 28, 1966.
Hon. RusseLn B. LonNg,
Chairman, Senate Finance Commitice, U.S8. Senate,
Washington, D.C.

DEAR MR. CHHAIRMAN : Please refer to our letter of July 12, 1066, furnishing
certain information on the watch industry in the Virgin Islands requested by
you following the hearings on June 30, 1966, on H.R, 8436. The enclosed in-
formation, supplementary to that contained in our earlier letter, has been ob-
tained from the Government of the Virgin Islands.

Sincerely yours,
JorN J. KIRWAN,
Acting Director.

Income tax subsidles

Fiscal year11?
*063 1064 1965 1066
Standard TimMe..uu..ceeaeoeoeaeacaecacccac]eciccciaaaen 14217, 088 $200, 276 $230, 220
Admiral THmMe. .« e oo e iececcccccaeacaan $567 12,259 130,320 4160,218
3uality Vroducts. ..ol TIIITIIIIIILLL None None 40,322 05, 489
nitich: Corp...... eemeaans emamemaeceaeccana- None None §81,126 8 345, 741
A7) RSOOSR 567 220,347 461,049 | ° 840, 668

1 None earlier than 1063,

$ Nearest dollar,

1 Paid this year but includes claims for fiscal geurs 1962 and 1963.
¢ Clalimed but not pais pending audit bgv IRS.

§ Pald this year but {ucludes clatins for fiscal years 1962 and 1963,
¢ Pald this year but ‘ncludes claims for fiscal years 1964 and 1965,

Custom duties returned

Fiscal year

1961 1962 1963 1064 1085 1965

Standard time._... ... .. ..o ooaoaoo. $11,333 | $30,328 | £54,280 | $99,500 | $04,034 | $131,449
Admiral Time_ ... 20 111I1ITITITITIII None | ~None | '15673| "34,118} 50,834 234
8uamy ProductS. .o None None 17,481 21,420 40,102 42,470
nitime Corp . oo ceeeeceeiceeeaaes None None 32,308 64,472 65, 295 93,245

B 17 11,333 36,328 | 119,742 | 219,588 | 250,865 332,398

Senator ANpErsoN. What are the four big companies?

Yovernor Paiewonsky. I have a list here of the 16 companies.
Senator ANpErsoN. What are the four that get special treatment$
Governor Parewonsgy. The ones that were established first. I may

have the names here, sir.
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' Senator ANpERsON. Wouldn’t you know{ I understand the other
%}? have been threatening you with a law suit, 80 you must know who
oy are. Lo K U . S .
overnor Patewonsky. They have all been threatenin“pl{; o
gglrlw,t%r AnpErsoN. Not the four that are eating high on the hog,
aréd they o :

Governor Parewonsky. They. are threatening. They want more
quotas,every one. I think Master Time——

Mr. Mickey. Senator. to save time I can tell you the next witness
can answer that question. - -

The CrarMaN. Would you mind, Governor, if the next witness
comes up and gives us the information that you don’t know? ,

Governor Parewonsky. I will be glad to. I have Admiral Time,
Unitime, and Quality Time, "= -

The Crairman, Will you give your name for the record, please.

Mr. SiNgLER. I'am Arthur Sinkler, Mr. Chairman, president of the
Hamilton Watch Co. Our subsidiary is Standard Time Corp. of
the Virgin Islands. We have the tax subsidy. The others are
Admiral, Unitime, and Quality.

The CHamMAN. Thank you very much.

Senator McCartay. I know Hamilton, but what about the others?
Are ﬁheg independent producers? What kind of watch companies
are the; .

Goveymor Pamewonsky. I think they are subsidiaries of the large
manufacturers here, sudsidiary of Hamilton, subsidiary of Bulova,
subsidiary of—

- Senator McCartary. Most of them are subsidiaries.

Governor Parewonsky. Most are subsidiaries. We have a few in-

dependent companies too. . :

enator ANDERsON. That is interesting. When you brought them
in you %tove them this exemption on the basis of need. Was Hamilton
Watch Co. in such bad shape? -

Governor Parewonsky, No, They bought the firm from the people
that owned it first. I think there was a gentleman that came in and
established Standard Time, a small operator.

Senator ANpersoN. Heis not a subsidiary ¢

Governor Pamrwonsky. Not at the time when he got it, sir.

Senator ANDERsON. If it was on the basis of need and the need no
longer existed why didn’t you cancel it #

overnor Parewonsky. The need existed because he showed a loss
for the first couple of years of operation, and his production did not
reach the peak which it has reached today. )

Senator AnpersoN. When did you give that exemption ¢

Governor PArewonsky. In 1959,

Senator ANpErson. That is fine. Now let’s talk about 1959. You
listed the number of watches and U.S. watch consumption..

Governor PAIEWONSKY. Yes, sir. '

. Senator ANDERSON. At about 25 million in 1959.
...GQovernor PATEwoNSKY. Yes,sir. . C
* Senator AnpersoN. That increased to 84 million in 1965,

Governor PArewonsky. Yes, sir.

Senator ANpeRSON. About a 40-percent increase.

Governor PATEwoNsKkY. A 25-percent increase,
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-Senator AnpersoN, Twenty-four to thirty-five— ,
Qovernor Paiewonsky. No, not 24. I think I mentioned——
Senator ANDErsON. I used 24. That is sufficient, is it not?.
‘(Governor Parewonsky. Theso figures were taken out of the official
Bureau of the Census. :
Senator ANpERsON. I won’t argue with you about it. I will have
our staff prepare this, : e
- Governor Parewonsky. On page 2, in 1965, there was a rise of over
25 percent from 27,353,000 units, :
enator ANDERSON. I recognize that.

Governor Parewonsky. To 84,354,000. .

Senator ANpersoN. Can you go back to the figures I was trying to
use, that there were 24.8 million watches consumed in the United
States in 1959,

Governor Parewonsky. Oh,in 1959. :

Senator ANDERSON. And it was raised to 34 million in 1965. I said
that was about 40 percent.

Governor Psiewonsky. Yes, I didn’t hear you. T thought you
said in 1 year. .

Senator AnpersoN. How about the Virgin Islands? In 1959 they
had 5,000. In 1965 they had 3,600,000, or 72,000 percent. Is that
comparable? Tell us about that, will you?

Governor Paiewonsky. You will have to check with the watch
companies, sir. ~

Senator ANpErsoN. All right. But you said that this fellow came
in there, this small watch company, and had all these problems at
that time. He couldn’t have been very heavily in there with 5,000.
watches. -

Governor Paiewonsky. Not if he only produced 5,000 watches. I
don’t think he could even have existed with that.

Senator AnNpersoN. Wasn't that your testimony, that he needed it?

Governor Parewonsky. You asked on tax exemption. They are
two separate things, On the tax exemption, our law said that any,
person that is employing—I don’t know exactly the number of per-
sons—and invests a certain amount of money to ocreate employment,
and if he can show need, that he will be given tax exemption from
property taxes and other taxes. : ‘

enator ANpErsoN. And you said this firin got tax exemption.

Governor PaiewoNsky. Yes.

Senator ANbperson. In 1959,

Governor Parewonsky, Well, the tax exemgtion, they go before a
tax incentive board, and they hold hearings and they bring their testi-
mony in and the balance sheets, and on the testimony that they give,
the board votes whether this firm is entitled to, under the law, to tax.
incentives, and evidently this is what happeneci at that time,

Senator ANDERSON. Are you going to supply the material that Sen-
ator Williams requested ? ‘

Governor PatewoxNsky. Yes, sir.

Senator Gore. I have seen a telegram which indicates that the pro-
duction per employee in the Virgin Islands is far in excess of the
production per employee in the continental United States. Now this-
production per employee, I take it, is the number of watches assembled,
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the number of watches completed. = For instance, you have 600 or 800
employees that prodiice 8 or 4 million watches, produce, assemble or
whatever you do. Now, could you explain to me the difference in
the actual labor on watches, say, in New .-York and in the Virgin
Islands? . ' '

Governor PPaiewonsky. I am not conversant with what they do in
New York, but I know in the Virgin Islands when some of the watch
companies started, they brought in subassemblies, and they would put
together maybe several subassemblies into a working unit.

enator Gore. How lon%does it take a worker to take what you re-
ceive from Japan or from Switzerland or Germany or from whataver
source—how’ many hours and how many ‘minutes of labor on the
average is involved in assembling these instruments? A

Governor Parewonsky. I am not conversant with the watch indus-
try to that extent. -

Senator Gore. Somebody ought to know. '

Governor Parewonsky. But you do have members of the industry
ri%ht here who can give you this information. What I do know——

Senator Gore. Would you mind—excuse me, complete your state-
ment.

Governor Parewonsky. What I could give you, I know that we
have made a calculation based on the cost of labor that goes into the
watch from the various firms, and it ranges from about 45 cents up to
$1 Iper unit, depending on the type of assembly that is being done.

n other words, there are some firms that do the complete assembly.
They take all of the parts that go into a watch, and they put it to-
gether. Other firms just put together subassemblies, and putting in
subassemblies, of course, there is less labor.

Our law in controlling the quota places emphasis on labor, so that
more labor is put into the watch so that the benefits to the Virgin Is-
Jands would accrue from the 801 indirectly through the amount of
Iabor that is paid per unit into the watch. But, the question of the
comparison of what it would cost to assemble a watch in New York
and the period of time, I think this can best be answered by people of
the watch industry who will be testifying here.

May I say one other thing. That thé wages paid to the persons in
the watch industry in the Virgin Islands, we have tried to make them
pay high wages, because we are trying to get a segment of the popula-
tion trained in this as skilled labor. My understanding is that the
labor pay is $1.60 an hour, and it is considered a very good paying occu-
pation in the Virgin Islands for this segment of the population that
normally cannot get this type of employment, and that is the women.

Senator Gore. Please understand that my questions do not indicate
g_n lgck of sympathy with employment opportunities in the Virgin

slands.

Governor PaiewoNnsky. Yes. :

Senator Gore. I know how badly jobs are needed there, everywhere
as a matter of fact. :

My questions are elementary, and I must apologize, Mr. Chairman.
I have a meeting of the Senate Foreign Relations Committee with
Secretary Ball at 10, and I must leave. But I wish that the chair-
man would direct the staff to prepare these comparable figures. I
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would like to:know;, for instance, if this per unit labor cost includes
the salary of management. We ought to get this broken down in com-
;Imrable terms with respect to these various locations, because the best

" can make of it, and again let me say it is only preliminary, what we
have here is a fight over who is going to get the benefit of the tariff
concessions. I may be in error about this.

Governor Parewonsky. Mr, Chairman, may I say this. -

- Senator AnpersoN. May I first ask the reporter to note in his notes
here the request that Senator Gore has made. I will ask the staff to
supg}y the record with the information re&uested by the Senator.

.- (The information requested by Senator Gore regarding comparable

figures follows:)

MEMO PREPARED RY THE STAFF OF THE COMMITTEE ON FINANCE

Ou the basis of information furnished the staff, it appears that the value of
labor included in assembling or producing a watch in the insular possessions
of the United States ranges as follows: Guam (5 companies), 85 cents to $1;
Virgin Islands (16 companies), 33 to 40 cents up to $1.56 with one company
reporting labor costs as high as $3 to §4 per movement,

Governor Paiewonsky. Mr. Chairman, may I just say this for the
benefit of Senator Gore. That in giving the allocation on quota, we
have taken exactly what you have said into consideration. No salaries
of the executive staff or office staff enter into the picture. It is only the
people who are actually working on the watches, and even the tech-
nical people who are brought in to teach them, whose salaries may
range to about $10,000, we have limited this to the social security
figure, so that our law definitely includes only the question of social
security payments of the actual persons en%aged in the production of
the watches, and does not include managerial and office. ~

Senator (ore. Ang this amounts on the average to how much per
instrument ?

Governor Parewonsky. This amounts to—it ranges in different
areas, depending upon the amount of work that is performed—from
about 45 cents per unit up to a little over $1 per unit.

Senator Gore. I must admit surprise at my rough calculations that
in Guam it amounted to about 30 cents per instrument.

: Governor Parewonsky. Maybe the labor costs in Guam might be
ess.

Senator Gore. Yes.

Governor Parewonsky. I do not know, and maybe they are putting
together subassemblies.

enator Gore. But the comparison between 30 cents and 45 cents is
still not— '

Governor Parewoxsky. I know. .

Senator Gore. We are not talking about big amounts.

Governor Paewoxsky. I know that we do have the figures from the
Virgin Islands, and we can give you these.

Senator Gore. Thank you, Mr. Chairman. _

Governor Parewonsky. We can give you the payroittoo.

Senator ANDERsON. Senator Bennett.

'Senator BeNNETT. I am curious, Mr. Chairman, Is there any at-
tempt made to guide the total production among these 16 producers, or
does each producer produce as many watches as he can sell, and then
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when the total reaches 9 percént of the domestic market, according to
your testimony, then the $2.50 charge goes against everybody? How
do you allocate? - : Y e
overnor PAarewonsky. - The allocation is done on the basis of taking

two important factors into consideration. Each of the 16 companies
are given a quota. It depends upon their payroll based on the actual
labor that goes into the Eroducmon of watches, and this is given the
weight of two-thirds, so that the weight of labor is important, and one-
third is given to the factor of the number of units that the company
ships. I can give you a breakdown and leave it with your clerk as to
the total allocation of the units, the 3,500,000—approximately—units
that is allocated to each compan{.

Senator Bennerr, It is an allocation made between the companies
themselves or is it officially set by the government$:
~+ Governor PAEwoNsky. It is set by a board. They submit on a
form, with an affidavit saying that this is correct, their gaimlls, and
it is audited, and the number of emg)loyees is checl’ced, and the number
of units. We get the information from the customs, and on this basis
the allocation is made.
_ Now this can very well change as it has changed, depending upon
the amount of work done on each watch, and most of the companies
rather than putting subassemblies together are all Froing toward the
concentration of building the watch wheel by wheel or part by gart',
so that the maximum amount of labor goes into the production of the
watch, and this is what we are encouraging by our law.

Senator BEnNeTT. The organization you call the “Board” is an
official organization connected with the government of the islands?

Governor PAarewonsky. Itis;yes,sir. ‘ A
~ Senator Bennerr. This is a case of governmental OK’s. That is
all, Mr. Chairman.,

Senator ANDERSON. Senator Ribicoff.

Senator Risicorr. No questions.

Senator ANpErsoN. Senator Dirksen. , '

Senator DmrkseN. Mr. Chairman, I would like to get some basic
information. If the Governor doesn’t have it, perhaps somebody else
can respond. I see in the House report, or in your statement, that in
the current year, which would end in March of 1967, you believe the
American market will consume 86 million watches; is that.correct$

Governor PAIEwOoNsSKY. . Yes, sir. , \

Senator DRrseN. I don’t know if that figure means very much un-
less we take a better look at it. How many of those watches contain
movements that are made in the United States? )

Governor Pamwonsky. Based on the import figures that I have
given here, I think 50 percent of these would be imported from foreign
areas, 40 percent would be produced in the United States, and about 10
to 11 percent in the Virgin Islands or in the territories, ‘

Senator DresEN. So only 40 percent contain movements that are
made on the U.S. mainland.. L L et e

Governor PArewonsky. Yes, sir; but if the Virgin Islands was not
in the picture, the statistics misght move instead of 50 percent, the for-
eign shipments to the United

tates might go up to 60 percent, foreign
and the domestic manufacturer would sstil]g Eg.pgrqent,.f o

remain at.
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* Senator DirgseN. O1 the 40 percent, how many of those are Swiss
movements$ i : '
* Governor ParewoNsky. You mean of the 50 percent,? L

Senator DmrseN. Or 40 percent, whatever it is, whatever is in excess
of whatever ismade in the United States.

Governor Paiewonsky. You mean what part of the U.S. manufac-
ture is Swiss movements ?

Senator Dirsen. Yes, ) ,

Governor PArewoNsky. I cannot give you that. Maybe someone
else can give you the answer, sir. A ]

_ Senator DirkseN. And you don’t know how many are made in
Japan, : ‘
- (Governor Parewonsky. No, sir; I do not know that. S

Senator DirrseN. How many watch movements made in Switzer-
land come to your island for assembly ¢

Governor Parewonsky. None.

Senator Dirgsen. None? ,

Governor Parewonsky. No, Switzerland has a tight control on the
manufacture of watches, and I am told by the watch manufacturers
that they are unable to secure any parts from Switzerland. They have
to buy_tlZeir parts from France, from Japan, from Czechoslovakia, and
other European countries.
~ Senator Dirsen. Now you actually—

Governor PaiewoNsky. You can verify this by asking some of the
other watch manufacturers.

Senator DirrseN. You actually make watch movements in the Vir-
gin Islands?

Governor Paiewonsky. We only assemble them, sir, )

Senator Dirrsen. No manufacturing of parts or subassemblies?

Governor Parewonsky. Not at the moment. We do not manufac-
ture. 'We just assemble them by putting the parts together to make a
watch movement.

Senator DirkseN. Soyou get parts from France!

Governor Pamewonsky. We get parts from France.

Senator Dmrksen. From Japan

Governor Paiewonsky. From Japan.

Senator Dirksen. How many do you get from Japan ¢

Governor Paiewonsky. I do not have the statisties on that, but I
am prétty sure that this is available and we can secure it and make
1t available to your staff.

(See p. b, table 8.) :

Senator DirkseN. And how many do you get from the watch plants
in this count;y? : A

Governor Parewonsky. I think some of your watches, the major
raanufacturers are now in the Virgin Islands, like Hamilton, Bulova,
and Benrus, and I think they will be sending down parts of their
manufacture, the items that they manufacture for assembly, assem-
bling with other parts. '

‘Senator Dirrsen. I see you get some from the Soviet Union. Here
is a sheet relating to the value and source of Virgin Island imports
of watch products. It shows for 1965, 686,000 from the Soviet Union.
Are you aware of that$
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Governor Parewonsky. Yes, sir. It was brought to my attention,
and we were told that as long as the U.S, Customs does nothin
against the importation, and there is no ban by U.S. Customs, an
we have U.S. Customs in the Virgin Islands, that this is permitted.
It is permitted in the United States, it is permitted in the Virgin
;[gslan 8. If there was a ban against it, we certainly would prohibit
it.

Senator Dirksen. Now, I have been going through an awful lot
of literature on this watch business. - They talk about pin lever and
some other type. TWhat is the difference? :
~ Governor Parewonsky. All I know about watch movements is what
I have learned in the Virgin Islands since the watch companies have
come there. The pin:level movements I understand is a very cheap
tyge of niovement. There are no jewels.

enator Dirkson. No jewels?

Goveri.or Paiewonsgy. No jewels. It is not a jewel movement,
and there are some with some jewels, but the main Swiss watch and
what we produce in the Virgin Islands are the 17 jewel watch, and
there is a duty, of course, cn the 17 jewel. B

There is also a 21 jewel watch, and the duty on this is, I think,
$10.50, about three times the duty on a 17 jewel watch. But very
few of these enter the United States because the industry would Lring
in a 17 jewel watch from Switzerland, and up-jewel them here by
adding the five additional jewels at a cost of iaybe a little over $1,
so that in this way they just pay the duty that is assessed on a 17
jewel watch, v |

I am not as familiar with this industry and trade except from
what T have learned from the watch people in the Virgin Islands, as
a result of their being there. '

Senator Dirssen. When we talk about watches, I presume we talk
about all kinds of watches, the different kinds of watches that are
bought for the children at Christmastime which only last—I presume
you mean Mickey Mouse watches and all these other things that you
see around, or doesn’t it include these?

Governor Parewonsky. I don’t think it includes those, Senator. I
am not sure. I would have to check with the Census Department that
has given the figures on watch consumption. But I don’t think in a
real sense that they are considered watches.

Senator DIrgseN. It seems to me we ought to be a little more precise
in the terms we use here, if we are going to understand what this is all
abo 't. When you talk about watch consumption, I just think of all
- wat. hes lumped together. - All I know about a watch is to look at it
and see whether it tells time, and if I wind it, it runs and if I don’t
wind it, I go to -a jewelry shop. But when you say watch
consumption— - _

- overnor Parewonsky.. I am in the same category as vou, Senator.

Senator DirxseN. I-.wondered if it meant all these very cheap
watches of all kinds that are sold. What is the guiding line? Gov-
ernor, if you can’ tell us, it is perfectly all right. I sympathize with
you, because I couldn’t tell either. . But I hope, however, the next wit-
nesses will give us a little fill-in, I would like to see the background
of this thing. Now I run into information about American watch
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companies where the Japanese have an interest. I don’t know if it
is true or not, but that would throw it into quite a different category,
it would seem to me, or if there are American watch companies where
the Swiss have an interest. : : :

It looks to me like you would be meeting yourself coming back if
you tried to do some good for the domestic watch producers and sought
to conserve the watchmakers’ skill that I have been concerned about
for the last 10 or 12 years, and I have fussed with every Secretary of
Defense and every head of the Office of Production Mana ement, and
even with the President, because I didn’t like to see those watch-
maker skills disappear.

You can employ them, of course, on proximity fuses and missile tim-
ing devices, but it seems to me we ought to ﬁreserve those skills, and
in _order to do it I think we have got to see the whole picture.

Now, more than everything else, and I am saying this for the benefit
of those who are going to testify, I hope they will be able to tell us
whether or not we have watch companies here that own a part or all
of a watch company in Switzerland or Japan. That is a very perti-
nent question, because I have a friend who is in the children’s hosiery
business, and when he couldn’t make it go against cheap foreign labor,
he went over to Japan to buy a couple of plants. He didn’t succeed,
so then he went to Germany and France. He thought, “If 1
can’t make it here with a profit, I will go and buy a plant over there,”
but for all practical purposes you import those products, and I don’t
know that you do the American market an%particular good so far as
the stability of our economy is concerned. But I will just skip it now.
But I hope somebody is going to tell us about this. I can’t get this
comflicated business in my mind. This is almost as fascinating as a
$3 alarm clock. You take it apart and there are parts left over when
you put it back and it still works.

Governor Paiswonsky. I will say this, Senator. There has been
consideration by the Tariff Commission in cutting the tariff in half.
I believe if the tariff is cut in half, I think a good number of the watch
companies in the territories would not be able to make a profit and
would eventually either have to go into some other type of manufac-
turing or close shop. -

Now, what you have just mentioned here about training watch-
makers here in the islands; we are training them. Virgin Islanders
are American citizens, and if the territories are denied participating
and working, producing watches, the only thing that this will do will
increase the number of foreign watches that will come in here; and
the labor component parts, which now is left in the territories to
enhance the territories and to assist in developing the skills, will then
flow back to the foreign area, which is a point that you have just raised.

Senator Dmksen., Governor, I am not unsympathetic, because if
you can’t make it down there and keep the people working, we will have
to give you some foreign aid or some other kind of aid, so it is going
to cost us any way. : I

“Governor Parewonsky. It is preferable to give it in this form.

‘Senator Dirksen. I would say. so. o
* Governor Parewonsky. This form of aid, and I think that is what
the Congress intended when they passed—except that we in the Virgin
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Islands or in the territories should handle this.in such a& manner:that
we get the maximum benefit for the people:of thé island rather tlian
whatever money is made will go into'the pockets of individual groups,
and.this is what we have been concerned with.- = . -~ - - - .=
- Senator DirkseN, I hope we find out who'is helping who 4nd how
and what. T e R IHE CEE
. Governor PAarewonsky.:I'amconcerned mainly with the 830 people,
around 800 ‘pérsons, usually of the section of thé labor ‘force that-is
very difficult to find jobs for of this nature, in this category of pay,
whieh' is very good, $1.60 an hour, v - 0 S T D

Senator Dirksen. If 800 people put out as many watches as this
sheet’indicates, théy iust be terribly-efficient, but we will: find out
about that later. - 0 oo e e I

Goverfior Pargvonsky. I am told that they are adi efficient as thé
peo}l)(le up here, and what we are trying to do is'to get them to do more
work on the watch so that-for the same number of units we will employ
maybo & thousand persons. - S SR S S S

Another factor is this: We ‘have tried to control the industry in
such a manner not'to make people believe that this is uncontrolled and
you can have 8,000 people employed, because then we would have a
very, serious situation in our hands,if & cutback should come at a later
date dueto the market or due to Congress imposing a cut in the ceilin
or quotas. This would credte unemployment. It would be very diffi-
cult to take and replace these persons working now at $1.60, to find
comparable jobs with their skills in other industries. -So, we would
hdve a problem on our hainds. That is why we have controlled it for
the last year and a half or two yeéars. = ,

We have put a ceiling and tried to control it in the manner that we

thought was legal, but the courts, the local court has ruled against us,
and we have aps)ealed it to the Supreme Counit. Maybe by your
amending this bill, you can put on a quots, and so forth, which would
then rhake it legal and we can then regulate this.
. Senator DirkseN. The House report indicates they have a very real
concern, that if watchmaking becomes entrenched in the Virgin
Islands, in Guam, Samoa, and elsewhere, it could have quite an impact
upon the domestic industry. That is what they say. I have to find
out. But that is the end of my questioning except one thing wholly
unrelated to watches. . ‘ . '

Is the Virgin Islands government still in the rum business ¢
. Gtovernor Parewonsxy. No, sir. The Virgin Islands is still manu-
facturing rum, but the government is not in the rum business.

Senator DirkseN. Is the rum business good .

' Governor Paewonsky. It is improving. It has not improved as
rapidly as other segments of the liquor business, but it is good.

Senator DirkseN. Thank you. : . ’

" Senator ANpErsoN. T have just one question on this. You talk about
many people being put out of work. The Department of Commerce
has a report here which says, “The economy of the Virgin Islands par-
ticularly from its 1960 levels is booming. Production has more than.
doubled and export of watches is five times 1960. -There are more jobs
for adult Virgin Islanders and about 8,000 temporary alien workers.”
You have to import about 8,000. If you have to do that, what is

the jeopardy to your own people?
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Governor PaiEwoNsky. The typeof jobs that they are imported for
is' first and. mostly in-construction or in: the service industries. ‘We
have: ¢reated a tourist tradé and developed:the tourist trade;, and we
have gone-int6 construction of: schools and hospitals and other seg-
ments; and this is required, and we also have on ‘hand now two large
plants that are under construction, one by Harvey Aluminum and
onie: by Héss, and -we ‘do not have the trained skilled builders in the
Virgin Islands,’ -~ o R L
 We'are training them as fast as we can, and they ‘are taking the jobs
as fast us'they becomé available. Butwe have to, if we want plants
bitilt; we' Have to bring in’ persons either from the mainland, Puerto
Rico,'or frém thé nearby British islands. - S DR o
- Seniitoy ANDERSON. ‘Senator Long. - - S o
© The ClstrMaN. Governor, as you know, I have been a friend of the
Virgin Yslands.’! It seems to me, generally speaking, when you have
brought s problem to me I have been 'sympathetic with it.

Governor Pargwonsky. Iknow that,sir. - - :

' The CiatrMAN. And in some instances I have carried the ball for the
Virgin Islands on some of your problems, and I don’t care to hurt
them. I would like to see the Virgin Islands pro‘s?er. ‘At the same
gime I want'to be fair to the American people and fair to the islands.

"ol say ‘you have got a'$2.50 production tax on these watches?
xovernor Paiewonsky. ‘Over and above the quota which we figured
on &’'one-ninth basis. -

'~ The CuamrmMaN. You mean any watch produced over that quota
bears & $2.50 tax. , L '

Governor Parewonsky. Any manufacturer that wants to produce
over that and ship to the United States must pay the $2.50. There is
also a 3 cenits tax which we use for administering this quota, to pay the
¢lerical help, the staff, and so forth. .

The GHAIRMAN, How did you arrive at that $2.50 figure to judgo
that to bethé properlevy? - - - 4 o
- “Governor Paiewonsky. We figured that it is very close to the duty
that is imposed on the units that are shipped, so that any person that
wants to bé in business in the Virgin Islands, to go beyond the quota,
he will be practically paying the import duty.

The CHAIRMAN. at i3 the full duty ¢ ,

_"Governor Parewonsgy. I think the full duty is close to $3.

The CitAtRmMAN. Itisaround $3. S ,
. Governor Paewonsky. It varies on watches, depending upon the
jewels, I imagine. . , , .

The CuairMAN: Right.” Now based on a letter I received from the
Governor of Guam, it appeared to me by ofthand arithmetic that the
labor’ component ‘being added in bringing watches in worked out to
around 21 cents per watch. Does that square with your estimates of
}V{I!l.t dtl;e actual labor component in assembling these watches is in the
isiands .o . . ‘ . ,

Governor Paiewonsky. No; we have an actual figure which we have
gotten from the payrolls, because our quota is based on payrolls of the
persons actually working in production of the watches. It does not
mclude the clerical help or the administrative staff, and it is based also
on the social security level. . . _ .

In other words, anyone paid above that it is not taken into account.

t5-536—06——4
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:‘The CramrMaN. Can you give me your figure? What do you esti-
mate the labor component for-the.average: watch to be? . In.other
words, if you take the number of watcheg.that the average w.or.kingg)er-_
son assembles in an hour, and then take that number and divide it
through by the wage, the Ilourly wage that worker is making, what is
the labor component on these watches? . . e ' ,
Governor Parewonsky. The labor component differs for different
companies. It ranges from about 45 cents to over $1. . The smaller
companies, in some of the smaller companies there, the cost per unit is
a little bit more. It depends on what they do to the watch. If they are
just Yutting a few subassemblies together, the labor component is very
small. If they rebuilt the watch, putting each component part, into -
the watch, eaci little wheel or whatever goes into the movement of a
watch together, then the persons Futting- this together would: take a
longer time and the actual cost of the labor component in this must
rise to a figure of close to $1. The average that we have so far of all,
taking totals, a.vera%‘e}? out to between 65 and 66 cents. : .
The CratrmaN. The reason I ask that is this. The thought.that
occurs to me is that one fair answer to the problem might be to require
that this value-added component be perhaps as much as 50 percent in
terms of labor and actual administrative payroll in the islands. .
Now, if you did that, you would have more employment, provided
that these watch manufacturers could meet that requirement.. That
would mean for the fellow that has got the 45 cents value added in
terms of labor, that he would have to do more fabricating. He would
have to do more assembling, that is. He could still buy the:parts, but
he would have to, as you indicated, put in the flywheel and do some-
thing more to the watch than just screw together a subassembly. N
Governor Paiewonsky. This is the bagis of our control in setting
the quota. OQOur requirement is that two-thirds of the weight is given
to the payroll that actually goes into making the watch, and one-third
is calculated on the basis of the units shipped. This is how each in-
dividual watch corporation receives their quota, on this calculation,
doing exactly what you are saying. . R C
. The Cuamaan. My thought about it is that if the value-added com-
ponent represented about 50 percent of the difference in the tariff, that
the kind of quota that you are suggesting might be fair. And, of
course, I still think that the case can be made that Guam and even
Samoa ought to be treated equally, and that they should share at least
to fome extent in the quotas available, provided that they can meet the
value-added requirement. o o
Now, I personally find very little sympathy with this thing, of
letting somebody evade a $3 tariff by screwing on the back on these
watches, A person with normal intelligence knowing how to find his
way in and out of that plant should know how to learn that in about an
hour, taking two parts and screwing them together. :
Governor Parewonsky. That is right. o
The Craraan, If that is all there is to it, for the life of me, I can’t
see why we ought to permit that as a loophole to our tariff laws.. This
provision.of 50 percent value added, as T understand it, was put into
effect on the theory that the’islands were actually going to add 50
percent to the value. It sounded good at the time, and then when it
goes into effect and we start administering it we find that the 50 percent

is made up principally by the markup.
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Governor PArewonsky. Yes. - L

The CrammaN. Which is just-a matter of charging more for some
?arts_ that are brought’in, more:than the .cost to bring them in here,

f that is all we'are doing, it is just a subterfuge and it seems to me it
hasno place in the law, | "

My sympathies in the matter would-tend to say insofar as you are
E':viding emp’lo%ment and _insofar as you can provide legitimate

ctions,:fine. - ‘But I should think that you ought to have to add
about 50 percent tothe value in'terms of actual labor, accounting, book-
Keeping, supervision, whatever it is that actually goes into doing some-
thing to assemble these watches, rather than simply a gesture such as
adding a strap to it and calling that an assembly.

Governor Pamewonsky. I agree with you that more should be
done, and this is what we have written into our law to compel them,
if they want a larger quota, they would have to compete. Otherwise
they lose. The companies that are putting more labor into it will ﬁet.
the larger quotas and there are a number of companies now doing this
in the Virgin Islands.

Tl;e CHARMAN. Your law in the islands actually has that standard
init :

Governor PArewonsky. Yes. .

The CHamrMmAN, Does it? The quota would depend upon the
amount of labor that they put into it. I understand that two-thirds
of your allocation is based on payroll and one-third is based on past
ex&erlence. o ) ‘

overnor- PATEwWONsKY, Yes, and the i)‘a,yroll is based only on that
segment of the payroll of persons actually engaged in assembling the
watches, and does not include, as I stated before, office or the adminis-
trative salaries, and even the actual work ; I mean the persons working
on it are limited to the social security limit, :

The CrAmRMAN. May I say, Governor, that I personally, and I think
I speak just as an average member of this committee, have no interest
whatever in just making some entrepreneiir, some businessmen rich by
finding a loophole in our tariff laws.

Now, I am interested in helping the Virgin Islands, Guam, Samoa to
raise their standard of living and honorably and legitimateiy provide
for the needs of their people.

Thank you very much. That covers the point I had in mind.

Governor Parewonsky. Thank you.

Senator ANpERsON. Senator Hartke.

Senator Hartre., Governor, where would these watches be made, if
they weren't made in the Virgin Islands? Where would they come
from? Would they come from U.S. production, do you think?

Governor Parewonsky. We think and we believe that the Virgin
Islands watch production has opened up a new market, so to speak.
It has brought a 17-jewel watch into the range of the cost of a person
giving a gift of a fountain pen at a graduation or some birthday or
something like that. A youngster now can buy a 17-jewel watch, and
from the statistics that I have given in my statement here, it will show
that most of the increases in watch sales which are in the comparable
area of the same price range came from European countries, foreign
watches. R L ,

- I-do believe that if the watch quotas -are cut substantially from the
Virgin Islands, that this will not benefit the domestic: manufacturers;
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but that the amount of watches that has been.cut. will come from for-
eign countries, because they-are the big: competitors. of ‘your domestic
manufacturers, : . . . Co T R
- Senator HarTe®, Are most of the watches made in-‘the Virgin
Islands inexpensive watches . N L
.. :Governor Parewonsky. They areall inexpensive watches. -
Senator HArRTKE. What is the maximum wholesale price? - . . .
" Governor Paiewonsky. Well, you have. members .of:the watch
industry here, but it is my‘understanding:that these movements sell
to the -trade in:- the United States that will then case them and sell
them for around $6 or $6.50 for themovement. - . -+~ . . ..
Senator HARTRE. And what is the ordinary retail price?. - . -
<. Goverrior - PAIEwONsKY. Retail,- my :uriderstanding is around $12
to $14. - They might sell -for moré, depending on what:type of case
they are:put in,¢but.normally,7if‘t'hey are put:into-a’standard inex-
pensive case, they would sell in the ranp}v‘e of, I'believe, $12.to $14.. Buit
you do have members of the industry here that can give you specific
answers to that. C
Senator HarTke. Your contention is, as'I understand it, that in
the event that there is a substantial cut in imports from the Virgin
Islands, or if the Virgin Islands in effect.is eliminated from this
production,: that instead of the watches being manufactured inside
the United States, they: would be manufactured in the foreign mar-
kets and shipped in, is that right? Is that your contention ¢
Governor Paiewonsky. This is my contention and my belief.. -
Senator HarTgE. The net result, then, would be that these people
who are working in the watch industry in the Virgin Islands would
have to find other employment on the island, and there is limited man-
ufacturing there, is that true? : -
Governor Parewonsky. This is correct, especially for this type of
skilled person now. e ‘
The Cramrman. If I might just butt in there for a moment, assum-
ing that those watches would be brought in and tariffs paid other-
wise, just looking at what your payroll is on those islands, it looks to
me as though we are foregoing $12 million in tariffs in order for your
people to make $2 million. 1 should think it would be better just to
put them on welfare. _ o
Governor Parewonsky. I don’t think that this is the only. contri-
bution they are making, because I think there are other considera-
tions to this. There are plants. -There is shipping. There are a lot
of other things that go into it, plus their taxes. And most of the:
companies, 12 of the companies aré paying taxes. .
The CHAIRMAN. Are your eogledoingtheshipping?
‘Governor Parewonsky. The shipping companies. :
. 'The CHaryMAN. But those are not necessarily American shipping:
companies. Foreign lines carry most of these watches. ’
Governor Pamewonsky. No, Pan American. They are mostly
shipped by air, I think. Pan American is a direct flight that comes
in , .

The Cuatrman. We don’t have to subsidize them. They can make
it on their own, and they are doing very well. The insurancs, it is:
not your insurance companies that we are trying to help here.

Governor Parewonsky. But, I would say this, Senator. That a
number of the watches on which you have calculated duty normally
would not be manufactured and come in and pay this type of duty.
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am talkiiig about the 21-jewel watches, of which:there are a substantial
number. These dre imported’ from Switzerland, say, directly here,
and up-jeweled, and the up-jeweling of the watches here costs maybe
$1.20, and the duty is about $3, so it 18 $4 to up-jewel and pay the duty,
rather than $10.50 duty. ,

The CHAmRMAN, That is a small p;:centage of the watches, as I
understand it. The tariff there would be $10.75. :

: Governor PAIewoNsgy. Yes, = , o '

The CeHAIRMAN. So, it is even more striking what the difference is.
But -as I say, I want the Virgin Islands to prosper, and insofar as
they need some help I am willing to vote for something to help them.
But, wouldn’t you admit if the shoe was on the other foot and you were
trying to help-us that that is a rather expensive way to do it—to lose
$6 for every dollar you make? ;

Governor Parwonsky. I think the benefits, and this is one of the
things that we have been looking into and considering, that is the
reason why we felt that none of these watch companies should be given
tax exemption, and I think the Secretary of Interior has written this,
and I have denied all applications, and if I have the power to do it
without being reversed%y the courts, I would annul all tax exemp-
tions. There are four firms that get it now. They were established
early, but on this basis the commensurate benefits to the Virgin Islands
would be at least 50 percent or more of the duty that is foregone.

But, there is another thing too. Maybe these watches that are com-
ing in now, on which we are not collecting duty might not come in,
because then someone else might bring in a fountain pen or some other
gift in this range. We have created a new market, a completely new
market, as you can see from the statistics. I think these watches are
sold in drugstores, in discount houses, in all of the other areas other
than jewelry stores. Maybe some jewelry stores too.

The CeEAmRMAN. My reaction would be that it would be much
better for both of us if we just called this whole deal off and make the
$12 million and split it with you, give you $6 million instead of the
two that you are making now.

Governor Parewonsky. But the point is that you might not make
the $12 million. I don’t think that you get the $12 million because I
don’t think that the watches would be imported, the type of watch
that we are shipping would be imported into the United States. I
think your imports of this quality, especially the 21 jewel watches,
they certainly would not be imported. 4

The Cmamryan, What percentage of your watches are 21-jewel
watches? e :

Governor Parewonsky. It is my understanding that it ran about 20
percent. Idon’tknow. - _

.The CHAIRMAN. But on those 21-jewel watches, we are not losing
the $3 in the tariff you are talking about. 'We are losing $10.75.

Governor Parewonsgy. But that is ths point. You wouldn’t lose
that because they wouldn’t come in. They would not come in, Sena-
tor. ; These watches would not corne ii. '

- Senator AnpEnrsoN., I just want to finish up where we started awhile
ago about these 16 manufacturérs, 4 of whom get protection. ‘The
court which in your case decided against you said:

It would seem to the court that if four other watch manufact:.rers who receive
tax exemption and subsidy certificates have been deemed to promote the economie
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‘welfare of the Virgin Islands, the plaintiff as long as it has fulfilled all its statu-
tory requirements should also be deemed to promote the economic welfare of the
Virgin Islands and should thus be granted tax exemption and subsidy certificate.

. -Now, it is your testimony that you disagreed with the courts and

appealed this case? ' ' - ‘ *

- "Governor PAIEwoNSKY. Yes, sir. = - TS ~
Senator ANpERsoN. You don't believe that if 4 get it, the 12 should ¢
Governor Parewonsky. No, sir; I don’t think they are entitled to

it and I don’t think it will be violating the very principle that we just

discussed. The Virgin Islands government will not be receiving the

commensurate benefits, - ' I

.. What we are trying to dt) is to upgrade the quality of work by pay-

ing higher salaries to the workers, making them go deeper into the

type of production, and not just put two or three units together but
méake them do the entire assemblyinthe Islands. =~ ..- =~
“Senator ANpERsoN. But thathas no connection with this.

- Governor Parewonsky. And pay theirtaxes. . . ..

. Senator AnpersoN. That has no connection with this. Sixteen man-

ufacturers are down there. o S
Governor PAlewoNsky. Yes., :

"~ Senator AnpersoN. Four of them get a special break, 12 of them do

not. My question is, Why don’t you give to the other 12¢

Governor Parewonsky. Why? :

-.Senator AnpersoN. Yes. : ,
_ Governor Parewonsky. Because I don’t think they are entitled to it,
sir.

Senator ANpERsON. The first four aren’t either then.

Governor Pamrwonsky. In my judgment, they too are not entitled
toit.

Senator AnpersoN. The court——

Governor Parewonsky. The district court has been reversed about
90 percent of the time by the Third Circuit Court, so why should I go
by what a judge of the district court says when he is reversed 90 per-
cent of the time, and we have the right to appeal which we are doing.

Senator ANpErsoN. Now, we get down to general contempt of the
courts. Are there additional questions? Thank you very much,
Governor.

Governor Parewonsky. Thank you very much, Senator.

Senator AnpErsoN. Mr. Sinkler.

STATEMENT GF ARTHUR B. SINKLER, CHAIRMAN OF THE BOARD
AND PRESIDENT OF HAMILTON WATCH CO., REPRESENTING THE
HAMILTON WATCH C0., ELGIN NATIONAL WATCH C0., STAND-
ARD TIME CORP., AND MASTER TIME, INC.; ACCOMPANIED BY
PAUL F. MICKEY, COUNSEL FOR HAMILTON WATCH CO. AND
ELGIN NATIONAL WATCH CO.

Senator Anperson. I would like to ask one question before we get
started. Regarding the 21 jewel watches, the Governor thought about
20 percent are imported into this country. Would that be your figure?

Mr. SinkrLer. I would like to find out exactly what quantity comes
from the Virgin Islands. We can calculate it very quickly. The
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answer is very few watches are imported into the United States with
over 17 jewels. o o ‘ e

Senator ANpErsoN. I thought it was very rare that a 21 jewel watch
came in from the Virgin Islands. He said 20 percent. ‘

Mr. SiNgLER. Our experience has been that only a small percentage
of our production in the Virgin Islands is 21 jewel watches. The ma-
jority of itis17. T ' ’

Seénator Anperson.. I didn’t méan to break into your statement.

Mr. SiNnkgrER. That is all 'righ‘t; thank you very much. '

Senator ANDERSON. You have a prepared statement, do you not?

Mr, Singrer. Ido, Mr. Chairman. -~ :

Senator ANDERgON. Proceed, if you will. |

" Mr. SingLER, Mr. Chairman, before I start, may I say I am accom-
panied b% Mr. Mickey, who is.counsel for Hamilton Watch Co., and
also for Elgin National Watch Co., whom I am speaking for.

I would also like to say in my statement I cover a number of the
points that have been raised here and I will be glad to answor any other
questions afterward.

Mr. Chairman, I am Arthur Sinkler, president and chairman of the
board of Hamilton Watch Co. of Lancaster, Pa, '

I am appearing not only on behalf of Hamilton, but also for Elgin
National Watch Co. of Elgin, Ill., and for Standard Time Corp. and
M?lStlgfgirl;lime’ Inc., which are Virgin Island subsidiaries of Hamilton
an .

Senator Risicorr. Would you be good enough to let us know the
number of emplo§ees in each one of these companies?

Mr. SivgLER. I will ask one of my assistants to prepare that figure
and I will have it at the end of my statement. (See p. 62.

We fully sugport H.R. 8436 as amended by this committee. The
committee has dealt wisely and fairly with a confused situation involv-
ing several conflicting interests and principles.

THE PliEVAILING PURPOSE OF THE DUTIES ON WATCHES I8 THE PRES-
ERVATION OF THE U.8. WATCH INDUSTRY

The dominant purpose of H.R. 8436 has to be the preservation of
the remaining U.S. watch indusiry. That was the dominant purpose
of the 1980 act which established duties on watch movements. Those
duties were reduced by a trade agreement with Switzerland in 1936,
but in 1954 they were restored almost to the 1930 level, after the Tariff
Commission found that the industry had suffered serious injury from
vastly increased imports. The émr of the restoration was stated
to be the preservation of the U.S. plants and their special skills.

The exception from duty for products of U.S. insular possessions
which is now under consideration originated in section 301 of the
Tariff Act of 1980, which permitted duty-free entry to products of
U.S. possessions if such products did not contain more than 20 percent
by value of foreign parts.. The amendment found very little appli-
cation because the permissible proportion of foreign parts to total value
was so low. In 1954, Congress amendeéd section 301 to increase that
proportion from 20 percent to 50 percent. By so doing, Congress ex-
pected to give the section some practical application. It seems quite
clear, however, that Congress did not intend to abandon the basic
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purpose of the tariff act. . It did.not intend for the exception to be-
come a means of destroying a basic U.S. industry. e

DUTY-FREE IMPORTS FROM INSULAR: POSSESSIONS ARE DESTROYING THE
: - ' U.8. INDUSTRY L
But that is precisely what is happening to the watch industry at the
moment. The first duty-free sh?m_enta of watches were made by
Standard Time Corp. from the Virgin Islands in-1959—a total of
5,000.. As the table below shows, watches or movements are presently
entering the United States duty free, pri,nqipa,llﬁf’rom"the irgin Is-
lands, at the rate of at least 4,289,000 per year. Mr, Chairman, I hope
the committee will permit the table to appear in the record at this
point in my remarks, . . S L o
Senator. ANpErsoN. Without objection that will be done.
- (The table follows:) , - ,

VYirgin Guam
Islands

1989 cn e ciiccccciaccacaacacecnsccacacassaccscancsccoancacsanan 5,000

1000, .« oo i caccccaeccteccccceccccscecsacsceteranstacenn 44, 000

1) DS EPR 173, 000

1082, . e e aiccecteccccccacmcccccacaacaccmanan 420, 000

1083, e i eacrmacccctacnccneiccccmecaanns 1,057, 000 .

b1 TN 2, 369, 000 ‘ :

b1 I DR 3,578,000 | 47,000 Elast 4 months).

1008, « tcccicieccrcncccacacecaracescsceccsmccsaeaemnennamannan (M) . | 93,000 (first 4 months),

1 At rate of 4,000,000 per year,

DUTY-FREE SHIPMENTS BECOME EXCESSIVE BECAUSE OF REPEATED
' DELAYS IN IMPOSING CONTROLS

Hamilton has been closely concerned with the watch pbl;zoblem in
the Virgin Islands from the very beginnirg. In 1960, because of
rsonal differences, the organizers of the first company in the islands,
standard Time Corp., decided to sell their company and offered it to
Hamilton. Aftersome deliberation, we decided to buy Stendard Time
for two reasoni: first, it was apparent that there was tgoin; to be some
watch-assembly business in the Virgin Islands and if we did not buy
Standard Time one of our competitors would ; second, we believed that
the small available labor force in the islands would restrict the totdl
production by all comers to about 1 million movements, which would
not do too much damage to U.S. operations. ‘ -
By 1962, other companies had been organized, Virgin Islands pro-
duction was running at nearly half a million and was increasing in
Eeometric proportions. We recognized that our original‘ estimate of
uilt-in labor restrictions was wrong. It had also become apparent
from experiences of the textile industrff that section 301 was not op-
erating as intended in some cases. The Treasury Department was
working on a general bill to prevent abuses, which was originally
H.R. 13136. - - Lo :
We began working with the. Treasury and Interior Departments
to ti%hten up this legislation, so that it would adequately restrict the
privilege of duty-free imports of watches. We considered asking for
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legislation which -would comgletelyf remove watches from section 301
but thought such legislatiohhad no chance of success because the spe-
cial bill' passed by the:Senate with réspect to duty-free shipments of
textiles had not been enacted-apparently because Treasury expected
to be ableytoaprodﬁcﬁﬁbrkﬁble general legislation. - In addition, the
Virgin Islands economy was not thén in the state of rapid expansion
which-it'enjoys today and we felt a complete ban ‘on watclhi shipments
would meet strong opposition..: Tredsury was considering many idéas
of general application, all directed toward requiting that labor in the
insular possessions must equal & certain percentage of the cost of ma-
terials'or value. “A new bill of this sort, H.R. 9320, was introduced
at Treasury’s request in ‘Décember 1963; but was never reported out
by Waysand Means, = - oo A

Tréagury s still' working on a general bill. In our opinion; it is
impossible to  produce a sound bill along the lines of H.R. 9320, be-
ca(lllse‘t:no, single general labor content formula will fit all types of
industry. - ‘ o - R
- ‘Two years passed with no action, By-early 1964, the situation was
completely ‘out of hand. : Production in 1963 had ‘been over- 1 mil-
lioh and appeared still to be increasing geometrically. We therefore
sought legislation to stop- oo;)h(niplewly' ¢ duty-free importation of
watches. The other U.S. producers of wrist watches—Elgin, U.S.
Time Corp., and Bulova—all were of the same view, notwithstanding
that Elgin and U.S. Time, like ourselves, each had a subsidiary in'the
Virgin Islands. A bill to suspend the privilé%e of duty-free Imports
of watches was introduced in the House in May 1964, by Mr. Mills
(H.R. 11233).

Several forces combined to delay the consideration of that bill.
First, the Virgin Islands government and the Department of Interior
opposed it because they wanted the watch industry payroll as a
stimulus to the islands’ economy. |

Second, the Swiss watch industry and the organization of Swiss
watch impotters opposed the bill. Both were interested in eliminatin
duty-free shipments from the:islands, but they wanted to accomplis
that objective another way, which would have a double-barrelled
effect. They pressed for a reduction of U.S. watch duties to the pre-
escape-clause lsvel, which would make assembly in the Virgin Islands
unprofitable as compared to direct importation, and at the same time
would make the U.S. plants in Illinois, Pennsylvania, South Carolina,
Connecticut, Texas, Arkansas, and New York, noncompetitive with
direct imports from Switzerland. At least until the Tariff Commis-
sion report of March 1965, the importers pressed for delay on the
ground that the bill was unnecessary because watch duties certainly
would be reduced. |

Third, the several companies in the Virgin Islands who had no
real interest in either the %.S or Swiss watch industries opposed the
bill because their operations there were profitable and they wanted
to continue them as long as possible. .

Finally, the Treasury Department opposed the bill on the theory
which it apparently still holds that the wat¢h problems must wait
until a solution is devised that will'apply to all industries. L

After the introduction of H.R 11288, which prohibited duty-free
watch shipments from the insular possessions, the Virgin Islands
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Legislature and the Governor undeitook to establish a quota for watch
production, - HLR 8436, which -is the bill we are now considering,
which a(xlpplied only to Guam and Samoa, apparently was introduced on
thisunderstanding and passedthe House.. . .. .. . = . ..

. But 1t took the Virgin Islands 156 months after introduction of H.R.
11233 to establish a quota—from May 1964 to August 80,1965. During
this period; production in the Virgin Islands had jumped from about
1.6 million per year, which is the amount proposed in the present
bill, to about 8.5 million per year. . S :

"We urged the Virgin Islands government to establish a quota which
‘would cut this r:te back to a reasonable figure. But the islands—and
Interior—wanted to retain‘the level of production reachad during the
long period of d:}:?" Consequently, when the Virgin Islands quota
finally..was imposed, it was initially much too high, Moreover, new
companies were licensed by the Virgin Islands even after the quota was
established. : - C e

Individuals and companies which could not get a share of the Virgin
Islands quote hastily went to' Guam- and .set- up operations there, al-
though they knew the House had passed H.R. 8436. The situation
literally degenerated into a race to get a toshold in one of the islands
and then stave off congressional action by a plea that H.R. 8436 would
deprive the new companies' and the possessions of an established
business, : o : ‘ ‘

This committee has met the problem squarely. Every operator in
the Virgin Islands and Guam has been on notice for several years that
some such action was necessary and there is-no just cause for complaint.

H.R. 8430 IS NECESSARY TO PRESERVE TIHE U.S. INDUSTRY

The U.S. producers need this bill. We need the bill because U.S.
watch production is in very delicate economic balance. In the last
10 years, Waltham Watch Co. and New Haven Watch & Clock Co.
have ceased all watch production; General Time Corp. and E. Ingra-
ham Co. have stopped malking any wristwatches. United States Time
Corp. has been forced to make half of its parts in Eu (})e.» Hamilton,
Elgin, and Bulova have all been forced to cut back 1J.S. production
and increase imports. Anything which tilts the scale against U.S. pro-
duction will certainly force Hamilton, Elgin, United States ‘Time, and
Bulova to give up their U.S. watch factories entirely. The Tariff
Commission reported in March of 1965 that a duty reduction would
result in increased imports, a decrease in employment in the industry
and further idlin% of U.S. watchmaking facilities. That is an econ-
omist’s language for going out of the manuafctiring business, -

Direct duty-paid imports are pressing the U.S. plants severely. In
January and February of this year, Swiss watch exports to the United
States increased 43 percent by unit and 34 percent by value over
the corresponding 2 months of 1965, - , ‘

Duty-free imports from the insular possessions will destroy our
U.S. plants just as surely as would a reduction in U.S. duties.

'There are many who say why not raise.the quota fixed by the com-
mittee’s amendment to 2 million or 8 million—if we can live with 1.5
million, why not more? This is asking us, and this committee, to judge
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precisely the -number . of ‘dutﬁ-free amovements which will kill U.S.
groduction.- It is:akin to asking a.physician to say which one of a

andful of aspirin tablets will: constitute a fatal dose. We kmow that
no-duty-free imports would be safest and had hoped the committes
would report such a bill. As I have indicated, 1.5 million is more than
enough., The U.S. producers cannot stand any further pressure. -

THE UNITED STATES NEEDS ITS WATCH INDUSTRY

A zgecial Preparedness Investigating Subcommittee of the Senate
Armed Services Committee reported in December 1964 thel the U.S.
watch industry. is important to national security. The report showed:

‘(a) that the watch industry was involved in over 90 percent
of our missile programs;

-(b) that it was'the only industry capable of making timing
devices for certain nuclear weapons; .

(¢) that there is a definite need for the industry in the field
of miniature timing devices of many kinds, both for current and
emergency production; and ,

(d) that Russia, Red China, J apan, France, and Germany have

- been fostering their watch industries while the United States al-

. ilows'its industry to wither. They have.developed jeweled watch

industries many times the size of the U.S. industry.

An investigation today would show:

(@) that 2 years later the industry is still the sole source for
soine important devices and is carrying the main burden in many
others; . : 4

(0) that the U.S. capacity to meet even limited mobilization

‘needs for fuses and timinig devices is sadly deficient and that the
U.S. fuse program is dependent upon the Swiss industry, from
which U.S. contractors are importing over 5 million fuse parts
every week; and ' -

(¢) that this situation could not be fully corrected in less than
2 to 38 years under any c¢ircumstances, because of shortages of
special watch-type machinery and trained operators.

Despite these very disturbing facts, some people urge that the
United States has adequate capacity to meet emergency military needs
for special timini- devices even without the watch industry. In-
credibly enough, this position has been advanced at a time when the
Department of Defense was contracting for construction of brandnew
facilities at Government expense. The United States does not, in fact,
have the needed capacity even with the watch industry. Probably 80
percent of some of the critical machinery and trained operators needed
for fuses and safety and arming devices are in the U.S. watch and
clock industry. Those who suggest that importations of fuse parts
from abroad are due to the fact that the watch industry is using
its facilities primarily on commercial business, do not know the facts.
About 70 percoent of %Iamilton’s-parts-making capacity is devoted to
military production today, on a three-shift basis. Moreover, the de-
ficiency in U.S. capacity can in large measure be traced directly to
the decline of the watch industry—and the clock industry-—since
World War IT. '
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. I'say to‘this committee that the Senate Armed Servites Committes
was at least 100-percent right in.its:views and that this committee’s
action on H.R. 8486 isa necessary action'to support those views:. : -
On the other hand, watch assémblwmtmns in-the Virgin Islands
add nothing to national security. olly aside: from geographical
problems, they are confined to the simplest:sort of assembly of a lim-
ited character; they do not involve any parts manufacture and do
not require machineiy, engineers, tool and-die makers, metallurgists,
modern mass assembly lines or the kind of quality control, all of which
are the essence of any true watch manufaétuting plant.” -~

INDUSTRY _ S _

© The watch companies in the Virgin Islands are no-longer partic-
ularly jmﬁortant to the economy of the:islands. .. The Virgin Islands
e¢onomy has experienced a fantastic boom in -the last:3 years and
all employables are able to-find work. Watch companies report labor
very difficult to obtain. Other substantial business enterprises have
been anl are being established in the Virgin Islands, which will ag-
gravate. the labor shortage. “ For example, although ‘there are: only
abont 20,000 people on the island of St. Croix, and labor is already
snort, Hess Oil Co. is building'a big oil refinery there which it is re-
ported will emlp]oy 1,000 people. Harvey Aluminum Co. is reportedly
planning to énlarge its activities on St. Croix. Andthere are numerous
new construction jobs in progress, including new hotels and motels.

The Cuamman. Could I interrupt you there to ask you to explain
why Hess Oil Co, is building its refinery there and why Harvey
Aluminum is building a plant there? Would you have any guess as
to why they are doing that ¢ ‘

Mr. Sinkrer. Senator, I wish I could, but I cannot with any au-
thority say why they would be doing it. I do not know from personal
experience what the tariff situation might be, what the quota on oil
might be, the aluminum situation might be, so I cannot answer your
question. I donotknow why.

Senator ANpErsoN. Isn’t it true there is the same duty situation, at
least for Harvey ¢ _ ‘

Mr. Mickey. There is no duty involved with respect to aluminum
because fluorspar comes in duty-free under the bills that are passed
about every 2 years by the Congress suspending the duty on fluorspar.
‘We suppose that the ip,ugpose of Harvey may have been that they are

tting the fluorspar in South America and bringing it into the United
tates; that if they take it and reduce it to alumina in the Virgin
Islands, they save‘the transportation because the bulk of it is reduced
at least 50 percent by the plant in the Virgin Islands. Now that is
just a supposition, Senator. S _

. Senator ANpErsoN. You don’t think it has anything to do with the
10-year plan of having no income taxes? - ) ,

Mr. Miorey. I don’t know whether they have a tax-exemption
certificate. S , *

Senator AnpersoN. They do. I think so. T think that is the whole
point of it. .

Mr. Mickey. That is quite possible.

THE VIRGIN ISLANDS ECONOMY DOES NOT NEED A m‘néi:' WATOH' ASSEMBLY
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-Mr, Singre®; I'would thinkso, - - . . . = Lo
I should mention; dlso, that the number of persons reportedly em-
loyed by the watch companies, 850, is believed to bé‘éxa%gerqwd;
he lateet figures I have are-about 650 at the end of 1965, It might
have gone up some, but-I-think it is more than is generally used.
- The portions of the 1:5'million quota allocated to Guam and Samosa
under the proposed: bill will exceed present production in both cases

T

and, therefore, may be of some value to their economies. -~ -
©  'TWO ADMINISTRATIVE PROBLEMS -

I. would like to ﬁive‘ the-comniittee several observations respecting
administration of H.R. 8436. The bill, as amended, makes the Com-
merce and Interior Departments jointly responsible for administration
of the 3u‘ota within each of the respective possessions, but prescribes
no standards for allocation among the producers. . , :

I would like to underscore the importance of including the De-
partment of Commerce as one of the administrators. The Department
of Commerce is skilled in the administration of quotas. ey have
~ full knowledge of the domestic watch industry problems, and they have
demonstrated in thgﬁlﬁ.st good and impartial judgment {n the adminis-

tration of quotas, That 1s not t6 say that the Interior Department is
deliberately partial, but the Department of Interior’s principal ifiterest
is in the islands themselves, and not in problems of the domestic watch
industry; so that the joint: administration with Commerce in there is
in our opinion good. S : 4

We hope that substantial weight will be given to historical produc-
tion. AsI have said, allocations were made under the quota prescribed
by the Virgin Islands to sonie firms which either did not exist or were
not in operation at all prior to imposition of the quota. Some of them
were quité small. "There is- no equity in fragmenting the 1 million
quota among these firms. The absence of equity in the original allo-
cation to these firms was the major cause of the dispute and litigation
which arose in the Virgin Islands. Perpetuating that inequity will
cause substantial discord and probably will result in traflicking in
producers’ quotas. : : :

We would hope that the committes’s report would express disap-
proval of any proposal to undercut the tax subsidy certificates which
were awarded to some of the earlier producers, including Standard
Time Corp. Those certificates, which provides for a subsidy equalin
76 percent of the‘Vir%in Islands income tax over a 10-year period,
were issued under the Industrial Incentive Act of the Virgin ﬁla’nds
as an incentive to establish a watch assembly business. After other
comgi.mies followed the pioneers, the Industrial Incentive Board of
the Virgin Islands ;stoppeg issuing tax exemption certificates.

Several companies are now litigating this question with the Indus-
trial Incentive Board. . - - :

The Industrial Incentive Act provides as follows (title 83 V.I.
Code, sec. 4001) : This is the point the Governor brought. out :

In order to establish the incentive offered hereunder on a firm, realistic and
sure basis, the Government of the Virgin Islands further declaves that it con-

siders each order granting tax exemption or subsidy that might be issued
under the provisions of this subtitle as being in the nature of a contract be-
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tween the said Government and the beneficlary, and that the Government shall
not adopt any legislation impairing or limiting the obligation of such contract
or which may defeat the provisions of this subtitle. - : L ‘
. Because of this provision, the Virgin Islands cannot directly revoke
the subsidy certificates. I-I’oweyer, it has reportedlgv suggested with-
drawing the benefit indirectly by reducing the allocations the cer-
tificate holders might otherwise be entitled to and awarding some

larger amount to those to whom it has refused to issue.certificates.
- This proposal is wrong. It violates the spirit, if not the letter, of
the law. It not only violates the integrity of past undertakings by
the Virgin Islands, but undercuts reliance upon similar promises made
to other industries in the future. Moreover, there is no feasible way
of translating the tax-subsidy benefit into a quota adjustment. For
example, the so-called 75-percent tax subsidy is in fact a 86-percent
subsidy, because it i8 75 percent- of the 48-percent tax rate. But
the 86-percent saving is subject to a 30-percent tax by the Virgin
Islands if and when remitted to the U.é). arent, and is'then sub-
ject to U.S. taxes. The ultimate tax benefit can be as little as 4.3
percent. If it is brought to the United States as capital gains
upon liquidation of the subsidiary, the saving is somewhat larger. If
it is reinvested in the Virgin Islands or a foreign country, the bene-
fits are only temporarily mtact. Adjusting a quota for tax reasons,
th%?(flore,' presupposes knowledge of the ultimate tax benefit of the
subsidy.

On ghis point I think my opinion is best expressed by saying that
the taxing subsidies were a good tool to entice industry into the islands.
They should have been awarded on an industry basis and not on an
individual application basis. I think they made a mistake on not
awarding the same tax subsidy to all of the others that were given
tous. : : : :

Actual experience positively refutes any claim that it is impossible
to operate profitably in the Virgin Isltmdy.; at the reduced levels fixed
'II)‘V the quota. I can tell the committee that when we bought Standard

ime Corp. it was operating at the rate of 44,000 movements per year
and was making a substantial profit. It would be profitable to operate
at a level of 20,000 units per year. There would not-be as much profit
because the production is lower, but there need be no loss. The opera-
tion can be geared profitably to any level. It is simply a question of
less profit, not an absence of profit. ' ,

Similarly, the absence of a tax exemption certificate does not make
the difference between profit and loss. Obviously the tax exemption
certificate is of no value unless the enterprise is already profitable.

The CuAirMAN. You say the ultimate tax benefit can be as little as
4.3 percent. I am not familiar with all of this. You mean that the
ultimate tax saving would be as little as 4.3 percent of the tax bill?

Mr. SiNngLER, That is correct, Senator Long. The income tax we
pay on the island on our profits is 48 percent of the profits. We are
then entitled to a 75 percent rebate of the 48 percent. So at that point
we have gotten 86 percent of our tax bill back and only 12 percent of
it remains in the hands of the island. Now we report that as profits of
the subsidiary. When we pay a dividend to ourselves or when we-
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repatriate those earnings to the parent it is taxed an additional 30 per-
cent by the Virgin Islands as thé dividend leaves the islands and heads
nortli to the parent in the States. So at that point now we have lost
all but 6‘percent of the subsi’di,:and then what comes in is subject to
the 48 percent income tax in the United States. So by-the time it is
finished, it can be as little as 4.3 percent. : o

The CHAIRMAN. Supgose you keep the money down there'and don’t
bring it back up in this direction ¢ T ST

Mr. SinkLER. That is-fine. -If we reinvest it in our business down
there, that is the benefit, and that is why I think these industries should
have received the tax subsidy, because at that point all of the others
would have received a 36-percent rebate of the taxes they paid, and
that can be reinvested in the islands. » _

" The CrAlRMAN. So if you make the money there and you keep it
there, you reduce your tax liability from 48 percent down to 12
percent,? '

~ Mr. SINgLER. In theislands, correct.

The Caarraan, Once it starts moving back in this direction then
the tax has begun to apply to it so by the time you get it back it might
be as little as 4.3 percent. - u . ‘

: Mr, SINEKLER. When it is all finished, that is right, it can be thai
ow. '

The CammaN. In other words, it is arranged so that it encourages
the money to go that-way and puts a trap on it headed back this way ¢

Mr. SinkLER. That is correct. The real point, Senator, is that the
Virgin Islands should have handled all of the watch companies the
same. Once four of these subsidies were given they should have
awarded the rest, because while we are operating there it-is an
advantage, because we have money available for use in the islands that
would not. have been there had we not had the tax subsidy.

* The CuamrMaN. I should think that to some extent that would be
self-defeating though. It seems to me that if you have no profit in
bringing your money back home you have got one of two choices.
You can either move down and live in the Virgin Islands and be
a citizen down there and enjoy the benefits, or try to go into the
tourist business and spend some of your time enjoying some of your
money, or otherwise it is simply. there to stay on a one-way trip.

Mr. Sinxrer. That is corréct. I think the value of the tax sub-
sidy has been exaggerated through this whole situation, It all washes
out, and eventually the U.S. owners of these subsidiaries are going to
wm]l“t. to repatriate the earnings. The benefit washes out to almost
nothing. : '

'I‘he?‘-nnmt,m. Of course, if your ultimate aim is to own a hotel
in the Virgin Islands, then this could be——

Mr. SingLER. It is & great way of doing it, going into the hotel
business there. '

The CuatryMaN. Just use the tax exemption to save money with
which you can then build a hotel.

Mr. SinkLer. Yes. The independent companies operating down
there of course probably look around for other places to invest their
money, and T am not sure that some of our competitors wouldn’t think
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of building hotels.. I:understand they make money too. But so far
a8 we are concerned, I don’t think that we will, S '

Senator Doucras, Mr, Sinkler, may I ask a question gbout the
arithmetic on lines 4 to 9, I think, on: page 18 of your statement$

Mr. SINKLER, Yes, sir, X N .

‘Senator Douaras. The basic Federal income tax on corporate profits
is48 percent, . _ : |

Mr, SiNkLER. Yes, sir. > L ;

- Senator Douaras. The 75-percent tax subsidy in the Virgin Islands
is a saving of 36 percent of corporate profits.

Mr. SinkrER. Of the total profits. ,

Senator Doucras. Of total corporate profits.

Mr. SingLER, Or 75 Eercent of the tax bill.

Senator Douoras. That is right. Nov%)yousa. the 86-percent saving
is subject to a 80-percent tax—by the Virgin Islands—if and when
admitted to United States—— ‘

Mr. SiNgLER. That is correct. o

Senator Douaras. Is that of total corporate profits, 30 percent of
36 percent,? : T : .

Mr. SiNkrEr. It is 30 percent of 36 percent. That is the total
amount ¢f money paid. ; - g

Senator Douaras. That would be 10.8 percent, and that would leave
25 percent remitted to the United States not subject to taxation.

r. SINKLER. I think that is right, but then the United States——
Senator Douaras. Then how can you say the ultimate tax benefit
can be as little as 4.3 percent? - - ‘

Mr. SiNkLER. Because the U.S. tax collector then taxes the income
coming to the parent. All that is left then, the net income coming
outo f the Virgin Islands, has been subjected to a further tax up to
the maximum of 48.

Senator Douaras. Is that remainder taxed at the same rate as the
original profits? |

Mr. SinkrEr. Senator, I have had this worked out. We can give
you the tax schedules on this, but I asked this question over and over.

Senator ANpErsoN. Mr. Sinkler, would yon prepare a study of this
and send a copy to the clerk and to Senator Douglas?

Mr. SiNkLER. Indeed I will,

(The information referred to follows:)

Hon. Paur H. Dougras,
U.8. Senate, .
0Old Senate Office Building, Washington, D.O.

DEAR SENATOR Douaras: At the hearing on H.R. 8436 on June 30th, Mr. Arthur
Sinkler testified for Hamilton Watch Company that allocation among producers
of watches permitted to be brought in duty-free under the bill from the Virgin
Islands should not be adjusted among producers according to whether they do
or do not have tax subsidy certificates from the Virgin Islands government.
Among other reasons, he pointed out that, while the tax subsidy is Initially a
saving of 76% of the tax, the ultimate tax saving varies according to whether
the earnings are or are not brought back to the United States, and whether or not
they are brought back as dividends or as liquidating distributions. He said
that the effective tax rate on edrnings returned to a U.S. parent by a Virgin
Islands subsidiary which has a subsidy certificate would be only 4.3% less than
the effective U.S. rate of 48%. :

JuLy 26, 1966.
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Durlng quesﬁoning by you, we '6ffered to furnish'a’ supporting calculation.
THe .computation:of effective tax rate on eaxnings returned to. the U.8. as a
dividend is as follows: . el

ot . [ I

Pretax earnings......,. — —— — --; ......... ———— $1'00. '00;
Virgin Islands tax (12 percent) SRS S SR S S - 12,00
"Dividénd to U.S. pavent. - o0 oo L1l —eee 88,00
Less Virgin Island tax (30 percent)...7--_--_------,__-,. ....... cemeiee 26,40
B O 61.60
Less U.s, tax oo e e e e b.28
~ Net dIviAendomc oo celcmcmcime e iececesn | 56,82
Effectlve tax rate (DOTCOnt).mom-mmmoeeee : ammmemen 43,68
i 1Comrlputaﬂon of U.8. tax B o ‘ o

'ax ‘btetore credit (48 percent)...‘-__-..---...' ......................... $42, 24

Indlrect, 12X 88 equals e caeeees $10. 56

. ioo | ,

Direct 13 YR femea 26, 40
Direct (30 percent)- » ; 36. 96
Total — ——t mmm———————— m———— - b.28

The effective tax rate on $100 of eamings by the parent company in the United
g%t;s would 'be; of" course. 48%. The difference between this and 43.68% is
0. .
The computatlon for remission as a ltquldatlng dividend is as follows:

Pretax earnings. e cecacacanman- e e o e o e e - $100
Yirgin Islands tax (12 percent) o e o o e o e e e e e o e e e e e o s 12
. ‘ ——
Liquidating distribution to the United States oo ooooeoo_o o 88

Less U.S. capital gains tax (25 percent).. mmrmeme—amamae—— 22
. . ) | e

Net dlstrlbut:lon-----_-..--..__--....--..-__--_....--..--..-..........--.....‘_..- 66
Eﬂectlve tax rate (percent) c oo e — e ——————————— 34

As the Chairman indicated, the tax pressure is against returning earnings to
the United States in any case because the U.S. tax, on top of the Virgin Islands
tax, reduces after-tax earnings substantially. One hundred dollars of profit by
a company which does not have a tax exemption certificate would be reduced to
$36.00, if remitted to the United States as a dividend.

With all of these variances depending upon ultimate use of the profits, we
repeat that the tax subsidy is not a proper subject for the quota legislation, and
it is not-a proper factor to be used in allocation. All of the companies in the
Virgin Islands should be treated alike insofar as taxes are concerned. Tax exemp-
tion certificates should have been issued on an industry basis—not on an indi-
vidual company basis.

Sincerely,
PAvur F. MIOKEY.

Senator ANpersoN. It is kind of hard to follow all of these figures,

Senator Douaras. I had never thought that there was taxation of
this amount in transferring the profits from a subsidiary to a parent.

Mr. Micery. When ]you take into account the reduced income taxes
paid in the Virgin Islands, paid the Virgin Islands on a dividend,
and the taxes ald in the Umted States on the dividend, the eﬁ'ectlve
tax rate i3 43.7 percent instead of the 48 percent. We can give you
that calculation and will do so.

Senator Doucras. I am from Missouri on this arithmetic, you un-
derstand.

Mr. Miceey. We would be glad to show you the caleulation, Senator.

65-536—66——35
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. Mr. StNkRLER. Mr. Chairman, my statement is so close to the bottom
Y will say thank you very much for giving me Igcur attention. I would
like just before I finish to answer Senator Ribicof’s question about’
how ‘nany- employees each of these subsidiaries have. -

Senator HarTke. Mr. Chairman. - 2 S :

~Mr. SiNkLER. Senator Ribicoff, you asked how many. people are
on the islands.. . o S

Senator Risicorr. Both domestically and on the islands, how many
employees you have. S s
. Mr, Sinkrir. Domestically and ‘thie islands, Hamilton has 2,400
total in the United States and on the islands.

Senator Rimrcorr. How mariy in the United States and how many
on the islands? e ~

Mr. SINKLER. 2,400 in the United States, 120 in the Standard Time
Corp. on the islands. Elgin has 1,300 in the United States, and 30
on the islands. : - : .

Senator RiBicorr. I hope, Mr. Chairman, the other manufacturers
who:testify will also give the figures, the number of their employees
in the United States and in the Virgin Islands.

The Cuamraan. If I might just ask a question at this point, if that
is at all typical, for every Job you people are picking up in the Virgin
Islands, how many are you losing in the United States? In other
words, suppose we just put you ot of business by this Virgin Islands
loophole? -If we lose 2,400 here at that rate how many would we
pick up in the Virgin Islands? Tt T

Mr. Sinkirr. If we close the Lancaster operation, Senator, and the
Virgin Islands today, our production there is about double what our
watch production is in Lancaster. Not all of those 2,400 employees
are working on-watches, Senator. - -~ - - . . ¥ ‘

Senator Doucras. Is that on a dollar basis or on & day basis? Is
output greater in the Virgin Islands? | L L

‘Mr. SiNkLER. The number of watches, the output in units is about
twice as great annually, we are buying twice as. many watches from.
ourselves in the Virgin Islands as we are producing in Lancaster.

Senator Doucr.as. The employment in Lancaster must be almost ex-
clusively on things other than watches, ' ‘ .
. Mr, S}I,NKLER. We have about 600 on watches in Lancaster, Senator.
The rest are working primarily on military contracts. o

Senator Douaras. -You say 150 employees in the Virgin Islands
can produce more than 600 in the United States ? o o

Mr, SingLer.. Certainly not. That should be corrected. "The work
that is done in the Virgin Islands is only the very simplest kind of
assembly. All of the parts manufacturing and original assembly and
the most difficult-parts of the assemblv\i‘around the escapement, balance,
and hairspring is done in Japan. Then they are shipped partially
assembled and in the Virgin Islands we just complete the assembly
which is a very small part of the total. "I think you can get some
idea of the amount of work done in the Virgin Islands from the fact
that we can actually buy a complete movement from Japan at the same
le:lce that -we have to pay for the parts for that movement in the

irgin Islands.

Senator Douvaras. Do you have a subsidiary in Japan ?
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Mr, Sinxrer, We do not have a ‘subsidia producin%- parts in
Japan that we use in the Virgin Islands. We have a small assembly
plant in Japan where we are assembling electric watches which are
shipped direct to Lancaster. - _ :

he CHAirmAN. If I might just gursue that for a moment, based
on those figures you gave me, it would appear to me that if we pick up,
if we increase that figure on the Virgin Islands from 120 employees
producing watches for you, that is working on watches for you up to
180, an increase of 60 jobs, we can then displace the other 600 workers
that you have in the United States? -

Mr. SinkvLer. Thatisright,sir. ,

The CHARMAN. So we lost 600 jobs at good pay to pick up 60
jobs at low pay. What are you paying your 600, on the average?

Mr. SiNkLER. Our average now, Senator, is running just over $2.50
without fringes.

The CuairmaN, By the time you have fringes what is it running?

Mr. SiNRLER. Almost $3 an hour average.

The CrairMAN, So what we are looking at here is a situation where
this committee, if it wants to, can go along with a scheme whereby
we$w2ill pick up 60 jobs at $1.60, and, in doing so, displace 600 jobs
at $3 :

Mr. SinkLERr. That could happen, sir.  You are exactly right.

. Senator Rieicorr, Mr. Chairman, I am trying to get a perspective
on this. It just so happens that substantial interests in the State of
Connecticut are on both sides of this question. I am in a very good
spot. ‘But I am trying to Eet an overall perspective so we can under-
stand it. The answer to that particular question seems incredible to
me, that 60 people could produce enough for 600. .

. Mr. SINkLER. No, Senator Ribicoff. Let’s say 600 people will be
displaced in Lancaster. That could happen. :

enator Risicorr. By 60 more in the Virgin Islands? : :

Mr. SinkrLer. No. That 60 jobs would be created in the Virgin Is-
lands to complete the assembly if we continue running them into the
Virgin Islands, and 540.];obs would be created in Japan making the

arts and doing the earlier assembly before it goes to the Virgin
slands for completion,

Senator Rinicorr. In other words, you are now tying up Japan with
the Virgin Islands, so it is a question of Japan and the Virgin Islands

against the United States?

" Mr. SiNkLER. Somebody has to make the parts, sir; yes. They are
not equipped to do it in the Virgin Islands and I don’t think ever
would be. | : ‘

Senator Risicorr, What is your answer to the statement of the
government of the Virgin Islands that basically what we are talking
about is substituting Swiss production for Virgin Islands production,
so that it wouldn’t make any difference in the United States;J

My, SiNgrLEr. In the United States I think actually in view of the
quality of the watch and the type of watch and price level of the watch
coming out of the Virgin Islandr, it would be transferred to Japan.
If the U.S. factories are closed and the watch ({)roduction is required
to fill the market needs, we would bring them direct from Japan and
United States. So, in my opinion, the jobs would go to Japan from



64 DUTIABLE STATUS OF‘ CERTAIN WATCHES

pay the duty on them if there is'a duty at‘that point, right into the

the United States. . O R?
The Ctiairman. But as I understand it they would get the 540 but

the Virgin Islands would pick up 60 jobs in the process as I under-

stand it, 60 low-paying jobs. - . N S

- Mr, SINRLER. We' probably won't even bother with the Virgin

Islands at that point, Senator.” We would bring them right direct from

J a’gﬁn. B v o ‘
e CaAmRMAN. Yéu think-you would? - Whyt - o

Mr. SinkrLer. The only way that we are going to move from Lan-
caster is if we are put out of business, so if the 600 jobs disappear in
the United States, then the chances are the duties will go by the board.
It will be a completely open: market, and Japan:would be the source
for the parts and the completé watches. It would be most economical.

The Cramrman. At that point then what is left of the American
watch industry would probably support the Japanese and the Swiss in
wanting all the duties to come off - o ‘

Mr. SingLER. That is correct; absolutely. - If we are out of business
we don’t need the duties. : '

The CuamryaN. With all due deference your-industry is represented
by some Senators and Congressmen in these two Houses and you are
probably represented by some votes. N
~ Mr. Sinkrer. We have no intention of giving up, Senator Long.
‘We are fighting every inch of the way. We think that the U.S. watc
industry has to be preserved and must be preserved.

The Caamman. But if I'understand it, what you are saying in the
last analysis if thisloophole is permitted to destroy the American watch
industry, it is not going to benefit the Virgin Islands and (tuam?

Mr. lgmxmn. inal { it will not; no, sir. Then the tariffs will dis-
appear and the Virgin Islands will have no markets. The only reason
to go to the Virgin Islands for watch assembly is to get through a loop-
hoﬁa in the tariff law and bring them in duty free. v

Senator Bennerr. Mr. Chairman, may I ask a question on this same
point. You have 600 employees at Lancaster engaged in the watch
side of your business. Can you give us an idea of how many of those
are en%?ged in manufacturing parts which compete directly with the
parts that come from Japan into the Virgin Islands?

Mr. SiNgLER. Senator Bennett, first let me say that some of the
parts that are needed to complete the assembly in the Virgin Islands
we are producing in Lancaster and sending down there, so we do get
a little bit of favor for ourselves in Lancaster. :

The ratio of people I would judge are today about 60 to 70 percent
parts manufacturing, 30 percent assembly.

Senator BEnnETT. In Lancaster?

Mr. SinkrLEr. In Lancaster.

Senator BENNETT. So 60 to 70 percent is 400 people?

Mr. SiNgLER. Yes. Let’s say 400 people.

Senator BENNETT. 350 to 450¢

Mr, SINkLER. Arein the parts ({)roduction department and 200 would
be in the assembling, casing, and timing.

Senator Drrksen. Who makes the cases? r : -

Mr. SiINkLER. We make some of our own cases, Senator Dirksen, in
the case plant we have in Wallingford, Conn. The others we purchase
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almost entirely.in the. Unjted States. 'We do not make.any cases in
Lancaster. - ‘ T PR e
+Senator DRgseN.: If Standard Time, which you own in the Virgin
Islands, should be liquidated or closed,; would you then do that assem-
bling at Lancaster? S S T I T

-Mr. SinkrEr. No; we couldn’t. -It wouldn’t work that way because
the only reason for bringing the watches through in a partially as-
sembled condition from f apan is to qualify for the duty-free import
into the United States.. So-that if we had to close that up, we would
buykcomplete movements ‘direct from Japan for that part of the
market. - - - e ' : :

‘Senator Dirisen. Do you buy from the Swiss?

Mr. SINKLER, 'We.do. We have a complete manufacturing opera-
tion in Switzerland.

Senator DirkseN. You have?

Mr. SINKLER. Yes, sir.

Senator DIRKSEN. You mean it?

Mr. SINKLER. Yes, sir.

Senator DirxseN., Entirely? . : .

Mr. Singrer. Completely, 100 percent. -Most of its production is
sold in countries other than the United States. This is the only way
we can get into forei%n markets, -

Senator BENNETT. In the assembly in the Virgin Islands, is there
angI assembly of movements into cases?

r. SINKLER. There is some. Generally speaking we found it more
satisfactory to export the movement only. The duties that we are
talking about apply only to the movement.

Senator BENNETT. Just the movement. - :

Mr. SINELER. ‘So that it works perfectly well. Then we complete
the casing in Lancaster so we can ship case styles and dial styles in
accordance with orders coming from the retailers. Some watches
are shipped completed from the islands I know.

Senator BENNETT. Thank you, '

Senator Rimicorr. Just a quer]y of the chairman. As a result of the
questions by the Senator from Illinois and the response of the witness
as to their interests in Switzerland, it is very obvious that we have
really got a barrel of eels here. I think for the purpose of understand-
ing this problem, it would be wise for the chairman to ask all of these
manufacturers to indicate what interests they have in the United
States, what interests they own in Switzerland, what interests they
have in any country, to try to determine what the interlocking rela-
tionships are. I don’t see how we can possibly make a decision unless
we 1113derstand the relationship they all have in all the countries of the
world.

. Senator AnpersoN. Senator Ribicoff, Senator Long has just men-
tioned this to me a minute ago, We will ask the staff to furnish that
information. I will ask the witnesses as they take the stand to please
state the same sort of thing that Mr. Sinkler has done here. Give us
as much information on it as you can prior to your statement. You
have done a very fine job and we appreciate it.

. Mr. SingrLer. We will be glad to do it, Senator. We have our prin-
cipal manufactu operation in Lancaster, Pa. That is Hamilton

atch Co. In Switzeriand we have two wholly owned subsidiaries,
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‘Hamilton Watch Co., S.A.; which: is an'assembly plant in Bienne,
Switzerland, and the ﬁuren Watch Co., which is a manufacturing com-
"pagg established at Burén, which is a few miles from Bienne. Buren
‘produces chiefly for markets other than the United States. -

We have had Standard Time Corp. in the Vir%{n Islands, the first
‘and largest producor of assembled watches in the Virgin Islands.  We
‘have a 60-percent owned subsididry in Tokyo, where we are assembling
electric watches that are made-from parts produced in Japan and elec-
trical comg«)nents produced in Lancaster and assembled in Japan.
Those are then shipped in duty paid. We pay the duty when they
come back to oursslves in Lancaster. Those are not, Hamilton watches,
incidentally, that come from Japan, Senator. No Hamilton watch
'hz}q ]ever’ had a Japanese movement in it and we don’t plan to for a
while.

Senator ANpersoN. Are there other questions? Senator Hartke!?

Senator Harrke. As I understand it, you are opposed to the pro-
duction of these watches in the Virgin Islands. Is that'a fair as-
sumption at this stage? : '

. Mr. Sinkrer. That is absolutely correct, Senator Hartke.

Senator Hartke, But as I understand what you said to Senator
Dirksen and Senator Bennett, that if ({'011 closed the Virgin Islands
operation, that in effect what you would do is ship these items in from
“your operations in Switzerland and Japan? :

Mr. SinkLer. That is correct, .

** Senator Harrke. And yet, ag T understand your answer to Senator
‘Long, you said that these jobs in-effect would come back and could be
picked up in the United States? ' R

Mr. SinkLer. Senator Hartke, let me try and bring that into focus.

Let’s assume that the duties remain where they are now.
" Senator Harrke, What? -

Mr. SingLER, That the duties on watches remain where they are
now. So if the Virgin Islands is restricted by quota or eliminated,
then everybody, all in exactly the same position will, if they want the
watches, have to import them from the country of origin and pay the
duty, and they are all competitive each one of us with the other.

Senator Harrge. But you are not competitive against your U.S.
production ¢

Mr. SinkLER. No,sir.

Senator HARTKE. You are competitive then only in relation to for-
‘ei‘%\n production?

- Mr. SiNgLER. That is correct.

Senator Harrre. What you are sayin?g then, you are not worried
about jobs. Youare talking about profits

Mr. SiNgLER. No. The profits come from the operations in the Vir-
gin Islands, Senator Hartke, and I am very interested in that.

Senator Hartke. I know about that but I am talking about the
competitiveness. You are not talking about jobs. You are not talking
about adding one job to the United States as I see it. Maybe you
have lost me someplace, -but from what I understand, you are just
talking about the fact you are going to shift these jobs from the
Virgin Islands over to Japan and Switzerland to your subsidiaries?

Mr. SiNkLER. Senator, we lost those jobs to foreign suppliers long
Ago. : ‘ ‘
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o:’ Senator HarTre. ‘T amnot talking about whén you lostthem, ™ .7 °
tMr, SINKLER, Wes, 0 0 L e

Senator HArTRE. I mean you indicated, at least the thrust of the
impression you left with me in answer to Senator Long and the
‘chairman was that the Virgin Islands production was in effect costing
‘s jobs in the United States now; not what happened years ago, but
now. R ‘ ‘ '
-Mr. SINRLER. No, this is in the world market. The Virgin Islands
})r'oduction is not costing us jobs now. As I stated, jobs that were

ost long ago. ' _ ,

' Senator HArTRE. What you are talking about then is ths fact that
it is-better for the United States, as Senator Long indicated a few
moments ago, to take whatever duty there is from the imports and
put that into the Treasuri; isthat true?

Mr. SINgRLER. Well, whether that is the right way or not, the point
isthat the Virgin Islands if permitted to run unchecked——

Senator HARTRE. We know what the status is. They are making
them and we understand they are bringing in duty-free components,
is that correct, and thereby they don’t have to pay the same import

dul\t}'? , \
r. SINKLER., Yes, * :
~-Senator HARTEE. That is required of that which is manufactured
in Switzerland,. - = - :

Mr. SiNkLeR, Yes, sir, and those areé beginning to nick away at
our domestic production. - '

Senator HarTkE. On your domestic production ¢

Mr. SiNkLER. That is right. That is at first we thought 1 million
units or 1.6 million wouldn’t afféct us. But when it gets to 4 and
5 million watches, about. which -you can 'say everything that you can
say about our domestic watches, it beginsto hurt.

Senator HarTKE., Then let’s come on back to what I asked you a
‘while ago and see if you want to change anything from what you said.
You tolgd me if they closed the Virgin Islands that those same watches
‘would come in from the foreign places, from your subsidiaries in
Switzerland and Japan?

Mr. SinkrEr. They would come in duty paid; yes, sir. It won’t
change job status here in the United States.

Senator HArTkE. Isthat correct?

Mr. SINKLER. Asof now it can’t.

Senator HarTkE. In other words, no matter what we do now, it
won";; change the job status in the United States. Isthat true or not
true? - ‘

Mr. SINkLER. Senator Hartke, let me say something about this. I
am sure that U.55. Time, who makes a watch in the price range that
T am talking about, will not agree with my statement. I am talking
-about watches that are selling in the Hamilton price level versus
‘watches that are selling in the Virgin Islands price level. Now, what
U.S. Time has to say about this U am sure would be quite different,
because there they are more directly competitive.

- Senator Hartre. I didn’t ask you anything about U.S. Time. I
asked a very simple question which you gave one answer to and I am
trying to see whether you want to stay with the answer. -That is all.
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I didn’t-ask you anything about U.S. Time.: I don’t even know who
they are at the moment. My understanding is that. as.far as your
testimony is concerned—— . . - f L0

- " Mr.SingrLER. Thatiscorrect. - .0 . 7 . -
_:Senator Harrre. That if you ¢lose down your operation,as Senator
Dirksen asked, in the Virgin Islands—just stopped tomorrow—the onl

thing that would really happen is that as far as you are concerned,
-that you will just trarsfer ‘whatever shipment comes in-from the
Virgin Islands.to your subsidiaries:in Switzerland and Japan and
bring in the equivalent watches, and you will pay the duty on it?

Mr. SingrEr. That is right. ' It has to be the correct answer and I
am going to stand onit. We will bring them in duty paid; - There will
be fewer because they will .cost more probably but it will not change
employment in the United States for Hamilton. C

‘Mr. Mickey. But on the other hand, Senator, if you don't limit pro-
duction in the Virgin Islands—- - - - T

Senator HArRTRE. If you don’twhat? I

Mr. Micrey. If you do not limit production in the Virgin.Islands,
then you are going to cost 600. jobs of the watchmakers in Lancaster.
That is the point. S

Senator HARTRE. How are you going to affect them? . R

Mr. Mickey. Because:the influence of watches from:the Virgin
Islands at a high rate in putting a pressure of imported watches-on the
domestic industry without the payment of the duty.. We can barely
stand and maintain the production in Lancaster and the jobs for those
600 people in competition with the watches that do pay the duty, and
if they are coming in from the Virgin Islands without the duty, the
additional pressure on those 600 jobs in Lancaster is considerably in-
tensified, and it is obvious that there is a great deal of advantage in
iIt,] be(cl',ause that is why everybody wants to product in the Virgin
Islands.

Senator HarTkE. I don’t think there is any question why the Virgin
Islands wants to produce them. I think they want to produce them
II)elcauge there is a special advantage in being produced in the Virgin

slands,

Mr. Micrey. That is correct.

Senator Hartke. The only difference to me is that the Virgin
Islands happens to be a part of the United States and I feel a little
bit closer to them than I do Japan and Switzerland.if you want to
know the truth.

Mr. Mickey. Certainly. ;

Senator Harrke. That is about all there is to it as far as I am
concerned. | '

Mr. Mickey. Certainly. _

Senator HartrE, And I don’t mind being very clear with you that
we extend foreign aid all over the world to produce items which come
into competition with the United States, and maybe the Virgin Islands
would be better off if they ceceded from the United States and became
a foreign country. Then we would extend foreign aid to them.

Mr. MicrEey. Senator, in line with what you say, if no restrictions
are put on production in the Virgin Islands, the jobs of the people
in the Virgin Islands and also the jobs of the people in Lancaster are
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going_:t}o' go.to Switzerland' and  Japan, because they. are. going to
estroy the U.S.industry. ... .c -7 .0 ,,

Senator HARTRE. You mean the production from the Virgin Islands
is going to destroy the watch industry in the United States. . |
- Mr. SINkLER. . Ifnot controlled it wall, - ;

- Mr:Mickey, . Yes, sir. R

Senator HarTkEe. If notcontrolled?

-Mr. MickeY. Yes, sir. _ - o '
. Senator Harrke. What if they are controlled. under this quota
system that has been added here?: T o

Mr. Sinkrer, We think that the million units for the Virgin Islands
and the half million for Guam and Samoa is not too much to be dan-
gerous. We are sure that when it reaches the };resent proportions of
over 4 million units, it is. So while our initial recommendation op-
poses this entirely, we think the domestic industry can live with 1
million units from the Virgin Islands and a half million from the other
two territories, .

Senator HarTke. Let me ask you on that, Samoa doesn’t produce
any now? : g :

r. Mickex. No,sir.

Mr. StvrrLer. Not that I know of. o ‘

Senator HArTEE. In other words, there would be & new industry
created forthem? .

. Mr. SINKLER,: Yes,sir, '
- Senator HARTEE. Are you in favor of that? :

Mr. SInkzrER. Personally I would not have included any territory
in this bill that was not now producing watches. I would have used
the same quantity for the others. But I don’t think as far as I am
concerned it makes any difference, which island gets it. It is the total
production that we are worried about. ~

Senator HARTKE. There are 16 producers as I understand it in the
Virgin Islands; is that correct ¢ :

r. SINKLER. That is right. |
- Senator HarTEE. Do you know of your own knowledge how many
of these are domestic producers also?

Mr. Sivguer. Sir, I could give you a rundown on that quite
(iliﬁckly. Hanilton has a subsidiary, Bulova, Elgin, those are the
three jewel watch manufacturers. United States Time has a sub-
sidiary there, that is Timex. They are producing watches in the
United States still, with some imported parts. General Time Corp.
makes clocks and pocket watches only. No wristwatches have a
subsidiary there, That just about covers it, and that is all of the
watch companies in the country. Anybody who is preducing watches
in the United States has a subsidiary in the Virgin Islands. ,

. Senator HARTKE. Are you trying to eliminate a source of competi-
tion to gour people? Isthat what your interest is?

. Mr. Sinkrer, I am trying to eliminate, to control the source of
competition to the U.S. industry. - :

Senator Hartke. United States and combined ownership of foreign
subsidiaries? .

Mr. Sinkrer. I want to put ourselves out of business in the Virgin
Islands because it is getting too rough for the people at home.
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Senator Harrke. Why don’t:;you advocate the same thing for
putting yourself out of business in Switzerland ¢ T

Mr. SingrLer. I’dloveto. - - -. . - C

Senator Hartee. You would love to do that too? . . e

Mr. SinkLER. Yes, sir. You give us a quota around the United
States, Senator, and we will stop importing :from Switzerland; too.

Senator HarTkE, Let me ask ‘you'this. Suppose the U.S. posses-
sions are successful in eliminating all of the quotas. You say the
United States then'would be out of the watch business, is that true?

Mr. SiNkLER, If they are successful— - .

Senator Harrre. Just completely free trade operations.

Mr. SinkrLer. We would have to close. L ‘

Senator HArTkE. You would have toquit? Lo

Mr. SiNkLER. Absolutely. ’ ‘ o ~

Senator HarTkE. As I understand ohe statement you made you said
U.S. contractors are buying 5 million parts per week from Switzer-
land because the U.S. industry cannot produce them, is that correct?

Mr. SingLER. That is correct. : - ' :

Senator HarTke, Can you tell us what these parts are and -why
they cannot be obtained in the United States? -

‘Mr. Sinkier. The parts, Senator, that are being imported by the
fuse contractors are small pinions which are tiny gears which are used
in fuses and in safety and alarming devices. All of the watch com-
E;:nies are producing as much as they can currently, and so far as I

ow, we are the only source that amounts to much in the United
States for these pinions. We ourselves have had to buy some of these
pinions from Hugo Keller, who is an importer of fuse pinions, and
all of the other companies are doing the same thing.- The reason is
that they must be made on a Swiss-type turning machine and Swiss-
type gear cutters which are not available in the other industries in the

nited States.

Senator HArrke. Why not ¢ ,

Mr. Sinkrer. Nobody uses them except the watch industry. The
type of gears that are used in alarm clocks and in large gears are not
made by the same process as watch timing gears, and we have not
been able to find any place to get them except Switzerland. There are
small producers but not enough to carry the load. By the way, those
5 million pieces, 3 million pinions and 2 million other turned parts
in that 5 million are what is imported by only one importer. T believe
that some others are importing gears, but I don’t know what their
total is. But that 5 million figure I know because I have talked to the
man. It is 59 small companies that he buys from in Switzerland to
supply these 5 million parts per week. We are really very short of
equipment to produce these parts in this country, terribly short.

Senator Harrke. That is all the questions I have.

Senator BENNETT. Mr. Chairman, I would just like to make one
comment. I think we may get ourselves mixed up when we assume
that they produce watches in the Virgin Islands. They only assemble
parts, and the basic production is done abroad.

Mr. SinkLER. Exactly right.

 Senator BENNETT. Except for some parts I understood you to say
that you produce in Lancaster and send down there. But to say that
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put the last foew finishing steps on the process of assembly, ih order to
qualify for the tax-free status, L o

Mr. SinkLer. Exactly right. N I R

Senator BENNETT. As I understand your position, it is that within
the quota limits 'set you figure the American watch industry can
survive - - . , o .

Mr. SinkLER; That iscorrect, . -~ = -« - Co ‘

Senator BENNETT. If this bill did not have those quota limits, or
if this bill set the quota limits at 5 million instead of 1.5 million, you
figure that you would be in a desperate situation ¢

Mr. SinkLErR. We would get into real trouble at that point.

Senator BennerT. Thank you.

Senator ANDErsoN. Thank you very much.

Mr. Sinkrer. Thank you, Mr. Chairman. - o

Senator ANDERsON. Because of a promise previously made we are
going to take Mr. Aronson out of order. ’ ‘

Voice Froa THE FrLoor. Mr. Chairman, the request earlier made for
Mr. Aronson is no longer necessary. He has already had to leave, so
we can take our regular turn on the agenda. .

Senator ANpErsoN. Very well, Mr. Carmody.

STATEMENT‘OF EDWARD T. CARMODY, VICE CHAIRMAN-GENERAL
COUNSEL, UNITED STATES TIME CORP. (TIMEX); ACCOMPANIED
BY WILLIAM SIMON

Mr. Caryopy. This will be very brief. My name is Edward Car-
mody. I am vice chairman and general counsel of the United States
Time Corp., with headquarters in Waterbury, Conn., the makers of
Timex. watches. We also have subsidiaries or affiliates in Arkansas,
Texas, Scotland, England, France, Germany, Puerto Rico, Canada,
and Hong Xong. ‘ ' ,

I had intended to make a lengthy statement but since Mr. Sinkler
has so well covered the points I ]m({ in mind, I will confine my state-
ment to the employment aspect of the problem. We have at all times
taken the position that the benefits and incentives which have ac-
counted for the beginning and growth of the horological industry in
the islands should be totally withdrawn. We still g;elieve this, but
we think that the solution appearing in H.R. 8436 as this committee
has reported it, is a wise and practical compromise and we are for it.

I would like to answer first one of the questions that Senator
Anderson asked Governor Paiewonsky. Wae are the plaintiff in that
suit in the Virgin Islands, and the quota has been held invalid. There
is no quota. The industry is now completely uncontrolled, and there
is no pending appeal by the Virgin Islands government from that
decision of the Federal district court in the ‘ﬁrgin Islands.

Senator AnprrsoN. Iam glad to have your testimony on that. That
is what I understood. Now, Governor Paiewonsky is sitting back
there shaking his head. You know a man convinced against his will
is of the same opinion still. '

Mr. Carvopy. We are the plaintiff in the case.

the: Virgin Islands produce watches is 'coglebely' false;. They just
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Senator ANDERSON. I read it and the court made & pretty clear
ruling. He doesn’t think that ruling will stand up on-appeal appar-
ently. You follow, do you? SR '

Mr. Carmopy. We think it will definitely stand up-on appeal.

Senator ANDERSON. I do,too. . A :

Mr. Carmobpy. It is our affiliate. We have been in the horological
business for 109 years, and we are the world’s largest watch manu-
facturer and an affiliate, as I said, has been assembling watches in the
Virgin Islands since 1963. U.S. Time is the sole purchaser of these
watch movements sold by Virgo. Virgo’s recent employment in the
Virgin Islands has been 82 people. Now to answer Senator Ribicoff’s
Huestion aﬁ against that we employ 5,000 people in the United States

omesti . :

Senator ANDERsON. How many worldwide?

Mr. Carnxrony. 10,000 worldwide.

Senator ANpErsoN. Thank you very much,

Mr, Caryopy. One of the reasons being put forth by the proponents
of a large watch quota for the islands is that the islands need the
employment represented by the watch industry. Watches are pres-
ently coming in from the Virgin: Islands to the customs ares of the
United States duty free at a rate.that has risen in only a few years to
the almost astronomical figures of approximately 4 million watches a
year. Now the population of the ' Virgin Islands is 40,000 peo&)le, and
the total registered employment in the Virgin Islands is 17,000 per-
sons, of which 8,000 to 10,000 are off-island personnel. ere is
therefore no true unemployment situation at all in the Virgin Islands.
In our industry, an average.of 647 persons, that is, in the horological
indulstrydin the islands, an average of 647 persons per month are
employed. o B .

enator ANpERsON. That isall firms? o

Mr. Caraopy. That is all firms. That is an averag throuﬁh July,
from July through December of 1965, and this was furnished by the
U.S. Employment Service Office in the Virgin Islands. Now, there-
fore, total employment in the horological industry in the Virgin
Islands comes to 3.81 percent of the total number of employees, the
people employed on the islands, and these statistics I got within the
past 2 weeks from the Employment Office in the Virgin Islands.

These figures make it quite proper to say that even if the total
employment in the horological field in the V}i,rgin Islands were abol-
ished, the employment in the islands would not be injured. I hope
the Senate Finance Committee will not be dissuaded from going for-
ward with this sensible piece of legislation in the form from which
you have reported it. Thank you. )

Senator BENNErT. I just have one question, probably a personal
curiosity. You have subsidiaries in non-watch-making parts of
Europe, Scotland, I think yousaid? - :

Mr. Caryopy. Scotland was in watchmaking before we got there.

Senator BENNETT. They had made watches?

Mr. Carnopy. Yes, sir. ,

Senator BENNETT. Is your company originally an American com-
pany which has gone abroad first to-sell and then to manufacture?

Msx’*. Caryopy. Yes, Senator. 'We were founded in the State of Con-
necticut as the Waterbury Clock Co., maker of the old Waterbury
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clocks and the old Ingersoll watches 109 years ago, and in order to
survive, we have had to move abroad, in order to get parts to keep our
factories in America going and to keep our employment alive.

Senator BENNETT. I am glad for this testimony because it puts your
company into focus, or at least it identifies to us, who were youngsters
inhthe day of the old Ingersoll watch for $1. That is the only question
I have. ‘

Senator ANDERsON. Senator Hartke?

Senator HArTkE. Let me ask the same gnestion. 'What will happen
if you close down the Virgin Islands? ill this result in increased
imports or increased production in the United States?

Mr. Carmopy. If we close down the Virgin Islands, 32 people on
our payroll would be out of work, and the parts that had come from
our plant in Germany for assemb] , for the final touches, as Senator
Anderson says, in the Virgin Islands would flow straight to our U.S.
plants. Our employment in U.S. plants would increase.

Senator HarTre. It would increase?

Mr. Carmopy. It would theoretically increase by 32 people.

Senator HarTke. That is all, Mr, Chairman.

Senator AnpErsonN. Thank you very much.

If there is any additional information you want to submit, send it
to the committee.

Mr. Carmopny. Thank you, Senator.

Senator ANDERsON. Mr. Sadow.

STATEMENT OF LEONARD B. SADOW, VICE PRESIDENT, LONGINES-
WITTNAUER WATCH C0., INC.

Mr. Sapow. Gentlemen, my name is Leonard B. Sadow, I am vice
§mident and counsel'of the Longines-Wittnauer Watch Co., Inc., of

ew York City. ° : '

Our company employs approximately 500 people in the United
States, and imports movements from Ss:vitzer and which are cased,
braceleted, completed and sold throughout the United States.

I would point out at the beginning that there is an error in the
committee’s witness list. Although Longines-Wittnauer is a leadin
member of the American Watch Association, I am not here to spea
for the AWA, but for my own company. In addition, 11 other U.S.
watch importers and assemblers have asked to be associated with my
testimony, and their names will be found at the end of this statement.
Many others, large and small, would have, I believe, associated them-
selves with the testimony had time permitted. ‘

While some of the company names may be unfamiliar to you, the
watches which these companies market include many of the best known
and most highly esteemed brands available in the United States. In
addition to Longines, Wittnauer, LeCoultre, and Vacheron & Constan-
tin, all marketed by Longines-Wittnauer, my own company, brands
sold by our own group include : Gruen, Omega, Tissot, Movado, Rolex,
Girard-Perregaux, Audemars-Piquet, Patek-Philippe, International,
Zodiac, Louvic, Jules Jergensen, and Wyler.

As the committee knows, the unchecked growth of watch shipments
to the U.S. mainland from U.S. insular possessions, principally from
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the Virgin Islands, constitutes a very serious discrimination against
watch importers who have to pay the duty, We warmly appreciate
the effort this committee is making to bring the problem under control.
* Senator ANDpErsoN. Mr. Sadow, can I ask a question at that point?

Mr. Sabpow. Surely. 4 '

Senator ANbpErsoN. You list some very well-known names here
associated with you. If we added to that Hamilton, Elgin, and Timex,
what proportion, percentage of the American watch industry, would
be represented here? It would be pretty heavy, would it not?

Mr. Sapow. It would be a guess, but I would say the vast majority.

Senator ANDERSON. Gruen, Omega, and all these others, it is a
pretty fair share of the watch industry ? o

Mr. Sapow. Yes, Senator,the vast majority. :

Frankly, we wish the committee would go beyond its announced plan
to set a quota of 1.5 million units annually on watch shipments from
U.S. insular possessions and, instead, withdraw the unwarranted duty-
free privilege entirely with respect to watches and watch movements.

In its application to the watch industry, headnote 3(a) is simpl
a mechanism for the avoidance of duties. In effect, it permits watch
movements to be imported indirectly and without the payment of
duties from Japan, France, Russia, and other countries—not includ-
ing Switzerland, which has not participated in the exploitation of
this tariff loophole. : , :

We feel that headnote 3(a) discriminates sharply and without
justification against importers who pay the duty. Benefits to the
insular possessions have been amazingly small in proportion to the
dutv collections which have been sacrificed by this provision.

We believe that this represents poor public policy. While we
certainly think that U.S. watch- tariffs are unreasonably high and
should be reduced, our basic position is that all classes of watch im-
ports should be subject to the same tariff schedules, whatever they
are. . ‘

In adopting this special tariff provision, Congress intended to pro-
mote manufacture and employment in the U.S. insular possessions.
In practice, however, as far as the watch industry is concerned, this
provision has proved to be an extremely inefficient way to achieve
these ends.

What has been achieved, instead, is a free-flowing conduit through
which millions of movements pass from the Virgin Islands to the
mainland duty free, with only minor work in the Virgin Islands.
This is a situation which the draftsmen of headnote 3(a) could not
have visualized. :

In 1965, imports from the Virgin Islands constituted about 25 per-
cent. of U.S. consumption of jeweled watch movements and about 11
percent of consumption of all types of watches. This represents a
tremendous increase from the very modest beginnings in 1959, but
the development of manufacturing facilities in the Virgin Islands and
the utilization of islands personnel has been nowhere near as great.

Under headnote 3(a) a watch movement shipped to the mainland
from the Virgin Islands or Guam is eligible for duty-free treatment
if its sales price on ‘the mainland is at least double the value of the
foreign materials embodies in the movement, plus the cost of trans-
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porting these materials to the possession.  If, for example, a' watch
movement contains parts and subassemblies pfus’ transportation costs
to a value of $3, it is only necessary for-this movement to be:capable
of selling in the United States for $6.01 in order to enjoy duty-free
treatment under headnote 8(a). LT RO

This requirement poscs no real economic obstacle. Comparable
jeweled-lever watch imports, subject to the tariff, are burdened with
a-duty of $2.70 to $3.85 and cannot possibly compete in the same price
range. A |

“ghile this is a bad thing for importers who pay the duty, it is not
such a good-thing for the insular possessions. That is because the
minimum  mainland price bears no relation to total production cost—
only to the portion of total cost expended on foreign materials. Since
it is obviously inefficient to produce parts of a watch in some country—
say Japan—and other parts in the territories, where labor is relatively
costly and unskilled, the practical effect’ of headnote 3(a) is to en-
courage operators-in the Virgin- Islands and Guam to do as little as
possible in the islands. : :

The vagueness of headnote 3(a), the lack of definition of the word
“manufacture,” the lack of printed customs regulations relating to
imports from insular possessions, the brevity and vagueness of the
Treasury decision interpreting the headnote, have all contributed to the
present situation which has resulted in an unfair discrimination against
duty-paying importers and has further resulted in a large losz of
revenue to the United States without helping materially to develop
manufacturing facilities or labor usage in the insular possessions.

There is, of course, no requirement in the law for a minimum con-
tribution to the final product of local labor, local materials,-or local
investment. The only real standard is the pricing test. Because of the
high tariff, this test gives the Virgin Islands operator running room of
around $3 or $3.50 per unit. Even if he spends $1 in the islands,
profits on these operations may run more than $2 a unit. One domestic
manufacturer’s subsidiary in the Virgin Islands, shipping approxi-
mately 600,000 units annually, probably has a profit on these opera-
tions of around a million dollars—which is su stantially more than
firms in our end of the business have been earning each year on all
our operations. -

While profits on Virgin Islands operations are very high, the actual
ain for the islands is small in relation to what it costs the the U.S.
reasury.

The 8.6 million units which entered the United States from the
Virgin Islands and Guam in 1965 represent a sacrifice in customs
revenue of about $12 million. Evaluated against this subsidy from the
U.S. Government, the contribution of the Virgin Islands watch in-
dustry to employment and-investment there is small indeed. Only
600 to 700 production workers are involved, according to our informa-
tion. The Government is providing, in effect, a subsidy of $17,000
to $20,000 per production worker. It is hard to conceive of a more ex-
pensive way to attempt to stimulate the islands’ economy. |

Obviously, the real source of the problem for the watch industry is
the fact that U.S. watch tariffs are at exorbitant levels as a result of a
1954 escape clause action. Headnote 3(a) has developed because it
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provides a loophole for avoiding duties averaging on the order of 70
percent of value. A reduction in watch tariffs to pre-1954 lovels—
which is merited also for other resasons—would help materially in
bringing the problemn under control. '

Fortunately, the administration is currently reviewing the 1954 es-
cape clause decision, and we are hopeful that the President will decide
this summer that the national interest calls for restoration of the rates
(1)5 ?%ut,y applicable under the United States-Swiss Trade Agreement of

However, I hope we will not have to wait for tariff reduction to put
8 natural lid on operations in the insular possessions. It would take
time for the tariff reduction to thin out the least viable operations, and
shipments would still continue from the islands on certain specialties
and movement sizes. Thus the discrimination we are complaining
about would still continue.

I trust the committee will understand why we find it difficult to
watch our competitors earning a very substantial é)roﬁt by pocketing
the duties we, on the other hand, must pay to the U.S. Government, par-
ticularly when our own profits have been well below the average of
other industries. .

I want to emphasize that these problems have been visible to
us for a long time. It was in 1960 that the immense possibilities in-
‘herent in headnote 8(a) for avoiding the exorbitant tariffs on dutiable
imports were first recognized. As soon as the first firm began ship-
ments from the Virgin Islands, importers as a group understood that
the provision for duty-free treatment of merchandise from the Virgin
Iglands would tempt an increasing number of companies to go into
business there. We also knew that the exploitation of this loophole
would come at the expense of domestic production and of dutiable
imports. . - | h T

e American Watch Association, which represents most of the lead-
‘inﬁg U.S. importer-assembler firms, immediately took the lead in an
effort to persuade Congress and the executive branch to do something
promptly to prevent this situation from devel’o'ping. The AWA
pointed out that if the loophole was left open it would encourage the
development of an uneconomic activity in.the U.S. possessions which
had no logical basis except for the height of the tariff on dutiable mer-
chandise. The AWA also pointed out that the situation would'become
extremely serious if not. handled promptly, and that postponing a solu-
tion would just make it harder in the end. :

I have with mé 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. ‘ '

In our effort to persuade the Government, we sought, and in the early
stages received, the support of the domestic watch industry. However,
one of the domestic companies, despite its earlier representation chat
the entire Virgin Islands setup was a sham and a duty-avoidance
gambit, apparently decided that the Virgin Islands was too ‘good a
I;roﬁt opportunity to pass up and commenced substantial activity
there. ‘ : o
- " 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, and the situation began to get steadily worse.
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We 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. :

That is clearly the purpose of H.R. 8486 -as it was amended by the
Senate Finance Committee. We applaud the committee’s intent, but
we would urge the committee to close the loophole on watch shipments
entirely. This could be accomplished by accepting the House-passed
bill, which bans use of headnote 8(a) with regard to imports of watch
movements from the territories, and amenging it to eliminate the
exemption for the Virgin Islands.

While we do not hke legislation singling out the watch industry
for special treatment, we feel that a legislative ban on watch ship-
mer{)tls from the territories is the best way to deal with the immediate
problem.

In the event the committes is not prepared to ban all shipments
from the territories immediately, we urge you to keep any quota on
such shipments as small as possible. V%e believe that the quota of
1,005,000 movements for the Virgin Islands is ample and hope that
efforts by the Virgin Islands government and companies operating
there to increase the quota will be firmly resisted.

We would also urge the committee to eliminate the quota for Amer-
ican Samoa, which has no watch industry at present, and to eliminate
or sharply rednce the quota for Guam. There is certainly no question
of equity involved here since Guam entered into watch production
only after the House Ways and Means Committee had unmistakably
served notice of its intention to clamp down on duty-free shipments
from the territories.. - o
~ No doubt the territories and certain companiés will appeal to the
committee, claiming that they were given a right and that this right
should not be withgmwn., But we think that our position is far more
strongly grounded in equity. Headnote 3(a) constitutes flagrant dis-
crimination against duty-paying importers.. Whatever the level of
duties on imported watch movements, we believe they should apply
equally to all classes of imports. « o :

-Might I, Mr.-Chairman, depart from my Ere ared statement long
enough to say that I disagree completely. wit Lfr. Sinkler regarding
the watch tariff issue, the alleged threat of foreiin imports to the
economic health of the domestic industry, and also his claim that im-
ports are threatening to impair the national security.

We do not believe, however, that these questions are really germane
to these hearings, and we do not propose to burden the committee with
our rebuttal. %ssimply wish to point out that the claims advanced by
Mr. Sinkler have been and are being systematically, evaluated as
specifically provided under the Trade Expansion Act of 1962, and
that proceedings under this act have been going on from as far back
as December 0£ 1963, . A

I believe we are all aware that the U.S. Tariff Commission has made
a-report on the economic condition of the domestic industry. That
report- is being reviewed by the Commerce Department, the Labor
Department, and other interested agencies, operating under the chair-
manship of the Herter office, the Office of the Special Representative
for Trade Negotiations. '

65-536—66——0
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Similarly the OEP, the Office of Emergency Planning, with the
cooperation of the Defense Department and other agencies, is conduct-
ing a thorough reexamination of this entire defense essentiality ques-
tioni. Our company has presented our views in great detail to the
nroper-authorities. We are confident and hopeful that our facts and
interpretations will be accepted, and that Mr. Sinkler’s arguments will
bo rejected. We will refrain from further comment at this time, be-
cause fheso other arguments clearly do not have any-direét bearing
on the issue which is currently before the committee.

Thank you very much for the time and the attention. -

Senator AnNpersoN. Thank you for your statement. It may not
have any bearing on the bill but it is useful to the members of the
committee and we appreciate your coming as well.

(An attachment to Mr. Sadow’s statement follows:)

Following is a list of U.S. watch importing companies which have asked to be

associated with the statement of Mr. Leonard B. Sadow for the Longines-
Wittnauer Watch Co., Inc.:

Gruen Watch Co. The Henri Stern Watch Agency, Inc.
Norman M. Morris Corp. Edward Trauner, Inc.

Movado Watch Agency, Inc, Louvic Watch, Inc.

The American Rolex Watch Corp. Jules Jergensen Corp.

Jean R. Graef, Inc, Wyler Watch Corp.

Audemars Piquet & Co., Inc.
Senator Anpersotr. Mr. James W. Riddell is our next witness.

STATEMENT OF JAMES W, RIDDELL, ATTORNEY, REPRESENTING
ADMIRAL TIMEN CORP., BELAIR TIME CORP., MULTI-JEWEL
WATCH CORP., AND UNITIME WATCH CORP.; ACCOMPANIED BY
ILSE GRUNWALD, BELAIR TIME CORP.

Mr. Rioperr. Mr. Chairman, I am accompanied by Mrs. Grunwald
of Belair Time.

Sir, I would like your permission to have my statement printed for
the record and proceed to what I think is the heart of the matter that
‘this committee 1s interested in.

Senator ANpErsON. The statement will be included as if read in its
entirety. I sppreciate your saving us time.

Mr. Ropurr. My name is James W. Riddell of the firm of Dawson,
Griffin, Pickens & Riddell, Washington Building, Washington, D.C.,
attorneys at law. 'We represent four manufacturers of watch move-
ments produced and exported from the U.S. Virgin Islands. These
companies are Admiral Time, Inc., Belair Time Corp., Multi-Jewel
Corp.,and Unitime Corp. ,

Their production is approximately one-third of the total production
of watch movements in the Virgin Islands, or about 1,200,000 pieces.
They were among the pioneers of the industry in the Virgin Islands.
They employ 222 people in the Islands and represent a large capital
investment. ,

None of our members are subject to any rules and regulations of the
governments of foreign suppliers. The nature of their activities con-
tributes to free and open competition in the U.S. market, resulting in
the greatest benefits to the ultimate consumers.



DUTIABLE STATUS OF -CERTAIN WATCHES 79

‘We appear here today in opposition to a proposed committee amend-
ment to H.R. 8436 which imposes a quota on the duty-free importation
of watches from the U.S. Virgin Islands, Guam and American Samoa.

The U.S. consumption of watch movements in 1965 ap}woximated
34 million units. 8f this total, foreign importers supplied almost
exactly 50 percent, domestic producers 39 percent and the U.S. Virgin
Islands 11 percent, or 3,600,000 units.

1965 consumption of watch movements in the United States was the
highest in history and reflected an increase from 27 million units in
1964 to 34 million units in 1965. Of this increase of 7 million units,
forsign importers supplied 4,100,000 units, domestic production sup-
plied 1,700,000 units and the Virgin Islands supplied 1,200,000 units,

Notwithstanding this phenomenal inerease in watch movement con-
sumption, no new U.S. factorics have been created to take care of the
increased demand and all United States and Swiss factories are operat-
ing at capacity. Thus the demand for watches is in excess of the in-
dustry’s ability to supply them.

In the light of these facts, the companies we represent cannot un-
derstand why, when manufacturers and importers alike find it diffi-
cult to satisfy consumer demand, a quota should be placed on the
U.S. Virgin Island watch industry that would cut its output nearly
75 percent and wipe out three-fourths of their business overnight.

he effect of this action will be to put U.S. Virgin Islands manu-
facturers out of business, thus increasing the definite shortage of the
supply of watches,
ot only is the current demand for watches at a recordbreaking
height, but it is bound to increase because of population growth, higher
educational, and living standards. By placing a fixed unit ceiling on
¥roduct,ion, the Virgin Islands companies and the other possessions are
oreclosed 1n supplying any part of increased consumption, while for-
eign manufacturers, when they are able to supply, will be permitted
to reap the benefit because no restriction is placed on them.

If a ceiling or quota is determined to be in the best interests of the
Dnited States, it should be geared to a proportionate part of U.S. con-
sumption so that U.S. manufacturers in the Virgin Islands can look
forward to a share in that increased consumption and not be restricted
to a flat unit amount that would remain the same regardless of in-
creased consumption,

The Congress enacted the legislation which made it possible to estab-
lish the watch industry in the Virgin Islands because of the need and
desire to stimulate the economy of the possessions. As a result of this
thoroughly considered action, a sound and profitable industry has been
established which is contributing dollars to the island economy and the
U.S. economy as well, ‘

The companies we represent accepted the opportunity provided by
this legislation and went into the business 0? manufacturing watch
movements in the Virgin Islands at a time when they were desperately
needed and wanted. They continued to develop their businesses, uti-
lizing island facilities and island employees, so that all—the govern-
ment, the local economy, the local citizens, the manufacturers, the U.S.
watchmaking industry, and the ultimate consumers—were benefited.
The only ones not benefiting were foreign manufacturers who were
faced with the increased competition.
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The industry directly employs about 8350 persons in the Virgin
Islands, of whom 80 to 90 percent are Virgin Islanders. The wa
rate of these employees was 60 cents hourly in 1959. Today the mini-
mum wage rate 18 $1.25 hourly and the average scale for these workers
is $1.40 per hour. More highly skilled labor earns $1.50 to $1.75.
hourly .and advanced technical employees earn from $3.50 to $4 an
hour. Fringe benefits include 2 weeks’ paid vacations, 12 paid legal
holidays, and ideal working conditions in modern, air-conditioned
premises. By far the greatest number of these employees are women,
previously unskilled, unemployable, and unemployed. The industry

as trained them, %riven them skills and substantial salaries, and the
opportunity to build useful and gainful lives. These a,vera%e rates
which I have cited are among the i%)};est aid in the Virgin Islands.

Not only is the industry directly beneficial to the Virgin Islands
economy, but &ll related aspects of the economy such as real estats,
shipping, electricity, automobiles, gasoline, trucking, teleplione and
cab esl.,l insurance and guard service, groceries and housing all benefit
as well, ~

In the light of this, we hope that this committee will find it possible
1o restore to the Virgin Islands manufacturers the opportunity of con-
tinuing to contribute to the economy of the islands as they have in the

ast.

-p“I‘he Virgin Islands watch industry uses substantial quantities of

_material produced in the United States. For example, it is the main-
stay of an enlarged U.S. watch dial industxiy, which employs more than
280 employees solely to meet the Virgin Islands requirements. U.S.
‘dials used on movements produced in the Virgin Islands approximate
$1,200,000 at wholesale.

bvery Virgin Islands watch movement it cased in the United States.
This utilizes about 2 to 8 million U.S. watch cases and 8 million U.S.
crowns, costing approximately $5 million at wholesale. Many per-
sons are gainfully employed in plants in the United States assembling
the Virgin Islands movements with watch cases, at a cost of about
$900,000 to $1 million. Approximately $5 million is spent in the
United States for overhead and selling expenses in the distribution
of these watches, and profits are earned in all segments of related
U.S. industries.

The Virgin Island watch industry reduces the U.S. gold flow and
improves 5110 balance of payments by $5 million, to the extent that
the assembly operation is performed in the Virgin Islands, and the
dials and other parts are produced in the United States instead of in
foreigm countries, .

If the Virgin Islands watch industry is not permitted to grow and
to have the assurance of a stable industry, then these benefits to the
U.S. domestic watch industry will also be lost. )

In using the term “domestic watch industry,” we are referring to
those companies in the United States which manufacture or produce
watch movements in this country, and use such movements in the pro-
duction of complete watches for ultimate sale to the consumers.

The domestic watch industry consists of manufacturers who make
two classes of movements, namely, so-called f'eweled-lever movements
and pin-lever movements. For all practical purposes, the skills re-



DUTIABLE STATUS OF CERTAIN WATCHES 8t

quired to produce ‘either class of movements are the same. Conse:
uently, the potential contributions of these manufacturers to the de-
ense requirements of the United States are equal and here, Mr.. Chair-
man, I might add that to the extent that watchmaking skills are
deveioped In the Virgin Islands, they are available for the defense
rkl 1111rements of the United States to the same extent that are mainland
8 8. ‘ '

Virgin Islands watch movements do not displace or supplant an
movements manufactured in the United States. If Virgin Islan
watch movements were substantially, or even completely, removed
from the U.S. market, the only result would be to increase the flow of
watch movements imported from foreign countries.

Watches made with the use of Virgin Islands watch movements have
not affected or caused any reduction in the price category of watches
made with the use of movements manufactured in the United States,
The Virgin Islands movements are in competition in the U.S. market
.chiefly with the medium priced foreign watch movements. Presently
the demand for medium- and low-priced watches is at least double the
capacity to supply them and from all indications this situation is
becoming more acute. '

The Virgin Islands production of movements has been the sole con-
tinuing factor in combating the virtual foreign monopoly in watch
movements in the United States. Previously, practically all watch
‘movements in that price category had been imported from forei
ccountries. For example, the %irgin Islands industry can not obtain
Swiss watch parts because of the Swiss Government regulations against
-export of parts, and, therefore, the Virgin Islands industry had to
develop other foreign sources, such as France, West Germany, and
Japan, The development of such sources for watch parts by the
Virgin Islands manufacturers and the knowledge that these sources
can provide excellent quality watch parts ultimately will, we hope,
result in an eventual change in the Swiss attitude, if the Virgin Islands
watch movement industry is permitted to continue the production of
watch movements without unreasonable curtailment.

It has been said that there are only four watch manufacturers in

the mainland United States. All of these comfmnies are presently
producing watches in the Virgin Islands and all have foreign pro-
ducing facilities. One company produces pin lever watches. The
{)roduction of these pin lever watches is not affected because no pin
ever watches are produced in the Virgin Islands. Moreover, it is
well known that this company cannot begin to fulfill the demand for
its products. The U.S. manufacturers of jeweled lever watches are
not affected because the watches produced in the Virgin Islands are
not in price competition with the jeweled lever watches which are
manufactured within the mainland United States.

What will happen to the U.S. watch industry if production of
watches in the Virgin Islands is curtailed as proposed by the com-
mittee’s tentative decision? ‘

First, watch producers who do not have U.S. manufacturing will
have an opportunity to increase their exports to the United States to
ihe extent that they are willing to increase their productive capacity.

At the present time they do not have the capacity to meet the demand
of the United States for watches, but if the competition supplied by the
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Virgin Islands watch manufacturers is removed, it can be expected
that the supply formerly supplied by the Virgin Islands manufac.
turers would serve as an incentive for them to increase their produc-
tion and raise their prices to the U.S. purchasers, .

Secondly, those U.S. manufacturers who have foreign manufactur-
ing_facilities will attempt to increase their imports from their foreign
facilities and to expand their foreign facilities in order to be able to
do so. In any event, the watches that have been produced in the
girgin Islands will be produced in foreign countries, not in the United

tates. :

Who gets helped if this is done? It cannot be expected that the
competition from foreign suppliers will cease or even that U.S. firms
with foreign facilities will cease to import from their foreign facilities.
In other words, the watches that have been produced in the Virgin
Islands will be produced in foreign countries.  Whether they are pro-
duced by foreign companies or U.S. companies which own foreign
facilities, the competitive impact on those manufacturers who do not
produce abroad is the same.

Now, Mr. Chairman, who gets hurt? The answer can only be those
U.S. producers which have facilities only in the Virgin Islands. Now
those who produce in the Virgin Islands and only in the Virgin Islands
are not foreigners. They are U.S. citizens. They own U.S. businesses
and are entitled to be respected and their interests are entitled to be
protected as such. The people of the Virgin Islands are certainlfr
hurt because the dollars that they have been earning from watch
manufacturing will no longer exist,

These companies began business in 1961 and 1962 and built their
production and their sales. Last year they were faced with what
they thought was the desire of the Congress to limit their production
through action by the Virgin Islands Legislature establishing a quota
which was set at one-ninth of U.S. consumption for the preceding year.
This action was taken by the legislature after due hearings before a
committes_appointed by the Governor, both in Washington and St.
Thomas. However, no such action was taken by either Guam or Ameri-
can Samon, which had no watch indsutry at that time. As a result, and
as we predicted, production began in Guam where there was no ceiling
or quota imposed. Now it is proposed to cut back our industry further,
from 3,600,000 units to 1 million units and give an additional 495,000
units to Guam and American Samoa, which in effect takes away this
production from the Virgin Islands.

In plain words, we do not think this is fair. 'We do not believe you
would appreciate similar treatment of your business. We believe those
established companies that have come into the Virgin Islands and have
made a significant contribution to the economy of the islands, in accord-
ance with the intent of Congress, should not be penalized but should be
protected in their present position and encouraged for what they have
already done. If it is deemed necessary to impose this restriction on
U.S. manufacturers and not on foreign manufacturers, then the Virgin
Islands quota should remain on its present basis and whatever is con-
sidered proper should be given to the other possessions in addition.

We believe that tlie watch industry in‘the Virgin Islands should be
considered an integral part of the U.S. industry in the same way that
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the Virgin Islands is a part of the United States, in all of its activities,
and that Virgin Island production should be geared to U.S. consump-
tion by a percentage quota. o : : :

We believe that United States-Virgin Island production should have
preference over foreign groductibn. This is an advantage that will
sorve all U.S. interests, both mainland and island. ILet us face the
facts, - We are here to protect U.S. interests in the Virgin Islands—
not foreign interests. S e

We believe the Virgin Islands are entitled to a realistic share of U.S.
consumption, especially in comparison with foreign importations.

The proposed amendment has an effective date of July 1, which
would appear to be unrealistic in view of the date of this hearing.
However, it is most important that the effective date of any législation
be sufficiently in advance, insofar as the Virgin Islands are concerned,
to permit ‘fulfillment -of the contracts for both the purchase of raw
parts and completion of sales contracts for movements which have
already been entered into. . ,

It must be remembered that the Virgin Islands industry has been
oremting under a quota for the past year and that a new quota was just
allocated in April. On this basis and with this assurance of con-
tinued production, purchases of parts were contracted and sales of
completed movements were made for future delivery. Such being the
case, the Virgin Islands quota, if enacted, should recognize this fact
and establish an effective date of April 1, 1967, in order that existing
commitments may be honored.

We are talking about apFroximately 3,800,000 watch movements.
Approximately one-ninth of the U.S. consumption. We are talking
not about pin level watches. We are interested in what would happen
to that 3,800,000 watches if this commitice were to totally prohibijs
the Virgin Islands from importing them into the United States or
restricting them to 1.5 million as the committee amendment would do.
I think it is obvious from what has been said up to now by the gentle-
men who preceded us, and I appreciate their candor, is that if the
committee action is allowed to stand, the watches now assembled in the
Virgin Islands would not be produced in the United States, but would
be supplied from foreign subsidiaries, in the case of those American
firms who own such subsidiaries, or by foreign companies altogether.

We own no foreign subsidiaries. We have no interest in foreign
companies. We are wholly American companies. We don’t manufac-
ture abroad. We manufacture only in the Virgin Islands, which is
a part of the United States.

Senator ANDERSON. Do you manufacture there? -

Mz, RippErn. We assemgle. We do ]')I‘recisely what the great bulk of
the so-called domestic industry does. There are very very few if any
watches made in the United States that are wholly manufactured
within the United States in the lever category; in the price range
we are here discussing.

Senator ANDERsON. I only interrupted you because you used the
term “manufacture,” and we have had so much discussion earlier.

Mr. RiopeLL. Right. I intend to be precise, and I say we assemble.

Senator ANpErsoN. Thank you.

Mr. RmiopELL. Now, Senator what happens to those watches? The
companies who have appeared before have testified that they would
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eontinue to bring them into the United States from their foreign sub-
sidiaries. -Certainly the Swiss companied would be delighted: to pick
up the difference. So what is the fight about? The fight simp ({ is
this: Tt is one of competition. We are the only people who would be
put. completely out of the watch business if you call assembling watch
movoments the watch business, by the committee’s action.

We took the risk. We moved into the Virgin Islands. We at-
tempted to comply with the policy as established by the Congress in
forwarding the economy of the insular possessions. We are at a loss
to understand why we should now be penali.cd by our very success.
It was the intention of the Congress to promote the economy of the
Virgin Islands. We moved:in first or were among the first to move
in. We have been successful. We are contributing to the economy
of the Virgin Islands, and we are making a profit. :

- Senator ANDERsSON. Are you one of the four companies that gets this
income tax. benefit ¢

Mr. RmopeLL. I represent four companies. 'Two of which companies

et the income tax benefit. They were two of the three first companies
in the Virgin Islands. Two of them do not. And we would certainly
like to see the tax subsidy extended to everybody. We can join wholly
with the gentleman from Hamilton who would like to see everybody get
it. We don’t want to see anybody lose it. But we are not here direct-
ing our force and effect to the wisdom of the tax subsidy. If itis to
be allowed we would like everybody to have it. :

We think there is justice for everybody having it. Now what more
can we say,»Senator?] We have reduced the problem to the following.
If the watches are not assembled in the Virgin Islands, they will be
assembled abroad. They will not be assembled in the United States.

. At this point the committee is faced with this dilemma. Shall it de-
prive the Virgin Islands of an opportunity to do business and give it
to some foreign supplier? That 1s all there is to it. :

The gentleman representing Hamilton stated that at his Lancaster
plant -he employed a certain number of employees. I followed him
precisely when he was at the point of stating that were he to discon-
tinue his Virgin Islands production, that the production would move
into the United States not from U.S. sources, but from-his subsidiaries
abroad. But his counsel made the following point. That if the Vir-

in Islands were not put out of business, he would lose employees at

.ancaster. The watches that we are talking about, Senator, retail
at a price slightly higher than pin level movements, from about $15 to
$20." Such watches have never been made in the ’United States, and
are not now being made in the United States, and none of his em-
ployees so far as we know are engaged in the manufacture of such
watches. They may be making a few parts for such watches which are
shipped to the Virgin Island. - But since his company has admitted
that watches of this category will be imported from abroad, if the
Virgin Islands are put out of business, what effect can such’ action
have on the continental United States employment $ ,

Now, where am I left to go? Who is benefited if we are cut out of
the market? Not the United States or any U.S. company having an
intendment to manufacture in the United States. The only. people
who can be benefited are those U.S. companies who now have foreign
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subsidiaries or foreigners or those of us, and I don’t think any of us
have the resources, who have the resources to go abroad and do what
our ‘competitors are now doing, that is purchasing European plants
or organizing European or Asian plants for the purpose of taking up
the business that we would have had if we had been left alone to do
what you wanted usto do in the Virgin Islands.

What happens to the 3.8 million? That is the bouncing ball, and
I want.you to keep your eye on it. What is goinf to happen to those
units? Where are they going to come from? Are they going to be
manufactured in Arkansas or Pennsylvania or Connecticut? The
answer is “No,” and they never have been. They will, if Syou take this
away from us, be manufactured outside of the United States and its
possessions. The loser could be the people of the United States plain
‘and simple, because our companies will not have any placeto go. That
is the end of my statement, Mr. Chairman. Thank you very much.

Scnator BENNETT. Mr. Chairman, I would like to ask one question
of Mr. Riddell.

Mr. RiopELL. Yes, sir. . ,

Senator Bennerr. Would you be happy™ if in order. to solve the
tariff, the %lreat, discrepancy between the tariff loss and the material
benefit to the islands, 1f we solved the problem by applying the tariff
to watches brought in through the Virgin Islands? In other words,
if we just eliminated this tariff-free %1mmick that makes it possible
-for the operation:in‘the Virgin Islands L

Mr. RmoperL. The answer to that, Senator, is “No,” for the simple
and apparent reason that we could not possibly survive. The Virgin
Islands do not have the facilities to manufacture the parts. It would
take us years to generate an industry, comparable to that required to
make all running parts. )

Our good friend from Hamilton states that the concentration of
skills is so great in Switzerland that even he has to buy key com-
ponents there.

Senator BENNETT. You are missing my point. Let me try it another
way. Does it cost more to do the assembly processing you do in the
Virgin Islands than it does to do that same assembly processing in
Taiwan or Japan or Switzerland ?

Mr. RiopELL. Yes, because we pay higher wages. One of the great
things that has come out of this program for the Virgin Islands is
that it has promoted not just employment, but skilled employment.
Skilled employment that looks toward more than a subsistence wage.
‘We are paying more, certainly, than they pay in Japan.

Senator BENNETT. Then this leads to my next question. You can
compete only with Japan because you have an umbrella.

r. RiopeLL. Concededly.

Senator BENNETT. How much of that umbrella can you lose and still
compete ; any of it? : :

- Mr. Ropern. I would think very little, Senator. You gave us the
umbrella for the reason that you wanted to see us prosper. You took
‘into account that fact. - :

Senator BENNETT. Tsn’t it rather this way? That an umbrella, a
general umbrella existed in the tariff law in terms of a certain tariff
-concept, and somebody discovered that it could be applied to watches?

Mr. Ripperr. Similar to woolens and many other things, agreed.
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Butonce you put up én umbrella for a particular purpose, that is to
provide an incentive, don’t be disappointed if it is used. . You gave
-us the umbrella. “We have seized upon it. . We have established a here-
tofore nonexistent industry, meager though it be. It is nothing but an
-assembling operation, and I concede it for what it is. .
I can’t state that we manufacture watches.
Senator BENNETT. You don’t? <

Mr. RiopELL. None of these gentlemen here can state that they do,
either. What company in the lever field manufactures watches in our
price category in the United States? None. We might just as well
lay the facts on the table for what they are, because facts are important
to committee members when they are reaching decisions. ; ~

Senator BENNETT. I think your last statement leaves a little bit of
a misunderstanding. The mainland companies manufacture part of
their parts and buy part of their parts. -
© Mr. Robewn., Right. But only in the highest price ranges.

Senator BENNETT. You manufacture no parts? .

Mr. Rippern. Right, and couldn’t possibli'. - . ‘

Senator BENNeTT. OK. Suppose we solve this problem by giving
you a 3 million unit quota and half of the tariff ¢

Mr. Roperr. I beg your pardon,sir? ‘Iam sorry.
 Senator BENNETT. gﬁpposeswe solve the problem by giving you a
3 million unit quota but said that on watches so assembled we would
have half the tariff, because half of the value of your watch is pro-
duced in a foreign country ¢ . :

“Mr. RippeLr. I think you would put us out of business, Senator. - I
would like to put a pencil on it. - I am riding horseback and I really
don’t know - the -precise answer to your question. I would like to
supply it to you. But my reaction is it would put us out of business.
But let me turn the question around, Senator, for a moment.. Why
would you want to put a tariff on us¥ Where is the inequity in letting
us go free of the tanff? o o
* Senator BenNerr. The problem is not that you go free.

Mr. RiopeLL. Who are we hurting ¢ : .

Senator- BENNerT. The problem is-that the Japanese parts manu-
facturer goes free of the tariff. That is the problem. ' -
- Mr. Rioperr. No, he does not. -

Senator BeNnerr. Why doesn’t it ¢ ‘
Mr. RmopeLr. The exception for the duty, and correct me if I am
wrong, is only for that product that we send into the United States.

Senator BENNETT. I know, but you can’t send anything into the
‘United States unless you get tariff fres parts from the manufacturer
in Japan or Germany or Switzerland or somewhere else, so in effect
you are holding the umbrella over the Japanese parts manufacturer.

Mr. RipeLr. I see your problem now, Sehator. It is-one of an
understanding of terms. When I say we pay a tariff, we pay a 6-per-
cent duty on the parts that we import, to the Virgin Islands. - That
is what I meant. I am sorry,you are correct and I am in error. : But
we pay an equivalent in the sense that we pay it not under the tariff
schedules but to'the Virgin Islands. =~ :

Senator BENnerT. Maybe you should persuade the: Virgin Islands
to give you the same kind of tax exemptions in that area that they give
-youin the income tax area. Coor e
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.- But in any event, the net effect as far as I am concerned is that this
umbrella is not only held over you, it is held over the foreign parts
.manuffacturer, because the unit, after it leaves your hands, comes in
duty free. ‘ o o .

I-ywould like to ask Mr. Sinkler a question while we are on this same
subject. Do you pay a tariff- on the watch parts you import from
Japan or Swimzerlan({? n : .

fr. SiNkLER. Into the Virgin Islands?
Senator BEnNEiT. No, into the United States.
hl\:i SinkrLer. Yes, sir.  The parts duty runs around 55 percent, I
think.

Senator BenNert, Fifty-five percent compared with 6 percent that
they paid to the Virgin Islands to bring parts into the Virgin Islands?

Mr. SinkLeR. I would like to make a correction in what the gentle-
man said, Senator, also. Those of us who have the tax subsidy enjoy a
further advantage of getting a full rebate of the 6-percent duty on
parts, so that two of your companies get their 6 percent back; the
other two do not.

Mr. Rperr. Just as you do.

Mr, SinkrER. Exactly, we do, too.

Mr. RippeLn. We are riding in the same boat with respect to the four
companies who get it and on a different boat for those who don’t and I
join you in the hope that we all get it. : o :

Senator BennEert. This is a fact that I hadn’t known' earlier. I
have no further questions. :

Senator AnpersoN. Thank you very much for being here. '

Mr. RioperL. Senator, just one more thing. Ask yourself what is
going to happen to those 3,800,000 watches. Who is going to be man-
ufacturing them? Who is going to be getting the worth of the labor,
and the profit of them? .Thank you,sir. ‘ '-
-. Senator ANDErsoN. Mr, Lazrus.

STATEMENT OF JULIAN LAZRUS, PRESIDENT OF BENRUS WATCH
C0., INC.,, REPRESENTING QUALITY PRODUCTS, INC, OF THE
VIRGIN ISLANDS; ACCOMPANIED BY STANLEY L. TEMKO, OF

- COVINGTON & BURLING, COUNSEL TO BENRUS WATCH CO0., INC.

Mr. Lazrus., Mr. Chairman, my name is Julian Lazrus. I am pres-
ident of Benrus Watch ‘Co., Inc. Our company manufactures watch
movements in Switzerland and imports them into the United States.
In this country we have manufacturing facilities in Connecticut where
‘'we mamifacture watch cases, and facilities in New York and Connecti-
cut where we assemble our imported movements into complete watches
for sale throughout the United States. We also have a subsidiary,
Quality Products Co., Inc., which has been producing watch move-
‘ments in the Virgin Islands since 1962. . ' !

Our employment at the present time is approximately 400 people in
Switzerland, a proximategr 1,200 people in the United States and, I
believe, 83 employees at the present time in the Virgin Islands.

We believe that the committee should not take any action on H.R.
8436 at this time. Asyou have already heard from other witnesses, the
President is expected to reach a decision shortly concerning the basic
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‘watch tariff structure. ' If he decides to reinstate the duties that were
“in’effect prior to 1954, as we would hope, this will have the effect of
‘subjecting watch opérations in the Virgin Islands and Guam to natu-
ral economic controls, without the kind of sudden and arbitratry im-
‘pact on the'islands’ industry which would oceur under this legislation.
' Tf the committee feels that it cannot postpone action, we suggest that
the quota for the Virgin Islands should be set, at least on an interim
basis, at approximatelf' the current level 6f Virgin Islands production,
which is about 3.8 million movements a year. This wo’ulc? provide a
‘backstop. in case the President were to decide against immediate tariff
reduction. , :
.. A Virgin Islands quota at this level would be based upon the plain
Tact that there are 16 firms actually operating in the Virgin Islands,
‘ ‘roducing at this level, providing employment to a substantial num-
er of U.S. citizens, and supplying the payroll and other benefits upon
-which a significant portion of the Virgin Islands economy depends.
Tt' would be most unfair to suddenly force a cutback in this existing
industry, and there is no real need to do so. :

To explain briefly the reasons for our recommendations it is neces-

sary to look first at the basic statute that this bill would amend. As
‘the committee knows, until 1954, section 301 of the Tariff Act of 1930
permitted dt'xtf-free importation of the products of the U.S. insular
possessions only if the foreign materials contained in those products
constituted: 20 percent or less of their value. In 1954, Congress
amended this section to permit duty-free importation of such articles
if they do not ¢ontain foreign materials to the extent of more than 50
‘percent of their value. | -
- This change in the law was made to encourage the develo?ment in
the insular possessions of manufacturing industries that would utilize
foreignmade components and materials in the manufacture of goods
for the U.S. market. In other words, Congress plainly intended, by
Ancreasing the availability of duty-free benefits to industries utilizing
-imported ‘components, to encourage the establishment of such indus-
‘tries in the possessions. It was hoped that this would result in in-
‘treased employment for U.S. citizens residing in the possessions, more
skilled worﬁ-and ‘higher Wnﬁes, and in general would aid in providing
much-needed economic development for the possessions.

-Within about 5 years after the 1954 amendment in section 301,
the first watch movement plant was established in the Virgin Islands.
Various U.S. firms in the watch industry quickly recognized that if
watch manufacture in the islands were permitted to grow to an un-
limited extent, it could create a serious discrimination between duty-
»Hayin importers and those who brought their watch movements in

uty free from the Virgin Islands. o
.. 'This danger arose fundamenta{ljy from the fact that in 1954 Presi-
dent Eisenhower had increased U.S. import duties on watch move-
ments to an extraordinarily high level under the “escape clause” pro-
cedure, and this made any arrangement that permitted duty-free im-
portation exceptionally attractive. : , , '
~ Well before there were substantial watch operations in existence in
the islands, our own company, other U.S. importers, and some of the
domestic watch manufacturers joined in pointing out this potential
problem, and seeking executive or legislative action at the Federal
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level to prevent the development of a substantial watch industry in
the Virgin Islands. : g ‘ L
These efforts were seriously undermined when one of the grmclpgl
domestic watch manufacturers, Hamilton Watch Co., ceased to sup-
port our request for Federal action. It turned out that Hamilton had
quietly purchased the first and largest Virgin Islands watch company,
Hamilton’s action, as the first major brand watch manufacturer to go.
into the Virgin Islands, forced many other companies, including our
own, to establish production facilities there, although Hamilton still
is the largest Virgin Islands watch producer. o .
The Virgin Islands watch operations in their current form depend
for their viability upon the exorbitant rate of duty on direct watch
movement imports. The high duty is the cause of the situation, just
as it is the cause of unlawful duty-avoidance methods, such as smug-
gling. For example, the former Commissioner of Customs has stated
that watch smuggling is the greatest single problem faced by the U.S«
Customs Service, except for narcotics, and 1t has been estimated that
as many as 2 or 3 million watch movements a year may be smuggled
into the United States. S : :
Until watch duties are reduced to more. reasonable levels—as we
hope they soon will be by President Johnson, when the administration’s
current reviey of the 1954 escape clause action is completed—it is clear
that there will be a substantial incentive to avoid gayment of the duties.
The Virgin Islands watch industry, however, developed in response
to specific congressional authorization, enacted to encourage the manu-
facture in the insular possessions of articles produced from foreign
components. It developed, moreover, following the failure of the ex-
ecutive branch and the Congress to heed our requests for action to deal
with the situation. At that point, commercial necessity dictated the
establishment of watch production facilities in the Virgin Islands.
Our company, and each of the other firms producing watches in the
Virgin Islands, had to obtain specific advance approval from the
Treasury Department for the establishment of these watch manufac-
turing facilities. These firms have had to make substantial invest-
ments in the islands. Our Virgin Islands subsidiary started its opera-
tions in 1962 and devoted 3 solid months to training workers in the
skills of watch assembly before it shipped a single movement. We
have continued to operate a training program under approval granted
by the U.S. Department of Labor. We currentli Frovn e employment
for over 80 workers. Our employees perform skilled work in modern
facilities, and their wages have continually increased. We take pride
in the fact that we were the first watch company in the Virgin Islands
to enter into a collective bargaining agreement with the Virgin Islands
labor union.  Basically, we feel that we have provided precisely the
type of benefits to the Virgin Islands that Congress had in mind when
it enacted the 1954 amendment to section 301. -
The watch industry as a whole provides jobs for between 800 and 900
employees in the Virgin Islands, and we believe it is the largest single
employer of skilled manufacturing workers there. Itscontribution to
the Virgin Islands economy in terms of manu‘facturinf payroll alone
is in the range of $2 million a year; and the direct and-indirect bene-
fits of this industry to the development of the Virgin Islands is of
course even more substantial. ,
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- In short, the industry has done what Cong intended it-should
do when the 1954 amendment was passed, and the industry has grown
to the point where a substantial numbér of workers and a substantial
segment of the overall Virgin Islands economy depend upon it. :

At the same time, we believe it is perfectly clear that the mainland
United States watch manufacturers are not being injured by the
existence of this industry in the Virgin Islands. Domestic watch

-manufacturers have been reporting record sales and profits in recent
years despite the rapid growth of Virgin Islands watch operations,
Since substantially all of the watch movements produced in the Vir-
gin Islands are marketed in the lowest priced segment of the U.S.
watch market, the principal domestic’ manifacturer concerned is
“Timex” (United States Time Corp.) and that company is by far the
most extraordinarily successful and profitable firm in the industry.
It alone currently sells about one-third of all watches sold in the
United States, and it reportedly has been earning profits in the ran
of 15 percent per year on net worth, after taxes. Such a firm clearly
does not stand in need of special protection from competition.

I do not want to take the committee’s time to review in detail all the
circumstances connected with the introduction and passage of H.R.
8436 in the House and the enactment of local legislation in the Virgin
Islands to limit the further growth of the Virgin Islands watch n-
dustry. I do think that all of thesé developments together plainly
show that the Ways and Means Committee and the House itself récog-
nized the vital importance of this industry to the Virgin Islands econ-
omy, and also recognized that there was no need to reduce the current
size of the industry, even if its future growth might have to be limited.

~"We believe that this committee should recognize these same facts
in any action it may take on this proposed legislation and, accordingly,
if a quota is imposed it should permit continuation of V’irgin Islands
watch production at current levels.

" However, as I have pointed out, the exorbitant rate of duty on watch
imports is the root cause of the situation, and watch duties currently
are being thoroughly reviewed by the administration. There is every
reason to expect a final decision by the President within a few months:
The U'S. Tariff Commission has reported that a reduction in watch
duties would substantially reduce the incentive for Virgin Islands
watch production. Such a reduction in effect would require that any
wittch production in the insular possessions operate on a sound eco-
nomic basis and make an increased contribution to the local economy.

Under these circumstances, we submit that the committee should
regard H.R. 8436 as a form of “insurance,” intended to provide an
avenue for dealing with the situation if watch duties are not reduced
or if, contrary to the Tariff Commission’s finding, such a duty redue-
tion somehow does not adequately resolve the matter. Particularly in
this context, there is no justification for imposing a quota substantially
below the current level of production in this industry, and thereby
causing unnecessary loss of employment and substantial economic
dislocation. - '

It is essential that the committee recognize the effects that such a
cutback would have. The Virgin Islands industry currently is produc-
ing close to 4 million watch thovements per year. If this were to be
suddenly reduced to 1 million movements, about 700 skilled workers
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would immediately be thrown out of work—in an area where urgent
need and public policy call for an upgrading of skills. The Virgin
Islands econoiny would be deprived of néarly $2 million in payroll--an
amount that would have adverse repercussions through the islands
entire economy. Most of the small, independent watch manufacturing
firms in the islands would be driven out of business, and their invest-
ment—made in good faith in accordance with Federal and local gov-
ernmental policy-—would be lost. Outside the islands, the firms that
have undertaken to supply components for watch production, and the
U.S. purchasers who are depending upon Virgin Islands producers for
their supply of watches, both would be seriously hurt.

Any significant enforced cutback in this industry also would have
most serious consequences for the future development of other indus-
tries in the insular possessions. We gather that the committee has no
thought of reversing the basic policy, embodied in section 301 in 1954,
of encouraging economic develo]pment in the insular possessions.
However, if this present bill should force a cutback in the the Virgin
Islands watch industry, its obvious effect would be to discourage all

otential investors from establishing other manufacturing industries
in the insular possessions. The clear lesson would be that as soon as
industry has any degree of success, the Congress will insist tpon its
substantial elimination from the insular possessions. _

We therefore believe, as I have indicated, that the committee would
be best advised to defer any action on H.R, 8436 for the short period.
remaining before President Johnson is likely to make his decision on
the basic watch tariff question. If action on this legislation cannot be
postponed, we believe that the Virgin Islands quota should permit
continuation of watch production in the islands at present levels.
Finally, if the bill is amended to require any reduction in current Vir-
gin Islands watch production, we believe that, at & minimum, basic
considerations of fairness require that the quota become effective no
earlier than about 6 months from now, to permit orderly adjustment
within the industry. : '

Thank you. ‘ ‘

Senator ANDERsON. You used the word “manufactured” a great
many times. Do you agree with the other witnesses that there are
no watches bein%manufactured in the Virgin Islands? ,

Mr. Lazrus. No, sir; I do not. I believe that, in the watch indus-
try, assembly is in fact o form of manufacture.

- Senator ANpERsON. Thank you very much.

We have got three witnesses to finish. Would you rather stay and
finish now, or would you rather come back this afternoon at 2:307 We
will put in the record a statement by Hon. Hiram L. Fong, a Senator
from Hawaii, and statements submitted by Allen V. Tornek, a New
York watch importer.

(The statements referred to follow :)

STATEMENT oF U.S. SENATOR HigaAM L. FoNag (B-HAwAIll) BEFORR SENATE
FINANCE COMMITTEE ) :

Mr. Chairman, Members of the Finance Committee :

I appear before you today to voice my opposition to H.R. 8436.

As passed by the House of Representatives, H.R. 8436 would impose a duty
upon watches, clocks and other timing devices produced with the use of foreign
materials in two American Territorles—Guam and American Samoa.
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The' bill, however, would exempt another American’ Territory, the Virgin
Islands, from this duty, o . . R :

The Virgin Islands are granted a privilege; Guam and American Samoa are
denied the very same privilege. ‘ L -

It 18 obvious that the bill favors one American Territory and treats two other
American Territories unfavorably, Guam and American Santoa are discrimi.
nated against and are subject to duty on thelr watch exports, The Virgin
Islands are favored and are not subjected to such duty. ‘

" For all practical purposes, H.R. 8436 would stifle attempts by the governments
of the U.S, Territorial possessions in the Pacific to establish a profitable indus-
try, but would in effect subsidize the watch industry in the Virgin Islands by
exempting this Territory from the importation duty. ‘

“The justification for this flagrant discrimination is the contention that the
Virgin Islands alone among the Territories had a viable watch industry at
the time H.R. 8436 was introduced.

. However, -this rationale overlooks—or ignores—the fact that the Territorial
governments of both American Samoa and Guam had been negotiating with
Americap watch firms to establisb a watch industry in their respective Terrl-
tories at the time this bill was introduced.

In fact, Guam already has five p)ants in operation with an estimated annual
production of close to two million watches and with a total employment of 149
persons, o

American Samoa does not have an estaplished watch industry because upon
introduction of H.R. 8436, the Governor of that Territory felt constrained to
discontinue negotiations with representatives of the watch firms until the Con-
gress had had an opportunity to act on the bill. As a Federal official, the Gov-
ernor of American Samoa decided that he could not actively support the watch
industry by acquiring land for it, nor by limiting his taxing and quota-imposing
power over it, while the issue of watch importation duties was pending before
the Congress. :

This voluntary act by the Governor of American Samoa now stands to be
penalized under the proposal by the other House of Congress.

On the other hand, the Governor of Guam does not possess any quota-imposition
power, and he does not have to intercede to acquire land for any mainland firms
desiring to establish an industry on the island. Consequently, the Governor of
Guam was not faced with the dilemma that confronted his colleaguo in"American
Samoa, and was able to proceed with plans to establish a watch industry on the
island in order to solve some of its pressing economic problems.

This fledging industry has helped to alleviate the underemployment problem
among young Guamanian women, and to infuse needed capital into the Guam-
anian economy.

The imposition of an importation duty on all watches containing foreign parts
assembled in Guam would therefore be a- serious economic setback for Guam.

I was pleased to note that this Committee has to some degree blunted the dis-
criminatory edge of H.R, 8436. Under your proposal, Guam and American Samoa
would each be permitted to export, free of duty, a certain numbér of timing de-
vices under a quota which they would share with the Virgin Islands,

I hasten to add, however, that I was dismayed over the low celling imposed
upon the importation of duty-free watches from our Territorial possessions, The
annual quota of 1.5 million watches proposed by this Committee is only 4.4 per
cent of the total consumption of watches in the United States in 1965, Moreover,
since the quota is a fixed number, the proportion of the U.S. watch market alloted
to the Territories would decrease steadily as the total consumption of timing de-
vices in the country increases. .

Thus, if the total consumption of watches increases at an average rate of 1.05
per cent & year—as it has in the past six years—the 1.6 million quota would be a
mere 3.84 per cent of the market in 1970. This would mean a loss of 0.46 per
cent of the watch market every five years, assuming that the average rate of in-
crease remains constant, )

This ‘method of writing int> law an inflexible, absolute number is, I believe,
unfair and impractical, and the small number fixed as a quota is unrealistic,

Therefore, I respectfully submit the following two suggestions to this distin-
guished Committee. o ‘

First, I would recommend a flextble method of establishing a quota. Instead
of an absolute numbér fixed at 1.8 million, I would suggest a quota based on &
percentage of the total yearly consumption of watches in the United States.
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Under the percentage method, the propnrifon of watches to be imported duty-
free from the insular possessions would not be variable, but the total number of
watcll:es would correspond to the variation in the domestic consumption of
watches, .

Thus, the percentage method would permit the wateh industries in the Terri-
tories to grow. and expand as the total consumption of ivatches increases. It
would prevent the watch industries -of these U.S. possessions from being a static
one and relieve Congress from the responsibility of periodically adjusting the
level of a fixed, absolute quota. . :

The economies of our Territories would benefit from the existence of a strong,
viable industry. As islands, their natural resources are limited, and they must
rely principally upon touriem and Federal and military expenditures for their
income. Additional means of providing employment opportunities and sources
of income are essential, and the watch industry appears to be a promising solution
in this regard. . . :

Without a doubt, the more economically self-sufficient our Territorles are, the
less dependent they will be on the Federal Government for economic assistance.

Secondly, I would suggest that the quota level be raised to 14, or 162§ per cent,
of the total U.S. consumption of watches. This means that, based on the 1065
U.S. consumption of approximately 34.4 million watches, the Lerritories would be
able to export duty-free into the U.S. 5.73 million watches in 1966.

I believe that this quota—1§ of the total consumption—is fair and equitable.
1 also believe that the proportionate percentages of 67, 22, and 11 designated by
thig Committee for the Virgin Islands, Guam and American Samon, respectively,
are reasonable. I donot recommend a change to this formula.

However, I do believe that the inflexible quota of 1.6 million is not fair,

Under this quota, the Virgin Islands would be subjected to severe hardship.
1t would require the Virgin Islands to cut back from a production capacity of
8.6 milllon which it achieved in 1965, to :.005 million. This would involve a
loss of approximately $13.87 million in income for the Virgin Islands.

The Committee formula would also limit the production capacity'of Guam
toi 3?0'000 watches, & mere 18 per cent of its present estimated capacity of 1.8
million.

"On the other hand, the 1/6 formula would not drastically affect the Virgin
Islands or the Guamanian production capacity. Based on the 1965 domestic
consumption, the Virgin Islands and Guam would be able to export duty-free
to the U.S. 8.84 million and 1.26 million watches, respectively. Thus, for this
year, the U.8. possession in the Caribbean would be able to expand its produc-
tion"capacity, while Guaim need only limit its production by 540,000 watches,
instead of 930,000. ‘

Moreover, the 1624 per cent formula would permit American Samoa to estab-
lish a watch industry which could contribute substantially to its economy.
Instead of a fixed production capacity of only 165,000 as proposed by the
Committee formula, American 8amoa would be able to begin at the level of
630,000 watches and expand from there.

Mr. Chairman, by permitting 1634 per cent of the total domestic consumption
of watches to enter the U.S. duty-free annually, the American economy would
hardly be damaged. Admittedly, it would have some effect upon those
domestic companhies which produce low- or medium-priced watches, since the
Territorial watch industries would largely export inexpensive watches. How-
ever, this effect would be more than balanced by the economic progress of our
insular possessions.

A dynamic economy in our Territories would not only relleve the necessity
gr ‘g'fderal ‘assistance to these areas but would provide political and social

nefits. ; ‘

Prosperity in the Virgin Islands would be particularly noted by the sur-
founding Caribbean countries and by the entire Latin American continent.
Similarly, & prosperous Guam and a thriving American Samoa would be
America’s showcases for the underdeveloped areas in the Pacific and the Far
East. These Territorles would drive home to their neighbors the fact that
American capitalism’is not evil, but a good, sound economlic system. i

Prosperity in these Territories would promote the cultural and national ties
between them and the U.8. mainland. Having more income, the Territorial
citizen would have a greater opportunity to visit the mainland, of which he s
a part, or to attend school there.

85-636—66——T7
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Intercourse between -the Terrltorles and the U.S. mainland wonld'be a two-
way flow. of exchange, Instead” of the one-way flow: of economic assistance and
American- tourists ‘to' these:vacation ‘spots. - Thus, the chances for-a greater
degree of understanding between the mainlander and-the Territorial: citizen
would be enhanced. * . . L 0 AT L LR SRR R RIS NPT PRL
:: In conclusion, I belleve reason, fair play, and justice require the:revision of
H.R. 84806.  The Territories of Guam, American S8amoéa and thé Virgin Islands
neéd the:watch industry.in- osder :to. progress toward economic stability. and
E:;osmrlty. Impose & quota on the watch Industries in these Territories,; but

pose one that would permif éxpansion of these industries and one that il
provide an equitable economic return which will traly benefit -the: people of
Guam, American' 8amoa, and the Virgin: Islunds. + As Nenbers.of thei United
States Senate, ' we have a moral obligation to provide for: the welfare of -these
Territories, as well as:for the well-being of the States of this Unlon;. ~ . . "

I respectfully urge this distinguished ' Committee to ineor?qrate‘m.y -BUggce-
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tions in H.R. 8436, SEEETANC I
< Thank you. : -« N T ST N T
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o STATEMENT: OF! ALLEN V.. TOBNEK | : v 0 nryoier g 0t

I am an jwporter of foreign watches and watch movements .v’vl;leh, pay. fall
duties to the United States Treasury, equivalent to 1009 ad valorewm more or, less,
1. object to the discrimination exerclsed by United States Customs in, per-
mitting largely Japanese watches and wafch movements to come into, the
g)nitolgl States via our insulgr possessions, free of duty.and free of marking .as
y origin. : o,
_¥or every watch movement which costs roughly $3.25in Sswitzerland, Frapce
or Western Germany, the United States duty is roughly $3.37, Forelgn watches
coming into the United States mainland from our jusular possessions escape
t.hjshuge duty. ) , N ©o T . RTTTI TR ,'!.k'x-fv
. In 1030, the United States Congress legislated.Soctlon 801, then known as
the insular possessions liducement to manufacture. The purpose was to give
benefits to the products of the insular possessions, by p{y ,Qi tariff escapement.
The plllirploget vwgsinot t{;]o l;enelt;t a t(arq gu hatlon eﬁ; qsethhev },lﬁg(llag m&:essﬂp‘xm
as a shield to bring the foreign natlion’a prqduct into the United States main-
land tr‘e;é of duty and free of marking aqto'o%?g[n, S R m !
For nineteen yecars, the old Section 301 lay more.or ies;;_do;mgnt, in; usage,
Evéryone took. Congress at its word, and felt that a product of .the, Virgin
T Mareh 160 3000, Customa sucd Rreasury, Declsion Bh421 (25, it
n March . 18, D, toms issued Treasury .Decision (2),. which
appeared in Treasury, Declslons Vol 94, April 2, 1950 No. 14, Page 9. . Tha
declsion, which ' 1s apparently the only printed regulation f:\;decislou on the
sihject, permitted watch movements, to be brought into the Virgin Islands “not
in the entirety” and to be subject.t¢ the free tariff and frée marking treqtment.
In other wonrds, this decision, and not Congress, made ‘‘sham”, ﬁnu(acmre
pousible.  Upder this decision a watch movement could be com{)Ie, in. Japan,
tivjed, regulated, and’ completed, and then romove the barrel assewmbly, and
ghipped to the Virgin Islands fn two separate shipments, so that same would
not arrive in the Virgin Islands inanentiréty. ~  ° . ° . - .5 LT
‘The sole test should bo whether the product is a.product .of the Virgin
Idlands. ‘Obvlously, the Virgin Islands watch 1s not a product of the Virgin
lslnnds‘ P - i [ . ERTE NI . L -l .
'a) In 1962, an article it‘ktncmh'ew York Daily News, General Omgr Bradley
¢omplained of Russlan ywatch movements coming into the United States main-
land from the Virgin Islands free of duty and free of marking.. . - .,. .~
'b) In 1965, Mr. Sinkler, President of Hamilton Watch Company, refetred to
the Virgin Islands watch, 48 reported in the magazine “Business Week” as ob-~
viously a foreign .watch, entering the Unfted States, free of duty, through a
tatiff loopliole. (I contend that it 1s not a loophole, but Customa has legislated

for Congress, by reason of ambigyitles in the original Section 801.) . o
_¢) On March 7, 1066, the Officlal Transcript of Proceedings Before - the
?n.,een}l Trade Commission, Ward, &, Paul, Inc.. official reporters, réveals the
ollowing :

The ‘witness was Mr. Ben Paul Noble, of Noble and,Barnes, Esqs., attorneéys
for Waltham Watch Company.  (Mr. Noble s an’ authority ‘on the: Watch

IEE '
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Commissiorier,'and -who'as Government Counsel procurép the de{:ree ag:\
watchcartels. o N B A, LU

I’000220 .:.;, 3 '1‘ . A

“Mr, Nosre. 1. understaud lt ls my understaudlng tlmt the tralnlng requlred
in order to assemble the components sent from the foreign countries s nominal—
involves finger dexterity.: The employees are normally women- and somewhere
in the neighborhood: of .12 to 18 employeesi can produce.onan. assembly llne
somewhere n the nelghborllood of’ 5000 \\atches a mor‘lth "u. S
Page geb 7 Ut e N .;,‘;‘},

“Mr. ‘NOBLE, What Ey involved . ln ‘a preassepnbly mlgm; be .of lnterosu here.’
You see the watches are reglly manufactured—and let’s face the fact there
1s—there has been a loophole in the Tariff;Act.. The,question 19,whether or nat

industry.) The faterrogator was Hon. Mary Gardiner Jones, a Federal Trit ii%‘:
)

it should .be closed, They Ao Doaly—aag pbled In, Japan, they are really
Aassembled ln Frange, lh - xeally assembl mhereyer, the. parts come from
Page 288 : 0 Y o NN e e

“Cominissioner &6ncs ***'* I agree., wlth you, T tafnk 'tho'se ‘Watcheswdre
manufaéttured jyf anceor.lapau are byokep down, ® * ¢

(You will ease note that the Kedera ade Commlsqlo ‘has’ made an
inqulry into -- ' problems se tils letter ad that they possess 8 complete
. report, wh was gamered : by tholr stnff particy rly. Jnmes
Trodden, “qr) ' . .
Page 227. .

Commyfssioner JoNEB:

operatigh you are describing, in
manufafture in the Virgin Isla

: nt the kiud of assembly
,/oesn’'t\ permit us t4 thlnk of

In additional summary of { fboye, | 08, Mr. Nible contradlcted one
ot the Yirgin Islafd prgponerfts\dud pal { g-tpossible under thp system
for sulfassemblied to comg N He describpd khe sub-

assemblied’ ag - “A’\ and “BY\and‘'com
ferent forms: of’ brgaking ddwn.
sidered W : “part’.) \ Hé¢ depérines
erroneoiily attributes the/requin ssembly procedures
for Virgik Island mahufs A4 ee’ duty trgatment, tof Con

He statesthat of the fwo componentsc-the bne on which procedhires won!
be performgd »would be thé’ ohe. e B ' ‘clagl] contalni the mlnor

onf the forelgu countried in ait-
T A5 bassembly canpoy be con-
8. of Customg, hAnd thén

To pass Cu oms, ‘the g0 nlled Vlrgln
50% of the uet’s value 187¢ RO
materials fridigenags to those lslands. R

‘At the bottom ‘o age 209 at the above Fedeml dee omm{ission hearlng,
Mr. Noble states : L

h the Virgin Islands wlth labor and

“I submit that trequen thls is accompllshed hy~Taerely 't ['4 the prlce
to the ‘consumer, and In most vases, | oL althnm 8, erlcan con-
sumer, and:in most ‘cages, but not ln‘ Whitham's, the Amerlca umer. wonl()

be the parent corporatlon of the. Virgin' Islands corporgtion.” .

'('The faét thut dll ‘these shipmients are’ generally made from' the' Vlrgin Island
producer- (if. he can be called such) ‘té-the ‘American imainland parent, shomld
be of interest to the Anti Trust Division of Justice, atid should be brousht to
the attention of Mr, Nicholas deB,. Katzenbach.)

d) ‘The Japanese Watch and’ Olock Association’ issued’ a statement tg ' the
Ftedggal dee Oommlsslon at the Maréh -1 1966 hearings, and on‘page 8’ they
stat

“Components shlpped tor assembly abroad are reported-in the statlstlcs (for
export) in terms of complete watches.”, tgercentage of -the watch movements
sold to the' Virgin Islands are ndmltted by e Japanese to have been completed
for testing purposes.’

It 18 respectfully- submltted that U. S Customs has no methéd of checklng as to
whether all movements are not completed in Japanese factories, and’ ‘then ‘dis-
assembled in it mitior fashlon so as to cOmply wlth the Vlrgln Islands conceptlon,
created by U.S. Customs. ' -

(Recently, a similar process a8 to whut is olngoh in watch movemerit ‘sb,y tbé
Japanese, Wi brought to’ publiié attentioh on June21; 1066 by an artiéld in
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Dally News Record, a textile trade newspaper, indicating that the American
button industry is being annihilated by insular production of Japanese button
blanks.) (Cresthill Industries vs, Fowler et. al.)

Duty avoidance or duty evasion is now a means of unethical competltlon in
world trade, and in some cases can annihilate American industry, or regular

world wide channels of trade overnight. This Virgin Island situation must be
an example,

e) Henry Margolis at the time of testifying was Chairman of the Board of
Higin Natlonal Watch Corp. of Elgin, Illinois, which latter company owned
Master Time Corp.,, a Virgin Island subsidiary. Governor Palewonsky ‘of the
Virgin Islands appointed a “Committee to advise the Government of the Virgin
Islands.” Since no skills were involved in Virgin Islands production, and the
importation was of the nature here described, a hue and ery was rising among
. "American importers and manufacturers. Vlrgin Island production of watch
movements could be increased at will, depending on the availability of theé Japa-
nese prodnct and the Japanese, as good businessmen were available, From
500,000 pleces per annum, the Virgin Island production jumped to about
8,600,000 pcs. The Virgin Island production of watch movements consists of
lever movements, and the annual United States consumption of lever movements
s about 11,000,000 movements, (The bulk of U.S. consumption, of an additional
25,000,000 pes. is in the low cost pin lever category.)

Hence, the threat of inundation, and eventual termlnutlon of the alleged
Virgin Island loophole (I call it an illegality) was imminent. " The profits in the
Virgin Istands business at the expense of the Unlted States Treasury, together
with tax exemptions was inordinately huge, and those concerned in the Virgin
Islands wanted to control their growth and their huge profits, before same would
be taken away. Hence, the hearings. Myer Feldman, Esq. was appointed Chair-
.man, The first hearings were held in Room 4616, Department of the Interlor
Bullding, Washington, D.C. on Thursday, May 27th, 19Go .

At page 24, Mr. Henry Margolis testifled.

Mr. MAauoms. ¢ ¢ * Master Time is controlled by the Elgin Company as such
‘we wear two hats. .

-I would like to state to this Board that using that famous “‘emperor wears no
clothes" set up, there is no real watch industry as recognized throughout the
world in the Virgin Islands. All efforts there, all competitive features work
within tax duty. That Is known to everybody in this room.

No parts are manufactured there. No complete assembly is mnde except in
minimal amounts.

We find the domestic watch industry under great threat of extinctlon.

Wae find that our production of necessity has been lowered.

* ¢ ¢+ We have.said put us out of business in the Virgin Islands. It certainly
doesn’t indicate any particular self interest; and frankly we make more on the
watch movement there, than we would in domestle production. .. But, if it Is the
purpose to completely wipe out the domestic industry, you couldn’t do it better
‘than this runaway productfon in the Virgin Islands.

“The rate 18 running practically at 4 million units, * * *”

“In a sense, it is unfair to Switzerland, Germany, France. or this whole prin-
‘ciple that we have In President Kennedy's attempt to lower tariff all over the
world.” (Page 26 of the aforesa'd minutes.)

Chairman FeLpMAN. I say there isn't any unfair competition of any kind
between the Virgin Islands and Switzerland?

_Mxr. Magrcon1s. I believe there is,

" Chairman FELDMAN. What?

Mr. Marooris. The Swiss are conflned to sending thelr products through a
tariff structure.

" Mr. Gass. They can send them to the Virgin Islands.

Mr. Maraor1s. They can send—-—

Mr, Gass. Components. e .

Mr. Margorts, Not a product of the Virgin Islands. You buy subassemblies
there; you don't buy individual parts. And there is no place other than the
Yirgin TIslands, where they don't make parts, or at the very least assembled a
complete inovement from scratch.,

Were you to do that in the Virgin Islands, you would have an induatry. at least
an nssembly industry. This way you just have a method to beat $3.87 (U.S.
duties) or $2.70 of a tariff structure,

. Mr. Gass. Is that what Master Time does in the Virglu Islands?
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Mr, MaArgor1s. We do what everybody else does. We bring subasseniblies from
other countries and send them into the United States, like every body else.”

Mr, MARGOLIS, “* * * People there (Virgin Islands) don't poise balances;
they don’t have to. These are the so called skills of the industry. There are very
little skills involved in the Virgin Islands in the so-called watch industry.”

Page 30—Mr. Margolis speaks of the threoe American manufacturers of lever
movements and mentions Bulova, Elgin and Hamilton, and proceeds:

“But what you have is a situation that there {s nobody in the United States
that is doing what is belng done in the Virgin Islands—but nobody.

Page 82

Mr, MARGOLIS, Well let me give it to you in this form: Antilles we are told
employs 70 people.

Mr. Gass. All right.

Mr. Maraor1s, And they are working at the rate of 600,000 units a year. No
single American firm is producing that at this particular point, and we employ
twenty times that number of people. * * * . ‘

Mr. MaArgoLis, Producing? They are assembling from subassemblies in what
we term not adding watch skills. This can be done. They train inexperienced
labor to do some screwing and timing.

Mr. Gass. I see,

Mr. Magragoris, This (Virgin Islands) is not a watch industry in that part,
either from a manufacture of the parts or even the subassemblles, the important
subassemblies.” ‘

So the Virgin Islands Assembly or Legislature under the guidance of Governor
Palewonsky set up a quota system. Twice, the United States District Court
ruled this system to be unlawful. The actions were brought in the United
States District Court for the Virgin Islands. Judge Walter A, Gordon rendered
the declsions.

The plaintiff in each of these cases was Virgo Corporation, a subsidiary of
U.S. Time Corp., manufacturers of the popular brand “Timex"”, and probably the
largest watch company in the world. The defendant was Governor Paiewonsky.
The case bears Index No. Civil No. 165— 1905.

At page 6, Judge Gordon states: .

“Preliminarily, the Court will not decide the motion of the plaintiff for sum-
mary judgment on the constitutional issues raised, The issue with regard to
improper influence upon the governor, or the issue of arbitrary action on the
part of the governor.”

“The motion of the plaintiff is granted * * *.” .

Hence, there are no quota restrictions on Virgin Islands or other insular
possessions alleged production of watch movements. .

f) The United States Department of Labor conducted a wage and hour in-
vestigation into the Virgin Islands and rendered their report entitled “Indus-.
tries In The Virgin Islands” September, 19685, United States Department of
Labor, Data Pertinent to a review of minimum wage rates established under the
Fair Labor Standards Act in selected classifications. IPages 32 through 37 deals
with the watch industry and Exhibits F16 through F19 shows the profits in
the enterprises. The labor force involved is small about 500 persons only.
Hence, the hardship, if any, is on those avoiding the United States Tariff duties.
The report shows the relationship for anti trust purposes of each firm with its
mainland parent, and further reflects upon the methods of determining values,
f.e. the 50% per centum of foreign materials. -

Under these circumstances, and in view of the similarities with the button
situation (Oresthill Industries vs. Fowler) it is belleved that an attempt is being
made by foreign countries to use our insular possessions to gain a material
competitive advantage, i.e. the avoldance of American tariff duties. .

This admitted subterfuge was never intended in 1930 when the United States
Congress passed Section 301 to grant tariff relief to our insular possessions, .

No one can truly object to the treatment of products truly manufactured in the
Virgin Islands or other insular possessions, recelving restricted preferential tariff
treatment. One must consider that S8ection 1202, General Headnote 3 A, Title 19
(formerly Section 301) places our insular possessions as outside our Customs.
territory. . By means of their speclal status, our Insular possessions, enjoy, the
privileges of their own governmental control, and do not have the same burdens
as the 50 states, nor are they part of our interstate commerce. Even in high.
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places, it is sometimes forgotten that our insular possessions are not subject
to the same laws as the states. Parts, which could enter our insular possessions
duty free, cannot enter the 50 states without paying regular United States Cus-
toms dutles. By reason of the duty set up, the snme process which is bLeing
consummated in the Virgin Islands could not happen in the 50 states, as the
American duties on parts would prohibit such practice. Hence, for its subter-
fuge, the Virgin Islands and other insular possessions have a unique advautage,

It is obvious from the testlmony quoted that the watch movements imported
from the Virgin Islands and other insular possessions is not a product of the
Virgin Islands nor of the insular possessions. DPresent procedures, established
by Customs, creates discrimination In favor of certain foreign products agaiust
that of domestic manufacture and regular channels of world trade.

Congress must close the “loophole” or the illegality or get Customs to do so.
This can be done by truly defining what is a product of an insular possession,
It can also be done by quotas related to population and labor force. For example,
the population of the Virgin Islands is estimated to be about 33,000 persons. The
watch Industry labor force in the Virgin Islands is estimated to be about 500
persons, (See U.S. Department of Labor statlsties aforementioned.)

Fvasions, avoldances, illegalities, subterfuges, and or shams should not be
permitted, nor should the smart few, by pressures or otherwise, advantage them-
selvex over the normal course of trade channels, by cunningly having diserimina-
tion exercised in their favor.

We need economic alertness to protect our economy from these so called
loopholes.

‘ SUPPLEMENTARY STATEMENT OF ALLEN V. TORNEK

1. My name is Allen V. Tornek. I am president of Allen V. Tornek Co. Inc,,
of 715 West 45th Street, New York City.

2. We are importers of watches from Switzerland.

8. We object to the imports from the Virgin Islands of largely Japanese
watches, free of duty and free of marking, so that they give the appearance of
having been made in the United States.

4. The Virgin Islands is an insular possession of the United States. It is un-
incorporated, and enjoys the same status as the Philippines, prior to the inde-
pendence of the Philippines. The Virgin Islands is not subject to interstate
commerce. Itlis outside the United States territorial customs,

5. Duties on subassemblies coming into the Virgin Islands are about 6% ad
valorem. Duties on parts coming into the United States are about 559 ad
valorem. In additlon Virgin Islanders may be entitled to some rebates on their
6% duty. In short, what is going on in the Virgin Islands could not happen
under the laws of the United States mainland. There is no loophole, no escape
from paying duties on foreign watches coming to the United States mainland,
except through this insular possession hocus pocus. To this end, I am a vic-
tim of economic diserimination. ’

6. The Virgin Island watch is a foreign watch. The price of the subassemblies

at Tokyo, Japan imported into the Virgin Islands and the price of the completed
identical movement in'the same place, are almost the same. The difference is
very small. Hence, the Virgin Island alleged production, is more or less an
at_Sempt to beat a loophole in the tariff laws. A tax loophole and a tarift loop-
hole 'are twb different things, - " -
*7. The amount of labor utilized in the Virgin Islands varies. In May, 1965
or thereabout the U.S. Department of Labor claimed there were 474 employees
in this industry in the Virgin Islands. There are now reported, as of last week,
647 employees. Currently, about 5,000,000 pes per annum are coming in from
our- fnisular possessions through the loophole (really an illegality) free of duty
and free of markihiz' as to country of origin., The loss in duties is roughly
$16,000,000.00, and the loss In income taxes by reason of exemptions {s another
$3,000,000.00. The total loss to the U.S. Treasury is about $18,000,000.00 per
dnnuin or an antipdverty awarad to each of the Virgin Island employees of about
$20,000.00 perannfin, © L : ' :

''8. Please note¢ that the tax exemptions'are real.' These funds are not repatri-
dted to the United States. They go to either forelgn countries for expansion or
to'thé purchasé of other assetg outside of the mainland U.8.A. These are not
fepatriatéd funds. ~ The real tax éxemption of 75% of 48% ot 36%, and it is real
and actual and not 4.3% as someone indlcated.. T e
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- 9. The practices are monopolistic in that most Virgin Island firms sell their
products to maintand parents, The middleman, such as the writer, is deprived
of an opportunity to do business by this monopoly.

10. In view of the above, the net effect on the United States Treasury, if the
privileges under General Headnote 3a, Section 1202, Title 19 would be abolished
would be as follows:

a) The United States Treasury would get £18,000,000 per annum,

b) There is no labor shortage in the Virgin Islands and the 647 laborers
would be otherwise employed.

¢) Any real watch industry, if any, would remain in the Virgin Islands.

d) The American economy gains nothing from the Virgin Islands watch
industry as the profits are never repatriated.

e) There will be an end of discrimination, and a new air of mortality
in abolishing a loophole and or an illegality.

f) There will be a benefit to American manufacturers. All American
manufacturers, Hamilton, Elgin, Bulova and United States Time who manu-
facture lever movements (which is the only type coming from the Virgin
Islands) are in agreement as to the abolition of the Virgin Islands escape
from duty and marking as to origin, Hamllton testified that it could fire 600
employees at Lancaster, Pa. and substitute 60 employces in the Virgin Islands
at lower hourly rates and under the present law produce the same.

g) Trade will be increased with Japan and Switzerland both of which
countries give the United States a favorable trade balance. As an im-
porter my business will be flaproved.

11. In conclusion, the abolition of the privileges under General Headnote 3a,
Section 1202, Title 19 would be Yeneficial to the United States Treasury, the
moral roputation, internationanlly, of the United States as a country without
economic discrimination and would create greater respect for law and order.

Senator AnpersoN. We will adjourn until 2:30 this afternoon in
this room.

(Whereupon, at 12:30 p.m., the committee was recessed, to recon-
vene at 2 :30 p.m. on the snme day.)

AFTERNOON SESSION

Senator BENNETT. Ladies and gentlemen, we will resume our hear-
ings. According to the schedule, we were now to have heard from
Harry Aronson of Waltham Watch, but did I understand Mr. Aron-
son isnot going to be here?

. Mr. NoBrE. No,sir, I will present his testimony.

Senator BENNETT. And your nameis?

Mr. NosLe. Ben Paul Noble,

. Senator BENNETT. Mr. Noble, will you take the chair and give your
name to the reporter?

STATEMENT OF BEN PAUL NOBLE, ATTORNEY, REPRESENTING
THE ASSOCIATED WATCH COMPANIES OF GUAM; ACCOMPANTED
- BY-ANDREW M. R. BARNES o

Mr. Nosre. -Senator Bennett, my name is Ben Paul Noble, and to-
day I represent the Associated Manufacturers of Guam. The as-
sociation at the present time consists of four watch producers on Guam.
There are five applications, some of whom I believe, at least two, are
ready, willing, able and licensed to go into watch production on Guam,
and to the extent that their production is curtailed, it has been cur-
tailéd in the last 30 days or so by the pendency of the matter at
hand here today.
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With due deference to' Mr. Riddell, who spoke for the sister insular
possessions currently engaged in the watch business, there are two
of us wearing American hats here today. I am one of them. "As
a matter of fact, I broke my leg last week putting it on,

The watch industry of Guam came into existence shortly before the
first of this year, the first company going into production and actually
in production during 1965 being the Stratton Watch Co. Since that
time three other companies unconnected with the American watch in-
dustry, except in that they sell to the trade, have gone into produc-
tion on Guam. The names of those companies are Phoenix Indus-
tries, Westminister Time, and Maro, Inc. In addition, Hallmark,
Inc., a locally owned subsidiary of the Waltham Watch Co. of Chicago,
I11., commenced an operation on Guam earlier this year. ‘

I am thoroughly familiar with the situation of the Waltham Watch
Co., and a good bit of what I have to say here today will be based
upon my knowledge gained over the years of that company’s opera-
tion and its fluctuation with trends in the watch industry genemlly.

Such: information as I have collected in the short period of time
available to me to prepare for this hearing, because of the shortness of
the notice and the length of communications to Guam, have been as-
sembled at random and are not quite what I would like to have, and
I submit that if more basic and detailed information as to produe-
tion may be required by the committee, I will be happy to furnish it
in n memorandum or other form at any time,

Senator BENNETT. Mr. Noble, at this point I have been handed the
copy of the statement prepared for Mr. Aronson. Are you going
toread that or are you going to put it in the record # - '

Mr. NoBLE. No, sir. I would like at this time to move that the
statement prepared by us in behalf of Mr. Aronson be included in the
record of the proceedings. I should like to further re(ltl)lest that a
supplemental statement furnished me just this morning by Phoenix
Industries, of which I have just 4 or 5 copies, and will submit
at this time, be included in the record, and I request permission to
furnish the additional 50 tomorrow. A ,

Senator BeNNETT. Both requests are granted, and the statements
will appear in the record at the conclusion of your presentation. .

- Mr. Nosre. Thank you, Mr. Bennett. |

‘Now the question may be asked by the committee why, with the
Virgin Islands operation, did Waltham or anyone else go into business
on Guam. Naturally all of them went there in one form or another,
they were motivated by profit, or lziy profit engaged in'the competitive
forces interplagin in the watch industry. ' -

However, what has not been brought forth today is that when the
vested interests, who had arived first in the Virgin Islands, succeeded in
prevailing upon the legislature to enact a quota restricting produc-
tion in Guam, other companies were unable to get there, and they had
to go to the only place they could, that being Guam or Samoa.
‘Waltham went to Guam. c . ‘
- Sonator BENNETT. May I interrupt you again ¢
- Mr. NosLr. Yes,sir. ,

. Senator BENNETT. You said a minute ago they were restricted by
quotas on Guam. S :
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Mr. NoBLE. On the Virgin Islands, I am sorry. Now Waltham did
not go into Guam originally, although the Guam-type product lends
itself,.I mean the Virgin Islands-type product lends itself very well
to the Waltham area of the consumer market, one area of it.

It did not do so because at the time the Waltham Watch Co. was
engaged in matters before the Federal Trade Commission, and those
matters took precedence in legal advice géven them with respect to
the entry of Waltham into an operation on Guam.

When those matters cleared up, and it becamefa?pnrent that mark-
ing & country of origin was not a problem for the industry in the
Virgin Islands, Walthan was forced by competition to buy there and
ultimately, in order to compete, because it was buying from competi-
tors at a price, and buying in a sellers market, Waltham was conse-
quently forced to go into Guam.

It projected its venture some time during 1965, had expended money
in the investigation and research preliminary to embarking in the
enterprise on Guam during 1965, and did not actually go into opera-
tion, however, until after the first of this year.

. Now in our statement and for purposes of my testimony in behalf
of the group, it is our recommendation, No. 1, that it is quite apparent
that the subject matter being inquired into here today by this com-
mittee is complex and requires investigation and study, and to some
extent expert advice above and beyond the opinions of biased wit-
nesses, in order to aid the committee in forming judicious conclusions
-as to what, No. 1, is a quota necessary, and if so, in what amounts
should it be fixed and how shall it be allocated ?

For this reason we recommend that this committee continue these
hearings untjl some timé within the next 2 months, during which, on
advice given usjust last week by well-informed sources in the Execu-
tive Office, two studies being prepared relating to the subject matter
of this bili are submitted to President Johnson. ,

Those two studies are, No. 1, the report of Mr, Herter’s office on the
report of the Tariff Commission to_the President. The Tariff Com-
mission’s report is very detaileéd and exacting factually. It makes no
recommendations as to whether or not a general tariff rollback or roli-
back of schedules governing duty on watch movements should or
should not be made.

It collected the facts upon which the President will make that
detecrmination. The President, in turn, referred that report to Mr.
Herter’s office. Mr. Herter’s office has been studying the report for
well over a year, and has not yet made its recommendation. We un-
derstand’'that it will' bé mhde, and this is on reliable Executive Office
authority, within the next 2 to 4 weeks. .

Inaddition, the Ofice of Emergency Planning has under advisement
a report and study which it has been asked to make by President John-
son, bearing upon the national defense implications of the domestic
watch industry, - . ' ;
" My same source of information in the Executive Office advises me
that this report will be forthcoming within 2 to 4 ‘weeks. It is for
thig reason that, No. 1, the industry in Guam re?lilests that the com-
hittee defér and continyi¢e thess hearings until the information and
dtudies ‘available in thosé reports are available to the committee, be-
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cause any action taken upon those reports will have a substantial effect
u?on the matters before this committee relating to the determination
of a quota and the amounts of a quotu. L
'Secondly, if, on the other hand, for reasons of public policy un.
known to me and beyond the comprehension of my syppliers of
knowledge and information in this area, to wit, the industry on Guam,
the watch industry, and the Waltham Watch Co., an inferim quota
during the next 12 months should be fixed, and I submit it is in the
discretion, sir, of you and your other members of the committee to
decide whether such public policy must control these issues. I
wouldn’t presume to usurp your prerogative in that area. I can say
simply that the facts and knowledge available to me through the
industrﬁ' would not compel me to believe or recommend that any
action be taken before the studies available or to become available
-are available to you. ' ‘
~_ But, if T am mistaken and public policy governs stronger than a
determination to wait and study, then I submit to you, sir, and to the
members of the committee, that the minimum quota that should be
allocated to Guam, irrespective of the overall quota allocated to all
three of the insular possessions, must be in no less amount than 214
million units for the next 12-month period. _

Now this is based upon the production projects and the investment
in capital of the five people who are already producing in Guam. The
investment in Guam of the five people for whom I primarily speak
here today is in excess of $2 million. They have projected through
1966 a production in terms of watch movement units of 2,120,050.
When I say they have 5)1'ojected that production, I mean to say that
they have committed themselves by placing or(iers for parts to be
assembled in Guam, in France, in 'West Germany, and in Japan to
the extent that 2,120,000 units will be produced this year, based on
orders, supply or(iers, and delivery requirements. ,

Senator BENNETT. Do I understand, Mr. Noble, as I understand
you, this ﬁ;frure represents the orders that have been placed with the
suppliers of parts. Are you telling the committee that processors on
Guam, assemblers have firm sales orders approximately equal to this
amount {

Mr, NosLE. Yes, sir.

Senator BENNETT. In the United States? ,

Mr, NoBrLe. Yes, sir. The Waltham Watch Co. alone has com-
mitted itself to $2 million in watch parts during the 12-month period
_beginning in February or March.

~ Senator BenNert. I am not talking about what you have com-
mitted in terms of buying. I am talking about sales that you already
made, or firm orders. : :

Mr. Nosie. Sales that will be made, if it please the Senator, the
people that I represent in the industry have underestimated their
sales for the last 4 years. The industry has grown by leaps and
bounds. The Tariff Commission report indicates and reflects that
total t:lpparent watch consumptior in the United States in 1965 in-
creased over that in 1964 by 25 percent. :

- _Senator BenNNETT. You are talking potential. I am talking about
orders on the book. In other words, I think the committes would
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cancelled if this quofa werenot—— * - AR
_Mr. NosLe. Yes, there are. I can answer that without equivocs-
tion, yes. . ' '

Senator BenNETT. This Las no relation to the potential market.
This is the question of a figure on somebody’s books. - 5
" Mr, NoBLE. Now in connection with the 2.5 million which I want
to point out that even that figure permits no room for expansion of
the industry, and that question involves a collateral determination
based on other facts. Even that figuré allows iio room for expansion
of the industry, and as I'pointed out, there are five applicants already
seeking to produce watches on Guam. .

In addition, Waltham’s experience based on studies made by its re-
search economists indicate that a company, in order to profitably pro-
duce on Guam, some 8,000 miles from the mainland, even with the
tariff sales, the production rate must achieve 300,000 units per year.
A contemplated allocation of tariff in H.R. 8436 to Guam is 330,000.
There are now five producers there. Obviously, none of them could
make a profit unless they could consolidate into one company, which
I doubt that they would do. ‘ '

All of them would leave the island and take their losses, because a
production figure has definitely been determined by Waltham, and I
assume it would be the same for the other companies, which establishes
300,000 as the production rate at which profit becomes attainable
through the production. _ ,

Now, one of the companies on Guam is producing this year, and
‘will produce in 1966, that 300,000, that is the pri%inal company, the
Stratton Watch Co. The Stratton Watch Co. will have by the middle
of this year, according to our information by next month, approxi-
mately 75 emgloyees on its payroll. The Westminister Timer Clock,
another member of the association, now has a]i) roximately 34 em-
ployees on its payroll, and its projects would double that figure by the
end of this year. , ,

The Waltham Watch Co., which was the last of the four to get
started, the fifth having started just recently, so Waltham' was the
mnext to the last; the Waltham Watch Co., already has 15 people on its
payroll, and by the end of the year would have between 65 and 75,
and I presume, and I do not have the information, because of the com-
munications Froblem,‘ that the Maro Watch Co.’s figures on produec-
tion and employment would be approximately the same,

Now the companies have an aggregate investment of well over $2
million. The payroll for the year is estimated by the four companies
for whom I am speaking today in excess of $600,000. The number
of the employees approximates 200 for the year. " :

Now, unlike the Virgin Islands, there is no other industry on Guam,
Guam is a single engined military economy driven by the milita-tAy.
I am informed that the labor force there is adequate and ample. As
an illustration, and I would like to submit for.the consideration of the
committes and introduce into the record these photographs which
were brought in by the Phoenix Industries——- :

Senator BENNETT. We have no facilities for producing photographs

like to know whether there are firm orders which would have‘to be

in the récord. . -
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- Mr. Nopre. Isee.:, . .. ., U

Senator BENNETT. If you want to submit them, they will go in the
committee files, . . - ‘ C e e

Mr. NosLe. I will submit them for the scrutiny of the committes,
should they:.be interested, sir. Lo Wt

Senator BEn~eTT. 'All right. - : g L

Mr. Nosre. Now, these pictures will show the younE girls that have
been trained in the Phoenix plant along their assembly lines. I am
told by Mr. Bruckle of Phoenix Industries that compared to the Vir-
gin Islands, the labor force in Guam is extremely bright and intelli-
g(fent, learns fast, and produces well in a comparatively short period
of time, ' :

. Now, learning to produce a watch in the Virgin Islands and on
Guam 18 not as simple a matter as some testimony this morning would
have indicated that it might be. It takes 8 to 10 weeks to train a
irl to work on the assenibly line, and she must be quick with her
n'%ers and rather bright, .
here is an overabundance of such labor in Guam, because there is
absolutely no emtployment opportunity for the female labor force on
Guam. I am told that women now earning.from $1.25 to $2.50 an
hour, or an average wage of $2 in the plants now in operation, before
the lplamts came into existence were making between 30 and 50 cents
-an_hour. . -

Senator Bennerr. That is pretty high for wage rates along tho
coast of Asia, isn’t it? f : '
! Mr. NoscLe. Isuspect it ig, but I think it is governed, sir, by our mini-
mum wage requirements. I am not sure of that, but I am relating to
-you my information in this area. I do think Guam is covered by the

minimum wage. - . .
- Wo submit then that if interests of public policy are persuasive and
-compelling, that any quota.allocation to Guam less than 2.5 million
-units' for the neéxt 12-month period would not only be unrealistic but
would be cavricious. A L

The estimates of quotas that I have heard this morning, based upon
rpbrcentage of the national watch produce or consumption product
-dre equally arbitrary and capricious. It is for these.reasons that we
.proceed. to No. 3 in our recommendations, which is that even if an
Interim quota is necessary, an arguendo should e fixed at 2.5 million
-for Guam, then it i8 our studied opinion that this committee, and, if
necessary, a joint committee of the House and Senate that would
‘result in'the determination of the final legislation should delegate to
:the Secretaries of thé Interior and Commerce, for the same reasons
-earlier stated. by another witness, the power to conduct hearings
annually, to sift and hear evidence, and to determine ag%regate quotas,
.No. 1, or (a), the allocation among the three islands of those quotas,
.(b) and the distribution of the allocations among the producers, (o),
:80 as to get the entire matter away from what may be political influ-
ohce involved in: the distribution of quotas in the island themselves,
rto be handed fairly and impartinlly after hearings by'a committee or
board constituted of delegates undetr the delegatiori of power to the
1two:Departments: that I.earlier mentioned, and it should be after
hep&'ings and taking evidence and making decisions .baséd:on' that
evidence.
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Senator Bennert. Is it your recommendation then that the present
five prodiicers on Guam be frozen and that no further people be allowed
to come into Guam to produce watches? - ﬁ o

Mr. Nopre. That is not my recommendation, sir. I believe the 2.5
million fairly allocated migﬁt enable, it certainly would enable the

eople now producing to meet their requirements. It allows the dif-
erence between 2,120,000 and 2,500,000, which is 880,000, for distribu-
tion among the ‘others in an interim period of time pending hearings
and réallocations according to my prior testimony, by the Secretaries.

Senator BENNETT. Obviously, 1fyou give the Secretary the power to
allocate, or the Secretaries, they must have the powerto either admit of
refuse to adniit other manufacturers to come in. ‘ e

Mr. NoBre. And I'believe they should have that power, sir, because
the watch industry is subject to trends and fluxes of which we have
heard very little testimony today. ' '

Senator BENNETT. In other words, you want the Federal Govern
ment to control the watch industry in the islands. '

Mr. Nosre. I don’t want that, but it has been suggested in the legis-
lation that we are discussing. ‘ f

Senator BENNETT. You have made three recommendations to this
committee. ‘No. 3 would set up the two Secretaries in Commerce and
Interior after hearings, with power to allocate the right to make
watches in all of the islands. ‘

Now that must carry with it the power to admit or refuse to admit
other manufacturers into the situation. '

Mr. Nopre. I think it should include that power, yes sir, but these
last two recommendations, may it please ‘he Senator, were predicated
upon determinations not yet made by this committee, based upon sound
public policy in the exercise of the sound judicious discretion of this
august ody. _ ‘

enator BENNETT. You say you do this to prevent polticial influence
coming in. Don’t you believe the two Secretaries are political ap-
pointees of a political party ¢

Mr. Nopre. It was not involved in my conception of a public hearin
by & Federal department that the hearings would in themselves b%
conducted by the Secretaries. I assumed that they would delegate that
Fower under the legislation, and subject to standards preéscribed in the

egislation to authorize personnel in the two agencies. .
enator BENNETT. No matter how a Secretary delegates, in the end
the Secretary is the man ultimately responsible.

Mr. NosLe. Granted.

Senator BeNNETT. So you keep coming back to the fact that you are
setting up a program which inevitably, and T am not talkin partisan-
ship, but inevitably has political possibilities, no matter which party
18 In power. -

Mr. NosrLe. Well, I suspect to an extent this is true, but I submit
that it may be less true in the case of Federal agencies than it might
be in the case of local agencies. . S

Senator BENNETT. Can you tell the committee anything about tax
exemption privileges that exist for watch companies on Guam?

Mr. NoBLe. Tax exemption privileges do exist. Four of the five
{)resent producers have such privileges, I can tell you no more because

am not familiar with the barest detail of the exemption.

i
B

)
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Senator BENNETT. Is this income tax exemption ? '

Mr. NonLe. 1t is corporate.” Yes, it is income tax exemption.

Senator BEnNETT. Does it correspond with the exemption granted
in the Virgin Islands? = o

Mr. NosLE.. I would be guessing and I would rather not answer., I
don’t know, sir. '

. Senator BenneTT. All right. S . ,

Mr. NonLe. Reflection upon the record debate on the House bill
when this same bill was pending before the House sets forth that the
reasons advanced there at least for fixing & quota or restricting pro-
duction %ene'mll' in the ‘watch industry and in.that bill eliminating
the possibility of production on the insular possessions other than the
Virgin Islands, that reported debate indicates that there were.threo
basic reasons given for imposing the restriction of the one of them was
a bare statement directly made that it was a tax loophole, that it was
a ylyoogho]e, through which foreign producers were bringing goods
into this country without paying a dut,{. : o

You have heard some comment on this point today, and I hope that
I am adding something. A tax loophole, according go my understand-
ing of it, is & device which is cunningly used to the advantage of a tax-
p‘ager and to the detriment of the general welfare or common good.

L l‘enator Benxnerr. This is not a'tax loophole. This is a tariff loop-

ole. C . .
Mr. Nopre. Right. | o _ .

Senator BENNETT. And there is quite a difference between them.

Mr. Nosre. I submit then, sir, that this tax loophole, and it is such
a thing, is not a loophole in the traditional or commonly accepted sense
of that phrase, because even though there is a loss of revenue to the
country, to the Government, there is nevertheless a public good or
general welfare created in the insular possessions as a result of that
loss, and further we submit that the loophole was deliberately created
b]y‘a rédecessor to the present Congress, to bring about the very result
that has finally be effected on the Virgin Islands, and which has com-
rSnenced on Guam and may commence 1n the near future on American

amoa. . \ . .

So, here we have the rather ludicrous situation where a predecessor
Congress, after weighing evidence, intended to do what is now being
done, and now we are reflecting upon the merits of what they started
in the first place. o ,

Senator BENNETT. We have a saying in Congress that no Congress
can bind its successor. ,

Mr. Nosre. I recognize this. :

Senator BENNETr. And I think we wouldn’t be here today if it isn’t
the impression of this Congress that what you call a loophole opened
up the situation that carried the results far beyond those anticipated
by the Congress that set up the situation. L

Mr. Nonre. I recognize the validity of the Senator’s statement.

Senator BENNETT. So, we have the responsibility of sitting in judg-
ment as to whether or not the loophole, so called, must be partially
closed or brought under control. o e

Mr. NoBLE. Yes, sir. - . ~ . :

* Senator BeNnerT. Lest it create a far greater problem than the
problem we sought to solve when we opened this avenue.
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Mr. NoBLE. Yes, sir. ) 1

Senator BENNETT, And that is the reason we are here.

Mr. NoBLE. Yes,sir, I understand.

. Senator BENNETT. So, I don’t think you can get very far with this
committee arguing that it is ludicrous for us to consider the problem
because a predecessor Congress gpened the door to make it possible.
The objective of the predecessor Congress was a general objective.

Now, when we face the concrete results of that action, we decide that
maybe we had better look at it again to see whether we have a created
a situntion far worse than the general objective we started out to
create, o

Mr. NopLe. It was an ill chosen word. I beg the Senator’s pardon.
Ludicroius was' not the best possible word. But, nevertheless, the in-
tent of an earlier' Congress may be frustrated by subsequent legisla-
tion beiing considered here today.

Senator BExxerr. Let’s say it may also be corrected rather than
frustrated. ' :

Mr. Nonre. And T'trust that rather than being frustrated it will be
corrected and adjustments made, taking into consideration the ques-
tions of fairness and equity based upon investments as well as other
elements of public pclicy involved in your determination.

Now, the industry in the islands and on Guam, should it disappear
completely for any reason, it has already been said by other witnesses,
that production would not be deflected to the domestic watch pro-
ducers. It would result in swelling imports and consequently duties
would be'derived. - .

"But, on the other hand, for every duty paid becomes a seller’s cost
and every item in seller’s cost becomes subject, and the duty included
among them to the hidden elements of profit and overhead.

My information is that the average duty on watch movements being

roduced in the insular possessions is approximately $3.50 per unit.

ased upon that figure and upon other figures given me by the
Waltham Watch Co., the extinction or termination of the insular’
industries would result in an increased cost of watches to the consumer
ranging between $4 and'$5 per watch, and certainly this factor should
be considered by a Congress and by this committee concerned so as
it is these days with the inflationary trends generally in our economy.

Senator BENNETT. Mr. Noble, you havé had 30 minutes. We ordi-
narily d(?m’t, accord a witness more time than that. Are you nearly
through .

Mr.g Nopre. I will conclude here. I submit, No. 1, that Mr. Harry
Aronson of the Waltham Watch Co. appreciates the courtesy ex-
tended in calling him out of turn and early, but nevertheless it was
too late for him to mcet an airplane schedule, and he did ask me to
mention this fact to the committee and to apoloEiz‘e for not being
able to stay. T had usked him to come and he broke up a sales meet-
ing in order to do sa. _ .

The bulk of ouv testimony and other points which we think may
be of interest are included in our written statement.

Senator BENNETT. Yes, it is already in the record.

Mr. Nosre. Thank you. - ‘ ,

Senator BENNETT. The Senator from Tennessee, did you want to
question the witness? ‘ ‘ ‘
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Senator Gore. I have one question. I noticed a Waltham advertise-
ment in a recent Life magazine. . One of the articles lists.Swiss and
UCVI movement. Maybe you said this before I came in. Do you
have an operation in the Virgin Islands? R T

Mr. NonLe. We do not, sir. 'Before you came in I did say that until.
its operation was opened in Guam, the Waltham Watch Co. was forced
by competition to purchase from Virgin Islands sources. That its
experience there was not a healthy one for, No. 1, the better companies
were probably maintained by domestic producers down there, and they
consumed the entire inventory. o o

As a result Waltham had a 3uality control problem as well as a cost
problem, which made it in a degree noncompetitive, and it could not
get into the Vir%in Islands when it made the decision to go into that
area of the supply market because of the quota limitations that had.
been imposed gy that time. Waltham had other problems and other
considerations, which prevented it from going in early, so it could
not join the vested interests, suffered competively in a seller’s mar-
ket, and as a result went into Guam, where it is now, and where it plans
to produce 330,000 units in the next 12 months, sir. : |
. genator Gore. I don’t wish to delve into any of your trade secrets.
I have been impressed when I heard from time to time the importation
of foreign watch movements coming to $3 or $4 per unit, and it costs
45 cents or $1 or something like that to assemble them, and yet I notice
in your advertisement here, $45, $92.50, $97.50. This must be a pretty
good business. .

Mr. Nosre. I am happy to say that it is a pretty good business; yes.
I don’t think it is any different for Waltham than for its competition.

Senator Gore. I didn’t mean to single you out.

Mr. Noste. It isa good business,sir.

Senator Gore. I see Mr. Hamilton back there. The markup is
almost as bad as women’s dresses, mabe a little worse.

Mr. NosLe. Well, I have been before other bodies, not as august as
this. I have argued the price question, and I think it involves other
considerations.

Senator Gore. With that compliment, may I thank you.

 Mr. Nopre. Thank you, sir. ,
- Senator BENNETT. Thank you, Mr, Noble,

SThe prelpared statements submitted by Mr. Aronson and Phoenix
Industries Inc., follow:)

STATEMENT OF HARRY ARONBON, ON BEIALF OF THE ABSOCIATED MANUFACTURERS
OoF GUAM

Mr. Chairman, distinguished members of the Finance Committee, my name is
Harry Aronson. I am President of the Walthamm Watch Company of Chicago
und address you today as spokesman for the Assoclated Manufacturérs of Guain.
Hallmark, Inc., is a subsidiary of Waltham, on Quam, and along with West-
minster Time Corp., Phoenix Industries, Inc., Stratton Watch Corp., and Maro
Watch Company forin the Assoclation on behalf of which I address you now.
The associated members are all watch manufacturers engaged in the assembly
of watch movements on Guam,

LEGISLATIVE BACKGROUND

On June 8, 1966, an Executive Session of this Cominittee reported favorably a
blll identifled as H.R. 8436, relating to watch assembly in the insular possessions.

'The House bill would amend the Tariff Schedules of the United States with
respect to the dutiable status of watches, clocks and timing apparatus from the
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Virgin Islands,” Guain and _Amerlcﬁli ‘Samoa. The House passed the bill on
October 21, 1985, _ In that bill, the Virgin Islands is specifically exempted and it
W uld ‘impose the regular watch duties only on movements assembled in Guam
and American Samoa Wheén imported into the United States. It was inequity in
the House bjll in ,?uvorm'g'thb: frgin Islands over her two sister territories that
resulted in the formation _oé our association which joined in the opposition to
the bill of the Territories of Guain and Saméa and the Department of the Interior:
as refiected in its xepoxt to Senator Long dated February 16, 1046,

. HLR. 8430 is addresseq to paragraph (a) of general’‘headnote 8 of the Tariff
Schedules (19 U.S.C.A. 1202) which exempts from duty all articles which are the
growth or. product of insular possesslons of the United States when they are
imported Into the United States customs territory, if théy do not contain foreign
materials to the value of more than 50% of their total value. The bill reported
favorably by this Committee on June 8 would amend the House bill by fixing’
a quota of 1.6 milllon watches which ma;. be imported from the insular posses-
sions duty-free anually allocated as follows: o

. . e ) ~ Movements
Virgin Istands (87 PEreent) oo oo oceoom oo cooemeee- 1, 005, 000
Guam (22 percent) .o cececeee 830, 000
Samoa (11 percent).-_._. e ——————————————— e 165, 000

Although on the .surface the proposed amendment appears to achieve equity
among the several Territories, in fact in our opinion, it will effectively destroy
the entire insular industry for reasons I will submit later in my testimony. We
urge that any quota limiting the number of duty-free movements from the
Territories must comtemplate equal distribution among the three and the quota
itself flexible and based upon a fair. determination after hearings of industrial
needs balanced by other considerations such as revenue, availability of similar
labor force, cost of final product to the consumer and others.

- In making this statement X am by no means conceding that a guota is neces-
sary or desirable. . I am stating simply that it must not be determined by
caprice or whim and must take into consideration the economic and other fac-
tors which lend themselves to a fair and equitable determination of the number
of v‘;atches that must be produced in the insular market if the market is to
survive. . = - S

" THE ‘‘QUOTA'” CONCEPT

As reflected in the Congressional Record of October 21, 1063 (pages 20824~
26828), during debate of the bill on the floor of the House, Mr. Mills, Chairman
of the Ways and Means Committee and sponsor of the bill, sald:

“These provisions (19 U.S.C.A. 1202—the exemption) were enacted in the
economic interest of these U.S8. possessions and have for their purpose the en-
couragement of the establishment of light industries in these islands.”

- “Recently the Virgin Islands legislature recognizing the need for restrict-
ing the watch assembly operations of the islands within the confines of a legit!-
mate operation in the interest of economic development of the islands and pre-
venting these operations from becoming primarily a means of tariff avoldance
took remedial actlon by enacting Bill No. 2638 on August 30, 1965.

“This legislation will have the effect of establishing quotas for watch move-
ments produced in the Virgin Islands for shipment to the United States and
will, in the view of the Committee, lnrgely solve the problem with respect to
excessive shipments of watch movements to the United States.

“Mr. BYrNES of Wisconsin., It was growing, The Virgin Islands cooperated
voluntarily by statute putting a limitation on its expansion and retaining the-
status quo. The bill would simply keep it at the status quo wherever it
might be, * * * _

“Mr. Mires, T assure the gentleman from Hawalil, and confirm what my friend
from Wisconsin has sald, that we did not at all view this measure as being
diseriminatory in any respect.

“Frankly, the bill, as it had been initinlly developed, applied across the
board, but because the Virgin Islands has taken action themselves, we did not
think we needed to take action here. We could exclude them from this overall
treatment and preserve the status quo there as well as the status quo in Samoa
and Guam, under the terms of the bill.”

. Hence, the debate in the House gave rise to the concept of quota which has
been carried forward to the amendment reported out several weeks ago by.

65-536—66——8
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this Committee. Clearly the Virgin Islands with a flowering watch industry
already installed, had recelved favorable treatment in the House bill because
it had installed a quota on its exports to the States of duty-free movements,
Contrary to the record of debate before the House, the Stratton Watch Company
was already In production on Guam and Waltham had invested substantial cap-
ital in {ts Hallmark subsidiary which. projected 'a considerable volume of pro-
duction on Guam during 1966, which, indeed, has developed according to plans

then under way. .
- It should be noted that Mr. Fulton from Pennsylvania voiced his view for

the record that at any later date, any watch industty commenced on Samoa or
Guam be accorded equal treatment with that of the Virgin Islands. _

Shortly after passage of the House bill, the Leglslature of Guam enacted leg-
islation which established quotas shmilar to those imposed by the lawmgkers of
the Virgin Islands. The Eighth Guam’ Legislature, 1966’ (Becond)’ Regular Ses-
slon first enacted Bill N 229, early {n 1966, Tlie effect of this bill had it become
law would have been to fix a Guam quota to be determined annually at the rate
of 6% of the total annual consumption ‘'of watches in the United States as de-
termined for each twelve month period after June 80, 19687. It fixed at.2,000,900
the quota for the period July 1, 1966, to June 30, 1067, and reclted this to be the
maximum amount of production (wateh, clock, ete.) “consistent with the protec-
tion of the economic stability and commercial relations of the Territory of
Guam.” Thls bill was never signed by Qovernor Guerrera.  The Guamanian
legislature then enacted Bill No. 370 which reduced the quota for the period
July 1, 1066, to June 30, 1967, to 1.5 million. The Governor did not sign this
bill, It is our information that (lovernor Guerrera, upon -advice, formed bhis
judgment that Territorial legislation such as these two:bills might be subject to
serfous constitutional attack. We deem his advice.well taken. .It is our - under-
standing that the 'Governor, during discussion with various members of this
Committee in early March recommended that Territorial quotas be fixed by
Congress and not by the several ‘Territorial legislatures, and that the quota for
Guam for the year beginning July 1, 1966, be fixed at 1.5: miillion. c

We agree that if a-quota is to be fixéd:it should not be fixed by the Terrltorles
but submit that is should allocate at least 2.5 million movements to Guam during
the next twelve months and that thereafter the determinations as to aggregate
amounts, insular allocations and individual distribution among manufacturers
must be made, after hearings by a delegation of that power to the Secretary of
Interior and/or the Secretary of Commerce, . . ,

Our reasons follow : ,

‘ INVESTIGATION NECESSARY

" You, gentlemen, have noticed that I have consistently qualified any reference
to a quota by the preliminary remark, “if a quota is necessary.” This is be-
cause I do not feel that I, my asoclation, or anyone else in the watch Industry,
with which I have been intimately assoclated for over 35 years, can do any more
than provide a mere portion of facts to be weighed by you along with the several
factors unreélated to the specific interests of our industry in forming a judgment
as to the need for any quota at all to restrict watch assembly or production in
Guam and the other {nsular possessions. S R '

"I do wish to stress, however, that this Committee may not have suficient in-
formntion based upon all of the facts to form a realistic judgment on this point
at the present time and submit that the net result of this hearing may be to
persuade you gentlemen to that same conclusion. L

In the remarks appearing in the Congressional Record of proceedings in the
House of Representatives when it enacted this bill, it is suggested that the do-
mestic watch industry has a stake in the limitations of Territorfal watch pro-
duction, that revenue is being lost because of a “loophole” in the Tariff Sched-
ules, that foreign producers are utilizing this “loophole” both to diininish revenue
and at the expense of our labor market. ‘ '

I rhall not presume to encroach upon your prerogative by suggesting that my-
testimony or'that of others in our industry standing alone should persuade you
when broad questions of policy and international balance of payments may well
enter Into your deliberations and decisions, A o .

However, T contend that the reasons above cited reflecting the House delibera-
tions of this bill are not based upon facts which are undisputed in our industry
and that other facts and factors with which you may not be familar, wogld tend

to negate the need for any quota at all.
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.:1 will here get-them forth briefly, leaving to your sound discretion thée de-
termination as to whether other considerations involved in-the formation of
publicipolicy of which I am unaware or ill-informed outweigh those within my
bailiwick,

o, The doméstio watoh (ndustry

The United States Tariff Commission, on its own motlon, instituted aa investi-
gation with respect to watch movements pursuant to Section 351(d) (2) of the
Trade Expansion Act of 1062, Public hearings were held in the course of the
investigation from May 12 to May 14, 1084. The Commission’s team of experts
thereafter continued the lnvestlgatlon and, in March 1905, the Commission sub-
mitted its comprehensive Report to the President on Investlgatlon No. TEA-I-
A-2. In March 1980, the Commission subinitted to the President its supple-
ment to that report. The attention of this Committee is most respectfully in-
vited to'those tiwo reports; which facts and statistics of interest in connection
with the inquiry at hand. Upon receipt of the Report in 1865, the President re-
questedthe: Office of Special: Representative for Trade Negotlatlons to submit
its report and recommendation ‘with reterence to a rollback of duties applicable
to the import of watch movements.

On July 21, 1954. by Presidential Proclamation, the duties on watch movements
were increased. - Annually since that date, the Tariff Commission has reported
to the President its findings of fact on developments in the watch industry, - The
Commission’s 1965 report sets forth the-effects that would be likely to follow
completeirestoration of thé concessions, 1. e., a termination of the increases in
the rates of duty on watch -movements. - -

In March 1965, the Commission advised’ the President of its judg'ment that the
full restoration of the trade agreements rates of duty on imports of-watch move-
ments would probably have the following economic effects upon the domestte
watch industry :

“1. The landed, duty-pald cost for most watch movemenb; impcrted from for-
eign countries would become significantly lower.

%2, A'large share ¢f thé duty réductlons.on the bulk of the fmported move-
ments. particularly those that meet iritense prace competition, would be passed
on to.retail outlets and consumers in the form of lower watch prices.

8. The assembly of watch movements in the Virgin Islands would be less at-
tractive. . .

4. Imports { from Europe and Japan would increase. :
© “§, The share of the U.S. market supplied by watches incorporating imported
movements would rise, and
", “Q. The concerns currently producmg watch movenients in the United States
wonld 1in the aggregate account for most of the inc¢rease in imports.

“Such restoration would have no significant effect upon the domestic industry
of .pocket watches most of which incorporate pin.lever inovements; it would
intesify compeutlon between the lower priced imported jewel lever watches and
the higher priced domestic pin-lever watches, it would' diminish the incentive
for. domestic watch producers to fmport watch parts and would correspondingly
increase their incentive to substitute imported movements for movements as-
sembled domestically. From an admixture 6f fmported and domestic parts,
it would encourage domestic’ produeets of jeweled-lever watch movements to
substitute imported jeweled-lever watch movements for those they produce
domestically. In the aggregate there would be idling of producthc facilities
and a decrease, of employment in the manufacture of U.S. watch movements * * *
because of the domestic producers’ Increasing use of movements obtained from
abroad and from the Vlrglu Islands”

.In its report to the President submitted in March of this year the Commission
gbserved that *the apparent U.S. consumptlon of watch movements during 1965
was one-fourth greater in 1983 than it had been in 1964.” “Nearly half of the
inercase was supplied by imports of pin-lever movements; the remainder was
furnished by increase of domestic output of pin lever movements. and larger ship-
ments of jewel lever movcments from the insular posscssions (primarily the
Virgin Islands) and froni foreign countries,” Domestio output of jeiceled-lever
movements in 1965 was approrimately equal to that in 1964,

This report sets forth that.in 1905 there was an apparent consumption of
84,000, 000 watch movenients in this country. Of these, 13,609,000 were domestic-
ally produced movements. The reéport does not reflect how many of these were
pin-lever movements; however, in my opinion less than 5,000,000 of these were



112 DUTIABLE STATUS OF CERTAIN. WATCHES

Jewvel-lever movements. - (See.transcript of proceedings before Federal Trade
Oommission on hear{bgs held'on January 7 and March 7,1966.) «:« - .o7if . 2
- -Approximately 17,000,000' movements were: linported according to:this report,
of which 9,000,000 units were pin-lever. The balance of 8,000,000 were imported.

The 17,000,000 imported movements (the report does not divulge the :el_?‘;.lve
percentages of pin-lever and jewel-lever imports) were imported from the foliow-
ing rouirces : L o . : I

Sl ‘ : oo =’ildveméntl
witgerland . liiicime et cemcc e mmamanenad o<’ 15, 761, 000
West Germany . e nas IR N 1:000
B 13 Y S R e ———————— ——— reems= ' B18,000
France..oveeoo... e m———— i ————— remmmm——— -~ - 440,000
United Kingdom.. oo e mmmemcmcmeenase 104, 000
" According to this report, 8,678,000 movements were imported free of duty, from
the Virgin Islauds, - : - .~ - S .

..Mr. Herter's office has nat yet submitted a report and recommendations to the
President on ita, Investigation .of- the Tarift,Commission’s report. .Rellable au-
thority in the Executlve Office has advised us that this report will be forthcoming
in two .to four weeks. , When that report 1s.submitted it may or may not recom-
mend a rollback of wateh duties. . If it should so recommend, the effect of such a
rollback has grave implications insofar as the insular watch industry is con.
cerned. Our assoclation would continue to produce movements for domestic
consumption in Guam, but industrial requirements might be affected radically.
For this reason this Committee might well cousider deferment of any action.on
H.,R. 8436 until the report of Mr, Herter's office is available, . e :

NATIONAL DEFENSE , . .. .. 'uq

In addition, we are advised by%xe say;tg reliable source that an investigation
and study belng conducted by the Office of Emergéncy Planning Into the need, if
any, for a domestlc watch industry f0r National Defense or Security ptrposes,
will also be concluded in about two to four weeks and the report and recommen-
dations of that Office submitted to the President. This, too, might persuade you
gentlemen of this Committee to defer the matter of thia legislation until the Execu.
tive Branch has that report available. ' B o
In this connection, the Committee's attentlon is Invited to the finding of the
Office of Defense Mobilization recorded December 26, 1956, entered after hearings

and siummarized as follows: . ,

“In summary, the facts which we have assembled, based on the latest available
mobilization requirements estimates and the findings of a study of missile
contractors, do not indicate major dependence upon the jeweled watoh segment of
the horological {ndustry to meet defense requirements.” {emp. supp.]

An excellent source of information concerning this aspect of the watch in-
dustry is contained in the report of hearings before & subcommittee of the Senate
Committee on Armed Services held Aygust 17, 1064, L o

I believe it is a fair statément that the watch industry has very little, if any,
natlonal defense significance and that the development of the industry in Guam,
by providing a significant factor in the island’s economy apart from the niilitary,
can only serve to strengthen this miiftary outpost and strategle air and naval
base in the Central Pacific. . ‘ L -

It 18 our judgment, based upon knowledge of trends in the industry and the
nature of the domestfc consumptlon market, that the encouragement of vital and
substantial watch industry on Gham will not substantially affect the so-clled
domestic watch industry. The insular product in watches 1 comprised almost
entirely of jewel-lever movements. The Guam product 1s 100% jewel-lever, If
the exemption 1s removed, the insular product may well become limited to the
assembly of higher jewel count, automatic and specialty type watches, but the
Guam industry will not disappear. ‘ :

In that event, or in the event a highly restrictive, if not destructive, quota Is
fmposed on duty-free insular imports into the United States Customs territory,
the domestic jewel-lever industry will not be the beneficlary. Quite the contrary,
the curtailed volume will result in a proportionate increase of imports from
foreign countries, now, in a large sense of the word, in direct competition with
the insular industries that has grown by leaps and bounds over & very short span,

of years.
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The question might well be asked, “What would be the. effect on the Cuam
jndustry of a rollback of the tariff schedules by the President?”’. The answer is
that the Guam industry will survive and grow .with the consumption market, but,
again, its product.would tend to become confined to speclalty and high jewel
count automatic movements. It would do so, however, only if legislatively dis-
couraged by the imposition of a quota inconsistent with industrial needs in order
to maintain economically a watch establishment on Guam, ‘

If, however, an interim quota is deemed appropriate, after welghlng all factors
imrolved in. making legislative decisions as to public policy and apart from the
requirements of the watch. assembly industry of the United States and the
negativedmpact of the insular.industry on the domestic industry as above stated
(and assuming it is further declded to somewhat arbitrarily fix a figure in law
rather than delegate that deterinination to an agency that will do. so after a
public hearing), then, in my opinion, an allocation of 2.5 million units for Guam
production during the next twelve months would be consistent with market re-
quiremeuts, our industrial projections and capital commitments, and not in-
consistent with retentlon of .the production status quo in terms of international
scurces of supply for the ever expanding domestic consumption market. In addi-
tion, it would provide optimum employment potential and much needed economic
diversification for Guam, so long dependent upon the taxpayer for economic
sustenance. - Such “optimum employment potential” involves an existence of the
readily available labor force on the lsland to meet production projectlon through
June 30, 1967.

It i3 for these reasons that I, state, if a quota for Guam is determined to be
necessary, ‘then it must be fixed at no less than 2.5 mlllion units for the next
twelve month peried. = -

As above noted, the point has been made during the House debate that the
insular watch industry is costing our government substantial revenue which
would be averted by removal of the exemption from duty on the products of that
industry. -This cannot be. denied. The average duty on watch movements is
about $8. 50 per movement and this multiplied by. approximately 3.6 million units
produced in. the Virgin Islands represents.much revenue loss, But this is a
matter of degree and context. The figure is. comprehensible to the average
man and does not even remotely. approximate the astronomical proportions re-
flected in-s0.many other items invplved in our thriving national economy. We
all know that.this,legislation js minor among the monumental deliberations cur-
rently, confronting this Committee, such as the limitation of the National Debt.
1t is of major significance only to the single engine economy of Guam and to our
industry. s¢ much in need ot the cou)petltion provlded by Guam and its insular
sisters.

But even the, concession- here.made does not, in our opinion, outweigh other
considerations,

Certainly the labor force of our industry must be conceded to be essentlally
unemployable (mainly young,women) and hence not taxpayers in a limited sense
of that word until and unless that force is employed in our production. Thus,
the.tariff loss is to a large extent diluted by local and federal revenues derived
from otherisources such as the personal income tax, corporate and franchise
taxes ' paid by thé:industry, and countless hidden revenue. outlets opened by the
flow of: money. from. owners and lnvestors through the -arteries opened by the
~h100mlng ‘Guanm watch industry. -

«Jt .must not' be .overlooked that the domestlc consumers ultimately pay all
cost bills and that a duty paid is a séllgr’s cost. Informed estimates would fix
the savings in price'to the consumer at an average:of about $3.50 per watch pur-
chased if that watch is not subject:to a:duty. - Hence, the consumnier is left with
more money with: which to purchase food, gasoline or luxury items upon which
taxes of one forin or ancther are nmost frequently imposed. If 2.5 million watches
‘are prodaced on Guam over the next twelve months, and at an average purchase
price of $3.50 less than would be paid if duty must first:be paid, does not the
specific enhancement of purchasing power result in a general economie good as
‘well as a° concomltant revenne stimulus? :

c. The. toophold

‘The duty-tree;status atforded watches, by the provislons of J,9 U.8, C A. 1202
was frequently referred to in the Record of debate before the House as a “loop-
hole” in our tariff laws, being used by foreign producers to ship thelr products
into our market 1 freo of. duby. Nothing could .be more remote from fact

o D e T T O P DU )
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In the first place, Guam, and I believe Virgin Islands, producers are not owned
by nor agencies of foreign watch movement producers On the contrary, they
are alniost entirely owned hy- doméstic: watch- assemblers, such as- Walthaw's
Halimark, Inc., on Guam. All'of Guam’s watch industry is American owned ex-
cept the Maro Watch Company which is West German owned. Our GQuam pro-
ducers sell to doniestic watch manufacturers and are competitive with Swiss,
West German, French and Japanese mianufacturers for that market. - True, the
parts assémbled in Guam are imported from Japan, West Germany or ¥rance,
but if the island industry were to vanish, the volume of insular proituction wounld
be diverted to forelgn producers Bselling movements not parts; to our market and,
as above noted, dt'an average cost to the consumer of $3.50 per watch purchased

In addition, you must here recognize the obvious, swhich can &6 often be over-
looked in the examination of complex details. -Guam i{s America and Guamanians
are Americans; the industry then for which I am spokesman today-is an Ameri-
can industry. It came into existence because of the so-called-loophole and that
loophole existed” for many jears before it provided the industry I represent
today. It is the only industry on the island, whose economy Had heretofore been
100% depen("ant upon the military establlsbment Yes, it {3 & loophole, but it was
intentlonally created by the predecessors of this Congress to accomplish the very
‘purpose our industry is now fulfllling with dynamic force. It seems to me that
this' Congress, should it do so, would be going out of its way to defcat the studied
purpose of an earlier Congress it it edtablishes arbitriirily unreasonable limita-
tions upon the growth of our Guamanian watch industry.

"I have always regarded a tax loophole as a device or gimmick cunningly util-
ized for personal gain at the cost of general welfdare. In other words, only the
using taxpayer gains by use of a tax-loophole. Here, the “loophole” was provided
by statute to encourage the growth and development of insular edonomy. The
‘language used is significant. Had not the importation of materials and otheér
elements of production and growth been contemplated, the statute would not have
prescribed that products the growth or product of the United States insular pos-
sessions are free of duty when imported into the United States if they do not
contain foreign materials to the value of more than (0% of their total value.
Clearly, in the cases of Guam and Samoa at least, the importation of foreign
jngredients and components had to be foreseen by thé earlier legislators who must
have known as would any freshman student of geo-economics that nothing could
be produced on an island 209 square miles in area and situated in the Marianas
and much closer to the Phippines and Japan than the mainland unless elemnents
were imported for the production process from readily available sources of sup-
ply. It must have been factors such as these that persuaded that Congress to
afford such products a duty-free status.

" It is our position then that the watch industry on Guam is fulfilling the hopes
of the Congress and the dream of the Guamantan -American.

THE WATOH INDUSTRY OF GUAM

‘In November 1985, the Stratton Watch Company, now owned by the Weissman
“Watch Company of New York, began production on Guam. Time has not per-
mitted us to secure current data with yeference to. Stratton’s production and
plans. Based upon information available, it is our understanding that this
company had 40 employees in January 1966, was then producing about ‘6,000
movements per week, and expected to expand its production to about 20, 000 units
by July 1 of this year with approximately 75 employees..

After months of research and because it had not opened a facility on the Virgin
Islands as had its competitors, Waltham opened a plant on Guam early this year.
Until that time, Waltham had to purchase a portion of its movement inventory
from various sources in the Virgin Islands which were either owned or controlled
by competitors, or which had inadequate quality movements to meet Waltham’'s
needs. It was a seller’'s market, Waltham’s subsidiary, Hallmark. Inc;, has
furnished the following data as to its production and investment on Guam.

The company has a capital investment of $400,000 and a lease obligation of
$50,000. Currently it employs 15 people at an annual payroll of $75,000 and at
‘this rate produces 250,000 movements on an annual basis. It Is expected to em-
ploy 40 people at-full production with an annual payroll of $200,000, producing
500,000 movements. -~

Ir i3 my understanding that Westminster '.l‘ime Corporation ‘¢éurrently produces
26000 movements per ‘nionth with 84 employees at a monthly payroll 6f over
$10,000. Its total capital investment {8 in excess of $600,000.
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'Phoenix Industries; Tne.,, I understand, currently produces 10,000 units a
month. In August this production will be doubled. Its capital investment is in

~¢éxcess of $500,000, and its payroil is substantially comparable to the other Guam

assemblers. -
The Maro Watch Company is also in production in Guam. However, similar

economic data is unavailable at this time since its owner, a West German, is en
route to this country. o .

. -It is manifest that argument is not here needed to persuade you gentlemen that
our industry’s investment in Guam is substantial, that, in a very short span of
months, several hundred Guamanians are on our payrolls and that 2.5 million
units (If an interim quota is to be fixed) will scarcely provide room for growth
of the Guam industry. Additional producers will be deterred even if that amount
is fixed in the quota. Based upon production data available now, the present
:jndustrial commitments call for the production of nearly 2,000,000 movements
on Guam in the next twelve months., Has not our industry provided a substan-
‘tial 'diversification for the Guamanian economy? We feel that we are entitled,
in all fairness, to realization of our investment and the right to honor order

commitmeonts. .
. . A BECOND CLASS TERRITORY

Guam may be smaller in area than the Virgin Tslands but its permanent popu-
lation is about the same. It is our information that the available labor force

.in Guam is larger than that of the Virgin Islands, The latter are blessed with'a

proximity that has ideally lent itself to a luerative trade in tourism which has
offered relatively lush émployment opportunities for the very part of the labor
force for which our industry needs most, {.e., young, intelligent women who can
be trained to acquire the finger dexterity demanded by our production lines. In
addition, the Virgin Islands bave attracted some other industry, whereas only
ours, to date, has develgped on ‘Guam. The fact that the wateh industry started
there first and grew fast should not create in the Virgin Islands a vested interest
in the insular development of that industry which must be protected at the expense
‘of her sister territories. It would be unjust and unfair to close the industry in
Guam because it grew faster in the Virgin Islands. The enabling legisiation

‘which, to date, has fostered the growth, was intended to apply equally to the

three territories and the benefits shared equally by all of them.
... Waltham’s subsidiary on Guam, Halimark, Inc., has established that the pro-
duction will become profitable only when the level of production reaches ap-
proximately 300,000 units per year. This same saturation point must be approxi-
mately the level of our island competitors for whom I also speak today. T

The amendment to H.R. 8436 as favorably reported by this Committee on
June 8 would fix Guan’s share of a wholly inadequate 1.5 million quota at
330,000 movemerits. “This would permit none of our members to operate profitably
on Guam, and unless the others defaulted and liquidated first and Hallmark re-
ceived the entire allocation, we would have to take our losses and close down
‘the operation. - _

Distributed among the five present Guam producers, 330,000 units would compel
all of them to go out of business. I do not believe this Committee, with know-
ledge of the facts being gained here today, will consider anything less than 2.5
nlmlion units sufficient to maintain the present industry on Guam at the present
time, ’

CONCLUSIONS

Senator Long, members of the Comnmittee, I thank you for the courtesy ex-
tended me and the manufacturers of Guam for whom I spoke today. In con-
clusion, I nrge the following:

(1£ That this hearing be extended until the investigations being conducted by
the Executive Office of the President become available for your consideration
sometime, as reported to us, within the next four weeks, or

(2) That no present quota be fixed but that the power to do so, within stand-
ards prescribed, be delegated to the Secretary of Interlor and/or the Secretary
of Commerce, after hearings held to determine whether the public interest re-
quires that qnotas be fixed.

(8) If for reasons of public policy beyond my comprehension an interim quota
should be deemed necessary in the public interest, than any allocation of that
interim quota be fixed at not less than 2.5 million units for the period June 30,
1966—July 1, 1967, and - .
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(4) The Secretary of the Interior and/or the Secretgry of Commerce be dele.
gated the power to conduct hearings in the public Interest, .and’ to fix and' allocate
among the insular possessions and among prodmgers in thoae Tert{tories annual
quotas tor the duty free production of watch movement. Thank you, .. ,

. .
LTS
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.
1

.SUPPLEMENTAL STATEMENT OF THE ASSOCIATED anmmnms ‘oF GUaAM, SUa-
" "MITTED AFTER PUBLIC HEARING' ON NATURE OF \VA‘!‘OBf Coupm'nox IN mn
Dom:smo Maaxm'

Beginning in the 1930’s, labor costs, among other tactors, persuaded many
of the so called domestic'powers in the watch industry to.turn East and: import
parts and movements from Switzerland. The giants of:the industry at the time
were Waltham, Elgin, Hamilton and Illinois. Their product and consumption
market required a fine time plece, 1e,, a'jewel lever watch. A jewel lever watch is
one manufactured with bearings at pivot polnts cémposed of the assembly of
minute synthetic jewels.

World War I had made the wrist watch popular 1n the Amerlcan market,
The companies above-named had devoted their production, in the main, to the
pocket or “railroad” watch—a fine, though bulky, time-keeping mechanism. The
Swiss had a headstart in the development and prodiction of the more delicate
wrist adapted movement.

In the 1930's, the domestic market also consumed, in considerable volume, the
cheaper, less efficient, and non durable pin lever type watch. Manufactured for
consumption by chlldren, the Ingersoll and Ingraham pin levers, non Mickey-
Mouse and Buck Rogers’ varieties, were frequently used by adults during the
depression era for obvious reasons.

Those companies whose management was dynamic¢ and far-sighted survived
by one of two means (and some by a combination of the two) : (1) becoming
importers and converting thelr domestic plants into diversiﬁed production of
precision instruments other than timepleces; or by (2) pnrtlcipating in a
‘Madison Avenue campaign to convince consumers ‘that jewels n qnaﬁtltv (21)

have time keeping significance (In fact above 17 jewels have little if any horo-
logical value) and recelving high protective tariff on such watches, excluding
imports and leaving the newly developed 21 jewel market t6 domestic producerq
It was at this time that Bulova became really promlnent in the indust ‘and
its dynamic management assumed leadership of the sirviving domestle ing hstry.
It must be noted that some parts of even domestically produced 21 jewel watches
have always been imported.

The old line domestic companies that did not turn abroad or ‘enter the Madison
Avenue campaign deteriorated and disappeared. Waltham, for, Instunce, mis-
gulded managerially, turned to Switzerland too late and by the eommencemqnt
of World War II was out of competition for all practical purposes. o

Hamiliton survived behind the tariff barrier by producing a reﬂl)y ﬁne Watch
for the luxury market. Elgin and Bulova buiit or acquired their own’ ‘facétoriés
in Swluerland and consequently remained competitive with the Swiss in' the 17
or less jewel category and furnished parts required for the swelling 21 jewel
(Madison Avenue) market. . The Ingersoll and Ingraham disappeared from
the competitive scene with the advent of prosperity dnd did not re-appear in any
volume until after World War II.

With the surge of the War effort, the industry made its contribution and
derived its gain by turning, en masse, to precision instruments. Even JValtham's
emptied coffers were momentarlly swelled before. cessatlon of hostilities. . The
so-called domestte producers today, Elgin, Hamilton and Bulova, are, in fact,
domestic in name only, and their plants in this cquntry aré. devoted to watch
production only on a very limited basis. ‘Only, about 1.6 milllpn of the 34
‘million watches consnmed during 1865 were produced by those companies, How

‘many of these may have been “electric” or other non 'Jewel watches is a matter
of conjecture, but notwithstanding the absence of such information, it is clear
that this country no longer has a domestic watch industry prqduclng watches
in any considerable volume.

However, a Madison Avenue surge during the 1950’3 resu;recteé thf pln 1ever
industry. The stylish punch pressed, non bearing, and very econom Timex
movement rapldly became the largest single competitive tactor in the industry

et
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General Time (Westclox) reappeared on'the scene with a similar “new breed”
of pin léver movement. The domestic plants of these companies rapidly spread
abroad to Scotland, Germany, Japan and elsewhere attracted by low labor costs
and the European markets. However, these companies are, in fact, domestic
produc:(xl-s even today although a large percentage of their gross product is
jmported. S 4 :

But, it 1s significant that the crafts and skills so long relied upon by Hamilton,
Elgin and Bulova, to perpetuate the myth which afforded the comfort of the
high protective tarift on 21 jewel watches, are non-existent in the machine
operated, punch press pin lever industry, which is in truth and in fact the only
surviving element of the fictitious domestic watch industry productive of
watches, as opposed to precision instruments, in this country today.

The American Watch Assoclation representing importers, agents or consignees
of fine Swiss watches seeks a roll-back of the tariff and ideally, its elimination.

Hamilton, forced into the Virgin Islands by pin lever and its concomitants in
competition, which gave rise to the insular industry, seeks retention of the high
tariff schedules, dissolution of the mythically created status quo that will enable
its watch segment to profiably bear its share of industrial diversification.

Elgin and Bulova, with Swiss adjuncts integrated into their systems, and conse-
quently nible to play on both sides of an one-way street, seek dissipation of
Virgin Islands competition and the maintenance of present tariff schedules which
lend themselves so aptly to their dual market planning. o

On the other hand, Waltham, rejuvenated after acquisition by dynamic new
management in the 1950’s, and Benrus, an importer without domestic plants
such as those of Elgin, Hamilton and Bulova, are competing on two sides of
another, two-way street. .

They are both principally (more than 50% of their product) Swiss importers.
By virtue of this fact they are competitive with Elgin, Bulova and the various
Swiss companies represented in these hearings by the American Watch Associa-
tton. However, at least Waltham is non-competitive in the sense that it does not
own a productive facllity in Switzerland.

On the other hand, these two.companies, and to the extent any of the others
have done so, including Helbros (a division of Elgin) are meeting pin lever
(General Time and Timex) competition in the low-priced market by acquisition
of low-cost, tariff exempt insular products—Benrus from the Virgin.Islands,
Waltham from the Virgin Islands and from its own facility on Guam. In doing
so, they are taking advantage of the intentionally created ‘“loophole” and the
advertising of the Swiss industry calculated to demonstrate to consumers the
merits of jewels as opposed to non-jewel or pin lever movements,

But, competition runs a devious course, and the two large pin lever producers
are' now in the jewel-lever business. In fact, General Time has one of the
larger establishments in the Virgin Islands. g

Waltham and Benrus, then, are playing two sides of a two-way street. They
want a roll-back’of tariffs on the one hand, non-limitation of insular production
on the other, ' Inherént in this two-way street i8 a saving to the consumer which
would ‘not” otherwise be avallable. ‘The competitive reasons for -the differing
interests in this legislation and in the report on roll-back of Tariff Schedules
may how become somewhat less obscre. '

"ASSBEMBLY OR MANUFACTURE

It 18 suggested that in our highly specialized technological economy the mara-
facturing process (apart from the watch industry) has become refined. It is
no longer the production of the consumer product from basic raw materials. It
is now almost universally the assembly of the final consumer product of com-
ponents manufactured by sub-producers, sub-contractors, and pre-manufacture
fabricators. - The components finally assembled in the ultimate manufacturing
process are imported. The importation of parts and components (as distin-
guished from the ultimate product) 1s rarely subject to & duty.

Thesé same universal economie principles apply to the watch industry, Bven
fine Swiss and Japanese movements are “manufactured” into the final consumer
products in those ¢ountries by companies at the end of a horizontal scale which
assemble parts manufactured, in turn, by other companies in other plants
developed over years of industrial specialization and technological dévelopment.

Hence, the instular industries of the Virgin Islands and Guam are, in fact, not
different from the kind of Industry thiat preceded them in this couiitry, Switzer-

S A | - . ¢
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land and Japan., They differ in degree insomuch as thev have further differ,
entiated tho industrial specialization by simplifying the ossembly tech que. In
addition, there is an admitted quality control problem in some ‘of the’ lants, but
this will be diminished by the forces of corpetition. _ .

THE “LOUPE" VERSBUS FINGER sz'rsm'rv

" The “loupe" is the small telescopic eye piece traditlou&lly associated with the
watchinaker, a craftsman’in an alimost medieval sense of that word. ‘However,
a watchmaker is trained to repair and service watches and not to manufacture
them, " The loupe is still used in the manuficturing (assembly) plants to time;
adjust, examine and repair watch movenients. Those movements are universally
manufactured by the delicate assembly of pre-manuracturvd ‘components and
subnssemblies which, in turn aré produced along the production  lines of plants
equipped with mnchinery and equipment deslgned for mass production,

In the insular possessions no less than in the final producing plants of Switzer-
1aAnd, Japan and to the extent there are any left, in the United States, the final
manuracturlng process requires sharp vision and nlmble ﬂngers, rrequently
categorized an finger dexterity.

‘In the most highly specialized technology inherited by the insular industry and
developed by the stringent competitive forces inherent in the entire' industry,
it has been found that these requirements are most frequently available in young,
intelligent women—a commodity available in coplous quantities on Guam, The
training perlod under the supervlslon of “loupe” specialists (watchmakers who
also supervise the plants, examine, adjust, time and repair the final product)
requires from eight to ten weeks and the trainees are pald the minimum wage
($1.25 per hour) during the training period which 1is actually spent in the plant
léearning to assemble the components under the guldance and 'supervision of
qua!iﬁed fnstructors.

"NATIONAL DEFENSE )

It is onr view that the present jewel lever so-called domestic lndustry does not
develop skills vital in the interest of national defense. Formal engineering
education has replaced the “loupe” and the skills (dexterity) deieloped in.the
final manufacturing or assembly process are available in countless other indus-
trles. Certainly, the pin-lever industry with its punch-presq assembly, technology
is developing little in the area of vital skills.

- The future of any really significant domestic watch industry is vested in the
expansion and development of the insular industry, particularly Guam and
American Samoa, 8o proximate to a supply of fine components and 8o in need of
industrial development.

+ The 1965 domestic production of 1.5 million movements did not sustain a tralned
labor force even as large as that of the Virgln Islands whlch produced over tour
million units in the same way.
+‘Thus, to the extent that there may be any valjdity at all jn Hamllton's argu
ments-for a high tariff and the abolition of insular industries in the.interest of
national defense, they become completely dissipated.by the loglc ﬂowing from
statistics available to all of us.

The insular industry is already sustaining a large, tramcd and. skmed labor
force such as. might dbe required to meet a sudden national emergenocy, and o
fortioraré should be encouraged to expand that labor force in the interest of
national securttu.

THE QUOTA’ SR Lo :!

As noted in our orlglnal statement submitted and filed with tho Committee in
behalf of Mr. Harry Aronson as spokesman.for the manufacturers of. Guam,
there is no apparent reason for establishing a quota limfting insular watch pro-
duction particularly on Guam where the indusiry is relatively new and bas not
expanded to the proportions found on the Virgin Islands. e

As may be seen from all that has been set out above, llmitations upon lnsnlar
production may be wotivated by the self-interest of quota advocates. . We are
here stating the fact and not condemning enterprising self-interegt,

. However, we submit that although a general limitation s unneceesgry, unde-.
sirable and inadvisable, nevertheless limitation of Virgin Islands production may
be necessary.in the general public interest solely because the fiving, of a quota
t);ere 1will encourage the expansion of the fnductry to Guam and Samoa where

whlle the Vlrgin Islands have a potent watch lndustry, a lucrative growing tourlst

e
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industry and a generally diversified economy with other manufacturing plants
and an exhausted native labor force.

. E . ‘QUAM QUOTA

. We know,of no reason why public policy should require the imposition of a
quota ou,é‘.uam watch production. Its available labor force is native and rela-
;llvely untouched, and competitive forces will expand the industry to Samoa in
due course, Competition will also bring about quality controls, price leveling
qud product standardization all required, though not legislatively, in the interest
of the consuming public,. A . _ -
‘However, i1f Congress deems that some limitation of Guam production is
necessari\; at this time to encourage immediate expansion to Samoa, then we
submit that any quota for the next 12 months fixed at less than 2.5 million units
would be unrealistic for the following reasons, L
* 1. Optimum production at a profit involves the attainment of the production
of approximately 300,000 units per year per company. There are already five
companies producing in Guam, all members of this association as noted in our
original statement. ‘ - .
2. That quota would permit the additional four or five companies presently
interested to enter production during the next 12 months,
. 3. 'The capital investment of producers to date. .
.. 4. The firm commitments to date for delivery of parts through January 1, 1967,
and the firm orders for inventorles (actual sales) through January 1, 1967.

SBYNOPSIS OF GUAM'S OPERATIONS

Communicitions have precluded inclusion of vital statistics pertinent here,
apart from or in addition to those set forth on pages 16 and 17 of the initial
statement filed Hérein in behalf of our group with respett to three of our pro-
ducing members: Westminister Time Corp., Stratton Watch Co., and Maro
Wateh Co.” - , " o

‘However,’Hallmark ‘Inc., the wholly owned subsidiary of Waltham on Guam,
and Phoenix Industries Inc. have transinitted the following additional or sup-
plemental information.

P ' o . Hallmark Phoenix
vt . industries
TR a0, T * . . -
Cagéta“miestment to date (Including lease)...........oo...... e ccesacecnan $450, 000 $224, 000
Order commitments for parts to date. ...._.... Agaretseratcaacessasanctaananan . $500,000 | . $1,164,500
Projected conimitmeént through January 1967—these parts cannot economi-
callgebe used elsewhere except on Guam subject to suit §f revoked. ........ $500,000 fo.ceucecannan
Number of employees at nt thme: ., , . - . .
S gucmmm pr‘odt}n‘ct on line...... ... ull N 30
., . Avyerage wage per hour. ..
T hmelansnisgagerial. .. 2
" . hpiclans)....... R
Lawyeérs to date (on Quam) .. ...l i iiiiiieanan.. ; . 5,000
Accountant to date (on Guam)..................... } S SRS SO feun @ 000
Present production rate (per annum). .. ..ocooeocovainaena .. . 250, 000 120, 000
Projected production commending Sept. 1, 1966 (per month).. o 20, 000 , 000
Pr ec%ﬁ!: production eomme{xclnf Jan, 1, 1967 (per month -={.” 40,000 35,000
Pr prodiction by Sept. 1, 1966 (per annurn).’..... .. -l 800,000 foooeeen.......
Puarchase orders orsales-..._:-..'..;,.,.‘-;-.I.'.--;:....:f...;.--.-...;;.-,',,,... o8 - 4100, 000

. — -
" Amount petr annum Includes fringe benefits.

?'Unﬁ"""""‘ e et T
+3100 petoent of production.

4 Amount per month and bonus.

% Amount sold and to be delivered Jan. 1, 1967,

- Phoenfx' Industries 15 1lable on salés contracts'and would become subject to
suitilii'the event b8 defailt for any reason. .Hallmark, the subsidlary of Wal-
tham, would be ljable, but-as a practical matter Waltham would take the loss and
be forced to meet inventory requirements from other sources. As a .practical
matter, because of the lag time in order and delivery it could not do so. It is
not ‘unreasonable to assume that figures for the'thrée other Guam producers
are essentially the same in employees, capital investment and.other items. -

The Recommendations contained on pages 19 and 20 of our initial statement are
referred to and adopted as part of this Supplemental Report.
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STATEMENT OF PHOENIX INDUSTRIES, INC. )

Phoenix Industries, Inc., was incorporated’'in Guam in the early part of Janu.
ary, 1966. The company was capitalized at $50,000. At that time there was one
wailch assembling company in existence, who commenced operations in Novem-
ber, 1965. Another company, Westminster Time Corporation, incorporated in
Guam at about the same time as ourselves, making a total of three companies en-
gaged in watch assembly. We incorporated before January 28, 1066, this being
the dead-line set by the Legislature of Guam for companies wanting to manufac-
ture in Guam. This date was subsequently changed to allow other companies to
obtain manufacturing licenses and tax exemptions. oo . ‘

In January, 1966, it was understood that Guam would self-impose approxi-
mately two million units similar to that self-imposed by the Virgin Islands, which
at that time was 3,600,000, :

From the foregoing, ourselves and the other two companies anticipated sharing
In a quota of at least 1,500,000 or approximately 500,000 each, To this end we
geared our manufacturing operation, having at this time some 25 girls trained
and able to produce between 1500 and 2000 units per working day.

In addition to the female labor force, we entered into employment contracts for
one year with a factory manager, watch maker and sales manager. Considerable
expense was incurred in transporting these people to Guam, in some cases with
family. In addition, we hired a prominent consultant, who we brought over
from England, and who spent 10 weeks in Guam at a salary of approximately
$250.00 per week and expenses, '

Our present monthly payroll is in the vicinity of $7000.00 per month., Our fac-
tory rent is $500.00 per month on a four year lease.

Regarding our commitments for merchandise, we have firm orders with Hat-
tori Trading Company for the year, 1966, to the amount of approximately $400,-
000.00. In addition to these, we have firm commitments with supplers in France
to the extent of approximately an additional $100,000.00.

Apart from the merchandise commitments already mentioned, we have given
comérinitments for 10687 for approximately $600,000.00 with other commitments
pending. : . _ . '

As you are doubtless aware, if the suggested quota of 830,000 pieces is granted
for all the manufacturers of Guam, now numbering 6 in production, and if this
production is shared equally, we will be facing a very serious financial position.
We, therefore, hope that the quotas granted will be large enough to enable us
to meet our commitments and to be reasonably compensated for the difficulty
of doing business from 10,000 miles away and we further trust that should the
quota be established at a lower figure than originally envisaged, that we be
given time to fulfill our commitments.for merchandise and reorganize the size
of our operation. '

Senator BENNETT. The next witness is Mr. B. K. Wickstrum, pres-
ident of General Time Corp. Mr. Wickstrum, we are happy to have
you here. I have a copy of a statement. Do you wish to read it or
are you going to tell us what isin it?

STATEMENT OF ROBERT WIIKEN, PRESIDENT OF ANTILLES IN-
DUSTRY; ACCOMPANIED BY R. B. HALLY, VICE PRESIDENT,
GENERAL TIME CORP., GENERAL MANAGER, WESTCLOX DIVI-
SION; AND JOHN D. CONNER, OF SELLERS, CONNER & CUNEO,
WASHIRGTON, D.C.

Mr. WngeN. Iam not Mr, Wickstrum. My name is Robert Wiiken
}Eresident of Antilles Industry, which is a subsidiary of General Time.
amn appearing today at the request of Mr. Barton K. Wickstrum,
who is the president. \ ' : | :
Senator BENNETT. Your name again is?

Myr. WuxkeN. Robert Wiiken.



DUTIABLE STATUS OF CERTAIN WATCHES 121

Senator- BENNETT. Yoy may, proceed as you please. I ourtailed Mr.
I}ol;l:. after 30 minutes of testimony. I hope you will be through by
that time, .. - .o . Lo : E

Mr. WikeN. Let me assure the:Senator I have no intention of read-
ing the very complete statement: we have submitted. I will try to
kegp my remarks as brief as I possibly can. S

enator BENNETT. We have reached the point where we are going
back over the same material. : o ,

Mr. Wuken.: No, I appreciate that, and I will'do my very best to
keep llrily points concise and to the few additional points we would like
to make. :

First, however, I would like to introduce the gentlemen with me.
To my left, Mr. Roland Hally, who is a vice president of General
Time, and also Mr. Conner of Sellers, Conner & Cuneo, a Washington
law firm, and it was Mr..Conner that represented. us in our hearings
in the watcli quota bills in the Virgin Islands. o

Senator, BENNETT. You heard the statement this morning, Mr.
Conner, as to whether the decision of the court regarding allocations
was binding and in operation or inoperative? Do you have an
impression § » p

r. CoNNER. It would be my opinion, Senator, that as of now they
are Inoperative. : L ’

Senator BENNETT. That there are no quotas?

Mr. ConNER. Yes, that is right. I have noticed recently a news-
gaper sent to me from the Virgin Islands saying that the Governor

as appealed. Now that differs from the information that was given
the committee earlier this morning. I do not know whether they
have or not. T o o ‘

Senator BENNETT, Not being a lawyer would the ver{ process of
filing an appeal bring it back until the appeal was heard

Mr. ConNER, It would be my opinion that they would not.

e

4

Senator BENNeTT. That they would not?

Mr. CoNNER. Yes. .

Senator BenNgrr. Thank you. .

Senator Gore. On what do you base that ?

Mr, ConNER, It is based upon— o

Senator Gore. A case is not settled until final judgment. ‘

Mr. CoNNER. It is based upon the fact, Senator Gore, that the court,
the U.S. District Court for the Virgin Islands, has held that the gov-
ernment of the Virgin Islands is without constitutional authority to
impose the quotas. Now if that goes on to the Third Circuit and
the Third Circuit reverses the court, then I think that they could go
back and collect the taxes on the amount that has been produced and
shipped in the meantime. - . :

Senator Gore. To that extent it would be operative.

Mr. ConNER, At that time it would be, yes. By my answer I
intended to mean in the meantime I do not believe that the govern-
ment could impose the quotas or collect the taxes, but if the Third
Circuit should—— :

Senator Gorp._Are you a lawyer? : _

Mr. ConNer. Yes, sir. If the Third Circuit should eventually up-
hold the decision of the district court, then I believe that the govern-
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ment: could go back anil:collect. the taxes applicable to the prodtiction
since that:time: / 10 0 b Lo T T

Senator Gore. It has been a long time since I studied law, but T must
say I dont’ think I'qluite‘u'gi‘eewiththat-; S TR
.- Mr. Coxnkr.-‘Well, that may well be, and'I would like'to state that
my opinion is just a horseback opinion. My client has not asked me
that question. I have not gone to the lawbooks on it."- It has been
quite some time since I finished law school. - - - et
+ Senator Gore. This is 4 fine point in your statement heré. Youmean
if a Senator asks you'a question you give hira-a horseback ‘opinion, bt
if a ¢lient does, you don’t? S

‘Mr. ConNER. When a Senator-asks me a question, I feel T had better
give him some answer. - T T

Senator Gore, I see. But you are a little hesitant about—— - -

Mr. Conner. I wish Ihad anticipated the Senator’s question and
had a chance to go to the lawbooks first, but'I did not, ‘and my client
hasn’t asked me, and I just have to give the best answer I can.

Senator BENNETT. Was the Senator from Tennesses here this morn-
ingwheu thiscame up? - v "

enator Gore. No; I wasnot. . . o S
-Senator BeEnNeTT. We have had two expressed opinions on both
sides, One man said it was operative and another man said no it is
not operatijve. o _ A

Senator Gore. Lawyers are runnitig true to form, -

Senator BENNETT. So I have a third man here, and I was going to
ask him this. . :

Senator Gore. This makes for more business.

Senator BENNETT. The score isnow two to one. _

Senator Gore. It makes for more business. I must relate when one
of my young constituents was before the august Supreme Court across
the avenue for the first time, he was making a fervent plea, and one of
the Justices looked over his glasses and said, “ Young man, if you were
back here under certain circumstances,” which he specified, “would you
say the same thing?” He said, “Your Honor, if properly retained,
yes.” [Laughter.]} '

So I gather if you are properly retained, your opinions assume a
quality that they don’t have here in response toad lib. = o

Mr. ConneRr. I would not want the Senator to think that becquse I
was not retained by him, that my .opinion wasn’t given the ‘same
thought it would have been had he paid for it. o

Senator Gore. Don’t denigrate yourself, _
Wﬁinator Bennerr. Excuse me for the interruption. Proceed, Mr.

itken. "

Mr. Wuken. First, as a means of identification, General Time is a
long established ipubhcly owned clock and watch company. In addi-
tion to its familiar name such as Westclox, Baby Ben, Big 13en, and
Seth Thomas, General Time produces a variety of industrial and mili-
tary time devices. The latter presently involve commitments which
exceed some $56 million. General Time’s domestic facilities are located
i; ﬂl:e States of Alabama, Connecticut, Georgia, Illinois, and New

ork. , :
Although General Time once produced jeweled lever and pin lever
wristwatches in the United States, its sole production today consists

1
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of jeweled lever Wristwatch movements assembled by its subsidiary in
the U.S. VirginIslands; namely, Antilles Industries. - -
- Now why was it that General Time discontinued domestic wrist-
watch production in 1963 in La Salle, Ill, in favor of the Virgin
Islands production? ‘We are very willing to admit that this action
was responsive to general headnote 3(a), the various inducements
that were offered. - B ‘ : .

We fully recognize that Congress had established this provision for
a very definite purpose, and we.thought it was perfectly legitimate to
become n partner in’this economic bootstrap operation.

We recognized at the same time that there were problems inherent.
in going down to the Virgin Islands, problems of transportation, of
training ‘of people, things that you would not normally encounter in
going to an up-to-date, a more progressive, a more economically ad-
vanced area. But we felt that this was'a good and a sound business
judgment, for several other reasons; namely, there is an inadequato
tariff protection, against imported wristwatches, and this made our
domestic production economically unsound. | <

It also allowed General Time to upgrade watches that they had
been formerly making, and these were primarily pin-lever watches,
and to upgrade them imto 17-jewel watches of a much better quality.
'General ‘Time’s competitors had also established Virgin Islands
facilities, and’as alwiys, we must remain competitive. Furthermore,
General Time’s domestic watch facilities, this space, the people, and
the equipmeént could be used for the production of defense items, and
as I le‘eviousl’y mentioned, this is a very large and important part of
General Time’s overall business.

In due deferénce to some of the former people who have testified,

we don’t really need wristwatch production to augment or make pos-
sible the production of such things as fuses and other components that
mi%ht be required for the military. .
. Now for a moment to the effects of the proposed amendment, H.R.
8436. Very frankly, this would remove General Time from the wrist-
watch business. It would remove it because the quota that is set forth
in H.R. 8436,'if divided among the existing companies-in the Virgin
Islands, would not be sufficient to allow anyone to operate economically.
It mi%lllt be that certain companies, maybe one, maybe two who have
been there for some length of time, if they were able to couple tax
exemption with a fair-sized quota might be able to do this. Unfor-
tunately we don’t have the tax exemption privilege.

It would also deprive the economy of the Virgin Islands of a major

source of income. As previously mentioned, and I wish to restate it
again, it would definitely deprive the U.S. watch consumer of a major
source of low-priced quality watches. And just for the record, I
would also like to say that the proposed amendments will result in a
shift of the source of 17-jewel Yever watches from American-owned
industry ‘of the Virgin Islands to foreign watch industries and to
the subsidiaries of domestic watch companies in foreign countries.
- The Virgin Islands producers, such as General Time, which have no
foreign or domestic facilities for wristwatch production, would be
forced to retire from the watch industry, or to acquire wristwatch
production facilities in highly industrinlized foreign countries.
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I would like to state just once again that in our particular case we
wear only one hat in the wristwatch business, and it is worn down in
the Virgin Islands, and we would suffer very serious injury if HL.R.
8436 were allowed to passin its present form, -~ .

Mr. Chairman, I said at the outset I would try to keep my remarks
as brief as pbssib{e‘, but there is{somethm%(whwh' I think might be help-
ful, and if you will indulge me, I would like to read what is our position
in reference to H.R. 8436. B . :

. Sengtor BEnNETT. Pleasedo., ., . P

Mr. Wiken. Point No. 1.  H.R. 8436 should not be enacted, pend-
ing final determination by the President as to whether the trade a{!,nee-
ment and duty reductions on watch parts.and movements would be
reinstated. If these lower duties again becomie effective, the Viigin
Islands and the other U.S. insular possessions wotild be hard pressed
to compete with watches produced in foreign countries. In thisevent,
quota limitations would become largely academic. ..., .. .= |

Point No. 2. If it is the belief of this committee that the policy re-
flected by headnote 3(a) is no lon{ger, sound. the,policy itself should
be reconsidered only after careful and deliberate gnvest;gqt;gx; and
hearings, and by the enactment of whatever legislation would be con-
sidered then to be appropriate. Headnote 3(a) affects many com-
modities, and it is neither sound nor equitable to enact legislation di-
rected only against the watch industry, leaving the basic policy of head-
note 3(a) unchanged. , S

Point No. 3. Awaiting the outcome of the determinations contem-
plated by paragraphs 1 and 2 above would not endanger the domestic
watch industry, because the domestic producers have not estahlished
thet they are being seriously injured as a, result of production in the
Virgin Islands. Any restrictions on the production in the Virgin Is-
lands would benefit primarily the importers of foreign watches rather
than the U.S. producers. N .

The fourth and final point. If, nevertheless, it is the decision of
this committee that prompt action respecting watches and watch
movements must be taken, we recommend the imposition of:quotas
that, in effect, would fix the volume of duty-free importations from
the U.S. Virgin Islands at substantially the present level, and would
recognize the claims of Guam to an equitable share. This could be
accomplished by imposing an overall quota for all U.S. insular pos-
sessions equal to one-seventh of the total of the apparent U.S. watch
consumption as annually determined by the U.S. Tariff Commission.

Such overall quotas would be prorated at 80 percent to the Virgin
Islands and 20 percent to Guam. This, in effect, with respect to the
Virgin Islands would adopt the quotas which were imposed by the
Virgin Islands ﬁovemr’nent after due investigations and hearings.
Mr, Chairman, that concludes my statement, and I thank you.

Senator BENNETT. Do you have any questions? o

Thank you very much, Mr. Wiiken. We are glad to have your
recommendations. This is a complicated problem, and I am afraid
the hga:iings today have served to complicate it further, at least in
my mind, : .

Mr. Harny. Mr. Chairman, I believe that there was a request made
to submit figures on employees. :
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Senator BEnnprr. Oh,; yes; that is right.

Mr. Harry. And if I may at thistime. '

‘Senator BENNETT. Please. ., . . uo SR

Mr. HaLLy. We have a total-of approximately,in round figures,
7,000 employees, ‘6f>which' 6,000 are in the _various locitions of the
United States. None of thé foreign operations which employ: these
1,000 employees are engaged in the watch business or have the facili-
tles: to produce watches.. Of -the total 7,000, approximately 75 are
employed in the Virgin Islands, and that is ouronly source of watches.

enator BENNETT, Yés, T {as going to say from your earlier testi-

mony -you make . no wristwvatches anywhere except: in- the Virgin
ISlandS. PR e . ‘ Vo fl R

Mr. Wuken. Thatiscorrect. - - -
~Senator BennErT. Thank you very much, o e
" (The prepared statement submitted for Mr. Wickstrum follows:)

A AN [ N C voob . ) ) .
_ STATEMENT OF THE GENERAL TIME COrRP. - ' - 7» .=

My npme is B. K., Wickstruih,., 'I':‘ilii,il:thpi,!’x“ésldébt ‘and chief executive officer
of General Time Corporation. ; As such I have executive responsibility to some
15,000 shareholders for.all of the operations qf the corporation, including General

Time's watch production subsidiary. in the United States Virgin Islands—
Antilles Industries, Inc. R T T AT :
I appear in opposition to the quotgs described. in the Committee's press release
of June 8, 1966, beczuse such & quota upon the duty-free importation of wrist
watches from the insular possessions, would deprive my company of its only
remaining wrist watch produgction facility—a facllity established in reliance upon
Governmental policies which the proposed quota would negate. el

In the opinion of my company, this result is not required by, and i8 demon-
strably contrary to, the public interest. 'Those members of the domestic watch
industry which have requested this stringent action would not be its primary
beneficiaries. To the contrary, only the importers of forelgn watch movements
would stand to recelve substantial benefit from this action—at the cost of
destroying the investment of domestic companies in the insular possessions.
Moreover, the proposed action would be contrary to the interests of the consumer

as it would deprive him of 2 major source of low cost jeweled leyel watches.

THE GENEBAL TIME CORP.

The General Time Corporation is one of the few publicly owned corporations
In the horologiéal industry. Its general offices are located at 8556 Lexington
Avenue, New York, New York and at High Ridge Park, Stamford, Connecticut.
Its domestic productfon or research facilities are located at Torrington, Thomas-
ton and Stamford, Connecticut; Athens, Georgla; Gadsden, Alabama ; LaSalle,
Elgin, Rolling Meadows and Skokle, Illinois. General Time 1is, in the fullest
sense, an established, domestic manufacturer and marketer of timepieces. Our
S8eth Thomas Division originated in 1813 and has an established history of
production of fine clocks and pocket watches. Our Westclox Division has been
in business since 1885 and is currently marketing, In addition to its “Big Ben”
and “Baby Ben" clocks, a line of high quality, low priced 17 jewel-lever watches
produced by our assembly subsidiary in the United States Virgin Islands—
Antilles Industries. The products of the Westclox Division currently are being
retailed in over 200,000 outlets in the United States and Canada. :

General Time’s domestic, commerecial manufacturing operations today consist
primarily of the production of clocks. of all types, pocket watches, Industrial
timing devices, controls, and time recording equipment.

In addition to its domestic commerclal manufacturing operations, General
Time's Westclox, Acronetics, Central Research and Industrial Controls Divisions
constribute substantially to the natlonal defense requirements for a variety of
military timing devices. '

>

65-536—66——9
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GENERAL TIME’S WATCH PRODUCTION AND MARKETING. OPERATIONS

Since 1964, General Time’s marketing requirements for wrist watch movenients
have been met exclusively by its jeweled-levar watth assembly operatlons in the
Virgin. ‘(slhnda.>'; Unlike the other major domestic:watch compantes, we have no
Qoxpe@&c,q: foreign facilities, producing or capable of producing any part of our
wrist_ watch marketing requirements, other than our watch assembly operations
in the Virgin Islands. ' . ’ o . I
. Historically; General Time's participation in the ddtivestic wrist wateh market
has been confined to lower and moderately priced watches. ~In 1963, when Gen.
eral Time decided to ej‘stqbllsh a Virgin:Islandsg operation,:oyr wrist wateh mar-
keting ‘requirements were met by domestic productlop of both pin-lever and 7
jéwelléver Witches, supplemented’ by imported 7 jewel-levér watches.
+In' 1963, .Heneral Time: declded to diséontinué both domestic production and
fmportation of wrist watches and wrist watch movements and to meet its estab-
lished market requirements through a watch:assembly ope‘g:‘tlpn in the United
States Virgin Islands. Many factors motivated this:d op,. in¢lnding : (1)
Inadequate tariff protectian agaitist' 1mp¢:{ts of torelgnh low-priced watches had
already réached:the stage where contihued dohestic’ pfoductiofi ‘of sich ‘watches
economically was not feasible; (2) The Congress of the United States, in enact-
ing General Headnote 8(a), TBUS, and'the Govérnmerit of the Virgin Islands, in
enacting industrial incentive legislation, had extended a clear invitation to accept
what 'appeared 'to be the ldst chance for & gomestlc grodu’.cer of 'loyw-priced
watches £o'meet the competition of forelgn watch industries ; (3)‘que‘stlc‘\‘vt§tch
éompanies such as' Hamilton, Ejgin,find United States Timé had accepted the
above 1nvitation and had established operationg in the Virgin Islands which were
producing low-price, high-quality 17 jewel-lever watch movements which com-
peted directly with Genéral Time's 7-fével-lever and’ pin-lever watches; (4)
The establishment of a Virgin Yslandg wWatch assembly operation afforded General
Time an oppoftutilty to up-grade its Watch production by réplacing, {ts pin-lever

and 7 jewél-lever watches with COmﬂa’i‘ably priced 17 jewel watches; and (5)
The domestic watch production facilities of Genéral Time could be utilized in

meeting At_he~grgwmg})iddqc‘t_;'re.qulréijjlé'ﬂts of the Natlonal Defense,

"« ‘GENERAL TIME'S ‘WATCH PRODUCYION FACILITIES IN THE VIRGIN I1SLANDS
RV R RN T T S EL A A o : .
- In October 'of 1963, General Time acqulréd: a ‘controliing interest in- Antilles
Industries, ;Orange. Grove;  Christiansted, St. Orofx. ' Beginning in-early 1064,
General Time began training local personiel to function as skilled workers in
the agsembly.of watch movements. - During the: year 1964, " Anitilles Industries
produced approximately 100,000 watch movements for export to its Westclox
Division as well as to non-related customers. S

By October of 1965, Antilles Industries was producing approximately 50,000
watch movements per month and was Approaching the leyel of praductlon which
had béen predetermined ‘by General' Timé to be adequate to nieet-its marketing
réquirements.. ‘At this time, Antilles’ Industries’ was employing approximately
70 workérs at an-avertige hourly Wwage of $1.30 and embodled an investment by.
(‘}éh"él‘gllTlig’n'éj.vhlch exceeded $600,000.00." * . Nl L L S

1 THE ESTABLISHMENT OF VIRQYN' ISLANDS' WATCH .PRODUCTION CONTROLS

. Pursuant to the Inducement of General Headnote 8(a), Title I, TSUS, and the
industrinl-incentive legislation enacted by the Goverrinient of the Virgin JIslands,
by.. October 1065 virtnally every domestlc matiufactirer of watches: had estab
lished svatch assembly. facilities in the Virgin Islands and some were ‘expressing
an {nterest in the establishient of siniilar opérations in‘Guam, - T :

The domestic jeweled lever ‘watch ‘manufacturers (each of which had also
established a watch assembly fdcility tnithe Virgin Islands and was aiso import-
ing-directly from foreign countries) and importers of foreign-made Jeweled lever
watches, began to express.concern over the compétition posed by ‘the Jeweled
lever watches produced inthe Virgin Islands, o =7 et 0 T 0

.In.response to efforts undeftakein by these intérests the Governmént of the
Virgin Islands, imposed:a:guota, the,effect of which ‘was to “freéze” the qliantity
of jeweled watches shipped to the &rritorial United States at d ‘level approxi--
mately equivalent to the then percenfgge(1/9) of United States watch consump-
tion occupied by Virgin Islands producded watches.!

1 8ection 312, Chapter 9, Title 53, Virgin Islands Code. N rannn T

t
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Numerically, this quota permitted shipment to the United States of ‘1,800,000
watches-from’ October, 1885, to March 31, 1960, and imposed a $2.80 tax upon all
watches shipped to the United States In excess of the quota, ‘Under the intended
operation’ of - the’ quota legislation approxlmately 3,800,000 watches would have
been shipped to the'United States froni Aprn 1,'1968, to March 31, 1967 wltlmut
payment of the $2.50 tax. °

Generdl Fime's subsidiary, Antilles Industrles, was accordéd an inltlal quota of
192,618 ‘movements which it was entitled to shlg without ‘payment of ‘the $2.50
tax, to the Udited States from October 1, 1063, through March 81, 1068. Antilles
Jndustrles' ‘quota for the next and most recent quota perlod (Aprll 1, 1966~
through March 81, 1067) was set at 878,235 units
- Inview of thts self-limposed llmitatlon on:watch préduction, HR 84306, ns
passed’ by ‘ the :House, excluded the Virgin: Islands frém ‘the bill's: propoml to
eliminate all duty-free importation of watclies. from the frisulap posséssions. ‘

Recently, however, as a result of litigation brought by the Virgin Islands sub-
sidlary of United States Time Corporation, the Virgin Islands watch quota pro-
gram has been declared invalld. ' Virgo Corporation v. Ralah M. Paiciconski,
Governor of the Virgin Islands, et al., Civil No. 165-1965(e)..

Presumably proinpted by this declsfon, the Senate Finance Commlttee hné re-
ported its considération of an amendment to H.R. 8436 which would restrict duty-
free importation of watches from all of the insular possessions to a. maximum of
1,500,000 units per year—only 1 003,000 of which may emauate from the Virgin

Islands. o
, 'rm: EFFms OF 'mt PROPOSED AMENDMENT TO u d s4sq

(1) The eﬁect 1would be to destroy the Virgin Islands watch mduslry ——Absent'«
the right to duty-free importatioh of a quantity of watches sufficlent economically
to justify the cost of an assembly operation in-the Virgin Islands, as compared to
direct importation from foreign countries, domestic watch companies have no
economic incentive to continue watch productlon in the Virgin Iklapds. Dis-
tribution of an annual quota of 1,005,000 units-among. the existing'Virgin. Islandsi
watch companies eannot posslbly permit any company to maintain' an efficlent|
econdmical watch production operation in the Virgin Islands. - -

(2) The eﬂect would be to remove deneral Time from the: wrlst waich t‘n-
dustry.—With/ respect to the General Time Corporation, any reduction in the
amount of watches which it may ship to the United States, duty-free. ursuant to’
its most recent allocation under the Virgin Islands quota program (378,255 units)
would force Generdl Time to close its Virgin Islands facliities. - Havlng no other
domestic or foreign facilities for the produetion of wrist watch niovements, Gen-'
eral Time would be removed from the production of such' novéments and would:
be forcéd to elther discontinue’its watch lhie or follow thepath establislted by the:
other major domestic watch: companies and establish a wrist 'watch' movement”
subsidiary in one of the highly industrialized ndtions, General Time cannot’
establish wrist watch production in its domestic facllitles because ‘watches so-
produced could not nieet the competition of. imported’ foreign watches and Be-
cause General Time’s former domestic wateh production facilitiés are totally coni='
mitted to the production of defense needs such as fuzes, arming devicey and othert
timing units for military purposes. ' The present commitment of General ‘Time!
to deferise production exceeds £506,000,000. Moreover, it is not as feagible for-
General Time to-import watch movements from forelgn watch industries as to
establish its own foreign watch movement manufacturing subsidiary. siteveqg

(8) The effect wcould be to deprive the cconomy of the Virgih I slands of a majm'
source of incomie—Elimination of its watch industry will deprive the Virgin®
Islands of one of its major industries and its only preci%lon industry. The jireclse’!
monetary effect may more knowledgeably bi nresented by other witnesses. How-:
ever, General Time can state with certainty that the mrmetarv effect wil be sub-
stantial and will be paralleled by an equallv substantial effect upon the more’
than 800 Virgin Islands workers who have invested their time in de\'olnping the
skills requisite to staffing a watch assembly operation. .

4) The effect would be to deprive the United States watch consunier of -
major source of low-priced jeweled watches—The Virgin Islands and’ Gitam con-
stitute the only sources of 17 jewel-lever watches other than the watch liidustries
of foreign countries. -Such watches supply the domestic demand for low price,
quality jewel-lever watches. If the Virgin Islands watch industry is’ terminated, )
United Statey watch distributors will'be forced to ‘purchase their low-prlbed jew~ :

eleﬁ} wasch rgqnlremgptg from forgign cohntl:ieq The three dome«tlc wateh conit!
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paujvs which have:domestic facilities capable of paxtially producing jewelcd lever
watches confiue their production to.21 jewel-lever: watches and. other more 2x-
pensive. watches /such. aa . the: eleciric. watches.::: Thex 15 no domestlo company
which! continues to have the capacity:of prodacing & Jeweled, wateh exciusivel):
from: domestically; manufactored, paris;and, the grenter perceptage of (omestio
parts and labor a watch contains, the higher price the consumer must, pay for the
finishod . produet. . Moreover, even the.present domestic jsweled-layer movement
production capacity, appears to be giving way. to forelgu productios) by the domes-
tle;wateh compantes.. Hamilton Wateh Company. bas transferved s; ina’ or :
of 1ts electric watch:production to its Japanese facilities and hag acoudred.
the stock in Buren Watch Company; .S.A. Buren, Switserland; s, subgan
- equity. intarest in the Bigin Watch Company has recently heen aequired by Swies
interests; qnd, United :States. Tima in producing. a: sajor portion of tha qompoy
nents of #t8Timex’ watches in ite fornign subsidiaries, ;i 0 v 5 [T smtriariln
cere cfemsb e iaGTE galp ord pdg erd foR 1 e P s e edverf T b i
18 THEBE, A: NEED FOR A QUOTA UPON.DUTY-YREE IMPORTATION OF \WATOHES TROM THE
Sevmn et M LA W IRBULAR POSBESBIONSY L il fenlal 1, vt 2ttt
R . R RISt A NI R R T 2 T AN P R VB O Y T PRI
Thils;question obyiously; 16 brisfe t¢’ (g probieiss ae Band, . Getidra)  igie
s R e o ot o et W s
e e Ry R g
gu b P33 ; ’ q > b R0 PR TS ARSI L1y
tlle_“v '?his" of ' ool hon th%t, ‘thle cﬂ‘f‘ﬁnﬁ;%@gﬂ

éﬁfr&ﬁqur
s Tyl e 1o b ¢ il s e el
o n Islands watch production is serlously. injy helr domestic operations.
We question whether & ?eductlog i}l the Yéve‘ﬁmmwnfts fr'di’:} tlgeeﬁty’lr n Islands
into. the United,States. wonld afd.the domesatic. operations of thege-.companies.
It:ia our bellef. that any such curtailinent wauld benefit; only the faoreign watch,
production. facilities. oft the .domestic producers,foreign watch.industries, and:
the importers ofithelr production, ... i viiee o wwin o ™ winitefiegand .ol
Yirtually, all watch'movements: produced in the. Virglu Islands-axe.of conven-
tional .17 Jowel-Javer -conrtruction. - Such watches; are not -being, produced . in;
the United;States,::. The domestic jewel-lever watch manufacturers are partiglly,
producing only 21 jewel aud electric. movements in.the:United ;§tates.; They.
obtain their.requirements for,17 jewel-lever watches from.their subsidiaries in
the Virgin: Islagnds. and. from their foreign subsidiaries, : If the Virgin Islands.
watch. ;1ndu‘stry; js,_terminated; -those domestic. companjes.:which. have .foreign.
wateh .subsidiaries. (all .of major;watch companies.except  General:Time). will;
simply turn:to.those sources for theirlow price, 17 Jewel-lever, watch movement,
requirements. or. will:.import - the, products: of: other .foreign :watch production.
establishments. .-All other.companies which now .rely. upon the!Virgin Islands:
for ;such .watchea. will ;. have. to. fmport their requirements either .from'foreign
production facilities which they will emtgblish or from non-related foreign sources,
This. prediction: is confirmed by the following recent statement of.the United.
StatesTaﬂﬂcomml&lon!~i“ Y T S T TS i-ai'ii:" s Y e e TR T U
“It any Governmentsl action (e.g.;a reduction of United States rates of duty
on watch -movements, or restriction of. the United States duty-free entry. of ship-,
ments {rou the Islands, should lead: to a reduction.or termination of.these:ship-:
ments, the United States concerns presently importing Virgin lslands moyements.
woyld: probably turn Increasiugly. to low-priced jewel-lever watch. movements.
inspog;]d from other sources [underzcoring added). [T.C. 150, March 1965, -
page ai T SETEER - L 7 R R ST N S ST S AL
.This prediction gains further support froi: the increased reliance of thq do-
mestie; watch companies upon foreign sources sipce production controls were
placed upon Virgin Islands watch productlpn—for example Hamilton's acqulsi-,
tion of a Swisa watch production subsidiary. - B T N Y
We' presume 1;:at those domestic compaunies which advocated the, stringent .
quotas outlined in the press release of the Committee dated June 8, 1986, pre-
miged. their. request on alleged injury to the domestic wateh industry. In the
hearings before the Virgin Islands Watch Committee, Hamilton, Elgin, Bulova
and United States Time each contended that Virgin Islands progduction was in-
juring seriously their domestic operations. This clalin was challenged in those
hegrings and it is challenged here. . The claim is not stipported by the evidence,
_Although Government or other impartjal statistics concerning recent domestic .
jeweled-lever watch production are not gvailable, General Time,is of the opinion.
B e e aeert oata s coscLithed Thels Fho
1s ‘decling s | beforg the domestic manufacturers establighed thelr facil...
ftles in the Virgin Islanda and their production in the Virgin Islands Las not

BEST AVAILABLE COPY
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watch movements produced in the Virgin Ialands. .

General Time is unable to acquire any reliable statlsties concernin qxe sharq
of watches imported from foraign.conntries which.ig at;rllmtaple w g tour do-
mestic wateh manufacturers and their gubs;diprxe:fm Lt o

If the. domestie. producers, have; any.. valid OA ,tg' ;njur;i roaco,m
with . foreign ;watch iproduction, destryction al
w&t&h industries is neithet an adeqnste. necessary or,equltable so)utlon
p eNY. . s et g e

In 1065, watches entes!ng the. Unl A States. tﬁm the ViF n)%p(iq.;(tﬁe
only. significant source of . watches, enter ng-upder. dnote 8(a)) o watches
imported directly from foreign., couptrles r%resente %. qq ap;

States watch consumption. , But, out. %, 50% ot apparent te ta tes
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h'rc 169 Mateh 1966 page 6
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. By these statistics albng, ¢limination of the Virgin Islands watch industry
could at'most eiminate 3 of the domestic manufacturers’ import competition
and that cdnapetiﬂon svould be ‘confined to 17 jewél-lever watches which are not
being domestically produced. It does not accord with sound marketing opinion
to ‘expect that if the Amerlcan consumer is deprived of the approximately 4
million, tinder $30.00, jewel-lever watches now being produced in the Virgin
Islands, he will turn significantly to high priced domestically produced jeweled.
lever watches when foreign watch manufacturers are eager to snp‘;))ly him - with
low pricéd. jeweled-lever watches. This expectation is supported by the Tarift
Comm{ssion’s 1965 Report to the President (T.C. 150, March 1965, page 87, quoted
atpage 11, suprd), . L

Termination of ‘the Virgin Islands watch industry is not merely a matter of
destroying the investment of some domestic companies in order to give economic
aid to other domestic companies. As previously stated, the “other domestic com-
panies” which would seek aid in this manner are among the largest watch pro-
ducers in the-Virgin Islands and also import substantial quantities of watches
from their subsidiaries in foreign countries. Thus, when the Committee is
presented with statistics which compare direct imports from foreign countries,
imports from the Virgin Islands, and domestic watch production and is told that
domestic watch production is being seriously injured by each class of imports,
the Committee is invited to inquire as to the percentage of such imports which
is attributable to the very companies which claim serious injury is being visited
upon them by imports. :

General Time Is unable to understand the motivation of those companies which
sek to destroy the Virgin Islands watch industry-—when they are among its -
largest members—except as an efort to eliminate from the jeweled-lever t¥rist
watch industry the competition of companies, like General Time, which have no
other watch production facilities than those in the Virgin Islapds.

Apart from the validity of the claim that a stringent restriction should be
placed upon Virgin Islands watch production to protect the domestic watch
manufacturers, consideration should be given to whether & quota program is
the most reasonable approach and whether, in view of pending considerations
involving the watch tariff, any restriction is lkely to be necessary.

A quota program is, to say the least, contrary to our established adherence to
marketing based upon the concepts of supply and demand. A quota program re-
quires an elaborate system of administration in order equitably to allocate the
overall quota among the producing companies. Moreover, the question should
be asked, whether the Committee 1s singling out the watch industry of the
insular possessions as the sole industry benefiting from Headnote 8(a) which
must bear the consequences of a change in the attitude of Congress regarding
this legislation. If the Committee’s concern, as reflected in the proposed amengd-
ments to H.R, 8486, 1s more directed to dissatisfaction with the conceptof a “tax
loophole”, than to the alleged serious injury to some members of the domestic
watch industry, would it not be more in the public interest to re-evaluate the
Congressional policies which led to the ehactment of Headnote 3(a) than to
terminate only one 6f the many industries of the insular possessions which have
been established in good faith reliance upon Headnote3(a) ?

The question of continued watch production in the insular possessions may be
determined by the outcome of a pending decision of the President regarding the
watch tariff. ’ _

In the hearings before the Committee established by the Virgin Islands Govern-
ment to study the need for a watch quota, General Timé urged the Committee
not to impose a quota on’the production of watch movements in the Virgin
Islands or the shipment of them to the United States until after the President
détermines whether the present “escape clause” rate of duty on watch move-
ments will be permitted to remain effective. This question is now pending before
the President and the President may act ‘at any time. Under law the trade
agreement reductions would automatically become effective on October 11, 1967
unless the President affirmatively takes action to prevent this result.

" If these duty reductions again become effective, the Virgin Islands producers
will be in a very much less favorable position to compete with imports than is .
now the case, In its 1063 report to the President the Tariff Commission in dis-
cussing these duty cuts stated: - ' '

“In summary, full restoration of the trade-agreement rates of duty on im-

ports of watch movements would probably have the following effects: (1) The
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landed, duty-paid cost for most' watch movements' imported from foreign coun-

' WOl etome: significantly lower; (2) a large share of the duty reduc-
tions ‘on théHulk’ of the'imported- movements, particularly those .that:meet
intense price competition, would be passed on to retail outlets and consumers
in the form of lower watch prices; (8) the assembly of watch movements in
the Virgin Isfands would be less attractive; (4) imports from Europe and
Japan would increase; (5) the share of the U.S. market supplied by watches
incorporating imported movements would rise; and (8) the concerns ocurrently
produoing watoh movemenis in the United States would, in the aggregate, ac-
‘count for most of the increase in imports.”’  [T.C. 150, March 1065, page 4]
{italic added] : !

We urge upon this Committee these same considerations,

RECOMMEXNDATIONS OF GENERAL TIME CORP. '

1. General Time recommends that the Committee withdraw the amendments
to H.R. 8436 described in the press release of June 8, 1968 because the members
of domestic watch industry which seek this action can demonstrate no valid
injury from watch production in the insular possessions which justifies: (a)
destruction of the watch industries of the insular possessions; (b) destruction
of the investments of domestic watch companies in the insular possessions; (¢)
depriving the American consumer of this major source of low-cost, high-quality
jeweled-lever watches; and (d) the resulting injury to the economy of. the af-
fected insular possessions. T .

2. General Time recommends that, if the Committee’s amendments to H.R,
8436 reflect a re-evaluation of the philosophy underlying Headnote 3(a), the
Committee investigate the continuing vallidity of that philosophy, as it applies
to all industries, and that it not single out the watch industry of the insular
possessions to bear the economic loss in a change of Congressional policy.

3. General Time recommends that the Committee avold any hasty determina-
tion of the issues involved in this matter pending the outcome of the President's
current investigation of the watch duty strueture. -

In particular, General Time belleves that the facts do not warrant this
Committee imposing quota restrictions which are more restrictive than those
which- bave ‘been imposed by the Government of the Virgin Islands. In the
hearings: before .the Virgin Islands Watch Committee no domestic producer
volced serious objection to a quota level approximating that which subsequent-
ly was established by the Virgin Islands Government; none seriously advanced
the proposal before that Committee that the quota levels which have since been
-adopted by the Virgin Islands Government would inflict serious injury on the
domestic. producers. Accordingly, we urge that any quotas imposed by this
Committee adopt the quota pattern which has been promulgated by the Virgin
Islands Government. This would impose & minimum injury upon the Virgin
Islands watch producers and would require. the least amount of change in
their martketing plans. At the same time it would give to the domestic producers
a‘level of 'protection .which we bglieve has been acquiesced {n, in prineiple,
and would eliminate any concern of the domestic producers over the possibility
of greatly increased watch production following the determination of thvalldity
of the Virgin Islands watch quota program, ‘

Moreover, we .believe that any quota to be established should be limited to
watch movements of the type that the domestic manufacturers are producing
in the United States and, to that end, should be restricted to jeweled-lever
watch movements which contain in excess of 17 functional jewels, or which are
electrically powered. ‘

In any event, the effective date of any quota which requires a reduction of
the current level of duty-free importation from the Virgin Islands must not
become effective without a minimum of six months’ advance notice.

The members of the Virgin Islands watch industry must commit themselves
for parts and supplies at least six months in advance of anticipated use. 'Thus,
large quantities of watch parts are now in stock or on order and, unless they
may be utilized, severe economic injury will be visited upon the Virgin Yslands
watch companies. In addition, the Virgin Islands watch companies require at
lease six months advance notice of the quantity limitations of any quota to be
imposed in order that they may intelligently order their future watch parts
regquirements, . . .. : : ) - )

Likewise the domestic marketer, such as General Time, must have a mlnl-
mum of six months’ lead time to arrange for its source of supply. General
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Time has based its marketing plans and commitments upon the expectation:that
it will obtain its needed production from the Virgin Islands. If this supply is to
be cut off, General Time at least should be givén reasonable time to.seek alter-
native sourcesabroad;- .. .. .- .. 7. D et :

To terminate abruptly the.operations of General Time .and the other com-
panies ‘which entered the Virgin Islands in good faith reliance upon the estab-
lished policy of Headnote 8(a), without advance notice adequate to allow
sufficlent time to.adjust marketing plans and effect maximum salvaging of their
investment, would bé most inequitable. . T : : ..

“For the additional information of the Committee,. I am attaching a letter
from Mr. Chaim Diamond dated June 28, 1866, in which Mr. Diamond presents
to me the benefits of his insight into -the.watch industry of the Virgin Islands,
Mr, Diamond was instrumental in initiating the Virgin Islands watch industry
and has a substantial interest in our Virgin Islands subsidiary, Antilles Indus.
t}'ies, Inc, He is also a substantial stockholder in the Hamilton Watch Company.

C . . NEw York, N.Y,, June 28, 1966.
Mr. B. K. WIORSTRUM, ) , :
President, General Time Corp.,

Netw York Oity, . C : : _

DEeAR BaRT: I would like to give you my comments relative to the pending
U.S. Senate Committee Hearing which is about to be held to consider proposed
limitations on:the number of watches which may be shipped annually to the
USA from the Virgin Islands free of duty. - ;

We have been informed that the Senate Finance Committee had made a
recommendation (since then recalled for reconsideration) for a very drastic
limitatlon that would have cut to ‘less than one-third the quota previously
approved by the Virgin Islands legislature on the basis of conclusions reached,
by a committee appointed by the Governor of the Virginia Islands, after exten-
sive hearings in which the entire watch industry and representatives of the
U.8, Department of Interior participated and gave testimony. The views of
the Senate Finance Committee have apparently been influenced by representa-
tives of an organization which calls itself the American Watch Manufacturers
Association. The Senate Finance Committee should be:made aware of the fact
that, in testimony given before the committee appointed to advise the Governor
of the Virgin Islands, the counsel to Hamilton Watch Company stated with
respect to the so-called American’ Watch ‘Manufacturers: (Hearing Board min-
utes, p, 313, July 9, 1963) : “At present I would say that its membership is re-
stricted to Hamilton and Bigin.” - So far as I bave been able to .ascertain, the
membership of that Assoclation is still 80 ‘‘restricted.” The use of the all-em-
bracing nape “Ameérican” for:an organization restricted to two companies is
made even more ironic by the fact that the financial control of Elgin is about

asginto Swisshands, -~ - - Do - :

té 1 ‘ L . I N
" You knoWw that my personal interest extends beyond iny financial interest as a
stockholder of General Time, Corporation’s Virgin Islands subsidiary, Antllles
Industries, Inc. The scope of my interest wau set forth in a letter dated May 12,
1965, which I wrote to Governor Palewonsky and:in which I made certain pro-
Posals with respect to the Virgin Islands Government’s plans for a quota on
watch éxports to the Uniteéd States. In that letter I'said: e
"’“You may recall the pioneer role that'I played in creating the Virgin Islands
watch industry.'’'I was the organizer and Chairman of the Board of Standard
Time Corporation, the first watch company in the Virgin Islands, until it was sold
to Hamilton Watch'Company. Thereéafter X served as a member of the Board of
Directors of Standard Time Corporation and as a consultant to Hamilton Watch
Company, until' T jointed withi ‘General Time Corporation in creating Antilles
,Ig(?]q‘s&ies Inc.,’in which I havé an interest. - As a result of the sale of Standard
me Corp\_n‘gtmn 1 became, and I still am, the largest individual stockholder of
Hamilton, Wt‘gcb, Company.” , ' :
" As. 4 matter of fact,'iny finanelal invéstment in Hamilton Watch Company is
more¢ than tenfold iy financial investmernt in Antilles Industries, Ine."
_ It is thévetore dpparét that I have a very substantial intérest in the financial
suceess of Hamiltoh Watch' Company. If I am critical of the position taken by
- the management of that company, it is because I sincerely believe that the man-
agement may be nisguided. . o :
“Before the watch industry was establishiéd in the Virgin Islands the economy of
the Islands was based (like that of neighboring Cuba) almost exclusively on the
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production of sugar—a one-sided economy which was financially precarious and
which could prove politically explosive., The establishment of the watch industry
in the Virgin Islands improved the economic conditions substantially, Wages
formerly as low as 50 cents per hour were increased to United States standards.
The Islanders, who were United States citizens, were given an opportunity to
share in the growing United States prosperity. . The employees are working in .
beautifully equipped air-conditioned factories, protected by modern health and
sanitary standards. The development of the watch industry in the Virgin Islands
has also brought secondary benefits, so that the travel business, hotels, entertain-
ment and indirectly even tourist trade have increased.

My interest in the Virgin Islands economy is not only financial. I have pride
in my ploneer role in the great improvement of the Virgin Islands economy and
I cannot be silent in the face of proposals that would destroy what I helped
to bulld. Any action which would effectively destroy the watch industry in the
virgin Islands would adversely affect not only the watch manufacturing com-
panies, which have made substantial Investments in the Virgin Islands in reli-
ance upon the announced policy of the United States Government, but also the
entire economy of the Virgin Islands, The political effect of such an economic
disturbance could be disastrous. . :

That the limitations proposed by the Senate Finance Committee would effec-
tively destroy the watch industry in the Virgin Islands and would adversely
affect the economy of the Virgin Islands without comparable benefit to the watch
industry in the USA has been set forth by you in your draft of the statement
of General Time Corporation to be made in opposition to HR 8436. I shall
therefore limit myself to a few additional points which I think should be
stressed. . .

A 1924 Treaty with Denmark established the Virgin Islands as a “free” port
of enfry for foreign goods. Section 301 of the Tariff Act of 1930 permits Virgin
Islands goods to enter the US free of duty if they “do not contain foreign material
in excess of 20% of their appraised value (when they reach a US port of entry).”

The treaty was intended both to give us a military base for the protection of
the Panama Canal and to develop ‘the Islands economically by stimulating
tourlsm and trade., Since the Tariff Act upon its enactment in 1930 provided
that 80 per cent, not 50 per cent, of the appraised value must be native or of
US origin to qualify it as a Virgin Islands product eligible for duty free entry
to the US, both objectives of the original agreement seemed satisfled. During
World War II the Islands became an Important outer defense base for Panama.
Navy money poured in and greatly assisted the economic progress of the Islands.
The end of the war, however, led to abandonment of the Islands by the Defense
Department, which cut deeply into that territory’s economy. The subsequent
development of longer range defense weapons eliminated dependence on close-in
island dQefense ‘bases. This in turn required a permanent reappraisal of the
means to make the ‘slands economically independent.. ‘! ! L

-In the early '60’s a major effort was made to publicize the :Islands’ tourism
attraction—their tropical climate, The Tariff Act was changed in 1954 to require
that only 50 per cent—not 80—of the landed value of a product must be added
there to qualify for duty-free entry to the US as a.- Virgin Islands product.
This was intended as a further enticement to mainland industry to establish
plants on the islands. - R ' .

Now is the time to focus perspective. Few can object to the economic devel-
opment of the Virgin Islands. Few will mind relleving the US taxpayer from
the obligation of supporting that territory. Since the Islands continue to be a
U'S possession, none can argue that their products are not ours, even though
their wage minimums have just reached ours. : ’

One can only commend the Puerto Rican operation “Bootstrap” which, simflar
to the Virgin Islands program, woos mainland industry with tax abatements,
building grants, ete,, to help put their people to work. For those few subsidi-
aries of mainland plants, that are in fact assisting:in the development of the
islands by teaching lasting skills and utilizing native materials and labor in
legitimate manufacturing operations, there should be no criticism, -

Now a few companles are striving to hamper or to eliminate -the successful
efforts of the Congress and the Island government in the building and maintain-
ing of a sound local economy., Congress and the Island government must
judiclously weigh the economic and soclal effects on the community, to the gains
the petitioning companies will derive via the relief they requested. There is
ample evidence virtually everywhere in our own'country and throughout the
world that people are fighting and dying to attain the dignity of equality, both
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soclally and economically. This is not accomplished by slashing off gains that
have been made by many for the good of a very few.

In our considerations we should first look at who is requesting the diminutfon
of the watch production from the Islands. All are mainland manufacturing com.
panies, all are companies with substantial investments in manufacturing facilities
in Europe and/or Asia, and all have investments in Virgin Islands facilities,
They are not¢, as they have represented, the spokesmen for the entire domestic
watch industry. They are not companies wholly owned by domestic capital.

What do they want from the governments and why do they want it? They seek
to emasculate the Island production by establishing a quota system at about 33%
of the Islands’ existing production level. This unrealistic quota 18 sought to pro-
tect the continued manufacture of watches made in the Uniied States.

Members of the legislative arm of our government naturally are not fully aware
of the intimate details relating to the functioning and movement within an indus-
try. However, since they have been called upon to regulate part of the industry
they should be aware of the currents within the industry, and make their decision
predleated upon that knowledge. We who are fully cognizant of the day to day
operation of the industry find some interesting paradoxes in the companies seek-
ing the relief and the type of relief sought. Pandora’s box should be opened for
inspection and edification.

The tabulation provided as Exhibit 1 presents a seven year history of watch
movement manufacture in the United States. It reveals the following facts:

1. Pin lever production, the major production of U.S. Time, one of the advo-
cates for reduced production, has climbed about 27% during the period.

. Jeweled movement production declined by an insignificant amount because—

(a) Production facilities were diverted to producing electric and electronic
powered movements,

(b) As indicated by testimony in St. Thomas during July of 1965 Elgin’s
production had declined from the levels of prior years,

In 1064 the Island production was 2:4 million, Close to 90% of Island pro-
duction did not at all affect domestic production. Almost the complete impact of
Island production was on forelgn movements.

It is a known and recognized fact within the industry that conventional move-
ments of 17 or less jewels cannot be produced in this country and priced com-
petitively with movements made in Europe or Asia. The conclusion s substan.
tiated by the diversion of major manufacturers to Europe. Asia and the Virgin
Islands. It {3 further corroborated by the fact one of the advocates for V.I. cur-
tallment in 1968 further increased its foreign manufacturing facilities by acquir-
fng another Swiss company.

Based upon this fact two pertinent questions to be asked the adv ocateq for
production reduction are—

(1) What per cent of your 17 jewel requirements are now produeed bv von
domestically from parts made domestically?

(2) Would you expect to increase 17 jewel domestic production propor-
tionate to the decline in Virgin Islands production?

On all levels—retail, wholesale and manufacturing, watch .companies, as
indicated in their financlial statements, have enjoyed the hest -profits in their
history, As examples—

(1) Per share earnlngs of Bulova were 69¢ in 1961. They were $1.44 in
1065.

R (2) In 1062 U.S. Time earned $3.200,000 while 1963 earnings were
10,200,

(3) In 1961 Hamilton Watch Company had a loss of 8¢ per share and
gﬁ;es of $35,800,000. In 1965 earninga were 2,13 per share on sales of

(4) Exhlbit 2 presenting newspaper articles on the financial conditions
of some leading domestic companies.

From the statistics provided the conclusions are—

(1) Almost the total impact of:Island production has been and will con-
tinue to be against foreign movements.

(2) It can be reasonably agsumed domestic production will not increase
proportionate to any curtailment made to Island production. Instead,
foreign imports will be the primary beneficlary of the curtailment. In-
cluded, of course, are the applicants for curtailment who have very. large
forelgn watch operations.

(3) None of the domestic manufacturers suffered or will suffer economfe-
ally because of Island production.
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These conclusions apply to all but one of the major watch companies—General
Time Corporation. General Time was sitting back watching for the first two
years (60 and 61) the direction of the development In the Virgin Islands. The
company, as everybody else, was fully aware of the then paragraph 301, later
modified to 8(a) Headnote, and was following carefully the expansion started
originally by my group, which was later sold to Hamilton. Only after Hamil-
ton, U.S. Time, Elgin and Benrus entered the Virgin Isiand watch fleld did
General Time assume all eventual objectlons were removed since full scale
production was now developed. ‘ L

Recogunizing the industry was and is taking full advantage of the law and
incentive availability in the Island, a decision was made to join-this pilgrimage.
Great effort was undertaken in assigning capital, equipment am’ training of
people. General Time actually welcomed the opportunity in the Virgin Islands
after convincing themselves this was a permanent industry. The,company
abandoned all watch imports from any other foreign country. It discontinued
its own manufacturing operation in this area and converted the facilities in the
mainland to the manufacture of fuses and other military products where de-
mand has increased heavily. .

Therefore, General Time relied fully for their watch supply on the Island
sources, This in a time where other companies, although primarily benefitting
from the Virgin Islands, were obtaining control and buying foreign companies.
General Time also was approached by companies in foreign countries which are
producing watches to merge or purchase facilities in those countries. In line
with the policy of President Johnson, General Time delayed this step and would
only do so with great regret if compelled by circumstances. This would only
bappen if the production in the Virgin Islands was curbed and quotas estab-
ll?hed which will be insufficient and unsatisfactory to the needs of General
Time.

Proof has not been presented that the domestic industry has been impaired
by the Island industry. If such proof is presented to the satisfaction of the
legislature then appropriate remedy must be devised. In this respect we should
first consider the timing of the remedial measure. It would be expedient that
no action should be taken until the President makes his decision now pending
on the escape clause. If the duty is lowered there would be no need for action.

It will be for the US Senate to decide which 18 more important, the_alleged
unproven fact that imports from the Virgin Islands will indirectly impair the
domestie watch production which from the testimony seems to be in the vicinity.
of 1,250,000 units in relation to a total watch consumption of 35,000,000 against
the value of a strategic window on the Atlantic Ocean in a community consist-
ing of peaceful working US citizens, with their hopes to share in the US
progressive economy. :

I have unlimited trust in our legislative government and I know they will
make the right decision. .

Sincerely,
CHAIM DIAMOND.
ExHIBIT 1 ’
Watch movement sales in United States
{In millions of units}
U.S. production o ' co .
Virgin Is- Imported | Total ship-
Year . ] land units 1 | = units? ments !
Pin lever Jewelled Total units 1
unijts ? units ?
1999, 9.7 1.6 1.3 oo 13.5 2.8
1960... . .o....... 7.9 1.6 [ X 3 IO 13.2 2.7
1 [:) DO 8.4 1.3 9.7 .2 12.6 22,5
1062 ... ...... 10.3 1.6 1.9 4 13.8 2.1
1963..0000000TI 10.6 1.5 12.1 1.1 12,7 25.9
1084, oo, 1.7 1.3 12.0 2.4 13.0 27.4
1965, ..o ae. 12.3 11.3 13.6 3.6 17,1 - 3.4

147.8, Tariff Commission Report to the President” (No TEA-IR-4-66) Page 15.

3 Vu;’gin Istands watch industry—testimony before the hearing board on May 27, 1965, by Mr, 8. Flick,
page 73, line 19,
3'Col, 3 minus co). 2. )
¢ Jeweled movement production not avaflable. Estimated at rate in existence during 1964.
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 'ExBDBIT 2
b {From Barron's, Mar. 14, 1860)
HAMILTON WATCH Prorrrs SPRING TowarD NEw HicH

Aided by strong consumer demand and a sizable increase in military business,
Hamilton Watch Co. appears likely to tick off peak sales and earnings in the
current fiscal year ending January 81, 1967, '

The company has not yet reported resuits for the 12 months ended January 1,
1966. In the first nine months though, on a 9.8% rise in sales (to $32.8 mili{on),
profits mounted 72%, to $1.49 per share, from 95 cents. For the full fiscal year,
sales probably reached a new high just short of $45 million, which compares
with $38.1 ‘million the year before. Net probably exceeded $2.10 per share,
against $1.30. Not included in fiscal 1968 net is a capital gain, resulting from
the sale of 100,000 shares of New Jersey Zjnc stock, equal to $1.70 per share,

This year, further gains appear in the works. Sales of watches and silverware
are brisk. Moreover, military orders for timing fuses have jumped sharply; the
current defense backlog approximates $25 million, up from $4.6 million a year
ago. All'in all, Hamilton's earnings in fiscal 1966-67 could approach $2.50 per
share, on revenues of around $55 million.

DIVERSIFIED BALES

3ituated in the rolling Amish country of Lancaster, Pa., Hamilton in fiscal
'60 obtained about 50% of its volume from the sale of watches, 17% from mili-
tary business and most of the rest from the manufacture of sterling sllver flat-
ware (Wallace Silversmiths, Inc.). The Precision Metals divislon makes mag-
netic tapes and metal folls for electronic applications.

Watches—the mainstem of the business—range in price from $12 to several
thousand dollars (for the more esoteric models made with diamonds and of
engraved gold). Hamilton brand timepleces, accounting for some 80% of over-
all corporate volume, dre sold directly to some 10,000 retailers. Watch move-
ments are manufactured in the U.S. Prices of the Hamiltons range from $39.50

to 85,000 or more; some 75% of the business falls in the $50 to $75 area. Elec-

tronic watches sell for $65 and uF .

"T'o compete effectively in thie low-priced watch market, Hamilton three years
ago organized the Vantage Products division. It buys watch movements from
wholly -owned Standard Time Corp., of Bermuda and then cases them and
markets them domesti¢ally, Vended originally as private-label merchandise,
the bulk of the output now bears the Vantage name. The emphasis has paid
off: last year Vantage doubled its sales. Output includes 17- and 21-jewel
;vaa"tgges‘prlced‘from 5911.95 to $20.05, and an electronic item that is tagged at

FOREIGN ACQUBISTION

In April 1859, Hamilton acquired a 8wiss supplier of time pleces, A. Huguenin
Fils 8.A. More recently, it bought for an undisclosed cash sum Buren Watch
Co. 8.A., of Buren, Switzerland. Since Hamilton, as do most watch companies,
has long-term contracts with Swiss suppliers, full benefits of the Buren pur-
chase may not be realized for at least two years. Swiss movements primarily
are used for watches made by Hamilton for European and other forelgn mar-
kets ; its watches now are sold in 387 countries.

At home, meanwhile, the watch business is in excellent shape. Judging by
spring orders for timepleces, jewelers apparently cleared their shelves of mer-
chandise during the important pre-Christmas selling season. Thus, current
ypurchasing is chiefly for inventory replenishment. However, the outlook for
fall buying is also good and barring any change in economic conditions should
be no less satisfactory than this past season.

The market for flatware also ig benefiting from heavy consumer demand.
Wallace Stiversmiths enfoyed a 80% rise in sales last year, far in excess of the
industry average. Contributing importantly to the galn was a new pattern.

Two new patterns will be introduced this year, including a traditional style

called Shenandoah. Wallace, located In Wallingford, Conn., makes some hollo-
ware, but the bulk of its output is in sterling silver flatware. Prices for a five-
plece place setting run from $37.50 to $60.
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NEW TIME FUSE -

Hamilton's Industrial & Military Products division got a major. fillip from
a $16 million fixed price contract for a new technical time fuse of the Army's
own design. The unit usually employs 1,700 people, but the order has necess!-
tated the addition of 1,000 more workers s0 far 600 have been hired and are
being trained. Production on the new fuse will get started around mid-year,
when tooling is expected to be finished. About $10 million of the current back-
log probably will be taken down this year. .

The main Lancaster plant measures 325,000 square feet and the Wallingford
unit runs 500,000 square feet. A 20 ooo-square-foot facility at East Petersburg,
Pa., is undergoing an expansion of 30,000 square feet, half of which is ticketed
to handle expected operations of Vantage, the rest will be for military orders. .

Proceeds from the sale of a block of New- Jersey Zinc stock brought the com-
pany an after-tax profit of $1.6 million, most of which is going to help finance
the expanded defense operations. At the fiscal '686 year-end, current assets
totaled $20.8 million. Cash items of $5.6 million alone were in excess of current
liabilities of $4.3 million, The large current ratio (of almost 6-to-1) reflects
the nature of the jewelry business, where receivables on merchandise shipped
in July are carried through to the following January.

'.l‘hg quarterly cash dividend was upped receatly from 171/; cents to 30 cents
per share.

Capitalization congists of about $7 million in long-term debt and 1078 076
shares of common. Roughly 609% of the stock is held by Bush Termiral Co.

Hamilton Watch Co. common is listed on the New York Stock Exchange.

{From the Wall Street Journal, June 17, 1966)
DIGEST OF FARNINGS REPORTS
Gruen Industries, Inc.

Mar, 31, 1968 | Mar. 31, 1965

BBleS. i iececiinieacnceercaacecenasesaecmasencaenaarantaraaannaecnnannnn 312 204 523 310 663.
Net Income from Operations. .a... .. iieeiieeeeiireieeeernecrcecnncacracsses 997,408 903,113
Common shares outstanding...... ... ..o ocecoiinaonnn... eeveceesaseamamanss ’ 83,243 | - 506,338

1 Exeludes speclal eredits of $177,383.
! Includes shares Issued as result of converslon notes.

NoTE.—The 1068 results reflect provision of $265,730 for income taxes. No provision was required for
1965—t 0 carry forward of losses,

[From the Wall Street Journal, June 18, 1966]
WAarcH Sares Rose 1N 1965

NEw York.—Estimated sales of watches rose to about 85 million last year
from 25 million in 1964, and a similar gain is expected in 1968, according to
Bulova Watch Co. Higher-priced and *“second” watches account for a substan-
tial portion of the increased sales, a company spokesman said.

GENERAL TIME CORP.,
OFFICE OF THE PRESIDENT,
New York, N.Y., July 22, 1966.
Hon. RusseLL B. LoNg,
Chairman, Senate Finance Committee,
Senate Office Building,
Washington, D.C.

DEAR 'SENATOR LoNg: ‘At the conclusion of the hearing on H R, 8438 held be-
fore the Senate Finance Committee on June 30, 1966, one of the Senators stated
that he was more confused than he was at the beginning of the hearing. We
recognize that this may have been the inevitable result of the hearing, particu-
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larly to a person who I8 not thoroughly familiar with the many ramifications of
the watch industry. However, as I review the transcript, it appears to me that
these were the controlling principles which were established : -

1. 'Production of watches in the Virgin Islands has not resulted in any loss
of employment in the United States by the domestic companies.

‘2. Bven if the Virgin Islands w dtch industry were tlosed down or further cur-
tailed, this would result in no increase in domestic production. Insteagd it would
result in increased direct importations from foreign cotintries, prlmarily from the
foreign subsidiaries of domestic compantes.

8. General Timé is the only: major domestic company which has no fore
watch production facilities. ' Curtalling the Virgin Islands Operations would
force General Time to either discontinue marketing wrlstwatches in’ the United
States or to acquire a forelgn subsidiary with watch making facilities, :

We enclose 4 chart which outlines in succinet form information which s pivotal
to the issues in this proceeding, This chart wWis prepared by Mr. Diamond, whose
lettér was attdched to my statement presented at the hearlng, and by Mr. Wliken
of General Time. 'In reviewing this chart may we invite your attention to the
following points: °
" 1. The ownership of General Time is much more widely dispersed than is that
of any of the other domestic companies,

2, ‘General Time has the largest number of employees in the United States of
any of the domestic companies.

8. General Time 18 the only domestic company which does not have foreign
watch nssembllng-manufncturing operations (none of the 1,000 foreign employees
of General Time are engaged in watch production operations).

4. The only remaining facllities for producing wristwatches which General
Time now has are those located in the Virgin Islands (it does produce pin-lever
pocket watches domestically).

It appears to us that an equitable compromise of the issues presented would be
for the Committee to adopt thé quota system heretofore established by the Virgin
Islands and to give to Guam and American Samoa such quota as to the Com-
mittee appears reasonable. The quotas heretofore established by the Virgin
Islands Government reflected compromises arrived at by the Government of the
Virgin Islands after an extensive investigation. The imposltlon of these quotas
has already resulted in a substantial reductlon in the production of General
Time's Virgin Islands subsidiary, Antilles Industries, Inc.

We enclose the draft of an amendment which has been prepared jointly by
Bulova Watch Company Inc., the Benrus Watch Company, Inc, and General Time
Corporation. This amendment in effect would continue the quota system adopted
by the Virgin Islands Government but under the authority of the United States
Government. 'We hope you will support this amendment

. Very truly yours, . o
B. K. WIOKSTRUM.



Statistics from transcript of hearings on H.R. 8436 and Standard and Poor’s

Stockholders Employment ‘Watch assembly—Manufacturing Recommendations for
Stock : House | Senate Tax
exchange In U.S. version | finance Post |exemp-
) Total Bhg United Forecign | Lever | Lever | Pin Foreign bill Com- pone- tion
holder | States pos- "USA | V.L. | lever | I es | No. 8436 | mittee ment
i essions . g»ro
~ N rocalled)
Virgin Jslands, U.8.A.: o
Bulova (Atlantic Time)._...._...__. NSE 55583 ........ 4,000 100 b, SN PN ARSI A
General Time ’Anﬁnes Industﬂes)-. NSE | 16,000 |- -.. 6,000 75 P, S DU, . SR PO
Hamilton (Standard ‘Time) | L1177 (3 2,280 - 120 J, P S SO X
E Time, 3,574 ( 1,800 8 111,68 | X | X |eeeeecdl X' deeceaea D, GEE POVRSRIRION SR
Benrus (Quality Products) NA ® 1,200 8 | 400 Jeceeeee] X feeecceed . X ] X eeezeoes X X
US Time (Virgo). ........ NA @) 5,000 125 | 6000 |.......] X | X [IXXXXXX|.aeecrcauee! X Jocommmmeac]ommmanes
uam, U.S.A.: -
Waltham (Hallmark) NA ()] NA B) | NA Jocomooed] X eccmcaec]omcmsmccccccfmeccomecc)emrmcccacc]cmcmmancec]accaneas
Virgin ds: :
A - (ORI SO O S I AN b, SIS PO SRR X
Belafr........ P SORRPIIIPRETY USSP PN PR, D, S PO PO PRORRS PO
Multl Jewel. .o o amcce e camccccm | mmecea e f e me e . S PSRRI P PO DR,
‘IrJnmme PPN OUVEOVIRUPRIN PRI PRI P 222 g(c .................... X
irgiline. . - . - OO Y I SURN TR > <Jial MUNRININE ARNNSURITN R <N ARSI NI S
Sussex.. ————- - - . - D < PRI RN R
Summer Wateh. ... .cocemmamcccamcas]eacncnccac]ecemmmalecemnmecfeccaanans X .
Belmont. R I ORIRIRN PPN IS D S RIS ISR P
Rosa._ . . 4 X -
Watches, Inc. ...... R 108 X
Total Employment, U.S. Virgin 83
Guam:
Stratton. . - wie PR S I (RS R X |-e- - -
MOITOW. e cocmecmcacncmeccrcmmccmnne]acnncvemonfamrencea|amcemaas | acacnaaae RO ROV F— X -
Wi b U0 H DN S X
F Bmdixtlgldgtﬂes ..... - X |ee--- - %

'oreign wa rs RN ISR USRI SR M R -l- Cecceenn I RN MR [N SEN (RN A,
Governor Vi L I NONUN JOREI NPCUI NN MR Mo NI S - —— ol-- ———
Governor Guam. -l cnme - 1 PRORORIRPIVRRUS PRIV FS S PSR U S —— X eeeenan-
GOVernor SaMOA. .....cncecocane-cssconconlecsmaannacleaccnanc]encmesoalomcmmacaeafaramcmace|mmemmmas]omaocnai]onaecaa. JEPIOEIIN DO FPR, A
U.S. House of Representatives - - SRRSO (RPN S - - Y . G (SN RSO, N

1 Foreign figures obtained by deducting fi steted at the hearings in Washington
from the total employment figures shown in g dard & Poor’s.

2B holdm shown in Standard & Poor’s are as follows: Hamilton over 50 percent

Bush ; Elgtn of the total of 928,390 shares ($5 par); 240,700 shares

held by Sopinter S.A ooneem. 000 shares held by S. Hoffman assoclates; .

900 shares heid yks!o Benrus shows Lazrus family owns about 33 nt.

W shows that and directors own 42 percent of the stock. Shareholders:

About 2,650. US Timo information about stock ownarship impossible to obtain. Al-

legdely forelgn holdings large.
3 Included In Guam total below.

NorE.~Matter set in lghi Zce taken from Standard & Poor’s, bold face, other; italic,
transcript.

J0 SALYLS dT4VRLOd

SAHALVA NIVLYID

681
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DrRAFT AMENDMENT TO H.R. 8438

(Senate, Finarce Committee print of June 16, 1966)

Revise paragraph (b) of the new headnote 6 for schedule 7, part 2, subpart
E of the Tariff Schedules of the United States, as set forth in section 1(b) pf
the bill (page 4, lines 7 through 18 of the Committee Print of 6/16/68) to
read as follows: ’ - .

“(b) If the requirements for free entry set forth in general headnote 3(a)
dare complied with, watrlics {provided for in item 715.03) and watch movements
(provided for in items 716.08 through 719.—) which are the product of the
Virgin Islands and which contain any forelgn component may be admitted
free of duty, but the total quantity of such articles admitted free of duty
during each 12-month period beginning on July 1 of each calendar year shall
not exceed one-ninth of the number of watches and watch movements appar-
ently consumed in the United States in the immediately preceding calendar
year, as determined by the United States Tariff Commission.”

- [Additional paragraph could be inserted at this point to provide quotas for
Guam and American Samoa, if desired.)
Senator BENNEIT. We will next hear from Mr. Flick. Would you

like to introduce the gentleman with you? ..

STATEMENT OF SOL E. FLICK, BULOVA WATCH 0., INC.; ACCOM-
PANIED BY LLOYD SYMINGTON, OF THE FIRM OF FOWLER, LEVA,
HAWES & SYMINGTON

. Mr. Fruick. I am accompanied by Mr. Lloyd Symington of the
(ﬁ)l(')m of Fowler, Leva, Hawes & Symington, counsel for Bulova Watch
~ My name is Sol E. Flick. I am executive vice president and gen-
eral counsel of Bulova Watch Co., Inc.

Perhaps at the outset I should correct at least two {)erhaps inad-
vertent misstatements. One, in response to a question that was asked
- earlier this morning as to which firms were among the four that en-
‘joyed the tax concessions that we have been talking aliout, the Bulova
%V};tch Co. was named as one. We are not one of those lucky four.

Senator BenNerT. You regret to inform the committee.

- Mr. Frick. Except I thought for a moment we had getten this
- concession without my knowledge. But the fact is, sir, that we do not
have this tax concession, and again when we talk.of these tax con-
cesgions, we are really tal! ing about three different tax eonoessions.
... One is the income tax concession, which amounts I  understand to .
: %t})proximatel 75 percent of the normal U.S.‘income taxes in the
"+ Virgin Islands. Another is a concession whichi is granted with respect
to the local import duty of 6 percent on components imported into
‘the Virgin Islands, and lastly, I believe, there is an addition tax con-
. cession, that with respect to certain excise taxes. - So there are really
_three taxes we are talking about. ‘

Senator BENNETT. Before you start on your statement, can you give
- us the en;ployment information that the other manufacturers have

givenout? . . .

g My, Frick. Yes. The Bulova Watch Co. in the United States em-

. ploys-in excess of 4,000 padple. In the Virgin Islands I know that as
. of December of 1965—and the figure has not gotten any less, it may
'~.~ conceivabl_’?'be#mor&—-it' was in the vicinity of 100-persons in our sub-
- sidiary, Atlantic Time Produets Corp. :
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Also it 'was stated by a witness—and I hope that I can correct this,
because it was rather fuzzy when stated previously—that with respect
to the three jeweled lever watch manufacturers in the United States—
and there are orily three in the United States that manufacture jeweled
lever watches, Hamilton, Elgin and'Bulova—these three companies, I
believe, and certainly. with respect to Bulova, with the exception of
jeweled’ bearings, manufacture the complete watch niovement ‘from
components, from parts, which they wholly manufactire within the
United States. And this impressive list of names that was referred
to, members of the American Watch Association—they do not manu-
facture watches from corponents which they manufacture in the
United States. As a matter of fact, they do not manufacture watches
in the United.States at all.. To that extent the name is a slight mis-
nomer. - SEE .

'Senator BENNETT. Do any of these big name companies who are
not among the three assemble any movements in the United States
or are their movements all assembled abroad, and brought here to put
into cases? ' S

Mr. Frick. I think they assemblethem into cases, sir.

Senator BENNETT. That is what I meant.

Mr. Frick. Yes, sir. _

Senator BENNETT. They put them in cases?

Mr. Frick. -Yes, sir. - L - ‘

Ser}llato?r BenNEeTT. But they do not put'the movements themselves
together ‘ I

r. FLICK,. Thi}y do not assemble the movéments in the United
States from the individual component parts. :

The Bulova Watch Co. cannot support H.R. 8436 in its present form
for the following reasons: Bulova is the largest producer of jeweled-
lever watch movements in the United States, and the largest importer
of such watch movements into the United States. I might add paren-
thetically that Bulova is also the largest single producer-manufacturer
of jeweled-lever watch movements in Switzerland as well as in the
United States, By and through its subsidiary, Atlantic Time Prod-
ucts Corp:y it also conducts one of the largest watch assembly opera-
tions in the Virgin Islands under a quota allocation-from the Vfl):gm
Islands government—one distinction being of course that, unlike sev-
eral of our major competitors in the Virgin Islands, we do not there
have that tax exemption so often referred to, Which makes necessary
for our subsidiary a relatively large volume operation to help over-
come this competitive disadvantage. o 3

For further background, I think the committee should know that,
for many years, Bulova was the only major U.S. watch producer which
refrained from taking advantage of thé=s%ecial opportunity provided
by headnote 3(a) for operations in the U.S. possessions. is was
because we felt that the duty-free importation of watch movements
from the Virgin Islands undermined the continuance of a viable do-
mestic watch industry—and would thus hava a serious adverse effect
upon our national défense. i - T '

Bulova has advocated the defense importance of the U:S. watch
industry before the Congress and many other Government bodies for
the past 15 years; and this is still its primary position. To that end,
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Bulova and the other domestic watch producers supported the original
Mills bill, 2 years ago, which would have prohibited duty-free ship-
ments of watches from the insular possessions.

While advocating this position, however, Bulova was witnessing its
major U.S, competitors develop very substantial watch assembly oper-
ations in the Virgin Islands, with increasing duty-free shipments to
the U.S. market. To meet this serious competitive disadvantage,
watch operations in the insular possessions are harmful to the best
interests of the U.S. watch industry., If it were possible to.roll back
the clock, our strong preference would be to prohibit these duty-free
Bulova reluctantly decided last year that it could not stand by any
Jonger. Early in 1965 it made a substantial investment in a modern
watch-assembly facility in the Virgin Islands, and is now in full opera-
tion there under its quota allocation. - o
- As stated above, Bulova has always believed ‘that uncontrolled
shipments entirely, as provided in the initial version of H.R. 8436—
even though this would cause us to close down our plant in the Virgin
Islands along with all the others now producing there. _

We realize, however, that this may not be a’ realistic possibility
under today conditions. But the alternative now proposed is not a
fair or proper solution. We feel stroxlfllsv that, if insular watch 0})-
erations are to be permitted, they should be controlled—but should
not be at such a low level that only a select few producers could op-
erate profitably. o S

In our opinion, the quota of some 1 million movements per year.pro-
posed for the Virgin Islands is far too low. Under such a quota, onlg
a few companies—those with a reasonably large allocation and wit
tax exemption status—could afford to stay in business.

Again parenthetically there was some questioning earlier this morn-
ing, I believe by Senator Douﬁlas', with respect to the meaningful effect
of this tax exemption, and there was some collociuy, which indicated
that the net result of this tax exemption .was:really. very. little..

It might be small if these companies chose to repafriate‘ these tax-
free profits from the Virgin Islands to the United States, but the
fact is théy don't. No one in his right mind would under these cir-
cumstances. - - '

You use those tax-free profits in the Virgin Islands for further ex-
pansion, additions, or other foreign operations. You don’t bring those
profits back into the United States, so you actually realize a tax-free
profit which puts you in a far better competitive position than your
competitors who don’t have it. It is a real meaningful advantage.

As T stated before; Bulova not having this tax exemption, does
need a relatively large volume operation in order to make a reasonable
profit in competition with those having this- tax privilege. Even

ulova’s present allocation is not large enough to fullfy compensate
for this competitive disadvantage—but Bulova’s share of the proposed
1 million-unit quota, which would be the Virgin Islands’ sharé under
the present bill, would be only about one-quarter of its present volume.
Such a greatly reduced rate of production for Bulova would be far
too low to permit a feasible operation.

It seems only right and fair that, if there is to be a quota at all,
it should be high enough to permit producers who have a substantial
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investment in the Virgin Islands, and who are currently operating
there, to continue to operate. In our view, the present total quota
established by the Virgin Islands government—somewhere between
3,500,000 and 4 million units per year—as a much fairer and more
realistic ﬁ%ure than the 1 million proposed in the bill. On the other
hand if all irms now in the Virgin Islands, including Bulova, were
to receive the tax exemption now accorded to a favored few, a lower
total quota would be feasible—perhaps in the range of 2 million to
9,500,000 units per year. R

In regard to Guam and Samoa, their situation is quite different
from that in the Virgin Islands. I understand that there are no
watch operations at this time in Samoa; and those who rushed into
watch operations in Guam can claim no equity. As I understand it,
they all went into Guam only after the House Ways and Means Com-
mittee had approved H.R. 8436, last August, in-a form which would
have prohibited duty-free shipments from Guam and Samoa. B

In this connection, I believe the committee should bear in mind that
the Vil('lg'm Islands, after a very thorough study by a special committee,
enacte Hsgeciﬁc legislation setting up controls over watch production.
Neither Guam nor Samoa has made any such study nor enacted con-
trols. Moreover, those producers who have established operations in
Guam have done so, I understand, with minimum investment and
facilities, with the incentive of tax exemptions—and certainly at their
own risk in light of the House action last August. ‘

In sum, the 1 million-units-per-year quota proposed for the Virgin
Islands is not a fair or proper level as far as Bulova is concerned.
The share of that 1 million to which even a substantial producer such
as Bulova might be entitled, would be meaningful and econonically
feasible only for the favored few who have the tax exemption privilege.
For others, including Bulova, it is much too low to permit a profitable
operation, : .

Therefore, Bulova would lprefer either to eliminate the duty-free
privilege completely as to all insular watch operations; or, if this is
not feasible, establish controls which would permit V’irgm Islands
operations to continue at approximately their present level.

Senator Bexnerr. Thank you very much, Mr. Flick. I think your
statement is very clear to me, and I ses no reason to ask you any
questions to clarlff it. Do you have any other comments to make?

Mr. Frick. Well, the last witness sometimes indulges himself and
perhaps thinks of himself asa wrapup witness. I prefer not to occupy
that role, because I think there is a lot here that could be wra up.

Senator BENNETT. I would like to let you in on a secret. There is
still another witness. ,

Mr. Fricg. Oh, I am sorry, I didn’t know that.

Senator BENNETT. I did not realize it when I addressed you as the
last witness when you came.

Mr. Frick. Thank you.

Senator BeENNETT. We appreciate your coming very much.

Mr, Frick. Thank you. '

Senator BENNETT. I have been wondering whether American Samoa
would have a voice in the hearings. We will now hear from Mr.
Martin P. Mangan, the Assistant Director of the Office of Territories,
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who i speaking: for Governor 'H: Rex Lee¢' of Atéricdn Samoa. Gov-
einor Lee Is in this countty and we had expected hiriij' but he vas un-
able to come.” Mr: Matigan, we will be' very happy to hear what you
h&VGtDS&y'.': 3 A.-,°;,’|-. St et ! -'4::. “
STATEMENT OF MARTIN P. MANGAN, ASSISTANT DIRECTOR, OF-
" FICE. OF TERRITORIES, ' SPEAKING FOR @OV, H. REX LEE,
"' GOVERNOR'OF AMERICAN SAMOA e e e
"Mr, MANeAn. Thank you, My, Cliairmah.  The Governor had ex-
pécted tobe heté) bat i 'é(‘)'t ohly as far as the west coast and couldn’t
get beyond: it bécauss of buisinless appointments, . o he asked e to' come
ﬁe iil,'\g'fﬂak,é‘d few rggghi‘kkl‘t‘(‘ithé?édmmittee:' oL e
7T have. no ‘prepared statement because we had ‘expected oné from
thé Goveérnor.  The' Governor-did ask me to §mfly emphasize to the
committee’ that lie, as'the Governor of: the Territory, d d};mr_t;icipate
in‘the formulation’ 6f tlié supplementary report of thé Department
of the Thiterior on H.R. 8346 to this conmittee dited March 30, 1966,
and’ the Governor simply wanted to say that' He still very vigorously
supports that position, which ih efféct is one of recommending against
the enadtinent of the bill as'passed by tlie Houge. = - ' '

The'reason the Governor ;33170393 it is that it, he feels, discriminates
against two of the Territories, and it also beginsthe splintering process
of the treatment of coinmddities iinder section 301 of the Tariff Act.
- 'Skimming briefly down through it, the report in its third paragraph
cities that Americin Samoa, having a per capita income of less than
$500 per yedt, needs the watch industry perhaps more urgently than
‘any other territories.- It then cites a sequence of events in the course
of which several -watch companies had opened negotiations in the
territory of -American’ Samoa, but the Governor broke off discus-
sions with those firms, believing it inconsistent with his position as a
Federul official to be engaged inin action which might be constried as
an sttempt to frustrate'the Congress or to take advantage of the Cor -
gress’ need-to weigh and consider this matter in deliberate fashion. -

In the second full' pitragraph of page 2 of ‘the report that the Gov-
‘ernor alludes to, there'id a recoxizxﬁenda»tion by the Department that the
watch industry in Saniok, or in thé territdries, be regulated ; that there
be & quota ‘established of one-sixth of the total U.S. consumption of
watch movements, &is 8iich ‘consumption is determined by the Tariff
Commission by:April 15 of each year for the preceding calendar year,
-and that qouta of watches would be produced under the circumistances
that generally obtein now under section 301 of the tariff act.

That total quota would be allocated by the Secretary of the Interior
among the territories and possessions of the United States prior to
June 1 of each year. In making such allocations, the Secretary of the
Interior would give due regard to the special needs of each territory
and possession, and to the existing industry, horolo(s'.gical and otherwise,
in each of the territories and possessions. In order to be eligible to
produce under that quota with the benefits of scction 301, however, the
producer would have to pay the territorial ‘ncome tax or the terri-

-torial equivalent of the Fedéral income tax. .
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~:That ‘briefly. is the position ‘that-the Governor advances for the
government of American Samoa. - American Samoa does not now have
s watch industry. It probably does not have a prospect of .a watch
industry. in the foreseeable future. The Governor, in his negotiations,
has announced that he will not give tax forgiveness to any producers
in American Samoa. He would simply like to point out further, how-
ever, that the United States, in addition to this t):{)e of benefit under
section 801 of the tariff act, has seen fit to accord.aids to our terri-
tories, which are generally very resources-poor, in other forms; that is
they have exempted the it"gin’ Islands and American Samoa from the
coastwise ship 1n§)1&_\y§. . They have provided by law excise and in-
come tax reba o the territories. ey have doubled. the value n¥
purchases of tourists in the territories. AR
Senator BeNNETT, Duty free? = I

- 'Mx, Mawain. Duty ' free, and the liquor exemptions that touriste
may bring back from these territories as opposed to foreign areas
These things have all added up to growing economies that are the
envy of the regions where our territories exist, and we would simply
like to retommend {n‘%diilst_any.jprecedents under section 301 of thn
tariff acty, which would discriminate as between territories or as be-
tween commodities. ‘That is my statement.

Senator BENNETT. Thank you very much.

Mr. Manaan. Thank you. | _

Senator BENNETT. Mr. Mangan is our last witness. We will hold
the record open:until the 6th of July, if any of you feel that you have
anything you would like to add to the record. If there is nothing
further, this hearing will be adjourned. : » o

Whereupon, at 4 p.m., the hearing was adjourned.)

By direction of the chairman, the following communicdtions are
made a part of the record :) .

, ' e : PREOISION INSTRUMENTS, INC.,
. T Agana, Guam, U 8, Marianas Islands, July 2, 1966.

Hon., RU8siLL B. LoNG, o
Chairman, Senate Finance Commitlee,
Netw Senate Butlding, Washington, D.C.

My DeAr SENATOR: My name is Eugéne Basch, President of Precision In-
struments, Incorporated, a Guam Corporation formed on April 11, 1968 by
United States citizens for the purpose of assembling sul-assembled watch
movements imported from Europe. ’

For the record I am furnishing the following information:

On May the 9th of this year The Guam Economic Development Authority
advised Precision Instruments by letter that its application for tax exemption has
been approved.

On or ahout the 20th of April, 1966, Precision Instruments approached Miss
Francis T. Reyes, Counselor for the Guam Rehabilitation Department for pros-
pective employees from among its handicapped people. Consequently, on April
25, 1966 Miss Reyes prepared a list of thirteen (13) prospective employees.
Precision Instruments promised voluntarily and on its own initiative to give
first consideration to this and subsequent lists of handicapped applicants, and
‘evéntually employ up to eighty (80) per cent of its employees from these lists.

" Precision Instruments, Incorporated has 710 other interests in Guam, the
United States, Virgin Islands or Samoa.

The principal officers of Precision Instruments have been in the jewelry
business for over twenty years. Its General Manager was previously Service
Genéral Manager of Benrus Watch Company of Canada, General Manager of

Master Time Company Ltd. of the Virgin Islands and General Manager of
Westminster Time Corporation of Guam.

65-530—66——11
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. We were not represented in the Senate Finance Committee’s hearing on -HR
8436 of June 30, 1066 due to the short time element involved. _

From the written statement before the United States Senate Finance Com.
mittee, Public Hearing Jun2 30, 1966, by Mr, Harry Aronson, President of
‘Waltham Watch Company of Chicago, it would seem that the five watch com-
panies of Guam, who have been able to get sub-assembled movements in a hurry,
and are now in production, have formed an association with the apparent intent
of asking an allocation for Guam of 2.5 million movements to be distribyted
among the members of the assoclation. If this is true, it is, in my opinion, an
attempt to monopolize .the watch industry in Guam and to prevent any addl-
tiohial watch -manufacturers from establishing in Guam. ‘ T :

The oral statement by Mr. Ben Noble, attorney for the assoclated manufac-
turers of Guam would seem to indicate as much., y

I believe that this i8 wrong. As previously stated, our Corporation was formed
in April of this year and in the same month we were 1ssued a license to assemble
watches. In May the Guam Economic Development Authority has approved-our
application for tax exemption and we were given 120 days to be in-production.
Notwithstanding this we are ready to go into production within two to-four
weeks and employ, as we have originally offered, up to eighty per cent of our
employees handicaps from the Rehabilitation Department. ’

While we belleve that HR 8438 18 wholly inadequate as offered to Guam, we
also bellieve that 2.5 million as asked by the association, distributed among five
or even ten watch manufacturers, would canse a great loss of revenues in dutles
to the Uhited States Govéininent and 'furthér, ¢onsiderably aggravate the deficit
in our balance of payments. We believe that 1.0 million as asked by the Gov-
ernment of Guam is wholly adequate for a twelve month period, as a good profit
could be realized by any one corporation having tax exemption even on a
100,000-125,000 unit individual allocation. Naturally, the companies who are
used to count their profits into the millions would deem this unreasonable. But
we belleve that $150,000-$1765,000 which we.stand to realize from such an annual
a}loc;atlon, while wholly irrelevant, could not be realized in the old country in a
lifetime. :

We further belfeve that a 1.5 million allocatlon to Guam could employ as many
as 250-300 employees in direct labor and probably create an equal number of
jobs indirectly.

Further, 1.6 million would be “consistent with the protection of the economic
stability and commercial relations of the Territory of Guam.”

In conclusion, Mr. Chairman, distinguished members of the Finance Commit-
tee, we are suggesting that as the total quota is allocated by the Federal
Government, so should the quotas be distributed individually among the manu-
facturers by the Secretary of Interior and/or the Secretary of Commerce, and,
as the Government of Guam pleads-‘'for.fair and equitable treatment and its
rightful and deserved share of any quota the Congress may . . . see fit to im-
pose,” so am I, for Precision Instruments, Incorporated, plead for fair and
_equitable treatment. ‘

We have made a substantia! investment in Guam with the full knowledge and
encouragement of the Government of Guam. We have ordered in excess of
100,000 sub-assembled movements from European manufacturers some of which
are now in transit. We have opened leters of credit and we have commitments,

We believe, as I am sure you do, that only by a fair and equitable treatment
can the cause of justice be served.

Sincerely, .
BuGENE BascH, President. .

STATBMENT ON BEHALF OF THE TERRITORY OF GUAM

The Territory of Guam, a possession of the United States, respectfully objects
to the provisions of H.R. 8436, amending the Tariff Schedules of the United
States with respect to the dutiable status of watches, clocks and timing apparatus
from insular possessions of the United States. The provisions of the Bill, as
passed in the House, grant unwarranted favoritism to one Territory (the Virgin
Islands) to the substantlal prejudice of Guam and American Samoa. In ifs
present form, the differing treatment accorded by the legislation to watch im-
ports from the possessions of the United States Is unfair and inequitable and
adverse to economic interests and objectives of the Territory of Guam.
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GENERAL BTATEMENT

The Territory of Guam is engaged in a program to broaden its economic base
and to develop diversified industries suitable to its geography and resources.
In 1965, consistent with this objective, a watch industry was inftlated in the
Territory and the first watch factory was equipped and placed in operation,
The watch jndustry in Guam has grown in a short period of time to the point
where four manufacturers are now licensed, substantial investments in special-
ized equipment have been made, employment Is currently provided for approxi-
nately fifty Guam residents (citizens of the U.S.) at FLSA rates or above and
planned production for calendar 1966 will exceed 500,000 watch units, - It is
expected that as the trained labor force expands, production, wages, and the
opportunity for employment will increase. This new industry, ideally suited
to the Territory of Guam, represents a significant contribution to the economy
of the island and is an important step toward accomplishment of its industrial
objectives., It isimportant to recognize that—

(1) There is an existing watch industry in Guam providing employment
to Guamanians and contributing to the economy of the Territory: and

(2) It is anticipated that this industry can and will expand as the trained
Guamanian labor force increases.

OBJEOTIONS TO H.R. 8436

H.R. 8436, as passed in the House, continues the existing exemption from duty
to articles produced in the Virgin 1slands and denies a similar or corresponding
exemption to llke articles produced in Guam. The Bill seeks to justify this
diserimination on the fact that the Virgin Istands Legislature enacted Bill No.
2638 on August 30, 1965 “establishing quotas for watch movements produced
in the Virgin Islands for shipment to the United States".

The principal predicate for the action of the House favoring the Virgin Islands
wags.the pasgsage of its quota Act. On March 14, 1966, by Memorandum Opinion
of the District Court of the Virgin Islands in Civil #165-1965, Virgo Corporation
vs. Ralph M. Paiewonsky, Governor, et al., the Court found that Act {llegal in
contravention of Section 36 of the Organic Act of the Virgin Islands of the
United States (49 Stat. 1816). :

The Territory of Guam seeks only fair and equitabdle treatment for its watch
industry with the same benefits available to it as are made available, by legisla-
tive enactment, to any other insular possession of the I'aited Stater. and spe-
ciftcally the Virgin Islands. To discriminate between Territories in this matter

*is without justification.

RECOMMENDATION

It is the position of the Territory of Guam that if existing legislation relating
to the dutiable status of watches from the insular possessions is amended, such
amendment must provide fair and equitable treatment for all possessfons and,
especially, must not discriminate against the watch industry in Guam. We
submit that this objective might be accomplished, if amendment to current law
is deemed necessary, by providing an annual quota for all U.S. Territories to
be divided fairly and equitably among the three Territorles (Guam, Virgin
Islands and American Samoa) by the Secretary of Interlor. Those watch
movements produced in each Territory within the limits of its allotted quota
would be entitled to the continued benefits of Paragraph (a) of General Head-
note 3 of the Tariff Schedules of the United States (19 U.S.C.A. § 1202). The
Territorial allotments could be divided among manufacturers in accordance
with local law.

It is important, under such an approach, that the quota for all Territories
be adequate to support the watch industry in the insular possessions; such
quota might properly be a stated percentage (i.e., 1/6) of the total U.S. con-
sumption of watch movements based on U.S. Tariff Commission data.

Such an approach would have the virtue of overcoming defects in Territorial
quota legislation as found in Virgo vs. Patewonsky, et al., supra, and would
assure to the Territorles thelr falr share of an industrial activity vital and
necessary to their economic well being.

Respectfully submitted.

: EpwaArD A, McDERMOTT,
Attorney for the Territory of Guam.
WasHINGTON, D.C,
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E16HTH GUAM LEGISLATURE,
‘ Agana, Guam, U.S.A., June 27, 1966,
Hon. Russerr, Loxa, ‘
Ohairman, Finanoe Commiitee, - '
U.8. Benate, Senate Building, Washington, D.C. , .

DEAR HONORABLE LONG: It is with great pleasure to transmit to you a copy of
Resolution No, 303, duly adopted on June 17, 1968 by the Eighth Guam Legisla-
ture, relative to respectfully requesting the U.S. Senate, finance committee,
under your able chairmanship, to reconsider its recommendation on the proposed
watch quota legislation for the territory of Guam, o ,

As you will note, the resolution was sponsored by all 20 mémbers of the Legis-
lature which represent the Territorial majority and Democratic minority.

The people of Guam were highly concerned upon learning that your committee
had approved a bill which would establish a certain quota to limit the import
of watches assembled in Guam into the continental U.8.” I assure you, Honorable
Long, that our concern over the effect of such a measure, if enacted Into law, is
not solely based on the fact that it would adversely affect our budding watch
Industry., Yhile it is an almost certainty that some of our five watch-assembly
plants currently in operation would have to close their doors if the proposed
quota should be imposed on Guam, our main concern is centered on the over-all
fmpact on our economie development program.

If Congress sees fit to enact such legislation hampering our watch-assembly
industries, it would be pretty hard for Guam to convince other investors plan-
ning to establish industries on our little island that such a curtailinent would
not similarly befall them in the near future. Such a predicament, we sincerely
believe, would be dlsastrous to our endeavors in promoting a sustaining economy
for our people, : .

Our istand has had its share of misfortunes. . After the reoccupation by
American forces at the end of World War 11, our home island was an almost
complete ruin, But with assistance from the Federal Government and through
our unceasing dedication to rebuild; we have managed to transform Guam into
a modern American community and a showcase of American demoecracy in this
part of the Pacific, . )

But fate has taken another toll on our territory only four yvears ago. As you
‘know, the devastating Typhoon Karen left what we have bpuilt since the war's
end in shambles. The Federal Government again came to our aid through the
Guam Rebabilitation Act, granting our government millions of dollars in loans
and grants so that we may start another reconstruction program.

Guam’s present economic condition is so unstable, dependent largely on mili-
tary spending. And with the lack of natural resources, we can only hope to
develop a sustaining economy through the maximum use of duty-free imports to
the United States, our tax incentive program for the establishment of industries,
and our human resources and manpower. - o

We respectfully appeal to you and your committee to reconsider the proposed

"watch quota for Guam. We do not ask that a quota should not be set up for
Guam, but we do ask for a “more realistic” quota in order not to completely
Jeopardize our watch industries, and our overall economic growth.

The fate of Guam's economic development may well rest on the action taken on
the watch quota bill. It is the humble prayer of the people of Guam that we
be given the privilege to develop our economie potentials. .

- With kindest regards, I remain :
Sincercly yours, ‘
ViceNTE C. REYES, Vice Speaker.

[Eighth Guam Legislature, 1086 (second) regular session]
REesoLuTION 303

(Introduced by G. M. Bamba, J. Muna, M. U. Lujan, W. D, L. Flores, R. J.
Bordallo, F, G, Lujan, F. T, Ramirez, Carlos P. Bordallo, Paul M, Calvo, Carlos
G, Camache, Antonio S. N. Duenas, Alberto T. Lamorena, Kurt Scott Moylan,
Francisco D. Perez, Vincente C. Reyes, G. Ricardo Salas, Tomas R. Santos,
Carlos P. Taitano, Tomas S, Tanaka, Raymond F. Underwood)

Be it resolved by the Legislature of the Territory of Guam:

Whereas the legislature is advised that the Finance Committee of the United
States Senate has proposed a federal quota on watch movements imported into
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the United States from Guam at approximately 800,000 movements a year;
and

Whereas up until late 1965 Guam had no light industry of any sort, its economy
being - entirely dependent on military spending over which it had no control
whatsoever, but in that year a local watch company was organized to manu.
facture watch movements from foreign components for export to the United
States under the exemption provisions of General Headnote 8(a) of the U.S,
Tariff, which provision requires that at least 509 of the value of the finished
watch movement result from Guam Activity ; and

Whereas since the fall of 19635, five local watch companies have gone into
production in Guam using local labor exclusively except for a very few tech-

niclans, and the annual production of each one of these companies will be in
excess of the 300,000 units awarded the whole territory, with the result that it
the Senate Finance Committee version of the bill I8 enacted, only one of these
companies will likely survive and approximately 150 girls will lose their jobs;
and

Whereas for many of these girls, it is the first time they have ever been gain-
fully employed since jobs are scarce in Guam, particularly for women, and not
only were they thus employed for the first time but they were paid a minfinum
of $1.35 an hour, and often more and worked in hygienically clean surroundings
doing interesting work which provided them a chance for advancement and
higher pay; and

Whereas the legislature recognizes ‘that it is the obligatlon of the U.S. Con-
gress to protect the domestic watch industry, and therefore agrees that a lHm-
itation should be placed on the number of watch movements shipped from the
territories and possessions of the United States, but further believes that the
figure of 800,000 movements a year is very unfalr to Guam and to the young
ladies employed in the Guam watch factories; and

Whereas the Guam Legislature is conscious of its duty to develop in Guam
an economy independent of military activities since otherwise Guam and its
people will always be dependent on Washington and the Defense Department,
and accordingly enacted legislation to attract outside capital to invest in Guam
to make use of the relatively large labor pool of young women, and now that
as a result of this legislation watch factories have been set up in Guam and a
number of local girls put to work at wages which are high for the territory, it is
extreniely discouraging to have this new industry practically reduced to nothing,
especially since this will make it very difficult to persuade other industries to
locate in Guam since they will fear the same thing will happen to them: Now,
therefore, be, it

Resolved, That the Eighth Guam Legislature does hereby on behalf of the
people of Guam respectfully request and memorialize the Finance Committee of
the U.S. Senate to reconsider its decision to limit Guam’s watch production to
approximately 800,000 units per year, which figure the legislature submits is
unrealistic and unfair to the employees of the watch industry in Guam, and
be it further

Resolved, That the Speaker certify to and the Legislative Secretary attest the
adoption hereof and that copies of the same be transmitted thereafter to the
Honorable Russel Long, Chairman, Finance Committee, United States Senate,
and to the Governor of Guam.

Duly adopted on the 17th of June 1966. :

: . . ANTONIO S.N, DUENAS,
Legislative Seoretary. .
V. C. REYES,
] Vice Speaker.

GuaM JuNnIOR CHAMBER OF COMMERCE,
Agana, Guam, U.8.A., June 22, 1966.

Hon. RusseLL B. LoNg,
Chairman, Senate Finance Committee, Senate Building,
Washington, D.C.

DeAR Sir: Enclosed herewith is copy of Resolution duly approved by this
Chamber in connection with the Guam watchmaking industry which we hope
will receive your favorable consideration.

Respectfully,
' BENIaNO M. PaLoMoO, Pregident.
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RESOLUTION OF THE GUAM JUNIOR CHAMBER OF COMMERCE -

Whereas in late fall of 1965, the territory of Guam for the first time in its
history saw- the start of a civilian light industry, the assembly of watches for
export to the United States under the tariff exemption provisions of the United
States Tarlff Schedule; and

“Whereas as a result, approximately 200 young ladies obtained employment
in the five watch factories now operating in Guam, which employment is for
Guam high paying, the girls obtaining & minimum of $1.25 an hour and fre.
qugntly more, and is interesting work in modern new hygienically clean factories;
an

Whereas the terrttory of Guam has never before had a chance to develop any
local industry at all, being completely dependent on military spending, which
dependence 18 dangerous and of concern to all interested in the welfare of the
territory, since until 1962 the territory was subject to a security clearance
program which in effect prohibited outsiders from investigating the commercial
possibilities of Guam and since the distances were so far and the territory so
small, there was no incentive to operate in the territory; aind

Whereas when the late President Kennedy removed the security clearance
requirement, and when the Guam Legislature, under prodding from the United
States Congress which has always encouraged the territory to seek other sources
of revenue apart from military spending, industry incentive acts were passed
which when combined with the provisions of Headnote 3(a) of the United States
Tarift Schedule which permits products of Guam duty-free entry into-the United
States, light industry in the lorm of watchmaking was finally attracted to the
territory; and

Whereas the young ladies now employed in the Guam watehmaklng industry
are frequently for the first time in their lives obtaining an adequate income
ang are able to now meet the increasingly high cost of living in this territory;
an

Whereas the Juntor Chamber of Commerce is advised that the Finance Com-
mittee of the United States Senate has determined to impose a quota on the
number of watches coming from Guam to the United States in the annual amount
of approximately 300,000 movements, which quota if imposed would cause most
of the watch factories here to close down and leave only one or at the most two
in operation and thus throw approximately 150 women out of work, and while
this amount might not seem large, for the territory of Guam it is large, and for
the girls involvead it becomes a personal tragedy, and in addition it will serve to
discourage other investors from setting up factory operations in Guam because
they will fear that their industry will later be similarly curtailed: and

Whereas the Junior Chamber of Commerce completely concurs with the idea
of imposing some Federal control on the number of watch movements exported
from Guam to the United States since the Junior Chamber of Commerce, com-
posed of U.S. citizens all, has no desire to see the domestic watch industry of the
United States harmed by competition from Guam, but the Chamber feels strongly
that in imposing such a quota the Senate should consider' Guam's present pro-
duction and the girls presently employed and that therefore the quota should
be baged on the present figures : Now, therefore, be it :

Resolved, That in view of the foregoing the Board of Directors of the Guam
Junior Chamber of Commerce does hereby on Behalf of its members and the
people they serve, respectfully request and memorialize the Finance Committee
of the United States Senate to reconsider its decision to curtail Guam’s local
watch industry.

In witness whereof, the underslgned directors of the Guam Junior Chamber
of Commerce have hereunto subscribed their names this 17th day of June, 1966.

BENIGNO M. PALAMO,
President.
JosE Q. TAITANO, -
Vice President.
Fowarp R. DUENAS, | -
. ‘ Secretary.
Ruro C. TAITANO,
Treasurer.
Jor T. SAN AGUSTIN,
Director.
WirrraM H., McCoONNELL,
Director.



g
s

DUTIABLE STATUS OF CERTAIN WATCHES 151

New York, N.Y., June 24, 1966.
Senator RusserL B. Loxag,
Chairman, Senate Finance Commitice, :
U.8. Senate, Washington, D.O.: .

As attorney for watch manufacturers in the Virgin Islands and Guam to
whom matter Is vitally important respectfully request 30-day continuance of
hedring on H.R. 8436 necessitated by inadequate opportunity to gather data for
effective presentation. Shortness of notice compounded by the fact that many
interested parties abroad on business. :

HARVEY M. LEWIN.

STATEMBNT OF UNITIME CORP.

Honorable Chairman and Members of the Committee, Unitime Corporation is
a manufacturer of watch movements and timing instruments in the Virgin
Istands. This company is a ploneer in the establishment of the watch industry
in the Virgin Islands and one of the largest watch movement manufacturers there
at the present time, As such, it is vitally interested in H.R. 8436. It 18 expected
that a statement: concerning this bill and its application and effect upon the
manufacture of watch movements will be submitted on behalf of Unitime Cor-
poration and other Virgin Islands watch manufacturers by Donald Dawson.

The instant statement does not cover the question of watches or watch
movements under the proposed bill. . It is directed solely to ‘he question of.its
application and effect upon clock movements and timing apparatus. It is
sul()lmltttgdbtiﬁat these items should not be denied free entry as they would be
under the bill.

UNDER THE PROPOBED BILL OLOCK MOVEMENTS AND TIMING APPARATUS WOULD
BE DENIED EXEMPTION FROM DUTY

The bill provides that articles covered in schedule 7, part 2, subpart E of the
Tariff Schedules of the United States (TSUS) which are products of an insular
possession and contain foreign components shall be exempt from duty only if
they are watches or watch movements.! The articles set forth in schedule 7,
parltl2, .snbpart B are watches, clocks, timing apparatus and parts of these
articles. . :

As to such articles which are products of an insular possession and which
contain any forelgn component, they are subject to duty * unless they are watches
or watch movements.* o ‘

CLOCK MOVEMENTS AND TIMING APPARATUS SHOULD NOT BE DENIED FREE
. ENTRY

Under the proposed bill the exemption from duty of products of insular posses-
sions provided for in General Headnote 3(a) TSUS would be abolished for clock
movements and timing apparatus other than watches and watch movements.
It is difficult to believe that this harsh'result is intended. Thére is no necessity
to restrict the manufacture and shipment of clock movements and timing appara-
tus, much less to abrogate’their' manufacture and shipment entirely, Never-
theless this would be the result since removing them from thé chance to qualify
for free entry under General Headnote 3(a) TSUS would digcourage any possi-
bility of such manufédcture in insular possessions. The plain and simple faét
is that no clock movements or timing apparatus have been manufactured in an
insular possession and shippéd to the United States. - Nevertheless, the right to
do so should not be abolished. L ‘ . , , .

The enactment of H.R. 8436 would constitute a partial reversal of congres-
sional policy with regard to insular possessions. It is submitted that it could

"1 Committee Print, June 16, 1868, of H.R. 8484, ﬁage 3, lines 6-12.

2 Tariff Schedules of the United States Annotate 51063). Page 4186,

3 Committee Print H.R. 8436 in the Senate, x%a%e 3, lines 5-12.

4 1bid., page 4, lines 7-10; watches (item 71 05) and watch movements (items 716.08
throu§h 19.0) are speelﬂcahy permitted free entry if they qualify under General Head-
note 3(a) but clocks and timing apparatus (items 715.15 through 71 .88‘ aré removed from
qualifying for free entry under General Headnote 3(a) since they are omitted.
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be justified, it at all, only to a Himited extent with a reasonable limitation on
watch movements. Although the Honse bill covered watches, clocks and timing
apparatus, its sole purpose was to restrict the expansion of shipments of watch
movements.® URLT R S
. In suppyrt of the bill in the House, Mr. Mills stated that it was necessary
to lim:t the shipment of watch movements, citing the increase assembly of watch
movements from 4,000 in 1959 to over 2.4 million units in 19684 It is obhvious
that theré is no necessity to limit the production of clock movements or timing
apparatus in the insular possessions as there has been no such produoction yp to
the present. A fortiorl, there is no basls or establishing of any harmm or vlola-
tion of congressional intent as to these items so as to bar them forever of any
chance to qualify for free entry. Despite this, this is exactly the result of the
The Tariff Commission stated that the only articles that would be immediately
affected by 'the bill are watches and watch movements but it apparently rccom-
mended to this Committee that quotas dbe established on clocks and timing\dévices

as well as on watches and watch movements.! " e
" There I8 no-more reason to eliminate clock movements or 'timing apparatus
from the articles which may qualify for free entry under General Headnote 8(a)
TRUS than there 18 to eliminate any one of the thousands of 'other articles which
now raay qualify and which are left unaffected by the proposed bill, In 1963
the then Bedcretary of the Treasury commented upon-this, stating that it was
undestirable to attempt to cope with problems presented by General Headnote 3(a)
on a plecemeal commodity-by-commodity basis. The intended legislation, as it
affects clock movements and timing apparatus is without any valid basis or reason
and is diecriminatory. S
, CONOLUSION

The status of clock movements and timing apparatus under General Headnote
3(a) should not-be affected by the intended legislation and such articles should
be expressly deleted from the proposed bill.

ELoIiN NATIONAL WaATcH Co.,
) ' Etgin, IL, July 5, 1966.
Hon. SENATOR RUBSELL B. Loxg, S S
Chairman, U.S. Senate Finunce Commniittee,
Senate Office Building, :
Washington, D.O. . " S .

Dear MRr. LonNa: This letter is submitted to supplement-tlie statentent made
in support of the subject bill by Mr. Arthur B, Sinkler, Chairman of the Board
and President of the Hamilton Watch Company, at the subject hearing on the
behalf of Hamilton and Elgin., It ds also intended to recbify possible misunder-
standings of Elgin's opergtion which might be drawn from statements made by
others at the hearing, .~ . L L
_ Bigin is a-publicly held U. 8. corporation and one of the thyee remaining
domestic manufactupers of jeweled-lever watches. Approximately. 709 of Elgin's
domestic production is of seventeen (17) jewel movements, many of which are
in. direct qompetition with movements assembled in and presently gonsidered a
product of the several U. S. insular easfons, . . . - oL

In.1963, Rlgin opened in South Caroling, the nesyest and most modern facility
in the Upited, States for the production of fine jeweled. watches, and today Is

A IESAE S .

PR .o .. N . PENEE BEPIY d
. 8Congressional Record, House, Qctober 21, 1085, page 20824, ' ...: - . A
'Cong;esslonal Record, House, October 21, 1865, ‘Bﬁée 268g4. o . o
7 U.8, Tariff Commission Rgport to Senate Finance Committee, Januar{ 26, 1968, pag: 1;
pagea-8 and 9: “It iz also of interest to note that the statute (Virgin Island tax'sta tel
aPparentlg'a plies only to watches and wateh movements and wonld not amily to ¢ *.
clocks and other tiining apparatus and their parts. It is the Commission’s view that the
purposes of H.R. 843% can best be accomplished if %eneral headnote 3(a) TSUS, is
amended to provide criterla for. the establishment of Import quotas on the articles In
question, ¢ ¢ : . : - :
NoTe.—After thls report, the Virgin Island {glature another Tax Statute in
% vt

which clocks, clock movements and timing apparatus were ded in addition.to watches
and watch movements. : L ‘ e
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tne largeat producér of jeweled ladies watch movements in the United States.
In addition, Bigin has finproved its Blgin, Illinols facilities, all with ¢he dntent
of increasing domestic watch production in the future. If the presernt exception
from duty for watches of U. 8. insular possessions afforded by Section 801 of
the Tarlff Act of 1930, a8 amended, i8 left unchanged, Elgin’s present-and future
domestic watch operatlons and employment of U.S. watchworkers may be re-
duced and possibly eliminated.

At the present time, Elgin imports some parts used in its domwtlc watch move-
ments, but it' does have the capacity and capability to produce all parts in its
watch movements (with thae exce'ptlon of jewels, which it has not produced in
many years.)

If the subject bill is passed, Elgin plans to increase its domestic manufacture
of ladies movements and manufacture some parts now purchased overseas. Con-
sequently, a substantial number of jobs will be created in Elgin, Illinois and Eigin,
. South Carolina. These jobs will be true production type work requiring watch-
worker skills, '

- Yours very truly, -
JEROME W, Ronxms, President.

NATIONAL COUNCIL OF AMERICAN IMPORTERS, INC., -
. Nciw York, N.Y., June 27, 1966.
Hon. RusseLL B. LoNg, -
Chairman, Commitiee on F(nancc, )
U.S. Senate, Wagshington, D.C.

DEeAR SENATOR Lora: The National Council ot American Importers wants to go
on record in opposition to H.R. 8436 as amended by the Senate Finance Committee.

For many years, our organization has been concerned with the tariff treatment
applied to articles coming into the customs territory of the United States from the
insular possessions, i.e, the Virgin Islands, American Samoa, and Guam.

We believe the present statutory provisions (General Headnote 8(a), Tariff
Schedules of the United States), under which such articles are brought in free of
duty, are being used in many cases as a ‘“loophole” to-avoid payment of ‘duty.
These provisions are an open invitation for the establishment of operations in
the insular possessions to secure duty-free treatment when these articles are
shipped to the mainland. .

This problem is much bigger than the present situation concerning watches and
textiles. Under present law this loophole is wide open for any articles which
carry high rates of duty and are susceptible to the peculiar circumstances of
ratios of component costs, labor and overhead.

This situation 18 very unfair to linporters who must pay full duty on articles
they finport directly from foreign countries. It is discriminatory in- favor of
the citizens of the islands versus the citizens of the maiunland.

Without extremely high tariffs on certain items, this unfair practice would
disappear. The most equitable solution of this problem therefore would be the
elimmination of the exceedingly high rates of duty. ‘

Our organization has always opposed quotas as unfair and dlscrlminabory
We do not belleve that this problem can be solved by the establishment of quotas
as proposed in H.R. 8438 by your Committee, nor those attempted by the Virgin
Islands legislature on watches and woolen cloth.

The best solution of course, would be revision of General Headnote 8(a) to
eliminate the “loophole.” We cannot believe it was the intent of Congress to per-
mit this kind of diserimination. If the insular possessions are to receive financial
support from the United States Government it should be through Congresisonal
appropriations—not through special advantages which violate the basic tarift
laws,

H.R. 8436 as originally introduced by the chalrman of the House Ways &
Means Committee did just that—it required that the foreign components of
watches imported from all the insular possessions be subject to the same rate of
duty as those imported directly to the mainland. We urge that H.R. 8438 be
amended back to its original version

Slncerely. . ‘ , .
GERALD O'BRIEN, Executive Vice President.
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NATIONAL COUNOIL OF AMERICAN IMPORTERS, ING.,
... New York, N Y., June 28, 1966

Hon, LYNDON B. JOHNSON,
The White Houso, Washington, D.C.

. DEAR MR. PRESIDENT; We note that you have not yet taken any action on the
report: which the Tariff Commission submitted to you on March 6, 1985 as a result
of its investigation under section 351(d) (e) of the Trade Expanslon Act of 1962
to determine the probable economic effects on the domestic watchmaking industry
of restoring the trade-agreement concession rates of duty. on watch movements.
For the.sake of both the importers of watches and the domestic industry, we
earnestly hope that your decision on this matter will be announced soon. .

- We want to take advantage of this opportunity to respectfully uge that you
terminate the increased duties on watches which President Eisenhower pro-
claimed in 1934 following the escape clause investigation. We believe that the
purpose of -increased protection under. the escape clause—to permit the domestie
industry to adjust to new competitive conditions—has been completely fulfilled
during the 12 years during which the higher duties on watches have been in
effect. The financial press regularly provides evidence that the health of the
domestie watch industry has never been better,

Even though the commodity involved is not a major one from a dollar stand-
point, your decision in this case is important to the entire world trading com-
munity. The 1934 escape clause actioh on watch movements was a catise celebre
in trading circles. Your decision to terminate the escape clause and thus restore
the trade-agreement rates of duty would certainly be interpreted here and abroad
as a sign that the United States intends to continue on the path of freér trade
which has carried us so far along the road to Free World strength and prosperity.

Secondarily, we wish to call your attention to the fact that a decision to reduce
duties would help to relieve the pressing problem of duty-free shipments of
watches from the Virgin Islands and Guam. Such shipments compete-unfairly
not only with duty-paying imports but with domestic merchandise as well, and
have done much to undermine the stability of the market. Duty-free operations
in U.S. insular possessions are & problem in & number of industries where main-
land tariffs on regular imports are extremely high. While the problem is much
broader than watch operations, there can be no question that a reduction in the
tariff on watch movements to pre-1954 rates would materially lessen the pressure
in that industry on domestic production and dutiable imports

Vexy truly yours,
GERALD O'BRIEN,
Ezecutive Vice President.
Senator RusseLL LONG,
Oommittee on Finance,
U.S. Senate,

Washington, D.O.
DEeAR SENATOR: We are watch importers. We \vl‘zh to reflect our viewpolnt on
the importation of watch movements from the Virgin Islands. .
. The enclosed letters are self explanatory.
- Your kind consideration will be greatly apprecinted

‘Very truly yours,
" EDWARD Gtmsm:n, :
President.
. JunEe 22, 1966,
Senator RusseLL L.oNg, :
Oonunittee on Finance,

U.8. Senate, Washinyttm D.C.

DEeAR SENATOR: We, the undersigned are importers of foreign watches, and
as such’ pay full duty to the United States Treasury, equivalent to about 100%
ad valorem. We object to insular possession imports of foreign watches.

We object to the discrimination in permitting forelgn watches to enter the
United States, free of duty, and free of label as to origin.

We object to the test made by Customs that the watches brought into the
Virgin Islands “not in the entirety” (Treasury Decision March 18, 1959) con-
stitute a product of the Virgin Islands.
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There are little or no skills in the insular possessions, and as a result the
alleged production 18 only limited by the amount of foreign imports availabte for
insular possession transference to the mainland.

‘That the insular possession alleged watch production is limited to lever move-
ments, and in this category the total U.S. consumption is about 11,000,000 move-
ments annually, Of this total it.is estimated that the insular possessions will
export forelgn watches to the Unlted States mainland, free of duty and free of
origin marking to the extent of about 6,000,000 pieces this year, or roughly six
times the domestic production. . :

We ask that insular possession watch production be restricted, and even more
important that all ambiguities as to what constitutes a product of the insular
possessions be clarified.

For example, on the definition “not in the entirety,” watch movements could
be completed in a foreign country, the barrel assembly dismounted, and then
shipped to the Virgin Islands or similar insular possessions, in two separate
shipments - to avold duty. If there is to be a watch industry in the insular
possessions, it should be a “real” industry and not the assembling of components,
to simulate a watch industry.

A sham industry to avold tariff duties should not be condoned by Congress
or Treasury.

Most Virgin Islands sales of watch movements are from Virgin Island alleged
producers to mainland related companies. This creates distorted values and
perp(tatgatee a monopolistic practice. Rellef along these lines should also be
granted.

Yery truly yours,
S. H. PoMeraNcE Co., INo.
Tae Peore Co., INO,
-SPARTAN TIME DISTRIBUTORS.
MEDANA WATOH CORP. .
TAYLOR WaToH Co,, INC,
CONTINENTAL FIFTH AVE.,, LD,
- RODANIA WATOH Co., INC.
BERMAN WATOH Co., INO.

NEw Yorx, N.XY., June 29, -1966.
Hon. RusskeLL B. LoNg,
Chairman, Committee on Finance,
U.S. Scnate, Washington, D.C.:

This company owned and operated by U.S, citizens has been in the watch im-
porting and distribution business for the past 48 years.

We strongly oppose the legal loophole provided by general headnote 3(a) of
the TSUS because it promotes unfair competition, misrepresentation, and dis-
criminates against the majority of legitimate watch importers. This inequity in-
jures the entire industry.

Under the guise of providing employment for al.out 600 persons in the Virgin
Islands with an annual payroll estimated at less than $2,000,000 a few favored
firms have avolded payment of more than $15,00,000 in USA customs duties in
1965 alone. Some of these very firms have for years relentlessly supported high
watch tariffs “to proiect U.S. workers from cheap foreign labor.” The four million
watch units processed annually in the Virgin Islands by 600 workers would, {if
manufactured in the USA, provide employment for at least 5,000 workers.

The only equitable solution is the elimination of this malignant growth now
spreading from the Virgin Islands to Guam and Samoa by requiring equal pay-
ment of duties by all importers.

Hence we oppose any quotas proposed by H.R. 8430 as amended because quotas
favor very few to the great disadvantage of the majority of importers. We
therefore endorse H.R. 8436 as originally introduced (covering all insular pos-
sessiong) by the chairman of the House Ways and Means Cominittee.

It 1s respectfully requested that this program be made a part of the official
record of your committee’s public hearing of June 30, 1966,
" ’ R. GseLL & Co., INOC.,

RorLAND GSELL,
Chairman of the Board.

CvyRIL C. GSFLL,
President.
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. STEPTOE & JOHNBSON,
- ATTORNEYS AT LAw,
Washington D. 0., July 6, 1966.
Hon. RusseLL B. Loxo, :
U.8. Senate, Washington, D.O.

DEAR SENATOR LonNa: The record in the Henrlng on H. R 8436 was left open
until today for submission of additional facts. I would like to supply some in.
formation for the Committee’s consideration, together with a few claritying com-
ments on the testimony already submitted.

1. A witness for U.8. Time Corporation testified that watch movements enter-
ing duty-free from the Virgin Islands directly displaced movements inade by it
in the U.S. and that its employment on movement manufacture in the U.8. would
be increased if the Virgin Islands loophole were closed or limited as provided by
H.R. 8436. Elgin National Watch Company has requested me to advise the Com-
mittee that the same s true of its U.S. production.

2. Several witnesses opposed to the 1.5 million quota fixed by H.R. 8436 as-
serted that the 17 and 21 jeweled watches from the Virgin Islands do not compete
with the jeweled lever watches made in the U.S. by Hamilton, Eigin and Bulova,
or perhaps even with the pin lever Timex watches of U.8. Time. There is no such
compartmentalization of the U.8. watch market. Jeweled and nonjeweled watches
of all prices compete with each other, with ever increasing intensity. This is es-
tablished by the recent testimony from U.S. producers, importers and reta.lers be-
fore the Tariff Commission and by the-findings of the Commission itself,

Mr. Cartoun, President of the American Watch Assoclation (the importers’
trade association) and Chairman of the Board of Longines-Wiftnduer Watch
Company, speaking of the competition from low cost jeweled lever movements
out of the Virgin Islands, testified as follows:

“Chairman DorrFMAN. But yonr statement refers to displucement of domes-
tically made jeweled lever watches.

“Mr. CArTOUN. Yes. I think they compete 1with all. You find them in the
price range of the pin levers. Many of them must come elther via smuggling
or the Virgin Islands. They must compete directly with the lowest priced jeweled
lever watches produced in this country, because even a pin lever certainly dis-
places the sale of a jeweled lever watéh.” When a person buys a watch, he buys
a watch. I think price and quality relationships are part of th: picture.

“Chairman DorFMAN. Do you think that even Hamilton loses nales of domes-
tically produced jeweled lever watches in consequence of imports of Virgin
Islands jeweled lever watches?

“Mr. CARTOUN. I think wre all do. I just think when-a person buys a watch,
he is out of the market for a Hamlilton watch—if he buys one of these cheap
watches that have come in via the Virgin Islands, which is 17 jeweled, and
which apparently is such a great value—7 think Hamilton could lose that sale,
or Bulova, or Benrus could lose that sale, or ourselves, Any of us could lose
that sale.,” (Emphasgis added.) [Tr.,, No. TEA-I-A-2, pp. 143, 155.]

Mr. Lipshy, President of Zale Jewelry Company. which is the largest jewelry
store chain in the world, with approximately 500 retail jewelry outlets handling
all types of watches at prices ranging from $9 to $7,000, testified as follows:

“As retailers, we also know that the expansion of pin-lever sales has not
occurred at the expense only of the lower-priced jeweled-lever movements. A
purchaser often will choose a pin-lever watch as a substitute for a high-priced
Jeweled-lever timeplece, because of planning to replace the pin-lever svatch rather
than to have the more expensive watch periodically cleanéd or repaired. This
hasg affected aales of jerweled-lever watches in all price oategories. * * *

“Retailers know that when a customer buys a Timex, he is not likely to buy
an Elgin, Bulova, or Hamilton at the same time.” (BEmphasis added.) [Tr., No.
TEA-I-A-2, pp. 204-5.)

This testimony shows both the lntensltv of the competition and the importance
of the price advantage

Testimony on behalf of all three jeweled watch producers, Hamilton, Elgin
and Bulova jointly, was as follows:

“There is beyond doubt a difference, a very real difference, in the construc-
tion and material and quality of workmanship of the pin-lever and jeweled-lever
movements. This has always been recognized by the Commission. There are
many Jeweled-lever watch movements that are of a quality and durability
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which is not generally achieved in the pin-lever movement, but there is some
competition between the two, and that competition is greater today than it
was in 1954, [Tr.,, No. TEA-I-A-2, pp. 280-90.]

The Commission itself has repeatedly noted that competition between pin lever
and jeweled lever watches of ail types, whether dorestic or imported, is becom-
jog more intense. As early as 1958, the Commission said:

“Domestic manufacturers of jeweled-lever watches recelve competition from
virtually all watches containing imported jeweled-lever movements, irrespective
of the prices at which they are sold. These manufacturers receive competition
from some categories of pin-lever watches. These consist almost wholly of small,
womel’s watches iuncorporating, imported movements and the thinncr modcls
of mon's 1watches containing either domestic or imported movements. Many
pin-lever watches, both imported and domestic, so closely resemble high-priced,
Jeweled-lever watches that few laymen can readily distinguish between them.”
(Emphasis added.) (1958 Report on Watches & Watch Movements, p. 12.)

In short, the improvements in size, quality and styling of pin lever move-
ments over the past 20 years and the reduction in price on jeweled lever move-
ments have made competition between the two direct and intense.

You may recall also that Senator Gore questioned the witness for Waltham
about an advertisement of Waltham watches with Virgin Islands movements
retailing for $75 and $92.50. This is explainable by the fact that inexpensive
movements are often placed in medium priced or expensive cases and sell in
price brackets which are directly competitive with watches sold by Hamilton,
Elgin and Bulova.

3. A witness for General Time Corporation made the statement that none of the
three U.S, jeweled watch companies has the capacity to produce all parts of
jeweled watch movements in the U.S. This is complete misinformation. Bulova
and Hamilton have the capacity to produce every part of a watch movement in
the U.S. including jewels. Bulova testified that it does in fact make all of its
parts except jewels. Hamilton makes all of the parts for a very substantial por-
tion of its production, except jewels. While it imports some parts for some
watches, it also makes these identical parts for other watches in the U.S. Elgin
has the capacity t0 make all of its parts in the U.S. except for jewel bearings,
although it presently imports some parts.

4. The uncontradicted evidence showed that the amount of direct labor ex-
pended in the Virgin Islands is small. For Standard Time Corporation it is 48
cents per watch. The difference between 48 cents and the duty saved, less a
small amount for overhead and supervisory costs, is profit. Thus, what would
otherwise be duty entering the U.S. Treasury is to a large extent converted to
profit by the “producers” in the Virgin Islands and Guam.

5. On the basis of firm quoted prices, movements can be obtained from Japan
completely assembled at exactly the same price that the same movement can be
purchased for the Virgin Islands in a partly assembled condition. Thus, the
producers in the Virgin Islands who claim they have no other source for watch
movements are not furnishing accurate information. They can import directly
from Japan. The difference is that the direct imports must pay regular U.S.
dmgi which simply removes a competitive advantage equal to the Virgin Islands
profit.

6. The Hearing disclosed that all four U.S. producers and the vast majority of
importers favored complete withdrawal of the duty-free privilege from the insular
possessions as to watches (Tr. 1156, 194). It showed that the Virgin Islands
economy is no longer in need of a watch industry. It showed that watch produc-
tion was at the 1.5 milllon level when H.R. 11223, the predecessor of H.R. 8436,
was first introduced in 1964. Under these circumstances a 1.5 million Mmit
seems entirely reasonable.

We sincerely appreciate the Committee’s interest in this problem.

Sincerely,
PaAvurn F,. MIOKEY.
O



