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PREFACE

Following receipt on February 27, 1997, of a request from the United States Trade Representative
(appendix A), the U.S. International Trade Commission instituted the investigation Advice Concerning the
Proposed Modification of Duties on Certain Information Technology Products and Distilled Spirits
(investigation 332-380). The purpose of this report is to provide information and advice on the information
technology products and distilled products under consideration for tariff modifications.

Copies of the notice of the investigation were posted in the Office of the Secretary, U.S. International
Trade Commission, Washington, DC 20436, and the notice was published in the Federal Register (62 F.R.
11222) on March 11, 1997 (appendix C). Interested parties were invited to submit written statements
concerning the investigation.

The information and analysis provided in this report are for the purpose of this report only. Nothing
in this report should be considered to reflect possible future findings by the Commission in any investigation
conducted under statutory authority covering the same or similar subject matter.
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Executive Summary

A major U.S. objective in the Uruguay Round (UR) negotiations of the General Agreement on

Tariffs and Trade (GATT) was free trade in all electronic products. These products were one of the so-called
“zero-for-zero” sectors for which U.S. trade negotiators hoped to achieve total elimination of tariffs by the
major trading partners. Distilled spirits was also one of the sectors identified in the “zero-for-zero™ initiative.
Although complete duty elimination was achieved in a number of product sectors, the goals of the “zero-for-
zero” initiative were not realized for the electronics sector, despite strong support by business interests in the
United States, the European Union (EU), Japan, and Canada, nor were they realized for the distilled spirits
sector.

In January 1995, the information technology (IT) industry associations of the United States,
Europe, and Japan made a set of industry recommendations to the G-7' meeting in Brussels on the Global
Information Infrastructure (GII). One of their key recommendations was to eliminate tariffs in the IT sector
through the adoption of an information technology agreement (ITA).> U.S. trade negotiators indicated their
desire to conclude such an ITA no later than the Singapore Ministerial conference of the World Trade
Organization (WTO), so that tariff reductions could either be implemented at zero immediately, or be staged
to reach zero by the year 2000.3

The ITA was signed by 28 countries and customs territories, including the United States, during the
Singapore Ministerial in December 1996 and the number of participants later grew to 37.* The agreement
requires participants to eliminate their tariffs by January 1, 2000, on a specific list of IT products attached to
the Ministerial Declaration. At the same time, the United States and the EU entered into a reciprocal
agreement on distilled spirits under which most duties would be eliminated by January 1, 2000.°

On February 27, 1997, the Commission received a letter from USTR requesting the Commission to
provide information and advice in the form of industry profiles on the IT products and distilled spirits under
consideration for tariff modification.® These profiles include a description of the industry and its relative
strengths, trends in production, brief analyses of current tariffs, an assessment of patterns of imports and
exports, and an indication of potential market access opportunities resulting from proposed tariff
modifications.

Given the increased importance many countries have placed on having modern information
infrastructures for the competitiveness of their economies, the current tariffs on IT products are viewed as
impediments to growth. Elimination of tariffs on products of the IT industries will likely create significant

! The G-7, or Group of Seven, is a consortium of the EU and the seven largest economies in the world. The individual
country members are Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.

? Information Technology Industry Association, Industry Recommendations for an Information Technology
Agreement, Apr. 16, 1996. ’

3 U.S. Department of State telegram, “Demarche Request on ITA Tariff Initiative,” message reference No. 139276,
prepared by U.S. Department of State, Washington, DC, July 9, 1996.

* As of Mar. 26,1997, two more countries, the Czech Republic and Slovakia, had joined the ITA bringing the total to
39 participants.

5U.S. tariffs on high quality rum will not be eliminated until 2003.

¢ Under section 115 of the Uruguay Round Agreements Act (URAA), the President is required to seek advice from the
USITC regarding the proposed action.



new economic opportunities in the rapidly expanding information products market. In addition to promoting
these more general economic benefits, the ITA will directly help businesses by lowering costs, improving
productivity, and expanding new services. Greater access to IT at lower prices is also likely to stimulate
competitiveness and productivity in an increasing number in manufacturing and service industries that rely
heavily on IT.

The elimination of tariffs on IT products is expected to increase market access opportunities in nearly
all of the participants in the ITA. In the United States, the ITA would likely liberalize access in only a few
sectors of the IT market. Increased market access opportunities are likely for electronic components,
specifically capacitors and resistors, and certain telecommunications equipment. U.S. tariffs are relatively
low in most other IT sectors and their elimination is not expected to dramatically increase market access. IT
tariff elimination in the EU is likely to have a greater effect on market access because the EU has higher
tariffs than the United States on a number of products. Suppliers of electronic components, silicon wafers,
office machines, telecommunications equipment, and most unrecorded media to the EU market are all likely
to benefit from the tariff eliminations of the ITA. The ITA should have a more significant effect on EU
market access over time because of the addition of new members. While the EU presently consists of
15 members, 13 other countries have applied for membership.” As countries join the EU, they must adopt the
common EU tariff schedule and agree to abide by trade agreements entered into by the EU, thus offering the
same market access as the EU. There should be little or no change in market access in Japan as a result of
ITA tariff elimination, since Japan’s final UR tariffs on IT products, which are to be fully implemented by
January 1, 1999, are zero.

Perhaps some of the greatest market access opportunities are in the developing nations of Asia.
Although tariff elimination is a significant factor in increasing market opportunities in these countries, other
factors such as rapidly expanding economies, large populations, expansion of communications
infrastructures, and growing disposable income will also benefit trade in IT products. India and Indonesia,
with most duties between 30 and 40 percent; Malaysia and Korea, with duties ranging as high as 30 percent;
Taiwan, with most duties between 5 and 15 percent; and Singapore and Hong Kong, with duties as high as
10 percent, are the largest potential markets in Asia of all ITA participants.

The ITA made much progress in increasing market access opportunities; however, there are some
areas where market access still needs improvement. The benefits of duty elimination as a result of the ITA
may be tempered by non-tariff barriers. The lack of intellectual property rights protection, nontransparent
government procurement, and customs’ reclassification are some of the barriers that have impeded trade in IT
products in the past and it is possible that these or other barriers could affect trade in the future. Two large
markets, China and Brazil, are not signatories to the ITA and market access opportunities in these countries
will not increase when the ITA is implemented. China’s market access opportunities could be enhanced when
China accedes to the WTO because ITA participants intend to seek duty reductions on the ITA product list
from all countries acceding to the WTO.® Market access for ITA products in Brazil has improved recently as
aresult of improvements in intellectual property rights and reductions in export requirements; however, no
improvements are expected as a result of the ITA.

7 World Wide Web, retrieved Mar. 10, 1997, Europa, http:/europa.eu.int/en/agenda/appmen.html. The 13 countries
are Bulgaria, Poland, Cyprus, Romania, Czech Republic, Slovakia, Estonia, Slovenia, Hungary, Switzerland, Lithuania,
Turkey, and Malta.

8 U.S. Department of State telegram, “Information Technology Agreement Meets Deadline,” message reference No.
000615, prepared by U.S. Mission, Geneva, Feb. 3, 1997.
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The elimination of tariffs on distilled spirits should provide increased market access opportunities in
both the United States and the EU. Although current import penetration in the EU is quite low--less than 5
percent--the elimination of these duties coupled with changing consumer preferences could lead to an increase
in demand for imported products. The distilled spirits agreement should have a more significant effect on EU
market access over time as new members join the EU. Market access opportunities in the United States are
also likely to increase. Given the price pressure in the distilled spirits market, the elimination of these duties
could increase the competitiveness of imported spirits in the U.S. market.

Comments from the public were received on several ITA sectors as well as distilled spirits. A
number of U.S. capacitor producers expressed strong opposition to including capacitors in the agreement and
one company opposed including resistors. The Institute for Interconnecting and Packaging Electronic
Circuits and Leica, Inc. were in favor of the agreement but thought that the agreement was too narrow. One
company stated that, in order for preferential programs to continue to benefit Caribbean exporters of rum to
the United States, all rum should be excluded from the agreement. No opposition was cited in any other
submission.
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CHAPTER 1
Introduction

An Information Technology Agreement (ITA) was signed by 28 countries or customs territories,
including the United States, during the World Trade Organization (WTO) Ministerial meeting in Singapore in
December 1996. The agreement requires participants to eliminate their tariffs by January 1, 2000, on a
specific list of Information Technology (IT) products listed in the Ministerial Declaration. These products
include computers, telecommunications equipment, computer software, semiconductors, and other electronic
components and equipment.

At the same time, the United States and the European Union (EU) entered into a reciprocal
agreement on distilled spirits under which most duties would be eliminated by January 1, 2000. This
agreement is on a most-favored-nation basis and will result in the elimination of duties on both brown and
white distilled spirits. However, rum below a certain value is excluded from the agreement.!

On February 27, 1997, the Commission received a letter from the United States Trade
Representative (USTR) requesting that the Commission institute an investigation under section 332(g) of the
Tariff Act of 1930 (19 U.S.C. 332 (g)) to provide information and advice on the IT products and distilled
spirits under consideration for tariff modification.? These products are enumerated in the annex to USTR’s
request letter (appendix A). USTR has requested industry profiles on a sectoral basis for the United States
and major foreign producers. These profiles include a description of the industry and its relative strengths,
trends in production, brief analyses of current tariffs, an assessment of patterns of imports and exports, and
an indication of potential increased market access opportunities resulting from proposed tariff modifications.
IT products have been divided into the following sectors for the purposes of this study:

. computer hardware

software

telecommunications equipment

electronic components

office machines

unrecorded media

semiconductor manufacturing and testing equipment
measuring, testing, and analyzing instruments
miscellaneous products

e o o o

e o o o

Structure of Report

Chapter 1 describes the request from USTR and provides background information on “zero-for-zero”
negotiations relating to certain IT products and distilled spirits. Chapters 2 through 10 provide profiles of
U.S. and major foreign producers and consumers of IT products. Chapter 11 provides information on the
U.S. and the EU distilled spirits industries and markets. The advice requested for the products covered by
these agreements consists of descriptions of the industries and their relative strengths, trends in production,

' Bulk rum valued at $.69 or less per proof liter and bottled rum valued at $3.00 or less per proof liter are excluded
and will continue to face existing tariffs.

> Under section 115 of the Uruguay Round Agreements Act (URAA), the President is required to seek advice from the
USITC regarding the proposed action.

1-1



brief analyses of current tariffs, and an assessment of patterns of imports and exports. Chapter 12 describes
market access opportunities likely to result from proposed tariff modifications. The advice on the proposed
tariff modifications concentrates on tariff elimination rather than non-tariff trade barriers.

The appendices attached to this study include the text of the Information Technology Agreement and
a fact sheet on the U.S.-EU distilled spirits initiative. Also attached are the request letter from USTR and the
Chairman’s response, the Federal Register notice announcing the initiation of this study, and submissions
received from the public in response to the Federal Register notice. The final appendix contains tables
showing the final Uruguay Round (UR) General Agreement on Tariffs and Trade (GATT) duty rates for the
products covered by the ITA.

Background

In 1996, world production of all electronic equipment and components amounted to just over
$1 trillion.> Production in the United States, the global leader, amounted to $274 billion, or 27 percent of the
world total.* However, the United States faces strong competition from Japanese, EU, and emerging Asian
producers. Furthermore, despite its global leadership in production, the United States experiences an overall
trade deficit in electronic products. In 1996, U.S. imports totaled $179 billion while U.S. exports amounted
to just $136 billion, resulting in a trade deficit of $43 billion.’

A large portion of the U.S. trade deficit in electronic products is due to the global interdependence of
the industry. In today's global IT market, U.S. manufacturers rely increasingly on internationally sourced
components, foreign production and sales facilities, and strategic joint ventures to enhance their competitive
positions. A typical personal computer designed and manufactured in the United States may contain a floppy
disk drive from Japan, a display monitor produced in Korea, a motherboard from Taiwan, and a hard disk
drive manufactured in Singapore. Suppliers of these components may be overseas subsidiaries of U.S.-based
or foreign-headquartered firms. Final assembly and production of commodity electronic components and
peripherals is largely done abroad, particularly in the rapidly emerging Asian countries where wage costs are
lower. In general, the strengths of the U.S. IT industry are in high value-added sectors, such as software,
microprocessors, and product design.

In recent years, the IT industry is increasingly characterized by intense competition, price sensitivity
and falling prices, declining profit margins, and commoditization of critical parts and components.
Accordingly, the ability of producers to reduce costs by securing high quality components and subassemblies
at the lowest possible prices anywhere in the world has become a major factor of competitiveness in the
global market. Trade barriers such as tariffs that increase IT suppliers' relative costs in major foreign
markets play an important role in determining international competitiveness. Although tariffs on many
electronic products, such as finished computers and systems, have been significantly reduced or eliminated
among major IT-producing countries, some tariffs on semiconductors and other important electronic parts
and components remain as impediments to trade. For example, both U.S. and EU computer manufacturers

* This figure includes almost all of the product coverage of the ITA (computer hardware, certain computer software,
telecommunications equipment, semiconductors, other electronic components, and certain analyzing instruments).
However, semiconductor manufacturing equipment and other products covered under the ITA are not included in these
data. Further, certain other products such as consumer electronics and electromedical equipment are included in these
totals, but are not included in the ITA. Elsevier Advanced Technology, Yearbook of World Electronics Data 1996
(Oxford: Elsevier Science Ltd., 1996), vol. 3, table 2.3.4., p. 13.

* Elsevier Advanced Technology, Yearbook of World Electronics Data, 1996, vol. 3, table 2.3.4., p. 13.

* Compiled from official statistics of the U.S. Department of Commerce.
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have voiced complaints against the relatively high EU tariffs on certain semiconductors and other electronic
components.® Such tariffs either have been eliminated or reduced significantly by other major developed
countries, including the United States and Japan.

ITA Initiative

Free trade in all electronic products was a major U.S. objective in the UR negotiations of the GATT.
That sector was one of the so called “zero-for-zero” sectors for which U.S. trade negotiators hoped to achieve
total elimination of tariffs by major trading partners. Although complete duty elimination was achieved in a
number of product sectors, the electronics “zero-for-zero” initiative was not fully realized despite strong
support by business interests in the United States, the EU, Japan, and Canada.

Section 111(b) of the Uruguay Round Agreements Act (URAA)(19 U.S.C. 3521(b)) authorizes the
President to proclaim such duty modifications or changes in the staged reductions of duties as may be agreed
to in future negotiations involving the sectors for which the United States sought duty elimination. The
President’s proclamation authority is subject to the consultation and layover procedures in section 115 of the
URAA,’” which include obtaining advice from the Commission.

In January 1995, the IT industry associations of the United States, Europe, and Japan® made a set of
industry recommendations to the G-7° meeting in Brussels on the Global Information Infrastructure (GII).
One of their key recommendations was to eliminate tariffs in the IT sector through the adoption of an
information technology agreement.!® U.S. trade negotiators indicated their desire to conclude such an ITA no
later than the Singapore Ministerial conference, so that tariff reductions could either be implemented at zero
immediately, or be staged to r<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>