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A-57

Since production of footwear is highly labor intensive, large capital
outlays are not required to expand production. Therefore, it is likely that
both Taiwan and Korea could increase output sufficiently to meet any increase
in U.S. demand that would result from the expiration of the OMA's. Although
labor shortages which have characterized the industries in Taiwan and Korea in
recent years could result in some temporary bottlenecks to expanded output, it
is unlikely that this problem would persist for an extended period. Moreover,
if those European countries which are also important markets for Korean and
Taiwan footwear intensify trade restrictions on footwear imports from these
sources, Korea and Taiwan could be faced with excess capacity, which could be
used to expand output for meeting additional U.S. footwear demand.

Possible quantitative effects.——Based on recent historical trends,
estimates of the likely effects on U.S. imports ‘and production of continuing
or discontinuing the OMA's are presented in the following table. A more
detailed discussion of the methodology which was used in arriving at these
estimates is provided in the following section. The estimates of demand for
U.S. production were obtained by subtracting projections of imports from
projections of consumption for each restraint period shown.

Projections of apparent consumption, imports and domestic production,
quota years, 1980/81-1983/84 1/

(In millions of pairs)

1980/81  ° 1981/82 ' 1982/83 '  1983/84
Apparent counsumption : : : :
projections———————————-: 763.3 : 781.4 799.8 : 806.4
Imports projections: : : : :
OMA's continued-——————- : 368.4 : 372.8 : 377.3 : 381.8
OMA's discontinued——-—- : 368.4 : 395.7 : 415.4 : 432.6
Demand for domestic : : : :
production: : : : :
OMA's continued--———--—- : 394.9 : 408.6 422.5 424.6
OMA's discontinued--—--: : 394.9 : 385.7 : 384.4 373.8

1/ A quota year extends from July 1 through June 30 of the following year.

Source: Developed by the staff of the U.S. International Trade Commission
from U.S. Department of Commerce data on domestic shipments and imports of
nonrubber footwear.

Total U.S. consumption is projected to reach 806.4 million pairs by the
final restraint period 1983/84. Since total U.S. demand for nonrubber
footwear showed no consistent upward trend during most of the 1970's,
averaging 780.4 million over the past 5 years, the projection of an apparent
consumption level of over 800 million by 1983/84 may be overly optimistic.
However, it is much less optimistic than the petitioner's forecast of a
consumption level of 830 million pairs by 1983/84.
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REPORT TO THE PRESIDENT ON
INVESTIGATION NO. TA-203-7

NONRUBBER FOOTWEAR
UNITED STATES INTERNATIONAL TRADE COMMISSION
April 22, 1981
In accordance with sections 203(i)(2) and (i)(3) of the Trade Act of 1974
(19 u.s.c. 2253(i)(2) and (i)(3)), the United States International Trade
Commission herein reports the results of an investigation (No. TA-203-7)

conducted with respect to nonrubber footwear.

Summary of advice of the Commission

The Commission unanimously advises, on the basis of information obtained

in the investigation, that termination of the import relief presently in
effect with respect to imports of nonrubber footwear from Taiwan would have a
significant adverse economic effect on the domestic nonrubber footwear
industry and therefore advises that such relief should be extended for 2 years
at the 1980-81 quota year level 1/ on all categories of footwear covered by
the present relief except athletic footwear. The Commission further advises
that, if import relief with respect to Taiwan is extended, the certificate of
origin program concerning imports of footwear from Hong Kong should likewise
be extended, since the program is an adjunct to the relief with respect to
Taiwan.

Commissioners Alberger, Calhoun, and Stern further advise that

termination of the import relief presently in effect with respect to imports

1/ Commissioners differ with respect to the conditions under which relief
should be extended.
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of nonrubber footwear from the Republic of Korea and athletic footwear from
Taiwan would not have a significant adverse economic effect on the domestic

nonrubber footwear industry and therefore advise that such relief should not

be extended.

Commissioner Bedell further advises that termination of the import relief

presently in effect with respect to imports of nonrubber footwear from the
Republic of Korea and athletic footwear from Taiwan would have an adverse
economic effect on the domestic nonrubber footwear industry and therefore
advises that the present relief should be extended for 2 years at the 1980-81
quota year levels.

Commissioners Alberger, Calhoun, and Bedell further advise that any

proclamation extending relief should once again refer to the President's
residual authority in section 203(e)(3) of the Trade Act in order to make it
clear that the extended import relief includes the authority to provide

additional relief in the event the initial relief proves ineffective,

Background

The investigation w;s instituted on December 5, 1980, following receipt
on October 23, 1980, of a petition filed by the American Footwear Industries
Association, the Amalgamated Clothing and Textile Workers Union, AFL-CIO, and
the United Food and Commercial Workers Union, AFL-CIQ. Public notice of the
investigation and hearing was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington,

D.C., and by publishing the notice in the Federal Register of December 11,

1980 (45 F.R. 81688). A public hearing in connection with the investigation
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was held on March 9-10, 1981, in Washington, D.C. All interested persons were
afforded an opportunity to be present, to present evidence, and to be heard.

The information contained in this report was obtained from fieldwork,
from questionnaires sent to domestic manufacturers and importers, from
responses to Commission questionnaires sent in connection with the annual
nonrubber footwear reports (investigation No. 332-93), from the Commission's
files, from other Government agencies, from information received at the

hearing, from briefs filed by interested parties, and from other sources.






5

STATEMENT OF CHAIRMAN BILL ALBERGER, VICE CHAIRMAN
MICHAEL J. CALHOUN, AND COMMISSIONER CATHERINE BEDELL

On the basis of the iﬁformation before the Commission in this
investigation, it is our judgment that termination of the import relief
presently in effect with respect to nonrubber footwear from Taiwan would have
a significant adverse economic effect on the domestic nonrubber footwear
industry, and therefore we advise that such relief be extended at the
1980-1981 fourth quota year level for an additional 2 years in order that the
domestic industry may have more time in which to complete the process of
adjusting to import competition. However, Commissioners Alberger and Calhoun
advise that there is no need to extend such relief with respect to athletic
footwear from Taiwan.

In addition., Commissioner Bedeil is of the judgment that termination of
the import relief presently in effect with respect to imports of nonrubber
footwear from the Republic of Korea will have an adverse economic effect on
the domestic nonrubber footwear industry and therefore advises that such
relief should also be extended at 1980-1981 levels for an additional 2 vears.
However, Commissioners Alberger and Calhoun are of the view that termination
of the import relief presently in effect with respect to such imports from
Korea will not have a significant adverse economic effect on the dome#tic
industry and therefore advise that it need not be extended.

All three of us are of the judgment that the certificate of origin

program presently in effect with respect to nonrubber footwear from Hong Kong
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should be extended for such period of time as relief with respect to Taiwan is
extended, since this program operates as an adjunct to the relief concerning
Taiwan. We further advise that any proclamation extending relief should, to
the extent permissible by law, once again refer to the President's residual
authority in section 203(e)(3) of the Trade Act of 1974, in order to make
clear that the extended import relief includes the authority to provide
additional relief in the event this extended relief proves ineffective, l/ We
believe that effective use of this surge mechanism can be invaluable in
assuring that the industry receives the necessary relief to continue 1its
ad justment to import competition.

We are iﬂ full agreement (except as noted) in our assessment of the
health of the domestic industry and its efforts to adjust to import
competition. We are also largely in agreement with respect to our advice
concerning the impact of termination of relief on the domestic industry and
the need to extend relief. Since the bulk of the imports covered by the
present relief are from Taiwan, we are in full agreement, with the exception
of athletic footwear, 2/.regarding the need to extend the relief now in effect.

The major point of advice on which we differ concerns athletic footwear.
Commissioners Alberger and Calhoun are of the view that the athletic footwear

segment of the domestic nonrubber footwear industry is quite healthy and not

1/ A question was raised in the hearing and in submissions filed by both the
domestic industry and importers as to whether an extension of relief includes
the residual authority of the President to impose additional relief when an
OMA does not continue to be effective. This issue seems to be one more
properly answered by the President than by this Commission.

2/ See the additional statements of Chairman Alberger and Vice Chairman
Calhoun and Commissioner Bedell infra.
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in need of additional import protection. The bulk of the imports from Korea
are in the form of athletic footwear. Commissioner Bedell, on the other hand,
does not believe that the facts warrant the carving out of an exception for
athletic footwear and further believes that the Korean industry, although
smaller than that in Taiwan, has the ability to rapidly increase its exports
to the United States and thus jeopardize the domestic industry's adjustment
program already under way.

The above advice is based on our assessment of several factors, including
the present state of the industry's health, levels and trends of imports
during the relief period, particularly from Taiwan and Korea, efforts made by
the industry to adjust during the relief period, and the factors set forth in
section 202(c) of the Trade Act of 1974.

State of health of the industry and industry efforts to adjust to import
competition

During the import relief period, the long-term decline of the domestic
industry has slowed, employment and production levels have stabilized to a
degree, and some economic factors, such as profits, have even shown modest
improvement. However, the industry today is by no means healthy. During the
relief period, the industry has made major efforts to adjust to competition by
substantially increasing its investment in plant and equipment. The benefits
of these investments are just beginning to be felt, but it will be some time
before their full impact will be realized.

Domestic production, employment, and the number of firms producing

nonrubber footwear continued to decline during the relief period, although at
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a slower rate than during the period preceding relief. Thus, between 1976
(the last full year preceding relief) and 1980, domestic nonrubber footwear
production declined from 422.5 million pairs to 39.5 million pairs. This
represented a decline of 8 percent, as compared with a 20 percent decline in
production between 1972 and 1976, the period immediately preceding the OMA
relief. Similarly, the number of nonrubber footwear production workers
continued to decline from 149,600 in 1974 to 137,000 in 1977, the year in
which relief was first provided, to 129,000 in 1980. Further, the number of
firms producing nonrubber footwear has continued to decline, from 409 in 1974
to 334 in 1977, the year in which relief was granted, and to 307 in 1980.
Despite this continued decline in number of producers, the industry has
continued to have considerable unused productive capacity--23.8 percent in
1980 versus 23.3 percent in 1978 and 28.7 percent in 1977. 1/

The one area where there seems to have been some improvement in the state
of health of the industry is that involving operating profit margins.
Operating profit margins for the 68 firms furnishing usable data increased
from 5.8 percent in 1977 to 6.5 percent in 1978, declined to 6.4 percent in
1979, and increased to 8.5 percent in‘1980. However, the number of firms in
the industry operating at a loss has remained relatively constant during the

relief period (13 in 1977, 15 in both 1978 and 1979, and 14 in 1980). While

1/ Chairman Alberger and Vice Chairman Calhoun note that all of the declines
must be read against a general decline in apparent consumption and a slight
increase in import market penetration. Moreover, some part of the decline in
employment and in the number of producing firms must be viewed as part of the
industry's adjustment process. For instance, the decline in producing firms
tends to have come from the smaller producers. The decline in employment has
been at a faster rate than the decline in production, alluding to an
improvement in productivity. The impact of these factors is evident in

operating profit margins, the one area in which there seems to have been clear
improvement in the health of the industry.
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profits were clearly better in 1980 than in some earlier years, one
satisfactory year does not necessarily signify a trend.

The industry has made a considerable effort to improve its competitive
position vis-a-vis imports during the relief period. First, annual new plant
and equipment expenditures increased by about one-third between 1976 and 1979,
with more than half of this investment dedicated to new machinery, equipment,
and fixtures. Second, major technological innovations have been introduced or
more widely used to reduce labor input. Such innovations have included laser
cutting, flow molding, computer tape stitching, better lasting machinery,
injection molding, and unit bottoms. Third, with the help of programs funded
by the Department of Commerce, the industry has undertaken efforts to improve

its marketing, designing, and responsiveness to style changes.

Imports during the relief period

Import restrictions during the period of relief applied to imports from
only two countries, Taiwan and the Republic of Korea. The restrictions were
in the form of import quotas based on orderly marketing agreements which the
United States had negotiated with each of the two countries. The certificate
of origin program with Hong Kong was established during the relief period in
order to stem the alleged flow from Hong Kong of footwear assembled there with
parts made in Taiwan. The certificate program has functioned as a valuable
adjunct to the Taiwan quota and thus should be maintained if import resgraints
with respect to footwear from Taiwan are extended.

Taiwan filled all three elements of its quota in the first 3 years of the
relief period and will fill all three elehents in the fourth year if trends

through the first three quarters of the fourth year continue. Korea filled
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both parts of its quota in the first year of the relief period, but filled
only the larger of the two categories (athletic and footwear other than
leather) in the second and third years. 1In the fourth year, Korea seems
likely again to fill only its athletic footwear category, which was 85 percent
full at the end of the first 9 months of the quota year.

The quotas on imports from both countries have clearly restricted imports
from the two countries during the quota year. Imports from Taiwan totalled
166.5 million pairs for calendar year 1977, but only 122 million pairs, the
maximum permitted, during the first quota year (June 28, 1977-June 30, 1978).
Imports from Taiwan were peraitted to increase slowly to 130.7 millionm pairs
in the éresent quota year (a level not yet but likely to be reached). Imports
from Korea totalled 58.6 million pairs in calendar 1977, but were limited to
33 million pairs in the first quota year (July 1, 1977-June 30, 1978). The
fourth year quota permits Korean imports to increase to 38 million pairs.

Imports from all countries other than Taiwan and Korea have increased bv
an average of about 10 pe;cent per year during the calendar vears covered bv
the quotas (1977-1980). . In 1978 and 1979, imports from Italy more than
doubled, due to demand for a particular style of shoe, the ''Candie." Imports
from Italy declined to half’the 1979 level in 1980. It is our view that the
surge mechanism is approprigte‘for dealing with such increases and mav be

useful in looking at increasing imports from other countries not under

restraint.

Extension of relief for 2 years

Relief in the form of quantitative restrictions at present levels (i.e.,

July 1980-June 1981 levels?voﬁ imports of footwear from Taiwan (except, in the

10
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opinion of Commissioners Alberger and Calhoun, restrictions on athletic
footwear) should be continued for an additional 2 years for several reasons.

First, the industry needs added time to adjust. Four years is a short
ad justment period when viewed in the context of the length of time required to
devise and implement new technology, marketing approaches, and other
ad justment efforts. The recent recession and high inflation rate have made it
more difficult to invest in new plants and equipment or to modernize old
plants and equipment, which is a very important part of the ad justment
process. Further, the quotas did not have much of an impact on imports until
well into the first quota year because of large importer inventories built up
in anticipation of some kind of presidential action. In view of the
anticipated slowness of this adjustment process, the Commission recommended at
the time it found the requisite serious injury in early 1977 that relief be
provided for the full 5-year initial period. 1/

Second, the overall industry is not "healthy" at this time, even though
many of the key economic indicators which together show its overall condition
have stabilized. Better profits for 1 year, 1980, are not necessarily
indicative of a trend. Import penetration during the relief period has
increased from 44 percent to 49 percent, which means that the domestic
industry is giving up nearly one half of its home market to imports and
remains vulnerable to increased penetration and injurv in the absence of
additional protection. However, in view of efforts presently being made bv

the industry, there is good reason to believe that the industry, with another

1/ In the earlier investigation, No. TA-201-18, Commissioner Bedell found

the industry to be seriously injured and recommended the provision of relief
for a 5-year period. )

11
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2 years of relief, will be more demonstrably on its way to recovery and better
able to withstand import competition.

Third, Taiwan, with iﬁs export-oriented production and competitive
prices, remains a serious threat to the domestic industry. Taiwan has
consistently filled all three categories of its quota, indicating that imports
from Taiwan would be appreciably higher, perhaps as high as or higher than
pre—-quota levels, in tﬁe absence of an extension of relief. The domestic
industry has raised its prices only moderately since the beginning of relief,
by about 9 percent annually, primarily in response to rising raw material
(especially leather) and labor costs. Termination of relief at this time
would exert downward pressure on industry prices and increase the
vulnerability of the industry.

Fourth, the domestic nonrubber footwear industry is one that has been
long beset with import problems. It has sought import relief since the late
1900's but only received relief since 1977, although many firms and workers in
the industry had received adjustment assistance prior to that time. Congress
clearly had the well-being of this industry in mind when it passed the Trade
Act of 1974 and when it subsequently made some minor changes to provisions

relating to section 20l investigations. 1/ The industry provides employment.

1/ For example, Congress provided in sec. 503(c)(l) of the Trade Act (19
U.S.C. 2463(c)(1)) that most nonrubber footwear articles are by law
"import-sensitive articles'" and are therefore not eligible for dutv-free
treatment under the Generalized System of Preferences (GSP); and in 1976
Congress amended sec. 330(d) of the Tariff Act of 1930 (19 U.S.C. 1330(d)) to
redefine the concept of '"remedy finding" of the Commission in view of
Congress' inability to require the President to provide relief as a result of
the first affirmative Commission footwear determination under sec. 201 of the
Trade Act (investigation No. TA-201-7)--sec. 1801(a) of the Tax Reform Act of
1976 (Pub. L. 94-455, 1976).
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to thousands of low-skilled persons, mostly located in small towns, a majority
of them women, a large proportion of whom are older, and many of them of
minority groups. They are among our lowest paid industrial workers, earning
an average of $4.42 per hour in 1980. Alternative employment generally is not
available. Many are secondary wage earners for whom relocating is out of the
question because it would require relocation on the part of their spouses or
other family members. We believe that the industry is on the threshold of
recovery and that extension of the present relief should make it possible to
preserve many of these jobs after extended relief expires.

In deciding what advice we would give, we reviewed the various
considerations set forth in section 202(c) of the Trade Act and have touched
upon many of these considerations in the discussion above. While we subscribe
to the comments regarding these considerations set forth beginning on p. A-87
of the attached report, we would like briefly to comment further on several of
them. First, the information before the Commission clearly shows that the
United States is the focal point for exports of nonrubber footwear from
Taiwan. The United States is and has been the most open large market in the
world for footwear imports despite the recent restrictions. Most of the
production facilities in Taiwan remain geared to serving the U.S. market.
Second, we do not believe that relief has had or that the extension of relief
will have a significant impact on U.S. consumers. During the relief period
prices have risen only modestly and sufficient quantities of all types and
styles of footwear have remained available. Third, we believe that the relief

presently in effect has been generally effective in promoting adjustment bv
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the industry to import competition. However, as indicated above, we believe
that the relief can be more effectively implemented and that extension as
indicated is essential for sufficient adjustment to occur. Finally, we
believe, for reasons articulated above, that significant economic and social
costs may be incurred by taxpayers, communities, and workers if the present

relief is not extended.

Additional statement of Chairman Alberger and Vice Chairman Calhoun

As stated above, it is our advice that relief with respect to all
nonrubber footwear imports from Korea, which is primarily in the form of
athletic footwear, and athletic footwear imports from Taiwan can be terminated
without adversely affecting the domestic industry to any significant degree.

It is our judgment, based on the best information available to us, that
the segment of the domestic nonrubber footwear industry producing athletic
footwear is healthy and has been for the duration of the relief. This
judgment was confirmed by testimony of the only domestic industry official to
appear at the hearing urging extension of relief; no other producer of
athletic footwear suppliéd information to the contrary. 1/ While most
categories of nonrubber footwear experienced continuous declines in productien
during the period of import relief, production of athletic footwear increased
56 percent, from 16 million pairs in 1977 to 25 million pairs in 1980, This
significant increase occurred despite an equally significant overall increase
in the level of imports of athletic footwear. The relative shares of the

market held by domestic producers and by importers remained essentially

l/ See the testimony of Jerry Turner, Executive Vice Presidentbéf Brooks

Shoe Manufacturing Co., in the transcript of the Mar. 9, 1981, public hearing,
pp. 125-322, especially p. 190.
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unchanged throughout the period. The net effect, therefore, is that both
domestic producers and importers have benefitted equally in the growing market
for athletic footwear. Further, the best available financial data concerning
domestic firms producing athletic footwear 1/ indicate that such firms have
had an average operating profit margin during the relief period which is
considerably higher than the average operating margin of 6.8 percent for the
domestic industry during the relief period.

As a further matter, close analysis of the pattern and concentration of
imports from Taiwan might suggest the possibility of terminating import
restrictions with respect to Taiwan on certain types of shoes. Such a
termination of restrictions could be based on information showing that these
types of shoes are characterized by low total import penetration from Taiwan,
concentration of these imports in the lower price ranges, and concentration of
domestically produced shoes in the medium and higher price ranges. A further
characteristic of these types of shoes is high import penetration from
countries not covered by the OMAs. 1In this regard, we consider six types of
shoes: men's, youths's and boy's leather dress shoes and casuals; men's,
youth's, and boy's leather boots; leather work shoes; women's and misses'
leather dress shoes and casuals; women's and misses' leather boots; and
leather sandals. During the last 2 years, import penetration from Taiwan for
all of these types of shoes was less than 7 percent, and in each of these

types, imports from Taiwan were concentrated in the two lowest price ranges.

1/ We have based our judgment on questionnaire data received from four firms
accounting for 17 percent of total domestic production of nonrubber athletic
footwear in 1980.
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We have considered this argument and decided to raiée it for the
President's review. However, we are concerned that, if these items were
removed, Taiwan has the ability to shift production into those exempt

categories. That would nullify the remaining relief to the domestic industry

during the 2-year extension period.

We would terminate all relief with respect to Korea for two reasons.
First, the major portion of the nonrubber footwear imports entering under the
Korean quota is athletic footwear covered by the category commonly called K-2,
which contains vinyl footwear, and footwear not covered by the other Korean
category. In our view, the U.S. industry no longer needs protection from such
imports.

Second, Korea has failed to fill in 2 of the last 3 years the second part
of its quota (the category commonly called K-1, which covers leather footwear
other than athletic), and it seems unlikely to fill this second part in the
fourth year as well. In the third quota year, Korea filled only 31.7 percent
of that part of its quota, and in the first 9 months of the fourth quota year
Korea had filled only 23 percent. Imports entering under category K-1 have
been negligible, accounting for approximately 1 percent of total apparent U.S.
consumption during the relief period. We are persuaded by the Koreans' claim
that they have lost their competitive advantage in this field as a result of
increased raw material and labor costs. 1/ Because imports of such leather
footwear from Korea have been far under the level allowed by the quota and

because it appears unlikely that a continued quota would have a restraining

l/‘See, for example, the posthearing brief of the Korean Footwear Exporters
Association and the Korean Leather Products Exporters Association, p. 1
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effect on such imports in the near future, we advise that this aspect of the
quota be terminated. If such imports suddenly increased again, an event we
think most unlikely, the sufge mechanism should be used to deal with them.

Finally, it is our view that the extension of import relief with respect
to Taiwan may, if certain conditions are met, be further relaxed at the
present rate of a 2.4 percent quantitative increase per year. The gradual
reduction in the level of relief that was built into the existing OMA with
Taiwan theoretically promotes the continuing process of adjustment to import
competition during the period of relief. While we generally agree with this
mechanism for easing the domestic industry into a more competitive
environment, we believe that this orderly transition could be seriously
disrupted by surges of imports from other countries not under an agreement.
Thus, it is our view that the relaxation of import restraint levels with
respect to imports from Taiwan should only be undertaken if the surge
mechanism is to be continued as part of the extended relief and if it is
effectively utilized to prevent any further erosion of the market share held

by the domestic industry.

Additional statement of Commissioner Bedell concerning relief with respect to
imports of athletic footwear and imports from Korea

I advise that import relief presently in effect should be extended for 2
years and, more specifically, that the relief applicable to athletic footwear

from Taiwan and nonrubber footwear from Korea should not be terminated. My

reasons for these conclusions are set forth below.

First, I do not think that there is sufficient information to permit us

to draw separate conclusions concerning the athletic footwear segment of the
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domestic industry. My colleagues have based their conclusions in large part
on financial information supplied by four firms accounting for only about 17
percent of domestic athletic footwear production. These four firms were the
only firms to supply us with usable financial information primarilv relating
to athletic footwear operations. I do not believe that data from four firms
accounting for only 17 percent of domestic athletic footwear production is
necessarily representative of general conditions concerning such praduction in
the United States. Furthermore, financial data received from other large
domestic producers of athletic footwear who make other types of footwear and
who could not or did not provide separate financial data on the profitabilitv
of their athlétic footwear operations show profit margins which closely
approximate the average profit margin of the whole industry and therefore
indicate that the profit margins of the four firms may well not be
representative of profit margins for athletic footwear operations. Thus,
while it is possible that some domestic producers of athletic footwear mav be
doing well, there is no body of information which convinces me that on balance
the economic condition of athletic footwear operations differs markedly from
nonathletic footwear operations.

Second, I believe that producers of footwear in Taiwan and Korea continue
to pose a serious threat to domestic nonrubber footwear producers, including
those producing athletic footwear. Korea in particular filled the athletic
footwear category of its quota in the first 3 years of the quota period and
had filled 86 percent of the fourth year quota in the first 9 months of the

quota year. Furthermore, Taiwan, which does not have a separate quota
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category for athletic footwear, has filled all three of its quota categories
in the first 3 years of the relief period and will do so again in the fourth
year if present trends continue. Even with orderly marketing agreements in
place, Taiwan and Korea accounted for 65 percent of domestic athletic footwear
consumption in 1980. Thus, I believe that in the absence of continued relief
imports of athletic foowear from Taiwan and Korea will increase both in
absolute terms and as a share of U.S. consumption.

Third, Korean nonrubber footwear exports in general remain a serious
threat to the domestic industry. Korean production is highly export oriented,
and an average of nearly 60 percent of Korean footwear exports have been
shipped to the U.S. market during the period 1977-80. The Korean industry is
dominated by four firms which collectively account for over half of total
Korean footwear production (including types of footwear not covered bv the
relief). The industry has shown considerable ability to accommodate to
changing market conditions and has upgraded the quality of its exports during
the relief period. This adaptability of the Korean industry and knowledge of
the rapid rate at which Korean exports to the United States increased prior to
the imposition of quotas (Korean exports of nonrubber footwear to the United
States increased at an annual rate of 85 percent during 1974-77) lead me to
believe that the conditions confronting the U.S. industry with regard to
Korean imports in 1977 could readily recur and jeopardize the ad justment

process underway if existing relief is allowed to terminate.

19



20



21

STATEMENT OF COMMISSIONER PAULA STERN

Framework for Advice

The purpose of this investigation -- and of this statement -- is
to provide advice upon which the President can base his decision to
extend or alter the import relief program currently in effect for the
domestic nonrubber footwear industry. The Commission's counsel is
based on its "judgment as to the probable economic effect on the in-

dustry of the extension, reduction, or termination of the import relief

. .7 (emphasis added) */ Section 203(i)(4) of the Trade Act directs that
suca advice take into account all relevant economic factors, including the
considerations set out in section 202(c) and the progress and specific
efforts made to adjust to import competition. *%/

My examination of these factors takes place within the framework
of the dual objectives of the escape clause: (1) the prevention or
remedy of serious injury to the domestic industry, and (2) adjustment
of the industry to import competition. **%/ Essentially, in order to

merit extension of import relief under the escape clause, it must be

*/ This investigation was instituted under sections 203(i)(2) and
203(i)(3) of the Trade Act of 1974 (Trade Act).

% ) Section 203(1)(4)Aof the Trade Act. For statutory background

on section 203(i) see Views of Commissioners Alberger and Stern, Stainless
Steel and Alloy Tool Steel (Investigation No. TA-203-5).

Kk Section 203(a) of the Trade Act. See also Trade Reform Act:
Report of the Committee on Finance . . . . S. Rept. No. 93-1298 (93d
Cong., 2d Sess.) 128 (Senate Report),
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clear that aﬁ industry is either still experiencing serious injury

or has not adjusted to import competition, or both. f/ In either

case the probable economic effect of termination would be adverse,

assuming that the foreign potential to supply has not shifted significantly
since the original investigation.

Section 203(i) (4), however, provides guidance which should take the
Commission beyond a simple comnarison of the health of the domestic industry in
relation to the two goals of the escape clause. For example, by directing
the Commission to examine specific efforts made by the industry to adjust,
the statute implies that if an industry is not making serious adjustment
efforts the Commission need not advise the President to continue reljief,

The legislative history of the escape clause supoorts this view: #*%/

The escape clause is not intended to protect industries
which fail to help themselves become more competitive
through research and investment efforts, steps to im-
prove productivity and other measures that competitive
industries must continually undertake. K*k/

*/ To make such a judgment, focus is placed on the current state of
the industry. But, the "current" focus is not done with blinders on.
The latest data is assessed in relation to industry indicators not only
for the relief period, but also in relation to the condition of the
industry health prior to the provisions of relief.

*%/ Section 203(i) (4) has not been specifically interpreted by the
Congress.

*%%/  Senate Report, at 122.
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The framework for my advice regarding the scope of relief in
an extension period is derived from section 201(d) (1) (A) which limits
the remedy to only such relief as is ''mecessary to prevent or remedy
the injury." This direction applies equally to a 203 investigation.
In an investigation instituted under section 203(i) (2) the Commission

" not simply extension or termina-

is instructed to consider 'reduction,
tion of import relief. Section 203(h) makes clear that Congress's
intent is that relief be phased down "to the extent feasible' and if

extended, be at a level no greater than that in effect immediately

prior to the extension. The petitioner's position in this investigation,
: P g

that exemption of a particular category of footwear or a particular

' is not wvalid.

country from a recommended extension is "impermissible,'
In a 203 investigation, any relief should be tailored to the problems

at hand at the time of the investigation.
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Condition of the U.S. Nonrubber Footwear Industry */

U.S. workers in the .labor-intensive nonrubber footwear industry are
not overpaid relative to U.S. wage earners in general. **/ But, they
are paid considerably more than their foreign counterparts. In 1978,
for example, average hourly earnings in Korea and Taiwan averaged
15 percent ofbthe U.S. rate. This significant wage rate differential
has given rise to the view of some that this industry is terminally ill--
that for this industry adjustment to import competition consists of an
orderly demise. Others point out that competition in the footwear
industry encompasses many factors besides wage rates--that appropriate
marketing strategies and manufacturing flexibility together with innovative
production techniques and proximity to the market could result in adjust-
ment to import competition in carefully selected product lines. Data
gathered in this investigation support this more optimistic view.

The domestic nonrubber footwear industry is no longer experiencing
serious injury. It is clearly adjusting to import competition; declaring

the industry as a whole adjusted to import competition would be premature.

* % %

*/ I do not believe that Commissioners are bound in a 203 investigation,
under the escape clause statute or through the principle of res judicata,
to the Commission majority's industry definition made at the time of the
original 201 investigation. The doctrine of res judicata applies to deci-
sions of administrative agencies only when the agency is acting in a judicial
capacity and confronted with a set of static facts (i.e., facts that cannot
change). 1In the present case the Commission is neither acting in a judicial
capacity nor confronted with a set of static facts. Nevertheless, I do not
find it necessary or feasible to revise the 201 industry definition in this
case. Since section 203 is a remedy exercise, it is possible to examine
appropriate segments of the industry without formally changing the industry
definition. 24

*%/ Workers in plants producing nonrubber footwear were paid substantially
lower wages than workers in nondurable manufacturing during the 1974-80
period. See Report, A-36. fo
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Some of the data */ gathered in this investigation show further
negative trends since the 201 investigation -- but the magnitude of
these trends certainly does not parallel developments prior to the pro-
vision of import relief. **/ Though consumption was basically steady
from 1977-79, dropping significantly only in 1980, shipments and capacity
fell regularly, 10 percent (in quantity) and 6 percent respectively from
1977-80. ***/ Production and employment held nearly steady from 1977-78
but dropped thereafter. From 1978-80 production declined 6 percent and
employment dropped 3 percent. Meanwhile inventories rose 4 percent in

quantity over the relief period and 53 percent in value.

*/ The Commission staff made strenuous efforts to obtain responses to
the questionnaire which was sent to all domestic nonrubber footwear pro-
ducers. Despite these efforts, the response rate of the petitioning in-
dustry was disappointing. Even some companies which undertook the con-
siderable time and expense to send a representative to Washington to
testify at the Commission's hearings did not respond to the questionnaire.
I do not think it is appropriate to speculate that companies that did not
respond were too unprofitable to do so. One could just as easily speculate
that such non-respondents are so profitable that they chose not to submit
data in order to encourage a recommendation for extension. Fortunately,
the questionnaire data for certain indicators can be supplemented in this
investigation by Department of Commerce (DOC) data. On factors not avail-
able from DOC, e.g., profitability, I must rely on the questionnaire re-
sponses alone.

**/ Over the five-year period prior to the provision of import relief
(1971-76), data indicate that domestic capacity, production, shipments,
and employment all declined by approximately 20 percent.

Kk / Though the OMAs began in mid-1977, the data used in this anélysis
will include all of 1977. Data is not available which precisely coincides
with the OMAs. I do not believe that the use of full 1977 data seriously

affects my analysis.
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Do these negative trends demonstrate continued serious injury?
The petitioners certainly think so; those opposed to the petition do not.
First, some opponents suggest that these data point to "stabilization"
of the industry in a condition which is said to be an improvement over
serious injury. Second, other opponents to the petition suggest that,
to advise the President that the "reconstituted" industry is still ex-
periencing serious injury, the Commission must, in effect, find a reoc-
currence of serious injury during the relief period. These parties seem
to expect the Commission to isolate the data for the relief period alone
to ascertain if the negative trends from the beginning of the relief
period (1977) to the end of the relief (1980) are of sufficient severity
to support a finding of serious injury.

I reject both suggestions of the opponents. The slowing of some
negative trends since the 201 does not necessarily indicate "stabiliza-
tion" in an improved condition; such trends could instead indicate
"stabilization" in a condition of serious injury. Examination of all
the information available in the investigation is necessary.

The second suggestion is simply not in line with the statute; no-
where does the statute direct the Commission to focus exclusively on the

relief period to determine anew if the industry has been seriously injured. */

jj My reference to the serious injury factors in the Views of Commissioner
Alberger and myself in Stainless Steel and Alloy Tool Steel was not intended
to imply that an industry must demonstrate existence of serious injury for

the relief period exclusively.
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Since the aim of import relief is to lessen import competition for a
temporary period, it would be illogical to expect a domestic industry
to demonstrate serious injury substantially caused by imports during

a period when relief from such injury was in effect.

Examination of the additional available data in this investigation
reveals that the petitioner's view is equally unconvincing. 1In particular,
the financial data belie the assertion that the industry is still experi-
encing serious injury. 1In 1980 the pre-tax profit margin for the non-
rubber footwear industry at 7.4 percent was nearly at the level of all
manufacturing (7.8 percent). */ Moreover, the strong financial performance
in 1980 was not limited to the largest firms. A look at the operating
profit margin of firms by range of production reveals that for all cate-
gories, except the smallest, the profit margin was 6 percent or above.

It is difficult to determine the profitability of these small firms since
many are owner-operated and profits are taken out in salaries and other
benefits. **/ The largest firms (with production ranges of from 2 mil-
lion to 4 or more million pairs) which account for roughly 85 percent of
U.S. footwear production averaged profit margins of from 8.3 to 9.3 per-

cent in 1980.

*/ Report at A-45.

%/ Ibid,, at A-43,
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Since the nonrubber footwear industry is not a capital intensive
industry, an average profit return on net sales can produce a higher
than average return on total assets and stockholders' equity. Still the
data for 1980 are striking. Both the ratio of net profits before taxes
to total assets and the ratio of net profit before taxes to stockholders'
equity rose over 50 percent from 1979 to 1980, While these two ratios
were below the rates for all manufacturing in 1979, they were either
twice or nearly twice the rate for all manufacturing in 1980,

Given this financial performance, the industry can no longer be
sald to be experiencing serious injury. The more difficult issue is
whether the industry has adjusted to import competition. Neither the
statute nor the legislative history provide a definition of such "ad-
justment." */ A natural measure of "adjustment" is the standard busi-
ness measure of success ~- profitability, 1In fact, in this case where
import levels did not decline over the relief period **%/, a good profit-
ability "showing' is more indicative of "adjustment" to open trading
conditions than of adjustment to a stringently protected market. The
performance of the industry in foreign markets may also be a sign of

adjustment. From 1977-80 exports grew some 141 percent. **%/

*/ S. Rept. at 128 and Trade Reform Act of 1973: Report of the Committee
on Ways and Means . . . , H. Rept, No. 93-571 (93d Cong., lst Sess., 1973), 52.

*x/ The level of imports remained basically steady over the relief period,
except for the "surge'" in 1979, as a result of a fleeting but substantial
fashion shift to Italian made "Candies." The import/consumption ratio grew
two percent over this period. See Report at pp. A-14-15 and ~--4, 28

*%%/  Report at A-32.
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Over the reliéf period the industry, with intensive government
support, has made serious efforts to adjust. These efforts are detailed
on op. A-19-25 of the accompanying report. Though increases in capital
expenditures (in‘real terms), and productivity are not particularly im-
pressive, the participation in the Department of Commefce's Footwear
Revitalization Program, the results of the Commission questionnaire on
efforts to compete, and the data on the spread of use of new technologies
in the industry all indicate that the industry is making adjustment
attempts.

The record as a whole yields a picture of an industry in the
process of restructuring that is beginning to see the fruits of its ef-
forts. The negative trends are in part a reflection of this restructuring.
Information on plant closings must be balanced with the fact that a
substantial number of new plants opened during the same period. */

The number of small producers -- historically the least profitable ac-
cording to published data -- has declined dramatically. The number of
producers at the upper end -- 1 million to over 4 million pairs -- has
increased. The financial data seem to demonstrate that the results of

this shifting have only recently become visible., From 1977-79 the net profit

*/ Report at A-27. The usefulness of the available data on openings
and closings is limited. The staff was not able to ascertain how many
closings were in fact consolidations.
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before taxes to net sales ratio for the industry was below that of
other manufacturers in each year, During that period, however, the
largest producers still made respectable profits. In 1980 profitability
for nearly the entire industry increased dramatically. */

It is still too soon to pronounce the industry "adjusted."
The recent stronger industry performance -- particularly
the 1980 financial data -- has been aided by ephemeral fashion trends
(for example, for the '"preppie'" look and cowboy boots) and by the decline
in the record-high 1979 leather prices without a concomitant decline in
shoe prices. Without these favorable circumstances, the current con-
dition of the industry might be less rosy. As a whole, the industry is
adjusting, but it needs more time to consolidate its position, to assure
that its 1980 performance is at least a new plateau if not the beginning

of a resurgence.

*/ Report at A-42 and discussion on profit and loss on pp. 27 - 2R

of this statement.
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Relief Under Proclamation 4510

Taiwan

Termination of the Orderly Marketing Agreement with Taiwan in
June 1981 would have a significant adverse economic effect on the U.S.
industry and therefore the relief should be extended for two additional
years. Some adjustments in the level of relief, however, would be ad-
visable.

* Kk %

Taiwan is by far the largest foreign supplier of nonrubber foot-
wear to the U.S. market. Even with the OMA in place Taiwan's exports
to the U.S. in 1980 were more than triple those of the next largest
foreign supplier. In that year, imports from Taiwan accounted for 39.4
percent of total U.S. imports. */

Taiwan is capable of substantially increasing its exports. **/

The industry is almost entirely export-oriented, with only three

*/ Report at G-4.

w%/ Both the petitioner and the Commission staff have projected the
level of import growth if OMAs were discontinued based on historic trends.
The validity of extrapolating a trend is based on the assumption that

what happened in the past will continue in the future. In the case of
footwear imports, there are two good reasons to expect that the future
will not be like the past. First, the growth rates of imports in the
early 1970's were high because they began from a small base. Second,

new competitors have become established over the OMA period. It will be
much more difficult for Taiwan and Korea to resume their pre-OMA growth
rates if the OMAs are terminated. The Commission staff has tried to take
some account of these factors in its projections. Nevertheless, I consider
historically-based projections of future import levels without OMAs to be
of limited value in assessing the expected impact of termination of OMAs
with particular countries. A more reliable estimate of the real potentidl
of a country to .supply the U.S, if relief is terminated can be obtained by
also considering the current condition of its industry.
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percent of productioﬁ retained for the domestic market. This export
performance is important to Taiwan; in 1979 footwear manufacturing
ranked as Taiwan's fourth most important export industry in terms of
value. Exports to the U,S. already comprise the bulk of Taiwan's total
exports (51 percent), and the possibility that even more shipments
could be directed to the United States is real since Taiwan faces
import restrictions in a number of other countries, */
The nature of Taiwan's shoe industry also demonstrates the poten—
tial for increased exports to the United States. Factories in Taiwan
are small, with the average factory employing about 200 to 250 workers,
and they are capitalized at low levels. In 1979, approximately half
of the factories were capitalized at less than $83,000. As a result,
the industry is characterized by much fluidity. The ease with which
it can grow has been seen. From 1967 to 1973 the number of shoe factories
in Taiwan increased from 30 to 280; by 1979 there were 582 factories.
Developments over the relief period have not significantly altered
Taiwan's potential. Though labor is said to be tight, labor turnover
in this industry is high, and given recent rapid increases in wége rates
it is doubtful that labor availability will seriously affect the growth
rate of the industry. Currently, the real limit to Taiwan's growth is the

size of the unrestricted world market. Competition from other low cost

*/ Report at A-53 and A-67.
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producers (e.g., Hong Kong, Singapore, PRC) is growing, but at least
for the near future importers have indicated that Taiwan is still the
preferred supplier. */ Taiwan's short-term prospects are particularly
good, as its major competitor, Korea, is facing higher costs.

Taiwan's shipments to the United States under the OMA fall into
three categories. **%/ All three categories have been completely filled
throughout the entire relief period. These shipments cover a broad
spectrum of shoe categories. Taiwan's U.S, market share increased over
the OMA period in women's and misses' leather boots; men's, youth's and
boys' plastic dress and casuals; women's and misses' plastic dress and
casuals; women's and men's plastic boots; men's, youth's and boys'
fiber dress and casuals; and athletic footwear. In two other categories
—-- women's and misses' plastic sandals and women's and misses' fiber
dress and casuals -- its share fell during the OMA period, but it was

still substantial, 55.2 percent and 26.8 percent respectively, Clearly, Taiwan's

*/ Hearing Transcript at p. 349, American Importers' Association
Prehearing Brief at pp. 21-24, Volume Footwear Retailers of America
Posthearing Brief at p. 6.

x%/ Report at A-6.
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capability creates competitive pressure on the U.S. industfy over a
broad range of product lines.

In my view the condition of the U.S. industry warrants an exten-
sion of the OMA with Taiwan for an additional two years. The domestic
industry has presently not adjusted to the point that it would not be
adversely affected by termination of the Agreement in June 1981. But
the data on the industry are favorable enough that I advise against
extending relief for the entire three years permissible under the
statute. Continuation of the certificate of origin program instituted
witﬁ Hong Kong to prevent the transshipment of shoes made in Taiwan is
also appropriate. Transshipment could just as easily become a problem
during an extension period as it did during the original relief period
before the certification process was established.

I further advise two adjustments to the relief. First, in line
with the discussion below (see Korea, p. 38 ), I advise exclusion of
athletic footwear. I do not think it would be equitable to terminate
the OMA with Korea and yet include athletic footwear in a new OMA with
Taiwan.

Second, I think it would be useful to adjust the overall quota
levels upward each year as was done under the original OMA. Congress
clearly intended that relief under the escape clause be phased down to

the extent possible during the relief period. */ Congress's aim was

*/ Trade Act, sections 203(h)(2), 203(h)(3) and 203(h) (4).
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to encourage a more orderly adjustment process. Increasing the number

of imports each year in the relief period necessitates adjustment de-
cisions by firms and workers thereby preparing them for the legally in-
evitable time when relief expires. In this industry many workers do

not have the skills or mobility that facilitate adjustment., A
phase-down of relief would encourage workers to make realistic plans rather
than deluding them with an unsustainable sense of security,

The current OMA allows for a yearly increase of 2.4 percent in
the overall quota level. I advise that if an OMA with Taiwan is extended
that provision also be made for a similar?/ or somewhat higher increase
in the quota level each year. 1In light of the consumption projections
made by the Commission staff **/, such an increase would not place an
undue burden on the domestic industry, but would encourage further ad-
justment.

This advice was developed taking into account section 202(c)
considerations, some of which have already been addressed. A full
discussion of these considerations, which I endorse, is included in
the Report (at pp. A-63 through A-67). 1In these views I want to emphasize
that I have closely examined the economic and social costs that may be
incurred by taxpayers, communities and workers if the present relief is
not extended (section 202(c)(9)) as well as the costs of extension of
relief to consumers (section 202(c) (4)). Though the negative effects on

consumers were alleviated to some degree over the original OMA period as

*/ I point out that Chairman Alberger and Vice Chairman Calhoun havas
also discussed a relaxation of relief along the same lines.

%%/ Report at A-59.
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a number of U.S. impdrters simply initiated or expanded purchases
with non-controlled foreign producers of low-cost footwear, it is
clear that the OMA did increase the burden on consumers and that an
extension will continue this burden. */ Limiting an extension with
Taiwan to two years and including the adjustments I have advised will
lessen this burden somewhat. I also considered two further adjustments
that were appealing in terms of consumer interests -- exclusion of
low value footwear and/or exclusion of children's and infants' footwear.
In conclusion, however, I must advise that, based on the information
before me, the economic and social costs to the U,S. industry and its
workers of these adjustments outweigh the benefits they would provide to
U.S. consumers.

It is true that the U.S. industry has not played a key role
in supplying the domestic market with low-priced footwear (e.g., $4-and-
under a pair) except in the children's and infants' and athletic cate-
gories. **/  But with the adoption of labor-saving devices such as
injection molding machines, the industry seems to be developing a new.
competitive capability in this market. *#*%*/ Exclusion of low-priced
footwear from the OMA could stymie these developments. Innovative low-
priced produqers using the latest technology could use more time to de-

velop their marketing strategies and consolidate their supplier links.

*/ Report at A-356.

*%/ Report at A-49.

*%%/  Hearing Transcript at 152-3. 36
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The existencerof a low-value footwear exclusion would also have
an adverse impact on domestic producers of medium-priced shoes. Some
consumers might shift away from purchases of domestic medium-priced
shoes as the supply of cheaper shoes from Taiwan increased. Also, gome
producers in Taiwan would undoubtedly lower the prices‘of their
shoes to avoid the OMA, particularly since they would no longer have to
pay the alleged quota fee. As producers of shoes priced closest to the
value-break lower their prices to avoid the OMA, the competitive pressure
on U.S. producers of medium-priced footwear would further increase.

The relief provided by the extension would thus be nullified. */

I also considered exclusion of children's and infants' footwear.
Data available to the Commission, however, indicate that this segment
of the domestic industry is particularly weak. Profitability in 1980
was well below the industry average. **/ The probable economic
effect of an exclusion would, therefore, argue against excluding this

category from relief.

*/ Likewise, I agree with Chairman Alberger and Vice Chairman Calhoun
that exemption of certain leather footwear types from the OMA coverage
would nullify the remaining relief.

**%/ Profitability refers here to operating profit margin. See Report
at A-60.
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Korea

Termination of the Orderly Marketing Agreement currently in
effect with the Republic of Korea would not have a significant adverse
effect on the U.S., industry.

* % %

Korean exports to the U.S. that are controlled by the OMA fall
into two categories: leather footwear except athletic (K1) and leather
athletic footwear (K2). However in 1980, nearly 77 percent of such ex-
ports were leather athletic footwear, The quota has been completely filled
for this category in each quota year, and in fact adjustments permissible
under the Agreement have been made to accommodate maximum allowable
exports. Still the OMA has probably been only minimally effective in
controlling the level of Korean athletic footwear exports. Korean
manufacturers learned early on that with only a minor adjustment to the
shoes (substitution of a vinyl for a leather strip) shipments could be
made under a TSUS item (700.60 rubber/fabric footwear) that was not
covered by the Agreement. */ Shipment of athletic shoes as rubber
footwear has not been entirely satisfactory for Korean manufacturers,
however. U.S., duties on medium- and lower-priced athletic footwear amount

to about $1.50 to $2.25 a pair more if the shoes are classified as rubber

*/ See Report at pp. 10-11 and Table 6 at G-18 which show the rapid
increase in rubber/fabric exports after the institution of the OMA,
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rather than nonrubber footwear. As a result, termination of the OMA,
or exclusion of athletic non-rubber footwear, is likely to bring about
a reverse shift -- a leather strip would be substituted for a vinyl
strip to obtain the duty savings. Overall, I would expect exports to
the U.S. to inﬁrease only to the extent that this duty savings, if
passed on to the customer, creates some additional demand.

In light of the objectives of the escape clause, however, U.S.
producers of athletic footwear -- the segment of the industry most
fully affected by Korean shipments —-- should not be protected from this
somewhat intensified competition. These producers have had a robust
performance over the relief period despite the limited protection pro-
vided. Shipments and production of athletic footwear increased roughly
56 percent from 1977 to 1980 and there has been a substantial increase
in U.S. exports of inexpensive mass-produced athletic footwear. Inven-
tories were cut in half over the period, and unfilled orders increased.
Capacity utilization, at about 81 percent, was well above the average
for other segments of the nonrubber footwear industry. Furthermore, data
available to the Commission on the financial performance of U.S. footwear
producers with substantial athletic footwear production shows that profits
for these producers over the entire OMA period have been higher than the

industry average and that for both 1979 and 1980 profit margins were above
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the level for all U.S. nondurable goods and for all U.S. manufacturing. */
The opponents of the petition referred to this very favorable view of
the profitability of the domestic athletic producers a number of times
during the hearing and the petitioners never disputed it.‘nii/ The data
show that U.S. athletic producers are healthier than the
industry as a whole. Relief should not be extended.

It is also no longer appropriate to continue controls on Korea's
K1 exports, but for different reasons. Since the first quota year
Korean exports to the U.S. of Kl footwear have been steadily plummeting.
In the third quota year only about 32 percent of the quota was filled.
From 1977-80 combined exports of leather work shoes and other nonathletic
shoes fell regularly from 10.6 million pairs to 4.9 million pairs. Dur-
ing the same period shipments of men's, women's, and children's vinyl
footwear fell to only 1 million pairs. These developments appear to
relate to changed circumstances in the Korean industry.

The structure of Korea's footwear industry is very different from
that of Taiwan. The industry is comprised of a small number of very

large producers which are highly capitalized. These producers use

*/ All statements, except the statement on capacity utilization, are
based on data in the Report. The source for the capacity utiliza-
tion statement is the AFIA data included in the Korean Footwear Exporters
Association and the Korean Leather Products Exporters Association prehearing
brief.

K%/ See Hearing Transcript at pp. 487-8.
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conveyor machinery */ which staff advises increases considerably the
expense of product shifts. Counsel for the Korean footwear exporters
testified that the competitive strength of their products has been af-
fected disproportionately by oil price increases (56 percent in 1979 and
100 percent in 1980), by inflation (47 percent in 1980) and by wage
increases (up 473 percent from 1978-80). Further testimony was pre-
sented indicating that expansion of the Korean industry is not planned
and that money is not available to finance an expansion. *%/ The performance
of the Korean industry has deteriorated over the OMA period (notwithstand-
ing the fact that the OMA did little to control Korean exports). Total
production fell 7.1 percent from 1978 to 1980.

It is improbable that Korea will increase its K1 exports
to the U.S. over the next few years as rapidly as it did before the OMA
was initiated. Projections based on historical trends are particularly
distorting for Korea, as circumstances in the Korean industry have changed
since the 1970's. Moreover, U.S. imports of Kl-type footwear from many
other countries are at or above the level of recent Korean shipments.
'In sum, to take action against Korean K1 exports during an extension
period would be discriminatory.

Since protection is no longer justified for K2 exports Or necessary

for K1 exports, I advise letting the OMA with Korea expire.

*/ Ibid., p. 481.
*%/ Hearing Transcript at p. 494.
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The Surge Mechanism

Parties to this investigation have disputed whether the President
can, as a matter of law, extend the OMAs to additional countries during
an extension period. This legal judgment does not come under the purview
of the International Trade Commission. If the President concludes that
he does have the authority to take action against surge countries during
an extension period, I would advise him to exercise such authority in line
with the criteria specified in paragraph 4b of the current proclamation
(4510). Paragraph 4b provides residual authority for relief in the event

that "the quantity of imports of footwear of the types covered" by the

existing OMA, from countries not now controlled, "appear likely to
disrupt the effectiveness' of the provisions of the orderly marketing
agreement (s) (emphasis added). An import surge that meets this criteria
is likely to be the focus of consultations under the equity clause */
of the existing OMA(s). Import surges that may occur but do not result
in consultations under the equity clause are less likely to be "of the
types covered" or be of sufficient quantity to 'disrupt" the OMA,
Although an OMA with Taiwan may technically cover all nonrubber

footwear other than athletic, there are categories of nonrubber footwear

*/ Report at B-9, paragraph 10 of the Orderly Marketing Agreement
Between the United States of America and the Republic of China.
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which simply are not produced in Taiwan or are not competing with Taiwan's
footwear production. A surge in such imports from a third country is

not likely to "disrupt the effectiveness" of the provisions of an OMA
with Taiwan and is also unlikely to result in consultations under the
equity clause. If the Président should, however, decide to consider
taking relief action in these circumstances, I suggest that he (1) examine
the product-scope of the surging imports to assess their potential

to affect adversely the domestic industry; and (2) review the economic
condition of ﬁroducers of the products most directly competitive with

the surging imports to determine if, in keeping with the limited purposes
for which relief is appropriate under the escape clause, this particular
group of producers warrants relief, In short, a refined approach to

the remedy question is appropriate during an extension period.

If the President has residual authority during an extension
period, I strongly urge him to utilize it to deal with surges that would
indeed nullify the relief I have recommended. Import surges can be ex-
pected in a fashidn-oriented, labor-intensive industry like footwear and
there is also the distinct possibility that such future surges will come
from competitors of Taiwan. Footwear produced in Taiwan competes with
footwear produced in many countries. Moreover, the growth potential of
other footwear producers has been demonstrated. From 1977-80 U.S.
imports from Hong Kong, the Philippines, Thailand, Singapore, the PRC

and Hungary all increased by nearly 150 percent or more. During this
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period imports from Brazil also rose substantially. Imports from Italy
are sizeable, and the sharp increase in shipments of "Candies" in
1979 demonstrates the Italian industry's capability to create a surge.
Given this vigorous competition, if the President has residual authority
during an extension period, it is incumbent upon him to exercise this
authority as appropriate to assure that the U.S. industry has thé

respite it requires.

Conclusion

Many commentators wrote off the domestic nonrubber footwear
industry as a "loser" long ago. The escape clause process has provided
another perspective on the adaptive capability of this industry in the
face of shifting international competitive conditions. The nonrubber
industry has shown itself to be more resilient than anticipated. The
process of adjustment has had positive results thus far, and with some

further limited protection these results should solidify,
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On December 5, 1980, the U.S. International Trade Commission instituted
the present investigation under section 203(i)(2) and (i)(3) of the Trade Act
of 1974 (19 U.S.cC. 2253(1)(2) and (i)(3)) for the purpose of gathering
information in order that it might advise the President of its judgment as to
the probable economic effect on the industry concerned of the extension,
reduction, or termination of import relief presently in effect with respect to
nonrubber footwear, provided for in items 700.05 through 700.95, inclusive
(except items 700.51, 700.52, 700.53, 700.54, 700.60, 700.75, and 700.90), of
the Tariff Schedules of the United States (TSUS). Import relief presently in
effect with respect to such articles is scheduled to terminate at the close of
June 30, 1981, unless extended by the President. The relief, in the form of
quantitative limitations described in TSUS items 923.90 through 923.94, is
provided against imports from Taiwan and the Republic of Korea (Korea) in
Presidential Proclamation No. 4510 of June 24, 1977 (42 F.R. 32430). 1/

This relief was proclaimed following an investigation completed by the
Commission in February 1977 (No. TA-201-18) under section 201 of the Trade Act
of 1974..3/ In that investigation, the Commission determined by a unanimous
vote that footwear, provided for in TSUS items 700.05 through 700.85, 3/
inclusive (except items 700.51, 700.52, 700.53, 700.54, 4/ and 700.60, and
disposable footwear designed for one-time use provided for in item 700.85),
was being imported into the United States in such increased quantities as to
be a substantial cause of serious injury 5/ to the domestic industry producing
articles like or directly competitive with the imported articles. 6/

The Commission instituted the present investigation upon its own motion
and after receipt of a petition on October 23, 1980, filed by the American
Footwear Industries Association (AFIA), the Amalgamated Clothing & Textile
Workers Union, AFL-CIO, and the United Food & Commercial Workers Union,
AFL-CIO. 7/ Public notice of the investigation and hearing was given by

1/ A copy of Proclamation No. 4510, copies of the orderly marketing
agreements entered into with Taiwan and Korea, and related Presidential
statements are presented in app. A.

2/ A description of previous Commission investigations involving nonrubber
footwear is presented in app. B. ‘

3/ TSUS item 700.85 was subdivided into items 700.90 and 700.95 in 1980.
Item 700.90 provides for disposable footwear designed for one-time use and is
not subject to this investigation.

4/ Commissioners Leonard and Ablondi dissented with respect to item 700.54.
Commissioner Ablondi dissented regarding disposable footwear provided for in
item 700.85.

5/ Commissioners Moore and Bedell found both serious injury and the threat
thereof with respect to the domestic industry concerned.

6/ Footwear: Report to the President on Investigation No. TA-201-18 . . oy
USTITC Publication 799, 1977.

7/ The industry filed its petition under sec. 203(i)(3), which requires the
Commission to advise the President of its judgment as to the probable economic
effect on such industry of the termination of the import relief. The
Commission, on its own initiative, also instituted the investigation under
sec. 203(i)(2), in order that it might provide advice concerning its judgmeny
as to the probable economic effect on the industry of the extension or
reduction of import relief.
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posting copies of the notice in the Office of the Secretary, U.S.
International Trade Commission, Washington, D.C., and by publishing the notice
in the Federal Register of December 11, 1980 (45 F.R. 81688). 1/

A public hearing in connection with the investigation was held on March 9
and 10, 1981, in the Commission's Hearing Room in Washington, D.C. 2/ The
Commission made its determination on the investigation on April 9, 1981; the

administrative deadline for reporting its advice to the President was April 22,
1981.

The information contained in this report was obtained from fieldwork,
questionnaires sent to domestic manufacturers and importers, respouses to
Commission questionnaires sent in connection with the annual nonrubber
footwear reports (Investigation No. 332-93), the Commission's files, other
Government agencies, information received at the hearing, briefs filed by the
interested parties, and other sources.

Description and Uses

The imported articles which are the subject of this investigation cover a
wide variety of footwear, including dress, athletic, and work shoes, boots,
sandals, clogs, and other casual shoes. For purposes of the orderly marketing
agreements (OMA's) and this report, such footwear has been collectively
described as nonrubber footwear.

The imported footwear not covered by the OMA's and not covered by this
investigation includes (1) protective footwear, such as hunting boots,
galoshes, and rainwear; (2) zoris (thonged sandals); (3) certain footwear with
uppers of fabric and soles of rubber or plastics, such as sneakers, certain
joggers, and other casuals; (4) footwear with soles and uppers of wool felt; 3/
and (5) disposable footwear designed for one-time use.

Nonrubber footwear is produced by establishments included in industry
Nos. 3142, 3143, 3144, and 3149 of the Standard Industrial Classification
(SIC). SIC No. 3142 consists of establishments primarily engaged in
manufacturing house slippers, and SIC No. 3143 consists of establishments
engaged in manufacturing men's footwear (other than athletic footwear).
Establishments manufacturing women's footwear (other than athletic footwear)
are included in SIC No. 3144, and establishments manufacturing athletic

footwear and footwear for misses, infants, and children are included in SIC
No. 3149.

1/ A copy of the Commission's notice of investigation and hearing is
presented in app. C.

2/ A list of witnesses appearing at the hearing is presented in app. D.

3/ Imports entered under TSUS item 700.75 are subject to control under
textile agreements.

A-2
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It should be noted that descriptive terms for footwear (e.g., "dress,"
"work,” “casual," "slippers,” and "sandals") as used by the footwear industry
may have different meanings in general, commercial, or TSUS usage. For
example, although some types of footwear are specifically defined for tariff
purposes in the headnotes to part 1A, schedule 7, of the TSUS, these
definitions (e.g., slippers and casuals) apply to only a small portion of the
footwear for which such terms are currently used by the footwear industry.

Footwear can be classified by construction, type of material, or end
use. There are basically three types of construction used in shoemaking,
which describe the method by which the sole is attached to the upper: (1)
cemented, (2) sewn, and (3) molded. Although newer techniques have eliminated
many steps in certain construction processes, most nonrubber footwear produced
in the United States still requires, depending upon the type of shoe,
approximately 45 to 120 individual operations to complete a finished shoe.

Cement construction describes the process where the sole or sole and heel
of a shoe are attached with glue. Cemented footwear is characterized by an
absence of stitching, tacking, or other visible fixing in the bottom
assembly. This method makes possible a close, small edge and an appearance of
lightness in the shoe bottom. Because this process lends itself to various
types of constructions and styles, approximately half the nonrubber footwear
currently produced in the United States is manufactured by the cement process.

A sewn construction is the attachment of the sole of a shoe to the upper
by means of a stitched seam using thread of cotton or manmade fibers. This
method of construction is customary in men's quality dress and work shoes and
boots.

Molded construction refers to those processes in which the sole and heel
are formed, and attached to an upper, within a mold; complete molding of an
entire shoe may also be accomplished within a mold. Different combinations of
liquids, solids, heat, and pressure are used in molded construction. Because
of the advancements in synthetic materials and chemistry, and also the
versatility of the process itself, molded construction plays a major role in
modern footwear manufacturing. Although molded construction is used primarily
in many types of rubber footwear, e.g., sneakers and protective footwear, some
manufacturers of specialized athletic footwear and certain casual nonrubber
footwear also utilize this process.

New materials, technological developments in production, and new
marketing techniques have contributed to a vast range of styles and qualities
of footwear available to the consumer. Traditionally, so-called dress shoes
have been more important than any other type of nonrubber footwear in terms of
retail sales. Although fashion continues to be an important factor in the
purchase of footwear, it appears that today's consumer is also interested in
price, comfort, and shoes that conform to a casual life style. Accordingly,
it seems that the distinction between dress shoes and casual shoes among
consumers (both women and men) has become less important.

Today, a large volume of "preppie” and classic footwear--pumps, penny »
loafers, and moccasins--is also being offered. The trend in the United Statg§3
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toward recreation and physical fitness has created a large market for sport
and leisure-wear shoes. A recent consumer preference seems to be for cowboy
boots, which are selling in large volume.

During the past two decades, manmade materials (e.g., plastics) have
partly displaced leather in the manufacture of uppers for nonrubber footwear,
particularly in women's footwear. In 1979, about half the nonrubber footwear
produced domestically had leather uppers, compared with two-thirds of the
total in 1970 and about three-fourths in 1965. This shift resulted from the
increasingly higher cost of leather, compared with that of plastics, and
consumer acceptance of plastic footwear. In recent years, footwear with
plastic uppers accounted for more than 25 percent of U.S. production and
approximately 40 percent of U.S. imports of nonrubber footwear.

U.S. Tariff Treatment

The imported nonrubber footwear covered by this investigation is provided
for under items 700.05 through 700.95, inclusive (except items 700.51, 700.52,
700.53, 700.54, 700.60, 700.75, and 700.90), in schedule 7, part 1, subpart A
of the TSUS. 1/ Temporary modifications to the TSUS implementing the OMA's
entered into with Korea and Taiwan appear in schedule 9, part 2, subpart A. 2/

The present column 1 rates of duty for these items range from no duty for
ski boots classified under item 700.28 to 20 percent ad valorem for huaraches
(leather—soled sandals having a woven leather upper laced to the insole and
having a heel which is nailed on) classified under item 700.05._2/

Nonrubber footwear has been designated as an import-sensitive article and
therefore cannot be included in the list of articles eligible for duty-free
treatment under the provisions of the Generalized System of Preferences

1/ Schedule 7, items 700.05 through 700.95, is presented in app. E.

2/ Schedule 9, pt. 2, subpt. A, is presented in app. E.

3/ The rates of duty in rate of duty column numbered 1 are most-favored--
nation (MFN) rates, and are applicable to products imported from all countries
except those Communist countries and areas enumerated in general headnote 3(f)
of the TSUS. However, such rates do not apply to products of developing
countries which are granted preferential tariff treatment under the GSP or
under the "LDDC" rate of duty column.

The rates of duty in rate of duty column "LDDC" are preferential rates
(reflecting the full U.S. MIN concession rate for a particular item without
staging) and are applicable to products of the least developed developing
countries designated in general headnote 3(d) of the TSUS which are not
granted duty-free treatment under the GSP. If no rate of duty is provided in
the "LDDC" column for a particular item, the rate of duty provided in column
numbered 1 applies.

The rates of duty in rate of duty column numbered 2 apply to imported
products from those Communist countries and areas enumerated in general
headnote 3(f) of the TSUS.

A A4
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(GSP). 1/ The GSP, under title V of the Trade Act of 1974, provides duty-free
treatment for specified eligible articles imported directly from designated
beneficiary developing countries. GSP, implemented by Executive Order No.
11888 of November 24, 1975, applies to merchandise imported on or after
January 1, 1976, and is to remain in effect until January 4, 1985, unless
modified by the President or terminated.

The Orderly Marketing Agreements

The OMA's were entered into by the Governments of the United States and
Taiwan on June 14, 1977, and the Governments of the United States and the
Republic of Korea on June 21, 1977. Under the OMA's, which became effective
on June 28, 1977, Taiwan and Korea agreed to limit their exports to the United
States of nonrubber footwear provided for in TSUS items 700.05 through 700.85,
inclusive (except items 700.51, 700.52, 700.53, 700.54, 700.60, 700.75 and
disposable footwear designed for one-time use provided for in item 700.85).
The OMA's, Presidential Proclamation No. 4510 implementing the agreements, and
the related Presidential statements are provided in appendix A.

The OMA's contain the following major provisions:

1. Duration. The agreements are to continue in force for 4 years, from
June 28, 1977, to June 30, 1981, unless expressly modified or terminated
earlier.

2. Quantitative limitations. Limitations were established by éategory
with respect to imports from Taiwan and Korea. The categories are referenced
by TSUS items 923.90 through 923.94, and are shown in the following table.

3. Flexibility.

(a) Carryover.--If the restraint level for any item has
not been filled for a restraint period, upon request
of the foreign government the shortfall may be entered
under the same item during the following restraint
period. Such carryover may not exceed 11 percent of -
the restraint level for the restraint period during
which the shortfall occurred.

1/ Sec. 503(c)(1)(E) of the Trade Act of 1974 states:

The President may not designate any article as an eligible
article under subsection (a) if such article is within one of
the following categories of import-sensitive articles . . .

(E) footwear articles specified in items 700.05 through 700.27,
700.29 through 700.53, 700.5523 through 700.5575, and 700.60
through 700.80 of the Tariff Schedules of the United States . . .
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Exceeding restraint levels.--This provision, which is
sometimes referred to as carryforward, provides that
restraint levels for any item may be exceeded by not
more than 6 percent during any one restraint period.
If a restraint level is exceeded, an equal downward
adjustment of the restraint level for the next
restraint period will be made.

Carryover and carryforward may not be used in
combination to increase the restraint level applicable
to any item in any restraint period by more than 11
percent.

Adjustments.--This provision, which is referred to as

swing, provides for adjustment between items. Sub ject
to certain limitations, restraint levels for one item
may be increased if accompanied by a decrease of an
equal amount in one or more other items in the same
restraint period.

Adjustments of up to 10 percent are authorized for
items 923.90 (leather footwear), 923.91 (plastic
footwear), and 923.93 (leather footwear, except
athletic). Adjustments of up to 15 percent are
authorized for items 923.92 (footwear having uppers of
fibers and all other), and 923.94 (leather athletic
footwear, plastic footwear, footwear having uppers of
fiber, and all other).

In addition, the United States has the discretion to
permit an upward adjustment of up to 50 percent in
item 923.92 providing that the restraint levels of
items 923.90 and 923.91 are reduced by the same
absolute amount in the same restraint period.

Equity. The agreements provide that Taiwan or Korea may initiate

consultations with the United States should they feel that the OMA's have
placed them in an inequitable position vis-a-vis other ma jor exporting
countries with respect to shipments of nonrubber footwear to the United States.
They further provide that the United States will take appropriate remedial
measures in the event it is agreed that imports of nonrubber footwear from
other major exporting countries have increased rapidly to the disadvantage of
Korean or Taiwan producers. Neither Korea nor Taiwan has, to date, initiated
consultations under this provision.

Maintenance of normal export patterns. Taiwan and Korea agreed that

there will be no major shifts away from their normal pattern of exports of
nonrubber footwear to the United States with respect to types, materials, and
price ranges, except as such changes reflect market trends in the United

A-7
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6. Import spacing. The Governments of Taiwan and Korea agreed to employ
their best efforts to maintain an even distribution of footwear exports to the
United States throughout the year, taking into account seasonal factors.

7. Voluntary restraints on other types of footwear. There is a side
letter from an official of Korea in which assurance is given that it did not
intend to increase exports of footwear uppers, other footwear parts, or rubber
footwear to the United States in a way that would undermine the effectiveness
of the OMA between the United States and Korea (see app. A).

Initial impact of the OMA's on nonrubber footwear
imports from Taiwan and Korea

During July 1977-June 1978, which was the first 12-month period in which
the OMA's were in effect, U.S. nonrubber footwear imports from Korea and
Taiwan dropped sharply, as shown in the tabulation below:

: : : Percentage change
. July 1976~ July 1977- _ 4
Source *  Jume 1977 : June 1978 tJuly 1977-June 1978 from

: : : July 1976—-June 1977

e 1,000 pairs : Percent————-
Taiwan : 161,307 : 135,137 : -16
Korea : 52,375 : 42,166 : -19
All other—-———————=m———; 148,926 : 179,275 : 20

Total-——————————- : 362,608 : 356,578 : -2

The initial impact of the OMA's may also be evaluated by looking at U.S.
footwear imports on a calendar-year basis, as shown in the following
tabulation:

: : : : : ¢ Percentage
Source : 1976 : 1977 : 1978 : 1979 : 1980 :change, 1980
: : : : : : from 1976
Quantity (1,000 pairs) :
Taiwan-------: 155,704 : 166,478 : 117,235 : 124,865 : 144,032 : -7.5
Koreg———=———- : 44 047 58,650 : 30,591 : 24,388 : 37,054 : -15.9
Controlled : : : : : :
countries--: 199,751 : 225,128 : 147,826 : 149,253 : 181,086 : -9.4
Uncontrolled : : : : : :
countries——: 170,250 : 142,941 : 225,689 : 255,310 : 184,657 : 8.5
Total----: 370,001 : 368,069 : 373,515 : 404,563 : 365,743 : ' -1.2
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Since Taiwan and Korea completely filled their overall OMA quotas in the
first quota year (table 1 app. F), it may be concluded that the rollbacks in
the level of U.S. nonrubber footwear imports from those two countries during
1977-78 were a result of the limitations imposed by the OMA's. Data on OMA
limitations, adjustments, and percentage of quota filled for July 1977-March
1981 are found in tables 1 and 2.

OMA problems

U.S. importers, producers, consumers, and retailers, as well as footwear-
exporting interests from Taiwan and Korea, have expressed dissatisfaction with
certain aspects of the OMA's. Certain of these complaints are discussed below.

Korea and Taiwan.--Korean and Taiwan footwear-exporting interests have
alleged that the Iimits on their exports to the United States caused by the
OMA's have resulted in the distortion of normal trade and market patterns.
According to these interests, sources which have traditionally had very small
shares of the U.S. market, such as Hong Kong, Singapore, and the Philippines,
as well as larger suppliers such as Brazil and Italy, have increased their
shipments to the United States at the expense of exports from Korea and
Taiwan. Therefore, these interests state, the OMA's have not provided relief
to the U.S. industry due to increases from the uncontrolled countries and,
under such circumstances, it is unfair for Taiwan and Korea to be the only
countries under restraint.

U.S. producers.--The major complaint of the U.S. nonrubber footwear
producers is that the relief provided by the OMA's was largely negated by
surges in imports from uncontrolled countries. Such imports rose from 141
million pairs in 1977 to 225 million in 1978 and to 255 million in 1979 before
falling to about 185 million pairs in 1980. Because imports from uncontrolled
countries advanced to record levels, domestic producers claim that they did
not receive the level of relief anticipated under the OMA's. A large part of
the uncontrolled shipments came from low-cost sources, such as Brazil, Hong
Kong, the Philippines, Thailand, Singapore, and the People's Republic of
China. Imports from these sources rose 169 percent between 1977 and 1980,
from 27.9 million pairs to 74.9 million. Similarly, their combined share of
domestic consumption more than doubled during the period, from 3.5 to 10.1
percent. TIn addition, although imports from Italy--the major uncontrolled
supplier in 1980--declined 52 percent between 1979 and 1980, its shipments to
the United States increased 145 percent between 1976 and 1979, from 39.7
million pairs to 97.1 million.

Several technical problems have been encountered in the operation of the
OMA's since their implementation in 1977. In 1978 Taiwan was alleged to be
transshipping shoes through Hong Kong in an effort to bypass the OMA
limitations. To remedy this, the Governments of the United States and Hong
Kong agreed to an administrative action under which Hong Kong would initiate a
system for certifying its nonrubber footwear exports as being of Hong Kong
origin and the United States would no longer allow imports from Hong Kong to
enter unless accompanied by a certificate of origin. lj This certificate of
origin is still a requirement.

A-9

1/ Federal Register, Oct. 27, 1978 (43 F.R. 50394).




A-10

According to testimony by the domestic industry at the Commission's
public hearing, the importation of certain athletic shoes (joggers) has
created a loophole in the OMA program. 1/ Joggers can be classified in terms
of imports, exports, and production as either rubber or nonrubber footwear.
To be classified as nonrubber footwear, the exterior surface area of the
uppers must be over 50 percent (by value) of leather. Most joggers with an
upper surface of less than 50 percent of leather are classified as rubber
footwear and enter under TSUS item 700.60, which is not subject to the OMA's.
The surface area of the upper of most joggers usually includes ornamental
stripes and logos. Therefore, by changing the size and material of the
decorative features, joggers can readily be shifted from the rubber to the
nonrubber classification or vice versa.

The domestic industry indicated that, prior to the OMA's, joggers with
leather stripes exported by Korea and Taiwan to the United States were
classified as nonrubber footwear. 2/ The domestic industry alleged that when
the OMA's were implemented, the controlled countries changed the material of
the stripe to vinyl. By making this change, the joggers no longer had uppers
with more than 50 percent leather and were accordingly classified as rubber
footwear and entered as nonquota shoes under TSUS item 700.60. According to
testimony given by the domestic industry, "our knowledge of the athletic
market, and U.S. Customs estimates, lead us to believe that as many as 55
million pairs of joggers entered the U.S. through this loophole in 1978." 3/
The posthearing brief on behalf of the Korean Footwear Exporters Association
and the Korean Leather Products Exporters Association stated:

Petitioner points out, and we concur in the point, that
from a manufacturing standpoint it is relatively easy to
convert most—-—but not all--ASP lzherican selling pricé?
(TSUS item 700.60) type joggers to the leather type.
Thus, both ASP and leather joggers have already been
competing against one another in the market, and even a
one—for-one switch, which we do not believe will occur,

will not change the nature of the competitive situation in
the market. 4/

An extension of the domestic industry's complaint about rubber footwear
is its allegation that if quotas were removed on nonrubber athletic footwear,
importers would switch back to leather athletic footwear to avoid the higher
tariff on rubber footwear. Duties on leather athletic footwear range between
5 percent and 15 percent ad valorem. However, the great majority of the
imports are dutiable at 8.5 percent and 10 percent ad valorem. Medium—-quality
and better athletic footwear entering under TSUS item 700.60 is subject to
valuation at the American selling price of like or similar U.S.-produced
footwear. The effective rate of duty on the majority of such footwear
entering from Korea is currently estimated to range from 35 percent to 40

1/ Transcript of the hearing, p. 127.

2/ Ibid.

3/ Ibid.

E/ Po 70 A_lo
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percent ad valorem. The elimination of ASP valuation on July 1, 1981, is not
expected to change this tariff by any large amount. The new rates of duty for
cemented joggers valued under $6.50 per pair will be 37.5 percent ad valorem;
for joggers valued between $6.50 and $12.00 per pair, the rate will be 90
cents per pair plus 20 percent ad valorenm.

Currently, a pair of joggers of the type under consideration from Korea
entering under item 700.60 with an f.a.s. value of $7 is usually subject to
duties ranging from $2.45 to $3. After ASP is eliminated, the duty for $7
joggers will be $2.30. However, under the leather footwear tariff provisions,
the duty on an import with the same value would be either 60 cents or 70
cents. A considerable quantity of athletic footwear could be modified to take
advantage of the leather footwear duty rates, and the amount of athletic
footwear entering as leather would increase. Consequently, the competitive
position of those imports that move from the rubber to the nonrubber
classification would improve.

Importers, retailers, and consumers.--These groups have stated that the
quantitative limitations on footwear imports from Taiwan and Korea have caused
extremely rapid increases in prices of such footwear and also scarcity or
complete unavailability of certain types of low-priced footwear. During
1977-80, the average unit value of footwear imports from Korea increased from
$3.91 a pair to $7.09, or by 81 percent, and that of imports from Taiwan
increased from $2.08 a pair to $4.31, or by 107 percent. By contrast, the
average unit value of footwear from all other suppliers during the period
increased from $7.16 a pair to $7.67, or by 7 percent. Representatives of
importers, retailers, and consumers state that the rapid price increases,
which result primarily from the OMA's, are a burden to the consumer. As a
corollary to the price increases, the same groups have alleged that the
availability of certain types of low-priced footwear from Korea and Taiwan,
such as sandals and children's shoes, has greatly diminished as a result of
Korean and Taiwan exporters' actions to maximize dollar returns by filling the
quotas to the extent possible with higher priced footwear at the expense of
low-priced shoes.

U.S. monitoring of the OMA's

The ad hoc Interagency Committee To Monitor Imports of Nonrubber Footwear
under Presidential Proclamation No. 4510 was established on June 27, 1977,
pursuant to a directive from the Special Representative for Trade
Negotiations. The purpose of the committee is to consider and solve
administrative, technical, and statistical problems arising from the
implementation of the OMA's. It is chaired by a U.S. Department of Commerce
representative, and its membership is made up of representatives from the
Department of Commerce (including the Bureau of the Census), the Department of
the Treasury (including the U.S. Customs Service), the Department of Labor,
and the U.S. International Trade Commission (in an advisory capacity). 1/ ,
This committee is scheduled to remain in operation until the restraint Efogram
ends.

1/ Other agencies having a specific interest in the committee's work are
invited to participate when matters concerning their areas of interest are A-11
considered.
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U.S. Imports

U.S. imports of all nonrubber footwear increased from 368 million pairs
in 1977 to an all-time high of 405 million pairs in 1979, and then declined to
366 million pairs in 1980 (table 3), the lowest level since 1975, when 288
million pairs were imported. The value of these imports increased annually
during 1977-79, from $1.6 billion to $2.4 billion, or by 44 percent, and then
declined to $2.3 billion in 1980. Data on imports of certain nonrubber
footwear by types and TSUSA items, in 1977-80, are shown in table 4.

Imports from OMA-controlled countries

In 1977, Korea and Taiwan together accounted for 61 percent of the total
quantity and 36 percent of the total value of U.S. imports of nonrubber
footwear. 1In 1980, they accounted for 50 percent of the total quantity and 38
percent of the total value of imports. The quantity of imports from Taiwan
declined from 166 million pairs in 1977 to 144 million pairs in 1980, or by 13
percent; imports from Korea declined by 37 percent during the period, from 59
million pairs to 37 million pairs. However, in terms of value, imports from
both countries increased from 1977 to 1980, as shown in the following table.

Nonrubber footwear: U.S. imports for consumption, by controlled
sources, 1977-80

(Quantity in thousands of units; value in thousands of dollars;
unit value per pair)

: : : : ¢ Percentage
Source : 1977 : 1978 : 1979 1980 :change, from
: : : : : 1977-1980
f Quantity
Taiwan : 166,478 : 117,235 : 124,865 : 144,032 : -13
Korea : 58,650 : 30,591 : 24,388 : 37,054 : -37
Total-—===—=m—=- : 225,128 : 147,826 : 149,253 : 181,086 : - =20
: Value '
Taiwan : 346,990 : 387,144 436,111 : 620,143 : 79
Korea : 229,365 : 171,321 : 166,610 : 262,849 : 15
Total===————=—=—: 576,355 : 558,465 : 602,721 : 882,992 : 53
; Unit value
Taiwan : $2.08 : $3.30 : $3.49 :  $4.31 : 107
Korea : 3.91 : 5.60 : 6.83 : 7.09 : 81
Average———————-: 2.56 : 3.78 : 4.04 : 4,88 : - 91

Source: Compiled from official statistics of the U.S. Department of
Commerce.

A-12
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As shown in figures 1 and 2 in appendix G, a significant increase has
occurred in the average unit value of imports from the OMA-controlled
countries. In 1978, over 86 percent of imports from Taiwan were valued at $5
or less per pair but a gradual shift toward higher priced footwear began
occurring in 1979. By 1980, 27 percent of Taiwan's footwear entering the
United States was valued at $5 or over per pair. Although the average unit
value of imports of Korean footwear has been higher than that of footwear from
Taiwan, Korea has shown a similar pattern of increasing unit values since the
implementation of the OMA's. In 1978, 44 percent of U.S. imports of nonrubber
footwear from Korea were valued at $5 or less per pair, while in 1980 only 9
percent of Korean nonrubber footwear was so valued. Korean footwear valued at
$5.01 to $8.00 per pair showed the largest gain, accounting for 60 percent of
nonrubber footwear imports from Korea in 1980, compared with 22 percent in
this value bracket in 1977. Total imports during 1978-80, by value brackets,
are presented in figure 3.

Composition of total imports and imports from Taiwan and Korea

U.S. producers' shipments, total imports, imports from Taiwan and Korea
and apparent consumption, by types, during 1977-80 are shown in table 5.

Footwear for women and misses.--U.S. imports of nonrubber footwear for
women and misses is the largest category of U.S. imports, accounting for
approximately 58 percent of all imports. Imports of nonrubber footwear for
women and misses increased from 201 million pairs in 1977 to 273 million pairs
in 1979, but declined to 213 million pairs in 1980. The import penetration in
this footwear category was over 50 percent during 1977-80, reaching 63 percent
in 1979. U.S. imports of women's and misses' nonrubber footwear from
Taiwan--the largest U.S. import category for that country-—amounted to 111
million pairs in 1977, or 30 percent of the U.S. market. Such imports from
Taiwan declined to 75 million pairs in 1978, but rose to 103 million pairs in
1980, again capturing approximately 30 percent of the domestic market. U.S.
imports of women's and misses' shoes from Korea are relatively insignificant
compared with imports in the same category from Taiwan, amounting to 6 million
pairs in 1977 and declining to 1 million pairs in 1980. Imports of women's
and misses' nonrubber footwear from Korea accounted for less than .5 percent
of apparent consumption in 1980.

Footwear for men, youths, and boys.=-U.S. imports of nonrubber footwear
for men, youths, and boys declined during 1977-79, from 78 million pairs to 61
million pairs, and then rose slightly to 62 million pairs in 1980. TFootwear
for men, youths, and boys is the second largest category of U.S. imports. 1In
1977, the ratio of such imports to consumption was 50 percent, dropping to 42
percent in 1979 and 1980. Imports of men's, youths', and boys' footwear from
Taiwan declined steadily from 32 million pairs in 1977 to 17 million pairs in
1979, but increased to 21 million pairs in 1980, when they accounted for 14
percent of the domestic market. Imports of such footwear from Korea decreased
from 12 million pairs in 1977, to 4 million pairs in 1980--accounting for only
2 percent of the U.S. market.

Footwear for children and infants.-—-The import penetration has been
somewhat less for children's and infants' footwear. In 1979 and 1980, theA 13
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ratio of these imports to apparent consumption was 40 percent. Total U.S.
imports in this category have remained constant in recent years at 23 million
pairs, with the exception of a decline of 3 million pairs in 1978. Imports
from Taiwan decreased from 11 million pairs in 1977, to 6 million pairs in
1978 and 1979, but increased to 8 million pairs in 1980, or 13 percent of the
domestic market. TImports from Korea in this category have been small,
amounting to approximately 1 million pairs or less during 1977-80.

Athletic footwear.-—-Total U.S. imports of athletic footwear decreased
from 43.7 million pairs in 1978 to 40.7 million pairs in 1979, and then
increased to 53.6 million pairs in 1980, capturing 68 percent of the U.S.
market. In recent years, this category of footwear has had the highest import
penetration rate. Athletic footwear is also Korea's largest nonrubber
footwear export category. In 1978, imports of such shoes from Korea were 19.2
million pairs-—or about 30 percent of U.S. consumption of athletic footwear.
Imports of athletic footwear from Korea declined in 1978, but reached 29
million pairs in 1980, claiming over 37 percent of the domestic market. U.S.
imports of athletic footwear from Taiwan were 11.3 million pairs in 1978,
declined to 11.1 million pairs in 1979, and reached 12.7 million pairs in
1980. In 1980, the ratio of imports from Taiwan to apparent consumption was
16 percent, down from 18 percent in 1979.

Work footwear.--Total U.S. imports of work footwear increased from 5 million
pairs in 1977, to 7 million pairs in 1978, and then declined to 5 million
pairs in 1980. Imports of footwear in this category have accounted for a much
smaller share of the U.S. market than the previously mentioned categories. 1In
1977, imported work shoes represented 17 percent of U.S. apparent consumption,
increasing to a little over 20 percent in 1978 and 1979, and then declining to
19 percent in 1980. Work shoes from Korea, which made up approximately half
of the total imports of this category in 1977-80, accounted for 9 percent of
the U.S. market each year during the period, except in 1978, when imports from
Korea were 11 percent of the domestic market. U.S. imports of work shoes from
Taiwan have been small, amounting to 1 million pairs or less during 1977-80.

Other supplying countries

In 1980, Taiwan, Italy, Korea, Brazil, and Spain were the principal
sources of U.S. imports of nonrubber footwear, accounting for 78 percent of
the total value and 76 percent of the total quantity of U.S. imports (table 3).

During 1977-80, the quantity of nonrubber footwear imported from Taiwan
and Korea, the controlled countries, decreased by 13 percent and 37 percent,
respectively. The quantity of imports of nonrubber footwear from Italy
increased from 40 million pairs in 1977 to 63 million pairs in 1978, and
reached a high of 97 million pairs in 1979. Popular low-priced shoes for
women known as Candies or candie-types 1/ were the principal factor leading to

lj This footwear consists of an inexpensively constructed one-piece, molded
plastic platform bottom with uppers of leather, plastic or fabric, stapled or
tacked to the sides. In 1979, Candies were a high-heeled, slide-type women's
sandal which became a "fad" fashion shoe for much of the year. Currently,

Candies or candie-types are available in a variety of heel and closure styles;A44



A-15

the sharp increase in Italian imports. However, in 1980, as the popularity of
Candies declined, imports from Italy dropped to 46 million pairs, or 53
percent below the 1979 level.

Imports from Brazil increased by 78 percent between 1977 and 1980, from
18 million pairs to 31 million pairs, making Brazil the fourth largest foreign
supplier in 1980. 1In addition to low labor costs, 1/ Brazil has one of the
largest cattle inventories in the world, which prov?&es easy access to
leather. Rising Italian and Spanish footwear prices have also contributed to
the shift to Brazilian footwear. 2/

The quantity of imports from Spain in 1980 was 18 million pairs,
declining by 42 percent since 1977. According to trade sources, "Spanish
producers have priced themselves out of the market.” 3/ 1In 1980, the unit
value of imports from Spain averaged $9.64 a pair, compared with $6.81 a pair
in 1977; increasing labor costs in Spain contributed to the higher footwear
prices.

In 1980, newer suppliers showing marked increases were Hong Kong, the
Philippines, Singapore, and Thailand (referred to as the New Four by several
of the parties to this investigation), and China. U.S. imports from Hong Kong
increased from 9 million pairs, valued at $13 million, in 1977, to 28 million
pairs, valued at $39 milliomn, in 1978, and then declined to 21 million pairs,
valued at $36 million, in 1980. Imports from the Philippines increased from
624,000 pairs, valued at $3 million, in 1977, to 14 million pairs, valued at
$34 million, in 1980. Imports from the PRC increased sharply between 1977 and
1980, from 791,000 pairs, valued at $4.2 million, to 2 million pairs, valued
at $7 million. U.S. imports from Singapore were virtually nil in 1977, less
than 500 pairs. By 1979, imports from Singapore amounted to 6 million pairs,
valued at $8 million. Such imports declined however, in 1980, to 3 millionm
pairs, valued at $4 million. Thailand also emerged as a U.S. supplier of
nonrubber footwear. Imports from Thailand increased from 124,000 pairs,
valued at $164,000 in 1977 to 3.4 million pairs, valued at $4 million, in 1980.

The following tabulation indicates the share of total imports of
nonrubber footwear in 1980 from the above-mentioned newer suppliers:

Source Percent of total : Percent of total
quantity : value
Hong Kong : 5.7 1.6
Philippines : 3.9 : 1.5
Thailand : .9 9
Singapore : .8 .2
China : 6 3

1/ Footwear News, Nov. 24, 1980, and Dec. 1, 1980.

2/ Ibid. Dec. 28, 1980. )

3/ Ibid. Nov. 24, 1980, and Dec. 1, 1980.

- A-15
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During 1977-80, the unit value of U.S. imports of nonrubber footwear from
Taiwan increased by 107 percent, from Korea by 81 percent, and from all other
supplying countries by 7 percent. Significant increases in unit value also
occurred in U.S. imports of rubber footwear from Korea and Taiwan, which is
not under restraint. During 1977-80, the unit value of U.S. imports from
Taiwan of rubber footwear, entering under TSUS item 700.60, increased by 143
percent and, from Korea, by 75 percent, while the unit value of imports from
all other sources declined by 12 percent (table 6).

Producers' Efforts To Compete

The manufacture of nonrubber footwear tends to be highly labor
intensive. Estimates developed from 1978 data indicate that it required 12.1
production worker-hours per $100 of value added in nonrubber footwear
production compared with 4.5 production worker—-hours per $100 of value added
for all nondurable manufacturing in the United States. 1/ Although domestic
wages in the footwear industry are below the average for all nondurable
manufacturing, they are significantly higher than the wages paid by
competitors in Asia. As a result, these competitors often have an important
cost advantage over domestic producers.

Although reducing the amount of labor required to produce footwear
through automation offers an important long-term opportunity for the domestic
industry, two factors have inhibited progress in this area. One factor is
that leather and other materials are not readily adaptable to automated
process; the other is that frequent style changes often result in short
production runs which diminish the benefits to be gained by investment in
automated equipment.

The remainder of this section examines the ability and efforts of U.S.
producers to compete with imports in light of these problems. Innovations in
nonrubber footwear production technology, trends in capital spending, the use
of provisions of TSUS item 807.00, 2/ and joint efforts by the industry and
Government to improve the industry's competitive performance are considered.

Technological changes

A significant amount of the research and development affecting footwear
is conducted by the machinery and chemical companies supplying the footwear
industry. A large proportion of the machinery innovations have come from the
United Shoe Machinery Corp. (USM). Large chemical companies such as Du Pont
and B. F. Goodrich Chemical Co. also have extensive ongoing research programs.

1/ These figures were estimated by the staff of the Commission from data
compiled by the U.S. Departments of Commerce and Labor. Labor costs were
based on wages of production workers and labor hours were based on the average
weekly hours of production workers. Hence, these figures are estimates and
should be used with caution.

2/ Footwear imported under TSUS item 807.00 is assembled in foreign A-16
countries with materials that have been cut into parts in the United States.
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The major technological changes in the footwear industry have generally
been aimed at reducing labor input at different stages of the production
process, with much of this reduction directed at skilled operators. These
innovations are (1) laser cutting, (2) flow molding, (3) computer—tape
stitching, (4) new lasting machinery, (5) injection molding, and (6) unit
bottoms. Each of these process changes is described more extensively in the
following table. The introduction of flow molding has had a mixed impact on
labor reduction since it reduces labor requirements for uppers but creates a
need for skilled technicians to prepare molds. Also, except for laser
cutting, there appears to be significant potential for additional utilization
of these innovations by the U.S. footwear industry.

Although information is not adequate for fully assessing the effects of
these innovations on U.S. nonrubber footwear producers, information indicates
that productivity rose by only 1 percent between 1975 and 1979. While it is
generally agreed that the industry would benefit from a greater use of these
innovations, the AFIA and the Department of Commerce have both suggested that
the industry could improve its performance by placing less emphasis on
production processes and more on improving management systems, product
styling, and marketing and business strategies.

A-17
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Specific efforts of the domestic manufacturers
to compete against imports

The Commission requested that the domestic manufacturers of footwear
provide detailed information on the efforts they made to compete more
effectively against imports in the U.S. market from 1977 to 1980. The firms
were provided with a list of specific factors which could be significant and
were asked to indicate which of the items on the list were factors assisting
their firm to be more competitive.

The specific efforts reported by the firms in response to the
Commission's request are ranked in the following table in order of the
frequency with which they were cited. Of the 67 firms that responded, 55,
accounting for approximately 38.7 percent of 1980 U.S. production, named at
least one specific effort that they had made in order to compete more
effectively. An average of 4.2 efforts were listed per firm. The efforts
listed in the table are categorized as (1) marketing efforts, (2) efforts
requiring increased investment, (3) efforts to reduce costs, or (4) efforts
involving management and organizational changes.

Efforts related to marketing were emphasized by the domestic
manufacturers. The three efforts named most frequently involve changes in
marketing philosophy and procedures; four out of the six marketing items
included on the list were named as efforts undertaken by at least 28 percent
of the firms. Shifts in product mixes and development of new styles were the
most frequently cited item (50 percent), followed closely by development of
new marketing strategies (48 percent). Many firms indicated that they had
made changes in product mixes and marketing strategies in an effort to respond
to fluctuations in style. A number of firms reported that they had introduced
more casually styled lines of footwear. Other marketing efforts included
increases in the number of salesmen, improved salesmen compensation plans, and
consolidation of separate sales forces. A number of companies reported
providing better service to their customers by installing WATS lines or
24-hour phone service for orders, by using computers to improve their ability
to track customers' orders, or by upgrading their distribution facilities.

Increased investment in new plants and machinery and adoption of
labor-saving devices or processes were reported by 34 percent and 31 percent
of the firms, respectively. A number of firms reported buying or leasing
computers, whose uses range from implementing management information systems
to controlling production machines to processing orders. In contrast to such
investment, less than 10 percent of the firms reported investment in vertical
expansion, development of a capital base, branching out into nonfootwear
items, and plant relocation--the four remaining investment-related items on
the Commission's list.

Efforts to compete with imports by reducing the cost of producing and
marketing footwear were listed by a number of the firms. Although only one of
the five reduction-of-cost items on the list was named by 28 percent or more
of the firms, each of the four remaining reduction-of-cost items was cited as
an effort that had been undertaken by at least 10 percent of the firms. Among
the efforts made by companies to better manage their cash flow were reduction
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of bad debts and idle inventories and improvement in the turnover of accounts
receivable. Other efforts to reduce costs included the institution of scrap-
control programs and the purchase of raw materials in bulk or unfinished form.

In order to assess the relationship between the number and type of
competitive efforts and profitability, the domestic producers were asked by
the Commission to indicate which of the following statements best described
the present state of their firm:

Healthy growing business--excellent sales/profits
Acceptable-satisfactory sales/profits
Unsatisfactory record of sales/profits.

Of the 67 firms that responded, 15 percent indicated that they had excellent
sales and profits, 51 percent described their sales and profits as
satisfactory, and 34 percent reported an unsatisfactory record.

There was no relationship shown between the profitability of a firm and
the total amount of effort made to compete against imports. Businesses that
described their sales and profits as excellent or satisfactory reported an
average of 4.3 efforts per firm; businesses with an unsatisfactory record
reported an average of 4.2 efforts per firm. However, the data provided by
the firms indicate that firms with excellent or satisfactory sales and profits
focus on different types of efforts than firms with unsatisfactory records.

Firms with excellent or satisfactory sales and profits<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>