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PREFACE

On May 22, 1989, on its own motion and pursuant to section 332(b) of the Tariff Actof 1930 (19
U.S.C. 1332(b)), the U.S. International Trade Commission determined that it would continue
investigation No. 332-237 (originally instituted on August 19, 1986) to present and analyze
statistical data on imports under Harmonized Tariff Schedule (HTS) provision 9802.00.60 (metal of
U.S. origin processed in a foreign location and returned for further U.S. processing) and provision
9802.00.80 (assembled goods containing U.S.-made components). The current report presents
historical import data (1970-94) under these tariff provisions and evaluates the 4-year period
1991-94 on a sector-by-sector and commodity-specific basis.

In addition to the assessment on the use of provisions 9802.00.60 and 9802.00.80, this report has
two special chapters that focus on specific issues. Chapter 5 provides an analysis of apparel
production-sharing trends since NAFTA’s implementation and chapter 6 examines production
sharing in Europe.
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CHAPTER 1
Introduction

Production sharing occurs when various aspects of
an article’s manufacture are performed in more than
one country. Production sharing among industrialized
pations often reflects rationalization of production
(such as use of Canadian subsidiaries to supply the
North American and other markets with goods that
contain U.S.-made parts) and global sourcing of
components (such as the use of certain high-quality,
competitively-priced U.S. auto parts in Japanese and
European motor vehicle assembly plants). Another
common form of production sharing involves shipment
of parts, made in the United States or other developed
countries, to low-labor-cost countries for assembly.!
The assembled goods are then returned to the
originating developed country for further processing or
packaging and distribution. This “foreign assembly”
type of production sharing has evolved into an
important competitive strategy for many U.S.
producers of labor-intensive articles competing in the
domestic market with low-cost imports from
developing countries, especially those in Asia.

A number of U.S. firms use foreign assembly to
reduce manufacturing costs in order to keep pace with
their major competitors, both foreign and domestic. By
preserving market share in the United States and
improving the price competitiveness of U.S. exports of
products benefitting from low-cost foreign assembly,?
companies are able to retain higher production and
employment levels in the. United States than might
otherwise be possible.

Provisions 9802.00.60 and 9802.00.80% of the
Harmonized Tariff Schedule of the United States (HTS)
encourage companies with foreign assembly or
production operations to use U.S.- made components

1 In addition to use of foreign assembly plants to
reduce labor costs or to rationalize production, other types
of production-sharing operations include operations set up
to penetrate foreign markets (where high tariffs or other
trade barriers restrict direct export of finished goods); and
operations that take advantage of unique foreign
production technology, labor skills, raw materials, or
specialized components.

2 Finished goods imported from Mexican assembly
plants often go through quality testing procedures in the
United States prior to final packaging and shipping to
domestic and foreign markets. U.S. exports of machinery
and electronic products often incorporate subassemblies or
parts that, in turn, have been assembled in Mexico or, in
the case of semiconductors, Southeast Asia.

3 See ch. 2 and app. A of this report for a discussion
of the mechanics and legal framework for the production
sharing tariff provisions. HTS provision 9802.00.80
accounts for 99 percent of imports under the production
sharing tariff provisions.

or materials. These provisions provide a duty
exemption for U.S.-made components that are returned
to the United States as parts of articles assembled
abroad (9802.00.80), or articles of metal (except
precious metal) manufactured or processed in the
United States, then further processed abroad, and
finally returned for processing in the United States
(9802.00.60). The principal products assembled abroad
and imported by U.S. producers under provision
9802.00.80 are apparel from the Caribbean Basin and
Mexico; televisions, electronic products, and auto
parts from Mexico; and semiconductors and other
electronic components from Asia (figure 1-1). Imports
under provisions 9802.00.60 and 9802.00.80 were
valued at $59 billion in 1994, accounting for 9 percent
of total U.S. imports (table 2-1). The value of
U.S.-made components or materials contained in these
imports totaled $20 billion.

Report Findings

The Commission’s report contains a number of
important findings regarding recent developments in
the use of production sharing by U.S. and European
industries, as reported under their respective
production sharing tariff provisions. These include:

e U.S. companies that are significant users of
production sharing regard such operations as
an important tool to improve the relative price
competitiveness of their product lines, help
keep higher wage jobs and value-added
production in the United States, and provide
an important market for U.S. exports of
components. The value "of U.S.-made
components sent to foreign assembly
operations and returned to the United States
under provision 9802.00.80 as part of
assembled products grew by 13 percent over
1993 to $19.1 billion in 1994.

e The growth in U.S. production-sharing
imports in 1994 resulted mainly from larger
shipments of motor vehicles and parts,
televisions, and other electronic products from
Mexico; apparel from the Caribbean Basin
and Mexico; and semiconductors from
Soitheast Asia (table 1-1). These regions and
products were the source of growth in
production sharing imports under provision
9802.00.80 in 1994. Such imports from
Mexico grew by $4.1 billion (22 percent) to
$22.9 billion. On a product basis, imports of
apparel under the production sharing
provisions from all sources climbed $1 billion

1-1



Figure 1-1 v
Comparison of the composition of U.S. imports under HTS provision 9802.00.80 from major supplying
countries/regions in 1994
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Source: Compiled by the U.S. International Trade Commission from official statistics of the U.S. Department of
Commerce.
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Table 1-1

Summary of U.S. production-sharing trade under HTS provision 9802.00.80 in 1994

Country Product Annual change Reasons! for change
Mexico Autos & parts Up $1.3 billion U.S. economy, NAFTA
(15 percent)
Mexico Televisions Up $370 million U.S. economy, Asian investment
(17 percent)
Mexico Apparel Up $460 million NAFTA, new 9802.00.90
(37 percent)
Dominican Republic Apparel Up $166 million Lower labor costs
(13 percent) ‘
Honduras Apparel Up $115 million Lower labor costs, new invest-
( 35 percent) ment laws
Malaysia Semiconductors Up $260 million Global demand, skilled labor
(16 percent) _
Philippines Semiconductors Up $274 million Global demand, new F1Zs2
(36 percent)
Thailand Semiconductors Up $136 million Global demand
( 48 percent)
Canada All products Down $1.2 billion3 No Customs user fee under CFTA
(48 percent)

1 Further explanation is contained in chapter 3 and chapter 4.

2 FTZs are foreign trade zones that facilitate export processing by exempting duties on in—process goods.

3 Only a small portion of U.S. production—sharing trade with Canada now enters under provision 9802.00.80.
With the phaseout of the Customs user fee for imports from Canada as of January 1, 1994, pursuant to the CFTA,
there is no incentive for U.S. importers of such goods that are aiready duty—free under the CFTA to enter the
shipments under the 9802.00.80 provision.

Source: Compiled by staff of the U.S. International Trade Commission from official statistics of the U.S. Department of

Commerce.

(20 percent) to $6.0 billion; and imports of
semiconductors and other microelectronic
components increased by $1.7 billion (25
percent) to $8.2 billion.

Although apparel accounts for only one-tenth
of total U.S. imports under the production-
sharing provisions, it accounts for nearly half
the duty savings from use of these provisions.
The average trade-weighted rate of duty on
apparel is 16 percent, compared with about 3
percent for other products. Furthermore, the
duty-free U.S. content accounts for two-thirds
of the total value of apparel imported from
production sharing operations, compared with
one-third for imports of all products under the
production-sharing provisions.

The growth in production-sharing imports
from Mexico in 1994 was principally the
result of a strong market in the United States
for articles assembled in Mexico, especially
motor vehicles and parts, electronic products
and subassemblies, and apparel. In the motor
vehicle and parts sector, production sharing
imports from Mexico under provision

9802.00.80 climbed by $1.2 billion (15
percent) in 1994 to $9 billion, with U.S.-made
component trade reaching $4.4 billion. Much
of the increase occurred in imports of ignition
wiring harnesses, which rose by $810 million
(46 percent) to $2.6 billion.

In the apparel sector, NAFTA eliminated
tariffs on garments and textile products from
Mexico that are assembled entirely from
fabric formed and cut in the United States. As
a result, imports of apparel from Mexico
under production sharing provisions rose by
$460 million (36 percent) in 1994 to $1.7
billion, with U.S. fabric production used in
the assembly of this apparel reaching $1.2
billion. Comparable tariff treatment for
apparel from Caribbean countries (“NAFTA
parity”) is the subject of legislation introduced
in the Congress. Most Caribbean countries
already have duty-free access to the U.S.
market for most manufactured or assembled
articles under the Caribbean Basin Economic
Recovery Act, but apparel is a major
exception.
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The use of U.S. components in  motor
vehicles imported from Mexico contrasts
sharply with their use in vehicles imported
from Japan and Germany. While U.S.-made
parts accounted for 39 percent of the value of
finished vehicles imported from Mexico under
provision 9802.00.80 in 1994, they made up
only 1 percent of the value of vehicles
imported from Japan and 2 percent of those
from Germany.

In recent years, companies in industrialized
countries have increasingly tended to locate
labor-intensive  assembly  operations in
low-labor-cost countries, preferably in nearby
countries. Two-thirds of all foreign assembly
of U.S. components that re-enter under
provision 9802.00.80 is done in Mexico and
the Caribbean Basin; companies in Japan,
Taiwan, Hong Kong, and Korea tend to use
assembly plants in China, Thailand, Malaysia,
the Philippines, and Indonesia to reduce their
production costs. Companies in Westem
Europe have established assembly operations
primarily in Central Europe and the
Mediterranean region.

The EU has a production sharing tariff
provision comparable to U.S. provision
9802.00.80. The principal imports of the
European Union (EU) under the European
production sharing tariff provision in 1994
were apparel and other textile articles, which
accounted for 43 percent ($6 billion) of the
total. Germany accounted for over two-thirds
of EU production sharing imports of apparel
in 1994. Textile and apparel producers in
Germany ship fabric mostly to Central Europe
where it is cut and sewn into garments. EU
tariff provisions exempt from duty the value
of [EU-origin components and materials
contained in imported articles.

After implementation of NAFTA, imports
from Mexico entered under provision
9802.00.80 continued to rise in 1994 and
1995. The 50-percent devaluation of the peso
during December 1994-January 1995 and
associated decline in labor costs in Mexico
were a principal cause of an 8-percent growth
in production sharing imports from Mexico in
1995 to an estimated $25 billion. Companies
continue to use provision 9802.00.80 when
importing products free of duty from Mexico
because the U.S.-origin content of imports
under the production sharing provision is
exempt from the Customs user fee. Under
NAFTA, the user fee is scheduled to be
eliminated July 1, 1999 with respect to
imports from Mexico. After that time, firms
will have no incentive to use the production
sharing tariff provisions, except when
importing goods from Mexico that do not

qualify for duty-free treatment under
NAFTA's rules of origin.* The application of
the user fee to imports from Canada was
eliminated on January 1, 1994, pursuant to the
CFTA. Until that date, there was an incentive
to use 9802 provisions under which the
U.S.-origin content of imports was exempted
from the fee. Official statistics show that only
a small portion of production sharing trade
with Canada now enters under the 9802
provision. As a result, the ability to monitor
and analyze the use of U.S.-made components
in assembly plants in Mexico and Canada on
the basis of Census data generated from
Customs documents will become more limited
over time. Only the remaining portion (an
estimated 40 percent) of U.S.-origin content
of imports from foreign assembly operations
in countries other than Mexico and Canada
will be reported under the 9802 provisions,
even though production sharing with Mexico
and Canada continues to expand as trade
agreements facilitate the use of U.S.-made
components and materials in Canadian and
Mexican assembly operations.

Purpose of the Report

This report annually monitors developments in the
use of U.S. production sharing tariff provisions,
focusing on shifts in trade and product mix, and
analyzing trends by principal country sources and
industry groups. Although incentives to use these
provisions continue to decline as trade agreements
reduce tariffs and Customs user fees,’ issues related to
production sharing will likely continue to be of
importance to U.S. companies and policy makers.

4 Examples of products likely to be imported from
Mexico under production-sharing provisions after July 1,
1999 include televisions assembled in Mexico using
Japanese picture tubes (and U.S. components), and apparel
assembled in Mexico with components fabricated in the
United States from non-North American fabric.

5 Importers of articles that are otherwise duty-free
continue to have an incentive to declare eligibility for
entry under HTS provision 9802.00.80. Under that
provision, the U.S.-origin content of such imports is
exempt from the Customs user fee, which is currently
0.21 percent ad valorem, with a maximum fee of $485
per entry. Under the CFTA, the user fee was phased out
entirely on imports from Canada as of Jan. 1, 1994.
Under NAFTA, imports from Mexico will be subject to a
user fee of 0.19 percent ad valorem with a $400 per entry
cap until June 29, 1999, after which the fee will be
reduced to zero. See app. A of this report for additional
information about the Customs user fee.

In such cases where trade agreements have
eliminated tariffs and Customs user fees, it will be
necessary to develop an alternative means to measure the
U.S.-origin content of imported products in order to
maintain a capability to evaluate the effects of trade
agreements and the use of foreign assembly on U.S.
production and industry ability to compete. The



These issues include how much U.S. production is
generated as a result of foreign assembly, how
production sharing is used globally by manufacturers
for competitive advantage, the effect of NAFTA on
U.S. parts producers, and developments in the global
integration of specific industries.

Organization of the Report

Chapter 2 presents an overview of production
sharing trends in 1994, comparing developments
among industries and regions. Chapter 3 identifies the
principal countries engaged in U.S. production-sharing
trade and examines key trends in these regions.
Chapter 4 analyzes the industries and products that
experienced the most significant growth or volume of
trade in imports under tariff provision 9802.00.80 in
1994. This analysis identifies the level of U.S.-origin
component production that is required to support
foreign assembly operations. For each of the major
industry groups, it examines. the: (1) significance of the
product and market; (2) reasons these products are
involved in production sharing; (3) rationales for using
production sharing in the assembly of these products;
(4) impact of production sharing on the ability of U.S.
industries to compete; and (5) important shifts in 1994.

Chapter 5 analyzes recent developments in U.S.
apparel production-sharing trade, including U.S.
programs that have encouraged investment in, and
trade with, Mexico and countries in the Caribbean
Basin. It describes NAFTA provisions affecting U.S.
apparel trade and recent legislative efforts to extend
NAFTA parity to CBERA-eligible countries. This
special focus chapter concludes with a discussion of
the future prospects of U.S. apparel producers and their
offshore assembly operations in an environment in
which world apparel trade is likely to be less restricted
because of the phasing out of Multifiber Arrangement
quotas under the Uruguay Round Agreement on
Textiles and Clothing.

6__Continued
Commission anticipates coordinating with Customs,
Census, and other trade-related agencies in the U.S.
Government to consider possible options in the
development of alternative methods for statistical
reporting.

Chapter 6 identifies important production sharing
trends in Europe and describes the production-sharing
provisions in the European Union (EU) customs law
(referred to as outward processing trade (OPT)). This
special focus chapter examines developments in
Europe compared with U.S. production-sharing trends
during 1991-94, along with regional business alliances
in Europe for OPT purposes that have been identified
as having implications for U.S. companies competing
there—particularly in light of the recent trade
liberalization in Central and Eastern European
economies.

The report also contains two appendixes. Appendix
A examines preferential tariff treatment applicable to
qualifying goods from the Caribbean Basin, the trade
agreement status of provisions 9802.00.60 and
9802.00.80 of the HTS, their relation to preferennal
tariff programs, and special access programs.”’
Appendix B provides statistical tables on U.S. imports
under provision 9802.00.80 and 9802.00.60 for the
principal countries, by product.

7 For the purposes of this report, imports under HTS
provisions 9802.00.50.10 and 9802.00.90 are combined
with imports under 9802.00.80. HTS provision
9802.00.50.10 was created pursuant to the Caribbean
Basin Economic Recovery Expansion Act of 1990
(CBERA). It is similar to provision 9802.00.80.40 in that
both allow duty-free treatment for goods imported from
countries designated as beneficiaries of the CBERA if the
goods are made from U.S.-origin components and
materials, except for most apparel, other textile articles,
and petroleum products. The difference between these
two provisions is that provision 9802.00.80.40 requires
that the imported article be assembled entirely from
U.S.-made components whereas provision 9802.00.50.10 is
less restrictive, requiring only that the article consist
entirely of U.S.-origin materials that have been advanced
in value or improved in condition by any process of
manufacture or other means. Under both provisions, no
U.S. duty is applied to either the value of the U.S.-origin
parts and materials or to the value added in the
CBERA-beneficiary country. HTS provision 9802.00.90
was created by NAFTA to allow for duty-free treatment of
textile and apparel products assembled in Mexico from
U.S. formed and cut fabric. Under 9802.00.80, only the
value of the U.S. cut fabric pieces is duty-free; under
9802.00.90, the value added in Mexico (such as labor and
overhead) is duty-free as well. See chapter 5 for more
detail about provision 9802.00.90.






CHAPTER 2
Overview Of U.S. Production Sharing

This annual report discusses significant trade shifts
occurring under the production-sharing provisions
9802.00.60 and 9802.00.80 of the HTS, and analyzes
recent developments in these imports by principal
country sources and industry groups. The use of these
tariff provisions is an integral activity for companies
involved in production sharing worldwide. Imports
under these two provisions were $59 million in 1994
and accounted for 9 percent of total U.S. imports.

Goods assembled abroad in whole or in part from
U.S.-made components and certain goods exported and
returned after foreign processing have long been
afforded differential duty treatment. Their
reduced-duty status was first set forth in the former
Tariff Schedules of the United States (TSUS) items

806.30 and 807.00, in effect from 1963 through 1988.

Subsequently, this tariff treatment was continued with
some changes in terminology and application, in
provisions 9802.00.60 and 9802.00.80, subchapter II,
chapter 98 of the HTS, effective as of January 1, 1989.

U.S. production sharing imports enter almost
entirely under tariff provision 9802.00.80, which
covers imported goods that are assembled with
U.S.-manufactured components. Such products are
subject to duty upon entry at the full entered value of
the completed article less the cost or value of the
identifiable U.S.-origin components the article
contains. In most cases, the duty is assessed on the
‘value added abroad. For imports to qualify under the
9802.00.80 provision, goods must require no further
processing in the United States and only “operations
incidental to the assembly process” (but not
manufacturing) may occur abroad.! Tariff provision
9802.00.60 pertains to articles of metal®> (except
precious metal) that are manufactured or processed in
the United States,? exported for further processing, and
then returned subject to duty on the value of the
foreign processing.

1 For the legal text of the provisions, see ch. 98 of
the HTS and applicable notes. Also see U.S. International
Trade Commission (USITC), Production Sharing: U.S.
Imports Under Harmonized Tariff Schedule Subheadings
9802.00.60 and 9802.00.80, 1987-1990, USITC
publication 2469, Dec. 1991.

2 For definition of “metal,” see U.S. note 3(d) to
subch. II, ch. 98 of the HTS.

3 Under each provision, foreign materials or
components that are imported into the U.S. customs
territory and substantially transformed into new articles of
commerce generally qualify as “U.S. goods™ (that is the
original exports need not be wholly obtained or produced
in the United States for the article to be considered as
manufactured or processed in the United States).

Production Sharing in the
Global Economy

Many factors drive the growing use of production
sharing in the United States and abroad.* A few of the
more significant factors are:

e Increased competition, mainly from low-cost
Asian suppliers, leading to a shift in
labor-intensive  assembly  operations  to
low-labor-cost countries. '

e  Efforts by companies to rationalize production
operations, retaining domestic production of
components that can be made more efficiently
in the United States, and shifting generally
more labor-intensive operations to lower wage
countries.

4 In addition to information obtained from various
studies cited below, Commission staff have routinely
monitored the effect of production sharing on U.S.
industry and maintain regular contact with U.S. companies
that use foreign assembly as part of their competitive
strategy. The effects of the use of the production sharing
tariff provisions and of the use of assembly in Mexico’s
magquiladora industry on the U.S. economy, including
production, employment, and competitiveness, were the
subject of Commission investigation No. 332-244, which
was conducted in 1987: The Use and Economic Impact of
TSUS Items 806.30 and 807.00, USITC publication 2953,
Jan. 1988. In that study, the Commission surveyed over
300 companies in industries making use of foreign
assembly. According to these responses, use of foreign
assembly and the production sharing tariff provisions has
(1) improved the overall competitiveness of U.S. firms;
(2) reduced fixed costs and improved profitability; and (3)
increased U.S. employment. Most of the respondents
indicated that were it not for the production sharing tariff
provisions, the firms would have lost market share to
foreign producers that do not use U.S.-made components.
See p. 7-26 of the report. For other studies on the impact
of foreign assembly on the competitiveness of U.S.
industries, see Joseph Grunwald and Kenneth Flamm, The
Global Factory: Foreign Assembly in International Trade,
Washington, D.C.: The Brookings Institution, 1985; Peter
F. Drucker, “The Changed World Economy,” Journal of
the Flagstaff Institute, Feb. 1987; Elsie Echeverri-Carroll,
“Maquilas: Creating Jobs in Texas and in Mexico,” Texas
Business Review, Feb. 1988; and Elsie Echeverri-Carroll,
“Flexible Production and the North American Free Trade
Agreement; The Impact on U.S. and Japanese
Maquiladoras,” in NAFTA and Trade Liberalization in the
Americas, Bureau of Business Research, University of
Texas at Austin, 1995.



¢ Globalization of operations, which leads to
more  cost-effective  sourcing, market
penetration, and rationalizing of production.’

e Reduction or elimination of barriers to trade
and investment in foreign countries, lower
U.S. tariffs, and greater awareness of

investment opportunities in developing
countries.

e Improved physical infrastructure in
low-labor-cost  countries and  lower

transportation costs in shipping to and from
such countries.

e  Currency fluctuations, which can be partially
offset by establishing assembly or production
operations in one or more foreign countries.

For the most part, U.S. producers assemble apparel
in the Caribbean Basin countries and Mexico,® auto
parts and finished vehicles in Mexico, televisions in
Mexico, semiconductors in Asia, and other electronic
products and subassemblies in Mexico and Asia.

Companies in other industrialized countries also
outsource labor-intensive production. Manufacturers
in Japan, Korea, Taiwan, and Hong Kong outsource

5 Companies “rationalize” production by consolidating
the manufacture of a particular product or component to a
limited number of locations. Plants that may have
diversified products become specialized in the production
of fewer goods. This can lead to greater efficiency and
economies of scale, and to interdependency between
plants requiring coordination of production planning.
Rationalization of production across international
boundaries is increasingly a common practice.

6 The sector in Mexico that assembles products for
foreign firms is called the maquiladora industry. Mexico’s
magquiladora law, in effect since 1965, allows the
Government to grant licenses permitting companies (called
magquiladoras or maquilas) to import components and
machinery free of duty but under bond, provided that the
machinery and components are subsequently exported. If
the goods are not exported, the bond is forfeited and the
importer is subject to a full assessment of duties. Failure
to comply with the stipulations of the magquiladora law
can result in the forfeiture of the importer’s license to
operate as a maquila. Maquilas are assembly plants that
use foreign-made components, most of which are imported
from the United States. Most maquilas are subsidiaries of
U.S. manufacturers that perform assembly under contract
with U.S. firms. The maquiladora law is part of the
Magquiladora Program, a Mexican Government initiative to
attract foreign investment in assembly plants in towns
along the border with the United States. For background
on the maquiladora industry, see Ralph Watkins, “The
Origins and Growth of Mexico’s Maquiladora Industry,” in
USITC, Production Sharing:U.S. Imports Under
Harmonized Tariff Schedule Provisions 9802.00.60 and
9802.00.80, 1989-1992, Feb. 1994. For a discussion of
the likely impact of NAFTA on the maquiladora industry,
see Watkins, “NAFTA and Mexico’s Maquiladora
Industry,” in USITC, Industry, Trade, and Technology
Review, Feb. 1994, and Elsie Echeverri-Carroll, “Flexible
Production and the North American Free Trade
Agreement,” in NAFTA and Trade Liberalization in the
Americas, Bureau of Business Research, University of
Texas at Austin, 1995.
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assembly of labor-intensive goods to plants in China,
Thailand, Malaysia, Indonesia, and the Philippines.
Firms in France, Germany, and Northern Italy make
use of low-labor-cost plants to sew apparel and
assemble electronic products in Portugal, Southern
Italy, Slovenia, Croatia, Hungary, Poland, the Czech
Republic, Slovakia, and North Africa.

Mexico and Caribbean Basin countries not only
offer low-cost labor, but their proximity to the United
States also allows U.S. firms greater control over
production and delivery lead times than do Asian
nations. The competitive position of U.S. producers
increasingly depends on their ability to react quickly to
changes in customer requirements. Reduced duties
resulting from trade agreements as well as unilateral
market reforms in Mexico and Caribbean countries
have enabled numerous U.S. apparel and other firms
producing labor-intensive products with assembly
operations in Mexico and the Caribbean to improve
their ability to compete against low-cost imports from
Asia, while maintaining U.S. production of
components and materials that are used in these
assembly operations and retaining U.S. production that
otherwise would be lost to foreign  producers
competing in the U.S. or global market.”

Trade Shifts Under
Production Sharing
Provision 9802.00.80

U.S. trade in production-sharing imports enters
almost entirely under tariff provision 9802.00.80. In
1994, imports under provision 9802.00.80 accounted
for 99 percent of the total value of imports under the
production sharing provisions and for 98 percent of the
duty-free value (table 2-1). During 1994, the duty-free
value (the aggregate value of the U.S.-origin content)
accounted for a combined 33 percent of the total value
of U.S. imports under tariff provisions 9802.00.60 and
9802.00.80.8

U.S. imports under tariff provision 9802.00.80
increased in 1994 by $2.2 billion (4 percent) over the
1993 level to $58.8 billion (table 2-1). Expanded
assembly of auto parts in Mexico by the U.S. motor
vehicle industry, the implementation of NAFTA on
January 1, 1994, and a strong global market for
semiconductors in 1994 more than offset reduced
imports from Canada under the production sharing

7 Chapters 4 and 5 provide more detailed illustrations
of how production sharing helps retain U.S. production
that otherwise would be lost to foreign producers
competing in the U.S. or global markets.

The share of total imports under the production
sharing provisions accounted for by U.S.-origin content
has risen steadily over the past decade, from 19 percent in
1985, to 28 percent in 1990 and 31 percent in 1994
(table B-1 in app. B). This increase reflects the growing
use of assembly in Mexico relative to other suppliers of
imports under these provisions. Plants in Mexico and
Caribbean Basin tend to rely more heavily on components
from the United States than do factories in other regions.



Table 2-1

U.S. imports under HTS provisions 9802.00.60 and 9802.00.80 and total imports, 1993 and 1994

Change, Share of total
1994 imports under
from 9802.00.60 and
Provision 1993 1994 1993 9802.00.80, 1994
= Million dollars Percent
Imports under provision 9802.00.60:
utiable! ........ ... 280 214 -24 Q)
Nondutiable! ............cooiiiiiin... 556 377 -32 1
Subtotal ......... ... .. il 836 591 -29 1
Imports under provision 9802.00.80:
Dutiable3 ..., 39,507 39,616 ® 67
Nondutiable3 ...............coiiii.... 17,008 19,135 13 32
Subtotal ............ ... i, 56,515 58,751 4 99
Imports under provision 9802.00.60
and 9802.00.80:
Dutiable .............iiiiiiiiil, 39,787 39,830 ® 67
Nondutiable .................cooiiiilL. 17,564 19,512 11 33
Total ..o 57,351 59,342 3 100
Grandtotal U.S.imports .................. 574,863 657,885 14 -

1 The dutiable portion of imports under provision 9802.00.60 is the value added to the imported product by
processing (or the cost of processing) in the foreign country. The nondutiable portion is the value of the U.S.-origin

metal.
2 Less than 0.5 percent.

3 The dutiable portion of imports under q_rovision 9802.00.80 is the total value of the imported product less the

cost or value of the U.S.-made components.
contained in the imported product.

he nondutiable portion is the value of U.S.-made components

Note.—Because of rounding, figures may not add to the totals shown.
Source: Compiled from official statistics of the U.S. Department of Commerce.

tariff provision following the elimination of the
Customs user fee under the U.S.-Canada Free-Trade
Agreement (CFTA). Imported products containing
U.S.-made components represented 47 percent of total
U.S. imports from Mexico in 1994; only the
Dominican Republic had a higher ratio of
production-sharing imports to total imports (55
percent) in 1994 (table 2-2). The high proportion of
imports under this provision to total imports from
Mexico and the Dominican Republic primarily reflects
the importance to these countries of U.S. investment
and/or participation for the development of
manlgfacturing industries able to compete in the global
market.

Mexico and the Dominican Republic were the
leading sources of imports under provision 9802.00.80
in terms of the value of U.S. components used in
assembly operations, accounting for 60 percent and 6
percent of such imports, respectively. The growth in
imports from each is discussed in detail in chapter 3.

Other significant shifts in provision 9802.00.80
trade in 1994 included a decrease of $3.7 billion in
imports from Japan. Motor-vehicles accounted for 89
percent of the total value ($10.5 billion) of provision
9802.00.80 imports from Japan in 1994. Decreased
U.S. imports of Japanese automotive products entered
under provision 9802.00.80 in 1994 reflected the
appreciation of the Japanese yen against the U.S.

dollar, improved competitiveness of U.S.-made
vehicles, and the increased use of U.S. assembly plants
by Japanese auto producers to supply the U.S. market.
U.S. components accounted for only 5 percent of the
value of imports from Japan under provision
9802.00.80 in 1994. Most were parts for motor
vehicles or photocopiers.

The recent decline in the use of 9802.00.80 in
connection with imports from Canada reflects the
staged elimination of duties and the Customs user fee
under the CFTA and the reduced incentive to use this
tariff provision.  The total value of provision
9802.00.80 imports from Canada decreased to $1.3
billion in 1994 from $2.5 billion in 1993, compared
with a peak of $25.7 billion in 1989. ‘

Globally, the leading industries that have employed
foreign assembly to reduce production costs are the
apparel, electronic products, and motor vehicle (and
parts) industries. For U.S. industries using production
sharing, semiconductors and other microelectronic
components accounted for 24 percent of total U.S.
imports under provision 9802.00.80 in 1994 and
apparel made up 20 percent as measured by the value
of U.S. components used in the assembly processes
(table 2-3). Motor vehicles accounted for 12 percent
and selected auto parts (including wiring harnesses,
engines, and seats) 16 percent. As stated previously,

2-3



Table 2-2

U.S. imports for consumption, total and under HTS provision 9802.00.80" by principal suppliers

(based on the value of U.S. components in the assembled imports in 1994), 1991-94

(Million dollars)
Country 1991 1992 1993 1994
Total imports

MEXICO « it tieeee ittt ettt 30,445 33,935 38,668 48,605
Dominican Republic ................. ...l 1,977 2,367 2,667 3,077
Malaysia ...t 6,074 8,176 10,482 13,877
Philippines ........cciiiiiiiiii i 3,431 4,313 4,864 5,712
5G] == A 16,862 16,523 16,966 19,547
- 3 T ‘91,219 95,520 106,162 117,532
Canada .....oiiiiii i, 90,924 98,242 110,482 128,753
CostaRica ......covviiiiiii it 1,144 1,402 1,542 1,645
TaIWAN ..ot i e et 22,942 24,531 24,981 26,586
L T=T 111 25,605 27,650 28,103 31,566
(1 V-1 SO 218,761 240,083 258,028 292,551

Total .o e 463,778 525,091 574,863 657,885

' 9802.00.80 imports

MEXICO .ttt et ettt 14,151 16,273 18,789 22,944
Dominican Republic ............. ... .. ... .ol 946 1,272 1,531 1,707
Malaysa .....oooeieinie e 1,263 1,375 1,669 1,940
Philippines ........coiiiiiiiii i 622 823 1,049 1,377
(1G] == SRR 2,051 1,577 1,659 1,723
- o Y- A 16,840 17,626 14,135 10,481
Canada ...t et e et e e, 7,481 2,919 2,493 1,292
CostaRiCa ......ccoiiiiiiiiii ittt 379 502 575 623
TaIWaN ..t e 881 899 958 1,161
GeIMaANY ..ottt iiaiiaiieee s 4,607 5,334 4,578 5,857
(1 7= 7,191 6,891 9,079 9,646

Total ..o e 56,412 55,491 56,515 58,751

U.S. content of 9802 .00.80 imports

MeXiCO ..ot ittt it et e 7,119 8,522 9,733 11,508
Dominican Republic ................ .. ... 643 873 1,041 1,109
Malaysia ........c.oiiiiiiii e 532 611 784 968
Philippines ..........c. i 283 368 485 640
1G] (== A 495 439 474 479
JapaNn ... e e 473 497 460 472
Canada ........cciiiiii i e e 2,128 818 773 456
CostaRiCa .......cciiiiiiiiiii i iiiieeaann 264 355 399 411
JaIWaN .t e 219 298 336 372
Germany? ... ..ottt 85 86 84 121
Other . ot e et 1,650 1,895 2,439 2,717

Total oot e e 13,891 14,762 17,008 19,134

1 Imports from Mexico under the 9802.00.80 provision in 1994 include those under HTS subheading 9802.00.90
(NAFTA provision for apparel assembled from U.S. formed and cut fabric) as well as 9802.00.80 (“regular 807"). The
data also include imports under 9802.00.50, articles processed (other than assembly) in CBERA-eligible countries

entirely from U.S.-origin materials.

Germany is shown in this table even though it ranked only 18th in terms of the value of U.S. components
contained in imports under 9802.00.80. Germany was the third-leading supplier in terms of the total value of imports
under the provision. Countries not shown in the table that ranked higher than Germany in terms of duty-free value in
1994 were Thailand, Singapore, Honduras, Jamaica, Guatemala, El Salvador, Colombia, and Hong Kong. See app.

Table B-15.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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U.S. producers assemble apparel in the Caribbean
Basin countries and Mexico, autos and parts, and
televisions in Mexico, semiconductors in Asia, and
ott:lel;Sx electronic products and subassemblies in Mexico
and Asia.

The most significant growth in U.S. imports under
provision 9802.00.80 in 1994 occurred in
microelectronic components, apparel, and ignition
wiring harnesses (table 2-4). Each of these products
requires the use of labor-intensive manufacturing
methods which encourages the use of production
sharing as a means to minimize production costs given
the intense global competition in these industries.
Since labor is an important part of the cost
calculations, producers seek to farm out assembly to
lower labor cost countries, while maintaining most
corporate functions in the United States, as well as the
production of components and materials. The upward
trend in imports of apparel, electronic products, and
auto parts also reflected strong demand for these
products in the U.S. market in 1994, which benefitted
both U.S. production and foreign assembly.

For more detailed analysis regarding specific
countries and industries engaged in U.S. production
sharing, refer to chapters 3 and 4, respectively, and see
chapter 5, “Production Sharing in the U.S. Apparel
Industry.”

Trade Shifts Under
Production Sharing
Provision 9802.00.60

Although products entered under U.S. tariff
provision 9802.00.60 account for about 1 percent of

Table 2-4

total U.S. production sharing imports, a number of
significant shifts in the use of this provision occurred
in 1994. U.S. imports under HTS provision 9802.00.60
(measured in terms of the value of the U.S.-origin
metal inputs before foreign processing occurs)
decreased by 30 percent to $591 million. Most of the
decline in imports under this provision resulted from a
reduction in use of the metal-processing provision
when importing steel mill products from Canada and
Mexico.” Current or staged elimination of duties on
imports from these countries under NAFTA has
lessened the incentive to use provision 9802.00.60
when importing from processing operations. Canada,
nevertheless, remained the dominant supplier of
articles imported under provision 9802.00.60 in 1994
(accounting for 63 percent of the total), followed by
Mexico (22 percent), and Japan (9 percent). Imports
from Canada under provision 9802.00.60 fell by 6
percent in 1994 and imports from Mexico declined by
17 percent, while imports from Japan nearly doubled.

The principal products imported from Canada
under provision 9802.00.60 in 1994 were steel and
aluminum mill products and aircraft parts, despite the
fact that these goods were no longer subject to duty or
the Customs user fee that year. Motor-vehicle parts
and steel mill products accounted for most of the
imports from Mexico. Copper wire, pipe, and sheet
products destined for the U.S. building and
construction industries accounted for the bulk of
imports from Japan under provision 9802.00.60.

9 U.S. metal fabricators with plants in both the United
States and Canada or Mexico are major users of tariff
item 9802.00.60. Typically, when U.S. metal fabricators
exhaust certain processing capacities on the U.S. side of
the border, metal sheets or coil are sent to nearby
affiliates in Canada or Mexico to have those particular
functions performed. The processed metal is then
returned to the U.S. parent company or other U.S. affiliate
for further processing. ‘

Leading industry groups by duty-free value of U.S. imports under HTS provision 9802.00.80,

change in value, and percent change

Duty-free Duty-free Change in Percent

value value value 1994 change 1994
Industry group 1993 1994 from 1993 from 1993

Million dollars Percent

Microelectronic components ............. 3,623 4,531 899 25
Apparel ...... ...l 3,133 3,739 © 606 19
Autos, trucks, and buses ..... eeeaeesanes 2,332 2,236 -96 4
Wiring harnesses for motor vehicles ...... 1,117 1,613 496 44
Certain motor vehicle parts .............. 1,578 1,303 -275 -17
Televisionreceivers . .................... 701 850 149 22
Medical and scientific instruments ........ 603 610 7 1
Filtering and controlling equipment ........ 229 507 279 121
Electricmotors ............ ..ot 334 426 92 28
Computer equipment ..........c.ovennn.. 452 390 -61 -14

Source: Compiled by the U.S. International Trade Commission from official statistics of the U.S. Department of

Commerce.
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Duty Savings

The U.S. apparel industry continues to have the
greatest economic incentive of any domestic industry
to use the production sharing provisions. Because of
high tariffs and the significant portion of the value of
imports accounted for by the U.S.-cut fabric pieces that
the garments are sewn from, textile and apparel
products accounted for nearly 60 percent of total duty
savings from use of the production-sharing provisions
in 1994 despite making up only 10 percent of total
imports under the provisions. By contrast, since most
semiconductors enter free of duty, they account for
almost no duty savings while comprising 11 percent of
total imports under the provisions (figure 2-1, and table
B-28 in app. B).

Effects of NAFTA on

Production Sharing

Changes in tariff treatment under NAFTA are
expected to favor Mexico over Caribbean Basin
countries in their competition to attract foreign
investment in production sharing operations. Under

Figure 2-1

NAFTA, apparel sewn in Mexico from fabric formed
and cut in the United States enters the United States
free of duty under newly created (January 1, 1994)
provision 9802.00.90. Comparable apparel sewn in the
Caribbean Basin receives duty-free treatment only on
the value of the U.S. formed and cut fabric and is
subject to duty on the value added by assembly in the
Caribbean (labor costs plus overhead). ‘

With the principal exception of apparel and textile
articles, products assembled in Mexico will be placed
on equal footing (in terms of duty-free tariff treatment)
with products assembled in the Caribbean Basin when
the staged elimination of tariffs for such products
under NAFTA is complete in 2008.  Under the
Caribbean Basin Economic Recovery Expansion Act
of 1990, certain products assembled in the Caribbean
entirely from U.S.-origin components and materials
enter the United States completely free of duty.
Comparable imports from Mexico are subject to duty
on the value added to the U.S.-made components
through assembly in Mexico, unless the products enter
free of duty under NAFTA (see chapter 5 for analysis
on the effects of NAFTA on imports of apparel under
new provision 9802.00.90 and a discussion of NAFTA
parity.for Caribbean Basin countries).

U.S. imports under HTS provision 9802.00.80: Shares of total value and duty savings, by selected

industries, 1994

Motor vehicles
39%

Textilesl,
appare

. 15%
Other

27%

Semiconductors1

Auto parts, engines 11%
10%

Total value

$58.8 billion

Auto parts, engines

Textilesl,
appare!
60%
Duty savings
$1.2 billion

1 Semiconductors accounted for less than 0.1 percent of the total duty savings in 1994.
Source: Based on official statistics of the U.S. Department of Commerce.
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NAFTA will eventually affect the volume of U.S.
imports from Mexico entered under the
production-sharing provisions in much the same
manner as the CFTA affected the volume of U.S.
imports from Canada entered under the 9802
provisions. In the initial years of the phaseout of
tariffs, most importers are expected to continue to use
the production sharing-provisions, especially when the
significant value of U.S. components contained in such
imports would be exempt from the Customs user fee.
In 1999, when the Customs user fee on imports from
Mexico is eliminated, the use of the production-sharing
provisions will likely decline substantially even though
trade with Mexico and the use of U.S. components in
Mexican manufacturing operations are expected to
increase.

Trade-Monitoring
Implications of the NAFTA
and the U.S.-Canada

Free-Trade Agreement

The existence of HTS tariff item 9802.00.80
provides a means for measuring the use of U.S.-made
parts in foreign assembly and other production sharing
operations. However, prior to the establishment by the
U.S. Customs Service in 1986 of a Merchandise
Processing Fee (user fee), imports entered under these
provisions were largely limited to those that were
dutiable and provided only a partial picture of the level
of trade involving production sharing operations.
Companies importing goods that were free of duty had
no incentive to complete the extra paperwork necessary
to enter goods from production sharing operations
under HTS provision 9802.00.80, since there were no
duty savings.

The creation of the Customs user fee in 1986 and
exemption from the fee for the U.S.-content of
products entered under HTS provisions 9802.00.60 and
9802.00.80 presented an opportunity to collect
information on production sharing imports of duty-free
products, such as motor vehicles and auto parts from
Canada (which were duty-free under the Automotive
Products Trade Act of 1965) and most semiconductors.
For a brief period (November 1986 through September
1990), there was a financial incentive to import all
products containing U.S.-made parts under provision

9802.00.80, which enabled the most comprehensive

reporting to date on U.S. component trade. That
incentive, however, began to diminish in 1990 with a
$400 (now $485) per entry cap on the user fee. The
trend continued with the staged reduction of duties and
the elimination of the user fee on imports from Canada
under the CFTA on January 1, 1994. Consequently,
even though production sharing between the United

States and Canada has expanded under the CFTA,10
official U.S. statistics show that only a small portion of
the trade now enters under provision 9802; imports
from Canada under provision 9802.00.80 dropped from
$26 billion in 1989 to $1 billion in 1994. Under
NAFTA, the user fee on imports from Mexico is
scheduled to be eliminated on July 1, 1999. As with
imports from Canada under the CFTA, it is expected
that there will be a sharp reduction in imports under
9802.00.80 from Mexico under NAFTA, despite a
significant rise in the use of assembly plants in Mexico
under NAFTA.

As trade agreements eliminate tariffs and customs
user fees, the financial incentive to use provision
9802.00.80 is significantly reduced. As a result, an
existing tool providing the capability to monitor and
analyze the use of U.S.-made components in assembly
plants in Mexico and Canada will become more
limited. Only the remaining portion (an estimated 40
percent) of U.S.-origin content of imports from foreign
assembly operations in countries other than Mexico
and Canada will be verifiable for reporting purposes,
even though production sharing with Mexico and
Canada continues to expand as trade agreements
facilitate the use of U.S.-made components and
materials in Canadian and Mexican assembly
operations. In addition, the use of production sharing
in an increasingly globalized economy will continue to
be an important competitive strategy for U.S.
companies, even though duty-free imports will occur
under CFTA and NAFTA without the need to use the

- 9802 provisions.

10 production-sharing trade with Canada continued to
expand in 1994, particularly in motor vehicles and parts
and in electronic products. Most of this trade, however,
was not reported under tariff provision 9802.00.80. U.S.
imports of motor vehicles and parts from Canada rose by
15 percent in 1994 (to $38 billion) and exports increased
by 18 percent (to $25 billion). North American motor
vehicle producers achieve increased economies of scale by
concentrating the production of specific car models at a
single location. These locations supply both the U.S. and
Canadian markets. North American car manufacturers
generally award contracts to the most cost-competitive
manufacturers of car parts on either side of the border.
Car seats are an example of the integration of the North
American motor vehicle industry. Canadian producers of
electronically adjustable car seats are reliant on parts from
the United States. The finished seats are used by vehicle
assembly operations on both sides of the U.S.-Canadian
border. In the electronics industry, U.S. imports from
Canada of computer equipment rose by 17 percent in
1994 (to $5.4 billion) while U.S. exports to Canada
increased by 18 percent (to $9.2 billion). U.S. ,
multinationals such as IBM, Digital Equipment, and
Hewlett Packard supply assembly operations in Canada.
Products made by these operations are sold throughout
North America. See Josephine Spalding-Masgarha,
“Canada,” in USITC, US. Trade Shifts in Selected
Industries: Merchandise—1994 Annual Report, Publication
2924, Sept. 1995, p. 2-19.



| CHAPTER 3
Principal Countries Engaged In U.S.
Production-Sharing Trade

This chapter focuses on U.S. production-sharing
trade with six developing countries that accounted for
nearly one-half, or $29 billion, of U.S. imports under
provision 9802.00.80 in 1994. Production-sharing
imports from Mexico, the Dominican Republic,
Malaysia, the Philippines, Thailand, and Honduras
(table 2-1) grew by a combined 22 percent ($5.2
billion) over the 1993 level, whereas such imports from
all other countries dropped by 9 percent ($3.0 billion).
This chapter also examines the composition of U.S.
production-sharing trade with these countries, which
differs significantly on a regional basis. Apparel
accounts for almost all of the production-sharing trade
with the Caribbean Basin countries, while
semiconductors dominate the trade with the Southeast
Asian countries. Production-sharing trade with Mexico
is more diversified, although the motor vehicle and
electronics sectors account for about two-thirds of the
trade.

Latin America

Production sharing is an important component of
U.S. trade with Mexico, Central America, and the
Caribbean Basin, accounting for 44 percent of total
U.S. imports from countries in the region in 1994.
Mexico and several Caribbean Basin countries have
recently been the source of significant growth in
certain production-sharing sectors.  Whereas the
growth in production-sharing trade with Mexico has
touched on almost all manufacturing sectors, provision
9802.00.80 imports from all other countries in the
region are concentrated in the apparel sector.!

Mexico

Mexico remains the leader in production-sharing
operations with the United States due to competitive
wages, proximity to U.S. markets,? and manufacturing

1 See Chapter 5 in this report for more background on
apparel production-sharing operations in Caribbean Basin
countries and Mexico.

2 Transportation costs constitute an advantage for
Mexico in production-sharing activity. Garment
manufacturers in Los Angeles, for example, tend to use
maquiladora operations in Tijuana and Mexicali (Baja
California), while those in Texas are likely to have sewing
operations in Ciudad Juarez and other cities on the
Mexican side of the Rio Grande. Both the California and

operations that complement those in the United States.
The maquiladora (assembly) industry in Mexico has
continued to expand in recent years despite a number
of major economic, financial, and political setbacks.
Both the anticipation of NAFTA-related benefits and
the sharp devaluation of the Mexican peso in
December 1994 spurred investment in plants and
equipment in the maquila sector3  The peso
devaluation has not only reduced labor costs in dollar
terms, making maqula goods significantly less
expensive in the U.S. market, but also helped spawn
89,000 new maquiladora jobs and an added 400 plants
to the existing 2,134 assembly facilities.?

U.S. imports from Mexico, both overall and under
HTS provision 9802.00.80, steadily increased during
1991-94. Imports reflecting production-sharing
operations accounted for nearly half of the total
imports from Mexico.  U.S.-origin components
accounted for $11.5 billion, or 50 percent, of total U.S.
gm;iuction—sharing imports from Mexico in 1994 (table

-1).

U.S. production-sharing imports from the
magquiladora industry rose by 22 percent in 1994,
compared with annual increases of 15 percent in 1992
and 1993. This growth in production-sharing imports
from Mexico occurred despite a steady increase in
hourly compensation for production workers in
Mexico.> Rising wages led to a flattening of the

2—Continued
Texas garment industries use truck and rail connections
with Mexico. Apparel producers in New York City and
the South Atlantuc States tend to have sewing operations
in the Caribbean Basin and ship by sea.

3 For more information on the peso crisis, see U.S.
International Trade Commission (USITC), The Year in
Trade 1994, USITC publication 2894, July 1995, p. 85;
USITC, “NAFTA Update: Steady U.S. Bilateral Trade
Growth with Mexico Faces Mixed Prospects in 1995,”
prepared by Ruben Mata, Industry Trade and Technology
Review (ITTR), Mar. 1995; and Magda Komnis, “Financial
Crises in Mexico,” in USITC, International Economic
Review, Mar. 1995. For a discussion on the effects of the
peso devaluation, see Lucinda Vargas, “The Mexican
Economy in 1995: A Post-Devaluation Assessment,” in
Business Frontier, Nov. 1995.

4 See Chris Kraul, “Mexico Sees Potential of
Foreign-Owned Factories,” The Los Angeles Times, Nov.
23, 1995; and “Maquilas Scoreboard,” Twin Plant News:
Mexico’s Industrial Magazine, Oct. 1995, p. 43.

Average hourly compensation for production workers
in Mexico rose by 59 percent during 1990-94 (from $1.64
to $2.61) compared with a 15-percent increase in the
United States (from $14.91 to $17.10). U.S. Department
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Table 3-1

Mexico: U.S. imports for consumption—total, production sharing under HTS provision 9802.00.80,

U.S. content, and percentage shares, 1991-941

9802.00.80 U.S. content
U.S. content share of share of
Total U.S. 9802.00.80 under total total under
Year imports imports 9802.00.80 imports 9802.00.80
Million dollars Percent
1901 ... 30,445 14,163 7,125 47 50
1992 ... i 33,935 16,291 8,524 48 52
1993 ... 38,668 18,802 9,738 49 52
1994 ... ...l 48,605 22,944 11,508 47 50

1 Also includes trade under provision 9802.00.90, which was created as a result of NAFTA on January 1, 1994,
for the purpose of providing duty-free treatment to apparel assembled in Mexico from fabric formed and cut in the

United States.

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

number of plants and emg)loyment in the maquiladora
industry during 1991-93.% The sharp rise in the value
of production-sharing imports in 1994 (to $22.9
billion), compared with a modest 6-percent increase in
employment in the maquiladora industry (to an
estimated 580,000 workers), partially reflected both a
significant gain in productivity due to increased
technology and better training in the maquiladora
workforce, as well as a shift toward the assembly of
higher technology and higher value-added products.’

The more rapid growth in production-sharing
imports from Mexico in 1994 was prompted, in part,
by the continued integration of the North American
motor vehicle industry, as well as overall growth in the
U.S. economy. The trade in motor vehicles appeared
to benefit from capacity added in. Mexico in
anticipation of the reduction of trade and investment
barriers under NAFTA. Collectively, U.S. imports of
motor vehicles, engines, ignition wiring harnesses, and
certain other motor vehicle parts from
production-sharing operations in Mexico in 1994 rose
by 15 percent (or by $1.2 billion) over the 1993 level
to almost $9.0 billion (table 3-2). These shipments

5—Continued
of Labor, Bureau of Labor Statistics, “International
Comparisons of Hourly Compensation Costs for
Production Workers in Manufacturing, 1994,” report 893,
June 1995, p. 7.

6 For a discussion of trends in employment and
compensation in the maquiladora industry, see USITC,
“The Origins and Growth of Mexico’s Maquiladora
Industry,” Production Sharing: U.S. Imports Under
Harmonized Tariff Schedule Provisions 9802.00.60 and
9802.00.80, 1989-92, USITC publication 2729, Feb. 1994;
and Lucinda Vargas, “The Changing Dynamics of the
Magquiladora Industry: How Much Does NAFTA Matter?”
Business Frontier, Vol. 1, No. 3, Nov.-Dec. 1994.

7 Apparel, which is sewn in relatively low technology
operations, accounted for only 12 percent of maquiladora
employment in 1994 compared with 36 percent for
electronic products and 23 percent for transportation
equipment, both.of which involved higher technology
and/or higher value assembly operations. See Vargas,
“The Changing Dynamics,” Nov.-Dec. 1994.
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accounted for 39 percent of total U.S. imports from
Mexico under 9802.00.80 in 1994. U.S.-origin content
accounted for roughly half of the value of 9802.00.80
imports of motor vehicles and parts from Mexico.

Mexico’s proximity to the electronics and
computer industry in California has contributed to a
steady increase in production sharing of these products.
The assembly of electronic products requires certain
labor skills and a relatively developed infrastructure,
which are available in many countries in-Asia but not
in many countries in the Caribbean.? For many U.S.
producers of electronic products that conduct
labor-intensive processes offshore, the alternative to
assembly in Mexico is through direct investment in
plants, contracting, or licensing arrangements in Asia.
Rising labor costs in Asian countries such as Taiwan
and Korea and the implementation of NAFTA made
Mexico more attractive than production sharing in
Asia. Because assembly plants in Mexico use a higher
proportion of U.S.-made parts than do plants in Asia,’
the use of assembly operations in Mexico supports
more employment in the United States for component
producers. Use of assembly plants in Mexico by U.S.
electronics firms rose sharply in 1994, in part reflecting
the overall growth of the U.S. economy and the
corresponding increase in demand for electronics.!?

Manufacturers in other countries are also
capitalizing on Mexico’s advantages for production
sharing. For example, Japanese and Korean electronics
firms have continued to expand their maquiladora
operations in Mexico in 1994. Their chief incentives

8 For a discussion of the factors influencing the
location of assembly plants, see USITC, “Comparison of
Production Sharing Operations in the Caribbean Basin
with those in Mexico and Selected Asian Countries,”
prepared by Josephine Spalding-Masgarha, Industry Trade
and Technology Review, Sept. 1995.

9 The exception to this generalization is the assembly
of semiconductors in Southeast Asia. Most components
for these semiconductors are produced in California or
elsewhere in the United States. See discussions about
semiconductor assembly in chapter 4 of this report.

See discussion on the electronics industry in chapter
4 of this report.



Table 3-2

Mexico: Total value of imports to the United States under HTS provision 9802.00.80, by principal

products, 1991-94

(Million dollars)
Product 1991 1992 1993 1994
Motor vehicles and parts:
Motorvehicles ..., 3,270 3,670 4,180 4,550
Wiring harnesses ....................oilll 1,410 1,660 1,760 2,570
Certain auto parts . . cee 931 1,340 1,590 1,490
ENgines ......coiniiiiiiii i 274 337 284 361
Subtotal ......... . 5,885 7,007 7,814 8,971
Televisionreceivers ..........c.ceeiiiiain.... 1,650 1,900 2,180 2,550
Electriccapacitors . .........ccovviiiniiiinnnnnnn 1,040 1,100 1,280 1,720
A{)parel ...................................... - 796 1,035 1,255 1,716
Electric motors, generators. ..................... 309 412 475 638
Measuring, and testing equipment ............... 270 338 526 565
Allother ... ...t 4,213 4,499 5,272 6,784

Total ..o 14,163 - 16,291 18,802 22,944

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

were to (1) benefit from relatively lower labor costs in
Mexico; (2) gain easier access to competitively priced
U.S.-made electronic components; and (3) assemble
electronics with sufficient North American content to
qualify for duty-free entry into the United States and
Mexican markets under NAFTA. Consequently, the
expansion of these Asian operations in Mexico has
contributed to the increase in demand for U.S.
components.

The leading (non-automotive) electronic products
assembled in Mexico for export to the United States
are televisions, capacitors and resistors, electric
motors, and measuring and testing instruments (mainly
meters). Collectively, U.S. production-sharing imports
from Mexico in these four categories climbed by 23
percent in 1994 to $5.5 billion, or nearly one-quarter of
total imports from Mexico under 9802.00.80. All of
the top U.S. and foreign television producers have
assembly operations in the Mexican maquiladora
industry, which has helped make Mexico the leading
world exporter of televisions. Most Japanese and
Korean producers assemble television receivers in
Tijuana, taking advantage of direct air-cargo services
between Tokyo and Seoul and Los Angeles. The three
largest television producers in the United States
(owned by Dutch, French, and Korean electronics
corporations) have assembly plants in Mexican States
that border Texas. These companies use transportation
faciliies in Texas to connect with complementary
operations in Missouri, Illinois, Indiana, and
Tennessee.

The apparel sector accounted for 7 percent of U.S.
production-sharing imports from Mexico in 1994.11
Mexico competes mainly with Caribbean Basin
- countries for garment assembly work from U.S. firms.
The Caribbean Basin countries as a group supplied 60
percent of these imports. Mexico is the largest

11 U.S. production-sharing trade in the apparel sector
is discussed in chapter S of this report.

single-country supplier of apparel to the United States
under the production-sharing provisions with 28
percent of the total in 1995.

Conditions of competition between Mexico and the
Caribbean countries have changed in the past 2 years
as a result of NAFTA and, more recently, the
devaluation of the Mexican peso. Under NAFTA,
garments assembled in Mexico from fabric wholly
formed and cut in the United States enter free of duty
under the new NAFTA production-sharing provision
9802.00.90. Such garments accounted for 85 percent,
or almost $1.5 billion, of U.S. apparel imports from
Mexico under the production-sharing provision in
1994. These Mexican garments compete directly with
most of the 9802.00.80 apparel imports from
Caribbean countries, which are still subject to duty on
the value added offshore. The 50-percent devaluation
of the Mexican peso during December 1994-January
1995 further affected the competitive balance between
Mexico and the Caribbean countries by effectively
reducing dollar prices of Mexican goods in the U.S.
market. '

Jennifer Rorke
(202) 205-3489

The Caribbean Basin

The vast majority of U.S. imports from the
Caribbean Basin under HTS provision 9802.00.80 are
apparel products. In 1994, apparel accounted for 89
percent of such imports. Although apparel is not
eligible for duty-free entry under the CBERA program,
it does benefit from reduced duties under the
9802.00.80 provision, relatively few restrictive quotas
and preferential access to the U.S. apparel market. 12

12 See ch.5 for a description of “Guaranteed Access
Levels” (GALS) for apparel from certain Caribbean Basin
countries to the U.S. market.



As such, apparel represents a major and growing
share of total U.S. imports from the Caribbean Basin
countries, accounting for 40 percent of the total in
1994, compared with 25 percent in 1989. U.S. industry
officials claim that NAFTA has led to a measurable
diversion of apparel trade and investment from
CBERA countries to Mexico, as discussed in chapter 5
of this report.

The Caribbean Basin’s dependence on the
production of apparel for export partly reflects the
region’s underdeveloped infrastructure.  Frequent
power outages in many Caribbean Basin countries
discourage investment in the production of
energy-intensive goods such as motor vehicles and
parts and electronic goods. Nevertheless, U.S. imports
from the region’s top six production-sharing sources
steadily increased during 1991-94 (table 3-3). These
six countries, the Dominican Republic, Costa Rica,
Honduras, Guatemala, Jamaica, and El Salvador,
accounted for 97 percent of total U.S. imports under
provision 9802.00.80 from the Caribbean Basin in
1994. The greatest growth in such imports from the
Caribbean Basin in 1994 occurred in sh1'3pments from
the Dominican Republic and Honduras.!

Dominican Republic

The Dominican Republic is the United States’
leading supplier of manufactured goods from the
Caribbean Basin region under the 9802.00.80
provision. This country has a relatively large
workforce; a location that is closer to Atlantic seaboard
ports serving the U.S. apparel industry than most other
Caribbean Basin countries; and a developed network of
port facilities, industrial parks, and free-trade zones.!4

13 Although the rise in imports of apparel under
9802.00.80 from El Salvador was roughly equivalent to
the increase from Honduras, the growth in imports from
El Salvador amounted to a return to pre-civil war levels.

14 Firms operating within these free-trade zones are
granted a 100-percent exemption on all taxes and duties

Table 3-3

Production-sharing activity accounted for just over half
of total U.S. imports from the Dominican Republic in
1994. Two-thirds of the value of these imports, or $1.1
billion, consisted of U.S.-origin components. U.S.
imports from production-sharing operations in the
Dominican Republic grew by 11 percent in 1994 (to
$1.7 billion), compared with an increase of 20 percent
(to $1.5 billion) in pre-NAFTA 1993 (table 3-4). The
remainder of the imports from the Dominican Republic
consisted mainly of agricultural products, such as beef
and sugar.

Although the Dominican Republic has diversified
its manufacturing base more than other Caribbean
nations, it still relies heavily on the apparel sector for
export earnings. Apparel accounted for 52 percent of
total U.S. imports from the Dominican Republic in
1994 and for 81 percent ($1.4 billion) of the
9802.00.80 imports from that country.!> However, the
passage of legislation by the Dominican Republic
providing for tax inducements for investment,
especially Law Number 8-90 which regulates free trade
zones, has facilitated investment in higher technology
and value-added industries, such as hard-to-automate
assembly of respiratory equipment, electrical
capacitors, jewelry, and wiring harnesses (table 3-5).16

14__Continued
for at least 15 years. U.S. Department of Commerce,
International Trade Administration, Country Commercial
Guides: Investment Climate of Dominican Republic, 1995.

15 The Dominican Republic is the largest source of
duty-free imports under CBERA. See USITC, Impact of
the Caribbean Basin Economic Recovery Act on U.S.
Industries and Consumers, Ninth Report, USITC
publication 2813, Sept. 1994, p. 58, for a discussion of
CBERA imports from the Dominican Republic. For a
discussion of the comparative disadvantage faced by
Caribbean countries in attracting foreign investors in
manufacturing sectors other than apparel, see USITC,
“Comparison of Production-Sharing Operations,”
Spalding-Masgarha, ITTR, Sept. 1995.

16 These goods can also be imported duty-free under
the CBERA. In 1994, the United States imported $90

Caribbean Basin: Total value of imports to the United States under HTS provision 9802.00.80, by

principal countries, 1991-94

(Million dollars)

Change

Country 1991 1992 1993 1994 1993-94
Dominican Republic ........... 946 1,272 1,531 - 1,707 176
CostaRica ...........cccoutn 379 502 575 623 48
Honduras .................... 144 249 337 452 115
Guatemala ................... 227 323 425 451 26
Jamaica...................... 176 225 321 380 59
ElSalvador .............. . 87 148 203 322 119
Haiti ......covvvieienn... 172 108 35 -73
Bahamas...........cccvunnn.. " 155 28 -127
Belize ....cccovvvviiiiaan.. 15 15 15 M
Panama ........coivveennnnnn. 8 11 11 1)
Allother ........ccovvveenon... 34 48 48 M
Total . .ovvieeeieaeann 2,190 2,860 4,073 343

3,730

1 Less than $500,000.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 3-4

Dominican Republic: U.S. imports for consumption—total, production sharing under HTS
provision 9802.00.80, U.S. content, and percentage shares, 1991-94

9802.00.80 U.S. content
U.S. content share of share of
Total U.S. 9802.00.80 under total total under
Year imports imports 9802.00.80 imports 9802.00.80
Million dollars Percent
1991 ... 1,977 946 643 48 68
1992 ...t 2,367 1,272 873 54 67
1993 .. ..., 2,667 1,531 1,041 57 68
1994 ... ..., 3,077 1,707 1,109 55 65

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

Table 3-5

Dominican Republic: Total value of imports to the United States under HTS provision 9802.00.80,

by principal products, 1991-94

(Million dollars)

Product 1991 1992 1993 1994
Qpparel ......................................... 784 1,032 1,211 1,377
edical and opticalgoods ................. ... 57 72 88 89
Electriccapacitors ..........ccooiiiiiiiiiiiii., - 47 54 66 87
Footwearandparts ............cooiiiiiiiininnnn.. 23 67 115 83
dewelry. . ... . 4 8 6 16
Wiringharnesses ............cciiiiiiiiiiiiia., 7 10 1 15
Electric sound equipment. ..............cciiiiinn.. 2 2 5 7
Allother ... ..o i 22 27 29 33
Total o e 946 1,272 1,531 1,707

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

Honduras

The implementation of NAFTA did not appear to
slow the expansion of U.S. production-sharing imports
from Honduras, which grew by 35 percent in 1993
(pre-NAFTA) and 34 percent in 1994 (post-NAFTA).
Because Honduras is one of the poorest and least
developed countries in Central America,!” overall
investment has remained relatively low. However,
with the passage in 1992 of a new investment law
permitting free-trade zones!® and reducing trade
barriers, U.S. imports from Honduras under the
production-sharing tariff provision more than tripled

16__Continued
million of jewelry, $70 million in medical and surgical
instruments, and $10 million in electrical apparatus under
CBERA from the Dominican Republic. See USITC,
Caribbean Basin Economic Recovery Act: Impact on US.
Industries and Consumers, 10th Report, USITC
publication 2927, Sept. 1995, pp. 9 and 21.

17 The Economist Intelligence Unit (EIU), Country
Report: Nicaragua, Honduras, 2nd quarter 1994, pp. 3, 9.

18 The economic benefit of free-trade zones is
discussed in USITC, “Free Trade Zones: Global Overview
and Future Prospects,” prepared by J. Gail Burns, ITTR,
Sept. 1995.

during 1991-94 to $452 million (table 3-6) and
accounted for $325 million in U.S.-origin component
production. Recent development of the transportation
infrastructure (airports, highways, and seaports) and
liberalized investment laws have also attracted private
investment (both foreign and domestic) in apparel
sewing operations and export-oriented agriculture.

Furthermore, Honduras has benefitted from recent
changes in investment policies in Costa Rica that, in
combination with significantly lower wages in
Honduras, have diverted potential investors in the
apparel industry toward Honduras. These
developments help explain the increase in U.S.
ggduction—shan’ng trade with Honduras shown in table

Recent developments notwithstanding, U.S. trade
with Honduras is still heavily dependent upon apparel,
which accounted for 60 percent of total U.S. imports
from that country and for almost all of its production

19 Beef, bananas, coffee, shrimp, pineapples, and
melons account for most of Honduras’ non-apparel exports
to the United States. The bulk of these agricultural
exports enters the United States free of duty under GSP or
CBERA. Medardo Galindo, General Manager, FPX
(Honduran Federation of Agricultural Exporters), interview
bg USITC staff, San Pedro Sula, Honduras, May 17,

1994.



Table 3-6

Honduras: U.S. imports for consumption—total, production sharing under HTS provision
9802.00.80, U.S. content, and percentage shares, 1991-94

9802.00.80 U.S. content
U.S. content share of share of
Total U.S. 9802.00.80 under total total under
Year imports imports 9802.00.80 imports 9802.00.80
Million dollars Percent
1991 ... 552 144 107 26 74
1992 ... 781 249 181 32 73
1993 ... ...l 914 337 236 37 70
1994 ... ...l 1,091 452 325 41 72

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

sharing shipments in 199420 U.S. apparel imports
from Honduras in 1994 totaled $650 million, 70
percent of which entered under the production-sharing
provision. The remainder of the apparel imports from
Honduras are believed to be largely accounted for by
Asian companies, particularly those based in Taiwan
and Korea.?! Faced with tight U.S. quotas on their
home-country exports, Asian firms now assemble
garments in Honduras and other countries in the
region. The Asian plants both sew apparel from
U.S.-cut pieces for export to the United States under
HTS provision 9802.00.80 and cut and sew apparel
from Asian fabric for export to the United States and
Europe.

The Government of Costa Rica has placed a
priority on investment in education (rather than
infrastructure) in its effort to target foreign investors in
high-technology, low-pollution manufacturing
operations, especially electronic products, in order to
diversify assembly away from sewing operations. The
result has been the development of a higher skilled
workforce than in other countries in Central America.
However, foreign investment in export-oriented
manufacturing has been slowed by serious

20 Honduras’ first non-apparel magquiladora plant, a
United Technologies wiring harness plant that employs
200-300 workers, officially opened in early 1995. Kristin
Paulson, Manager of Congressional Affairs, United )
Technologies, interview by USITC staff, Mar. 19, 1996.
Other electronics and automotive firms have been hesitant
to invest in Honduras because of rolling power outages
due to a shortage of power generation. While apparel
magquilas have adapted, higher technology plants would
lose too much work-in-progress and would have trouble
meeting Just-In-Time (JIT) delivery and customer
schedules if electricity supplies were interrupted. Lic.
Roberto Reyes Silva, President, Chamber of Commerce
and Industry of Cortes, interview by USITC staff, San
Pedro Sula, Honduras, May 18, 1994.

21 Most of these Honduran maquilas, which employed
45,000 workers in 1994, were located in the San Pedro
Sula-Puerto Cortes region with the remainder near La
Ceiba. Although about half of the maquilas were
Honduran companies operating under contracts to supply
U.S. apparel producers, 30 Korean-owned maquilas
employed 20,000 workers. Juan de Dios Herrara,
Executive Director, Honduran Association of
Magquiladoras, interview by USITC staff, San Pedro Sula,
Honduras, May 1994.
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transportation bottlenecks and higher wage rates than
most other nations in the Caribbean Basin. Close
scrutiny by the Government of Costa Rica regarding
the types of foreign investors allowed to set up
operations in the country, and a more conservative
approach toward awarding tax breaks to investors also
curbed the growth of U.S. imports from Costa Rica
under provision 9802.00.80 in 1994.22

Jennifer Rorke
(202) 205-3489

Southeast Asia

US. production-sharin§ operations in most
countries of Southeast Asia®> have expanded rapidly in
recent years. U.S. imports under HTS provision
9802.00.80 from the seven leading suppliers in
Southeast Asia increased by 33 percent from $6.2
billion in 1991 to $8.2 billion in 1994 (table 3-7).
Import gains were reported by all of the leading
Southeast Asian countries, except Singapore. Net
growth from the top seven suppliers totaled $892
million in 1994.

Of the. Southeast Asian countries, Malaysia, the

' Philippines, and Thailand registered some of the most

significant trade increases between 1991 and 1994.24
Total U.S. imports from Malaysia increased by 54
percent ($676 million); the Philippines, by 121 percent
($755 million), accounting for 16 percent of total
imports; and Thailand, by 51 percent ($198 million).
U.S. imports under provision 9802.00.80 from the

22 Costa Rica government officials, interview by
USITC staff, May 11, 1994. See also, USITC, Impact of
the Caribbean Basin Economic Recovery Act, USITC
publication 2813, p. 61ff.

23 For purposes of this report, “Southeast Asia”
includes all countries that are in East Asia and nearby
Pacific islands, except China, Japan, and Russia.

24 Imports from Singapore under provision 9802.00.80
declined by 16 percent ($232 million) in 1995 as a
number of semiconductor wafer fabrication plants either
came on line or expanded their production that year.

Total U.S. imports of semiconductor devices from
Singapore increased in 1994 but imports under 9802.00.80
fell as Singapore is shifting from being an assembler of
semiconductors to becoming a fabricator of the devices.



Table 3-7

Southeast Asia: Total value of imports to the United States under HTS provision 9802.00.80, by

principal countries, 1991-94

(Million dollars)

Change in

1994 from
Country 1992 1993 1994 1993
Malaysia ................... 1,372 1,666 1,939 273
Korea ..........ccoeivvunnt. 1,577 1,659 1,723 64
Philippines .. 823 1,049 1,377 328
Singapore e 1,206 1,461 1,229 -232
Taiwan .......... e 899 958 1,161 203
Thailand .......... 319 397 594 197
Indonesia 124 146 205 59
Total ....covvvviinn.... 6,320 7,336 8,228 892

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

three countries also posted considerable gains between
1993 and 1994. Such imports from Malaysia rose by
$273 million, and imports from the Philippines and
Thailand posted increases of $328 million and $197
million, respectively.

The growth in U.S. production-sharing trade with
- the Southeast Asian countries in 1994 was attributable,
in part, to increased demand for semiconductors in the
United States. Semiconductors account for the major
portion of U.S. production-sharing trade with Malaysia
(which supplied 30 percent of total imports of
semiconductors under provision 9802.00.80 from the
region), the Philippines (16 percent), and Thailand (6
percent), which together represent the fastest-growing
region for the semiconductor business. Malaysia is
now the third largest world producer of semiconductors
after the United States and Japan, and the largest
exporter. Semiconductors accounted for 85 percent, or
$3.9 billion, of U.S. 9802.00.60 and 9802.00.80%
imports from these three countries in 1994, with U.S.
components representing one-half of the total value of
these imports.

These three Asian countries, along with Singapore,
are the principal suppliers of semiconductors under
HTS provision 9802.00.80 to the United States because
of their moderate labor costs, skilled workforces,
favorable foreign investment climates, and relatively
developed infrastructures with adequate air and sea
ports. In addition, U.S. companies have set up
production-sharing operations in the region to gain

25 Although there are no U.S. tariffs on most
semiconductors, these devices are imported under HTS
provisions 9802.00.60 and 9802.00.80 because the
U.S.-origin content of entries under the production-sharing
provisions is exempt from the Customs user fee that was
imposed at the end of 1986. In Oct. 1990, the user fee
was capped at $400 per importation, thereby reducing the
incentive to import under the production-sharing
provisions. The cap was raised to $485 on Jan. 1, 1995.
See Customs and Trade Act of 1990, pub. L. 101-3821,
Aug. 20, 1990, sec. 111, subtitle (b)(2)(B)(ii), and app A
of this report.

access to rapidly growing markets in these and
neighboring countries.  Asia’s developing nations
represent by far the fastest growing region for the
semiconductor business; in 1995, non-Japanese Asia
accounted for 21 percent of the $144 billion computer
chip market. According to remarks attributed to Texas
Instruments, it is estimated that the region will account
gc())rogg(spercent of a $275 billion market by the year

Malaysia

Malaysia’s economy continued to expand at a rapid
pace in 1994, with real economic growth estimated at
8.7 percent. Exports contributed significantly to
Malaysia’s economic growth, accounting for 80
percent of its GDP. Three-fourths of Malaysia’s
exports in 1994 came from the manufacturing sector, a
substantial portion of which is controlled by
multinational firms based in the United States and
Japan. U.S. and Japanese companies dominate the
production of electronic and electrical products, which
accounted for about 50 percent of Malaysia’s exports
in 1994. Malaysia’s ability to sustain strong export
growth in the future will depend not only on the level
of global economic activity, but more importantly on
its success in attracting new foreign investment, in
production sharing and other sectors, as well as shifting
the manufacturing base to higher technology and
value-added products.?’

The pace of economic growth in Malaysia has,
however, led to an increasingly tight labor market and
rising labor costs. Local and foreign firms report
difficulty in obtaining workers at all skill levels, and
the shortage of labor reportedly led to official
statements that Malaysia will no longer allow

26 Alan Goldstein, “Texas Instruments Expanding
Computer Chip Plants Worldwide,” The Dallas Morning
News, Feb. 4, 1996.

ys. Department of Commerce, International Trade
Administration, Country Commercial Guides: Malaysia:
Economic Trends and Outlook, 1995.



investment in labor-intensive industries.2® As a result,
Malaysia has increased government funding of higher
education and industrial training in an effort to upgrade
labor skills. U.S. firms with production-sharing
operations in Malaysia continue to assemble products
there, not necessarily to be competitive on labor costs,
but to supply Asian markets and interact with the
fast-growing technical communities of the region.

The United States has been one of the top.foreign
investors in Malaysia in recent years. In 1994, the
approved investment from the United States was $501
million, trailing only Japan and Taiwan.29 These three
countries made up about 75 percent of the total foreign
investment in Malaysia. U.S. firms with significant
investments in Malaysia include:  most major
semiconductor manufacturers, which account for the
bulk of production-sharing trade (including Motorola,
Texas Instruments, Intel, National Semiconductor, and
Harris); a number of computer component makers
(such as Seagate and Komagg); Mattel (toys); Baxter
International (medical products); and Exxon (oil
refining). Virtually all the major Japanese consumer
electronics firms (such as Sony and Panasonic) have
facilities in Malaysia.

28 Thid.
29 bid.

Table 3-8

Foreign and domestic investors have equal access
to Malaysia’s 10 free industrial zones (FIZs),30 many
of which are centers for production sharing and/or
assembly manufacturing. In addition to the FIZs,
Malaysia offers firms wishing to locate in other parts
of the country the opportunity to establish themselves
as Licensed Manufacturing Warehouses (LMWs),
which operate on the same principles as an FIZ.

Imports from Malaysia under provision 9802.00.80
in 1994 rose by 16 percent to $1.9 billion, or 14
percent of total U.S. imports from that country.
U.S.-origin components accounted for half, or $968
million, of the total value of the 9802.00.80 imports
(table 3-8). Semiconductors accounted for 96 percent
of total imports from Malaysia under 9802.00.80
during 1991-94 (table 3-9).

J. Gail Burns
(202) 205-2501

30 To be eligible for an FIZ, a firm must export all
production (although the Malaysian Government will also
consider applications from companies that export at least
80 percent of output). Raw materials and components
imported for use in export production in the FIZ and
exported are not subject to duty. No restrictions are
placed on a company’s choice of suppliers.

Malaysia: Imports for consumption—total, production sharing under HTS provision 9802.00.80,

U.S. content, and percentage shares, 1991-94

9802.00.80 U.S. content
U.S. content share of share of
Total U.S. 9802.00.80 under total total under
Year imports imports 9802.00.80 imports 9802.00.80
Million dollars Percent
1991 ... 6,074 1,263 532 21 42
1992 ... 8,176 1,372 611 17 45
1993 ...l 10,482 1,666 794 16 48
1994 ... .............. 13,877 1,939

968 14 50

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

Table 3-9

Malaysia: Total value of imports to the United States under HTS provision 9802.00.80, by principal

products, 1991-94

(Million dollars)

Product 1991 1992 1993 1994
Semiconductors ....... ..ottt 1,200 1,320 1,600 1,860
Electrical/electronic articles ........................ 10 15 26 - 31
Measuring instruments ....................o.Ll 9 12 12 11
Electriccapacitors ...........cccciiiiiiiiiiiiaa.. 1 13 13 9
Telephoneftelegraph apparatus ..................... 0 1 2 8
Allother ... ... i e 33 12 13 20

Total e 1,263 1,373 1,666 1,939

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

Imports from the Philippines under HTS provision
9802.00.80 rose by nearly one-third in 1994 to $1.4
billion, and accounted for $640 million in production
of U.S.-origin components (table 3-10). Semicon-
ductors, on average, accounted for 74 percent of the
total value of U.S. imports under 9802.00.80 from the
Philippines during 1991-94,3! while wiring harnesses
and apparel each accounted for 9 percent of the total
(table 3-11).

The recent growth in U.S. production-sharing trade
with the Philippines largely reflects that country’s
relatively low wages, a large semi-skilled workforce,
developed infrastructure, new industrial parks,
improved political stability, and liberalization of trade
and investment regulations. Geographically, air cargo
routes from the Philippines to California are also closer
than competing export-processing countries in Asia.

The reforms initiated under the Aquino
administration, which influenced U.S. firms to locate
in the Philippines for production-sharing operations,

31 See the assessments of production sharing in the
semiconductor and wiring harness industries in chapter 4

of this report.

Table 3-10

have continued under President Ramos. Since 1990,
the Philippine Government has taken steps to attract
foreign investment. For example, the 1991 Foreign
Investment Act (FIA) lifted the 40-percent ceiling on
foreign ownership of Philippine companies, which has
facilitated investment in production sharing operations.

The Philippine §ovcmment permits investments in
foreign t<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>