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INTRODUCTION

With the submission of this study to the Congress and the Presi-
dent, the United States International Trade Commission begins a series
of annual reports on the impact of the Caribbean Basin Economic Re-
covery Act (CBERA) on U.S. industry and consumers. The reports are
mandated by section 215(a) of the act, which requires the Commission
initially to report on the first 2 years of operation of the program and
then subsequently to report annually for the duration of the pro-
gram. The duty-free preferences established under the act are sched-
uled to terminate on September 30, 1995.

The present study fulfills the statutory requirement for the initial
report, covering calendar years 1984 and 1985. Reports for subsequent
calendar years are to be submitted to Congress and to the President by
September 30 of each year.

The statute requires that the Commission provide an opportunity
for public comment. A Federal Register notice (app. D) solicited such
comment; where received, it is indicated in chapter 3 under the sections
entitled “Position of Interested Parties.”

The report contains four chapters and four appendixes. In chapter
1, certain provisions of the CBERA are highlighted. Overall U.S. trade
with the Caribbean Basin during 1984 and 1985 is analyzed, and trade
under special programs (CBERA, the Generalized System of Prefer-
ences, and TSUS items 806.30/807.00) is distinguished.

Chapter 2 addresses the actual effects of the CBERA for 1984 and
1985, the first 2 years of the program’s operation. The general meth-
odological approach is explained as well as the CBERA’s effects on
U.S. imports, U.S. producers, and U.S. consumers.

An analysis of selected significant imports under CBERA is con-
tained in chapter 3. CBERA trade in each of seven U.S. tariff sched-
ules is discussed. The main analysis in this chapter is contained in 19
commodity digests that profile domestic and CBERA producers, the
U.S. market, and U.S. imports of the commodity under review.

Chapter 4 focuses on the probable future effects of the CBERA.
Through examination of significant investment projects in the region, a
methodology for determining likely future exports is set forth. The
principal sectors affected and the estimated future shipments to the
United States in those sectors are examined.

The report contains four appendixes: one with a discussion of the
genesis of the CBERA program along with a summary of the provisions
of the Caribbean Basin Economic Recovery Act; a second with statisti-
cal information on U.S. exports to the Caribbean and an analysis of
trade with the leading CBERA beneficiaries; a third with a detailed ex-
planation of the methodology employed by the study in arriving at esti-
mates of the actual effects of duty-free treatment; and a fourth includes
a copy of the Federal Register notices by which the Commission called
for public comment in connection with its investigation.

vii
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EXECUTIVE SUMMARY

® - The Caribbean Basin Economic Recovery Act, enacted on August
5, 1983, granted duty-free treatment of imports from designated
Caribbean Basin countries.! Despite this preferential treatment,
the value of U.S. imports from CBERA beneficiaries declined
23.7 percent from 1983 to 1985. ‘

® The decline in the value of U.S. imports was caused principally by
steeply falling prices and volumes of crude, and refined petroleum
imports.

® Excluding the oil-exporting CBERA countries, U.S. imports in-
creased in 1983-85 from each of the three CBERA regions—13.4
percent from Central America, 15.9 percent from the Central Car-
ibbean, and 19.0 percent from the Eastern Caribbean. However,
in the same period, U.S. imports from the world grew by 33.8 per-
cent. The lower rate of increase from the CBERA countries is
partially the result of the decline in U.S. imports of major non-oil
CBERA export items—namely, sugar, bauxite, and alumina.

® Reflecting the new duty-free privileges provided by the CBERA,
the duty-free portion of U.S. imports from the CBERA countries
(including duty-free imports under the CBERA and GSP prefer-
ence programs and duty-free imports under non-preferential MFN
provisions) increased from 35 percent in 1983 to 56 percent in
198s.

® Imports entered duty free under the CBERA amounted to $578
million in 1984 and $498 million in 1985. Large protions of these
totals were eligible for duty-free entry under the GSP or as the U.S.
content value of goods entered under TSUS items 806.30 and
807.00. The drop in CBERA duty-free imports in 1985 is largely
the result of a drop in sugar imports and the shift of sugar imports
from the Dominican Republic from CBERA to GSP duty-free
status.

® Imports entering under the CBERA accounted for 6.7 percent of
total U.S. imports from beneficiary countries in 1984 and 7.4 per-
cent of the total in 1985. In 1983, the share of U.S. imports enter-
ing under duty-free preference programs (all under GSP) was 6.5
percent. By 1985, the combined share of imports that were duty-
free on a preferential basis (the GSP and the CBERA combined)
rose to 15.4 percent.

e In 1985, U.S. exports to designated CBERA countries totaled $5.7
~ billion and imports totaled $6.7 billion. The resulting $944 million
U.S. merchandise trade deficit was less than one-third of the defi-

cits recorded with these countries in both 1981 and 1983.

' The following countries were designated beneficiary countries upon the imple-
mentation of the CBERA: Antigua and Barbuda, Barbados, Belize, Costa Rica,
Dominica, Dominican Republic, El Salvador, Grenada, Guatemala, Haiti, Hon-
duras, Jamaica, Montserrat, Netherlands Antilles, Panama, Saint Christopher-
Nevis, Saint Lucia, Saint Vincent and the Grenadines, Trinidad and Tobago, and
the Virgin Islands (British). Pres. Proc. 5133 of Nov. 30, 1983 (48 FR 54453).
The Bahamas was added in March 1985. Upon becoming independent of the
Netherlands Antilles on Jan. 1, 1986, Aruba was designated as a beneficiary
country, effective that date.

vii



The impact of the CBERA on U.S. industries and consumers has
been minimal. Only a few domestic industries have experienced
possible displacement of output exceeding one percent of ship-
ments. These are mostly producers of tropical agricultural prod-
ucts. The impact on consumers is correspondingly small.

The impact of the CBERA on the overall U.S. economy has been
minimal primarily because of the low value of U.S. trade with
CBERA beneficiary countries and the small portion of that trade
that benefits from CBERA duty-free treatment. Total U.S. imports
from CBERA countries in recent years have been less than 0.3
percent of U.S. GNP. Less than 10 percent of the value of U.S.
imports from CBERA countries obtained new duty-free status as a
result of the CBERA.

Whereas the bulk of the effect of the one-time duty reduction most
likely occurred during the first 2 years of the act, future growth in
exports that are eligible for duty-free entry under the CBERA will
likely occur as the result of current export-oriented investment by
local and foreign investors. Major areas of investment in the
CBERA region that benefit from this duty-free treatment include
assembly operations of electrical and electronic parts, pineapples,
citrus, cut flowers, and ethanol. '

Whereas the duty-free treatment of the aforementioned commodi-
ties may have been a factor considered by investors, it was not
usually the primary motivating factor for such investment in the
Caribbean Basin. The primary factors cited by investors included
low labor costs and efforts to diversify agricultural production away
from traditional crops. Ethanol is the single exception to this con-
clusion: a duty of 60 cents per gallon (about 60% ad valorem
equivalent) is imposed on ethanol used for fuel. Thus, the duty-
free treatment accorded by the CBERA gave the region a decided
price advantage over other foreign suppliers.

Other factors that may have contributed to the decision to invest in
the Caribbean Basin include increased awareness of the region
brought about by the publicity associated with CBERA, the expan-
sion of free-trade zones in some of the countries, a greater willing-
ness of organizations like the U.S. Overseas Private Investment
Corporation to provide risk coverage and loan guarantees, and
some efforts by local governments to ease taxes and regulations to
encourage trade.

Growth in Caribbean exports is likely to be slow because producers

in the region face a number of constraints, including high transpor-

" tation costs, inadequate infrastructure, and lack of experience and
marketing channels in the United States. Other constraints include
the perceived threat of protectionist measures in the United States,
for example, the current countervailing duty and antidumping cases
on cut flowers from Costa Rica and the pending legislation to limit
imports of ethanol from the CBERA region.

viii



CHAPTER 1. THE CARIBBEAN
BASIN ECONOMIC RECOVERY
ACT (CBERA)

INTRODUCTION

The Caribbean Basin Economic Recovery
Act, enacted on August S, 19831 authorized the
President to grant duty-free treatment to imports
from designated Caribbean Basin countries. Sec-
tion 215 of the act requires the Commission to

provide the Congress and the President with the

assessment of the actual and probable future ef-
fect of the CBERA on the U.S. economy gener-
ally, on U.S. industries producing like or directly
competitive products with those imported from
beneficiary countries, and on U.S. consumers.

This chapter contains a description of those
provisions of the act defining the articles that are
eligible for duty-free treatment, a description of
other special tariff programs, and an overview of
U.S. trade with the Caribbean Basin. A sum-
mary of CBERA provisions is contained in app.
A.

SALIENT CBERA PROVISIONS
Eligible Articles (Sec. 213)

Rules-of-origin requirements

The CBERA duty-free treatment apphes to
any article meeting the rules-of-origin require-
ments set forth in section 213(a), unless the arti-
cle is excluded from eligibility by the act or by an
action under section 201 of the Trade Act of
1974 or other laws. Section 213(a) requires (1)
that the article be the growth, product, or manu-
facture of a beneficiary country; (2) that it be
imported directly from a beneficiary country; and
(3) that the sum of the cost or value of materials
produced in beneficiary countries plus the direct
costs of processing operations performed in bene-
ficiary countries be not less than 35 percent of
the appraised value of the article.

The act requires the Secretary of the Treas-
ury to prescribe regulations defining the substan-
tial transformation requirement of item 1 above.
The regulations must require either that an article
be wholly the growth, product, or manufacture of
a beneficiary country, or that it be a new

' Pub. L. No. 98-67.
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or different article of commerce grown, pro-
duced, or manufactured in one or more benefici-
ary countries. Simple combining or packaging in
a beneficiary country, or mere dilution with water
or another substance, is not considered sufficient
to create a new or different article of commerce.

The 35-percent requirement becomes rele-
vant only when an article is not wholly the
growth, product, or manufacture of a beneficiary
country. In calculating whether the percentage
requirement has been met, the law allows the
cumulation of contributions from any combina-
tion of CBERA beneficiary countries. Puerto
Rico and the Virgin Islands are also treated as
beneficiary countries for purposes of meeting the
35-percent requirement. Materials or products
produced in the United States, up to 15 percent
of the appraised value of the article, may also be
applied toward the 35-percent figure. Regardless
of the Puerto Rican, Virgin Islands, or U.S. con-
tent of the article, it must nevertheless be both
substantially transformed in and imported di-
rectly from a CBERA beneficiary country.

“Direct costs of processing operations” is de-
fined in section 213(a) (3) to include actual labor
costs and dies, molds, tooling, and depreciation
allocable to the specific merchandise. It does not
include profits or general business expenses not
directly attributable to the merchandise or that
are not costs of manufacturing the product.

Excluded articles

Section 213(b) lists the articles specifically
exempted from duty-free treatment under the
CBERA. They are as follows:

(1) Textile and apparel articles subject to
textile agreements;

(2) Footwear, handbags, luggage, flat goods,
work gloves, and leather wearing apparel not eli-
gible for the Generalized System of Preferences
(GSP) as of August 1983;

(3) Canned tuna;
(4) Petroleum and petroleum products;

(5) Watches and parts if they contain any
materials that are the product of a country re-
ceiving column 2 duty treatment.

The term “textile agreements” in item (1)
refers principally to agreements negotiated under
the Multifiber Arrangement (MFA).. The articles
excluded in item (2) are produced by labor-
intensive industries and are considered particu-
larly import sensitive. Because there has!been
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substantial growth with respect to production of

these products in the Caribbean Basin, U.S. in- .

dustries could not survive if duty-free entry were
allowed, and adjustment assistance to these do-
mestic industries and workers has been largely
eliminated. The exclusion of tuna is intended to
protect Puerto Rico and American Samoa. The
exclusions in item (4) reflect the overall U.S.
policy to reduce dependence on foreign oil. In
addition, because production of petroleum prod-
ucts is not labor intensive, importers could meet
the 35-percent requirement without providing
much benefit to the Carlbbean .Basin.1

Stable food production plans

Section 213(c) of the act provides that duty-

free treatment for sugar and beef products will be °

suspended unless the beneficiary country submits
a qualifying stable food production plan within 90
days of its designation as a beneficiary coun-
try.2 This provision is intended to prevent the
displacement of needed food crops by increased
production’ of sugar and beef for export.? The
suspension will be withheld or terminated if the
country takes appropriate steps to formulate re-
medial action. The President is also required to
review the operation of all of the plans and to
submit a biennial report to Congress.

Limits on duty-free treatment for sugar

The act provides, in section 213(d), for lim-
its on duty-free importation of sugar from the
Caribbean Basin. This is accomplished through

either the application of a value limitation based

on the “competitive need” limits contained in the
GSP4 or the imposition of a quantitative limita-

tion (absolute quotas). Absolute quota amounts

were imposed in the act for the Dominican
Republic, Guatemala, and Panama. Other coun-
tries have the option of requesting absolute

' H.R. Rep. No. 98-266, 98th Cong., 1st Sess., pp.
14-15 (1983); S. Rep. No. 98- 58 98th Cong., 1st
Sess., pp. 34-35 (1983). !

2 The following beneficiary countries have had duty-free
treatment for sugar and beef products suspended under
this section: Antigua, Aruba, Bahamas, Barbuda,
Montserrat, Netherlands Antilles, St. Lucia, and St.
Vincent and the Grenadines.

2 H.R. Rep. No. 98-266, 98th Cong., 1st Sess., pp.
15-16 (1983); S. Rep. No. 98 58, 98th Cong., 1st
Sess., p. 36 (1983).

4 Competitive-need limitations refer to limits imposed
when in the previous year U.S. imports of a given article
from a particular beneficiary country exceeded the limits
determined by the formula set forth in sec. 504 of the
Trade Act of 1974. -

quotas or being subject to competitive-need lim-
its. The President has the authority to adjust
upward the value limitation and to suspend or ad-
just upward the quantitative limitations if he de-
termines that such action will not interfere with
the U.S. price support program for sugar. The
quantitative limits apply only to the extent that no
stricter quota is in effect under any other provi-
sion of law. The goal of this provision is to guar-
antee a reliable, but limited, market for sugar S0
as not to promote further expansion of sugar pro-
duction.5

Import relief provisions

The President may suspend duty-free treat-
ment for any article as a form of relief in an es-
cape-clause case brought under section 201 of
the Trade Act of 1974 (19 U.S.C. sec. 2251) or
as a national security measure pursuant to section
232 of the Trade -Expansion Act of 1962 (19
U.S.C. sec. 1862). Once an article has been
granted duty-free treatment under the CBERA, it
cannot be removed unless it is done as an import
relief or national security measure. The Presi-
dent has discretion to. maintain the duty-free
treatment of the article regardless of the Commis- .
sion’s findings in an escape-clause case, to estab-
lish an intermediate rate for Caribbean Basin
products, or to restore the most-favored-nation
(MFN) rate or a higher rate. However, duty-free
treatment or a single duty rate must apply equally
to all Caribbean Basin countries. The suspension
of CBERA duty-free treatment may be the sole
relief in a section 201 case only if the Commis-
sion determines that the serious injury substan-
tially caused by imports results from the duty-free
treatment provided under the CBERA.

Emergency relief provisions

If a section 201 case is filed with respect to a
perishable product, as defined in section
213(f)(5), a petition for emergency relief may be
filed. The relief consists of the withdrawal of
duty-free treatment for the article, pending the
outcome of the Commission’s investigation, if the
Secretary of Agriculture has reason to believe
that a perishable product from a beneficiary
country is being imported ‘into the United States
in such increased quantities as to be a substantial
cause of serious injury, or the threat thereof, to
the domestic industry producing a like or du'ectly :
competitive product

s H.R. Rep. No. 98-266, 98th Cong.,
(1983).

1st Sess., p. 18 1.»



Section 22 fees

Section 213(g) of the CBERA provides that
no proclamation guaranteeing duty-free treat-
ment will affect fees imposed pursuant to section
22 of the Agricultural Adjustment Act (7 U.S.C.
sec. 624).1 That is, imports can enter free of
duty but still be subject to section 22 fees of up to
50 percent ad valorem.

OTHER SPECIAL TARIFF
PROGRAMS

The Generalized System of Preferences

The U.S. Generalized System of Preferences
(GSP) was established by title V of the Trade Act
of 1974. Title V authorized the President to
grant duty-free treatment to eligible products
from beneficiary developing countries for a pe-
riod of 10 years. Duty-free treatment began on
January 1, 1976. The Trade and Tariff Act of
1984 extended the GSP for an additional 8.5
years. '

All of the potential beneficiary countries un-
der the CBERA are eligible for benefits of the
GSP. Although the product coverage of the GSP
is similar to that of the CBERA, the latter has
broader coverage. Under the CBERA, all articles
are eligible for duty-free treatment unless specifi-
cally excluded, whereas under the GSP, only des-
ignated articles are eligible. Also, the eligibility
of an article can be suspended under the GSP if a
beneficiary country’s exports of that product to
the United States exceed the competitive-need
limits set forth in section 504 of the Trade Act of
1974. Benefits under the CBERA are not subject
to competitive-need limits, with the exception of
the limits on sugar imports set forth in section
213(d) of the act.

The rules of origin for the GSP are similar to
those for the CBERA. To receive duty-free treat-
ment under the GSP, an eligible article must be
imported into the United States directly from a
beneficiary country, and the sum of the cost or
value of materials produced in a beneficiary
country or an association of countries plus the
direct costs of processing operations performed in
the beneficiary country or member countries

' Sec. 22 gives the President the authority to impose
fees or quotas on agricultural products to protect a price
support program pending the outcome of a full Commis-
sion investigation.
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must not be less than 35 percent of the appraised
value of the article. Customs regulations define
qualifying materials as being either those entirely
the growth, product, or manufacture of the bene-
ficiary country or those substantially transformed
in the beneficiary country into a new and differ-
ent article of commerce. The list of qualifying
operations for the direct costs of processing op-
erations component is the same as that in the
CBERA.

There are, however, some significant differ-
ences between the GSP and the CBERA rules of
origin. The CBERA rule permits cumulation of
materials and direct costs of processing from any
combination of beneficiary countries and from
Puerto Rico and the Virgin Islands to satisfy the
35-percent requirement. Up to 15 percent of the
appraised value can also come from U.S. materi-
als. The GSP allows cumulation only among a
few associations of countries that qualify as either
a free-trade area or a customs union. Also, al-
though both statutes include a requirement that
the article be imported directly from a benefici-
ary country, because of the cumulation rules re-
ferred to above, under the CBERA, an article is
allowed to pass through other beneficiary coun-
tries without losing its origin status. Under the
GSP, if an article enters the commerce of a sec-
ond beneficiary country, it will not be eligible for
preferential treatment on entry into the United
States as the product of the first beneficiary
country.

Products of the Insular Possessions
of the United States

General headnote 3(a) to the TSUSA pro-
vides that articles that are the growth or product
of an insular possession, or manufactured or pro-
duced in a possession from materials the growth,
product, or manufacture of a possession of the
United States or both, are exempt from duty so
long as they are imported directly to the United
States from a possession and they do not contain
foreign materials to the value of more than 70
percent of their total value (more than 50 per-
cent with respect to articles excluded from cover-
age under sec. 213(b) of the CBERA). The de-
termination of whether an article qualifies for the
insular possession preference requires a similar
analysis to that used in connection with the GSP
and the CBERA. That is, a new and different
article of commerce must be created in the insu-
lar possession. Headnote 3(a) also confains a
value-added criterion. However, compared with
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the requirements contained in the GSP and the
CBERA, the headnote 3(a) requirement is much
easier to satisfy for several reasons. First, in gen-
eral, only 30 percent of the value of the article
must be contributed in an insular possession. In
addition, cumulation is allowed so that the value-
added criterion may be satisfied by contributions
from any of the insular possessions and from the
United States. Furthermore, any materials that
may be imported free of duty into the United
States from any foreign country, other than Cuba
or the Philippine Republic, will not be considered
foreign, i.e., will not count against obtaining insu-
lar possession origin status. Finally, headnote
3(a) does not contain the exclusions from direct
costs of processing, such as profits and general
expenses of doing business, that are excluded
with respect to the GSP and the CBERA. All of
these factors make the origin criteria of headnote
3(a) easier to satisfy than those of either the GSP
or the CBERA.

Headnote 3(a) does contain a direct impor-
tation requirement. However, importation need
only be directly from any insular possession to
the United States, not necessarily from the pos-
session claiming origin.

Least Developed
Developing Countries

The TSUS provides special duty rates for
certain products of countries that have been des-
ignated least developed developing countries
(LDDC'’s). The article may be imported directly
or indirectly from the beneficiary country.

The special rate is equal to the final staged
tariff reduction for that tariff item negotiated in
the Tokyo Round of Multilateral Trade Negotia-
tions (MTN). Currently, Haiti is the only
CBERA-eligible country that is also eligible for
special duty treatment as an LDDC.

TSUS Items 806.30 and 807.00

The TSUS contains two tariff items providing
special duty treatment for imports containing
U.S. components. Pursuant to the provisions of
TSUS item 806.30, articles of metal that have
been subjected to manufacturing processes in the
United States, exported for further processing,
and then returned to the United States for fur-
ther processing are subject to duty only on the
value of the foreign processing. Under TSUS
item 807.00, articles assembled in foreign coun-
tries with components manufactured in the
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United States are subject to duty upon the value
of the article less the value of the U.S. compo-
nents.

The Administration has taken the position
that tariff items 806.30 and 807.00 cannot be
used in combination with the CBERA to obtain a
complete duty exemption for articles not other-
wise eligible for duty-free treatment under the
CBERA.!

U.S. TRADE WITH THE
CARIBBEAN BASIN

For the purposes of this report, the Carib-
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