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EXECUTIVE SUMMARY

In this annual report,! the Commission conveys the findings of its investigation of rccent
developments in trade under subheadings 9802.00.60 and 9802.00.80 of the Harmonized Tariff
Schedule of the United States (HTS) and analyzes trends in imports by commodity groups and
sources during 1986-89. Subheading 9802.00.60 sets forth tariff treatment for certain metal of
U.S. origin processed in a foreign location and retuned to the United States for further
processing; subheading 9802.00.80 provides tariff treatment for eligible imported goods that
contain U.S.-made components.2 The use of these tariff provisions is an integral activity for
companies involved in production sharing. This study also examincs the use of similar
“outward processing” provisions in the European Community (EC) by European firms engaged
in production sharing. The principal findings and conclusions of the Commission’s
investigation are summarized below.

® During 1986-89, U.S. imports under both subheadings 9802.00.60 and 9802.00.80
doubled to $74.2 billion, expanding at a faster pace than total U.S. imports, which
rose by 27 percent to $468 billion, as shown in table A. The combined imports under
subheadings 9802.00.60 and 9802.00.80 accounted for 16 percent of total U.S. imports
in 1989 compared with 10 percent in 1986. The principal supplying countries were
Canada, Japan, and Mexico, which collectively accounted for 75 percent of total
imports under these provisions in 1989.

Table A
U.S. imports under HTS subheadings 9802.00.60 and 9802.00.80 and total imports, 1986 and 1989

Share of total
Change, imports under
1989 from 9802.00.60 and

Subheading 1986 1989 1986 '9802.00.80, 1989
Million dollars e Percent
Imports under subheading 9802.00.60:
Dutiable! .............ccooiiiiiiiiiiae, 157 444 183 1
Nondutiable' .........................oLl 308 697 126 1
Total ... . e 466 1,141 145 2
Imports under subheading 9802.00.80:
Dutiable?.........ccviiniiiiiiiiieieeas 30,059 54,111 80 73
Nondutiable? . ...........ccooviiiiiiiiiniinn, 5,972 18,921 217 26
Total ... e 36,031 73,032 103 98
Imports under subheading 9802.00.60
and 9802.00.80:
Dutiabled.........ccooeiviiiiiiiieeens 30,216 54,555 81 74
Nondutiable .......................... 6,281 19,618 212 26
Total ... .. 36,497 74,173 103 100
Grand total US. imports ............. 368,657 468,012 27 —_

' The dutiable portion of imports under subheading 9802.00.60 is the value added to the imported
product by processing in the foreign country. The nondutiable portion is the value of the U.S.-origin metal
less the value added resulting from foreign processing.

2 The dutiable portion of imports under subheading 9802.00.80 is the total value of the imported product
less the value of the U.S.-made components. The nondutiable portion is the value of U.S.-made
components contained in the imported product.

For products entered under subheading 9802.00.60 and 9802.00.80 solely to avoid the Customs user
fee, the rate of duty applied to the “dutiable” (or foreign value added) portion is zero because the MFN rate
of duty for the product is “Free.”

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

! A more comprehensive version of this report, which includes separate analyses of production sharing trends for
36 commodity groups and extensive historical statistics, is available on request. Please see “request and comment”
insert card.

2 Throughout this_ report, the term “U.S. content” will be used interchangeably with “U.S.-origin content,”
“nondutiable” imports, “U.S.-made components,” “U.S.-origin metal,” and “duty-free value.”
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® The extension of the Customs user fee, first imposed in 1986, continues to motivate
many importers of goods covered by subheadings for which the col. 1 rate of duty is
free to claim eligibility under HTS subheadings 9802.00.60 and 9802.00.80 to avoid
the fee—the U.S. content of articles imported under_subheadings 9802.00.60 and
9802.00.80 of the HTS is exempt from the fee. Before the user fee was imposed, there
had been no incentive for importers to use these provisions even though they had been
eligible. Products so imported, in response to the user fee, accounted for 78 percent
of the 103 percent rise in imports under subheadings 9802.00.60 and 9802.00.80
between 1986 and 1989.

Subtracting imports with an unconditionally “free” most-favored-nation rate of duty from
official statistics reveals what the trend in imports under HTS subheadings 9802.00.60 and
9802.00.80 would have been if the user fee had not been imposed.3 In 1989, imports of
products with a free rate of duty under HTS subheadings 9802.00.60 and 9802.00.80 totaled

'$29.5 billion, or 40 percent of total imports under subheadings 9802.00.60 and 9802.00.80,

down slightly from 41 percent of such imports in 1988. Subtracting imports for which the col.
1 rate of duty is free, total imports under subheading 9802.00.80 (the foreign assembly tariff
provision) would have risen just 18 percent between 1986 and 1989, from $36 billion to0 $42.4
billion, instead of climbing 103 percent to $73 billion. Furthermore, imports under the
foreign assembly provision would have increased by only 3.5 percent from $42.4 billion to
$43.9 billion between 1988 and 1989 were it not for the user fee (figure 9). In addition,
Canada would not have replaced Japan as the leading source of such imports, but would have
had only a 5 percent, instead of a 35 percent, share of total 9802.00.80 imports. The principal
products that were free of duty but were still entered under the assembly provision apparently
to avoid the user fee were motor vehicles and parts from Canada (duty-free under the
Automotive Products Trade Act of 1965—APTA), semiconductors (most became free of duty
in 1985), and internal combustion engines and parts.

e Imports under subheading 9802.00.80 alone (imports containing U.S.-made
components) increased by 103 percent during 1986-89, to $73 billion in 1989, and
represented 98 percent of the combined imports under HTS subheadings 9802.00.60
and 9802.00.80 in that year, as well as 96 percent of the duty-free content of both
provisions.

Motor vehicles accounted for 61 percent of the total value of HTS subheading 9802.00.80
imports in 1989. Other important products imported under the foreign assembly provision in
1989 were semiconductors (7 percent of the total); motor-vehicle parts and rail locomotives
and cars (6 percent); internal combustion engines (4 percent); and office machincs and parts
(3 percent). Of these, semiconductors accounted for the fastest growth in such imports during
1986-89, increasing 771 percent from $0.5 billion to $4.8 billion. The growth in subhcading
9802.00.80 imports in part reflected a general increase in overall imports of these articles, but
g;ore importantly indicated a continuing reaction by importers to the Customs user fee (pp.

).

® Canada, Mexico, and Malaysia together supplied $15 billion, or 80 percent, of the
duty-free content of U.S. imports under subheading 9802.00.80 in 1989.

Bascd on duty-free content (the value of the U.S.-made components), the top imports from
Mexico under HTS subheading 9802.00.80 in 1989 were electrical conductors (such as wire

- hamesses), motor vehicles, parts of motor vehicles, television receivers, articles for making and

breaking electrical circuits, motors and generators, and office machines and parts. The fastest
growing segment of Mexico’s maquiladora industry has been suppliers of parts and
subassemblies to the U.S. automobile industry. Import levels of apparel from Mexico, on the
other hand, have been stagnant as U.S. apparel producers have chosen to expand sewing
operations in the Caribbean rather than in Mexico because labor costs are even lower in the
Caribbean. Motor vehicles also dominated imports from Canada, reflecting the decision by
importers, chiefly U.S. automobile manufacturers, to claim eligibility under subheading
9802.00.80 for imports of motor vehicles and parts that could alternatively enter free of duty
under the APTA. Semiconductors were the principal articles imported from Malaysia under
subheading 9802.00.80 in 1989.

3 See ch. 2 for a more detailed discussion of the Customs user fee.
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®  Subheading 9802.00.60 imports (U.S. metal articles processed abroad and returned for
further processing) increased by 145 percent during the period, to $1.1 billion in
1989 (table A). Most of the increase in imports under subheading 9802.00.60 was
due to importers of already duty-free products declaring- eligibility for entry under
subheading 9802.00.60 apparently to bypass the Customs user fee.

The value of U.S.-origin metal contained in subheading 9802.00.60 imports was $697
million in 1989, representing 61 percent of the total value of imports under the metal
processing tariff provision. Aluminum, specifically wrought sheet for making cans, was the
most significant product imported under subheading 9802.00.60 during 1986-89 in terms of
value of the U.S.-origin metal. However, wrought aluminum’s share of the nondutiable content
of 9802.00.60 imports dropped from 57 percent in 1986 to 34 percent in 1989. In contrast,
the share of the nondutiable content of such imports accounted for by aircraft and spacecraft
parts and articles for making or breaking electrical circuits (chiefly printed circuit boards) each
escalated from less than 0.1 percent in 1986 to 14 percent in 1989 (table B-4).

® (Canada, Mexico, and Japan accounted for $635 million, or 91 percent, of the total
duty-free content of U.S. imports under subheading 9802.00.60 in 1989.

Aluminum sheet for making cans, parts of civil aircraft, and printed circuit boards were the
principal imports supplied under the metal processing provision from Canada in terms of both
total value and duty-free content; wrought aluminum was the principal commodity shipped
from Japan; and steel sheets and strips were the leading products entering under subheading
9802.00.60 from Mexico.

® The industries producing apparel and electronic components used a higher percentage
of U.S.-made components in their foreign assembly facilities than other industries
(table 7). Although motor vehicles imported under subheading 9802.00.80 comprised
the largest share of such imports, they had a relatively low proportion of U.S.-origin
content. Since the rates of duty applicable to apparel are generally much higher than
for most other articles, the duty savings from use of subheading 9802.00.80 is more
significant for that group of industries than for other industries.

Dividing all U.S. industries into 22 categories, the industries with the highest ratio of the
value of U.S.-made components to total value of imports under subheading 9802.00.80 in 1989
were agricultural and forest products, chiefly disposable paper garments (68 percent);
body-supporting garments (67 percent); trousers, slacks, and shorts (64 percent); other textiles
and apparel (62 percent); shirts and blouses (59 percent); other electrical articles (57 percent);
motors, generators, and transformers (55 percent); and semiconductors (54 percent) (table 7).
Most of these products are imported from U.S.-owned or contracted assembly or sewing
facilities in Mexico and the Caribbean. On the other hand, U.S.-made components accounted
for only 17 percent of the value of motor vehicles imported under subheading 9802.00.80.
Manufacturers in Japan, West Germany, and Sweden supplied almost half (47 percent) of these
imports. Because the trade-weighted-average rate of duty on apparel was 152 percent ad
valorem in 1989, compared with 1.9 percent for all other products imported under subheading
9802.00.80, apparel accounted for 51 percent of the duty savings accrued from the use of that
tariff provision despite accounting for only 4 percent of the total trade under the provision. In
contrast, because the rate of duty on semiconductors was zero in 1989, semiconductors
accounted for none of the duty savings despite providing 7 percent of the total trade under the
production sharing assembly provision (fig. A).

ix



Figure A
U.S. imports under HTS subheading 9802.00.80: Shares of total value and duty savings, by selected
industries, 1989

Motor vehicles
61% _

Auto parts

Toxtie | engines, 4% -y~ =
extiles, rel ‘ ‘
d 4 appa

Semiconductors

Ozth/f oy S%UFO parts, engines ot gﬁg}ks’ apparel
L]
Total value Duty savings :

Source: Based on official statistics of the U.S. Department of Commerce.

e Imports under subheading 9802.00.80 from less developed countries (LDCs) doubled
during 1986-89 in terms of both total value and value of U.S.-made components
contained in subheading 9802.00.80 imports. The share of subheading 9802.00.80
imports accounted for by LDCs increased from 28 to 30 percent in terms of total
value, but dropped from 77 to 51 percent in U.S. content as imports of motor vehicles
from Canada inflated the share of total imports from developed countries accounted
for by U.S. content.

Imports of motor vehicles and parts from Canada, which apparently entered under
subheading 9802.00.80 in 1989 to avoid the user fee, accounted for $19.6 billion (76 percent)
of the $25.6 billion expansion in such imports from developed countries during 1986-89.
U.S.-made components accounted for only 1 percent of the collective value of motor vehicle
imports in 1989 under subheading 9802.00.80 from Japan, West Germany, and Sweden
compared with 34 percent from Canada.

Subheading 9802.00.80 imports from Mexico, the largest less-developed country (LDC)
supplier of imports under that category, climbed by 85 percent in total value during 1986-89
(from $6.4 billion to $11.8 billion) and 79 percent in U.S.-made content (from $3.3 billion to
$6.0 billion). The total value of subheading 9802.00.80 imports from other LDCs grew by
155 percent, and the duty-free content of such imports from other LDC’s increased by 189
percent. Much of these increases can be attributed to a substantial rise in imports of motor
vehicles from Korea, office machines and parts from Singapore, semiconductors from
Malaysia, and apparel from Caribbean countries during 1986-88. However, this rise leveled
off between 1988 and 1989 because of a $1.3 billion decline in motor vehicle imports from
Korea. In 1989, U.S.-made components made up 51 percent of subheading 9802.00.80
imports from Mexico, but only 37 percent of such imports from other LDCs (table B-3). The
strong growth in the volume of imports from Mexico under subheading 9802.00.80, reflects the
expansion in the use of Mexico’s maquiladora industry by U.S. producers during 1986-89.
Peso devaluations during 1986-87 resulted in lower average hourly earnings by manufacturing
workers in Mexico than in competing assembly locations, such as Taiwan, Korea, and
Singapore, as measured in U.S. dollars (table 9).

e The potential exists for apparel imports under subheading 9802.00.80 to continue to
increase substantiaily during the beginning of the 1990s as a result of actions by the
United States to liberalize quotas on such imports from the major suppliers.

Within the last few years, the United States has introduced special quota programs for
Caribbean countries and Mexico that grant them greater access to the U.S. market for apparel
and made-up textiles assembled from fabric that has been both produced and cut in the United
States. The “special access program” for Caribbean countries establishes guaranteed access
levels (GALs) for goods made of such fabric that are separate from, and usually higher than,
quotas on nonqualifying products. This program permits Caribbean countries virtually
unlimited market access for qualifying goods since the GALs may be increased on request by
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the exporting country. Imports under the Caribbean program in 1987, the first full ycar of this
so-called 807-A plan, totaled $79 million and then rose to $384 million in 1989. Under the
“special regime” for Mexico, products of both U.S. and foreign fabrics are combined under the
same quota, but a major portion of the quotas is sct aside for goods of U.S.-made and U.S.-cut
fabric. .

e U.S. imports from Caribbean Basin Economic Recovery Act (CBERA) designated
countries comprised a minor but expanding share of total U.S. imports under
subheading 9802.00.80.

U.S. imports under subheading 9802.00.80 from CBERA designated countries almost
doubled from $874 million in 1986 to $1.6 billion in 1989. The loss of GSP status for
Taiwan, Hong Kong, Singapore, and Korea in 1989 and the rising wage rates in those
countries have induced a growing number of U.S. companies to move their electronic and
other types of manufacturing from the Far East to the Caribbean. The passage of the Customs
and Trade Act of 1990, which establishes duty-free treatment for goods (except textile and
apparel articles or petroleum products) that contain U.S. content and are assembled or
processed in CBERA designated countries, could further boost use of production sharing
operations in these countries.

e U.S. imports under subheading 9802.00.80 accounted for 44 ‘percent of Mexico's
exports to the United States in 1989 and 29 percent of Canada’s exports, compared
with only 18 percent for Japan, 10 percent for Korea, and 4 percent for Taiwan.

The significance of the maquiladora program in generating exports from Mexico is even
more striking if the sectors for which foreign assembly does not apply (agricultural,
petrochemical, and steel) are subtracted from the analysis. In doing so, exports from ithe
magquiladora industry (which accounts for almost all U.S. imports under subheading 9802.00.80
from Mexico) accounted for 78 percent of Mexican exports to the United States. A similar
analysis for Canada shows the importance of proximity in the use of U.S.-made componcnts,
as subheading 9802.00.80 trade accounted for 62 percent of Canada’s exports to the United
States. By contrast, subheading 9802.00.80 is less significant to distant Asian suppliers; this
tariff provision (after discounting for agriculture, petrochemicals, and steel) accounted for only
21 percent of Japan’s exports to the United States in 1989, 12 percent of Korea’s, and 6
percent of Taiwan’s.

® European Community customs laws contain production sharing provisions similar to
those provided in HTS subheading 9802.00.80. These provisions, known as “outward
processing relief arrangements,” allow EC goods to. be temporarily exported from the
customs lterritory of the EC for additional processing or assembly. '

During 1985-88, EC imports after outward processing rose by 24 percent to $5.3 billion.
This amount was a little over 7 percent of the level of corresponding U.S. imports under
subheading 9802.00.80 in 1988. West Germany and France were the principal users of
outward processing arrangements in 1988, together accounting for two-thirds of EC imports
under such provisions. Over 45 percent of EC imports after outward processing in 1988 were
accounted for by textiles, apparel, and footwear. Semiconductors and office machines were. the
next most important individual categories of products imported under EC production-sharing
provisions in 1988.

EC production sharing was concentrated in Yugoslavia and other Eastern European
countries, which accounted for 42 percent of total EC imports after outward processing. North
African countries, such as Tunisia, were also an increasingly important source of
production-sharing imports in the EC. Certain EC firms, especially those in the textiles and
apparel industry, have been seeking low cost labor to remain competitive and have been
guided, as have U.S. firms, to locate a large number of their foreign processing and assembly
operations close to their own markets.

Both United States and European importers of products from developed countries take
advantage of subheading 9802.00.80 and outward processing provisions to reduce their tariff
obligations on goods that contain U.S.-made or European-made components, respectively.
Developed countries accounted for 70 percent of total U.S. imports under 9802.00.80 in 1988
and 50 percent of EC imports after outward processing in 1988, with the United States
supplying 19 percent of total European imports after outward processing.

xi
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Chapter 1
Introduction

Trends in Imports Under HTS
Subheadings 9802.00.60 and 9802.00.80

Firms have several incentives for using production
sharing and/or the provisions of subheadings
9802.00.60 and 9802.00.80: (1) to improve the price
competitiveness of products by shifting labor-intensive
assembly operations to low-wage-rate countries; (2) o
reduce the cost of cross-border transfers of both .in-pro-
cess materials and final goods; (3) to allow companies
to rationalize! production involving establishments in
the United States and foreign countries; (4) to escape
stringent environmental regulations; (5) to allow for-
eign companies that use U.S.-made components to
reduce the price (or increase the profitability) of their
goods in the U.S. market; (6) to penetrate foreign mar-
kets; and (7) to avoid the Customs user fee that was
established in December 1986.2

Two of these incentives have strongly influenced
recent trends in imports under HTS subheadings
9802.00.60 and 9802.00.80: the declining wage rates
(incentive 1, above) in Mexico and the Customs user
fee (incentive 7, above). The depreciation of the peso
led to a significant decline in average hourly U.S. dol-
lar-valued eamings for Mexican manufacturing
workers during 1984-87, and contributed to an increase
in the use of HTS subheading 9802.00.80 for imports
from that country. In addition, as analyzed in chapter 2
of this report, the establishment of the Customs user
fee, in December 1986, motivated many firms that
were importing articles with a free rate of duty to claim
eligibility under subheadings 9802.00.60 and
9802.00.80 to avoid the fee.

By 1988, however, the peso had stabilized relative
to the U.S. dollar and importers had adjusted to the
user fee, leading to only an 8-percent growth in imports
during 1987-89 after the 88-percent surge in 1986-87.
Were it not for a sharp drop in imports of motor ve-
hicles from Korea, growth in imports of dutiable
products?® under 9802.00.80 would have equaled the
7-percent rise in total imports in 1989 over 1988.

The following tabulation and figures 1 and 2 show
the value in U.S. imports under HTS subheadings

! Companies “rationalize” production by consolidating the
manufacture of a particular plgﬁ?dct or - t to :nl'.l'}mwd
number of locations. Plants that may have diversified ﬁms
become specialized in the production of fewer goods. This can
lead'dt.o gte;:r e{i:iency ;nl:n eco.::niu of nufe. It also involves
interdependency between ts requires coordination of
production planning. Rationalization of production across interna-
tional boundaries is increasingly a common practice for
multinational corporations. )

2 The user fee does not apply to the nondutiable portion of
U.S. imports under subheadings 9802.00.60 and 9802.00.80 or
imports under the other subheadings of r 98 of the HTS.
Ser::h. 2 for a discussion ofutlfem:ser f:'upte

3 Anticles with a duty higher than “free.”

9802.00.60 and 9802.00.80 during 1986-89 in billions of
dollars and share of total U.S. imports. The share of the
value of total U.S. imports accounted for by the imports
under examination rose from 10 percentin 1986to 16 per-
cent in 1989. The combined value jumped from
$36.5 billion in 1986 to $73.7 billion in 1988 and
$74.2 billion in 1989. Imports under these provisions
doubled between 1986 and 1987, as importers reacted to
the Customs user fee and as use of assembly facilities in
Mexico grew.

1986 1987 1988 1989

Value ($ billion) ... .. 36.5 68.5 737 74.2
Share (percent) .. ... 10 17 17 16

Imports under subheading 9802.00.80 are much
greater than those under subheading 9802.00.60, ac-
counting for over 98 percent of the combined total
value in 1989 and 96 percent of the duty-free content of
imports under both provisions (app. B, table B-1).
The duty-free value (U.S.-origin content) of the com-
bined imports under subheadings 9802.00.60 and
9802.00.80 was 26 percent of the total value of im-
ports under these provisions in 1989, up from 17
percent in 1986 (table A). Although there were in-
creases in the U.S. content of imports under 9802.00.80
for most product categories, much of the increasc in the
share accounted for by the duty-frec portion of imports
is attributable to the escalation of the duty-free value of
subheading 9802.00.80 imports of motor vehicles from
only $930 million in 1986 to $7.5 billion in 1989. The
corresponding ratio of duty-free value to total value of
subheading 9802.00.80 imports of motor vehicles more
than quadrupled, from 4 percent to 17 percent during
the same period (table 7).4

As shown in the following tabulation, in billions of
dollars, imports under subheadings 9802.00.60 and
9802.00.80 from both developed and less developed
countries (LDCs) more than doubled during 1986-89,
with imports from LDCs rising from $10.3 billion to
82;.8 billion during 1986-89 (also see tables B-2 and
B-3).

1986 1989

Developed countries .............. 26.2 524

LDCs ... 103 21.8

TJotal ...................... 36.5 74.2
Percent of total ‘

Developed countries .............. 72 7

LDCs.....coviiiiiii 28 29

Total ...........coiiia 100 100

4 See ch. 3 for a description of impon trends under subheading
9802.00.80 for motor vehicles and other transportation equipment.
Use of subheading 9802.00.80 by U.S. auto manufacturers with
thu in Canada increased sharply after imposition of the user

ee. Since the U.S.-origin content of motor vehicles from Canada
is much higher than the U.S. content of motor vehicles from
Jafpan and other major foreign motor vchicle suppliers, the ratio
of duty-free content to total value of subheading 9802.00.80
imports of motor vehicles increased as Canada’s share of such
imports rose during 1986-89.



Figure 1 :
Trgnds of total U.S. imports and imports under 9802.00.60 and 9802.00.80, 1970_-99
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Figure 2

Subheadings 9802.00.60 and 9802.00.80: Dutiable and
duty-free imports compared with other U.S. imports for
consumption, 1986-89 .
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Source: Based on official statistics of the U.S. Department of Commerce.

Figure 3

U.S. imports under subheadings 9802.00.60 and
9802.00.80: Duty-free portion

accounted for by developed and less

developed countries, 1986-89
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In turn, the share of total 9802.00.60/80 imports
accounted for by LDCs increased slightly from 28 per-
cent in 1986 to 29 percent in 1989. Most of this
increase is attributable to growing imports under
9802.00.80 of electronic goods and auto parts from
Mexico; semiconductors from Korea, Malaysia, and
Singapore; and apparel from the Caribbean. Converse-
ly, the share of imports under the metal processing and
assembly provisions from developed countries dropped
slightly from 72 percent in 1986 to 71 percent in 1989.

A $17.8 billion increase in subheading 9802.00.80
imports of motor vehicles from Canada (all of which
entered free of ordinary customs duty under the Auto-
motive Products Trade Act of 1965 (APTA) but were
also entered under HTS 9802.00.80 because of the user
fee) accounted for 48 percent of the $37.0 billion in-
crease in total 9802.00.80 imports during 1986-89; a
$4.4 billion growth in subheading 9802.00.80 imports
of motor vehicles from Japan, Mexico, and Sweden ac-
counted for 12 percent of the increase. In terms of
duty-free content, imports under subheadings
9802.00.60 and 9802.00.80 from LDCs more than
doubled during 1986-89, but their share of the U.S.
content of total imports under these provisions dropped
from 74 percent to SO percent (fig. 3).

Table 1

Trends in Imports Under HTS
Subheading 9802.00.60

Imports under HTS subheading 9802.00.60 more
than doubled in 1987 over 1986, to $954 million from
$466 million, as importers of products cntitled to MFN
duty-free treatment entered goods under subheading
9802.00.60 to avoid the Customs user fee, which be-
came effective in December 1986 (table 1). Imports
under subheading 9802.00.60 rose another 20 percent
during 1987-89 to $1.1 billion. Despite the increase in
use of subheading 9802.00.60 during the period, the
ratio of subheading 9802.00.60 imports to total imports
was less than 0.5 percent in cach year during 1986-89
(table 2).

The duty-free content of imports under subheading
9802.00.60 increased by 126 percent during 1986-89,
to $697 million; the ratio of the duty-free content to
total value of imports under subheading 9802.00.60 av-
eraged 54 percent annually during 1986-89 (lable 2).
U.S.-origin content accounted for a relatively high 86
percent of the value of aluminum imported under
9802.00.60 in 1989, compared with only 28 percent of
the parts of aircraft and spacecraft.

The nominal trade-weighted average and effective
rates of duty for all imports under subheading
9802.00.60 both decreased during the period, from
4.9 percent to 2.2 percent and from 1.7 percent to 0.9
percent, respectively. Total duty savings fluctuated
during the period, dropping from $15.1 million in 1986
to $9.2 million in 1987, then incrcasing to $15.3 mil-
lion in 1989 (table 3 and fig. 4).

U.S. imports for eohsumptlon, total and under HTS subheading 9802.00.60, 1986-89

Duty-free value

Total 9802.00.60 of 9802.00.60
Year imports imports imports
Value (million dollars)
466 308
954 416
929 470
1,141 697
Change (percent)
1989from 1986 .. ... ... ... o 27 145 126
Average annual 1989from 1986 .............................. 8 35 31

Note.—Table 1 corresponds to table 8—1 of the Full Report.

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

Table 2
Nominal and effective rates of duty under HTS subheading 9802.00.60 and duty savings, 1986-89
9602.00.60 Duty-free 9802.00.60  Rate of duty Total
imports to to total duty
Year total imports 9802.00.60 imports Nominal Effective savings
‘ : Million
Percent dollars
1986 ... i) 66 49 1.7 15.1
1987 ..., 1 44 22 1.2 9.2
1988 .. ... 1 51 2.2 1.1 10.3
1989 ... ... . 1 61 2.2 0.9 15.3
1 Less than 0.5 percent.

Note.—Table 2 corresponds to table 8-2 of the Full Report.

Source: Compiled by the U.S. International Trade Commission from official statistics of the U.S. Department of Commerce.
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Figure 4

U.S. imports under HTS subheading 9802.00.60: U.S. rate of duty and total duty savings, 1986-89
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Articles in the minerals and metals category, chief-
ly articles of aluminum and, to a lesser extent, iron and
steel, accounted for 52 percent of all imports under
subheading 9802.00.60 in terms of the value of the
U.S.-origin content in 1989 (table 3). Although these
imports grew by 32 percent during 1986-89 (to $365
million), the share in 1989 was significantly less than
the 90-percent share of the total in 1986. Most of the
126 percent increase in the U.S.-origin content of sub-
heading 9802.00.60 imports during 1986-89 was
accounted for by categories in which products with a
free rate of duty played a significant role. Aircraft
parts entering free of duty under the Agreement on
Civil Aircraft but also entering under subheading
9802.00.60 to avoid the Customs user fee were chiefly
responsible for imports in the “other” machinery and
equipment category jumping from $20 million to
$384 million during 1986-89. Similarly, imports of in-
ternal combustion engines and parts, in terms of the
U.S.-origin content entering under subheading
9802.00.60, climbed from $972,000 to $13.6 million
during 1986-89. Most of these imports were accounted
for by engines and parts already entering free of duty
unc}er either the APTA or the Agreement on Civil Air-
craft.

Aluminum, specifically wrought sheet for making
cans, was the most significant product imported under
subheading 9802.00.60 during 1986-89 in terms of the
value of the U.S.-origin metal being processed.
Wrought aluminum accounted for 59 percent of the
duty-free content of total imports under subheading
9802.00.60 in 1986; by 1989, this share dropped to
34 percent, despite a 33 percent increase in value to
$240 million (table B-4). The growth in the nonduti-
able content of imports of wrought aluminum during
this period was eclipsed by a rise in imports of aircraft
and spacecraft parts from $205,000 to $100 million.
The appreciation of the yen relative to the U.S. dollar
decreased the competitive position of Japanese rolled
sheet in the U.S. market, but the drop in imports of
rolled sheet from Japan was replaced by increased im-
ports from Canada.

The shift in the usage of subheading 9802.00.60 is
even more dramatic if the total value (dutiable and non-
dutiable) is considered. By this measure, imports of
wrought aluminum during 1986-89 rose by only 2 per-
cent, from $274 million to $280 million (24 percent
of the total in 1989) and imports of aircraft and space-
craft parts under subheading 9802.00.60 increased from
$280,000 to $354 million (31 percent of the 1989 to-
tal). Subheading 9802.00.60 provides little incentive
for the use of U.S.-origin metal in foreign-processed
aircraft and spacecraft parts. Virtually all of these parts
have a bound rate duty of “free;” the dutiable portion
(value added by the foreign processing of U.S.-origin
metal) enters free of duty as does the nondutiable con-
tent. Thus, the only incentive for using subheading
9802.00.60 when entering aircraft and spacecraft parts
is to avoid the Customs user fee.

The third leading product category in 1989, in
terms of nondutiable content, was articles for making -
and breaking electrical circuits (especially printed cir-
cuit boards), which accounted for 14 percent of the
total. Such imports increased from $1 million in 1986
to $98 million in 1989 (table B-4).

Canada was the principal supplier of articles im-
ported under subheading 9802.00.60 based on duty-free
content, accounting for 64 percent of such imports in
1989, followed by Mexico and Japan, with shares of 20
percent and 6 percent, respectively (table 4, fig. 5).
Developed countries supplied 75 percent of the
duty-free content of imports under subheading
9802.00.60, and the LDCs, led by Mexico, provided 25
percent. The primary imports supplied under subhead-
ing 9802.00.60 from Canada were parts of aircraft and
spacecraft, wrought aluminum, and articles for making
and breaking electrical circuits. Wrought aluminum
accounted for the majority of subheading 9802.00.60
imports from Japan. Mexico supplied the bulk of iron
and steel sheets and strips, and West Germany supplied
almost half of the wrought copper imported into the
United States under subheading 9802.00.60 in 1989.

Table 4
Duty-free value of U.S. imports for consumption under HTS subheading 9802.00.60, by principal sources, 1986-89
Change in Share of total
value of duty- duty-free value
free content,
Source 1986 1987 1988 1989 1989 from 1986 1986 1989
Million dollars Percent e Percent ___
Canada ........... 61 200 264 449 640 20 64
Mexico ............ 69 76 104 142 106 22 20
Japan ............. 146 107 59 43 -70 47 6
West Germany . ..... 12 8 16 26 109 4 4
Dominican Republic . . 0 0 0 17 M 0 2
Argentina .......... 0 0 0 7 (") 0 1
France ............ 2 1 16 4 79 1 1
Allothers .......... 18 23 1 7 -60 6 1
Total .......... 308 416 470 697 126 100 100
' Not applicable.

Notes —Table 4 corresponds to table 8—4 of the Full Report. Because of rounding, figures may not add to the totals shown.
Source: Compiled by the U.S. Intemational Trade Commission from official statistics of the U.S. Department of Commerce.



Figure 5

HTS subheading 9802.00.60: Non-dutiable portion of imports from leading sources, by share of total and by value,
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Source: Based on official statistics of the U.S. Department of Commerce.

Canada accounted for 71 percent ($809 million) of
the total value of imports under subheading 9802.00.60
in 1989, and Mexico accounted for 16 percent ($181
million). By the apparent use of 9802.00.60 to avoid
the Customs user fee, imports from Canada climbed
almost ninefold, from $83 million in 1986, in contrast
to the 71-percent drop in imports from Japan, from
$231 million to $67 million. Imports of articles with
an MFN-free rate of duty together with goods entered
free under the APTA and the Agreement on Civil Air-
craft accounted for 47 percent of imports from Canada

(8382 million) in 1989, but none of the imports from
Japan. Furthermore, MFN-free articles from Canada
accounted for 97 percent of the U.S.-origin metal of
such products in this grouping under subheading
9802.00.60 in 1989. Such duty-frce articles, entering
under subheading 9802.00.60 from Canada apparently
to avoid the Customs user fce, were predominantly
composed of aircraft and spacecraft parts, motor-ve-
hicle parts, and parts for agricultural cquipment.

Contact Hazel L. Robinson at 205-3496



Trends in Imports Under
Subheading 9802.00.80

U.S. imports under HTS subheading 9802.00.80
climbed 103 percent during 1986-89, from $36 billion
to $73 billion, far exceeding the rate of growth for total
U.S. imports, which rose by 27 percent (table 5). Most
of this increase occurred between 1986 and 1987 when
subheading 9802.00.80 imports almost doubled. The
dramatic surge in subheading 9802.00.80 imports dur-
ing that year (predominantly motor vehicles and parts
from Canada and semiconductors from Malaysia--fig.
6) can be attributed primarily to the establishment of a
U.S. Customs user fee in late 1986, from which
the U.S.-content of such imports entering under sub-
headings in chapter 98 of the HTS is exempt. To avoid
the fee, many importers of duty-free goods claimed eli-
gibility under subheading 9802.00.80, which caused
these imports to increase and consequently the ratio of
subheading 9802.00.80 imports to total imports to jump
from 10 percent in 1986 to 17 percent in 1987 and
1988. However, the ratio of subheading 9802.00.80

imports to total imports dropped slightly to 16 percent

in 1989 (table 6). The U.S.-origin content of subhead-
ing 9802.00.80 imports more than tripled during
1986-89, rising to $18.9 billion. The ratio of the U.S.

content to total value of imports under subhcading
9802.00.80 rose from 17 percent to 26 percent during
the same period. Total duty savings for 9802.00.80 im-
ports jumped from $257 million in 1986 to $454
million in 1989 (table 6, fig. 7).

Principal products

Much of the increase in imports under subheading
9802.00.80 in terms of U.S.-origin content can be at-
tributed to a jump in imports of motor vehicles during
1986-89, from $930 million to $7.5 billion in response
to the user fee. Of this increase, $6.2 billion, or 94
percent, came from subheading 9802.00.80 imports of
motor vehicles from Canada.

Increases in the duty-free value of 9802.00.80 im-
ports of several other commodity groups also
contributed to the rise in the ratio of U.S. content to
total value of imports under subheading 9802.00.80
during 1986-89; namely, the U.S. content of imports of
semiconductors rose from $293 million to $2.6 billion,
that of motor-vehicle parts and rail locomotives and
cars climbed from $345 million to $1.4 billion, and the
U.S. content of 9802.00.80 imports of other machinery
and equipment doubled from $501 million to $1.1 bil-
lion (table 7).

Table 5
HTS subheading 9802.00.80: U.S. imports for consumption, total and under HTS subheading 9802.00.80, 1986-89
Duty-free value
Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars) '
1086 .. . e i 368,657 36,031 5,972
1087 e e e 402,066 67,595 12,527
1088 . . e 437,140 72,803 16,354
1989 . . e e 468,012 73,032 18,921
Change (percent)
1989from 1986 ... ... ... .'ettitt i 27 103 217
Average annual 1989 from 1986 . ..........................

8 27 47

Note.—Table 5 corresponds to table 1-3 in the Full Report.

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

Table 6
:!918'8 6.seusbheadlng 9802.00.80: Nominal and effective rates of duty under HTS subheading 9802.00.80 and duty savings,
9802.00.80 Duty-free 9802.00.80  Rate of duty Total
imports to to total - duty
Year total imports 9802.00.80 imports Nominal ffective savings
1986 .. ... ... 10 17 4.3 3.6 257
1987 ..o 17 19 26 21 326
1988 .. .. ... 17 22 25 1.9 409
1989 ... ... 16 26 24 1.8 454

Note.—Table 6 corresponds to table 14 in the Full Report.

Source: Compiled by the U.S. Intemational Trade Commission from official statistics of the U.S. Department of Commerce.
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U.S. imports under subheading 9802.00.80: Motor vehicles and parts and umleonduclots,isss-as

Billion dollars
35

ol

Motor vehicles and parts from Canada
Motor vehicles and parts from others
Semiconductors

All others

PR . )
/._//'. M A R e I P N P PR

”’A’,M

1987

Note.—Figure 6 corresponds to Figure 1-4 of the Full Report.
on official smistie'g of the U.S. Department of Commerce

Source:
Figure 7

HTS subheading 9802.00.80: U.S. rate of duty and total duty savings under HTS subheading 9802.00.80, 1986-89

1988

1989

Rate of duty
(Rercent) [ES] Total duty savi