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PREFACE

The U.S. International Trade Commission (Commission) instituted the present investigation,
Rules of Origin Issues Related to NAFTA and the North American Automotive Industry,
investigation No. 332-314, on Sepiember 16, 1991, pursuant 10 section 332(g) of the Tariff Act
of 1930,! following receipt of a letter from the Commitiee on Ways and Means of the U.S.
House of Representatives on August 27, 1991.2  As requested by the Committee in its letter,
the Commission’s report—

1) analyzes existing customs treatment of automotive products under the value-added
standard and the change-of-tariff-heading criterion, if applicable;

2) provides illustrative examples, to the extent available information permits, that may
explain how non-U.S. and non-Canadian imported components are utilized in either
major assemblies/subassemblies or in completed automobiles which are then classified
as US.-origin or -Canadian-origin goods eligible for duty-free entry; (In this
connection, the letter requests that particular attention be given to the impact of
concepts such as “intemnal roll-up”, “direct costs of processing” (DCP), and
“substantial transformation” on value-content determinations. The Committee also
noted its particular interest in the definition of DCP, problems encountered in
administering that concept, and the factors included in origin determinations based on
DCP under the U.S.-Canada Free-Trade Agrcement.)

3) seeks to evaluate other origin standards used in the automotive sector, such as those
employed in making origin determinations for purposes of the Corporate Average Fuel
Economy (CAFE) program; and

4) describes certain alternative origin standards that might be applied to the automotive
sector in NAFTA.

The Commission’s report is due no later than November 25, 1991. Public notice of the
investigation was given by posting copies of the notice at the Office of the Secretary, U.S.
International Trade Commission, Washington, DC, and by publishing the notice in the Federal
Register of September 23, 1991 (56 F.R. 47966).3 The information contained in this report was
obuined from the Commission’s files, other Federal agencies, responses 10 questionnaircs,
submissions by the public, and other sources.

119 US.C. 1332(g).

% The letter from the House Committee on Ways and Means is reproduced in app. A. Commissioner
Carol Crawford did not participate.

3BThe notice of the institution of the Commission’s Investigation No. 332-314 is reproduced in
app. B.
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EXECUTIVE SUMMARY

This study examines issues relating to the formulation of eligibility rules for the
automouve scctor under the proposed North American Free-Trade Agreement (NAFTA). At
the lime this report was prepared, the NAFTA parties had not advanced a draft rule for
consideration. An objective of this study, therefore, was to provide a framework for evaluating
the eventual NAFTA rule in light of experience under various existing rules and the particular
interests of the North American automotive industry. As more precise proposals take shape,
more critical and complete evaluation of the implications of specific proposals may be
required.

A primary goal of free-trade agreements is to enhance the economic development of the
area concerncd.  This is accomplished by substantially reducing or eliminating internal barriers
to trade and investment, so as to establish a larger and more competitive market. The creation
of such a market provides incentives for additional investment in manufacturing activity within
the free-trade area.

Preference or origin standards in such agreements seek to limit the extent of “foreign”
content or value in goods to be accorded the benefits of the agreement, so that the advantages
of the agreement accrue principally to the contracting parties. These advantages include
increased trade, job creation and preservation, and added invcstment; the trading community
receives the benefit of duty reduction or elimination along with other negotiated advantages.

In bilateral or multilateral free-trade agreements, the standards of eligibility for preferences
arc generally expressed in the form of—

(1) a change of tariff heading test, whereby foreign goods or materials which undergo
processing in one party to the free-trade area sufficient to change their tariff
classification become eligible for benefits upon importation into the other;

(2) a valuc-content standard, cxpressed either as a minimum percentage of “local” content
or a maximum percentage of “foreign” content;

(3) a critcal process requirement, which requires that certain processes be conducted or
components be manufactured in the free-trade area for benefits to be conferred: or

(4) combinations of the above.

The task of deriving and applying a preference eligibility rule to the automotive sector,
because of its economic importance, international linkages (in particular linkage with global
vehicle parts suppliers as well as other important economic sectors, such as steel and
clectronics), and technical complexity, is daunting. Existing rulcs of preference tend to strain
when applied to the automotive industry.

If the policy objective of an FTA is to increase economic development, then it would
appear appropriate to place the eligibility threshold at a point where a significant contribution
to goods for which FTA benefits are sought is required to obtain preferred status, but not at
such a high level that the benefits do not justify the cost of that investment. It may be
observed that eliminating the generally low duty rates in place, at least in the United States
and Canada, would seem to offer minimal financial and competitive benefits, and that these
benefits arc but onc aspect of the business planning and decision making process for
automakers.

Although substantial transformation serves as the legal criterion used by the United States
to determine origin, its terms (relying on the creation through processing of a new and
different article of commerce) do not always have predictable and uniform results. While it
docs afford governments an opportunity to treat goods on a shipment-specific basis, and is a
familiar standard for the trading community, the test operates with sufficient uncertainty that it
was not employed as the eligibility standard in the CFTA and is not generally considered to be
an option for the NAFTA regime.

The change of tariff heading test would assign origin to a country where imported
materials or parts are processed so as to result in a change in their tariff classification when
they are scnt to another country. It is utilized as the basic eligibility standard in the CFTA,
and has the advantage of being simpler and more objectivc than substantial transformation.
Indusiry comments indicate support for using the principle to determine preference eligibility,
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but also note problems with its implementation in the CFTA. Because the tariff nomenclature
was not drafted with this use in mind, different product sectors and stages of manufacture are
treated in inconsistent ways. Moreover, with the variation in product detail from heading to
heading, this test alone does not always operate effectively, so that supplemental standards are
usually deemed necessary. As applied to the automotive sector, application of this rule has
great validity as a fundamental requirement for according NAFTA benefits Lo motor vehicles.
However, the maximum value-added resulting from its application falls far below the
contribution obtained using the standards currently in force with respect to almost every other
U.S. preference program.

If the cost of assembly truly represented most of the manufacturing cost of a vehicle,
setting an administrable standard based upon familiar customs value-added criteria and the
change of tariff heading test would be substantially simplified. However, available information
indicates that the cost of assembling a “typical” automobile or light truck represents only 15 to
20 percent of the direct cost of manufacture.

Although the extent to which assemblers produce their own parts and subassemblies varies
widely, all generally rely heavily on a complex, global network of suppliers for their
components. Parts suppliers may employ both FTA and non-FTA sources for their materials.
Consequently, for purchased components, neither manufacturers (who do not know the cost and
origin of the materials used in the component by the unrelated supplier) nor customs
administrations (which cannot cope with the burden and expense of verifying the suppliers’
records) can be entircly assured of the extent of local or foreign content.

Further, the determination of foreign content is clouded by the application of the concept
of “roll-up,” whereby “forcign” materials and parts are subsumed during the manufacture of
new and different goods having a different commercial identity. When shipped across borders,
the new product is said to “originate” where the conversion occurred, and the costs of foreign
materials are said to have been rolled-up into the value of the finished good.

An examination of existing value-based standards in the CFTA and other preference
programs reveals that they all tend to be applied in the same manner with respect to the
roll-up question—goods from domestic suppliers are counted as domestic goods, even though
varying levels of foreign content may be included. In the case of the auto industry, industry
observers indicate that the network of U.S. suppliers traditionally serving the Big Three
domestic producers tend as well 1o source materials and parts mainly from other domestic
suppliers. At the same time, these sources indicate that Japanese-owned manufacturers tend to
rely more heavily on imports, and that the growing network of North American-based suppliers
which serve them uses more imported components than domestic fabricators. Because of these
differences, a value-based regime may have different implications for individual firms,
including how they choose to respond 1o such a rule. All industry representatives participating
in the study favor inclusion of a value-related standard in the eventual NAFTA preference rule.

The so-called “critical processes or components” standard could be based on a menu of
components which would be required 1o originate and be installed in vehicles within the
free-trade area in order for such vehicles to benefit from the preference. Such a standard
could be written to ensure that high-value added operations are performed or components
manufactured in the free-tradc area. This approach, which is not currently in use in the United
States (but which has been used for some time in the European Community), could be verified
by evidence confirming the performance of the operation, such as by a plant visit or certified
work flow chart. Development of the enumeration of qualifying processes or components
requires the exercise of judgment as to what is or is not critical. It is noted that all
automakers interviewed by Commission staff were strongly opposed to such a standard.
Among other reasons for this view, they feel it would reduce their sourcing flexibility, hamper
their ability to shift production to maximize profits, and serve to discourage technological
advances.

These methods of determining origin or preference eligibility may also be combined; for
example, change of tariff heading, value content, and critical processes might all be employed
in some aspect of origin or preference determinations. To date, the United States has not used
all three tests in a generally applicable rule of origin or preference. Industry comments
indicate that such a standard would be too complex and would limit their flexibility to shift
production and sourcing to maximize profis. To make long-range plans, businessmen in
particular need to be able to rely on the regular administration of understandable criteria that
reflect rather than restructure economic reality.

The report also mentions that, in order to encourage the development of the North
American automotive industry, the standards employed in a NAFTA rulc could be applied



flexibly. For example, a value standard included in the regime along with a change of
classification rule could be scheduled 10 be modificd in subsequent years. A different value
threshold could be applied scparately on a temporary basis for new production models or
models having small production runs. In addition, models with high production runs could be
subject to special critical processes or value-content requirements. Further, in light of the
higher duty rates imposed on U.S. imports of light trucks, a separate standard could be applicd
to such vehicles. ’

In its rcport the Commission also considered and discussed the following points as par of
the relevant framework for analyzing the advantages and limitations of the possible rules:

® The North American automotive industry is large and complex, with vehicles being
assembled by U.S. firms, subsidiaries of foreign-owned companies, and U.S.foreign
Joint ventures; in all such instances, the assembly process is similarly complicated.

Automotive assembly plants generally bring together parts purchased from
suppliers (related and unrelated) and those fabricated on-site in increasingly
complex, specialized operations. About 80-85 percent of costs are attributable to
malerials, parts, and components, while 15-20 percent are accounted for by labor
and other costs of actual assembly. ‘

The “US. Big Three” manufacture motor vehicles in approximately SO
assembly plants in the United States and 10 in Canada, with 1990 production
towling approximately 11.5 million vehicles in the two countries. In 1990, 7
Japanese firms produced nearly 1.5 million vehicles in the United States, or about
15 percent of total U.S. production. Three Japanese firms producing in Canada
accounted for about 12 percent of Canada’s 1990 eutput; other forcign-owned
assemblers produced smaller quantities.

Mexican production, amounting to about 821,000 units in 1990, is entirely
accounted for by 8 plants owned by the Big Three, Nissan, and Volkswagen. The
industry is highly regulated and less modem than the U.S. and Canadian industry,
bg; 6{3 9g:(t)pcriencing rapid growth, with output rising by 140 percent during
1 1990. ;

o The vehicle parts segment of the industry has changed significantly in recent years,
with the U.S. supplier base declining and that of Mexico expanding.

U.S. and Canadian parts production has historically been closely linked to
the Big Three. One study concludes that the U.S, supplier base declined by about
35 percent during the 1980s, as Big Three production dropped and North
Amcrican assemblers increased their global sourcing of parts.

~ General Motors is the most vertically-integrated of the Big Three (with 70
percent of parts made by rclated firms), and Chrysler is the least integrated (30
percent from related suppliers).

Japanese-owned assemblers still source substantial components from abroad.
Approximately 500 Japanesc-owned auto parts firms are now in operation in
North America, with a continuing trend toward North American production of
parts by related or traditional Japanese suppliers. At this time, it is not known to
what extent these suppliers themselves import parts or materials or domestically
fabricate the parts or assemblies they sell to the automakers. A Japanese-owned
assembler typically purchases parts from 200-300 suppliers; by comparison,
General Motors buys from about 3,000 such firms.

The Mexican auto parts industry remains relatively small but is expanding
rapidly, with output increasing during the late 1980s at an annual rate of 19
percent. U.S. firms supplied approximately 73 percent of the foreign direct
investment in the Mexican auto industry in 1989.



o In recent years, both automotive trade and parts sourcing have reflected automakers’
decisions to make use of available mechanisms to reduce duty outlays.

Trade with Canada has largely been shaped by the “Big Three” automakers
and has increasingly been structured to take advantage of benefits of trade
agreements.  Imports of both parts and finished vehicles have increased
significantly during the last decade, as have exports of parts; exports of vehicles
have not matched import levels. v

Passenger automobiles and light trucks imported from Canada enter free of
duty under the terms of the bilateral auto pact (used primarily by the U.S. Big
Three), or under the free-trade agreement with Canada (used primarily by
foreign-owned or related firms). Vehicles imported from Mexico are nominally
dutiable at MFN rates, but by use of foreign-trade zones and of tariff provisions
imposing no duties on U.S.-origin parts are usually subject to lower duty
liabilities.

Automotive parts imported from Canada are generally free of duty under the
auto pact, or subject to reduced duties under. the free-trade agreement, those
“imported from Mexico are generally free of duty under the Generalized System of
Preferences. '

° Decfsions ‘of automakers whether to import vehicles or their parts dre strongly
influenced by their ability to comply with U.S. average fuel economy standards
(CAFE).

Compliance with average fuel economy standards is determined on a vehicle
line basis during a model year. Automakers are permitted to separate. their output
into domestic or non-domestic fleets. Generally, passenger vehicles containing
more than 25 percent of imported components are considered to be nondomestic.
By carefully adjusting the imported content of each vehicle line, the mix of
models eligible for each fleet can be balanced to provide both compliance with
the fuel economy standard and marketability. Some U.S.-built vehicles have over
25 percent imported components and are included in the nondomestic fleet; at the
same time, other models produced outside the United States have at least 75
percent U.S. content and are considered as domestic vehicles.

e The CFTA, taken as a point of departure for the NAFTA preference regime, requires
that goods originate in the territory of one or both parties in order to be eligible for
the preference. R

To qualify for the CFTA preference, goods must be wholly obtained in the
territory of a party or, if thirdcountry materials are included, undergo processes
that result in the good meeting the. criteria of the most specific enumerated
changes of tariff classification. (See appendix C.)

In addition, some goods (including most vehicles) must also meet a
value-content test. To qualify, such goods must contain 50 percent or more by
value of originating materials and direct costs of processing. These requirements
are described by the automotive industry as providing considerable flexibility in
-sourcing and production but also presenting significant interpretative questions
“and - uncertainty.

Enforcement of the rules can require extensive audits that are costly and
time-consuming to all involved. In addition, (at least in the case of the US.
experience), they tend 10 focus on prior-period trade. Nevertheless, despite
commonly cited problems with the CFTA rules, especially the value-based
standards, all interested parties indicated their support for including such standards
in the NAFTA regime.



o The “direct costs of processing or assembling” component of the CFTA value-content
test, while intended to 1ake into account the contribution of additional U.S.-Canadian
value to foreign inputs, has presented significant interpretative problems.

The pertinent provisions of the CFTA enumerate certain costs that can be
counted toward the 50-percent value-content threshold and others that cannot. It
has been asserted that, because the language of the agreement is ambiguous, clear
administrative guidance is necessary for industry compliance, and that such
guidance has not always been forthcoming on a prospective basis from Customs
(contrary to the approach taken by the Canadian customs administration).

Differences in interpretation have developed as to whether the cost
enumeration is illustrative or all-inclusive, and as to the proper reading of
agreement language on cost allocation. Moreover, conflicts between the treatment
of some costs under the CFTA and gencrally accepted accounting principles, and
problems in reflecting costs to Customs’ satisfaction in existing accounting
systems, have given rise to disputes between Customs officials and the private
sector. These issues are among those at the foundation of ongoing audits of some
automakers’ operations, as well as disputes regarding the eligibility of some
entries of motor vehicles for tariff preferences. Such concerns as to the rule’s
administrability would also apply to a NAFTA standard of a similar nature.

®  “Roll-up” of foreign content is common in ordinary MFN trade and is permiited in
the CFTA preference regime as a means of increasing the level of originating
materials that can be counted toward the 50-percent eligibility threshold.

Roll-up may occur intemally (between related parties or between stages of an
integrated production process) or externally (between unrelated parts suppliers and
auto asscmblers). Under the CFTA, an assembler is allowed to count 100 percent
of the price paid for a part accompanied by a certificate of origin toward the
50-percent originating value threshold for the finished vehicle.

Industry interviews indicate that all automobile producers manufacturing in
the three potential NAFTA parties now benefit from one or both types of roll-up.
Auto assemblers are generally unable to look behind certificates of origin from
unrelated vendors. While it may be possible for them to look at the production
records of related parties to determine exact levels of foreign content, to do so
would be burdensome and difficult.

The information needed for a purchaser of parts to verify that the parts
comply with the CFTA rule is, for the supplier, of a confidential nature and
would not be available to buyers or required to be supplied under the agreement
or Customs regulations. Thc Commission was unable to estimate the
U.S.-Canadian content and the foreign content of any vehicle or the levels of
foreign content that may be rolled up into the value of a particular vehicle or
component.  Some illustrative examples of the roll-up of foreign content in
individual components are provided.

e Several privale sector proposals for the NAFTA preference rule have been submitted
and are directed at maximizing automakers' flexibility in sourcing and production.

In general, the proposals advocate the adoption of a rule that would reflect
the modem, globally oriented vehicle production process. They have tended to
favor a value-content or direct costs of processing approach and to oppose the use
of a process- or component-based standard. The Big Three and the Motor and
Equipment Manufacturers Association advocate a value-content threshold that is
higher than the 50-percent CFTA standard, while foreign-owned producers
generally support use of the CFTA threshold.

Industry proposals, submissions, and interviews seem to suggest that the
NAFTA standard should effectively afford benefits to all parts and vehicles other
than those imported directly from third countries, and that the rule should be
drafted 10 cover their current and projected future output without requiring
significant changes and expenditures on the part of the industry to enable this
output to qualify for NAFTA benefits. A principal objective, especially on the
part of the Big Three, is the elimination of Mexican performance requirements
and other restrictions.






The North American
Automotive Industry

Introduction

Motor vehicle manufacture is enormously complex,
considering the complicated nature of the
manufacturing  and assembly  processes, the
ever-increasing levels of technology involved, the high
degree of specialization required, the sheer volume of

production, the pressures on price, quality, and

efficiency caused by the conditions of competition and
buyer preferences, the need to satisfy environmental,
health, and performance standards, and the size of the
supplier network. -

The North American automotive industry! is one of
the world’s largest in terms of production and sales.2
The vast majority of the industry is located in the
United States and Canada, with smaller operations in
Mexico. In 1990, a total of approximately 11.5 million
automobiles were produced in the United States and
Canada (approximately 9.6 million in the United States
and 1.9 million in Canada), while Mexican production
was approximately 821,000 units. At the same time
combined U.S. and Canadian automobile sales were
about 15.2 million units, while Mexican sales were
approximately 527,000 units. Shipments of U:S. and
Canadian auto parts :Producers totaled approximately
$119 billion in 1990.> Mexican auto parts shipments
totaled over $7 billion in 19904 Although much
smaller than the U.S. and Canadian automotive
industries, the Mexican automotive industry has been
characierized in recent years by rapid growth in
production and sales.

The U.S. and Canadian
Automotive Industries

The Transformation of the Industry: 1970s
and 1980s o

Prior 10 the 1980s, the U.S. and Canadian
automotive industrics consisted primarily of four
U.S.-owned automobile firms and several thousand
auto parts firms. The automakers were General Motors

! For the purposes of this report the term “automotive
industry” refers to manufacturers of passenger automobiles,
light trucks, and parts used in these vehicles.

The European Community leads the world in ..
production of automobiles, and in sales of passenger
automobiles (including U.S.-nameplate vehicles).

3 Data based on estimates from U.S. Industrial Outlook
1991, U.S. Department of Commerce, and Statistical
Review of the Canadian Automotive Industry 1990,
Indusury, Science, and Technology Canada, 1991.

* Based on USITC staff estimate using data from The
Likely Impact on the United States of a Free Trade
Agreement with Mexico, US International Trade
Commission, 1991,

Corp. (GM),S Ford Motor Co. (Ford),5 Ch?'sler Corp.
(Chrysler),” and American Motors Corp.® Until the
1970s, these automobile firms faced only limited
competition in North America from foreign automakers
and had over 85 percent of the North American
automobile market. GM was by far the dominant auto
firm in North America. As one indication of its
position, the firm sold over twice as many passenger
autos in 1979 as its nearest rival, Ford, and had
approximately 60 percent of the U.S. domestic
passenger auto market in the late 1970s. Ford, with
approximately 25 percent of the market, sold more than
twice as many passenger autos as Chrysler, which had
about 12 percent of the market. American Motors had
only agbout 2 percent of the market during the late
1970s.

- While the North American automotive industry
was, overall, prosperous during the 1970s, the market
itself was changing due to shifts in consumer
preferencesand increasing foreign competition. By the
end of the decade, there was a dramatic reduction in the
profitability of U.S.-owned automakers. Two energy
shocks during the 1970s, particularly the second one in
1979, shifted a large portion of consumer demand
toward small, fuel efficient automobiles. The Japanese
automobile industry, which had pioneered a type of
mass production -of relatively small, high-quality
automobiles produced with relatively low labor
content, was ideally positioned to take advantage of
these events.10

During the 1980s, the competitive challenge to the
U.S. and Canadian automotive industries became more
intense, coming almost entirely from Japanese-owned
automobile firms. Japanese-owned automakers entered
nearly all segments of the North American automobile
market.  According 10 industry sources, North
American consumers generally began to associate
Japanese-brand automobiles with high quality, value,
and fuel efficiency.

Structure of the Industry: 1990s

The Big- Three (Ford, General Motors, and -
Chrysler) currently manufacture antomobiles in
approximately SO assembly plants in the United States

5 GM subsidiaries include General Motors of Canada
Lid. and General Motors de Mexico S.A.

¢ Ford subsidiaries include Ford Motor Company of
Canada, and Ford Motor Company S.A. in Mexico.

? Chrysler subsidiaries include Chrysler Canada Ltd.,
and Chrysler de Mexico S.A.

¥ In 1979 Renault purchased American Motors to
obtain a production base in the United States. In 1987
Renault sold American Motors to Chrysler which is
attempting to improve the competitiveness of these plants.
GM, Ford, and Chrysler are referred to as the U.S. Big
Three automakers.

% 1981 Ward's Automotive Yearbook.

19See Daniel Roos and Alan Altshuler, The Future of
the Automobile, MIT Press, 1984, pp. 29-32. The authors
consider the emergence of the Japanese automobile
production system to be the “third transformation” of the
auto industry.



(accounting for about 83 percent of their North
American production), and about 10 plants in Canada
(accounting for about 17 percent of such production).!!
The remaining automobile production is accounted for
by North American-based joint ventures, subsidiaries,
or otherwise related firms of foreign automakers,
Among these are CAMI Automotive Inc. (CAMI),!2
Diamond- Star Motors Corporation (Diamond-Star),13
Honda of America Manufacwring Inc. (Honda-U.S.),!4
Honda Canada Manufacturing Inc. (Honda-Canada),!?
Hyundai Auto Canada Inc, (Hyundai),!6 Mazda Motor
Manufacturing (Mazda),!” New United Motor Manu-
facturing Inc. (NUMMI),!8 Nissan Motor Manu-
facturing Corporation (Nissan-U.S.),!® Subaru-Isuzu
Automotive Inc. (Subaruz,20 Toyota Motor Manu-
facturing (Toyota-U.S.),2! Toyota Motor Manu-
facturing Canada Inc. (Toyota-Canada)2? and Volvo
Canada Ltd. (Volvo).23

The success of Japanesc-owned aulomakers in the
North American market has aliered the structure of the
North American industry. Most significantly, the Big
Three automakers, while dominant in the region, have
lost market share from 1980 to 1990 1
Japanese-owned companies, which also opened
assembly plants in North America during the 1980s.
For example, by 1990, Japanese-company market share
for passenger autos had increased to approximately 28
percent of total sales.2* Table 1 shows 1990 market
shares for major participants in the North American
automobile market.

In 1990, seven Japanese-owned automobile firms
produced nearly 1.5 million autos and light trucks in
the United States, or about 15 percent of total U.S.
production of those products.”> Three Japanese-owned
firms are involved in automobile assembly in Canada;
production in those plants accounted for about 12

ey s, and Canadian '92 Model Car & Light Truck
Final Assembly Plants™, Ward's Automotive Reports,
September 2, 1991, (insert).

12CAMI is a joint venture between Suzuki Motors of
Japan and General Motors of Canada Lid., and located in
Ingersoll, Ontario, Canada. ’

13 A joint venture beiween Mitsubishi and Chrysler,
with facilities in Normal, Illinois.

4 Honda-U.S. plants arc located in East Liberty, Ohio
and Marysville, Ohio.

15 Honda-Canada is located in Alliston, Ontario,
Canada.

16 Hyundai is located in Bromont, Quebec, Canada.

17 Mazda in located in Flat Rock, Michigan.

18 NUMMI is a joint venture between Toyota Motors
and GM-U.S., and is located in Fremont, California.

1% Nissan-U.S. is located Smyma, Tennessee.

20 Subaru in located in Layfayette, Indiana.

2 Toyota-U.S. is located in Georgetown, Kentucky.

22 Toyota-Canada in located in Cambridge, Ontario,
Canada.

B Volvo is located in Halifax, Nova Scotia, Canada.

2 Automotive News 1991 Market Data Book, Economic
indicators, MVMA, fourth quarter 1990, and Ward's
automotive yearbook, 1981.

25 Production data from Automotive News, January 7,
1991, p. 39.

percent of Canadian automobile production in 1990.26
Table 2 shows 1990 production of Japanese-owned
auto plants in the United States and Canada.

Table 1
U.S. and Canadian automobile market share, 1890

Percent of
market

Country
share

United States:

GeneralMotors. . ............... 35.
Ford. ......covviniiieinnnnn 23.
Chrysler .........ccooveieannn 12
Toyota/lexus ............: e 7.
HondafAcura ......... e g

2

7

Nissan/Infiniti .. .......... e
Mazda ............... REETRERE

olonunmpormownm

Canada: . -
GeneralMotors . ............... 34.
Ford. ............. e 20.
Chrysler. ..................... 15
Honda/Acura .................. 7
Toyotalexus .................. 7.
Mazda ...........ocvinenena.. 3

3
2

Source: Automotive News market data book

Table 2
Production in Japanese-owned automobile plants
in the United States and Canada, 1990

Country Production
(Units)
United States: , :
Honda ......ccvvivirinennnnananns 433,317
TOoyota ......c.vvvviininiienan 217,436
NUMMLE ... it 204,513
NISSAN ....ovvveeie i e eenannenass 236,972
Mazda ......... J el ... 181,108
DiamondStar ............... ee.w.. . 151,052
Subaru-lsuzu ......... [P ee. 72,350
Subtotal ........... veveeee.ies.. 1,496,748
Canada: : :
Honda ..........00cceceveoniinnnn 103,781
Tovota ... i 61,112
CAMI ... i it 51,077
Subtotal ....... ... i 215,970
Total .....ov it i 1,712,718

% Ward's Awomotive Yearbook, 1 99]



There is a tendency among Japanese-owned
automakers to establish increasing portions of the

production system in North America. Rather than only

assembling vehicles, these Japanese-owned assembly
plants often are manufacturing major automobile parts
and subassemblices, including body panel stampings,
engines and transmission assemblies, engine
components, and other types of manufacturing beyond

the assembly of the vehicle. Such components are

among the highest-valued material inputs as well as
value added in an automobile or light truck.
Nevertheless, the parts and materials used to
manufacture those components frequently are imported
from Japan.2’

Japanese-owned automotive parts firms have also
increased their production in North America, often for
the purpose of supplyin§ parts to Japanese-owned
vehicle assembly plants.2® Currently, approximately
500 Japancse auto parts firms ‘are invoived in
production in North America.?® Industry analysts
generally believe that the pace of Japanese direct
investment in the North American auto parts industry is
declining from its peak in the 1980s.

Employment in the North American automotive
industry declined significantly during the 1980s. U.S.
employment in the automobile industry reached a peak
of 470,000 in 1978, and declined to 316,000 in 199030

The auto parts industry employed 452,000 workers in ‘

1978, and 398,000 workers in 199031 :

In contrast, employment in the Canadian
automotive  industry fluctuated upward from
approximately 45,000 during the late 1970s, to about
53,000 in 1990. The employment gains in Canada
occurred primarily in 1983 and 1984, as the Canadian
industry benefited from having numerous plants that
produced only one model.32” In the late 1970s,
employment in the Canadian parts industry was
approximately 52,000 and increased to 88,000 in 1990,
Again, large increases occurred in 1983 and 1984,
associated with gains in Canadian auto production.33

Overall, the North American automotive industry |

experienced losses in jobs and profits during the 1980s.
During 1979-90, North American job losses totaled

2 Most Japanese firms are also establishing technical
centers and styling studios in North America. This trend
is at least partly a result of a general tendency in the
global automotuive industry to develop extensive production
systems within major sales regions of the world in an
effort to improve efficiency and responsiveness to regional
market characteristics.

2 Some of these parts plants also supply the U.S. Big
Three automakers in North America.

 Stephen E. Plumb, “Transplant suppliers take root,
but some may wither on the vine”, Ward's Auto World,
September 1991, p. 89.

30 Economic Indicators.

3 Ibid.

32 Statistical Review of the Canadian Automotive
Industry: 1990. Single-model plants tend to maintain
strong production levels as long as the model remains

pular. '

3 Ibid.

approximately 165,000, or about 16 percent of the
industry workforce in 1978, North American
automotive industry profits, which totalled $50.8
billion during the 1970s, amounted 1o only $18.5
billion in the 1980s.3¢  °

Reccent years have been particularly difficult for the

‘North American automotive industry. North American

sales began to decline in 1989 and fell again in 1990.35
During January-October 1991, U.S. automobile sales
decreased by nearly 14 percent compared with sales
during the same period of 1990. The Big Three U.S.
automakers lost over $4.6 billion during the first three
quarters of 1991,36 and total 1991 losses will likely
reach record levels, exceeding $5 billion.

Because the fate of the U.S. auto parts industry is
closely linked to that of the U.S. Big Three
automakers, auto parts firms have faced intense
competitive pressure in North America. Production
declines by the Big Three, increased global sourcing by
North American assemblers, and a reduction in the
number of suppliers used by the Big Three has
significantly reduced the number of auto parts firms in
the United States. A recent study indicates that the
U.S. supplier base declined by about 35 percent during
the 1980s.37 Another study predicts that the auto parts
market -will, overall, continue to grow only slowly,
although sales to Japanese-owned auto assemblers and
sales for aftermarket parts will be somewhat higher.38

‘As described above, the North American
automotive industry in the 1990s is in a transitional
period that began in the 1980s. These ongoing changes
have contributed to making the North American
automotive industry somewhat unique with respect to
the level of competition. The relativcly free market
access, the large number of producers and participants
in the market, relatively stable or declining salcs, and
escalating consumer expectations and government
regulatory demands on automakers have made the
North American automotive market one. of thc most
competitive and demanding in the world3® The

* Financial data is for Motor Vehicle and Equipment
Manufacturing. Economic Indicators.

35 1991 Facts and Figures, MVMA.

¥ US. Automobile Industry Monthly Report on
Selected Economic Indicators, U.S. International Trade
Compmission, October 1991.

37 “Japanese shutting out U.S. suppliers, study
charges”, Ward's automotive international, Qctober 10,
1990, p. 10. :

3 Francis J. Gawronski, “Study says parts market is
growing at snail’s pace”, Auwomotive News, January 22,
1990, p. 20.

¥ The United States is considered by some industry
observers 1o be the “proving ground for global
competition”, and a market that provides valuable leaming
experiences for automakers. Bernard Avishai, “A
European Platform for Global Competition: An Interview
with VW's Carl Hahn", Harvard Business Review,
July-August 1991, pp. 103-13. Two European automakers,
Peugeot and Sterling, recenly abandoned the U.S. market
as a result of difficultly in maintaining profits in the
region.



efficiency of production plants is, overall, second only
to the Japanese industry.*’ The competitive nature of
the North American industry continues to force
automotive companies to make constant improvement
in all aspects of their production systems. Thus, while
the automotive industry ‘is traditionally viewed a
“mature” sector of the economy, since the 1980s it has
been dynamic with respect to production processes,
organizational structure, intra-industry linkages among
firms, foreign investment, labor management relations,
and product features (with respect to quality, styling,
and technology).

The auto parts industry has also experienced
substantial changes. The auto parts industry plays an
integral role in the automobile production process, and
has been forced to respond to the needs of auto
assemblers. An efficient, flexible, and technologically
advanced .supplier base, capable of producing high
quality parts, is now considered 10 be a critical element
of a competitive automobile industry.

Relationships between assemblers and vehicle parts
suppliers vary widely. The three major. U.S.
motor-vehicle producers, General Motors, Ford, and
Chrysler (the .Big Three), have a large number of
primary and secondary suppliers, but have reduced the
number during the last seven or eight years in an effort

to reduce costs and adopt the lean production methods,

of the Japanese-owned producers.

By way of comparison, one major automaker in
Japan may have a direct relationship with only 200 to
300 parts makers, whereas, in the past, General Motors
may have dealt with approximately 3,500 different
suppliers, just for assembly, versus about 3,000
makers today. The disparity is largely due to the fact
that the Japanese-owned automakers assign a whole
component, such as seating, to a first-tier supplier. In
comparison, a U.S.-owned automaker may deal with 25
suppliers “providing 25 different parts to the
seating-manufacturing department of its assembly
plants.

Japanese-owned automakers operating in North

America tend to have longer contracts with their:

suppliers than U.S.-owned automakers; for example,
these contracts may last about three to five years. In
general, U.S.-owned automakers’ contracts have been,
at least until recently, for approximately one year.

The Big Three manufacturers in North America are
all largely vertically-integrated. However, General
Motors is by far the most integrated; its in-house parts
divisions*! ‘supply approximately 70 percent of the
parts in each GM car and truck. General Motors has
divisions that make a wide variety of parts—for
example, wiring hamesses, engine castings, batteries,
electrical ignition equipment, auto trim, and auto glass.

“® Data on assembly plants from James P. Womack,
The machine that changed the world, Rawson, New York,
1990, p. 85.

4! James A. Womack, Daniel T. Jones, and Daniel
Roos, The Machine That Changed the World, p. 139, 1990.

Chrysler is the least vertically-integrated U.S.-owned
assembler; it purchases about 30 percent of its parts
from captive suppliers.

The Japanese-owned automakers are much less
vertically integrated. The more integrated Japanese
producers produce their own bodies, and certain engine
and transmission components. However, they purchase
numerous other parts, especially higher-value added
components from related suppliers; that is, companies
in which they own stock.

While in the past the Big Three sourced the vast
majority of their components domestically, today, they
are importing more from foreign-based suppliers. This
can be attributed, in part, to the relationships that the
Big Three have formed with foreign manufacturers.
For example, Chrysler owns 12.1 percent of
Mitsubishi. Mitsubishi buys Chrysler-made automatic
transmissions for its Japanese-made pickups that are
exported to the United States, and Chrysler buys V-6
engines from Mitsubishi. Likewise, Ford owns 25
percent of Mazda and produces engines for the Mazda
MX-6 built in Flat Rock, Ml. Mazda supplies engines
for Ford’s Escort/Tracer. Mazda also supplies
transmissions to Ford.42

Similarly, Japanese-owned producers are
purchasing a higher percentage -of components from
firms located in the United States; however, many of
these suppliers are Japanese-owned. Japanese-owned
auto producers in North America have purchased
lower-value parts, such as glass, batteries, and tires,
from U.S.-owned parts makers for a number of years;
at present, the Japanese claim to be purchasing more
complex parts, such as anti-lock brakes, from these
suppliers.

U.S. and Canadian Trade Regulation

The United States is widely considered to be one of
the most accessible automotive markets in the world.
The column 1-general or most-favored-nation (MFN)
rate of duty for passenger autos is 2.5 percent ad
valorem. The column 2 rate is 10 percent ad valorem.
The MFN rate of duty for light trucks is 8.5 percent ad
valorem, and the column 2 rate is' 25 percent ad
valorem. However, the column 1-general rate of duty
for light trucks has been temporarily increased to 25
percent ad valorem.43 The range of rates of duty
applicable to vehicles is indicated in table 3, and those
on vehicle parts in table 4, set forth in the discussion of
North American tariff treatment below.

All motor vehicles sold in the United States must
meet certain Federal and local standards, primarily as
related to safety, emissions, and fuel economy. These
standards currently tend to be more stringent for

42 “How World’s Automakers aré Related”, Ward's
Automotive International. p. 3, 1991 edition.

43 As a result of Pres. Proc. 3564 on Dec. 4, 1963,
withdrawing previously proclaimed tariff concessions, the
articles provided for under this item became subject to
duty under TSUS item 945.69 in the Appendix to the
(former) Tariff Schedules of the United States (TSUS) and
dutiable at an MFN rate of duty of 25 percent ad valorem.



passcnger autos than for trucks and buses. U.S.
standards are fairly stringent, and many foreign
producers must adopt these standards for vehicles they
sell in the United States.

Effective January 1, 1991 purchasers of autos
priced above $30,000 dollars must pay an excise tax of
10 percent on the amount of the price over $30,000.
This tax affects European luxury automakers most
because they are most reliant on sales of autos selling
for over $30,000.

At present, the Japanese Government imposes a
Voluntary Restraint Agreement (VRA) on Japanese
exports of automobiles to the United States. Beginning
in early 1981, as Japanese-made automobiles began to
hold an increasing share of the U.S. market, legislation
to restrict imports of Japanese cars to 1.6 million units
was gaining support in the U.S. Congress.** In May
1981, the Japanese Ministry of Inicrnational Trade and
Industry (MITTI), following meetings with U.S. trade
officials, announced a voluntary restraint agreement on
Japanese auto exports to the United States. The VRA
reduced Japan’s exports of cars to the United States
from 1.82 million units in 1980, to 1.68 million
automobiles and 70,000 units of four wheel-drive

station wagons and “jeep”-type vehicles. In Japan's.

fiscal year 1984, the total VRA limit was raised to 2.02
million passenger automobiles.

On March 1, 1985, the US. Government
announced that the United States would not ask the
Japanese Government 10 renew the VRA for 1985S.
Each year during 1985-91, the Japanese Government
has informed the Administration that it would limit
annual auto exports to the United States to 2.3 million
units.%5 However, as Japanese auto companies have
increased production in the United States, Japanese
exports failed o meet the limits set by the VRA.%

Canada maintains a 9.2 percent ad valdrem tariff on
imports of motor vehicles and parts. Canada has

vehicle safety, emissions, and fuel cfficiency standards

“1In 1980. the Commission conducted an investigation
under section 201 of the Trade Act of 1974 involving
cerlain motor vehicles and certain chassis and bodies
therefor (investigation No. TA-201-44). In that
investigation the Commission determined that certain
motor vehicle and certain chassis and bodies therefor were
not being imported into the United States in such
increased quantitics as to be a substantial cause of serious °
injury, or threat thereof, to the domestic industry producing
articles like or directly competitive with the imported
articles. See Report to the President on Investigation No.
TA-201-44 Under Section 20! of the Trade Act of 1974,
USITC Pub. 1110, December 1980.

S The Internationalization of the Automobile Industry
and its Effects on the US. Auwtomobile Industry, June 1985,
USITC Publication 1712.

““The US. Automobile Industry Monthly Report on
Selected Economic Indicators, May 1991 and May 1990,
USITC Publications 2393 and 2287. Since the Japanese
automakers do not meet the VRA limit, the VRA is now
viewed by many industry analysts as irrelevant, and
consider its renewal to be a political gesture.

that are similar to those of the United States. Under the
U.S.-Canada FTA, Canada is phasing out a ban on
imports of used motor vehicles, to be finalized by
1994, )

The Mexican Automotive Industry

Development of the Industry

The Mexican automotive industry bears relatively
little similarity to the U.S. and Canadian industries.
The Mexican industry is much smaller, less modemn,
and more regulated, and is experiencing rapid growth.
The Mexican auto assembly industry is entirely foreign
owned, consisting of eight plants owned by the U.S.
Big Three automakers, Nissan, and Volkswagen. The
Mexican auto parts industry consists of several hundred
firms, with U.S.-owned auto parts firms playing a
major role in the industry.

The Mexican industry historically has been highly
protected- and regulated in the areas of trade and
foreign investment. These impediments (discussed
below), as well as other economic and political factors,
have limited the integration of the Mexican industry
with the U.S. and Canadian industries. Overall, the
Mexican industry operates at a relatively low level of
efficiency.4” It is likely that under a NAFTA, the
Mexican automotive industry will become much more
integrated with the U.S. and Canadian industries, and
will be restructured for greater efficiency.48

The Mexican automotive industry is growing
rapidly in terms of both production and sales. This
growth is largely a result of the strength of the Mexican
economy, the continued commitment of five of the
world’s major automakers to maintain a strong
presence in Mexico, and recent steps by the Mexican
Government toward reduced protection of the industry
under the 1989 Auto Decree. The industry’s
automobile output rose by 60 percent during 1986-90,
to 820,558 units.4? Furthermore, announcements by
several automakers that they will make major
investments in Mexico indicate that the country’s

7 While certain Mexican assembly plants, for example
Ford's Hermosillo plant,-are more efficient than others, all
Mexican auto plants are commonly described as suffering
from reduced efficiency as a result of the industrial
structure arising out of govemment protection of the
industry. See the May 15, 1990, Womack article cited
above at pp. 26-27 for a discussion of the efficiency of
Ford's Hermosillo plant; also see the Commission's report
The Likely Impact on the United States of a Free Trade
Agreemeni with Mexico for a discussion of the effect of
govemnment protection on the efficiency of the Mexican
auto industry. For an excellent discussion of how similar
government protection has affected the efficiency of the
Southeast Asian auto industry, see Richard Doner, Driving
a Bargain: Automobile Industrialization and Japanese
Firms in Southeast Asia, Univ. of Cal. Press, Berkeley,
1991,

“* The Likely Impact on the United States of a Free
Trade Agreement with Mexico, February 1991, U.S.
International Trade Commission, USITC publication 2353.

“ Ward's automotive yearbook, various issues.



automotive industry will continue to expand for the
foreseeable future.

The Mexican automobile market is supplied almost
entircly by Mexican production. In 1990, Mexican
automobile sales totaled over 527,000 units. Despite
the close proximity of U.S. Big Three production
faciliies in North America, the U.S.-owned
automakers do not dominate the Mexican market. In
1990, Volkswagen had 27.3 percent of the market,
Nissan had 21.3 percent, GM had 17.5 percent,
Chrysler had 17.3 percent, and Ford had 16.6
percent.’® Under a NAFTA, it is anticipated that
market shares in Mexico would shift favorably toward
U.S. Big Three automakers.

The Mexican auto parts industry is also expanding

rapidly. Output during the late 1980s increased at an
annual rate of 19 percent, to approximately $7 billion
in 1989. The United States supplied about 73 percent
of the foreign direct investment in the Mexican aulo
parts industry in 1989. Other foreign investment came

from the United Kingdom (8.7 percent), Germany (6.4

percent), and Japan (3.5 percent).5'_ Most of the U.S.
investment occurred in maquiladora plants.

Mexican Trade Regulation

The current tariff on automobiles imported into
Mexico is 20 percent ad valorem, and 10-13 percentad
valorem on auto parts. More important, however, are
Mexican nontariff and investment restrictions. in the
auto industry. First, Mexico requires its auto industry

to maintain a trade surplus. For each dollar’s worth of

autos that automakers imported into Mexico in the
1991 model year, they had to eam $2.50 in auto
exports. The export requirement will drop 10’52 in the
1992 and 1993 model years, and will drop to $1.75 in
the 1994 model year. Second, Mexico curmrently limits
auto imports 10 15 percent of total Mexican auto sales;
the limit will rise to 20 percent in the 1993 model year.

Third, Mexico limits foreign investment in the auto
parts industry to 40-percent equity participation.
However, full foreign ownership is allowed on a
temporary basis - under the so-called Temporary
Investment Trust Funds and in the maquiladora sector
provided that at least 80 percent of the output.is
exported. _
36-percent Mexican content in autos produced there.2
Furthermore, in order to receive credit towards the
36-percent local content requirement, this minimum
local content must be purchased from suppliers in
Mexico that are either: (1) unrelated to the vehicle
assemblers and have 30 percent local content, and (2)
sell 60 percent of their production to vehicle
assembilers.

0 Automotive new market data book, 1991.
5} CMP (country market profile) indusiry sector
analysis, Eduardo Sandoval, Mexico City, March 1990, p.

3. ‘ .

52The Likely Impact on the United States of a Free
Trade Agreement with Mexico, February 1991, U.S.
International Trade Commission, USITC publication 2353,

In addition, Mexico requires at least

North American Customs
Treatment

Background

Each of the three North American customs tariffs is
organized in accordance with the Harmonized
Commodity Description and Coding System (HS).53
The HS was established by the Intemnational
Convention on the Harmonized Commodity

~ Description and Coding System (HS Convention),

sponsored by the Customs Cooperation Council (CCC).
The HS Convention was imglememed by the original
parties on January 1, 1988.5

The HS is composed of General Rules for the
Interpretation of the HS and a nomenclature consisting
of twenty-one sections divided into 97 chapters.5S Each
chapter can be further subdivided into headings (4-digit
codes) and subheadings (6-digit codes), each with an
associated article description.

Under the HS, articles are gencrally identified by
name or categorized on the basis of their end use or
constituent materials. Classification of goods in the HS
is based on the condition of the goods at the time of
examination and in accordance with the HS general
rules of interpretation. Among other matters, these
rules provide that any reference in a heading to an
article is be taken to include that article, incomplete or
unfinished, provided that it has the essential character
of the complete or finished article.

In the last three decades, most industrialized
countries engaging in - international trade have
undertaken to reduce tariff rates on imported goods,
both in their own self-interest and in support: of
accelerated development of less developed nations..

9 The HS was derived generally from the Brussels
Tariff Nomenclature (BTN) and its more recent namesake,
the Customs Cooperation Council Nomenclature (CCCN).
Prior 10 1988, with the notable exceptions of Canada and
the United States, the CCCN served as the basis for most
import tariff nomenclatures. The United: States and
Canada maintained unique non-CCCN based tariff
nomenclatures. For further background on the HS, see .
U.S. International Trade Commission, Conversion of the
Tariff Schedules of the United States Annotated into the
Nomenclature Structure of the Harmonized System,
Submitting Report (investigation 332-131), USITC
publication 1400, June 1983.

$ The United States implemented its HS-based import -
tariff on January 1, 1989. Mexico has adopied the HS as
the basis for its import tariff system but is not a party to
the HS Convention. :

5 Chapter 77 is reserved for future use. Two _
additional chapters, chapters 98 and 99, are reserved for
national use. In both the U.S. and Canadian import tariffs,
chapter 98 is used for special classification provisions
which permit conditionally duty-free or partially duty-free
entry of goods that would otherwise be fully dutiable. In
the U.S. 1ariff, chapter 99 covers provisions which
temporarily modify duty rates provided in chapters 1 to
97, or impose non-duty restrictions such as quotas on
imporis.



Such duty reductions have been made on a multilateral
basis, usually during trade and tariff negotiations
sponsored by the GATT, or on a bilateral basis between
rading partners having a common interest in the
liberalized movement of goods across their borders.
As a consequence, most industrialized countries
maintain muluple rates of duty applicable to a given
article, with each ratc of duty or duty-free staws
dependent on conformity with a specific set of criteria.
Thus, depending on the particular situation, an
imported article may be subject to the full rate of duty;
conditionally subject to a reduced rate of duty,
conditionally subject 10 partial dutiability, - or
unconditionally free of duty. ‘

In addition, the dutiable status or applicable rate of
duty on imported goods can be affected by nontariff
practices, procedures and programs. For example
many countries have cstablished free trade areas or
zones within their borders into which goods can be
landed, manipulated, and exported without payment of
duty or being required to comply with most customs
procedures. Similarly, most countries have established
criteria and procedures which permit the temporary
imporiation of goods without payment of duty pending
eventual exportation from the importing country.

To a certain extent, North American trade in motor

vehicles and motor vehicle parts is influenced by

almost all of the possiblc permutations of dutiable or
duty-free status permitted under the import tariffs and - _

related procedures of Canada, the United States, and
Mexico. The following discussion highlights the most
significant features of the three North American import

tariffs as well as nontariff programs with regard to the -
dutiable status of motor vehicles and motor vehicle -

parts.

The HS-based import tariffs used currently by the

United States, Canada, and Mexico are respectively:
(1) the Harmonized Tariff Schedule of the United States
(1991) (HTS), (2) the Canadian Customs Tariff (CCT),
and (3) Ley Del Imipuesto General de Importacion
(Nuevo Sistema Armonizado) (1GI). Each of these
import tariffs sets out its general terms and
applicability, descriptions of the goods covered by the
tariff, and the individual rates of duty or duty-free
status applicable to each catcgory of goods.

Motor vehicles and many of their major
components _and accessories are classified in. HS

chapter 8756 However, a wide range of other

automotive parts, components and accessories fall
within the headings of many other chapters, including -

chapters 39, 40, 68, 70, 84, 85, and 90. Tables 3 and 4
illustrate the range of HS subheadings with significant
North American automotive trade and indicate the rates
of duty or preferential treatment typically applied to the
goods covered by those subheadings imported into
Canada, Mexico, or the United States.5’

36 The relevant portion of HS chapter 87 is reproduced

at app. D. .

Relevant portions of chapter 87 of the HTS, the
CCT. and the IGI are reproduced in app. E, app. F and
app. G respectively. ‘

value of the repairs or alterations.

MFN Tariff Treatment

The basic rates of duty encountered most
frequently in international trade are those established in

- accordance with GATT rules and must be applied on a

non-discriminatory basis 10 all GATT members. Such

Tates of duty are referred 1o as “most-favored-nation”

(MFN) rates of duty. The CCT, the HTS, and the IGI
all include MFN rates of duty. Motor vehicles and
motor vehicle parts or accessories imported into the
United States, Canada or Mexico are subject to full
MFN rates of duty unless they are eligible for
prefcrential treatment or otherwise conditionally or
partially frec of duty.58

Both the United States and Canadian wariffs include
provisions which are conditionally free of duty or
subject to partially free rates of duty on an MFN basis.
Although many of these provisions have little or no
applicability to trade in automotive products, several
are used regularly and affect a significant amount of
that trade. '

For the United States, the most promincnt are HTS
subheadings 9802.00.40, 9802.00.60 and heading
9802.00.80, all of which are applied on an MFN
basis.’ Subheading 9802.00.40 applies to articles

exported from the United States for repair or alteration.

Under this subheading, duties are assessed only on the
Subheading
9802.00.60 applies to any article of metal
manufactured in the United States and exported for
further processing, and retumed to the United States for
further processing. Under this subheading, duties are

-assessed only on the value of the foreign processing.

Heading 9802.00.80 applies to articles assembled
abroad in whole.or in part of fabricated components

- which are a product of the United States, have not lost

their identity, and have not been advanced in value or
condition. Under this heading, duties are assessed on
the full value of the imported article less the value of
the U.S. products.

For Canada, the CCT and various related
schedules, e.g. the Statutory Concessionary Provisions,
contain various conditionally duty-free or reduced-rate
of duty provisions applied on an MFN-basis, as well as
to imports under the General Preferential Tariff (GPT).
Many -of these provisions ap&ly to ‘specified motor
vehicle parts and components.® - -

38 Under both the U.S. and Canadian tariffs motor
vehicles and motor vehicle parts can be, on an MFN-basis,
free of duty or subject to varying rates of duty generally
calculated on a percent of the value basis (ad valorem).
Under the Mexican tariff five rates of duty are applied to
imported goods free of duty, 5 percent, 10 percent, 15
percent or 20 percent ad valorem. With respect to motor
vehicles and motor vehicle parts, three MFN rates of duty
are generally applied—10 percent, 15 percent or 20
percent ad valorem. .

% Subchapter II of chapter 98 which includes these
HTS subheadings is reproduced at app. H.

e transportation section of the CCT Statutory
Concessionary Provisions arc reproduced at app. 1.
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Preferential Tariff ‘Treatment |
In addmon to duties. appliéd on an MFN basis,

there aré numerous other rates of duty established .

under bilateral and muhilateral trade agreements or

programs which provide for preferential duty rates or -

duty-free provisions.. The. mosl sxgmﬁcanl tariff

preferences affecting automotive segtor trade in North -

America are: (1) the United States-Canada Free-Trade
Agreement (CFTA) that provides duty-free entry or
reduced rates-of-duty on goods-of U.S. or Cgnadian

origin imported into the United $tates or Canada when '
exported from either country,- (2) the United

States-Canada Agreement Conceming Au;omouvc
Products (commonly referred to as - APTA)S!
provides for duty-free entry of specified motor velucls

and motor vehicle parts and accessories traded between -

the United States and Canada, (3) the U.S. Generalized
System of Preferences (GSP) that provides for
non-reciprocal duty-free entry of eligible articles from

- developing countries, and (4) the Canadian GPT rates
that provide for -reduced -rates-of-duty - for ehgnble

products from developmg coumn&s

Tarljj‘ Treatment Under the CI"I'A

The CFTA is a comprehenswe bllalcral reclproeal
agreement beiween the United States and Canada that,
among other things, provides fora lO-year phascout of
wriffs on all goods originating in the territory of
Canada or the United States. Under the agreement
some goods became free-of duty immediately, somc are

subject to a five-year phaseout, and the remainder are.
subject to the full ten-year phaseout 82 Thls~ phaseout ;

is schieduled to be completed by 1998

Eligibility for preferential treatment under CF!‘A is

| dependent on the goods being deemed to originate in
Canada or United States. As is discussed more fully

elsewhere in this report, the rules used to determine .

eligibility under the CFTA represent a sngmﬁcant
departure from traditional rules of origin. ~ Although
based -on the underlying ' principle - of - substantial

transformation, the CFTA -rules reflect substantial
transformation  in terms ot' _chan e-ol'-tariff

classification.

An amclc produced processcd or manufactured m .

Canada, but not wholly of U.S. or Canadian origin, is

treated as originating in the United States or Canadaif .-

it has been sufficiently transformed so that the tariff

classification applicable to the article at the time of -
specified rules, from -

entry, differs, in accordance with
that applicable 10 the article or its precursor at the time

it was initially imported mlo Canada or Ihc Umwd. :

' ¢! The agtecmem was signed on. Ianuary 16. 1965 17

US.T 1372, TLA.S No. 6093. The a ent was
implemented for ‘the United Siates by the Automotive -
Products Trade Act of 1965, Pub, L. 89-283 as ammded
by Pub. L. 100-418, 19 U.S.C. 2001 et.

62 See Presidential Proclamation 5923 se%o lmplemem

the United States-Canada Free-Trade Agreement, -
" December 14, 1988, 53 FR. 50638. December 16, 1988
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Slaus ‘With regard to certain goods, such as motor
vehicles and most motor vehicle , the CFTA origin
rules also require that in addition to the requisite
change of tariff classification, a specified percentage of
value of an article must be attributable to materials or
operations originating in either the United States or
Canada or both, to be eligible fof the preferential tariff

-yate.

Tariff Treatment Under APTA

APTA is a bilateral agreement between Canada and
the United States under which Canada accords
duty-free treatment to specifiéd new motor vehicles

“and motor vehicle parnts imported from the United

States by cenain Canadian original equipment

- manufacturers (OEM). In retumn, the United States
- gives duty-free enury to specified new and used motor

vehicles and OEM automotive parts imported from
Canada8® In Canada, bona fide Canadian vehicle
manufacturers may import most motor vehicles and

automotive products free of duty, whether or not of

U.S. origin. In addition they must meet certain
value-added and
Canadnan-producuomto-Canadxan sales ratio

- requirements. ' In both countries, only bona fide
" ‘manufacturers may import OEM pans and accessories

free of duty under the agreement$ APTA was
amended by the CFTA to incorporate the CFTA rules
of origin as the basis for determining Canadian origin
for products imported into the United States under
APTA, The standard used to determine the U.S. origin

-of goods imported into Canada under APTA remained
I .nnChangcd after adoption of the CFTA.

Tariff Treatment Under GSP and the GPT
The U.S. GSP grants duty-free entry on a unilateral

- basis to eligible articles from designated beneficiary
. countries, including Mexico.

The President. is
authorized 'to designate beneficiary developing

. countries as well as eligible articles, and to review the

program regularly to adjust these designations. GSP
applies only to a positive list of designated articles.

~* Continuation of GSP eligibility is reviewed annually in
. accordance with the competitive-need criteria and can

be removed from a product for one or more beneficiary
coumries by Presidential proclamation.

The GSP rules grant duty-free entry to an eligible
article that is the growth product, or manufacture of a

~beneficiary country,5’ if the article is imported directly

e Excepted from APTA are certain special-purpose
vehicles, e.g. electric buses, three-wheeled vehicles, and

: ~ motor vehicles specially constructed and equipped for
_specul services and functions, tires and tubes, and trailers.

 Note that certain non-OEM parts intended for the

- re’rm or maintenance of the motor vehicles of headings

8702, 8703, or 8704 are subject to accelerated staged-rate
duty reductions under the CFTA. See HTS heading
9905.00.00 and CCT After-Market Automotive Parts
Provisions which are reproduced at app. J.

& Section 226 of the Customs and Trade Act of 1990

. amended section S03(b) of the Trade Act of 1974 (19
"U.S.C. 2463(b)) to revise the GSP rule of origin in order

1o limit duty-free treatment to eligible articles which are



from a beneficiary country and the cost or value of the
materials produced in such a country plus the direct
costs of processing operations in a beneficiary country
is not less than 35 percent of the appraised value at the
time of entry into the United States. GSP rules do not
permit either the cumulation of costs and value added
in other beneficiary countries or the inclusion of the
value of any U.S. maierials contained therein.

Most motor vehicles imported into the United
States are not eligible for duty-free entry under GSP,
whether from Mexico or any other beneficiary country.
However, motor vehicle parts, components, and
accessories are generally eligible for GSP treatment.
Of the 640 HTS tariff lines which include articles
covered by APTA, 509 are, at present®, either fully or
partially GSP eligible. Mexico is eligible for GSP
treatment under all but nineteen of those tariff lines.

The Canadian GPT, like GSP, applies to designated
goods from listed beneficiary countries. However,
unlike GSP, the GPT rate may be either a reduced-rate
of duty or a duty-free provision. Mexico is a listed
beneficiary country for GPT purposes. As can be seen
from tables 3 and 4, most motor vehicles and motor
vehicle parts imported into Canada are eligible for GPT
treatment.

Non-Tariff Programs and Procedures
Affecting Duties

U.S. Foreign Trade Zones

In the United States, a foreign trade zone (FTZ) is a
special enclosed area within, or adjacent to, ports of
entry usually located at industrial parks or warehouse
facilities. Foreign trade zones are the U.S. version of
what are known internationally as free trade zones.57
Although operated under the supervision and
enforcement of the U.S. Customs Service, they are
coasidered to be outside the customs territory of the
United Suates for purposes of customs entry
procedures.  With certain exceptions, foreign or
domestic merchandise can be brought into an FTZ for
storage, repacking, assembly, manufacturing or other
processing. Foreign merchandise brought into an FTZ
is not subject to duty, formal entry procedures or
quotas, unless or until it is imported into the U.S.
customs territory.

65—Continued

the growth, product, or manufacture of a beneficiary
country. Previously, by judicial interpretation, duty-free
treatment applied to any eligible article, regardless of its
growth, production or manufacture, so long as the 35
percent beneficiary country content criteria were met.

% The President is currently considering petitions
which would give full GSP status to an additional seven
tariff lines, and restore eligibility to Mexico for five
others. See, Notice of the United States Trade
Representative, 56 F.R. 42080, August 26, 1991,

€7 U.S. Department of Commerce, Sist Annual Report
of the Foreign Trade Zones Board to the Congress of the
United States.

The final tariff treatment of goods imported into
the U.S. customs territory from an FTZ is dependent on
their declared status at the time the goods were entered
into the FTZ. Goods entering an FTZ can be
designated as foreign or domestic, and as privileged or
nonprivileged. U.S. Customs appraises and classifies
privileged foreign merchandise according to the
condition of the merchandise when it enters an FTZ. In
contrast, merchandise that is composed entirely of, or
derived from, nonprivileged merchandise, either
foreign or domestic, is appraised and classified based
on its condition when it is transferred out of an FTZ;
that is at the time it is imported into the U.S. customs
territory.

Consequently, an importer can substantially alter
the eventual duty liability on the imported products by
choosing the most advantageous designation of goods
that are intended to be manufactured, assembled or
further processed in an FTZ. For example, the rates of
duty applicable to most parts of passenger automobiles
are higher than those applicable to complete passenger
automobiles. Therefore an importer, operating within
an FTZ, by designating imported parts as nonprivileged
merchandise, can assemble those parts into a vehicle
and be liable only for duties based on the rate
applicable to the entire vehicle, rather for duties based
on the rates applicable to individual parts. In cases
where the duty rates applicable to parts are lower than
those applicable to a complete article, designation of
the parts as privileged merchandise would maintain
their lower dutiable status, even thog§h the completely
assembled article is being imported.%® It is noteworthy
that most automotive assembly facilities within the
United States are located in FTZs or subzones.5?

U.S. imports of passenger automobiles through
foreign . trade zones increased from approximaiely
131,840 units in 1980 to approximately 4,850,010 units
in 1990, as U.S.- and Japanese-owned automakers
sought FTZ status for their establishments primarily to
reduce tariff liabilities (Table 5). As of November
1991, 36 of the 45 auto assembly plants in the United
States operate in active trade zones.”®

% See, for example, U.S. Customs ruling HQ 083222,
April 25, 1989, reproduced at app. K. See also U.S. -
Customs ruling HQ 544250, July 26, 1991.

@ For further information on FTZs and their operation,
see U.S.International Trade Commission, The Implications
of Foreign-Trade Zones for U.S. Industries and for
Competitive Conditions Between U.S. and Foreign Firms,
USITC publication 1496, February 1984, and The
Implications of Foreign-Trade Zones for U.S. Industries
and for Competitive Conditions Between U.S. and Foreign
Firms (Supplement and Expansion), USITC publication
2059, February 1988.

" Staff telephone interview with officials of the
Foreign Trade Zones Board, November 1991.
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Table 5
Automobiles: U.S. imports through foreign trade
zones, 1980-90

Quantity

Year (units)

1980 . . i e 131,840
1981 . i 146,668
1982 . . e 140,689
1083 .. it 550,308
1984 .. ... 1,317,412
1885 . . i e 2,006,456
1086 .. 0t ii e e 3,442,016
1087 . i 4,047,380
1888 . .ot 6,196,033
1989 .. ... e 4,898,269
1990 . ..t e 4,850,010

Source: USITC staff estimates based on official
statistics of U.S. Department of Commerce.

Mexican Maquiladoras

The maquiladoras are in-bond production facilities
established in 1965 under Mexico’s Border
Industrialization Program. They are generally locaied
along the U.S.-Mexican border and are primarily
engaged in labor-intensive assembly operations. They
are used to combine Mexican labor with foreign capital
and technology. The maquiladora is a plant operated

by a firm that temporarily imports goods for the

purposes of dedicating itself, either in whole or in part,
to the business of exportation. Articles brought into

Mexico for the maquila program are considered to be

temporary importations and are not subject to Mexican
import duties. The articles are defined as those goods
necessary for the operation of the maquiladora that are
imported for a specific period of time and which,
ultimately, must be exported to the country of origin,
usually the United States.”?

Generally, U.S. firms operate maquiladoras t0
assemble  articles that  require  substantial
labor-intensive assembly steps or manufacturing
processes. Articles assembled or manufactured in a
magquiladora when imported into the United States may
be eligible for duty-free entry under GSP, or reduced
duties under HTS subheadings 9802.00.60 or
9802.00.80, thereby taking advantage of both the lower
labor costs incurred in the maquiladora program and
the substantially reduced U.S. duties on the imported
articles.

North American Automotive Trade

U.S. Trade With Canada

U.S. imports of automotive products from Canada,
including passenger automobiles, lightweight trucks,
and motor vehicle pars, increased from

" For a review of the maquiladora program, see U.S.
International Trade Commission, The Impact of Increased
United Siates-Mexico Trade on Southwest Border
Developmeru, USITC publication 1915, November 1986.
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$8.3 billion in 1980 to $28.8 billion in 1990, an
average annual increase of 13 percent (figure 1). U.S.
imports of automobiles from Canada increased from
594,731 units ($3.8 billion) in 1980 to 1.2 million units
($13.7 billion) in 1990 (figure 2). U.S. parts imports
from Canada increased from $3.3 billion in 1980 1o
$9.6 billion in 1990. U.S. exports of automotive
products to Canada, consisting primarily of auto parts,
increased from $7.8 billion in 1980 to $17.8 billion in
1990, an average annual increase of 9 percent (figure
3). Despite steadily rising U.S. exports of parts, the
total U.S. automotive trade deficit with Canada
amounted to $11 billion in 1990, attributable almost
entirely to a U.S. trade deficit in vehicles.”

Current trade patterns suggest an improving U.S.
trade balance with Canada in automotive products,
possibly due, at least in part, to the strong Canadian
dollar. During January-July 1991, U.S. imports of
automotive products from Canada decreased to $15.2
billion compared with $17.3 billion during the
corresponding period in 1990. During January-July
1991, U.S. exports of automotive products to Canada
increased to $11.8 billion from $11.4 billion during the
same period in 1990. .

Since the 1950s, U.S.-Canada automotive trade has’
been determined primarily by the North American
production and sourcing strategies of the U.S. Big
Three automakers. For example, during 1980-90, U.S.
imports outstripped U.S. exports of automobiles,
primarily because of the strong export orientation of
the Canadian auto industry.”>  This orientation was
achieved by design as subsidiaries of the Big Three
U.S. and Japanese-owned automakers sought not only
to supply the Canadian market, but to export their
products to the United States. Over 80 percent of the
vehicles built in Canada were exported to the United |
States during the 1980s. During this period, there were
several advantages for U.S.- and. Japanese-owned
automakers to produce in Canada vis-a-vis the United
States. -One major advantage was €cONOmIC .
rationalization of production based on a Canadian cost
advantage achieved primarily through lower overhead, -
a reduced social cost component for: vehicle
manufacturers in Canada,’® as well as generally lower

72 The actual U.S. automotive trade deficit with Canada
during 1980-89 may have been less significant than
official U.S. Government statistics- indicate. Prior to 1989,
Statistics Canada regularly reported higher Canadian
import levels of parts than U.S. export statistics
documented. According to a U.S. Govemnment official,
this gap totaled about $5 billion annually. However,
Canada, in preparation for the CFTA, fully adopted the
Harmonized Tariff System in January 1988. Subsequently,
an exchange of iapes containing U.S. and Canadian import
statistics between the U.S. Bureau of the Census and
Canadian trade authorities was initiated in 1989, thereby
gradually reducing discrepancies in official statistics.

73 USITC staff interviews with officials of Statistics
Canada during 1990. ) .

™ According to a Canadian Government official, social
benefits allocated to Canadian auto workers are factored
into the national tax base, and do not directly burden
Canadian vechicle manufacturers.



Figure 1
U.S. imports of automotive products! from Canada, 1980-90, by trade agreement
Billion dollars

30

Type of imports

Bl APTAimports
25 - FTA imports
Total imports

20

15

10

1980 1981

1982 1983 ~ 1984 1985 1986 1987

1 988” 1989 1 996

' Includes automobiles, trucks and parts
Source: U.S. DOC trade statistics. APTA and total imports are estimated by USITC staf!.

Figure 2 s ,
U.S. imports of automotive products from Canada, 1980-90, by commodity type

Billion dollars
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Source: U.S. Department of Commerce trade statistics.
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Figure 3

U.S. exports of automotive products to Canada, 1980-80, by commaodity type

Billion dollars

12

Type of commodity
- Passenger autos

10 1 Trucks
Parts
8

1980 1981 1982 1983 1984

Source: U.S. Department of Commerce trade statistics.

labor rates in Canada during 1980-88.75  Another
incentive 10 locate in Canada was the production and
export-based duty remission programs (applicable to
Japanese and to other non-U.S. suppliers 10 the
Canadian market).

During 1985-90, Canadian vehicle production
rcmained relatively stable, while U.S. vehicle sales and
production began 1o show irregular declines in 1987.
During 1989, the Canadian market also began to
contract, largely because of higher interest rates, as
well as new taxes levied on gasoline, tires, and fuel
inefficient vehicles by the Canadian Government and
the Province of Ontario. Despite weakening U.S. and

Canadian * vehicle sales and sporadic downtime at .

U.S.-owned Big Three plants in Canada, Canadian
vehicle production continued at a steady pace,
reinforced by new production at foreign-owned
automaking facilities in Canada, including those of .
Toyota, Honda, Hyundai, and CAMI (GM-Suzuki). A
number of other factors accounted for stable Canadian
vehicle production during this period, including the
cxisting model mix produced at Canadian plants;’®

75 USITC staff interview with an official of Industry,
Science and Technology Canada on October 28, 1991.

76 Single sourcing, which indicates production of one
model at one plant, is more prevalent in the Canadian
automobile industry vis-a-vis the U.S. industry. As long
as a particular model produced by a one-model oriented
plant remains popular, local production will likely remain
strong, even during periods of softened demand in a
regionally integrated industry, such as the North American
automobile industry.
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. Canadian-based vehicle “manufacturers.

"1986 _ 1987 . 1988 1989 1990

shifts in U.S. consumer preferences; and the relatively
young fleet of Canadian models, vis-a-vis more mature
life-cycles for certain U.S.-made models that gradually
had to be discontinued. Primarily because of increased
U.S. demand for certain modeis”’ made in Canada,
U.S. imports-of vehicles from Canada increased from
$18.5 billion in 1989 to $19.2 billion in 1990. U.S.
exports of vehicles decreased from $7.9 billion in 1989
to S7.1 billion in 1990, mainly -because of softer
demand in the Canadian market.

“Auto parts trade between the United States and
Canada followed a different pattem from vehicle trade.
U.S. exports of parts to Canada increased because of
cross-border rationalization of assembly operations by
the U.S. Big Three automakers and the subsequent
rapid expansion of the Canadian auto industry during
the 1970s and early 1980s. As a result of this

_ expansion, certain segments of the Canadian parts
" industry have not been able to keep up with Canadian

auto. industry démands. Consequently, U.S. parts
manufacturers = have been able to  supply
Canadian
undercapacity as to auto parts was especially evident in

" body ‘stampings, transmissions, and air-conditioning
. equipment. On the other hand, U.S. imports of auto
: parts from Canadian suppliers, mostly by the U.S. Big

7 Some popular models that have been sold in the
U.S. market are now produced in Canada; e.g., the Honda
Civic Hatchback and the Toyota Corolla. Other popular
models in the United States that recently came on-line in
Canada include the Suzuki Sidekick and the Geo Metro
(by CAMI Automotive, Inc.), and the Hyundai Sonata.



Three automakers, also increased during the 1980s,
drawing from stronger production segments of the
Canadian parts industry, which included piston-type
internal combustion engines, tires, locks and hinges,
rubber and plastics for automotive use, and automotive
furniture. Another reason for documentable increases
in U.S. exports of parts to Canada was that, especially

prior o 1989, as discussed, U.S. exports to Canada

may have been understated.’

During the 1980s, and going into the 1990s,
automotive trade between the United States and
Canada, and especially auto parts trade, was shaped
increasingly by the 1965 APTA and the 1989 CFTA,
both of which reduced the dutiable portion of

automotive trade between the United States and’

Canada. By 1989, however, the APTA portion of total
U.S. imports of automotive products leveled off and
even decreased, from a record $25.3 billion in 1989 to

$22.9 billion in 1990." Automotive trade for which -

benefits of the CFTA were claimed, on the other hand,
increased from $1.2 billion in 1989 to $2.7 billion in
1990 (figure 1). As the CFTA is phased in, it will be in
effect concurrently with the APTA, but it will not
supplant the APTA. Afiermarket duties will be phased

out on a 5-year schedule, and original equipment tariffs -

will be eliminated on a 10-year schedule. Based on
this schedule, all automotive duties on originating
goods will be eliminated between the United States and
Canada by January 1, 1998.

"8 Sce last foomote on the first page of this discussion
of U.S. trade with Canada as o discrepancies in data.

Figure 4

The APTA may continue to have significance in
Canada beyond 1998, since it was originally conceived
by Canada as a multilateral agreement; i.e., pertaining
to products imported from' the United States and all
other - countrics that meet Canadian (APTA)
company-specific, 60 percent Canadian value-added
performance requirements. Currently, an increasing
number of importers source automotive products under
the already reduced tariff rates and lessened
administrative requirements of the CFTA. Some
officials believe that, with the advent of the CFTA in
1989, APTA’s administrative requirements (such as
diversion reports) have served to encourage firms to
claim CFTA rather than APTA status for Canadian
exports to the United States.”

US. Trade With Mexico

U.S. imports of automotive products from Mexico
increased from $300 million in 1980 to $6.8 billion in
1990, an average annual increase of 37 percent (figure
4). U.S. imports of automobiles - from Mexico
increased from O units in 1980 to 215,986 units ($2.2
billion) in 1990. U.S. imports of parts from Mexico
increased from $300 million in 1980 to $4.4 billion in
1990. U.S. Trade in automotive products to Mexico
increased from $1.3 billion in 1980 to $2.9 billion in

™ USITC staff interviews with officials of the U.S.:
Customs Scrvice and the U.S. Department of Commerce,
October 1991.

U.S. imports of automotive products from Mexico; 1980-50, byéommodity typé

Billion dollars
5

Type of commedity
m Passenger autos

4 Trucks
Parts

1980 1981 1982 1983 1984

Source: U.S. Department of Commerce trade statistics.

1985 1986

1987 _ 1988 1989 1990
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1990, an average annual increase of 8 percent (figure
5). The increased trade activily can be attributed to the
overall trade liberalization policics of the Government
of Mexico, improved cconomic conditions in Mexico,
and the corresponding cxpansion in Mexican vehicle
production capacity. The Mcxican industry’s output of
autos and light trucks rose by 88 percent during
1986-89, to 641,000 units in 1989.80  During
January-July 1991, U.S. imports of automotive
products from Mexico remained at about 1990 levels
despite the import deterrent effects of a relatively weak
U.S. currency. During January-July 1991, U.S. exports
of automotive products t0 Mexico increased to $2.0
billion compared with S1.4 billion during the
corresponding period in 1990. ' '

U.S. Automotive Imports Under HTS
Heading 98028%!

As is discussed in more detail below in the section
on tariff treatment, U.S.-origin materials and

%0 For a more detailed discussion on developments in
the Mexican automotive sector, see USITC Publication
2353, The Likely Impact on the United Siates of a Free
Trade Agrecment with Mexico, February 1991, pp.
4-17/4-22. :

81 Prior 10 1989, HTS subhecading 9802.00,60 and
heading 9802.00.80 corresponded to items 806.30 and
807.00 of the former Tanfl Schedules of the United States
{TSUS). Data for 1980 in this section were retricved
according to parameters for the lauer items from the

TSUS. .

Figure 5

components shipped to Mexico for processing or
assembly, then returned in the form of finished goods,
may be entercd free of duty under HTS subheading
9802.00.60 and heading 9802.00.80. U.S. imports of .
automotive  products under HTS subheading
9802.00.60 and hecading 9802.00.80 increased from
$10.7 billion in 1980 10 $50.4 billion in 198952 an
annual average increase of 19 percent. Most of this
increase was recorded after 1986, when automakers
began to enter APTA-eligible products under the
provisions of HTS heading 9802.00.80 to avoid the
Customs user fee that was established in December
1986 and applied to entries of APTA-eligible goods in
chapters 1-97 of the HTS.83 APTA imports that were
also declared eligible for tariff treatment under HTS
heading 9802.00.80 rose from negligible levels in 1986
to $18.8 billion in 1989. The principal sources of
imports of motor vehicles under HTS heading
9802.00.80 during 1980-89 (most of which were new
automobiles) were Canada, Japan, and Mexico. During
1980-89, U.S. imports of automotive products under
HTS heading 9802.00.80 from Canada rose from $37.0
million in 1980 to $20.4 billion in 1989, an average
annual increas¢ of 78 percent.

8 §ee USITC Publication 2365, Production Sharing:
US. Imports under Harmonized Tariff Schedule
Subheadin