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Abstract

The submission of this study to the Congress and to the President continues a series of annual
reports by the U.S. International Trade Commission (Commission) on the impact of the Caribbean
Basin Economic Recovery Act (CBERA) and the Andean Trade Preference Act (ATPA) on U.S.
industries and consumers. In the interest of economy and efficiency, the Commission has combined
the two separate reports into a single document. Part | contains the CBERA report, representing the
14th in the series of CBERA reports. Part Il contains the ATPA report, 6th in the Andean series.

CBERA, enacted on August 5, 1983 (Public Law 98-67, title Il; 97 Stat. 384, 19 U.S.C. 2701 et
seq.), authorized the President to proclaim duty-free treatment for eligible articles from designated
Caribbean Basin countries and territories. Duty-free treatment became effective January 1, 1984.
Section 215 of the act requires the Commission to assess both the actual and the probable future effects
of CBERA on the U.S. economy generally, on U.S. consumers, and on U.S. industries producing like
products or products directly competitive with those products imported from beneficiary countries.
The Commission is required to submit its report to the President and the Congress by September 30 of
each year.

ATPA, enacted on December 4, 1991 (Public Law 102-182, title Il; 105 Stat. 1236, 19 U.S.C. 3201
et seq.), authorized the President to proclaim duty-free treatment for eligible articles from Bolivia,
Colombia, Ecuador, and Peru. The President proclaimed preferential duty treatment for Bolivia and
Colombia on July 2, 1992, for Ecuador on April 13, 1993, and for Peru on August 11, 1993. Section
206 of the act requires the Commission to report to the President and the Congress on the economic
impact of the act “on United States industries and consumers, and in conjunction with other agencies,
the effectiveness of this Act in promoting drug-related crop eradication and crop substitution efforts of
beneficiary countries.” The Commission is required to submit its report to the Congress by September
30 of each year until ATPA benefits expire in 2001.

The current study fulfills the Commission’s reporting requirement under both statutes for calendar
year 1998. The overall effect of CBERA- and ATPA-exclusive imports on the U.S. economy and
consumers continued to be negligible in 1998. Based on the upper range estimates and industry
analysis, the Commission did not identify any U.S. industries that would face potentially significant
negative effects from CBERA-exclusive imports. U.S. imports of the 20 leading CBERA-exclusive
items, except two sugar subheadings, produced net welfare gains for U.S. consumers in 1998. U.S.
imports from ATPA beneficiaries were estimated to have potentially significant effects on domestic
industries producing chrysanthemums, carnations, anthuriums, and orchids; asparagus; and fresh-cut
roses. U.S. imports of nearly all of the 20 leading ATPA-exclusive items produced net welfare gains
for U.S. consumers in 1998. The probable future effect of CBERA and ATPA on the United States, as
estimated by an examination of export-oriented investment in the beneficiary countries, is also
expected to be minimal in most sectors. In addition, country case studies were conducted to analyze
the effectiveness of CBERA and ATPA in promoting export-led growth and export diversification in
beneficiary countries. Whereas the case study on Costa Rica revealed that CBERA appears to have
beenimportant in stimulating economic growth through the diversification of exports, the case studies
on Colombia and Ecuador suggest that ATPA has had a relatively small effect.

ATPA continued to have a slight but positive effect on drug-crop eradication and crop substitution
in the Andean region in 1998. Eradication efforts contributed to a slight overall decline of 2 percentin



the volume of land under coca cultivation, despite a surge in Colombian production. Further,
alternative development efforts to introduce new products and expand licit-crop production in the
region are continuing to show promising results, especially in Bolivia and Peru.



The information provided in this report is for the purpose of this report only. Nothing in this
report should be construed as indicating what the Commission’s determination would be in an

investigation involving the same or similar subject matter conducted under another statutory
authority.
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Executive Summary

This report covers the impact on the United States of the Caribbean Basin Economic Recovery Act
(CBERA) and the Andean Trade Preference Act (ATPA) during calendar year 1998. Given the
similarity in the reporting requirements for each of these statutes and their identical statutory reporting
date, the Commission has combined the reports into a single document. Section 215 of the CBERA
statute requires the Commission to prepare an annual report assessing both the actual and the probable
future effects of CBERA on the U.S. economy generally, on U.S. industries, and on U.S. consumers.
Similarly, section 206 of the ATPA requires the Commission to report annually on the program and to
estimate the effect of ATPA on drug-related crop eradication and crop substitution.

Partial-equilibrium analysis was used to estimate the impact of CBERA and ATPA on the United
States. The probable future effect of CBERA and ATPA on the United States was estimated by an
examination of export-oriented investment in the beneficiary countries. This year’s report also
provides an assessment of the effectiveness of CBERA and ATPA in promoting export-led growth and
export diversification in the beneficiary countries. The assessment is based on case studies on Costa
Rica, with respect to CBERA, and on Colombia and Ecuador, in the case of ATPA. Data sources
included field interviews, direct observation, interviews with other government agencies, U.S.
Department of Commerce data, and reports from U.S. embassies.

Part I. Caribbean Basin Economic Recovery Act:
Impact of CBERA on the United States

The Caribbean Basin Economic Recovery Act entered into effect on January 1, 1984. CBERA
eliminates or, in some cases, reduces tariffs on eligible products of designated Caribbean, Central
American, and South American countries and territories. The primary goal of CBERA is to promote
export-oriented growth in the Caribbean Basin countries and to diversify their economies away from
traditional agricultural products and raw materials. CBERA applies to the same tariff categories
covered by the U.S. Generalized System of Preferences (GSP), butitis less restrictive than the GSP in
that CBERA's benefits apply to additional products and the product-qualifying rules are more liberal.

Main Commission findings

e Ofthe $3.2 billion in U.S. imports that entered under CBERA in 1998, imports amounting to $1.6
billion could not have received tariff preferences under any other program. The five leading items
benefiting exclusively from CBERA in 1998 were higher priced cigars, medical instruments,
leather footwear uppers, raw cane sugar, and jewelry articles.

e The overall effect of CBERA-exclusive imports on the U.S. economy and on consumers
continued to be negligible in 1998. In 1998, the value of duty-free U.S. imports under CBERA
was around 0.04 percent of U.S. gross domestic product (GDP). The total value of U.S. imports
from CBERA countries was 1.9 percent of total U.S. imports.

¢ Fuel-grade ethyl alcohol provided the largest gain in consumer surplus ($10.0 million to $14.4
million) resulting exclusively from CBERA tariff preferences in 1998. Frozen concentrated
orange juice provided the second-largest gain in consumer surplus ($8.3 million to $11.1 million).
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U.S. imports of the 20 leading CBERA-exclusive items, except for two sugar subheadings,
produced net welfare gains for U.S. consumers in 1998. Frozen concentrated orange juice yielded
the largest net gain, valued at $4.7 million to $5.2 million, followed by fuel-grade ethyl alcohol
and methanol.

No U.S. industries were identified as potentially experiencing displacement of more than 5
percent of the value of U.S. production, based on an upper range estimate.

The probable future effect of CBERA on the United States is expected to be minimal in most
economic sectors. However, the Commission identified recent investments in export-oriented
production of CBERA-eligible products, including cigars, footwear, luggage, jewelry, leather
goods, electronic components, medical devices, and fruits, including citrus and melons.

The effectiveness of CBERA in promoting export-led growth and economic diversification in the
beneficiary countries was analyzed by conducting a case study on Costa Rica. The study revealed
that exports from Costa Rica, the second-largest CBERA beneficiary, grew and diversified
significantly between 1980 and 1997. All public- and private-sector individuals interviewed
during fieldwork in Costa Rica agreed that CBERA played a fundamental role in the economy’s
transformation by creating opportunities for exports of nontraditional products to new markets,
for example, the United States. Local export incentive programs, such as free-trade zones, and a
friendly investment climate also were critical. However, CBERA was the spark that “changed the
attitude of the country.”

Trade-related activities

In 1998, U.S. imports under CBERA edged up from $3,208 million in 1997 to $3,225 million in
1998, even though imports actually declined from 10 of the top 15 CBERA beneficiaries. U.S.
imports from CBERA countries were depressed by (1) lower commodity prices, (2) smaller
allocations of sugar quotas, and (3) damage caused by hurricanes Georges and Mitch.

U.S. imports under CBERA declined from 19.3 percent of total U.S. imports from CBERA
countries in 1997 to 18.8 percent in 1998, marking the first year since the implementation of
CBERA of a decline in share from the previous yeatr.

The product composition of U.S. imports under CBERA remained largely unchanged between
1997 and 1998, except for a continued surge in medical instruments and a decline in sugar
products.

In 1998, the Dominican Republic, Costa Rica, Guatemala, and Honduras continued to be the
largest sources of U.S. imports from CBERA countries, both overall and under CBERA. They
have consistently accounted for more than two-thirds of U.S. imports under CBERA; in 1998,
they were responsible for nearly four-fifths of the total.

CBERA countries continued to gain importance as a market for U.S. exports in 1998. U.S. exports
to CBERA countries totaled $19.2 billion, 7.8 percent more than in 1997, and accounted for 3.0
percent of total U.S. exports in 1998, up from 2.8 percent in 1997.

The Dominican Republic, Honduras, Costa Rica, and Guatemala continued to be the principal
markets in the region, collectively responsible for 53.3 percent of all U.S. exports to CBERA
countries in 1998. Panama, El Salvador, and Jamaica accounted for 22.9 percent of the total.

Seven of the 20 leading U.S. export items to CBERA countries were textiles or apparel, mostly
semifinished products that are re-imported as assembled garments. The other leading export
items included cereals, petroleum products, motor vehicles, and data-processing machinery.



Part Il. Andean Trade Preference Act. Impact
of ATPA on the United States

The Andean Trade Preference Act, which was signed into law in December 1991, eliminates or
reduces tariffs on eligible products of four Andean mountain countries—Bolivia, Colombia, Ecuador,
and Peru. The primary goal of ATPA is to promote broad-based economic development in those
Andean countries. The ATPA also aims to develop viable economic alternatives to coca cultivation
and cocaine production by offering Andean products broader access to the U.S. market. ATPA applies
to the same categories covered by the more restrictive U.S. GSP program, but offers broader product
coverage and more liberal product-qualifying rules.

Main Commission findings

e Ofthe $1.6 billionin U.S. imports that entered under ATPA in 1998, imports valued at $0.9 billion
could not have received tariff preferences under any other program. The five leading items
benefiting exclusively from ATPA in 1998 were fresh-cut roses; copper cathodes from Peru
(which exceeded its GSP competitive-need limit); chrysanthemums, carnations, anthuriums, and
orchids from Colombia (which exceeded its GSP competitive-need limit); semimanufactured,
nonmonetary gold; and tuna and skipjack.

¢ The overall effect of ATPA-exclusive imports on the U.S. economy and on consumers continued
to be negligible in 1998. In 1998, the value of duty-free U.S. imports under ATPA was around 0.02
percentof U.S. GDP. The total value of U.S. imports from ATPA countries was 0.9 percent of total
U.S. imports.

e Fresh-cut roses provided the largest gain in consumer surplus ($13.4 million to $13.6 million).
Chrysanthemums, carnations, anthuriums, and orchids provided the second-largest gain in
consumer surplus ($9.4 million to $9.5 million) resulting exclusively from ATPA tariff
preferencesin 1998. U.S. imports of nearly all of the 20 leading ATPA-exclusive items produced
net welfare gains for U.S. consumers in 1998. Asparagus yielded the largest net gain, valued at
$374,000 to $933,000, followed by fresh-cut roses and chrysanthemums, carnations, anthuriums,
and orchids.

e The Commission’s economic and industry analyses indicated that U.S. industries that may have
experienced displacement of more than 5 percent of the value of U.S. production in 1998, based on
upper range estimates, were those producing chrysanthemums, carnations, anthuriums, and
orchids (1.2 percent to 7.6 percent displacement, valued at $0.5 million to $2.9 million);
asparagus (2.1 percent to 7.6 percent displacement, valued at $2.6 million to $9.3 million); and
fresh-cut roses (1.1 percent to 7.0 percent displacement, valued at $1.2 million to $7.2 million).

¢ The probable future effect of ATPA on the United States is expected to be minimal in most
economic sectors. However, the Commission was able to identify recent investments in
export-oriented production of ATPA-eligible products, including pigments, gold-related
products, flowers, fruits, and vegetables.

e ATPA continued to have a slight but positive effect on drug-crop eradication and crop substitution
in the Andean region during 1998. Important gains were made in drug eradication in the Andean
region, as evidenced by the continuing downward trend in illicit coca production. In 1998, the
total coca crop declined by 2 percent, to its lowest level in 10 years, despite a surge in Colombian
production. This phenomenon has been substantially assisted by the governments of Bolivia,
Colombia, and Peru, which are all actively promoting crop-control efforts through alternative
development programs.

e The effectiveness of ATPA in promoting broad-based economic growth and the development of
sustainable economic alternatives to drug-crop production in the Andean region was analyzed by
conducting case studies on Colombia and Ecuador.
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e The case study on Colombia, the largest ATPA beneficiary, revealed that Colombia’s
exports diversified only slightly between 1990 and 1997. However, APTA has
encouraged exports to the United States of several nontraditional products, including cut
flowers, pigments, articles of precious metal, and unhardened gelatin. Colombia’s
economic recession throughout 1998 limited progress.

e The case study on Ecuador revealed that Ecuador’s exports diversified only marginally
between 1990 and 1997. ATPA, however, has encouraged diversification into
nontraditional agricultural products, particularly flowers, a development that has
substantially boosted the standard of living in rural areas. Other factors, including
economic and political instability and a general lack of knowledge about how to export
and access foreign markets, have constrained progress.

Trade-related activities

In 1998, U.S. imports under ATPA increased by 21.6 percent to $1.6 billion, accounting for 19.7
percent of total U.S. imports from ATPA countries. However, total U.S. imports from ATPA
countries declined by 3.6 percent in 1998, principally because of lower prices on a broad range of
leading imports that do not enter under ATPA, including petroleum products, coffee, shrimp, and
bananas.

During the ATPA years, the relative importance of U.S. imports of fresh-cut flowers has
diminished as a share of U.S. imports under ATPA, falling from 43.3 percent of the total in 1994 to
32.9 percent in 1997 and 27.5 percent in 1998. U.S. imports of some other product
categories—such as copper and gold articles, jewelry, and canned fish—have grown faster.

The year 1998 was the first year since the implementation of ATPA that a cut-flower product was
not the leading U.S. import item under ATPA, based on customs value. Instead, copper cathodes
ranked first. During the year, U.S. imports of certain gold articles, zinc (not alloyed), and
pigments surged under the program.

Peru’s participation in ATPA continued to grow faster in 1998 than the participation of other
beneficiaries. Peru accounted for 15.7 percent of U.S. imports under the program in 1994, 34.1
percent in 1997, and 38.5 percent in 1998, and it provided 10 of the 20 leading items the United
States imported under ATPA in 1998. Peru’s share in imports under ATPA in 1998 was not far
behind that of Colombia (43.2 percent), the largest ATPA beneficiary.

U.S. exports to ATPA countries stagnated in 1998, because of falling exports to Colombia. U.S.
exports totaled $8.7 billion, slightly less than in 1997, and accounted for less than 1 percent of U.S.
exports to all countries. Colombia accounted for 53.7 percent of U.S. exports to ATPA countries
in 1998, losing some of its dominant share to the other three ATPA countries. Cereals and aircraft
were the only product categories with rising exports. Although falling prices depressed most
export values, the value of cereal exports surged by 38 percent.



Introduction

The Caribbean Basin Economic Recovery Act (CBER#gs implemented in 1984 to encourage
economic growth and development in the Caribbean Basin countries by promoting increased
production and exports of nontraditional products. The United States enacted the Andean Trade
Preference Act (ATPA)in 1991 to encourage the South American Andean countries of Bolivia,
Colombia, Ecuador, and Peru to reduce drug-crop cultivation and production by fostering production
and exports of nontraditional products. Both programs authorize the President to proclaim
preferential rates of duty on many products entering the United States from those regions.

In two separate series, the Commission has been reporting on the impact of CBERA and ATPA
preferences on the U.S. economy for 14 and 6 years, respectively. The reporting requirements for each
of these programs are virtually identical (see the following excerpts), and the same methodology has

been employed by the Commission in responding to each statutory mandate.

CBERA

ATPA

Section 215(a) of the Caribbean Basin Economic
Recovery Act (19 U.S.C. 2704(a)) calls for the
Commission to “submit to the Congress and the
President, a report regarding the economic im-
pact of this Act on United States industries and
consumers.” Section 215(b)(1) of CBERA re-
quires that this report include an assessment by
the Commission of—

“(A) the actual effect . . . of this Act on the United
States economy generally as well as on those
specific domestic industries which produce ar-
ticles that are like, or directly competitive with, ar-
ticles being imported into the United States from
beneficiary countries; and (B) the probable future
effect which this Act will have on the United
States economy generally, as well as on such do-
mestic industries. . .”

Section 206(a) of the Andean Trade Preference
Act (19 U.S.C. 3204(a)) calls for the Commission
to “submit to the Congress a report regarding the
economic impact of this Act on United States in-
dustries and consumers, and in conjunction with
other agencies, the effectiveness of this Act in
promoting drug-related crop eradication and crop
substitution efforts of beneficiary countries.”
Section (b) of ATPA requires that this report in-
clude an assessment by the Commission of—

“(A) the actual effect . . . of this Act on the United
States economy generally as well as on those
specific domestic industries which produce ar-
ticles that are like, or directly competitive with, ar-
ticles being imported into the United States from
beneficiary countries; (B) the probable future ef-
fect that this Act will have on the United States
economy generally, as well as on such domestic
industries; and (C) the estimated effect that this
Act has had on the drug-related crop eradication
and crop substitution efforts of the beneficiary
countries.”

1 CBERA was enacted August 5, 1983, as Public Law 98-67, title II; 97 Stat. 384, 19 U.S.C. 2701

et seq. and became effective January 1, 1984 (Presidential Proclamation 5133, 48 F.R. 54453). Minor
amendments to CBERA were made by Public Laws 98-573, 99-514, 99-570, and 100-418. CBERA
beneficiary countries are listed in table 1, below.

2 ATPA was passed by the Congress on November 26, 1991, and signed into law on December 4,
1991. Public Law 102-182, title II; 105 Stat. 1236, 19 U.S.C. 3201 et seq. Minor amendments to
ATPA were made by Public Law 102-583. ATPA became effective July 22, 1992, for Colombia and
Bolivia (Presidential Proclamation 6455, 57 F.R. 30069, and Presidential Proclamation 6456, 57 F.R.
30087, respectively); April 30, 1993, for Ecuador (Presidential Proclamation 6544, 58 F.R. 19547); and
August 31, 1993, for Peru (Presidential Proclamation 6585, 58 F.R. 43239).
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The current publication, covering calendar year 1998, combines the two reports; CBERA's effects
are assessed in part | and ATPA's effects, in part Il. Table 1 compares the major provisions of CBERA

and ATPA.

Table 1-1

Summary of CBERA/ATPA preferential provisions, year-end 1998
CBERA ATPA

Inception ...................... Enacted 8/5/83 - CBERA Enacted 12/4/91 - ATPA
Expanded 8/20/90 - CBEREA!

Benefits ............. .. ... L Duty-free entry and Duty-free entry and
reduced duty entry reduced duty entry
granted on a non-reciprocal, granted on a nonreciprocal,
non-MFN basis non-MFN basis.

Exclusions..................... Textiles, apparel, leather, Textiles, apparel, leather,
canned tuna, petroleum and canned tuna, petroleum and
derivatives, certain footwear, derivatives, certain footwear,
certain watches/parts certain watches/parts, plus

certain sugar products, and rum

Duration............. ... Originally: 10 years, until 9/30/95 10 years, expires 12/2001
CBEREA: indefinite

Beneficiaries ................... 24 Central American & 4 Andean countries: Bolivia,
Caribbean countries: Antigua, Aruba, Colombia, Ecuador, and Peru
The Bahamas, Barbados, Belize,

British Virgin Islands, Costa Rica,
Dominica, Dominican Republic,

El Salvador, Grenada, Guatemala,
Guyana, Haiti, Honduras, Jamaica,
Montserrat, Netherlands Antilles,
Nicaragua, Panama, St. Kitts and Nevis,
St. Lucia, St. Vincent and

the Grenadines, and

Trinidad and Tobago

Coverage (eligible items)2 ... .... approx. 6,900 approx. 6,750
Value of imports under the

program (million dollars) . ... ... $3,225 $1,645
Significance:

Share of U.S. imports from the
region as a share of total
UsS.imports ............... 1.9% 0.9%

Share of imports from beneficiaries
that receive program
preferences................ 18.8% 19.7%

1 Caribbean Basin Economic Recovery Expansion Act of 1990.
2 8-digit HTS items.
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Section 3003 of the Federal Reports Elimination and Sunset Act of pe®bdes that statutory
requirements for certain “annual, semiannual, or other regular periodic” reports by federal agencies to
the Congress “shall cease to be effective” as of December 21, 1999. The USITC's report on CBERA is
one of the listed reporfsthe USITC'’s report on ATPA is not on the list. Thus, this CBERA report may
be the final USITC report on the program under section 215 of CBERA.

Analytical Approach

The core of the CBERA and ATPA programs (hereinafter, CBERA/ATPA) is the duty-free or
reduced-duty treatment importers can claim when entering qualifying products of designated
beneficiary countries (where goods are not specifically excluded from the pro§rameach case,
the duty elimination for all eligible products occurred at once as countries were designated as
beneficiaries—there was generally no phase-in of duty preferences—»but the duty reductions for a few
goods were phased in over 5 yeairect effects of such a one-time duty elimination can be expected
to consist primarily of increased U.S. imports from beneficiary countries resulting from trade and
resource diversion to take advantage of lower duties in the U.S. market, including: (1) a diversion of
beneficiary-country production away from domestic sales and non-U.S. foreign markets; and (2) a
diversion of variable resources (such as labor and materials) away from production for domestic and
non-U.S. foreign markets. In general, these direct effects are likely to occur within a short time
(probably a year or two) after the duty elimination. It is therefore likely that these effects have been
fully realized in both programs, especially CBERA, which has beenin effect since 1984. Over alonger
period, the effects of CBERA/ATPA will flow mostly from investment in industries in beneficiary
countries that benefit from the duty elimination or reduction. Both the short-term and long-term
effects are limited by the small size of the CBERA/ATPA beneficiary-country economies, and the
long-term effects are likely to be difficult to distinguish from other market forces in play since the
programs were initiated. Investment, however, has been tracked in past CBERA/ATPA reports in
order to examine the trends in, and composition of, investment in the two regions.

The effects of CBERA/ATPA on the U.S. economy, industries, and consumers were assessed
through an analysis of (1) imports entered under each program and trends in U.S. consumption of
those imports; (2) estimates of gains to U.S. consumers, losses to the U.S. Treasury resulting from
reduced tariff revenues, and potential displacementin U.S. industries competing with the leading U.S.
imports that benefited exclusively from the CBERA/ATPA programs in 1298t (3) an examination
of trends in production and other economic factors in the industries identified as likely to be
particularly affected by such imports. General economic and trade data came from official statistics of
the U.S. Department of Commerce and from materials developed by country/regional and industry
analysts of the Commission. The report also incorporates public comments received in response to the
Commission'srederal Registenotices regarding the investigatichs.

As in previous reports in this series, the effects of CBERA/ATPA were analyzed by estimating the
differences in benefits to U.S. consumers, U.S. tariff revenues, and U.S. industry production that
would likely have occurred if the tariffs had been in place for beneficiary countries in 1998. Actual

3 Public Law 104-66, 109 Stat. 734.

4 House Document No. 103-7, found at Internet addnétgsclerkweb.house.gov

5 See chs. 1 and 5 for a discussion of the countries that are designated beneficiaries and the
products that are eligible for preferential treatment.

6 A number of previously excluded products were added for reduced-duty treatment under the
Caribbean Basin Economic Recovery Expansion Act of 1990.

7 That is, those that are not excluded or do not receive unconditional column 1-general duty-free
treatment or duty-free treatment under other preference programs such as GSP.

8 Copies of the notices are contained in appendix A.
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1998 market conditions were compared with a hypothetical case in which column 1-general
duties, formerly known as most-favored-nation (MFN) duties, were imposed for the year. The
effects of CBERA/JATPA duty reductions for 1998 were estimated by using a standard
economic approach for measuring the impact of a change in the prices of one or more goods.
Specifically, a partial-equilibrium model was used to estimate gains to consumers, losses in
tariff revenues, and industry displacem&ntPrevious analyses in this series have shown that
since CBERA/ATPA have been in effect, U.S. consumers have benefited from lower prices
and higher consumption, competing U.S. producers have had lower sales, and tariff revenues
to the U.S. Treasury have been lower.

Generally, the net welfare effect was measured by adding three components: (1) the change in
consumer surplus, (2) the change in tariff revenues to the U.S. Treasury resulting from the
CBERA/ATPA duty reduction, and (3) the change in producer su#pluBhe model used in this
analysis assumes that the supply of U.S. domestic production is perfectly elastic; thatis, U.S. domestic
prices do not fall in response to CBERA/ATPA duty reductions. Thus, decreases in U.S. producer
surplus were not captured in this analysis. The effects of CBERA/ATPA duty reductions on most U.S.
industries were expected to be small.

Ranges of potential net welfare and industry displacement estimates are reported, which reflect a
range of assumed substitutabilities between CBERA/ATPA products and competing U.S. output. The
upper range estimates reflect the assumption of high substitution elastcitiés lower range
estimates reflect the assumption of low substitution elasticities. Upper range estimates were used to
identify items that could be most affected by CBERA/ATPA.

The analysis was conducted on the 20 leading items that benefited exclusively from CBERA and
ATPA tariff preferences (tables 3-2 and 7-2, respectiv@lyjstimates of welfare and potential U.S.
industry displacement were made, and industries for which estimated upper range potential
displacement was over 5 percent of the value of U.S. production were selected for further analysis.

Probable future effects of CBERA/ATPA are discussed on the basis of a qualitative analysis of
economic trends and investment patterns in beneficiary countries and in competing U.S. industries.
Information on investment in CBERA/ATPA-related production facilities was obtained from U.S.
embassies in the regions and from interviews and other fieldwork.

9 A more detailed explanation of the approach can be found in appendix C.

10 Consumer surplus is a dollar measure of the total net gain to U.S. consumers from lower prices.
It is defined as the difference between the total value consumers receive from the consumption of a
particular good and the total amount they pay for the good.

Producer surplus is a dollar measure of the total net loss to competing U.S. producers from
increased competition with imports. It is defined as the return to entrepreneurs and owners of capital
over and above what they would have earned in their next-best opportunities. See Walter Nicholson,
Microeconomic Theory: Basic Principles and Extensi@idew York: The Dryden Press, 1989), for
further discussion of consumer and producer surplus.

The welfare effects do not include short-run adjustment costs to the economy from reallocating
resources among different industries.

11 commission industry analysts provided evaluations of the substitutability of CBERA/ATPA
products and competing U.S. products, which were translated into a range of substitution elasticities--3
to 5 for high substitutability, 2 to 4 for medium, and 1 to 3 for low. Although there is no theoretical
upper limit to elasticities of substitution, a substitution elasticity of 5 is consistent with the upper range
of estimates in the economics literature. Estimates in the literature tend to be predominantly lower.
See, for example, Clinton R. Shiells, Robert M. Stern, and Alan V. Deardorff, “Estimates of the
Elasticities of Substitution Between Imports and Home Goods for the United States,”
Weltwirtschaftliches Archjvi22 (1986), pp. 497-519.

12 Commission industry analysts provided estimates of U.S. production and exports for the 20
leading items that benefited exclusively from CBERA and ATPA, as well as evaluations of the
substitutability of CBERA/ATPA-exclusive imports and competing U.S. products.



To assess the impact of ATPA on drug-crop eradication and crop substitution, Commission
investigators evaluated the extent of drug-crop production in the Andean region country by country.
The primary sources for this information were interviews with public- and private-sector officials
during field trips to Colombia and Ecuador and information from other U.S. Government agencies,
such as the Department of State.

In addition to the statutory requirements, this year’s report also includes (1) an assessment of the
effectiveness of CBERA/ATPA in promoting export-oriented growth and nontraditional exports in the
beneficiary countries and (2) an identification of corresponding benefits to the United States—for
example, increased U.S. exports to the beneficiaries. Commission investigators analyzed the
effectiveness of CBERA/ATPA on beneficiary countries by conducting case studies on three
countries. For CBERA, Costa Rica was selected because it has consistently been the second-largest
CBERA beneficiary. For ATPA, case studies on Colombia, the largest ATPA beneficiary, and Ecuador
were prepared. The investigators examined trends in total trade and the composition of trade over the
life of CBERA/ATPA. Their analysis also incorporated information obtained in field visits to those
countries as well as information from other U.S. Government agencies on macroeconomic
developments, the investment climate, export and investment promotion programs, and investment
activity. Corresponding U.S. benefits of CBERA/ATPA were identified by trend analysis of U.S.
exports to beneficiary countries.

Organization

The current study is divided into two parts, each containing a full statutory report. Part I, on
CBERA, has four chapters; because of an additional reporting requirement for the ATPA program, part
Il has five chapters. The first four chapters of each part correspond, and the methodology used to
estimate the impact of CBERA and ATPA is the same.

Chapters 1 and 5 summarize the CBERA and ATPA programs, respectively. Chapters 2 and 6
analyze U.S. trade with CBERA/ATPA beneficiaries during 1998. Chapters 3 and 7 address the
estimated effects of CBERA/ATPA in 1998 on the U.S. economy generally, as well as on U.S.
industries and consumers. Those chapters also examine the probable future effects of CBERA/ATPA.
Chapters 4 and 8 contain country case studies that describe economic and trade developments in the
selected CBERA/ATPA beneficiaries since the implementation of each program and how they may
relate to CBERA/ATPA. Chapter 9 considers the impact of ATPA on drug-crop eradication and crop
substitution in the beneficiary countries.

Appendix A reproduces theederal Registenotices by which the Commission solicited public
comment on the programs; appendix B contains a summary of those submissions received in response
to theFederal Registenotices. Appendix C explains the economic model used to derive the findings
presented in chapters 3 and 7. Appendix D includes tables underlying some of the analysis of trade
trends in chapters 2 and 6. Finally, appendix E contains a list of frequently used abbreviations.
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Impact of CBERA on the United States






CHAPTER 1
Summary of the CBERA Program

CBERA authorizes the President to grant
unilateral preferential trade benefits to Caribbean
Basin countries and territories. The program permits
shippers from designated beneficiaries to claim
duty-free or reduced-duty treatment for eligible
products imported into the customs territory of the
United States; if importers do not claim this status, the

and the U.S. Generalized System of Preferences
(GSP) program.

Beneficiaries

Eligible imports from 24 countries received

goods are dutiable under the general rates of dutyCBERA tariff preferences during 1998.Four other

column (according to countries having normal trade
relations and formerly known as most-favored-nation
(MFN) rates). CBERA was initially given statutory

effect through September 30, 1995; the Caribbean

Basin Economic Recovery Expansion Act (CBEREA)
of 1990 repealed that termination date, made the

program permanent, and expanded CBERA benefits in

several respeck. In September 1995, the United

States requested that the World Trade Organization

(WTO) renew a prior waiver of U.S. obligations under
article | of the General Agreement on Tariffs and
Trade (GATT) (nondiscriminatory treatment) to allow
the continuation of CBERA tariff preferences; that
request was granted on November 15, 1995 WTO

countries—Anguilla, Cayman Islands, Suriname, and
Turks and Caicos Islands—are potentially eligible for
CBERA benefits but have not requested that sfatus.
The President can terminate beneficiary status or
suspéand or limit a country’s CBERA benefits at any
time!

To qualify for the program, each country must
meet several criteria. CBERA beneficiaries are
required to afford internationally recognized worker
rights under the definition used in the GSP program
and to provide effective protection of intellectual
property rights (IPR), including copyrights for film
and television material. The President may waive
either condition if he determines, and so reports to

Congress, that the designation of a particular country

waiver was sought because CBERA tariff preferenceswould be in the economic or security interest of the
were extended on a nonreciprocal basis to a limited United State§. To date, CBERA benefits have been

number of countries, rather than to all WTO members.
The following sections summarize CBERA provisions
concerning beneficiaries, trade benefits, and
qualifying rules and the relationship between CBERA

1 The Caribbean Basin Economic Recovery Expansion
Act of 1990 was signed into law on August 20, 1990, as
part of the Customs and Trade Act of 1990 (Public Law
101-382, title 1l, 104 Stat. 629, 19 U.S.C. 2101 note).

2 Among other things, the 1990 act provided duty
reductions for certain products previously excluded from
such treatment. For a comprehensive description of the
1990 act, see U. S. International Trade Commission
(USITC), Report on the Impact of the Caribbean Basin
Economic Recovery Act, Sixth Report 1998ITC
publication 2432, Sept. 1991, pp. 1-1 to 1-5.

3 Decision of the WTO General Council of Nov. 15,
1995 (WT/L/104).

4 Those countries were Antigua, Aruba, The Bahamas,
Barbados, Belize, British Virgin Islands, Costa Rica,
Dominica, Dominican Republic, El Salvador, Grenada,
Guatemala, Guyana, Haiti, Honduras, Jamaica, Montserrat,
Netherlands Antilles, Nicaragua, Panama, St. Kitts and
Nevis, St. Lucia, St. Vincent and the Grenadines, and
Trinidad and Tobago.

5 The Caribbean, Central American, and South
American countries and territories potentially eligible for
CBERA benefits are listed in 19 U.S.C. 2702(b). During
1999, both Anguilla and Suriname expressed interest in
beneficiary status under the CBERA program. USITC
staff interview with U.S. Department of State staff, July
19, 1999.

619 U.S.C. 2702(¢e).

7 Sec. 502(a)(4), Trade Act of 1974, and title V
generally (Public Law 93-618, 88 Stat. 2066 and
following), as amended.

8 19 U.S.C. 2702(b).



withdrawn from only one country on the basis of and the Dominican Republic were the only ones
worker rights or U.S. IPR violatiors. placed on the priority watch li$8

In 1997, two CBERA beneficiaries—Honduras .
and Panama—underwent active reviews by the United Trade Benefits Under
States; the Office of the United States Trade
Representative (USTR) had received petitions CBERA

requesting removal of their GSP benefits because of

alleged worker rights or IPR inadequacis. The h Unlder ClBERA’ p:ref;érgnﬂalbrates Ofddgti/ belovtv
GSP reviews of Honduras and Panama were |'€ COlUmn l-general raiescan be accorded to mos

terminated in 1998, although GSP and CBERA products of Caribbean Basin countries; the general
duty-free treatment of certain goods from Honduras @/iff rate is reduced either to free or, for a small
were removed for about 2 months in 1998 for failure 9roup of products, to a rate equal to 80 percent of the
to protect IPR. On March 30 1998, USTR ¢olumn 1-general rate except that the reduction may

Barshefsky announced a partial suspension of bothnOt exceed 2.5 percent ad valorém.In addition to
CBERA and GSP benefits to Honduras as a result ofPasic preference-eligibility rules, certain conditions
“Honduras’ continued failure to provide adequate and aPply to CBERAYduty-free entries of sugar, bEef,
effective protection of intellectual property rights.” and ethyl alcohol” Imports of sugar and beef, like
The suspensions—product specific on some $5those of some other agricultural products, remain
million in potential U.S. imports under the CBERA subject to any applicable and generally imposed U.S.
and GSP programs—went into effect April 20, 1998. quotas and food-safety requiremetts.

On June 30, the USTR terminated the suspension in . USTR, “USTR Announces Results of Special 301
view of measures the Government of Honduras hadAnnuaI Review,” press release 99-41, Apr. 30, 1999.
taken to fight piracy and to protect IPR. In October 14 For some products, the general or normal trade
1998, the Trade Policy Staff Committee (TPSC), relations rate is free.

during its annual GSP review process, terminated aSCh;Z?gf}er?'S)n?getsi rgg)stgeté!gl Teirfrp?rrg;?mdez?ripﬁograms
H ’ : : H u | | |
review of Panama's protection of IPR in light of for eligible products of designated countries under various

Panama’s improved enforcement effdts. U.S. laws, including CBERA. General note 7 covers
CBERA in detail.
In addition, in April 1998, the USTR conducted a 16 Sugar (including syrups and molasses) and beef
review of country practices pertaining to IPR (including veal) are eligible for duty-free entry only if the

: ) ; . exporting CBERA country submits a “Stable Food
protection under the so-called Special 301 provisions Production Plan” to the United States, assuring that its

of the Trade Act of 1974, as amended, and placed 32agricultural exports do not interfere with its domestic food
countries, including Costa Rica, Guatemala, supply and its use and ownership of land. 19 U.S.C.
Honduras, and Jamaica, on the watch list of countries2703(c)(1)(B).

. _ . Ethyl alcohol produced from agricultural feedstock
to be monitored for progress in implementing grown in a CBERA country is admitted free of duty;

commitments regarding IPR protection and in however, preferential treatment for alcohol produced from
providing comparable market access for U.S. non-CBERA agricultural feedstock is restricted to 60

intellectual property products. The Dominican Million gallons (227.1 million liters) or 7 percent of the
. : U.S. domestic ethanol market, whichever is greater. 19
Republic was among 15 countries placed on the U.S.C. 2703(a)(1). See also section 423 of the Tax

Special 301 Priority Watch List at the same tifén Reform Act of 1986, as amended by section 7 of the
April 1999, the USTR placed 37 countries on the Steel Trade Liberalization Program Implementation Act of
watch list, including Costa Rica and Jamaica, and 1989 (19 U.S.C. 203 nt; Public Law 99-514 as amended

. . ...~ by Public Law 101-221).
placed 16 trading partners on the Special 301 Priority y 18 These U.S. meagures include tariff-rate quotas on

Watch List. Of the CBERA beneficiaries, Guatemala imports of sugar and beef, established pursuant to sections
401 and 404 of the Uruguay Round Agreements Act

9 See USTR, “USTR Barshefsky Announces Action to (URAA). These provisions abolished former absolute
Address Honduran Failure to Protect Intellectual Property quotas on imports of agricultural products of WTO
Rights,” press release 97-94, Nov. 4, 1997; USTR, “Trade members; U.S. quotas had been created under section 22
Preferences for Honduras Suspended,” press release 98-360f the Agricultural Adjustment Act of 1933 (7 U.S.C.

March 30, 1998; and USTR, “Trade Preferences for 624) and under the Meat Import Act of 1979 (Public Law
Honduras Restored,” press release 98-65, July 1, 1998.  88-482). URAA also amended CBERA by excluding
10 62 F.R. 43408ft from tariff preferences any imports from beneficiary

11 In late June 1999, two petitions were received on  countries in quantities exceeding the new tariff-rate
the Dominican Republic, one regarding IPR and the other quotas’ global trigger levels. Imports of agricultural
regarding expropriation. USTR, telephone conversation products from beneficiary countries remain subject to

with USITC staff, July 14, 1999. sanitary and phytosanitary restrictions, such as those
12 YUSTR, “USTR Announces Results of Special 301  administered by the U.S. Animal and Plant Health
Annual Review,” press release 98-44, May 1, 1998. Inspection Service.



Although not eligible for duty-free entry, certain entry. These rules of preference allow CBERA
leather handbags, luggage, flat goods (such as walletsgountries to pool their resources to meet the
and portfolios), work gloves, and leather wearing local-value-content requirement on an aggregated
apparel from CBERA countries are eligible to enter at Pasis; also, inputs from Puerto Rico and the U.S.

reduced rates of duty, as noted abbVe.Excluded
from all CBERA preferential duty treatment by law

are most textiles and apparel, certain footwear, canne
tuna, petroleum and petroleum derivatives, and certain

watches and watch pad8. As an exception to the

Virgin Islands may count in full toward the value

threshold. As an advantage over the GSP program,
he CBERA local-value-content requirement can also
e met when the CBERA content is 20 percent of
the customs value and the remaining 15 percent is
attributable to U.S.-made (excluding Puerto Rican)

textiles exclusion, eligible CBERA countries shipping materials or componend. To encourage production

and cut in the United States may qualify for liberal
import quotag:!

Qualifying Rules

CBERA generally provides that eligible products
must either be wholly grown, produced, or

CBERA allows duty-free entry for articles produced
in Puerto Rico that are “by any means advanced in
value or improved in condition” in a CBERA
country24

CBERA and GSP

The CBERA beneficiaries (except Aruba, The

manufactured in a designated CBERA country or be Bahamas, Netherlands Antilles, and Nicaraguaye

“new or different” articles made from substantially
transformed non-CBERA inputs in order to receive
duty-free entry into the United Stat#s. The cost or

value of the local (CBERA region) materials and the
direct cost of processing in one or more CBERA

also GSP beneficiari®§. CBERA and GSP are

similar in many ways, and many products may enter
the United States free of duty under either program.
Both programs offer increased access to the U.S.
market. Like CBERA, GSP requires that eligible

countries must total at least 35 percent of the imports (1) be imported directly from beneficiaries
appraised customs value of the product at the time ofinto the customs territory of the United States, (2)

19 Applies to articles that were not designated for
GSP duty-free entry as of August 5, 1983. Under
CBERA, beginning in 1992, duties on these goods were
reduced slightly in five equal annual stages. 19 U.S.C.
2703(h).

20 19 U.S.C. 2703(b). For discussions of products
originally excluded from CBERA and subsequent
modifications to the list of excluded products, see USITC,
Impact of the Caribbean Basin Economic Recovery Act on
U.S. Industries and Consumers: The First Ten Years of
CBERA,Ninth Report 1993USITC publication 2813,

Sept. 1994, pp. 2-9, ardaribbean Basin Economic
Recovery Act: Impact on U.S. Industries and Consumers,
Tenth Report 1994USITC publication 2927, Sept. 1995,
pp. 3-4.

21 These apparel quotas are discussed in ch. 2.

22 products undergoing the following operations do
not qualify: simple combining or packaging operations,
dilution with water, or dilution with another substance that
does not materially alter the characteristics of the article.
19 U.S.C. 2703(a)(2). Articles, other than textiles and
apparel or petroleum and petroleum products, that are
assembled or processed in CBERA countries wholly from
U.S. components or materials also are eligible for

meet the substantial transformation (ST) requirement
for any foreign inputs (in the GSP program, a “double
ST” test is usedd! and (3) contain a minimum of 35

23 19 U.S.C. 2703(a)(1).

24 Any materials added to such Puerto Rican articles
must be of U.S. or CBERA-country origin. The final
product must be imported directly into the customs
territory of the United States from the CBERA country.

19 U.S.C. 2703(a)(5).

25 On January 1, 1998, two CBERA countries—Aruba
and the Netherlands Antilles—became ineligible for
preferential treatment because of a Presidential
determination in 1996 that these beneficiary developing
countries had become “high income” countries, as defined
by the official statistics of the International Bank for
Reconstruction and Development (World Bank). The
Cayman lIslands, Cyprus, Greenland, and Macau also
became ineligible. 61 F.R. 54719.

26 The U.S. GSP program was originally enacted
pursuant to title V of the Trade Act of 1974 (Public Law
93-618, 88 Stat. 2066 and following) and was renewed for
an additional 10 years pursuant to title V of the Trade and
Tariff Act of 1984 (Public Law 98-573, 98 Stat. 3018 and

duty-free entry pursuant to note 2 to subchapter I, chapter following), as amended (19 U.S.C. 2461 and following).

98, of the HTS. Articles produced through operations
such as enameling, simple assembly or finishing, and
certain repairs or alterations may qualify for CBERA
duty-free entry pursuant to changes made in 1990. For a
more detailed discussion, see USITREport on the

Impact of the Caribbean Basin Economic Recovery Act,
Seventh Report 199USITC publication 2553, Sept.

1992, p. 1-4.

Since that time, the GSP program has expired and been
renewed several times. GSP expiration and renewal issues
are discussed later in this section.

27 “Double substantial transformation” involves
transforming foreign material into a new or different
product that, in turn, becomes the constituent material
used to produce a second new or different article in the
beneficiary country.



percent local-value content. The documentary The U.S. GSP program has not been in continuous
requirements necessary to claim either CBERA or effect in recent years. It expired at midnight on July
GSP duty-free entry are identical—a Certificate of 31, 1995; the provisions of the program were renewed
Origin Form A is to be presented at the time the Qctober 1, 1996, retroactive to August 1, 1995
qualifying products enter the United States, though through May 31, 1993 The U.S. GSP program

slighply varying value-related information may be expired again on May 31, 1997, but was renewed
required under the two programs. August 5, 1997, retroactive to June 1, 1997 through

However, the programs differ in several ways that June 30, 1998! On June 30, 1998, the program
tend to make Caribbean Basin producers prefer the€Xpired again but was renewed October 21, 1998,
more liberal CBERA. First, CBERA covers more retroactive to July 1, 1998 through June 30, 1¥99.
tariff categories than GSP does: Unless specifically All imports claiming the GSP tariff preference that
excluded, all products eligible to enter the United entered during periods when GSP was not in effect
States under CBERA can receive a tariff preference, Were subject to ordinary column 1-general duties at
including some textile and apparel goods ineligible for the time of entry unless other preferential
GSP treatment, if the importer claims it. Second, U.S. treatment—such as CBERA—was claimed. Duties
imports under CBERA are not subject to GSP paid on such articles were eligible for refund after the
competitive-need and country-income restrictions. GSP became operative again. Because the lapse in
Under GSP, products that achieve a specified marketGSP was particularly long in 1995 and 1996,
penetration in the United States (the competitive-needsuppliers in the Caribbean Basin could be sure only
limit) may be excluded from GSP eligibility; products that the preferential tariff provisions of the CBERA
so restricted may continue to enter free of duty underWere in force. As a result, there was a marked shift
CBERA. Moreover, countries may lose all GSP away from using GSP to CBERA in 1995 and 1996,
privileges once their per capita income grows to although the trend was already apparent. ~Many
exceed a specified amow$t,but they retain their Caribbean Basin suppliers continued to enter goods
CBERA eligibility. Third, CBERA qualifying rules  under CBERA even after GSP was reauthorized.
for individual pro_ducts are more liberal than those of 30 On August 20, 1996, the President signed the
GSP. GSP requires that 35 percent of the value of thesma Business Job Protection Act of 1996 (Public Law
product be added in a single beneficiary or in a 104-188, 110 Stat. 1755), Subtitle J, Title I, of that law

specified association of eligible GSP countfgs, contains provisions entitled the GSP Renewal Act of 1996
; . <o (110 Stat. 1917). Also, U.S. Department of State
whereas CBERA allows regional aggregation within telegram, “GSP’ Reauthorized Through May 31, 1997,"

CBERA plus U.S. content. message reference No. 166692, Washington, DC, Aug. 12,
1996; and 61 F.R. 52078.
28 19 U.S.C. 2464(c)-(f). 31 62 F.R. 46549-46550.
29 19 U.S.C. 2463(b)(1)(B). 32 63 F.R. 67169-67170.



CHAPTER 2
U.S. Trade With the Caribbean Basin

I that island and devastated its econédmyHurricane
|ntrOdUCt|0n Georges, striking late in September, caused hundreds
This chapter covers trade with the 24 countries of deaths in the Dominican Republic and
that are currently designated as CBERA beneficiaries considerable  economic damage in both the
(hereinafter CBERA countried). Imports that entered  Dominican Republic and Haiti. ~ The even more
under CBERA preferential tariff provisions during devastating Hurricane Mitch that struck Central
1998 are examined. However, because U.S. imports"Merica in late October and early November, and
under CBERA constitute a comparatively small concomitant flood and wind damage killed some
portion of U.S. imports from the regidrand because 11000 people, inflicted widespread homelessness,
by ety anoncs ‘et focurs g 2, G o e progery e
programs, such as production sharing and GSP, . .
imports under CBERA are analyzed in the context of que;rtggé \I/Evlith Sﬁi\éaa\i%rr’ablguagﬁr allgés aggtas?rglpl)ﬁc
overall bilateral trade between the United States and

. consequences.
CBERA countries. Much of the damage—Ilong-term soil erosion,

In this chapter trade is discussed principally on a eakened infrastructure, and loss of production
2-digit Harmonized Tariff Schedule (HTS) chapter facilities and jobs—will be felt in years to come.
and an 8-digit HTS subheading basis in terms of (a) Because both hurricanes occurred relatively late in
two-way trade, (b) overall U.S. imports from the 1998 and may have affected trade mostly in the 4th
beneficiaries, (c) the portion of U.S. imports that enter quarter, overall U.S. imports for the year continued to
under CBERA preferences, and (d) U.S. exports to jncrease even from most of the affected countries.
those countries. Although a comprehensive discussiony.s. imports under CBERA provisions edged up from
of the 24 beneficiaries was not feasible, the roles of $3 208 million in 1997 to $3,225 million in 1998.
individual beneficiary countries as sources of and Notably, however, 1998 was the first year since the
destinations for this trade are also covered. When soprogram’s implementation that imports under CBERA
indicated, developments during 1998 are discussed inpreferences did not account for an increasing portion
the context of longer term trends. For an in-depth of total imports from CBERA countries: They
analysis of trade trends over the life of CBERA, see constituted 19.3 percent of the total in 1997 and 18.8
last year's repor. percent in 1998. Smaller sugar shipments, declines

The year 1998 was atypical for CBERA countries, in the prices of some leading items, and hurricane
because of three factors that adversely affected theirdamage affecting some products were the most likely
economies: (1) a decline in the prices of their export causes.
commodities, including those of petroleum products,
coffee, pineapples, and methanol; (2) a major TWO'Way Trade
reduction of U.S. sugar quotas allocated to CBERA During the period 1980-86, the United States had

beneficiaries; and (3) natural disastérs. The 4 cojective trade deficit with the countries receiving
intermittent eruptions of the volcano Soufriere in

Montserrat through mid-1998 severely depopulated 5 From July 1995 through mid-1998, repeated
eruptions of the volcano Soufriere devastated the economy

1 For a list of these countries, see ch. 1. of Montserrat. The southern two-thirds of the island was
2|n 1998, imports under CBERA accounted for 18.8  evacuated, including the capital city, Plymouth.
percent of overall U.S. imports from CBERA countries. Population fell from 10,400 in 1995 to around 4,000 by
3 USITC, Caribbean Basin Economic Recovery Act: October 1998, with some still living in emergency shelters
Impact on U.S. Industries and Consumérkirteenth in the safe northern part of the island. The volcano is
Report, 1997USITC publication 3132, Sept. 1998. presently inactive, and some economic revival is expected.
4 Because of the decline of several relevant 6 Percentages include a small amount of reduced-duty
commodity prices, and the effect of natural disasters items under CBERA and erroneous entries under CBERA
occurring during the year, this chapter frequently cites that should have been free of duty under column

year-to-year changes in terms of volume as well as value. 1-general duty rates.



CBERA preferences. In 1987, however, the decline (PSPY of the HTS accounted for 45.1 percent of
of petroleum-related U.S. imports from CBERA total U.S. imports from CBERA countries, and U.S.
countries shifted the balance in favor of the United content in shared production returned accounted for
States, which has maintained a trade surplus with the28.8 percent. The Dominican Republic and
region since then. In 1998, the U.S. surplus with Honduras are the leading CBERA sources of imports
CBERA countries was $2.1 billion, up from $1.2 under PSP. Apparel is the principal sector in which
billion in 1997 (table 2-1 and figure 2-1). production sharing takes place, followed by medical
instruments.

U.S. exports to CBERA countries grew faster in
1998 than U.S. exports to the world; the share of the 7 Production sharing “...allows rationalization of

CBERA-country market in total U.S. exports rose Production by performing a production process or series
of processes at different global locations based on inherent

from 2.8 percent in 1997 to a record 3.0 percent in efficiencies or reduced costs of the various production
1998. Meanwhile, the 1.9 percent collective share of inputs” (Source: U.S. International Trade Commission,
CBERA countries in 1997 U.S. imports from the l\P/IrOthPtI'O'? Slf:‘ar”.‘g L/ise ObelJ-S(-) CO“}P"“‘*“S&”&
: . aterials in Foreign Assembly Operations, -97,
world remained the same in 1998. USITC publication 3146, Dec. 1998, p. 1-1. See pp. 1-1
. . . . and 1-2 for a description of these provisions).
Production-sharing operations, a program intended ~ 8 See also U.S. International Trade Commission,
to raise U.S. competitiveness in response to intensifiedProduction Sharing: Use of U.S. Components and
global competition, play a major role in boosting U.S. Materials in Foreign Assembly Operations, 1994-97,

. . o . . USITC publication 3146, Dec. 1998, p. 1-15 and p. 1-17.
trade with Caribbean countries in both directions. In The next report in this series, which includes 1998 data, is

1998, imports under production-sharing provisions expected to be published by the end of 1999.

Table 2-1
U.S. trade with CBERA countries, 1980-98
Share of U.S. Share of U.S.
exports to imports from U.S. trade
Year U.S. exports 1 the world U.S. imports 2 the world balance
Million dollars Percent Million dollars Percent Million dollars
1980 ........... 5,930.2 2.7 10,193.9 4.2 -4,263.8
1981 ........... 6,293.3 2.7 9,711.5 3.7 -3,418.1
1982 ........... 6,131.9 29 7,029.0 3.3 -897.1
1983 ........... 5,666.7 2.8 8,930.2 3.5 -3,263.6
1984 ........... 6,111.3 2.8 8,781.7 2.7 -2,670.4
1985........... 5,827.7 2.7 6,774.2 2.0 -946.6
1986 ........... 6,114.3 2.8 6,128.7 1.7 -14.5
1987 ........... 6,731.2 2.8 6,099.1 15 632.1
1988 ........... 7,427.8 2.4 6,062.2 1.4 1,365.7
1989 ........... 8,786.6 2.5 6,895.8 15 1,890.8
1990 ........... 9,307.1 2.5 7,525.2 15 1,781.9
1991 ........... 9,885.5 2.5 8,229.4 1.7 1,656.2
1992 ........... 10,901.7 2.6 9,425.6 1.8 1,476.1
1993 ........... 11,941.9 2.7 10,094.0 1.8 1,847.9
1994 ........... 12,822.0 2.7 11,200.3 1.7 1,621.7
1995........... 14,870.3 2.7 12,550.1 1.7 2,320.2
1996 ........... 15,374.7 2.6 14,544.8 1.8 829.9
1997 ........... 17,807.9 2.8 16,572.4 1.9 1,235.4
1998 ........... 19,200.1 3.0 17,124.3 1.9 2,075.8

1 Domestic exports, f.a.s. basis.
2 Imports for consumption, customs value.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Figure 2-1
U.S. trade with CBERA countries, 1984, 1988, 1992, 1996, 1997, and 1998

Million dollars

20,000
15,000 —
10,000
5,000
0 B
-5,000 1984 1988 1992 1996 1997 1998
ltems 1984 1988 1992 1996 1997 1998
U.S. exports 6,111.3 7.427.8 10,901.7 15,3747 17,807.9 19,200.1
N\ U.S. imports 8,781.7 6,062.2 9,425.6 14,544.8 16,572.4 17,124.3
U.S. trade balance | -2,670.4 1,365.7 1,476.1 829.9 1,235.4 2.075.8

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

TOtal ImportS CBERA countries during 1984-98, especially the
replacement of mineral fuel by apparel as the

Total U.S. imports from CBERA countries dominant category. Table 2-3 shows the 20 leading
(including both the portion affected and unaffected by jtems in this trade during 1997 and 1998 on an 8-digit
CBERA preferences) amounted to $17.1 billion in HTS subheading basis, ranked by their 1998 import
1998, 3.3 percent more than in 1997. CBERA yglye. Distillate and residual fuel oils and the
countries combined constituted the 13th-largest U.S. h\ymerous apparel items on the list of leading items

supplier during the year—ahead of Thailand but gre dutiable under column 1-general duty rates,

behind Singapore. formerly known as MFN duties. Some other items,
. although dutiable under general duties, are eligible for
Product Composition and CBERA tariff preferences, including  medical,

: surgical, or dental instruments and appliances
Leadmg ltems (medical instruments); and cigars, cheroots, and

Table 2-2 and figure 2-2 show the changes in cigarillos, each valued at 23¢ or more (higher priced
major product categories of total U.S. imports from



Table 2-2
Leading U.S. imports for consumption from CBERA countries, by major product categories, 1984, 1988, 1992, 1994, 1997, and 1998

HTS
Chapter  Description 1984 1988 1992 1994 1997 1998

Value (1,000 dollars)

62 Articles of apparel and clothing accessories, not knitted or crocheted . . 365,798 1,020,191 2,105,963 2,892,429 4,057,189 4,188,142
61 Articles of apparel and clothing accessories, knitted or crocheted .. ... 99,213 388,642 1,090,669 1,559,858 3,534,664 4,087,322
27 Mineral fuels, mineral oils and products of their distillations;
bituminous substances; mineralwaxes ..................c....... 4,242,235 1,075,310 1,474,451 1,241,830 1,358,066 988,446
08 Edible fruit and nuts; peel of citrus fruitormelons ................... 423,869 544,052 654,267 698,613 887,130 837,643
85 Electrical machinery and equipment and parts thereof; sound recorders
and reproducers, television recorders and reproducers, parts and
ACCESSOMES . v v vttt et ettt e e 462,050 244,647 312,774 406,238 711,715 771,378
09 Coffee, tea, mate and SPICES .. ... .. oiiii i 600,635 390,412 384,725 429,243 794,130 759,141
03 Fish and crustaceans, molluscs and other aquatic invertebrates ...... 235,131 279,182 319,978 422,515 565,105 563,572
90 Optical, photographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .. 11,288 47,869 142,271 215,118 377,864 411,152
24 Tobacco and manufactured tobacco ............................. 112,301 62,762 87,118 90,146 439,075 408,816
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts
thereof . ... 20,319 16,202 19,606 25,897 18,288 371,470
Totalof above ... ... . 6,572,839 4,069,269 6,591,821 7,981,887 12,743,225 13,387,082
AllOther ..o 2,208,877 1,992,906 2,833,796 3,218,393 3,829,178 3,737,199
Total all commodities . ... 8,781,716 6,062,175 9,425,616 11,200,280 16,572,402 17,124,281
Percent of total
62 Articles of apparel and clothing accessories, not knitted or crocheted . . 4.17 16.83 22.34 25.82 24.48 24.46
61 Articles of apparel and clothing accessories, knitted or crocheted .. ... 1.13 6.41 11.57 13.93 21.33 23.87
27 Mineral fuels, mineral oils and products of their distillations; bituminous
substances; mineral Waxes ............c.iiiiiii i 48.31 17.74 15.64 11.09 8.19 5.77
08 Edible fruit and nuts; peel of citrus fruitormelons ................... 4.83 8.97 6.94 6.24 5.35 4.89
85 Electrical machinery and equipment and parts thereof; sound recorders
and reproducers, television recorders and reproducers, parts and
ACCESSONBS . . ottt ettt ettt e e e e 5.26 4.04 3.32 3.63 4.29 4.50
09 Coffee, tea, mate and SPICeS .. . ... .. ii it 6.84 6.44 4.08 3.83 4.79 4.43
03 Fish and crustaceans, molluscs and other aquatic invertebrates .. .... 2.68 4.61 3.39 3.77 3.41 3.29
90 Optical, photographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .. 13 .79 1.51 1.92 2.28 2.40
24 Tobacco and manufactured tobacco ............................. 1.28 1.04 .92 .80 2.65 2.39
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts
thereof ... .23 27 21 .23 A1 2.17
Totalof above ... ... . 74.85 67.13 69.94 73.42 76.89 78.18
AllOther ... 25.15 32.87 30.06 26.58 23.11 21.82
Total all commodities ............coi it 100.00 100.00 100.00 100.00 100.00 100.00

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



Figure 2-2
Composition of U.S. imports for consumption from CBERA countries, by major product categories, 1984 and 1998

1984 1998

Apparel, knitted 1%

Coffee, tea 4%

Electrical machinery 5% Electrical machinery 5%

Edible fruits and nuts 5%

Mineral fuels 6%

All other 28%

Apparel, knitted 24%

Coffee, tea 9%

Apparel, not knitted 4%

Apparel, not knitted 25%

Edible fruits and nuts 5%

All other 32%

Mineral fuels 48%

$8,781.7 million = 100% $17,124.3 million = 100%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 2-3
Leading U.S. imports for consumption from CBERA countries, 1997-98

HTS Number Description 1997 1998 Change
Value (1,000 dollars) Percent
6109.10.00 T-shirts, singlets, tank tops and similar garments, knitted or crocheted, of cotton ........... 840,116 1,101,146 31.1
6203.42.40 Men'’s or boys’ trousers, breeches and shorts, not knitted of cotton ...................... 985,581 991,589 0.6
0901.11.00 Coffee, not roasted, not decaffeinated . .............. .. i 760,172 717,453 -5.6
0803.00.20 Bananas, fresh or dried . ....... .. i 641,139 599,821 -6.4
6204.62.40 Women'’s or girls’ trousers, breeches and shorts, not knitted or crocheted, of cotton,
1S 434,150 536,714 23.6
6110.20.20 Sweaters, pullovers and similar articles, knitted or crocheted, of cotton, nesoi .............. 456,889 514,424 12.6
2710.00.05 Distillate and residual fuel oils (including blends) derived from bituminous minerals,
testing under 25 degrees A Pl ... 524,906 442,166 -15.8
6205.20.20 Men's or boys’ shirts, not knitted or crocheted, of cotton, nesoi ........................... 405,162 435,714 7.5
9801.00.10 U.S. goods returned without having been advanced in value or improved in condition
while abroad . .. ... 367,456 434,192 18.2
6105.10.00 Men’s or boys’ shirts, knitted or crocheted, of cotton . ............ ... .. ... ... ... ... 313,488 384,719 22.7
9018.90.80 Medical, surgical, or dental instruments and appliances .............. ... ... ... oo, 343,111 374,180 9.1
6212.10.90 Brassieres, not of lace, or Silk . ... 338,975 354,909 4.7
8473.30.10 Printed circuit assemblies for machines of heading 8471 ........... ... ... ... .. .. 723 347,291 47,956.6
2402.10.80 Cigars, cheroots and cigarillos containing tobacco, each valued 23 centsorover ........... 341,727 318,820 -6.7
0306.13.00 Shrimps and prawns, cooked in shell or uncooked, dried, salted or in brine, frozen ......... 282,857 289,766 2.4
6108.21.00 Women'’s or girls’ briefs and panties, knitted or crocheted, of cotton ...................... 282,749 271,094 -4.1
6107.11.00 Men’s or boys’ underpants and briefs, knitted or crocheted, of cotton ..................... 231,708 268,404 15.8
1701.11.10 Raw sugar not containing flavoring or coloring .......... ... i 343,135 246,726 -28.1
6203.43.40 Men'’s or boys’ trousers, breeches and shorts, not knitted, synthetic fibers ................. 214,587 230,147 7.3
2814.10.00 ANhydrous amMmMONIA . . . ..o e e e e s 229,742 223,901 -2.5
Total of IteMS SNOWN .. .o 8,338,375 9,083,178 8.9
Total all commMOdiItiES ... ..ot 16,572,402 17,124,281 3.3

Note.—Because of rounding, figures may not add to totals shown. The abbreviation nesoi stands for “not elsewhere specified or otherwise included.”
Source: Compiled from official statistics of the U.S. Department of Commerce.



cigars)? The remaining top items are free of duty
under column 1-general duty rates, including
bananas, coffee, and shrimp and prawns.

In 1984, U.S. imports of petroleum products (HTS
chapter 27) accounted for 48.3 percent of overall U.S.
imports from CBERA countries. By 1988, the share
of petroleum products had shrunk to 17.7 percent,
and by 1997, to 8.2 percent.
petroleum prices in 1998 further diminished the share
of petroleum products to only 5.8 percent of the total.

In contrast to petroleum products, goods of HTS
chapters 62 (apparel not knitted) and 61 (knitted
apparel) constituted only 5.3 percent of all U.S.
imports from CBERA countries in 1984, but that

doubled from Hondurd$ and Nicaragud® The
value of coffee imports from CBERA countries was
down by 5.6 percent, however, because of declining
prices. Average unit values dropped from $3.54 per
kilogram to $3.18 per kilogram between 1997 and
1998.

In 1998, coffee imports from Guatemala dropped
by 19.4 percent in volume (27.2 percent in value),

The steep decline ofpresumably because of the country’s exposure to the

hurricane!®  Even so, Guatemala remained the
number one coffee supplier among CBERA countries,
still providing twice the quantity and value imported

from Costa Rica, the second-largest coffee supplier.

Bananas were the fourth leading item in both
1997 and 1998. Imports from CBERA countries
combined dropped by 1.5 percent in volume in 1998,

share grew to 23.2 percent by 1988, 45.8 percent byprimarily reflecting a decline in imports from

1997, and 48.3 percent by 1998. Those rapidly
growing apparel imports from the region also reflect
the increasing use of production sharing by U.S. and
Caribbean companies.

The two top items from CBERA countries in 1998

Honduras, whose volume was one-third lower than in
1997. Honduras reportedly lost nearly half of its crop
as a result of Hurricane Mitdd. Yet, import volume
surged by 41.5 percent from Guatemala, the
second-largest supplier among CBERA countries, and
almost tripled from Nicaragua, the fourth major

(T-shirts and men’s or boys’ cotton trousers; table 2-3) supplier, even though both countries were major
were also the top items in 1997, but in reverse order: hurricane victims. Imports were up by 14.4 percent in
Imports of T-shirts continued their surge during 1998 volume from Costa Rica, the principal supplier among
(by 31.1 percent), whereas imports of trousers CBERA countries to the United States, and the
remained about the same as in 1997. Many otherWorld’s second-largest banana exporter after
leading import items listed in table 2-3 are also Ecuador®  The value of banana imports from

apparel articled! Coffee was the third leading item CBERA countries dropped by 6.4 percent in 1998 as

in both 1997 and 1998. Caribbean Basin coffee PM1C€S softened.

originates principally in Central American countries, Fresh bananas are a major traditional agricultural
for which coffee continues to be a major source of export item from the Caribbean Basin, with
export revenue. It has been estimated that Centrallongstanding U.S. investment in production and
America’s exports of coffee will drop by 10 percent in distribution companies In Central America. In 1996,
the 1998/99 harvest as a result of Hurricane Mitch. Honduras and Guatemala were among the countries
During 1998, coffee imports from CBERA countries that requested a WTO dispute-settlement panel to
were up in Volume by 5.2 perce’lﬁ)t_ Despite examine the EUI’Opean Union,s regime fOI’ the
Hurricane Mitch, imported quantities were up from all importation, sale, and distribution of bananas, which
Central American sources but Guatemala, and almost 1,4 Honduras reportedly suffered only limited coffee
damage from Hurricane Mitch.

15 According to the estimates of the Government of
Nicaragua, most coffee plants survived the storm. U.S.
Department of State telegram, “Economic Effects of
Hurricane Mitch on Nicaragua,” message reference No.
03348, prepared by U.S. Embassy, Managua, Nov. 27,

1998,
16 The immediate losses reportedly stem from berries

9 Those leading items that enter duty-free under
CBERA will be discussed under “Imports under CBERA”
later in this chapter.

10 The combination of HTS chapter 61 and 62 is used
here to make import trends of apparel comparable with
the import trends of other industries based on HTS 2-digit
classification, which is generally used in this chapter. For
more accurate trends, see the “Textiles and Apparel” knocked from trees prematurely. Damaged roads may
section below. ) ] ) ) have caused additional losses. (U.S. Department of State

11 Apparel imports are discussed in more detail below. telegram, “Hurricane Mitch Hits the Labor Sector,”

12“Trade and Immigration Top Agendalatin message reference No. 04792, prepared by U.S. Embassy,
America Monitor, Central Americakeb. 1999, p. 1. Guatemala City, Dec. 01, 1998.)

13 pata involving quantities (volumes and unit values 17 “Farming after the Hurricane,The Economist,
of trade) mentioned henceforth are official U.S. Census Feb. 20, 1999, p. 35.
data. The tables show data only by value, not by 18n terms of quantity, Costa Rica was the world’s
quantity. largest exporter in 1998.
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they believed to be contrary to their interé$ts. grew by 9 percent in 1998 to $13.1 billion. That
These countries claimed that, by imposing import growth enabled the sector to remain the largest
quotas and distribution restrictions, the European source of bilateral trade, with 36 percent of the total.
Union (EU) favors bananas from domestic producers U.S. sector trade with CBERA countries primarily
and former European colonies in Africa, the involves apparel production sharing, in which U.S.
Caribbean, and the Pacific over cheaper, so-calledfirms ship garment parts to the region for sewing
dollar bananas from Latin Ameriéd. Following the  and re-import the assembled apparel articles.
WTO’s 1997 finding of EU discriminatory practices, Although most textile and apparel articles are
the EU adopted a modified banana regime in Juneineligible for duty-free entry under CBERZ,
1998.  However, the United States and other imports of apparel and other made-up textile articles
complainants, including Guatemala, Honduras, and assembled from U.S. components are eligible for
Panama&! raised concerns about the proposed reduced duties under HTS heading 9802.08%80n
modification’s consistency with WTO commitments. addition, garments assembled in participating
By the end of 1998, the EU failed to implement the CBERA countries from fabrics wholly formed and
WTO rulings in a manner acceptable to the cut in the United States enter under preferential
complainants, and the banana issue escalated into uotas known as guaranteed access levels (GALs).
major trade disputé?

Distillate and residual fuels testing under 25 U.S. sector exports to CBERA countries, which
degrees API were the seventh leading import item consist mostly of the garment parts for assembly, grew
from CBERA countries in 1998. Even though the by 5 percent, to $4.6 billion in 1998, or one-fourth of
volume of imports of this item increased by 17.1 total U.S. exports to the region. U.S. sector imports
percent during the year, the value of this imported from CBERA countries, which consist almost entirely
item dropped by 15.8 percent because of falling of apparel, rose by 9 percent, to $8.5 billion, and
petroleum prices. The average dollar value of a barrel yccounted for one-half of total U.S. imports from the
imported from CBERA countries combined dropped region. The 1998 gain in sector imports was much

by 28.1 percent from its recorded level in 1997. lower than the 26 percent increase in 1997 and the 17

Principal suppliers in 1998 were Aruba and Trinidad : )
and Tobago. The Netherlands Antilles, whose exports percent average annual growth during 1994-96. Trade
sources attributed the 1998 slowdown to several

of this item to the United States dropped in value by]c includi . d ition f
some 57 percent in 1998, ranked third. Among actors, including increased competition from East

CBERA countries, only Trinidad and Tobago has ASian countries whose currencies had depreciated

economically recoverable reserves of crude petroleum,significantly during 1997-9% and rising labor, utility,

as well as petroleum refineries and small blending and interest costs in certain CBERA countfiés.

operations. Aruba has only a small blending facility.

Imported petroleum products from the Netherlands ~ The 1998 slowdown in CBERA textiles and

Antilles are, in fact, transshipments. apparel shipments also reflected the use of North

American Free-Trade Agreement (NAFTA) tariff

. preferences for Mexico, which competes with CBERA

Textiles and Apparel countries for apparel assembly work from U.S.

Two-way trade between the United States and 23 Textiles and apparel subject to textile agreements

CBERA countries in the textile and apparel sector (i.e., articles covered by the former Multifiber
Arrangement as in effect on August 6, 1983) are excluded

19 The others were the United States, Mexico, and by law from duty-free treatment under CBERA; they
Ecuador. include articles qf cotton, wool, and _manmade fibers.
20 Belize, Jamaica, St. Lucia, St. Vincent and the 24HTS heading 9802.00.80 provides a duty

Grenadines, Dominica, and Grenada are those CBERA ~ exemption for U.S. components that are returned to the
countries that benefit from the banana regime of the EU. United States as parts of goods assembled abroad. The

For more detail, see USIT@aribbean Basin Economic U.S. components can be made of either U.S. or foreign
Recovery Act: Impact on U.S. Industries and Consymers fabric as long as the fabric is cut to shape in the United
Thirteenth Report, 1997JSITC publication 3132, Sept. States and exported ready for assembly.

1998, pp. 16-18. 25 For further information on the GAL program, see

21 panama, a CBERA beneficiary, was not among the USITC, Caribbean Basin Economic Recovery Act: Impact
original complainants in the WTO dispute because it was on U.S. Industries and Consumefirteenth Report,

not a WTO member at that time. 1997,USITC publication 3132, Sept. 1998, p. 13.
220n April 6, 1999, WTO arbitrators concurred with 26 American Textile Manufacturers Institute,

the U.S. position and assessed the damages suffered by Washington, DC, “International TradeTextile HiLights

U.S. interests at $191.4 million. Subsequently, the Dec. 1998, pp. i-v.

adversely affected Caribbean countries began coordinating 27U.S. apparel industry representative, telephone

their damage-control strategies. conversation with USITC staff, Mar. 12, 1999.
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apparel firms. Under NAFTA, U.S. imports of the Dominican Republic (often in collaboration with

apparel from Mexico that are assembled from fabrics the domestic textile and apparel trade associations)
wholly formed and cut in the United States enter have recently taken measures to attract additional
free of duty and quota under HTS heading foreign investment in the apparel and textile sector.
9802.00.90 (most apparel imports from Mexico in Initiatives designed to enhance the competitiveness
1998 entered under this tariff provisici¥). By of the sector include expanding free-trade zone
contrast, similar CBERA garments enter under the (FTZ) programs, offering tax incentives, instituting

GALs but are still subject to duty on the value labor-training programs, and streamlining customs
added offshord® The competitive balance between Procedures!

CBERA countries and Mexico was also affected by CBERA countries continue to express their

the 50 percent devaluation of the Mexican peso from support for equal access with Mexico to the U.S.
December 1994 to January 1995, which effectively market. Legislation introduced in the 1#05U.S.

reduced dollar prices of Mexican goods in the U.S. congress (H.R. 2644), the United States-Caribbean
market. Since the currencies of the major CBERA T,54e Partnership Act, would have provided

apparel suppliers generally have appreciated SinceNAFTA-Iike treatment for Py
. . . qualifying apparel and all
1994, industry sources in some CBERA countries .. . goods excluded from duty-free entry under

reportedly believe that the Mexican peso
devaluations  have  exacerbated their  price CB.ERA." quever, on November 4, 1997, the
legislation failed to pass the U.S. House of

disadvantage with Mexican apparel expdfs. _ .
Nevertheless, U.S. apparel imports from CBERA Representatives by a vote of 234 to 182. No action
countries rose by 83 percent during 1994-98, to $8.3Was tak_en on NAFTA-parity legislation introduced in
billion; apparel imports entering under HTS heading the United States Senate (S. 2400, the Trade and
9802.00.80 rose faster, by 92 percent, to $7 billion.  Tariff Act of 1998) before adjournment of the 105
Congress in October 1998.
The highly competitive retail market in the United

States has motivated many U.S. apparel firms to begin
or expand assembly operations in CBERA countries Footwear and Footwear Parts

countries and Mexico offer competitively priced labor (thonged sandals), disposable footwear, and most
to perform labor-intensive sewing operations, and footwear parts, are not eligible for duty-free treatment
their proximity to the United States provides U.S. under CBERA. However, they do benefit from
firms with greater management and quality control reduced duties under HTS heading 9802.08330.
over production, lower shipping costs, and shorter Footwear articles also benefit from section 222 of the
lead times than Asian operations. The proximity of

CBERA countries and Mexico also enables U.S. firms _ ! “The Government of the Dominican Republic: Total
Support for the Textile and Apparel Industripparel

to use the “quick response” programs they developed nqystry Internacionalfound at Internet address:

with their retail customers. http://www.aiimag.com/aiieng/ archives/1098/oster8.html
retrie%/ed Mar. 24, 1999.

- : Continued interest in granting the CBERA countries
. Recognizing .the Importgnce of the appa'rel NAFTA parity and concern about providing economic
industry as a major source of jobs and export earningsassistance following the devastation wrought by several
in their countries, some CBERA governments, such ashurricanes in late 1998 prompted the introduction of new
NAFTA-parity legislation at the beginning of the 106
Congress. On February 3, 1999, Senator Bob Graham
introduced S. 371 - The Central American and Caribbean
Relief Act. On March 4, 1999, the Clinton

28 On January 1, 1999, U.S. tariffs were phased out
for apparel of cotton and manmade fibers from Mexico

that meet the NAFTA rules of origin, further exacerbating  Aqministration proposed the United States-Caribbean

the cost disadvantage of apparel imports from CBERA Basin Trade Enhancement Act. On the same day, H.R.

cougtgrles. . . 984-The United States-Caribbean Basin Trade Partnership
For every $10 in customs value, a typical CBERA  Act was also introduced. On June 10, 1999, the House

garment entered under HTS heading 9802.00.80 contains committee on Ways and Means approved H.R. 984, as

$6.40 in duty-free U.S. parts and $3.60 in dutiable, amended. The Senate approved its bill on June 22, 1999.

foreign value added. Applying the 1998 trade-weighted  No further action had been taken on either of these bills
average duty on apparel of 15.8 percent to the foreign as of August 16, 1999.

value added yields an average duty of $0.57, or an ad 33 Heading 9802.00.80 of the HTS provides a partial
valorem equivalent of 5.7 percent. duty exemption for products assembled abroad from

30 Mercedes Cortazar, “Honduras Continues to Lead  U.S.-fabricated components in production-sharing
Central America,”Apparel Industry Internacionalfound operations. In general, duty is assessed only on the value
at Internet addresittp://www.aiimag.com/aiieng/archives/ added abroad (essentially the cost of stitching the
1198/nstor2.htmlretrieved Mar. 24, 1999. footwear parts together).
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1990 Caribbean Basin Economic  Recovery percent of the quantity but only 41 percent of the
Expansion Act (CBEREA), which permitted for the value of total footwear imports from CBERA
first time the duty-free entry of completed footwear countries in 1998. Imports of rubber footwear in
assembled in CBERA countries entirely from U.S. 1998 declined by 21 percent in quantity, to 11.6
component§4 The CBEREA also liberalized the million pairs, and by 17 percent in value, to $35
rules of origin regarding Puerto Rican inputs used in million. As duties on rubber footwear are high, U.S.
CBERA exports for preferential duty treatmént. firms producing rubber footwear have enhanced their
economic benefits by increasing production-sharing
U.S. imports of footwear (except footwear parts) operations with CBERA countries and importing
from CBERA countries are small, accounting for rubber footwear mostly duty-free under note Zb).
about 1 percent of all U.S. footwear imports, both in ) . .
quantity and in value, in 1998. The CBERA CBERA countries and Mexico are small suppliers
shipments in 1998 declined by 18 percent in quantity, ©f finished footwear, but they compete with each
to 14.7 million pairs, and by 12 percent in value, to Other for assembly work from U.S. firms. U.S.
$82 million. U.S. imports of footwear from the world IMmports of footwear from CBERA countries have
in 1998 showed little change from the 1997 level of 9rown at a much slower rate than those from Mexico

$13.4 billion. Although imports from China, the most Since NAFTAS implementation in 1994.  Imports
dominant U.S. supplier, rose by 7.6 percent in from Mexico, about 77 percent of which consist of

quantity, to 1.1 billion pairs, and by 9 percent in nonrubber fothear, averf':\ged an annual growth rate
value, to $7.7 billion, during the period, those from all Of 34 percent in value during 1994-97, but dropped by
other suppliers together declined by 11 percent in © Percent in 1998 to $261 million. Imports from

value and 10 percent in volume. As a result, the sharecBERA countries averaged an annual growth rate of
of U.S. imports supplied by China in 1998 rose by 3 15 percent during 1994-97, but declined by 14

percentage points in quantity to 73 percent and by 4Percent, to $84 million, in 1998. The decline in
percentage points in value to 58 percent. imports from Mexico and CBERA countries in 1998

reflected the stagnant U.S. market and keen price

U.S. production-sharing activity in footwear with competition from traditional suppliers, especially
CBERA countries has accelerated since the enactmenfchina. Although 74 percent of footwear imports from
of section 222 of the CBEREA. Section 222 is CBERA countries entered under production-sharing
reflected in the HTS as note 2(b) to subchapter I of Provisions in 1998, mostly free of duty under note
chapter 98, and was effective as of October 1, 1990.2(b), only 21 percent of the imports from Mexico
Imports of footwear from CBERA countries under €ntered under production-sharing provisions. Most
note 2(b), which requires that the footwear articles be honrubber imports ~ from  Mexico consist  of
assembled entire'y from U.S.-made ComponentS’ “non-9802" impOI‘tS, on which Mexico has Signiﬁcant
increased significantly, from $381,000 in 1991 to $64 duty advantages over CBERA countries. Mexico still
million in 1997, and then dropped by 5 percent to $61 has to pay duties on value added offshore on rubber
million in 1998. Section 222 imports accounted for footwear.
92 percent of the quantity (13.5 million pairs) and 74
percent of the value ($61 million) of total U.S.
footwear imports from CBERA countries in 1998.
The Dominican Republic supplied $58 million, or 94
percent, of the imports in 1998.

U.S. imports of footwear uppers and parts from
CBERA countries have generally benefited from the
duty-free provisions of the CBERA. In 1998, U.S.
imports of footwear uppers and parts from CBERA
countries increased by 1 percent, to $241 million,

Footwear imports from CBERA countries consist Whereas those from all others declined by 12 percent,
primarily of rubber footwear, which represented 78 t0 $289 million. Consequently, the Caribbean share

34 Section 222 was codified in note 2(b) to subch. Il 36 Nonetheless, in its written submission before the
of ch. 98 of the HTS. Commission, the Rubber and Plastic Footwear

35The CBEREA stipulates that articles produced in Manufacturers Association stated that the U.S. rubber
Puerto Rico that are “by any means advanced in value or footwear industry is a highly import-sensitive industry; in
improved in condition by a beneficiary CBERA country” 1998, imports of fabric-upper and slippers took 93 percent
are eligible for duty-free entry into the United States. of the domestic market and imports of waterproof
The law also requires that any materials added to such  footwear took 48 percent. According to the Association,
Puerto Rican articles must be of U.S. or CBERA-country the enactment of the CBEREA has adversely affected the

origin, and the final product must be imported directly industry, because imports of rubber footwear, including
into the customs territory of the United States from the slippers from the Caribbean countries, increased from
CBERA country. 200,000 pairs in 1990 to nearly 12 million pairs in 1998.
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of total U.S. imports of footwear uppers and parts Duty_Free |mp0rtS

rose by 3 percentage points to 45 percent.

Approximately 88 percent, or $211 million, of those Duty-free imports entered in 1998 under one of
imports from CBERA countries in 1998 entered free the following provisions: (1) unconditionally free
of duty under CBERA, with the Dominican Republic ynder column 1-general duty rates (22.6 percent); (2)
supplying $187 million, or 89 percent. Over 90 cqngitionally free under GSP (1.1 percent); (3)
percent of the total value of footwear uppers and conditionally free under "production sharing,” that is,

parts from CBERA countries consisted of stitched i L
shoe uppers of leather that entered under HTSHTS chapter 98 (26.4 percent); (4) conditionally free

subheading 6406.10.65; the Dominican Republic Under CBERA (18.1 percent); or (5) under other

provided nearly 90 percent of those imports. This Provisions (0.3 percent).

item represented the fourth-largest item imported The share of U.S. imports that entered free of duty

under CBERA in 1998/ grew between 1984 and 1988 from 47.2 percent of
total U.S. imports to 67.4 percent from CBERA
countries (table 2-6). Since then, duty-free imports
have continued to account for about two-thirds of total

|mp0rtS by COUﬂtfy U.S. imports from CBERA countries; they constituted

: 68.6 percent of the total in 1998. Sharply growin
Overall U.S. imports from each CBERA country amou?]ts of U.S. content of shared pgrc?ductio?\

in selected years since 1984 are presented in table 2-4; . .
The Dominican Republic, Costa Rica, Honduras, and feentering U.S. customs territory (6.8 percent of the

Guat | ined the top f Us i .~ total in 1984 and 27.0 percent in 1997), as well as
uatemaia remaine € fop four U.S. Suppliers in increasing U.S. imports under CBERA (6.7 percent of

1998, accounting for nearly 70 percent of U.S. yo to1a in 1984 and 19.0 percent in 1997), were
imports from the region. The data do not readily ,incipally responsible for the growth of duty-free

show that hurricanes Georges and Mitch affected 1998jmnorts. " This trend ended in 1998, because both the
trade; the impact will probably emerge in years t0 reentering U.S. portion of shared production and
come. Overall 1998 imports from the affected jmports under CBERA dipped slightly below their

countries dropped only from Belize. Declines in the 1997 levels to 26.4 percent and 18.1 percent of total
value of imports were more apparent from those imports, respectively. Imports that were free of duty
countries that ship petroleum-based products: under column 1-general duty rates were alone
Trinidad and Tobago, Aruba, and the Netherlands responsible for the small increase in their portion of

Antilles, reflecting lower oil prices during 1998. all duty-free imports in 1998.
o Imports under CBERA
DUtlablllty The year 1998 was the first year since the

Since 1986, about one-third of annual U.S. beginning of the program in which the value of

imports from CBERA countries have been dutiable. imports_ from CBERA cou_ntnes that enter d”‘Y free
. S N .~ ., under CBERA declined slightly, from $3,152 million
Tariff revenues, as indicated by "calculated duties,” . A .
. . in 1997 to $3,097 million in 1998. However, if the
and the average rate of duty applied to imports from small amount of reduced-duty imports and erroneous
CBERA countries have risen sharply with the growth y 1mp

of apparel imports, most of which have been dutiable gntnes under CBERA are also taken into account,

. . . . imports under CBERA edged up minimally, from
at relatively high rate®® Tariff revenues in 1998 S e
were $715.6 million, nine and a half times their 1984 $3,208 miliion in 1997 to $3’2_25 million in 1968.
amount; during that period, the average rate of duty ~ The steady growth of imports under CBERA

climbed from 1.6 percent to 13.3 percent (table 2-5). before 1998 had taken place principally at the expense
of imports under GS# CBERA has been favored

37 See table 2-8.

38 As stated earlier, in 1998, apparel products had an 39 Numbers cited hereinafter as imports under
average nominal duty rate of 15.8 percent ad val., and the CBERA, although predominantly free of duty, may
effective rate was 5.7 percent after the duty-free U.S. include a minimal amount of imports that are dutiable
content of apparel entering under HTS heading 9802.00.80 under CBERA at reduced rates.
had been subtracted. The average duty rate shown in 40 For a discussion of trends of imports entering
table 2-5 (13.3 percent) reflects the presence of Caribbean under GSP, see USITCaribbean Basin Economic
apparel that does not qualify under HTS subheading Recovery Act: Impact on U.S. Industries and Consumers
9802.00.80, such as apparel made from Asian fabric or  Thirteenth Report, 199JSITC publication 3132, Sept.
uncut U.S. fabric. 1998, p. 22.
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Table 2-4

U.S. imports for consumption, by source, 1984, 1988, 1992, 1994, 1997, and 1998

Source 1984 1988 1992 1994 1997 1998
Value (1,000 dollars)

Dominican Republic ........... 994,427 1,425,371 2,366,509 3,076,519 4,308,370 4,444,617
CostaRica ................... 468,633 777,797 1,402,042 1,645,382 2,321,561 2,741,991
Honduras .................... 393,769 439,504 780,638 1,091,688 2,320,301 2,543,882
Guatemala ................... 446,267 436,979 1,072,697 1,283,596 1,984,236 2,071,441
ElSalvador ................... 381,391 282,584 383,245 607,541 1,344,801 1,436,028
Trinidad and Tobago ........... 1,360,106 701,738 839,788 1,085,781 1,105,157 974,118
Jamaica .............. ... ... 396,949 440,934 593,361 739,552 720,589 735,613
Nicaragua .................... 58,064 1,121 68,609 167,397 439,156 452,702
Arubal ... ... - 647 189,657 318,941 461,168 402,410
Netherlands Antilles ........... 2,024,367 408,100 569,689 412,652 549,177 299,931
Panama...................... 311,627 256,046 218,232 252,465 353,915 299,552
Haiti ......................... 377,413 382,466 107,170 58,764 188,097 271,669
TheBahamas ................. 1,154,282 268,328 580,700 192,890 153,390 143,905
Guyana ...........c.o0iiiiain.. 74,417 50,432 87,064 94,555 104,240 117,854
Belize........................ 42,843 52,049 58,510 49,392 78,948 66,402
Barbados..................... 252,598 51,413 30,528 34,250 42,017 35,098
St. Kittsand Nevis ............. 23,135 20,822 22,857 21,716 29,856 31,868
St.Lucia .............. ... 7,397 26,044 28,065 26,497 20,589 22,381
Grenada ..................... 766 7,349 7,476 7,247 6,479 12,076
British Virgin Islands ........... 1,335 684 3,235 14,604 16,940 7,481
Dominica ..................... 86 8,530 4,506 6,957 9,049 6,391
St. Vincent & the Grenadines ... 2,958 13,950 4,530 5,430 4,342 4773
Antigua Barbuda .............. 7,898 6,893 5,414 5,435 5,015 1,933
Montserrat . ................... 989 2,393 1,095 1,032 5,010 164

Total ...............iu.t 8,781,716 6,062,175 9,425,616 11,200,280 16,572,402 17,124,281

See footnote at end of table.



Table 2-4— Continued
U.S. imports for consumption, by source, 1984, 1988, 1992, 1994, 1997, and 1998

Source 1984 1988 1992 1994 1997 1998
Percent of total

Dominican Republic ........... 11.32 23.51 25.11 27.47 26.00 25.96
CostaRica ................... 5.34 12.83 14.87 14.69 14.01 16.01
Honduras .................... 4.48 7.25 8.28 9.75 14.00 14.86
Guatemala ................... 5.08 7.21 11.38 11.46 11.97 12.10
ElSalvador ................... 4.34 4.66 4.07 5.42 8.11 8.39
Trinidad and Tobago ........... 15.49 11.58 8.91 9.69 6.67 5.69
Jamaica ...........ciiiiin... 4.52 7.27 6.30 6.60 4.35 4.30
Nicaragua .................... .66 .02 73 1.49 2.65 2.64
Arubal ... ... - .01 2.01 2.85 2.78 2.35
Netherlands Antilles ........... 23.05 6.73 6.04 3.68 3.31 1.75
Panama...................... 3.55 4.22 2.32 2.25 2.14 1.75
Haiti ......................... 4.30 6.31 1.14 .52 1.14 1.59
TheBahamas ................. 13.14 4.43 6.16 1.72 .93 .84
Guyana ...........c.o0eiiiain.. .85 .83 .92 .84 .63 .69
Belize........................ .49 .86 .62 44 .48 .39
Barbados..................... 2.88 .85 .32 .31 .25 .21
St. Kittsand Nevis ............. .26 .34 .24 .19 .18 .19
StLucia .........oo i .08 43 .30 .24 12 13
Grenada ..................... .01 12 .08 .06 .04 .07
British Virgin Islands ........... .02 .01 .03 13 .10 .04
Dominica ..................... - .14 .05 .06 .05 .04
St. Vincent & the Grenadines ... .03 .23 .05 .05 .03 .03
Antigua Barbuda .............. .09 A1 .06 .05 .03 .01
Montserrat . ................... .01 .04 .01 .01 .03 .00

Total .............ooin.L. 100.00 100.00 100.00 100.00 100.00 100.00

1 Aruba was designated a beneficiary country effective January 1, 1986.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 2-5
U.S. imports for consumption from CBERA countries: Dutiable value, calculated duties, and
average duty, 1984, 1988, 1992, 1994, 1997, and 1998

Item 1984 1988 1992 1994 1997 1998

Dutiable value
(1,000 do//ars)l ...... 4,567,416 1,975,850 3,269,148 3,730,777 5,320,617 5,384,147

Dutiable as a share of
total imports

(percent) ......... 52.8 32.6 34.7 33.3 32.1 31.4
Calculated duties

(1,000 dollars)t . ... .. 75,293 157,605 322,434 429,491 651,226 715,572
Average duty

(percent)? ........... 1.6 8.0 9.9 115 12.2 13.3

1 Dutiable value and calculated duty exclude the U.S. content entering under HTS subheading 9802.00.80 and sub-
heading 9802.00.60 and misreported imports. Data based on product eligibility corresponding to each year.
2 Average duty = (calculated duty/dutiable value) * 100.

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

over GSP partly because its rules-of-origin criteria Tobacco and manufactured tobacco (HTS chapter
for U.S. duty exemptions as well as its paperwork 24) was the second leading import category in 1998.
requirements are less stringent than those under GSRyirtually all chapter 24 imports from CBERA
Also, CBERA has no statutory deadline, whereas the countries were entered under CBERA provisions. The
GSP program has  intermittently — expired  with oha000 group accounted for 12.9 percent of all
uncertain prospects for renewal, as noted in imports under CBERA in 1984, dropped to 4.3
chapter 1. percent of the total in 1994, and climbed thereafter
faster than imports of any other product group, to
. account for 11.5 percent of the total in 1997, and 10.9
Product Composmon and percent in 1998. The marked increase in tobacco
Leading ltems products in 1995-97 was caused principally by a rise
in demand for premium hand-rolled cigars (higher
The product composition of U.S. imports under priced cigars; HTS subheading 2402.10.80) in the
CBERA in 1998 remained largely unchanged from the United Statedl
composition in 1997, except for a surge in the share
of medical instruments and a continued decline in the
share of sugar. Electrical machinery (HTS chapter
85) was the leading import category containing tariff
items eligible for CBERA treatment in both 1997 and
1998 (table 2-7 and figure 2-3); it is also a major
import category with respect to overall imports from
CBERA countries. The category as a whole
accounted for 17.0 percent of all imports under the
program in 1984, 15.0 percent in 1997, and 15.1
percent in 1998. Electrical machinery imports
entering under CBERA included five leading
CBERA-eligible items in 1998 (table 2-8). Imports of
electrical telephonic switching apparatus (HTS
subheading 8517.90.24), originating in Costa Rica,
surged by 121.9 percent during the year, and imports
of switches not elsewhere classified (HTS subheading 41y s cigars are machine-made and therefore not
8536.50.90 ) increased by 92.7 percent. directly substitutable for imported hand-made cigars.

In 1998, the import value of tobacco products
dropped by 5.4 percent from its record value in 1997
(table 2-7). The decline was caused by smaller
volumes of higher priced cigars shipped, as well as
lower prices. Yet higher priced cigars remained the
number one product entering under CBERA (table
2-8); it was also the leading item benefiting
exclusively from the program (table 3-2). In 1998, 93
percent of all U.S. imports of this item originated in
CBERA countries; the Dominican Republic alone was
responsible for 56 percent. Imported quantities
dropped most steeply from countries damaged by
Hurricane Mitch; they declined by 26.1 percent from
Honduras, the second-largest U.S. supplier worldwide,
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Table 2-6
U.S. imports for consumption from CBERA countries, by duty treatment, 1984, 1988, 1992, 1994, 1997, and 1998

ltem 1984 1988 1992 1994 1997 1998
Value (1,000 dollars)
Total imports ............... 8,649,2351 6,061,0542 9,425,616 11,200,280 16,572,402 17,124,281
Dutiable value3 . .................. 4,567,416 1,975,850 3,269,148 3,730,777 5,320,617 5,384,147
Production sharing® ............ ® 427,144 863,225 1,347,019 2,437,620 2,670,309
CBERA reduced duty® .......... 0 0 29,418 31,938 55,471 63,930
Otherdutiable ................. 4,567,416 1,548,706 2,376,505 2,351,820 2,827,526 2,649,908
Duty-freevalue8 .................. 4,081,819 4,085,204 6,156,467 7,469,503 11,251,785 11,740,134
Col. 1-general® ................ 2,170,537 1,927,912 2,097,079 2,514,726 3,237,554 3,864,752
Production sharing® ........... 587,560 906,518 1,777,260 2,391,420 4,478,633 4,525,187
CBERA .. . ... ... ..., 575,994 790,941 1,498,556 2,018,220 3,152,371 3,096,758
GSP12 . 592,249 353,079 340,666 375,686 228,885 195,407
Otherduty freel3 .. ............. 155,479 106,754 442 904 169,451 154,341 58,031
Percent of total
Total imports ................ 100.0 100.0 100.0 100.0 100.0 100.0
Dutiable value3 ................... 52.8 32.6 34.7 33.3 321 31.4
Production sharing® ............ ®) 7.0 9.2 12.0 14.7 15.6
CBERA reduced duty® ......... 0 0 0.3 0.3 0.3 0.4
Otherdutiable ................. 52.8 25.6 25.2 21.0 17.1 15.5
Duty-freevalue8 .................. 47.2 67.4 65.3 66.7 67.9 68.6
Col. 1-general® ................ 25.1 31.8 22.2 22.4 19.5 22.6
Production sharing® ........... 6.8 15.0 18.9 21.3 27.0 26.4
CBERA . ... ... .. ............ 6.7 13.0 15.9 18.0 19.0 18.1
GSP12 . 6.8 5.8 3.6 3.4 1.4 1.1

Other duty freel3 . ... ... ... ... 1.8 1.8 4.7 1.5 0.9 0.3




Table 2-6— Continued
U.S. imports for consumption from CBERA countries, by duty treatment, 1984, 1988, 1992 , 1994, 1997, and 1998

1 Nicaragua and Guyana, currently covered by CBERA, were not beneficiaries and therefore were excluded from the data for 1984.

2 Nicaragua, currently covered by CBERA, was not eligible and therefore excluded from the data for 1988.

3 Dutiable value excludes the U.S. content entering under HTS heading 9802.00.80 and subheading 9802.00.60, and misreported imports.

4 Value of Caribbean Basin-origin value added, under HTS heading 9802.00.80 and subheading 9802.00.60, excluding items entered under CBERA or GSP
provisions.

5 Not available, included in “Other dutiable.”

6 value of imports of handbags, luggage, flat goods, work gloves, and leather apparel subject to 20-percent duty reductions under the CBERA between 1992
and 1996.

7 Presidential Proclamation 6428 of May 1, 1992, first implemented reduced duties for certain products of beneficiary countries under CBERA.

8 Calculated as total imports less dutiable value.

9 Value of imports which have a col. 1-general duty rate of free.

10 value of nondutiable exported and returned U.S.-origin products or components, under HTS heading 9802.00.80 and subheading 9802.00.60, excluding
items entered under CBERA or GSP provisions.

11 Reduced by the value of unconditionally duty-free imports and ineligible items that were misreported as entering under the CBERA program and the value of
reduced-duty items (handbags, luggage, flat goods, work gloves, and leather wearing apparel) reported separately above as dutiable.

12 Reduced by the value of unconditionally duty-free imports and ineligible items that were misreported as entering under the GSP program.

13 Calculated as a remainder, and represents imports entering free of duty under column 1-special.

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



Table 2-7
Leading U.S. imports for consumption under CBERA, by major product categories, 1984, 1988, 1992, 1994, 1997, and 1998

HTS
Chapter  Description 1984 1988 1992 1994 1997 1998

Value (1,000 dollars)

85 Electrical machinery and equipment and parts thereof; sound
recorders and reproducers, television recorders and
reproducers, parts and accessories ...................... 98,042 112,708 173,879 218,336 480,009 485,597
24 Tobacco and manufactured tobacco substitutes ............. 74,488 43,823 84,490 88,248 370,212 350,200
17 Sugar and sugar confectionary ............ ... oo 209,456 120,920 213,325 133,229 382,954 285,487
90 Optical, photographic, cinematographic, measuring, checking,
precision, medical or surgical instruments and apparatus;
parts and accessories thereof ........................... 467 20,277 53,491 110,403 112,015 234,947
64 Footwear, gaiters and the like; parts of such articles .......... 400 13,282 134,526 222,727 209,677 211,311
08 Edible fruit and nuts; peel of citrus fruitormelons ............ 15,183 74,935 113,539 130,887 217,002 208,371
71 Natural or cultured pearls, precious or semiprecious stones,
precious metals; precious metal clad metals, articles thereof;
imitation jewelry; oINS . ....... .. i 2,978 32,136 75,632 170,785 182,449 185,904
07 Edible vegetables and certain roots and tubers .............. 17,749 37,081 81,266 96,063 118,364 137,902
29 Organicchemicals .......... ... ... i 37 39,453 94,699 95,893 109,889 91,871
20 Preparations of vegetables, fruit, nuts, or other parts of
plants ... 13,853 30,373 55,186 47,806 87,743 90,429
Totalofabove ...... ... . . 432,653 524,988 1,080,032 1,314,377 2,270,314 2,282,019
Allother ... 145,051 322,254 448,657 735,781 937,529 942,544

Total all commodities ..............cc ... 577,704 847,242 1,528,690 2,050,158 3,207,842 3,224,564




Table 2-7— Continued
Leading U.S. imports for consumption under CBERA, by major product categories, 1984, 1988, 1992, 1994, 1997, and 1998

HTS

Chapter  Description 1984 1988 1992 1994 1997 1998
Percent of total
85 Electrical machinery and equipment and parts thereof; sound
recorders and reproducers, television recorders and
reproducers, parts and accessories ...................... 16.97 13.30 11.37 10.65 14.96 15.06
24 Tobacco and manufactured tobacco substitutes ............. 12.89 5.17 5.53 4.30 11.54 10.86
17 Sugar and sugar confectionary ............ ... i 36.26 14.27 13.95 6.50 11.94 8.85
90 Optical, photographic, cinematographic, measuring, checking,
precision, medical or surgical instruments and apparatus;
parts and accessoriesthereof ........... ... ... ... ... .08 2.39 3.50 5.39 3.49 7.29
64 Footwear, gaiters and the like; parts of such articles .......... .07 1.57 8.80 10.86 6.54 6.55
08 Edible fruit and nuts; peel of citrus fruitormelons ............ 2.63 8.84 7.43 6.38 6.76 6.46
71 Natural or cultured pearls, precious or semiprecious stones,
precious metals; precious metal clad metals, articles thereof;
imitation jewelry; oINS . ....... ... i .52 3.79 4.95 8.33 5.69 5.77
07 Edible vegetables and certain roots and tubers .............. 3.07 4.38 5.32 4.69 3.69 4.28
29 Organicchemicals .......... ... ... i .01 4.66 6.19 4.68 3.43 2.85
20 Preparations of vegetables, fruit, nuts, or other parts
of plants . . ... 2.40 3.58 3.61 2.33 2.74 2.80
Totalof above ....... ... . 74.89 61.96 70.65 64.11 70.77 70.77
Allother . ... 25.11 38.04 29.35 35.89 29.23 29.23
Total all commodities ........... ... i 100.00 100.00 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals given. Data based on current definition of CBERA-eligible countries.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Figure 2-3
Composition of U.S. imports for consumption under CBERA, by major product categories, 1984 and 1998

1984 1998

Electrical machinery 17%

Medical instruments 7%

Footwear 7%

All other 31%

Edible fruits and nuts 7%

Sugar 9%

Edible fruits and nuts 3% ]
Tobacco and cigars 11%

Sugar 36% Electrical machinery 15%

Tobacco and cigars 13% All other 45%

$577.7 million = 100% $3,224.6 million = 100%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 2-8
Leading U.S. imports for consumption under CBERA, 1997-98

HTS Change Leading CBERA
Number Description 1997 1998 1997-98 source
Value (1,000 dollars) Percent
2402.10.80 Cigars, cheroots and cigarillos, each valued 23 centsorover ...................... 330,704 307,542 -7.0 Dominican Republic
9018.90.80 Medical, surgical, or dental instruments and appliances ........................... 98,891 222,250 124.7 Dominican Republic
1701.11.10 Raw sugar not containing added flavoring orcoloring . .......... ... ... ... ....... 280,714 213,234 -24.0 Dominican Republic
6406.10.65 Footwear uppers, other than formed, of leather ........ ... ... ... .. ... ... ... ...... 200,376 196,061 -2.2 Dominican Republic
7113.19.50 Articles of jewelry and parts thereof, of precious metal except silver, except
necklaces and Clasps ... .cc it 139,028 170,422 22.6 Dominican Republic
8517.90.24 Parts of electrical telephonic switching or terminal apparatus, incorporating
printed circuit assemblies . ... ... . 48,759 108,175 121.9 Costa Rica
0804.30.40 Pineapples, fresh or dried, not reduced in size, in crates or other packages ......... 72,621 68,510 -5.7 Costa Rica
7213.91.30 Bars and rods, hot-rolled, not tempered or treated, of iron or nonalloy steel .......... 62,478 59,430 -4.9 Trinidad and Tobago
2905.11.20 Methanol (Methyl alcohol), nesi . ... 90,596 57,779 -6.2 Trinidad and Tobago
8536.20.00 Automatic circuit breakers, for a voltage not exceeding 1,000 volts ................. 44,358 57,202 29.0 Dominican Republic
0807.19.20 Cantaloupes, fresh, not entered Aug. 1-Sept. 15 . ... ... 65,044 55,710 -14.3 Honduras
0302.69.40 Fresh or chilled fish, including sable, ocean perch, snapper, grouper, and
MONKIISh .. 52,807 52,489 -6 Panama
1701.11.20 Other sugar to be used for the production (other than distillation) of polyhydric
alchohols . ... e e 72,476 47,981 -33.8 Guatemala
2009.11.00 Frozen concentrated Orange JUICE .. ... ...t tet e 38,925 39,742 2.1 Costa Rica
8516.31.00 Electrothermic hair dryers . ........... i e e 39,346 39,296 -.1 Costa Rica
8538.90.80 Terminals, electrical splices and couplings .............. i, 42,304 36,597 -13.5 Dominican Republic
2207.10.60 Undenatured ethyl alcohol for nonbeverage purposes ...............coiviiainn.. 28,058 33,659 20.0 Jamaica
4016.93.50 Nonautomotive gaskets, washers and seals of vulcanized rubber .................. 28,928 31,145 7.7 Costa Rica
8536.50.90 Switches nesoi, for switching or making connections to or in electrical circuits, for a
voltage not exceeding 1,000 VOItS . . ... ...t 15,750 30,355 92.7 Dominican Republic
0807.19.70 Other melons, if not entered Jun. 1-NOV. 30 . ... ...ttt e 27,105 30,189 11.4 Costa Rica
Total Of ADOVE . ..o 1,779,268 1,857,770 4.4
Al OTNEr . 1,428,575 1,366,794 -4.3
Total all commOditiES . ... ot 3,207,842 3,224,564 5

Note.—Because of rounding, figures may not add to totals given. The abbreviation nesi stands for “not elsewhere specified or included.”

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



and by 588 percent from Nicaragua, the 2-8), even though imports of both dropped
fourth-largest U.S. supplier. Falling shipments from significantly from their 1997 values (by 24.0 percent
those two countries were somewhat offset by a 16.8and 33. 8 percent). The principal factor was that
percent rise of higher priced cigars from Jamaica, TRQ allocations for virtually all CBERA countries
the third-largest U.S. supplier among all countries.  were significantly lower for FY 1999 (October 1,
1998 through September 30 1999), which includes
. .~ the last quarter of the calendar y&ar. The
manufacture - of C|garette§, o entgrg the United Dominican Republic shipped 39.2 percent less cane
States under CBERA. This product originates mostly oot in yolume to the United States in 1998 than in
in Guatemala, which is the second-largest U.S. 1997  Hurricane Mitch limited supply in Belize,

In addition to cigars, leaf tobacco, used in the

supplier of this item from all countries, after BraZll. Nicaragua, Honduras, and El Salvador as well.
In 1998, U.S. imports from Guatemala were up by
13.0 percent in volume but only 6.6 percent in value. Instruments (chapter 90) have been the fastest

Sugar and sugar confectionary (HTS chapter 17) growing sector, Oth_ef thaf‘ apparel, under t_he program.
was the second-largest chapter of imports underImports were 'negllglb'le in 1984, accountlng'for 3.5
CBERA provisions in 1997 and the third-largest percent of all imports in valug under CBERA |n'199'7
chapter in 19983 U.S. imports from CBERA and 7.3 percent of the total in 1998. Imports in this

countries have fluctuated from year to year in category rose by 109.7 percent during t_he year under
response to U.S. global quotas and country CBERA (table 2-7), whereas overall imports from

allocationst4 Quota restrictions and ongoing CBERA countries of goods in chapter 90 increased by

diversification in the production and export profile of Only 8.8 percent (table 2-2).  Imports surged
CBERA countries tended to reduce the significance of disproportionally under CBERA because in 1998, the
sugar and sugar confectionary as a share of bothDominican Republic shifted entries away from
overall U.S. imports from CBERA countries and U.S. Production-sharing provisions to CBERA.

imports under CBERA provisions (see also table 2-2 . o

and figure 2-2). In 1984, sugar accounted for more  Imports under chapter 90 consist principally of
than one-third of U.S. imports under CBERA; this medical and surgical instruments (HTS subheading
share plummeted to 6.5 percent in 1994 but climbed 9018.90.80), which in 1998 were the 2d leading item
to 11.9 percent in 1997. Significantly smaller tariff entering under CBERA (table 2-8) and the 1lth
rate quotas (TRQs) and smaller allocations for leading item from CBERA countries overall (table
virtually all CBERA countries in FY 199 as well 2-3). Furthermore, medical and surgical instruments
as hurricane damage in some CBERA countries, were second on the list of items that benefited
reduced this share to 8.9 percent in 1998 (table 2-7exclusively under CBERA provisions (table 3-2).
and figure 2-3). Examples include blood and plasma transfusion
products, blood collection sets, sterile feeding tubes,
and certain dental supplié%. Although most of those
items enter under CBERA, many also enter under
production-sharing provisions and GSP. Among all
U.S. suppliers, the Dominican Republic was number
one, followed by Mexico, and Costa Rica was fifth.

Several CBERA countries supply raw sugar and
sugar products under the program. Most CBERA
sugar originates in the Dominican Republic, which is
not only the number one supplier among CBERA
countries but also the largest U.S. supplier worldwide,
followed by Brazil and the Philippines. In 1998,
Guatemala and Panama were the sixth- and  46py 1999 allocations were lower than FY 1998
seventh-largest U.S. suppliers worldwide, respectively. allocations not only for CBERA countries but for most

) ) countries of the world.
Two raw cane sugar items continued to be among 47.0n the other hand, Costa Rica, whose exports of

the 20 leading imports under CBERA in 1998 (table medical instruments to the United States were up 27.5
percent overall in 1998, lowered the portion entered under
42 eaf tobacco from Guatemala is imported under a ~ CBERA by 52.5 percent.  Such shifts from one program
tariff rate quota (TRQ) system. Guatemala is the only to another are difficult to explain. They may be prompted

CBERA country that has an allocation. by considerations of the product's eligibility under each

43 Of all 1998 sugar imports from CBERA countries, ~ Program (differences in the product capability to meet
84.3 percent entered under CBERA, the remainder mostly CBERA rules) and the opportunity the product provides to
under GSP. increase savings in duties and user fees. In some cases,

44 The United States had an absolute quota system in companies lack awareness of the advantages a program
place during the first CBERA years until 1990, when it would confer on them and avail themselves of it belatedly.
was replaced by a TRQ system. 48 Telephone interviews by USITC staff, June 16,

45 From Oct. 1, 1997 through Sept. 30, 1998. 1997.
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U.S. imports of leather footwear uppers dropped Rica was the third-largest U.S. supplier of frozen
by 2.2 percent in 1998; they were the fourth leading orange juice among all countries (after Brazil and
item under CBERA in 1998 (table 2-8). Footwear Mexico), followed by Belize and Honduras.
upper imports, mostly from the Dominican Republic, ] o ]
peaked in 19942 The decline thereafter is attributed The list of the 20 leading items imported from
to the enhanced competitiveness of Mexican footwear CBERA countries was almost identical in 1998 and

following the devaluation of the Mexican peso in 1997 except for two new items. A 20 percent
199450 increase in the value of ethyl alcohol (ethanol)

) _ imports under CBERA (28.8 percent in volume)

The volume of U.S. pineapple imports from proyght that item back on the list of the 20 leading
CBERA countries increased by 26.9 percent from jnhors in 1998 for the first time since 1996. Imports

1997 to 1998. CBERA countries are the principal fom CBERA countries of ethanol, all under CBERA,
U.S. source of pineapples—especially Costa Rica, 5ocounted for 27.5 percent of U.S. imports from all
Wh'Ch’ in value, Squ“?d 88.0 percent of all U;S' countries during the year. Since 1993, Jamaica has
imports from the world in 1998. Honduras supplied p.. the second leading ethanol supplier among all
10.7 percent of the total. The so-called gold countries after Saudi Arabia, and Costa Rica has

[C):meta ppFIze_, a p(szular yeII_ow }{arlety, IS pk;?dufcedﬂ:n generally been the third largest. Both Jamaica and
osta Rica and was primarfy responsibe 1or ine oqqiq Rica, especially the latter, increased their

increase in the VOI[.Jme sold during the y'@ar..The ethanol entries under CBERA in 1998. However,
5.7 percent drop in the value of U.S. pineapple . :
; imports from El Salvador, the sixth-largest U.S.
imports from 1997 to 1998 apparently resulted from .

. . . provider of ethanol, dropped by 40.9 percent, perhaps
lower prices, at least for the green variety. Hurricane

Mitch had little impact on pineapple production, even because .Of sugar-crop dama.ge or transportation
in Hondura$2 problems in the wake of the hurricane.

Methyl alcohol (methanol) imports under CBERA In 1998, melons, which were up by 11.4 percent
were up by 28.0 percent in quantity in 1998. in value and 16.6 percent in volume, appeared for the
Nonetheless, they plummeted by 36.2 percent in valuefirst time on the list of leading imports under CBERA.
when average unit values of imports fell to one-half Virtually all imports were entered under the program.
their 1997 amount during the year. Virtually all After Mexico, four CBERA countries—Costa Rica,
methanol from CBERA countries originates in Panama, Guatemala, and Honduras—were the
Trinidad and Tobago, and virtually all enters under principal U.S. suppliers of melons, collectively
CBERA. accounting for close to one-half of total U.S. melon
imports. Imports grew from each country, especially

The value of U.S. imports of frozen orange juice
P ge ] from Panama and Guatemala.

under CBERA edged up by 2.1 percent in 1998.

Imports from Costa Rica increased by 30.9 percent, The two items that disappeared in 1998 from the

but imports from Belize plummeted by 58.6 percent, 1097 list of 20 leading imports were beef and

presumably in large part because of the crop damage. . .
by Hurricane Mitch and drought during early 1998. disposable hospital apparel. Beef (HTS subheading

According to representatives of the Costa Rican 0202.3d0.5l(')) |mfports under C?Elzggé:ogtgnued the|rf
industry, exports to the United States increased in steep_ ecline of recent years. In L perce_nto
1998 largely because trees had matured and sojlY-S- imports from all countries of this subheading

treatments had improved, increasing yiéls.Costa ~ came from CBERA countries; this share dropped to
2.2 percent by 1998. The decline was caused by

49 At the time CBERA was implemented, footwear abundant domestic beef supply in the United States

Caribbean Basin Economic Recovery Expansion Act of

1990 authorized duty-free entry of finished footwear 1998, imports dropped  sharply from each

provided it was assembled in a CBERA country entirely ~ supplier—Nicaragua, Costa Rica, and Honduras-by

from U.S.-made components, . 47.6 percent in value and about the same in volume
50 public- and private-sector representatives, USITC - . .

staff interviews, Santo Domingo, June 8-9, 1998. from all three combined. Disposable hospital apparel
Slindustry representatives, USITC staff interviews, (HTS subheading 6210.10.50) continued to enter

Sansg?k?%, Costa Rica, June 11, 1999. under CBERA, principally from Honduras, but the
53 Industry representatives, USITC staff interviews, amount of imports no longer qualified them among

San Jose, Costa Rica, June 14, 1999. the 20 leading items under CBERA in 1998.
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Imports by Country was 14.0 percent more than in 1997. Growth of

imports was accounted for principally by medical

The year 1998 was the first year in which imports instruments, electrical goods, and jewelry. ~ The
under CBERA declined from several beneficiaries Dominican Republic accounted for 40.2 percent of
(table 2-9). U.S. imports dropped from countries that & imports under CBERA in 1998, compared with

. : : : 35.4 percent in 1997 (table 2-9, figure 2-4); it was
suffered from Hurricane Mitch, including Guatemala, : .
Honduras, Nicaragua, El Salvador, and Belize, as weIIthe leading CBERA country supplier of 8 out of the

" . ; 20 leading items imported under CBERA preferences
as from Haiti, which was struck by Hurricane (ple 2-8). Cigars continued to be the leading
Georges. The hurricanes, however, were only onecgerA item from the Dominican Republic.

contributing factor to the declines. Belize was the Medical instruments, which in 1998 were entered in
only country affected by a hurricane from which both larger proportions under CBERA than ever before,
U.S. imports overall and imports under CBERA were replaced raw sugar as the second leading item. Also
smaller in 1998 than in 1997. At the same time, notable in 1998 was the increase in imports from the
imports under CBERA declined from some other Dominican Republic of circuit breakers and jewelry

countries that were not touched by natural disasters,(table D-1).
including Trinidad and Tobago, Panama, Guyana, and U.S. imports under CBERA from Costa Rica

Bl?rba?os. Odthder lfactor_s, tErlnu_paIIy ?mall_er sugart amounted to $756.6 million in 1998, just 1.4 percent
allocations and declines in the prices of major export ., than in 1997. However, Costa Rica’s share of

items, may have played a role. all U.S. imports under CBERA has more than doubled

The Dominican Republic, Costa Rica, Guatemala, since CBERAS inception, from 11.4 percent in 1984
and Honduras continued to be leading suppliers underto 23.3 percent in 1997 and 23.5 percent in 1998,
CBERA in 1998, as well as leading sources of overall reflecting, in large part, rapidly increasing sales of
U.S. imports from CBERA countries (table 2-4). electronic product3® CBERA is widely regarded as
These four countries have consistently accounted fora major factor in the country’s economic
more than two-thirds of U.S. imports under CBERA; diversification®” Costa Rica supplied 6 of the 20

in 1998, they accounted for nearly four-fifths of the leading imports under CBERA in 1998, including
total (figure 2-4). parts of telephonic switching apparatus, pineapples,

] o ) ) and orange juice (table 2-8).
Since the beginning of CBERA's implementation,

the Dominican Republic has been the number one  Parts of telephonic apparatus displaced pineapples
supplier under the program. Its leading role, both for as the leading entry from Costa Rica under CBERA
U.S. imports from CBERA countries overall as well during the year. Entries surged by 121.9 percent
as imports entered under CBERA, can be explained(table D-1). Orange juice, handbags, and ethanol
by its policy of providing incentives for companies were other major items from Costa Rica, with rising
operating in FTZs, its relatively well developed imports under CBERA in 1998. In contrast, imports
infrastructure, an adequate  supply of labor at of several other CBERA items, including jewelry and
competitive wages, and strong ties with the United electrical resistors, decreased. Lower prices depressed
States. Nonetheless, officials and investors believeimport values of pineapples and cantaloupes.
that competitive advantages in Mexico's favor,
including better infrastructure and cheaper currency,  U.S. imports under CBERA from Guatemala
are presenﬂy C|0uding the Country’s prospééts_ amounted to $268.9 million in 1998, a decline of 5.2
) percent from 1997. Yet, Guatemala retained its

In 1998, U.S. imports under CBERA from the |ongstanding third rank among CBERA suppliers.
Dominican F\_’epubhc amounted to $1.3 billion, which, srowth in imports of organic chemicals, vegetables,
despite Hurricane Georg®sand smaller sugar quotas, and tobacco products have partially offset the
significant loss of sugar imports from Guatemala
(table D-1). The category “other sugar” (HTS

54 Public- and private-sector representatives, USITC

staff interviews, Santo Domingo, June 8-9, 1998. subheading 1701.11.20) was nonetheless the only
55 president Fernandez assessed economic damage
from Hurricane Georges at $1.4 billion, nearly 10 percent 56 Table D-1 shows that in 1990, items in the

of GDP (U.S. Department of State telegram, “Hurricane  “electrical machinery” chapter accounted for 7.1 percent
Disaster in the Dominican Republic,” message reference of imports under CBERA from Costa Rica. The

No. 04751, prepared by U.S. Embassy, Santo Domingo, comparable number in 1998 was 28.6 percent.

Sep. 29, 1998.) The hurricane caused extensive damage 7 Public- and private-sector representatives, USITC
to 4 of the Dominican Republic’s 40 foreign trade zones. staff interviews, San Jose, Costa Rica, June 10-15, 1999.
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Table 2-9
U.S. imports for consumption under CBERA, by source, 1984, 1988, 1992, 1994, 1997, and 1998

Source 1984 1988 1992 1994 1997 1998
Value (1,000 dollars)

Dominican Republic ................ 222,462 248,819 567,738 751,028 1,136,523 1,294,533
CostaRiCa ..........ccovvviiiiiin. 65,756 153,417 294,937 478,109 746,354 756,579
Guatemala ................ ... ... 43,442 85,326 192,955 171,381 270,268 268,869
Honduras ..............cooovii.... 60,198 57,608 112,512 139,838 263,814 236,073
Trinidad and Tobago . ............... 6,422 42,228 44,695 142,901 226,244 186,219
Jamaica .......... ... i 44,737 42,215 48,156 69,316 74,515 102,178
Panamal .......................... 11,787 18,241 23,753 35,141 81,064 77,453
Nicaragua? ........................ - - 40,018 80,554 135,340 72,694
El Salvador ........................ 71,986 22,485 27,249 41,126 81,799 50,206
TheBahamas3 ..................... - 12,013 93,324 45,062 25,132 34,914
Haiti ... 21,856 83,933 19,151 15,770 31,194 28,167
St. Kitts and Nevis .................. 5,757 9,417 14,172 17,220 24,636 25,428
Guyana® ... - 131 1,202 13,100 28,512 24,617
Barbados ...l 13,376 19,125 15,478 21,313 24,983 20,392
Belize ...... ... 4,621 19,180 23,733 13,112 34,710 19,706
Grenada .............iiiiiiii 2 120 1,081 768 4,071 8,242
St.LuCia ... 1,413 3,007 3,957 6,077 5,263 7,802
St. Vincent and the Grenadines ... ... 55 9,990 165 1,299 2,373 3,632
Netherlands Antilles ................ 2,504 2,917 2,964 3,214 3,862 2,775
Dominica ...........oiiiiii. 9 358 1,008 2,112 1,557 1,858
Aruba® ... - - 10 12 166 1,779
British Virgin Islands ................ 207 56 68 11 262 333
AntiguaBarbuda ................... 114 255 324 809 522 214
Montserrat .. .......... ... .. ... - 118 41 886 4,679 -

Total ..o 576,704 830,958 1,528,690 2,050,158 3,207,842 3,224,564

See footnotes at end of table.



Table 2-9— Continued
U.S. imports for consumption under CBERA, by source, 1984, 1988, 1992, 1994, 1997, and 1998

Source 1984 1988 1992 1994 1997 1998
Percent of total

Dominican Republic ................ 38.57 29.94 37.14 36.63 35.43 40.15
CostaRica ..........ccovviiiiinn.. 11.40 18.46 19.29 23.32 23.27 23.46
Guatemala ................. ... 7.52 10.27 12.62 8.36 8.43 8.34
Honduras ......................... 10.40 6.93 7.36 6.82 8.22 7.32
Trinidad and Tobago ................ 1.11 5.08 2.92 6.97 7.05 5.78
Jamaica . ... 7.76 5.08 3.15 3.38 2.32 3.17
Panamal .............. ... .. ...... 2.04 2.20 1.55 1.71 2.53 2.40
Nicaragua? ........................ - - 2.62 3.93 4.22 2.25
ElSalvador ........................ 12.48 2.71 1.78 2.01 2.55 1.56
TheBahamas3 ..................... - 1.45 6.10 2.20 .78 1.08
Haiti ... 3.79 10.10 1.25 Na 97 .87
St. Kittsand Nevis .................. 1.00 1.13 .93 .84 77 .79
Guyana® ... ... . - .02 .08 .64 .89 .76
Barbados.......................... 2.32 2.30 1.01 1.04 .78 .63
Belize .......... ... ... ... .80 2.31 1.55 .64 1.08 .61
Grenada ................. ..., - .01 .07 .04 .13 .26
StLucia ......ooi .24 .36 .26 .30 .16 .24
St. Vincent and the Grenadines ...... .01 1.20 .01 .06 .07 A1
Netherlands Antilles ................ 43 .35 .19 .16 12 .09
Dominica ............... ... ... - .04 .07 .10 .05 .06
Aruba® ... - - - .00 .01 .06
British Virgin Islands ................ .04 .01 - .00 .01 .01
AntiguaBarbuda ................... .02 .03 .02 .04 .02 .01
Montserrat ... .................. ... - .01 .00 .04 .15 .00

Total ... 100.00 100.00 100.00 100.00 100.00 100.00

1 panama was suspended as a CBERA beneficiary on Apr. 9, 1988 (Presidential Proclamation 5779, Mar. 23, 1988). It was reinstated on Mar. 17, 1990
(Presidential Proclamation 6103, Feb. 28, 1990).

2 Nicaragua was designated as a CBERA beneficiary, effective Nov. 13, 1990 (Presidential Proclamation 6223, Nov. 8, 1990).

3 The Bahamas became a CBERA beneficiary effective Mar. 14, 1985 (Presidential Proclamation 5308, Mar. 14, 1985).

4 Guyana became a CBERA beneficiary on Nov. 24, 1988 (Presidential Proclamation 5909, Nov. 18, 1988).

5 Upon becoming independent of the Netherlands Antilles, Aruba was designated as a CBERA beneficiary, effective Jan. 1, 1986 (Presidential Proclamation
5458, Apr. 11, 1986).

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



Figure 2-4

U.S. imports for consumption under CBERA, by source, 1984 and 1998

1984 1998

Guatemala 8%

Jamaica 3%

Honduras 10%

Guatemala 8%

Honduras 7%

Jamaica 8%

Trinidad and Tobago 6%

Trinidad and Tobago 1%

Costa Rica 11%

Costa Rica 24%

All other 23%

Dominican Republic 39%

All other 12%

Dominican Republic 40%

$577.7 million = 100% $3,224.6 million = 100%

Note.—Percentages may not add to 100 because of rounding.

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



leading item provided principally by G_uatemala U.S. imports under CBERA dropped significantly
under CBERA (table 2-8), even though imports of from Nicaragua and El Salvador, even though overall
this item from Guatemala shrank by 72.0 percent in s imports from both countries edged up during the
value from 1997 to 1998 (table D-35. . , )
year (table 2-9). In Nicaragua’s case, plummeting

U.S. imports from Honduras under CBERA gnyries of three leading items under the program—
amounted to $236.1 million in 1998, 10.5 percent less higher-priced cigars, sugar, and meat—caused the

than in 1997, reflecting in part the effect of Hurricane decli ) .

. . ecline. In El Salvador's case, smaller entries of
Mitch in the last quarter of the year. Imports of .
cigars, the leading CBERA item from that country, sugar products and ethanol were the major cause
plummeted by 34.9 percent during the year. Import (table D-1).
values of several other leading CBERA items, . .
including footwear uppers, cane sugar, baseballs and U.S. imports from Belize and Panama fell both
softballs, and orange juice, also declined (table D-1). Overall as well as under CBERA. In the case of
Imports of furniture were up, however, by 32.1 Belize, which was affected by Hurricane Mitch, sugar
percent, and imports of cantaloupes edged up.and orange juice were responsible for the decline. In
Cantaloupes (HTS subheading 0807.19.20) constitutedPanama’s case, sugar was principally responsible for
the only item among the 20 leading items for which the decline of imports under CBERA. Sugar imports
Honduras was the principal CBERA supplier during from Haiti declined also, even though overall imports
1998 (table 2-8). continued to recover from that country despite

Trinidad and Tobago was the fifth-ranking Hurricane Georges. Similarly, overall imports from

CBERA beneficiary in both 1997 and 1998. U.S. Guyana were up, but imports under CBERA declined
imports from Trinidad and Tobago declined both as a result of smaller entries of leading items: sugar
overall and under CBERA in 1998. Imports under and plywood sheets.
CBERA amounted to $186.2 million, declining by
17.7 percent as entries under the program were Jamaica was one of the few CBERA countries
reduced for two leading items that originate whose entries under CBERA were larger in 1998 than
principally in Trinidad and Tobago: hot-rolled steel iy 1997 by 37.1 percent. Consequently, Jamaica
bars and rods and, especially, methanol (table 2-8)..anked as the sixth-largest beneficiary of the program,
Those two items combined accounted for 78.5 percentup from ninth place in 1997, largely because of rising

of all imports under CBERA from Trinidad and . . . .
. . imports of higher priced cigars and ethanol. Ethanol
Tobago |r? 1997., but for only 68.4 percent in 1998. was the one leading item under CBERA that
Plunging unit values caused a 36.2 percent drop ingriginated principally in Jamaica. Other leading
the value of methanol imports, even though such imports under CBERA from Jamaica also increased,

imports continued to rise by volume. In 1998, . . 0
Trinidad and Tobago continued to be the number oneInCIUdIng yams, malt beer, and sugar (table D).

U.S. supplier of methanol among all countries of the

world (followed by Canada), and the only supplier . .
under CBERA.  Similarly, lower prices caused entries under CBERA were up in 1998, by 38.9

imports of hot-rolled steel bars and rods to drop by percent, owing to expandable polystyrene. This
4.9 percent in value. Yet, iron and steel bars becameProduct, new from The Bahamas in 1997, became the
the number one item from Trinidad and Tobago in 'eading import item under CBERA from that country
1998, displacing methanol. Trinidad and Tobago wasin 1998. U.S. imports of expandable polystyrene
especially hard hit by declining commodity prices grew fast from 1992 to 1997, principally from
during the yea?® Canada, Korea, and Mexico. In 1998, however, The
Bahamas became the second-largest source of these
imports after Canada, but before Korea and Mexico.

The Bahamas was another beneficiary whose

58 HTS subheading 1701.11.20 is not subject to
quotas.

59 Winston Dookeran, Governor of Trinidad and
Tobago’s Central Bank, attributed the slowing of the 60 Although U.S. imports of sugar increased from
country’s economic growth in 1998 (3.7 percent instead of Jamaica, it should be noted that prolonged drought and
the projected 5 percent) to the 8 percent decline in the  technical problems reduced that country’s sugar production
terms of trade—especially to lower prices of oil, ammonia, g 185,000 tons from the 1998 harvest, compared with
methanol, urea, and iron and sté€laribbean Update 237,000 tons from the 1997 harveSiatibbean Insight
April 1999, p. 19. Sep. 1998).
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Notable were higher 1998 import values from semifinished products exported to be assembled in
certain small beneficiaries under CBERA, including low-wage Caribbean countries and then returned to
Grenada (electrical goods), St. Lucia (television the United States for further processing, packaging,
antennas), and St. Vincent and the Grenadinesand distribution.

(jewelry). Floating or submersible drilling platforms, used

for the discovery and exploitation of off-shore
EXportS petro_leum and nf':\t_ural gas_depqsits, were the fastest
growing HTS 8-digit export item in 1998. Shipments
In 1998, U.S. exports to CBERA countries amounting to $165.2 million went to the Netherlands
continued to rise, despite lower prices of certain major Antilles during the year, whereas in 1997, shipments
export items. Exports totaled $19.2 billion, 7.8 valued at $96.8 million of this equipment were
percent more than in 1997. CBERA countries destined for Trinidad and Tobago. Lower prices made
collectively ranked sixth as an export market for the certain exports to CBERA countries decline in value
United States, ahead of such markets as theduring 1998. Those items included petroleum
Netherlands and Taiwan, but behind the United products (distillate and residual fuel oils, and motor
Kingdom and Germany. Their importance among fuel), cereals (corn and wheat), and soybean meal—all
other U.S. export markets continued to rise during the major export items (table 2-11). Exports of soybean
year; as recently as 1996 and 1997, CBERA countriesmeal also dropped in volume to certain major CBERA
combined ranked lower, as only the ninth-largest U.S. recipients, including the Dominican Republic, where
export market. The principal causes of rapidly Hurricane Georges destroyed poultry and hog
growing U.S. exports throughout the 1990s include operations and associated demand for soybean meal as
rising living standards and brisk construction activity animal feed.

in the region, as well as rapidly increasing Apparel (both knitted and not knitted), motor
production-sharing arrangements and free-trade zoneyehicles, industrial machinery and parts of machinery
assembly operations of Caribbean countries with the oth electrical and nonelectrical) predominate in U.S.
associated expansion of infrastructure. exports to CBERA countries, and there is a large “all

The Dominican Republic, Honduras, Costa Rica, other” category, which contains a wide spectrum of
and Guatemala continued to be the principal exports (table 2-12 and figure 2-5). The composition
Caribbean markets for the United States, collectively of U.S. exports to CBERA countries has changed in
responsible for 53.2 percent of all U.S. exports to the 1990s insofar as apparel-related exports gained
CBERA countries in 1998. Panama, El Salvador, andimportance at the expense mostly of agricultural and
Jamaica accounted for nearly one quarter of thosehorticultural products, mineral oils, and minerals and
exports (table 2-10). metals®l

Four of the leading export items in 1998 are Exports of nonelectrical machinery and
included in HTS chapter 62, articles of apparel not mechanical equipment (HTS chapter 84), the leading
knitted (table 2-11). One of these—parts of garments category in 1998, were dispersed among several
or of clothing accessories, not knitted (HTS products, only one of which—parts of boring or
subheading 6217.90.00)—was the number one U.S.sinking machinery (HTS subheading
export item to CBERA countries. Exports of those 8431.43.80)—qualified among the 20 leading export
goods surged by 44.4 percent in 1998, rising items based on 8-digit HTS classification.
especially to Honduras and El Salvador. Three

o . o . . 61 i i i
itional rel item [ ifi in the kni See also USITCCaribbean Basin Economic
additional apparel items (classified the tted Recovery Act: Impact on U.S. Industries and Consumers

apparel category in HTS chapter 61) were among thetyirteenth Report, 199)SITC publication 3132, Sept.
20 leading exports. The apparel items were mostly 1998, pp. 35-41.
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Table 2-10

U.S. exports to CBERA beneficiaries, by country, 1984, 1988, 1992, 1994, 1997, and 1998

Country/Market 1984 1988 1992 1994 1997 1998
Value (1,000 dollars)

Dominican

Republic ....... 630,599 719,161 2,062,919 2,726,393 3,821,485 3,893,812
Honduras ........ 304,083 228,431 790,027 982,094 1,961,351 2,276,231
CostaRica ....... 417,641 364,258 1,317,645 1,653,090 1,962,568 2,190,169
Guatemala ....... 369,794 306,068 1,167,411 1,304,028 1,642,248 1,851,948
Panama.......... 730,382 316,887 998,417 1,190,189 1,466,523 1,641,385
El Salvador ....... 380,331 230,433 727,188 910,799 1,370,344 1,479,781
Jamaica .......... 488,463 414,168 914,200 1,044,774 1,385,367 1,272,885
Trinidad and

Tobago ........ 587,917 171,983 438,640 531,405 1,075,954 954,960
The Bahamas .. ... 546,320 368,501 691,320 653,599 789,639 774,459
Netherlands

Antilles ......... 607,814 221,508 450,123 492,028 434,626 687,304
Haiti ............. 405,890 246,331 213,050 208,054 491,332 538,627
Aruba ............ O] 58,546 282,289 267,511 222,551 334,755
Nicaragua ........ 109,794 3,933 180,420 178,276 278,139 323,680
Barbados ......... 232,852 87,920 122,780 153,043 259,699 256,438
Guyana .......... 48,641 32,844 114,210 100,738 137,394 141,014
Belize ............ 49,462 48,795 111,363 107,001 107,016 110,728
St. Vincent and the

Grenadines ..... ® 20,143 33,832 37,342 53,071 90,785
Antigua Barbuda .. ® 36,618 65,549 61,892 78,787 88,913
St. Lucia ......... ® 38,302 79,528 77,335 81,413 85,413
British Virgin

Islands ......... ® 20,844 42,263 44,539 60,988 56,047
Grenada ......... ® 15,323 22,983 22,865 37,970 53,532
Dominica ......... ® 2,056 32,515 25,416 36,708 50,068
St. Kitts and

Nevis .......... ® 20,220 30,111 42,933 36,172 42,182
Montserrat . ....... ® 2,970 12,911 6,661 16,518 4,975
Leeward &

Windward . ..... 201,336 ® @ @ ® ®

Total ....... 6,111,39 3,976,242 10,901,693 12,822,006 17,807,864 19,200,093

See footnotes at end of table.
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Table 2-10— Continued
U.S. exports to CBERA beneficiaries, by country, 1984, 1988, 1992, 1994, 1997, and 1998

Country/Market 1984 1988 1992 1994 1997 1998
Percent of total

Dominican
Republic ......... 10.32 18.09 18.92 21.26 21.46 20.28
Honduras ........ 4.98 5.74 7.25 7.66 11.01 11.86
CostaRica ....... 6.83 9.16 12.09 12.89 11.02 11.41
Guatemala ....... 6.05 7.70 10.71 10.17 9.22 9.65
Panama .......... 11.95 7.97 9.16 9.28 8.24 8.55
El Salvador ....... 6.22 5.80 6.67 7.10 7.70 7.71
Jamaica .......... 7.99 10.42 8.39 8.15 7.78 6.63
Trinidad and

Tobago ........ 9.62 4.33 4.02 4.14 6.04 4.97
The Bahamas ... .. 8.94 9.27 6.34 5.10 4.43 4.03
Netherlands

Antilles ......... 9.95 5.57 413 3.84 2.44 3.58
Haiti ............. 6.64 6.20 1.95 1.62 2.76 2.81
Aruba ............ O] 1.47 2.59 2.09 1.25 1.74
Nicaragua ........ 1.80 .10 1.66 1.39 1.56 1.69
Barbados ......... 3.81 2.21 1.13 1.19 1.46 1.34
Guyana .......... .80 .83 1.05 .79 a7 .73
Belize ............ .81 1.23 1.02 .83 .60 .58
St. Vincent and the

Grenadines .. ... ® 51 .31 .29 .30 A7
Antigua Barbuda . . ® .92 .60 A8 44 46
St.Lucia ......... ® .96 .73 .60 46 44
British Virgin

Islands ......... ® 52 .39 35 .34 .29
Grenada ......... ® .39 21 .18 .21 .28
Dominica . ........ ® .05 .30 .20 .21 .26
St. Kitts and

Nevis .......... ® 51 .28 .33 .20 .22
Montserrat . . ... ... ® .07 12 .05 .09 .03
Leeward &

Windward ...... 3.29 ® @ ® ® ®

Total ....... 100.00 100.00 100.00 100.00 100.00 100.00

1U.S. exports to Aruba not reported separately until January 1, 1988. Prior to that date, these exports were combined
with the Netherlands Antilles.

2 U.S. exports to the British Virgin Islands, St. Kitts and Nevis, Antigua Barbuda, Montserrat, Dominica, St. Lucia, St.
Vincent and the Grenadines, and Grenada were not reported separately until January 1, 1988. Prior to that date, these ex-
ports were combined in the Leeward and Windward Islands.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-11

Leading U.S. exports to CBERA countries, 1997-98

HTS Change
Number Description 1997 1998 1997/1998
Value (1,000 dollars) Percent

6217.90.00 Parts of garments or of clothing accessories, not

knitted or crocheted, other than those of

heading 6212 ........... ..ot 565,177 816,239 44.42
6203.42.40 Men’s or boys’ trousers and shorts, not bibs, not

knitted or crocheted, of cotton, not containing

15% or more by weight of down, etc .......... 452,938 469,367 3.63
6109.10.00 T-shirts, singlets, tank tops and similar

garments, knitted or crocheted, of cotton .. ... .. 447,395 428,847 -4.16
6212.10.00 Brassieres, containing lace, net or embroidery . ... 272,844 279,285 2.36
1005.90.20 VYellowdentcorn .............ccviiiiiinaan.. 280,554 233,886 -16.63
2710.00.05 Distillate and residual fuel oils (including blends) . .

derived from bituminous minerals, testing

under 25degrees A.P.l. ... ... ... . ... 273,361 227,840 -16.65
8431.43.80 Parts for boring or sinking machinery of 8430.41

0r8430.49,NESi ..o v it 177,414 225,480 27.09
2710.00.10 Distillate and residual fuel oils (including blends)

derived from bituminous minerals, testing 25

degrees AP.l.ormore ............ ... ...... 242,428 224,462 -7.41
1001.90.20 Wheat & meslin other than durum or seed

wheat . ... 236,486 201,624 -14.74
8703.23.00 Motor cars & other motor vehicles for transport

of persons, w/spark-ignition internal ...........

combustion reciprocating piston engine wi/cyl.

cap. 0/1500 cc n/o3000cC .................. 170,530 176,591 3.55
6204.62.40 Women'’s or girls’ trousers, breeches and shorts,

not knitted or crocheted, of cotton, nesoi . .. .... 134,574 171,005 27.07
2304.00.00 Oilcake and other solid residues, resulting from

the extraction of soybeanoil ................. 209,179 167,153 -20.09
6115.11.00 Panty hose and tights, knitted or crocheted, of

synthetic fibers, measuring per single yarn

lessthan 67 decitex ................ ..., 133,964 165,550 23.58
8905.20.00 Floating or submersible drilling or production

platforms ... ... .. . 96,804 165,209 70.66
8473.30.00 Parts and accessories of the ADP machines of

heading 8471, (automatic data processing

machines & units thereof): not incorporating a

cathoderaytube .......... ... ... ... ... ... 116,148 158,201 36.21
2710.00.15 Motor fuel, from petroleum oils and bituminous

minerals, o/than crude, or preps, 70%+ by wt.

from petroleumoils ......................... 218,803 143,936 -34.22
4804.11.00 Uncoated, unbleached kraftliner, in rolls or

sheets ... ... 137,545 139,766 1.61
6105.10.00 Men’s or boys’ shirts, knitted or crocheted, of

COMON .ot 115,704 137,323 18.68
4407.10.00 Coniferous wood sawn or chipped lengthwise,

sliced or peeled, of a thickness exceeding

B MM e 150,122 134,202 -10.60
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Table 2-11— Continued
Leading U.S. exports to CBERA countries, 1997-98

HTS Change
Number Description 1997 1998 1997/1998
Value (1,000 dollars) Percent

2401.10.20 Tobacco, not stemmed (stripped), containing
over 35 percent wrapper tobacco ............. 121,738 130,622 7.30
Totalofabove .............. ... ......... 4,553,709 4,796,589 5.33
Allother ... ... .. i 13,254,154 14,403,504 8.67
Total all commodities ..................... 17,807,864 19,200,093 7.82

Note.—Because of rounding, figures may not add to totals shown. The abbreviation nesi stands for “not elsewhere

specified or included.” The abbreviation nesoi stands for “not elswhere specified or otherwise included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-12
Leading U.S. exports to CBERA countries, by major product categories, 1992, 1994, 1997, and 1998

HTS
Chapter  Description 1992 1994 1997 1998
Value (1,000 dollars)
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof .......... 1,175,543 1,519,615 2,096,714 2,473,651
62 Articles of apparel and clothing accessories, not knitted or crocheted .................. 992,032 1,424,350 2,145,227 2,315,880
85 Electrical machinery and equipment and parts thereof; sound recorders and
reproducers, television recorders and reproducers, parts and accessories ............ 723,160 993,680 1,254,810 1,548,832
61 Articles of apparel and clothing accessories, knitted or crocheted ..................... 470,398 613,266 1,398,051 1,418,234
87 Vehicles, other than railway or tramway rolling stock, and parts and accessories
L1 LT =T ) 462,741 654,697 697,749 773,252
27 Mineral fuels, mineral oils and products of their distillation; bituminous substances;
MINEIAl WaAXES . .. oottt e e e e e e e e e e e e e e e e e 794,230 688,550 928,231 771,586
10 CIBAIS ..ttt 434,910 492,300 740,436 673,609
48 Paper and paperboard, articles of paper pulp, paper or paperboard .. .................. 416,921 489,713 606,874 645,068
39 Plastics and articles thereof .. ... i 402,557 509,198 644,332 629,926
90 Optical, photographic, cinematographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .................. 253,181 282,588 363,826 419,184
Total of @above ... . 6,125,674 7,667,957 10,876,250 11,669,223
Al OTNEr . 4,776,019 5,154,049 6,931,614 7,530,870
Total all commOditieS . . ... 10,901,693 12,822,006 17,807,864 19,200,093
Percent of total
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof .......... 10.78 11.85 11.77 12.88
62 Articles of apparel and clothing accessories, not knitted or crocheted .................. 9.10 11.11 12.05 12.06
85 Electrical machinery and equipment and parts thereof; sound recorders and reproducers,
television recorders and reproducers, parts and acCesSOres ....................... 6.63 7.75 7.05 8.07
61 Articles of apparel and clothing accessories, knitted or crocheted ..................... 4.31 4,78 7.85 7.39
87 Vehicles, other than railway or tramway rolling stock, and parts and accessories thereof . 4.24 5.11 3.92 4.03
27 Mineral fuels, mineral oils and products of their distillation; bituminous substances;
MINETAL WAXES ..ottt e e e e e e e e e e e e e e e e e 7.29 5.37 5.21 4.02
10 CBrBAlS ..ottt 3.99 3.84 4.16 3.51
48 Paper and paperboard, articles of paper pulp, paper or paperboard . ................... 3.82 3.82 3.41 3.36
39 Plastics and articles thereof .. ... ... .. 3.69 3.97 3.62 3.28
920 Optical, photographic, cinematographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .................. 2.32 2.20 2.04 2.18
Total of @bove ... . 56.19 59.80 61.08 60.78
Al OTNEr . 43.81 40.20 38.92 39.22
Total all commOoditieS . .. ... o 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals shown.

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



Figure 2-5
Composition of U.S. exports to CBERA countries, by major product categories, 1992 and 1998

1992 1998

Mineral fuels 4%

Mineral fuels 7%

Vehicles, nonrail 4% Vehicles, nonrail 4%

Apparel, knitted 4% Apparel, knitted 7%

Electrical machinery 7% Electrical machinery 8%

Apparel, not knitted 9%

Apparel, not knitted 12%

Nonelectrical machinery 11%

Nonelectrical machinery 13%

All other 58%

All other 52%

$10,901.7 million = 100% $19,200.1 million = 100%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.



CHAPTER 3
Impact of CBERA on the United States
and Probable Future Effects

Two issues are addressed in this chapter: thetrading arrangements under NAFTA and ATPA, and
impact of the CBERA preference program on the the erosion of the ad valorem equivalent of specific
United States in 1998 and the probable future effectsduties because of inflatich.
of the program. Items most affected by the CBERA Because most U.S. imports from CBERA
preferences were identified in an impact analysis. countries can enter the United States free of duty at
Information on CBERA-related investment in the general rates or under GSP, or are excluded from the
beneficiary countries was the main basis for the program, the Commission focused its analysis of the
write-up on probable future effects. This information impact of CBERA on products that can enter free of
was collected during a field visit to Costa Rica as well duty or at reduced duties only under CBERA and not
as from U.S. embassies in the other countries of theunder other programs.

region. It should be noted that the presence of CBERA
guarantees that GSP-eligible products from CBERA
beneficiary countries can enter the United States free

|mpact Of CBERA on the of duty, making investment in such products more

. . attractive than would be the case in the absence of
United States in 1998 CBERA. Investment that depends solely on GSP for
duty-free preferences is riskier because of the recent
uncertainties about the periodic renewals of GSP and

X because certain products from particular countries
United States. In each year from 1984 through 1998'may exceed competitive-need limits and face loss of

the value of CBERA duty-free U.S. imports has been GSP eligibility. as discussed in chapter 1. In the
less than 0.04 percent of U.S. gross domestic product gibility, P :

(GDP). As pointed out in chapter 2, the total value of analysis described in this chapter, no attempt was

; . X made to quantify those effects.
U.S. imports from CBERA countries remained small . . . . .
in 1998, amounting to 1.9 percent of total U.S. The material that follows in this section defines

imports. products that benefit exclusively from CBERA,;
presents quantitative estimates of the impact of
In addition, the value of the CBERA program 1o CBERA on U.S. consumers, the U.S. Treasury, and
beneficiary countries and its potential for affecting the y s, industries whose goods compete with CBERA
U.S. economy, consumers, and industries, have fallenimports; and describes the U.S. imports that benefited
since its implementation because of the erosion of theexclusively from CBERA in 1998 and had the largest

margin of preference for many produétsSources of  potential impact on competing U.S. industries.
this erosion include the final (through 1987) phased

tariff cuts under the Tokyo Round of tariff reductions,

phased tariff cuts under the Uruguay Round of trade PrOdUCtS That Beneﬁted

concessions, tariff cuts and eliminations under sectoral Exc|usive|y From CBERA In
trade negotiations, the extension of preferential 1998

Since its implementation in 1984, CBERA has
had a minimal effect on the overall economy of the

1 The higher the ad valorem column 1-general duty

rate (formerly known as the MFN duty rate) for any given U.S. imports of products benefiting exclusively

product, the ‘greater is the benefit to CBERA from CBERA are defined as those that enter under
beneficiaries—the higher the margin of preference.

CBERA beneficiaries also benefit more if the column 2 For a more detailed analysis of the erosion of the
1-general rate is more extensively applied, that is, if fewer margin of preference, see USITCBERA, Thirteenth
non-CBERA countries enjoy preferential rates. Report, 1997 pp. 53-56.
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either CBERA duty-free or CBERA reduced-duty 1997 share (table 3-1). The “exclusively benefiting”
provisions and are not eligible to enter free of duty shares were markedly higher in 1995 and 1996,
under column 1-general rates or under other mainly because of the lapse in the GSP program

programs, such as GSP.
definition, GSP-eligible items imported from CBERA

Consistent with this from August 1, 1995 through September 30, 1996,

and subsequent increased use of CBERA provisions

countries that entered under CBERA preferences areto ensure duty-free entfy.

considered to benefit exclusively from CBERA only
if they originated in a country that is not currently a
designated GSP beneficiary or if imports of the item

4 The U.S. GSP program was not in effect from Aug.
1, 1995 through Sept. 30, 1996. Consequently, articles
eligible for GSP duty-free entry were subject to ordinary

from a certain country exceeded GSP competitive- column 1-general duties during this period unless the

need limits3

Since the implementation of the CBERA program,
U.S. imports that benefit exclusively from CBERA
have accounted for a relatively small portion of total
U.S. imports from CBERA countries; this portion rose
steadily through 1993, mainly through growth of
imports of products that exceeded GSP
competitive-need limits. This portion fell slightly in

articles were eligible to enter under another preferential
program, such as CBERA, and were entered under that
program. The analysis used in the 1995 and 1996
CBERA reports implicitly assumed that importers did not
expect the GSP program to be reinstated or the duties to
be refunded; therefore, products normally eligible for GSP
that entered the United States under CBERA provisions
during that period were counted as having benefited
exclusively from CBERA. Hence, the effects of duty-free
entry of those otherwise GSP-eligible products were
attributed to CBERA for the period Aug. 1, 1995 through
Sept. 30, 1996, which resulted in higher estimates of the

1994, increased significantly in 1995 and 1996, and effects of CBERA than would have been the case if the
then returned in 1997 to roughly the level of the 1994 GSP program had been operative during that period. See

share.

3In 1998, the Netherlands Antilles, Aruba, Nicaragua,
and The Bahamas were the only CBERA countries that
were not designated GSP-beneficiary countries.

A beneficiary developing country loses GSP benefits
for an eligible product when U.S. imports of the product
exceed either a specific annually adjusted value or 50
percent of the value of total U.S. imports of the product
in the preceding calendar year—the so-called
competitive-need limit. Sec. 504(c)(1) of the Trade Act
of 1974, as amended. CBERA has no competitive-need
limits. Thus, eligible products that are excluded from
duty-free entry under GSP because their competitive-need
limits have been exceeded can still receive duty-free entry
under CBERA.

Table 3-1

The 1998 share was slightly higher than the

USITC, CBERA, Twelfth Report, 1996p. 35-36, for
further explanation.

Because of the assumptions about GSP made in the
1995 and 1996 CBERA reports, the findings derived from
the analysis in those reports are not strictly comparable to
the findings in subsequent reports in this series or in
reports previous to the 1995 report, despite the similar
analytical approach used. Although GSP lapsed in both
1997 and 1998, the lapses were considerably shorter than
in 1995 and 1996, and quick renewals were widely
anticipated. Therefore, those lapses were not considered
significant enough to warrant a repeat in the 1997 and
current reports of the assumptions used in the 1995 and
1996 reports. The lower estimates for 1997 and 1998
derive from the assumptions used in designating items that
benefit exclusively from CBERA, not from the change in
actual usage.

Total imports from CBERA beneficiaries, imports entered under CBERA, and imports that

benefited exclusively from CBERA, 1994-98

Item 1994 1995 1996 1997 1998
Total imports from CBERA beneficiaries:

Value (million dollarsty ..................... . 11,200 12,550 14,545 16,572 17,124
Imports entered under CBERA provisions:2

Value (millions dollarst) ............................... 2,050 2,261 2,791 3,208 3,225

Percentoftotal ......... ... . i 18.3 18.0 19.2 19.4 18.8
Imports that benefited exclusively from CBERA provisions:

Value (million dollarsY) ................................ 943 1,405 2,324 1,478 1,614

Percentoftotal ......... ... .. .. .. 8.4 11.2 16.0 8.9 9.4

1 Customs value.

2 Includes articles entered free of duty or at reduced duties under CBERA provisions (table 2-6). Those provisions

are discussed in ch. 1.

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

Department of Commerce.
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Table 3-2
Value of leading imports that benefited exclusively from CBERA, 1998
(1,000 dollars)

HTS Customs C.if.
number Description value value

2402.10.801 Cigars, cheroots and cigarillos containing tobacco, each valued 23 cents or

0 229,195 231,901
9018.90.802 Instruments and appliances used in medical, surgical, dental or veterinary

sciences, nesi, and parts and accessories thereof . ....................... 214,462 216,361
6406.10.653 Uppers & pts. thereof for footwear, nesi, of leather ......................... 172,557 174,668
1701.11.10* Cane sugar, raw, in solid form, w/o added flavoring or coloring, subject to add.

US 510 Ch. L7 o 125,328 132,804
7113.19.505 Precious metal (o/than silver) articles of jewelry and parts thereof, whether or

not plated or clad with precious metal, nesi ............... .. ... .. ....... 124,138 124,348
0804.30.40 Pineapples, fresh or dried, not reduced in size, in crates or other packages . . .. 68,510 86,743
2905.11.206 Methanol (Methyl alcohol), other than imported only for use in producing

synthetic natural gas (SNG) or for directuse asfuel ...................... 57,779 68,102
7213.91.30 Wire rod of Iron or nonalloy steel ...... ... .. .. . 59,430 63,954
2009.11.00 Orange juice, frozen, unfermented and not containing added spirit ........... 39,742 42,391
2207.10.60 Undenatured ethyl alcohol of 80 percent vol. alcohol or higher, for nonbeverage

PUMPOSES . . ittt ettt et e e e e e 33,659 36,017
2921.43.15 Alpha,alpha,alpha-Trifluoro-2,6-dinitro-N,N-dipropyl-p-toluidine(Trifluralin) . .. .. 26,518 26,747
0710.80.97 Vegetables nesi, uncooked or cooked by steaming or boiling in water, frozen,

redUCEA IN SIZE . ..ot 21,494 26,575
6210.10.50 Nonwoven disposable apparel designed for use in hospitals, clinics, etc. ...... 25,203 26,411
1701.11.207 Cane sugar, raw, in solid form, to be used for certain polyhydric alcohols . . .. .. 22,990 24,440
2401.20.85 Tobacco, partly or wholly stemmed/stripped, threshed or similarly processed,

not from cigar leaf , described in addl US note 5tochap24 ............... 22,402 22,822
8533.40.80 Electrical variable resistors, other than wirewound, including rheostats and

POLENLIOMELEIS . . .. e e e 20,878 21,032
0202.30.50 Frozen boneless beef, exceptprocessed ........... ..., 18,659 20,523
0714.10.208 Cassava (manioc), fresh, chilled or dried, whether or not sliced or in the form of

PellEtS . 15,216 18,627
0201.30.50 Fresh or chilled boneless beef, exceptprocessed .......................... 16,823 17,873
4202.21.90° Handbags, with or without shoulder strap or without handle, with outer surface

of leather, composition or patent leather, nesi, over $20ea. ............... 16,592 17,581

1Includes only imports from the Dominican Republic, The Bahamas, and Nicaragua. Item is GSP-eligible, butimports
from the Dominican Republic exceeded the competitive-need limit and thus were eligible for duty-free entry only under
CBERA. Imports from The Bahamas and Nicaragua, other suppliers of this item, were included because those countries
were not designated GSP beneficiaries in 1998.

2 Includes only imports from the Dominican Republic and Bahamas. Itemis GSP-eligible, butimports from the Domin-
ican Republic exceeded the competitive-need limit and thus were eligible for duty-free entry only under CBERA. Imports
from The Bahamas, another supplier of this item, were included because that country was not a designated GSP benefi-
ciary in 1998.

3 Includes only imports from the Dominican Republic. Item is GSP-eligible, but imports from the Dominican Republic
exceeded the competitive-need limit and thus were eligible for duty-free entry only under CBERA.

4 Includes only imports from the Dominican Republic and Nicaragua. Item is GSP-eligible, but imports from the Do-
minican Republic exceeded the competitive-need limit and thus were eligible for duty-free entry only under CBERA. Im-
ports from Nicaragua, another supplier of this item, were included because that country was not a designated GSP benefi-
ciary in 1998.

5 Includes only imports from the Dominican Republic, The Bahamas, the Netherlands Antilles, and Aruba. Item is
GSP-eligible, but imports from the Dominican Republic exceeded the competitive-need limit and thus were eligible for
duty-free entry only under CBERA. Imports from The Bahamas, the Netherlands Antilles, and Aruba, other suppliers of
this item, were included because those countries were not designated GSP beneficiaries in 1998.

6 Includes only imports from Trinidad and Tobago. Item is GSP-eligible, butimports from Trinidad and Tobago exceed-
ed the competitive-need limit and thus were eligible for duty-free entry only under CBERA.
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Table 3-2— Continued
Value of leading imports that benefited exclusively from CBERA, 1998

7 Includes only imports from Guatemala and Nicaragua. Item is GSP-eligible, butimports from Guatemala exceeded
the competitive-need limit and thus were eligible for duty-free entry only under CBERA. Imports from Nicaragua, another
supplier of this item, were included because that country was not a designated GSP beneficiary in 1998.

8 ncludes only imports from Costa Rica and Nicaragua. Item is GSP-eligible, but imports from Costa Rica exceeded
the competitive-need limit and thus were eligible for duty-free entry only under CBERA. Imports from Nicaragua, another
supplier of this item, were included because that country was not a designated GSP beneficiary in 1998.

9 Subject to reduced duties under CBERA.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

Source: Estimated by the staff of the U.S. International Trade Commission from official statistics of the U.S. Depart-
ment of Commerce.

The value of U.S. imports that benefited 1701.11.28) from Guatemala and Nicaragua, down
exclusively from CBERA increased from $1.5 billion by 56 percent; fresh, chilled, and frozen beef (HTS
in 1997 to $1.6 billion in 1998, or by 9 percent (table Subheadings 0201.30.50 and 0202.30.50), down by

5:1).Such imprts accouned or 9.4 percent o ral {2, PETCS, nd, el (419 Suehcadng
U.S. imports from CBERA countries in 1998, percent.
compared with 8.9 percent in 1997.
Three items were added to the list in

The 20 leading items that benefited exclusively 1998-Trifluralin and certain handbags, which
from CBERA are shown in table 3-2. The most experienced large import increases, and cassava (HTS
notable change in the value of such imports was for subheading 0714.10.20) from Costa Rica, which lost
medical instruments (HTS subheading 9018.90.80) GSP eligibility in mid-1997 and recorded a full year
from the Dominican Republic and The Bahamas; as @ CBERA-exclusive item in 1998.
imports of that item increased by 156 percent from
1997 to 1998. Other notable changes occurred with

respect to jewelry articles and. parts (HTS Su.bheadingCBERA between 1984 and 1997 continued to rank
7113.19.50) from the Dominican Republic, The among the leading U.S. imports in 1998. Those

Bahamas, the Netherlands Antilles, and Aruba, up by jmnorts were beef (HTS subheadings 0201.30.50 and
113 percent; Trifluralin (HTS subheading 2921.43.15), 0202.30.50), pineapples (HTS subheading
up by 100 percent; certain handbags (HTS 0804.30.40), and frozen concentrated orange juice
4202.21.90), up by 55 percent; raw cane sugar (HTS(HTS subheading 2009.11.00).  Fuel-grade ethyl
subheading 1701.11.30 from the Dominican  alcohol (HTS subheading 2207.10.60) has ranked as
Republic and Nicaragua, up by 43 percent; sugar forone of the leading items benefiting exclusively from
processing and re-export (HTS subheading CBERA since 1985. Items that have appeared
consistently among the leading imports benefiting
>The full HTS description for subheading 1701.11.10  exclusively from CBERA in the last 5 years include

includes “Described in additional U.S. note 5 to this : ; : ;
chapter and entered pursuant to its provisions.” The higher priced cigars (HTS subheading 2402.10.80),

referenced note sets out rules for the tariff-rate quota for
U.S. sugar imports. Within-quota imports are subject to

relatively low tariff rates and are eligible for preferences by distillati ; :
y distillation) of polyhydric alcohols, except polyhydric
under GSP, CBERA, ATPA, NAFTA, and the U.S.-Israel  gicohols for use as a substitute for sugar in human food

Free Trade Agreement. Overquota imports are subject to consumption, or to be refined and re-exported in refined
much higher tariffs and are not eligible for the . form or in sugar-containing products, or to be substituted
aforementioned preferences, except for a slight reduction  for domestically produced raw cane sugar that has been or
from the over-quota column 1-special rate for overquota  will be exported.” Imports under this subheading are not
imports from Mexico. subject to tariff-rate quotas.

Leading imports that were identified in previous
annual CBERA reports as benefiting exclusively from

6 The full HTS description for subheading 1701.11.20
is “Other sugar to be used for the production (other than
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medical instruments, leather footwear uppers (HTS that benefited exclusively from CBERA during
subheading 6406.10.65), and wire rod (HTS 1998% The five leading CBERA-exclusive imports
subheading 7213.91.30). in 1998 were (1) higher priced cigars from the
Dominican Republic, Nicaragua, and The Bahamas;
(2) medical instruments from the Dominican
Republic and The Bahamas; (3) leather footwear

We|fa|’e and Displacement uppersf from r:he Dominican Repglblic; (3) raw cane
sugar from the Dominican Republic and Nicaragua;
Effects Of CBERA on U.S. and (5) jewelry articles and parts from the
Industries and Consumers in Dominican Republic, The Bahamas, the Netherlands
Antilles, and Aruba. The Dominican Republic was
1998 the leading supplier of the top five itefds. Cigars

. L and medical instruments ranked first and sixth,
The analytical approach for estimating the welfare respectively, in 1997.

and displacement effects of CBERA is described in
the introduction to this report and is discussed in more market share accounted for by CBERA-exclusive

detail in appendix C. A range of estimates is imports (value of imports benefiting exclusively from

repor‘Fed_, reflect_ln_g_ those made assuming hlgherCBERA relative to apparent consumption) was a
substitution elasticities (upper range), and those made

) I S major factor in determining the estimated impact on
assuming lower substitution elasticities (lower range). : : ;
competing domestic producefsmarket shares varied

The analysis was conducted on the 20 leading considerably in 1998 (table 3-3). For instance, the
items that benefited exclusively from CBERA (table market share of CBERA-exclusive imports of
3-2)7 Estimates of welfare and potential U.S. pineapples was approximately 57 percent, whereas the
industry displacement effects were made. Estimatesmarket share of CBERA-exclusive imports of
of potential U.S. industry displacement effects were stemmed tobacco (HTS subheading 2401.20.85) was
small, with no industry having an upper range under 1 percent.
estimated displacement of over 5.0 percent, the cutoff
used for selecting industries for further analysis.

For any particular item, the size of the U.S.

Estimated Effects on Consumers
and Producers

Tables 3-4 and 3-5 present the estimated impact of

ltems Analyzed CBERA tariff preferences on the U.S. economy in
Although a large number of products are eligible 199812 Estimates of the gains in consumer surplus

for duty-free or reduced-duty entry under CBERA, a and the losses in tariff revenue, as well as measures of

relatively small group of products accounts for most the potential displacement of U.S. production, are

of the imports that benefit exclusively from CBERA. discussed below.

Table 3-2 presents the 20 leading items that benefited

exclusiv_ely from.CBI_ERA in 1998; they are raned on Effects on U.S. consumers

the basis of their c.i.f. (customs value plus insurance

and freight charges) import valugsThose products

represented 82.5 percent of the $1.6 billion in imports

Fuel-grade ethyl alcohol provided the largest gain
in consumer surplus ($10.0 million to $14.4 million)
resulting exclusively from CBERA tariff preferences

7 USITC industry analysts provided estimates of U.S. in 1998 (table 3-4). The price U.S. consumers would
production and exports for the 20 leading items that

benefited exclusively from CBERA, as well as evaluations 9 The import values reported in tables 3-2 and 3-3

of the substitutability of CBERA-exclusive imports and reflect only that portion of imports under each HTS

comgeting U.S. products. subheading that entered duty free or at reduced duty under
In the analysis, U.S. market expenditure shares were CBERA. Even though all these items were eligible for

used to compute estimates of welfare and domestic CBERA tariff preferences, full duties were paid on a

production displacement effects. Because U.S. certain portion of imports under each HTS subheading for

expenditures on imports necessarily include freight and a variety of reasons, such as failure to claim preferences

insurance charges and duties, when applicable, the or insufficient documentation.

analysis, where indicated in the text and supporting tables, 10 | eading CBERA suppliers are shown in table 2-8.

used c.i.f. values for duty-free items and landed, duty-paid 11 Other factors include the ad valorem equivalent

values for reduced-duty items benefiting exclusively from tariff rate; the substitutability among beneficiary imports,
CBERA, and landed, duty-paid values for the remaining nonbeneficiary imports, and domestic production; and the
imports. Technically, landed, duty-paid values are equal overall demand elasticity for the product category.

to c.i.f. values for items entering free of duty. 12 The methodology used is described in appendix C.

43



Table 3-3

Value of leading imports that benefited exclusively from CBERA, apparent U.S. consumption, and
CBERA-exclusive market share, 1998

Imports
from
CBERA Apparent
countries U.S. Market
HTS (c.i.f.value) consumption share
number Description (A) B)?1 (A/B)
— (1,000 dollars) ——  Percent
2402.10.80 Cigars, cheroots and cigarillos containing tobacco, each
valued 23 CENtS OF OVEr .. ..o vt 231,901 555,701 41.73
9018.90.80 Instruments and appliances used in medical, surgical, dental
or veterinary sciences, nesi, and parts and accessories
thereof ... .. 216,361 6,360,490 3.40
6406.10.65 Uppers & pts. thereof for footwear, nesi, of leather ......... 174,668 1,197,786 14.58
1701.11.10 Cane sugar, raw, in solid form, w/o added flavoring or
coloring, subjecttoadd. US5to Ch.17 ................. 132,804 4,205,848 3.16
7113.19.50 Precious metal (o/than silver) articles of jewelry and parts
thereof, whether or not plated or clad with precious metal,
DS ittt 124,348 4,773,332 2.61
0804.30.40 Pineapples, fresh or dried, not reduced in size, in crates or
otherpackages ........... ... i 86,743 153,436 56.53
2905.11.20 Methanol (Methyl alcohol), other than imported only for use
in producing synthetic natural gas (SNG) or for direct use
asfuel ... 68,102 907,719 7.50
7213.91.30 Wire rod of iron or nonalloy steel ........................ 63,954 2,563,974 2.49
2009.11.00 Orange juice, frozen, unfermented and not containing added
SPINE .« 42,391 1,439,569 2.94
2207.10.60 Undenatured ethyl alcohol of 80 percent vol. alcohol or
higher, for nonbeverage purposes ..................... 36,017 1,909,057 1.89
2921.43.15 Alpha,alpha,alpha-Trifluoro-2,6-dinitro-N,N-dipropyl-p-
toluidine (Trifluralin) ........... .. ... ... ... ........... 26,747 ® ®
0710.80.97 Vegetables nesi, uncooked or cooked by steaming or boiling
in water, frozen, reduced insize ....................... 26,575 ©) ©)
6210.10.50 Nonwoven disposable apparel designed for use in hospitals,
CliniCs, etC. .. o 26,411 521,581 5.06
1701.11.20 Cane sugar, raw, in solid form, to be used for certain
polyhydric alcohols .......... ... i 24,440 @) *
2401.20.85 Tobacco, partly or wholly stemmed/stripped, threshed or
similarly processed, not from cigar leaf , described in addl|
USnote5tochap24 ...... ..., 22,822 3,243,596 .70
8533.40.80 Electrical variable resistors, other than wirewound, including
rheostats and potentiometers ............ ... ... . ...... 21,032 373,352 5.63
0202.30.50 Frozen boneless beef, except processed ................. 20,523 2,424,454 1.58
0714.10.20 Cassava (manioc), fresh, chilled or dried, whether or not
sliced or inthe form of pellets ......................... 18,627 ©) ©)
0201.30.505 Fresh or chilled boneless beef, except processed .......... 17,873 - -
4202.21.90 Handbags, with or without shoulder strap or without handle,
with outer surface of leather, composition or patent leather,
nesi,over $20 ea. ...... ..ot 17,581 376,458 64.93

See footnotes at the end of the table on the following page.
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Table 3-3— Continued

Value of leading imports that benefited exclusively from CBERA, apparent U.S. consumption, and

CBERA-exclusive market share, 1998

1 Apparent U.S. consumption defined as U.S. production plus total imports (landed, duty-paid basis) minus exports.

2 No U.S. production.
3 U.S. production data not available.

4 Most raw sugar imported under this HTS subheading is re-exported either as refined sugar or in sugar-containing
products, which would qualify for a duty drawback. Comparable domestic production does not exist.

5 Apparent consumption for HTS subheadings 0201.30.50 and 0202.30.50 were aggregated into one category and

reported under HTS subheading 0202.30.50.
6 Market share based on landed, duty-paid value.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

Source: Estimated by the staff of the U.S. International Trade Commission from official statistics of the U.S. Depart-

ment of Commerce.

have paid for imports of ethyl alcohol from CBERA

restrictions inherent in the HTS categé?y. Of the

countries would have been 49 percent higher (the adresulting net welfare gains, the largest were for frozen
valorem duty rate adjusted for freight and insurance concentrated orange juice ($4.7 milion to $5.2

charges) without CBERA. Frozen concentrated
orange juice provided the second-largest gain in
consumer surplus ($8.3 million to $11.1 million).
Without CBERA, the price of frozen concentrated
orange juice from CBERA countries would have
been 44 percent higher.

In general, items providing

million) and ethyl alcohol ($2.5 million to $4.6
million). Frozen concentrated orange juice and ethyl
alcohol also had the largest net welfare gains in
199714

the largest gains in consumer surplus also haveEffects on U.S. producers

either the highest column 1-general tariff rates or the

largest volumes of imports from CBERA countries,
or both.

CBERA preferences also reduced U.S. tariff

revenues, offsetting much of the gain in consumer

Estimates of the potential displacement of
domestic production (table 3-5) were small for most

13 Tariff-rate quotas (TRQs) that apply to HTS
subheading 1701.11.10 set maximum sugar import levels
at lower tariff rates both globally and for imports from

surplus. For example, for frozen concentrated orangeindividual countries. Overquota imports are charged much

juice, lower tariff revenues offset 38 percent to 58
percent of the gain in consumer surplus; for ethyl

higher tariffs, which tend to be prohibitive. When
in-quota import quantities are filled, a TRQ is binding,
and imports subject to the TRQ are constrained. Because

alcohol, the offset was 54 percent to 82 percent. Forihe TRQ for sugar is binding, the net welfare associated

many of the other items listed in table 3-4, especially
those items with low column 1-general duty rates,
lower tariff revenues offset nearly all of the gain in
consumer surplus.

Overall, the estimated net welfare effects of
CBERA were small. The gain in consumer surplus
(column A of table 3-4) was greater than the
corresponding decline in tariff revenue (column B) for
all of the products analyzed for which data were
available except for two sugar items: (1) raw cane
sugar, which did not provide a gain in consumer

with duty elimination is composed solely of a transfer of
tariff revenue from the U.S. Treasury to CBERA country
sugar exporters; thus, the price of sugar did not change,
and there was no consequent gain in consumer surplus,
even after CBERA tariff reductions on sugar were
implemented.

Imports of sugar under HTS subheading 1701.11.20
are believed to be re-exported after being refined and/or
included in other products for export. Those imports have
no direct effect on U.S. consumers, and there is no
revenue loss to the Treasury, given U.S. law on sugar
imported for processing and re-export. The U.S. refining
industry benefits from these imports because it allows the
use of excess refinery capacity, and U.S. consumers may
benefit indirectly because of added efficiency in the

surplus because it was subject to a binding tariff-rate refining industry. Sugar imported under this provision

quota, and (2) sugar for processing and re-export

(HTS subheading 1701.11.20), which very likely did
not provide a gain

that is processed and re-exported qualifies for duty
drawbacks—i.e., most duties paid are refunded.
14 See USITCCBERA, Thirteenth Report, 199&ble

to consumers because of 3-4, p. 49.
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Table 3-4

Estimated welfare effects on the United States of leading imports that benefited exclusively from CBERA, 1998

(1,000 dollars)

Gain in consumer Loss in tariff Net welfare
surplus (A) revenue (B) effect (A-B)
Upper Lower Upper Lower Upper Lower

HTS number Description range range range range range range
2402.10.80  Cigars, cheroots and cigarillos containing tobacco, each valued

23 CBNES OF OV it ittt et e et e e e e e e 6,258 6,358 6,103 6,300 155 58
9018.90.80 Instruments and appliances used in medical, surgical, dental or

veterinary sciences, nesi, and parts and accessories thereof ... ... 3,303 3,405 3,179 3,379 124 26
6406.10.65 Uppers & pts. thereof for footwear, nesi, of leather . ................ 1,196 1,200 1,184 1,191 12 8
1701.11.101  Cane sugar, raw, in solid form, w/o added flavoring or coloring,

subjecttoadd. US5toch. 17 ... ... .o 0 0 3,471 3,677 -3,471 -3,677
7113.19.50 Precious metal (o/than silver) articles of jewelry and parts thereof,

whether or not plated or clad with precious metal, nesi ........... 6,186 6,519 5,389 6,002 798 517
0804.30.40 Pineapples, fresh or dried, not reduced in size, in crates or other

PACKAGES o\ttt 1,346 1,355 1,322 1,340 24 15
2905.11.20 Methanol (Methyl alcohol), other than imported only for use in

producing synthetic natural gas (SNG) or for direct use as fuel .... 5,912 6,483 4,600 5,583 1,312 900
7213.91.30  Wirerod of iron or nonalloy steel .......... ... ... ... .. ... ..., 644 650 634 647 10 3
2009.11.00 Orange juice, frozen, unfermented and not containing added spirit . . . 8,2911 1,122 3,141 6,396 5,151 4,726
2207.10.60  Undenatured ethyl alcohol of 80 percent vol. alcohol or higher,

for nonbeverage purposSes ... 9,970 14,380 5,418 11,859 4,552 2,521
2921.43.15  Alpha,alpha,alpha-Trifluoro-2,6-dinitro-N,N-dipropyl-p-toluidine

(Trifluralin) ... ® ) @) ® ® ®
0710.80.97  Vegetables nesi, uncooked or cooked by steaming or boiling in water,

frozen, reduced INSiZe ...... ...ttt ©) ©) ©) ©) 3 3
6210.10.50 Nonwoven disposable apparel designed for use in hospitals,

CliNICS, BIC. ..ottt 887 915 843 899 44 17
1701.11.20*  Cane sugar, raw, in solid form, to be used for certain polyhydric

alcohols .. - - - - - -
2401.20.85° Tobacco, partly or wholly stemmed/stripped, threshed or similarly

processed, not from cigar leaf , described in addl US note 5 to

Ch. 24 1,756 1,910 1,472 1,751 283 159
8533.40.80 Electrical variable resistors, other than wirewound, including

rheostats and potentiometers ............. ... .. i, 536 549 509 535 27 14
0202.30.505  Frozen boneless beef, except processed ......................... 711 724 678 704 33 20
0714.10.20 Cassava (manioc), fresh, chilled or dried, whether or not sliced or

inthe formof pellets .. ...t 6 Q) Q) Q) Q) Q)
0201.30.5065  Fresh or chilled boneless beef, except processed ................. - - - - - -
4202.21.90 Handbags, with or without shoulder strap or without handle, with

outer surface of leather, composition or patent leather, nesi,

OVEN $20 Ba. oottt 287 292 277 285 11 7

See footnotes at end of table.



Table 3-4— Continued
Estimated welfare effects on the United States of leading imports that benefited exclusively from CBERA, 1998

1 Raw sugar imports of this category are subject to U.S. tariff-rate quotas; therefore, the net welfare effect from a tariff elimination on these imports is composed solely
of a transfer of tariff revenue for the U.S. Treasury to sugar exporters. Because the quotas set maximum U.S. import levels, no U.S. shipments are displaced following a
tariff reduction.

2 Welfare and displacement effects were not calculated because there was no U.S. production in 1998.
3 Welfare and displacement effects were not calculated because of unavailability of U.S. production data.

4 Most raw sugar imported under this HTS subheading is re-exported either as refined sugar or in sugar-containing products, which would qualify for a duty drawback.
Therefore, there is no effect on U.S. consumers and no loss of tariff revenues.

5 Although cigarette tobacco imports are subject to tariff-rate quotas, indications are that they are not binding for CBERA countries.

6 Analysis for HTS subheadings 0201.30.50 and 0202.30.50 is combined under HTS subheadings 0202.30.50. Although beef imports are subject to tariff-rate
quotas, indications are that they are not binding for CBERA countries.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

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



Table 3-5

Estimated displacement effects on the United States of leading imports that benefited exclusively from CBERA, 1998

Reduction in domestic shipments

Value Share
u.s.
domestic Upper Lower Upper Lower
HTS number Description shipments range range range range
1,000 dollars —— Percent —

2402.10.80  Cigars, cheroots and cigarillos containing tobacco, each valued 23 cents

L0 0 - 212,000 6,821 1,892 3.22 .89
9018.90.80 Instruments and appliances used in medical, surgical, dental or veterinary

sciences, nesi, and parts and accessories thereof ............... ... .. ... .... 5,300,000 12,781 1,419 .24 .03
6406.10.65 Uppers & pts. thereof for footwear, nesi, ofleather . ............................ 872,000 877 0 .10 0
1701.11.101  Cane sugar, raw, in solid form, w/o added flavoring or coloring, subject to add.

US 510 Ch. 7 3,500,000 0 0 0 0
7113.19.50 Precious metal (o/than silver) articles of jewelry and parts thereof, whether or

not plated or clad with precious metal, nesi ............ ... ... ... .. .. 1,999,755 8,668 2,885 43 14
0804.30.40 Pineapples, fresh or dried, not reduced in size, in crates or other packages ....... 59,728 2,573 1,479 4.31 2.48
2905.11.20 Methanol (Methyl alcohol), other than imported only for use in producing

synthetic natural gas (SNG) or for directuse asfuel ......................... 698,000 23,282 12,047 3.34 1.73
7213.91.30 Wire rod of iron or nonalloy steel . .......... . i 1,999,020 1,111 96 .06 ®
2009.11.00 Orange juice, frozen, unfermented and not containing added spirit ............... 1,110,714 50,861 26,065 4.58 2.35
2207.10.60 Undenatured ethyl alcohol of 80 percent vol. alcohol or higher, for

NONDEVErage PUIPOSES . vttt ettt ettt e ettt et e et a e 1,873,040 29,143 705 1.56 .04
2921.43.15  Alpha,alpha,alpha-Trifluoro-2,6-dinitro-N,N-dipropyl-p-toluidine

(Trfluralin) .. ©) ©) ©) ) &)
0710.80.97  Vegetables nesi, uncooked or cooked by steaming or boiling in water, frozen,

reduced iN SIZE .. ... ettt * * * ) *
6210.10.50  Nonwoven disposable apparel designed for use in hospitals, clinics, etc. ......... 350,000 1,195 0 .34 0
1701.11.20°  Cane sugar, raw, in solid form, to be used for certain polyhydric alcohols ......... - - - - -
2401.20.855  Tobacco, partly or wholly stemmed/stripped, threshed or similarly processed,

not from cigar leaf , described in addlUS note 5toch.24 .................... 3,091,000 7,190 3,384 .23 A1
8533.40.80 Electrical variable resistors, other than wirewound, including rheostats and

POLENtIOMEIEIS . ... 185,000 829 276 .45 .15
0202.30.507  Frozen boneless beef, except processed .. ........c.ouurr e, 2,350,576 3,136 1,703 13 .07
0714.10.20 Cassava (manioc), fresh, chilled or dried, whether or not sliced or in the

form of Pellets . ... ... . * * * * *
0201.30.507  Fresh or chilled boneless beef, except processed .............c.c.ovviiniein... - - - - -
4202.21.90 Handbags, with or without shoulder strap or without handle, with outer surface

of leather, composition or patent leather, nesi, over $20ea. ................... 101,700 347 187 .34 .18

See footnotes at end of table.



Table 3-5— Continued
Estimated displacement effects on the United States of leading imports that benefited exclusively from CBERA, 1998

1 Raw sugar imports of this category are subject to U.S. tariff-rate quotas. Because the quotas set maximum U.S. import levels, no U.S. shipments are displaced
following a tariff reduction.

2 Less than 0.005 percent.
3 Welfare and displacement effects were not calculated because there was no U.S. production in 1998.
4 Welfare and displacement effects were not calculated because of the unavailability of U.S. production data.

5 Most raw sugar imported under this HTS subheading is re-exported either as refined sugar or in sugar-containing products, which would qualify for a duty drawback.
Therefore, there is no comparable domestic production to be displaced.

6 Although cigarette tobacco imports are subject to tariff-rate quotas, indications are that they are not binding for CBERA countries.

7 Analysis for HTS subheadings 0201.30.50 and 0202.30.50 is combined under HTS subheadings 0202.30.50. Although beefimports are subject to tariff-rate quo-
tas, indications are that they are not binding for CBERA countries.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

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



of the individual sector¥® The analysis indicates Commission’s request for information regarding new
that the largest potential displacement effects wereor expansion investments in CBERA-eligible

for frozen concentrated orange juice (an estimatedproducts that could result in new or increased
2.4 percent to 4.6 percent of U.S. domestic exports to the United States under CBERA. This
shipments displaced, valued at $26.1 million to information is provided below, along with general

$50.9 million), pineapples (2.5 percent to 4.3 percent information on investment activity in Central

displaced, valued at $1.5 million to $2.6 million), America and the Caribbean. In addition, the U.S.
methanol (1.7 to 3.3 percent displaced, valued atEmbassies in Honduras and Nicaragua provided
$12.0 million to $23.3 million), and higher priced information about the effects of Hurricane Mitch on

cigars (0.9 percent to 3.2 percent displaced, valuedexports.

at $1.9 million to $6.8 million). However, the

estimated displacement share for the majority of the

products benefiting exclusively from CBERA was Central America
less than 1.0 percent, even in the upper range of

estimates. According to the U.S. Embassy in Belize, direct

investment in Belize in 1998 totaled $14.9 milligh.
Of this total, the agro-processing industry represented
$4.75 million, and agriculture, including citrus,
PrObable FUtU re EffeCtS Of represented $950,500 in investment in 1998.
CBERA Investments undertaken as a direct result of CBERA
. ) ] ) totaled at least $5.6 million; those investments
As previously reported in this series, most of the ,ccurred in the citrus and papaya industHes.

effects on the U.S. economy and consumers of the ) o )
Costa Rica reported $531 million in FDI in 1998.

one-time elimination of import duties under CBERA )
occurred within 2 years of the program’s About 35 percent of all investment was accounted for

implementation in 1984. Other effects were expected by the hardware industry and the electronics industry,
to occur over time as a result of an increase inincluding a major investment by microprocessor
export-oriented investment in the region.  Such producer Intel.  Besides Intel, particularly large
investment in new production facilities or in the investments in products eligible for CBERA were
expansion of existing facilities may rise in response to made by Abbott Laboratories ($40 million in medical
the availability of CBERA tariff preferences. devices) and by Babyliss ($38.3 million in small
Therefore, the Commission continues to monitor electrical appliancesf) For a complete overview on
CBERA-related investment in the Caribbean Basin, investment activity, see the case study on Costa Rica
using investment expenditures as a proxy for future in chapter 4.

trade effects of CBERA on the United States. The U.S. Embassy in El Salvador reported that at
Although official foreign direct investment (FDI) least $11 million in investment was directly
statistics show that FDI in the region is growing attributable to CBERA and the apparel special-access
significantly!® it is difficult to isolate trends in  program. In a survey of 30 companies in El Salvador
investment in CBERA-eligible products alone. As a conducted by the U.S. Embassy, one-third of all
result, information on CBERA-related investment companies questioned responded that their projects
activity and trends during 1998 was obtained from a would not have been undertaken in the absence of
field visit to Costa Rica, U.S. embassies in the CBERA. Although most of the products shipped are
Caribbean Basin, and various published sources. certain types of textiles, which are generally not

beneficiary  countridd  responded to the Percent consists of other products, including, among
others, capacitors; ethanol; cartons and plastic bags;

15U.S. market share, ad valorem equivalent tariff rate,

and elasticity of substitution between beneficiary imports 18 U.S. Department of State telegram, “USITC Annual
and competing U.S. production are the main factors that Caribbean Basin Investment Survey,” message reference
affect the estimated displacement of U.S. domestic No. 668, prepared by U.S. Embassy, Belize, June 10,
shipments. In general, the larger the CBERA share of the 1999.
U.S. market, ad valorem equivalent tariff rate, and 19 Taken from a facsimile transmission received by
substitution elasticity, the larger the displacement of USITC staff from the U.S. Embassy, Belize, dated June
domestic shipments. 14, 1999.
16 See table 4-3 in ch. 4, which shows foreign direct 20 J.S. Department of State telegram, “USITC Annual
investment in CBERA beneficiaries from 1986 to 1997. Caribbean Basin Investment Survey,” message reference
17 The U.S. Embassy in Curacao represents both No. 1410, prepared by U.S. Embassy, San Jose, June 1,
Aruba and the Netherlands Antilles. 1999.
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metal and wood products, including jewelry boxes; in fisheries, mining, and agricultural products stand
and fresh and frozen vegetables, including meféns. to gain the most from access to the U.S. market
through CBERA.

According to the U.S. Embassy in Nicaragua,
“Flooding from Hurricane Mitch caused significant
damage to the export sector: total exports in 1998

CBERA-related investment in Honduras was
strong in 1998. According to the national maquila
association, about $1.05 billion in both national and
foreign investment was made in Honduras in 1998 in dropped by 27 percent compared to 19%7."

the maquila (temporary.agmissi_on) sector as a directyonraditional exports declined by 55 percent during
result of CBERA benefitd? This industry focuses 1998 The hurricane destroyed dozens of bridges and
mostly on apparel assembly, however, and rpads, with damages of roughly $600 million.

consequently is not eligible for CBERA tariff |ndustries facing particularly severe setbacks include
preferences. The Central Bank of Honduras estimatedshrimp farming, beans, rice, and livestdék.

$72.3 million in FDI in nonmaquila CBERA-related The Government of Panama reported that

industries in 1998, with $43.8 million in the jnyestment in nontraditional fruits, including melons,
manufacturing industry. totaled at least $250,000. There was only negligible
The U.S. Embassy in Honduras also provided investment in CBERA-related industries in free-trade

information regarding the effects of Hurricane Mitch Z0Nes (FTZs§!

on Honduras' exporting industries. The country’s The U.S. Embassy in Guatemala was not able to
agricultural sector was the most devastated by thecollect information regarding investment in
hurricane, with losses of about $800 million. CBERA-related industries. The Embassy noted that
Nontraditional agricultural products most affected by nontraditional exports, particularly nontraditional
the hurricane included shrimp (with losses of $43 agricultural products, have been an increasingly
million), melons ($13 million), milk products ($90 important part of Guatemala’s export mix; estimates
million), palm oil ($38 million), sugar cane ($65 of 1998 nontraditional exports amounted to $1,394
million), livestock ($55 million), and basic grains million.28

($75 million). The manufacturing sector registered

losses of approximately $75 million. Damage to the The Caribbean

magquila sector, however, was negligibfe. According to the U.S. Embassy in the Dominican

The U.S. Embassy in Nicaragua reported that total Republic, the Dominican National Free Zones Council
foreign investment in Nicaragua in 1998 was $643 approved about $53 million in investment in 47 new
million, less than the $753 million recorded in 1997 business starts in 18 different free-zone parks between
but much more than in the early 1990s. RegardingJuly 1998 and May 1999. Of these, at least 12 new
this amount, the U.S. Embassy wrote: “It is difficult

investment projects, totaling $32 million, cover
to accurately determine whether certain investmentsprOdUCts with the potential for export to the United
are a result of CBERA.... What is clear is that foreign

States under CBERA, including shoes, cigars, jewelry,
investment is promoted by the relatively easy accessluggage’ and leather goods. In addition, the Embassy
to the U.S. market?* Although much investment is

wrote, “the number of new companies devoted to
. o oo o run-of-the-mill textile manufacturing slowly [has
in the textiles industry, which is generally not eligible declined] as a percentage of total investment
for CBERA tariff preferences, CBERA-related |, hereas] the number of companies providing service
industries today are receiving a relatively greater i, giher free zone companies or outside the free zones
amount of investment than in the early 1990s. g growing.2®  Although specific statistics on
According to the U.S. Embassy, companies involved

25 |bid.

21yU.S. Department of State telegram, “USITC Annual 26 |pid.
Caribbean Basin Investment Survey,” message reference 27U.S. Department of State telegram, “USITC Annual
No. 1866, prepared by U.S. Embassy, San Salvador, June Caribbean Basin Investment Survey,” message reference
8, 1999. No. 2122, prepared by U.S. Embassy, Panama, June 3,

22J.S. Department of State telegram, “USITC Annual 1999
Caribbean Basin Investment Survey,” message reference 28 .S. Department of State telegram, “USITC Annual
number 2023, prepared by U.S. Embassy, Tegucigalpa, Caribbean Basin Investment Survey,” message reference
June 16, 1999. No. 1653, prepared by U.S. Embassy, Guatemala, May,

23 |bid. 1999,

24U.S. Department of State telegram, “USITC Annual 29 U.S. Department of State telegram, “USITC Annual

Caribbean Basin Investment Survey,” message reference Caribbean Basin Investment Survey,” message reference
No. 1739, prepared by U.S. Embassy, Managua, June 18, No. 3131, prepared by U.S. Embassy, Santo Domingo,
1999. July, 1999.
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expansion-related investments were not available, theand glassware invested $245,000 in 1398.The
Embassy noted that significant expansions were U.S. Embassy in Trinidad and Tobago was not able
made by companies producing electronics andto provide any figures on investment during 1998.
medical products in 1998. The report also indicated However, the Embassy did report that the Central
that improvements in electricity generation, including Bank of Trinidad and Tobago advised that direct
the recent capitalization of the state-owned electricity U.S. investment in CBERA-related products was
company, have encouraged more energy-intensivevery limited in 1992
operations and are likely to encourage more
investment in the futuré? CBERA is likely to continue to have minimal
The U.S. Embassy in Jamaica reported that total future effects on the U.S. economy in general. As
investment in Jamaiceuring 1998 was $63 million.  described in chapter 2 of this report, the share of total
Of this total, approximately 25 new investment U.S. imports made up of imports from CBERA
projects, valued at $43.2 million, could benefit from countries in 1998 was small (1.9 percent) and the
CBERA. Major new investors that have the potential share made up of imports that benefited exclusively
to benefit from CBERA include those in the from CBERA in 1998 was even smaller (less than 0.2
manufacturing industry, such as manufacturers of percent). The probable future effect of the new
motors, bedding, and furniture, and those in investment identified in CBERA beneficiaries is also
agricultural-related industry, including bottling and likely to be minimal in most economic sectors.

edible oils and fats.
o ] 31U.S. Department of State telegram, “USITC Annual
Extensive investment figures for 1998 were not Caribbean Basin Investment Survey,” message reference

available for Haiti or Trinidad and Tobago. No. 1549, prepared by U.S. Embassy, Port Au Prince,

. . . . June 8, 1999.
Accord.mg to th_e U.S. Embassy_m H"fm" companies 32U.S. Department of State telegram, “USITC Annual
producing nightgowns, children’s apparel, Caribbean Basin Investment Survey,” message reference
No. 953, prepared by U.S. Embassy, Port of Spain, June
30 Iid. 8, 1999.
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CHAPTER 4
Case Study on Costa Rica

The case study on Costa Rica was used toMitch.2 Inflation fell slightly, from 13.3 percent in
examine the effectiveness of CBERA in achieving its 1997 to 11.6 percent in 1998.
goal of promoting export diversification and The

: . . burden of internal government debt
export-led growth in beneficiary countries. Costa

Rica’ : d trad . : 1980continued; the cost of servicing it was over 30 percent
ica’s economic and trade periormance since of central government revenues in 1997. To reduce

and  its hrelationsh]jfp t? CIBEfRA dwere g analyzed. yhis dent, the new government that entered office in
Facto:jst a'tbmc?y.a legF evisp trade an Il.nvestmergthay 1998 proposed the concession or sale of large
were described, including the investment climate and e monopolies  in  the  electricity,

investment- and export-promotion programs. telecommunications, and insurance sedors.

Costa Rica was selected as a case study because ffowever, privatization efforts have been under way
consistently has been the second-largest CBERAfOr years, and progress remains slow. As of spring
beneficiary, accounting for 23 percent of U.S. imports 1999, constitutional  reforms  that would ~ permit
under CBERA in 1998. In addition, Costa Rica’s COmpetition in the electricity, telecommunications, and
economy outperformed most others in the region in insurance sectors remain blocked by Congtess.

in high-technology industry. Law, which entered into effect in early 1998, permits

state-owned companies to grant concession contracts
Information for the case study was drawn to the private sector for public infrastructure and
primarily from a field visit to the country and from services projects, such as highway and bridge
U.S. Government and other published sources. Theconstructiorf
case study should not be considered representative of

the CBERA region as a whole. Costa Rica has a relatively open trade regime and

is strongly dependent on trade. In 1998, the value of
total trade (exports and imports) was effectively

equivalent to the value of GOP.The country acceded

to the GATT in 1990 and was a founding member of

Economic and Trade the WTO. Under the Uruguay Round, Costa Rica
agreed to bind tariffs in 1999 at 50 percent on most
Performance goods, except selected agricultural commodities. In

Costa Rica’'s economy grew 6.2 percent in 1998, 2 Ibid., pp. 51-52.

e : : 3 Economist Intelligence Unit,atin American
second only to the Dominican Republic among Latin Business Intelligence'Country Report,” Feb. 22, 1999.

American cou_ntrieé. Substantiql foreign investment 4U.S. Department of Commerc€psta Rica: Country
and expanding exports, driven partly by the Commercial Guidgfound at Internet address
establishment of microchip manufacturer Intel, http//www.state-usa.govetrieved July 4, 1999.

. : 5 Business Monitor International Ltd.atin America
spurred the economy. Growth in the manufacturing wonitor, Central AmericaApr. 1999, p. 7.

sector (particularly Intel) was exceeded only by 6 CINDE, “Costa Rica's Legislature Approves
construction and some  services. Agricultural Concession Law for Public Works and Servicedlash

: News found at Internet address
performance, though stronger than In 1997’_ was http://www.cinde.or.cr/pub/newsetrieved July 6, 1999;
adversely affected by both El Nino and Hurricane and U.S. Department of Commere@psta Rica: Investor

Attitude StudyNov. 1998.

1 United Nations, Economic Commission for Latin 7 U.S. Department of State telegram, “Growth and
America and the CaribbeaPRyeliminary Overview of the Trade Roundup For Costa Rica’s Economy,” message
Economies of Latin America and the Caribbean, 1998 reference No. 669, prepared by U.S. Embassy, San Jose,
83. Based on preliminary figures. Mar. 16, 1999.
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addition, it eliminated quantitative restrictions and fell only slightly. The increasing importance of the
requirements for import licenses and perrits. United States as a trading partner probably reflects
the growth over the period of U.S. investment in

. . . Costa Rican production-sharing operations and
regionally. It is a member of the Central American free-trade zones. Analysis of the top items in

Common  Market ~ (CACM), ~ which includes i 0001 trade suggests that many of the largest U.S.
Guatemala, El Salvador, Honduras, and Nicaragua.gynorts to Costa Rica, such as textiles and apparel
With the exception of primarily agricultural products, and electrical components, are transformed into new

there are no duties on products traded amongproducts that are re-imported by the United States.
members. The CACM has a free-trade agreement

with the Dominican Republic. Costa Rica also has a ~ U.S. imports from and exports to Costa Rica grew
free-trade arrangement with Mexico and is negotiating gradually from 1980 to 1998 (table 44). The
free-trade agreements with Panama and Chile. CostdJnited States registered a trade deficit with Costa
Rica has strongly supported the initiative to form a Rica throughout most of the period.

Free Trade Agreement of the Americas (FTAA) by . .

2005. From May 1997 to April 1998, Costa Rica The composition of Costa Rican exports to the

served as the pro tempore president in the FTAA world diversified significantly from 1980 to 1997
process (figure 4-3). In 1980, food and live animals

accounted for 64 percent of Costa Rican exports. In

1997, this category remained the largest among

. exports, but represented just 46 percent of total

Trends in Trade exports. Whereas coffee was the largest food export
in 1980, exports of fruits and vegetables rose over 460

During the period 1980-97, total Costa Rican norcent to become the largest food export in 1997,
trade grew nearly 230 percent. After initial declines, accounting for 65 percent of total exports. Apparel

both exports and imports grew gradually over the ¢ e second-largest export in 1997, rising from 2
period (table 4-1). Costa Rica registered a trade o cont of total exports in 1980 to nearly 20 percent
deficit throughout most of the period, but registered a ;, 1997 The relative importance of exports of
surplus in 1997. machinery and transport equipment also rose
The United States is Costa Rica’s largest trading substantially, from 4 percent of total exports in 1980
partner. Indeed, the importance of the United Statesto 9 percent in 1997, reflecting large increases in
as a destination for Costa Rica’s exports grew steadilycomponents of telecommunications apparatus and
throughout the period; the United States accounted forelectrical apparatus and components. The export
36 percent of Costa Rica's exports in 1980 and 54 share of miscellaneous manufactured articles rose
percent in 1997 (figure 4-1). Costa Rican exports to slightly, from 4 percent in 1980 to 6 percent in 1997,
the EU and the rest of the world (ROW) remained reflecting primarily increases in medical instruments,
fairly stable over the period, but the share destined forjewelry, and travel handbags.
Latin America and the Caribbean (LAC) declined

from 33 percent in 1980 to 14 percent in 1997. Because over half of Costa Rica’s exports are
destined for the U.S. market, shifts in the composition

_ Costa Rican imports followed fairly similar trends o costa Rica’s exports to the United States between
(figure 4-2). The relative importance of the United 19g0 and 1997 reflect the changes in composition of

States as a source for Costa Rican imports also greWiqg| exports described above, except that the changes
the United States accounted for 34 percent of Costa;

N : ! in the bilateral relationship tend to be more
Rica's imports in 1980 and 54 percent in 1997. The ,onqunced. The share of Costa Rican exports to the

share of Costa Rican imports supplied by LAC ypjted States accounted for by food and live animals
declined from 37 percent in 1980 to 28 percent in geclined significantly, from 84 percent in 1980 to 37
1997, and the shares from both the EU and the ROWpercent in 1997, but those items continued to

represent the largest export category. Apparel

Costa Rica has also opened its trade regime

8 For more information on Costa Rica’s trade regime,

see USTR,1999 National Trade Estimate Report on represented the second-largest export in 1997, rising
Foreign Trade Barrierspp. 77-81.

9°U.S. Department of Commerc€psta Rica: Country 10 Both tables 4-1 and 4-2 show trade between Costa
Commercial Guidefound at internet address Rica and the United States, but the data do not match
http://www.state-usa.govetrieved July 4, 1999; and exactly because the sources of the data are different.
CINDE, “Unexplored Business Opportunities in Costa Statistical differences result for a variety of reasons, such
Rica,” found at Internet address as timing differences, valuation differences, and the
http://www.cinde.or.cr/inv_oppretrieved May 27, 1999. handling of transshipments.
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Table 4-1

Costa Rica: Total exports, total imports, direction of trade, and trade balance, 1980-97

Exports Imports Trade balance

Year Total us EU LAC ROW Total us EU LAC ROW Total

1,000 dollars Percent of total 1,000 dollars Percent of total 1,000 dollars
1980..... 1,110,482 36 25 33 6 1,511,514 34 12 37 17 -401,032
1981 ..... 1,075,728 35 24 34 7 1,171,520 35 14 37 15 -95,792
1982..... 947,555 36 27 28 9 873,701 39 12 41 8 73,854
1983..... 932,578 35 27 29 9 981,522 41 12 37 10 -48,944
1984 ... .. 1,034,019 39 26 26 9 1,086,375 39 14 34 13 -52,356
1985..... 1,011,513 43 24 22 11 1,121,150 36 16 32 16 -109,637
1986..... 1,208,314 46 29 17 9 1,188,535 41 15 27 18 19,779
1987 ..... 1,239,566 47 27 16 11 1,469,532 42 14 26 18 -229,966
1988 ..... 1,277,033 44 30 17 10 1,502,901 43 12 31 13 -225,868
1989 ..... 1,550,515 49 27 15 8 2,016,333 49 11 27 14 -465,818
1990..... 1,571,329 49 28 15 8 2,255,447 51 11 22 16 -684,118
1991 ..... 1,746,546 50 27 16 7 2,331,882 51 10 23 15 -585,336
1992 ... .. 1,959,074 52 24 19 5 2,895,376 52 12 21 15 -936,302
1993 ..... 2,082,260 47 26 21 6 3,431,493 50 12 22 16 -1,349,233
1994 ... .. 2,426,521 46 30 18 6 3,587,970 53 10 24 13 -1,161,449
1995 ..... 3,036,002 46 28 17 9 3,669,430 50 13 27 10 -633,428
1996 .. ... 3,169,300 41 29 21 9 4,061,297 54 10 27 10 -891,997
1997 ... .. 4,639,458 54 21 14 12 3,938,777 54 10 28 8 700,681

Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, CD-ROM, 1999.



Figure 4-1
Costa Rica, exports, by destination, 1980-97
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Source: Based on data in table 4-1.

Figure 4-2
Costa Rica, imports, by source, 1980-97
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Table 4-2
Costa Rica: U.S. imports, U.S. exports, and trade balance, 1980, 1984, 1988, 1992, 1997, and 1998
(Million dollars)

Year Imports Exports Trade balance

1980 ..o 357 493 136
1984 ... 469 418 -51
1988 .. 778 684 -94
1992 .. 1,402 1,318 -84
1996 .. 1,963 1,778 -185
1997 . 2,322 1,963 -359
1998 .. 2,742 2,190 -552

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

from just 1 percent of exports to the United States in One of Costa Rica’s major attractions as a
1980 to 35 percent in 1997. The relative importance destination for investment is its skilled, well-educated,
of exports of machinery and transport equipment, aseasily trained, and productive workforce, which is
well as misqellaneous manufactured articles, a|30increasingly a draw for investment in high-tech
rose substantially between 1980 and 1997. operations. The Costa Rican Government has long
supported public education and has strongly
emphasized improving high-tech education and

|nvestment C“mate and English language skil/%3

. U.S. investors noted that infrastructure in Costa
EXpOI't Pr0m0t|0n Rica is adequate, particularly telecommunications and
power generation. However, roads, ports, and airports
increasingly need upgrades. In addition, some U.S.
companies indicated that Costa Rican ports are
expensive compared with other ports in Latin

Costa Rica offers investors a long history of
political, economic, and social stability; a strategic
location between two continents with access to two

oceans; ~a  productive  workforce; adequate smericals The major Costa Rican airport is now
infrastructure; special incentives to operate in undergoing a $200 million renovatidd
free-trade zones; a transparent legal system; and a '

relatively open, nondiscriminatory foreign investment Costa Rica currently administers one major export
regime. Costa Rica generally accords national incentive program: tax exemptions for operating in
treatment to foreign investments and allows FTZs. U.S. investors support proposed changes to the
unrestricted remittances, free currency conversion, andFTZ regime, which include an extended period of
binding international arbitration of investment income tax exemption for companies that make

disputes. Costa Rica is currently developing additional investment, increased benefits for
alternative dispute resolution options to facilitate the investments in less developed regions, and provisions
resolution of commercial disagreeme}ﬂts_ to allow some domestic sal&%. Costa Rica offered

N ) , _ two other export incentive programs in the
There are few significant barriers to investment in past-export contract and temporary admission
Costa Rica. Some sectors remain reserved to the(maquila). Under the export contract system,
state, for example, electricity, telecommunications,
petroleum, and insurance. Also, Costa Rica is listed 13 U.S. Department of Commerc€psta Rica:
on USTR’s watch list of countries to be monitored for Investor Attitude StugyNov. 1998; and public- and

. : : private-sector representatives, USITC staff interviews, San
IPR protection because of its alleged madequateJose’ June 11 and 14, 1999,

protection of copyrights and deficient patent few. 14 U.S. Department of Commerc€psta Rica:
Investor Attitude StudyNov. 1998.

11 U.S. Department of Commerc€psta Rica: 15 CINDE, “Costa Rica: A Newcomer in the World of
Country Commercial Guigeound at Internet address High Tech,” Costa Rica Investment Newsund at
http://www.stat-usa.gowetrieved July 4, 1999; and U.S. Internet address
Department of Commerc&osta Rica: Investor Attitude http://www.cinde.or.cr/pub/newsletter/october1998
Study Nov. 1998. retrieved May 27, 1999.

12 YSTR, “USTR Announces Results of Special 301 16 U.S. Department of Commerc€psta Rica:

Annual Review,” press release, Apr. 30, 1999. Investor Attitude StugdyNov. 1998.
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Figure 4-3
Costa Rica: Composition of exports, 1980 and 1997

1980 — Costa Rican exports to the world 1997 — Costa Rican exports to the world

Food and live animals 64% All other 14%

Manufactured goods

Food and live animals 46%

| ;
classified by material 12% Apparel 20%
All other 15% Miscellaneous manufactured
articles 6%
A [ 204 Mac_hinery and
pparel 27 transport equipment 9%
Miscellaneous manufactured
articles 4% Manufactured goods
- classified by material 6%
Machinery and transport
equipment 4%

1980 — Costa Rican exports to the United States 1997 — Costa Rican exports to the United States

Food and live animals 83% All other 5%

All other 15%
Machinery and
i 0,
transport equipment 2% Apparel 35%
Miscellaneous manufactured
articles 8%
Machinery and
transport equipment 12%
Manufactured goods
classified by material 4%
Food and live animals 37%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, 1980-97, CD-ROM, 1999.



exporters received tax credits equivalent to 15 continue to provide a favorable investment climate
percent of the value of nontraditional exports. This and to respond to economic problems as they
program, however, was closed to new companies inarise?! According to one company official, Costa

1996 and is being phased out by September 1999 forRica “is consistent in actually delivering what they

companies already operating under the program.announce as investment conditioRs.”

The legislation allowing maquila enterprises also

lapsed in 1996, but maquilas located in FTZs

continue to receive the same benéfits.

Procomer, the Costa Rican Foreign Trade InveStment ACtIVIty

Corporgtion, is the official .entity requnsible for the Foreign direct investment (FDI) in Costa Rica has
promotion of exports and investment in Costa Rica. jncreased steadily and significantly throughout the
Procomer promotes exports thr'ough commercial fairs, 19gpg (table 4-3). In 1997, Costa Rica ranked first
trade missions, and marketing support and by among CBERA beneficiaries as a recipient of FDI. In
generating and disseminating a wide range of trade1ggg, Costa Rica registered an estimated $531.1
information. It operates a one-stop shop for both mjjlion in FDI; over one-quarter was accounted for by
exporters and importers, where it provides information an investment by Intel Corporation, and another 20
and advice on the procedures and documents relateqr,ercent was directed toward the banana s&&tor.

to exporting and importing.  Procomer promotes |ntel's investment represents the largest FDI in Costa
investment in Costa Rica abroad and advises foreignRrica’s history.

investors on specific projects. . ) L .
The United States is the largest foreign investor in

CINDE (Costa Rica Investment and Trade Costa RicZ* U.S. investment amounted to $418.6

Development Board), a nonprofit organization, is also Million and accounted for 78 percent of total FDI in
dedicated to promoting investment in Costa Rica. It Costa Rica in 1998. U.S. investment in industry,
targets investment by larger firms (of more than $1 including electronics and textiles, accounted for an
million with at least 50 employees) in industry and ©Stimated 79 percent of total U.S. FDI; agriculture,
services. CINDE advises foreign investors on including bananas, fruits, ornamental plants, and

logistics and human capital and serves as a mediatoMV00d, accounted for 9 percent; and tourism and other
between the Government and investors when S€rvices accounted for the remaining 12 peréent.

substantive issues arise. CINDE operates an office in

- : : A large portion of FDI in industry, including
New York to provide assistance to investbts.

Intel’'s, is directed to FTZs. The manufacturing

] sectors represented in FTZs include textiles and
The Costa Rican Government and CINDE have gnnarel,  electronics, metallurgy, medical devices,

been credited with helping to make Costa Rica an ggriculture and agroindustry, and jewelfy. Table 4-4

attractive investment site. In a major study examining shows how FTZs have grown over the period 1986-98
Intel's decision to invest in Costa Rica, CINDE’s in exportsl investment, number of Companies' and
well-prepared,  targeted  approach and the nymper of employees.  Between 1997 and 1998,
Government’s strong commitment were cited as being jnyestment in EFTZs grew 31 percent, to $639.4

very important in Intel's decisiof? Separately,  milion. As of June 1999, there were 218 companies
during fieldwork in Costa Rica, U.S. embassy officials

indicated that U.S. investors regularly express
confidence in the Costa Rican Government to

21 U.S. Embassy officials, USITC staff interview, San
Jose, June 11, 1999.

22 CINDE, Flash News March 1998, found at
Internet address
http://www.cinde.or.cr/pub/news/mar98508_m.html,
retrieved July 6, 1999.

23 Ministerio de Comercio Exterior (COMEX),
preliminary estimates, March 1999.

24 U.S. Department of Commerc€psta Rica:
Country Commercial Guidgound at Internet address
http://www.stat-usa.gowetrieved July 4, 1999.

17 U.S. Department of Commerc€psta Rica:
Country Commercial Guideound at Internet address
http://www.stat-usa.gowetrieved July 4, 1999.

18 Procomer, “Costa Rican Foreign Trade
Corporation,” pamphlet.

19 Representatives of CINDE, USITC staff interview,
San Jose, June 11, 1999.

20 Debora Spar, Foreign Investment Advisory Service
(a joint facility of the International Finance Corporation
and the World Bank)Attracting High Technology
Investment, Intel's Costa Rican Plai@ccasional Paper
11, April 1998.

25 Ministerio de Comercio Exterior (COMEX),
preliminary estimates, March 1999.

26 .S, Department of Commerc€psta Rica :
Country Commercial Guidgound at Internet address
http://www.stat-usa.gowetrieved July 4, 1999.
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Table 4-3
Foreign direct investment inflows, by host regions and by economies, 1986-97
(Million dollars)

1986-91
(annual

Host region/economy average) 1992 1993 1994 1995 1996 19971
World .................. 159,331 175,841 217,559 242,999 331,189 337,550 400,486
Developing countries .. .. 29,090 51,108 72,528 95,582 105,511 129,813 148,944

Latin America and the
Caribbean ............ 9,460 17,611 17,247 28,687 31,929 43,755 56,138
CBERA ................ 691 1,348 1,542 2,075 2,090 2,203 2,571
Antigua and Barbuda .. 42 20 15 25 32 19 28
Aruba ................ 53 -37 -18 -73 -6 85 196
Bahamas ............. 7 - 27 23 107 87 89
Barbados............. 9 14 9 13 12 13 18
Belize ................ 12 16 9 15 21 22 23
CostaRica ........... 118 226 247 298 396 410 500
Dominica ............. 13 21 13 22 54 18 20
Dominican Republic ... 105 180 225 360 404 394 250
El Salvador ........... 17 15 16 23 38 25 41
Grenada ............. 12 23 20 19 20 18 22
Guatemala ........... 127 94 143 65 75 77 130
Guyana .............. 3 147 70 107 74 81 90
Haiti ................. 5 -2 -3 - 7 4 3
Honduras ............ 44 48 27 35 50 63 80
Jamaica .............. 61 142 78 117 167 175 180
Netherlands Antilles ... 31 40 11 22 10 11 17
Nicaragua ............ - 15 39 40 70 85 92
Panama.............. -115 139 156 354 179 238 340
St. Kitts and Nevis . . ... 25 13 14 15 20 17 25
St.Lucia ............. 29 41 34 32 30 23 45

St. Vincent and the
Grenadines ......... 8 15 31 47 31 18 42
Trinidad and Tobago .. 85 178 379 516 299 320 340

1 Estimated by UNCTAD.
Source: UNCTAD, FDI/TNC database found in World Investment Report 1998: Trends and Determinants.

in 9 FTZs, of which 174 were active, that is, not Intel intends to construct a total of four plants,
setting up or closing dowAY. which are expected to employ 3,500 work&ts.

A significant amount of new investment in Costa

Intel first announced its plans to invest in Costa Rjca reflects companies that have been established to
Rica in 1996. Construction began in 1997, and supply and service Intel, rather than to export their
production commenced in early 1998. Intel's own products. However, a thriving industrial base,
investment in Costa Rica is expected to reach $500including some high-technology companies, existed in

million when the project is complete and to generate 28 . . .
Intel representative, USITC staff interview, San

$3 billion in exports by the year 2000. Currently, the jose june 14, 1999: CINDEpsta Rica Investment
company operates two microprocessor assembly andﬁlew/s/ Oct. 1_938, fou?d t?/t Interlnet ellddregs 008

; ; ttp://www.cinde.or.cr/pub/newsletter/octoberl
testing plants, which employ 2,100 workers. retrieved May 27, 1999; and United Nations, Economic
Commission for Latin America and the Caribbean,

27 Procomer representatives, USITC staff interview, Foreign Investment in Latin America and the Caribhean
San Jose, June 11, 1999. 1998 Report, pp. 46-47.
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Table 4-4

Free-trade zones: Total exports, investment, number of companies, and number of employees,

1986-98

Number of Number of
Year Exports Investment companies employees

——-Million dollars——-

1986 ... 7 26.3 11 1,500
1987 ... 20 34.0 20 2,200
1988 ... 42 78.4 28 4,600
1989 ... 77 88.9 40 5,200
1990 ... 94 116.6 56 7,000
1991 ..o 145 147.9 88 11,200
1992 ... 215 157.6 119 13,600
1993 ... 274 205.7 127 18,500
1994 ... 345 262.2 148 22,600
1995 ... 428 320.7 183 25,400
1996 ... 643 341.9 191 24,200
1997 ... 891 487.2 203 25,710
1998 ... 1,932 639.4 219 27,200

Source: Compiled from Procomer, “Estadisticas de exportacion de zonas francas,” Apr. 14, 1999.

Costa Rica prior to Intel and continues to increase

In addition to industrial products, nontraditional

exports to the United States, particularly electronics agricultural exports continue to grow. For example,

and medical equipment.
components of telecommunications

For example, exports of orange juice exports have grown recently because
equipment,
electronic filters, and resistors are increasing rapidly.

trees have reached full maturity and soil treatments
have improved, thus increasing yields. Exports of

According to the U.S. Embassy, a U.S. company orange juice are expected to expand because of

producing miniature high-precision electromechanical jcreased

orange supplies to Costa Rican

components is currently expanding in Costa Rica 10 jice-processing plants from Nicaragua, where groves

take advantage of local skif8.  Conair, which
exports primarily hair dryers to the United States, i
also expanding its production facilitié$. In the

medical equipment sector, Baxter Healthcare intends

to invest $3 million in 1999 to expand its production

are maturing4 Other agricultural products that show

'S healthy yet fluctuating exports include pineapples,

melons, yams, palm hearts, and cut flowers.
Another recent investment trend in Costa Rica is

of disposable medical devices and will transfer some the establishment of regional headquarters by major

production lines to Costa Rica from the Dominican
Republic3l Abbott Laboratories plans to invest $60
million in a new medical devices plant and to begin
manufacturing operations in December 1999 with
about 1,000 employe&3. In 1998, Firestone opened
a new plant to expand exports of tires, including
exports to the United Staté3. Wood products,
especially doors, are also growing in importance.

29 U.S. Embassy officials, USITC staff interview, San
Jose, June 11, 1999.

30 CINDE, Flash News Mar. 1998, found at Internet
addresshttp://www.cinde.or.cr/pub/news/mar98508 _m.html
retrieved May 27, 1999.

31 CINDE, “ Medical Devices, Expand Your
Operation: A Financially Healthy Way to Grow,”
pamé)hlet.

2 |bid.

33 “Firestone Doubles Tire ExportsCaribbean

Update June 1999.

U.S. companies. For example, Proctor and Gamble
plans to invest $60 million to set up a global business
services center in San Jose. The center is scheduled
to open during the summer of 2000 with about 500
employees, who will provide data processing, payroll,
procurement, and financial services and customer
logistics3> Motorola, which is closing its
manufacturing operation in Costa Rica because of
changing demand, intends to maintain a regional
headquarters for all sales and marketing for Central
America3®  Lucent Technologies, Microsoft, and

34 Company representatives, USITC staff interview,
San Jose, June 14, 1999.

35 CINDE, Flash News found at Internet address
http://www.cinde.or.cr/pub/news/p&g_m.htmmetrieved July
6, 1999.

36 “Motorola to Close Plant,Caribbean UpdateOct.
1998.
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Oracle also recently announced plans to open high-technology products.

The recent opening of
regional headquarters in San Jé5e.

Intel's microprocessor plant marks a new level of

. . N roduction in the country.
Intel's decision to invest has significantly affected P . i y o .
overall investment in Costa Rica. As noted above Public- and private-sector officials credited several
Intel has already attracted numerous companies tofactors for this fundamental change in the Costa Rican
Costa Rica to supply and service Intel's faciliies. €conomy. They claimed that CBERA played a critical
More important, however, is the validation Intel gives role in the transformation. ~Local export incentives
to Costa Rica as a favorable site for investment. @nd a friendly investment climate were also important,
Intel's reputation for conducting thorough, detailed Put CBERA provided the spark that “changed the

site selections is recognized by companies worldwide.
Furthermore, although high-technology firms were
established in Costa Rica before Intel arrived, Intel

attitude of the country?® and initiated an examination
of alternative ways to develop.

During fieldwork, several officials briefly

adds size and a recognizable name to Costa Rica'ssummarized their views about Costa Rica’s evolution

high-technology industry. Intel's investment has and
is likely to continue to attract new FDI to Costa Rica,
particularly in high-technology productié8.

Although officials interviewed during fieldwork
indicated that the Costa Rican apparel sector has bee
adversely affected by NAFTA, investment activity in
Costa Rica outside of this sector has probably not

been adversely affected. Some interviewees suggeste@1
that electronics firms and auto parts companies may ¢

have been affected, but they could not cite any

specific evidence. Other sources said that NAFTA

from a producer of traditional agricultural products to
a high-technology exportét. According to
interviewees, prior to CBERA's enactment, Costa Rica
produced primarily traditional agricultural products
for export and relied on the traditional domestic and

entral American markets. The Costa Rican
Government enacted export incentive programs,
cluding tax incentives for operating in FTZs, but
ecause the FTZs were located on each coast, away
om San Jose and the infrastructure required to
conduct a viable business, they did not attract
investment'2

was not an issue outside the apparel sector because

Costa Rica offers the investor a more productive,
educated, and easily trained workforce than Mexico.
Accordingly, high-volume production typically is

directed to Mexico, whereas precision or high-quality
component manufacturing comes to Costa Rica.
Nonetheless, all the officials who were interviewed
agreed that NAFTA parity is essential for the
continued health of the apparel industry in Costa
Rica39

Effectiveness of CBERA

Since 1980, the composition of Costa Rica’s
exports has diversified significantly, from traditional
products like coffee and bananas to a wide mix of
agricultural  and  industrial goods, including

37 “Investment Guide to Central America,atin
Trade July 1999, p. 78; and CINDHElash News Oct.

1998, found at Internet address
http://www.cinde.or.cr/pub/newsletter/october1998/flashnew
s.htm| retrieved May 27, 1999.

38 U.S. Embassy and private-sector representatives,
USITC staff interviews, San Jose, June 11 and 14, 1999.
Also, see USITCCaribbean Basin Economic Recovery
Act: Impact on U.S. Industries and Consumers, Twelfth
Report 1996 USITC publication 3058, Sept. 1997, p. 52.

39 Public- and private-sector representatives, USITC
staff interviews, San Jose, June 11 and 14, 1999.
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Costa Rican officials said that CBERA was
implemented during a period of economic slowdown,
when traditional markets were small and stagnant.
The program provided a way of focusing attention
toward the U.S. market and on the opportunities
afforded by export of nontraditional products.
According to interviewees, not untii CBERA was
fully implemented did companies really begin to use
the local export-incentive programs. Indeed, the
legislation covering FTZs was soon modiffed.

Officials interviewed during the fieldwork
indicated that the agricultural sector was probably the
first to diversify after CBERASs enactment. CBERA
encouraged the production of nontraditional
agricultural products, such as ornamental plants,
flowers, nuts, and fruits and vegetables, including
melons, asparagus, and berries. Later, according to
field interviews, a new relationship with the United
States began to develop in the industrial sector with
the growth of textile and apparel production-sharing
operations, even though this sector was not eligible

40 “Central American Tiger, World Trade March
1998, found at Internet address
http://www.proquest.umi.conretrieved May 27, 1999.

41 Representatives of CINDE, the Central Bank of
Costa Rica, and Saret FTZ, USITC staff interviews, San
Jose, June 11 and 14, 1999.

42 |pid.

43 |bid.



for CBERA preferences. CBERA trade preferences, instrumental in the evolution of the Costa Rican
however, did encourage other industries to develop.economy over the past 15 years and continues to
Moreover, to avoid reliance on the low-wage textiles represent U.S. commitment to the region. Although
and apparel sector and to take advantage of aCBERA remains important in current investment-
relatively educated workforce, the Government of promotion efforts, its role may be diminishing.
Costa Rica, interviewees said, tried to promote Togay, other incentives are probably more important
investment in more advanced industries, such as;j, motivating  growtH's Indeed many
electronics and medical devices. According to field high-technology products, including Int,el’s micro-
interviews, that type of operation expanded in FTZs. processors, are exported’ to the United States duty

After several years, however, the Government free under the International Technology Agreement.

decided that the assembly operations were not ) - :

contributing to the country’s industrialization process Costa Rlcan_ officials are now S“pp‘?”.'ﬂg. broader
and redirected Costa Rica’s investment strategy Market opening through the FTAA initiative and
toward high technology. Costa Rican officials said Other regional free-trade agreements to promote

this new strategy has culminated in the latest wave €conomic growtt5

of high-technology investmeft. . , ,
) ] o 45 public- and private-sector representatives, USITC
Almost all public- and private-sector officials who  staff interviews, San Jose, June 11 and 14, 1999.
were interviewed agreed that CBERA has been 46 private-sector representative, USITC staff interview,
San Jose, June 11, 1999. See also section on “Economic
44 |bid. and Trade Performance,” earlier in this case study.
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PART I
Andean Trade Preference Act. Impact of
ATPA on the United States






CHAPTER 5

Summary of the

ATPA authorizes the President to grant certain
unilateral preferential trade benefits to Bolivia,
Colombia, Ecuador, and Peru in the form of
reduced-duty or duty-free treatment of eligible
products imported into the customs territory of the
United States, based on importer claims for this
treatment. ATPA preferential tariffs are scheduled to

remain in effect through December 3, 2001, 10 years

after the date of enactment. The World Trade
Organization (WTO) renewed the United States’
temporary waiver for the program on October 14,
1996 until December 4, 2031. The following
sections summarize ATPA provisions concerning
beneficiaries, trade benefits, and qualifying rules, and
the relationship between ATPA and the U.S.
Generalized System of Preferences (GSP).

Beneficiaries

Colombia, Bolivia, Peru, and Ecuador are eligible
to be designated by the President for ATPA benéfits;

the President can terminate such designations or

suspend or limit a country’s ATPA benefits at any
time3 In determining whether to designate a country
for ATPA benefits, the President must take into
account whether that country has met the criteria for
U.S. narcotics cooperation certificatibnBy 1993, all
four countries had been designated for full ATPA
benefits®

ATPA beneficiaries are required, among other
things, to afford internationally recognized worker

rights as defined under the GSP program and to

provide effective protection of intellectual property
rights (IPR), including copyrights for film and

1 A waiver is required because benefits are not
extended on a most-favored-nation (MFN) basis. Decision
of the WTO General Council of Oct. 14, 1996 (WT/L/184
and WT/L/289).

219 U.S.C. 3202(b).

319 U.S.C. 3202(e).

419 U.S.C. 3202(d)(11). These criteria are set forth
in section 2291(h)(2)(A) of title 22.

5 Bolivia and Colombia were designated for ATPA
benefits in 1992; Ecuador and Peru were designated in
1993.

ATPA Program

television materia?. To date, ATPA benefits have
not been withdrawn from any country on the basis
of worker rights, inadequate protection of IPR, or
lack of U.S. certification for cooperation on
narcotics/ None of the ATPA beneficiaries was the
subject of a GSP review in 1998.In April 1998,
the United States Trade Representative (USTR)
conducted a review of country practices pertaining to
IPR protection under the so-called Special 301
provisions of the Trade Act of 1974, as amended,
and placed 32 countries, including Colombia and
Peru, on the watch list of countries to be monitored
for progress in implementing commitments with
regard to IPR protection and for providing
comparable market access for U.S. intellectual
property products. In addition, the USTR placed
Ecuador on the priority watch list for IPR
monitoring® In April 1999, the USTR placed 37
countries, including Bolivia, Colombia, and Ecuador,
on the watch list, and elevated Peru to the priority
watch list for IPR monitoring®

Trade Benefits Under
ATPA

ATPA affords preferential rates of duty below the
column 1-general duties, formerly known as
most-favored nation (MFN) dutiés,to most products
of Andean countries by reducing these tariff rates
either to free or, for a small group of products, by 2.5
percent ad valored? For some products, duty-free

619 U.S.C. 3202(c). For more details, see chapter 1.

7 See ch. 9 below for a discussion of U.S.
certification for ATPA beneficiaries in 1998.

8 A petition on the IPR practices of Peru was
submitted on June 20, 1999. Staff interview with USTR,
July 14, 1999.

9 USTR, “USTR Announces Results of Special 301
Annual Review,” press release 98-44, May 1, 1998.

10 USTR, “USTR Announces Results of Special 301
Annual Review,” press release, 99-41, Apr. 30, 1999.

11 For some products, the general or normal trade
relations rate is free.

12 General note 3(c) to the HTS summarizes the
special tariff treatment for eligible products of designated
countries under various U.S. trade programs, including
ATPA. General note 11 covers ATPA.
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entry under ATPA is subject to certain conditions in ATPA content of 20 percent of the customs value
addition to basic preference eligibility rules. Imports and the remaining 15 percent attributable to
of sugar and beef, like those of some other U.S.-made (excluding Puerto Rican) materials or
agricultural  products, remain subject to any component® and those undergoing “double
applicable and generally imposed U.S. quotas andsubstantial transformation” are deemed to meet the
food-safety requirements. Although not eligible 35 percent local-value-content requiremeht.
for duty-free entry, certain leather handbags, luggage,
flat goods (such as wallets and portfolios), work
gloves, and leather wearing apparel from ATPA ATPA and GSP
countries are eligible to enter at reduced rates of The four ATPA beneficiaries are also GSP
duty!* Not eligible for any ATPA preferential duty peneficiaries. ATPA and GSP are similar in many
treatment by law are most textiles and apparel, ways, and many products may enter the United States
certain footwear, canned tuna, petroleum and free of duty under either program. However, the two
petroleum _derlvatlves, certain watches and watch programs differ in several ways that tend to make
parts, certain sugar products, and Afm. Andean producers prefer the more liberal ATPA; the
reasons are identical to those described in the section
L. on CBERA and GSP in chapter 1. First, ATPA covers
Qua“fylng RUleS more tariff categories than GSP: unless specifically
o excluded, all products entering the United States
To be eligible for ATPA treatment, ATPA products ynder ATPA can receive a tariff preference. Second,
must either be wholly grown, produced, or py Jaw, U.S. imports under ATPA are not subject to
manufactured in a designated ATPA country or be ggp competitive-need and country-income
“new or different” articles made from Substantia"y restrictions. Under GSP’ products that achieve a
transformed non-ATPA inpuf®. The cost or value of  specified market penetration in the United States (the
the local (ATPA region) materials and the direct cost competitive need limit) may be excluded from GSP
of processing in one or more ATPA countries must ejigibility; products so restricted under GSP may
total at least 35 percent of the appraised customscontinue to enter free of duty under ATPA. Countries
value of the product at the time of entry. ATPA may lose all GSP privileges once their national
countries are permitted to pool their resources to meetjncome grows to exceed a specified amount. Third,
the local-value-content requirement and to count ATPA qualifying rules for individual products are
inputs from Puerto Rico, the U.S. Virgin Islands, and more liberal than those of GSP. GSP requires that 35
Countries designated Under the Caribbean Basinpercent Of the Va|ue Of the product be added in a
Economic Recovery Act (CBERAJ in full toward  single beneficiary or in a specified association of
the value threshold. In addition, goods with an Gsp-eligible countries, whereas ATPA allows regional

13 . : aggregation within  ATPA plus U.S. content. In
These U.S. measures include tariff-rate quotas on dditi h benefi f usi ATPA
imports of sugar and beef, established pursuant to sections@ddition to the many benefits of using over

401 and 404 of the Uruguay Round Agreements Act GSP, suppliers have increasingly come to make use of
(URAA). These provisions abolished former absolute ATPA to avoid any risk of losing duty-free access to
quotas on imports of agricultural products of WTO the U.S. market when GSP is not in effect. most

members; U.S. quotas had been created under section 22
of the Agricultural Adjustment Act of 1933 (7 U.S.C. recently, from May 31 to August 5, 1997, and from

624) and under the Meat Import Act of 1979 (Public Law June 30 to October 21, 1998.
88-482). URAA also amended ATPA by excluding from

tariff preferences any imports from beneficiary countries 18 19 U.S.C. 3203(a).

in quantities exceeding the new tariff-rate quotas’ global 19 “Double substantial transformation” involves

trigger levels. Imports of agricultural products from transforming foreign material into a new or different

beneficiary countries remain subject to sanitary and product that, in turn, becomes the constituent material

phytosanitary restrictions, such as those administered by used to produce a second new or different article in the

the U.S. Animal and Plant Health Inspection Service. beneficiary country. Thus, ATPA countries may import
14 Applies to articles that were not designated for inputs from non-ATPA countries, transform the inputs into

GSP duty-free entry as of August 5, 1983. Under ATPA intermediate material, and transform the intermediate
provisions, beginning in 1992, duties on those goods were material into ATPA-eligible articles. The cost or value of
reduced slightly in five equal annual stages. 19 U.S.C. the constituent intermediate material may be counted

3203&0). toward the 35 percent ATPA content requirement. For
1519 U.S.C. 3203(b). additional information, see U.S. Department of Commerce
18 Products undergoing the following operations do and U.S. Agency for International Development,
not qualify: simple combining or packaging operations, Guidebook to the Andean Trade Preference Act
dilution with water, or dilution with another substance that (Washington, DC: GPO, July 1992), p. 5.
does not materially alter the characteristics of the article. 20 See ch. 1 for details on GSP’s expiration. See ch.
19 U.S.C. 3203(a)(2). 6 for an analysis of the trends in the use of GSP and
17 CBERA beneficiaries are listed in ch. 1. ATPA.

66



CHAPTER 6
U.S. Trade with the ANDEAN Region

i Notable in the context of U.S. trade relations with
IntrOdUCtlon ATPA countries is the agreement the United States,
This chapter covers U.S. trade with the four the four ATPA countries, and Venezuela signed on
countries that are designated as ATPA beneficiaries:October 30, 1998, establishing the U.S.-Andean
Bolivia, Colombia, Ecuador, and Peru. The principal Community Trade and Investment Council. The
purpose of the chapter is to examine U.S. imports Council, which will be composed of ministerial-level
under ATPA preferential provisions in  1998. (gpresentatives from the member governments, will
However, because U.S. imports under ATPA represent, jqyeqq key trade issues, such as the Free Trade Area

only a small portion of total U.S. imports from the : o :
region! and because they are affected by other factor:s.Of the Americas (FTAA) negotiation, protection of

and programs, such as GSP, imports under ATPA aremtellectual property rights, trade issues under the
analyzed in the context of overall bilateral trade Andean Trade Preference Act, and matters of mutual

between the United States and ATPA beneficiaries.

In this chapter trade is discussed on a 2-digit
Harmonized Tariff Schedule (HTS) chapter and an
8-digit HTS subheading basis in terms of (a) two-way
trade, (b) overall U.S. imports from the beneficiaries,
(c) the portion of U.S. imports that enter under ATPA
preferences, and (d) U.S. exports to ATPA countries.

interest in the World Trade Organization (WTO).

Two-Way Trade

The United States mostly registered a trade
surplus with the ATPA countries in the 1990s, except
in the years 1990, 1991, and 1996. In 1998, the U.S.

The role of individual beneficiary countries as sources surplus amounted to $309.1 million (table 6-1 and

o : . figure 6-1).
of and destinations for this trade is also covered. ; )
When so indicated, developments during 1998 are _The importance of ATPA countries as a market for
discussed in the context of longer term trends, for U-S.- €xports grew in this period; their collective share
which 1994 is used as a base year of compafison. '0s€ from 0.9 percent of the world market in the first

For an in depth analysis of long-term trade trends, see? Years of the decade to 1.4 percent in 1995, and
last year’s repor. again in 1998. Meanwhile, the collective share of

ATPA countries as a supplier of the U.S. market
The year 1998 was marked by sharply lower remained largely unchanged, hovering around 1
revenues from major exports by ATPA countries— percent of total U.S. imports throughout the period; it

including petroleum products, coffee, cocoa, shrimp, was 0.9 percent in 1998.

and bananas—owing in part to lower world market
prices and in part to El Nino-related climactic
limitations on production and trade. These factors
caused a decline in overall U.S. imports from ATPA

countries for the year—the first annual decrease since

1992. Imports entered under ATPA provisions were
less affected, even though prices of metal-based
goods, including refined copper cathodes (the number
one import item) and unwrought zinc, also dropped.

1In 1998, imports under ATPA accounted for 19.7
percent of overall U.S. imports from ATPA countries.

2 1n 1992, Colombia and Bolivia were the only
countries designated under ATPA. During 1993, Ecuador
and Peru were also designated, but 1994 was the first full
year during which all four countries enjoyed ATPA
treatment.

3 USITC, Andean Trade Preference Act: Impact on
U.S. Industries and Consumefsfth Report, 1997,

USITC publication 3132, Sept. 1998.

Total Imports

Total U.S. imports from ATPA countries
(including both the portion affected and unaffected by
ATPA preferences) amounted to $8.4 billion in 1998,
3.6 percent less than in 1997. The decline was caused
by lower prices, affecting a broad spectrum of leading
imports from ATPA countries—petroleum products,
coffee, shrimp, bananas—products that do not enter
under ATPA provisions. In 1998, ATPA countries
collectively were the 23d-largest supplier of U.S.
imports from the world—larger than Ireland but
smaller than Belgium.

4 USTR, “The United States and Andean Community
Create New Trade and Investment Partnership,” press
release 98-97, Oct. 30, 1998.
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Table 6-1
U.S. trade with ATPA countries, 1990-98

Share of U.S. Share of U.S.

exports to imports from U.S. trade

Year U.S. exports 1 the world U.S. imports 2 the world balance
Million dollars Percent Million dollars Percent Million dollars

1990 .......... 3,5634.2 .9 5,438.6 1.1 -1904.4
1991.......... 3,798.2 .9 4,969.5 1.0 -1171.3
1992 .......... 5,319.7 1.3 5,058.7 1.0 261.0
1993 .......... 5,359.1 1.2 5,282.3 .9 76.7
1994 .......... 6,445.0 1.3 5,879.5 9 565.5
1995.......... 7,820.2 1.4 6,968.7 .9 851.4
1996 .......... 7,718.7 1.3 7,867.6 1.0 -148.9
1997 .......... 8,681.8 1.3 8,673.6 1.0 8.2
1998 .......... 8,670.1 1.4 8,361.0 .9 309.1

1 Domestic exports, f.a.s. basis.
2 Imports for consumption, customs value.

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

Figure 6-1
U.S. trade with ATPA countries, 1994-98
Million dollars

10,000

8,000

6,000

4,000

2,000

-2,000 1994 1995 1996 1997 1998
Items 1994 1995 1996 1997 1998
U.S. exports 6,445.0 7,820.2 7,718.7 8,681.8 8,670.1
AN\ U.S.imports 5,879.5 6,968.7 7,867.6 8,673.6 8,361.0
U.S. trade balance 565.5 851.4 -148.9 8.2 309.1

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Product Composition and year by 5.6 percent, the value of imports fell by

) 18.6 percent, because of lower prices. More than

Leadlng ltems four-fifths of coffee imports from ATPA countries
originated in Colombia, and some 15 percent in
Table 6-2 shows the changes in major product Peru.

categories of total imports from ATPA countries in A large portion of fish (HTS chapter 3) imports
1994-98. Figure 6-2 shows that the composition of consists of shrimp, which is the third leading import
imports in 1998 was not significantly different from jtem from ATPA countries. The coastal areas of
that of 1994. Table 6-3 lists the 20 leading U.S. Ecuador, Peru, and Colombia provide ideal conditions
import items during 1997 and 1998 on an 8-digit HTS for shrimp aquaculture.  Production has grown
subheading basis, ranked by their 1998 import Va|Ue.Steadi|y in the region for many years, despite a
Only a few items in table 6-3—petroleum oils, |eveling off of prices. Shrimp imports from ATPA
distillate and residual fuel oils, and apparel—are countries dropped by 3.0 percent in value in 1998,
dutiable under column 1-general duty rates of the even though they edged up by 2.8 percent in volume.
HTS, formerly known as MFN duty rates. Other Although imports from Ecuador dipped in value,
leading items, while dutiable, are eligible for ATPA Ecuador remained the leading source of U.S. shrimp
tariff preferences, including cut flowers and refined imports in 1998 not only among ATPA countries but
copper cathodes. The remaining items on the list are  among all countries of the worfd Notable is the 26.5
free under column 1-general duty rates, including percent decline in value of U.S. shrimp imports from
coffee, shrimp and prawns, and bananas. Colombia during the year.

Fresh bananas, the fourth leading item from ATPA
countries, are responsible for some 95 percent of
imports in the edible fruits and nuts category (HTS
chapter 8). Banana imports from ATPA countries
increased by 11.4 percent in 1998 in volume, but only
by 4.5 percent in value, indicating once again lower

Mineral fuels (HTS chapter 27) were the leading
HTS category (table 6-2 and figure 6-2), and
petroleum oils (HTS subheading 2709.00.20) were the
number one U.S. import item from ATPA countries in
1998 (table 6-3). Colombia contributed 73.8 percent,

and Ecuador 17.4 percent, of total chapter 27 IMPOrtS. hit values. Ecuador remained the principal supplier

Among ATPA beneficiaries, only Colombia and i, tgrms of value, not only among ATPA countries but
Ecuador currently have economically recoverable among all countries of the world, even though EI
reserves of petroleum. Nino and consequent flooding damaged its banana
. . o crop during the year. Ecuador enjoys longstanding
Since 1996, the relative significance of g jnyestment in the production and distribution of
petroleum-based imports from ATPA countries has pananas. Notably, Ecuador was among the countries
declined. In 1996, chapter 27 products accounted forigt requested in 1997 a WTO dispute-settlement
40.7 percent of U.S. imports from these countries, in panel to examine the importation, sale, and
1997 for 33.8 percent, and in 1998 for 28.7 percent. distribution of bananas in the European Union (EU).
This trend, which was caused by falling crude oil Other major import groups from ATPA

prices, accgler'ated in 1998, when un!t values of countries—precious metals and stones, and jewelry
petroleum oils imported from ATPA countries plunged (HTS chapter 71); cut flowers (HTS chapter 6); and
by 32.6 percent. ~Consequently, even though the oo ner and copper articles (HTS chapter 74)—have a
United States imported 22.5 percent more barrels Ofsignificant component of ATPA-eligible ~ items;
petroleum oils from these countries than in 1997, therefore, imports classified in those chapters will be
those imports dropped in value by 17.5 percent. discussed separately below under “Imports under
_ ATPA Preferences.” The two apparel chapters (HTS
~Goods of HTS chapter 9 constitute the g1 ang HTS 62), which contain primarily dutiable
third-largest category from ATPA countries, With tayiff jtems that are not eligible for ATPA preferences,
coffee accounting for the bulk of imports (table 6-2 are addressed immediately below.
and figure 6-2). Coffee not roasted, not decaffeinated
(HTS subheading 0901.11.00) was the second leading ° Ecuador was the leading source of imports from all
import item from ATPA countries in 1998 (table 6-3). icnokllgtl[:gs é%txoilﬁngguénghig%gd was the leading source
Although the volume of imports was up during the 7 The others were the United States, Mexico,
Honduras, and Guatemala. They were joined later by
5 Those leading articles that enter free of duty under Panama.

ATPA are discussed under “Imports under ATPA” later in 8 See ch. 2 for a discussion of 1998 developments in
this chapter. the WTO dispute settlement issue.
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Table 6-2
Leading U.S. imports for consumption from ATPA countries, by major product categories, 1994-98

HTS
Chapter Description 1994 1995 1996 1997 1998
Value (1,000 dollars)
27 Mineral fuels, mineral oils and products of their distillation; bituminous
substances; mineral Waxes .. ........c.tii it 1,758,544 2,442,637 3,200,265 2,928,673 2,397,896
71 Natural or cultured pearls, precious or semiprecious stones, precious metals;
precious metal clad metals, articles thereof; imitation jewelry; coins ......... 492,178 588,903 670,858 596,926 912,388
09 Coffee, tea, mate and SPICES . . ... ...ttt 686,217 755,975 640,163 1,009,732 834,876
03 Fish and crustaceans, molluscs and other aquatic invertebrates .............. 586,047 601,109 511,913 759,982 729,590
08 Edible fruit and nuts; peel of citrus fruitormelons ............. ... ... ...... 448,269 442,859 416,361 487,308 516,568
06 Live trees and other plants; bulbs, roots and the like; cut flowers and
ornamental foliage . ... ..o i 298,111 373,539 437,836 446,675 454,385
61 Articles of apparel and clothing accessories, knitted or crocheted ............. 223,443 261,207 235,202 320,815 370,696
62 Articles of apparel and clothing accessories, not knitted or crocheted .......... 262,254 250,948 246,367 245,172 242,985
74 Copper and articles thereof ....... ... .. i 60,464 60,389 163,915 257,242 240,448
29 Organic Chemicals . ... ... 4,046 15,391 61,030 161,051 132,313
TOtal .. 4,819,573 5,792,957 6,583,911 7,213,574 6,832,145
Al OtNEr .o 1,059,932 1,175,772 1,283,735 1,459,989 1,528,892
Total all commodities ........ ... i 5,879,505 6,968,729 7,867,646 8,673,564 8,361,036
Percent of total
27 Mineral fuels, mineral oils and products of their distillation; bituminous
SUbStanNCeS; MINEral WaXeS .. ... ..ottt e e e 29.91 35.05 40.68 33.77 28.68
71 Natural or cultured pearls, precious or semiprecious stones, precious metals;
precious metal clad metals, articles thereof; imitation jewelry; coins ......... 8.37 8.45 8.53 6.88 10.91
09 Coffee, tea, mate and SPICES . . ...ttt e 11.67 10.85 8.14 11.64 9.99
03 Fish and crustaceans, molluscs and other aquatic invertebrates .............. 9.97 8.63 6.51 8.76 8.73
08 Edible fruit and nuts; peel of citrus fruitormelons ........................... 7.62 6.35 5.29 5.62 6.18
06 Live trees and other plants; bulbs, roots and the like; cut flowers and
ornamental foliage .. ... ... 5.07 5.36 5.57 5.15 5.43
61 Articles of apparel and clothing accessories, knitted or crocheted ............. 3.80 3.75 2.99 3.70 4.43
62 Atrticles of apparel and clothing accessories, not knitted or crocheted .......... 4.46 3.60 3.13 2.83 2.91
74 Copper and articles thereof ............ . i 1.03 .87 2.08 2.97 2.88
29 Organic chemicals . ... ... i e e .07 .22 .78 1.86 1.58
TO Al . . 81.97 83.13 83.68 83.17 81.71
Al Other . 18.03 16.87 16.32 16.83 18.29
Total all commodities . ....... .. 100.00 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals shown.

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



Figure 6-2

Composition of U.S. imports for consumption from ATPA countries, by major product categories, 1994 and 1998

1994

Jewelry 12%

Cut flowers 5%

All other 27%

Fish 8%

Fruit and nuts 8%

Coffee, tea 10%

Mineral fuels 30%

1998

Mineral fuels 29%

Jewelry 11%

All other 30%

Cut flowers 5%

Fruit and nuts 6%

Fish 9%

Coffee, tea 10%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.

$5,879.5 million = 100%

$8,361.0 million = 100%



Table 6-3
Leading U.S. imports for consumption from ATPA countries, 1997-98

HTS Number  Description 1997 1998 Change
-Value (1,000 dollars)- Percent
2709.00.20 Petroleum oils and oils from bituminous minerals, crude,
testing 25 degrees A.P.l.ormore .................... 1,319,426 1,088,453 -17.51
0901.11.00 Coffee, not roasted, not decaffeinated .................. 887,124 721,985 -18.62
0306.13.00 Shrimps and prawns, cooked in shell or uncooked,
dried, salted or in brine, frozen ...................... 656,445 636,767 -3.00
0803.00.20 Bananas, freshordried .............................. 417,858 436,467 4.45
2710.00.05 Distillate and residual fuel oils (including blends) derived
from bituminous minerals, testing under 25 degrees
AP 357,104 367,522 2.92
7108.12.10 Gold, nonmonetary, bullionanddore ................... 139,667 292,616 109.51
2709.00.10 Petroleum oils and oils from bituminous minerals, crude,
testing under 25 degrees A.P.l. ... ... .. 344,406 265,417 -22.93
7403.11.00 Cathodes and sections of cathodes, of refined copper .. .. 214,643 212,614 -0.95
9999.95.00 Informal entriesunder $1251 .. ......... ... ... .. .. ... 152,831 199,328 30.42
0603.10.60 Roses, freshcut ..........c.o i 184,291 195,895 6.30
0603.10.70 Chrysanthemums, standard carnations, anthuriums
andorchids ... 147,827 147,359 -0.32
2713.11.00 Coke, petroleum, notcalcined ......................... 222,270 139,054 -37.44
2710.00.10 Distillate and residual fuel oils (including blends) derived
from bituminous minerals, testing 25 degrees A.P.l. or
(0070 = 111,932 122,552 9.49
7108.13.70 Other semimanufactured forms of nonmonetary gold .. ... 41,299 115,021 178.50
2701.12.00 Coal, bituminous, whether or not pulverized, but not
agglomerated ... ... .. 97,527 108,552 11.30
9801.00.10 U.S. goods returned without having been advanced in
value or improved in condition while abroad ........... 99,090 106,278 7.25
2711.29.00 Petroleum gases and other gaseous hydrocarbons, except
natural gas ... 111,698 100,205 -10.29
6110.20.20 Sweaters, pullovers and similar articles, knitted or
crocheted, of cotton, nesoi ... 71,057 96,152 35.32
0901.12.00 Coffee, not roasted, decaffeinated ..................... 99,588 91,589 -8.03
6105.10.00 Men’s or boys’ shirts, knitted or crocheted, of cotton . . . ... 77,489 81,686 5.42
Total ..o 5,753,572 5,525,513 -3.96
Allother .. ... 2,919,992 2,835,524 -2.89
Total all commodities ............................ 8,673,564 8,361,036 -3.60

Note.—The abbreviation nesi stands for “not elsewhere specified or included.” The abbreviation nesoi stands for “not

elsewhere specified or otherwise included.”

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

72



Textiles and Appare| textiles and apparel. Of the two quotas in place in

1998, Colombia filled the quota for men’s and boys’

. . wool suits; the other quota, covering cotton print
The ATPA countries are a small but growing 9 9 P

cloth, was largely unfilled?
source of U.S. imports of textile and apparel articles, ; ) ) ,
almost all of which are ineligible for duty-free entry The apparel industry in Colombia comprises about
under the ATPA progra. In 1998, U.S. imports of _4'000_ registered firms, o_f Wh'Ch. about 12.0 flrm_s,
textiles and apparel from ATPA countries grew by 6 '”C'“d”?g 30 to 40 production-sharing opgqgahons with
percent, to $679 million, up from $643 million in US firms, produce apparel for expoft. The
1997. Although ATPA countries supplied only 1 industry -employs about 300,000 employees and

. : , indirectly supports another 600,000 workers, or
e 1 UGy 2 prcent of the couny’ populatbh Wi
. >Nty ~“‘easy ocean access to Miami, FL., apparel
imports from the region. As ATPA apparel companies

. . ¢ . hnol qf production-sharing operations in Colombia offer
Invest more In manufacturing technology and focus on g, er jead times and more competitive transportation

enhancing and expediting production and delivery oqts than Asian competitors do. Garments entered
times, they are becoming an increasingly attractive nqer the HTS 9802.00.80 provision constituted about
so_urcing alternative. _ Sector imports in 1998 came yo-thirds of the apparel imports from Colombia in

chiefly from Colombia (59 percent) and Peru (36 1998. To compete with Asian apparel manufacturers,
percent). Such imports consisted primarily of apparel the apparel industry in Colombia is also focusing on

(91 percent) and will therefore be referred to as manufacturing  high-quality,  high-end  apparel
apparel imports in the remainder of this section, products!®

unless otherwise indicated. U.S. apparel imports from Peru have risen steadily

in recent years. They almost doubled from 1994 to

Apparel imports from Colombia grew by 3.6
PP P g y 1998, rising from $131 million to $246 million. The

percent in 1998, to $398 million, down from a 13.4 ;
percent increase in 1997. This 1998 slowdown can bel998 level also represented a 10 percent increase over

attributed in part to increased price competition from the Previous year. Slightly more than two-thirds of
the East Asian countries that devalued their the 1998 imports consisted of knit cotton shirts.
currencies. Greater competition from apparel exports Many of the knit shirts are made from soft-hand
from Mexico that benefit from duty advantages under Peruvian pima cotton, a high-grade, long-staple fiber
NAFTA may also partly explain the slowed growth in known for its softness and found in Peru's
1998 U.S. apparel imports from Colombia. In Mountainous areas. Several U.S. merchandising and
addition, a recent decline in Colombia’s domestic- "etail catalogue companies with widely recognized
market demand, which trade sources claim hasbrand names have played a major role in fostering the

constrained cash flow and hampered businessgrowth in imports of such knit shirts from Peru.
operationg could also have been a factor. Further expansion of that trade depends on effective

use of Peruvian cotton as a promotional or advertising
A major portion of U.S. apparel imports from tool.
Colombia involves production sharing, in which U.S. _
11_continued

firms ship garment parts there for sewing and then ;5™ n 1989, the United States replaced the TSUS
re-import the assembled garments under a special U.Swith the HTS as the basis for classifying imported goods
tariff provision. This provision, HTS 9802.00.80, for duty and other customs purposes.

; ; 12 In August 1995, the United States established
provides a duty exemption for U.S. components that quotas and “special access limits” (SALs) for products

are returned to the United States as parts of goodSrom Colombia. The SALS were established under the
assembled abrodd. Colombia is the only ATPA HTS 9802.00.80 tariff provision and provided, in addition

. . to reduced duties, greater market access for certain
country currently subject to U.S. import quotas for garments assembled from U.S.-made and -cut fabric. The

quotas and SALs for the underwear and women’s suits

9 Textiles and apparel subject to textile quota expired on December 31, 1997.
agreements are excluded from duty-free treatment under 13 U.S. Department of State, “Colombia-Textile Sector
ATPA; they include articles of cotton, other vegetable - IMI1980223: Market Research Reports,” prepared by U.S.
fibers, wool, manmade fibers, and silk blends. Embassy, Bogota, Feb. 23, 1998, found at Internet address

10 Dr. Roque Ospina, “ColombiaApparel Industry http://www.stat-usa.gov, retrieved June 2, 1998.
International found at Internet address 14 “The Andean Region,Apparel Industry Magazine,
http://www.aiimag.com/aiieng/archives/1198/nstor9.html Oct. 1997, p. 28, found at Internet address
retrieved Feb. 25, 1999. http:/g)roquest.umi.comretrieved July 8, 1998.

11 HTS 9802.00.80 is the successor provision to item 15 sylvia Reyes, Colombia Trade Bureau, telephone

807.00 of the Tariff Schedules of the United States conversation with USITC staff, June 11, 1998.
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Peru's cut-and-sew apparel industry consists of country’s overall poor economic performance. The
about 14,200 firms, 200 of which are considered to becauses of economic problems included low
medium- or large-sized firms. The industry has petroleum prices, the adverse effects of the
120,000 production workers, and another 80,000 international financial crisis, and El Nino-related
workers provide support services to the production _chmac;tlcfeffecté ond crogs Iandd f'%'l 'gptal U.S. |
sector. The export sector of the industry uses modern{MPOrS Irom Ecuador deciinéd, including minera

; . fuels, coffee, cocoa, and jewels.
technology in producing apparel to buyer Peru’s sh ¢ total US. | s f ATPA
specifications. In general, however, productivity in erus share ot fotal U.>. 1mports irom
Peru's apparel-manufacturing  industry remains countries continued to increase markedly, from 13.3

relatively low. Despite efforts to modernize apparel pe(rjc;gt OOf the tOt?I '1r]99189 94Et0 19h'7 pir(l:fnt |n|1997,
plants, efficiency stands at only 50 to 55 percent of an -0 percent in - Even though Peru also was

the world average for similar plants. Efficiency at the aff;ctedl by shrr]|_nk|ngtvailueirs] Ol]; Tlgersil tfuel_s atr;]d
so-called micro enterprises in the apparel industry is cofiee, farger shipments 10 the tnite ates in other

even lower, amounting to no more than 20 to 25 propigct areas offset those I-o.s§%s. Peru_ (like
percent. Bolivia) has experienced a mining boom in recent

years, as Latin American countries liberalized their
U.S. imports of apparel from Ecuador declined by foreign-investment and mining laws in the early
22 percent in 1998, to $18.7 million. The leading 1990s2! By 1996, Peru overtook Brazil to become
items in this trade included men’s or boys’ bathrobes the largest gold-mining country in Latin America,
and dressing gowns, sweaters and pullovers, andwhile remaining the world’s second-largest producer
women’s or girls knitted or crocheted swimwear of of silver, after Mexico. In 1998, Peru’s exports to the
synthetic fibers. U.S. imports of apparel from Bolivia United States of ores, articles made of precious
rose by 35 percent in 1998, totaling $17.2 million. metals, zinc, and tin continued to rise, some of them
Leading items from Bolivia included knitted or sharply. Peru’s wearing apparel (HTS chapter 61 and
crocheted men’s or boys’ shirts of cotton and sweatersg2) shipments to the United States also continued to
and pullovers of wool. grow during the year.

Bolivia is by far the smallest U.S. supplier among
ATPA countries (table 6-4). Bolivia accounted in
|mp0rts by C()untry 1994 for 4.4 percent of all U.S. imports from ATPA
countries; this share dropped to 2.5 percent of the
Table 6-4 shows overall U.S. imports from each o] by 1997. In 1998, imports edged up, raising
ATPA country from 1994 to 1998. In 1998, declining Bolivia’s share to 2.6 percent. Unlike the other ATPA
commodity prices and resulting smaller values of countries, Bolivia was not affected by falling
petroleum-based products and coffee depressedhetroleum and coffee prices.
overall U.S. import values from all ATPA countries

except for Bolivia, which was not affected. i ili
Throughout the period, Colombia was the leading DUtlablllty
source of U.S. imports from ATPA countries, In 1998, the dutiable share of total U.S. imports

contributing well above one-half of the total. from ATPA countries was 31.8 percent, compared

Although imports from Colombia were down by 3.8 with 33.6 percent in 1997 and 42.9 percent in 1996
percent in 1998, largely because of declining oil and (table 6-5). The average rate of duty was 3.94 percent
coffee prices, Colombia still accounted for 53.1 ad valorem, and duty revenues amounted to $105.0
percent of collective imports from ATPA countrie’s. million. Less than 1 percent of imports, in terms of

value, entered under reduced-duty ATPA provisions

in each year (table 6-6). Products eligible for reduced
duties are limited to luggage and handbags of leather,
work gloves, flat goods, and leather wearing apparel.

Ecuador, which had been the second-ranking
source of U.S. imports among ATPA countries from
1994 to 1997, was displaced by Peru and fell to third
place in 1998. Imports from Ecuador dropped by
17.1 percent from their 1997 value, reflecting the 18 U.S. Embassy officials, USITC staff interviews,
Quito, Ecuador, June 15, 1999.

16 U.S. Department of State telegram, “Department of 19 see also the section “Imports under ATPA” later in
Labor Wage Study for the Apparel Industry,” message this chapter.
reference No. 001287, prepared by the U.S. Embassy, 20 |pid.
Lima, Peru, Mar. 2, 1999. 21 See for example, D.R. Wilburn, “Annual Review
17 See also the section “Imports under ATPA” later in 1997, Exploration,"Mining Engineering vol. 50, no. 5,
this chapter. May 1998, pp. 51-60.
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Table 6-4

U.S. imports for consumption from ATPA countries, by source, 1994-98

Source 1994 1995 1996 1997 1998
Value (1,000 dollars)
Colombia ............... 3,132,398 3,807,348 4,421,492 4,614,873 4,441,685
Peru ................... 779,945 965,370 1,202,788 1,705,929 1,925,291
Ecuador ................ 1,709,790 1,939,218 1,975,027 2,139,354 1,773,919
Bolivia ................. 257,373 256,795 268,339 213,408 220,142
Total ............... 5,879,505 6,968,729 7,867,646 8,673,564 8,361,036
Percent of total
Colombia............... 53.3 54.6 56.2 53.2 53.1
Peru................... 13.3 13.9 15.3 19.7 23.0
Ecuador ................ 29.1 27.8 25.1 24.7 21.2
Bolivia ................. 4.4 3.7 34 2.5 2.6
Total ................ 100.0 100.0 100.0 100.0 100.0
Source: Compiled from official statistics of the U.S. Department of Commerce.
Table 6-5
U.S. imports for consumption from ATPA countries: Dutiable value, calculated duties, and
average duty, 1994-98
Source 1994 1995 1996 1997 1998
Dutiable value (1,000 dollars)t ................ 2,261,297 2,970,978 3,379,043 2,915,126 2,661,246
Dutiable as a share of total (percent) ...... 38.5 42.6 42.9 33.6 31.8
Calculated duties (1,000 dollars)t ............ 85,467 86,325 87,124 95,374 104,950
Average duty (percen)? ....................... 3.78 291 2.58 3.27 3.94

1 Dutiable value and calculated duty exclude the U.S.

content entering under HTS heading 9802.00.80 and

subheading 9802.00.60 and misreported imports. Data based on product eligibility corresponding to each year.

2 Average duty = (calculated duty/dutiable value) * 100.

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

Duty-Free Imports

Duty-free imports entered in one of the following
ways: (1) unconditionally free under column 1-gen-
eral tariff rates (44.0 percent of all imports); (2)
conditionally free under GSP (2.3 percent); (3)
conditionally free under production sharing, that is,
chapter HTS 98 (1.9 percent); (4) conditionally free
under ATPA (19.4 percent); or (5) under other
provisions (0.8 percent).

tariff rates—declined because of the lower prices of
coffee, shrimp, and bananas (table 6-6).

Imports Under ATPA

U.S. imports under ATPA provisions increased to
$1.6 billion in 1998, rising to 19.7 percent of overall
imports from ATPA countries from 15.1 percent in
199722 Growth of this duty-free ATPA portion of
imports is attributable to larger imports of certain
ATPA-eligible items, the introduction of some new
items under the program during the year, and a shift

In 1998, the 4.6 percentage point increase in the of certain imports that were previously entered under

portion of duty-free entries under ATPA raised the
total duty-free portion of U.S. imports from ATPA

countries to 68.2 percent from 66.4 percent in 1997.
The largest component of duty-free imports—the
portion unconditionally free under column 1-general

GSP to ATPA in 1998.

22 Numbers cited hereinafter as imports under ATPA
provisions, although predominantly free of duty, may
include a minimal amount of imports that are dutiable
under ATPA at reduced rates.
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Table 6-6

U.S. imports for consumption from Bolivia, Colombia, Ecuador, and Peru, by duty treatment,

1994-98
Share
ATPA of
Item Bolivia Colombia Ecuador Peru total total
1,000 dollars Percent
1994:
Total imports .............. 257,373 3,132,398 1,709,790 779,945 5,879,505 100.0
Dutiable valuel ............... 12,425 1,312,104 591,338 210,192 2,126,059 36.2
ATPA reduced duty . ..... 684 19,635 102 10 20,432 3
Duty-free value? .............. 244,948 1,820,294 1,118,452 569,753 3,753,446 63.8
MENS ... 115,185 1,070,386 1,007,929 270,876 2,464,376 41.9
GSP4 ... 37,418 88,754 37,267 176,012 339,451 5.8
ATPAS ... 91,156 392,007 72,803 107,420 663,386 11.3
Production sharing‘3 ........ 853 145,550 254 9,013 155,670 2.6
Other duty free” ............ 336 123,597 199 6,432 130,563 2.2
1995:
Total imports .............. 256,795 3,807,348 1,929,218 965,370 6,968,729 100.0
Dutiable valuel ............... 18,974 1,716,998 766,565 360,541 2,863,078 41.1
ATPA reduced duty . ..... 1,317 21,715 138 6 23,176 3
Duty-free value? ............ .. 237,821 2,090,350 1,172,653 604,829 4,105,653 58.9
MENS ... 137,083 1,330,470 1,000,602 273,575 2,741,730 39.3
GSP4 ... 15,470 75,737 23,125 113,908 228,240 3.3
ATPAS ... 82,783 477,546 147,721 207,563 915,613 13.1
Production sharing6 ........ 2,106 169,028 907 185 172,226 2.5
Other duty free” ............ 379 37,569 298 9,598 47,844 7
1996:
Total imports .............. 268,338 4,421,492 1,975,027 1,202,788 7,867,645 100.0
Dutiable valuel ............... 30,656 2,108,721 783,551 456,115 3,379,043 42.9
ATPA reduced duty . ..... 1,468 23,489 226 22 25,205 3
Duty-free value? .............. 237,682 2,312,771 1,191,476 746,673 4,488,602 57.1
MENS ... 126,128 1,520,542 941,542 277,798 2,866,010 36.4
GSP4 ... 2,446 45,538 17,837 64,788 130,609 1.7
ATPAS .. ... 104,323 537,057 218,193 385,276 1,244,849 15.8
Production sharing6 ........ 2,102 126,148 1,676 1,018 130,944 1.7
Other duty free” ............ 2,683 83,486 12,228 17,793 116,190 15
1997:
Total imports .............. 213,408 4,614,873 2,139,354 1,705,929 8,673,564 100.0
Dutiable valuel ............... 33,492 1,662,344 692,408 526,881 2,915,126 33.6
ATPA reduced duty ... ... 1,882 25,157 139 45 27,224 3
Duty-free value? .............. 179,916 2,952,528 1,446,946 1,179,048 5,758,438 66.4
MENS ... 90,957 2,041,264 1,195,364 566,376 3,893,961 449
GSP4 ... 18,885 78,162 17,312 140,910 255,271 29
ATPAS .. ... 65,730 579,205 215,247 424,057 1,284,238 14.8
Production sharing® ..... ... 2,874 159,759 2,178 427 165,238 1.9
Other duty free” ............ 1,469 94,148 16,845 47,279 159,740 1.8

See footnotes at end of table.
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Table 6-6— Continued
U.S. imports for consumption from Bolivia, Colombia, Ecuador, and Peru, by duty treatment,
1994-98

Share
ATPA of

ltem Bolivia Colombia Ecuador Peru total total
1,000 dollars Percent

1998:

Total imports . ............. 220,142 4,441,685 1,773,919 1,925,291 8,361,036 100.0
Dutiable valuel .............. 34,989 1,736,822 441,474 447,961 2,661,246 31.8
ATPA reduced duty ... ... 1,070 24,800 308 8 26,187 0.3
Duty-free value? ............. 185,152 2,704,863 1,332,445 1,477,330 5,699,790 68.2
MENS .. 108,453 1,795,720 1,081,552 682,198 3,667,923 43.9
GSP4 ... 7,773 42,645 14,579 125,054 190,051 2.3
ATPAS 68,559 685,088 232,694 632,668 1,619,010 19.4
Production sharing® .. ... .. 258 155,813 2,210 292 158,572 1.9
Other duty free? ......... .. 109 25,597 1,411 37,118 64,234 .8

1 Dutiable value excludes the U.S. content entering under HTS heading 9802.00.80 and misreported imports.
2 Calculated as total imports less dutiable value, including U.S. Virgin Islands’ imports.
3 Value of imports that have a col. 1-general duty rate of free.

4 Reduced by the value of unconditionally duty-free imports and ineligible items that were misreported as entering
under the GSP program.

5 Reduced by the value of unconditionally duty-free imports and ineligible items that were misreported as entering
under ATPA.

6HTS 9802.00.60 and 9802.00.80. Refers to the value of nondutiable exported and returned U.S.-origin products or
components.

7 Calculated as a remainder, and represents imports entered free of duty under special rate provisions.

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

Product Composition and In 1998, virtually all flower imports entered under

. ATPA.24
Leading Items
Yet, despite their ATPA-assisted rapid growth,

Fresh-cut flowers (HTS chapter 6) have been the fresh.cyt-flower imports diminished during the ATPA
leading category of articles imported under ATPA years a5 a share of all imports under ATPA, from 43.3
_(table 6-7 and figure 6-3), as well as a !eadlng overall percent in 1994 to 32.9 percent in 1997 and 27.5
import category from the Andean region for many percent in 1998. The drop in share occurred because
years (table 6-2 and figure 6-2). A strong U.S. arpa countries have diversified their economies and
economy, a decline in certain cut-flower prices, and imports of some other product categories under
the development of nontraditional flower outlets such Arpa__such as copper articles, jewelry, canned
as supermarkets and street vendors, raised U.Sfigh have grown even faster (table 6-7 and figure
demand for cut flowers and contributed to the 6-3). The year 1998 was the first year in which a
expansion of cut-flower imports, which surged most ¢t fiower product was not the leading HTS 8-digit
rapidly in the early 1990s. The competitive edge Of ot jtem under ATPA. Nonetheless, the list of 20
ATPA countries in meeting rising U.S. demand is
attributable to a favorable climate for growing 24 Eligibility for duty-free entry under ATPA does not
flowers, relatively low  production  costs, Brgdlllde th'g obligation to pay CO_mpeTﬁat%?/PgUtieS_ lénder

. : . P : . law. or years, encompassin e eriod,
gdequate air-freight ~ service  and  distribution affirmative dete¥minati0ns in F;;mtidu?nping and P
infrastructure, and duty-free treatment under APPA.  countervailing duty cases filed by U.S. flower interests

resulted in compensatory duties that varied considerably
23 Colombia, the principal flower producer among according to the source of imports in ATPA countries.
ATPA countries, became eligible for ATPA in 1992. See ch. 7 for more detalils.
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Table 6-7
Leading U.S. imports for consumption under ATPA, by major product categories, 1994-98

HTS
Chapter Description 1994 1995 1996 1997 1998
Value (1,000 dollars)
06 Live trees and other plants; bulbs, roots and the like; cut
flowers and ornamental foliage ........................ 296,368 371,882 435,871 444 922 451,926
71 Natural or cultured pearls, precious or semiprecious stones,
precious metals; precious metal clad metals, articles
thereof; imitation jewelry; coins ........................ 136,267 177,124 245,316 219,040 360,970
74 Copper and articles thereof ............................. 9,679 26,512 105,608 187,826 214,196
91 Clocks and watches and parts thereof .................... 938 1,137 781 559 56,852
28 Inorganic chemicals; organic or inorganic compounds of
precious metals, of rare-earth metals, of radioactive
elements orofisotopes ............ .o 86 417 2,261 72,259 49,998
16 Edible preparations of meat, fish, crustaceans, molluscs or
other aquatic invertebrates .. ............ ... ... ... ... 14,984 39,442 61,232 51,129 49,603
07 Edible vegetables and certain roots and tubers ............ 18,181 27,020 37,544 39,757 46,367
39 Plastics and articles thereof .............. ... ... .. ... ... 35,136 39,435 44,673 42,676 43,578
79 Zinc and articles thereof ........... .. ... . i 14,234 7,040 37,634 22,777 43,233
17 Sugars and sugar confectionary ......................... 27,654 64,220 74,692 33,944 41,443
Totalofabove ......... .. ... . 553,526 754,230 1,045,612 1,114,889 1,358,168
Allother ... 130,291 184,559 224,442 237,967 287,028
Total all commodities ........... ... ... 683,817 938,789 1,270,054 1,352,855 1,645,196
Percent of total
06 Live trees and other plants; bulbs, roots and the like; cut
flowers and ornamental foliage ........................ 43.34 39.61 34.32 32.89 27.47
71 Natural or cultured pearls, precious or semiprecious stones,
precious metals; precious metal clad metals, articles
thereof; imitation jewelry; coins ........................ 19.93 18.87 19.32 16.19 21.94
74 Copper and articles thereof ........... ... ... ... ...... 1.42 2.82 8.32 13.88 13.02
91 Clocks and watches and parts thereof . ................... .14 A2 .06 .04 3.46
28 Inorganic chemicals; organic or inorganic compounds of
precious metals, of rare-earth metals, of radioactive
elements orofisotopes . ........... .o i .01 .04 18 5.34 3.04
16 Edible preparations of meat, fish, crustaceans, molluscs
or other aquatic invertebrates ......................... 2.19 4.20 4.82 3.78 3.02
07 Edible vegetables and certain roots and tubers ............ 2.66 2.88 2.96 2.94 2.82
39 Plastics and articles thereof .......... ... ... ... ... ... ... 5.14 4.20 3.52 3.15 2.65
79 Zinc and articles thereof .. ....... ... ... ... ... L 2.08 .75 2.96 1.68 2.63
17 Sugars and sugar confectionary ................. ..., 4.04 6.84 5.88 251 2.52
Totalofabove ....... ... 80.95 80.34 82.33 82.41 82.55
Allother .. . 19.05 19.66 17.67 17.59 17.45
Total all commodities .............. ..., 100.00 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals shown.

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



Figure 6-3
Composition of U.S. imports for consumption under ATPA, by major product categories, 1994 and 1998

1994 1998

All other 28.1%

Copper articles 1.4% )
Canned fish 3.0%

Precious metals 3.0%
Clocks, watches 3.5%

Canned fish 2.2%

Jewelry 19.9% Copper articles 13.0%

Jewelry 21.9%

0,
All other 33.2% Cut flowers 27.5%

Cut flowers 43.3%

$683.8 million = 100% $1,645.2 million = 100%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.



leading imports under the program continued to Copper-based articles (HTS chapter 74) are the

include four cut-flower products (table 649. third leading group of imports under ATPA (table 6-7

) ) , and figure 6-3), and they are also a leading group of
If? 1998' Colorréb|aATpl>3rz\(lded fourf—ﬂft?s Ofd overall imports from ATPA countries (table 6-2 and

cut-flower Imports under In terms of value an figure 6-2). Virtually all copper-based imports enter

Wab? thg 8|?r|nC|paI %%ourr::e of ar‘]” four:fgower: items i nder ATPA, and virtually all originate in Peru (table
]Ela e oo rglse P ¢ rysant emums, (;)t er CUt  pH oy The surge of such imports in the 1990s is
owers  suitable —for —bouquets, an miniature 5yriputable to a sharp increase in foreign investment

carnations.  U.S. companies own approxmately 17n Peru’s copper industry, in response to liberalized
percent of total Colombian flower production and mining and investment laws and opportunities for

account for nearly 20 percent of total exports to the | : - ;
. . : ow-cost production (copper deposits are typicall
United State$® Ecuador provided mainly roses and i por in PF:eru than in t(hepLﬁ)nited Sptates) ypicaly

other cut flowers suitable for bouquets under the
program (see also table D-2). For the first time in 1998, refined copper cathodes
were the number one item on the list of leading
Precious metals, gemstones, and jewelry (HTS imports under ATPA, pushing fresh-cut roses to
chapter 71) made up the second leading importsecond place (table 6-8). Entries of this item under
category both under ATPA provisions and in overall ATPA increased by 65.5 percent in volume but only
imports from ATPA countries (table 6-2 and figures by 26.6 percent in value because of lower prices. Part
6-2 and 6-3). Some 60 percent of goods in this HTS of the increase is attributable to the fact that a portion
chapter enters unconditionally free of duty for which GSP privileges were claimed in 1997 was
(gemstones, gold, and silver). Peru was the principalentered under ATPA in 1998. In mid-1997, Peru’s
source of four leading chapter 71 import items under exports of cathodes exceeded the GSP
ATPA, and Colombia was the leading source of one competitive-need limit; thus, they were no longer
such item (table 6-8). In 1998, the category’s share ineligible for GSP benefits. Peru was the sole U.S.
overall imports under ATPA rose to 21.9 percent from supplier of refined copper cathodes under ATPA
16.2 percent in 1997 (table 6-7 and figure 6-3). This during the year, and the third-largest U.S. supplier
increase resulted from surging imports of fabricated among all countries, after Canada and Mexico.
articles of gold other than jewelry or goldsmith wares
(HTS subheading 7115.90.38)from Colombia (table
D-2) and of semimanufactured gold (HTS subheading . . .
. . mostly from Ecuador; plastic nonadhesive plates and
7108.13.70) and of articles of jewelry (HTS .
. sheets from Colombia; cane sugar from all ATPA
subheading 7113.19.50) from Peru. In recent years, . L )
. . ountries but principally from Peru; asparagts,
U.S. and European jewelry producers have established” ) :
. C mostly from Peru; and zinc plates and sheets, also
assembly plants, mostly in Peru and Bolivia, to take
- . ..~ from Peru.
advantage of the local population’s special skills in
producing gold and silver handicrafts at low labor cost The list of leading imports under ATPA (table 6-8)
and of eligibility under ATPA for duty-free treatment contains three items that were new in 1998: parts of
in the United States. Major jewelry distributors are watch cases of precious metals (HTS subheading
also buying locally made jewelry with styles unique to 9111.90.40), pigments (HTS subheading 3212.90.00),
the indigenous populations of the Andes. and unwrought zinc (HTS subheading 7901.11.00).
Nonetheless, such imports from Bolivia declined in Peru was the sole U.S. supplier of parts of watch
1998, even though HTS chapter 71 is the leading cases not only among ATPA countries but among all

Other leading import items under ATPA in 1998
included tuna not in cans and fresh and chilled fish

category of imports from that country. countries (except for Switzerland, which supplied
- negligible amounts). All such imports from Peru
ltems whose duty-free ATPA treatment had a entered under ATPA. However, because of special
potentially significant impact on the U.S. industry in 1998 . .
(roses, chrysanthemums, and asparagus) are covered circumstances, those items reportedly have been
separately in chapter 7. imported solely for their gold content. Those imports

26 For more detail on imports of roses, see chapter 7. zre not likely to be repeated.
27 For more detail on imports of chrysanthemums, see

chapter 7. Peru was the only ATPA-country supplier of

28 Manatt, Phelps, and Phillip§he Colombia Flower L . .
Industry, Background Briefing Boodne, 1999, unwrought zinc imports, and the third-largest supplier

29 May include wires, stamping, beads, cast shapes, among all countries of the United States in 1998. The
native-style jewelry, or decorative articles produced by
small artisans. 30 For more detail on imports of asparagus, see ch. 7.
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Table 6-8
Leading U.S. imports for consumption under ATPA, 1997-98

Leading
HTS Change, ATPA
Number Description 1997 1998 1997/1998 source
Value
(1,000 dollars) Percent
7403.11.00 Cathodes and sections of cathodes, of refined
COPPEE ettt e e 158,790 200,984 26.6 Peru
0603.10.60 Roses, freshcut ..., 184,116 195,740 6.3 Colombia
0603.10.70 Chrysanthemums, standard carnations,
anthuriums and orchids ....................... 147,786 147,339 -3 Colombia
7108.13.70 Other semimanufactured forms of nonmonetary
gold . . 41,299 115,021 178.5 Peru
0603.10.80 Cut flowers and flower buds suitable for bouquets,
NESI ottt e 75,825 70,812 -6.6 Colombia
7113.19.10 Rope and chain for jewelry, of precious metal 68,014 66,107 -2.8 Peru
exceptsilver ...
7113.19.50 Articles of jewelry and parts thereof, of precious
metal except silver, except necklaces and
Clasps .. 55,254 64,244 16.3 Peru
7115.90.30 Gold (including metal clad with gold) articles, other
than jewelry or goldsmiths’ wares ............... 11,855 57,589 385.8 Colombia
9111.90.40 Parts of watch cases, of precious metal or of metal
clad with preciousmetal ....................... - 48,383 N/A Peru
2843.30.00 Goldcompounds .......... ... 70,366 48,139 -31.6 Colombia
1604.14.40 Tunas and skipjack, not in airtight containers 47,261 46,114 -2.4 Ecuador
3212.90.00 Pigments dispersed in nonaqueous media, in
liquid or paste form, used in making paints;
dyes & coloring matter packaged for retail sale 2,923 39,560 1,253.3 Colombia
0603.10.30 Miniature (spray) carnations, freshcut ............. 36,801 37,647 2.3 Colombia
3921.12.11 Nonadhesive plates, sheets, film, foil, strip ......... 30,957 31,120 5 Colombia
1701.11.10 Raw sugar not containing added flavoring or
COIONNG ..ot 20,884 28,269 354 Peru
7113.19.29 Gold necklaces and neck chains, other than rope
ormixed links ....... ... . 19,117 24,648 28.9 Peru
7901.11.00 Zinc, not alloyed, unwrought, containing 99.99% or
more by weightofzinc ........................ 4,858 24,242 399.0 Peru
0709.20.90 Asparagus, fresh or chilled, not reduced in size, not
entered Sept. 15-Nov.15 ...................... 19,804 23,201 17.2 Peru
0302.69.40 Fresh or chilled fish, including sable, ocean perch,
snapper, grouper, and monkfish ................ 18,307 22,192 212 Ecuador
7905.00.00 Zinc, plates, sheets, stripand foil ................. 17,894 16,769 -6.3 Peru
Totalofabove ........... ... ... ... ... 1,032,112 1,308,120 26.7
Allother ... ... 320,743 337,077 51
Total all commodities ........................ 1,352,855 1,645,196 21.6

Note.—Because of rounding, figures may not add to totals shown. The abbreviation nesi stands for “not elsewhere
specified or otherwise included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.
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volume of overall imports of this item more than is the same as their ranking based on overall U.S.
doubled in value, even though the prices declined. imports (table 6-4): Colombia, Peru, Ecuador, and
Imports entering under ATPA increased even faster Bolivia. However, the relative importance among
than overall imports, making unwrought zinc a ATPA countries of Peru and Bolivia as beneficiaries
leading ATPA import item in 1998. The increase of of the program is comparatively larger than their
these imports under ATPA to nearly five times their importance as overall U.S. suppliers (tables 6-4 and
1997 value resulted from a shift of entries under 6-9).
GSP to ATPA3L

Imports under ATPA of pigments began in small Peru can principally be credited with the 1998
quantities in 1997. Colombia supplied nearly half of increase of total U.S. imports under ATPA provisions.
all U.S. imports from all countries in 1998, and it was Entries under the program from Peru continued to
the only supplier among ATPA countries. All such grow much faster during the year than those from the
imports were entered under ATPA. other ATPA countries. Peru accounted for 15.7

The new items on table 6-8 replaced three othersperc_ent of U.S. imports under ATPA in 1994; its shar_e
on the 1997 li$? that no longer qualified as leading of this total grew steeply each year to 34.1 percent in
imports under ATPA in 1998: wood articles, mainly 1997 and 38.5 percent in 1998 (table 6-9). In 1998,

from Ecuador; leather bags and cases, mainly fromPeru provided 10 of the 20 leading tariff items under
Colombia; and unrefined copper. ATPA shown in table 6-8, including refined copper

cathodes, jewelry and precious metals and stones,

several gold products, asparagus, precious-metal

|mp0rts by Country watch-case parts, and unwrought zinc. The surge in
1998 imports of semimanufactured forms of
nonmonetary gold and first-time imports of

watch-case parts were mainly responsible for Peru’s
31 Almost half of the imports were entered under growing importance as an ATPA beneficiary (see also
ATPA in 1998, whereas in 1997, such imports still entered table D-2). In 1998, Peru’s participation in ATPA

principally under GSP. in _
3J)USITC, Andean Trade Preference Act: Impact on almost equaled Colombia's (table 6-9).
U.S. Industries and Consumef&fth Report, 1997,

USITC publication 3132, Sept. 1998, table 6-8, p. 109.

The ranking of the beneficiaries based on the
amount of their 1998 entries under ATPA (table 6-9)

Table 6-9

U.S. imports for consumption under ATPA, by source, 1994-98

Rank Source 1994 1995 1996 1997 1998

Value (1,000 dollars)

1 Colombia ........... 411,642 499,262 560,546 605,472 709,889

2 Peru ............... 107,430 207,569 385,298 460,992 632,676

3 Ecuador ............ 72,905 147,859 218,419 217,437 233,002

4 Bolivia ............. 91,840 84,100 105,791 68,955 69,630
Total ............. 683,817 938,789 1,270,054 1,352,855 1,645,196

Percent of total

1 Colombia........... 60.20 53.18 44.14 44.76 43.15

2 Peru............... 15.71 22.11 30.34 34.08 38.46

3 Ecuador ............ 10.66 15.75 17.20 16.07 14.16

4 Bolivia ............. 13.43 8.96 8.33 5.10 4.23
Total ............. 100.00 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals given.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Colombia, whose Government professes a high U.S. imports under ATPA was 14.2 percent,
regard for benefits derived from ATFR, remained compared with its peak share of 17.2 in 1996 (table
the leading source of imports under ATPA for the 6-9, figure 6-4). Ecuador was the source of two
year. However, Colombia’s once commanding share leading tar!ff items under ATPA in 1998: tuna not in
shrank from 60.2 percent of the total in 1994 to 44.8 ¢@ns and fish (table 6-8).
percent in 1997 and 43.2 percent in 1998. One major  The value of U.S. imports from Bolivia under
cause for the decline in the 1998 share might haveATPA increased only slightly in 1998. Bolivia’s
been the strength of the Colombian peso, which madeshare of combined U.S. imports under ATPA
its exports relatively expensivé. continued to fall, to 4.2 percent of the total (table 6-9,

figure 6-4). All major imports under the program

Another ~ cause of Colombia’s declining were jewelry items, and their decline alone explains
significance in ATPA trade was the receding weight of Bolivia's shrinking role as an ATPA beneficiary (table
flowers in this trade. Flowers are Colombia’s largest D-2). Bolivian officials interviewed by United States
nontraditional export®> Colombia was the source of |nternational Trade Commission (USITC) staff in
eight leading tariff items under ATPA in 1998 (table 1997 attributed the plight of their jewelry exports to a
6-8). Four of the items were flowers; the others were tax imposed in 1995 on domestic gold. This tax,
nonadhesive plates, gold compounds and articles, ancaccording to Bolivians then questioned by USITC
pigments. staff37 caused jewelry makers to switch from the use

of domestic gold to tax-free imported gold as an input

S _ for jewelry. The resulting higher costs reduced the
flowers was offset by surging imports of gold articles . hetitiveness of Bolivian jewelry and adversely
and pigments—the latter virtually new during the year affected their export3

(see also table D-2). The same four companies were
the source of both gold articles and pigments imported
to the United States from Colombia. In the early
1990s, only Colombia’s Central Bank had the right to EXportS
export gold. After this restriction had been lifted, the The virtually uninterrupted growth of U.S. exports
four companies began to export gold articles, to ATPA countries stopped in 1998; exports totaled
principally to Miami, FL., where they are collected $8.7 billion, 0.1 percent less than in 1997 (table 6-1).
from several other countries and used to make jewelry Colombia alone was responsible; exports were up to
and other article3® all other ATPA countries (table 6-10). As in 1997,
) ATPA countries combined ranked 18th as a U.S.
In 1998, growth of U.S. imports from Ecuador export market in 1998, ahead of such markets as

under ATPA continued to slow as overall U.S. imports Malaysia and Italy but behind Australia and Saudi
from that country declined, reflecting the effects of El argpia.

Nino and the country’s overall economic problems
during the year, as mentioned earlier. Also, major
imports under ATPA, such as tuna not in cans,
continued to decline as El Nino depressed supply.
Other major entries under ATPA, such as cut flowers,
increased, but only moderately. Ecuador’s share in

Declines in imports from Colombia of certain cut

The ranking of ATPA countries as U.S. export
markets was the same as their ranking as U.S.
suppliers—Colombia, Peru, Ecuador, and Bolivia
(table 6-9). Colombia and Ecuador, however, are
comparatively more significant in the ATPA
community as markets for U.S. exports than they are
33 Representatives of the public and private sectors, as sources of U.S. imports. The contrary is true for

USITC staff interviews, Bogota, Colombia, June 7-10, Peru.
1999.
34 |bid. Colombia accounted for 53.7 percent of U.S.

35 According to the industry, “The Colombian flower  exports to ATPA countries in 1998. As on the U.S.

industry is extremely reliant on the U.S. market, and the . . . . .
industry’s survival depends on its profitability here. ATPA import side, Colombia lost some of its dominant share

preferences - which give Colombia no market advantages among ATPA markets to the other three ATPA
over U.S. or other producers - help to offset the enormous countries. Peru accounted for 23.0 percent, Ecuador

currency and inflation risks borne by Colombian o
exporters. Without them, U.S. sales would be largely for 18.8 percent, and Bolivia for 4.5 percent of the

uneconomical” (Source: Manatt, Phelps and Philliise total (table 6-10).

Colombia Flower Industry, Background Briefing Book,

June, 1999). 37 Representatives of the public and private sectors,
36 Industry representatives, USITC staff interviews, USITC staff interviews, La Paz, Bolivia, May 15, 1997.

Bogota, Colombia, June 8, 1999. 38 This tax was raised to 4 percent in March 1997.
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Figure 6-4

U.S. imports for consumption under ATPA, by source, 1994-98
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Source: Compiled from official statistics of the U.S. Department of Commerce.

Table 6-10

U.S. exports to ATPA countries, 1994-98

Country 1994 1995 1996 1997 1998

Value (1,000 dollars)

Colombia . ...... 3,779,659 4,448,541 4,517,570 5,024,535 4,657,748

Peru ........... 1,358,516 1,715,902 1,709,896 1,886,570 1,991,049

Ecuador........ 1,127,434 1,449,494 1,228,471 1,486,460 1,628,753

Bolivia ......... 179,406 206,269 262,804 284,189 392,518
Total ......... 6,445,015 7,820,206 7,718,742 8,681,754 8,670,068

Percent of total

Colombia . ...... 58.64 56.89 58.53 57.87 53.72

Peru........... 21.08 21.94 22.15 21.73 22.96

Ecuador . ....... 17.49 18.54 15.92 17.12 18.79

Bolivia ......... 2.78 2.64 3.40 3.27 4.53
Total ......... 100.00 100.00 100.00 100.00 100.00

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Electrical and nonelectrical machinery, equipment, Table 6-12 and figure 6-5 show the composition
and parts dominate U.S. exports to ATPA countries, of exports to ATPA countries by 2-digit HTS
together accounting for more than one-third of the categories. In 1998, exports of machinery were
total. Machinery and parts exports are dispersedfollowed by agricultural products, plastics, chemicals,
among several products; only a few qualified in 1998 vehicles, and aircraf® There was a large “all other”
among the 20 leading export items based on 8-digit category too, which contains a wide spectrum of
HTS classification (table 6-11). Mining machinery exports.

(for boring and sinking) and parts were the number g nonelectrical machinery (HTS chapter 84)
one export item to ATPA countries both in 1997 and 5nq electrical machinery (HTS chapter 85) exports as
1998, with exports 52.7 percent higher in 1998 than in 4 group declined during the year, especially to
1997. Ecuador was the leading market in 1998, colompia—the leading ATPA market for those
followed by Colombia, Bolivia, and Peru. exports—and to Peru. Exports of plastics and related

Electrical communications (transmission) articles (HTS chapter 39), which had grown steadily
apparatus was the number two U.S. export item in the 1990s through 1997, also fell in 1998, as did
during the year, with exports up by 48.0 percent to chemicals and motor vehicle exports.

ATPA countries combined. Colombia was by far the Unlike machinery and plastics, cereal exports as a
leading market among ATPA cogntnes, but exports group (HTS chapter 10) were up by 38.0 percent in
surged most rapidly (almost tripled) to Ecuador. 1998 even though falling prices depressed export
Data—proces;mg machines and parts were fourth inya1ues.  Yellow corn was the third leading export
1998. Their exports to the combined ATPA market jiom and wheat was the fifth. Exports of corn to the
were down by 6.0 percent; they declined to all ATPA ATpaA market, of which Colombia was the principal

countries. destination, increased by 22.6 percent in metric tons

The list of leading exports to ATPA countries also but by only 4.3 percent in value (table 6-11). Exports
contains cereals and other agricultural items—crude of wheat rose by 33.0 percent in metric tons but by
soybean oil and soybean oil extracts, and cotton. Theonly 7.0 percent in value. The year 1998 was the first
list also includes a paper product, a plastic productyear in recent memory when Colombia and Ecuador
(polyethylene), and nonmonetary g8fi. Airplanes bought significant amounts of rice from the United
were the fastest growing export item during the year; States. Rice exports to ATPA countries (Peru also
their exports surged by 952.9 percent. Nonmonetary bought some) were up by 648.7 percent in kilograms
gold items (mostly to Bolivia and Peru) and but by only 589.3 percent in value. El Nino-related
helicopters newly appeared in 1998 among the leadingproblems may have increased demand for cereals in

export items. the region.

39 Nonmonetary gold is subject to two-way trade and 40 See also USITCAndean Trade Preference Act:
more important on the U.S. import side from ATPA Impact on U.S. Industries and Consuméiith Report,
countries. See also import section. 1997, USITC publication 3132, Sept. 1998, p. 111.
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Table 6-11
Leading U.S. exports to ATPA countries, 1997-98

Change,
HTS Number Description 1997 1998 1997/1998
— Value (1,000 dollars) — Percent

8431.43.80 Parts for boring or sinking machinery of 8430.41 or
8430.49,NESi ... vi 309,233 472,201 52.70

8525.20.90 Transmission apparatus incorp. reception app.
(other than transceivers) for radiotelephony,
radiotelegraphy, radiobroadcasting or television .. 154,518 228,719 48.02

1005.90.20 Yellowdentcorn .......... ... ... ... 174,305 181,855 4.33

8473.30.00 Parts and accessories of the ADP machines of
heading 8471, (automatic data processing
machines & units thereof): not incorporating a

cathoderaytube .......... ... ... ... ... ... 187,498 176,261 -5.99
1001.90.20 Wheat & meslin other than durum or seed wheat . 133,467 147,054 10.18
4804.11.00 Uncoated, unbleached kraftliner, in rolls or sheets 164,871 119,335 -27.62
3100.00.00 Fertilizer and fertilizer materials ................ 96,254 108,134 12.34
1006.10.00 Rice in the husk (paddy orrough) ............... 14,892 102,651 589.32
8803.30.00 Parts of airplanes and helicopters, nesoi ......... 66,769 98,313 47.24
2304.00.00 Oilcake and other solid residues, resulting from the
extraction of soybeanoil ..................... 112,016 97,480 -12.98
5201.00.10 Cotton, not carded or combed, having a staple
length under 28.575 mm, (1-1/8 inches) ......... 72,971 92,875 27.28
8802.40.00 Airplanes and other powered aircraft, nesoi, with an
unladen weight over 15,000kg ............... 8,500 89,500 952.94
8474.90.00 Parts for the machinery of heading 8474 ......... 64,052 76,660 19.68
8802.12.00 Helicopters, with an unladen weight over 2,000 kg - 67,032 N/A
8431.39.80 Parts suitable for use solely or principally with the
machinery of heading 8428, nesoi ............ - 66,411 N/A
1507.10.00 Crude soybean oil, whether or not degummed .. .. 28,252 62,714 121.98
8525.20.30 Transceivers nesi, for radiotelephony,
radiotelegraphy or radiobroadcasting ............ 86,114 59,826 -30.53

3901.10.00 Polyethylene having a specific gravity of less than
0.94,inprimaryforms ......................... 80,535 58,304 -27.60

7108.13.50 Gold (including gold plated with platinum),
nonmonetary, in semimanufactured forms

(exceptgoldleaf) ................ ...l 4,668 54,011 O]

7108.12.10 Gold, nonmonetary, bullionand dore ............ 26,643 51,406 92.95
Totalofabove ........... ... ... ... ..., 1,785,557 2,410,743 35.01

Allother ...... ... . . 6,896,197 6,259,325 -9.24

Total all commodities ....................... 8,681,754 8,670,068 -0.13

1 Percent change exceeds 10,000 percent.

Note.—Because of rounding, figures may not add to totals shown. The abbreviation nesi stands for “not elsewhere
specified or included.” The abbreviation nesoi stands for “not elsewhere specified or otherwise included.”

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 6-12
Leading U.S. exports to ATPA countries, by major product categories, 1994-98

HTS

Chapter Description 1994 1995 1996 1997 1998
Value (1,000 dollars)
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof . . . ... 1,705,375 1,855,747 1,887,436 2,247,209 2,158,671
85 Electrical machinery and equipment and parts thereof; sound records and
reproducers, television recorders and reproducers, parts and accessories . ....... 574,853 772,256 863,194 1,180,874 1,017,754
10 CIBAIS ..ttt 232,343 471,209 603,810 361,991 499,602
39 Plastics and articles thereof .. .......... . i 332,401 445,312 380,033 434,977 386,741
29 Organic ChemICAIS . ... ... ot e e 421,246 535,333 448,371 453,264 376,097
87 Vehicles, other than railway or tramway rolling stock, and parts and accessories
LTS T ) 540,370 508,524 367,707 408,628 358,902
88 Aircraft, spacecraft, and parts thereof .......... ... ... .. . .. i 186,440 127,364 115,591 123,251 313,133
90 Optical, photographic, cinematographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .............. 169,888 220,089 221,963 263,179 265,848
48 Paper and paperboard; articles of paper pulp, paper or paperboard ................ 195,497 306,277 270,755 308,721 260,464
38 Miscellaneous chemical products . ...t 129,268 160,690 169,182 177,471 176,781
Total of @above . ... 4,487,681 5,402,800 5,328,042 5,959,566 5,813,993
Al OtNEr . 1,957,334 2,417,406 2,390,701 2,722,188 2,856,076
Total all commoditieS . ... ... 6,445,015 7,820,206 7,718,742 8,681,754 8,670,068
Percent of total
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof .. . . .. 26.46 23.73 24.45 25.88 24.90
85 Electrical machinery and equipment and parts thereof; sound records and
reproducers, television recorders and reproducers, parts and accessories . ....... 8.92 9.88 11.18 13.60 11.74
10 CIBAIS ..ttt 3.61 6.03 7.82 4.17 5.76
39 Plastics and articles thereof .. ....... .. ... 5.16 5.69 4.92 5.01 4.46
29 Organic ChemiCals . ... ... ..o 6.54 6.85 5.81 5.22 4.34
87 Vehicles, other than railway or tramway rolling stock, and parts and accessories
11 =] 1= ) 8.38 6.50 4.76 4.71 4.14
88 Aircraft, spacecraft, and parts thereof .......... ... ... ... i 2.89 1.63 1.50 1.42 3.61
90 Optical, photographic, cinematographic, measuring, checking, precision, medical or
surgical instruments and apparatus; parts and accessories thereof .............. 2.64 2.81 2.88 3.03 3.07
48 Paper and paperboard; articles of paper pulp, paper or paperboard ................ 3.03 3.92 3.51 3.56 3.00
38 Miscellaneous chemical products ......... ... e 2.01 2.05 2.19 2.04 2.04
Total of @above ... .. 69.63 69.09 69.03 68.64 67.06
Al OtNEr . 30.37 30.91 30.97 31.36 32.94
Total all commodities . ...t 100.00 100.00 100.00 100.00 100.00

Note.—Because of rounding, figures may not add to totals shown.

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



Figure 6-5
Composition of U.S. exports to ATPA countries, by major product categories, 1994 and 1998

1994 1998

Nonelectrical machinery 24.9%

Vehicles, nonrail 8.4% Vehicles, nonrail 4.1%

Organic chemicals 4.3%

Plastics 4.5%

Organic chemicals 6.5%

0,
Plastics 5.2% Cereals 5.8%

Cereals 3.6%

Electrical machinery 11.7%

Electrical machinery 8.9%

All other 44.7%

Nonelectrical machinery 26.5%

All other 40.9%

$6,445.0 million = 100% $8,670.1 million = 100%

Note.—Percentages may not add to 100 because of rounding.
Source: Compiled from official statistics of the U.S. Department of Commerce.



CHAPTER 7
Impact of ATPA on the United States and
Probable Future Effects

Two issues are addressed in this chapter: theof the ad valorem equivalent of specific duties
impact of the ATPA preference program on the United because of inflatioA.
States in 1998 and the probable future effects of the  Because most U.S. imports from ATPA countries
program. Items most affected by the ATPA can enter the United States free of duty at general
preferences were identified in an impact analysis andrates or under GSP or are excluded from the program,
specific U.S. industries were examined. Information the Commission focused its analysis of the impact of
on ATPA-related investment in the beneficiary ATPA on products that can enter free of duty or at
countries was the main basis for the write-up on reduced duties only under ATPA and not under other
probable future effects. This information was collected programs.

during field visits to Colombia and Ecuador as well as It should be noted that the presence of ATPA
from U.S. embassies in the other countries of the guarantees that GSP-eligible products from ATPA
region. beneficiary countries can enter the United States free

of duty, making investment in such products more
attractive than would be the case in the absence of

|mpact Of ATPA on the ATPA. Investment that depends solely on GSP for
} . duty-free preferences is riskier because of the recent
United States in 1998 uncertainties about the periodic renewals of GSP and

i L . because certain products from particular countries
Since its implementation in 1992, ATPA has had a may exceed competitive-need limits and face loss of

minimal effect on the overall economy of the United 5gp eligibility, as discussed in chapter 5. Those

States. In each year from 1992 through 1998, the gffects have not been as pronounced for ATPA as they
value of ATPA duty-free U.S. imports h_as been less have been for CBERA because CBERA is permanent
than 0.02 percent of U.S. gross domestic product. Asy, ,+ ATpA expires in 2001. In the analysis described in

pointed out in chapter 6, the total value of U.S. s chapter, no attempt was made to quantify those
imports from ATPA countries remained small in 1998, effects.

amounting to 0.9 percent of total U.S. imports. The material that follows in this section defines

In addition, the value of the ATPA program to products that benefit exclusively from ATPA; presents
beneficiary countries and its potential for affecting the quantitative estimates of the impact of ATPA on U.S.
U.S. economy, consumers, and industries have fallenconsumers, the U.S. Treasury, and U.S. industries
since the implementation of the program because ofwhose goods compete with U.S. imports under ATPA;
the erosion of the margin of preference for many and describes the U.S. imports that benefited
productst  Sources of this erosion include phased exclusively from ATPA in 1998 and had the largest
tariff cuts under the Uruguay Round of trade potential impact on competing U.S. industries.
concessions, tariff cuts and eliminations under sectoral

trade negotiations, the extension of preferential Products That Benefited

trading arrangements under NAFTA, and the erosion . .
Exclusively From ATPA in 1998
U.S. imports of products benefiting exclusively

1 The higher the ad valorem column 1-general duty
rate (formerly known as the MFN duty rate) duty rate for

any given product, the greater is the benefit to ATPA from ATPA are defined as those that enter under
beneficiaries—the higher the margin of preference. ATPA

beneficiaries also benefit more if the column 1-general 2 For a more detailed analysis of the erosion of the
rate is more extensively applied, that is, if fewer margin of preference, see USITETPA, Fifth Report,
non-ATPA countries enjoy preferential rates. 1997 p. 132.
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either ATPA duty-free or ATPA reduced-duty

increased use of ATPA provisions to ensure duty-free

provisions and are not eligible to enter free of duty entry?

under column 1-general rates or under
provisions, such as GSP. Consistent with
definition, GSP-eligible items imported from ATPA

countries that entered under ATPA preferences are

considered to benefit exclusively from ATPA only if

other
this

4 The U.S. GSP program was not in effect from Aug.
1, 1995 through Sept. 30, 1996. Consequently, articles
eligible for GSP duty-free entry were subject to ordinary
column 1-general duties during this period unless the
articles were eligible to enter under another preferential

imports of the item from a certain country exceeded program, such as ATPA, and were entered under that

GSP competitive-need limits.

Since the implementation of the ATPA program,
U.S. imports that benefit exclusively from ATPA have
accounted for a relatively small portion of total U.S.
imports from ATPA countries; this portion was

program. The analysis used in the 1995 and 1996 ATPA
reports implicitly assumed that importers did not expect
the GSP program to be reinstated or the duties to be
refunded; therefore, products normally eligible for GSP
that entered the United States under ATPA provisions
during that period were counted as having benefited
exclusively from ATPA. Hence, the effects of duty-free
entry of those otherwise GSP-eligible products were

substantially higher in 1995 and 1996 than in the first attributed to ATPA for the period Aug. 1, 1995 through
3 years of the program before falling in 1997 to a Sept. 30, 1996, which resulted in higher estimates of the

level above the pre-1995 level and rising substantially

in 1998 (see table 7-1). The “exclusively benefiting

effects of ATPA than would have been the case if the
GSP program had been operative during that period. See
USITC, ATPA, Fourth Report, 1996p. 71-72, for further

shares were markedly higher in 1995 and 1996, dueexplanation.

mainly to the lapse in the GSP program from August

Because of the assumptions about GSP made in the
1995 and 1996 ATPA reports, the findings derived from

1, 1995 through September 30, 1996, and subsequenghe analysis in those reports are not strictly comparable to

3 A beneficiary developing country loses GSP benefits
for an eligible product when U.S. imports of the product
exceed either a specific annually adjusted value or 50
percent of the value of total U.S. imports of the product
in the preceding calendar year—the so-called
competitive-need limit. Sec. 504(c)(1) of the Trade Act of
1974, as amended. ATPA has no competitive-need limits.
Thus, eligible products that are excluded from duty-free
entry under GSP because their competitive-need limits

the findings in subsequent reports in this series or in
reports previous to the 1995 report, despite the similar
analytical approach used. Although GSP lapsed in both
1997 and 1998, the lapses were considerably shorter than
in 1995 and 1996, and quick renewals were widely
anticipated. Therefore, those lapses were not considered
significant enough to warrant a repeat in the 1997 and
current reports of the assumptions used in the 1995 and
1996 reports. The lower estimates for 1997 and 1998
derive from the assumptions used in designating items that

have been exceeded can still receive duty-free entry under benefit exclusively from ATPA, not from the change in

ATPA.

Table 7-1

actual usage.

Total imports from ATPA beneficiaries, imports entered under ATPA, and imports that benefited

exclusively from ATPA, 1994-98

Item 1994 1995 1996 1997 1998
Total imports from ATPA beneficiaries:

Value (million dollarst) ........... ... . ... ... ciiii.. 5,880 6,969 7,868 8,674 8,361
Imports entered under ATPA provisions:2

Value (millions dollarst) .......... ... . ... ..o, 684 939 1,270 1,353 1,645

Percentoftotal .......... ... . i 11.6 135 16.1 15.6 19.7
Imports that benefited exclusively from ATPA provisions:

Value (million dollarst) ........... ... . ... ..., 288 699 1,033 635 915

Percentoftotal .......... ... ... . . 4.9 10.0 131 7.3 10.9

1 Customs value.

2 Includes articles entered free of duty and at reduced duties under ATPA provisions (table 6-6), Those

provisions are discussed in ch. 5.

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

Department of Commerce.
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Table 7-2

Value of leading imports that benefited exclusively form ATPA, 1998

(1,000 dollars)

HTS Customs C.i.f.
number Description value value
0603.10.60  ROSES, freSh CUL . . . ..o o ot 195,740 237,891
7403.11.001 Refined copper cathodes and sections of cathodes ...................... 200,984 206,778
0603.10.702 Chrysanthemums, standard carnations, anthuriums and orchids, fresh cut . . 143,225 173,162
7108.13.70  Gold (including gold plated with platinum), nonmonetary, in

semimanufactured forms (except gold leaf), nesi ....................... 115,021 115,112
1604.14.40  Tunas and skipjack, not in airtight containers, not in ail, in bulk or in

immediate containers weighing with contents over 6.8 kgeach .......... 46,114 48,591
9111.90.40 Parts of watch cases, of precious metal or of metal clad with precious

e Al . 48,383 48,433
2843.30.003 Gold COMPOUNGS . .ot e e e e 34,257 34,280
0709.20.90 Asparagus, nesi, freshorchilled ......... ... .. .. ... . . 23,201 33,200
7905.00.001  Zinc, plates, sheets, stripand foil ............. .. ... ... . i 16,769 17,470
4202.91.00% Cases, bags and containers nesi, with outer surface of leather, of

composition leather or patentleather ........ ... ... ... ... ... .. .. ... 13,261 13,884
0709.20.101 Asparagus, fresh or chilled, not reduced in size, if entered September 15 to

November 15, inclusive, and transported to the U.S. by air .............. 6,726 9,714
7306.20.60  Iron or nonalloy steel tubing of a kind used for drilling for oil/gas ........... 7,207 7,577
9111.10.00 Watch cases of precious metal or of metal clad with precious metal ........ 6,044 6,082
7113.19.211  Gold rope necklaces and neck chains ...................cccoiuieean. .. 5,949 5,954
6908.90.00 Glazed ceramic flags and paving, hearth or wall tiles; glazed ceramic mosaic

cubesand the like, NeSi . ... ... e 5,146 5,872
4202.11.00% Trunks, suitcases, vanity & all other cases, occupational luggage & like

containers, surface of leather, composition or patent leather ............. 4,522 4,761
4202.21.904 Handbags, with or without shoulder strap or without handle, with outer

surface of leather, composition or patent leather, nesi, over $20 ea. ...... 4,400 4,480
7109.00.001 Base metals or silver clad with gold, but not further worked than

semimanufactured .. ...... ... 3,787 3,789
7317.00.55 Iron or steel, nails, tacks, corrugated nails, staples & similar arts., of one

piece construction, made of round wire, nesi ............. .. ... ... 3,424 3,728
7228.60.80  Alloy steel (o/than tool), bars and rods, cold-formed ...................... 2,711 2,847

1 Includes only imports from Peru. ltem is GSP-eligible, but imports from Peru exceeded the competitive-need
limit and thus were eligible for duty-free entry only under ATPA.

2 Includes only imports from Colombia. Item is GSP-eligible, but imports from Colombia exceeded the

competitive-need limit and thus were eligible for duty-free entry only under ATPA.
3 Includes only imports from Colombia for the second half of 1998. Item is GSP-eligible, but imports from
Colombia exceeded the competitive-need limit and thus were eligible for duty-free entry only under ATPA in the
second half of the year.
4 Subject to reduced duties under ATPA provisions.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

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

Department of Commerce.
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The value of U.S. imports that benefited reflecting those made assuming higher substitution
exclusively from ATPA increased from $635 million elasticities (upper range), and those made assuming
in 1997 to $915 million in 1998, an increase of 44 lower substitution elasticities (lower range).
percent (table 7-1). Such imports accounted for 10.9
percent of total U.S. imports from ATPA countries in
1998, compared with 7.3 percent in 1997.

The analysis was conducted on the 20 leading
items that benefited exclusively from ATPA (table
7-2)> Estimates of welfare and potential U.S. industry

The 20 leading items that benefited exclusively displacement effects were made. Industries that
from ATPA are shown in table 7-2. The most notable experienced estimated displacement of over 5 percent
change in the value of such imports was for of the value of U.S. production, based on upper range
semimanufactured gold (HTS subheading 7108.13.70), estimates, were selected for further analysis.
which increased by 179 percent from 1997 to 1998.
Large increases in exclusively benefiting imports
from Peru of copper cathodes (HTS subheading
7403.11.00), up by 93 percent, zinc plates (HTs t€MS Analyzed
subheading 7905.00.00), up by 117 percent, and gold  Although a large number of products are eligible
rope (HTS subheading 7113.19.21), up by 200 for duty-free or reduced-duty entry under ATPA, a
percent, represent a special case. Peru, havingelatively small group of products accounts for most
exceeded the competitive-need limits for those items, of the imports that benefit exclusively from ATPA.
lost GSP eligibility for them on July 1, 1997. Table 7-2 presents the 20 leading items that benefited
Therefore, only 6 months of imports of those items exclusively from ATPA in 1998; they are ranked on
benefited exclusively from ATPA in 1997, whereas a the basis of their c.i.f. import valuésThose products
full year of imports was counted in 1998. represented 97 percent of the $915 million in imports

Four items were added to the list in 1998—parts of that b_enefited _exclusively from_ ATI_DA during 1998.
precious-metal watch cases (HTS subheading The five leading ATPA-exclusive imports in 1998
9111.90.40), precious-metal watch cases (HTS Were (1) fresh-cut roses, (2) copper cathodes from
subheading 9111.10.00), and alloy steel bars and rodd’€"!» (3) chrysanthemums, etc. from Colombia, (4)
(HTS subheading 7228.60.80)—all of which semlmapufactured gold_, and (5_) tunas and skipjack.
experienced large import increases, and gold Colombia was the leading supplier of each of the two

compounds (HTS subheading 2843.30.00) from flower subheadings, Peru was the leading supplier of
Colombia, which lost GSP eligibility in mid-1998 and COPPer cathodes and semimanufactured gold, and

recorded a half year as an ATPA-exclusive item. Ecuador was the leading supplier of tunas and
o ) o ) skipjack® Fresh-cut roses and copper cathodes ranked
Leading imports that were identified in previous first and third, respectively, in 1997.

annual ATPA reports as benefiting exclusively from
ATPA between 1992 and 1997 continued to rank 5 USITC industry analysts provided estimates of U.S.

among the leading U.S. imports in 1998. Those Production and exports for the 20 leading items that
. benefited exclusively from ATPA, as well as evaluations
imports  were fresh-cut chrysanthemums, standard of the substitutability of ATPA-exclusive imports and

carnations, anthuriums, and orchids (chrysanthemums,comé)eting U.S. products. _
etc.) and fresh-cut roses, which have consistently In the analysis, U.S. market expenditure shares were

S - . used to compute estimates of welfare and domestic
ranked among the leading items benefiting exclusively nroqyction displacement effects. Because U.S.

from ATPA since the inception of the program. expenditures on imports necessarily include freight and
insurance charges and duties, when applicable, the
analysis, where indicated in the text and supporting tables,
used c.i.f. values for duty-free items and landed, duty-paid

Welfare and D|Sp|acement values for reduced-duty items benefiting exclusively from
ATPA, and landed, duty-paid values for the remaining
Effects of ATPA on U.S. imports. Technically, landed, duty-paid values are equal to
. . c.i.f._values for items entering free of duty.
Industries and Consumers in 7 The import values reported in tables 7-2 and 7-3
reflect only that portion of imports under each HTS
1998 subheading that entered duty free or at reduced duty under

ATPA. Even though all of these items were eligible for
The analytical approach for estimating the welfare ATPA tariff preferences, full duties were paid on a certain
and displacement effects of ATPA is described in the Portion of imports under each HTS subheading for a
. . - . . . variety of reasons, such as failure to claim preferences or
introduction to this report and is discussed in more g fficient documentation.

detail in appendix C. A range of estimates is reported, 8 Leading ATPA suppliers are shown in table 6-8.
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For any particular item, the size of the U.S. all the gain in consumer surplus; this typically
market share accounted for by ATPA-exclusive occurs when column 1-general duty rates are
imports (value of imports benefiting exclusively from relatively low, as is the case with most
ATPA relative to apparent consumption) was a major ATPA-exclusive items.
factor in determining the estimated impact on Overall, the estimated net welfare effects of ATPA
competing domestic producetsmarket shares varied were small. The gain in consumer surplus (column A
considerably in 1998 (table 7-3). For instance, the of table 7-4) was greater than the corresponding
market share of ATPA-exclusive imports of decline in tariff revenue (column B) for all of the
chrysanthemums, etc. was approximately 73 percent,products analyzed for which data were available. Of
whereas the market share of ATPA-exclusive imports the resulting estimated net welfare gains, the largest
of iron or steel nails (HTS subheading 7317.00.55) were for asparagus (HTS subheadings 0709.20.10
was 0.31 percent. and 0709.20.90) ($374,000 to $933,000), fresh-cut

roses ($499,000 to $686,000), and chrysanthemums,

. etc. ($332,000 to $429,000). Asparagus and fresh-cut
Estimated Effects on Consumers roses also had the largest net welfare gains in 1997.

and Producers

Tables 7-4 and 7-5 present the estimated impact of
ATPA tariff preferences on the U.S. economy in Effects on U.S. producers
199810 Estimates of the gains in consumer surplus  Estimates of the potential displacement of

and the losses in tariff revenue, as well as measures ofgmestic production (table 7-5) were small for most
the potential displacement of U.S. production, are of the individual sector® The analysis indicates that
discussed below. the largest potential displacement effects were for
chrysanthemums, etc. (an estimate of 1.2 percent to
7.6 percent of U.S. domestic shipments displaced,
Effects on U.S. consumers valued at $0.5 million to $2.9 million), asparagus (2.1
Fresh-cut roses provided the largest gain in percent to 7.6 percent displaced, valued at $2.6
consumer surplus ($13.4 million to $13.6 million) mijllion to $9.3 million), and fresh-cut roses (1.1
resulting exclusively from ATPA tariff preferences in percent to 7.0 percent displaced, valued at $1.2
1998 (table 7-4). The price U.S. consumers would mijllion to $7.2 million). However, the estimated
have paid for imports of fresh-cut roses from ATPA displacement share for the majority of the products
countries would have been 5.9 percent higher (the adpenefiting exclusively from ATPA was less than 1.0
valorem duty rate adjusted for freight and insurance percent, even in the upper range of estimates.
charges) without ATPA. Chrysanthemums, etc.
provided the second-largest gain in consumer surplus
($9.4 million to $9.5 million). Without ATPA, the Special circumstances in the gold market
price of imports of chrysanthemums, etc. from ATPA )
countries would have been 5.7 percent higher. In  Imports of precious-metal watch cases and parts
general, items providing the largest gains in consumerOf precious metal watch cases came from _Peru only in
surplus also have either the highest column 1-generall998. Before that year there had been no imports from
tariff rates or the largest volumes of imports, or both. Peru of either item. Likewise, there have been no
imports in 1999, nor are there likely to be any.
. o According to the two companiEsthat accounted for
revenues, offsetting much of the gain in consumer

I F le. f | ariff the bulk of those imports from Peru, a local regulation
surplus. For- €xampie, lor asparagus, lower taril ;, 1998 allowed a refund of the value-added tax for
revenues offset 73 percent to 83 percent of the gain in

consumer surplus; for glazed ceramic tiles (HTS 11 See USITCATPA, Fifth Report, 1997. 126.
subheading 6908.90.00), the offset was about 78 2 U.S. market share, ad valorem equivalent tariff

; rate, and elasticity of substitution between beneficiary
percent to 89 percent. For most of the other items imports and competing U.S. production are the main

listed in table 7-4, lower tariff revenues offset nearly factors that affect the estimated displacement of U.S.

domestic shipments. In general, the larger the ATPA share
9 Other factors include the ad valorem equivalent of the U.S. market, ad valorem equivalent tariff rate, and

tariff rate; the substitutability among beneficiary imports, substitution elasticity, the larger the displacement of

nonbeneficiary imports, and domestic production; and the domestic shipments.

overall demand elasticity for the product category. 13 USITC staff contacts with company officials, June
10 The methodology used is described in appendix C. 1998.

ATPA preferences also reduced U.S. tariff
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Table 7-3

Value of leading imports that benefited exclusively from ATPA, apparent U.S. consumption, and

ATPA exclusive market share, 1998

Imports
from ATPA Apparent
countries u.s. Market
HTS (c.i.f. value) consumption share
number Description (A) B) 1 (A/B)
(1,000 dollars) Percent
0603.10.60 Roses, freshcut ........ .. ... i, 237,891 366,484 64.91
7403.11.00 Refined copper cathodes and sections of cathodes ... 206,778 5,248,520 3.94
0603.10.70 Chrysanthemums, standard carnations, anthuriums
and orchids, freshcut ............................ 173,162 236,426 73.24
7108.13.70 Gold (including gold plated with platinum), nonmonetary,
in semimanufactured forms (except gold leaf), nesi . 115,112 500,836 22.98
1604.14.40 Tunas and skipjack, not in airtight containers, not in
oil, in bulk or in immediate containers weighing with
contents over 6.8 kgeach ...................... 48,591 750,758 6.47
9111.90.402 Parts of watch cases, of precious metal or of metal
clad with precious metal ........................ 48,433 - -
2843.30.00 Gold compounds . ....... ... 34,280 1,040,730 3.29
0709.20.903 Asparagus, nesi, freshorchilled ................... 33,200 239,081 17.95
7905.00.00 Zinc, plates, sheets, stripand foil .................. 17,470 311,593 5.61
4202.91.00 Cases, bags and containers nesi, with outer surface of
leather, of composition leather or patent leather . . .. 13,884 227,095 46.32
0709.20.103 Asparagus, fresh or chilled, not reduced in size, if
entered September 15 to November 15, inclusive,
and transported tothe U.S. by air ................ 9,714 - -
7306.20.60 Iron or nonalloy steel tubing of a kind used for
drilling foroil/gas ........... ... ... ... ... ... 7,577 144,417 5.25
9111.10.002 Watch cases of precious metal or of metal
clad with precious metal ........................ 6,082 - -
7113.19.21 Gold rope necklaces and neck chains .............. 5,954 175,459 3.39
6908.90.00 Glazed ceramic flags and paving, hearth or wall tiles;
glazed ceramic mosaic cubes and the like, nesi . . .. 5,872 1,416,265 A1
4202.11.00 Trunks, suitcases, vanity & all other cases, occupa-
tional luggage & like containers, surface of leather,
composition or patentleather .................... 4,761 170,0904 2.97
4202.21.90 Handbags, with or without shoulder strap or without
handle, with outer surface of leather, composition
or patent leather, nesi, over $20ea. .............. 4,480 376,458 41.27
7109.00.002 Base metals or silver clad with gold, but not
further worked than semimanufactured ........... 3,789 - -
7317.00.55 Iron or steel, nails, tacks, corrugated nails,
staples & similar arts., of one piece
construction, made of round wire, nesi ............ 3,728 1,195,958 31
7228.60.80 Alloy steel (o/than tool), bars and rods, cold-formed .. 2,847 425,583 .67

1 Apparent U.S. consumption defined as U.S. production plus total imports (landed, duty-paid basis) minus

exports.

2 |ndications are that these items were imported to be melted down for their gold content. Total imports of these 3
items are equal to about 1.7 percent of the value of U.S. gold refinery production in 1998. See discussion in the text
for further explanation.

3 Apparent consumption for HTS subheadings 0709.20.10 and 0709.20.90 were aggregated into one category
and reported under HTS subheading 0709.20.90.

4 Market share based on landed, duty-paid value.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

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

Department of Commerce.
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Table 7-4

Estimated welfare effects on the United States of leading imports that benefited exclusively from ATPA, 1998

(1,000 dollars)

Gainin
consumer Loss in tariff Net welfare
surplus (A) revenue (B) effect (A-B)

HTS Upper Lower Upper Lower  Upper Lower
number Description range range range range range range
0603.10.60  ROSES, freSh CUL . . ... e 13,369 13,572 12,683 13,073 686 499
7403.11.00 Refined copper cathodes and sections of cathodes ............................ 1,964 1,982 1,918 1,954 45 28
0603.10.70  Chrysanthemums, standard carnations, anthuriums and orchids, freshcut ........ 9,431 9,536 9,002 9,205 429 332
7108.13.70  Gold (including gold plated with platinum), nonmonetary, in semimanufactured

forms (exceptgold leaf), nesi ... 5,092 5,279 4,592 4,942 500 336
1604.14.40 Tunas and skipjack, not in airtight containers, not in oil, in bulk or in immediate

containers weighing with contents over 6.8 kgeach .......................... 183 183 181 182 2 1
9111.90.401  Parts of watch cases, of precious metal or of metal clad with precious metal . ... ... - - - - - -
2843.30.00  Gold COMPOUNTS ...\ttt ettt e e e e et e e e e 1,523 1,671 1,351 1,631 172 40
0709.20.902  Asparagus, nesi, freshorchilled ........... ... ... . i, 5,599 6,294 4,665 5,920 933 374
7905.00.00 Zinc, plates, sheets, stripand foil .......... ... .. 485 499 452 478 33 21
4202.91.00 Cases, bags and containers nesi, with outer surface of leather, of composition

leather or patentleather . ......... ... i 192 195 186 191 6 4
0709.20.102  Asparagus, fresh or chilled, not reduced in size, if entered September 15 to

November 15, inclusive, and transported to the U.S. by air .................... - - - - - -
7306.20.60  Iron or nonalloy steel tubing of a kind used for drilling for oil/lgas ................. 77 78 75 e 2 1
9111.10.001  Watch cases of precious metal or of metal clad with precious metal .............. - - - - - -
7113.19.21  Gold rope necklaces and neckchains ............ ... ... ... . i 278 292 245 271 33 22
6908.90.00  Glazed ceramic flags and paving, hearth or wall tiles; glazed ceramic mosaic

cubes and the liKe, NESI ... ... e e 600 674 468 597 132 77
4202.11.00  Trunks, suitcases, vanity & all other cases, occupational luggage & like

containers, surface of leather, composition or patent leather ................... 70 71 67 69 2 1
4202.21.90  Handbags, with or without shoulder strap or without handle, with outer surface

of leather, composition or patent leather, nesi, over $20ea. ................... 76 77 73 75 3 2
7109.00.001 Base metals or silver clad with gold, but not further worked than semimanufactured .. - - - - - -
7317.00.55 Iron or steel, nails, tacks, corrugated nails, staples & similar arts., of one piece

construction, made of round Wire, NESi . ... ... ..ottt 10 10 10 10 ©) ©)
7228.60.80  Alloy steel (o/than tool), bars and rods, cold-formed ......................... ... 110 115 99 108 11 7

1 Indications are that these items were imported to be melted down for their gold content. No analysis was performed on these items because of special
circumstances in the gold market. See discussion in the text for further explanation.

2 Analysis for HTS subheadings 0709.20.10 and 0709.20.90 is combined under HTS subheading 0709.20.90.

3 Less than $500.
Note.—The abbreviation nesi stands for “not elsewhere specified or included.”
Source: Estimated by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department of Commerce.



Table 7-5

Estimated displacement effects on the United States of leading imports that benefited exclusively from ATPA, 1998

Reduction in domestic shipments

Value Share
u.s.
HTS domestic Upper Lower Upper Lower
number Description shipments range range range range
1,000 dollars — Percent —

0603.10.60  ROSES, freSh CUL . . ...t e e 103,429 7,194 1,166 6.96 1.13
7403.11.00 Refined copper cathodes and sections of cathodes ............. ... ... ... ... ... ... 4,143,100 7,111 3,949 17 .10
0603.10.70  Chrysanthemums, standard carnations, anthuriums and orchids, freshcut .............. 37,957 2,881 466 7.59 1.23
7108.13.70  Gold (including gold plated with platinum), nonmonetary, in semimanufactured forms

(exceptgold leaf), NESI . ... ...t 121,961 4,225 1,483 3.46 1.22
1604.14.40 Tunas and skipjack, not in airtight containers, not in oil, in bulk or in immediate

containers weighing with contents over 6.8 kgeach ............. ... ... ... ... ... ... 645,000 744 427 12 .07
9111.90.401 Parts of watch cases, of precious metal or of metal clad with precious metal ............. - - - - -
2843.30.00  GOld COMPOUNGS ..ottt e e e e e e e e e 990,662 6,417 32 .65 ®
0709.20.903 Asparagus, nesi, freshorchilled .............. i 122,225 9,250 2,574 7.57 2.11
7905.00.00 Zinc, plates, sheets, stripand foil . .......... .. . 291,291 2,163 1,200 74 41
4202.91.00 Cases, bags and containers nesi, with outer surface of leather, of composition leather

or patent leather . . ... .. 28,383 79 30 .28 .10
0709.20.103 Asparagus, fresh or chilled, not reduced in size, if entered September 15 to

November 15, inclusive, and transported to the U.S. by air .......................... - - - - -
7306.20.60 Iron or nonalloy steel tubing of a kind used for drilling for oil/lgas .................... ... 106,500 244 127 .23 12
9111.10.001 Waitch cases of precious metal or of metal clad with precious metal .................... - - - - -
7113.19.21 Gold rope necklaces and neck chains . ........... .. . i 136,640 720 239 .53 .18
6908.90.00 Glazed ceramic flags and paving, hearth or wall tiles; glazed ceramic mosaic cubes

and the lIKe, NESI .. ... 591,336 1,047 449 .18 .08
4202.11.00 Trunks, suitcases, vanity & all other cases, occupational luggage & like containers,

surface of leather, composition or patent leather ............ ... .. ... ... i .. 51,208 69 26 14 .05
4202.21.90 Handbags, with or without shoulder strap or without handle, with outer surface of

leather, composition or patent leather, nesi, over $20ea ........... ... ..o 101,700 68 25 .07 .03
7109.00.001 Base metals or silver clad with gold, but not further worked than semimanufactured .. .... - - - - -
7317.00.55 Iron or steel, nails, tacks, corrugated nails, staples & similar arts., of one piece

construction, made of round Wire, NeSi . .. .......utt i 854,000 31 16 ® ®
7228.60.80 Alloy steel (o/than tool), bars and rods, cold-formed ............. ... . ... i 420,000 494 258 12 .06

1 Indications are that these items were imported to be melted down for their gold content. No analysis was performed on these items because of special

circumstances in the gold market. See discussion in the text for further explanation.
2 |ess than 0.005 percent.

3 Analysis for HTS subheadings 0709.20.10 and 0709.20.90 is combined under HTS subheading 0709.20.90.

Note.—The abbreviation nesi stands for “not elsewhere specified or included.”

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



exports of certain items fabricated in Peru, including ranked 1% among such imports, with a share of 1.8
gold items and textiles. The Government of Peru percent that year. Fresh-cut roses were the second
terminated the program for gold items in mid-1998 leading U.S. import item that entered free of duty
because of alleged fraud; gold not mined in Peru under the ATPA program in 1998, accounting for
was being used to claim a tax refund, and “old” 11.9 percent of the total value of such imports.
gold was used to claim the refund when only Fresh-cut chrysanthemums, etc. were third,
“newly-mined” gold was eligible. According to the accounting for about 9.0 percent. ATPA countries
importers, the items were purchased for their gold supplied just over 90 percent of the total value of
content and melted down upon importation. The U.S. U.S. imports of fresh-cut roses and just over 91

Customs Service was notified of the situation, but
indicated that the items should retain their original

classification as watch cases and parts of watchimports of the two fresh-cut flower

cases.

There are indications that gold-clad metals (HTS
subheading 7109.00.00) also were imported for the
purpose of extracting the gold contéftAs such, the

percent of the total value of U.S. imports of
chrysanthemums, etc. in 1998. Virtually all U.S.
categories
considered here from beneficiary countries were
entered free of duty under ATPA. U.S. imports of
the subject fresh-cut flowers from ATPA countries
are concentrated between Colombia and Ecuador,
with Colombia dominating, particularly in chrysan-

three items should be analyzed as part of the goldinemums. etc.

market. However, the market for gold has unique
characteristics (such as the overwhelming
predominance in the market of existing gold stocks
relative to current gold production) that call for

analysis whose extent is beyond the scope of this

study. It is possible to say that the impact of imports
of those three items was likely to be very small, given
that the value of imports of those items was only 1.7
percent of the value of U.S. gold refinery production
in 1998.

Highlights of U.S. Industries
Most Affected by ATPA

Industries having estimated displacements of 5

percent or more, based on upper range estimates

were chosen for further analysis. In 1998, only a few
products that benefited exclusively from ATPA met
this criterion: chrysanthemums, etc., fresh-cut roses,
and asparagus. An industry-by-industry analysis of the
items most significantly affected in 1998 follows.

Fresh-Cut Flowers

Fresh-cut flowers traditionally have been a major
component of U.S. imports from ATPA countries as
well as under the ATPA program and represent an
important economic activity of ATPA beneficiary
countries. Fresh-cut roses (HTS subheading
0603.10.60) were the %0leading U.S. import item
from ATPA countries in 1998, accounting for 2.3
percent of the total of such imports. Fresh-cut

chrysanthemums, etc. (HTS subheading 0603.10.70)

14 USITC staff contacts with industry representatives,
June 1998.

Fresh-cut flowers have gained in importance in
the economies of ATPA countries, particularly those
of Colombia and Ecuador, and have become a major
nontraditional agricultural export item for those
countries. Colombia has become the second leading
fresh-cut flower exporter, trailing only the
Netherland€® The United States is the principal
fresh-cut flower export market for those countries,
accounting for 78 percent of the total value ($544.4
million) of Colombian exports in 1991,

U.S. imports of cut flowers from ATPA
beneficiary countries have been subject to various
antidumping and countervailing duties in recent years.
U.S. imports of fresh-cut pompon chrysanthemums
(HTS subheading 0603.10.7010) from Peru are subject
to a countervailing duty of 17.53 percent ad valorem,
effective October 27, 19868. U.S. imports of
fresh-cut pompon chrysanthemums, other fresh-cut
chrysanthemums (HTS subheading 0603.10.7020),
and fresh-cut standard carnations (HTS subheading
0603.10.7030) from Ecuador are subject to
antidumping duties ranging from 0.51 to 5.89 percent
ad valorem, effective March 1, 19%8.The duties on
imports from Peru and Ecuador were unchanged in
199819 The antidumping duties on U.S. imports of
fresh-cut pompon chrysanthemums, other chrysan-
themums, standard carnations, and miniature

15 USITC staff conversation with Philip Nowers,
managing director, Colombia Flowers Council, June 17,
1999.

16 Super Floral Advisqrpamphlet published by
Colombia Flowers Council, p. 2

1752 F.R. 13491.

18 61 F.R. 37044.

19 U.S. Department of Commerce, “Final Results of

Administrative Reviews,” found at Internet address

http://www.ita.doc.gov/import_admin/records/stats/

finalrev.txt, retrieved Aug. 20, 1998.
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carnations (HTS subheading 0603.10.30) from United States-Israel Free Trade Area. Imports of
Colombia were modified as a result of an fresh-cut roses are not eligible for duty-free entry
administrative review conducted by the U.S. under GSP.

Department of Commerce and published in the

Federal Register on June 10, 1998. Those imports U.S. sales of domestically produced fresh-cut
from Colombia are now subject to antidumping roses (including hybrid tea and sweetheart) declined
duties ranging from 0.11 to 9.06 percent ad valorem, from 388.6 million blooms, valued at $122.5 million,

effective retroactively to March 1, 1996. in 1997 to 325.3 million blooms, valued at $106.5

On May 28, 1999, the Department of Commerce million, in 1998. The production area declined by 1.6
announced in the Federal Register (64 FR 28975) thePercent, to 33,446 thousand square feet in £998.
revocation of the antidumping order on fresh-cut , ,
flowers from Colombia because the domestic u.S. consumptlon_ _of fresh-cut roses declined
interested parties have withdrawn their participation in Sightly ~ to 1.3  bilion ~blooms, ~ valued ~at
the sunset review in full. The antidumping order will $323-9 million, in 1998, or by 2.3 percent in quantity

cease to apply on merchandise from Colombia and 2.5 percent in value. Imports from all sources
entered. or withdrawn from warehouse. on or after accounted for about three-quarters of the quantity and
January, 1 2000, ’ two-thirds of the value of U.S. consumption in 1998.

ATPA countries supplied 69 percent of the quantity

Transportation costs for cut flowers from ATPA and 61 percent of the value of such consumption.
countries are high, especially so when transportation Colombia, the leading import supplier, accounted for
costs from Miami (the main port of entry) to other 47 percent of the quantity and 43 percent of the value,
U.S. destinations are included. Therefore, the roughly while Ecuador, the second leading import supplier,
7 percent duties forgone make up a much smalleraccounted for 22 percent of the quantity and 18

portion of the final cost to consumers, mitigating the percent of the value of consumption in 1988.
impact of ATPA. Much of the current high market

share of imports from ATPA countries was attained U.S. imports of fresh-cut roses from all sources
before ATPA was implemented, especially for totaled $218 million in value in 1998, up by 5 percent
chrysanthemums, etc. The remaining U.S. growersfrom the previous year's level. Colombia and
have differentiated their product to some extent by Ecuador, both ATPA beneficiary countries, were the
offering services not available from importers (such as leading suppliers, accounting for 64 percent and 26
quick turnaround times on special orders). Despite percent, respectively, of the total value in 1998.
those factors, the high market share held by importsBolivia accounted for a minor share (less than 0.1
from ATPA countries means that the small advantagespercent), whereas Peru supplied no imports of
they have from ATPA may translate into a modest fresh-cut roses in 1998. U.S. imports of fresh-cut
impact on U.S. growers. However, looking at the roses from all ATPA sources totaled $196 million in
flower-growing industry as a whole, U.S. grower 1998, a rise of 6 percent from the previous year,
diversification into flower types that are not imported virtually all of which entered free of duty under
in significant volumes or into flower types that are not ATPA. Colombia supplied 68 percent of the fresh-cut
imported means that the absence of ATPA duties onrose imports under the ATPA program in 1998, and
roses and chrysanthemums, etc. may not have such &cuador accounted for 32 percent.
great impact on the industry as a whole.
) The increase in U.S. imports of fresh-cut roses

U.S. market and trade developments during 1998 ¢om ATPA sources resulted from a combination of a

for the two subject fresh-cut flower categories are strong U.S. demand for roses and a continuing shift

analyzed in greater detail below. by growers from carnations to other flowers, including

21 U.S. Department of Agriculture, National
Agricultural Statistics Servicesloriculture Crops, 1998
Fresh-cut roses Summary June 1999. Data for 1998 and revised data for
. . 1997 are based on the decennial Census of Horticultural
U.S. imports of fresh-cut roses in 1998 were Specialties and are not comparable with data reported in

dutiable at the column 1-general rate of 7.2 percent adearlier years. Quantities represent the number of blooms

i i sold.
valorem. Such imports were eligible for duty-free 22 Estimated by the staff of the U.S. International

treatment under ATPA, CBERA, NAFTA, and the Trade Commission based on data from the U.S.

Department of Agriculture and the U.S. Department of
20 63 F.R. 31724. Commerce.
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roses, prompted by demand shifts as well as by
disease problems in Colombia affecting carnatfons.

U.S. consumers of roses benefited from the increasedColombia, by far

supplies of roses from ATPA countries and from
lower prices for roses from ATPA countries
compared to domestically produced roses.

Fresh-cut chrysanthemums, etc.

U.S. imports of fresh-cut chrysanthemums, etc.
were dutiable in 1998 at the column 1-general rate of
6.9 percent ad valorem. Such imports were eligible for
duty-free treatment under the GSP (excluding
Colombia, which exceeded the competitive-need
limits), ATPA, CBERA, NAFTA, and the United
States-Israel Free Trade Area. In 1998, virtually all
U.S. imports of fresh-cut chrysanthemums, etc. from
Colombia entered free of duty under the ATPA
program. Most imports entering free of duty from
Ecuador were entered under ATPA, with a minor
amount entered under GSP in 1998.

U.S. sales of domestically produced fresh-cut
chrysanthemums, etc. declined in quantity from 163.0
million blooms in 1997 to 157.9 million blooms in
1998, or by 3.1 perceAf. However, the value of U.S.
production of such flowers increased from $43.6
million in 1997 to $44.2 million in 1998, or by
1.4 percent. Among the major flowers in this category,

wholesale prices for pompon chrysanthemums rose b
P pomp y );;iutiable at the column 1 rate of 22.5 percent ad

lgalorem. Imports entered under HTS subheading

0.1 percent, standard chrysanthemums increased b
10.7 percent, and standard carnations decreased by 1

percent in 1998. Because the rise in prices of certain

flowers along with the rise in quantities sold of those
flowers outweighed the decline in the quantity sold

and the lower price for standard carnations, there was

an overall increase in value for this category in 1998.
The combined production area for the flowers in this
category declined slightly (by 7.6 percent), to 32
million square feet in 1998.

U.S. consumption of fresh-cut chrysanthemums,
etc. increased in 1998 to $199.6 million, an increase
of 3.2 percent. Imports from all sources accounted for
81.0 percent of the value of consumption in 1998,
down slightly from the 1997 shares. Imports from all

23 USITC staff telephone interview with Philip
Nowers, managing director, Colombia Flower Council,
June 24, 1999.

24 U.S. Department of Agriculture, National
Agricultural Statistics Servicesloriculture Crops, 1998
Summary June 1999. Data for 1998 and revised data for
1997 are based on the decennial Census of Horticultural
Specialties and are not comparable with data reported in
earlier years.

ATPA countries supplied 73.8 percent of the value of
total U.S. consumption in 1998. Imports from
the leading import supplier,
accounted for 71.7 percent of the value of such
consumption, down slightly from its share the
previous yeatr.

U.S. imports of fresh-cut chrysanthemums, etc.
from all sources fell from $162.1 million in 1997 to
$161.6 million in 1998. The decline was accounted
for mainly by reduced imports of standard carnations
and chrysanthemums from Colombia. Among ATPA
beneficiary countries, Colombia was, by far, the
leading supplier (accounting for 89 percent of the total
value in 1998) and Ecuador was the third leading
supplier (2 percent). Bolivia and Peru accounted for
relatively insignificant shares. ATPA beneficiary
countries supplied $147.4 million of U.S. imports of
chrysanthemums, etc. in 1998, down slightly from the
previous year. Colombia was the leading supplier
under the program (97 percent of the value of such
U.S. imports under ATPA in 1998).

Fresh or Chilled Asparagus

U.S. imports of fresh or chilled asparagus in 1998
entered under HTS subheading 0709.20.10 were
dutiable at the column 1-general rate of 5.0 percent ad
valorem; imports under subheading 0709.20.90 were

0709.20.90 were eligible for duty-free entry under

GSP, excluding Peru, which exceeded the competitive-
need limit. Imports entered under HTS subheading
0709.20.10 are eligible for duty-free entry under GSP
only if they originate in least developed beneficiary

developing countries, none of which are ATPA

beneficiarieg®

U.S. imports of fresh or chilled asparagfusose
by 31 percent, from $71.0 million in 1997 to $92.9
million in 1998, with increased shipments from
Mexico?” and Peru accounting for the bulk of the rise.

25 For a more detailed description of tariff programs
applicable to imports of fresh or chilled asparagus, see
USITC, ATPA, Fifth Report 1997pp. 131-132.

26 |ncludes HTS subheadings 0709.20.10 and
0709.20.90. Fresh or chilled asparagus entered under HTS
item 0709.20.10 is the same product as that entered under
0709.20.90, except that it has not been reduced in size,
has been entered from September 15 to November 15, and
has been transported to the United States by air.

27 Effective Jan. 1, 1999, all imports of fresh or
chilled asparagus from Mexico entered under subheading
0709.20.10 are free of duty.
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Other important foreign suppliers include under NAFTA30 Mexico continues to be the most
Colombia, Chile, and Argentina. U.S. imports of fresh important source of U.S. fresh-asparagus imports,
or chilled asparagus from ATPA countries rose by 11 With a transportation advantage to U.S. markets that
percent, from $27.6 million in 1997 to $30.7 milion 1S believed to offset any existing production
in 1998, with imports from Peru and Colombia advantages in ATPA countriés.
accounting for 84 percent and 16 percent, respectively,  The impact of ATPA on U.S. consumers has been
of total imports from ATPA countries in 1998. Peru significant. Peruvian asparagus enters the United
has remained the leading Andean source of freshStates principally ~when the U.S.-produced
asparagus, supplying about 28 percent of the totalfresh-asparagus supply is low, resulting in an
value of U.S. imports in 1998, compared with 32 increased supply of fresh asparagus in the marketplace
percent in 1997. over a greater number of months. This extended

U.S. production of fresh-market asparagus rose byproduct availability throughout most of the year is
25 percent, from $134.8 million in 1997 to $167.9 believed to have been partly responsible for the slight

million in 199828 The leading states producing rise in U.S. per capita consumptigh. Also, it seems

fresh-market asparagus are California, Washington,© Nave L%E)enefged thel (()jver_all lconsumpt?on Off all
and Michigan. Virtually all California production js 2SParagus’ and resulted in lower prices for
intended for fresh-market sales. Washington is the COnsUmers. Further, an influx of asparagus imports
largest producer for the processed market; productionPrior to the normal U.S. shipping season is believed to
in Michigan goes for processing use as well. U.S. per have resul}led in the elimination of early-season price
capita consumption of fresh asparagus is forecasted td:)remlums'?

amount to 0.7 pounds in 1998, the same as in 1997,

up slightly from an annual average of 0.6 pounds
reported throughout the 1986-96 perf8d. PrObable FUture EffeCtS
The impact of ATPA on the U.S. asparagus Of ATPA

industry has been negligible. About 85 percent of
imports from ATPA countries enter between July and ff he US q ¢ th
January, when U.S. production is very low. Harvested efiects on the U.S. economy and consumers of the

acreage of all asparagus was the same or up slightl he-time elimination' of import duties under a
for ?WO of tI?]e gthree major fresh-nﬁarkgt ygreference program like ATPA would occur within 2
asparagus-producing States in 1998. Acreage inyears of the program’s implementation. Other effects

Washington was down in 1998 as a result of a were expected to occur over time as a result of an

severely weather-damaged crop. The value of increase in export-oriented investment in the region.

production for fresh-market use in 1998 was up by 25 Such investment in new production facilities or in the
percent over production in 1997 and by 62 percent expansipn 9f existing facilit.ies may rise in response to
over production in 1996. The value of production for the availability of ATPA tariff preferences. Therefore,

all uses in 1998 was $210.7 million, up by 16 percent fthe Commission continues to monitor ATPA-related

from 1997 and by 35 percent from 1996. Members of investment in the Andean region, using investment
'the U.S. asparagus industr)_/ have .incrt_aased investment 30 pyties on asparagus from Mexico were zero in
in promotion and product innovation in recent years 1998 for white asparagus entered any time of the year and
as a means to stimulate consumer demand forg” any asparagustentéargd _fron:hJuly 1t}thc}ugh Dec. Ct’ﬁ

. or asparagus entered during the month of January, the
asparagus. Finally, the growth of frgsh-asparaggsrate was 11.6 percent, and if entered from Feb. 1 through
exports from ATPA countries to the United States is June 30, the rate was 16.6 percent. The non-zero rates are
expected to slow in the near future, especially as U.S.bem:g1 phased to zero as of Jan. 1, 2008.

. - . USDA, ERS,Vegetables and Specialties—Situation
tariffs  for Mexican asparagus shipments fall and Outlook ReportPub. No. VGS-273, November 1997,

pp. 22-24.

As previously reported in this series, most of the

32 USITC staff contacts with Perry DeKryger,

28 USDA, National Agricultural Statistics Service, Executive Director, Michigan asparagus industry, July
VegetablesPub. No. Vg 1-2 (99), January 1999, pp. 1997, and Mike Harker, Executive Director, Washington
31-32. Asparagus Commission, July 1999.

29 USDA, Economic Research Servidggetables and 33 |hid.

Specialties—Situation and Outlook Repdtub. No. 34 \egetables and Specialties—Situation and Outlook
VGS-275, July 1998, pp. 12-13. Report Pub. No. VGS-273, November 1997, pp. 22-26.
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expenditures as a proxy for future trade effects of Although the U.S. Embassy in Ecuador was
ATPA on the United State¥s. unable to provide specific data regarding investment
in ATPA-related industries, the Embassy reported that
Official foreign direct investment (FDI) statistics ATPA's duty-free market access provisions have had
show that FDI in the region fell from 1996 to 197, iy a marginal impact on Ecuador’s overall export
preliminary data show that FDI increased in 1998. performance and economic climate. However, the
Because it is difficult to isolate trends in investment in Empassy also stated that ATPA has helped to
ATPA-eligible  products  alone, information on  gtimylate nontraditional agriculture and the economic
ATPA-related investment activity and trends during gjyersification and development of many parts of rural
1998 was obtained from fieldwork in Colombia and Ecyadof® Indeed, fieldwork in Ecuador indicated
Ecuador, U.S. embassies in the Andean region, andihat nontraditional agricultural exports are increasing,
various published sources. particularly cut flowers. Although the amount is
) ) small, exports are also growing for mangoes,
Al four of the US. embassies in ATPA  ,ihoaniles melons, papayas, asparagus, peppers,
beneficiary countries responded to the Commission’s broccoli, potatoes, hearts of palm, quinua, and fruit
request for information regarding new or expansion
investments in ATPA-eligible products. Of the four, )
three were able to provide information regarding new ~ 1heé U.S. Embassy in Peru was also unable to
or expansion investment. The U.S. Embassy in Provide specific data regarding investment in
Colombia reported that Colombian exports to the ATPA-related industries. However, the Embassy

United States under ATPA have increased in value andWrote, “The government and private business
market share every year since 1993. Although the @ssociations have actively promoted the (ATPA)

Embassy was not able to provide specific figures Program.... Goyernment trade officials c_ontinual!y
concerning investment in 1998, the Embassy did cite &MPhasize the importance of the program in enabling
some new products being exported under ATPA, suchPeru to broaden its export basé.” The Embassy
as frozen asparagus, frozen orange juice, certain€xplained that most Peruvian exporters were aware of
ceramic products, certain pigments, and chewing gum.ATPA preferences, and exports of such products as
In addition, the Embassy wrote, “Government and fresh-cut flowers and asparagus got their start largely
private officials tell post that the ATPA program has Pecause of ATPAS
often been used as a political tool to favor certain ATPA is likely to continue to have minimal future
sectors, making it less attractive to many Colombian effects on the U.S. economy in general. As described
investors.88 A field visit to Colombia revealed that in chapter 6 of this report, the share of total U.S.
exports are also growing in tubes for extracting oil, imports made up of imports from ATPA countries in
iron cable, small industrial heaters, nails, thumbtacks, 1998 was small (0.9 percent). Imports that benefited
gold, hosing nylon, platinum, gelatin capsules, exclusively from ATPA in 1998 made up an even
mushrooms, and cool weather fruifs. smaller share—just 0.09 percent. The probable future
o effect of the new investment identified in Bolivia,
35 The methodology of using investment to assess the

probable future economic effects on the United States was Cglgmb|§1, Ecuador, a”?' Peru is also likely to be
developed as part of the Commission’s reporting minimal in most economic sectors.

requirement on the Caribbean Basin Economic Recovery
Act (CBERA). For a more detailed discussion of the
methodology, see USITC, CBERAjrst Report, 1984-85
USITC publication 1907, Sept. 1986, p. 4-1.

36 See table 8-3 in chapter 8, which shows foreign
direct investment in ATPA beneficiaries from 1986 to
1997.

37 United Nations, Economic Commission for Latin
America and the CaribbeaRpreign Investment in Latin
America and the Caribbear1998, p. 41.

38 U.S. Department of State telegram, “USITC Annual 40 U.S. Department of State telegram, “USITC Annual
Andean Investment Survey: Colombia,” message reference Andean Investment Survey: Ecuador,” message reference
No. 5762, prepared by U.S. Embassy, Bogota, June 8, No. 1916, prepared by U.S. embassy, Quito, May ,1999.

juices#!

1999, 41 For more information on investment activity in
39 Representatives from the Colombian Ministry of Ecuador, see the case study on Ecuador in chapter 8.
Foreign Trade and ANALDEX, USITC staff interviews, 42 U.S. Department of State telegram, “Andean

Bogota, June 8, 1999. For more information on investment Investment Survey Peru,” message reference No. 3996,
activity in Colombia, see the case study on Colombia in  prepared by U.S. Embassy, Lima, July 1, 1999.
chapter 8. 43 |bid.
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CHAPTER 8
Case Studies on Colombia and Ecuador

The case studies on Colombia and Ecuador wereForecasts for real-GDP growth in 1999 are
used to examine the effectiveness of ATPA in pessimistic, ranging from -0.1 to 2.0 percént.
achieving its goal of promoting export-led growth and _ )
export diversification in beneficiary countries. The TWO_ of the largest ISSues fa}cmg thg 1998
two countries’ economic and trade performance since C0lombian economy were low oil prices, which may
1990 and their relationships to ATPA were analyzed. Nave cost the economy over $1 billion, and a civil
Factors that may affect levels of trade and investmentWaf Which may have cost the economy over $4

T 3 . .
were described, including the investment climate and Pillion-= Slow growth in the agricultural sectowas
investment- and export-promotion programs. also a concern. Although the agricultural sector grew

_ by 1.5 percent in 1998, noncoffee output fell by
Colombia was selected as a case study because ifigarly 2 percent. Rural violence, bad credit, and

consistently has been the largest ATPA beneficiary. foreign competition were major factors in the

Ecuador, although a smaller beneficiary, has also .5qyction slowdown. Other industries encountering

benefited from the program; in 1998, Ecuador's ,.,piems include manufacturing, which grew by only
exports under ATPA increased 7 percent while total ; 3 percent in 1998, and construction, which

exports to the United States declined. contracted by 7.3 perceft.

Information for the case studies was drawn
primarily from field visits to each country and from Colombia’s expanding national debt has also
U.S. Government and other published sources. Eachfémained a problem; it was 10 times greater in 1998
of the case studies should be considered unique, andhan in 1993. The government fiscal deficit was 3.9

not representative of the ATPA region as a whole. percent of GDP for 1997 and was projected to be as
high as 5 percent for 1998. The increase in the

national debt has been caused principally by efforts to

Case StUdy Colombia fund the national economic plan and by

constitutionally mandated transfers of central

: government funds to local governments. The
Economic and Trade Colombian Government's practice of deficit spending
Performance and the Central Bank's recent attempts to reduce

In 1998. Colombia’s nominal GDP was $96.9 inflation have contributed to consistently high interest

billion, an increase of 3.0 percent from 1997. 1_Continued
Colombia’s economic problems continued in 1998, 1999, used statistics for the first 10 months of 1998 and

with a weakening currency, falling oil prices, a civil g;g?;ztgéfggg’\éo‘éggber and December to provide
war, and languishing external demand playing major 2 %0utlook in Colombia,"Business Latin America

roles in the economic slowdown. Colombia’s official Mar, 8, 1999. .
1998 unemployment rate was 16 percent, up from 3 “Colombia’s Latest Horror, The EconomistJan. 30,

. ., 1999, p. 33.
13.3 percent in 1997. Colombia’s 17.7 percent rate of ="~ 2 Tphe agricultural sector grew by 0.7 percent in 1997

inflation for 1997 met the Central Bank’s stated goal and 1.5 percent in 1998.
for the first time since the Bank became independent ~ ° “Outlook in Colombia,”Business Latin America,

; ; ; Mar. 8, 1999.
in 1991. Inflation in 1998 rose to 18 percent, 6 Information for spending prior to 1993 is not

significantly above the Bank's 16 percent gbal. available. The Economist Intelligence Ur@puntry
Profile: Colombia, 1998-99p. 33, reference table 1.

1 U.S. Department of Staté998 Country Report on 7 U.S. Department of Staté998 Country Report on
Economic Policy and Trade Practices: Colombiaund at Economic Policy and Trade Practices: Colombiaund at
Internet addreshttp://www.state.gov/www/issues/economic/ Internet addreshttp://www.state.gov/www/issues/economic/
trade_reports/wha/98/colombia98.htnrketrieved on June trade_reports/wha/98/colombia98.htnrktrieved on June
29, 1999. This report, which was written in January 29, 1999.
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rates and have reinforced the current economiclabor-reform laws to provide easier contracting
slowdown that started in mid-1996. On November mechanisms, and deregulated investment for almost
17, 1998, just 2 months after entering office, all sectors of the Colombian economy except

President Pastrana declared an economic state ohational defense. After Aperatura Colombia
emergency in order to prevent a run on the instituted Salto Social(1994), an economic reform
Colombian banking system. program that was intended to help Colombia’s

) ) working class. Colombia’s economy fell below the
For years, the Colombian peso had been subject t0hgcessary levels of growth needed to fund the

revaluation pressures resulting from large inflows of program, however, an@alto Socialwas abandoned
foreign capital, including cocaine trade profits. After jn 199711
July 1997, the peso began to fall sharply against the Colombia continues to pursue regional trade
U.S. dollar. In January 1998, the peso reached the top L . o
. agreements with its trading partners. Colombia is a
of its announced exchange-rate band. The band was . : .
. . member of the Latin American Integration
shifted upward by 9 percentage points 9 months Iater’Association Andean Community, and Group of Three
in September 1998, where it has remained since. ' Y, P

(G-3), which includes Colombia, Mexico, and
However, to keep the currency stable, the Government . ,
. . . Venezuela, and has bilateral trade agreements with
increased interest rates, an action that has had

detrimental effects on both economic growth and Ch:;,l P:l/lnama, T\ndb_the _Carllbbean_ _Commu_mty
investmen® (CARICOM).  Colombia actively participates in

negotiations for the FTAA, and is a member of each
Privatization has been a priority for the ©of the nine negotiating groups and three
Colombian Government over the past 5 years. For subcommittee$?
example, almost half of foreign direct investment
(FDI) in Colombia was in the privatization of their
electricity production, distribution, and generation Trends in Trade
firms. Other industries that have been privatized
include telecommunications, water, and gas. Colombia’s total trade grew by 112 percent, from
Although FDI increased from 1997 to 1998, officials $12.8 billion in 1990 to $27.2 billion in 1997 (table
note that some privatization that took place in 1997 8-1)13 Colombian imports increased by 163 percent,
appears in 1998 statistié3. from $5.8 billion in 1990 to $15.1 billion in 1997.
L Colombia’s exports increased by 71 percent, from
Colombia 'joined the General Agreement on g79 pilion in 1990 to $12.1 billion in 1997.
Tariffs and Trade (GATT) in 1981 and ratified the  consequently, Colombia’s trade surpluses in 1990 and
WTO ftreaty on March 30, 1995. In 1991, the 31997 switched to trade deficits thereafter; this shift
Colombian Government institutedpertura, which was due largely to an increase in demand for foreign
represented a major shift in Colombian international products. Colombia’s trade deficit with the world

t_rade _pol?cy. Apertura was a t\No-Stc'_:lge e(_;onomic reached $3 billion in 1997, a 47 percent increase over
liberalization plan for tariff reduction, financial e previous year.

deregulation, and privatization. The program

eliminated import licenses for most Colombian The United States has been Colombia’s principal
products; one exception was agricultural imports, for trading partner.  Since 1990, however, the United
which Apertura created a price-band system to States has become relatively less important as a
determine tariffs. As part okpertura Colombia also trading partner (table 8-1). For example, the share of
enacted an antidumping statute and a more flexible Colombian exports to the United States fell from a

foreign-exchange regime. The program implemented 1990 high of 48 percent to 39 percent in 1997.
Likewise, the importance of the United States as a

8 U.S. Department of Staté998 Country Report on

Economic Policy and Trade Practices: Colombiaund at 11 U.S. Department of Staté998 Country Report on
Internet address Economic Policy and TradPractices: Colombia, found at
http://www.state.gov/iwww/issues/economic/trade_reports/  Internet address
wha/98/colombia98.htmlretrieved on June 29, 1999. http://www.state.gov/www/issues/economic/trade_reports/
9 Additional information on interest rates is presented wha/98/colombia98.htmretrieved on June 29, 1999.
later in this chapter in the discussion of Colombia’s 12 y.s. Trade Representative staff, telephone
investment climate and export promotion. conversation with USITC staff, June, 25, 1999.
0 For more information on Colombian FDI, see the 13 Total trade is calculated by adding imports and

investment activity section in this chapter. Representative exports; conversion to dollars is at average annual
from COINVERTIR, USITC staff phone conversation, July exchange rates. Compiled from official statistics of
23, 1999. Statistics CanadalMorld Trade AnalyzeiCD-ROM 1999.
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Table 8-1

Colombia: Total exports, total imports, direction of trade, and trade balance, 1990-97

Exports Imports Trade balance

Year Total us EU LAC ROW Total us EU LAC ROW Total
1,000 dollars Percent of total 1,000 dollars Percent of total 1,000 dollars

1990 ......... 7,079,151 48 27 16 10 5,762,721 43 20 18 19 1,316,430
1991......... 7,522,038 41 27 23 9 5,570,277 38 21 21 20 1,951,761
1992 ......... 7,308,293 41 26 25 8 7,818,924 41 19 22 17 -510,631
1993 ......... 7,774,402 42 23 24 10 9,771,302 37 20 24 18 -1,996,900
1994 ......... 9,339,400 37 30 22 11 12,149,499 37 21 23 19 -2,810,099
1995......... 10,968,236 36 25 28 11 13,739,189 38 19 26 17 -2,770,953
1996 ......... 11,879,950 40 23 28 10 13,950,345 39 19 24 18 -2,070,395
1997 ......... 12,084,051 39 22 29 10 15,129,285 40 19 24 17 -3,045,234

Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, CD-ROM, 1999.



source for Colombian imports declined from 43 percent (1990) to 31.5 percent (1997). One
percent in 1990 to 40 percent in 1997. As shown in important diversification signal is that chemicals and
table 8-214 bilateral trade increased significantly related products jumped almost threefold, from 3.4
between 1990 and 1997 and then declined percent (1990) to 9.2 percent (1997). The
marginally in 1998. U.S. exports to Colombia production of medicaments, especially veterinary
decreased slightly in 1998, reflecting recessionary change. Exports of textiles and apparel accounted

influences.  U.S. imports from Colombia increased ¢4 tewer overall shi o
pments from Colombia in 1997

by 46 percent from 1990 through 1997, but dropped : o

in 1998. Colombia has had a trade deficit with the than they did at the beginning of the decade.

United States consistently since 1992. The composition of Colombian exports to the

During this time, the EU became slightly less United States was somewhat different from that of
important as a trading partner. The percentage ofColombia’s exports to the world (figure 8-3). In
Colombian exports to Latin America and the 1997, three categories (minerals fuels, food, and crude
Caribbean (LAC), however, nearly doubled from 1990 materials, with the latter including flowers) accounted
to 1997 (figure 8-1). Also, LAC grew steadily as a for nearly 70 percent of Colombian world exports but
source for Colombian imports (figure 8-2), probably more than 80 percent of Colombian exports to the
reflecting trade Iib_era_lization among members of the United States. In terms of percentage of trade, the
Andean Community in the 1990s. The trade shift ypited States imports relatively more mineral fuels
away from the EU was particularly prominent after n,n colombia exports to the world. A large increase
1994: Colomplan trade with t.he rest of the world has has occurred in the crude materials sector; since 1990
remained relatively constant since 1990. it grew from 6.1 percent (1990) to 9.7 percent (1997),

The composition of Colombian exports to the primarily as a result of the increase in fresh-cut
world has changed somewhat since 1990 (figure 8-3).flowers (the bulk of that sector). Also, the value of
The mineral fuels, lubricants, and related materials U.S. imports of flowers from Colombia has grown
category has consistently been the most importantdramatically from 1990 to 1997. Chemical sector
since 1990, but has decreased in relative importanceexports to the United States have more than tripled
from 38 percent of export value in 1990 to 32 percent since 1990, from 0.9 percent (1990) to 3.3 percent
in 1998. The food and live animals category has (1997). From 1997 to 1998, exports of certain
dropped slightly in importance since 1990, from 33.0 -hemical products surged, including (with 1997-98
growth rates in parentheses) (1) paint and allied

14 Both tables 8-1 and 8-2 show trade between

Colombia and the United States, but the data do not products (1,253.3 percent), (2) inorganic pigment
B SR St vt e iy o (1325 percen), (9) indusiial organic chemicals
reasons,l such as timing differences, valuation diff)érences, (120.5 percent), and (4) plastic materials and resins
and the handling of transshipments. (34.0 percent).
Table 8-2
Colombia: U.S. imports, U.S. exports, and trade balance, 1990, 1992, 1994, 1996, 1997, and 1998
(Million dollars)
Year Imports Exports Trade balance
1990 .. . 3,154 1,985 -1,169
1992 .. 2,888 3,200 312
1994 .. 3,132 3,780 647
1996 ..o 4,421 4,518 96
1997 . 4,614 5,025 409
1998 ... 4,442 4,658 216

Source: Compiled by the staff of the U.S. International Trade Commission from official statistics of the U.S.
Department of Commerce.
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Figure 8-1
Colombia, exports, by destination, 1990-97
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Figure 8-2
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Figure 8-3
Colombia: Composition of exports, 1990 and 1997
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Investment Climate and Export
Promotion

Investment Climate

According to a report from the U.S. Department
of Commerce, Colombia has traditionally been
considered an attractive medium- and long-term
market for foreign investmeA®. Colombia does not
have any significant barriers to foreign investment.
Foreign and national investors receive equal
treatment, with 100 percent foreign ownership
allowed in nearly all industrie® However, recent
problems have significantly diminished Colombia’s
appeal to foreign interests.

Violence and insecurity, stemming from the

continuing armed conflict between the Government of made

Colombia and various guerrilla insurrection groups,
are prime concerns.

survey of multinationals, nearly one-third (32.9

Political and economic instability is a second
major issue for foreign investors in Colombia.
Beyond the political ramifications evident in the
dispute between the rebels and the government, the
increased legal clout of Colombia’s indigenous groups
has also caused problems for investors. For example,
a dam project financed in part by Sweden, Canada,
and Russia was disbanded at the order of the
Colombian constitutional court.  Furthermore, the
court directed the company to compensate a local
Indian tribe for damage resulting from the profct.
Economic instability, including high interest rates and
a continued recession, has created disincentives for
foreign investors. On November 29, 1998,
Colombia’s interest rates reached their highest real
level since 1983; average interest rates reached 37.3
perceng? Those rates posed a significant hindrance
to prospective foreign investment and encouraged the
resultant “tight money” situation; the latter has also
the investment situation in Colombia
considerably less attracti¢é. The worldwide

In a Colombian Government economic downturn in 1998 discouraged investment

from Venezuela and Ecuador as well as domestic

percent) responded that violence and insecurity are thgnyestment in Colombid?

most significant disincentives to investment in
Colombial’  According to police figures, rebels

carried out 1,726 attacks in 1998, representing aijnvestors in 1998.

12-percent increase over 1997. Rebels are also

Taxes were another major concern for foreign
As a report from the U.S.
Department of State explained, “Colombia has had

cases reported in Colombia in 1998.At the end of

new administration of President Andres Pastrana is

1998, plans for peace negotiations between majorgieady proving itself no exception....Uncertainty

rebel forces, most notably the Revolutionary Armed
Forces of Colombia (FARC), and Colombian

President Pastrana were under way. The future ef'fectsOegan to address this tax uncertainty problem
of the peace process have been ambiguous, creatin

uncertainty for potential investofS.

15 U.S. Department of Commerc&puntry
Commercial Guides, USDOC, International Trade
Administration,found at Internet address
http://www.stat-usa.goy/retrieved on June 29, 1999.

16 To discourage money laundering, Colombia
prohibits FDI in real estate except in connection with
other investment practices. U.S. Department of State,
1998 Country Report on Economic Policy and Trade
Practices: Colombiafound at Internet address
http://www.state.gov/www/issues/economic/trade_reports/
wha/98/colombia98.htmlretrieved on June 29, 1999.

17 The second-most-cited concern was political and
economic instability (20 percent), followed by taxes (15
percent), and bureaucracy (8 percent). “Management
Alert in Colombia,”Business Latin Americaviay 10,
1999.

18 “At war over peace in ColombiaBusiness Latin
America,May 17, 1999.

19 |bid.

20 U.S. Embassy official, USITC staff interview,
Bogoté, June 8, 1999.

created by the constant changes in the tax regime
negatively affects investment flow$> Colombia

in

Hecember 1995 when the Colombian Congress passed
legislation authorizing the government to guarantee a
tax rate for up to 10 years when entering into

contracts. In return for the guarantee, corporations

21 The Embera Indian tribe argued that the project
impeded migrations of fish, eliminating a main source of
protein in their diets‘Eternal dam-nation,’Business Latin
America Mar. 29, 1999.

22 “Qyerview—1.1 Financial ConditionsFinancing
Foreign OperationsNov. 30, 1999.

23 Representative from the Colombian-American
Chamber of Commerce, USITC staff interview, Bogota,
June 9, 1999.

24 Venezuela is reported to have closed the border in
May 1999. Ecuador has been in a financial and economic
crisis_since late 1998, so exports to that country are down.

25 U.S. Department of Staté998 Country Report on
Economic Policy and Trade Practices: Colombia,ind at
Internet addreshttp://www.state.gov/iwww/issues/
economic/trade_reports/wha/98/colombia98.htngtrieved
on June 29, 1999.

109



pay a 2 percent fee in addition to the guaranteed taxin June 1999, Colombia’s Congress removed those
rate26 references from the Constitutig.

Colombia was placed on the USTR’s watch list of
countries to be monitored for progress in
' : i Y ¥ implementing commitments with regard to IPR
long-distance and international telecommunication protection and for providing comparable market
services in November 1998. Orbital, a new private jccess for U.S. intellectual property products in 1998
consortium, ~ was  placed in  charge  of 554 1999, Key issues that earned Colombia a place
telecommunication services. A second competitor, o the list involve Colombia’s problems  with
ETB, also entered the market in December 1998.cqnyright enforcement, especially border controls
Those privatization efforts not only encouraged against the importation of pirated CDs, and
investment but also helped the Government of jhsyfficient pharmaceutical patent protection. At the
Colombia fulfill obligations undertaken through the eng of 1998, Colombia faced elevation to the special
WTO Agreement on Basic Telecommunicatiéhs. watch list but avoided the designation by following
All of those developments have strengthened the through on pledges to take action against pirate cable

pattern of privatization established by Colombia in gperators and other violators of IPR regulati#hs.
1994, when the Government of Colombia moved to

encourage investment through the privatization of five
free-trade zones (FTZs).

To encourage more investment, Colombia
formally broke up its 51-year-old monopoly on

Colombia’s economic infrastructure is considered
relatively well developed. Air routes are advanced, a
necessity considering the difficult geography of
Colombia’'s main economic centers. Energy
resources, inland waterways, and telecommunications
are also well developed relative to most Latin
American countries. Colombia’s major seaports have
also become much more efficient since they were
privatized in 1994. Colombia’s roads are not as well
developed in comparison with the rest of its
infrastructure. Furthermore, security concerns force
domestic and international firms to rely on more
expensive air transportation for goods and services
rather than on land transportation.

Colombia has also taken action to address
investors’ concerns regarding the smuggling of illegal
narcotics. Colombia signed an agreement with U.S.
Customs to implement a program that started in 1996
with the flower sector and was extended in 1997 to all
sectors. The program focuses on eliminating illicit
drugs from legal trade by improving security
standards. The program starts with the producer, but
follows the chain of exports through all modes of
transportation, and is subsequently carried out by
ports and airlines. Most critical, each company must
be certified by U.S. Customs to ensure that it meets .
certain designated security standards, which guaranted=XpOrt and Investment Promotion

there is no contact with drugs anywhere en route. The  Two institutions are designated to assist in export
U.S. Customs program began in Bogota but has nowpromotion and investment in Colombia: Proexport
expanded to Cali and Medellin, Colombia’s major and COINVERTIR (Invest in Colombia Corporation).
industrial areas® Although both organizations assist in some aspects of
investment and exportation for domestic and

Colombia does not have a bilateral investment jnternational firms, there is no one-stop resource for
treaty (BIT) with the United States. No BIT jpyestors.

negotiations were held in 1998, and none are currently
scheduled for 1999. The major barrier to initiating a
BIT with Colombia involves Colombian constitutional
references to expropriation without indemnification.

Proexport, founded in 1992 as part of the
Colombian Government Trade Bureau, promotes
nontraditional Colombian exports by assisting
companies to break into foreign markets, providing

26 |.S. Department of Staté998 Country Report on  them with pertinent information, and exploring

Economic Policy and Trade Practices: Colombiaynd at opportunities abroad. The agency has 18 regional
Internet addreshttp://www.state.gov/iwww/issues/
economic/trade_reports/wha/98/colombia98.htmetrieved 29 U.S. Department of State telegram, “Constitutional
on June 29, 1999. Reform Removes Expropriation without Compensation,”

27 U.S. Department of State telegram, message reference No. 6178, prepared by U.S. Embassy,
“Long-Distance and International Calling Opens in Bogota, June 1999.
Colombia,” message reference No. 13211, prepared by 30 U.S. Department of State telegram,
U.S. Embassy, Bogota, Nov. 30, 1998. “Colombia—Results of Special 301,” message reference

8 Proexport official, USITC staff interview, Bogota, No. 31949, prepared by U.S. Secretary of State,
June 9,1999. Washington, Feb. 1999.
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offices, including 4 in Europe and 2 in Asia; most Investment ACtIVIty

are in the United States.

. . Among ATPA beneficiary countries, Colombia
Proexport's primary methods for promoting paq the largest FDI in 1997, $2.4 billion, although this

exports include (1) providing commercial information number represents a 26 percent decline from 1996

and developing market intelligence (market studies), (table 8-3). Colombia was the largest ATPA recipient

E)Z) prepfaring r:;]issions ft()r e)gp(t)rteés,l (3)6i1;)rizging of FDI in 1995 and 1997 and was second behind Peru
uyers from other countries into Colombt,(4) i 1994 and 1996. Before 1993, Colombia was

studying other international markets, (5) supporting

exporters to obtain quality management system

registration/ISO9000, (6) working with small- and

medium-sized enterprises about to begin exporting,

(7) designing new tools to support trade abr&Fa(B)

teaching firms how to export and take advantage of (1992) to $2.4 billion (1997).

almost exclusively the recipient of the largest amount
of FDI among ATPA beneficiary countries.

Foreign investment in Colombia has grown
dramatically since the early 1990s, from $729 million
The latest 1998 FDI

preferential agreements, and (9) changing the culturedata indicate that the distribution of investment in

of enterprises to become more export oriented.
Proexport also offers a business library and two water
self-advisory programs to assist in penetration of privatization of state enterprisds.

international markets.

COINVERTIR is a nonprofit corporation designed
to promote and facilitate foreign investment i

Colombia33 More specifically, through a variety of

Colombia is heavily tilted toward electricity, gas, and
(57.3 percent), primarily reflecting the
Financial
establishments (17.8 percent), manufacturing (13.8
percent), and commerce, restaurants, and hotels (5.7
percent) also grew significant.

The United States is the largest foreign investor in

activities, it advises current and prospective investors Colombia, accounting for 38 percent of accumulated

about how to invest in Colombia. For example, the
organization publishes a basic “how to invest” guide,
which provides critical information for firms
considering FDB4 Also, COINVERTIR works with
current and prospective investors facing difficulties or
roadblocks. COINVERTIR is currently conducting a
survey of 150 investors to get information on investor
problems3®>  Finally, COINVERTIR finds matches
between Colombian and foreign firr#f.

31 For example, Proexport attended 83 trade fairs in
1998. Found at Internet site
http://www.proexport.com/ProexportEnglish/index.htm
retrieved on July 23, 1999.

32 proexport’s Internet site provides the following
example, showing how Proexport has created “export
units,” which are essential tools in the development of
commercial promotional strategies, providing business
leaders crucial aid in forming mid-term and long-term
export programs. The purpose is to give the priority to the
exporter that designs and executes an export program. In
1997, a total of 70 percent of Proexport's Export Units
undertook activities, and for 1998 that percentage is
expected to jump to 80 percent. Found at Internet site
http://www.proexport.com/Proexport English/index.htm
retrieved on July 23, 1999.

3 Funding is split between private monies, where
new members pay for the first 5 years, and public monies
from the Planning Department. Found at Internet site
http://www.coinvertir.org.co/ingles/pages/coinvertir/
who.htm] retrieved on July 23, 1999.

4 Representative from COINVERTIR, USITC staff
interview, Bogotd, June 8, 1999.

5 |bid.

36 For example, CEVECOR, a Canadian printing
company, was matched with a local company.
COINVERTIR facilitated their finding an appropriate
alliance.

FDI (not including portfolio and petroleurdy. U.S.
investments in Colombia, however, have dropped over
the last 4 years by almost 50 percent. In 1998, only
2.1 percent of all FDI in Colombia originated in the
United States.

Industries showing strong growth in ATPA-related
investment in 1998 were nonmetallic minerals,
chemicals, rubber and plastics, gold, and pigments
used for dyes. In the gold industry alone, there was
$500,000 of investment in 1998 by four domestic
producerd? In the pigments industry, the largest
producer invested more than $200,000 in technology
and training in 19981 Industry observers have noted
that serious difficulties in the financial sector last year
made it difficult to secure loans; as a result, there
were few significant investments in 1948.

The Colombian flower industry has been a key
recipient of foreign investment since ATPAS
inception, and consequently, it remains one of the
more dominant products in Colombia’s export

37 Representative from COINVERTIR, USITC staff
interview, Bogota, June 9, 1999.

38 COINVERTIR, Foreign Investment in Colombia:
Report 1998 (May 1999), table 2, “Net FDI History by
Sector,” p. 2.

39 U.S. Department of Commerc€plombia:
Country Commercial Guiddpund at Internet address
http://wwwstat-usa.gov/retrieved on June 29, 1999.

0 Representatives from ANALDEX, USITC staff
interview, Bogota, June 8, 1999.
1 |bid.
42 pid.
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Table 8-3
Foreign direct investment inflows, by host regions and by economies, 1986-97

(Million dollars)

1986-91
(annual
Host region/economy average) 1992 1993 1994 1995 1996 19971
World .................. 159,331 175,841 217,559 242,999 331,189 337,550 400,486
Developing countries .. .. 29,090 51,108 72,528 95,582 105,511 129,813 148,944
Latin America and the
Caribbean ............ 9,460 17,611 17,247 28,687 31,929 43,755 56,138
ATPA .. ... ... ... ... 658 1165 2,222 5,412 5,196 7,824 5,524
Bolivia ................ 40 122 124 130 374 474 500
Colombia.............. 455 729 959 1,667 2,317 3,322 2,447
Ecuador............... 134 178 469 531 470 447 577
Peru.................. 29 136 670 3,084 2,035 3,581 2,000

1 Estimated by UNCTAD.
Source: UNCTAD, FDI/TNC database found in World Investment Report 1998: Trends and Determinants.

economy. Growth in flower industry employment Other products with significant potential for
has been about 3 percent a year, a marked contraséxport to the United States under ATPA include
with Colombia’s overall employment statistits. aspar;g\gué,f3 frozen orange juice, Shrimp, and
Since ATPA took effect, the total value of pshrooms. For mushrooms, the United Nations has
Colombian flower exports to the United States has promoted a production model in which every
grown by about 4.8 percent each y&ar. byproduct of Colombian mushrooms is usable. Over
the past 2 years, a Japanese mission has visited and
wants to create an International Center for Tropical
Mushrooms with Zetas de Colombia, a local
mushroom-producing firri?

Representatives from the Colombian-American
Chamber of Commerce identified several products
that benefit from ATPA and are likely to increase in
terms of exports, although none cited specific 1998
investment. Those products include fungicides and
herbicides, PVC resin and packaging films, PVC for
upholstery use, agricultural products (cashews, EﬁeCtiveneSS Of ATPA
macadamia nuts), ceramic tiles, tubular products,
galvanized lines for electrical purposes, fiberglass Colombia is the largest and most economically
insulation, cookies and confectionery products, and diversified of ATPA beneficiaries. Since 1990, the
chewing gum. composition of Colombian exports to the United

States has diversified only slightly. In 1997, mineral

Other interviewees reported that the following fuels still accounted for nearly 50 percent of
crops also have export potential: heart of palm,
African palm oil, yucca, and tropical fruits (pineapple, = “¢ CClI reports that, currently, there are 100 hectares
guava, passion fruit, and brown sugar cane). A I SUvaion for asparagus, wih he next erop expected
business person in Colombia’s private sector reported120 hectares, with large potential for expansion.
that gold mining has huge potential, but gold mines Asparagus is not expanding as much as PLANTE wishes.

; snaProjects are small (50-60 hectors), but want to expand to
are spread out and located in areas of heavy guerril -2,000 hectares. Representative from CCI, USITC stalff

aCthlty, hence, SeCUrity is an |SS%% interview, Bogoté‘, June 9, 1999.
7 Colombian Coffee Federation supports this project.
43 Manatt, Phelps & PhillipsThe Colombia Flower It is currently studying which varieties of mushrooms to
Industry (ASOCOLFLORESJune 1999, p. 1. produce in Colombia. Although mushrooms are already
4 lbid, p. 2. produced domestically, there is much room for expansion.
45 Representatives from ANALDEX, USITC staff Representative from Patino and Associates, USITC staff
interview, Bogotd, June 8, 1999. interview, Bogota, June 8, 1999.
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Colombian exports to the United States. However, provide enough time for an adequate incentive to
according to public- and private-sector interviewees, invest. They strongly urged that ATPA be extended
ATPA has provided incentives for the growth of beyond its legislatively mandated termination date.
nontraditional exports from Colombia to the United Another concern is that ATPA is a unilateral
States, particularly in the agricultural sector. The program, rather than an agreement. Thus, ATPA
program has also provided Colombian businessesbenefits can be withdrawn at any time. This lack of
with the opportunity to increase exports of guaranteed continuance of existing duty-free status
nontraditional processed agricultural and for Andean country goods has caused uncertainty
manufactured goods, such as ceramic tiles and tubesmong potential  investop$. Third, many
for extracting oil, which had not previously been Colombian businesses fail to produce with export
possible. Although such exports under ATPA markets in mind; their failure to take export issues
account for a relatively small portion of Colombia’s into account limits growth for Colombian trade. For
total exports, according to the Vice Minister of example, orange juice is produced domestically and
Trade in Colombia, every increase provides some could be exported, but the industry has not explored
economic benefit8 export opportunitie§8®> The fourth factor, raised as
early as the first USITC field trip to Colombia in
ATPA has been important in promoting connection with this series of repopfsis that ATPA
diversification of Colombia’s economy since the early does not cover two important products: apparel and
1990s. For example, Proexport reports that all of footwear. A desire exists to expand the coverage of
Colombia’s new investment strategies have beeneligible ATPA products to those gooels. Finally,
based on its preferential agreements with other Several business persons said that for Colombia to
countries, including ATPA? Certain growth areas, [@ke better advantage of the program in the future,
such as asparagus, have been a direct result off€ Colombian Government needs to expand its

ATPA.50 Furthermore, ATPA has had positive effects export-promotion effortS?

on the local labor market. Industry observers note  Despite the problems, substantial progress has
that there have been direct employment effects of thebeen made since the last USITC field visit 2 years
program; they believe that ATPA generates jobs, ago. At that time, Colombia had not been certified as
increases wages, and draws labor away from illicit cooperating with U.S. drug authorities, which
activities31 For example, in the flower sector, wages Seriously undermined investor confidert€e. Also,

are 15 to 20 percent greater than the minimum wage.there was still a lack of knowledge of the program in
Currently, there are 125,000 employees in the flower 1997, and no interviewees could cite an ATPA-related
industry; of those, 75,000 are directly related jobs and investment.

50,000 are in flower-related industries. Asparagus
has a similar record for employmet.

54 This factor was frequently mentioned by
Colombian officials and business people during the
) ) ) conduct of USITC staff interviews in Bogotd, June 7-10,
Despite ATPAs importance to Colombian 1999. In fact, as the legislative termination of the ATPA

exporters, public- and private-sector representativesProgram is approached in late 2001, the uncertainty of

. - - . . continued preferences and the shorter period of time
believe that firms in Colombia are not taking full o aining for investors to recoup their investment further

advantage of the program. During fieldwork, they inhibit the investment potential associated with the
cited several reasons for Colombia’s underutilization preference program.

- - . P Representative from Patino and Associates, USITC
of ATPA. First, several officials said the termination staff interview, Bogota, June 8, 1999.

date for the program—December 4, 2001—does not 56 See USITCAnnual Report on the Impact of the
Andean Trade Preference Act on U.S. Industries and

48 Representative from Ministry of Foreign Trade, Consumers and on Drug Crop Eradication and
USITC staff interview, Bogota, June 8, 1999. Substitution First Report USITC Publication 2814, Sept.

49 Representatives of Proexport, USITC staff 1994.
interview, Bogotd, June 8, 1999. 57 Neither of these issues is unique to Colombia.

0 Representative from USAID, USITC staff Similar concerns/desires have been expressed by each of
interview, Bogota, June 8, 1999. the other ATPA beneficiary countries. It is interesting to

1 Representatives from CCl, and the note that reports have circulated of the European Union’s
Colombian-American Chamber of Commerce, USITC staff giving consideration to an extension of its preferential
interview, Bogota, June 9, 1999. program to Andean nations. The EU program is currently

2 Representative from ASOCOFLORES, USITC slated to expire in 2000. USITC staff interviews, Bogota,
staff interview, Bogotd, June 9, 1999. Jobs in June 8-9, 1999.
flower-related industries include shipping services, 58 Representatives from Colombian-American
production of cardboard boxes, rubber bands, and Chamber of Commerce, USITC staff interview, Bogota,
fertilizer, to name a few. June 8, 1999.

3 Representative from Proexport, USITC staff 59 USITC, Andean Trade Preference Act: Fourth
interview, Bogota, June 8, 1999. Report,p. 86.

113



The importance of ATPA to Colombian trade is performancé® The fiscal deficit doubled in 1998 to
recognized by both U.S. and Colombian authorfifes. 5.4 percent of GDP, and inflation rose from 31
Because the series of economic reforms that havepercent in 1997 to 43 percent in 1998, the highest
taken place in Colombia have coincided with the level in Latin Americ’ Total exports declined
implementation of the ATPA preference program, it is Significantly in 1998, largely because of falling oil
difficult to isolate the effect of ATPA trade Prices, the Asian economic crisis, El Nino, and

preferences on Colombian product diversification. Pelitical and —economic problenf8.  Conditions
The new presidential administration has begun to worsened in early 1999 with the near collapse of the
encourage more  diversification and  export banking system, which resulted in the declaration of

oy a state of emergenéy. In March 1999, banks were
l 1
developmengl ATPA has also had beneficial effects closed for 9 days and deposits were frozen for up to

on public welfare and on the environment; for 4 year’® The IMF has predicted a 5 to 7 percent
example, ATPA-related jobs have improved the decline in growth in 19981

socioeconomic situation of individuals who perhaps
would not have had other employment Throughout the 1990s, Ecuador’s chronic budget
opportunities’?  Those economic welfare benefits deficits and slow progress in implementing
could have long-term positive effeé. Industry market-oriented structural reforms have limited
representatives emphasized that ATPA is critical while growth prospect§? It remains among the last of
Colombia is in recession; one firm executive |atin American nations in privatization.  The
characterized ATPA exports as “fundamental” to government plays a large role in the economy and
Colombia’s survivaf4 Nevertheless, since the participates in about 165 Companies engaged in
initiation of ATPA, aggregate statistics do not show a transport, Storage’ energy, communications,
significant diversification of exports. agriculture, industry, mining, tourism, finance, and
services’3 However, in April 1998, the constitution
was redrafted to expand private-sector participation in
“strategic sectors” formerly reserved exclusively for
Case Study_Ecuador the statg4 More recently, the new government,
which took office in August 1998, has announced
plans to privatize basic telecommunications and
electricity in 1999 and to increase private-sector

. q q involvement in the petroleum sectdr. Also, the
Economic and Trade President is supporting a law that would grant him the

Performance
- America and the CaribbeaRyeliminary Overview of the
The Ecuadoran economy grew an estimated 0.8 Economies of Latin America and the Caribbean, 1998

percent during 1998, its lowest level during the pec. 1998, p. 39.
1990s%5  Falling oil prices, damage from EI Nino, 67 Economist Intelligence Unit,atin America

olitical uncertainties associated with a Presidential Business Intelligence’Country Reports,” Feb. 16, 1999.
P 68 U.S. Department of State telegram, “Ecuador

election, and external financing problems resulting peyalues; Not Isolated From Global Turmoil in Financial
from the international economic crisis during the last Markets,” message reference No. 3941, prepared by U.S.

half of 1998 were largely responsible for the poor Embassy, Quito, Sept. 14, 1998; and representatives from
the Camara de Commercio de Guayaquil, USITC staff

66 United Nations, Economic Commission for Latin

60 Representatives from ANALDEX, CCI, and interview, Guayaquil, June 17, 1999. .
ASOCOFLORES, USITC staff interviews, Bogota, June Ecuador, Economy and Politicsl‘atin American
8-10, 1999. Weekly ReportMar. 23, 1999. .

61 For a basis of comparison, refer to the USITC's 70" Economist Intelligence Unit.atin America
fifth report on ATPA, which points out that sources in Business Intelligence'Business Latin America,” Mar. 22,
Colombia were unaware of any investment in 1999. .

ATPA-related industries in 1997. USIT@ndean Trade ~ " U.S. Embassy representatives, USITC staff
Preference Act: Fifth Repori997, p. 134. interview, Quito, June 15, 1999.

2 Representatives from ASOCOFLORES, USITC 72 U.S. Department of CommercEcuador: Country
Staff interview, Bogota, June 9, 1999. Commercial Guidefound at Internet address

3 |hid. http://www.stat-usa.gowuetrieved May 5, 1999.

64 Representatives from ALFANGREZ, and the 73 Economist Intelligence Unit,atin America
Colombian-American Chamber of Commerce, USITC staff Business Intelligen¢eInvesting, Licensing, and Trading
interview, Bogota, June 9, 1999. Conditions Abroad,” Dec. 30, 1999.

65 Economist Intelligence Unit,atin America 74 |bid.

Business Intelligen¢eé‘Country Reports,” Feb. 16, 1999. 75 |bid.

114



power to privatize by decree, replacing the currently declined to 32 percent in 1997. Likewise, the EU
slow, burdensome privatization procéSs. and ROW declined in importance as suppliers. On

; - - : ; the other hand, the share of Ecuador’s imports
Ecuador substantially liberalized its trade regime X L
in the early 1990s by reducing tariffs, simplifying its SuPPlied by LAC increased from 21 percent to 34

tariff struct iminati " tariff h percent, making up for the declines in shares by the
arft structure, eliminating most nontarift Surcharges, ,pq, major suppliers. Trade liberalization among

and enacting a maquila (temporary admission) law. In nembers of the Andean Community during the

January 1996, it joined the WTO and bound its tariff 1990s has probably been responsible for the shifts in

rates at 30 percent or less. Ecuador's average applieghe importance of the United States and LAC as
tariff rate is currently about 13 percent ad valorem. Ecuador’s trading partners.

Ecuador has not yet fully implemented its WTO

accession obligations to eliminate remaining nontariff Although the United States has declined in
barriers, and many still exist, including problems with importance as a trading partner of Ecuador, in general
import-licensing procedures  for  agricultural bilateral trade has increased gradually from 1990 to
products’’ 1998 (table 8-5§0 The 17 percent decline in U.S.
imports from Ecuador in 1998 mirrors the decline in
total Ecuadoran exports reported by Ecuador’s Central
Bank. Those declines in 1998 resulted from the

In addition to joining the WTO, Ecuador has been
opening its trade regime regionally. Long a member

of the Andean Community, which is a customs union q in th ) ¢ oi he off ¢ El
that imposes a common external tariff, Ecuador also ecrease in the price of ol exports, the effects o
Nino, and the poor performance of the econ8tny.

has a trade agreement with Chile, and is negotiating a
free-trade arrangement with Mercosur through its

membership in the Latin American Integration . o .
Association (LAIA)78 Ecuador also actively world diversified slightly between 1990 and 1997.

participates in the working groups negotiating an Historically, petroleum has been Ecuador’s largest
FTAA 79 export, followed by traditional agricultural products,
' including bananas, shrimp, canned and fresh fish,

coffee, and cocoa. In 1990, the main categories of

. Ecuadoran exports were petroleum, accounting for
Trends In Trade more than 50 percent of total exports; agricultural

During the period 1990-97, Ecuador’s total trade products (excludin_g fish and seafood), acco_unting for
increased by 108 percent. Ecuador's exports and?28 percent.; and fish and seafood, accounting for.16
imports both grew gradually, by 90 percent and over Percent (figure 8-6). Together,’ those - categories
130 percent, respectively (table 8-4). constituted 96 percent of Ecuador’s exports in 1990.

. . By 1997, they accounted for 87 percent of total

The United States is Ecuador’s largest trading exports; petroleum-related products had declined to 30
partner. However, the importance of the United Statespercent of the total whereas both food categories had
as a destination for Ecuador’s exports and as a sourCgncreased slightly. The share of exports accounted for
of Ecuador’s imports ha_ls declined since 1990 (figures by crude materials also increased during that time
8-4 and 8-5). The United States accounted for over oxports of cut flowers and foliage rose by nearly 700
_half of Ecuador’s exports in 1990, but only 39 percent percent), as did various manufactured goods,
in 1997. The share of Ecuador's exports to LAC jnqjuding wood and paper products, textiles, and
increased over the same period (omitting 1990) andpper tires. The share of exports accounted for by
remained fairly stable to the EU and the o <4 other” category increased from 2 percent in
rest-of-the-world (ROW). The United States supplied 1990 1o over 6 percent in 1997, primarily reflecting
37 percent of Ecuador's imports in 1990, which rising exports of chemicals and pharmaceuticals,

The composition of Ecuadoran exports to the

76 Representatives of CORPEI, USITC staff vehicles, apparel, and nonmonetary gold.
interview, Guayaquil, June 17, 1999.

7 For more information on Ecuador’s trade regime, 80 Both tables 8-4 and 8-5 show trade between
see USTR1999 National Trade Estimate Report on Ecuador and the United States, but the data do not match
Foreign Trade Barriers pp. 87-92. exactly because the sources of the data are different.

78 Economist Intelligence Unit,atin American Statistical differences result for a variety of reasons, such
Business Intelligencelnvesting, Licensing and Trading as timing differences, valuation differences, and the
Conditions Abroad,” Dec. 30, 1998. handling of transshipments.

79 U.S. Department of CommercEcuador: Country 81 Representative of Camara de Commercio de
Commercial Guidefound at Internet address Guayaquil, USITC staff interview, Guayaquil, June 17,
http://www.stat-usa.gowetrieved May 5, 1999. 1999.
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Table 8-4

Ecuador: Total exports, total imports, direction of trade, and trade balance, 1990-97

Exports Imports Trade balance

Year Total us EU LAC ROW Total us EU LAC ROW Total

1,000 dollars —— Percent of total ——| 1,000 dollars —— Percent of total _ 1,000 dollars
1990 .............. 2,890,085 52 10 29 9 2,049,678 37 22 21 20 840,407
1991 .............. 3,002,865 48 17 17 17 2,771,120 35 25 20 20 231,745
1992 .............. 3,273,998 46 17 19 19 3,019,596 33 24 21 21 254,402
1993 ... 3,143,990 46 16 20 17 3,044,484 32 25 21 22 99,506
1994 ... ... 4,092,927 42 19 22 17 4,105,754 30 18 28 24 -12,827
1995 ... 4,788,756 40 19 25 16 4,575,706 33 18 30 19 213,050
1996 .............. 5,261,605 39 19 24 18 3,988,815 33 17 34 16 1,272,790
1997 ... 5,509,868 39 18 26 17 4,765,247 32 17 34 16 744,621

Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, CD-ROM, 1999.



Figure 8-4
Ecuador, exports, by destination, 1990-97 — US
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Table 8-5
Ecuador: U.S. imports, U.S. exports, and trade balance, 1990, 1992, 1994, 1996, 1997, and 1998

(Million dollars)

Year Imports Exports Trade balance

1990 ... 1,358 659 -699
1992 ... 1,323 947 -375
1994 ... 1,710 1,127 -582
1996 ... 1,975 1,228 =147
1997 .o 2,139 1,486 -653
1998 ... 1,774 1,629 -145

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

The composition of Ecuador's exports to the between 1997 and 1998 created an uncertain
United States diversified only marginally between investment climate. In 1998, economic conditions
1990 and 1997. Exports of the top three worsened and resulted in a major banking crisis in
categories—petroleum, agricultural products 1999. Within 6 weeks in early 1999, 'the currency
(excluding fish and seafood), and fish and Was devalued by 40 percent and interest  rates
seafood—represented 97 percent of Ecuador’s exportsclimbed to over 90 percefi. The economic crisis
to the United States in 1990, and still accounted for C0Ked off investment and growth, as sources of
92 percent in 1997. Declining shares in exports of financing for companies dried up. In addition, to

etroleum and agricultural products were partly LoroW the fiscal deficit, the Government
P ag P _ partly implemented a new tax law on January 1, 1999; the
matched by an increase in the share of fish and

. new law replaced the income tax with a 1 percent
seafood exports. Crude mqtenals rose from 2 percentay on most banking transactions. (The income tax
of total exports to the United States in 1990 t0 5 pas since been reinstated.) U.S. companies operating
percent in 1997, reflecting a nearly 600 percent jn Ecuador strongly oppose the measure because the

increase in exports of cut flowers and foliage. U.S. Internal Revenue Service grants foreign tax
credits only on income taxé&.

Investment Climate and EXpOFt Official  corruption and a nontransparent,

Promotion cumbersome legal environment, which affect the

settlement of disputes, also concern foreign
Ecuador offers a relatively open foreign- jnvestors85  Furthermore, investors face weak
investment regime. Full repatriation of profits and enforcement of intellectual property rights (IPR),
capital is permitted. Certain limitations apply to although Ecuador has made large advances in IPR
foreign investment in the following areas: petroleum, protection over the past 2 years. In April 1999,
mining,  fishing, electricity, telecommunications, ysTR removed Ecuador from the priority watch list
media, and strategic sectors related to national 5 placed it on the watch list of countries to be
_security. However, changes to the constitution ,mademonitored for IPR protection as part of this year's
n ,AP“' ) 199,8 expanded the scope for private annual Special 301 review of country IPR practfes.
participation in those sectors and also guaranteedln September 1997, the Ecuadorian Congress repealed

equal treatment for foreign and nationql investors. A the Law for the Protection of Representatives, Agents,
Bilateral Investment Treaty with the United States has and Dealers of Foreign Enterprises (Dealers’ Act),

guaranteed national treatment for U.S. companies
since its implementation in May 1997. 83 Economist Intelligence Unit.atin American

Political and economic conditions in the country Business Intelligenceé’Business Latin America,” Mar. 15,
over the past few years have damaged investor 84 y.s. Department of State telegram, “Ecuador: U.S.

confidence. The quick succession of three presidentsFirms Cry “Foul” Over New Tax Law,” message reference
No. 5000, prepared by U.S. Embassy, Quito, Dec. 3,

82 U.S. Department of CommercEcuador: Country 1998.
Commercial Guidefound at Internet address 85 U.S. Department of CommercEguador: Country
http://www.stat-usa.gowetrieved May 5, 1999; and Commercial Guidefound at Internet address
Economist Intelligence Unit, atin American Business http://www.stat-usa.gowetrieved May 5, 1999.
Intelligence “Investing, Licensing and Trading Conditions 86 USTR, “USTR Announces Results of Special 301
Abroad,” Dec. 30, 1998. Annual Review,” press release, Apr. 30, 1999.
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Figure 8-6
Ecuador: Composition of exports, 1990 and 1997

1990 — Ecuadorian exports to the world

Petroleum, petroleum

1997 — Ecuadorian exports to the world

All other 6%

products 52%

Petroleum, petroleum
products 30%

Food and live animals 28%

Manufactured goods
classified by material 4%

All other 2%

Manufactured goods
classified by material 1%

Crude materials, inedible,
except fuels 4%

Crude materials, inedible,
except fuels 2%

Fish, crustaceans, mollusks
22%

Fish, crustaceans,
mollusks 16%

dR

Food and live animals 35%

1990 — Ecuadorian exports to the United States

1997 — Ecuadorian exports to the United States

All other 3%

Fish, crustaceans,
mollusks 21%

All other 2%

Petroleum, petroleum
products 36%

Crude materials, inedible,
except fuels 2%

Food and live animals 31%

Fish, crustaceans, mollusks
32%

Petroleum, petroleum

Crude materials, inedible,
except fuels 5%

Food and live animals 23%

products 44%
Note.—Percentages may not add to 100 because of rounding.

Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, 1980-97, CD-ROM, 1999.



which imposed discriminatory restrictions on foreign calls for about 15 of Ecuador’'s embassies around the
companies in their dealings with their Ecuadorian world to provide staff for CORPEI's ué.

agents. The law, however, continues to be apffied. CORPEI is beginning to address its second major
mission: investment promotion. Its goal is to attract
M : _ investment that will generate exports in agroindustry
legitimate export shipments remains a concern of and value-added products. CORPEI first plans to

businesses, it is currently being addressed by a néwgy,qy Ecuador’s legal structure governing investment
program sponsored by U.S. Customs. (Colombia is 1o getermine if any laws need to be modified to build

participating in the same progrdf). The Business 5 more attractive investment climate. Eventually, it

Anti-Smuggling Coalition, whose current members jntends to provide assistance to investors facing any
come primarily from the flower and fish industries, is king of bureaucratic roadblo®k.

taking steps to implement the new program, which
was introduced in Ecuador during the spring 1399.

Although the illegal smuggling of narcotics in

Investment Activity

Ecuador enacted laws providing for free-trade In Ecuador, FDI increased during the early 1990s,
zones and magquilas in the early 1990s, but they arestabilized in the mid-1990s, and increased by nearly
not widely used. In general, infrastructure is 30 percent from 1996 to 1997 (table 8-3). Recent

considered adequate, although expansion of certainstatistics from the Central Bank of Ecuador indicate
transportation facilities may be required shortly. Also, FDI fell from $566 million in 1997 to an estimated
the flower industry supports an Open Skies agreement$531 million in 1998. Most of the investment has
with the United States, because current flight been directed to the oil sector. Nonoil investment
restrictions have resulted in freight charges twice asWorth nearly $50 million in 1998 focused on financial
high as Colombia facé. services, food processing, the chemical and
pharmaceutical industries, and machinery and vehicle

In May 1998, the Corporation for the Promotion maqufa@turing. . The United States is the largest
of Exports and Investments (CORPEI), a private, Or€ign investor in Ecuadd?
nonprofit institution, began operations. The purpose ~ Most investments in the production of
of CORPEI is to diversify production and encourage ATPA-eligible products have related to flowers and
economic growth in Ecuador through the promotion the agricultural sector. The cut-flower industry has

of exports and investment. Before CORPEI existed, shown the most ,dramat|c increase.  Ecuador is
there was no formal, central institution for trade and currently the world's largest exporter of roses and the

. o . . . third-largest exporter of flowers, after the Netherlands
investment promotion in Ecuador. Since its founding, o

R : .~ and Colombié: From 1997 to 1998, flower
the organization has concentrated on its first

- RPE] production increased by 450 hectares, from 2,250
mission—to promote exports. ~ CO Promotes pocares in 1997 to 2,700 in 1998, reflecting an

exports by setting up trade missions to other countries, jpyestment of approximately $10-12 million in 1998.
b)/ participating in trade fairs, and .by cpnductlng and Total exports of fresh-cut flowers grew by 8 percent
disseminating market research to identify new export jn yalue and 15 percent in volume from 1997 to 1998,

opportunities. CORPEI often works with individual 70 percent of which was destined for the U.S. market.
companies or sectors to locate markets and provideE| Nino affected about 15 percent of flower

guidance on marketing strategies. Currently, CORPEI production in 1998, and the local financial crisis
is in the process of establishing five offices stifled investment because of the lack of short-term
worldwide: in Brussels, China, the United States, and long-term financing?

Colombia, and Peru. The institution has also signed
an agreement with the Ministry of Foreign Affairs that o,

91 Representative of CORPEI, USITC staff interview,
aa/zaquil, June 17, 1999.

Ibid.

87 U.S. Department of State telegram, “Special 301 93 U.S. Department of State telegram, “Ecuador:
Notification: Ecuador,” message reference No. 80039, 1999 Investment Climate Statement,” message reference
prepared by the U.S. Department of State, Washington, No. 1985, prepared by U.S. Embassy, Quito, May 17,
May 1, 1999. 1999.

88 For an explanation of the program, see the 94 U.S. Department of State telegram, “Ecuador:
previous case study on Colombia. USITC Annual Andean Investment Survey,” message

9 Representatives from the U.S. Embassy and reference No. 1916, prepared by U.S. Embassy, Quito,
Expoflores, USITC staff interviews, Quito, June 15-16, May 12, 1999.

1999, 95 Expoflores, “La Flor de Ecuador,” Key Figures,

90 Representatives of Expoflores, USITC staff Mar. 1999; and Representatives of Expoflores, USITC
interview, Quito, June 16, 1999. staff interview, Quito, June 16, 1999.
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Agricultural exports have also been expanding and native to the tropical forests of Ecuador. Tagua is
diversifying. For example, although small, exports of exported in the form of button blanks, and is used to
fruit juices, mangoes, pineapp|e5’ asparagus, peppersprOduce bUttOﬂS. as well as other trinkets.
broccoli, and quinua have steadily increased to the Bamboo-guadua is a bamboo product that can be
United States over the past 4 ye¥rsThose products used in housing construction (e.g., to substltute_z for
have potential for important growth as do tobacco, S€€!  frames),  scaffolding, ~ jewelry, — musical

. ) instruments, combs, and eating utenifs.
tropical fruits such as melons and papayas, and
vegetables, including beans, lettuce, organic  Although investment has not yet begun, the end of
Vegetab|es] small potatoeS, and hearts of pa|mthe border war with Peru in October 1998 resulted in
Substantial increases in mango exports are anticipatec®n agreement to attract private investment to the
in 3 to 4 years, after trees mature. Exports of heartsf€gion as a means to cement lasting peace. The U.S.
of palm are also expected to increase; currently 4,000Embassy in Lima has identified agricultural products,
hectares are under cultivation, and 8,000 hectares ardncluding fruits, vegetables, and cotton, and fish
coming into production. Like flower production, Products, such as shrimp farming and frozen fish
production of most agricultural products suffered from Processing, as the most promising sectors for
El Nino and faces constraints on expansion because ofnvestment0l
the lack of financing”

Exports of wood products to the United States are Effectiveness Of ATPA

also expanding. Plywood, particle board, and
moldings are increasing and are expected to increase Since 1990, the composition of Ecuador’s exports
more rapidly once the effects of the Asian Financial has changed only marginally. Oil, bananas, shrimp,
Crisis on Ecuador’s competitiveness fade. Exports of coffee, and cocoa continue to account for the vast
several new products to the United States are likely. majority of Ecuador's exports. Nonetheless, ATPA
For example, recently a company opened to producehas encouraged diversification into the production of
MDF, medium density fiberboard. Also, in an effort primarily flowers and nontraditional agricultural
to expand to more value-added products, the Woodproducts.  Representatives of the flower industry
Products Association is working with CORPEI to credited ATPA with helping the industry develop a
expand furniture exports to the United States. The strong position in the U.S. market. Members of the
goal is to increase exports of furniture from about wood-products industry indicated that tariff
$500,000 each year to $3 million in the next 2 to 3 preferences under both ATPA and GSP are crucial to
years?8 their success, since competitiveness can be based on a
. . ) . _difference of only cents. Although those products do
The fish and shrimp industry is the third largest in ¢ yet constitute a significant portion of total exports,

Ecuador and represents about 23 percent of totalieir production has substantially boosted the standard
exports. ~ Over the years, consistent and stable living in poor, rural areas.

investments have been made to maintain operations ] ] o
and keep up with technology. Some diversification ~ Almost all public- and private-sector officials who
into new products is currently taking place. For Were interviewed agreed f[hat Ecuador does not_ take
example, Ecuador now exports precooked shrimp andfull @dvantage of ATPA tariff preferences. They cited
shrimp stuffed with crabme8. several reasons. First, they indicated that there is a
general lack of knowledge about how to export,
Other areas for possible expansion include hempparticularly in the agriculture sector, which is
fibers, tagua, and bamboo-guadua. Tagua, alsocomposed of many small producers. The extent of the
referred to as vegetable ivory, is the dried, hard inner problem was recently revealed when the Chamber of
layer of the coconut of the ivory palm, a species Commerce of Guayaquil received an overwhelming
response to its new courses on (1) how to export, (2)

9 Data supplied by the Camara de Agricultura,
based on Central Bank figures.

7 Representatives of the public and private sectors,
USITC staff interviews, Quito and Guayaquil, June 15-17,
1999.

98 Representatives of the Asociacion Industriales de
la Madera, USITC staff interview, Quito, June 16, 1999.

9 Representatives of Camara de Pesqueria and
CORPEI, USITC staff interviews, Guayaquil, June 17,
1999.

how to attend international trade fairs, and (3) how to
conduct electronic business. Although private

100 Representatives of Camara de Comercio de Quito
and CORPEI, USITC staff interviews, Quito and
Gua%/q_uil, June 16-17, 1999.

0l y.S. Department of State telegram, “Peace
Creates Investment Opportunities,” message reference No.
262, prepared by U.S. Embassy, Lima, Jan. 14, 1999.
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chambers of commerce have provided some Although some officials thought there was still a
assistance, one person indicated that the longlack of knowledge of the ATPA program, others
absence of a centralized, government entity to pelieved it had been adequately promoted. Indeed,
provide guidance and support has contributed to thesome officials thought that awareness of ATPA has
problem. Recently, public- and private-sector grown alongside an awakening realization that
officials worked together to establish CORPEI to gjyersification and exports are important for economic
help fill this void, but it remains a very new giowih In particular, during the economic crisis,
institution, and more work needs to be déff. depressed domestic demand has forced producers to
look at alternative markets and products. Some

A nd, rel nstraint is lack of knowl . . o !
second, related constraint is lack o owledge interviewees added that it is crucial that ATPA be
about how to access the U.S. market. Several sources

. . Lo extended beyond its December 2001 expiration date,
again pointed out that a government institution should . . . e
) : . to permit further progress in export diversification in
be responsible for conducting market research studles,ECua dof05
providing support for finding U.S. partners, and ' o ]
providing guidance on how to market effectively in The trade data and findings from the fieldwork

the United States. CORPEI intends to provide such Indicate that ATPA has had a minimal effect overall
assistanca03 on the diversification of Ecuador’s exports and on

economic growth. However, although progress has
Other constraints addressed were (1) the financial P€en slow, ATPA has played a key role in stimulating

crisis, which has blocked access to loans and creditsdiversification into  flowers and  nontraditional
for investment; (2) the poor investment climate, which adricultural  products. Political and economic
has failed to attract investment in export-oriented conditions and an underdeveloped exporter culture
products; (3) the fact that ATPA is a unilateral have constrained broader progress. The crt_agtlon of
program rather than a bilateral agreement, which COR.PEI’ however, reﬂects_ an official recognition .Of
creates uncertainty for investors; and (4) a lack of the importance of promoting exports and attracting

technical knowledge about compliance with U.S. investment in export-oriented products and more

standards and product specifications in the agriculturev"’“ue'ifldded production. Ind_eed, desplte_ CO.RPEIS
: . ~short life, the wood-products industry credited it with
sector. However, several examples, including

mangoes, were cited of products where progress inproviding valuable support in expanding exports of
meeting iJS technical requirements, although slow WOOd. prod_ucts tp the United State;_. A.Ithough ATPAS
— ’ role in stimulating export diversification has been
and costly, had been mati¥. important, other factors, such as political stability and
102 pyblic- and private-sector representatives, USITC & strong economy, must also be present to ensure

staffl(i)gterviews, Quito and Guayaquil, June 15-17, 1999. long-term structural changes.
Ibid.
104 |pid. 105 |pjd.
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CHAPTER 9
Impact of ATPA on Drug-Related Crop
Eradication And Crop Substitution

I impact of ATPA from representatives of foreign
OverVIeW governments and the private sector. The
According to the U.S. Department of State, Commissipn also used unclassified.embz.issy reports
dand published reports from, and interviews with,
relevant U.S. Government agencies on drug-crop
control and alternative development in the Andean
region.
During 1998, ATPA continued to have a small

cocaine remains “our most serious drug threat” an
“dominates the U.S. drug scene” in comparison with
other drugg. All of the world’s coca production takes

place in the Andean region, and Colombia is the

source of vgtually all the cocaine shipped into the jpgirect pyt positive effect on beneficiary countries’
United States. drug-control efforts.  However, the Commission
The main goal of ATPA is to promote broad-based récognizes that ATPA is only one element in a
economic growth and development in the Andean Multifaceted effort to combat the drug problem, and it
countries. Specifically, the program aims to develop NOt€S that no precise estimate of the impact of ATPA
sustainable economic alternatives to coca cultivation " ?rug-rejate(;j cr?p eradication a,g‘lj crop substitution
and cocaine production by offering Andean products OF @ltérnative development is possible.
broader access to the U.S. market. To assess the

effectiveness of the program in reaching its goal, Eradication and
ATPA requires that the Commission, "in conjunction SUbStitUtion/Alternative

with other agencies,” provide “an assessment...

regarding...the estimated effect [of ATPA]...on the Development
drug-related crop eradication and crop substitution
efforts of the beneficiary countries.” This chapter is
structured in two par?s. The first part descrit_)es_ the the supply of illicit drugs. Previous reports in this

SCope _Of the analysis and a summary of findings geries have addressed the difficulty of determining any
pertaining to the ATPA reporting requirement On girect connection between crop substitution and coca
eradication and substitution. ~ The second part yaqyction3  Further linkage between supply-control

addresses specific crop eradication and alternativeefforts by beneficiary countries and ATPA is therefore

development efforts in individual ~beneficiary particularly tenuous. It is not possible to infer a

countries during 1998. causal relationship from the evidence availdble.

The Commission relied on other organizations, ~ Thus, despite progress, both crop-eradication
both government and private, for information in Programs and alternative development efforts in the
preparing its assessment. A fact-finding field trip to r€gion appear so far to be only marginally effective in

Colombia and Ecuador provided information on the controlling the supply of illicit drugs leaving the
region and entering the United States. Significant

An underlying objective of ATPA is to support the
efforts that beneficiary countries are making to stem

1 U.S. Department of Staténternational Narcotics

Control Strategy ReporthereinafterINCSR, Mar. 1999, 3 USITC, First Report p. 63;Second Repartpp.
pp. 11, 13. 45-46; Third Report p. 39,Fourth Report pp. 98-99,

2 The first report in this series included a brief history Fifth Report p. 164.
of coca cultivation in the Andean region as well as a 4 Office of National Drug Control Policy (ONDCP),
survey of drug production trends in the four ATPA Executive Office of the Presiderfrop Substitution in the
beneficiary countries. See USIT8nnual Report on the Andes,Rensselaer Lee and Patrick Clawson, Dec. 1993, p.
Impact of the Andean Trade Preference Act on U.S. 4. This paper maintained that "no significant decline of
Industries and Consumers and on Drug Crop Eradication coca and cocaine production can probably be expected for
and SubstitutionFirst Report USITC Publication 2814, 10 to 20 years,” given then-present unfavorable trends and
Sept. 1994, pp. 51-62. conditions in the region.
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inroads into reducing the illicit drug supply have yet
to be achieved by beneficiary countrfes. (FAA),12 the U.S. Department of State’s Bureau for
Bolivia, Colombia, and Peru, however, are all International Narcotics and Law Enforcement Affairs
currently engaged in promoting crop control efforts publishes an annual report that provides the factual
through alternative development programs. Bolivia basis for the Presidential determinations on
implemented a 5-year narcotics control plan in early antinarcotics cooperation. The FAA requires the State
1998 that continues to rely on alternative develop- pepartment to report annually on certain aspects of
ment®  Colombia launched a new natlonal'drug U.S. narcotics control strategy and, in its annual
control strz;ttegy that focuses heavily on altern_atlve o!e- report, to identify major illicit drug-producing
velopment! and Peru encouraged the expansion of its ' : . . .
effective U.S.-Peru alternative development project in countries, major drug—trgnsn cquntnes, and major
money- laundering countries. In its annual report, the

19988 . .
International Narcotics Control Strategy Report

In 1998, the United Nations International Drug
Control Program (UNDCP) announced plans to assist(INCSF.a’ the Depgrtment of S’Fate evaluates t_h e extent
to which countries worldwide are meeting the

Bolivia, Colombia, and Peru in the elimination of L . . .
coca cultivation. The plan includes 15 projects, with CPiectives of the 1988 United Nations Convention
an estimated value of $1.8 billion, in the three Against lllicit Traffic in Narcotic Drugs and

countries and focuses on “placing crop elimination Psychotropic Substances (U.N. Convention). The
and alternative development programs in the contextINCSRalso provides the factual basis for Presidential
of global strategies,” rather than on duplicating the determinations affecting foreign assistance and
efforts of national progranfs. The countries are  multilateral banking assistance to drug-producing
expected to provide 51 percent of the financing for countries!® Consideration of whether a country has
the projects. In addition, UNDCP has estimated that cooperated fully with the United States or has taken
$1.6 billion would be required for national and gdequate steps on its own to achieve full compliance
bilateral law enforcement efforts (interdiction, crop | v the UN. Convention underlies the required

eradication, pr(_acursor.control) and $1.(.)O million for Presidential determination certifying compliariée.
demand reduction, which are not specific components

of the UNDCP program&’

In accordance with the Foreign Assistance Act

The 1999 INCSR includes the four ATPA
countries among those determined to be major drug-
Eradication producing or drug-transit countries, or both. In 1999,

on the basis of information contained in tMCSR

In 1995, the National Security Council enort the President fully certified Bolivia, Colombia,
recommended that international drug control priorities Ecuador, and Peru as complying with the U.N

shift from drug interdiction to drug eradication. Since ConventionL5
that time, the United States has increased its efforts at '
eradication, primarily targeting coca cultivation in the

South American Andes. In 1998, the U.S. budget for 199|g/la]or gillns Wc?rk? ir;]ade "t1' d_rug deradlcatlén: md
international drug control, including crop eradication, , as evidenced by the continuing downward tren

was $500 million. The Andean countries are also N illicit coca production. In 1998, 33,095 hectares of

helping to finance and implement eradication Andean coca were eradicated, representing a 12
programstt percent increase over that year in the number of

hectares eradicated (table 9-1). That progress was the

5 ONDCP, Executive Office of the Presidefihe
National Drug Control Strategy: 1999%eb. 1999, found
at Internet address

12 22 U.S.C. 2291.
13 Section 490 of the FAA requires a “factual basis

http://mww.whitehousedrugpolicy.gov/policy/99ndcs/
contents.htmlretrieved on July 6, 1999.

6 INCSR p. 79.

7 Ibid, p. 96.

8 Ipbid, p. 117.

9 U.S. Department of State telegram, “Drugs:
UNDCP Major Donors Group Meeting,” message
reference No. 7029, prepared by U.S. Mission, Vienna,
Nov. 5, 1998.

10 |pid.

11 The Lindesmith Center, "Foreign Policy in Focus:
Coca Eradication,” found at Internet addrésp:// www.
lindesmith.org/library/coffin2.htmlretrieved May 5, 1999.
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for the Presidential narcotics certification determinations
for major drug-producing and/or drug-transit countries;”
the INCSRprovides this basidNCSR p. xli.

14 Two levels of certification are possible: full
certification and national interest certification. The latter
is used where a country cannot be certified under the
standards required for full compliance, and where “vital
national interests of the United States require” that
assistance be provided and the United States not vote
against multilateral development lending to that country.

15 The White House, Presidential Determination No.
99-15, Feb. 26, 1999, containedINCSR p. x.



Table 9-1
Coca cultivation and eradication in the Andean region, 1991-98

(Hectares)

Item Bolivia Colombia Ecuador 1 Peru Total
1991:

Cultivated ................... 53,386 38,472 120 120,800 212,778

Eradicated .................. 5,486 972 80 0 6,538

Net. .. ..o 47,900 37,500 40 120,800 206,240
1992:

Cultivated ................... 50,649 38,059 G 129,100 217,808

Eradicated .................. 5,149 959 G 0 6,108

Net......................... 45,500 37,100 0 129,100 211,700
1993:

Cultivated ................... 49,600 40,493 Q) 108,800 198,893

Eradicated .................. 2,400 793 G 0 3,193

Net......................... 47,200 39,700 0 108,800 195,700
1994:

Cultivated ................... 49,200 49,610 (1) 108,600 207,410

Eradicated .................. 1,100 4,910 Q) 0 6,010

Net. ..o 48,100 44,700 0 108,600 201,400
1995:

Cultivated ................... 54,093 59,650 O] 115,300 229,043

Eradicated .................. 5,493 8,750 ©) 0 14,243

Net. ... 48,600 50,900 0 115,300 214,800
1996:

Cultivated ................... 55,612 72,800 O] 95,659 224,071

Eradicated .................. 7,512 5,600 Q) 1,259 14,371

Net. ... 48,100 67,200 0 94,400 209,700
1997:

Cultivated ................... 52,800 98,500 Q) 72,262 223,562

Eradicated .................. 7,026 19,000 O] 3,462 29,488

Net......................... 45,800 79,500 0 68,800 194,074
1998:

Cultivated ................... 49,620 115,450 0 58,825 223,895

Eradicated .................. 11,620 213,650 0 7,825 33,095

Net......................... 38,000 101,800 0 51,000 190,800

1 Although small amounts of poppy and coca fields have been found, Ecuador is primarily a transit country for

cocaine.

2 Source for 1998 Colombian eradication figure: GAO, Narcotics Threat from Colombia Continues to Grow, June

1999

Source: U.S. Department of State, International Narcotics Control Strategy Report, Mar. 1999, pp. 84, 106, 112, and
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result of the largest-ever eradication effort in the production is currently taking place in areas that
Andean region. Both Bolivia and Peru eradicated were mostly jungle and subject to poor weather
record amounts of coca in 1998. conditions not necessarily conducive for growing
L . alternative crops.  That situation, together with
11998, total coca cultivation in the region was at jnfrastructure deficiencies such as the lack of proper
its lowest level in 10 years, despite a surge in roads to link the region with the rest of the country,
Colombian productioﬁ? Colombian net cultivation has made alternative deve|opment very diffiedlt.

climbed by 28 percent, from 79,500 hectares in 1997 In fact, there is no single commodity that can

to 101,800 hectares in 1998, and doubled comparedcompete with coca in terms of profitability, ease of
with 1995. This marked increase in 1998 was the cultivation, frequency of harvesting, and market
result of various factors, including unusually adverse acces$? As a strategy, the concept of alternative
weather conditions, which canceled a number of drug development has come to replace that of crop
eradication missions, and a mid-year plane crash thatSubstitution, and remains highly touted:

also delayed missior$. Overall, in 1998, net coca
cultivation in the Andean countries fell by 2 percent,
to 190,800 hectares. The largest decline occurred in
Peru, where net coca cultivation fell by 26 percent in
1998. Peruvian net cultivation has declined by 56
percent from 1995 levels. In 1998, coca cultivation in
Bolivia dropped by 17 percent, its largest 1-year
decline, primarily because of forced eradication by the
Bolivian Government?

For plant-derived drugs, we stand our best
chance [of resolving the drug problem] if
we eliminate the first stage, cultivation,
altogether.  When crops are destroyed or
abandoned, no drugs can enter the
system....therefore we have had to work
closely with the governments of certain key
countries to develop interdiction and
alternative development programs tailored to
the political realities of specific situatiorts.

SUbStltUthﬂ/Alternatlve Alternative development programs, in conjunction
Deve|0pment with eradication efforts, currently constitute U.S.
policy in assisting ATPA beneficiary countries to meet
The two aspects of supply management that aretheir targets of reducing illicit coca productiéh.
explicitly cited in the statute are drug-related crop
eradication and crop substitution. The latter has more
realistically evolved into a policy of alternative
development, where through an explicit linkage to
limiting coca cultivation, farmers are encouraged to
begin cultivation of other agricultural products to
create alternative income and employn#nt.Coca

Country Profiles

Bolivia

In early 1998, the Government of Bolivia
implemented a new 5-year counternarcotics plan, the
first comprehensive counternarcotics plan the country
has ever adopted. The year was also successful in
terms of the level of eradication and the reduction in

16 Total cultivation is the net annual cultivation
estimate plus the amount of harvestable, active fields
eradicated during the year and the amount of fields
abandoned. Eradication may be defined as
government-sponsored reduction of coca cultivation by
uprooting, cutting off, or applying chemical herbicides to
kill the plants.

17 The INCSRreport did not provide data on
Colombian coca eradication for 1998. The GAO report,
which supplied the 1998 eradication data for Colombia,
does not provide an explanation of the high figure for
Colombian drug eradication (19,000 hectares) in 1997 or
for the 1998 figure (13,650 hectares). The GAO report
mainlgl focuses on the increase in Colombian cultivation.

18 Representative from Bureau of International
Narcotics and Law Enforcement Affairs (INL), USITC
staff interview, Washington, May, 18, 1999.

21 Former President of ASOCOFLORES, USITC staff
interview, Bogota, June. 8, 1999.

22 The current success of the Peruvian “airbridge
denial” program and the resulting drop in coca leaf prices
are an indication of the susceptibility of coca to market
forces. A discussion of the effects of falling coca leaf
prices is included later in the chapter.

23 INCSR p. 7.

24 “The success (of past eradication programs) has
demonstrated...that a multi-faceted strategy combining

19 INCSR p. 16.

20 Conversation with U.S. Department of State
officials, Washington, May 18, 1997. Neither the annual
ONDCP National Drug Control Strategyor theINCSR
mention the term “crop substitution.”
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interdiction, eradication, andlternative development
(emphasis added) offers the encouraging possibility that
world levels of coca will actually be brought down to the
minimum necessary for legitimate...purposesNCSR

p. 8.



the amount of coca cultivated. In addition, occurs in the Yungas (14,200 hectares) and in other
legislative and regulatory reform progressed, and law areas, such as in the Apolo region (300 hectares).
enforcement efforts improved with increased arrests Cultivation in the Yungas region exceeds the legal
and drug and chemical seizures in 1998. limit of 12,000 hectares for legitimate consumption,
and it is suspected by the U.S. Government that the
majority of the coca produced there is made into
cocaine product®® This excess cultivation in the
Yungas region has not yet been addressed by the
Bolivian Governmeng!

The 5-year counternarcotics plan consists of four
parts: eradication, interdiction, alternative develop-
ment, and prevention. One goal of the program is to
eradicate all illicit coca by the year 2002. Under the

eradication program, 90,000 acres of coca fields will L . .
Legislative and regulatory measures included in a

be destroyed at a cost of $108 million. Funds for AR
improving roads and plans for granting credits and _comprehenswe judicial reform package have been put

training farmers to grow alternative crops are also into p_Ia(_:e over the past 2 years to ensure prosecution
included in the program. In addition, for the past ©f Criminals and to safeguard the system from

several years, coca farmers have been paid $2,500 fopriminal infil_tration. Thg _N_ew Code Of. Crimina_l
every 2.5 hectares that they eradicate. However U_S_Procedures is the only initiative that remains pending
and Bolivian officials believe that the farm,ers and is being debated in the Bolivian Senate. With

continued to cultivate coca deeper in the jungle. respect. t_q_ enforcemen.t, a shift in enfqrcement
Under the new program, farmers will not receive responsibilities resulted in improved efforts in 1998.
compensation for eradicati’ng cm Previously, the Bolivian Ministry of Government was

responsible for all aspects of the counternarcotics
Bolivia experienced its largest ever 1-year decline effort. According to the changes effected by the

in net coca cultivation in 1998. Eradication by the current government, the Secretariat for Social

Bolivian Government brought coca cultivation down Defensé2 is now in charge of all interdiction forces

by 17 percent, to a 10-year low of 38,000 hectares byin Bolivia, including the special military task forces,

the end of 1998. Since 1994, net cultivation has and the Minister of Agriculture is responsible for

decreased by 21 percent, with 77 percent of theeradication and alternative developm#ht.

reduction occurring in 1998 Because of the new

counternarcotics plan, which phased out individual .

compensation for voluntary eradication, most of the COIOmb|a

eradication in 1998 was involuntary and Despite government initiatives to address the
uncompensatef. narcotics problem, Colombia is now the largest

The Bolivian Government has concentrated its cultivator of coca, with 80 percent of the world’s
eradication efforts in the Chapare region, where Supply of cocaine either produced in or traveling
cultivation was reduced by 25 percent, to 23,500 through the countr§} Colombia now cultivates 53
hectare2® The region now supports three times more Percent of the coca in the Andean regi®rmoving
licit agricultural production than coca cultivation. from third place behind Bolivia and Peru in 1994 to
Importantly, farmers’ net income from licit crops first place ahead of Peru in 1997. The growth of
increased by 52 percent in 1988. Almost all the Colombian coca cultivation reflects the long-term

coca produced in the Chapare goes to illegal cocainestrategy of drug syndicates to integrate vertically and
production. The remaining cultivation in Bolivia t0 lessen their dependence on less reliable sources

from outside the count8f In addition, Colombian

25 INCSR p. 80; andThe New York Timesn the

Web, “Bolivians Show New Resolve in War Against 30 INCSR,p. 79.

$Cocaleros,” found at Internet address 31 |bid.

http://www.ishius.com/boldrugs.htmietrieved May 5, 32 The Secretariat for Social Defense, although still
1999. part of the Ministry of Government, was granted

26 Bolivia actually increased net cultivation in 1995 Vice-Ministerial status and therefore has more autonomy
from 48,100 hectares in 1994 to 48,600 in 1995 and and responsibility.
returned to 1994 levels in 1996. Therefore, the 21 33 INCSR,p. 81.
percent reduction occurred in 1997 and 199RCSR,p. 34 U.S. Department of Staté\L Country Programs —

. Colombia found at internet address

27 INCSR p. 79 http://www.state.gov/www/global/narcotics_law/fs__

28 |pjid. colombia.htm) retrieved on July 2, 1999.

29 U.S. Department of Staté\L Country 35 U.S. General Accounting Offic@rug Control:
Programs—aBolivia found at Internet address Narcotics Threat from Colombia Continues to Grow
http://www.state.gov/www/global/narcotics_law/ GAQINSIAD-99-136, June 1999, p. 6.
fs_bolivia.htm] retrieved on July 2, 1999. 36 INCSR p. 3.
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cultivation of opium poppy has increased. Although Criteria such as the completion of an integrated
Colombian heroin accounts for less than 2 percent of national counternarcotics strategy and demonstration
the global production potential, it has captured 70 of respect for human rights were established to
percent of the heroin market in the eastern United measure Colombia’s progress in 1988.

States’’ The United Nations estimates that drugs
contribute approximately 5 percent of GDP to the
local Colombian economi?

In 1998 the Colombian Government launched
several important initiatives to confront the drug
problem, and in February 1999, Colombia was

Coca cultivation in Colombia has increased over certified as fully cooperating with the United States in
the past 3 years and is predicted to continue toantidrug effort4  Such initiatives included the
increase; if it does, a 50 percent jump in cocaine gpening of peace talks with the insurgents; the
production could occur over the next 2 ye#tsNet  development of a national drug control strategy: the
coca cultivation has increased 128 percent in establishment of a joint military-police task force to
Colombia since 1994. Between 1997 and 1998, netcombat drug trafﬁckers; the deve|0pment of a new
cultivation increased by 28 percent, from 79,500 counternarcotics unit within the Colombian army that
hectares to 101,800 hectaffs.Most of the increase will be fully screened for human rights abuses; and
occurred in the known cultivation areas of Caqueta tpe implementation of legislative reforms on

and Putumayo and in previously unknown areas of gxiradition, money laundering, and asset forfeifidre.

Norte de Santander and San LuthsAlthough the | October 1998, the Colombian Government outlined
Colombian Government sprayed a larger area thanjq pational strategy—entitled “An Integrated Policy

ever before—over 65,000 hectares of coca and 3,0000, prgs for Peace”—to address the following issues:
hectares of opium poppy—-cultivation increased in

. ide th d " . implementation of alternative crop development,
regions outside the targeted areas, resulting In aNgragication and interdiction efforts needed to reduce
overall increase in coca productith.

illegal drug production, legislation and institutional
reforms to combat drug-trafficking organizations,
demand-reduction programs to control Colombian
§onsumption of illicit drugs, environmental actions,
and efforts to strengthen international cooperation in
dealing with illegal drug-trafficking activitie®

Although the Government of Colombia faces several
challenges in meeting its goals—mainly institutional
o ) ) i weaknesses in the military, government corruption,
waiver” to allow Colombia to continue to receive budgetary constraints, and a weak judicial system—it

counternarcotics aid in recognition of the importance has made a concerted effort to cooperate with antidrug
of cooperation in meeting counternarcotics goals. efforts47

Colombia is currently the largest recipient of U.S.
counternarcotics  assistance. Certain  U.S.
counternarcotics assistance was restricted in 1996 an
1997 because Colombia was not certified by the
President as cooperating with U.S. counternarcotics
efforts. In 1998, President Clinton did not certify
Colombia, but granted a “vital national interests

37 ONDCP, Executive Office of the Presidefihe
National Drug Control Strategy: 1999, Chapter 4:
Reducing the Supply of lllegal Drugsund at Internet
addresshttp://www.whitehousedrugpolicy.gov/policy/
99ndcs/ivg.htmlretrieved on July 14, 1999.

38 U.S. Embassy representative, USITC staff
interview, Bogotd, June 8, 1999.

Both insurgent and paramilitary groups have
increased their involvement in illegal drug-trafficking
activities, thereby limiting the Government of
Colombia in its counternarcotics efforts.  These
groups, mainly FARC, formally known as “Fuerza

39 U.S. General Accounting Offic@rug Control:
Narcotics Threat from Colombia Continues to Grow
GAO/NSIAD-99-136, June 1999, p. 2.

40 “Major Coca & Opium Production Nations:
Cultivation and Production Estimates, 1994-98,” Central
Intelligence Agency, Feb. 1999, p. 5.

41 Caqueta and Putumayo are located in southern
Colombia. Norte de Sandtander and San Lucas are
located in northern Colombia and are controlled by
insurgents. U.S. General Accounting Offi@xug
Control: Narcotics Threat from Colombia Continues to
Grow, GAO/NSIAD-99-136, June 1999, p. 6.

42 Factors that contributed to this recent increase in
cultivation are discussed earlier in this chapfdCSR,p.
96.
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Armadas Revolucionaria de Colombia” (Revolu-
tionary Armed Forces of Colombia) and ELN,
formally known as “Ejercito de Liberacion Nacional”
(National Liberation Army), have an estimated 20,000
personnel and exercise some degree of control over

43 |bid, p. 97.

44 The White House, Presidential Determination No.
99-15, Feb. 26, 1999, contained IMCSR p. x.

45 U.S. General Accounting Offic&rug Control:
Narcotics Threat from Colombia Continues to Grow
GAO/NSIAD-99-136, June 1999, p. 2.

46 |bid, p. 15.

47 |bid.



approximately 40 percent of Colombian territdfy.  Colombia®2 In addition, PLANTE is participating
An alliance between FARC and ELN and the in the peace process through a $3 billion project
increased difficulty of distinguishing between called PLANCOLOMBIA>3

insurgents and drug traffickers exacerbates the In December 1998, PLANTE signed an agreement
Colombian Government's problems with maintaining i, corporacion Colombia  International  (CCI),
and implementing effective counterdrug operations. reflecting PLANTE’s increased interest in engaging

The Colombian military, in particular, has been th ivat tor in alt tive devel i ot
ineffective in dealing with the situation because of M€ Private sector in aiternalive development projects.

several weaknesses, including the lack of a long-term The goal of CCl, a private organization created in the
strategy, ineffective leadership, poor morale, and €arly 1990s, is to establish and develop productive
inadequate equipment, training, and logisfits. businesses, with a focus on agro-industrial projects.
Much of that situation is attributable to a lack of The CCI also provides technical support and is
resources, evidenced by the fact that FARC payscurrently spearheading investment in asparagus in
three times the wage rate paid to Colombian army conflict areas. With CCl's assistance, exports of

conscripts. ~ Consequently, “the army has been gsparagus have climbed from just under $90,000
defeated in virtually every large-scale encounter with

FARC.™0

PLANTE, formally known as “Plan Nacional de
Desarrollo Alternative” (National Plan for Alternative

Development), is the Colombian Government agency

that leads alternative development eff§fts. It is
designated to reduce public participation in illicit drug

(1993) to $3.8 million (1998)*  Other products
proposed for alternative development projects include
African palm oil, rubber, cool-weather berries, cacao,
hearts of palm, broccoli, organic coffee, and
ornamental fish from the Amazé&A.

In September 1998, the U.S. and Colombian
governments approved a 3-year $15 million program

production and move labor into sustainable alternative that will focus on alternative development in areas

development.
which entered into office in August 1998—intends to

President Pastrana’s Administration— growing poppy crops, but it will also grant $500,000

to PLANTE for projects in the coca area. Both

strengthen alternative development as one of the mainorganic coffee and cool-climate fruits for juices have

pillars of the new national plan against drugs.

PLANTE tries to identify the areas where illicit

been proposed as likely products for alternative
development in the poppy are.

crops are grown, determine infrastructure needs, and

identify the licit crops that would best substitute for
the fillicit crops. PLANTE is currently working with

26 regional municipalities on this project and plans to
sign alternative development agreements with all of

the communities. Such agreements require voluntary

eradication and cooperation with PLANTE
alternative development. PLANTE will coordinate

the eradication efforts and use satellite photography to
If there is

assess progress made by the communities.
no voluntary eradication, the Colombian Government
will forcibly eradicate, a change in policy that
represents a major movement in ideology for

48 |pid, p. 7.

49 U.S. General Accounting Offic&@rug Control:
Narcotics Threat from Colombia Continues to Grow
GAOQ/NSIAD-99-136, June 1999, p. 15.

50 DeYoung, Karen, “Colombia’s U.S. Connection Not
Winning Drug War,”The Washington Pasguly 6, 1999,

p. A-1.

51 PLANTE is one of the country’s largest efforts to
take a stand in the war on drugs. This program goes
beyond simple crop substitution and aims at social and
economic development, such as technological assistance,
health, education, public service, transportation,
infrastructure, production projects, employment, housing,
marketing, credit, and institutional strengthening in
affected areas.

Ecuador

Although it is possible to grow coca in Ecuador, it
has never been an indigenous crop. Ecuador
cooperated with the United States and eradicated most
of its limited coca crop in the mid-1980s. Because no
major quantities of coca are believed to be produced
in the country, crop control is not an isse.The

52 A new PLANTE administration that took over in
the fall of 1998 led to new support for this initiative and
a change in policy. Representatives from PLANTE,
USITC staff interview, Bogota, June 8, 1999.

53 PLANCOLOMBIA is a term describing the
Government's renewed dedication to peace and investment
in Colombia’s future; PLANTE represents one agency
working under the PLANCOLOMBIA paradigm.

54 CCI representative, USITC staff interview, Bogota,
June 9, 1999.

55 PLANTE representative, USITC staff interview,
Bogota, June 8, 1999.

56 USAID representative, USITC staff interview,
Bogota, June 8, 1999.

57 Illicit operations in Ecuador have begun using
seedbeds, which are small trays where many coca plants
can be planted and cultivated until the plants are strong
enough to be replanted in the soil. The seedbeds are
started in Ecuador and then sent to Colombia to mature.
This is a very recent development, however, and there are
very few farmers working with seedbeds in this fashion.
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Government of Ecuador continues to allow aerial

reconnaissance missions to search for new cultivationprocessing

Policé? attributed the 40 percent decline in cocaine-
labs in 1998 to the more stringent

and processing sites. Ecuador, however, continues tachemical control§3 By the end of 1999, CONSEP

be a major transit country for cocaine, primarily
from Colombia, destined for the United States and
Europe®® Ecuador is also used to import essential
chemicals for cocaine production and to launder
money®®  For this reason, the Government of

hopes to know how much of those chemicals are
required for legitimate purposes; that information
could eliminate chemical overstocks that contribute
to the drug trade.

It is difficult to control the chemical industry

Ecuador has made some significant policy efforts t0 pacause many of the chemicals used most often in

crack down on illegal chemical usage through
CONSEP (National Council for the Control of Drugs
in Ecuador).

cocaine production also have extensive commercial
and industrial applicatior®® Also, Ecuador and
Colombia have promoted different lists of chemicals

CONSEP is the Government agency responsible © be monitored, hindering cooperation between their

for developing and implementing policies on drug
control in Ecuador.
4-year National Plan on drugs, which covers all
aspects of narcotics trafficking. Programs include (1)
chemical controls, (2) prevention of consumption, (3)
rehabilitation, (4) control of drug traffic, (5)
prevention of money laundering, and (6) collection of
statistics to  coordinate  with international
organizations.

Although a chemical control program has been in
effect since 1990, in 1998 CONSEP began
implementing the program more aggressively to
reduce or eliminate misuse of the product. On
November 18, 1998, a new bylaw (a regulation
implementing a law) was enacted to regulate
prohibited chemicals that could be used for illicit
purpose$? The bylaw sets down the criteria that a

CONSEP recently developed a

respective chemical control polici®3. For example,
Ecuador has 18 chemicals on its list, whereas
Colombia has 30. Also, Ecuadorian police lack the
resources and information to fight drug production
effectively56

In general, those involved in illicit activities are
more conscious of what the Government of Ecuador is
doing since the strict chemical control regime went
into effect. However, Ecuador’s proximity to its
neighbors Colombia and Peru could contribute to
continued illicit activities. Processing labs are active
because enforcement is inadequate and the Ecuadorian
justice system is considered corrfipt. Furthermore,
in 1998, drug use in Ecuador was made |€8al.
Although the increase in drug use in Ecuador has been
moderate thus far, observers fear that legalization
could lead to increased drug use and drug
trafficking .89

company must meet to obtain a special license that
authorizes possession of those chemicals. Companie:P eru

must provide information such as the amount of the

Eradication of coca in Peru reached an all-time

chemicals needed and the intended use of eaChrecord of 7,825 hectares in 199B. Peruvian coca

restricted chemical.
assigned to allowable imports and exports of
prohibited chemicals. According to CONSEP, the law

has “closed the doors” of many companies conducting

illicit  activities.61 Indeed, the National

57_Continued
It should not be a problem in the next year or two, but it
could develop into a problem. The seedbeds are used
along Ecuador’s border with Colombia (Sucumbios), a
very dangerous area. The Ecuadoran military has a

presence there, but because Colombian guerrillas cross the

border, it is dangerous and difficult to get statistics
regarding illicit acitivities. Representative from the
Narcotics Affairs Section (NAS), U.S. Embassy, USITC
staff interview, Quito, June 15, 1999.

58 INCSR p. 107.

59 Representative from Ecuador National Police,
USITC staff interview, Quito, June 16, 1999.

60 The original law was passed on September 17,
1990.

61 Representative from CONSEP, USITC stalff
interview, Quito, June 16, 1999.
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For the first time, amounts were

62 The Ecuadorian police are not directly connected
with CONSEP. However, they coordinate actions and
information with CONSEP to efficiently control illicit
drugs. Representative from NAS, U.S. Embassy, USITC
staff interview, Quito, June 15, 1999.

63 Representative from the Ecuadorian National
Police, USITC staff interview, Quito, June 16, 1999.

64 Representatives from CONSEP, USITC interview,
Quito, June 16, 1999.

65 Representative from Ecuador National Police,
USITC staff interview, Quito, June 16, 1999.

66 For example, the police went unpaid for three
months during Ecuador’s financial crisis in the spring of
1999. Representative from NAS, U.S. Embassy, USITC
staff interview, Quito, June 15, 1999.

67 Representatives from CONSEP, USITC interview,
Quito, June 16, 1999.

65 |bid.

69 Representative from CONSEP and the National
Police of Ecuador, USITC staff interviews, Quito, June 16,
1999.

70 This figure is almost double the Peruvian
Government target of 4000 hectaredNCSR p. 117.



cultivation declined by 26 percent in 1998, yielding agreement for only $14 millioff The Peruvian
a total reduction of 56 percent since 1995 (table Government has also developed its own domestic
9-1). Currently, an estimated 51,000 hectares of alternative development projects. The Ministry of
coca cultivation remain, down from an estimated Economy and Finance has joined with the Ministry
115,300 hectares in 1995. of the Presidency on legislation to open production
CONTRADROGAS—Peru’'s executive counter- and 7gommercial opportunities in the jungles of
narcotics policy office—drafted a national plan in Peru:
1997 calling for the reduction of coca production by
50 percent by the year 2001 and the elimination of all i
production within 10 years. The U.S. and Peruvian EffeCtlveneSS Of ATPA
governments agreed that the best way to achieve those The difficulty of isolating the direct effects of
goals is by effectively enforcing counternarcotics law ATPA on coca-crop reduction has been pointed out in
and sharing the cost of an alternative developmentprevious reports in this seriés. The fact that
program. Both tactics were successful in 1998. coca-eradication and crop-substitution programs have
The Government of Peru has a two-part been going on for years in the region a_nd _th_at many
counternarcotics strategy, which is considered to haveSUch programs predate ATPA makes it difficult to
been an outstanding success over the last few Years. iSolate effects solely attributable to ATPA.
The Peruvian program to intercept aircraft carrying Physical and economic infrastructure, such as
cocaine base and money between Peru and Colombigaved roads, storage facilities, processing plants, and
in conjunction with Peruvian National Police efforts financing in Andean coca-producing areas are
against drug traffickers have led to coca-leaf price generally inadequate to meet the requirements of
drops. With the price of coca leaf below a coca alternative legal crops and industries. The fact that
farmer’s cost of production, a growing number of coca production does not require pesticides, fertilizers,
farmers have been abandoning coca cultivation androads, or financing underscores the difficulty.
engaging in alternative development projgéts. Moreover, development of an infrastructure better able
However, in August 1998, coca-leaf prices began to to support alternatives to drug production tends to be
increase, possibly reflecting new transportation slowed by concerns that the potential benefits of
methods; new markets for Peruvian drugs; natural development might profit the coca producers
market forces; and, possibly, increased cocaine hydro-themselves. In other words, paved roads and other
chloride production in Per(? infrastructure improvements will facilitate

The U.S.-Peru alternative development plan transportation of coca in addition to othgr goods.
continued to expand in 1998. For example, the Such development may also cause environmental
Peruvian and U.S. governments administered adamage.
program in which loans of up to $140 were granted to In addition, wages in coca-producing areas in
small farmers in the Apurimac Valley who were trying Colombia, for example, are 20 percent higher than
to improve or invest in their own commercial or average, making employment much more attractive in
agricultural businesses outside of coca. Betweencoca’® There are, however, some instances in which
mid-1997 and mid-1998, 1,255 clients received credit. labor is being drawn from illicit to licit activities. For
The program also intends to build up sustainable example, both coastal areas—which are large drug
micro-financing and community banking services for transit zones—draw employees into shrimp pro-
the poor’4 duction, offering employees an alternative to working

. , i i 9 imi
Although the United States previously had N conflict aread: Similarly, the flower
pledged $25 million for alternative development in 75 U.S. Department of State telegram, “IDB Drug

1998, in August, 1998, the United States signed ancontrol Consultative Group Preparations: INL Acting A/S
Beers Meeting with Government of Peru,” message

71 INCSR p. 117. reference No. 5909, prepared by U.S. Embassy, Lima,
72 This issue was discussed in depth in USITC, Sept. 4, 1998.
Andean Trade Preference Act: Impact on the United 76 |bid.
States, Fifth RepgrtUSITC Publication 3132, Sept. 1998, 77 For example Second Report, 1994, 48.
pp. 161-163. 78 Wages are also higher in areas where there is a
73 Ipid. high amount of violence. Former President of
74 U.S. Department of State telegram, “Harvesting ASOCOFLORES, USITC staff interview, Bogotd, June 9,
More than Hope in Peru’s Apurimac Valley,” message 1999.
reference No. 4783, prepared by U.S. Embassy, Lima, 79 Representative from PROEXPORT, USITC staff
July 22, 1999. interview, Bogota, June 7, 1999.
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industry supports 125,000 jobs, which pay wages alternative development programs (e.g., USAID
greater than the minimum wa8@. According to the efforts in the Chapare in Bolivia and in the
Colombian flower industry, although flowers cannot Apurimac in Peru) continues to highlight their
be grown in coca-producing regions, the sector potential  against illicit coca cultivation.
“sustains major pockets of employment and protects Furthermore, the political steps taken by the
against the flight of unemployed workers to illicit governments of Peru, Colombia, and Ecuador in
sectors of the econom§? 1998 show a continued and even revitalized
For alternative crops or industries to challenge commitment to deterring illegal coca cultivation.
coca production, a sufficient quantity and quality of
product for market must be guaranteed to make use of ~The year under review marks the completion of
economies of scale and to secure a place in both thenore than three-quarters of the currently legislated
domestic and import markets, especially for a large life of ATPA. As mentioned previously, considerable
market such as the United Sta#és.In the initial ~ interest has been expressed by Andean nations in
ATPA years, that guarantee was difficult to prolonging or expanding ATPA; that interest is an
accomplish largely because of a lack of knowledge indication of the perceived beneficial effects of ATPA.
about viable alternative crops and the lack of adequateAlthough it is difficult to illustrate the positive impact
infrastructure.  However, opportunities for selling of ATPA other than anecdotally, the success of
locally have been increasing. Evidence of successfuleradication and alternative development efforts in the
Andean region appears to be spreading. Furthermore,
in 1998, Andean beneficiaries acknowledged plans
and programs to encourage more alternative

80 See ch. 8 for more information regarding the effect
of the flower sector on the Colombian economy.

81 Manet, Phelps & PhillipsThe Colombia Flower development in 1999 and beyond. Continued success
Industry (ASOCOFLORES. 1, 1999. _in those efforts, coupled with political reform, could

82 |n fact, most of the alternative crops that are being hel d h v of illicit d he United
introduced in the Andean region have yet to be of elp to reduce the supply of illicit drugs to the Unite
sufficient quantity to be exported to the United States. States.
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Federal Repister/Vol. 64. No. 56/Wednesday, March 24. 1999/ Notices

14265

pursuant to Public Law 104-333. The 28
members represent business,
educational, cultural. and
environmental entities: municipalities
surrounding Boston Harbor, and Native
American interests. The purpose of the
Council is to adviser and make
recommendations to the Boston Harbor
Islands Partnership with respect to the
development and implementation of a
management plan and the operation of
the Boston Harbor National Recreation
Area.

The Agenda for this meeting is as
follows:

1. Approval of minutes from
December 3, 1998, and March 4, 1999,

2, Comments to the Partnership on the
preferred alternative from the draft
general management plan and
environmental impact statement,

3. Discussion regarding the
organizational representation on the
Council.

4. Election of remaining interest group
representatives.

5. Comments on Logan Airport
improvements.

6. Approval of the Annual Report.

7. Proposed letter of support for
MWRA funding request to the Browne
Fund.

The meeting is open to the public.
Further information concerning Council
meetings may be obtained from the
Superintendent, Boston Harbor Islands.
Interested persons may make oral/
wrinen presentations to the Council or
file written statements, Such requests
should be made at least seven days prior
1o the meeting to: Superimendent.
Boston Harbor Islands NRA, 408
Atlantic Ave., Boston, MA, 02110,
welephone (617) 223-8667,

Dated: March 16. 1999,

Bruce Jacobson,

Superinetendent, Baston Harbor Islands NRA,
[FR Doc 89-7142 Filed 3-23-99: 8:45 am]
BILLING CODE £310-70-01-M

INTERNATIONAL TRADE
COMMISSION

Agricultural Tillage Tools From Brazil
(Inv. No. 701-TA-223 (Review))

AGENCY: United States International
Trade Commission.

ACTION: Termination of five-year review.

SUMMARY: The subject five-year review
was initiated in December 1998 to
determine whether revocation of the
existing countervailing duty order
waould be likely to lead to continuation
or recurrence of a countervailable
subsidy and of material injury toa

domestic industry. On March 8. 1999,
the Department of Commerce published
notice that it was revoking the order
because no domestic inerested party
responded to its notice of initiation by
the applicable deadline {64 FR 10993,
March 8. 1999). Accordingly. pursuant
1o section 207.69 of the Commission’s
Rules of Practice and Procedure (19 CFR
§207.69). the subject review is
terminated.

EFFECTIVE DATE: March 8. 1999,

FOR FURTHER INFORMATION CONTACT: Vera
Libeau (202-205-3176). Office of
Investigations, U.S. International Trade
Cammission, 500 E Street SW,
Washington, DC 20436. Hearing-
impaired individuals are advised that
information on this matter can be
obtained by contacting the
Commission’s TDD terminal on 202-
205-1810, Persons with mobility
impairments who will need special
assistance in gaining access to the
Commission should contact the Office
of the Secretary at 202-205-2000.
General information concerning the
Commission may also be obtained by
accessing its internet server (hup://

W usite.gov).

Authority: This review is being terminated
under authority of title VL of the Tariff Act
of 1930: this notice is published pursuant to
section 207.69 of the Commission’s rules {19
CFR § 207.65).

By order of the Commission.

Issued: March 17, 1999,

Donna R. Keehnke,

Secratary.

[FR Doc. 99-T183 Filed 3-23-99: 8:45 am]|
BILLING CODE T020-02-F

INTERNATIONAL TRADE
COMMISSION

[Investigation No. 332-352]

Andean Trade Preference Act: Effect
on the U.S. Econemy and on Andean
Drug Crop Eradication

AGENCY: Unitad States International
Trade Commission.

ACTION: Notice of opportunity 10 submit
comments in connection with 1998
annual report.

EFFECTIVE DATE: March 17, 1999.

FOR FURTHER INFORMATION CONTACT:
Joanne Guth (202-205-3264), Country
and Regional Analysis Division, Office
of Economics, U.S. International Trade
Commission. Washington, DC 20436.

Background

Section 206 of the Andean Trade
Preference Act (ATPA) (19 U.S.C. 3204)
reguires that the Commission submit

annual reports to the Congress regarding
the economic impact of the Acton US.
industries and consumers and, in
conjunction with other agencies, the
effectiveness of the Act in promoting
drug-related crop eradication and crop
substitution efforts of the beneficiary
countries, Section 206(b) of the Act
requires that each report include:

(1) The actual effect of ATPA on the
U.5. economy generally as well as on
specific domestic industries which
produce articles that are like, or directly
competitive with, articles being
imported under the Act:

(2) The probable future effect that
ATPA will have on the U.S, economy
generally and on domestic industries
affected by the Act: and

(3) The estimated effect that ATPA
has had on drug-related crop eradication
and crop substitution efforts of
beneficiary countries.

In addition. in this year's report the
Commission plans to examine the
effectiveness of ATPA in promaoting
export-oriented growth and
diversification of production in the
beneficiary countries.

MNotice of institution of the
investigation and the schedule for such
reports was published in the Federal
Register of March 10, 1994 (59 FR
11308). The Commission's sixth annual
report on ATPA, covering calendar vear
1998. is to be submitted by September
30. 1999,

Written Submissions

The Commission does not plan to
hold a public hearing in connection
with the preparation of the sixth annual
report. However, interested persons are
invited to submit written statements
concerning the matters 1o be addressed
in the report. Commercial or financial
informatien that a party desires the
Commission to treat as confidential
must be submitted on separate sheets of
paper. each clearly marked
“Confidential Business Information™ at
the top. All submissions requesting
confidential treatment must conform
with the requirements of section 201 of
the Commission's Rules of Practice and
Procedure (19 CFR 201.6). All written
submissions, except for confidential
business information. will be made
available for inspection by interested
persons in the Office of the Secretary to
the Commission. To be assured of
consideration by the Commission,
written statements relating to the
Commission’s report should be
submitted a1 the earliest practical date
and should be received no later than
June 25, 1999, The Commission’s rules
do not authorize filing of submissions
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wilh the Secreany by facsimile or
plecrromic means.

Address all submissions 16 OfTice of
the Secretary, U5 Irmernaticnal Trade
Cranenkssion, 500 E 51 5W,
Washingion. DC 20436, Hearing-

ipained persons are advised tha
irdormation an this matles can he

ahilaised by con@cting the
Cammission's TOD werminal on (202
205-1810

Femued: Masch T, 1998,

By order of ihe Comrmrdkian
Dy B. Kashnke,
SECrerary.
[FR Doe. 99-7 1B Fited 3-23-0% §:4% am|
BN EOBE Pam-g

INTERNATIONAL TRADE
COMMISIION

[Inwestigation Mo, J33-237)

Annual Report on the Impacst of the
Caribbaan Basin Economic Recavery
Act on ULS, Industries and CanEumars

AGEHEY! Lnited Staves Inisrnaiioral
Trade Commmission

ACTICN: Natbos of cpporiunity to submid
COMmEnts in cormection with 13598
Ariuk] PEpon

EFFECTIE DATE: March 17. 1988

P8 FURTHER MFORMATION CONTACT:
Jaanmie Guin (202-205-3264] . Country
ardd Regional Analysks Division, Oifice
of Ecanamics. L5, [nuemnaticnal Trade
Commenission. Washington, DC 20436

Backgroumn:d

Secrion 21 5(a) of the Caribbean Bagin
Ecamamic Recovery Act {CEBERA) {19
US.C. ZT04ial} recquires that the
Commission submit anmual reports 1o
the Congress and thi Presider

ing the economic impact ol the
Act on LS. Industries and cormsumers,
Section 2 L3{BI) requires tha the
irecucde:

|1} The actual economic effect al
CBERA on the LS. economy gererally
a5 well as on specific industries which
praduce anbclis that ane Iliee, ar directly
competitive with. articles baing
pimgportiad wider the Act: and

[Z) Thi profaele fucwene effect of
CRERA on the U5, soonomy penerally
arvl an Induscries affected by the Act.
In sddieson in this year's report (e
Cammission plars 1o examine 1he
effectivensss of CBERA in promoting
e o growh a
diversification of production in the
enefbrinry counmries.

Motice of instioarion of the
investigsion ard the schechale lor such
repars was published in the Federal

Register of May 14, 1986 (51 FR 1'TG7E).
The fourteerih repor. covering calendar
1898, is 1o ke submisted by
eenber 30, 1994,

Written Submizssions

Thi Cornmissban does nol plan o
hald a public hearing in connection
wiith the fourteenth annual repa,
Howeser. interesbed persons an mained
10 bl Wriine i SERETENCS CONCerming
the mEners 10 be sddressed inibe
rieport. Commercial or financial
information that a party desires the
Commissian 10 trest & confidenial
sl e submined on separaie sheets of
paper, each clearly marked
“Canfidenti | Business Infermation’ @
the top. ALl submissions reqguesiing
conlidential ireaiment must conferm
with the requirements of section 2.6
af the Commission s Fules of Prastics
and Procedure {18 CFR 201.8). Al
writlen submisssons, sxcept for
canfldernial iInfarmacion, will be made
avaliahle for by ireresled
persans i the Office af the Secretany 1o
the Commissian. T ks assured of
consideralion by the Commission,
wrillen starememns relating to the
Commission’s report shoeld e
submitted at the garlies pracibcal daie
A sheribd e received no bater than
June 25, 1998, The Commniséicn s fulis
do not sutharize filing of submessions
wilh Ehe Secretary by facsmile or
BRCIr L M.

Akdrass all swomdssiaons o the
Secretary to the Commisséan, LS
Imemational Trade Camenission, 500 E
Se,, SW, Washingran. DC 30436
Hearing: impaired persons ané advised
that irformatien an this matzer can be
obtained by camaciing the
Commilssbon's TDD terminal ¢n (202]
205- 1800,

|smumect; March 17, 1850,
By arcder of tha Commission.
[nnna K- Koehnlke,
Secreinny
|FR Doc. #6-71E5 Filed 3-23-59. 8:45 am|
BILUHO GODE ram-an-p

INTERNATIONAL TRADE
COMMISEI0N

Textiles Fram Columbia and Thailand
[Inwe. Mod. TOE-TA-C and D [Raview]l
Frozen Concentrated Orange Julce
Frem Brazil [inv. Ho. TOI—Ta-154
{Review]], Calcium From
Japan [inv. Mo, TH-TA-185 (Raview]].
Casbor 0 Prodwsis From Brazil [lny.
He 104-TAA-JD [Roview)]. Red
Raspberries From Ganada [Iny, Ma.
TH=-TA-196 [Reviaw]]

soEMcY: Lnived Siaves Internsticnal
Trade Commission.

ACTION; Termnaranicm of ve-yiar
i

sunsARY: The subject five-year reviews
were initiated in December | 558 10
determare whether revocaliees of the
existing coumervailing duty ar
antldemping ducy orders or ermination
of the suspension agreements wios ld be
likely 1o lead to contiruation ar
recurrerce of dumping or a
countervailable subsidy and of material
njuiry 10 @ domestbc indusiry. Cn
February 26, 1998, the Department of
Commerce pulilisbed nolaee chas o was
reweking Che arders becawse no domestic
interesied party responded to §is nedice
of indidaison by the appliceble dead|ine
{64 FR 8473, ¢ 26, 19980
Accordingly. pursuant o s=ction 207 5
of the Commission s Rules of Practice
and Procedure (19 CER 207.69)_ the
Surpc revbews ane termd raked

EFFECTIVE DATE: Februsary 25, 1554,

FOR FLETHER INFORMATION OONTACT: Vers
Libsais [20E- 20551 76y, Office af
Invessigacions. LS. Intermational Trade
Commissian., 500 E Sireet SW
Washirgion, DC 20256, Hearing-
impatred individuals are advised that
information on Uhis matler cen bae
obtained by contaciing the
Commission's TDD werminal on 202-
20518110 Persons with mobilicy
impairments whio will nesd special
assistance in gainang pecess o the
Commissian should concact ihe Oifice
of the Secrecary ag 200205~ 3000,
Ceneral information concermang the
Commission may &lss be sbiakned by
accessing ils inbetnel server thope!
WO RIS, o]

Sumhasrity: Thess reviews ane Being
verminased under suihorny of iwle VI of the
Toardl Sct of 1030 (Rt mosice @5 pablshed
pursuan i section 20708 ol the
Commission's rules (18 CFE 20T 85,

|ssuedt Manch 17, 1955
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Submissions for the Record
Investigation No. 332-227 CBERA

Commonwealth Development Corporation (CDC)

The submission from the Commonwealth Development Corporation (CDC) refuted the allegations
made by Florida Citrus Mutual in last year’s report. The CDC writes, “CDC has investments in over
four hundred (400) companies. One of these companies is Del Oro, an 8,000 acre orange farm with a
six (6) million box processing plant in northwestern Costa Rica....Contrary to Florida Citrus Mutual’s
(FCM) (sic) suggestions, CDC has not and is not providing loans to Del Oro on terms which are
inconsistent with commercial requirements.” CDC also reports that Del Oro has created more than
250 permanent jobs and an additional 400 jobs during the harvest. CDC also points out that according
to last year's USITC report, CDC's exports of frozen orange juice from Costa Rica and Belize are nota
threat to U.S. industry. CDC believes that similar results will be found in 1998.

American Apparel Manufacturers Association (AAMA)

The submission from the AAMA argues for legislation that will enhance the US/CBI trading
relationship. AAMA highlights CBERA's successes, but points out that there has been a gradual
erosion of CBI benefits over the past 9 years because of changes in the international trading system, the
forging of new trade alliances, and the elimination of the 936 tax credit program. AAMA's submission
also indicates that NAFTA has had an impact on apparel exports to the United States and, as a result,
Mexico is now the single-largest source of apparel for the U.S. market. In addition, the report notes
that the hurricanes of September and October 1998 destroyed large parts of Central America and the
Caribbean Basin. AAMA feels that those developments have made it necessary for the enactment of
immediate legislation during 1999, legislation that will make the US/CBI trade relationship “more
appropriate for the economic situation at the beginning of the next millennium.”

The Rubber and Plastic Footwear Manufacturers
Association (RPFMAY

The submission by the RPFMA attempts to highlight the adverse effects that CBERA (or CBI Il) has
had on the rubber footwear and slipper industry. According to the RPFMA, “Although each of the
Commission’s earlier reports lauded the over-all impact of CBI Il, we regret to note that the
Commission has failed to call attention to the negative impact which this program has had on the
rubber footwear and slipper industry.” More specifically, the industry has been “dealt a severe blow by
the elimination of its duty-free exemption for imports from the Caribbean made with American
components.” The association concludes by admitting that “it will be difficult, if not impossible to
undo the unfortunate experience which the rubber footwear and slipper industry has had under CBI II.”
However, RPFMA feels that a discussion of the rubber footwear and slipper industry’s history in the

1 Submission to the Commission by Robert G. Kalik, Esg., Counsel to the Commonwealth
Development Corporation, received June 25, 1999.

2 Submission to the Commission by the American Apparel Manufacturers Association, received
June 25, 1999.

3 Submission to the Commission by Mitchell J. Cooper, Counsel, Rubber and Plastic Footwear
Manufacturers Association, received April 1, 1999.



USITC's report would be very helpful to both the Congress and the Executive Branch, considering
recent efforts to expand duty-free preferences to all rubber footwear and slippers from the Caribbean.

Submissions for the Record
Investigation No. 332-352 ATPA

The Rubber and Plastic Footwear Manufacturers
Association (RPFMAY

The submission from the RPFMA argues that a free-trade agreement with Latin America would pose a
threat to the rubber footwear and slippers industry. According to the RPFMA, “The elimination of
duties on Latin American rubber footwear and slippers could cause havoc for the domestic industry....”
The association points out that the duty elimination under CBI Il has resulted in an increase in rubber
footwear and slippers from the Caribbean from 200,000 pairs in 1990 to almost 12 million pairs in
1998. Consequently, RPFMA contends that any agreement for a free-trade area in the Americas
should provide an exemption for the rubber footwear and slipper industry.

The Tile Council of America

According to the Tile Council of America, ATPA has had a negative impact on the U.S. ceramic tile
industry because of increased imports of low-priced ceramic tile from Colombia. During 1998,
imports of ceramic tile from Colombia reached 10,182,000 square feet, compared with 7,222,000
square feet in 1992.In addition to the volume of ceramic tile imports from Colombia, the per unit
value of the Colombian tile has remained extremely low relative to tile produced in the United States.
The per unit value of Colombian ceramic tile has been less than half of the average unit value of
domestic shipments during 1992-98. Thus, according to the submission, large added volumes of
low-priced and underpriced ceramic tile from Colombia have resulted in a direct loss of revenue and
market share by U.S. producers.

4 Submission to the Commission by Mitchell J. Cooper, Counsel, Rubber and Plastic Footwear
Manufacturers Association, received April 5, 1999.

5 Submission to the Commission by Keith R. Marino, Counsel to the Tile Council of America, Inc.,
received June 24, 1999.

6 Colombia was designated an ATPA beneficiary on July 2, 1992,
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This section presents the methodology used to estimate the impact of CBERA and ATPA on the U.S.
economy in 1998. The economic effects of CBERA/ATPA duty reductivese evaluated with a
comparative static analysis. Since CBERA/ATPA tariff preferences were already in effectin 1998, the
impact of the program was measured by comparing the market conditions currently present (duty-free
entry, or 20 percent reduced-duty entry, for eligible products entered under CBERA/ATPA provisions)
with those that might have existed under full tariffs (i.e., no CBERA/ATPA tariff preferences). Thus,
the analysis provides an estimate of what the potential costs and benefits to the U.S. economy would
have been if CBERA/ATPA had not been in place during 1998. However, the material on welfare and
displacement effects, in the section titled “Analytical Approach” in the Introduction and in this
appendix, discusses the impact of CBERA/ATPA in terms of duty reductions, rather than the
“removal” of duty eliminations already in plaéél he effects of a duty reduction and a duty imposition

are symmetrical and lead to results that are equivalent in magnitude but opposité ifirsignthe
discussion is framed with respect to the implementation of duty reductions simply for clarity.

A partial equilibrium framework was used to model three different markets in the United States,
namely, the markets for CBERA/ATPA products, competing non-CBERA/non-ATPA (foreign)
products, and competing domestic products. These three markets are depicted in panels a, b, and c of
figure C-1. In the model, imports from CBERA/ATPA beneficiaries, imports from
non-CBERA/non-ATPA countries, and competing domestic output are assumed to be imperfect
substitutes for each other, and each is characterized by a separate market where different equilibrium
prices exist.

The CBERA/ATPA and non-CBERA/non-ATPA import demand curvesaidl 3, and the demand

curve for domestic output,Dare all assumed to be downward sloping with a constant elasticity of
demand* It is assumed that the CBERA/ATPA import supply curve to the U.S. market, the
non-CBERA/non-ATPA import supply curve, and the domestic industry supply cyngs, 8nd G,

are all horizontal, that is, perfectly elastic. The assumption of perfectly elastic supply curves greatly
simplifies computation although it leads to an upward bias in the estimates of the welfare and domestic
displacement effects on the U.S. econdmy.

The change from full tariffs to duty-free treatment for CBERA/ATPA imports causes the import
supply curve, § in panel a to shift down ta;Sy the amount of the ad valorem tariff, t. Thus, the
equilibrium price in the U.S. market for CBERA/ATPA imports decreases fgdmAR, whereas the
quantity imported increases from @@ Q.. The relationship between the price with the tarifj énd

the tariff-free price (P) is P, = B/ (1+t).

The decrease in the price of CBERA/ATPA imports leads to a decrease in demand for similar goods
from other countries and domestic U.S. producers. Thus, the demand curves for both
non-CBERA/non-ATPA imports and domestic outpu, &d Ly, shift back to [ and Oy,
respectively. Since the supply curves in both of these markets are assumed to be perfectly elastic, the
equilibrium prices do not change. The equilibrium quantity supplied in each market decreases from
Qnand Qto Q, and @, respectively.

1 Although the termduty reductionis used, the methodology employed in the analysis for this

report applies equally to a duty elimination (which is a duty reduction in the full amount of the duty).

Most comparative static analyses are used to evaluate the effects of an event that has not already
happened—such as a proposed tariff elimination. This comparative analysis evaluates the effects of an
event that has already happened—CBERA duty elimination has been in effect since 1984, and ATPA
since 1992. The method described in this section can be used in either situation.

3 This is technically true only if income effects are negligible. Given the small U.S. expenditure on
goods from CBERA/ATPA countries, income effects are likely to be negligible for the products under
consideration. See R. Willig, “Consumer’s Surplus Without Apolodyiferican Economic Revie®6,
pp. 589-597.

4 The subscripts ¢, n, and d refer to CBERA/ATPA imports, non-CBERA/non-ATPA imports, and
U.S. output, respectively.

5 Since CBERA/ATPA imports account for a very small share of U.S. domestic consumption in
most sectors, even the upper range estimates were very small. Assuming upward-sloping supply curves
would have resulted in even lower estimates.



The impact of CBERA/ATPA on the U.S. economy was measured by examining the welfare effects of
the tariff reduction in the market for CBERA/ATPA imports and the domestic displacement effects of a
decrease in demand in the competing U.S. market. The displacement of non-CBERA/non-ATPA
country imports because of CBERA/ATPA tariff preferences was not estimated because the focus of
the analysis was on the direct effects of CBERA/ATPA provisions on the United States.

The decrease in the tariff for CBERA/ATPA imports leads to an increase in consumer surplus for these
products. This is measured by the trapezeabR' in panel a. There is also an accompanying
decrease in the tariff revenue collected from CBERA/ATPA imports. This is measured by the area of
the rectangle facR’ in panel a.

The net welfare effect of CBERA/ATPA is equal to the increase in consumer surplus plus the decrease
in tariff revenue—the trapezoig&bR’ minus the rectangle;&R’ in panel a, that is, triangle abc.

The dollar amount by which CBERA/ATPA imports displace U.S. output is measured by the rectangle
Q4'deQyin panel c.

Given the above assumptions and the additional assumption of constant elasticity demand curves, the
markets for the three goods are described by the following three equations:

1) (Q/Q) = (RIR)™C
) (@ /Q) = (R/P)MC
@) (Qu/Qd) = (R/P)™C

Given that R= P/ (1+t), these can be restated as

) (Qc/Qc) = (L+tfee
@y (Qn/Qn) = (1+tfn°
©) (Qa/Qd) = (L+tfde

wheregjj is the uncompensated elasticity of demand for good i with respect to price j. The values for
the elasticitiegcc, €ne, andeyc are derived from the following relations:

4) €cc = VN - VnOcn - VdOcd
5) €nc = Ve (Onc+M)
(6) €dc = Ve (0dc+m)

where the Ys are market shares for CBERA/ATPA imports, non-CBERA/non-ATPA imports, and
domestic output, respectivelyjs the aggregate demand elasticity, andfeare the elasticities of
substitution between the ith and jth productEstimates of the aggregate demand elasticities were
taken from the literatur®. Ranges of potential net welfare and industry displacement estimates are
reported. The reported ranges reflect a range of assumed substitutabilities between CBERA/ATPA
products and competing U.S. output. The upper range estimates reflect the assumption of high

6 Welfare effects typically include a measure of the change in producer surplus. The change in
producer surplus for CBERA/ATPA producers was not considered in this analysis because the focus of
the analysis was on the direct effects of CBERA/ATPA provisions on the United States.

7 Equations (4) through (6) are derived from P.R.G. Layard and A.A. Walléesyeconomic
Theory (New York: McGraw-Hill, 1978).

8 The aggregate elasticities were taken from sources referenced in USI®@tial Impact on the
U.S. Economy and Selected Industries of the North American Free-Trade Agred®iEiE@ publication
2596, January 1993.



substitution elasticities. The lower range estimates reflect the assumption of low substitution
elasticities?

Given equations (1)hrough (4), one can derive the following equations for calculating the changes in
consumer surplus, tariff revenue, and domestic output:

Consumer surplus (where k is a constant)

area of R
trapezoid RabR’ = I KPS dR.
|%l
e+ _
= [1/(Q+ecd] [(1+1) -1]PQc  ifeccz-1
= KkiIn(1+t) ifece = —1

Tariff revenue from U.S. imports from CBERA/ATPA partners

area of
rectangle pacR/

(R - R)Qc

P'tQc given R = B/ (1+t)

€cc | €cc
tRYQC (1+t)  given Q = Q' (1+t)

Domestic output

area of
rectangle @deQ; = Ry(Qq— Q)

€dc
= RQd [(1+) 1]

9 Commission industry analysts provided evaluations of the substitutability of CBERA/ATPA
products and competing U.S. products, which were translated into a range of substitution elasticities—3
to 5 for high substitutability, 2 to 4 for medium, and 1 to 3 for low. Although there is no theoretical
upper limit to elasticities of substitution, a substitution elasticity of 5 is consistent with the upper range
of estimates in the economics literature. Estimates in the literature tend to be predominantly lower.
See, for example, Clinton R. Shiells, Robert M. Stern, and Alan V. Deardorff, “Estimates of the
Elasticities of Substitution Between Imports and Home Goods for the United States,”
Weltwirtschaftliches Archjvi22 (1986), pp. 497-519.



Figure C-1
Partial equilibrium analysis of the effects of CBERA/ATPA duty provisions on U.S. imports
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Table D-1

Leading U.S. imports for consumption entered under CBERA, by source, 1997-98

Value
HTS Change,
Source Number Description 1997 1998  1997/19981
— 1,000 dollars — Percent
Antigua Barbuda . 0302.69.40 Fresh or chilled fish, including sable, ocean
perch, snapper, grouper, and monkfish ... 222 168 -24.32
TOtal .. 222 168 -24.32
Aruba ........... 2713.12.00 Coke, petroleum coke, calcined ........... - 1,683 ®
1L 1= - 1,683 ®
Bahamas ....... 3903.11.00 Polystyrene, expandable, in primary
forms ..o 254 15,169 ©)
3812.30.60 Antioxidizing prep & other compound
stabilizers for rubber/plastics containing
any aromatic or modified aromatic
antioxidant or o/stabilizer, nesoi ......... 18,623 10,133 -45.59
TOtal . . 18,877 25,302 34.03
Barbados . ... ... 8533.31.00 Electrical wirewound variable resistors,
including rheostats and potentiometers, for
a power handling capacity not exceeding
20W 9,368 8,005 -14.55
9032.89.60 Automatic regulating or controlling
instruments and apparatus, nesi ......... 4,241 3,449 -18.68
9030.90.88 Parts and accessories for articles of
subheadings 9030.20 to 9030.40, 9030.83
and 9030.89,N€S0i ... 1,683 2,442 45.06
8532.21.00 Tantalum fixed capacitors ................ 563 1,057 87.68
Total .. 15,855 14,953 -5.69
Belize .......... 1701.11.10 Raw sugar not containing added flavoring or
coloring ... 10,114 7,703 -23.84
2009.11.00 Frozen concentrated orange juice ......... 16,056 7,356 -54.18
Total .. 26,170 15,059 -42.46
British Virgin
Islands ....... 1703.90.50 Molassesnesi ............oeviiiniiinn.. - 196 ®
9403.50.90 Furniture, other than seats, of wood but not
bentwood, of a kind used in the bedroom,
not designed for motor vehicle use ....... - 41 ®)
TOtal e - 237 ®
CostaRica ..... 8517.90.24 Parts of electrical telephonic switching or
terminal apparatus, incorporating printed
circuit assemblies .............. ... ..., 48,759 108,175 121.86
0804.30.40 Pineapples, fresh or dried, not reduced in
size, in crates or other packages ........ 64,719 61,044 -5.68
7113.19.50 Articles of jewelry and parts thereof, of
precious metal except silver, except
necklacesandclasps .................. 46,949 42,784 -8.87
8516.31.00 Electrothermic hairdryers ................ 39,273 39,296 0.06

See footnotes at end of table.



Table D-1— Continued
Leading U.S. imports for consumption entered under CBERA, by source, 1997-98

Value
HTS Change,
Source Number Description 1997 1998 1997/19981
— 1,000 dollars — Percent
Costa Rica—Cont. 4016.93.50 Gaskets, washers and other seals, of
noncellular vulcanized rubber other than
hardrubber ............ ... .. ... ... 28,803 31,139 8.11
2009.11.00 Frozen concentrated orange juice ......... 18,096 27,759 53.40
8533.40.80 Electrical variable resistors, other than
wirewound, including rheostats and
potentiometers ............. .. .0 26,058 19,617 -24.72
0302.69.40 Fresh or chilled fish, including sable, ocean
perch, snapper, grouper, and monkfish . .. 18,780 17,444 -7.12
0807.19.20 Cantaloupes, fresh, not entered Aug. 1-
Sept. 15 ..o 19,556 16,883 -13.67
4418.20.80 Doors of wood, other than French doors .. .. 9,155 16,426 79.42
0714.10.20 Cassava (manioc), fresh, chilled or dried,
whether or not slic