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ABSTRACT

The submission of this study to the Congress continues a series of annual reports by the U.S.
International Trade Commission (Commission) on the impact of the Andean Trade Preference Act
(ATPA) on U.S. industries and consumers. The current study fulfills the Commission’s reporting
requirement for calendar year 1999 and represents the seventh in the series.

ATPA, enacted on December 4, 1991, 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 in 1992, and for Ecuador and Peruin 1993. Section 206 of the
actrequires the Commission toreport 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 Commissionis required to submit its report to the Congress by September
30 of each year until ATPA benefits expire in 2001.

The overall effect of ATPA-exclusive imports (those ineligible for other tariff preferences) on the
U.S. economy and consumers continued to be negligible in 1999. However, U.S. imports of
ATPA-exclusive productswere estimated tohave potentially significant effectson domesticindustries
producingasparagus; chrysanthemums, carnations, anthuriums, and orchids; and fresh-cutroses. U.S.
imports of all of the 20 leading ATPA-exclusive categories produced net welfare gains for U.S.
consumers in 1999. The probable future effect of ATPA on the United States, as estimated by an
examination of export-oriented investmentin the beneficiary countries, is also expected to be minimal
inmost sectors. To analyze the effects of ATPA on the beneficiary countries, country case studies were
conducted together with a general equilibrium analysis. The case studies on Bolivia and Peru and the
general equilibrium analysis suggest that ATPA has had a small but positive effect onthe economies of
the ATPA beneficiaries.

ATPA continued to have a slight but positive effect on drug-crop eradication and crop substitution
in the Andean region in 1999. Eradication efforts contributed to an overall decline of 4 percent in the
volume of land under coca cultivation, despite an increase in Colombian production. 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.
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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 other statutory authority.
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EXECUTIVE SUMMARY

The Andean Trade Preference Act (ATPA), which was signed into law in December 1991,
eliminatesorreduces U.S. tariffs oneligible products from 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. 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. Generalized System
of Preferences (GSP) program, but offers broader product coverage and more liberal
product-qualifying rules.

Thisreportcovers the impact onthe United States of ATPA during calendar year 1999. Section206
of the ATPA requires the Commission to prepare an annual report assessing both the actual and the
probable future effects of ATPA on the U.S. economy generally, on U.S. industries, and on U.S.
consumers, 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 ATPA on the United States. The
probable future effect of ATPA on the United States was estimated by an examination of
export-oriented investment in the beneficiary countries. The report also provides an evaluation of the
effect of ATPA on the beneficiary countries by presenting country case studies assessing the
effectiveness of ATPA in promoting export-led growth and export diversification in the beneficiary
countries as well as an applied general equilibrium analysis. Sources of information included data
from the U.S. Department of Commerce and Statistics Canada, interviews with other government
agencies, reports from U.S. embassies, and other published sources. In addition, the Commission
solicited public comment for this investigation by publishing a notice in the Federal Register.!

Main Commission findings

e Of the $1.75 billion in U.S. imports that entered under ATPA in 1999, 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 1999 were copper cathodes from Peru (which exceeded its
GSP competitive-need limit); fresh-cut roses; chrysanthemums, carnations, anthuriums, and
orchids from Colombia (whichexceededits GSP competitive-needlimit); tunas and skipjack; and
gold compounds from Colombia (which exceeded its GSP competitive-need limit).

¢ The overall effect of ATPA-exclusive imports on the U.S. economy and on consumers continued
to be negligible in 1999. In 1999, the value of duty-free U.S. imports under ATPA was a little
under 0.02 percent of U.S. gross domestic product (GDP). The total value of U.S. imports from
ATPA countries was 0.97 percent of total U.S. imports.

1 Appendix A contains a copy of the Federal Register notice and Appendix B contains a summary of
those submissions received in response to the notice.
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Fresh-cut roses provided the largest gain in consumer surplus from lower prices and higher
consumption ($12.2 million to $12.4 million). Chrysanthemums, carnations, anthuriums, and
orchids provided the second-largest gain in consumer surplus ($8.5 million to $8.6 million)
resulting exclusively from ATPA tariff preferences in 1999. U.S. imports of all of the 20 leading
ATPA-exclusive items produced net welfare gains (consumer surplus net of U.S. Treasury losses)
for U.S. consumersin 1999. Asparagus yielded the largest net welfare gain, valued at $424,000 to
$1.1 million, followed by fresh-cut roses, and chrysanthemums, carnations, anthuriums, and
orchids.

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. productionin 1999, based on
upper range estimates, were those producing asparagus (2.3 percent to 8.3 percent displacement,
valued at $3.2 million to $11.5 million); chrysanthemums, carnations, anthuriums, and orchids
(1.2 percent to 7.5 percent displacement, valued at $0.4 million to $2.3 million); and fresh-cut
roses (1.1 percent to 7.0 percent displacement, valued at $0.9 million to $5.8 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, sugar cane, candy,
gold jewelry, and fruits.

ATPA continued to have aslight but positive effect on drug-crop eradication and crop substitution
in the Andean region during 1999. Important gains were made in drug eradication in the Andean
region, as evidenced by the continuing downward trend in illicit coca production. In 1999, the
total Andean coca crop declined by 4 percent, to its lowest level in 10 years, despite an increase in
Colombian production to a record high. The overall reduction has been substantially assisted by
the governments of Bolivia, Colombia, and Peru, which are all actively promoting crop-control
efforts through alternative development programs.

The effectiveness of ATPA in promoting broad-based economic growth and the development of
sustainable economicalternatives todrug-crop productioninthe Andeanregion was examined by
conducting case studies on Bolivia and Peru and by using general equilibrium analysis.

e The case study on Bolivia revealed that between 1990 and 1998, Bolivia’s exports to the
United States diversified slightly and that exports of jewelry, the principal Bolivian product
benefiting from ATPA trade preferences, expanded significantly. In 1998, Bolivian exports
of jewelry accounted for about one-quarter of Bolivia’s exports to the United States.
However, diversification into other ATPA-eligible products has been negligible. Thus, the
impact of ATPA on the Bolivian economy has been small, but positive.

e The case study on Peru revealed that exports to the United States diversified moderately
between 1990 and 1998. ATPA has encouraged diversification into nontraditional
agricultural products, such as asparagus, and other products, such as copper cathodes.
Substantial economic and political reforms over the past decade have encouraged progress,
while continued judicial reform will likely further improve the investment climate.

e General equilibrium analysis employing a global model indicates that ATPA has had a small
but positive effect on economic development in the Andean region.



Trade-related activities in 1999

In 1999, bilateral trade with ATPA countries combined resulted, uncharacteristically, in a large
deficit for the United States, amounting to $3.6 billion. The deficit was caused by a sharp
27.8-percent decline in U.S. exports to ATPA countries to $6.3 billion, and a simultaneous
17.6-percent increase in U.S. imports from them to $9.8 billion.

Economicproblems, political instability,and the strength of the U.S. dollar restricted the ability of
ATPA countriesto import. U.S. exports to ATPA countries declined in all leading sectors and to all
ATPA countries. U.S. exports of aircraft, motor vehicles, and electrical machinery dropped about
40 percent.

Sharply higher prices of petroleum products explain about four-fifths of the 17.6-percentincrease
in overall U.S. imports from ATPA countries in 1999. Colombia, the principal ATPA-country
supplier of petroleum products, accounted for virtually all of the increase (98.1 percent).

Colombia remained the dominant U.S. trading partner among ATPA countries, accounting in
1999 for 55 percent of U.S. exports, 60 percent of U.S. imports, and 46 percent of the portion
entering under ATPA provisions. Peru was the second largest trading partner, followed by
Ecuador and Bolivia.

The portion of U.S. imports from ATPA countries entering under ATPA dropped from their peak
ratioof 19.7percentin 1998to 17.8 percentin 1999, primarily reflecting the increased importance
of imports of petroleum products among total imports.

In 1999, U.S. imports under ATPA rose by 6.4 percent to $1.8 billion. Imports of some major
leading products under the program declined, including flowers and jewelry, but imports of some
other ATPA goods, including refined copper cathodes, unalloyed zinc, pigments, processed tuna,
and asparagus continued to rise.
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CHAPTER 1
Introduction

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. ATPA authorizes
the President to proclaim preferential rates of duty on
many Andean products entering the United States. The
preferential trade benefits provided under ATPA are
similar to those provided to Caribbean Basin countries
under the Caribbean Basin Economic Recovery Act
(CBERA).2

This report fulfills a statutory mandate under ATPA
that the U.S. International Trade Commission (the
Commission) report annually on the economic impact
of ATPA on U.S. industries, consumers, and the
economy in general, as well as on the estimated effect
of ATPA on drug-related crop eradication and crop
substitution efforts of the beneficiary countries.> The
report is the seventh in the series and covers calendar
year 1999.

Organization

The present chapter summarizes the ATPA
program and describes the analytical approach used in

1 ATPA was passed by the Congress on November 26,
1991, and signed into law on December 4, 1991. Public Law
102-182, title IT; 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).

2 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.

3 The reporting requirement is set forth in sec. 205(b) of
ATPA (19 U.S.C. 3204(b)).

the report. Chapter 2 analyzes U.S. trade with ATPA
beneficiaries during 1999. Chapter 3 addresses the
estimated effects of ATPA in 1999 on the U.S.
economy generally, as well as on U.S. industries and
consumers. That chapter also examines the probable
future effects of ATPA. Chapter 4 examines the impact
of ATPA on the beneficiary countries by presenting
two country case studies and an applied general
equilibrium analysis. Chapter 5 considers the impact of
ATPA on drug-crop eradication and crop substitution in
the beneficiary countries.

Appendix A reproduces the Federal Register
notice by which the Commission solicited public
comment; appendix B contains a summary of those
submissions received in response to the Federal
Register notice. Appendix C explains the economic
models used to derive the findings presented in chapter
3 and chapter 4. Appendix D includes tables
underlying some of the analysis of trade trends in
chapter 2. Finally, appendix E contains a list of
frequently used abbreviations.

Summary of the
ATPA Program

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, 2001.# 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).

4 WTO General Council, “United States-Andean Trade
Preference Act-Decision of 14 October 1996,” (WT/L/184).
A waiver is required because benefits are not extended on a
most-favored-nation (MFN) basis.



Beneficiaries

Colombia, Bolivia, Peru, and Ecuador are the only
countries eligible to be designated by the President for
ATPA benefits;> the President can terminate such
designations or suspend or limit a country’s ATPA
benefits at any time.® 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
certification.” By 1993, all four countries had been
designated for full ATPA benefits.8

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
television material.10 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 1999.12 In April 1999, 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 37 countries,
including Bolivia, Colombia, and Ecuador, on the
watch list of countries to be monitored for progress in
implementing IPR protection commitments and for
providing comparable market access for U.S.
intellectual property products. In addition, USTR
elevated Peru to the priority watch list for IPR
monitoring.!3 In April 2000, the USTR placed 39
countries, including Bolivia, Colombia, and Ecuador,
on the watch list, and continued the placement of Peru
on the priority watch list for IPR monitoring.14

519 U.S.C. 3202(b).

619 U.S.C. 3202(e).

719 U.S.C. 3202(d)(11). These criteria are set forth in
section 2291(h)(2)(A) of title 22.

8 Bolivia and Colombia were designated for ATPA
benefits in 1992; Ecuador and Peru were designated in 1993.

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

1019 U.S.C. 3202(c).

11 See ch. 5 for a discussion of U.S. certification for
ATPA beneficiaries in 1999.

12 There were no active GSP country eligibility reviews
of ATPA countries as of July 12, 2000. Staff interview with
USTR, July 1, 2000.

13 USTR, “USTR Announces Results of Special 301
Annual Review,” press release 99-41, Apr. 30, 1999.

14 USTR, “USTR Releases Super 301, Special 301 and
Title VII Reports,” press release 00-30, May 1, 2000, and
“2000 Special 301 Report,” Apr. 30, 2000.

Trade Benefits Under ATPA

ATPA affords preferential rates of duty below the
column 1-general duties, formerly known as
most-favored nation (MFN) duties and now known as
normal trade relations (NTR) rates.!> The preferential
rates are applied to most products of Andean countries
by reducing these tariff rates to free or, for a small
group of products, by up to 2.5 percent ad valorem.16
For some products, duty-free entry under ATPA is
subject to certain conditions in addition to basic
preference eligibility rules. Imports of sugar and beef,
like those of some other agricultural products, remain
subject to any applicable and generally imposed U.S.
quotas and food-safety requirements.!” Although not
eligible for duty-free entry, certain leather handbags,
luggage, flat goods (such as wallets and portfolios),
work gloves, and leather wearing apparel from ATPA
countries are eligible to enter at reduced rates of
duty.!® Not eligible for any ATPA preferential duty
treatment by law are most textiles and apparel, certain
footwear, canned tuna, petroleum and petroleum
derivatives, certain watches and watch parts, certain
sugar products, and rum.1?

Qualifying Rules

To be eligible for ATPA treatment, ATPA products
must either be wholly grown, produced, or
manufactured in a designated ATPA country or be
“new or different” articles made from substantially
transformed non-ATPA inputs.20 The cost or value of

15 For some products, the general or normal trade
relations rate is free.

16 General note 3(c) to the Harmonized Tariff Schedule
(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.

17 These U.S. measures include tariff-rate quotas on
imports of sugar, dairy products, and beef, established
pursuant to sections 401 and 404 of the Uruguay Round
Agreements Act (URAA). These provisions abolished
former absolute quotas on imports of agricultural products of
WTO members; U.S. quotas had been created under section
22 of the Agricultural Adjustment Act of 1933 (7 U.S.C.
624) and under the Meat Import Act of 1979 (Public Law
88-482). The URAA also amended ATPA by excluding
from tariff preferences any imports from beneficiary
countries in quantities exceeding the new tariff-rate quotas’
global trigger levels. Imports of agricultural products from
beneficiary countries remain subject to sanitary and
phytosanitary restrictions, such as those administered by the
U.S. Animal and Plant Health Inspection Service.

18 This applies to articles that were not designated for
GSP duty-free entry as of August 5, 1983. Under ATPA
provisions, beginning in 1992, duties on those goods were
reduced by a total of 20 percent, not to exceed 2.5 percent ad
valorem, in five equal annual stages. 19 U.S.C. 3203(c).

1919 U.S.C. 3203(b).

20 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.
3203(a)(2).



the local (ATPA region) materials and the direct costs
of processing in one or more ATPA countries must
total at least 35 percent of the appraised customs value
of the product at the time of entry. ATPA countries are
permitted to pool their resources to meet the
value-content requirement and to count inputs from
Puerto Rico, the U.S. Virgin Islands, and countries
designated under CBERAZ2! in full toward the value
threshold. In addition, goods with an ATPA content of
20 percent of the customs value and the remaining 15
percent attributable to U.S.-made (excluding Puerto
Rican) materials or components?? and goods
containing inputs that undergo “double substantial
transformation” within the ATPA countries and are
counted with other qualifying inputs to total 35
percent, are deemed to meet the 35 percent
value-content requirement.?3

ATPA and GSP

The four ATPA beneficiaries are also GSP
beneficiaries.2* ATPA 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 ATPA, GSP
requires that eligible imports (1) be imported directly
from beneficiaries into the customs territory of the
United States, (2) meet the (usually double) substantial
transformation requirement for any foreign inputs, and

21 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.

2219 U.S.C. 3203(a).

23 “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. Thus, ATPA countries may import inputs from
non-ATPA countries, transform the inputs into intermediate
material, and transform the intermediate material into
ATPA-eligible articles. The cost or value of the constituent
intermediate material may be counted toward the 35 percent
ATPA content requirement. For additional information, see
U.S. Department of Commerce and U.S. Agency for
International Development, Guidebook to the Andean Trade
Preference Act (Washington, DC: Government Printing
Office, July 1992), p. 5.

24 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
following), as amended (19 U.S.C. 2461 and following).
Since that time, the GSP program has expired and been
renewed several times. GSP expiration and renewal issues
are discussed later in this section.

(3) contain a minimum of 35 percent qualifying value
content. The documentary requirements necessary to
claim either ATPA or GSP duty-free entry are
identical-a Certificate of Origin Form A is to be
presented at the time the qualifying products enter the
United States, though slightly varying value-related
information may be required under the two programs.

However, the two programs differ in several ways
that tend to make Andean producers prefer the more
liberal ATPA. First, ATPA covers more tariff categories
than GSP. Unless specifically excluded, all product
categories under ATPA can be designated as having a
tariff preference. Second, by law, U.S. imports under
ATPA are not subject to GSP competitive-need and
country-income restrictions. Under GSP, products that
achieve a specified level of imports (either in absolute
terms or as a percentage of U.S. imports) in the United
States (the competitive need limit) may be excluded
from GSP eligibility; products so restricted under GSP
may continue to enter free of duty under ATPA.
Countries may lose all GSP privileges once their
national income grows to exceed a specified amount.
Third, ATPA qualifying rules for individual products
are more liberal than those of GSP. GSP requires that
35 percent of the value of the product be added in a
single beneficiary or in a specified association of GSP-
eligible countries, whereas ATPA allows regional
aggregation within ATPA, plus U.S. and Caribbean
content.

In addition, starting July 31, 1995, the U.S. GSP
program has been in effect intermittently,2> which has
encouraged suppliers to use ATPA rather than GSP.
Most recently, the program expired on June 30, 1999,
but was renewed December 17, 1999, retroactive to
July 1, 1999 and continuing through September 30,
2001.26 All imports of goods designated as eligible for
claiming the GSP tariff preference that entered during
periods when GSP was not in effect were generally
subject to ordinary column 1-general duties at the time
of entry unless other preferential treatment—such as
ATPA—was claimed. Duties paid on such articles were
eligible for refund after the GSP became operative
again. Because the lapse in GSP was particularly long
in 1995 and 1996, suppliers in ATPA-eligible countries
could be sure only that the preferential tariff provisions

25 It expired at midnight on July 31, 1995; the
provisions of the program were renewed Oct. 1, 1996,
retroactive to Aug. 1, 1995 through May 31, 1997 (61 F.R.
52078-52079). The program expired again on May 31,
1997, but was renewed Aug. 5, 1997, retroactive to June 1,
1997 through June 30, 1998 (62 F.R. 46549-46550). On
June 30, 1998, the program expired again but was renewed
Oct. 21, 1998, retroactive to July 1, 1998 through June 30,
1999 (63 F.R. 67169-67170).

26 65 F.R. 11367-11368.



of ATPA were in force. As a result, there was a marked
shift away from using GSP to ATPA in 1995 and 1996,
although the trend was already apparent. Many Andean
suppliers continued to enter GSP-eligible goods under
ATPA even after GSP was reauthorized.?’

Analytical Approach

The ATPA program allows duty-free or
reduced-duty treatment for qualifying products of
designated beneficiary countries. The duty elimi-
nation for almost all eligible products occurred in a
single action as countries became designated
beneficiaries—there was no phase-in of duty
elimination. Subsequent duty reductions for the
remaining eligible goods were phased in over 5 years.
Direct 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 1 or 2
years) after the duty elimination. It is therefore likely
that these effects have been fully realized, because
ATPA became effective for all beneficiary countries in
1992-93. Over a longer period, the effects of 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
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 ATPA reports in order to examine the trends in,
and composition of, investment in the Andean region.

The effects of ATPA on the U.S. economy,
industries, and consumers were assessed through an
analysis of (1) imports entered under the program and
trends in U.S. consumption of those imports; (2)
estimates of gains to U.S. consumers due to lower
prices or greater availability of goods, losses to the
U.S. Treasury resulting from reduced tariff revenues,

27 See ch. 2 for an analysis of the trends in the use of
GSP and ATPA.

and potential displacement in U.S. industries
competing with the leading U.S. imports that benefited
exclusively from the ATPA program in 1999;28 and (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’s
Federal Register notice regarding the investigation.2?

As in previous reports in this series, the effects of
ATPA were analyzed by estimating the differences in
benefits to U.S. consumers, levels of U.S. tariff
revenues, and U.S. industry production that would
likely have occurred if ordinary tariffs had been in
place for beneficiary countries in 1999. Actual 1999
market conditions were compared with a hypothetical
case in which column 1-general duties were imposed
for the year. The effects of ATPA duty reductions for
1999 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
displacement.30 Previous analyses in this series have
shown that since ATPA has 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 ATPA duty reduction, and
(3) the change in producer surplus.3! The model used

28 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.

29 A copy of the notice is contained in appendix A.

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

31 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
Extensions (New 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.



in this analysis assumes that the supply of U.S.
domestic production is perfectly elastic; that is, U.S.
domestic prices do not fall in response to ATPA duty
reductions. Thus, decreases in U.S. producer surplus
were not captured in this analysis. The effects of 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 ATPA
products and competing U.S. output. The upper range
estimates reflect the assumption of high substitution
elasticities.’> The lower range estimates reflect the
assumption of low substitution elasticities. Upper range
estimates were used to identify items that could be
most affected by ATPA.

The analysis was conducted on the 20 leading
items that benefited exclusively from ATPA tariff
preferences (table 3-2).33 Estimates 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 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 ATPA-related production facilities was obtained
from U.S. embassies in the region.

32 Commission industry analysts provided evaluations
of the substitutability of 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 Archiv,
122 51986), pp. 497-519.

3 Commission industry analysts provided estimates of

U.S. production and exports for the 20 leading items that
benefited exclusively from ATPA, as well as evaluations of
the substitutability of 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 other
U.S. Government agencies, such as the Department of
State.

In addition to the statutory requirements, this
year’s report also includes an evaluation of the impact
of ATPA on the beneficiary countries by using two
analytical approaches: (1) country case studies that
assess the effectiveness of ATPA in promoting
export-oriented growth and nontraditional exports in
the beneficiary countries, and (2) an applied general
equilibrium analysis. Commission investigators
conducted case studies of two countries—Bolivia and
Peru.3* The case studies describe economic and trade
developments in the selected ATPA beneficiaries since
ATPA’s implementation, including trends in total trade
and the composition of exports, and how these
developments may relate to ATPA. The analysis also
incorporated information obtained from published
sources and from other U.S. Government agencies on
macroeconomic developments and the investment
climate. The Global Trade Analysis Project (GTAP)
general equilibrium trade model, a multicountry and
multisector model, was used to quantify the effects of
ATPA tariff preferences on the Andean region. The
standard data set (based on 1995 data) was modified to
reflect an environment in which all ATPA tariff
preferences are completely implemented. Thus, all
results should be interpreted as if ATPA had taken
place in 1995, and all its effects were felt
immediately.3>

34 Case studies on Colombia and Ecuador were included
in last year’s report. U.S. International Trade Commission,
Andean Trade Preference Act: Impact on U.S. Industries and
Consumers, Sixth Report, USITC publication 3234, Sept.
1999, pp. 103-121.

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






CHAPTER 2
U.S. Trade with the Andean Region

Introduction

This chapter covers U.S. trade with the four
countries that are designated as ATPA beneficiaries:
Bolivia, Colombia, Ecuador, and Peru. The principal
purpose of the chapter is to examine U.S. imports
under ATPA preferential provisions in 1999. However,
imports under ATPA are analyzed in the context of
overall bilateral trade between the United States and
ATPA beneficiaries because imports under ATPA
represent only a small portion of total U.S. imports
from the region and they are affected by other factors
and programs, such as GSP.

In this chapter, trade is discussed on a 2-digit
Harmonized Tariff Schedule (HTS) chapter and an
8-digit HTS provision 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.
The relative importance of individual beneficiary
countries as sources of and destinations for this trade

also is covered. When so indicated, developments dur-
ing 1999 are discussed in the context of longer term
trends.!

The year 1999 was marked by the first notable
trade deficit that the United States registered with
ATPA countries since 1991. The deficit was caused by
a sharp decline in U.S. exports to ATPA countries (27.8
percent), and a simultaneous increase in U.S. imports
from them (17.6 percent) during the year (table 2-1
and figure 2-1). U.S. exports dropped because
economic problems and political instability restricted
the ability of ATPA countries to buy foreign goods and
the strength of the U.S. dollar weakened their
purchasing power. U.S. imports rebounded in 1999
after declining in 1998, largely because of higher
prices for petroleum products the United States imports
from ATPA countries, especially from Colombia.
Excluding petroleum products, growth of U.S. imports
was 5.2 percent. Similarly small was the 6.4-percent

1 In 1992, Colombia and Bolivia were the only coun-
tries 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.
Therefore, only data covering 1994 or subsequent years are
comparable with 1999 data.

Table 2-1
U.S. trade with ATPA countries, 1991-99
Share of U.S. Share of U.S.
exports to the imports from the U.S. trade
Year U.S. exports! world U.S. imports? world balance
Million dollars Percent Million dollars Percent Million dollars
1991 ........ 3,798.2 .9 4,969.5 1.0 -1,171.3
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
1999........ 6,263.2 1.0 9,830.2 1.0 -3,567.0

" 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 ATPA countries, 1995-99
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increase in 1999 of U.S. imports reported under ATPA
provisions. In fact, the portion of imports under ATPA
dropped to 17.8 percent of overall U.S. imports from
ATPA countries from their peak share of 19.7 percent
in 1998.2

The collective share of ATPA countries as a market
for U.S. exports rose from 0.9 percent of the world
market in 1991 to 1.4 percent in 1995, and again 1.4
percent in 1998. However, with U.S. exports to ATPA
countries sharply down in 1999, this share dropped
back to 1.0 percent. The combined share of ATPA
countries as a supplier of the U.S. market also
amounted to 1.0 percent of overall U.S. imports from
the world in 1999, largely unchanged from the rest of
the 1990s.

Total Imports

Total U.S. imports from ATPA countries (including
both the portions affected and unaffected by ATPA
preferences) amounted to $9.8 billion in 1999. The
17.6-percent increase in the value of U.S. imports from
ATPA countries from 1998 to 1999 was caused by
higher prices of petroleum-based products. Colombia,
the principal supplier of petroleum products in the
ATPA community, accounted for virtually all of the
increase. In 1999, ATPA countries collectively were
the 19 largest supplier of U.S. imports from the
world-larger than Switzerland but smaller than Israel.

Product Composition and
Leading Items

Table 2-2 shows the composition of total U.S. im-
ports from ATPA countries by major product categories
in 1995-99. Figure 2-2 shows that in 1999 this com-
position was not significantly different from the one in
1995. Table 2-3 lists the 20 leading U.S. import items
during 1998 and 1999 on an 8-digit HTS provision ba-
sis, ranked by their 1999 import value. Only petroleum
and apparel products in table 2-3 are dutiable under the
column 1-general duty rates of the HTS, formerly
known as MFN duty rates and now as normal trade
relations (NTR) rates. Other leading items, while duti-
able, are eligible for ATPA tariff exemption, including

2 The analysis of U.S. imports throughout this chapter is
based on tables 2-1 through 2-5, tables 2-7 through 2-9, and
table D-1. These tables are based on entries as reported. An
exception is table 2-6, which is based on entries adjusted for
misreporting, i.e. for entering imports in inappropriate duty
categories. According to table 2-6, 18.9 percent of all im-
ports from ATPA countries should have entered under ATPA
in 1999.

cut flowers and refined copper cathodes.> The
remaining items on the list are free under column
1-general duty rates, including coffee, shrimp and
prawns, and bananas.

Mineral fuels (HTS chapter 27) continued to be the
leading HTS import category (table 2-2 and figure
2-2), and petroleum oils (HTS provisions 2709.00.20
and 2709.00.10) were the number one and number two
U.S. import items from ATPA countries in 1999 (table
2-3). The import values of petroleum oils and several
other leading petroleum-based items in category
27—especially of distillate and residual fuels, petroleum
gases, propane, and naphtas—were up sharply during
the year. Four-fifths of chapter 27 imports originated
in Colombia and 16 percent in Ecuador.

U.S. imports by value of chapter 27 products
increased by 48.3 percent, even though the volume of
imports has not risen.* In fact, supply was limited
because petroleum exploration in Colombia and
Ecuador had slowed in recent years as low
international oil prices before 1999 and political
instability in these countries dampened investors’
interest in the petroleum industry.

Precious metals, stones, and jewelry (HTS chapter
71), the second-largest import chapter from ATPA
countries, has a significant component of
ATPA-eligible items; therefore chapter 71 will be
discussed separately in the section entitled “Imports
under ATPA.” Similarly, some other chapters, such as
HTS chapter 6, which includes cut flowers, and HTS
chapter 74, which includes copper and copper articles,
will be discussed in that section.

Goods of HTS chapter 9 constituted the
third-largest category from ATPA countries, with
coffee accounting for the bulk of imports in 1999 (table
2-2 and figure 2-2). Coffee not roasted, not
decaffeinated (HTS provision 0901.11), was the third
leading import item (table 2-3). The volume of U.S.
imports was slightly up during the year but, as in 1998,
lower prices caused the value of imports in the chapter
to fall by 24.6 percent. The likely causes of the 1999
price decline included a large Brazilian crop, combined
with higher than expected yields in other producing
countries. Almost four-fifths of coffee imports from
ATPA countries originated in Colombia, and some 15
percent in Ecuador.

3 Those leading articles that enter free of duty under
ATPA are discussed under “Imports under ATPA” later in
this chapter.

4 See also a later section on U.S. exports for an explana-
tion of the decline in U.S. exports of petroleum-related ma-
chinery and equipment to ATPA countries.



Table 2-2
Leading U.S. imports for consumption from ATPA countries, by major prod