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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 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 I contains the CBERA report, representing the thirteenth in the
series of CBERA reports. Part II contains the ATPA report, fifth in the Andean series.

CBERA, enacted on August 5, 1983 (Public Law 98-67, title IT; 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 future probable 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 IT; 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 1997. The overall effect of CBERA- and ATPA-exclusive imports on the U.S. economy and
consumers continued to be negligible in 1997. 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 1997. 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 1997. 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 the CBERA and ATPA in promoting export-led growth and export diversification in
beneficiary countries. Whereas the case study on the Dominican Republic revealed that CBERA
appears to have had a positive effect on its economy, the case studies on The Bahamas and Peru suggest
that CBERA and ATPA, respectively, have had only a limited effect.

ATPA continued to have a slight but positive effect on drug-crop eradication and crop substitution in
the Andean region in 1997. Eradication efforts contributed to a marked, overall decline in the volume
of land under coca cultivation, and alternative development efforts to introduce new products and
expand licit-crop production in the region are continuing to show promising results.



il



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 1997. 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 future
probable 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 in
addition, to estimate the effect of ATPA on drug-related crop eradication and crop substitution.

Partial-equilibrium analysis is applied to estimate the impact of CBERA and ATPA on the United
States. The future probable effect of CBERA and ATPA on the United States is 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 by conducting case studies on the Dominican
Republic and The Bahamas, with respect to CBERA, and on Peru, in the case of ATPA. Data sources
include 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), but it is 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

[ ]

Of the $3.2 billion in U.S. imports that entered under CBERA in 1997, imports amounting to $1.5
billion could not have received tariff preferences under any other program. The five leading import
items benefiting exclusively from CBERA in 1997 were higher-priced cigars, leather footwear uppers,
methanol, raw cane sugar, and fresh pineapples. )

The overall effect of CBERA-exclusive U.S. imports on the U.S. economy and on consumers
continued to be negligible in 1997. In 1997, the value of duty-free U.S. imports under CBERA was
around 0.04 percent of U.S. gross domestic product. The total value of U.S. imports from CBERA
countries amounted to 1.9 percent of total U.S. imports.

The effect of CBERA on the U.S. economy, consumers, and industries, has fallen since the
implementation of the program in 1984 because of the erosion of the tariff benefits, or margin of
preference, for many products. Sources of this erosion include Tokyo Round tariff reductions (ending

in 1987), phased tariff cuts under the Uruguay Round, tariff cuts and eliminations under sectoral trade .
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agreements, the extension of preferential trading arrangements under NAFTA and ATPA, and the
erosion of the ad valorem equivalent of specific duties due to inflation. Of the 20 leading items that
benefited exclusively from CBERA in 1997, duties on five will be eliminated under Uruguay Round
reductions, duties on four will decline by 50 percent to 70 percent, duties on seven will fall about 15
percent, and duties on four will remain unchanged. Similarly, the value of the CBERA program to
beneficiary countries has also declined because of the erosion of the margin of preference.

Fuel-grade ethyl alcohol provided the largest estimated gain in consumer surplus ($8.1 million to
$11.4 million) resulting exclusively from CBERA tariff preferences in 1997. Methanol provided the
second largest estimated gain in consumer surplus ($9.8 million to $10.9 million). U.S. imports of the
20]eading CBERA-exclusive items, except for two sugar subheadings, produced net welfare gains for
U.S. consumers in 1997. Frozen concentrated orange juice yielded the largest such net gain, valued at
$3.0 million to $3.6 million, followed by fuel-grade ethyl alcohol and methanol.

One U.S. industry was identified as potentially experiencing displacement of more than an estimated 5
percent of the value of U.S. production, based on an upper range estimate: fresh pineapples (4.2
percent to 7.4 percent displacement, valued at $2.5 million to $4.4 million). However, additional
industry analysis suggests that the impact is likely to be closer to the lower-range estimate.

The probable future effect of CBERA 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 CBERA-eligible products, includin g cigars, footwear, luggage, jewelry, toys, electronic
components, medical equipment, fruits and vegetables, and certain plastics.

The Commission could not identify any examples of co-pi'oduction among beneficiary countries as a
way to meet CBERA rules-of-origin requirements.

The effectiveness of CBERA in promoting export-led growth in the beneficiary countries and
diversification of their economies away from traditional products was analyzed by conducting case
studies on the Dominican Republic and The Bahamas.

.* The case study on the Dominican Republic, consistently the largest CBERA beneficiary,
revealed that Dominican exports grew and diversified significantly between 1980 and 1996.
Although CBERA most likely played an important role in these developments, other factors
also were instrumental in attracting export-oriented investment, such as low wage rates and
the availability of free trade zones. Increases in the production of apparel, which is generally
not eligible for CBERA tariff preferences, also contributed to these trends.

*  Withrespect to The Bahamas, non-oil exports neither grew nor diversified significantly from
1980 to 1996. Thus, to date CBERA appears to have had minimal effect on The Bahamas’
economy. However, because high costs hamper efforts to attract export-oriented investment,
opportunities for Bahamian exports to the United States likely would be extremely limited in
the absence of CBERA preferences, particularly because The Bahamasis nota beneficiary of
the GSP.

Trade-related activities, 1980-97

In 1997, CBERA countries accounted for 2.8 percent of all U.S. exports and 1.9 percent of all U.S.
imports. Whereas the share of CBERA countries as a market for U.S. exports has remained stable
since 1980, the significance of these countries as sources for U.S. imports has diminished because of
the decline in the value of U.S. imports of petroleum products. Since 1987, the United States has had a
trade surplus with the CBERA countries. '

From 1980 to 1997, total U.S. imports from CBERA countries increased at an average annual rate of
2.9 percent, amounting in 1997 to $16.6 billion. The portion entering under CBERA increased from
1984 to 1997 at an average annual rate of 10.8 percent, amounting in 1997 to $3.2 billion or 19 percent
of all imports from CBERA countries.
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The composition of total U.S. imports from CBERA countries has changed dramatically since the
early 1980s. In 1984, petroleum products accounted for almost half of all imports from CBERA
countries; in 1997, the share of petroleum products fell to merely 8.2 percent of the total due in large
part to the steep decline in global petroleum prices. Petroleum products were replaced by apparel as
the largest component of total imports from the region. Accounting for just 6 percent in 1983, apparel
constituted some 35 percent of all imports in 1997.1 Neither petroleum products nor appare] are
generally eligible for CBERA tariff preferences.

The rise in U.S. apparel imports in particular, from CBERA countries, reflects increased
U.S.-Caribbean production sharing. The U.S. content portion of shared production reentering U.S.
customs territory free of duty under HTS chapter 98 was 6.6 percent of total imports in 1984 and 26
percent in 1997. The Caribbean region is the second leading source after Mexico of U.S.
production-sharing imports under HTS chapter 98 and the leading source of U.S. imports of apparel.

From 1984 to 1997, items classified as electrical machinery and equipment, sugar and sugar products,
and tobacco and tobacco products were the leading U.S. imports under CBERA.2 In 1984, these three
groups accounted for two-thirds of the total, but this share dropped to 38 percent by 1997, as
diversification in the region’s production profile caused U.S. imports in the smaller
categories—including CBER A-eligible footwear, medical goods, and methanol—to grow still faster.

The relative position of Caribbean countries individually as sources for U.S. imports changed
radically with the decline in the value of U.S. imports of Caribbean petroleum products. The share of
U.S. imports from countries producing petroleum and petroleum products—the Netherlands Antilles,
Trinidad and Tobago, and The Bahamas—fell from 62 percent of total U.S. imports from the region in
19800 14 percent in 1997. The Dominican Republic, Costa Rica, Guatemala, and Honduras replaced
them as the principal suppliers of both overall U.S. imports, and of imports under CBERA. These
countries are the major suppliers of apparel as well as CBERA-eligible electrical machinery and
equipment, sugar and sugar products, and tobacco and tobacco products.

Although total U.S. exports to CBERA beneficiaries increased at the same rate as U.S. exports to the
rest of the world, the composition of U.S. exports to CBERA countries changed moderately from 1990
to 1997. The increased use of free trade zones, as well as CBERA and production-sharing provisions,
has generated a growing demand for U.S.-made parts, accessories, machinery, and equipment. Some
of the major product categories of current U.S. exports to CBERA beneficiaries mirror the categories
of U.S. imports under CBERA, such as electronic components and medical devices. Almost all U.S.
apparel exports to CBERA beneficiaries consist of garment parts, which are re-imported as assembled
garments.

The significance of the United States as a market for exports by CBERA countries declined slightly
between the 1980s and 1990s, primarily reflecting declining U.S. imports of petroleum products from
the Eastern Caribbean. The shares of CBERA countries’ exports destined for the European Union and
the rest of the world each increased slightly, compensating for the U.S. decline. Between 1980 and
1996, the importance of the United States as a source for CBERA countries’ imports gradually
increased. The share of imports by CBERA countries supplied by the rest of the world fell,
compensating for the U.S. increase. The European Union supplied about the same share of CBERA
countries’ imports throughout the period.

Part II. 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,

! Based on the Standard International Trade Classification (SITC) system.
2 Based on chapters of the Harmonized Tariff Schedule of the United States (HTS).
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and Peru. The primary goal of ATPA is to promote broad-based economic development in these
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

*  Of the $1.4 billion in U.S. imports that entered under ATPA in 1997, imports valued at $0.6 billion
could not have received tariff preferences under any other program. The five leading items benefiting
exclusively from ATPA in 1997 were fresh cut roses; chrysanthemums, carnations, anthuriums, and
orchids from Colombia (which exceeded its GSP competitive-need limit); copper cathodes from Peru
(which exceeded its GSP competitive-need limit); tunas and skipjack; and semimanufactured,

nonmonetary gold.

*  Theoverall effect of ATPA-exclusive imports on the U.S. economy and on consumers continued to be
negligiblein 1997. In 1997, the value of duty-free U.S. imports under ATPA was around 0.015 percent
of U.S. gross domestic product. The total value of U.S. imports from ATPA countries amounted to 1.0

percent of total U.S. imports.

¢ The effect of ATPA on the U.S. economy, consumers, and industries has fallen since the
implementation of the program because of the erosion of the tariff benefits, or margin of preference,
for many products. Sources of this erosion include phased tariff cuts under the Uruguay Round, tariff
cuts and eliminations under sectoral trade agreements, the extension of preferential trading
arrangements under NAFTA, and the erosion of the ad valorem equivalent of specific duties due to
inflation. Of the 20leading items that benefited exclusively from ATPA in 1997, duties on three will be
eliminated under Uruguay Round reductions, duties on three will decline by 50 percent to 70 percent,
duties on seven will fall by 15 percent to 34 percent, and duties on seven will remain unchanged.
Similarly, the value of the ATPA program to beneficiary countries has also declined because of the

erosion of the margin of preference.

*  Fresh cut roses provided the largest estimated gain in consumer surplus ($12.6 million to $12.9
million). Chrysanthemums, carnations, anthuriums, and orchids provided the second largest
estimated gain in consumer surplus ($9.7 million to $9.9 million) resulting exclusively from ATPA
tariff preferences in 1997. Imports of nearly all of the 20 leading ATPA-exclusive items produced net
welfare gains for U.S. consumers in 1997. Fresh cut roses yielded the largest such net gain, valued at
$687,000 to $936,000, followed by asparagus and chrysanthemums, carnations, anthuriums, and

orchids.

* Based on the Commission’s economic methodology and industry analysis, U.S. industries that may
have experienced displacement of more than an estimated 5 percent of the value of U.S. production in
1997, based on upper range estimates, were those producing chrysanthemums, carnations,
anthuriums, and orchids (7.8 percent to 17.2 percent displacement, valued at $2.7 million to $6.0
million); asparagus (9.3 percent to 16.6 percent displacement, valued at $4.9 million to $8.8 million);
and fresh cutroses (6.7 percent to 14.7 percent displacement, valued at $7.6 million to $16.6 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 gold jewelry and furniture. These investments
amounted to over $12 million in 1997. The number of such projects is diminishing as the termination
of the ATPA program approaches in 2001 and the period within which investors can recoup their

investment shortens.

*  The Commission could not identify any examples of co-production among beneficiary countries as a

way to meet ATPA rules-of-origin requirements.
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ATPA continued to have a slight but positive effect on drug-crop eradication and crop substitution in
the Andean region during 1997. Driven by dramatic increases in the amount of coca eradicated in Peru
and Colombia, the level of net cultivation in the Andean region declined by 7.4 percentin 1997. Over
the past 2 years, Peruvian coca production has dropped by 40 percent. This phenomenon has been
substantially aided by the interdiction of the Peru-Colombia air route and the subsequent loss of
market opportunities for Peruvian suppliers of coca leaf and coca base. Alternative development
efforts in the region are increasing as coca farmers look for other crops to replace abandoned coca
fields.

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 a case study on Peru. The case study revealed that Peru’s exports grew 81 percent from
1990 to 1996; the share of Peru’s exports destined for the United States remained fairly stable,
increasing from 21.0 percent in 1990 to 21.9 percent in 1996. Furthermore, the composition of
Peruvian exports has not significantly changed over the same time period. Although these trends
suggest that ATPA may have had a minimal effect on Peru’s economy, Peru has only received ATPA
benefits for 4 full years, 1994-97. Furthermore, the introduction and early operation of ATPA in Peru
coincided with a period of economic liberalization and reform, which makes it particularly difficult to
separate the effects of systemic change in the Peruvian economic system from those occasioned by a
one-time reduction in the level of certain tariffs.

Trade-related activities, 1990-97

In 1997, ATPA countries accounted for 1.3 percent of all U.S. exports and 1.0 percent of all U.S.
imports. Whereas the share of ATPA countries as a market for U.S. exports increased slightly in the
1990s, their significance as suppliers of U.S. imports has remained the same. The United States
registered a trade surplus with ATPA countries in the mid-1990s, and deficits in 1990, 1991 ,and 1996.
Trade was balanced in 1997.

From 1990 to 1997, total U.S. imports from ATPA countries increased at an average annual rate of 2.8
percent. The portion entering under ATPA increased from 1994 to 1997 at an average annual rate of 4
percent.

In 1997, U.S. imports afforded duty-free entry under ATPA ($1.3 billion) stopped growing faster than
overall imports from ATPA countries ($8.7 billion). This is because imports dutiable under column
1-general duties3 and not eligible for duty-free entry under ATPA (such as apparel), and duty-free
imports under column 1-duties (such as coffee, shrimp, bananas) increased relatively faster than U.S.
imports under ATPA. In 1997, the duty-free portion entering under ATPA was 14.8 percent of all U.S.
imports from ATPA countries, compared with 15.8 percent in 1996.

The composition of total U.S. imports from ATPA countries has not changed significantly in the 1990s.
Petroleum products and coffee have been consistently responsible for about one-half of the total.
Petroleum products are not eligible for ATPA tariff preferences, and coffee already enters the United
States under a column 1-general duty rate of free.

Cut flowers and jewelry dominate U.S. imports under ATPA. Together, these two groups represented
almost two-thirds of the total in 1994, but less than half in 1997 because imports in some smaller
product categories increased faster. U.S. imports of copper articles, mostly from Peru, increased the
fastest; they constituted only 1.4 percent of duty-free imports under ATPA in 1994, but 14 percent in
1997. '

Colombia has been the number one source of U.S. imports from ATPA countries in the 1990s,
accounting in 1997 for 53 percent of all U.S. imports and for 45 percent of the portion under ATPA.

3 Formerly known as Most-Favored-Nation (MFN) duties.
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Bolivia has been the least important ATPA source on both counts. Ecuador has been the second
ranking supplier of overall U.S. imports from ATPA countries, but the third ranking source for the
portion entering under ATPA. Peru was the third ranking overall supplier among ATPA countries, but
second ranking under ATPA.

Peru’s significance as a source for U.S. imports increased markedly in the 1990s. In terms of overall
U.S. imports from ATPA countries, Peru increased its share at the expense of each of the other three
ATPA countries during the years 1990-97. In terms of U.S. imports under ATPA, both Peru and
Ecuador increased their shares at the expense of Colombia and Bolivia.

Since ATPA’s implementation in 1992, U.S. exports to ATPA beneficiaries have increased at the same
rate as U.S. exports to the rest of the world. Like exports to many developing regions, U.S. exports to
the ATPA countries have consisted principally of goods needed to develop its manufacturing base and
modernize its infrastructure.

During the 1990s, the significance of the United States and the European Union as markets for exports
by ATPA countries declined. Similarly, the importance of the United States and the European Union as
sources for ATPA countries’ imports declined. In each case, the decline in the U.S. share was greater
than the decline in the EU share.
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Introduction

The Caribbean Basin Economic Recovery Act (CBERA)! was 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 non-traditional products. Both programs authorize the President to proclaim
preferential rates of duty on many products entering the United States from these regions.

In two separate studies, the Commission has been reporting on the impact of CBERA and ATPA
preferences on the U.S. economy for 13 and 5 years, respectively. The reporting requirements for each
of these programs are virtually identical, and the same methodology is employed by the Commission

in responding to each statutory mandate. Specifically—

nomic Recovery Act (19 U.S.C. 2704(a)) calls
for the Commission to “submit to the Congress
and the President, a report regarding the eco-
nomic impact of this Act on United States in-
dustries and consumers.” Section 215(b)(1) of
CBERA requires that this report include an as-
sessment 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 pro-
duce articles that are like, or directly competi-
tive with, articles 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 domestic industries. . .”

ection 206(a) of the Andean Trade Preference
Act (19 U.S.C. 3204(a)) calls for the Commis-
sion to “submit to the Congress a report regard-
ing the economic impact of this Act on United
States industries and consumers, and in con-
junction with other agencies, the effectiveness
of this Act in promoting drug-related crop eradi-
cation and crop substitution efforts of beneficia-
ry countries.” Section (b) of ATPA requires that
this report include an assessment by the Com-
mission of—

“(A) the actual effect . . . of this Act on the
United States economy generally as well as on
those specific domestic industries which pro-
duce articles that are like, or directly competi-
tive with, articles being imported into the United
States from beneficiary countries; (B) the prob-
able future effect 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.”

The current publication, covering calendar year 1997, combines the two reports; CBERA’s effects
are assessed in part I and ATPA’s effects, in part II. Table 1 compares the major provisions of CBERA

and ATPA.

1 CBERA was enacted August 5, 1983, as Public Law 98-67, title IT; 97 Stat. 384, 19 U.S.C. 2701
et seq. and became effective January 1, 1984. Minor amendments to CBERA were made by Public
Laws 98-573, 99-514, 99-570, and 100-418. CBERA beneficiary countries are listed in tabie 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.
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Analytical Approach

The core of the CBERA and ATPA programs (bereinafter, CBERA/ATPA) is the duty-free or reduced-duty
treatment importers can claim when entering products of designated beneficiary countries (where goods are not
specifically excluded from the programs).3 In each 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 years.4

Table 1
Summary of CBERA/ATPA preferential provisions, year-end 1997
CBERA
Inception ...................... Enacted 8/5/83 - CBERA
Expanded 8/20/90 - CBERA!
Benefits ....................... Duty-free entry and
reduced duty entry
granted on a non-reciprocal,
non-MFN basis
Exclusions..................... Textiles/apparel, leather,
canned tuna, petroleum and
derivatives, certain footwear,
certain watches/parts
Duration....................... Originally: 10 years, until 9/30/95
CBERA: indefinite
Beneficiaries ................... 24 Central American &

Caribbean countries: 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
Coverage (eligible items)2 . . . . . .. approx. 6,900
Value of imports under the
program (millions of dollars) ....  $3,208

Significance:
% of U.S. imports from the
region as a share of total
US.imports ............... 1.9%
U.S imports that receive program

ATPA
Enacted 12/4/91 - ATPA

Duty-free entry and

reduced duty entry

granted on a non-reciprocal,
non-MFN basis.

Textiles, apparel, leather,
canned tuna, petroleum and
derivatives, certain footwear,
certain watches/parts, plus
certain sugar products,

and rum

10 years, expires 12/2001

4 Andean countries: Bolivia,
Colombia, Ecuador, and Peru

approx. 6,750

$1,353

1.0%

preferences................ 19.4% 15.6%
1 Caribbean Basin Economic Recovery Expansion Act of 1990.

2 8-digit HTS items.

3 See chs. 1 and 5 for a discussion of the countries that are designated beneficiaries and the

products that are eligible for preferential treatment.

4 A number of previously excluded products were added for reduced-duty treatment under the

Caribbean Basin Economic Recovery Expansion Act of 1990.
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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 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 been in effect since 1984. Over a longer period of time, the effects of
CBERA/ATPA will flow mostly from investment in industries in beneficiary countries that benefit
from the duty elimination/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 that have been 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 respective regions.

The effects of CBERA and ATPA on the U.S. economy, industries, and consumers are assessed
through an analysis of (1) imports entered under each program and trends in U.S. consumption of these
imports; (2) estimates of gains to U.S. consumers, losses to the U.S. Treasury due to reduced tariff
revenues, and potential displacement in U.S. industries competing with the leading U.S. imports that
benefited exclusively from the CBERA/ATPA programs in 1997;5 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 come 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 notices regarding these investigations.®

As in previous reports in this series, the effects of CBERA/ATPA are analyzed by estimating the
differences in benefits to U.S. consumers, U.S. tariff révenues, and U.S. industry production that
would likely have occurred if the tariffs had been in place for beneficiary countries in 1997. The
estimation procedure compares actual 1997 market conditions with a hypothetical case in which
column 1-general duties, formerly known as Most-Favored-Nation (MFN ) duties, are imposed for the
year. The estimation of the effects of CBERA/ATPA duty reductions for 1997 is made using a standard
economic approach for measuring the impact of a change in the prices of one or more goods.
Specifically, acomputable partial-equilibrium model was used” to estimate gains to consumers, losses
in tariff revenues, and industry displacement.8 Since CBERA/ATPA have been in effect, previous
reports in this series have shown that 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 is 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  surplus.?

5 That is, those that are not excluded or that did not receive unconditional column 1-general
duty-free treatment or that did not receive duty-free treatment under other preference programs such as
the Generalized System of Preferences (GSP).

6 Copies of the notices are contained in appendix A.

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

8 For Chairman Bragg’s views on economic modeling, see U.S. International Trade Commission,
The Economic Effects of Antidumping and Countervailing Duty Orders and Suspension Agreements
(USITC publication 2900), 1995, p. xii; and The Impact of the North American Free Trade Agreement
on the U.S. Economy and Industries: A Three Year Review (USITC publication 3045), June 1997,

p. F-1. :
9 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.
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Because the model used in this analysis assumes that the supply of U.S. domestic production is
perfectly elastic, that is, that the U.S. domestic price does not fall in response to CBERA/ATPA duty
reductions, decreases in U.S. producer surplus are not captured in this analysis. Furthermore, it is
expected that the effects of CBERA/ATPA duty reductions on most U.S. industries are 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 elasticities.10 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 CBERA/ATPA.

The analysis was conducted on the 20 leading items that benefited exclusively from CBERA and
ATPA (shown in tables 3-2 and 7-2, respectively).!! 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 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.
The discussion employs both data on investment in CBERA/ATPA -related production facilities
obtained from U.S. embassies in the regions, and information gathered during fieldwork.

The impact of ATPA on drug-crop eradication and crop substitution is analyzed through an
evaluation of the extent of drug-crop production in the Andean region on a country-by-country basis.
The primary sources for this information were interviews conducted with public- and private-sector
officials during a field trip to Peru, 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 the CBERA and ATPA in promoting export-oriented growth and diversification of
exports away from traditional products in the beneficiary countries; and (2) an identification of any
corresponding benefits to the United States, for example, with respect to increased U.S. exports to the
beneficiaries. The effectiveness of the CBERA/ATPA on beneficiary countries is analyzed by
conducting three country case studies. In the case of CBERA, the Dominican Republic and The
Bahamas were selected because they represent a large and a small beneficiary, respectively. With
respect to ATPA, a case study on Peru was prepared. To assess the effectiveness of CBERA/ATPA in
the selected countries, trends in total trade and the composition of trade are examined over the life of
CBERA/ATPA. This analysis also incorporates information obtained in field visits to these countries

9—Continued
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 between different industries.

10 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 substitutablity, 2 to 4 for medium, and 1 to 3 for low. While 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,” Weltwirtschafiliches Archiv, 122
(19862, pp. 497-519.

11 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.
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as well as from other U.S. Government agencies, such as information on macroeconomic
developments, the investment climate, export and investment promotion programs, and investment
activity. Corresponding U.S. benefits of CBERA/ATPA are identified by analyzing the trends in U.S.
exports to beneficiary countries since CBERA/ATPA began.

Organization

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

Chapters 1 and 5 summarize the CBERA and the ATPA programs, respectively. Chapters 2 and 6
describe trends in U.S. trade with CBERA/ATPA beneficiaries from the implementation of each
program until 1997. Chapters 3 and 7 address the estimated effects of CBERA/ATPA in 1997 on the
U.S. economy generally, as well as on U.S. industries and consumers. Chapters 4 and 8 describe
economic and trade developments in selected CBERA/ATPA beneficiaries from the implementation
of each program through 1996, the latest year for which such data were available, and how they may
relate to CBERA/ATPA,; these chapters also examine the probable future effects of CBERA/ATPA.
Chapter 9 considers the impact of ATPA on drug-crop eradication and crop substitution efforts in the
beneficiary countries.

Appendix A reproduces the Federal Register notices by which the Commission solicited public
comment on the programs; appendix B contains a summary of those submissions received in response
to the Federal Register notices. Appendix C explains the economic model used to derive the findings
presented in chapters 3 and 7. Finally, appendix D includes tables underlying some of the analysis of
trade trends in chapters 2 and 6.
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PART 1
Caribbean Basin Economic Recovery Act:

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
goods are dutiable under the column 1-general duties,
formerly known as most-favored nation (MFN) duties.

CBERA was initially scheduled to remain in
effect until September 30, 1995; however, the
Caribbean Basin Economic Recovery Expansion Act
(CBEREA) of 1990! repealed that termination date,
made the program permanent, and expanded CBERA
benefits in several respects.? In September 1995, the
United States requested that the World Trade
Organization (WTO) renew a prior waiver of U.S.
obligations under article I 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, 19953 A WTO waiver was sought because
CBERA tariff preferences were extended on a
nonreciprocal basis to a limited 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 and the U.S.
Generalized System of Preferences (GSP) program.

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 II, 104 Stat. 629, 19 U.S.C. 2101 note).

2 Among other things, the 1990 act provided duty
reductions on duty-free entry 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 1990, USITC publication 2432, Sept. 1991,
pp. 1-1 to 1-5.

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

Beneficiaries

Eligible imports from 24 countries received
CBERA tariff preferences during 1997.4 Four other
countries—Anguilla, Cayman Islands, Suriname, and
Turks and Caicos Islands—are potentially eligible for
CBERA benefits but have not requested to be so
designated.> The President can terminate beneficiary
status or suspend 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
would be in the economic or security interest of the
United States.® To date, CBERA benefits have only
been withdrawn from one country on the basis of
worker rights or U.S. IPR violations. Benefits were
withdrawn from Honduras for inadequate IPR
protection in early 1998, but were later reinstated.® In

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.

3 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
1997, both Anguilla and Suriname expressed interest in
beneficiary status under the CBERA program.

619 U.S.C. 2702(¢).

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).

9 Following a November 1997 announcement that
USTR would take steps to address Honduran failure to
protect intellectual property rights, on March 30, 1998, |



1997, two CBERA beneficiaries—Honduras and
Panama—were the subject of active reviews by the
United States based on petitions received by the
Office of the United States Trade Representative
(USTR)!® requesting removal of GSP benefits
because of alleged worker rights or IPR
inadequacies. The United States terminated the GSP
worker rights review of Guatemala on May 2,
199711 In addition, in April 1997, the 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 36 countries, including Costa Rica, the
Dominican Republic, Guatemala, Honduras, and
Panama, 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.!2 As a result of an
“out-of-cycle” review, Panama was removed from
the watch list in October 1997.13 In April 1998, the
USTR placed 32 countries on the watch list,
including Costa Rica, Guatemala, Honduras, and
Jamaica. The Dominican Republic was among 15
countries placed on the Special 301 Priority Watch
List at the same time.!* The 1998 annual review
noted progress in intellectual property protection on
the part of two CBERA beneficiaries—Nicaragua
and Panama.

9—Continued
USTR Barshefsky announced a partial suspension of both
CBERA and GSP benefits to Honduras as a result of
“Honduras’ continued failure to provide adequate and
effective protection of intellectual property rights.” The
suspensions—product-specific on some $5 million in
potential U.S. imports under the CBERA and GSP
programs—were effective on April 20, 1998. In
recognition of Honduran actions to stop broadcast piracy,
USTR Barshefsky restored the suspended trade preferences
on June 30, 1998. Honduras remains on the IPR watch
list. See USTR, “USTR Barshefsky Announces Action to
Address Honduran Failure to Protect Intellectual Property
Rights,” press release 97-94, Nov. 4, 1997; USTR, “Trade
Preferences for Honduras Suspended,” press release 98-36,
March- 30, 1998; and USTR, “Trade Preferences for
Honduras Restored,” press release 98-65, July 1, 1998.

10 62 FR. 43408ff.

11 USTR, “USTR Announces Termination of GSP
Review of Guatemala and Initiation of Reviews of Belarus
and Swaziland,” press release 97-40, May 2, 1997.

12 USTR, “USTR Announces Results of Special 301
Annual Review,” press release 97-37, Apr. 30, 1997.

13 USTR, “USTR Barshefsky Announces Results of
Special 301 “Out-of-Cycle” Reviews,” press release 97-93,
Oct. 27, 1997.

14 USTR, “USTR Announces Results of Special 301
Annual Review,” press release 98-44, May 1, 1998.

Trade Benefits Under
CBERA

Under CBERA, preferential rates of duty below
the column 1-general rates!5 can be accorded to most
products of Caribbean Basin countries; the general
tariff rate is reduced either to free or, for a small
group of products, by 2.5 percent ad valorem.16 In
addition to basic preference eligibility rules, certain
conditions apply to CBERA duty-free entries of sugar,
beef,!7 and ethyl alcohol.8 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.19

While not eligible for duty-free entry, certain
leather handbags, luggage, flat goods (such as wallets
and portfolios), work gloves, and leather wearing
apparel from CBERA countries are eligible to enter at

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

16 General note 3 (c) to the Harmonized Tariff
Schedule (HTS) lists the special tariff treatment programs
for eligible products of designated countries under various
U.S. laws, including CBERA. General note 7 covers
CBERA in detail.

17 Sugar (including syrups and molasses) and beef
(including veal) are eligible for duty-free entry only if the
exporting CBERA country submits a “Stable Food
Production Plan” to the United States, assuring that its
agricultural exports do not interfere with its domestic food
supply and its use and ownership of land. 19 U.S.C.
2703%c)(1)(B).

13 Ethyl alcohol produced from agricultural feedstock
grown in a CBERA country is admitted free of duty;
however, preferential treatment for alcohol produced from
non-CBERA agricultural feedstock is restricted to 60
million gallons (227.1 million liters) or 7 percent of the
U.S. domestic ethanol market, whichever is greater. 19
U.S.C. 2703(a)(1). See also section 423 of the Tax

. Reform Act of 1986, as amended by section 7 of the

Steel Trade Liberalization Program Implementation Act of
1989 (19 U.S.C. 203 nt; Public Law 99-514 as amended
by Public Law 101-221).

19 These U.S. measures include tariff-rate quotas on
imports of sugar 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 US.C
624) and under the Meat Import Act of 1979 (Public Law
88-482). URAA also amended CBERA 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.



reduced rates of duty as noted above.20 Excluded
from all CBERA preferential duty treatment by law
are most textiles and apparel, certain footwear,
canned tuna, petroleum and petroleum derivatives,
and certain watches and watch parts2! As an
exception to the textiles exclusion, eligible CBERA
countries shipping apparel assembled therein entirely
from fabric formed and cut in the United States may
qualify for liberal import quotas.?2

Qualifying Rules

CBERA generally provides that eligible products
must either be wholly grown, produced, or
manufactured in a CBERA country or be “new or
different”  articles made from substantially
transformed non-CBERA inputs in order to receive
duty-free entry into the United States.23> The cost or
value of the local (CBERA region) materials and the
direct cost of processing in one or more CBERA
countries must total at least 35 percent of the
appraised customs value of the product at the time of
entry. These rules of preference allow CBERA
countries to pool their resources to meet the
local-value-content requirement on an aggregated
basis; also, inputs from Puerto Rico and the U.S.
Virgin Islands may count in full toward the value

20 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).

2119 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 1993, USITC publication 2813,
Sept. 1994, pp. 2-9, and Caribbean Basin Economic
Recovery Act: Impact on U.S. Industries and Consumers,
Tenth Report 1994, USITC publication 2927, Sept. 1995,
pp- 3-4.

22 These apparel quotas are discussed in chapter 2.

23 Products undergoing the following operations do
not qualify: simple combining or packaging operations,
dilution with water, or dilution with another substance that
does not materjally 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
duty-free entry pursuant to note 2 to subchapter II, chapter
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 USITC, Report on the
Impact of the Caribbean Basin Economic Recovery Act,
Seventh Report 1991, USITC publication 2553, Sept.
1992, p. 1-4.

threshold. + In addition, the local-value-content
requirement is 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) materials or components.2?* To
encourage production sharing between Puerto Rico
and CBERA countries, CBERA allows duty-free
entry for articles produced in Puerto Rico and “by
any means advanced in value or improved in
condition” in a CBERA country.25

CBERA and GSP

The CBERA beneficiaries (except The Bahamas
and Nicaragua) are also GSP beneficiaries.26 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 imports (1) be imported directly
from beneficiaries into the customs territory of the
United States; (2) meet the substantial transformation
(ST) requirement for any foreign inputs (in the GSP
program, a “double ST” test is used?’); and (3)
contain a minimum of 35 percent local-value content.
The documentation requirements necessary to claim
either CBERA 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.

However, the programs differ in several ways that
tend to make Caribbean Basin producers prefer the
more liberal CBERA. First, CBERA covers more
tariff categories than GSP does: unless specifically

2419 U.S.C. 2703(a)(1).

25 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).

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
following), as amended (19 U.S.C. 2461 and following).
The GSP program expired at midnight on July 4, 1993,
but was retroactively extended until September 30, 1994,
as part of the Omnibus Budget Reconciliation Act of 1993
on August 4, 1993. It was renewed retroactively through
July 31, 1995, by the Uruguay Round Agreements Act;
subsequently extended through May 31, 1997; and most
recently renewed retroactively through June 30, 1998, by
the Taxpayer Relief Act of 1997 (section 981). GSP
expiration and renewal issues are further 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.



excluded, all products eligible to enter the United
States under CBERA receive a tariff preference,
including some textile and apparel goods ineligible
for GSP treatment, if the importer claims it.
Second, U.S. imports under CBERA are not subject
to GSP “competitive need” and country income
restrictions.  Under GSP, products that achieve a
specified market penetration in the United States (the
“competitive need” limit) may be excluded from
GSP eligibility; products so restricted may continue
to enter free of duty under CBERA. Moreover,
countries may lose all GSP privileges once their per
capita income grows to exceed a specified amount,28
but they retain their CBERA eligibility. Third,
CBERA 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
eligible GSP countries,?® whereas CBERA allows
regional aggregation within CBERA plus U.S.
content.

The U.S. GSP program has not been in continuous
effect in recent years. It expired at midnight on July
31, 1995; the provisions of the program were
renewed beginning October 1, 1996 through May 31,
1997, with retroactive effect to August 1, 199530 All
imports claiming the GSP tariff preference that

2819 U.S.C. 2464(c)-(.

2919 U.S.C. 2463(b)(1)(B).

30 On August 20, 1996, the President signed the
Small Business Job Protection Act of 1996 (Public Law
104-188, 110 Stat. 1755), Subtitle J, Title I, of that law
contains provisions entitled the GSP Renewal Act of 1996
(110 Stat. 1917). Also, U.S. Department of State
telegram, “GSP Reauthorized Through May 31, 1997,”
message reference No. 166692, Washington, DC, Aug. 12,
1996; and 61 FR. 52078.

entered from August 1, 1995 through September 30,
1996, were subject to ordinary MFN duties at the
time of entry wunless other preferential
treatment—such as CBERA—was claimed. Duties
paid on such articles were eligible for refund once
the GSP became operative again on October 1.3!
During the hiatus, however, importers could not
anticipate the duration of the lapse in the GSP
program and whether—or when—duties paid for
articles denied GSP duty-free entry would be
refunded. Thus, during the period of August 1,
1995 through September 30, 1996, suppliers in the
Caribbean Basin could be sure only that the
preferential tariff provisions of the CBERA were in
force. As a result, Caribbean Basin suppliers using
GSP continued to switch to CBERA during 1996
and continued to enter goods under CBERA even
after GSP was reauthorized.32

The U.S. GSP program expired again on May 31,
1997, but was renewed retroactive to June 1, 1997
through June 30, 1998 by legislation (Public Law
105-34) signed by the President on August 5, 1997.
The long hiatus that occurred during 1996 and that
affected imports under the CBERA did not recur
during 1997. Although entries under GSP increased
in 1997 compared to 1996, the CBERA program
apparently continues to be seen as a more secure
preference program for its beneficiaries.33

31 Procedures for refunds were announced in U.S.
Customs Service, “Delayed Processing of Renewed
Generalized -System of Preferences Duty-Free Claims,” 61
FR. 49528.

32 This trend has been under way for a number of
years, as documented in this series of reports. It is
discussed in more detail in chapter 2.

33 GSP preferences expired yet again on July 1, 1998.



CHAPTER 2
U.S. Trade With the Caribbean Basin

Introduction

This chapter covers trade with the 24 countries
that are currently designated as- CBERA
beneficiaries.! The purpose of the chapter is to
examine U.S. imports under CBERA in the context of
overall bilateral trade between the United States and
CBERA beneficiaries from the years immediately
preceding the program through 1997. However, U.S.
imports under CBERA constitute only a small,
although fast rising, portion of U.S. imports from the
region.2 In addition to CBERA, other factors have
affected the long-term trends in the growth and
composition of U.S. trade with the region, including
market forces, production sharing, and GSP. All of
these variables have helped shape trade between the
United States and the Caribbean Basin, and are
addressed in this chapter.

This chapter discusses trade 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 CBERA preferences; and (d) U.S. exports to
these countries. Each trade flow is examined in terms
of long-term trends in growth and composition by
2-digit chapters of the Harmonized Tariff Schedule of
the United States (HTS). While a comprehensive
discussion of all 24 beneficiaries was not feasible, the
role of individual beneficiary countries as sources of
and destinations for this trade is also covered. Most
of these long-term trends are analyzed over the period
1980-97,3 which includes the entire period that

1 For a list of these countries, see chapter 1, footnote
4.

2U.S. imports under CBERA accounted for 6.7
percent of total imports from the region in 1984 and 19.0
percent in 1997.

3 The replacement of the former Tariff Schedules of
the United States (TSUS) with the current HTS
nomenclature in 1989 presented problems of comparability
for the less aggregated data and voluminous changes in
product classification. Therefore, some discussions are
based on a shorter time frame than 1980-97. Also, for
similar reasons, the section addressing textiles and apparel
trade relies on the Standard International Trade
Classification (SITC) system.

CBERA has been in effect (1984-97). The
discussion of leading import and export items (by
8-digit HTS item) focuses on 1997.

The United States extended CBERA preferences
at a time when the Caribbean region suffered from a
deterioration in its terms of trade, resulting
particularly from plummeting petroleum prices on
world markets. The oil glut of the early 1980s*
depressed the prices of refined petroleum products
from the Caribbean, and also  reduced
petroleum-related operations in Caribbean countries
between 1984 and 1989. Because petroleum products,
which are not eligible for CBERA tariff preferences,
accounted for such an important portion of total U.S.
imports from the region in those years, declines in the
value of such U.S. imports preceding CBERA’s
implementation and during the first few years of the
program significantly affected the long-term trends in
the growth and composition of overall U.S. imports
examined in this chapter.

Two-Way Trade

During the period 1980-86, the United States had
a collective trade deficit with the countries presently
receiving CBERA preferences (CBERA countries).
However in 1987, the decline of petroleum-related
U.S. imports from CBERA countries made the
balance shift in favor of the United States, which has
maintained a trade surplus with the region to date. In
1997, the U.S. surplus with CBERA countries
amounted to $1.2 billion’ (table 2-1 and figure 2-1).

The CBERA countries’ share of the U.S. market
has declined since CBERA entered into effect. In
1980, CBERA countries accounted for 4.2 percent of
overall U.S. imports. This share dropped to

4 World prices for crude petroleum decreased from
$35 per barrel in 1980 and 1981 to $13 per barrel in
1988.

3 For provisions of the original CBERA, subsequent
provisions pertaining to CBERA, and statistical
information for 1984-93, see U.S. International Trade
Commission, Impact of the Caribbean Basin Economic
Recovery Act on U.S. Industries and Consumers: The
First Ten Years of CBERA, Ninth Report 1993, USITC
publication 2813, Sept. 1994. s



Table 2-1
U.S. trade with CBERA countries, 1980-97

Share of U.S. Share of U.S.

exports to the imports from U.S. trade

Year U.S. exports! world U.S. imports2 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 -1,797.2
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 -145
1987 ........... 6,731.2 2.8 6,099.1 15 632.1
1988........... 7,427.8 24 6,062.2 14 1,365.7
1989........... 8,786.6 25 6,895.8 15 1,890.8
1990........... 9,307.1 25 7,525.2 1.5 1,781.9
1991 ........... 9,885.5 25 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

" Domestic exports, f.a.s. basis.
2 Imports for consumption, customs value.

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

27 percent by 1984—the first year of
CBERA—then sank to 1.4 percent in 1988, rising
slowly to 1.9 percent by 1997. These trends again
reflect the decline of petroleum-related imports from

CBERA countries, which  was eventually
counterbalanced by  imports resulting  from
U.S.-Caribbean  production sharing® in  the

textile/apparel and other sectors, and those resulting
from unilateral GSP and CBERA preferences
extended to these countries.

At the same time, U.S. exports to CBERA
countries kept up with the expansion of U.S. exports
to the world. In 1980, 2.7 percent of overall U.S.
exports went to the region. While the Caribbean

6 “Production sharing” encompasses a number of
activities whereby certain aspects of production of an
article take place in different countries. It is a term
originally coined by Dr. Peter Drucker. See Peter F.
Drucker, “The Rise in Production Sharing,” The Wall
Street Journal, Mar. 15, 1977, sec. 1, p. D-1. One of the
primary incentives to use production sharing is to improve
the price competitiveness of products by shifting certain
labor-intensive assembly operations to low-labor-cost
countries.

market as a share of overall U.S. exports dipped in
some years below the levels attained in 1982-1987,
CBERA countries received 2.8 percent of total U.S.
exports in 1997.

The Caribbean region is the second leading
supplier (Mexico is first) of U.S. imports of all
products under production-sharing provisions (PSP) of
HTS chapter 98, and the leading supplier of apparel
under these provisions.” Production  sharing
operations played a major role in boosting U.S.
imports from Caribbean countries; by the same token,
Caribbean demand for U.S. inputs into shared
products, and for the machinery and equipment
required to assemble and test these articles, boosted

T USITC, Production Sharing: Use of U.S.
Components and Materials in Foreign Assembly
Operations, 1993-96, USITC publication 1997, Dec. 1997,
pp- 2-10. Although apparel dominates U.S.
production-sharing trade with the Caribbean Basin, a
growing number of U.S. producers of electronic
subassemblies and disposable medical goods (such as
respiratory equipment and surgical supplies) are using
assembly plants in the Caribbean Basin (especially the
Dominican Republic and Costa Rica) to reduce their
production costs.



Figure 2-1

U.S. trade with CBERA countries, 1980, 1984, 1988, 1992, and 1995-97

Million dollars
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1980 1984 1988 1992 1995 1996 1997
ltems 1980 1984 1988 1992 1995 1996 1997
U.S. exports 5,930.2 6,111.3 | 7,427.8 |10,901.7 | 14,8703 | 15,374.7 | 17.807.9
U.S. imports 10,1939 | 8,781.7 | 6,062.2 | 9,425.6 | 12,550.1 | 14,544.8 | 16,572.4
U.S. trade balance | -4,263.8 | -2670.4 | 13657 | 14761 | 23202 8299 | 12354

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

U.S. exports to these countries. Production sharing
thus had a significant impact on the level and
composition of U.S. trade with CBERA countries in
both directions.®

Total U.S. imports from CBERA countries
(including both the portions affected by and
unaffected by CBERA preferences) in 1997, valued at
$16.6 billion, established the CBERA community as
the 13th largest supplier of the U.S. market—ahead of
such national suppliers as Malaysia, but behind
Venezuela. Meanwhile, as a destination for $17.8
billion of U.S. exports, CBERA countries collectively
ranked ninth as an export market for the United

8 Some importers declare eligibility under CBERA
and HTS chapter 98 simultaneously, with the articles
being duty free under CBERA and the U.S. content of
these articles being exempt from the customs merchandise
processing fee under HTS chapter 98.

States, ahead of such national markets as the
Netherlands, but behind Singapore.

Overview of Total Imports

During 1980-97, total U.S. imports from the
countries that are currently designated as CBERA
beneficiaries increased at an annual average rate of
2.9 percent. Imports amounted to $10.2 billion in
1980, but declined to $6.1 billion by 1987 and 1988,
the third and fourth years after CBERA entered into
effect. Thereafter, total U.S. imports from CBERA
countries rose each year. The Caribbean share of
overall U.S. imports also began to rise in 1989, after
bottoming out at 1.4 percent in 1988.

Product Composition

The decline and subsequent rise of U.S. imports
from CBERA countries was accompanied by m%ior

7



changes in the composition of this trade flow. Table
2-2 and figure 2-2 show the changes in major product
categories of total U.S. imports from CBERA
countries during 1984-97. Figure 2-3 illustrates the
replacement of mineral fuel imports with apparel as
the dominant category. In 1984, U.S. imports under
HTS chapter 27 (petroleum products) 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; by 1992 to 15.6 percent;
and by 1997 to 8.2 percent of the total. Notably, the
decline in the value of petroleum-related imports was
primarily attributable to prices; the volume of U.S.
imports between 1984 and 1997 dropped only a few
percentage points.

Petroleum-based U.S. imports from CBERA
countries consist primarily of gasoline and fuel oils.
In 1997, less than one percent of total U.S. imports of
refined petroleum came from CBERA countries,
among which only Trinidad and Tobago has currently
economically recoverable reserves of crude petroleum
as well as petroleum refineries. Imported petroleum
products from the Netherlands Antilles are, in fact,
transshipments.  Trinidad and Tobago and The
Bahamas also have small blending operations.

In contrast to petroleum products, goods of HTS
chapters 62 (apparel not knitted) and 61 (knitted
apparel) together constituted only 5.3 percent of all
U.S. imports from CBERA countries in 1984, but that
share grew to 23.2 percent by 1988, 33.9 percent by
1992, and 45.8 percent of the total by 1997.9 As a
group, CBERA countries are presently the second
largest U.S. source of apparel products. These rapidly
growing apparel imports from the region also reflect
the increasing use of production sharing by U.S.
companies with Caribbean facilities—a program
intended to raise U.S. competitiveness in response to
intensified global competition.

Table 2-2 and figures 2-2 and 2-3 show other,
smaller changes in the composition of U.S. imports
from the region during the period 1984-1997. All
major import categories other than petroleum and
apparel—edible fruits, coffee, electrical machinery,
fish, sugar and sugar confectionary, tob<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>