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ABSTRACT

The submission of this study to the Congress and to the President continues the
reporting by the U.S. International Trade Commission (Commission) on the impact of
the Caribbean Basin Economic Recovery Act (CBERA) on U.S. industries and

consumers.

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

The preferences under the CBERA program were enhanced by the United
States-Caribbean Trade Preference Act(CBTPA), passed in May 2000. This legislation
altered the frequency of the USITC report, and also elaborated on the Commission’s
reporting requirement under the statute. Under the CBTPA, the Commission is to submit
reports on CBERA biennially in odd-numbered years. The CBTPA mandates that in all
future reports under the statute, the Commission report the impact of the CBERA
program on the economy of the beneficiary countries. This seventeenth report is the
third report to be submitted under the new law.

The current study fulfills the Commission’s reporting requirement under the statute for
calendar year 2004. The overall effect of CBERA-exclusive imports on the U.S.
economy and consumers continued to be negligible in 2004. Based on the upper
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. industries supplying inputs to CBERA country apparel producers benefit from the
CBTPA enhancements. U.S. imports of the 20 leading CBERA-exclusive items all
produced net welfare gains for U.S. consumers in 2004. The probable future effect of
CBERA 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 response to increases in global demand and global prices, there was a significant
increase in foreign direct investment in oil, gas, and petrochemicals production in
Trinidad and Tobago. Investment activity in the textiles and apparel sector continued,
but a number of apparel operations in the region closed or relocated to lower cost
countries in the face of global competition.

The impact of the CBERA program on beneficiary countries is small, but positive, and
has been enhanced by the CBTPA. The recently completed U.S. free trade agreement
with the Dominican Republic and five Central American countries, all of whom are



CBERA beneficiaries, has shifted the focus from the unilateral preference program to
the potential for increased benefits under a new trading arrangement.

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 of the Caribbean Basin Economic Recovery Act (CBERA)
on the United States with particular emphasis on calendar year 2004. Section 215 of
CBERA requires the U.S. International Trade Commission (Commission or USITC) to
prepare a biennial report assessing both the actual and the probable future effects of
CBERA on the U.S. economy generally, on U.S. industries, and on U.S. consumers. The
section was amended by the Caribbean Basin Trade Partnership Act (CBTPA), which
instructed the Commission also to report on the impact of the overall preference
program on the economy of the beneficiary countries.

The Commission used partial-equilibrium analysis to estimate the impact of CBERA on
the United States economy. The probable future effect of CBERA on the United States
was evaluated by an examination of export-oriented investment in the beneficiary
countries. Data and information sources for the report included the U.S. Department of
Commerce, U.S. embassies that responded to the Commission’s biennial Caribbean
Basin investment survey in June 2005, various sources published by U.S. and
international organizations, and submissions from interested parties.

CBERA entered into effect on January 1, 1984, and became permanent as of August
20, 1990. It eliminates or 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 almost all of the tariff categories covered by the U.S.
Generalized System of Preferences (GSP). However, CBERA differs from GSP in that
its benefits apply to additional tariff categories, its product-qualifying rules are more
liberal, and it is not subject to periodic renewal.

CBTPA, which amended CBERA, was enacted in May 2000 and implemented in
October 2000, making 2001 the first full calendar year that CBTPA was in effect. A
number of products became eligible for preferential duty treatment under CBERA for
the first time with the implementation of CBTPA, most notably apparel made from U.S.
inputs and petroleum and petroleum products. Apparel and petroleum categories
dominated total U.S. imports from CBERA beneficiary countries for a number of years
before CBTPA was enacted, but now also dominate imports under the broadened
CBERA preference program. For example, in 2004, imports of products in these
categories accounted for 49 percent of the value of total U.S. imports from CBERA
countries while they accounted for 72 percent of the value of U.S. imports under CBERA
preferences, including preferences introduced by CBTPA.

President Bush signed implementing legislation for the Dominican Republic-Central
America-United States Free Trade Agreement (CAFTA-DR) on August 2, 2005. When
the FTA enters into force, the Dominican Republic and five Central American
countries—Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua-will no



longer be designated beneficiary countries under CBERA and CBTPA. In 2004, the
CAFTA-DR countries supplied 79.0 percent of U.S. imports under CBERA. In the same

year, Trinidad and Tobago, Haiti, and Jamaica supplied 89.6 percent of U.S. imports
under CBERA from non-CAFTA-DR countries.

Impact of CBERA on the United States in 2004

* Theoverall effect of CBERA-exclusive imports (imports that could receive tariff
preferences only under CBERA provisions) on the U.S. economy and on
consumers continued to be negligible in 2004. In 2004, the value of all U.S.
imports under CBERA preferences was less than 0.10 percent of U.S. gross
domestic product. The value of total U.S. imports from CBERA countries was
1.9 percent of total U.S. imports.

*  Ofthe $10.9billionin U.S. imports that entered under CBERA in 2004, imports
amounting to $8.3 billion could not have received tariff preferences under
any other program. The five leading items benefiting exclusively from CBERA
in 2004 were knitted cotton t-shirts, light crude oil, knitted cotton tops, men’s or
boys’ woven cotton trousers and shorts, and methanol from Trinidad and
Tobago.

¢ Knitted cotton t-shirts provided the largest gain in consumer surplus ($136.3
million to $145.0 million) resulting exclusively from CBERA tariff preferences
in 2004. Men’s or boys’ woven cotton trousers and shorts provided the
second-largest gain in consumer surplus ($96.1 million to $104.8 million). Al
U.S. imports of the 20 leading CBERA-exclusive items produced net welfare
gains for U.S. consumers in 2004. Knitted cottont-shirts yielded the largest net
gain, valued at $11.0 million to $18.1 million, followed by men’s or boys’
woven cotton trousers and shorts and fuel-grade ethanol.

*  NoU.S.industries were identified as potentially experiencing displacement of
more than 5 percent of the value of U.S. production. The U.S. industry
producing knitted manmade fiber t-shirts was the only U.S. industry to
experience a net increase in production as a result of CBERA preferences. The
net increase stemmed from cut apparel parts supplied by U.S. producers to
CBERA producers. The U.S. textile industry maintained a heavy and growing
presence in supplying yarn and fabric to the CBERA region.

*  According to the U.N. Economic Commission for Latin America and the
Caribbean, worldwide foreign direct investment (FDI) in the Latin
America/Caribbean region totaled $56.5 billion in 2004, a 9.8 percent
increase from $51.4 billion in 2002. The leading FDI recipients among CBERA
beneficiaries in 2004 were Trinidad and Tobago, Jamaica, Costa Rica,
Panama, and the Dominican Republic.

¢ Basedon recent FDI trends, the probable future effect of CBERA on the United
States is expected to be minimal in most economic sectors. The Commission



identified new FDI during 2004 to increase production and export capacity in
the oil, gas, and petrochemicals sectors of Trinidad and Tobago, and the
fuel-grade ethanol sector of Jamaica. Crude petroleum oils and methanol,
respectively, ranked as the second and the fourth leading U.S. imports under
CBERA from Trinidad and Tobago in 2004. Fuel-grade ethanol was the
leading U.S. import under CBERA from Jamaica in 2004.

* Despite the pressure of increasing international competition from lower-cost
producers, some CBERA countries reported new FDI in the textile and apparel
sector during 2004. Increased FDI in Guatemala’s highly competitive textile
and apparel sector was reported during 2004. New apparel assembly FDI
also was reported in Guyana and Honduras. Higher cost countries like Costa
Rica reported declining investment and production in apparel assembly
operations during 2004. Apparel plant closings also were reported in the
Dominican Republic and El Salvador.

* To take full advantage of the trade preferences granted by CBTPA and to
compete more effectively in the face of greater competition following the
complete elimination of textile and apparel quotas on January 1, 2005,
suppliers in the CBERA countries have focused on implementing numerous
competitive strategies. These have included expanding full package
programs, concentrating efforts on integrating the supply chain for greater
“speed to market,” attracting more investment to upgrade manufacturing
equipment and expand textile production facilities, producing higher
value-added, innovative products, and enhancing production flexibility.

* The expansion of duty-free access provisions for footwear granted by the
Miscellaneous Trade and Technical Corrections Act of 2004, which went into
effect on December 3, 2004, has revitalized interest in sourcing footwear
from the CBERA countries thereby prompting an expansion of footwear
production in U.S.-owned facilities in the Dominican Republic and boosting
production contracts with Dominican-owned firms.

Impact of CBERA on Beneficiary Countries

* CBERA has played a key role in the growth and diversification of the Costa
Rican economy, and was particularly important to the development of Costa
Rica’s apparel maquila sector. Despite CBERA trade benefits, Costa Rica’s
leading manufactured exports to the United States in recent years—electronics
goods and medical appliances—enter the United States NTR duty free and do
not benefit under CBERA.

*  CBERA benefits are important to Nicaragua’s ability to maintain a viable
export sector. Seven of Nicaragua's top 10 exports to the United States are
eligible for CBERA trade benefits. CBERA remains an important growth
stimulus for Nicaragua’s FTZ-based maquila operations—the most dynamic
component of Nicaragua’s nascent industrial sector.

xi



e Two recent studies in the available economic literature that evaluated the
effects of preferential trade agreements on the economies of the countries of
the Caribbean Basin region both generally find that CBERA has had a smaill
positive effect on exports of the CBERA beneficiaries with respect to the
production-sharing apparel sector.

Trade-related Activities

* Total U.S. imports from CBERA beneficiary countries were $27.6 billion in
2004, of which $10.9 billion entered under CBERA preferences. The value of
U.S. imports under CBERA preferences increased 4.9 percent in 2004. In
contrast, fotal imports from CBERA countries (all goods, regardless of duty
treatment) increased 12.5 percent in 2004, while total U.S. imports from all
countries increased 16.8 percent during the same period. CBERA countries

combined constituted the 12" largest U.S. supplier during 2004-ahead of
Ireland but behind Italy.

* Theleading U.S. categories of total imports from CBERA beneficiary countries
continued to be dominated by articles of apparel and mineral fuels in 2004.
Other leading U.S. categories included electrical machinery, edible fruits,
and inorganic chemicals. Four countries-Trinidad and Tobago, the
Dominican Republic, Honduras, and Costa Rica-supplied 62.8 percent of
these imports in 2004.

e The US. trade deficit with CBERA couniries was $4.6 billion in
2004-equivalent to about 0.5 percent of the total U.S. trade deficit. This
amount is twice the 2003 deficit of $2.3 billion and substantially larger than
the $0.6 billion deficit of 2002. These U.S. deficits are mostly due to
increasingly larger import values of energy and related chemical products
and to relatively slow growth in U.S. exports to CBERA countries.

* Knitted and non-knitted (mostly woven) apparel became the two leading U.S.
import categories under CBERA preferences in 2001 and have remained so
ever since. Imports of knitted apparel under CBERA increased 6.4 percent in
2004 to $4.1 billion. However, imports of non-knitted apparel under CBERA
decreased by 3.4 percent in 2004 to $2.4 billion. Four countries supplied
86.5 percent of apparel imports under CBERA in 2004: Honduras, the
Dominican Republic, El Salvador, and Guatemala.

o Of the 20 leading import items entering under CBERA in 2004, 12 were
apparel items. The largest apparel imports under CBERA included knitted
cotton t-shirts, knitted cotton tops, men’s or boys’ woven cotton trousers and
shorts, men’s or boy’s knitted cotton underpants, brassieres, men’s or boys’
woven manmade fiber trousers and shorts, women’s or girls’ woven cotton
trousers and shorts, and knitted manmade fiber tops. Other large import items
under CBERA, classified by 8-digit HTS number, included crude oil, methanol,

il



higher priced cigars, fuel oil, precious metal jewelry, raw cane sugar, and
naphthas.

CBTPA provisions have resulted in an ongoing shift in the mix between U.S.
exports of textiles and apparel to CBERA countries. CBTPA preferences allow
more of the production process in the fransformation of textiles into apparel to
be located in the Caribbean. Cut apparel parts are generally classified in
apparel categories, andthe guaranteed access program required these parts
to be cut in the United States to qualify for the preferences in most instances.
However, CBTPA allows CBERA countries to cut their own parts as long as the
fabric used is made in the United States. Since CBTPA was implemented, the
United States has exported significantly more textiles (a 7.8 percent increase
in 2003 and a 13.7 percent increase in 2004 from the previous years) to
CBERA countries, and significantly less apparel (a 10.3 percent decrease in
2003 and a 16.2 percent decrease in 2004 from the previous years). Despite
the shift toward exporting more uncut fabric to CBERA countries and less
precutgarment pieces, the total value of U.S. exports of textiles and apparel to
CBERA countries increased only slightly during 2004.

The value of U.S. exports to CBERA countries increased more slowly in 2004
(3.7 percent) than total U.S. exports (11.6 percent). U.S. exports o the region
measured $23.0 billion in 2004. As in recent years, the Dominican Republic,
Costa Rica, Honduras, Guatemala, and El Salvador remain the principal
Caribbean markets for the United States, collectively responsible for 62.7
percent of all U.S. exports to CBERA countries in 2004.

Section 211 of the CBTPA legislation extended preferential treatment to certain
“import sensitive articles” equivalent to that received by Mexico under the
North American Free Trade Agreement, including imports of petroleum and
petroleum products (HTS headings 2709 and 2710). Total imports of crude oil
(HTS heading 2709) increased 22.3 percent in 2003 and 11.7 percent in
2004; while such imports under CBERA increased 22.7 percent in 2003 and
8.1 percent in 2004. Total imports of petroleum products (HTS heading 2710)
increased 23.5 percent in 2003 and 42.4 percent in 2004; such imports
under CBERA increased 40.2 percent in 2004 after falling 5.6 percent in
2003. The increase in the value of these imports can be traced to increases in
energy prices and new production capacity in CBERA countries.

xiii






CHAPTER 1
Introduction

The Caribbean Basin Economic Recovery Act (CBERA)! was implemented in 1984 as
part of the Caribbean Basin Initiative (CBI) to encourage economic growth and
development in the Caribbean Basin countries by promoting increased production and
exports of nontraditional products.2 CBERA authorizes the President to proclaim
preferential rates of duty on many products entering the United States from the region.
The Commission has been reporting the impact of CBERA preferences on the U.S.
economy since 1986.

This report fulfills a statutory mandate under CBERA that the U.S. Infernational Trade
Commission (USITC or the Commission) report biennially on the economic impact of
CBERA on U.S. industries, consumers, the U.S. economy in general, and the economy
of the beneficiary countries.3 This report is the 17t in the series and focuses mainly on
calendar year 2004. This is the second report with full-year coverage under CBERA as
amended by the Caribbean Basin Trade Partnership Act (CBTPA). The provisions of
CBTPA entered info effect on October 2, 2000. Throughout this report, the term
“CBERA” will refer o CBERA as amended by CBTPA and the Trade Act of 2002. For
purposes of identifying CBERA as it existed before CBTPA, the term “original CBERA”
will be used. Table 1-1 summarizes the major provisions of CBERA.

Organization of the Report

Chapter 1 provides a summary of the CBERA program, including amendments to
original CBERA by CBTPA and the Trade Act of 2002, and describes the analytical
approach used in the report. Chapter 2 analyzes U.S. trade with CBERA beneficiaries
through 2004. Chapter 3 addresses the estimated effects of CBERA in 2004 onthe U.S.
economy generally, as well as on U.S. industries and consumers. Chapter 3 also
examines the probable future effects of CBERA. Chapter 4contains a brief review of
economic literature on the impact of CBERA on beneficiary countries and economic
profiles of Costa Rica and Nicaragua.

1 CBERA was enacted Aug. 5,1983, as Public Law 98-67, title II; 97 Stat. 384, 19 U.S.C. 2701 et seq.
and became effective Jan. 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. Major amendments were
made to CBERA by Public Law 106-200, the Caribbean Basin Trade Partnership Act. Further
modifications were made by Public Law 107-210, the Trade Act of 2002. CBERA beneficiary countries are
listed in table 1-1. ’

2 The principal components of CBI were CBERA and a program of preferential access for certain
apparel assembled in the region, described below and in the textiles and apparel section of chapter 2.

3The reporting requirement is set forth in section 215(a) of CBERA (19 U.S.C. 2704(a)).
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Table 1-1
Summary of CBERA preferential provisions, year-end 2004

Inception ................... Enacted 8/5/83 - CBERA
Expanded 8/20/90 - CBEREA!
Enhanced 5/18/00 - CBTPAZ
Modified 8/6/02 - Trade Act of 20023

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

Exclusions under original CBERA#  Most textiles/apparel, leather, canned tuna, petroleum and derivatives,
certain footwear, certain watches/parts; over-TRQ-trigger agricultural
goods

Duration ..............o.... Originally 12 years, until 9/30/95
CBEREA: indefinite
CBTPA: until 9/30/08°

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 provisions) ...  Approximately 5,726 8-digit tariff lines

Value of imports under the
program (million dollars) . . . .. $10,937

Significance in terms of U.S. trade:

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

Share of imports from
beneficiaries that receive
program preferences .... 39.7%

1 Caribbean Basin Economic Recovery Expansion Act of 1990.

2 Caribbean Basin Trade Partnership Act, fitle Il of the Trade and Development Act of 2000, effective October
2000. The measure gives certain preferential treatment to goods originally excluded from the CBERA’s benefits by law.

3 Section 3107 of the Trade Act of 2002.

4 The CBTPA provides for the application of Mexico’s NAFTA rates, where goods from CBTPA countries meet NAF-
TA rule-of-origin criteria, for most goods excluded from CBERA except for the agricultural and textile/apparel prod-
ucts. Certain apparel and textile luggage made from U.S. inputs are eligible for duty-free and quota-free entry (see
subchapter XX (20) of chapter 98 of the Harmonized Tariff Schedule. No other CBTPA benefits apply to excluded agri-
cultural and textile/apparel products (that is, NAFTA parity is not accorded)).

5 The CBTPA benefits expire on either Sept. 30, 2008, or the date on which the Free Trade Area of the Americas or
comparable agreement enters into force, whichever is earlier. When CAFTA-DR enters into effect, Costa Rica, the Do-
minican Republic, El Salvador, Guatemala, Honduras, and Nicaragua will no longer be CBTPA or CBERA beneficiary
countries.

6 Asterisk (*) indicates beneficiary countries under the CBTPA.

Source: Commission compilation.
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Appendix A reproduces the Federal Register notice by which the Commission solicited
public comment on the CBERA program, and appendix B contains a summary of
responses received. Appendix C explains the economic model used to derive certain of
the findings presented in chapter 3. Appendix D includes tabular presentations of the
data underlying some of the analysis of rade trends in chapter 2. Appendix E contains
a listing of leading U.S. imports benefiting exclusively from CBERA in 2003.

Summary of the CBERA Program

CBERA authorizes the President to grant certain 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 general rates of duty column
accorded to countries having normal trade relations (NTR) and generally known as
NTR rates of duty.* CBERA was initially given statutory effect through September 30,
1995. The Caribbean Basin Economic Recovery Expansion Act (CBEREA) of 1990°
repealed thattermination date, made the program permanent, and expanded CBERA
benefits in several respects.® In May 2000, the United States-Caribbean Basin Trade
Partnership Act (CBTPA) further expanded the CBERA program and extended trade
preferences totextiles and apparel from the region.” In August 2002, the Trade Act of
20028 amended CBERA to clarify and modify several CBTPA provisions.

In September 1995, the United States requested that the World Trade Organization
(WTQ) renew a prior waiver of U.S. obligations under Article | of the General
Agreement on Tariffs and Trade (GATT) (nondiscriminatory treatment) to allow
continuation of CBERA tariff preferences; that request was granted on November 15,
1995, and the waiver is effective through December 31, 2005.7 The WTO waiver is
necessary 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, frade
benefits, and qualifying rules, and the relationship between CBERA and the U.S.
Generalized System of Preferences (GSP) program. A description of the provisions of
CBERA added by CBTPA concludes this chapter.

4 This is nondiscriminatory tariff freatment, which is commonly and historically called
“most-favored-nation” (MFN) status in trade circles and is called NTR status in the United States.

5 The Caribbean Basin Economic Recovery Expansion Act of 1990 was signed into law on Aug. 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).

6 Among other things, the 1990 act provided duty reductions for certain products previously
excluded from such treatment. For a <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>