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Executive Summary

This staff research study updates the available information on U.S.
imports for consumption under items 806.30 and 807.00 of the Special
Classification Provisions in Schedule 8 of the Tariff Schedules of the United
States (TSUS), presenting import totals for 1966-78 and specific commodity
data for 1975-78. ‘

Under the proper conditions, TSUS items 806.30 and 807.00 provide for the
duty-free treatment of the value of U.S. materials or parts sent abroad for
processing or assembly and returned as parts of articles. The provisions are
probably most commonly utilized by U.S producers to realize cost savings by
use of low-cost labor abroad (e.g., in producing some electronic items) and by
producers abroad who find it advisable to use certain U.S. parts in their
largely foreign-made product (e.g. motor vehicles).

In 1966-78, the value of imports under items 806.30 and 807.00 combined
rose from less than $1 billion to $9.7 billion (or to about $4.9 billion in
constant dollars); it represented 3.8 percent of total U.S. imports in 1966
and grew to 5.6 percent of the total in 1978, as shown below.

Total items ° Total U.S.

Item Item

ee oo oo
e o0 oo

Item . 806.30 and | imports for
: 806.30 . 807.00 : 807.00 . consumption
1966: : : : :
Value=~==-~ Millions of : : : :
dollars--: 63.2 : 889.8 : 953.0 : 25,366.6
Percent of total U.S. : : : :
imports : 0.3 : 3.5 : 3.8 : 100.0
1978: : : : :
Value~—--- Millions of : : : :
dollars--: 398.1 : 9,337.2 : 9,735.3 : 172,952.2
Percent of total U.S. : : : :
imports=—-==mm————————; 0.2 : 5.4 3 5.6 100.0

Although the greater share of combined items 806.30 and 807.00 imports in
1966-78 initially had been from developed countries, the trend was toward
increasing use of less-developed countries (LDC's); in 1977 and 1978, however,
there was a slight downturn in such imports from the LDC's, apparently caused
by a switch to the use of provisions of the Generalized System of Preferences
(GSP) instead of items 806.30 and 807.00.

The duty-free value of imports under items 806.30 and 807.00 combined in
1966 was $147.5 million, or 15 percent of the total value of items 806.30 and
807.00 imports in that year. By 1978, the duty-free value of combined 806.30
and 807.00 imports totaled $2.6 billion, or 27 percent of the total value of

il
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such imports in that year. Imports from LDC's accounted for most of the
duty-free value of combined item 806.30 and 807.00 imports; such imports from

LDC's in 1978 amounted to $2.1 billion, or 81 percent of the total duty-free
value,

Metal products have been the most prominent imports under item 807.00,
with motor vehicles alone amounting to $3.3 billion in 1978, and accounting
for about 36 percent of the average annual value of such imports in 1975-78;
imports of semiconductors and parts, television receivers and apparatus and
parts, and office machines and parts were also significant. Of increasing
importance in 1975-78 were imports of watches and clocks and textile garments.

The most prominent sources of item 807.00 imports in 1978 were West
Germany, Mexico, Japan, and Canada. Such imports from West Germany, valued at
$2.1 billion, consisted almost entirely (97 percent) of motor vehicles.
Imports from Japan, valued at $1.4 billion, were also largely of motor
vehicles (68 percent), as well as motor-vehicle parts, motorcycles, and
off-the-highway-type work vehicles (17 percent). Imports under item 807.00
from Mexico and Canada were diverse. Television apparatus and parts were most
prominent among such exports from Mexico , which also notably included other
electronic and electrical products, transportation machinery and equipment,
and wearing apparel. Prominent item 807.00 imports from Canada were office
machines and parts, internal combustion engines, television receivers, and
various types of vehicles, industrial machinery, and electrical products.

Semiconductors and parts have been by far the principal articles imported
under item 806.30, accounting for 38 percent of such imports in 1978, valued

at $149.4 million. Imports of parts of aircraft, iron or steel mill products,
and aluminum mill products were also significant.

Canada, Malaysia, Mexico, and West Germany were the chief sources of item
806.30 imports in 1978. Imports from Canada were diverse, but steel and other
metal mill products, and parts of aircraft, were predominant. Semiconductors,
including parts, constituted almost all imports from Malaysia under item
806.30 in 1978. Electronic and electrical articles and vehicle parts composed
most imports from Mexico, with semiconductors and parts of automobile wheels
being very prominent. West Germany supplied principally metal mill products.

v



Introduction

The purpose of this staff research study on imports under items 806.30
and 807.00 of the special provisions of the Tariff Schedules of the United
States (TSUS) is to statistically update previous studies by the Commission, 1/
briefly analyze the statistical data readily available, and note trends in
such imports. This report is not intended to be a comprehensive fact-finding
investigatory study, but rather a presentation and elucidation of official
statistics currently available. The previous Commission reports discussed
import data on items 806.30 and 807.00 from 1966 through 1976. In this
report, statistics are presented for total imports under items 806.30 and
807.00 for the years 1966-78, and for imports under items 806.30 and 807.00 by
principal commodity groups for. the years 1975-78. The country sources of the
imports are also discussed for the years 1975-78.

1/ Previous studies by the U.S. International Trade Commission include TC
Publication 339, entitled Economic Factors Affecting the Use of Items 807.00
and 806.30 of the Tariff Schedules of the United States and published in 1970,
and two unpublished reports, both entitled Background Materials on Articles
Assembled and Fabricated Abroad, Items 806.30 and 807.00 of the Tariff

Schedules of the United States, dated Mar. 22, 1976, and July 9, 1976,
respectively.




Explanation and Background of Special Provisions
Items 806.30 and 807.00

Items 806.30 and 807.00 are provided for in schedule 8, part 1,
B, of the TSUS. Pursuant to the provisions of item 806.30, articles
(except precious metal) that have been manufactured, or subjected to
of manufacture, in the United States and exported for processing and
the United States for further processing are subject to duty only on

subpart
of metal
a process
return to
the value

of the foreign processing. Under item 807.00, imported articles assembled in
foreign countries with components that have been manufactured in the United
States are subject to duty upon the full value of the imported product less
the value of the U.S.-fabricated components contained therein. No further
processing in the United States is required for articles imported under item

807.00. The provisions of the respective items are shown below.

Schedule 8-Special Classification Provisions
Part l-Articles Exported and Returned

Subpart B headnotes:
1. This subpart shall not apply to any article

exported—-

(a) from continuous customs custody with remission,
abatement, or refund of duty;

(b) with benefit of drawback;

(c) to comply with any law of the United States or
regulation of any Federal agency requiring exportation; or

(d) after manufacture or production in the United
States under item 864.05 of this schedule.

2. Articles repaired, altered, processed, or otherwise
changed in condition abroad.--The following provisions
apply only to items 806.20 and 806.30:

(a) The value of repairs, alterations, processing,
or other change in condition outside the United States
shall be--

(i) the cost to the importer of such
change; or
(ii) if no charge is made, the value

of such change,
as set out in the invoice and entry papers; except that,
if the appraiser concludes that the amount so set out does
not represent a reasonable cost or value, then the value
of the change shall be determined in accordance with
section 402 or 402a of this Act.

(b) No appraisement of the imported article in its
changed condition shall be required unless necessary to a
determination of the rate or rates of duty applicable to
such article.



(c) The duty upon the value of the change in
condition shall be at the rate which would apply to the
article itself, as an entirety without constructive
separation of its components, in its condition as imported
if it were not within the purview of this subpart. If the
article, as returned to the United States, is subject to a
specific or compound rate of duty, such rate shall be
converted to the ad valorem rate which when applied to the
full value of such article determined in accordance with
section 402 or 402a of this Act would provide the same
amount of duties as the specific or compound rate. In
order to compute the duties due, the ad valorem rate so
obtained shall be applied to the value of the change in
condition made outside the United States.

3. Articles assembled abroad with components produced
in the United States.--The following provisions apply only
to item 807.00:

(a) The value of the products of the
United States assembled into the imported
article shall be--

(i) the cost of such products at the
time of the last purchase; or
(ii) if no charge is made, the value of
such products at the time of the
shipment for exportation,
as set out in the invoice and entry papers; except that, if
the appraiser concludes that the amount so set out does
not represent a reasonable cost or value, then the value
of such products shall be determined in accordance with
section 402 or 402a of this Act.

(b) The duty on the imported article shall be at
the rate which would apply to the imported article itself,
- as an entirety without constructive separation of its
components, in its condition as imported if it were not
within the purview of this subpart. If the imported
article is subject to a specific or compound rate of duty,
the total duties shall be reduced in such proportion as
the cost or value of such products of the United States
bears to the full value of the imported article.

4. No imported article shall be accorded partial
exemption from duty under more than one item in this
subpart.



% * * % * * *
Item Articles

Articles returned to the United States after having
been exported to be advanced in value or improved

in condition by any process of manufacture or other
means:

* * * * *

.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.

806.30 Any article of metal (except precious metal)

manufactured in the United States or subjected
to a process of manufacture in the United
States, if exported for further processing,

and if the exported article as processed out-
side the United States, or the article which
results from the processing outside the United
States, is returned to the United States for
further processing..eecescceececsocecessssonsnse

* * * % *

807.00 : Articles assembled abroad in whole or in part of fab-
ricated components, the product of the United
States, which (a) were exported in condition ready
for assembly without further fabrication, (b) have
not lost their physical identity in such articles
by change in form, shape, or otherwise, and (c)
have not been advanced in value or improved in
condition abroad except by being assembled and
except by operations incidental to the assembly
process such as cleaning, lubricating, and paint-

lngo.oooooo.ooooloonoooo’ooouutooooo‘ooocoooooooono

ee
ee 6 06 6o 08 S6 9% s G0 Ge 6 6e Se e 06 08 ¢ 0o 00 00 o3 oo o0 s o es os o0 20 e

.
.
.
.
.
3
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
(3
.
.
.
.
.
.
.

A

Rates of duty

A duty upon the
value of such
processing
outside the
United States
(see headnote
2 of this sub-
part)

A duty upon the
full value of
the imported
article, less
the cost or
value of such
products of
the United
States (see
headnote 3 of
this subpart)

As provided in the above headnotes, no imported article may be accorded
partial exemption from duty under more than one of these tariff items. 1/

1/ An article could, however, be exported and returned to the United States
under one item and be subsequently reexported and returned under another if
this were economically feasible and if the form of the article had been
sufficiently changed after its first importation. Thus, for example, a metal
article exported and returned to the United States under item 806.30 for
further processing in such a way as to constitute a new "fabricated" article
as defined under item 807.00 could then be reshipped abroad for assembly and

return under the provisions of the latter item.



Neither may an article benefit from these tariff provisions if it had
previously been exported with remission, abatement, or refund of duty or with
the benefit of drawback, or after manufacture or production in bond under the
provisions of item 864.05.

With respect to entries under item 806.30, the duty, as noted, is
assessed only against the value of processing (value added) outside the United
States. The form of the metal article may be changed in the process so long
as the resultant product imported is returned for further processing. Under
item 807.00, the duty exemption is limited to those fabricated components, the
product of the United States, which have not lost their physical identity by a
change in form, shape, or otherwise, and which have not been advanced in
condition abroad except by their having been assembled.

The rate of duty upon the dutiable portion of the value of the articles
imported under each of these tariff items is the rate which would apply to the
article itself, as an entirety, as if it were not under the purview of
schedule 8. 1/ While most rates of duty in the TSUS are "bound rates" subject
to trade—-agreement concessions, the provisions of items 806.30 and 807.00 are
not. Thus the elimination or amendment of these tariff provisions may be
effected by the Congress without impairment of U.S. trade-agreement
concessions, notwithstanding that the result would be an increase in the
amount of duty collected.

When the applicable rate of duty is a specific or compound rate, the
method of computing duties on item 806.30 entries differs from that used on
item 807.00 entries. With respect to entries under item 806.30, the specific
or compound rate is converted to an ad valorem equivalent which is applied to
the dutiable portion of the article. Under item 807.00, the specific or
compound rate of duty is computed on the entire article, and the total duties
are reduced in such proportion as the cost or value of the products of the
United States bear to the full value of the imported article. For customs
purposes, the value of processing under item 806.30 and the value of U.S.
products for purposes of item 807.00 are based on the invoice costs to the
importer, so long as the Customs Service determines such costs or values to be
reasonable. Otherwise, the value is determined in accordance with section 402
or 402a of the Tariff Act of 1930, as amended. 2/

1/ In this connection it is to be noted that the admission of an article
under either of these tariff items does not relieve it from quantitative
limitations imposed under other provisions of law, such as certain textile
articles covered by the Arrangement Regarding International Trade in Textiles.

2/ Sec. 402 of the Tariff Act of 1930, as amended, provides the basic
methods of valuation, for customs purposes, of merchandise imported into the
United States. It was made effective in 1958 pursuant to the Customs
Simplification Act of 1956 (Public Law 927, 84th Cong.) and is applicable to
most articles imported into the United States. Under sec. 402a of that act,
valuation standards that had previously been in effect are applied to a "final
list" of articles for which the new standards would result in a reduction of 5
percent or more in the appraised value of the merchandise based on imports in
fiscal 1954 (see T.D. 54521). As a result of the multilateral trade
negotiations recently concluded in Geneva, the United States has adopted a new
valuation system which will result in the modification of the valuation 5
methods provided for in sec. 402 and the elimination of sec. 402a.



Legislative history

Item 806.30.--Item 806.30 incorporates in the TSUS, without significant
change, the provisions of paragraph 1615(g) of the Tariff Act of 1930, as
amended by the Customs Simplification Act of 1956. According to its sponsor,
the Honorable Victor A. Knox, the purpose of the provision was to facilitate
the processing of U.S. metal articles in contiguous areas of Canada during
breakdowns or other emergencies at nearby plants in the United States. In

explanation, Mr. Knox stated on the floor of the House of Representatives 1/
that the provision would—-

. . . permit manufacturers to send /metal articles/ into
Canada principally for processing . . . /when/ . . . they
are unable to process that particular metal product within
their own plants. There have been periods of time when
the industry has had breakdowns in the manufacturing plant
and did not have the facilities to continue on with the
work . . . . It has been necessary for industry--I speak
of the Detroit area--to ship to Algoma . . . Canada . . .
metal products in order to have them processed, because
there was no other plant accessible to the manufacturer to
have this particular work done. . . . I believe there is
no possibility that these particular products would ever
be shipped to such countries as Belgium, Spain, Portugal,
and so forth, because of high transportation cost . . . .
Debate on the United States Senate floor regarding the provision
focused on whether it would tend to encourage importations of metal
articles from low-wage countries. However, the Senate Committee on
Finance in reporting favorably on the provision expressed no desire
that its use be limited to imports from contiguous countries. In
its analysis of the provision the Senate report stated:

Section 202 will permit manufacturers of any article of
metal (except precious metal) processed in the United States to
export such articles for further processing and at the time of

reimportation to pay duty on the cost of the processing done in
the foreign country. 2/

The provision has not been amended since it was incorporated in the TSUS.

Item 807.00.--The provisions of item 807.00 were formulated by the U.S.
Tariff Commission, now the U.S. International Trade Commission, as part of its
Tariff Classification Study, which led to the adoption of the TSUS, effective
August 31, 1963 (Public Law 87-456, Presidential Proclamation 3548). Item
807.00 had no direct counterpart in the tariff schedules in effect prior to
August 31, 1963; it was designed to provide a tariff provision in the new

1/ Congressional Record, July 13, 1953, pp. 8850-8859.
2/ Customs Slmpllflcat1on Act of 1954, Committee on Finance, United States

Senate, Report No. 2326 To Accompany H.R. 10009 (83d Cong., 2d sess.,) Aug. 6,
. 1954, p. 5. ,

6



schedules covering an anomalous, but well-established, practice which arose
under paragraph 1615(a) of the Tariff Act of 1930 as a result of a 1954 ruling
of the U.S. Customs Court (CD 1628) reversing an administrative ruling, an
abstract of which was published as T.D. 52191.

Paragraph 1615(a) provided for the duty-free entry of American products
returned to the United States that had not been "advanced 1n value or improved
in condition by any process of manufacture or other means." The Customs
Court, in its 1954 ruling (C.D. 1628), held that the labor expended abroad in
installing an American motor in‘a Canadian—built motorboat did not advance the
value of the American motor or improve it in condition. The court was of the
opinion that the U.S. parts contained in the imported articles would qualify
for duty-free entry if--

. . . by physical examination at the time of importation,
they could be identified in the imported article as the
identical American product exported from the United States
and as not having been changed in any manner other than by

their assembly with other parts into a new or different
article.

If any work, other than assembly with other parts, was performed directly

upon the American product, the allowance of duty would not have been accorded
under paragraph 1615(a).

The Customs Service, in numerous rulings applying the principle of C.D.
1628 after 1954, allowed free entry to American-made components assembled into
foreign articles if, "under the theory of constructive segregation," the
components were '"capable of being identified and removed without injury" to
themselves or to the articles into which they had been assembled.

Item 807.00 continued the substance of earlier practice, but without the
assumption that the American components had not been advanced or improved by
assembly and withcut reference to whether they could be removed without injury
or constructively segregated.

In its report on the Tariff Classification Study, the Commission

commented on C.D. 1628 and the Customs Service practices based thereon as
follows: 1/

. « .there is no logic to attributing the labor costs
involved in assembly exclusively to foreign parts, nor is there
logic in holding that assembly operations do not advance or
improve the component parts assembled therein. Such component
parts reach their ultimate value only when they have been
assembled into an article where they can in fact perform the
function for which they were designed and made.

1/ Tariff Classificatin Study, Explanatory and Background Materials;
Schedule 8.--Special Classification Provisions, Appendix to the Tariff
Schedules, Nov. 15, 1960, pp. 13 and l4.




+ + + Whether or not an American component can be
separated from a foreign article "without injury'" to either is
an unrealistic and arbitrary condition upon which to predicate
partial exemption from duty.

The real issue is not whether you can remove "without
injury" or "constructively segregate" the American part in
order to "classify" it under paragraph 1615(a). The only
classification of the imported article which must be made for
tariff purposes is the classification of the imported article
as an entirety. The substance of the issue is what proof shall
be required to satisfy customs officers—-—

(1) that an American part has been assembled
into the imported article, and

(2) that such part was assembled therein
without having been changed in condition.

If (1) and (2) are satisfactorily proved, the question then
arises as to how much allowance or deduction is to be made from
the full value of the imported article on account of its having
such "unimproved" American parts.

To assist in the identification of the U.S. components, the portion of
the products returned free of duty were limited to U.S. products exported for
the purpose of assembly abroad. The original language of the article
description in item 807.00 was as follows:

Articles assembled abroad in whole or in part of products
of the United States which were exported for such purposes
and which have not been advanced in value or improved in
condition by any means other than by the act of assembly.

The above language appeared to be ambiguous in certain respects, and to
preclude minor operations, incidental to assembly abroad, such as painting.
Therefore, in 1965, item 807.00 was amended by Public Law 89-241, as follows:

Articles assembled abroad in whole or in part of
fabricated components, the product of the United States, which
(a) were exported, in condition ready for assembly without
further fabrication, for the purpose of such assembly and
return to the. United States, (b) have not 'lost their physical
identity in such articles by change in form, shape, or
otherwise, and (c) have not been advanced in value or improved
in condition abroad except by being assembled and except by
operations incidental to the assembly process such as cleaning,
lubricating, and painting.



Subsequently, in November 1966, the clause '"for the purpose of such
assembly and return to the United States" was deleted from the language of
item 807.00, pursuant to Public Law 89-806. In a summary report of pending
House-passed bills prepared for the use of the Senate Committee on Finance, 1/
the bill (H.R. 11216) which became Public Law 89-806 is commented upon as
follows:

In the Tariff Schedules of the United States, item 807.00
continued this court-approved practice. However, the new
provision eliminated the anomalies involved in the old
practice, first by recognizing that U.S. components do increase
in value by assembly operations and second by making it
unnecessary to show that the U.S. component could be removed
without injury to the assembled article. At the same time it
was provided that for the duty-free treatment to apply on its
return the U.S. component must have been sent abroad "for the
purpose of assembly."

In the Tariff Schedules Technical Amendments Act of 1965
item 807.00 was clarified to make it clear that cleaning,
lubricating, and painting could be performed in connection with
the assembly function without subjecting the U.S. components to
duty on their return to this country. In making this clarifi-
cation, however, an additional restrictive clause was added to
the duty-free provision. It requires that at the time of
exportation of the U.S. component there be an intention that
the assembled article is to be shipped to the United States.
This additional restriction has raised complaints by interested
importers and foreign shippers, and has also been said to
introduce problems of customs administration.

H.R. 11216 would eliminate both the requirement that the
American component be exported "for the purpose of such
assembly" and the requirement that there be an intention at the
time of exportation that it be returned to the United States.
It would still be necessary, however, for the importer to
establish by satisfactory proof that the components of an
imported article for which duty-free treatment is claimed are,
in fact, components produced in the United States. Moreover,"
it must be shown that they have not lost their physical
identity in the assembled article and have not been advanced in
value or improved in condition abroad except by the assembly
operation, or operations, incidental to assembly.

There has been no further legislation on item 807.00.

1/ Committee on Finance, United States Senate, Summary of Minor-Passed B111s
Pendlng Before the Committee on Finance, Jan. 19, 1966, p. l4.
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Customs practices

Item 806.30.--Under headnotes to this item, the value of the foreign
processing on which the duty is levied is its cost to the importer or, if no
charge is made, the value as set out in the invoice and entry papers.
Generally the value used for customs purposes is that stated in the entry
papers. If the appropriate customs officer concludes that the amount so set
out does not represent a reasonable cost or value, then such value is

determined in accordance with the valuation provisions of the Tariff Act of
1930.

An article of metal (except precious metal) imported under item 806.30
must have been exported for processing abroad, and the article as processed,
or the new article which results from the processing, must be further
processed in the United States after its return from abroad. The Customs
Service has held that melting, machining, grinding, drilling, tapping,
threading, cutting, punching, rolling, forming, plating, and galvanizing are
among the operations that qualify as 'processing."

Examples of articles subject to duty allowance under this tariff item are
aluminum sheets processed from ingots of U.S. origin and returned to the
United States to be cut to size and shape; lead ingots produced from lead
scrap of U.S. origin and returned for further processing; metal screws made
abroad from domestic wire and returned for plating; stainless steel tubing
coated abroad with chromium and returned for rounding and buffing; tungsten
carbide powder sent abroad for sintering and returned for further processing;
and electronic circuits printed on silicon wafers, exported for splitting and
returned for further processing.

Before the exportation of an article for processing abroad under item
806.30, the owner or exporter must file (as provided in section 10.9 of the
Customs Regulations (19 CFR 10.9)), 1/ a certificate of registration
describing the article(s) exported. The owner or exporter must state the name
of the U.S. manufacturer, or, if of foreign origin, the name of the U.S.
processor and the process of manufacture. The owner or exporter must further
provide the name of the person who will further process the articles upon
their return to the United States, or if the person is not known, the reasons
for believing the articles will be returned for further processing and the
reason the person is not known. The article must be examined by a customs
officer and laded for export under customs supervision. Upon its return from
abroad the owner, importer, consignee, or agent must declare that the article
has been processed from the merchandise covered by the certificate of
registration and must declare the nature and cost of the processing abroad and
the processing to be performed in the United States. The declaration as to
the origin of the article, and as to the nature and cost of the processing

1/ A copy of the Customs' regulations pertaining to items 806.30 and 807.00,
as set out in vol. 19 of the Code of Federal Regulations (CFR), is provided in
app. A. '

10
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abroad, must be supported, moreover, by a declaration of the foreign
processor. The foregoing requirements may be waived by the appropriate
customs officer at the port of entry, but only when he is satisfied that the
article is entitled to enter under item 806.30 and that all of the
requirements of the provisions have been met.

Pursuant to a 1958 decision of the Customs Service (T.D. 54572(22)), item
806.30 is applicable only when the U.S. metal article sent abroad for
processing is to be returned for further processing by or for account of the
person or firm which exported the article for processing abroad.

Item 807.00.--Under the circumstances surrounding the foreign assembly of
the merchandise, it is usually impossible to establish an export value, a
foreign value, or a U.S. value, as those terms are defined in sections 402 and
402a of the Tariff Act of 1930, as amended, with respect to the imported
articles. A large part of the trade is by U.S. firms and their foreign
affiliates that operate and transfer goods on a manufacturing-cost basis
rather than on the basis of values established in the marketplace.
Accordingly, the customs value for purposes of item 807.00 is generally based
on constructed value, as defined in section 402 of the Tariff Act or, in some
instances, on cost of production, as defined in section 402a of the Tariff Act.

Constructed value represents the sum of all costs, actual or estimated,
for materials used, labor, overhead, depreciation, other general expenses, a
normal profit, and export-packing expenses. In most cases, only the cost of
materials, labor, and export packing can be readily ascertained. To this is
added a markup for general expenses and profit in line with the usual markup
in the country of exportation of producers of merchandise of the same class or
kind as that being appraised. However, since there are frequently no other
producers of merchandise of the same class or kind in the country of
exportation and when they do exist, their usual general expenses and profit
often cannot be established, Customs frequently uses the actual general
expenses and profit of the manufacturer of the imported article. From this
gross constructed value, the value of those elements of the export packing
which are of U.S. origin and the value of those U.S. components for which
allowance is claimed under item 807.00 are deducted. These deductions are
generally represented by the values shown on the assembler's declaration and
endorsed by the importer pursuant to section 10.24 of the Customs Regulations
(19 CFR 10.24). When the values shown thereon appear unreasonable, other
proof of value may be required.

After the implementation of the TSUS in 1963, no specific regulations
were issued with respect to the administration of the provisions of item
807.00. Rather, customs officers were informally advised to use section 10.1
of the Customs Regulations (19 CFR 10.1), relating to American goods returned
without advancement in value. It was not until January 1968 that subsection
(g) was added to section 10.1, specifically providing for the documentary
proof to be filed in connection with the entry of articles containing
U.S.-fabricated components claimed to be exempt from duty under item 807.00.

In October 1975 the Customs Service amended part 10 of the Customs
Regulations by adding sections 10.11 through 10.24 (19 CFR 10.11 through
10.24) setting forth definitions and interpretative regulations pertaining to
TSUS item 807.00 adopted by the Commissioner of Customs, and related 1]
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provisions of law. The sections include examples describing specific
situations in which the exemption from duty provided by item 807.00 may or may
not be applicable. Section 10.24 sets forth the following documentary
requirements applicable to the entry of assembled articles claimed to be
subject to the exemption provided under item 807.00:

(1) a declaration by the person who performed the
assembling operations abroad listing and describing
the U.S. components and describing the operations
performed abroad on such components, and

(2) an endorsement of the importer declaring the decla-
ration in (1) to be correct to the best of his knowl-
edge and belief.

Section 10.24 also makes provision under which the district director may
revise the format of either of the documents specified above, may waive
specific details for each entry, and may waive the foregoing documents if he
is "satisfied that unusual circumstances make the production of either or both
of the documents . . . or of any information specified therein, impractical
and is further satisfied that the requirements of item 807.00 . . . and
related headnotes have been met."

As noted earlier, the exemption from duty provided under item 807.00
applies to fabricated components that are the product of the United States.
The components must be in condition ready for assembly without further
fabrication at the time of their exportation from the United States to qualify
for the exemption. Components will not lose their entitlement to the
exemption by being subjected to operations incidental to the assembly before,
during, or after their assembly with other components. Materials undefined in
final dimensions and shapes which are cut into specific shapes or patterns
abroad are not considered fabricated components.

The assembly operations performed abroad may consist of any method used
to join or fit together solid components, such as welding, soldering,
riveting, force fitting, gluing, laminating, sewing, or the use of fasteners,
and may be preceded, accompanied, or followed by operations incidental to the
assembly as illustrated below. The mixing or combining of liquids, gases,

chemicals, food 1ngred1ents, and amorphous solids with each other or: with
solid components is not regarded as an assembly.

Operations incidental to the assembly process, whether performed before,
during, or after assembly, do not constitute further fabrication and do not
preclude the application of the exemption. The following are examples of
operations which are incidental to the assembly process:

(1) Cleaning;

(2) Removal of rust, grease, paint, or other preservative
coating;

12
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(3) Application of preservative paint or coating, including
preservative metallic coating, lubricants, or
protective encapsulation;

(4) Trimming, filing, or cutting off of small amounts of
excess materials;

(5) Adjustments in the shape or form of a component to the

extent required by the assembly being performed
abroad;

(6) Placing holes in a éomponent for ease of assembly;

(7) Cutting to length of wire, thread, tape, foil, and
similar products exported in continuous length;
separation by cutting of finished components, such as

prestamped 1ntegrated circuit lead frames exported
in multiple unit strips; and

(8) Final calibration, testing, marking, sorting, pressing,
and folding of assembled articles.

Any significant process, operation, or treatment other than assembly
~whose primary purpose is the fabrlcatlon, completion, or physical or chemical
improvement of a component, or which is not related to the assembly process,
whether or not it effects a substantial transformation of the article, shall
not be regarded as incidental to the assembly and shall preclude the
appllcatlon of the exemption to such article. The following are examples of

operations not considered incidental to the assembly as provided under item
807.00:

(1) Melting of exported ingots and pouring of the metal into
molds to produce cast metal parts;

(2) Cutting of garment parts according to pattern from ex-
ported material;

(3) Painting primarily intended to enhance the appearance
of an article or to impart distinctive features or
characteristics;

(4) Chemical treatment of components or assembled articles
to impart new characteristics, such as showerproofing,

permapressing, sanforizing, dyeing, or bleaching of
textiles;

(5) Machining, polishing, burnishing, peening, plating
(other than plating incidental to the assembly),
embossing, pressing, stamping, extruding, drawing,
annealing, tempering, case hardening, and any other
operation, treatment, or process which imparts
significant new characteristics or qualities to the

article affected. 13
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The current customs treatment of items 806.30 and 807.00 is in large part
a result of the numerous significant interpretive decisions of the Customs
Court and Court of Customs and Patent Appeals (CCPA) over the last several
years and the corresponding modification of tariff treatment by the Customs
Service based on those decisionms.

Reference is made specifically to the series of cases involving General
Instrument Corp., where the CCPA in General Instrument Corporation v. United
States, 59 CCPA 171, 462 F.2d 1156, C.A.D. 1062 (1972), held that wire is used
directly in the assembly process "without further fabrication'" within the
meaning of that phrase in condition (a) of item 807.00, although it was cut
into pieces abroad, when, for practical reasons, the assembly process requires
handling the wire directly from the spool and cutting it during that process.
The CCPA then extended its reasoning in General Instrument Corporation v.
United States, 60 CCPA 178, 480 F.2d 1402, C.A.D. 1106 (1973), in holding that
"no reason is found for considering articles cut to length prior to assembly
subject to any different treatment" than the wire bonded to a semiconductor
chip and then severed in General Instrument Corporation v. United States,
supra. In a third case, General Instrument Corporation v. United States, 61
CCPA 86, 499 F.2d 1318, C.A.D. 1128 (1974), the court went even further in
holding that the despooling, cementing, winding, and taping of wire are not
"further fabrication" steps, but rather assembly steps within the meaning of
item 807.00. The court stated that "we can perceive no substantial differences
between the instant assembly steps and those of General Instrument, which were
held not to constitute 'further fabrication.'"

These and subsequent rulings by the CCPA, which appear to be contrary to
the legislative intent with respect to item 807.00, as evidenced by the
following statement from the Tariff Classification Study, Seventh Supplemental
Report, 1963, at page 103, together with an intensified supervision of the
administration of items 807.00 and 806.30 by the Customs Service, have added
new dimensions to the customs treatment of those items.

Item 807.00--Imports assembled with U.S. components. Item
807.00 contemplates that, when a finished component of U.S.
origin is sent abroad and there assembled--without otherwise
changing its condition--with one or more other components, the

cost or value of such U.S. components shall not be included in
the dutiable value of the assembled article in which it has

been incorporated. U.S. wire and tape, on spools, sent abroad
where they are cut to length and then assembled with other
components into a finished article are not finished components
the cost of which may be deducted from the dutiable value of
the imported article. /Emphasis added./

Problems of customs administration

It is evident from the foregoing that the provisions of items 806.30 and
807.060 are complex in their requirements and therefore are difficult to
administer and lend themselves to possible misuse. Prerequisite to the
allowance of the partial exemptions from duty authorized is the presence in
the imported article of the exported U.S. metal article or fabricated
component--not a substitute foreign equivalent. It is necessary to know 14
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precisely what U.S. articles were exported from the United States, that they
were effectively segregated from and not commingled with foreign articles
prior to their being processed or assembled, and exactly how they were used
abroad in production or manufacture of the imported article. Moreover, as
indicated, the data required for valuation purposes are generally more complex
and detailed than is required under ordinary circumstances. 1/

Ascertainment of the relevant facts is almost wholly dependent upon paper
proof rather than physical examination of imports by customs officers. By
reason of the large volume of trade under these provisions and the intricacy
and mass of detailed information involved in each transaction, customs
officers are, in practice, obliged to accept entries as submitted with only a
limited opportunity for verification of their factual content.

General Comments

Firms using the provisions of items 806.30 and 807.00 of the TSUS do so
for various reasons. U.S.-owned multinational firms that manufacture or
procure most of the components of the imported product abroad use some
U.S.-made components because of special U.S. requirements in the final
product, or because their own U.S. plants produce better components or produce
them at lower unit cost. Foreign producers utilize the provisions for the
same purposes through their U.S. affiliates or subsidiaries. In some cases,
particularly under item 806.30, foreign technological expertise or specialized
equipment or, simply, available equipment may be the reason for using the
provisions. Probably, however, the provisions are utilized most frequently as
a method for U.S. manufacturers to lower their costs in order to be
competitive with foreign manufacturers. (A recent trade journal advertisement
stated that "Savings up to 60% of manufacturing cost are realized by having
your electronic products assembled in Mexico.")

In labor-intensive operations, the duty-free share of imports,
represented by the value of the U.S. components, will generally be low,
whereas the reverse is true in non-labor-intensive operations (providing that
foreign-made components are not utilized). On the other hand, the cost of
labor may be so much lower in LDC's than in the United States that operations

that are labor intensive on a cost basis in the United States may be the
reverse abroad, so that the duty-free value may be the larger share of total
value.,

The duty-free value of item 806.30 imports usually constitutes a major
portion of the total value because only the value of processing abroad is
dutiable. Under item 807.00, however, not only the value of assembly abroad
is dutiable, but also the value of any non-U.S.-made parts being assembled, in
addition to any other costs making up part of the customs value of the
product. Therefore, the duty-free value of item 807.00 imports is usually the
minor portion of the total value.

1/ A guide to the data requirements for importation under the item 807.00
provision was published by the U.S. Customs Service under the title Import
Requiremnts on Articles Assembled Abroad From U.S. Components /Item 807.00 15
TSUS/: 807 Guide, Customs Information Series C:79-1, 1979.
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For some products requiring technological expertise in their manufacture,
foreign procurement of components to be assembled abroad along with U.S.
components may be minimal initially, but as foreign plants gain expertise and
the U.S. firms become satisfied with the foreign-made components, more of them
may be used if the cost factors so warrant. This will be particularly true
when the product has a low U.S. duty that will not counterbalance the savings
reflected in the cost of the foreign-made component versus the cost of the
U.S.-made component.

Changes in the rates of exchange may also affect the use of the
provisions of items 806.30 and 807.00; they were probably partly accountable
for the decline of Belgium as a source of imports under these items.

Imports

In the years 1966-78, the share of the value of total U.S. imports
accounted for by imports under items 806.30 and 807.00 combined rose annually
from 3.8 percent in 1966 to a high of 6.2 percent in 1973, and ranged between
5 and 6 percent thereafter, representing 5.6 percent in 1978 (see figs. 1 and
2). The value of imports under items 806.30 and 807.00 combined also
increased annually--except for a slight decline in the recession year 1975,
when total imports also declined--from somewhat less than $1 billion in 1966
to $9.7 billion (or to about $4.9 billion in constant dollars) in 1978 (see
fig. 3 and table 1, app. B). Although the greater share of such combined
imports initially had been from developed countries--94 percent in 1966--the
trend was toward increasing use of LDC's, and the share of imports from
developed countries dropped to a low of 51 percent in 1976 (see tables 2, 3,
4, and 5). ' In 1977, however, it increased slightly to 54 percent and then
continued to gain in 1978, when it constituted 56 percent of the total. The
1977 downturn in combined imports from LDC's apparently resulted from the use
of the GSP, which permits duty-free entry of eligible articles from those
countries, in lieu of items 806.30 and 807.00, as noted in a recent Commission
report on the effects of the GSP. 1/ Duty-free imports under GSP in 1976
amounted to $3.1 billion, or 2.5 percent of the value of all U.S. imports and
11.7 percent of the value of imports of articles eligible for importation
under GSP; in 1977, GSP imports were valued at $3.7 billion, or 2.5 percent of
the value of all U.S. imports and 12.3 percent of the value of imports of GSP
eligible articles; and in 1978, GSP imports totaled $5.2 billion, or 3 percent
of all U.S. imports and 12.5 percent of the value of imports of GSP-eligible
articles.

Imports under item 807.00 have been much-greater than those under item
806.30, accounting for 93 percent of the combined total in 1966 and 96 percent
in 1978. The duty-free value (basically the value of the U.S.-made component)
of the combined imports under items 806.30 and 807.00 was 15 percent of the
total value in 1966 and 27 percent in 1978 (see fig. 4 and table 1). Durigg
the 12-year period for which statistics are available, the low and high points
for the total value of item 807.00 imports were 1966 and 1978, respectively,
and for item 806.30, 1966 and 1974, respectively.

1/ Study of the Effects of the Generalized System of Preferences on U.S. 16
Trade in the Program's First Year of Operation, 1976, Staff Research Study No.
12, March 1978, pp. 38-48.
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Item 807.00

The total value of item 807.00 imports in 1978 was over 10 times the-
value in 1966, having risen from less than $900 million (or 3.5 percent of
total imports) in 1966 to $9.3 billion (or 5.4 percent of total imports)in
1978 and declining only during the recession year of 1975. The duty-free
value increased annually from $113 million in 1966 to $2.3 billion in 1978, a
gain of almost twenty-fold. Thus, in 1966 the duty-free value of item 807.00
imports was 13 percent of the total value of such imports, whereas by 1978 it
was 25 percent of the total value (see fig. 5 and table 1).

During the most recent 4-year period, 1975-78, the total value of item
807.00 imports increased by 98 percent, and the duty-free value rose by 134
percent,

Principal products imported under item 807.00.--Metal products have been
the most prominent imports under item 807.00; among them, motor vehicles alone
accounted for almost 36 percent of the average annual value of all item 807.00
imports in 1975-78. Also important in 1975-78 were semiconductors and parts,
television receivers and apparatus and parts, and office machines and parts.
Watch and clock imports under item 807.00 grew to a significant level in
1976-78, and aircraft became an important item 807.00 import in 1977. Textile
ga;ments as a group have also been of increasing importance (see tables 6 and
6a),

Principal sources of item 807.00 imports.--Comparing, in figure 6, the
six principal sources of item 807.00 imports in 1978 with those in 1970--the
year of the Commission's investigative report on items 807.00 and 806.30--it
may be noted that four sources, West Germany, Mexico, Canada, and Japan, were
prominent in both years; Taiwan and Malaysia replaced Hong Kong and Belgium in
1978 as prime sources. The share of imports accounted for by the principal
sources changed, with the developed countries declining in importance and the
LDC's rising.

In 1975-78, West Germany and Mexico were by far the most important
individual sources of item 807.00 imports from developed and less developed
countries, respectively; West Germany supplied 22 percent of the value of all

imports under item 807.00 in 1978 and Mexico 16 percent. Developed countries
supplied 56 percent ($5.3 billion) of the total value of all item 807.00

imports in 1978, and LDC's were the source of 44 percent ($4 billion) (see
tables 2 and 3).

Japan, Canada, the United Kingdom, and Sweden were the next most
prominent developed country sources in 1975-78; imports from Japan increased
greatly during the period, supplying 15 percent of all item 807.00 imports in
1978. There was a drastic decline in imports from Belgium (chiefly of motor
vehicles), which dropped from $157 million in 1975 to an average of $9 million
in 1977 and 1978, and a rise in imports from France (largely of aircraft),
from an average of $54 million in 1975 and 1976 to an average of $174 million
in 1977 and 1978.

21



*9o19umo) Jo juewiiedaq °S° 9Y3l JO SOTISTIRIS TBIOTJJO UO POsSeBg :92Inog

dVIA

N
N

L EL ZLE| ILE ALEI 96| 85|

&

SL|

22

[ &
T
[T
[
il
i

T -

9°|EB g'sEET  HRAl

I &
T

HHm

R ZEhI T Wasl
+ omez

T ams2
T WHRE

, 1+ uEsE
5°hALE | ‘ 1T umzh

]

I &

2° hEnZ

h 9852
5" HGRE

|| + sk
. L
B°LALh | -G, 4 gmEs

-IL
5°Lhis T BAss

T @
T ams3
T e

S¥VE 1VNAIAIANI 4O dOL LY NMOHS SL130dWI 1V1OL ‘310N T @85
VIYV aIdAVE : (S1ONAO0Ad 'S'N) INTIVA I18VILNANON +  owes
VI3V MNNVIE :3NTVA 318VILNG

h'E2.9

+ omsA
wu 9961 'SINTVA T  HWE
2" LEEB m._m<_._.:n_ZOZ ANV 319VILNA A9 ‘00°208 W3ll SNSL +  BusE

43NN NOILdWNSNOD 404 S14OdWI 'S'nN ~— 'S "By 1 o

u.—ﬂ——om,«.
oy 1y




*90I°2WWo) Jo UGQEUH.NQGQ °S°fl1 @Yl Jo sOTIsSTiels TeEOTIIFO uo U.Mmmm” $92aINnog

ALE |

s A's 428

HLEI

4 Eh
% 982 £E°'S

¥ 9'H

40 153N

ANHWN 34 % 25|
153M

4 @81

on
N

£ 'Rz

4140M
40 153y

ANHWM3H
[ 53M

ods omg ot 3 3

% #HE

'8£61 ANV 0£61 ‘S3IDANOS TVdIINIA AD ‘00°208
Wi3li SNSL ¥3IANN NOILdWNSMNOD ¥04 SLAOW! '§'7 — 9 »nbuy



24

Among the additional LDC's, imports from Taiwan, Singapore and Hong Kong
were the most prominent, with those from Malaysia and the Republic of Korea
increasing significantly during 1975-78 to reach equal prominence. Imports
from the Philippines under item 807.00 also became notable in 1978 after
nearly tripling in value compared with the previous year.

As might be expected, the ratio of duty-free value to total value of item
807.00 imports differed greatly for developed and less developed countries.
For developed countrles, the duty-free value was only a small part of the
total value, ranging between 7 and 8 percent in 1975-78. For the LDC's,
however, the duty-free value in 1975-78 ranged from about 43 percent (1975 and
1976) to about 49 percent (1978) of the total value. The reason for the
difference probably lies in the wider use of foreign-made components in the-

final product as well as higher cost labor in the developed countries than in
the LDC's.

Principal products imported from the four principal sources of item
807.00 imports in 1978.--Motor vehicles accounted for 97 percent of all item
807.00 imports from West Germany in 1978 (see tables 7 and 7a). The remainder
consisted mainly of various types of industrial machinery and mechanical
equipment. The duty-free value of all item 807.00 imports from West Germany
in 1978 amounted to less than 2 percent of the total value, presumably

indicating that most of the U.S. components would have been used regardless of
the availability of the provisions of item 807.00.

Motor vehicles were also the chief products entered under item 807.00
from Japan in 1978, accounting for 68 percent of all such imports from Japan.
Other notable imports from Japan under item 807.00 were motor-vehicle parts,
motorcycles and off-the-highway-type work vehicles (about 17 percent),
household~type sewing machines (almost 3 percent), earth-moving and mining
machinery (over 2 percent), nonmilitary aircraft, tape recorders and players,
office machines and parts, and yachts and pleasure boats. The duty-free value
of all item 807.00 imports from Japan accounted for about 3 percent of the
total value of such imports. This probably reflects the fact that some U.S.
parts or materials are used in largely Japanese products to satisfy U.S.

standards, operating conditions, or tastes, or where the U.S. products are
superior.

Imports from Mexico under item 807.00 in 1978 consisted of a wide variety
of commodities, but television apparatus and parts and other electronic and
electrical articles predominated; transportation machinery and equipment were
also important, as were articles of wearing apparel. In sharp contrast with
imports from the developed countries, the duty-free value of all item 807.00
imports from Mexico represented 53 percent of the total value of such
imports. The large duty-free share of the total value presumably reflects the
use of the provisions of item 807.00 to take advantage of the lower labor

costs in that developing country to assemble labor-intensive products there
from largely U.S.-made materials and parts.

The composition of item 807.00 imports from Canada in 1978 was fairly
diverse, but the greater part consisted of office machines and parts, internal
combustion engines, television receivers, and various types of vehicles,
industrial machinery, and electrical products. The duty-free value of all
item 807.00 imports from Canada in 1978 equaled 22 percent of the total value.
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Item 806.30

Imports under item 806.30 in 1978 were valued at over six times their
value in 1966; they trended upward from $63.2 million (or 0.3 percent of total
U.S. imports) in 1966 to a peak of $543.7 million in 1974, and then trended
downward to $398.1 million (or 0.2 percent of total U.S. imports) in 1978.
The duty-free value of item 806.30 imports increased from $34.2 million in
1966 to a peak of $303.3 million in 1974, then trended downward to $243.2
million in 1978. The ratio of the duty-free value of item 806.30 imports to
the total value in 1966-78 ranged between a low of 50 percent in 1967 and a
high of 62 percent in 1971. 1In the most recent 4-year period, the ratio of
duty-free value to total value gradually increased from 58 percent in 1975 to
61 percent in 1978 (see table 1 and fig. 7).

Principal products imported under item 806.30.--Semiconductors and parts,
used chiefly by the electronics industry, have been by far the principal
articles imported under item 806.30; they represented an average of about 68
percent of the total value of such imports in 1975 and 1976, but declined to
38 percent by 1978. Parts of aircraft were the next most important articles
imported, constituting 10 percent of the total in 1977 and 1978. Next were
iron or steel mill products and aluminum mill products in 1978, with imports
of electronic tubes and nickel mill products also notable. 1In addition,
significant increases were noted in the value of imports of unwrought
aluminum, unwrought lead, internal combustion engines, parts of motor
vehicles, and articles for making or breaking electrical circuits (see table
8).

Principal sources of item 806.30 imports.—-—Comparing, in figure 8, the
six principal sources of item 806.30 imports in 1978 with those in 1970, it
may be noted that three of the sources--Canada, West Germany, and Singa-
pore--were the same, but Malaysia, Mexico, and the Philippines had supplanted
Belgium, Italy, and France. As noted with respect to item 807.00 imports, the
developing countries accounted for a greater portion of item 806.30 imports in
1978 than in 1970.

In 1975-78, Canada was by far the most important source of item 806.30
imports from developed countries, supplying 62 percent of the total value of
such imports and 30 percent of the total value of item 806.30 imports from all
sources in 1978. Other important developed countries supplying item 806.30
imports during the period were West Germany and Italy; France became prominent
in 1978 while imports from Belgium, formerly significant, declined sharply.
Developed countries supplied 48 percent, or $192.7 million, of the total value
of all item 806.30 imports in 1978 (see tables 4 and 5).

Among the developing countries, Malaysia, Mexico, Singapore, and the
Philippines were the leading sources of item 806.30 imports in 1975-78, but
imports from Singapore declined sharply in 1978. Of the total value of item
806.30 imports from developing countries in 1978 ($205.3 million), Malaysia
and Mexico combined supplied 68 percent. Mexico was the leading source of all
item 806.30 imports in 1975, but declined in importance thereafter; the total
value of item 806.30 imports from Mexico in 1978 was less than half the 1975
total. Sources of lesser importance in 1978 but of considerably greater
importance than the remaining LDC's were the Philippines, Singapore, and
Taiwan.

25



IMPORTS FOR CONSUMPTION UNDER

Figure 7. -- U.S.

Million
dollars

26

gl T
R

a[ . N

Y™.0

E[ i

'él T
;'[ T
§L_____._11LLMHLLUJ.. |

TSUS ITEM 806.30, 1966-78.

NONDUTIABLE VALUE (U.S. PRODUCTS): BARRED AREA
AT TOP OF INDIVIDUAL BARS

182

[-°4

<, 3

;E %)

<z 2

[--] (o) ‘![ II”Ii“!!”II“i
N B |

2 =

< -

> < ) T
-« i

[ - 3

58 & -l

~N ]

L _§ 3 m
. ] M
E E 8 &8 8 R E R #8 B &8 B *=

ol =~ e § $Y ) —_— E—add—DO22=0N e R oSO JdJd D2

1978

1878

a1

1968 1568 1978 1971 1872 1973 1974 1978

1887

1988

YEAR

Based on official statistics of the U.S. Department of Commerce.

Source:

[\
[e)



4 1°81

27

*90I9umo) JO juswiiedsq °*S°; @Yl JO SOTISTIBIS [BIDOIFJO UO poseg :901Inag

H15AHTHW

HAHNHD

¥ LZZ

4 1'BE

‘8261 ANV 0461 ‘SIDANOS 1VHIDONIYd A9 ‘'0€°908 Will |
SNS1 JIANN NOILdWNSNOD ¥Od SLIOdWI 'S'N ~— '8 2By



28

Unlike the situation for item 807.00 imports, no significant difference

is evident in the ratio of duty-free value to total value of item 806.30
imports from developed and developing countries.

Principal products imported from the four major sources of item 806.30
imports in 1978.--The composition of imports from Canada under item 806.30 in
1978 (valued at $119.7 million) was fairly diverse, but steel and other metal
mill products and parts of aircraft made up the greatest portion of the total
value (table 9). The duty-free value of all item 806.30 imports from Canada
in 1978 was 62 percent of the total.

Semiconductors, including parts, constituted almost all imports from
Malaysia under item 806.30 in 1978 (total imports were valued at $90.3 A
million). The duty-free value of all such imports was 60 percent of the total.

Imports from Mexico under item 806.30 in 1978 (valued at $49.9 million)
were composed largely of electronic and electrical articles and vehicle
parts. Semiconductors and parts of automobile wheels were the most prominent
articles imported, accounting for 56 percent of the total. The duty-free '
value of all item 806.30 imports from Mexico was 70 percent of the total value
of such imports.

Item 806.30 imports from West Germany in 1978 (valued at $25.4 million)
consisted principally of nickel mill products, aluminum foil, other base
metals through the mill products stage, and refractory metal powders and
compounds. The duty-free value of all item 806.30 imports from West Germany
amounted to 64 percent of the total value.

Principal Commodity Groups Imported Under Item 807.00

The following is a brief discussion of the most important of the product
groups imported under TSUS item 807.00 as shown in appendix tables 2 and 2a.

Motor vehicles

The total value of all imports of motor vehicles increased annually from
$8.2 billion in 1975 to $16.4 billion in 1978. The value of imports of motor
vehicles under item 807.00 declined from $1.9 billion in 1975 to $1.7 billion
in 1976 and then rose substantially to $3.3 billion in 1978. They represented
23.4 percent of the value of all imports of motor vehicles in 1975, declined
to 16.7 percent in 1976, and then increased to 20.2 percent in 1978. The
increase in the total valuye of item 807.00 imports during 1975-78 was due
primarily to the increase in the average value of an imported vehicle ($3,900
in 1975 compared with $5,400 in 1978) and to the 300-percent increase in the
value of such imports from Japan.

The duty-free value of motor vehicles imported under item 807.00
increased annually from $30.3 million in 1975 to $67.4 million in 1978. The
ratio of the duty-free value to the total value of item 807.00 imports of
‘motor vehicles was small during 1975-78, ranging from a low of 1.6 percent in
1975 to a high of 2.9 percent in 1976. 28
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The principal commodities that constitute "motor vehicles" are passenger
automobiles, automobile trucks, buses, snowmobiles, fire engines, and
special-purpose vehicles. The composition of imports under item 807.00 was
fairly constant during 1975-78, with automobiles accounting for over 98
percent during all 5 years, and the remaining 2 percent divided among buses,
trucks, snowmobiles, and miscellaneous motor vehicles. 1In 1978, automobiles
accounted for 98.8 percent of all motor vehicles imported under item 807.00,

buses for 1.0 percent, and trucks, snowmobiles, and miscellaneous vehicles for
the remaining 0.2 percent.

West Germany, Japan, Sweden, and Canada were the principal sources of
motor vehicles imported under item 807.00 in 1978, since Belgium was no longer
a significant source. Item 807.00 imports have come both from foreign
automobile manufacturers and from foreign subsidiaries of U.S. manufacturers.

West Germany accounted for 65.2 percent of the total value of motor
vehicles imported under item 807.00 in 1975 and 60.9 percent in 1978. The
duty-free value of such imports represented 1.0 percent of the total value of
such imports from West Germany in 1975 and 1.5 percent in 1978. The
percentage of total value declined partly because one major West German
manufacturer is now assembling certain models of automobiles in the United
States instead of exporting them to the United States; the duty-free
percentage increased because another West German manufacturer is using more
U.S.-built components in the automobiles assembled for export to the United
States than it did in 1975. The principal item 807.00 article imported from
West Germany in both 1975 and 1978 was new passenger automobiles, accounting
for over 99 percent of the value of all item 807.00 articles imported from
West Germany in both 1975 and 1978.

In 1975, Japan was the second largest source of motor vehicles imported
under item 807.00, accounting for 12.6 percent of the total value of such
imports. By 1978, the share of total item 807.00 imports accounted for by
imports from Japan had more than doubled and represented 29.1 percent of the
total value. The duty-free value of such imports from Japan was about 2
percent of the total value in 1975 and 1978. New passenger automobiles
represented over 99 percent of the completed motor vehicles imported from
Japan under item 807.00 in both 1975 and 1978.

Imports from Sweden under item 807.00 in 1975 represented 10.0 percent of
the total value of all motor vehicles imported under item 807.00. By 1978,
the share had dropped to 7.0 percent. The duty-free value of such imports was
1.5 percent of the total value in 1975 and 2.4 percent in 1978, Vehicles
imported from Sweden under item 807.00 consisted almost entirely of
automobiles, with a small number of special-purpose vehicles also included.

In 1975, Canada accounted for 2.5 percent of the total value of motor
vehicles imported under item 807.00, but by 1978, such imports from Canada
represented only 1.4 percent of the total., The duty-free value of such
imports rose from 12.8 percent of the total value in 1975 to 20.4 percent in
1978. The value of U.S.~produced components used in automobiles, trucks,
buses, and snowmobiles imported from Canada during 1975-78 was substantial,
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but most of these motor vehicles were imported duty-free under the United
States-Canadian automotive agreement of 1965, and the provisions of item
807.00 were not used. However, the United States—-Canadian automotive
agreement is not applicable to special-purpose vehicles; therefore, Canadian
special-purpose vehicles are imported under item 807.00 if they contain
U.S.-produced components.

Belgium, the fourth largest source of motor vehicles imported under item
807.00 in 1975, had virtually ceased all item 807.00 exports to the United
States by 1978. 1In 1975, Belgium accounted for 7.9 percent of the total value
of motor vehicles imported under item 807.00, but for only 0.06 percent of the
total in 1978. The duty-free value of such imports from Belgium was 1.8
percent of the total value in 1975 and 2.1 percent in 1978,

Various factors contributed to the decrease of such imports from
Belgium, Two Swedish firms and one West German firm that were producing
automobiles in Belgium virtually ceased exporting such automobiles from
Belgium to the United States. A Belgian firm that was using U.S.-produced
parts in its intercity buses ceased exporting buses to the United States. One
multinational firm transferred production of automobiles from Belgium to Japan.

The United Kingdom, France, Italy, Korea, and the Netherlands provided
the remaining motor vehicles imported under item 807.00 in 1975-78, accounting

for less than 2 percent of the total. These vehicles were primarily passenger
automobiles and special-purpose vehicles.

Over 98 percent of the motor vehicles imported under the provisions of
item 807.00 in 1978 were new passenger automobiles. Almost all of the foreign
activity under item 807.00 consists of automobile assembly operations in which
small quantities of U.S.-manufactured parts are incorporated into automobiles
built in other countries. The bulk of the U.S. components exported for
incorporation in motor vehicles are purchased in the United States by foreign
automobile manufacturers or their U.S. affiliates,

U.S.-produced automotive parts that are exported for assembly and return
under item 807.00 include automatic transmissions, seat fabric, sealed-beam
headlamps, valves, window glass, air-conditioning compressors, catalytic
converters, seatbelts, carpets, bearings, clutches, filters, and other
miscellaneous parts. All the motor vehicles imported into the United States
under item 807.00 are complete assemblies which require no further operations
except the installation of optional equipment such as air-conditioning or
protective side molding. )

Special-purpose vehicles imported under item 807.00, however, contain a
much larger percentage of U.S.-made components than do passenger automobiles.
This is because many Canadian firms (the major source of imported special
purpose vehicles) purchase the chassis for the vehicles from U.S. manu-
facturers, custom build the body, and install special equipment for the
vehicle on the U.S. chassis.,
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Foreign manufacturers utilize U.S.-produced components for motor vehicles
for three basic reasons. First, the component may be required to be installed
on all motor vehicles sold in the United States, but not on motor vehicles
sold in other countries. An example of this is the catalytic converter, which
many automobiles need in order to meet U.S. air-quality standards yet is not
required in many other countries. It is, in some instances, less expensive to
purchase the converter from U.S. sources than to establish production
facilities in the producing country. Second, a motor-vehicle manufacturer may
find it more economic and convenient to purchase a U.S.-produced item because
of patent constraints; if a component is patented in the United States, a
motor-vehicle producer has the option of purchasing the component from the
U.S. manufacturer or securing a license to produce the product. Finally,
expedience may dictate the procurement of U.S.-made components. For example,
both the Japanese and the U.S. Governments have recently requested that
Japanese motor-vehicle manufacturers attempt to purchase more U.S.-built
components in order to lessen the current trade deficit the United States is
experiencing with Japan.

Passenger automobiles, snowmobiles, trucks, and some miscellaneous
vehicles such as golf carts and recreational vehicles are not subject to GSP.
Buses and special-purpose vehicles such as fire trucks and cranes are subject
to GSP treatment, but none are imported from any countries eligible for GSP.

Motor-vehicle parts, motorcycles, tractors, and
off-the-highway-type work vehicles

Total U.S. imports of items in this commodity grouping increased annually
from $3.0 billion in 1975 to $6.7 billion in 1978. The value of imports of
these commodities under item 807.00 increased from $73.4 million in 1975 to
$419.0 million in 1978 (see table 2a); their share of the value of total
imports of these articles increased from 2.4 percent in 1975 to 6.3 percent in
1978. The increase in the total value of item 807.00 imports during 1975-78
was due primarily to the rapid increase in the value of truck chassis imported
from Japan which contained U.S.-produced components.

The duty-free value of item 807.00 imports in this grouping increased
annually from $18.3 million in 1975 to $37.6 million in 1978; it represented a
share of the total value of such imports declining from 24.9 percent in 1975
to 9 percent in 1978.

This grouping is composed primarily of motor-vehicle parts such as
bumpers, brake parts, transmissions and transaxles, mufflers and tailpipes,
chassis and bodies, wheels, radiators, cast—iron parts, hubcaps and wheel
covers, and shock absorbers. Such parts accounted for over 88 percent of the
total value of item 807.00 imports of articles in this grouping in 1975 and 97
percent in 1978. The remaining 3 percent in 1978 was divided among motor-
cycles, agricultural tractors, off-the-highway-type work vehicles, and
miscellaneous vehicles.

31



32

Mexico and Japan were the primary sources of item 807.00 imports of motor-
vehicle parts, motorcycles, tractors, and off-the-highway-type work vehicles
in 1975-78. Mexico accounted for 58.8 percent of the total value of motor-
vehicle parts, motorcycles, agricultural tractors, off-the-highway-type work
vehicles, and miscellaneous vehicles imported under item 807.00 in 1975 but
for only 19.3 percent in 1978. The duty-free value of such imports from
Mexico represented 34.3 percent of the total value in 1975 and 28.7 percent in
1978. The principal articles imported from Mexico under item 807.00 were
transmissions, mufflers, tailpipes, and miscellaneous motor-vehicle parts.
The U.S.-produced parts included in the assembly of these items are gears,
valves, stampings, bearings, and other small parts. The imported parts are
used primarily in the assembly of U.S.-produced trucks, buses, and automobiles.

While imports from Japan of articles in this grouping under item 807.00
represented only 20.5 percent of the total value of such imports from all
sources in 1975, the value of such imports from Japan rose to 56.0 percent of
the total in 1978. The value of item 807.00 imports of these articles from
Japan increased from $15.0 million in 1975 to $234.9 million in 1978, while
the duty-free value increased from $684,000 (4.6 percent of the total value)
to $6.6 million (2.8 percent of the total value) during the same period.
Almost all this increase can be attributed to an increase in the value of
automobile truck chassis imported from Japan. In 1978, these chassis
accounted for over 50 percent of the value of item 807.00 imports of this
product grouping from all sources and over 95 percent of such imports of
articles in this group from Japan.

Canada, Brazil, France, and the United Kingdom accounted for most of the
remaining 20.7 percent of the total value of item 807.00 imports of this group
of articles in 1975 and for most of the remaining 24.7 percent in 1978. As is
the case with Mexico and Japan, most of the item 807.00 imports from these
countries consisted of motor-vehicle parts. Item 807.00 imports from this
group of countries increased primarily because a U.S. automobile producer
began importing transmissions from France in 1977 under the provisions of item
807.00 and item 807.00 imports from France, near zero in 1975, soared to over
$47 million by 1978. Bodies and chassis from Brazil, transmissions from
France, and work vehicles and truck trailers from Canada accounted for most of
the item 807.00 imports from sources other than Mexico and Japan.

The value of U.S.-produced motor vehicle parts used in the assembly of
automobiles, trucks, buses, and snowmobiles imported from Canada during
1975-78 was substantial. However, most of these parts were imported duty-free
under the United States-Canadian automotive agreement of 1965, and the
provisions of item 807.00 were not used.

Almost all the foreign activity under item 807.00 in this grouping
consists of either installing U.S.-built components in cab-chassis for
automobile trucks that are destined for the United States, or using U.S.-built
parts, such as gears and valves, for the assembly of components, such as
transmissions, that are to be exported to the United States and used in the
assembly of domestic motor vehicles. The bulk of these motor-vehicle parts
exported from the United States for incorporation in the assembly of truck
chassis or larger component parts for motor vehicles are purchased in the

United States by the foreign automobile-manufacturing subsidiaries of U.S.
companies based in the country of assembly.
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Foreign manufacturers utilize U.S.-produced components in this product
grouping for the same three basic reasons noted in the discussion on motor
vehicles. First, it is sometimes cheaper to purchase some of the components
for the motor-vehicle parts (the principal product in this grouping) from U.S.
manufacturers than to obtain them in the exporting country. Second, some of
the parts purchased from the U.S. producer may be patented in the United
States, so the foreign producer has the option of either buying from the U.S.
patent holder or licensee or producing under license in the exporting
country. Third, expedience may dictate the procurement of components from
U.S. producers. ‘

Except for motor-vehicle bodies and chassis, all articles in this
grouping not already free of duty by statute or as a result of a trade
agreement are all eligible for duty-free entry under the GSP. However, GSP
imports in 1978 totaled only $80.6 million or 1.2 percent of the total imports

of $6.7 billion in this grouping. The greatest part of the GSP imports are
from Mexico, Brazil, Israel, Argentina, and Taiwan.

Nonpiston-type internal combustion engines

The principal types of nonpiston-type internal combustion engines
imported under item 807.00 have been turbojets to propel aircraft and gas
turbines to drive generators for the production of electricity. Nonpiston-
type internal combustion engines are otherwise dutiable under TSUS item 660.46.

The ratio of the value of item 807.00 imports to the value of all imports
of nonpiston-type engines generally followed a downward trend during 1975-78,
declining from 85.3 percent in 1975 to 74 percent in 1978, as shown in the
table below. The total value of item 807.00 imports dropped from $203 million
in 1975 to an average of about $111 million in 1976-77, then climbed to $214
million in 1978.

Nonpiston-type internal combustion engines: U.S. imports for con-
sumption, total, and under TSUS item 807.00, 1975-78

: : : Ratio of
Year : iiozits ¢ 807.00 imports : 807.00 imports to
: P : : total imports
: Million : Million :
: dollars : dollars : Percent
1975 -2 237.9 : 203.0 : 85.3
1976 : 156.0 : 109.6 : 70.2
1977 - - -3 162.0 : 112.8 : 69.6
1978 —-—— 289.2 : 214.0 : 73.9

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

Commerce, except for minor adjustments to the data on item 807.00 imports made
to correct cases of misreporting.
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The ratio of the duty-free value to the total value of item 807.00
imports of nonpiston-type internal combustion engines rose each year in
1975-79 from 9.6 percent to 16.1 percent, then dropped to 11.2 percent in
1978, as shown below.

Nonpiston-type internal combustion engines: U.S. imports for
consumption under TSUS item 807.00, 1975-78

: 807.00 : : Ratio of
Year : total : Duty-free : duty-free value to
¢ imports value : total value
¢ Million : Million :
¢ dollars ¢ dollars : Percent
1975- -- : 203.0 : 19.4 : 9.6
1976 -2 109.6 : 12.9 : 11.8
1977- : 112.8 : 18.5 : 16.4
1978 —— --3 214,0 24.0 11.2

Source: Compiled from official statistics of the U.S. Department of
Commerce, except for minor adjustments made to correct some misreporting.

The major portion (89 percent) of item 807.00 imports of nonpiston-type
internal combustion engines during 1975-78 was made up of turbojet and gas
turbine engines used in aircraft. The remainder consisted mostly of

industrial gas turbines such as those used in driving electric generators (see
table below).

Nonpiston-type internal combustion engines: U.S. imports for
consumption under TSUS item 807.00, by types, 1975-78

(In millions of dollars)

: : : : ¢ Total
Item : 1975 . 1976 . 1977 . 1978 : 1975-78
Turbo-jet and gas turbine engines: : : : :
for %se in a%rcraft g s 184.2 : 105.2 : 76.9 ¢ 204.4 : 570.7
Other nonpiston-type engines-——-- : 18.7 4.2 ¢ 35.3 : 9.5 ¢ 67.7
Total : 203.0 ¢+ 109.6 : 112.8 : 214.0 : 639.3

Source: Compiled from official statistics of the U.S. Department of
Commerce, except that the annual totals reflect minor adjustments to correct

some misreporting. Because of such adjustments, the annual totals differ
slightly from the sums of the respective components.

The dominant sources of item 807.00 imports of nonpiston-type internal
combustion engines during 1975-78 were Canada and the United Kingdom, as shown
in the table that follows. Imports from these two countries during the period
accounted for approximately 98 percent of the total. The value of imports
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from Canada increased each year, whereas those from the United Kingdom, which

were much more prominent in 1975, dropped sharply in 1976 and 1977, but became
almost as prominent as such imports from Canada in 1978.

Nonpiston-type internal combustion engines: U.S. imports for
consumption under TSUS item 807.00, by sources, 1975-78

(In millions of dollars)

.8 : : K ¢ Total
Source . 1975 . 1976 . 1977 . 1978 : 1975-78
Canada : 56.2: 63.8: 72.5 ¢ 108.8 : 301.3
United Kingdom s 146.7 ¢+ 45.4 ¢ 3l.4 99.6 : 323.1
Norway : 0o : .1 0: 0 .1
West Germany : 0o : 0o 4.8 ¢ 0 4.8
France : 0 : 0 0 5.4 ¢ 5.4
Japan : 0 0 : 3.5 ¢ 0 3.5
Total ¢ 203.0 : 109.6 : 112.8 : 214.0 : 639.3

Source: Compiled from official statistics of the U.S. Department of
Commerce, except that annual totals reflect minor adjustments to correct some
misreporting. Because of such adjustments, the annual totals differ slightly
from the sums of the respective components.

Over 90 percent of these item 807.00 imports consisted of turbojet and
gas turbine engines from Canada and the United Kingdom for use in aircraft.
The remaining imports, consisting mostly of gas turbines used in industrial

operations, were supplied by West Germany, Japan, Norway, Canada, and the
United Kingdom.

The principal U.S.-made components exported for assembly into nonpiston-
type engines are the turbine and compressor rotor, blading, nozzles, gears,
tubing, nuts, adapters, and fuel ignition system components. In foreign
establishments, these components are assembled together with other components,
such as casings, bases, piping, accessory pumps, valves, and controls, to form
complete engines. The completed aircraft engines are shipped to the United
States for incorporation into airplanes at the aircraft manufacturers' plants,
and the industrial-type gas turbines are shipped to customers' job sites where
they are mated to generators and other electrical apparatus.

A common practice in international aircraft component sales is to allow
the buyer to supply some parts for use in the assembly of the aircraft
component. This practice allows the buyer to offset a portion of the purchase
price of the component. Most major U.S. commercial aircraft manufacturers
have subsidiaries that produce certain engine parts; such manufacturers will
arrange to have those parts incorporated into the engines being purchased.
The majority of engines used by U.S. commercial aircraft producers are
obtained from domestic engine manufacturers; however, many engines, including
all those used for the L-1011 aircraft, are procured from foreign manu-
facturers. Virtually all of the imported engines contain U.S.-made
components and are imported under item 807.00. 35
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Nonmilitary aircraft

The nonmilitary aircraft commodity group includes all civil aircraft
whether new, used, or rebuilt., This commodity group covers gliders, kites,
helicopters, and single-engine and multiengine airplanes regardless of
weight. Spacecraft and parachutes are not included in the nonmilitary
aircraft commodity group.

The value of all nonmilitary aircraft imports increased steadily from $80
million in 1975 to $287 million in 1978. A large portion of the increase can
be attributed to rising imports of used or rebuilt airplanes, helicopters, and
large commercial transports (over 33,000 pounds, empty weight). The value of
nonmilitary aircraft imports under item 807.00 increased significantly from
$58 million in 1975 l/ to $207 million in 1977, but then fell slightly to $190
million in 1978. Imports of nonmilitary aircraft under item 807.00, as a
percent of total imports of such aircraft, fluctuated between 63 percent
(1976) and 80 percent (1977) during 1975-78.

The duty-free value of nonmilitary aircraft imported under item 807.00
increased from $21 million in 1975 to $64 million in 1977, but then declined
to $50 million in 1978. The duty-free share of the total value of item 807.00
imports of these articles in 1975-78 ranged from a low of 26 percent in 1978
to a high of 37 percent in 1975. Although all types of nonmilitary aircraft
imported under item 807.00 increased in value during 1975-78, the greatest
increases were in new airplanes weighing 10,000 to 33,000 pounds and those
weighing over 33,000 pounds. (See table on the following page.)

The upward trend in both the total value of nonmilitary aircraft imports
entering under item 807.00 and the duty-free value of such imports is
indicative of the increasing international trade among major aircraft
manufacturers. Particularly within the civil transport sector of the industry
(over 33,000 lbs.), the large number of sales required to recoup design and
development costs makes a strong world market a necessity for a successful
business enterprise., For this reason, many aircraft manufacturers subcontract
production of some components to foreign manufacturers, which increases the
chances that foreign purchasers will order the plane. In order to minimize
the great financial risk involved in the development of a new line of

aircraft, producers of large aircraft, both in the United States and other
countries, enter into "risk-sharing" agreements with aircraft or component

producers in other countries. The participants in such agreements assist, at

their own expense, in the design and eventual development of certain
components., . '

1/ Data for 1975 differ from that in table 2 because the latter includes
imports entered as military aircraft that year. .
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Nonmilitary aircraft: U.S. imports for consumption, total and those
entering under TSUS item 807.00, by types, 1975-78

(In thousands of dollars)

Imports entering under
TSUS item 807.00

Total
Type and year f imports Total f Dutiable ° Duty-free
: ¢ wvalue * value ' wvalue
Gliders and kites: ‘ : : :
1975~ : 656 : - - _
1976-- : 1,096 : - - -
1977 : 1,834 : 219 : 216 : 3
1978 : 2,153 : - - -
Used or rebuilt airplanes: : : : :
1975 : 11,616 : 6,983 : 5,195 : 1,788
1976 : 10,599 : 7,660 : 604 : 7,056
1977 : 31,251 : 24,015 : 1,267 : 22,748
1978 : 51,658 : 6,822 : 3,966 : 2,856
Helicopters: : : : :
1975 : 6,913 : 539 : 456 83
1976 : 4,433 - - -
1977 . : 18,070 : 6,224 : 5,156 : 1,068
1978 — : 28,006 : 7,616 : 6,003 : 1,613
Airplanes under 10,000 pounds empty : . .
weight: : : : :
1975 -—- : 35,031 : 29,848 : 18,732 : 11,116
1976 : 26,301 : 21,467 15,552 5,915
1977~ : 27,850 : 27,608 : 21,068 : 6,540
1978 —-— : 45,423 1 43,465 : 31,098 : 12,367
Airplanes 10,000 to 33,000 pounds, : : : :
inclusive, empty weight: : : : :
1975 : 20,383 : 17,779 : 9,818 : 7,961
1976 : 40,808 : 22,961 : 15,353 : 7,608
1977 : 80,721 : 50,400 : 38,646 : 11,754
1978 + 101,352 : 73,973 : 54,984 18,989
Airplanes over 33,000 pounds empty : :
weight: : : : :
1975 : 5,048 : 2,909 : 2,619 : 290
1976 : 7,799 : 5,247 : 5,128 : 119
1977-- : 100,106 : 98,177 : 76,428 : 21,749
1978 : 58,099 : 58,099 : 43,971 : 14,128
Total: : : : :
1975 : 79,647 : 58,059 : 36,820 : 21,240
1976 ¢ 91,036 : 57,335 : 36,637 : 20,698
1977-- ~-- : 259,832 : 206,644 : 142,782 : 63,863
1978 286,691 : 189,974 : 140,020 : 49,953

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

Note.--Because of rounding, figures may not add to the totals shown.
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During 1975-78, France was consistently the largest source of nonmilitary
aircraft imports under item 807.00, with imports ranging from 56 percent.
(1976) to 66 percent (1978) of the total. France also accounted for a large
portion of the duty-free imports of these items during the same period. Other
major sources of such imports included the United Kingdom, West Germany, and
Japan.

A large portion of the U.S.-fabricated components entering under item
807.00 are engines. Other parts entering under the item 807.00 provision
include hydraulic pumps, generators, air conditioning units, propellers, and
avionics. Generally, the U.S. purchaser of foreign aircraft may specify that
a certain type of U.S. component (e.g., engines) be used in construction of an
aircraft. These components would then be shipped to the foreign manufacturer

for assembly in the aircraft, and then re-imported into the United States as
part of the finished aircraft.

U.S. components are used in foreign-assembled aircraft for several
reasons, First, the use of U.S. goods may help expedite certification of the
aircraft by the Federal Aviation Administration. Second, the market acceptance
of a foreign-built aircraft is increased by the use of U.S.-made components.
Third, since several U.S. plane builders have foreign subsidiaries, U.S.-made
components may be supplied by the U.S. company to its subsidiary.

All nonmilitary aircraft are eligible for GSP duty-free treatment when
imported from a designated beneficiary developing country. Nonmilitary
aircraft entering under the GSP provision totaled $27.7 million in 1978, of
which approximately 98 pecent were from Israel. GSP imports of nonmilitary
aircraft have tended to be restricted by the capital intensity of the aircraft-
manufacturing industry. Few countries eligible for the GSP are able or
willing to take the large financial risks inherent to the aircraft-
manufacturing industry.

Semiconductors and parts

The total value of U.S. imports of semiconductors and parts increased
from $802.7 million in 1975 to $1.8 billion in 1978. The value of such
imports entered under item 807.00 increased from $312.4 million to $1.3
billion during the same period and accounted for a share of the total value of
imports which increased from 39 to 75 percent in the respective years. The
large increase in the total value of imports and in the value of imports
entered under item 807.00 was due principally to, increased imports of
integrated circuits, although the value of imports of transistors, diodes,
rectifiers, and parts of semiconductors also increased. Coupled with the
increase in imports under item 807.00 was a decrease in the value of imports
entered under item 806.30.

Of the total value of imports of semiconductors and parts entered under
item 807.00 in 1975-78, the duty-free value increased from $113.9 million in
1975 to $793.1 million in 1978. The duty-free value accounted for 36 percent
of the total value of imports under item 807.00 in 1975 and increased to 60
percent in 1978 as technological advances permitted the U.S. semiconductor
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industry to progress to more efficient and capital-intensive methods of
production of wafers which, after scoring, were exported for conversion to
"dice" (individual units) and for encapsulation prior to their return to the
United States.

The sources of U.S. imports of semiconductors and parts in 1975-78 were
principally the developing countries in the Far East, such as Malaysia,
Singapore, and the Republic of Korea. In those countries, much of the manual
assembly is accomplished, such as mounting the dice, making the electrical
connections, and encapsulation. TIn some foreign plants the assembled articles
are also tested and packaged for sale.

Various decisions by the customs courts and the Customs Service
interpreting regulations governing items 806.30 and 807.00, coupled with the
nature of available production equipment and processes, have made it
economically preferable to utilize the provisions of item 807.00 rather than
item 806.30 in reducing the cost of production of semiconductors.

Semiconductors and parts are not eligible articles under the GSP.

Television receivers

The total value of annual U.S. imports of television receivers entered
under item 807.00 more than doubled in 1975-78, increasing each year from
$103.4 million in 1975 to $219.2 million in 1978. These imports represented
25.7 percent of the total value of all television receiver imports in 1975 and
23.6 percent in 1978. Almost all imports under item 807.00 consisted of
television receivers produced by the subsidiaries of U.S. television
manufacturers located in Taiwan and Canada; in 1978, those countries accounted
for 73.4 and 26.4 percent of the total, respectively.

The duty-free value of annual imports of television receivers entered
under item 807.00 in 1975-78 ranged from 8.9 percent (1975) to 16.8 percent
(1977) of the total value of such imports in that period. The duty-free
component consists of various parts which are integrated into the completed
television receiver in foreign manufacturing plants. In order to allow some

price flexibility in competition with wholly foreign-made imports, U.S.
producers utilize the provision of item 807.00 to reduce their cost of

production of television receivers.

Television receivers are not eligible for duty-free treatment under the
GSP.

Television apparatus and parts, other than cameras,
receivers, and picture tubes

The total value of annual imports of television apparatus and parts,
other than cameras, receivers, and picture tubes, entered under item 807.00
increased erratically from $287.7 million in 1975 to $525.4 million in 1978.
These imports represented 74.7 percent of the total value of all imports o
television apparatus and parts in 1975 and 70.0 percent in 1978. Item 807.00
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imports were composed of chassis, tuners, and other major subassemblies of

television receivers produced by the subsidiaries of U.S. manufacturers
located principally in Mexico and Taiwan.

The duty-free value of annual imports of the subject television apparatus
and parts entered under item 807.00 in 1975-78 ranged from 31.9 percent (1976
and 1977) to 38.5 percent (1975) of the total value of such imports in that
period. The duty-free U.S.-made materials consist of various types of parts
which are incorporated into chassis and tuners in foreign plants.

Item 807.00 is used to reduce the cost of assembling certain major
components of television receivers and to provide the U.S. producer of TV
receivers pricing flexibility in competition against wholly foreign-made TV
receivers.

Television apparatus and parts, other than cameras, receivers, and
picture tubes, are not eligible for duty-free treatment under the GSP.

Radio apparatus and parts

The total value of U.S, imports of radio apparatus and parts entered
under item 807.00 increased from $133.7 million in 1975 to $167.1 million in
1977, and then declined slightly to $162.5 million in 1978. Item 807.00
imports represented 16.3 pecent of the value of all U.S. imports of radio
apparatus and parts in 1975 and 13.9 percent in 1978. Radio apparatus and
parts entered under item 807.00 in 1978 consisted mainly of automobile radios
from Brazil, clock radios from Singapore, other solid-state radio receivers
from Hong Kong, and miscellaneous imports from Malaysia and Mexico.

The duty-free value of annual imports of radio apparatus and parts
entered under item 807.00 in 1975-78 decreased from 23.3 percent to 17.6
percent of the total value of the imports of radio apparatus and parts entered
under item 807.00 during 1975-78. The duty-free component consists

principally of various U.S.-made electronic parts exported for further
assembly,

Item 807.00 is used to reduce the cost of assembly of consumer-type radio
apparatus to better compete with wholly foreign-made products.

With the exception of automobile radios and non-hand-held Citizens Band

transceivers, radio.apparatus and parts are eligible for duty-free treatment
under the GSP.

Phonographs and parts

The total value of U.S. imports of phonographs and parts entered under
tariff item 807.00 increased from $31.1 million in 1975 to $131.4 million in
1978. These imports under item 807.00 represented 32 percent of the total
value of all U.S. imports of phonographs and parts in 1975, and rose to about
41 percent in 1976-78. The imports under item 807.00 in 1978 were principally 40
(about 85 percent) record changers from the United Kingdom.
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The duty-free portion of the total value of U.S. imports of phonographs
and parts entered under item 807.00 ranged between 9 and 11 percent during
1975-78. It consisted mostly of phonograph cartridges exported from the
United States to the United Kingdom and returned after having been assembled
into record changers. The British producers of record changers import
phonograph cartridges made by certain U.S. producers to satisfy U.S. consumer
preferences; item 807.00 is used to lower costs.

Prior to 1979, phonographs and parts were not duty free under the GSP.

In 1979, tone arms and parts became eligible articles under the GSP;
phonographs and other parts, however, remain dutiable.

Office machines and parts

The value of item 807.00 imports of office machines and parts in 1975-78
increased 54.9 percent from $230.9 million in 1975 to $357.6 million in 1978.
As a share of the total value of all imports of such articles, however, item
807.00 importations have declined steadily, from 26.8 percent in 1975 to 20.3

percent in 1978, as total imports incredsed by 104.5 percent (from $862.1
million to $1.8 billiom).

The duty-free share of item 807.00 imports of office machines and parts
rose slightly from 32.1 percent in 1975 to 33.2 percent in 1977, but then
declined to 30.5 percent in 1978. The products which compose this commodity
group include addressing, numbering, dating, and check-writing machines;
accounting, computing, and other data-processing machinesj calculators, adding
machines, photocopiers, and other miscellaneous office machines. In 1978, the
value of item 807.00 importations of data-processing machines and parts of
data-processing machines represented 22.4 and 37.9 percent, respectively, or
60.3 percent in total, of all item 807.00 entries for the group. Accounting,
computing and other data-processing machines (11.5 percent), and parts of
office machines other than data-processing machines (12.5 percent) were the
only other significant articles imported under item 807.00 in 1978.

Canada, Mexico, and Hong Kong combined accounted for about three-quarters
of item 807.00 imports of office machines and parts in 1975-78. Imports from
Canada increased from 33.0 to 44.5 percent of the total in 1975-78, while
imports from Mexico decreased from 31.4 percent to 11.9 percent of the total
during the same period. Imports from Hong Kong, which were predominately
parts of data processing machines, increased from 6.3 percent of the total in
1975 to 23.3 percent in 1977, then decreased to 21.1 percent in 1978. Item
807.00 imports from Canada during the period consisted principally of data-
processing machines. Imports from Mexico, which were largely of calculators
in 1975, were mostly parts of data-processing machines in 1978. The combined
share of item 807.00 imports contributed by these three countries increased
from 70.7 percent in 1975 to 77.5 percent in 1978.

41



42

GSP eligibility extends to all of the tariff provisions in the office
products commodity grouping with the exception that eligibility is speci-
fically excluded for imports from Hong Kong and Mexico under TSUS item 676.52,
parts of data-processing machines. GSP imports were small in 1975-78.

Other miscellaneous electrical products and parts 1/

The value of item 807.00 imports of this group of commodities designated
as "other miscellaneous electrical products and parts" declined as a share of
the value of all imports of such articles from 20.1 percent in 1976 to 14.8
percent in 1977, and then rose to 15.5 percent in 1978. Item 807.00 imports
of these articles declined from $88.7 million in 1976 to $84.6 million in

1977, and then increased to $123.2 million in 1978, representing an overall
increase of 38.9 percent.

The duty-free share of item 807.00 imports of other miscellaneous
electrical products and parts declined slightly from 42.5 percent in 1976 to
41.3 percent in 1977, and then increased to 46.6 percent in 1978. The
commodity group consists of metallic magnets and magnetic devices, primary and
storage batteries and parts, parts of power hand tools, electrical starting
and ignition equipment and parts, lighting equipment for motor vehicles,
portable electric lamps, television cameras and parts, sound and visual
signalling apparatus and parts, and other electrical articles and parts, not
specially provided for (n.s.p.f.) exclusive of ferrite core memories. 2/ 1In
1978, item 807.00 imports consisted notably of electrical articles and parts,
n.s.p.f. (25.1 percent), light-emitting diode indicator panels (20.2 percent),
smoke detectors (16.9 percent), nickel cadmium batteries (9.9 percent), and
electrical starting and ignition equipment and parts (6.7 percent).

In 1978, the principal source of item 807.00 imports of miscellaneous
electrical products and parts was Mexico, followed in order of importance by
Ireland, Korea, and Hong Kong. The value of these item 807.00 imports from
Mexico accounted for an increasing share of all such item 807.00 imports in
1976-78, rising from 18.2 percent to 41.7 percent. Imports from Mexico were
largely of electrical articles and parts, n.s.p.f., nickel cadmium batteries,
and other storage batteries. Imports from Ireland, mostly smoke detectors,

1/ Prior to 1976, import statistics for "Electric articles, and electrical
parts of articles, not specially provided for" included ferrite core memories
within TSUS item 688.40. In 1976, ferrite core memories were separately
itemized for statistical purposes (item 688.4020). Thus, the data for other
electrical articles and parts of articles, n.s.p.f. (item 688.4040) are
comparable only for the 1976-78 period. Consequently, this is the period
covered in this portion of the report.

2/ Electrical articles and parts, not specially provided for (item
688.4040), includes numerous and diverse types of articles, such as high-
intensity lamp-radio combinations, signal generators, electronic filters,
parts of light bulbs, and parts of capacitors.
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rose from 10.5 to 17.0 percent of the total. Imports from Hong Kong during
this period, principally electrical articles and parts, n.s.p.f., represented
a significantly declining share of the total value, dropping from 21.9 percent
in 1976 to 6.4 percent in 1978.

Item 807.00 is used by companies producing miscellaneous electrical
articles and parts primarily to shift the highly labor-intensive elements of
their production processes to lower wage rate areas abroad. In many cases,
the provisions of item 807.00 are used to enable U.S. manufacturers to improve
their competitiveness vis—-a-vis comparable imported products.

GSP imports of miscellaneous electrical products and parts have been only
moderate in volume since 1976. They represented 12.6 percent of total imports
in 1978, slightly less than the 15.5 percent accounted for by item 807.00
importations. GSP imports of electrical starting and ignition equipment and
parts from Brazil and smoke detectors from Hong Kong were especially
significant in 1978. All of the tariff provisions which are encompassed by
this commodity grouping have been accorded GSP eligibility. However, since
the GSP was implemented, imports from Hong Kong under items 683.70, 683.80,
and 688.40 have been specifically excluded by virtue of the competitive-need
criteria of the GSP.

Equipment for making, breaking, or connecting electric circuits, and
voltage regulators

Item 807.00 imports of equipment for making, breaking, or connecting
electric circuits, and voltage regulators increased annually from $67.4
million in 1975 to $119.5 million in 1978, or by 77.3 percent during the
period. However, item 807.00 imports declined as a percentage of the value of
all imports of these products during 1975-78 from 27.5 percent to 20.6
percent. The ratio of the duty-free value to the total value of item 807.00
imports rose annually from 55.8 percent in 1975 to 57.7 percent in 1978.

This commodity group is composed of electrical switches, relays, fuses,
lightning arresters, plugs, receptacles, lamp sockets, terminals and terminal
strips, junction boxes, and other electrical apparatus and parts. Imports
of parts accounted for the single largest block of item 807.00 imports (18.4
percent) within the grouping in 1978. Snap-action switches, other
miscellaneous switches, and relays rated at less than 10 amperes each
accounted for approximately 15 percent of total item 807.00 imports.

Mexico was the largest source of item 807.00 importations of these
products in 1975-78, consistently supplying a 72 to 74 percent share of the
total value of item 807.00 entries in that period. The remaining share of
item 807.00 imports came from numerous and relatively small sources. The

composition of imports from Mexico is basically the same as for the group as a
whole.

The provisions of item 807.00 are generally employed by the producers of
equipment for making, breaking, or connecting electric circuits, and voltage
regulators to shift the highly labor-intensive assembly elements of their

production operations to foreign locations that possess a labor cost advantage
over the United States.
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All of the items in the grouping are designated eligible for duty-free
GSP status, with the single exception of such imports from Mexico under TSUS
item 685.90 (which provides for everything discussed here except voltage
regulators). Imports from eligible GSP beneficiary countries amounted to less
than 7 percent of total group imports in 1978. Coincidentally, item 807.00
imports during the 1975-78 period declined as a share of total imports of
these articles by about the same percentage.

Watches and clocks

Imports of watches and clocks, and parts thereof, entered under item
807.00 climbed each year during the period 1975-78, rising from a value of
$73.9 million in 1975 to $208.5 million in 1978. The ratio of such imports
under item 807.00 to total imports of these articles rose from 18 percent in
1975 to 29 percent in 1976 and 1977, and then declined to 23 percent in 1978.
The greatest increase in item 807.00 imports occurred in 1976, when such
imports jumped by 140 percent over previous year imports to $177.6 million.
This significant increase reflected, in large part, increased consumer
purchases of solid-state digital watches, which had been made readily
available at much lower prices owing to advances in technology, following the
recession of 1975. Solid-state digital watches, modules, and subassemblies

utilizing semiconductors account for the bulk of annual imports under item
807.00.

The ratio of the duty-free value to the total value of imports under item
807.00 of watches, clocks and parts in 1975-78 ranged from a high of 47
percent in 1977 to a low of 36 percent in 1978. Imports of watches, clocks,
and parts entered under item 807.00 came largely from Asian countries,

principally Taiwan. Other important Asian suppliers included Hong Kong,
Singapore, Malaysia, and Korea.

The manufacture of watches, clocks, and parts utilizing semiconductors is
particularly well suited to item 807.00 operations. Because of the small
size of a watch or clock movement, freight costs are not a crucial factor in
determining the cost of the end product. The use of solid-state circuitry
has further reduced the size of watch and clock movements. The fabrication of
these articles can be viewed in two sequential steps—--the manufacture of
integrated circuits and other components, which requires a high degree of
technology, and the assembly of the solid-state modules, watches, and clocks,
which is highly labor intensive. Therefore, it is economical for the domestic
watch and clock producers to ship domestically’ produced integrated circuits
and other components offshore for assembly, thus benefiting from much lower
priced foreign labor. Industry sources estimate that their offshore labor

costs for production workers are as low as 20 percent of similar domestic
costs.

Currently, watches, clocks, and parts thereof are not eligible articles
under GSP. However, Korea has filed a petition seeking eligibility for duty-
free treatment under GSP for TSUS item 715.33 (clocks valued over $10 each).
Imports of these clocks under item 807.00 have been very small to date--
$182,165 in 1978 all from developed countries; developing countries have been
the source in some recent years, although in much smaller volume. 44



45

Textile products

Textile products represented about 4.4 percent of the total value and
10.8 percent of the duty-free value of imports of all articles under item
807.00 in 1978, compared with 5.1 percent and 15.5 percent, respectively, in
1975. Wearing apparel and accessories 1/ of textile materials valued at
$398.5 million accounted for 97.3 percent of the value of imports of textile
products under item 807.00 in 1978. The value of the duty-free portion of the

total value of textile product imports under item 807.00 represented 62 to 65
percent in the period 1975-78.

The value of textile imports under item 807.00 increased at an average
annual rate of nearly 20 percent during the period 1975-78, from $237.8
million in 1975 to $409.6 million in 1978. Imports of textiles under item
807.00 accounted for 5.8 percent of the value of all imports of textiles in
1978, down from 6.5 percent in 1975.

The value of all apparel imports increased more rapidly in 1975-78 than
the value of apparel imports under item 807.00, rising at an average annual
rate of 28 percent compared with less than 20 percent for item 807.00
imports. In other words, the ratio of the value of apparel imports under item
807.00 to the value of all apparel imports declined from 10.4 percent in 1975
to 8.5 percent in 1978, as shown below.

Item . 1975 1976 1977 1978
Apparel imports: : H : :
Item 807.00---million dollars--: 236 : 275 : 310 : 398
All other do : 2,026 : 2,860 : 3,281 4,292
Total do : 2,262 : 3,135 : 3,591 : 4,690
Ratio of item 807.00 imports to : : s :
total imports—-—-—--—--—- percent--: 10.4 : 8.8 : 8.6 : 8.5

Body-supporting garments.--Body-supporting garments were the largest
group of apparel items imported under item 807.00 in 1975-78. The value of
item 807.00 imports of body-supporting garments in 1978 totaled $96.8 million,
representing 68 percent of the value of all imports of body-supporting
garments. Brassieres were the most prominent of the body-supporting garments
imported, with total imports in 1978 of 10.7 million dozen, valued at $108.1
million. Of these total imports, 83 percent, or 8.9 million dozen, valued at
$90 million, were imported under item 807.00. The ratio of U.S. imports to

production of brassieres in 1978 was 41 percent, compared with 31 percent in
1975.

1/ Does not include footwear, headwear, or gloves.
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The following tabulation shows the duty-free value, the dutiable value,
and the total value of brassiere imports entered under item -807.00.

Item . ‘o975 P 1976 . 1977 D 1978
Duty-free value--million dollars-: 28.4 @ 37.3 : 44.3 : 51.6
Dutiable value do : 24.7 : 28.6 : 32.4 : 38.4
Total do : 53.1 65.9 : 76.7 : 90.0
Ratio of duty-free value to : : : :
total value-——-—=--=-- percent--: 53.5 : 56.6 : 57.8 : 57.3

The ratio of duty-free value to total value of brassiere imports under
item 807.00 ranged between 54 and 58 percent of the total value. The savings
in duty were significant since the rates were 32 percent ad valorem for
ornamented brassieres and 18 percent ad valorem for brassieres that were not
ornamented.

While the total value of item 807.00 imports of brassieres increased at
an average annual rate of 22 percent for the period 1975-78, the total
quantity increased at the lower average yearly rate of 13 percent for the same
period.

Brassieres entered under item 807.00 were almost entirely from developing
countries. Mexico, the Philippines, and the Dominican Republic accounted for
about 60 percent of both the quantity and the value of brassieres entered
under item 807.00 in 1978. Costa Rica, Haiti, Barbados, and El Salvador were
also notable suppliers, as shown in the following table.

: : : : ! Average
Source S 1975 0 1976 . 1977 . 1978 | annual

. . : . . increase

§ —————m—e] Million dollars——----—- ¢ Percent
Mexico : 20.3 23.5 @ 22.9 ¢ 23.1 : 4
Philippine Republic : 11.6 : 11.7 : 13.8 : 15.5 : 10
Dominican Republic : 5.1 : 9.0 ¢ 12.2 : 15.5: 49
Costa Rica : 4,1 3 6.2 : 8.8 : 11.2: 40
Haiti : 2.6 : 4.2 : 5.9 : 6.7 : 37
Barbados : .9 2.4 2 4.5 : 6.1 : 90
El Salvador : .5 1.8 : 2.2 : 4.0 @ 100
Other : 7.9 : 7.1 : 6.4 8.0 ¢ -
Total : 53.0 : 65.9 : 76.7 : 90.1 : 19
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Imports of brassieres entered under item 807.00 from Mexico have increased
at an average annual rate of only 4 percent for the period 1975-78. Imports
from E1 Salvador, Barbados, and the Dominican Republic increased at average
annual rates of 100, 90, and 49 percent, respectively. The duty-free value of
brassieres entered, by countries, under item 807.00 in 1978 ranged between 57
and 72 percent of the total value, except for the Philippines. Only 11
percent of the total value entered duty free from the Philippines because the
major portion of the brassiere is manufactured in the Philippines, with
certain parts, such as buckles, straps, and sometimes molded cups, supplied
from the United States.,

Domestic manufacturers of brassieres are the main users of the item
807.00 provision, employing foreign factories to assemble their brassieres and
subsequently importing the finished product. The production of brassieres is
very labor intensive because the many notions and different fabrics incor-
porated into a finished garment require many separate sewing operationms.

These sewing operations, and sometimes the packaging operation as well, are
performed abroad. U.S. companies use the item 807.00 provision because of
lower wage rates abroad than in the United States, and make considerable use
of facilities in Mexico and Latin America because of their close proximity.

Imports of brassieres, including those entered under item 807.00, are

subject to quantitative restraints under the Arrangement Regarding Inter-
national Trade in Textiles, known as the Multifiber Agreement (MFA).

Brassieres are not eligible for duty-free treatment under the GSP.

Wearing apparel and accessories, except body-supporting garments.--The
groups of wearing apparel items imported under item 807.00 in the greatest
dollar volume after body-supporting garments are women's blouses, slacks,
shorts, coats, and jackets; men's shirts, coats and jackets, and trousers; and
panty hose.

In 1978, the customs value of item 807.00 imports of wearing apparel and
accessories, except body-supporting garments, was $301.6 million, representing
an increase of 67 percent from the 1975 value of $180.8 million. The value of
imports of these wearing apparel articles entered under TSUS item 807.00 in
1978 represented about 7 percent of the total value of imports of wearing
apparel and accessories, except body-supporting garments.

The following tabulation shows, for wearing apparel and accessories
entered under item 807.00, except body-supporting garments, the duty-free

value, the dutiable value, and the total value of such shipments for the years
1975-78.

Item : 1975 ; 1976 | 1977 ¢ 1978
Duty-free value--million dollars-: 124.0 : 139.2 : 151.8 : 187.4
Dutiable value -do : 56.9 : 66.8 : 76.5 114.2
Total do : 180.9 : 206.0 : 228.3 : 301.6
Ratio of duty-free value to : : : : 47
total value-—---==——-—- percent--: 68.5 : 67.6 : 66.5 62.1
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The ratio of duty-free value to total value of imports of wearing apparel,
except body-supporting garments, declined from 68.5 percent -in 1975 to 62.1
percent in 1978. The savings in duty were rather large, particularly for
apparel of manmade fibers, where the rates range from about 36 percent of the
ad valorem equivalent to 42.5 percent ad valorem.

Most of the component parts are shipped to Mexico and other Latin
American countries to be sewn together and shipped back to the United States
as finished garments under item 807.00. The value added abroad generally
includes the cost of assembly (sewing), and, to a lesser extent, materials
added, such as thread, buttons, decorative stitchery, lace, trim, and other
types of ornamentation. These assembly operations are located primarily in
Mexico and, to a lesser extent, in other Latin American countries, because of
their available labor, low wage rates, and proximity to U.S. markets.

Apparel and accessories, including those entered under item 807.00, are
subject to quantitative restraints under the MFA.

Except for certain handkerchiefs, apparel and accessories are not
eligible for duty-free treatment under the GSP.
Principal Commodity Groups Imported Under Item 806.30
The following is a brief discussion of the most important product groups

imported under TSUS item 806.30, as shown in table 5.

Semiconductors and parts

The total value of U.S. imports of semiconductors and parts entered under
item 806.30 in 1975-78 trended downward from $305.1 million in 1975 to $149.4
million in 1978. Such imports accounted for 38 percent of the value of all
imports of semiconductors and parts ($802.7 million) in 1975 and decreased to
8 percent of all imports ($1.8 billion) in 1978. The decreased use of item
806.30 was more than offset by the increased use of item 807.00 and is
accounted for by the requirement that further processing of the product be
performed in the United States in order to obtain a duty exemption under item
806.30 (see previous discussion of the use of item 807.00). Increasingly,
U.S. semiconductor manufacturers are providing foreign facilities the
equipment to complete the processing of semiconductors following the
capital-intensive production of wafers in the Upited States. This development
encourages the use of item 807.00 rather than item 806.30.

The duty-exempt share of the value of U.S. imports of semiconductors and
parts under item 806.30 in 1975-78 trended downward from $177.9 million in
1975 to $93.6 million in 1978. However, this duty-free share of the total
value of such imports represented a rising percentage of the total, increasing
steadily from 58 percent in 1975 to 63 percent in 1978. The duty-exempt
component consisted largely of scored wafers exported for separation into
discrete "dice," which are then wired and otherwise processed prior to return
to the United States for further processing.
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The principal sources of imports of semiconductors under item 806.30 were
developing countries located chiefly in Asia and Latin America. Malaysia was
the principal single source of semiconductors, accounting for 60.4 percent of
total imports under item 806.30 in 1978; the Philippines, Mexico, and Taiwan
supplied most of the remainder.

Most item 806.30 semiconductor operations involved integrated circuits.
The processing in foreign plants prior to further processing in the United
States may occur at various stages after the scored wafer is exported from the
United States; however, the principal processing done in the United States
after the return of the foreign-processed articles is encapsulation.

Item 806.30 is used principally to reduce production costs. A determi-
nation as to whether to use either item 806.30 or item 807.00 is dependent on
the manufacturing capability at the foreign plant and on the ability of U.S.
importers to maximize the duty-exempt component of imported semiconductors and
parts. In the past several years, the use of item 807.00 has increased, and
the use of item 806.30 has decreased.

Specific data on cost and labor are not available. However, the largest
portion of the total cost of production of semiconductors is incurred in wafer
fabrication, which is performed mostly in the United States. Much of the
highly skilled labor is employed in the United States, and much of the
unskilled labor is employed in foreign plants.

Semiconductors and parts are not eligible for duty-free treatment under
the GSP.

Aircraft parts

The aircraft parts covered are those classified as such in the TSUS and
include a wide variety of components for balloons and airships, gliders,
helicopters, airplanes (military and nonmilitary), and spacecraft.

The total value of all imports of aircraft parts decreased from $325.5
million in 1975 to $275.6 million in 1976, but then increased to $368.2
million in 1978. Generally, the level of imports of such items fluctuated
with the level of domestic production of complete aircraft. During 1975-78,
the value of aircraft parts imported under item 806.30 ranged between a high
of $49.9 million in 1975 and a low of $22.2 million in 1976. The ratio of
these item 806.30 imports of aircraft parts to total imports of such articles
ranged from 8.0 percent (1976) to 10.7 percent (1978).

The duty-free value of aircraft parts imported under item 806.30
decreased from $26.7 million in 1975 to $10.6 million in 1978. During
1975-78, the duty-free share of item 806.30 imports of aircraft parts ranged
between 53.6 percent (1975) and 26.9 percent (1977) of total imports under
item 806.30.
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Canada consistently has been the largest source of aircraft parts
imported under item 806.30, in 1975-78 accounting for between 45 percent
(1975) and 70 percent (1977) of annual imports. In 1978, Canada provided 60
percent of item 806.30 imports of aircraft parts, and Italy provided 34
percent. Other sources of aircraft parts imported under item 806.30 during
1975-78 include Brazil, Taiwan, and the United Kingdom.

U.S. aircraft manufacturers are the major importers of aircraft parts
entered under item 806.30. One major U.S. producer of commercial transport
aircraft, however, does not import parts of aircraft under item 806.30,
claiming that the added record-keeping cost exceeds the 5-percent duty which
is normally paid on such imports. Aircraft parts entering under item 806.30
include rudders, airgates, stator assemblies, wing and tail assemblies,
vertical stabilizers, and fuselage and floor panels. The exported articles
consisted mainly of aluminum sheets, extrusions, forgings, and fasteners. The
foreign processor performs cutting, shaping, and assembly operations, and then

exports the parts to the United States to be incorporated into completed
aircraft.

The imports of aircraft parts under item 806.30 are indicative of the
international participation among major aircraft manufacturers. Many aircraft
manufacturers subcontract production of some components to foreign firms,
thereby increasing the likelihood of foreign sales of the U.S. product.
Several domestic aircraft manufacturers maintain foreign subsidiaries which
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