i

PRODUCTION SHARING: U.S. IMPORTS UNDER
HARMONIZED TARIFF SCHEDULE SUBHEADINGS
9802.00.60 AND 9802.00.80, 1985-1988

Formerly Imports Under ltems 806.30 and
807.00 of the Tariff Schedules of the United States

USITC Publication 2243
December 1989

United States International Trade Commission * Washington, DC 20436



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Anne E. Brunsdale, Chairman
Ronald A. Cass, Vice Chairman
Alfred E. Eckes
Seeley G. Lodwick
David B. Rohr

Don E. Newquist

Office of Industries
Robert Rogowsky, Director

This report was prepared principally by the Office of Industries

Agriculture, Fisheries, and Forest Products Division
Rick Rhodes, Coordinator

Textiles, Leather Products, and Apparel Division
Sundar Shetty, Coordinator

Machinery and Equipment Division
John Kitzmiller, Coordinator

Minerals and Metals Division
Deborah McNay, Coordinator

General Manufactures Division
Hazel Robinson, Coordinator

Christopher Johnson, Stacy Bannister,
Phyllis Boone, Janice Wayne, and Brenda Young

under the direction of
Laura Rodriguez-Archila, Project Leader

Ralph J. Watkins, Chief
Miscellaneous Manufactures Branch,

and

Walter S. Trezevant, Chief
General Manufactures Division

with assistance from

the Office of Data Systems and
the Office of Tariff Affairs and Trade Agreements

Address all communications to
Kenneth R. Mason, Secretary to the Commission
United States International Trade Commission
Washington, DC 20436



PREFACE

On May 22, 1989, on its own motion and in accordance with section 332(b) of the
Tariff Act of 1930 (19 U.S.C. 1332(b)), the U.S. International Trade Commission
authorized continuation of investigation No. 332-237 (originally instituted on August 19,
1986) to present and analyze statistical data on imports under Harmonized Tariff
Schedule (HTS) subheadings 9802.00.60 (metal of U.S. origin processed in a foreign
location and returned for further U.S. processing) and 9802.00.80 (goods containing
U.S.-made components), 1985-88 (formerly imports under items 806.30 and 807.00 of
the Tariff Schedules of the United States (TSUS)). The current report presents
historical import data (1970-88) under these HTS subheadings and evaluates the most
current 4-year period (1985-88) on a commodity specific and sector-by-sector basis.

The Harmonized System, an international standard for trade and tariff
nomenclature, was implemented on January 1, 1989. Implementation, which was
authorized in the Omnibus Trade and Competitiveness Act of 1988, required conversion
of the TSUS to the HTS. In this conversion, the nomenclature for TSUS items 806.30
and 807.00 was changed to HTS subheadings 9802.00.60 and 9802.00.80, respectively.
The purpose and effect of these tariff provisions remain the same despite the change in
nomenclature. Therefore, reference to these provisions in this report will be in terms of
the HTS subheadings.

The study also includes two special chapters. The first of these, “Impact of the
Customs User Fee on the Use of Subheadings 9802.00.60 and 9802.00.80,” analyzes
the effect of the fee established in December 1986 on imports under these HTS
subheadings. The second special chapter, “Production Sharing in the European
Community,” presents and analyzes production-sharing activities of the European
Community (EC). Production sharing encompasses a number of activities whereby
certain aspects of production of an article take place in different countries.! The use of
HTS subheadings 9802.00.60 and 9802.00.80 by U.S. importers and of “outward
processing” provisions by EC importers is an integral part of production sharing.

! Peter F. Drucker, “The Rise in Production Sharing,” The Wall Street J. 1
1977), sec. 1, p. A 1. g reet Journal (Mar. 15,
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EXECUTIVE SUMMARY

In this annual report, the Commission conveys the findings of its investigation of
recent developments in trade under subheadings 9802.00.60 and 9802.00.80 of the
Harmonized Tariff Schedule of the United States (HTS) and analyzes trends in imports
by commodity groups and sources during 1985-88. Subheading 9802.00.60 sets forth
tariff treatment for certain metal of U.S. origin processed in a foreign location and
returned to the United States for further processing; subheading 9802.00.80 provides
tariff treatment for eligible imported goods that contain U.S.-made components.! The
use of both of these tariff provisions are integral activities for companies involved in
production sharing. This study also examines the use of similar “outward processing”
provisions in the European Community (EC) by European firms engaged in production
sharing. The principal findings and conclusions of the Commission’s investigation are
summarized below.

® During 1985-88, U.S. imports under subheadings 9802.00.60 and 9802.00.80
increased by 142 percent to $73.7 billion, at a faster pace than total U.S.
imports which rose by 27 percent to $437 billion, as shown in table A. Imports
under subheadings 9802.00.60 and 9802.00.80 accounted for 17 percent of

Table A
U.8. Imports under HTS subheadings 9802.00.60 and 9802.00.80 and total imports,
1985 and 1988

Share of total

Change, imports under
1988 from 9802.00.60 and
Subheading 1985 1988 1985 9802.00.80, 1988
—— Million dollars — Percent
Imports under
subheading
9802.00.60:
Dutiable' ............ 145 459 217 1
Nondutiable! ......... 275 470 YAl 1
Total ............. 420 929 121 1
Imports under
subheading
9802.00.80:
Dutlable? .......... 24,566 56,449 130 77
Nondutiable? .. ..... 5,550 16,354 198 22
Total ........... 30,115 72,804 142 99
Imports under
subheading
9802.00.60 and
9802.00.80:
Dutlable® .......... 24,710 56,909 130 77
Nondutiable . ....... 5,825 16,824 189 23
Total ........... 30,535 73,733 142 100
QGrand
total
U.S.
Imports ........ 345,553 437,140 27 (4)

' The dutiable portion of imports under subheading 9802.00.60 s the value added to the Imported
product by processing in the foreign country. The nondutiable portion Is the value of the U.S.-origin
metal less the value added resulting from foreign processing.

2 The nondutiable portion of imports under subheading 9802.00.80 is the value of U.S.-made
components contained in the imported product. The dutlable portion is the total value of the
Imported product less the value of the U.S.-made components.

3 For products entered under subheading 9802.00.60 and 9802.00.80 solely to avoid the
Customs User Fee, the rate of duty applied to the “dutiable” (or foreign value added) portion Is zero
because the MFN rate of duty for the product is “Free."

“ Not applicable.

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

' Throughout this report, the term “nondutiable” imports will be used interchangeably with “U.S.
content,” “U.S.-origin content,” “U.S.-origin metal,” and “U.S.-made components. "
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total U.S. zmports in 1988 compared with 9 percent in 1985. The principal
supplying countries were Canada, Japan, and Mexico, accountmg Jor 70 percent
of total imports under these provisions in 1988.

® The establishment of the Customs User Fee on imported merchandise in
December 1986 motivated many importers of goods covered by duty-free
subheadings to claim eligibility under HTS subheadings 9802.00.60 and
9802.00.80 to avoid the fee—articles imported under chapter 98 of the HTS are
exempt from the fee. Before the user fee was imposed, there had been no
incentive for these importers to use these provisions even though they had been
eligible. Products so zmported in response to the user fee accounted for 70
percent of the 142 percent rise in imports under subheadings 9802.00.60 and
9802.00.80 between 1985 and 1988.

Subtracting imports with an unconditionally “free” most-favored-nation rate of duty
from official statistics reveals what the trend in imports under HTS subheadings
9802.00.60 and 9802.00.80 would have been if the user fee had not been imposed.2 In
1988, imports of products with a free rate of duty under HTS subheadings 9802.00.60
and 9802.00.80 totaled $30.4 billion, or 41 percent of total imports under subheadings
9802.00.60 and 9802.00.80, up from 37 percent of such imports in 1987. In the
absence of the user fee, imports under subheading 9802.00.80 would have risen just
41 percent between 1985 and 1988, from $30.1 billion to $42.4 billion, instead of
climbing 142 percent to $72.8 billion. Furthermore, subheading 9802.00.80 imports
would have actually declined slightly from $42.6 billion to $42.4 billion between 1987
and 1988 were it not for the user fee (figure 2-1). In addition, Canada would not have
replaced Japan as the leading source of subheading 9802.00.80 imports, but would have
had only a 4 percent, instead of a 34 percent, share of total 9802.00.80 imports. The
principal products that were free of duty but still entered under subheading 9802.00.80
to avoid the user fee were motor vehicles and parts thereof from Canada (duty-free
under the Automotive Products Trade Act of 1965 (APTA)), nonmilitary aircraft and
parts (duty-free under the Civil Aircraft Agreement), and semiconductors (most became
free of duty in 1985) (pp. 2-4 and 2-5).

® Imports under subheading 9802.00.80 (imports containing U.S.-made
components) increased by 142 percent during 1985-88, to $72.8 billion in 1988,
and represented 99 percent of the combined imports under HTS subheadings
9802.00.60 and 9802.00.80 in that year, as well as 97 percent of the duty-free
content of both provisions.

Motor vehicles accounted for 61 percent of the value of HTS subheading 9802.00.80
imports in 1988. Other important products imported under subheading 9802.00.80 in
1988 were semiconductors (6 percent of the total), motor-vehicle parts (6 percent),
internal combustion engines (4 percent), and office machines and parts (4 percent). Of
these, motor-vehicle parts accounted for the fastest growth in subheading 9802.00.80
imports during  1985-88, increasing over 300 percent from $1.1 billion to $4.2 billion
(p. 1-9). The growth in subheading 9802.00.80 imports in part reflected a general
increase in total imports of these articles, but more importantly indicated a reaction by
importers to avoid the Customs User Fee (pp. 2-1 and 2-2).

® Canada, Mexico, and Malaysia together supplied $12.5 billion, or 55 percent,
of the duty-free content of U.S. imports under subheading 9802.00.80 in 1988.

Based on duty-free content (the value of the U.S.-made components), the top
imports from Mexico under HTS subheading 9802.00.80 in 1988 were electrical
conductors (such as wire harnesses), motor vehicles, articles for making and breakmg
electrical circuits, motors and generators, and piston-type internal combustion engines
(pp. B-54 to B-56). A broad variety of U.S. firms established assembly facilities along
the U.S.-Mexico border to take advantage of low labor costs in Mexico. The fastest
growing segment of Mexico’s Maquiladora industry has been the one supplying parts and
subassemblies to the U.S. automobile industry. These products include wire harnesses,

2 See ch. 2 for a more detailed discussion of the Customs User Fee.
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engines, motors, seats, and other motor vehicle parts. Import levels of apparel from
Mexico, on the other hand, have been stagnant as U.S. apparel producers have chosen
to expand sewing operations in the Caribbean rather than in Mexico, because labor costs
are even lower in the Caribbean. Motor vehicles dominated imports from Canada,
reflecting the decision by importers, chiefly U.S. automobile manufacturers, to avoid the
Customs User Fee by claiming eligibility under subheading 9802.00.80 for imports of
motor vehicles and parts that enter free of duty under APTA (pp. B-48 to B-50).
Semiconductors were the principal articles imported from Malaysia under HTS
subheading 9802.00.80 in 1988 (pp. B-75 to B-77).

® Subheading 9802.00.60 imports (U.S. metal articles processed abroad and
returned for further processing) increased by 121 percent during the period, to
$929 million in 1988. The sharp increase in imports under subheading
9802.00.60 was primarily due to importers of already duty-free products
declaring eligibility for entry under subheading 9802.00.60 to avoid the Customs
User Fee.

The value of the U.S.-origin metal contained in HTS subheading 9802.00.60 imports
was $470 million in 1988, representing 51 percent of the total value of 9802.00.60
imports. Aluminum, specifically wrought sheet for making cans, was the most significant
product imported under subheading 9802.00.60 during 1985-88. However, wrought
aluminum’s share of the duty-free content of total 9802.00.60 imports dropped from 63
percent in 1985 to 35 percent in 1988. In contrast, the duty-free content of imports of
aircraft and spacecraft parts increased from $9 million (3 percent of the total in 1985) to
$110 million in 1988, to account for 23 percent of such imports (pp. B-19 to B-22).

® Canada, Mexico, and Japan accounted for $427 million, or 91 percent, of the
total duty-free content of U.S. imports under subheading 9802.00.60 in 1988.

Parts of civil aircraft and aluminum canning sheet were the principal imports supplied
under HTS subheading 9802.00.60 from Canada in terms of both total value and
duty-free content. Wrought aluminum was the principal commodity shipped from Japan;
steel sheets and strips were the leading products entering under subheading 9802.00.60
from Mexico (pp. B-24 to B-26).

® The industries producing apparel and electronic components used a higher
percentage of U.S.-made components in their foreign assembly facilities than
other industries. Motor vehicles imported under subheading 9802.00.80 had the
lowest proportion of U.S.-origin content. Since the rates of duty applicable to
apparel are generally much higher than for most other articles, the duty savings
Jfrom use of subheading 9802.00.80 is more significant for that group of
industries than for other industries.

Dividing all U.S. industries into 22 categories, the industries with the highest ratio of
the value of U.S.-made components to total value of imports under HTS subheading
9802.00.80 in 1988 were trousers, slacks, and shorts (67 percent); body-supporting
garments (67 percent); agricultural and forest products—chiefly disposable hospital
gowns—(67 percent); other textiles and apparel (61 percent); other electrical articles (59
percent); semiconductors (55 percent); and shirts and blouses (55 percent) (pp. 1-8 to
1-9). Most of these products are imported from U.S.-owned or contracted assembly or
sewing facilities in Mexico and the Caribbean. On the other hand, U.S.-made
components accounted for only 13 percent of the value of motor vehicles imported
under subheading 9802.00.80. Foreign-owned manufacturers in Japan, West Germany,
and Sweden supplied the majority of the imports. Because the trade-weighted-average
rate of duty on apparel was 20.3 percent ad valorem in 1988, compared with 3.5 percent
for all other products imported under subheading 9802.00.80, apparel accounted for 43
percent of the duty savings accrued from the use of subheading 9802.00.80 despite
2cc1<;unting for only 2 percent of the total trade under that provision (pp. 1-11 and

® Imports under subheading 9802.00.80 from less developed countries (LDCs)
rose 121 percent during 1985-88 in terms of total value and 99 percent in terms

of the value of U.S.-made components contained in subheading 9802.00.80 .
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imports. However, the share of subheading 9802.00.80 imports accounted for
by LDCs dropped from 33 percent to 30 percent in terms of total value and from
81 percent to 55 percent in U.S. content, as imports of motor vehicles from
developed countries increasingly dominated use of the provision.

Imports of motor vehicles from Japan, West Germany, and Sweden under HTS
subheading 9802.00.80 rose by $4.7 billion to $20.6 billion during 1985-88, accounting
for 15 percent of the $30.8 billion expansion in subheading 9802.00.80 imports from
developed countries. Another 59 percent was accounted for by the $18 billion increase
in imports of motor vehicles from Canada which entered under subheading 9802.00.80
in 1988 to avoid the user fee. U.S.-made components accounted for only 1 percent of
the collective value of motor vehicle imports under subheading 9802.00.80 from Japan,
West Germany, and Sweden compared with 27 percent from Canada.

Subheading 9802.00.80 imports from Mexico, the largest LDC supplier of these
imports under subheading 9802.00.80, climbed by 92 percent in total value (from $5.5
billion to $10.7 billion) and 81 percent in U.S.-made content (from $2.9 billion to
$5.3 billion). The total value of subheading 9802.00.80 imports from other LDCs grew
by 158 percent and the duty-free content of subheading 9802.00.80 imports from other
LDC's increased by 132 percent. Much of these increases can be attributed to a rise in
imports of motor vehicles, office machines and parts, and semiconductors, respectively
from Korea, Singapore, and Malaysia. In 1988, U.S.-made components made up 50
percent of subheading 9802.00.80 imports from Mexico, but only 33 percent of such
imports from other LDCs (p. 1-4, tables B-4, B-20, B-22, B-27, B-28, and B-29).
The strong growth in and volume of imports from Mexico under subheading 9802.00.80,
especially relative to those of other LDCs, reflects continued expansion in the use of
Mexico’s Maquiladora industry by U.S. producers. Peso devaluations in Mexico during
1985-87 resulted in declining average hourly earnings by manufacturing workers whereas
earnings in competing assembly locations, such as Taiwan, Korea, and Singapore, have
been rising as measured in U.S. dollars (pp. 1-2 and 1-8, table 1-4).

® The potential exists for apparel imports under subheading 9802.00.80 to
accelerate during the beginning of the 1990s as a result of recent actions by the
United States to liberalize quotas on such imports from the major suppliers.

The United States recently introduced special quota programs for Caribbean
countries and Mexico that grant them greater access to the U.S. market for apparel and
made-up textiles assembled from fabric that has been both produced and cut in the
United States. The “special access program” for Caribbean countries establishes
guaranteed access levels (GALs) for goods made of such fabric that are separate from,
and usually higher than, quotas on nonqualifying products. This program essentially
permits Caribbean countries virtually unlimited market access for qualifying goods since
the GALs may be increased on request by the exporting country. Imports under the
Caribbean program in 1987, the first full year of this so-called 807-A plan, totaled
$79 million and then rose to $219 million in 1988. Under the “special regime” for
Mexico, products of U.S. and foreign fabrics are combined under the same quota, but a
major portion of the quotas is set aside for goods of U.S.-made and U.S.-cut fabric.
Although quota growth is limited to 6 percent annually, Mexico’s quotas were increased
significantly above the 1987 base levels to accommodate the special regime, which went
into effect January 1, 1989 (p. 6-7).

® European Community customs laws contain production sharing provisions
similar to those provided in HTS subheading 9802.00.80. These provisions,
known as “outward processing reiief arrangements,” allow EC goods to be
temporarily exported from the customs territory of the EC for additional
processing or assembly.

During 1984-1987, EC imports after outward processing rose by 12 percent to $4.2
billion (table 9-1). This amount was less than 6 percent of the level of corresponding
U.S. imports under HTS subheading 9802.00.80 in 1987. West Germany and France
were the principal users of outward processing arrangements in 1987, together
accounting for two-thirds of EC imports under such provisions (table 9-5). Almost
one-half of EC imports after outward processing in 1987 were accounted for by textiles
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and apparel (table 9-2). Semiconductors, office machines and parts, and other
machinery and equipment were the next most important individual categories of products
imported under EC production sharing provisions in 1987.

EC production sharing was heavily concentrated in Yugoslavia and other Eastern
European countries, which accounted for just under one-half of total EC imports after
outward processing (table 9-9). Spain was the leading assembly location for the EC until
its inclusion into the EC in 1986, accounting for 37 percent of EC outward processing
imports in 1984. The use of outward processing by EC firms in Eastern Europe is
comparable to the use of Mexico’s Maquiladora industry by U.S. manufacturers—
average hourly earnings in 1987 in Eastern Europe was estimated to be approximately
US$0.97 compared with US$0.95 in Mexico. Both U.S. and European importers of
products from developed countries take advantage of subheading 9802.00.80 and
outward processing provisions to reduce their tariff obligations on goods that contain
U.S.-made or European-made components, respectively. Developed countries
accounted for 73 percent of total U.S. imports under 9802.00.80 in 1987 and
45 percent of EC imports after outward processing in 1987, with the United States
supplying 15 percent of total European imports after outward processing.
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Chapter 1

Introduction

Purpose of the Study

In the study, the Commission presents and
analyzes official statistical data on imports en-
tered under subheadings 9802.00.60 and
9802.00.80 of Chapter 98 (special classification
provisions) of the Harmonized Tariff Schedule of
the United States (HTS) and notes trends in such
imports during 1985-88.1 Subheading
9802.00.60 sets forth tariff treatment for certain
metal of U.S. origin processed in a foreign loca-
tion and returned to the United States for further
processing. Duty is applied on the value added by
the foreign processing. Subheading 9802.00.80
provides tariff treatment for eligible imported
goods that contain U.S.-made components. Duty
is applied on the value of the imported product
less the value of the U.S.-made components.2
The use of both of these tariff provisions are inte-
gral activities for companies involved in
production sharing.® In addition to analyzing
U.S. imports under these HTS subheadings, this
study also reports on the use of similar “outward
processing” provisions in the European Commu-
nity (EC) by European firms engaged in
production sharing (see Chapter 9).

Reports previously published by the Commis-
sion on imports under subheadings 9802.00.60
and 9802.00.80¢4 provide statistics for 1966

! Conversion from the Tariff Schedules of the United
States (TSUS) changed the nomenclature of these
production sharing provisions from TSUS items 806.30
and 807.00 to HTS subheadings 9802.00.60 and
9802.00.80, respectively. The converted schedule
became effective January 1, 1989, pursuant to sec. 1217
of the Omnibus Trade and Competitiveness Act of 1988
and to Pres. Proc. 5911. Imports entered under TSUS
items 806.30 and 807.00 before implementation of the
HTS are reported in this study in terms of the HTS
nomenclature.

2 See “Explanation and background for HTS subheadings
9802.00.60 and 9802.00.80" in app. A for further
explanation of these provisions. :

3 Production sharing encompasses activities in which
aspects of production of an article take place in different
countries.

4 Previous studies by the U.S. International Trade
Commission include Economic Factors Affecting the Use
o){ Items 807.00 and 806.30 of the Tariff Schedules of
the United States: Report to the President on Investiga-
tion No. 332-61 Under Section 332 of the Tariff Act of
1930, USITC Publication 339, September 1970; 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,” Mar. 22, 1976, and July 9, 1976, respectively;
Import Trends in TSUS Items 806.30 and 807.00,
USITC Publication 1029, January 1980; Imports Under
Items 806.30 and 807.00 of the Tariff Schedules of the
United States, 1977-80, USITC Publication 1170, July
1981; Imports Under Items 806.30 and 807.00 of the
Tariff Schedules of the United States, 1979-82, USITC
Publication 1467, January 1984; Imports Under Items

through 1987. This report contains statistics on
total imports and on imports under subheadings
9802.00.60 and 9802.00.80 by principal sources
and commodity groupings for 1985 through
1988.5 The commodity groups are based on the
Commission’s Trade Monitoring Information
Support System, which consists of computer-gen-
erated import/export tables for key commodity
aggregations. The trade tables serve as the vehicle
for trade-monitoring or as an early warning sys-
tem that can alert the Commission to shifts in
trade patterns and focus on areas for further
study.

This study emphasizes the significance of the
duty-free portion (U.S.-origin content) of imports
under subheadings 9802.00.60 and 9802.00.80,
as opposed to the dutiable portion. It is the re-
duction of tariff obligation through duty-free
treatment of the U.S.-origin content that provides
the incentive to use these tariff provisions. Chap-
ters 3 through 8 describe trade in specific
products; within each chapter, the analyses are
presented in rank order according to duty-free
content of imports under subheadings 9802.00.60
and 9802.00.80. Also, each analysis includes a
concordance that shows which HTS subheadings
and TSUS items are allocated to the commodity
group to facilitate comparison of information pro-
vided in this report and past annual reports with
that presented in future annual reports.

Trends In Imports Under HTS
Subheadings 9802.00.60 and 9802.00.80

Firms have several incentives for using pro-
duction sharing and/or the provisions of
subheadings 9802.00.60 and 9802.00.80: (1) to
improve the price competitiveness of products by
shifting certain labor-intensive assembly opera-
tions to low-wage-rate countries; (2) to reduce
the cost of cross-border transfers of both in-proc-
ess materials and final goods; (3) to allow
companies to rationalize® production involving

4—Continued

806.30 and 807.00 of the Tariff Schedules of the United
States, 1980-83, USITC Publication 1688, April 1985;
Imports Under Items 806.30 and 807.00 of the Tariff
Schedules of the United States, 1981-84, USITC Publi-
cation 1867, June 1986; Imports Under Items 806. 30
and 807.00 of the Tariff Schedules of the United States,
1982-85, USITC Publication 1920, December 1986; The
Use and Economic Impact of TSUS Items 806.30 and
807.00, USITC Publication 2053, January 1988; and
Imports Under Items 806.30 and 807.00 of the Tariff
Schedules of the United States, 1984-87.

8 App. B contains statistical tables showing imports
under HTS subheadings 9802.00.60 and 9%02.00.80
during 1970-88. It also indicates modifications that were
made by the Commission to official statistics from the
U.S. Department of Commerce. App. B also contains a
concordance between specific commodity groupings and
major industry groups.

¢ Companies “rationalize” production by consolidating
manufacturing of a particular product or component to a
limited number of locations. Plants which may have
made a diversity of products become specialized in the
production of fewer goods. This can lead to greater



establishments in the United States and foreign
countries (usually Canada); (4) to allow foreign
companies that use U.S.-made components to re-
duce the price of their goods in the U.S. market;
and (5) to avoid the Customs User Fee that was
established in December 1986.7

Two of these incentives strongly influence re-
cent trends in imports under HTS subheadings
9802.00.60 and 9802.00.80: the declining wage
rates (incentive 1 above) in Mexico and the Cus-
toms User Fee (incentive 5 above). The
depreciation of the peso has led to a decline in
average hourly U.S. dollar-valued earnings for
Mexican manufacturing workers, from US$1.26
in 1984 to US$0.95 in 1987, a 25-percent reduc-
tion over the period, and contributed to an
increase in the use of HTS subheading
9802.00.80 in that country. In addition, as ana-
lyzed in chapter 2 of this report, the
establishment of the Customs User Fee in Decem-
ber 1986 motivated many firms that were
importing articles with a free rate of duty to claim
eligibility under subheadings 9802.00.60 and
9802.00.80 to avoid the fee.

The share of the value of total U.S. imports
accounted for by imports under subheadings
9802.00.60 and 9802.00.80 combined rose to 17

Figure 1-1

percent in 1988, up from 9 percent in 1985 (table
A, figs. 1-1 and 1-2). The combined value
jumped from $30.5 billion in 1985 to $73.7 bil-
lion in 1988. Because importers sought to avoid
the Custom User Fee established in December
1986 and because of continued growth in the use
of assembly facilities in Mexico, imports under
these provisions doubled between 1986 and 1987.

Imports under subheading 9802.00.80 are
much greater than those under subheading
9802.00.60, accounting for over 99 percent of
the combined total value in 1988 and 97 percent
of the duty-free content of imports under both
provisions (app. B, table B-1). The duty-free
value (U.S.-origin content) of the combined im-
ports under subheadings 9802.00.60 and

é—Continued
efficiency and economies of scale. It also involves
interdependency between plants and requires coordination
of production planning. Rationalization of production
across international boundaries is increasingly a common
ractice for multinational corporations, particularly U.S.
irms with facilities in Canada.
7 The user fee does not apply to imports under chapter
98 of the HTS. Consequently, importers of goods with a
most-favored-nation duty rate of free, which had no
incentive to declare eligibility under subheadings
9802.00.60 and 9802.00.80, began using these provi-
sions. See ch. 2 for a discussion of the user fee.

Trends of total U.S. Imports and imports under 9802.00.60 and 9802.00.80, 1970-88
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Figure 1-2

Subheadings 9802.00.60 and 9802.00.80: Dutiable and duty-free imports compared with other U.S. imports

for consumption, 1985-88

Billion dollars

o
Y,y

540

Other imports

480

420

360

300

240

180

120

60

1985 1986

9802.00.80 was 23 percent of the total value
of imports under these provisions in 1988, up
from 19 percent in 1985. Corresponding ratios
for subheading 9802.00.80 imports alone were 22
percent in 1988 and 18 percent in 1985 (table
1-1). This increase in the share accounted for by
duty-free imports is partly attributable to the esca-
lation of the duty-free value of subheading
9802.00.80 imports of motor vehicles from only
$502 million in 1985 to $5.8 billion in 1988. The
corresponding ratio of duty-free value to total
value of subheading 9802.00.80 imports of motor
vehicles jumped from 3 percent to 13 percent
during the same period (table 1-1).8

As shown in the following tabulation, imports
under subheadings 9802.00.60 and 9802.00.80
from less developed countries (LDCs) increased

® See Chapter 3 for a description of import trends under
subheading 9802.00.80 for motor vehicles and other
transportation equipment. Use of subheading 9802.00.80
by U.S. auto manufacturers with plants in Canada
increased sharply after imposition of the user fee. Since
the U.S.-origin content of motor vehicles from Canada is
much higher than the U.S. content of motor vehicles
from Japan and other major foreign motor vehicle
suppliers, the ratio of duty-free content to total value of
subheading 9802.00.80 imports of motor vehicles
ingcrgagesd as Canada’s share of such imports rose during
1985-88.

[ Duty-free 9802.00.60 and 9802.00.80
Dutiable 9802.00.60 and 9802.00.80

1987 1988
Source: Based on official statistics of the U.S. Department of Commerce.

from $9.8 billion to $21.8 billion during 1985-88
(tables B-2 and B-4). However, the share of to-
tal subheadings 9802.00.60/80 imports accounted
for by LDCs dropped slightly from 33 percent in
1985 to 30 percent in 1988. Conversely, the
share of imports under subheadings 9802.00.60
and 9802.00.80 from developed countries rose
from 68 percent in 1985 to 70 percent in 1988.
The value of imports under subheadings
9802.00.60 and 9802.00.80 from developed
countries increased 151 percent in 1985 to
$51.9 billion in 1988.

1985 1988
Billion Billion

dollars dollars
Developed countries . ..... 20.7 51.9
LDCs ..., 9.8 21.8
Total ................ 30.5 73.7

Percent of total

Developed countries . ..... 68 70
LDCs ................... 32 30
Total ................ 100 100
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A $17.9 billion increase in subheading
9802.00.80 imports of motor vehicles from Can-
ada (all of which also entered free of ordinary
customs duty under the Automotive Products
Trade Act of 1965 (APTA) but were also entered
under HTS 9802.00.80 because of the user fee)
accounted for 57 percent of the $31.2 billion in-
crease in total 9802.00.80 imports in 1988; a
$7.5 billion growth in subheading 9802.00.80 im-
ports of motor vehicles from Japan, Korea, and
Mexico accounted for 24 percent of the increase.
In terms of duty-free content, imports under sub-
headings 9802.00.60 and 9802.00.80 from LDCs
doubled during 1985-88, but their share of the
U.S. content of total imports under these provi-
sions dropped from 78 percent to 54 percent
(fig. 1-3).

Since subheading 9802.00.80 accounts for
over 99 percent of the combined total imports un-
der these provisions, the rest of this chapter
discusses specific trends under subheading
9802.00.80 during 1985-88. A discussion of
trends under subheading 9802.00.60 can be
found in chapter 8.

Figure 1-3

Trends In Imports Under
Subheading 9802.00.80

U.S. imports under HTS subheading
9802.00.80 climbed 142 percent dur-
ing 1985-88, from $30 billion to $73 billion,
exceeding the rate of growth for total U.S. im-
ports, which rose by 27 percent (table 1-2). Most
of this increase occurred between 1986 and 1987
when subheading 9802.00.80 imports almost dou-
bled. The dramatic surge in subheading
9802.00.80 imports during that year can be at-
tributed primarily to the establishment of a U.S.
Customs user fee in late 1986, from which im-
ports entering under subheadings in chapter 98 of
the HTS are exempt. To avoid the fee, many im-
porters of duty-free goods claimed eligibility
under subheading 9802.00.80, which caused the
ratio of subheading 9802.00.80 imports to total
imports to jump from 10 percent in 1986 to
17 percent in 1987. This ratio remained 17 per-
cent in 1988 (table 1-3).

U.S. imports under subheadings 9802.00.60 and 9802.00.80: Duty-free portion accounted for by devel-.

oped and less developed countries, 1985-88
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Table 1-2

HTS subheading 9802.00.80: U.S. Imports for consumption, total and under HTS subheading 9802.00.80,

1985-88
Duty-free value
Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1985 .. it e 343,553 30,115 5,550
1986 .. .iiitiii i i 368,357 36,031 5,972
1987 . i i e 402,066 67,595 12,527
1988 ...ttt i 437,140 72,803 16,354
Percent of total

Lsea from 198.’; fems 27 142 195

verage annua

from1985............000vuunn 8 34 43
Source: Compilled by the U.S. International Trade Commission from officlal statistics of the U.S. Department of
Commerce.
Table 1-3

HTS subheading 9802.00.80: Nominal and effective rates of duty under HTS subheading 9802.00.80 and

duty savings, 1985-88

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total duty
Year total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars
1985 ........ .. 9 18 4.7 3.6 389
1986 ................ 10 17 4.3 3.6 403
1987 ... .. i 17 19 2.6 2.1 477
1988 ............ ... 17 22 2.5 2.1 582

Source: Complled by the U.S. International Trade Commission from officlal statistics of the U.S. Department of

Commerce.

Principal products

The duty-free content of subheading
9802.00.80 imports increased 195 percent dur-
ing 1985-88, to $16.4 billion. The ratio of the
duty-free content to total value of imports under
subheading 9802.00.80 rose from 18 percent to
22 percent during the same period (table 1-2).
Much of this increase can be attributed to a jump
in the value of the duty-free content of subhead-
ing 9802.00.80 imports of motor vehicles, from
$502 million in 1985 to $5.8 billion in 1988. Of
this increase, $4.9 billion, or 84 percent, came
from subheading 9802.00.80 imports of motor
vehicles from Canada.

Increases in the duty-free value of 9802.00.80
imports of several other commodity groups also
contributed to the 4 percent rise in the ratio of
duty-free content to total value of imports under
subheading 9802.00.80 during 1985-88; namely,
the duty-free value of imports of semiconductors
rose from $733 million to $2.4 billion, that of
motor-vehicle parts climbed from $283 million to
$1 billion, and the duty-free value of 9802.00.80
imports of other machinery and equipment

soared from $418 million to $1.2 billion (table
1-1).

Motor vehicles accounted for 36 percent of
the U.S. content of imports under subheading
9802.00.80 in 1988; semiconductors, 15 percent;
other electrical articles, 10 percent; other ma-
chinery and equipment, 7 percent; and motor
vehicle parts, 6 percent.

Principal sources

The top three countries in terms of U.S. con-
tent under subheading 9802.00.80 in 1988 were
Canada, Mexico, and Malaysia, accounting for
shares of 40 percent, 32 percent, and 4 percent,
respectively. Canada’s share of duty-free HTS
subheading 9802.00.80 imports expanded sub-
stantially during 1985-88, from only 10 percent
to 40 percent. However, the sharp rise in duty-
free subheading 9802.00.80 imports from Canada
does not indicate an increase in the use of
U.S.-made components in Canadian manufactur-
ing operations. Instead, it shows that to avoid the
Customs User Fee U.S. importers claimed sub-
heading 9802.00.80 eligibility for duty<free



articles from Canada that contain U.S.-made
parts. In 1988, 77 percent of the duty-free con-
tent of subheading 9802.00.80 imports from
Canada was accounted for by motor vehicles
($4.9 billion), all of which already qualified for
duty-free treatment under the APTA. Motor-ve-
hicle parts accounted for 7 percent
(8458 million) and semiconductors, 5 percent
(8324 million) (table B-20).

Although Mexico’s share of duty-free content
dropped from its 53 percent share in 1985, Mex-
ico continues to be an attractive location for
subheading 9802.00.80 activity because of low
wage rates and proximity to the United States.
Mexico’s attractiveness relative to other countries
as an assembly location for U.S. producers was

reinforced by an increase in relative wage rates in
competing countries such as Taiwan, Korea,
Hong Kong, and Singapore. Whereas the average
hourly earnings of manufacturing workers in
Mexico fell 25 percent from $1.26 to $0.95 dur-
ing 1984-87, earnings in Taiwan, Hong Kong,
and Korea rose an average of 31 percent, with
1987 earnings in Mexico 50 percent below those
in Taiwan, 62 percent below those in Korea, 64
percent below those in Hong Kong, and 55 per-
cent below those in Singapore (table 1-4). Based
on duty-free content, the top imports under sub-
heading 9802.00.80 from Mexico in 1988 were
electrical conductors, accounting for 13 percent
(8709 million); motor vehicles, 12 percent
($615 million); and motor-vehicle parts, 8 per-
cent ($412 million) (table B-21).

Table 1-4
Average hourly earnings' of manufacturing employees in selected countries, 1984 and 1987

Change

in 1987

from
Country 1984 1987 19842

dollars dollars Percent

gglted States ........... .00 9.19 9.91 8
Denmark ..................c..n. 6.98 12.68 82
Belgium ..........coiiiiiiinnn. (®) 12.54 72
West Germany .................. 5.44 9.77 80
Luxembourg .................... 5.38 9.25 72
Ireland ...........c i, 4.24 6.99 65
United Kingdom .................. 4.58 6.93 51
France ......... .. 4.08 6.82 67
Spain ....... .. 3.20 5.49 72
Greece ...... 2.33 2.87 23
Netherlands .. 5.04 (®) ‘
taly., vt e i e 4.86 () 4
Portugal .............covvivvnnn. 1.1 (®) (4)
Eastern Europe
Yugoslavia ..............cevunnn. 0.90 1.40 56
Hungary ... 0.64 0.83 30
Poland ...........ciiiiiiiiinin, 0.92 0.69 25
Romanla .................covunn 0.83 (3) (4)
North Africa
MOrocCo ......ovvviiiiiinennnens 0.78 1.22 56
Tunisia .......ooiiiiiiiiiiiaen, 0.90 1.13 26
East Asia
Japan ... e e 7.69 13.53 75
Hong Kong . .. 2.00 2.65 33
Korea ..... 1.90 2.50 32
Singapore ..........coiiiieininn.. (®) 2.11 ()
Taiwan ......coiiiiiiniiiiniinan, 1.57 2.02 29
Others
Switzerland ..................... 7.85 13.75 75
Canada .........voiiiiiinnninnn 8.62 9.23 7
Costa Rica ... . 0.97 1.32 36
Mexico ............. . 1.26 0.95 -25
Dominican Republic .............. 0.33 (2 (?)

' Earnings include basic wages, cost of living allowances and other guaranteed and regularly paid allowances, but
exclude overtime payments, bonuses and gratuities, family allowances, and other social security payments made by

employers.

2 These changes are in terms of U.S. dollars. Because of depreciation of the U.S. dollar against most Euro-
pean currencles during 1984-87, these figures overstate the increase in European earnings in terms of local

currencies.
2 Not available.
4 Not applicable.

Source: Complled by the U.S. International Trade Commission from statistics in the 1988 Yearbook of Labor Statis-
tics, International Labor Office, Geneva, 1988, and International Financial Statistics, International Monetary Fund,

Washington, DC, June 1989.
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As the third largest supplier of subheading
9802.00.80 imports based on duty-free content,
Malaysia supplied $656 million in imports, up
sharply from $217 million in 1985. Semiconduc-
tors accounted for 93 percent ($626 million) of
articles imported under subheadings 9802.00.60
and 9802.00.80 from Malaysia in 1988 in terms
of U.S. content (table 1-5). The decline in the
duty-free content of subheading 9802.00.80 im-
ports from Malaysia during 1985-86 (table 1-6)
resulted from the elimination of duties in March
1985 on semiconductors (except transistors and
certain discrete devices). The dramatic surge in
duty-free subheading 9802.00.80 imports from
Malaysia between 1986 and 1987 and the contin-
ued increase in 1988 can be attributed to efforts
to avoid the user fee.

Duty savings

Of the 22 industry categories examined, ap-
parel industries tended to have the highest ratios
of U.S. content to total value (table 1-1). For
example, HTS subheading 9802.00.80 imports of
trousers, slacks, and shorts, and body-supporting
garments had among the highest ratios of U.S.
content to total value (67 percent) in 1988,
whereas motor vehicles had the lowest (13 per-
cent). The high U.S. content of apparel,
combined with significantly higher duties on these
products, provided duty savings under subheading
9802.00.80 of $251 million in 1988. Despite sup-
plying only 2 percent of total imports under
subheading 9802.00.80 in 1988, the apparel in-
dustry accrued 43 percent of the duty savings.
Motor vehicles, on the other hand, accounted for
61 percent of total 9802.00.80 imports but only
18 percent ($102 million) of the duty savings.

Imports from LDCs

Imports from LDC’s accounted for 30 percent
of all subheading 9802.00.80 imports in 1988,
down from 33 percent in 1985 (table B-4). How-
ever, the total value of subheading 9802.00.80
imports from LDCs increased from $9.8 billion
in 1985 to $21.8 billion in 1988. The decline in
the share of subheading 9802.00.80 imports from
LDCs, therefore, did not indicate a decrease in
such activity in these countries, but rather re-
flected the jump in subheading 9802.00.80
imports from developed countries since importers
claimed 9802.00.80 eligibility for many duty-free
products to avoid the user fee.

Mexico was the primary source of HTS
9802.00.80 imports from LDCs in 1988, provid-
ing 49 percent of the imports from all LDCs in
1988, followed by Korea, Singapore, and Malay-
sia, with shares of 14 percent, 9 percent,
and 6 percent, respectively. The major products
imported from Mexico wunder subheading
9802.00.80 were motor vehicles, electrical con-
ductors, and television receivers. Semiconductors
accounted for most of subheading 9802.00.80 im-
ports from Malaysia. Office machines and
semiconductors were the leading products im-
ported from Singapore. Motor vehicles were the
leading subheading 9802.00.80 import category
from Korea, followed by semiconductors.
U.S.-made components accounted for 36 percent
of the motor vehicle imports under subheading
9802.00.80 from Mexico, but only 3 percent of
such imports from Korea.

Contact Laura V. Rodriguez-Archila at
252-1486






Chapter 2

Impact of the Customs User
Fee on the Use of Subheadings
9802.00.60 and 9802.00.80

The overall use of U.S.-made components in
foreign manufacturing and assembly operations
cannot be measured by the level of duty-free con-
tent of imports under HTS subheadings
9802.00.60 and 9802.00.80. Until recently, im-
porters of products that entered free of duty
under various provisions, such as the Generalized
System of Preferences (GSP), Caribbean Basin
Economic Recovery Act (CBERA), APTA, Civil
Aircraft Agreement, and U.S.-Israel Free-
Trade Agreement, or had a bound,
unconditional most-favored-nation (MFN) duty
rate of “free,” such as transistors, diodes, agricul-
tural equipment, lift trucks, outboard marine
motors, and most semiconductors, had no incen-
tive to attempt to enter goods under subheadings
9802.00.60 or 9802.00.80. However, since De-
cember 1986, many importers of duty-free
articles have been entering these goods containing
U.S.-origin parts or metal under subheadings
9802.00.60 and 9802.00.80 to avoid paying a
user fee established by the U.S. Congress. Conse-
quently, for the duration of the user fee, the
duty-free portion of imports under subheadings
9802.00.60 and 9802.00.80 will more closely
represent full use of U.S.-origin components and
metal in foreign manufacturing operations.

Effective December 1, 1986, U.S. Customs
regulations were amended to reflect the ad
valorem user fee for merchandise processing (see
Treasury Decision 86-205) authorized by the
Omnibus Budget Reconciliation Act of 1986 (sec.
8101 of Public Law 99-509). The amended regu-
lations require that merchandise formally
entered, or withdrawn from warehouse for con-
sumption, be subject to an ad valorem fee from
December 1986 through September 1990 based
on the appraised customs value of the merchan-
dise. This fee was 0.22 percent ad valorem
between December 1986 and September 1987,
and was to be used to offset customs appropria-
tions for salaries and expenses incurred in
conducting commercial operations.2 However,
there are several exceptions to the fee created by
section 8101, including exemption from the fee
for articles provided for in chapter 98 of the
HTS. (See 19 CFR 24.23(b)(1) (1987).) Both
the dutiable and duty-free portions of articles pro-
vided for in subheadings 9802.00.60 and
9802.00.80 are exempt from this user fee.

! See app. C for a description of these provisions.

2 From Oct. 1, 1987, through Sept. 30, 1990, the user
fee was set at 0.17 percent ad valorem. Unless
reauthorized by Congress, a user fee will not be charged
after Sept. 30, 1990.

Traditional imports under subheading
9802.00.60 and 9802.00.80 grew from $30.5 bil-
lion in 1985 to $42.9 billion in 1988, or by 40
percent. However, adding in $30.8 billion in im-
ports with a free rate of duty which entered under
these provisions to escape the user fee raises the
1988 total to $73.7 billion. This gives the appear-
ance of an 142-percent rise in the use of these
provisions in 1988 over those in 198S5.

Subheading 9802.00.80

In 1988, imports under HTS subheading
9802.00.80 of products with an unconditionally
free rate of duty under subheading 9802.00.80
totaled $30.4 billion, 42 percent of total imports
under subheading 9802.00.80. Were it not for
the user fee, imports under subheading
9802.00.80 would have risen just 41 percent be-
tween 1985 and 1988, from $30.1 billion to
$42.4 billion, instead of climbing 142 percent to
$72.8 billion; total imports under 9802.00.80
would have accounted for 10 percent of overall
impor;s in contrast to the 17 percent recorded in
1988.

Furthermore, as shown in the following tabu-
lation and in figure 2-1, were it not for the user
fee, imports under subheading 9802.00.80 would
have decreased slightly from $42.6 billion to
$42.4 billion between 1987 and 1988 instead of
rising 8 percent from $67.6 billion to $72.8 bil-
lion.

1987, 1988,
less less
free- free-
Imports under 1986, rate rate 1987, 1988,

9802.00.80 total imports imports total total

Billion dollars

Dutiable
content .. $30.1 $34.8 $35.0 $55.1 $56.4
U.S.-origin
content . 6.0 7.8 7.4 12.5 16.4
Total... 36.0 426 42.4 67.6 72.8

The principal reason for this leveling off of the
usual use of subheading 9802.00.80 (after sub-
tracting free-rate imports) was a drop in imports
of motor vehicles from West Germany from $7.4
billion in 1987 to $4.3 billion in 1988. As the
U.S. dollar depreciated against the West German
deutsche mark, West German automobiles be-
came relatively more expensive in the U.S.
market, leading to a decline in U.S. imports of
motor vehicles from West Germany. Also contrib-
uting to the leveling off of dutiable 9802.00.80
imports was a decrease in such imports from Sin-
gapore from $1.1 billion to $168 million. Imports
from Singapore under 9802.00.80 actually in-
creased by 9 percent in 1988 over 1987, from

3 Subtracting “free” imports from official statistics
reveals what the trend in imports under subheading
9802.00.80 would have been if the user fee had not been
imposed. 2-1

2-1



$1.7 billion to $1.9 billion; however, the share of

9802.00.80 imports from Singapore accounted
for by free rate imports, such as most semicon-
ductors and certain automatic data processing
machines, increased from 33 percent in 1987 to
91 percent in 1988.

APTA imports under subheading 9802.00.80
totaled $21.7 billion in 1988, accounting for 72
percent of these “free” imports (articles with an
unconditionally free rate of duty that enter under
subheading 9802.00.80) (tables 2-1 and 2-2).
Duty-free semiconductors totaled $4.3 billion,
14 percent of the total; and imports under the
Civil Aircraft Agreement, $2.1 billion and 7 per-
cent of the total. “Free” imports accounted for
41 percent of 1988 imports of motor vehicles un-
der subheading 9802.00.80; 99 percent of the
semiconductors; 54 percent of the motor-vehicle
parts, industrial vehicles, and rolling stock;
58 percent of the internal combustion engines;
and 72 percent of the office machines and parts.

Subtracting the unconditionally “free” imports
from official statistics reveals what the trend in
imports under subheading 9802.00.80 would

Figure 2-1

have been if the user fee had not been imposed.
Imports of motor vehicles would have risen
52 percent during 1985-88 instead of 157 per-
cent; semiconductors would have fallen by 99
percent instead of rising by 251 percent; motor-
vehicle parts, industrial vehicles, and rolling stock
would have grown 84 percent instead of 296 per-
cent; and internal combustion engines would have
clim)bed 28 percent instead of 207 percent (table
2-2).

In terms of U.S.-origin content, imports of
products with an unconditionally free rate of duty
totaled $9 billion in 1988, 55 percent of the value
of all U.S.-made components contained in U.S.
imports under subheading 9802.00.80. The
U.S.-origin content of “free” imports accounted
for 30 percent of these subheading 9802.00.80
imports in 1988 compared with 22 percent for
other imports under subheading 9802.00.80.
Were it not for the user fee, the U.S.-origin con-
tent of imports under subheading 9802.00.80
would have increased just 33 percent between
1985 and 1988, from $5.6 billion to $7.4 billion,
izns;;ad of nearly tripling to $16.4 billion (table

U.S. Imports under HTS subheading 9802.00.80, total and duty-free 1986-88, and discounting free rate

Imports, 1987-88

Billion dollars
80

=3 U.S. content
Dutiable

70

60

50

40

30

20

10

0
1986 1987 1988 1987 1988
total Less free Less free total total
rate imports rate imports

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



Bupesyqns pue sdnoJb Aisnpuj esay) usemiaq 8oURPIOOUOD € Jo) g ‘dde 898 "8dJowwo) Jo wswipedaq

"S'N 8y} JO SOISPEIS [EOlJ0 Wo) Paydwod

2-3

*sdnouB Aypowwod 08°00°2086
1994n0S

'000°005$ ueyl sse
‘Juedsad G°Q uey) ssa ,

.

Tort ot Juewdinbe jeanyinopby
e TR 100 D
R 2%\
:seji0bejeo jeloads
R

$a.njoejNUBL SNOBUE|I9ISIW J9YIO

*** s30npoud 15840} pue [etnynolby

T _o..maam pue mo_zxou m»yo0

: «coEa_aoo PojejeJ pue ‘SIeuLojSue.) ‘510jeJausb ‘sI00W

juswdinbe pajeje.s pue ‘siafe|d piooal ‘siaplooss ede|
co0t s syed pue EoEn_:co mco:nm_ou pue olpey
muoano‘_a paje|as pue ‘seb [einjeu ‘wnajonad ‘[e0d ‘seoudyd

Tt gnyesedde pue SJUSLUNIISUl OPIIUSIOS

e

Srreesseeseseecst s GRS PUBR SRABUIN

.........Lﬁﬁguoom
ceceesien mm_o_tm _mo_bom_w PCiTe]

sttt smold pue ‘sessediiew ‘ednjuing
*+* syed pue sauibus UORISNQUIOD [eUIdIU|
L A I R Y wtﬂau:“moc_someoo_to
Tttt jo0)s oc=.9. PUE ‘S8ANOLIOJ0] |fed *$8j0A0.010W ‘SB|OjyaA
pejjedoid-jjesuou * SOIOUeA felsnpu; ‘sied sjojyeA-J010N

wewdinbe pue Aseuyoew Jeyio
Lo T g oyonpuooiues
"* " S8|IGOLUMOUS PUE ‘SBIOIYaA

Jojow esodind-fejoeds ‘sejjqowoine sobuassed * mmmsn Joyow
‘$4030€J} NONJ} pue s}oNnJy ejjqowoine Sulpnjoul ‘sa|oYaA JOJOW

I ¥4 S9l 14 202
L L2 86¥' L 1SS §50°'2
9L S¢ Leze9l 2es's evL'ie
00l 0¢ 90v‘1e 268 8.€°0€

L t44 (2) (2) (2)

1 69 (z) (z) (2)

' 68 () (z) (z)

' Sl € } €

L 4 8¢ L 8¢

1 VA4 4 4 14

' 5SS € € 9

L 8i 8¢ 9 ve

' L 06 9 96

1 88 4 4} 11}

1 s¢ €S 81 0L

I 14 6€1l Ll 114
4 8 64S'1L 343 0zL't
S 124 6Sv‘1L L0v §98°‘1L
S 0 1081 K414 €52'¢
9 3 961L°1L vES 0eL'lL
x4 SS €56°1 cee’e 118 4
2] 12 290°cl 068‘v 2S6°LL
Jusolad sJejjop UoJiIIN

udWoo "s°N |ejo0} 0} pappe anjea U0 ‘SN anjyeA [ejo|
{ejo3 o) dnoub W0 ‘SN ubjaioy

J0 oney

dnoub Ansnpuy

J0 opjey -

8861 ‘sdnosB Ansnpuj Aq ‘08°00°2086 Bulpeeyqns S1H Jopun suodwy ‘'s'n :AINP JO e1ed NI 991} © YIIM SO0V

-z e|jqel

2-3



Buipeayqgns pue sdnoB Ansnpu; 8sey) USGOMOG 8OUBPIOJUOD B Joj g "dde eag

*sdnouB Aypowiwod 08°00° 2086

*99JoWnLI0)) JO Wwewiredag SN oY} JO SONSIEIS [eoY)o Wol) pajdwo) :89.nos

Fv NvF va‘NQ nOQ-NN mFFson nﬂ mmF Non.h EQ-OF Qmm.m .....-.............-....o.-.-......—GHOh
oY oy $29 29 144 6 6¥ 692 692 08l TrTTUtttttttY sanjoejnuelld snosue|iaosiu JaYylo
6.1 oey s82 [34°] 2ol 90¢ £86 €L 061 8l Trererrcrecco smofid pue sassaspew ‘eamiuung
8 16 S8y, 615 €9¢ 86 €0t v9¢ 042 €el Tttt snyesedde pue sjuawinusul OlIUSIOS
V8 962 vs6'1 L02'v 290°L 4] 96¢ L€9 (AN} iy Trrtrereseeee o uswdinbe pue Assulyoew Y0
3 gN vaF NON.‘ N@O-F 0@ mmN mmm NOOQF mmN LR “ e I I R s e e s s e xoo&m
o:=_9. pue ‘SaA;}0WOoo0] |fed ‘sajoAd
-Joyow ‘sajolyaA pajjedoid-jasuou
‘SajojyaA jeiisnpul ‘siued ejojuaA-JI010N
sajiqowoine sabuessed ‘sasnqg
2s LS1 ¥0L'9C  9S0'v 8z Ll 68 $90°1L 6v6 6€8‘S c0s Treteeretercc JOJOW ‘SJ0}ORJY JONJY puR SYONJY
ejiqowoine Buipnjouy ‘sa|ojyeA JOJOW
6S €9 avL'e 9lg‘e LeL' 99 89 9L 099°L 886 e Trrrrrrrrtrrtttt o S@jopde [eduyosle JByio
66- (314 5¢ 09€'v eve'l 26— yX24 14 96€‘C €€L Trrororrtrrrrrorrsrorrisit §1010NPUODILIBS
14 2S 829 999 6V 4 S ci- ccl €cl 6€1 Trrrrresrreeseesesee s uawidinbe pajejad
pue siaheid pi1ooad ‘siopiooad ade |
€c- €e- LSS 195 L2l €e- 2c- 74} €L t4A4 -0+ syed pue Juswdinba suoydaje} pue oipey
141 Lt v6e‘t v6e°L 199 r4:]} [4:13 13 Lig 611 Tttt seqny euamold pue seewed ueyy
Jayjo ‘syued pue snyesedde uoisiaele |
L €L S69 869 SOy 19 89 1 6€€ 20¢ Trrrrorrrrmrarrarerrree EmEQ_:co pajelal
_pue ‘sJeuLiojsuen ‘sioyesausb ‘siolon
1S- 144 S.8 509°'2 +08°1L 9- vt oSt 1SS 9ly sttt gued pue saulyoew 990
8¢ 202 9€eC’l 956°2 296 oL S9 98¢ 3y 6S¢ sreerce ot sued pue sauibua uopISNQUIOD [eusalul
S¢ 8 1414 09¢ G614 1 4] 19 oci 9¢i 8. ’ Trrrrrerercrrttrttoglejawl pue sjelauliy
Li- €l- t24 " 8cl FA 4t 2c 62 144 FA4 9€ ettty muo:vo..a pajejal pue
‘seb fesmeu E:o_oboa [e09 ‘sfedjwayd
1 ZA 174 8cL 82L :184 56 S6 344 1344 922 Trororrrrerrreeee _o‘_mnam pue sajiixe) 18ylo
@NN VQN ﬂ@? ON? vl Qm Sl LiL ezl ON B LR | 17 V¥ . )]
I€ \€ 2€C [4%4 LLL ve ve 961 961 8Ll crrrcrereeeee e gluawsed Bupuoddns-Apog
rA 4} 44} 06§ 06S 1124 L3 yx4% 16€ 16€ vl Trerrrrtertrriccc §1U0YS pue SHOBIS ‘S19SN0J L
NQ NQ Omﬂ @mﬂ OOP QOF 'OF mmw OQF mm e e s e ....................ﬂomao_nuﬁﬂtfw
S¢ S€ S0¢c s02 1St 8¢ 8¢ LEL lEL 66 Trrrttrrrcccc gj0npoud 3seUoy pue [eunynduby
— JU80194 sJejjop uoNiIw JuddI8d sJejjop UolilN ——
suodwy feljo;  sodwiy feioy G861  swodw) 1ejo syodw |/eljol G861 dnoub Ansnpuj
aje. 17 ajes aes
8a8J) 934} LY 9944
§597 §597 ss97 ss97
§861 wolj 8861 G861 wouj 8661
8861 ‘ebueyd 8861 ‘abueyd
anfeaA |ejo4 anyeA aa-AnQg

8861 pue gg6l sdnoib A1snpu) Aq ‘suodw| 9184 994) 10} BUIUNODSIP ‘99J) AINP PUR 810} ‘08°00°Z086 Buipeveyqns S1H Jopun suodw) ‘s°'N

g-T ejqel

2-4

2-4



The U.S. content of APTA imports ($5.5 bil-
lion) constituted 34 percent of the nondutiable
portion of total 9802.00.80 imports in 1988 (ta-
bles 1-1 and 2-1). U.S.-made components in
semiconductors ($2.4 billion) accounted for
15 percent of the total, those in civil aircraft
($557 million), or 3 percent. “Free” imports ac-
counted for 84 percent of the U.S.-origin content
of imports of motor vehicles entered under sub-
heading 9802.00.80 in 1988; 99 percent of the
semiconductors; 45 percent of motor-vehicle
parts, industrial vehicles, and rolling stock; 33
percent of internal combustion engines; 73 per-
cent of office machines and parts; and
46 percent of miscellaneous machinery and
equipment. If the user fee had not been imposed,
imports of motor vehicles under subheading
9802.00.80, in terms of U.S. content, would have
nearly doubled from $502 million to $949 million
during 1985-88, instead of escalating to $5.8 bil-
lion; semiconductors would have fallen 92
percent instead of more than tripling; motor-vehi-
cle parts, industrial vehicles, and rolling stock
would have grown 96 percent instead of 256 per-
cent; internal combustion engines would have
grown 10 percent instead of 65 percent; office
machine and parts would have dropped 64 per-
cent instead of climbing 34 percent; and
miscellaneous machinery and equipment would
have risen 52 percent instead of 256 percent (ta-
ble 2-2). (Civil aircraft constituted 94 percent of
the U.S. content of “free” miscellaneous machin-
ery and equipment in 1988, $504 million out of
$534 million.)

Canada was the dominant supplier of “free”
imports under subheading 9802.00.80 in 1988,
accounting for 76 percent ($23.1 billion) of the
total value and 68 percent ($6.1 billion) of the
U.S.-origin content (tables 1-3 and 2-3). Sin-
gapore was the second leading supplier, in terms
of total value, providing 6 percent ($1.7 billion).
Malaysia was the second leading supplier in terms

Table 2-3

of U.S. content, accounting for 7 percent

($626 million).

“Free” imports accounted for 93 percent of
total subheading 9802.00.80 imports from Can-
ada in 1988 and 94 percent of the U.S.-origin
content. These imports accounted for 91 percent
of total subheading 9802.00.80 imports from Sin-
gapore and 95 percent of the U.S.-origin content
of subheading 9802.00.80 imports from Malaysia.
Were it not for the user fee, imports under sub-
heading 9802.00.80 from Canada would have
dropped from $1.9 billion in 1985 to $1.6 billion
in 1988, instead of soaring to $24.8 billion;
Canada’s share of total imports under subheading
9802.00.80 would have been 4 percent instead of
34 percent; Japan's share would have been 37
percent instead of 22 percent. Canada’s share of
the U.S.-origin content of imports under sub-
heading 9802.00.80 would have been 6 percent
instead of 40 percent; Mexico’s share would have
risen from 32 percent to 68 percent. APTA ac-
counted for 94 percent of the “free” imports
under 9802.00.80 from Canada; civil aircraft and
parts made up 99 percent of such imports from
France; and semiconductors accounted for all of
these imports from Malaysia, 89 percent from
Korea, and 34 percent from Singapore.

Subheading 9802.00.60

Imports of products with a column 1 general
free rate of duty entered under subheading
9802.00.60 totaled $466 million in 1988, 49 per-
cent of total imports under subheading
9802.00.60 (table 2-4). Were it not for the user
fee, imports under subheading 9802.00.60 would
have increased by only 10 percent during
1985-88, from $420 million to $464 million, in-
stead of more than doubling to $924 million
(tables 2-5 and 8-3). In terms of U.S.-origin

content, “free” imports under subheading
9802.00.60 totaled $141 million, 30 percent of
the nondutiable value of all subheading

9802.00.60 imports.  Without the user fee,

Articles with a free MFN rate of duty: U.S. imports under HTS subheading 9802.00.80, by countries of

assembly, 1988

Ratio of

Ratio of country

Foreign U.S. to total

Total U.S. value content U.S.
Country value content added to total content
Million dollars Percent
Canada ............co00neunn 23,149 6,097 17,052 26 68
Malaysia .............. ..o 1,129 626 503 55 7
Korea ...........covvvvnvnnn 735 422 312 57 5
Singapore 1,689 409 1,280 24 5
Mexico .............. 611 313 299 51 3
Philippines 476 249 227 62 3
France .............. 784 172 612 22 2
Thalland ................c.... 369 172 197 47 2
United Kingdom ............... 629 156 473 25 2
Taiwan ..........covivivennnn. 345 153 192 44 2
Allother ..................... 462 203 259 44 2
Total .........ovvvvvnnnnn 30,378 8,972 21,406 30 100
Source: Compiled from officlal statistics of the U.S. Department of Commerce.

2-5

2-5



2-6

| *8dnoJb Aypowwod 09°00° 2086
Bupeeygns pue sdno.B Ansnpuj eseyy uaamieq eduepioduod © Joj g “dde ees ‘edsewnwo) jo Juowiuedaq "S'M Oyl JO SOPSHEIS [eIOPJ0 WOy pajdwo) :eo.nos

‘000°'00S$ ueyy sse ;
*ueosed 6 0 ueyy sse

S NN Q.OQN Q.NPF F.F—v DR ) e s 0000 00 * v 0000 " e 00 s e e .« e :ﬂhOﬁgoaﬁmsa
FF F' o;FN °¢m— Q.Nn DR A I I R A L R R R -.--o...-v.-o..--.oou(h&(
:soi0be3e0 [ej0eds
gP 8 N-’N” Q-OQP °.m0? R R R Y LR R A ) R I I B R L I I R R A ) —““OP
(1) 66 (2) (2) (2) e Tt "+ " jossay) sured pue Juewdinbe euoydsie) pue ojpey
(i) 2 ¥ g g BRI vesene I Ceevans DR syred pue SeulyoRW 8010
A- 09 € m Q. R Ces e e R seee s e ceen ﬂhOuOSCOQ.F.OW
?v Qh N O Q TR TR S et e s s e ettt e ©c speew pue 0.05052
() 9t Tt 8 e AR RRREEEERE %001s BulioJ pUB ‘SBAJOLLIODO] ffed ‘$8|0ADI010W ‘SBIOIYBA
pajiedoid-jesuou ‘sojojysA [eLsnpu; ‘sised 8jojIyeA-1010W
NF °v F.NN F.QF n.mv ® s s e e e L I I I Y asa ug mwc_ocw co-ww:nsoo —.“CLOE.
oo mN nommN O-ONF Q.@FQ D A A A ) D I I R TRy ® % s s 00 s 0 e e gos&:co v:a EOC—:O“E LO‘UO
Juagiad sJejjop uolinw
W00 ‘SN /e¥o} 0} pappe anjea usuo9 ‘SN anyeaA |ejo dnouB Ansnpuy
1ejo) 0} dnoub uduo9 ‘SN ubresoy
J0 oney J0 oney

8861 ‘sdnoiB Ansnpu) Aq ‘09°00°2086 BuiPReYqNS SLH JOpUN sodw| ‘S°N  :AINP JO 0181 99} B YIM SOOIV
y-Z o|qeL

2-6



2-7

*99J9LIWI0D JO EoEfsaoo *S°N oY} JO SONSHEIS [ejoYjo Wioy pejdwio) :eoinos

*000°0S$ ueyy sse ,

R R Y1

©*c 0t ganjoejnuRW SNOBUR||9OSIN
** Juewdinbe pue Assuyoew 10410
** }003s Buyjos pue ‘S8AoOWod0]
yed ‘sajoAoi0loW ‘S8IoIYaA
pejjedoid-jjasuou ‘sajoiyoA
felisnpu| ‘sised ojojysAa-1030N
seeecee o soOJR [BOL08)0 JOYIO
Cereeee e 6 O1ONPUOOILISS
R I A A R RN ﬂga

pue juswdinbe suoydajey pue ojpey

secce0 0 uewdinbe pajejes pue
‘sJeuiiojsuel) ‘sioyessusd ‘sioloW
+e+ e+ sped pue seuyoew 890
R I I E T P R Qtﬂa
pue seujbus uopsSNQqUIOD feuteiu|
cedeeeeeeis siplal pue Sfelouln
+++* gjonpoid pejejas pue ‘sed
feJnjeu ‘wnejosied 0D ‘sedjByd
*+ Jeemioo} pue ‘jesedde ‘sejixe|
'+ sjonpoud 35840} pue [esnynoby

[1]3 Y43 S €9t 17626 L'6ly 0C L 6°82¢ 8'69y 1°SL2

98. 98L 0°'ce 0°ce 9°¢ 890°1L 890°1L 942 9°/2 | &4

34 Svi'l 1°02 9°LEY 1°S¢ ve- +1%°) 6°L1 §'cel 0'8l

621 (%44 S'S L'L v s9l yoe S'v €S L'l

02 02 Lol Lot v'e 6 (514 9°L 9’ L'S

00i- 68- 0 6 6°L 00L- 88- 0’ S’ S’y

€6 €6~ b b (38 €6- 16— (\) (1) 1 A

9 9 o€l 0'€l 6L 08 08 €0l €0l LS

68- 68— L L c'9 26— 26— I 4 §°C

9 065°¢ 6t tAVA4 81 €e- 28l 0t 1'61 S'i

/] ol 2'69¢ 0°0L€ L LEE 145 St ¥ 19¢ 0°29¢ €822

¥e 144 €0l €0l €8 L- L- R4 L 4 0'S

- - 0 0 0 - - 0 0 w

00L- 00l- 0 0 () 004~ 004- 0 0 )
——— JU80J8d — sJB|/Op UOJIIIN — w8014 sJejjop UOIIIN ——
syjodw| 1eloy  siodwy e1o] G861  suodwy ey spiodw)  |elol 686l

ael ajel sjes ejes

EYXW)] 9944 EEY)] 99}

$597 $s97 $597 ssa]

G861 wouj 8861 G861 wouy 8861

8861 ‘abueyd

8861 ‘abueyd
anjeA jejoy -

anyeA 9a4}-Ang

anouB Ansnpuj

8861 Pue 6861 ‘sdnoib Ansnpu) Aq ‘siioduwl) @38l 994} 10} BUPRUNOISIP

‘e04) AINP puv [210} ‘09°00°2086 BulpeeUGNS S1H Jepun suodw) "s'N

§-C o|qel



the nondutiable content of 9802.00.60 imports
would have gained 20 percent during 1985-88,
from $275 million in 1985 to 29 million. The
nondutiable content of “free” imports com-
posed 30 percent of these subheading
9802.00.60 imports in 1988 compared with 51
percent for traditional imports under the provi-
sion.

Aircraft parts entering free of duty under the
Civil Aircraft Agreement accounted for 88 per-
cent ($411 million) of the total value of all “free”
imports under subheading 9802.00.60 in 1988
and 80 percent of the nondutiable value of such
imports (table 2-4). Imports under APTA ac-
counted for 8 percent and 11 percent of each,
respectively. Duty-free aircraft parts constituted
44 percent of the total value of imports under
subheading 9802.00.60 in 1988 and 24 percent
of the nondutiable content. These aircraft parts
made up 94 percent of total 9802.00.60 imports
of “other machinery and equipment” in 1988,
and 85 percent of the nondutiable content of im-
ports in this product group (tables 2-4 and 8-3).

Canada was by far the leading supplier of
“free” imports under subheading 9802.00.60 in
1988, accounting for 93 percent ($435 million) of
the total value and 95 percent ($134 million) of
nondutiable content (table 2-6). The next two
leading suppliers, Italy and the United Kingdom,
accounted for only 4 percent ($16 million) in
terms of total value and 2 percent (33 million) in
terms of the value of the U.S.-origin metal, re-

spectively. Aircraft parts accounted for 88
percent of the “free” subheading 9802.00.60 im-
ports from both Canada and Italy in 1988.

“Free” imports accounted for 70 percent of
total subheading 9802.00.60 imports from Can-
ada in 1988 and 51 percent of the nondutiable
content. By comparison, “free” imports ac-
counted for only 1.4 percent of total subheading
9802.00.60 imports from Japan and 0.3 percent
of those from Mexico.

Were it not for the user fee, imports under
subheading 9802.00.60 from Canada would have
risen to $184 million in 1988, 87 percent above
the 1985 level instead of six times greater (table
2-6). Canada’s share of total 9802.00.60 imports
would have grown from 23 percent to just 40 per-
cent, Mexico’s share would have climbed from 7
percent to 28 percent, and Japan’s share would
have dropped from 56 percent to 20 percent.
Similarly, in terms of the value of the U.S.-origin
metal content, without the user fee, subheading
9802.00.60 imports from Canada would have
slipped to $130 million in 1988, double the
amount in 1985, rather than four times that
year's level ($65 million). Canada’s share of the
nondutiable content of subheading 9802.00.60
imports in 1988 would have been 39 percent
without the user fee (instead of 56 percent);
Mexico’s share would have escalated from 22
percent to 31 percent; and Japan’s share, from
13 percent to 18 percent.

Contact Ralph Watkins at 252-1492

Table 2-6
é\lrtlc{ggawlth a free rate of duty: U.S. imports under HTS subheading 9802.00.60, by countries of assem-
Y, )
Ratio of
Ratio of country
Foreign U.S. to total
Total U.S. value content U.S.
Country value content added to total content
Million dollars Percent
Canada .............0c00unen 435.1 134.4 300.7 31 95
United Kingdom ............... 8.8 2.5 6.3 28 2
taly . ....cvii i i 16.3 1.2 15.2 7 1
West Germany 1.4 .5 .9 38 (")
Belgium .............. .5 .5 (2) 94 (")
Japan ................ 1.3 .5 .8 37 (")
Mexico ............... .4 .4 (2 96 (M)
Philippines ................... 4 .3 (2) 91 (")
Australla ..................... 7 .3 .4 41 (")
SINgapore ...........oouuiinn .4 A .3 30 (")
Allother ..................... .3 1 A 51 (")
Total ........ovvvviininn 465.6 140.9 324.7 30 100
' Less than 0.5 percent.
2 Less than $50,000.
Source: Complled from official statistics of the U.S. Department of Commerce.
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Chapter 3

Imports Under HTS
Subheading 9802.00.80:
Transportation Equipment

Transportation equipment consists largely of
motor vehicles and parts thereof, nonmilitary air-
craft, internal combustion engines, rail
locomotives and rolling stock, and pleasure boats
and floating structures. U.S. imports of these
goods rose from $76 billion in 1985 to $92 billion
in 1988, representing an increase of 22 percent
(table 3-1). U.S. imports of these products en-
tered under subheading 9802.00.80 rose more
rapidly during the period than total imports, in-
creasing from $19 billion in 1985 to $53 billion in
1988, an increase of 174 percent. U.S. imports
of motor vehicles under subheading 9802.00.80
contributed largely to this increase, rising by

Table 3-1

157 percent to $44 billion during the period. The
duty-free value of subheading 9802.00.80 imports
rose rapidly during the period, from $1.1 billion
to $7.8 billion, an increase of 617 percent. Be-
ginning in December 1986, APTA and other
duty-free products were entered under subhead-
ing 9802.00.80 to avoid the Customs User Fee.
The largest share of duty-free imports was ac-
counted for by motor vehicles and motor-vehicle
parts. In 1988, these products accounted for 86
percent of the duty-free value of total imports of
transportation equipment, or 9 percent more than
in 1987. Motor vehicles were the single largest
imported product, accounting for more than 70
percent of total duty-free value during 1987-88.
The ratio of 9802.00.80 imports to total imports
increased irregularly during 1985-88, from 26
percent in 1985 to 57 percent in 1987; it re-
mained at 57 percent in 1988 (table 3-2). The
duty-free share of 9802.00.80 imports increased
gradually during 1985-88, rising from 6 percent
in 1985 to 15 percent in 1988.

;r;ggs&ortatlon equipment: U.S. imports for consumption, total and under HTS subheading 9802.00.80,

Duty-free value

Total 9802.00.80 of 9802.00.80
Year imports imports ~ imports
Value (million dollars)
1985 .. i s 75,882 19,353 1,093
1986 .. vviii i 85,130 26,006 1,593
1987 it i i e 89,407 50,688 5,206
1888 ... i e 92,446 53,061 7,831
Change (percent)

1988 from 1985 ................. 22 174 617
Average annual 1988

from1985 .............. .. ... 7 40 93

Source: Complled by the U.S. International Trade Commission from official statistics of the U.S. Department of

Commerce.

Table 3-2

Transportation equipment: Nominal and effective rates of duty under HTS subheading 9802.00.80 and

duty savings, 1985-88

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total duty
Year total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars
1985 ...l 26 6 3.5 3.3 41
1986 ............ ... 31 6 3.2 3.0 50
1987 ... .ot 57 10 1.9 1.7 96
1988 ............ine 57 16 1.7 1.4 134

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

Commerce.
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The nominal rate of duty on imports of trans-
portation equipment declined steadily from 3.5
percent ad valorem in 1985 to 1.7 percent in
1988  (table 3-2). The effective duty rate was
slightly lower during the period, decreasing from
3.3 percent to 1.4 percent ad valorem. Total duty
savings resulting from the use of 9802.00.80 pro-
visions increased rapidly from $41 million in
1985 to $134 million in 1988 (figure 3-1).

Canada was the largest foreign supplier of
duty-free transportation equipment during the pe-
riod. Canada’s share of the duty-free value of
9802.00.80 imports rose from 6 percent in 1985

to 73 percent in 1988 (table 3-3). Mexico was
the next largest supplier, accounting for 59 per-
cent of the duty-free value in 1985 and only 16
percent in 1988. Although Mexico’s share of
9802.00.80 trade, measured in terms of U.S.-ori-
gin content, dropped sharply during 1985-88,
this decline did not indicate a decrease in
9802.00.80 activity in Mexico. Rather, it re-
flected a surge in subheading 9802.00.80 imports
from Canada as importers claimed eligibility for
many duty-free imports of transportation equip-
ment to avoid the Customs User Fee.

Contact John Kitzmiller at 252-1387

Figure 3-1
Transportation equipment: U.S. rate of duty and total duty savings under HTS subheading 9802.00.80
’
Total duty
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Source: Based on official statistics of the U.S. Department of Commerce.
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Motor Vehicles

Total U.S. imports of motor vehicles in-
creased 28 percent during 1985-88, to $60.2
billion. The value of subheading 9802.00.80 im-
ports of motor vehicles rose dramatically during
this period, from $17.1 billion in 1985 to
$44.1 billion in 1988 (table 3-4).

The APTA allows most motor vehicles and
original-equipment motor-vehicle parts imported
from Canada to enter the United States free of
duty. APTA imports that were also declared eligi-
ble for tariff treatment under subheading
9802.00.80 jumped from practically zero in 1985
to $23.1 billion in 1988. APTA-9802.00.80 im-
ports increased dramatically in 1987 because
companies entered APTA products under HTS
subheading 9802.00.80 to avoid the Customs
User Fee that was established in December 1986.
Because of the surge in APTA-9802.00.80 im-
ports, the ratio of the value of subheading
9802.00.80 imports to the value of total imports
of motor vehicles subsequently doubled during
1985-88 to 73 percent (table 3-5).

Although the ratio of duty-free content to to-
tal value of subheading 9802.00.80 imports for

Table 3-4

motor vehicles was relatively small compared with
other commodities such as apparel, the ratio of
duty-free content to total value increased steadily
to 13 percent in 1988 for a total of $5.8 billion.

Reflecting the use of subheading 9802.00.80
by importers of duty-free motor vehicles from
Canada, the nominal rate of duty fell from 3.6
percent to 1.8 percent ad valorem during
1985-88. Similarly, the effective rate of duty de-
creased from 3.4 percent in 1985 to 1.5 percent
ad valorem in 1988. However, the total duty sav-
ings accelerated from $18 million to $102 million
during the period, as shown in table 3-5 and fig-
ure 3-2, reflecting the additional volume of
imports and the increased use of U.S.-made auto
parts in foreign-assembled vehicles.

The principal motor vehicles covered here are
new and used automobiles, automobile trucks and
truck tractors, buses, snowmobiles, golf carts, all-
terrain vehicles, fire engines, and special-purpose
vehicles such as mobile cranes, cement trucks,
and mobile oil rigs. Automobiles accounted for
88 percent of the value of motor-vehicle imports
under subheading 9802.00.80 in 1988, with auto-
mobile trucks and special-purpose vehicles
accounting for most of the remaining 12 percent.

Motor vehicles: U.S. imports for consumption, total and under HTS subheading 9802.00.80, 1985-88

Duty-free value

Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1985 ... e 47,143 17,128 502
1986 .....cciii it 58,417 23,398 930
1987 ... iii it 60,977 41,761 3,362
1988 ....... it 60,228 44,056 5,839
Change (percent)
1988 from 1985 ................. 28 157 1,064
Average annual 1988
from1985..................t. 9 37 127
Source: Compiled by the U.S. International Trade Commission from official statistics of the U.S. Department of
Commerce.
Table 3-5
Motor vehicles: Nominal and effective rates of duty under HTS subheading 9802.00.80 and duty sav-
ings, 1985-88
9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total duty
Year total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars
1985 ................ 36 3 3.6 3.4 18
1986 ................ 40 4 3.2 3.1 30
1987 ..., 68 8 2.1 1.9 69
1988 ................ 73 13 1.8 1.5 102

Source: Complled by the U.S. International Trade Commission from official statistics of the U.S. Department of

Commerce.
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Figure 3-2

Motor vehicles: U.S. rate of duty and total duty savings under HTS subheading 9802.00.80, 1985-88
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Source: Based on officlal statistics of the U.S. Department of Commerce.

The principal sources of imports of motor ve-
hicles under HTS subheading 9802.00.80
throughout 1985-88, most of which were new
automobiles, were Canada, Japan, and West Ger-
many. Imports from these three countries
consisted of 86 percent of the U.S.-origin content
of motor vehicles entered under subheading
9802.00.80, and of 84 percent of the total value
of (including foreign-made components and for-
eign value added by labor) 9802.00.80 imports in
1988. Mexico accounted for only 4 percent of
total subheading 9802.00.80 imports of motor ve-
hicles in 1988 but 11 percent of the U.S. content.
U.S.-made components accounted for 36 percent
of the value of subheading 9802.00.80 imports
from Mexico compared with 27 percent for Can-
ada and 1 percent each for Japan and West
Germany. ,

The value of the U.S.-origin content in sub-
heading 9802.00.80 imports of motor vehicles
from Canada rose dramatically during the period,
from only $8 million in 1985 to $4.9 billion in
1988, as shown in table 3-6. Reflecting the im-
pact of the Customs User Fee, Canada’s share of

the U.S.-origin content of imports under sub-
heading 9802.00.80 also escalated from only 2
percent of the total in 1985, to 84 percent of the
total in 1988, making it the largest supplier of
subheading 9802.00.80 imports in terms of
U.S.-origin content. APTA imports accounted for
96 percent of the U.S. content of all imports of
motor vehicles from Canada in 1988 entering un-
der subheading 9802.00.80.

Canada was the leading source of imports of
motor vehicles under subheading 9802.00.80 in
1988, supplying 41 percent of the total, or
$18 billion, up from only $55 million in 198S.
Imports under the APTA accounted for 98 per-
cent of the 1988 total from Canada. Japan, the
second largest source of subheading 9802.00.80
imports in 1988, accounted for 33 percent of to-
tal imports, or $14 billion, compared with $10.4
billion in 1985. Imports from West Germany un-
der subheading 9802.00.80 rose from
$4.4 billion in 1985 to $7.4 billion in 1987, but
fell back to $4.3 billion in 1988 and accounted
for 10 percent of total imports.

3-5



"@dJewiwo) Jo Juswiiedaq "S°N BYI JO SONSREIS [BIOPH0 WO UOISSILLLLIOD epeJ] [euojiewsau] “S N oYy Aq pejidwion :e9inos

‘uMoys siejol eyl 0y ppe Jou Aew seunby ‘Buipunos Jo esnecag— 910N

‘Juedued G'Q ueyy ssa1 3
'000°00S$ ueyy sse

00} 00l $90°1L 6€8°S 298'e 0€6 208 R R Y |

ﬂwv 2 601 1 €€ 9 ) R R 3 -7 1 X\
ANV v (X o FA1 ol vi 12 .............................EQVOC—V-”@&-CD
Auv v 9 12 nt 61 0z R R 1Py
Aﬂu I 89- 82 65 89 18 Terrresesseeseietieiie et fUBULIBE) 1SOM
i 1 ONO. €S P25 L L ERR R R R R R Ry 37
i ANV veiooe 29 99 n g; HRR R RRRRRR 1Y Y]
N QP rN NﬂF :N mQ OQ ......................................:ﬂ%_:
PP _Vm NNP m—,m @Nm ONQ ONN ....................4................OQXO:
3 N mow-mm mmc-' mpn¢~ gN w L R I I I O I B A R wvw:wo

Jusdiad Juddiad sJejjop uolnnw
8861 G86L G861 woJ) ge6i 8861 2861 9861 G861 894nog

‘UaU00 984}
oanfeA 88.4)-Ainp -Ainp jo enjea
1ejo} jo sueys uj abueyd

88-5861 ‘sedunos jedjoupid Aq ‘08°00°2086 Buipeeyqns SLH Jopun UoAWNSUOS Joj SodW) “S°M JO ONJBA 904j-AING SOIOIYOA JOION

9-¢ o|qeL

3-6

3-6



Foreign manufacturers use U.S.-produced
components for several reasons. Patent con-
straints may make it more economical and
convenient for a foreign motor-vehicle manufac-
turer to purchase certain components from a U.S.
manufacturer. U.S. laws and regulations some-
times require that a certain component be
installed on motor vehicles sold in the United
States to meet safety or environmental require-

ments. In some cases, it is also less expensive to
purchase U.S. components than to establish pro-
duction facilities in the producing country.
Finally, foreign governments may encourage the
purchase of U.S.-produced components in order
to reduce trade deficits with the United States.

Contact Juanita S. Kavalauskas at
252-1402

The following list includes the concordance that shows the TSUS items and the Harmonized Tariff Schedule

subheadings for motor vehicles:

TSUS item HTS subheading TSUS item HTS subheading
692.02 ......... i 8701.20.00 692.11—Cont ................. 8703.22.00
8704.10.50 8703.23.00
8704.21.00 8703.24.00
8704.22.50 8703.31.00
8704.23.00 8703.32.00
g;g}g; '88 8703.33.00
8716.31.00 8703.39.00
8703.90.00
8716.39.00 692.14 ...t 8705.30.00
692.03 ........ . i 8701.20.00 692.16 8430.20.00
8704.31.00 16 e e .20.
8704 2250 8705.10.00
8704 23.00 8705.20.00
8704'31 ‘00 8705.30.00
692.04 ...\, 8702.10.00 8707.90.00
8702.90'00 692-20 ....................... 8704-10-10
692.07 ...uiiiiieiiaan., 8702.10.00 8704.22.10
8702.90.00 8706.00.10
692.10 .o 8703.21.00 692.21 ... ... .. it 8704.22.10
8703.22.00 8706.00.10
8703.23.00 8707.90.50
8703.24.00 692.22 ... ... .. i 8701.20.00
8703.31.00 8706.00.20
8703.32.00 8707.10.00
8703.90.00 8707.90.50
8793.90.00 692.29 g;g$~§g-3g
.90. 1 PN .20.0
692.11 .. ... i 8703.21.00 692.31 ... . it 8701.20.00
3-7



Motor-Vehicle Parts, Miscellaneous
Motor Vehicles, and Non-Self-Propelled
Vehicles

U.S. imports of goods contained in this com-
modity grouping averaged $15.7 billion annually
during 1985-88 but, at $16.7 billion, were S per-
cent smaller in 1988 than in 1985 (table 3-7).
The value of total imports, exclusive of those en-
tering free of duty under the APTA, increased to
$8.9 billion in 1988. The APTA is limited to cer-
tain motor vehicles and motor-vehicle parts
imported from Canada for use as original equip-
ment. APTA-covered imports under HTS
subheading 9802.00.80 increased significantly
during 1987-88 because companies entered
APTA and other duty-free products under sub-
heading 9802.00.80 to avoid the Customs User
Fee.

Largely as a result of the surge in APTA-807
imports, the ratio of the value of subheading
9802.00.80 imports to the value of all imports in-
cluded in this grouping jumped from 5 percent to
23 percent during 1985-88, as shown in ta-
ble 3-8.

The duty-free value of subheading 9802.00.80
imports rose to $922 million in 1988, as shown in
table 3-7. However, the ratio of duty-free value to
total value of subheading 9802.00.80 imports
covered in this grouping slipped from 25 percent
in 1985 to 24 percent in 1988 (table 3-8).

During the period, Mexico recorded the larg-
est ratio of the value of U.S.-made components
contained in imports under subheading
9802.00.80 to total subheading 9802.00.80 value,
increasing to 66 percent in 1988. Japan and
France showed the lowest ratio of duty-free to to-
tal subheading 9802.00.80 import value, with 1
and 4 percent, respectively, in 1988.

Canada was by far the leading foreign supplier
of these products to the United States during the
period. However, the ratio of U.S. imports from
Canada to total U.S. imports fell from nearly 50
percent in 1985 to 40 percent in 1988. U.S. im-
ports from the second leading U.S. supplier,
Japan, jumped by 59 percent during 1985-88, to
$3.5 billion. Brazil and Taiwan doubled their

shipments to the United States over the period.
However, each accounted for only about 2 per-
cent of the import total during 1985-88. U.S.
imports from Korea increased from $30 million in
1985 to $166 million in 1988, or to 1 percent of
imports.

Both the nominal and effective rates of duties
for this grouping fell by over 60 percent during
the period, to 1.2 percent and 0.9 percent, re-
spectively (table 3-8). The total duty savings as a
result of the use of HTS subheading 9802.00.80
increased by 71 percent to $12 million in 1988
(table 3-8 and figure 3-3).

Certain motor-vehicle parts, including trans-
missions, shock absorbers, brakes, and other
miscellaneous parts, such as clutches, catalytic
converters, u-joints, and transaxles accounted for
64 percent of total subheading 9802.00.80 im-
ports in 1988. Forklifts and similar industrial
trucks represented 12 percent of the total value,
whereas tractors, tanks, motorcycles, and non-
self-propelled vehicles made up much of the
remaining portion.

Mexico was the leading supplier of motor-ve-
hicle parts and industrial vehicles in terms of U.S.
content of imports under subheading 9802.00.80
during 1985-88, accounting for 67 percent of the
total (table 3-9). Most of these imports were
from U.S. companies with maquiladora opera-
tions for the assembly of auto parts. These
assembly facilities are concentrated in Nuevo
Laredo and Ciudad Juarez. The value of the
U.S. content of these imports from Mexico grew
by 161 percent in 1988 compared with those in
1985, from $158 million to $412 million. Be-
cause of the declaration of the eligibility of APTA
imports under subheading 9802.00.80 in order to
avoid the Customs User Fee, imports from Can-
ada jumped from $19 million in 1985 to
$458 million in 1988. During 1985-88, Canada’s
share of the U.S. content of total imports of the
covered products under subheading 9802.00.80
jumped from 9 percent to 50 percent, whereas
Mexico’s share dropped from 72 percent to 45
percent.

Contact Juanita S. Kavalauskas at
252-1402
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Table 3-7

Motor-vehlicle parts, miscellansous motor vehicles, and non-self-propsiied vehicies: U.S. imports for
consumption, total and under HTS subheading $802.00.80, 1935-88

Duty-free vaiue

Total 9802.00.80 of 9802.00.80
Year Imports imports imports
Value (million dollars)
1985 ........hiiiiiiinee.. 17,640 887 219
1986 ..........civeviveinennne.. 13,735 893 220
1987 ... .. it 14,565 3.415 656
1988 .........ccieiiiiienea... 16,728 3,921 922
Change (percent)

1988 from 1985 ................. -5 342 320
Average annual 1988

from1985.................... -2 64 61
Source: Compilled by the U.S. International Trade Commission from official statistics of the U.S. Department of
Commerce.
Table 3-8

Motor-vehicles parts, miscellaneous motor vehicles, and non-self-propelied vehicles:

Nominal and ef-

fective rates of duty under HTS subheading 9802.00.80 and duty savings, 1985-88

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total duty
Year total imports 9802.00.80 imports Nominal Eftfective savings
Million
Percent dollars
1985 ................ 5 25 3.3 2.5 7
1966 ................ 7 25 2.7 2.0 6
1987 ................ 23 19 0.8 0.6 5
1988 ................ 23 24 1.2 0.9 12
Source: Compiled by the U.S. International Trade Commission from officlal statistics of the U.S. Department of
Commerce.
Figure 3-3

Motor-vehicle parts, miscellaneous motor vehicles, and non-selif-propelled vehicles: U.S. rate of duty and
total duty savings under HTS subheading $802.00.80, 1985-88

Total duty
Rate of duty savings
(gercent) s 1 Total duty savings: right axis (Million dollars)
BN Nominal duty rate: left axis
Effective duty rate: left axis 14
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The following list includes the concordance that shows the TSUS items and the Hamonized Tariff Schedule
"' subheadings for motor-vehicle parts, miscellaneous motor vehicles, and non-self-propellied vehicles:

TSUS item HTS subheading TSUS item HTS subheading
692.14 ... ...t 8705.30.00 8708.50.10
692.16 .......ciiiiiiiiiiies 8430.20.00 692.34—Cont ................. 8708.60.10
8705.10.00 8708.60.30
8705.20.00 8708.70.10
8705.30.00 8708.80.10
8705.40.00 8708.91.10
8705.20.00 8708.92.10
692.32 ... 8408.60.80 8708.93.10
8708.10.00 8708.94.10
8708.29.00 8708.99.10
8708.31.50 692.35 .. ... .. 8701.30.50
8708.39.50 8701.90.50
8708.40.10 8706.00.50
8708.40.20 8708.93.10
8708.40.50 8708.39.10
8708.50.50 8708.40.30
8708.50.80 8708.50.10
8708.60.50 8708.60.10
8708.60.80 8708.60.30
8708.70.80 8708.70.10
8708.80.50 8708.80.10
8708.91.50 8708.91.10
8708.92.50 8708.92.10 -
8708.93.50 8708.93.10
8708.99.50 8708.94.10
8716.31.00 8708.99.10
8716.39.00 692.40 ..........ccciiiiinnn 8427.10.00
8716.40.00 8427.20.00
8716.90.50 8427.90.00
692.33 ... 8708.10.00 8431.20.00
8708.29.00 8709.11.00
8708.31.50 8709.19.00
8708.39.50 8709.90.00
8708.40.10 692.45 ........ . i 8710.00.00
8708.40.20 692.52 ... ... i 8711.40.60
8708.40.50 8711.50.00
8708.50.50 692.53 ... ... i 8711.10.00
8708.70.80 8711.20.00
8708.80.50 8711.30.00
8708.91.50 8711.40.30
8708.92.50 8711.90.00
8708.93.50 692.55 ... ... .. it 8711.90.00
8708.99.50 8714.11.00
692.34 ........ ..o, 8701.10.00 8714.19.00
8701.90.10 692.60 ..........iiiiiiininn 8716.10.00
8703.30.10 8716.20.00
8703.31.10 8716.31.00
8707.93.10 8716.39.00
8708.39.10 8716.40.00
8708.40.30 8716.80.00

Nonmilitary Airplanes, Parts of Aircraft
and Spacecraft, and Parachutes,
Including Parts

U.S. imports of nonmilitary airplanes, parts of
aircraft and spacecraft, and parachutes, including
parts, increased by 49 percent during 1985-88,
from $3.4 billion to $5.1 billion (table 3-10). Im-
ports of these articles under HTS subheading
9802.00.80 soared from $78 million in 1985 to
$1.6 billion in 1988, which caused the ratio of
9802.00.80 imports to total imports to rise dra-
matically, from 2 percent in 1985 to 32 percent in
1988 (table 3-11). Most of the surge in subhead-
ing 9802.00.80 imports occurred between 1986
and 1987 because importers sought to avoid the
Customs User Fee. Since these articles enter free

of ordinary customs duty under the Civil Aircraft
Agreement, the incentive to use subheading
9802.00.80 is to avoid the user fee rather than to
reduce U.S. duty obligations.

The U.S.-origin content of subheading
9802.00.80 imports rose from $22 million in
1985 to $504 million in 1988 (table 3-10). How-
ever, the ratio of duty-free content to total
imports under subheading 9802.00.80 was fairly
stable, increasing from 29 percent to 31 percent
(table 3-11). There are no duties on these arti-
cles and consequently, no duty savings.

France was the leading supplier of these arti-
cles during 1985-88. Although the value of total
imports of these products from France more than
doubled during 1985-88, from $400 million to
$810 million, total subheading 9802.00.80 im-

3-11
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ports from France increased ninefold, from $78
million in 1985 to $744 million in 1988 (table
3-12). The value of the U.S. content of
9802.00.80 imports from France rose sevenfold
during 1985-88, from $22 million to $168 mil-
lion. In terms of the value of U.S.-made
components contained in imports under

Table 3-10

9802.00.80, France was the leading supplier, ac-
counting for 33 percent of the total in 1988
(compared with 99 percent in 1985), followed by
the United Kingdom with 30 percent and Canada

- with 28 percent in 1988.

Contact Peder Anderson at 252-1388

Nonmilitary airpianes, parts of aircraft and spacecraft, and .gauchutos, including parts: U.S. imports
for consumption, total and under HT8 subheading 9802.00.80, 1985-88

Duty-free value

. Total 9602.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1985 ... oottt 3,429 78 22
1986 ... ... .ottt 4,29 145 39
1987 ... ..iiiiiiiinnnn N 4.3 1,732 477
1988 ... .. et S, 1,616 504
Change (percent)

1988 from 1985 ................. 49 1,972 2,148
Average annual 1988

from1985..............ccu0t 14 175 184
Source: Complied by the U.S. international Trade Commission from officlal statistics of the U.S. Department of
Commerce. ‘
Table 3-11

Nonmillitary airplanes, parts of aircraft and spacecraft, and parachutes, including parts: Nominal and
offective rates of duty under HTS subheading 9802.00.80 and duty savings, 1985-

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total . . du!]y
Year , total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars
1985 ................ 2 29 0 0 0
1986 ................ 3 27 0 0 0
1987 ...... feeraeaaes 39 28 0 0 0
1988 ................ 32 31 0 0 0

Source: Complied by the U.S. International Trade Commission from ofﬁclaﬁ statistics of the U.S. Department of

Commerce.
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The following list Includes the concordance that shows the TSUS items and the Harmonized Tarlff Schedule
subheadings for nonmiiitary airplanes, parts of aircraft and spacecraft, and parachutes, Including parts:

TSUS item HTS subheading TSUS item HTS subheading
694.41 ....... ... i, 8802.11.00 694.61—Cont .........covvunnn 8803.90.90
8802.12.00 8413.30.10
8802.20.00 8413.91.10
8802.30.00 8419.50.00
8802.40.00 9025.20.80
694.50 ........ i, 8802.30.00 9025.80.20
694.61 ........iiiiiiiiiinn, 4504.90.20 9025.80.30
4823.90.60 9026.80.40
4823.90.80 9025.80.50
8803.10.00 9030.10.00
8803.20.00 9030.90.40
8803.30.00 694.70 ........hiiiiiii i 8804.00.00

Internal Combustion, Piston-Type
Engines, and Parts

U.S. imports of subheadings covered by this
commodity grouping increased by 39 percent to
$6.2 billion during 1985-88 (table 3-13). The
rise in imports was primarily attributed to in-
creased sales of new automobiles in the United
States. Imports entered under HTS subheading
9802.00.80 nearly tripled during 1985-88, rising
to $2.6 billion in 1988. These imports more than
doubled in 1987 over those in 1986 as firms that

Table 3-13

had been importing motor-vehicle engines free of
duty under the APTA chose also to declare eligi-
bility under subheading 9802.00.80 to avoid the
Customs User Fee. Consequently, the value of
U.S.-made components contained in imports of
these articles under subheading 9802.00.80 in-
creased by 49 percent during 1985-88, from
$252 million to $375 million.

The nominal trade-weighted average rate of
duty for the commodities in this group declined
from 3.3 percent in 1985 to 1.5 percent in
1988  (table 3-14). The effective rate of duty

Internal combustion, plston—txgo engines, and parts: U.S. imports for consumption, total and under

HTS subheading 9802.00.80, 1985-88

’ Duty-free value

Total 9802.00.80 of 9802.00.80

Year imports imports imports
Value (million dollars)

4,451 948 252

4,746 1,050 234

5,369 2,383 324

6,185 2,565 375

Change (percent)
1988 from 1985 ................. 39 171 49
Average annual 1988
from1985............c0vvnn 12 39 14

Source: Complied by the U.S. International Trade Commission from officlal statistics of the U.S. Department of
Commerce.
Table 3-14

Internal combustlonwlston-typo engines, and parts:

subheading 9802.00.80 and duty savings, 1985-88

Nominal and effective rates of duty under HTS

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total du
Year total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars
1985 ................ 21 27 3.3 2.4 8
1986 ...........c.t 22 22 3.1 2.5 7
1987 .....civviin. 44 14 1.6 1.4 5
1988 ........civvnn 41 15 1.5 1.3 6
Source: Complled by the U.S. International Trade Commission from officlal statistics of the U.S. Department of
Commerce.
3-14
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declined from 2.4 percent in 1985 to 1.3 percent West Germany followed with shares of 27 percent

in 1988. Furthermore, the portion of total im- and 10 percent, respectively.

ports accounted for by subheading 9802.00.80
imports doubled in 1987 over those in 1986, from
22 percent to 44 percent. On the other hand, the
share of subheading 9802.00.80 imports ac-
counted for by U.S.-made components dropped
from 22 percent to 14 percent. Consequently,
the total duty savings through the use of the sub-
heading 9802.00.80 provision decreased from $8 tion.
million in 1985 to $6 million in 1988 (figure

The production of piston-type internal com-
bustion engines and parts in Mexico and Canada
is largely controlled by U.S.-owned auto manu-
facturers. The majority of these engines are
destined for new car production in the United
States. These auto manufacturers use subheading
9802.00.80 in their efforts to rationalize produc-

3-4). Commodities in this group are eligible for
duty-free entry under the APTA, GSP, CBERA,

Canada was the leading supplier of imports of and the U.S.-Israel Free-Trade Agreement. Im-
piston-type internal combustion engines entered ports under the APTA increased from $1.6
under subheading 9802.00.80 in 1988, account- billion to $1.7 billion during the period. This
ing for $1.3 billion, or 52 percent of the total. trend followed the growth in auto and truck sales.
However, U.S.-made components accounted for Imports under the GSP remained constant at ap-
only 8 percent of the imports from Canada. Mex- proximately $200 million per year during the
ico was the largest supplier of subheading period. Imports under other trade preference

9802.00.80 imports in terms of duty-free con- ~ provisions were minimal.

tent, accounting for $199 million, or 53 percent,

of the total in 1988 (table 3-15). Canada and Contact Michael Hagey at 252-1392

Figure 3-4

Internal combustion, piston-type engines, and parts: U.S. rate of duty and total duty savings under HTS

subheading 9802.00.80, 1985-88

Rate of duty
(Percent)

5

Total duty savings: right axis

Total duty
savings
(Million dollars)

10

I Nominal duty rate: left axls
Effective duty rate: left axis
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The following list Includes the concordance that shows the TSUS items and the Harmonized Tariff Schedule
subheadings for internal combustion, piston-type engines, and parts:

TSUS Iitem HTS subheading TSUS item HTS subheading
660.40 . ......oiriiiininnn. 8407.32.10 X . 8407.10.00
8407.33.10 - 8409.10.00
8407.34.10 8409.91.10
8407.90.10 8411.91.10
g:gg.gg.}g 660.67 ..ot gzgﬁa.g;.%
660.42 ...\ 8408.10.00 8421.31.00
8408.20.20 8483.10.10
2283-38'88 660.68 .....oiuteiiaiaans gzgg.% .9(1J
-90. .10.1
660.43 ...\t 8408.20.20 8409.10.00
8405-20:29 B60.69 ...t .10.
B60.48 ..\, 8407.32.20 660.71 ATt
8407 33,50 I 2 TP .99,
8407.34.20 gj}g-};-gg
660.49 .. ..., 8407.32.20 8410 15.00
8407.33.20 13,
8407.34.20 g:}‘:-g?g?
B60.56 ...t 8407.10.00 91,
8407.21.00 8411.99.90
8407.29.00 8412.29.40
8407.31.00 8412.90.10
8407.32.90 8421.23.00
8407.33.90 8421.31.00
8407.34.90 8483.10.30
8407.90.90 660.72 ..ot 8409.99.91
660.57 ..ot 8407.34.90 8483.10.30

Rail Locomotives and Rolling Stock

The articles covered here are rail locomotives,
self-propelled railcars used for urban and intercity
transit, non-self-propelled railcars for either pas-
sengers or freight, railroad-service vehicles, and
parts for locomotives and non-self-propelled roll-
ing stock. The value of U.S. imports rose by
41 percent during 1985-88, increasing erratically
to $442 million (table 3-16). Imports of
these articles under subheading 9802.00.80 fluc-
tuated during the period, increasing to $458
million in 1987, then falling to $286 million in
1988, as shown in table 3-16. The ratio of im-
ports under subheading 9802.00.80 to total
imports averaged 67 percent annually (table
3-17). The majority of total imports of self-
propelled rail vehicles enter the United States
under subheading 9802.00.80 because provisions
of the Surface Transportation Act of 1978 stipu-
late that cars purchased with Federal grants
should consist of at least 50 percent U.S.-made
materials.

The ratio of the value of duty-free content to
total value of subheading 9802.00.80 imports
during the period averaged 36 percent annually.
The value of such imports increased from $64
million in 1985 to $173 million in 1987, then fell
to $85 million in 1988. The nominal and effective
rates of duty averaged 4.9 percent and 3.2 per-
cent, respectively, during the period. Total duty
savings averaged $6 million annually during
1985-88 (table 3-1 and figure 3-5).

Canada, Japan, and France were the major
sources of both subheading 9802.00.80 imports

and total imports during 1985-88, accounting for
42 percent, 23 percent, and 20 percent, respec-
tively, of total subheading 9802.00.80 imports
during the period. Italy was the leading source in
1985, but was replaced by Canada as the leading
supplier of subheading 9802.00.80 imports in
1986-88.

To a large extent, the trends in import vol-
umes and shares held by competing suppliers
reflect the timing of purchases of new railcars by
major mass transit systems, the suppliers they
contract with, and the terms for the delivery
schedules in the contracts. Canada, Japan, and
Italy are major competitors in the international
markets for subway and other mass transit rail-
cars. Table 3-18 shows the recent success of the
principal Canadian exporter in the U.S. market
as Canada’s share of subheading 9802.00.80 im-
ports, in terms of U.S. content, rose from
35 percent to 65 percent during 1985-88, and
Italy’s share dropped from 44 percent to zero.
The principal Canadian firm initiates production
in Quebec and completes the assembly of the rail-
cars a relatively short distance away in Vermont.
Imports from Japan were almost exclusively parts
for locomotives and rolling stock.

Except for certain axles, axle bars, and
wheels, imports of rail locomotives and rolling
stock are eligible for duty-free entry under the
GSP. However, as a share of total U.S. consump-
tion, GSP imports were insignificant during
1985-88, totaling less than 0.5 percent.

Contact Kathleen Lahey at 252-1409
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Table 3-16

Rall locomotives and rolling stock: U.S. imports for consumption, total and under HTS subheading
9802.00.80, 1985-88

Duty-free value
Total 9802.00.80 of 9802.00.80
Year imports imports imports

Value (milllon dollars)

1985 ........ i, 313 175 64
1986 .....ciiiiiiiiiiiiiii.. 472 332 125
1987 ......iiiiiiiiiiiiiiie... 586 " 458 173
1988 ... .ol 442 286 85

Change (percent)
1988 from 1985 ...... 41 63 35
Average annual 1988
from1985..........c0iiiieinn 12 18 10

gource: Complied by the U.S. International Trade Commission from officlal statistics of the U.S. Department of
ommerce.

Table 3-17

Rall locomotives and roliing stock: Nominal and effective rates of duty under HTS subheading
9802.00.80 and duty savings, 1985-88

9802.00.80 Duty-free 9802.00.80 Rate of duty Total

Imports to to total duty
Year - total imports 9802.00.80 imports Nominal Effective savings
Million
Percent dollars

3.7 4
2.8 6
2.6
3.7

5.7
B (| 38 4.5
4.1

1988 ................ 65 30 5.2

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

Figure 3-5

Rail locomotives and rolling stock: U.S. rate of duty and total duty savings under HTS subheading
9802.00.80, 1985-88
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