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PREFACE

On May 22, 1989, on its own motion and pursuant to section 332(b) of the Tariff Act of 1930 (19
U.S.C. 1332(b)), the U.S. International Trade Commission deter mined that it would continue
investigation No. 332-237 (originally instituted on August 19, 1986) to present and analyze
statistical data on importsunder Harmonized Tariff Schedule (HTS) provision 9802.00.60 (metal of
U.S. origin processed in aforeign location and returned for further U.S. processing) and provision
9802.00.80 (assembled goods containing U.S.-made components). The current report presents
historical import data (1970-92) under these tariff provisionsand evaluatesthe most current 4-year
period (1989-92) on a sector-by-sector and commaodity-specific basis.

In addition to the assessment on the use of provisions 9802.00.60 and 9802.00.80, thisreport has
a chapter on theimplications of the North American Free-Trade Agreement on Mexico's
magquiladoraindustry and the use of the production sharing provisions.
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EXECUTIVE SUMMARY

Thisreport, prepared annually, examinesrecent developmentsin trade under production sharing
provisions 9802.00.60 and 9802.00.80 of the Harmonized Tariff Schedule of the United States (HTS)
and analyzestrendsin such imports by commodity groups and leading sour ces during 1989-92.
Provision 9802.00.60 setsforth liberalized tariff treatment for certain metal of U.S. origin processed
in aforeign location and rammed to the United Statesfor further processing; provision 9802.00.80
providesreduced tariff treatment for eligibleimported goods that were assembled abroad and contain
U.S.-made components. [ The use of HTS provision 9802.00.80 is an integral activity for companies
engaged in production sharing asa meansto benefit from low cost assembly in Mexico and the
Caribbean to help the firms compete with labor-intensive articles made by foreign producers,
especially in Asia.

I'n addition to the assessment of recent trendsin importsunder the production sharing provision,
thisreport examines the implications of the North American Free-Trade Agreement for the
maquiladora industry in Mexico, now the principal supplier of imports containing U.S.-made
components. Thisreport also discussesthe historical development of the maquiladoraindustry, the
use of the U.S. tariff provisionsthat have complemented assembly operationsin Mexico, and
production sharing activitiesin Mexico compared to thosein Asia and the Caribbean.

The principal findings and conclusions of the Commission's study are summarized below.

e Production sharing remains an important part of the global competitiveness
strategy for many U.S. firms despite the recent sharp decrease in the use of the
provisions by companies with production sharing operations in Canada.

e  Prior to the imposition of the Customs Merchandise Processing Fee (user fee) in
December 1986, there was no incentive to declare eligibility for imports under the
production sharing provisions when importing duty-free articles such as motor
vehicles and parts from Canada qualifying under the Automotive Products Trade
Act (APTA), aircraft parts under the Agreement on Trade in Civil Aircraft, and
semiconductors. However, since the duty-free portion of imports under the
production sharing provisions are exempt from the user fee, U.S. importers of
otherwise duty-free articles found an added financial incentive to import these
articles under provisions 9802.00.60 and 9802.00.80. As a result, beginning in
1987 a significant increase occurred in imports of duty-free articles under these
provisions—mostly from Canada. Thus, imports under the production sharing
provisions jumped from $3.0 billion in 1986 to $24.9 billion in 1990.

e The $400-per-entry cap placed on the user fee in October 1990, and the nearly
completed phase out of the user fee on imports under the U.S.-Canada Free Trade
Arrangement (FTA), have greatly reduced the incentive to enter duty-free articles
under the production sharing provision. This effect continues to be reflected by a
reduced level of imports entering under these provisions after 1990. Such imports

from Canada dropped to $8.3 billion in 1991 and to $3.6 billion in 1992.

! Throughout this report, the term "U.S.-made components" will be used interchangeably with "U.S.-origin
content," "nondutiable" value of imports under these provisions, "U.S. content," "U.S.-otigin metal," "duty-free
value," and "duty-free share."



e U.S. imports under these two HTS provisions fell by 24 percent during 1989-92, to
$56.4 billion, while total U.S. imports rose by 12 percent to $525 billion, as shown
in table A. However, imports under these provisions from all countries other than
Canada actually increased by 11 percent, nearly matching growth in total imports
during the period. Imports under these provisions accounted for 11 percent of total
U.S. imports in 1992; production sharing with Canada is estimated to account for
another 5 percent of the total. Duty savings from use of these provisions rose from
$647 million in 1989 to $869 million in 1992. The principal supplying countries
were Japan and Mexico, which collectively accounted for 64 percent of total
imports under these provisions in 1992.

* Imports under provision 9802.00.80 alone (imports containing U.S.-made
components) represented 98 percent of the combined imports under 9802.00.60
and 9802.00.80 in 1992. Imports under this provision declined 24 percent between
1989 and 1992. However, imports from all countries except Canada grew by 11
percent (from $47.3 billion to $52.5 billion). Motor vehicles accounted for 49
percent of the total value of HTS provision 9802.00.80 imports in 1992. Goods
shipped from Mexico alone accounted for nearly three fifths ($8.5 billion) of the
duty-free content of U.S. imports under provision 9802.00.80 in 1992.

Table A
U.S. imports under HTS provisions 9802.00.60 and 9802.00.80 and total imports, 1989 and 1992

Share of total

Change, imports under
1992 from 9802.00.60 and
Provision 1989 1992 1989 9802.00.80, 1992
— Milliondollars —— Rereent
Imports under provision 9802.00.60:
Dutiable’ 444 418 -6 1
Nondutiablel ......cccecceveirererrcnriercenns 697 603 -13 1
Subtotal .....cccoeeeeirreeee e 1,141 1,021 11 2
Imports under provision 9802.00.80:
Dutiable? 54,111 40,632 -25 72
Nondutiable? 18,921 14,733 22 26
Subtotal ....occeceereeeeeree e 73,032 55,365 -24 98
Imports under 9802.00.60
and 9802.00.80:
Dutiable .......cccoeeeeiireereeee e 54,555 41,050 -25 73
Nondutiable .......ccccooeeirierreeeeee. 19,618 15,336 -22 27
Total oo 74,173 56,386 -24 100
Grand total U.S. imports ............... 468,012 525,091 12

' The dutiable portion of imports under provision 9802.00.60 is the value added to the imported product by
processing (or the cost of processing) in the foreign country. The nondutiable portion is the value of the U.S.-origin
metal.

2 The dutiable portion of imports under provision 9802.00.80 is the total value of the imported product less the cost
or value of the U.S.-made components. The nondutiable portion is the value of U.S.-made components contained in
the imported product.

Note.—Because of rounding, figures may not add to the totals shown.

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



e Industries that benefit from relatively higher tariffs and/or use more U.S.-origin
content have more incentive than others to use provision 9802.00.80. Thus,
although motor vehicles constituted the largest share of total 9802.00.80 imports,
apparel accounted for the largest share of the duty savings (figure A). In addition,
apparel imports under provision 9802.00.80 grew substantially during 1989-92 as
a result of actions by the United States to liberalize quotas on such imports from
Caribbean and Mexican suppliers, and subsequent investment in the Latin
American region by U.S. firms in order to reduce costs and remain competitive in
the U.S. market.

e Provision 9802.00.60 imports (US. metal articles processed abroad and returned
for further processing) decreased by 11 percent during the period, to $1.0 billion in
1992. However, for all countries other than Canada, there was a2 percent increase
in the use of the provision during the period (from $333 million to $340 million).
Aircraft parts and wrought aluminum (principally sheet used in beverage
containers, and foil used for consumer packaging) were the leading products
imported under this provision. Goods shipped from Canada, Mexico, and Japan
accounted for $580 million, or 97 percent, of the duty-free content of U.S. imports
under provision 9802.00.60 in 1992.

e U.S. imports under provision 9802.00.80 accounted for 48 percent of Mexico's
overall exports to the United States in 1992 and 54 percent of the Dominican
Republic's exports, compared with only 19 percent of Germany's, 18 percent of
Japan's and 10 percent of Korea's.

Figure A
U.S. imports under HTS provision 9802.00.80: Shares of total value and duty savings, by selected
Industries, 1992

Motor vehi‘g':!“[;%/s0 32%

Auto parts
engines, 4%

Textiles,
apparel
10°A,

7" Semiconductors

Other —— 8%
26% Auto parts, engines Textiles, apparel
7% 58%
Total value Duty savings
$55.4 billion $855 million

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

Mexico's attractiveness relative to that of other countries as a location for foreign
assembly was reinforced by increasing relative wage costs in competing countries
such as Taiwan, Korea, Hong Kong, and Singapore during 1989-92. In 1992,
average hourly compensation in Mexico was roughly half that for these newly
industrialized countries (NICs) in Asia. In addition, Asian competitors are more
likely to substitute locally-made Asian parts for U.S.-made parts than are
companies in Mexico. Although U.S-made components accounted for over half of
the value of U.S. imports from Mexico under provision 9802.00.80 in 1992, U.S.
parts typically accounted for only one-quarter of the value of such imports from the
Asian NICs.

The North American Free-Trade Agreement (NAFTA) will likely affect U.S. imports

from Mexico under the production-sharing provisions in much the same manner as
the FTA and other preferential tariff treatment programs affected U.S. imports from
Canada under the 9802 provisions.

Under NAFTA, about 60 percent of U.S. imports from Mexico will be eligible for

duty-free entry in 1994 (Currently, about half of the value of total U.S. imports from
Mexico enters free of duty). The customs user fee will be phased out over a five year

period under NAFTA, similar to the FTA; therefore, in the initial years of the phase
out, some products will continue to be imported under production sharing

provisions where the significant value of U.S. components contained in such
imports would be exempt from the fee. In 1999, when the customs user fee on

imports from Mexico is completely phased out under NAFTA, and the vast majority

of United States imports from Mexico are eligible for duty-free entry, use of the
production sharing provisions will likely reflect a reduced level of imports similar
to the experience with imports from Canada.

Mexico's Maquiladora Program, which has largely limited maquiladora
production to export markets, will be eliminated under the NAFTA on January 1,
2001. The benefits that currently attract companies to the border for assembly,
however, will continue to exist: low cost, trainable labor and proximity to the U.S.

market. The phased-in access to the Mexican market for maquiladora industry
production occurring under NAFTA will likely encourage companies with existing

facilities to expand production in their border assembly plants, further increasing

the level of exports to Mexico of U.S. components used in assembly operations. If
existing infrastructure constraints (such as housing and transportation for
magquiladora workers) are improved through cooperative investments by U.S.

companies, industrial park operators, and local governments, the border may
attract additional companies as a location for North American production and
distribution. Without such cooperative investment, further growth in the
magquiladora industry is unlikely.



CHAPTER 1
| ntroduction

Background and Scope of
Production Sharing
Provisions 9802.00.60 and
9802.00.80 of the
Harmonized Tariff
Schedule (HTS) of the
United States

Background

Specified U.S.-made goods exported for further
processing and returned from other countries have long
been afforded differential duty treatment. Their
dutiable statuswasfirst clearly set forth in the former
Tariff Schedules of the United States (TSUS), items
806.30 and 807.00, in effect from 1% 3 until the close
of 1988. Thistariff treatment subsequently was
continued, with some changesin terminology and
application, in provisions 9802.00.60 and 9802.00.80,
subchapter |1, chapter 98 of the Harmonized Tariff
Schedule of the United States (HTS), effective as of
January 1, 1989.

Scope of Provisions

Under provision 9802.00.60, articles of metals
(except precious metal) that are manufactured or
processed in the United States,? exported for further
processing abroad and then returned to the United
Statesfor still further processing, are eligible upon
entry to have duties assessed only on the value of
foreign processing. Under provision 9802.00.80,
imported goods that are assembled abroad using

! For definition of "metal," see U.S. note 3(d) to
subch. II, ch. 98 of the HTS.

2 Under each provision, foreign matetials ot
components that are imported into the U.S. customs
territory and substantially transformed into new articles of
commerce generally qualify as "Ametrican goods" (that is,
the original exports need not be wholly obtained or
produced in the United States for the article to be
considered as manufactured or processed in the United
States).

U.S.-manufactured components ar e subject to duty
upon entry at the full entered value of the completed
article minusthe cost or value of the identifiable
U.S.-origin componentsthe article contains. For
importsto qualify under 9802.00.80, no further
processing in the United States of the entered goodsis
required and onIy " operationsincidental to the
3y process' (but not manufacturing) may occur
abroad.

Trendsin Imports Under
Production Sharing
Provisions 9802.00.60 and
9802.00.80 of the HTS

Firms use production sharing under provisions
9802.00.60 and 9802.00.80 for several reasons: (1) to
improve the price competitiveness of products by
shifting labor -intensive assembly operationsto
low-wage-rate countries; (2) to reduce the cost of
cross-border transfers of both in- ,Process materialsand
final goods; (3) to rationalize* production between
their U.S. and foreign establishments; (4) to use
U.S.-made componentsto reduce the price (or increase
the profitability) of their goodsin the U.S. market; (5)
to penetrate foreign markets; and (6) to benefit from an
exemption of the customs user fee established in
December 1986.°

Theincentive that most strongly influenced recent
trendsin importsunder the production-sharing tariff
provisionswasthe customsuser fee. T he
establishment of the customs user fee, in December

3 See ch. 98 of the HTS for the legal text of the
provisions and applicable notes. Also see United States
International Trade Commission, Production Sharing: US.
Imports Under Harmonized Tariff Schedule Subheadings
9802.00.60 and 9802.00.80, 1987-90, USITC publication
2469, Dec. 1991.

4 Companies "rationalize" production by consolidating
the manufacture of a particular product or component to a
limited number of locations. Plants that may have
diversified products become s gecmhzed in the production
of fewer goods. This can lead to greater efﬁc1ency and
economies of scale. It also involves interdependency
between plants and requires coordination of production

lanning. Rationalization of production across
International boundaries is increasingly a common
practice.

5 The user fee does not apply to the nondutiable

portion of U.S. imports under provisions 9802.00.60 and

9802.00.80 of the HTS. See appendix A for a discussion
of the fee.



1986, motivated many firmsthat wereimporting
articleswith an unconditionally or preferentially free
rate of duty to claim eligibility under these provisions
toreceive exempt|on from the fee on the U.S. content
of their imports.® However, the establishment of a
$400 per entry cap on the user feein October 1990 has
greatly reduced theincentive to import existing
duty-free articles under the production-sharing
provisions.?

Importsunder HTS provisions 9802.00.60 and
9802.00.80 surged in 1987, lar gely because importers
of duty-free goods entered their shipmentsunder the
provisionsto avoid payment of the customsuser fee.
The principal sources of these importswere motor
vehicles and civil aircraft from Canada and
semiconductorsfrom Malaysia. However, therewas a
sharp declinein importsunder these provisionsin 1991
because of thereduced level of duty-freeimportsfrom
Canada.® The U.S.-content of transportation
equipment from Canada under 9802.00.80 decr eased
significantly in 1991 from 1990, and continued to
declinein 1992.

In contrast to the sharp increase then decreasein
provision 9802.00.60 and 9802.00.80 imports from
Canada, therewas a steady risein the use of the
maquiladoraindustry in Mexico to assemble parts for
the U.S. motor vehicleindustry. In terms of the value
of the U.S.-made componentsincor porated in the
assembly process and imported duty-free under
9802.00.80, increased imports of motor vehicle parts
from Mexico during 1989-92 nearly matched the
reduction in imports of transportation equipment from
most other sour ces.

Thefollowing tabulation showsthetrend of U.S.
importsunder HTS provisions 9802.00.60 and
9802.00.80 during 1986-92 and the share of total U.S.
imports (in billion dollarsand in percent, respectively):

1986 1987 1988 1989 1990 1991 1992

Value .... 365 685 73.7 742 765 575 56.4
Share.... 10 17 17 16 16 12 11

¢ On productsfor which the most-favored-nation
(MFN) rate of duty isfree or to which special duty rates
of free apply, when entered under FITS 9802.00.60 and/or
9802.00.80, the rate of duty applied to the" dutiable" (or
foreign value-added) portion isfree.

For many importers of duty-freearticles
incor porating U.S.-made metal or components, the cost of
processing the extensive paperwork required to document
eligibility for entry under the production sharing
provisions mor e than offsets the $400 that could be gained
by exemption from the user fee.

8 The Customs user fee as applied toward goods
originating in theterritory of Canadais undergoing staged
elimination under the United States-Canada Free-Trade
Agreement. Thefeeis scheduled to bereduced to zero
by January 1, 1994 (see app. A).
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Asdiscussed above, the significant risein the share
total U.S. imports accounted for by theimports under
examination between 1986 and 1987, and itsfall in
1991, principally reflect increased importsfrom
M exico and reactions by importersto changesin the
customs user feeregulations. Figures1-1 and 1-2
illustrate thetrend of the value of imports under
production sharing provisionsrelativeto total U.S.
imports.

Imports under provision 9802.00.80 are much
greater than those under provision 9802.00.60,
accounting for over 98 percent of the combined total
valuein 1992 and for 96 percent of the duty-free
content of importsunder both provisions (table B-1).
The U.S.-origin content of the combined imports under
9802.00.60 and 9802.00.80 was 27 per cent of the total
va)due of imports under these provisionsin 1992 (table
A).

Imports of U.S.-origin content under 9802.00.60
and 9802.00.80 from both developed and less
developed countries (LDCs) are shown in figure 1-3.
Thefollowing tabulation illustrates the imports of
U.S.-origin content from these categories of nations
during 1989-92 and their shares of total imports of
U.S.-origin content (in billion dollarsand in percent,

respectively):

1989 1990 1991 1992

Developed countries ......... 99 114 35 22

LDCS .oooeeeceeeeremee s 9.7 103 11.0 13.2

0 | 19.6 21.6 145 153
Percent of total

Developed countries ......... 51 53 24 14

LDCS .oioeiccereeemee s 49 47 76 86

Total . 100 100 100 100

While such importsfrom LDCs continued to grow
in 1991 and 1992, imports from developed countries
(especially from Canada) dropped dramatically after
1990 because of the new user fee cap (tables B-2 and
B-15). The U.S. content of imports of transportation
equipment from Canada, principally motor vehicles
and parts, declined by three-fourthsduring 1989-91,
from $7.4 billion to $1.8 billion. Such imports
experienced a similar proportional decreasein 1992,
falling by 72 percent to $0.5 billion (table 2-3). M ost
of theincreasein importsfrom LDCsisattributable to
growing imports under 9802.00.80 provisions for
electronic goods, motor vehicles, and auto partsfrom
Mexico and apparel from the Caribbean.

The $4.3-billion decrease in imports of motor
vehicles from Canada® under 9802.00.80 provisionsin
1992 from 1991 was mitigated by gainsin imports of

° Virtually all imports of motor vehiclesfrom Canada
areeligibleto enter free of ordinary customs duty under
the Automotive Products Trade Agreement. Some are
entered under 9802.00.80 as well to avoid payment of the
user fee on the U.S. content.



Figure 1-1
Trends of total U.S. Imports and imports under 9802.00.60 and 9802.00.80, 1982-92
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Source: Based on official statistics of the U.S. Department of Commerce.

Figure 1-2
Provisions 9802.00.60 and 9802.00.80: Dutiable and duty-free imports compared with other U.S.
Imports for consumption, 1986-92
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Figure 1-3

U.S. Imports under provisions 9802.00.60 and 9802.00.80: Duty-free portion accounted for by

developed and less developed countries, 1986-92
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Source: Based on official statistics of the U.S. Department of Commerce.

several products, resulting in an overall growth of $0.8

billion, or 6 percent, in 1992. Imports of apparel rose

by $1.1 billion in 1992; motor vehicle parts, by $0.5

billion; semiconductorsand electrical conductors, each

E)l/l_$0.4 billion; and television receivers, by $0.2
llion.

Trendsin Imports Under
Production Sharing
Provision 9802.00.60

Countering thetrend in total imports, which rose
by 9 percent in 1992 over 1991, imports under
9802.00.60 fell to $1 billion in 1992, an 11-per cent
decrease from thetotalsin both 1989 and 1991 (table
1-1and figure 1-4). Most of this overall decline during
1989-92 reflected reduced use of this provision for
importing printed circuit boards and other articlesfor
making and breaking electrical circuits, morethan
offsetting greater imports of partsfor aircraft and
motor vehicles. Articlesfor making and breaking

1-4

electrical circuits became eligible for duty-freeentry
under the U.S.-Canada Free-Trade Agreement (FTA),
and Canada accounted for 97 percent of imports of
such articlesunder 9802.00.60 in 1989.

U.S. importersrealized duty savings of $13.8
million in 1992 from the use of provision 9802.00.60
(table 1-2). Duty savingsincreased 34 percent in 1992
compared with 1991 as the composition of the basket
of goodsimported under the provision changed and led
toarisein the nominal rate of duty from 1.7t0 2.0
per cent but the effective rate of duty remained 0.8
percent U.S. origin metal accounted for 59 per cent of
thetotal value of imports under 9802.00.60 in 1992.
Importsof processed iron and steel mill products
accounted for over half of the duty savings accrued
from importing under provision 9802.00.60, although
these products represented just 11 percent of total
9802.00.60 importsin 1992. Conver sely, aircraft parts
and aluminum accounted for 63 percent of U.S.
importsunder 9802.00.60, but only a small part of the
duty savings because the air craft partsentered free of
duty under the Agreement on Tradein Civil Aircraft
and over 80 percent of the aluminum entered duty-free
under the FTA.



Table 1-1

U.S. Imports for consumption, total and under HTS provision 9802.00.60, 1989-92

Duty-free value

Total 9802.00.60 of 9802.00.60

Year Imports Imports Imports
Value (million dollars)

e 1 468,012 1,141 697

KL 491,332 1,380 818

L 483,778 1,148 630

L L 7 525,091 1,021 603
Change (percent)

1992 from 1989 ... ..o 12 -11 -13

Average annual 1992 from 1989

............................ 4 -4 -5

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

Figure 1-4

U.S. imports for consumption, total and provision 9802.00.60, 1989-92

Value (billion dollars)
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Source: Based on official statistics of the U.S. Department of Commerce.
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Table 1-2

Nominal and effective rates of duty under HTS provision 9802.00.60 and duty savings, 1989-92

9802.00.60 Duty-free 9802.00.60 Rate of duty Total
imports to to total duty
Year total Imports 9802.00.60 Imports Nominal Effective savings
Million
Percent dollars
1989 ..o 0.2 61 3.0 1.2 20.8
1990 ..o 0.3 59 2.3 1.0 19.5
1991 e 0.2 55 1.7 0.8 10.3
1992 ... 0.2 59 2.0 0.8 13.8

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

Beforeimposition of the customs user feein
December 1986, there was no incentive to declare
eligibility for importsunder provision 9802.00.60
when importing duty-free articles such asaircraft parts
and motor vehicle partsfrom Canada qualifying under
the Automotive Products Trade Act (APTA).
However, because the duty-free portion of imports
under 9802.00.60 ar e exempt from the user fee, U.S.
importers of otherwise duty-free articlesfound it to
their financial advantagetoimport thesearticles under
the production sharing tariff provisions. Hence,
beginning in 1987, therewasalargeincreasein
imports of duty-free articles, mostly from Canada,
under 9802.00.60. The $400 per entry cap placed on
the user feein October 1990 and the phase out of the
user feeon importsunder the FTA greatly reduced the
incentive to import under therproduction sharing
provision. Asaresult, importsfrom Canada, which
had jumped from $83 million in 1986 to $902 million
in 1990, dropped to $681 million in 1992.

Canada remained the principal supplier of articles
imported under provision 9802.00.60 based on
duty-free content in 1992 (accounting for 61 percent of
thetotal), followed by Mexico (29 percent), and Japan
(7 percent) (table 1-3 and figure 1-5). Articles
imported under 9802.00.60 from Mexico increased 21
percent to $172 million, reflecting the use of the
maquiladoraindustry in Mexico that continued to grow
in 1991 and 1992, although at dower pacethan in the
late 1980s. On the other hand, imports from Japan
declined 9 percent to $40 million astherisein theyen
relativetothe U.S. dollar eroded the competitiveness
of importsfrom Japan.

The primary imports supplied under 9802.00.60
from Canada in 1992 wer e wr ought aluminum and
aircraft parts (table B-5). Wrought aluminum also
accounted for the bulk of the 9802.00.60 importsfrom
Japan (table B-7). Mexico supplied the majority of
motor vehicle partsand of iron and steel sheetsand
stripsimported into the United Statesunder provision
9802.00.60 in 1992 (table B-6).

Because of their duty-free status and the changesin
the user fee discussed above, importsof printed circuit
boards and other articlesfor making and breaking
electrical circuitsunder 9802.00.60 fell 97 percent ($94
million) in terms of the value of the U.S.-origin content
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during 1989-92, to $3 million (table B-3). M ost
printed circuit boardsimported under the metal
processing provision came from a Canadian subsidiary
of amajor U.S. semiconductor and computer
manufacturer. Thefacility washbuilt in Canadain the
1970sto supply partsto manufacturing and assembly
subsidiaries of the U.S. firm, aswell as other
companiesin Canada.

Wrought aluminum sheet (which fell by $27
million during 1989-92) accounted for over one-third,
or $213 million, of the duty-free content of 9802.00.60
importsin 1992. Canada provided 87 percent of the
wrought aluminum metal in 1992, and Japan, 10
percent. Because of capacity constraints, a U.S.
company exports sheetsfor aluminum cansto its
subgdiary in Canada, whereit is processed into thinner
canning sheets and then shipped back to the parent
company'sdistribution centersin the United States. In
contrast, Japanese producers pur chase scrap aluminum
cansfrom the United States, processthese cansinto
aluminum canning sheet in Japan, and then export the
sheet to U.S. canmakersor breweries. It ismore cost
effective to make aluminum sheets from recycled
aluminum cansthan from raw material.

Despite a $35-million increasein U.S. imports of
aircraft partsunder provision 9802.00.60 (in terms of
thevalue of the U.S.-origin metal) during 1989-92
after U.S. aircraft manufacturer s expanded
subcontracting of partswork to companiesin Canada,
impartsunder the provision plummeted from $181
million in 1991 to $135 million in 1992. Thisdrop
does not indicate a declinein production sharing, but
rather reflects changesin the user fee that decreased
incentivesto import these duty-free products under
9802.00.60.

The greatest portion of the $25 million (U.S.
content) increase In imports of internal combustion
engines and other motor vehicle parts came from the
expanded use of M exican plantsto perform
labor-intensive operationsfor U.S. automobile
manufacturers (table 1-4). Therisein imports of motor
vehicle partsfrom Mexico also reflects efforts by the
U.S. Big Three (GM, Ford, and Chrydler) to cut costs
through increased integration of North American
production, including the expansion of metal
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Figure 1-5

U.S. imports under provision 9802.00.60, by value of the U.S.-origin metal processed In the
Imports, by leading countries of the processing, 1989 and 1992
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processing in Mexico and Canada. Canada accounted
for 46 percent of theimports of internal combustion
engines under the 9802.00.60 provision in 1992, while
Mexico accounted for 53 percent of imports of internal
combustion engines and 99 per cent of imports of
bodies and chassis and other motor vehicle parts.

Trends in Imports Under
Production Sharing
Provision 9802.00.80

Following the adoption of the $400 per entry cap
on the user feein October 1990, U.S. imports under
HTS provision 9802.00.80 dropped by 25 percent to
$56.3 billion in 1991 and fell another 2 percent to
$55.4 hillion in 1992. Meanwhile, total U.S. imports
grew by 7 percent during 1990-92, to $525 hillion
(table 1-5), and the share of total imports entering
under 9802.00.80 dropped from 15 to 11 percent (table
1-6). Most of the decrease in imports under provision
9802.00.80 in response to the change in user fee
regulations involved imports of motor vehicles and
parts from Canada; most of these goods are eligible for
duty-free entry under the APTA. However, as
described earlier, imports under provision 9802.00.80
from countries other than Canada grew by 11 percent
during the 1989-92 period, nearly matching the rate of
expansion in total imports. Even more impressive, the
value of U.S.-made components contained in
9802.00.80 imports from countries other than Canada
rose by one-third, $13.9 billion (table 1-5). Except for
co-production in Canada, 61 percent of all U.S.-made
components exported for foreign assembly and
re-export for the U.S. market in 1992 were assembled
in Mexico.

Imports of motor vehicles and parts (including
internal combustion engines) from Canada under
provision 9802.00.80 dropped $4.3 billion in 1992
from 1991 (figure 1-6). Provision 9802.00.80 imports
of civil aircraft and parts dropped by $64 million.
Declines in 9802.00.80 imports of these products were
somewhat offset by increased imports of apparel from
the Caribbean, and motor vehicles and parts, television
receivers, and electrical conductors from Mexico.

Theratio of the U.S. content to total value of
importsunder HTS 9802.00.80 aver aged nearly 27
percent annually during 1989-92. The U.S.-origin
content of HT'S 9802.00.80 imports amounted to $14.7
billion in 1992 (table 1-5) and the duty savings from
usi?g provision 9802.00.80 totaled $855 million (table
1-6).

Principal products

The leading productsimported under 9802.00.80 in
1992 in terms of total customsvalue, that is, U.S.
content and foreign value added, were motor vehicles,
which accounted for 49 percent of total 9802.00.80
imports (table 1-7). Motor vehiclesimported under the
production-sharing provision contain a smaller portion
of U.S.-made parts (8 percent) than most other
products (45 per cent) under FITS 9802.00.80.
However, U.S.-made parts constituted 31 percent of the
value of motor vehicles from Canada and 44 percent of
the vehicles from Mexico, compared with 2 percent of
vehiclesfrom Japan and 1 percent of importsfrom
Germany.

Moreimportant for analysisthan thetotal value of
imports under the production-sharing provision isthe
value of the U.S. content of importsunder FITS
9802.00.80, for it isthe duty exemption for qualifying
componentsthat providestheincentive for importing
under thistariff provision. In this context, thetop
import categoriesin 1992 were apparel (16 percent),
motor vehicles (15 per cent), semiconductors (15
percent), "other" electrical articled® (14 percent), and
engines and other motor vehicle parts (10 percent)
(table 1-7, figure 1-7).

Although imports under provision 9802.00.80 in
several product categories decreased in 1992, the use
of production sharing increased in other categories.
The productsthat exhibited the largest growth in terms
of U.S.-origin content were apparel, certain motor
vehicle parts, electrical conductors, television
receivers, and scientific and medical instruments, as
shown in the following tabulation (in million dollars):

I° The majority of these products are ignition wiring
sets for motor vehicles.

Change,

Product 1991 1992 1992 over 1991
AppArel ..ccciiiessssss—————————————————— 2,236 2,871 635
Certain motor vehicle parts .......cccccciiiiiiniiinneennnnn, 979 1,312 333
Electrical conductors .........curmmmmmmmmmmsmmmmmmmmmnsssnnnns 857 1,052 195
Television reCeiVers eciuirsmrmesirmessrmnsssnnnssennssennssnns 414 522 108
Scientific and medical instruments .........ccoveieenenn 432 496 64
Office Machings .......cccoreecrmsrrmsrensressrmssenssensnnnenns 515 577 62
All OHHE weereraeernssssesessssssesesssssssssssssssssesnsnssssennas 9,926 9,792 -134

B ] - | 12,371 12,844 473
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Table 1-6
Nominal and effective rates of duty under HTS provision 9802.00.80 and duty savings, 1989-92

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
16 26 2.1 1.6 605
15 28 2.3 1.7 664
12 25 3.4 2.6 697
1 27 4.1 3.0 855

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

Figure 1-6
U.S. Imports under provision 9802.00.80: Motor vehicles and parts, civil aircraft, and semi-
conductors, 1989-92.
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Source: Based on official statistics of the U.S. Department of Commerce.
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Average
annual
change, Share
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Change,
1992
from
1989

O
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See footnote at end of table.
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Figure 1-7
Value of U.S.-made components assembled in imports under provision 9802.00.80, by selected
Industries, 1989 and 1992
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Almost all of theincreasein the U.S.-content of
motor vehicle parts, electrical conductors, television
receivers, scientific and medical instruments, and
office machines came from Mexico. The growth in
apparel came from Mexico, the Dominican Republic,
and other Caribbean countries.

Principal sources

In terms of the value of the U.S. content, Mexico
became the dominant supplier of U.S. importsunder
provision 9802.00.80 in 1992, as a result of
substantially reduced imports from Canada under the
provision. Canada and the Dominican Republic werea
distant second (table 1-8, figure 1-8). Mexico's share
of nondutiable 9802.00.80 imports expanded by a
substantial 43 percent during 1989-92.

M exico continuesto be an attractive location for
9802.00.80 production sharing activity because of low
labor costs and of proximity to the United States.
M exico's attractivenessrelative to that of other
countries as an assembly location was reinfor ced by
increasing relative wage costs in such competing
countries as Taiwan, Korea, Hong Kong, and
Singapore during 1989-92. In 1992, average hourly
compensation for production workersin Mexico was
40 per cent below that in Hong Kong, 52 per cent below
that in Korea, 53 percent below that in Singapore, and
55 percent below that in Taiwan (table 1-9). Based
on duty-free content, the top importsunder provision
9802.00.80 from Mexico in 1992 were motor vehicles
(18 percent of the total), motor-vehicle parts (13
per cent), electrical conductors (12 percent), and
appard (11 percent) (table B-19).

Motor vehicles accounted for 24 per cent of
provision 9802.00.80 importsfrom Canadain 1992 in
terms of U.S.-made content, down substantially from
the 67 percent sharein 1991. Motor vehicle parts
accounted for 18 percent, and civil aircraft and parts,
16 percent (table B-21). AlImost all U.S.imports of
these products wer e entered free of duty from Canada
under either the APTA or the Agreement on Tradein
Civil Aircraft.

The U.S.-origin content of 9802.00.80 imports
from the Dominican Republic nearly doubled during
1989-92 (table 1-8). Aswith production-sharing
importsfrom most Caribbean countries, appar el
(principally trousers) sewn in the Dominican Republic
dominated the U.S. imports entered under 9802.00.80
(table B-24).

Duty savings

The appare€l industry has by far the greatest
incentive of any other industry sector to usethe tariff
advantages of provision 9802.00.80 because high U.S.
tariffson imported apparel, and the high portion of the
total Customs value of apparel sewn in the Caribbean
accounted for by U.S.-origin content, lead to the lar gest
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duty savings received by any industry—3$495 million
in 1992

Of the 22 industry categories examined, appar €l
Eroducers us nc}; thisHT S provision tended to have the
ighest ratios of U.S. content to total value (table 1-7).
For example, 9802.00.80 imports of trousersand
body-supporting gar ments had the highest ratios of
U.S. content to total value (65 percent and 66 per cent,
respectively) in 1992, whereas motor vehicles had the
lowest ratio (8 percent). Despite supplying 10 per cent
of total importsunder provision 9802.00.80 in 1992,
the appard industry received 58 percent of the duty
savings. Mator vehicles, on the other hand, accounted
for 49 percent of total 9802.00.80 imports, but only for

6 percent ($51 million) of the duty savings.

| mports from LDCs

Importsfrom LDCsunder provision 9802.00.80
amounted to $26.7 billion in 1992 and accounted for
48 per cent of total 9802.00.80 imports (table B-15).
U.S.-made componentstotaled $13.0 billion, which
was not dutiable. By comparison, duty-freeimports
from similarly situated countries under the Generalized
System of Preferencestotaled $16.8 billion in 1992 and
duty-freeimports under the Caribbean Basin Economic
Recovery Act (CBERA) amounted to $1.5 billion.

In terms of thetotal value (U.S.-made components
and foreign value added), Mexico wasthe primary
sour ce of 9802.00.80 importsfrom LDCsin 1992,
providin% 61 percent of theimportsfrom all LDCs,
followed by Korea with 6 percent and Malaysia with
5 percent. Themajor productsimported from Mexico
under 9802.00.80 were motor vehiclesand parts,
television receivers, eectrical conductors, and other
glectrical components and subassemblies.
Semiconductor s accounted for nearly all of the
9802.00.80 importsfrom Malaysia. Semiconductors
wer e the leading 9802.00.80 import category from
Korea, followed by motor vehicles. U.S.-made
components accounted for 44 per cent of the value of
motor vehicleimportsunder 9802.00.80 from Mexico,
but only for 5 percent of such importsfrom Korea.

Significance of 9802.00.80 trade

to countries of assembly

Although the leading suppliers of imports under
provision 9802.00.80 in 1992, wer e Japan,
Mexico, and Germany, the Dominican Republic and
Mexico had by far the largest ratios of 9802.00.80
importstototal U.S. importsfrom the respective
countries among leading suppliers (table 1-10)" .

11 Despite the limited United Nations and Or ganization
of American States embargoes on trade with Haiti, a small
number of production sharing operations continueto
function there. Total U.S. importsfrom Haiti dropped
from $284 million in 1991 to $107 million in 1992.
Importsunder 9802.00.80 fell from $168 million to $72
million, and accounted for two-thirds of total U.S. imports
from Haiti in 1992. Appar €l accounted for 90 percent of
U.S. production sharing trade with Haiti in 1992.
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Figure 1-8

HTS provision 9802.00.80: U.S.-made components contained In imports from leading sources, by

share of total and by value, 1989 and 1992.
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Table 1-9

Average hourly compensation costs' for manufacturing employees, by selected regions and

countries, 1989-92

Change
In 1992
from
Reg lon/country 1989 1990 1991 1992 19892
in-t-S—deoftars Percent
North America
(0F: 17 - T F- RS 14.83 15.95 17.18 17.02 15
United States .......ccccecmreecrrnieesniseenines 14.32 14.91 15.60 16.17 13
MEXICO .eovuirrerrerrce s e s s 1.48 1.64 1.95 235 59
EC
(€7-1 411 F-T 1 | 17.75 21.88 22.62 25.94 46
=Y [o 1T | TR 15.51 19.22 19.83 22.01 42
Netherlands .........ccccoririieciiniccireeecae 15.04 18.29 18.42 20.72 38
Denmark .....cccoeeeerreeerreeere e 14.49 17.96 18.26 20.02 38
HalY e 14.41 17.46 18.29 19.41 35
Luxembourg .......ccccvniimininnnneenniennnns 13.56 16.37
France ......ccccvccervcercseescnsssessseesenesenenssens 12.54 15.23 15. g 16.Q g
United Kingdom . ... 10.56 12.71 13.76 14.69 39
Spain ............. . 8.94 11.33 12.20 13.39 50
Ireland .......cccoveercercse e 9.66 11.76 12.07 13.32 38
€1 Y- Y- S 5.49 6.71 6.82 63) 4
Loy (1T T | 2.90 3.69 4.15 5.01
Asia
JAPAN oo 12.49 12.74 14.55 16.16 29
LT 1 SRR 3.53 3.95 4.39 5.19 47
SiNgapPOre .....oooiiceicirieiceer s 3.15 3.78 4.39 5.00 59
KOrea ....cooveccceriiricceeee e e 3.34 3.88 4.39 4.93 48
Hong Kong ......ccccervvmmincenmnneessceninans 2.79 3.20 3.58 3.89 39

" Hourly compensation is defined as (1) all payments made directly to the worker before payroll deductions of any

kind and (2) employer social insurance expenditures.

2 These changes are in terms of U.S. dollars. Because of changes in the relative values of currency exchange

rates, these figures do not indicate changes in the purchasing power of incomes in terms of local currencies.

2 Not available.
4 Not applicable.

Source: Compiled from statistics of the U.S. Department of Labor, International Comparisons of Hourly

Compensation Costs for Production Workers in Manufacturing, 1992, Apr. 1993.
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Therole of the production-sharing tariff provisions
in exports of manufactured goods from Mexico
becomes even more significant if Mexico's $10.7
billion 1992 export trade in the agricultural,
petrochemical, and steel sectorsis subtracted from the
analysis. Without these sectors, to which foreign
assembly provisions seldom apply, imports under the
9802.00.80 provision accounted for 70 percent of total
U.S. imports of $23.2 billion from Mexico in 1992.
Thishigh proportion of total manufactured imports
accounted for by imports under 9802.00.80 reflects the

use by U.S. firms of maquiladora operationsin
Mexico. U.S. manufacturers of productsrequiring
labor -intensive production processes take advantage of
low-cost assembly in Mexico to improve their ability
to compete with Asian producersand with each other.
In 1992, 9802.00.80 trade dominated Mexican exports
to the United Staresin each of the following
commodities: motor vehicles (98 percent), television
apparatus and parts (92 per cent), electrical articles (86
per cent), scientific and medical instruments (82
percent), and motor-vehicle parts (76 percent).






CHAPTER 2
Analysis by Industry of Imports Under
Production Sharing Provision 9802.00.80

Transportation Equipment

As discussed in chapter 1 and appendix A, motor
vehicles and parts have dominated use of the
%roduction sharing tariff provisions in recent years.

etroit's Big Three auto makers (General Motors,
Ford, and Chrysler) and their top parts suppliers are the
largest users of the production sharing concept,
whether it be the assembly of vehicles in Canada
(using both Canadian and U.S.-made parts) to be
marketed in both Canada and the United States, or the
use of low cost labor in Mexico's maquiladora industry
to assemble motor vehicle parts from U.S.-made
components, with almost all of the parts returning to
the United States for the assembly ofP finished vehicles.
Furthermore, a significant portion of the vehicles
imported from Japan and Europe contain U.S.-made
components (about 1 or 2 percent of the vehicle's
value), thus also qualifying for entry under provision
9802.00.80 and adding to the importance of the
transportation equipment sectot's importance in the use
of the provision.

The dominant position of motor vehicles and parts
in production sharing trade became most pronounced
after 1986 when the customs user fee went into effect.
Companies involved in production sharing use
provision 9802.00.80 only if that use saves the
company money. Even prior to implementation of the
U.S.-Canada Free-Trade Agreement (FT'A) (1989),
nearly all motor vehicles and parts from Canada
entered the United States free of duty under the
Automotive Products Trade Act of 1965. There was no
duty to be saved by U.S. importers of motor vehicles
and parts from Canada by using the production sharing
provision, so they did not—even though most imports
under APTA contain U.S.-made parts. By exempting
the duty-free portion (U.S. content) of imports under
the production sharing provisions from customs user
fee, the U.S. Congtess gave the motor vehicle industry
a reason to declare eligibility under Frovision
9802.00,80 when imported already duty-tree motor
vehicles and parts from Canada. This incentive lasted
until late 1998 when, as discussed in chapter 1, a $400
per entry cap was placed on the user fee. In addition,
the user fee on imports from Canada was being phased
out under the U.S.-Canada FTA.

' Transportation equipment consists largely of motor
vehicles and parts, nonmilitary aircraft, internal
combustion engines, rail locomotives and rolling stock,
and pleasure boats and floating structures.

Because of the importance of motor vehicles and
parts in total U.S.-Canada trade, and because of the
importance of Canada in total U.S. international trade,
the impact of changes in user fee regulations on total
trade under 9802.00.80 was significant. Changes in the
user fee especially affected 9802 trade in the
transportation sector. While U.S. imports of
transportation equipment rose a modest 6 percent to
$98.1 billion during 1989-92 (table 2-1, figure 2-1),
U.S. imports of these products entered under provision
9802.00.80 fell by 39 percent during this period,
chopping to $32 billion in 1992. A $5.4 billion (71
percent) reduction in U.S. imports of motor vehicles
entering under dprovision 9802.00.80 contributed
largely to this decrease. The value of U.S.-made
components in 9802.00.80 imports rose by 8 percent
during 1989-90, but fell by neatly two-thirds to $3.8
billion by 1992.

The impact of changes in the user fee regulations
on transportation equipment trade under 9802.00.80 is
most revealing when looking at the trend in the value
of the U.S.-made components (duty-free content) of
imports under the provision during 1985 (the year
before the user fee went into effect) and 1992, as
shown in the figure below (in millions of dollars):

Source 1985 1990 1992
Canada ........ovmvnisennans 62 7,665 500
MEXICO e 643 1,874 2,826
All other .....ccovvmeuirnennnee 388 873 504

The data contrast the roller-coaster trend in imports
from Canada (reflective of the changes in the user fee)
to the steady increase in imports under 9802.00.80
from Mexico. The up and down trend in imports from
other countries is the result of increased imports of
motor vehicles from Japan during 1985-1990, and a
decrease in imports of vehicles from Europe during

1990-92.

While changes in user fee regulations in 1990
caused imports of transportation equipment from
Canada under provision 9802.00.80 (duty-free and
dutiable content) to flummet from $23 billion in 1989
to $2 billion in 1992, total U.S. imports of
transportation equipment from Canada actually
increased from $31 billion to $33 billion, indicating
that the use of 9802.00.80 has not significantly altered
the patterns of merchandise trade between the United
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Table 2-1
Transportation equipment: U.S. imports for consumption, total and under HTS provision
9802.00.80, 1989-92

Duty-free value
Total 9802.00.80 of 9802.00.80
Year Imports Imports Imports
Value (million dollars)
L 92,575 52,416 9,695
L 94,586 52,765 10,512
L 92,526 35,348 4,525
1992 ... 98,136 31,853 3,830
Change (percent)
1992 from 1989 ....cceciiecereeeeee e 6 -39 -60
Average annual 1992 from 1989 ...........cc.ccecuueeees 2 -15 -27

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

Figure 2-1
Transportation equipment: U.S. imports for consumption, total and provision 9802.00.80, 1989-92

Value e Total imports
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States and Canada or the use of U.S.-made components
in Canadian manufacturing and assembly operations.

In 1992, motor vehicles and motor-vehicle parts
accounted for 90 percent of the U.S. content of total
imports of transportation equipment under 9802.00.80
(figure 2-2). Motor vehiclesremained the single
largest category of imported products, although its
share of thetotal duty-freevalue of transportation
equipment declined from 78 to 56 percent during
1989-92. Conver sely, the duty-free shar e accounted
for by motor vehicle partsrose from 15 to 35 percent

Figure 2-2

($1.3 billion). Theratio of provision 9802.00.80
importsto total imports of transportation equipment
decreased to 32 percent in 1992, and the share of
heading 9802.00.80 imports accounted for by
U.S.-made componentsfell to 12 percent (table 2-2).
Thedeclinesin each reflect the reduced use of
provision 9802.00.80 when importing motor vehicles
and partsfrom Canada. Duty savings on imports of
transportation equipment resulting from the use of
provision 9802.00.80 amounted to $91 million in 1992
(table 2-2).

Transportation equipment: Value of U.S.-made components assembled in imports under provision

9802.00.80, by selected industries, 1989 and 1992

$9. 7 billion

Motor vehicles
78%

All other
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engines
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Motor vehicle parts
12%
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Airplanes and spacecraft

$3.8 billion

Motor vehicles
56%
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1%

Internal

combustion

engines
5%

Airplanes and
spacecraft
4%

Motor vﬂ%le parts

1992

Billion dollars

8 Motor vehicle parts

MI Airplanes and spacecraft
I"==] Internal combustion engines
=1 Al other

IEEE Motor vehides

1989

Source: Based on official statistics of the U.S. Department of Commerce.
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Table 2-2

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

and duty savings, 1989-92

Duty-free
9802.00.80
9802.00.80 to total Rate of duty Total
Imports to 9802.00.80 duty
Year total imports imports Nominal Effective savings
Million
Percent dollars
1989 ..ceviennienniinnnnnnnns 57 18 0.9 0.7 92
1990 ..cevvennienniennnennnns 56 20 11 0.9 125
1991 ..cevviiiiiinininnnnenn. 38 13 1.8 1.6 84
1992 ..ceuniinniinniinnnnanns 32 12 24 21 91

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

Japan remained the leadingUoverall supplier of
transportation equipment to the United States durin,
1989-92, and along with Canada together accounte%
for an average of neatly 70 Fercent of such imports.
On one hand, about one-halt of all such imports from

Japan entered under provision 9802.00.80 during

1989-92; on the other, the share of U.S. imports of
transportation e%ulépment from Canada entering under
provision 9802.00.80 dropped from 75 percent in 1989
to 5 percent in 1992.

These events, combined with continued growth in
the use of assembly facilities in Mexico by U.S.
K/r{oducers of motor vehicles and auto parts, made

exico the leading supplier of transportation

equipment in 1992 in terms of the value of U.S.-made
components contained in imports under 9802.00.80
étable 2-3, figure 2-3). Such imports nearly doubled

uring the period (up 91 percent to §2.8 biﬁion), and
Mexico accounted for 74 percent of total imports of
transportation equipment under 9802.00.80 (U.S.
content) in 1992. Imports under the production shatin
provisions accounted for 86 percent of total U.Sg.
imports of transportation equipment from Mexico in
1992, indicating the importance of the maquiladora
industry to total export-oriented §)roduction of motor
vehicles and parts in Mexico. U.S.-made components
accounted for 50 percent of the value of
production-sharing imports of transportation
equipment from Mexico, 30 percent from Canada, but
only 2 percent from Japan.

In terms of the value of U.S.-made components
assembled in imports under provision 9802.00.80 in
1992, Mexico's share of imports of motor vehicles
under production-shating provisions rose to 73 percent
and, thus, surpassed Canada as the leading supplier.
Mexico was also the top supplier of internal
combustion engines (67 percent) and other motor
vehicle parts (87 percent). Canada's share of motor
vehicles fell to 9 percent, but it remained the leading

2-4

source of nonmilitary aircraft and spacecraft (76
percent).

Electronic Technology
Equipment”

Total U.S. imports of electronic products rose by
26 percent during 1989-92 (table 2-4, figure 2-4).
However, the value of U.S. imports of these products
under provision 9802.00.80 and that of the U.S.-made
components contained in these imports dropped by 2
and 1 percent, to $10.8 billion and $4.5 billion,
respectively. Despite a slight increase in the use of the
production shating provision in 1992 compared with
1991 gtotal 9802.00.80), imports under the provision
were 12 percent below the peak year of 1990. This
decline in the use of the provision is directly
attributable to the October 1990 changes in user fee
regulations, the phasing out of the user fee on imports
from Canada, and the staged elimination of duties
under the U.S.-Canada FT'A. Each of these three
factors contributed to a drop in the level of 9802.00.80
imports of electronic technology e uié)ment from
Canada. According to statistics compiled by the U.S.
Department of Commerce, total imports of such
equipment from Canada under provision 9802.00.80
dropped from $2 billion in 1990 to $278 million 1992.
At the same time, total imports of electronic
technology equipment from Canada increased from
$5.6 billion to $g.5 billion. This indicates that, while
the use of 9802.00.80 fell dramatically, there was no
actual decline in production sharing activities.

2 Electronic products covered by this category include
such articles as office equipment, televisions, radios,
stereo equipment, telephone and other communication
apparatus, semiconductors, and other electrical articles,
such as capacitors, resistors, voltage regulators, lamps,
vacuum tubes, and printed circuit boards.
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Figure 2-3
Transportation equipment: Value of U.S.-made components assembled in imports under provision
9802.00.80, by leading countries of assembly, 1989 and 1992

$9.7 billion $3.8 billion

Canada 76%

Canada 13%

1 All other 6%

: B All other 6%
Japan 3%
\ Japan 7%
b Mexico 15%
1989 1992

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



Table 2-4
Electronic technology equipment: U.S. Imports for consumption, total and under HTS provision
9802.00.80, 1989-92

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

Value (million dollars)

ST L 69,677 11,018 4,590

1990 . ———————— 70,988 12,220 5,604

1991 e ————————————————————————————— 76,267 10,088 4,066

L 7 87,565 10,792 4,540
Change (percent)

1992 from 1989 ... 26 -2 -1

Average annual 1992 from 1989 .........cccceeeecercernns 8 -1 (1)

' Less than -0.5 percent.
Source: Compiled from official statistics of the U.S. Department of Commerce.

Figure 2-4
Electronic technology equipment: U.S. Imports for consumption, total and provision 9802.00.80,
1989-92

Value — Total imports
((%Z?rg) Mim 9802.00.80 imports
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Source: Based on official statistics of the U.S. Department of Commerce.



Japan was by far the leading supplier of electronic
technology equipment to the U.S. market, accounting
for 35 percent of total U.S. imports in 1992. Singapore
and Tatwan were a distant second, with each supplying
9 percent of the total. However, less than 2 percent of
electronic technology imports from Japan entered
under provision 9802.00.80 in 1992. Instead, U.S.
firms tend to use the tariff %rovision to reduce their
production costs in order to be more competitive with
imported goods, principally those from Japan and the
newly industrialized countries of Asia.

Mexico was the preferred location for such
assembly, accounting for 41 percent of U.S. imports of
electronic technology equipment under provision
9802.00.80, or $4.4 billion in 1992. This represented
an 11-percentage point rise from 1989. Malaysia
accounted for 13 percent and Singanre for 10 percent.
In 1992, imports of electronic technology equipment
from Mexico under this provision accounted for 77
percent of total U.S. imports of such equipment from
Mexico, compared with 20 percent from Malaysia and
30 percent from Singapore, demonstrating the relative
importance of the production-sharing program in
U.S.-Mexico trade of such products.

The value of the U.S.-made components assembled
in imports from Mexico under provision 9802.00.80
rose 17 percent during 1989-92, and accounted for 42
percent of all U.S.-made components assembled
abroad and reimported in 1992 (table 2-5, figure 2-5).
Meanwhile, imports from Canada fell by 9lgpercent,
reflecting the change in the user fee, which removed
much of the incentive to declare eligibility for entry
under fprovision 9802.00.80 for semiconductors, the
bulk of which are free of duty. Semiconductors are the
principal electronic technology products imported from
Malaysia, Korea, Singapore, the Philippines, and
Taiwan.

The duty savings from importing under provision
9802.00.80 averaged $113 million annually during
1989-92 (table 2-6). Articles for making and breaking
electrical circuits, with a trade-weighted average
nominal duty rate of 5.1 percent ad valorem, accounted
for about one-third of the duty savings in 1992, a share
nearly unchanged from 1991. The value of the
U.S.-made components contained in imports of
semiconductors accounted for about one-half of all
imports of electronic technology equipment under
provision 9802.00.80. Howeverig%;ecause the average
nominal duty on semiconductors in 1992 was only 0.1
percent ad valorem, the duty savings from importing
semiconductors under provision 9802.00.80 amounted
to only $2.6 million 1n 1992, or 3 percent of the
industry group total.

With diminished financial incentive to import
semiconductors under provision 9802.00.80, imports of
other products in this industry group increased in
relative importance during 198g—§2. The value of the
U.S.-made components contained in the imports of
articles for making and breaking electrical circuits rose
by 18 percent during 1989-92, from $528 million to
$625 million (table B-16). Similatly, such imports of
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television receivers rose by two-thirds, from
$311 million to $520 million (figure 2-6). Malaysia
and Korea were the leading suppliers of
semiconductors under provision 9802.00.80 in 1992,
su{aplying 27 and 17 percent of the total U.S. content
value, respectively. Mexico accounted for 89 percent
of the value of U.S. content in imports of articles for
making and breaking electrical circuits and 99 percent
of that for television receivers. By the same measure,
Mexico and Japan were the leading suppliers of
imports of office machines in terms of the value of the
U.S.-made components contained in the imports,
accounting for 37 and 26 percent, respectively, in 1992.

Machinery

U.S. imports of machinery fluctuated upward from
$39.5 billion in 1989 to $40.7 billion in 1992, or by 3
percent (table 2-7). The principal categories of
machinery imported from production-sharing
operations are electrical conductors; motors and
generators; electrical household appliances;
transformers; construction and mining equipment; taps,
cocks, and valves; and equipment for lifting, handling,
loading, and unloading. Total machinery imports
under HTS provision 9802.00.80 grew to $4.7 billion
in 1992, up 13 percent from 1989. The specific
commodities described above accounted for nearly 80
percent of those imports in 1992. Imports under the
production sharing provision accounted for 12 percent
of total U.S. imports of machinery in 1992 (table 2-8).

The U.S. component value in provision 9802.00.80
imports totaled $2.3 billion in 1992 (figure 2-7).
Electrical conductors (mostly ignition wiring sets)
accounted for nearly one-half of the value of
U.S.-made components contained in imports under
9802.00.80 during the period; motors and generators
accounted for about one-sixth (figure 2-8). The bulk of
the electrical conductors are assembled in Mexico by
ot for the North American motor vehicle industry.

In general, U.S. producers of machinery use
provision 9802.00.80 to import, from subcontractors
and their subsidiaries in Mexico, products that require
labor-intensive assembly processes. U.S. producers
can improve price competitiveness by assembling such
products in countries with relatively low labor costs.

U.S.-made components accounted for nearly half
of the value of machinery imports under 9802.00.80
(table 2-8). Duty savings from use of 9802.00.80
totaled $92 million in 1992, representing a 24 percent
increase over the 1991 total. Importers of electrical
conductors saved $52 million in duties in 1992 by
importing, in large part, wire harnesses under provision
9802.00.80. This amounted to 57 percent of total duty
savings in the machinery category in 1992.

Japan was the leading supplier of U.S. machinery
importts throughout 1989-92, accounting for neatly
one-quarter of total imports in 1992. Germany
supplied 15 percent; Mexico and Canada each provided
about 10 percent. However, a very small portion of
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Figure 2-5
Electronic technology equipment: Value of U.S.-made components assembled in Imports under
provision 9802.00.80, by leading countries of assembly, 1989 and 1992
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Table 2-6

Electronic technology equipment: Nominal and effective rates of duty under NTS provision

9802.00.80 and duty savings, 1989-92

Duty-free
9802.00.80
9802.00.80 to total Rate of duty Total
imports to 9802.00.80 . duty
Year total imports imports Nominal Effective savings
Million
Percent dollars
1989 .....coieeeniinnnens. 16 42 2.3 1.3 107.4
1990 ....coeciimmninnnninnna. 17 46 2.2 1.2 126.8
1991 ... 13 40 2.5 1.5 103.3
1992 ... 12 42 2.5 1.5 1149

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

Figure 2-6

Electronic technology equipment: Value of U.S.-made components assembled in Imports under

provision 9802.00.80, by selected industries, 1989 and 1992
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Table 2-7
Machinery: U.S. Imports for consumption, total and under HTS provision 9802.00.80, 1989-92

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

Value (million dollars)

1989 ..o ————— 39,505 4,165 1,906
1990 ... —————— 39,288 4,001 1,826
1991 o ———————— 37,802 4,103 1,900
1992 ..o ———— 40,737 4,727 2,271

Change (percent)

1992 from 1989 ......ccevirrimiriirer e 3 13 19
Average annual 1992 from 1989 .........cccccvcievrninns 1 4 6

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

Figure 2-7
Machinery: U.S. imports for consumption, total and provision 9802.00.80, 1989-92
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Figure 2-8

Machinery: Value of U.S.-made components assembled In Imports under provision 9802.00.80, by

selected industries, 1989 and 1992

$1.9 billion
Electrical
conductors
45%
Motors &
and ‘1
generators
15% g Other
26%
Electric :
ag&lijg:r?gég Taps, cocks, and valves 3%
Tgansformers
4% 1989

$2.3 billion
Electrical
conductors
46%
Motors
and
generators
15% Other
20%
Electric
household
applicanc%s Taps, cocks, and valves 6%
° Transformers
6% 1992

Million dollars

1000

800

600

400

200

MZS! Electrical conductors
MI Motors and generators
E =3 Electric household applicances

=11 Taps, cocks, and valves

E== Transformers

[T 10ther

1989

1992

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



Table 2-8

Machinery: Nominal and effective rates of duty under HTS provision 9802.00.80 and duty savings,

1989-92
Duty-free
9802.00.80
9802.00.80 tototal Rate of duty Total
imports to 9802.00.80 duty
Year total Imports imports Nominal Effective savings
Million
Percent dollars
1989 .cervnriennienniennnes 1 46 3.8 2.0 72.7
1990 ..cvvviinrinncnnncnnnne 10 46 3.8 2.0 70.0
1991 .ceeiiiiiiniiiiiinee 11 46 3.9 2.0 74.2
1992 coiieniieniennnennnes 12 48 4.1 2.1 92.1

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

machinery imported from Japan and Ger many
contained U.S.-made parts (less than one percent of
each country's exportsto the United States entered
under provision 9802.00.80), while most imports of
machinerc?/ from M exico wer e assembled from
U.S.-made parts (71 per cent entered under
9802.00.80). U.S. firms also exported articles, such as
batteries and catalytic converters, to Japan and
Germany, where Japanese and German motor vehicle
producersincorporated these partsinto their respective
motor vehicles. Thisisthe reason that Japan, and
Germany to a lesser extent, account for major shares of
the value of total 9802 imports of machinery.
Nevertheless they represent low levels of the value of
U.S.-made componentsfor this sector. Whiletotal
imports of machinery from Japan, Ger many, and
Canada declined dightly during 1989-92, importsfrom
Mexico grew by 40 percent (from $3.3 billion to
$4.7 billion).

U.S.-made components accounted for 59 percent of
thevalue of U.S. imports of machinery from Mexico
under provision 9802.00.80 in 1992, compared with 26
percent for importsfrom Canada and 16 percent for
imports from Japan. Imports from Mexico accounted
for 87 percent of total imports of machinery under
9802.00.80 in 1992 (in ter ms of the value of the
U.S.-made componentsthey contain), and Canadian
assembly accounted for 7 percent (table 2-9, figure
2-9). In terms of the value of the U.S.-made
components contained in the assembled imports,
M exico supplied 95 per cent of U.S. imports of
electrical conductors, 96 percent of the motorsand
generators, 92 percent of the electric household
appliances, and 95 percent of the transformers.

Textiles, Apparel, and
Footwear

Level of trade and duty savings

U.S. importsof textiles, apparel, and footwear
under HT'S provision 9802.00.80 have recently grown

2-14

much faster than total sector imports. Between 1989
and 1992, imports of these goods under thisprovision
grew by 95 percent, to almost $5.4 billion, wher eas
total sector importsrose by only 25 percent, to $49.5
billion (table 2-10, figure 2-10). As aresult,
9802.00.80 trade expanded from 7 percent of total
sector importsin 1989 to 11 percent in 1992 (table
2-11). In addition, the textile sector increased itsshare
of thetotal U.S.-origin content of all provision
9802.00.80 importsto 19 percent in 1992.

Duty savings under provision 9802.00.80 are much
greater for textiles, apparel, and footwear than for any
other sector. In 1992, textiles, apparel, and footwear
accounted for 58 percent, or $495 million, of total duty
savings from the use of the provision. Unlike most
other goods entered under the 9802 provision, the
duty-free, U.S.-origin content of textile imports
exceedsthe dutiable, foreign valued-added portion
because the major components of these textiles,
appar€l, and footwear arefabricated in the United
States. Component materialsarethe single largest cost
factor in the production of apparel, and their assembly
offshorewith low-cost labor further reducesthe
relative importance of the dutiable, foreign
value-added portion. The duty-free content for
textiles, apparel, and footwear averaged 53 per cent
during 1989-92, compar ed with only 25 percent for all
other sectors combined.

The significant duty savingsfor textiles, apparél,
and footwear under provision 9802.00.80 also reflect
thereatively high nominal tariffs on sector products.
In 1992, the aver age trade-weighted tariff for textiles,
apparel, and footwear of 17.2 percent ad valorem was
almost 5times greater than the 3.5-percent averagerate
for all other goods. Given the sizable duty-free
portion, however, the effective rate for textiles, appare,
and footwear was only 8 percent ad valorem (table
2-11).
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Figure 2-9
Machinery: Value of U.S.-made components assembled in imports under provision 9802.00.80, by
leading countries of assembly, 1989 and 1992
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Table 2-10

Textiles, apparel, and footwear: U.S. imports for consumption, total and under HTS provision

9802.00.80, 1989-92

Duty-free value

Total 9802.00.80 of 9802.00.80
Year Imports Imports Imports
Value (million dollars)
19¢9 L. 39,635 2,757 1,511
9% 0 L. 42,034 3,526 1,761
91 L. 43,292 4,235 2,236
192 L. 49,505 5,363 2,871

1992 from 1989
Average annual 1992 from 1989

Change (percent)

.............. 25,95 90
................ 8 25 24

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

Figure 2-10

Textiles, apparel, and footwear: U.S. Imports for consumption, total and provision 9802.00.80,

1989-92
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Table 2-11
Textiles, apparel, and footwear: Nominal and effective rates of duty under provision 9802.00.80
and duty savings, 1989-92

Duty-free
9802.00.80
9802.00.80 to total Rate of duty Total
imports to 9802.00.80 duty
Year total imports Imports Nominal Effective savings
Million
Percent dollars
1989 ... 7 55 18.3 8.3 278.6
1990 ..o 8 50 16.5 8.3 292.7
1991 e 10 53 16.9 8.0 380.2
1992 ... " 54 17.2 8.0 494.8

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

Figure 2-

11

Textiles, apparel, and footwear: Value of U.S.-made components assembled in imports under
provision 9802.00.80, by selected industries, 1989 and 1992

Shirts and
blouses
15%

Body-

$1.5 billion

Trousers, slacks,
and shorts
3%

supporting T
garments ‘M%m:i St TMION
11% S MO
=111e14e11MIIMINIM
7
Footwear 1N ¥ All other
6% i 35%

Trousers, slacks,
and shorts

? 11 111e mm «1111MMIIIMIMIN
MINIIM MOIMONI
=111111eMIONIN=IM

MBIMMONNIMM=TIIMIIM
IMIIe111e=1011101111111=

$2.9 billion

Shirts and
blouses
16%

Body-
supporting
garments
10%

l=11e11M= 111 =M M EO

MINIMMININ=161eeele0
=M11111e1=11INI=MINI=III ’ A" Other
Mee=0111MININIIIIIONO 0/0

°°H °H -611,
=MEM
TR AR

Footwear
5%

1992

Million dollars

ESSI Trousers, slacks, and shorts INEJ FootwearI

1200
Shirts and blouses 9;21 All other
= Body supporting garments

1000 y supp g9

800

600

400

200

0 g
1989 1992

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

2-18



Appard isby far the most important textile product
involved in trade under provision 9802.00.80. In 1992,
apparel accounted for 90 percent, or $4.1 billion, of
sector imports under the provision (in terms of the
value of the qualifying U.S.-origin content). The
duty-free portion on average represented 63 per cent of
thetotal value of apparel importsunder this production
sharing provision. Trousers, shirts, and body-
supporting garments (mostly brassieres) are the most
important apparel itemsinvolved in 9802.00.80 trade
(figure 2-11). Duty savingsin 1992 for trousers ($190
million), shirts ($106 million), and body-supporting
gar ments ($54 million) together rose by 34 percent, or
$89 million, over the 1991 level.

Leading sources

Mexico and the Caribbean nations account for all
but a small part of 9802.00.80 tradein textiles, appare,
and footwear. Such trade also accounts for most sector
importsfrom these nations. In 1992, trade under
provision 9802.00.80 represented three-fourths of
sector importsfrom Mexico and the Dominican
Republic, the largest sour ces of trade under the
provision (table 2-12, figure 2-12). Very little 9802
trade occurswith other sour ces, including China,
Korea, Hong Kong, and Taiwan, which together
supplied 46 percent of sector importsin 1992

Overall, the Dominican Republic wasthe sixth
largest supplier of apparel to the United States by value
in 1992, followed by Mexico. Costa Rica, the second
largest supplier in the Caribbean, was a distant
sixteenth. The Caribbean nationstend to specializein
alimited range of apparel items, and the region now
has significant shares of the U.S. import market in
several productsin termsof volume. In cotton apparé,
50 percent of U.S. imports of underwear, 37 percent of
men's and boys trousers, and roughly 20 percent of
brassieres, knit shirts, and women'sand girls' trousers,
came from the Caribbean nationsin 1992. In
manmade-fiber apparel, almost 50 percent of U.S.
imports of brassieresand men'sand boys sport coats
and about 35 percent of deepwear and underwear came
from theregion. Overall, the Caribbean nations
supplied 16 percent of thetotal volume of apparel
imports subject to quota restraintsin 1992.

Theliberalization of quotas by the Reagan
administration for apparel from the Caribbean and
Mexico has been instrumental in attracting investorsto
theregion. The" special access program” implemented
in 1986 permits eligible Caribbean nationsvirtually
unlimited accessto the U.S. market for apparé€l
assembled therefrom fabric that has been both formed
and cut in the United States.® The United States has
current agreementswith Jamaica, the Dominican
Republic, Costa Rica, Guatemala, and Panama that
providefor guaranteed accesslevels (GALS) under the

3 See app. A for moreinformation about the Special
Access Program or Special Regime.

special access program.* A similar " special regime"
was introduced for Mexico in 1988. These preferential
quota programs have encour aged a number of U.S.
firmstoinvest in ﬂroducuon-sharlng operationsin the
region aspart of their sourcing strategy to reduce costs
and remain competitivein the U.S. market.

ThisU.S. investment represented both new capital
outlays and a shift in production from the Far East,
wheretight quotaslimit the growth of shipments bound
for the United States. I n addition, the proximity to
Mexico and to the Caribbean nations provides U.S.
firmsgreater control over production and shorter
delivery leadtimesthan isthe case for their goods from
Asia.

Quotas, along with rising costs, have also spurred
producersin the Far East to invest in the Caribbean for
production of apparel for export tothe U.S. market.
Korea has been among the most active Asian investors
in the Caribbean. As of June 1992, K or ean
investmentsin textile production facilitiesin the
Caribbean totaled almost $70 million, mainly for
apparel production in Guatemala ($23 milllon)é
Dominica ($15 million), and Honduras ($14 million).

However, the Asian operationsin the Caribbean
differ from the U.S. production-sharing operations.
Because of requirementsunder the 9802.00.80
provision, U.S. firms ship ready-cut pieces of apparel
to the Caribbean to perform the most labor-intensive
stages of production, namely sewing the pieces
together. The Asian firms ship their own fabricsto the
region and perform the so-called cut, make, and trim
(CMT) operationsthere. Hence, the CM T operations
of the Asian firmstypically generate more value-added
for theregion, involve a higher level of investment,
and require morelabor inputsand skills. Garments
madein CMT operations, whether Asian or domestic,
areineligiblefor reduced dutiesunder provision
9802.00.80 or for preferential quotasunder the special
access program.

Although duty considerationsinfluence the
decision to enter into production-sharing operations
offshore, the cost of labor and freight and the
relationship between the weight of a garment and its
labor content areimportant factorstoo. The
competitive strength of Mexico and of the Caribbean
nationsis generated by the combination of similar
sewing equipment to that used in the United States and
of low wageratesin theregion. In 1991, average
hourly compensation costs represented just 19 per cent
of U.S. costs ($8.70) in Mexico ($1.67), about 10
percent in Costa Rica ($0.88) and Jamaica ($0.83), and
lessthan 10 percent in the Dominican Republic
($0.64), Guatemala ($0.45), and Hondur as ($0.48).°

* The United States has suspended the GAL agreement
with Haiti as part of the economic sanctionsimposed on
that nation.

5 The Korea Federation of Textile Industries, facsimile,
Aug. 14, 1992.

¢ Figuresfor the United States and Mexico from
unpublished data of the U.S. Bureau of Labor Statistics,
Office of Productivity and Technology, " Hourly
Compensation Costsfor Production Workers: Apparel and
Other Textile Products Manufacturing (US SIC 23) 26
Countriesor Areas, 1975 and 1981-91," Mar. 1993; all
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Figure 2-12
Textiles, apparel, and footwear: Value of U.S.-made components assembled in imports under
provision 9802.00.80, by leading countries of assembly, 1989 and 1992
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The North American Free-Trade Agreement
(NAFTA) isexpected to benefit U.S. apparel firmsthat
use Mexico as a low-cost manufacturing base to
compete with East Asian productsin the United States
and Mexico. Quota and duty elimination under
NAFTA will likely make Mexico an attractive
alter native sour ce of apparel tothe major Asian
suppliers. NAFTA may also result in the shifting of
some U.S. trade and investment from the Caribbean
Basin to Mexico, because Caribbean nations compete
with Mexico for assembly work from U.S. firms.'

Other M anufactured
Articles

This sector coversawide spectrum of products.
Certain of these product groups, such asagricultural,
forestry, chemical, petroleum, and steel products, do
not lend themselves to assembly. The principal
productsin this" other manufactured articles' category
that areimported under the production-sharing tariff
provision include furniture, scientific and medical
instruments, photogr aphic equipment, locks, and
jewelry. Total U.S. imports of other manufactured
articlesincreased by 8 percent during 1989-92, to $232
billion (table 2-13, figure 2-13). Theratioof HTS
provision 9802.00.80 importsto total importsfor other
manufactured articleswas much smaller than for the
major product groups, averaging 1.2 percent annually
during 1989-92 (table 2-14).

¢—Continued
other figures from Werner International, "Hourly Labor
Costs in the Apparel Industry" (New York: 1991).

7 U.S. International Trade Commission, Potential
Effects of a North American Free-Trade Agreement on
Apparel Investment in CBERA Countries, USITC
publication 2541, July 1992, and Potential Impact on the
U.S. Economy and Selected Industries of the North
American Free-Trade Agreement, USITC publication 2596,
Jan. 1993, ch. 8.

Table 2-13

Imports of other manufactured articlesentering
under HT S provision 9802.00.80 totaled $2.63 billion
in 1992. Imports of productsin this sector under
provision 9802.00.80 consisted chiefly of surgical and
medical equipment at $583 million; scientific
instruments, at $452 million; photographic equipment
and supplies, at $202 million; furniture, at $141
million; fabricated rubber and plastic products, at $115
million; blank recording media, at $92 million; and
locks and padlocksand jewelry, at $68 million each.

The share of provision 9802.00.80 imports of other
manufactured articles accounted for by U.S.-made
components aver aged 45 percent annually during
1989-92. In 1992, provision 9802.00.80 imports of
jewelry had the highest level of duty-free content
among important production sharing categories,
91 percent, wher eas photographic equipment and
supplies had the lowest level of duty-free content, 37
percent (table B-16).

The duty savings (tariff incentive) from importing
under provision 9802.00.80 amounted to $62 million in
1992, 7 percent of total duty savings from the use of
both production-sharing provisionsfor all products
(table 2-14). Importersof surgical and medical
instruments accrued 18 per cent of the other
manufactured articles savings from use of provision
9802.00.80in 1992 ($11.0 million), and importers of
scientific instrumentsreceived 15 percent ($9.3
million).

In terms of the value of U.S.-made components
contained in the assembled goods, the leading products
imported under production-sharing provisionsin other
manufactured articleswere surgical and medical
instruments, scientific instruments, and furniture
(figure 2-14). While such imports of surgical and
medical equipment increased by 60 percent during
1989-92, imports of furniture dropped by morethan
two-thirds (table B-16). Several U.S. manufacturers
of medical equipment have moved the assembly

Other manufactured articles: U.S. imports for consumption, total and under HTS provision

9802.00.80, 1989-92

Duty-free value

Total 9802.00.80 of 9802.00.80
Year Imports Imports Imports
Value (million dollars)
1989 . ———————— 214,045 2,676 1,220
1990 ..o ————————————— 228,447 2,610 1,117
1991 e ———— 218,064 2,533 1,138
1992 .. 231,838 2,630 1,220
Change (percent)
1992 from 1989 ......oovciiiirrere s -2 0
Average annual 1992 from 1989 .........ccccvieriieennns -1 0

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-13
Other manufactured articles: U.S. imports for consumption, total and provision 9802.00.80, 1989-92
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Source: Based on official statistics of the U.S. Department of Commerce.

Table 2-14
Other manufactured articles: Nominal and effective rates of duty under HTS provision 9802.00.80

and duty savings, 1989-92

Duty-free
9802.00.80
9802.00.80 to total Rate of duty Total
Imports to 9802.00.80 duty
Year total imports imports Nominal Effective savings
Million
Percent dollars
1989 ...cccrrrierrisnnnnnanns 1.3 46 4.3 2.3 54
1990 ....ccvrrinmnrissnnnsisanns 11 43 4.3 24 50
1991 iivrirnernsnn e 1.2 45 4.8 2.6 55
1992 ....cccvvincnniinnnnninannns 11 46 5.1 2.7 62

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



Figure 2-14

Other manufactured articles: Value of U.S.-made components assembled in imports under provision

9802.00.80, by selected industries, 1989 and 1992
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of goods whose production resists mechanization (such
as respiratory equipment) to Mexico and the
Dominican Republic. In terms of the value of the
U.S.-origin content, Mexico accounted for 72 percent
of U.S. production-sharing imports of surgical and
medical instruments in 1992, and the Dominican
Republic, 18 percent.

Imports of furniture under 9802.00.80 dropped
from $574 million in 1990 to just $141 millionin
1992. This sharp decrease in the use of the production
sharing provision, however, does not indicate a decline
in the use of assembly plants by U.S. firmsin the two
major sources of these imports, Canada and Japan.
Instead, the data reflect a diminished financial
incentive to use 9802.00.80 when importing furniture
from these countries.

While imports of furniture from Mexico under
9802.00.80 fell from $319 million to $102 million
during 1990-92, total imports of furniture actually
grew by 35 percent, from $580 million to $784 million.
U.S. importers have greatly reduced their use of
9802.00.80 because many of the assembly plantsin
Mexico have increased local value-added (Iabor and
parts) sufficiently to qualify for duty-free entry under
the Generalized System of Preferences (GSP), thus
reducing the financial incentive to declare eligibility
under 9802.00.80. GSP imports accounted for over
three quarters of total imports of furniture from Mexico
in 1992. While imports of furniture from Mexico
under 9802.00.80 fell by $156 million in 1992 from
1991, imports under the GSP climbed by $216 million.

Similarly, while imports of furniture from Canada
under the production sharing provision plummeted

from $255 million to $40 million during 1990-92, total

imports of furniture edged upward, from $1.21 billion
to $1.27 billion. Most production sharing in Canadain
the furniture sector involves the assembly of car seats
that are eligible for duty-free entry under the APTA.

However, U.S. automobile and truck manufacturers
first began importing seats that they were making in
Canada (from U.S. and Canadian parts and materials)

under 9802.00.80 in December 1986 to reduce their tax
liabilities under the newly imposed user fee. The
October 1990 action placing the $400 per entry cap on
the user fee, in conjunction with staged elimination of
tariffs and the user fee under the U.S.-Canada FM,

greatly reduced the incentive to import these motor
vehicle seats and al but afew types of furniture under
9802.00.80.

Although Canada and Japan were the leading
suppliers of total imports of "other manufactured
articles" in 1992 (accounting for 21 percent and
8 percent of the total, respectively), Mexico was by far
the dominant beneficiary of the duty-free treatment of
provision 9802.00.80 imports throughout the period
(table 2-15, figure 2-15).

The principal articles imported from Mexico under
heading 9802.00.80in 1992, in terms of U.S. content,
were surgical and medical instruments and apparatus,
scientific instruments, and motor vehicle seats (table
B-19). In 1992, the major 9802.00.80 product from
Canadain terms of U.S. content, accounting for
50 percent of such imports, was optical instruments
(table B-20). Surgical and medical instruments
accounted for 75 percent of the imports from the
Dominican Republic (table B-25).
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Figure 2-15

Other manufactured articles: Value of U.S.-made components assembled In imports under
provisions 9802.00.80, by leading countries of assembly, 1989 and 1992
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CHAPTER 3
Implications of the North American
Free-Trade Agreement for Mexico's
Maquiladora Industry and the Use of the
Production Sharing Tariff Provisions

The maquiladoraindustry' hasbeen a major source
of foreign exchange for Mexico over the past decade.
In 1992, it was second only to the petroleum industry
and ahead of tourism. Accessto the maquiladora
industry'slow-cost labor has also enabled numerous
U.S. companies to become mor e globally competitive?
By moving labor -intensive assembly to Mexico, U.S.
companies ar e able to maintain higher-skilled,
higher-paying jobsin the capital-intensive aspects of
their operationsin the United States. However, under
the North American Free-Trade Agreement (NAFTA),
the Maquiladora Program will expire as of January 1,
2001.° This chapter examinesthe implications of the

! Mexico's maquiladora law allows the Government to
grant licenses permitting companies to import components
and machinery free of duty but under bond, provided that
the machinery and components are subsequently exported.
If the goods are not exported, the bond is forfeited and
the importer is subject to full assessment of duties.

Failure to comply with the stipulations of the maquiladora
law can result in the forfeiture of the importet's license to
operate as a maquila. Maquilas are assembly plants that
use foreign-made components, most of which are imported
from the United States. The bulk of their production is
exported to the United States. Most maquilas are either
subsidiaries of U.S. manufacturers or perform assembly
under contract with U.S. firms. The sector in Mexico that
assembles products for foreign firms is called the
magquiladora industty. The maquiladora law is patt of the
Magquiladora Program, a Mexican Government initiative to
attract foreign investment in assembly plants in towns
along the border with the United States.

2 Of 323 companies responding to a Commission
survey in 1987, 62 firms (19 percent) said they would
have gone out of business if they had not been able to
use tariff provision 9802.00.80 (item 807.00 in the Tariff
Schedules of the United States). Another 164 firms (51
percent) indicated that they would have lost U.S. market
share to foreign producers that do not use U.S.-made
components. See U.S. International Trade Commission,
The Use and Economic Impact of TSVS Items 80630 and
807.00 (investigation No. 332-244), USITC publication
2053, Washington, D.C., Jan. 1988.

3 For a description of events leading up to the signing
of the NAFTA and an assessment of the agreement's
purposes and likely effects, see USITC, Potential Impact
on the US. Economy and Selected Industries of the North
American Free-Trade Agreement (investigation No.
332-337), USITC Publication 2596, January 1993, p. 3-3.

NAFTA for the maquiladoraindustry, and the use of
the U.S. tariff provisionsthat have complemented
assembly operationsin Mexico. Chapter 4 provides
background on the origins and growth of the
maquiladoraindustry.

The United States, Mexico, and Canada signed the
North American Free-Trade Agreement on December
17, 1992. L egislation implementing the Agreement
was approved by the U.S. Congressin November 1993
and the provisions of the NAFTA went into effect on
January 1, 1994. For Mexico, the chief aim of the
Agreement reportedly isto attract foreign investment
to moder nize its economy; for the United States, a
major goal isto lock into place market reforms
instituted by Presidential Decrees of Miguel dela
Madrid and Carlos Salinas de Gonad and to reduce
trade and investment barriersstill in place.* The
U.S.-Canada Free-Trade Agreement (FTA), which
went into forcein January 1989, served asa model for
the NAFTA. Some provisions of the U.S.-Canada FTA
wer e super ceded by the NAFTA, while othersremain
separate from the NAFTA.

Implications of the NAFTA
for the Maquiladora
Industry

The NAFTA will affect the maquiladoraindustry in
anumber ways. Most directly, the NAFTA callsfor

4 The decision of President Miguel de la Madrid to

apply for membership in the General Agreement on

ariffs and Trade (GATT) in 1986 signaled Mexico's
commitment to modetnize its economy and to liberalize
foreign access to its market. The debt crisis of the
mid-1980's proved to policy makers in Mexico that the
country could no longer rely on income from petroleum
exports to pay its foreign debt or afford to protect
inefficient domestic producers from foreign competition.
Joining GATT required Mexico to cut its tariffs on
imported goods typically from 100 percent ad valorem to
20 percent (Mexico reduced most tariffs to about 10
percent), eliminate its policy of requiring import licenses
for most goods, and otherwise conform to GATT codes
regarding import regulations. See Banco de Mexico, The
Mexican Economy, ]gune 1993.
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staged " elimination” of the Maquiladora Program.

Annex | - Mexico (page |-M-34) of the NAFTA

modifies the Maquilador a Decr ees by gradually
increasing theamount of a company's maquiladora
production that it can sell to the domestic (M exican)

market. With the NAFTA enteringinto force on

January 1, 1994, the maximum amount that a maquila
can export to the domestic market, based on the value
of the maquila'sannual exportsin the previous year,

increases as follows (in per cent):

Share of the maqulladora's
previous year's exports

Year available to the domestic market
1993 ....coveernee 50 (with restrictions—see below)
1994 ......ccovceeee 55

1995 ...oocveereenne 60

1996 ......ccceenee 65

1997 ..o 70

1998 ....cccceveeennne 75

1999 ....ccccevceenne 80

2000 .......cc.ee. 85

2001 ...oovceereenene no limit

Restrictions on maquilador a oper ations were
loosened in 1989, allowing up to 50 percent of a
maquila'sannual production to be sold in the Mexican
market (see chapter 4 for a description of changesin
laws gover ning the maquiladora industry). However,
several conditions had to be met to receive
authorization to sell maguila productsto the domestic
market in Mexico. For example, the maquila product
could not compete directly with a product made
entirely in Mexico (using Mexican materialsand
parts), and the maquila product had to consist of at
least 15 percent Mexican content. Until recent years,
such permitswererare. Under the NAFTA, these
restrictionswill beremoved. Therefore, theincreasein
maquilador a access to the domestic market on January
1, 1994, will be much more significant than the 5
per centage pointsindicated in the tabulation above.
Thiswill give an immediate boost to maquiladora
operationsand their component suppliersin the United
Statesthrough increased sales, and to consumersand
industrial customersin Mexico through lower prices
and accessto better quality products.

The phase out of the Maquiladora Program istimed
to coincide with the implementation of limitations on
" duty drawback" for Mexico'strade with the United
States and Canada on January 1, 2001.° All three
countries have various customs programsthat
generally enable companiesto avoid customs duties on
goodsthat areimported, processed, and subsequently

5 "Decreto para el Fomento y Opetacion de la
Industria Maquiladora de Exportacion," Ley Aduanera,
Titulo IV, Capitulos I, III; Titulo V, Capitulo II; Titulo VI.

¢ The NAFTA extends the date for the elimination of
drawback for all trade between the United States and
Canada from January 1, 1994 (as provided for in the
U.S.-Canada Free-FTA), to January 1, 1996.
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exported. Such programstend to encourage
export-oriented production of goodsthat contain
imported materials or components. Under drawback,
duties on imported components used in the
manufacture of productsthat are eventually exported
can be either waived or rebated.

Article 303 of the NAFTA limits" same condition
drawback" —the extent to which signatories can refund
customs duties on imports from third countriesto be
subsequently exported to another NAFTA signatory. It
also limitsthe granting of conditional duty waiverson
goodsto bere-exported. Thelimitation on conditional

uty exemption appliesto all North American trade,
not just trade that receives NAFTA benefits. This
limitation ensuresthat imports from third countries
will be subject to ordinary customs duties when
imported into North America and that one party cannot
be used as a platform by third countriesfor exporting
products free of duty to another party?

NAFTA providesthat a duty waiver, reduction, or
refund that is contingent on exportation may not
exceed the smaller of the following two amounts:

» Thetotal amount of the duties paid or owed
on theinitial importation of thethird country
goodsinto North America or

« Thetotal amount of the duties paid on the
goods' subsequent shipment to another
NAFTA signatory.

Thus, third country goodswould be eligible for a
limited duty exemption, effectively being subject to the
higher of the two possible customs duties. The
NAFTA specifies certain exemptions from these
general limitations on duty drawback. ®

After atransition period,? companies will no
longer bedligiblefor afull refund of customs duties
paid or owed on importsfrom third countriesthat are
subsequently exported to another NAFTA signatory.
According to an assessment of the NAFTA by the U.S.
International Trade Commission,

Thelimitation on such programs may tend to
encourage arelativeincreasein North
American sourcing by companiesthat currently
import third-country partsand components free
of duty for assembly and export to another
NAFTA signatory. The limitation also could
encourage companies to assemble such parts
and componentsentirely in third countries,
depending on therelative duty rate differentials
and a hogt of other factors. '

7 For a more extensive discussion regarding the
changes to drawback agreed to in the NAFTA, see
USI'IgC, Potential Impact on the US. Economy and
Selected Industries of the North American Free-Trade
Agreement (investigation No. 332-337), USITC publication
2596, Jan. 1993, p. 3-6.

* Ibid., p. 3-4.

° The limitation on drawback and duty deferral
programs will take effect after a transition period of 7
years for United States-Mexico trade and 2 years for
United States-Canada trade.

10 USITC, Potential Impact on the US. Economy and
Selected Industries of the North American Free-Trade
Agreement (investigation No. 332-337), USITC Publication
2596, January 1993, p. 3-5.



Commission staff interviewed numerous M exican
and U.S. partiesinvolved with maquiladora trade about
the effectsthat NAFTA's elimination of the
Maquiladora Program and its limitations on duty
drawback would have on the maquiladoraindustry.”
Theseinterviews and research yielded the following
observations.

1. Growth in the maquiladoraindustry has
slowed consider ably because of (a) a
narrowing of labor costs between the United
States and Mexico,*? (b) infrastructure
constraints (housing, electricity, telecom-
munication, and transportation), and (c) the
fact that most U.S. companies whose
production processesinclude labor -intensive
assembly procedures amenableto relocation
to Mexico have already gone to Mexico or
made a decision that the maquiladora option is
not in the company's best interest. 3

2. Further growth in the maquiladoraindustry
along the U.S.-Mexico border is contingent
upon cooper ative efforts by companiesusing
maquila assembly, industrial park operators,
and local governmentsto improveinfra-
structurein theregion. Absent infrastructure
constraints, companies currently operating in
maquilas will be able to expand their
production and increase employment because
they will be able to supply both the U.S.
market and the Mexican market from border
facilities. *

3. Because of financial commitmentsto existing
facilities and because the U.S. market will

* Most of these interviews took place at the October
1993 annual conferences of the Border Trade Alliance and
the World Export Processing Zones Association, held in
Washington, DC and Ciudad Juarez, respectively. Views
were also gathered by telephone from academic sources
and trade consultants in Atrizona, California, New York,
North Carolina, and Texas.

12 Although average houtly compensation for
manufacturing employees in Mexico was only 15 percent
that of comparable workers in the United States in 1992,
superior productivity bfy U.S. workets greatly offset the
lower wages and benefits paid to Mexican workers. See
Cha?ter for a discussion of related issues.

3 Elsie Echevetri-Carroll, "The Maquiladora Industry
in the Context of a North American Free Trade
Agreement," in Elsie Echeverri-Carroll, ed., NAFTA and
Trade Liberalization in the Americas.  Bureau of Business
Research, University of Texas at Austin, 1994.

'#In an interview with Twin Plant News (Jan. 1993,
][3). 47), Lucinda Vargas, then a Senior Economist and

irector of International Services for The Center for
Econometric Research on Mexico and cutrently with the
Federal Reserve Bank of El Paso, predicted that the
NAFTA will encourage integration of the border assembly

lants with the rest of the economy of Mexico. Ms.

argas also predicted that with the merging of both
industrial sources of supply and matkets in North
Ametica, "production shating [operations along the
border] will make more sense than ever in a wotld where
trad(iin% blocs will be increasingly determining investment
trends.

continueto bethe primary focus of the bor der
assembly industry, most companies operating
in frontier factoriesarelikely toremainin
border communities. Existing factors (such as
lack of infrastructure, greater lead times, and
higher transportation costs when operating in
theinterior of Mexico) will continueto attract
companiesto the border rather than tointerior
locationsin Mexico.

4. Some companieswill determinethat the
increasing ability to sdll into the Mexican
market aswell asthe U.S. market isa
sufficient incentive to open additional
assembly facilitiesin Mexico. Most of this
new investment would prefer to be located
closeto the border, but some will move
deeper into Mexico (for example, Guaymas,
Ciudad Chihuahua, or the Nuevo
Laredo-Monterrey corridor) to avoid the
infrastructure bottlenecks associated with the
border. Moving even farther into central
M exico entails other infrastructure and
logistical problems. Companies most
attracted to establishing assembly plantsin
central Mexico will be those who will expect
the bulk of their salesto bedirected to the
Mexican market. '®

5. Themaquiladoraindustry will benefit from
NAFTA-related trade diversion to North
American sourcing.  Thetotal cost of
assembly operationsin the maquilas will be
reduced because of staged elimination of
tariffs on productsfrom theindustry going to
both the United Statesand Mexico. Thiswill
make  maquila-made products more
competitive with products made outside North
America. Some companies may relocate
assembly plants from Asia to M exico.
Maquiladora production will expand asits

15 This assessment is also supported in the USITC,
The Likely Impact on the United States of a Free Trade
Agreement With Mexico  (investigation No. 332- 337),
USITC publication 2353, Feb. 1991, p. 5-6. This report
also states:

Mhe Southwest border region will retain
much of its attractiveness as a location for
manufacturing and production sharing. Border
locations will offer proximity to existing border

supihers and services, prox1mlbtly to Mexican
markets, access to lower cost Mexican labor, and
a convenient location for higher technology
production processes that an industry may be
reluctant to introduce in Mexico. Also,
managers of U.S. plants in the border region will
be able to live in tﬁe United States and commute
to facilities in Mexico on a daily basis. The
twin plant concept allows firms to benefit from
better distribution and telephone systems as well
as lower cost transportation in the United States.
Production-shating operations will continue to
provide an important way to conduct business
with a foreign culture, especially for small and
medium-size firms.
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productstake market share away from
non-North American goods. Since assembly
operationsin Mexico use more U.S.-made
partsthan do competitorsin Asia and Europe,
the NAFTA will result in agrowth in both
U.S. production and exports of U.S.-made
parts. Current maquiladoras and new plants
opening in Mexico because of the NAFTA
will continue to useimported (mostly
U.S.-origin) components because of the lack
of adequate good-quality, high-volume
components from Mexican producers.

6. Companiesin Mexico'sassembly industry
that rely on non-North American production
equipment will seetheir costsriseunder the
NAFTA because they will haveto pay duty on
such machinery beginning January 1, 2001.
Machinery for usein the maquiladoraindustry
can currently beimported into Mexico free of
duty but under bond. ¢

7. Japanese and Korean maquilas, particularly
those assembling televisionsin Tijuana, will
be placed at a competitive disadvantage
becausetherules of origin under the NAFTA
favor companieslike Zenith, RCA, and
M agnavox that make greater use of
U.S.-made partsin their Mexican assembly
plants. Asian television companies may either
(a) open plantsin North Americato produce
picturetubesand other key parts, (b) insist
that important part suppliers move production
to North America, or (c) shift sourcingto
existing U.S. partsproducers. !’

Effects of the NAFTA on
the Use of the Production-
Sharing Tariff Provisions

By 1992, most U.S. imports from Canada of
productsthat weretheresult of production sharing
entered free of duty, either because of (1) the
Automotive Products Trade Act, (2) duty-free
treatment for certain products from all
most-favored-nation (MFN) suppliers, or (3) regular or

16 The bond is returned when the machinery is
exported from Mexico. However, the import duty is
%Pplied on the depreciation of the equipment in Mexico.

herefore, if a piece of equipment is used in a maquila
long enough to become fully depreciated, full duty must
be paid by the original importer in Mexico on the
equipment even if it is eventually returned to the United
States or exported to another country.

17 For example, Kazuo Takada,r%’resident of the
Japanese Maquiladora Association in San Diego, predicted
in a January 1993 interview with Twin Plant News that
Japanese companies that do not already have maquiladora
operations will be discouraged by the rules of origin
requirements of the NAFTA from investing in new
assembly plants in Mexico.
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acceler ated staged tariff elimination under the
U.S.-Canada FTA. With the staged reduction/
elimination of both tariffsand the merchandise
processing fee (customs user fee) under the FTA, by
1992 there was little or no incentive to import most
products from Canada containing U.S.-made
components under the production-sharing provisions
(HTS provisions 9802.00.60 and 9802.00.80). As a
result, imports from Canada under the
production-sharing provisions dropped from $24.9
billion in 1990 to $3.6 billion in 1992. During the
same period, total importsfrom Canada grew from
$78.2 billion to $83.2 billion.

A similar scenario should occur for U.S. imports
from Mexico under the NAFTA. On January 1, 1994,
tariffswerereduced to freefor 54 percent of dutiable
tariff categoriesfor eligible goods entering from
Mexico.'® Because the value of U.S.-made
components contained in importsunder the
production-sharing tariff provisionsis exempt from the
customs user fee, therewill be someincentiveto
import even duty-free products under these provisions
until the user feeis phased out under the NAFTA by
June 1999)° By January 1, 1999, an estimated 62
percent of all otherwise dutiable importsfrom Mexico
will be entering free of duty under the NAFTA.
Production-sharing imports from Mexico totaled $16.5
billion in 1992, but should amount to only a small
fraction of that figure by the year 2000 (the last year
before the Maquiladora Program iseliminated and duty
drawback islimited).

Goodslikely to be imported from Mexico under
the production sharing provisions after 2001 are those
with longer duty phase-out periods and assembled
productsthat do not contain sufficient North American
content to meet therulesof origin to qualify for
NAFTA treatment. The most likely candidates for
continued entry under provision 9802.00.80, after all
dutieson Mexican products are eliminated, are
televisions assembled in Mexico for Japanese and
Korean companies. The non-North American
components used in the assembly of these televisions
will be assessed Mexico's MFN rate of duty for such
partswhen they enter Mexico 2° Mexico will assess no

18 USITC, Potential Impact of the US. Economy and
Selected Industries of the North American Free-Trade
Agreement (investigation No. 332-337), USITC publication
2596, Jan. 1993, p. viii. The Congressional Budtget Office
projects that 60 percent of the dutiable imports from
Mexico will be eligible to enter duty free on January 1,
1994, and 80 percent on January 1, 1999. See U.S.
Congress, C0n§ressional Budget Office, A Budgetary and
Economic Analysis of the North American Free Trade
Agreement, July 1993, p. 10.

2 U.S. General Accounting Office, North American
Free Trade Agreement: Assessment of Major Issues,
Volume 2, GAO/GGD-93-37, Sept. 1993, p. 18.

20 Such parts are usually shipped from Asia to Los
Angeles (air) or Long Beach (sea) and trucked under bond
to Tijuana. Such imports will continue to be accorded
duty-free treatment while in transit through the United
States to Mexico.



duty on the U.S.-made parts used in the assembly of
thetelevisions. When the assembled televisions enter
the United States, they would be assessed the MFN
rate of duty applied by the United Statestoward such
products. However, entering under HTS provision
9802.00.80, the -value of the U.S.-made components
contained in these televisions will be subtracted from
the customs value befor e applying the MFN rate of
duty. Also, the original importer of Asian television
componentsinto Mexico would be eligiblefor arefund
in the amount of the lower of (a) the Mexican duties

collected on the Asian components contained in the
assembled televisions or (b) the U.S. duties collected
on thetotal value of the assembled televisions (lessthe
U.S. content).

As happened under the U.S.-Canada FTA, use of
the production-sharing tariff provisionswill likely
diminish sharply under the NAFTA. However,
production sharing itself, that is, use of assembly
facilitiesin Mexico, will likely be commensurate with
theintegration of industriesin Mexico and the United
States.






CHAPTER 4
TheOriginsand Growth of Mexico's
Maquiladora Industry

Originsof the
Maquiladora Program

From 1917-1964, M exican citizens wer e allowed
towork on U.S. farmsand ranches under a series of
laws and regulations generally called the Bracero
Program. The use of bracerosin the U.S. agricultural
industry peaked during periods of labor shortagesin
the United States because of war: the two world wars
and the Korean conflicil Most of the Bracero workers
wereinvolved in harvesting cotton and tomatoesin
California's San Juaquin Valley. Asthe Mexican Farm
Labor Program (PL-78), enacted in 1951, was allowed
to lapse on December 31, 1964, there were
approximately 200,000 M exican men employed in the
United Statesunder the program.

The Bracero Program had led thousands of families
to move from over -populated, job-scarcerural
communitiesin theinterior of Mexico to townsalong
the Mexican side of the border, swelling the
populations of Tijuana, Mexicali, Ciudad Juarez, and
Matamor os. Typically, the mature men in these
familieswould leave villagesin the Mexican interior to
find work on U.S. farms, and often wererecruited by
labor contractors. Many of these Braceros, rather than
return to their home villages, would move their
familiesto the border to make visits more frequent and
less expensive. The settlement of these familiesin the
border towns added to the housing shortage in border
communitiesand further strained municipal services. >

In anticipation of expiration of the Bracero
Program, the Government of Mexico developed a
program to attract foreign investment to the border
region to employ former Bracerosand to mitigate the

Philip L Martin, "NAFTA, Migration, and U.S.
Labor Markets" (University of California, Davis),
September 29, 1992, p. 15.

2 To address the unemployment problem and to make
the border area more attractive to tourists from the United
States, the Government of Mexico initiated the National
Frontier Program (Pronaf) in 1962. The Government
encouraged Mexican businesses to locate factories along
the border to help integrate the border with the rest of the
Mexican economy. Pronaf also "cleaned up" the border
towns, built schools, and promoted cultural exchanges
with the United States. Pronaf was headed by Antonio J.
Bermudez, former director of PEMEX during the national
petroleum company's 20 formative years after 1938. See
Richard Bolin, '"Maquiladora History and Prospects' in
SEGUMEX, Magquiladora Industry Annual Review 1990.

economic and social problemsthat many believed
would confront the region when the Bracero Program
ended. It wasin this context that the Gover nment of
Mexico established the Border Industrialization
Program (BIP)? in 1965.* The Gover nment of
newly-elected President Diaz Ordaz created a frontier
zone along the border into which companieswould
import machinery and components free of duty under
bond. The bond would be returned to the Mexican
importer when the components and/or machinery were
exported. The attraction of foreign producersto these
assembly plantswould berelatively cheap labor and
nearby accessto the U.S. market. The BIP was based
on the successful operation of export processing zones
in Taiwan and Korea. The assembly plants, which
wer e not allowed to sell any of their production to the
domestic market in Mexico, were officially termed the
"in-bond" industry.®

This BIP was established through an exchange of
letter s between the Secretary of Finance and the
Secretary of Industry and Commer ce under existing
regulations. A committee consisting of representatives
from these two Federal agencies would review

¢ In Spanish, Programa Fronterizo de Industria, or PR.
4 Donald Baetresen, The Border Industrialization
Program of Mexico, 1971.

In-bond plants could request permission to sell their
products in the domestic market provided there was no
Mexican production of competing goods.

¢ According to Roberto E. Batres, Presidente, Arther
D. Little Mexicana, S.A. de C.V., in an interview by
Ralph Watkins, USITC, Mexico City, Mat. 1988, the
Government of Mexico contracted with Arther D. Little de
Mexico (ADL) in 1964 to propose a way to fmd jobs for
the soon-to-be unemployed Braceros that would be
returning to Mexico. The proposal that became the BIP
was developed by ADL's Richatrd Bolin. The October
1964 report recommended the creation of industrial parks
along the border that would recruit U.S. companies to
establish "twin plants," with one twin plant on the
Mexican side of the border employing unskilled workers
in labor-intensive operations and the other twin on the
U.S. side of the border maintaining the capital-intensive
aspects of the company's production. In concept, both
plants could be run by a single management team.
Richard Bolin is currently the Director of the Flagstaff
Institute at the University of Northern Arizona and the
Executive Director of the World Export Processing Zones
Association.
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applications by firmsfor in-bond status.” No decree
wasissued and the program was not formalized into
law until March of 1971.® By the end of 1965, 12
in-bond plantswerein operation, and empI%yment in
thein-bond industry totaled 3,000 workers.

Growth of the Maquiladora
I ndustryl®

Thein-bond assembly industry in MeX|co
eventually grew to be known asthe maquiladora *
industry. It isnow regulated by the Decreefor the
Devel opment and Operation of the Maquiladora
Industry. ' Maquila oper ations wer einitially confined
to a 20-kilometer strip along the U.S.-Mexico border.
In 1972, the Government of Mexico opened up therest
of the country to maquila production, subject to
government approval. Mexico further liberalized the
Maquiladora Program in 1977 when it authorized
selected maquilasto sell up to 20 percent of their
production in the domestic market without payment of
the bonded duties. However, several conditions had to
be met to receive authorization to sell maquila products
to the domestic market in Mexico. For example, the
maquila product could not compete directly with a
product made entirely in Mexico (using Mexican
materials and parts), and the maquila product had to
consist of at least 15 percent Mexican content. Until
recent years, such permitswererare. Restrictionson
maquilador a oper ations wer e again loosened in 1989,
allowing up to 50 per cent of a maquila's annual
production to be sold in the Mexican market. Again, a
permit isrequired.

7 For a description of the legal aspects of the BIP, or
Magquiladora Program, see USITC, The Impact of
Increased United States-Mexico Trade on Southwest
Border Development (investigation No. 332-223), USITC
publication 1915, Nov. 1986, p. 21ff; and USITC, The
Use and Economic Impact of TSUS Items 80630 and
807.00 (investigation No. 332-244), USITC publication
2053, Jan. 1988.

8 The WEFA Group and CIEMEX-WEFA, The
Implication for the US. Economy of Tariff Schedule Item
807 and Mexico's Maquiladora Program, May 1988, p.
17.

9 USITC, Imports Under Items 80630 and 807.00 of
the Tariff Schedules of the United States, 1981-84, May
1986.

1° For more information on the maquiladora industty,
see USITC, The Use and Economic Impact of TSUS Items
80630 and 807.00 (investigation No. 332-244). USITC
publication 2053, Jan. 198§ Ch. 8. See also, U.S.
Congtess, Office o Technology Assessment, U.S.-Mexico
Trade: Pulling Together or Pulling Apart?, 1TE-545, Oct.
1992, pp. 65ff; and U.S. Department of Labor, Bureau of
International Labor Affairs, US. Employment Impact of
TSUS 80630 and 807.00 Provisions and Mexican
Magquiladoras: A Survey of Issues and Estimates,
Economic Discussion Paper 29, Aug. 1988, pp. 16ff.

1 The terms maqullad%ra and maqulla are derived
from the S’pamsh word "maquilar"—to measure and take
the miller's dues for grinding corn. From the New
Revised Velazquez Spanish and English Dictionary (1967).

12 Diario Oficial, Aug. 15, 1983.

By the close of 1992, the number of maquilasin
operation had grown to 2,016 plants with employment
totaling 465,620 (table 4-1). The chief appeal of the
maquiladora industry is a combination of relatively
low-cost labor and proximity to the U.S. market.
Although wages may be higher in Mexico than some
other developing countries, theimproving productivity
of the worker s makes maquilador as competitive.
M exican cities near the U.S. border also have
advantages over other low-labor-cost locations. These
include shorter lead timesfor plantsin these citiesfor
shipping materials and partsand returning assembled
productsto parent companies, close proximity to
corpor ate plannersand engineersin the United States,
and well-developed infrastructure and servicesthat
U.S. twin cities can provide (such astransportation,
communication, customs, materials, parts,
construction, repair, education, and health). Plant
managersin such cities also are afforded the option of
living and raising their familieson the U.S. side of the
border.

Thegrowth of the maquiladora industry has been
greatly affected by (1) Mexico's overall economic
performance and economic reforms, (2) trendsin the
value of the pesorelativeto the U.S. dollar, (3)
increased competition from Asiafor U.S. producers of
articlesrequiring labor-intensive productlon pr 0Cesses,
(4) trendsin the U.S. business cycle, 2 (5) trendsin the
differencein labor costs between M exico and
alternative locations for assembly in East Asia, ** and
(6) the difference between M exico and the United
Statesin terms of hourly compensation and
productivity. The peak yearsfor growth in the
maquiladoraindustry were 1987 and 1988 (table 4-1
and figure 4-1). These yearswer e also the low point
in terms of labor costsin Mexico and coincided with
an acute foreign debt crisisin Mexico. '®* Asaverage
hourly compensation in Mexico hasincreased, the
growth of the maquiladora industry has slowed—or, in
terms of employment, it may havereached a plateau in
1991-92. I n the view of some analysts,

*® The relationship between trends in employment
growth in the maquiladora industry and U.S.
manufacturing production (total and in the electronics and
transportation equipment sectors) is presented graphically
in Elsie L. Echeverri-Carroll, "The Maquiladora Industry
in the Context of a North American Free Trade
Agreement," unpublished draft, University of Texas at
Austin, 1993.

14 See table 1-9 of this report; USITC, Production
Sharing: U.S. Imports Under Harmonized Tariff Schedule
Subheadings 9802.00.60 and 9802.00.80, 1988-91
Slnvestlgatlon No. 332-237), USITC pubhcatlon 2592, Feb.

993, p. 18; and Elsie Echeverri-Carroll, p. 7

50il export prices fell by more than 50 percent in
early 1986, contributing to a decline in Mexico's oil
exports from $14.8 billion in 1985 to $6.3 billion in 1986.
This caused a 6-percent decline in Mexico's GDP in
1986—on top of the September 1985 earthquake that
caused damage equivalent to 2 percent of Mexico's GDP.
Heavy borrowing to cover budget shortfalls and the
inability to repay debts on schedule resulted in 159
percent inflation in 1987. See Banco de Mexico, The
Mexican Economy, June 1993, p. 2.



Table 4-1

The Mexican maqulladora Industry: Number of plants and employees, and average hourly
compensation costs In Mexico and the United States, 1975 and 1980-92

Average hourly compensation

Number of: manufacturing workers
Year Maquilas Employees Mexico United States
1975 e 454 67,214 $1.44 $6.36
620 119,546 2.18 9.87
605 130,973 3.7 10.84
585 127,048 2.54 11.64
600 150,867 1.85 12.10
672 199,684 2.04 12.51
760 211,968 1.58 13.01
890 249,833 1.49 13.21
1,125 305,253 1.01 13.52
1,396 369,489 1.25 13.91
1,467 418,533 1.48 14.32
1,707 447,606 1.64 14.91
1,925 467,454 1.95 15.60
2,016 465,620 2.35 16.17

Sources: For maquiladoras during 1980-91, compiled by the General Accounting Office from Mexico's Instituto
Nacional de Estadistica, Geografia y Informacion (INEGI) in General Accounting Office, North American Free Trade
Agreement: U.S.-Mexican Trade and Investment Data, GAO/GGD-92-131, Sept. 1992, p. 84ff; for maquiladoras in
1970 and 1975, "Growth of Mexico's Maquiladora Industry,” Twin Plant News, Dec. 1992, p. 76; for maquiladoras in
1992, "Maquiladora Scoreboard," Twin Plant News, Jan. 1993, p. 52; and for average hourly compensation costs,
U.S. Department of Labor, Bureau of Labor Statistics, Office of Productivity and Technology, various reports.

when Mexican labor costs reached 15 percent of U.S.
labor costsin 1992, Mexico's advantage in ter ms of
average hourly compensation was balanced against the
higher productivity of U.S. workersaswell as other

cost advantages of maintaining manufacturing in the
United States. According to resear ch by George
Ingram, U.S. manufacturing compensation was 4.7
timesthelevel of M exican manufacturing
compensation in 1991, but U.S. manufacturing
productivity was 4.6 timesas 9reat.16

Growth in theindustry was modest duringitsfirst
15 years, reaching 131,000 workersin 1981. However,
magquiladora growth stagnated during 1981-83 as
Mexico faced an economic crisis attributable to many
causes-a global recession, declining M exican oil
export earnings and e nsuing foreign debt payment
crisis, the Mexican Government'sreported failureto
address structural problemsin the economy, and
M exico's fiscal deficit financed by monetary
expansion. Monetary expansion led to inflation and an
overvalued peso, which in turn increased labor costs
for U.S. companies with maquiladora operations.

The maquiladoraindustry resumed expansion after
1984 following the M exican Government's effortsto
stabilize the economy, resolve itsforeign debt crisis,

¢ George M. Ingram, NAFTA: Evaluating the
Arguments, Foreign Policy Institute, The Paul H. Nitze
School of Advanced Intetnational Studies, The Johns
Hopkins University, 1993, p. 14.

and implement market-oriented economic reforms.
Reforms such astrade policy liberalization and
competitive devaluations of the peso have promoted
economic stability, reduced inflation and generally
lower ed labor costs, and made M exico a more
attractive site for foreign investment.

Thesharp drop in labor costsin Mexico during
1984-87 attracted companiesin the U.S. motor vehicle
industry (particularly auto parts) to the maquiladora
plants. U.S. car and truck companieswere under great
pressurein terms of competition from Japanese
manufacturersduring this period and, in turn, motor
vehicle producersput pressure on their partssuppliers
(even wholly-owned subsidiaries) to cut costs. For

17 For a discussion of Mexico's debt crisis in the
mid-1980s and the policies of the Mexican Government in
response to the crisis, see Banco de Mexico, The Mexican
Economy, June 1993; USITC, The Impact of Increased
United States Mexico Trade on Southwest Border
Development (investigation No. 332-223), USITC
publication 1915, Nov. 1986, p. 11ff; and USITC, Recent
Trade and Investment Reforms Undertaken by Mexico and
Implications for the United States (investigation No.
332-282 Phase I), USITC publication 2275, Aptr. 1990,
chaps. 1-2. Some analysts believe that, because of the
large trade deficit that Mexico has accumulated in the last
few years, Mexico will likely devalue the peso again to
assuage concerns in financial markets about its
accumulation of foreign debt. These analysts assert,
however, that the passage of the NAFTA will restore
confidence in the Mexican economy and that, because of
NAFTA, Mexico will attract enougl}; new foreign
investment to comfortably maintain its current level of
trade deficits, at least in the short term.
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Figure 4-1
Employment in Mexico's maquiladora industry and ratio of average hourly compensation costs for
production workers in manufacturing In Mexico to that in the United States, 1980-92.
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' Mexican labor costs as a percent of U.S. labor costs.

Source: Employment data compiled by the General Accounting Office and Twin Plant News from INEGI; hourly
compensation costs from the U.S. Bureau of Labor Statistics.

*  There is an inverse relationship between labor costs in Mexico (relative to those in the United
States) and the use of maquilas by U.S. companies (as measured by employment in the
maquiladora industry).

*  There is approximately a one—year lag between the cause and effect among these two variables:
as relative labor costs in Mexico increase, it takes time for U.S. companies to respond to the new
information. First, companies must decide if the trend will endure; then, they must determine what
the implications are for their total cost of production; and finally, it takes time to implement plans
to relocate production.

*  The increase in Mexican labor costs in 1981 resulted in decreased employment in the maquiladora
industry in 1982 whereas the sharp reduction in labor costs in 1982 and subsequent years led to
annual increases in employment that began in 1983.

*  In conjunction with massive devaluations of the peso, Mexican labor costs reached a low point in

1987.

¢ However, as labor costs in Mexico climbed from 9 percent of U.S. labor costs to 15 percent during
1988-92, growth in maquiladora employment began to slow in 1989 and was flat in 1992.
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many, the answer was moving assembly to
Mexu:l(g—for others, it was Asia, and for some,
Brazil.

Thefirst industries attracted to the border by the
Maquiladora Program were involved in consumer
electronics, printed circuit boar ds, toys, furniture,
appar€l (especially women's under gar ments and
disposable hospital gowns), padlocks, respiratory
equipment, and operating room kits. Between 1980
and 1986, however, the transportation sector's share of
total maquiladora production grew from 9 percent to
29 percent, *® and by 1991, the motor vehicle and parts
industry accounted for 24 percent of total employment
in the maquiladora industry. Electronic products
accounted for 35 percent of employment, and appare,
just 10 percent.?° The electronicsindustries of Silicon
Valley and Orange County, California, tend to establish
maquiladora operationsin Tijuana and Mexicali just
south of the California border; electronicsfirms of the
Midwest (especially Minnesota, lllinois, and Indiana)
tended to favor Juarez, Chihuahua, Nogales,
Matamor os, and Reynosa; Midwest auto parts makers
gravitated to Juarez, Matamor os, Reynosa, and Nuevo
Laredo; men'strouser producersin the south looked to
sewing operationsin the Rio Grande Valley (aswell as
variouslocationsin the Caribbean Basin); companies
in the Los Angeles garment district turned to sewing
operationsin Tijuanato cut costs; furniture companies,
faced with tiff air quality standardsin the Los Angeles
Basin, looked to Tijuana, Tecate, and Mexicali. By the
end of 1992, despite the opening up of ailmost all of
Mexico to the Maquiladora Program nearly two
decades earlier, over 80 percent of all maquilas
remained within 20 kilometers of the U.S. border.

'8 See, for example, U.S. Congress, Office of
Technology Assessment, U.S.-Mexico Trade: Pulling
Together or Pulling Apart?, 1TE-545, Oct. 1992, and U.S.
Congress, Congressional Budget Office, A Budgetary and
Economic Analysis of the North American Free Trade
Agreement, July 1993, and USITC, The Likely Impact on
the United States of a Free Trade Agreement With Mexico
(investigation No. 332-337), USITC publication 2353, Feb.
1991. Each discusses the involvement of the U.S. motor
vehicle sector in the maquiladora industry.

9 WEFA, p. 24.

" United States General Accounting Office, North
American Free Trade Agreement: U.S.-Mexican Trade
and Investment Data, GAO /GGGD-92-131, Sept. 1992,

p- 90ff.

Although Mexican companies had controlling
owner ship in 48 percent of all maquilasin 1991,
maquiladoras buy lessthan 2 percent of their partsand
materials from Mexican firms.? Three-quarters of the
components used by maquilas areimported from the
United States and about one-sixth, from Japan and
other East Asian sources.”® M ost of the
M exican-owned maquilas provide the physical
structuresfor assembly by U.S. firms, aswell ashire
and manage employees, and assure compliance with
M exican gover nment regulations. The contracting
U.S. firms provide equipment, parts, materials,
engineering, production management, and oversight.
U.S. companies had controlling owner ship of 45
percent of maquilasin 1991, and Japanese companies,
2 percent.

Therewere 52 Japanese-owned maquilasin
1992.2* M ost wer einvolved in the assembly of
televisions, stereos, appliances, and auto parts. The
Japanese TV/electronics firms reportedly prefer
Tijuana because of direct flights between Tokyo and
L os Angeles, proximity to the U.S. electronic
companiesin Orange County and other California
locales, and the cultural opportunitiesin Los Angeles
and San Diego. Liketheir U.S. competitors, Japanese
auto partsfirmsset up their maquiladorasin the Rio
GrandeValley.?®

Thefollowing tabulation derived from the January
1993 issue of Twin Plant News, ranksthetop locations
for maguiladora operations by number of employees.

21 U.S. General Accounting Office, North American
Free Trade Agreement: U.S.-Mexican Trade and
Investment Data, GAO/GD-92-131, Sept. 1992, p. 97.

22 U.S. Congress, Office of Technology Assessment,
U.S.-Mexico Trade: Pulling Together or Pulling Apart?,
1TE-545, Oct. 1992, p. 65.

23 USITC, The Use and Economic Impact of TSUS
Items 80630 and 807.00 (investigation No. 332-244),
USITC Publication 2144, Jan. 1988, pp. 3-12.

24 United States General Accounting Office, North
American Free Trade Agreement: U.S.-Mexican Trade
and Investment Data, GAO/GGGD-92-131, Sept. 1992,

.97.
P 25 Elsie Echeverri-Carroll, Maquilas: Economic
Impacts and Foreign Investment Opportunities: The
Japanese Maquilas, A Special Case Study, paper presented
at Maquila Seminar, Latin American Study Program,
Wilson Center, Washington, DC, 1989.

City State Number of employees
Ciudad JUarez .....cccccmmsmsssssssssssssmnnnn s ————————— Chihuahua 130,000
LIS LT T T T Baja California 71,490
MatamoroS ....cucisissssssssssssmnnnnnmnnennn—————————— Tamaulipas 38,268
Reynosa ............ Tamaulipas 30,000
Ciudad Chihuahua .. Chihuahua 29,010
Nogales ............... .. Sonora 20,935
MEXICali .vrrrsnnnnnmmmmmmnnnnrsnrereresessssssssssssnsnnnnnnnnsnnnnsnnenens Baja California 20,223
L (0] =] = Nuevo Leon 17,130
(O[T - T I Vol 1] - Coahila 13,332
NUevo Laredo .......ccceeeemmsissssnsrmmmsnnsmssssssssssssssssnssnsnnns Tamaulipas 10,000
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According to the Banco de M exico, the
magquiladora industry accounted for 42 percent of total
exportsfrom Mexico to all marketsduring
January-August 1993. By comparison, the petroleum
industry accounted for 15 percent. Further, the
magquiladoraindustry accounted for 79 percent of
Mexico's exports of all manufactured goods. Imports
for the maquiladora industry accounted for one quarter
of total Mexican imports during the period.

Use of the
Production-Sharing Tariff

Provisions

Two U.S. tariff provisionsfacilitate the use of the
maquiladoraindustry: 9802.00.60 (no duty isapplied
toward thevalue of U.S.-origin metal contained in
articlesthat areimported into the United Statesfor
further processing) and 9802.00.80 (no duty isapplied
toward the value of U.S.-made components contained
in imported articles). Thesetariff provisions were not
created specifically to foster the development of the
magquilador a sector in Mexico,?® but Mexico fashioned

26 In fact, the sponsor of the legislation from which
the metal processing tatiff provision otiginated intended
for the tariff break to benefit a specific company in
Michigan that, because of capacity constraints in Detroit,
had contracted out processing to a nearby company in
Ontario. For a description 0? the legislative history of the
production sharing tariff provisions, see USITC,
Production Sharing: U.S. Imports Under Harmonized
Tariff Schedule Subheadings 9802.00.60 and 9802.00.80,
1986-89 (investigation No. 332-237), USITC publication
2365, Mar. 1991, p. A-9.

itsin-bond program to complement these U.S.
provisions.?” Thelevel of imports from Mexico under
these provisions followed a similar pattern to that of
employment in the maquiladoraindustry during
1980-92, growing from $2.3 billion to $16.5 billion
(table 4-2).%®

Motor vehiclesand parts® are by far the most
important products assembled in the maquilador as,
accounting for 45 percent of total importsfrom Mexico
under 9802.00.80 in 1992. Televisions accounted for
11 percent; printed circuit boar ds, semiconductors, and
other electronic components, for 10 percent; and
apparel and other textilearticles, for 8 percent.

27 See, for example, Richard Bolin, "Maquiladora
History and Prospects" in SEGUMEX, Magquiladora
Industry Annual Review 1990.

28 Note, however, that in 1982, there was a 9-percent
increase in the value added in Mexico to production
sharing imports from that country, but only a 1 percent
increase in the value of the U.S.-made components being
assembled. This reflects the higher cost of doing business
in Mexico at a time when the peso was considered to be
significantly overvalued. The 15 percent growth in
production-sharing imports from Mexico in 1992 despite
the lack of an increase in employment indicates both
rising productivity in the maquilas and a move toward the
assembly of higher value products.

29 The "electrical conductors" category of imports has
been combined with piston-type internal combustion
engines and other motor vehicle parts in this calculation
because ignition wiring sets for motor vehicles account for
the vast majority of imports from Mexico in this category.
U.S. imports of electrical conductors from Mexico under
provision 9802.00.80 in 1992 amounted to $1.7 billion.

Table 4-2
U.S. Imports from Mexico under the production sharing provisions, 1980-92
U.S. content
Production sharing imports (Mexico) Share of as share of
total imports total exports
Year Total U.S. content Value added from Mexico to Mexico
Mittioris-dottars Pereetit
2,341 1,186 1,155 19 8
2,709 1,438 1,271 20 8
2,838 1,454 1,384 18 13
3,714 1,907 1,807 22 22
4,808 2,555 2,253 27 22
5,567 2,956 2,611 29 23
6,457 3,401 3,056 38 29
8,689 4,493 4,196 44 32
10,785 5,404 5,381 48 27
11,969 6,126 5,843 45 25
13,025 6,545 6,480 44 24
14,334 7,255 7,079 47 23
16,502 8,692 7,810 49 21

Source: Compiled from official statistics of the U.S. Department of Commerce.
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APPENDIX A
THE CUSTOMSTREATMENT OF HTS
PROVISIONS 9802.00.60 AND 9802.00.80



Provisions 9802.00.60 and 9802.00.80 of the Harmonized Tariff Schedule of the United States
(HTS) arediscussed in moredetail in previous Commission reportson production sharing. (See
USITC publications 2365, Mar. 1991 and 2469, Dec. 1991.) This appendix will examine the customs
treatment of qualifying Caribbean Basin assembly and processing, the trade agreement status of the
provisions, their relation to preferential tariff programs, and the special access program or special
regime.

Caribbean Basin Assembly or Processing

U.S. note 2(b), subchapter Il, HTS chapter 98, was enacted as section 222 of the Customsand
Trade Act of 1990. The note providesthetreatment of U.S.-origin components, materials, or
ingredients assembled or processed in a designated Caribbean Basin Economic Recovery Act
(CBERA) beneficiary, where the resulting goods do not otherwise qualify for duty-free entry under the
program'srulesof preference. Thisdisqualification usually occur s because substantial transformation
in the beneficiary country is deemed not to have occurred, or because inadequate valueisadded in or
attributableto the beneficiary country. The notein chapter 98, by stating that covered goods shall not
be considered foreign articles, effectively requiresthat they be considered to have domestic origin.
The notelalso providesthat these goods are not subject to duty upon entry into the U.S. customs
territory.

Trade Agreement Status

and Special Tariff Treatment

Although most rates of duty in column 1-general in chapters 1 through 97 of the HTSare " bound"
concession rates under the General Agreement on Tariffsand Trade, the duty ratesin 9802.00.60 and
9802.00.80 are not. Nor isthe United States legally obliged to retain these tariff provisions, which are
not part of theinternational Harmonized Commodity Description and Coding System (HS). Thus,
with one exception, Congress may amend or repeal these tariff provisionswithout impairing U.S. trade
agreement obligations or concessions, even though such action could result in an effectiveincreasein
the duties collected on currently eligible goods. The exception isfound in thetwo U.S. free-trade
agreementswith Israel and Canada, which do require the United Statesto continuethis duty treatment
for qualifying goods.

In atwo-tier determination, importersmay claim preferential tariff ratesunder four programsasto
goods found to be conditionally eligible for entry under these two provisions. The applicable
preferential programsarethe Automotive Products Trade Act, the Agreement on Tradein Civil
Aircraft, the U.S.-Canada Free-Trade Agreement, and the U.S.-Israel Free Trade Area
Implementation Act of 1985, all the foregoing are explained in general note 3(c) to the HTS. For
shipments deemed cover ed by these two provisions, the special duty rate from the appropriate
provision in HTS chapters 1-97 is ascertained. If the goods qualify under that program'srules of
preference, that special duty rate would be applied to the dutiable portion of the shipment'svalue.

Special Access Program/Special Regime

Statistical reporting number 9802.00.8010 covers" articles eligible pursuant to bilateral textile
agreementsfor entry under a Special Access Program or Special Regime, and entered in compliance

1'The blanket exemption from duty for any (?ualifying shipment under the note (regardless of the otherwise
applicable general or special duty rates provided for under the HTS), even for goods of U.S. origin, is not
commonly afforded elsewhere in the HTS. See general note 1 to the HTS.



with procedures established by the Committee for the Implementation of Textile Agreements
(CITA)." 2 Importersarerequired to report on entry documentsthe value of the U.S-fabricated
componentsincluded in the merchandise and the shipment's dutiable value (total value lessthe value
of U.S.-fabricated components), pursuant to statistical note 1(b), subchapter 11, chapter 98. The
Special Access Program (SAP) isavailable to designated CBERA beneficiary countries having
bilateral textile agreementswith the United States, * while the Special Regime (SR) islimited to textile
and apparel products of Mexico.

SAP bilateral agreements contain (1) guaranteed access levels (GALSs) for apparel assembled in
the particular CBERA country from U.S.-formed-and-cut fabric, and (2) regular quota limitsfor
apparé of the applicable Multifiber Arrangement (MFA) categories but not of such fabric. According
to CITA,* aspecific limit (SL) or a designated consultation level (DCL) for regular quotasand a GAL
isnegotiated for each MFA category covered by the SAP bilateral. GALs can beincreased upon
exporter request unless " unusual market disruption” occurs; SLshave set allowable annual percentage
increases; and DCLsareincreased only after bilateral consultation. GAL shipments under provision
9802.00.80 " typically qualify to have duty only assessed on the value added overseas (under HTS
tariff line 9802); however those entering under the" H" provision lose this duty benefit." * Special
CBI® Export Declarations must befiled at the time of exportation of fabric parts from the United
States, and the Customs Service can request documentary proof of the U.S. forming and cutting of such
parts. Foreign-origin trimmings, fasteners, and similar articles not exceeding 25 per cent of the cost of
componentsin the assembled product do not disqualify an apparel article from entry under the
GAL/SAP. Also, CBERA assemblers must file declar ations, and goods must be accompanied by the
textile visasand certificates of origin specified in the bilaterals.

The SR resulted from a 1988 bilater al agreement between the United States and Mexico, under
which many textile categoriesreceived quotasthat " distinguish between Mexican products produced
from foreign fabric and Mexican products assembled from U.S. formed and cut fabrics. I n essence,
each such category hasa sublimit for productsthat are not assembled from U.S. formed and cut
fabric." 7 To be dligible, goods must be eligible for entry under the heading, except that goodsthat enter
under the SAP would be covered by the" H" provision, and may qualify for inclusion under the SR
despite being excluded from the provision. The SR differsfrom the SAP in that, under the SR, each
category issubject toan SL, within which a sublimit is negotiated for apparel assembled from foreign
fabric. Thus, all SR shipments are charged against Mexico's quota for each category, in contrast to
GAL shipments, which are not charged against a CBERA beneficiary's quota. In other respects, the
two programs share many criteria and exclusions, particularly asto foreign-origin trimmings,
fastenings, and similar components. The SR seemsto have more stringent documentation and audit
provisions, probably dueto the wider range of goods potentially qualifying (under the larger Mexican
textile/maquiladoraindustry), and all goodsinvolved must enter through one of the common bor der
portsof entry. Under both the SR and the SAP, foreign-origin fabric that isfinished in the United States
and then cut for assembly abroad cannot bethe basisfor a claim of entry under the provision.

User Fees

Asnoted in earlier Commission reportson thesetariff provisions, the advent of the customs user
fee on December 1, 1986, prompted an increasein the quantity of goods for which igibility for entry

2 See chapter 98 of the HTS for the legal text of the provisions and applicable notes.

3 Announced by President Reagan on Feb. 20, 1986, and implemented June 11, 1986 (51 FR 21208).

4 U.S. Department of Commerce, Office of Textiles and Apparel, Special Access Program Information
Brochure, Dec. 1990.

S Ibid., pp. 1-2. CITA says the ""H" provision covers "the reimportation of apparel which has been assembled
from U.S. components and bleached, petmapressed, stonewashed, acidwashed, or dyed following assembly."
These processes may be among those that Customs would not deem to be permissible incidental operations undet
heading 9802.00.80, regardless of the country involved, so that such goods must be excluded from the SAP.

¢ Caribbean Basin Initiative.

7 Mexican Special Regime Program Information Brochure: Implementation Manual, prepared by the Office
of Textiles and Apparel in cooperation with the Customs Service, Oct. 24, 1988.



was claimed under the conditionally duty-free provisionsof HT S chapter 98. Initially, the fee was not
viewed as permanent, but it has been continued to help defray costs of the Customs Service
administration. The user feeisapplied to the dutiable value (foreign value added) for imports unde