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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 determined that it would
continue investigation No. 332-237 (originally instituted on August 19, 1986) to present and analyze
statistical data on imports under Harmonized Tariff Schedule (HTS) provision 9802.00.60 (metal of
U.S. origin processed in a foreign 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 (1970-93) under these tariff provisions and evaluates the most current 4-year
period 1990-93) on a sector-by-sector and commodity-specific basis.

In addition to the assessment on the use of provisions 9802.00.60 and 9802.00.80, this report
has a chapter that compares production sharing in the Caribbean Basin with operations in Mexico and
East Asia.
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EXECUTIVE SUMMARY

This report, prepared annually, examines the use of U.S. components and materials in
foreign assembly operations under production sharing provisions of the Harmonized Tariff Schedule
of the United States (HTS) and analyzes trends in such imports by commodity groups and leading
sources during 1990-93. Provision 9802.00.60 sets forth liberalized tariff treatment for certain metal
of U.S. origin processed in a foreign location and returned to the United States for further
processing; provision 9802.00.80 provides reduced tariff treatment for eligible imported 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 that engage in production sharing to benefit from low-cost
assembly in Mexico and the Caribbean in order to compete with labor-intensive articles made by
foreign producers, especially in Asia.

In addition to the assessment of recent trends in imports under the production-sharing
provisions, this report compares production sharing in the Caribbean Basin with assembly operations
in Mexico and East Asia.

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

o 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.
The $400 cap placed on the Customs Merchandise Processing Fee (user fee)
in October 1990 and the nearly completed phaseout of the user fee on imports
under the United States-Canada Free-Trade Agreement (CFTA) has continued
to reduce the incentive to enter duty-free articles under the production-
sharing provisions. Such imports from Canada dropped from $24.9 billion in
1990 to $3.6 billion in 1992 and to $3.0 billion in 1993.

o The apparel sector has had greater incentive than other industries to use
provision 9802.00.80 because of the sector’s relatively higher tariffs and
growing use of U.S.-origin content. Thus, although motor vehicles continued
to account for the largest, though declining, share of total 9802.00.80
imports, apparel accounted for over three-fifths of the duty savings (figure
A). The substantial growth of apparel imports under provision 9802.00.80
during 1990-93 is attributed to quota liberalization on 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 with
Asian suppliers in the U.S. market.

' 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.-origin metal,” "duty-free value,” and "duty-
free share.”

ix



Figure A
U.S. imports under HTS provision 9802.00.80: Shares oftotal value and duty savings, by selected

industries, 1993

Motor vehi%gz Other

Auto parts
engineg, 4%

Textiles,

apparel
11%

Semiconductors

Other 9% .
28% Auto parts, engines Textiles, apparel

7% 59%

Total value : Duty savings

$56.4 billion $1,002 million

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



o U.S. imports under HTS provisions 9802.00.60 and 9802.00.80 fell by
25 percent during 1990-93, to $57.3 billion, while total U.S. imports rose by
17 percent to $575 billion, as shown in table A. Duty savings from use of
these provisions rose from $684 million in 1990 to $1,002 million in 1993.
Imports under provision 9802.00.80 alone represented more than 98 percent
of the combined imports under 9802.00.60 and 9802.00.80 in 1993. The
principal supplying countries were Mexico and Japan, which collectively
accounted for 57 percent of total imports under 9802.00.80 in 1993. Imports
from all countries, except from Canada, grew by 5 percent (from $51.2
billion to $54.0 billion) during 1990-93. Motor vehicles accounted for 45
percent of the total value of HTS provision 9802.00.80 imports in 1993.
Goods shipped from Mexico alone accounted for nearly three-fifths ($9.7
billigrgl) of the duty-free content of U.S. imports under provision 9802.00.80
in 1993.

o Provision 9802.00.60 imports (U.S. metal articles processed abroad and
returned for further processing) continued to decline, falling by 39 percent
during 1990-93 to $848 million. Wrought aluminum (principally sheet used
in beverage containers and foil used for consumer packaging), steel sheet and
strip, and aircraft parts were the leading products imported under this
provision, accounting for 68 percent of the total in 1993. Goods shipped
from Canada, Mexico, and Japan accounted for $540 million, or 96 percent,
of the duty-free content of U.S. imports under provision 9802.00.60 in 1993.

o U.S. imports under provision 9802.00.80 accounted for 49 percent of
Mexico’s overall exports to the United States in 1993 and 57 percent of the
Dominican Republic’s exports, compared with only 16 percent of Germany’s,
13 percent of Japan’s, and 10 percent of Korea’s.

o Most U.S. production-sharing operations in the Caribbean Basin involve the
assembly of apparel. Apparel-sewing operations were initially important in
the development of in-bond, export processing plants in Mexico and East
Asia. However, production sharing in both locations eventually graduated to
higher value added, more advanced-technology assembly of auto parts and
electronic products. Despite the efforts of countries such as the Dominican
Republic and Costa Rica, to follow the Mexican and East Asian models of
industrialization, apparel is likely to continue to dominate Caribbean
production sharing because, in order to industrialize, the region faces such
disadvantages as a small local market, a limited resource base, logistical
complexities that add to transportation costs, and, in some countries,
inadequate physical, social, and political infrastructures.

0 As a location for foreign assembly, Mexico maintained a relative labor-cost
advantage compared with competing countries such as Taiwan, Korea, Hong
Kong, and Singapore during 1990-93. In 1993, average hourly compensation
in Mexico remained roughly half that in Asia’s newly industrialized countries
(NICs). 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 1993, U.S. parts

typically (a:ccoumed for only one-quarter of the value of such imports from the

Asian NICs.



Table A
U.S. imports under HTS provisions 9802.00.60 and 9802.00.80 and total imports, 1990 and 1993

Share of total
Change, imports under
: 1993 from 9802.00.60 and
Provision 1990 1993 1990 9802.00.80, 1993
--Million dollars-- Percent:
Imports under provision
9802.00.60:
Dutiable' . . . .......... - 561 286 -49 @)
Nondutiable'! . ......... 818 562 -31 1
Subtotal ............ 1,380 848 -39 1
Imports under provision
9802.00.80:
Dutiable® . . . .......... 54,303 39,478 -27 69
Nondutiable® . ......... 20.819 16.970 -18 30
Subtotal . ........... 75,122 56,448 -25 99
Imports under 9802.00.60 '
and 9802.00.80:
Dutiable . ............ 54,864 39,764 27 69
Nondutiable . ... ....... 21,638 17,532 -19 31
Total .............. 76,502 57.296 -25 100
Grand total U.S.
imports ........... 491,332 574,863 17 -

! 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 Less than 0.5 percent.

* 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.



o Changes in tariff treatment under the North American Free-Trade Agreement
(NAFTA) are expected to favor Mexico over Caribbean Basin countries in
their competition to attract foreign investment in production-sharing
operations. Under NAFTA, apparel sewn in Mexico from fabric formed and
cut in the United States enters the United States free of duty under newly
created (January 1, 1994) provision 9802.00.90. Comparable apparel sewn in
the Caribbean Basin receives duty-free treatment only on the value of the
U.S. formed and cut fabric and is subject to duty on the value added by
assembly in the Caribbean (labor costs, etc.).

o Products assembled in Mexico, other than apparel and textile articles, will be
placed on equal footing (in terms of duty-free tariff treatment) with products
assembled in the Caribbean Basin when the staged elimination of tariffs for
such products under NAFTA is complete in 2008. Under the Caribbean
Basin Economic Recovery Expansion Act of 1990, such products assembled
in the Caribbean entirely from U.S.-origin components and materials enter
the United States completely free of duty. Comparable imports from Mexico
were subject to duty on the value added to the U.S.-made components
through assembly in Mexico.

o NAFTA will eventually affect U.S. imports from Mexico under the
production-sharing provisions in much the same manner as the CFTA and
other preferential tariff treatment programs affected U.S. imports from
Canada under the 9802 provisions. In the initial years of the phaseout of
tariffs and the user fee, most importers are expected to continue to use the
production-sharing provisions, especially when the significant value of U.S.
components contained in such imports would be exempt from the customs
user 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, the use of the
production-sharing provisions will likely decline even though trade with
Mexico and the use of U.S. components in Mexican manufacturing operations
should increase, similar to the experience with imports from Canada.






CHAPTER 1. INTRODUCTION

Background and Scope of Production-Sharing Provisions 9802.00.60 and
9802.00.80 of the Harmonized Tariff Schedule 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 status was first clearly set forth
in the former Tariff Schedules of the United States (TSUS), items 806.30 and 807.00, in effect from
1963 to 1988. Subsequently, this tariff treatment was continued with some changes in terminology
and application, in provisions 9802.00.60 and 9802.00.80, subchapter II, chapter 98 of the
Harmonized Tariff Schedule of the United States (HTS), effective as of January 1, 1989.

Scope of Provisions

Provision 9802.00.60 pertains to articles of metal' (except precious metal) that are
manufactured or processed in the United States,” exported for further processing, and then returned
to the United States for still further processing. Eligible articles entered under this provision are
subject to duty only on the value of the foreign processing. Provision 9802.00.80 covers imported
goods that are assembled with U.S.-manufactured components. Such products are subject to duty
upon entry at the full entered value of the completed article minus the cost or value of the
identifiabie U.S.-origin components the article contains. In general, the duty is assessed on the value
added abroad. For imports to qualify under the 9802.00.80 provision, the goods must require no
further processing in the United States and only "operations incidental to the assembly process" (but
not manufacturing) may occur abroad.’ '

U.S. imports of merchandise involved in production-sharing activity enter almost entirely
under the 9802.00.80 provision. In 1993, this provision accounted for 99 percent of the total value
of such imports (table A in section "Executive Summary") and for 96 percent of the total duty-free
value (table B-1 in section "Appendix B"). The duty-free value, that is the value of the U.S.-origin
content, accounted for a combined 31 percent of the total value of imports under the 9802.00.60 and
9802.00.80 provisions that year (table A in section "Executive Summary"). ‘

Recent Trends in Imports Under Production-Sharing Provisions

Firms traditionally have used 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 operations to countries with low wage rates; (2) to reduce the cost of
cross-border transfers of both in-process materials and final goods; (3) to rationalize* production
between their U.S. and foreign establishments; (4) to use U.S.-made components to reduce the price
(or increase the profitability) of their goods in the U.S. market; and (5) to penetrate foreign markets.

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

2 Under each provision, foreign materials or components that are imported into the U.S. customs territory and
substantially transformed into new articles of commerce generally qualify as "U.S. 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).

3For the legal text of the provisions, see ch. 98 of the HTS and applicable notes. Also see U.S. International Trade
Commission (USITC), Production Sharing: U.S. Imports Under Harmonized Tariff Schedule Subheadings 9802.00.60 and
9802.00.80, 1987-1990, USITC publication 2469, Dec. 1991.

* 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 specialized in the production of fewer goods. This
trend can lead to greater efficiency and economies of scale and to interdependency between plants requiring coordination of
production planning. Rationalization of production across international boundaries is increasingly a common practice.

1-1



More specifically, the most important reason companies import under 9802.00.80 is to
reduce production costs by assembling U.S.-made components in countries with low labor rates such
as Mexico and those in the Caribbean Basin. Companies also use 9802.00.80 to reduce costs when
" rationalizing multinational operations, usually involving cross-border production of U.S. companies
and their Canadian affiliates. Costs are additionally reduced when foreign manufacturers, typically
motor vehicles producers in Japan, Germany, and South Korea, use U.S.-made parts in goods
destined to the U.S. market. ‘

~ The most significant operations making use of provision 9802.00.60 are U.S. metal
fabricators with plants in both the United States and Canada or Mexico. When firms exhaust certain
processing capacities on the U.S. side of the border, metal sheets or coil are sent to affiliates in
Canada or Mexico to have those particular functions performed. The processed metal is then
returned to the U.S. parent company or other U.S. affiliate for further processing.

More recently, firms have been using the production-sharing tariff provisions to benefit from
an exemption of the Customs user fee that was established in December 1986.° Before imposition of
the Customs user fee, there was no incentive to declare eligibility for imports under provision
9802.00.60 when importing duty-free articles such as aircraft parts and motor vehicle parts from
Canada qualifying under the Automotive Products Trade Act (APTA).® However, because the duty-
free portion of imports under 9802.00.60 is exempt from the user fee,” U.S. importers of otherwise
duty-free articles found it to their financial advantage to import these articles under the production-
sharing tariff provisions. Hence, beginning in 1987, there was a large increase in imports of duty-
free articles, mostly from Canada, under 9802.00.60. The $400 per entry cap placed on the user fee
in October 1990 and the phaseout of the user fee on imports under the United States-Canada Free
Trade Agreement (CFTA) greatly reduced the incentive to import under the production-sharing
provision.” As a result, imports from Canada under the provision, which had jumped from $83
million in 1986 to $902 million in 1990, dropped to $551 million in 1993.

The use of the production-sharing tariff provisions depends in large part on the amount of the
financial incentive involved. As tariffs are reduced or eliminated through trade agreements and tariff
preference regimes, so are the incentives to declare eligibility for entry under HTS provision
9802.00.80. The most visible example has been the effect of the staged elimination of tariffs on
U.S. imports from Canada under the CFTA. By 1993, the vast majority of imports from Canada
entered free of duty or were subject to a very low tariff under the CFTA. Furthermore, the
Customs user fee under the CFTA in 1993 was only 20 percent of the 0.17 percent ad valorem fee
applicable to most imports from other countries.® The following tabulation shows that during the
1990-93 period, coinciding with staged tariff and Customs user fee reductions under the CFTA,
imports of goods from Canada under provision 9802.00.80 decreased significantly.

U.S. imports from Canada - HTS 9802.00.80 share
Year HTS 9802.00.80 Total of total from Canada
————-Million dollars Percent
1990 .... 23,958 91,198 26.3
1991 .... 7,459 90,924 8.2
1992 . ... 2,901 98,243 3.0
1993 . ... 2477 110,482 2.2

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. For a discussion of the fee, see app. A

¢ Public Law 89-283, 79 stat. 1016, enacted Oct. 21, 1965.

" The customs user fee as applied toward goods originating in Canada underwent staged elimination under the CFTA.
The fee was reduced to zero on January 1, 1994 (see app. A).

*The customs user fee on Canadian origin goods was eliminated on January 1, 1994. For additional information about
the current status of the customs user fee, see app. A. For a discussion of the impact of the customs user fee on the use of
the production sharing provisions, see USITC, Production Sharing: U.S. Imports Under Harmonized Tariff Schedule
Subheadings 9802.00.60 and 9802.00.80, 1986-1989, USITC publication 2365, Mar. 1991, ch. 2.
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While imports froin Canada under the provision fell by 90 percent, total imports from Canada grew
by 21 percent and the use of U.S.-made components in Canadian operations manufacturing goods for
North American consumption continued at a strong pace.’

A similar scenario regarding imports from Mexico under HTS provision 9802.00.80 can be
expected once staged elimination of tariffs and the Customs user fee is completed under the
NAFTA." Production sharing will continue but use of the production-sharing tariff provisions will
virtually cease for all products except certain textile and apparel products as explained later.
However, in the short term, the use of the provisions for most goods will increase, reflecting
continued growth in U.S.-Mexico trade, both with the domestic industry in Mexico and with the
magquiladora industry. The following tabulation shows that U.S. imports from Mexico under HTS
provision 9802.00.80 rose by 23 percent in the first 11 months of 1994 over the corresponding 1993
level. Total U.S. merchandise imports from Mexico expanded by 25 percent during the period and
U.S. exports rose by 22 percent.

U.S. imports from Mexico HTS 9802.00.80 share
Year HTS 9802.00.80 Total of total from Mexico
-—————-Million dollars Percent
1990 ....... 12,811 29,506 434
1991 . ...... 14,127 30,445 46.4
1992 . ... ... 16,248 33,935 47.9
1993 . ...... 18,762 38,668 48.5
Jan.-Nov.:
1993 . ..... 17,293 35,451 48.8
1994 .. .... 21,192 44 436 47.7

These diverse trends have resulted in an overall decline in the value of imports under
production-sharing provisions relative to total U.S. imports during 1990-93. In 1993, the share of
total imports accounted for by entries under 9802.00.60 and 9802.00.80 returned to the pre-user fee
(1986) level of 10 percent (figure 1-1).

U.S. tariffs on almost all textile and apparel products from Mexico will be removed within 6
years of NAFTA’s adoption, or by 1999. To qualify for duty-free entry, such goods must meet the
NAFTA rules of origin. The basic origin rule is the "yarn forward" rule, which requires the goods
to be made in North America from the yarn stage forward (i.e., the production of the yarn, fabric,
and end product must occur there). However, those textile and apparel goods from Mexico that are
assembled entirely of fabric made and cut in the United States are now eligible for NAFTA duty-
free entry under the new 9802.00.90 provision." As U.S. duties are removed on textiles and apparel
from Mexico that meet the origin rules, such goods that contain U.S. components will not need to
enter under the 9802.00.90 provision to receive the duty-free benefit. In contrast, textile and apparel
goods assembled in Mexico from certain non-North American fabrics that were cut in the United
States are eligible for preferential NAFTA rates under the new 9802.00.80.55 provision up to

9 For a discussion of recent trends in U.S.-Canada trade, see USITC, U.S. Trade Shifts in Selected Industries: 1993
Annual Report, USITC publication 2805, p. 16. :

1 Chapter 3 in last year’s annual report discusses the impact of NAFTA on production sharing. See USITC,
"Implications of the North American Free-Trade Agreement for Mexico’s Maquiladora Industry and the Use of the
Production-Sharing Tariff Provisions," Production Sharing: U.S. Imports Under Harmonized Tariff Schedule Provisions
9802.00.60 and 9802.00.80, 1989-1992, USITC publication 2729, Feb. 1994, ch. 3. A recent publication by Lucinda
Vargas of the El Paso Branch of the Federal Reserve Bank of Dallas, Business Frontier, Nov./Dec. 1994, concurred with
the earlier USITC assessment that although the maquiladora program will disappear as a legal entity on
January 1, 2001, the assembly industry should continue to flourish under the NAFTA because the program’s attractiveness
as an investment alternative in Mexico will be enhanced by the agreement.

" This provision was created in connection with the adoption of NAFTA on January 1, 1994. Imports under this
provision will be discussed in future editions of this USITC annual report.
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specified annual "tariff preference levels" (TPLs).” See chapter 3 for a discussion of the advantages
that access to provisions 9802.00.80.55 and 9802.00.90 give to apparel assembly operations in
Mexico relative to comparable operations in the Caribbean Basin.

While imports under the production-sharing provisions from less-developed countries (LDCs)
continued to grow during 1990-93, imports from the developed countries (especially from Canada)
dropped dramatically after 1990 because of the new user fee cap (tables B-2 and B-15, figure 1-2).
The U.S. content of imports of transportation equipment from Canada, principally motor vehicles
and parts, stabilized at 50.5 billion following a consistent declining trend during 1989-92, from
$7.4 billion to $0.5 billion.® Most of the increase in imports from LDCs is attributable to growing
imports under 9802.00.80 provisions for electronic goods, motor vehicles, and auto parts from
Mexico and apparel from the Caribbean. The following tabulation illustrates the imports of
U.S.-origin content from developed and less-developed countries during 1990-93 and their shares of
total imports of U.S.-origin content:

(Billion dollars)
1990 1991 1992 1993
Developed countries.. 114 3.5 2.2 2.1
LDCs...cccevvennnnnnn 10.3 11.0 13.2 15.5
Total............ 21.6 14.5 15.3 17.6
(Percent of total)
Developed countries.. 53 24 14 12
LDCs...cceenveunennns . 47 16 86 88
Total............ 100 1 100 100

Trends in Imports Under Production-Sharing Provision 9802.00.60

U.S. imports under HTS provision 9802.00.60 continued to decrease significantly in 1993,
bringing the total decline in these imports to 39 percent since 1990 (table 1-1). The value of the
U.S.-origin content of such imports declined by 31 percent, to $562 million. Most of the decline in
imports under the 9802.00.60 provision during 1990-93 resulted from smaller shipments from
Canada and Japan (table 1-2). Those two countries, along with Mexico, have historically accounted
for most imports under the metal processing production-sharing provision. Germany and France,
countries that have traditionally been among the top sources, also experienced large percentage
declines in the duty-free value of U.S. imports under this provision during 1990-93.

Imports from Canada under HTS provision 9802.00.60 (measured in terms of the value of
the U.S.-origin metal before foreign processing) fell $13 million (4 percent) to $355 million in 1993
(figure 1-3). The duty-free value of U.S. imports of articles for making and breaking electrical
circuits from Canada declined from $115 million to $150,000 during 1990-93. This product, which
accounted for 90 percent of the decline in the duty-free value of imports from Canada during
1990-93, became eligible for duty-free entry under the CFTA. These articles consisted chiefly of
printed circuit boards made by a Canadian subsidiary of a major U.S. semiconductor and computer

2 This HTS provision was created in connection with the adoption of NAFTA on January 1, 1994. The TPLs permit the
import of a fixed quantity of certain goods at the NAFTA preferential rates; imports exceeding the TPLs are subject to the
'ggxer most-favored-nation rates.
Since 1965, virtually all imports of motor vehicles from Canada have been eligible to enter free of ordinary customs
duty under the Automotive Products Trade Agreement. Until Jan. 1, 1994, some were entered under 9802.00.80 as well to
avoid payment of the user fee on the U.S. content.
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Figure 1-2
U.S. imports under provisions 9802.00.60 and 9802.00.80: Duty-free portion accounted for by
developed and less developed countries, 1987-93
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Source: Based on official statistics of the U.S. Department of Commerce.
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Table 1-1
U.S. imports for consumption: Total and HTS provision 9802.00.60, 1990-93

‘ Duty-free value
Total 9802.00.60 of 9802.00.60
Year imports imports imports
Value (million dollars)
1990 . ... ... .. ... ... 491,332 1,380 818
1991 . ... ..., 483,778 1,148 630
1992 ... ... . 525,091 1,021 603
1993 ... ... ... 574,863 848 562
Change (percent)

1993 from 1990 ... .... .. 17 -39 -31
Average annual 1993

from1990 ............ 5 -15 -12

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

Table 1-2
Duty-free value of U.S. imports for consumption under HTS provision 9802.00.60, by principal
sources, 1990-93

Change in
value of
duty-free Share of
content, total duty-
1993 from free value
Source 1990 1991 1992 1993 1990 1990 1993
————Million dollars Percent: —
Canada . ....... 482 389 368 355 -26 59 63
Mexico . .. ..... 139 138 172 156 12 17 28
Japan . ... ..... 129 62 40 29 -78 16 5
France ........ 13 5 3 7 42 2 1
Korea ........ 3 2 4 4 24 @) 1
Germany ...... 17 10 4 3 -80 2 1
All others . ..... 35 24 13 7 -79 4 1
Total ....... 818 630 603 562 -31 100 100

" Less than 0.5 percent.
Note.—-Because of rounding, figures may not add to the totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 1-3
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, 1990 and 1993
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Source: Based on official statistics of the U.S. Department of Commerce.
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manufacturer.” In addition, the duty-free value of U.S. imports of aircraft parts from Canada under
9802.00.60 fell by 47 percent to $70 million during 1990-93." The drop in imports reflects changes
in the user fee that decreased incentives to import these duty-free products under HTS provision
9802.00.60. Aircraft parts enter duty free under the Agreement on Trade in Civil Aircraft."

Aluminum accounted for over half of all imports from Canada under provision 9802.00.60 in
1993 (table B-5). Because of capacity constraints, a U.S. company exports rolled aluminum to its
subsidiary in Canada, where it is Qrocessed into thinner canning sheet and then shipped to a U.S.
subsidiary of the parent company."’ ‘

Imports from Japan under HTS provision 9802.00.60 also decreased in 1993, falling by
$12 million (30 percent) to $28 million, mainly as a result of decreasing aluminum production-
sharing operations. Historically, Japanese producers have purchased scrap aluminum cans from the
United States for processing into high-grade aluminum canning sheet for U.S. can makers or
breweries.'® Japanese aluminum producers began buying scrap aluminum from the United States in
the 1980’s lv;vhen rising energy costs in Japan forced these companies to shut down their smelting
operations.

In recent years, however, Japanese producers have increasingly substituted unwrought
aluminum from Russia for U.S. scrap, resulting in a sharp decrease (from $118 million in 1990 to
$12 million) in U.S. imports of aluminum products from Japan under HTS provision 9802.00.60.”

Imports from Mexico under HTS provision 9802.00.60 have increased 12 percent overall
since 1990; however, in 1993, imports under this provision fell $12 million (7 percent) to
$156 million. Steel sheet and strip and motor-vehicle parts accounted for over half of all 9802.00.60
imports from Mexico in 1993. Most steel sent to Mexico for processing is from an Arizona mill that
generally operates its U.S. galvanizing facility at near-full capacity. Excess steel is shipped to an
affiliated plant in Mexico for galvanizing. Consequently, the level of steel sheet and strip imported
from Mexico under this provision fluctuates from year to year according to demand in the U.S.
market and capacity constraints at the Arizona steel producer’s U.S. galvanizing plant.” In 1993,
such imports dropped 25 percent to $43 million (measured in terms of U.S. content). That
$14 million decrease in steel imports was larger than the total reduction in all imports from Mexico
under this provision in 1993. Imports of steel sheet and strip are expected to decline because U.S.
producers added 2 million tons of galvanizing capacity during 1991-93.7

The 56 percent growth in imports of motor vehicle parts and engines from Mexico during
1990-93 (to $38.5 million in U.S. content) reflects the increasingly integrated nature of North
American motor vehicle manufacturing. Mexican plants perform labor-intensive metal processing

“The facility was built in Canada in the 1970s to supply parts to manufacturing and assembly subsidiaries of the U.S.
firm as well as other companies in Canada.

:U.Sﬁgcmﬁ mgn;facumers have expanded subcontracting of parts work to companies in Canada in recent years.

31 (pt 1) 619. '

:: C(:lmmission staff interviews with aluminum industry officials in Sept. 1986, Sept. 1993, and Feb. 1995.

Tbid. . .

1°U.S. Congress, Office of Technology Assessment, "Nonferrous Metals: Industry Structure—Background Paper,” OTA-
BP-E-62 (Washington, DC: U.S. Government Printing Office, Sept. 1990), pp. 6, 27. Aluminum smelters convert bauxite
or alumina to aluminum metal. This process is highly energy intensive. Melting aluminum-bearing scrap is less energy
intensive, requiring about 5 percent of the amount of energy consumed in aluminum smelting.

2 Staff interview with aluminum industry officials in Sept. 1994. Also see tables 1-3, B-14.

% Testimony of Santiago Clariond, President, Industrias Monterrey, at the public hearing in the matter of Certain Flat
Rolled Carbon Steel Products, USITC investigation Nos. 701-TA-319-332, 334, 336-342, 344, and 347-353 (Final) and
731-TA-573-579, 581-592, 594-597, 599-609, and 612-619 (Final), June 30, 1993, pp. 906-907.

2 For further information, see USITC, Certain Flat-Rolled Carbon Steel Products from Argentina, Austria, Belgium,
Brazil, Canada, Finland, France, Germany, Italy, Japan, Korea, Mexico, the Netherlands, New Zealand, Poland, Romania,
Spain, Sweden, and the United Kingdom, investigation Nos. 701-TA-319-32, 334, 336-342, 344, and 347-353 (Final) and
investigation Nos. 731-TA-573-579, 581-592, 594-597, 599-609, 612-619 (Final), USITC publication 2664, Aug. 1993, p.
1-52. The Commission’s investigations on steel had no impact on U.S. imports from Mexico as the Commission’s ruling
on corrosive resistent steel from Mexico was negative and no additional duties were imposed.
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operations for the Big Three U.S. automobile manufacturers (General Motors, Ford, and Chrysler).
In 1993, imports of motor vehicle parts from Mexico under provision 9802.00.60 decreased by 5
percent from the 1992 level. In terms of the value of the U.S.-origin metal, imports of engines
dropped by $10.3 million in 1993, while imports of other auto parts grew by $8.2 million.

Table 1-3 provides a comparison of trends in imports under provision 9802.00.60 by 13
major industry groups during 1990-93. Imports in most product categories decreased during the
period. The most significant, albeit relatively small, growth in imports under the provision occurred
in motor vehicle parts and engines (up $19 million).

U.S. importers realized duty savings of $13.6 million from the use of HTS provision
9802.00.60 in 1993.2 The nominal rate of duty rose from 2 percent in 1992 to 2.5 percent in 1993
(table 1-4). The significant decline in the value of duty-free imports entering under HTS provision
9802.00.60 from Canada resulted in a greater gortion of 9802.00.60 imports being dutiable. The
effective rate of duty remained at 0.8 percent.” Imports of processed iron and steel mill products
accounted for over half of the duty savings accrued from importing under HTS provision
9802.00.60, although these products represented just 19 percent of the total HTS provision
9802.00.60 imports in 1993. Conversely, aircraft parts and aluminum accounted for a combined
51 percent of U.S. imports under HTS provision 9802.00.60, but accounted for only a small part of
the duty savings because aircraft parts entered free of duty under the Agreement on Trade in Civil
Aircraft, and over 92 percent of the aluminum entered duty-free under the CFTA.

Trends in Imports Under Production-Sharing Provision 9802.00.80

The decline in U.S. imports under HTS provision 9802.00.80, following the adoption of the
user fee cap in October 1990, came to a halt in 1993, when such imports rose by 2 percent over the
1992 level to $56.4 billion (table 1-5). Nevertheless, these imports remained well below the 1990
peak of $75 billion. The share of total imports entering under 9802.00.80 dropped from 15 to
10 percent (table 1-6). The decrease in imports under provision 9802.00.80 in response to the
change in user fee regulations mostly involved motor vehicles and parts from Canada. Imports of
motor vehicles and parts (including internal combustion engines) from Canada under provision
9802.00.80, most of which are eligible for duty-free entry under APTA, dropped from $19.8 billion
in 1990 to $1.2 billion in 1993.

Imports under provision 9802.00.80 from countries other than Canada grew by 5 percent
during 1990-93. The value of U.S.-made components contained in 9802.00.80 imports from
countries other than Canada rose by a substantial 43 percent, to $16.2 billion, far exceeding the rate
of expansion in total imports (table 1-5). Mexico is by far the largest source of these non-Canadian
shipments, accounting for 60 percent of the duty-free portion of these imports in 1993.

Imports of motor vehicles and parts from the rest of the world under this provision averaged
$29.3 billion annually during 1990-93. In 1993, imports of motor vehicles and parts under provision-
9802.00.80 dropped by $2.4 billion, with Japan and Europe accounting for most of the decrease.

> The duty savings can be calculated by multiplying the value of U.S. content by the nominal rate of duty.
% The effective rate of duty is calculated by multiplying the nominal rate of duty by the ratio of the dutiable imports
under 9802.00.60 to total imports under 9802.00.60. .
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Table 14

HTS provision 9802.00.60: Share of total imports, duty-free share, nominal and effective rates of
duty, and duty savings, 1990-93

9802.00.60 Duty-free 9802.00.60 Total
_ imports to to total Rate of duty duty
Year total imports 9802.00.60 imports Nominal _ Effective savings
Million
Percent: dollars
1990 .... 0.3 59 2.3 1.0 19.5
1991 .... 0.2 55 1.7 0.8 10.3
1992 .. 0.2 59 2.0 0.8 13.8
1993 . 0.1 66 2.5 0.8 13.6

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

Table 1-5

Hng‘%_ggovision 9802.00.80: U.S. imports for consumption, total and HTS provision 9802.00.80,
1

Duty-free value of
Total 9802.00.80 imports 9802.00.80 imports

imports __Total Canada Other _ Total Canada Other
Value (million dollars)

1990 ............ 491,332 75,122 23,958 51,164 20,819 9,538 11,281
1991 ............ 483,778 56,308 7,459 48,849 13,865 2,124 11,741
1992 . ... ..., 525,091 55,365 2,901 52,464 14,733 812 13,921
1993 . ........... 574,863 56,448 2,477 53,971 16,970 769 16,201
Change (percent)

1993 from 1990 ... .. 17 -25 -90 5 -18 92 44
Average annual

1993 from 1990 .. .. 5 -9 -53 2 -7 -57 13

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

This decline was offset by increased imports in 1993 of apparel from the Caribbean and Mexico, and
motor vehicles and parts, motors, generators, television receivers, electrical conductors, and scientific
instruments from Mexico.

The ratio of the U.S. content to the total value of imports under HTS 9802.00.80 averaged
nearly 28 percent annually during 1990-93. The U.S.-origin content of HTS 9802.00.80 imports
amounted to $16.9 billion in 1993 (table 1-5), and the duty savings from using provision 9802.00.80
totaled $1.0 billion (table 1-6). The 26-percent increase in duty savings in 1993 over 1992 largely
reflected a 20-percent rise in imports of apparel and of other textile products under the provision
(ggm $5.36 billion to $6.42 billion), with most coming from the Caribbean Basin and Mexico
(table B-18).
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Table 1-6

HTS provision 9802.00.80: Share of total imports, duty-free share, nominal and effective rates of
duty, and duty savings, 1990-93

9802.00.80 Duty-free 9802.00.80 Total
imports to to total Rate of duty duty
Year total imports 9802.00.80 imports Nominal _ Effective savings
Million
Percent dollars
1990 .... 15 28 2.3 1.7 664
1991 .... 12 25 34 2.6 697
1992 .... 11 27 4.1 3.0 885
1993 .... 10 30 45 3.1 1,002

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

Principal Products

The leading products imported under 9802.00.80 in 1993 in terms of total customs value,
that is, U.S. content and foreign value added, were motor vehicles, which accounted for 45 percent
of total 9802.00.80 imports (table 1-7). Motor vehicles imported under the production-sharing
provision contain a smaller portion of U.S.-made parts (9 percent) than do most other products (47
percent) under HTS 9802.00.80. However, U.S.-made parts constituted 35 percent of the value of
motor vehicles from Canada and 42 percent of the vehicles from Mexico, compared with 2 percent
of vehicles from Japan and 1 percent from Germany (tables B-18 through B-21).

More important for analysis than the total value of imports under the production-sharing
provision is the value of the U.S. content of imports under HTS 9802.00.80, because it is the duty
exemption for qualifying components that provides the incentive for importing under this tariff
provision. In this context, the top import categories in 1993 were apparel (21 percent),
semiconductors (16 percent), motor vehicles (14 percent), "other" electrical articles” (13 percent),
and engines and other motor vehicle parts (10 percent) (table 1-7, figure 1-4).

Although imports under provision 9802.00.80 in several product categories decreased in
1993, the use of production sharing increased in other categories:

. Increase,

Product : 1992 1993 1993 over 1992

Million dollars—————-—-
Apparel ... ....... ... ..o 2,871 3,482 611
Semiconductors . .................. 2,234 2,715 481
Certain motor vehicle parts . ........... 1,312 1,490 178
Motor vehicles . . ... ............... 2,156 2,306 - 150
Certain pharmaceutical products . ........ 13 157 144
Television receivers . . . ... ........... 522 642 120
Printed circuitboards . ............... 625 739 114

Scientific and medical

INSETUMENLS . . . . . v vt v e e e e e e ee e 496 594 98
Motors and generators . .............. 351 425 74
Electrical conductors . . .............. 1,052 1,122 70
Allother . ... ...... ... . ... ...... 3.101 3,298 198
Total ... ................ vLoL.. 14,733 16,970 2,237

 Most of these products are ignition wiring sets for motor vehicles.
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Figure 1-4
Value of U.S.-made components contained in imports under provision 9802.00.80, by selected
industries, 1990 and 1993

Billion dollars
9
8 L]
L]
|
[ |
]
L]
L |
6
5
4
3
2
1
o 2 3
1990 1993
(Percent of total)
Items 1990 1993
Zaiid Apparel 9 21
& Semiconductors 13 16
(w1 Motor vehicles 40 14
Other electrical articles 12 13
ﬁ Motor vehicle parts 7 10
All other 19 26

Source: Based on official statistics of the U.S. Depértmem of Commerce.
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Imports from Mexico accounted for almost all of the increase in the U.S.-content of motor
vehicles, motor-vehicle parts, television receivers, printed circuit boards, scientific and medical
instruments, electrical conductors, and motors and generators. Mexico, along with the Caribbean
countries, accounted for almost all the growth in the U.S. content of 9802.00.80 apparel imports.
Growth in the U.S. content of semiconductor imports came from Mexico, Malaysia, and the
Phigpping‘g. The Bahamas were responsible for the rise in imports of certain pharmaceutical
products.

Principal Sources

Although Mexico, Japan, and Germany were the leading suppliers of imports under provision
9802.00.80 in 1993, the Dominican Republic and Mexico had by far the largest ratios of 9802.00.80
imports to total U.S. imports from the respective countries among leading suppliers (table 1-8).
Mexico became the dominant supplier of U.S. imports under provision 9802.00.80 in 1991, in terms
of the value of the U.S. content, as a result of substantially reduced imports from Canada under the
provision. The Dominican Republic was a distant second in 1993, followed by Malaysia and Canada
(table 1-9, figure 1-5). Mexico’s share of nondutiable 9802.00.80 imports expanded by a substantial
52 percent during 1990-93, and such imports from the Dominican Republic more than doubled.

Imports from developing countries under provision 9802.00.80 amounted to $31.2 billion in
1993 and accounted for 55 percent of total 9802.00.80 imports (table B-15). U.S.-made components
totaled $15.3 billion. By comparison, duty-free imports from LDCs totaled $19.6 billion under the
Generalized System of Preferences in 1993, $1.9 billion under the Caribbean Basin Economic
Recovery Act, and $0.4 billion under the Andean Trade Preference Act.”

Mexico was the primary source of 9802.00.80 imports from developing countries in 1993, in
terms of the total value (U.S.-made components and foreign-value added). Mexico provided 60
percent of the imports from all developing countries, followed by Malaysia, Korea, the Dominican
Republic, and Singapore with 5 percent each. The major products from Mexico under the
9802.00.80 provision were motor vehicles and parts, television receivers, electrical conductors, other
electrical components and subassemblies, and apparel. Semiconductors accounted for nearly all of
the 9802.00.80 imports from Malaysia and they were the leading import from Korea, followed by
motor vehicles and footwear. Apparel dominated production sharing imports from the Dominican
Republic, while office machines and semiconductors were the leading products from Singapore.

Duty Savings

The apparel industry has by far the greatest incentive of any industry sector to use the tariff
advantages of provision 9802.00.80. High U.S. tariffs on imported apparel and the high portion of
the total Customs value of apparel sewn in the Caribbean accounted for by U.S.-origin content led to
the largest duty savings received by any industry—$592 million in 1993. Of the 22 industry
categories examined, apparel producers using this HTS provision tended to haye the highest ratios of
U.S. content to total value (table 1-7). For example, after chemical products,” 9802.00.80 imports

21J.S.-based firms that make aromatic drugs in the Bahamas from U.S.-origin stock increased their use of HTS
provision 9802.00.50.10 in 1993 following expiration of a temporary duty suspension that had allowed specified aromatic
drugs to enter the United States free of duty. Provision 9802.00.50.10, created pursuant to the Caribbean Basin Economic
Recovery Expansion Act of 1990, allows products that are altered (but not assembled) in eligible Caribbean Basin countries
and that contain only U.S.-origin content to be imported free of duty. There is no duty applied to the value added in
eligible Caribbean countries. Statistics on imports under provision 9802.00.50 are reported together with imports under
provision 9802.00.80. For more information about imports under the Caribbean Basin Economic Recovery Act, see
USITC, Impact of the Caribbean Basin Economic Recovery Act on U.S. Industries and Consumers: The First Ten Years of
CBERA, USITC publication 2813, Sept. 1994.

%19 U.S.C. 3201, 105 Stat. 1236 et seq.

= Chiefly pharmaceutical processing and assembly of rubber and plastic articles.
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Table 1-8
HTS provision 9802.00.80: Principal suppliers, total U.S. imports, 9802.00.80 imports, U.S. content of

9802.00.80 imports, share of total U.S. imports accounted for by $802.00.80 imports, and share of 9802.00.80
imports accounted for by U.S. content, 1993

Share of total
Total imports U.S. content U.S. imports Share of 9802.00.80
Total U.S. under provision of 9802.00.80 accounted for imports accounted

Source imports 9802.00.80 imports by 9802.00.80 _ for by U.S. content

-------------- Million dollarg--=------====-  --=-----------Percent------=----=---
Mexico . . « « « o « . 38,668 18,761 9,716 49 52
dapan . . . . . . . . . 106,162 14,135 . 460 13 3
Germany . . « « « « « 28,103 4,578 84 16 2
Canada . ....... 110,48 2,477 769 2 3
Malaysia . .. .. .. 10,482 1,669 79 16 48
Korea . « « « = + o « & 16,986 1,656 474 10 29
Dominican Republic . . 2,667 1,523 1,038 . 57 68
Singapore . . . . . . . 12,744 1,461 - 353 1 24
Philippines . . . . . . 4,864 1,049 485 22 46
United Kingdom . . . . 21,303 1,006 91 5 9
All others . . . . . . 222,400 8,132 2,707 4 33
Total . . . . . .. 574,863 56,448 16,970 10 30

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

Table 1-9
HTS provision 9802.00.80: Duty-free value of U.S. imports for consumption, by principal sources, 1990-93
Change in
value of
duty-free Share of
content, total duty-
1993 from free value
Source 1990 1991 1992 1993 1990 1990 1993
------- Million dollars------- -----------Percent-----------
Mexico . . ¢ o v o & - .. 6,388 7,103 8,507 9,716 52 31 57
Dominican Republic . . . . . 488 643 871 1,038 113 2 6
Malaysia . ... . .. e e . 578 532 611 794 37 3 5
Canada . . « « « « = « « « « 9,538 2,124 812 769 -92 46 5
Philippines . . . . . . . .. 259 283 368 485 87 1 3
KOrea . v v« = v « o o o « o « 602 495 439 474 -21 3 3
Japan . . . . h s e e e ... 582 472 496 460 -21 3 3
CostaRica . . . o« ¢ o o« 214 264 354 398 86 1 2
SiNgapore « - « v v 4w ... 353 290 344 353 &) 2 2
TaiWwan .« & ¢ ¢ ¢ ¢ o o« « o & 235 220 298 336 43 1 2
All others . . . .. .. .. 1,580 1,441 1,633 2,147 36 7 13
Total . « &« & ¢ ¢ ¢ o o & 20,819 13,865 14,733 16,970 -18 100 100

1 Increase of less than 0.5 percent.
Note.--Because of rounding, figures may not add to the totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 1-5
HTS provision 9802.00.80: U.S.-made components contained in imports from leading sources, by
share of total and by value, 1990 and 1993

Billion dollars
10
9
8
7
6
5
4
3
2
1
0 2
1990 1993
(Percent of total)
Countries 1990 1993

Mexico 31 57

Four Asian NICs' 8 12

Dominican Republic 2 6

Canada 46 5

| All other 13 20

1 Malaysia, Korea, Singapore, and Taiwan.

Source: Based on official statistics of the U.S. Department of Commerce.
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of garments, trousers, and shirts had the highest ratios of U.S. content to total value (67 percent,

63 percent, and 63 percent, respectively) in 1993, whereas motor vehicles had the lowest ratio

(9 percent). Despite supplying only 11 percent of total imports under provision 9802.00.80 in 1993,
the apparel industry received 59 percent of the duty savings. Conversely, motor vehicles accounted
for 45 percent of total 9802.00.80 imports, but only for 8 percent ($63 million) of the duty savings.
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CHAPTER 2. ANALYSIS BY INDUSTRY OF IMPORTS UNDER
PRODUCTION-SHARING PROVISION 9802.00.80

Transportation Equipment’

Motor vehicles and parts have dominated the use of the U.S production- sharing tariff
provisions in recent years. The Big Three U.S. automakers and their top automotive parts suppliers
are the largest users of production-sharing provisions. These uses include the assembly of vehicles
in Canada (using both Canadian- and U.S.-made parts) to be marketed in both Canada and the
United States and the assembly of motor vehicle parts in Mexico from U.S.-made components, with
almost all of the parts returning to the United States for the further assembly of 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
gi'ovision 9802.00.80 and adding to the transportation equipment sector’s importance in the use of

e provision.

The dominant position of motor vehicles and parts in production-sharing trade became most
pronounced after 1986 when the customs user fee (appendix A) went into effect. Even prior to
implementation of the CFTA in 1989, nearly all motor vehicles and parts from Canada entered the
United States free of duty under the Automotive Products Trade Act (APTA) of 1965. Since there
was no duty to be saved, U.S. importers of motor vehicles and parts from Canada did not utilize the
production-sharing provision, even though most imports under APTA contain U.S.-made parts.
Because the duty-free portion (U.S. content) of imports under the production-sharing provisions is
exempt from the customs user fee, the motor vehicle industry in November 1986 began using
provision 9802.00.80 when importing already duty-free motor vehicles and parts from Canada. This
practice continued until late 1990 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 phased out under the CFTA.

Because of the importance of motor vehicles and parts in total U.S.-Canadian trade and 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
by 15 percent to $108.4 billion during 1990-93 (table 2-1, figure 2-1), U.S. imports of these
products entered under provision 9802.00.80 fell by 44 percent, dropping to $30 billion in 1993
from $53 billion in 1990. A $20.0 billion reduction in U.S. imports of motor vehicles entering
under provision 9802.00.80 contributed largely to this decrease. The value of U.S.-made
components in 9802.00.80 transportation equipment imports dropped by nearly two-thirds to
$3.8 billion during 1990-92, but rose by 10 percent in 1993.

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 value of the U.S.-made components of
imports under the provision between 1985 (the year before the user fee went into effect) and 1993,
as shown in the tabulation below (in millions of dollars):

Source 1985 1990 1992 1993
Canada.......... 62 7,665 500 533
Mexico. ......... 643 1,874 2826 3,192
All other........ 388 973 - 504 491

! 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.
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Table 2-1

Transportation equipment: U.S. imports for consumption, total, and provision 9802.00.80, 1990-93

Duty-free value
Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1990....cceieieiianns 94,586 52,765 10,512
1991, 92,526 35,348 4,525
1992...ciiiiieenens 98,136 31,853 3,830
1993. .. 108,354 29,588 4,216
Change (percent)
1993 from 1990....... 15 -44 -60
Average annual 1993
from 1990.......... 5 -18 -26

Source: Compiled from official statistiés of the U.S. Department of Commerce.
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The data contrast the erratic trend in imports from Canada (indicative of the changes in the user fee)
with 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 of decreased imports of vehicles from Europe during 1990-93.

_ 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 drop from $21 billion in
1990 to $2 billion in 1993, total U.S. imports of transportation equipment from Canada actually
increased from $27 billion to $36 billion; this trend indicates that the reduced use of provision
9802.00.80 has not significantly altered the patterns of merchandise trade between the United States
and Canada or the use of U.S.-made components in Canadian manufacturing and assembly
operations.

In 1993, 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), representing the same
portion as in 1992. Motor vehicles remained the single largest category of imported transportation
products, although their share of the total duty-free value of transportation equipment declined from
79 to 55 percent during 1990-93. Conversely, the duty-free share accounted for by motor vehicle
parts rose from 10 to 35 percent ($1.5 billion). The ratio of provision 9802.00.80 imports to total
imports of transportation equipment decreased steadily to 27 percent in 1993, and the share of
provision 9802.00.80 imports accounted for by U.S.-made components fell to 14 percent (table 2-2).
The declines in each reflect the reduced use of provision 9802.00.80 when companies import motor
vehicles and parts from Canada. Duty savings on imports of transportation equipment resulting from
the use of provision 9802.00.80 amounted to $113 million in 1993 (table 2-2).

Japan remained the leading overall supplier of transportation equipment to the United States
during 1990-93 and, together with Canada, accounted for an average of approximately 70 percent of
such imports. Nearly one-half of all such imports from Japan entered under provision 9802.00.80
during 1990-93, while the share of U.S. imports of transportation equipment from Canada entering
under provision 9802.00.80 declined steadily from 75 percent in 1990 to 4 percent in 1993.

This decline in imports from Canada entering under provision 9802.00.80, combined with
continued growth in the use of assembly facilities in Mexico by U.S. producers of motor vehicles
and auto parts, again made Mexico the leading supplier of transportation equipment in 1993 in terms
of the value of U.S.-made components contained in imports under 9802.00.80 (table 2-3, figure 2-3).
Such imports from Mexico rose over 70 percent during the period to $3.2 billion, accounting for
76 percent of total imports of transportation equipment under 9802.00.80 (U.S. content) in 1993.
Imports under the production-sharing provisions accounted for 82 percent of total U.S. imports of
transportation equipment from Mexico in 1993, indicating the importance of the maquiladora industry
to total export-oriented production 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, 33 percent from Canada, but only 2 percent from Japan. ’

Mexico accounted for 75 percent of the duty-free value of U.S. imports of motor vehicles
under HTS provision 9802.00.80 in 1993. Mexico was the top supplier in 1993 of both internal
combustion engines (60 percent) and other motor vehicle parts (92 percent). Canada’s share of
motor vehicles totaled 9 percent, the same as in 1992. However, Canada remained the leading
source of nonmilitary aircraft and spacecraft under provision 9802.00.80, accounting for 80 percent
($182 million) of the total value of the U.S.-made components contained in such imports.



Figure 2-2
Transportation equipment: Value of U.S.-made components contained in imports under provision
9802.00.80, by selected industries, 1990 and 1993
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(Percent of total)
Items 1990 1993

Motor vehicles 79 55
Motor vehicle parts 10 35
Airplanes and spacecraft 6 5
nternal combustion engines 3 4
All other 2 1

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



Table 2-2
Transportation equipment: Share of total imports, duty-free share, nominal and effective rates of
duty, and duty savings under HTS provision 9802.00.80, 1990-93 :

Duty-free
9802.00.80
9802.00.80 to total Total
imports to 9802.00.80 Rate of duty duty
Year total imports imports Nominal _Effective savings
Million
Percent dollars
1990....... 56 20 1.1 0.9 125
1991....... 38 13 1.8 1.6 84
1992....... 32 12 2.4 2.1 91
1993....... 27 14 2.7 2.3 113

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

Table 2-3
Transportation equipment: Duty-free value of U.S. imports for consumption under HTS provision
9802.00.80, by principal sources, 1990-93

Change in

value of

duty-free Share of

content, total duty-

1993 from free value
Source 1990 1991 1992 1993 1990 1990 1993

————————-Million dollars Percent-
Mexico. . ........ 1,874 2,201 2,826 3,192 70 18 76
Canada . ......... 7,665 1,761 500 533 93 73 13
Japan . .. ........ 346 270 284 246 -29 3 6
Germany ........ 84 72 78 78 -7 1 2
France .......... 105 53 47 55 48 1 1
United Kingdom . . .. 122 17 17 32 -74 1 1
Sweden ......... 47 24 13 26 -45 ® 1
Allothers ........ 269 127 65 54 -80 3 1
Total ......... 10,512 4,525 3,830 4,216 -60 100 100

* Less than 0.5 percent.
Note.—-Because of rounding, figures may not add to the totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-3

Transportation equipment: Value of U.S.-made components contained in imports under provision
9802.00.80, by leading countries of assembly, 1990 and 1993

Bilslion dollars

1993
(Percent of total)
Countries 1990 1993
o Mexico 18 76
Canada 73 13
Japan 3 [
All other 6 5

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

Total U.S. imports of electronic products rose by 43 percent during 1990-93 (table 2-4).
However, the value of U.S. imports of these products under provision 9802.00.80 and the value of
the U.S.-made components contained in these imports dropped by 1 and 6 percent to $12.1 billion
and $5.3 billion, respectively. The use of the production-sharing provision increased by 12 percent
in 1993 compared with 1992; however, imports under the provision were 1 percent below the peak
year of 1990, reflecting phase out of the user fee and staged elimination of duties under the CFTA.
Thus, total imports of electronic products from Canada under provision 9802.00.80 dropped from
$2.0 billion in 1990 to $154 million in 1993. Although the use of 9802.00.80 provision decreased,
production-sharing activities did not as indicated by the increase in total imports of electronic
products from Canada which rose from $5.6 billion to $6.4 billion.

Japan was by far the leading supplier of electronic products to the U.S. market, accounting
for 34 percent of total U.S. imports in 1993. Singapore and Taiwan were the next leading suppliers
and accounted for 10 and 9 percent, respectively. However, only about 1 percent of electronic
products imported from Japan entered under provision 9802.00.80 in 1993. Most imports under the
provision are from foreign facilities with low cost labor that are either owned by or under contract
with U.S. manufacturers. U.S. firms tend to use the tariff provision to reduce their production costs
in order to be more competitive with imported goods, principally those from Japan and other
countries in Asia, such as Malaysia, the Philippines, Singapore, Taiwan, Thailand, and China.

Mexico remained the preferred location for such assembly, accounting for 43 percent, or
$5.2 billion, of U.S. imports of electronic products under provision 9802.00.80 in 1993. This
represented a 29-percent rise from 1990. Malaysia accounted for 14 percent of imports under
provision 9802.00.80 in 1993, followed by Singapore with 11 percent. In 1993, imports of
electronic products from Mexico under this provision accounted for 77 percent of total U.S. imports
of such equipment from Mexico, compared with 22 percent from Malaysia and 14 percent from
Singapore, demonstrating the relative importance of the production-sharing operations 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 34 percent during 1990-93 to $2.2 billion and accounted for 42 percent of all
U.S.-made components assembled abroad and reimported as assembled electronic products in 1993
(figure 2-4, table 2-5). Meanwhile, responding to the change in the user fee, imports from

% Electronic products covered by this category include such articles as office equipment, televisions, radios, stereo
equipment, telephone and other communication apparatus, semiconductors, and such other electrical articles as capacitors,
resistors, voltage regulators, vacuum tubes, and printed circuit boards.
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Table 2-4
Electronic products: U.S. imports for consumption, total, and provision 9802.00.80, 1990-93

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

Value (million dollars)

1990....cimiiiiiiiiiienans 70,988 12,220 5,604
1991, i 76,267 10,088 4,066
1992, . ceiiiiiiiiiieens 87,565 10,792 4,540
1993, .. i 101,567 12,102 5,258
Change (percent)

1993 from 1990........... 43 -1 -6
Average annual 1993

from 1990.............. 13 Q) 2

" Less than -0.5 percent.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-4

Electronic products: Value of U.S.-made components contained in imports under

provision 9802.00.80, by leading countries of assembly, 1990 and 1993

\
AN \
-\ \

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

1993
(Percent of total)
Countries 1990 1993
L&J  Mexico 30 42
Malaysia 6 15
Korea 9 8
2 Philippines 4 8
Singapore 6 6
Canada 27
All other 13 19

2-10




Table 2-5
Electronic products: Duty-free value of U.S. imports for consumption under HTS provision
9802.00.80, by principal sources, 1990-93

Change in

value of

duty-free Share of

content, total duty-

1993 from free value
Source 1990 1991 1992 1993 1990 1990 1993

Million dollars-——————-—- ----—————-Percent
Mexico . .. .... 1,670 1,735 1,926 2,234 34 30 42
Malaysia . . . . .. 576 530 609 791 37 10 15
Korea ....... 517 414 390 430 -17 9 8
Philippines . . .. 231 252 323 427 85 4 8
Singapore . .. .. 339 277 326 334 -1 6 6
Taiwan . . ..... 198 200 267 298 51 4 6
Thailand ... ... 166 127 126 201 21 3 4
Japan . ....... 201 179 191 184 -8 4 3
Hong Kong . . .. 84 98 120 121 44 1 2
Canada . . ... L. 1,497 101 59 35 98 27 1
All others ... .. _125 153 203 203 62 2 4
Total ...... 5,604 4,066 4,540 5,258 -6 100 100

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

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

Canada fell by 98 percent to $35 million because companies lost the incentive to declare eligibility
for entry under provision 9802.00.80 for semiconductors, the bulk of which are free of duty.
Semiconductors are the principal electronic products imported from Malaysia, the Philippines, Korea,
Taiwan, and Singapore.

The duty savings from importing electronic products under provision 9802.00.80 was
$133 million in 1993 (table 2-6). Articles for making and breaking electrical circuits, with a
trade-weighted average nominal duty rate of 4.9 percent ad valorem, accounted for over one-fourth
of the duty savings in 1993, a share slightly less than that recorded in 1992. The value of the
U.S.-made components contained in imports of semiconductors accounted for about one-half of all
duty-free imports of electronic products under provision 9802.00.80. However, because the average
nominal duty on semiconductors in 1993 was only 0.06 percent ad valorem, the duty savings from
importing semiconductors under provision 9802.00.80 amounted to only $1.7 million, or 1 percent of
the industry group total.

The value of the U.S.-made components contained in the imports of articles for making and
breaking electrical circuits dropped by 46 percent during 1990-93, from $1.4 billion to $739 million
(table B-6), as a result of substantially reduced imports from Canada. The decrease in the value of
the U.S.-made components in such articles was a major factor in the decline in the value of
U.S.-made components in the electronic products sector. U.S.-based computer makers sought to
reduce production costs to remain price-competitive by purchasing lower cost components from
suppliers in Asia, such as Singapore and Taiwan. Conversely, the overall decrease was mitigated by
increases in imports of other products in the sector. The U.S.-content of imports of television
receivers nearly doubled, from $323 million to $642 million (figure 2-5).
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Table 2-6

“Electronic produtts: Share of total imports, duty-free share, nominal and effective rates of duty, and
duty savings under HTS provision 9802.00.80, 1990-93

Duty-free
9802.00.80
9802.00.80 to total Total
imports to 9802.00.80 Rate of duty duty

Year total imports imports Nominal __ Effective  savings
Million

Percent: dollars

1990....... 17 ’ 46 2.2 1.2 126.8

1991....... 13 40 2.5 1.5 103.3

1992....... 12 42 2.5 1.5 114.9

1993....... 12 43 2.5 1.4 132.9

Source: Compiled from ofﬁcial statistics of the U.S. Department of Commerce.
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Figure 2-5
Electronic products: Value of U.S.-made components contained in imports under
provision 9802.00.80, by selected industries, 1990 and 1993
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300
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1990 1993
(Percent of total)
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Semiconductors 49 52
Articles for making and breaking
electrical circuits 24 14
Television receivers 6 12
Office machines 10 9
P
=== All other 11 13

Source: Based on official statistics of the U.S. Department of Commerce.
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Malaysia was the leading supplier of semiconductors under provision 9802.00.80 in 1993,
accounting for 29 percent of the total U.S. content value. The Philippines supplied 16 percent of the
value, becoming the second leading supplier ahead of Korea (15 percent). Mexico was the principal
source of the duty-free value of U.S. imports of articles for making and breaking electrical circuits,
accounting for 88 percent of the total in 1993. U.S. imports of television receivers from Mexico
accounted for 99 percent of the total the duty-free value in the same year. By the same measure,
Mexico and Japan were the leading suppliers of imports of office machines accounting for 38 and
26 percent, respectively, in 1993.

Machinery

Total U.S. imports of machinery rose erratically, from $39.3 billion in 1990 to $45.8 billion
in 1993, an increase of 17 percent (table 2-7). Machinery imports under HTS provision 9802.00.80
grew to $5.1 billion in 1993, up 28 percent from 1990. The principal categories of machinery
imported from production-sharing operations are electrical conductors; motors and generators;
electric household appliances; transformers; construction and mining equipment; taps, cocks, and
valves; and equipment for lifting, handling, loading, and unloading. These products accounted for
over 80 percent of the total value of U.S. imports of machinery under HTS provision 9802.00.80 in
1993. Imports under the production-sharing provision accounted for 11 percent of total U.S. imports
of machinery in 1993 (table 2-8).

The U.S. component value in provision 9802.00.80 imports totaled $2.5 billion in 1993.
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 2-6). The 1993 shares of U.S.-made components
for electrical conductors and motors and generators were nearly identical to those in 1992. The bulk
of the electrical conductors are assembled in Mexico by, or for, the North American motor vehicle
industry. .

In general, U.S. producers of machinery use provision 9802.00.80 to import from Mexico
labor intensive products assembled from U.S.-made components. A major portion of such imports
from Mexico are between U.S. producers and their Mexican subsidiaries.

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 $95 million in 1993,
representing a 35-percent increase over the 1990 total. Importers of electrical conductors saved $55
million in duties in 1993 by importing, in large part, wire harnesses under provision 9802.00.80.
This amounted to 58 percent of total duty savings in the machinery category in 1993.

Japan was the leading supplier of total U.S. imports of machinery throughout 1990-93,
accounting for nearly one-quarter of such imports in 1993. Germany supplied 14 percent in this
year, and Mexico and Canada provided about 12 and 11 percent, respectively. However, a very
small portion of machinery imported from Japan and Germany contained U.S.-made parts (no more
than 1 percent of the total value of each country’s exports of machinery to the United States entered
under provision 9802.00.80), whereas most imports of machinery from Mexico were assembled from
U.S.-made parts (70 percent entered under 9802.00.80). Similarly, U.S. firms exported such articles
as batteries, catalytic converters, and airbags to Japan and Germany to be incorporated by Japanese
and German motor vehicle producers into their respective motor vehicles. These articles account for
a very small portion of the total value of a car. As a result, Japan and to a lesser extent Germany,
accounted for major shares of the total value of 9802 imports of machinery in 1993 but only modest
amounts of the duty-free value. Although total imports of machinery from all of the top four
suppliers (Japan, Germany, Canada, and Mexico) increased during 1990-93, the growth in imports
from Mexico was most pronounced, increasing by 52 percent, from $3.5 to $5.4 billion. Increased
U.S. consumer demand for automobiles that contain wire harnesses assembled from U.S. parts
helped spark the rise in the value of imports from Mexico.
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Table 2-7
Machinery: U.S. imports for consumption, total, and provision 9802.00.80, 1990-93

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

Value (million dollars)

1990......cciiininnenn. 39,288 4,001 1,826
1991, 37,802 4,103 1,900
1992, ..ciiiiininnee. 40,737 4,727 2,271
1993.. e 45,841 5,130 2,485
Change (percent)

1993 from 1990...... ' 17 28 36
Average annual 1993

from 1990......... ‘ 5 9 11

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

Table 2-8

Machinery: Share of total imports, duty-free share, nominal and effective rates of duty, and duty
savings under HTS provision 9802.00.80, 1990-93

Duty-free
9802.00.80
9802.00.80 to total
imports to 9802.00.80 Rate of duty Total duty
Year total imports imports Nominal _Effective savings
Million
Percent dollars
1990....... 10 46 3.8 2.0 70.0
1991....... 11 46 3.9 2.0 74.2
1992....... 12 48 4.1 2.1 92.1
1993....... 11 48 3.8 2.0 94.6

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-6

Machinery: Value of U.S.-made components contained in imports under provision 9802.00.80,
by selected industries, 1990 and 1993
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Electrical conductors 44 45
Motors and generators 14 17
Electric household appliances
Taps, cocks, and valves
=== Transformers 5
Other 24 18

Source: Based on official statistics of the U.S. Department of Commerce.
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The following data are in terms of the value of U.S.-made components contained in the
imports: U.S.-made components accounted for 59 percent of the value of U.S. imports of machinery
from Mexico under provision 9802.00.80 in 1993, compared with 25 percent of the value of imports
from Canada and 15 percent of the value of imports from Japan. Imports from Mexico accounted
for 89 percent of total imports of machinery under 9802.00.80 in 1993, and Canadian assembly
accounted for 4 percent (table 2-9, figure 2-7). Mexico supplied 94 percent of U.S. imports of
electrical conductors, 96 percent of the motors and generators, 94 percent of the electric household
appliances, 91 percent of the taps, cocks, and valves, and 93 percent of the transformers.

Textiles, Apparel, and Footwear
Level of Trade and Duty Savings

Total U.S. imports of textiles, apparel, and footwear (hereafter textiles) rose by 28 percent
during 1990-93, to $53.8 billion (table 2-10). The rate of increase for U.S. imports under HTS
provision 9802.00.80, which grew by 82 percent during 1990-93, to $6.4 billion, was almost three
times that of total sector imports. As a result, the 9802 trade expanded from 8 percent of sector
imports in 1990 to 12 percent in 1993 (table 2-11). The textiles sector also increased its share of the
total U.S.-origin content of all provision 9802.00.80 imports to 21 percent in 1993, trailing only
electronics (31 percent) and transportation equipment (25 percent).

Textiles account for more duty savings from use of provision 9802.00.80 than any other
sector. Textile duty savings in 1993 totaled $592 million, or 59 percent of the total duty savings for
all products under this provision. Aside from the growing use of the provision, the sizable duty
savings for textiles reflect a large duty-free, U.S.-origin content and high nominal tariffs. Sector
firms fabricate the main components or, in the case of garments, cut the fabric in the United States.
Component materials are the major cost in apparel production, and their assembly offshore with
low-cost labor reduces the relative share of the dutiable, foreign added value. During 1990-93, the
duty-free content averaged 53 percent of the total value of 9802 textile imports, twice that for all
other sectors combined. Given the large duty-free share, the effective trade-weighted tariff for 9802
t(ex;}le imports averaged 7.8 percent ad valorem, compared with a nominal rate of 17.0 percent
table 2-11).

Leading Products and Sources

Apparel accounts for all but a small part of sector imports under the 9802.00.80 provision,
based on the value of the qualifying U.S. content (figure 2-8). Textile articles and footwear together
represent 10 percent of the total. Garments entered under the 9802 provision come almost entirely
from Mexico and the Caribbean Basin Initiative (CBI) countries, led by the Dominican Republic
(table 2-12, figure 2-9). These 9802-provision garments make up most of the apparel imports from
the region. In 1993, 9802 trade accounted for just over 90 percent of the apparel imports from
Mexico and almost 80 percent from the CBI countries.

The liberalization of quotas for Mexico and CBI countries (discussed in Chapter 3 below) has
enabled the region to become the fastest growing supplier of imported apparel in recent years.
Between 1990 and 1993, U.S. apparel imports covered by the Multifiber Arrangement (MFA) from
the region grew by 107 percent to $5.1 billion, whereas those from all other sources rose by just
19 percent to $23.1 billion.’ As a result, the region’s share of U.S. apparel imports rose by
7 percent during the period to 18 percent by value and 23 percent by volume. In contrast, the share

* Under the GATT-sanctioned MFA established in 1974, importing developed countries negotiate bilateral textile and
apparel agreements with exporting developing countries to set quotas and quota growth rates. The United States had quotas
on MFA goods (i.e., those of cotton, other vegetable fibers, wool, manmade fibers, and silk blends) from some 40
countries that supply about 80 percent of these imports. ‘
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Table 2-9

Machinery: Duty-free value of U.S. imports for consumption under HTS provision 9802.00.80, by

principal sources, 1990-93

Change in

value of

duty-free Share of

content, total duty-

1993 from free value
Source 1990 1991 1992 1993 1990 1990 1993

———ee———————Million dollars Percent
Mexico . . .. .. 1,520 1,637 1,972 2,207 45 83 89
Canada . . .. .. 198 171 166 111 -44 11 4
Philippines . .. 3 5 19 32 967 A 1
Japan ... .... 26 14 14 22 -15 1 1
Taiwan . . .. .. 12 3 16 19 58 1 1
All others . ... 67 70 84 94 40 4 4
Total . .... 1,826 1,900 2,271 2,485 36 100 100

" Less than 0.5 percent.

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

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



Figure 2-7
Machinery: Value of U.S.-made components contained in imports under provision 9802.00.80,
by leading countries of assembly, 1990 and 1993
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Source: Based on official statistics of the U.S. Department of Commerce.
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Table 2-10

Textiles, apparel, and footwear: U.S. imports for consumption, total, and provision 9802.00.80,
1990-93

Duty-free value

Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1990....ccuiiiiiiiinieieenns 42,034 3,526 1,761
1991, i 43,292 4,235 2,236
1992, . 49,505 5,363 2,871
1993 s 53,810 6,422 3,482

Change (percent)

1993 from 1990............. 28 82 98
Average annual 1993
from 1990................ 9 22 . 26

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

Table 2-11

Textiles, apparel, and footwear: Share of total imports, duty-free share, nominal and effective rates
of duty, and duty savings under provision 9802.00.80, 1990-93

Duty-free
9802.00.80
9802.00.80 to total : Total
imports to 9802.00.80 Rate of duty duty
Year total imports imports ___Nominal _Effective __ savings
: Million
Percent dollars
1990....... 8 50 16.5 8.3 292.7
1991....... 10 53 16.9 8.0 380.2
1992....... 11 54 17.2 8.0 494.8
1993....... 12 54 17.0 7.8 591.8

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-8
Textiles, apparel, and footwear: Value of U.S.-made components contained in imports under
provision 9802.00.80, by selected industries, 1990 and 1993

Million dollars
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1990 1993
(Percent of total)
(ltems) 1990 1993
w Trousers, slacks, and shorts 31 31
Shirts and blouses 14 18
Body-supporting garments . 1 10
Footwear 5 5
i 1
mma All other 39 36

1 Includes coats, jackets, footwear, dresses, skirts, and gloves.
Source: Based on official statistics of the U.S. Department of Commerce.
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Figure 2-9

Textiles, apparel, and footwear: Value of U.S.-made components contained in imports under
provision 9802.00.80, by leading countries of assembly, 1990 and 1993
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Mexico 34 31
Dominican Republic 23 26
Costa Rica 12 11
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All other 18 13

Source: Based on official statistics of the U.S. Department of Commerce.
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supplied by the major sources—China, Hong Kong, Taiwan, and Korea—fell by 9 to 10 percentage
points as a group to 40 percent by value and to 37 percent by volume between 1990 and 1993.
Moreover, the Dominican Republic surpassed Korea for the first time in 1993 to become the fourth
largest volume supplier of apparel.

Other Manufactured Articles*

This sector covers a wide spectrum of products. Most of these product groups, such as
agricultural, forestry, chemical, petroleum, and steel products, do not lend themselves to assembly.
As a result, the principal products in this "other manufactured articles" category that are imported
under the production-sharing tariff provision include such labor intensive products as scientific and
medical instruments, photographic equipment, nonelectric heating and cooking apparatus, and
furniture. The processing of certain pharmaceutical products’ is also included in this section.

While total U.S. imports of other manufactured articles increased by 8 percent during
1990-93 to $247 billion, imports of such articles under HTS provisions 9802.00.80 rose by
23 percent to $3.2 billion (table 2-13). The ratio of HTS provision 9802.00.80 imports to total
imports for other manufactured articles was much smaller than for the other major product groups,
averaging 1.2 percent annually during 1990-93 (table 2-14). ‘

Table 2-13 '
Ogttglgfgmanufacmred articles: U.S. imports for consumption, total, and provision 9802.00.80,
1 3 '

Duty-free value
Total 9802.00.80 of 9802.00.80
Year imports imports imports
Value (million dollars)
1990....ceneneeinnnnnns ‘ 228,447 2,610 1,117
1 1°2° ) SO 218,064 2,533 1,138
1992, 231,838 2,630 1,220
1993t 247,063 3,206 1,529

Change (percent)

1993 from 1990......... 8 23 37
Average annual 1993
from 1990............ 3 7 11

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

4 All industry groups not discussed in earlier sections of this report are included in "Other Manufactured Articles.”
Specifically, the industry groups that are covered in this section include agricultural products, forest products, chemical
products, minerals and metals products, and miscellaneous manufactures (see table B-16). ’

*U.S. imports of certain pharmaceutical products enter under HTS provision 9802.00.50.10 rather than HTS provision
9802.00.80. As discussed in Chapter 1, HTS provision 9802.00.50.10 was established on January 1, 1991, as a result of
the Caribbean Basin Economic Recovery Expansion Act of 1990. The provision allows for products made, processed, or
otherwise altered in 2 CBERA beneficiary country, entirely from U.S.-origin materials, and for which the production
processes would not qualify as assembly as defined in HTS provision 9802.00.80, to enter the United States free of duty.
For reporting purposes, the U.S. Bureau of the Census combines imports entering under 9802.00.50.10 with those entering
under 9802.00.80.40. Pharmaceutical products made in the Bahamas entirely from U.S.-origin chemical stocks account for
the bulk of imports under 9802.00.50.10.
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Table 2-14
Other manufactured articles: Share of total imports, duty-free share, nominal and effective rates of
duty, and duty savings under HTS provision 9802.00.80, 1990-93

Duty-free
9802.00.80
9802.00.80 to total Total
imports to 9802.00.80 Rate of duty duty
Year total imports imports Nominal _Effective _ savings
: Million
Percent dollars
1990....... 1.1 43 4.3 2.4 50
1991....... 1.2 45 4.8 2.6 55
1992....... 1.1 46 5.1 2.7 62
1993....... 1.3 48 4.6 2.4 70
Source: Compiled from official statistics of the U.S. Department of Commerce.

Imports of products in this sector under provision 9802.00.80 in 1993, in terms of total
value, consisted chiefly of scientific instruments at $656 million; surgical and medical equipment at
$594 million; photographic equipment and supplies at $246 million; nonelectric heating and cooking
apparatus at $203 million; chemical products at $174 million; furniture at $121 million; fabricated
g%gbgﬂ ?pd plastic products at $105 million; blank recording media at $100 million; and jewelry at

ion. .

The share of provision 9802.00.80 imports of other manufactured articles accounted for by
U.S.-made components averaged 46 percent annually during 1990-93. In 1993, provision
9802.00.80 imports of chemical products and jewelry had the highest levels of U.S. content among
important production sharing categories, at 91 percent and 86 percent, respectively, whereas blank
recording media and gas stoves (nonelectric heating and cooking apparatus) had the lowest level of
U.S. content, at 33 percent each (table B-16).

The duty savings (tariff incentive) from importing under provision 9802.00.80 amounted to
$70 million in 1993, 7 percent of total duty savings from the use of production-sharing provisions
for all products (table 2-14). Importers of surgical and medical instruments accrued 16 percent of
the other manufactured articles savings from use of provision 9802.00.80 in 1993 ($11.3 million),
and importers of scientific instruments received 15 percent ($10.6 million).

In terms of the value of U.S.-made components contained in the assembled goods, the
leading products imported under production-sharing provisions in other manufactured articles were
surgical and medical instruments, scientific instruments, chemical products, and photographic
~ equipment (figure 2-10). While such imports of scientific instruments nearly doubled during 1990-
93, imports of furniture dropped by more than two-thirds (table B-16).

U.S. imports of surgical and medical instruments under HTS provision 9802.00.80 rose by
49 percent during 1990-93, in terms of U.S. content, from $204 to $303 million. Several U.S.
surgical and medical instrument manufacturers have moved the production of goods that require
labor-intensive assembly operations to Mexico or the Dominican Republic. The types of products
imported into the United States under HTS provision 9802.00.80 are goods whose production resists
mechanization, such as bougies, catheters, drains, X-ray equipment, and respiratory equipment.
Mexico was the most significant supplier of U.S. imports of surgical and medical instruments under
9802.00.80 in 1993, accounting for 68 percent ($207 million) of the duty-free value. The
Dominican Republic followed at 21 percent ($64 million).



Figure 2-10
Other manufactured articles: Value of U.S.-made components contained in imports under provision
9802.00.80, by selected industries, 1990 and 1993 ’

Million dollars
800
720
640
560
480
400
320
240
160 :_
e
80 C I -
o
0
1990 1993
‘ (Percent of total)
Items 1990 1993
“ Surgical and medical 18 20
Scientific instruments 13 19
Certain chemical products! 0 10
Photographic equipment 7 6
Furniture 19 4
All other 43 41

1 There were no imports of certain chemical products under HTS provision 9802.00.80 in 1990.
Source: Based on official statistics of the U.S. Department of Commerce.
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The U.S. content of imports of scientific instruments under HTS provision 9802.00.80 nearly
doubled during 1990-93, from $146 million to $291 million. The leading types of scientific
instruments imported under HTS provision 9802.00.80 were speedometers, tachometers, and
thermostats for air conditioning, refrigeration, and heating equipment. Their production is labor
intensive because the parts making up these products must be delicately soldered together and
subsequently attached to wire harnesses. Mexico was the principal supplier of such imports in 1993,
accounting for 92 percent ($268 million) of the duty-free value.

The U.S content of imports of chemical products under HTS provision 9802.00.80 jumped
significantly from $8.3 million to $157 million during 1991-93. Virtually all U.S. imports of all
chemical products under HTS provisions 9802.00.80 (other than rubber and plastics) were
pharmaceuticals from the Bahamas. The increase in such imports was the result of producers shifting
between the use of one duty-free provision and another. When a temporary duty suspension expired
at the end of December 1992, Bahamian subsidiaries of U.S. pharmaceutical companies that had
benefited from the suspension shifted to the use of HTS provision 9802.00.50.10.° The Bahamas
was the primary supplier of "other" chemical products, accounting for 95 percent ($148 million) of
the value of U.S. content in 1993.

The value of U.S. components in imports of photographic equipment under HTS provision
9802.00.80 rose by 33 percent during 1990-93, from $74 million to $98 million. These imports
consisted mostly of instant print cameras, 35mm cameras, and film. U.S. producers import these
articles in order to supplement their U.S. production. The Netherlands was the largest supplier in
terms of duty-free value in 1993, accounting for 45 percent ($44 million) of the duty free value.
The United Kingdom followed with 39 percent ($38 million).

U.S. imports of nonelectric heating and cooking apparatus under HTS provision 9802.00.80
(chiefly gas ovens and ranges) jumped from $5.6 to $67 million in U.S. content during 1990-93.
Several U.S. producers of major appliances have moved the assembly of certain product lines to
Mexico. Mexico accounted for 88 percent ($59 million) of the duty-free value of total imports under
HTS provision 9802.00.80 in 1993.

The value of the U.S. components assembled into furniture and imported under HTS
provision 9802.00.80 fell by 69 percent during 1990-93, from $209 million to $65 million. By far
the greatest share of U.S. imports of furniture under HTS provision 9802.00.80 is accounted for by
car seats from Mexico and Canada. Top-of-the-line, electronically adjustable car seats come from
Canada, and seat covers come from Mexico. The use of these provisions for car seat assembly
reflects the highly rationalized nature of North American car production.’

The U.S. content of imports of motor vehicle seats from Mexico under HTS provision
9802.00.80 fell from $67 million in 1990 to $42 million in 1993, whereas that from Canada fell
from $124 million in 1990 to $8 million in 1993. The decline in U.S. imports of motor vehicle
seats from Mexico under HTS provision 9802.00.80 was the result of importers shifting to the use of
the Generalized System of Preferences (GSP) when the value of the Mexican content reached

SHTS provision 9802.00.50.10 was created pursuant to the Caribbean Basin Economic Recovery Expansion Act of 1990.
It is similar to provision 9802.00.80.40 in that both allow duty-free treatment for goods imported from countries designated
 as beneficiaries of the Caribbean Basin Economic Recovery Act if the goods are made from U.S.-origin components and
materials, except for most apparel, other textile articles, and petroleum products. The difference between these two
provisions is that provision 9802.00.80.40 requires that the imported article be assembled entirely from U.S.-made
components whereas provision 9802.00.50.10 is less restrictive, requiring only that the article consist entirely of U.S.-
origin materials that have been advanced in value or improved in condition by any process of manufacture or other means.
Under both provisions, no U.S. duty is applied to either the value of the U.S.-origin parts and materials or to the value
added in the CBERA-beneficiary country. The trade data for products entering under provision 9802.00.50.10 are reported
together with the data for products entering under 9802.00.80.

"The production of car seats involves attaching a foam seat to a metal frame and covering the assembly with a sewn seat
cover.
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qualifying levels. U.S. imports of motor vehicle seats under the GSP from Mexico rose from

$7 million in 1990 to $465 million in 1993. The decline in such imports from Canada reflected the
phase out of the user fee and staged elimination of duties under the CFTA. Although HTS provision
9802.00.80 is no longer used to a significant extent when importing motor vehicle seats from
Canada, the use of U.S.-made parts in the production of car seats in Canada remains high*

Mexico accounted for two-thirds ($1.0 billion) of the value of U.S.-made components sent
abroad, assembled into other manufactured articles, and then returned to the United States under
HTS provision 9802.00.80 in 1993 (table 2-15 and figure 2-11). The Bahamas was the second
leading location for production sharing in terms of the value of U.S.-origin content in 1993, at
$149 million. The Dominican Republic and Canada followed and assembled U.S.-made components
valued at $77 and $76 million, respectively.

Mexico accounted for 59 percent ($1.9 billion) of the total value of U.S. imports of other
manufactured articles under HTS provision 9802.00.80 in 1993. Canada was a distant second that
year, accounting for 7 percent ($226 million). However, Canada was the largest source of total
imports of other manufactured articles (all dutiable, reduced duty, and duty-free provisions
combined) in 1993, accounting for 22 percent ($55 billion), followed by Japan with 9 percent
($21 billion), and Mexico with 6 percent ($15 billion).

In terms of U.S. content, the principal "other manufactured articles" imported from Mexico
under heading 9802.00.80 in 1993 were scientific instruments, surgical and medical instruments, gas
ovens and heaters, and motor vehicle seats (table B-18). Imports from the Bahamas were almost
exclusively pharmaceuticals entering under 9802.00.50.10. Surgical and medical instruments
accounted for 83 percent of the imports under 9802.00.80 from the Dominican Republic (table B-24);
the major 9802.00.80 product from Canada in terms of U.S. content, accounting for 34 percent of
such imports, was optical instruments (table B-21).

®See discussion in chapter 1 regarding the effects of the user fee on use of the production sharing tariff provisions.
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Figure 2-11
Other manufactured articles: Value of U.S.-made components contained in imports under
provisions 9802.00.80, by leading countries of assembly, 1990 and 1993

Million dollars
Mexico
1000 \ ] Bahamas'
\ B Canada
\ B Dominican Republic
\ SR loher
R \
600 § \
400 ' § §
200 § § T
. & \\\ E
1990 1993
(Percent of total)
Countries 1990 1993
NN Mexico 65 66
Bahamas? 0 10
Canada 15 5
Dominican Republic 3 5
All other 14 14

1 There were no imports from the Bahamas under HTS provision 9802.00 in 1990.
Source: Based on official statistics of the U.S. Department of Commerce.
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CHAPTER 3. COMPARISON OF PRODUCTION-SHARING OPERATIONS
IN THE CARIBBEAN BASIN WITH THOSE IN MEXICO
AND SELECTED EAST ASIAN COUNTRIES

Most production-sharing operations in the Caribbean Basin involve sewing articles of apparel.
In contrast, production-sharing operations in Mexico and the selected East Asian countries' assemble
a wide variety of products, including motor vehicle parts and electrical articles. The development of
production-sharing operations in a country often depends on such regional advantages as access to
low-cost labor, proximity to major markets, infrastructure development, and eligibility for U.S. trade
preferences. Countries that have a combination of such regional advantages are more attractive sites
for production-sharing operations because they provide U.S. firms with low' cost labor and greater
access to foreign markets.

It is widely acknowledged that the industrial development and economic growth of a country
are often encouraged by the existence of production-sharing operations.” Having a variety of
industries involved in production sharing affords greater opportunities for production and
management technology, as well as labor skills, to be transferred to the local business activity. This, °
in turn, stimulates development and modernization of local industries, especially those providing
parts and supplies to the production-sharing operations. Some export-oriented companies eventually
become integrated with the local industries and markets.’ :

This chapter begins with an outline of the competitive strategies used by U.S. firms with
production-sharing operations in the Caribbean Basin, Mexico, and selected East Asian countries.
The influence of regional advantages in the selection of sites for production-sharing operations will
then be described. The development of production-sharing operations in the Caribbean Basin will
then be compared with those in Mexico and the selected East Asian countries. Next, the effect of
the NAFTA on the competitiveness of Caribbean Basin and Mexican production-sharing operations
will be considered. The chapter will conclude with an outlook on production-sharing operations in
the Caribbean Basin.

It is not possible to measure precisely the amount of production-sharing imports that enter
under the GSP,* the Caribbean Basin Economic Recovery Act (CBERA),’ or other U.S. tariff
provisions or classifications that have a duty rate of free.®

Use of the CBERA is generally preferred over the GSP because the CBERA provides
exporters with a more comprehensive range of eligible products, greater permanence of eligibility, no
competitive need limits, and generally more stable regulatory environment. CBERA rules permit
both the cummulation of cost and vaiue added in other beneficiary countries and the inclusion of the
value of U.S. materials; the GSP does not.” _

U.S. imports under HTS provision 9802.00.80 are the best measure of U.S. production
sharing even though trade entering under HTS provision 9802.00.80 is often recounted with imports
under the GSP and the CBERA. Double counting is unavoidable because importers will often

' Hong Kong, Malaysia, Singapore, South Korea, Taiwan, and Thailand.

2Rolf Alter, Lessons from the Export Processing Zone in Mauritius, Finance and Development, Dec. 1991, p. 7.

* Robert Haywood, Annual Conference of the World Export Processing Zones Association, Ciudad Juarez, Mexico,
October 1993. :

“The U.S. GSP program is a temporary tariff preference scheme for products of developing countries that provides
nonreciprocal duty-free entry for designated articles shipped directly from beneficiary countries, if at least 35 percent of the
value of the product is added in the beneficiary country. v

3The CBERA affords nonreciprocal preferential or free rates of duty to most products of Caribbean Basin countries. To
be eligible under the CBERA, the local content of a product must total 35 percent of its customs value.

$For more information on the CBERA and the GSP, see USITC, Report on the Impact of the Caribbean Basin Economic
Recovery Act on U.S. Industries and Consumers, Ninth Report 1993, USITC publication 2813, Sept. 1994.

7U.S. International Trade Commission, Assessment of Rules of Origin Under the Caribbean Basin Economic Recovery
Act, USITC publication 2381, May 1991, p. 5.
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declare a product eligible for entry under the GSP or CBERA in order to receive duty-free treatment
and simultaneously declare eligibility under HTS provision 9802.00.80 as a fallback position in case
entry under the GSP or CBERA is denied by the U.S. Customs Service.

Industry Strategies for Use of Production Sharing

As described in Chapter 1, U.S. firms with production-sharing operations offshore are
generally trying to achieve one of the following goals: (1) increase profitability by shifting the
Iabor-intensive assembly of U.S.-made components to countries with low wage rates; (2) rationalize
production; and (3) penetrate foreign markets. Companies that are unable to support the up-front
investment required for automation of domestic facilities also find offshore assembly operations an
economical alternative.®

In order to execute these strategies, firms establishing offshore production-sharing operations
tend to locate in countries that have access to low-cost labor, proximity to major markets, and
eligibility for U.S. trade preferences. Other important considerations are political stability,
infrastructure development, level of education of the work force, comparative operation costs, and
availability of natural resources.

Caribbean Basin countries accounted for 7 percent ($3.7 billion) of total U.S. imports under
HTS provision 9802.00.80 in 1993 (table 3-1). Mexico accounted for 32 percent ($18.8 billion) of
such imports in 1993, while the selected East Asian countries accounted for 11 percent ($6.5 billion).
Table 3-1 shows the importance of the use of production sharing relative to total imports and relative
to imports under other trade incentives for each of these three geographic areas, both in terms of
total imports and by product category.

Production-sharing operations in Mexico, the Caribbean, and East Asian countries are
normally located in industrial parks that have Free-Trade Zone status. Firms operating in Free-Trade
Zones’ may import the machinery, equipment, and materials used during the production process duty
free, but under bond. Finished products are usually exported.”

Competitive Factors and Regional Advantages

Production-sharing operations in the Caribbean are principally involved in apparel assembly.
The Caribbean countries are a highly competitive source of U.S. imports of apparel under HTS
provision 9802.00.80 because of their low cost labor and proximity to U.S. apparel companies and
markets. In addition, Caribbean countries are eligible for U.S. trade preferential quotas that have
provided virtually unlimited access to the U.S. market for apparel assembled there from U.S.-
produced and cut fabrics. The Caribbean Basin accounted for 63 percent ($2.2 billion) of the total
duty-free value of U.S. imports of apparel under HTS provision 9802.00.80 in 1993 (table 2-12 in

* Gustavo A. Vargas, An Analysis of Factors in Selecting a Maquiladora Operational Mode, Production and Inventory
Management Journal (fourth quarter, 1992), p. 46.

Each country in the Caribbean Basin has its own rules governing manufacturing or assembly activities in free-trade
zones (FTZs), which are also called export processing zones (EPZs) and industrial free zones (or "zonas industrial de
exportacion” (ZIPs). In general, these FTZs (EPZs or ZIPs) are restricted-access areas for industrial, commercial, and
service facilities that operate independently of commercial regulations otherwise applicable in the host country. In-bond
operations in FTZs are allowed to import duty-free inputs used as components for further transformation or assembly
within the zone. Such duty-free admission is temporary since the inputs are further processed and subsequently re-
exported for final sale. Such operations in the Caribbean Basin mainly assemble apparel.

% Production-sharing firms in most Caribbean Basin countries may sell an unlimited amount of production to local
markets provided they pay the applicable customs duties. Under NAFTA, implemented on January 1, 1994, a maquila in
Mexico may sell its output to local markets as follows: in 1994, an amount equivalent to 55 percent of its total 1993
production, increasing each year in increments of 5 percent until 2001 when there will be no limit. See U.S. International
Trade Commission, Production Sharing: U.S. Imports under Harmonized Tariff Schedule Provisions 9802.00.60 and
9802.00.80, 1989-1992, USITC publication 2729, Feb. 1994.
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section "Textiles, apparel and footwear"). Mexico was the next largest source of apparel imports
under this provision in 1993, accounting for 31 percent ($1.1 billion) of the total.

The growth in production-sharing operations in the Caribbean Basin and in Mexico is part of a
broader trend of globalization in garment production. Faced with growing competition from imports,
which supply about half the domestic apparel market, many U.S. apparel producers have set up
assembly operations in the region to avail themselves of low-cost labor in close proximity to the
United States. Official U.S. data show that hourly compensation costs for apparel workers in
Mexico averaged $1.43 in 1992, which was equivalent to only 16 percent of U.S. costs of $9.00."
In most CBI countries, compensation costs are less than 10 percent of U.S. costs. Given the wage
differential, U.S. firms ship cut pieces of apparel to the region for the labor-intensive assembly
process according to the requirements of provision 9802.00.80. The value added to the U.S.
components through assembly in the region represents about one-third of the total value of the
finished garments entered under 9802.00.80. The U.S. content accounted for 66 of the total value
for CBI countries and 69 for Mexico in 1993. Table B-30 shows the leading Caribbean suppliers of
imports under 9802.00.80 in 1993 by selected product categories.

Caribbean Basin countries and Mexico not only offer low-cost labor, but their proximity to the
United States also allows U.S. firms greater control over production and shorter delivery lead times
than do Asian nations. The competitive position of U.S. producers increasingly relies on their ability
to react quickly to changes in fashion and retailer demands. As such, liberal market access and
reduced duties have enabled many U.S. apparel firms with assembly operations in Mexico and CBI
countries to improve their competitiveness against cheaper imports from Asia.

The growing use of these assembly operations by U.S. apparel firms has also stimulated sales
of U.S.-produced fabrics or, at least, helped offset reduced demand for fabric by domestic apparel
producers. The offshore operations generally use U.S.-produced fabrics in order to qualify for quota
preferences given to apparel assembled in the region from U.S.-origin fabric. The growth of
offshore assembly is likely to expand the development of an integrated manufacturing system for
time-sensitive replenishment programs. Under such a system, product design, fabric production,
promotion, and distribution will take place in the United States and labor-intensive assembly
operations will occur in Mexico and CBI countries.

Asian firms also make garments in CBI countries for export to the United States. A recent
study indicated that Asian investors account for 18 percent of the firms in CBI export processing
zones, and almost all of these firms assemble apparel.”” Faced with tight U.S. quotas on their home-
country exports, Asian firms ship fabrics to CBI countries and perform the so-called cut, make, and
trim (CMT) operations there. It is believed that the Asian firms generate most of the U.S. apparel
imports from CBI nations that do not enter under provision 9802.00.80. These imports rose by
80 percent during 1990-93 to $827 million, representing 21 percent of total apparel imports from
CBI countries in 1993. _

Unlike U.S. apparel imports from the Far East, which represent a cross section of clothing
demand in the domestic market, the 9802.00.80 apparel imports are concentrated in fewer products,
especially in those with high labor content and low weight. The principal 9802-traded garments are
trousers and shorts, shirts and blouses, foundation garments (mainly brassieres), underwear, and
coats and jackets (mainly sport coats and blazers) (table 3-2). U.S. producers have achieved a high
level of efficiency in Mexico and CBI countries in assembling high-volume commodity goods whose
production involves standardized runs, low-skilled tasks, and few styling changes. Consequently, in
1993 the region was the largest volume supplier of brassieres, underwear, cotton pants and knit

" Unpublished data of the U.S. Bureau of Labor Statistics, Office of Productivity and Technology, "Hourly
Compensation Costs for Production Workers in Manufacturing: 31 Countries or Areas, 1975 and 1983-93," Nov. 1994, pp.
13 and 14.

2 United States General Accounting Office (GAO), Foreign Assistance: U.S. Support for Caribbean Basin Assembly
Industries, (GAO/NSIAD-94-31), Dec. 1993, p. 77. :
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Table 3-2
Textiles, apparel, and footwear: Total U.S. imports and imports under 9802.00.80, by principal items, 1993

Ratio of--

total duty-free

9802.00.80 value to
“value to total

Total 9802.00.80 imports-- total 9802.00.80

It imports Jotal Duty-free imports value
---------- 1,000 dollars---=-============= -----Percent-------
Apparel . . . .. e e e e e e 33,903,824 5,235,317 3,136,408 15.4 59.9
Footwear . . « « « = « « « « « 11,105,366 1,134,964 193,746 10.2 17.1
Textiles . . .. .. .. e .. 8,724,886 267,943 149,962 3.1 56.0
Trousers and shorts . . . . . . 6,151,401 1,816,450 1,062,821 29.5 58.5
shirts and blouses . . . . . . 10,041,821 901,095 542,384 9.0 60.2
Foundation garments . . . . . . 639,049 4 484,477 324,309 7.8 66.9
Underwear . . « « « « « « « - & 915,647 438,285 321,131 47.9 73.3
Coats and jackets ....... 3,927,369 505,359 257,493 12.9 51.0
Medical textiles™ . . . . . .. 364,454 337,471 238,116 92.6 70.6
Pantyhose . . . . . . . . . . . 112,629 97,746 91,708 86.8 93.8
Sleepwear . . « . « . « « . . . 725,780 128,175 72,131 17.7 56.3
Babies! apparel . . . . . - e . 696,627 91,839 57,549 13.2 62.7
SKiPrtsS &+ v ¢ ¢ ¢ 4 e e e .. 856,952 136,429 55,011 15.9 40.3
Dresses . « v « « ¢ ¢ o = » & . 1,081,726 91,000 41,453 8.4 45.6
Suits . . . . . C e e e e e e 656,776 73,006 39,302 1.1 53.8
Gloves . . . ¢ ¢ ¢ o o 4. .. 1,349,071 43,158 22,77 3.2 52.8
Robes . . .+ ¢« v vt 0 o . 266,634 40,742 22,073 15.3 54.2

' Data in this table may differ from those in other tables of this report for sector products because of
ths use of different product concordances.

Includes surgical drapes (duty-free value of $92.6 million), disposable garments of fabric formed or
lined with paper ($77.5 million), disposable nonwoven apparel for use in hospitals, clinics, or contaminated
areas ($55.9 million), disposable headwear ($10.8 million), and disposable briefs and shoe covers ($0.1
million each). Three large medical supply firms with production-sharing arrangements in Mexico account for
most of these imports. :

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

shirts, manmade-fiber sleepwear, and men’s suits and sport coats. Although the Far East remains a
major source for apparel requiring higher levels of production flexibility and management and sewing
skills, production of these goods is gradually expanding in Mexico and CBI countries. Table B-31
shows the growth in imports under 9802.00.80 from Mexico and selected Caribbean countries in

~ various textile and apparel categories between 1990 and 1993.

The recent growth of apparel assembly operations in Mexico and CBI countries came in
response to incentives in U.S. trade programs. Although most U.S. imports of textiles and apparel
were ineligible for duty-free entry under the CBERA program implemented in 1984, President
Reagan had stated his intention to provide more liberal quota treatment for these imports. In 1986,
the President announced a "special access program" that was intended both to foster economic
development in CBI countries and to improve the ability of U.S. apparel producers to compete with
imports from Asia.

Established within the framework of the "807.00" (now 9802.00.80) provision, the special
access program permits CBI countries virtually unlimited access to the U.S. market for garments
assembled there from fabric made and cut in the United States. Under the program, Costa Rica, the
Dominican Republic, El Salvador, Guatemala, Haiti, and Jamaica currently have agreements with the
United States providing for guaranteed access levels (GALs) for their exports of qualifying apparel
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goods.” A similar "special regime" had been in effect with Mexico for the 5 years prior to 1994, at
which time the North American Free-Trade Agreement (NAFTA) entered into force.

Quota and duty elimination under NAFTA will likely benefit U.S. apparel producers that use
Mexico as a low-cost production base to compete with Asian goods in the North American market.
U.S. firms with quick response systems in place in the United States will likely extend them to '
Mexico, an expansion which could then displace U.S. imports from the Far East. CBI countries also
could lose apparel investment and market share to Mexico because of NAFTA. In response to
concerns of CBI countries, the Clinton administration in May 1994 proposed an "Interim Trade
Program for the Caribbean Basin" that would give the countries almost the same access to the U.S.
apparel market as Mexico receives under NAFTA. Although the administration had expressed a
desire to include this trade program in the Uruguay Round implementing legislation, the program
was not included.*

The Uruguay Round Agreement is expected to reduce the competitive advantage that Mexico
has under NAFTA and that CBI countries have under the GAL program. The Agreement provides
for the liberalization of world trade in textiles and apparel through the phaseout of quotas now in
place under the MFA over a period of 10 years. Quota removal is expected to spur further apparel
investment in, and imports from, low-wage countries mainly in Asia whose shipments are now
restricted. The expected growth in imports from Asia will add to the competitive pressures facing
the apparel industry in the United States and its assembly operations in Mexico and the CBI nations.

The Caribbean Basin’s regional advantages are more limited for production-sharing .
operations involved in products other than apparel. The infrastructure in most Caribbean countries is
less developed than that in either Mexico or the selected East Asian countries, and cannot support
many types of industries. For example, the assembly of electronic articles, motor vehicle parts,
furniture, and surgical and medical instruments requires a steady and large supply of electricity.
Electricity is expensive in the Caribbean and frequent power outages disrupt manufacturing
operations, discouraging investment there in energy-intensive or sensitive production.”

Underdeveloped communications infrastructure also discourages foreign investment in some
Caribbean Basin countries. The average number of persons per telephone line in Mexico was 16 in
1990 (table 3-3), while the comparable figure for Caribbean countries ranged from 11 persons per
phone line in Costa Rica to 61 in Honduras. Further, qualified skilled maintenance personnel and
support service industries for the communications infrastructure are scarce in the region.

Local markets in the Caribbean Basin are much smaller and more dispersed than those of
Mexico and selected East Asian countries. As a result, U.S. companies seeking to supply both U.S.
and foreign markets will be more strongly drawn to Mexico or the selected East Asian countries.

Mexico has a geographic advantage for the assembly of products such as electronic
components and motor vehicle parts, whose principal markets are in California and the Midwest.
Electronics-related companies in California’s Silicon Valley and Orange County tend to choose
between assembly in Mexico’s Baja California (Tijuana, Tecate, and Mexicali) and sourcing in East
Asia. The proximity of Baja California provides for greater operational oversight, quicker
télaqu?roupd, and lower transportation costs, and enables plant managers to live in Southern

ifornia. -

13 On October 21, 1994, the United States reinstated the GAL agreement with Haiti, which had been suspended as part of

the economic sanctions imposed on that country (see Federal Register, Oct. 21, 1994 (59 F.R. 53139)). The GAL
nt with El Salvador became effective on January 11, 1995 (see 60 F.R. 2740 (January 11, 1995)).

 On January 18, 1995, Congressmen Crane, Shaw, Gibbons, et al. introduced H.R. 553, the Caribbean Basin Trade
Security Act. The stated purpose of the bill is "to provide, temporarily, tariff and quota treatment equivalent to that
accorded to members of the North American Free Trade Agreement NAFTA) to Caribbean Basin countries.” The bill is
currently pending before the Committee on Ways and Means of the House of Representatives.
. ByU.S. International Trade Commission, fmpact of the Caribbean Basin Economic Recovery Act on U.S. Industry and

Consumers, USITC publication 2813, Sept. 1994, p. 58.

3-6



-pajou se 3dooxe ‘jueg p1doM ‘juaudo}anaq 4oy dunjonuysedyul ‘466l 3doday juaudo)aAaq pP)JoM :924nos

*a)qe)LeAR JON 5
*(*oul 39019 d :zv ‘adwai) 266} ‘39019 3d |

0819 0%6°'€ 0L6'6¢ 22s’'v2¢’ L €6 oL6’lL gLy 0°85  "Utctcttrorcrpuejleyl
19912 2 ) ) 16 290°2 9¢ 0°lg  "ctttUUtUUttt ueMie)
092’81l 160°'€ gy2' ¢ 6v%'922'¢€l 96 06L'9 66 'Y seetettetg3J0) YINOS
029'sl 8g 260'2 281°0%0°1 88, 0s2’sl l 82 sessseererggodebuls
2eL'v2 : 222’2 022'22 9%2'685"1 8. 068’2 (111 9°8l sererescecccpisAeiel ~
85£6°'82 26 9891 866'429'2 i, 09g'sl \ 8°s sesseesseecBuoy buoy
eisy ise3
a8y'eel vg€'92 2e0'e8 005°%sE’S .8 - 0L€ 856°1L 0°s8 secsrecsetertt0DIXAY
edlJauy YIJON
0£2'2 65€ 2] 251’901 86 ove'l 1} 92 sesessereccct@jRURP
. soL’L 556 00%’2 8£0°88 7] 08s 2l 9°s serrroeterroseJnpuol
w sly 0s2 629 0L%'LY €S ) 82 S'9 AR P L
Geg'e 6L’ [4: U 8g6’ 161 . S§ 086 60l 16 seeresccccoglEWAlIENY
seg's 659’1 92’y 102°L%E 1} 050"y 6% £l **atyqnday uedjutuiog
609'€ 969 009'S . £s9'182 €6 096°1L s 2°€ sesseseterBILY B3SO)
: uiseg ueaqqlJie)
. SUOLY ) W $Jo3aWO0) 1) SJsjawo) 1) JoqUNN  JUddI8d sJey)oq puesnoyl UotY1 W
o sJnoy s)oedy Speod SUO[3J9UU0d  AJBJIST L] ejLded wy 'bS 2661 - Pl AJ3unod
o -33eMO) L peod)tey paAed aul) 3\npy Jad dND eaJy uot3ejndod
: uo3onpod 0661 0661 auoydayal 0661 2661
A3191439913 0661
0661

$8143UN0D UBISY 3SBJ PUB UBACQLJE) PR3dR)as PuB OJIX8| 39JNIINJISBUIHUL JO SJojedIpul Oiseq
g-¢ a1qel



Mexico’s regional advantage is particularly strong for such products as motor vehicle parts
that may require quick turnaround and benefit from good rail and highway conditions between parts
factories in the central United States, Mexican assembly plants in the Rio Grande Valley (especially
in Ciudad Juarez and Nuevo Laredo), and final auto assembly plants in the Central United States.
Proximity allows U.S. manufacturers greater management and quality control over products than they
would enjoy in East Asia. For the most part, U.S. production-sharing operations in Mexico are
involved in electrical articles (37 percent) and motor vehicles and parts (34 percent).

Mexico’s attractiveness relative to that of other countries as an assembly location is
reinforced by higher relative wage costs in such competing countries as Taiwan, South Korea, Hong
Kong, and Singapore during 1990-93. In 1993, average hourly compensation for production workers
in Mexico was 40 percent below that in Hong Kong, 50 percent below that in Taiwan, and
53 percent below that in South Korea and Singapore (table 3-4).

Asia’s regional advantages are its large local markets, educated work force, and well-
developed infrastructure. U.S. firms often establish production-sharing operations in Asia in order to
enter these markets and export a certain amount of production back to the United States. The
selected East Asian countries have a combined market size of more than 175 million people.
Comparatively, the market of the Caribbean Basin region, a population of roughly 35 million, is
smaller and more dispersed than the markets in either selected East Asian countries or Mexico."
Subsequently, while foreign direct investment by global investors surged from $31 billion in 1990 to
$80 billion in 1993, almost 60 percent of it went to Asia."” U.S. imports from the selected East
Asian countries under HTS provision 9802.00.80 were mostly of electrical articles.

NAFTA and Special Trade Programs

NAFTA, which entered into force on January 1, 1994, gave Mexican producers, particularly
those involved in apparel production, a competitive advantage over Caribbean producers in the U.S.
market. U.S. imports of apparel from Mexico made from fabric that is both formed and cut in the
United States enter duty-free.”®* Apparel imports from the Caribbean made from such parts are
charged the MFN rate of duty on the value added by the assembly operation. Articles other than
apparel from Mexico are eligible for duty-free entry if the duty was reduced to zero effective
January 1, 1994, under NAFTA. U.S. imports from the Caribbean Basin of articles other than
apparel enter-duty free if they are eligible for the GSP or the CBERA. Caribbean Basin producers
will maintain a temporary competitive advantage over producers in Mexico for articles that are
eligible for duty-free treatment under the CBERA and for which there is a staged elimination of the
U.S. duties on imports from Mexico under NAFTA. The Caribbean will lose this advantage once
NAFTA staging is complete. Further, once NAFTA staging is complete, Mexico will have duty-
free access to both the United States and Canada for all articles that qualify under NAFTA rules of
origin. The Caribbean only has duty-free access to the United States, and only for products other
than apparel and petroleum products.

¥ For a discussion of the historical development of production sharing in these regions spurred by the globalization of
automobile and electronics industries, see Chapter 2, Analysis by Industry of Imports Under Production Sharing Provision
9802.00.80, of this and previous USITC publications on Production Sharing: U.S. Imports Under Harmonized Tariff
Schedule Subheadings 9802.00.60 and 9802.00.80. Also see Kenneth S. Flamm, Juan Jose Eschavarria, Joseph Grunwald,

Leslie Delatour, and Karl Voltaire, The Global Factory: Foreign Assembly in International Trade (Washington; DC:
Brookings Institution), 1985.

7 *The Global Economy Survey," The Economist, Oct. 1-7, 1994, p. 23 in survey.

¥ 7.S. International Trade Commission’s report Potential Impact on the U.S. Economy and Selected Industries of the
North American Free-Trade Agreement, states that NAFTA contains exceptions to the rules of origin under "tariff
preference levels” (TPLs). TPLs permit the import of a fixed quantity of certain goods at the lower NAFTA duties, even
though the imports otherwise would not qualify for the duty preferences under the NAFTA rules of origin. Once imports
reach the levels established under the TPLs, they will be subject to the higher most-favored-nation (MEN) rates of duty.

NAFTA provides that parties may agree to modify the textile and apparel rules of origin. In addition, the

NAFTA rules of origin will supersede the rules in force under the U.S.-Canada Free-Trade Agreement (CFTA).
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Table 3-4 '
Average hourly compensation costs' for manufacturing employees, by selected regions and countries,

1990-93
(U.S. dollars)
Percent
change
in 1993
‘ from
Region/country 1990 1991 1992 1993 1990°
North America
United States . ........ 1491 15.58 16.15 16.73 12
Canada . ............ 15.83 17.09 16.97 16.33 3
MexicoO . .. ... ... ... 1.64 1.93 2.29 2.59 58
Asia
Japan . ............. 12.80 14.66 16.28 19.01 49
Singapore . .......... 3.78 4.35 495 5.25 39
South Korea . . ........ 3.71 4.61 5.10 5.53 49
Taiwan . . ........... 3.95 4.39 5.13 5.22 32
HongKong .......... 3.20 3.58 3.92 4.29 34
EU
Germany ........... 21.96 22.69 25.41 25.71 17
Belgium ............ 19.22 19.83 22.23 21.21 10
Netherlands . ......... 18.29 18.30 20.34 19.95 9
Denmark ........... 17.96 18.26 20.02 19.12 6
Luxembourg ......... 16.37 16.73 A @) @)
France ............. 15.23 15.26 16.89 16.23 7
Italy .............. 17.74 18.60 19.60 15.99 -10
Ireland ............. 11.76 12.08 13.37 12.18 4
United Kingdom ....... 12.71 13.77 14.44 12.76 @)
Spain . ............. 11.33 12.20 13.37 11.50 2
Greece . ............ 6.71 6.82 7.46 ® V)
Portugal ............ 3.77 424 5.17 4.60 22

THourly compensation is defined as (1) all payments made directly to the worker before payroll
deductions of any kind and (2) employer social insurance expenditures.

? 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.

* Not available.

“ Not applicable.

* Less than .5 percent.

Source: Compiled from statistics of the U.S. Bureau of Labor Statistics, Office of Productivity and
Technology, International Comparisons of Hourly Compensation Costs for Production Workers in
Manufacturing, 1975-1993, Nov. 1994.



Figure 3-1 compares the level of duty charged on U.S. imports of textiles and products other
than textiles from the Caribbean and Mexico. The principal trade preference applying to U.S.
imports from Mexico in 1994 is the NAFTA. Those for the Caribbean Basin are the CBERA and
the GSP. To qualify for NAFTA benefits, textile and apparel goods must generally be made in
North America from fabric that has been woven from yarn spun in North America. This
requirement is called "yarn forward." A limited number of products must be made in North
America from the fiber stage forward. "Fiber forward" products include yarns, knit fabrics,
nonwoven fabrics, and most made-up textile articles of manmade fibers, and yarns of cotton.” The
fiber forward rule also applies to trade between the United States and Mexico in sweaters and felt
and tufted carpet of manmade fibers. -

Products other than textile articles qualify for NAFTA treatment if they meet one of the
following four tests: (1) wholly produced in the NAFTA territory, (2) produced entirely from North
American originating materials, (3) produced from non-originating material but went through a
manufacturing process that gave it a qgalifying change in tariff classification, and (4) contains the
required regional value-content share. ‘

U.S. imports from the Caribbean Basin of articles of apparel produced from wholly domestic
content (case 1) will be charged the MFN rate of duty; comparable U.S. imports from Mexico of
apparel made from Mexican fabric enter duty free. The effect on Caribbean Basin producers of this
NAFTA benefit is limited because there is very little export-quality fabric made in Caribbean Basin
countries. The Caribbean countries and Mexico are each charged the MFN rate of duty on U.S.
imports of apparel made from foreign fabric (case 2). A major portion of the apparel imports from
the Caribbean and Mexico are made from fabric formed and cut in the United States (case 3). For
such U.S. imports from the Caribbean, duty is charged on the value added by the assembly
operations. Under NAFTA, such U.S. imports from Mexico enter duty free.

U.S. imports of articles, other than textiles, that are wholly produced in either the Caribbean
or Mexico will enter duty-free. Most non-apparel, non-petroleum related imports from the
Caribbean currently enter free of duty under the GSP, the CBERA, or an MFN rate of free.”
Products from Mexico will enter the United States duty-free when NAFTA staging is complete (case
1X). U.S. imports of products from the Caribbean Basin that contain not less than 35 percent
domestic content receive preferential treatment over comparable imports from Mexico (case 2X).
Such U.S. imports from the Caribbean Basin qualify for duty-free treatment under the CBERA and
the GSP, while those from Mexico do not qualify for preferential treatment under NAFTA. Under
NAFTA, the foreign content must undergo a change in tariff classification; while under the GSP or
the CBERA no such change is required. If the domestic content is less than 35 percent, U.S.
imports from the Caribbean Basin and Mexico will each be charged the MFN rate of duty (case 3X).
There is no advantage if U.S. imports from the Caribbean Basin or Mexico are of products made
from a combination of U.S. components and domestic labor because such imports from the
Caribbean Basin enter duty free under 9802.00.80.40, those from Mexico enter duty free under
NAFTA (case 4X).

1° USITC, Potential Impact on the U.S. Economy and Selected Industries of the North American Free-Trade Agreement,
USITC publication 2596, Jan. 1993, p. 8-2.

2 1bid., p- 3-2.

# Duty-free treatment is subject to the product limitations described under these trade preference programs. The original
CBERA explicitly excluded textiles, apparel, footwear, luggage, handbags, flat goods, work gloves, canned tuna, petroleum
products, and watches. A number of Presidential proclamations have expanded CBERA benefits. For more information on
the CBERA and the GSP, see USITC, Report on the Impact of the Caribbean Basin Economic Reco¥ery Act on U.S.
Industries and Consumers, Ninth Report 1993, USITC publication 2813, Sept. 1994.
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Figure 3-1
Comparison of tariff treatment (after NAFTA staging is complete) on products from CBERA-eligible
countries and Mexico

Percentage of domestic, U.S., CBERA
and foreign components beneficiaries - Mexico

TEXTILES, APPAREL,
AND FOOTWEAR

Case 1 D MFN rate of duty D Free under NAFTA staging
D Ineligible for CBERA? to yarn or fiber forward
D Ineligible for GSP

Case 2

D MFN rate of duty D MFN rate of duty

L] ‘tneligible for CBERA! [L] tneligible for NAFTA

D ineligible for GSP because of yarn and fiber
forward

Case 3 Duty paid on value added [ Free under NAFTA

Ineligible for CBERA?
Ineligible for GSP

LoD

Figure continues on next page.
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Figure 3-1—Continued _ .
Comparison of tariff treatment (after NAFTA staging is complete) on products from CBERA-eligible
countries and Mexico

Percentage of domestic, U.S., CBERA

and foreign components beneficiaries Mexico
OTHER
Case 1x

[:I Free under CBERA or GSP D Free under NAFTA staging
for eligible products

D MFN rate of duty if not
eligible for GSP or CBERA

Case 2x D Free under CBERA D Free under NAFTA staging
if foreign content has
g ::: untderf(:l: i not undergone CTC3
rate of duty if no .
eligible for GSP and [:' MFN rate of duty itno CTC
CBERA for foreign content
Case 3x LJ WMFNrate of duty [[] sameascaseabove
Case 4x D Free under 9802.00.80.40 D Free under NAFTA staging

1 Since 1990, completed footwear assembled in CBERA countries entirely from U.S. components have been duty
free under the CBERA. Textiles and apparel not covered by the MFA are eligible for the CBERA, as are handicomed
folklore products.

2 The scenario is the same if the domestic content is less than 35 percent.

3 Change in tariff classification. 3-12



Outlook for Caribbean Production-Sharing Operations

‘The competitiveness of Caribbean Basin production-sharing operations with respect to those
in Mexico and selected East Asian countries may be weakened by the region’s mostly unsuccessful
efforts to attract assembly operations involving technology-oriented products and by NAFTA.Z The
Caribbean’s continued reliance on labor-intensive apparel assembly operations rather than graduating
* to such higher value-added and more technologically sophisticated assembly operations as electrical
articles and motor vehicle parts may slow the pace of technology transfer and development of a local
industrial base. Such technological developments as robotics and computer integrated manufacturing
are moving industrial production towards small lot, flexible production and away from the
standardized, high volume manufacturing that use production sharing. The Caribbean’s low cost
labor 1f%rce will become less important to U.S. producers as automated production becomes more
cost efficient.

Comparing the product mix of U.S. imports from the Caribbean Basin entering the United
States under HTS provision 9802.00.80 in 1993 with imports not entering under the provision that
year shows the extent to which the Caribbean’s trade with the United States is concentrated in such
resource rich or labor intensive products as textiles for production sharing and agricultural and
petroleum products for non-production sharing imports (figure 3-2). In contrast, U.S. imports from
Mexico in 1993 included a varied basket of goods for production sharing imports; non-production
sharing imports consisted of both petroleum products and manufactured goods. The product mix of
U.S. imports from the selected East Asian countries is the most technology oriented with electrical
articles accounting for 77 percent of U.S. imports under HTS provision 9802.00.80 and 44 percent
of U.S. imports not entering under this provision in 1993.

NAFTA has increased the competitiveness of production-sharing operations located in Mexico
over those in the Caribbean Basin. Caribbean governments expect that U.S. investment and trade
will be diverted from the Caribbean to Mexico because of the beneficial tariff treatment that goods
originating in NAFTA countries receive. Appar<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>