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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
September 30, 1970.

To the President:

In accordance with the request contained in your letter of

August 18, 1969, the U.S. Tariff Commission reports herein the results

of its investigation of the economic factors affecting the use of items

806.30 and 807.0C of the Tariff Schedules of the United States.

In your letter, you directed that the Commission's report should

include, but not be limited to an analysis of:

(1)

(5)

the competitive relationship in U.S. consumption of
articles admitted under items 806.30 and 807.00 and
other like or directly competitive articles;

the operations of U.S. industries, or firms, utilizing
items 806.30 and 807.00 of the TSUS, including data
with respect to their production, imports, exports,
foreign investments in production facilities, and the
effect of the operation of these provisions upon their
competitive position in the United States and in for-
eign markets; '

the effect of operations under these provisions of the
TSUS upon the U.S. balance of payments; and

the relationship of these provisions and imports there-
under to employment opportunities and wage levels in
the United States, particularly in the 1ndustr1es uti-
lizing these provisions; and

the probable effect of repeal of either 806.30 or
807.00, or both.

The irnvestigation (No. 332-61) was conducted by the Commission

under the authority of section 332 of the Tariff Act of 1930 (19 u.s.c.

1332).

Notice of the institution of the investigation and of a public

1



hearing to be held in connection therewith was issued on August 28,

1969, and published in the Federal Register (34 ¥.R. 14043) (appendix A).

Originally, the report on the results of the investigation was
scheduled not later than January 31, 1970, and the Tariff Commission
scheduled public hearings beginning November 18, 1969. Subsequently,
on the basis of expressions from interested industry groups, the Bureau
of the Budget, and the U.S. Tariff Commission, that the original dead-
line provided inadequate time for a study of this scope and complexity,
the scheduled date for the report was extended to August 31, 1970
(appendix B). The date for the start of the Commission's public hear-
ing was accordingly rescheduled to May 5, 1970.

The public hearing was held during the period May 5-19, 1970. All
interested parties were given an opportunity to be present, produce
evidence, and be heard.

This report on the results of the investigation provides an over-
all view of the operations éonducted under items 806.30 and 807.00,
including information on the customs treatment provided such products;
an analysis of the trends in trade, by commodity group and by country;
the relationship between the trade in these items and the overall
trade balance of the United States; information on the relative impor-
tance of these provisions to the total operations of the major users
in terms of their value of shipments, exports and imports, employment,
and foreign investment; and finally, the Tariff Commission's estimate
of the probable_effect of the elimination of either or both of these

two tariff provisions. Because of the large number of individual



products involved, ;/ the estimates of the probable effect of elimina-
tion of items 806.30 and 807.00 that are presented, are in terms of
the major product groups (e.g., wearing apparel, consumer electronic
products, aluminum mill products, etc.) that account for the bulk of

the imports under these tariff items.

Introduction

Total U.S. imports under tariff items 806.30 and 807.00, combined,
increased annually from $953 million in 1966 to about $1,842 million
in 1969. While trade under both of the provisions rose sharply and
without interruption over that period, most of the aggregate increase,
$889 million, was accounted for by articles assembled abroad,contain-
ing U.S. fabricated components, that were entered under item 807.00.
The imports under this provision rose from $890 million in 1966 to
$1,649 million in 1969, or by $759 million.

The growing volume of imports, particularly under item 807.00,
has been accompanied by increasing expreésions of concern by.the
AF1,-CIO Executive Council and other labor groups that the duty alliow-
ance on the U.S. materials contained in the articles in question has
encouraged a shift of productive facilities from the T'nited States to
foreign countries that have lower wage rates than those prevailing in
this country, and, accordingly, has resulted in the exportation of

U.S. job opportunities. 2/

-1/ The imports herein considered enter under some 1,000 individual
tariff classifications and are supplied by over 30 countries.

2/ The full statement of the AFL-CIO Executive Council submitted in
connection with +this investigation appears in appendix C. The state-
ments of other trade unions are included in the copies of briefs and
of the hearing transcripts which are being transmitted under separate
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Largely in response ﬁo these expressions of concern, plans were
initiated early in 1968 for the establishment of an interagency task
force to examine the extent to which tariff item 807.00 "contributes to
the expansion, contraction, or relocation abroad of U.S. jobs," or "to
the expansion»of domestic or foreign commerce of the United States.”
Still another objective was to determine whether U.S. private invest-
ment abroad "for the sole or major purpose of producing goods for ex-
port to the United States"” is in the economic interest of the United
States. ;/ Subsequently the President requested of the Tariff Commis-
sion an analysis of the relevant economic factors respecting the trade
in both item 807.00 and 806.30. |

After initiating the investigation, the Commission undertook an
iﬁtensive effort to identify U.S. firms using the two tariff provisions
with a view toward developing the information needed to respond to the
points of reference contained in the President's request. From infor-
mation in the Commission's files, from contacts with the trade, and
from a review of customs invoices and other sources, a list of some
1,200 firms was developed; the firms were believed to be actual or
prospective users of the two tariff items.

In December 1969, a preliminary survey of the firms on the Commis-
sion's mailing list was undertaken by questionnaire. The purpose of
the survey was twofold. First, it sought to develop more meaningful

data than that available from official sources respecting the commodity

1/ The task force issued no public report.



composition of the trade under both of the tariff items in question. }/
Secondly, the survey endeavored to establish a "profile" respecting
each of the participating concerns, including information as to the
volume of its imports, whether the concern acts merely as an importer
or jobber of foreign merchandise containing U.S. materials subject to
duty allowance, or whether the concern's operations consisted bf a
sequential export-import transaction involving the domestic production
or procurement of U.S. materials for processing or assembly abroad and
return. In addition, certain data were developed in the survey
respecting the amount of employment and U.S. investment in the foreign
facilities in which U.S. materials imported with duty-allowance are
processed or assembled.

After a review of the responses to the preliminary survey, -follow-
up questionnaires were sent to those firms which appeared to be signif-
icant importers of the products entered under these provisions and
which appeared best able to supply the comprehensive information
needed to comply with the President's request. The Commission endeav-
ored to canvas the U.S. firms that were major users with respect to
each of the principal product categories (e.g., wearing apparel, con-
sumer electronic products, transportation equipment, toys, and scien-

tific instruments) in the three Tariff Schedules of the United States

;/ From Bureau of the Census records it was possible to tabulate
trade statistics for the years 19.6-69 on the value and source of
imports under item 807.00, by commodity. Comparable data by commodity
are not reported on imports under item 806.30 by the U.S. Bureau of
the Census. The commciity detail respecting the imports under item
806.30 that are used in this report are estimates based on tabulations
of Customs entry documents and information obtained by questionnaire.



(schedules 3, 6, and 7) in which the import trade has been concen-
trated. Such firms appeared to be the ones best able to supply the
data required (e.g., information on foreign wage levels, foreign em-
ployment, and the relative cost of producing articles abroad under

- these tariff provisions and of producing the same or similar articles
in the United States). The canvas concentrated on U.S. firms having

a sequential export-import operation in ‘connection with foreign facil-
ities in which they had an investment. With a view toward developing
additional relevant information, questionnaires were also sent to
certain foreign concerns with sales or manufacturing facilities in the
United States.that import under these provisions.

Firms responding to the preliminary. survey accounted for 92.per-
cént of the total imports under item 807.00 in 1969. Based on these
returns, it appears that in 1969 about 40  percent of the imports under
this tariff provision was by U.S. concerns having an investment in the
overseas assembly facility from which“the.imports~werevobtained;aabout
60 percent of this trade was by U.S. firms whose foreign establish-
ments were primarily oriented to 807.001assembly operations. The
remainder of the trade was largely by ‘foreign concerns that, on their
own account, obtain U.S. components ‘for assembly into the products
they export to the United States. A small part of the ﬁotal trade
(chiefly in wearing apparel) was by jobbers or contractors with no
financial interest in the foreign establishment from which the

assembled article was obtained. 1/

‘;/ bout half of the total imports of wearing apparel appear to be
by concerns operating in such capacity.
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Detailed follow-up questionnaires were received from firms which
accounted for 36 percent of total 807.00 imports, for 88 percent of
the imports by U.S. firms with investments in foreign assembly facili-
ties, and for 79 percent of the imports by U.S. firms whose foreign
plants are exclusively or chiefly oriented toward 807.00 operations.

With respect to item 806.30, responders to the preliminary survey
accounted for about 85 percent of the imports under the provision in
1969. Data obtained in the survey indicate that about 58 percent of
total 806.30 imports in 1969 was by U.S. concerns with investments in
the foreign facilities in which *he 17.8. metal articles were processed;
the great bulk of these imports were processed in facilities that were
wholly or chiefly engaged in processing metal articles for return to
the United States under this tariff item. About 21 percent of the
1969 trade under item 806.30 was by foreign concerns which generally
obtain the U.S. metal articles to be processed from their subsidiaries
6r affiliates in the United States; another 21 percent was by domestic
importers or jobbers with no financial interest in the foreign facili-
ties in which U.S. metal articles are processed.

Detailed follew-up questionnaires were received from concerns
that in 1969 accounted for 54 percent of total imports under item
806.30, for 89 percent of the imports by U.S. concerns with invest-
ments in foreign processing facilities, and for 93 percent of those
whose foreign plants are wholly or chiefly engaged in 806.30 opera-

tions.



Details respecting the amount of imports reported by responders
to the preliminary survey and to the followup questionnaires sert to
users of tariff items 807.00 and 806.3C are shown below (in millions

of dollars):

8C7.00 806.30

Total U.S. imports, 1969--------------- 1,649 193

Response to preliminary survey:
Total imports by responders---------- 1,521 164
Imports by firms with U.S. invest-
ments in foreign facilities:
Total=mmm=mmmm==—mmmmmmmm——mmm - 608 95
Firms whose foreign facillities
are exclusively or chiefly
assembling or processing U.S.

materials------==memmmmmm—meemmoo 376 82
Response to detailed followup
guestionnaires:
Total-=mmmmmmmmmmmcm e e e mm e — 586 105

Firms whose foreign facilities are
exclusively or chiefly assembling
or processing U.S. materials------- 298 76
Tn addition to data obtained by questionnaire, much useful infor-

mation was supplied by other Government agencies, principally the U.S.
Department of Labor, the Department of Commerce, and the U.S. Bureau
of Customs. The Commission was also provided with a considerable
amount of data during the public hearings au.a in briefs submitted by
interested parties. Information contained in this report is also

based in part on field work by the Commission's staff and information

in the Commission's files.



U.S. Customs Treatment
Tariff items 806.30 and 807.00 are provided for in schedule 8,
part 1, subpart B, of the Tariff Schedules of the United States (TSUS).
Pursuant to the provisions of item 806.30, articles of metal (except
precious metal) that have been manufactured, or subjected to a process
of manufacture, in the United States and exported for processing and
return to the United States for further processing, are subject to duty
only on the value of the foreign processing. Under tariff item 807.00,
imported articles assembled in foreign countries with fabricated com-
ponents that have been manufactured in the United States are subject to
duty‘upon the full value of the imported product less the value of the
U.S. fabricated components contained therein. No further processing
in the United States is required for articles imported under item
807.00. The provisions of the respective items are shown below:
Tariff Schedules of the United States: Schedule 8--
Special Classification Provisions: Part 1
Articles Exported and Returned

Subpart B headnotes:

1. This subpart shall not apply to any article
exported~-~

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

(b) with benefit of drawback;

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

(d) after manufacture or production in the United
States under item 864.05 of this schedule.
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2. Articles repaired, altered, processed, or
otherwise changed in condition abroad.--The following
provisions apply only to items 806.20 and 806.30:

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

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

of such change,
as set out in the invoice and entry papers; except
that, if the appraiser concludes that the amount so
set out does not represent a reasonable cost or value,
then the value of the change shall be determined in
accordance with section 402 or L402a of this Act.

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

(c) The duty upon the value of the change in
condition shall be at the rate which would apply to
the article itself, as an entirety without construc-
tive separation of its components, in its condition
as imported if it were not within the purview of
this subpart. If the article, as returned to the
United States, is subject to a specific or compound
rate of duty, such rate shall be converted to the
ad valorem rate which when applied to the full value
of such article determined in accordance with section
L02 or LO2a of this Act would provide the same amount
of duties as the specific or compound rate. In order
to compute the duties due, the ad valorem rate so
obtained shall be applied to the wvalue of the change
in condition made outside the United States.

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

(a) The value of the products of the United
States assembled into the imported article shall be --
(i) the cost of such products at
the time of the last purchase;
or
(ii) if no charge is made, the value
of such products at the time of
‘ the shipment for exportation,
as set out in the invoice and entry papers; except
that, if the appraiser concludes that the amount so
set out does not represent a reasonable cost or wvalue,
then the value of such products shall be determined
in accordance with section 402 or 402a of this Act.
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(b) The duty on the imported article shall be at
the rate which would apply to the imported article
itself, as an entirety without constructive se<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>