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PREFACE

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

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

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

! Peter F. Drucker, “The Rise in Production Sharing,” The Wall Street J. .
1977), see. i, pa g all Street Journal (Mar. 15,
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EXECUTIVE SUMMARY

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

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

Table A
U.8. Imports under HTS subheadings $802.00.60 and 9802.00.80 and total imports,
1985 and 1988 .

Share of total

Change, imports under
1988 from 9802.00.60 and
Subheading 1985 1988 1985 9802.00.80, 1988
- Million dollars — Percent
Imports under
subheading
9802.00.60:
Dutiable' ............ 145 459 217 1
Nondutiablet ......... 275 470 7 1
Total ............. " 420 929 121 1
Imports under
subheading
9802.00.80: .
Dutlable? .......... 24,566 56,449 130 77
Nondutlable? ....... 5,550 16,354 198 22
Total ........... 30,115 72,804 142 99
Imports under
subheading
9802.00.60 and
9802.00.80: .
Dutiable® .......... 24,710 56,909 130 77
Nondutlable . ....... 5,825 16,824 189 23
Total ........... 30,535 73,733 142 100
Grand ’ i ’
total
U.S.
Imports ........ 345,553 437,140 27 (4)

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

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

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

“ Not appiicable. ’

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

' Throughout this report, the term “nondutiable” imports will be used interchangeably with “U.S.
content,” “U.S.-origin content,” “U.S.-origin metal,” and “U.S.-made components. N
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total U.S. 1mpo}ts in 1988 compared with 9 percent in 1985. The principal
supplymg countries were Canada, Japan, and Mexico, accounting for 70 percent
of total imports under these provisions in 1988.

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

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

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

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

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

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

2 See ch. 2 for a more detailed discussion of the Customs User Fee.



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

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

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

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

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

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

Dividing all U.S. industries into 22 categories, the industries with the highest ratio of
the value of U.S.-made components to total value of imports under HTS subheading
9802.00.80 in 1988 were trousers, slacks, and shorts (67 percent); body-supporting
garments (67 percent); agricultural and forest products—chiefly disposable hospital
gowns—(67 percent); other textiles and apparel (61 percent); other electrical articles (59
percent); semiconductors (55 percent); and shirts and blouses (55 percent) (pp. 1-8 to
1-9). Most of these products are imported from U.S.-owned or contracted assembly or
sewing facilities in Mexico and the Caribbean. On the other hand, U.S.-made
components accounted for only 13 percent of the value of motor vehicles imported
under subheading 9802.00.80. Foreign-owned manufacturers in Japan, West Germany,
and Sweden supplied the majority of the imports. Because the trade-weighted-average
rate of duty on apparel was 20.3 percent ad valorem in 1988, compared with 3.5 percent
for all other products imported under subheading 9802.00.80, apparel accounted for 43
percent of the duty savings accrued from the use of subheading 9802.00.80 despite
acclgunting for only 2 percent of the total trade under that provision (pp. 1-11 and
6-1).

® Imports under subheading 9802.00.80 from less developed countries (LDCs)
rose 121 percent during 1985-88 in terms of total value and 99 percent in terms
of the value of U.S.-made components contained in subheading 9802.00.80



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

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

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

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

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

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

During 1984-1987, EC imports after outward processing rose by 12 percent to $4.2
billion (table 9-1). This amount was less than 6 percent of the level of corresponding
U.S. imports under HTS subheading 9802.00.80 in 1987. West Germany and France
were the principal users of outward processing arrangements in 1987, together
accounting for two-thirds of EC imports under such provisions (table 9-5). Almost
one-half of EC imports after outward processing in 1987 were accounted for by textiles



and apparel (table 9-2). Semiconductors, office machines and parts, and other
machinery and equipment were the next most important individual categories of products
imported under EC production sharing provisions in 1987.

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






Chapter 1
Introduc'tion |

Purpose of the Study

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

nity (EC) by European firms engaged in

production sharing (see Chapter 9).

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

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

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

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

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

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

This study emphasizes the significance of the
duty-free portion (U.S.-origin content) of imports
under subheadings 9802.00.60 and 9802.00.80,
as opposed to the dutiable portion. It is the re-
duction of tariff obligation through duty-free
treatment of the U.S,-origin content that provides
the incentive to use these tariff provisions. Chap-
ters 3 through 8 describe trade in specific
products; within each chapter, the analyses are

presented in rank order according to duty-free

content of imports under subheadings 9802.00.60
and 9802.00.80. Also, each analysis includes a
concordance that shows which HTS subheadings
and TSUS items are allocated to the commodity
group to facilitate comparison of information pro-
vided in this report and past annual reports with
that presented in future annual reports.

Trends In Imports Under HTS
Subheadings 9802.00.60 and 9802.00.80
Firms have several incentives for using pro-

duction sharing and/or the provisions of
subheadings 9802.00.60 and 9802.00.80: (1) to

_ improve the price competitiveness of products by

shifting certain labor-intensive assembly opera-
tions to low-wage-rate countries; (2) to reduce
the cost of cross-border transfers of both in-proc-
ess materials and final goods; (3) to allow
companies to rationalize® production involving

4—Continued

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

8 App. B contains statistical tables showing imports
under HTS subheadings 9802.00.60 and 9802.C0.80
during 1970-88. It also indicates modifications that were
made by the Commission to official statistics from the
U.S. Department of Commerce. App. B also contains a
concordance between specific commodity groupings and
major industry groups.

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

1-1



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

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

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

Figure 1-1

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

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

¢—Continued

efficiency and economies of scale. It also involves
interdependency between plants and requires coordination
of production planning. Rationalization of production
across international boundaries is increasingly a common
fractice for multinational corporations, particularly U.S.
irms with facilities in Canada. )

7 The user fee does not apply to imports under chapter
98 of the HTS. Consequently, importers of goods with a
most-favored-nation duty rate of free, which had no
incentive to declare eligibility under subheadings
9802.00.60 and 9802.50.80. began using these provi-
sions. See ch. 2 for a discussion of the user fee.

Trends of total U.S. imports and imports under 9802.00.60 and 9802.00.80, 1970-88

Billlon dollars

5§00

] Total imports
' 9802.00.60 and 9802.00.80 imports

450

400
350
300
250
200
150
100

S0

0 e e et e a4t bt Cn
4

 a "y,
ALY

P

PR )
P
0, % o .

., "t
o,y

T %

1970 1972 1974 1076 1978

1980 1982 1984 1986 1988

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



Figure 1-2

Subheadings 9802.00.60 and 9802.00.80: Dutlable and duty-free imports compared wlth other U.S. Imports

for consumption, 1985-88
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9802.00.80 was 23 percent of the total value
of imports under these provisions in 1988, up
from 19 percent in 1985. Corresponding ratios
for subheading 9802.00.80 imports alone were 22
percent in 1988 and 18 percent in 1985 (table
1-1). This increase in the share accounted for by
duty-free imports is partly attributable to the esca-
lation of the duty-free value of subheading
9802.00.80 imports of motor vehicles from only
$502 million in 1985 to $5.8 billion in 1988. The
corresponding ratio of duty-free value to total
value of subheading 9802.00.80 imports of motor
vehicles jumped from 3 percent to 13 percent
during the same period (table 1-1).8

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

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

l:l Duty-free 9802.00.60 and 9802.00.80
Dutiable 9802.00.60 and 9802.00.80

1987 . 1988

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

1985 1988
Billion Billion
dollars dollars
Developed countries- . ..... 20.7 51.9
LDCs .....covviiii . 9.8 21.8
Total ......... e 30.5 73.7

Developed countries ...... 68 70
LDCs ... 32 30
Jotal ................ 100 100
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Table 1-1

U.S. Imports under HTS subheading 9802.00.80, total and duty free, by industry groups, 1985 and 1988

- Average Ratio of Average
annual duty-free annual
Change, change, Share value to Change, change, Share
Duty-free value 1988 1988 of total value Total value 1988 1968 of
—_— from from total from from total
Industry group 1985 1988 1985 1985 1988 1985 1988 . 1985 1988 1985 1985 1988
—— 1,000 dollars Percent 1,000 dollars Percent

Agricultural and forest pro- )

ducts ...........c00i0nnnn 98,993 136,696 38 1 1 65 67 151,230 204,670 35 1 (")
Shirts and blouses .......... 95,438 194,935 104 27 1 50 55 190,149 355,747 87 23 ")
Trousers, slacks, and shorts . 174,449 396,781 127 32 2 72 67 243,434 590,246 142 34 1
Body-supporting garments . . . 116,758 156,025 34 10 1 66 67 177,422 232,466 31 9 ()
Footwear .................. 70,365 - 122,983 75 20 1 49 26 142,450 475,867 234 49 1
Other textiles and apparel ... 226,320 440,835 95 25 3 54 61 418,898 727,785 74 20 1
Chemicals, coal petroleum,

natural gas, and related

products ................ 36,410 47,012 29 9 ) 25 37 147,040 128,255 -13 -4 "
Minerals and metals ........ 78,264 126,241 61 17 M 40 35 195,893 359,860 84 22 (")
Internal combustion engines

andparts ................ 259,021 427,904 65 18 3 27 14 961,880 2,955,868 207 45 4
Office machines and parts ... 416,490 556,978 34 10 3 23 21 1,804,289 2,605,352 44 13 4
Motors, generators, trans-

formers, and related i .

equipment ............... 202,099 338,966 68 19 2 50 48 404,816 698,328 73 20 1
Television apparatus and ‘
parts, other than cameras ’
and picture tubes .......... 118,643 311,231 162 38 2 18 22 660,597 1,393,689 111 28 2
Radio and telephone

equipment and parts ...... 222,083 173,367 -22 -8 1 31 31 727,047 - 561,184 -23 -8 1
Tape recorders, record

players, and related

equpment ............... 139,296 122,624 -12 -4 1 31 18 439,231 665,931 52 15 1
Semiconductors ............ 733,037 2,395,593 227 48 15 59 55 1,242,746 4,360,478 251 52 6
Other electrical articles ..... 988,251 1,659,860 68 19 10 57 59 1,731,200 2,815,947 63 18 4
Motor vehicles, including

including automobile

truck and truck

tractors, motor buses, .

passenger automobiles . ... 501,710 5,839,003 1,064 127 36 3 13 17,127,522 44,056,359 157 37 61
Motor-~vehicle parts, i : .

industrial vehicles, non-

self-propelled vehicles

motorcycles, rail loco-

motives, and rolling

stock . ... . i 282,942 1,007,216 256 53 6 27 24 1,061,789 4,207,001 296 58 6
Other machinery and equip- - .-

ments ........coevnennnn 418,340 1,170,964 180 41 7 28 31 1,477,046 3,724,564 152 36 5
Scientific instruments and

apparatus ............... 133,248 270,184 103 27 2 51 52 263,194 519,030 97 25 1

See footnote at end of table.
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Table 1-1—Continued

U.S. imports under HTS subheading 9802.00.80, total and duty free, by industry groups, 1985 and 1988

Average Ratlo of Average
annual duty-free annual
Change, change, Share value to Change, change, Share
Duty-free value 1988 1988 of total value Total value 1988 1988 of
from from total from from total
Industry group 1985 1988 1985 1985 1988 1985 1988 1985 1988 1985 1985 1988
—— 1,000 dollars Percent -—— 1,000 dollars Percent
Furniture, mattresses and
pillows ........... ... 17,538 189,943 983 121 1 17 35 101,709 540,517 430 75 1
Other miscellaneous
manufactures ............ 180,086 268,771 49 14 2 40 43 445,780 624,341 40 12 1
Total . ..ovviiviiaia, 5,549,719 16,354,111 195 43 100 18 22 30,115,411 72,803,484 142 34 100

' Less than 0.5 percent.

«

Source: Compiled from official statistics of the U.S. Department of Commerce. See app. B for a concordance between these industry groups and subheading

9802.00.80 commodity groups.



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

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

Figure 1-3

Trends In Imports Under
Subheading 9802.00.80

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

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

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

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

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

1988 from 1985 ................. 27 142 195
Average annual 1988

from1985...........ciiinann 8 34 43

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

Commerce. .

Table 1-3

HTS subheading 9802.00.80: Nomlhal and effective rates of _duty under HTS subheading 9802.00.80 and

duty savings, 1985-88

9802.00.80 Duty-free 9802.00.80 Rate of duty Total
imports to to total duty
Year total Imports 8802.00.80 imports Nominal Eftective savings
Million
Percent doliars
1985 ................ 9 18 4.7 3.6 389
1986 ........... . 10 17 4.3 3.6 403
1987 ..o v 17 19 2.6 2.1 477
1988 ................ 17 22 2.5 2.1 582

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

Commerce.

Principal products

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

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

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

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

Principal sources

The top three countries in terms of U.S. con-
tent under subheading 9802.00.80 in 1988 were
Canada, Mexico, and Malaysia, accounting for
shares of 40 percent, 32 percent, and 4 percent,
respectively. Canada’s share of duty-free HTS
subheading 9802.00.80 imports expanded sub-
stantially during 1985-88, from only 10 percent
to 40 percent. However, the sharp rise in duty-
free subheading 9802.00.80 imports from Canada
does not indicate an increase in the use of
U.S.-made components in Canadian manufactur-
ing operations. Instead, it shows that to avoid the
Customs User Fee U.S. importers claimed sub-
heading 9802.00.80 eligibility for duty-free
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articles from Canada that contain U.S.-made
parts. In 1988, 77 percent of the duty-free con-
tent of subheading 9802.00.80 imports from
Canada was accounted for by motor vehicles
($4.9 billion), all of which already qualified for
duty-free treatment under the APTA. Motor-ve-
hicle parts accounted for 7 percent
(8458 million) and semiconductors, 5 percent
(8324 million) (table B-20). :

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

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

Table 1-4
Average hourly earnings' of manufacturing employees Iin selected countries, 1984 and 1987
Change
in 1987
from
Country 1984 1987 19842
dollars dollars Percent
United States ................... 9.19 '9.91 8
EC
Denmark ....................... 6.98 12.68 82
Belgium .............. ... 000hnn (3) 12.54 72
West Germany .................. 5.44 9.77 80
Luxembourg .................... 5.38 9.25 72
Ireland ........ .. 0, 4.24 6.99 65
United Kingdom .................. 4.58 6.93 51
(- T T T 4.08 6.82 67
Spain ... e e e 3.20 5.49 72
Greece . ...t vt 2.33 2.87 23
Netherlands ..................... 5.04 (%) (4
Raly. ...oii it i, 4.86 () (¢
Portugal .................c0vvunn 1.1 () (4)
Eastern Europe
Yugoslavia ...................... 0.90 1.40 56
UNQArY o vivnirinnntnnennnnes 0.64 0.83 30
Poland ............ccciivviinnn, 0.92 0.69 25
Romanla ........................ 0.83 {®) ()
North Africa
Morocco ..........iviiiiinnnnn., 0.78 1.22 56
Tunisla ......... ..ot 0.90 1.13 26
East Asia.
Japan ....... . o i iie i, 7.69 13.63 75
HongKong ............coivvvunn. 2.00 2.65 33
Korea .............coiiiiiiiunn 1.90 2.50 32
Singapore .............. 0t (?) 2.1 (4)
Talwan ..........cciiiiiininnn 1.587 2.02 29
Others
Switzerland ..................... 7.85 13.75 75
Canada ..........ciivvvninnnn 8.62 9.23 7
Costa Rica .. 0.97 1.32 36
Mexico ................... e 1.26 0.95 -25
Dominican Republic 0.33 (3 (3)

' Earnings include basic wages, cost of living allowances and other guaranteed and regularly paid allowances, but
exclude overtime payments, bonuses and gratulties, family allowances, and other soclal securlty payments made by

employers,

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

currencies.
3 Not available.
4 Not applicable.

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

Washington, DC, June 1989.
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Table 1-5

The 10 princlpal suppliers of U.S. imports under HTS subheadings 9802.00.60 and 9802.00.80 ranked by ratlo of duty-free value to total value, 1988

Country share
of total
U.S. content

Leading products

1

Ratio of
U.S. content
Country to total
Percent
Malaysia ............. 54
Mexico ............... 50
Canada 27
Singapore ............ 24
Korea................ 18
France ............... 16
United Kingdom ....... 13
Sweden .............. 3
Japan......... PIRPI 2
" West Germany ........ 2

Percent

4
32
40

3

- G

.M

Semiconductors (93)
Motor vehicles (16)
Motor vehicles (73)
Office machines (63)
Motor vehicles (65)
Nonmilitary alrplanes (56)
Motor vehicles (50)
Motor vehicles {94)
Motor vehicles (94)

Motor vehicles (88)

Radio receivers (3)
Electrical conductors (10)
Motor-vehicles parts (9)
Semiconductors (31)
Semiconductors (21)
Motor-vehicle parts (26)
Nonmillitary airplanes (26)
Nonmillitary airplanes (3)
Motor vehicle parts (2)

Internal combustion
engines, piston-type (7)

Percent of total from country

Miscellaneous electrical products (2)
Television receivers (7)
Intesrnal combustion engines,piston-type

(5)

Miscellaneous electric products and
parts (3)

Footwear (7)

Motor vehicles (9)

Internal combustion engines,non-piston
type (11)

Mechanical shovels, coal-cutters etc.

(1)
Mechanical shovels, coal-cutters etc.

(1)
Nonmilitary airplanes (1}

' Less than 0.5 percent.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 1-6

HTS subheading 9802.00.80: Duty-free value of U.S. imports for consumption under HTS subheading 9802.00.80, by principal sources, 1985-88

Change in
value of duty-
free content,

Share of total
duty-free value

Source 1985 1986 1987 1988 1988 from 1985 1985 1988
Million dollars Percent Percent

[0 1o T 1o T R 570 853 3,783 6.518 1,044 10 40
L3 [« P 2,934 3,332 4,417 5,300 81 53 32
Malaysia .........ciiiiiiiiiiiii i 217 85 622 656 202 4 4
Korea..........coviniiininn it iiaiann, 175 66 391 544 211 3 3
SINGapore ........cciiieir ittt 192 72 387 442 130 4 3
£ Yo o 133 175 379 257 93 2 2
United Kingdom ..........ccovviiiiiinnenenn, 71 63 267 213 200 1 1
FramCe .. ..ii it it i i e e 53 71 260 206 289 1 1
WestGermany ..........cocvviiiiiiinnnennens 109 108 126 97 -1 2 1
SWedeNn ...... ..ttt i i i 37 36 87 50 35 1 (")
Al others .........oivevinininneennnennsasas 1,059 1,111 1,808 2,072 96 19 13
Total .t i i e e 5,550 5,972 12,527 16,354 198 100 100

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

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




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

Duty savings

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

Impofts from LDCs

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

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

Contact Laura V. Rodriguez—Archila at
252-1486
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Chapter 2

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

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

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

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

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

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

Subheading 9802.00.80

In 1988, imports under HTS subheading
9802.00.80 of products with an unconditionally
free rate of duty under subheading 9802.00.80
totaled $30.4 billion, 42 percent of total imports
under subheading 9802.00.80. Were it not for
the wuser fee, imports under subheading
9802.00.80 would have risen just 41 percent be-
tween 1985 and 1988, from $30.1 billion to
$42.4 billion, instead of climbing 142 percent to
$72.8 billion; total imports under 9802.00.80
would have accounted for 10 percent of overall
imports in contrast to the 17 percent recorded in
1988.3

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

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

9802.00.80 total imports imports total total

Billion dollars

Dutlable
content .. $30.1 $34.8 $35.0 