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PREFACE

The Andean Trade Preference Act (ATPA), enacted on December 4, 1991 (Public Law 102-182,
title 11, 105 Stat. 1236, 19 U.S.C. 3201 et seq.), authorized the President to proclaim preferential duty
treatment for eligible articles from Bolivia, Colombia, Ecuador, and Peru. The President proclaimed
preferential duty treatment for Bolivia and Colombia on July 2, 1992, for Ecuador on April 13, 1993,
and for Peru on August 11, 1993.

ATPA section 206 (19 U.S.C. 3204) requires the U.S. International Trade Commission
(Commission) to report to the President and the Congress on the economic impact of the act “on United
States industries and consumers and, in conjunction with other agencies, the effectiveness of the act in
promoting drug-related crop eradication and crop substitution efforts of the beneficiary countries.”
The Commission is to submit its reports by September 30 of each year beginning in 1994, and annually
for each calendar year until ATPA benefits expire in the year 2001. In response to this statutory
requirement, the Commission instituted investigation No. 332-352 on February 17, 1994. The first
report in this series, covering calendar years 1992 and 1993, was submitted September 30, 1994. The
present report covers calendar year 1994.

The Commission is an independent, factfinding agency. Statements made in this report do not
necessarily reflect the views of executive branch agencies and, unless cited as such, should not be
taken as official statements of U.S. trade policy. Because this report was completed independently of
any other work conducted by the Commission, nothing in it should be construed to indicate what the
Commission’s determination would be should an investigation be conducted under another statutory
authority.
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EXECUTIVE SUMMARY

The Andean Trade Preference Act (ATPA) was signed into law in December 1991. ATPA
eliminates, or in some cases reduces, tariffs on eligible products of four Andean mountain countries of
South America—Bolivia, Colombia, Ecuador, and Peru. The goals of ATPA are to promote
broad-based economic development in the Andean countries, specifically with a focus on the
development of sustainable economic alternatives to coca cultivation and cocaine production by
offering Andean products broader access to the U.S. market. ATPA applies to the same 4,300 tariff
categories covered by the more restrictive U.S. Generalized System of Preferences (GSP) program;
ATPA benefits extend beyond those of GSP by applying to an additional 1,700 products and by
establishing more liberal product qualifying rules.

Section 206 of the ATPA requires the U.S. International Trade Commission (the Commission) to
report annually on the program. Highlights follow of the Commission’s second annual report on
ATPA, covering the year 1994:

m  U.S. merchandise imports from Bolivia, Colombia, Ecuador, and Peru in 1994 totaled $5.9
billion, or less than 1 percent of U.S. imports worldwide. Imports entered under ATPA in 1994,
the first full year that all four countries were participants, totaled just under $684 million, or 11.6
percent of total imports from the ATPA countries. ATPA duty-free imports were over $663
million, and ATPA reduced-duty imports were over $20 million. In comparison, GSP duty-free
imports from the ATPA countries were just $339 million in 1994.

m  Colombiais by far the largest ATPA trading partner of the United States, supplying 60.2 percent of
imports under ATPA in 1994. As in prior years, Colombia was the principal source of fresh cut
flowers, the leading import sector under ATPA, including the top two product categories in this
sector—chrysanthemums, standard carnations, anthuriums and orchids (ATPA duty-free imports
valued at $121 million) and roses ($105 million). In all, fresh cut flowers accounted for nearly 44
percent of all ATPA imports in 1994 with a combined value of almost $300 million. Bolivia was
the main supplier of the next leading ATPA import, jewelry of precious metals ($85 million).
Combined jewelry imports from Bolivia and Peru, mostly precious metal rope, rope necklaces,
and gold neck chains, accounted for nearly 20 percent of all ATPA imports for a combined value of
$134 million.

m  Less than one-half of ATPA duty-free and reduced-duty imports could not have benefited from
GSP, and thus benefited exclusively from ATPA. These items totaled $288 million in 1994, or 4.9
percent of all imports from ATPA countries. The five leading items benefiting exclusively from
ATPA in 1994 were chrysanthemums, standard carnations, anthuriums and orchids from
Colombia (excluded by GSP “competitive need” limits); roses; tuna; asparagus; and leather

luggage.

m  The overall effect of ATPA-exclusive imports on the U.S. economy and consumers continued to
be small in 1994, although a few industries were measurably affected. The Commission used a
partial-equilibrium analysis to produce “upper bound” estimates of these effects. Imports of the
20 leading items (measured at the 8-digit subheading of the U.S. Harmonized Tariff Schedule)
benefiting exclusively from ATPA in 1994 produced welfare gains for U.S. consumers. Fresh cut
roses yielded the largest such net gain, valued at $864 thousand, followed by chrysanthemums,
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carnations, anthuriums, and orchids, with a net welfare gain valued at $805 thousand.
Displacement of U.S. output by ATPA imports also was measured using upper bound estimates.
Industries that may have experienced displacement of more than an estimated 5 percent of the
value of U.S. production were: chrysanthemums, carnations, anthuriums, and orchids (13.4
percent of domestic shipments displaced, valued at $7.4 million); fresh cut roses (8.5 percent
displacement, valued at $12.8 million); and asparagus (6.4 percent displacement, valued at $6.5
million).

Based on published reports and data collected for 1994, the probable future effect of ATPA on the
United States will be minimal in most economic sectors. According to Andean public and private
sector representatives, ATPA has not stimulated significant new export-oriented investment.
Sectors receiving possible ATPA-related investment reported during 1994 include: gold and
silver jewelry in Bolivia; disposable medical devices and tableware in Colombia; and gold
jewelry, copper wire, and asparagus in Peru.

ATPA appears to have had only minimal effects on drug crop eradication and crop substitution in
the Andean region during 1994. To date, neither drug crop eradication nor crop substitution
efforts have shown the successes that were earlier anticipated. The newness of ATPA makes it
difficult to draw a causal linkage between trade preferences and drug crop eradication and crop
substitution. Moreover, the long-term nature of establishing viable alternative crops and building
the necessary economic infrastructure means that a significant decline in drug crop production as
a result of current crop eradication/substition efforts in the Andean region may not be seen for
some time.



CHAPTER 1
Introduction

On July 23, 1990, President Bush announced his As of September 26, 1995, legislation was
intention to implement a package of trade measurespending in the House of Representatives that would
for the South America Andean countries of Bolivia, alter the Commission’s reporting requirementThe
Colombia, Ecuador, and Peru to encourage theseproposed legislation would have the Commission
countries to reduce drug crop cultivation and report on ATPA biennially, rather than annually. The
production! Included in this package was a proposal bill, H.R. 1887, was reported out of the Committee on
for a preferential tariff regime for certain products of Ways and Means on June 27, 1995, and sent to the
the four Andean countries. Legislation for such a House floor. Also as of September 26, 1995, no
preferential tariff regime, the Andean Trade companion legislation had been introduced in the
Preference Act (ATPA), was passed by the CongressSenate.
on November 26, 1991, and signed into law by
President Bush on December 4, 199ATPA became Approach
operative on July 2, 1992, when President Bush
formally designated Bolivia and Colombia as ATPA
beneficiaries.

This report fulfills a statutory mandate that the
U.S. International Trade  Commission (the
Commission) report annually on the operation of the
ATPA program and its impact on U.S. industry,
consumers, and the economy in general, as well as o
the estimated effect of ATPA on drug-related crop
eradication and crop substitutién.The Commission
is further directed, to the extent practicable, to analyze
the production, trade, and consumption of U.S.
products affected by ATPA and to describe the nature
and extent of any significant changes in employment,
profits, and the use of productive facilities in the
United States attributable to ATPA.

The actual effects of ATPA on the U.S. economy
and industries are assessed through analyses of (1)
imports under the act and trends in U.S. consumption
and (2) trends in production, employment, wages,
profit levels, use of productive facilities, investment,
and other economic factors in U.S. industries that
rproduce similar or competing products. General
economic, trade, and investment data come from such
standard reference sources as U.S. Bureau of the
Census trade files, from investment and other data
developed by Federal agencies that administer and
monitor the program, and from materials developed
by commodity and industry analysts of the
Commission. Investment information is derived from
field trips to selected ATPA countries and from U.S.
Embassies’ telegrams. The report incorporates

1 president, “Remarks Following Discussions With comments received from interested persons in
President Rodrigo Borja Cevallos of Ecuadagekly response to &ederal Registenotice.
Compilation of Presidential Documents: Administration of A quantitative assessment of the effects of ATPA
George Bushvol. 26, No. 30 (July 23, 1990), pp. is made through a partial-equilibrium analysis to
1140-1143. Additional comments were made in measure the net welfare effect. This effect has two

President, “Statement on Signing the Customs and Trade components: the sum of the gain to consumers from

Act of 1990,” Weekly Compilation of Presidential : : : .
Documents: Administration of George Bysfl. 26, No. lower priced import§, and the loss in tariff revenues

34 (Aug. 20, 1990), pp. 12661267 to the U.S. Treasury. A measurement of the potential
2 President, “Statement on Signing Legislation on 5 That reporting requirement is enumerated in section
Trade and Unemployment Benefitdfleekly Compilation 206(a) (19 U.S.C. 3204(a)).

of Presidential Documents: Administration of George

5 : " L
Bush vol. 27. No. 49 (Dec. 4, 1991), p. 1758. Depending on the competitive situation and market

structure of the particular industry in the United States, all

3 These requirements are enumerated in section or some portion of the gain will be passed onto the end
206(b)(1)(A)—(C) (19 U.S.C. 3204(b)(1)(A)—(C)). users, or onto the intermediate, downstream industries.

4 Sec. 206(b)(2)(A)—(B) (19 U.S.C. 7 Losses to producers are not estimated in this report.
3204(b)(2)(A)—(B)). This is explained further in ch. 3.



displacement in domestic shipments as a result ofGeneralized System of Preferences (GSPQATPA
ATPA imports is also included. The discussion of preferential tariffs are scheduled to expire no later
probable future effects of the ATPA is based on than 10 years from the effective date, or on
analyses of economic trends and investment patternsDecember 3, 2001.

in ATPA beneficiaries and in competing U.S.

industries. This work depended principally on L

fieldwork by Commission staff and on information BeneﬂClarleS

received from U.S. embassies in ATPA countries. Only Colombia, Bolivia, Peru, and Ecuador are

The report assesses the impact of ATPA on illicit gjigiple to be designated by the President for ATPA
drug crop eradication and crop substitution through an yenefitsl® the President can terminate such
evaluation of the extent of coca growing and esignations or suspend or limit a country’s ATPA
production in the ~Andean region ©On A penefits at any time. All four countries were eligible
country-by-country basis. The primary sources for for full ATPA benefits during 19931  ATPA
much of this information were other U.S. Government paneficiaries are required, among other things, to
agencies, such as the Department of Justice (Drugafford internationally recognized worker rights as
Enforcement Agency), the Department of State, and yefined under the GSP progrdf. To date, ATPA

U.S. embassies abroad. Interviews with know- penefits have not been withheld from any country on
ledgeable public and private sector representativeSine pasis of worker rights violatio3.

served as secondary sources.

8—Continued
Basin countries. CBERA was enacted pursuant to title Il

Organization of Public Law 98-67, Stat. 384, 19 U.S.C. 2701 et seq.

) ) Relatively minor amendments were made to CBERA by
The present chapter provides an overview of the public Laws 98-573, 99-514, 99-570, and 100-418. The
ATPA program. Chapter 2 presents tabular and Commission has reported annually on the CBERA since
descriptive material on U.S. trade with ATPA-eligible 1986, most recently itmpact of the Caribbean Basin
countries during 1994. Chapter 3 addresses the effectééconom'c ReTCOVtﬁr);\ACt ?“RU-S-t'”‘ljU;gl‘?rsCa”d
of ATPA in 1994 on the economy, industries, and onsumers, Tenth Annual Report, 19
. . ublication 2927, Sept. 1995.
consumers of the United States. Chapter 4 examines’ 9 - : :
GSP is discussed in more detail below.
the probable future effects of ATPA through 10
. . . N . 19 U.S.C. 3202(b).

discussions of investment activity in the region and of

. : 11 For a more detailed analysis of country eligibility
the products most likely to be exported to the United requirements under ATPA, see USITAnual Report on

States in the near future under the ATPA program. the |mpact of the Andean Trade Preference Act on U.S.
Chapter 5 considers the act's impact on efforts in |ndustries and Consumers and on Drug Crop Eradication
beneficiary countries on crop eradication and crop and Crop Substitution, First Report, 1993SITC
substitution. Appendix A contains a list of the publication 2814, Sept. 1994, p. 6.

submissions received in response to the Commission’s 12 The President may waive this condition if he
Federal Registemotice (60 F.R. 27779 of May 25, determines that the designation of a particular country

1995) by which public comments for this would be in the economic or security interest of the
: L L . . United States, and he so reports to Congress. Sec.
investigation were solicited. Appendix B explains the 203(c)(7), ATPA (19 U.S.C. 3202(c)(7)). Under the GSP

economic model used to derive the findings presentedprogram, internationally recognized worker rights include

in chapter 3. the right of association, the right to organize and bargain
collectively, a prohibition on the use of forced or
compulsory labor, a minimum age for the employment of

1 children, and acceptable working conditions regarding
Ove rview Of the ATPA minimum wages, hours of work, and occupational safety
and health. Sec. 502(a)(4), Trade Act of 1974, title V
) Program ] ) (Public Law 93-618, 88 Stat. 2066 and following).
ATPA is a unilateral preferential tariff program 13 The United States accepted a petition filed by the

that reduces or eliminates duties on eligible products AFL-CIO in 1993 to review worker rights practices in
imported into the customs territory of the United Peru. The United States terminated the review of Peru on
States. This tariff regime was largely modeled after July 1, 1994, based on the finding that Peru was “taking
the U.S. Caribbean Basin Economic Recovery Act steps” to improve worker rights practices sufficient to

(CBERAJ but shares many features with the U.S. merit the continuation of GSP benefits. Office of the U.S.
Trade Representative, Trade Policy Staff Committee,

8 CBERA, which has been operative since 1984, “Generalized System of Preferences: Notice of Results of
affords permanent nonreciprocal duty—free and the 1993 Annual Review,Federal Registervol. 59, No.
reduced—duty entry to eligible imports from 24 Caribbean 134 (July 14, 1994), p. 35970.




Trade Benefits count in full toward the value threshold. Also, ATPA
) ) ) _ products can meet the 35-percent minimum value
Approximately 6,000 products (trade in services is content requirement if ATPA value represents 20
not included) are eligible for ATPA duty reduction. percent of the U.S. customs value of the product and
Subject to certain exceptions, ATPA affords duty-free the additional 15 percent is attributable to U.S.-made

treatment for all articles imported into the United (excluding Puerto Rican) materials or componéits.
States that are the growth, product or manufacture ofgg_called” “double substantial transformation” also

a designated ATPA country. While not eligible for may be used to meet the 35-percent local content
duty-free entry, certain handbags, luggage, flat gOOdS'requiremen?.O

work gloves, and leather wearing apparel from ATPA
countries may be entered at reduced rates of duty.

Beginning in 1992, duties on these goods are being

reduced by a total of 20 percent in five equal annual ATPA and GSP

installmentst®  Articles not eligible for ATPA _ _
preferential duty treatment are most textle and  ATPA covers the same 4,300 tariff categories
apparel articled® certain footweat® canned tuna; covered by GSP plus an additional 1,700 categories.
certain petroleum and petroleum products; certain ATPA qualifying rules are similar to those for GSP,
watches and watch parts; certain sugars, syrups, anddnd many Andean products may enter the United
molasses; and rum. States duty free under either program. ATPA offers

Andean exporters several advantages over GSP. ATPA
rules of origin are more liberal than those of G5P.
ATPA imports are not subjecégto “competitive need”
I and country income restrictionsjndeed, products so
Qua“fymg RUIeS restricted a/nder GSP may continue topenter free of
ATPA provides generally that eligible products duty under ATPA. Moreover, ATPA benefits are set by
must be wholly grown, produced, or manufactured in Statute to last for 10 years, or until December 2001.
a designated ATPA country or be “new or different” The last 10-year extension of GSP expired July 4,
articles from substantially transformed non-ATPA 1993; it was renewed retroactively through Septem-
inputs used in their manufacture in order to receive ber 30, 1994, by the Omnibus Budget Reconciliation
duty-free entry into the United Stafes. The cost or ~ Act of 1993. GSP was renewed again on December 8,
value of the local (that is, ATPA) materials and direct 1994 retroactively through July 31, 1995 by the
cost of processing in one or more ATPA countries Uruguay Round Agreements Act. As of this writing,
must total at least 35 percent of the U.S. customsGSP has again expired.
value of the product at the time of entry. These

rule-of-preference provisions allow ATPA countries to

pool their resources to meet value

18—Continued
Montserrat, Netherlands Antilles, Nicaragua, Panama, St.

content Kitts—Nevis, St. Lucia, St. Vincent and the Grenadines,

requirements and also permit inputs from Puerto Rico, and Trinidad and Tobago.

the U.S. Virgin Islands, and CBERA countfiggo

1419 U.S.C. 3203(c).

15 This includes products subject at any time to the
Arrangement Regarding International Trade in Textiles
(so—called Multifiber Arrangement), which controlled
much of the world trade in textiles and apparel during
1974-1994.

16 Applies to footwear in tariff categories that were
not eligible for GSP duty—free entry as of December 31,
1991.

17 For a more detailed explanation, see U.S.
Department of Commerce, International Trade
Administration and U.S. Agency for International
Development,Guidebook to the Andean Trade Preference
Act (Washington, DC: GPO, July 1992), p. 7.

18 CBERA countries are Antigua and Barbuda, Aruba,
The Bahamas, Barbados, Belize, British Virgin Islands,
Costa Rica, Dominica, Dominican Republic, El Salvador,
Grenada, Guatemala, Guyana, Haiti, Honduras, Jamaica,

1919 U.S.C. 3203(a).

20 “Double substantial transformation” involves
transforming material into a new and different product
that, in turn, becomes the constituent material used to
produce a second new and different article. Thus, ATPA
countries may import inputs from non—ATPA and
non—-CBERA countries, transform the inputs into
intermediate material, and transform the intermediate
materials into ATPA—eligible articles. The cost or value
of the constituent intermediate material may be counted
toward the 35—percent ATPA content requirement. For
additional information, see U.S. Department of Commerce,
Guidebook to the Andean Trade Preference Act.

21 GSP requires that 35 percent of the value of the
product be added in a single beneficiary or in a specified
association of eligible countries. 19 U.S.C. 2463(b)(1)(B).

22 Under GSP, products that achieve a specified
market penetration in the United States (the “competitive
need” limit) may be excluded from GSP eligibility.
Countries may lose all GSP privileges if their national
income grows to exceed a specified amount. 19 U.S.C.
2464(c)—(f).






CHAPTER 2
U.S. Trade With ATPA Countries

This chapter analyzes U.S. trade in 1994 with the countries collectively ranked 18th as an export market
four designated ATPA  beneficiaries—Bolivia, for the United States, which placed them ahead of
Colombia, Ecuador, and Peru (hereafter ATPA such countries as Saudi Arabia and Switzerland but
countries). Though it concentrates on U.S. imports, behind Italy and Malaysih. Total U.S. imports from
the analysis begins with an overview of two-way trade ATPA countries (both the ATPA preferential portion
with these countries. Because duty-free and reducedand all other imports) amounted to $5.9 billion in
duty entries under ATPA provisions in 1994 accounted 1994, an increase of 11.3 percent over their 1993
for 11.6 percent of total U.S. imports from ATPA level, making these countries collectively the 22nd
countries, a discussion of U.S. imports from ATPA largest supplier of U.S. imports—ahead of the
countries entering under provisions other than ATPA Philippines and India but behind Switzerland and the
is also presented in order to put this preferential Netherlands.

portion in perspective. The combined U.S. trade balance with the ATPA
Following a discussion of total U.S. imports from countries moved from a deficit of $1.9 billion in 1990
ATPA countries—first the dutiable and then the to a surplus of over $260 million in 1992 and nearly
free-of-duty portion, the $663 million in U.S. imports  $77 million in 1993 In 1994, this surplus amounted
entering the United States in 1994 under ATPA to $566 million, seven times larger than that in 1993.
provisions are analyzed as a subsection of all The shift from a U.S. deficit to a U.S. surplus
duty-free imports from ATPA countries. mirrored, to some extent, the post-1990 economic
upturn in the Andean countries and the consequent
increase in their demand for U.S. goods.

TWO_Way Trade 1 For information on U.S. exports to ATPA countries

. . . . during 1990-93, see United States International Trade
The United States is the single largest trading Commission (USITC)Annual Report on The Impact of

partner for each ATPA country, which _together the Andean Trade Preference Act on U.S. Industries and
accounted for 1.3 percent of U.S. merchandise exportsconsumers and on Drug Crop Eradication and Crop

to the world and 0.9 percent of U.S. merchandise substitution, 1993USITC publication 2814, Sept. 1994,
imports from the world in 1994 (table 2-1). U.S. pp. 18-21.

exports to ATPA countries totaled $6.4 billion in 2 For data concerning years prior to 1992, see ibid,
1994, rising by 20.3 percent over 1993. ATPA table 1-2, p. 19.

Table 2-1
U.S. trade with ATPA countries, 1992-94
Share of U.S. Share of U.S.
exports to imports from U.S. trade
Year U.S.exports 1 the world U.S.imports 2  the world balance
Million dollars  Percent Million dollars  Percent Million dollars
1992 . ..., 5,319.7 1.3 5,058.7 1.0 261.0
1993 ...l 5,359.1 1.2 5,282.3 0.9 76.7
1994 ... 6,445.0 1.3 5,879.5 0.9 565.5

1 Domestic exports, f.a.s. basis.
Imports for consumption, customs value.

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



TOtal US |mp0rtS doubled in value even though declining in volume

_ _ because of sharp increases in coffee prices. Coffee,

Colombia, by far the largest ATPA trading partner mostly from Colombia, constituted almost 12 percent
of the United States, accounted for 53.3 percent of all of total U.S. imports from ATPA countries.
U.S. imports from the ATPA community in 1994 U.S. imports of bananas from ATPA countries
compared with 57.0 percent in 1993. The value of jhcreased in 1994. Industry sources assert that a
imports from that country increased r_npder_ately during portion of the ATPA-country supply available for
the year under review from $3.0 billion in 1993 10 gynots that might have gone to Europe was diverted
$3.1 billion in 1994 (table 2-2). Imports from i, the United States in response to quotas set by the
Ecuador, which had remained largely constant through European Union on July 1, 1993, throughh its import
the early 1990s, were up by 23.0 percent in 1994, o4ime on bananas and in subsequent “Framework

with Ecuador accounting for 29.1 percent of collective Agreements” between the European Union and four
U.S. imports from ATPA countries. Peru’s share in 3iions including Colombié.

the total was 13.3 percent, and Bolivia's share was 4.4 Imports of cocoa beans from Ecuador rebounded

percent in 1994. in 1994, following years of restricted supply due to

Table 2-3 shows the value of the top 30 U.S. o : ;
. . ) : oor weather conditions and resulting low yields.
import items from ATPA countries during 1990-94 on P . . . g y
Notable is the decline in the import value of

an 8-digit Harmonized Tariff Schedule of the United bi hi d Ids f ATPA .
States (HTS) subheading basis, ranked by their importru €S, Sapphires and emeralds irom A countries
during the year under review, notwithstanding a

value in 1994 Colombia is the principal supplier of . ) .
b P PP 61-percent increase in the volume of such imports.

the chief items on this list—petroleum oils, distillate . L ; .
b This decline in the import value reflected a change in

and residual fuel oils, and coffée. Petroleum duct mix to ch | ity it US
products from Ecuador, Peru, and Colombia in 1994 product ‘mix to cheaper, lower quality 1ems. ~
demand patterns shifting in this direction were

accounted for 28.3 percent of all U.S. imports from i . .

ATPA countrie€ These imports dropped by value in consistent with changes in the world market for

1994, reflecting shifts in demand and the continued gemstones. _

decline of crude oil prices on world markets. ~ Some apparel items—cotton sweaters, women's or
The largest gains in U.S. imports from ATPA girls’ trousers, men’s or bqy’s trousers, 'and. panty

countries in 1994 were in coffee, shrimp, jewelry, hose—also appear on the list of the leading imports

cane sugar, and apparel products. Coffee importsfr_om_ _the region, and imports of certain items were up
significantly in 1994. The combined imports of
3 Some of these are leading import items entering apparel and clothing accessories from ATPA countries
fully, or in part, under ATPA provisions; they will also increased by 18.0 percent in 1994, compared with
appear in table 2-8 below and will be discussed later in  those in 1993.
this chapter.

4 The leading U.S. import items by country from 6 On October 17, 1994, the United States Trade
1991 to 1993 have been discussed in detail in USITC, Representative instituted an investigation of the European
Annual Report on The Impact of the Andean Trade Union’s banana regime under section 301 of the Trade
Preference Act on U.S. Industries and Consumers and on Act of 1974, followed by an investigation of the banana
Drug Crop Eradication and Crop Substitution, 1993, policies and practices of Colombia (as well as of Costa
USITC publication 2814, pp. 22-23. Rica) on January 9, 1995.

5 Based on SITC 2-digit classification and compiled 7 Based on SITC 2-digit classification and compiled
from official statistics of the U.S. Department of from official statistics of the U.S. Department of

Commerce. These data are not shown in tabular form. Commerce. These data are not shown in tabular form.

Table 2-2
U.S. imports for consumption from ATPA countries, by source, 1992-94
(1,000 dollars, customs value)

Source 1992 1993 1994
Colombia ..o 2,888,009 3,009,831 3,132,398
ECUAdOr . . 1,323,031 1,389,324 1,709,790
PerU ..o e 686,043 698,115 779,945
BolVia .. 161,586 185,022 257,373
Total . 5,058,669 5,282,292 5,879,505

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



Table 2-3
Leading U.S. import items for consumption from ATPA countries, 1990-94

(1,000 dollars, customs value)

HTS item Description 1990 1991 1992 1993 1994
2709.00.20 Petroleum oils and oils from bituminous minerals ........................ 1,640,470 1,270,085 1,266,399 1,451,090 1,402,626
0901.11.00 Coffee, not roasted, not decaffeinated .............. ... ... .. 375,276 414,791 445,012 288,570 606,163
0306.13.00 Shrimp and prawns, cooked in shell oruncooked ........................ 324,246 402,466 412,756 397,779 498,915
0803.00.20 Bananas, freshordried . ..........co i 403,073 433,500 387,385 373,655 392,616
2710.00.05 Distillate and residual fuel oils (including blends) ......................... 567,993 358,216 269,284 308,550 236,156
0603.10.70 Chrysanthemums, standard carnations, anthuriums, orchids .. ............. 98,204 97,247 117,457 122,926 121,054
0603.10.60 ROSES, freSh CUL . . ... e 67,953 73,954 75,658 91,530 105,926
7113.19.50 Articles of jewelry and parts thereof of precious metal .................... 22,080 24,644 25,146 46,886 103,080
9999.95.00 Informal entries under $1,251 . ... ... e 88,169 75,200 88,452 92,101 100,140
7103.91.00 Rubies, sapphires and emeralds, worked orgraded ...................... 58,393 51,595 92,844 119,706 90,151
2701.12.00 Bituminous coal, whether or not pulverized . ............ ... ... ... ... .... 52,650 61,451 56,168 109,078 89,544
7113.19.10 Rope, curb, etc. in continuous lengths, of preciousmetal .................. 70,035 58,139 64,857 82,096 83,921
0901.12.00 Coffee, not roasted, decaffeinated .......... ... ... .. 37,629 28,392 28,570 34,670 69,908
7108.12.10 Unwrought gold bullion and dore, nonmonetary .......................... 142,269 155,786 85,747 75,041 67,611
7106.91.10 Unwrought silver bullionanddore .......... ... ... ... i, 39,176 60,921 73,870 53,949 61,678
6110.20.20 Sweaters and pullovers, of cotton ........... ... ... 22,357 28,836 29,962 48,237 59,632
1701.11.01 Cane sugar entered pursuant to itS provisions . ...............ccoviuian... 22,761 42,974 41,742 33,546 59,605
6204.62.40 Women’s or girls’ trousers, breeches and shorts ......................... 32,114 43,111 59,359 60,113 56,967
2301.20.00 Flours, meals, and pellets, of fish or of crustaceans ...................... 18,805 8,834 6,288 83,479 56,220
0603.10.80 Cut flowers and flower buds suitable for bouquets . ....................... 27,569 25,590 33,052 36,134 45,699
7901.11.00 Unwrought zinc, notalloyed . ... i 32,328 24,652 48,490 39,448 45,260
9801.00.10 U.S. goods returned, not advancedinvalue ............................. 39,002 29,630 44,525 72,731 43,196
0803.00.30 Plantains, fresh . ... . 33,812 40,436 38,982 38,503 39,126
8001.10.00 Unwrought tin, notalloyed ......... ... .. . .. i 52,581 47,907 26,269 41,137 38,605
1801.00.00 Cocoa beans, whole or broken, raw orroasted .......................... 47,743 34,425 21,692 26,326 36,748
4407.23.00 Baboen, mahogany, imbuia and balsa tropical woods ..................... 21,190 26,412 15,247 19,523 34,712
6203.42.40 Men'’s or boys’ trousers, breechesandshorts ............................ 11,972 19,476 22,949 24,095 33,723
6115.11.00 Panty hose and tights, knitted or crocheted .. ............................ 6,608 6,739 5,860 12,802 32,773
7403.11.00 Cathodes and sections of cathodes of refined copper ..................... 3,479 11,255 11,250 17,236 29,491
7113.19.21 Rope necklaces and neck chainsofgold ............. ... ... . ... .. .. ... 16,762 12,480 25,719 23,107 28,983
Total Of itemMS ShOWN ... .. o 4,376,697 3,969,143 3,920,990 4,224,044 4,670,230
Total all commoOdities . ...t e 5,438,557 4,969,473 5,058,669 5,282,292 5,879,505

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

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



Table 2-4 shows that the dutiable portion of U.S. both in 1993 and 1994 were luggage, handbags,
imports from ATPA countries declined in 1994; this work gloves, and leather wearing appérel.
share was 36.2 percent, compared with 42.0 percent in
1993. Meanwhile, the calculated duties on ATPA
imports rebounded from $77.0 million in 1993 to
$85.5 million in 1994. The average rate of duty also Duty-free |mp0rts
rose from under 3.5 percent in 1993 to 4.0 percent in
19948 The increase in duty revenues and rates in In 1991, the year before ATPA became operative,
1994 reflects a shift in the composition of dutiable about 54 percent of all U.S. imports from ATPA
U.S. imports from the region away from low-duty countries entered free of dy. Since ATPA has
items, such as petroleum products, toward imports of been in effect, the percentage of all duty-free imports
high-duty items such as apparel. in total imports has risen steadily to 63.8 percent in
1994 (table 2-7). Imports from the Andean region are
eligible for duty-free treatment under ATPA or other
programs. In 1994, duty-free entries fell under one of
the following provisions: (1) unconditionally under

Table 2-5 lists the categories of U.S. imports from
ATPA countries that are not eligible for ATPA
duty-free treatment. Such imports exceeded $2 billion

annually in 1992 through 1994.  Petroleum and gt fayored-nation (MFEN) or column 1-general tariff

petroleum products accounted for three-quarters of .aie (41.9 percent), (2) conditionally under the GSP
ATPA-ineligible imports in 1994, and textiles and (5.8 percent), (3) conditionally under “production

apparel accounted for most of the remainder. Th_esharing", that is subchapter Il of chapter 98 of the
presence of petroleum products and apparel on 'ghe listyTg (2.6 percent), (4) conditionally under ATPA
of ineligible goods explains why more than two-fifths (11.3 percent), or (5) under other provisions (2.2

of total U.S. imports by value from ATPA countries
fell into the ineligible category in 1992 and 1993, and
nearly two-fifths fell into that category in 1994 (table
2-6), even though most import items from ATPA
countries enter free of duty under ATPA itself or
under some other provision.

Less than 1 percent (0.3 percent) of imports from

percent).

9 Duties on these articles are being reduced by a
maximum of 20 percent in five equal annual installments,
beginning January 1, 1992. This provision, as all other
key ATPA provisions, is discussed in greater detail in
USITC, Annual Report on The Impact of the Andean
Trade Preference Act on U.S. Industries and Consumers

the ATPA countries entered at reduced ATPA rates and on Drug Crop Eradication and Crop Substitution,

(table 2-7).

8 The average rate of duty was 4.1 percent in 1991,
the year before ATPA was implemented.

Table 2-4

Products entered at reduced ATPA rates1993,USITC publication 2814, pp. 7-8.

10 “Free of duty” includes MFN duty-free, GSP,
production sharing, and other entries under special rate
provisions. See ibid, p. 25.

U.S. imports for consumption from ATPA countries: Dutiable value, calculated duties, and average

duty, 1992-94

Iltem

1992 1993 1994

Dutiable value
(1,000 dollars)t
Dutiable as a share of total imports
(percent)
Calculated duties
(1,000 dollars)!
Average duty?
(percent)

2,200,811 2,221,474 2,126,059

43.5 42.0 36.2

87,445 77,013 85,467

3.98 3.49 4.05

1 Dutiable value and calculated duty exclude the U.S. content entering under HTS subheading 9802.00.80 and
misregorted imports. Data based on product eligibility corresponding to each year.

Average duty = (calculated duty/dutiable value) x 100.

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



Table 2-5
U.S. imports for consumption from ATPA countries of specific goods not eligible for ATPA
duty-free entry, 1992-94

(1,000 dollars, customs value)

Product category 1992 1993 1994
Petroleum and petroleum products .. ......... .. o 1,646,326 1,786,896 1,661,507
Textiles and apparell ... ... ... 407,969 447,801 529,970
FOOtWEAr . ..o 22,287 21,844 20,073
Canned tuNa .. ... 0 8,421 4,927
RUM L e 195 106 66
SUGAT .« oottt e 0 0 10
Total . 2,076,777 2,265,068 2,216,553

1 The data for textiles and apparel were compiled at the 8-digit tariff rate-line level of the Harmonized Tariff
Schedule of the United States.

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

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

Table 2-6
U.S. imports for consumption from ATPA countries of goods not eligible for ATPA duty-free entry,
1992-94

Year Noneligible imports Percent of total imports

Billion dollars

1992 ... 2.1 41.0
1993 . 2.3 42.8
1994 o 2.2 37.6

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

The increase in the duty-free portion of total $663.4 million or seven times their amount in 1992
imports occurred despite a decline in imports that and 1.7 times their amount in 1993 (table 2-7). The
entered duty-free under GSP (from 8.5 percent of theprogram accounted for an increasing share of all
total in 1993 to 5.8 percent in 1994,) and the small imports from ATPA countries: 1.8 percent in 1992,
(2.6-percent) portion of imports (mostly apparel) that 7.3 percent in 1993, and 11.3 percent in 1994. The
were duty-free under production sharing. The relative increase in 1993 partly reflected the addition
increase in U.S. duty-free imports from ATPA of Ecuador and Peru as designated beneficiaries.
countries is attributable mostly to ATPA itself, which,
already in the second full year of the program,
accounted for almost twice the percentage of imports
from ATPA countries than did the GSP (figure 2-1).

With respect to certain products eligible for
duty-free entry under either GSP or ATPA, suppliers
came to prefer using ATPA for several reasons: to
avoid GSP competitive need restrictidAsto use

11_cContinued

|mp0rtS Under ATPA duty-free entry under GSP. The data are disaggregated
further in chapter 3.
U.S. imports afforded duty-free entry under 12 Competitive need restrictions limit a country’s

ATPALL continued to increase in 1994, amounting to eligibility for GSP benefits on a product-specific basis.
When U.S. imports of a product from one country exceed

11 pata in this section on imports under ATPA a specific annually adjusted value or exceed 50 percent of
provisions show the value of products entered under the value of total U.S. imports of the product in the
ATPA less MFN duty-free imports, if entered under ATPA. preceding calendar year, GSP benefits are lost and the
However, some of these imports also were eligible for normal rate of duty is applied.



Table 2-7
U.S. imports for consumption from Bolivia, Colombia, Ecuador, and Peru, by duty treatment,
1992-94

Percent
ATPA of
Description Bolivia Colombia Ecuador  Peru total total
1,000 dollars, customs value
1992:
Total imports . .................. 161,586 2,888,009 1,323,031 686,043 5,058,669 100.0
Dutiable valuel ................. 2,594 1,510,459 485,913 201,845 2,200,811 43.5
ATPA reduced duty ......... 182 4,049 2 2 4,231 0.1
Duty-freevalued ..... .......... 158,992 1,377,550 837,118 484,198 2,857,858 56.5
MFEN4 111,171 900,462 772,650 235,997 2,020,280 39.9
GSP® ... 29,222 207,434 62,774 247,653 547,083 10.8
ATPAS . ... ... .l 1,911 90,975 @ ® 92,886 1.8
Production sharing” ......... 12,943 109,104 198 37 122,282 2.4
Other duty free® .. .......... 3,745 69,575 1,496 511 75,327 15
1993:
Total imports . .................. 185,022 3,009,831 1,389,324 698,115 5,282,292 100.0
Dutiable valuel ................. 5,981 1,452,104 555,524 207,865 2,221,474 42.0
ATPAreduced duty ......... 836 16,443 110 7 17,396 0.3
Duty-freevalue3 ................ 179,041 1,557,727 833,800 490,250 3,060,818 58.0
MFEN4 . 109,971 902,394 740,345 254,130 2,006,840 38.0
GSP® ... . 29,420 137,398 58,626 223,007 448,451 8.5
ATPAS . .. ... .. 31,288 306,926 34,225 11,587 384,026 7.3
Production sharing” ......... 4,482 115,669 277 1,428 121,856 2.3
Other duty free® .. .......... 3,880 95,340 327 98 99,645 1.9
1994:
Total imports . ..................... 257,373 3,132,398 1,709,790 779,945 5,879,505 100.0
Dutiable valuel ................. 12,425 1,312,104 591,338 210,192 2,126,059 36.2
ATPA reduced duty ......... 684 19,635 102 10 20,432 0.3
Duty-freevalue3 ..... .......... 244,948 1,820,294 1,118,452 569,753 3,753,446 63.8
MFEN4 . 115,185 1,070,386 1,007,929 270,876 2,464,376 41.9
GSP® ... . 37,418 88,754 37,267 176,012 339,451 5.8
ATPAS .. . ..., 91,156 392,007 72,803 107,420 663,386 11.3
Production sharing” ......... 853 145,550 254 9,013 155,670 2.6
Other duty free® .. .......... 336 123,597 199 6,432 130,563 2.2

1 Dutiable value excludes the U.S. content entering under HTS subheading 9802.00.80 and misreported imports.

2 Not eligible during 1992.

3 Calculated as total imports less dutiable value.

4 Value of imports that have a col. 1-general duty rate of free.

5 Reduced by the value of MFN duty-free imports and ineligible items that were misreported as entering under the
GSP program.

6 Reduced by the value of MFN duty-free imports and ineligible items that were misreported as entering under
ATPA.

7 HTS items 9802.00.60 and 9802.00.80. Refers to the value of nondutiable exported and returned U.S.-origin
products or components.

8 Calculated as a remainder, and represents imports entering free of duty under special rate provisions.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-1

U.S. Imports from ATPA countries by category of duty-free import, 1993-94

Other duty free

Production Sharing  1.9%

2.3%
Dutiable
SEOF/)O 42.0%
ATPA
7.3%

Other duty free

Production Sharing  2.2%

2.6%
Dutiable
ggf/’o 36.2%
ATPA
11.3%

MFEN MEN
41.9%
38.0% 1993 ’ 1994
Source: Compiled from official statistics of the U.S. Department of Commerce.
ATPAs more liberal rules of origin, or to avoid any than ATPA. The leading items that benefited

risk of losing duty-free access to the U.S. market exclusively from ATPA duty-free treatment in 1994

should GSP not be renew&d.

Leading Items

Table 2-8 shows the leading 20 items afforded
duty-free entry under ATPA provisions in 1992-94.
These imports, ranked in terms of their 1994 vafue,
are shown along with the principal ATPA source of

appear in table 3-2 of this report as well.

Figure 2-2 shows the composition of leading
ATPA imports in 1994. The Andean fresh cut flower
sector, located predominantly in Colombia, continued
to be the principal beneficiary of ATPA. Nearly 44
percent of overall ATPA imports were accounted for
by four categories of cut flowers, the combined

each product in that year. The percentages of importsimports of which amounted to $300 million—(1)

of these products under ATPA relative to the total
imports from ATPA countries of each one are also

shown because some portion of all but one item on miniature carnations.

table 2-8 was entered under

12_Continued

The GSP and ATPA programs are compared in
USITC, Annual Report on The Impact of the Andean
Trade Preference Act on U.S. Industries and Consumers
and on Drug Crop Eradication and Crop Substitution,
1993, USITC publication 2814, p. 8.

13 The GSP program expired at midnight on July 31,
1995. An extension of the program is under consideration
in Congress.

14 For some of these products, the values of their
total imports (including imports entering outside the
program) are listed in table 2-3.

chrysanthemums, standard carnations, anthuriums, and
orchids; (2) roses; (3) flowers for bouquets; and (4)
Nonetheless, fresh cut flowers

programs otheras a portion of all imports under ATPA provisions

were less significant in 1994 than they were in 1993,
when such flowers constituted 60 percent of the total.
One fresh-flower HTS category, encompassing
chrysanthemums, standard carnations, anthuriums, and
orchids, was subject to GSP competitive-need limits
with respect to Colombia in 1994, and these flowers,
therefore, were eligible to enter the United States free
of duty exclusively under ATPAS

15 see chapter 3 for definitions of exclusivity and for
more detail about imports of this item under ATPA and its
impact on the U.S. industry.
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Table 2-8
Leading U.S. imports for consumption under ATPA provisions, 1992-94

1992 1993 1994
Percent Percent Percent
HTS ATPA of total ATPA of total ATPA of total Leading
subheading Description imports imports 1 imports  imports 1 imports imports 1 source 2
1,000 1,000 1,000
dollars dollars dollars
0603.10.70  Chrysanthemums, standard carnations,
anthuriums andorchids .................. 46,107 39.2 122,488 99.6 121,036 99.9 Colombia
0603.10.60 Roses, freshcut ............ ... ... ... ..... 21,496 28.4 86,468 94.4 105,475 99.5 Colombia
7113.19.50 Articles of jewelry, and parts thereof,
of preciousmetals ....................... 1,133 4.5 19,942 42.5 85,205 82.6 Bolivia
0603.10.80 Cut flowers and flower buds suitable
forbouquets ........ ... ...l 3,117 9.4 21,597 59.7 45,187 98.8 Colombia
7113.19.10 Rope, curb, etc. in continuous lengths,
of preciousmetal ........................ 0 0.0 4,021 4.8 29,036 34.6 Peru
3921.12.11 Nonadhesive plates, sheets, film, foil, strip,
cellular plastics .............. ... ... 7,036 27.3 26,077 99.4 28,260 100.0 Colombia
0603.10.30  Miniature (spray) carnations, freshcut ........ 1,716 7.4 12,617 56.7 24,391 97.4 Colombia
0302.69.40 Fish, nesi, excl. fillets, livers and roes,
freshorchilled .......................... 22 0.1 9,912 39.9 17,055 79.6 Ecuador
1701.11.01 Cane sugar entered, pursuant to its provisions . 0 0.0 94 0.2 16,668 27.9 Peru
1604.14.40 Tunas and skipjack, not in airtight containers. . . 0 0.0 5,467 39.3 13,802 53.9 Ecuador
7901.11.00 Unwrought zinc, not alloyed ................. 0 0.0 1,542 3.9 13,782 30.4 Peru
7801.10.00 Refined lead, unwrought. ................... 0 0.0 2,549 37.2 12,114 84.0 Peru
7113.19.29  Necklaces and neck chains of gold, nesi. ..... 528 2.4 8,812 715 10,493 89.0 Bolivia
4202.11.003 Trunks, suitcases, vanity cases,
occupational luggage ..................... 2,290 18.9 6,786 59.3 9,431 76.8 Colombia
7113.19.21 Rope necklaces and neck chainsofgold . .. ... 0 0.0 718 3.1 9,351 32.2 Peru
0709.20.90 Asparagus, nesi, fresh or chilled ............. 39 1.4 4,589 83.3 8,760 99.9 Peru
7403.11.00 Cathodes and sections of cathodes
of refined copper ........... ... ... ... ... 0 0.0 266 15 8,239 279 Peru
4202.91.00% Cases, bags and containers nesi,
with outer surface of leather .............. 2,507 39.7 5,285 79.8 6,093 73.0 Colombia
1704.90.20 Confections or sweetmeats ready
for consumption ....... ... .. .. oL 10 0.1 1,693 29.4 6,055 74.5 Colombia
0709.20.10  Asparagus, nesi, fresh or chilled,
notreducedinsize .............. ..o 12 0.9 1,375 80.1 4,780 96.3 Peru
Total of aboveitems ........................ 86,015 1.7 342,298 6.4 575,213 9.7
Total, all items entering under ATPA .......... 97,117 1.9 401,421 7.6 683,817 11.6

1 Indicates ATPA duty-free imports as a share of total U.S. imports from ATPA countries. Leading U.S. imports from ATPA countries are shown
in table 2-3.

2 |ndicates leading ATPA source based on total U.S. imports for consumption during 1994.

3 ATPA reduced duty item.

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 2-2
Composition of leading ATPA imports, 1994

Other duty-free Jewelry
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Source: Compiled from official statistcs of the U.S. Department of Commerce.

Jewelry articles of precious metal were the next ATPA has been used (table 216)This indicator is
major product group benefiting from ATPA calculated as the ratio of duty-free imports entered
provisions. Jewelry imports entered under ATPA, under ATPA to the ATPA-eligible portion of total
originating mostly in Bolivia and Peru, together imports (that is, imports not excluded from ATPA
amounted to $134 million or 19.6 percent of all benefits or not already eligible for MFN duty-free
imports under ATPA in 1994, compared with 8.3 entry). For 1994, the ATPA utilization ratio was 55.3
percent in 1993. The significant rise in these percent.
shipments may be attributable to the distinctive design
of many of these Andean items and to their low cost
because of the labor intensity of the production

process. ATPA Imports by Source

Imports of nonadhesive plates, the next most Colombia is the leadi i fi s f
increased only slightly after having surged in 1993. the other ATPA countries, however, their ranking in

This item, solely from Colombia, is also GSP-eligible, . : LS
but all imports entered under ATPA. Notable also is terms of their 1994 shipments under ATPA provisions

; : different from their ranking based on their overall
the increase of asparagus (HTS subheading IS | _
0709.20.90) imports under ATPA provisions. These shipments to the United States (table 2-10). Although

asparagus imports have no duty-free access to theEcuador is the second-largest overall U.S. supplier

U.S. market under any program other than ATPA: the among the Andean countries, reflecting its relatively
impact of their imports on the U.S. industry is large shlpr_nents of_n_on-ATPA items, it is only the
discussed in chapter 3. fourth-ranking beneficiary of ATPA. Peru, also a U.S.

supplier of non-ATPA  petroleum  products,

T : . 16 As calculated, the ATPA utilization ratio also
ATPA Utilization Ratio includes those items that switched from GSP to ATPA and

The ATPA utilization ratio is designed to provide do not necessarily represent increased duty-free access to
a quantitative benchmark to assess the extent to whichthe U.S. market.
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Table 2-9
U.S. imports for consumption: ATPA eligibility and utilization, 1993-94

Item 19931 19942
Eligible duty-free under ATPA

(1,000 dollars)3 . .. ... .. .. 641,643 1,198,576
Duty-free under ATPA

(1,000 dollars)® . . ... ... 338,214 663,386
ATPA utilization ratio®

(PEICENT) . o o 52.71 55.34

1 Data shown for Bolivia and Colombia only. Ecuador and Peru excluded because both countries were
designated ATPA beneficiaries during only part of the year (Ecuador was designated in April 1993 and Peru was
desizgnated in August 1993).

Data shown for Bolivia, Colombia, Ecuador and Peru.

3 Calculated as total imports from ATPA countries (table 2-7) minus imports not eligible for ATPA duty-free entry
(table 2-5) minus MFN duty-free imports (table 2-7).

4 From table 2-7.

5 Utilization ratio = (entered duty-free entries/eligible entries) * 100.

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

Table 2-10
U.S. imports for consumption under ATPA provisions, by sources, 1992-94

(1,000 dollars)

Source 1992 1993 1994
Colombia . ..o 95,024 323,369 411,642
PerU . o 0 11,594 107,430
BoliVia ... 2,093 32,124 91,840
ECUAdOr . . o 0 34,335 72,905
Total .o 97,117 401,421 683,817

Note.—Because of rounding, figures may not add to the totals shown. Data include both ATPA duty-free and
reduced-duty eligible items.

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

apparel, shrimp and coffee, is the third-largest precious metal rope; unwrought, unalloyed zinc; and
overall Andean exporter to the United States but the refined, unwrought lead. Peru was also the leading
second-ranking ATPA beneficiary. Bolivia, which is ATPA supplier of fresh or chilled asparagus.

the smallest supplier in terms of total U.S. imports

from ATPA countries, is the third-ranking ATPA Bolivia provided 13.4 percent of 1994 ATPA
beneficiary. imports as the leading supplier under two jewelry

Colombia was the leading or sole supplier in 1994 catégories — (HTS subheadings 7113.19.50 and
of 8 of the top 20 ATPA import items listed in table 7113.19.29). Imports of the first category more than
2-8, including flower products and nonadhesive plates, duadrupled, and the second category also increased
which are major imports benefiting from ATPA. from 1993 to 1994. Jewelry products accounted for

Altogether, Colombia still supplied 60.2 percent of virtually all of duty-free imports from Bolivia under

imports under ATPA during the year, although down ATPA (table 2-11), as Bolivia's total shipments under
from its commanding 80.6 percent share of this total ATPA @lmost tripled in 1994. Some Bolivian jewelry

in 1993. Table 2-11 shows the 1994 value of each 0fmanufacturers reportedly switched from GSP to ATPA

the leading ATPA imports from beneficiary countries, [©_take advantage of ATPAs more liberal rules of
origin and to avoid a possible future GSP competitive

Peru supplied 15.7 percent of U.S. imports under oqq jimitation duty increadé.

ATPA in 1994, its first full year of eligibility under

the program. Peru was the leading provider of seven 17 Representatives of gold jewelry manufacturer,
top import items under APTA shown in table 2-8. interviews with USITC staff, El Alto, Bolivia, Apr. 21,
Imports from Peru in 1994 were concentrated in 1994.
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Table 2-11
Leading U.S. imports for consumption entering under ATPA provisions, by sources, 1994

1994 Total
ATPA ATPA
Source HTS No. Description imports  imports
(1,000
dollars) Percent
Bolivia .... 7113.19.50 .... Articles of jewelry, and parts thereof, of precious metals ... 73,664  80.2
7113.19.10 .... Rope, curb, etc. in continuous lengths, of precious metal . .. 8,928 9.7
7113.19.29 .... Necklaces and neck chains of gold, nesi ................. 7,290 7.9
Total .. 89,882 97.8
Colombia .. 0603.10.70 .... Chrysanthemums, standard carnations,
anthuriumsandorchids ........... ... .ot 120,175 29.2
0603.10.60 Roses, freshcut .......... . i e 90,860 22.0
0603.10.80 .... Cut flowers and flower buds suitable for bouquets ......... 34,604 8.4
3921.12.11 .... Nonadhesive plates, sheets, film, foil,
strip, cellularplastics . ......... ... . . i 28,260 6.9
0603.10.30 .... Miniature (spray) carnations, freshcut ................... 23,809 5.8
1701.11.01 .... Cane sugar entered, pursuant to its provisions ........... 11,038 2.7
4202.11.001 ... Trunks, suitcases, vanity cases, occupational luggage .. .. 9,338 2.3
Total .. 318,084 77.3
Ecuador ... 0603.10.60 .... Roses, freshcut ............. it 14,235 195
0302.69.40 .... Fish, nesi, excl. fillets, livers and roes, fresh, chilled ....... 12,573 17.2
1604.14.40 .... Tunas and skipjack, not in airtight containers ............. 10,802 14.8
0603.10.80 .... Cutflowers and flower buds suitable for bouquets ......... 9,758 134
4421.90.95 .... Articlesofwood nNesi ............ i 3,850 5.3
7113.19.29 .... Necklaces and neck chains of gold, nesi ................. 1,756 2.4
7113.19.50 .... Articles of jewelry, and parts thereof, of precious metals . . .. 1,529 2.1
2005.90.95 .... Vegetables and mixtures of vegetablesnesi ............. 1,460 2.0
Total . 55,963 76.7
Peru ...... 7113.19.10 .... Rope, curb, etc. in continuous lengths, of precious metal .. 20,034 18.6
7901.11.00 .... Unwrought zinc, notalloyed ............................ 13,782 12.8
7801.10.00 .... Refinedlead, unwrought ........... ... ... ... ... ...... 12,114 11.3
7113.19.50 .... Articles of jewelry, and parts thereof, of precious metals . . .. 9,258 8.6
7113.19.21 .... Rope necklaces and neck chainsofgold ................. 8,383 7.8
7403.11.00 .... Cathodes and sections of cathodes of refined copper ..... 8,239 7.7
0709.20.90 .... Asparagus, nesi, freshorchilled ........................ 7,893 7.3
1701.11.01 .... Cane sugar entered, pursuant to its provisions ........... 5,629 5.2
Total .. 85,332 79.4

1 Indicated articles are subject to the ATPA 20-percent duty reduction.
Note.—Because of rounding, figures may not add to the totals shown.

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

Ecuador accounted for 10.7 percent of imports ATPA Imports with Caribbean
under ATPA in 1994, its first full year of eligibility Components

under the program. Ecuador was the leading ATPA
supplier of two products that year: fresh or chilled - . .
fish, and tunas and skipjack. These fish products, The ATPA rules of origin require that the direct

along with cut flowers for bouquets and roses, cost Of. local (that IIS’ ,IAndear;)S materials fanﬁi
collectively accounted for almost two-thirds of Processing must total at least percent of the

Ecuador’s shipments under ATPA in 1954, customs value of the produ’&. .However, tr_ns
“Andean” content can also be satisfied by materials or
18 See chapter 3 for more detail about imports of processing from Puerto Rico, the U.S. Virgin
roses and cut flowers under ATPA and their impact on the
U.S. industry. 19 19 U.S.C. 3203(a).
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Islands, or from one or more countries designatedwere 43 percent below their 1990 level. Such
under the Caribbean Basin Economic Recovery Act shipments hovered around $26 million during the
(CBERA)20  An examination of data on U.S. 1990-93 period, but declined to $16 million in 1994.
exports from the U.S. Virgin Islands to the ATPA The data indicate that a number of the items
countries as a group revealed that, while the amountexported to the Andean region could be considered
of such shipments more than doubled between 1992intermediate goods and could therefore be used for
and 1993, shipments declined precipitously in 1994, further processing. However, the trends after only
from $3.8 million to $0.7 million. U.S. exports three years of ATPAs existence are inconclusive as
from Puerto Rico to the ATPA region in 1994 o the extent of trade shifts resulting from the
modified content requirement insofar as the U.S.
Virgin Islands and Puerto Rico are concerned. IMF

20 The Commission reports annually on CBERA. For
more details, see USIT@nnual Report on the Caribbean

Basin Economic Recovery Act on U.S. Industries and Direction of Tradedata on CBERA-Andean trade
Consumers, Tenth Report, 1994SITC publication 2927, during the period are incomplete and available only
Sept. 1995. at the most aggregate level.
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CHAPTER 3
Impact of ATPA on the United States
In 1994

During the first 3 years of the ATPA program, eligible for preferential access under other pro-
duty-free and reduced-duty imports under ATPA grams, such as GSP. The impact of ATPA is
increased at a rapid rate. The value of these productsidentified separately from these other programs by
$97 million in 1992, expanded to $401 million in excluding products eligible under both ATPA and
1993 and to $684 million in 1994. Their share of total other preferential programs from the analysis.
imports from the Andean countries also rose Welfare effects of ATPA on the U.S. economy are
significantly, from 1.9 percent in 1992 to 11.6 percent estimated based on changes in consumer surplus and
in 1994 (table 3-1). the tariff revenue collected by the government. The

Despite this, the impact of ATPA on the U.S. impact' of ATPA on p'articular U.S. industries is.
economy at the aggregate level has been minimal. Asd€términed by measuring the amount of domestic
indicated in chapter 2, imports from the four Andean Production  potentially  displaced by imports
countries continue to represent a small share of totalPenefiting from ATPA.

U.S. imports, equaling approximately 1 percent each
year during 1992-94. The United States has also
experienced a trade surplus with these countries in

each of the last 3 years, the largest being in 1994 of ) . )
o producing the following products: chrysanthemums,
nearly $566 million. : . .
. ) standard carnations, anthuriums, and orchids
This chapter examines the effects of ATPA on (hereafter chrysanthemums et aljTS subheading

US consumers and industries. The Ieading import 06031070)' fresh cut rosesH'KS Subheading
commodities that benefited from ATPA in 1994 are

identified and the duty reductions are analyzed usinga  2—Continued
partial equilibrium framework:2 Many of the items For further discussion of Commissioner Newquist's

e||g|b|e for duty_free access under ATPA are also views on the limitations of economic modelling, see
Impact of the Caribbean Basin Economic Recovery Act on

As the analysis described below indicates, based
on upper-bound estimates, the U.S. industries most
likely to be affected by ATPA in 1994 were those

1 For Commissioner Bragg’s views on economic U.S. Industries and Consumei@vestigation No.
modelling, please se@he Economic Effects of 332-227), USITC publication 2927, Sept. 1995, pp 29-30,
Antidumping and Countervailing Duty Orders and fn. 8; Lamb Meat: Competitive Conditions Affecting the
Suspension Agreemenignvestigation No. 332-344), U.S. and Foreign Lamb Industrie@nvestigation No.
USITC publication 2900, p. xiii, June 1995. 332-357), USITC publication 2915, p. 5-36, fn. 73, Aug.

2 Commissioner Newquist notes that in the context of 1995; The Economic Effects of Antidumping and
this investigation, economic modelling provides only Countervailing Duty Orders and Suspension Agreements
“estimates” regarding the impact of any event or series of (investigation No. 332-344), USITC publication 2900, p.
events. In his view, economic models rely on the xi, ("Views of Commissioner Don Newquist”), June 1995;
manipulation of a number of assumptions and variables, ~S€€ alsoPotential Impact on the U.S. Economy and
all of which differ according to the information sought Industries of the GATT Uruguay Round Agreements,

models measuring the impact of a single event can and do2790, p. I-7, fn. 17, June 199Rptential Impact on the
produce widely divergent “results.” U.S. Economy and Selected Industries of the North

American Free-Trade Agreemerfinvestigation No.

F f this investigation, theref
or purposes of this Investigation, therefore, 332-337), USITC publication 2597, p. 1-6, fn. 9, Jan.

Commissioner Newquist considers economic modelling to

be but one of many tools available to the Commission to 1993.
analyze and assess the effects of the Andean Trade 3 The items designated for reduced-duty access are
Preference Act. eligible only under ATPA.
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Table 3-1

Customs value of products that benefited from ATPA duty elimination and reduced duties, 1992-94

Item 19921 19932 1994
Total ATPA country imports:

Value (million dollars) . ........... .. i 5,059 5,282 5,880
Items entered under ATPA:

Value (milliondollars) . ........ ... .. i, 97 401 684

Percentoftotal ......... .. ... i 1.9 7.6 11.6
Items benefiting exclusively

from ATPA:3

Value (milliondollars) ............ ... . . i, 80 249 288

Percentoftotal ......... .. .. .. i 1.6 4.7 4.9

1 Bolivia and Colombia were designated as ATPA beneficiaries in 1992.

2 Ecuador and Peru were designated as ATPA beneficiaries in 1993.

3 ATPA duty-free and reduced-duty imports, excluding items that are MFN duty-free and eligible for GSP duty-free
treatment, and including imports that exceed GSP competitive-need limits but are eligible for duty-free entry under

ATPA.

Source: Estimated by the staff of the U.S. International Trade
Department of Commerce.

0603.10.60%, and fresh or chilled asparaguBITS
subheading 0709.20.90). However, the magnitude of
the impact of ATPA, whether measured in terms of
welfare changes or by the share of U.S. production
potentially displaced, is relatively small.

Products That Benefited
Exclusively From ATPA
in 1994

ATPA provides approximately 6,000 Andean
products with duty-free or reduced-duty access to the
U.S. market. The analysis of the impact of ATPA is
based on the products that beneficlusivelyfrom
ATPA. These are defined as those imports eligible for
duty-free treatment under ATPANnd not similarly
eligible under any other U.S. preference program.
This also includes products that are eligible under
both ATPA and GSP but for which a country has lost

4 During 1994-95, fresh cut rosedTS 0603.10.60)
from Colombia and Ecuador sold at less than fair value
(LTFV) were the subject of antidumping investigations in
the United States. The LTFV rose imports considered in
these investigations accounted for 30 percent of total U.S.
rose imports from each of these countries (estimated by
USITC staff from official statistics of the U.S. Department
of Commerce). For additional information, see U.S.
International Trade Commission (USITGresh Cut
Roses From Colombia and Ecuador, Investigation Nos.
731-TA-684 and 685 (FinalJUSITC publication 2862,
March 1995. The designation “fresh cut roses” in the
present study refers to all rose imports from the Andean
countries.
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Commission from official statistics of the U.S.

its GSP eligibility. Products that exceeded GSP
competitive-need limits and could only enter the
United States free of duty under ATPA in 1994 were
chrysanthemumet al (HTS subheading 0603.10.70)
from Colombia and stranded wire of copper that is
not electrically insulated HTS subheading
7413.00.10) from Perd.

U.S. imports that benefited exclusively from
ATPA grew significantly during 1992-94. The value
of these products, $80 million in 1992, increased by
211 percent to $249 million in 1993 and by 16 percent
to $288 million in 1994. Their share of total imports
from the Andean countries also rose rapidly, from 1.6
percent in 1992 to 4.9 percent in 1994 (table 3-1). In
1994, Colombia was the leading source of imports
that benefited exclusively from ATPA. Of the $288
million ATPA-exclusive imports, $250 million were
from Colombia and imports of chrysanthemums et al.
accounted for almost one-half of this value. In the
absence of ATPA, these imports would not have
benefited from duty-free or reduced-duty access to the
United States in 1994.

5 U.S. imports of chrysanthemures al (HTS
subheading 0603.10.70) from Colombia have been GSP
ineligible for several years. See the first annual report on
ATPA for additional information. There were no U.S.
imports of certain stranded wire of coppefTS
subheading 7413.00.10) from Peru under ATPA in 1994.



Welfare and Displacement potential displacement effects. The first assumption

is that the substitutability between Andean products

Effects of ATPA on the and competing U.S. products is high. This is

. reflected in the use of high elasticities of substitution
U.S. ECOnomy In 1994 (that is, equal to 5) in the analysis. The second
assumption is that production in each market faces
. no capacity constraints over the relevant range, that
Analytlcal ApproaCh is, the supply curves in all of the markets are
The effects of ATPA on the U.S. economy are horizontal (perfectly elastic). The purpose of
estimated using a partial equilibrium framework, €MPloying these assumptions is to ensure that the
Three different markets, namely the markets for ATPA tems that could be most affected by ATPA are
imports, competing imports from non-ATPA countries, identified. A more detailed e'xplanatlon of the model
and competing U.S. production, are modeled. The ?nd ac_companylyr?g assump'qons are contained under
implementation of ATPA duty reductions leads to a rechnical Notes™ in Appendix B.

decrease in the price of affected imports from ATPA The analysis is conducted on the twenty leading

countries, an increase in affected imports from thesejtems that benefited exclusively from ATPA in 1994,

countries, and a decrease in demand for substituteysing the above mentioned assumptions, estimates of

products produced both in the United States and inwelfare and potential U.S. industry displacement

non-ATPA countries. effects are made, and the characteristics of those U.S.
The impact of ATPA on U.S. consumers and industries with an estimated potential displacement

industries is measured by examining the welfare effect equal to or greater than 5 percent are examined

effects of a duty reduction in the market for ATPA in further detail.

imports and the potential displacement of production

in the competing domestic market. Net welfare effects

are measured by adding two componénid) the

gain in consumer surplisand (2) the decrease in Items Analyzed

tariff revenues collected by the government. The

potential displacement in domestic production is = Although a large number of products are eligible
determined based on the change in demand forfor duty reductions under ATPA, the major share of

competing domestic produds. ATPA-exclusive imports are represented by a small
group of products. Table 3-2 presents the twenty
leading items that benefited exclusively from ATPA in
1994 according to their c.i.f. valué® Together, these

6 Typically, welfare effects include a measure of the products represented 98 percent of the $343 million of

change in producer surplus. Producer surplus is a measureiMpOrts that benefited exclusively from ATPA in

Two assumptions have been made that tend to
produce “upper-bound” estimates of the welfare and

of the total net loss (gain) to competing domestic 199411

producers from lower (higher) prices. Conceptually, it is : )

defined as the returns to entrepreneurs and owners of 9 USITC industry analysts provided data on U.S.
capital over and above what they would have earned in  Production and exports for the analysis.

their next-best opportunities. See Walter Nicholson, 10 The analysis uses U.S. market expenditure shares
Microeconomic Theory: Basic Principles and Extensions  in computing estimates of welfare and domestic

(New York: The Dryden Press, 1989), for additional production displacement effects. Since U.S. expenditure on
information. Changes in producer surplus are not imports necessarily include freight and insurance charges,
considered in this analysis because the supply of U.S. and duties, when applicable, the analysis uses c.i.f. values

domestic production is assumed to be perfectly elastic and for products benefiting exclusively from ATPA and
thus, U.S. domestic prices should not fall in response to  duty-paid values for the remaining imports. (Technically,

ATPA. landed, duty-paid values are equal to c.i.f. values for

7 Consumer surplus is a measure of the total net gain items entering free of duty.) Import values reported in the
(loss) to consumers from lower (higher) prices. remaining part of the chapter are c.i.f. values, unless
Conceptually, it is defined as the “difference between the otherwise specified.
total value consumers receive from the consumption of a 11 The c.i.f. values reported in tables 3-2 through 3-4
particular good and the total amount they pay for the reflect only that portion of each ATPA-eligible subheading
good.” See Nicholsorlicroeconomic Theoryfor that entered duty-free or at reduced-duty. Even though all
additional information. of these items were eligible for ATPA duty-free or

8 These measures do not include short-run adjustment reduced-duty entry, a certain portion of e&thRS
costs due to the reallocation of resources between differentsubheading paid full duties for a variety of reasons,
industries. including for example, insufficient documentation.
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Table 3-2
C.i.f. value of leading imports that benefited exclusively from ATPA duty provisions, 1994

(1,000 dollars)

HTS

subheading Description Value
0603.10.701 Chrysanthemums, standard carnations, etC ..............c.co i, 146,443
0603.10.60 ROSES, frESN CUL . ..o e e 125,547
1604.14.40 Tunas and skipjack, notin airtight containers ............ ... ... i, 14,652
0709.20.90 Asparagus, nesi, freshorchilled ....... ... ... .. . . 13,586
4202.11.002 Leather trunks, suitcases, vanity cases, etC ............c.iiiiiiiiiineiiiaan, 9,827
4202.91.002 Leather cases, bags and CONtainNers ... ... ...ttt 6,306
4202.21.902 Leather handbags valued over $20each .......... ... .. ... i 2,254
7312.10.30 Stranded Steel WIre . ... .. i e 2,224
6908.90.00 Glazed ceramic flags and paving . ....... ... 2,086
6908.10.50 Glazed ceramic tiles, cubes, etC ... . i 2,020
2003.10.00 Mushrooms, prepared or Preserved . ....... ..ot 1,893
6203.39.40 Other men’s or boys’ suit-type jackets and blazers ........... ... ... ... ... ... ... 1,657
4202.21.602 Leather handbags valued notover $20 each ......... ... ... . .. i i, 1,415
2904.10.37 Other sulfonated, nitrated or nitrosated derivatives ............... i, 1,350
0810.20.10 Raspberries and loganberries, fresh (Sept.1-June 30) ...........c.ccviiiiiiinnnn. 1,190
2009.11.00 Orange juice, frozen, unfermented ........... ... i 865
4202.31.602 Small leather accessories (wallets, etC.) . ... 704
0710.80.97 Frozen vegetables, reduced iN Size ......... ...t 662
0807.10.80 Melons nesi, fresh, entered June 1 - NoV. 30 . ... ..ttt 573
7228.60.80 Bars and rods of alloy steel otherthantool steel ......... ... ... ... ... ... ... ...... 497

1 This HTS subheading represents imports from Colombia that were not GSP-eligible during 1994.
2 These HTS subheadings represent reduced duty items.

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

The five leading ATPA-exclusive imports in 1994 during 1993-94 except for chrysanthemuras al.
were (1) chrysanthemunes al.12 (2) fresh cut roses, from Colombia which declined slightly. Imports of
(3) certain tuna and skipjack, (4) fresh or chilled tuna and skipjack experienced the largest growth in
asparagus, and (5) leather trunks, suitcases, vanityimport value of 146 percent, moving this item from
cases, et d° The c.i.f. values of these five leading fifth place in 1993 to third place in 1994.
products ranged from approximately $10 million to .
almost $150 million in 1994, and their total import _ Products that were among the twenty leading
value was $310 million, or 92 percent of the total I€MS in 1993 but not in 1994 include (1) tobacco,
value of the twenty leading ATPA-exclusive items, (2) articles of rubber apparel and clothing, (3) gold,
Two of the products, chrysanthemuetsal and fresh ~ (4) unglazed ceramic ftiles, and (5) men's leather

cut roses, together accounted for 88 percent of thedlOves, mittens, et al. Most of these products
total value of these five items. experienced a marked decline in their import values

] ] ~under ATPA between 1993 and 1994. However, these

These same products occupied the five leading jiems together represented only 1 percent of the total
positions in 1993. In 1993, their c.if. values ranged yajye of the twenty leading ATPA-exclusive items in
from $6 million to almost $150 million, and their total 1993. Except for gold which was supplied by Bolivia,
import value was equal to $270 million or 93 percent he remaining four items were supplied by Colombia

of the total value of the twenty leading ynder ATPA in both years. Products that became
ATPA-exclusive items in that year. All of these items

experienced significant growth in their import values 14 U.S. imports of certain tuna and skipjack from a
number or countries were restricted during this time

12 Only imports of this item from Colombia benefited  period because of dolphin-related quotas. Of the Andean
exclusively from ATPA because this Colombian product  countries, the major suppliers of this product under ATPA

was not GSP-eligible during 1994. are Ecuador and Colombia. Ecuador accounted for 78

13 Among the leading twenty ATPA-exclusive items, percent of U.S. imports of this item under ATPA in 1994,
there were five certain leather product items classified while Colombia accounted for the remaining 22 percent.
underHTS heading 4202. Their total value was $20 The increase in imports from Colombia in 1994 may have
million and they represented 6 percent of the total value been the result of the relaxation of the U.S. embargo for a
of ATPA-exclusive imports in 1994. five month period during 1994.
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significant in 1994 include (1) mushrooms, (2) other the largest net welfare gains in 1993. The values in
men’s or boys’ suit-type jackets and blazers, (3) 1994 were higher than those in 1993 by 20 percent,
other sulfonated, nitrated, or nitrosated derivatives, 22 percent and 93 percent, respectively.

(4) raspberries and loganberries, and (5) orangé  The measures of potential displacements in
juice. All of these items were supplied by Colombia yomestic production were also small for most of the
under ATPA in both years. Despite the growth of inqiviqual sectord” The model indicates that, while
these items, together they represented only 2 percentne |argest potential displacement estimates were for
of the total value of the twenty leading cprysanthemums et al. from Colombia, fresh cut roses,
ATPA-exclusive items in 1994. and fresh or chilled asparagus, the displacement share

The magnitude of these ATPA-exclusive imports for the majority of the products benefiting exclusively

relative to U.S. apparent consumption is indicated in "M ATPA was below 1 perceft.

table 3-3. ATPA-exclusive imports of chrysanthemums Overall, chrysanthemumst al. from Colombia,

et al. and fresh cut roses accounted for 66 percent andvhich benefited exclusively from ATPA because of

42 percent of U.S. apparent consumption in 1994, the loss of GSP eligibility, continued to have the

respectively. Imports of fresh or chilled asparagus, largest potential impact. Fresh cut roses, supplied

certain leather trunks, certain leather cases, andmainly by Colombia and Ecuador, ranked second in

raspberrieset al. had less significant but relatively both 1993 and 1994. The potential displacement

notable U.S. market shares, ranging from 3 percent toshares for both chrysanthemures al. and fresh cut

9 percent. The remaining products, while important as roses were lower in 1994 than in 1993. This

imports benefiting exclusively from ATPA, did not displacement share for chrysanthemuets al. de-

represent a sizeable share of the U.S. market. clined from 17.95 percent in 1993 to 13.38 percent in
1994, and for fresh cut roses it declined from 9.20
percent to 8.54 percent. The third largest potential
displacement estimate was for imports of fresh or
chilled asparagus, primarily from Peru, in both years.

Welfare EﬁeCtS and the Although this displacement value for asparagus was

Disp|acement of Domestic smaller than those for the first two items, the
displacement share increased by almost 90 percent,

OUtpUt rising from 3.37 percent in 1993 to 6.36 percent in
1994,

Table 3-4 presents the economic impact of ATPA
duty reductions on the U.S. economy in 1994. The

analysis is conducted on the leading imports that ngh“ghts Of US

benefited exclusively from ATPA as described

abovel® Estimates of the gains in consumer surplus Industries Most |_|ke|y

and the losses in tariff revenue, as well as measures of

the potential displacement of U.S. production, as Affected by ATPA in 1994

provided by the model, are presented beiBw. The above analysis, based on upper-bound

Overall, the welfare effects of ATPA were small in €stimates of both welfare and potential domestic
magnitude. The gain in consumer surplus (column A) production displacement effects, was used to identify
was greater than the corresponding decline in tariff the U.S. industries most likely to be affected by
revenue (column B) for all of the products analyzed. ATPA-exclusive imports in 1994. A 5 percent or
Of the resulting net welfare gains, the largest were

er]th respect to Thfe fOIIO}Nm%_ tfhreeh Ittems: U.S. domestic shipments is the U.S. market share. In
chrysanthemums et al. from Colombia, fresh cut rOS’es”general, the larger the ATPA market share, the larger will

and fresh or chilled asparagus. However, the net gainsye the displacement of domestic shipments. A comparison
were all below $1 million. These same products had of tables 3-3 and 3-4 shows this relationship for the items
with significant domestic displacement effects.

17 One of the factors that affects the displacement of

15 As indicated in tables 3-3 and 3-4, the item tuna 18 These values represent upper-bound estimates of
and skipjack KITS subheading 1604.14.40) was excluded  gisplacement because of the assumptions of high
from the analysis because of the unavailability of U.S. elasticities of substitution and perfectly elastic supply
production data for business confidentiality reasons. curves. See the “Technical Notes” in appendix B for

16 See the “Technical Notes” in appendix B for additional information about these assumptions. These
additional discussion of the data used to estimate the upper-bound estimates do not represent measures of actual
effects shown in table 3-4. displacement in the respective industries.
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Table 3-3

Leading imports that benefited exclusively from ATPA, apparent U.S. consumption, and market shares, by

HTS subheadings, 1994

ATPA
beneficiary u.S.
HTS imports apparent Market
subheading Description (c.Lf. value) consumption share
1,000 dollars Percent

0603.10.70 Chrysanthemums, standard carnations, etc .............. ... ia... 146,443 222,209 65.90
0603.10.60 ROSES, freSh CUL .. ..o 125,547 298,055 42.12
1604.14.40 Tunas and skipjack, not in airtight CONtAINErS ... ..........c.ovreiieeieeieennnn. 14,652 1 ©)
0709.20.90 Asparagus, nesi, freshorchilled ....... ... .. .. 13,586 147,814 9.19
4202.11.002 Leather trunks, suitcases, vanity Cases, etC .............uuiiiiineneinnns 9,827 207,340 4,74
4202.91.002 Leather cases, bags and CONtaiNers . . ...... ...t 6,306 171,909 3.67
4202.21.902 Leather handbags valued over $20each .......... ... .. ... ... i ... 2,254 469,253 .48
7312.10.30 Stranded Steel WIre ... i e e 2,224 552,587 .40
6908.90.00 Glazed ceramic flags and paving . ... 2,086 594,269 .35
6908.10.50 Glazed ceramic tiles CUDES, BIC .. ..ot 2,020 377,428 354
2003.10.00 Mushrooms, prepared or preserved . .........oouiiie it 1,893 298,475 .63
6203.39.40 Other men'’s or boys’ suit-type jackets and blazers .............. ... ... ... ...... 1,657 893,162 .19
4202.21.602 Leather handbags valued notover $20each ......... ... ... . . i ... 1,415 293,708 .48
2904.10.37 Other sulfonated, nitrated or nitrosated derivatives .............. ..., 1,350 410,780 .33
0810.20.10 Raspberries and loganberries, fresh (Sept.1-June 30) .............cc ... 1,190 36,231 3.28
2009.11.00 Orange juice frozen, unfermented . ........ ... .o 865 1,253,599 .07
4202.31.602 Small leather accessories (wallets, etc.) . ... 704 508,651 14
0710.80.97 Frozen vegetables, reduced in Size ............c. i 662 623,440 A1
0807.10.80 Melons, nesi, fresh, entered June 1 - NoV. 30 . . ...ttt e 573 58,644 .98
7228.60.80 Bars and rods of alloy steel other than tool steel ............. ... ... ... ... ...... 497 209,877 .24

1 Data on U.S. production unavailable for business confidentiality reasons.
2 These HTS subheadings represent reduced duty items.
3 Value may be underestimated because of inadequate information on the value of U.S. exports.

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



Table 3-4

Estimated welfare and displacement effects on the U.S. economy of leading imports that benefited exclusively from ATPA, 1994

Displacement effects

Welfare effects Reduction in
domestic
Value of Gain in Loss in Net U.S. shipments
ATPA- consumer tariff welfare domestic
HTS beneficiary surplus revenue effect shipments Value Share
subheading Description imports (A) (B) (A-B) (© (D) (DIC)
1,000 dollars Percent

0603.10.70  Chrysanthemums, standard carnations, etc ..... 146,443 8,737 7,932 805 55,556 7,435 13.38
0603.10.60 Roses, freshcut .............ciiiiiii.... 125,547 7,480 6,616 864 149,715 12,790 8.54
1604.14.40  Tunas and skipjack, not in airtight containers .... 14,652 1 1 ©) B 1 @®
0709.20.90 Asparagus,nesi, freshorchilled ................ 13,586 1,572 1,103 468 103,005 6,553 6.36
4202.11.00 Leather trunks, suitcases, vanity cases, etc ..... 9,827 92 90 2 61,600 85 14
4202.91.00 Leather cases, bags and containers ............ 6,306 48 47 1 29,200 25 .09
4202.21.90 Leather handbags valued over $20 each .. ...... 2,254 23 23 1 248,000 39 .02
7312.10.30 Stranded steelwire .............. .. .. ... ... .. 2,224 90 81 10 360,000 279 .08
6908.90.00 Glazed ceramic flagsand paving............... 2,086 236 160 76 213,424 390 .18
6908.10.50 Glazed ceramic tiles cubes,etc ............... 2,020 235 157 78 224,000 670 .30
2003.10.00 Mushrooms, prepared or preserved ............ 1,893 179 132 a7 145,500 475 .33
6203.39.40 Other men’s or boys’ suit-type jackets

andblazers ........... ... .. .. 1,657 95 81 15 820,144 337 .04
4202.21.60 Leather handbags valued not over $20 each ... .. 1,415 16 15 ® 27,000 4 .02
2904.10.37 Other sulfonated, nitrated or nitrosated

derivatives ........ ... 1,350 154 104 50 405,000 907 .22
0810.20.10 Raspberries and loganberries, fresh

(Sept.1-June 30) . ..o 1,190 4 4 ® 31,605 17 .05
2009.11.00 Orange juice frozen, unfermented .............. 865 168 61 107 951,000 558 .06
4202.31.60 Small leather accessories (wallets, etc.) ........ 704 7 6 ® 303,000 12 ®
0710.80.97 Frozen vegetables, reduced insize............. 662 70 49 20 481,000 323 .07
0807.10.80 Melons nesi, fresh, entered June 1 - Nov. 30 .... 573 79 47 32 51,912 459 .88
7228.60.80 Bars and rods of alloy steel other than

toolsteel .......... ... .. 497 29 24 4 208,052 143 .07

1 Net welfare effects were not calculated for this item because of the unavailability of U.S. production data for business confidentiality reasons.
2 |ess than $500.
3 Less than 0.005 percent.

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



higher displacement share criterion resulted in the $166.7 million in 1994, only slightly less than the

selection of the industries that produce the following

three items for further examination: chrysanthemums,

standard carnations, anthuriums, and orchid3 Y
subheading 0603.10.70); fresh cut roselTS
subheading 0603.10.60); and fresh or chilled
asparagus HTS subheading 0709.20.98J. The

characteristics of these industries and the influence

of ATPA are discussed below.

Chrysanthemums, Standard
Carnations, Anthuriums, and
Orchids

U.S. imports of chrysanthemumst al. (HTS

subheading 0603.10.70) from the Andean countriesyater table

declined slightly, from $149.3 million in 1993 to
$147.8 million in 1994, or by approximately 1

decrease in imports entered under ATPA from
Colombia. Most, if not all, of the decline in the
value of imports from Colombia can be attributed to
several freezes that occurred there in late 1993 and
early 19943 This reduced the cut flowers of export
quality available for shipment to the United States.

U.S. production of chrysanthemurasal in 1994
declined by 5 percent from the 1993 level to $59
million. According to USDA, factors contributing to
this decrease included reduced acreage, weather
factors, and import competitici.

According to information received by the USDA,
the Colombian industry will most likely continue to
expand its production of these flowers, but at a slower
rate than in recent years due to physical constraints,
particularly limited water supplie®. The level of the
is declining around Bogota, which
accounts for nearly 90 percent of Colombia’'s cut
flower productior® Colombian growers are also

percent. The value of these imports entered undergijyersifying their production by increasing variety and

ATPA from Colombia represented virtually the total
amount and declined from $148.0 million in 1993 to
$146.4 million in 19940 Standard carnations made
up 53 percent of Colombia’s shipments, pompon
chrysanthemums 41 percent, and other
chrysanthemums nearly all of the remaining 6
percengl

Imports of these flowers entered under ATPA

from Colombia represented approximately 88 percent influence

of total U.S. imports of these flowers in 1993 and
199422 U.S. imports of chrysanthemunas al. from
the world declined from $168.3 million in 1993 to

19 All three of these product categories benefited
exclusively from ATPA. Therefore, the value of imports
under ATPA and the value of imports that benefited
exclusively from ATPA are equivalent.

20 Although imports of chrysanthemunes al. from
Colombia were GSP- ineligible in 1994, imports of this
item from Bolivia, Ecuador, and Peru were eligible for
duty-free entry under both ATPA and GSP. The value of
chrysanthemums et al. imports under ATPA from these
three countries was $0.6 million in 1993 and $1.3 million
in 1994. Only the imports under ATPA from Colombia
benefited exclusively from ATPA.

21 Colombia’s production and exports of anthuriums
and orchids are negligible.

22 The Colombian Association of Flower Exporters
(ASOCOLFLORES) submitted a statement to the
Commission in response to iEederal Registerequest
for comments. It stated that Colombia’s strong
performance in the U.S. cut flower market is due to
“...higher quality, product diversification and year around
availability, competitive prices that result from more
effective cost management and ATPA.” The Association
further noted that “American consumers have benefited by
the new channels of distribution, competitive prices and

24

creating value-added products such as bouddets.
Some growers are also diversifying by investing in cut
flower growing operations in Ecuador, Costa Rica,
and Mexico?® Hence, though ATPA continues to
provide Colombian suppliers to the U.S. market with
a price reduction not available under GSP (due to the
loss of eligibility), currently available information
indicates that ATPA is likely to have relatively little
on U.S. domestic production of
chrysanthemums, standard carnations, anthuriums, and
orchids.

Fresh Cut Roses

U.S. imports of fresh cut rosesI TS subheading
0603.10.60) from the Andean countries increased by

22—Continued
year round availability” of these imports and that
“thousands of jobs have been created directly and
indirectly in the U.S.” Hernando Rojas, International
Manager for ASOCOLFLORES, submission July 14,
1995.

23 U.S. Department of Agriculture telegram,
“Flowers,” message reference No. CO4011, prepared by
U.S. agricultural attache, Bogota, Colombia, May 20,
1994, p. 5.

24 U.S. Department of Agriculture (USDAWorld
Horticultural Trade and U.S. Export Opportunitie3une
1994.

25 U.S. Department of Agriculture telegram,
“Flowers,” message reference No. CO4011, May 20, 1994.

26 |pid.

27 USDA, World Horticultural Trade and U.S. Export
Opportunities

28 |pid.



16 percent in value, from $109.2 million in 1993 to
$126.1 million in 1994. They also increased in
quantity by 10 percent from 536 million blooms in
1993 to 589 million blooms in 1994. The value of

reasons, the new director of ASOCOLFLORES

stated that the share of Colombian rose production
coming to the United States may decrease as these
exporters seek marketing opportunities in Europe and

imports entering under ATPA represented almost 100 Japar??

percent of the total value from these four countries
in 1994. Such imports increased by 23 percent, from

$102.3 million in 1993 to $125.5 million in 1994.

The value of rose imports under ATPA

Competition among fresh cut rose imports from
the Andean countries, domestically produced ré3es,
and imported roses from other foreign producers is

represented 80 percent and 85 percent of all U.S. rosddased on a number of factors, including quality, price,

imports in 1993 and 1994, respectively. The majority
of U.S. rose imports under ATPA come from

Colombia and Ecuador. Together, these two countries

and availability of supply* ATPA duty-free entry

31_Continued

accounted for 80 percent and 84 percent of the totalthat the U.S. domestic industry is not materially injured or

U.S. import value in 1993 and 1994, respectively.
Imports from Colombia grew by nearly 13 percent,
from $93.6 million in 1993 to $105.6 million in 1994.
Imports from Ecuador more than doubled, from $8.4
million in 1993 to $19.5 million in 1994. The growth
of U.S. rose imports under ATPA during 1993-94 was
notably higher than the 17 percent growth in total
U.S. rose imports.

Fresh cut rose production in Colombia and

threatened with material injury, and the establishment of
an industry in the United States is not materially retarded,
by reason of LTFV imports of roses from Colombia and
Ecuador. For a full discussion of these investigations, see
USITC, Fresh Cut Roses From Colombia and Ecuador,
Investigation Nos. 731-TA-684 and 685 (Final)

challenge to these determinations is currently pending
before the U.S. Court of International Trade (Ct. No.
95-04-00382).

32 U.S. Department of State telegram, “Colombian

Ecuador has risen substantially over the last severalFlower Growers: Looking Away From U.S. Market,”
years. Both countries have invested heavily in the message reference No. 004044, prepared by U.S.
planting of new rose varieties that are in demand by Embassy, Bogota, March 1995.

consumers in the United States and other markets.

Ideal climates, high light levels, abundant labor and

In its formal submission ASOCOLFLORES noted that
“in sum the Andean Trade Preference Act has had a

land, and sophisticated distribution structures, enablepositive, beneficial effect upon the U.S. economy, and has
these countries to produce high-quality, low-cost rosesfostered economic growth and diversification in Colombia

for export29

U.S. production of fresh cut roses declined from
$164 million in 1993 to $155 million in 1994, or by 5

percent. This was primarily due to a decrease in the

with respect to floriculture.” Hernando Rojas,
International Manager for ASOCOLFLORES, submission,
July 14, 1995.

33 The U.S. Floral Trade Council submitted a

area devoted to rose production and in the number ofStatement to the Commission in response td-éseral

growers of fresh cut rosé8.

Registerrequest for comments. It noted that “...fresh cut
roses were exempt from duty-free treatment under the

Colombian rose exporters have indicated that they Generalized System of Preferences and would be
are concerned about antidumping investigations filed scheduled for a five-year tariff phaseout under NAFTA

by U.S. rose producefd. For these and other

29 See USITCFresh Cut Roses From Colombia and
Ecuador, Investigation Nos. 731-TA-684 and 685 (Final)
pp. 1I-9-10, 11-14, 11-31-34.

30 U.S. Department of Agriculturéloriculture Crops,
1994 SummaryApril 1995, pp. 32-35.

31 U.S. Department of State telegram, “Colombian
Flower Growers: Looking Away From U.S. Market,”
message reference No. 004044, prepared by U.S.
Embassy, Bogota, March 1995.

Most recently, counsel for the U.S. Floral Trade
Council filed a petition in 1994 alleging that an industry
in the United States is materially injured or threatened
with material injury by reason of LTFV imports of fresh
cut roses from Colombia and Ecuador. Following its
investigations, the Commission determined in March 1995

due to their import sensitivity.” It also stated that the
“...U.S. fresh cut flower industry has been, and continues
to be adversely affected by continued duty-free treatment
of all fresh cut flowers from Colombia, Bolivia, Ecuador,
and Peru” and that “elimination of duties under the ATPA
further compounds the imbalance in costs between U.S.
and imported flowers.” Stewart and Stewart, Special
Counsel to the U.S. Floral Trade Council, submission,
July 14, 1995.

34 U.S. Department of Agriculturaorld
Horticultural Trade and U.S. Export Opportunitie3une
1994, p. 10.

For an analysis of competition between domestic roses
and imported roses from Colombia and Ecuador sold at
LTFV, see USITCFresh CutRoses From Colombia and
Ecuador, Investigation Nos. 731-TA-684 and 685 (Final)
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has provided Andean roses a price advantage nothe United States from November 16 through the

available to imports from Mexico, Canada, and the following September

14, inclusive. Imports of

Netherlands, the principal non-Andean suppliers to asparagus entered under ATPA increased by 80

the United State®®> Overall, ATPA appears to be

percent, from $7.5 million in 1993 to $13.6 million

benefiting Andean rose shipments to the United in 1994, with a similar rise in quantity by 70

States.

Fresh or Chilled Asparagus

U.S. imports of fresh or chilled asparag#$T§
subheading 0709.20.9%)from the Andean countries
increased by 45 percent in value, from $9.4 million in
1993 to $13.6 million in 1994. There was a
corresponding rise in quantity of 30 percent, from
4,318 metric tons (mt) in 1993 to 5,623 mt in 1994.

percent, from 3,312 mt in 1993 to 5,620 mt in 1994.

The value of fresh or chilled asparagus imports
under ATPA accounted for 17 percent and 30 percent
of the value of all U.S. asparagus imports in 1993 and
1994, respectively. The large growth in asparagus
imports under ATPA reflected a strong increase in
shipments from Peru, the leading ATPA supplier, as
well as a decline in imports from Mexico, a
non-ATPA supplier. All but a small part of U.S.
asparagus imports entered under ATPA in 1994 came

Approximately 64 percent of total fresh asparagus from Peru, which was designated as an ATPA
imports from the Andean countries in 1994 entered peneficiary in August 1993. While U.S. imports of

34_Continued
In these antidumping investigations, the Commission
found that the domestic industry was neither materially
injured nor threatened with material injury by reason of
imported roses sold at LTFV from Colombia and Ecuador
due, among other reasons, to significant differences
between the imported and domestically produced roses
that limited their competition.

35 Guatemala and Costa Rica are also important
non-Andean suppliers of fresh cut roses to the U.S.
market. Imports from both of these countries are eligible
for duty-free entry under CBERA.

36 HTS subheading 0709.20.90 includes fresh or
chilled asparagus other than that entered under HTS
subheading 0709.20.10. HTS subheading 0709.20.10
includes fresh or chilled asparagus, not reduced in size,
entered during the period from September 15 to
November 15, inclusive, in any year, and transported to
the United States by air. Imports under subheading HTS
0709.20.90 are eligible for duty-free treatment only under
ATPA while imports under subheading HTS 0709.20.10
are eligible for duty-free entry under both ATPA and GSP.
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asparagus under ATPA grew significantly during
1993-94, U.S. imports of asparagus from the world
increased by only 1 percent.

In the United States, the leading states producing
fresh asparagus are California and Washington, with
significant production also in Michigan. Most
domestic production occurs between February and
June. The Imperial Valley in Southern California has
the most significant overlap of shipping periods with
ATPA imports. U.S. domestic production of asparagus
rose by 2 percent, from 56,835 mt in 1993 to an
estimated 57,854 mt in 1994, following a rise in yield
in both California and Washington. The value of U.S.
production fell insignificantly from 1993 and
amounted to an estimated $114.8 million in 1994.
While ATPA allows fresh or chilled asparagus from
the Andean countries to be more price competitive in
the U.S. market, currently available information
indicates that ATPA is likely to have a relatively small
effect on U.S. domestic production.



CHAPTER 4
Probable Future Effects of ATPA

Export-oriented investment in the Andean region
in response to duty-free or reduced-duty tariff levels
for eligible ATPA products will most likely continue
to produce effects on the U.S. economy in the future.
The following section contains a summary of
investment activities in the ATPA countries during
1994. Included is a summary of ATPA-related
investment activity reported to the USITC by the U.S.
Department of State. In addition, this chapter
includes a summary of views of business and
government officials about the effect of ATPA on
investment activity in Colombia and Peru, based
largely on USITC staff fieldwork in both countries.

Methodology

This chapter is based on information obtained
from a variety of sources including field visits to the
two largest beneficiary countries: Colombia and Peru.
Meetings were held with host government and private
sector officials involved in investment and export

small; however, cut flower producers in that country
indicated that they plan significant investment activity
in 1995-96.

Although ATPA provides an incentive for
exporters in Andean countries to market their products
in the United States, several factors were identified
that help explain the relatively low levels of
ATPA-related trade and investment by beneficiary
countries. These constraints include an inability of
manufacturers in the Andean region to increase
productive capacity and exports in the first years of
the program, inadequate infrastructure in beneficiary
countries, the relatively recent nature of ATPA and
low level of awareness of its benefits among the
business community, and a lack of knowledge of how
to penetrate the U.S. market. It was also noted that
the period of time since the implementation of the
program is too short to allow identification of
significant levels of ATPA-related investment activity.
Finally, it was noted that all four beneficiary countries
have recently undertaken, or are in the process of
implementing, economic reform measures that will

promotion, narcotics eradication, coca substitution, jmprove the climate for future growth of investment
trading companies, other representatives of the localgng trade in each country.

business community, and U.S. Embassy staff.
Additional data and information on investment were
obtained through reports from U.S. Embassies in the
Andean region and from U.S. Government agencies,
the U.S. Department of State in particular.

Investment in ATPA
Beneficiaries

ATPA-related investment in beneficiary countries
remained at a relatively low level in 1994. Based on
information compiled by the Commission for this
study, most of the ATPA-related investment was
concentrated in a few sectors: cut flowers, jewelry,
metal products, and processed foods.
amount of ATPA-related investment activity occurred
in Colombia and Peru, the two leading beneficiaries in
terms of exports to the United States under the
program. ATPA-related investment in Bolivia was

Colombia

Colombia has been an ATPA beneficiary since
July 22, 1992. In 1993, the first full year of
Colombia’s status as an ATPA beneficiary, total U.S.
imports from Colombia under the program reached
$323 million. From 1993 to 1994, U.S. imports under
ATPA from Colombia increased by 27 percent, to
$412  million. Cut flowers accounted for
approximately two-thirds of ATPA duty-free imports
from Colombia in 1994. Other leading imports from
Colombia under ATPA in 1994 included plastic
products, sugar, fish, and leather luggage.

Colombia’'s GDP grew by 5.7 percent in 1994,

The greatesslightly above the 5.3 percent growth recorded in

1993. Growth was led by increased consumer
demand and a boost in activity in the construction,
communications, and finance and transportation
sectors. Inflation continued to register about a 23
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percent annual increase. Total foreign debt rose by 15Colombian exporters of ATPA-eligible goods. In
percent to $21.4 billion in 1994. The debt increase addition, they noted, loss of ATPA benefits through
was largely accounted for by Colombian businessesthe U.S. anti-narcotics certification process would
securing overseas financing in light of high interest reinforce a negative image of Colombia as a country
rates in the domestic market. influenced by narcotics interests and increase
problems for exporters trying to clear Colombian

Foreign direct investment (FDI) in Colombia grew4900ds through U.S. Custords.

by 18 percent in 1994 to reach a record high of $11.
billion. About 40 percent of the $1.8 billion inflow in Several Colombian business and government
1994 was accounted for by new inve;tment activity iN officials interviewed by USITC staff in Bogota said
the petroleum sector. Investment in manufacturing {hat increased trade generated by new investment will
and other sectors (excluding petroleum and financial only become apparent over several years. Significant
portfolio investment) accounted for about 46 percent, yade and investment efforts are under way to take
or about $800 million of 1994 inflows. Financial aqgyantage of the access to the U.S. market provided
portfolio investment accounted for about 15 percent. by ATPA. Areas that were identified by interviewees
Investment in  manufacturing and other sectors g showing promise for increased exports to the
(excluding  petroleum and financial portfolio  ynited States under ATPA preferences include
investment) rose by 84 percent over the previous yearygcessed foods, specialty steel products, interior
to reach a total stock of $5.2 billion. ceramic tiles, beer, and a variety of agricultural

The majority of manufacturing-related FDI flows Products, such as asparagus, mangoes, strawberries,
in 1994 were accounted for by investment activity in melons, and lemons. It was noted that the principal
chemicals, rubber, and plastics. The United Statesbeneficiaries of ATPA preferences in Colombia are
remained the principal foreign investor in Colombia in €xporters that had pre-existing exports to the United
1994, accounting for about 56 percent of total FDI States before enactment of the program. Only later
stock (excluding petroleum and financial portfolio Will the effect of investment initiated in response to
investment) and about 23 percent of such FDI fldws. the ATPA preferences be felt by other industfies.

In response to the Commission's request for
information about ATPA-related investment activity in
1994, the U.S. Embassy in Bogota reported
investment information from several Colombian

Effect of ATPA on Investment

Colombian government and business officials
interviewed by USITC staff reported that there were
relatively low levels of ATPA-related trade and

manufacturers. A manufacturer of particle board and
plywood reported that ATPA has been very beneficial
to the firm’s efforts to export plywood and other wood

investment activity in 1994. Some interviewees cited products to the United States. The firm reported new
exceptions, however, both in terms of trade and investment of $28 million in 1994 and added that the
investment, that suggest that for the sectors in which project would not have been launched in the absence
the program is used, it is very beneficial to the of ATPA preferences. On the subject of NAFTA, the
particular industry that takes advantage of the tariff firm expressed concern about the possible effect of
preference. Cut flower exports, for example, account NAFTA on its efforts to export to the United States.
for approximately two-thirds of all U.S. imports from |t added that Mexico exports products to the United
Colombia that enter under ATPA preferences. States similar to those exported from Andean

Even though the ATPA program is not widely COUNtries>

used by Colombia, business and government officials
interviewed by the USITC in Colombia said they did
not want to see the program rescinded or expire
without renewal in 2001. They added that ATPA
provides valuable access to the U.S. market for

A Colombian producer of disposable medical
devices reported ATPA-related investment of $15
million in 1994. The firm expects that exports
generated by the investment project will start in

3 For a discussion of U.S. anti-narcotics efforts in the

1 U.S. Department of State telegram, “Colombia’s Andean region, see ch. 5

GDP Grows 5.7 percent in 1994,” message reference No.
1993, prepared by U.S. Embassy, Bogota, Feb. 16, 1995.

2U.S. Department of State telegram, “Foreign Direct
Investment in Colombia Increased in 1994,” message
reference No. 4997, prepared by U.S. Embassy, Bogota,
Apr. 12, 1995.

4 Representatives of Ministry of Foreign Trade,
USITC staff interview, Bogota, Mar. 30, 1995.

5 Response by Colombian particle board manufacturer
to USITC investment survey, U.S. Embassy, Bogota, May
24, 1995.
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mid-1995. The firm said that it would have been United States were excluded from the ATPA
“more difficult or impossible” to undertake the program. These products included petroleum,
project in the absence of ATPA preferences. The textiles and apparel, leather shoes, sugar, and canned
firm concluded that “ATPA is an excellent tuna. According to the report, another 20 percent of
instrument to improve investment in nontraditional” Colombia’s exports, including seafood, coffee, cocoa,
industries. The firm said that it is not concerned cocoa butter, and coal entered the United States
that its exports to the United States might be MFN free of duty. In addition, 18 percent of
affected by NAFTA exports from Mexico to the U.S. Colombia’s exports to the United States, including
marketd bananas, emeralds, and miniature carnations, entered
A manufacturer of tableware reported new the United States free of duty under GSP. About 12

ATPA-related investment of $2.4 million in 1994, Percent of Colombia’s 1993 exports to the United
The fi:m repolrtt\a/ds however ?hat thé Iprojtlact would States entered under ATPA. These products included

have been launched even in the absence of ATPACU flowers (except miniature carnations), fresh and

preferences. On the subject of NAFTA, the firm said proce_ssed fruits, ~gelatin, fungicides, ceramics,
that “the influence and preferences of the Mexican aluminum home products and manufactured leather

products could restrict the Andean exports to the 900ds. ANDI concluded that cut flowers was the
US.A7 only product category that benefited significantly
from ATPA. Finally, the ANDI report said that
The Instituto de Fomento Industrial (IFI) provides ATPA had not led to product diversification or
low interest loans for working capital to Colombian substitution of legitimate products as an alternative
companies. IFI offers lending through a so-called to narcotics production.
“ATPA line of credit” to firms that may be interested
in making ATPA-related investments. IFI officials Several interviewees said that processed foods is
reported that the institution has made two loans usingone sector that may see increased U.S. imports under
its ATPA line of credit. A loan for about $600,000 ATPA from Colombia within the next few years. A
was made in 1994 to a citrus company, which makesgroup of Colombian supermarket wholesalers, with
concentrated orange juice for sale to the United Statescombined annual sales in Colombia of about $2
The other loan was approximately $100,000 to a pillion, is evaluating processed food products for
manufacturer of jewelry in late 1993. According to a export to the United States under ATPA provisiéhs.
representative of IFl, these two companies were the p representative of the group described the group’s
only firms that applied for credit on IFl's ATPA line.  gfforts to identify products and find a market in the
The official said that IFI loans are not particularly (pited States. The effort began with a study of the
attractive to Colombian firms because the loans are major supermarket chains in Colombia to determine
not offered.at poncessionary terms. The_interest ratepotential products currently produced in Colombia
for IFI lending in 1994 was based on a minimum rate {ha; could be exported under ATPA. Initial research
of 4 or more percentage points above the London o5 identified about 200 potential export products.
Interbank Offered Rate (LIBOF). The products were ranked by such factors as product

The National Industrialists Association (ANDI) quality, productive capacity in Colombia, export
published a study in 1994 on the effect of the ATPA Potential, ATPA eligibility, and existing import
on Colombia? ANDI concluded that ATPA has had a competition in the United States. The group hopes to
minimal effect on Colombia for several reasons, begin exporting to the United States no later than
including (1) limited product coverage, (2) limited 219961
Colombian production of covered goods, and (3)
overlap of ATPA preferences with the Generalized _ °For @ summary of the ANDI report, see U.S.
System of Preferences. In its report, ANDI noted that Department of State telegram, "ANDI Explains Why

s ATPA Has Little Effect in Colombia,” message reference
about 50 percent of Colombia’s 1993 exports to the No. 12302, prepared by U.S. Embassy, Bogota, Aug. 22,

6 Response by Colombian manufacturer of medical 1994.
devices to USITC investment survey, U.S. Embassy, 10y.s. Department of State telegram, “Major
Bogota, May 4, 1995. Retailers Join to Export to the U.S. under ATPA

7 Response by Colombian tableware manufacturer to ~ Provisions,” message reference No. 3200, prepared by
USITC investment survey, U.S. Embassy, Bogota, May 3, U.S. Embassy, Bogota, Mar. 10, 1995.

1995. 11 Representative of Fenalco, and international trade
8 Representatives of IFI, USITC staff interview, consultant, USITC staff interviews, Bogota, Mar. 27-29,
Bogota, Mar. 27, 1995. 1995.
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Difficulties Facing Exporters

Government and business officials in Colombia
identified several problems that may inhibit trade and
investment activity in Colombia. The main concerns
cited were (1) U.S. anti-narcotics certification process,
(2) rise in the value of the Colombian peso, (3) access
to credit, especially for small and medium-sized
companies, (4) infrastructure constraints, (5)
uncertainty of how to deal with the U.S. market, (6)
security of individuals and property, and (7) lack of
export orientation by Colombian businesses.

Many business and government officials
interviewed by USITC staff in Colombia said that the
U.S. anti-narcotics certification process may, in effect,
hinder ATPA-related trade and investment activity.
The Foreign Assistance Act (FA¥) requires the
President to determine and certify annually to
Congress that, during the previous year, each major
illicit drug producing country or major drug
trafficking country cooperated fully with the United
States, or took adequate steps on its own, to achiev
full compliance with the goals and objectives
established by the 1988 UN Convention Against

Traffic in Narcotic Drugs and Psychotropic
Substances (UN Convention). Countries that are
meeting the goals receive “full certification.”

Countries that do not meet the standards for “full
certification” still may be certified on the grounds that

vital U.S. national interests require that assistance be

provided, under the so-called “certification with
national interests waiver.” Colombia received full
certification in 1994 and “certification with national
interests waiver” in 199&3

Business and government officials expressed
concern that if the United States would rule that
Colombia is not cooperating with anti-narcotics
activities, Colombia would lose ATPA preferences in
the U.S. market. Many interviewees added that such
perceived uncertainty about continued access for
Colombia to ATPA preferences hinders investment in

1222 u.s.c. 2291;j.

13 Nations party to the UN Convention agree to—(1)
commit to eliminate or reduce illicit demand for narcotic
drugs and psychotropic substances; (2) provide for
extradition of major drug traffickers and mutual legal
assistance between nations on drug-related investigations;
(3) empower their courts to make available or to seize
bank, financial, or commercial records of drug traffickers
and not to invoke bank secrecy in such cases. The
Convention formally entered into force on November 11,
1990. United NationsThe United Nations and Drug
Abuse Contrgl pamphlet (1992), p. 75.

See chapter 5 for detailed treatment of 1995 official
U.S. actions regarding certification.
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ATPA-eligible industries.  The interviewees said,
however, that investors need long-term certainty that
the preference will remain before investing in an
export project that might take several years to
become profitable.

Some interviewees pointed out that European
investors would benefit if the U.S. role in Colombia’s
economy is reduced by rescinding ATPA and other
economic links because of the certification process. A
few observers said that certification problems are
detrimental to the economy of Colombia because
increased uncertainty about certification hinders trade
and investment and thereby strengthens the position of
the narcotics-based elements in the economy. These
individuals reasoned that any decline in legal
economic activity, caused by decertification, for
example, would result in an increase in the narcotics
trade as persons displaced from legal economic
activity would pursue income through illicit meakfs.

Another concern Colombian businesspersons
requently mentioned was that recent strengthening of
he Colombian peso has had an adverse effect on the
ability of all Colombian exporters to compete in world
markets. One U.S. official said that a main cause of
the peso’s rise was the illegal inflow of dollars
generated by the narcotics trdde.When the dollars
are brought into the country, the value of the peso
rises as holders of the dollar seek to exchange the
dollars for pesos. In 1994, the real value of the
Colombian peso appreciated by about 13 percent,
thereby making Colombian exports more expensive to
foreign customers. A representative of an industry
association said that, in terms of importance to
exporters, “ATPA is very important, but the exchange
rate is crucial; the ATPA benefit, [however], can help
mitigate the effect of the appreciation to some
extent.26 A banker, however, downplayed the effect
of the peso appreciation. He said that the sharp
decline in Colombia’s exports to Venezuela, caused by
that country’s economic difficulties, affected the
economy of Colombia more than the appreciation of
the pesd.’

Other constraints on investment in Colombia that
interviewees cited included access to credit,
inadequate infrastructure, and concerns about security.

14 Representatives of Colombian business and
government, USITC staff interviews, Bogota, Mar. 28-30,
1995.

15U.S. Embassy official, USITC staff interview,
Bogota, Mar. 27, 1995.

16 Representative of ANDI, USITC staff interview,
Bogota, Mar. 29, 1995.

17 Representative of Bancoldex, USITC staff
interview, Bogota, Mar. 29, 1995.



Access to credit in Colombia is difficult, many community, even though the level of total trade and
interviewees said, especially for small and investment directly related to the program is still
medium-sized companies. They added that what isrelatively low.  The problem facing Colombian
available is very expensive to borrowers. businesses, several interviewees noted, is how to use
Infrastructure constraints place limits on export ATPA. They pointed out that ATPA is only a way
potential as productive facilities are often located to cut the tariff cost of exporting eligible products to
away from port facilities. As a consequence, export the United States. In order to be successful,
products must be shipped by truck to port facilities. however, exporters need to understand how to enter
Colombia’s recent efforts to privatize port facilities, U.S. marketing and distribution channels. Lack of
develop land near ports, and build roads to shortenthis knowledge, a representative of an agricultural
transport time to the Caribbean coast were offered ascooperative said, is a more significant problem than
examples of efforts to solve some of the limited awareness of the program among expoféers.
infrastructure difficulties. The question of safety, a The Government of Colombia has taken steps to
Colombian investment promotion official said, is at help Colombian exporters develop more expertise
least partly one of perception. He cited a poll which about exporting to the United States. With funding
asked U.S. and Colombian investors to describe thefrom government and private sources, a private
main difficulty facing investors in Colombia. U.S. consultant in Colombia recently developed computer
investors identified security as the main problem, but software that allows exporters to analyze U.S. trade
Colombian investors identified inconsistency of rules data and determine potential market niches for
regarding taxation as the main problem facing Colombian exports. On an 8-digit HTS subheading
investors in Colombia® basis, the software shows U.S. market size of a
Several interviewees said that Colombian product, competing countries that export the product
businesses need to develop more of an exportto the United States, the ATPA, GSP, and MFN duty
orientation to take advantage of ATPA and other rates, unit value of the transaction, transportation and
export opportunities. Interviewees pointed out that insurance costs, price of export, port of entry, and the
Colombian firms had benefited from a long period of names of the five largest U.S. importers of record of
protection and had customarily focused their each product. The software is designed to be a tool
marketing efforts on domestic or neighboring Andean for Colombian exporters to obtain the knowledge
markets. As a consequence, they said, Colombianneeded to begin exporting to the U.S. market under
firms do not understand how to make export sales, ATPA.22
deal with U.S. Customs, and confront other Officials from Colombia’s export promotion
difficulties and regulations faced by exporters. agency, Proexport, expressed concern that Colombian
Therefore, small and medium-sized Colombian businesses are missing an opportunity to take
businesses have not attempted to take much advantagadvantage of the ATPA trade benefit. Therefore, they
of ATPA or other export opportunitiés. A recent said, they are working with chambers of commerce to
report by the Bogota Chamber of Commerce cited the increase awareness of the program. In addition, they
lack of entrepreneurial skills of Colombian firms as have held seminars nationwide to inform businesses
the reason for the low level of ATPA exports to the about ATPA and how to use it to increase exports to
United Stateg? the United States. In addition to promoting awareness
of ATPA in the Colombian business community,
Proexport is also marketing Colombia’s ATPA
ATPA Promotion Efforts in beneficiary status to attract foreign investment from
Colombia East As_ia and other cou_n;ries. _The Government of
Colombia hopes, the official pointed out, to attract
Several interviewees said that the ATPA program foreign investors to Colombia who can use ATPA as a
is no longer unknown in Colombia. The program is method to export to the U.S. markét.
well-known and understood in the business

20—Continued

18 Representatives of the U.S. Embassy, ANDI, message reference No. 9500, prepared by U.S. Embassy,
Fundagro, and Coinvertir, USITC staff interviews, Bogota, Bogota, July 14, 1995.
Mar. 27-29, 1995. 21 Representative of SAC/Fundagro, USITC staff

19 International trade lawyer and consultant, USITC interview, Bogota, Mar. 28, 1995.
staff interviews, Bogota, Mar. 27-29, 1995. 22 International trade lawyer, USITC staff interview,

20 For a summary of the Bogota Chamber of Bogota, Mar. 27, 1995.
Commerce report, see U.S. Department of State telegram, 23 Representatives of Proexport, USITC staff

“ATPA After Three Years, Colombia’s Lost Opportunity?”  interview, Bogota, Mar. 29, 1995.
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Peru Foreign investment, largely related to privatization
activity, has been projected to exceed $6.7 billion in
Peru became an ATPA beneficiary on August 31, the near futuré®
1993. In 1994, U.S. imports from Peru under ATPA
reached $107 million. Leading ATPA imports from
Peru included jewelry, lead, asparagus, mangoes,Effect of ATPA on Investment
sugar, copper, and zinc. Peru's merchandise exports o . )
rose 30 percent in 1994 and imports grew 39 percent. Based on Commission staff meetings with
Peru’s trade deficit was $1.1 billion in 1994, Peruvian private sector and government officials,
ATPA trade preferences appear to have had the
The economy of Peru grew by 12.9 percent in real greatest effect in a few specific industries: jewelry,
terms in 1994, up from 6.5 percent growth in 1993. asparagus, and certain metal products. Although
By mid-1995, the border war with Ecuador had representatives from each industry indicated that
caused only a slightly negative effect on the recent investment activity has taken place in their
economy?* The sectors with the strongest growth in respective sectors, most declined to specify the dollar
1994 were construction, up 34.3 percent; fishing, up value of specific investments. Peruvian industry
31.5 percent; manufacturing, up 16.9 percent; andrepresentatives pointed out that the absence of
agriculture, up 13.2 percefit. Foreign debt increased quantitative restrictions under ATPA on duty-free
5.7 percent in 1994 to $23.4 billion. The increase was imports makes the program significantly more
mainly accounted for by new borrowing to finance attractive to businesses than GSP preferences. In
development projects such as roads and hydroelectricparticular, representatives from the jewelry and copper
plants, and to cover the trade deffét. wire industry said that ATPA preferences have

Overall levels of foreign direct investment (FDI) improved the ability of firms in those industries to

in Peru increased dramatically in 1994. Total direct export to the United StatéS.

foreign investment registered in Peru increased from Private sector and business officials pointed out
$1.7 billion at the end of 1993 to $4.5 billion one year that the ATPA program has provided Peruvian

later. Nearly all of this 165 percent increase in FDI businesses with the opportunity to increase exports of
was accounted for by the Government of Peru’s nontraditional, processed agricultural or higher

privatization program. In 1994 alone, the value-added goods than had previously been possible.
Government of Peru sold 29 state enterprises worthSeveral individuals said that for Peru to take better
$2.6 billion. Since the privatization program began in advantage of the program in the future, however, the
1991, the Peruvian Government has sold almost 60Government of Peru needs to continue its economic

enterprises valued at more than $3.5 bilfén. reform program and businesses need to improve their
o _ competitiveness by  modernizing plant and
The Commission found limited examples of equipmeng!

ATPA-related investment in Peru in 1994. However,
President Fujimori’'s economic stabilization and Representatives of PromPeru, the Government of
liberalization program, successes against the ShiningPeru’s export promotion agency, said that awareness
Path terrorist group, and the government's of the ATPA program in Peru is currently low and
privatization program have reportedly increased needs to be increased among the business community,
foreign investor confidence in Peru and contributed to particularly among the nontraditional export sectors.

the recent inflows of investment capifél. PromPeru officials described several efforts it is
undertaking to educate the private sector about the

24U.S. Department of State telegram, “Peruvian program and how to use it. These efforts include
Economic Indicators,” message reference No. 4246, preparing brochures, videos and other information
prepared by U.S. Embassy, Lima, May 3, 1995. about the program, as well as holding public seminars

25U.S. Department of State telegram, “Peruvian 1994 to provide a forum for business attendees to learn
Sectoral GDP,” message reference No. 3658, prepared by ghout ATPA32

U.S. Embassy, Lima, Apr. 17, 1995.

26 U.S. Department of State telegram, “Peruvian 29 |pid.

Economic Indicators,” message reference No. 4246, 30 U.S. Department of State telegram, “USITC
prepared by U.S. Embassy, Lima, May 3, 1995. Delegation Visits Peru,” message reference No. 3688,
27U.S. Department of State telegram, “Foreign prepared by U.S. Embassy, Lima, Apr. 18, 1995.

Investment in Peru,” message reference No. 5179, 31 |bid.
prepared by U.S. Embassy, Lima, May 26, 1995. 32 Representatives of PromPeru, USITC staff
28 |pjd. interview, Lima, Apr. 4, 1995.
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A Peruvian Government official described ATPA has left a legacy of antiguated manufacturing
as “a unilateral NAFTA” because of the one-way facilities—with the notable exceptions of minerals
duty-free access it provides to the U.S. mafRet. and fishmeal — suited only for the domestic market
Most officials said that after less than 18 months of and not able to supply the quantity or quality of
operation, it was too soon to conclude what effect goods required for profitable export. He speculated
ATPA has had on Peru. One trade official said that, that the initial effect of ATPA on Peru was to divert
although overall Peruvian exports to the United Statesexports produced for other foreign markets to new
have been declining in recent years, exports of customers in the United Stat&s.

products benefiting from ATPA had increaséd. The representative of SNE summarized the views

Representatives of two major Peruvian trade of several of the organization’s members about ATPA.
associations, the National Society of Industries (SNI) One member, he reported, has begun test-marketing
and the National Society of Exporters (SNE), differed beer in the United States and is currently undertaking
from government officials in their perception of the investment to increase productive capacity. He
program. Representatives of both groups said thatreported that, in the brewery’s view, it “could not
ATPA has been well-publicized in Peru and that export [to the United States] if it did not have the
exporters are aware of its provisions. A representativetariff advantage” under ATPA. A manufacturer of
of SNI noted that it had jointly presented with USAID medical equipment is attempting to meet regulatory
two seminars on ATPA and was planning a third. He requirements of the U.S. Food and Drug
cited zinc, copper, lead, fisheries, asparagus, Administration in order to export to the United States.
agro-industries, and cut flowers as industries in which A manufacturer of processed fruit juices said that the
ATPA-related investment in production might be world price for their product is more important than
underway or expected. He pointed out, however, thatATPA. He added that low prices prevent the firm
textiles, one of Peru’s largest export industries, doesfrom making profitable exports at present. A
not benefit from ATPA preferencé8. To expand manufacturer of metal products felt that international
exports to the United States, he suggested, exportergrices and competition from U.S. producers in the
need to increase the quality of their products, and theu.S. market were more important considerations than
government needs to improve ports and the ATPA.39 Other Peruvian industries identified by SNE
infrastructure®® ~ He said that recent private as likely to expand exports to the United States under
investment in Peru has largely been aimed atATPA are asparagus, timber, shrimp, and frozen fish.
modernizing, but not expanding, capacity of Finally, it was noted that the duration of the ATPA
production facilities. This much-needed investment, program, through December 2001, is attractive to
he said, explains why capital goods imports by Peru investors because it allows time to earn a return on
have increased 50 percent in recent yéars. ATPA-related investment®
Representatives from both groups said that the
overvalued Peruvian currency, the sol, hinders price
competitiveness of Peruvian exports. Jewelry

An official of SNE said that although ATPA was a Jewelry products accounted for about 36 percent

very important program to Peruvian exporters, firms of U.S. imports from Peru under ATPA preferences in
mf Peru'(\j/vere SI%W to_ tilke ?d}’a”tage of AT!DA becaudse1994_ Four producers of gold jewelry reported total
0 d Wi e?_pres;h ¢ n lt"_ﬁt”a d :jeqon;/)ersmnH an_d ATPA-related investment of $155,000 in 1994. All

mo ern|z:~:1 ion that IS still needed n Feru. € Sall firms said that their ventures would not have been
that Peru’'s long experience with import substitution launched in the absence of ATPA preferences. One
firm reported some concern about competition with

33 Representatives of Ministry of Industry, Tourism,

Integration, and International Commercial Negotiations, Mexican suppliers entering the U.S. market under
USITC staff interview, Lima, Apr. 4, 1995. reduced NAFTA tariffs, but the other firms were not

34 U.S. Department of State telegram, “USITC concerned  about th_e effect  of NAFTA - on

Delegation Visits Peru,” message reference No. 3688, ATPA-related trade or investment. All four said that
repared by U.S. Embassy, Lima, Apr. 18, 1995. - . .
P p35 _ y y P 38 Representatives of the National Society of

Ibid Exporters, USITC staff interviews, Lima, Apr. 5, 1995.

36 Representatives of the National Society of 39 Representatives of the National Society of
Industries and the National Society of Exporters, USITC  |ndustries and the National Society of Exporters, USITC
staff interviews, Lima, Apr. 5, 1995. staff interviews, Lima, Apr. 5, 1995.

37 Representatives of the National Society of 40 Representatives of the National Society of
Industries, USITC staff interviews, Lima, Apr. 5, 1995. Exporters, USITC staff interview, Lima, Apr. 5, 1995.
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they had no concerns or difficulties associated with OQther agricultural products

eligibility, application, or ad.ministratio.n Qf the ATPA Representatives from Peruvian exporters and
program*! In a meeting with Commission staff, the trading companies identified several other agricultural
chief representative of Peru's jewelry exporters said proqycts that could benefit from ATPA preferences in
that ATPA preferences facilitate export of Peruvian he future?® These products include natural cotton,
jewelry to the United States. He estlmate_d that ¢t juices, processed foods such as canned and
15,000 to 20,000 people are employed in the fozen vegetables (diced peppers, pigeon peas, pinto
Peruvian jewelry industr§z beans, black-eyed peas, and baby corn) and gourmet
foods that, like asparagus, require a large
labor-intensive element for processiig.One trading

, company said that it switched from exporting
A manufacturer of copper flatwire told mangoes to the United States under GSP to doing so

Commission staff that ATPA provides the firm & nqer ATPA when GSP lapsed. The trading company
competitive advantage in the U.S. market, particularly ;54 exports coffee, fish oil, palm oil, raw cotton,

in relation to Chilean competitors. Without revealing cqtton yarn, and various fruits. In addition to trading,
specific investment ~stafistics, the representative the firm owns a palm oil plantation which employs

pointed_out.that the firm is upgrading its fIa'F-Wire 800 workers. The plant, which can also process
production line, a move scheduled for completion by .qtonseed oil and  sunflower oil, helps provide

mid-1995. The firm is also expanding into exporting 4jternative employment opportunities to cd8a.
copper sulfate to the United States. Copper sulfate is

used by citrus growers as a fungicfide. He added .oc . .
that ATPA has helped the firm develop new markets, Difficulties Facmg Exporters
particularly in the wake of the Government’s efforts to Although ATPA provides an incentive for
dismantle preferences in the domestic market for Peruvian exporters to market their products in the
Peruvian manufacturefé. United States, interviewees cited several constraints
on short-term growth of Peru's exports. These
constraints, they noted, help explain the relatively low
Asparagus levels of trade and investment in ATPA-related
Asparagus production was identified by several products during the first 2 years of the program.
interviewees as a product that has benefited from Constraints on exports include the lack of land titling
ATPA-related investment and export growth. The in Peru, loss of an in-country inspector from the U.S.
representative of a trading company that specializes inAgricultural and Plant Health Inspection Service
processed food products said that his firm has (APHIS), limited capacity of manufacturers to
developed export capacity in asparagus spears sincéncrease production for export, relatively recent nature
the introduction of ATPA. He added that exports of of the program, and a lack of knowledge about how to
asparagus spears have grown more than any othepenetrate the U.S. market. Finally, a government
ATPA product traded by his company. Although he official noted that the Government of Peru’s economic
did not reveal investment statistics, the trading reforms will strengthen the climate for future growth
company representative estimated that his firm of investment and trade in Peru.

employs about 1,000 people at its two A Peruvian government official pointed out that
asparagus-processing plants during peak seasonthe agricultural sector could benefit more from ATPA,
Asparagus spear production, he said, which is pyt structural reforms are needed to increase
labor-intensive, agricultural work, can help provide agricultural productivity and to attract private
substitute employment activity for people who might jnyestment. He added that agricultural reforms were
otherwise seek employment in coca-producing areasexempted from recent structural reform initiatives
of Peru®® undertaken by the Government of Peru. A major
problem, he pointed out, is that the majority of farm
land in Peru is not titled. The lack of land titling

Copper wire

41.S. Department of State telegram, “USITC
Delegation Visits Peru,” message reference No. 3688,
prepared by U.S. Embassy, Lima, Apr. 18, 1995.

46 Representatives of trading companies, Government

42 |bid. of Peru officials, and the National Society of Exporters,

43 Ibid. USITC staff interviews, Lima, Apr. 3-5, 1995.

44 Representatives of Peruvian manufacturer of copper 47U.S. Department of State telegram, “USITC
wire, USITC staff interview, Lima, Apr. 4, 1995. Delegation Visits Peru,” message reference No. 3688,

45 USITC staff interview with representatives of prepared by U.S. Embassy, Lima, Apr. 18, 1995.
trading company, Lima, Apr. 7, 1995. 48 |pid.
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complicates the ability of farmers to apply for bank

loans because they lack title to the land they areindustries.

working. He noted that profitable ATPA products

such as asparagus could be even more competitivdanvestment in Peru.

and profitable with land titing® A U.S. official
pointed out that the size of land holdings is limited
by the constitution, which is a legacy of Peru’s land
reform initiative of several decades a&§o0.The lack

of land titing also complicates coca substitution
efforts. A representative of Amazon indigenous
groups said that the lack of land titling inhibits the
ability of farmers to finance and grow legitimate
crops instead of cocd.

Several interviewees said that exporters of fresh

agricultural products in Peru are limited in their

whether in ATPA-eligible products or other

Some interviewees speculated ATPA is
too new to have generated significant levels of
Some Peruvian exporters that
now take advantage of ATPA merely shifted existing
export capacity to the U.S. market to take advantage
of the program but did not increase the overall level
of their firm's export4 In addition, a

representative of a trading company said that
manufacturers of nontraditional goods, which are
typically small firms, have limited capacity to

increase their volume of production to take

advantage of export marké.

Several business and government officials in Peru
stressed that, despite current low levels of trade and

ability to sell to the United States because Peru lacksinvestment activity related to the program, ATPA is an

a resident APHIS inspector.
phytosanitary restrictions on importation of fresh

It was noted that U.S.

important initiative for Peru because of the economic
and industrial modernization currently under way in

agricultural products are not a barrier to exports when Peru. They noted that the Government of Peru is now

an APHIS inspector is available in the country.
However, after the APHIS office in Peru was closed,
the difficulties of dealing with U.S. phytosanitary

trying to create a commercial, economic, and legal
framework to allow the private sector to compete and
grow based on comparative advantage. Formerly,

requirements were greatly complicated, although Peruthey said, the economic system was based on contacts

is trying to meet the standares. If an APHIS

and favoritism. However, several business officials

inspector were located in Lima, it is estimated that Stated that the Government of Peru has enacted

Peruvian growers of grapes, mangoes, bananaS'I'EfOI'mS such as a floating exchange rate and flat tariff
oranges, tangerines, and other fresh agricultural@nd is generally following the guidance of free market

products could increase exports to the United States.Principles in economic activity.

One interviewee

One observer noted that agricultural products are adescribed these as “a radical change for Peru,”
promising export category for Peru because Peru'sbecause formerly, he said, companies in Peru felt that

growing season is counter-cyclical to that of the
United State$3

Peruvian exporters may also be limited in their
ability to export under ATPA for several other

they deserved protection, which caused an arbitrary
distribution of resources. Now, he added, there is “a
serious commitment” to basing solid, sustained
economic development on an open domestic mafket.

In this context, ATPA provides a useful stepping stone

reasons. For example, many Peruvian firms lack thefor peruvian firms trying to enter the U.S. market.

capacity to increase production for export to the

United States. Most recent investment activity, it was

noted, has centered on modernization of traditional Bolivia

industries.
take place

Little productive investment has yet to

49 Representatives of the Ministry of Industry,
Tourism, Integration, and International Commercial
Negotiations, USITC staff interview, Lima, Apr. 4, 1995.

50 Representatives of U.S. Foreign Agriculture
Service, USITC staff interview, U.S. Embassy, Lima, Apr.
6, 1995.

51 Representative of the Center for the Development
of the Amazon Indian, USITC staff interview, Lima, Apr.
7, 1995. For a discussion of coca eradication and
substitution, see ch. 5.

52 Representatives of Ministry of Foreign Relations,
USITC staff interview, Lima, Apr. 3, 1995.

53 Representatives of U.S. Embassy, USITC staff
interview, Lima, Apr. 3, 1995.

in expanding manufacturing capacity,

Bolivia has been an ATPA beneficiary since July
22, 1992. In 1993, the first full year of Bolivia’s
status as an ATPA beneficiary, total U.S. imports from
Bolivia under ATPA reached $32.1 million. From
1993 to 1994, U.S. imports under ATPA from Bolivia
increased to $91.8 million, a rise of 186 percent.
Nearly all of the increase was attributable to increased
imports of jewelry from Bolivia under the program.

54 Representatives of the National Society of
Exporters and the National Society of Industry, USITC
staff interview, Lima, Apr. 5, 1995.

55 Representatives of trading company, USITC staff
interview, Lima, Apr. 6, 1995.

56 Representatives of the National Society of
Exporters, USITC staff interview, Lima, Apr. 5, 1995.
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The five leading U.S. imports from Bolivia in  Effect of ATPA on Investment
1994 entering under ATPA provisions accounted for

99 percent of all ATPA imports from Bolivia. The top
three items alone, various articles of jewelry, i
accounted for 98 percent of total ATPA imports. 1994, the U.S. Embassy in La Paz reported that both
Roses and cut flowers rounded out the top five ATPA the Government of Bolivia and the private sector

imports, but only accounted for 1 percent of ATPA realize that Bolivia has not significantly benefited
imports'from Bolivia in 1994. from the ATPA program. Two reasons were offered

as to why Bolivia has not taken greater advantage of
Bolivia’s exports to the world in 1994 reached the program: lack of informgtion in .Bolivia about the
$1.1 billion, a 36 percent increase over the 1993 level Program and a low level of interest in the program by
of $808 million. Nontraditional exports (other than Bolivian businesses. The U.S. Embassy reported that
minerals or hydrocarbons), at $505 million, accounted the Bolivian National Chamber of Industry and the
for about one-half of 1994 exports. Gold jewelry Bolivian Chamber of Exporters have only recently
exports alone accounted for $123 million of Bolivia’s Started to analyze ATPA and its possible benefits to
1994 exports, up 112 percent over the 1993 level. Bolivian mdus'gry. The groups plan to dlssemlnate the
Bolivia’s imports rose by a modest 2.5 percent in results of their study among member businesses to

In response to the Commission’s request for
information about ATPA-related investment activity in

199457 encourage increased investment and trade activity
with the United States under the ATPA progr@m.
The Government of Bolivia is undertaking a The U.S. Embassy noted that the current effect of

comprehensive privatization program for state-owned the ATPA program on Bolivia is relatively small.
firms such as electricity generation, telecommu- However, the embassy reported, information collected
nications, the national railroad and airline, and oil from two major Bolivian export sectors — jewelry
company. The capitalization project should contribute and cut flowers — suggests that ATPA-related trade
to a domestic economic climate conducive to with the United States “may be significant in the near
sustained economic growth and export expan®on. future.” The effect of the increased economic activity
The capitalization program is expected to provide in ATPA trade, the embassy said, could lead to
opportunities for foreign investment in several of increased coca “crop substitution in the central valleys
Bolivia’s major economic sectors, including natural of Bolivia . . .” The embassy also noted that many
gas, mining, and transportati8h. The economy of  Bolivian businesses are concerned that the program
Bolivia grew by about 4 percent in 1994. Inflation in will terminate in 2001, and “all have requested that
1994 fell by nearly one percentage point from the the program be extende8f”

previous year to about 8.5 percent. The Government
of Bolivia’s inflation target for 1995 is 6% The
International Monetary Fund estimated Bolivia's 1994
GDP at $5.8 billiorf1

The U.S. Embassy in La Paz reported new or
expansion investment in ATPA-eligible sectors of $3.7
million in 1994. The majority of reported investment
took place in the sector that dominated U.S. imports

57 U.S. Department of State telegram, “Bolivian under ATPA in 1994_: gold an(_j silver jewglr_y. As
Economic Highlights — November-December 1994, shown in the following tabulation, $3.2 million of
message reference No. 939, prepared by U.S. Embassy, Ldeported new investment was accounted for by the
Paz, Jan. 24, 1995. gold and silver jewelry sector. Investment of

58 U.S. Department of State telegram, “Bolivia’s $500,000 was reported by one firm in the cut ro_wer
Capitalization/Privatization Program: An Update,” sector.  Although flower producers reported little
message reference No. 1080, prepared by U.S. Embassy, investment aCtiVity in 1994, Asbolflores, a Bolivian
La Paz, Jan. 27, 1995. association of cut flower growers, estimates that its

59 U.S. Department of State telegram, “Hemispheric members will ir_1vest approximately $17 million in cut
Infrastructure Initiative,” prepared by U.S. Embassy, La  flower (carnations, chrysanthemums, and others)

Paz, Feb. 21, 1995. production during 1995-96.

60 U.S. Department of State telegram, “Bolivian New or
Economic Highlights - April 1995,” message reference 1994 Expansion
No. 5913, prepared by U.S. Embassy, La Paz, May 22, Investment amount
1995. Gold and silver jewelry ~ $6.8 million$ 3.2 million

61 U.S. Department of State telegram, “Bolivian Cut flowers n/a $0.5 million
Economic Highlights — February 1995,” message .
reference No. 3682, prepared by U.S. Embassy, La Paz, 62 1bid.

Mar. 28, 1995. 63 |pid.
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None of the firms reported difficulties using the
ATPA program. None of the ATPA-related
investment reported by Bolivian firms for 1994 took
place in free-trade zones.

Gold and silver jewelry

Bolivian jewelry exporters report that the
existence of the ATPA program was key to their
efforts to export to the United States. In addition,

several firms indicated that the ATPA preference is
fundamental to their efforts to penetrate the U.S.
market at competitive pricé4.

Prior to enactment of ATPA preferences, jewelry
from Bolivia entered the United States free of duty
under the GSP. However, U.S. imports of jewelry
from Bolivia experienced their most significant
growth only after designation of Bolivia as an ATPA
beneficiary. Leading U.S. jewelry imports from
Bolivia grew from $2 million under GSP in 1990 to
$104 million under both GSP and ATPA in 1994. In
the first 2 full years of ATPA, jewelry imports under
the program from Bolivia grew from $30 million in
1993 to $90 million in 1994, or by nearly 200 percent.
Of the total jewelry imports from Bolivia entering

under both programs in 1994, 87 percent entered

under ATPA provisions. The remaining imports
continued to enter free of duty under the GSP.

On the subject of NAFTA, three Bolivian jewelry

would have likely continued to export to the United
States “because most members of the flower growers
association were already exporting before the ATPA
came into effect®

One Bolivian flower producer reported new
investment of $500,000 in 1994. The firm said that in
the absence of the ATPA program, “our flower export
project would not have been fully successful.” It
added, however, that it would have likely made the
investment in the absence of ATPA in order to serve
other export markets. None of the flower
representatives said that they expected NAFTA to
cause a negative effect on flower exports from Bolivia
to the United State®’

Ecuador

In 1994, the first full year of Ecuador's
participation as an ATPA beneficigfty, total U.S.
imports from Ecuador under ATPA provisions reached
$72.9 million. Approximately 35 percent of ATPA
imports from Ecuador in 1994 were cut flowers. The
other major product categories of ATPA imports from
Ecuador were fish, jewelry, fruit, and products of

ood.

Foreign direct investment in Ecuador has grown
rapidly in recent years, particularly in the oil sector.
Total FDI inflows grew from $178 million in 1992 to
$531 million in 1994. Over the same period, the

firms said they do not expect NAFTA will have a share of foreign investment inflows as a percent of
negative effect on their exports to the United States. GDP has risen from 1.5 to 3.2 percent. The majority
One firm, however, expressed some concern by notingof the new foreign investment inflows in 1994 was
that “NAFTA grants additional benefits to Mexico, directed into new or existing firms in the industrial

one of our major competitors for gold and silver sectof® Prior to the border war with Peru, FDI in

jewelry.”5 Ecuador was projected to climb to $556 million in
1995. The United States and Switzerland are major
foreign suppliers of capital in Ecuador. The majority

Cut flowers of U.S. investment is registered in the oil sector,

o financial services, food processing, chemical and
Asbolflores, an association of 45 flower producers pharmaceutical industries, and machinery and vehicle

and exporters in  Bolivia, reported no new manyfacturing® The U.S. Embassy in Quito did not
ATPA-related investment among its members in 1994,

The association added, however, that it expects new or
expansion investment in cut flower production to 67 |bid.

reach $17 million during 1995-96.  Asbolflores 68 Ecuador has been an ATPA beneficiary since April
credited the ATPA program with the rapid growth of 13 1993,

the Bolivian flower industry. Between 1993 and 69 U.S. Department of State telegram, “Ecuador:
1994, Bolivia's cut flower exports to the United States gconomic Highlights, January 1995, message reference
under ATPA provisions grew by 163 percent, from No. 1203, prepared by U.S. Embassy, Quito, Feb. 15,
$346,000 to $909,000. The Association noted that, in 1995.

the absence of ATPA duty preferences, its members 70y s, Department of State telegram, “Investment

Climate Statement: Ecuador 1995,” message reference
No. 4489, prepared by U.S. Embassy, Quito, July 13,
1995.

66 |bid.

64 |bid.
65 |bid.
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respond to the Commission’s request for information 3.9 percent in 1994, and had been expected to grow
about ATPA-related investment activity in Ecuador in by 4 to 5 percent in 1995. The GDP growth range
1994, has been revised downward to 3 to 4 percent. In

Ecuador has taken several steps to liberalize 1994, inflation ran at an annual rate of 25.4 percent.

foreign investment regulations, particularly regarding 1he inflation rate had originally been projected to
taxation and employment permits, in order to attract fall to between 15 and 17 percent for 1995.
new foreign investment activity. Also of interest to Inflation for 1995, in light of the border conflict, is
foreign investors is Ecuador's recent efforts to €XPected to run between 19 and 21 peréént.
privatize much of the public sector including
electricity generation, telecommunications, ports, and
airports’1

The land border between Ecuador and Peru was
officially reopened by Peru on September 4, 1995,
after more than eight months of limited trafffc.

Future foreign investment in Ecuador, whether in Given normalized relations between the two countries,
ATPA-eligible industries or in other sectors, may be an increase in trade and investment expenditures can
affected by the border conflict with Peru. The be anticipated. Most recently, interest rates and
conflict is expected to take a toll on the economy of economic growth in Ecuador have returned to earlier
Ecuador, including GDP growth, inflation, and levels’6
perception of the country by potential investors. The
Central Bank of Ecuador estimates the cost of the  ’3U.S. Department of State telegram, “Ecuadorian
border conflict with Peru at about $360 million to Eg?é‘eormécogﬁ‘iim ﬁee‘gzgsel?gzrgﬂnicéoNz'ai‘sTl'—igrhet ‘;fred
2375 million in 19952  In early 1995, the by U S, Embassy. Quim@f Cob, 17, 1995, » Prep

overnment of Ecuador estimated that the border _ ' ) -
conflict would cost the economy one percentage _ . USITC staff interview with officials of the
point in terms of GDP growth in 1995 and add four Embassy of Ecuador, Political Division, Washington, DC,

points to the inflation rate. Ecuador’s GDP grew by Sept. 26, 1995. )
75U.S. Department of State telegram, “Business

71U.S. Department of Commerce, “Country Groups Welcome Reopening of Border,” message
Commercial Guides, Ecuador: Commercial Overview” and reference No. 8306, prepared by U.S. Embassy, Lima,
“Ecuador: Investment Climate,” National Trade Data Sept. 8, 1995.
Bank, Dec. 26, 1994. 76 U.S. Department of State telegram, “Ecuador:
72.S. Department of State telegram, “Ecuador: Economic and Environmental Highlights,” message

Economic Highlights, April 1995,” message reference No. reference No. 5964, prepared by U.S. Embassy, Quito,
3303, prepared by U.S. Embassy, Quito, May 16, 1995.  Sept. 20, 1995.
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CHAPTER 5
Impact of ATPA on Drug-Related Crop
Eradication and Crop Substitution

According to the U.S. Department of State,

Finally, the impact of ATPA on drug-related crop

cocaine poses “the greatest immediate drug threat” toeradication and crop substitution is assessed.

the United States. While all of the world’s coca
production takes place in the Andean redidplivia

is the world’s second largest producer of coca leaf
after Peru and the second largest producer of cocaine

after Colombia2 Colombia is the world’'s largest
supplier of cocaine and the source of virtually all the
cocaine shipped into the United StetesEcuador is
considered primarily a transit zone for both unrefined

coca products (shipped from Peru to Colombia, the

world’s major processor of cocaine hydrochloride) and

processed drugs (shipped from Colombia to the

United States and Europe).

This chapter is structured in three parts. First, the
scope of the analysis and the summary of findings

pertaining to the ATPA reporting requirement on
eradication and substitution are descriBedCrop
eradication and substitution are then specifically

addressed—as viewed by relevant U.S. Government

agencies, and as they relate to the ATPA itself.

1 U.S. Department of Staténternational Narcotics
Control Strategy ReporthereafterINCSR, Mar. 1995,

p. 8.

2 Office of National Drug Control Policy (ONDCP),
The White HouseNational Drug Control StrategyFeb.
1994, p. 51.

3 INCSR p. xxix.

4 Colombia is also a significant supplier of heroin and
one of the world’s largest cultivators of opium poppy. The
amount of opium poppy eradicated in 1994 was almost 50
percent less than in 1993.

5 Last year’s report included a brief history of coca
cultivation in the Andean region as well as a survey of
drug production trends in the four ATPA beneficiary
countries. See United States International Trade
Commission (USITC)Annual Report on the Impact
of the Andean Trade Preference Act on U.S. Industries
and Consumers and on Drug Crop Eradication and
Substitution USITC publication 2814, Sept. 1994, pp.
51-62.

Summary of Findings

Since the Commission has no official role in U.S.
antidrug efforts, it must rely on other organizations,
both government and private, for information in
preparing this assessment. Factfinding field trips and
periodic unclassified embassy reports are the primary
sources of antidrug information for this analysis. The
Commission also relied on published reports from,
and conducted interviews with, relevant U.S.
Government agencies on drug crop
eradication/substitution in the Andean region. Field
work by Commission staff also afforded
representatives of foreign governments and private
sector interests to directly comment on the impact of
ATPAS

The Commission found that, during 1994, the
effect of ATPA on crop eradication and substitution
was minimal. The Commission believes that no
precise estimate of the impact of ATPA on
drug-related crop eradication and crop substitution is
possible. The ATPA program is still relatively new in
the region, and familiarity with its elements and its
goals is increasing. ATPA must be recognized as
only one prong in a multi-faceted effort to combat the
drug problem. As a relatively new program, it is not
empirically possible to draw the causal relationship
between preferences and eradication/substitution.

The notion that trade preferences will successfully
be used as a lever for crop eradication and substitution
in drug-producing countries is met with a certain

6 Commission staff traveled to Colombia and Peru in
March and April of 1995 to obtain information in
connection with this investigation.

7 The ATPA utilization rate of 55 percent (table 2-9),
achieved in three years of the program’s existence,
indicates that awareness of the program is building in
legitimate spheres of the beneficiary countries.
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degree of skepticism in some quarters as discussedinkage between either eradication and/or substitution
below. The principal problem is that of identifying and the ATPA is therefore particularly tenuous. It is
and producing the crops that are successful not possible to predicate a causal relationship from
substitutes for the illicit drug. Few, if any, the evidence availabl. For the first 3 years of its
economically-equivalent substitutes exist for coca in operation, however, ATPA has had a minimal impact
the Andean region. In addition, it was pointed out on efforts to eradicate illicit drugs grown in the
on more than one occasion that price alone is notregion and on efforts to substitute other crops for
the sole return that coca farmers seek. Security,coca.
legitimacy, and peace-of-mind—all offer returns to
farmers.

On the other hand, there is some evidence, _Era_dlcathn and
generally anecdotal, that ATPA is effective in creating Sybstitution: Views of U.S.

new jobs and income that provide an alternative to .
coca. The fact that legal employment is available Government AgenCIeS
cannot help but undercut opportunities in the cocaine
industry. Diversification and greater trade links

between the United States and the Andean region
offer a strong message to coca growers. Thus, it is
possible to argue that ATPA may help the overall
economic outlook in the Andean countries.

An underlying objective of the ATPA was to
support the efforts that beneficiary countries were
making to stem the supply of illicit drugs. The two
aspects of supply management that are explicitly cited
in the statute are crop eradication and crop
substitution.

Limited drug-related crop eradication has been
taking place, but achievements to date have been . .
significantly fewer than the stated objectives. Bolivia Erad|Cat|0n
has no official eradication policy, and Peru has not  The degree to which the United States and ATPA
had any eradication since 1989. Only Colombia seemspeneficiary countries engage in  anti-narcotics
committed to an official policy of crop eradication. cooperation is directly addressed in an annual report

Crop substitution, while occurring in the region, is published by the U.S. State Department’s Bureau for
taking place on an extremely small scale. Evidence of International Narcotics and Law Enforcement Affairs.
successful crop substitution is anecdotal at best. ThereThe Foreign Assistance Act (FAR) requires the
is only limited evidence of substitution programs State Department to report annually on certain aspects
having a positive impact in the region. Indeed, the of U.S. narcotics control strategy and to identify
White House Office of National Drug Control Policy major illicit drug-producing and major drug-transit
(ONDCP) report on crop substitution maintains that countries, as well as major money-laundering
the best arguments for retaining crop substitution countries. In its annual report, thiaternational
programs are not economic, but political. The study Narcotics Control Strategy RepofiNCSR, the State
concludes that the “best hope for reducing coca in theDepartment evaluates the extent to which countries
Andes lies not in crop substitution but rather in (1) worldwide are meeting the goals and objectives of the
enforcement measures that ... wear down farmers andl988 United Nations Convention Against lllicit
(2) development programs that promote solid growth
throughout the national economy as a whéle.”

9_Continued
replacement of coca with other crops. ... In Peru, the area
Thus, both crop eradication programs and crop devoted to legal crops grew in the 1980's and early
substitution efforts in the Andean region appear to be 1990's, but coca cultivation grew at an equivalent or
marginal at best in their effectiveness in controlling faster pace. The Bolivian government's compensation

the supply of illicit drugs leaving the region and payments for coca reduction have resulted in elimination
entering the United States of more than 20,000 hectares of coca; yet such payments

also have financed the planting of new coca bushes. More
Any direct connection between substitution and land has been planted in coca over the life of the

coca reduction is difficult to ascertéin.The further ~ compensation program than has been planted in alternative
crops.” ONDCP paper, ibid., p. 2.

8 ONDCP, Crop Substitution in the Andeghereafter 10 The ONDCP paper on crop substitution maintains
ONDCP paper) Rensselaer Lee and Patrick Clawson, Dec. that “no significant decline of coca and cocaine
1993, p. 3. production can probably be expected for 10 to 20 years”,

9 Evidence exists to show there is hardly any linkage given present unfavorable trends and conditions in the
between substitution and coca reduction. “Crop substitu- Andes. lbid, p. 4.
tion has meant mostly agricultural diversification, not 1122 U.s.C. 2291.

40



Traffic in Narcotic Drugs and Psychotropic inauguration of the ATPA program and continued
Substances (U.N. Convention). ThENCSR also during its first 2 years. Between 1993 and 1994
provides the factual basis for Presidential there was an increase in the eradication results, as
determinations affecting foreign assistance and nearly 6,000 hectares were eradicated, up from
multilateral development banking to drug-producing nearly 3,200 hectares in 1988. However, because
countriest? Consideration of whether a country has the amount of Andean land area under new coca
cooperated fully with the United States, or has taken cultivation outpaced that lost through eradication, the
adequate steps on its own to achieve full compliancenet result was an increase in the net hectarage in
with the U.N. Convention, underlies the required coca from 1993 to 1994.

Presidential determination certifying compliari€e.
fying P Of the three ATPA beneficiary countries where

The latestINCSR report, issued in March 1995, crop eradication is viewed as a needed control
includes the four ATPA countries among those Measure—Bolivia, Colombia, and Peru—only
determined to be major drug-producing and/or Colombia was successful in eliminating coca plants in
drug-transit countries. In 1995, based on information 1994. Bolivian efforts fell far short of the
contained in théNCSRreport, President Clinton fully ~ government's objectives, and Peruvian efforts were
certified on|y Ecuador among the ATPA beneficiary non-existent. TherEfore, crop eradication as carried
countries as complying with the U.N. Convention. out in the Andean region cannot be deemed a
Bolivia, Colombia, and Peru were certified only with successful supply control measure, nor can the ATPA
a national interest waivéf generally be considered an enhancement to individual

country efforts in this regard.

Table 5-1 shows the illicit coca cultivation and - - .
eradication totals as reported by the Department of U.S. efforts to e_||m|nate llicit coca production
State in 19985 The data illustrate that from 1990 to and offer crop substitutes to those currently engaged
1993 eradication of land cultivated with coca in its cultivation are country specific. Eradication is
declined steadily. This decrease preceded thegenerally a bilateral effort—the United States provides

the funding, fuel, and herbicides; the host government

12 Section 490 of the FAA “requires that fifty percent ~ provides the personnel. Findings for each of the ATPA
of certain kinds of assistance be withheld at the start of  beneficiaries follow.
each fiscal year from such countries, pending ...
certification. If a country is not certified, most foreign
assistance is cut off and the United States is required to
vote against multilateral development bank lending to that ..
country.” U.S. Department of StatdJCSR Apr. 1994, p. Bolivia
62.

13 N _ Bolivia’s attempts at successful eradication have
Two levels of certification are possible: full steadily diminished from 1990 to 1994 (table 5-1,

certification and national interest certification. The latter is _.
used in the case where a country cannot be certified underflgure 5-1). The 1994 amount of 1,058 hectares was

the standards required for full compliance, and where only an eighth of what was destroyed in 1990. This
“vital national interests of the United States require” that ~Was the fourth consecutive year in which the
assistance be provided and that the United States not vote eradication target was missed, and by the widest

against multilateral development bank lending to that margin evet’
country. o _ o

141n March of 1995, Presidential Determination 95-15 d Thel tn;aln |mpecll?:m|_ents to ﬁrggca\}\ll%nl of
of Feb. 28, 1995, as contained INCSR p. vii. rug-relaled crops In bolivia are political. le

the President of Bolivia is attempting to eliminate

15 i inas i _ : o«
The INCSRreport points out the shortcomings in illegal coca, he considers forced eradication to be

various time series and data elements concerning illicit
drugs. The numbers are used to examine trends and are to
be considered aapproximations and not hard data.

Generally, the most reliable information available is that
on the amount of hectares under cultivation. Crop yields

16 The increased eradication is entirely attributable to
Colombian efforts to attack coca production in 1994. See
separate country discussion below.

are more difficult to estimate. The report states that 17The 1988 Bolivian Coca and Controlled Substances
specific eradication efforts in recent years have been Law (Law 1088) establishes an annual range of between
directed to cocaine, the illicit substance “at the top of the 9,000 and 8,000 hectares to be eradicated through

U.S. Government's drug-control priority list.” Current voluntar)_/ or forced_ plant r_emoval. The eradlcathn efforts
methodology allows for reliable information otential are contingent on international development assistance.
drug production rather than on actual final drug crop USITC, First Andean ReportSept. 1994, p. 54.

available for harvest. 18INCSR p. 9.
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Table 5-1

Coca cultivation and eradication in the Andean region, 1990-94

(In hectares)

Bolivia Colombia Ecuador Peru Total
1990:
Cultivated ................. 58,400 41,000 150 121,300 220,850
Eradicated ................ 8,100 900 30 0 9,030
Net ... 50,300 40,100 120 121,300 211,820
1991:
Cultivated . ................ 53,386 38,472 120 120,800 212,778
Eradicated ................ 5,486 972 80 0 6,538
Net ... . 47,900 37,500 40 120,800 206,240
1992:
Cultivated . ................ 50,649 38,059 6] 129,100 217,808
Eradicated ................ 5,149 959 @) 0 6,108
Net ... 45,500 37,100 @) 129,100 211,700
1993:
Cultivated . ................ 49,600 40,493 6] 108,800 198,893
Eradicated ................ 2,400 793 6] 0 3,193
Net ... 47,200 39,700 @) 108,800 195,700
1994
Cultivated ................. 49,158 49,910 @& 108,600 207,668
Eradicated ................ 1,058 4,910 6] 0 5,968
Net ... 48,100 45,000 @) 108,600 201,700

1 Not available.

Source: U.S. Department of State, International Narcotics Control Strategy Report, Mar. 1995, p. 26.



Figure 5-1
Coca cultivation and eradication in Bolivia, 1990-94
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Source: U.S. Department of State, International Narcotics Control Strategy Report, March 1995, p. 26.

divisive1® In February 1994, a campaign of forced cation of a herbicide that kills coca plafts. In
eradication led to violent protests by coca growers November 1994, an aggressive plan to eradicate both
with the 1994 efforts to devise an eradication coca and opium poppy was initiated by the National
strategy resulting in no progreds. \oluntary Directorate of Dangerous Drugg. In the San Juan
compensated eradication dropped sharply during theregion, 3,000 hectares were eradicated despite
year. The Bolivian area under coca cultivation large-scale protests by the coca growers. In
actually increased in 1994 (table 5-1). December, 5,000 coca workers closed the airport in
San Juan during demonstrations. The impasse was
resolved when the Government agreed NOT to
Colombia fumigate plots less than 2 hectares (about 5 acres),

L which are considered “subsistence” level fafhs.
The Government of Colombia is on record as

supporting the total eradication of all coca in the 22 Colombia is currently the only major
country within 2 yeardl In April 1994, the drug-producing country that is carrying out intensive aerial

Colombian Government approved the aerial appli- eradication effortsINCSR Mar. 1995, p. 2. Aerial
eradication is “the most efficient” method to make inroads

19 Cultivation of the plant is legal in Bolivia and a into illicit drug production. Most countries will not allow
measured amount of coca leaf is licit for domestic the use of even environmentally approved herbicides for
consumption purposes. Forcible eradication, however, has control use. Ibid. “The reasons for resisting aerially
yet to be endorsed as a government policy. applied herbicides differ from country to country. They

20 INCSR p. xXix. run from environmental concerns to the political and

economic realities of displacing and finding legitimate
alternatives for illegal crop farmers to simple lack of
political will.” INCSR pp. 2-3.

21 Republic of Colombia, Counterdrugs National
Council, “Report to the National Drugs Council on the
Legal and Technical Aspects of the Eradication of lllicit

Crops,” Eradication Policies About lllicit DrugsBogota, Z3INCSR p. 82.
Feb. 1995, and National Planning Departméiternative 24.S. Embassy official, interview with USITC staff,
Development Programmdogota, Oct. 1994. Bogota, Mar., 1995.
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Figure 5-2
Coca cultivation and eradication in Colombia, 1990-94
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Source: U.S. Department of State, International Narcotics Control Strategy Report, March 1995, p. 26.

This concession was actually part of an agreementEcuyador
that had been made in February 1994, but the
agreement was not publicly announced until the
December demonstration.

Ecuador is considered primarily a transit zone for
drug-related products. No illicit crop cultivation was
discovered in 1994.

Nevertheless, the 1994 level of 4,900 hectares
eradicated (table 5-1, figure 5-2) compares favorably
with the approximately 800 hectares eradicated in P€rU
1993. This significant eradication effort in Colombia Peru does not have a systematic program for
is the only notable attempt at coca destruction in the forcible destruction of mature coca plants. As a result,
entire Andean region. Despite these examples ofthere has been no reported eradication of mature coca
successful eradication efforts, the State Departmentin peru since at least 1989 (table 5-1). No systematic
reported a 13.3-percent increase in the amount ofmature coca eradication occurred in Peru in 7394,
Colombian land under coca cultivation over 1993. |n fact, there has been no such eradication in the last
It is anticipated that there will be a movement from five years. According to U.S. Embassy officials,
gradual eradication to a more aggressive péficy. however, the eradication problem in Peru is not
environmental; it is politicad®  Coca seedbed

25INCSR p. xxxi. The annual report also noted that
“if [Colombian] cultivation is not contained and crops are 27INCSR p. XXXix.
not eradicated, Colombia could soon surpass Bolivia as
the second largest source of coca after Peru.”

28 A safe and effective herbicide already exists and
has been used in Peru, but the forced eradication effort
26 USITC staff interviews with representatives of the resulted in riots. As a result, eradication in the Upper
Ministry of Justice and Law, National Administration of Huallaga Valley, the major coca growing area, was

Narcotics, Bogota, Colombia, March 30, 1995. suspended.
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eradication was reported, and this has contributed toOfficial programs to encourage such replacement
a slight reduction in the amount of coca under may suggest specific replacement crops and may
cultivation in specific areas. Seedbed eradication waseven offer financial support for the change.

resumed in Peru in July 1994, after the program was

suspended for financial reasons in late 1293. Substitution in a wider sense connotes alternative

development—a concept that is much broader in
Because economic alternatives for coca farmers scope than the substitution of a legitimate crop for an
have not been developed, there is official reluctance toillicit one. Alternative development strategies
address the eradication problem. The President ofencompass substitution in an attempt to improve
Peru continues to ban eradication efforts involving economic growth and provide suitable, stable
aerial herbicide8® The Government has taken the employment in developing regions. In a 1993 report,
stance that eradication requires the creation ofthe U.S. Agency for International Development
alternate development plans for coca growers; this (USAID), the principal U.S. Government agency
position has meant that effective eradication programsresponsible for encouraging and supporting economic
in coca-growing communities are nonexistént.The development beyond the United States, concluded that
number of cash subsistence farmers who depend orfcrop substitution is not viable. A broader, sustainable
coca as their primary crop is estimated to be as highdevelopment approach which includes local
as 150,000. The policy of requiring a linkage between participation, democratic institution building, and
eradication and the provision of greater alternative social programs for the poor is more feasisfe.”
development aid to the farmers who grow coca has

resulted in litle or no impact on illicit coca Alternative development plans are often held out

production in the country. Since alternate development by host governments as an incentive to curb '”'(T"t
drug production, offering farmers other economic

rograms—once established—will only operate with .
brog y op means of support. The Chapare region of central

the consent of the coca producers, there is not mUChBolivia is a locus of such efforts, for example. Of the
reason to anticipate significant eradication inroads. 48,000 hectares cultivated with Bolivian coca. 35,000
are in the Chapare region. The United Nations and the

Government of Bolivia are increasing pressure on

. . coca farmers to eradicate their coca crop and
Substitution substitute other products, and are using the incentive

. _ . _ method in the Chaparé.
Information gathered during Commission field

work and research indicates that crop substitution is a A 1986 USAID evaluation study concluded that
difficult concept to put into practice. Substitution
means different things to different people, and
comments obtained in field interviews reflect such

The crop substitution strategy focuses
primarily on the identification and

divergences. In its most narrow sense, Ccrop intro_duction of substitute crops to replace
substitution in the context of Andean coca means the  the income lost because of narcotics control
replacement of coca plants with a legal product. efforts. This strategy has been unsuccessful
5 . . in introducing substitute crops and in
S— Sr‘zeggsg ;;i?;cag%ré;pfgﬁtgg:‘e“Z'eﬂgfgl:-“’t'on of controlling illicit ~ cultivation...  Viable
i u . y - e . . .
transplanted within 3 to 5 months of planting. After 12 to substitute crops are difficult to |dent|fy. 9"’?”
18 more months, the plants reach their productive stage. the “generally unfavorable agroclimatic
They can be harvested 3 to 4 times a year and will conditions and poorly developed
remain productive for 6 to 8 years, maybe even for 10 to
15 years (the longest productivity of a coca plant on 32 The difficulty of identifying the crop or crops that
record is 40 to 50 years). Destroying the seedbeds cuts  will be readily accepted by growers as a substitute for
the growth of future production. There is no popular coca, has been pointed out previously in this series of

opposition to seedbed eradication, unlike eradication by reports. See USIT(First Andean RepotUSITC

aerial fumigation. Seedbed eradication is relatively safe publication 2814, Sept. 1994, p. 63.

and easy to do. A 15 square meter area of seedbeds yields 33 ysa|D, Andean Counter-Drug Initiative, Objective
1 hectare of definitive cultivation. It can also be done IV: Sustainable Development and the Counter-Narcotics
quickly, 15 to 30 minutes for 15 square meters, and there gyateqy: Transition to New RealitieSemi-Annual

is a lower security risk with seedbed eradication than with Report, (October 1992- March 1993), Oct. 1993, p. 5.

aerlz\!) fumigation. 34 Comtex Scientific Corp., “Bolivia-Drugs: Using
INCSR, p. 104. Carrot and Stick to Control Coca Growth,”
31 |bid, p. 50. NewsEDGE/LAN, July 20, 1995.
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infrastructures that characterize most remote enforcement is the lance that spears the boil

poppy- and coca-growing areas. In many of the infectior?’
instances there are no alternative crops that Findings on each Andean country are detailed below.
can be grown [as] profitably> This report examines, on one hand, practical

applications of crop substitution and, on the other,
The 1986 study argued that any substitution effort the broader, indirect application of the substitution
must be accompanied by effective enforcement concept.
measures in order to ensure the possibility of
success. In examining coca plant cultivation control, ..
the study’s authors found that “there is no crop or Bolivia
mix of crops that can generate the returns, labor, and USAID has been effective in supporting the
capital that coca does ..36" The 1986 report noted introduction of new crops in BoliviZ2 There has
that even eradication efforts do not guarantee againstoeen limited success, however, in making the
the replanting of coca, either in the present area, ortransition to actual drug crop substituti#h. In terms
elsewhere. The economics of the coca trade are suct®f profitability, USAID could not identify a substitute
that narcotics control efforts are frequently thwarted. product.
Observers agree that viable coca substitutes must
The limited successes to date must be contrastecbe mid-level agriculture or fishing products, with a
with the increase in coca production in the region and certain amount of processing incorporated in order to
the concomitant ineffectiveness of eradication and increase the value-added and raise the level of return
substitution. USAID’s efforts continue to emphasize closer to that of unprocessed coca. U.S. Embassy
the long-term nature of any solution to the narcotics officials reported that the increased economic activity
problem in the Andean region. It would appear that resulting from ATPA could lead to more crop
ONDCP supports the current USAID emphasis. In the substitution in the future in the central valleys of
conclusion to the 1993 report on crop substitution it Bolivia, where flowers could be substituted for

states: coca?® However, others expressed doubt that flowers
could be substituted for coca because they are grown
Crop substitution is not a promising strategy in different areas from coca. Nonetheless, successful
for reducing coca cultivation in the Andes. flower operations in Colombia have provided
Probably the best hope for reducing coca employment substitution for workers who might

otherwise be involved in the illicit drug industt.
Although crop substitution in the narrow sense does
not appear to be a viable alternative in Bolivia,
employment substitution has potential.

cultivation in the Andes lies in a
combination of interdiction ... and national
economic  development. National
economic development can expand jobs,
stimulate exports, and attract labor out of

coca growing regions. ... economic reform Colombia

and growth reduce the relative weight of U.S. Embassy officials reported that, from their

narcotics industries in the national economy perspective, the crop substitution problem in

and hence in the national political system. Colombia is practically insoluble. These officials,
expanding economies and rising living along with many others, argue that it is useless to give

farmers seeds and credit to plant legal crops if the

standards throughout the Andean region ! , ; ;
infrastructure is inadequate to ensure their

represent the best hope for meaningful

U.S.-Andean cooperation in containing and 37 ONDCP paper, p. 66.

ultimately reducing regional production of 38 USITC staff intrview with USAID official, Aug. 2,
cocaine products. Broadly based economic 1995.

growth can be thought of as the medicine 39 Bolivian alternative development project

information received from USAID, Washington, DC cites
advances in the cultivation of banana, citrus, plantain,
pineapple, palm heart, passion fruit, and black pepper.
P _ , _ 40U.S. Department of State telegram, “USITC Annual

K. Kumar, et al.A Review of AIDS Narcotic Andean investment survey,” message reference No. 5906,
Contrpl Development Assistance PrografAiD Evaluation prepared by U.S. Embassy, La Paz, May 22, 1995.
Special Study No. 29, Mar. 1986, pp. 38-39. 41 Representatives of COINVERTIR, USITC staff

36 |pid., p. D-8. interview, Bogota, Mar. 28, 1995.

that will cure the cocaine infection
while—in the Andean context—Ilaw
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transportation and saf@. Successful substitution oils as potential coca substitutes, along with coffee
requires integrated rural development  of and cocoa. However, these products require a lot of
infrastructure, schools, subsidized credit, etc. time and considerable investment to reach maturity
Colombia has been slow to start this prodss. and a profitable scale of operations.
Given the overwhelming challenge presented by the A representative of a Peruvian trading company
lack of infrastructure in most coca-growing regions pointed out to Commission staff that labor-intensive
(no roads, no electricity), it makes little difference agricultural work, such as that needed to produce
what product might be substituted for coca. There is asparagus, a successful ATPA export, can provide
little possibility of profitably getting the product to employment for people who might otherwise migrate
market._ Without the possibility of getting the 4 coca-producing areas. He noted that many
alternative - product to market, the appeal of gmphiovees in Peruvian food-processing plants come
substitution is effectively nonexistent. from coca-growing regions of the country. Absent
their employment in a legitimate enterprise, they
would likely be raising coc# So, while the product
Ecuador itself, asparagus or another agricultural product,
Coca leaf chewing is not traditional in Ecuador as cannot be argued to be a direct substitute for coca, the

it is in other Andean countries, so the product does €mployment possibilities are definitely a substitute for
not have a significant domestic market. Because nollliCit activity employment.

major quantities of coca are believed to be produced A factor which complicates crop substitution
in the country, crop substitution is not an issue in efforts in Peru is the lack of adequate land titling in
Ecuador. the country. This fact is especially troublesome in the
agricultural sector. The majority of farmland in Peru
is not titled. The ability of farmers to obtain credit to
finance and grow legitimate crops as a substitute for

Peru _ o ) coca is complicated by their lack of clear title to the
In Peru, as in Bolivia and Colombia, the lack of |and in which cultivation takes pladé.

infrastructure acts as a significant impediment to
substitution efforts—whereas coca is compact and can
be flown out on small aircraft, legal crops cannot
economically be transported to markets. A new road

development project has begun (funded by the credits and technical assistance to farmers in the

Inter-American Development Bank), bUt. it will be . fertile valley region northeast of Cuzco and has forged
years before an adequate road system is in place Nies with 47 coffee grower cooperatives, four

the coca reg|ons of the country. ) ) associations of swine and sheep farmers, cacao
Peruvian Government and private analysts believe growers, and beekeepers. As a result, some 2,900
that ATPA can play an indirect role in reducing coca pectares of coca plants have been replaced with other

cultivation, but they cannot estimate the magnitude of cyops  and an additional 4,500 hectares are planned
the impact*  Peruvian studies have identified o further substitute cultivatiofd

possible coca substitutes, among them, coffee, colored
cotton?> cocoa, palm oil, asparagus, broccoli, and
brussel sprouts. None of these products has reached
level of production to become a profitable alternative 46 Representative of a trading company that

to coca. A representative of one of Peru's largest specializes in processed food products, interview with
business groups cited palm, cottonseed, and sunflowelUSITC staff, Lima, Apr. 7, 1995.

47 Representative of the Center for the Development

42 Comtex Scientific Corp., “Colombia-Drugs: of the Amazon Indian, interview with USITC staff, Lima,
Farmers Double Coca Production Figures,” Apr. 7, 1995.

NewsEDGE/LAN, ..]uly 13, 1995. ) ) Legislation to address the land titling problem is
43 Representatives of USAID, USITC staff interview,  pending in Peru.

A successful crop substitution project has
occurred in Peru under the sponsorship of the United
Nations Fund for Drug Abuse Control (UNFDAC).
The program has provided aid in the form of soft

Ecotourism and achiote were mentioned as
Bromising alternatives to coé8. Achiote [scientific

Bogota, Mar. 27, 1995. 48 Comtex Scientific Corp., “Peru: Crop Substitution
44 U.S. Department of State telegram, “USITC Project Replaces Coca with Development,”
Delegation Visits Peru To Study Impact of ATPA,” NewsEDGE/LAN, Nov. 1, 1994.
message reference No. 61643, prepared by U.S. Embassy, 49 U.S. Department of State telegram, “USITC
Lima, Apr. 18, 1995. Delegation Visits Peru To Study Impact of ATPA,”
45 Cotton is grown naturally in colors such as message reference No. 61643, prepared by U.S. Embassy,
beige-brown, red, and green. Lima, Apr. 18, 1995.
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name: bixa orelland is considered by some tea. Palm oil reportedly failed as an alternative
observers to be the most viable crop to competebecause the industrial concentration demanded for
with coca in terms of substitution efforts. Achiote is production made it vulnerable to sabotage by guerilla
a natural dye that is used for food coloring and for groups>*

cosmetics. It is considered “a promising economic
alternative” to coca because it withstands drought
and is possible to grow in deforested areas, in

degraded or acidic soils, and in soils weakened byand blue. The plant has been dubbed “ecological

COC;' Smdceh.lr?%,hthe rﬁ)rlce ¢ of ﬁachm:le has befncotton" because it makes artificial dyes unnecessary.
stable and higher than that of coffee. However, the \y;y, financial support from European organizations,
product does incur high transportation costs, and the cotton has been promoted as an alternative to

qnly 20 to 25 grams are usable from a single coca. It has been grown by 600 peasant farmers in a
kilogram of the harvested product. Therefore, only 2 2,500 hectare area of the central Huallaga region of
to 3 percent of the harvested/transported product will P’eru55

be used in the final product. Currently, 2,500 to ) )
3,000 hectares are cultivated in achiote. To be In  conclusion,  employment  opportunity
profitable and more attractive as a crop substitute, it Substitution exists in those sectors in Peru where
would be necessary to build a plant to process thealternate economic opportunities can be developed.
achiote closer to the area of production. This would Such substitution opportunities are more realistic than

save on production costs (particularly, transportation) is the belief that farmers will willingly replace the
and encourage more productih. profitable, easy-to-grow coca with another crop of

dubious profitability and easé.

A promising alternative is a variety of cotton, said
to have been developed by the Incas, that naturally
grows in tones of beige, brown, purple, red, green,

At present, the prospect of other alternative crop
production is less attractive. The lack of roads,
communications, and processing facilities are some of :
the many contributing FE>roblen§;*..g"‘We are not likely ATPA EffECtlveneSS
to find a case where a specific farmer has ceased to
plant coca in favor ng another crop because the Iatterprograrn (only 3 years of operation for Colombia and
benefits from ATPA. Bolivia and fewer for Ecuador and Peru) means that
On the subject of alternative development for licit the level of awareness of the ATPA in the Andean
activities, one observer commented that “Eradication countries is still greatest among those who would
in this context is not about plants; it's about people have taken advantage of relatively low U.S. tariffs
who decide to grow or not grow coca.” U.S. Embassy anyway, such as the flower growers in Colombia.
officials maintained that “it is not practical to force Coca producers in the remote areas of the Andes are
farmers away from growing coca. Many have no other Often separated to such a degree from the sources of
source of income. They don't take the government asinformation about market opportunities like those
a credible threat. It is unrealistic to criminalize such a provided by ATPA that it will, in general, take longer

widespread activity. So alternative development is not than the initial 3 years of the program to produce any
about plants but about peopfS” measurable effects in coca production directly

o ] attributable to the ATPA.
Two press reports offer insights into the problems

accompanying efforts to substitute for the production A number of interviewees advised Commission
of coca plants. In early 1995 there were reports of g Staff that it was too early in the process to evaluate

disease attacking Peruvian crops promoted asthe effectiyen_ess of ATPA, particu_,llarly with res_pgct to
substitutes for lucrative coca. Farmers had reportedly /0P éradication and crop substitution. The difficulty
taken out loans to buy the seed. Among the cropsOf isolating the direct effects of ATPA was also

damaged was “luisa grass” (Cymbopogum citratus), & 54 comiex Scientific Corp., “Disease Devastates Coca
plant with aromatic leaves that can be used as a herbahemacemem Crops,” NewsEDGE/LAN, Feb. 28, 1995

. and “Murder of Sociologist Threatens Crop Project,”
50 Representative of the Center for the Development NewsEDGE/LAN. Mar. 22. 1995,

of the Amazon Indian, interview with USITC staff, Lima,

The brief existence of the ATPA preference

55 Representative of USDA, Foreign Agricultural

Apr.sz,lbl.j%. Service, interview with USITC staff, Lima, Apr. 6, 1995.
o \d. 56 U.S. Embassy officials, interview with USITC staff,
Ibid. Lima, Apr. 3, 1995. Other products specifically mentioned
53 U.S. Embassy officials, interview with USITC staff, as alternate development possibilities in Peru were
Lima, Apr. 3, 1995. asparagus, mangoes, palm oil, jewelry, and colored cotton.
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pointed ouf’ The fact that coca eradication and drug production tends to be slowed by concerns that
crop substitution programs have been going on for the potential benefits of development might profit
years in the region and that many such programsthe coca producers themselves (that is, paved roads
antedate the ATPA makes it difficult to factor out to better facilitate transportation of coca) or might
effects solely attributable to ATPR. cause environmental damaffe. Furthermore, for

Among the several factors that directly impinge alternative crops or industries to challenge coca
on the effectiveness of ATPA are the following: the Production, a sufficient quantity and quality of
continuing strong demand for cocaine and for other Product for market must be guaranteed in order to
drugs in the United States and elsewhere, the lack offake use of economies of scale and to secure a
adequate information about viable alternative crops, Place in the import market of a country such as the
existing U.S. policies that may hinder U.S. imports United States. In the initial ATPA years, this
from Andean countries, the separation between theguarantee has been difficult to accomplish largely
legal and illegal economies in the Andean countries, P€cause of the aforementioned lack of knowledge

and the general level of awareness of ATPA in the @Pout viable alternative crops and the lack of
beneficiary countries. adequate infrastructure.

The high worldwide demand for cocaine and other ~ Related to the high returns for illicit drugs
drugs produced in the Andean countries inhibits the compared to alternative crops is the important but
anti-drug effects of the ATPA. In fact, the lucrative Separate role that drug production has come to play in
economics of coca production are consistently seen aghe economies of these countries. Part of the
the primary constraint to Widespread adoption of dEVE|OpmentaI goal in the ATPA is to encourage these

alternative crops that could benefit from such countries dependent on the black-market drug
programs as the ATP22 economy to move toward legitimate markets and to

focus on developing alternative agricultural systems
incorporating high-value or multipurpose crops.

However, existing national agricultural policies

generally do not favor those small holders and
isolated producers, who are most commonly involved
in coca production because of traditional and cultural
factors. Consequently, the distinction and the
separation that exist between the producers of coca

are made difficult. Producers of coca and other drugs and those involved in the legitimate economies go
’ 9 'beyond the abilities of a trade agreement, such as

even _|f informed _of alternative crops, are un_llkely to ATPA. to address.
substitute crops if assurances are not available that
long-term markets exist and that mechanisms for  ATPAs effectiveness is also impacted by such
production, harvest, processing, and transportation areissues as U.S. demand for Andean products eligible
in place. for preferential treatment, domestic Andean demand
for many potential U.S. exports, competition from

exico, and such U.S. trade policies as import quotas
and sanitary and phytosanitary regulations.

Economic analysis suggests that the profit returns
for coca are very high relative to legitimate
agricultural commodities that are more visibly
affected by global markets. Coca profits are close to
twice those of some high-value proposed alternative
crops and nearly four times greater than those of
traditional crops, such as pineapple or cififsThus,
the promotion and identification of alternative crops

Physical and economic infrastructure, such as
paved roads, storage facilities, processing plants, an
financing in Andean coca-producing areas, is
inadequate to meet the requirements of alternative  Most Andean products already faced relatively
legal crops and industries. The fact that coca does noow U.S. tariffs before the enactment of ATPA.
need pesticides, fertilizers, roads, or financing, Consequently, if there had been a U.S. demand for
underscores the difficulty. Moreover, development of many of the products of these countries, many of the
an infrastructure better able to support alternatives toduties prior to the enactment of the ATPA should not
£ ) ) ) have peen prohibitive to imports from the Andean

Officials from Narcotics Assistance Service and  countries and a U.S. market for the products should

Drug Enforcement Agency, U.S. Embassy, interview with have existed. However, U.S. trade policies, such as
USITC staff, Bogota, Apr. 12, 1994. A ’ : !

the tariff-rate quota on sugar, that impeded exports

58 The United Nations has been pursuing coca . . .
reduction efforts in the region for 6 to 7 years and has previous to the ATPA, continue to exist.

achieved about an 8-percent reduction. Ibid. Other factors deter ATPA export expansion. Cut
59 Office of Technology Assessment (OTA), flowers, which is one export that was expected to
Alternative Coca Reduction Strategies in the Andean increase under the ATPA, have been the subject of
Region July 1993, p. 3.
60 |bid., p. 7. 61 |bid., p. 3.
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several investigations under the U.S. antidumping storage facilities. Furthermore, Mexico, which in

laws, in which U.S. growers alleged that imports general has a comparative advantage in
were being sold in the United States at less than fairtransportation to the United States relative to the
value and that U.S. growers were materially injured Andean countries, produces many products that
or threatened with material injury by reason of such compete with the Andean goods, such as mangoes,

the NAFTA. Additionally, ATPA benefits are

are subject to quality and grade standards in order to
) d y J legislated for only 10 years and can be withdrawn at

protect the general health of the nation. These i This lack of teed i f
quality and grade standards can be difficult to meet any ume. IS lack of guaranteed continuance o
existing duty-free status for Andean country goods

for countries lacking adequate transportation and has caused some uncertainty among potential

62 |n March 1995, the Commission determined that investors?®
the U.S. domestic rose industry was not materially injured 63 Representatives of PROMPERU, the Peruvian
by imports of roses from Colombia and Ecuador. See investment promotion agency, Lima, Peru, April 4, 1995;
USITC, Fresh Cut Roses From Colombia and Ecuador, and of FUNDAGRO, a Colombian foundation for
investigation Nos. 731-TA-684 and 685 (find)SITC agricultural investment, interview with USITC staff,
publication 2862, Mar. 1995. Bogota, Colombia, Mar. 28, 1995.
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This section presents the methodology used to sloping supply curves would have resulted in even lower
estimate the impact of ATPA on the U.S. economy in €Stmates.
1994. The economic effects of duty reductions under The change from full tariffs to duty-free treatment
ATPA are evaluated using a comparative static for ATPA imports causes the import supply curvg, S
analysis. Since ATPA was already in operation in 1994, in panel a to shift down to;Sby the amount of the ad
the impact of the program is measured by comparing valorem tariff, * Thus, the equilibrium price in the
the market conditions that might have existed under U.S. market for ATPA imports decreases frogtdFy
full tariffs with those currently present under ATPA. while the quantity imported increases frorg Q Q.
Thus, the analysis provides an estimate of what theThe relationship between the price with the tariff) (P
potential costs and benefits to the U.S. economy wouldand the tariff-free price 9 is Py = Py(1 + ).
have been if ATPA had not been in place during 1994.

The material on welfare and displacement effects, iN 2 decrease in demand for similar goods from other

the s_ectu_)n titled “_Analyncal App_roach" n C“‘?‘pter 3 countries and domestic U.S. producers. Thus, the
and in this appendix, however, discusses the impact of

ATPA in t f dut qucti ther than th demand curves for both non-ATPA imports and
} |n" erms of duty reductions, ratner than the - q,magtic output, pand Oy, shift back to [y and 0y,
removal” of duty reductions already in place. The

. _ respectively. Since the supply curves in both of these
effects of a duty reduction and a duty increase are P Y PPy

: _ .~markets are assumed to be perfectly elastic, the
symmetrical and lead to results that are equivalent in

. T h he di ) equilibrium prices do not change. The equilibrium
magnitude but opposite in signThus, the discussion quantity supplied in each market decreases frgm Q

is framed with respect to the implementation of duty and Q to Q/ and Q, respectively
reductions simply for clarity. ’ '

The increase in demand for ATPA imports leads to

The impact of ATPA on the U.S. economy is

Using a partial equilibrium framework, three measured by examining the welfare effects of the tariff
different markets in the United States, namely the change in the market for ATPA imports and the
markets for ATPA products, competing non-ATPA domestic displacement effects of a decrease in demand
(foreign) products, and competing domestic products, in the competing U.S. market. The displacement of
are modeled. These three markets are depicted innon-ATPA country imports, due to the implementation
panels a, b, and c of figure B-1. Imports from ATPA of ATPA duty reductions, is not estimated since the
beneficiaries, imports from non-ATPA countries, and focus of the analysis is on the direct effects of the
competing domestic output, are assumed to beATPA program on the United States.
imperfect substitutes for each other, and each is
characterized by a separate market where different
equilibrium prices exist.

The decrease in the tariff for ATPA imports leads
to an increase in consumer surplus for these products.
This is measured by the trapezoighlR in panel a.
There is also an accompanying decrease in the tariff
revenue collected from ATPA imports. This is
measured by the area of the rectanglecR, .

The ATPA and non-ATPA import demand curves,
Ds and 0y, and the demand curve for domestic output,
Dg, are all assumed to be downward sloping with a
constant elasticity of demard.It is assumed that the The net welfare effect of ATPA is equal to the
ATPA import supply curve to the U.S. market, the increase in consumer surplus plus the decrease in tariff
non-ATPA import supply curve, and the domestic revenue—the trapezoid &R minus the rectangle
industry supply curve, $S,, and g, are all horizontal, Psacky in panel a. That is to say, triangle &cThe
i.e. perfectly elastic. The assumption of perfectly amount by which ATPA imports displace U.S. output is
elastic supply curves is made in order to obtain measured by the rectangle/@Qy in panel c.
upper-bound estimates of the welfare and domestic

; Given the above assumptions and the additional
displacement effects on the U.S. econémy. b

assumption of constant elasticity demand curves, the
markets for the three goods are described by the

1 This is technically true only if income effects are

negligible. Given the small U.S. expenditure on goods following three equations:
from Andean countries, income effects are likely to be
negligible for the products under consideration. See R. 4 Although the discussion focuses on the impact of
Willig, “Consumer’s Surplus Without ApologyAmerican full duty reductions, exactly the same analysis applies to
Economic Review66 pp. 589-597. imports with reduced-duty provisions under ATPA.

2 The subscripts a, n, and d refer to ATPA imports, 5 Typically, welfare effects include a measure of the
non-ATPA imports, and U.S. output, respectively. change in producer surplus. The change in producer

3 Since ATPA imports account for a very small share  surplus is not considered in this analysis because, due to
of U.S. domestic consumption in most sectors, these the assumption of perfectly elastic supply curves, U.S.

upper-bound estimates were minimal. Assuming upward  domestic prices do not fall in response to ATPA.
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1) (Qa/Qd) = (R/P4)™
(@) Qi /) = (R /Pa)™@
®3) (Qu/Qd) = (R /Py)*da

Given R, = P{(1+t), these can be restated as:

@y (Qa/Qd) = (1+tfaa
@y (Qn/Qn) = (1+tfma
©) (Qa /Qd) = (L+tfoa

The gjj is the uncompensated elasticity of demand for
good i with respect to price j. The values for thg

€na a@ndeggy elasticities are derived from the following
relations:

(4) €aa = VaN - VnOan - VdOad
%) €na = Va(Opatn)
(6) €da = Va (Gga+nN)

where the Vs are market shares for ATPA imports,
non-ATPA imports, and domestic output respectively,
n is the aggregate demand elasticity, anddjie are
the elasticities of substitution between the ith and jth
products® Estimates of the aggregate demand
elasticities were taken from the literatdrdo obtain
upper-bound estimates of the impact of ATPA, it is

Given equations (1)- (3), we can derive the
following equations for calculating the changes in
consumer surplus, tariff revenue, and domestic output:

Consumer surplus (where k is a constant)

area of Pa  €a

a
trapezoid BabR = [ kP, dR
B
= [U(1+eag)[(1+)1*8)-1 [Py Qqa  if £aa -1
= kin(1+t) iffaa= -1
Tariff revenue from ATPA imports
area of
rectangle Racky = (Pa- Py)Qa
= tP4Qa

given B = Py (1+t)

tPy Qg (1+t)22
given Q = Qq(1+t)*aa

assumed that all of the elasticities of substitution are POmestic output

identical and high, in this case equal to 5.

6 Equations (4) - (6) are derived from P.R.G. Layard
and A. A. WaltersMicroeconomic TheoryNew York:
McGraw-Hill, 1978).

7 The aggregate elasticities were taken from sources
referenced in USITCPotential Impact on the U.S.
Economy and Selected Industries of the North American
Free-Trade AgreementSITC publication 2596, January
1993.

area of
rectangle @deQy

P4(Qd - Qd)
PaQd’ [(1+t)Fda- 1]
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Figure B-1
Partial equilibrium analysis of the effects of ATPA duty provisions on U.S. imports
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