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PREFACE

The submission of this study to the Congress and to the President continues a series of annual
reports by the U.S. International Trade Commission (the Commission) on the impact of the Andean
Trade Preference Act (ATPA) on U.S. industries and consumers. Under section 206 of the act (19
U.S.C. 3204), beginning in 1993, the Commission must report annually on the operation of the
program. The present study fulfills the requirement for calendar year 1995.

The ATPA, enacted on December 4, 1991 (Public Law 102-182, title I, 105 Stat. 1236, 19 U.S.C.
3201 et seq.), authorized the President to proclaim duty-free 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.
Section 206 of the act requires the 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 report by September 30 of each
year until ATPA benefits expire in the year 2001.

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 separately from
any other work conducted by the Commission, nothing in it should be construed to indicate what the
Commission’s determination would be in any investigation conducted under any statutory authority.

Copies of this current report as well as the 1994 report on ATPA are available in electronic format
on the Commission’s Internet Web site (http://www.usitc.gov/).






CONTENTS

Page
PrelaCe . . ii. .
EXECULIVE SUMMANY. . . ... oo e e e e e vii
Chapter 1. IntrodUCHiON . ... ... . 1
APPIOACK. . . oo 1.
Organization. . . . ... .t 2
Summary of the ATPA Program. . . ... .. e 2
Beneficianies. . . .. 3
Trade benefits under AT PA. . . .. 3
Qualifying rules. . . . ... e e 4
ATPA and GO . . ..o 4
Chapter 2. U.S. imports from ATPA countries. . ... i 7
Total U.S. IMPOrtS . . o e e e e 7
DUty COllECtiON . . . .. e e 10
DUtY-fre IMPOITS. . . o 10
IMPOrtS UNder AT PA. . . 11
ATPA UtIlization ratio . . . . ..o 12
Leading HEmMIS . . . .o e 12
ATPA IMPOrts by COUNTTY. . . .. e e e e e e 13
Chapter 3. Impact of ATPA on the United Statesin 1995 . ......................... 17
Products that benefited exclusively from ATPAIN 1995. . . . .. ... ..
Welfare and displacement effects of ATPA on U.S. industries and consumers in.1995........
Analytical approach . . .. ... 19
ltems analyzed . . .. ... 20
Estimated effects on consumers and producers. . . . ... ..ttt
Effects 0N U.S. CONSUMETS . . . . . e e e e e e 20
Effects on U.S. producCers. . . .. .. 24
Highlights of U.S. industries most likely affected by ATPAIN1995.........................

Chrysanthemums, standard carnations, anthuriums,andorchids . .. ...................
FresSh CUL TOSES. . . o oo e e 26

Fresh or chilled @sparagus . . . .. ..ot 26
Rope and chain of precious metal exceptsilver . . ........ ... ... . . . e
Chapter 4. Probable future effects of ATPA . ......... ... ... . .. . 29
ATPA-Related investment during 1995. . . ... ... 29
BOlIVIa . . . oo 29.
INVeStMeENt aCtiVILy . . . . . . .o 29
EXPOrt promotion . . .. oo o 30
CONSIraINtS 0N EXPOIES. . . o ottt e e e e e e 31
Colombia. . . .. e e e 31.
BCUAOr. . . . e e 32.
INVESIMENE ACHIVILY . . . . . o 32
EXPOrt promotion . . .. .o 32
COoNSEraintS ON EXPOILS. . . . o ottt et e e et e e e e 33
PEIU. . 34.
INVESTMENt ACHIVITY . . . . o e 34
EXPOrt PrOMOtION . . . .o e 34
COoNStraintS ON BXPOIES. . . o . .ttt et e 35



CONTENTS—Continued

Page
Chapter 5. Impact of ATPA on drug-related crop eradication
and crop SUbStItULION . . . . . . ... 37
OV BIVIBW. .« o o ittt e e e e e 37.
Eradication and substitution: Views of U.S. Governmentagencies. . . ...................... 37
Cooperation with the United States. . . . ... ... e 37
Eradication. . . ... ... 38
SUDSHIULION . . . . o 39
Country Profiles . . . .o 39
BOlIVia . . .. 39
(7] 0] 1 4] - 40
B CUAAOr . . 40
PerU . . 41.
Appendixes
A. Summary of submissions in respons&éaleral Registenotice. . . .............. . ... .. .... A-1
B. Technical notes to Chapter 3. . . . . .. . e B-1
Figures
B-1 Partial equilibrium analysis of the effects of ATPA duty provisions
ON UL S IMPOITS. .« .o B-4
Tables
2-1. U.S. imports for consumption from ATPA countries, 1992-95. . . . ......... ... .. ....... 7
2-2. Leading U.S. imports for consumption from ATPA countries, 1994:95. .. ............... 8
2-3 U.S. imports for consumption from ATPA countries: Dutiable value, calculated
duties, and average duty, 1994-05. . . . . ... 10
2-4 U.S. imports for consumption from Bolivia, Colombia, Ecuador, and Peru,
by duty treatment, 1094-05 . . . . . . .. 11
2-5 . U.S. imports for consumption: ATPA eligibility and utilization, 1994-95 . .. .............. 12
2-6 . Leading U.S. imports for consumption entered under ATPA provisions, 1994-95. ... ... .. 14
2-7 U.S. imports for consumption from ATPA countries, total imports, and entries
under ATPA, ranked by country, 1994-95. . . .. ... . 15
2-8 . Leading U.S. imports for consumption entering under ATPA provisions,
by countries, 1905, . . ... e 16
3-1. Total imports from ATPA beneficiaries, imports entered under ATPA provisions
and imports that benefited exclusively from ATPA provisions, 1993-95.............. 17
3-2. C.i.f. value of leading imports that benefited exclusively from ATPA
tariff preferences in 1995, . . . .. .. 21
3-3. Leading imports that benefited exclusively from ATPA, apparent U.S.
consumption, and market shares, 1995. . . .. ... . . . 22
3-4. Estimated maximum potential welfare and displacement effects of leading
imports that benefited exclusively from ATPA, 1995 . . ... ... ... .. . i 23
5-1. Coca cultivation and eradication in the Andean region, 1990-95. . .. ................... 38

Vi



EXECUTIVE SUMMARY

The Andean Trade Preference Act (ATPA), signed into law on December 4, 1991, authorizes the
President to proclaim duty-free treatment or reduce duties on eligible products of four Andean
mountain countries of South America—Bolivia, Colombia, Ecuador, and Peru. The goal of ATPAisto
promote the development of sustainable economic alternatives to drug crop production in the Andean
countries by offering these alternative Andean products broader access to the U.S. market. The
preferential trade benefits provided under ATPA are similar to those provided to Caribbean Basin
countries under the Caribbean Basin Economic Recovery Act.

Background:

Section 206 of ATPA requires the U.S. International Trade Commission (the Commission) to
report annually on the actual and probable future effects of ATPA on the U.S. economy generally, on
U.S. industries, on U.S. consumers, and on the impact of ATPA on drug crop eradication and crop
substitution. The effects of duty reductions are measured by estimating: (1) the extent to which
consumers benefit from duty reductions through lower prices (consumer surplus); (2) the loss of tariff
revenues to the Government; and (3) the potential displacement of domestic production. Net welfare
effects are measured by subtracting estimated tariff revenue losses from estimated gains in consumer
surplus! The potential displacement in domestic production is measured based on the change in
demand for competing domestic products. Probable future effects are estimated based on an analysis
of recent investment trends and factfinding travel by Commission staff to Bolivia, Ecuador, and Peru.
The impact on drug crop eradication and crop substitution also is based on the factfinding travel, as
well as on information from other U.S. Government agencies.

Highlights of the Commission’s 3d annual report on ATPA for the year 1995 follow:

1995 trade update:

m  U.S. merchandise imports from Bolivia, Colombia, Ecuador, and Peru totaled nearly $7.0 billion
in 1995, or 0.9 percent of total U.S. imports worldwide. Imports entered under ATPA provisions
in 1995, the second full year that all four countries were designated beneficiaries, totaled $939
million—just 0.1 percent of total U.S. imports worldwide.

m  ATPA duty-free imports totaled $916 millionin 1995. During the August 1 through December 31,
1995 lapse of the U.S. Generalized System of Preferences (GSP) program, several
products—such as certain wood products and copper—that had entered free of duty under that
program were entered under ATPA for the first time in 1995. Imports valued at $23 million paid

1 welfare effects include changes in consumer surplus and producer surplus that are the results of changes in
price. To produce maximum potential welfare and displacement estimates, the analysis used in this report
does not consider changes in producer surplus because it assumes that production in each market faces no
capacity constraints over the relevant range—that is, the supply of U.S. domestic production is assumed to
be perfectly elastic (the supply curves in all of the markets are horizontal) and, consequently, U.S. domestic
prices are assumed not to fall in response to ATPA imports. These assumptions lead to an overstatement of
the net welfare effect.
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duties that were reduced, but not eliminated, under other ATPA provisions. In all, 13.3 percent of
imports from the Andean countries entered under ATPA provisions.

In terms of value, imports entered under ATPA shipped from Colombia, Ecuador, and Peru
increased between 1994 and 1995. Imports from Colombiarose by 21 percent. Colombiais by far
the leading supplier of imports entered under ATPA provisions, and alone accounted for over
one-half of the value of all ATPA entries. Colombia was the leading or sole supplierin 1995 of 8 of
the top 20 ATPA imports, including four categories of cut flowers, cellular plastic plates and
sheets with manmade textile components, raw sugar, leather cases and bags, and leather trunks
and suitcases. Although they increased in value, imports of cut flowers accounted for a smaller
share of Colombia’s ATPA entries in 1995 than in prior years.

Imports entered under ATPA provisions from Peru and Ecuador doubled in value during 1995.
Peru was the leading supplier of rope of precious metal except silver, gold rope necklaces and
neck chains, unrefined copper, unwrought lead, and fresh or chilled asparagus not entered from
September 15 through November 15. Ecuador was the leading supplier of tuna not in cans, fresh
or chilled fish, and articles of wood. Imports from Bolivia declined, mirroring that country’s
slower economic growth and reduced level of overall exports.

Effects of ATPA on U.S. industries and consumers:

Of the $939 million worth of U.S. imports that entered under ATPA provisions in 1995, $699
million of those imports could not have received tariff preferences under any other program.

The Commission used a partial-equilibrium analysis of the 25 leading items benefiting
exclusively from ATPA tariff preferences in 1995 to produce estimates of the maximum potential
effects of ATPA.

All of the items analyzed for which data were available produced net welfare gains for U.S.
consumers. Fresh cut roses yielded the largest such gains (valued at $850,000); followed by fresh
or chilled asparagus not entered from September 15 through November 15 ($637,000);
chrysanthemums, standard carnations, anthuriums, and orchids ($519,000); and jewelry and parts
of precious metal except silver ($175,000).

Industries estimated to experience maximum displacement of more than 5 percent of the value of
U.S. production were those producing chrysanthemums, standard carnations, anthuriums, and
orchids (19.0-percent of domestic shipments potentially displaced, valued at $8.6 million); fresh
cut roses (13.0-percent displacement, valued at $15.4 million); fresh or chilled asparagus not
entered from September 15 through November 15 (12.5-percent displacement, valued at $6.2
million); and rope and chain of precious metal except silver (7.2-percent displacement, valued at
$6.5 million).

Probable future effects of ATPA:

Drawing largely on direct observation and reports from U.S. Embassies, the Commission
identified several new projects engaged in ATPA-related export-oriented production in 1995.

Several of these projects involved the production of articles that resulted in the displacement of
U.S. production in 1995, including projects to produce jewelry articles in Bolivia and Peru, fresh
cut roses in Ecuador, and fresh asparagus in Peru.



Impact of ATPA in drug crop eradication and crop substitution:

m  ATPA had little effect on drug crop (primarily coca, the raw material of cocaine) eradication in the
Andeanregion in 1995, according to sources contacted during this investigation. However, ATPA
had a small and indirect—but positive—effect on crop substitution during 1995 by providing
improved access to the U.S. market for certain Andean products.

m  Despite increased coca eradication in Bolivia and Colombia, the net area of land under coca
cultivation in the Andean region increased from 201,700 hectares in 1994 to 214,800 hectares in
1995—the highest amount under cultivation since ATPA has been operative. Peru did not engage
in crop eradication in 1995. Ecuador, primarily a transit zone for drug-related products and
money laundering, is not a significant source of drug crop cultivation.

®  Bolivia has made the most progress in the Andean region in promoting substitutes for coca. In
1995, activities were underway in Bolivia to develop such alternative crops as pineapples, palm
hearts, and dairy products; other products such as cashew nuts offer longer term potential. In Peru,
projects are underway to produce yellow onions, yellow potatoes, and craft products as
alternatives in coca-growing regions. Colombia launched an alternative crop substitution
program in 1995 that has not yet yielded tangible results.






CHAPTER 1
Introduction

The United States enacted the Andean TradeDepartment of Commerce and from materials
Preference Act (ATPA) in 1991 to encourage the developed by commodity and industry analysts of
South American Andean countries of Bolivia, the Commission. Investment information is derived
Colombia, Ecuador, and Peru to reduce drug crop principally from factfinding travel to Bolivia,
cultivation and productioh. ATPA authorizes the Ecuador, and Peru, and from reports by U.S.
President to proclaim preferential rates of duty to Embassies in the Andean region. The report also
many Andean products entering the United States. incorporates public comments received in response to

This report fulfills a statutory mandate under the Commission’sFederal Registernotice for this

ATPA that the U.S. International Trade Commission investigation?

(the Commission) report annually on the economic i
impact of ATPA on U.S. industries, consumers, and Assessments of the economic effects of ATPA are

the economy in general, as well as on the estimatedM@de using a method developed for these reports as
effect of ATPA on drug-related crop eradication and described in Appendix B. The effects of CBERA
crop substitution in the beneficiary countrfesThe ~ duty reductions are measured by estimating: (1) the
report, the third in the series, covers calendar year€xtent to which consumers benefit from duty
1995. In June 1995, the House Ways and Meansreductions through lower prices (consumer surpius);
Committee approved and reported out legislation (2) the loss of tariff revenues to the Government; and
(H.R. 1887) that would have, among other things, (3) the potential displacement of domestic production.
repealed the Commission's ATPA reporting Net welfare effects are measured by subtracting
requirement. No further action on this legislation has
yet been scheduled.

3 Federal Registeryol. 61, No. 124 (June 26, 1996),
p. 33137.

4 Commissioner Newquist notes that, in the context of

Approach this investigation, economic modeling provides only
“estimates” regarding the impact of any event or series of

The estimated effects of ATPA on the U.S. events. In his view, economic models rely on the
economy and industries are assessed through analyseganipulation of a number of assumptions and variables,
of (1) imports entered under this program and trends a”dthWh'Cg differ ac?rd'“g Otlo the |nfr?rmat|3n|sougr:1t
- ; and the judgment and prejudices of the modeler. Thus,
It?er:fj.ss. iﬁogfgﬂgggﬂ oérrggleoyﬁgﬁiedin?/gg?rﬁeﬁ?da(nzg models measuring the impact of a single event can and do

. . . . produce widely divergent “results.” For purposes of this
other economic factors in U.S. industries that produce jyestigation, therefore, Commissioner Newquist considers

similar or competing produ'ct's. Gengral economic and economic modeling to be but one of many tools available
trade data come from official statistics of the U.S. to the Commission to analyze and assess the effects of

ATPA.
For Commissioner Bragg’s views on economic

1 ATPA was passed by the Congress on November
26, 1991, and signed into law by President Bush on 8 :
December 4, 1991. President, “Statement on Signing modeling, please se&he Economic Effects of
Legislation on Trade and Unemployment Benefit&/&ekly Antidumping and Countervailing Duty Orders and
Compilation of Presidential Documents: Administration of ~SUSPension Agreemer(isvestigation No. 332-344),

George Bushvol. 27, No. 49 (Dec. 4, 1991), p. 1758. USITC publication 2900, p. xiii, June 1995.
Public Law 102-182, Title I, 105 Stat. 1236, 19 U.S.C. 5 Depending on the competitive situation and market
3201 et seq. Relatively minor amendments to ATPA were structure of the particular industry in the United States, all
made by Public Law 102-583. or some portion of the gain—realized through lower

2 The reporting requirements are described in greater prices—will be passed on to end users, or to intermediate,
detail in sec. 205(b) of ATPA (19 U.S.C. 3204(b)). downstream industries.



estimated tariff revenue losses from estimated gains
in consumer surplu®. The potential displacement in
domestic production is measured based on the
change in demand for competing domestic products.
Probable future effects of the ATPA are discussed
based on a qualitative analysis of economic trends
and investment patterns in ATPA beneficiaries and in
competing U.S. industries.

The report assesses the impact of ATPA on illicit
drug crop eradication and crop substitution through an
evaluation of the extent of drug crop production in the
Andean region on a country-by-country basis. The
primary sources for much of this information were
interviews conducted with public and private sector
officials during a field trip to Bolivia, Ecuador, and
Peru, and information from other U.S. Government

agencies such as the Department of Justice (Drug

Enforcement Agency) and the Department of State.

Organization

The present chapter summarizes the ATPA
program. Chapter 2 describes U.S. trade with ATPA

beneficiaries during 1995. Chapter 3 addresses the

estimated effects of ATPA in 1995 on the economy,
industries, and consumers of the United States.
Chapter 4 examines the probable future effects of
ATPA. Chapter 5 considers the impact of ATPA on
drug crop eradication and crop substitution efforts in
the beneficiary countries. Appendix A contains a list
of the submissions received in response to the
Commission’s Federal Register notice for this
investigation. Appendix B explains the economic
model used to derive the findings presented in
chapter 3.

6 Typically, welfare effects include changes in
consumer surplus and producer surplus that are the results
of changes in price. To produce maximum potential
welfare and displacement estimates, the analysis used in
this report does not consider changes in producer surplus
because it assumes that production in each market faces
no capacity constraints over the relevant range—that is,
the supply of U.S. domestic production is assumed to be
perfectly elastic (the supply curves in all of the markets
are horizontal) and, consequently, U.S. domestic prices are
assumed not to fall in response to CBERA imports. These
assumptions lead to an overstatement of the net welfare
effect.

that waiver was carried

Summary of the
ATPA Program

ATPA authorizes the President to grant certain
unilateral preferential trade benefits to Bolivia,
Colombia, Ecuador, and Peru. The program permits
shippers to claim reduced-duty or duty-free entry of
eligible products imported into the customs territory
of the United States. ATPA preferential tariffs are
scheduled to expire 10 years after the date of
enactment, or on December 3, 2001. In 1992, the
United States was granted a temporary waiver from

the most favored nation (MFN) provisions of the

General Agreement on Tariffs and Trade (GATT);
into the World Trade
Organization (WTO) for two years, and it is scheduled
to expire on December 31, 1996.The following
sections summarize ATPA provisions for beneficiaries
and qualifying rules.

7 The United States affords MFN tariff treatment to
all ATPA countries pursuant to U.S. domestic law, in
accordance with U.S. international obligations under the
GATT or other agreements. MFN tariff rates are set forth
in column 1-general of the Harmonized Tariff Schedule of
the United States (HTS). The column 1-general duty rates
are, for the most part, concessional and have been set
through staged reductions of full statutory rates in
negotiations with other countries. The basic statute
currently in force with respect to MFN treatment is sec.
126(a) of the Trade Act of 1974 (19 U.S.C. 2136). For a
discussion of the replacement of the GATT institutional
arrangements by the WTO, see USITi®e Year in Trade
1995: Operation of the Trade Agreements Program, 47th
Report USITC publication 2971, Aug. 1995, p. 2-1.

8 A WTO waiver is required because ATPA tariff
preferences are extended on a non-reciprocal basis to a
limited number of countries, and are not extended to all
WTO members. By decision of the Contracting Parties of
the GATT of Mar. 19, 1992, the United States was
granted a waiver of its obligations under para. 1 of Article
1 of the GATT, for the provision of preferential tariffs to
eligible products of beneficiary Andean countries under
ATPA; the waiver was granted for the period Dec. 4, 1991
until Dec. 4, 2001. The waiver was carried over when the
Marrakesh Agreement Establishing the World Trade
Organization (WTO Agreement) entered into force on Jan.
1, 1995; but, pursuant to para. 2 of the Understanding in
Respect of Waivers of Obligations, unless renewed, this
waiver is scheduled to expire on Dec. 31, 1996—two
years after entry into force of the WTO Agreement. The
United States has requested a WTO waiver for ATPA
tariff preferences; a decision on this request has not been
made as of this writing.



Trade Benefits Under ATPA

Only Colombia, Bolivia, Peru, and Ecuador are ATPA affords preferential rates of duty below the
eligible to be designated by the President for ATPA MFN rated® to most products of Andean countries by
benefits?® the President can terminate such reducing the tariff rate to free or, for a small group of
designations or suspend or limit a Country’s ATPA products, by establishing tariff rates below the MFN
benefits at any tim& In determining whether to  ratel’ For some products, duty-free entry under
designate a country for ATPA benefits, the President ATPA is subject to certain conditions in addition to
must take into account whether that country has metbasic preference eligibility rules. Imports of sugar and
the U.S. narcotics cooperation certification critdtia. Peef, like those of some other agricultural products,
By 1995, all four countries had been designated for remain subject to any applicable and generally

Beneficiaries

full ATPA benefitsl2  ATPA beneficiaries are
required, among other things, to afford internationally
recognized worker rights as defined under the
Generalized System of Preferences (GSP) protram
and to provide effective protection of intellectual
property rights (IPR), including copyrights for film
and television materid! ATPA benefits have not
been withdrawn from any country for any reason to
date; beginning in 1996 the United States will monitor
IPR protection in Colombia, Ecuador, and P&ru.

919 U.S.C. 3202(b).
1019 U.S.C. 3202(e).

1119 U.S.C. 3202(d)(11). The narcotics cooperation
certification criteria for eligibility for U.S. assistance are
set forth in section 2291(h)(2)(A) of title 22.

12 Bolivia and Colombia were designated for ATPA
benefits in 1992. Ecuador was designated for ATPA
benefits April 13, 1993, and Peru was designated August
11, 1993. For further information on country designations,
see USITCAnnual Report on The Impact of the Andean
Trade Preference Act on U.S. Industries and Consumers
and on Drug Crop Eradication and Crop Substitution,
First Report, 1993USITC publication 2814, p. 6.

13 Under the GSP program, internationally recognized
worker rights include 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 children, and acceptable working
conditions regarding minimum wages, hours of work, and
occupational safety and health. Sec. 502(a)(4), Trade Act
of 1974, title V (Public Law 93-618, 88 Stat. 2066 and
following). GSP is described in more detail below.

14 The President may waive this condition if he
determines, and so reports to Congress, that the
designation of a particular country would be in the
economic or security interest of the United States. 19
U.S.C. 3202(c)(7).

151n April 1996, the Office of the United States
Trade Representative (USTR) conducted a review of
country practices pertaining to IPR protection under the
so-called “special 301" provisions of the Trade Act of
1974, as amended. In that review, USTR placed 26
countries, including Colombia, Ecuador, and Peru, on the
“watch list” of countries to be monitored for progress in
implementing commitments with regards to IPR protection

imposed U.S. quotas and food safety requireménts.
While not eligible for duty-free entry, certain
handbags, luggage, flat goods (such as wallets and
portfolios), work gloves, and leather wearing apparel
from ATPA countries enter at reduced rates of dBity.
Not eligible for ATPA preferential duty treatment are
most textile and apparel articles, certain footwear,
canned tuna, certain petroleum and petroleum
products, certain watches and watch parts, certain
sugar products, and ruffl.

15_Continued
and for providing comparable market access for U.S.
intellectual property products. Concerning Colombia,
USTR cited copyright piracy problems and deficiencies in
that country’s patent and trademark regime. USTR stated
that Ecuador had not yet ratified and implemented the
1993 U.S.-Ecuador IPR Agreement and had allowed
discriminatory treatment for U.S. investment and
trademarks. On Peru, USTR cited the problems of
inadequate antipiracy efforts and of deficiencies in the
patent and trade regime, particularly concerning protection
for pharmaceutical patents. In separate observations,
USTR stated that Bolivian copyright law remains unclear
as to the protection of software and that the Bolivian
Government had not passed legislation to implement
updated copyright legislation. USTR, “USTR Announces
Two Decisions: Title VII and Special 301,” press release,
Apr. 30, 1996 and “Fact Sheets: ‘Special 301’ on
Intellectual Property Rights and 1996 Title VII Decisions.”

16 For some products, the MFN tariff rate is free.

17 General note 3(c) to the HTS summarizes the
special tariff treatment for eligible products of designated
countries under various U.S. trade programs, including
ATPA. General note 11 covers ATPA.

18 These U.S. measures include the price support
program for sugar provided in sec. 22 of the Agricultural
Adjustment Act of 1933 (7 U.S.C. 624), quotas on
imports of beef under the Meat Import Act of 1979 (19
U.S.C. 1202), and restrictions on beef imports imposed by
the U.S. Animal and Plant Health Inspection Service.

19 Applies to articles that were not designated for
GSP duty-free entry as of Aug. 5, 1983. Under ATPA
provisions, beginning in 1992, duties on these goods are
being reduced by a total of 20 percent in five equal
annual stages. 19 U.S.C. 3203(c).

2019 U.S.C. 3203(b).



ATPA and GSP

ATPA provides generally that eligible products The four ATPA beneficiaries also are GSP
must be wholly grown, produced, or manufactured in beneficiaries, when GSP is in efféet. ATPA and
a designated ATPA country or be “new or different” GSP share many similarities and many products may
articles from substantially transformed non-ATPA enter the United States duty-free under either
inputs used in their manufacture in order to receive Program?®  However, the two programs differ in
duty-free entry into the United Stat®s. The cost or ~ Several ways that tend to make Andean producers
value of the local (that is, ATPA) materials and direct Préfer using ATPA to GSP. ATPA covers the same
cost of processing in one or more ATPA countries 4,300 tariff categories covered by GSP plus an

must total at least 35 percent of the appraised custom?‘dg.itior“"‘I 1,700 c?tegorie§: ATPA (ijrpportj are not
value of the product at the time of entry. These subject to GSP “competitive need” and country

. a7 .
rule-of-preference provisions allow ATPA countries to '"cOMe restrictions; indeed, products so_ restricted
pool their resources to meet value content under GSP may continue to enter free of duty under

requirements, and also allow inputs from Puerto Rico ATPA on appropriate request. In addition, ATPA
. . ! lifyi I li | than th f GSP.
the U.S. Virgin Islands, and countries designated qualifying rules are more liberal than those of G5

under the Caribbean Basin Economic RecoveryAct Although some Andean suppliers continued to use
to count in full toward the value threshold. Also, the GSp pecause they were more familiar with that

rules let ATPA products meet the 35-percent minimum program, as documented in this series of reports,
value content requirement more easily by including imports from ATPA countries entered under GSP

Qualifying Rules

goods with a ATPA-content value of 20 percent of the
customs value and the remaining 15 percent
attributable to U.S.-made (excluding Puerto Rican)
materials or component8. So-called “double
substantial transformation” also may be used to meet
the 35-percent local content requireméht.

21 products undergoing the following operations do
not qualify: simple combining or packaging operations,
dilution with water, or dilution with another substance that
does not materially alter the characteristics of the article.
19 U.S.C. 3203(a)(2).

22 Countries so designated during 1995 were Antigua
and Barbuda, Aruba, The Bahamas, Barbados, Belize,
British Virgin Islands, Costa Rica, Dominica, Dominican
Republic, El Salvador, Grenada, Guatemala, Guyana,
Haiti, Honduras, Jamaica, Montserrat, Netherlands
Antilles, Nicaragua, Panama, St. Kitts-Nevis, St. Lucia, St.
Vincent and the Grenadines, and Trinidad and Tobago.

2319 U.S.C. 3203(a).

24Double 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 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 and U.S. Agency for
International DevelopmenGuidebook to the Andean
Trade Preference AdiWashington, DC: GPO, July 1992),
p. 5.

25The U.S. GSP program was originally enacted
pursuant to title V of the Trade Act of 1974 (Public Law
93-618, 88 Stat. 2066 and following) and was renewed for
an additional 10 years pursuant to title V of the Trade and
Tariff Act of 1984 (Public Law 98-573, 98 Stat. 3018 and
following), as amended (19 U.S.C. 2461 and following).
The GSP program expired July 4, 1993, but was
retroactively extended until Sept. 30, 1994, as part of the
Omnibus Budget Reconciliation Act of 1993 on Aug. 4,
1993; it was again renewed retroactively through July 31,
1995 by the Uruguay Round Agreements Act. The most
recent GSP expiration and renewal are discussed in more
detail below.

26 Both programs share the goal of offering increased
access to the U.S. market. Like ATPA, GSP requires that
eligible imports—(1) be imported directly from
beneficiaries into the customs territory of the United
States; (2) meet the substantial transformation requirement
for any foreign parts or components; and (3) contain a
minimum of 35 percent local value-added. The
documentation requirements necessary to claim either
ATPA or GSP duty-free entry are identical—a Certificate
of Origin Form A is to be presented at the time the
qualifying products enter the United States with a claim
for either tariff preference.

27 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).

28 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).
See the discussion above for ATPA qualifying rules.



provisions have declined since ATPA has been of the lapse in the GSP program in 1995 and
operative. In addition to the many benefits of using whether—or when—duties paid for articles denied
ATPA over GSP, suppliers increasingly have come to GSP duty-free entry would be refunded. Thus, during
prefer ATPA to avoid any risk of losing duty-free the period of August 1 through December 31, 1995,
access to the U.S. market when GSP is not in effect. Andean suppliers could be sure only that ATPA

The U.S. GSP program expired at midnight on preferential tariff provisions were in force.

July 31, 1995. The program became operative again— g — lati ina th ,
on October 1, 1998? All imports entered from Legislation renewing the GSP program retroactive
to Aug. 1 1995 was included in the Small Business Job
AUQ.USt 1 through De_cember 31, .1995 (the end of t_he Protection Act of 1996 (H.R. 3448), and signed into law
period covered by this report) claiming the GSP tariff , e president on Aug. 20, 1996.
preference were subject to ordinary MFN duties
unless other . preferemlal .treatmen.t—such as Aug. 1, 1995 through Sept. 30, 1996—the entire period
ATPA—was claimed. Duties paid on articles entered during which GSP lapsed. Procedures for such refunds
from August 1, 1995 through December 31, 1995 \iere announced in U.S. Customs Service, “Procedures If
claiming GSP duty-free status will be refunded once the Generalized System of Preferences Program Expires,”
the program is again operati¥®. During 1995,  Federal Registervol. 60, No. 128 (July 5, 1995), p.
however, importers could not anticipate the duration 35103.

30 Refunds apply to qualified articles entered from






CHAPTER 2
U.S. Imports From ATPA Countries

This chapter provides an overall description of these imports, as it has since ATPA has been

imports from the four designated ATPA

operative. Imports from Colombia in 1995 were up

beneficiaries—Bolivia, Colombia, Ecuador, and Peru 21.5 percent over 1994. Imports from Ecuador and

(hereafter ATPA countriel)}-though the focus is on

those imports which entered under ATPA preferential percent,
tariff provisions. The latter were valued at $939 smallest ATPA economy,
million in 1995, equal to 0.1 percent of total U.S.

imports worldwide? Although ATPA has been

operative since 1992, 1995 marked only the second

full year that eligible imports from all four countries

Peru in 1995 increased by 13.4 percent and 23.8
respectively. Imports from Bolivia, the

declined marginally in

1995 reflecting overall lower economic output in that
country?

Table 2-2 shows the value of the top 30 U.S.
import items from ATPA countries during 1994-95 on

have received ATPA tariff preferences. Thus, the an g-digit Harmonized Tariff Schedule of the United
effective base year for the comparative analysis in this states (HTS) subheading basis, ranked by their 1995

chapter is 1994, unless otherwise indicated.

Total U.S. Imports

U.S. imports from ATPA countries totaled more

import value. Only a few of these leading import
items—petroleum oils, distillate and residual fuel oils,
and apparel items—are dutiable on an MFN basis.
Seven of the import items listed (chrysanthemums,

4 A more detailed analysis of economic and

than $6.9 billion in 1995, an inc_rease of 18.5 percent jhyestment conditions in each of the ATPA countries
over 1994 (table 2'1) Colombia, the |argeSt ATPA during 1995 is presented in ch. 4.

economy and by far the largest ATPA trading partner

5 The MFN duties are: petroleum oils from

of the United States, accounted for over one-half of pituminous minerals testing 25 degrees A.P.I. or more

1 Country designations are discussed in ch. 1.

2 Based on U.S. worldwide imports of $739.7 billion
in 1995. Data compiled from official statistics of the U.S.
Department of Commerce.

3 For more detailed data on trade during the first two
years of ATPA, covering the years 1992 and 1993, see
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,
First Report, 1993USITC publication 2814.

Table 2-1

(HTS subheading 2709.00.20)-10.5 cents per barrel;
petroleum oils and oils from bituminous minerals testing
under 25 degrees A.P.I. (HTS subheading 2709.00.10) and
distillate and residual fuel oils including blends (HTS
subheading 2710.00.05)-5.25 cents per barrel; cotton
sweaters and pullovers (HTS subheading 6110.20.20)-19.9
percentad valorem men’s or boys' trousers (HTS
6203.42.40)-17.5 percead valorem men’s or boys’

cotton shirts (HTS subheading 6105.10.00)-20.7 percent
ad valoirem and panty holse and tights (HTS subheading
6115.11.00)-16.8 percead valorem.

U.S. imports for consumption from ATPA countries, 1992-95
(1,000 dollars, customs value)

Source 1992 1993 1994 1995
Colombia...................... 2,888,009 3,009,831 3,132,398 3,807,348
Ecuador ..................o... 1,323,031 1,389,324 1,709,790 1,939,218
Peru ........ ... ... ... 686,043 698,115 779,945 965,370
Bolivia .............. ... ool 161,586 185,022 257,373 256,795
Total ........ ..ol 5,058,669 5,282,292 5,879,505 6,968,729

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 2-2

Leading U.S. imports for consumption from ATPA countries, 1994-95

(1,000 dollars, customs value)

HTS
item Description 1994 1995
2709.00.20 Petroleum oils and oils from bituminous minerals testing

25degrees APL.ormore ... ... 1,402,626 1,978,628
0901.11.00 Coffee, not roasted, not decaffeinated .......................... 606,163 651,639
0306.13.00 Shrimp and prawns, cooked in shell or uncooked, live, fresh,

chilled, frozen, dried, or saltedinbrine ........................ 498,915 491,989
0803.00.20 Bananas, freshordried........... ... ... .. i 392,616 387,065
2709.00.10 Petroleum oils and oils from bituminous minerals testing

under 25degrees APl ... .. 388 167,916
7108.12.10 Unwrought gold bullion and dore, nonmonetary .................. 67,611 165,418
2710.00.05 Distillate and residual fuel oils (including blends) testing under

25degrees AP ... 236,156 155,468
0603.10.70 Chrysanthemums, standard carnations, anthuriums,

andorchids ......... 121,054 147,966
7113.19.10 Rope and chain for jewelry, of precious metal except silver ........ 83,921 127,863
0603.10.60 Roses, freshcut ... 105,926 127,817
9999.95.00 Informal entries under $1,251 each ............................ 100,140 120,760
0901.12.00 Coffee, not roasted, decaffeinated ................. ... ... ...... 69,908 95,903
7103.91.00 Rubies, sapphires and emeralds, worked or graded .............. 90,151 94,200
2701.12.00 Bituminous coal, whether or not pulverized ...................... 89,544 84,561
7106.91.10 Unwrought silver bullionanddore ............... ... ... ... ..... 61,678 70,900
0603.10.80 Fresh cut flowers and flower buds suitable for bouquets, not

elsewhere specified .......... ... ... . 45,699 64,592
1701.11.10 Raw sugar not containing added flavoring orcolor ............... @® 57,618
7113.19.50 Jewelry and parts of precious metal except silver,

except necklacesandclasps. ............. i 103,080 57,550
9801.00.10 U.S. goods returned, not advanced in value or improved

in condition whileabroad ............... ... ... ... . . 43,196 56,697
1604.14.40 Tuna and skipjack, not in airtight containers ..................... 25,603 56,183
6110.20.20 Sweaters and pullovers, of cotton, knitted or crocheted ........... 59,632 55,634
1801.00.00 Cocoa beans, whole or broken, raw orroasted .................. 36,748 50,050
4407.23.00 Baboen, mahogany, imbuia and balsa tropical woods ............. 34,712 45,343
6203.42.40 Men's or boys’ trousers, breeches and shorts, not knitted,

Of COtON . . o 33,723 42,809
8001.10.00 Unwrought tin, notalloyed ........... ... ... . ... . .. 38,605 40,256
0803.00.30 Plantains, fresh . ... ... 39,126 38,939
6105.10.00 Men'’s or boys’ shirts, knitted or crocheted, of cotton .............. 27,569 38,206
1701.11.20 Raw sugar used to produce polyhydric alcohols . ................. ® 36,813
6115.11.00 Panty hose and tights, knitted or crocheted of synthetic fibers ... ... 32,773 33,559
0603.10.30 Miniature (spray) carnations, freshcut .......................... 25,034 32,362

Total of itemsshown ....... ... ... ... . i, 4,472,298 5,574,703
Totalallcommodities . ..........c i 5,879,505 6,968,729

1 Prior to Jan. 1, 1995, reported under statistical annotations under HTS subheading 1701.11.01.
2 Prior to Jan. 1, 1995, reported under statistical annotations under HTS subheading 1701.11.02.

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

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



standards carnations, anthuriums, and orchids; freshshrimp and prawns, bananas, unwrought gold
cut roses; other fresh cut flowers and flower buds; bullion, rubies, sapphires and emeralds, bituminous
raw sugar; jewelry and parts of precious metal; tuna coal, unwrought silver, cocoa, tropical woods,
not in cans and miniature spray carnations) are unwrought tin, and plantains).

dutiable, but also are eligible for ATPA tariff
preference8. Import trends for these items are
discussed in more detail below. Most of the
remaining items listed in table 2-2 are
most-favored-nation (MFN) duty-free goods (coffee,

Colombia is the principal supplier of the top two
items on this list—petroleum oils and coffee.
Petroleum products accounted for one-third of all U.S.
imports from ATPA countries. These imports
increased in value by over 40 percent in 1995,
reflecting increased demand and an upturn in crude oil
prices on world markets during that year. Increased

6 The MFN duties of these ATPA-eligible items are:
chrysanthemums, standard carnations, anthuriums, and

orchids (HTS subheading 0603.10.70)—7.5 pereht demand and higher international prices also benefited
valorem fresh cut roses (HTS subheading Andean coffee exports, which rose in value by over
0603.10.60)—7.6 percerd valorem other fresh cut 10 percent in 1998,

flowers and flower buds (HTS subheading

0603.10.80)—7.5 percertd valorem raw sugar (HTS 7 Based on SITC 2-digit classification and compiled

subheadings 1701.11.10 and 1701.11.20)—1.4606 cents/kg from official statistics of the U.S. Department of
less 0.020668 cents/kg for each degree under 100 degreesCommerce. These data are not shown in tabular form.

of polarization but not less than 0.943854 cents/kg; rope 8 Data on petroleum and coffee prices provided by
and chain for jewelry, of precious metal except silver United Nations Economic Commission for Latin America
(HTS subheading 7113.19.10)—7 percadtvalorem and the CaribbearRreliminary Overview of the Latin
jewelry and parts of precious metal except silver (HTS American and Caribbean Economy, 19%%c. 1995, p.

subheading 7113.19.50)—6.1 perceuwt valorem tuna not 33 and table A.8, p. 54. This source also provides a

in cans (HTS subheading 1604.14.40)—1.1 cents/kg; and more detailed analysis of global commodity price trends
miniature (spray) carnations (HTS subheading and the impact of these trends on the economies of Latin
0603.10.30)—3.7 percemtd valorem America during 1995.

U.S. Trade Surplus with ATPA Countries Widens in 1995

The United States is the single largest trading partner for each of the ATPA countries which, when combined,
accounted for 1.4 percent of U.S. merchandise exports to the world and 0.9 percent of U.S. imports from the
world in 1995. U.S. exports to ATPA countries totaled $7.8 billion in 1995, rising by 21.3 percent over 1994.
ATPA countries collectively ranked 18th as an export market for the United States, placing them ahead of such
countries as Thailand and Saudi Arabia but behind Italy and Malaysia. Total U.S. imports from ATPA countries
amounted to nearly $7.0 billion in 1995, an increase of 18.5 percent over their 1994 level, making these
countries collectively the 21st-largest supplier of U.S. imports—ahead of the Netherlands and Sweden but
behind Indonesia and the Philippines.

The combined U.S. trade balance with the ATPA countries moved from a deficit of $1.2 billion in 1991 to a
surplus of over $261 million in 1992, the first year of ATPA. The United States recorded a trade surplus with the
ATPA countries of more than $851 million in 1995—three times larger than during the first year of ATPA. The
shift from a U.S. deficit to a U.S. surplus mirrored, to some extent, the post-1990 economic upturn in the

Andean countries and the consequent increase in their demand for U.S. capital goods.

U.S. trade with ATPA countries, 1992-95

Share of U.S. Share of U.S.
U.S. exports exports to U.S. imports imports from
Year (f.a.s. basis) the world (customs value) the world U.S. trade balance
Million dollars Percent Million dollars Percent Million dollars
1992 .. 5,319.7 1.3 5,058.7 1.0 261.0
1993 .. 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
1995 .. 7,820.2 1.4 6,968.7 0.9 851.4

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




Duty Collection Duty-Free Imports

) _ In 1991, the year before ATPA became operative,
Table 2-3 shows that the dutiable portion of U.S. jp5ut 54 percent of all U.S. imports from ATPA

imports from ATPA countries increased in 1995; this g ntries entered free of ddg. The portion that
share was 41.1 percent, compared with 36.2 percent ingntered free of duty rose to 63.8 percent in 1994, but
1994. Dutiable imports from ATPA countries rose by declined to 58.9 percent in 1995 (table 2-4), largely

34.7 percent in 1995, significantly higher than the pecause of an increase in dutiable imports like
9.4-percent increase in duty-free imports from ATPA petroleum oils, as discussed above.

countries during that same y&ar.Meanwhile, U.S.
tariff revenues from imports from ATPA countries,

indicated by “calculated duties,” increased marginally (1) unconditionally free under MFN or column
to $86.3 million, while the average MFN rate of duty 1-general tariff rates (39.3 percent of total imports);

declined from approximately 4.0 p%&m valorem oy conditionally free under ATPA (13.1 percent): (3)
In 1994 to just over 3.0 percent in 1995. conditionally free under the GSP (3.3 percent); (4)

. conditionally free under chapter 98 of the HTS, i.e.
These trends reflect two new developments during nger production-sharing provisions (2.5 percent); or

1995_. First, the U.S. GSP program expired on (5) under other provisions (0.7 percent).
midnight, July 31, 1995, and products entered from

August 1 through December 31, 1995 claiming GSP 'thPAf pI‘OVISItC)nS ]f"r; ghe secogd—ltiadwf]tg V&T:'CNIG
tariff treatment were subject to ordinary MFN duties or duly-iree entry of Andean products after )

unless other preferential treatment was claifed. Since entering into force, ATPA has gained in

: . . ; importance. For example, in 1993, the value of
Second, there was a sharp increase in dutiable imports . .

A, Andean MFN duty-free entries was more than five
(not eligible for duty-free entry under any U.S.

- - . . i h f ATPA -f ies;i
provisions) in 1995 due to an increase in imports of times that o duty-free entridd;in 1994, MFN

. duty-free entries were nearly four times the value of
relatively low-duty petroleum products (table 2-2). ATPA duty-free entries; in 1995, MFN duty-free

The resulting shift in the composition of dutiable U.S. o ies were just three times the value of ATPA
imports from the region away from higher duty items duty-free entries (table 2-4).

led to a decline in average duties collected in 1995
compared with 1994.

Imports from the Andean region in 1995 entered
free of duty under one of the following provisions:

Another trend that continued into 1995 was the
decline in imports that entered duty-free under GSP.

9 Data on duty-free imports from ATPA countries GSP imports declined by 24.3 percent from 1993 to
during the period 1994-95 are shown in table 2-4. 1994, from $448 million to $339 million; this decline
steepened to 32.8 percent from 1994 to 1995,
accelerated by the August 1 through December 31,

10 The average rate of duty was 4.1 percat
valoremin 1991, the year before ATPA was implemented.

USITC, ATPA, First Report, 199%. 8. 12 Data for years prior to 1994 can be found in

11 The GSP program is discussed in more detail in USITC, ATPA, First Report, 1993able 2-1, p. 26.
ch. 1. 13 Ibid.

Table 2-3
U.S. imports for consumption from ATPA countries: Dutiable value, calculated duties, and average
duty, 1994-95

Item 1994 1995

Dutiable imports (1,000 dollars)L .. ...... ... ... .. ... ... ... ... ... 2,126,059 2,863,078
Dutiable as a share of total imports (percent) ....................... 36.2 41.1
Calculated duties (1,000 dollars)L . ........ ... ... . ..., 85,467 86,325
Average duty (Dercent)? ... ... ... ... .. 4.02 3.01

1 Dutiable value and calculated duty exclude the U.S. content entering under HTS heading 9802.00.80 and
subheading 9802.00.60 and misreported imports. Data based on product eligibility corresponding to each year.
2 Average duty = (calculated duty/dutiable value) * 100.

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

U.S. imports for consumption from Bolivia, Colombia, Ecuador, and Peru, by duty treatment,

1994-95
ATPA Share of
Description Bolivia Colombia Ecuador Peru total ATPA total
1,000 dollars, customs value Percent
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-free value? ... ...... 244,948 1,820,294 1,118,452 569,753 3,753,446 63.8
MENS3 .. ... ... .. 115,185 1,070,386 1,007,929 270,876 2,464,376 41.9
ATPA% ... 91,156 392,007 72,803 107,420 663,386 11.3
GSP5 ... ... 37,418 88,754 37,267 176,012 339,451 5.8
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
1995:
Total imports ............. 256,795 3,807,348 1,939,218 965,370 6,968,729 100.0
Dutiable valuel ........... 18,974 1,716,998 766,565 360,541 2,863,078 41.1
ATPA reduced duty .. ... 1,317 21,715 138 6 23,176 0.3
Duty-free value2 ... ...... 237,821 2,090,350 1,172,653 604,829 4,105,653 58.9
MFENS .. ... ......... 137,083 1,330,470 1,000,602 273,575 2,741,730 39.3
ATPA* ... 82,783 477,546 147,721 207,563 915,613 13.1
GSP5 ... ... 15,470 75,737 23,125 113,908 228,240 3.3
Production sharing® . . . .. 2,106 169,028 907 185 172,226 2.5
Other duty free” ........ 379 37,569 298 9,598 47,844 0.7

1 Dutiable value excludes the U.S. content entering under HTS heading 9802.00.80 and subheading 9802.00.60

and misreported imports.
2 Calculated as total imports less dutiable value.

3 Value of imports that have a col. 1-general duty rate of free.
4 Reduced by the value of MFN duty-free imports and ineligible items that were misreported as entering under

ATPA.

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

GSP.
6 HTS heading 9802.00.80 and subheading 9802.00.60.
returned U.S.-origin products or components.

Refers to the value of nondutiable exported and

7 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.

1995 program lapse, with GSP imports falling to
$228 million14

Imports Under ATPA

U.S. imports afforded duty-free entry under ATPA
rose by 38.0 percent over 1994, up from $663 million
(11.3 percent of total imports from the ATPA
countries) to $916 million in 1995 (13.1 percent of the
total) (table 2-4}> (The spectacular 72.7-percent
increase in ATPA duty-free imports recorded from

1993 to 1994 occurred largely because Ecuador and

Peru were added to the list of designated ATPA

14 The U.S. GSP program is discussed in greater
detail in ch. 1.

15 Some of these imports also were eligible for GSP
and could have entered duty-free under that program.
Imports that benefited exclusively under ATPA are
discussed in ch. 3.

beneficiaries during 1993.) The strong increase in
ATPA duty-free imports during 1995 was in part due
to the expiration of the GSP program. With GSP
preferential tariffs unavailable from August 1

through December 31, 1995, a number of Andean
products that formerly entered under GSP were
entered under ATPA to maintain duty-free entry.
Less than 1 percent of imports entered under ATPA
reduced duty rates in 1995, little change from 1994
(table 2-4Y16 Imports by statute excluded from

ATPA totaled $2.9 billion in 199%7

16 Products entered at the reduced rates were
handbags, luggage, flat goods, work gloves, and leather
wearing apparel. The ATPA staged 20-percent duty
reduction for these products is discussed in greater detail
in ch. 1.

17 That statute, discussed in more detail in ch. 1,
excludes most textiles and apparel, certain footwear,
canned tuna, petroleum and petroleum products, certain
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ATPA Utilization Ratio under provisions other than ATPA—for example,

under GSP—or paid MFN duti@8)
The ATPA utilization ratio provides a quantitative All but three of the items listed in table 2-6 also

benchmark to assess the extent to which ATPA hasranked among the leading ATPA imports in 1894.

beer;] used (tz?(b(lje 2'?' This indicator i?j calgula:c;jp ,, The three exceptions are raw sugar used to produce
?s the ratio of duty-free imports entered under Al polyhydric alcohols (HTS subheading 1701.11.20)
to the ATPA-eligible portion of total |mp0r§s (that is, supplied primarily by Colombia, unrefined copper
imports - not excluded from ATPA benefits or not (HTS subheading 7402.00.00) supplied entirely by
already eligible for MFN duty-free entry). For 1995, Peru, and articles of wood (HTS subheading

the ATPA utilization ratio was 69.6 percent. This 4421.90.98), supplied primarily by Ecuadér.
relatively higher utilization ratio reflects in part the

higher level of imports entered under ATPA due to the  Colombia significantly expanded sugar production
expiration of the U.S. GSP program. during 1995 and its exports benefited from an

increased U.S. sugar import quota. Approximately 18

percent of Colombia’s sugar exports were shipped to

. the United States in 1995; one-fifth of that amount
Leadmg ltems entered under the U.S. sugar quota, and the rest was

Table 2-6 shows the leading 20 items entered imported for refining and re_—expoﬁ. Mosp raw sugar
under ATPA provisions in 1994 and 1995. These used to produce polyhydric alcohols is re-exported
items are ranked in terms of their 1995 import either as refined sugar or in sugar-containing products.
valuel®and show the principal ATPA supplier of each Ecuador, a traditional supplier of a wide_ variety of
product in that year. Also indicated for each item is Wood products to the United Sta‘?ésexperler!ced a
the share of imports entered under ATPA provisions SUrge in exports globally during 1995 due to increased

relative to total (dutiable and duty-free) imports of the 20 Even though all of the items listed in table 2-6

item from all ATPA beneficiaries. All of the imports \yere eligible for ATPA tariff preferences, a certain portion

of one item listed, cellular plastic plates and sheets of each HTS subheading may have paid full MFN duties
with manmade textile components (HTS subheading for a variety of reasons, including, for example,

3921.12.11), entered under ATPA provisions; for five insufficient documentation to qualify for ATPA or GSP
other items, in excess of 99 percent of imports enteredtariff preferences.
under ATPA provisions. (A share of less than 100 21 For 1994 data, see USIT@TPA, Second Report

percent indicates that a portion of the imports entered 1994, table 2-8, p. 12.
22 Apalysis of share provided by each country derived

17_Continued from data presented in table 2-8.
sugar, and rum. More than 80 percent of these excluded 23 U.S. Department of State telegram, “Semi-Annual
items, in terms of import value, are petroleum and Sugar Report,” message reference No. 14089, prepared by
petroleum products. U.S. Embassy, Bogota, Oct. 19, 1995.

18 As calculated, the ATPA utilization ratio also 24 | eading U.S. imports from Ecuador during 1990-93

includes those items that switched from GSP to ATPA and are shown in USITCATPA, First Report, 1993able B-7,
do not necessarily represent increased duty-free access to p. B-10. Items listed include articles of wood (HTS

the U.S. market. subheading 4421.90.95), plywood (HTS subheading
19 Total U.S. imports from ATPA countries of a 4412.11.20 and HTS subheading 4412.29.40), and

number of these products are listed in table 2-2. nonconiferous woods (HTS subheading 4407.99.00).

Table 2-5

U.S. imports for consumption: ATPA eligibility and utilization, 1994-95

Item 1994 1995

Eligible duty-free under ATPA (1,000 dollars)t ...................... 1,198,576 1,315,691

Duty-free under ATPA (1,000 dollars)? ................c..c.cccouve.... 663,386 915,613

ATPA utilization ratio (percent)® . ... ..., 55.3 69.6

1 Calculated as total imports from ATPA countries (table 2-4) minus imports not eligible for ATPA duty-free entry
minus MFN duty-free imports (table 2-4).

2 From table 2-4.

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

Source: Calculated from official statistics of the U.S. Department of Commerce.
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demand®® Peru, a traditional supplier of copper to million in 1995. Total imports in this category, all of
the United State® significantly expanded copper which were eligible for duty-free entry under either
exports globally in 1995 as world copper prices ATPA or GSP, were up from $84 million in 1994 to
rose2’  Copper is eligible for either GSP or ATPA $128 million in 1995 (table 2-2). The surge in ATPA
duty-free entry, but traditionally entered under GSP; imports in this category (not all categories of jewelry
when GSP lapsed, these entries from Peru enteredexperienced similar trends, as the data in table 2-6
under ATPA, causing copper to appear on the list of show) may be attributable both to the more general
ATPA imports for the first time. increase in imports in this category as well as to

Apart from the appearance of raw sugar, articles imports entered under ATPA rather than GSP.

of wood, and copper on the list in table 2-6, as  Imports of tuna not in cans under ATPA

described above, few trends changed between 1994provisions more than doubled to $36 million in 1995;
and 1995 in the composition of leading imports under total imports in this category rose from $25 million in

ATPA provisions. The Andean fresh cut flower sector, 1994 to $56 million in 1995 (table 2-2). Tuna is not
centered predominantly in Colombia, continued to be €ligible for GSP. Thus, the increase in tuna imports
the principal beneficiary of ATPA. Nearly 40 percent was not attributable to the loss of GSP tariff
of total imports entering under ATPA provisions were preferences, but to significantly higher import value
accounted for by four categories of cut flowers, the primarily from Ecuador, the largest Andean supplier
combined imports of which amounted to $371 of tuna?®

million—(1) chrysanthemums, standard carnations,

anthuriums, and orchids (HTS subheading

0603.10.70); (2) fresh cut roses (HTS subheading ATPA |mp0I’tS by Country

0603.10.60); (3) flowers ar_ld flower buds suitable for Colombia is the leading supplier of imports from
bouquets (HTS subheading 0603.10.80); and (4)the Andean region in terms of both overall U.S.

miniature  (spray) carnations (HTS subheading jmports and entries under ATPA (table 2-7). Ecuador

0603.10.30). Even though their combined import js the second-largest overall U.S. supplier among the
value rose by 25 percent in 1995, the share of theseangean countries, reflecting its relatively large

cut flowers as a portion of all ATPA entries was shipments of items not eligible for ATPA tariff
smaller in 1995 than it was in 1994 (44 percent), or in preferences (especially petroleum products); however,
1993 (60 percent). This decline in the relative share gcyador ranks only third as a supplier of entries under
of cut flowers reflects even more rapid growth of ATpa pehind Peru. While the United States imported
other categories of ATPA-eligible products—namely i, total more than twice as much from Ecuador than it
certain jewelry articles and tuna and skipjack not in gig from Peru in 1995, the value of ATPA entries
airtight containers (HTS subheading 1604.14.40) ghipped from Peru were nearly 1.5 times greater than
(hereafter tuna not in cans). that shipped from Ecuadéf. ATPA entries shipped
Imports of rope and chain for jewelry of precious from both countries doubled from 1994 to 1995—far

metal other than silver (HTS subheading 7113.19.10) outpacing the rate of increase of total imports from
(hereafter rope and chain for jewelry) entered under €ither country. Bolivia is the smallest regional
ATPA provisions grew by more than threefold to $102 supplier, with ATPA entries from that country
declining marginally during 1995. Based on available
25 U.S. Department of State telegram, “Ecuador 1995 trade data, trade patterns present little evidence

Experiences Boom in Exports, But Faces Growing Import that ATPA countries engage to any significant degree
Bill,” message reference No. 06230, prepared by U.S.

Embassy, Quito, Oct. 4, 1995. 28 Total U.S. imports of rope and chain for jewelry

26 | eading U.S. imports from Peru during 1990-93 from ATPA countries increased from $84 million in 1994
are shown in USITCATPA, First Report, 1993able B-8, to $128 million in 1995 (table 2-2). Import trends are
p. B-12. Items listed include unrefined copper, cathodes discussed in more detail in ch. 3.
of refined copper (HTS subheading 7403.11.00), bars and 29 U.S. Department of State telegram, “Ecuador
rods of refined copper (HTS subheading 7407.10.50), and Experiences Boom in Exports, But Faces Growing Import
articles of refined copper (HTS subheading 7403.19.00).  Bill,” message reference No. 06230, prepared by U.S.

27 U.S. Department of State telegram, “Peru’s Balance Embassy, Quito, Oct. 4, 1995.

of Payments Worsened in 1995 But Outlook Improves for 30 Reasons for Ecuador’s relative lack of success in
1996,” message reference No. 04565, prepared by U.S.  fully utilizing ATPA tariff preferences are examined in
Embassy, Lima, May 26, 1996. ch. 4.
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Table 2-6

Leading U.S. imports for consumption entered under ATPA provisions, 1994-95

1994 1995
Entries  Share Entries Share
HTS under oftotal under oftotal Leading
subheading Description ATPA 1 imports 2 ATPAl imports 2 supplier 3
1,000 Percent 1,000 Percent
dollars* dollars*
0603.10.70  Chrysanthemums, standard carnations,
anthuriums andorchids ................... 121,036 99.9 147,875 99.9 Colombia
0603.10.60 Roses, freshcut ......................... 105,475 99.5 126,897 99.2 Colombia
7113.19.10 Rope and chain for jewelry, of precious
metal exceptsilver .................... 29,036 34.6 101,574 79.4 Peru
0603.10.80 Cut flowers and flower buds suitable for
bouquets, not elsewhere specified. . ...... 45,187 98.8 64,388 99.6 Colombia
7113.19.50 Jewelry and parts of precious metal
except silver, except necklaces
andclasps ............. it 85,205 82.6 46,810 81.3 Bolivia
1604.14.40 Tuna and skipjack, not in airtight containers. . 13,802 53.9 36,524 65.0 Ecuador
0603.10.30  Miniature (spray) carnations, freshcut ...... 24,391 97.4 32,360 99.9 Colombia
1701.11.10 Raw sugar not containing added flavoring
orcolor ...... ... .. ® ® 31,860 55.2 Peru
3921.12.11  Cellular plastic plates and sheets with
manmade textile components, over
70% by weight of polymers of vinyl
chloride ........ ... ... i i 28,260 100.0 29,967 100.0 Colombia
1701.11.20 Raw sugar used to produce polyhydric
alcohols ... Q) ® 21,073 57.2 Colombia
0302.69.40  Fresh or chilled fish, including sable, ocean
perch, snapper, grouper, and monkfish 17,055 79.6 19,174 90.9 Ecuador
7113.19.21  Gold rope necklaces and neck chains ...... 9,351 32.2 13,966 51.6 Peru
7402.00.00 Unrefined copper; copper anodes . ......... 7 Q) 13,395 53.1 Peru
7801.10.00 Refined lead, unwrought .................. 12,114 84.0 12,982 88.8 Peru
0709.20.90 Asparagus, fresh or chilled, not reduced
in size, not entered Sept. 15-Nov. 15 ..... 8,760 99.9 12,868 99.7 Peru
7403.11.00 Cathodes and sections of cathodes of
refined copper ......... ... ... ... ..., 8,239 27.9 11,995 45.0 Peru
7113.19.29  Gold necklaces and neck chains, other than
ropeormixedlink ...................... 10,493 89.0 10,926 96.2 Bolivia
4421.90.98 Articles of wood, including pencil slats
andothers .......... ... ... . .. . . . 0 0.0 10,682 96.6 Ecuador
4202.91.008 Leather golf bags, travel bags, sports bags,
AN CASES .o vvi ittt 6,093 73.0 9,272 89.4 Colombia
4202.11.008 Leather trunks, suitcases, vanity cases,
and briefcases .......... ... .. ... ... 9,431 76.8 9,097 82.4 Colombia
Total of aboveitems .................... 533,928 9.0 763,686 10.9
Total, all items entered under ATPA
ProvisSioNS ........... i 683,817 11.6 938,789 13.4

1 value of imports entered under ATPA provisions from all ATPA beneficiaries.
2 Value of imports entered under ATPA provisions as a percent of total imports of this item from all ATPA
beneficiaries. A share of 100.0 percent indicates that all of the imports of an item entered under ATPA provisions. As

indicated in the text, a portion of some items may have entered under other provisions.
3 Indicates leading ATPA source based on total U.S. imports for consumption during 1995.

4 Customs value.
5 Prior to Jan. 1, 1995, reported under statistical annotations under HTS subheading 1701.11.01.
6 Prior to Jan. 1, 1995, reported under statistical annotations under HTS subheading 1701.11.02.
7 Eligible for duty-free entry under ATPA, but entered under GSP provisions during 1994,
8 Subject to the ATPA staged 20-percent reduced duty provision.

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

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-7 Peru supplied 22.1 percent of U.S. imports entered

U.S. imports for consumption from ATPA under ATPA provisions in 1995 (versus 15.7 percent
countries, total imports, and entries under in 1994) and was the leading or sole supplier of 7 of
ATPA ranked by country, 1994-95 the top 20 items shown in table 2-6. Imports were

concentrated in jewelry items and metals and minerals

(1,000 dollars, customs value) (table 2-8). Rope and chain for jewelry was by far the

Source 1994 1995 largest category of items entered under ATPA from
Ranked by total imports: Peru in b_oth 1994 and 1995, Wi.'[h imports .increasing
Colombia . . . ... ... 3132398 3,807,348 threefold in value during the penéé. In addition to

Ecuador ... ........ 1,709,790 1,939,218 being the sole supplier of unrefined copper entered
Peru .............. 779,945 965,370 under ATPA, Peru also was the sole supplier of
Bolivia ............ 257,373 256,795 refined unwrought lead and copper cathodes. Peru

also was the primary supplier of fresh or chilled

Total ............ 5,879,505 6,968,729 -
o asparagus entered under ATPA provisions.

Ranked by imports entered

under ATPA provisions: Ecuador accounted for 15.7 percent of imports

Colombia . . . .. ... .. 411,642 499,261 entered under ATPA provisions in 1995 (versus 10.6
Pery ..o 107,430 207,568 percent in 1994) and was the leading supplier of 3 of
Ecuador ........... 72,905 147,859 the top 20 import items shown in table 2-6—tuna not
Bolivia ............ 91,840 84,099 in cans, fresh or chilled fish, and articles of wood.

Imports from Ecuador comprised primarily fish and

Total ............ 17 7
ota 683.8 938,789 flower products (table 2-8). Imports of fresh cut roses,

Note.—Data may not add to the totals shown because the leading import in 1994, nearly doubled in value in
of rounding. ATPA imports include both ATPA duty-free 199534 nonetheless, a more than threefold increase in
gems a(;‘d items subject to the ATPA staged 20-percent imports of tuna propelled that item to become the

uty reduction. leading ATPA import from Ecuador in 1995. New to
Source: Compiled from official statistics of the U.S. the list of leading imports from Ecuador in 1995 was
Department of Commerce. fruit juices (HTS subheading 2009.80.60).
in pr'odulction sharing with ~ Caribbean  Basin Bolivia supplied 8.9 percent of the items entered
countries? under ATPA provisions during 1995 (versus 13.4

Table 2-8 shows the 1995 value of items entered percent in 1994). ATPA entries from that country
under ATPA provisions from each of the Andean declined from $92 million in 1994 to $84 million in
countries in 1995. Colombia was the leading or sole 1995, mirroring Bolivia's somewhat slower economic
supplier of 8 of the top 20 items listed in table 2-6, growth and reduced level of overall exports. Bolivia
including several flower products. Altogether, was the leading supplier of 2 of the top 20 items
Colombia supplied 53.2 percent of ATPA entries in shown in table 2-6—jewelry and parts of precious
1995, down from its 60.2-percent share of the total in metal except silver and gold necklaces and neck
1994 in large part due to sharply higher shipments chains. Imports of the first category declined by 54
from Peru and Ecuador. The list of leading imports percent while the second category declined marginally
entered under ATPA from Colombia in 1995 shown in during 1995. Imports of rope and chain for jewelry,

table 2-8 is identical to the list of items in 15%4. the leading ATPA import from Bolivia, increased
AT : o ) nearly fourfold. As in prior years, jewelry products
Such production sharing is provided under 19 again accounted for the majority of ATPA duty-free

U.S.C. 3203(a); that provision is discussed in ch. 1. For

a discussion of the methodological approach used and the entries from Bolivia (table 2-8f

data difficulties encountered in this type of analysis, see 33 |bid
USITC, ATPA, Second Report, 199%p. 15-16. 34 '

32 For 1994 data, see USIT@TPA, Second Report, Ibid.
1994, table 2-10, p. 14 and table 2-11, p. 15. 35 |bid.
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Table 2-8
Leading U.S. imports for consumption entered under ATPA provisions, by countries, 1995

Share of
Entries country’s
under ATPA
Source HTS No. Description ATPA entries
1,000 dollars®  Percent
Bolivia .... 7113.19.10 ..... Rope and chain for jewelry, of precious metal
exceptsilver ........ .. 34,620 41.2
7113.19.50 Jewelry and parts of precious metal except silver,
except necklaces andclasps. ...................... 33,741 40.1
7113.19.29 Gold necklaces and neck chains, other than rope or
mixed liNK . . ... 6,496 7.7
Total of aboveitems ......... ... . ... ... 74,857 89.0
Colombia .. 0603.10.70 ..... Chrysanthemums, standard carnations, anthuriums
andorchids . ........ .. 145,985 29.2
0603.10.60 Roses, freshcut ........ ... . 99,533 19.9
0603.10.80 Cut flowers and flower buds suitable for bouquets,
not elsewhere specified. .......................... 44,262 8.9
0603.10.30 Miniature (spray) carnations, freshcut ................ 31,304 6.3
3921.12.11 Cellular plastic plates and sheets with manmade
textile components over 70% by weight of
polymers of vinyl chloride ......................... 29,967 6.0
1701.11.20 Raw sugar used to produce polyhydric alcohols ........ 20,995 4.2
4202.11.002 Leather trunks, suitcases, vanity cases, and
briefcases ........ .. 9,004 1.8
Total of aboveitems ........... ... .. 381,050 76.3
Ecuador ... 1604.14.40 ..... Tuna and skipjack, not in airtight containers ........... 35,672 24.1
0603.10.60 Roses, freshcut .......... ... i, 27,084 18.3
0603.10.80 Cut flowers and flower buds suitable for bouquets,
not elsewhere specified. ............... ... ... .... 19,531 13.2
0302.69.40 Fresh or chilled fish, including sable, ocean perch,
snapper, grouper, and monkfish .................... 16,373 11.1
4421.90.98 Articles of wood, including pencil slats and others ...... 10,677 7.2
2009.80.60 Fruit juices including cherry, berry, and others,
unfermented .......... .. ... 3,291 2.2
Total of aboveitems ........... ... .. 112,628 76.1
Peru...... 7113.19.10 ..... Rope and chain for jewelry, of precious metal
exceptsilver ... .. 66,953 32.2
1701.11.10 Raw sugar not containing added flavoring or color ... ... 20,119 9.7
7113.19.21 Gold rope necklaces and neck chains ................ 13,803 6.6
7402.00.00 Unrefined copper; copperanodes .................... 13,395 6.5
7801.10.00 Refined lead, unwrought ............................ 12,982 6.2
7403.11.00 Cathodes and sections of cathodes of refined
COPPE ottt 11,995 5.8
7113.19.50 Jewelry and parts of precious metal except silver,
except necklacesandclasps ...................... 10,940 5.3
0709.20.90 Asparagus, fresh or chilled, not entered
Sept. 15-NOV. 15 . ..o 10,623 5.1
Total of aboveitems ........... ..., 160,810 77.4

1 Customs value.
2 Indicated articles are subject to the ATPA staged 20-percent duty reduction.

Note.—For each country, leading items are listed to total at least 75 percent of total entries under ATPA from that
country.

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

Source: Compiled from official statistics of the U.S. Department of Commerce.
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CHAPTER 3
Impact of ATPA on the
United States in 1995

This chapter examines the impact of ATPA on the chrysanthemums et al) (HTS subheading
U.S. economy and presents estimates of its effects or0603.10.70); fresh cut roses (HTS subheading
U.S. consumers, industries, and tariff revenues. The0603.10.60% fresh or chilled asparagus not entered
leading import commodities that benefited exclusively from September 15 through November 15 (hereafter
from ATPA in 1995 are identified, and the impact of fresh or chilled asparagus) (HTS subheading
duty reductions analyzed. The maximum potential 0709.20.90); and rope and chain for jewelry, of
welfare effects of ATPA on the U.S. economy are precious metal except silver (hereafter rope and
estimated based on changes in consumer surplus anghain for jewelry) (HTS subheading 7113.19.10).
the tariff revenue collected by the Government. The oever, the magnitude of the impact of ATPA,
impact of ATPA on particular U.S. industries iS \hether measured in terms of welfare changes or
determined by measuring the maximum amount of p, yhe share of U.S. production potentially displaced,
domestic production potentially displaced by imports was relatively small for nearly all of the products

benefiting from A-I-_PA' ) o formally examined. This is not an unexpected result
As the analysis described below indicates, basedgjnce ‘a5 indicated in chapter 2, total U.S. imports
on “upper bﬁundu S("e'.’ dmax[mum poterrltllall eﬁectz) from the four Andean countries continue to represent
estimates, the U.S. industries most likely to be , oo portion (0.9 percent in 1995) of total U.S.

affectgd by ATPA in 1995 were those producing the imports. Articles entered under ATPA tariff
I:c;”r?lve\ll'lir(])gns prgﬂtﬁ'ﬁumghrysairéthegnrlémzé S(Lagrigz‘?er preferences, valued at $939 million in 1995, make
' ’ up just 13.5 percent of total imports from the ATPA

1 Unless otherwise stated, the word “product” used for countries (table 3-1).
analyzing welfare and displacement effects in this section

means a group of products classifiable under an 8-digit 2 During 1994-95, fresh cut roses (HTS subheading
HTS subheading. 0603.10.60) from Colombia and Ecuador, allegedly sold at
Table 3-1

Total imports from ATPA beneficiaries, imports entered under ATPA provisions, and imports that
benefited exclusively from ATPA provisions, 1993-95

Item 19931 1994 1995
Total imports from ATPA beneficiaries:

Value (million dollars?) .. ......... . ..., 5,282 5,880 6,969
Imports entered under ATPA provisions:3

Value (million dollars?) . ........ ... ... . . ... 401 684 939

Percentoftotal ............. . i 7.6 11.6 13.5
Imports that benefited exclusively from ATPA provisions:4

Value (million dollars?) . .... .. ... .. ... . c..ciiiiiiiiiiiiii... 249 288 699

Percent of total imports from ATPA beneficiaries . ............... 4.7 4.9 10.0

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

2 Customs value.

3 Includes articles entered duty-free under ATPA provisions and under ATPA staged 20-percent duty reduction
(table 2-4). Those provisions are discussed in ch. 1.

4 As defined in text below.
Source: Estimated by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department

of Commerce.
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I eligible for GSP during this period entered the
PrOdUCtS That Beneflted United States under ATPA. Hence, the effects of

EXCIUSively From duty-free entry of these otherwise GSP-eligible
ATPA in 1995 products are attributed to ATPA for the period of
August 1 through December 31, 1995. This results

in the estimated effects of ATPA being greater than

The analysis in this chapter focuses on only those :
imports that benefited exclusively from ATPA in :jhuer)i/nwotzl:t bée?izg theTGhiSsPirF])é?ugsriiT (k;?e;h(;?\?vrizgve
1995. These imports are defined as products that are 9 P '

eligible for ATPA tariff preferences only, and are not Cor -€ligible products in the ATPA program during
eligible under any other U.S. preference program suchth€ period of August 1 through December 31, 1995,
as GSP (except as described below). Moreover, alsgcontributed to a significant increase in imports that
included in this category are products for which the benefited exclusively from ATPA between 1994 and
exporting country has lost its GSP eligibility—such as 1995—helping to push up the import value of
imports that exceeded GSP competitive need limits products that benefited exclusively from ATPA by
and thus were eligible for duty-free entry only under 143 percent, from $288 million in 1994 to $699
ATPA3 million in 1995 (table 3-1J.

As discussed earlier, the U.S. GSP program was
not operative from August 1 through December 31,
19954  Consequently, articles eligible for GSP
duty-free entry were subject to ordinary MFN duties
during that period unless another valid preferential
tariff benefit, such as ATPA, was claimed and
accorded. The analysis used in this report implicitly
assumes that importers did not expect the GSP
program to be reinstated or for the duties to be
refunded and, therefore, that products otherwise

5 The size of the overstatement depends on the extent
to which importersexpectedthe GSP program to be
reinstated and duties paid to be refunded. Because the
duration of the lapse of the GSP program was uncertain,
importers were unlikely to accurately predict when these
events would occur. Therefore, any attempt to estimate
the magnitude of the overstatement in this analysis due to
the lapse in GSP would require knowledge of the
expectations of importers. An appropriate estimate would
include survey responses pertaining to the expectation by

2__Continued
less than fair value (LTFV), were the subject of
antidumping investigations in the United States. The
LTFV rose imports considered in those investigations

accounted for 30 percent of the total U.S. rose imports ~ importersprior to the reinstatement of the GSP program
from each of these countries (estimated by USITC staff ~ and allowance of a refund; currently, such a survey is
from official statistics of the U.S. Department of impossible.

Commerce). The Commission determined negatively for
those dumping investigations (i.e., found no serious injury
or threat of injury to U.S. producers); consequently, no

The alternative approach would have excluded from
this analysis items that were eligible for GSP that entered
dumping duties on fresh cut roses were imposed by the from_ AUQ' 1 through Dec. 3_1' However, that approach
U.S. Department of Commerce. For additional implicitly assumes that the importers of record fully
information, see USITCEresh Cut Roses From Colombia  €Xpected the refund of duties, and knew beforehand the

and Ecuador, Investigation Nos. 731-TA-684 and 685 duration of the GSP lapse—thus leading to an

(Final), USITC publication 2862, March 1995. The understatement of the effects of ATPA. The staff used the

designation “fresh cut roses” in the present study refers to approach that overstates the estimates, in line with the

all rose imports from the Andean countries. approach to analysis in this chapter, which seeks to obtain
3 For example, chrysanthemums et al. (HTS the maximum potential effects of the ATPA on the U.S.

subheading 0603.10.70) and certain copper stranded wire €conomy.

(HTS subheading 7413.00.10) qualified as GSP-eligible 6 Based on a USITC staff analysis of ATPA and GSP

items and normally would be excluded from the analysis
in this chapter. However, imports of chrysanthemums et
al. from Colombia and copper stranded wire from Peru
exceeded the GSP competitive need limits and therefore
were not eligible for GSP duty-free tariff treatment

eligibility status of imports from the ATPA countries
entered under either program during 1995. This analysis
determined the goods listed in the lower portion of tables
3-2, 3-3, and 3-4.

pursuant to general note 4(d) to the HTS; thus, such 7 Because of the above assumptions about GSP, the
imports are included in the analysis. findings derived from the analysis in this report are not

4 The GSP program is discussed in more detail in strictly comparable to the findings from previous reports
ch. 1. in this series, despite the similar analytical approach used.

18



Welfare and Displacement in domestic production is determined based on the

change in demand for competing domestic

Effects of ATPA on U.S. productst3

|ndUStrieS and Consumers Two assumptions have been made that tend to
. produce “upper bound,” or maximum potential
N :|_9953 estimates of the welfare and potential displacement
effects. The first assumption is that the
substitutability between ATPA products and
Analytical Approach competing U.S. products is high. This is reflected in

the use of high elasticities of substitution (that is,
A computable partial equilibrium model was used equal to 5) in the analysl4. The second assumption
to estimate the welfare effects of ATPA on the U.S. s that production in each market faces no capacity
economy?  This analysi¥® includes three different constraints over the relevant range, that is, that the
markets—namely, the markets for ATPA imports, supply curves in all of the markets are perfectly
competing U.S. domestic products, and competing elastic (horizontal). The purpose of employing these
imports  from non-ATPA countries. ~ ATPA tariff assumptions is to ensure that the items that could be
preferences lead to a decrease in the price of affectednost affected by ATPA are included in measuring the
imports from ATPA countries, an increase in affected welfare and displacement effects.  Appendix B
imports from these countries, and a decrease inpresents a more detailed explanation of the model and
demand for substitute products produced both in the accompanying assumptions.

United State d in non-ATPA countries. . L
nite ates andin countries The analysis is conducted on the 25 leading items

The maximum potential impact of ATPA on U.S. that benefited exclusively from ATPA in 1995. Using
the welfare effects of a duty reductién in the  maximum potential welfare and U.S. industry

market for ATPA imports and the potential gisplacement effects are made, and the characteristics
displacement of production of competing domestic of only those U.S. industries with an

products. Net welfare effects are measured by adding
two components: (1) the gain in consumer surplus and  12—Continued
(2) the decrease in tariff revenues collected by the the total net gain (loss) to U.S. consumers from lower

Government2 The maximum potential displacement (higher) prices. Likewise, the change in producer surplus
as a result of a price change measures the total net loss

8 Summaries of comments by U.S. industries and (gain) to competing domestic producers from lower
others on the effects of ATPA appear in Appendix A. (higher) prices. See Walter Nicholsdvlicroeconomic

9 See appendix B for a description of this Theory: Basic Principles and Extensiofiéew York: The
methodology. Dryden Press, 1989), for additional information. To

10 The views of Commissioners Bragg and Newquist produce maximum potential welfare and displacement

on economic modeling are summarized in footnote 6 of estimates, the ana_IyS|s used in this report does_not
ch. 1 consider changes in producer surplus because it assumes

that the production in each market faces no constraints in
meeting demand over the relevant range—that is, the
supply of U.S. domestic production is assumed to be
> . perfectly elastic (the supply curves in all of the markets
Ejeedslé(rjltk')%r:j 'ir:]m:g"dggﬁlmta()f t:r?ds(ug)' The method is are horizontal) and, consequently, U.S. domestic prices are
12 . PP ) assumed not to fall in response to ATPA imports. To the
+ Typically, net welfare effects are measured by extent that the supply curve is less than perfectly elastic,
adding three components: (1) the gain in consumer the estimated net welfare effects for this analysis tend to
surplus, (2) the decrease in tariff revenues collected by the e higher because the loss in producer surplus is omitted.
Government, and (3) the loss in producer surplus. 13 These meas . )
ures do not include short-run

Welfare effects include changes in consumer surplus and di h d h I . f
producer surplus that result from price changes. adjustment costs that are due to the reallocation o

11 Although the term “duty reduction” is used, the
methodology employed in the analysis for this report
applies equally to a duty elimination (which is a duty

Conceptually, consumer surplus is defined as the resources between different industries.

“difference between the total value consumers receive 14 For some of the items included in this analysis, the
from the consumption of a particular good and the total actual degree of substitutability observed in the market
amount they pay for the good.” Producer surplus is may be quite different. Indeed, subsequent industry

conceptually defined as the return to entrepreneurs and  analysis revealed that the elasticity of substitution is
owners of capital over and above what they would have relatively low for rope and chain for jewelry. For further
earned in their next-best opportunities. So the change in information, see the discussion of rope and chain for
consumer surplus as a result of a price change measures jewelry below.
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estimated potential displacement effect equal to or1701.11.10). The two leading items—chrysan-
greater than 5 percent are examined. themums et al. and fresh cut roses, both supplied
primarily by Colombia—also ranked first and second
in 1994. Rope and chain for jewelry and raw sugar
not containing added flavoring or color, ranked third
ltems Analyzed and fifth, respectively, are eligible for duty-free entry
Although a large number of products are eligible under GSP from all ATPA countries, and appear on
for duty-free entry or the staged 20-percent reducedthe list of imports that bengflted exclusively from
duty under ATPA provisions, a relatively small group ATPA only because GSP expired.
of products accounts for most of the imports that The magnitude of imports that benefited
benefit exclusively from ATPA. Table 3-2 presents exclusively from ATPA relative to U.S. apparent
the 25 leading items that benefited exclusively from consumption in 1995 is indicated in table 3-3. Two
ATPA in 1995 by their c.i.f. import valués, and items exceeded 50 percent of U.S. apparent
ranked by their 1995 value of impot&. The upper consumption in 1995—chrysanthemums et al. (72.7
portion of the table shows imports that benefited percent), and fresh cut roses (50.2 percent). Imports
exclusively from ATPA during the entire calendar year of two food items, fresh or chilled asparagus entered
(i.e., imports that at no time during 1995 were also from September 15 through November 15, and tuna
GSP-eligible). The lower portion of the table shows not in cans, also gained substantial market shares—up
imports that also were eligible for GSP duty-free to 40 percent and 33 percent, respectively. Other
entry until GSP expired; from August 1 through imports that gained sizeable market shares in 1995
December 31, 1995, these items also benefitedwere miniature (spray) carnations (30.8 percent), rope
exclusively from ATPA. Combined, these products and chain for jewelry (20.6 percent), fresh or chilled
represented 65 percent of the $699 million of imports asparagus not entered September 15 through
that benefited exclusively from ATPA by the end of November 15 (17.2 percent), and gold necklaces and
199517 chains (10.4 percent). The remaining products,
although important as imports benefiting exclusively

that benefited exclusively from ATPA in 1995 were from ATPA, represented a relatively small share of the
(1) chrysanthemums et al.; (2) fresh cut roses; (3)Y-S- market

rope and chain for jewelry; (4) tuna and skipjack not

in airtight containers (HTS subheading 1604.14.40) Estimated EffeCtS on

(hereafter tuna not in cans); and (5) raw sugar not

containing added flavoring or color (HTS subheading Consumers and Producers

15 The analysis uses U.S. market expenditure shares in Table 3-4 presents the economic impact of ATPA
computing estimates of welfare and domestic production  tariff preferences on the U.S. econotly. Estimates
displacement effects. Since U.S. expenditures on imports of the maximum potential gains in consumer surplus
necessarily include freight and insurance charges and and the losses in tariff revenue, as well as measures of

duties, when applicable, the analysis, where indicated in - . )
the text and supporting tables, uses c.i.f. values for the largest potential displacement of U.S. production,
are presented below.

products benefiting exclusively from ATPA and duty-paid
values for the remaining imports. Technically, landed,
duty-paid values are equal to c.i.f. values for items

entering free of duty. Effects on U.S. Consumers
16 Two of the items listed, leather golf bags, travel Chrysanthemums et al. provided the largest

bags, sports bags, and cases (HTS subheading 4202.91.00ystimated maximum gain in consumer surplus ($10.3

and leather trunks, suitcases, vanity cases, and briefcases ..ii; : : -
(HTS subheading 4202.11.00), were subject to the ATPA rr:_'g;g::gn Cl:SSUiI;[]In%ggesxcztjasl;\llslys_l;om Tf\‘ZPAri Ct:“g S
staged 20-percent duty reduction. The other 23 items P ’ P o

As shown in table 3-2, the five leading imports

listed entered duty-free under ATPA. consumers would have paid for chrysanthemums et al.
17 The c.i.f. values reported in tables 3-2 and 3-3 WO.UId have _been 7.7 percent higher (tte valorem
reflect only that portion of each HTS subheading that tariff rate) without ATPA. Fresh cut roses provided
entered duty free or under the ATPA staged 20-percent ~ the second-largest estimated consumer surplus ($9.0
duty reduction. Even though all of these items were million). Without ATPA, the price of fresh cut roses

eligible for ATPA tariff preferences, a certain portion of would have been 7.8 percent higher. In general, the
each HTS subheading paid full MFN duties for a variety items that provided the largest gains in consumer
of reasons, including, for example, insufficient
documentation. 18 The methodology used is described in appendix B.

20



Table 3-2
C.i.f. value of leading imports that benefited exclusively from ATPA tariff preferences in 1995

HTS
subheading Description Value Rank
1,000
dollars
Benefited January 1 - December 31
0603.10.701  Chrysanthemums, standard carnations, anthuriums, and orchids ........... 173,756 1
0603.10.60 ROSES, fresh CUt ... .o 149,807 2
1604.14.40  Tuna and skipjack, not in airtight containers .............. ... .. ... ..... 37,843 4
0709.20.90  Asparagus, fresh or chilled, not entered Sept. 15-Nov. 15 ................. 19,571 9
4202.91.002 Leather golf bags, travel bags, sports bags, andcases .................... 9,590 15
4202.11.002  Leather trunks, suitcases, vanity cases, and briefcases ................... 9,452 16
Benefited August 1 - December 31 3

7113.19.10 Rope and chain for jewelry, of precious metal exceptsilver. ................ 56,867 3
1701.11.10 Raw sugar not containing added flavoringorcolor ........................ 33,237 5
0603.10.80  Cut flowers and flower buds suitable for bouquets not elsewhere

SPECIfied . . .. 31,290 6
1701.11.20 Raw sugar used to produce polyhydric alcohol ........................... 23,587 7
7113.19.50 Jewelry and parts of precious metal except silver, excluding

necklaces and Clasps. . ... 22,684 8
0603.10.30 Miniature (spray) carnations, freshcut ......... ... ... ... ... ... ... ...... 15,406 10
7402.00.00 Unrefined copper; copper anodes for electrolytic refining .................. 13,678 11
3921.12.11 Cellular plastic plates and sheets with manmade textile components,

over 70% by weight of polymers of vinyl chloride ....................... 12,299 12
7403.11.00 Cathodes and cathode sections of refined copper ........................ 12,231 13
7113.19.21 Gold rope necklaces and neckchains . ............. ... i i i 11,169 14
0709.20.10 Asparagus, fresh or chilled, entered Sept. 15-Nov. 15 ..................... 9,350 17
7801.10.00 Refined lead, unwrought . ... ... ... 9,063 18
7113.19.29 Gold necklaces and chains, other than rope and mixed link ................ 6,815 19
7901.11.00 Unwrought zinc, not alloyed, by weight 99.99% or more of zinc . ............ 5,916 20
0302.69.40  Fresh or chilled fish, including sable, ocean perch, snapper, grouper,

and monkfish . ... o 5,472 21
4421.90.98 Articles of wood, including pencil slats and others. ........................ 4,876 22
1704.90.20 Confectionery or sweetmeats, excluding candied nuts . .................... 4,288 23
2009.80.60 Fruit juices including cherry, berry, and others, unfermented ............... 3,338 24
2005.90.97 Other prepared or preserved vegetables and mixtures of vegetables ........ 3,004 25

1 Includes only imports from Colombia during the period Jan. 1-July 31, and imports from all ATPA countries
during the period Aug. 1-Dec. 31.

2 Subject to the ATPA staged 20-percent duty reduction.

3 Items listed were eligible for GSP duty-free entry until that program expired July 31, 1995. The import values
reported are only for items entered Aug. 1- Dec. 31, 1995.

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

of Commerce.
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Table 3-3
Leading imports that benefited exclusively from ATPA, apparent U.S. consumption, and market
shares, 1995

ATPA u.s.
imports apparent Market
HTS (c.1.f. value) consumption share
subheading Description (A) (B) (A/B)
1,000 dollars Percent
Benefited January 1 - December 31

0603.10.701  Chrysanthemums, standard carnations,

anthuriums, and orchids ....................... 173,756 238,972 72.71
0603.10.60 Roses, freshcut ......... ... . ... i 149,807 298,613 50.17
1604.14.40  Tuna and skipjack, not in airtight containers ........ 37,843 114,882 32.94
0709.20.90  Asparagus, fresh or chilled, not entered

Sept. 15-Nov. 15 ... ... 19,571 113,650 17.22
4202.91.002 Leather golf bags, travel bags, sports bags,

AN CASES ... it 9,590 191,685 5.00
4202.11.002 Leather trunks, suitcases, vanity cases, and

briefcases ........ ... 9,452 210,618 4.49

Benefited August 1 - December 31 3

7113.19.10 Rope and chain for jewelry, of precious metal

exceptsilver ... 56,867 276,638 20.56
1701.11.10 Raw sugar not containing added flavoring or color . .. 33,237 4,593,231 0.72
0603.10.80  Cut flowers and flower buds suitable for bouquets

not elsewhere specified ........................ 31,290 407,328 7.68
1701.11.20  Raw sugar used to produce polyhydric alcohol . ... .. 23,587 * *
7113.19.50 Jewelry and parts of precious metal except silver,

excluding necklacesandclasps ................. 22,684 3,483,689 0.65
0603.10.30 Miniature (spray) carnations, freshcut ............. 15,406 50,099 30.75
7402.00.00 Unrefined copper; copper anodes for electrolyte

refining ... 13.678 4,678,220 0.29
3921.12.11 Cellular plastic plates and sheets with manmade

textile components, over 70% by weight of

polymers of vinyl chloride ...................... 12,299 219,978 5.59
7403.11.00 Cathodes and cathode sections of refined copper ... 12,231 6,953,644 0.18
7113.19.21 Gold rope necklaces and neck chains .............. 11,169 107,168 10.42
0709.20.10 Asparagus, fresh or chilled, entered

Sept. 15-Nov. 15 ... ... 9,350 23,096 40.48
7801.10.00 Refined lead, unwrought ......................... 9,063 563,837 1.61
7113.19.29 Gold necklaces and chains, other than rope and

mixed liNK .. ... 6,815 1,074,425 0.63
7901.11.00 Unwrought zinc, not alloyed, by weight 99.99%

ormoreofzinG ........... i 5,916 1,229,406 0.48
0302.69.40 Fresh or chilled fish, including sable, ocean perch,

shapper, grouper, and monkfish ................. 5,472 206,523 2.65
4421.90.98  Atrticles of wood, including pencil slats and others ... 4,876 4,264,161 0.11
1704.90.20  Confectionery or sweetmeats, excluding

candied NUES . ... ... 4,288 553,655 0.77
2009.80.60 Fruit juices including cherry, berry, and others,

unfermented ......... .. .. 3,338 69,174 4.83
2005.90.97 Other prepared or preserved vegetables and

mixtures of vegetables . ............... ... . ..., 3,004 1,765,083 0.17

1 Includes only imports from Colombia during the period Jan. 1-July 31, and imports from all ATPA countries
during the period Aug. 1-Dec. 31.

2 Subject to the ATPA staged 20-percent duty reduction.

3 Items listed were eligible for GSP duty-free entry until that program expired July 31, 1995. The import values
reported are only for items entered Aug. 1- Dec. 31, 1995.

4 Most raw sugar imported under this HTS subheading is re-exported either as refined sugar or in
sugar-containing products, which would qualify for a duty drawback under other HTS subheadings. It is estimated
that little or no domestic production occurs.

Source: Estimated by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department
of Commerce.
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Table 3-4

Estimated maximum potential welfare and displacement effects of leading imports that benefited exclusively from ATPA, 1995

Maximum potential

welfare gain
u.sS. Maximum

Gain in domes- potential

con- Lossin Net tic displacement

sumer tariff welfare  ship- B
HTS surplus revenue effect ments  Value Share
subheading Description (A) (B) (A-B) (©) (D) (D/C)

Benefited January 1 - December 31
0603.10.701 Chrysanthemums, standard carnations, anthuriums, and orchids .................. 10,340 9,821 519 45,083 8,580 19.03
0603.10.60  ROSES, frESN CUL . . ..o\t e 8,970 8,121 850 119,054 15,444 12.97
1604.14.40 Tuna and skipjack, not in airtight containers ........... ... ... ... . . i . 181 180 1 34,576 259 0.75
0709.20.90  Asparagus, fresh or chilled, not entered Sept. 15-Nov. 15 ........................ 2,316 1,679 637 49,500 6,192 12.51
4202.91.002 Leather golf bags, travel bags, sports bags, and cases .......................... 95 92 3 22,600 36 0.16
4202.11.002 Leather trunks, suitcases, and case vanity cases, and briefcases ................. a7 46 1 59,300 42 0.07
Benefited August 1 - December 31 3
7113.19.10 Rope and chain for jewelry, of precious metal exceptsilver ....................... 3,478 3,037 441 90,000 6,467 7.19
1701.11.104 Raw sugar not containing added flavoring or color . ................c..ciiiii.. - 800 - 3,954,206 - -
0603.10.80  Cut flowers and flower buds suitable for bouquets not elsewhere specified . ......... 1,760 1,514 246 209,727 3,898 1.86
1701.11.205 Raw sugar used to produce polyhydric alcohol ..., - - - - - -
7113.19.50 Jewelry and parts of precious metal except silver, excluding necklaces and clasps . .. 1,228 1,053 175 1,260,000 2,503 0.20
0603.10.30  Miniature (spray) carnations, freshcut ........ ... .. ... i 485 455 30 10,923 429 3.93
7402.00.00 Unrefined copper; copper anodes for electrolytic refining ........................ 105 103 2 4,420,264 454 0.01
3921.12.11  Cellular plastic plates and sheets with manmade textile components, 70% by weight
of polymers of vinyl chloride ....... ... . . 460 417 43 155,910 1,588 1.02

7403.11.00 Cathodes and cathode sections of refined copper .......... ... .. ... .. ... 117 114 3 5,908,523 456 0.01
7113.19.21 Gold rope necklaces and neckchains ......... ... .. . ... . i 605 528 77 45,000 1,430 3.18
0709.20.10 Asparagus, fresh or chilled, entered Sept. 15-Nov. 15 . . ........ .. ... oot 298 283 15 9,685 615 6.35
7801.10.00 Refined lead, unwrought .. ... ... . 257 238 19 431,197 938 0.22
7113.19.29  Gold necklaces and chains, other than rope and mixed link ....................... 369 317 52 405,000 784 0.19
7901.11.00  Unwrought zinc, not alloyed, by weight 99.99% or more ofzinc ................... 82 79 3 556,443 172 0.03
0302.69.40  Fresh or chilled fish, including sable, ocean perch, snapper, grouper, and monkfish . . 14 13 1 13,457 4 0.03
4421.90.98 Atrticles of wood, including pencil slatsand others ............................... 184 166 18 3,843,702 843 0.02
1704.90.20 Confectionery or sweetmeats, excluding candied nuts ........................... 232 199 33 151,812 301 0.20
2009.80.60  Fruit juices including cherry, berry, and others, unfermented ...................... 187 161 26 30,000 432 1.44
2005.90.97 Other prepared or preserved vegetables and mixtures of vegetables ............... 323 225 98 1,721,023 1,893 0.11

1 Includes only imports from Colombia during Jan. 1-July 31, and imports from all ATPA countries during Aug. 1-Dec. 31.

2 Subject to the ATPA staged 20-percent duty reduction.
3 Items listed were eligible for GSP duty-free entry until that program expired July 31, 1995. The import values reported are only for items entered Aug. 1- Dec.

31, 1995.

4 Raw sugar imports of this category are subject to U.S. tariff-rate quotas; therefore, the net welfare from a tariff elimination on these imports is composed
solely of a transfer of tariff revenue from the U.S. Treasury to sugar exporters. Because the quotas set maximum U.S. import levels, no U.S. shipments are

displaced following a tariff reduction.
5 Most raw sugar imported under this HTS subheading is re-exported either as refined sugar or in sugar-containing products, which would qualify for a duty
drawback under other HTS subheadings. Therefore, there is no effect on U.S. consumers and no loss of tariff revenues, and there is no domestic production to be

displaced.

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



surplus also had either (1) the highest MFN tariff
rates and/or (2) the largest volumes of imports.
ATPA tariff preferences provided U.S. consumers
with more fresh cut flowers at lower prices.

At the same time, ATPA lowered U.S. tariff

the individual sectord! Because of the

assumptions of high substitutability and no capacity
constraints to production described in the “Analytic
Approach” above, such maximum potential effects
are likely to be higher than the effects actually felt

revenues. For both chrysanthemums et al. and fresHdy producers. The analysis indicates that the largest

cut roses, lower tariff revenues offset most of the gain potential
For other items listed in table chrysanthemums et al. (an upper bound estimate of

in consumer surplus.
3-4, lower tariff revenues offset nearly all of the gain
in consumer surplus.

Overall, the estimated maximum potential welfare

displacement  estimates were for
19.0 percent displaced in 1995, up from 13.4 percent
in 1994), fresh cut roses (an upper bound of nearly

13.0 percent displaced in 1995, versus 8.5 percent in

1994), fresh or chilled asparagus (an upper bound of
12.5 percent displaced in 1995, nearly double the 6.4
percent in 1994), and rope and chain for jewelry (an
upper bound of 7.2 percent displacé#l). These

effects of ATPA were small in magnitude. The gain
in consumer surplus (column A of table 3-4) was
greater than the corresponding decline in tariff
revenue (column B) for all of the products analyzed
except for the two categories of raw sugar—HTS industries are discussed in greater detail below.
subheading 1701.11.10, which is subject to quotas andHowever, the estimated maximum potential
does not provide a gain in consumer surplus, and HTSdisplacement share for one-half of the leading
subheading 1701.11.20, which is re-expoftéd. Of imports benefiting exclusively from ATPA in 1995
the resulting maximum potential net welfare gains, the was less than 1 percef.

largest were for fresh cut roses ($850,000); fresh or
chilled asparagus ($637,000); and chrysanthemums et 21 See footnotes to table 3-4 for discussions of raw
al. ($519,000). These same products also had thesugar (HTS subheadings 1701.11.10 and 1701.11.20).
largest net welfare gains in 1994, Other noticeable  One of the factors that affects the displacement of U.S.
welfare gain items in 1995 included rope and chain domestic shipments is the U.S. market share. In general,
for jewelry ($441,000); fresh cut flowers suitable for the larger the ATPA market share, the larger the
bouquets ($246,000); and jewelry of precious metal displacement of domestic shipments. A comparison of
($175,000). The estimated maximum potential net tables 3-3 and 3-4 shows this relationship holds for most

welfare gain for each of the remaining items was of the items with significant domestic displacement
minimal, or less than $100,000. effects. This relationship may not always hold, however,

due to the influence of other factors such as the size of
the tariff reduction and/or the aggregate demand elasticity
relative to the elasticity of substitution. The interaction of
these other factors may override the relationship between
market share and displacement outlined above.

Effects on U.S. Producers

Measures of the maximum potential displacement

22 icti i
in domestic production were also small for most of A comparable 1994 statistic for rope and chain for

jewelry is not available because such imports were GSP
eligible that year.

19 |Imports of raw sugar of category HTS subheading
1701.11.10 are subject to tariff-rate quotas; the quotas set
the maximum import levels both globally and for
individual countries. Because of the tariff-rate quotas, the
net welfare associated with duty elimination is composed
solely of a transfer of tariff revenue from the U.S.
Treasury to sugar exporters; thus, the price of sugar did
not change, even after ATPA tariff reductions on sugar
were implemented. Most raw sugar imported under HTS
subheading 1701.11.20 is re-exported either as refined
sugar or in sugar-containing products, which would
qualify for a duty drawback under other HTS
subheadings; little or no domestic production occurs.
Therefore, there is no effect on U.S. consumers and no
loss of tariff revenues.

20|n 1994, the estimated maximum net welfare gains
were: fresh cut roses—$864,000; chrysanthemums, et
al.—$805,000; and fresh or chilled asparagus—$468,000.
See USITCATPA, Second Report, 19%ble 3-4, p. 23.

23 These potential displacement effects are in
percentage terms. In value terms, the four products with
the largest potential displacement effects on domestic
shipments in 1995 were also fresh cut roses ($15.4
million), chrysanthemums et al. ($8.6 million), rope and
chain for jewelry ($6.5 million), and fresh or chilled
asparagus ($6.2 million) (column D of table 3-4). Imports
of chrysanthemums et al. and fresh cut roses entered
under ATPA provisions accounted for 89.7 percent and
83.2 percent, respectively, of the U.S. total imports of
these two products; whereas, imports of fresh or chilled
asparagus under ATPA provisions accounted for 32.8
percent of the U.S. total imports. In evaluating the
relative significance of the displacement of domestic
shipments across industries, comparison of the percentages
of market share displaced is more meaningful than
comparing the actual value of that displacement.
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ngh“ghts Of U S Standard carnations made up 53 percent of

Colombia’s shipments, pompon chrysanthemums 41

|ndUStr|eS MOSt leely percent, and other chrysanthemums nearly all of the
: remaining 6 percent. Colombia’s production and
AffeCted by ATPA In 1995 export of anthuriums and orchids are negligible.

The above analysis, based on estimates of the
maximum potential welfare and domestic production
displacement effects, was used to identify the U.S.
industries most likely to be affected by imports that
benefited exclusively from ATPA in 1995. As an aid

to understanding how U.S. industries may be
adjusting to competing imports from ATPA countries,

These ATPA imports from Colombia represented
over 90 percent of total U.S. imports of these flowers
in 1995, up from 88 percent in 1994. Colombian
growers were able to expand their flower shipments to
the United States in 1995 following the industry’s
recovery from freezes that occurred there in late 1993

the Commission selected for a more detailed anal sisanOI early 1994° Those freezes reduced the volume
: . : iNalySIS of export quality cut flowers available for shipment to
those industries that were estimated to experience athe United States in 1994

5-percent or higher maximum potential displacement
share of domestic production as presented in table 3-4. The Colombian industry is most likely to continue
Based on that criterion, industries selected for further to expand its production of chrysanthemums et al., but
examination were those producing chrysanthemums,at a slower rate than in recent years due to production
standard carnations, anthuriums, and orchids; fresh cutconstraints, particularly limited water supplégs. The
roses; fresh or chilled asparagus; and rope and chairlevel of the water table is declining around the city of
for jewelry24 Bogota, which accounts for nearly 90 percent of
Colombia’s cut flower productioff Most water
used for flower production comes from deep wells. It

Chrysanthemums, Standard woll water by Colombian fower growere conrbines
; : well w y i Wi Wi ibu

Carn_atlons’ Anthurlums, and to the sinking of land in the Bogota platedu.

Orchids Moreover, Colombian growers are diversifying their

U.S. imports of chrysanthemums et al. (HTS production by increasing the variety of flowers

subheading 0603.10.70) from the Andean countriesProduced and creating value-added products such as

0 " :
increased from $121 million in 1994 to $148 million bouqqets’i_ In add_mon, some Colombian growers
in 1995, or by approximately 22 percent. Imports are diversifying by investing in cut flower growing

from Colombia entered under ATPA provisions operations in Ecuador, Costa Rica, and MeXfco.
accounted for virtually the total amount, increasing U.S. production of chrysanthemums et al. in 1995
from $120 million in 1994 to $146 million in 1995. declined by 1 percent from the 1994 level to $52
million in 1995. Production of standard carnations,

. . »anthuriums, and orchids declined, while production of
As stated in the text, these values represent “upper-bound - : .
estimates of displacement because of the assumptions of chrysanthemums increased. This series of reports has

high elasticities of substitution and perfectly elastic supply documented the decline in U.S. production of
curves. If the elasticities of substitution were lower, the ~ chrysanthemums et al.—even during periods of

23__Continued

potential displacements also would be lower. See declining imports of competing products entered

appendix B for additional information about these

assumptions. These “upper-bound” estimates do not 25_Continued

represent measures of actual displacement in the eligible for duty-free entry only under ATPA provisions.

respective industries. GSP provisions are discussed in more detail in ch. 1.
24 Trade data for these analyses are present in 26 U.S. Department of Agriculture telegram,

customs value. “Flowers,” message reference No. CO4011, prepared by
25 As discussed above, imports of chrysanthemums et U-S. agricultural attaché, Bogota, Colombia, May 20,

al. from Colombia exceeded the competitive need limit 1994, p. 5.

and thus were not eligible for GSP duty-free entry during 27 |pid., p. 3.

Jan. 1-July 31, 1995; during that period, such imports 28 |pid.

from Colombia entered duty-free only under ATPA
provisions while chrysanthemums et al. from Bolivia,
Ecuador, and Peru were eligible for duty-free entry under

29 USDA, telegram, “Flowers,” Message reference No.
CO06011, May 5, 1995, p. 3.

either ATPA or GSP. During the period Aug. 1-Dec. 31, 30 USDA, World Horticultural Trade and U.S. Export
1995—when GSP provisions lapsed—imports of Opportunities,June 1994.
chrysanthemums et al. from all ATPA beneficiaries were 31 |pid.
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under ATPA provisions—because of reduced acreage,l:resh or Ch|||ed Asparagus

adverse weather factors, and import competitfon. ) :
U.S. imports of fresh or chilled asparagus (HTS

subheadings 0709.20.10 and 0709.2690) from
ATPA countries rose 47 percent in value, from $9
Fresh Cut Roses million in 1994 to $13 milion in 1995, with a
corresponding 31 percent rise in quantity from 5,623
U.S. imports of fresh cut roses (HTS subheading metric tons (mt) in 1994 to 7,385 mt in 1995.
0603.10.60) from the Andean countries increased by  totg1 U.S. imports of fresh or chilled asparagus

more than 20 percent in value, from $106 million in fom ATPA countries increased 40 percent from $14
1994 to $128 million in 1995, and by 15 percent in million in 1994 to $19 million in 1995, with a

quantity, from 589 million blooms in 1994 to 679 (orresponding 21 percent rise in quantity from 8,743
million blooms in 1995. mt in 1994 to 10,566 mt in 1995. Peru was the

Rose imports that entered duty-free under ATPA leading Andean supplier, accounting for about 87
provisions represented 85 percent of the value of allpercent of total U.S. fresh or chilled asparagus
U.S. rose imports in 1994 and 1995. Colombia and imports entered under ATPA.  Fresh or chilled
Ecuador supplied the majority of those imports; asparagus entered under ATPA provisions accounted
together, they supplied 85 percent and 84 percent offor 32 percent of total U.S. fresh asparagus imports
the total U.S. import value in 1994 and 1995, from all countries in 1995, versus 30 percent of the
respective|y_ |mports from Colombia grew by over 9 total in 1994. In addition to duty-free entry under
percent, from $91 million in 1994 to $99 million in ATPA provisions, fresh or chilled asparagus also is
1995. Imports from Ecuador nearly doubled in value, Permitted duty-free entry into the United States from
from $14 million in 1994 to $27 million in 1995. the Caribbean Basin countries under the Caribbean

Basin Economic Recovery Act, and from Israel under

Fresh cut rose production in Colombia and the ynited States-Israel Free Trade Area Agreement.
Ecuador has risen over the last several years. Both U.S. production of fresh asparagus fell by 5

cou_nt_ries have inve_sted heavily in planting néw rose percent in value, from $127 million in 1994 to $121
varieties that are in demand by consumers in t.hemillion in 1995, with a corresponding 15-percent
United States and other markets. Ideal rose-growing yacjine in quantity, from 57,650 mt in 1994 to about

climates, high light levels, abundant labor and land, 48770 mt in 1995 The leading U.S. States
and sophisticated distribution structures enable theseprc;ducing fresh as.paragus are Calif'orﬁia and
countries to produce high-quality, low-cost roses for Washington, with other significant production in
export. However, limited water availability may '

b tact trainina. Colombian f Michigan and New Jersey. The bulk of U.S.
ecome a factor constraining t-.olombian Tower pro- production occurs mainly in Southern California
duction in the next few yeafs.

during the months of February through June. Thus,
U.S. production of fresh cut roses declined from there is a significant overlap between the peak U.S.

$155 million in 1994 to $126 million in 1995, or by asparagus season and the peak shipping period for

19 percent. There was a decrease in the area devotetiesh or chilled asparagus entered duty-free under

to rose production and in the number of rose growers. ATPA provisions.

Competition among fresh cut rose imports from the

Andean countries, domestically produced roses, and

imported roses from other foreign producers dependsRope and Chain fOf ‘Jewelry Of

on factors such as quality, price, and availability of Precious Metal Except Silver
supply. ATPA duty-free entry provides Andean roses

a price advantage not available to imports from
Mexico, Canada, the Netherlands, and Guatemala, th
principal non-Andean suppliers to the United States. 34 Approximately 67 percent by value of total 1995

Thus ATPA encourages Andean rose shipments to they s, fresh asparagus imports from Andean countries were
United States relative to shipments from other foreign not entered from Sept. 15 through Nov. 15. The

Total U.S. imports of rope and chain of precious
Jnetal except silvéP suitable for the manufacture of

suppliers.

32 For further discussion, see USITETPA Second
Report, 1994 p. 24.

remainder entered under HTS subheading 0709.20.10,

fresh or chilled asparagus, not reduced in size, entered
Sept. 15 through Nov. 15, and transported to the United
States by air. For purposes of this analysis, these two

33 See the above section on chrysanthemums et al. for categories were combined.

further discussion of water-related constraints affecting the
Colombian fresh cut flower industry.
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jewelry (HTS subheading 7113.19.10) from the

increasingly export-competitive industry in those

Andean countries increased by 52 percent, from $84countries3’

million in 1994 to $128 million in 1995. Imports of

In addition to duty-free entry under ATPA

these items entered duty-free under ATPA provisions provisions, precious jewelry also is eligible for

more than tripled in 1995, rising from $29 million to
$102 million. Peru supplied two-thirds of these
imports ($67 million), and Bolivia supplied the
remaining one-third ($35 million). Gold chain and
similar articles accounted for 32.6 percent of total
ATPA imports from Peru and 41.2 percent of total
ATPA imports from Bolivia3®

Part of the increase in imports of rope and chain

entered under ATPA provisions was balanced by a $20

million decrease in imports from ATPA countries
entered under GSP provisions.
increase in imports entered under ATPA provisions
from Bolivia was accompanied by a small increase in
GSP entries from that country.

According to U.S. industry sources, precious
jewelry production in Peru and Bolivia has increased

However, the large

duty-free entry into the United States from Caribbean
Basin countries (the Dominican Republic and
Nicaragua are leading sources) under the Caribbean
Basin Economic Recovery Act, and from Israel under
the U.S.-Israel Free Trade Agreement.  Similar
jewelry articles produced in several secondary
suppliers such as Zimbabwe, Indonesia, Chile, Turkey,
and Thailand are eligible for duty-free entry under the
U.S. GSP program when that program is operative.
The United States is by far the largest market for

jewelry products worldwide.

U.S. producers’ shipments of comparable gold or
platinum rope and chain articles leveled off during
1995 at an estimated $90 million. Competition
among precious jewelry imports from the Andean
countries, domestically produced jewelry, and
imported jewelry from other foreign producers is
based on a number of factors, including quality, price,
and availability of supply. According to industry

in recent years. Both countries have nurtured theirexperts ATPA duty-free imports are not likely to

industries in light of ATPA duty reductions, newly

translate into any real slowdown of the domestic

available export opportunities, and rising consumer industry because most jewelry imports from Peru and
demand for high-quality and low-cost jewelry items in Bolivia are low-cost and labor-intensive products that
the United States. Abundant manual labor, artistic do not compete directly with U.S. producti&h.

skills of local jewelry craftsmen, and low-cost labor Industry experts report that the nature of the products

rates all contributed to the creation of an

35_Continued
iridium, osmium, palladium, rhodium, and ruthenium).
Such metal can also include so-called “filled metal,”
which refers to precious metal with a plating of gold alloy
not less than 10-carat fineness and when the plating
constitutes at least 1/20th of the weight of the metal in
the entire article.

36 Data on total imports entered under ATPA
provisions are provided in table 2-8.

imported require the type of low-cost, manual labor
that is typically no longer available in the U.S. labor
market39

37 USITC staff telephone interviews with officials of
the Manufacturing Jewelers and Silversmiths of America,
Inc. (MJSA), July 8-12, 1996.

38 This would imply a much lower elasticity of
substitution for rope and chain for jewelry than that
described in the “Analytical Approach” above.

39 USITC staff telephone interview with an official of
the MJSA, July 12, 1996.
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CHAPTER 4
Probable Future Effects of ATPA

This chapter describes the probable future effectslevel in 1995. Most of the investment was
of ATPA on the U.S. economy through an analysis of concentrated in a few sectors—primarily fresh cut
ATPA-related investment and export promotion flowers, jewelry, and processed foods. Government
activity in the Andean countriés.Information in this and private sector representatives interviewed
chapter was obtained from field visits to Bolivia, identified several factors present in the Andean
Ecuador, and Peru, from U.S. Embassies in thecountries that help explain the relatively low levels
Andean region, and from various published sources. of ATPA-related trade and investment in beneficiary

Previous reports in this series found that most of countries. These constraints include inadequate
the effects on the U.S. economy and consumers of thetransportation infrastructure; high energy, production,
one-time elimination of import duties under ATPA and transportation costs; inadequate access to
occurred within 2 years of the effective date of the financing; and ineffective trade promotion programs.
act?2 Other effects were expected to occur over time In addition, it was noted that the scheduled
as a result of an increase in export-oriented December 3, 2001 termination date for ATPA
investment in the region. Such investment in new provisions may not provide a sufficient incentive to
production facilities, or to expand existing facilities, attract investment in industries that require a longer
may rise in response to the availability of ATPA tariff startup time. Finally, a number of business and
preferenced. Therefore, this report continues to government officials in the region stated that ATPA
monitor ATPA-related investment in the Andean incentives would be enhanced if the tariff
countries, using investment expenditures as a proxypreferences also extended to apparel (especially
for future trade effects of ATPA on the United States. alpaca products), canned tuna, and footdear.

ATPA-Related Investment Bolivia
During 1995 Investment Activity
Although ATPA provides an incentive for Bolivia’s economy grew by just under 4 percent in

exporters in Andean countries to market their products 1995, somewhat lower than the 1994 growth rate due
in the United States, ATPA-related investment in largely to reduced output in the agricultural sector.
beneficiary countries remained at a relatively low Inflation was about 13 percent in 1995, up from 9
_ percent in 1994. The Government of Bolivia does not

! The term "ATPA-related” refers to investment and  collect or publish statistics on foreign investment.
export promotion expenditures that is directed toyvard the However, the Bolivian Government recently estimated
pg%ccjjlfsatlk?:t' r?wratheuzrri(f:;l;g?g:TrTDimta?ifﬁth?e?écr)grlnjgsg nof that foreign direct investment was approximately $128
g v A P ' million in 1994. Most foreign investment in Bolivia

2 USITC, Annual Report on the Impact of the Andean is estimated to flow into the mining and hydrocarbon
Trade Preference Act on U.S. Industries and Consumers g Y

and on Drug Crop Eradication and Crop Substitution, sectors. The United States is the principal source of

First Report, 1993USITC publication 2814, September foreign investment in Bolivia.
1994.

3 The methodology of using investment to assess the 4 Representatives of government and businesses,
probable future economic effects on the United States was Lima, Peru, Quito and Guyaquil, Ecuador, La Paz and
developed as part of the Commission’s reporting Cochabamba, Bolivia, USITC staff interviews, July 15-26,
requirement on the Caribbean Basin Economic Recovery 1996.

Act (CBERA). For a more detailed discussion of the 5 U.S. Department of Commerce, International Trade
methodology, see USITGCBERA, First Report Administration, “Country Commercial Guide, Bolivia,”

1984-1985 USITC publication 1897, Sept. 1986, p. 4-1. 1996, National Trade Data Bank.
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Foreign investment receives nondiscriminatory
treatment in Bolivia and is not subject to screening or
registration requirements. In addition, Bolivian law
provides for free currency conversion, unrestricted
remittances and international arbitration of disputes.
The United States and Bolivia are negotiating a
bilateral investment treaty, which would further codify
the rights of U.S. investors in Bolivia.

Other products identified with export potential
include handicrafts made of ceramics, pewter, or
wood11

Two private sector organizations, the Investment
Promotion Center and the National Chamber of
Industries, are undertaking a comprehensive export
promotion project in Bolivia financed by the
Inter-American Development Bank. This 18-month

According to the Bolivian Investment Promotion project is scheduled to last through early 1997. The
Center, 63 new ATPA-related investment projects project will explain ATPA provisions to Bolivian
were launched during 1995. The majority of these firms; identify and analyze the best export prospects
projects involved the production of gold and silver for Bolivia under ATPA; provide access to export
jewelry and cut flowers.  Other ATPA-related credit; set up trade missions and trade shows; and
investment involved the production of wood furniture provide detailed advice to Bolivian producers about
and other wood products, leather goods, alpaca woolquality, standards, and other requirements which must
sweaters, and palm heaftsIn its submission to the  pe met to successfully market products in the United
Commission, the American Chamber of Commerce of States. Promotion efforts are concentrated on some
Bolivia stated that ATPA had encouraged the growth 200 ATPA-eligible products considered the best
of non-traditional exports such as jewelry and wood prospects for increased exports by Bolivia in the short
products’  European governments and the World term, including wood and wood furniture, food and
Bank are funding projects to develop export capacity, other agricultural products, jewelry, and toys. Using a
some of which may be ATPA-related, in processed software package developed as part of the project,
agricultural goodd?® potential exporters can evaluate import competition
from other sources in the U.S. market. The software
shows the value of goods entering under other
preferential tariff programs, port of entry, and mode of
transportation, with the goal of helping improve the
competitiveness of Bolivian exports in the U.S.
market!?2

Export Promotion

Products identified by the Bolivian Government
for export promotion include wood products,
furniture, leather apparel, alpaca products, gold
jewelry, cut flowers, and grains such as quinua.
Export promotion officials identified these as
“priority” export items not necessarily because of
ATPA tariff preferences (some are excluded from
ATPA), but because productive capacity presently
exists in Bolivia to increase exports of these products.

Bolivian industry groups are taking other steps to
help exporters meet technical and quality standards of
the U.S. and European markets. Several private
sector representatives said that opportunities exist for
Bolivian exports in niche markets, such as ethnic food
products, in the United States that require a relatively
low volume of exports. To be most successful,
though, it was noted that Bolivian exporters need to
invest more in equipment and training to increase the
quality of their products. Bolivian export groups are
also working with consultants and importers in the
United States to increase the awareness of Bolivian
goods among U.S. purchasers and distributors.
Private sector representatives said, however, that their
efforts to promote exports are taking place with little
participation or assistance from the Bolivian
Government. Other difficulties faced by Bolivian
exporters include high transportation costs to the U.S.
market and the high cost of credit in Boliia.

6 U.S. Department of State telegram, “Government of
Bolivia Ready to Restart Bilateral Investment Treaty
Talks,” message reference No. 4451, prepared by the U.S.
Embassy, La Paz, July 5, 1996.

7 Ibid.

8 U.S. Department of State telegram, “USITC Annual
Andean Investment Survey,” message reference no. 4477,
prepared by the U.S. Embassy, La Paz, July 8, 1996.
Dollar values of investments are not available as Bolivian
law does not require investors to declare the amount of
their investments.

9 Anna Maria Galindo de Paz, submission to the U.S.
International Trade Commission, July 23, 1996 on behalf
of the American Chamber of Commerce of Bolivia.

10 Representatives of Bolivian export promotion
associations, USITC staff interviews, La Paz, July 15-16,
1996.

11 Representatives of the Government of Bolivia and
private sector export promotion associations, USITC staff
interviews, La Paz, July 15-16, 1996.

12 Representatives of export promotion and industry
associations, USITC staff interviews, La Paz, July 22-23,
1996.

13 Representatives of Bolivian private sector export
promotion associations, USITC staff interviews, La Paz,
July 22-23, 1996.
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Constraints on Exports Growth in 1995 was due largely to increased
production in the mining and hydrocarbons sector;

Chapter 3 identified rope and chain for jewelry of however, manufacturing output increased by only 0.9
precious metal except silver (HTS subheading percent. Economic performance deteriorated in late
7113.19.10) as one of the U.S. industries most likely 1995 as questions related to the political stability of

to be affected by imports that benefited exclusively colombia emerged following the August 1995
from ATPA in 1995. These and other jewelry articles 4ccysation by his former political associates that

accounted for the majority of U.S. imports from pyegident Emesto Samper and his advisors solicited
BoI|y|a entered under ATPA In 1995' However ATPA 45 from Colombian drug cartel leaders during

entries of some categories of jewelry from Bolivia
declined in 19934 Business and government
officials in Bolivia blamed the decline in jewelry
exports on a recent government policy change that CUtiy i
the level of duty drawback for gold jewelry

processors. They noted that the drawback previously
had attracted foreign investment in the gold sector.
The new policy increases the royalty payment by gold
processors to areas where the gold was extracted an
consequently, reduces processors’ tax benefits—
causing the decline in exports of gold jewelry.

Samper’s 1994 presidential campai§n.

According to the most recent statistics, new
gn investment in Colombia reached $1.9 billion
in 1995, up from $1.2 billion in 1994. The United
States is the principal source of foreign investment in
Colombia and accounts for over 51 percent of the
Ototal stock of foreign investment in Colombia. The
rhajority of new investment in 1995 was accounted for
by investment in the petroleum (32 percent),
Officials interviewed said that this policy reversal was Manufacturing (30 percent), and transportation and the
implemented without consideration of the possible COmmunications (11 percent) sectdfs. Foreign
effects on exports. Private sector representatives citednVestment in- Colombia receives nondiscriminatory
this change in the drawback provisions as an e)(amp|etreatment and is subject to fgw restrictions; moreover,
of inconsistent government policies that impede the the Government of Colombia offers tax and other

ability of Bolivian businesses to plan long-term incentives to attract foreign investaf.
investments or sustain profitable exports. They
reported that it is unclear to what extent this change in
drawback provisions will undermine future

ATPA-related exports to the United Statés.

Colombia

Colombia’'s economy grew by over 5 percent in
1995, marginally lower than the 1994 growth rate.

14 For example, table 2-6 shows the decline in
imports of jewelry and parts of precious metal except
silver (HTS 7113.19.50), for which Bolivia is the leading
supplier of articles entered under ATPA provisions.

15 Representatives of Bolivian Government and export
promotion associations, USITC staff interviews, La Paz,
July 15-16, 1996.

16 In December 1995, a Colombian congressional
committee found insufficient evidence to charge President
Samper with a crime. In January 1996, President
Samper’s former campaign manager accused President
Samper of complicity in having receiving campaign
contributions from drug traffickers; the Colombian
Chamber of Representatives exonerated President Samper
of those charges in June 1996. In July 1996, the United
States revoked the U.S. entry visa of President Samper.
U.S. Department of State telegram, “Economic Trends and
Outlook,” message reference No. 7770, prepared by U.S.
Embassy, Bogota, Aug. 12, 1996.

In the early 1990s, Colombia implemented an
economic liberalization and deregulation program
called apertura The program relaxed or eliminated
many of the legal restrictions affecting foreign
investment and privatized a number of government-
owned entities. While thapertura program remains
in place, the administration of President Samper,
which entered office in August 1994, has not
significantly pursued its goals. Consequently, some
sectors of the Colombian economy—notably agri-
culture—remain tightly regulatetd.

Chapter 3 identified chrysanthemums and cut
roses as two of the U.S. industries most likely to be
affected by imports that benefited exclusively from
ATPA in 1995. Chrysanthemums and cut roses
accounted for the majority of U.S. imports from
Colombia entered under ATPA preferences in 1495,

17U.S. Department of State telegram, “Investment
Climate Statement: Colombia,” message reference No.
7768, prepared by U.S. Embassy, Bogota, Aug. 12, 1996.

18 |pid.

19u.s. Department of State telegram, “Economic
Trends and Outlook,” message reference No. 7770,
prepared by U.S. Embassy, Bogota, Aug. 12, 1996.

20 Chrysanthemums and roses entered under ATPA
provisions are discussed in more detail in ch. 3.
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Table 2-6 shows that ATPA imports of chrysan- The main exports from Ecuador that have
themums increased by 22 percent and ATPA imports benefited from ATPA tariff preferences are tuna, cut

of roses expanded by 20 percent in 1995; flowers, and wood products. Chapter 3 identified
Colombia was the primary supplier of these fresh cut roses among the U.S. industries most likely
products. Investment data for new or expansion affected by ATPA in 1995. Ecuador was the

projects in rose or chrysanthemum production were second-largest supplier of fresh cut roses entered
not available. under ATPA provisions in 1995.

Other products that benefit from ATPA include
fruit juices, banana pulp, and jewelry. Government
and business officials in Ecuador identified
agricultural and agro-industry products as having the

.. highest potential for increased exports to the United
Investment Activity States while ATPA is still in effect.  Specific

Ecuador’s economy grew by 2.5 percent in 1995, nontraditional product areas cited as good prospects
up slightly from the modest growth rates of the for future ATPA exports were palm hearts, asparagus,
previous 2 years. Inflation registered 25 percent in 9inger, pigeon peas, processed fruits and vegetables,
199521  Foreign investment in Ecuador was $469 and organically grown fruits. A recent investment in
million in 1993 and is projected to reach $720 million freezing equipment for broccoli and potatoes is
in 1996. The vast majority of recent foreign invest- expected to boost export capacity of those prodifcts.

ment in Ecuador has been in the petroleum sector,  geveral representatives of the private sector and
particularly in oil exploratlon anq prpductlon in the government expressed optimism that pending legal
Amazon Basin. Registered foreign investment flows 54 institutional changes would create an economic
reached $531 million in the oil sector in 1994 and $98 ¢limate more conducive to investment in
million in f[he non-q|l sector. Non-_OII sectors thgt nontraditional industries and export promotion.
have received foreign investment include financial gcyador's recent accession to the World Trade
services, fqod processing, .chemicals, phar!'naceuticalsOrganization, they noted, will require maintaining a
and machinery and vehicle manufacturing.  The predictable international trade policy regime
principal sources of foreign investment are a variety consistent with international standards. They also said
of offshore Iocatlor@_(SO percent), the United States, ipat passage of a foreign trade and investment bill,
(20 percent), and Switzerland (12 percét). which was drafted under the previous administration,
Foreign investment is allowed in virtually all would better organize government and private sector
sectors in Ecuador and receives nondiscriminatory export and investment promotion efforts. Several

Ecuador

treatmeng4 Full repatriation of profits and capital is

allowed2® Certain limitations apply to foreign inves-

tment in the following areas: petroleum, mining,
fishing, electricity, telecommunications, media, and
strategic sectors related to national secdfity.

21.S. Department of Commerce, International Trade
Administration, “Country Commercial Guide, Ecuador,”
1996, National Trade Data Bank.

22 This registered capital includes movements of
Ecuadorian-owned capital from locations such as Panama,
The Bahamas, Bermuda, Cayman Islands, Virgin Islands,
Aruba, Netherlands Antilles, Guernsey, and Liechtenstein
that would not normally be considered foreign direct
investment.

23 U.S. Department of Commerce, International Trade
Administration, “Country Commercial Guide, Ecuador,”
1996, National Trade Data Bank.

24U.S. Department of State telegram, “Investment
Climate Statement: Ecuador 1996,” message reference
No. 3546, prepared by the U.S. Embassy, Quito, June 21,
1996.

25 |pid.

26 |pid.
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private sector representatives said that the newly
elected government plans to submit the bill to
Congress shortly after taking offiéé.

Export Promotion

The government and private sector in Ecuador are
currently involved in several export promotion
projects. The Government of Ecuador is involved in
a 2-year program, with funding from the Inter-
American  Development Bank, to promote
nontraditional exports. This project includes
initiatives to strengthen Ecuador's foreign trade

27 Representatives of U.S. Embassy, Quito,
Government of Ecuador, and Ecuadorian agricultural
export businesses and trade associations, USITC staff
interviews, Quito and Guyaquil, July 17-19, 1996.

28 Representatives of U.S. Embassy, Quito,
Government of Ecuador, and Ecuadorian export businesses
and trade associations, USITC staff interviews, Quito and
Guyaquil, July 17-19, 1996.



institutions and to increase the general awareness ofConstraints on Exports
ATPA in the Ecuadorian business commugty.
Many business and some  government

The export promotion project also includes an enresentatives in Ecuador were not aware of ATPA
effort to identify the ATPA-eligible products most iqitf preferences. This may explain the relative low
likely to be competitive in the U.S. market. A ygiue of ATPA entries from Ecuador discussed in
software program has been developed that allows cnapter 2 (table 2-7). Officials interviewed expressed
Ecuadorian exporters to evaluate competing goods_, iNthe concern that, as a consequence, ATPA-related
the U.S. market. The software shows Ecuadorian ,yestment in Ecuador could continue at very low
exporters the tariff advantages of ATPA versus MEN, |eyels and that Ecuador might be unable to take full

and identifies their principal sources of competition advantage of ATPA tariff preferences before the
that enter the United States under G%P. program expired3

The Government of Ecuador is also developing a  priyate-sector and government officials contacted
Strategic Planning Guide for Exports to help  iteq numerous constraints on their ability to export to
exporters increase productivity and competitiveness. jha United States. These difficulties are both
The guide calls for incrgasing .production c_)f higher domestic and foreign in origin. The domestic
value added goods, diversifying production into jnnediments include high production costs, high
nontrad_ltl_onal product areas, estgbllshlng a moder;nierest rates, high energy costs, high transportation
and efficient legal framework for international trade, cogts; transport bottlenecks, exchange rate instability,
providing for better use of natural resources, and e |ack of a centralized, long-term international trade
improving the quality of export products. ~The .gjicy  and no formal, institutionalized trade
Strategic Planning Guide for Exporend the efforts promotion prograni?
to create a new legal framework for trade and
investment promotion are designed to help producers  Foreign constraints on increased exports include
concentrate on expanding exports and to help thethe cost of learning how to market effectively in the
government meet its goals of increasing national United States, difficulties in finding partners in the
welfare3! U.S. market, U.S. packaging and labeling

i i ) requirements, and high quality expectations in the

Another - export promotion project involves a ;g markeB® U.S. phytosanitary regulations also

survey of 1,200 companies in Ecuador about their oo cited as hindering some of Ecuador’s potential
production capacity, product lines, and product quality exports. One government official said that

to determine which products have the best export ;oeityral producers were not willing to diversify

potential. - Results of the survey will help determine ;i hontraditional exports in part because they do not
the_future allocation of training and export promotion | o how to meet U.S. phytosanitary regulatidhs.

assistance. ~ Several observers noted that thegeyera| private-sector representatives in the Guyaquil
agricultural sector in Ecuador possesses a high degre%rea' which is adjacent to the main tropical fruit
of potential for increased exports to the United States. o.q\ying areas, said that Medfly treatment for mangos
For example, it was pointed out, the varied terrain and ge\erely damages the quality of their products prior to
cllmate_ of Ecuador—lslandsz coasta] regions, export. A former Ecuadorian Cabinet minister added
mountains, and the Amazon jungle—with S€asons o 5 grower of honeydew melons, despite having
counter-cyclical to those of North America create a \;qked with U.S. Department of Agriculture’s

production  advantage in many product areas. agricyiture and Plant Health Inspection Service
Production throughout the vyear or during the

off-season in North America is possible for a wide 33 Representatives Government of Ecuador, and

range of products such as trout, okra, mangos, melonsEcuadorian export businesses and trade associations,

and crawfish?2 USITC staff interviews, Quito and Guyaquil, July 17-19,
1996.

29 Representatives of Government of Ecuador, 34 Representatives of U.S. Embassy, Quito,
Ministry of Industry, USITC staff interview, Quito, July Government of Ecuador, and Ecuadorian agricultural
17, 1996. export businesses and trade associations, USITC staff

30 |pid. interviews, Quito and Guyaquil, July 17-19, 1996.

31 Representatives of Government of Ecuador, USITC 35 Representatives of Government of Ecuador,

staff interviews, Quito and Guyaquil, July 17-19, 1996. Customs Bureau, USITC staff interview, Guyaquil, July

32 Representatives of agro-businesses and export trade 19, 1996.
associations, USITC staff interviews, Quito and Guyaquil, 36 Representatives of Government of Ecuador, USITC
Ecuador, July 17-19, 1996. staff interviews, Quito and Guyaquil, July 17-19, 1996.
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(APHIS) for 8 years to demonstrate that his crop a disincentive to long-term investment in both
was free of Medflies, is only allowed to export to an traditional and nontraditional investme#t.
area of the United States where Medflies cannot

a7 New investment in the agricultural sector largely
survive:

takes place in coastal areas, not in the Peruvian

Individuals interviewed also expressed the concern highlands or jungle regions where much of the illegal
that some businesses may not be exporting indrug crop production occurs. Camu-camu, a citrus
significant quantities because of the fear of being held fruit with a very high vitamin C content, is an
liable for narcotics that are placed in shipping example of a nontraditional Peruvian export that has
containers by drug traffickers. U.S. officials noted recently entered foreign markets. A major Peruvian
that security at the port of Guyaquil is generally fruit processor has spent several years developing the
insufficient to deter such efforts. A representative of product for export, most recently marketing
Ecuador’s Customs bureau said that over 100 customsamu-camu in Japan as a fruit beverage. Another
agents had recently been fired and that future nontraditional agricultural project in Peru involves
shipments will require verification by private grape production, but exports are not anticipated for
inspection agencies prior to expdft. several year$3

One representative of a private sector association

P eru stat(_a(_j that_ most new investmenp i_n Peru .is in the

traditional industries, such as mining, fishing, and

fishmeal. Investment and production in nontraditional

.. products remain at low levels. At present, however,

Investment Activity Peru remains most competitive for investment in

Peru's economy grew by 6.9 percent in traditional, low value-added produds.

1995—second only to Chile as the best economic
performance in Latin America. Foreign investment in A major Peruvian bottler of fruit beverages

Peru has grown dramatically in recent years, from rgcently made a $3 million investment to upgrade the
$1.5 billion in 1992 to $4.5 billion in 1995. The quality and capacity of a juice processing plant. The

principal sources pf foreign investment are Spain (47 paw bottling capacity, which is scheduled to become
percent), the United States (17 percent), and thegperative in late 1996, will allow the firm to improve

United Kingdom (8 percent). The majority of foreign qyajity and expand exports to the United States. The
investment in Peru is in communications (44 percent), firm has also recently invested in a new
mining (21 percent), industry (12 percent), and energy yegetable-canning plant.  The new operation will

(8 percent®? allow the firm to increase exports of pigeon peas for
Market-oriented economic reforms undertaken in export to the United States. Other vegetables the firm

Peru since 1992 have included implementing a legalmay export include broccoli, cauliflower, and mixed

framework to guarantee nondiscriminatory treatment vegetable$?

and other rights to foreign investd%. Foreign

investment does not require government approval, and

there are no restrictions on remittances of profits, Export Promotion
dividends, royalties, and capital flo#s. One

individual interviewed reported that a tax on The majority of products that enter the United

assets—even those assets that do not turn a profit—isotateés under ATPA provisions from Peru are gold
jewelry, raw sugar, copper cathodes, lead, zinc, and

37 Representatives of export associations and mangos. Peruvian private-sector and government
agribusinesses, USITC staff interviews, Quito and officials identified these and a variety of other
Guyaquil, July 17-19, 1996. products that could increase exports to the United

38 Representative of U.S. Embassy, Quito, and
Government of Ecuador, Customs Bureau, USITC staff 42 Representative of Peruvian trade association,
interviews, Quito and Guyaquil, July 17-19, 1996. USITC staff interview, Lima, July 16, 1996.

39 U.S. Department of Commerce, International Trade 43 Representatives of Peruvian fruit processor and
Administration, “Country Commercial Guide, Peru,” 1996, other agricultural export businesses, USITC staff
National Trade Data Bank. interviews, Lima, July 16-17, 1996.

40 |bid. 44 Representative of Peruvian trade association,

41U.S. Department of State telegram, “Investment USITC staff interview, Lima, July 16, 1996.

Climate Statement for Peru,” message reference No. 4048, 45 Representative of Peruvian fruit processor, USITC
prepared by the U.S. Embassy, Lima, May 13, 1996. staff interview, Lima, July 16, 1996.
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States under ATPA in the future. Other Peruvian other difficulties that inhibit profitability. For

products eligible for ATPA tariff preferences include example, some officials noted that Peru’s agricultural
cocoa products, dry beans, herbal teas andsector requires substantial, long term investment to
medicines, yellow potatoes, handicrafts, natural dyesdevelop a competitive export capacity. The sector,
such as carmine and achiote, mangos, lemons, garlicthey pointed out, suffers from nearly two decades of

onions, camu-camu, fruit juices, melons, bell
peppers, palm hearts, palm oil, and naturally colored
cotton. Export promotion officials interviewed noted
that some of these products could fill niche markets
in the United States, such as specialty coffee
products, or be marketed in areas with high
concentrations of Peruvian expatriates in the United
Statest6

Business and government officials interviewed
reported that Peru’'s agricultural sector holds
possibility for future growth in nontraditional exports
to the United States. They noted that Peru’s growing
season for fresh fruits and vegetables generally is
countercyclical to that of the United Stafés.

neglect during the period of domestic instability,
which has been curtailed only recerfy.

U.S. phytosanitary requirements on imports of
fresh fruit were cited as obstacles to Peru’s exports to
the United States. However, Peruvian Government
representatives reported that Peru is improving its
ability to meet those requirements. For example, they
noted that Peru is creating pest-free growing areas for
citrus, mangos, grapes, mandarins and other fresh
agricultural products. In addition, they noted the
encouraging sign that an APHIS inspector had
recently been posted to Peru; the consensus was that
the presence of the APHIS inspector will improve the
ability of Peruvian exporters to meet U.S. phyto-

Agricultural businesses centered in the coastal regions’sanitary import standardd.

such as asparagus and fishery products, operate in th
region with the most well-developed social and
economic infrastructure in Pef8.

Chapter 3 identified fresh or chilled asparagus and
rope and chain for jewelry among the U.S. industries
most likely affected by imports entered under ATPA
in 199549 Peru was the principal supplier of these
items, with duty-free ATPA entries of asparagus
valued at approximately $11 million (accounting for
82 percent of all such ATPA entries) and duty-free
ATPA entries of rope and chain for jewelry valued at
$67 million (accounting for 66 percent of all such
ATPA entries).

Constraints on Exports

Several individuals interviewed noted that many
of Peru’s most promising export crops are grown in
the highlands or other remote areas.
such goods face logistical difficulties and high costs
in transporting products to coastal markets and ports.
In addition, some of the products in the highlands face

46 Representatives of Peruvian government and export
promotion associations, USITC staff interviews, Lima,
July 16-17, 1996.

47 See the discussion of asparagus in ch. 3 for
additional information on overlaps between the U.S.
season and the Andean season.

48 Representatives of the Peruvian agricultural export
businesses and trade associations, USITC staff interviews,
Lima, July 16-17, 1996.

49 Imports of asparagus and rope and chain for
jewelry entered under ATPA provisions are discussed in
more detail in ch. 3.

Producers of®

e
The status of the legal regime for the agricultural
sector is widely cited as an impediment to further
investment in nontraditional products in Peru. As
noted in the Commission’s report on ATPA last
year>? a legacy of land reform policies initiated by
previous Peruvian administrations has been to leave a
large share of land untitled or under conflicting land
title claims. Several Peruvian business representatives
stated that inadequate land titling contributed to the
collapse of the agricultural export sector. They added
that the legacy of the land policies now complicates
the ability of Peru’s agricultural sector to produce for
the domestic and export markégs. Moreover,
inadequate land titling limits access to credit by local
farmers because banks often refuse to extend credit to
farmers who do not hold clear title to their la4d.

50 Representatives of Peruvian manufacturing and
gricultural export businesses and export promotion
associations, USITC staff interviews, Lima, July 16-17,
1996.

51 Representatives of the Government of Peru,
Ministry of Industry, Commerce, Tourism, and Integration,
and Peruvian agricultural export businesses, USITC staff
interviews, Lima, July 16-17, 1996.

52 USITC, Andean Trade Preference Act: Impact on
U.S. Industries and Consumers and on Drug Crop
Eradication and Crop Substitution, Second Report, 1994
USITC publication 2926, pp. 34-35.

53 Representatives of Peruvian agricultural export
businesses and trade associations, USITC staff interviews,
Lima, July 16-17, 1996.

54 Representatives of Peruvian agricultural export
businesses, USITC staff interviews, Lima, July 16-17,
1996.
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Representatives of the Government of Peru problems that make production both expensive and
reported that land titling problems are being addressedtime-consuming. Infrastructure links to domestic and
through recent legal changes and through efforts toexport markets are slowly being improved, but still
resolve titling disputes and provide land titles in both pose difficulties for agribusiness centered outside of
the coastal and highland areas. They said that sincecoastal areas. Limited access to credit, even in cases
1994, 90 percent of the land in the coastal region haswhen potential borrowers hold undisputed land titles,
been titled. In addition, the Government of Peru inhibits the ability of farmers and agro-businesses
reportedly plans to create an index of land holdings in alike to finance new or expanded operations.
the highlands and jungle regions over the next 5 Finally, Peruvian firms generally lack expertise to be
years>® competitive in the U.S. market, such as an

understanding of competitors in the U.S. market,

Other constraints on developing export capacity how to establish marketing links, and how to meet
for nontraditional products include an array of U.S. labeling and other requiremepés.

55 Representatives of the Government of Peru, 56 Representatives of Peruvian agricultural export
Ministry of Industry, Commerce, Tourism, and Integration, businesses and trade associations, USITC staff interviews,
USITC staff interviews, Lima, July 16-17, 1996. Lima, July 16-17, 1996.
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CHAPTER 5
Impact of ATPA on Drug-Relatedcrop
Eradication and Crop Substitution

This chapter assesses the impact of ATPA tariff countries is key to separating the region’s economies
preferences on drug-related crop eradication and cropfrom the drug trade—and that ATPA plays a small,
substitution. The first part of this chapter describes but useful role in that effort.
the scope of the analysis and summarizes the findings

pertaining to the Commission’s reporting requirement . .
on the impact of ATPA on drug crop eradication and Eradication and

crop substitution in the Andean regibnThe second Substitution. VieWS Of U S

part describes ATPA-related efforts undertaken during

1995 by the ATPA beneficiaries to eradicate and Government Agencies

create substitutes for drug crops.
According to the U.S. Department of State,

cocaine poses “the most serious drug threat to the
United States? All of the world’s coca production
(coca is the raw material used to produce cocaine)
takes place in the Andean region. Colombia is the
world’s largest supplier of cocaine and the source of
virtually all the cocaine shipped into the United
States. Peru is the world's largest supplier of coca
leaf, most of which is shipped to Colombia for
processing into cocaine. Bolivia also produces coca
leaf and coca products. Ecuador is primarily a transit
zone for both unrefined coca products and processed
drugs.

Information used for this assessment was obtained
primarily from factfinding travel to Bolivia, Ecuador,
and Peru during July 1996 by Commission staff to
conduct interviews with U.S. Government officials as
well as with representatives of foreign governments
and private sector interests. Supplemental information
was obtained from periodic unclassified reports from
U.S. Embassies in the Andean countries, interviews
with officials of relevant U.S. Government agencies in
Washington, DC, and other published reports.

Overview _ _ _
The Commission found that the overall effect of Cooperatlon Wlth the Umted

ATPA on crop eradication and substitution was small States
and indirect, but positive, during 1995. Sources
contacted reported that ATPA is only one element of a
much larger multilateral effort to combat the complex
drug problem. The exact contributions of ATPA tariff

preferences are both indirect and difficult to quantify,
but most experts agree that more widespread
economic growth and development in the Andean

The degree to which ATPA beneficiaries cooperate
with U.S. antinarcotics efforts is directly addressed in
an annual report published by the U.S. State
Department’s Bureau for International Narcotics and
Law Enforcement Affairs. In its annual report, the
International Narcotics Control Strategy Report
(INCSR, the State Department evaluates the extent to
1 The first report in this series included a brief history Which countries worldwide are meeting the goals and

of coca cultivation in the Andean region as well as a objectives of the 1988 United Nations Convention
survey of drug production trends in the four ATPA Against lllicit Traffic in Narcotic Drugs and
beneficiary countries. See USIT@nnual Report on the Psychotropic Substances (U.N. Convention). The
Impact of the Andean Trade Preference Act on U.S.

Industries and Consumers and on Drug Crop Eradication 2U.S. Department of Staténternational Narcotics

and Substitution, First Report, 1993USITC publication Control Strategy ReporthereafterINCSR, Mar. 1996,

2814, Sept. 1994, pp. 51-62. p. 8.
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INCSR also provides the factual basis for determined to be major drug-producing and/or

Presidential  determinations  affecting  foreign drug-transit countries. In 1996, based on
assistance and multilateral development bank information contained in théeNCSRreport, President
assistance to drug-producing countdes. Clinton fully certified Bolivia, Ecuador, and Peru as

Consideration of whether a country has cooperatedcomplying with the U.N. Conventich. A
fully with the United States, or has taken adequate presidential determination on Colombia resulted in
steps on its own, to achieve full compliance with the that country being denied certificatién.

U.N. Convention underlies the required Presidential
determination certifying complianée.

The latestiINCSRreport, issued in March 1996,
includes the four ATPA countries among those

This was the first time that such a step was taken
against an ATPA beneficiary.

3 Section 490 of the FAA “requires that fifty percent Eradlcatlon

of certain kinds of assistance be withheld at the start of The limited drug crop eradication that took place
E:ﬂ}i égt(i:;ll yel?rafrgéznstt'c?scﬁgtnggﬁhggnﬂggt 'f(;réi N in the Andean countries in 1995 occurred primarily in
: y ‘ g Bolivia and Colombia (table 5-1). The area eradicated

assistance is cut off and the United States is required to .
vote against multilateral development bank lending to that @S @ share of cultivated coca land—6.2 percent—was

country.” U.S. Department of StatdyCSR Apr. 1994, p. larger in 1995 than at any time since ATPA provisions
62. have been operative. However, during 1995, the
4 Two levels of certification are possible: full amount of Andean land area under new coca

certification and national interest certification. The latter ~ Cultivation increased—outpacing the decline lost
is used in the case where a country cannot be certified

under the standards required for full compliance, and SINCSR,p. vi. In March of 1995, Bolivia, and Peru
where “vital national interests of the United States were certified with a national interest waiver. Presidential
require” that assistance be provided and that the United ~ Determination 95-15 of Feb. 28, 1995. 198&SR,

States not vote against multilateral development bank p. vi.

lending to that country. 6 INCSR p. xxvi.

Table 5-1

Coca cultivation and eradication in the Andean region, 1990-95
(In hectares)

Year 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...........oovint. 47,900 37,500 40 120,800 206,240
1992:

Cultivated .............. 50,649 38,059 3 129,100 217,808

Eradicated ............. 5,149 959 3 0 6,108

Net.............oooiit. 45,500 37,100 0 129,100 211,700
1993:

Cultivated .............. 49,600 40,493 5 108,800 198,893

Eradicated ............. 2,400 793 5 0 3,193

Net.........o.ooiint. 47,200 39,700 0 108,800 195,700
1994

Cultivated .............. 49,200 49,610 3 108,600 207,668

Eradicated ............. 1,100 4,910 3 0 5,968

Net..........oiviit. 48,100 44,700 0 108,600 201,700
1995:

Cultivated .............. 54,093 59,650 Q) 115,300 229,043

Eradicated ............. 5,493 8,750 Q) 0 14,243

Net...............ovt 48,600 50,900 0 115,300 214,800

1 Not available.

Source: U.S. Department of State, International Narcotics Control Strategy Report, Mar. 1996, p. 24, 72, 88, 94, and 105.
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through eradication. The net result was that the total specific replacement crops, and may even offer
area of land under coca cultivation in the Andean financial support for the exchange. In a broader
region increased from 1994 to 1995, reaching a sense, used by most of the individuals and sources
six-year high of 214,000 hectares. There was morecontacted for this report, crop substitution involves
land under cultivation in coca in 1995 than in 1990. an alternative development strategy for farmers who
produce drug cropk. Alternative development
encompasses direct substitution, but it also seeks to
improve economic opportunities and to provide
stable employment for farmers who produce drug

Two basic types of drug crop eradication
programs were identified for this report. “Forced”
eradication compels farmers to uproot their drug
crops, or the crops are forcibly uprooted without the
farmers’ consent and without compensation. crops.

“Compensated” eradication provides funds and other  Crop substitution programs must overcome several
assistance to farmers as payment for uprooting theirobstacles to be successful. One longstanding obstacle
crops. Compensated eradication may overlap with, orto successful crop substitution is the fact that coca
be an integral component of, crop substitution plants are harvestable 3 to 4 times per year, few legal

programs, described in more detail below.

There are no clear trends or patterns linking

success in annual eradication with ATPA. Table 5-1
shows that between 1990 and 1993, eradication of

land cultivated with coca declined in the Andean

region overall. This decline preceded the inauguration

of the ATPA program and continued during its first 2

alternative crops are equally productive and lucrative.
Moreover, this series of reports has noted the
difficulty of identifying crops that will be readily
accepted by growers as a substitute for coca, as well
as the inadequate transportation infrastructure and
access to finance capital throughout much of the
Andean coca-growing regiofs.

years. Eradication increased in 1994, as nearly 6,000

hectares were eradicated,
hectares in 1993.
entirely attributable to an upturn in eradication in

compared with 3,200
The increased eradication was

Country Profiles

Highlights of drug crop eradication and crop

Colombia. In 1995, the area of eradicated coca moregpstitution in each of the ATPA beneficiaries, as well

this decade.

Substitution

Crop substitution, while occurring in the region, is
taking place on an extremely small scale. Among
ATPA beneficiaries, only Bolivia, Colombia, and Peru
were engaged in promoting substitution through
alternative development programs in 1995. Improve

ATPA provisions as part of its eradication and
substitution efforts, follow.

Bolivia
In 1995, the Bolivian Government reinvigorated a

stalled compensated eradication program and initiated
a public awareness campaign to seek greater public

d support for anti-drug efforf? These efforts followed

access to the U.S. market offered by ATPA indeed @ Y-S ultimatum and a deadline of June 30 for

appears to be an important incentive in Bolivia’s crop
substitution programs.
headway in further integrating ATPA provisions into
that country’s crop substitution efforts during 1995.

Peru appeared to make

Bolivia to achieve
eradication progrart

improved results from its
Bolivia eradicated 5,493

8 At an experts’ meeting held in Berlin in April 1993,
alternative development was defined as “a process to

In its narrowest sense, crop substitution means the€liminate and prevent production of illicit drug crops

one-for-one replacement of drug crops with a legal
product. Official programs of this type may suggest

7 The 1996INCSRreport points out the shortcomings
in various time series and data elements concerning drug
crop production.

data. Generally, the most reliable information available is
that on the amount of hectares under cultivation. Crop
yields are more difficult to estimate; the methodology
reportspotential drug production, rather than actual final
drug crop available for harveddNCSR p. 19.

The numbers are used to examine trends
and are to be considered as approximations, and not hard

through specifically designed rural development measures
in the context of sustained national economic growth. It
should include social and economic measures which take
into account factors contributing to illicit production.”
U.S. Embassy, Lima,Coca Crop Reduction in the United
States Bilateral Alternative Development Project in Peru
working paper, Nov. 1995.

9 USITC, ATPA, First ReportUSITC publication
2814, Sept. 1994, p. 63.

10INCSR p. xviii.

11 “Drugs—Bolivia: Government Complies with U.S.
Ultimatum,” NewsEDGE/LAN, June 21, 1996.
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hectares of land in 1995, more than in any year of corruption in the countd? In 1994 the
since 1990; nevertheless, the total land area underGovernment of Colombia pledged to eradicate all
coca cultivation in Bolivia actually increased slightly coca in the country within 2 yeaf. While
in 1995 (table 5-1). eradication increased by 78 percent, from 4,910
hectares in 1994 to 8,750 hectares in 1995, net
cultivation increased by 14 percent, from 44,700
hectares to 50,900 hectares in 1995 (table ¥-1)n

: . a letter to the Commission, U.S. Congressman Tom
crops now occupy 60 percent of total cultivated land; Campbell (D-California). a sponsor of a House

prior to ATPA, coca was the dominant crep.In the . . .
past, Bolivia compensated farmers whose coca Cropsresolutlon to deny ATPA preferential tariff treatment

were eradicated® More recently, farmers have begun fﬂﬁ::logbllan g_resr;] flowerli, atrgdtfd thr?t t[s]mce ]Ehe
to negotiate with the Bolivian Government for , olombia has cultivatednore hectares o

. . 2,
financial assistance to plant other crops in exchangecoca'ne’ instead of lesé?
for eradicating cultivated coca. The  Colombian Government  reportedly

Pineapples and palm hearts, both of which are inaugurated a crop substitution program, the National
eligible for ATPA tariff preferences, have been Plan for Alternative Development (PLANTEJ? in
developed as alternative crops for Bolivian farmers. 1995. The program narrowly focused on areas of
It has been reported that pineapples can earn $5,006-0lombia where the incidence of illegal crop
per hectare, and palm hearts $2,500 per hectare?“'“va“c_’r] is high. PLANTE is a complement to
compared to $2,027 per hectare for cbta.Cashew Colombia’s forced drug crop eradication effoiS.
nuts are being explored as a lucrative Bolivian export
alternative to coca, but cashews require 4 years after
planting to yield a crop. Another alternative to coca
production, offering a more immediate payoff, is dairy ECU&dOF
farming1® Other alternative crops being produced in Ecuador is considered primarily a transit zone for
the Chapare region are bananas and plantains, passiogirug-related products, while large amounts of drug
fruit, citrus, and black pepper. The area planted in money are laundered through the Ecuadorian banking
these agricultural crops has increased from 60,000systen?® No illicit crop cultivation was reported in
hectares in 1993 to 77,000 hectares in 1995. 1995 and therefore neither crop eradication nor crop
Individuals interviewed generally agreed that the substitution was an issue during the year.

ATPA program was contributing to the process of
opportunity substitution and job creation in Bolivia, 19 Allegations that Colombian President Ernesto
but noted that the broad based development of Samper received campaign funds from drug cartels are

alternate products would take some 10 y&ars. discussed in the section on Colombia in ch. 4.
20 Republic of Colombia, Counterdrugs National
Council, “Report to the National Drugs Council on the
. Legal and Technical Aspects of the Eradication of lllicit
COIOmb|a Crops,” Eradication Policies About lllicit DrugsBogota,

. Feb. 1995, and National Planning Departm rnative
Despite what the annual 199BNCSR report g Departmeiits

" - U 2o , Development Programmdogota, Oct. 1994.
termed _an ambitious crop eradication qampa@m 21 According to the Government of Colombia, “1995
CO!Omb'a was not Cert'f'e_d by t_he Pre5|dent of the was a banner year for its illegal crop eradication efforts.”
United States as cooperating with U.S. antinarcotics colombian Government Trade Bureau, submission to the

efforts based on other factors, including the presencecommission, July 30, 1996.

22 ;
12 |nformation provided to USITC staff by U.S. Tom Campbell, U.S. House of Representatives,

Agency for International Development (USAID), Aug. subr;:;ssmn to the Commlssflon, Aug. 1, 1996.
22 1996. PLANTE is the Spanish acronym f&lan

13 NCSR p. 66. Nacional de Qesarrollo Alternativo .
14 |pid 24 Colombian Government Trade Bureau, submission

. ) ) to the Commission, July 30, 1996, p. 7.
15 USITC staff interview with U.S. Government

25 . ; . .
representative, Cochabamba, July 24, 1996. > Money _Iaunderlng an_d control Of. chemicals in
transit (used in the production of cocaine) are the

Crop substitution programs in Bolivia have been
relatively successful. In the Chapare region,
principal coca-growing area of Bolivia, legal export

1 lbid. significant concerns of the drug control authorities in
17USITC staff interview with U.S. Embassy staff, Ecuador. USITC staff interview with representatives of

LaPaz, July 23, 1996. CONSEP(Consejo Nacional de Control de Sustancias
18 INCSR p. xxv. Estupefacientes y Psicotrépicaf)uito, July 17, 1996.
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Peru full-fledged crop substitution program. However, by
1995, a decrease of only 7,000 hectares in coca
The Peruvian Government has not actively growth could be attributed to crop substitution in the
participated in the eradication of mature coca plants eleven years that the program had been operdtive.
since ATPA h"’%S been operative. In the past, the On May 12, 1995, the United States and Peru
forcedzﬁeradlcatlon of coca plants ha_\s_ led to public signed a bilateral agreement to establish a crop
unrest> Between 1994 and 1995 illicit growing of g qtivition and alternative development program.

coca increased from 108,600 hectar_es to 115.’300This USAID-operated program, the Peru Alternative
hectares (table 5-1). The only eradication project Development Project, is the major undertaking

C@”.'edl out I?y PerL{[\r/]|an ag_thcirltlesfgsslggg, with currently underway for coca reducion in Peru. Itis a
minimal results, was the eradication o ’ Square5-year project, funded at $44 million, that aims to

meters of coca seedbeds—the potential equivalent Ofreduce coca cultivation through the provision of

16,912 hectares of mature céca. alternative legal employment and income activiftes.
The Government of Peru historically has placed a The project focuses on 5 coca-growing areas in Peru
greater emphasis on crop substitution and alternativeand has as its target a 50-percent reduction in coca
development programs than on eradication. Crop cultivation, or some 20,000-30,000 hectares. USAID
substitution efforts in Peru have achieved modest, buthas an agreement with the Peruvian Association of
promising, results, according to the United Nations Exporters to help small Peruvian businesses export
Drug Control Program (UNDCP) representatives, and alternative products to the U.S. market. Sweet yellow
a decline in the price of coca in 1995 bodes well for onions, yellow potatoes, and artisanry (craft products)

future endeavors?® In 1995, it was reported that
some Peruviain farmers left coca growing for cotton
or a medical plant callediia de gato(cat's claw),
which is eligible for ATPA tariff preference$. Until
recently UNDCP was the only international
organization offering Peruvian coca growers a

26 For the first time since 1989, the Peruvian
Government implemented a comprehensive coca
eradication program for plants older than seedlings in
1996. As of Feb. 23, 1996, the eradication of young coca
will be allowed and endorsed. This includes coca up to
two years in age. The Peruvian Government approved
this new policy on their own initiative. Representative of
the Peruvian Ministry of the Interior, USITC staff
interview, Lima, July 16, 1996.

27INCSR p. 101.

are among the ATPA-eligible products identified with
significant export potentia®

28 7oraida Portillo, “Drugs-Peru: “It's Now or Never”
for Coca Substitution,” Inter Press Service English News
Wire, Sept. 4, 1995.

29 Abraham Lama, “Peru-Drugs and Narco-Traffic
Resumes,” Xinhua News Agency, Jan. 17, 1996.

30 |bid.

31U.S. Department of State telegram, “The USG-Peru
Alternative Development Project at One Year,” message
reference No. 6004, prepared by U.S. Embassy, Lima,
July 15, 1996.

32U.S. Department of State telegram, “GOP
Promulgates New Counternarcotics Law, Legislative
Decree no. 824,” message reference No. 3752, prepared
by the U.S. Embassy, Lima, May 2, 1996.
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APPENDIX A

LIST OF SUBMISSIONS IN RESPONSE
TO FEDERAL REGISTER NOTICE



SUBMISSIONS FOR THE RECORD
INVESTIGATION NO. 332-227

Tom Campbell, Congress of the United States, House of Representatives:

The submission from U.S. Congressman Tom Campbell (D-California) stated that “preferential
tariff treatment [under ATPA] should no longer be given to Colombian cut flowers due to
[Colombia’s] . . . lack of cooperation in the drug war and the devastating effect it has had on the
domestic cut flower industry.” Congressman Campbell stated that the net effect of ATPA tariff
preferences for Colombia has been to encourage increased production of fresh cut flowers, which
“has nearly devastated California’s flower industry,” while doing little to halt coca growing and
cocaine production in Colombia. Congressman Campbell is a sponsor of a House resolution (H.R.
452) which would call upon the President to deny ATPA preferential tariff treatment to Colombian
fresh cut flowers.

American Chamber of Commerce, Bolivia2

The submission from the American Chamber of Commerce of Bolivia stated that ATPA has
encouraged the production of nontraditional Bolivian exports such as jewelry, wood and wood
manufactures, boric acid, and craft products.

Colombian American Chamber of Commerce?

Citing data showing that the fresh cut flower industry in Colombia directly employs over
75,000 individuals, the submission from the Colombian Chamber of Commerce stated that “the
fact is that ATPA has been (and will be, as long as it is in effect for Colombia) an effective
alternative to coca cultivation and cocaine production.”

Colombian Government Trade Bureau?

The submission from the Colombian Government Trade Bureau included extensive
information on Colombia’sPlan Nacional de Desarrollo AlternativgNational Alternative
Development Plan), a drug crop substitution program that was launched during 1995. The
submission also included information on the economic impact of ATPA on the Colombian
economy and on how increased trade has benefited both Colombia and the United States. The
submission noted that, although ATPA encourages exports of fresh cut flowers, the United States
continues to maintain an overall trade surplus with Colombia.

1 Submission to the Commission by Tom Campbell, U.S. House of Representatives, received Aug.
2, 1996.

2 Submission to the Commission by Anna Maria Galindo de Paz, General Manager, American
Chamber of Commerce of Bolivia, received July 23, 1996.

3 Submission to the Commission by Joseph Finnin, Executive Director, Colombian American
Chamber of Commerce, received July 30, 1996.

4 Submission to the Commission by Nicolas Lloreda, Director, Colombian Government Trade
Bureau, received July 30, 1996.



Asociacion Colombiana de Exportadores de Flores (Association of
Colombian Flower Exporters) (ASCOFLORES)?®

The submission from ASCOFLORES stated that ATPA has encouraged growth in the
Colombian flower sector. Such economic expansion, in turn, directly supports approximately
75,000 jobs in Colombia and indirectly generates an additional 50,000 Colombian jobs.
ASCOFLORES reported that the jobs created by Colombia’s labor-intensive flower industry have
played an important role in providing lawful employment opportunities to many individuals who
might otherwise be drawn to employment in the illegal drug crop production.

ASCOFLORES also provided data showing the beneficial economic effects of Colombian
flower exports on the economy of the United States. Specifically, ASCOFLORES stated:

m  “Approximately 5,400 jobs have been created among the roughly 105 independent
flower importers operating in Miami, the U.S. freight airlines that transport the
flowers, the trucking companies that distribute the flowers throughout the United
States, . . . the bouquet companies that add value in the United States . . . wholesalers,
and retailers who distribute and sell flowers.”

®  American consumers benefit by having improved access to “quality flowers at
reasonable prices.” Moreover, “[blecause of their geography and climate, Colombian
growers are also able to maintain high production during the U.S. winter, when U.S.
production declines and U.S. demand increases due to the presence of major flower
giving holidays such as St. Valentine's Day. U.S. flower growers simply lack the
capacity to supply the entire U.S. market.”

m  ATPA did not cause the United States to experience a negative balance in trade in
flowers. ASCOFLORES reported that the United States “has historically been a net
importer of fresh cut flowers since U.S. production is insufficient to meet domestic
demand, particularly during times of peak holiday demand including Valentine’s Day
and Mothers Day.”

m  Theincrease in exports of fresh cut flowers from Colombia is not the result of ATPA,
but, instead, is the result of a more general increase in Colombian flower exports
worldwide—which has made Colombia the world’s second largest flower exporter.
According to ASCOFLORES, Colombian flower exports have increased due to their
global competitiveness rather than to ATPA preferences.

Floral Trade Council (FTC):6

According to the FTC, “the U.S. fresh cut flower industry continues to be adversely affected
by duty-free treatment of fresh cut flowers under the ATPA.” The submission by the FTC made
the following points:

m  ATPA has encouraged increased imports of fresh cut flowers from the Andean
countries. Such imports from Colombia and Ecuador “continue to ravage what is left
of our domestic industry.” The FTC provided data showing a decline in the number of
U.S. fresh cut flower producers since 1992.

m  One key deficiency in ATPA provisions is the lack of competitive-need limitations
comparable to GSP.

m  ATPA has done little to promote drug crop eradication and crop substitution in
Colombia.

5 Submission to the Commission by Angela Maria Orozco, International Manager, ASCOFLORES,
received July 30, 1996.

6 Submission to the Commission by Terence P. Stewart et al., Stewart and Stewart, Special Counsel
to the Floral Trade Council, received July 30, 1996.

7 A more detailed discussion and comparison of ATPA and GSP provisions is provided in ch. 1.
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APPENDIX B

TECHNICAL NOTES TO CHAPTER 3



This section presents the methodology used to  ATPA import supply curve to the U.S. market, the
estimate the impact of ATPA on the U.S. economy in non-ATPA import supply curve, and the domestic
1995. The economic effects of ATPA duty reductions industry supply curve,SS,, and g, are all horizontal,
are evaluated using a comparative static analysis.je  perfectly elastic. The assumption of perfectly
Since ATPA_tariff preferences were aIr_eady in effect in g5stic supply curves is made in order to obtain “upper
1995, the impact of the program is measured by ynq» (e  maximum potential) estimates of the

comparing the market conditions currently present P
(duty-free entry, or staged 20-percent reduced-duty\évfcl)f:;;;nd domestic displacement effects on the U.S.

entry, for eligible products entered under ATPA
provisions) with those that might have existed under The change from full tariffs to duty-free treatment
full tariffs (i.e., no ATPA tariff preferences). Thus, the for ATPA imports causes the import supply curvg, S
analysis provides an estimate of what the potential in panel a to shift down tozSby the amount of the ad
costs and benefits to the U.S. economy would haveyajorem tariff,  Thus, the equilibrium price in the
been if ATPA had not been in place during 1995. g market for ATPA imports decreases from t&
However, the material on welfare and displacement P,; whereas, the quantity imported increases from Q

effects, in the section titled “Analytical Approach” in . . . . .
ST o . 0 Q4. The relationship between the price with the
chapter 3 and in this appendix, discusses the impact Of:ariff (P) and the tariff-free price (B is Py = Py(1 +

ATPA in terms of duty reductions, rather than the
“removal” of duty reductions already in plaéeThe
effects of a duty reduction and a duty increase are  The increase in demand for ATPA imports leads to
symmetrical and lead to results that are equivalent ing decrease in demand for similar goods from other
magnitude but opposite in signThus, the discussion countries and domestic U.S. producers. Thus, the
is framed Wi_th respect to the implementation of duty yemand curves for both non-ATPA imports and
reductions simply for clarity. domestic output, Pand 0y, shift back to [ and 0y,
respectively. Since the supply curves in both of these
markets are assumed to be perfectly elastic, the
equilibrium prices do not change. The equilibrium

Using a partial equilibrium framework, three
different markets in the United States, namely the

kets for ATPA ducts, ti -ATPA ) A
markets - for products, competing hon quantity supplied in each market decreases frgn Q

(foreign) products, and competing domestic products, , , .
are modeled. These three markets are depicted inand Qito Qv and @, respectively.

panels a, b, and ¢ of figure B-1. Imports from ATPA The impact of ATPA on the U.S. economy is
beneficiaries, imports from non-ATPA countries, and measured by examining the welfare effects of the tariff
competing domestic output, are assumed to bereduction in the market for ATPA imports and the
imperfect substitutes for each other, and each isdomestic displacement effects of a decrease in demand
characterized by a separate market where differentin the competing U.S. market. The displacement of
equilibrium prices exist. non-ATPA country imports because of ATPA tariff
preferences is not estimated since the focus of the
The ATPA and non-ATPA import demand curves, analysis is on the direct effects of ATPA provisions on
D, and 0, and the demand curve for domestic output, the United States.

Dg, are all assumed to be downward sloping with & The decrease in the tariff for ATPA imports leads
constant elasticity of demarfd.It is assumed that the 1o an increase in consumer surplus for these products.

This is measured by the trapezoighlBR in panel a.

! Although the term “duty reduction” is used, the There is also an accompanying decrease in the tariff
methodology employed in the analysis for this report . L
applies equally to a duty elimination (which is a duty revenue collected from ATPA imports. This is
reduction in the full amount of the duty). measured by the area of the rectangl@cR in

2 Most comparative static analyses are used to panel a
evaluate the effects of an event that has not already '
happened—such as a proprosed tariff reduction. This The net welfare effect of ATPA is equal to the

comparative analysis evaluates the effects of an event that

has already happened—ATPA duty elimination and duty increase in consumer surplus plus the decrease in tariff

reduction has been in effect since 1992. The method revenue—the trapezoid,#R’ minus the rectangle
described in this section can be used in either situation.

3 This is technically true only if income effects are 5 Since ATPA imports account for a very small share
negligible. Given the small U.S. expenditure on goods of U.S. domestic consumption in most sectors, these upper
from ATPA countries, income effects are likely to be bound estimates were minimal. Assuming upward sloping
negligible for the products under consideration. See R. supply curves would have resulted in even lower
Willig, “Consumer’s Surplus Without ApologyAmerican estimates.

Economic Review66, pp. 589-597. 6 Although the discussion focuses on the impact of

4 The subscripts a, n, and d refer to ATPA imports, duty eliminations, exactly the same analysis applies to

non-ATPA imports, and U.S. output, respectively. imports with reduced-duty provisions under ATPA.
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P,ack in panel a, i.e., triangle ac. The dollar elasticities were taken from the literat8reTo obtain
amount by which ATPA imports displace U.S. output is estimates of the maximum potential impact of ATPA, it
measured by the rectanglegy@Qy in panel c. is assumed that all of the elasticities of substitution are

Given the above assumptions and the additionalidentical and high, in this case equal to 5.
assumption of constant elasticity demand curves, the

markets for the three goods are described by the CGiven equations (ljthrough (3) we can derive
following three equations: the following equations for calculating the changes in

) (Qu 105) (R, /Py)aa consumer surplus, tariff revenue, and domestic output:
a a a a

@  (@/QV) = (R/Py) ,
3) (Q/Qf) = (R /Py)Eda Consumer surplus (where k is a constant)
Given R = PJ/(1+t), these can be restated as: Pa
) N aa area of ) €a
(1) (Qa/Qd) = (1+tf trapezoid RabR, = [ kPa  dR
2y (Qn /Qn) = (1+tf"2 Py
©)} (Qu /Qd) = (1+tfda

The ¢jj is the uncompensated elasticity of demand for

) = SN Tariff revenue from ATPA imports
good i with respect to price j. The values for thg

area of
€na andey, elasticities are derived from the following rectangle RacRy = (- P2)Qa
relations:
4) €aa = VaN - VnOan - VdOad = PitQa given B = Py(1+1)
5) €na = Va(Opa+n)
= tP)/ Q4 (1+t)*3given Q= Q(1+t)*aa
6)  &da = Va(Oda*N) o
where the Vs are market shares for ATPA imports, Domestic output
non-ATPA imports, and domestic output, respectively, area of
n is the aggregate demand elasticity, anddjie are rectangle @deQy = Ry(Qq - Q)
the elasticities of substitution between the ith and jth
product®  Estimates of the aggregate demand = PyQq [(1+t)®da - 1]

7 Welfare effects typically include a measure of the
change in producer surplus. The change in producer
surplus is not considered in this analysis because the

assumption of perfectly elastic supply curves means U.S. 9 The aggregate elasticities were taken from sources
domestic prices do not fall in response to ATPA. referenced in USITCPotential Impact on the U.S.

8 Equations (4) through (6) are derived from P.R.G. Economy and Selected Industries of the North American
Layard and A.A. Waltersiicroeconomic TheoryNew Free-Trade AgreementSITC publication 2596, January
York: McGraw-Hill, 1978). 1993.
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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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