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ABSTRACT

The submission of this study to Congress continues a series of annual reports by the U.S.
International Trade Commission (“the Commission” or “USITC”) on the impact of the
Andean Trade Preference Act (ATPA) on U.S. industries and consumers. The current study
fulfills the Commission’s reporting requirement for calendar year 2004 and represents the
eleventh in the series.

ATPA, enacted on December 4, 1991, authorized the President to proclaim duty-free
treatment for eligible articles from Bolivia, Colombia, Ecuador, and Peru. ATPA expired 10
years later on December 4, 2001, but was renewed and modified under the Andean Trade
Promotion and Drug Eradication Act (ATPDEA) on August 6, 2002. Section 206 of the
ATPA requires the Commission to assess the economic impact of the act “on United States
industries and consumers, and in conjunction with other agencies, the effectiveness of this
Act in promoting drug-related crop eradication and crop substitution efforts of beneficiary
countries.” The Commission is required to submit its report to Congress annually by
September 30.

The overall effect of ATPA-exclusive imports (those ineligible for other tariff preferences)
on the U.S. economy and consumers continued to be negligible in 2004. However, U.S.
imports of ATPA-exclusive products were estimated to have potentially significant effects
on domestic industries producing asparagus; fresh-cut roses; and chrysanthemums,
carnations, anthuriums, and orchids. U.S. imports of all of the 20 leading ATPA-exclusive
items produced net welfare gains for U.S. consumers in 2004. The probable future effect of
ATPA on the United States, as estimated by an examination of export-oriented investment
in the beneficiary countries, is also expected to be minimal on the overall U.S. economy and
in most sectors.

ATPA continued to have a small, indirect effect on drug-crop eradication and crop
substitution efforts in the ATPA countries in 2004. Although coca eradication reached a
record high and coca cultivation reached a record low in 2004, the levels represented only
slight changes from the levels reported in 2003. ATPA trade preferences continued to
support industries that provide jobs for workers who might otherwise have participated in
illicit coca cultivation. In 2004, exports to the United States under ATPA accelerated,
supporting job growth in such industries as flowers in Colombia and Ecuador, asparagus and
other agricultural products in Peru, and textiles and apparel throughout the ATPA region.

The information provided in this report is for the purpose of this report only. Nothing in this
report should be construed as indicating what the Commission’s determination would be in
an investigation involving the same or similar subject matter conducted under other statutory
authority.
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EXECUTIVE SUMMARY

The Andean Trade Preference Act (ATPA) was enacted in December 1991 and expired 10
years later on December 4, 2001. On August 6, 2002, the President signed into law the
Andean Trade Promotion and Drug Eradication Act (ATPDEA). ATPDEA renewed ATPA
trade preferences retroactive to December 4, 2001, through December 31, 2006, and
authorized the extension of ATPA preferences to additional products. ATPDEA trade
preferences were implemented on October 31,2002, by Presidential Proclamation. The year
2004 marked the second full year that ATPDEA was in effect.

ATPA, asamended by ATPDEA (hereinafter ATPA), authorizes eligible products from four
Andean countries—Bolivia, Colombia, Ecuador, and Peru—to enter the United States free
of duty.' The primary goal of ATPA is to promote broad-based economic development and
viable economic alternatives to coca cultivation and cocaine production by offering Andean
products broader access to the U.S. market. Whereas ATPA applies to the same tariff
categories covered by the more restrictive U.S. Generalized System of Preferences (GSP)
program,’? it also adds a broader product coverage and has more liberal product-qualifying
rules.

This report, the eleventh in a series, covers the impact on the United States of ATPA during
calendar year 2004. Section 206 of ATPA requires the U.S. International Trade Commission
(“the Commission”) to prepare an annual report assessing the actual and the probable future
effects of ATPA on the U.S. economy generally, on U.S. industries, and on U.S. consumers,
as well as the estimated effect of ATPA on drug-related crop eradication and crop
substitution efforts of the beneficiary countries.

Partial-equilibrium analysis is used to estimate the impact of ATPA on the United States.
The probable future effect of ATPA on the United States is estimated by an examination of
ATPA-eligible investment in the beneficiary countries during 2004. Sources of information
included data from the U.S. Department of Commerce, interviews with other government
agencies, reports from U.S. embassies, and other published sources. In addition, the
Commission solicited public comment for this investigation by publishing a notice in the
Federal Register.?

Main Commission Findings

¢ Ofthe $8.4 billion in U.S. imports that entered under ATPA in 2004, imports valued
at $7.6 billion could not have received tariff preferences under any other program.

! Products that became eligible for duty-free entry under ATPDEA, like those entered under
the original ATPA program that expired in December 2001, will generally be referred to as ATPA
products. On occasion, for the sake of clarity, the term “expanded” or “amended” ATPA will be used
interchangeably with the term ATPA. The term ATPDEA will also be used when the discussion so
requires.

2 All four ATPA beneficiary countries are also GSP beneficiaries.

* Appendix A contains a copy of the Federal Register notice and appendix B contains
summaries of submissions received in response to the notice.

ix



The five leading products benefiting exclusively from ATPA in 2004, as defined by
8-digit Harmonized Tariff Schedule (HTS) classifications, were heavy crude oil;
light crude oil; copper cathodes from Peru, which had exceeded its GSP competitive
need limit; heavy fuel oil; and knit cotton tops. All of these products except copper
cathodes became eligible for duty-free treatment under ATPDEA in 2002.

The overall effect of ATPA-exclusive imports on the U.S. economy and on
consumers continued to be negligible in 2004. In 2004, the value of duty-free U.S.
imports under ATPA accounted for about 0.6 percent of total U.S. imports, or nearly
0.07 percent of the U.S. gross domestic product (GDP).

Men’s or boys’ knitted cotton shirts provided the largest gain in consumer surplus
($24 million to $27 million) from lower prices and higher consumption resulting
exclusively from ATPA tariff preferences in 2004. Knitted cotton t-shirts provided
the second-largest gain in consumer surplus ($17 million to $19 million). U.S.
imports of all of the 20 leading ATPA-exclusive products produced net welfare
gains (consumer surplus net of U.S. Treasury losses) for U.S. consumers in 2004.
Men’s or boys’ knitted cotton shirts yielded the largest net welfare gain, valued at
$3.2 million to $5.2 million, followed by knitted cotton t-shirts and men’s or boys’
woven cotton pants.

The Commission’s economic and industry analyses indicate that U.S. industries that
may have experienced displacement of more than 5 percent of the value of U.S.
production in 2004, based on upper estimates, were those producing asparagus (2.9
percentto 10.6 percent displacement, valued at $4.4 million to $16.0 million); fresh-
cut roses (1.3 percent to 8.1 percent displacement, valued at $0.6 million to $3.5
million); and chrysanthemums, carnations, anthuriums, and orchids (1.1 percent to
6.6 percent displacement, valued at $0.3 million to $2.0 million).

The probable future effect of ATPA on the United States is expected to be minimal
on the U.S. economy overall and in most economic sectors. Political instability in
Bolivia and Ecuador, and uncertainties regarding the ATPA countries’ future trade
relationship with the United States, dampened investment somewhat in 2004. In
particular, the expiration of ATPA in 2006, uncertainties regarding the signing and
timing of a U.S.-Andean Free Trade Agreement, and the impact of competition from
China in the textile and apparel sector probably affected the level of ATPA-related
investment in the region in 2004. Nonetheless, the Commission was able to identify
investments in the export-oriented production of apparel, flowers, pouched tuna,
fruits and vegetables, petroleum, ceramics and related construction materials,
jewelry, sugar confections, and gelatin capsules.

In 2004, ATPA continued to have a small, indirect effect in support of illicit coca
eradication and crop substitution efforts in the Andean region. Coca eradication in
the region rose less than 1 percent to a new record in 2004 and net cultivation
remained essentially unchanged compared with 2003. However, U.S. imports under
ATPA accelerated during 2004 and supported job growth in areas such as the
asparagus and flower industries, thereby expanding alternatives to workers who
might otherwise engage in drug-crop production. In addition, ATPA benefits appear
to have directly supported the expansion of jobs for the production of other
agricultural products as well as textiles and apparel in 2004.



Trade-related Activities in 2004

* In 2004, U.S. imports from ATPA countries, at $15.5 billion, as well as the U.S.
deficit in trade with the ATPA countries, at $7.8 billion, reached record levels. U.S.
imports from ATPA countries surged 33 percent in 2004 compared with the
previous year principally because commodity prices (including prices of oil, metals,
minerals, and certain agricultural commodities) rose and the contraction of the
dutiable portion of such imports made them more competitive.

» U.S. exports to ATPA countries, at $7.7 billion in 2004, were the highest since
1998. Although the political and social environment in the region remained volatile,
the economic performance of ATPA countries improved during the year, resulting
in greater demand for U.S. products across all major product categories.

e The dutiable portion of U.S. imports from ATPA countries continued to shrink
significantly because of the implementation of ATPDEA in late 2002—to 9.5
percent in 2004 from 14.0 percent in 2003 and 47.8 percent in 2002. All 20 leading
U.S. imports from ATPA countries except canned tuna entered free of duty in 2004
under either ATPA, normal trade relations (NTR) tariff rates, or GSP.

» In 2004, imports under the expanded ATPA (the original ATPA and ATPDEA
combined) soared 43 percent from $5.8 billion in 2003 to $8.4 billion in 2004, and
accounted for 54.9 percent of all imports from the region. This share compares with
50.6 percent in 2003 and 10.3 percent under the original ATPA in 2002.

* In 2004, mineral fuels and apparel—both of which became eligible for trade
preferences under ATPDEA—were jointly responsible for more than three-fourths
of all imports under ATPA. In 2000, prior to the implementation of ATPDEA, the
three largest product groups entered under ATPA were copper articles, flowers, and
jewelry. These accounted for 59.5 percent of the total.

* In 2004, 11 products on the list of 20 leading imports under the expanded ATPA
were newly eligible for trade preferences under ATPDEA and nine were eligible
under the original ATPA.

» Because crude petroleum and derivatives are high-value ATPA products, their
eligibility under the expanded ATPA raised the relative importance of the two major
petroleum-exporting ATPA countries—Colombia and Ecuador—in U.S. imports
under ATPA, at the expense of Peru and Bolivia. In 2004, Colombia accounted for
47 percent of U.S. imports under ATPA (42 percent in 2000); Ecuador, for 33
percent (13 percent in 2000); Peru, for 19 percent (43 percent in 2000); and Bolivia,
for 1.4 percent (3.1 percent in 2000).

xi






CHAPTER 1
Introduction

The U.S. Congress enacted the Andean Trade Preference Act (ATPA)' in 1991 to encourage
the Andean countries of Bolivia, Colombia, Ecuador, and Peru to reduce drug-crop
cultivation and production by granting tariff preferences to qualifying Andean products to
foster trade, including the production and exports of nontraditional products. ATPA expired
on December 4, 2001, but was renewed retroactively and amended on August 6, 2002, by
the Andean Trade Promotion and Drug Eradication Act (ATPDEA), part of the Trade Act
of 2002.> ATPA, as amended by ATPDEA, authorizes the President to grant duty-free
treatment to many Andean products entering the United States. The preferential trade
benefits provided under ATPA are broadly similar to those provided to Caribbean Basin
countries under the Caribbean Basin Economic Recovery Act (CBERA),’ but unlike
CBERA, the ATPA program is not permanent and will expire on December 31, 2006. To
enhance the trade relationship, the United States and ATPA beneficiary countries are
currently negotiating a free trade agreement (FTA).*

This report fulfills a statutory mandate under ATPA that the U.S. International Trade
Commission (“the Commission”) report annually on the economic impact of ATPA on U.S.
industries, consumers, and the economy in general, as well as on the estimated effect of
ATPA on drug-related crop eradication and crop substitution efforts of the beneficiary
countries.® The report is the eleventh in the series and covers calendar year 2004.

Throughout this report, the term “ATPA” refers to ATPA as amended by ATPDEA. For
purposes of identifying the original ATPA program that expired in December 2001, the term
“original ATPA” will be used so that the scope and requirements of that statute can be
discussed appropriately.

! ATPA was passed by Congress on Nov. 26, 1991, and signed into law on Dec. 4, 1991
(Public Law 102-182, title II; 105 Stat. 1236, 19 U.S.C. 3201 et seq.). Minor amendments to ATPA
were made by Public Law 102-583. ATPA became effective July 22, 1992, for Colombia and Bolivia
(Presidential Proclamation 6455, 57 F.R. 30069, and Presidential Proclamation 6456, 57 F.R. 30087,
respectively); Apr. 30, 1993, for Ecuador (Presidential Proclamation 6544, 58 F.R. 19547); and Aug.
31, 1993, for Peru (Presidential Proclamation 6585, 58 F.R. 43239).

2Public Law 107-210, title XXXI. ATPDEA duty-free treatment became effective for all four
beneficiary countries on Oct. 31, 2002 (Presidential Proclamation 7616, 67 F.R. 67283).

3 CBERA was enacted Aug. 5, 1983, as Public Law 98-67, title II; 97 Stat. 384, 19 U.S.C.
2701 et seq., and became effective Jan. 1, 1984 (Presidential Proclamation 5133, 48 F.R. 54453).
Minor amendments to CBERA were made by Public Laws 98-573, 99-514, 99-570, and 100-418.
Major amendments were made to CBERA by Public Law 106-200, the Caribbean Basin Trade
Partnership Act, effective Oct. 1, 2000.

4 On May 18-19, 2004, Colombia, Ecuador, and Peru launched FTA negotiations with the
United States. The United States hopes to include Bolivia at a later stage, and is working with Bolivian
officials to prepare for Bolivia’s participation. See USTR, “Peru and Ecuador to Join with Colombia
in May 18-19 Launch of FTA Negotiations with the United States,” press release, May 3, 2004.

5 The reporting requirement is set forth in sec. 206(b) of ATPA (19 U.S.C. 3204(b)).
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Organization of the Report

The present chapter summarizes the provisions of ATPA and describes the analytical
approach used in the report. Chapter 2 analyzes U.S. trade with ATPA beneficiaries during
2004. Chapter 3 estimates the effects of ATPA in 2004 on the U.S. economy generally, as
well as on U.S. industries and consumers. That chapter also examines the probable future
effects of ATPA. Chapter 4 assesses the estimated effect of ATPA on the drug-crop
eradication and crop substitution efforts of the beneficiary countries.

Appendix A reproduces the Federal Register notice by which the Commission solicited
public comment and appendix B contains summaries of submissions received by the
Commission in response to the Federal Register notice. Appendix C explains the economic
model used to derive the findings presented in chapter 3.

Summary of the ATPA Program

ATPA authorizes the President to grant certain unilateral preferential trade benefits to
Bolivia, Colombia, Ecuador, and Peru in the form of duty-free treatment of eligible products
imported into the customs territory of the United States, based on importer claims for this
treatment.’ ATPDEA amended the original ATPA to authorize duty-free treatment for certain
products previously excluded from ATPA trade preferences. In Presidential Proclamation
7616 of October 31, 2002, the President designated all four original ATPA beneficiary
countries as ATPDEA beneficiary countries and designated most of the additional ATPDEA-
eligible products as eligible for duty-free treatment.” The following sections summarize
ATPA provisions concerning beneficiaries, trade benefits, and qualifying rules, and the
relationship between ATPA and the Generalized System of Preferences (GSP).

Beneficiaries

Bolivia, Colombia, Ecuador, and Peru are the only countries eligible under the statute to be
designated by the President for ATPA benefits.? The statute authorizes the President at any
time to withdraw or suspend the designation of any country as a beneficiary country under
ATPA or ATPDEA or withdraw, suspend, or limit application of duty-free treatment to any
article of any country;’ the President can withdraw, suspend, or limit ATPDEA benefits even
if preferences under the original ATPA are continued. The statute requires the President,
when determining whether to designate a country for benefits under the original ATPA, to

¢ The World Trade Organization’s (WTO) waiver for the original ATPA program expired on
Dec. 4,2001. The United States requested a waiver for ATPA, as amended by ATPDEA, in February
2005 for the period ending Dec. 31, 2006. The request is pending. A waiver is required because
benefits are not extended on a most-favored-nation (MFN) basis. WTO, “Request for a Waiver,
Andean Trade Preference Act (ATPA As Amended),” Mar. 1, 2005 (G/C/W/510).

7 Presidential Proclamation 7616, 67 F.R. 67283. See the section below on “Trade Benefits
under ATPA” for more specific information on the exception for import-sensitive products.

819 U.8.C. 3202(b). Although Venezuela is amember of the Andean Community along with
the four ATPA beneficiary countries, it is not eligible under the statute to be designated as an ATPA
beneficiary country.

°19 U.S.C. 3202(e).
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take into account a number of considerations, including whether that country has met the
criteria for U.S. narcotics cooperation certification.'” The statute also requires ATPA
beneficiary countries, among other things, to take steps to afford internationally recognized
worker rights as defined under the GSP program'' and to provide effective protection of
intellectual property rights (IPR), including copyrights for film and television material.'* By
1993, the President had designated all four countries as eligible for ATPA benefits," and
during the 10 years that the original ATPA was in effect, he did not withdraw or suspend the
designation of any country or any article.'*

Each ATPA beneficiary country is eligible to be designated by the President for the
additional trade benefits under the ATPDEA. The statute provides the President with a list
of criteria that must be considered in designating countries as ATPDEA beneficiary
countries.'® The list includes those criteria that apply to country eligibility under the original
ATPA,'¢ as well as several new criteria.!” The new criteria include the extent to which the
country: (1) has implemented its World Trade Organization (WTO) commitments and
participated in the Free Trade Area of the Americas (FTAA) process; (2) provides protection
of IPR; (3) provides internationally recognized worker rights; (4) has implemented its
commitments to eliminate the “worst forms” of child labor; (5) has cooperated with the
United States on counternarcotics initiatives; (6) has implemented an international
anticorruption convention; (7) has applied transparent, nondiscriminatory, and competitive
procedures in government procurement; and (8) has cooperated with the United States to
combat terrorism. Following enactment of ATPDEA on August 6, 2002, the Office of the
U.S. Trade Representative (USTR) conducted a review of ATPA beneficiaries’ compliance
with these requirements. On October 31, 2002, the President designated all four beneficiary
countries of the original ATPA as ATPDEA beneficiary countries.'®

ATPDEA provides for an annual review of the eligibility of articles and countries for ATPA
benefits. On July 25, 2003, USTR published regulations, effective that date, establishing
procedures for petitions for withdrawal or suspension of country eligibility or duty-free
treatment under ATPA.'® On August 14, 2003, USTR announced the 2003 ATPA Annual
Review, the first such review conducted pursuant to the ATPA regulations, and invited the

1919 U.S.C. 3202(d)(11). These criteria are set forth in 22 U.S.C. 2291(h)(2)(A).

119 U.S.C. 2462(b)(2)(G) or 2462(c)(7).

1219 U.S.C. 3202(c).

13 Bolivia and Colombia were designated for ATPA benefits in 1992; Ecuador and Peru were
designated in 1993.

4 Commission staff interview with the Office of the U.S. Trade Representative (USTR), June
18, 2002.

1519 U.S.C. 3203(b)(6)(B).

1619 U.S.C. 3202(c) and (d).

1719 U.S.C. 3203(b)(6)(B).

18 Presidential Proclamation 7616 of October 31,2002, 67 F.R. 67283. For more information
on the eligibility criteria and beneficiary country compliance with these criteria, see Office of the U.S.
Trade Representative, Second Report to the Congress on the Operation of the Andean Trade
Preference Act As Amended, Apr. 30, 2005. ATPA, as amended, required USTR to submit a report
by April 30, 2003, and requires similar reports every two years thereafter on the operation of ATPA,
including a general review of the beneficiary countries based on the eligibility criteria and
considerations described in the statute.

1968 F.R. 43922 (July 25, 2003).
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submission of petitions.”” On July 21, 2004, USTR published a notice stating that the Trade
Policy Staff Committee (TPSC) had determined that certain petitions did not require action
and terminated their review, and delayed the results with regard to the other petitions.?' On
August 17, 2004, USTR initiated the 2004 ATPA Annual Review and requested that
petitions for that review be filed by September 15, 2004.” On November 15, 2004, USTR
published a list of the nine petitions received for the 2004 review.”® On January 18, 2005,
USTR issued a notice stating that the TPSC would announce the results of its preliminary
review for eight of the nine petitions in the 2004 review as well as the preliminary results for
the remaining 2003 petitions by May 31, 2005. In that notice USTR also announced that the
TPSC had determined that one petition received for the 2004 review does not require action
and terminated its review.?* On July 1, 2005, USTR published a notice stating that the TPSC
will announce the results of the preliminary review of the remaining 2003 and 2004 petitions
in a fall 2005 notice, which will also announce the results of the preliminary review of
petitions received as part of the 2005 annual review.?

Trade Benefits under ATPA

ATPA provides duty-free treatment to qualifying imports from designated beneficiary
countries.? For some products, duty-free entry under ATPA is subject to certain conditions
in addition to basic preference eligibility rules. Imports of sugar, like those of some other
agricultural products, remain subject to any applicable and generally imposed U.S. tariff-rate
quotas (TRQs) and food-safety requirements.”’” In-quota shipments of such products subject
to TRQs are eligible to enter free of duty under ATPA. Under the original ATPA, certain
leather handbags, luggage, flat goods (such as wallets and portfolios), work gloves, and
leather wearing apparel from ATPA countries were eligible to enter at reduced rates of
duty.” Not eligible for any preferential duty treatment under the original ATPA were most

2 68 F.R. 48657 (Aug. 14, 2003).

21 69 F.R. 43656 (July 21, 2004).

2 69 F.R. 51138 (Aug. 17, 2004).

3 69 F.R. 65674 (Nov. 15, 2004).

270 F.R. 2921 (Jan. 18, 2005).

70 F.R. 38238 (July 1, 2005).

% General note 3(c) to the Harmonized Tariff Schedule (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. ATPA does not cover trade in services.

" These U.S. measures include TRQs on imports of sugar, dairy products, beef, certain food
preparations, and cotton fibers established pursuant to sections 401 and 404 of the Uruguay Round
Agreements Act (URAA), with the exception of quotas on sugar, which had already been converted
to TRQs in 1990 as a result of a General Agreement on Tariffs and Trade (GATT) ruling. These
provisions abolished former absolute quotas on imports of agricultural products of WTO members;
U.S. quotas had been created under section 22 of the Agricultural Adjustment Act of 1933 (7 U.S.C.
624) and under the Meat Import Act of 1979 (Public Law 88-482). The URAA also amended ATPA
by excluding from tariff preferences any imports from beneficiary countries in quantities exceeding
the new TRQ global trigger levels. Imports of agricultural products from beneficiary countries remain
subject to sanitary and phytosanitary restrictions, such as those administered by the U.S. Animal and
Plant Health Inspection Service.

8 This provision applied to certain articles that were not designated for GSP duty-free entry
as of Aug. 5, 1983 (the date of enactment of CBERA). Under the provisions of the original ATPA,
beginning in 1992, duties on those goods were reduced by a total of 20 percent, not to exceed 2.5
percent ad valorem, in five equal annual stages (19 U.S.C. 3203(c)). ATPDEA eliminated this

(continued...)
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textiles and apparel, certain footwear, canned tuna, petroleum and petroleum derivatives,
certain watches and watch parts, certain sugar products, and rum and tafia.?’

ATPDEA authorizes the President to extend duty-free treatment to some of the products
previously ineligible for preferences under the original ATPA, including certain textiles and
apparel, footwear, tuna in foil or other flexible airtight packages (not cans), petroleum and
petroleum derivatives, and watches and watch parts (including cases, bracelets, and straps).
Certain handbags, luggage, flat goods, work gloves, and leather wearing apparel, previously
eligible for reduced rates of duty under the original ATPA,* are also eligible for duty-free
treatment under ATPDEA. ATPDEA authorizes the President to proclaim duty-free
treatment for qualifying additional articles if he determines that such articles are “not import
sensitive in the context of imports from ATPDEA beneficiary countries.”' In Presidential
Proclamation 7616, the President extended ATPDEA duty-free treatment to most newly
eligible products. However, he did not include 17 footwear rate lines on the basis of their
import sensitivity in the context of imports from ATPDEA countries.*? Nearly 6,300 rate
lines or products are now covered by ATPA trade preferences, of which about 700 were
added by ATPDEA.* The following products continue to be excluded by statute from
receiving preferential treatment: textile and apparel articles not otherwise eligible for
preferential treatment under ATPDEA; canned tuna; above-quota imports of certain
agricultural products subject to tariff-rate quotas, including sugars, syrups, and sugar-
containing products; and rum and tafia.

"Qualifying Rules

To be eligible for ATPA treatment, ATPA products must either be wholly grown, produced,
or manufactured in a designated ATPA country or be “new or different” articles made from
substantially transformed non-ATPA inputs.* The cost or value of the local (ATPA region)
materials and the direct costs of processing in one or more ATPA countries must total at least
35 percent of the appraised customs value of the product at the time of entry. ATPA
countries are permitted to pool their resources to meet the value-content requirement and to
fully count inputs from Puerto Rico, the U.S. Virgin Islands, and countries designated under

28 (...continued)
provision and allowed the President to decide if duty-free entry is appropriate.

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

3% As mentioned above, ATPDEA repealed 19 U.S.C. 3203(c), which had previously provided
duty reductions for certain handbags, luggage, flat goods, work gloves, and leather wearing apparel.

3119 U.S.C. 3203(b)(1). Textiles and apparel articles were not subject to a Presidential
determination regarding import sensitivity. See Office of the U.S. Trade Representative, First Report
to the Congress on the Operation of the Andean Trade Preference Act As Amended, Apr. 30, 2003,
p. 6.

32 Office of the U.S. Trade Representative (USTR), First Report to the Congress on the
Operation of the Andean Trade Preference Act As Amended, Apr. 30, 2003, p. 6. .

3 USTR, “New Andean Trade Benefits,” Fact Sheet, Sept. 25, 2002. Accordingly,
approximately 90 percent of rate lines provide duty-free treatment to U.S. imports from the ATPA
region (60 percent under ATPA and 30 percent have normal trade relations (NTR) rates of free). U.S.
imports under the remaining approximately 10 percent of rate lines are dutiable.

** 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)).
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CBERA? toward the value threshold. In addition, goods with an ATPA content of 20 percent
of the customs value and the remaining 15 percent attributable to U.S.-made (excluding
Puerto Rican) materials or components,*® and goods containing inputs that undergo double
substantial transformation within the ATPA countries and are counted with other qualifying
inputs to total 35 percent, are deemed to meet the 35 percent value-content requirement.”’

With respect to textiles and apparel, ATPDEA extended for the first time duty-free treatment
to specified imported textile and apparel articles from designated ATPDEA beneficiary
countries, effective on October 31, 2002. ATPDEA authorizes unlimited duty-free and
quota-free treatment for imports of textile and apparel articles made in beneficiary countries
from fabrics or fabric components wholly formed, or components knit-to-shape, in the
United States of U.S. and Andean yarns, provided the fabrics are also dyed, printed, and
finished in the United States.”® ATPDEA also includes unlimited preferential treatment for
apparel assembled from Andean fabrics or fabric components formed, or components knit-to-
shape, of llama, alpaca, or vicufia.

Apparel items assembled in ATPDEA countries from regional fabrics or regional
components formed or knit-to-shape in the region of U.S. or Andean yarn are also eligible
to enter free of duty and ordinary quota but subject to a cap.” The cap on U.S. imports of
apparel made in the Andean countries from regionally knit or woven fabrics was set at 2
percent of the aggregate square meter equivalents (SMEs) of total U.S. imports of apparel
from the world for the one-year period beginning on October 1, 2002, and increasing in each
of the four succeeding one-year periods by equal increments up to a maximum of 5 percent
for the three-month period beginning October 1, 2006.* For the one-year period from
October 1,2003 through September 30, 2004, the cap was 2.75 percent of total U.S. apparel
imports or 548,823,093 SMEs; the “fill rate” was 4.28 percent or 23,500,639 SMEs.*! As
such, the expansion of the cap from 2 percent to 5 percent allows for significant growth of
exports of apparel from the Andean countries made from regional fabrics. The principal
textile and apparel provisions of ATPDEA are summarized in table 1-1.

3 Those countries are Antigua, 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 and Nevis, St.
Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago.

3619 U.S.C. 3203(a).

37 Double substantial transformation involves transforming foreign material into a new or
different product that, in turn, becomes the constituent material used to produce a second new or
different article in the beneficiary country. Thus, ATPA countries can import inputs from non-ATPA
countries, transform the inputs into intermediate material, and transform the intermediate material into
ATPA-eligible articles. The cost or value of the constituent intermediate material can be counted
toward the 35 percent ATPA content requirement. For additional information, see U.S. Department
of Commerce and U.S. Agency for International Development, Guidebook to the Andean Trade
Preference Act (Washington, D.C.: Government Printing Office, July 1992), p. 5.

38 The dyeing, printing, and finishing requirement does not refer to post-assembly and other
operations such as garment dyeing and stone washing.

3% This provision is one of the most important for apparel in ATPDEA. See discussion of U.S.
imports of apparel made from regional fabric in chapter 2.

4 ATPA, including ATPDEA, is scheduled to expire Dec. 31, 2006.

41 ATPDEA trade data are official statistics of the U.S. Department of Commerce, found on
the website of its Office of Textiles and Apparel (OTEXA) at http://otexa.ita.doc.gov/agoa-<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>