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Executive Summary

This report statistically updates previous studies by the Commission on
items 806.30 and 807.00, briefly analyzing the data and noting trends in import
totals in 1966-80 and by commodity groups and sources in 1977-80. Imports
under items 806.30 and 807.00 combined were at a peak of 14 billion in 1980;
however, at no time in the past 15 years did such imports account for more
than 6 percent of all imports. Imports under item 807.00 (U.S. articles
assembled abroad) represented 98 percent of the combined imports in 1980;
motor vehicles alone accounted for 38 percent of the combined imports.
Semiconductors and parts, television receivers and apparatus and parts, and
office machines and parts were also important imports under item 807.00. 1In
1980, a little over one-quarter of the total value of item 807.00 imports was
duty free.

Of 77 countries supplying U.S. imports under item 807.00 in 1980, three--
Japan, Mexico, and West Germany--accounted for 56 percent. Motor vehicles
were preponderant among imports from Japan and West Germany, whereas imports
from Mexico were varied.

Item 806.30 imports (U.S. metal articles processed abroad and returned
for further processing) declined after the peak year of 1974, when they
accounted for $543.7 million, to a low point of $237 million in 1980. The
duty-free value of such imports was at a high of 67 percent of the total value
in 1980. Semiconductors and parts thereof have been the principal articles
imported under item 806.30; in 1980 they were followed by base metal mill
products.

Of 30 countries supplying U.S. imports under item 806.30 in 1980, four—-
Canada, Mexico, West Germany, and Malaysia--supplied 83 percent of the total.
Canada and West Germany shipped mostly products of base metal mills and other
metalworking plants; Mexico, mostly electronic and electrical articles and
motor-vehicle parts; and Malaysia, only semiconductors and parts thereof.
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Introduction

The purpose of this special study on imports under items 806.30 and
807.00 of the special provisions of the Tariff Schedules of the United States
(TSUS) is to statistically update previous studies by the Commission, 1/
briefly analyze the statistical data readily available, and note trends in
such imports. This report is not intended to be a comprehensive factfinding
investigatory study, but rather is a presentation and elucidation of official
statistics currently available. The previous Commission reports discussed
import data on items 806.30 and 807.00 from 1966 through 1978. 1In this
report, statistics are presented for total imports under items 806.30 and
807.00 for 1966-80 and for imports under items 806.30 and 807.00 by principal
commodity groups for 1977-80. The sources of the imports in 1977-80 are also
discussed. .

¢

1/ Previous studies by the U.S. International Trade Commission include TC
Publication 339, entitled Economic Factors Affecting the Use of Items 807.00
and 806.30 of the Tariff Schedules of the United States; Report to the
President on Investigation No. 332-61 under section 332 of the Tariff Act of
1930, published in September 1970, and two unpublished reports, both entitled
Background Materials on Articles Assembled and Fabricated Abroad, Ttems 806.30
and 807.00 of the Tariff Schedules of the United States, dated Mat. 22, 1976,
and July 9, 1976, respectively, and USITC Publication 1029, entitled Import
Trends in TSUS Items 806.30 and 807.00, published in January 1980.

1



Explanation and Background of Special Provisions
Items 806.30 and 807.00

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

Schedule 8-Special Classification Provisions
Part l-Articles Exported and Returned

Subpart B headnotes:
1. This subpart shall not apply to any article

exported--

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

(b) with benefit of drawback;

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

(d) after manufacture or production in the United
States under item 864.05 of this schedule.

2. Articles repaired, altered, processed, or otherwise
changed in condition abroad.--The following provisions
apply only to items 806.20 and 806.30:

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

(i) the cost to the importer of such
change; or
(ii) if no charge is made, the value
of such change,
as set out in the invoice and entry papers; except that,
if the appraiser concludes that the amount so set out does
not represent a reasonable cost or'value, then the value
of the change shall be determined in accordance with
section 402 of this Act. .

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

(c) The duty upon the value of the change in
condition shall be at the rate which would apply to the
article itself, as an entirety without constructive
separation of its components, in its condition as imported



if it were not within the purview of this subpart. If the
article, as returned to the United States, is subject to a
specific or compound rate of duty, such rate shall be
converted to the ad valorem rate which when applied to the
full value of such article determined in accordance with
section 402 of this Act would provide the same amount of
duties as the specific or compound rate. In order to
compute the duties due, the ad valorem rate so obtained
shall be applied to the value of the change in condition
made outside the United States.

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

(a) The value of the products of the
United States assembled into the imported
article shall be--

(i) the cost of such products at the
time of the last purchase; or
(ii) if no charge is made, the value of

such products at the time of the

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

(b) The duty on the imported article shall be at
the rate which would apply to the imported article itself,
as an entirety without constructive separation of its
components, in its condition as imported if it were not
within the purview of this subpart. If the imported
article is subject to a specific or compound rate of duty,
the total duties shall be reduced in such proportion as
the cost or value of such products of the United States
bears to the full value of the imported article.

4. No imported article shall be accorded partial
exemption from duty under more than one item in this
subpart.



% * * * % % *
Item Articles Rates of duty

: Articles returned to the United States after having
: been exported to be advanced in value or improved
in condition by any process of manufacture or other

ee oo oo

: means: :
; * * % * * ;

806.30 : Any article of metal (except precious metal) ¢ A duty upon the
: manufactured in the United States or subjected : value of such
: to a process of manufacture in the United ¢ processing
: States, 1if exported for further processing, : outside the
: and if the exported article as processed out- : United States
: side the United States, or the article which : (see headnote
: results from the processing outside the United : 2 of this sub-
: States, is returned to the United States for ¢  part)
: further processingeiccceccceccssccccccccscsscnsest
. * * * * * ;

807.00 : Articles assembled abroad in whole or in paft of fab-: A duty upon the

full value of
the imported
article, less
the cost or
value of such
products of
the United

ricated components, the product of the United
States, which (a) were exported in condition ready
for assembly without further fabrication, (b) have
: not lost their physical identity in such articles
by change in form, shape, or otherwise, and (c)

: have not been advanced in value or improved in
condition abroad except by being assembled and

: except by operations incidental to the assembly States (see
process such as cleaning, lubricating, and paint- headnote 3 of
Ingeeecececeoososseooessecascssscscansssscnnsssseest this subpart)
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As provided in the above headnotes, no imported article may be accorded
partial exemption from duty under more than one of these tariff items. l/
Neither may an article benefit from these tariff provisions if it had
previously been exported with remission, abatement, or refund of duty or with
the benefit of drawback, or after manufacture or production in bond under the
provisions of item 864.05.

With respect to entries under item 806.30, the duty, as noted, is
assessed only against the value of processing (value added) outside the United

1/ An article could, however, be exported and returned to the United States
under one item and be subsequently reexported and returned under another if
this were economically feasible and if the form of the article had been
sufficiently changed after its first importation. Thus, for example, a metal
article exported and returned to the United States under item 806.30 for
further processing in such a way as to constitute a new "fabricated” article
as defined under item 807.00 could then be reshipped abroad for assembly and
return under the provisions of the latter item.



States. The form of the metal article may be changed in the process so long
as the resultant product imported is returned for further processing. Under
item 807.00, the duty exemption is limited to those fabricated components, the
product of the United States, which have not lost their physical identity by a
change in form, shape, or otherwise, and which have not been advanced in
condition abroad except by their having been assembled.

The rate of duty upon the dutiable portion of the value of the articles
imported under each of these tariff items is the rate which would apply to the
article itself, as an entirety, as if it were not under the purview of
schedule 8. 1/ While most rates of duty in the TSUS are "bound rates” subject
to trade—agreement concessions, the provisions of items 806.30 and 807.00 are
not. Thus the elimination or amendment of these tariff provisions may be
effected by the Congress without impairment of U.S. trade-—agreement
concessions, notwithstanding that the result would be an increase in the
amount of duty collected.

When the applicable rate of duty is a specific or compound rate, the
method of computing duties on item 806.30 entries differs from that used for
item 807.00 entries. With respect to entries under item 806.30, the specific
or compound rate is converted to an ad valorem equivalent which is applied to
the dutiable portion of the article. Under item 807.00, the specific or
compound rate of duty is computed on the entire article, and the total duties
are reduced in such proportion as the cost or value of the products of the
United States bear to the full value of the imported article. For customs
purposes, the value of processing under item 806.30 and the value of U.S.
products for purposes of item 807.00 are based on the invoice costs to the
importer, so long as the Customs Service determines such costs or values to be
reasonable. Otherwise, the value is determined in accordance with section 402
or 402a of the Tariff Act of 1930 (19 U.S.C. 1401a). Z/

Legislative history

Item 806.30.—~Item 806.30 incorporates in the TSUS, without significant
change, the provisions of paragraph 1615(g) of the Tariff Act of 1930, as
amended by the Customs Simplification Act of 1956. According to its sponsor,
the Honorable Victor A. Knox, the purpose of the provision was to facilitate
the processing of U.S. metal articles in contiguous areas of Canada during
breakdowns or other emergencies at nearby plants in the United States. 1In
explanation, Mr. Knox stated on the floor of the House of Representatives that
the provision would--

1/ In this connection it is to be noted that the admission of an article
under either of these tariff items does not relieve it from quantitative
limitations imposed under other provisions of law, such as certain textile
articles covered by the Arrangement Regarding International Trade in Textiles.

2/ Sec. 402 of the Tariff Act of 1930 provides the basic methods of
valuation, for customs purposes, of merchandise imported into the United
States. This section was recently amended by title IT of the Trade Agreements
Act of 1979 (Public Law 96-39 July 26, 1979) to incorporate in U.S. law the
substance of an international agreement on customs valuation which was reached
in the Tokyo round of Multilateral Negotiations.



. « . permit manufacturers to send [metal articles] into
Canada principally for processing . . . [when] . . . they
are unable to process that particular metal product within
their own plants. There have been periods of time when
the industry has had breakdowns in the manufacturing plant
and did not have the facilities to continue on with the
work « « « . It has been necessary for industry——I1 speak
of the Detroit area——to ship to Algoma . . . Canada . . .
metal products in order to have them processed, because
there was no other plant accessible to the manufacturer to
have this particular work done. . . . I believe there is
no possibility that these particular products would ever
be shipped to such countries as Belgium, Spain, Portugal,
and so forth, because of high transportation cost . . . .« l/

Debate on the United States Senate floor regarding the provision
focused on whether it would tend to encourage importations of metal
articles from low-wage countries. However, the Senate Committee on
Finance in reporting favorably on the provision expressed no desire
that its use be limited to imports from contiguous countries. In its
analysis of the provision the Senate report stated:

Section 202 will permit manufacturers of any article of
metal (except precious metal) processed in the United States to
export such articles for further processing and at the time of
reimportation to pay duty on the cost of the processing done in
the foreign country. 2/

The provision has not been amended since it was incorporated in the TSUS.

Item 807.00.--The provisions of item 807.00 were formulated by the U.S.
Tariff Commission, now the U.S. International Trade Commission, as part of its
tariff classification study, which led to the adoption of the TSUS, effective
August 31, 1963 (Public Law 87-456, Presidential Proclamation No. 3548). Item
807.00 had no direct counterpart in the tariff schedules in effect prior to
August 31, 1963; it was designed to provide a tariff provision in the new
schedules covering an anomalous, but well-established, practice which arose
under paragraph 1615(a) of the Tariff Act of 1930 as a result of a 1954 ruling
of the U.S. Customs Court (C.D. 1628) reversing an administrative ruling, an
abstract of which was published as T.D. 52191.

Paragraph 1615(a) provided for the duty—free entry of American products
returned to the United States that had not been "advanced in value or improved
in condition by any process of manufacture or other means.  The Customs
Court, in its 1954 ruling (C.D. 1628), held that the labor expended abroad in
installing an American motor in a Canadian—built motorboat did not advance the
value of the American motor or improve it in condition. The court was of the
opinion that the U.S. parts contained in the imported articles would qualify
for duty-free entry if--

1/ Congressional Record, July 13, 1953, pp. 8850-8859.

2/ Committee on Finance, United States Senate, Customs Simplification Act of
1954 . . . Report To Accompany H.R. 10009, Rept. No. 2326 (83d Cong., 2d o
sess.), 1954, p. 5.




« « « by physical examination at the time of importation,
they could be identified in the imported article as the
identical American product exported from the United States
and as not having been changed in any manner other than by
their assembly with other parts into a new or different
article.

If any work, other than assembly with other parts, was performed directly
upon the American product, the allowance of duty would not have been accorded
under paragraph 1615(a).

' The Customs Service, in numerous rulings applying the principle of C.D.

1628 after 1954, allowed free entry to American-made components assembled into
foreign articles if, "under the theory of constructive segregation,” the
components were "capable of being identified and removed without injury” to
themselves or to the articles into which they had been assembled.

Item 807.00 continued the substance of earlier practice, but without the
assumption that the American components had not been advanced or improved by
assembly and without reference to whether they could be removed without injury
or constructively segregated.

In its report on the tariff classification study, the Commission
commented on C.D. 1628 and the Customs Service practices based thereon as
follows:

« +« » There is no logic to attributing the labor costs

involved in assembly exclusively to foreign parts, nor is there

logic in holding that assembly operations do not advance or

improve the component parts assembled therein. Such component

parts reach their ultimate value only when they have been

assembled into an article where they can in fact perform the

function for which they were designed and made.

« + o Whether or not an American component can be
separated from a foreign article "without injury” to either is
an unrealistic and arbitrary condition upon which to predicate
partial exemption from duty.

The real issue is not whether you can remove "without
injury” or "constructively segregate™ the American part in
order to "classify" it under paragraph 1615(a). The only
classification of the imported article which must be made for
tariff purposes is the classification of the imported article
as an entirety. The substance of the issue is what proof shall
be required to satisfy customs officers—--

(1) that an American part has been assembled
into the imported article, and

(2) that such part was assembled therein
without having been changed in condition.



If (1) and (2) are satisfactorily proved, the question
then arises as to how much allowance or deduction is to be
made from the full value of the imported article on
account of its having such "unimproved” American parts. }/

To assist in the identification of the U.S. components, the portion of
the products eligible to be returned free of duty were limited to U.S.
products exported for the purpose of assembly abroad. The original language
of the article description in item 807.00 was as follows:

Articles assembled abroad in whole or in part of products
of the United States which were exported for such purposes
and which have not been advanced in value or improved in
condition by any means other than by the act of assembly.

The above language appeared to be ambiguous in certain respects, and to
preclude minor operations, incidental to assembly abroad, such as painting.
Therefore, in 1965, item 807.00 was amended by Public Law 89-241, as follows:

Articles assembled abroad in whole or in part of
fabricated components, the product of the United States, which
(a) were exported, in condition ready for assembly without
further fabrication, for the purpose of such assembly and
return to the United States, (b) have not lost their physical
identity in such articles by change in form, shape, or
otherwise, and (c) have not been advanced in value or improved
in condition abroad except by being assembled and except by
operations incidental to the assembly process such as cleaning,
lubricating, and painting.

Subsequently, in November 1966, the clause "for the purpose of such
assembly and return to the United States” was deleted from the language of
item 807.00, pursuant to Public Law 89-806. 1In a summary report of pending
House-passed bills prepared for the use of the Senate Committee on Finance, 2/
the bill (H.R. 11216) which became Public Law 89-806 is commented upon as
follows:

In the Tariff Schedules of the United States, item 807.00

continued this court-approved practice. However, the new

provision eliminated the anomalies involved in the old

practice, first by recognizing that U.S. components do increase

in value by assembly operations and second by making it

unnecessary to show that the U.S. component could be removed

without injury to the assembled article.. At the same time it

was provided that for the duty-free treatment to apply on its

return the U.S. component must have been sent abroad "for the

purpose of assembly.”

1/ Tariff Classification Study, Explanatory and Background Materials;
Schedule 8.--Special Classification Provisions, Appendix to the Tariff
Schedules, Nov. 15, 1960, pp. 13 and l4.

g] Committee on Finance, United States Senate, Summary of Minor House-Passed
Bills Pending Before the Committee on Finance, 1966, p. l4.

8



In the Tariff Schedules Technical Amendments Act of 1965
item 807.00 was clarified to make it clear that cleaning,
lubricating, and painting could be performed in connection with
the assembly function without subjecting the U.S. components to
duty on their return to this country. In making this clarifi-
cation, however, an additional restrictive clause was added to
the duty-free provision. It requires that at the time of
exportation of the U.S. component there be an intention that
the assembled article is to be shipped to the United States.
This additional restriction has raised complaints by interested
importers and foreign shippers, and has also been said to
introduce problems of customs administration.

H.R. 11216 would eliminate both the requirement that the
American component be exported "for the purpose of such
assembly” and the requirement that there be an intention at the
time of exportation that it be returned to the United States.
It would still be necessary, however, for the importer to
establish by satisfactory proof that the components of an
imported article for which duty-free treatment is claimed are,
in fact, components produced in the United States. Moreover,
it must be shown that they have not lost their physical
identity in the assembled article and have not been advanced in
value or improved in condition abroad except by the assembly
operation, or operations, incidental to assembly.

There has been no further legislation on item 807.00.

Customs practices

Item 806.30.--Under headnotes to this item, the value of the foreign
processing on which the duty is levied is its cost to the importer or, if no
charge is made, the value as set out in the invoice and entry papers.
Generally the value used for customs purposes is that stated in the entry
papers. If the appropriate customs officer concludes that the amount so set
out does not represent a reasonable cost or value, then such value is
determined in accordance with the valuation provisions of the Tariff Act of
1930, as amended by the Trade Agreements Act of 1979 (Public Law 96-39, July
26, 1979).

An article of metal (except precious metal) imported under item 806.30
must have been exported for processing abroad, and the article as processed,
or the new article which results from the processing, must be further
processed in the United States after its return from abroad. The Customs
Service has held that melting, machining, grinding, drilling, tapping,
threading, cutting, punching, rolling, forming, plating, and galvanizing are
among the operations that qualify as "processing.”

Examples of articles subject to duty allowance under this tariff item are
aluminum sheets processed from ingots of U.S. origin and returned to the
United States to be cut to size and shape; lead ingots produced from lead

scrap of U.S. origin and returned for further processing; metal screws made
9
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abroad from domestic wire and returned for plating; stainless steel tubing
coated abroad with chromium and returned for rounding and buffing; tungsten
carbide powder sent abroad for sintering and returned for further processing;
and electronic circuits printed on silicon wafers, exported for splitting and
returned for further processing.

Before the exportation of an article for processing abroad under item
806.30, the owner or exporter must file (as provided in section 10.9 of the
Customs Regulations (19 CFR 10.9)), l/ a certificate of registration
describing the article(s) exported. The owner or exporter must state the name
of the U.S. manufacturer, or, if of foreign origin, the name of the U.S.
processor and the process of manufacture. The owner or exporter must further
provide the name of the person who will further process the articles upon
their return to the United States, or, if the person is not known, the reasons
for believing the articles will be returned for further processing and the
reason the person is not known. The article must be examined by a customs
officer and laded for export under customs supervision. Upon its return from
abroad the owner, importer, consignee, or agent must declare that the article
has been processed from the merchandise covered by the certificate of
registration and must declare the nature and cost of the processing abroad and
the processing to be performed in the United States. The declaration as to
the origin of the article, and as to the nature and cost of the processing
abroad, must be supported, moreover, by a declaration of the foreign
processor. The foregoing requirements may be waived by the appropriate
customs officer at the port of entry, but only when he is satisfied that the
article is entitled to enter under item 806.30 and that all the requirements
of the provisions have been met.

Pursuant to a 1958 decision of the Customs Service (T.D. 54572(22)), item
806.30 is applicable only when the U.S. metal article sent abroad for
processing is to be returned for further processing by or for account of the
person or firm which exported the article for processing abroad.

Item 807.00.--Under the circumstances surrounding the foreign assembly of
the merchandise, it is often difficult to establish a transaction value (either
for the imported merchandise or for identical or similar merchandise) or a
deductive value, as those terms are defined in section 402 of the Tariff Act
of 1930 with respect to the imported articles. A large part of the trade is
by U.S. firms and their foreign affiliates that operate and transfer goods on
a manufacturing-cost basis rather than on the basis of values established in
the marketplace. Accordingly, the customs value for purposes of item 807.00
is generally based on computed value, as defined in section 402 of the Tariff
Act. However, the Customs Service is attempting,to use the transaction value
whenever possible.

Computed value represents the sum of all costs, actual or estimated, for
materials used, labor, overhead, depreciation, other general expenses, a
normal profit, and export-packing expenses. In most cases, only the cost of
materials, labor, and export packing can be readily ascertained. To this is
added a markup for general expenses and profit equal to that usually reflected

1/ A copy of the Customs Regulations pertaining to items 806.30 and 807.00,
as set out in vol. 19 of the Code of Federal Regulations (CFR), is provided in
app. A. ' .

10
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in sales by the foreign producers in their home markets of merchandise of the
same class or kind as that exported to the United States. From this gross
computed value, the value of those elements of the export packing which are of
U.S. origin and the value of those U.S. components for which allowance is
claimed under item 807.00 are deducted. These deductions are generally
represented by the values shown on the assembler's declaration and endorsed by
the importer pursuant to section 10.24 of the Customs Regulations (19 CFR
10.24). When the values shown thereon appear unreasonable, other proof of
value may be required. '

After the implementation of the TSUS in 1963, no specific regulations
were issued with respect to the administration of the provisions of item
807.00. Rather, customs officers were informally advised to use section 10.1
of the Customs Regulations (19 CFR 10.1), relating to American goods returned
without advancement in value. It was not until January 1968 that subsection
(g) was added to section 10.1, specifically providing for the documentary
proof to be filed in connection with the entry of articles containing
U.S.-fabricated components claimed to be exempt from duty under item 807.00.

In October 1975 the Customs Service amended part 10 of the Customs
Regulations by adding sections 10.11 through 10.24 (19 CFR 10.11 through
10.24), which set forth definitions and interpretative regulations pertaining
to TSUS item 807.00 adopted by the Commissioner of Customs, as well as related
provisions of law. The sections include examples describing specific
situations in which the exemption from duty provided by item 807.00 may or may
not be applicable. Section 10.24 sets forth the following documentary
requirements applicable to the entry of assembled articles claimed to be
subject to the exemption provided under item 807.00:

(1) a declaration by the person who performed the
assembling operations abroad listing and describing
the U.S. components and describing the operations
performed abroad on such components, and

(2) an endorsement of the importer declaring the decla-
ration in (1) to be correct to the best of his knowl-
edge and belief.

Section 10.24 also makes provision under which the district director may
revise the format of either of the documents specified above, may waive
specific details for each entry, and may waive the foregoing documents if he
"is satisfied that unusual circumstances make the production of either or both
of the documents . . . or of any of the information set forth therein,
impractical and is further satisfied that the requirements of item 807.00 . . .
and related headnotes have been met . . . ."

As noted earlier, the exemption from duty provided under item 807.00
applies to fabricated components that are the product of the United States.
The components must be in condition ready for assembly without further
fabrication at the time of their exportation from the United States to qualify
for the exemption. Components will not lose their entitlement to the
exemption by being subjected to operations incidental to the assembly before,
during, or after their assembly with other components. Materials undefined in
final dimensions and shapes which are cut into specific shapes or patterns
abroad are not considered fabricated components. ' 11
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The assembly operations performed abroad may consist of any method used
to join or fit together solid components, such as welding, soldering,
riveting, force fitting, gluing, laminating, sewing, or the use of fasteners,
and may be preceded, accompanied, or followed by operations incidental to the
assembly, as illustrated below. The mixing or combining of liquids, gases,
chemicals, food ingredients, and amorphous solids with each other or with
solid components is not regarded as an assembly.

Operations incidental to the assembly process, whether performed before,
during, or after assembly, do not constitute further fabrication and do not
preclude the application of the exemption. The following are examples of
operations which are incidental to the assembly process:

(1) Cleaning;

(2) Removal of rust, grease, paint, or other preservative
coating;

(3) Application of preservative paint or coating, including
preservative metallic coating, lubricants, or
protective encapsulation;

(4) Trimming, filing, or cutting off of small amounts of
excess materials;

(5) Adjustments in the shape or form of a component to the
extent required by the assembly being performed
abroad;

(6) Placing holes in a component for ease of assembly;

(7) Cutting to length of wire, thread, tape, foil, and
similar products exported in continuous lengths;
separation by cutting of finished components, such as
prestamped integrated circuit lead frames exported
in multiple unit strips; and

(8) Final calibration, testing, marking, sorting, pressing,
and folding of assembled articles.

Any significant process, operation, or treatment other than assembly
whose primary purpose is the fabrication, completion, or physical or chemical
improvement of a component, or which is not related to the assembly process,
whether or not it effects a substantial transformation of the article, shall
not be regarded as incidental to the assembly and shall preclude the
application of the exemption to such article. The following are examples of
operations not considered incidental to the assembly as provided under item
807.00:

(1) Melting of exported ingots and pouring of the metal into
molds to produce cast metal parts;

(2) Cutting of garment parts according to pattern from ex-

. 12
ported material;
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(3) Painting primarily intended to enhance the appearance
of an article or to impart distinctive features or
characteristics;

(4) Chemical treatment of components or assembled articles
to impart new characteristics, such as shower-
proofing, permapressing, sanforizing, dyeing, or
bleaching of textiles;

(5) Machining, polishing, burnishing, peening, plating
(other than plating incidental to the assembly), :
embossing, pressing, stamping, extruding, drawing,
annealing, tempering, case hardening, and any other
operation, treatment, or process which imparts
significant new characteristics or qualities to the
article affected.

The current customs treatment of items 806.30 and 807.00 is in large part
a result of the numerous significant interpretive decisions of the Customs
Court (now the Court of International Trade) and Court of Customs and Patent
Appeals (CCPA) over the last several years and the corresponding modification
of tariff treatment by the Customs Service based on those decisionms.

Reference is made specifically to the series of cases involving General
Instrument Corp., where the CCPA in General Instrument Corporation v. United
States, 59 CCPA 171, 462 F.2d 1156, C.A.D. 1062 (1972), held that wire is used
directly in the assembly process "without further fabrication” within the
meaning of that phrase in condition (a) of item 807.00, although it was cut
into pieces abroad, when, for practical reasons, the assembly process requires
handling the wire directly from the spool and cutting it during that process.
The CCPA then extended its reasoning in General Instrument Corporation v.
United States, 60 CCPA 178, 480 F.2d 1402, C.A.D. 1106 (1973), in holding that
"no reason is found for considering articles cut to length prior to assembly
subject to any different treatment” than the wire bonded to a semiconductor
chip and then severed in General Instrument Corporation v. United States,
supra. In a third case, General Instrument Corporation v. United States, 61
CCPA 86, 499 F.2d 1318, C.A.D. 1128 (1974), the court went even further in
holding that the despooling, cementing, winding, and taping of wire are not
"further fabrication" steps, but rather assembly steps within the meaning of
item 807.00. The court stated that "we can perceive no substantial differences
between the instant assembly steps and those of General Instrument, which were
held not to constitute 'further fabrication.'”

These and subsequent rulings by the CCPA, which appear to be contrary to
the legislative intent with respect to item 807.00, as evidenced by the
following statement from the Tariff Classification Study, Seventh Supplemental
Report, 1963, at page 103, together with an intensified supervision of the
administration of items 807.00 and 806.30 by the Customs Service, have added
new dimensions to the customs treatment of those items.

13
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Item 807.00--Imports assembled with U.S. components. Item
807.00 contemplates that, when a finished component of U.S.
origin is sent abroad and there assembled--without otherwise
changing its condition--with one or more other components, the
cost or value of such U.S. components shall not be included in
the dutiable value of the assembled article in which it has
been incorporated. U.S. wire and tape, on spools, sent abroad
where they are cut to length and then assembled with other
components into a finished article are not finished components
the cost of which may be deducted from the dutiable value of
the imported article. [Emphasis added.]

Problems of customs administration

It is evident from the foregoing that the provisions of items 806.30 and
807.00 are complex in their requirements and therefore are difficult to
administer and lend themselves to possible misuse. Prerequisite to the
allowance of the partial exemptions from duty authorized is the presence in
the imported article of the exported U.S. metal article or fabricated
component—-not a substitute foreign equivalent. It is necessary to know
precisely what U.S. articles were exported from the United States, that they
were effectively segregated from and not commingled with foreign articles
prior to their being processed or assembled, and exactly how they were used
abroad in the production or manufacture of the imported article. Moreover, as
indicated, the data required for valuation purposes are generally more complex
and detailed than is required under ordinary circumstances. }/

Ascertainment of the relevant facts is almost wholly dependent upon paper
proof rather than physical examination of imports by customs officers. By
reason of the large volume of trade under these provisions and the intricacy
and mass of detailed information involved in each transaction, customs
officers are, in practice, obliged to accept entries as submitted with only a
limited opportunity for verification of their factual content.

General Comments

Firms using the provisions of items 806.30 and 807.00 of the TSUS do so
for various reasons. U.S.-owned multinational firms that manufacture or
procure most of the components of the imported product abroad use some
U.S.-made components because of special U.S. requirements in the final
product, or because their own U.S. plants produce.better components or produce
them at lower unit cost. Foreign producers utilize the provisions for the
same purposes through their U.S. affiliates or subsidiaries. 1In some cases,
particularly under item 806.30, foreign technological expertise or specialized
equipment or, simply, available equipment may be the reason for using the

1/ A guide to the data requirements for importation under the item 807.00
provision was published by the U.S. Customs Service under the title Import
Requiremnts on Articles Assembled Abroad From U.S. Components /Item 807.00
TSUS/: 807 Guide, Customs Information Series C:79-1, 1979.

14
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provisions. However, the provisions are probably utilized most frequently as
a method for U.S. manufacturers to lower their costs in order to be
competitive with foreign manufacturers.

In labor-intensive operations, the duty-free share of imports,
represented by the value of the U.S. components, will generally be low,
whereas the reverse is true in non-labor-inteunsive operations (providing that
foreign-made components are not utilized). On the other hand, the cost of
labor may be so much lower in less developed countries (LDC's) than in the
United States that operations that are labor intensive on a cost basis in the
United States may be the reverse abroad, so that the duty-free value may be
the larger share of total value.

The duty-free value of item 806.30 imports usually constitutes a major
portion of the total value because only the value of processing abroad is
dutiable. Under item 807.00, however, not only the value of assembly abroad
is dutiable, but also the value of any non-U.S.-made parts being assembled, in
addition to any other costs making up part of the customs value of the
product. Therefore, the duty-free value of item 807.00 imports is usually the
minor portion of the total value.

For some products requiring technological expertise in their manufacture,
foreign procurement of components to be assembled abroad along with U.S.
components may be minimal initially, but as foreign plants gain expertise and
the U.S. firms become satisfied with the foreign-made components, more of them
may be used if the cost factors so warrant. This will be particularly true
when the product has a low U.S. duty that will not counterbalance the savings
reflected in the cost of the foreign-made component versus the cost of the
U.S.-made component.

Imports

In the years 1966-78, the share of the value of total U.S. imports
accounted for by imports under items 806.30 and 807.00 combined rose annually
from 3.8 percent in 1966 to a high of 6.2 percent in 1973, and ranged between
5 and 6 percent thereafter, representing 5.8 percent in 1980 (see figs. 1 and
2). The value of imports under items 806.30 and 807.00 combined also
increased annually--except for a slight decline in the recession year 1975,
when total imports also declined--from somewhat less than $1 billion in 1966
to $14 billion in 1980 (see fig. 3 and table 1, app. B). Although the greater
share of such combined imports initially had been from developed countries--94
percent in 1966--the trend was toward increasing use of LDC's, and the share
of imports from developed countries dropped to a low of 51 percent in 1976.

In 1977-80 it was between 55 and 56 percent of the total (see tables 2, 3, 4,
and 5).

The 1977 downturn in combined imports under items 806.30 and 807.00 from

LDC's apparently resulted from the use of the Generalized System of Preferences

15
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(GSP), 1/ which permits duty-free entry of eligible articles from those
countries, in lieu of items 806.30 and 807.00, as noted in a Commission report
on the effects of the GSP. 2/ Duty-free imports under GSP in 1976-80 were as
follows:

Ratio of value of
:GSP imports to total
: imports of articles

eligible for GSP

: . Ratio of value
Year : Value . of GSP imports
: to total imports

Billion :

dollars : Percent : Percent
1976 3.1 : 2.5 : 11.7
1977 : 3.7 ¢ 2.5 ¢ 12.3
1978 : 5.2 : 3.0 : 12.5
1979 - : 5.1 : 2.5 : 12.8
1980-- 7.3 3.1 14.1

Imports under item 807.00 were much greater than those under item 806.30,
accounting for 93 percent of the combined total in 1966 and 98 percent in
1980. The duty-free value (basically the value of the U.S.-made component) of
the combined imports under items 806.30 and 807.00 was 15 percent of the total
value in 1966 and 27 percent in 1980 (see fig. 4 and table 1). During the
15-year period for which statistics are available, the low and high points for
the total value of item 807.00 imports occurred in 1966 and 1980,
respectively, and those for item 806.30, in 1966 and 1974, respectively.

l/ufhe GSP under title V of the Trade Act of 1974, provides duty-free
treatment of specified eligible articles imported directly from designated
beneficiary developing countries. GSP, implemented by Executive Order No.
11888 of Nov. 24, 1975, applies to merchandise imported on or after Jan. 1,
1976, and is scheduled to remain in effect until Jan. 4, 1985, unless modified
by the President or terminated.

2/ Study of the Effects of the Generalized System of Prz=ferences on U.S.
Trade in the Program's First Year of Operation, 1976, Staff Research Study No.
12, March 1978, pp. 38-48. 16




17

*9019umo) JO Juswiaedsq °*S°n 9Yl JO SOTISTIBIS TPIDTFJO UO paseqg :92In0§

dV3A SLUOGWT BE G08 T BB LBS seevvve--w

SI¥OdWI ‘S'MN IVYLOL
=
28 8L 8L L oL SL - ¥L eL 2L ¥4 oL 83 89 L9 89

T ST rTert Teres Teetos et e SUSN WS N BN (S B

i..ooo’..o-o'-.‘..c3¢-..-.f.~...
colfoccc”
salfe s
oo

- 0S

GO |
-s21
—0S 1
~SL1
- 832

S22

2

Q
n

=]

al
-l
~
ol

@861-9961 "@€°'9M8 ANV Q3 L08 SWILI SNSL
YAGNN SLUOKWI ANV SL¥0HWI "S'N TIVLOL 40 SANI¥L—'1 21314

F-USTTTTE



18

wwo) I W@mmﬂm *g°M °Y3l JO SOTISTILIS TBTIOTIJO UO paseg :92IN0g
S1LY0dWI 9€°9@8 ® B0 .08 Uom
@8 6. 8L LL ©L SL ¥.L €L 2 L o 69 83 L9 99
O O U N
S2
452
1 - 1 1 & T4 ~
]
5 I o I S I ot B S [ 558 B S ,
S
\
] s R s R g B g B g B g
B EeEHEE
— =] 8981
- 1
— B 3
S
1 1 1
] “ ] e
= s o
A
St
1
—
ege
=
\ Sce
gse
SIBTTopUSTTTTE
(S3idodw) o303 3PNk JDq BU|JUDY

@861-9961 “SLA04WI "S°'N TVLOL OL NOILJ0d0dd NI
Q€908 ANV 00 L08 SWALI SNSL ¥3CGNN SLYOGWI --°'C 2an31a



Figure 3.-U.S. IMPORTS FOR CONSUMPTION UNDER TSUS ITEMS

807.88 AND 806,38, 1966-18803
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Item 807.00

The total value of item 807.00 imports in 1980 was over 15 times the
value in 1966, having risen from less than $900 million (or 3.5 percent of
total imports) in 1966 to $13.8 billion (or 5.7 percent of total imports) in
1980 and declining only during the recession year 1975. The duty—free value
in 1980 was almost 32 times the value in 1966, having increased annually from
$113 million in 1966 to $3.6 billion in 1980. Thus, whereas in 1966 the
duty-free value of item 807.00 imports was 13 percent of the total value of
such imports, by 1980 it accounted for 26 percent of the total value (see fig.
5 and table 1). . ’

During the most recent 4—year period, 1977-80, the total value of item
807.00 imports increased by 105 percent, and the duty—free value rose by 111
percente.

Principal products imported under item 807.00.--Metal products have been
the most prominent imports under item 807.00; among them, motor vehicles alone
accounted for almost 35 percent of the average annual value of all item 807.00
imports in 1977-80. Semiconductors and parts, television receivers and
apparatus and parts, and office machines and parts were also among the
principal articles imported under item 807.00 in 1977-80. Nommilitary (civil)
aircraft became an important item 807.00 import in 1977, but on January 1,
1980, certified civil aircraft and parts thereof became free of duty, removing
any reason to use the item 807.00 provisions. Textile garments as a group
have also been of increasing importance (See tables 6 and 6a).

Principal sources of item 807.00 imports.——Comparing, in figure 6, the
six principal sources of item 807.00 imports in 1980 with those in 1970--the
year of the Commission's first investigative report on items 807.00 and
806.30-—it may be noted that four sources——West Germany, Mexico, Canada, and
Japan—-—were prominent in both years; Malaysia and Singapore replaced Hong Kong
and Belgium l] as prime sources in 1980. The share of imports accounted for
by the principal sources changed, with the developed countries declining in
importance and the LDC's rising.

In 1977-80, West Germany and Japan were by far the most important
individual sources of item 807.00 imports from developed countries, with
imports from Japan surpassing all others in 1980; Mexico was the preeminent
source among the less developed countries. In 1980, Japan supplied 24 percent
of the value of all imports under item 807.00, Mexico, 17 percent, and West
Germany, 16 percent. Canada, Sweden, the United Kingdom, and France were
other prominent developed country sources in 1977-80. Among the additional
LDC's, Malaysia, Singapore, Taiwan, Hong Kong, Korea, and the Philippines were
the most prominent, with imports from Malaysia and Singapore increasing
significantly during 1977-80. Imports from the Philippines under item 807.00
gained prominence in 1978 after nearly tripling in value over those in the
previous year. Developed countries supplied 55 percent ($7.5 billion) of the
total value of all item 807.00 imports in 1980, and LDC's were the source of
45 percent ($6.2 billion) (see tables 2 and 3).

l/ Data available on imports from Belgium include imports from Luxembourg.
21
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As might be expected, the ratio of duty-free value to total value of item
807.00 imports differed greatly for developed and less developed countries.
For developed countries, the duty-free value was only a small part of the
total value, ranging between 7 and 8 percent in 1977-80. For the LDC's,
however, the duty-free value rose from about 46 percent of total value in 1977
to about 50 percent in 1980. The reason for the difference probably lies in
the wider use of foreign-made components in the final product as well as
higher cost labor in the developed countries than in the LDC's.

Principal products imported from the 10 major sources of item 807.00
imports in 1980 (see table 7).--Motor vehicles were the chief products entered
under item 807.00 from Japan in 1980, accounting for 82 percent of the value
of all such imports from Japan. Other notable imports from Japan were
motor-vehicle parts, motorcycles, and off-the-highway-type work vehicles
(about 12 percent), earth-moving and mining machinery, tape recorders and
players and dictation machines, and sewing machines and parts. The duty-free
value of all item 807.00 imports from Japan accounted for only about 1 percent
of the total value of such imports. This probably reflects the fact that, for
most types of articles, some U.S. parts or materials were used in largely
Japanese products to satisfy U.S. standards, operating conditions, or tastes,
or where the U.S. products were superior (see tables 8 and 8a).

Imports from Mexico under item 807.00 in 1980 consisted of a wide variety
of commodities, but television apparatus and parts and other electronic and
electrical articles predominated. Articles of wearing apparel were also
important, as were transportation machinery and equipment and scientific
instruments. In sharp contrast with imports from the developed countries, the
duty-free value of all item 807.00 imports from Mexico represented 50 percent
of the total value of such imports. The large duty-free share of the total
value presumably reflects the use of the provisions of item 807.00 to take
advantage of the lower labor costs in that developing country to assemble
labor-intensive products there from largely U.S.-made materials and parts (see
tables 9 and 9a).

Motor vehicles accounted for 96 percent of all item 807.00 imports from
West Germany in 1980. The remainder consisted mainly of various types of
industrial machinery and mechanical equipment, and miscellaneous
transportation vehicles and vehicle parts. The duty-free value of all item
807.00 imports from West Germany in 1980 amounted to less than 2 percent of
the total value, possibly indicating that most of the U.S. components would
have been used regardless of the availability of the provisions of item 807.00
(see tables 10 and 10a).

The composition of item 807.00 imports from Canada in 1980 was fairly
diverse, but the greater part consisted of office machines and parts, rail
locomotives and rolling stock, semiconductors and other electronic and
electrical products, various types of industrial machinery. The duty-free
value of all item 807.00 imports from Canada in 1980 equaled 30 percent of the
total value (see tables 11 and 1lla).

Semiconductors and parts accounted for 91 percent of the value of all
item 807.00 imports from Malaysia in 1980, the remainder consisting largely of
radio apparatus and other electronic and electrical products. The duty-fré¢
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value of all item 807.00 imports from Malaysia in 1980 constituted over 58
percent of the total values (see tables 12 and 12a).

Singapore's contribution to imports under item 807.00 consisted mainly of
semiconductors and parts (72 percent) and radio and television apparatus and
parts. The duty-free value of all item 807.00 imports from Singapore was 53
percent of the total value (see tables 13 and 13a).

Item 807.00 imports from Taiwan were diverse but consisted largely of
television receivers and apparatus and parts, semiconductors and parts, and
watches and clocks. The duty-free value of all item 807.00 imports from Taiwan
represented about 23 percent of the total value (see tables 14 and l4a).

Semiconductors and parts constituted about 83 percent of the value of
item 807.00 imports from the Philippines; much of the remainder consisted of
watches and clocks, body-supporting garments, and office machines and parts.
The duty-free value of all item 807.00 imports from the Philippines in 1980
accounted for 61 percent of the total value (see tables 15 and 15a).

Item 807.00 imports from Hong Kong were diverse; important among them
were office machines and parts, semiconductors and parts, watches and clocks,
electronic memories, game machines and parts, and sundry electric and
electronic equipment. The ratio of the duty-free value to the total value of
item 807.00 imports from Hong Kong in 1980 equaled 28 percent (see tables 16
and 16a).

Sweden's shipments to the United States under item 807.00 consisted mostly
of motor vehicles, which accounted for over 98 percent of all item 807.00
imports from Sweden in 1980. The duty-free value of all item 807.00 imports
from Sweden in 1980 accounted for only about 2 percent of the total value (see
tables 17 and 17a).

Item 806.30

Imports under item 806.30 in 1980 were valued at almost four times their
value in 1966; they increased from $63.2 million (or 0.3 percent of total U.S.
imports) in 1966 to a peak of $543.7 million in 1974, and then declined to
$237.0 million (or 0.1 percent of total U.S. imports) in 1980. The duty-free
value of item 806.30 imports increased from $34.2 million in 1966 to a peak of
$303.3 million in 1974, then declined to $157.7 million in 1980. The ratio of
the duty-free value of item 806.30 imports to the total value in 1966-80
ranged between a low of 50 percent in 1967 and a high of 67 percent in 1980
(see table 1 and fig. 7).

Principal products imported under item 806.30.--Semiconductors and parts,
used chiefly by the electronics industry, have been by far the principal
articles imported under item 806.30; they represented 55 percent of the total
value of such imports in 1977, but only 23 percent in 1980, having declined in
value annually in 1977-80. Parts of aircraft were the next most important
articles imported in 1977-79, composing 22 percent of the total in 1979; in
1980, certified civil aircraft parts became free of duty, and imports in the

group under item 806.30 dwindled sharply. Aluminum mill products and iron or
25
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steel mill products were the next most important articles in 1980, and imports
of electronic tubes and various electrical products were also notable. 1In
addition, a significant increases was noted in the value of imports of
urefractory metal powders and compounds (see table 18).

Principal sources of item 806.30 imports.-—Comparing, in figure 8, the
six principal sources of item 806.30 imports in 1980 with those in 1970, it
may be noted that four of the sources—--Canada, West Germany, Singapore, and
Belgium--were the same, but Mexico and Malaysia had supplanted Italy and
France. As was noted with respect to item 807.00 imports, the developing
countries accounted for a greater portion of item 806.30 imports in 1980 than
in 1970.

In 1977-80, Canada was by far the most important source of item 806.30
imports from developed countries, supplying 55 percent of the total value of
such imports and 29 percent of the total value of item 806.30 imports from all
sources in 1980. West Germany was consistently the next largest source of item
806.30 imports from developed countries, accounting for 29 percent of such
imports in 1980. Developed countries supplied 54 percent, or $127.7 million,
of the total value of all item 806.30 imports in 1980 (see tables 4 and 5).

Among the developing countries, Mexico, Malaysia, Singapore, and the
Philippines were the leading sources of item 806.30 imports in 1977-80. Of
the total value of item 806.30 imports from developing countries in 1980
($109.3 million), Mexico and Malaysia combined supplied 82 percent. Sources
of lesser importance in 1980 but of considerably greater importance than the
remaining LDC's were Singapore and the Philippines.

Unlike item 807.00 imports, no significant difference is evident in the
ratio of duty-free value to total value of item 806.30 imports from developed
and developing countries, probably because the inclusion of foreign-made
components is not a factor in item 806.30 operations.

Principal products imported from the 10 major sources of item 806.30
imports in 1980 (see table 19).--The composition of imports from Canada under
item 806.30 in 1980 was fairly diverse, but steel and other metal mill
products, miscellaneous machines, and parts of aircraft made up the greatest
portion of the total value. The duty-free value of all item 806.30 imports
from Canada in 1980 was 64 percent of the total (see table 20).

Imports from Mexico under item 806.30 in 1980 were composed largely of
electronic and electrical articles and motor-vehicle parts. Semiconductors
and parts thereof were the most prominent articles imported, accounting for 38
percent of the total. The duty-free value of all item 806.30 imports from
Mexico was 69 percent of the total value (see table 21).

Item 806.30 imports from West Germany in 1980 consisted principally of
nickel mill products, aluminum foil, other base metals through the mill
products stage, and refractory metal powders and compounds. The duty-free
value of all item 806.30 imports from West Germany amounted to 77 percent of
the total value (see table 22).

27



cesusuwen jo “3deg SN U 4° so(135131P3" |PID133C U posog t®OJNOg

[
N

2861 12JA 1)
%¥S°S
%s° L2
oo | XoY o | 2AD |O} ve's
wnjBieg
%a° 8%
%L°s PpoUEl
Ale3l
o) x8°L
N praon 4o 3o b 82
opeuny
b {1 %9°82
ssodobuls plaon Jo oo
%9°9 LI 4
AuouJeg 3}SOH euodoBUlS Auouseg SN
0961 ANV 8761 ‘S308N0S TVJIONI¥d AS
4 S1d0dWI "s'nN~—’8 °In8Td

‘gs 988 W3ILI sSNSl ~»3ANN NOILJWNSNCD 0



29

Semiconductors, including parts, constituted all imports from Malaysia
under item 806.30 in 1980. The duty-free value of such imports was 62 percent
of the total (see table 23).

Electronic tubes composed 96 percent of item 806.30 imports from Singapore
in 1980, with semiconductors and electrical atricles accounting for most of
the remainder. The duty-free value of all item 806.30 imports from Singapore
equaled 56 percent of the total value (see table 24).

Item 806.30 imports from Belgium in 1980 consisted almost exclusively of
base metal mill products and unwrought metals. The duty-free value of item
806.30 imports in 1980 amounted to 73 percent of the total value (see table
25).

Aluminum mill products accounted for 72 percent of item 806.30 imports
from Japan in 1980. Other base metal products, wrought and unwrought, made up
most of the remainder. The duty-free value of item 806.30 imports in 1980
amounted to 70 percent of the total value (see table 26).

Item 806.30 imports from Italy in 1980 consisted of parts of aircraft,
aluminum mill products, and iron or steel mill products. The duty-free value
of all item 806.30 imports from Italy in 1980 was 41 percent of the total
value (see table 27).

Item 806.30 imports from the Philippines in 1980 consisted mostly of
semiconductors and parts thereof (96 percent). The duty-free value of all
item 806.30 imports from the Philippines accounted for 76 percent of the total
value (see table 28).

Aluminum foil made up 94 percent of the value of all item 806.30 imports

from Switzerland in 1980. The duty-free value of such imports equaled 50
percent of the total value (see table 29).

Selected Commodity Groups Imported Under Item 807.00

The following is a brief discussion of selected product groups imported
under TSUS item 807.00 as shown in tables 6 and 6a.

Motor vehicles

The total value of all imports of motor vehicles increased annually from
$12.4 billion in 1977 to $26.8 billion in 1979, and then declined to $18.8
billion in 1980. However, the value of motor-vehicle imports exclusive of
those entering free of duty under the provisions of the Automotive Products
Trade Act of 1965 (APTA) rose each year from $6.9 billion in 1977 to $13.5
billion in 1980. The value of imports of motor vehicles under item 807.00
increased annually from $2.3 billion in 1977 to $5.3 billion in 1980. The
ratio of the value of item 807.00 imports to the value of total imports of
motor vehicles (excluding APTA items), however, was relatively constant (33-34
percent) during 1977-79, and then rose to 39 percent in 1980, as shown in the
following table. 29
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Motor vehicles: U.S. imports for consumption, total, non—-APTA,
and under TSUS item 807.00, 1977-80

Total :  Non-APTA  : 807.00  Ratio of 807.09
Year . . imports to non—-APTA
¢ imports : imports : imports imports

Million dollars————====—=——m P m———— Percent———~-—

1977 -=—=———- ¢ 12,430 : 6,915 : 2,330 : 33.7
1978---=———-: 16,368 : 9,792 : 3,303 : 33.7
1979--—==~--: 26,836 : 11,218 : 3,674 : 32.8
1980---==——-: 18,812 : 13,487 : 5,256 : 39.0

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

The ratio of the duty-free value to the total value of item 807.00
imports of motor vehicles decreased each year during 1977-80, declining from
2.2 percent in 1977 to 1.1 percent in 1980, as shown in the following table.

Motor vehicles: U.S. imports for consumption under TSUS
item 807.00, total and duty-free, 1977-80

Ratio of duty-free

Year * Total value Duty-free value to total
: value
value

! m——————— Million dollars I --Percent————=——===—-
1977 ——=——mmm: 2,330 : 52 : 2.2
197 8-—~=———=: 3,303 : 67 : 2.0
1979—~—=—====: 3,674 : 46 : 1.3
1980-—=——=—~ : 5,256 : 60 : 1.1

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

The principal commodities that are classified as motor vehicles are new
passenger automobiles, used automobiles, automobile truck and truck tractors,
buses, snowmobiles, fire engines and other special-purpose vehicles, and
miscellaneous motor vehicles such as golf cars, racing cars, all-terrain
vehicles, and multipurpose vehicles. The composition of imports under item
807.00 was relatively constant in 1977-80; new passenger automobiles accounted
for more than 97 percent of the total each year, and most of the remaining 3
percent can be attributed to automobile trucks and special-purpose vehicles.

The primary sources of item 807.00 imports of motor vehicles (virtually
all of which were new passenger automobiles) were Japan and West Germany (as
shown in the following table). Imports from these two countries accounted f¥t



Motor vehicles:

31

U.S. imports for consumption under TSUS item 807.00,

total and duty-free, by principal sources, 1977-80

(In millions of dollars)

1977 1978
Source - — . - —
Total value Duty-free : Total value ° Duty-free
: value : value

Japan 649.2 : 16.6 1961.5 : 20.5
West Germany 1,461.5 : 20.3 : 2,011.4 31.1
Sweden 150.4 : 3.2 232.6 5.5
Canada 38.4 : 10.3 : 45.3 : 9.2
All other 30.7 : 1.2 51.7 : 1.1

Total 2,330.2 : 51.6 3,302.5 : 67 .4

1979 1980
Total value ¢ Duty-free : Total value ° Duty-free
: value : value

Japan 1,357.9 : 10.9 2,700.6 : 14.9
West Germany 1,868.8 : 21.1 : 2,080.4 : 28.7
Sweden 330.3 : 7.0 : 327.8 : 7.5
Canada 38.2 : 5.9 : 47.4 7.0
All other 78.4 : 1.4 99.4 1.8

Total 3,673.6 : 46.3 5,255.6 : 59.9

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

Commerce.

more than 69 percent of the duty-free value and over 86 percent of the total

value each year.

U.S.-produced automotive parts that are exported for assembly and return
under item 807.00 include automatic transmissions, headlamps, turbochargers,

seat fabric, carpeting, seatbelts, tires, pumps, valves, door locks, catalytic
converters, compressors, and a few other small miscellaneous motor-vehicle
parts. Almost all these parts are installed on new passenger automobiles and
small pickup trucks. Special-purpose vehicles, however, contain a much larger
percentage of U.S.-produced components. This is because many Canadian firms
(the major sources of imported special purpose vehicles) purchase the chassis
and many of the drivetrain components from U.S. manufacturers, install certain
equipment and body parts, and then export the vehicle to the United States.

Foreign manufacturers utilize U.S.-produced components for motor vehicles
for three basic reasons. First, the component may be required to be installed
on all motor vehicles sold in the United States, but not on motor vehicles
sold in other countries. An example of this is the catalytic converter, which
many automobiles need in order to meet U.S. air—-quality standards, yet it is
not required in many other countries. It is, in some instances, less
* expensive to purchase the complete converter or the catalyst from U.S. sources
31
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than to establish production facilities in the producing country. 1In
addition, a motor-vehicle manufacturer may find it more economical and
convenient to purchase a U.S.-produced item because of patent constraints. If
a component is patented in the United States, a motor-vehicle producer has the
option of purchasing the component from the U.S manufacturer or securing a
license to produce the product. Finally, expedience may dictate the
procurement of U.S.-made components. For example, both the Japanese and the
U.S. Govermments have recently requested that Japanese motor-vehicle
manufacturers attempt to purchase more U.S.-built components in order to
lessen the current trade deficit the United States is experiencing with Japan.

The GSP is not a factor affecting item 807.00 imports of motor vehicles.
Passenger automobiles, snowmobiles, trucks, and some miscellaneous vehicles
such as golf cars and recreational vehicles are not eligible for duty-free
treatment under the GSP. Buses and special purpose-vehicles such as fire
trucks and cranes are eligible, but none are imported from any eligible
countries.

Contact James McElroy at 523-0258

Motor-vehicle parts, motorcycles, tractors, and off-the-highway-type work
vehicles

Total U.S. imports of items in this commodity grouping increased from
$5.5 billion in 1977 to $7.8 billion in 1979, and then dropped slightly to
$7.4 billion in 1980. However, the value of imports exclusive of those
entering free of duty under the provisions of APTA increased each year during
this period, from $3.0 billion in 1977 to $5.6 billion in 1980. The only
items in the grouping that are subject to the APTA provisions are certain
motor-vehicle parts; these items will be excluded from further discussion.

The ratio of the value of item 807.00 imports to the value of all imports
of items in the grouping increased steadily from 8.0 percent in 1977 to 12.1
percent in 1980, as shown in the following table.

Motor-vehicle parts, motorcycles, tractors, and off-the-highway-type work
vehicles: U.S. imports for consumption, total, non-APTA, and under TSUS
item 807.00, 1977-80

: : : : Ratio of 807.00

Year : ,Total . Non-APTA . 807.00 imports to non-APTA
imports imports imports
: : imports

! ——m e Million dollars s - ~Percent=————===
1977 : 5,483 : 3,042 : 242 : 8.
1978 : 6,787 : 4,643 : 419 : 9.
1979 : 7,788 : 5,505 : 586 : 10.
1980 : 7,381 : 5,574 : 676 : 12.

Source: Compiled from official statistics of the U.S. Department of
Commerce. . 9
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The ratio of the duty-free value to the total value of item 807.00
imports of items covered herein declined every year, from 13.3 percent in 1977
to 6.7 percent in 1980. The duty-free value, however, increased each year,
rising from $32.2 million in 1977 to $45.6 million in 1980.

Motor-vehicle parts, motorcycles, tractors, and off-the-highway-type work
vehicles: U.S. imports for consumption under TSUS item 807.00, total and
duty-free, 1977-80 '

" Ratio of duty-

Year : Total value : Duty-free : free value to
value
: : : total value
P e ——— Million dollars : Percent=————-
1977 : 242.1 32.2 : 13.3
1978 : 418.9 : 37.6 : 9.0
1979 : 586.5 : 40.7 6.9
1980 : 676.3 : 45.6 6.7

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

The major portion of item 807.00 imports of articles in this group are
motor vehicle parts. This subgroup is composed primarily of bodies, chassis,
axle spindles, body stampings, bumpers, wheels, radiators, mufflers and
tailpipes, brakes, transmissions, shock absorbers, and miscellaneous motor-
vehicle parts. These parts accounted for almost 94 percent of the total value
of item 807.00 imports of articles in the complete group in 1977, and almost
97 percent in 1980. The remaining imports of item 807.00 were primarily
fork-1lift trucks and other work trucks, with motorcycles, tanks, and tractors
accounting for less than 1 percent of the total item 807.00 imports in all
years except 1977, indicated in the following table.
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Motor-vehicle parts, tractors, off-the-highway-type work vehicles, tanks and
other armored vehicles, and motorcycles: U.S. imports for consumption under
TSUS item 807.00, 1977-80

(In millions of dollars)

Ttem 1977 F 1978 Y 1979 Y 1980

Motor vehicle parts : 226.7 : 407.1 : 566.3 658.0

Tractors 1/ : 7.2 : 0.1 : 0.2 2.7
Off-the-hikhway-type work : : : :

vehicles. 1/ : 7.4 11.5 : 19.8 : 15.4
Tanks and other armored : : : :

vehicles 1/ : 2/ : - - -

Motorcycles 1/ : T .8 : 2 20 .2

Total—---= : 242.1 : 418.9 : 586.5 : 676.3

1/ Includes parts for these vehicles.
2/ Less than $50,000.

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

In 1977-80, Japan was the primary source of imports of these articles
under item 807.00; Mexico and France were also important sources, as shown in
the table below.

Motor-vehicle parts, motorcycles, tractors, and off-the-highway-type work

vehicles: U.S. imports for consumption under TSUS item 807.00, by principal
sources, 1977-80

(In millions of dollars)

Source 1977 f 1978 Y 1979 Y 1980
Japan 98.3 : 234.9 : 335.3 : 384.5
France - 19.6 : 47.0 : 77.3 : 102.7
Mexico 85.3 : 80.7 : 93.7 : 98.5
Brazil 13.7 22.6 : 30.8 : 41.2
Canada 22.2 15.2 : 22.6 16.3
United Kingdom—-- : 2.1 .8 : 9.0 : 12.3
All other - : .9 17.7 : 17.8 : 20.8
Total -— 242.1 : 418.9 : 586.5

: 676.3

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

Almost all the foreign activity under item 807.00 consists of either
installing U.S.-built components in cab-chassis for automobile trucks that are
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destined for the United States l/ or using U.S.~hnuilt parts, such as gears and
valves, for the assembly of components, such as transmissions, that are to be
exported to the United States and used in the assembly of domestic motor
vehicles. The bulk of these U.S.-built motor-vehicle components and parts are
purchased in the United States by the foreign automobile—manufacturing
subsidiaries of U.S. companies.

Foreign manufacturers utilize U.S.-produced components in this product
grouping for the same three basic reasons noted in the discussion on motor
vehicles. First, it is sometimes cheaper to purchase some of the components
for the motor-vehicle parts (the principal product in this grouping) from U.S.
manufacturers than to obtain them in the exporting country. Second, some of
the parts purchased from the U.S. producer may be patented in the United
States, so the foreign producer has the option of either buying from the U.S.
patent holder or licensee or producing under license in the exporting
country. Third, expedience may dictate the procurement of components from
U.S. producers.

Except for motor—vehicle bodies and chassis, all articles in this
grouping not already free of duty as a result of trade—agreement concessions
are eligible for duty—free entry under GSP. However, GSP imports in 1980
totaled only $72.7 million, or 1 percent of the total imports of $74 billion
in this grouping. The greatest part of the GSP imports are from Mexico,
Brazil, Taiwan, Israel, and Colombia.

Contact: James McElroy at 523-0258
Jon C. Haarbye at 523-0169
Ronald J. De Marines at 523-0259

Rail locomotives and rolling stock

The articles discussed herein are rail locomotives, which include large
machines employed for hauling intercity trains and smaller machines used in
mines, factories, and rail switchyards; self—-propelled cars used for urban and
intercity transit; non—self-propelled cars for either passengers or freight;
and right—of-way maintenance equipment. These are machines of widely
differing values.

Imports entered under item 807.00 rose from $7.6 million in 1977 to
$263.5 million in 1979, and then declined to $197.8 million in 1980. The
ratio of these imports to total imports rose from 9 percent in 1977 to 58
percent in 1979, and then slid to 43 percent in 1980, as shown in the
following table.

l/ Lightweight cab/chassis were reclassified by the Customs Service during
1980 as unfinished trucks (TSUS item 692.02) and are no longer classified as
motor—vehicle parts. 35
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Rail locomotives and rolling stock: U.S. imports for consumption, total and

under TSUS item 807.00, 1977-80

¢ Total : 807.00 Ratio of 807.00
ear : imports to total
imports imports

: : imports

¢ ———————————-Million dollars——-—==—=—-—=— : Percent
1977 : 81.7 : 7.6 : 9.3
1978 : 167.3 : 63.4 : 37.9
1979 : 457 .0 : 263.5 : 57.7
1980 : 458.4 : 197.8 43.1

The ratio of the duty-free value to the total value of these item 807.00
imports ranged between 27 and 36 percent, as shown in the following table.

Rail locomotives and rolling stock: U.S. imports for consumption
under TSUS item 807.00, total and duty-free, 1977-80

: : _ ¢t Ratio of duty—free

Year . Total value . Duty—free value . value to total value

: —=—=———=-=-1,000 dollars : Percent————-

1977 : 7.6 : 2.0 : 27
1978 : 63.4 23.0 : 36
1979 : 263.5 : 78.6 : 30
1980 : 197.8 : 59.8 : 30

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

Imports under item 807.00 increased because purchasers turned to foreign
suppliers to avoid delays when domestic manufacturers failed to meet the
rising demand for freight cars. As demand and the backlog of orders shrank in
1980, item 807.00 imports dropped about one—fourth.

About 99 percent, by value, of total imports of self-propelled rail
vehicles were entered under item 807.00. This is a direct result of
provisions of the Surface Transportatiom Act of 1978, which stipulates that
cars purchased with Federal grants should consist of at least 50 percent
U.S.~made materials.- ’

Because of the bulk and weight of the articles in this category and the
different gages of rail lines in different countries, the use of item 807.00
in multinational manufacturing of railway equipment is most suited to
countries sharing a land border and rail connections with the United States,
i.e., Canada and Mexico, Canada supplied 80 percent of item 807.00 imports in
1977-80, and Mexico, 11 percent. Such imports from Mexico consisted entirely
of non—-self-propelled cars in 1978 and 1979.
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All articles covered herein, with the exception of wheels and axles and
parts thereof, are eligible for duty—free entry under the GSP. Almost 10
percent of imports during 1977-80 entered under GSP, with Romania (44 percent)
and Mexico (38 percent) the leading suppliers. Mexico lost its GSP
eligibility for non—self-propelled cars on March 1, 1978, having supplied more
than 50 percent of U.S. imports of those cars in each of the 2 preceding
years, and then regained its eligibility on March 1, 1980, when its 1978 and
1979 imports fell below 50 percent.

Contact Robert C. Skinner at 523-0265

«

Internal combustion engines, non—piston type, and parts

The non-piston—type internal combustion engines considered here include
engines used in propelling aircraft and land or marine vehicles, and for
driving such equipment as power generators, pumps, or compressors. Such
engines entered under item 807.00 are otherwise dutiable under TSUS items
660.59 and 660.62, and parts of such engines are otherwise dutiable under TSUS
item 660.71. However, if certified for use in civil aircraft, these engines
are entered duty free under TSUS item 660.61 and parts are duty—-free under
item 660.73, on and after January 1, 1980.

The total value of item 807.00 imports of these engines and parts grew
from $113 million in 1977 to $264 million in 1979, or by 134 percent, but in
1980 it dropped by 89 percent to $28 million (see the following table). The
ratio of the total value of item 807.00 imports to the value of all imports of
such engines and parts increased from about 33 percent in 1977 to 43 percent
in 1979, but then dropped sharply to 2.7 percent in 1980.

Non—-piston—type internal combustion engines and parts: U.S. imports for
consumption, total and under TSUS item 807.00, 1977-80

: : : Ratio of 807.00
Year .Total : 807.00 : imports to total
: imports : imports :
. . . imports
L3 T Million dollars : Percent————————=--
1977-——————-: 345.9 : 112.8 : 32.6
1978-——————-: 529.9 : 223.4 42,2
1979———————- : 611.9 : 264.3 : 43,2
: 28.2 : 2.7

1980————====: 1,064.8

Source: Compiled from official statistics of the U.S. Department of
Commerce, except for minor adjustments to the data on item 807.00 imports made
to correct misreporting.

The duty—free portion of the imports of non-piston—type engines and parts
under item 807.00 increased from about $18.5 million in 1977 to $28.6 million
in 1979, or by 55 percent, and then declined by 81 percent to $5.5 million3%n
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1980, as shown in the table below. The ratio of the duty-free value of those
imports to their total value declined steadily, from 16.4 percent in 1977 to
10.0 percent in 1979, then increased to a peak of 19.5 percent in 1980.

Non—piston—type internal combustion engines and parts: U.S. imports for
consumption under TSUS item 807.00, total and duty-free, 1977-80

Ratio of duty-free

Year : Total value ‘Duty-free value to total
: value
value
§ mm——————— Million dollars : Percent—-————===——-
1978—————: 223.4 25.5 11.4
1979———=—==~—: 264.3 28.6 : 10.8
1980———————-: 28.2 : 5.5 : 19.5

Source: Compiled from official statistics of the U.S. Department of
Commerce, except for minor adjustments made to correct misreporting.

New turbojet and gas turbine engines for aircraft dominated the
composition of imports of non—piston—type engines and parts under item 807.00
during 1977-80, as shown in the following table.

Non-piston—type internal combustion engines and parts: U.S. imports for
consumption under TSUS item 807.00, by types, 1977-80

(In millions of dollars)
Item P 1977 1978 ' 1979 7 1980 ¢ Total

Engines:
Aircraft engines:

Turbojet and gas turbine : :
engines, new : 76.9 : 204.4 251.9 : 18.0 : 551.2
Other : 17.7 : 5.5 5.9 : - 29.1
Subtotal : 94,6 : 209.9 : 257.7 : 18.0 : 580.3
Other engines : 17.6 : 4,0 : 1/ 1.6 : 23.1
Total - : 112.8 @ 214.0 :» 257.7 : 19.6 604.,0
Parts of engines : 2/ 9.4 : 5.0 : 8.6 : 23.0
Grand total : 112.8 ¢ 223.4 : 264.3 ¢ 28.2 : 628.6

1/ Less than $50,000.
2/ Not separately reported.

Source: Compiled from official statistics of the U.S. Department of
Commerce, except for minor adjustments to correct misreporting. Because of
such adjustments and rounding, figures may not add to the totals shown.
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Of the total value of such imports, the share accounted for by new turbojet
and gas turbine engines for aircraft rose from 69 percent in 1977 to 95
percent in 1979, but then dropped to 64 percent in 1980. Of the cumulative
total imports of engines and parts during 1977-80, 88 percent were accounted
for by the above engines for aircraft, 5 percent, by other engines for
aircraft, 4 percent, by engines used for other purposes, and 4 percent, by
parts of non—-piston—type engines.

Canada and the United Kingdom were the dominant sources of imports of
non—-piston—type engines and parts under item 807.00 during 1977-80--all but 5
percent of the cumulative total of such imports were supplied by those two
countries. Italy and France supplied most of the remainder, as shown in the
table below.

Non—-piston—type internal combustion engines and parts: U.S. imports for
consumption under TSUS item 807.00, by principal sources, 1977-80

(In millions of dollars)

Source P 1977 % 1978 1 1979 0 1980 © Total

Canada : 72.5 ¢ 110.5 : 153.8 : 5.0 : 343.0
United Kingdom : 31.4 : 99.6 : 101.4 : 15.9 : 252.1
Italy : - 7.0 : 4.8 : 1.9 : 13.7
France : - 6.3 : 3.9 - 10.2
West Germany : 4,8 : - - - 4.8
Japan : 3.5 ¢ - - - 3.5
All other : - 1 : 1/ 0.1 : 0.7

Total : 112.8 : 223.4 : 264.3 : 22.9 : 628.6

1/ Less than $50,000.

Source: Compiled from official statistics of the U.S. Department of
Commerce, except for minor adjustments to correct misreporting. Because of
such adjustments and rounding figures may not add to the totals shown.

U.S.-made components exported for assembly into non—piston—type engines
include such articles as the turbine and compressor rotors, blading, nozzles,
gears, tubing, nuts, adapters, and fuel-ignition—system components. In
foreign establishments, these components are assembled together with other
components, such as casings, bases, piping, accessory pumps, valves, and
controls, to form complete engines. The assembled aircraft engines are
shipped to aircraft-manufacturing plants, and the other engines are shipped
either to customers' job sites, where they are mated to power generators or
other apparatus, or to manufacturing plants in the United States.

A common practice in international aircraft component sales is to allow
the buyer to supply some parts for use in the assembly of the aircraft
component. This practice allows the buyer to offset a portion of the purchase
price of the component. Also, some major U.S. aircraft engine manufacturers
have foreign subsidiaries that produce certain engine parts; such manufacturer

)
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will arrange to have those parts incorporated into the engines being purchased
abroad.

The use of the item 807.00 provisions for the importation of non-piston-—
type internal combustion engines and parts is based on the savings realized by
the incorporation of certain parts manufactured at lower unit costs by foreign
producers and from the transfer of the labor—intensive assembly operations to
foreign locations where unit labor costs are comparatively much lower because
of lower wage rates and/or higher productivity of labor.

The sharp drop in imports of non—piston—type aircraft engines and parts
under item 807.00 in 1980 noted earlier is explained by the granting of
duty—free entry to such engines and parts on and after January 1, 1980, if
certified for use in civil aircraft, under the provisions of the Civil
Aircraft Agreement. The likelihood is that some, perhaps all, "807.00-type"
arrangements for non—piston—type aircraft engines will continue; the savings
realized in this way should exceed savings realized earlier, when only part of
the entry was duty free.

Non—-piston—type internal combustion engines and parts are eligible for
duty-free entry under the GSP. However, GSP imports of such engines and parts
were negligible during 1977-80; such imports amounted to only $145,000, less
than 0.5 percent of the total imports from all sources. The negligible volume
of GSP imports is explained by the general absence in GSP-eligible nations of
industries capable of producing and/or assembling such high—technology
products, or by sharp limitations on such capabilities.

Contact Peter Kapeluck at 523-0426

Semiconductors and parts

U.S. imports of semiconductors and parts increased 144 percent in 1977-80,
rising from $1.4 billion to $3.3 billion. During the period, imports of
semiconductors and parts under item 807.00 increased even more rapidly, rising
from $864 million to $2.5 billion, or by 184 percent. The ratio of imports
under item 807.00 to total imports increased from 62.9 percent in 1977 to 75.7
percent in 1979 before decreasing to 73.2 percent in 1980, as shown in the
following table.

Semiconductors and parts: U.S. imports for consumption,
total and under TSUS item 807.00, 1977-80

Ratio of 807.00

Year : iTotal : ,807'00 : imports to total
. mports . imports . imports
§ mm—m— Million dollars : Percent—————-
1977 : 1,373.8 : 863.7 : 62.9
1978 : 1,790.3 : 1,329.1 : 74.2
1979 : 2,447.7 : 1,852.0 : 75.7
1980 3,348.1 : 2,450.9 : 432

o oo

Source: Compiled from official statistics of the U.S. Department of
Commerce.
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The duty—free value of imports entered under item 807.00 increased from
$457 million to $1.5 billion during 1977-80. The ratio of the duty-free value
to the total value of item 807.00 imports increased from 52.9 to 63.1 percent,
as shown in the following table.

Semiconductors and parts: U.S. imports for consumption
under TSUS item 807.00, total and duty—-free, 1977-80

: : _ : Ratio of duty-
Year : Total value : Duty-free : " free value to
value
: : : total value
: ————————--Million dollars : Percent—————-
1977 : 863.7 : 456.7 : 52.9
1978 : 1,329.1 : 793.1 59.7
1979 : 1,852.0 : 1,141.2 : 61.6
1980 : 2 .9 : 1,542.5 : 62.9

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

The increase in the ratio is attributed to the increased circuit densities of
the integrated circuit chips incorporated into the semiconductor devices.
Imports of integrated circuits account for the largest share of all
semiconductor imports.

Malaysia was the largest supplier of semiconductor articles imported
under item 807.00 during 1977-80, accounting for about 25 to 30 percent of
imports. Singapore, the Philippines, and Mexico were also large suppliers.

Semiconductors and parts are principally .transistors, diodes, solid-—state
rectifiers, and integrated circuits. A large share of parts of semiconductors
are chips and wafers which are ready for final assembly or mounting into
integrated circuit packages. Transistors and diodes are also assembled from
chips and wafers.

The item 807.00 tariff provision is used by semiconductor producers in
the rationalization of production. Final assembly (bonding), encapsulation,
and testing of semiconductor devices are labor—intensive operations which are
performed in countries with low labor rates. Finished devices are usually
returned to the United States for final testing and marking. The cost of
producing semiconductor devices is reduced through the use of this production

rationalization process.

Semiconductors were not eligible articles under the GSP until, March 31,
1981, when discrete semiconductors (transistors, diodes, and rectifiers)
became eligible. Because of the competitive-need provisions of the Trade Act
of 1974, the effect this change will have on item 807.00 imports is uncertain.
Integrated circuits have not been designated as eligible articles under the
GSP.

Contact Nelson J. Hogge at 523-0377
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Television apparatus and parts, other than cameras and picture tubes

The total value of U.S. imports of television receivers and other
television apparatus and parts, except cameras and picture tubes, increased
from $1.4 billion in 1977 to $2.1 billion in 1980, or by 55 percent, as shown
in the following table.

Television apparatus and parts, except cameras and picture tubes: U.S.
imports for consumption, total and under TSUS item 807.00, 1977-80

‘' 807.00 imports - Ratio of--—
: Total : : : Total value : Duty-free
Year ¢  imports : To;ai : Duiy;fzee : of 807.00 : value to

: : valu : atu : 1imports to :total value of

: : : : total imports :807.00 imports

! e 1,000 dollars : Percent———=———————-
1977-————-—- : 1,366,608 : 450,531 : 118,524 : 33.0 : 26.3
1978====—-=-—: 1,816,730 : 744,541 : 215,684 ; 41.0 : 29.0
1979-——————-: 1,854,686 : 865,362 : 249,221 46,7 28.8
1980-—==——— s 2,124,609 : 941,494 237,687 : 44,3 25.2

. . . . .
. . .

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

At the same time, such imports entered under item 807.00 more than doubled
from $450 million to $941 million, increasing from 33.0 percent of the value
of total imports in 1977 to 44.3 percent in 1980. Similarly, the value of the
duty—free component of imports under item 807.00 doubled during 1977-80. As a
share of the value of total imports under item 807.00, the duty—free component
rose from 26.3 percent in 1977 to 29.0 percent in 1978, and then dropped to
25.2 percent in 1980.

Imports under item 807.00 increased because U.S. manufacturers used this
tariff provision to help increase productivity and reduce their costs of
production of television receivers, thus permitting some price flexibility in
competition with wholly foreign—-made television imports.

This commodity group includes two principal subgroups——complete receivers
and subassemblies. Complete receivers accounted for over 50 percent of total
group imports in 1977 and 1978, but only 30 to 35 percent in 1979 and 1980.
The decline may be attributed to the orderly marketing agreements negotiated
with Japan in 1977 (and terminated in 1980) and with Taiwan and Korea in
1979. The ratio of imports under item 807.00 to total imports in 1977-80 was
three times as large for subassemblies as for complete receivers. The shift
in the composition of total imports of the commodity group, therefore, from
emphasis on complete receivers to subassemblies, tended to increase the
percentage of total imports of the group entered under item 807.00.
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Imports under item 807.00 in 1977-80 were supplied principally by four
countries——Mexico, Taiwan, Singapore, and Canada. Mexico #nd Taiwan were the
two major sources, accounting for 87 to 88 percent of item 807.00 imports, as
shown in the following table.

Television apparatus and parts, other than cameras and picture tubes:
Percentage distribution of U.S. imports for consumption, total and under
item TSUS 807.00, by principal sources, 1977-80

(In percent)

. Total imports X 807.00 imports
Source | ; ; ; —. : : ;
o 1977 ° 1978 © 1979 | 1980 0 1977 ° 1978 @ 1979 | 1980
Mexico- -: 15.8 : 20.6 : 29.9 : 30.3 : 47.9 : 50.7 : 63.6 : 65.9
Taiwan- - 22.1 ¢ 24,7 ¢ 22.6 ¢+ 20.0 : 40.2 : 37.4 : 22.9 : 21.7
Singapore———: 3.6 : 4.7 6.9 : 10.5 : 4ob 2.4 8.0 : 8.2
Canada———-—---: 2.4 ¢ 3.9 : 2.3 ¢ 3.0 : 5.5 : 8.7 : 4.1 2.9
All other—--: 56.1 : 46.1 : 38.3 : 36.2 : 2.0 : .8 1.4 : 1.3
Total=---: 100.0 : 100.0 : 100.0 : 100.0 : 100.0 : 100.0 : 100.0 : 100.0

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

Complete television receivers entered under item 807.00 have two
principal sources——Taiwan for monochrome receivers and Canada for color
receivers. Subassemblies entered under item 807.00 come principally from
Mexico, Singapore, and Taiwan; however, imports of subassemblies from Taiwan
are declining.

In using item 807.00, U.S. manufacturers export parts or unassembled
components to a foreign subsidiary. The exported articles are usually those
produced by a capital-intensive operation or resulting from the application of
high technology, e.g., an integrated circuit.

Television apparatus and parts, other than cameras and picture tubes, are
not eligible for GSP.

Contact W. Scott Baker at 523-0361

Radio apparatus and parts

An increasing percentage of the total value of U.S. imports of radio
apparatus and parts is being entered under the provisions of TSUS item 807.00.
Since 1977, the ratio of the value of item 807.00 entries to the value of all
radio apparatus entries has nearly doubled, from 11.6 percent in 1977 to 21.9
percent in 1980, as shown in the following table.

43
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Radio apparatus and parts: U.S. imports for consumption,
total and under TSUS item 807.00, 1977-80

Ratio of 807.00

Year : .Total : 807.00 imports to total
imports imports
: : : imports
¢ ————————-Million dollars : Percent—-—-—=———---
1977 ————————: 1,435.6 : 167.1 : 11.6
1978——————- : 1,179.3 : 162.5 : 13.8
1979-——————: 972.0 : 193.5 : 19.9

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

During the same period, however, total imports declined some 31 percent, from
$1.4 billion to $991.2 million, due principally to the collapse of the CB
transceiver market.

The total value of U.S. imports of radio apparatus and parts entered
under item 807.00 increased from $167.1 million in 1977 to $216.6 million in
1980, or by 29.6 percent, as shown in the following table.

Radio apparatus and parts: U.S. imports for consumption under
TSUS item 807.00, total and duty-free, 1977-80

: _ Ratio of duty—free
Year Total : Duty=free : value to total
value value .
: value
P e Million dollars : Percent————————=——
L Y A — 167.1 : 34.6 : 20.7
1979-——=————: 193.5 45.3 23.4
1980——====——: 216.6 : 52.8 : 24.4

.

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

’

The value of the U.S. goods returned duty free as a share of the total value
of item 807.00 imports rose erratically from 20.7 to 24.4 percent. The duty—
free value although small, rose both absolutely and as a share of the total
value of imports of all radio apparatus and parts—from 2.4 percent in 1977
and 1978 to 5.3 percent in 1980.

The subject radio apparatus includes consumer and commercial radio
receivers (mobile, portable, or fixed location), transmitters, antennas,
transceivers, including CB radio transceivers, and components and sub-
assemblies of such equipment. 44
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Automobile radios from Brazil, clock radios from Singapore, and parts and
subassemblies from Mexico, Malaysia, and Singapore were the main products and
components which were imported under item 807.00 in 1980.

The articles exported are generally those which are produced in the
United States by capital-intensive operations or which include considerable
technology, such as semiconductor devices. The exported parts are (for the
40st part) manually assembled into printed circuit boards, which are then
assembled into the finished products.

The provisions of TSUS item 807.00 are used to reduce the labor cost in
assembling the subject radio apparatus. This merchandise is thus able to
compete better with like products of wholly foreign content which were also
assembled in low—wage-rate countries.

With the exception of automobile radios and non—hand—held CB
transceivers, radio apparatus and parts are eligible for duty—free treatment
under the GSP. The value of imports of radio apparatus under the GSP in 1980
was $64.8 million, or 6.5 percent of the total value of imports. Imports of
radio apparatus from Hong Kong, Korea, Singapore, and Taiwan lost their
eligibility for GSP treatment in 1980 and 1981.

Contact William Fletcher at 523-0378

Equipment for making, breaking, or connecting electric circuits, and
voltage regulators

U.S. imports of equipment for making, breaking, connecting, or protecting
electrical circuits increased from $410.3 million in 1977 to $958.3 million in
1980. During the period, imports of these articles entered under item 807.00
increased from $98.6 million to $178.4 million. Since the growth rate of
total imports was substantially higher than the growth rate of item 807.00
imports, the ratio of imports under item 807.00 to total imports declined from
24.0 percent in 1977 to 18.6 percent in 1980 as shown in the following table.

Equipment for making, breaking, or connecting electric circuits, and voltage
regulators: U.S. imports for consumption, total and under TSUS item 807.00,
1977-80

Ratio of 807.00

Year : iigziis : 1221;22 : imports to total
: : : imports
e Million dollars : Percent—————-
1977 : 410.3 : 98.6 : 24.0
1978 : 581.7 : ' 119.5 : 20.5
1979 : 804.5 : 149.7 : 18.6
1980 : 958.3 : 178.4 : 18.6

Source: Compiled from official statistics of the U.S. Department of
Commerce.
45
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The duty-free value of imports entered under item 807.00 increased from
$56.4 million in 1977 to $104 million in 1980. The ratio of duty—free value
to total value of item 807.00 imports remained in a narrow range during the
period, increasing from 57.2 percent in 1977 to 58.3 percent in 1980, as shown
in the following table.

Equipment for making, breaking, or connecting electric circuits, and voltage

regulators: U.S. imports for consumption under TSUS item 807.00, total and
duty-free, 1977-80

: Ratio of duty-

Year : Total value Duty=free : free value to
value

: : : total value
¢ =——————=-Million dollars : Percent————--
1977 : 98.6 : 56.4 57 .2
1978 : 119.5 : 69.0 : 57.7
1979 : 149.7 : 88.6 : 59.2
1980 : 178.4 ¢ 104.0 : 58.3

.
.

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

Mexico was the largest supplier of articles imported under item 807.00
during 1977-80, accounting for about three—quarters of total imports during
the period. Canada and several developing countries in the Far East accounted
for a substantial share of the remaining imports.

This group of articles is composed of circuit breakers, electrical
switches, connectors, printed circuit boards, industrial controls, and
numerous other electrical components as well as electronic switches,
connectors, and printed circuit boards. No one type of article accounts for a
significant percentage of imports under item 807.00.

Item 807.00 is used by end-product producers of equipment for making,
breaking, connecting, and protecting electrical circuits in the
rationalization of production. Labor—intensive operations are performed in
countries where labor rates are lower, resulting in an overall reduction in
product costs.

All articles covered by the group are eligible for duty-free entry under
the GSP. Mexico is currently the only designated beneficiary country which is
ineligible under the GSP, having exceeded the competitive-need provisions of
the Trade Act of 1974. The annual value of imports entered under GSP has been
lower than that entered under item 807.00; in 1980, it amounted to about half.

Contact Nelson J. Hagge at 523-0377
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Electric motors, generators, rectifiers, inductors, and parts

U.S. imports of electric motors, generators, rectifiers, inductors, and
parts increased from $330 million to $709 million during 1977-80, or by 115
percent. Imports of these articles under item 807.00 showed a 135-percent
increase during the period, rising from $72 million to $170 million. The
ratio of imports under 807.00 to total imports increased from 21.9 percent in
1977 to 25.4 percent in 1978 and then decreased irregularly to 24.0 percent in
1980, as shown in the following table.

¢

Electric motors, generators, rectifiers, inductors, and parts: U.S. imports
for consumption, total and under TSUS item 807.00, 1977-80

Ratio of 807.00

Year : Total : .807°00 : imports to total
imports imports .
: : imports
¢ —————————-Million dollars : Percent————--
1977 : 330.1 : 72.3 : 21.9
1978 2 : 352.6 : 89.5 : 25.4
1979 : 569.6 : 128.7 : 22.6
1980 : 709.4 170.0 : 24.0

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

The duty-free value of imports entered under item 807.00 increased from
$33 million to $79.2 million during 1977-80. The ratio of duty-free value to
total value of item 807.00 imports increased from 46.1 percent in 1977 to 51.4
percent in 1979 and then decreased to 46.6 percent in 1980, as shown in the
following table.

Electric motors, generators, rectifiers, inductors, and parts:
U.S. imports for consumption under TSUS item 807.00, 1977-80

Total : Duty—free Ratio of duty

Year value oo value free value to

: : total value
;| e ———— Million dollars : Percent—————
1977 : 72.3 : 33.3 : 46.1
1978 : 89.5 : 43.6 : 48.7
1979 : 128.7 : 66.1 : 51.4
1980 : 170.0 : 79.2 : 46.6

Source: Compiled from official statistics of the U.S. Department of
Commerce.
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Mexico was the largest supplier of motors, generators, rectifiers, and
inductors imported under item 807.00, accounting for a substantial share of
trade. Canada was the next largest supplier, although small when compared
with Mexico.

Electric motors, generators (including motor-generators), rectifiers,
inductors, and parts thereof are the products covered herein. Parts of these
devices are castings, shafts, wire, and forms dedicated for use in these
products.

The provisions of item 807.00 are used by electrical equipment producers
in the rationalization of production. Labor—intensive operations are
performed whenever possible in countries with lower labor rates so as to
reduce product cost. However, Canada is a sizable supplier because the large
electrical producers in Canada are subsidiaries of U.S. electrical firms.
Moreover, machinery operations for large motors and generators are often
performed in those countries where the necessary tooling equipment is located.

During 1977-80, motors, generators, rectifiers, inductors, and parts were
eligible articles under the GSP except articles in item 682.42 certified for
use in civil aircraft and imported duty free. Mexico, having exceeded the
competitive-need provisions of the Trade Act of 1974, was the only beneficiary
developing country not eligible for duty-free treatment of these articles
during 1980. Imports entered under the GSP have been modest, since many of
these articles are produced only in developed countries.

Contact Nelson J. Hogge at 523-0377

Other miscellaneous electrical products and parts

The commodity group designated as "other miscellaneous electrical
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