
PRESHIPMENT INSPECTION PROGRAMS 
AND THEIR EFFECTS 
ON U.S. COMMERCE 

Report to the President 
on Investigation 
No. TA-332-242 
Under Section 332 
of the Tariff Act of 1930 

USITC PUBLICATION 2003 

AUGUST 1987 

United States International Trade Commission / Washington, DC 20436 



UNITED STATES INTERNATIONAL TRADE COMMISSION 

COMMISSIONERS 

Susan Liebeler, Chairman 
Anne E. Brunsdale, Vice Chairman 

Alfred E. Eckes 
Seeley G. Lodwick 

David B. Rohr 

Office of Economics 

John W. Suomela 
Director 

Martin F. Smith 
Chief, Trade Reports Division 

This report was principally prepared by: 

Constance A. Hamilton 
Project Director 

L. Lee Tuthill 
Paul R. Gibson 
Andrew M. Parks 
William Gearhart 
Edward Taylor 

Lawrence Johnson 
Larry DiRicco 

With the assistance of Laurie Cameron and Kim Skidmore Frankena. Assistance 
was also provided by Veronica Robinson, Andrew Rylyk, Anita Miller, 
John Cutchin, Linda White, Lee Cook, Ruben Moller, Robert Randall, and interns 
Stephen Knack and Denise Rollins. Supporting assistance was provided by Eva 
L. White and Paula R. Wells. 

Address all communications to 
Kenneth R. Mason, Secretary to the Commission 

United States International Trade Commission 
Washington, DC 20436 



i

ivxlcdm



ii

ivxlcdm



iii

ivxlcdm



iv

ivxlcdm



v

ivxlcdm



vi

ivxlcdm



vii

ivxlcdm



viii

ivxlcdm



ix

ivxlcdm



x

ivxlcdm



SUMMARY 

Chapter 1. Preshipment Inspection Programs 

o In 1986, 25 developing countries in Africa, Asia, Latin America, and 
Central America required preshipment inspection (PSI) of their imports  
from a number of countries, including the United States. 

Generally, the African PSI programs are the oldest, the Indonesian 
program is the largest, and the Latin American and Central American programs 
are the most recently implemented. 

o These inspections were conducted pursuant to government decrees and/or 
contracts negotiated between the developing country governments and 
3 private inspection companies. 

In most instances, the country's Central Bank is the contracting 
principal. The 3 private inspection companies conducting PSI of U.S. exports 
are foreign-owned: SGS Control Services, Inc., an affiliate of a Swiss 
company; Intertek Services International, Ltd., owned by a United 
Kingdom-based corporation; and Bureau Veritas, a French company. 

o The PSI programs most frequently encountered by U.S. exporters are  
performed by SGS Control Services, Inc. under its Comprehensive Import 
Supervision Service (CISS) programs. However, the procedures are  
generally the same for the other inspection companies as well. 

SGS has contracts with, or is licensed by 23 of the 25 countries 
requiring PSI of U.S. exports. The inspection process provided for under the 
CISS program consists of four steps: physical inspection of quality and 
quantity of the proposed shipment; a price comparison to determine if the 
transaction value corresponds "within reasonable limits to the export market 
price generally prevailing in the country of origin/supply"; a review of 
documents; and issuance of a Report of Findings. By means of published 
regulations, the importing nation generally makes the Report of Findings 
issued by the inspection company a compulsory document for supporting payment 
for imports and, in some cases, clearance through customs. 

o The 11 contracts reviewed by the Commission were similar in scope and 
largely similar in format. 

* 
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o Generally, the preshipment inspection services contract covers 14 basic 
topics. 

The 14 topics are: (1) the purpose of the contract; (2) the nature and 
scope of the inspection services to be rendered; (3) obligations regarding 
comparison of prices; (4) obligations of the contracting government; 
(5) identification of the goods subject to inspection and the goods to be 
exempt; (6) special procedures regarding inspections of goods from certain 
countries; (7) exempt transactions; (8) reporting requirements; (9) 
obligations of the inspection company and vendors; (10) fees and other 
charges; (11) method of payment; (12) liability; (13) resolution of disputes 
between the contractor and government; and (14) term of the contract. 

o The major problems and complaints associated with PSI reported by U.S.  
exporters are: (1) the nontransparent nature of the price verification 
procedure; (2) the potential adverse effects of PSI price determinations;  
(3) the substantial delay caused to shipments; (4) increased 
administrative costs; and (5) the potential for compromised confidential  
business information. 

Many exporters submitting comments to the Commission on PSI expressed an 
appreciation for the need of developing countries to manage their 
foreign-exchange outflow and institute checks to eliminate fraud. However, 
exporters generally objected to the tremendous control inspection companies 
can exert over their international transactions. Although the inspection 
companies contend they do not have the power to prevent a shipment, they can 
withhold issuance of a Clean Report of Findings. This is a powerful tool 
since such a report is required for payment, and in some cases, clearance 
through customs. 

o The price comparison procedure is the most contentious aspect of the  
inspection process. Under the criteria used by inspection companies to  
determine an acceptable price, it is possible that proposed export prices 
could be rejected by the inspection company even when there is no  
evidence of deliberate overinvoicing or underinvoicing, hidden fees, or  
other illegitimate activity. 

The inspection company identifies the range of prices that constitute the 
prevailing export market price on the reference date and compares the base 
export price of the proposed shipment with that range. If the price is higher 
than the range, the seller is "invited" by the inspection company to submit 
further information justifying the price. However, in the context of customs 
valuation (involving exports to Indonesia), when invoice value is determined 
by the inspection company to be below prevailing export market price, the 
seller is not contacted to revise prices. Instead, the importer is 
responsible for paying the increased duty. 

o The inspection companies reported that of the $2.9 billion in U.S.  
exports that were inspected in 1986, less than 1 percent failed to  
receive a Clean Report of Findings. This is consistent with information 
supplied by exporters responding to the Commission questionnaire. 
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Over one-third of the value of exports inspected consisted of machinery 
and transport equipment, and over one-fifth consisted of chemical and related 
products. While the inspection companies reported less than $3 billion in 
U.S. exports were inspected in 1986, U.S. Department of Commerce data show 
that total U.S. exports in 1986 to countries requiring PSI totalled over 
$19 billion. 

o All three inspection companies questioned invoice price more often than 
product quality. Rarely did an exporter cancel an order or receive a  
Non-negotiable Report of Findings following a disputed shipment;  
transactions almost invariably proceeded, although often at a reduced 
price. 

Generally, the percentage of shipments where prices were questioned was 
greater than that in which product quality was questioned. 

Chapter 2. U.S. Experiences Under PSI Programs 

o The Commission had an 80 percent response rate to its questionnaire for  
U.S. exporters and producers. Total exports from sampled respondents to  
the PSI countries in 1986 were valued at $1.6 billion, or 8.2 percent of 
total U.S. exports to these countries. About 50.2 percent of the value  
of these shipments were inspected. 

Thirty-three percent of the sampled respondents' shipments to PSI 
countries were animal and vegetable products; 24 percent were chemicals and 
related products; 23 percent were metals, metal products, machinery and 
transportation equipment; 6 percent miscellaneous and nonenumerated products; 
5 percent were wood, paper, and printed products; and 5 percent were textile 
fibers and textile products. Nonmetallic minerals and products and special 
classifications items each accounted for less than 2 percent of the total 
shipments. 

o The majority of comments received from the respondents regarding PSI were 
negative. 

About 70 percent of respondents had strong objections to PSI, based 
either on principles (e.g., hindrance to free trade, compromise of 
confidential business information) or bad experiences (e.g., increased costs, 
lost paperwork, delays, etc.). About two-thirds of the respondents objecting 
to PSI had specific complaints regarding the qualifications of the PSI company 
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employees conducting the inspections, delays in shipments, additional costs, 
and delays in payments resulting from PSI. About 19 percent of the 
respondents commented favorably on the inspection process, most of them 
indicating support for the programs or acceptance of the need to cooperate 
with the inspection companies. The rest of the respondents reported 
insufficient experience with PSI to comment. 

o Whether or not inspected, respondents reported that shipments to  
countries requiring PSI took 3 times as long as shipments to countries  
that do not require PSI.  

The respondents reported that the average number of calendar days 
required to complete a shipment, whether or not inspected, to countries 
requiring PSI was 21 calendar days. An average of 7 days was required to 
complete a shipment to a country that does not require PSI. Comparing these 
two figures provides a good indication of the additional length of time 
required overall for shipping to countries requiring PSI, but does not 
represent the additional length of time required for PSI alone. Other factors 
may also affect the process of exporting to developing countries requiring 
PSI's. 

o Respondents reported that 8.5 percent of total shipments to countries  
requiring PSI experienced delays in 1986. Of the shipments that were 
inspected, 40 percent were delayed due to the PSI process.  

Respondents reported that when delays associated with inspection 
occurred, the average length of delay was 20 calendar days. The total value 
of the delayed shipments amounted to $319 million. 

o Respondents reported that their invoice prices were assessed by the  
inspection companies as too high in 3.5 percent of the total number of 
inspected shipments. Two-thirds of the disputes involving price were  
resolved in favor of the exporter, but in one-fifth of the disputed 
shipments prices were reduced in order to proceed with the sale. 

In 66.8 percent of the cases where the inspection companies questioned 
prices as too high, the exporter provided additional documentation in support 
of its prices and the inspection company accepted the original price. In 
19.5 percent of the disputed cases, the exporter decreased the transaction 
price in order to proceed with the shipment. The reduction in price meant 
lost revenues of 10.5 percent of the total value of affected shipments. In 
4.9 percent of the disputed cases, the repondents reported that they received 
a Non-negotiable Report of Findings, and in 1.1 percent of the cases, the 
respondents cancelled the disputed shipments. The remaining 7.7 percent of 
respondents specified "other" action was taken. 

o Respondents most frequently indicated that the inspection company  
notified their firm that there was a question regarding price when the  
final documents were presented to the inspection company, i.e., after the 
product had been loaded for transport. 
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Of those exporters reporting that their price was questioned, about 
35 percent said they were notified about the inspection company's disagreement 
with their price when the final documents (which includes shipping documents) 
were presented to the inspection company. About 29 percent reported they were 
notified after the shipment was made, and 29 pecent said they were notified 
during the preliminary price comparison stage. 

o According to data supplied by the respondents, PSI adds to the exporter's  
cost of doing business with countries requiring this service. Additional 
costs include those associated with shipment delays, personnel, and 
administration. 

Costs associated with delays in shipments include delayed payments, 
charges incurred for letter of credit discrepancies, and demurrage charges. 
Personnel costs include the costs of personnel required to arrange the 
physical inspection, to complete paperwork, and to resolve any problems that 
arise concerning invoice prices. Other administrative costs include telephone 
calls, courier fees and costs incurred for second inspections. 

o Costs associated with delayed payments generally vary with size and value 
of the shipment. Some costs, such as courier fees and telephone charges  
may not vary with the size and value of the shipment. 

Therefore, companies that make small shipments may incur larger costs 
relative to the value of the shipments than do companies that make large 
shipments. Smaller companies whose costs are large relative to the value of 
their shipments are likely to either exit from the market or seek export 
markets where PSI is not required. 

o The Commission estimates that if an exporter experienced all of the  
problems reportedly associated with PSI, the inspection process would add 
an additional cost of 2.8 percent of the value of the shipment to the  
cost of exporting to that country. 

However, exporters will not incur all costs on all shipments. Rather, 
they can expect a certain percentage of shipments to incur different types of 
costs. If an exporter experiences only those problems most frequently 
reported as occurring in the PSI process, the cost of PSI is an additional 
1.3 percent of the average value of the inspected shipment. An estimate of 
the total expected cost per shipment inspected, due to PSI, for all countries 
is $526.72, or 1.3 percent of the value of the shipment. 

o Respondents reported that inspection companies requested access to 
various types of information to perform the inspection, including 
confidential business information. 

The type of data most frequently requested by the inspection companies 
were pro formas (reported by 43 percent of the respondents), published or 
unpublished price lists (39 percent), ocean, air, and other freight charges 
(38 percent), copies of letter of credit (34 percent), and technical 
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literature (30 percent). Other information requested by the inspection 
companies included packing lists, copies of bills of lading, copies of 
invoices, statements about commissions (agent and amount), and shipping 
details. 

o Respondents reported that a number of practices by inspection companies 
frequently interfered with the shipment process. 

Practices reported as most frequently interfering with shipments in 1986 
were placing limitations on freight charges (reported in 2.5 percent of 
inspected shipments), stating a value in the Clean Report of Findings 
different from that stated in the import license (1.8 percent), and issuing no 
Clean Report of Findings even though shipment had been made (1.8 percent). 
Other reported practices included failure of the inspector to arrive at the 
appointed time and place for the physical inspection (1.5 percent), and loss 
of papers by the inspection company (1.1 percent). 

o The commercial gauging industry, a service industry that provides  
quantity and quality assessments of U.S. imports and domestic shipments,  
has alleged that the exclusive nature of most countries' PSI contracts  
has the effect of giving the designated PSI company an unfair advantage  
in competing in the U.S. market for commercial gauging services. 

Four firms control approximately 75 percent of the U.S. customs-approved 
commercial gauging market. Three of them are subsidiaries of foreign-based 
international inspection concerns. PSI contracts appear to have allowed the 
PSI inspection companies to "get their foot in the door" on the import and 
domestic side of gauging by introducing themselves to new customers via PSI 
work. 

o Domestic commercial gaugers reported a noticeable loss of market share to 
PSI inspection companies for commercial gauging services only after  
nations in regions outside the relatively small markets in Africa began 
employing PSI. 

Domestic commercial gaugers claim that substantial losses of market share 
only became evident when certain Latin American countries introduced PSI in 
the mid-1980's. This was reportedly due, in part, because inspection 
companies with exclusive rights to supervise imports into developing nations 
are often hired to verify that country's exports at discharge ports in the 
United States. One inspection company, SGS, does have contracts with five 
countries--Ecuador, Guatemala, Indonesia, Paraguay, and Bolivia--to check 
their exports. However, these inspections are performed at the point of 
supply for products destined for the United States, rather than at U.S. ports 
where U.S. gaugers perform their business. 
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o 	U.S. firms engaged in the manufacture and export of chemicals and 
pharmaceuticals have voiced the strongest opposition to PSI. More than 
28 percent of the exporters responding to the Commission's questionnaire 
indicated that they exported chemicals to PSI countries. Those exports  
accounted for 24 percent of the value of shipments reported by 
questionnaire respondents. 

Chemicals were the second leading U.S. export to countries employing PSI, 
accounting for 15 percent of total U.S. exports to PSI countries in 1986. In 
1986, the U.S. chemical industry manufactured or processed chemicals valued in 
excess of $216 billion. Of that total, nearly $23 billion, or more than 
10 percent, were exported. Countries with PSI programs accounted for 
$2.4 billion, or about 10 percent of total U.S. chemicals exports in 1986. Of 
the countries that employ PSI programs, Mexico, Venezuela, Indonesia, and 
Ecuador were the leading markets for U.S. chemicals in 1986. 

o 	A number of concerns reported generally by U.S. exporters regarding PSI  
and its application in specific transactions have also been raised 
specifically by the chemical industry, including delays, increased costs,  
confidentiality problems, nonuniform application, price reviews, and lack 
of an appeals process. 

Delays and increased costs.  Of the 117 firms that indicated in their 
questionnaire response that they exported chemicals to countries employing 
PSI, 35 cited costly delays as a primary concern. The Commission's 
questionnaire revealed that, in most cases, the average number of calendar 
days required from the time material was presented for inspection and shipment 
to the time the firm was able to request payment was greater for countries 
that require PSI than for those that do not. Estimates, made in submissions 
to the Commission by members of the chemical industry of additional 
administrative costs ranged from $100 to $700 per shipment. 

Confidentiality.  Several members of the chemical industry have indicated 
concern that the gathering of information by the PSI companies risks 
compromise of information they consider confidential. Some information 
requested by the inspection companies--such as prices to individual customers, 
details of specific contractural arrangements, product formulas, and 
information as to how a price was calculated--is not generally available to 
the public and is considered proprietary. There appears to be no contractural 
constraint on the PSI companies to maintain the confidentiality of the 
material entrusted to them. 

Discrimination.  There does not appear to be any evidence that the PSI 
companies intentionally discriminate either for or against the products of 
U.S. chemical companies. However, the exports of some major U.S. competitors 
in the chemicals market, such as West Germany and Switzerland, may not be 
subject to the same PSI procedures. This difference is due to legal 
restrictions in those countries on the inspection firms' access to 
confidential information, particularly that relating to prices. 

Price review.  PSI companies claim that they use up-to-date, market-based 
information that takes all relevant commercial considerations into account 
when developing acceptable price ranges for the chemicals industry. 
Nevertheless, chemical industry members allege that in practice PSI companies 
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do not take into account certain relevant commercial considerations when 
determining acceptable price ranges. They also allege that PSI companies set 
arbitrary limits on certain charges and use a price review procedure that is 
not transparent and is highly discretionary. 

Chemicals accounted for approximately 22.7 percent, or $7.97 million, of 
the $35 million in total price reductions reported by PSI companies in 1986. 
According to the inspection companies, final settlement invoice prices were 
about 6.5 percent lower than original advisory document prices. The vast 
majority, about **** percent, of the PSI-related price reductions in the 
chemical industry involved SGS. SGS reported that out of all cases where it 
questioned invoice prices in 1986, exporters decreased their prices in **** 
percent of the cases involving African countries and **** percent of the cases 
involving Latin American and Caribbean countries. According to SGS, price 
reductions of ***, or about ***** percent from the original invoice prices, 
were achieved. 

Lack of Review Process. Members of the chemical industry object that the 
formula for determining the acceptable price or price range is often not fully 
explained to them. They allege that the PSI company often establishes the 
price range arbitrarily, allowing no review process other than negotiation 
with that company regarding disputes. Some PSI companies have set up a review 
procedure, but U.S. chemical firms complain that the procedures are inadequate 
and time-consuming. 

Chapter 3. Country Operation of PSI Programs 

o 	The countries reviewed accounted for about 9 percent of total U.S.  
exports in 1986. But if U.S. exports to Mexico (where PSI programs apply 
only to a portion of Government purchases) were excluded from this  
figure, U.S. trade with the remaining countries represented about  
3.4 percent of total U.S.exports in 1986. 

Two PSI countries, Mexico and Venezuela, were among the United States' 
top 20 export markets in 1986. Six other countries--Indonesia, Ecuador, 
Jamaica, Nigeria, Guatemala, and Haiti--ranked among the top 60 U.S. export 
markets. The remaining countries individually imported 0.06 percent or less 
of total U.S. exports to the world. 

o 	The eight PSI countries that were the most significant markets for U.S.  
exports in 1986 all adopted PSI programs in the 1980's--two in 1983, the 
others as recently as 1985 and 1986. Seven African nations adopted PSI  
programs in the 1970's. 

Over a third of the countries with PSI programs began the practice in the 
1970's and nearly a third more initiated PSI programs in the early 1980's. A 
number of other countries, mostly in Latin America, began using PSI in 1985 
and 1986. 
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The PSI contracts generally provide an incentive for the inspection 
companies to show savings. The inspection companies supply the  
contracting country with regular reports on savings generated due to 
their intervention . . 

Country Operations 

o Although all PSI programs share similar characteristics, PSI programs  
have been adapted to the specific needs of each nation. 

For most of these countries, PSI is an adjunct to their foreign-exchange 
control system. For only one country, Indonesia, PSI replaces part of the 
commercial functions otherwise performed by customs services. The Mexican 
program is unique in that it applies only to selected imports that are 
purchased by the Mexican Government. In Venezuela, PSI procedures apply only 
if an importer seeks to obtain preferential exchange rates when buying foreign 
currency to pay for imports. 

o Many PSI countries have trade regimes that include complex import and 
foreign-exchange licensing systems. In these countries, PSI is viewed as  
an integral part of such licensing systems, and is used to check the  
validity of license applications against the actual shipments involved. 

Most countries have instituted PSI as part of their foreign-exchange 
licensing systems. PSI is nearly always linked with or integrated directly 
into general import licensing procedures. Oversight of the PSI program is 
usually delegated to the Central Bank or the ministry responsible for granting 
the relevant licenses. Bolivia, having recently eliminated its licensing 
systems, is the only major exception. Bolivian importers file applications 
for PSI directly with the inspection company, which then supplies copies of 
applications to the relevant government authorities. 

o Most of the countries reviewed instituted PSI programs for the express  
purpose of foreign-exchange control. As a result, proof of a  
satisfactorily completed inspection, i.e., a Clean Report of Findings  
(CRF), is required to authorize the release of foreign exchange to pay 
for imports. 

Of the 26 countries reviewed, 23 implement PSI for the purpose of 
supporting foreign-exchange control systems. (Mexico and Indonesia use PSI 
for other purposes, and the Congo did not use PSI in 1986.) PSI is aimed 



10 

mainly at identifying two indicators of potential abuse: (1) whether the 
foreign exchange is being used for the purpose requested, and (2) whether the 
overall amount requested appears to be consistent with the kind and quantity 
of goods actually being imported. 

In 2 countries, the CRF is required for payment only under certain 
conditions. Indonesia requires a CRF for payment only if the transaction 
involves a letter of credit, and Venezuela requires a CRF only if the importer 
wants to obtain foreign exchange at the preferential rate. 

o Thirteen countries do not require PSI reports to clear goods through 
customs. 

These countries are Angola, Burundi, Equatorial Guinea, Kenya, 
Madagascar, Mexico, Paraguay, Rwanda, Suriname, Tanzania, Uganda, Venezuela, 
and Zambia. For countries requiring proof of PSI at customs, most continue to 
use their own customs services to perform valuation and customs inspections 
and to assess and collect duties. Only in the case of Indonesia is the 
inspection company authorized to perform a customs valuation service. 

o Twelve countries require PSI reports to clear goods through customs. 

These countries are Bolivia, Ecuador, Ghana, Guatemala, Haiti, Indonesia, 
Ivory Coast, Jamaica, Liberia, Zaire, Nigeria, and Guinea. 

o At least 12 countries provide for some sort of appeal mechanism to their 
authority should there be a disagreement with the inspection company's  
findings. 

These countries are Angola, Bolivia, Guatemala, Guinea, Haiti, Indonesia, 
Jamaica, Liberia, Madagascar, Mexico, Paraguay, an&Rwanda. 

In terms of implementing PSI, Venezuela and Nigeria are exceptions to the 
practice of contracting exclusively with one company to inspect their  
imports from all sources. 

Venezuela has liscensed, rather than contracted with, three inspection 
companies from which importers may choose to perform PSI. Nigeria has 
contracted with three inspection companies and has designated each company to 
perform inspections in a particular region of the world. 

o Haiti recently scaled back the scope of its PSI program, and Jamaica 
recently announced plans to allow its current contract with SGS to  
expire. 

Haiti has reportedly narrowed the inspection requirement to a few import 
products such as wheat, vegetable oil, and pharmaceutical products. Jamaica 
announced in April 1987, that it will not renew its SGS contract when it 
expires in January 1988. 
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o 	Several countries also use PSI companies to inspect exports. 

Countries contracting with inspection companies to inspect exports as 
well as imports include Ecuador, Indonesia, Paraguay, Bolivia, and Guatemala. 

o 	For all U.S. shipments to the countries requiring PSI, U.S. exporters  
reported that total average cost per inspected shipment associated with 
PSI was $526.72, or 1.3 percent of the weighted average value of all  
inspected shipments in 1986. 

For countries for which costs were reported by questionnaire respondents, 
costs associated with shipments to each PSI country in 1986 were as follows: 

Cost as percent 
of weighted 	Cost as percent 

Total average cost 	average value of of total value 
per inspected 	 inspected 	of all reported 

Country 	 shipment 	 shipments 	 shipments 

$ 	413.80 8.0 0.6 
445.11 4.3 1.0 
*** *** *** 

470.27 3.7 2.8 
408.73 3.7 0.2 
580.58 2.1 1.6 
443.08 4.8 0.8 
463.39 0.7 0.6 
425.93 0.5 0.4 
456.92 2.3 1.0 
471.91 5.4 3.2 
427.55 1.7 0.5 
431.93 2.8 * 
490.82 0.9 0.8 
496.81 2.8 0.2 
417.17 2.1 1.9 
496.26 1.5 0.3 
402.90 2.1 0.6 
411.65 2.9 2.0 
643.18 0.8 0.6 

1,075.35 0.8 0.7 
500.61 1.0 0.9 

Angola 	 
Boliva 	 
Burundi 	 
Ecuador 	 
Ghana 	 
Guatemala 	 
Haiti 	 
Indonesia 	 
Ivory Coast 
Jamaica 	 
Kenya 	 
Liberia 	 
Mexico 	 
Nigeria 	 
Paraguay 	 
Rwanda 	 
Suriname 	 
Tanzania 	 
Uganda 	 
Venezuela 	 
Zaire 	 
Zambia 	 

* Less than one-tenth of 1 percent. 
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Chapter 4. Other Supplier Countries' Experiences With PSI 

o PSI appears to be conducted in other exporting nations in a manner  
similar to that in. the United States. However, several PSI countries do 
exempt the shipments of certain countries from their inspection 
requirement. 

Importing countries providing exemptions from their PSI requirement on 
the basis of country of origin or supply are Burundi, Ghana, Guinea, Ivory 
Coast, Kenya, Tanzania, and Rwanda. The countries they exempt include their 
neighboring countries, certain Middle Eastern countries, and certain countries 
having centrally planned economies, such as the Soviet Union. The Soviet 
Union is the only major industrialized nation specifically exempted from PSI. 

o European countries have a greater volume of trade with African PSI  
countries then does the United States, and their concerns with PSI are 
therefore more focused on nations in that region of the world. 

The trade of European Community (EC) countries' with the African PSI 
countries accounted for 56 percent of the total EC trade with PSI countries, 
as compared with 7 percent of total U.S. trade with the PSI countries. 

o Other supplier countries' experiences with PSI vary. Several countries  
report few or no problems with PSI; several countries are aware of  
complaints from their exporters, particularly concerning the price  
verification procedure and general delays; and one country has decided to 
regulate and limit the activities of PSI companies. 

* 	 * 	 * 

* 

o The price comparison procedure is generally not undertaken in nonmarket 
economy countries. 

According to inspection companies, price comparison is omitted in non-
market economy countries because their export prices are generally set by the 
state. PSI inspections, where required in such countries, are limited to 
quality, quantity, and conformity to the terms of sale. 
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Chapter 5. Related International Standards and U.S. Federal Control Programs 

o 	U.S. exporters allege that PSI programs are inconsistent with the 
principles set forth in the GATT and other relevant international 
agreements. 

U.S. exporters alleged that PSI programs violate GATT articles II 
(relating to concessions), VII, VIII, and X (customs valuation and 
administration), and XI and XIII (quantitative restrictions), as well as the 
GATT agreements (codes) on licensing, customs valuation, technical barriers to 
trade, and civil aircraft. Exporters argue that the costs associated with 
preshipment inspection impair the value of concessions negotiated under the 
GATT. Exporters expressed particular concern about the ability of inspection 
companies to reopen the pricing aspects of individual commerical contracts, 
often resulting in change of the negotiated price. They claimed that PSI 
programs are not administered in a transparent and nondiscriminatory manner, 
providing exporters with no clear guidelines on which to judge, prior to 
inspection, whether their goods or prices will pass inspection. 

o 	The PSI companies counter that PSI procedures are fully consistent with 
relevant international standards. They further argue that PSI programs  
do not, in any case, violate any agreements since PSI countries either 
are not members of the GATT, have not signed the relevant GATT codes, or  
are experiencing foreign exchange and other difficulties that would 
qualify them for exemptions from the relevant international obligations. 

SGS, Intertek, and Bureau Veritas asserted that PSI programs are fully 
consistent with various international agreements, conform to the GATT, and 
represent an effort by the countries employing the practice to ensure the 
effectiveness of foreign exchange controls. They also stated that the PSI 
countries have not signed the GATT codes. The PSI companies noted that the 
programs are generally mandated by the laws of the relevant nation, are fully 
transparent, and are administered in a non-discriminatory manner. The 
companies also claimed that the contracting countries have identified their 
valuation methods and indicated how the method is consistently applied. 
Finally, the PSI companies say they use the export market price prevailing in 
the ordinary course of trade to determine the value of goods, a method that 
they claim is fully consistent with relevant GATT standards. 
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INTRODUCTION 

Preshipment inspections (PSI's) are currently being conducted in the 
United States by three private firms on behalf of 25 importing countries as a 
precondition for the release of foreign exchange or for customs clearance. 
They involve the examination of the quality and quantity of export shipments 
and a determination by the inspection company of whether or not the 
transaction value is within reasonable limits compared with the export price 
generally prevailing in the supplying country. 

A section 301 petition, filed with the office of the United States Trade 
Representative (USTR) in September on behalf of four trade associations in the 
South Florida area, sought U.S. Government action against five Caribbean and 
Latin American nations (Ecuador, Guatemala, Paraguay, Jamaica, and Venezuela), 
which have hired or authorized private companies to perform preshipment 
inspection of U.S. exports to them. The petitioners alleged that PSI programs 
have created a major impediment to U.S. exports. 

The section 301 petition was withdrawn when the USTR launched a 5-point 
action plan to investigate and address the alleged problems associated with 
the inspection programs. According to the action plan, the USTR will consult 
bilaterally with each country that requires these inspections, pursue 
multilateral solutions in the appropriate fora such as the GATT, monitor 
closely the activities of PSI agents within the United States and any 
complaints of their activities, consider possible domestic legislation or 
other appropriate action to limit PSI activities, and request that the U.S. 
International Trade Commission conduct a section 332 study of PSI practices 
and their effect on U.S. commerce. The 301 petitioners remain in a position 
to refile the case should they feel the action plan is not effective. 

This report examines the operation of preshipment inspection programs in 
1986. It begins with a discussion of the development of PSI programs and 
presents data supplied by the inspection companies on the quantity and outcome 
of their inspections. Chapter 2 discusses the U.S. experience under 
inspection programs as reported by exporters and producers in response to a 
Commission questionnaire, and examines the effects of PSI on two U.S. 
industries: customs gaugers, and chemicals manufacturing. Chapter 3 presents, 
on a country-by-country basis, a description of preshipment inspection 
programs in effect, country experiences with the programs, and an assessment 
of problems and costs as reported by U.S. exporters and producers in response 
to the Commission questionnaire. Chapter 4 discusses other developed country 
experiences with PSI programs, and Chapter 5 discusses related international 
standards and U.S. Federal control programs. A glossary of terms is presented 
in appendix A. 
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