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PREFACE

On March 11, 2004, the United States International Trade Commission (Commission),
instituted Investigation No. TA-2104-13, U.S-Central America-Dominican Republic
Free Trade Agreement: Potential Economywide and Selected Sectoral Effects. The
investigation, conducted pursuant to section 2104(f) of the Trade Act of 2002 (the
Trade Act), was in response to a request from the United States Trade Representative
(see appendix A).

The purpose of this investigation is to assess the likely impact of the U.S.-Central
America-Dominican Republic Free Trade Agreement on the U.S. economy as a whole
and on specific industry sectors and the interests of U.S. consumers. As provided for in
section 2104(f)(2) of the Trade Act, the Commission must submit to the President and
the Congress (not later than 90 calendar days after the President enters into the
agreement) a report assessing the likely impact of the agreement on the United States
economy as a whole and on specific industry sectors, including the impact the
agreement will have on the gross domestic product, exports and imports, aggregate
employment and employment opportunities, the production, employment, and
competitive position of industries likely to be significantly affected by the agreement,
and the interests of the United States consumers.

Section 2104(f)(3) of the Trade Act requires that the Commission, in preparing the
assessment, review available economic assessments regarding the agreement,
including literature regarding any substantially equivalent proposed agreement, and
provide in its assessment a description of the analyses used and conclusions drawn in
such literature and a discussion of areas of consensus and divergence between the
various analyses and conclusions, including those of the Commission regarding the
agreement.

The Commission solicited public comment for this investigation by publishing a notice in
the Federal Register of March 23, 2004 (see appendix B), and held a public hearing
for this investigation on April 27, 2004. Interested party views are summarized in
chapter 9 of this report.
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EXECUTIVE SUMMARY
U.S.-Central America-Dominican Republic Free
Trade Agreement

On January 28, 2004, the U.S. International Trade Commission (Commission or
USITC) received a letter from the Office of the United States Trade Representative
(USTR) requesting that the Commission prepare a report in accordance with section
2104(f) of the Trade Act of 2002, to assess the likely impact on the U.S. economy as a
whole and on specific industry sectors and the interests of U.S. consumers of the United
States-Central America (Costa Rica, El Salvador, Guatemala, Honduras, and
Nicaragua)-Dominican Republic Free Trade Agreement (U.S.-CA/DRFTA).1: 2 Section
2104(f) also requires that the Commission, in preparing its report, review available
economic assessments regarding the agreement, including literature regarding any
substantially equivalent proposed agreement, and provide a description of analyses
used and conclusions drawn in such literature, and a discussion of areas of consensus
and divergence between the various analyses and conclusions, including those of the
Commission regarding the agreement.

Scope and Approach of the Study

The economic benefits to the U.S. economy as a whole of the U.S.-CA/DR FTA consist
of quantifiable and nonguantifiable effects. The quantifiable benefits of the FTA are
related to the immediate reciprocal tariff elimination, including the immediate
elimination of duties on more than one-half of the value of current U.S. agricultural
exports to CA/DR (with most remaining tariffs to be phased out over 15 years and TRQ
products over 20 years), and more than 80 percent of U.S. exports of consumer and
industrial goods to the CA/DR region (with remaining tariffs to be phased out over 10
years). In addition, U.S. agricultural producers also will benefit from new tariff rate
quotas (TRQs) that provide enhanced access to the CA/DR market.3 In most cases, this

1The U.S.-CA/DR FTAis a regional trade agreement among all seven signatories. The U.S. FTA with
the five Central American countries was signed by the parties on May 28, 2004. Although the U.S. FTA
with the Dominican Republic was negotiated separately from the U.S. FTA with the Central American
countries, the Dominican Republic is to assume the same set of obligations and commitments as the
Central American countries. The FTA with the Dominican Republic was signed by the parties on August 5,
2004, integrating the Dominican Republic into the FTA with the Central American countries. USTR,
“Dominican Republic Joins Five Central American Countries in Historic FTA with U.S.,” press release
04-66, August 5, 2004, and USTR, “USTR Resources: U.S.-Central American Free Trade Agreement and
Dominican Republic Free Trade Agreement,” found at Afjp.//www.ustr.gov/new/fta/cafta.him,
retrieved August 6, 2004.

2 A brief chronology of the US-CA/DR FTA is provided in Chapter 1.

3The relaxation of TRQs is expected to allow U.S. exports of grains to increase from $600 million to
$725 million by the full implementation of the FTA (see chapter 3).
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trade liberalization will create preferences for U.S. exports over (or put U.S. exports
on equal footing with) those of third-country suppliers to the CA/DR market.*

The FTA also establishes specific obligations in important areas that are more difficult
to quantify but nevertheless are likely to benefit the U.S. economy—including rules of
origin; trade in services; investment; trade facilitation (including customs
administration, technical barriers to trade, sanitary and phytosanitary regulations,
electronic commerce, and transparency); and the regulatory environment (including
trade remedies, government procurement, the protection and enforcement of
intellectual property rights, labor, and the environment).

The Commission’s analysis is based on an assessment of all 22 chapters of the
U.S.-CA/DRFTA, including its annexes and associated side letters.% To assess the likely
effects of the FTA on the U.S. economy as a whole and specific economic sectors, the
Commission employs an approach that combines quantitative and qualitative
analyses. In this report, the Commission quantifies the likely impact of the FTA to the
extent that the necessary data are available. Thus, the quantitative assessment is
limited to provisions related to increased market access by the liberalization of tariffs
and TRQs on originating goods (goods that meet the FTA’s rules of origin).® Remaining
components of the FTA, for which the likely effects could not be quantified, are
analyzed using qualitative analysis. Combining the quantitative and qualitative
analyses provides a comprehensive assessment of the likely impact of the U.S.-CA/DR
FTA on the U.S. economy.

U.S. Trade with Central America and the Dominican
Republic

In 2003, U.S. domestic merchandise exports to the CA/DR region were valued at
$14.4 billion, while U.S. imports for consumption from CA/DR were $16.7 billion. The
United States recorded a $2.3 billion merchandise trade deficit with CA/DR in 2003,
approximately the same as in 2002. Combined, the CA/DR region ranked as the 121"
largest market for U.S. exports and the 15" largest U.S. supplier of imports in 2003.

In both 2002 and 2003, approximately 80 percent of U.S. imports from CA/DR
entered duty free either at general duty rates or under various U.S. programs,

4 See chapter 1, page 1-8 for the free trade agreements Central American countries and the
Dominican Republic have signed with Latin America and Caribbean countries.

5 There are a total of 26 substantive side letters on a variety of topics including various service
sectors, the relationship between this FTA and other trade preference programs and the tariff treatment of
specific goods such as finished confectionery products. Each Central American country and the
Dominican Republic has at least one side letter. There are also two understandings that apply to all six
countries. One provides that the obligations of Chapter 15 (IPR) will notimpair public health programs for
the treatment and prevention of AIDS/HIV or other epidemic diseases or national health emergencies.
The second understanding states that the agreement does not impose any obligations on immigration.

6 The Commission did not explicitly quantify the impact of rules of origin, but the quantitative analysis
is consistent with the existence of rules of origin. This is discussed in more detail in chapter 4 of the report.
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including the U.S. Generalized System of Preferences (GSP),” Caribbean Basin
Economic Recovery Act (CBERA), and Caribbean Basin Trade Partnership Act
(CBTPA).8 The remaining 20 percent, comprising U.S. dutiable imports from CA/DR,
was valued at approximately $3.3 billion in both 2002 and 2003.

The leading U.S. exports to CA/DR in 2003 included petroleum oils and light oils,
digital integrated circuits, dyed knitted or crocheted cotton fabrics, corn, cotton t-shirts,
men’s or boys’ cotton trousers, and wheat. Leading U.S. dutiable imports from CA/DR
in 2003 included cotton sweaters, pullovers, and sweatshirts; men’s or boys’ cotton
trousers; women’s or girls’ cotton trousers; women’s or girls’ cotton blouses and shirts;
and cotton t-shirts. For 2003, leading duty-free imports from CA/DR included items
entering the United States under the CBTPA program such as cotton t-shirts and tank
tops, men’s and boys’ cotton trousers, and cotton sweaters and sweatshirts as well as
items not claiming any special tariff program such as medical and surgical
instruments, bananas and plantains, electronic integrated circuits, and coffee.

Highlights of the U.S. Free Trade Agreement With
Central America and the Dominican Republic

Under the market access commitments of the U.S.-CA/DR FTA, many originating U.S.
exports would be eligible for immediate duty-free entry into CA/DR; 21 duty staging
categories would apply to originating exports, eliminating duties over periods of up to
20years. TRQs under the FTA would apply to some agricultural commodities, with new
TRQs providing improved market access for such U.S. exports as corn, rice, beef, pork,
and poultry. Eligible CA/DR exports to the United States are covered by 12 different
duty staging categories, and a wide range of originating goods would receive
immediate duty-free entry. Most other duties would be phased out over periods of up to
15 years. TRQs would apply to U.S. imports of beef, dairy products, sugar, peanuts
and peanut butter, tobacco, ethyl alcohol (i.e. ethanol), and cotton, and some of these
provisions would continue indefinitely with over-quota shipments dutiable at normal
trade relations (NTR) rates. Rules of origin based mainly on specific changes in tariff
classification, applicable to third-country inputs, or on regional value content would
determine eligibility for FTA treatment.

Many of the substantive commitments in the U.S.-CA/DR FTA reflect obligations of the
parties under World Trade Organization (WTO) agreements on the same subject
matter, and the language in this FTA often parallels provisions in recent FTAs with
Singapore, Chile, Australia, and Morocco. As with other U.S. trade agreements,
safeguard measures would be available if, because of the FTA, significantly increased
imports would constitute a substantial cause of serious injury, or the threat thereof, to
like or directly competitive domestic products. A Free Trade Commission and other
entities would be established under the FTA to administer its provisions, coordinate
cooperation among the parties, and handle any disputes that may be brought under
the FTA provisions.

7 Nicaragua is not designated for benefits under the U.S. GSP program.

8 GSP and CBERA afford duty-free entry to qualifying imports from designated countries. CBTPA
provides duty-free entry to some products previously ineligible for CBERA, most notably certain apparel
articles.
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Methodology

To provide a comprehensive assessment of the effects of the U.S.-CA/DR FTA on the
U.S. economy and specific sectors, the Commission employs an approach that
combines quantitative and qualitative analyses. The quantitative analysis focuses on
the liberalization of tariffs and TRQs (corresponding to the market access provisions of
chapters 3-4 of the FTA). The qualitative analysis focuses on the non-quantifiable
effects associated with provisions of the FTA related to trade in goods (including the
rules of origin) and services, investment, trade facilitation, and the regulatory
environment (corresponding to chapters 5-20 of the FTA).% These effects are not
readily quantifiable owing to the lack of necessary data and the intangible nature of
some of these effects. Information to assess the liberalization of the nontariff barriersin
these areas was obtained from written submissions in response to the Commission’s
Federal Register notice for this investigation;19 the Commission’s public hearing held in
connection with this investigation on April 27, 2004, in Washington, D.Cc.1
government, industry, and academic sources; and international organizations,
including the International Monetary Fund (IMF), the United Nations (UN), the World
Bank, and the WTO.

For the liberalization of tariffs and TRQs, this study employs a multicountry model with
economywide coverage of merchandise and service sectors (a global computable
general equilibrium (CGE) model). The analysis is static and assumes the U.S.-CA/DR
FTA is fully implemented with its full effects felt on January 1, 2005. That is, it assumes
that the FTA provisions will not be phased in over time, or its effects gradually realized
over time. The modeled results can be considered to be long-run effects, after all
adjustments have worked their way through the economy, of a fully implemented FTA
ina U.S. economy otherwise identical to the baseline 2005 economy.2 This simulation
liberalizes trade completely in all goods subject to liberalization under the FTA for all
of the parties.13 As noted above, most U.S. imports from CA/DR already enter free of
duty under various U.S. programs. It is expected that those sectors that face relatively
higher trade restrictions will show larger effects from the implementation of the FTA.

Principal Findings

The Commission’s comprehensive assessment of the U.S.-CA/DR FTA addresses four
substantive areas: market access, trade facilitation, investment, and the regulatory
environment. A summary of the impact assessments is presented below for each of
these four areas.

9 Chapters 1, 19, 21, and 22 of the FTA address administrative and legal matters.

10 A copy of the Federal Register notice for this investigation is in appendix B.

1L A list of hearing participants is in appendix C.

12 Models are highly simplified descriptions of an economy, dependent on parameter estimates and
subject to potential biases due to product and regional aggregations. See appendix D for additional
information on the model used in this report.

13 The effects of the FTA on the U.S. economy are estimated for the CA/DR region as a whole, and
not for each country in the CA/DR region.
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Market Access

Market access refers to the degree of openness or accessibility that one country’s
goods and services experience in another market. The entire array of trade policy
measures that a country employs to administer, measure, and support its trade regime
affect the ability of foreign-produced products or services to enter another country
under nondiscriminatory conditions.

Market access provisions provide the principal guarantee of national treatment under
the U.S.-CA/DR FTA for originating goods in bilateral trade. Reflecting the broader
principles of the WTO, the specific obligations in these provisions commit the partiesto
progressively eliminate duties on originating CA/DR goods and to implement a wide
array of customs procedures that would enhance this trade to ensure consistent
customs treatment by the parties. Many of these measures already apply to U.S.
imports, under various provisions, but the FTA would make the treatment of these
imports permanent. The U.S.-CA/DR FTA also provides that no new duties or charges
may be imposed, that the parties cannot apply import and export restrictions other
than in limited cases, that administrative fees relating to trade would be limited to the
cost of services rendered, and that merchandise processing fees must be eliminated.

Figure ES-1 presents an overview of the potential effects, both qualitative and
quantitative, of the U.S.-CA/DR FTA in the market access area.

The largest percentage increases in trade are found in those sectors undergoing the
greatest degree of tariff liberalization. According to the Commission’s quantitative
analysis, the U.S. sectors showing the greatest value increase in exports to the CA/DR
market are textiles and apparel; petroleum, coal, other fossil fuels; machinery and
equipment; other manufactures; motor vehicles; and grains. The greatest increases in
the value of imports are estimated to occur in textiles and apparel and leather
products, and in raw cane sugar.

Overall, some sectors of the U.S. economy are likely to experience increased import
competition from the CA/DR region, while other sectors are likely to experience
increased export opportunities to the CA/DR market. However, given the small
economy and market size of the CA/DR region relative to the United States, any such
increases would be from a small initial level and, thus, are likely to have a minimal
impact on production, employment, or prices in corresponding U.S. sectors.

Sectoral Effects

A more detailed qualitative analysis also was conducted for some sectors at a more
disaggregated level. The sectors were selected based upon a number of criteria,
including the extent of liberalization under the FTA, the importance of the sector in
terms of bilateral trade, and the opinions of industry representatives.# Selected for

14 The criteria are described in more detail in chapter 3 of the report.

XV



Figure ES-1

U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Market Access

Provisions—Qualitative Assessment

Subject negotiated and FTA chapter

Market Access Provisions

Consumer and industrial goods, ch. 3

« Tariff elimination on a wide range of goods.

« Dominican Republic to join the WTO Information
Technology Agreement.

Agricultural goods, ch. 3

« Tariff elimination on a wide range of agricultural
products.

« Improved market access under TRQs for U.S.
exports of certain products (including beef,
pork, poultry, rice, and dairy products).

Likely economic impact on U.S. economy

Staged phase-in of FTA

Rules of origin (non-textile/apparel product
categories), ch. 4
* Rules designed to be easy to administer.
* Rules resemble provisions of NAFTA and U.S.
FTAs with Singapore and Chile.

Textiles, apparel, and footwear, ch. 3

¢ Immediate duty-free trade for many imports that
meet the rules of origin, but TRQs apply.

» Temporary provision for qualifying apparel and
textile articles to have 3" country content.

e Cumulation provisions allow certain apparel to
contain woven fabrics from Canada and Mexico
to up to a cap.

 Benefits retroactive to Jan. 1, 2004.

XVi

Sugar and sugar-containing products— A negligible
increase in U.S. exports of sugar and sugar-containing
products. The United States generally is not competitive with
CA/DR producers. A small increase likely in U.S. imports of
sugar and sugar-containing products equal to the
additional amount allowed under the TRQ. Although the
FTA increases the quota, the prohibitive over-quota tariff
rates remain in place.

U.S. sweetener industry (farmers, processors, suppliers)
states that increased sugar imports from CA/DR would
have an adverse effect on U.S. production and domestic
jobs. On the other hand, U.S. sweetener users state that
increased sugar imports from the CA/DR region would
benefit the U.S. confectionary and other sugar-using
industries, increase U.S. employment in those industries,
and benefit U.S. consumers.

Grains (corn and rice)}— Negligible short-term impact on
U.S. exports because the FTA provides little immediate
additional market access for U.S. corn and rice exports.
TRQs for corn and rice gradually expand over a period of
15-20 years; after that period, quotas are to be eliminated,
and U.S. exports of corn and rice are likely to increase
substantially. No impact likely on U.S. imports of grains
because the CA/DR region generally does not export
grains.

Textiles, apparel, and footwear—Small to moderate
increase in U.S. exports of textiles, apparel, and footwear.
Moderate increase in U.S. imports of textiles, apparel, and
footwear from CA/DR, but the net increase in total U.S.
imports of these goods is likely to be small because most of
the expected increase in shipments from CA/DR is likely to
displace imports from other U.S. suppliers.

U.S. apparel and footwear producers, retailers, and
importers state that imports from CA/DR will increase,
benefitting U.S. consumers. U.S. textile producers state that
domestic production and employment are likely to be
adversely affected.




Figure ES-1—Continued
U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Market Access
Provisions—Qualitative Assessment

Subject negotiated and FTA chapter Likely impact on U.S. economy

Market Access Provisions Staged phase-in of FTA

Services—No significant increases in either U.S. exports or

Cross-border trade in services, ch. 11 imports of services because of the relatively small size of

« National treatment. the CA/DR market. Other important benefits from the FTA

* Market access: guarantees U.S. access in all > are likely in terms of improved CA/DR market access,
service sectors, without specific exemptions. national treatment, and greater regulatory transparency.

 Enhances regulatory transparency in the L ) ]
CA/DR region. Telecommunications—Costa Rica commits to open

« Improves upon CA/DR commitments under segments of its telecommunication sector for the first time;
the WTO General Agreement on Trade in GuatemalaZ Honduras, _and Nicaragua commit to ensure
Services (GATS) by guaranteeing market cost-based interconnection; and Honduras and Nicaragua
access and national treatment in areas where make first-time commitments on licensing, the establishment
CA/DR governments previously had no of independent regulators, allocation of scarce resources,
obligations. and the prevention of anticompetitive behavior.

Distribution—Costa Rica, Dominican Republic, El Salvador,
Guatemala, and Honduras commit to loosen restrictions
on dealer protection regimes, which posed significant
barriers for U.S. firms by locking them into exclusive or
inefficient distributor arrangements.

Insurance—Costa Rica commits for the first time to
liberalize its insurance market; U.S. insurance providers
also will benefit from FTA provisions allowing the
establishment of foreign insurance providers through
branches or subsidiaries and new rules permitting the
cross-border provision of marine, aviation, and
transportation insurance.

Banking and securifies—The FTA contains new specific
binding commitments by CA/DR related to asset
management services; in addition, El Salvador,
Guatemala, Honduras, and Nicaragua commit to allow
branch banking.

Source: Text of the U.S.-Dominican Republic-Central America FTA, found at Atto.//www.ustr.gov/new/fia/cafia.him.
Impact estimates obtained from USITC estimates and calculations and compiled from multiple sources cited elsewhere in this
report, including written submissions in response to the Federal Register notice for this investigation the Commission’s public
hearing in connection with the investigation, USITC saff interviews with industry officials, and reports filled by the various
U.S. governnment trade policy advisory committees.
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Figure ES-1—Continued
U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Market Access
Provisions—Quantitative Assessment

Subject negotiated and FTA chapter Likely impact on U.S. economy

Complete implementation, full phase-in of

Market Access Provisions oo L
tariffliberalization

Model-based results Economywide results
— yw

Welfare—Effects of tariff removal under the U.S.- CA/DR
FTA on U.S. economic welfare and GDP are likely to be
minimal (less than 0.01 percent of U.S. GDP). Actual
simulation results: between $135.0 million and $248.0
million.

Exports— After full phase-in of tariff elimination, U.S.
world exports are likely to be higher by $1.9 billion or 0.16
percent. For U.S. exports to CA/DR, the largest increases
are expected to be in: textiles, apparel, and leather
products; petroleum, coal, etc.; machinery and equipment;
other manufactures; motor vehicles; and grains. Key U.S.

Consumer and industrial goods, ch. 3 exports gain immediate duty-free access.

* Tariff elimination on a wide range of goods. Imports—After full phase-in of tariff elimination, U.S. world

imports are likely to be 0.07 percent higher or an increase
of $1.2 billion. For U.S. imports from CA/DR, the largest
increases are expected to be in textiles, apparel, and
leather products and in manufactured sugar. In most cases,
the increases in trade with CA/DR come at the expense of
trade with other partners.

Agricultural goods, ch. 3
« Tariff elimination on a wide range of agricultural
products.
« Improved market access under TRQs for U.S.
exports of certain products (including beef,
pork, poultry, rice, and dairy products).
Production—Little or no change in U.S. production in

Textiles and apparel, ch. 3 distinct industry sectors. The largest proportional increase is
* Immediate duty-free trade for many imports that in grains, output of which increases by 0.25 percent; the
meet the rules of origin, but TRQs apply. largest decrease in production is for manufactured sugar
 Temporary provision for qualifying apparel and and sugar crops, output of both decrease by 1.09 percent.

textile articles to have 3" country content.

e Cumulation provisions allow certain apparel to
contain woven fabrics from Canada and Mexico
up to a cap. Consumers—Little or no impact on U.S. consumers

« Benefits retroactive to Jan. 1, 2004. (household prices).

Employment—Little or no change likely in U.S. employment
in distinct industry sectors.

Sectoral results
Exports—After full phase-in of tariff elimination, U.S. exports to
CA/DR of textiles and apparel would likely increase by $802.8
million; petroleum, coal, etc., $406.1 million; machinery and
—> equipment, $400.6 million; other manufactures, $234.6
million; motor vehicles, $180.4 million; and grains, $157.3
million. U.S. exports to CA/DR as a whole would increase by
$2.7 billion (14.8 percent).

Imports—After full phase-in of tariff elimination, U.S. imports
from CA/DR of textiles and apparel would increase by $3.1
billion, and manufactured sugar imports increase by $113.2
million, but imports of other commaodities and services would
decline by $404 million. U.S. imports from CA/DR as a whole
would increase by $2.8 billion (12.4 percent).

Source: Text of the U.S.-Central America-Dominican Republic FTA, found at Ato.//www.ustr.gov/new/fia/cafia.him.
Impact estimates obtained from USITC estimates and calculations and compiled from multiple sources cited elsewhere in this
report, including written submissions in response to the Federal Register notice for this investigation, the Commission’s public
hearing in connection with the investigation, USITC staff interviews with industry officials, and reports filed by the various
U.S. government trade policy advisory committees.
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analysis were U.S. imports and, to a lesser extent, exports of textiles, apparel, and
footwear; U.S. imports of sugar and sugar-containing products; and U.S. exports of
grains (corn and rice).1® Key findings from the analysis of these sectors are presented
below.

Textiles, apparel, and footwear

The U.S.-CA/DR FTA would provide for the immediate elimination of duties on textiles
and apparel that meet the rules of origin specified in the FTA (“originating goods™),
retroactive to January 1, 2004.16 The FTA rules of origin for apparel generally apply
only to the component that determines the tariff classification of the garment—that is,
the component that provides the garment its “essential character.”t” The FTA rules of
origin require that the “essential character component” for imports of most textile and
apparel articles from the CA/DR region be made from inputs produced in that region
or in the United States, generally from the yarn stage forward. However, the FTA
contains significant exceptions to the yarn-forward rule for CA/DR producers. These
exceptions include a fiber forward rule that applies to a limited number of articles
(mainly yarns and knit fabrics), which must be made in an FTA party from the fiber
stage forward, and duty-free treatment for imports of apparel made in the FTA
countries from nonoriginating materials—that is, yarns and fabrics produced in
countries other than the United States and CA/DR. Additional exceptions include tariff
preference levels (TPLs)!8 for Nicaragua and Costa Rica, a fabric forward rule of
origin for wool apparel, a single transformation origin rule for certain articles, a
cumulation provision that will permit the use of woven fabrics from Mexico and
Canada upto a cap, and an expanded list of yarns and fabrics deemed to be in short
supply in the United States and CA/DR.

The FTA would provide for the immediate elimination of duties on all qualifying
footwear except for rubber footwear still made in the United States, duties on which
will be phased out in equal annual increments over 10 years. The FTA origin rule for
most footwear is based on “substantial transformation,” which permits the use of
nonoriginating materials, particularly uppers, the most labor-intensive of the footwear
components. Under the FTA, the production of footwear in the CA/DR region,
particularly in the Dominican Republic, is likely to involve the assembly of components
made in third countries, especially China.

15 n light of the differences in aggregation and in analytic framework, the sectors analyzed
qualitatively are not directly comparable to the sectors analyzed quantitatively. This is discussed in more
detail in chapter 4 of the report.

16 Rules of origin under the FTA are summarized in chapter 2 of the report. Provisions with respect to
textiles, apparel, and footwear are described in greater detail in chapter 3.

17 1n contrast to the CBTPA that requires that all fabric components be made of U.S. or CBTPA formed
fabrics from U.S. formed yarns, the U.S-CA/DR FTA requires only that the component that imparts the
tariff classification of the good be made from U.S. or U.S-CA/DR FTA formed fabrics. The U.S-CA/DR
FTA allows components that account for a minor share of the value of the goods to be sourced from third
country suppliers, thereby enhancing sourcing flexibility.

18 A TPL allows nonoriginating goods to receive the same duty preference as qualifying goods up to
a specified level. Nonoriginating goods can continue to be imported in excess of this level, however,
normal duty rates will be applied.
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The FTA is likely to result in a moderate increase in the quantity of U.S. imports of
textiles and apparel from the CA/DR region, largely because the FTA provides for
significant and permanent enhancements of the Caribbean Basin Trade Partnership
Act (CBTPA) as it relates to these goods. However, the FTA is likely to result in a small
increase in total U.S. imports of these goods because most of the expected increase in
CA/DR shipments is likely to displace imports from other countries that do not benefit
from geographic proximity to the United States or preferential access to the U.S.
market. The FTA is likely to enhance the competitiveness of U.S. firms sourcing apparel
from the CA/DR region. However, it could displace some production and employment
in the U.S. textile and apparel sector, to the extent that the FTA encourages U.S.
apparel firms to move additional operations to the CA/DR region, and encourages
CA/DR apparel manufacturers to use third-country yarns and fabrics instead of U.S.
materials. For footwear, because the U.S. market is supplied almost entirely by
imports, most product substitution that could occur as a result of the FTA is likely to take
place between footwear articles made in the CA/DR region and those produced in
Asia.

The FTA is likely to result in a small increase in U.S. exports of textiles, apparel, and
footwear to CA/DR, with a negligible impact on U.S. production and employment. U.S.
exports of textiles and apparel to CA/DR, which accounted for 25 percent (or $3.6
billion) of total U.S. exports to these countries in 2003, consist almost entirely of yarns,
fabrics, and garment parts (i.e of t-shirts, trousers, and other garments) for use in the
production of apparel for export to the United States. As such, these apparel
production inputs are already duty free under other U.S. provisions, such as the CBTPA
and the 9802.00.80 production sharing provision. The FTA is likely to have a
negligible effect on U.S. exports of finished apparel and footwear because of the low
per capita income in the CA/DR region relative to that of the United States.
Furthermore, an increase in U.S. exports of textiles, apparel, and footwear as a result
of the FTA may be mitigated to the extent that the FTA rules of origin allow the use of
nonoriginating inputs.

Sugar and sugar-containing products®

The FTA would provide an immediate additional preferential duty-free TRQ of
109,000 metric tons (mt) for U.S. imports of CA/DR sugar and sugar-containing
products (SCPs).29 This quantity is to increase in equal annual increments over a
15-year period to 153,140 mt. After this staging period, the FTA TRQ is to increase by
2,000 mtannually in perpetuity. There would be discrete FTA TRQs for each country in
the CA/DR region. The additional TRQ access is limited to the lesser of the specified
amount or the net trade surplus position of each individual country for certain sugar

19 The sugar and sugar-containing products sector described here does not correspond to the
manufactured sugar sector in the quantitative analysis because of differences in sectoral aggregation.
The manufactured sugar sector used in the quantitative analysis includes raw (milled) cane sugar, refined
cane and beet sugars, sugar syrups, and molasses, but it does not include sugar-containing products.

20| fiscal year 2003, TRQs for raw cane sugar totaled 311,700 metric tons.
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items. The FTA also includes a mechanism by which CA/DR sugar exporters may be
compensated in lieu of being provided duty-free treatment underthe FTATRQ. The FTA
excludes the CA/DR region from additional, price-based U.S. safeguard measures
that apply to imports of certain sugar and SCPs from certain other suppliers.

The FTA is likely to result in a small increase in U.S. sugar and SCP imports from the
CA/DR region. Lower prices resulting from increased imports under the FTA likely
would have an adverse impact on production and employment for U.S. sugar
producers, and a beneficial impact for U.S. producers of certain SCPs. The final FTA
TRQ quantity of 153,140 mt represents less than 10 percent of U.S. imports of sugar
and SCPs, and about 1 percent of U.S. consumption in fiscal year 2003. The FTATRQ is
likely to be filled in its entirety, as the quantity is relatively small, and the U.S. market
price is significantly higher than prices in other markets for CA/DR exports. The impact
of the FTA on U.S. sugar and SCP exports is likely to be negligible, as U.S. sugar
exports typically are not competitive in the world market.

Grains (corn and rice)

Under the U.S.-CA/DR FTA, restrictive TRQs on U.S. corn?! and rice??2 exports are to
be removed over a period of 15-20 years. The FTA is likely to provide little immediate
additional market access for U.S. corn and rice exports. In the longer term, by the end
of the 15-20 year phase-out of the corn and rice TRQs, annual incremental U.S.
exports of corn and rice to CA/DR are likely to increase substantially, albeit from a
small base, with a negligible impact on total U.S. production and employment.

The CA/DR region is a high-cost producer of corn and rice, is highly dependent on
imports for grain supplies, and generally does not export grains. Thus, the
U.S.-CA/DR FTA is likely to have no measurable effect on U.S. imports of grains.

Services

The FTA improves upon commitments scheduled by CA/DR under the WTO General
Agreement on Trade in Services by, in many instances, guaranteeing market access
and national treatment in areas where the countries previously had no commitments.
In addition to according substantial market access across the entire CA/DR services
regime, the FTA also provides improved regulatory transparency and establishes a
secure and predictable framework for U.S. investors operating in CA/DR.

The FTA provides other important benefits, particularly for U.S. providers of
telecommunications, distribution, insurance, and banking and securities servicesto the
CA/DR market. Costa Rica commits to open segments of its telecommunication sector
for the first time; Guatemala, Honduras, and Nicaragua commit to ensure cost-based
interconnection; and Honduras and Nicaragua make first-time commitments on

21 ¢| salvador, Guatemala, Honduras, and Nicaragua impose TRQs on U.S. corn.
22 All countries in the CA/DR region impose TRQs on U.S. rice.
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licensing, the establishment of independent regulators, allocation of scarce resources,
and the prevention of anticompetitive behavior. Costa Rica, the Dominican Republic, El
Salvador, Guatemala, and Honduras commit to loosen restrictions on dealer
protection regimes, which pose significant barriers for U.S. firms by locking them into
exclusive or inefficient distributor arrangements. Costa Rica agreed for the first time to
liberalize its insurance market; U.S. insurance providers are likely to benefit from FTA
provisions allowing the establishment of foreign insurance providers through
branches or subsidiaries and new rules permitting the cross-border provision of
marine, aviation, and transportation insurance. The FTA contains new specific binding
commitments by CA/DR related to asset management services; in addition, El
Salvador, Guatemala, Honduras, and Nicaragua commit to allow branch banking.

Economywide Effects of Tariff Liberalization

The most relevant and comprehensive measure of the impact that the quantifiable
components (tariff liberalization) of the U.S.-CA/DR FTA is likely to have on the U.S.
economy as a whole is the change in welfare. It summarizes the benefits to consumers
of tariff liberalization, as well as the effects on households in their roles as providers of
labor, owners of capital, and taxpayers. According to the Commission’s simulation,
after tariff liberalization has been fully implemented and all economic adjustments
have occurred under the FTA, overall U.S. welfare is likely to increase in the range of
$135.31 million to $248.17 million. That is, as long as the FTA is in effect, overall U.S.
welfare would be between $135.31 million to $248.17 million higher than in the
absence of the FTA. U.S. exports to CA/DR are likely to increase by $2.7 billion or
15percent, and U.S. imports from CA/DR are likely to increase by $2.8 billion or by
12percent after full implementation of the tariff liberalization provisions of the FTA.
Total U.S. exportsto the world are likely to increase by approximately $1.9 billion or by
0.16percent, and total U.S. imports from the world are likely to increase by about $1.2
billion or by 0.07percent, with minimal impact on U.S. employment and output.

Trade Facilitation

The U.S.-CA/DRFTA contains a number of provisions that may facilitate the movement
of goods and the provision of services among the parties. The FTA offers specific
improvements with respect to customs administration, sanitary and phytosanitary
regulations, technical barriers to trade, electronic commerce, and transparency.
Measures with respect to trade facilitation can directly affect the cost of doing business.
This is particularly true with the gradual decline in the significance of NTR duties as a
result of successful multilateral rounds of tariff and trade negotiations, and the
increased reliance on technology to aid in the international movement of goods and
services. Figure ES-2 presents the likely effects of the U.S.-CA/DR FTA in the area of
trade facilitation.

The Commission’s analysis suggests that the FTA’s provisions with respect to trade
facilitation are likely to benefit U.S. producers, exporters, service providers, and
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Figure ES-2
U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Trade Facilitation Provisions—
Qualitative Assessment

Subject negotiated and FTA chapter Likely economic impact on U.S. economy

Customs administration, ch. 5
« Improved transparency, efficiency, and
predictability of CA/DR laws.
¢ A greement to share information to combat illegal
transhipments of goods and to facilitate express
shipments.
* Provision for the rapid release of goods—within
48 hours to the extent possible.

* Importers granted judicial review and appeal. Benefits to U.S. exporters, but overall relatively small impact
on the U.S. economy is expected because of the relatively
Sanitary/phytosanitary (SPS) measures, ch. 6 small CA/DR market size and low income levels in CA/DR.
* CA/DR agree to apply science-based disciplines > ) ] o
of the WTO SPS Agreement. U.S. industry generally pleased with the FTA’s provisions.
« CA/DR to move to recognizing the U.S. export [ U.S.-based air courier and express delivery firms likely to
eligibility for processing plants inspected under benefit from improved customs procedures as a result of the
the U.S. food safety inspection system. FTA.

Technical barriers to trade (TBT), ch. 7
* CA/DR reaffirm their WTO TBT commitments and
to make their standards systems more transparent
and more open.
» Agreement builds on the WTO TBT Agreement by
allowing for greater transparency in the rule
making process.

Transparency, ch. 18
 Each government must publish its laws and regulations
governing trade and investment.
 Each government must publish proposed regulations
in advance and provide an opportunity for public
comment on them.

Electronic commerce, ch. 14

» Nondiscriminatory treatment of digital products.

e Agreement not to impose customs duties on digital
products based on value of media, not content. -

» Agreement on method of valuation for physically
delivered digital products.

Benefits to U.S. suppliers of digital products, but overall
relatively small impact on the U.S. economy is expected
because of the relatively small market size and low income
levels in CA/DR.

Source: Text of the U.S.-Dominican Republic-Central America FTA, found at Ato.//www.ustr.gov/new/fia/cafta.htm. Impact estimates
compiled from multiple sources cited elsewhere in this report, including written submissions in response to the Federal Register notice for this
investigation, the Commission’s public hearing in connection with the investigation, USITC staff interviews with industry officials, and reports
filed by the various U.S. government trade policy advisory committees.
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Investment

investors. However, the overall impact of the FTA on the U.S. economy with respect to
trade facilitation is likely to be very small because of the small size of the CA/DR
economy and the CA/DR market relative to the United States.

The FTA establishes asecure, predictable legal framework for U.S. investors operating
in the CA/DR region—addressing many longstanding U.S. concerns and providing
assurances to U.S.

investors. Currently, the only operational U.S. Bilateral Investment Treaty in the region
is with Honduras. Figure ES-3 presents the likely effects of the investment provisions of
the FTA on the U.S. economy.

The effects of investment provisions of the FTA are likely to benefit U.S. investors,
service providers, and exporters. Here again, the overall impact of the FTA onthe U.S.
economy with respect to investment is likely to be very small because of the small size of
the CA/DR economy and the CA/DR market relative to the United States.

Regulatory Environment

The U.S.-CA/DR FTA contains a number of provisions that may improve the regulatory
environment for bilateral trade and investment. The FTA provides measures for trade
remedies and dispute settlement procedures, includes government procurement
disciplines, and provides for improved protection and enforcement for intellectual
property rights (IPR) which exceed the protection afforded in the WTO Agreement on
Trade-Related Aspects of Intellectual Property (TRIPs). U.S. industry representatives
generally found that the FTA meets U.S. negotiating objectives with respect to labor
and environmental issues, and provides commitments that the parties to enforce, and
not weaken, their labor and environmental laws. U.S. labor representatives expressed
concern about the FTA, especially with the FTA’s provisions on enforcement and with
the pact’simpact on employmentin sensitive U.S. sectors. Some labor groups criticized
the FTA’s provisions requiring the parties to effectively enforce their labor laws rather
than requiring that the parties to meet international standards, noting thatthe CA/DR’s
labor laws are not up to international standards. Labor groups also argued that the
rules of origin and safeguard provisions of the FTA fail to protect workers in sensitive
U.S. sectors, such as textiles and apparel, from possible surges in imports. U.S.
environmental representatives generally support the FTA, but expressed concerns
about the environmental impact of over-quota tariff reductions that could result in
overproduction and lead to stress on delicate or endangered U.S. ecosystems. Figure
ES-4 presents likely effects of the U.S.-CA/DR FTA with respect to the regulatory
environment.

U.S. firms are likely to benefit from the application of these provisions by CA/DR,
primarily as a result ofimprovements in regulatory transparency. The FTA’s provisions
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Figure ES-3

U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Investment Provisions—

Qualitative Assessment

Subject negotiated and FTA chapter

Investment, ch. 10 and annexes | to lll

¢ Minimum standard of treatment afforded to
covered investments: national treatment;
most-favored-nation treatment;
nondicriminatory treatment; fair and
equitable treatment with customary
international law standard of treatment of aliens.

e Secure, predictable legal framework.

¢ FTA includes an investor-state dispute settlement
process.

¢ Only Honduras has an operative Bilateral Investment
Treaty (BIT) with the United States. The FTA establishes
new investment commitments for the other parties, as well
as commitments beyond those of the BIT with Honduras.

Likely economic impact on U.S. economy

Increased U.S. investment opportunities, but overall
relatively small impact on the U.S. economy is expected
because of the relatively small CA/DR regional market size
and low income levels in the CA/DR region.

Source: Text of the U.S.-Dominican Republic-Central America FTA, found at Ao.//www.ustr.gov/new/fia/cafta.him. Impact estimates compiled
from multiple sources cited elsewhere in this report, including written submissions in response to the Federal Register notice for this investigation,
the Commission’s public hearing in connection with the investigation, USITC staff interviews with industry officials, and reports filed by the various

U.S. government trade policy advisory committees.
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Figure ES-4

U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Provisions With Respect to
the Regulatory Environment—Qualitative Assessment

Subject negotiated and FTA chapter

Trade remedies, ch. 8 and
Dispute settlement, ch. 20

« Provides framework for procedures covering the
application of safeguards.

 Encourages the early identification and settlement of
disputes through consultation.

« Seeks to establish fair, transparent, timely, and
effective procedures to settle disputes under the FTA.

Government procurement, ch. 9

* FTA reflects many of the principles and
commitments of the WTO Government Procurement
Agreement (CA/DR are not signatories or observers
to the WTO Government Procurement Agreement).

¢ Nondiscriminatory treatment for covered
government purchases.

¢ Transparent disciplines on procurement
procedures.

 Criminalizes bribery in government procurement.

Likely economic impact on U.S. economy

FTA makes no changes to U.S. antidumping and
countervailing duty laws. Negotiated provisions help
increase the effectiveness of trade remedies, as well as
minimize the possibility of misuse of trade remedy
measures.

Benefits U.S. exporters and investors by ensuring the
transparency and predictability of
government-to-government dispute settlement. Benefits
business decisionmaking and competitiveness conditions by
focusing on fine-based penalties that are less likely to
disrupt trade flows between the parties than a
dispute-settlement mechanism that results in trade restrictive
measures. Benefits are likely to have a small impact on the
U.S. economy because of the relatively small size of the
CA/DR market.

Intellectual Property Rights, ch. 15

* New, higher IPR standards, including certain WTO
TRIPs-plus provisions for IPR protection.

« Parties agree to ratify or accede to an extensive list
of international agreements and provide national
treatment to nationals of the other parties.

« Strengthened copyright, patent, trademark, and
data protection measures.

« Provisions that address Internet and other digital
piracy issues.

* The FTA is considered more extensive than the WTO
TRIPS agreement in that it provides longer terms of
protection, stronger enforcement measures, and
specific coverage of electronic and digital media.
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Benefits to U.S. exporters and service providers, but overall
relatively small impact on the U.S. economy is expected
because of the relatively small size of the CA/DR market.

Potential increase in revenues for U.S. industries dependent
on copyrights, patents, trade secrets, trademarks, and for
industries that could benefit from stronger Internet and
digital piracy provisions, as well as enhanced enforcement.
Overall relatively small impact on the U.S. economy
because of the relatively small size of the CA/DR market.




Figure ES-4—Continued

U.S.-Central America-Dominican Republic (CA/DR) FTA: Impact of Provisions With Respect to

the Regulatory Environment—Qualitative Assessment

Subject negotiated and FTA chapter

Labor, ch. 16

« Parties commit to effectively enforce their domestic
labor laws, with enforcement provisions that go beyond
those of the U.S. FTAs with Chile and Singapore.

« Agreement includes cooperative mechanism for labor
issues.

Environment, ch. 17

« Parties agree to effectively enforce their domestic
environmental laws.

e Commitment not to weaken or reduce
environmental laws to attract investment or trade.

« The FTA includes a cooperative mechanism in
environmental areas.

Likely economic impact on U.S. economy

Overall, provisions are expected to ensure that existing
labor laws are enforced. U.S. labor representatives
concerned that deficiencies will continue and that the FTA
may have an adverse impact on sensitive U.S. sectors, such
as textiles and apparel.

According to USTR’s interim environmental review for the
U.S.-CA/DR FTA, no likely adverse environmental effects on
the U.S. economy under the FTA are expected because of
the relatively small CA/DR market size, the relatively low
levels of U.S. bilateral trade with the region, and the
relatively small impact the FTA is expected to have on U.S.
production of goods and services as a result of the FTA.

Source: Text of the U.S.-Dominican Republic-Central America FTA, found at Ato.//www.ustr.gov/new/fia/cafta.htm. Impact estimates
compiled from multiple sources cited elsewhere in this report, including written submissions in response to the Federal Register notice for this
investigation, the Commission’s public hearing in connection with the investigation, USITC staff interviews with industry officials, and reports

filed by the various U.S. government trade policy advisory committees.
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with respect to IPR are likely to increase revenues for U.S. industries dependent on
copyrights, trademarks, patents, and trade secrets. However, these effects are likely to
be very small because of the small size of the CA/DR economy relative to the United
States.

Literature Review and Comparison with Commission Findings

Studies of the economic impact of FTAs generally entail investigating static effects (such
as trade creation and trade diversion), as well as terms of trade (the price of exports
relative to the price of imports). In addition, related scale effects (the extent that FTAs
integrate and, hence, enlarge markets) as well as nonquantifiable effects also are
takeninto account. The effects of an FTA that are attributable either to the liberalization
of trade in services, investment, and IPR provisions usually remain unmeasured. As the
review of literature shows, the nonquantifiable effects of an FTA could be more
significant than the effects of removing tariffs.

A small number of studies have directly assessed the impact on the United States of a
hypothetical U.S.-CA/DR FTA.23 A study by Brown, Kiyota, and Stern (BKS) employed
computable general equilibrium analysis of a U.S. FTA with a “Central America and
the Caribbean” regional aggregate that directly assesses the impact of such an FTA on
the United States.?# Like the USITC estimate, BKS found a positive but very small
welfare benefit (0.00 to 0.04 percent change of U.S. GNP) for the United States based
on the removal of all tariffs and selected nontariff barriers in the hypothetical FTA. A
scenario with a very large services barrier tariff equivalent produced a much larger
result (0.13 percent change of U.S. GNP). To more directly compare the outcome of the
BKS model to that of the Commission, the USITC model was used to obtain welfare
estimates using the BKS tariff assumptions. The objective of applying the alternative
trade barriers to the USITC model was to determine the extent to which the BKS results
depend on the assumptions made about barriers, as opposed to other differences
between the models. For the most part, differences do not depend on assumptions
related to trade barriers, but on the assumptions related to substitution elasticities,
investment effects, and scale economies.

Interested Parties

Interested party views of the U.S.-CA/DR FTA expressed in direct testimony to the
Commission in this investigation, as well as written submissions, covered a wide range

23 The Commission’s analysis in this report is based on the final text of the negotiated U.S.-CA/DR
FTA, and reflects actual commitments on tariff concessions made by the parties. The available literature
reviewed generally predates the public release of the actual FTA, and is based on a hypothetical FTA
through various assumptions about tariff concessions and countries included in the agreement.

24 Drusilla K. Brown, Kozo Kiyota, and Robert M. Stern, “Computational Analysis of the U.S.
Bilateral Free Trade Agreements with Central America, Australia, and Morocco,” February 8, 2004,
found at Afp.//www.fordschool.umich.edu/rsie/seminar/BrownKiyotaStern.pdf, retrieved March
2004, p. 5.
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of opinions. The majority of the interested parties stated their support for the FTA
and/or for specific provisions of the FTA. Submissions from representatives of the
Commonwealth of Puerto Rico stated that the FTA is likely to benefit Puerto Rican trade
with the Dominican Republic. A submission from the Honduran ambassador to the
United States notes that the FTA is likely to benefit the economies of all parties. Other
interested parties indicated that commitments in the FTA provide for enhanced market
access and trade, promote a stable business environment for service providers, and
offer a high degree of IPR protection.

U.S. producers, importers and retailers for apparel, as well as distributors and
retailers of footwear and travel goods (luggage, leather goods, handbags, and
computer cases) generally support the FTA and its provisions for the use of certain
nonoriginating inputs. U.S. textile producers oppose the FTA, and stated that
expanded duty-free entry and provisions allowing for the use of nonoriginating inputs
are likely to have adverse economic effects on U.S. production and employment in the
textile sector. U.S. sweetener users support the FTA, and stated that it is likely to benefit
U.S. consumers through lower prices and lead to increased U.S. employment in
confectionery and sugar-using industries. U.S. sugar producers oppose the FTA, and
stated that quota expansion is likely to harm U.S. sugar producers and not benefit U.S.
consumers. U.S. processed food exporters support the tariff elimination under the FTA,
and stated that U.S. food exports are likely to increase. Representatives of the U.S.
express delivery services industry support the FTA and its recognition of express
delivery services as a unique service sector. Representatives of U.S. copyright-based
and pharmaceutical industries support the FTA and its measures to strengthen IPR
protection; a consumer-based interest group does not oppose the FTA, but expressed
concerns about provisions that go beyond TRIPs with respect to drug patents. A U.S.
citrus producers’ association wrote that it does not oppose the FTA, but expressed the
concern that country of origin provisions of the FTA must be adequately enforced to
avoid transshipments of orange juice from Brazil. U.S. producers of dehydrated
onions and garlic oppose the FTA and stated that U.S. production would be adversely
affected by duty-free imports on a permanent basis from the CA/DR region.

For some of the specific U.S. industry views above, table ES-1 provides a summary of
the industry’s negotiating objectives and assessments of the U.S.-CA/DR FTA.
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Table ES-1

U.S.-Central America-Dominican Republic FTA: Summary of U.S. industry views!

Industry

FTA objectives

FTA benefits and impact

Copyright-based
industries

full implementation of TRIPs
obligations and enforcement

TRIPs-plus provisions and enforcement
commitments likely to lead to increased
revenues for U.S. industries dependent on
copyrights, trademarks, and patents

Express delivery
services

recognize express delivery as a
uniqueservice sector

provisions to limit unfair regulation
and taxation and to facilitate
customs clearance

recognizes express delivery as a unique
service sector, guaranteeing market
access and national treatment for
U.S.-based firms in the region
commitments to limit unfair regulation and
taxation and to facilitate customs
clearance, improve regulatory certainty
and educe cost for U.S.-based firms

Footwear distributors
and retailers

duty-free treatment for footwear
provision to allow use of
nonoriginating inputs

immediate duty elimination to benefit U.S.
consumers

regional production likely to become more
globally competitive

Processed food
exporters

no products excluded from FTA

all key exports to receive duty-free access
likely increase in U.S. food and beverage
exports

Pharmaceutical
industry

stable, predictable framework for
IPR protection

same level of IPR protection for FTA
partners as in United States.

tariff reductions and provisions to
strengthen IPR protection and enforcement
likely to lead to an increase in U.S.
exports

Sugar
e  Sugar
producers

prevent oversupply of sugar to U.S.
market

prefer that market access for sugar
be negotiated in the WTO rather
than in FTAs

increase in U.S. sugar TRQs likely to lead
to a decline In U.S. employment and
income in the sugar sector

e Sweetener
users

increase market access for
imported sugar

XXX

likely to result in an increase in U.S.
employment in the confectionary and
other sugar-using industries



Table ES-1—Continued
U.S.-Central America-Dominican Republic FTA: Summary of U.S. industry views!

Industry

FTA objectives

FTA benefits and impact

Textiles and
apparel

e Producers

e limit exceptions to rules of origin
that allow use of nonoriginating
inputs

exceptions to rules of origin that allow use
of nonoriginating imports likely to lead to
a decline in U.S. employment and income
in the textile sector; however, reduction in
paperwork/documentation is likely to
increase oportunities for appaarel
producers and importers.

e Importers
and
retailers

e eliminate duties on all textiles and
apparel

e allow flexibility on use of
nonorignating inputs

regional production likely to become more
globally competitive

Travel goods

e duty-free treatment for all travel
goods

e simple and flexible substantial
transformation rule of origin

simple, flexible rules of origin and customs
procedures

likely increase in U.S. exports of textile
and leather travel goods inputs

1 Based on U.S. industry views provided in response to the Commission’s Federal Register notice, testimony at
the Commission’s hearing for this investigation held on April 27, 2004, and Government Trade Policy Advisory
Committees. A summary of all interested party views received in connection with this investigation is provided in

chapter 9.
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CHAPTER 1

Introduction

Purpose of the Report

This report assesses the likely impact on the U.S. economy as a whole and on specific
industry sectors and the interests of U.S. consumers of the U.S-Central America (Costa
Rica, El Salvador, Guatemala, Honduras, and Nicaragua) - Dominican Republic Free
Trade Agreement (U.S.-CA/DR FTA).! The U.S. International Trade Commission
(USITC or “Commission”) initiated work on this fact-finding investigation on the
US-CA/DR FTA pursuant to section 2104(f) of the Trade Act of 2002 following receipt
ofa reéquest letter from the United States Trade Representative (USTR) on January 28,
2004.

Section 2104(f)(2) of the Trade Act provides that the Commission must submit to the
President and the Congress (not later than 90 calendar days after the President enters
into the FTA) a report assessing the likely impact of an agreement (here, the
U.S.-CA/DR FTA) on the U.S. economy as a whole and on specific industry sectors,
including the impact the FTA will have on the gross domestic product (GDP), exports
and imports, aggregate employment and employment opportunities, the production,
employment, and competitive position of industries likely to be significantly affected by
the FTA, and the interests of U.S. consumers.

Section 2104(f)(3) provides that the Commission, in preparing its assessment, must
review available economic assessments regarding the FTA, including literature
regarding any substantially equivalent proposed agreement, and provide in its
assessment a description of the analyses used and conclusions drawn in such literature
and a discussion of areas of consensus and divergence between the various analyses
and conclusions, including those of the Commission regarding the FTA.

Scope of the Report

This report assesses the likely impact of the U.S.-CA/DR FTA on the U.S. economy as a
whole and on specific sectors and the interests of U.S. consumers. It also includes a
summary of the FTA, and a review of relevant economic literature on the FTA.

1The U.S.-CA/DR FTAis a regional trade agreement among all seven signatories. The U.S. FTA with
the five Central American countries was signed on May 28, 2004. The Dominican Republic was
integrated into the FTA upon its August 5, 2004 signature of the Agreement. A chronology of the history of
the FTA is in the section “Chronology of the FTA” below. USTR. “Dominican Republic Joins Five Central
American Countries in Historic FTA with U.S.,” press release 04-66, August 5, 2004

2 A copy of the request letter from USTR is in appendix A. A copy of the Commission’s Federal
Register notice of institution for this investigation is in appendix B.



The Commission’s analysis examines all 22 chapters of the final text of the U.S.-CA/DR
FTA, including its annexes and associated side letters and understandings.® A
quantitative assessment is conducted for chapters 2 through 4 of the FTA (i.e.,
liberalization of tariffs and selected nontariff barriers) that increase market access for
products of the United States and the CA/DR region. This computational analysis is
supplemented with a qualitative analysis of the potential impact of increased market
access for certain product sectors (textiles, apparel, footwear, and luggage; sugar
and sugar-containing products; and grains) and service sectors (telecommunications,
distribution services, insurance, and banking and securities) (FTA chapters 11 through
13). A qualitative assessment also is conducted for negotiated objectives that facilitate
trade (FTA chapters 5, 6, 7, 14, and 18); enhance investment opportunities (FTA
chapters 10 and 12); and improve the regulatory environment (FTA chapters 8, 9, 15
through 17, and 20).

Approach of the Report

To assess the effects of the FTA on the U.S. economy as a whole and specific economic
sectors, the Commission employs an approach that combines quantitative and
qualitative analyses. In this report, the Commission quantifies the impact of the FTA to
the extent that the necessary data are available. Thus, the quantitative assessment is
limited to the liberalization of tariffs and TRQs, the portion of tariff-rate quotas (TRQs)
collected as duties, and an adjustment for the increase in the quota levels for the TRQ
on sugar. Remaining components of the FTA are analyzed using qualitative analysis.
Combining the quantitative and qualitative analyses provides a comprehensive
assessment of the impact of the FTA on the U.S. economy.

A qualitative analysis is conducted to assess the impact of the market access provisions
of the U.S.-CA/DR FTA for U.S. product and service sectors that were selected based
upon a comprehensive examination and consideration of the following: trade
liberalization schedules of the FTA to assess the relative liberalization of sectoral trade
with respect to tariffs and nontariff measures; U.S. bilateral trade flows with the
CA/DR region; assessments of the apparent sensitivity of specific industries,
commodities, and service sectors; and determinations made based on the expertise of
Commission industry analysts. This qualitative assessment takes into account the FTA
staging process as tariff and nontariff barriers are phased out over time.

Other nonquantifiable effects of the FTA are associated with provisions with respect to
trade in services, investment, trade facilitation (including customs administration,
transparency, and technical barriers to trade), and the regulatory environment
(including intellectual property rights, government procurement, trade remedies,
labor, and the environment). These effects are harder to quantify because of the lack
of necessary data and their intangible nature.

3The preamble and chapters 1, 19, 21, and 22 of the FTA address primarily administrative and legal
matters and are not analyzed in this report.



For the quantitative assessment of the economywide effects of the U.S.-CA/DRFTA, the
Commission employs a multicountry model with economywide coverage (a global
computable general equilibrium model). This USITC model is based on the Global
Trade Analysis Project (GTAP) database, which is described more fully in appendix D.
Unlike the qualitative analysis, which is done at a disaggregated sectoral level, the
USITC model estimates the likely trade and economic impact of the tariff and TRQ
reductions or elimination for 23 aggregated sectors.* The commodity aggregation
adopted here identifies sectors that have relatively high domestic-world price gaps due
to tariffs and TRQs and relatively large trade flows. The economies covered in the
analysis included the United States and CA/DR region,® as well as 11 regional
aggregates representing the rest of the world. While providing insights on the FTA’s
potential effects on aggregate industry sectors, a primary purpose of the modeling isto
provide an estimate of some of the benefits of the agreement to the U.S. economy as a
whole.

The GTAP database, which represents the global economy in 2001, was adjusted to
reflect expected economic growth in the United States and its CA/DR FTA partners as
well as the expected economic growth in the rest of the world to 2005, the year the
proposed FTA is scheduled to enter into force. The adjusted database reflects the
scheduled removal of textile and apparel quotas under the Agreement on Textiles and
Clothing in January 2005, as well as other international agreements.® The changes
attributed to the FTA are from this adjusted data base, and not from 2004 trade
patterns. The analysis is static and assumes the FTA is fully implemented and its effects
felton January 1, 2005. Inthe model, the FTA’s provisions are not phased in over time,
nor are its effects assumed to be gradually realized over time. The modeled results can
be considered to be the long-run effects, after all adjustments have worked their way
through the U.S. economy, of the fully implemented FTA in a U.S. economy otherwise
identical to the baseline 2005 economy.” A series of simulations were conducted to
determine the sensitivity of impacts to the critical parameters that determine the
response to changes in trade prices. The analysis and discussion of FTA impacts are
based on the ranges obtained from the sensitivity analysis.

The literature review for this investigation includes a description of analyses of the
economic effects of FTAs substantially similar to the proposed U.S.-CA/DR FTA. The
economic literature reviewed was drawn from relevant academic, public sector, and
private sector institutions.

4 The relationship between the disaggregated sectors analyzed in chapter 3 of this report and the
aggregated sectors used in the model is shown in table 4-1, in chapter 4.

5 The effects of the FTA on the U.S. economy are estimated for the CA/DR region as awhole, and not
for each country in the CA/DR region.

6 In addition to reflecting the recently enacted U.S. FTAs with Chile and Singapore, the adjusted
database also reflects Uruguay Round tariff reductions insofar as they are reflected in trade data
projected to 2005.

7 Models are highly simplified descriptions of an economy; they depend on parameter estimates
and are subject to potential biases due to product and regional aggregations. The USITC model is
discussed in more detail in appendix D of this report.



Data and other information for the study were obtained from written submissions in
response to the Commission’s Federal Register notice for this investigation,8 the
Commission’s public hearing held in connection with this investigation on April 27,
2004, in Washington, D.C..° interviews with government and industry contacts,
official reports of the Government Trade advisory committees, industry reports, and
the GTAP database. Other data sources include the U.S. Department of Agriculture,
the U.S. Department of Commerce, the U.S. Department of State, the International
Monetary Fund (IMF), the United Nations, and the World Trade Organization (WTO).

Organization of the Report

Chapter 2 of this report presents an overview of the U.S.-CA/DR FTA. Chapter 3
presents the results of a qualitative analysis of the likely impact of the FTA on selected
sectors. Chapter 4 reports quantitative estimates of the likely trade and economywide
effects for the United States of increased market access due to the removal of tariff and
selected nontariff barriers (for which tariff equivalents were available) in the United
States and in the CA/DR region. The assessment of the FTA includes a number of
measures of U.S. economic activity, including exports, imports, production, and
employment. Chapter 5 discusses the potential impact of trade facilitation provisions of
the FTA on the United States. Chapter 6 discusses the investment provisions of the FTA,
and provides a qualitative assessment of the potential impact on the United States.
Chapter 7 provides a summary of the provisions of the FTA with respect to the
regulatory environment—including intellectual property provisions and provisions
with respect to trade remedies (safeguards and dispute settlement), labor, and the
environment—and provides qualitative assessments of the potential impacts on the
United States. Chapter 8 presents the literature review as well as the comparison
between the Commission’s findings and the findings from studies reviewed. The report
concludes with Chapter 9, summarizing the positions and views of interested parties
who responded to the Commission’s Federal Registernotice inviting public submissions
on the impact of the U.S.-CA/DR FTA.

Chronology of the FTA

On October 3, 2002, President Bush authorized and directed USTR to notify Congress
of the President’s intention to initiate FTA negotiations with the Central American
countries (Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua). In his
letters to Congress, U.S. Trade Representative Robert Zoellick set out the U.S.
negotiating objectives for the FTA with respect to trade in goods; customs matters, rules

8 The Commission’s Fedeeral Register notice of institution for this investigation is in appendix B.
9 The list of hearing participants is presented in appendix C.



of origin, and enforcement cooperation; sanitary and phytosanitary measures;
technical barriers to trade; intellectual property rights; trade in services; investment;
electronic commerce; government procurement; transparency; anticorruption; and
regulatory reforms; trade remedies; environment; labor; and dispute settlement.10
Those objectives are discussed in more detail in respective chapters of this report.

Negotiations for the U.S. FTA with the Central American countries were launched on
January 8, 2003. On August 4, 2003, the President notified Congress of his intention
to enter into negotiations for an FTA with the Dominican Republic and to seek to
integrate the Dominican Republic into the FTA with the Central American countries.

On December 17, 2003, USTR announced that the United States had successfully
concluded negotiations for an FTA with El Salvador, Guatemala, Honduras, and
Nicaragua. At that time, USTR also announced that consultations with Costa Rica
would continue before finalizing that country’s participation in the FTA and that
negotiations were to be launched with the Dominican Republic with the goal of
integrating that country into the FTA with the Central American countries. On January
25, 2004, USTR announced that the United States and Costa Rica had successfully
concluded FTA negotiations and that Costa Rica would become a party to the FTA. The
draft text of the FTA with the five Central American countries was made public on
January 28, 2004. On March 15, 2004, USTR announced that negotiations for an FTA
with the Dominican Republic had been successfully concluded and that the Dominican
Republic would be added to the FTA with the Central American countries. The draft text
of the FTA with the Dominican Republic was made public on April 9, 2004. Although
the U.S. FTA with the Dominican Republic was negotiated separately fromthe U.S. FTA
with the Central American countries, the Dominican Republic is to assume the same set
of obligations and commitments as the Central American countries.!!

On February 20, 2004, President Bush notified Congress of the intent to enter into an
FTA with the Central American countries, starting the countdown for when it could be
signed; Congressional notification for the FTA with the Dominican Republic was made
on March 25, 2004. The U.S. FTA with the five Central American countries was signed
by the parties on May 28, 2004.12 The FTA with the Dominican Republic was signed by
the parties on August 5, 2004, integrating the Dominican Republic into the FTA with the
Central American countries.!3

10 Amb. Robert B. Zoellick, USTR letters to Congressional leaders initiating action on trade
agreements, October 1, 2002, found at Afp.//www.ustr.gov/releases/2002/10/2002-10-01-
centralamerica-house.pdf, retrieved July 9, 2004.

11 As with the Central American countries, the United States negotiated individual market access
schedules with the Dominican Republic for goods, agriculture, services, investment, and government
procurement. USTR, “Adding Dominican Republic to CAFTA: Combining to Create America’s Second
Largest Export Market in Latin America,” press release, March 15, 2004, found at
http.//www.ustr.gov/new/fa/Dr/2004-03-15- factsheet pdf, retrieved June 29, 2004.

12 YsTR, “United States and Central America sign Historic Free Trade Agreement,” press release,
found at Atip.//www.itc-central.usitc.gov/intranet/text/internet.htm., May 28, 2004, retrieved August
20, 2004.

13 USTR, “Dominican Republic Joins Five Central American Countries in Historic FTAwith U.S.,” press
release 04-66, August 5, 2004, retrieved August 20, 2004.



Central America and the Dominican Republic: Economic and

Trade Profiles

Figure 1-1 provides an economic profile for CA/DR region, presenting data on the
recent macroeconomic indicators, important products in the region’s world trade, the
region’sleading trade partners, and the major products in bilateral trade betweenthe
region and the United States. The overview highlights key features of the CA/DR
regional economy relevant to the Commission’s assessment of the impact of the FTA.



Figure 1-1

Economic and Trade Profiles

Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Dominican Republic

Economic Indicators, 2003

Costa El Dominican CA/DR United
Rica Salvador Guatemala Honduras Nicaragua Republic region States
Population (mn, 3.9 6.4 12.0 6.8 5.3 8.6 43.0 290.3
2002) .........
GDP (US$ bn, PPP) 37.7 28.0 50.0 18.0 13.3 54.0 201.0 10,625.7
GDP per capita
(US$,PPP) ....... 9,034 4,210 3,838 2,561 2,427 6,168.0 4,706 36,520
(average)
Real GDP growth 5.6 2.0 21 3.2 23 -0.4 25 31
[C) I (average)
Goods exports
ussbn) ......... 6.1 3.2 2.8 1.4 0.7 54 19.6 713.8
Goods imports
(US$bn) ......... 7.2 5.4 5.7 3.1 1.8 7.9 311 1,263

Note.—Purchasing Power Parities (PPPs) are currency conversion rates that both convert to a common currency and equalise the
purchasing power of different currencies. In other words, they eliminate the differences in price levels between countries in the process
of conversion.

Sources: Economist Intelligence Unit, £/U Viewswire, various months; International Monetary Fund, World Economic Database, Apr. 2004, found at
htip://www.imf.org/external/pubs/fi/weo/2004/01/data/, retrieved July 16, 2004; and World Bank, World Development Indicators Database, found at
http.//www.worldbank.org/data/countrydata/countrydata. htmi, retrieved July 16, 2004.

International Trade Agreements

Costa Rica, El Salvador, Guatemala, Honduras, - Costa Rica-Dominican Republic (effective 2002)
Nicaragua, and Dominican Republic, are all members - El Salvador-Dominican Republic (effective 2001)
of the WTO. They also all participate in the following - Guatemala-Dominican Republic (effective 2001)
regional trade agreements with other Latin American - Honduras-Dominican Republic (effective 2001)
and Caribbean countries. e El Salvador, Guatemala, Honduras FTA with
¢ Central American Common Market (CACM). Mexico (effective 2001)
Members: Costa Rica, El Salvador, Guatemala, ) ) )
Honduras, and Nicaragua. A common external * Nicaragua-Mexico FTA (effective 1998)

tariff ranging from 5 to 15 percent applies to most

imports from nonmembers. Progress toward e Dominican Republic-CARICOM FTA (signed 1998)

implementing a regional FTA has been uneven as Sources: Inter-American Development Bank, Instrumentos
tariffs have been reduced at different speeds. béasicos de integracion econémica en América Latina y el
«  Costa Rica-Caribbean Community FTA (signed Caribe, March 2004, found at http://www.iadb.

: . org/intal/ingles/i-default.htm, retrieved July 15, 2004; IADB,
fﬂoeorﬁz);2r:)rté¢:9aAr:]t(i:goun;n;lrJ]glgégﬁgéc_l(_)hl\g). Central American Report, 2000, found at http://www.intal.

Bahamas. Barbados. Belize Dominica. Grenada org/intal/ingles/publicaciones/inf_subreg/central_american_

P ; : ; report_1.pdf, retrieved June 15, 2004; and Organization of
(53;?;1 ?Tilt’tgglr?(lj \:\laen\wliz-:cg,t l\/\l/c:g(t;s;rtrztr,] dS z]lgt Lucia, American States, Trade Unit, List of Negotiations, found at

Grenadines, Suriname, and Trinidad and Tobago. gggi{lwww.sice.oas.org/TPD/TPD_e.asp, retrieved July 14,
e Costa Rica-Canada FTA (effective 2002)
e Central America-Chile (signed 1999)

- Costa Rica-Chile (effective 2002) Preferential Trade Arrangements
- El Salvador-Chile (effective 2002) 9

- others pending implementation . . .
P . g IMp ! : Dominican Republic, Costa Rica, El Salvador, Guatemala,
¢ Central America-Panama FTA (signed 2002) Honduras, and Nicaragua all receive unilateral (i.e.,

e Central America-Dominican Republic FTA (signed nonreciprocal) trade preferences from the United States
1998) and the European Union (EU).



Figure 1-1-Continued

Economic and Trade Profiles

Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Dominican Republic

e All six countries are beneficiaries under the U.S.
Caribbean Basin Economic Recovery Act (CBERA)
and the Caribbean Basin Trade Partnership Act
(CBTPA). All but Nicaragua are designated under
the U.S. Generalized System of Preferences (GSP).
GSP affords duty-free entry to qualifying imports
from designated developing countries. CBERA ,
which covers more tariff categories and has more
liberal qualifying rules than GSP, provides duty-free
and reduced-duty treatment to qualifying imports
from designated Caribbean Basin countries. CBTPA
provides duty-free treatment to some products
previously ineligible for CBERA, most notably
certain apparel, as well as equivalent treatment
given to Mexico under the North American Free
Trade Agreement for other products previously
ineligible for duty-free treatment, including certain
footwear; canned tuna; handbags, luggage, flat
goods, work gloves, and leather wearing apparel;
petroleum; and certain watches and watch parts.
CBERA benefits are permanent, whereas GSP is
scheduled to expire in 2006, and CBTPA is
scheduled to expire in 2008. The U.S.-Dominican
Republic-Central America FTA (U.S.-CA/DR FTA)
would enhance these preferences and make them
permanent, and afford reciprocal duty-free
treatment to U.S. goods in the CA/DR region.

e The EU provides duty-free access to EU markets
for all industrial products as well as duty-free access

for some agricultural products from all six countries
under the EU GSP program, currently scheduled to
expire in 2006.

e Dominican Republic is included as one of the
African, Caribbean, and Pacific (ACP) countries that
traditionally have had nonreciprocal preferential
access to the EU market for eligible goods under
the EU’s Lomé Convention. Effective in 2003, the
Lomé Convention was replaced by EU Partnership
Agreements with individual ACP countries. Trade
preferences are to be based on the EU GSP
program.

Sources: EU, The EU’s Relations with Central America,
found at http://europa.eu.int/comm/external_relations/ca/,
retrieved July 14, 2004; and USITC, The Impact of the
Caribbean Basin Economic Recovery Act, Sixteenth Report
2001-2002, Inv. No. 332-227, publication 3636, September
2003.

Trade with the United States

e Dominican Republic, Costa Rica, El Salvador,
Guatemala, Honduras, and Nicaragua combined
ranked as the 12t largest market for U.S. exports in
2003, and the 15t largest U.S. supplier in 2003.

e In 2002 and 2003, about 80 percent of U.S. imports
from the CA/DR region entered free of duty.

U.S. merchandise trade with the CA/DR region, 2000-03

(US$ million)

2000 2001 2002 2003
US.exports ..., 13,202 13,025 13,5632 14,372
US.imports ..., 16,150 15,304 16,013 16,862
Trade balance ......................... -2,948 -2,279 -2,481 -2,490
Total imports .. ... 16,150 15,304 16,013 16,862
Dutiablel ............................ 5,477 3,504 3,273 3,340
Dutyfree ........ ..o, 10,673 11,800 12,740 13,522
NTR . 8,596 4,830 4,634 4,924
CBERA ... . 1,744 1,940 2,252 2,193
CBTPA .. 149 4,959 5,936 6,167
GSP .o 182 162 82 236

Duty-free imports as a percentage of total
imports (percent) ................... 66.1 77.1 79.6 80.2

1 Includes reduced-duty imports under CBERA and CBTPA.

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



Figure 1-1-Continued

Economic and Trade Profiles

Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Dominican Republic

U.S. merchandise trade with the CA/DR region, by country, U.S. exports, imports, dutiable imports,
and balance, 2000-03

2000-03
2000 2001 2002 2003 change
US$ milion — Percent
Costa Rica
UsS.exports ................. 2,368 2,411 2,891 3,134 32.3
U.S.imports ................. 3,555 2,912 3,146 3,354 -5.7
of which dutiablel ........... 429 232 251 224 -47.8
Balance ..................... -1,187 -501 -255 -220
El Salvador
UsS.exports ................. 1,741 1,690 1,608 1,763 1.3
UsS.imports ................. 1,925 1,882 1,976 2,018 4.8
of which dutiablel ........... 866 554 519 562 -35.1
Balance ..................... -184 -192 -368 -255
Guatemala
UsS.exports ................. 1,835 1,801 1,976 2,175 18.5
UsS.imports ................. 2,603 2,589 2,785 2,954 13.5
of which dutiablel ........... 1,450 1,241 1,254 1,168 -19.4
Balance ..................... -768 -788 -809 =779
Honduras
UsS.exports ................. 2,545 2,405 2,524 2,793 9.7
UsS.imports ................. 3,091 3,131 3,262 3,312 7.1
of which dutiablel ........... 1,117 625 559 569 -49.1
Balance ..................... -546 -726 -738 -519
Nicaragua
UsS.exports ................. 361 428 423 482 335
U.S.imports ............ 597 603 677 769 28.8
of which dutiablel ........... 294 284 309 365 24.1
Balance ..................... -236 -175 -254 -287
Dominican Republic
UsS.exports ................. 4,352 4,290 4,109 4,024 -7.5
US.imports ................. 4,378 4,187 4,167 4,455 1.8
of which, dutiablel .......... 1,320 567 382 453 -65.7

Balance ..................... -26 103 -58 -431

1 Includes reduced-duty imports under CBERA and CBTPA.
Source: Compiled from official statistics of the U.S. Department of Commerce.
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Economic and Trade Profiles

Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Dominican Republic

Leading U.S. exports to the CA/DR region, 2003, US$ million
HTS No. Description

854221 Electronic monolithic digital integrated CirCUitS ... ...t e 850
271019 Petroleum oils & oils (not light) from bituminous minerals or preps nesoi 70%+ by wt. from 690

petroleum oils Or bitum. Min. ... ...
600622 Dyed knitted or crocheted fabrics of cotton, nesoi ........... .. . 313
100590 Corn (maize), other than SEed COMN ... ... o e 295
610910 T-shirts, singlets, tank tops and similar garments of cotton, knitted or crocheted ................ 262
620342 Men’s or boys’ trousers, bib and brace overalls, breeches and shorts of cotton, not knitted or

CrOCNE A . ot 261
271011 Light oils and preps. from petroleum oils and oils from bitum. minerals or preps 70%+ by wt. from

petroleum oils or bitum. mMin. . ... .. 224

100190 Wheat (other than durum wheat) and meslin . ......... .. . i 190
230400 Soybean oilcake and other solid residues . ........... . 169
600621 Unbleached or bleached knitted or crocheted fabrics of cotton, nesoi ......................... 164
852520 Transmission apparatus incorp. reception apparatus for radiotelephonoy, radiotelegraphy,

radiobroadcasting ,or television .. ... ... .. 156
847330 Parts and accessories for automatic data processing machines .............. ... ... cun... 156
480411 Kraftliner, uncoated, unbleached, inrollsorsheets .......... ... ... .. .. 147
391690 Monofilament with a cross-sectional dimension over 1 mm, rods, sticks and profile shapes of

PlaSHICS, NESOI, . . ottt 144
610711 Men'’s or boys’ underpants and briefs of cotton, knitted or crocheted . ......................... 138

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

Economic and Trade Profiles

Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Dominican Republic

Leading U.S. imports from the CA/DR region, by dutiable value, 2003, US$ million
HTS No. Description

611020 Sweaters, pullovers, sweatshirts, vests and similar articles of cotton, knitted or crocheted . ..... 764
620342 Men'’s or boys’ trousers, bib and brace overalls, breeches and shorts of cotton, knitted or

CIOCHEIEA .. .o 231
620462 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts of cotton, not knitted or

CrOCHEIEA ... i 218
610610 Women'’s or girls’ blouses and shirts of cotton, knitted or crocheted ......................... 154
610910 T-shirts, singlets, tank tops and similar garments of cotton, knitted or crocheted . .............. 147
610462 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts of cotton, knitted or

CIOCHEIEA .. .o 121
610510 Men’s/ boys’ shirts of cotton, knitted or crocheted ....... ... ... .. ... ... . . . 117
854430 Insulated ignition wiring sets and other wiring sets for vehicles, aircraft and ships. ............. 92
620711 Men'’s or boys’ underpants and briefs of cotton, not knitted or crocheted ..................... 74
620463 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts of synthetic fibers, not

Knitted OF CrOChEEd . . . ..ot e e e e e e e e 72
611120 Babies’ garments and clothing accessories of cotton, knitted or crocheted ................... 60
620520 Men’s or boys’ shirts of cotton, not knitted or crocheted . ........... ... ... ... .. ... ... 53
611030 Sweaters, pullovers, sweatshirts, vests and similar articles of manmade fibers, knitted or

CIOCHEIEA .. .o 50

Source: Compiled from official statistics of the U.S. Department of Commerce.
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CHAPTER 2
Overview of the FTA

Background on Free Trade Agreements

Like other FTAs to which the United States is a party,! the proposed agreement with
Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and the Dominican
Republic would create a preferential regime with a specific, negotiated range of goods
and services measures of mutual benefit or interest to the parties, and with
commitments covering other trade-related matters. Under this FTA, duties on
categories of originating goods2 would be phased out over periods of up to 20 years. It
also would provide a set of commitments on matters that were not previously subject to
the WTO regime or that are covered by agreements to which one or more of the other
partners is not a party. The FTA would not cover every aspect of bilateral trade or give
preferences for all goods under any tariff category, but would accord benefits to
originating goods; its ROOs grant special tariff treatment to particular goods upon
importer claim, and sensitive agricultural products are subject to TRQs. Among the
FTA’s objectives, the preamble states that the pact is meant to strengthen cooperation,
help expand trade within a structure of rules, and simplify regional trade.

Brief Summary of Treaty Provisions

The proposed FTA3 is largely modeled upon recent FTAs negotiated and implemented
by the United States. The FTA contains separate commitments of each party set forth in
schedules and annexes on market access, rules of origin, services, and procurement,
as well as general disciplines that apply to all partners. Some provisions of the FTA
draw upon multilateral instruments of the WTO or other treaties, or state that the same

1 The United States has implemented FTAs with Israel, Canada and Mexico (the FTA with Canada
was later incorporated into NAFTA), Jordan, Singapore, and Chile to date. If the other parties complete
domestic preparations, the Congressionally approved FTAs with Australia and Morocco could be
implemented on January 1, 2005.

2 Goods are evaluated to identify the particular country to which they are attributable in the ordinary
customs sense, to determine if normal trade relations (NTR) or column 2 duty rates should be imposed, in
the U.S. case. Additional rules, more clearly described as “rules of preference,” determine if a good that
would otherwise be dutiable at NTR duty rates can be accorded a special duty rate upon importer
compliance with Customs requirements. In our FTAs, a good that meets all requirements is referred to as
an originating good of the FTA partner in question, and the importer must claim the preference and
establish eligibility to Customs’ satisfaction.

3 References in this section to chapters and articles are made to the cited provisions in the final
agreement texts as posted on the USTR web site at www.ustr.govas of Aug. 5, 2004.
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obligations apply under the FTA. For example, the FTA contains preferential
agricultural TRQs,* as does the WTO, and some provisions on intellectual property
protections adopt by reference, or draw upon, commitments in other agreements.
These obligations exist separately even if the corresponding WTO agreement
provision were eliminated. Some FTA commitments deal with specific aspects of trade
relations between or among the partner countries, and side letters provide for ongoing
cooperation or cover other specific matters. The following discussion is a brief
summary of the text of the FTA chapters; itis notintended to interpret them or to identify
the negotiators’ intent.

Summary of Tariff Commitments

The FTA’s national schedules of concessions® would eliminate duties on a wide and
varied range of the partner countries’ originating goods immediately, while phasing
out duties on other originating goods over differing time periods and providing
permanent preferential TRQs on certain sensitive agricultural goods. Many
originating goods of partner countries under the FTA’s ROOs would be guaranteed
existing duty-free access or receive immediate duty-free entry into the United States,
corresponding to the duty-free status currently available under most tariff rate lines
under the Caribbean Basin Economic Recovery Act (CBERA) or the Generalized
System of Preferences (GSP). The textile and apparel sector is covered by separate
rules; important apparel categories (mainly those goods of cotton or of man-made
fibers that do not comply with the FTA’s rules of origin) would receive reduced duty
rates, up to stated tariff preference levels, with such rates identical to those under the
Caribbean Basin Trade Partnership Act (CBTPA).6

Chapter-by-Chapter Review'

Chapters 1 and 2—Establishment and Definitions

The text states that the parties agree to set up an FTA that is consistent with the General
Agreement on Tariffs and Trade (GATT) 1994, reaffirm that existing bilateral rights

4 |In a TRQ, two tariff provisions are minimally required, with one according a lower duty rate to
imports up to a specified trigger quantity, and a second one according higher duty rates to all other
shipments. Animporter may choose to enter a shipment under either line, until the trigger quantity is filled,
and this choice might be made where unit values of the good in question vary by country, quality, time of
entry, etc. After the Uruguay Round, as of Jan. 1, 1995, TRQs replaced prior absolute quotas imposed
under section 22 of the Agricultural Adjustment Act (7 U.S.C. 624) or other measures. The over-TRQ duty
rate is intended to be economically prohibitive, thus restricting imports to the in-quota or trigger quantity.

5The United States included a single schedule covering all goods plus a TRQ annex, while the other
partners each have set forth their concessions on agricultural products in a separate schedule from those
on all other goods and also have added a TRQ annex. Each country’s schedule has general notes to
provide interpretive guidance.

6 Title Il, Trade and Development Act of 2000 (Public Law 106-200, 114 Stat. 251, 275; 19 U.S.C.
2701 note). Additional quantities would be dutiable at NTR duty rates unless otherwise provided in the
Harmonized Tariff Schedule of the United States (HTS).

7 References to chapters and articles in this section are to the corresponding provisions of the final
text of the FTA, as posted on the USTR web site as of Aug. 5, 2004.
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and obligations continue to apply, and restate that nothing in the FTA is to be read as
altering any legal obligation under another international pact. Among the general
definitions in the FTA, the term “territory” is defined for each party to state where the
FTA will apply; for the United States, the definition is unchanged from recent FTAs,8
and a related definition outlines U.S. “regional level of government.” For each of the
other partners, the definition covers the “land, maritime, and air space under its
sovereignty and the exclusive economic zone and the continental shelf within which it
exercises sovereign rights and jurisdiction in accordance with international law and its
domestic law” without any mention of free trade zones or other areas.

Chapter 3—National Treatment and Market Access

The commitments on national treatment® and market access are similar in form to the
corresponding provisions of the GATT 199410 but apply only among the member
countries. Under the chapter, the parties agree to eliminate their customs duties on
originating goods under the attached schedules, to refrain from: increasing any duty
rate, imposing a new rate, and imposing or expanding performance requirements to
obtain an FTA benefit. Further, they can agree to accelerate the elimination of any
duty. The 5 Central American countries are allowed to provide “more favorable tariff
treatment to a good as provided for under the legal instruments of Central American
integration”; the scope of this provision is not known, but such goods must meet the
ROOs of the other instruments. Duty level ceilings are provided in the event that a
concession must be withdrawn; a party could impose a duty authorized by the WTO
Dispute Settlement Body or returnto a higher FTA scheduled rate after a unilateral duty
reduction. Export taxes would continue to be allowed concerning Costa Rican
bananas, coffee, and meat.!! The parties could not adopt or expand duty waivers
related to performance requirements, although such waivers that are maintained in
accordance with the WTO Agreement on Subsidies and Countervailing Measures!2
could continue through 2009.

8U.S. territory would include the 50 states, Puerto Rico, the District of Columbia, U.S. ocean waters
and subsoil thereto under its legal or economic control, and foreign trade zones. As in the case of our
other FTAs, the U.S. insular possessions would not be included.

9 The U.S. commitment does not apply to exports of logs; to existing provisions of the Merchant
Marine Act of 1920 and other specified statutes; to the continuation, renewal or amendment of listed
non-conforming provisions; to U.S. actions authorized by the WTO Dispute Settlement Body; and to U.S.
actions authorized by the WTO Agreement on Textiles and Clothing. Other portions of annex 3.2 set forth
exempt measures of the other parties.

10 Costa Rica and El Salvador have included the provisions of the WTO Information Technology
Agreement in their schedules of concessions but the other partner countries have not done so. None of the
other partners is a party to the plurilateral WTO Agreement on Trade in Civil Aircraft.

I The U.S. Constitution prohibits the imposition of export taxes.

12 Article 27.4 of that agreement required that developing countries phase out export subsidies over
8 years, but allowed them to extend certain approved subsidies for 2 additional years. See Uruguay
Round Trade Agreements, Texts of Agreements, Implementing Bill, Statement of Administrative Action,
and Required Supporting Statements, Message from the President of the United States, House Doc.
103-316, vol. 1, 103d Congress, 2d Session (Sept. 27, 1994), p. 1561.
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Other provisions in the chapter are similar to those of other FTAs and deal with
temporary importations, speedy release of goods, and other customs procedures.
Article XI of GATT 1994 would control whether a specific measure would be allowed
underthe FTA. Legitimate prohibitions or restrictions on trade with nonparties are to be
allowed and are recognized under this article. Import licensing must comply with the
WTO agreement on that subject, and the partners would be barred from restricting or
banning imports from another party on the grounds of alleged violations of local law.
Still other provisions would ban consular transactions'® and the U.S. merchandise
processing fee (the so-called “Customs user fee”) and require other fees and charges
that are not duties or their equivalent to be directly related to administrative services
being rendered. All fees and charges on trade in goods are required to be published
on the Internet. The parties would be required to recognize Bourbon Whiskey and
Tennessee Whiskey as distinctive U.S. products; they could request that the FTA
Committee on Trade in Goods offer amendments to the Agreement to recognize a
good as a distinctive product.

Originating agricultural products are covered by scheduled duty staging categories,
with a small number subject to TRQs having different staging for within- and over-TRQ
shipments. Under section F of the chapter, compliance with relevant GATT 1994
provisions is required and key matters are regulated. Food aid and other
non-commercial shipments of an agricultural good could not be counted against FTA
TRQtrigger levels, which must be allocated in “commercially viable shipping quantities
and, to the maximum extent possible, in the amounts that importers request.” No new
export subsidies could be given with respect to trade with any party, and consultations
about any such subsidy in effect must be held if another party so requests. A key portion
of this section covers FTA agricultural safeguards, the ceiling for which is limited to the
lower of a party’s prevailing applied most-favored-nation (MFN) duty rate} or the
applied MFN duty rate on the day before the FTA’s date of entry into force. Such
safeguards could apply during a calendar year and only to originating goods that
enter in quantities exceeding scheduled TRQ trigger levels. A party could apply only
one safeguard at a time, either under this article, under chapter 8 of the FTA, or under
the GATT 1994 and the WTO Safeguards Agreement. Safeguards cannot apply after
the tariff elimination period for an originating agricultural good (when the good is free
of duty). This section also would allow the United States to invoke a “sugar
compensation mechanism” and pay another party’s exporters rather than allow them
to ship some or all of their available quantity of duty-free sugar. Under other
provisions, consultations on poultry trade must be held inyear 9 of the FTA’s operation,
and an Agriculture Review Commission must be established in year 14 to review the
FTA’s operation. A Committee on Agricultural Trade representing all parties and
providing a forum for supervising agricultural trade would be set up within 90 days of
the date of entry into force (DEIF) of the FTA.

13 The required paperwork and fees in dealing with both customs and consular officials can impose
costs and cause delays in shipment.
14 For the United States, the MFN rate is the HTS general or normal trade relations duty rate.
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Section G deals with trade in textiles and apparel, regulating tariff elimination,
providing for duty-free access for handmade or handloomed goods, and requiring
the United States to end quantitative restrictions on imports from Costa Rica,
Dominican Republic, El Salvador, and Guatemala only, as of the DEIF. Upon importer
request, a party would refund “any excess customs duties” collected on most
originating sector goods entered between January 1, 2004, and the DEIF, unless the
party had filed at least 90 days before the DEIF a notice to other parties that it will not
give such refunds on its sector imports; such a notice would bar refunds on that party’s
sector exports unless it provides an equivalent benefit to its sector imports. FTA textile
safeguard measures would be allowed during the duty staging period only, where the
FTA duty reductions or eliminations cause harm as defined and investigated under the
article; the provision would allow a duty increase not to exceed the MFN applied rate
at the time or the MFN applied rate on the day before the DEIF. Only one safeguard
measure of any type could apply to any sector good at a given time. The text also
preserves the parties’ rights under relevant WTO agreements and sets compensation
levels when such safeguards are imposed. Cooperation relating to trade in these
goods would be required, and origin verification rules are provided. Rules for fabrics,
yarns, and fibers that are not available in commercial quantities within the region
could be adjusted so goods containing such materials could obtain FTA benefits. A de
minimis non-originating content level, computed for the component that determines a
good'’s tariff classification, would provide that a good would not be disqualified when
certain fibers or yarns (whose weight cannot exceed 10 percent of the total weight of
that component) in such component do not undergo the applicable tariff change set
forth in the FTA. Other provisions cover the treatment of apparel sets and of nylon
filamentyarn (sothatthe latter is covered by language of the recentamendmentsto the
Andean Trade Preference Act, cited in the FTA, that prevents such yarn from
disqualifying otherwise complying goods). With respect to nonoriginating goods of
chapters 61-63, the United States could apply its MFN duty only to the value of the
assembled good minus the value of U.S. materials, where the good is sewn or
otherwise assembled inone or more FTA parties from U.S. thread, from U.S.
formed-and-cut fabric, or from components knit-to-shape in the United States—terms
that are defined in footnotes to the text.

Section H establishes institutional provisions relating to trade in goods, including the
creation of a Committee on Trade in Goods, and defines numerous terms used in
chapter 3. Annexes to the chapter list excluded measures or goods for each country
and set forth agreed FTA safeguard treatment. Other annexes list goods deemed to be
in “short supply” and set forth tariff preference levels (TPLs)!® for particular sector
products.

For scheduled concessions on trade in goods, base duty rates are the January 10,
2003 rates (the effective date of numerous U.S. tariff changes), and rates are to be

15 A TPL grants tariff preferences to negotiated quantities of nonoriginating goods of specified types.
Shipments in excess of such quantity limits are dutiable at general rates.
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rounded down to the nearest tenth of 1 percent or to the nearest tenth of a cent.
Procedures for the timing of the entry into force of the FTA are provided. Under the U.S.
general notes and TRQ provisions, during the transition or staging period, TRQ goods
would be eligible for in-quota rates only if they are “qualifying goods”—meaning that
the good satisfies FTA rules of origin but U.S. operations or contributions are
considered as coming from a nonparty. During the tariff elimination period, the United
States could apply its nonpreferential or NTR rules of origin to decide when a
country-specific TRQ applies to a qualifying good. The United States would apply
separate TRQs to beef, sugar, peanuts, peanut butter, various dairy products, cotton,
tobacco, and ethyl alcohol (ethanol), with allocations for the other partners. These TRQ
trigger quantities would gradually increase over time; quantity limits for most
categories eventually would disappear, but limits would continue indefinitely for other
products. The 5 Central American parties have scheduled proposed TRQs applicable
to originating goods of the United States, as modifications of the preexisting Central
American Tariff System or Sistema Arancelario Centroamericano. These annexes
generally cover specified meat, dairy, and grain products (white or yellow corn and
brown or milled rice). The Dominican Republic has also included proposed TRQs on
originating agricultural imports and would likewise make its TRQ in-quota provisions
available only to qualifying goods, defined as those complying with FTA chapter 4
requirements except that any contribution by a Central American party is treated as
nonoriginating, while U.S. contribution would presumably be treated as originating.
Dominican Republic TRQs would apply to certain beef and beef trimmings, pork cuts
and trimmings, bacon, chicken leg quarters, mechanically de-boned chicken meat,
turkey meat, various dairy products, brown and milled rice, beans, glucose, and pig
fat.

Eight duty staging categories, with cuts in equal stages in the specified years, would be
utilized by all of the parties, each of which attached a proposed schedule of
concessions: (A) immediate duty-free entry; (B) 5 stages; (C) 10 stages; (D) 15 stages;
(E) delayed onset staging, with 9 stages starting in year 7; (F) delayed onset staging,
with 10 stages starting in year 10; (G) continuation of existing duty-free treatment; and
(H) continuation of a party’s existing MFN duty. Four staging categories set forth inthe
general notes to the U.S. schedule would apply to the other parties: (1) from the 2005
base rate under the CBTPA,® reductions in specified stages over 10 years; (J)
elimination in accord with the U.S. WTO Schedule XX commitments; (K) elimination of
duty and bond on listed provisions of chapter 98 at the start of year 1; and (L) for HTS
subheading 9802.00.60, imposition of same rate of duty as applies to the good itself
under FTA staging. In addition, the other partners included in their draft schedules of
concessions staging from among 13 additional duty staging categories: (M) a phased
10-year schedule with greater cuts in later years; (N) 12 stages; (O) delayed onset,
phased staging starting in year 7 and continuing through year 15; (P) delayed onset,

16 See HTS general note 17, subchapter XX to HTS chapter 98, and title Il to the Trade and
Development Act of 2000 (Public Law 106-200 of May 18, 2000; 114 Stat. 251), implemented by
Presidential Proclamation No. 7351 of Oct. 2, 2000 (65 F.R. 59329).

18



with varying staging in years 11 through 18; (Q) varying 15-year staging; (R) delayed
staging with reductions from years 7 through 15; (S) delayed onset, with staging in
years 6 through 15; (T) delayed onset, with staging in years 5 through 15; (U) delayed
onset, with staging in years 10 through 17; (V) base rates continue until year 11, then
phased reductions through year 20; (W) 4 stages; (X) 4 stages beginning in year 2
after the DEIF; and (Y) 15-percent annual cuts from the DEIF through year 5, and then
5-percent annual cuts until duty-free status is reached as of year 10. A duty-related
side letter reflects the Dominican Republic’s concern that articles co-produced in the
Dominican Republic and Haiti for export to the United States would no longer be
eligible for CBTPA benefits, under current U.S. law, when the Dominican Republic
enters into the FTA, and contains a U.S. expression of intent to work toward
amendment of that act to allow continued benefits for goods co-produced in CBTPA
and FTA countries.

Chapter 4—Rules of Origin

The FTA’stariff benefits would apply to “originating goods” unless otherwise provided.
Such goods fall into two categories—namely, those comprising inputs on/y from the
parties, and those complying with rules of origin based largely on stated changes in
tariff classification from foreign inputs to finished goods or containing allowable de
minimis foreign content. Eligibility for some goods containing third-party inputs are
covered by value content or other specified requirements. Goods containing de
minimis foreign content that does not undergo the requisite tariff shifts (limited in the
aggregate for all such materials to 10 percent of the adjusted valuel” of the good, with
the component-ba