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Chapter 1
| ntroduction and Summary

The purpose of this report is to examine the politicd economy of resdud measures of
protection in the United States trade policy regime. Measures of residual protection often take the
form of “tariff peaks’ on protected products, which are defined here as tariffs that exceed 12 per
cent ad valorem. Other protective festures of United States policy include quotas and other
quantitative redrictions on imports (which were largey diminated by the Uruguay Round
agreements), tariff-rate quotas and outright prohibitions on trade, investment or the offering of
sarvices in specific sectors. Theterm “resdud” is used herein recognition of the fact that the United
States trade regime is fairly open, both by comparison to its past policy and to the trade regimes of
many other countries, as well as that those sectors that face high barriers form the exception rather
than the rule. Some of them are very important exceptions, however, a point that is especidly true
for numerous products of interest to developing countries. Among the more notable sectors that are
gill restricted by residua measures of protection are textiles and apparel, footwear, luggage, other
lesther products, dairy products, glass and ceramics, some types of vehicles, certan fresh
vegetables, prepared fruits and vegetables, mest, aswell as maritime services!

This sudy dso examines the role that discriminatory trade arrangements play in United States
policy, and how they relate to resdud protection. Discrimination comes in two forms. preferentia
trade programmes for developing countries, which are generally non-reciproca (e.g. one-way), and
reciproca trade agreements. Both types of ingruments can be seen as the flip sde of residua
protection, insofar as the vaue of a discriminatory arrangement depends primarily on the margin of
preference that it extends to afavored trading partner. A preferentia trade programme or a bilateral
trade agreement would extend very little bendfit if dl tariffs were uniformly low in the first place, but
it can make a mgor difference for the exports of products that would otherwise be subject to high
duties. Some United States industries have found ways to make discriminatory trade arrangements
work to their advantage, whether by redtricting the product or country coverage of an instrument, or
by manipulating the specific rules under which it operates.

This examination is conducted on both a practical and atheoretical basis and is founded on the
belief that these two pergpectives are not antithetical. A good practica orientation will adways be
solidly grounded in theory. There is nothing “practicd” about an examination that is entirely sui
generis and cannot be generdized to the study of similar problems. Therefore, a theoretica
framework was established to examine why it was that the United States had liberdized in generd,
but remained protective of some specific sectors. This framework is then applied to three sectors.
The same theoretica framework and andytical procedures could be used to examine sectors that
are subject to resdua measures of protection. The choice of sectors in this is somewhat arbitrary;
the ones examined below are illudrative of certain key points, but do not necessarily represent the
full range of indudtrid experiences.

1 For acomplete list of tariff peaks among products that are subject to ad valorem tariffs, see the appendices to
Chapter 7.
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The practical purpose of the study is to provide information and analys's that will be ussful for
developing country negotiators in their dedings with the United States, including (but not limited to) a
possible new round of multilateral trade negotiations in the World Trade Organizetion (WTO). By
developing a clear understanding of how residua protection has come about, the negotiators will be
better prepared for market-access negotiations on industrial and agricultura products, as well as on
sarvices. Those same issues arise in the negotiation of bilaterd, regiond and plurilaterd trade
agreements.

The thess of this report can be reduced to the syllogism presented in Figure 1.1. Three
conclusions sem from one mgor premise and two minor premises. This is wha might be deemed a
“demand-side’ theory of United States trade policy, based on the proposition that both the genera
pattern of nationa policy and the specific exceptions to that pattern can be explained largely by
reference to the demands of domestic interest groups. The United States adopted a policy of free
trade in the 1930s and 1940s, at a time when its economic competitiveness was unchalenged. The
country has generdly maintained its support for open markets in the ensuing decades. At no time,
however, has the country’s policy been one of “pure’ liberalism, in which al barriers to imports are
removed. There have aways been exceptions to the genera rule, with legidators and negotiators
having isolated the more protected sectors of the economy from the genera trend towards
openness. Protective sectors have not adways been the same, owing to the fact that the
competitiveness of sectors - and hence the policy preferences of producers - are subject to change
over time. This policy of differentiation manifests itself in avariety of ways, including the maintenance
of high, resdua measures of tariff and non-tariff protection for certain indudtries. Differentiation dso
encourages the use of discriminatory measures such as trade preferences and free trade areas, both
of which can be manipulated to the benefit of domestic indudtries.

The paper proceeds in three steps. Chapter 2 begins by examining the higory and
characterizing the overal pattern of barriers to United States imports. This overview identifies and
quantifies both the broad pattern of tariff reductions since 1934, as well as the principa exceptions
to this rule. The chapter also explains the basic concepts and instruments of trade policy, especidly
the Structure of the tariff schedule.

The second step is to advance hypotheses regarding why some industries have been largely
exempted from the general pattern of liberdization. Chapter 3 provides a brief review of the
academic litresture on the subject, with particular reference to endogenous tariff theory and
explanations that are based on the contention that tariff negotiations are congtrained by the demands
of domedtic politica actors (primarily firms, labor unions and trade associations). The chapter
advances a modified demand-sde theory of resdud protection. The theory represents a
modification from previous andyses insofar as it (8) recognizes that both protection and free trade
can be seen in parochid terms, to the extent that an industry’s advocacy of ether policy is a
reflection of its narrow economic interests and (b) the dynamic effects of the product cycle are taken
into account. The preferences of industries are not restricted to a static choice between openness
and closure, but instead cover a broader spectrum of policy options. An industry’s choices among
these options may change sharply in response to shiftsin its own competitive postion.
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Figure 1.1

Syllogism: The Poalitical Economy of Differentiation

Magor Premise:

Minor Premise 1;

Minor Premise 2;

Minor Premise 3:

Conclusion 1:

Conclusion 2:

Concluson 3:

A country’s trade regime will be determined primarily by the economic
interests of its producers.

Producers interests in trade will be determined by ther level of
competitiveness, such that more competitive producers will favor open
markets and less competitive producers will not.

The interests of different sectors in an economy are neither uniform nor
datic. Some sectors will be more competitive than others and the
relative levels of competitiveness will change over time in response to
developments in technology, productivity, invetment and consumer
preferences.

Numerous devices exig in the internationd legal regime that alow for
differentiation in the treatment that is accorded to specific products and
trading partners. These include fine-tuned tariff nomenclatures, varying
levels of tariff and non-tariff protection, trade preferences (one-way
discrimination) and free trade agreements and customs unions
(reciprocd discrimination). Other instruments such as the trade-remedy
laws can dso complement these mechanisms of differentiation.

A country thet is (on the whole) competitive will favor an open trading
regime. This means negotiating reciproca reductions in tariff and non-
tariff protections and establishing enforcegble rules that limit countries
ability to discriminate againgt imports in generd or specific trading
partnersin particular.

Neverthdess, even a freetrading country will ordinarily have a
differentiated trade regime that responds to the varying needs and
demands of specific indudries. The tariff schedule will exhibit a wide
aray of vaues, ranging from duty-free treetment to high (“peek”) levels
of protection. The degree of protection extended to any given industry
will reflect both the level of competitiveness that it had achieved at the
time that the base rates were set, as wdl as its satus during the
subsequent negotiation of tariff reductions and other adjustments.

The trend towards differentiation may grow more marked as the net
competitive position of a country comes under grester chalenge. The
more differentiated a country’s trade regime becomes, the more
opportunities exist for de facto or de jure discrimination with respect to
gpecific trading partners, including the increased use of reciprocity laws,
preferential trade programmes, and discriminatory trade agreements.
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Thethird step isto test these hypotheses againgt pecific case sudies. The analyss in chapters
4 and 5 focuses on one industrial sector (leather products) and one agricultura sector (fruit juices)
that are each subject to tariff pesks. Chapter 6 examines one sarvice sector (maritime
transportation) in which foreign competition has long been subject to tight restrictions.

The andysis of leather products in Chapter 4 demondtrates the extent to which Congress has
retained authority in trade policy, despite the fact that it has never fully reclaimed the power that it
delegated to the executive in the 1930s. The peek tariffs that are till applied to some productsin the
leather sector, particularly to certain footwear, can be attributed to the many efforts legidators have
undertaken to maintain and even expand protection of this industry. These efforts may have come to
an end, however, for reasons explored in the chapter. Most of the leather footwear industry has
moved production facilities offshore and isincreasingly interested in open rather than closed borders.
This does not necessarily mean pure free trade, however, as the industry may favor discriminatory
arangements such as trade preferences and free trade agreements over liberdization on a
nondiscriminatory basis.

Chapter 5 litredly compares apples and oranges, by examining the very different gpproaches
that juice producers in these two industries have pursued. While the apple juice industry was not
well organized for mogt of the 20" Century and made no efforts to prevent the opening of the
national market to import competition, the orange juice industry has taken a much more active role.
The result has been that apple juice tariffs started low and were eventudly diminated atogether, but
imports of orange juice concentrate continue to be subject to very high tariffs. The orange juice
industry’ s opposition to imports has not been absolute, however, as processors find it useful to have
access to imports both for blending and for covering shortfdls during poor harvests. They have
therefore permitted the establishment of rules that are more mercantilist than protectionist, in the
sense that they have been designed in the interests of United States exporters.

Chapter 6 examines what is arguably the single most protected sector of the economy. Under
the Jones Act, the “coastwise” United States shipping fleet has a complete monopoly on the
maritime trangportation of products in the inland waterway system, the Great Lakes and on the
“domestic ocean.” This ocean is broadly defined to include not only shipments on the three mgor
coasts of the continental United States, but also transportation from one coast to another through the
Panama Cand, as well as to Alaska, Hawali and most of the United States insular possessions. In
order to provide shipping services on these routes, a vessdl must be United States-built, owned, and
crewed. These requirements trandate into strong support from manufacturing (shipbuilders), capita
(ship owners) and labor (seamen). Although agricultura interests and others that depend on shipping
have long sought to have the Jones Act reformed or repeded, there is no evidence yet to suggest
that they will succeed.

The concluding chapter deds with three issues. Fird, the reemergence of discrimination in
United States policy poses a new chalenge for trading partners. The fact that some products remain
subject to residual protection makes it al the more attractive for countries to seek discriminatory
treatment from the United States, whether on a reciprocal or a non-reciprocal bass, but in so doing
they may undermine support for the multilatera system. Second, the concluson addresses the
question of whether the prospects are favorable for the reduction of barriers in any of these three
sectors in a new round of multilateral trade negotiations. Third, it concludes tha this same
methodology might be usefully gpplied to other sectors. Among  candidates for further investigation
are textiles and appard, glass and ceramics, fresh vegetables and prepared fruits and vegetables.



Residual Protection 5

Chapter 2
A Brief History of United States Trade Policy

I ntroduction

This chapter provides an overview of the history of United States trade policy, in order to
edablish a framework for the study of both the generd rule (multilaterd liberdization) and the
exceptions (residua protection and discrimination). It emphasizes that policymaking can be divided
into two principa periods, with Congress having been ascendant during the years through 1930
(when tariff barriers were generdly high) and the executive having taken the lead since 1934 (during
which time tariff barriers have been negotiated downwards). In both periods, however, the level of
protection extended to industries has varied widdly.

Since the mid-1930s, the issue has not been cast as a classic confrontation between free trade
and protectionism. Despite a series of efforts by some industries to block liberdization or even
return to a much more restrictive policy, the red debate has been over the specific means by which
the United States market will be opened to imports. One key concept examined here is
differentiation, defined as the use of various devices to calibrate the extent to which domegtic
industries are exposed to competition. Differentiation was quite smple during the period of
congressiond control, when it merdy entailed the enactment of higher tariff rates for some products
than for others and changes in tariff rates could be made quickly by fiat. Since there was a move
away from legidated protectionism to negotiated liberdization in the 1930s, differentiation has
required the adoption of more subtle policy insruments. The most significant of these insruments are
(@ narrow clasdfications of products, (b) quotas and tariff-rate quotas, () discriminatory trade
agreements and (d) preferentia trade programmes. Differentiation tends to undermine the principles
of liberdization and nondiscrimingtion, to the extent that it permits a country to favor certain sectors
and trading partners over others.

This chapter reviews the evolving paiterns of differentiation in United States trade policy. It
should be stressed that this andyds is not intended to single out the United States as an exceptiona
case. It should instead be viewed as a case study in the policies of one particularly large and
important country. Apart from the rare countries that employ across-the-board tariffs2 al countries
differentiate by extending greater or lesser protection to certain products and sectors. Much the
same analyss could be conducted with respect to other WTO member countries, whether
indudtridlized or developing. In many cases such an andyss would reved an even more
differentiated trade regime than that of the United States.

2 Examples include Chile (which is phasing its rate from nine to six per cent during 2000-2003) and Hong Kong
(which imposes no tariffs at all).
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From Legislated to Negotiated Tariffs

The principa trends in United States tariff rates are highlighted in Table 2.1, which shows the
average tariff rates imposed in 25 different periods both for dutiable products and products in
generd. These figures offer only a rough gauge of the level of protection extended to United States
indudtries. Although the average taiff rate is broadly descriptive of the overal direction in a
country’s evolving trade policy, the numbers are easily skewed by the commodity composition of
trade and thus, can either exaggerate or minimize the actua level of protection offered by customs
duties. Average tariffs may appear to decrease from one year to the next, even if the rates do not
actudly change, if the country imports a larger quantity of low-tariff or duty-free products. For
example, an increase in imports of low-tariff oil will ceteris paribus cause the apparent tariff rate to
decrease, whether it is due to an absolute increase (e.g. higher volumes) or a rative increase (e.g.
higher prices). The obverseistrueif high-tariff imports increase3 Moreover, the apparent tariff rate
can be underdated if duties on some products are so high as to discourage their importation
atogether.

Despite the limitations of these data, they do highlight the main differences between two
historicd periods. From the gtart of the republic through enactment of the Hawley-Smoot Tariff Act
of 1930, the trade regime was legidated by Congress. Protectionism was the rule during this period.
Except for the Underwood Tariff, dl of the tariff acts gpproved by Congress imposed average rates
that exceeded what is today considered to be a “pesk” (eg. 12 per cent or more). Policy
underwent a profound change in 1934, when Congress delegated negotiating authority to the
president. Since that time, the leve of tariff barriers has been principaly determined by negatiations.
These were conducted on a bilaterd basis from 1934 through 1946, have been primarily multilatera
snce the founding of GATT in 1947, but have aso seen the renewal of discriminatory gpproachesin
recent decades. One point has been congtant throughout United States trade history: The regime has
been differentiated. Whether tariffs were legidated or negotiated and whether negotiations were
conducted on a discriminatory or a nondiscriminatory bads, they have extended varying levels of
protection to United States industries.

Legidated Tariffs: 1789-1930

Over the 1789-1930 period, Congress revised the schedules about once or twice each
decade. The country’s commercid policy began modedtly in the firg Congress, with legidators
imposng duties of just five per cent on most goods The firg truly protectionist tariff act was
designed to finance the War of 1812. After that conflict some “war babies’ (e.g. industries that
were fogtered during wartime regtrictions) demanded that they be granted permanent protection
(Taussg, 1935: 16ff). One higtorian dates the red transformation to 1824, the first year in which
“protection ceased to be in any red sense a national policy but rather became ground for narrow
sectiona conflicts’ (Pincus, 1977: 47). For the next century, protectionist forces (especidly
manufactures in the Northeast) repeatedly clashed with free-traders (especidly export-dependent
producers of staple goods in the South). One key turning point was the Civil War of 1861-1865, in
which the protected but industrial North triumphed over the free-trading, agrarian South. The “War
Taiff” that financed the North’s campaign remained largdly intact for the next generation, supported
by the protectionists who dominated the Republican Party and the Federa Government.

3 For example, the data for the 1960s give the misleading impression that tariffs increased. The rising average
tariff means only that relatively high-tariff products accounted for alarger share of United States imports during
this period, even though overall tariff rates were somewhat lower in the 1960s than they were in the preceding
decade.
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L egislated
Tariffs

Negotiated
Tariffs

Table2.1
Average United States Tariff Rates, 1824-1999

Calculated duties as a per centage of imports

Tariff Act or Period
Tariff Act of 1824

“Taiff of Abominations’
Tariff Acts of 1832-33

Taiff Act of 1842
Walker

Taiff Act of 1857
“War Taiff”
Taiff Act of 1872
Taiff Act of 1883
McKinley

Wilson

Dingley
Payne-Aldrich
Underwood
Fordney-McCumber
Hawley-Smoot

[ RTAA Bilaerds

Post-Geneva Round
Post- Annecy Round
Post-Torquay Round
Post-Geneva Round
Pogt-Dillon Round
Post-Kennedy Round

\ Post-Tokyo Round

Post-Uruguay Round

Period

1824-1827
1828-1831
1832-1841
1842-1845
1846-1856
1857-1860
1861-1871
1872-1882
1883-1890
1891-1894
1895-1897
1898-1909
1910-1913
1914-1922
1923-1930
1930-1934

1935-1946
1947-1949
1950-1951
1952-1956
1957-1961
1962-1967
1968-1979
1980-1994
1995-1999

Average Duty
on All Imports

47.8

49.3

22.2

24.7

24.0

16.9

36.6

21.7

30.2

23.0

20.9

255

193

9.1

14.0

17.9

13.2
6.5
5.9
5.6
6.8
7.5
5.0
34
2.1

Average Duty on

Dutiable Imports

51.0
52.7
36.8
31.6
27.2
21.0
41.3
38.6
45.0
48.4
41.3
46.5
40.8
27.0
38.5
51.5

35.2
16.1
12.9
12.3
11.7
12.0
8.0
5.3
4.8

Source: Data before 1890 calculated from Bureau of the Census (1975, volume 2); data for
1890-present calculated from unpublished data of the United States International Trade

Commission.

Note: Data for years prior to 1821 do not distinguish between dutiable and duty-free imports.
According to Pincus (1977: 9), the average rates imposed on all imports by the tariff acts of
1789 and 1794 were 8.5 and 14.0 per cent, respectively, while the tariff act of 1821 set an
average rate of 36 per cent on dutiable imports.

Some periods cover more than one tariff act.

Data after 1965 are affected by various preferential trade programmes and reciprocal
agreements and hence do not reflect the NTR tariff rates alone.
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Figure2.1
Chronology of United States Trade Policy and the Multilateral System
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The Hawley-Smoot Tariff Act of 1930 was the last exercise in unhindered congressond tariff-
making. This law was both a cause and a consegquence of the Great Depression, which it helped to
perpetuate and spread. Economic depressions have often ingpired legidators to extend “relief” to
their congtituents in the form of protection from imported competition. This was a key congderation
in the tariff acts of 1824, 1872 and 1922. Similarly, debate over the new tariff bill began in 1929
when Presdent Hoover proposed an increase in agriculturd tariffs to ad farmers, who fet the
effects of the economic downturn well before it hit Wall Street. The scramble for protection soon
went beyond the confines of agriculture. The final package raised the average rate of tariffs collected
on dutiable products from 40.1 per cent (in 1929) to 53.2 per cent (in 1931). This was not actudly
avery high rate by the sandards of the nineteenth century, but the effects were greatly multiplied by
the retdiatory responses of trading partners. The United States suffered more from the global
contraction of trade than did other industridized countries, with its share of world exports declining
from 15.6 per cent in 1929 to 11.5 per cent in 1934 (Diebold, 1941: 13). None of the great powers
were prepared to exercise leadership in restraining such saf-destructive policies. The ravages of war
and depression had left the United Kingdom incapable of exerting its earlier authority and the United
States was unready to accept thisrole (Kindleberger, 1973).

Two more events intervened in the setting of the United States “basg’ rates. One was
enactment of the Revenue Act of 1932, which st tariffs on severa products that had been on the
Hawley-Smoot free list. For example, the 1932 law established duties of 0.25¢ and 0.125¢ per
galon (depending on the grade) for “Petroleum, crude, fud or refined and al distillates obtained
from petroleum,” which had previoudy been duty-free. Second, the Hawley-Smoot Tariff Act
included a “flexible tariff” provison that permitted the presdent (acting on the advice of the Tariff
Commission) to raise or lower tariffs in order to equdize United States and foreign costs of
production. This provison was a carryover from the 1922 tariff. Presdent Hoover used it to raise
tariffs on many products and to reduce tariffs on afew.4

Tariff Negotiations Under the Reciprocal Trade Agreements Act of 1934

United States trade policy, like so many other initiatives and indtitutions, underwent a profound
change during the New Ded. In the desperation of the Great Depresson, when both the White
House and Capitol Hill were willing to experiment with heretofore untried policies, Congress
goproved a new trade bill that delegated tariff authority to the presdent. The Reciprocd Trade
Agreements Act (RTAA) of 1934 gave President Roosevelt the authority to negotiate bilatera
agreements to reduce taiff rates. In a sharp departure from past policies, the law dlowed the
presdent to implement tariff agreements by proclamation (e.g. without obtaining further approva
from Congress). The only restrictions imposed by Congress concerned the depths of cuts that could
be made (no exiding tariff could be reduced by more than hdf) and the initid duration of the
authority (three years). Congress gpproved a series of RTAA-renewd bills from the late 1930s
through the early 1960s.

The Roosevet and Truman adminigrations used this authority to negotiate a series of inter-
linked bilaterd trade agreements. From the first agreement with Cuba in 1934 through the 1946 pact
with Paraguay, the United States concluded thirty-two agreements with twenty-eight countries.
These agreements erased much of the tariff wal erected by the Fordney-McCumber and Hawley-
Smoot tariffs, but the average tariff on dutiable imports at the end of the Second World War (26.4

4 This provision was undone by the Reciprocal Trade Agreements Act (RTAA), which stipulated that section
336 did not apply to products on which the United States made tariff concessions (whether this entailed a
reduction or merely abinding at the Hawley-Smoot rate).
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per cent in 1946) was il dightly higher than it had been at the end of the last conflict (21.3 per cent
in 1919). Each of these bilaterad agreements included an unconditiona most-favored-nation (MFN)
clause, meaning that any concession made to one trading partner would be automaticaly extended
to al other countries that received MFN trestment. Countries that did not have MFN relations with
the United States, either through the negotiation of an RTAA agreement or an older MFN tresty,
continued to face the Hawley-Smoot tariff rates. (This changed in 1942, when the Roosevdt
adminigration extended MFN treatment to al countries other than the Axis powers or the territories
that they occupied.)

While the Roosevelt adminigtration was opposed to the protectionist policy of the Hawley-
Smoot Tariff Act, this law set the base rates for dl future trade negotiations. That tariff is still a part
of United States policy, being imposed on those countries that are denied “norma trade relations’
(NTR trestment).> Even a casud examingion of the tariff schedules will show just how far the
RTAA and GATT negotiations have reduced the rates imposed on individua products. This can be
appreciated in Figure 2.2, which reproduces a typical page from the current version of the United
States tariff schedule. As a generd rule, the tariff rates liged in Column 2 of that schedule are the
same as those set by the Hawley-Smoot Tariff Act.6 The rates shown in Column 1 represent the
product of the RTAA and GATT negotiations, and are extended on an NTR bads to amog dl
United States trading partners.” For example, the current rate on onion setsis a fraction of the tariff
that Congresswrotein 1930. Column 1 is further divided into a“ Specid” subcolumn that shows the
trestment extended to countries that benefit from discriminatory trade agreements or programmes,
asexplained in Figure 2.2.

The RTAA did not bring about a totd revolution in American trade policy. Keynes
characterized industridized countries trade policy in the 1930s as “a desperate expedient to
maintain employment a home by forcing sdes on foreign markets and redtricting purchases’ of
imports (1935: 382-383) and the Roosevet adminigtration’s policies can be seen in this context.
One andyst portrayed the RTAA negotiations not as free trade, but as “a policy of dtering tariffsto
the degree necessary to get concessions for American exports without hurting domestic producers’
(Diebold, 1941: 23), while alater critic opined that the RTAA was atool of “hegemonic predation”
that “represented a change in the tactics rather than in the overal dtrategy of the United States’
(Conybeare, 1986: 169).8 Many New Deders were concerned more by the problem of glut than by
the imperatives of restoring an open trading system. The Export-Import Bank was created in 1934

5 Congress mandated in 1998 that the centuries-old term “most favored nation” be replaced by “normal trade
relations.” This was done primarily because legislators had grown tired of a misunderstanding that perennially
arises in annual debates over China s status in trade policy. Legislators were obliged to explain this terminology
to irate but ill-informed constituents who demanded to know why China should be “the most favored trading
partner” of the United States. Legislators find it politically easier to express their support for treating China on
the same “normal” basis as nearly all other trading partners. From a practical perspective, there is no difference
between NTR and MFN.

6 The tariffsimposed today (Column 2 of the Harmonized Tariff Schedules) are largely similar to those set by the
Hawley-Smoot Tariff Act, but there are some distinctions. The principal differences are that the nomenclature
used today is much more detailed than was Hawley-Smoot, having been overhauled in 1963 and 1987 and most of
the specific tariffs are now denominated in metric rather than English units.

7 The only countries that are still subject to the Column 2 rates are Afghanistan, Cuba, Lao People's Democratic
Republic and the Democratic People's Republic of Korea. Viet Nam and NTR agreements with Lao People's
Democratic Republic and Viet Nam are currently pending.

8 Conybeare's criticism appears to be unfair, however, as it assumes that Hawley-Smoot and the RTAA were
two steps in a coordinated economic strategy of raising tariffs for the purposes of negotiation. On the contrary,
the policymakers who supported the first initiative opposed the second and vice versa.
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to handle trade with the Soviet Union, but soon began to subsidize exports of manufactured goods
to other trading partners. The Department of Agriculture turned to export subsidiesin 1935 and saw
the RTAA as just another means for disposng of surplus agriculturd products. The Nationd
Industrid Recovery Act of 1933 gave the president broad discretion to impose trade redtrictions.
Section 22 of the Agriculturd Adjustment Act of 1933 (as amended in 1935) alowed him to redtrict
imports of products that might interfere with the newly-enacted price supports and production
controls. Prior to the concluson of the Uruguay Round, presidents employed section 22 to redtrict
imports of sugar, cotton, tobacco, milk, peanuts and other commodities.

Negotiators developed numerous devices for the differentiation of products and trading
partners, dl of which were intended to limit or manipulate the extent of tariff concessons. One such
device was narrow reclassifications of tariff items. For example, suppose that dl types of furnitures
are initidly classfied under a sngle tariff item. Negotiators could limit the extent of concessions by
negotiating separate tariff provisons for chairs, tables and so forth and might further distinguish
between various types of furniture according to the materids with which they were made. For an
example of a differentiated regtriction on tariff concessions, consider the concesson on canned
herring. The RTAA agreement with Great Britain st a lower rate on this product when imported in
containers weighing more than one pound, thus preventing the Norwegians - who packed their
herring in smaler containers - from enjoying the same benefit Oiebold, 1941: 18). The United
States negotiators used this method extensively. According to the tabulations of one andyst
(Kreider, 1943: 205), 398 of the 979 United States concessions in the first eighteen RTAA
agreements were accomplished through reclassfications.

Ancther limiting instrument was the principa-supplier rule. This rule provided that the United
States would negotiate a tariff concession only with the country that was the principa supplier of that
item in the United States market; smilarly, trading partners would negotiate concessions with the
United States only when it was the principa supplier in their own markets. Any concessions granted,
however, would then be extended to al countries on an MFN basis. The raionae behind this rule
was to maintain leverage for future negotiations and not to “give away the store” in talks with minor
suppliers. The principal-supplier rule operated to the disadvantage of smaller countries, as it reduced
the scope of concessions that negotiators were willing to congder. One means of circumventing this
redtriction was to rely more heavily on reclassifications - a country might not be the principa supplier
of furniture, or even of tables, but it might be the principal supplier of metal tables with glass tops.

Negotiators aso relied on tariff-rate quotas (TRQs), which set a “cap” on the amount that
could be imported under a lower tariff rate. This is a device that a later generation of negotiators
would fal back upon, when the Uruguay Round created a two-tier tariff for many agricultura
products (asis discussed in Chapter 7). RTAA agreements set TRQs on such items as cattle, milk,
tobacco and crude oil. On the eve of the Second World War, nearly one-fourth of United States
dutiable imports were subject to quotas or TRQs set either by RTAA agreements or domestic
legidation (Diebold, 1941: 37).
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Figure 2.2

How to Read the U.S. Tariff Schedule

The numbersand
nomenclature (product
descriptions) usedin
the U.S. tariff schedule
areidentical to those
used by all countries
that adhere to the
Harmonized Tariff
System. The actua
tariff rates applied

by each country vary.

12

Column 1: Appliesto countries that receive
normal trade relations (NTR), otherwise

known as MFN treatment. It is subdivided
into the non-preferential ("Generd") and
preferentia (" Specia) columns.

Harmonized Tariff Schedule of the United States (20p0)

Annotatad fof Statistical Reporing Purposes

Column 2: Appliesto the
five countries that do not
receive NTR treatment.

HTSitem 0703.10.20
would face atariff of

J.

!

The eight-digit tariff item number
identifiesthe product. It isat this
level of specificity that tariff rates

are determined.

\

The two-digit statistical suffix
further distinguishes products
for reporting purposes, but has
no effect on the tariff rate.

The unit of quantity indicates
whether theitem is counted by
weight, volume, number, etc.
This helpsto determine the

tariff when rates are expressed

in specific terms (e.g., the cents
per kilogram for most products
shown here) rather than ad valorem
terms (e.g., the 20.0 percent for
HTSitem 0703.90.00).

!

0.83 cents per kilogram

73
rate if imported from a
Heading! |5ial Uinat Reabers of Cuty |
g of i 2 country that receives
e AR Gt N Spocal NTR trestment, or 5.5
- A cents per kilogram
0703 Onions, shallots, garlic, leeks and other aliaceous
vegetables, fresh or chilled: 1|‘nrootmI ta ;o]ugteriy r;l;gtrtciecéa
070310 Onions and shallots: - .
0703.10.20| 00 Onionsets .............. kg .....|0.83gkg Free (A" CAEIL, |5.5¢/kg <1 duty-free under the
J.MX) GSP, but the asterisk
Cither: indicates that one or
0703.10.30{ 00 Pearl anions not over 16 mm in diameter . . __ . |kg ... .|0.06¢kg Frea {aﬁﬂ.,E,lL.J. 5.5¢kg More countries are
excluded.
0703.10.40) 00 Other 1 kg ... |3 ¢0kg Free (ACAE ILJ) 13580k 1 HTSitem 0703.10.40
- See 9906.07.11- can be imported duty-
8806.07.13 [MX) freefl_ro_m any GSP
0703.20.00 B e e S |0.43¢/kg Free (A", CAEL, |33¢/kg beneficiary country.
o J M)
10 Freshwholebulbs . .. _......................|kg ,
20 Fresh whole peeled cloves ... ..., kg HTSitem 0703.90.00
80 Onbar =00 el e el | can beimported duty-
0703.50.00) 00 Leeks and other alkacecus vegetables . . . kg 20% Free (A+ CAEIL, |50% < free only from least-
J M) developed beneficiary
countries of the GSP.

Lettersin the " Specia™ column indicate whether
the product is eligible for duty-free or reduced-duty
treatment under various preferential trade agreements

or programs.

A = Generalized System of Preferences
A* = GSP (certain countries not eligible)
A+ = GSP (only least-developed countries)

CA = Canada (NAFTA)

E = Caribbean Basin Initiative

IL=U.S-lsad FTA

J= Andean Trade Preferences Act
MX = Mexico (NAFTA)
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The RTAA and its agreements provided explicitly for the limitation of benefitsto third countries.
The law gave the presdent the authority to deny the extenson of RTAA concessons to countries
that discriminated againgt the United States.® The Roosavelt adminigiration used this provison both
as a politica tool, by denying benefits to Nazi Germany and in a commercid dispute with Audrdia
(Kreider, 1943: 202). Smilarly, a “withdrawa clause” first appeared as Article XIV of the United
States-Canada agreement of 1935. The item provided that ether contracting party was free to
withdraw a concesson (after consulting with the other party) if a third country received the mgor
benefit of a concesson and “in consequence thereof an unduly large increase in importation of such
aticletakes place.” Thisitem gradudly evolved into the “safeguards’ provision of internationd trade
law. One critica step in its evolution was made in Article X1X of the United States-United Kingdom
agreement of 1938, which specified that a withdrawa could be considered only “if in consequence
imports of the article concerned increase to such an extent as to threaten serious injury” to domestic
producers. Article XI of the United StatesMexican agreement of 1942 completed the
transformation, by alowing a country to withdraw a concesson when imports from the other party
threatened serious injury to a domestic industry. This item set the precedent for the safeguards
provison of GATT Article X1X.

Multilateral Negotiationsin the GATT

American trade policy took another turn with the Second World War, which inspired the
adoption of amore “pure’ commitment to free trade. A key step in this direction was the granting of
universal MFN trestment in 1942 (except of course for the Axis powers and the territories that they
occupied), which extended the benefits of the RTAA agreements to dl United States trading
partners.10 This step was complemented by the negotiation of two post-war agreements that
transformed the United States from a bilaterd to a multilaterd orientation.11 Congress refused to
adopt the Havana Charter of the Internationd Trade Organization (ITO), but the “temporary”
GATT was then pressed into service as its replacement. GATT was the principal negotiating forum
for nearly haf acentury, until it was replaced by the WTO in 1995.

Although Congress acquiesced in participation in the GATT and continued to grant negotiating
authority for further tariff-cutting agreements, it dso encouraged the process of differentiation by
redricting the terms of RTAA authority. Presdents Truman and Eisenhower both sought multiyear
renewals of negotiating authority with no strings attached, but each found that Congress was
unwilling to grant more than one to three years authority at a time. “Peril points’ were the most
contentious item debated during the 1940s and 1950s. This mechanism required that the Tariff
Commission determine the minimum tariff necessary to protect domestic production of any product
and specified that the executive could not negotiate a tariff below that point without explaining its
actions to Congress.12 Most Republicans favored the peril points and most Democrats opposed

9 This was a precursor to the “reciprocity” provisions of later United States trade laws (e.g. section 252 of the
Trade Expansion Act of 1962, and section 301 of the Trade Act of 1974).

10 See Treasury Decision 50650, in United States Department of the Treasury (1942: 341-342).

11 The advent of the GATT did not eliminate bilateral agreements altogether. The United States negotiated some
bilateral agreements under the RTAA authority, especially with countries that were outside of the GATT. One
notable example is the agreement reached with Venezuela in 1952, which set the tariff rates that still apply to
imported oil. The results of these bilateral negotiations continued to be multilateralized through the MFN
principle, however and were |ess significant than the negotiations conducted under GATT auspices.

12 |n the version provided under the Trade Agreements Extension Act of 1951, the peril-points provision
required that the president submit to the Tariff Commission a list of the articles to be considered for specific
concessions before entering into negotiations for a trade agreement. The commission was then to determine “the

13
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them, but this provision gppeared (in various forms) in most trade bills enacted from the late 1940s
to the late 1950s. The last stand for peril points came in 1962, when the Senate defeated a proposal
to reingtate the mechanism by avote of 38 to 40. The United States Internationa Trade Commission
(USITC), which is the successor to the Tariff Commission, still advises negotiators on the  probable
economic effects’ of reducing tariffs on specific products. These reports are much less paliticaly
charged than were the peril points reports.

Trade negotiations entered a new phase with the Trade Expanson Act of 1962 and the
Kennedy Round (1962-1967) of GATT negotiations. The new rounds focused more on system-
wide rules and non-tariff barriers than on smple exchanges of tariff concessons. That round aso
saw the adoption of a “formula’ approach to tariff negotiations, which held out the prospect that
differentiation might be reduced. This progpect was frustrated when the United States and its trading
partners continued to negotiate some items through a request-offer process and to exempt
“sengtive’ sectors from the full effect of formula cuts.

The Trade Act of 1974 made yet another advance in negotiations, by producing the first grant
of “fast-track” negotiating authority. Unlike the limited RTAA authorities, this new mechanism for
ratifying trade agreements could be used to approve non-tariff pacts. The fast track provides for the
trestment of trade pacts as “congressional -executive agreements,” a hybrid of treaties and executive
agreements that requires the approva of only a smple mgority in each house of Congress
(VanGrasstek, 1997). The fast track was first employed to gpprove the Trade Agreements Act of
1979, which made dl of the changes in United States law that were necessary to implement the
Tokyo Round results and was later employed to gpprove the results of the Uruguay Round (1986-
1994). The fagt track aso facilitated the return of discriminatory agreements, by providing the
mechanism for gpproval of free trade agreements (FTAS) with Isragl (1985), Canada (1988) and
Mexico (1993).

The data in Table 2.2 illugrate the evolution of United States tariff rates from the Hawley-
Smoot period through the end of the Uruguay Round phase-out period, by providing severd specific
examples. Although by no means a scientific or even representative sample13 this set of goods
offers an illugration of the uneven tariffs that were initidly imposed and the equdly uneven path by
which they have been reduced. While tariffs on some products were reduced on afairly Seady basis
(e.g. granite and footballs) these were more the exceptions than the rule. Other products that were
subject to above-average rates in 1930 are now duty-free on an NTR bagis (e.g. toys, syringes and
plywood), while still others that began at below-average levels are now subject to tariff pesks (eg.
garlic powder and caviar). The number of products that were subject to what is currently referred to

limit to which such modification, imposition, or continuance may be extended ... without causing or threatening

serious injury to the domestic industry producing like or directly competitive articles.” The president could not

enter into an agreement before receiving the report. If atrade agreement were to exceed the peril points, he was

required to “transmit to Congress a copy of such agreement together with a message accurately identifying the

article with respect to which such limits or minimum requirements are not complied with and stating his reasons

for the action taken with respect to such article.” The Tariff Commission would then provide the congressional

trade committees “a copy of the portions of its report to the president dealing with the articles with respect to

which such limits or minimum requirements are not complied with.” Later versions of the peril points had more

“teeth,” requiring that the Tariff Commission institute escape-clause (safeguards) investigations whenever a
proposed concession exceeded the peril point.

13 Note: for clarity, only products that have been subject to ad val orem tariffs since enactment of Hawley-Smoot
have been presented. Interpreting the evolution of specific tariff rates (e.g. rates based on so much per kilogram,
litre, dozen, etc.) is more complicated, as their ad valorem equivalents may rise or fall according to changes in
prices.
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asa“peak” tariff, dropped throughout the period, faling from 30 out of the 33 itemsin 1930 to just
five a the end of the Uruguay Round phase-in period.

The Return of Discrimination

The reemergence of discrimination is the most consequentia development in United States
trade policy since the establishment of GATT. Both through the one-way avenue of nonreciprocal
trade preferences and through the negotiation of reciproca FTAS, discrimination has acceerated the
process of differentiation. In so doing, it has crested new opportunities for the manipulation of trade
rues to benefit specific United States indudries. Compared to multilatera liberdization,
discriminatory mechanisms are much more susceptible to capture by specid interests.

The policy matrix in Figure 2.3 presents a smplified representation of the evolving United
States trade regime. The first quadrant illugtrates the main theme in policy in the years before the
RTAA, when (with a few exceptions) the United States pursued a protectionist but
nondiscriminatory strategy. Policy took a brief detour into the fourth quadrant during the early years
of the RTAA period, when the benefits of liberdization were extended on a discriminatory bags, but
for the remainder of the twentieth century the main policy theme was nondiscriminatory liberaization.
The United States has neverthel ess adopted a growing number of exceptionsto this rule, to the point
where policy now teeters between the second and third quadrants.

Although United States statesmen sought to restrain other countries resort to bilateral and
regiond initiatives during the early decades of the GATT system (Patterson, 1966), by the 1980s the
United States was once again a leading practitioner of discriminatory liberdization. The AutoPact
with Canada (1965) and the FTA with Israd (1985) were comparatively minor exceptions to the
generd rule of nondiscrimination, but negotiation of the United States-Canada FTA (1988) was a
watershed event. This agreement covered the world's largest bilateral trade relationship and soon
gave way to the even larger, trilateral North American Free Trade Agreement (NAFTA). The
United States trade regime is now replete with discriminatory arrangements. A few stepstaken inthe
past two decades brought countries back into the category of pure MFN treatment, either through
promotion of their datus (e.g. the normdization of trade with China in 1980) or demation (eg.
“graduation” from trade preferences for Asan newly-industrialized economies in 1989). The generd
trend, however, has been towards the expanson of preferentid trestment through negotiation of
FTAs and establishment of new preferentid programmes. In 1999 the United States trading partners
recalving trestment that was neither more nor less favorable than unconditiond NTR reations
collectively accounted for just under haf of al imports.

The aforementioned FTAs with Canada, Isadl and Mexico are the most sgnificant
manifestations of posgtive discrimination in trade policy. In addition to these reciproca agreements,
the United States also has three programmes that extend trade preferences to developing countries
on anon-reciprocal basis.

The Generalized System of Preferences (GSP) has provided duty-free access to the
United States market since 1976. Most devel oping countries and economies in trangtion
are designated for this programme; the principa exceptions are Ching, Mexico, Asan
newly-indugtridlized economies, and most members of the Organization of Petroleum
Exporting Countries. Roughly hdf of dl dutigble products are desgnated for GSP
trestment, but benefits under this programme are restricted by “competitive-need” limits
and other rules.
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The Caribbean Basin Initiative (CBI) extends better than GSP treatment to twenty-four
designated beneficiaries in Centrd America and the Caribbean. As originally proposed,
the programme would have offered duty-free trestment to al products other than textiles
and appard. Congress amended this list to exempt canned tuna, petroleum and
petroleum derivatives, most footwear and leather products and watches and watch
parts. In the Trade and Development Act (TDA) of 2000, Congress placed even these
items on the duty-free list (subject to drict rules of origin in the case of textile and
apparel products).

The Andean Trade Preferences Act (ATPA) is Smilar in severa respects to the CBI. It
too is intended to provide specid trade incentives to a specific area of interest to the
United States, in this ingance on the theory that enhanced opportunities in legitimate
trade will reduce the beneficiary countries propengty to engage inillicit narcotics trade.
The product coverage of the ATPA is virtudly identicd to that of the CBI, prior to the
expangon of the latter programme in 2000.

The African Growth and Opportunity Act (AGOA), which was approved as part of the
TDA of 2000, could extend duty-free treatment to virtudly al products imported from
sub-Saharan African countries. Both the country and the product composition of this
programme are ill being determined.14 Like the newly expanded CBI, this programme
establishes dtrict rules of origin for textile and gppard products.

A proposed Southesst Europe Trade Preferences Act (SETPA) is ill pending in
Congress. First proposed by the Clinton administration in 1999, the programme is
intended to aid former Y ugodavian Republics and regions (other than Serbia) as well as
certain neighboring countries. The product coverage of the programme would be Smilar
to that of the ATPA.

It maybe supposed that these programmes would result in alower average tariff rate on imports
from developing countries, but the data in Table 2.3 suggest the opposite. In 1999 the average tariff
imposed on al imports into the United States was 1.81 per cent, but most developing countries
were subject to sgnificantly higher average tariffs. Paradoxicdly, the average rate on imports from
countries that did not benefit from preferences (2.28 per cent) was lower than the averages imposed
on beneficiary countries of the GSP (3.41 per cent) or the CBI and ATPA programmes (3.05 per
cent). What accounts for this anomaly?

14 For further details on the AGOA, see CraigVanGrasstek, “Assessment of the Potential Effects of the African
Growth and Opportunity Act on United States Trade Relations with Sub-Saharan African Countries’ (report
prepared for UNCTAD June 25, 2000).
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Product

Hand-made lace
Gold rope necklaces
Toys and models
Hewn granite
Ceramic roofing tiles
Syringes

Fresh radishes
Tomato paste

Birch plywood
Appard made of fur
Glasses for spectacles
Fishing nets
Screwdrivers

Men's cotton trousers
Brass chanddiers
Fresh roses

Upright piancs
Garlic powder
Radio receivers
Sturgeon caviar
Footbdls

Sailboats

Iron forgings
Canned anchovies
Cocoa butter
Hydrogen gas

Shoe polish
Acetone

Cornall

Shampoo

Radid tiresfor cars
Cattle hides
Passenger cars

Trade-weighted average
on all dutiable imports

1930

90.0
80.0
70.0
60.0
60.0
55.0
50.0
50.0
50.0
50.0
50.0
45.0
45.0
45.0
45.0
40.0
40.0
35.0
35.0
30.0
30.0
30.0
25.0
25.0
25.0
25.0
25.0
20.0
20.0
15.0
10.0
10.0
10.0

44.9

Table 2.2
United States Tariff Rates on Selected Products, 1930-2005

Tariff ratesin per cent ad vaorem; Post-Uruguay Round peaks shown in bold

1945

90.0
60.0
70.0
30.0
50.0
55.0
50.0
50.0
50.0
50.0
50.0
45.0
45.0
45.0
45.0
40.0
40.0
35.0
35.0
30.0
20.0
30.0
15.0
25.0
25.0
25.0
25.0
20.0
20.0
15.0
10.0
10.0
10.0

29.0

1960

50.0
34.0
35.0
125
35.5
40.0
125
21.0
15.0
25.0
50.0
25.0
22.5
25.0
19.0
125
17.0
35.0
125
30.0
10.0
125
10.5
125

6.3

8.5

6.0

8.5
10.0

8.5

8.5

4.0

8.5

12.2

1975

20.0
12.0
175
6.0
135
16.0
6.0
13.6
7.5
10.0
10.0
17.5
11.0
21.0
9.5
10.0
8.5
35.0
10.4
15.0
5.0
10.4
6.0
12.5
3.0
4.0
3.0
4.0
10.0
7.5
4.0
Free
3.0

5.8

1990

15.0
6.5
6.8
4.2

135
8.4
6.0

13.6
3.0
58
4.0

17.0
6.2

171
57
8.0
53

35.0
8.0

15.0

Free
8.0
57
5.0

Free
3.7
2.5

Free
4.0
49
4.0

Free
2.5

5.0

2005

13.2
5.0
Free
2.8
135
Free
2.7
11.6
Free
4.0
Free
8.0
6.2
16.1
39
6.8
47
29.8
4.4
15.0
Free
4.4
2.9
5.0
Free
3.7
Free
Free
34
Free
4.0
Free
2.5

Source: United States tariff schedules (various years) and Uruguay Round schedule.
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Per cent
Reduced

85.3
93.8
100.0
95.3
77.5
100.0
94.6
76.8
100.0
92.0
100.0
82.2
86.2
64.2
91.3
83.0
88.3
14.9
87.4
50.0
100.0
85.3
88.4
80.0
100.0
85.2
100.0
100.0
83.0
100.0
60.0
100.0
75.0
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Figure 2.3
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Policy Matrix: Openness and Discrimination in United States Trade

Non-
Discriminatory

Discriminatory

Policy

Generally Open to Imports

Generally Closed to Imports

The United States extended MFN to all
countries other than the Axis powers (and
territories they controlled) in 1942.

As of 1999, the United States has normal
trade relations (e.g. MFN) with all but five
countries, but for several countriesthis
treatment is extended on a conditional
basis (notably China and most of the
states of the former Soviet Union).

12}

Although the height of the tariff wall varied
considerably over time, protectionism was
the principal themein United States trade
policy between the War of 1812 and the
Hawley-Smoot Tariff Act of 1930.

Very few trade-liberalizing agreements were
negotiated during thistime, even fewer
were ratified and their impact was limited by
United States adherence to the conditional
MEN policy (e.g. concessionswould be
extended to third countries only if they
made eguivalent concessions).

(1

Free trade agreements are now in place with
Canada, Israel and Mexico and others are
being negotiated. Preferential programmes
for developing countries were established in
1975 (GSP), 1983 (CBI), 1991 (ATPA) and
2000 (AGOA).

The United States withdrew MFN

treatment from Communist countries (other
than Yugodlavia) in 1951-1952. Trade
sanctions have been imposed on other
countriesfor political reasons.

e

Trade treaties negotiated during the
protectionist period discriminated in favor
of Canada (1854-66), Cuba (1902-61),
Hawaii (1876-1900) and the Philippines
(1898-1974).

Tariff reductions that were negotiated
during 1934-1942 were extended only to
countries that received MFN treatment.
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Table 2.3
Average United States Tariffs on Importsfrom Selected Trading
Partners, 1999

Thousands of current United States dollars and per cent

Country Imports Duties Average Tariff (%)
FTA Partners 317,123,967 711,195 0.22
Canada 198,242,386 116,551 0.06
Mexico 109,018,159 585,806 0.54
|srael 9,863,422 8,838 0.09
ATPA & CBI 29,194,979 890,183 3.05
Dominican Rep. 4,277,548 177,997 4.16
Colombia 5,882,599 56,394 0.96
CostaRica 3,953,546 46,768 1.18
Honduras 2,711,908 154,904 571
Guatemda 2,257,701 186,468 8.26
Peru 1,870,819 58,494 3.13
GSP Countries 132,921,609 4,537,996 341
Thailand 14,296,173 468,498 3.28
Philippines 12,378,710 407,191 3.29
Brazil 11,272,720 277,632 2.46
Indonesia 9,388,910 500,781 5.33
Venezuda 10,390,472 54,057 0.52
India 9,071,531 397,457 4.38
Russian Federation 5,705,835 46,047 0.80
South Africa 3,192,768 32,415 1.01
Chile 2,823,322 18,427 0.65
Argentina 2,570,219 53,286 207
Bangladesh 1,921,835 266,175 13.85
Sri Lanka 1,744,000 247,446 14.19
Non-Preferential 537,565,585 12,252,469 2.28
Japan 130,950,990 2,269,515 173
China 81,522,281 3,388,144 416
Germany 55,386,121 1,028,158 1.86
United Kingdom 38,773,383 439,813 1.13
Taiwan Province of China 35,057,037 1,010,246 2.88
Republic of Korea 31,152,305 913,347 293
France 25,400,399 359,463 142
Italy 22.406,768 869,481 3.88
Mdaysa 21,391,177 247,996 1.16
Singapore 18,119,567 113,055 0.62
Hong Kong, China 10,368,031 863,515 8.33
Denied NTR 629,257 72,675 11.55
Viet Nam 601,863 66,103 10.98
World 1,017,435,397 18,464,518 181

Source: Calculated from United Sates International Trade Commission data.
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The obvious explanation concerns the commodity composition of trade with different partners.
As a generd rule, imports from developing countries tend to be composed of those products that
are dill subject to relativey high tariffs, while imports from indudridized countries (but not the
newly-industridized economies) are more heavily weighted toward items that are subject to low or
zero duties on an NTR basis. Thisis not surprisng when one considers that these are often products
with high labor content and are therefore import-sensitive. Preferentid trade programmes help to
diminish these digparities to a certain degree, but the many product exceptions to these programmes
ensure that most exports from developing countries must till scale an above-average tariff wall.

In short, the process of differentiation has had a more detrimental impact on developing
countries than it has on industridlized countries. The remainder of this report will seek to explain how
that has come about and what the prospects may be for further reductions in United States barriers
to products of interest to developing countries.
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Chapter 3
Theoretical Perspectiveson TradeBarriers

I ntroduction

The preceding chapter summarized the key trends in the development of the United States
trade regime, with an emphasis on the importance of differentiation. While the United States market
is far more open today than it was in decades past, some products are still subject to rdatively high
bariers. These redtrictions fdl more heavily on developing than on indudtridized countries. The
question then arises, what accounts for this pattern? Why are some sectors more heavily protected
from import competition than others?

The author's purpose of this chapter isto lay out the answers that other scholars have given to
this question, discuss the strengths and weaknesses of these theories and to present his own
explanaion. In presenting his own explandaion the author will join a great many andysts who have
sought to mode its determinants. These competing theories are the product of the digtinct
perspectives that are trained on the problem, offered by practitioners of differing disciplines and sub-
fields. The author acknowledges that he will not advance a wholly new theory, dthough some
aspects of his argument are innovative, and readily acknowledges his debt to others who have
previoudy examined thisissue.

The focus of this chapter differs in one key respect from most other andyses. It is concerned
not just with the generd rule of liberaization, but dso with the exceptions to that pattern. To be
useful for present purposes, a theory must answer not only the broad question of whether a country
is open or closed to imports in generd, but must aso put forward an explanaion for why some
sectors are still subject to tariff peaks and other restrictions.

The Array of Theoretical Per spectives

Figure 3.1 illugtrates the generd relationships examined in this chapter. All reasonable andysts
would agree that each of the inditutions or influences shown in the schematic have at least some role
to play in trade policy: The executive cannot negotiate agreements without the approvad of the
legidature, both branches of Government are advised and pressured by civil society and the United
States operates within a globa economy and polity that shape the challenges and opportunities that
the country faces. Where the different schools of thought differ is in the identification of the most
ggnificant geps in this process. To amplify, the principd divison is between exogenous and
endogenous explanations for nationa economic policies. Exogenous theories ook for answversto the
globa economy and digtribution of power, while endogenous theories focus more on the “black
box” of domesgtic palitical and economic developments. The endogenous theories can be further
divided between those who dress the sgnificance of civil society’s demands on policymakers and
those who argue that the policymakers themsalves exercise red discretion in deciding whether and

how to supply policy.
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Figure 3.1

Relationships Between Interested Parties, Policy Institutions,
And the Associated Theories on the Making of United States Trade Policy

The Demand Side: Civil Society S
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“irms and groups representing economic interests (manufactures, ) _
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economic interests (environmentalists, ethnic groups, etc.) Exogenous
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new negotiating authority. trade negotiations. S Istribution o
power
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The Supply YOS | The Supply competitiveness
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Representative ; P
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One st of theories that will not be explored in depth, concern the broader internationa
environment in which trade policy is made. Exogenous trade theory is the biggest of the “big picture”’
perspectives and hence is the least useful for understanding the specific sectord questions that is of
most concern. This branch of theory is the province of internationd political economists and students
of comparative palitics. Their theories hold that a country’s trade policy can be understood primarily
as afunction of externd causes, which may be as prosaic as globa business cycles (Gdlaroti, 1985)
or as profound as a country’s pogtion in the hierarchy of nations (Lake, 1988). Many of the
exogenous gpproaches are variaions on the theory of hegemonic stability, a paradigm that is widely
though not universaly accepted among scholars of internationd politica economy. It asserts that the
openness of the globa economy depends criticaly upon the presence of a hegemonic power that
has both the motive and means to establish aliberd trading order (see Kindleberger, 1973; Krasner,
1976; and Gilpin, 1975, 1987; and [for a dissenting view] Gowa, 1990). This theory suggests that
protectionism is in effect an inferior good and that the margina propensity to consume it declines as
a country’s income and economic competitiveness rises. The United States adoption of a liberd
trade policy in 1934-1945 coincided with its acceptance of hegemonic respongbilities; the declinein
American power since the 1960s has not yet produced a collgpse of the system, but has been
accompanied by a growing number of conflicts. The proponents of this school are far less concerned
with the workings of domegtic palitics than with systemic condgderations. The theory of hegemonic
dability may indeed offer a very useful framework for understanding the relationships between a
hegemon, chdlengers and free riders, while dso highlighting the importance of the hegemon's
economic decling, but it offers little guidance on the treatment that will be granted to specific
industries.

The focus is instead on endogenous theories. These can be divided into theories that focus on
the demand for protection (e.g. the interests of the private sector) and the supply of protection (e.g.
the willingness of date inditutions to satisfy these demands).

Endogenous Tariff Theory: The Demand Side

Some analyses take it for granted that protection is doled out to those who apped for it. The
key question then becomes why industries choose to lobby and what factors contribute to their
success. For example, some contend that geographic concentration facilitates an industry’ s lobbying,
by facilitating their efforts to organize themselves @incus, 1977; Anderson and Baldwin, 1981),
while others hold that geographic disperson strengthens an indudtry by giving it a voice in multiple
condtituencies (Magee, Brock, and Young, 1989); Schonhardt-Bailey (1991) found that both
concentration and deconcentration of interests served to push the United Kingdom toward
liberdization in the mid-nineteenth century.

Economic determiniam is the mogt traditional gpproach to examining trade policy. Thisis a
principa-agent gpproach to explaining legidative behavior, in which policymakers (agents) represent
the interests of their condtituents (principas). The interests of condituents are much more often
expressed in their role as producers rather than as consumers and hence tend to represent intense
rather than diffuse opinion. For example, there are vastly fewer people who produce sugar or other
sweseteners than there are people who consume sweetened products, but producers of sweeteners
are far more active and successful lobbyigts than are sugar consumers. Congtituents are assumed to
be less interested in the nationd implications of a policy than in the purdy loca costs and benefits
that it might entail. Agents who fall to deliver the goods may soon find themselves out of a job, as
principals will exercise eectord retribution upon them. This school of andyss dates a least to Adam
Smith's declaration that the monopolies in favor of trade restrictions had become “like an overgrown
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amy” that “upon many occasons intimidate the legidature”> Smith was so certain that these
interests were politicaly invincible that “[t]o expect ... that the freedom of trade should ever be
entirely restored in Great Britain, is as absurd as to expect that an Oceana or Utopia should ever be
established init.”16

E.E. Schattschneider’s account of how the Hawley-Smoot bill was drafted remains the classic
gpplication of the parochid school to United States trade politics. Arguing that “the nature of public
policy is the result of ‘effective demands upon the Government” by organized interest groups
(1935: 4), he found that congressona committees Ieft the initigtive to organized interests and
protectionist industries took full advantage of the opportunity to demand tariffs. Opponents of these
rent-seeking proposals were scarce and the few who spoke up were ether neutralized or ignored.
Consumers were not organized and importers were powerless for “ nationalism makes men willing to
bear the burdens imposed by the tariff because it makes private interests seem public’ (1935: 161).
The only sgnificant antagonists were the intermediate processors of commodities, who would
oppose import duties if they raised the cost of production. Their protests were often stifled through
“[tlhe smple device of giving the manufacturing consumer of raw materids and semi-finished
materids a bonus in the form of compensatory duties’ (ibid.: 144-145). This pattern of “reciprocal
noninterference” not only produced pressure for higher tariffs across-the-board, but ensured the
Sability of the protective edifice.

What Schattschneider did not gppreciate was the sgnificance of the changes that were being
made in United States policy even as his study went to press. Like Adam Smith, he was so certain
of the system’s permanence that he despaired of any serious chdlenge to it. “The very tendencies
that have made the legidation bad have made it paliticaly invincible,” he wrote and saw no prospect
that countervailing forces could “reverse the policy and bring about a return to a system of low tariffs
or freetrade’ (ibid.: 283). The fact that Schattschneider’ s book was published a year after passage
of the RTAA naturdly made it ssem more a quaint remembrance of a bygone time than an accurate
portraya of contemporary policymaking. The parochid explanation is in fact more often used to
study historical cases rather than to assess current policy. Severa empiricists have reached smilar
findingsin therr examinations of the sectord influences on congressiond tariff palitics in the nineteenth
and early twentieth centuries. Fincus (1977) found this to be true for the 1820s, for example, when
Congress made decisons largely on the basis of the demands it heard (which in turn were made by
those industries that were capable of overcoming the free-rider problem). When Lavergne examined
the demands of interest groups and actua United States tariff levels during the 1930s to the 1980s,
however, he found “little direct evidence to support the widespread pressure-group explanation of
the Structure of protection” (1983: 183).

Endogenous Tariff Theory: The Supply Side

While those who focus on the demand side tend to stress civil society as the “prime mover” in
policymaking, supply-sde theories view legidators and negotiators as policymakers in ther own
right. They do not merely act upon the orders of the private sector, but also pursue other economic,
diplomatic and security objectives. These pressures tend to counteract the demands of industries,
and militate in favor of a more open palicy.

Supply-side models can be further divided between the forma and the empirica gpproaches.
Forma models, in which decision-makers are represented by abstractions, are particularly popular

15 The Wealth of Nations Book 1V, Chapter I1.
16 |bid.



Residual Protection 25

among economids. They have sought to answer such questions as why Governments might
“irrationdly” impose import redrictions (Johnson, 1965) or whether smal firms enjoy specid
advantages in obtaining protection (Mayer, 1984). These studies help to clarify the nature of choices
that Governments make, but they tend to assume rather than explain how policymakers make
decisons. This is particularly true of those forma models that treat the Sate as an undifferentiated
entity. In the manner of Downs (1957), forma modders often assume away any digtinctions
between the executive and legidative branches, even some empirica studies follow this practice
(Dedtler and Oddll, 1987; Gallaroti, 1985).

The focus here is more gppropriately directed toward empirical udies, in which analysts seek
to explain the actud behavior of policymakers. Mogt theories that fal in this category take for
granted that the executive branch will generdly favor open markets, both for economic and for
political reasons and seek indtead to explain the postions adopted by the legidative branch. In
particular, these theories atempt to determine why Congress has delegated authority to the
executive since the 1930s and why it has not reversed decades of trade-liberalizing negotiations.
Why have legidators dedt with trade policy so differently after Hawley-Smoot than they did in the
first 150 years of United States history?

One theory rests on the natural dominance of the executive branch in foreign policy. This school
of thought was introduced in the early 1960s. Bauer, Pool and Dexter (1963) argued that the RTAA
effectively transformed trade policy into foreign policy. Liberd trade initiatives were an important
component of Cold War internationadism, displacing the discredited policies of isolationism and
protectionism. Lowi then crystallized this thesis by declaring that the outcome of a policy debate will
depend “upon whose definition of the Stuation prevailed. If tariff protection is an instrument of
foreign policy and generd regulation for international purposes, the anti- protectionists win; if the
traditiond definition of tariff as an ad to 100,000 individud firms prevails, then the protectionists
win” (1963: 682-683). Pastor (1980) and Destler (1992) incorporated smilar arguments in their
andyses of congressond trade palitics.

There are severd problems with the foreign-policy explanation. To begin with, one can
serioudy question the underlying assumption that Congress is entirely uninterested in foreign policy.
Members of Congress have repeatedly proven their willingness and ability to influence nearly dl
meatters of foreign policy, including arees such as security and inteligence where the “naturd”
advantages of the executive are even greater than is the case for trade policy (Franck and
Weishand, 1979). Yet another problem with this explanation is that it is based on an outdated
understanding of indtitutional respongbilities and resources. Some of the more prominent examples
of this school were written during or just after the 1950s, a a time when the legidative branch was
manifestly unprepared to play an important role in a dynamic foreign policy. The resources available
to Congress and the reationship between Capitol Hill and the executive trade agencies, changed
radically in the 1960s and 1970s. The United States experience in Viet Nam led many legidators to
conclude that the executive branch should not be given too free a hand in the conduct of foreign
policy. Moreover, the organization of the executive branch changed radicdly after these studies
were written. The State Department had indeed held principa respongbility for trade policy snce
1934 and had frequently (in an oft-repested congressond complaint) treated commercia
congderations as “the handmaiden of foreign policy,” but Congress changed dl of thisin 1962. The
establishment of the Specia Trade Representative (now the Office of the United States Trade
Representative, or USTR) was intended to ensure that decisions on trade were made principaly for
economic and not diplomatic reasons.
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Another variation on supply-side theory stresses the importance of ideology as a check upon
parochidiam. Liberd economic ideas have become so widdy accepted in policymaking cirdes, it is
argued, that legidators will not serioudy congder a return to preNew Ded policies. Like the
foregn-policy explanation, the ideologica argument rests on an assumption tha the date is not
merely a captive of private interests. Policymakers are thought to have strong senses of what
condtitutes correct public policy and believe it is their duty to execute such a policy even in the face
of contrary pressure from specid interests. Those who stress the importance of ideology often point
to the Hawley-Smoot experience as a learning experience in the inditutiond life of Congress. Only
the most hardheaded legidators could fail to recognize the disastrous consequences of this law, it is
argued, which transformed the very term “protectionist” from a respectable badge into an epithet.
The mogt widely-read contribution to this “stop me before | kill again” school of legidative andyss
was Bauer, Pool and Dexter’s examination of trade palitics in the 1950s. “Responsibility brings with
it intolerable pressure,” they found, with legidators concluding that “[t]he power to dole out favors
to industry is not worth the price of having to beat off and placate the ingstent pless of petitioners’
(1963: 37). Dedtler (1992) smilarly contended that Congress fashioned a trade system that protects
the indtitution from itsdlf.

The ideologica argument takes two different forms. One suggests that liberd trade ideas are
essentidly complementary to the pressures brought by pro-trade industries, and thus serve to
reinforce - but not to create - the environment in favor of continued openness. Destler and Odell’s
andyss of anti-protectionist forces in the 1980s offered a good example of such modest clams.
They argued that ideologicaly-inspired policymakers preferred open to closed markets and
welcomed the lobbying of pro-trade interests because “[p]ublic evidence that protection would hurt
other citizens gives liberd-leaning leaders politica support they fed they need % to deny or water
down the request” to impose redtrictions on imports (1987: 101). A few andysts suggest that ideas
have much greater persuasive force and can match or even beat economic interests. Goldgtein is the
most prominent advocate of this view. In an impressvely detailed examination of United States trade
debates in the nineteenth and twentieth centuries, she found evidence to support the contention that
“idess ... become predictors of the direction of policy at least as powerful as are smple calculations
of interest” (1993: 3). Under this interpretation, protectionist policies represent not merely the
policymaker’s falure to recognize the superior benefits of economic liberdism, but are instead the
manifestation of a competing philosophy of public policy.

The ideologica argument encounters serious problems in explaining the higtorica sequence of
events. The unchanging nature of liberd trade ideology undermines the conclusion that idess are
powerful. If ideology per seisinfluentid, why doesiit take so long to take root? Smith, Ricardo, and
Mill developed the centrd tenets of the free-trade doctrine in the late eighteenth and early nineteenth
centuries and severd of the founding fathers were well-acquainted with Smith’s views on trade. Why
then did the United States wait until the mid-twentieth century before making an gpparently firm
commitment to free trade? “Intellectud traditions take hold,” according to Goldstein (1986: 164),
“a@ moments when prevailing andysis is shown to be deficient.” If policymakers in the 1930s came
to associate protection with depression, why had their predecessors not reached a smilar conclusion
a the turn of the century? The tariff acts of 1890 and 1909 were each connected with economic
downturns and by Republican losses in the eections of 1892 and 1910. In each instance, “there was
virtualy no other question than the tariff on which the parties divided” (Taussig, 1935: 409; see a0
Stanwood, 1903: 294). Were the legidators of the 1930s more receptive to an ideologica appedl,
or was something else a work?
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These arguments should not be taken to mean that the author dismisses dtogether the assertion
that ideas matter to legidators and other policymakers. The author does indeed believe that ideology
plays some role in the thinking of legidators and certainly offers guidance and inspiration to many
officids in the executive branch of Government, but that ideas have a very limited power to defeat
proposas that are popular in the congtituency.

A Modified Demand-Side Theory of Residual Protection

It is the author's contention that the oldest explanation for a country’s policy orientation remains
the most persuasive, but that it must be updated in severa respects. Despite the fact that both Adam
Smith and E.E. Schattschneider failed to see that their respective countries were each about to
adopt more liberd policies on trade, both of them were correct in their emphasis on the importance
of private interests in the making of public policy. Neverthdess each of them faled, by
underestimating the ability of pro-trade industries to counter-baance the demands of protection-
seeking indudries. By examining indudtries political interests we can best understand both the
generd rule of liberdization and the many exceptionsto it.

The congressona delegation of authority to the president in 1934, as wdl as the many
reiterations of this decison in the decades that followed, gppears to contradict the assertion that
legidators are in the pockets of locd, protection-seeking indudtries. It is a mistake, however, to
equate parochidism with protectionism. The essence of parochidism is the sarvicing of locd
interests, irrespective of whether those interests seek protection from imports, expanson into foreign
markets, or some different am atogether. While protectionism is much less in evidence today than it
was in 1930, parochidiam is just as prevdent. Parochid concerns ill play a greeter role in
policymakers trade decisions than do consderations of foreign policy or ideology and legidators
continue to harvest particularistic benefits on behdf of therr condtituents. The parochid explanation
nevertheless requires some updating in order to understand the broader array of benefits that are
now avalable, the new means through which legidators obtain them and the consequences for the
United States and its trading partners.

What has changed is not the desire to serve locd interests, but the composition of industries
that seek favors from legidators and the types of benefits that they desire. Lavmakers today are a
least as interested in aiding export-dependent industries as they are in asssting the indudtries that
face import competition. The influence of exporters is double-edged: while they form an effective
counterweight to protectionist industries when Congress debates trade proposals, they can adso
make demands of their own that depart from liberd norms. These include retaliation-based
reciprocity laws, export subsdies and other interventionist instruments. Moreover, trade-related
policy instruments are not the only options a hand; alegidator might dternatively or additionaly help
the industry with tax breaks, government purchases or other forms of aid.1’ The fact that Congress
has given up effective control over the tariff schedule does not mean that parochidism is deed, any
more than civil service reform and the decline of the spoils system has prevented legidators from
delivering particularigtic benefits through the steering of domestic spending.

17 Many of the benefits that had once been bestowed by manipulating the tariff schedule are now granted
through other policy instruments that are not related to trade. Kemp (1988) found that tariffs accounted for thirty-
one per cent of the industry-protective laws enacted during 1861-1895, and twenty-one per cent of those passed
in 1896-1932; by 1933-1968, they amounted to just one per cent of the total. The tax code is perhaps the most
useful instrument available to legislators, who can also assist constituents by manipulating regulatory
provisions, government contracts, price supports, |oan guarantees and other mechanisms.
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A growing number of analysts have adopted this view and have adapted Schattschneider’s
assumptions and perspectives to modern circumstances. See for example Kurth (1979), Ferguson
(1984), Destler and Odell (1987), and Milner (1988). Severd have tested the influence of such
indudtries in contemporary trade votes, especidly in the early 1980s (Badwin, 1985; Coughlin,
1985; Marks and McArthur, 1990; Tosini and Tower, 1987; Harper and Aldrich, 1991).

The influence of indudtries is quite explicitly recognized in the dsructure of the United States
trade policymaking process. Civil society - which includes but is not limited to what is commonly
cdled the “private sector” - plays a very important role in the development of foreign economic
policy. Both the executive and the legidative branches of the United States Government rely upon
firms, industry associations, labor unions, environmental organizations, think tanks and other
segments of civil society to provide information and advice. Some of these groups are aso important
sources of political pressure and campaign contributions. The lines of communication and influence
from civil society to Government are reinforced by a series of laws and practices that encourage
groups to participate fully in the policymaking process. Through both forma and informa channels,
United States negotiators actively seek advice from the private sector. Negotiators consult closdy
with industries before and during the negotiations, to ensure that sengtive domestic indudtries are not
harmed and that important foreign barriers are targeted for remova or reduction. The consultative
procedures that they devised changed little in the ensuing decades.1® One avenue is the network of
advisory committees that have existed for decades, in which dl manner of industries and other
groups are represented in bodies that are given briefings on the progress of negotiations and advise
the USTR on what should be sought. Negotiators aso solicit advice by publishing forma requests
for comment before and after negotiations and civil society’s views are indirectly expressed to
negotiators through the advice they receive from members of Congress and the United States
Internationa Trade Commission.

Evolving Per spectives of United States I ndustries

The interests of indudtries, both individudly and collectively, should not be viewed in Satic
terms. When examining the political economy of United States trade policy, one must aso take into
account the evolving perspectives of indudtries.

A country with an efficient process of “credtive destruction” could theoreticdly sugtain a
permanent free-trade orientation, with few or no exceptions for specific indudtries.  Schumpeter
(1936) believed that a combination of entrepreneuria innovation and periodic depressions provided
just such an engine of progress. A red free-trading country would regularly produce a new crop of
innovators, while firms that lost their competitiveness would ether find new lines of work or be
swept away when the business cycle swung downward. The survivors favor open markets. This
Dawinian optimism is chdlenged, however, if firms and workers in a dedining indudry refuse to go
quietly into that good night. Old firms and their workers do not aways conveniently disappear or get
reabsorbed into the economy, but instead seek ways to keep dive even after they pass thelr prime.
Senescence is asimportant a stage as are infancy and youth, both for individua industries and for the
economy asawhole.

Many authors recognize the importance of the product cycle as a dynamic eement in economic
policy debates. Researchers commonly classify politicaly-active industries as either protectionists or

18 From the start of the RTAA period, trade negotiators have been careful to solicit the views of Government
agencies, industry groups and firms. For a description of the procedures followed in the 1930s, see Sayre (1939);
see also Kreider (1943) for a case study. The modern equivalent is summarized in Office of the United States
Trade Representative (1981).
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free-traders, depending on their levels of competitivenessin domestic and foreign markets. Vernon's
product-cycle moddl suggested that an industry’s policy preferences evolve as its competitiveness
rises and fals. He summarized the product-cycle theory asfollows (1971 66):

To begin with, United States-controlled enterprises generate new products and processes
in response to the high per capita income and the relative availability of productive factors in
the United States; they introduce these products or processes abroad through exports, when
their export position is threatened they establish overseas subsidiaries to exploit what remains
of their advantage; they retain their oligopolistic advantage for a period of time, then lose it as
the basis for the original lead is completely eroded.

(See dso Kurth, 1979). The implications of this modd, which predates but complements the theory
of hegemonic gability, is that a country’s willingness to establish or maintain an open market will
depend criticdly upon the digribution of industries aong these stages of the product cycle. A
country in which very young or very old industries predominate is less likely to support an open
market than one that abounds with world-class competitors.

This framework offers a useful sarting point for examining the trgectory of an industry and its
policy preferences, but it merits further eaboration to account for the varying paths that might be
taken. The author's verson of the cycle isillugtrated in Figure 3.2, which offers some variations on
Vernon's modd and emphasizes an industry’ s preferences in trade rather than investment. The table
is of course a deliberate smplification. Not al indugtries will follow dong the entire path, dl of the
firmsin an industry will not necessarily be in the same stage a the same time and it is not inevitable
that every industry douch towards decrepitude and disappearance. These stages nevertheless
provide andytically useful digtinctions

The digtinctions between indudtries in stages 2, 3 and 4A are particularly important. Each one
of these stages might be deemed “pro-trade,” but they favor different emphases in both the
objectives and form of trade agreements. Only the stage 3A indudtry is the pure free-trader, as this
term is generally used. Industries in stages 2, 3B and 4A each take a more qualified approach to
open markets and may be reluctant to support universd MFN. An industry’s most critica choice
comes in the fourth stage, when it must choose between retreat into the domestic market or
relocation of its production offshore. The initid decison to invest overseas might have been made in
an earlier stage, prompted by such diverse objectives as gaining or maintaining access to alarge and
protected foreign market, taking advantage of lower wage rates and less redtrictive regulatory
environments, or reducing trangportation costs. When an industry’s competitiveness declines,
however, it could decide to shift most or dl of its production offshore. Those firms that become
multinationa producers (stage 4A) acquire interests and preferences very different from those that
do not (stage 4B). A multinationa producer will be much more favorably disposed toward open
markets than a“mature’” domestic industry, but will not inevitably be a paragon of free-trade purism.
These producers may percelve a strong incentive to support discriminatory options, especidly if they
create sanctuary markets at home or abroad. Those post-competitive industries that remain a home
will often oppose any further reductions in trade barriers and may indeed support the erection of
New Ones.
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Figure 3.2

Varying Pathsin the Product Cycle and an Industry’s Policy Preferences

Stage 1: Infant Industry

Theindustry will theoretically seek protection from import
competition and may favor the free importation of raw materials and
capital goods, but in actual practiceit isunlikely to have sufficient
political influence to change Government policy (unlessitis
deliberately created and fostered by the state).

v

to achieve this objective.

Stage 2. Emerging Exporter

Theindustry will seek the reduction of foreign barriersto its own
exports. It may be willing to support reduction of the home country’s
import barriers (especially in industries other than its own) in order

¥

Stage 3A: Dominant Exporter

Theindustry is highly competitive and
enjoys a dominant position in markets that
are open to exports.

It will favor the reduction or elimination of
all foreign barriersto trade, even if this
means reducing or eliminating home-
country barriersin its own industry.

h}
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Stage 3B: Competitive Exporter

The industry competes with foreign
producers in the home market and in third-
country markets. It favors reduction or
elimination of all foreign barriersto trade, but
not necessarily the reduction of home-
country barriers. It may prefer the use of
“reciprocity” laws over the negotiation of
mutually liberalizing agreements, and favor
discriminatory over multilateral agreements.

N

v

Stage 4A: Multinational Producer

In response to declining competitiveness,
the industry moves some or al of its
production off-shore. It will demand
elimination of home-country barriersto
imports of its foreign-produced goods,
which may mean favoring discriminatory
programmes or agreements over multilateral
liberalization.

Theindustry is particularly susceptible to
internal divisions at this stage, with its
workers and less competitive producers
staying in stage 4B.

Stage 4B: Post-Competitive Domestic

Theindustry isno longer competitivein
export markets and will concentrate on
maintaining market share at home. This may
entail areturn to the protectionist orientation
that it professed ininfancy.

v

Stage 5: Disappear ance

A post-competitive industry may loseits
battle with foreign competitors, and even a
competitive multinational producer can be
eliminated by shifting consumer preferences
or changes in technol ogy.
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It must be stressed this figure summarizes the preferences of an industry’s management and
ownership rather than its workers. As a generd rule, the interests of labor and management are
congruent on trade (if not other matters) in stages 1 through 3. Workers are just as eager as their
employers to obtain protection when the industry is young and to penetrate foreign markets when it is
vigorous, but this community of interests will be chalenged as an industry faces decline. An industry that
enters stage 4B will continue to hold preferences that till coincide with those of its workers (e.g. both
labor and management will prefer closed markets). By contradt, labor-management relaions in a stage
4A industry are bound to be problematic. Capitd may move easly across borders, but workers in a
declining indugtry often see no dternative to the adoption of protectionist positions.

How Industrial Transtions Encourage Discrimination: Two Examples

A few examples sarve to illudrate how these stages affect the interests of industries. Here we
briefly examine the experiences of the automotive and appardl indudtries as they passed through the
various stages. The examples of the leather products and fruit juice industries are explored in much
greater depth in the chapters that follow.

The United States automotive industry has experienced every stage but disgppearance. The
policies thet it has promoted adong the way and that the Government has usudly granted, follow the
pattern suggested in Figure 3.2. The industry sought and obtained protection from imports when it was
dill initsinfancy (stage 1). The acts of 1897 and 1909 imposed a high tariff of 45 per cent ad valorem
on automobiles. The industry’s outlook changed as it came to dominate globa markets. Even though the
Fordney-McCumber Tariff Act of 1922 and the Hawley-Smoot Tariff Act of 1930 were both
protectionist instruments, they saw reductions in automobile tariffs to 25 per cent and 10 per cent,
repectively. The automotive industry then became a core member of the freetrade lobby. The
producers supported the extension of tariff-negotiating authority to the president in 1934, as well as the
many renewds of this authority in the decades to come. Through the 1960s, this was a stage 3A
indugtry that sought reductions in foreign barriers, and was quite willing to see United States tariffs
reduced in pursuit of that objective.

The industry adopted a more cautious gpproach in the 1970s, when the risng price of oil led
consumers to favor imports of more fud-efficient cars from Japan and e sewhere. By the late 1970s and
early 1980s, United States car companies were in serious danger of entering stage 4B. Their support for
mandatory “domestic content” and other protectionist initiatives was clear evidence of this trangtion.
Apart from convincing Japan to impaose voluntary export restraints - a “grey area measure” that was
permissible under GATT but would now violate the Stricter rules of the WTO - those efforts failed. The
United States producers (but not their associated labor unions) moved instead into stage 4A, expanding
what hed dready been highly globaized operations. This did not mean returning fully to the advocacy of
free trade, but instead led them to support a more discriminatory (and therefore manipulable) gpproach.

The evolving preferences of this industry have played a mgor role in the changing United States
policy towards discriminatory trade agreements. Three sequentiad North American trade agreements
were driven in large measure by the automotive firms objective of establishing a regiond sanctuary
market. The first step in this direction and indeed the firs mgjor move toward a discriminatory policy,
was the AutoPact negotiated with Canada in 1965. This was followed by the United States-Canada
Free Trade Agreement (CFTA) in 1988 and the North American Free Trade Agreement (NAFTA) in
1993. Each successve agreement further manipulated the rules to regtrict trade from non-participating
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countries. The AutoPact operated on the basis of negotiated production quotas and some plants
operated by non-North American producers did join between the mid-1960s and the mid-1980s. The
CFTA froze company membership in the AutoPact as of 1989 and required that vehicles contain 50 per
cent North American content in order to benefit from duty-free trestment. NAFTA rules of origin raised
the required level of regiond content in stages, reaching 60-62.5 per cent (depending on the type of
vehicle) in 2002. The net result of these progressively tighter rules is that Japanese, European and other
automotive “trangplants” in North America face serious obstacles to participation in NAFTA, while
their home-country exports continue to face barriers to each of the North American markets. The Big
Three firms were enthusiastic supporters of both the CFTA and NAFTA, but blocked multilateral
reduction of United States barriers in the Uruguay Round. As the modd predicts, the United Auto
Workers opposed dl three initiatives and remains a strong opponent of trade-liberdizing initiatives.

These successive agreements have prompted a Sgnificant reordering of trade flows in automotive
products. As of 1999, Canada was by far the largest United States trading partner in this sector and
Mexico came in third behind Jgpan. Trade with these neighboring countries is much more beneficid for
the United States industry than are imports from Japan. Taken together, the United States exported 53
cents worth of automotive products to its two North American partners for every dollar worth of
automotive products thet it imported from them. By comparison, every dollar worth of automotive
imports from Japan was maiched by just 5 cents worth of automotive exports. These comparisons may
mean to little to free-traders, for whom market shares should be determined solely by market forces,
but they have great persuasive power for neo-mercantilists in Government and industry.

Preferentid trade programmes can be just as readily manipulated as FTAS for the benefit of stage
4A indudtries, or even to encourage firms to make an orderly trangtion from stage 4B to 4A. This is
illustrated by the experience with the CBI, the AGOA and a new “outward processng” programme,
each of which is designed to encourage co-production of appardl between United States manufacturers
and firms outside of Ada. In s0 doing, they help to retain a sgnificant share of United States vaue in the
finished product.

The Reagan, Bush and Clinton administrations have each employed preferentiad  programmes in
order to encourage co-production in the textile and apparel sector. These programmes are based both
on foreign policy gods (e.g. extending assistance to favored countries and regions) and on the economic
objective of easing the decline of a nationd industry. The United States cannot economicaly preserve a
large textile and gppard sector, but segments of thisindustry could survive and even thrive by taking full
advantage of lower labor costs in offshore facilities. One underpinning of this policy is a direct
relationship between the degree of preferentia trestment that is extended to a trading partner and the
requisite level of United States content in the imported merchandise. In ordinary (non-preferentia)
imports of gppardl, agarment’s country of origin isthe one in which the item was assembled. In order to
benefit from apreferential programme or agreement, a garment must meet much gricter Rules of Origins
(ROOs) that require the inclusion of United States materids.

The first step toward this policy came with the Reagan adminigration’s CBI. The origind tariff
preferences of the CBI did not cover textile and apparel products - Congress would not have approved
such a proposa in the early 1980s - but the Reagan administration instead developed a “ special access
programme’ based on preferentiad quota treatment. The programme has offered virtudly quota-free
access to the apparel market for Centra American and Caribbean exports if a garment is made from
fabric that iswoven and cut in the United States. This gpproach was taken a step further when the Bush



Residual Protection 33

adminigration negotiated NAFTA. In order to benefit from this agreement’s quota- and duty-free
access, products are varioudy subject to ether a “yarn-forward” rule (e.g. the yarn must be spun in a
NAFTA country) or a “fiber-forward” rule (e.g. the raw materid from which the fabric is made must
originate in a NAFTA country). The degree of required North American content is specified for each
product.

The data reviewed in Table 3.1 show that these programmes have had the intended effect. Asan
producers were the dominant suppliers to the United States market a decade ago, but ten years of
preferentid trestment have adlowed the Americas to take first place in overdl trade. Imports from Ada
till exceed those from the Western Hemisphere, but they are growing a a much dower rate. Moreover,
for every dollar worth of textile and appard products imported from countries in the Western
Hemisphere in 1999, the United States exported to them 55 cents worth of products in this sector
(including fabric, partiad made-ups and finished goods). By contrast, the United States exported just 4
cents worth of product to Asiafor every dollar worth of textiles and gpparel imported from that region.

Textile and appard trade policy is now being remade in anticipation of a quota-free market. The
Uruguay Round agreements set a ten-year schedule for eimination of the import quotas that were
permitted under the Multifiber Arrangement. However, tariffs will dill be quite high and will thus
continue to offer an opportunity for market manipulation through discriminatory  programmes. Tariff
preferences are now being extended to sdlected United States trading partners, for precisdy the same
reason that quota preferences were extended in the mid-1980s.

The aforementioned TDA expands the preferentia treatment extended under the CBI and creates
new preferences for sub-Saharan African countries. Neither of these programmes were easily enacted:
The expanded CBI preferences were subject to a seven-year legidative battle and it took three years
for the Clinton adminigtration to win congressona approva for the African programme. In both cases,
the debate in Congress centered not so much the concept of preferences as it did on the specific terms
by which they would be extended. Countries in the Caribbean Basin had sought “NAFTA parity” ever
snce Mexico won duty- and quota-free access to the United States market, but this goal was long
blocked by a dispute within the United States industry. Stage 4A appare producers favored the
expangon of preferential access for their offshore production, but stage 4B textile manufacturers inssted
on even gricter ROOs that would require the incorporation of more United States materias. After years
of confrontation and bargaining, these two indudtries and their legidative dlies struck acompromise. The
law provides for duty- and quota-free benefits to apparel made in CBI countries, but generdly requires
(with certain exceptions)!? that the garments be made from United States yarn or fabric. Smilarly, the
new African preferences offer a textbook example of how stage 4A indudtries (though not their
domestic workers) can convince Congress to manipulate ROOs for their benefit. Duty- and quota-free
trestment for appard imported from Africa is generdly limited to garments made with United States
fabric and yarns, dthough limited preferences are provided for certain products not meseting this
description.20

19 The law also provides for limited benefits for apparel made with fabric produced in the region, under specified
conditions. Knit apparel made in CBI countries from regional fabric will receive duty-free, quota-free benefitsup to a
cap of 250 million square metre equivalents (a cap that will grow in succeeding years). Other provisions allow special
treatment for specified products such as T-shirts and brassieres.

20 some provisions alow for preferential imports of products that do not incorporate United States fabric.
Preferential treatment can be extended to products made with yarns or fibers that are not available either in the United
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Table 3.1
United States Textile and Apparel Trade, 1990-1999

In millions of current dollars and per cent

1990 1999 Per cent Change

Imports  Exports Balance Share Imports Exports Balance Share Imports  Exports

Americas 4,752 3625  -1127 220% 27504 15057 -12447 499% 4788%  3154%
Asia 21,908 1030 -20878 601% 35964 1389 -34575 438%  64.2% 34.9%
Rest of World 4,975 1868  -3107 17.9% 4,761 52 4219 62% -4.3% -71.0%
Total 31,635 6523 -25112 1000% 68229 16983 -51,241 1000% 1157%  160.4%

Source: Calculated fromdata in the United States International Trade Commission’strade database.
“Share” isdefined asaregion’s share of total United States textile and apparel trade (e.g. exports plusimports).
Composed of trade classified under codes 22 and 23 of the Standard Industrial Classification system.

Other recent developments in United States policy are smilarly designed to help the domestic
industry keep a share of the value-added in imported apparel. Consider for example the new “outward-
processing programme’ that applies to imports from the former Yugodav Republic of Macedonia and
Romania (and could be extended to others as well). Under the terms of this programme and associated
bilateral agreements, the beneficiary countries are exempt from quota limitations on certain categories of
gppard, but only if the products are either assembled of fabrics formed and cut in the United States, or
manufactured of fabric formed in the United States.

Once the textile and apparel quotas are phased out, access to the United States market is likely to
be dominated by two groups of countries: those favored trading partnersin the Americas and Africathat
will enjoy duty-free access, and the Asan producers that benefit from greater efficiencies and
economies of scale. Third countries, especialy “quota babies’ that continue to benefit from the MFA
regtrictions, can expect to see their share of the market dwindle or even disgppear. As for the United
States industry, much depends on whether the current strategy dlows it to maintain profitability in stage
4A. If it can, further liberdization of the United States market is likely to be redtricted to regiond
initiatives. The full and nondiscriminatory liberdization of the United States textile and appard market is
unlikely to be achieved unless the domegtic industry findly disgppears atogether (sage 5).

Further examples could be cited to illustrate the process, but the essentid pattern is smple enough.
Shifts in trade barriers tend to follow the evolution of industries and can ether remain high, fdl, or be
reduced on a discriminatory basis according to the interests of those industries. When viewed at the
wholede leve, these changes help to explan why the United States moved from nondiscriminatory

States or Africa or apparel made from cashmere or silk yarns. The bill limits duty-free access to the United States
market for African apparel made with African fabric or yarn, subject to a cap of 1.5 per cent to 3.5 per cent of overall
United States global apparel imports over eight years. Finally, a special provision will allow countries with an annual
per capitaincome below $1,500 to use third-country fabric in African-made apparel for four years.
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protection (1816-1930) to discriminatory liberdization (1934-1942), and from nondiscriminatory
liberdization (dnce 1942) to the adoption of a growing number of discriminatory agreements and
programmes since the mid-1960s. When viewed at the retall level, these changes help to explain the
specific levels of protection that individua industries seek and the gpproaches that they take to FTAS,
reciprocity laws and other instruments of discrimination. The three chapters that follow take such aretall
view, by examining the experiences of the legther, fruit juice and maritime services indudtries.
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Chapter 4
Voting with their Feet:
Congressand the Leather ProductsIndustry

I ntroduction

This chapter examines the development and current status of United States policy toward trade in
leather products generdly and lesther footwear in particular. As can be seen from the datain Table 4.1,
footwear currently accounts for more than two-thirds of United States leather products imports.

The principa objective here is to illugtrate two key points in the political economy of United States
trade policy. One concerns the extent to which Congress continues to exert its influence over trade,
despite the fact thet it delegated authority to the executive branch in the 1930s and has not subsequently
reclamed its preeminence in this fied. Congress st relatively low levels of protection for lesther
products in the Hawley-Smoot Tariff Act of 1930 - at least by comparison with other sectors - but in
later decades the legidature worked with industry to maintain and expand protection from imports. The
second objective is to demondtrate the dynamic nature of an industry’s demands. The leather products
industry has passed through three distinct stages in the product cycle since the 1930s and each transition
has been accompanied by shiftsin its policy preferences. The industry was once a competitive, stage 3B
producer that was interested primarily in gaining access to foreign markets. This position eroded in the
decades after the Second World War, as the industry entered stage 4B and sought protection from
imports. The leather products industry is now in the process of yet another trangtion, with growing
shares of its production being moved offshore. As the theory in Chapter 3 predicts, this trangtion to
stage 4A - which is gtill underway - has been accompanied by the adoption of amore liberd orientation.
Theindudry inits entirety cannot yet be fully counted in the free-trade camp, a atime when some of the
dage 4B holdovers are Hill fighting a rearguard baitle for protection from imports, but the writing
appears to be on the wall. Except for a few high-end and niche markets, demand for footwear in the
United States will soon befilled entirely by imports. Most of the remaining United States producers face
a choice between outsourcing and disappearance. In short, much of the United States footwear industry
has voted with its feet and is now abandoning alosng fight for protection.

The andysis tha follows has two very practicd implications. One is that United States trading
partners may encounter less opposition in the future to initiatives that would reduce or eiminate the
remaning “pesk” tariffs in this sector. The other is that this liberdization will not necessaily be
accomplished on a nondiscriminatory basis. Several segments of the United States industry are more
favorably disposed toward initiatives that are based on regiona preferences, such as the CBI and the
Free Trade Area of the Americas (FTAA), than they are toward multilaterd liberdization. The regiona
gpproaches provide greater opportunities for production-sharing and other means of retaining larger
shares of value-added in the domestic operations.
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Table4.1

United States Imports of Leather Products, 1998

Thousands of current UNITED STATESdollars and percentages

Product

SIC Category

China

[taly

Brazil

Indonesia
Thailand
Mexico

Span
Philippines

Rep. of Korea
Taiwan Province
of China

United Kingdom
India

Canada
Dominican Rep.
Portugal
Subtotal

All other
Totd
Share

Source: Calculated from United States International Trade Commission data.

Footwear

314

5,171,628
1,070,421
1,002,210
492,994
241,827
250,848
378,597
65,871
127,515
83,882

230,034
82,968
62,460
61,482
69,537

11978
466,901
9,859,175
68.9%

Gloves

315

215,598
8,397

0

4,146
20
11,39%
0
11,055
426
128

513
9,645
1954

0

103

1058
20,791
284,172
2.0%

Luggage Handbag

316

1,022,892
30,612
141
81,816
259,343
133,855
1,855
240,712
135,016
167,165

0
46,484
24,338
30,421

53

504
288,521
2,463,224
17.2%

S
317

936,195
214,248
1,497
17,257
5425
20,931
13,654
5,554
24,809
9,361

4,058
60,896
10,206

3,660

16

679
174,923
1,502,690
10.5%

Other

319

34,441
8,729
2,552

241
2,630

31811
1,088
1,000
2,161

15,549

15,295
12,208
12,727
788
29

1556
53,804
195,053
1.4%

Total

31

4138
2738
1193

241
1684
4286
1612
2514
1573
13%4

3410
274
788
201

15775
1,004,940
3629
100.0%

37

Share

51.6%
9.3%
7.0%
4.2%
3.6%
3.1%
2.8%
2.3%
2.0%
1.9%

1.7%
1.5%
0.8%
0.7%
0.5%

93.0%
7.0%
100.0%

While the end of the story appears to be in Sght, that outcome did not gppear inevitable until
relatively recently. The story relayed in this chapter offers a very interesting and useful case sudy in the
evolution of an industry and the options that it may employ in its response to a chalenge from imports.

One point stressed throughout this chapter is the importance of the Senate to the industry. This
upper chamber of Congress has usudly been a more friendly place to leather and footwear interests
than the House of Representatives, due in large part to the high-powered representation of the reatively
gmal but footwear-producing states such as Maine and Missouri.2 Among the more active and

21 All states have two senators, irrespective of their size, a fact that gives smaller states more authority in that
chamber than they have in the House of Representatives (where seats are apportioned by population). For example,
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effective proponents of the United States footwear industry have been Main€'s Republican senators
Margaret Chase Smith (served in the Senate from 1948 - 1973) and William Cohen (1978-1996) and
Democratic senators Edmund Muskie (1958-1980) and George Mitchell (1980-1994). The influence
of these lawvmakers was enhanced by the postions they achieved within their party hierarchies. Senator
Muskie was the Democratic Party’s nominee for the vice presdency in 1968 (and later served as
secretary of state in the Carter adminitration), while Senator Mitchell was the leader of the Democrats
before he left the Senate in 1994. Other senators from footwear-producing states who have
championed the industry’ s cause included Vance Hartke (Democrat-Indiana, served 1958-1976) and
John Danforth (Republican-Missouri, served 1977-1994). All of these senators have since retired from
the legidature and the industry no longer has powerful advocates as it did in decades past. While the
two current Republican senators from Maine (Olympia Snowe and Susan Callins) continue to act on
behdf of the industry, they appear to have neither the same influence nor interest of their predecessors.
Moreover, it is unclear whether producers want or need such an aly anymore.

The data in Table 4.1 dso underline the point that this is a sector in which developing countries
hold a dominant share of United States imports. This is especidly true for China, which supplied just
over hdf of al United States imports in 1998. Itay, Spain, the United Kingdom, Canada and Portugd
collectively provided close to one in seven imports, but developing countries accounted for nearly dl
other shipments to United States market. Nor is this trend unique to the United States import market.
Developing countries share of globa trade in leather footwear rose from 4.6 per cent in 1968-1971 to
39.2 per cent in 1988-1990 (Food and Agriculture Organization, 1992: 20). The trends reviewed
below suggest that this growth may continue, as more American firms outsource their production.

Development of United States Policy

After decades of protectionist campaigns by the leather indudtry, it is easy to forget that thisis a
sector where the United States once held an unchalenged position. When the Hawley-Smoot Tariff Act
was devised in 1930, imports were dmost negligible and were far exceeded by exports. To use the
typology presented in Figure 3.2 (see Chapter 3), the industry was at least a competitive exporter (stage
3B) and perhaps even a dominant one (stage 3A), that was more interested in its access to foreign
markets than in the competition it faced from foreign producers. This helps to explain why the 1930
tariffs on leather footwear were low by the standards of the day. The United States till ran a very
positive balance in this sector a decade later, but imports had nearly reached the level of exports in
1950. By 1960, imports outstripped exports by nearly five to one (United States House Committee on
Education and Labor, 1962: 121). United States producers were soon in a purely defensive postion,
seeking to maintain their share of the domestic market rather than competing in third-country markets.
Thiswas alosng battle. The share of importsin domestic consumption (measured by numbers of shoes)
passed the 10 per cent mark in 1964, reached 50 per cent by 1979, and exceeded 75 per cent in 1985
(Footwear Industries of America, 1989: 3). By 1999, imports accounted for 94 per cent of United
States consumption of non-rubber footwear, importing 76 times as much as it exported (United States
Internationa Trade Commission, 2000: 1).

the congressional delegation from the state of Maine consists of two members of the 435-seat House of
Representatives, and two senators in the 100-seat Senate. The “clout” of those two senators can be further multiplied
when they hold positions of authority in the Senate, or are adept at using those parliamentary maneuvers that extend
great power to determined legislative minorities.
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Three issues are examined in the pages that follow. One is a Satidicd test of the votes that the
Senate cast on leather tariffsin the Hawley-Smoot debate, in order to provide empirical support to the
parochia hypothesis on which this report’s andlyss is based. Second, the efforts undertaken in later
decades by the United States leather industry in generd, and leather footwear producersin particular, to
limit competition from imports are explored. Third, the current status of the industry, with specid
emphasis on the trangtion from its gatus as a post-competitive, domestic producer that demands
protection to amultinationa investor that favors more liberd (if discriminatory) policiesis examined.

An Empirical Test of the Parochial Hypothesis

Many obsarvers and participants in internationa economic relations take it for granted that the
demand-side approach to analyzing trade politics is correct. Widespread acceptance does not
automatically confer vdidity on a theory, however and this anadyss would be suspect if it merdy
asserted that the positions adopted by United States policymakers - and especidly eected politicians -
must necessarily reflect the demands made by domegtic economic interests. What follows is a formdl
test of the proposed reationship, using the specific example of the Senate's votes on lesther and
leather-products tariffs in 1929-1930. The theory advanced in Chapter 3 will be supported if this
andysis shows that the votes were directly related to the expressed positions of industries in their
condtituencies. Failure to demondrate such a reationship would cast serious doubt on the andytica
approach taken in the rest of this report.

The debate over tariffs on leather products offers a good example of a recurring theme in the
Hawley-Smoot debate, in which rurd and urban interests frequently clashed. Senators from the prairie
and mountain dates argued that the tariff revisons should remain within the confines of President
Hoover’ s origina proposa, which was to extend relief (e.g. import protection) to farmers, but legidators
from indugtrial states demanded equd trestment for manufactures. One area of dispute concerned
leather and leather products, where producers of raw and finished goods disagreed over the extent of
protection that each should receive. The end result of this debate was protectionist. The find Hawley-
Smoot Tariff Act provided for a 10 per cent duty on hides, a 15 per cent duty on leather and a 20 per
cent duty on most leather shoes. All three items had been on the free list under the Fordney-McCumber
Tariff Act of 1922.

Of mog immediate interest is not what these rates were, but how they were determined. In
deciding whether to favor producers of hides over producers of finished products, did senators follow
the dictates of their home-gtate industries? This question can be answered using a satistical tool known
as probit analyss. Probit is the most appropriate technique to employ when the dependent variable is
dichotomous (eg. a“yes or no,” “on or off” choice). Politica scientists have employed this Satistical
tool to examine the influences on yes-or-no political decisons, such as voters participation in an
election (Ashenfelter and Kelley, 1975), the Pentagon’'s decisions to close bases (Arnold, 1979), and
firms support for trade-liberdizing initiatives (Pugdl and Walter, 1985). Probit is particularly well-suited
to the analysis of legidators voting behavior.

The formula in this ingtance is extremdy smple. The hypothes's assarts that the probability that a
senator will vote “yes’ is a pogitive function of the sze of the supporting codition’s presence in that
senator’ s condtituency and a negative function of the opposing codition’s presence in the congtituency.
The independent variables represent employment per capita in each dtate for those indudtries that
supported or opposed a proposa. By comparing these figures againgt the votes cast by senators, we
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can determine (8) whether there is any measurable relationship between senators votes and the
compostion of the congtituencies, (b) whether this rdationship is as predicted (e.g. whether a senator is
more likely to vote the way that his condtituency’ s interests dictate) and (c) how influentia the two sides
were in determining the votes of senators.

The third question is the most difficult to answer and requires a cregtive gpproach to interpreting
the data. How much weight does each variable pull in moving a senator toward a yes or no vote? this
guestion is answered by projecting how a hypothetica senator would vote, based on a series of vaues
for the two independent variables. These are the “low” (one standard deviation below the mean vaue of
al gates, but not lower than the minimum vaue),22 the “high” (one standard deviation above the mean
vaue of dl dates but not higher than the maximum), and the “maximum” (the highest vaue for any
date). The rdative influence of an independent variable can be gauged by examining how the probability
of a“yes’ vote changes, ceteris paribus, when avariableis set a each vaue.

Figure 4.1
Chronology of U.S. Palicy on Importsof Leather Products

1930 safeguards case that tariffs be items designated for duty-free

Hawley-Smoot Tariff Act increased on baseball gloves. treatment under the GSP.

imposes relatively high duties on

leather products that are Congress considers numerous bills U-S. International Trade

nevertheless low in comparison to o restrict imports of footwear, Commission recommendsin

those imposed on other goods. leather products, and other items.  Safeguards case that tariffs be
1956 House enacts restrictive Trade ~ increased on leather wearing

Tariff Commission terminatesa At of 1970, but Senate doesnot ~ @Pparel, but President Carter

safeguards investigation of leather Vvote on the bill. decides against granting relief.

handbags. 1972-1980 1983
1960 American producers file 30 Congress removes footwear and

Tariff Commission recommends  antidumping and countervailing ~ Most leather products from the

no relief in safeguards duty petitions against imports of authorizing bill for the CBI.
investigation of women's and leather wearing apparel and 1990
children’s leather gloves. handbags. CBI amended to give beneficiary

1961 1975 countries a 20 percent reduction in

President Kennedy rejects Tariff President Ford doesnot include  taiffs on most leather products
Commisson recommendationin ~ most leather productsin the list of  other than footwear.

2000

22 The minimum and the low will often be the same value, asis the case for all of the independent variables examined
here.
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Congress approved the Trade and  free treatment to leather products imported from beneficiaries of the
Development Act, extending duty- Caribbean Basin Initiative.
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Figure4.2

42

Chronology of United States Policy on Imports of L eather Footwear

Hawley-Smoot Tariff Act
imposes 20 per cent duty on
footwear.

1932

President Hoover increases

tariffs on some footwear to 30
per cent, and reduces others to
10 per cent.

President Hoover makes
certain rubber footwear
subject to the American selling
price system of customs
vauation.

1938-1939
United States and

Czechodovakiareach an
RTAA agreement that inter
alia reduces United States
tariffs on |leather footwear; the
agreement is abrogated
following German invasion of
Czechodovakia.

Congress enacts a series of
bills that revise the
classfication for (and thus
impose ASP tariffs on) certain
rubber footwear.

Senator Edmund Muskie
introduces the firg bill to
impose redtrictions on

footwear imﬁorts

Senator Muskie wins approval
for an amendment to the Trade
Expansion Act of 1962 to
permit negotiation of “orderly
marketing agreements’ (e.g.
import quotas) in response to
affirmative findings in

safeguards investigations.
Kennedy Round cuts tariffs on
leather footwear in half.
President Johnson requests
Tariff Commission safeguards
investigation of footwear

imports.

First combined footwear and
textile quota bill introduced in
the Senate; shoe retailers
organize first opposition

cam% ﬁn.

Congress considers numerous
bills to restrict imports of
footwear, leather products and
other items. House enacts
restrictive Trade Act of 1970,
but Senate does not vote on
the bill.

Tariff Commission is equally
divided in safeguards

investi ﬁation of footwear.

Nixon administration negotiates

with Italy a semi-secret

voluntary export restraint
reement.

Burke-Hartke hill would
impose quotas on footwear and
arel.

American producers file 19
antidumping and countervailing
duty petitions against imports
of leather footwear.

1974

Nixon administration pledges
not to designate footwear
products for duty-free
treatment under GSP.

In response to safeguards
investigation, President Ford
orders adjustment assistance
for the footwear industry.
Senate Finance Committee
ordersthe USITC to
commence another safeguards
investigation.

Safeguards investigation leads
to “orderly marketing
agreements’ that restrict
imports of footwear from the

Republic of Korea and Taiwan
Province of China.

1979
Tokyo Round Customs

Valuation agreements leads to

eimination of the ASP gstem.

President Reagan ends OMASs,
despite USITC
recommendation that they be
continued.

United States International
Trade Commission
recommends againgt granting
relief to non-rubber footwear
in safeqguards case.

Congress removes footwear
and most leather products from

the authorizing bill for the CBI.
1984

USITC finds no injury in
safeguards case, but Senate
Finance Committee orders a
new investigation.

USITC findsinjury in anew
safeguards investigation, but
President Reagan decides

againgt restrictions on imports.
Congress approves a series of
bills to impose quotas on
footwear and apparel imports,
each of which is vetoed by
presidents Reagan (1985 and
1988) and Bush (1990).
Congress fails to override the
Vetoes.

2000
The Trade and Devel opment
Act extend duty-free treatment
to leather products imported
from the Caribbean Basin;
footwear producers did not

oppose the bill.
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In Table 4.1, we see probit estimations that summarize the results of successive fights between
shifting dliances within the leaether products industry: ranchers favored tariffs on hides, but leather
tanners and shoemakers opposed the tariffs, tanners and shoemakers fought over a proposa to
reduce tariffs on shoe leather and parts, and shoemakers favored tariffs on footwear, but were
opposed by the ranchers and the tanners (in part because the amendments would increase the price
of farmers boots and shoes and to a greater degree because it would aso reduce tariffs on hides
and leather). It is notable that the circle of interested parties in the leasther products debate was as
closed as Schattschnelder described. The hearings and the floor debate suggest that the fight was
redricted to segments of the involved industry, while consumers, exporters and other potentialy
interested parties were not engaged.

Ca= 1 presents the most asmple fight, this being a struggle between the producers and
consumers of leather hides. The groups represented by variable entitled “Hides’ took the redtrictive
position (and thus are shown firgt in the table), and the “Hideusers’ industries opposed them. The
data clearly show that the protectionist lobby had the intended effect on senators, insofar as the
probability of a senator voting “yes’ increased notably with the size of the hide-producing industry in
his state. Smilarly, the probability of a“yes’ vote decreased in proportion to the sSize of the hide-
using industry in a senator’s state. Which of these two sides had more influence on the outcome?
The protectionists had a notable advantage, as they outnumbered their opponents by more than ten-
to-one; there were over twenty-six cattle owners and meat packers per 1,000 persons in the
average dtate, but just two tanners and cobblers. It is therefore not surprising that they had a larger
range. There was ceteris paribus only a 27.2 per cent likelihood that the hypothetical senator in a
date with a smdler-than-average “Hides’ industry (e.g. when the varigble is set at the “low”) would
vote to restrict hide imports, but the chances were 82.4 per cent that a colleague from a state with a
larger-than-average “Hides’ industry (e.g. the “high”) would vote for the proposal, while a senator
from the gate with the highest vaue (the “maximum”) was virtudly certain to vote for the measure.
The range of probabilities for the protectionist variable “Hides’ was thus 72.3 per centage points,
but the anti- protectionist variable “Hideusers’ had a range of just 59.9 per centage points. In brief,
both sdes had a measurable and satisticaly sgnificant influence on legidators, but the proponents of
import regulation appeared to be stronger than their opponents.

The other two equations in Table 4.1 aso strongly support the demand-side model. In each
ingtance, the supporting and opposing coditions are Sgned correctly and Satidticdly sgnificant. The
data dso show that while both the supporters and opponents of protection were influentia, those
who sought import protection wielded more influence than those who opposed these demands. The
difference in the range is wider in the second equation and smdler in the third, but in dl three cases
the protectionists were demonsirably stronger.

In brief, this Satigtical andys's tends to confirm the demand-side modd of trade policymaking.
The votes that senators cast on various proposals to adjust tariffs on leather products were entirely
congstent with the postions taken by the key interest groups in this sector and the relative size of
those industries within each senator’ s condtituency.



Residual Protection 44

Table4.2

Probit Valuesfor Senate Votes on Proposalsto Adjust Tariffson Hides,
L eather and Footwear in the Hawley-Smoot Tariff Act of 1930

Calculated probabilities that a senator would vote in favor of a proposal when
ceteris paribus the relative size of certain industriesin his home state is

adjusted
Case 1.
Increase Tariffson Hides Probability of “Yes':
Variable Expected Effect Low High Maximum Range Result
Hides Morelikely “Yes’ 27.2% 82.4% 99.5% 72.3 (1]
Hideusers  Lesslikely “Yes’ 61.1% 38.8% 1.2% 59.9 [ 1]

Dependent variable: pool of six votesto raisetariffs on hides; the restrictive positionis“yes.”

Independent variables: “Hides” consists of cattle owners and meat packers per capita. “Hideusers” consists of
leather tanners and footwear producers per capita.

Case 2

Reduce Tariffson Shoe Parts Probability of “Yes’:

Variable Expected Effect Low High Maximum Range Result
Tanners Lesslikely “Yes’ 68.5% 0.8% 0.0% 68.5 [ 1]
Shoes More likely “Yes’ 33.4% 58.0% 99.4% 66.0 [ 1]

Dependent variable: pool of three votes to reduce tariffs on parts used in the production of shoes; the restrictive
positionis“no.”

Independent variables: “ Tanners’ consists of |eather tanners and shoe stock makers per capita. “ Shoes” consists
of producers of shoes and boots per capita.

Case 3

Increase Tariffs on Shoes Probability of “Yes’:

Variable Expected Effect Low High Maximum Range Result
Footwear More likely “Yes’ 28.5% 68.8% 100.0% 715 [ 1]
Hideleather Lesslikely “Yes’ 55.0% 21.8% 3.9% 51.1 (]

Dependent variable: pool of four votes to raise tariffs on shoes and boots, three of which would also reduce tariffs
on hides and leather; the restrictive position is“yes.”

Independent variables: “Footwear” consists of producers of shoes, boots, and parts thereof per capita
“Hideleather” consists of producers of hides and |eather per capita.

HE Theeffectisasexpected and the variable is significant at the 10% level.

[ ] The effect is as expected but the variable is not significant at the 10% level.

O The effect is not as expected but the variable is not significant at the 10% level.
OO Theeffect isnot as expected and the variable is significant at the 10% level.
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Negotiated Reductionsin Footwear Tariffs

In the end, the Hawley-Smoot Tariff Act set higher levels of protection for al segments of the
industry. Mogt of the items from hides and leether to finished legther products had been on the free
lig of the Fordney-McCumber Tariff Act of 1922, but the 1930 law st tariffs of 10 per cent for
hides, 10 to 25 per cent for leather, 20 per cent for boots and shoes and 35 per cent for items such
as handbags, saddles and bdlts. By the high standards of this protectionist tariff act, however, even
these rates were comparatively low.

These were then the base rates for United States leather products, but Hawley-Smoot was not
the last adjustment before the RTAA negotiations began. President Hoover issued a proclamation?3
in late 1931 that increased the tariff on McKay-sewed?4 shoes from 20 to 30 per cent, while dso
decreasing the tariff on turn shoes?> down to 10 per cent. This proclamation was issued under the
“flexible tariff” authority (section 336 of the Hawley-Smoot Tariff Act), which provided that any
interested person could gpply for an increased rate of duty if the Tariff Commisson found that an
increased rate would equalize foreign and domestic codts of production. As described in the next
section, Hoover aso used this provison to adjust the bass for vauation on certain rubber-soled
footwear in 1933.

These rates were then negotiated down in the decades that followed, first in bilatera
agreements (1934-1946) and then in the GATT. During the period of RTAA hilaterds, the United
States negotiators were gtill motivated by the interests of stage 3B leather products exporters. In the
1939 RTAA agreement with Greet Britain, for example, both countries made concessions in this
sector.26 As late as the Kennedy Round (1962-1967), the negotiators were prepared to make
sgnificant concessions on leather products in order to obtain concessions on other items of interest
to the United States. By the time of the Uruguay Round, negotiators made very few concessions on
leather products.

The net result of these negotiations is suggested by the data in Table 4.3, which reports the
current NTR tariff rates and trestment under preferentid trade programmes for several selected
leather products. Space does not permit an exhaudtive liging of the many eght-digit items under
which leather products are now classfied. The footwear chapter done of the HTS now conssts of
115 separate eight-digit items (not dl of which are leather-based) and leather products appear in
other chapters as well. The selected items shown in the table nevertheless serve to illudtrate the fact
that the range of tariffs today is quite wide, risng from duty-free treatment for a few products to
peek tariffs on certain classes of footwear and gloves. The data so show that most legther items
are gill indligible for duty-free treetment under the GSP, dthough severd of them qudify ether for
duty-free treatment or a 20 per cent reduction from NTR rates under the ATPA and CBI
programmes.

23 Proclamation Number 1979 of December 2, 1931.

24 “McKay sewing” is a process by which the sole is stitched to the upper so that the threads pierce both the
outer and theinner soles. It isused chiefly for women’sand girl’ s shoes.

25 A “turn shoe” isonein which the upper and the sole are sewed together while they are turned inside out.

26 \While Washington made concessions on leather boots and shoes, harnesses, saddles, flat goods and gloves,
London reciprocated with concessions on women’s leather boots and handbags.
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United States Tariff Treatment of Selected L eather Products, 1999

HTSItem
6404.19.50
6404.11.40
6404.11.60
6404.19.35
6404.20.20
4203.29.08
4203.29.30
4203.29.30
4203.29.05
6404.11.20
6403.99.90
6403.91.90
6404.20.40
6406.10.05
6403.59.60
4202.11.00

4203.10.40
4202.21.30

4203.10.20
4202.91.00

6403.19.40

4202.31.30
4203.30.00
4203.21.40
4203.21.70
4203.40.60

4205.00.20

Table4.3

In descending order of ad vdorem tariff rates

Description

Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Footwear with outer soles of leather/composition leather, not over 50%
rub./plast. or rubber/plastic/textiles & 10%+ rub./plast., not over $2.50/pr
Gloves, wholly of horsehide or cowhide (except calfskin) leather, not
specially designed for use in sports

Men’s gloves, mittens and mitts of leather or composition leather, seamed
Men’s gloves, mittens & mitts of leather or composition leather, seamed
Gloves, wholly of horsehide or cowhide leather not specially designed for
use in sports, with fourchettes or sidewalls

Sports & athletic footwear with outer soles of rubber/plastics & uppers of
textile, with external surface of uppers over 50% leather

Footwear with outer soles of rubber/plastics/ composition leather & uppers
of leather, for women/children/infants, over $2.50/pair

Footwear with outer soles of rubber/plastics/comp. leather & leather
uppers, covering ankle, not welt, not for men/youths/boys

Footwear with outer soles of leather/composition leather, not over 50%
rubber/plastic/textiles & 10%+ by weight rubber/plastic, over $2.50/pair
Formed uppers for footwear, of leather/composition leather, for men, youths
and boys

Footwear with outer soles & uppers of leather, not covering ankle, not welt,
for men, youths & boys

Trunks, suitcases, vanity & all other cases, surface of leather, composition
or patent leather

Articles of apparel, of leather or of composition leather

Handbags, with or without shoulder strap or without handle, with outer
surface of reptile leather

Articles of apparel, of reptile leather

Cases, bags & containers with outer surface of leather, of composition
leather or patent leather

Sports footwear, with outer soles of rubber/plastics/|eather/composition
leather & uppers of leather, not welt, for men/youths/boys
Articlesnormally carried in pocket/handbag, outer surface reptile leather
Belts & bandoliers with/without buckles, of |eather or composition leather
Baseball & softball gloves & mitts, of leather or of composition leather

Ice hockey gloves, of leather or of composition |eather

Clothing accessories of |eather or of composition leather

Leather shoelaces

NTR
Tariff

480
375
375
375
150
140
140
140
126
100
100
10.0
10.0

85

85

80

6.0
53

4.7
45

43

37
2.7
Free
Free
Free

Free

46
ATPA
GSP & CBI
No No
No No
No No
No No
No No
No 115
No Free
No Free
No Free
No No
No No
No No
No No
No No
No No
No 6.4
No 48
No 4.2
Free Free
No 35
No No
Free Free
Free Free
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Classification and Valuation of Footwear

One areafor congressond involvement isin the determination of what types of footwear would
remain subject to relaively high tariffs. From the early 1930s until the late 1970s, some classes of
footwear were subject to especidly high rates.

Presdent Hoover employed the “flexible tariff” provison in 1933 to make rubber-soled and
rubber footwear dutiable on the American sdlling price (ASP) basis2? The consequence of this
proclamation was that the subject footwear became dutiable at a much higher rate of duty, insofar as
the sdling price in the United States was ordinarily much higher than the foreign price. While this
provison theoreticaly did not apply to lesther footwear, there then ensued a decades-long struggle
over the definition of what products fell under this classification and what products could be properly
consdered “lesther” footwear. Congress was actively involved in that struggle.

Sating in the early 1950s, American producers complained that their competitors were
seeking to circumvent the higher tariffs by adding smal amounts of leather to the soles of shoes that
would otherwise be classified as rubber-soled footwear. Congress enacted bills in 195428 195829
and 196520 that revised the classfication for certain fabric-upper, leather-soled shoes and thus
raised tariffs on these items (or restored them to the proper rate, depending on one's perspective).
The effect wasto reclassify some products that were then dutiable at 10-20 per cent ad valorem to
20 per cent of the American saes price, which (according to the State Department) would “increase
the rate of duty on some of these products to about 100 per cent ad valorem.” 31 The United States
negotiated compensation with exporting countries for the revison.

The Johnson adminigtration made a commitment in the Kennedy Round to diminate the ASP
system for benzenoid chemicas, which was a high priority for the European Economic Community
(Winham, 1986), but the agreement would not have affected the vauation of footwear. Even <o,
Congress refused to enact the implementing legidation for this commitment. This falure, together
with the refusd of Congressto bring United States antidumping law into conformity with the terms of
the new Antidumping Code, inspired the development of the fast-track mechanism for approving
non-tariff agreements.

It was the fad-track provisons tha finaly succeeded in diminating the ASP system, by
facilitating approva of the Customs Vauation Agreement negotiated in the Tokyo Round. Although
elimination of the ASP was unpopular in Congress, the fadt-track rules required that Congress
accept or regect the full package of concessions. This reform did not necessarily open the United
States market, however, because the Carter administration negotiated for the converson of the
tariffs from nomindly low, ASP-vaued rates to higher rates that were vaued a the red price of
imports. The new rates ranged from 20 to 48 per cent (United States Senate Finance Committee,
1979). “It was better under the ASP,” according to the Footwear Distributors and Retailers of
America (1994: 22), because “only 30 per cent of al rubber/fabric footwear was subjected to the

27 Proclamation Number 2027 of February 1, 1933.

28 Pyblic Law 83-479, enacted into law on July 8, 1954 (68 Stat. 454).
29 pyblic Law 85-454, enacted into law on June 11, 1958 (72 Stat. 185).
30 Section 5 of Public Law 89-24, enacted into law on October 7, 1965.

31 Letter of April 28, 1958 from Assistant Secretary of State William Macomber, Jr. to Chairman Harry Byrd of the
Senate Finance Committee, in United States Congress, Senate Committee on Finance (1958: 3). The letter
specified that the State Department had “no objection to the legislation provided it was confined to preventing
the current circumvention of [the] Presidential proclamation” of 1933. Representatives of importers suggested
that the initiative could result in even higher tariffs.
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ASPin 1978 The revisad tariffs gpplied to dl products in the tariff item, whether or not they had
been subject to ASP.

Excluson of Leather Productsfrom Trade Preferences

The United States leather industry in general and especidly footwear producers, had definitively
joined the protectionist camp by the time that the United States began to ingtitute preferentid trade
programmes for developing countries. They were among the indudtries that indsted upon being
exempt from duty-free competition under these programmes, and enlisted the aid of Congress in
ensuring such exemptions. This goa was easier to obtain than was isolaion from the results of trade
negotiations. Unlike multilaterd trade agreements (in which the scope of United States concessons
is negotiated) and bilatera trade agreements (which generally must cover al goods in order to be
GATT-consstent),32 preferentid trade arrangements are designed autonomoudy. 33

Presdent Nixon first proposed that Congress approve the GSP programme in 1969, as well as
the extenson of new tariff-negotiating authority, but the two branches of Government did not reach
agreement on ether of these proposas until enactment of the Trade Act of 1974. During the interim
period there was consderable conflict and bargaining over trade, including the first negotiated
restrictions on footwear imports (as discussed in the next section). The Nixon administration and
Congress wrote a number of congtraints into the GSP programme, including the exdluson of many
leather products. One key concession to protectionist sentiment in Congress came in Presdent
Nixon's resubmission of his trade proposa in 1973. The president declared that it was “now our
intention to exclude certain import-sengitive products such as ... footwear” from the GSP.34 This
declaration was daborated upon in a November 7, 1974 letter from Specid Trade Representative
William Eberle to Senate Finance Committee Chairman Russell Long (Democrat-Louisana), which
listed specific tariff items that fell under the footwear excluson (United States Senate Finance
Committee, 1974: 224). In addition to limiting its coverage to about hadf of dl products that are
subject to duty, the rules dlow various means for the remova of products or countries from GSP
privileges (most notably through the “compstitive-need” limits on countries benefits for specific
products). The Ford adminidtration did grant GSP treatment to leather wearing apparel, for
example, but in 1978 the United States industry convinced the USTR to remove this product from
the programme.

The legther indudtry initialy enjoyed just as much success in preventing the designation of ther
products for duty-free imports under the CBI. The Reagan administration had proposed in 1982
that the CBI cover dl products other than textiles and appardl, but Congress added to the list of
exclusons before gpproving the measure. Among the items that were declared indigible for the
programme were lesther products that were indligible for the GSP.

32 Theimplications of GATT Article XXIV are examined in the next chapter, which focuses on the negotiation of
agreements affecting trade in fruit juices. The United States leather sector has sought to have its products
excluded from FTAS; see for example the position of the Leather Products Coalition in House Ways and Means
Committee (1984: 584-589). Like the citrus producers discussed in Chapter 5, they have succeeded only in
convincing United States negotiators to make their products subject to longer phase-out periods.

33 Thisis true at least for the United States programmes. They are thus to be distinguished from the Lomé
arrangements, which were negotiated between the European Union and its African, Caribbean and Pacific trading
partners.

34 See President Nixon's “Special Message to the Congress Proposing Trade Reform Legislation” (April 10,
1973), The Public Papers of the President - Richard Nixon, 1973 (Washington, D.C.: United States Government
Printing Office, 1975), page 112.
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Table4.4
United States Imports of Leather Products, 1994-1998

United States imports for consumption, in millions of current United States dollars

1994-
1998 1998 98

Import Programme 1994 1995 1996 1997 Share
Change
No programme claimed 12,0282 12566.1 13,0976 14,1984 145656 926% 21.1%
United States-Israel FTA 10.9 9.9 11.7 151 179 01% 64.2%
CFTA/NAFTA 3354 437.8 501.5 597.7 5582 35% 66.4%
GSP Beneficiaries 33385 33930 34578 36036 34260 21.8% 2.6%
Entered under GSP 324.5 349.4 285.7 343.7 2869 18% -11.6%
Non-preferential 30140 30437 31721 32599 31391 199% 4.1%
Caribbean Basin 360.5 334.7 356.7 405.4 3986 25% 10.6%
Entered under CBI 256.5 238.9 262.3 272.7 2779  18% 8.3%
Non-preferential 104.0 95.8 94.4 132.7 120.7 08% 16.1%
Andean countries 59.4 50.5 45.0 43.9 426 03% -283%
Entered under ATPA 21.8 254 284 315 289 02% 326%
Non-preferential 37.7 25.0 16.6 124 136 01% -63.9%
Unknown country 0.1 0.1 0.0 0.0 00 0.0% —
Total 129774 136275 14,1872 154591 15,7355 100.0% 21.3%

Source: Calculated from United States International Trade Commission data.

CFTA figures are for United Sates imports under the United States-Canada FTA in 1993;
NAFTA figures are for 1994-1998.

“GSP Beneficiaries’ are those countries designated for the programme in 1998, minus the
value shown for the Caribbean Basin and Andean countries.

“ Andean countries’ are the four designated beneficiaries of the ATPA (e.g. Bolivia, Colombia,
Ecuador, and Peru).

“No programme claimed” includes data for non-preferential imports from beneficiary countries
of the GSP, CBI, and ATPA.

The definition of “ leather products’ used in this table is slightly broader than the one in Table
4.1.

Severd attempts were made since enactment of the CBI legidation to expand upon the scope
of the programme's duty-free privileges. One advance was made with enactment of the “CBI 11"
proposa, known more formaly as the “Caribbean Basn Economic Recovery Expansion Act of
1990.” Initsfind form the bill among other things extended the CBI preferences in perpetuity (they
had been scheduled to expire in mid-1995). The version of the CBI 11 bill approved by the Ways
and Means Committee in 1989 would have cut in haf the tariffs imposed on leather products (other
than footwear) imported from Caribbean Basin countries. This figure was reduced to just a 20 per
cent reduction by the time that the fina bill was enacted into law. Caribbean Badn officids were
disgppointed that the bill did not remove the remaining exclusons from duty-free trestment. Efforts
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began in 1993 to gpprove a bill extending “NAFTA parity” to the CBI beneficiary countries. Asis
discussed later in this chapter, this eventually led to enactment of the Trade and Development Act of
2000, which among other things extended duty-free trestment to leather products imported from the
Caribbean Basin.

Restrictions Under the Trade-Remedy Laws

The trade-remedy laws are a set of gtatutes that provide a system of “contingent” protection to
indudtries that claim to be injured by imports. The most important of these instruments for the lesther
industry has been the safeguards law, which has existed in one form or another since the inclusion of
“withdrawa” clauses in the RTAA agreements (see Chapter 2). Footwear producers and other
segments of the leather indudtry filed severd petitions under this law from the 1950s through to the
early 1970s and leather products have accounted for five of the 70 escape clause cases considered
between enactment of the Trade Act of 1974 and 2000 (as wdl as four of the 38 affirmative
determinations by the USITC).

While the safeguards law is supposed to be administered in a quasi-judicid fashion, it isin fact
the most paliticized of the trade-remedy laws. The case of redtrictions on United States footwear
imports from Itay illugtrates the fact that the lines separating legidation, negotiation and the trade-
remedy laws can sometimes be quite blurry. In this ingance, initiatives in al three areas of public
policy worked together to convince the Itdian authorities to impose “voluntary” restrictions on thelr
exports of footwear to the United States.

Presdent Nixon digpatched a negotiating team to Italy in mid-1971, at a time when the United
States industry was pressing its demands on two fronts. One was a safeguards case, which had been
initiated in 1970 at the adminigtration’ s request (United States Task Force on Nonrubber Footwear,
1970). At the same time, the pending Trade Act of 1970 would provide for the imposition of quotas
on al imports of non-rubber footwear. The threet of unilateral redtrictions led Italian policymakersto
conclude that they would be better off reaching a ded with the Nixon adminigtration’s negotiators.
The United States-Italian negotiations set a pattern that would be followed a decade later, when
gmilar protectionist pressures led to the negotiation of voluntary export restraints (VERS) on
Japanese automobiles. In both cases, the United States negotiators were given considerable
leverage by domedtic protectionist pressures and the other party concluded that its interests would
be better served by a pledge to redtrain its exports, but for legd and political reasons neither the
importing nor the exporting country was willing to acknowledge that a dead had been made.35> This
VER aso shared another characterigtic with the Japanese automobile arrangement: With the volume
of their exports being restrained, both the Itaian and the Japanese producers responded by shipping
higher quality, higher vaue products.36

The United States pursued another negotiated settlement a few years later, but in this instance
did so openly. In response to a recommendation by the United States International Trade
Commisson that the presdent impose tariffs and quotas3’ the Carter adminisiration negotiated
“orderly marketing agreements’ (OMAS) with the Republic of Korea and Taiwan Province of China
to restrict imports of footwear. Where the arrangement with Italy had been potentialy illegal under

35 VERs were then a “gray area’ measure under the GATT; they were outlawed by the Uruguay Round
agreements. Italy operated under greater restrictions than did Japan, insofar as a hilateral VER could be a
violation of Italian obligations to the Common Market.

36 For adiscussion of the agreement and itslegal implications, see Oman (1973).
37 The Tariff Commission was renamed the United States I nternational Trade Commission in 1974.
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the competition laws of both the European Community and the United States, these OMAS were
fully authorized under United States law (as amended by the Trade Act of 1974).38 The agreements
were not explicitly illegd under GATT rules of the time, but would not be permitted under the post-
Uruguay Round prohibition on such measures.

Both the semi-secret Itdian VER and the transparent Asan OMAS redtricted protection to
imports from specific sources. The restraints had the effect of simulating imports from uncontrolled
suppliers, for whom the partialy protected United States market was made even more atractive by
the resulting price increases. Import penetration continued to grow, athough its country composition
evolved over time.

While the domestic footwear industry had the necessary “clout” to prod these two presidents
into action, the lesther wearing apparel industry was not smilarly situated. President Carter declined
to take action to redrict leather appard imports in 1980, despite a unanimous USITC
recommendation that he impose increased tariffs. The president based this decison on concerns that
“imposition of import relief itsdf would have an inflationary impact and consumer cost thet | consder
unacceptable’ and because “it is not clear that the industry would be in a position to compete once
relief expires.”39 Congress had the authority under the escape clause to reverse the presdent’s
rgection of the USITC's recommended relief package and the Senate approved the necessary
resolution by voice vote. This initiative was defeated on a close vote (nine to ten) in the House Ways
and Means Committee's Trade Subcommittee, however, in any event it was highly unlikely that
Congress could have overridden the anticipated presidentia veto of this resolution.

In retrospect, that failure gppears to have marked a turning point in United States policy on
leather products. The industry was equally unsuccessful in each of the subsequent efforts it made to
redrict imports, whether it sought relief through the safeguards law or by pushing bills through
Congress. One such falure came in 1985, when Presdent Reagan declined to extend protection
under the safeguards law to the footwear industry. The USITC had recommended that he impose
import quotas, but Reagan reected the recommendation because “import relief would place a costly
and unjustifiable burden on United States consumers and the United States economy,” resulting "in
serious damage to United States trade ... through compensatory tariff reductions or retdiatory
actions ... [and by] lessen[ing] the ability of these foreign footwear suppliers to import goods from
the United States,” and “providing relief in this case would [not] promote industry adjustment to
increased import competition.” 40

In addition to the safeguards law, the United States leather industry has adso filed petitions
under the antidumping (AD) and countervailing duty (CVD) laws These dautes were rardy

38 See President Carter’s Proclamation 4510 on “Implementation of Orderly Marketing Agreements - And the
Temporary Quantitative Limitation on the Importation Into the United States of Certain Footwear” (June 22,
1977), The Public Papers of the Presidents - Jimmy Carter, 1977 (Washington, D.C.: United States Government
Printing Office, 1977), pages 1148-1151.

39 See President Carter’s memorandum to the USTR on “Determination Under Section 202(b) of the Trade Act;
Leather Wearing Apparel” (March 24, 1980), The Public Papers of the Presidents - Jimmy Carter, 1980
(Washington, D.C.: United States Government Printing Office, 1981), pages 531-532. In place of imposing tariff,
quotas, or other restrictions, the president ordered that firms and workers in the industry be given expeditious
consideration for any trade adjustment assistance petitions that they might file.

40 See President Reagan’s memorandum to the USTR on “Nonrubber Footwear Import Relief Determination”
(August 28, 1985), The Public Papers of the Presidents - Ronald Reagan, 1985 Volume Il (Washington, D.C.:
United States Government Printing Office, 1988), pages 1017-1018. Like President Carter did in the leather wearing
apparel case, President Reagan ordered that adjustment assistance to the industry be accelerated.
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employed before the 1970s,41 but during 1972 to 1980 the leather industry filed 49 trade-remedy
petitions againgt imported competition. These included 19 petitions againgt footwear, 12 againgt
leather wearing gpparel, seven againgt handbags and two againgt other leather products. The
petitions were targeted at imports from Argenting, Brazil, Colombia, France, India, the Republic of
Korea, Mexico, Spain, Tawan Province of China and Uruguay. Some of these cases led to the
impogition of redrictions on imports, but they aso proved expendve for the industry to pursue.
Apart from a countervailing duty petition againgt Argentine lesther in 1990, there has not been a
trade-remedy petition filed againgt leather products since 1980.

The Footwear Quota Battles of the 1980s

The footwear indugtry’s lagt stand came in a series of hills in Congress that would have
imposed quotas on imports of footwear, textiles and gpparel and (in one of the versions) copper.
The industry promoted these hills during the Reagan and Bush adminigtrations, a a time when the
trade deficit was reaching unprecedented heights. While it appeared for a time that there was a
serious threat that the bills might be gpproved over the objections of the presdent, each of the
initigtives failed in the end.

The key votes on these measures are summarized in Table 4.5, which shows the overdl and
partisan per centages in favor of the bills. It is notable that these measures were supported not only
by large mgorities of the Democrats in both chambers of Congress, but dso by substantia
minorities among the Republicans. Among the more prominent supporters of the quota bills were
Representative Trent Lott (Republican-Mississippi), who subsequently became the Republican
Leader in the Senate and Senator Bob Dole (Republican-Kansas), who became the Republican
Party’s presdential nominee in 1996. Both of these men defied the Republican presidents who then
held the White House, but their efforts proved inadequate.

It was the House of Representatives that prevented enactment of these hills. Although each of
these hills won mgority support in the lower chamber, the House sustained presidentia vetoes on
three separate occasions.2 The closest that the House ever came to approving a veto-override was
in 1986, when close to 65 per cent of the legidators - but still less than the requisite 66.6 per cent -
voted to overturn the president’s decison. The Senate never voted on a veto-override mation,
which would have been an empty gesture, in light of the House's votes, but the data in Table 4.5
suggest that the bill’ s sponsors may have had enough votes in the upper chamber to override.

41 Prior to the 1970s, the only cases against leather products were a countervailing duty petition against German
glovesin 1936 and twin antidumping and countervailing duty petitions against Canadian footwear in 1943.

42 |n order to override a veto, the motion to override must be approved by two-thirds majorities in both houses
of Congress.
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Table4.5
Partisan Positions on Votes I nvolving Footwear Imports

Percentages favoring the imposition of restrictions

House of Representatives

Year Issue Democrat Republicans Total
S
1985 Enact hill to impose quotas on textiles (but not footwear) 75.1 43.6 62.2
1985  Enact hill to impose quotas on textiles and footwear 74.7 42.9 61.3
1986 Overide president’s veto of the textile and footwear bill 82.7 40.1 64.9
1987  Enact bill to impose quotas on textiles and footwear 78.1 40.7 62.8
1988  Enact hill to impose quotas on textiles and footwear 79.1 38.0 62.3
1988 Overide president’s veto of the textile and footwear bill 81.2 39.7 64.2
1990 Enact bill to impose quotas on textiles and footwear 80.6 41.3 64.5
1990 Overide president’s veto of the textile and footwear bill 80.7 40.5 64.4
1997 Expand duty-free treatment for CBI countries 76.5 37.9 56.3
2000 Approve the Trade and Development Act 38.2 14.1 26.3
Year Issue Democrat Republicans Total
s
1985 Enact bill to impose quotas on textiles and footwear 76.1 47.2 60.6
1988 Keep athletic footwear quotas in textile quota bill 90.2 46.5 70.2
1988 Keep footwear quotas in textile quota bill 91.8 45.0 70.8
1988  Enact hill to impose quotas on textiles and footwear 81.6 425 64.0
1990 Prevent reduction in tariffs on Caribbean Basin footwear 83.0 44.2 65.6
1990 Kill motion to exempt athletic footwear from quota bill 89.1 422 68.0
1990 Enact hill to impose quotas on textiles and footwear 83.6 48.9 68.0
2000 Approve the Trade and Development Act 30.2 11.3 19.8

Source: Calculated from data reported in Congressiona Quarterly.
Note: The votes shown for 1997 and 2000 cover much more than leather imports.

Current Status and Prospects

The footwear industry reached a watershed in the 1980s, when it failed to obtain protection
through ether the safeguards law or through legidated quotas. Since 1990, the industry has not
undertaken a mgjor effort to restrict import competition. The most that it was able to achieve was a
holding action in the Uruguay Round, where the United States made very few concessions on lesther
products. Hathaway correctly points out that what “ had been one of the most protectionist industries
in America eventually stopped seeking import restrictions’ (1998: 596). The questions now are
whether footwear producers will take the next step of supporting trade liberdization and whether
that will take the form of discriminatory trade agreements that benefit its foreign investments.

Transformation of the United States Industry

Magor segments of the United States industry have, in effect, voted with their feet by relocating
abroad. This voluntary transformation - abeit a reluctant one - from stage 4B to stage 4A has had
the predicted impact on the industry’s policy preferences. While it has not yet adopted a pure free-
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trade orientation, the indusiry has abandoned most efforts to obtain protection. Many firms aso now
support (or at least do not actively oppose) regiond trade agreements and preferential trade
programmes, insofar as these mechanisms alow them to engage in production-sharing with specific
United States trading partners.

The most important symbol of the changes within the industry are in the shifting membership of
two groups. One is the Footwear Industries of America (FIA), which led the various protectionist
campaigns chronicled above. Some of the larger, more competitive and internationdized United
States footwear manufacturers began in the late 1970s to switch alegiance from FIA to the
Footwear Digtributors and Retailers of America (FDRA), which supports free trade in footwear.43
These changing dlegiances reflect shifts in the corporate dtrategies and trade interests of specific
firms. For mogt of these firms, the shift in policy occurred during the 1980s to the early 1990s.

Stride-Rite Corporation had depended amost entirely on domestic production until the
mid-1980s, with the exception of a minor sourcing of some legther uppers in the
Caribbean. This changed radicaly with the purchase of the (imported) Keds brand of
athletic snesker from the B.F. Goodrich Company. The company’s focus changed
immediately. It is now a member of FDRA and opposes tariffs or quotas for shoe
imports.

Cole Haan shoe company produced leather mens and womens shoes domesticaly and
was an active member of FIA. In 1988, the company was purchased by Nike, Inc.,
which subcontracts dl of its manufacturing abroad and does not own any plants. The
company closed its last United States factory in 1999. Nike/Cole Haan are members of
FDRA and are active supporters of free trade.

Brown Shoe Company is one of the oldest manufacturers of leather shoes in the United
States, with more than 100 years in existence. At its pesk the company operated 35
shoe factories in the United States. It was a leader in the protectionis movement, and
led the filing of a mgor countervailing duty case againgt shoes from Brazil in 1974.
Brown Shoe continued to demand that Brazilian shoes be subject to countervailing
duties throughout the 1980s, despite the fact that the company itsef became a mgor
importer of shoes when it purchased Pagoda Trading Company (the largest importer of
shoes in the United States). By 1990, the company realized that the countervailing duties
it was paying through Pagoda caused a net loss. This compelled the company to switch
sdes and join the FDRA. Brown recently closed its last United States shoe factory.

In the mid-1960s, Genesco became the first shoe company in the United States to reach
$1 billion in sdes. The company’s busness plan cdled for it to be fully integrated,
owning the manufacturing plants as well as the wholessle and digtribution chain. The
retail business ultimately collapsed, and other parts of the company have been forced to
change radicaly. The company currently operates only one factory in the United States.
In the early 1980s, the company was forced to overturn its integrated management plan,
outsourcing shoes dl over the world.

43 This is the latest name for a group that was originally known as the National Association of Popular Price
Shoe Retailers when it was founded in 1944 and at various times has been known as the National Association of
Shoe Chain Stores, the Volume Footwear Retailers Association and the Volume Footwear Retailers of America. It
was formed to lobby for the lifting of wartime restrictions on shoe sales and came to represent the interests of
retailersin several areas of public policy. It first began dealing with trade policy in 1969.
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While this pattern is widespread, it is not universal. One notable exception is Converse, which
sdls sneakers made of rubber and canvas (not legther). Thisremainsahighly protectionist company,
despite the fact that it sources virtudly dl of the uppers for the shoes from Mexico. The company is
dill headquartered in North Carolina and there are very strong emotiond ties between the company
and the locde. Smilarly, Wolverine Worldwide is a huge shoe licensing company. Its brands include
Hush Puppies, Caterpillar (shoes), Merill hiking boots and other shoes sold both in the United
States and around the world. Many of their brands are sublicensed outside of the United States.
Despite this globd presence, the company’s outlook remains protectionist. However, these firms
now form adistinct minority, and are increasingly devoted to niche markets.

For some companies, the use of a specid “production-sharing” programme in United States
trade law is an important trangitiond step from stage 4B to stage 4A and hence from a protectionist
to a more open outlook. Under item 9802 of the tariff schedule (formerly known as 806/807 of the
TSUS), duties are owed only on the foreign content of a product that is made largely from United
States components. This foreign content sometimes represents nothing more than the labor involved
in assembling footwear parts into a finished product. In 1997 the United States imported $1.2 hillion
worth of leather goods under the 9802 programme, $1.0 hillion of which was leather footwear
(United States International Trade Commission, 1998: B-42). The tota United States content in
these imports was vaued a $208 million. This programme accounts for much of the gpparent
resurgence in United States footwear exports. American exports of finished footwear increased by
70.6 per cent during 1989-1998, but exports of footwear parts rose by 145.7 per cent during the
same period. By 1998, parts accounted for 41.5 per cent of United States footwear exports.

The Caribbean Basin “NAFTA Parity” Proposal

The surest Sign of change in the United States footwear and lesther industry’s trade interests is
the enactment of the TDA. Among the items in this bill is the expangon of CBI benefits to cover
leather products. Unlike segments of the United States appard industry, the leather products
industry made no effort to block the enactment of this bill. This inactivity, which stands in sharp
contrast to the industry’ s stand in previous legidative debates over trade preferences, sems from the
outsourcing and migration of many producers.

Production-sharing with the beneficiary countries of the CBI was earlier encouraged by a
provison in the CBI |1 legidation of 1990. Under section 222 of the law, completed footwear that is
assembled in a CBI beneficiary country can enter the United States duty-free (e.g. no duties are
paid on the Caribbean Basn content). This programme differs from the production-sharing
arrangements that are available to other countries, however, insofar as the footwear must be made
entirdy from United States components. Most of the items imported under this provison consst of
rubber footwear (United States Internationa Trade Commission, 1999a: 14).

The more recent debate over the CBI “NAFTA parity” proposals offer further evidence of the
sea-change in the United States leather and footwear industry’ s outlook. The new law grantsto CBI
countries tariff and quota treatment identical to that accorded to imports from Mexico under
NAFTA. This means, among other things, the extension of duty-free (or reduced duty) treatment to
many leather products. The most notable aspect of the debate on this bill is that the lesther industries
were entirdly slent. Representatives of the United States indusiry did not spesk out on thisbill, either
in favor of or againg it. The extended debate over the textile and gpparel provisions of the bill stalled
its enactment for years, but in the end the TDA was approved by large mgorities in both the House
and the Senate. The fina votes on this bill, as wel as an earlier verson in 1997, are shown in Table
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4.5. Democrats continued to be more prone to protection than Republicans, but mgorities in both
parties voted to enact the hill.

New Trade Negotiations

The leather industry has now reached a point where some of its members may welcome the
negotiated reduction of United States trade barriers. This may not necessarily take the form of
commitments in a new round of tariff negotiations in the WTO. FHA (1998: 5) has advised the
USTR that the United States * should focus first on accomplishing adherence to current Agreements’
in the WTO and that “more ambitious work programmes ... should be shelved until satisfactory
operation of the Agreements is achieved.” The Luggage and Leather Goods Manufacturers of
America (1998: 2) more directly declared that it “opposes further tariff reductions in United States
travel goods.”

A more likely prospect is that the indudtry - or a least Sgnificant segments within it - will favor
discriminatory liberdization through initiatives such as the FTAA. Like the aforementioned NAFTA
parity proposa for CBI countries, this initigtive may be more attractive for those United States
leather products firms that till hope to retain part of the manufacturing process through production-
sharing arrangements. With the FTAA and CBI providing an opportunity for discriminatory trade
(another form of differentiation), it may gill be along time before the United States industry supports
the dimination of trade barrierson aMFN bass.
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Chapter 5
Comparing Apples and Oranges.
The Diplomacy of Fruit Juice Trade

I ntroduction

This chapter examines the past history and present atus of United States trade in fruit juices.
The more specific focus in much of this chapter is on a comparison between the experiences of the
gpple juice industry and producers of orange juice, especialy frozen concentrated orange juice
(FCQOJ). The date in Table 5.1 show that these two juices account for two-thirds of United States
juice imports. The tariffs on these two products dready differed greatly under the Hawley-Smoot
Taiff Act, which imposed a rate of 5¢ per gdlon on gpple juice and 70¢ per gdlon on orange
juicet* and today apple juice is duty-free but FCOJ is subject to a relatively high rate of 7.85¢ per
litre (which a recent prices means an ad valorem equivaent [AVE] of more than 40 per cent).
What accounts for this difference between apples and oranges?

One digtinction lies in the differing pace of technologicad developments in these two indudtries.
The commercia production of orange juice predated that of apple juice by severd years and the
process for concentrating orange juice - and hence for making it easy to ship internationaly - was
developed well before the comparable process was widely commercidized for apple juice. This
earlier development gave the citrus industry an opportunity to “lock in” protection when the base
tariff rates were established in 1930. Even more important, however, was that representatives of the
orange juice industry recognized and acted upon the perceived threat of import competition well
before their counterparts in the gpple juice industry. In fact, there were no such counterparts until
recently. In contragt to the orange juice industry, which is highly organized and politically active, the
United States apple juice indusiry did not begin to form interest groups until import competition was
at an advanced stage.

The differences between the two industries might be attributed in large part to the specid, semi-
tropica character of citrus production. Orange and other citrus fruits are highly concentrated in a
few sates and most notably in the state of Florida, while gpple juice is a temperate zone product
that is produced throughout the United States. This dispersed pattern of production has made it
much more difficult for apple growers and processors to band together in the same manner as the
orange juice industry. Among the orange juice industry’s interests has been the establishment and
maintenance of a trade regime that might be more properly characterized as mercantilist than
protectionist, insofar as it is devoted both to the promotion of exports and the management of
imports. Through vigilance and political activism, this industry has succeeded in badancing the
seemingly divergent interests of orange growers and juice processors and has retained a remarkably
high leve of protection from foreign competition. It has nevertheless insured that, when needed, it
can utilize those imports on beneficid terms.

44 The United States denominated its specific tariffsin gallons and pounds units prior to the conversion to the
HTSin 1987. | varioudly refer to litres and gallons in this chapter, depending on the time period involved. The
conversion factors are 0.2642 gallons to the litre, or 3.7853 litres to the gallon.
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Table5.1
United States Importsof Fruit Juices, 1998

Thousands of current United Sates dollars

Frozen Grape- Lemon

Orange Apple fruit Grape & Lime Other Total Share
Brazil 133,133 2422 76 4,454 1,615 2566 144,266 21.3%
Mexico 63,648 6,490 2,883 8,777 5,225 6,132 93,155 13.8%
Argentina 0 48,890 0 23,001 6,276 8,080 86,247 12.7%
Germany 0 31,062 0 0 218 9,482 40,762 6.0%
Chile 0 23512 0 3731 0 8,680 35,923 5.3%
Philippines 0 0 33,517 0 35 349 33921 5.0%
China 0 29,851 142 0 0 90 30,083 4.4%
CostaRica 27,759 0 1,987 0 0 72 29,818 4.4%
Italy 303 19,193 9% 5,363 362 2,626 27,943 4.1%
Thailand 0 21 24,676 0 0 2,943 27,640 4.1%
Canada 238 6,361 324 1,209 117 9,198 17,447 2.6%
Hungary 0 17,012 2 0 2 283 17,299 2.6%
Audria 0 2471 0 0 0 10,485 12,956 1.9%
Span 0 328 5 8,291 63 264 8,951 1.3%
Beize 7,356 0 0 0 0 143 7,499 1.1%
Ecuador 0 0 v} 0 68 5,720 5,832 0.9%
South Africa 0 4,029 352 2 0 1431 5814 0.9%
Indonesa 0 0 5,698 0 0 0 5,698 0.8%
New Zealand 0 2,025 0 0 0 1,927 3,952 0.6%
Honduras 3438 0 182 0 265 0 3,885 0.6%
Subtotal 804 27 885 301 1412 928 13717 94.5%
Other 1,360 8,410 619 2,232 1,079 23,714 37,34 5.5%
Total 237,235 202,077 70,603 57,060 15,325 185 676485 100.0%
Share 35.1% 29.9% 10.4% 8.4% 2.3% 13.9%  100.0%

Source: Calculated from United Sates International Trade Commission data.

Where the case study in Chapter 4 focused on the role of Congress, the principal objective of
this case is to examine the treetment of a product in successive United States trade agreements. This
does not mean, however, a switch from the focus on the importance of interest groups. To the
contrary, negotiators in the executive branch of the United States Government are just as solicitous
of the interests of specific industries as are members of Congress. As we shdl see, the orange juice
industry proved to be much more capable of taking advantage of this fact than was the gpple juice
indudtry.

Some of the same issues that were examined in the preceding chapter are not revisited here.
For example, Florida Citrus Mutua sought to have orange juice excluded from the Caribbean Basin
Initiative in 1983 and proposed further changes in the structure of the programme. Because smilar
(and generdly more successful) efforts undertaken by the lesther products industry were aready
examined in Chapter 4, there is little to be gained from yet another examination of this debate.
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Smilarly, the size of the exising NTR tariff on FCOJ is many times larger than the additiona duties
that United States producers have had imposed under the antidumping and countervailing duty
laws.45

Development of United States Policy

The broad outlines of the issue are apparent from the data in Table 5.2, which shows the range
of products and tariffs. In 1930 there were just three paragraphs or subparagraphs in the tariff
schedule that identified different types of fruit juice and they were subject to just two rates (when
one adjusts concentrates for their actual juice content and leaves aside the additiond rates on juices
containing acohoal). In the current harmonized tariff schedule there are 15 separate lines for fruit juice
a the eight-digit levd (as liged in Table 5.2), and 30 lines at the ten-digit (datigticd) levd.46 These
products are subject to 12 different tariff rates, ranging from duty-free treatment to peak tariffs on
four types of citrusjuice.

Free Tradein Apple Juice

One of the more remarkable characterigtics of the United States gpple juice industry and one
that sets it gpart from orange juice, is the lack of a strong trade association to represent its interests
in Washington. Prior to the recent establishment of the United States Apple Association (which
represents producers of both fruit and juice), there were instead a variety of apple-related groups
with divided interests. For example, the Northwest Horticultura Council has traditionally been more
oriented toward the negotiated reduction of foreign barriers to United States exports than to the
protection of its members from import competition. To use the terminology of Chapter 3, it operates
as a dage 3B indudry asociaion. Smilarly, the membership of both the Internationd Apple
Indtitute and the Processed Apple Inditute were too diverse and multinationa to play a role
comparable to that of Forida Citrus Mutud. Even when the gpple juice indudry findly turned
againg imports and sought protection under the safeguards law in 1985, the petition had to be filed
on their behaf by the USTR (as supported by the American Farm Bureau Federation and many of
its dtate affiliates). It was not until the recent formation of the United States Apple Association that
the industry had an advocate capable of undertaking such initigtives as the 1999 filing of an
antidumping petition against imports of apple juice concentrate from China.

45 For reviews of the trade-remedy cases against Brazilian FCOJ, see Primo Braga and Silber (1993) and U.S
International Trade Commission (1995).

46 |n addition to these products in chapter 20 of the tariff schedule, there are also two products in chapter 22.
HTS items 2202.90.30 (orange juice fortified with vitamins or minerals) or 2202.40.35 (other juices fortified with
vitamins or minerals) in the analysis are not included because they account for negligible shares of imports.
These products are subject to the same tariffs that are applied to the unfortified juices. Other products that are
not included in this analysis are six tariff itemsin two chapters that cover vegetable juices or vegetable-fruit juice
combinations or lime juice that is unfit for beverage purposes. See also footnote 49, on cider.
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Table5.2
United States Tariff Treatment of Fruit Juices, 1999
In descending order of ad vdorem equivalent tariff rates
Tariff ATPA

HTSItem Description I(i?re(;) AVE G & CBI
2009.11.00 Orange juice, frozen, concentrated (FCOJ) 8.080¢ 41.9% No Free
2009.30.60 Other citrus juice, concentrated 8.125¢ 40.6% No Free
2009.20.40 Grapefruit juice, concentrated 8.120¢ 12.9% No Free
2009.19.45 Orange juice, concentrated, not frozen 8.080¢ 12.4% No Free
2009.40.20 Pineapple juice, not concentrated 4.400¢ 10.8% No Free
2009.60.00 Grape juice (including grape must) 4.800¢ 10.5% No Free
2009.19.25 Orange juice, not frozen, not concentrated 4.600¢ 7.8% No Free
2009.20.20 Grapefruit juice, not concentrated 4.600¢ 5.5% No Free
2009.40.40 Pineapple juice, concentrated 1.000¢ 3.7% No Free
2009.30.40 Other citrus juice, not concentrated 3.700¢ 2.2% No Free
2009.80.40 Prunejuice 0.700¢ 1.8% No Free
2009.30.20 Lime juice, fit for beverage 1.800¢ 0.8% Free Free
2009.80.60 Other non-citrus juices 0.600¢ 04% Free Free
2009.70.00 Applejuice Free Free — —
2009.80.20 Pear juice Free Free — —

Note: Ad valorem equivalents calculated by the UNITED STATES International Trade
Commission, based on 1999 tariffs and price data for 1998 imports. Note that these per
centages are as volatile as price levels for a given product and hence can vary considerably
from one year to another (or even within a single year).

One reason for the lack of a unified organization is the widespread digtribution of the industry.
Apples are commercidly grown in 36 of the 50 states. While Washington State accounts for close
to haf of United States production and four other states (Cdifornia, Michigan, New York and
Pennsylvania) account for about one-third of production,4’ no state or region comes as close to
dominating the gpple industry as Florida does for citrus. The lack of a specific gpple juice
organization is aso a product of the industry’s late-comer and secondary status in the apple industry
complex. Apple juice was not commercidly produced in the United States at the time that the
Hawley-Smoot Tariff Act was devised and hence was not yet even a stage 1 infant industry. Apple
farms would produce cider as a seasond product, but this cottage industry was only asmal sdeline
that permitted them to dispose of lower-qudity apples. The production of bona fide apple juice - a
more filtered product than cider - is a more complex process that requires greater capita
investment.

47 Calculated from data on the Web site of the United States Apple Association, from estimates of the United
States Department of Agriculture (http://www.usapple.org/industryinfo/Jan99estimate.PDF).
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Figureb5.1

Chronology of Developmentsin the Production and Trade of Fruit Juice

1890

McKinley Tariff Act
imposes atariff of 5¢ per
gallon on cider, places citrus
juices on the freeligt.

1929

Canned orange juice
introduced in the United
States.

1930

Hawley-Smoot Tariff sets
duties of 5¢ per gallon on
apple juice and cider, and
70¢ per galon on other fruit

I=
Q
3

1932
Process developed to
extract juice from pineapple
pulp.

1935

Horida Citrus Commisson is
founded.

1937
Commercid production of
applejuice beginsin the
United States.

1938
United States-Canada
RTAA agreement reduces
duty on apple and pear cider
to 3¢ per gdlon.

1945
Technology developed for
FCQJ, originaly as an
intermediate step in the
production of orange juice
powder for the United
States military.

In first round of GATT tariff
negotiations, United States
agrees to reduce duty on
concentrated citrus juice to
35¢ per gdlon.

1948 United States becomes
Florida Citrus Mutual is largest export market for
established. Brazil’s FCOJ.

1951
Processed orange juice

surpasses fresh in United
States consumption.

1954

The introduction of flash
pasteurization facilitates
storage and sales of fresh
orange juice.

Freeze in Horidakills
millions of orange trees,
leads to mgjor imports of
FCOJ.

Firgt FCOJ plant opened in
Brazil.

1965

Congress increases tariff on
grape juice from 9¢ to 50¢

per gdlon.

Tariffs on apple juice phased
out by Kennedy Round
agreements, but no
reductions are made in
orange juice tariffs.

1970

Brazil passes the United
States as world’ s largest
FCQOJ exporter.

1977

Following amgor freezein
Florida, the United States
becomes a net importer of
FCOJ.

1981

FCOJ productionin Séo
Paolo exceeds production in
Florida

1982
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1983
Under threat of
countervailing duties, Brazil
negotiates a suspension
agreement that imposes an
export tax on FCOJ.

1986
USITC findsno injury in a
safeguards investigation of
apple juice imports.

1987

United States imposes 0.48-
1.96 per cent antidumping
duties on imports of FCOJ
from Brazil. The order is
later revoked for two
producersin 1991 and 1994.

1992
Bush administration
concludes NAFTA with
Canada and Mexico,
providing for the phase-out
of dutieson all products.

1993
NAFTA ismodified by
negotiating a “snapback” to
earlier tariff if imports of

FCOJ exceed a specified
levd.

1986-1994

United States agrees in the
Uruguay Round to reduce
tariffs on FCOJ by 15.1 per

1999
Preliminary antidumping
duty of 0-54.44 per cent
imposed on non-frozen,
concentrated apple juice
imported from China.
AD order and CVD
suspension agreement on
Brazilian FCOJ are both
retained.

I‘i%
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When the United States began to import apple and pear juice, the item was interpreted to fall
under the exigting classification for cider. Juice was therefore subject to a much lower tariff of 5¢ per
galon, which hed first been established under the McKinley Tariff Act of 1890, rather than the 70¢
per gdlon rate that gpplied to dl other juices. Apple and pear juice were not distinguished from
cider until the converson to the TSUS, which provided separately for juices and for cider.48 That
diginction remainsin the HT'S nomenclature49

The tariff on cider and juce was cut to 3¢ per gdlon in the 1938 RTAA agreement with
Canada, arate that remained in place for more than two decades. Imports supplied only two to four
per cent of United States gpple juice consumption during 1963-1968, dl of which came from
Europe and Canada (United States Tariff Commission, 1970: 5). It is therefore not surprising that
negotiators fdt free to diminate the tariff dtogether and that the United States producers were not
adarmed by this development. The United States agreed during the Kennedy round negotiations to
phase the tariffs on apple and pear juice out atogether by 1971.

What neither the producers nor the negotiators readlized was that this move came just before a
wave of import competition entered the United States. “ Super-concentrated” apple juice®© had
been developed in the 1950s, a process that - like the earlier development of FCOJ - facilitated
trade across borders (O’ Rourke, 1994: 142). The United States producers were nevertheless able
to supply dl of the domestic market’s needs, a least until an entirely unanticipated event occurred in
the early 1970s. A short-lived craze for “pop” wine produced from apples caused the demand for
apple juice concentrate to rise rapidly and the United States producers were unable to keep up with
asurge in demand. This led to increased imports and an expansion in the gpple juice concentrating
indugtries of severa countries (ibid.: 143). Some of the same firms that import FCOJ and market
recongtituted orange juice in the United States, such as Tropicana (PepsiCo) and Minute Maid
(Coca Cala), got into the recondtituted gpple juice indugtry at thistime.

The red problem arose when the demand for pop wine subsided. With globa capacity having
risen but United States demand having fdlen, the inevitable result was a sharp declinein prices. This
caused severd United States apple concentrating plants to go out of business and aso cut into the
profits of apple producers. Being unprotected by tariffs, their only option was to seek rdief under
the safeguards law. The USTR filed a petition with the USITC on behaf of the industry in 1985, but
the commission concluded the next year that the standards for finding substantid injury had not been
met. In the absence of an affirmative injury finding, the commisson could not recommend thet the
president impose import restrictions.

The United States apple juice industry continues to face import competition and recently turned
once again to the traderemedy laws. In 1999 the United States Apple Association filed an
antidumping petition againg imports of non-frozen, concentrated gpple juice from China The
petitioners had origindly indicated an interest in filing againgt severd producers, including Argentina

48 One might speculate that if the apple juice industry had been well-organized at the time that imports first
entered the market, it might have argued against the classification of apple juice as a type of apple cider. If the
Customs Service could have been convinced to classify apple juice as an “other fruit juice not specifically
provided for,” the applicable tariff would have been fourteen times higher than 5¢ per gallon.

49 Cider is not dealt with separately in this analysis. It is now classified under HTS item 2206.00.15, and is
subject to atariff of 0.4¢ per gallon (an AVE of 0.3 per cent). The product is aso eligible for duty-free treatment
under the GSP, CBI and ATPA programmes. The United States imported $7.4 million worth of cider in 1999, of
which $3.4 million worth originated in Canada. This is a small fraction of the value of apple juice imports (see
Table5.1).

50 Super-concentrated juice is concentrated at a six-to-one ratio, or twice as concentrated as the three-to-one
ratio that is commonly used for FCOJ.
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and Chile, but may have concluded in the end that China was the easiest country to target.> The
petition led to the imposition of antidumping duties on imports from various Chinese companies,
ranging between zero and 51.74 per cent.

High Initial Protection for CitrusJuices

Protection for the orange juice industry was a twentieth century development. It was not until the
McKinley Tariff Act of 1890 that citrus juices were specificaly provided for in the United States
schedule and even then, they were not taxed. The 1890 act included on the free list “[I]emon juice,
lime juice and sour-orange juice.”>2 The fird law that made citrus juice a dutiable product was the
Underwood Tariff Act of 1922, which established a tariff of 70¢ per gallon on most fruit juices (but
lemon, lime and sour-orange remained duty-free). This rate was then retained, but its gpplication
was expanded upon, in the Hawley-Smoot Tariff Act of 1930.

Perhaps the only surprise in the hearings that led to the expanded juice tariff was that it was the
Cdifornia indugtry, rather than the Horida growers, that took the lead in seeking protection. One
reason is that the origind source of import competition was neighboring Mexico; Florida producers
in the early 1930s were more concerned with imports of fruit than juice (primarily from Cuba).
Moreover, the Florida citrus industry had not yet formed its politicd arms. The Forida Citrus
Commission would not be crested until 1935 and Florida Citrus Mutua was founded in 1948. From
that point on, the Horidaindustry took the lead in lobbying Washington on citrus trade issues.

A representative of the Cdifornia Citrus League testified before the House Ways and Means
Committee in 1929, expressing darm over the fact that Americans were switching from the
consumption of whole fruit to the purchase of processed juice and that imports of juice were
beginning to arrive from Mexico (orange),>3 the West Indies (lime) and Itay (lemon). These imports
were being facilitated by advances in fruit-processng technology, including new methods of
extraction, concentration and canning.>* In kesping with the protectionist sentiments of the time,
when imports of any item that was domedtically produced were generdly seen as “unfair,” the
leagu€e' s brief declared that:

To permit the uncontrolled importation of any of these citrus juices in a condition which allows
their use in place of the fruit which would otherwise have been purchased would be
inconsistent and manifestly unfair to the orchard growers of California, Florida, Texas, Arizona
and all other States in which citrus is grown. 5>

The league requested that Congress gpprove two changes in the tariff schedule: (a) that all
variety of citrus juices be made dutiable at a uniform rate of 70¢ per gallon and (b) that concentrated
juice (liquid, solid, or powder) be made dutiable a 35¢ per pound. The legidature complied with
this request, atering it only with regard to the specific terms of the duty on concentrates. In place of
the requested per-pound assessment, the new provison set a tariff on citrus juice concentrates (in

51 The AD law provides for a special methodology to be employed in investigations involving non-market
economies such as China. This methodology makes it much easier to find dumping against such countries.

52 Paragraph 631 of the Tariff Act of 1890, commonly known as the McKinley Tariff Act. What we now simply
call “orangejuice” was at that time identified as “ sweet orangejuice,” to distinguish it from the sour variety.

53 Total United States imports of orange juice in 1928 were 53,854 gallons, according to the witness. Thiswas a
tiny fraction of the 1.1 millionlitres of FCOJthat the United States imported in 1998.

54 The most significant advance in juice-processing technology - the development of frozen concentrates - was
still fifteen yearsin the future when Congress debated Hawley-Smoot.

55 |n United States Congress, Ways and Means Committee (1929: 5332).
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whatever form) that was equa to the equivdent levd of juice. A liquid concentrate that would yield
three gallons of juice, for example, would be subject to atariff of $2.10 per gallon.>6

Concentrates of non-citrus juices were not specificaly provided for in the tariff schedule, and
were taxed according to their raw vaue (e.g. agalon of concentrated grape juice was subject to the
same 70¢ per gdlon tariff as a gdlon of unconcentrated gragpe juice). This anomaly was not
corrected until the adoption of the Tariff Schedules of the United States (TSUS) nomenclature in
1963, when non-citrus juices were made subject to the same rule. Although this amounted to a tariff
incresse on concentrated gpple juice, pear juice and the like, its Sgnificance was diminished by the
fact that tariffs on non-citrus juices had aready been greetly reduced by that time.

The Hawley-Smoot Tariff Act rates set the base for the RTAA and GATT negotiations that
were to follow. With afew exceptions, dl of the important changes in the tariff treetment of FCOJ
and other citrus juices have come about as a result of negotiations.>” The principd trends in these
negotiations can be gppreciated from the illustrations in figures 5.2 and 5.3. Two observations stand
out from these figures. One is that the tariff schedule has indeed become more differentiated, with a
proliferation of different line items for distinct types of juice. This was a product of the negotiating
process, in which both the United States and its trading partners found reasons to limit the
application of specific concessons. See for example the case of Ecuadorian naranjilla juice, as
discussed in Box 5.1. The figures dso underline the very different paths taken by the tariff rates
applied to different products. The barriers to apple and pear juice started low, dropped quickly and
were eliminated dtogether by 1971. With the exception of grape juice, the tariffs on other non-citrus
juices dso declined rapidly. By comparison, the tariffs on some types of citrus - especially FCOJ -
have remained relatively high. Some of these rates showed little or no change for decades.

56 The United States trade data for fruit juice concentrates are reported in terms of single-strength equivalent
(SSE), aconvention followed in thisreport. A “litre” of FCOJistherefore only afraction of alitreinreal terms, but
will yield alitre of SSE orange juice when it is reconstituted through the addition of water.

57 Congress made one other post-Hawley-Smoot adjustment to the tariffs on fruit juices. In the Dillon Round
(1961) of GATT negotiations, the United States made a concession to the EEC to reduce the duty on grape juice
from 45¢ to 36¢ per gallon. In the 1963 conversion from the Hawley-Smoot nomenclature to the TSUS, the Tariff
Commission further reduced the tariff on grape juice from 32¢ to 9¢ per gallon. Congress then “corrected” this
revision - and then some - as part of the Tariff Schedules Technical Amendments Act of 1965. Thislaw increased
the tariff rate on grape juice from 9¢ to 50¢ per gallon, in order to “restor[€] the rate under the old schedules
which was based upon the potential alcoholic content of the juice” (United States Senate Finance Committee,
1965: 25). The Hawley-Smoot Tariff Act had provided that grape juice was subject to the same 70¢ tariff as other
juices when it contained (or was capable of producing) less than one per cent alcohol, but other grape juice was
subject to an additional tariff of “$5 per proof gallon on the alcohol contained therein or that can be produced
therefrom.” The distinction between these two types of grape juice was lost with the 1965 revision, which treated
al grape juice as if it were grape must (e.g. the raw material from which grape wine is produced). The United
States negotiated a series of agreements to compensate its trading partners for various tariff increases brought
about both by the conversion to the TSUS and enactment of the 1965 amendments.

One might arguably include another post-1930 congressional enactment in the category of adjustments to
the tariffs on fruit juices. In the Revenue Act of 1932, Congress amended the Hawley-Smoot Tariff Act to impose
a new tariff of 20¢ per gallon on “[g]rape concentrate, evaporated grape juice and grape syrup (other than
finished or fountain syrup), if containing more than 35 per cent of sugars by weight.”
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Box 5.1
Naranjilla Juice: A Case Study in Differentiation

The case of naranjilla juice offers an interesting object lesson in the practice of differentiation.
At the time that the United States proposed the negotiation of an RTAA agreement, the Government
of Ecuador was promoting the cultivation of naranjillawith hopes of developing an export market for
fresh and concentrated juice. The Ecuadorian negotiators proposed that the United States halve its
tariff on this product, but also requested that naranjilla be “broken out” as a separate line item in the
United States tariff schedule. The United States negotiators saw advantages in differentiating the
product as suggested, insofar as granting a narrow concession on this one product “would facilitate
negotiations [with Ecuador] gppreciably without affecting our bargaining power on fruit juices in
negotiations with other countries’ (cable of January 30, 1937, in Department of State, 1954. 486).
Following an unusudly lengthy negotiation, the two countries concluded an agreement in August,
1938 that established naranjilla juice as a separate product, and cut in haf the United States tariff on
this item (the maximum deduction dlowed under the RTAA). The two countries dso exchanged
concessions on a number of other products.

Differentiation did not actualy extend an gppreciable benefit to Ecuador and in fact it had
unintended negative consequences. The concesson was rendered moot by the concluson in
January, 1938 of an RTAA agreement between the United States and the United Kingdom, in which
the United States cut in hdf the tariff on dl other citrus juices. The only time that naranjilla juice was
subject to a lower tariff than other citrus juices, therefore, was during the three months that elgpsed
between the two agreements entry into force. If the Ecuadorian negotiators had held out a little
longer, they would have received (under the operation of the MFN clause) the benefits of the
concession that Washington made to London. Even worse, this product differentiation meant that
naranjilla juice was isolated from further reductions in the United States tariff on other citrus juices.
In the first round of GATT tariff negotiations (1947), the United States cut the tariff on non-
concentrated citrus juices except naranjilla from 35 to 20¢ per gdlon. Instead of enjoying a 35¢
per galon advantage over other citrusjuices (e.g. the difference between Hawley-Smoot’s 70¢ and
the RTAA agreement’ s 35¢), naranjilla juice was now at a disadvantage of 15¢.

Nor did the problem end there. Beginning in 1942, American officids repeatedly expressed
concerns that Ecuador was not abiding by the terms of the agreement. The problems included
suspengon of tariff cuts for balance-of-payments reasons, as wel as the impostion of atogether
new tariffs and fees in excess of what the RTAA agreement would permit. Washington ultimately
terminated the bilaterd agreement effective January 18, 1956, in response to further increases in
Ecuadorian tariffs (United States Tariff Commission, 1956: 177-179). This initidly meant reverting
the United States tariff on naranjillajuice to the origind rate of 70¢ per galon. The restored Hawley-
Smoot rate remained in place until the converson to the TSUS in 1963, when it was decided to
eliminate separate items for naranjilla juice because “[t]here has been no trade in these products for
many years and none is expected to result under the lower rates which would gpply” when the
product was reincorporated into the basket category for other fruit juices (United States Bureau of
the Census, 1964: 137).
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The interpretation of the original rates and these negotiations' results is complicated by the fact
thet dl rates are denominated in specific rather than ad val orem terms and hence must be converted
to ad valorem equivaents (AVES) for purposes of comparison. The Tariff Commission caculated
that during 1931-35 these rates trandated into AV Es that ranged between 30 and 164 per cent for
orange juice, 42 to 116 per cent for grape juice and 19 to 33 per cent for other non-citrus juices
(1936: 437-445). These rates were cdculated on the basis of very low levels of imports, none of
these products accounted for more than $35,000 of importsin any given year. The commission later
attempted in the switch to the TSUS nomenclature to convert tariffs to an ad valorem basis,>8 but
“both importers and domestic producers’ made “[njumerous objections to the proposed
converson” (United States Bureau of the Customs, 1964: 136).

Freezing the Tariff Rate on Orange Juice

Unlike the more complacent apple juice producers, the orange juice industry demanded that
their product be protected well before imports reached significant levels. Their efforts have been
successful: While imports of apple juice have been duty-free for a generation, FCOJ remains subject
to high tariffs. During 1992-98, the AVE on FCOJ ranged between 34.0 and 48.4 per cent and
averaged 41.2 per cent.>®

The orange producers remain protected even though there are only haf as many orange-growing
farms in the United States as there are apple growers. Despite its smaller Sze, this industry enjoys
some dgnificant advantages over apple producers in the fight for protection. One key point is the
close collaboration between Forida Citrus Mutud (a private organization) and the Florida Citrus
Commission (a public-private agency),50 with the full backing of the Horida State Government and
the state' s congressiond delegation. That delegation is substantia, currently accounting for a bloc of
23 votes in the House of Representatives (e.g. 5.3 per cent of the total chamber). Beginning in the
1950s - wdl before imports were dgnificant - the Florida Citrus Commission actively |obbied
agang any reductions in United States tariffs on citrus fruits and juices (Forida Department of
Agriculture, 1986: 34). It is no coincidence that FCOJ tariffs were virtudly frozen from that point
forward. Even in 2005, the 7.85¢ per litre tariff on FCOJ will be only 15.1 per cent below the
9.25¢ per litre rate that was negotiated a the first GATT round in 1947.61

Decades passed before Brazilian orange juice became a mgor factor for the Florida industry.
Oranges accounted for less than one per cent of Brazilian exports in 1931, most of which went to
the United Kingdom (United States Tariff Commission, 1933: Table 10) and neither oranges nor
juice were part of the United States-Brazilian RTAA agreement of 1935. To the contrary, at this
time the United States was interested primarily in concessions from other countries on ther barriers
to United States exports of juice.b? Initid United States imports from Brazil were smdl, usad in part

58 Based on the tariff rates and import prices of the time, the proposed ad valorem rates ranged from 3 per cent
(for applejuice) to 95 per cent (for FCOJ).

59 The specific tariff declined somewhat during this period, asis shown in Table 5.4.

60 The Florida Citrus Commission is an executive agency of state government established in 1935. Its purposeis
to protect and enhance the quality and reputation of Florida citrus fruit and processed citrus products in both
domestic and foreign markets. The Florida Citrus Commission is the agency head and serves as a board of

directors for the Department of Citrus. Of the commission’s twelve members seven must be growers, three must
represent the processing industry and two must be fresh fruit shippers.

61 That rate was actually expressed as 35¢ per gallon.

62 See for example the concessions that Great Britain made in the 1938 RTAA agreement on grapefruit, orange,
pineapple and prune juice.
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by processors of recongituted orange juice who found the Brazilian product to be useful for
improving the color of their product early in Forida's growing season (Ward, 1976: 11). That
remains one of the reasons for imports to this day.

The turning point for FCOJ production and trade was the 1962 freeze in Horida, which
destroyed far more than a single year’s crop. This freeze killed a great many trees and inspired vast
new plantings and FCOJ capacity expangon in Brazil. The initid incresse in imports was actudly
rather samdl. The Federd Trade Commission caculated that even with prices doubling, the releive
gze of the tariff dropping and imports increasing, “at no time [just after the freeze] did they account
for as much as 5 per cent of United States consumption” (1964 10). This would soon change. Prior
to the freeze, the principa sgnificance of FCOJ production in Brazil, Argentina, Isragl and other
countries was the competition that it posed to United States sdes in third-country markets. These
producers were soon competing directly with Florida producers in the United States market.
Imports of FCOJ rapidly expanded from 3.5 million galonsin 1965 to 33.0 million in 1975 and then
to 581.4 million in 1985.63

One criticd issue in understanding the political economy of FCOJ trade is the diparity in
palitica influence that is wielded by domestic orange growers ver sus the FCOJ processing industry.
It is easy enough to understand why orange growers would want to maintain high tariffs on FCQOJ,
which after al represents nothing but oranges imported in another form. But our demand-side theory
of trade policymaking begs the question, “Why can't the processors form an effective counterweight
to the orange growers and press for a reduction in United States tariffs?” Companies that process
oranges into FCOJ should want lower tariffs on fruit and companies that recondtitute FCOJ into
sngle-grength orange juice - which are often the very same companies that make FCOJ - should
want duty-free access to the imported product.

There are four reasons why the FCOJ processors and recongtitutors either have not tried or
have not succeeded in reducing tariffs on this product. One is that there isindeed a sharp separation
between the orange growers and the corporate processors (though not the grower-owned
cooperatives), which reinforces the growers oppostion to imports. The mgor United States
producers and processors of reconstituted orange juice own no orchards, ether in the United States
or abroad, and must buy the raw material (oranges) or the intermediate product (FCOJ) from
others. Take for example Tropicana, which is otherwise a very integrated operation. The company
has owned its own glass plant since 1964, has made its own boxes since 1972 and even owns a co-
generation plant to supply its own dectricity, but the company ill reies on others to supply the fresh
oranges. Without a “captive’ family of orange growers, neither this company nor the other
processors can cal upon the farmers to support a free-trade initiative.

The sheer sze of the two mgor multinationds in this industry does not ensure their political
power. The Coca-Cola Company has owned Minute Maid since 1960 and in 1998 its arch-riva
PepsCo purchasaed Tropicana. The limited politica influence of these two beverage giants is amply
demonstrated by the fact that sugar imports remain subject to a very redrictive tariff-rate quota
Despite years of objections to these TRQs (and the import quotas that preceded them), soft drink
manufacturers have been unable to convince Congress to reped the redrictions. Ther only
dternative has been to subgtitute sugar with high-fructose corn syrup and even this option enhances
the politica power of the sugar restrictions by creating one more lobby in favor of them (e.g. United
States corn growers and processors).

63 United States Department of Commerce data, various years.
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A second reason why the processors are weaker than the growers is that many of the
processors themselves - the cooperatives - are controlled by the growers. While corporations are
motivated solely by the desire to reduce production costs and hence will purchase raw materias
from the lowest-cost supplier, the cooperatives strongly favor the processing of their own oranges
over imports (or indeed over any oranges not grown by their own members). “Cooperatives and
corporations may take sharply different postions on trade policy issues” according to a USITC
andysis (1993: 2), “with corporations favoring liberd import policies and cooperatives favoring
import restrictions.”

Yet athird reason for the weakness of the processors is that many of them are multinationas.
Thismay at first sound like a contradiction, given the well-established (and often justified) belief that
multinational corporations wield consderable politica power. That may wel be true in some
contexts, but in this instance it tends to reduce the corporations “clout” with the Florida political
edtablishment. When officeholders in both the state government and in the Florida congressiond
delegation are forced to choose between the demands of growers and processors, they will naturally
sde with those who can legdly vote and make campaign contributions in the United States. Those
growers have greater influence than the following companies, only one of which is American:

Cutrdle, a subsdiary of Sucocitrico Cutrale, Ltda, Brazil, owns two former Minute
Maid processing plants in Florida. The company supplies orange juice for Coca-Cola's
Minute Mad products. Any production by Cutrde Citrus Juices UNITED
STATESA., Inc. beyond these needs is marketed independently by Cutrale. Sucocitrico
Cutrale, Ltda, ownsfive processing facilitiesin Sdo Paulo.

Citrosuco Paulisga SA. is pat of the Brazilian conglomerate Fisher group and is one of
the world's largest orange-juice processors and a mgjor bulk FCOJ trader. Citrosuco
and Alcoma Packing Company, Inc. have an agreement by which Alcoma will process
oranges for Citrosuco.

Cargill isa United States-based company with headquarters in Minnesota. FCOJis one
of many commodities that the company processes and trades. It owns one processing
fadility in Horida, aswdl astwo processng facilitiesin S&o Paulo, one in Chile and one
in Pakistan. The company trades bulk FCOJ.

SA. Louis Dreyfus et Cie. is a trader of bulk FCOJ and other commodities that is
headquartered in Paris. The group owns one FCOJ processing facility in Florida, dong
with two processing facilities in S0 Paulo. They dso lease a processng plant in the
Brazilian gate of Sergipe.

Severd other foreign investments have been made in the Horida citrus indudtry, including firms in
Canada, France and Japan. None of them, however, is as politically significant as the state's 12,000
orange growers and their families.

The fourth reason is the least obvious and yet it may be the most sgnificant. The processors
and recongtitutors aready enjoy a form of duty-free treatment for the importation of FCOJ. They
obtain this through generous drawback rules that alow an importer to obtain a refund for 99 per
cent of the tariffs that they paid (with one per cent retained for processing costs) by exporting a like
amount of concentrate from whatever source within a three-year period. The rules goplying to
FCOJ are epecidly liberd, as they provide for “substitution drawback.” This allows a producer to
collect drawback when a commercidly equivadent domestic product is subgtituted for imported
product in manufacturing the exported good. Under this programme, imports act as a reserve pool
for United States orange juice processors. They use Brazilian, Mexican and other country product
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to supplement their sdes in the United States and in third-country markets. Access to this pool
provides stability of supply in a sector that would otherwise be subject to periodic freezes,
hurricanes, tree diseases, insect plagues and other sources of uncertainty. Prior to the 1980s,
processors often recovered dl of the duties that they paid in dack years by making up for the
exports in the fat years. That is no longer the case, now that a consderable share of the imported
FCOJ remains in the United States market, but the drawback programme nevertheless reduces
much of the tariff burden.

While neither the United States Customs Service nor the FCOJ industry publish data on the
extent to which this drawback programme is employed, the figures reportsin Table 5.3 dlow for the
extrapolation of the approximate size of the operation. These numbers are based on a comparison of
totd United States imports with imports for consumption (the difference being a rough indicator of
FCQOJ that remained in bonded warehouses) and a comparison of total exports with domestic
exports (the difference being a rough indicator of reexports of imported FCOJ). Two very
interesting observations emerge from these data: Almost one-eighth of the FCOJ imported during
1992-98 never entered the United States market and just over one-fourth of al exports during the
same period were in fact re-exports. The data further show that in atypica year, the value of United
States FCOJ re-exports exceeded the value of imports not entering the United States market
(“other imports’) by $20.9 million. This apparent doubling is due to the fact that FCOJ fetches a
much higher price adbroad than it does in the United States. The average price of imported FCOJ
during 1992-98 was 21.9¢ per litre, but the average price for the exported product was 55.8¢ per
litre. The drawback programme is thus doubly beneficia for the United States processors. It dlows
them to draw upon imports when loca supplies are inadequate and to regp the benefits of higher
export prices when the local supply increases.

Even with the drawback programme, one assumes that the FCOJ processors and
recongtitutors would prefer to have unhindered access to foreign supplies. This programme
nevertheless takes the edge off of an otherwise exorbitant tariff. The programme aso helps to
explain why Brazilian, European and other producers have been investing in the Forida processing
industry.

The United States-Isradl FTA

The United States-Israel FTA was an important turning point in the United States drift from an
amog purdy multilaterd, nondiscriminatory policy to one in which less than haf of United States
imports now originate in countries that are subject to “pure’ MFN trestment. This bilatera
agreement was negotiated in 1985 and set the precedent for the CFTA and NAFTA.

Proposals to negotiate FTAS pose more serious chalenges to protectionist industries than do
multilateral negotiations, due to the specid requirements of GATT Articde XXIV. This provison
dates that in order for an FTA or a customs union to be GATT-conggtent, it must among other
things cover “substantialy dl trade” The United States has dways taken a drict gpproach to
interpreting this requirement. While some countries read this article to mean that there can be sectors
excluded from an FTA or customs unions, al three of the FTAs negotiated by the United States
have covered the full range of products. This practice is especidly troublesome for indudtries that
have managed to retain protection behind relatively high tariff wals. Those industries can aways ask
that they continue to receive such protection in a multilatera trade negotiation, or that their products
be exempted from preferential trade programmes such as the GSP, but the United States policy
enaures that this option is not available in an FTA.
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Table5.3
United States Imports, Exports and Re-Exports of FCOJ, 1992-1998

Millions of current United Sates dollars

72

1992-

1998

1992 1993 1994 1995 1996 1997 1998 Average

A. Tota imports 3360 2301 2915 1821 2805 2041 3121 262.3
AL Imports for consumption 2604 2331 2768 1584 2654 1827 237.3 230.6
A2. Other imports (A-A1l) 756 -30 147 237 151 214 748 31.8
B. Total exports 2268 1848 1928 2057 2187 2230 1976 207.1
B1. Domestic exports 138.7 1447 1495 1689 1633 1706 1448 154.4
B2. Re-exports (B-B1) 881 401 433 368 554 524 528 52.7
Total trade balance (B-A) -109.2 -453 -987 236 -61.8 189 -1145 -55.3
Domedtic trade balance (B1-A1)  -121.7 -884 -127.3 105 -1021 -121 -925 -76.2

Source: Calculated from United States I nternational Trade Commission data.
Averages may not sum precisely due to rounding.

Florida Citrus Mutud discovered this when it sought the excluson of FCOJ and frozen
concentrated grapefruit juice from the United States-Israel FTA. The group’s concerns were based
not only on the prospects of duty-free competition from Isradl (which was then the world’ s second-
largest producer of grapefruit) but aso the possihility that Brazilian FCOJ might be transshipped
through lsrael.64 The United States citrus industry’s podtion was aso influenced by the
contemporary dispute between the United States and the European Union over preferential access
for Mediterranean (including Isradi) citrus into the European Union market, which the Cdifornia
Arizona Citrus League characterized as “Israd’ s complicity in an illegd trading arrangement that has
caused extreme harm to our industry.”¢5 While neither Congress nor the Reagan adminigtration
agreed to exclude citrus juices from the FTA, the citrus industry was given a partial concesson. The
FTA provided for four different categories of staging for the tariff reductions, with the most import-
sengtive products being in Category V. Tariffs on these items would not be reduced until 1990, but
would ill be diminated in stages by 1995. Citrus juices were among the Igradli products in
Category 1V, together with other products (footwesar, leather goods, gold necklaces, etc.) that
collectively encompassed 132 per cent of United States imports from Israd (Lande and
VanGrasstek, 1986: 61-62).

In the end, the industry’s concerns proved to be overstated. Three years after the last tariffs
were eiminated in 1995, the United States imported less than hadf a million dollars worth of fruit

64 See the testimony of Florida Citrus Mutual in House Committee on Ways and Means (1984: 332-341).

65 Inibid., page 574. This dispute was resolved in 1986, but only after the United States and the European Union
engaged in one of those bouts of retaliation and counter-retaliation that were typical of the 1980s.
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juices from Isradl. This amounted to less than one-tenth of one per cent of dl United States fruit
juice imports. Duty-free access to the United States market offers little incentive to Isragli exporters,
who enjoy the same terms of access to European markets (where transportation costs are much
lower).

NAFTA Provisons

Much more was a stake for the citrus indudtry in the United States negotiations with Mexico,
which is a mgor supplier of FCOJ and other fruit juices to the United States. The agreement was
aso much more controversa in Congress than was the United States-lsradl FTA and its find
goprova was therefore less cartain. This fact trandated into much greater leverage for those
industries and members of Congress that sought concessons from the adminigtration. This was
especidly true for the citrus juice industry and its dlies on the Florida congressiona delegetion.

NAFTA was the subject of alengthy and dramatic policy debate in the United States. Prior to
November 17, 1993, when the House of Representatives approved the implementing legidation for
this agreement by a vote of 234-200, there was serious reason to believe that Congress might regject
the agreement. The NAFTA debate was a serious test of the fagt-track mechanism for gpproving
trade agreements. The fasgt track is often characterized as a mechanism that gives Congress asmple
choice between gpproving or disgpproving the results of the negotiations and that completely
bypasses the usud pitfdls of the legidative process. When examined more closdy, however, this
episode reved's a more complicated reationship in which Congress retains and exercises substantial
power.66 Congress has asserted substantid authority in the trandation of trade agreements into
implementing legidation. No maiter how precise the final text may seem, there will dways be room
for disagreement on how the internationd commitments will be expressed in domestic legidation.
Moreover, even dfter the implementing legidation has been drafted and introduced, Congress can
establish linkage between the agreement and other issues. Legidators may threaten to rgect the
implementing legidation if the White House is not willing to make concessons.

The United States negotiators were well aware of FCOJ s import-senstivity during the talks
with Mexico and had dready ensured that tariffs on this product would be phased out over the
maximum period (eg. fifteen years).5” They further sought to placate the industry by making the
product subject to a TRQ during the phase-out period. The dedl called for a more rapid reduction in
tariffs on the first 151,416,000 litres of FCOJimported from Mexico each year and a dower phase-
out for tariffs goplied to any imports aove that level. The two tariff rates are shown in the “in-
quota’ and “above-quota’ columnsin Table 5.4.

66 See Chapter 6 for another fast-track episode in which legislators forced a revision of the draft CFTA’s
provisions on maritime services.

67 One anomaly in the dedl is the tariff rate to be applied to above-quota Mexican FCOJ during 2000-2003. The
negotiators originaly agreed on a 7.862¢/litre rate during this period, but the deal was struck before the
conclusion of the Uruguay Round. The multilateral negotiations established an NTR tariff of 7.85¢/litre (e.g.
0.012¢/litre less than the “ preferential” Mexican rate). This quirk required that the two countries adjust the United
States tariff-reduction schedule under NAFTA so as not to disadvantage Mexico.
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Table5.4

United States Imports of FCOJ from Mexico
Tariffsin cents per litre; Market shares denominated in percentages of import volume

NAFTA NAFTA Per cent of Per cent of

NTR Tariff In-Quota Above- Tariff-Rate  “ Snapback” M exican
Y ear Rate Tariff Quota Tariff QuotaFilled Level Import Share
1989 9.250¢ — — — — 13.2%
1990 9.250¢ — — — — 9.9%
1991 9.250¢ — — — — 14.4%
1992 9.250¢ — — — — 2.1%
1993 9.250¢ — — — — 5.9%
194 9.250¢ 4.625¢ 9.019¢ 109.0% 62.3% 11.4%
1995 9.250¢ 4.625¢ 8.787¢ 159.0% 90.9% 35.3%
1996 8.780¢ 4.625¢ 8.556¢ 115.6% 65.9% 16.8%
1997 8.550¢ 4.625¢ 8.325¢ 120.9% 69.0% 19.3%
1998 8.320¢ 4.625¢ 8.094¢ 166.4% 95.0% 22.5%
1999 8.080¢ 4.625¢ 7.862¢ 113.6% 64.9% 13.1%
2000 7.850¢ 4.625¢ 7.850¢ — — —
2001 7.850¢ 4.625¢ 7.850¢ — — —
2002 7.850¢ 4.625¢ 7.850¢ — — —
2003 7.850¢ 4.625¢ 7.850¢ — — —
2004 7.850¢ 4.625¢ 6.290¢ — — —
2005 7.850¢ 4.625¢ 4.717¢ — — —
2006 7.850¢ 3.145¢ 3.145¢ — — —
2007 7.850¢ 1572¢ 1572¢ — — —
2008 7.850¢ Free Free — — —

Sources: Tariff rates from Harmonized Tariff Schedule and NAFTA schedule. Trade data
calculated from the United States International Trade Commission’s trade database.

Although this ded offered greater protection to FCOJ than to amost any other commodity
imported from Mexico, neither the United States industry nor the Florida congressona delegation
was satisfied. In the tense political amosphere that preceded the House vote, the Clinton
adminigration and the Government of Mexico felt compelled to bargain for every vote they could
get. Some of these were secured by virtudly renegotiating sections of NAFTA, which was
accomplished through the exchange of “side letters’” between Secretary of Commerce and Industria
Devedopment Jaime Serra Puche and United States Trade Representative Mickey Kantor. One such
ded was made in a pair of letters Sgned on November 3, 1993 (exactly two weeks before the
House voted), in which the United States and Mexico established yet another TRQ.68 Under the
terms of this bargain, the tariff on imports of Mexican FCOJ would “snap back” to pre-NAFTA or
MFN leves (whichever was lower) whenever two “triggers’ were reached. These were a volume

68 For thetext of the letters, see United States Congress (1993: 94-97).
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trigger (annua imports from Mexico in excess of 70 million gdlons during 1994 through 1992 and
90 million gdlons during 2003 through 2007)8° and a price trigger (when for five consecutive days
the price for FCOJ fell below the most recent five-year average price for the corresponding month).
The terms of this ded were then incorporated in section 309 of the NAFTA implementing
legidation, which is reproduced as Appendix 5.1 of this chapter. This bargain helped to secure afew
badly needed votes from Floridalegidators.

How have these two TRQs affected imports of FCOJ from Mexico? The data in Table 5.4
suggest that they have indeed been “binding” on Mexican exports, in the sense that this term is
commonly used by economigts.’® Mexican producers have shipped in excess of the origindly
negotiated TRQ in every year of NAFTA'’s operation, meaning that some share of each year's
shipments has been subject to the higher (but till preferentid) above-quota tariff. Moreover, in two
years (1995 and 1998) Mexico came close to exceeding the volume trigger of the second TRQ.
The fact that shipments gpproached this trigger in 1998 was hazardous, because the price trigger for
the snapback was found to exist in early 1999.71 It nevertheless appears that Mexican shipments are
being kept within the bounds that were renegotiated in order to satisfy the demands of the Florida
indugtry.

Current Status and Prospects

The episodes reviewed above show a very shap difference between the apple juice and
orange juice indudtries in the United States. The chief digtinction between apples and oranges is that
the growers in the former industry were far less organized than their counterparts in the orange
groves and much less concerned about the prospect for import competition. It is not surprisng that
they did not take advantage of the opportunity to demand protection in 1929-1930, considering the
fact that theindustry per se did not yet exist. Even after commercid gpple juice production began in
the United States, these producers did not form a national trade association, and did not urge that
their limited protection from imports be maintained. By contradt, the orange juice industry was
dready organized at the time of the Smoot-Hawley hearings (in Cdifornia if not Horida) and
demanded protection at the very first Sgn of foreign penetration. Once the Foridaindustry’ s politica
arms were established, they prevented any significant eroson in the remaining tariff wall - at least on
an MFN basis. The advent of FTAs has posed a more serious chdlenge to the industry, given the
requirement that such agreements cover “subgtantialy al trade,” but the NAFTA experience shows
that even here the industry can win concessons.

What is the future for United States FCOJ imports? All indications are thet this is becoming an
ever more differentiated and discriminatory market. In 1993 only 5.2 per cent of United States
imports of FCOJ entered under preferential programmes or agreements. The datain Table 5.5 show
that by 1998 the share had increased to 38.9 per cent. This shift is coming at the expense of
suppliers such as Brazil that remain subject to the high non-preferentid tariffs. In 1998, the average
tariff imposed on Mexican FCOJ was 6.02¢ per litre, a an AVE of 23.8 per cent. This compared

69 \While the |etters quoted the volumes in gallons, the United States implementing |egislation expressed themin
litres (e.g. 264,978,000 litres in 1994 through 2002 and 340,560,000 litresin 2003 through 2007).

70 In this context, the term “binding” means a quota that is set at a level that actually imposes restrictions on
imports. The standard that is usually employed is 90 per cent, meaning that a quotais considered to be binding if
the exporting country fills 90 per cent or more of its quotain a given period (thus suggesting that it might have
been able to supply moreif the quotawere not in place).

71 Foreign Agriculture Service, United States Department of Agriculture, “Special Provision for Frozen
Concentrated Orange Juice Under the North American Free Trade Agreement Implementation Act,” Federal
Register Volume 64 Number 27 (February 10, 1999), pages 6605-6606.
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to an 8.32¢ tariff on the Brazilian product, equal to 44.6 per cent on an ad valorem basis. Given
this digparity, it is not surprisng that Mexico has captured a growing share of the United States
import market. In the five years that preceded NAFTA, Mexico accounted for an average of 9.1
per cent of United States imports of FCOJ. In thefirst five years of NAFTA’s operation, that share
has more than doubled to 21.1 per cent. During these same five-year periods, Brazil's average
annua share of the United States import market fell from 86.8 to 67.3 per cent. These datatend to
confirm the prediction made by one study that “Mexico and Brazil will compete for a shrinking
market and ... it is possble that Mexico will replace Brazil as the primary source of orange juice
imports to the United States’ (Spreen and Brown, 1995: 7).72 One can only imagine what share of
the United States market will be taken by Mexico after 2008, when the find tariffs and TRQs are
eliminated. The Brazilian product is adso displaced by duty-free imports from Belize, Costa Ricaand
Honduras, al of which benefit from the CBI. The Caribbean Basin accounted for just 1.2 per cent
of FCOJ imports when the programme took effect in 1985 (Irwin and Brown, 1995: 3), but the
region was responsble for 16.8 per cent of United States importsin 1998.

Imports will dso be affected by trends in United States consumption. Here there is both good
news and bad news for producers outside the United States. On the one hand, domestic and foreign
producers dike can benefit from a growing United States market for fruit juices, which is spurred by
an increasingly hedlth-conscious public. Per capita consumption of orange juice has risen from 3.81
galons per capita in 1970 to 5.91 gdlons in 1997 (a 55.1 per cent increase). During the same
period, consumption of apple juice increased from 0.53 to 1.59 gallons (up 200.0 per cent), and
consumption of dl other juices (citrus and non-citrus) rose from 1.39 to 1.71 gdlons (up 23.0 per
cent).”3 On the other hand, a growing share of the United States juice market is being supplied by
not-from-concentrate (NFC) orange juice. This is a segment of the market in which - due to the
higher shipping costs of single-strength juice - the United States producers can erase much of their
foreign competitors price advantage.

There are thus two important trends in the United States market. The increasing popularity of
NFC juice and the expanson of bearing acreage in Horida both suggest that United States
producers may recapture much of their lost market share. The other trend is the risng share of
preferentid imports from Mexico and the Caribbean Basin. Brazilian oranges may be squeezed
between these two trends.

The question then arises, “What are the prospects for further reduction in the United States
tariffs on FCOJ?’ The answer depends in part on whether the United States negotiators are given
the authority to negotiate further agreements and in part on the type of agreements that they seek.
The question of whether and when Congress might make a new grant of fast-track negotiating
authority to the president is touched upon in the find chapter of this study. Suffice it to note at this
gage that the Florida Citrus Commission was among the groups that opposed the extension of a
new grant of fad-track negotiating authority in 1997. The commisson inssted that any new grant
must specify that “[n]o further tariff reductions [be made] on frozen concentrated orange juice from
Brazil beyond the dready-negotiated reduction granted in the Uruguay round of negotiations’ and
urged that Congress “[f] ully explore competitive disadvantages faced by Horida growers as a result
of lower environmental and labor standards in other citrus-producing countries in the Western
Hemisphere prior to commencing trade negotiations with them” (1997 2). Smilarly, the Florida

72 Note, however, that Mexico is not likely to capture alarger share of the United States market in the immediate
future. Mexican FCOJ production “is forecast to be low due to reduced fresh orange supplies’ (United States
Foreign Agricultural Service, 1999: 1).

73 Calculated from Putnam and Allshouse (1999).
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Fruit and Vegetable Association advised the USTR that its members “have reservations about the
United States embarking on a new round of multilatera negotiations in agriculture that could lead to
increased competition for our growers and further reductions in import-sengtive United States
tariffs’ (1998: 1).

Table5.5
United States Imports of FCOJ, 1994-1998

United Sates imports for consumption, in thousands of current United Sates dollars

1998 Change
Import Programme 1994 1995 1996 1997 1998  Share 1994-98
No programme claimed 221,627 81,409 183158 104,389 144986 61.1% -34.6%
Preferential 55151 76957 82241 78344 92248 389% 67.3%
NAFTA 39900 57509 50357 39419 52422 221%  314%
Caribbean Basin Initiative 14483 19095 31571 38925 39,742 168% 174.4%
Andean Trade 768 353 313 0 76  <01% -90.1%
Preferences
United States-Israel FTA 0 0 0 0 8 <0.1% —
Tota 276,778 158367 265398 182,733 237235 100.0% -14.3%

Source: Calculated from United Sates International Trade Commission data.

While the industry is opposed both to fast track and to any new United States concessions in
the WTO, there is one initiative that poses a more serious problem. Nearly al United States imports
of FCOJ come from countries that are now participating in the FTAA negotiations and those talks
am a esablishing an FTA throughout the Western Hemisphere. As was discussed above, GATT
Article XXIV requires that such an arrangement lead to the phase-out of tariffs on al products,
including FCOJ. Assuming that Congress does indeed make a new grant of fast-track authority
some time before the scheduled conclusion of these negotiations in 2005, it can be anticipated that
the FCOJ industry will take the same gpproach to these negotiations that it did to NAFTA. If the
industry does not have the votes to kill the agreement, it will at least try to have its tariff protections
phased out as dowly as possble.
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Appendix 5.1
Text of “Snapback” Provision on Mexican Orange Juice

Section 3358, Title 19 of the United States Code. Price-based snapback for frozen

concentrated orangejuice.

(8 Trigger price determination

(1) In general. The Secretary shall determine —

(A) each period of 5 consecutive business days in which the daily price for frozen
concentrated orange juice is less than the trigger price;

(B) for each period determined under subparagraph (A), the first period occurring thereafter
of 5 consecutive business days in which the daily price for frozen concentrated orange
juiceis greater than the trigger price.

(2) Notice of determinations. The Secretary shall immediately notify the Commissioner of
Customs and publish notice in the Federal Register of any determination under paragraph (1),
and the date of such publication shall be the determination date for that determination.

(b) Imports of Mexican articles. Whenever after any determination date for a determination under
subsection (a)(1)(A) of this section, the quantity of Mexican articles of frozen concentrated orange
juice that is entered exceeds:

(1) 264,978,000 litres (single strength equivaent) in any of caendar years 1994 through 2002; or

(2) 340,560,000 litres (single strength equivalent) in any of calendar years 2003 through 2007; the
rate of duty on Mexican articles of frozen concentrated orange juice that are entered after
the date on which the applicable limitation in paragraph (1) or (2) is reached and before the
determination date for the related determination under subsection (a)(1)(B) of this section
shall be the rate of duty specified in subsection (c) of this section.

(c) Rate of duty. The rate of duty specified for purposes of subsection (b) of this section for articles
entered on any day istherate in the HTS that is the lower of:

(1) the column 1 general rate of duty in effect for such articles on July 1, 1991; or

(2) the column 1 general rate of duty in effect on that day.

(d) Definitions. For purposes of this section:

(1) The term “daily price’” means the daily closing price of the New York Cotton Exchange, or
any successor as determined by the Secretary, for the closest month in which contracts for
frozen concentrated orange juice are being traded on the Exchange.

(2) The term “business day” means a day in which contracts for frozen concentrated orange juice
are being traded on the New Y ork Cotton Exchange, or any successor as determined by the
Secretary.

(3) The term “entered” means entered or withdrawn from warehouse for consumption, in the
customs territory of the United States.

(4) The term “frozen concentrated orange juice” means all products classifiable under subheading
2009.11.00 of the HTS.

(5) The term “ Secretary” means the Secretary of Agriculture.

(6) The term “trigger price” means the average daily closing price of the New York Cotton
Exchange, or any successor as determined by the Secretary, for the corresponding month
during the previous 5-year period, excluding the year with the highest average price for the
corresponding month and the year with the lowest average price for the corresponding month.
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Chapter 6
Defense Versus Opulence:
The Political Economy of Maritime Cabotage

I ntroduction

Redtrictions on maritime shipping are anong the oldest ingruments of protection. They are dso
politically different from other redtrictions, insofar as they are supported by both an economic
condituency and the military establishment. Even Adam Smith was persuaded that concerns over
nationa security had to come before free markets. While he acknowledged that the “Act of
Navigation is not favourable to foreign commerce,” he then asserted that because “defence ... is of
much more importance than opulence, the Act of Navigation is, perhaps, the wisest of dl the
commercid regulations of England.” 74

The United States maritime services industry benefits from a panoply of laws and policies,
ranging from subgdies for shipbuilders and shippers to outright bans on foreign participation in
specific trades.”> Among the more significant issues that are related to the prime focus, but are not
dedt with in depth here, are cargo-preference laws, redrictions on fisheries, congruction and
operating subsidies and the 50 per cent tariff on non-emergency repairs to United States vessdls, or
related policiesin air’6 and ground transportation.

The main focus of this chapter is on the United States maritime cabotage.”” To amplify, the
principal United States cabotage law - the so-called Jones Act’8 - establishes three requirements for
ships that trangport cargo from United States port to another, or within the inland waterways of the
United States. They must be congtructed in the United States from United States components,”®
owned at least 75 per cent by United States citizens, and manned by United States crews. Together
these three requirements eadly trandate into strong private-sector support for the maintenance of
these laws, which are in the interest of shipbuilders, ship owners and sailors. Put another way, these
laws offer something to manufacturing, to capita and to labor. When combined with the support of
the United States Navy and other security-minded segments of Government and civil society,
together with the relevant committees in the House of Representatives and the Senate, these interests
form an “iron triangle’ that has proven to be politicaly unbestable. Apart from the granting of
walvers on a case-by-case to the redtrictions on foreign capita, there has been no mgjor relaxation
in the United States law for decades. There is no reason to expect that the specid protections
granted to this sector will be reformed or repeded any time in the foreseeable future.

74 The Wealth of Nations Book |V, Chapter 1.

75 For auseful typology of support measures extended to the United States industry, see Mukherjee (1992). The
author calculated that the net value of United States shipping services policy extended a producer subsidy
equivalent to the United Statesindustry that ranged between 67.2 and 87.1 per cent in the 1980s.

76 For adiscussion of cabotage in aviation services, see Bliss (1994).

77 The word “cabotage” is probably derived from the French caboter, meaning to sail coastwise or “by the
capes.”

78 Thefull text of thislaw is reproduced as Appendix 6.1 of this chapter.

79 Under Coast Guard regulations, avessel is considered to be built in the United Statesif all major components

of its hull and superstructure are fabricated in the United States and the vessel is assembled entirely in the
United States (46 CFR Part 67).
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The forces that favor retention of the Jones Act have been so successful for so long that there is
much less scope for analyss here than in the two preceding chapters. Both the leather and the
orange juice industries have been obliged to contend with foreign competition, which faces high but
not insuperable barriers to the United States market and in each case the United States industries
have made certain accommodations to this competition. In the case of the cabotage, the redtrictions
are 30 absolute asto offer the industry virtud immunity from foreign interference. Thereisno point in
trying to determine the indudtry’s place in the product cycle; without foreign competition, this
concept has no meaning. The only red competition that the shippers face is from other modes of
trangportation, such asrail, trucks and airplanes.

Development of United States Policy

Cabotage laws and rlated policy instruments have a very long history in the United States, and
in fact predate the founding of the republic. The United States laws can be traced to English laws of
the mercantilist and even pre-mercantilist period and in some respects have changed little since that
time. Politicd and economic competition with Great Britain was the principd influence on United
States maritime policy in the eighteenth and nineteenth centuries. The United States responded in
kind to the British redtrictions on American shipping, but did not reciprocate when the British
adopted amore liberd policy.

From the Colonial Period to the 1920s

The English navigation acts date back to a statute enacted in 1381 that required Englishmen to
use English ships for any imports or exports. Though this act “was not enforceable because there
were too few ships’ (Smith, 1966:154), its 1651 successor was far more consequentid. This act
provided that no products of Asia, Africaor America could be imported into England or its colonies
except in ships owned and crewed by Englishmen or colonidists. This law became the casus belli of
the Firs Anglo-Dutch War (1652-1654). The English shipping laws were amended severd timesin
the generations that followed. They were a key part of the country’s mercantilist regime and were
among the many economic issues that gave rise to the American colonists decison to declare
independence in 1776.80 These laws became an even grester hindrance when the United States
acquired its independence, which meant exchanging restrictions on the right to trade with the rest of
the world for redtrictions on access to the world's largest market. After the Revolutionary War it
“became the purpose of Great Britain to secure through navigation acts wheat she had logt a arms’
in order “to retain the exclusive trade of America’ (Adams, 1884: 15-16).

Government support to American shipbuilding and the prohibition on coastwise trade both date
from the very start of the current congtitutional order. The country’ s firgt tariff act, enacted on July 4,
1789, provided for a 10 per cent discount on import tariffs for goods brought to the United Statesin
ships built and owned by American citizens. Another law enacted later that month established a
discriminatory and escalating series of tonnage taxes on ships entering United States ports. The rate
was st a 6¢ aton on ships built and owned by Americans, 30¢ on United States-built ships owned
by foreigners, and 50¢ a ton on ships built and owned by foreigners. The act further provided that
American ships engaged in the coastwise trade would pay the tax once a year, whereas foreign ships
would pay it upon every entry. This discriminatory tax “redlly established the policy of reserving this

80 The Declaration of Independence was in effect a bill of particulars against the British crown. While the most
well-known complaint of the colonists was that London had “impos[ed] Taxes on us without our Consent,” this
was preceded in the Declaration by the complaint that mercantilist restrictions were “ cutting off our Trade with all
Parts of the World.”
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purely American trade for American carriers,” even though foreigners were not formally barred from
the coastwise trade until 1817 (Marvin, 1902: 41). The hill that prohibited foreign participation in the
coastwise trade, which was largely based on the British Navigation Act of 1660, was enacted
shortly after the United States had gone to war with Britain in a digoute among other things over
shipping and the rights of seamen. The prohibition on foreign participation in United States coastwise
shipping was only one of a series of regtrictions imposed by the bill. The law aso provided that -
with respect to any country that imposed Smilar redtrictions on United States commerce8! -
products could be imported only in ships that were owned either by (8) United States citizens or (b)
citizens of the goods country of origin.

Great Britain repedled its domestic monopoly on coastwise trade in 1849 (together with other
restrictions on shipping). This came three years after London had repedled the Corn Laws, which is
widdly seen as the decisive step in Britain's adoption of free trade. The United States reciprocated
by permitting the importation of third-country goods carried in British ships, but did not dter its own
restrictions on the coastwise trade (Marvin, 1902: 258-259).

TheJones Act and Related Statutes

The Jones Act is the direct descendant of the 1817 law. While there were many developments
in United States law and policy during the century that separated these two statutes (see Figure 6.1),
the fundamentd policy underwent no significant change.

Strictly spesking, the only true Jones Act is Section 27 of the Merchant Marine of 1920,82
which has come to bear the name of Chairman Wedey L. Jones (Representative-Washington) of the
Senate Commerce Committee. Section 27 provides that merchandise trangported entirely or partly
by water between United States points, either directly or via a foreign point, must travel in United
States-built, United States-citizen owned vessels that are United States-documented by the Coast
Guard for such carriage.

81 According to one contemporary source (Pitkin, 1817: 302), this provision applied to imports from Great Britain,
Finland and Sweden.

82 46U.SC. 883.
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Figure 6.1

Chronology of United States Policy on Maritime Cabotage and Related
Subjects
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The term “coastwise” is somewhat mideading, insofar as it conveys the sense that the laws
goply to a very limited geographic area. It in fact gpplies to shipping on the Greet Lakes, the inland
waterways and the “domestic ocean.” This ocean congists of three parts:

Noncontiguous trade between the United States mainland and Alaska, Hawaii, Puerto
Rico and United States Pacific idands.

Coastwise trade along the Atlantic, Gulf and Pecific coasts, as well as trade between
these coasts and the St. Lawrence Seaway.

Intercoastd trade between the Atlantic or Gulf and Peacific coasts by way of the Panama
Cand.

There are some exceptions. American Samoavis fully exempt from the cabotage laws and the
Commonwedth of the Northern Mariana Idands is partidly exempt. Foreign-built vessds thet are
United States-flagged may operate between Guam, American Samoa, Wake, Midway or Kingman
Reef and other United States ports. Passengers are dlowed to travel between the United States
mainland and Puerto Rico on a foreign-flag passenger vesdl if there is no United States vessH
offering the same service.

The Jones Act does not apply to passenger ships, but another law enacted in 1886 requires
essentiadly the same standards for the transport of passengers between United States points.83 Other
“coaswise laws’ establish the following retrictions84

Fishing in United States territoria waters and the Fishery Conservation Zone (3-200
miles from the territorial sea basdline) may be conducted only by United States-built and
documented vessels (with fishery license or endorsement). However, in the Fishery
Consarvation Zone, fishing may be conducted by foreign fishing vessds holding permits
from the Nationd Marine Fisheries Service. Except as otherwise provided by treaty,
foreign vessds are not permitted to land in United States ports any fish caught or
received on the high seas.85

Towing in United States harbors or between United States points must be performed by
a United States-built and documented tug, except where the towed vessd is in
distress.86

Savage operations in United States waters must be performed by vessds that are
United States-documented (but not necessarily United States-built), except as provided
by treaty or unless the Customs Service determines that no suitable United States vessel
isavalables”

Dredging in United States waters must be performed by United States-built and -
documented dredges.88

83 46 App. U.S.C. 289.

84 For a more detailed examination of what activities are and are not covered by the coastwise laws, see
Aspinwall (1987).

85 16 CFR 4.96, 10.78 and 10.79.
86 46 U.S.C. App. 316.

87 46 U.S.C. 316(d).

88 public Law 100-329.
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The Customs Service can issue an adminidrative waiver in the interest of nationa defense8®
and wavers may dso be accomplished through specid legidation. Nether process has been
extensvely used. Few waivers have been granted for purdy commercid shipping activities, most
have been to made to accommodate the needs of United States Government agencies.

Current Status and Prospects

An andyss tha was written in 1938 remains vadid today. Zeis (208) wrote that, “In no field of
lawvmaking have pressure groups been more active than in that relaing to the merchant marine” He
further observed (213-214) that:

The one phase of shipping policy which has been definitely established and maintained
over a long period of years is the retention of the coastal trade for ships built and owned by
Americans. This policy ... has resulted in the creation of a powerful set of pressure groups
with a definite vested interest in the maintenance of the monopoly. The united strength of the
coastal shipping companies, the shipbuilders, and the whole range of protected industries
supports this policy of protection and precludes any possibility of its abandonment.

When one congders dl that has hgppened in the globa economy since 1938, it is remarkable
just how little policy and law have changed since Zeis made his declaration. The cabotage laws have
survived the Second World War, the Cold War, the establishment of the GATT and the WTO, the
trangtion from a manufacturing to a service economy and the rise, decline and resurgence of
American economic dominance. This survivd is dl the more remarkable in view of the array of
United States industries that are opposed to the cabotage laws, which impose costs on agriculture,
stedl, petroleum and other sectors.

Opposition from United States Producers

Thisis not to say that the Jones Act has gone unchallenged. It is often criticized by economists
and the users of shipping services, both of whom object to the codts that the law imposes on the
United States economy. Severa studies have estimated the costs of these redtrictions to the United
States economy. Three different studies reached comparable conclusions regarding the overall cost
of thelaw:

According to the Congressond Budget Office (1984), United States crews had
become (by the early 1980s) 2.5 times more costly than European crews and more than
gx times as codtly as crews in developing countries, while building a ship in the United
States was three times as expendve as purchasng one from a Korean or Japanese
shipyard. The agency estimated that the tota cost of the cabotage laws to the United
States economy was $1.3 hillion.

In apatid equilibrium andyss, Hufbauer and Elliott (1993) estimated that in 1990 the
Jones Act imposed a net cost of $1.1 billion on the United States economy.

The United States International Trade Commisson (1999b) cdculated that the
economy-wide effect of repedling the Jones Act in its entirety would result in a welfare
gan of goproximately $1.32 hillion. Under patid liberdization (eg. removing the
requirement that ships engaged in the coastwise trade be United States-built), consumer
welfare would rise between $138 and $380 miillion.

89 64 Stat. 1129.
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These cogs fal more heavily on some sectors and regions than they do on others. The States of
Alaskaand Hawali bear particularly heavy burdens, having to pay both for the importation of staples
that cannot be economicaly produced in their climates and for the high cost of noncontiguous
“coastwise” shipping. A study conducted for the Alaska Statehood Commission in 1982 estimated
that Jones Act shipping was 10 to 40 per cent more expensive than shipping under foreign flags
(cited in Office of Technology Assessment, 1983: 168).

In its 1999 study, the United States Internationd Trade Commission estimated the effects that
reped of the Jones Act would have on employment, output and trade in severa different sectors. As
can be seen in Table 6.1, the number of jobs involved is actudly a pure zero-sum game: for every
job that would be lost by coastwise shippers and related sectors, there would be one job gained
elsawhere in the economy. More reveding are the USITC's forecasts of changes in the reative
output of indudtries. Here there is a very sharp difference between those who would lose and those
who would win under a Jones Act reped: While the winners would see dmost imperceptible
increases in their output (measured as a per centage of total current output), the coastwise shipping
industry would be cut in haf. This figure aone explains much of the palitical economy of this issue.
When one set of indudtries has a very margina interest in an issue and another sees it as a matter of
economic life or deeth, it is not surprising that the more serioudy affected industry will devote all
available political capita to preserving its current protections.

There nevertheless does exist a Jones Act Reform Codlition that is dedicated to the reform or
reped of this law. The members of this group include representatives of severa sectors, including
agriculture, forestry and mining companies, chemicdl, fertilizer and sted manufacturers, ports,
independent vessel owners and operators, poultry and livestock producers, consumer and tax
advocacy groups, and numerous others. Some of its more prominent members include the American
Asociation of Exporters & Importers, the American Farm Bureau Federation, the American
Soybean Asocidion, the Nationa Barley Growers

Association , the Nationd Broiler Council, the
Nationa Ceattlemen’'s Beef Association, the North American Export Grain Association and the
Fertilizer Indtitute. (The potentia opposition of United States petroleum companies is reduced by the
fact that severd of them operate their own Jones Act fleets.)?0

90 Among the petroleum firms that operate Jones Act fleets are Chevron Shipping Company, Exxon, Gulf Qil,
Mohil Qil, Texaco and Union Oil (Whitehurst, 1985: 17).
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Table6.1
Estimated Economic Effects of Repealing the Jones Act

Employment Output Output
(full-time (millions  (per cent of
equiv. of United sector
Positions) States total)
dollars)
TheLosers -10,120 -1,783
Coastwise shipping -4,500 -1,494 -51.1%
Other services -2,020 -122 <0.1%
Shipbuilding -1,420 -144 -1.2%
Management/consulting services -1,030 -70 -0.1%
Finance, insurance, and real estate -890 32 <0.1%
Congtruction -210 14 <0.1%
Petroleum refining and petro. products -50 1 <0.1%
TheWinners 10,120 2,109

Durable manufacturing 4,740 958 0.1%
Wholesale and retail trade 1,300 129 <0.1%
Nondurable manufacturing 1,070 326 <0.1%
Agriculture, forestry, and fisheries 1,050 186 0.1%
Other water transportation 510 104 0.4%
Plastics 320 84 0.1%
Steel and stedl products 290 59 0.1%
Chemicals 260 87 0.1%
Transportation, communication, utilities 200 70 <0.1%
Mining 190 42 0.1%
Logging, sawmills, and millwork 150 36 0.1%
Electric utilities 40 28 <0.1%

Source: Adapted from United States International Trade Commission (1999b: Table 5-4).

Arrayed againd this codition is the maritime industry, including those who build, own and man
the Jones Act fleet. This array of interests has proven thus far to be more than a match for the
would-be reformers.

Maneuvering over the United States-Canada Free Trade Agreement

An episode from the 1980s serves to illudrate the power of the United States maritime lobby
and its influence in Congress. While the specific issue involved in this case was the cargo-preference
laws rather than cabotage, the essentia principles are applicable to other aspects of United States
maritime services policy.

The stratagems employed by the maritime indugtry in the fight over the CFTA demondrate both
the ability of Congress to force changes in a trade agreement and the potentid vulnerability of the
fagt-track rules. The fast track is so highly prized by United States negotiators that it can itsdf
become the target of legidative hostage-taking. This threet is based upon the fact that the specid
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ratification procedures are legd fiction. The deadlines and ban on amendments are in redity nothing
more than a gentlemen’s agreement between the two branches of Government. Congress cannot
deny itself the exercise of its condtitutional authority to make laws. Indeed, the fast-track statute itself
explicitly dates that the no-amendment pledge and the time limits are edtablished “with full
recognition of the condtitutiona right of either House to change the rules (so far as relating to the
procedures of that House) at any time, in the same manner and to the same extent as any other rule
of that House.” In other words, Congress could hypotheticaly vote to scuttle the fast-track rules a
any time. This posshility dmog left the redm of the hypotheticd during the find weeks of CFTA
negotiations.

The maritime industry protested the terms of a draft CFTA text released in October of 1987.
This incomplete agreement presented in broad outline dl of the bargains that the negotiators had
gtruck, but had not yet put into forma language. One chapter would have made inroads into
shippers  benefits under the cargo-preference laws, which require that specific per centages of
government-financed shipments (e.g. military cargoes and food aid) be carried in American vessls.
An obscurely-worded section of the draft agreement provided that any future extensions in the
scope of cargo preference laws would be open for bidding by Canadian shippers.®1 Even this partid
and conditiona relaxation was unacceptable to American shippers. A highly-organized codition of
over one hundred maritime firms, unions and associations had worked with its friends in Congress
during 1986 and 1987 to warn the negotiators not to touch the shipping laws. They aso enlisted the
support of the Department of Transportation, which took up thelr cause in inter-agency mestings.
The shippers looked beyond the immediate issue of competition with Canada to the precedent that
the CFTA might set for a multilaterd ded in the Uruguay Round. They feared that the Reagan
adminigtration would sacrifice such protections as the cabotage laws (which reserve coastd shipping
to United States carriers) and the subsidies for ship operators, in its eagerness to reach a GATT
agreement on trade in services.

The industry decided to threaten the fast track itself, atactic that forced the negotiators to take
agmilarly broad view. The rules committees in both chambers of Congress proved willing to help.
The Senate Rules Committee approved a resolution in September, 1987 that would permit
amendments to the maritime provisons of a CFTA implementing bill. Twelve of the thirteen
members of the House Rules Committee followed suit in a letter to the president in which they
threatened to take smilar action. Both of these moves were meant as shots across the bow. If either
chamber pursued these initiatives during actua congderation of the CFTA implementing legidation,
the integrity of the fast track would be serioudy imperiled. The Reagan adminisiration took these
threats serioudy and set out to change the offending section of the draft agreement. The negotiators
firgt attempted to finesse the issue by refining the language in the CFTA’s trangportation annex. The
maritime provisons were sketchy in the draft, and negotiators hoped that they could reduce the
United States concessions in the find agreement. The efforts failed, however, leading the negotiators
to remove the trangportation annex from the CFTA dtogether. This was a totd victory for the
shippers and an embarrassing setback for both the American and Canadian negotiators.

91 For example, if the percentage of cargo reserved for domestic carriersin a certain class of shipments were to
rise from fifty to seventy-five per cent, Canadians would have the same opportunity as Americans to compete for
the newly-protected twenty-five per cent.
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This experience was an object lesson for United States trade negotiators. They have not
subsequently attempted to negotiate any sgnificant reductions in the maritime sarvice industry’s
protections and would be doubly hesitant to alow any negotiated changes to the Jones Act.

Recent Developmentsin Congress

The codlition opposed to the Jones Act has tried in recent years to move reform bills through
Congress. One such approach was based on a partia liberdization of the Jones Act and was aimed
a fostering divisons within the codition that supports this law. A bill (S2390) that was under
consideration in the 105" Congress (1997-1998) would modify the law by alowing foreign-built
ships to be used in the coastwise trade, but would retain the requirement that these ships be United
States-owned and -operated. In theory, such a bill might win the support of United States shipping
firms and the maritime labor unions, insofar as they would gain from the decreased costs of doing
busness. This posshility was suggested by the aforementioned study by the United States
International Trade Commisson (1999b: 99-104), which found that partia liberaization would
reduce the price of coastwise shipping by 4.8 to 12.3 per cent and increase the shipping industry’s
revenue by $69.5 to $188.9 million. It would aso produce between 670 and 1,920 jobs for United
States seamen and related trades.

This approach appeared to be based on a divide et impera drategy, in which the interests of
Jones act ship owners would be pitted against Jones act shipbuilders, but it falled to undermine the
solidarity of the United States codition.®2 When the Senate Commerce Committee held a hearing on
S.2390 in September, 1998, the only witnesses that spoke in favor of the bill were the established
opponents of the Jones Act.

The sponsors of that bill have introduced a new measure in the 106™ Congress (1999-2000),
known as the “Freedom to Trangport Act of 1999” (S.1032). This reform bill takes a different
approach, by providing for sectora exemptions. Under this law, foreign-built ships could engage in
the coastwise trade of forest products, agricultura and other bulk cargo and livestock. No hearings
have been scheduled on this bill. The only initiative currently under congideration in Congress thet is
believed to have a reasonable chance of enactment is a bill that would liberdize related rules in the
passenger-ship industry and even that initiative faces congderable hurdles.

While the Jones Act opponents continue to press for reforms, the supporters of cabotage are
aso active. The most recent and impressive showing of congressional support for the retention of the
cabotage laws came in the 105™ Congress, when no fewer than 245 members of the House of
Representatives - 56.3 per cent of the lower chamber - co-sponsored House Concurrent Resolution
65. This resolution declared that it was:

the sense of the Congress that section 27 of the Merchant Marine Act, 1920 (46 App. United
StatesC. 883), popularly known as the Jones Act, and related statutes are critically important
components of our Nation's economic and military security and should be fully and strongly
supported.

92 There was a time in the nineteenth century when United States ship operators did indeed break with
shipbuilders, by adopting an approach known as the “free ship policy” (Zeis, 1938: 17-28). In opposition to this
proposal that the ship owners be free to purchase foreign-built ships, the shipbuilders proposed that subsidies
be provided to either the shipbuilders or the owners. This controversy became tied up with the broader question
of United States trade policy, with the Democratic Party supporting free trade and free ships while the Republican
Party favored protectionism, United States-built ships, and subsidies. In a compromise that is emblematic of this
sector’ s special treatment, Congress approved subsidies for both builders and owners.
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This resolution was not enacted, but it did not need to be. The ample fact that it garnered the
support of more than haf of the House offered convincing evidence that any effort to revise or
reped the Jones Act would face serious opposition.

One potentialy important factor is that the current charman of the Senate Commerce
Committee favors reform of the law. Moreover, this legidator - Senator John McCain (Republican-
Arizond) - was one of the leading candidates for the Republican Party’s presdentid nomination in
2000. In the event that Senator McCain had won the nomination and the race, it would have been
interesting to see whether reform of the Jones Act became a priority for his administration. Senator
McCain log this fight, however, and it is doubtful that the winner of the 2000 presidentia dection,
will be eager to take up an issue that is dear to apast or potentid politica riva.

Negotiationsin the WTO

Successive United States adminigtrations have ensured that the Jones Act is protected from
GATT and WTO rules. It was origindly “grandfathered” under the GATT 1947 and retains a
amilar satus today. It is true that Annex 1 to the WTO Agreement diminated the GATT 1947's
Protocol of Provisona Application and the corresponding provisons in Protocols of Accession to
the GATT that permitted certain existing laws of the contracting parties that were inconsgstent with
the GATT. Neverthdess, Annex 1 includes a clause that protects United States maritime laws
relaing to cabotage from GATT chdlenge.

There have been efforts in the WTO to review the Jones Act. As reproduced in Appendix 6.2,
sx WTO members proposed in late 1999 that the matter be considered by the end of 2000.

The Jones Act indudtry is strongly opposed to any negotiations that might affect this statute.
That point was reiterated in a 1998 comment filed with the USTR, in which the United States
Maritime Codition (1998: 1) declared that it wrote:

once again [to] emphasize that the entire American maritime industry - carriers, seafarers and
shipyards - strongly oppose the inclusion of any maritime matter under the WTO as well as the
FTAA or any bilatera United States-European Union trade agreement.

We continue to fail to see how incluson of any maritime matter under these proposed
agreements would promote the interests of our industry. To begin with, for over 200 years
American cabotage laws have been the cornerstones upon which United States maritime
power and national maritime infrastructure rest. Cabotage laws, which exist throughout the
world, provide important security, economic, commercial, environmenta and safety benefits to
the United States.

It can be anticipated that United States negotiators will comply with this group’s wishes. There
isno indication that - barring amagor change in United States policy - the United States will entertain
any proposals that would affect the operation of the cabotage laws in the WTO or elsawhere.

The only suggestion that such a change in United States policy might be forthcoming is in the
presdential candidacy of Senator McCain. Chairing the same committee as the father of the Jones
Act, Senator McCain hopes to undo this statute. Had he won the presidency he would have been in
agtronger pogtion to pursue thisgod.
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Appendix 6.1
Text of the Jones Act

Title 46, Appendix - Shipping
Chapter 24 - Merchant Marine Act, 1920

Section 883. Transportation of mer chandise between pointsin United Statesin other than
domestic built or rebuilt and documented vessdls; incineration of hazar dous waste at sea.

No merchandise, including merchandise owned by the United States Government, a State (as
defined in section 2101 of thetitle 46), or a subdivision of a State, shal be transported by water, or
by land and water, on penalty of forfeiture of the merchandise (or a monetary amount up to the value
thereof as determined by the Secretary of the Treasury, or the actua cost of the transportation,
whichever is gregter, to be recovered from any consignor, sdller, owner, importer, consignee, agent,
or other person or persons so trangporting or causing said merchandise to be transported), between
points in the United States, including Didricts, Territories, and possessions thereof embraced within
the coastwise laws, either directly or via aforeign port, or for any part of the trangportation, in any
other vessel than avessd built in and documented under the laws of the United States and owned by
persons who are citizens of the United States, or vessels to which the privilege of engaging in the
coastwise trade is extended by section 808 of this Appendix or section 22 of this Act: Provided,
That no vessdl having at any time acquired the lawful right to engage in the coastwise trade, either by
virtue of having been built in, or documented under the laws of the United States, and later sold
foreign in whole or in part, or placed under foreign registry, shdl heregfter acquire the right to
engage in the coastwise trade: Provided further, That no vessel which has acquired the lawful right to
engage in the coastwise trade, by virtue of having been built in or documented under the laws of the
United States, and which has later been rebuilt shdl have the right thereafter to engage in the
coastwise trade, unless the entire rebuilding, including the congtruction of any mgor components of
the hull or superdructure of the vessd, is effected within the United States, its territories (not
including trust territories), or its possessons. Provided further, That this section shal not goply to
merchandise trangported between points within the continental United States, including Alaska, over
through routes heretofore or hereafter recognized by the Interstate Commerce Commisson for
which routes rate tariffs have been or shal hereafter be filed with said Commission when such routes
ae in pat over Canadian ral lines and their own or other connecting water facilities: Provided
further, That this section shal not become effective upon the Y ukon River until the Alaska Railroad
shdl be completed and the Secretary of Transportation shal find that proper facilities will be
furnished for trangportation by persons citizens of the United States for properly handling the traffic:
Provided further, That this section shal not apply to the transportation of merchandise loaded on
rallroad cars or to motor vehicles with or without trailers, and with their passengers or contents
when accompanied by the operator thereof, when such railroad cars or motor vehicles are
trangported in any railroad car ferry operated between fixed termini on the Great Lakes as a part of
aral route, if such car ferry is owned by a common carrier by water and operated as part of arall
route with the approvd of the Interstate Commerce Commission, and if the stock of such common
carrier by water, or its predecessor, was owned or controlled by a common carrier by rail prior to
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Jdune 5, 1920, and if the stock of the common carrier owning such car ferry is, with the approva of
the Interstate Commerce Commission, now owned or controlled by any common carrier by rail and
if such car ferry is built in and documented under the laws of the United States: Provided further,
That upon such terms and conditions as the Secretary of the Treasury by regulation may prescribe,
and, if the trangporting vessd is of foreign registry, upon afinding by the Secretary of the Treasury,

pursuant to information obtained and furnished by the Secretary of State, that the government of the
nation of regisiry extends reciproca privileges to vessals of the United States, this section shdl not
aoply to the trangportation by vessdls of the United States not qudified to engage in the coastwise
trade, or by vessdls of foreign registry, of (a) empty cargo vans, empty lift vans, and empty shipping
tanks, (b) equipment for use with cargo vans, lift vans, or shipping tanks, (c) empty barges
specificaly designed for carriage aboard a vessel and equipment, excluding propulsion equipment,
for use with such barges, and (d) any empty ingrument for internationd traffic exempted from
goplication of the customs laws by the Secretary of the Treasury pursuant to the provisons of
section 1322(a) of title 19, if the articles described in clauses (@) through (d) are owned or leased by
the owner or operator of the transporting vessel and are transported for his use in handling his cargo
in foreign trade; and (e) stevedoring equipment and materid, if such equipment and materid is
owned or leased by the owner or operator of the transporting vessdl, or is owned or leased by the
gtevedoring company contracting for the lading or unlading of that vessdl, and is trangported without
charge for use in the handling of cargo in foreign trade: Provided further, That upon such terms and
conditions as the Secretary of the Treasury by regulation may prescribe, and, if the transporting
vesH is of foreign regigry, upon his finding, pursuant to information furnished by the Secretary of
Sate, that the government of the nation of registry extends reciproca privileges to vessels of the
United States, the Secretary of the Treasury may suspend the application of this section to the
trangportation of merchandise between pointsin the United States (excluding transportation between
the continental United States and noncontiguous dates, didricts, territories, and possessons
embraced within the coastwise laws) which, while moving in the foreign trade of the United States, is
transferred from a non-self-propelled barge certified by the owner or operator to be specificaly
designed for carriage aboard a vessel and regularly carried aboard a vessd in foreign trade to
another such barge owned or leased by the same owner or operator, without regard to whether any
such barge is under foreign regigtry or quaified to engage in the coastwise trade: Provided further,

That until April 1, 1984, and notwithstanding any other provisons of this section, any vessd

documented under the laws of the United States and owned by persons who are citizens of the
United States may, when operated upon a voyage in foreign trade, transport merchandise in cargo

vans, lift vans, and shipping-tanks between points embraced within the coastwise laws for trandfer to
or when transferred from another vessel or vessdls, so documented and owned, of the same
operator when the merchandise movement has ether aforeign origin or aforeign destination; but this
proviso (1) shdl apply only to vessals which that same operator owned, chartered or contracted for
the congtruction of prior to November 16, 1979, and (2) shall not apply to movements between
points in the contiguous United States and points in Hawaii, Alaska, the Commonwedlth of Puerto
Rico and United States territories and possessions. For the purposes of this section, after December
31, 1983, or after such time as an appropriate vessel has been constructed and documented as a
vessd of the United States, the transportation of hazardous waste, as defined in section 6903(5) of
title 42, from a point in the United States for the purpose of the incineration a sea of that waste shall

be deemed to be trangportation by water of merchandise between points in the United States:.

Provided, however, That the provisons of this sentence shal not apply to this transportation when
performed by a foreign-flag ocean incineration vessdl, owned by or under construction on May 1,
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1982, for a corporation wholly owned by a citizen of the United States; the term “citizen of the
United States’, as used in this proviso, means a corporation as defined in section 802(a) and (b) of
this Appendix. The incineration equipment on these vessdls shdl meet al current United States
Coast Guard and Environmenta Protection Agency standards. These vessals shdl, in addition to any

other inspections by the flag state, be ingpected by the United States Coast Guard, including

drydock ingpections and interna examinations of tanks and void spaces, as would be required of a
vessH of the United States. Satisfactory ingpection shal be certified in writing by the Secretary of
Transportation. Such ingpections may occur concurrently with any ingpections required by the flag
date or subsequent to but no more than one year after the initid issuance or the next scheduled

issuance of the Sefety of Life at Sea Safety Congtruction Certificate. In making such ingpections, the
Coast Guard shdl refer to the conditions established by the initid flag State certification as the basis
for evduating the current condition of the hull and superdructure. The Coast Guard shdl dlow the
subdtitution of an equivaent fitting, materia, gppliance, apparatus, or equipment other than that
required for vessds of the United States if the Coast Guard has been satisfied that fitting, materid,

appliance, apparatus, or equipment is at least as effective as that required for vessds of the United

States Provided further, That for the purposes of this section, supplies aboard United States
documented fish processing vessdls, which are necessary and used for the processing or assembling
of fishery products aboard such vessdls, shal be conddered ship’s equipment and not merchandise:

Provided further, That for purposes of this section, the term “merchandiss” includes vaudess
materid: Provided further, That this section gpplies to the transportation of vaueless materia or any
dredged materid regardiess of whether it has commercid vaue, from a point or place in the United
States or a point or place on the high seas within the Exclusve Economic Zone as defined in the
Presidentia Proclamation of March 10, 1983, to another point or place in the United States or a
point or place on the high seas within that Exclusive Economic Zone: Provided further, That the
transportation of any platform jacket in or on a launch barge between two points in the United
States, a one of which thereis an ingtdlation or other device within the meaning of section 1333(a)

of title 43, shdl not be deemed trangportation subject to this section if the launch barge has alaunch
capacity of 12,000 long tons or more, was built as of June 7, 1988, and is documented under the
laws of the United States, and the platform jacket cannot be transported on and launched from a
launch barge of lesser launch capacity that is identified by the Secretary of Transportation and is
available for such transportation.
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Appendix 6.2
Proposal for Review of the Jones Act

WORLD TRADE
WT/GC/W/392
ORGANIZATION o November 1999
(99-5104)
General Council Orignd: English

PREPARATIONS FOR THE 1999 MINISTERIAL CONFERENCE

Implementation Issues; Paragraph 3 of GATT 1994

Communication from the Dominican Republic, Guatemala, the European Communities, Hong
Kong, China and Japan

The following communication, dated 23 November 1999, has been received from the
Permanent Delegation of the European Commission.

Proposal

Minigters ingtruct the Genera Council to complete by 31 December 2000, an in depth review of
paragraphs 3 (a) and (b) of the GATT 1994.

Background

Paragraph 3(a) of GATT 1994 provides an exemption from Part Il of GATT 1994 for specific
mandatory legidation that prohibits the use, sale or lease of foreign built or foreign reconstructed
vessels in commercial applications between points in national waters or waters of an exclusive
€conomic zone.

On 20 December 1994, one delegation notified certain legidation as meeting the conditions set forth in
paragraph 3(a) of the GATT 1994. No review or assessment of that legidation was undertaken at that
time.

Paragraph 3(b) GATT 1994 requires that the exemption provided under paragraph 3(a) shall be
reviewed “not later than five years after the date of entry into force of the WTO agreement ... for the
purpose of determining whether the conditions which created the exemptions still prevail. The Genera
Council discussed the issue on 15 July 1999, 6 October 1999 and 4 November 1999. On these
occasions, ho consensus could be reached on whether the standard of review foreseen in paragraph
3(b) GATT 1994 should include a full andlyss of the legidation notified, and of al the aspects of the
conditions which prevailed in 1994 when the exemption was claimed, and five years later at the time of
the first review.

An in-depth review of paragraphs 3(a) and 3(b) of GATT 1994, including the objective of reaching a
clear understanding of its standard of review, would increase the possible compliance of al Members
with GATT 1994. The delegations associated with these proposals therefore believe that Ministers
should instruct the General Council to resolve the issue by 31 December 2000.
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Chapter 7
Conclusions

This report concludes by addressing three questions. The first concerns the rising significance of
discrimination in United States trade policy, which is rendered important by the continued existence
of high barriers in some sectors. The second question focuses on the specific indudtries that were
examined in chapters 4, 5 and 6: Are the prospects favorable for the reduction of barriersin any of
these three sectors in anew round of multilateral trade negotiations? The third question concerns the
utility of the theoretical framework employed in this report. Can this same methodology be usefully
applied to other sectors?

Discrimination and residud protection can be seen as two sides of the same coin, but the vaue
of that coin varies from one indugtry to another. While it is true that the main trend of the past seven
decades has been toward the reduction and even the dimination of tariff barriers, this trend has not
affected dl sectors equaly. The exceptions to the rule make discrimination an attractive prospect for
some United States trading partners, and pose varying chdlenges for United States indudtries. In
some cases, as we saw in the study of the leather industry, discriminatory initiatives can help provide
a “softer landing” for industries near the end of the product cycle. Initiatives that reduce barriers to
imports from certain trading partners can ease the trangtion of declining domestic industries, by
encouraging them to outsource some production processes or even to relocate altogether. For other
industries, such as orange juice producers, discriminatory initiatives pose a more serious chalenge
than multilaterd negotiations. The orange juice indugtry has been able to retain high leves of tariff
protection through a series of GATT negotiations, but the internationa rules governing FTAS (as
interpreted by the United States) require that they diminate al tariffs between the member countries.
The industry succeeded in elongating the phase-out period for tariffs on Mexican juice and even
convinced the negotiators to rewrite NAFTA twice, but could not prevent the ultimate imination of
tariffs. The same may happen in the FTAA negatiations, which could give Brazil duty-free access to
the United States juice market.

The answer to the second question is two-fold. It is unlikely that serious progress can be made
in any sectors, including those examined in this report, unless and until a new consensusisreached in
the United States on the goals for new trade negotiations. The single most important issue in United
States trade policy during the latter half of the 1990s was the struggle over a new grant of fast-track
negotiating authority. The last grant of authority expired in 1994 and Congress repesatedly rebuffed
the Clinton adminigtration’s requests for a renewa. One can only speculate on whether President
George W. Bush will be more successful than Clinton in wringing a new grant of authority from
Congress. The most serious impediment to such a grant is the profound disagreement between
Republicans and Democrats over the role that labor and environmentd issues should play in future
trade negotiations. With Democrats ingsting that these topics must be on the table and Republicans
being equaly adamant that they are not, the result has been a gdlemate. The White House now has
anew occupant, but the underlying problem remainsin place.

Even if negotiations come to a hat, that does not mean that the march towards a more
discriminatory regime will dso stop. Enactment of the “ Trade and Development Act of 2000 could
be a sgn of things to come. At firg blush, agpprova of this law's CBIl-expanson and African
preferences might be taken as evidence that Congress still supports liberdization and the established
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divison of labor in United States trade policymaking. A more cynicd interpretation, however, would
suggest that Washington is backdiding into much older patterns. Congress has for 9x years refused
to give the presdent the authority to negotiate the terms of trade agreements with United States
partners, but it iswilling to negotiate the terms of trade programmes with itself and with the interest
groups that bend its collective ear. A point has not yet been reached where trade policy is once
agan made by legidative fiat, but the latest enactments represent a step in that direction.

Assauming for the moment that the dispute over negatiating authority will ultimately be resolved,
there can be a return to the matter of specific United States sectors. To be more precise, what are
the progpects for negotiating reductions in the resdua measures of protection that are now
accorded to the legther, fruit juice and maritime cabotage sectors? Smply stated, these three sectors
can be arayed dong a spectrum of posshilities, in precisely the same order that they were
examined in this report.

The one sector with the most promising outlook for liberdization is lesther products, especidly
footwear. Thisisafunction of the industry’s place in the product cycle: Being in trangtion from stage
4B (a post-competitive domestic industry) to stage 4A (a multinational producer), this sector's
policy preferences are moving in amore liberd direction. It has dready dropped its eerlier efforts to
win protection from imports and made no effort to block the expanson of preferences under the
CBI. It does not necessaily follow tha the industry will immediately welcome reductions in its
remaning tariff protections, but that too may not be far in the future. At a minimum, producers may
favor (or a least not fight) discriminatory liberdization in the FTAA. The FCOJ industry presents a
middle case. This industry remains a stage 3B competitive exporter, but one that is particularly
indgtent upon retaining its current level of protection. It can be anticipated that the industry will
continue to oppose the negotiated reduction of its tariff protectionsin the WTO. The most protected
sector and the one that is mogt likely to remain that way, is maritime cabotage. This industry has
never faced serious competition from foreign shippers and the lobby in support of the Jones Act has
repestedly proven that it outweighs the codition that favors reped or reform of these restrictions.

The find quedtion is whether the type of anadyss employed in this ieport might be suitably
gpplied to other sectors that remain subject to resdua measures of protection. Having demonstrated
that the demand-sde gpproach can indeed explain United States policy in manufacturing (leather),
agriculture (fruit juices) and services (maritime cabotage), it would gppear that this is a versdtile
methodology that would lend itslf well to the examination of many other sectors.

The three appendices to this chapter offer a catalog of sectors and products that might usefully
be examined with this same demand-sde agpproach. In each case, the gppendix lists those products
that are (a) dutiable on an ad valorem basis®3 and (b) subject to “peek” tariffs (e.g. the bound tariff
rate is 12 per cent or more). Appendix 7.1 consists of those agricultura products that are subject to
peek tariffs when imported out-of-quota, while Appendix 7.2 lists agricultura products that face
peaks even when they are in-quota or not subject to quotas at al. Appendix 7.2 ligs dl other
products that are subject to peaks.

Certain categories account for the largest number of pesks. Chief among them are gpparel and
related products (245 items) and fabrics (186 items). Other sectors with numerous peaks include
dairy products (35), footwear (32), glass and ceramics (27), vegetables (24), prepared fruits and

93 A more comprehensive list could be developed by including those products that are subject to high specific
tariffs. Given the inherent difficulties of calculating AVE rates, however, it has been decided for the sake of
simplicity to restrict these appendices to products that are subject to ad valoremrates.
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vegetables (19), luggage (19), vehicles (13) and mest (6). It could be ussful to examine each of
these sectors in depth, in order to determine the prospects for further reductions in United States
barriers to products of interest to developing countries.
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United States Tariff Peaks. Out-of-Quota Agricultural Products

Appendix 7.1
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Bound tariffs are final Uruguay Round rates; Only goods subject to ad vdoremrates are

HTSItem

0201.10.50
0201.20.80
0201.30.80
0202.10.50
0202.20.80
0202.30.80
0402.29.10
0402.99.70
0403.10.10
0403.90.90
0404.10.11
0404.90.30
0406.20.15
0406.20.24
0406.20.31
0406.20.36
0406.20.44
0406.20.51
0406.30.05
0406.30.14
0406.30.24
0406.30.34
0406.30.44
0406.40.44
0406.40.48
0406.40.54
0406.40.58
0406.90.08
0406.90.16
0406.90.31
0406.90.36
0406.90.41

shown

Description

Carcasses and half-carcasses of bovine animas, fresh or chilled

Other bovine mest cuts with bone in, fresh or chilled

Boneless bovine mest cuts, fresh or chilled

Carcasses and half-carcasses of bovine animals, frozen

Other bovine megt cuts with bonein, frozen

Bondless bovine meet cuts, frozen

Milk and cream, concent. or containing added sugar, powdered or solid
Milk and cream containing sugar other than condensed milk

Yogurt in dry form

Fermented or acidified milk, dried with lactic ferments

Whey, other than whey protein concentrate

Whey other than milk protein concentrate

Stilton cheese, grated or powdered

Other blue-veined cheese, not Roquefort or Stilton

Cheddar, grated or powdered

Colby, grated or powdered

Edam and gouda cheese, grated or powdered

Romano, Reggiano, Parmesan, etc. of cow’s milk, grated or powdered
Processed Stilton, not grated or powdered

Proc. blue veined cheese, other than Roquefort, not grated or powdered
Processed Cheddar, not grated or powdered

Processed Colby, not grated or powdered

Processed Edam and Gouda, not grated or powdered

Processed Stilton, in origina loaves

Processed Stilton, not in origina loaves

Other blue-veined cheese, other than Roquefort, in origind loaves
Other blue-veined cheese, other than Roquefort, not in original loaves
Processed Cheddar

Processed Edam and Gouda cheeses

Goya cheese of cow’smilk, not in origina loaves

Sorinz cheese of cow’s milk

Romano, Reggiano, Parmesan, etc. of cow’s milk

Tariff

26.4%
26.4%
26.4%
26.4%
26.4%
26.4%
17.5%
17.5%
20.0%
20.0%
13.0%
14.5%
17.0%
20.0%
16.0%
20.0%
15.0%
15.0%
17.0%
20.0%
16.0%
20.0%
15.0%
12.8%
17.0%
15.0%
20.0%
12.0%
15.0%
25.0%
19.0%
15.0%
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HTSItem

0406.90.62
1202.10.40
1202.20.80
1704.90.54
1704.90.64
1901.10.15
1901.10.35
1901.10.45
1901.90.42
2008.11.05
2009.11.25
2008.11.60
2105.00.10
2105.00.30

Description

Colby cheese or subdtitute including cheese mixtures
Peanuts, in shell, not cooked

Peanuts, shelled, not cooked

Dairy sugar confectionery, not containing cocoa
Non-dairy sugar confectionery, not containing cocoa
Infant formula

Other dairy infant use food preparations

Other non-dairy infant use food preparations

Dairy products not for infant use

Peanut butter and paste

Blanched peanuts

Peanuts otherwise prepared

Ice cream

Edibleice, dairy product
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Tariff

20.0%
163.8%
131.8%

12.2%

12.2%

17.5%

17.5%

14.9%

16.0%
131.8%

131.8%
131.8%
20.0%
20.0%
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Appendix 7.2

United States Tariff Peaks: Agricultural Products

Page 99

Bound tariffs are final Uruguay Round rates; Only goods subject to ad vdoremrates are

HTSItem

0403.10.90
0403.90.85
0406.90.39
0704.20.00
0704.90.40
0706.10.05
0709.20.90
0709.40.20
0709.90.13
0709.90.16
0709.90.45
0710.30.00
0710.40.00
0710.80.65
0710.80.85
0710.80.93
0710.90.90
0712.20.20
0712.20.40
0714.90.40
0804.10.80
0807.10.10
0807.10.20
0807.10.40
0807.10.80
0811.90.80
0813.20.20
1507.10.00
1507.90.20
1517.90.10
1904.90.00
2001.90.60

shown

Description

Y ogurt

Fermented milk other than dried or dried with lactic ferments

Sorinz cheese not of cow’s milk

Brussdls sprouts

Other brassica plants, not cabbage

Carrots, reduced in size

Asparagus not entered during 9/15-11/15 period
Celery other than celeriac, reduced in size

Okra entered during 6/1-10/31 period

Okra entered outside of above period

Sweset corn

Garden spinach, frozen

Sweet corn, frozen

Brussd's sprouts, frozen and whole

Brussdls sprouts, frozen and reduced in Size

Okra, frozen and reduced in Sze

Mixtures of vegetables, frozen

Onion powder or flour

Dried onions

Fresh roots and tubers with high starch content
Cut dates

Cantaloupes entered in 8/1-9/15 period
Cantaloupes entered outside of above period
Watermel ons entered outside of 12/1-3/31 period
Melons entered outside of 12/1-5/31 period
Other fruits and nuts, frozen

Dried prunes not soaked in brine or dried

Crude soybean ail, not chemically modified
Refined soybean ail

Liquid margarine

Prepared foods of roasted cereal products, not corn
Other vegetables, fruits and nutsin vinegar or acetic acid

Tariff

17.0%
17.0%
12.2%
12.5%
20.0%
14.9%
21.3%
14.9%
20.0%
20.0%
21.3%
14.0%
14.0%
12.5%
14.0%
14.9%
14.0%
29.8%
21.3%
16.0%
29.8%
12.8%
29.8%
17.0%
28.0%
14.5%
14.0%
19.1%
19.1%
18.0%
14.0%
14.0%
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HTSItem

2002.10.00
2005.90.55
2005.90.80
2006.00.50
2006.00.90
2007.99.55
2008.19.85
2008.19.90
2008.30.65
2008.30.85
2008.30.95
2008.40.00
2008.50.40
2008.70.00
2008.92.90
2008.99.25
2008.99.42
2008.99.45
2105.00.50

Description

Tomatoes, whole or in pieces, not in vinegar or acetic acid
Other fruits of genus Capsicum or Pimenta, not in vinegar or acetic acid
Artichokes, not in vinegar or acetic acid

Mixtures of fruits and nuts, in sugar

Fruits or nuts, not mixed, in sugar

Papayajam, jelly or marmalade

Mixtures of ground nuts and other seeds

Ground nuts and other seeds not mixed together

Prepared limes

Prepared citron

Prepared bergamots

Prepared pears

Prepared gpricots, other than pulp

Prepared peaches

Mixtures of prepared fruits

Prepared dates

Prepared nectarines

Prepared papaya pulp

Edible ice, non-dairy
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Tariff

12.5%
14.9%
14.9%
16.0%
16.0%
14.0%
22.4%
17.9%
14.0%
14.0%
14.0%
15.3%
29.8%
17.0%
14.9%
22.4%
16.0%
14.0%
17.0%
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Appendix 7.3
United States Tariff Peaks: Non-Agricultural Products

Page 101

Bound tariffs are final Uruguay Round rates; Only goods subject to ad vdoremrates are

HTSItem

0303.70.20
0303.80.20
1604.13.20
1604.13.30
1604.14.10
1604.14.20

1604.30.20
4202.12.20
4202.12.80
4202.19.00
4202.22.15
4202.22.80
4202.29.90
4202.32.20
4202.32.95
4202.39.90
4202.92.30
4202.92.45
4202.92.90
4203.29.05
4203.29.08
4203.29.20
4203.29.30
4203.29.40
4203.29.50
4602.10.29
5111.11.70
5111.19.60
5111.20.90
5111.30.90
5111.90.90
5112.11.20

shown

Description

Sturgeon roe, fresh

Sturgeon roe, frozen

Canned sardines, in ail, neither skinned nor boned

Canned sardines, in ail, skinned or boned

Canned tunas and skipjack, in ail

Canned tunas and skipjack, not in ail, not from a United States insular
pOssession

Caviar

Trunks, suitcases, vanity cases, etc. with plastic outer surface

Trunks, suitcases, etc. with textile outer surface, not vegetable fiber
Trunks, suitcases, etc. outer surface not pladtic or textile

Handbags with plagtic outer surface

Handbags with textile surface of other than vegetable fibers

Handbags of leather, plastics, textiles, paperboard

Cases normally carried in the pocket or handbag, of textiles

Cases normdly carried in the pocket or handbag, not of vegetable fiber
Cases normdly carried in the pocket or handbag, not |eather, textile, etc
Cases not normdly carried in the pocket or handbag, of textile, not cotton
Cases not normaly carried in the pocket or handbag, not of textile
Other cases not normally carried in the pocket or handbag, not cotton
Gloves wholly of horsehide or cowhide, with extended fourchettes
Gloves wholly of horsehide or cowhide, without extended fourchettes
Gloves not wholly of horsehide or cowhide, not seamed

Gloves not wholly of horsehide or cowhide, seamed, men's

Gloves not wholly of horsehide or cowhide, not men's, not lined
Gloves not wholly of horsehide or cowhide, not men's, lined

Luggage, handbags and flatgoods of rattan or palm leaf, not for pocket
Woven fabrics of carded wool, not tapestry, not hand-woven

Woven fabrics of carded wool, tapestry fabrics, not hand-woven
Woven fabrics of carded wool, not tapestry

Other fabrics mixed with man-made staple fibers

Certain fabrics containing 30 per cent or more silk

Certain woven fabrics containing 85 per cent or more wool

Tariff

15.0%
15.0%
15.0%
20.0%
35.0%
12.5%

15.0%
20.0%
17.6%
20.0%
16.0%
17.6%
20.0%
20.0%
17.6%
20.0%
17.6%
20.0%
17.6%
12.6%
14.0%
12.6%
14.0%
12.6%
12.6%
18.0%
25.0%
25.0%
25.0%
25.0%
25.0%
25.0%
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HTSItem

5112.19.90
5112.20.30
5112.30.30
5112.90.90
5205.15.20
5205.25.00
5205.35.00
5205.45.00
5208.29.80
5208.31.80
5208.32.50
5208.39.80
5208.41.80
5208.42.50
5208.49.80
5208.51.80
5208.52.50
5210.11.80
5210.21.80
5210.29.80
5210.31.60
5210.31.80
5210.39.60
5210.39.80
5210.41.60
5210.41.80
5210.49.80
5210.51.60
5210.51.80
5212.11.10
5212.12.10
5212.13.10
5212.14.10
5212.21.10
5212.22.10
5212.23.10

Description

Certain woven fabrics containing 85 per cent or more wool, not tapestry
Certain fabrics mixed mainly with man-made filaments

Certain fabrics mixed mainly with man-made staple fibers

Certain woven fabrics containing 30 per cent or more of Sk

Certain cotton yarn containing 85 per cent or more cotton

Single yarn of combed fibers, exceeding 80 nrm

Cotton yarn exceeding 80 nm per Sngleyan

Multiple or cabled yarn exceeding 80 nm per sngleyarn

Woven fabrics of cotton, bleached, not plain or twill

Woven fabrics of cotton, dyed, plain weave

Woven fabrics of cotton, dyed, not certified hand-loomed

Woven fabrics of cotton, dyed, not satin or twill weave

Different colored yarns, plain weave, not certified hand-loomed

Pan weave yarn of different colors of number 69 or higher

Different colored yarns, not satin or twill weave

Printed plain weave fabrics of cotton of number 69 or higher

Certain certified hand-loomed fabrics, plain weave, number 69 or higher
Woven fabrics of cotton, unbleached, plain weave

Bleached plain weave woven fabrics of number 69 or higher

Woven fabrics of cotton, bleached, not satin or twill weave

Certain woven fabrics of cotton mixed with man-made fibers, nos. 43-68
Woven fabrics of cotton, dyed, plain weave

Certain 3- or 4-thread fabrics mixed with man-made fibers, nos. 43-68
Certain woven fabrics, satin or twill weave, of number 69 or higher
Different colors of yarn, woven fabrics of cotton, plain weave, nos.43-638
Different colors of yarn, woven fabrics of cotton, plain weave

Different colors of yarn, woven fabrics of cotton, not satin or twill weave
Woven fabrics of cotton, printed, plain weave of numbers 43-68
Woven fabrics of cotton, plain weave, printed, numbers 69 or higher
Certain woven fabrics of cotton, unbleached

Certain woven fabrics of cotton, bleached

Certain woven fabrics of cotton, dyed

Other woven fabrics of cotton, yarns of different colors

Certain unbleached fabrics of cotton

Certain bleached fabrics of cotton

Certain woven fabrics of cotton, dyed
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Tariff

25.0%
25.0%
25.0%
25.0%
12.0%
12.0%
12.0%
12.0%
13.5%
12.5%
12.5%
12.5%
14.7%
14.7%
14.7%
12.5%
12.5%
13.5%
12.5%
14.7%
12.2%
15.5%
12.2%
12.4%
12.2%
15.5%
15.5%
12.2%
15.5%
16.5%
16.5%
16.5%
16.5%
16.5%
16.5%
16.5%



Residual Protection

HTSItem

5212.24.10
5309.21.20
5309.29.20
5311.00.20
5407.10.00
5407.41.00
5407.42.00
5407.44.00
5407.51.00
5407.52.20
5407.53.20
5407.54.00
5407.60.91
5407.60.99
5407.71.00
5407.72.00
5407.74.00
5407.81.00
5407.82.00
5407.84.00
5407.91.05
5407.91.10
5407.91.20
5407.92.05
5407.92.10
5407.92.20
5407.93.05
5407.93.10
5407.93.20
5407.94.10
5407.94.20
5408.10.00
5408.21.00
5408.22.10
5408.22.90
5408.23.21

Description

Certain woven fabrics of cotton, of different colors

Woven fabrics of flax

Woven fabrics of flax, containing more than 17 per cent animad hair
Woven fabrics of other vegetable fibers

Woven fabrics of synthetic filament yarn

Woven fabrics of synthetic filament yarn, bleached or unbleached
Woven fabrics of synthetic filament yarn, dyed

Woven fabrics of synthetic filament yarn, printed

Woven fabrics of textured polyester filament yarn

Certain woven fabrics of textured polyester filament yarn

Certain woven fabrics of synthetic filament yarn, of different colors
Woven fabrics of synthetic filament yarn, printed

Woven fabrics of synthetic filament yarn, polyester

Other woven fabrics of synthetic filament yarn, not polyester

Woven fabrics of synthetic filament yarn

Woven fabrics of synthetic filament yarn, dyed

Woven fabrics of synthetic filament yarn, printed

Woven fabrics of synthetic filament yarn, mixed with cotton

Woven fabrics of synthetic filament yarn, dyed

Woven fabrics of synthetic filament yarn, printed

Certain woven fabrics of synthetic filament yarn, mixed with wool
Certain woven fabrics of synthetic filament yarn

Woven fabrics of synthetic filament yarn

Woven fabrics of synthetic filament yarn, dyed, mixed with wool
Certain woven fabrics of synthetic filament yarn, dyed

Certain woven fabrics of synthetic filament yarn, dyed

Woven fabrics of syn. Filament yarn, yarns of different colors, with wool
Certain woven fabrics of synthetic filament yarn, yarns of different colors
Certain woven fabrics of synthetic filament yarn

Certain woven fabrics of synthetic filament yarn, printed

Woven fabrics of synthetic filament yarn, printed, not with wool

Certain woven fabrics of artificid filament yarn, viscose rayon

Certain woven fabrics of artificid filament yarn, bleached or unbleached
Certain woven fabrics of artificid filament yarn, dyed

Certain woven fabrics of art. filament yarn, not of cuprammonium rayon
Certain woven fabrics of artificid filament yarn, of yarns of different colors
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Tariff

16.5%
14.5%
14.5%
14.5%
13.6%
13.6%
14.9%
12.0%
14.9%
14.9%
12.0%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
25.0%
12.0%
14.9%
25.0%
12.0%
14.9%
25.0%
12.0%
12.0%
12.0%
14.9%
14.9%
14.9%
14.9%
14.9%
12.0%



Residual Protection

HTSItem

5408.23.29
5408.24.10
5408.24.90
5408.31.05
5408.31.10
5408.31.20
5408.32.05
5408.32.10
5408.32.90
5408.33.05
5408.33.10
5408.33.90
5408.32.10
5408.34.90
5509.52.00
5509.53.00
5509.59.00
5509.61.00
5509.62.00
5509.69.60
5509.91.00
5509.99.60
5510.90.60
5512.11.00
5512.19.00
5512.21.00
5512.29.00
5512.91.00
5512.99.00
5513.11.00
5513.12.00
5513.13.00
5513.19.00
5513.21.00
5513.22.00
5513.23.00
5513.29.00

Description

Certain woven fabrics of artificia filament yan

Certain woven fabrics of artificid filament yarn, printed

Certain woven fabrics of artificid filament yarn, printed

Woven fabrics of atificid filament yarn, mixed with wool

Certain woven fabrics of atificid filament yarn, mixed with wool

Certain woven fabrics of artificia filament yarn

Certain woven fabrics of atificid filament yarn, dyed, mixed with wool
Certain woven fabrics of atificid filament yarn, dyed, mixed with wool
Certain woven fabrics of atificia filament yarn

Certain woven fabrics of atificid filament yarn, yarns of different colors
Certain woven fabrics of atificid filament yarn, yarns of different colors
Certain woven fabrics of atificid filament yarn, yarns of different colors
Certain woven fabrics of artificia filament yarn, printed, mixed with wool
Certain woven fabrics of atificid filament yarn, printed

Yarn of synthetic gaple fibers, not for retall sde, mixed with animd hair
Yarn of synthetic staple fibers, not for retail sale, mixed with cotton
Certain yarn of synthetic staplefibers, not for retall sde

Certain yarn of syn. Staple fibers, not for retall sade, mixed with animd hair
Certain yarn of synthetic staple fibers, not for retail sale, mixed with cotton
Certain yarn of synthetic staple fibers, not for retall sde

Certain yarn of synthetic staple fibers, not for retall sde

Certain yarn of synthetic staple fibers, not for retall sde

Cetanyarn of atificid saplefibers, not for retal sde

Woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers, of polyester staple fibers
Certain woven fabrics of synthetic staple fibers, twill

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed
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Tariff

12.0%
12.0%
12.0%
25.0%
12.0%
14.9%
19.7%
12.0%
15.0%
19.6%
12.0%
12.0%
12.0%
12.0%
12.0%
13.2%
13.2%
13.2%
12.0%
13.2%
12.0%
13.2%
13.2%
12.0%
13.6%
12.0%
12.0%
14.9%
12.0%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%



Residual Protection

5513.31.00
5513.32.00
5513.33.00
5513.39.00
5513.41.00
5513.42.00
5513.43.00
5514.11.00
5514.12.00
5514.13.00
5514.21.00
5514.22.00
5514.23.00
5514.29.00
5514.31.00
5514.32.00
5514.33.00
5514.41.00
5514.42.00
5515.11.00
5515.12.00
5515.13.05
5515.13.10
5515.19.00
5515.22.05
5515.22.10
5515.91.00
5515.92.05
5515.92.10
5516.11.00
5516.12.00
5516.13.00
5516.21.00
5516.22.00
5516.24.00
5516.31.05
5516.31.10
5516.32.05
5516.32.10
5516.33.05

Certain woven fabrics of synthetic staple fibers, of different colors
Certain woven fabrics of synthetic staple fibers, of different colors
Certain woven fabrics of synthetic staple fibers, of different colors
Certain woven fabrics of synthetic staple fibers, of different colors
Certain woven fabrics of synthetic staple fibers, printed

Certain woven fabrics of synthetic staple fibers, printed

Certain woven fabrics of synthetic staple fibers, printed

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers, twill

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, dyed

Certain woven fabrics of synthetic staple fibers, of yarns of different colors
Certain woven fabrics of synthetic staple fibers, of yarns of different colors
Certain woven fabrics of synthetic staple fibers, of yarns of different colors
Certain woven fabrics of synthetic staple fibers, printed

Certain woven fabrics of synthetic staple fibers, printed

Certain woven faorics of synthetic staple fibers

Certain woven faorics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of synthetic staple fibers

Certain woven fabrics of artificid staple fibers

Certain woven fabrics of artificid staple fibers, dyed

Certain woven fabrics of artificid staple fibers, of yarns of different colors
Certain woven fabrics of artificid staple fibers

Certain woven fabrics of artificid staple fibers, dyed

Certain woven fabrics of artificid staple fibers, printed

Certain woven fabrics of atificid saple fibers

Certain woven fabrics of atificid saple fibers

Certain woven fabrics of artificid staple fibers, dyed

Certain woven fabrics of artificid staple fibers, dyed

Certain woven fabrics of artificid staple fibers, of yarns of different colors
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14.9%
14.9%
14.9%
14.9%
14.9%
13.6%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
12.0%
14.9%
14.9%
12.0%
14.9%
14.9%
14.9%
12.0%
25.0%
12.0%
12.0%
20.1%
12.0%
12.0%
25.0%
12.0%
14.9%
14.9%
14.9%
14.9%
14.9%
14.9%
19.8%
12.0%
25.0%
12.0%
25.0%



Residual Protection

5516.33.10
5516.34.05
5516.34.10
5516.41.00
5516.42.00
5516.91.00
5516.92.00
5516.94.00
5605.00.90
5608.90.23
5608.90.27
5801.21.00
5801.22.90
5801.25.00
5801.31.00
5801.32.00
5801.34.00
5801.35.00
5802.20.00
5803.90.12
5804.21.00
5804.30.00
5810.10.00
5811.00.10
5903.10.18
6001.10.20
6001.22.00
6001.91.00
6001.92.00
6002.20.10
6002.30.20
6101.20.00
6101.30.20
6102.20.00
6102.30.20
6103.12.20
6103.32.00
6103.33.20
6103.39.10
6103.41.20

Certain woven fabrics of artificid staple fibers, of yarns of different colors

Certain woven fabrics of artificid staple fibers, printed

Certain woven fabrics of artificid staple fibers, printed

Certain woven fabrics of atificid saple fibers

Certain woven fabrics of artificid staplefibers, dyed

Certain woven fabrics of artificid staple fibers

Certain woven fabrics of artificid staple fibers, dyed

Certain woven fabrics of artificia staple fibers, printed

Certain metadized yarn

Hammocks

Fish netting and fishing nets

Woven pile and chenille fabrics, uncut weft pile fabrics

Certain woven pile and chenille fabrics

Woven pile and chenille fabrics, warp pile fabrics

Woven pile and chenille fabrics, of man-made fibers

Woven pile and chenille fabrics, corduroy

Certain woven pile and chenille fabrics

Certain woven pile and chenille fabrics

Terry towdling

Gaize

Mechanicdly made lace

Hand-made lace

Embroidery without visble ground

Quilted textile products of wool

Certain textile products coated with plastics

Certain long pile fabrics

Certain looped pile fabrics

Certain pile fabrics

Certan pile fabrics

Certain knitted or crocheted fabrics

Certain knitted or crocheted fabrics

Men's or boy’ s overcoats, cotton

Certain men’sor boys overcoats

Women'sor girlS overcoats, cotton

Certain women’'s or girls overcoats

Certain men'sor boys suits, ensembles, trousers, knitted or crocheted
Certain men’s or boys' auits, trousers, knitted or crocheted, of cotton
Certain men'sor boys suits, ensembles, trousers, knitted or crocheted
Certain men'sor boys suits, ensembles, trousers, knitted or crocheted
Men’'sor boys bib and brace overdls
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12.0%
19.7%
12.0%
14.9%
12.0%
12.0%
12.0%
12.0%
13.2%
14.1%
14.1%
20.2%
20.2%
18.5%
17.2%
14.0%
14.0%
17.2%
14.0%
16.5%
12.0%
13.2%
14.1%
13.2%
14.1%
17.2%
17.2%
18.5%
17.2%
14.1%
12.3%
15.9%
28.2%
15.9%
28.2%
28.2%
13.5%
28.2%
14.9%
13.6%



Residual Protection

6103.42.10
6103.42.15
6103.43.20
6103.49.10
6103.49.20
6104.11.00
6104.13.20
6104.32.00
6104.33.20
6104.39.10
6104.41.00
6104.43.10
6104.43.20
6104.44.10
6104.44.20
6104.51.00
6104.53.10
6104.53.20
6104.61.00
6104.62.20
6104.63.10
6104.63.15
6104.63.20
6104.69.10
6104.69.20
6105.10.00
6105.20.10
6105.20.20
6105.90.10
6106.10.00
6106.20.10
6106.20.20
6106.90.10
6107.12.00
6107.22.00
6107.92.00
6107.99.20
6108.11.00
6108.22.90
6108.29.90

Certain men’'s or boys' trousers, knitted or crocheted, of cotton

Certain men’'sor boys' trousers, knitted or crocheted
Certain men’'sor boys overdls

Certain men'sor boys' trousers

Certain men’s or boys bib and brace overdls
Certain women's or girls suits, wool

Certain women'sor girls’ suits

Certain women's or girls jackets and blazers, cotton
Certain women'sor girls jackets and blazers
Certain women'sor girls jackets and blazers
Certain women's or girls dresses, wool

Certain women's or girls dresses

Certain women's or girls dresses

Certain women's or girls dresses

Certain women's or girls dresses

Certain women's or girls skirts, wool

Certain women's or girls skirts

Certain women's or girls skirts

Certain women'sor girls trousers, overdls, shorts
Certain women's or girls trousers, overdls, shorts
Certain women's or girls trousers, overdls, shorts
Certain women's or girls trousers, overdls, shorts
Certain women's or girls trousers, overdls, shorts
Certain women'sor girls trousers, overdls, shorts
Certain women'sor girls trousers, overdls, shorts
Certain men's or boys shirts, cotton

Certain men'sor boys shirts, man-made fibers
Certain men'sor boys shirts

Certain men’sor boys shirts, wool

Certain women's or girls blouses and shirts, cotton
Certain women's or girls blouses and shirts
Certain women's or girls blouses and shirts
Certain women's or girls blouses and shirts
Certain men’s or boys underpants, briefs

Certain men’'sor boys nightshirts

Certain men’'sor boys bathrobes, dressing gowns, €tc.
Certain men’'sor boys bathrobes, dressing gowns, €tc.

Certainwomen's or girls dips and petticoats
Certain women's or girls briefs and panties
Certain women's or girls briefs and panties
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16.1%
28.2%
14.9%
28.2%
13.6%
13.6%
14.9%
14.9%
28.2%
24.0%
13.6%
14.9%
16.0%
14.9%
14.9%
14.9%
14.9%
16.0%
14.9%
14.9%
14.9%
14.9%
28.2%
13.6%
28.2%
19.7%
13.6%
32.0%
14.9%
19.7%
14.9%
32.0%
13.6%
14.9%
16.0%
14.9%
13.6%
14.9%
15.6%
13.3%



Residual Protection

6108.32.00
6108.92.00
6109.10.00
6109.90.10
6109.90.80
6110.10.20
6110.20.20
6110.30.15
6110.30.30
6111.10.00
6111.20.10
6111.20.20
6111.20.30
6111.20.50
6111.30.10
6111.30.20
6111.30.30
6111.30.40
6111.30.50
6111.90.10
6111.90.20
6111.90.40
6111.90.50
6112.11.00
6112.12.00
6112.19.10
6112.19.80
6112.20.10
6112.31.00
6112.39.00
6112.41.00
6112.49.00
6114.10.00
6114.30.10
6114.30.20
6114.30.30
6115.11.00
6115.12.00
6115.19.20
6115.20.90

Certain women’s or girls nightdresses and pgjameas
Certain women's or girls negligees, bathrobes, dressng gowns, €tc.
Certain women's or girls t-shirts, tank tops, etc.
Cetain women'sor girls t-shirts, tank tops, etc.
Ceatan women'sor girls t-shirts, tank tops, etc.
Certain sweaters, pullovers, sweatshirts, waistcoats, etc.
Certain sweaters, pullovers, sweatshirts, waistcoats, etc.
Certain sweaters, pullovers, swesatshirts, waistcoats, etc.
Certain sweaters, pullovers, sweatshirts, waistcoats, etc.
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain babies garments and clothing accessories
Certain track suits

Certain track suits

Certain track suits

Certain track suits

Certain ki suits

Certain men’s or boys swimwear

Certain men’s or boys swimwear

Cetanwomen'sor girls svimwear

Certain women'sor girls swimwear

Certain garments, knitted or crocheted, wool

Certain garments, knitted or crocheted, tops

Certain garments, knitted or crocheted

Certain garments, knitted or crocheted

Certain panty hose and tights

Certain panty hose and tights

Certain panty hose and tights

Certain panty hose and tights
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16.0%
16.0%
16.5%
32.0%
16.0%
16.0%
16.5%
17.0%
32.0%
13.6%
19.7%
14.9%
14.9%
14.9%
28.2%
32.0%
32.0%
30.0%
16.0%
14.9%
17.3%
26.0%
14.9%
14.9%
28.2%
28.2%
21.6%
28.2%
25.9%
13.2%
24.9%
13.2%
12.0%
28.2%
32.0%
14.9%
16.0%
14.9%
16.0%
14.6%



Residual Protection

6115.92.20
6115.93.10
6115.93.20
6115.99.14
6115.99.18
6116.10.13
6116.10.17
6116.10.48
6116.10.55
6116.10.75
6116.92.64
6116.92.74
6116.93.88
6116.93.94
6116.99.48
6116.99.54
6117.80.90
6117.90.90
6201.13.40
6201.93.20
6201.93.35
6202.13.40
6202.91.10
6202.93.20
6202.93.50
6203.11.20
6203.12.10
6203.12.20
6203.19.10
6203.19.30
6203.31.00
6203.33.10
6203.33.20
6203.39.10
6203.39.20
6203.42.40
6203.43.20
6203.43.25
6203.43.40
6203.49.15

Certain panty hose and tights

Certain panty hose and tights

Certain panty hose and tights

Certain panty hose and tights

Certain panty hose and tights

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Certain gloves and mitts, knitted or crocheted

Other made up clothing accessories, knitted or crocheted

Other made up clothing accessories, knitted or crocheted
Certain men’'s or boys overcoats, carcoats, capes, cloaks, etc
Certain men’'s or boys overcoats, carcoats, capes, cloaks, etc
Certain men’s or boys overcoats, carcoats, capes, cloaks, etc
Certain women's or girls overcoats, carcoats, capes, cloaks, etc
Certain women's or girls overcoats, carcoats, capes, cloaks, etc
Certain women's or girls overcoats, carcoats, capes, cloaks, etc
Certain women's or girls overcoats, carcoats, capes, cloaks, etc
Certain men's or boys' suits

Certain men's or boys' suits

Certain men's or boys' suits

Certain men’'sor boys suits

Certain men’s or boys' suits

Certain men'sor boys suit-type jackets and blazers

Certain men'sor boys suit-type jackets and blazers

Certain men'sor boys suit-type jackets and blazers

Certain men'sor boys suit-type jackets and blazers

Certain men'sor boys suit-type jackets and blazers

Certain men’'sor boys' trousers, overdls, breeches and shorts
Certain men’'sor boys' trousers, overdls, breeches and shorts
Certain men’sor boys' trousers, overalls, breeches and shorts
Certain men’sor boys' trousers, overalls, breeches and shorts
Certain men’'sor boys' trousers, overals, breeches and shorts
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13.5%
18.8%
14.6%
18.8%
14.6%
12.5%
23.5%
18.6%
13.2%
13.2%
23.5%
23.5%
18.6%
18.6%
18.8%
18.8%
14.6%
14.6%
27.7%
14.9%
27.7%
27.7%
14.0%
14.9%
27.7%
17.5%
17.5%
27.3%
13.2%
14.9%
17.5%
22.0%
27.3%
22.0%
27.3%
16.6%
14.9%
12.2%
27.9%
12.2%



Residual Protection

6203.49.20
6204.11.00
6204.12.00
6204.13.10
6204.19.10
6204.31.20
6204.39.30
6204.41.20
6204.43.20
6204.43.40
6204.44.40
6204.51.00
6204.52.20
6204.53.30
6204.59.20
6204.59.30
6204.61.90
6204.62.40
6204.63.15
6204.63.25
6204.63.35
6204.69.10
6204.69.20
6204.69.25
6205.10.20
6205.20.20
6205.30.10
6206.20.30
6206.30.30
6206.40.30
6207.92.20
6208.11.00
6208.22.00
6208.92.90
6209.20.20
6209.20.30
6209.30.10
6209.30.20
6209.30.30
6209.90.10

Certain men’'sor boys' trousers, overals, breeches and shorts
Certain women'sor girls suits

Certain women'sor girls suits

Cetanwomen'sor girls suits

Cetanwomen'sor girls suits

Certain women's or girls suit-type jackets and blazers

Certain women's or girls suit-type jackets and blazers

Certain women'sor girls dresses

Certain women'sor girls dresses

Certain women'sor girls dresses

Certain women'sor girls dresses

Cetan women'sor girls skirts

Cetan women'sor girls skirts

Certain women's or girls skirts

Certain women's or girls skirts

Certain women's or girls skirts

Certain women's or girls trousers, overdls, breeches and shorts
Certain women's or girls trousers, overdls, breeches and shorts
Cetan women'sor girls trousers, overdls, breeches and shorts
Cetan women'sor girls trousers, overdls, breeches and shorts
Certain women'sor girls trousers, overdls, breeches and shorts
Certain women's or girls trousers, overdls, breeches and shorts
Certain women's or girls trousers, overdls, breeches and shorts
Certain women's or girls trousers, overdls, breeches and shorts
Certain men’s or boys shirts

Certain men’s or boys shirts

Certain men's or boys shirts

Cetan women'sor girls shirts and blouses

Certain women'sor girls shirts and blouses

Certain women's or girls shirts and blouses

Men's or boys bathrobes

Women'sor girls dips and petticoats, man-made fibers
Women'sor girls nightdresses and pgjamas

Women'sor girls negligees, dressng gowns, €tc.

Certain babies garments

Certain babies garments

Certain babies' garments

Certain babies garments

Certain babies garments

Certain babies garments
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27.9%
14.0%
14.9%
17.0%
17.0%
17.5%
27.3%
13.6%
14.9%
16.0%
16.0%
14.0%
14.9%
16.0%
14.9%
16.0%
13.6%
16.6%
14.9%
13.6%
28.6%
13.6%
13.6%
28.6%
17.5%
19.7%
12.2%
17.0%
15.4%
26.9%
14.9%
14.9%
16.0%
16.0%
14.9%
14.9%
22.0%
28.6%
16.0%
22.0%
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6209.90.20 Certain babies garments 14.9%
6209.90.30 Certain babies garments 14.9%
6210.10.90 Certain garments made of fabrics heading 5602, 5603, 5903, 5906, 5907 16.0%
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HTSItem

6211.11.10
6211.20.24
6211.20.28
6211.20.34
6211.20.38
6211.20.44
6211.20.48
6211.20.54
6211.20.58
6211.20.64
6211.20.68
6211.20.74
6211.20.78
6211.31.00
6211.33.00
6211.41.00
6211.43.00
6212.10.50
6212.10.90
6212.20.00
6212.30.00
6213.20.10
6216.00.13
6216.00.17
6216.00.24
6216.00.29
6216.00.38
6216.00.41
6217.10.90
6217.90.90
6302.21.30
6302.22.10
6302.31.50
6302.32.10
6304.11.10

Description

Certain men’s and boys  swimwear

Men’'s and boys anoraks

Men’'s and boys anoraks

Men'sand boys ski suit trousers

Men'sand boys ski suit trousers

Certain men’s and boys water resistant apparel
Certain men’s and boys water resstant apparel
Certain women's and girls water resistant apparel
Certain women's and girls water resistant apparel
Certain women's and girls water resistant apparel
Certain women's and girls water resistant apparel
Certain women's and girls water resistant apparel
Certain women's and girls water resistant apparel
Certain men’s and boys apparel

Certain men’s and boys apparel

Certain women's and girls apparel

Certain women's and girls appare

Certain brassieres

Certain brassieres

Girdles and panty girdles

Corsets

Certain handkerchiefs

Certain gloves coated with plastics or rubber

Certain gloves coated with plastics or rubber

Certain gloves coated with plastics or rubber

Certain gloves coated with plastics or rubber

Certain gloves coated with plastics or rubber

Certain gloves coated with plastics or rubber

Other clothing accessories; parts of garments other than in heading 6212
Other clothing accessories; parts of garments other than in heading 6212
Certain bed linen, table linen, toilet linen, kitchen linen
Certain bed linen, table linen, toilet linen, kitchen linen
Certain bed linen, table linen, toilet linen, kitchen linen
Certain bed linen, table linen, toilet linen, kitchen linen
Bedspreads, cotton
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Tariff

27.8%
17.5%
27.7%
17.5%
28.1%
14.0%
14.9%
17.5%
28.0%
17.5%
28.6%
14.0%
14.9%
12.0%
16.0%
12.0%
16.0%
16.9%
16.9%
20.0%
23.5%
13.2%
12.5%
23.5%
13.2%
13.2%
23.5%
23.5%
14.6%
14.6%
20.9%
14.9%
20.9%
14.9%
12.0%
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HTSItem

6401.10.00
6401.91.00
6401.92.90
6401.99.30
6401.99.60
6401.99.90
6402.30.50
6402.30.60
6402.30.90
6402.91.50
6402.91.60
6402.91.90
6402.99.20
6402.99.30
6402.99.60
6402.99.90
6404.11.40
6404.11.60
6404.11.90
6404.19.20
6404.19.30
6404.19.35
6404.19.40
6404.19.50
6404.19.60
6404.20.20
6404.20.60
6405.20.90
6405.90.90
6406.10.25
6406.10.50
6406.99.15
6603.20.90
6702.90.65
6905.10.00

Description

Footwear with protective toe-cap

Footwear covering the knee

Certain waterproof footwear

Certain waterproof footwear

Certain waterproof footwear

Certain waterproof footwear

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with outer soles and uppers of rubber or plastics

Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of legther or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plagtics, uppers of leather or textiles
Certain footwear with soles rubber or plastics, uppers of leather or textiles
Certain parts of footwear

Certain parts of footwear

Certain parts of footwear

Certain parts of umbrellas

Certain atificid flowers, fruit, etc.

Roofing tiles
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Tariff

37.5%
37.5%
37.5%
25.0%
37.5%
37.5%
37.5%
24.0%
20.0%
37.5%
48.0%
20.0%
37.5%
37.5%
48.0%
20.0%
37.5%
37.5%
20.0%
37.5%
12.5%
37.5%
37.5%
48.0%
37.5%
15.0%
37.5%
12.5%
12.5%
33.6%
26.2%
14.9%
12.0%
17.0%
13.5%



Residual Protection

HTSItem

6911.10.10
6911.10.35
6911.10.45
6911.10.60
6911.10.80
6912.00.10
7013.10.50
7013.21.10
7013.21.20
7013.29.05
7013.29.10
7013.29.20
7013.31.10
7013.31.20
7013.32.10
7013.32.20
7013.39.10
7013.39.20
7013.39.50
7013.91.10
7013.91.20
7013.99.10
7013.99.20
7013.99.40
7013.99.50
7013.99.60
7113.11.20
7318.11.00
7318.12.00
8203.20.40
8513.10.20
8513.90.20
8540.11.28
8540.11.30
8540.11.48

Description

Certain tableware and kitchenware

Certain tableware and kitchenware

Certain tableware and kitchenware

Certain tableware and kitchenware

Certain tableware and kitchenware

Certain ceramic tableware and kitchenware

Certain glassvare

Certain drinking glasses

Certain drinking glasses

Certain drinking glasses

Certain drinking glasses

Certain drinking glasses

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glasswvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain glassvare

Certain parts and articles of jewery, of precious meta
Coach screws

Other wood screws

Sipjoint pliers

Haghlights

Parts of flashlights

Certain thermionic, cold cathode or photocathode tubes
Certain thermionic, cold cathode or photocathode tubes
Certain thermionic, cold cathode or photocathode tubes
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Tariff

25.0%
26.0%
14.0%
20.8%
20.8%
28.0%
26.0%
15.0%
14.0%
12.5%
28.5%
22.5%
15.0%
14.0%
12.5%
22.5%
12.5%
22.5%
15.0%
20.0%
14.0%
15.0%
12.5%
38.0%
30.0%
15.0%
13.5%
12.5%
12.5%
12.0%
12.5%
12.5%
15.0%
15.0%
15.0%
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HTSItem

8540.11.50
8605.00.00
8606.10.00
8606.20.00
8606.30.00
8606.91.00
8606.92.00
8606.99.00
8704.21.00
8704.22.50
8704.23.00
8704.31.00
8704.32.00
8704.90.00
9013.10.10
9013.90.20
9102.29.02
9404.90.85
9405.91.10
9405.91.30
9603.10.35
9603.10.60

Description

Certain thermionic, cold cathode or photocathode tubes
Certain raillway or tramway passenger coaches, not sdlf-propelled
Certain railway or tramway freight cars

Certain railway or tramway freight cars

Certain railway or tramway freight cars

Certain railway or tramway freight cars
Certanrallway or tramway freight cars
Certanrallway or tramway freight cars

Certain motor vehicles for the trangport of goods
Certain motor vehiclesfor the trangport of goods
Certain motor vehiclesfor the trangport of goods
Certain motor vehiclesfor the transport of goods
Certain motor vehiclesfor the trangport of goods
Certain motor vehiclesfor the trangport of goods
Certain teescopic Sghtsfor rifles

Certan parts for telescopic sghtsfor rifles
Certain wrist watches, pocket watches, etc.
Quilts, eiderdowns, comforters, etc.

Certain globes and shades

Certain globes and shades

Certain brooms and brushes

Certain brooms and brushes
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Tariff

15.0%
14.0%
14.0%
14.0%
14.0%
14.0%
14.0%
14.0%
25.0%
25.0%
25.0%
25.0%
25.0%
25.0%
14.9%
16.0%
14.0%
12.8%
12.0%
12.0%
14.0%
32.0%
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