United States and European
Union Are Important Markets
for Preference Recipients

One of the main goals of preferential programs is to increase the value of
exports of developing countries. Developed countries’ markets are particu-
larly attractive for developing countries because of their size and wealth.
During 2000-02, developed countries accounted for two-thirds of global
imports even though they make up only 15 percent of the global population.
As shown in table 1, developed-country markets were the destination for
about 57 percent of total merchandise exports from developing countries in
2001. The United States was the most important market destination for
developing-country exports, mainly due to the large share of manufactured
goods the U.S. imports from those countries. Food items and agricultural
raw materials accounted for about 9 percent of all developing-country
exports in 2002. The EU was the most important destination for food items
and agricultural raw materials exported from developing countries,
accounting for over 22 percent of the total.

The next section focuses on the amount of developing-country trade that
takes place under nonreciprocal preference programs. While detailed data of
imports under different preferential programs are available for the U.S., EU
data is not entirely accessible, especially for trade flows under specific pref-
erence schemes. As a result, we rely heavily on several recent research
reports, especially the Organization for Economic Cooperation and Devel-
opment (OECD) report of 2005.

Table 1
Export destination of developing countries’ products, 2002
Other
developed Developing All other
Commodity groups u.S. EU countries countries countries! World?
$U.S. millions
All products 507,471 343,505 250,993 836,467 19,568 2,012,111
Percent
Share by destination:

All products 25.2 17.1 12.5 41.6 1.0 100.0
All food items 15.5 22.9 13.8 43.6 3.4 100.0
Agricultural raw materials 15.1 22.3 12.8 48.9 5 100.0
Ores and metals 10.8 21.5 15.8 48.7 1.2 100.0
Fuels 20.6 14.7 16.2 35.0 A 100.0
Manufacturing goods 28.4 16.8 111 42.5 9 100.0

Share by major commodity groups:

All products 98.8 98.0 97.3 97.8 99.7 98.1
All food items 4.5 9.9 8.1 7.7 25.8 7.4
Agricultural raw materials .9 1.9 1.7 1.7 .8 1.5
Ores and metals 1.1 3.3 3.4 3.0 3.1 2.6
Fuels 14.0 14.7 22.3 14.4 2.3 171
Manufacturing goods 78.3 68.2 61.8 71.0 67.7 69.5

TIncludes Southeast Europe and the Commonwealth of Independent States (all countries of the former Soviet Union except the Baltic states).
2Includes special category exports, ships' stores and bunkers and other exports of minor importance whose destination could not be determined.

Source: United Nations Center for Trade and Development, Hand Book of Statistics, 2003.
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Our analysis is based on data for 2002, the only year for which both U.S.
and EU data were available. It’s important to point out, however, that 2002
was not a “representative” year for U.S. nonreciprocal preferential trade
programs. Two U.S. programs—the GSP and ATPA—expired temporarily in
2001, and were not renewed until August 2002. This had a significant
impact on 2002 U.S. imports under these programs. For example, imports
from the four ATPA countries (Bolivia, Colombia, Ecuador, and Peru) under
ATPA and GSP dropped from $654 million in 2001 to $507 million in 2002,
then recovered to $900 million in 2003. There were similar impacts on
imports from countries that only qualified for GSP (CBERA countries were
not impacted but AGOA countries were, on those items eligible for prefer-
ences under GSP).

Trade Under U.S. Preference Programs

U.S preference programs are very important for some program recipients,
but they are only a small part of total U.S. imports, accounting for only
between 1.5 and 3.5 percent during the last 15 years (fig. 1). They were
slightly more important for agricultural imports, accounting for about 8
percent of total U.S. agricultural imports during this period. Total U.S.
imports under nonreciprocal programs have increased almost fourfold in
recent years. Growth would have been faster during this period if not for
Mexico becoming a member of NAFTA. Not only did imports under the
GSP decline in 1995 when Mexico was removed from the program upon
joining NAFTA, but since then Mexico has displaced exports from other
program recipients. One reason is that Mexico is no longer subject to CNLs
for the products it used to export under the GSP. In addition, under NAFTA,
it is eligible to ship a wider range of products duty-free and this has resulted
in increased competition for the products of GSP/LDC, CBERA, and ATPA
beneficiaries. In the agricultural sector, there is some evidence that Mexico’s
expansion in exports has had a negative impact on meat and sugar exports
from CBERA countries (Loper et al., 2003).

Figure 1
U.S. program import share

Percent
12 — I:l Nonagriculture - Agriculture

10 —

1989 1991 1993 1995 1997 1999 2001 2003

Source: Economic Research Service, USDA.
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While the nonreciprocal preferential trade programs account for only a
limited share of total U.S. imports, they are important for some individual
program recipients. During 2002, more than 50 percent of the total agricul-
tural exports to the U.S. from 21 countries came in duty-free under nonreci-
procal preferences. For small countries such as Cape Verde, Mozambique
and Swaziland, more than 85 percent of their agricultural exports to the U.S.
benefited from these programs. The programs are even more important when
only dutiable trade is taken into account. Half of all dutiable agricultural
imports from recipient countries came in duty-free under nonreciprocal pref-
erences. Had MFN tariff rates been applied on the $3.1 billion of preferential
trade that took place under these programs in 2002, duty collections by the
United States would have been an estimated $197 million higher.> Total
tariff revenue not collected because of the preferences ranged from $7.1
million under the AGOA program to $111.4 million under CBERA. While
this is not an accurate indicator of the net financial benefit to program recip-
ients from tariff preferences, it is a rough approximation of the overall
“price premium” received by them from being able to export at zero duty.

Table 2 provides a breakdown of preferential program trade in agricultural
products for the top 20 exporters to the U.S. in 2002. In this table, U.S. agri-
cultural trade includes all products from chapters 1-24 of the Harmonized
System (HS).6 Using this definition of agricultural trade, agricultural prod-
ucts made up about 8.6 percent of total U.S. nonreciprocal preferential
imports.” Of the 151 countries eligible to ship under these programs in
2002, 102 made use of preferences to export agricultural goods to the U.S.
Less than 10 percent of beneficiaries account for about two-thirds of all
agricultural imports under nonreciprocal programs, with Costa Rica (13.9
percent), Dominican Republic (11.7 percent), Colombia (8.1 percent),
Guatemala (7.6 percent), and Thailand (6.0 percent) the main beneficiaries.
For only four of the top 20 beneficiaries (Dominican Republic, Jamaica,
South Africa, and Peru) did these programs account for over 50 percent of
their agricultural exports to the U.S. In the case of three countries (India,
Indonesia, and Chile) the programs were of little overall importance,
accounting for less than 10 percent of their total exports to the U.S.8

Concentration levels are also high when this trade is analyzed by
commodity grouping (table 3). Fresh and processed fruits and nuts, sugars
and confectionery products, tobacco and tobacco products, fresh and
processed vegetables, and roots and tubers accounted for 65 percent of all
imports under these programs. The importance of these programs within
each commaodity grouping also varies widely, with more than 80 percent of
U.S. imports of meats, sugars and confectionery products, and fresh vegeta-
bles from recipients brought in under preferences. For other products prefer-
ences play only a small role. Fish and shellfish, the category with the
highest value of exports from recipients, is almost entirely imported at MFN
rates, almost all of which are bound at zero. In all, more than three-quarters
of beneficiaries” MFN exports to the U.S. entered duty-free. When preferen-
tial trade is factored in, over 80 percent of program beneficiaries’ agricul-
tural exports to the U.S. entered duty-free.

Figure 2 helps to put the value of these preferences into the wider context of
available forms of tariff treatment for different countries exporting agricul-
tural goods to the United States. The largest share of this trade (73 percent)
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STariff revenue foregone is approxi-
mated by multiplying the MFN tariff
rate (in ad valorem form) by the
value of imports actually receiving
preferences.

6The HS provides a nomenclature for
classifying internationally traded goods.
The definitions of HS commodity
groupings up to the 6-digit level are
established regularly by the World
Customs Organization.

As a general rule, USDA does not
classify fish and fish products as agri-
cultural items. They were included
here in order to be able to compare
U.S. trade under these programs with
that of the EU, for which fish was
included.

8Chile is no longer a GSP-eligible
recipient by virtue of having signed a
free trade agreement with the United
States in 2003.
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takes place at MFN rates. Over two-thirds of this MFN trade enters duty-
free. Imports under free trade agreements (FTAs), of which the U.S. was
partner to three in 2002 (NAFTA, the U.S.-Israel FTA, and the U.S.-Jordan
FTA), accounted for 21 percent of total agricultural imports. Among
different nonreciprocal preferential programs, CBERA accounted for 2.6
percent, GSP (including GSP/LDC) 2.3 percent, ATPA less than 1 percent,
and only a small fraction was imported under AGOA in 2002.

Trade Under EU Preference Programs

As an EU trade and tariff database comparable to that found on the U.S.
International Trade Commission website was not accessible, this analysis
relies on information gathered from various sources and thus provides only
a glimpse of trade in recent years under various trade programs. According
to a recent study by the OECD, EU agricultural imports totaled almost 66.6
billion euros (~ $62.6 billion) in 2002, 63 percent of which was imported
from developing countries. Agricultural imports at MFN rates accounted for
about 68.4 percent of the total, another 17.9 percent was imported under
nonreciprocal preferential trade programs and the remaining 13.7 percent
was imported under reciprocal preferential trade programs (fig. 3). About
two-thirds of MFN imports came from developing countries and almost 48
percent of MFN imports entered duty-free.

As figure 3 shows, within the nonreciprocal preferential imports considered
here, the import share of the LDC group was the lowest at 2.4 percent. This
included exports from LDCs under both the ACP regime and the GSP-EBA
program. The remaining GSP countries accounted for 9.2 percent of EU
agricultural imports and the ACP (non-LDC) countries 6.3 percent. Prefer-
ences tend to be most important to the low-income exporting countries if
that importance is measured by the proportion of their trade that entered
under these programs. Over 70 percent of all LDC exports to the EU were
covered by preferences. About 63 percent of trade from the remaining ACP
countries entered under preferences, under either ACP or GSP. By contrast,

Figure 2 Figure 3
U.S. agricultural imports by EU agricultural imports by
tariff regime, 2002 tariff regime, 2002
ATPA ACP-
1% non-LDCs
AGOA | CBERA  GSP ACP-LDCs 6%

2% 2% GSP/EBA

MFN-
dutiable

MFN-
M!:N' duty free
dutiable 50%
23% duty free
33%

Note: See Glossary for acronym definitions. Note: See Glossary for acronym definitions.
Source: Economic Research Service, USDA. Source: Economic Research Service, USDA.
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most of the imports from the remaining GSP beneficiaries, those not eligible
to export under the ACP program, came under MFN rates with only 18
percent covered by GSP preferences.

Of the 171 countries eligible to ship under these programs in 2002, 132 made
use of preferences in exporting agricultural products to the EU. Agricultural
imports from beneficiaries under nonreciprocal programs were valued at
11.9 billion euros, accounting for 28 percent of total EU agricultural imports
from these countries (table 2). The main agricultural exporters under these
programs in 2002 were the Ivory Coast (6.7 percent), Argentina (6.5
percent), China (5.0 percent), India (4.2 percent), and Kenya (4.1 percent).?
The top 20 accounted for two-thirds of total nonreciprocal EU agricultural
imports versus 90 percent in the U.S. Among the most important benefici-
aries in both the EU and U.S. markets were some of the world’s largest agri-
cultural traders, including Brazil, Argentina, India, Indonesia, and
Colombia. But there were some differences in the country composition of
agricultural imports under nonreciprocal programs. China, the Ivory Coast,
and Kenya accounted for significant shares in the EU market but were not
important exporters to the U.S. In fact, China was not a designated benefi-
ciary under U.S. programs, nor were Iran, Cuba, Malaysia, and Vietnam,
other beneficiaries of EU nonreciprocal trade preference programs. By
contrast, Thailand, Turkey, Chile, and Poland, other large exporters of agri-
cultural products, accounted for high shares in the U.S. market while
exporting only small, if any, amounts under EU programs.10

There were also some relatively small exporters that figured prominently in
EU trade. Mauritius, the Bahamas, Senegal, and Madagascar were among
the top 20 largest beneficiaries from EU programs. The latter two are LDCs
and accounted for 2.5 percent and 1.9 percent of total nonreciprocal agricul-
tural imports by the EU, respectively. The U.S., on the other hand, imported
little from LDCs, with the top LDC agricultural exporter to the U.S. being
Malawi, with about 1 percent of total U.S. preferential imports. As a group,
the LDCs accounted for 13.5 percent (1.6 billion euros) of EU preferential
imports versus only 1.7 percent ($53 million) of U.S. preferential imports.

In general, the top product categories imported by the EU under nonrecip-
rocal programs were very similar to those imported by the U.S., reflecting
the range of products produced in developing countries. The main exception
was found in the fish and shellfish category, which accounted for almost 30
percent of EU nonreciprocal preferential imports versus almost zero in the
case of the U.S. (table 3). Most U.S. imports of fish and shellfish take place
at MFN tariffs that have been bound at zero. Other important EU product
imports included fresh fruits and nuts (15 percent), processed meat and
seafood products (8.4 percent), and sugars and confectionery products (6.4
percent). For both donors, imports under nonreciprocal programs would be
higher except for the fact that they already have bound a large subset of
their tariffs at zero. These bindings are often on tropical products, which are
not widely produced in the U.S. or EU and thus do not directly compete
with domestic production. For instance, in the U.S. tariff schedule, tropical
products such as coffee; tea; cocoa beans, butter and paste; bananas and
plantains; cashews; vanilla beans; and coconut oil all have tariffs that have
been bound at zero.
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91f nonagricultural trade is included,
China accounted for 33.1 percent of
the total value of EU imports under
the GSP in 2002, followed by India at
11.5 percent, and Indonesia at 4.8
percent (EU Business, 2004). The
main exporters under the Cotonou
Initiative were Nigeria (16 percent of
total EU ACP imports), Ivory Coast
(9 percent), and Angola (7 percent).

10The EU had reciprocal trade
arrangements with both Poland (now
an EU member) and Turkey in 2002.
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