Manufactures Trade

Manufactured goods (also referred to as industrial products) dominate
merchandise trade between the United States and Switzerland, accounting
for more than 95 percent of two-way commerce.! In 2004, two-way trade
between Switzerland and the United States in manufactured goods,
excluding gold (HS 7108), reached nearly $17 billion (table 4.1). Swiss man-
ufactured exports to the United States reached $10.4 billion, while US man-
ufactured exports to Switzerland were $6.6 billion (table 4.1). In the last
decade, the US bilateral deficit with Switzerland has widened, reflecting
the ballooning US merchandise trade deficit globally.

While both countries have very low average tariffs on manufactured
imports, they maintain significant barriers on selected products.? According
to data from the US International Trade Commission (USITC) Dataweb,
based on current sales figures to the United States (table 4.2), Switzerland will
be most interested in exporting boilers, machinery, and mechanical appli-
ances (HS chapter 84); clocks and watches (HS chapter 91); optical, measur-
ing, precision, and medical instruments and apparatus (HS chapter 90);
organic chemicals (HS chapter 29); and pharmaceuticals (HS chapter 30).

1. Throughout this chapter, manufactured goods are defined as all products comprised in HS
chapters 25 through 97.

2. Because our goal is to present an overall picture of industrial protection, the analysis of
Swiss tariffs presented in this chapter is not based on data at the finest level of tariff detail.
Another word of caution: We base US export figures on data compiled by the United States
at the moment of export. According to Swiss authorities, figures compiled by Swiss Customs
Revenue based on import data often differ significantly. Evidently, US exporters often divert
shipments en route to Switzerland to other destinations (principally in Europe).
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Table 4.1 Manufactured goods in US-Swiss bilateral trade,
1996-2004 (millions of current dollars)

1996 2000 2004
Trade in manufactured products?
US exports 5,598 6,136 6,607
Swiss exports 7,023 9,123 10,388
Trade balance (US-Swiss) -1,425 -2,987 -3,781
Total bilateral trade
US exports 5,832 6,488 6,759
Swiss exports 7,162 9,272 10,617
Trade balance (US-Swiss) -1,330 -2,784 -3,858
Share of manufactures in bilateral trade® 0.97 0.97 0.98

a. Trade in manufactures was estimated as total trade in HS chapters 25 through 97, with
the exclusion of gold (HS 7108).
b. (US + Swiss industrial exports) / (US + Swiss total exports).

Sources: USITC (2005d).

Likewise, based on current US exports to Switzerland (table 4.2), the United
States will be most interested in boilers, machinery, and mechanical appli-
ances (HS chapter 84); optical, measuring, precision, and medical instru-
ments and apparatus (HS chapter 90); pharmaceuticals (HS chapter 30);
precious metals (HS chapter 71); and works of art (HS chapter 97). In most
of these industries, trade between the United States and Switzerland is
either tariff-free or pays only nuisance duties. However, tariffs or other bar-
riers are significant for a few tariff lines, and those are the cases that attract
our attention.

This chapter is divided into six sections. The first section deals with tar-
iffs and tariff-rate quotas. The second reviews safeguard, antidumping
(AD), and countervailing duties (CVDs). The third examines technical bar-
riers as they relate to industrial products. The fourth reviews tariff phase-
out schedules in selected US bilateral free trade agreements (FTAs). The fifth
addresses rules of origin in industrial products. Finally, the sixth presents
recommendations for liberalizing industrial trade.

Tariffs and Tariff-Rate Quotas

Both Switzerland and the United States are among the most open econ-
omies in the world for trade in industrial products. According to recent
World Trade Organization (WTO) Trade Policy Reviews (2004b and 2004c),
the average applied tariff for manufactured imports was 2.3 percent for
Switzerland and 4.2 percent for the United States. World Bank trade-
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Table 4.2 Manufactured exports in leading 2-digit HS chapters, 2004
(millions of current dollars)

Swiss us
manufactured manufactured

HS exports to the exports to
chapter Description United States Switzerland
HS-91 Clocks, watches, and parts thereof 1,695 120
HS-84 Nuclear reactors, boilers, machinery,

and parts 1,675 906
HS-90 Optical, cinematographic, medical

instruments, and parts 1,590 731
HS-30 Pharmaceutical products 1,289 1,305
HS-29 Organic chemicals 1,191 163
HS-85 Machinery, electrical apparatus and

instruments; parts 765 322
HS-71 Precious stones, metals, pearls,

and articles thereof 446 812
HS-39 Plastics and articles thereof 182 76
HS-88 Aircraft, spacecraft, and parts thereof 164 344
HS-97 Works of art, collectors’ pieces,

and antiques 155 936
HS-82 Tools, implements, cutlery, and parts 153 21
HS-32 Tanning or dyeing extracts; dyes,

pigments, paints, varnishes 120 107
HS-73 Articles of iron or steel 101 68
HS-33 Essential oils; perfumery, cosmetic,

or toilet preparations 88 102
HS-48 Paper and paperboard; articles of

paper pulp 83 15
HS-38 Miscellaneous chemical products 62 105
HS-95 Toys, games, and sports requisites;

parts 52 19
All manufactured exports, excluding gold
(HS 7108) and special provisions 10,388 6,607
HS7108 Gold 15 2,283
HS-98 Special classification provisions? 832 280
HS-99 Temporary legislation; additional

import restrictions® 191 0

a. Trade under “special classification provisions” includes repairs and alterations of previously
imported products; donated pharmaceuticals, textiles, and food products; nonidentified military
equipment; small transactions; and US goods returned without having been advanced in value or
improved in condition while abroad.

b. Not all restrictions correspond to manufactured products.

Source: USITC (2005b).
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weighted averages, reported in the 2005 Index of Economic Freedom, indi-
cate that the tariff burden on actual trade is even lower—0.8 percent in
Switzerland and 2.6 percent in the United States. Hence, on average, the
United States imposes higher tariffs on industrial products than Switzer-
land does.?

Swiss and US principal manufactured exports to each other are subject
to low rates. Analyzed at the harmonized tariff schedule (HTS) 10-digit and
6-digit levels, simple average tariff rates for all industrial exports above
$10 million to the other party were 2.4 percent for Swiss exports to the United
States, and 2.6 percent for US exports to Switzerland (chapter appendix
tables 4A.1 and 4A.2).* Trade-weighted average tariffs were also lower, at
0.8 percent for Swiss exports to the United States, and 1.2 percent for US
exports to Switzerland (table 4.3).°

Nevertheless, several high tariffs remain, and the affected products will
be of great interest to Swiss-US FT A negotiators. According to Swiss author-
ities, in 2004, high tariffs—those exceeding 5 percent—obstructed about
10 percent of Swiss industrial exports to the United States, and less than
1 percent of US industrial exports to Switzerland. The United States applies
high tariffs on leading Swiss exports, such as clocks, watches, and chemi-
cals, excluding pharmaceuticals (chapter appendix table 4A.1).

By contrast, high tariffs (above 5 percent) do not affect any of the cur-
rent leading US industrial exports to Switzerland. Chapter appendix table
4A.2, however, identifies a number of tariff lines for which potential US
exports of chemicals, printed materials, clocks, watches, and machinery, and
electrical apparatus would face high tariffs. In fact, as chapter appendix
table 4A.3 shows, high Swiss tariffs are not rare, and may limit imports of
selected industrial products.

Generally, the mutual elimination of all industrial tariffs could boost
trade in products for which current volumes are modest, as the very low
trade-weighted tariff averages compared with simple tariff averages on
bilateral trade suggest. The highest industrial tariffs apply to those prod-
ucts where bilateral trade volumes are small. Currently, no products facing

3. Some analysts object to the use of trade-weighted tariff averages, arguing that frequently
understate the protective effect of tariffs, since (other things being equal) imports of items
with higher tariffs will be lower relative to production or consumption. These analysts would
prefer the use of production-weighted or consumption-weighted tariff averages. However,
these alternative weighting schemes are very time-consuming and costly to implement. In our
view, given the low level of Swiss and US tariff barriers on manufactured goods, the weight-
ing scheme is not critical to evaluate average tariff levels.

4. The cutoff at $10 million of exports covers 64 percent of Swiss manufactured exports to the
United States, and 77 percent of US manufactured exports to Switzerland.

5. Another way of looking at protection is to calculate average collected duties. According to
estimates by Swiss authorities, the average customs duty paid for industrial imports from the
United States was 0.2 percent, while the figure for industrial exports from Switzerland to the
United States was 1.5 percent (personal communication with Thomas Zimmerman).
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tariffs of over 10 percent record imports over $15 million at the 6-digit level
(Switzerland) or the 10-digit level (United States).

Chapter appendix table 4A.4 presents a list of manufactured goods sub-
ject to US tariffs above 10 percent ad valorem at the 6-digit HTS level. The
table excludes textiles, clothing, and footwear, sectors where hundreds of
tariff lines are routinely subject to high tariffs. Chapter appendix table 4A.5
presents a list of 4-digit HTS categories where the simple average tariff
exceeds 5 percent (averaging tariffs at the 6-digit level). Nearly $2 billion of
Swiss exports to the United States arrive in these high-tariff 4-digit HTS
categories. It is worth pointing out that Switzerland has no quantitative re-
strictions on manufactured products (WTO 2004b). For example, under a
US TRQ, Swiss exports of card strips made from cotton with a staple
length of under 30.1625 mm (HS 5202.99.10) are guaranteed a minimum
access of just 6,711 kilograms.®

Comparable detail is not available for high Swiss tariffs. However,
chapter appendix table 4A.3, drawn from WTO sources, lists several 2-digit
HS categories where tariffs on 6-digit items exceed 10 percent of their ad
valorem equivalents.” This table excludes textiles and clothing, sectors
where high tariffs are the rule, as they are in the United States.

According to estimates from a static computable general equilibrium
(CGE) model, a comprehensive Swiss-US FTA might increase two-way
manufactures trade by about 20 percent; gravity model estimates suggest
that trade could more than double (see chapter 8). These robust estimates
reflect that nuisance tariffs drag down trade to a far greater extent than sim-
ple models, based on the elasticity of demand, might imply that they do.?
They also reflect that high tariffs can choke off manufactures trade alto-
gether, especially when alternative sources of supply are readily available,
or when firms forego industrial investments because trade barriers burden
imported inputs.

Safeguards

According to the WTO (2004b), Switzerland and Liechtenstein do not
maintain or intend to establish any safeguard measures as envisaged under

6. As a minor but not negligible barrier, the United States applies quantitative restrictions on
imports of certain cotton-based products (see USITC 2005b, chapter 52, page 3).

7. In the Swiss tariff schedule, specific duties are common, and these need to be converted to
ad valorem equivalents for meaningful evaluation.

8. Before the advent of gravity and CGE models, it was common to estimate the impact of tar-
iffs by applying the estimated demand elasticity (a value, for example, between —1.0 and —3.0)
to the ad valorem tariff. If the tariff on an item was 2 percent, and the demand elasticity was
-3.0, eliminating the tariff would supposedly result in a trade volume increase of 6 percent.
The recent literature on free trade areas (e.g., DeRosa and Gilbert 2005) suggests that this
approach badly understates the effect of a free trade area in augmenting trade.
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Article 19 of the General Agreement on Tariffs and Trade (GATT) 1994.°
However, existing legislation permits safeguards consistent with the WTO,
and they could be invoked without new legislation.

At present, the United States has no safeguards on imports of manufac-
tured goods from Switzerland, and while US law has long permitted their
application, they are not frequently imposed. But one safeguard issue con-
cerns Switzerland: the US practice of excluding the North American Free
Trade Agreement (NAFTA) and other FTA partners from application of its
safeguard measures.!” Switzerland participated in a group of countries that,
in March 2002, challenged US safeguard measures on steel, arguing that,
among other defects, the United States “did not respect the requirement of
parallelism between the scope of the investigation of the injury arising from
imported products and the scope of the safeguard measures”!! (WTO 2003c).
The WTO Panel and Appellate Body found the US safeguard measures to be
inconsistent with the Agreement on Safeguards and GATT-1994, citing the
absence of parallelism among a long list of defects. The United States
revoked the steel safeguard in December 2003. Of course, if a Swiss-US FTA
is concluded, the Swiss concern over parallelism will be moot.

Antidumping and Countervailing Duties

According to its latest notification to the WTO (2005d), the United States does
not apply AD duties to any product originating in Switzerland'>—but if it
does so in the future, the Byrd Amendment could be a matter of concern.
Akin to a damage award, this amendment distributes a large portion of the
revenues collected from AD measures to firms in the affected US industry
that supported the AD petition. The Byrd Amendment was ruled illegal
by the WTO Appellate Body, but Congress remains strongly opposed to its
repeal.’3

In recent years, Switzerland has not applied AD measures against any
country.!* Moreover, Swiss exporting firms are infrequently involved as

9. Safeguards are also discussed in chapter 2 on agricultural barriers, where they have greater
relevance.

10. Under US practice, NAFTA and FTA partners are included only when they contribute in
a significant way to total imports, and to the injury suffered by the domestic industry.

11. In other words, the United States did not justify excluding Canada and Mexico from its
safeguard measures.

12. See WTO (2005d). Nor is the United States considering applying AD duties.

13. Many observers believe that the Byrd Amendment will remain on the US law books at least
until the WTO Doha Development Round is concluded and the package is ratified by Congress.

14. There is no current legislation in Swiss law on applying AD duties. The last reference in
Swiss legislation dates from the Tokyo Round of multilateral trade negotiations. For more infor-
mation, see WTO (1995a).
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targets of AD investigations: Since 1995, Swiss firms have faced just five, of
which only one ended in applying definitive duties, and none of these cases
involved the United States. This record is all the more remarkable given that
an important share of Swiss exports corresponds to sectors with a moder-
ate incidence of AD investigations, such as chemicals and machinery.®
There are no outstanding issues on the bilateral agenda with respect to
CVDs. Switzerland has not applied them in recent years,'® and though the
United States is the world’s most frequent user of CVDs, Switzerland
rarely subsidizes industrial production that would necessitate them.!”

Technical Barriers

Standards and technical regulations, conformity assessment, and mutual
recognition can constitute technical barriers to trade, particularly since
such regulations differ not only between Switzerland and the United
States, but within them. As these barriers can be complex, the United States
and Switzerland are each discussed in turn.

Standards and Technical Regulations

Voluntary standards are usually developed by private-sector associations
in a given industry, profession, or academic field (WTO 2004c). By contrast,
mandatory standards can be established at either the federal or state level
(WTO 2004c). While Congress retains the power to write product regula-
tions, “it usually delegates enabling legislation to regulatory agencies, gen-
erally pursuant to broad guidance as to the factors considered and policy
goals to be achieved” (WTO 2004c). An agency may also develop standards
and technical regulations on its own if Congress has previously conferred
broad authority to do so.

The United States is often criticized for ignoring international stan-
dards. Its domestic standards sometimes contradict them; other times, it

15. About 57 percent of US AD initiations between 1995 and 2004 corresponded to base met-
als and articles thereof (HS chapters 72 through 83), and Swiss exports to the United States
are small in these sectors, only 2 percent of total trade. US AD initiations on chemicals and
machinery and apparatus, over that same period, represented about 18 percent of total AD
measures.

16. Switzerland has no current legislation on the application of countervailing measures. The
last reference in Swiss legislation dates from the Tokyo Round of multilateral trade negoti-
ations. For more information, see WTO (1995b).

17. Moreover, between 1995 and 2004, 60 percent of US CVD investigations targeted base met-
als and articles thereof (HS chapters 72 through 83), not products that Switzerland exports in
large volume.
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purposefully does not adopt them. US standards on electrical and elec-
tronic products differ from international standards (European Commis-
sion 2004a). Likewise, US standards for nondestructive testing (NDT)
require that the personnel be certified twice, while the international stan-
dard is a single certification (European Commission 2004a). It annoys other
countries when US officials argue that US standards, such as those for pres-
sure containers, are “international” because they are widely used abroad.

In the pharmaceutical area, the European Union claims that FDA ap-
proval of new medicinal products takes much longer for new non-US
drugs than it does for new US drugs. The European Union attributes this
delay to the investigational new drug (IND) system, which allows “the
FDA advanced knowledge of medicinal products tested in clinical trials in
the United States” (European Commission 2004a). The European Union
also takes exception to the US “over the counter” (OTC) procedure, in which
active substances that have been approved for an array of medicinal prod-
ucts by the FDA are put on an approved list (European Commission 2004a).
The approved active substances can then be sold without a prescription.
However, this procedure is only available for active substances that have
a US market history. This limits market access for OTC products from the
European Union and Switzerland, despite their equivalent regulatory sys-
tem for pharmaceuticals.

For textiles and leather, custom formalities are costly. Textile, clothing,
and footwear imports require detailed and voluminous information that
sometimes entails disclosure of confidential processing methods, such as
type of finishing or dyeing.!® As a result, “liquidation” (i.e., final determi-
nation) of custom duties may take 210 days or longer. The European Com-
mission (2004a) argues that this practice constitutes an important barrier,
since apparel articles often have a short shelf life."

The American Society of Mechanical Engineers (ASME) sets basic stan-
dards for pressure equipment in the United States. In addition, however,
local jurisdictions may regulate that equipment, leading to a multiplicity
of standards from state to state. If foreign manufacturers want to use a par-
ticular material for the US market not listed in the ASME code, they have
to initiate a “code case” procedure, which is extremely costly and lengthy.
The ASME also requires an authorized authority to inspect each manufac-
turing firm; this authority must be an insurance company authorized to
write pressure equipment insurance in at least one US jurisdiction.

18. Moreover, imported textile fabrics have to be marked with generic names, and when con-
stituent fibers are more than 5 percent, their percentages by weight must be identified. Prod-
ucts with woolen fiber need to be clearly marked to comply with the Wool Products Labeling
Act of 1939 (European Commission 2004a).

19. If the importer is not in a position to redeliver the goods when US Customs requests, the
importer faces a large penalty, which usually amounts to 100 percent of the value of the good
(European Commission 2004a).
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Finally, the European Union contends that the very complexity of the
US regulatory system is itself an additional import barrier, not only for
pressure equipment, but for many other products as well. Products enter-
ing the United States are often subject to an array of standards and techni-
cal regulations regarding consumer and environmental protection. The
European Commission (2004a, 32) complains that “equipment for use in
the workplace is subject to US Department of Labor certification, [national]
electrical equipment standards, specific regulations imposed by munici-
palities, and other product safety requirements as determined by insurance
companies.” Swiss exporters have similar complaints.

For Switzerland, possibly because the Swiss market is small, or because
Swiss standards and technical regulations are closely aligned with inter-
national practice, few complaints are heard from trading partners. As in the
United States, Swiss federal departments and agencies develop standards
and technical regulations if Parliament grants authority. In 1996, the Fed-
eral Law on Technical Barriers to Trade entered into force. This law, which
applies to regulations at the federal level, states that technical legislation
has to be drafted in such a way that it does not create trade barriers. To this
end, product standards must be harmonized with Switzerland’s most
important trading partners.

Today, the legal competence for all technical regulations resides at the
federal level, not at the cantonal level as in former times. The WTO (2004b)
reports that Swiss efforts to harmonize technical requirements across can-
tons and with the European Union have been successful, particularly for
motor vehicles and telecommunications.

Conformity Assessment

To ensure that manufactures meet standards and technical regulations, the
United States often relies on third-party conformity assessment procedures
for industrial products, so that it often requires third party certification rather
than self-certification for telecommunications equipment, electrical equip-
ment, and domestic appliances (European Commission 2004a). By contrast,
the norm in other countries is usually self-assessment. Third-party assess-
ment can imply additional costs for foreign suppliers of industrial goods.

Switzerland’s Federal Law on Technical Barriers to Trade does not
require third-party assessment. According to the WTO (2004a), “the LETC
states that several conformity assessment procedures should be proposed
when a technical regulation is established, and that at least one procedure
should allow producers or suppliers self-assessment.”

Mutual Recognition

As a general rule, the United States does not follow the EU norm of mutual
recognition of product standards established by EU member states, nor has
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it embarked on a large-scale effort to harmonize its product standards with
international ones. However, on a case-by-case basis, the United States has
accredited foreign testing agencies. In December 1998, the European Union
and United States signed a mutual recognition agreement (MRA) dealing
more broadly with conformity assessment. The EU-US MRA aims to allow
manufacturers in both countries “to test and certify their products with a
domestic conformity assessment body (CAB) according to the requirements
of the other Party” (European Commission 2004a).

The US-EU MRA was initially targeted at manufacturers of computers
and medical devices but encompassed other sectors as well. The European
Commission (2004a, 26), however, considers that the United States “has not
made a sufficient commitment to implementing [the US-EU MRA], partic-
ularly in the areas of electrical safety and pharmaceutical good manufac-
turing practice.” These areas are of significant interest to Switzerland. The
European Union complains that, in 2003, it was obligated to suspend its
MRA with the United States regarding electrical safety because the US
Occupational Safety and Health Administration (OSHA) refused to grant
European authorities the right to designate European laboratories as accept-
able conformity assessment bodies (European Commission 2004a). Switzer-
land had the same experience when it tried to have OSHA recognize Swiss
conformity assessment bodies in 1998. Not only do Switzerland and the
United States have different accreditation requirements, but product mark-
ing requirements create another barrier, since smaller certification bodies
have difficulty promoting their own trademarks.

The Swiss-American Chamber of Commerce (2002) reports that the
United States initiated a proposal to negotiate a conformity assessment
MRA with three European Free Trade Association (EFTA) countries, Nor-
way, Iceland, and Liechtenstein. The contemplated agreement was sup-
posed to match the provisions of the US-EU MRA, but would be restricted
to telecommunications equipment, electromagnetic compatibility, and
recreational craft. In April 2002, the Swiss-American Chamber of Com-
merce (2002) submitted a letter to the USTR suggesting that Switzerland be
part of this agreement, arguing that it was “in the best interest of US busi-
ness to also facilitate access to the three proposed sectors in the Swiss mar-
ket.” Negotiations are under way, but apparently not at a brisk pace.

Unlike the United States, Switzerland has entered into MRAs dealing
with both product standards and conformity assessment.?’ Switzerland has
concluded MRAs with Canada (1999), the European Union (2002), and the
EFTA /European Economic Area (EEA) states (2002), and is negotiating
with Australia, New Zealand, and the United States.

The MRA between Switzerland and the European Union deals with
both product standards and conformity assessment, and covers 15 product

20. The following discussion is based on information in Switzerland Ministry of Economy
(2005).
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areas and assessment subjects.?! For product sectors in which EC and Swiss
legislation are equivalent, the agreement enables conformity assessment to
be carried out by a recognized Swiss body according to Swiss technical leg-
islation. For products without equivalent legislation (e.g., boilers and cer-
tain measuring instruments), conformity assessment procedures must be
based on EC technical regulations. However, a Swiss body that is recog-
nized by both parties may deliver an attestation of conformity (also based
on EC regulations). Finally, while the Swiss-EU MRA facilitates trade in
pharmaceuticals by providing mutual recognition of good manufacturing
practice (GMP) inspection and batch certification by manufacturers, each
party retains responsibility for authorizing the sale of pharmaceuticals in its
territory.

The MRA between Switzerland and Canada does not cover as many
products as the Swiss-EC MRA does. However, the Swiss-Canada MRA
allows conformity assessment to be achieved by a Swiss body recognized
by both parties.

Independent of future FT A negotiations, regulatory cooperation already
exists between Swiss and US health authorities in the field of GMP for pharm-
aceuticals (Swiss Federal Department of Foreign Affairs 2003). Swiss
authorities believe that this cooperation might eventually lead to mutual
recognition.

Tariff Phaseouts in US and Swiss FTAs

As mentioned in chapter 1, the Swiss-US FTA could set a new standard for
liberalization, but much depends on the phaseout regime. To hazard an
estimate as what such a regime might look like, it is instructive to look at
past FT As for both the United States and Switzerland—particularly the for-
mer, since its FTA experience with phaseout regimes on manufacturing is
considerably broader. To that end, selected US FT As are discussed indi-
vidually, followed by a shorter discussion of Swiss FTAs.

US-Singapore FTA

Tariffs on most products exchanged were already low before the agree-
ment. Despite the modest agenda on tariffs, and possibly due to the ease of
negotiations in this area, progress on other issues, such as rules of origin

21. Those subjects are machinery; personal protective equipment; toys; medical devices; gas
appliances and boilers; pressure vessels; telecommunications terminal equipment, equipment
and protective systems intended for use in potentially explosive atmospheres, electrical equip-
ment, and electromagnetic compatibility; measuring instruments and prepackaging; motor
vehicles; agricultural or forestry tractors; good laboratory practice (GLP) for chemicals and
pharmaceuticals; and good manufacturing practice (GMP) inspection and batch certification.
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and customs procedures, achieved results that the USTR characterizes as
“ground-breaking.”*

Under the US-Singapore FTA, Singapore committed to apply zero tar-
iffs for all manufactured imports upon entry into force. Since Singapore
already applied zero tariffs on almost all manufactured goods, the agree-
ment entailed eliminating tariffs on very few products, such as beer, stout,
samsoo, and medicated samsoo.

In negotiating market access for industrial products, the United States
secured the longest phaseouts (8 to 10 years) for products that enjoy the
highest most favored nation (MFN) tariff protection (above 8 percent).
Products with moderate MEN tariff protection (5 to 8 percent) typically
obtained shorter phaseouts (4 years), while products with low MFEN tariff
protection (below 5 percent) were granted, for the most part, immediate
access to the US market.

According to the US Trade Representative (USTR), the United States
committed to eliminate 92 percent of its tariffs on Singaporean manufac-
tured exports immediately, leaving only 8 percent of tariff lines for longer
phaseouts. However, chapter appendix table 4A.6 shows a larger percent-
age of phaseout tariffs affecting important product-categories, such as
organic chemicals, starches, and enzymes, clocks, optical, and medical
instruments, and certain vehicles. In fact, for the selection of products listed
in chapter appendix table 4A.6, only 77 percent of the tariff lines will qual-
ify for immediate duty-free access. Most of the remaining US tariffs will be
phased-out within 4 years (16 percent); but very sensitive US products
qualify for 8- to 10-year phaseouts (7 percent).

Unlike the US-Australia FTA, many textiles and apparel under the US-
Singapore FTA enjoy immediate duty-free entry into the US market if they
meet the agreement’s special rules of origin.?* The Web site of the Ministry
of Trade and Industry of Singapore, however, does not include textiles
among the sectors that stand to benefit from US tariff liberalization. The
“benefit” sectors identified by the ministry are electronics, information
technology equipment, chemicals and petrochemicals, instrumentation
equipment, processed foods, and minerals.?*

US-Australia FTA

Similar to US trade relations with Switzerland, manufactured exports
account for almost 95 percent of US merchandise exports to Australia. Before
the agreement, Australia applied higher tariffs to US manufactured products

22. The US-Singapore FTA is among the first US trade agreements with specific obligations
on the conduct of customs procedures. See USTR (2002a).

23. Rules of origin are discussed below.

24. For more information, see the section on the US-Singapore FTA in Singapore Ministry of
Trade and Industry (2003).
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than the United States did on similar products originating in Australia.” Bal-
ancing this situation was an important US objective. For its part, Australia
wanted to give its exporters equal footing with competitors that already ben-
efited from preferential access to the US market.

Australia will grant immediate duty-free access to more than 99 per-
cent of manufactured imports from the United States. Indeed, chapter
appendix table 4A.7 shows that, leaving textiles aside, Australia only man-
aged to apply phaseouts (6 years) on about 15 tariff lines that correspond
to secondhand passenger vehicles. According to the USTR, autos and auto
parts, chemicals and plastics, construction equipment, electrical equipment
and appliances, fabricated metal products, furniture and fixtures, medical
and scientific equipment, nonelectrical machinery, and paper and wood
products manufactured in the United States will benefit immediately.

Though the United States will grant immediate duty-free access to
97 percent of nonagricultural tariff lines, it insisted on phaseouts for a sub-
stantial number of sensitive products. Chapter appendix table 4A.7 shows
that US phaseouts will apply to tariff lines in ceramic products, glassware,
certain tools used in construction, optical and medical instruments, and
electrical machinery. Tariffs on most of these products will be phased-out
over 4 to 10 years. Tariffs on a few milk proteins and casein will be phased-
out over 18 years.

Despite these long phaseouts, the Australian Department of Foreign
Affairs and Trade (2005b) highlights that the automotive, metals, minerals,
seafood, paper, and chemical sectors, as well as sectors that use US inputs,
stand to benefit immediately. Australia expects benefits to its textiles, cloth-
ing, and footwear sectors over a longer time frame, since many tariffs will
be eliminated over 15 years (Australia Department of Foreign Affairs and
Trade, 2005). The agreement also establishes a Committee on Trade in
Goods to address market access concerns (mainly on the part of Australia),
particularly those relating to nontariff barriers (NTBs).

In all, the USITC expects that FTA concessions will result in gains for
the following US manufactured exports, listed in decreasing order of pro-
jected gain: coal, oil, and gas; processed food; textile, apparel, and leather
products; motor vehicles and parts; ferrous metals; and wood products.
Also listed in decreasing order of projected gain, Australian manufactured
exports projected to increase are: textiles; chemicals, rubber, and plastic;
and motor vehicles and parts (USITC 2004b).

US-Chile FTA

Trade in manufacturing plays a smaller role between the United States and
Chile than it does in US trade relations with more highly developed coun-

25. The difference was particularly noticeable for durable goods, which accounted for about
three-quarters of US exports to Australia.
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tries. Industrial products represented less than 60 percent of Chilean
exports to the United States, and many Chilean industrial exports are food
or forest-based products, though Chile’s chemical exports are rapidly
expanding. More than 85 percent of bilateral trade in consumer and
industrial products became duty free immediately upon entry into force,
and most of the remaining tariffs will be eliminated within four years.?
Tariffs on textile products were eliminated immediately on both sides.
However, Chile does not export large amounts of these products to the
United States.?”

Before the FTA, many Chilean industrial-based exports entered the
United States duty-free under the Generalized System of Preferences
(GSP). Hence, the FTA tariff cuts will have a comparatively small effect on
Chilean manufactured exports. However, the United States will apply
4- to 10-year phaseouts on certain tariff lines.® In addition, the United
States established two duty-free TRQs on Chilean exports of radial tires
and certain ceramic products, such as hotel or restaurant chinaware. Out-
of-quota tariffs will be phased out over 8 to 10 years. Textiles and footwear,
with a few exceptions for wool-based products and certain shoes, receive
immediate duty-free treatment.

Selected Swiss FTAs

Switzerland approaches negotiations differently than the United States
does. For one thing, to date, Switzerland has negotiated all of its bilateral
FTAs as a member of EFTA, excluding Switzerland’s agreements with the

26. US manufactured exports gaining immediate duty-free access to Chile include: agricul-
tural and construction equipment; autos and auto parts; computers and other information
technology products; medical equipment; and paper products. Chile retained 4- to 10-year
phaseouts on certain tariff lines in organic chemicals (HS 2905, 2915, 2917, and 2930), fertiliz-
ers (HS 3102), tanning colors (HS 3204, 3207-09, and 2314), cosmetics (HS 3303-05), enzymes
(HS 3501-06); miscellaneous products of the chemical industry (HS 38), plastics (HS 3901-02;
3905-09; 3519-20, and 3926), rubbers (HS 4005-08, 4010 and 4012), certain shoes (HS 6403),
stones used in construction (HS 68) including brick or ceramic, glassware (HS 7004-7018), cer-
tain machinery and mechanical appliances (HS 8419-26), and vehicles and parts thereof,
including HS 8702 and parts listed in other chapters. However, Chile applies an almost per-
fectly uniform MEN tariff of 6 percent, and for none of the phaseout products does the MEN
tariff exceed that level.

27. In 2002, Chilean textile exports were just over $10 million.

28. Egg albumin and indelible gelatin (HS 3502 and 3503), trunks and suitcases (HS 4202),
gloves (HS 4203), luggage (HS 4602), glazed ceramic tiles (HS 6907 and 6908), drinking glasses
(HS 7013), articles of metal such as knives, scissors, joint pliers, etc. (HS 8203-8208, HS 8214,
and 8215), bicycles and parts (HS 8714), watches (HS 9101-9114), and brooms and whisk-
brooms (HS 9602 and 9603). Only 62 percent of the tariff lines in chapter 91 of the US sched-
ule (watches) qualify for immediate duty-free treatment. Tariffs on the remaining tariff lines
will be phased-out over four years (23 percent) or eight years (15 percent).
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European Union. EFTA’s bilateral agreements require very few exceptions
in nonagricultural products,” and do not require long phaseouts on the
EFTA side for market access barriers.*® However, they do not seriously
cover agriculture, and so do not significantly reduce high agricultural pro-
tection in the EFTA countries.

As an illustration, the EFTA-Singapore FTA immediately abolishes
practically all customs duties on products listed in HS chapters 25 through
97 upon entry into force. A few exceptions are listed in Annex V (EFTA
2002a). For Switzerland, excluded products are casein and albumin (ex chap-
ter 35), and feeding stuffs for production animals in chapter 35 (dextrin, other
modified starches, and prepared glues) and chapter 38 (finishing agents,
fatty oils, alcohols, acid oils, prepared binders for foundry moulds, and
residual products of the chemical industry).

The EFTA-Chile FTA recognizes the asymmetry in development lev-
els between parties,® and Annex VI allows Chile to establish phaseouts on
certain manufactured products (EFTA 2003). The phaseouts for more than
three-fourths of the products listed there are indefinite, but this provision
could be renegotiated two years after the agreement entered into force.®
Chile will allow EFTA partners to propose changes to the phaseouts, to the
extent that Chile grants better access for the same products originating in
the European Union. For its part, Switzerland only excluded from imme-
diate duty-free treatment those same tariff lines that were reserved in the
EFTA-Singapore accord (Annex III).

Rules of Origin

Rules of origin determine which goods are eligible for preferential FTA
tariff rates, and defining these rules will be a crucial aspect of the nego-
tiation.* Many sectors in Switzerland rely heavily on foreign inputs to pro-

29. In most of these EFTA bilateral agreements, Switzerland has excluded only 13 nonagri-
cultural tariff lines.

30. Recognizing asymmetries, EFTA has allowed long phaseouts for developing countries.
From the standpoint of promoting growth, most developing countries would benefit from
faster rather than slower trade liberalization. However, the asymmetry argument is regularly
invoked for protectionist purposes, and advanced countries (such as EFTA members) often
accept it for political rather than economic reasons.

31. See the preceding note.

32. Affected products include organic chemicals, fertilizers, certain tanning products, cos-
metics, other chemicals, plastics and rubbers, raw fur skins, bricks and other ceramic prod-
ucts, certain glassware, a few articles of iron and base metals, some electrical and mechanical
appliances, and vehicles and parts thereof. This listing is very similar to the list of products
that received 4- to 8-year phaseouts in the US-Chile FTA.
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duce exported goods. Producer associations have commented that the
benefit of reduced and zero tariffs on manufactured goods will critically
depend on whether the FTA contains liberal rules of origin.

This is all the more important because, for the majority of traded
goods, FTA preferences will be meaningful only if the cost of complying
with the rules of origin is modest. Otherwise, firms will simply pay the
MEN tariff and avoid the hassle. We focus this section on rules of origin for
sectors where high MFN tariffs prevail, such as textiles and apparel, and
sectors where using imported inputs is an important part of industrial pro-
duction. Before turning to details, as revealed in past FTA negotiations, it
is worth calling out three general issues that are sure to arise in negotiat-
ing the rules of origin: cumulation, rules on remanufactures, and methods
of certification.

The cumulation issue centers on the designation of countries whose
products qualify for meeting the rules of origin set forth in the FTA. Will only
goods manufactured in the two partner countries qualify? Or will goods
manufactured in third-country FTA partners also be allowed? The answer is
critical in a world where components from several countries are assembled
to make many final products, from shoes and clothing to computers.

EFTA’s approach to the cumulation issue often agrees with the EU
model, under which rules of origin permit goods from a number of coun-
tries that are linked by trade agreements with identical rules of origin to
qualify; the result is called “diagonal cumulation.” Under one version of
diagonal cumulation, if both the United States and Switzerland had
FTAs with identical rules of origin as a given third country, that coun-
try’s products would qualify for meeting the rule of origin test in pref-
erential Swiss-US trade.® Some EFTA bilateral FT As follow the principle
of diagonal cumulation, though FTAs with non-Euro-Mediterranean
partners do not.

By contrast, as a normal practice, the United States has adopted a “bilat-
eral cumulation” approach in its FTAs, meaning that only products manu-
factured in the partner country, whether sold as final goods or as inputs,
qualify for the rules of origin. Following a “bilateral cumulation” rule,
inputs made in Chile, Singapore, or Australia—all countries with which the

33. The legitimate purpose of rules of origin is to avert “trade deflection”—the practice of
routing third-country imports into the FTA partner with the lowest MEN tariff, then export-
ing the same goods into the partner with the higher MEN tariff, taking advantage of the FTA
preferential tariff rate.

34. Under a strict interpretation, diagonal cumulation with third partners linked to both the
United States and Switzerland by bilateral FTAs (such as Chile, Singapore, or Mexico) would
not be possible, since the regimes of origin established by the FTAs differ. However, as we
suggest in our recommendations, a considerably less strict interpretation would have sub-
stantial benefits.
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United States has negotiated FT As—would not qualify if they were embed-
ded as components of a Swiss product shipped to the United States.

Remanufactures are industrial products assembled from “recovered
goods,” typically made from items listed in HS chapters 84, 85, and 87.
Parts resulting from disassembling a product do not constitute a “recov-
ered good” unless they are cleaned, inspected, and tested. In producing a
remanufactured good, the parts must be subjected to welding, flame spray-
ing, surface machining, knurling, plating, sleeving, or rewinding. The
United States contends that remanufactured products should qualify
under rules of origin regardless of their original source. The US auto indus-
try is particularly interested in this provision.

Switzerland has adopted procedures for certification of origin that are
significantly different from those of the United States. While US bilateral
FTAs establish declaration of origin by the importer, Switzerland requires
certification by the exporter.

Rules of Origin in US Bilateral FTAs

Many US bilateral FTAs require that preferred imports be wholly made in
the partner country, or that the “substantial transformation” of components
that originated elsewhere occur there. The underlying principles that define
“substantial transformation” are similar in the US-Chile, US-Australia, and
US-Singapore FTAs, as well as the Central American-Dominican Republic
Free Trade Agreement (CAFTA-DR).

Substantial transformation can be achieved when activity in the terri-
tory of the FTA exporter changes the tariff classification between inputs
from a third country and the exported product. Depending on the product,
that requirement could correspond to a change involving different HS
chapters at the 4-digit or 6-digit level. US bilateral FTAs include a de min-
imis exception to HS classification change tests when the product contains
10 percent or less of nonoriginating material.

An alternative requirement, which is sometimes combined with the
change-of-tariff-heading rule, is a minimum share of local value added in
the free on board (f.0.b.) value of the product. Typically, the minimum local
content is 35 percent using the “build-up” method, and 45 percent using
the “build-down” method.?*® Chemical products (HS 28 through 40) are
subject to specific rules defining substantial transformation based on the
place where specific chemical reactions occur.

35. The “build-down” method estimates the share of the local value added in the f.0.b. price
by subtracting overhead, transportation, and similar costs. The “build-up” method estimates
the share of local value added by combining the cost of originating materials used in making
the final product. The US-Australia FTA uses a variant, a net cost method, for certain auto-
motive products.
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The agreements allow cumulation of origin for inputs from in the terri-
tory of either party. Thus, Singaporean inputs can be counted as American
in US exports to Singapore, and vice versa.

The US-Singapore FTA makes an important effort to give the rules of
origin greater flexibility. It does this through its integrated sourcing initia-
tive (ISI), which applies to specific products designated in Annex 3B of the
agreement (USTR 2003a). ISI coverage extends to more than 250 US tariff
lines, representing almost 30 percent of US imports from Singapore in
2004.% For the most part, these are information technology products and
medical devices.”” The US-Singapore FTA allows new products to be added
to the ISI list by mutual agreement of the parties.

Regarding verification, the agreements require importers to declare the
origin of products, allowing importers to argue for preferential treatment
based on “the importer’s knowledge or on information in the importer’s
possession that the good qualifies as an originating good”(USTR 2003a).
The agreements stipulate that each party will grant any properly filed claim
for preferential treatment, unless a party possesses information that the
claim is invalid.

Many US bilateral FTAs include special textile and clothing rules of
origin, one of which is the “yarn-forward rule.” For fabrics to be conferred
origin, the yarns (cotton, wool, and most man-made fibers) must be pro-
duced in one of the parties to the agreement. The transformation (fabric-
making, cutting or knitting, sewing, and finishing activities) must also take
place in one of the parties. The yarn-forward rule is obviously designed to
ensure that the maximum amount of manufacturing activity takes place in
the territory of the FTA partners, and not in third countries. Some Aus-
tralian textile producers correctly complain that the yarn rule does not
allow them to reap the full benefits of the agreement, since they will not be
able to source yarn from cheaper Asian suppliers.*®

36. Based on 2004 data, more than 90 percent of US imports from Singapore of designated ISI
products take place in the following four-digit HS categories: 8470, 8471, 8473, 8479, 8517,
8525, 8534, 8541, 8542, 9021, 9027, and 9030.

37. The actual description for these HS categories are calculating and data processing
machines, magnetic or optical readers, telecommunication and sound and image transmitting
apparatus, semiconductor devices, electronic integrated circuits, orthopedic appliances,
instruments and apparatus for physical or chemical analysis, and instruments and apparatus
for measuring or checking electrical quantities.

38. The Australian Textile, Clothing, and Footwear (TCF) Union stated to the Senate Com-
mission on the Australia-US Free Trade Agreement (AUSFTA) that “whilst there was poten-
tial for considerable benefits to the Australian TCF industry from this agreement, the US
insistence on maintaining ‘yarn forward’ rules of origin has significantly reduced, if not elim-
inated, any potential up-side for industry and created a considerable down-side.” The TCF
representatives also pointed out that the regime of origin for textiles in AUSFTA is very dif-
ferent from the one of Australia-New Zealand Closer Economic Relations Trade Agreement
(ANZCERTA), which only requires 50 percent value added (Woolgar 2004).
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There are exceptions to the yarn rule. Under the US-Singapore FTA,
silk garments only need to undergo cutting, knitting, sewing, and finish-
ing in Singapore to qualify.®” A special provision in that same agreement
stipulates that if a particular type of yarn is designated as “short supply”
in the United States, Singaporean textiles based on yarn from third coun-
tries can claim origin if the yarn is transformed in Singapore.*’

Rules of Origin in Swiss Agreements

Switzerland applies different regimes of origin in various trade agree-
ments: the Swiss-EU FTA of 1972, the EFTA Convention, EFTA’s bilateral
FTAs, and nonreciprocal preferential schemes.

The rules of origin in the Swiss-EU FTA (SEFTA) and EFTA conven-
tions are very similar; in fact, the definitions of origin as they apply to
Switzerland is the same.*! They stipulate that wholly obtained or substan-
tially transformed products may qualify. The principles used are change
of tariff classification (generally a change of heading)** and a maximum
amount of third-party content (typically between 40 and 50 percent of the
ex-works price).# For sensitive products, more complex rules combine
both principles.

Both regimes facilitate the use of third-country inputs through a 10 per-
cent of value tolerance rule, and by allowing transformation in third coun-
tries as long as there is less than 10 percent value added.* Textile products
in HS chapters 50 through 63, however, are excluded from these exceptions.*

In both regimes, the proof of origin requires presenting a certificate or
submitting an invoice declaration describing the products “in sufficient
detail” (European Commission 2004b). The exporter, or his authorized
representative, is responsible for submitting information on the origin of
products.

39. Fora full treatment of textile rules of origin in US-Singapore, see Singapore Customs (2003).

40. Textile rules of origin also include a modified version of the de minimis provision. Products
that fail to meet the requisite HS classification change, but contain nonoriginating material of
not more than 7 percent of the total weight, can still qualify.

41. The definition of origin is also the same in EFTA bilateral FTAs with Bulgaria, Morocco,
Romania, Tunisia, and Turkey.

42. A tariff heading refers to an HS classification at the 4-digit level.
43. The ex-works price equals the f.0.b. price of a good as it leaves a factory for export.

44. The 10 percent general tolerance rule allows the use of nonoriginating products up to
10 percent of the ex-works price.

45. However, note 5 to Annex 1 introduces a different exception for third-country basic textile
materials, which, when used in the manufacture of certain textile products, represents 10 percent
or less of the total weight of all the basic textile materials used (European Commission 2004b).
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In 1992, the Swiss population rejected Swiss participation in the Euro-
pean Economic Area (EEA), which prevented the unification of several
rules of origin regimes that are applied concurrently in Switzerland (Nell
1994). However, according to the WTO (2004b, 55), “the only fundamental
difference between the EEA origin regime and the SEFTA is the full cumu-
lation which can be used within the EEA.”4

Instead of full cumulation, since 1997, Switzerland has enjoyed diago-
nal cumulation under the Pan-European Cumulation System, meaning
that Swiss firms can use inputs from all of the system’s members. All mem-
bers operate identical origin rules concerning the working or processing of
nonoriginating materials, and they all consent to cumulate inputs from
other members. All EU and EFTA members, plus Turkey—more than
30 countries—participate in this system, and many partners to EFTA bilat-
eral FTAs, such as Israel, Jordan, and Lebanon, are also adopting it.

Most EFTA bilateral FTAs define origin in a similar fashion. However,
differences among agreements remain, since EFTA bilateral FTAs with
countries such as Chile, Mexico, and Singapore have tried to include more
liberal rules of origin taking into account the trade flows between the par-
ties. These agreements have tried to include more liberal rules, particularly
in those sectors where “either party is faced with a lack of raw materials”
(EFTA 2002b).#

Recommendations for Manufactures Trade

The Swiss-US FTA should aim to eliminate tariffs on manufactured prod-
ucts to the maximum extent and reduce NTBs arising from technical stan-
dards, conformity assessment practices, and restrictive rules of origin. As
the gravity and CGE models reported in chapter 8 suggest, tariff elimina-
tion could expand bilateral trade by at least 20 percent ($3.4 billion) and
perhaps more than 100 percent ($17 billion). The US-Singapore and US-
Australia FT As illustrate what an FTA can achieve, but the Swiss agree-
ment should be more ambitious. In this context, we offer the following
recommendations:

®  Switzerland should grant immediate duty-free access to nearly all of
the products to which Australia gave immediate duty-free access to the

46. According to the European Commission (2004b), “full cumulation means that all opera-
tions carried out in the EEA are taken into account when assessing the final origin. It does not
require that the goods be originating in one of the EEA partner countries before being
exported for further working or processing in other EEA partners but it does require that all
the working or processing necessary to confer origin is carried out on the product.”

47. See, for example, the EFTA Secretariat’s description of the rules of origin regime in the
EFTA-Mexico FTA (EFTA 2002b).
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United States in 2004. Those sectors would include autos and auto
parts, chemicals and plastics, metal products, electrical equipment, and
medical and scientific equipment.

B The United States should immediately eliminate nearly all of its tariffs
on watches, chemicals and pharmaceuticals, and optical and medical
instruments. As in the US-Singapore FTA, the United States should also
immediately eliminate nearly all of its tariffs on Swiss textiles and
apparel.

B Phaseouts of 4 years should apply to no more than 3 percent of tariff
lines, and phaseouts of 5 to 10 years should apply to no more than
2 percent of tariff lines. In other words, US and Swiss tariffs on 95 per-
cent of manufactures tariff lines should be eliminated immediately. No
phaseout of manufactures tariffs should last longer than 10 years.

B In the context of the FT A negotiations, each party should accord mutual
recognition to approved conformity assessment bodies based in the
other country. The mutual recognition process should be open ended,
so that additional bodies can be recognized at a later date.

®  The parties should establish a working group on standards to do two
things. First, on a periodic basis, it should recommend products for
which US and Swiss technical standards should be harmonized, and
products where the mutual recognition principle should apply. It
should begin in areas in which Switzerland has already achieved har-
monization or mutual recognition with the European Union. Second,
the working group should identify products where manufacturer self-
assessment can replace—if the firm desires—third-party conformity
assessment by an independent body.

B Diagonal cumulation is clearly the preferable approach to rules of ori-
gin, because it reduces their protective impact and opens up a wider
array of sources for purchased inputs. However, since the United States
has no experience with this approach, it would be too ambitious in the
context of the Swiss-US FTA. Instead, the FT A should establish a work-
ing party to examine both US and Swiss FTA networks, with a mandate
to identify third countries with products that could qualify as inputs
under the bilateral rules of origin. The qualifying third countries need
not be limited to countries that are partners of both the United States
and Switzerland. Inputs from Canada and Mexico (NAFTA partners)
might qualify, along with inputs from selected EFTA partners.

B Swiss firms very often rely on purchased inputs beyond Swiss borders.
The same is true of US firms, but to a lesser extent. A forward-looking
Swiss-US FTA should accommodate, and indeed encourage, integra-
tion of the world economy, in which links of the value-added chain are
made in different countries. This goal can be accomplished by liberal
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interpretation of the “substantial transformation” principle. Allow
remanufactures, provide for low “build-down” and “build-up” thresh-
olds, and avoid stringent change-of-tariff-heading rules. The least bur-
densome certification method should be adopted.

B Additionally, for products with low or zero tariffs on an MFN basis, the
Swiss-US FTA should eliminate origin requirements so that firms can
benefit from simplified bookkeeping and customs procedures. The ISI
devised in the US-Singapore FTA is an excellent model.

In following these recommendations, both Switzerland and the United
States can augment the already robust trade in manufactures between
them. Of course, trade is not limited to goods; there is also considerable
trade in services, which is covered in the next chapter.
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Table 4A.3 Selected Swiss ad valorem tariff peaks, 20042

Highest

HS-2 Description tariff value
25 Salt, sulphur, earths and stone, plastering materials, lime

and cement 15.5
28 Inorganic chemicals, organic or inorganic compounds of

precious metals 16.2
32 Tanning or dyeing extracts and other coloring matter 16.0
33 Essential oils and resinoids, perfumery, cosmetic or toilet

preparations 243
35 Albuminoidal substances, modified starches, glues,

enzymesP 208.2
36 Explosives, pyrotechnic products, matches, pyrophoric

alloys 17.8
38 Miscellaneous chemical products 20.7
39 Plastics and articles thereof 15.1
40 Rubber and articles thereof 16.1
42 Articles of animal gut (other than silk worm gut) 16.5
44 Wood and articles of wood, wood charcoal 18.3
48 Paper and paperboard 23.9
66 Umbrellas, sun umbrellas, walking sticks, seat sticks, whips 10.0
67 Prepared feathers and down, articles made of feathers or

down 13.4
70 Glass and glassware 25.8
72 Iron and steel 13.2
73 Articles of iron or steel 20.2
76 Aluminum and articles thereof 10.1
81 Other base metals, cermets, articles thereof 30.7
83 Miscellaneous articles of base metal 15.1
84 Nuclear reactors, boilers, machinery, and mechanical

appliances 16.9
87 Vehicles other than railway or tramway rolling stock 10.5
926 Miscellaneous manufactured articles 11.2

a. Shipment data are not available, nor are numbers of 6-digit tariff lines. Peaks in textile
and clothing HS chapters are numerous but were excluded.
b. Products with HS codes 35011090 and 35021990 are the only two nontextile industrial
products in the Swiss schedule subject to tariffs higher than 50 percent. Only 6 tariff lines
in the entire Swiss schedule have rates above 50 percent.

Source: WTO (2004b).
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Table 4A.4 Selected US ad valorem tariff peaks, 20022

Simple
Ad valorem average®

HS-6 Tariff item lines (percent)
8704.21 G.v.w. not exceeding 5 tonnes 1 25.0
8704.23 G.v.w. exceeding 20 tonnes 1 25.0
8704.31 G.v.w. not exceeding 5 tonnes 1 25.0
8704.32 G.v.w. exceeding 5 tonnes 1 25.0
8704.90 Other 1 25.0
4202.19 Other 1 20.0
7013.10 Of glass-ceramics 2 16.5
7013.99 Other 10 154
8605.00 Railway or tramway passenger coaches,

not self-propelled; luggage vans,

post office coaches, and other special

purpose railway or tramway coaches,

not self-propelled, excluding those of

heading no. 86.04 1 14.8
8606.10 Tank wagons and the like 1 14.8
8606.20 Insulated or refrigerated vans and

wagons, other than those of subheading

no. 8606.10 1 14.8
8606.30 Self-discharging vans and wagons, other

than those of subheading no. 8606.10

or 8606.20 1 14.8
8606.91 Covered and closed 1 14.8
8606.92 Open, with nonremovable sides of a height

exceeding 60 cm 1 14.8
8606.99 Other 1 14.8
8704.22 G.v.w. exceeding 5 tonnes but not exceeding

20 tonnes 2 14.5
9603.10 Brooms and brushes, consisting of twigs or

other vegetable materials bound together,

with handles or none 5 14.4
9102.29 Other 1 14.0
7013.29 Other 7 13.9
7013.32 Of glass having a linear coefficient of expan-

sion not exceeding 5 x 10-6 per kelvin,

within a temperature range of 0 to 300°C 4 13.9
6905.10 Roofing tiles 1 13.5
4203.29 Other 8 133
6911.10 Tableware and kitchenware 12 133
7013.39 Other 6 13.0
9607.19 Other 1 13.0
8540.11 Color 7 12.9
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Table 4A.4 Selected US ad valorem tariff peaks, 2002 (continued)

Simple
Ad valorem average®

HS-6 Tariff item lines (percent)
4202.12 With outer surface of plastics or textile

materials 4 12.6
7013.91 Of lead crystal 4 12.6
7318.11 Coach screws 1 12.5
7318.12 Other wood screws 1 12.5
6907.10 Tiles, cubes, and similar articles, rectangular

or not, the largest surface area of which

is capable of being enclosed in a square,

the side of which is less than 7 cm 1 12.0
6907.90 Other 1 12.0
7013.31 Of lead crystal 4 11.6
6908.10 Tiles, cubes, and similar articles, rectangular

or not, the largest surface area of which

is capable of being enclosed in a square

the side of which is less than 7 cm 3 11.5
9607.20 Parts 1 11.5
9615.19 Other 1 11.0
4202.32 With outer surface of plastic sheeting or

textile materials 5 10.9
6908.90 Other 1 10.6
8108.90 Other 2 10.3
6702.90 Of other materials 3 10.2
7013.21 Of lead crystal 4 10.1
4202.22 With outer surface of plastic sheeting or

textile materials 7 10.0
4202.92 With outer surface of plastic sheeting or

textile materials 9 10.0
7111.00 Base metals, silver or gold, clad with

platinum, not further worked than

semimanufactured 1 10.0
7202.50 Ferro-silico-chromium 1 10.0
9113.20 Of base metal, whether or

not gold- or silver-plated 4 10.0
9607.11 Fitted with chain scoops of

base metal 1 10.0

G.v.w. = gross vehicle weight

a. Tariff peak is defined as tariff above 10 percent. Textiles, clothing, and footwear tariff lines are
excluded. About 326 6-digit level headings in HS chapters 50 through 64 of the US tariff schedule
(textiles, clothing, and footwear) are subject to average tariffs exceeding 10 percent. They were
excluded to save space.

b. Simple average of tariff lines subject to tariffs above 15 percent only.

Source: IDB, Hemispheric Trade and Tariff Database.
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Table 4A.6 Phaseouts for tariffs on manufactured goods, US-Singapore FTA?

United States Singapore

Product EDF 0 4 8tol10 EDF 0to10
Chemicals

Organic (Ch. 29) 254 160> 337¢ 2074 All 0

Pharmaceuticals (Ch. 30) 40 0 1 0 All 0

Fertilizers (Ch. 31) 25 0 0 0 All 0

Cosmetics (Ch. 33) 32 13 3 0 All 0

Starches, enzymes, et al. (Ch. 35) 5 12 4 1e All 0
Construction materials

Stone, cement, and ceramics

(Chs. 68-69) 53 28 20 14f All
Glass and glassware (Ch. 70) 39 47 44 289 All 0
Tools and articles of metal
(Chs. 82-83) 55 80 50 8h All 0

Consumer goods

Jewelry (Ch.71) 48 33 16 8 All 0

Clocks (Ch.91) 24 39 95 19k All 0
Electrical machinery

Boilers, machinery; parts (Ch. 84) 547 273 31 0 All 0

Electrical apparatus; parts (Ch. 85) 247 316 39 7' All 0
Optical and other instruments (Ch. 90)

Optical (HTS 9001-05) 4 24 3 2m All 0

Photographic (HTS 9006-10) 41 22 4 0 All 0

Medical and other (HTS 9011-30) 109 97 9 4n All 0
Plastics

Plastics (Ch. 39) 28 86 105 3° All 0

Rubbers (Ch. 40) 58 78 10 1° All 0
Textiles

Articles of apparel (Chs. 61-62) 114 557 0 0 All 0
Vehicles and transport goods

Aircraft (Ch. 88) 17 1 0 0 All 0

Automobiles (Ch. 87) 80 61 7 147 All 0

Railway and tramway (Ch. 86) 8 15 2 75 All 0
Total 1725 1942 780 323 All 0
As percentage 36 41 16 7

EDF = existing duty-free access

a. All tariff lines in the corresponding chapter were considered. Note that the number of lines in
each chapter varies across countries. Before the agreement, Singapore applied tariffs only on beer
(HTS 2203) and Samsu (2208.90).

(table continues next page)
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Table 4A.6 (continued)

b. Tariff lines enjoying protection lower than 5 percent are for the most part subject to immediate
phaseout.

c. Medium phaseouts correspond to tariff lines enjoying moderate tariff protection, ranging
between 5 and 8 percent.

d. Long phaseouts correspond to tariff lines enjoying high tariffs above 8 percent. These are fairly
evenly distributed throughout the chapter. At 4 digits, the most problematic ones appear to be
HTS: 2903-04, 2908, 2915-18, 2921-27, 2932-35, and 2942. The relation between existing tariff
protection and phaseouts applies to most manufacturing chapters, with the exception of textiles.
e. Stage C (8 years): Other egg albumin (HTS 3502.19.00).

f. Most of these long phaseouts occur in HTS 6907.10 and 90; 6908.10; 6911.10; and 6912.00.

g. Most of these long phaseouts are related to glassware products (HTS 7113), and in particular:
7113.10; 21-39; 91; and 99.

h. Most of these long phaseouts occur in HTS 8203; 8206; 8211; and 8215.

i. Stage C (8 years): Unworked or cut but not set precious stones (HTS 7103.10.40 and 7103.9950);
iridium (7110.49.00); ropes and chains of precious metal (HTS 7113.11.20, 7117.19.20, 7117.19.90,
7117.90.90); other articles of precious stones (7116.20.50).

j.Not used.

k. Most of these long phaseouts occurs in HTS 9101.29; 9102.29; 9106.90; 9108.90; and 9113.20.

I. Most of these long phaseouts occur is HTS: 8513.10; 8513.90; and 8540.11.

m. Stage C (8 years): Parts and accessories (HTS 9005.9040 and 9005.90.60).

n. Most of these long phaseouts occur in HTS: 9013.10 and 90; 9015.90 and 9017.90.

0. Most of these long phaseouts occur in HTS: 3907.40; 3912.90; and 3926.20.

p.HTS 4015.19.10.

g. This number differs substantially from the number of tariff-lines enjoying “existing duty-free”
treatment in the US Tariff Schedule for the US-Australia FTA. A number of tariff-lines, for example
6103.19.15, changed status in the interval between negotiations.

r. Most of these long phaseouts correspond to motor vehicles for the transport of goods (HTS
8704.21 through 90), and bicycles (HTS 8712 through 14).

s. All of these long phaseouts correspond to railway or traimway passenger coaches or freight cars
(HTS 8606 and 8607).

Notes: As a rule of thumb, there is a positive relation between existing MFN tariffs and phaseouts.
See notes b, ¢, and d. Distribution of tariff lines according to phaseout periods for selected products.

Source: USTR (2003a).
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Table 4A.7 Phaseouts for tariffs on manufactured goods, US-Australia FTA?

United States Australia

Product EDF 0 4to18 EDF O 4to10
Chemicals

Organic (Ch. 29) 264 723 10 310 51 1¢

Pharmaceuticals (Ch. 30) 40 1 0 26 0

Fertilizers (Ch. 31) 25 0 0 22 0 0

Cosmetics (Ch. 33) 32 15 1d 17 22 0

Starches, enzymes, et al. (Ch. 35) 5 12 5¢ 12 4 0
Consumer goods

Jewelry (Ch.71) 47 58 1f 34 1N 0

Clocks (Ch.91) 21 157 0 47 5 0

Construction materials
Stone, cement, and ceramics (Chs.68-69) 59 40 279 20 58 0

Glass and glassware (Ch. 70) 43 93 32h 36 30 6

Tools and articles of metal (Chs. 82-83) 52 115 19k 13 93 0
Electrical machinery

Boilers, machinery; parts (Ch. 84) 568 289 16" 268 335 0

Electrical apparatus; parts (Ch. 85) 278 322 12 165 184 0
Optical and other instruments (Ch. 90)

Optical (HTS 9001-05) 4 27 A 7 11 0

Photographic (HTS 9006-10) 39 20 4o 43 5 0

Medical and other (HTS 9011-30) 123 87 g8 108 19 0
Plastics

Plastics (Ch. 39) 28 194 0 12 132 0

Rubbers (Ch. 40) 59 88 24 8 85 0
Textiles

Articles of apparel (Chs. 61-62) 45 126 404" 33 0 238
Vehicles and transport goods

Aircraft (Ch. 88) 17 1 0 14 0 0

Automobiles (Ch. 87) 81 87 0 40 100 15t

EDF = existing duty-free access

a. Distribution of tariff lines according to phaseout periods for selected products. All tariff lines in
the corresponding chapter were considered. Note that the number of lines in each chapter varies
across countries. In the chapters considered, the US tariff schedule has more entries than the
Australian one does (4800 vs 2650).

b. US headnote, note 4: Tariffs on other chloride-based acid (HTS 2918.90.20) will be removed in
equal annual stages over 5 years.

c. Stage L (6 years): Other carboloxylic acids with alcohol function (HTAS 2918.90.00).

d. Stage B (4 years): Essential oil of peppermint—mentha piperita (HTS 3301.24.00).

(table continues next page)
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Table 4A.7 (continued)

e. Stage F (18 years): Milk protein concentrate (HTS 3501.10.10) and other cassein (HTS 3501.90.60).

Stage B (4 years): Inedible gelatin and animal glue valued under 88 cents/kg (HTS 3503.00.20);
dried egg albumin (HTS 3502.11.00); and casein glues (HTS 3501.90.20).

f. Stage C (8 years): Unworked precious stones, other than diamonds (HTS 7103.10.20).

g. Stage D (10 years): Porcelain or ceramic tableware, kitchenware, other household articles
(HTS 6911.10.10, 6912.00.20, and 6912.00.20).

Stage C (8 years): Roofing tiles (HTS 6905.10.00); tiles, cubes, and similar articles (HTS
6907.10.00 and 6907.90.00); and glazed ceramic paving, wall tiles, and
ceramic mosaic cubes (4 tariff lines in HTS 6908.10 through 6908.90).

Stage B (4 years): Ceramic sinks, washbasins, bidets (HTS 6910.90.00); porcelain tableware,
kitchenware, other household articles (11 tariff lines in HTS 6911.10.15
through 10.80); ceramic tableware, kitchenware, other household articles
(HTS 6912.00.35, 6912.00.46, and 6912.00.48); other ceramic statues, valued
over $2.50 each and produced by professional sculptors (HTS 6913.90.50);
and other ceramic articles (HTS 6914.10.80 and 6914.90.80).

h. Stage D (10 years): Glassware of a kind used for table, kitchen, toilet, office, indoor decoration,
or similar purposes (7 tariff lines in HTS 7013).

Stage C (8 years): Glassware of a kind used for table, kitchen, toilet, office, indoor decoration, or
similar purposes (11 tariff lines in HTS 7013).

Stage T1US (6 years): Glass fibers, including glass, wool, and articles thereof (14 tariff lines in
HTS 7019).

i. StageT1AU (6years): Glass fibers, including glass, wool, and articles thereof (6 tariff linesin HTS 7019).

j. Notused.

k. Stage B (4 years): Axes and chainsaw blades (HTS 8201.40.60 and 8202.40.30); slip joint pliers (HTS
8203.20.40 and 8203.20.60); hand-operated spanners and wrenches (all tar-
iff lines in HTS 8204); handtools, including glass cutters, nesoi (4 tariff lines in
HTS 8205); tools for drilling (HTS 8207.50.40 and 8207.90.30); certain padlocks
(HTS 8301.10.60); harness and saddlery (HTS 8302.49.20 and 8302.49.60);
other paper clips (HTS 8305.90.60); bells and the like (HTS 8306.10.00).

|. Stage B (4 years): Ball or roller bearings, and parts thereof (all 14 tariff lines in HTS 8482);
condensers for steam or other vapor power units (HTS 8404.20.00).

Stage C (8 years): Steam turbines for marine propulsion (HTS 8406.10.10).

m. Stage C (8 years): Color cathode-ray television picture tubes (HTS 8540.11.10, 8540.11.28,
8540.11.30, 8540.11.48, and 8540.11.50).

Stage B (4 years): Other parts of printed circuit assemblies of line telephone handsets
(HTS 8518.90.40); other reception apparatus for radiotelephony,
radiotelegraphy, or radio broadcasting (HTS 8527.90.95); color cathode-ray
television picture tubes (HTS 8540.11.24 and 8540.11.44); and cathode-ray
tubes and parts (HTS 8540.20.20, 8540.91.15, and 8540.91.50).

n. Stage B (4 years): Binoculars, monoculars, other optical telescopes, and parts (HTS 9005.80.60
and 90.40).

o. Stage B (4 years): Slide projectors (HTS 9008.10.00); photographic cameras valued at less than
$10 (HTS 9006.52.60, 9006.59.60, and 9006.40.60).

p. Stage C (8 years): Telescopic sights for fitting to arms with infrared light (HTS 9013.10.10) and
telescopic sights for rifles (HTS 9013.90.20).

Stage B (4 years): Taximeters (HTS 9029.10.40); drafting tables and machines, plotters, and
other instruments (HTS 9017.20.70 and 9017.80.00); hand magnifiers, mag-
nifying glasses, and door viewers (HTS 9013.80.20 and 9013.80.40); and
telescopic sights for fitting to arms (HTS 9013.10.40).

(table continues next page)
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Table 4A.7 Phaseouts for tariffs on manufactured goods, US-Australia FTA?
(continued)

g. Stage C (8 years): Conveyor or transmission belts or belting, of vulcanized rubber with textile
components in which vegetable fibers predominate by weight over any
other single textile fiber (HTS 4010.19.10); and other gloves, mittens, and
mitts of apparel and clothing and vulcanized rubber other than hard
rubber (HTS 4015.19.50).

r. Nearly 87 percent of these 404 tariff lines retain tariffs of 15.5 percent during the 10-year
transition period. The rest retain lower tariffs on 10 year phaseout, with
the exception of 8 tariff lines that qualify for a five-year phaseout. Cuts will
be backloaded.

s. Nearly 88 percent of these 238 tariff lines retain tariffs of 15.5 percent during the 10-year
transition period. The rest retain lower tariffs on 10 year phaseout. Cuts
will be backloaded.

t. StagelL (6 years): Used or secondhand passenger vehicles (HTS 8703.21 through 24; 31 through
33, and 90).

Sources: USTR (2004a).
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