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Executive Director for the GSP Program

Chairman, GSP Subcommittee of the Trade Policy Staff Committee
Office of the U.S. Trade Representative

USTE Annex, Room F-220

1724 F Street, NW

Washington, DC 20508

DELIVERY BY EMAIL: FRO0O52@USTR.EOP. GOV

RE: GSP Review — Retention of Benefits for Bottle-Grade PET Resin Imports
(HTS 3907.60.00.10) from India, Indonesia and Thailand

Dear Chairman Sandler:

The American Beverage Association (ABA) respectfully submits the following
comments in response to the August 7, 2006 Federal Register (71 Fed Reg. 152) notice
regarding the eligibility of certain countries under the Generalized System of Preferences (GSP).
The GSP program should not be limited, suspended or withdrawn for India, Indonesia and
Thailand. If GSP benefits for these countries are limited, the program should continue to apply
to bottle-grade polyethylene terephthalate (PET) resin (HTS 3907.60.00.10). Bottle-grade PET
resins are converted into plastic products that are employed in a wide-range of end uses. PET
packaging is used for such consumer goods as carbonated soft drinks, water, juices, peanut
butter, salad dressing, dairy products, alcoholic beverages, toiletries and cosmetics.

A. Removing GSP Eligibility for PET Resin from India, Indonesia and Thailand Would Not
Result in a Redistribution of Benefits to Lesser-Developed Countries.

As indicated in Ambassador Schwab’s August 8 statement, the purpose of this review is to
make certain that the administration of the GSP program is consistent with the goal “for more
countries to benefit from the program and use trade in support of their economic
development.” In particular, the review is looking at whether the operation of the program
should be changed “so that benefits are not focused on trade from a few countries and that
developing countries that traditionally have not been major traders under the program receive
benefits.”

The ABA supports the overall goal of encouraging trade from lesser-developed beneficiary
countries that have not participated to a large extent in the GSP program. This being said, we
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question whether the removal of benefits from the major beneficiary countries, particularly
for a product such as bottle-grade PET resin, will result in the transfer of benefits to other
beneficiaries. This expectation does not correlate with the reality of trade flows for some
products, including PET resin.

For example, in the case of PET resin, it is unrealistic to expect that GSP eligible countries
not on USTR s August 7" review list would replace India, Indonesia and Thailand as
suppliers to the U.S. market. First of all, of the top 30 countries that exported PET resin to
the United States in 20035, all of the GSP suppliers were on USTR’s list of major
beneficiaries. Not one least-developed beneficiary country, as defined by USTR, has
exported PET resin to the United States in the past five years, and there is no economic
support to indicate that this would change if GSP benefits for India, Indonesia and Thailand
were removed. The reason for this goes beyond preferential tariff levels. Least-developed
countries (LDCs) simply do not have the capacity to supply the U.S. market even if they
received a tariff advantage over the current GSP suppliers. These countries do not have the
infrastructure to support PET resin production and therefore are not viable alternatives to
U.S. PET resin consumers. Removing GSP eligibility for current suppliers will not help
other “lesser” developed countries to access the U.S. PET resin market.

A priority consideration for any company sourcing materials from developing countries is
predictability in supply. The predictability in obtaining PET resin from India, Indonesia and
Thailand at a competitive price would be severely compromised by a re-imposition of the
U.S. 6.5% MFN import duty. In addition, the precedent set by removing GSP eligibility for
countries that have attained some level of success in exporting to the United States raises the
question about whether alternative GSP suppliers, were they to exist, would not in turn be
removed from the GSP program if they began to trade with the United States, The
uncertainty that would result from removing India, Indonesia and Thailand from the GSP
program would influence future sourcing decisions, especially when cost margins between
suppliers are tied to preferential tariff levels. In other words, if GSP benefits cannot be relied
upon, developing country products may be less appealing to U.S. importers.

Therefore, if anything, removing GSP eligibility for India, Indonesia and Thailand would
discourage companies from sourcing products from developing countries, which is certainly
not a goal of the current review.

B. Developing Countries Would Not Be Competitive with Non-GSP Suppliers If Tariff
Preferences are Removed on PET Resin.

Bottle-grade PET resin imports from India, Indonesia, and Thailand would not be
competitive with imports from other major exporters, such as Mexico and advanced Asian
economies, if these countries are removed from the program and a 6.5% U.S. duty is
imposed. Recent growth in U.S. imports has come from Mexico and other Asian economies
such as South Korea, China and Taiwan. Mexico’s 5% share of the U.S. import market in
2002 grew to 33% in 2005. Non-GSP Asian exports of bottle-grade PET resin have grown
from less than $14 million in 2002 to over $185 million in 2005.
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In fact, as Mexican exports to the United States have grown, GSP exporters have lost ground.
In 2002, the top three GSP exporters of this product accounted for nearly 32% of all U.S,
imports, shipping 116,561 metric tons (MT). By 2005, however, India, Indonesia and
Thailand only accounted for 18% of all U.S. imports of PET resin, shipping 89,758 MT.

PET resin from the top three GSP exporters does not account for a major share of U.S.
imports. India, Indonesia and Thailand each provide less than 8% of total U.S. imports of
bottle-grade PET resin.
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Aside from Mexico, other major PET resin exporters to the United States are more advanced
economies in Asia that have previously been “graduated” from the GSP program. South
Korea, Taiwan and Malaysia are all in position to gain U.S. market share if tariffs on major
GSP suppliers are raised. In fact, South Korea and Malaysia are in a position to afttain
equivalent duty-free market access if they successfully conclude bilateral free trade
agreement (FTA) negotiations with the United States. If that occurs, then eight of the top ten
suppliers of PET resin will have preferential access to the United States market. Only China
and Taiwan would face the 6.5% U.S. MFN tariff — that is. unless India, Indonesia and
Thailand were removed from the GSP program.

C. Developmenial Indicators Argue Against the Removal of India, Indonesia, and Thailand
Sfrom the GSP Program.

The level of economic development of India, Indonesia and Thailand cannot be used to
justify their removal from the GSP program. By nearly all measures, these countries are
much less economically developed than other GSP beneficiaries that are not listed in USTR's
review. To be equitable, many other GSP beneficiaries would have to be removed from the
program before India, Indonesia and Thailand.

In its ranking of the development of countries, the World Bank classifies India as a “low
income” country, the lowest developmental category. Indonesia and Thailand are grouped
among “lower-middle-income™ countries, the next-to-lowest developmental category. 21
other GSP beneficiaries, including 13 countries not on USTR s review list, are found in the
higher developmental category of “upper-middle-income countries.” These 21 countries are
arguably less in need of GSP benefits than India, Indonesia and Thailand. If World Bank
indicators on Gross National Income (GNI) per capita are considered, Thailand ranks 109™,
Indonesia 139", and India 159", 31 other GSP beneficiaries have higher GNI/capita levels
than Thailand, and 67 have higher levels than India.

World Bank GNI per capita Global Rankings
2005 data "
- Atlas Methodology
Ranking Economy (USD)

58 Trinidad and Tobago 10,440
81 Gabon 5010
87 Panama 4 630

B Equatorial Guinea 3,466-10,725
109 Thailand 2,750
110 | Algeria 2,730
113 Peru 2610
116 | Jordan 2,500
118 Guatemala 2,400
123 Colombia 2,290
136 Angola | 1,350
139 Indonesia | 1,280
142 | Egypt 1,250
152 Nicaragua 810
159 India 720
* Estimated by the World Bank to be upper-middle income






In fact, the only reason that India, Indonesia and Thailand have been included among
countries for which USTR is considering limiting GSP benefits is because these countries
account for more than .25% of the world’s goods exports. This is a very misleading statistic,
however, that is given undue attention in this review. These countries reach such export
thresholds only because they are so large in terms of population. If one factors in population
size to comparisons of export levels, then these countries are actually behind some other GSP
countries in terms of export propensity. For example, Oman (not on USTR’s review list)
exports approximately $4,290 per person annually. This far outstrips per capita export levels
reached by Thailand ($1,550), Indonesia ($340) and India ($75). If looked at in this manner,
the three major GSP beneficiaries for PET resin lag well behind many other GSP
beneficiaries in terms of export performance. To take away GSP benefits would only set
these larger-population countries farther back in terms of reaching per capita development
thresholds.

D. The U.S. Economy Would Suffer From the Limitation of GSP Benefits on PET Resin.

Following a petition from domestic producers, the PET Users Coalition in March 2004
outlined reasons why bottle-grade PET resin should not be removed from the GSP program.
The Coalition’s statement applies equally today as it did in 2004,

“Many segments of the U.5. economy are involved in the trade of bottle-
grade PET resins. From shipping companies, to logistics firms and
warehousers, to converters of PET resins into pre-forms and bottles, and
to the increasing number of food and consumer-product companies that
use PET bottles and packaging, the U1.S. economy benefits from duty-
free GSP imports. The withdrawal of GSP benefits for bottle-grade PET
resins would restrict competition in the U.S. market, harming all but a
few interests while reducing the effectiveness of the GSP program.”’

The cost of PET resins for U.S. users would increase with higher tariffs and less competition,
adding millions of dollars in extra costs for U.S. converters of PET resins and consumer
product manufacturers. One estimate is that a plant involved in the production of bottles
made from PET resin typically employs about 2.5 times as many workers as a plant involved
in the production of resins. Thus, an increase in cost for PET resins would serve to harm
more workers in downstream industries than it would benefit those in the industry producing
PET resins.

With over $121 million of bottle-grade PET resin imports from GSP countries in 2005, a
6.5% tariff would have cost U.S. importers nearly $8.0 million. The cost of raising the tariff
on imports from developing countries, however, should also take into account the effect of
increased tariffs on PET resins supplied by North American producers. In a more protected
marketplace, it is likely that these companies based in Mexico, Canada and the United States
would seek to increase their margins at the expense of U.S. customers. Although it is
difficult to predict the additional costs for U.S. industries resulting directly from the removal
of the PET resin from the GSP program, estimates suggest a 6 to 7 cents per pound price

' Case No. 2003-03: Prehearing Brief of the PET Users Coalition, March 14, 2004, p. 2.





increase. With U.S. consumption of PET resin predicted at 6.7 billion pounds in 2007, a 6¢/1b
price increase could amount to over $400 million in additional costs to U.S. consumers.”

The U.S. demand for PET resin is the highest in the world. U.S. consumption of PET bottles
and packaging has grown over the past decade as more industries turn to PET, a highly
recyclable material. For example, PET is the fastest growing package in the beverage
industry, driven most recently by explosive growth in the bottled water sector. From 1990 to
2002, PET containers sold grew 490%, with gallons of PET growing 210%. PET gained
market share from other materials in terms of total containers (11% to 36%) and in terms of
total gallons (21% to 41%). Competitively-priced imports will be needed to meet the
increasing demand. As such, the removal of major GSP exporters of PET resin from the
program would serve to harm U.S. industrial consumers of bottle-grade PET resin.

E. Loss of Trade-Enforcement Leverage Would Result from Limitations of GSP Eligibility.

Apart from the specific consequences that would result to PET resin consuming industries
from the removal of India, Indonesia and Thailand as GSP beneficiaries, the limitation or
suspension of GSP benefits for a country is a powerful tool for other U.S. private sector and
U.S. trade officials in seeking changes to the practices of a beneficiary country.

The GSP record has repeatedly shown that “country practice™ petitions have afforded USTR
needed leverage to encourage beneficiaries to reduce significant barriers to trade in goods,
services and investment and to provide adequate and effective means for foreign nationals to
secure, exercise and enforce intellectual property rights. This leverage has resulted in
increased market access for U.S. exports and improvements in policies of importance to the
U.S. Government. If GSP eligibility for India, Indonesia or Thailand is limited, suspended,
or withdrawn, then these countries will not be responsive to country practice petitions
accepted by the U.S. Government. In other words, these countries would no longer risk the
removal of significant GSP benefits if they fail to make policy changes. Thus, a significant
tool in U.S. trade-enforcement leverage would be lost.

F. The United States Would be a Global Owutlier in Limiting GSP Benefits and Potentially
Vielate WTO Rules.

If the United States were to limit, suspend or withdraw GSP benefits from some of the major
users of the program, such as India, Indonesia and Thailand, it would be acting against
precedent set by other countries that provide tariff preference programs. The United Nations
Conference on Trade and Development (UNCTAD) reports that of the preference-giving
countries it surveyed, nearly all provided benefits to India, Indonesia, and Thailand.? Only
Australia and Estonia did not provide benefits to these countries, limiting their programs to
least developed countries. Canada, the European Union, Japan, New Zealand, and
Switzerland all granted GSP preferences to these countries.

! DeWitt & Co. Inc. Petrochemical Consulting, http:/www.dewittworld.com
* United Nations Conference on Trade and Development, Generalized System of Preferences — List of Beneficiaries,

UNCTAD/ITCD/TSB/Misc.62/Rev.1, 2005,






Were the United States to withdraw a significant amount of benefits from the 13 countries on
the review list, then the result would essentially be a two-tiered system, whereby certain
countries would qualify for full benefits and a second group of countries a limited number of
benefits. The European Union recently lost a WTO dispute settlement case brought against
its GSP program, in which it attempted to provide enhanced benefits to certain Latin
American countries. As noted in the WTO decision, “preference-granting countries are
required, by virtue of the term ‘non-discriminatory’, to ensure that identical treatment is
available to all similarly-situated GSP beneficiaries.” If the United States does limit GSP
benefits for India, Indonesia and Thailand, it will have to remove GSP eligibility for a large
number of countries that are similarly situated to these countries, or else it could run the risk
of violating basic WTO principles.

The ABA appreciates the consideration of these views in the Trade Policy Staff

Committee’s review of the eligibility of certain GSP beneficiaries.

Sincerely,

[iblin

Kate A, Williams
Assistant General Counsel
American Beverage Association





