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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

INTERNATIONAL DIVISION BMAY 2 6 1972

B-114898

Dear Mr. Secretary:

The General Accounting Office has made a review of the Foreign
Trade Zones program. W¥e looked into the program's contribution to
U, S. export expansion efforts and sought to 1dentify ways to
increase exports through foreign trade zones.

We reviewsd activities at four suthorized zones--Honolulu, New
York, New Orleans, and Sesttle, We met with zone operators, zone
users, local businessmen, and Federsgl, State and local officials.
Although we were not agble to conclugively demonstrate that this
progrem can significantly incresse exports, we believe our obser-
vations would be useful in your continuing efforts to identify new
ways to expand exports.

As presently cperated, foreign trade sones are contributing
minimelly in expanding U.8. exports. We found that foreign trade
zones are being used primarily for sccommodating import trade, and
have had only limited effect in stimulating exports, reexports, and
transshipments. There are two basic ressons for the leck of export
orientation: £irst, legislation contains restrictions which hamper
introduction of potentially viable export industries within and
without the gzones; and second, the export potential of existing
and new zones hes nrot been fully emploited.

Legislation proposed in October 1971 (8. 2754) by the
Subcommittee on Foreign Commerce and Tourism, Senste Committee on
Commerce, if passed, will remove g major impediwant identified by
our review, The Foreign Trade Zones Board may wish to consider
proposing further relazation of the act to extend gone privileges
to firms located outside the existing zones.

In conjunction with the abovs, new approaches, uniquely different
from current operations, must be tried if foreign trade szones are to
contribute significantly to expanding U.S. exports.

These and other matters are discussad in the ssctions that follow.
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complete information on proposed projects will assist agencies
responsible for monitoring zone activities to better carry out their
responsibilities. In this connection, sufficient guidance has not
been provided to zone operators by these agencies on the types of
activities appropriate for location in a trade zone nor of the
information needed to decide on applications,

In our discussions with Foreign Trade Zones Board officials,
relating to your request, they stated that regulations would be
amended to amplify information needed for timely decisions., Along
these lines:

—-—the information the Bureau of Customs needs to determine
product classification and applicable duty rate is shown
in enclosure I, and

~-—-gsome products with import restrictions administered by
various Government agencies are shown in enclosure II,
This data is also available to the public in a Bureau
of Customs publication,

The success of the McAllen zone depends on the operator's
ability to attract suitable tenants, In our May 1972 report to the
Secretary of Commerce on the Foreign Trade Zones Program, we found
that zones offer certain advantages for the export of U,S, goods,
technology, and labor and that these advantages are particularly
applicable to export-oriented products which use imported raw
materials beset by tariffs, quotas, or other import restrictions.
Several types of operations that would be suitable for expanding
exports from trade zones were identified., (See enclosure I1I.)

Information on the five cases we looked into are summarized
below,

Case 1

The Foreign Trade Zones Board recognized that E, I,
du Pont de Nemours & Company is presently manufacturing
hydrofluoric acid from Mexican fluorspar at a plant at
La Porte, Texas, without any relationship to the trade
zone, The Board believes that the establishment of a
subzone status for this plant would not significantly
benefit the public with increased employment, increased
exports, or reduced imports. The Board, however, has
delayed final decision until it receives confirmation
from the McAllen trade zone that the du Pont Company will
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transfer part of its hydrofluoric acid plant operation

from La Porte to Mexico. We were told that the presentation
of additional evidence showing anticipated public benefit
would enhance the chances for obtaining approval.,

Case 2

Industrial Textile Mills! proposal to manufacture
industrial towels has been withdrawn and is academic at this
stage. The proposal involved importing textiles in excess
of established textile quotas and voluntary restrictions of
textile exports to the United States, These import limi-
tations are designed to protect the U,S. textile industry.
Therefore, the proposed importation of textiles over these
quotas and the agreed limits would negate their basic purpose.

Case 3

The proposal to process, package, and freeze fresh
strawberries brought to the Trade Zone from Mexico was impeded
when the Bureau of Customs ruled that strawberries imported
without their stems are classified as prepared fruits and
subject to higher import tariffs, We found that the Trade Zone
manager's letter of March 7, 1973, asking for reexamination of
the classification was not forwarded to the Bureau of Customs
in Washington. Although regional Customs officials in Houston
were asked by their local Customs office to act on this requesrt,
they assumed that the appeal had been sent to Washington., 1In
response to our inquiry concerning this lack of communication,
a Customs official in Houston told us that he would attend to
this matter.

We were told that, to enhance Govermment responsiveness,
appeals in the future should be based on new information,
additional to that in the original proposal, such as the studies
mentioned in the March 1973 letter or testimony of experts in
the field of strawberry picking.

Case 4

A proposal to manufacture syrup for soft drinks from import
of sugar over quota was denied. An Agriculture Department
official informed us that this type syrup is considered as
liquid sugar because it generally has less than 6 percent non-
sugar solubles and must count against the sugar-quota in
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accordance with the Sugar Act of 1948, as amended, If
additional data could be presented to show that the soft
drink syrup contains more than 6 percent soluble nonsugar
solids, then an appeal for reclassification may be justified,

Case 5

The proposal for the final inspection of Korean-made
suits, within the trade zone, before shipping to individual
U.S. customers has been approved, Currently, it is the
only project in operation within the zone,

We did not evaluate the appropriateness of the above decisions as
we had little information other than that presented in the original
proposals. Appeals are permitted on these decisions, and such
resubmissions should be supported by adequate documentation to show
that the decisions reached resulted from a misclassification or
misunderstanding of the facts involved.

We hope the above data may be of assistance to you,

Sincerely yours,

Comptroller General
of the United States

Enclosures -~ 3



Enclosure 1

Information Needed by Bureau of Customs
to Determine the Classification and Rate

(1)

(2)
(3)

(&)

(5

of Duty on Specified Goods

A complete description of the goods.
Send samples, sketches, diagrams, or
other illustrative material when the
goods cannot adequately be described
in writing.

The method of manufacture or fgbrication,
Specifications and analyses.

Quantities and costs of the component
materials-~with percentages if possible,

Information as to the:

(a) Commercial designation of the
goods in the United States; and

(b) Chief use of the goods in the
United States.



Some Products with Import Restrictions

Administered by Various Government Agencies
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Product

0il and gas

Watches agnd watch movements
from insular possessions

Sugar and products con-
taining sugar

Certain dairy products

Cotton, textiles

Narcotics, marijuana,
dangerous drugs

Arms, ammunition, explosives
and implements of war

Office/Agency

Office of 0il and Gas
Department of Interior
Washington, D. C. 20240

Office of Import Programs
Bureau of Resources and
Trade Assistance
Department of Commerce
Washington, D. C, 20230

Sugar Quota Group

Policy and Program
Appraisal Division

Agricultural Stabilization
and Conservation Service

Department of Agriculture

Washington, D, C., 20250

Import Branch

Foreign Agricultural Service

Department of Agriculture
Washington, D. C. 20250

Interagency Textile
Administrative Committee

Department of Commerce

Washington, D, C. 20230

Bureau of Narcotics and
Dangerous Drugs

Department of Justice

Washington, D, C. 20530

Alcohol, Tobacco and Fire-
arms Division

Internal Revenue Service

Washington, D. C. 20224

Function/Authority

Licensing and Quotas

Licensing and Quotas

Quota

Licensing and Quotas

International

Agreement

Regulations

Licensing



Product

Gold and silver bullion,
coins, articles

Articles from Mainland China,
North Korea, North Viet
Nam, Cuba, and Rhodesia

Foods, beverages, drugs
cosmetics, dangerous
caustic and corrosive
substances

Fur, wool, textile fiber
products

Wild or game animals
or products therefrom

Cats, dogs, monkeys, and
other pets

Meat, meat food
products
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Office/Agency Function/Authority

Domestic Gold and Silver
Operations

Department of the Treasury

Washington, D, C, 20220

Gold Regulations

Foreign Assets
Control Regulations

Foreign Assets Control
Department of the Treasury
Washington, D. C, 20220

Federal Food Drugs
and Cosmetic Act

Food and Drug Administration

Department of Health,
Education and Welfare

Washington, D. C., 20204

Fur Products Labeling
Act

Flammable Fabrics Act

Textile Fiber Products
Identification Act

Wool Products Labeling
Act

Federal Trade Commission
Washington, D. C. 20580

Endangered Species Act
Migratory Bird Treaty
Act

Bureau of Sport Fisheries
and Wildlife

Department of Interior

Washington, D, C. 20240

Public Health Service

Department of Health, Education
and Welfare

Washington, D, C. 20201

Foreign Quarantine Program Foreign Quarantine

National Communicable Regulations
Disease Center

Atlanta, Georgia 30333

Animal Health Division Agricultural

Department of Agriculture Regulations

Federal Center Building
Hyattsville, Maryland 20782



Product

Fruits, vegetables

Plants, plant products

Radioisotopes, uranium,
thorium, plutonium,
nuclear reactors

Automobiles,
automotive equipment

Televisions

Insecticides, fungicides,
herbicides, rodenticides

Source: "Exporting to the United States,"

Office/Agency

Fruit and Vegetable Division
Consumer and Marketing Service
Department of Agriculture
Washington, D, C. 20250

Plant Quarantine Division
Plant Importation Branch

Department of Agriculture
209 River Street

Hoboken, New Jersey 07030

Atomic Energy Commission
Washington, D, C. 20545

Office of Standards Enforcement
National Highway Traffic

Safety Administration
Department of Transportation
Washington, D. C. 20590

Mobile Source Pollution
Control Program

Environmental Protection Agency

Willow Run Airport

Ypsilanti, Michigan 48197

Bureau of Radiological Health
Division of Electronic Products
12720 Twinbrook Parkway
Rockville, Maryland 20852

Pesticides Regulation Division
Environmental Protection Agency
Washington, D, C. 20460
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Function/Authority

7 U.S.C. 608 (e)
Part 1060, 7CFR
also Federal Seed Act
of 1939

7 U.S.C. 608 (e)
Part 1060, 7CFR

Atomic Energy
Commission Regulations

National Traffic &
Motor Vehicle Safety
Act

Pollution Control

Radiation Control
for Health and Safety
Act for 1968

Insecticide, Fungicide
and Rodenticide Act
of 1947

A Bureau of Customs publication,
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Foreign Trade Zones are administered by the Foreign Trade Zones
Board and authorized by the Foreign Trade Zones Act (19 U.5.C. 81),
enacted on June 18, 1934, as amended. The objective of the Foreign
Trade Zones program is to promote foreign commerce and transshipment.
The Senate Commerce Committee in its report on the bill to establish

the foreign trade zonss described the purpose of foreign trade zones
as follows:

"To encourage and empedite that part of a nation's
foreign trade which its govermment wishes to free
from restrictions necassitated by the customs duties.
in other words, it aims to foster the dealing in
forsign goods that are imported, not for domestie
consumption, but for conditioning, or for combining
with domastie products previous to export.”

As long as the merchandise remains in a zone or is transshipped or
veexported to another country, no customs duties are spplied. Duties
are collected only if the merchandise is released into the domestic
market.

The movement of goods i1llustrates the import orlentation of foreign
trade zones. A4es shown in the tgble below, over 80 percent of all goods
recoived in tha gonss eventually end up in the domestie economy,

Racaived Dolliaxs Pexcapt
From U.3., customs territory $ 95 2&5,000 20.1
From foveign countries Y 00 289
Total 400.0
To U.S. cnstoms territory $372,u1 000  80.4
To foresign countries . 49,8
400,90

Although export expansion thiough the Foreign Trade Zones program
has besn disappointing under current legislstion and organization, the
concept underlying the program may still reprasent opportunities to
expand exports.

o
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The principal reusoms that limited exports are generated through
zone activities appesr to relate to seversl constraining factors,
including the (1) imposition of customs duties on manufacturing equipe
ment and supplies, (2) restrictions on wheve the zones caen be locatad,
and (3) lack of prumotional effort on the part of zone operators and
the Department of Commerce in sesking potential sxuport users.

Puture success of this progres is dependent on favoreble legislation
complamented by an aggressive program to ensourage and develop asport
manufecturing activities wdthin end withsut the existing foreign trade

nded on below.

gones. Thess matters are ax

Ve fousd indicetions that if some of the curveast restrictions ware
removed, then edditional Ffiwms might be encouraged to manufacturs goods
for emport thet could not otherwise be manufactured without the
advantsgas offerad by & sone. For sxsuple, we found:

The State of Hawali wented to esteblish a special purpose subzone
to process sugay ¢ansg weste (bagasse) iato pulp for exporc. State
officials said that erestion of & customs-free subszone in Hawgii could
result in about 229% jobs end annual ewports of sbout $1,000 tons of
pulp produet valued at sbout $13 miliion anmuplly. These officlals
emphasized thet the econumie feasibility of the projest is dependent
on waiver of import duties and tazes on fovaign wmaehbinery, waterial,
and fuel to be uwsed in the proposed subszone. Ue reported this matter
to the then Secretary Btans in a letter daved April 15, 1971 (B-11489%8).

¥We are advised that the Poreign Trede Zones Boaxd Ceneral Counsel
1s of the opinion that duty fres status doss not apply to capital
squipmant.

This situstion was recognized by the Subcommities on Foreign

Commerce and Tourism, Sonate Comsittes on Commerce, which submitted
a bill (8. 2754) to amend the Forelgn Trade Zonse Aet so that:

“The Ssecretary of the Trasasury, through the Bureau of
Customs, 1s authoriged to epprove the duty-free entry of
{1} machinszy end materials o bs used solsly in the
manufacture or production of goods in a zone or subzona,
1f such goods are not subceguently entered into the
customs territory of the United States, and (2) fusl and

o
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materigls consumed solely in the manufacture or production
of such goods, in the same manner and subject to the same
limitations as forveign merchamlise, may be brought into
such sene or subsone without being subjeet to the customs
iaws of the United States under section 3 of this act.”

Another situation similer to the above was reported by the manager
of the Puerto Riso mons. At the tims of our veview, the sone was
considering & proposal by en Italisn firm to construct and operate a
refinery thera. Their propesal wes for & $300 million plant investment
capable of refinimg 330,000 barrels a day and employing 3,000 people.
The mensger wes unswsre that customs duties would be imposed on the
plant, eouipment, and operating suppllies; he believed that imposition
of customs duties would have fstal conssquences on this proposal.

The Foreign Trede Zones At vequires that gones ba located in or
adjacent to a customs port of entry. This location regquiremsnt has
limited the sceessibility of fizams to some opportunities and facilities
end partieularly effects signifiecant menufgcturing sfforts. Fims at
coreidareble distenee from the gemes would normally not be interested.
The need to estsblish new plants and facilities imstead of utiliging
exizting plents and facilitiss is & comsideration that undoubtedly
makes a gritical diffevence in whather or mot & fivm elects o operate
under the bensfite accorded by monss. It scemp ressenabls to conclude
that many £irms might be induced ¢o consider new export processes if
they ware not reguived te velogasts.

Congerning the guastion of whether extension of zone privileges to
exiating mamufacturing faeilities might advervsely affeect present U, 8,
suppliers, both C o and U, 8. Tariff Commicsion officials indicated
that this would 5ot bs & problem sinee applications arve se¢resnad by the
Foreign Treds Zones Besvrd. Their veview would sssure that these
activities would not disrupt preseni demestic eonsumption patterns,

Regerding tha feasibility of controlling the bensefits from extending

trad@ zons privileges %o f£izms outside the confings of present wones,
Comuerea offiecial felt that smperience with an onegoing procedurs

1ﬁdica%a@ thic would not be a preblem. Por emzample, under the "drasback"
procedure, duty iz paid vhen foreign materials are imported but the duty
thareon is xebated whem the finishad produets ars later exported,
Bxtending the benefits of trads zone privileges to manufscturers outside
the gonss would liksly benefit wmany more small and wedium sized firms
which £ind it impractiesl to velocate in customs port aress. Wa noted
that the eost of earvrying the duty payment over en extended psriod betwaen
uge of the materials and subsaquent reexzport sf the finighed product was
an important consideration in esteblishing foreign trade zones.

o dpm
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Another important consideration in extending the gone privileges
to those activities located outside the present gores is the limited
physical capacity of existing zones to accommodate an influx of new
operations.

The export potentisl of foreizn trade mones was indicated in a
study entitled, "U.5, Foreign Trads Zones and U.5. Export Developuent,”
prepared by the Buresu of International Commsrce (BIC), in August 1969,
The study group concluded that the foreign trede zones export activities
had not been extensive and that they wers unsble to develop any formal
analysis that would provide a scund forecasting basie for estimating
foreign trade sone export potential. Neverthelsss, the group also con-
cluded that the export potential for the szones had not been fully
exploited, even im the known presence of competitive trade procedures.
They mainteined that the zones offer certain advantages for the sxport
of U.8. goods, technology, and labor, and that thess advantsges aie
particularly applicable to emport-oriented products whieh utilige
imported raw materials beset by tariffs, quotas, or sther import
restrictions.

The study group, despite the limited time availeble for tha study,
was able to identify a few spacific instances that represant potential
for export activity in the gonee. For example:

~~Consuners of wire mill and bress mill preducts could
utilize the zone concept tu reduge production costs for
such export items as air conditionezs and eleecirical

squipnent,

~=The United States fishing tackle industry could inerease
exports through a grester use of gones for incorporating
foreign and domestic components inte fishing tackle for

export.

~=Uge could be made of an area such as Puazto Rico for zone
purposes to obtain low labor costs, as well as saving on
transportation costs,

The group thought that given edditional time, further areas of export
promotion through foreign trade gones could be identified. 1In addition,
1f certain of the recommsndations mads in the study ware adopted it was
falt that these changes wmight open furthsr evenues of ewploration which
might result in increases in Unitad States' exports through ths use of

foraign trade zones.
BEST DOCUMENT AVAILABLE
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We met with Commerce officials to learn of developments subsequent
to the 1969 study. We wers advised that no further action had been
taken on the study recommendations. These officials bealieve that the
potential for increasing exporte through foreign trsde mones merits
further study. Thay wers of the opinion that this potential would be
greatly enhanced if certain restrictions wers removed, espeeially the
requirenent that fixms locate in existing foreign trade zones.

Yoreign trade mones, as now operated, do not provide the msans
to significantly increase U.S. exports. Although our study did not
identify many specific new approaches to amporting under foreign trade
zonss regulationa, our ohssrvations together with BIC®s study indieate
that there is umexplored potential for increasing exports through
20N6S .

The sxport potentizl of gsones will be greatly enhamced if the
legislation proposed by the Senate Subcommittes on Forelgn Commerce
and Tourism ig passed, Regarding the zestriction that firme locate
in or adjecent te a customs port of entry, the Board may wish to
consult with the Subcommittes staff to expand the interpretation of
a "subgzone" (contained in Title X of 8. 2Z754) to include inlawml
facilities. Also, if other new and innovative approaches ware con-
sidered, such as aggressively searching for new export processing
firme and zone locations; gnd reactivating export sctivities that
ware not fully developad; these actions would likely uncover a musber
of latent opportunities.

In view of our dowmward tremiing trade balancs, wa believe thare
is a need for resvaluating foreign trade zones operations with a view
to identifying new ways to increasa their export oriemtetion. Ths
study previously conducted by ths Buregu of Inteérnational Commerce
could be used as a starting point. An ewpanded study should seek to
identify industries and companies that can benefit fyom (1) exemption
from iwpert dutiss on foresign machinery, materisls, and fuel to be
used in manufacturing products for emport, and (2) euemption from
inport duties on meérchandise to be transshipped or reewported. Such
a study should not be limited to operations within exigting zomes in
customs ports of entry.

1f warranted by the study results, the Departuent of Commerce
should initiate a promotional program to encourage selected industries

=6~ BEST DOCUMENT AVAILABLE
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and companies to avail themselves of a more responsive foreign trade
gones progranm,

We would appreciste your couments.
Sincerely yours,

Clal. ™. WH amdy,

Oye V. Stovall
Diractor

Tha Honorabla Peter G, Peterson
Secretary of Coomerce
Chairman, Foreign Trade Zonas Board
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