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Deay M. Seervetary:

The Censral 4dcecounting 0ffice has wade g roview of the Foreign
Trade Zones program. We losked into the progremts contyibution to
U, €. export expansion effortes and sought “to Tdentify ways to
iteresse axporis through forelgn trade zenns,

We raviewed pctivitice at four asuthorizsd sonss--Honolulu, New
York, Hew Oricans, and Beattle. Ue met with sone oparetores, sons
users, local bupinosswsn, and Fedsral, Btate ond lozal effieisls.
alchough ve wers vst eble to conclusively demsugtrels that this
pYORTeat S&h aiwréxzumn€2y incvesre exports, ve beliove cur obsope
vationsy would ba vpaful dn your continuing effovis to fdentily now
weys Lo oxpaid exporis.
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At prezenuly opevetesd, fovelgs trads ronss cre sontribuling

minfmally in censnding VB, cuporte. Ve found that foveign trode

gonss ars belvr used primarily for accoomodativg flugort trode, ond

have bod only dimibed offeet in ptfunlating exporvée, t'eﬁcrt%f;gmsi.se and
transshimarnty, Thove arg buo besie roasonz for the lasck of omxpove
srientetion xiaQEQ Loglelotion conteine vestriciions wghdeh hempar
introdustivn ¢f wetontially vichlc smwrt industsics within aund ’
without tha senwg; sad secovd, thr awsort potential of cminting

and naw sonss bas not bess Sully eunledied,

Lezislotien propoged in Octobor 397Y (8, Z752) by the .
Subeonmitics on Z"‘@*"@igm Cozmeres ond Tourzes, Somnle Commitels on <2 303
(4 Commerce, £ pacsed, will womovs a major ifmpodicont fdontificd by
/ our review, The Forcipgn Treda Zowss Board may vich ¢o congider 52/735’
proposing furthsy relezation of the set to extoud gons priviloges
to £imms located cutelds the wxlsting sonod.

Ir coujunetion with the sbove, new v;mz‘nmc:wh unigraly difforent
Erom cuyivent wpww% wRg, wmunt bo tried i€ fopaine troda an gre to
gontribute significontly to euranding U.S, exgart
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These and othor mattars ave diccvssed in tho gsctions that follov.
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BAGKGROUNE,

Foraign Trads Zonns ere administered by the Forelgn Trede Zones
Board sud authovined by the Foroipn Trads Zonce det (19 U.8.C. 81),
anasted on June 18, 1554, g5 smewied., Tho objestive of the Parsipn
Trade Zones progeem is to promote forelpgn commerce and tramcshipoent,
Thas Sanate Gﬂ@mxraa Copmitten in {tu report on the bill to catablich
the foreign trede sonss deseribed the purpose of foraign trade zonos
as follows:
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1o encourage and envedite that part of & nation's
toveign trads which {ts government wishes to free
from rastrictions nscessitated by the cusztons dutias,
In other words, 1t aiws ¢o foster the ﬁcaii?g in
foreign geods that sro loported, not for demsstic
eonsuaption, but for conditioning, or fovr cusblning
with demsstie produsts previous Lo emork.w

As long as Che morehendiss remains in & wons or Lz tronsshipped ox
veamported to ensther countey, no custome duties ave epplicd. Dutiss
are collectod only 1§ the march vdice 15 relessed into the dowsstic

matkat,

The woverent of goode Lilustretes the fmport orfcuitntion of fovolen
trado cones.  Ae shoun In the teblo balow, oisr 80 paioont of &bl goods
recolved in the roencs eventuslly ond uvp in the doposeic ceancmy.
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Fren ﬁpg cuskoms feprifovy & 98,345,000 20,1
From forelpn countrics A SR B0 18,9
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To Hﬁa eustens Lerritosy $372,183,000 85.4
To foreign countrios “Q&ez:% L 188
8412,78%,000  100.0
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© The pringipal reysone that fleited zapoxts ave generstod throwgh
sona z.a&wz.t:im ayoics $6 velute to ogvercl ﬁ:t‘rzz:s‘f::mz‘izsg fackora,
inplodtng vhe {1} dnsositicn of cusboms dukics on muswfeekuring oguipe
ment 2 nu ;inim’s,« £33 goagrie z::‘«e 5 on whore the £o788 eon be E.@aamﬁﬁ
' ot on the part of oone aperators sud
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and (3} Zeeh appiensd of
the Boparls "“:ni‘. of Co.astes In gal ’fiﬂr potvntlal euport usurs.

Future syocess of this progves 18 depuadent on favorahlo legislation
& Fe

gonplesented by en neoresive preovan No uesuress ouad zi@;%'tza (5 AN P
mErteaer ing sebivities withisn cnd vithawt the adseing foreirn tyeds
gonss, Thise wugkters sre appoaded on beloy,
Basteieticn s Hi: sk Asiviidag

Ve Souvad dndications that 4f some of the cugvent reztrictions vorae
removed, thon edditdonsl fivms mipht be encourspsd fo wo *K'i-f:&ﬁi‘:f v goods
for erpovt thet cusid not othevwdius bo we ""‘&&Lﬁ‘zfﬁ withont ¢he
&dwmxmr*m offered by o sons. Por exsmplo, we fousd:
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go tho thoep Sosvebary Blaws in & lelter dated apwll 18, L1971 (L-L114068).
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materials conawend solaly in the sanufocture or production
of puch gooda, in the some mannsr snd subject to the seme
tinitations s forvelipn rorchandlen, nay be brought inte
gugt *%@ffe@ ey va;wmmz without bolng subjest to %hw SUE Boses
lzuz of the United States under gectlion 3 of this act.M

dnsiher cituation eindlar to the ghbove was veported by the mansger
of the Pueris Ricoe mons. A€ the Clme of our review, the sone wss
gonalc ving g pav; seasl by an Italisn firm to compiruet svd operate &
gefiniyi &:ﬁs@mu Thely prossaal wos for a $s§§) miflion plant investmsnt
capabto of reflindny .355} GO bertals o day end enploying $,000 peopls.
The ransgor was onsweere thab customs duties w&"?d ba fuposed on thy
plant, cgw igrwn’“ amdd G%;aziﬂg surplies; he believed that ‘i.iif‘p:t‘;iifti@ﬁ
of sustoms duties would have fatal consequenzss on this proposal.
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Another fmportsnt ernsidaration in srtending tha gone privileges
to thivse activities looriod outeide the prozent ‘Gﬂm is the linmitad
&4 &

phyeient canelty of cuicting monss to accornodate an influy of new
oparaticns.
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The ewport potontial of foradmn trade sonus w'“ indianted in
study watitled, “hsga Forelge Yrads Sonss fni HeGo E rL huvaikuﬁﬁng“
prepavesd by Che Buroge of Interantional Comperae QRKS} in dugest 1969,
The study gioup @a$¢3 dugd Chat the foweign ?zgﬁd aonae srprit sotivieias
had not b@@n cutenslve and that they wsve wrrblo to develop eny formsl
enalyaic thol vould provide a sound fowsessting basis fov p“tlﬁ:*xmg
forelgn g“ﬁu@ sone egrort potentisl. Navery haawaﬁa the geauz alro cone
eluded Chat the @E;mrt potantisl for the zopes had nol brow Pully
spploitad, oven in the kasvn prssence of @eﬁyaaiagva trods prooedures.
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Wa '-*@E; vith Comneres off ‘l cials (o legrs n £ dovelopoants subs ""“U@Gﬁt
to the L1960 ntutdy., Wa wore pdviscd th@“ (HH) rﬁhar sebion hed Laun
taken un the wbhﬁv resnsesndsbilons. Thoog @ﬂ*{ﬁf&gy beliove it the
potentigl fov instecsing ﬁ“@@&wg chvovgh fesaipn treds ponos meviis
furtbor study., Thay wers of the opinfes that Chis %&&Cmtiai wourld be
greatly cokansed 18 sertain restyietions wsre rastved; cepocielly the
requirezent that f£lwng losste n exleting foveign trads zosse.

EONCLUSIONE AND, BUCCREEIONS

Forodgn teade zones, a8 twow operated, de not provids the mzans
to significanily aﬁ&“&? e 0.5, vemorts., Althoush our siwdy did not
identily wany spueific wew uﬁﬁfﬁagﬁ% o evssrting vador foweinn teads
sones pesuistions, cup of mxzwz.,&i@ 3 tagethor with BICts etudy igdicate
that there is uneuploved poteamtial fov i%@fﬂﬁ” rg exseres thraugh
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and conpandes o avall themsaelves of a wore vespomsive foreign trade
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He would appreclete your eomments,

The Honoveble Petey G, Potevson
Becretary of Cawmerce Ty
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