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Dear Hy, Stenst A

The CGeneral Aceounding Offise (GA0) recantly undertook o review
of PorelgmTrade Jones ssidvitles sdrinlstered Yy the PorelgneTrade
Zonse Boad. Durlogz the pourse of thie ooudy, which Js s34l in
progress, we canme upon a situstion vhich ve bring fo yw:r* athantion
a8 Chalmusn of the Forelpn Trade Zomes Doaxd, Thas situsilon in P2 “g
quesstlon iovolver Imposltion of gupboms duly on lrporded merchandlise
-used in sone nwwfactRRIE OEFRLLONS, GRder the Jurledietisn 5% the

yabary of Treamuyy, o nembse of youwr Soaxd,

The Stats of Hawvail wants to ssteblish a spesial purpoge subsone
to process suger eane waske (begasse) into pulp for amport 4o Japan,
Bagasse 1s in grest sbundense In Hewall and of litile weius S0 the
local esomomy. Vieposal Yy ococemn &ming or Wrening har become a
sepdcus probles bacsuss of pollution aomplidarsilor Suate officlals
gulemdd that ovemtion of a 6iFloms~Tree submonn r-m,.r‘* rogull in gnmo
225 jJobe end emmual azpam@im 0£ abou’, 91,000 tang of zulp preduct
valued at sbout $13 million snnuelly. These offfislnle ecmhasize,
howeper, thatl the esononie fmihﬁ.liﬁy of the wrolect is dependent
on waiver of iuport duties and texes on Jorsipn ewig:.za pachinavy,
materiel, and fuel Yo be used in the »roposed sudbsone.

Buresu of Custonme officicls have shtated that duties and boxes
ara appliseble o all Poreign mashinery, material, and fusl o be
conmmed in the proposed subzone. Thus, LY novw gppears that the
projest sy bhe ebandoned with resultant loas of econore 2nd holance
of paymsnts benofits to the Unlted Staies,

The Burezu of Customs position is based on a precedent establ’shod
in 1953 and conslastemtly applied aince thet 4ime. The general prineivle
involved is that ell Zoraign mershandise Lz subjesd 40 duly walaas spoe
cifieslly exenpied. The Buremu po.m‘&s out $hat “ha I*ormm—“?ma Zones
Ao, as emended (17 U.3.0. 8la=Blu}, is zilemt with respect %o ihe siabus
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of msrehandlse uoed in mamufacturing opsrations, and, had the Congress
intended that much merchandise be adnitted duty Lrese, the slatuio would

> have so provided. The Dureau slso noded thal Senste Report ¥o. 1107,

Septanber 26, 1942, of the Samate Gommitiee on Finsnce {covering the S4/¢°
amendmant in 1950 that parmdited manufseturing in sones) szob Sorth thet
the smendment would not authorizs ecnsumphlion of imporited merchandise

in a gane, bud would autborize ilte exportation or dasivwetion without

the poynent of the liouidnted dutiss mnd dotermined “axen thereon.

It iz our understonding thet the Povelppn~Trade Zones fot wos
enscted to provide a Bemms by which tmsinsss firme, wnencumbored by
custans regulations, might compete v winld parikets vhile maindaining
thelr bmse of produstioa on U5 #odl; he objicstive of this corcaession
being 0 reap the benefits of Amardesn valuwe added In the finsl »roduct,
Tho Sonate Comarce Coamdites in Lts wepord oo the BAL to estakiler (7
sones oocmmended, that 1% was not the policy of the fGovernmen %o charge
duty on goods not destined for domeniis uze. The effen’ of the Dursavts
rling iAo the Hevalian ppojest, bovever, imposes duty charges on pooda

Legtined entirely for éxport end not intendad for deuesiic conmampiion,

The favorpable U.S. balence of trade vhish has histordenlly providec
the surplus thad stabiliees the U.3. belance of payments posiiion, has
dropped aharply sud the Tnlted States hse recogmized tho nmed 4o nove
aggrenaively o improve ils export posliion. Cur rewlov of “he Forelgoe
Trade Zomes was with a view o lncressing the effen¥Wweness of Ualied
States effopts to axpand amporis.

Based on our work in this arem %o date, we belleve thers nsy be
potential for uiillizing foweign trafis zones as g mesnp of inoreasing
cvr ebllity Yo smpand exporis, Dissuselons wiith some overablors
indients that the axercias of judgment b the Sonré o <he waiver of
duty on & sage-Ly-case bapls was deaplrabie and eould 1ikely pawe tho
vay %0 a vide range of industriql sctiviiles vhieh hernlofore have not
been sufficiently atiractive for potaniisl mmoufectirerz. ¥hile “he
GAC hae not fully vallidated the bemalita %o be derived Svom any
ropositions fepr duty-fres entry of forelpn wmerchandise, we think thore
is meril to resvaluaiing this quesilon. it the save iine, ve ars
nindful that duly-fres entry of forelisrn merehandise for use Ln the
ganes would resuit in loss of rovenues.

The GAQ dows uot propose that the Dureau reseind ite estanlished
rule of imposing duty on Lorelgn scusse revchasdige hwourht in%o
forelpgn trade zones and used in the menefacturing process, The 040
dees, houever, subzdt thai considarable banefite nipht scerue %0 the
United 3tates 1f the Burean wore io adoot 2 uoliey for ellorin« walver
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of custom dutlies on a selevtive basis. Wes bhelieve that Forelgm.lrade
Zone officlala ghould be given the iask of recommending a desirelle
sourge of action. 1, in the Judgment of these officleles, a wolver of
duty Ls essentldal for the suseesalul operation of a venbture In the
trede sone, then tholy submlssion, properly deewmented, for welwer of
duty showld be considered Yy the Buwresu. The lav Ls wordel in sueh a
nanner that, we belleve, & strong case tny de nede for walving ihe
suty on fereipm emnipuent, mejerial end supnlles %o be used In forelen
trade zone munlasturing prosseses, Thls inleypretatien L5 erpeclally
approprigye in %o instondt cage vhere the ootenticl Loes of seomonin
beneflio seeminrly maftwndrhe the loss of rovewe Ty valver of ouniceo
duty, Informaition svellsile fo uwe indiealern st the vropoged o m
facturing Snelll’y In the forelgn trade zone will be abaniooand Hoermime
of the wnfororaills ~“ling on duties rendered % Curtons.

In seomomic *erns, thiz means the leoass of 225 lohw ¥ pawsoncl
incoma of abowd Po..0 millian a year, “he volin casdrrnod o dhe wpveos
which wouls hewe besn sonverted inde o rarzatolis nwoduet welus” o
812 2d1llon anneally, @nd socessorisl hencflite asem™iing Jeor s Asne

mnant of a meafacturing orocens, A Jwmder adwverge olfce: Tl T
of dispoging of 2 troublescne wasie nao=isl,

Ihe Mternsidves

The CA0 bellioves that the Bupemu of Custons hag the suthority 4o
decide on the dutdsillity of mershandime “wourh’ Inlo Zorelgn trade
zones, We think 4hai Congrems intended thal Tundome overcea M-
oparatlons of feovelrr dtrade gonos o assure 4.0 -~ Zalr apeasgue™ o
mede on foreipn origin goods thab are desiined Teor sonmmowion Lm Woe
conestlie econamy,. In furtherance of this rescanelBW iy, hovowsr,
zubdit thel expori-oriented oparations with soventdsl. fon wwersll.
soomemie and balance of peyments benefiin, nred o e snnouresor
rather then discourapel. In line with other nxport ewmporsion yoorrse
rresently alvoecaled by Camnercs; 1t ceems tha’t -roposnls nimed ricwr/lpr
at the expors marked should retedve special considerzilon.

I% sgpears that the Ferelgn-Trade Zones Doard hss the suthorlsy
o establish rules end regulations for cperations of somes, inelwdisr
the protestdon of revenus, subject %o the spprowal of the Secrciary
of the Treasury. Acsopdingly, GAD believea the sssssspent of duiins
on thoss Ltens of foredgn origin used in the mpmulnoturs of o rvotuch
to be conmumed domestically i mprroprisile wit thal on adwipimiooslve
dotermination on a cege-ty=case mals woulld be neore sooroenricie oo
Wwse Liemg of forelgn ordgian ussd in the mamufacture of 2 Lrodne’
destined Tor expordt, In this mamer, GAC bollievss resornitlon could
be given o conpresaicnal desirez to Increase exporis and, a2t far
same time, enswre thal appropriste duitles sre collactet on uaycHandlen
congumed doestlcally.
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The remaining aliernstive is to continue to asseas dutles withoub
regard %o whether op not the marcfactured product is exported. Whis
Zdternative, however, would comtimin t0 be 2 doberremt %o wndertaiing
soe othamglse acononleally viable pyojecte which niskd contrdiwie o
mmors expanalon afforte.

Sugrestion

Tho QA0 smuggonte that the Boayrd explors this guestion with the
Departmsnt of Tressuvy wish a view 4o reovalunting the nrevedent 35
sstablizhed on %he duilaife natwre of forsipn nerchondise weed in the
partnoiars of produsta in 5 forelgn Yrade zone. Yo muppest Shat UUe
guagiion Ye vieved Zrom the sitandipoint of potenilal poin in scomorie
banelits %o the Unlted 3ftates sz corpored with thes notertls’ 2asme of
custome duly in cech case,

o would spreeclizte your coxnents,

The Eopeveble Mauwrice H, Stans
Chadyman, Forelyn Trade Zones Board p 1449

9 Dapertnout of Commerme )i/





