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As the twentieth century draws to a cl ose, our |aws and
institutions alike are challenged to enter the new m || enni um
with resilience and without mssing a beat. The hectic pace of
the world econony offers little tinme for pause or idle
specul ation as to what the future holds in store.

Especially sensitive to the turbul ent economc tenpo of our
times are our trade | aws, one of which is the Foreign-Trade
Zones(FTZ)Act. As the legislative backbone of the FTZ program
this 63-year old statute has adapted quite well to the shocks
t hat have beset the gl obal marketpl ace over the past quarter-
century. Aglinpse into its past is helpful to understandi ng how
the |l aw achieved its present state of fitness, as well as
instructive in terns of the future effort that wll be needed to
keep it in tune with the tines.

A LAW NOT TOO LATELY KNOWN

Enacted in 1934 -- after a long spell as a legislative
proposal -- the FTZ Act (19 U S. C. 18) added to our Custons
system a new alternative procedure borrowed fromthe historic
free port paradigmto help businesses in the Custons phase of
their operations. Initially, though, the new | aw received only
limted attention. As of 1970, fewer than ten communities had
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applied for and received FTZ authority.

The | aw s prospects changed for the better, however, in the
hi ghl y-charged econonmc climate of the 1970's. As international
trade with a nore conplex trade m x escal ated, demand grew for
the type of special Custons procedures it nmade avail able, as well
as for reasonable access to them By the md-1980's, the nunber
of approved zone projects had multiplied tenfold.

Thus, in its fourth decade the FTZ Act at last found itself
beginning to fulfill its purpose -- a late bloom ng nurtured by
the energi zing forces reshaping the world econony. Paradoxically,
it was the age-old free port concept enbodied in the | aw that
hel ped project the law s central purpose. That is, once the
adaptability of the concept was recogni zed.

FREE PORTS AND THEI R FREE ZONE PROGENY

The role of free ports in pronoting world trade is
| egendary. The historic cities that began using this strategy
were m ndful of the negative econom c consequences of excessive
tax inpositions on trade, and the inportance of a cost effective
busi ness environnent. Today, one can find this guiding principle
still at work as part of the special provisions of Custons
systens and econom c devel opnent prograns throughout the world.

Modern editions of the free port range fromthe export
processi ng zones of devel opi ng econonies to various types
of free zones and flexible entry procedures in nost other trading
countries. The defining characteristic they have in comobn stens
fromspecial Custons treatnent that permts duty-free exports and
deferred duty/excise tax paynents, often in conbination with
ot her kinds of investnent incentives.

As the U. S. variant, the foreign-trade zone was crafted in a
| egi slative format that has proved to be particularly resilient.
The speci al procedures sketched out by Congress all ow busi nesses
to defer formal Custons entry on foreign itens, subject to their
being reported to Custons and remai ning within designated FTZ
sites. Exports energe free of tariffs and certain excise taxes,
and goods sold in the donestic nmarket are subject to entry
inpositions at that tinme. Activity under FTZ procedures can range
from warehousing to nmanufacturing, with entries in the latter
case made either on the conponents or the finished product.

Though this procedural franmework was inspired by the
historic free port archetype, the U S. version of the free zone
was viewed not as a restatenent of the classic form but rather
as a variation of it -- a sort of new world opus.
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AUTHORI ZI NG ZONES VS. REGULATI NG ZONE ACTI VI TY

For one thing, Congress provided a greater opportunity for
wi der local conmunity participation than does the historic norm
Every U S. Custons port of entry area -- there are over 300 --
becane eligible to apply for an FTZ license. It also prescribed
an approval standard for general - purpose(nulti-user)zones that is
rather liberal. Applicants are "entitled" to a grant of authority
upon presenting workable plans in applications that al so show

their ability to carry out their projects in a public service
context. Upon satisfaction of these basic requirenents, the FTZ
Board i s expected to pass the baton.

On the other hand, the authorization of activity in zones
was subjected to a stricter standard. The Board was del egat ed
broad discretionary authority that included responsibility for
adopting rules for review ng and regul ati ng manufacturing to
ensure that activity conducted under FTZ procedures would be in
the public interest. Custons | aw enforcenent was assigned to the
Treasury Departnent and the Custons Service. As proposals
I nvol vi ng manufacturing increased, the public interest assessnent
of this activity becane the Board's nain task.

TRADE HORI ZON SPREADS | NLAND

Wth geo-econom c shockwaves reaching the heartland and
gl obal commer ce expandi ng beyond coastal areas, the vista for
foreign-trade zones w dened during the 1970's. Inland trade
centers began taking on port characteristics as noderni zed
i nternodal transportation systens eased the flow of foreign
trade. The latent FTZ | aw soon gained the attention of | ocal
public officials in these comunities and becane a commobn
conponent of their economc efforts.

These devel opnents gradually broadened the field of
operations for FTZ activity to such a degree that during the
| 980" s the nunber of FTZ projects at inland port areas increased
to over 50 percent of the total.

ZONENESS REDESI GNED AND REDEFI NED

Wth the programin ascent, it canme tine to review practices
adopted during its less active early years. It becane apparent,
for exanple, that the configuration of the early zones was in
need of reexam nation. Despite the intent that the U S free
zone
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nodel shoul d be customi zed to suit the U S. econony, the design
t hat was hol ding sway enul ated too closely the old free port
format. Influenced by the free zones that were then operating
within the fornmer free port cities of Europe, the typical |ayout
of an early U S. zone consisted of an isolated enclave, skirted
with a high chain-link fence.

A practice also had evolved that restricted the use of
approved zone space to FTZ activity. Because zone sponsors were
rel uctant under these circunstances to commt facilities before
t hey had users under contract, the size of individual zone sites
tended to be m nim zed, handi capping marketing efforts. Tine-
consum ng applications were required for every new prospect
needi ng a significant anount of space.

Al of this neant that the few early U S. zones had to nmake
do in a constrained setting with burdensone operating costs.
Recogni zing that this was a hindrance to the FTZ program s
potential, the Board took a closer | ook at the Act and found the
latitude it needed to contenporize the FTZ program

Soon nore expansive zone plans were accepted so that
comrunities could tailor their projects to address | ocal business
needs. Formwas now to take nore notice of function, unfettered
by outnoded historic strictures. At the sane tinme, the control
el ement inherent to FTZ operations was not to be ignored.

CUSTOMS CONTROL CONSI DERATI ONS

Staying within acceptable paraneters that did not conprom se
Cust oms security concerns presented no large problem In fact,
the Custons Service was devel opi ng new approaches to Custons | aw
enforcenent that seenmed perfectly suited for FTZ use.

After consultations with Custons, the FTZ Board issued a
general order in 1975 asking that agency to use its nost current
and efficient systens in supervising zones. Wth new technol ogy
now making it possible to segregate and account for shipnents
el ectronically, the enclave and chain-link fence nodel was no
| onger a valid security standard.

These changes permtted the integration of zone sites into
| arger facilities with related but broader purposes, such as
i ndustrial parks. Individual projects could now include a
greater
nunber of sites, and each site nore space. Eventually, port
agencies were able to request zone status for nost of the
potentially usable space within their port conpl exes.
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ACTI VATI ON PROCEDURES

As a corollary to greater openness in design, new practices
made it possible for an FTZ project to have approved zone space
avai | abl e on a standby basis. Unless and until "activated"” under
separate Custons procedures, zone space could now be used for
nonzone activity. Activity not conducted under FTZ procedures
sinply remai ned subject to normal Custons rul es.

The FTZ Board al so adopted abridged adm nistrative
procedures so that grantees could nore readily revise and update
their zone | ayout plans. The main function left for the Board in
the activation process was the review of proposed nmanufacturing.

Wth the new format and procedures, business access to
zones
greatly inproved, making it possible for the FTZ programto
becone a nore effective conponent of state/local econonic
devel opnent prograns. FTZ status could now be conbined with
econom ¢ prograns such as enterprise zones to highlight their
i nternational potential. As nore | ocal public agencies becane
zone sponsors, they becane direct participants in the approval
process because of the prelimnary | ocal public interest
assessnent they conducted before submtting applications.

SUBZONES AS PRI VATE ADJUNCTS

Another initiative that hel ped invigorate the FTZ statute
was the introduction of the "subzone" as an offshoot of the basic
gener al - pur pose zone format. Introduced by the FTZ Board in 1952
as an interpretative anendnent to its regulations, this
litigation-tested extension of the law s core concept all ows
privatel y-owned manufacturing plants to operate as adjuncts to
gener al - pur pose sites.

Wi | e subzone status becane an inportant neans of extending
the FTZ opportunity to manufacturers, only a handful of
applications were submtted at the outset. But, this changed
during the 1980's when the nunber rose steeply. Wth subzones and
manuf acturing on the increase, the Board anplified the public
i nterest standard, scrutinizing such activity nore intensely in
terms of its net economc effect and consistency with trade
policy. Authority was denied or restricted when negative economc
consequences were indicated. By the 1990's, manufacturing plants
wi th FTZ subzone status had begun to account for over 75 percent
of overall FTZ shipnents by val ue.

CONGRESS| ONAL OVERSI GHT -- REVI SED REGULATI ONS
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The fast-paced FTZ programgrowh of the 1980's led to
studies by the I TC and GAO and eventually to Congressi onal
oversight hearings in 1989. Qut of this public scrutiny cane a
reaffirmation of the FTZ program and with it the expectation
t hat manufacturing activity would remain subject to a thorough
revi ew process.

Recei vi ng Congressi onal encouragenent to proceed with
rul emaking on draft revisions to its regulations, the FTZ Board
grasped this | ong-awaited opportunity to codify practices and
interpretations that had been devel oped on a case-by-case basis
since the start of the programis growh spurt.

The new regul ations went into effect in Novenber 1991. They
were -- and still are -- generally viewed as providing a bal anced
procedural framework for a sound participatory decision process
suitabl e for addressing current issues.

TI ME PRESENT

The role of the FTZ Act in our econony continues to be
i nportant both for reasons of business demand and public policy.
More than ever, the FTZ programis engaged as part of the
governnment's total efforts to maintain a level playing field for
international trade. Wth refined versions of free port
procedures wi dely available in other countries, our donestic
program conti nues to be needed as a counterbal ance.

| n assessing business demand, it is useful to first note
that the expansion of the FTZ program has made the supply of zone
servi ces avail abl e throughout the country. Werever demand ari ses
it should today find a reasonably accessi ble service provider.

The | evel of demand for FTZ procedures has followed the
overall growh trend for global trade and investnent. Presently,
sone 150 FTZ projects are in operation and, as part of their
activity, over 180 manufacturing plants are operating with
subzone status (of the 90 applications currently pending with the
FTZ Board, 50 are for subzone status). Warehousing and
manuf acturing activity conbi ned account for incom ng zone
shi pnments of some $165 billion annually, and over 2,800 firnms
enpl oyi ng over 315,000 persons are now using FTZ procedures.
These nunbers represent the sumof a pattern of growth that
stretches over the past 25 years, averaging 15 percent each
year.

Statistically, the growh of international trade itself --
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now sone 25 percent of our GDP  poses the prospect for new
activity. The continuing high rate of export growh -- tw ce that
of the GOP should also affect potential demand. Additionally,
the use of FTZ procedures to offset the unintended negative
effects of inverted tariffs appears to be extending to a w der
range of industries, given the fact that tariff rate reductions
often apply to finished products but not to all their conponent
parts.

There are, as well, indications of a greater use of FTZ
procedures by the | ogistics sector, itself undergoing intensive
change. Technologically driven inprovenents in |logistics
managenent are increasing production and distribution efficiency,
with optimal tinme scheduling along the production/distribution
chain a key factor. Whatever the efforts to create a borderl ess
gl obal econony, the Custons border clearance phase of the
| ogi stics process remains an enduring reality. Because of the
jurisdiction Custons retains over zone shipnents, FTZ
procedur es
offer a nmeans of facilitating the border process.

On the whol e, as trade negotiations further affect tariff
rates in ways that can | essen demand as well as create new
aspects of it, all who are involved in the FTZ program nust stay
informed and alert to change. Too, the reach of the FTZ program
must be viewed in terns of all forns of international trade
I npositions, not just conventional tariffs.

TI ME FUTURE
The odyssey of the FTZ Act through the econom c tenpests of
the time-warped second half of the twentieth century has been a
mat uri ng experience. At first considered outdated because of its
weak early inpact, the |aw turned out to contain an enduring
concept that found renewal in the new world econony. It has
I ndeed denonstrated the stam na needed to navigate the econonic
rapi ds that surge fromrecent past into foreseeable future.
Looking to the future, thanks to the uni que nationw de
network the | aw has nmade possible, the FTZ program-- at full
tilt -- should be able to nove seanl essly past the daunting
datelines that |ie ahead. Wether it succeeds in continuing to
adapt to change and neet new chall enges will depend upon how
i nnovatively the local, state and federal agencies involved in
its admnistration carry out their intersecting roles. Just as
inmportant is how effectively they work as partners with the
busi ness sector to achieve a goal we all share: hel ping inprove
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the international conpetitiveness of businesses located in the
United States.

J. DaPonte
10- 29-97
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