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U.S. Foreign-Trade Zones: Background and Issues for Congress

Current issues for Congress relating to the U.S. FTZ program may inkki&& Z program in relation to the implementation

of a series of tariff measuras 2018, as well as loAgerm issues, such as (1) whether U.S. FTZs encourage a misallocation of
U.S. resources; (2) data availability issues; (3) security concerns; and (4) the U.S. employment and global competitiveness
impact of FTZs. Broader considerat®relating to the world zone network include % effectiveness of trade zones

worldwide as a tool for economic development; and (6) trade zones worldwide and worker rights.
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U.S. Foreign-Trade Zones: Background and Issues for Congress
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U.S. Foreign-Trade Zones: Background and Issues for Congress

|l ntroducti on

Members of Congress have demondtandtedonhe{ FTZnt ¢
systbmough hearings and legislatioamyoerhandhe pas
the competitiveness of U.fSpobtuesnnetsesgs, andppmpac
reveBaéancing these potential gainsadeothers ar gt
distormawgplagwda role in misallocating resources
This report proviedesn a hge nle rSal FpleZr sspyes o teimv It is
As background, the first section discusses free
on the U.S—FFZhpsoégram administrative mechani st
confceati on, and benefits and costs. The third se
relating to the U.S. FTZ progr am.

Background on Free Trade Zone

Free Trade Zones Around the Worl d

Foretirggnde( EDYag)e t he UfS$ eevdersaddaemtzepdhed around t he
Zones elsewhere are callTekthbPomany different nar

Many Names: Variations on a Theme Free trade 2zones are a spec
Free trade zones around the world are called by a restricted actaog¢ssnfasgrijafe
number of different names, depending on the country park housing concentrations
in which they are loated and the particular type of . . . :
zone. In the United States, they are referred to as fac 1 lities and related infr
foreigrrade zonesThose in developing countries typically located at or mnea
producing specifically for export are typically called ports
export processing zanHsey are also callespecial .
economic zesin China,industrial free zones export Free tradecamaecas dhubetdbotia
free zonem Ireland Qualifying Industrial Zof@Zs)in [ part of the structure under
Jordan and Egydtee zones the United Arab supply chain Together, t he
Emirates, anduty free export processing zontdse zones in 140 countries inc
R lic of Korea. ’
B e E L St at eff’orm a web that frees |

most customs procedures and
savingsil itthautsi nfga ci nt epircoadtuec tiinotne ronpaetriaotniaoln sc.o

1 For general information on foreignade zones see the Department of Commerce, International Trade

Administration’s Frequently -ThadkZoneBoadevebsitteatns section of the
http://ia.ita.doc.govtzpageinfo/ftzstart.html

o n Special HcenomicnZzdngserld vesinpente nt  ( UNCT AT

2United Nations Conference
the broad nature for the definition

Report2019J une 2019; due to
on three criteria defined in the report on page 133.
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U.S. Foreign-Trade Zones: Background and Issues for Congress

Al t hough the rules v
general mechanism t
together inprodaeactan
while zoneisnstithoee Ige o a
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declaredt sibdédbhese co
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shipped 4+antd s0 motnicm
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way to becoming—wa tthi
concern for tariffs,
cust oms purnotcield utrheesy,
zone Ssystem. Only th
quotas honored, and
appl icalbelxet. f B oSxeeex a mp
use of one or more z
chain.)

Some analysts argina
bypassing many of th
individual country t
customs procedures,
facilitating gl obal
estimated 90 to 100
employed at free tra
including 450, 003Moisn
zones are located 1in
mos ¢t , but not all, 0
manufacturing.

Examples of How the World Zone Network
Functions

(1) Suppose buttons from Indonesia and fabric from
India are sent to a trade zone in the Philippines for
assembly into a shirt which is then exped to the
United States. No tariffs are payable in the Philipping
and all customs procedures are streamlined until the
completed shirt enters the United States for
consumption.

Upon reaching the United States, if the shirt first ente
a U.S. FTZ, taxeand tariffs are only payable if the sh
is imported for consumptiof that is, when it exits the
FTZ into the customs territory of the United States. It
might enter an FTZ for cost savings purposes, for
example, if more work is required (e.g., laundrigdés);
if some of the shirts were damaged in shipment and
be discarded; or if a company wants to store them fo
later use (e.g., Christmas sales) and postpone tariff
payment.

(2) Similarly, for the production of gasoline, imported
crude oil is enterednto a refinery which has applied
for and received status as an FTZ subzone (i.e., a sif
approved for a specific company or use). The tariff
structure on refined oil products varies, such that
some, like gasoline, have much higher tariffs than cr
oil, while others, including certain petrochemicals, hal
a zero tariff, and hence anverted tariff structuiéthe
refined products exit the zone and are imported into
U.S. customs territory, the company cahoos¢o pay
tariffs on the crude oil that itially entered the zone,
or the tariffs (if any) on the refined goods. In addition
chemicals distilled from the crude may stay in the zo
or be transferred to a chemical manufacturing facility
which is in a nearby subzone for further refining. In t
refinery process, as in other production processes in
FTZs, tariffs are not payable on any waste products.

Source: Examples were constructed by CRS to
illustrate possible scenarios.

A4 O Ay

M

TTCU

3 The worldwide range is estimated by UNCTAD forW®rld Investment Report 2018ing previous dsnations by
FIAS (2018) and ILO (2017). The report does not break down zone employment by region or country, but does provide

examples of several

countries;

see UNCTAD,
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U.S. Foreign-Trade Zones: Background and Issues for Congress

Tablsehows a

reportedly 1in

regional

distribution of established

devel opment

Table 1. Regional Distribution of Free Trade Zones in 2019

Region

Number of Free Trade Zones Zones in Development

Developed Economies
Europe
North America
Developing Economies
East Asia
China
Southeast Asia
South Asia
India
West Asia
Africa
Latin America and the Caribbean
Transition Economies
World Total

105
262
2,645 13
2,543 13
737 167
456 167
373 142
208 24
237 51
486 28
237 18
5,383 474

Source: UNCTAD

Notes: Number of free trade zones in North America only reflect those in the United States. Data is not
available for Mexico and Canada but does not m&arh programs do not exist in the countries.

Similarities and Differences Among Fr ¢
Free trade zones around the world are similar ir
However, they vary in size,pheysdamari cc hdharvaecltoepmertt
government incentives and regulatory structure,
Oversight of zones ahsy dofitdrbecwhsesb]l yomahaged
private enti tpireisv,athechrmaurghs pubi-bevednrthoopghatrtos
bet ween governments. Zones masy mampufesctnur ilmg ge s
empl oyment and occupy huge geographic areas, as
may be smaldimgcd aftew thwsui nes s es. In developing
infrastructur-suyf f ihelyic kmta yic lbbdety ssterlifal compl exes wit
banking, as well as production and/ or transport
with extensive infrastructure and modern facilit
transport. In the United States, instead of beir
designation can be br oucgahtti otno. aAlclo mpoanneys atty pai csapl e
streamlined customs procedures and exemption or
inventory Those in developing countries are mor
subsidies, mo r et frleegxuilbaltei olnasb,o0 ra nmda rakded i t 1 on al t ax
attract investment and grow indust rWhl leectors f

4 Subsidies may conflict withosne World Trade Organization (WTO) rulesd more flexible labor market regulations
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U.S. Foreign-Trade Zones: Background and Issues for Congress

devel oping countries typically produce for expor
(“mpoyrubstantial shares of products made in thei
devel op.

Elements common to many Hirgkr ebeddow. zdhey c¢ancl bd:
container ships, which can often hold 1,000 to |1
operations; liquid storage tanks (for oil or c¢he
indi vindwmalnmeas to trucks or to railroad cars

Figure 1. Elements of Modern Trade Zones
Container Ship Being Loaded Ship Arriving at Terminal

Source: Stock photosf r om t he OLA t he Port hitp/wheoprtofosaggelesog/6 newsr oom
newsroom

Growt h of Free Trade Zones Worl dwi de

The growth of zone wuse over time has resulted fr
conceptual design that has stood the test of tir
governments how to establishorzsoneasn dt hmatj owo uvalddv aant
in technology that have s upkpiog@geledo wtsh et hgel orbaatlei zaatt

whi ch tohress ec ofmabcitned to significantly increase zo

2

may conflict with “best practices as outlined by the Inte
example, OECDEXxport Processing Zones: Past and Future Rol€rade and Developmerty Michael Engman,
Osamu Onodera, and Enrico Pindlrade Policy Weking Paper No. 53, 2007, p. 8.
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U.S. Foreign-Trade Zones: Background and Issues for Congress

Modern day zone gerxopwetrii mbeergth 59 wi ff hr ameuse of the
airphersti.gned as a job creatsosupcegsamrotuphpht Sha
entrepreneurs to the United Nations Industrial

to promote the concept. He reportedly prepared
number -eosft azbolnies hi ng mi s s §Tohnes ghonSev mamiemut s re@wmtt reidd
helped spread the concept of world processing
agencies provided loans and investment support
International Devel opmetnag I(nUSeAsItDmligntt h@o rOpveir asteiacn
Expdmport Bank; the Department of TS¢thheloghndatl he
devel opments, including the advancements 1in 1nfoc
and in transpadratiateiro ms,hisppcim gas ecnocouraged and su
worldwide. The Organization for Economic Cooper a
identifies theoreinepnhtaesdi sa nodn feoxrpeoitgenn tdei dr egerto wtnhv,e sttl
transfentefisiwsboproduction activities from devel
growing division of labor in production chains
as other driving for8es of free trade zone gr owt

5 Free trade zondsad been used in the Roman Empingl during the Middle Ages, primarily for storage, trans
shipment, and rexport of goods produced elsewhdteD, Economic and Social Effects of Multinational Enterprises
in Export Processing Zong$988, p. 13.

6 1bid., p. 3. Later, theWorld ExportProcessing Zones Association (WEPZ#jginally established by UNIDO, was
spun off to become a U-8un private, nofprofit organization dedicated to assisting the successful development of
export processing zones throughout the waliLirce WEPZA websie at WEPZA.org.

7 Walter H. and Dorothy B. Diamond@axFree Trade Zones of the Worldnz & Co.,1997, Introductionp. 33.
Between 1977 and 1997, this continually updated ttiodeme set provided technical information for each country.

8 OECD, ExportProcessing Zones: Past and Future Role in Trade and Developbyeiiichael Engman, Osamu
Onodera, and Enrico Pinali, OECD Trade Policy Working Paper, No. 53, 2007, p. 8.
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U.S. Foreign-Trade Zones: Background and Issues for Congress

Figure 2. Growth of World Free Trade Zones, 1970 to 2018

w140 5000
< T
S 120 e
o
3 4000 N
© 100 2
bt ®
S 80 3000 ¥
Y (3]
= 4=
=
z 60 2000 ©
W a
2 40 é
= 2 1000 3
8
e, ¥
1970 1975 1980 1985 1990 1995 2000 2005 2010 2016
Countries with free trade zones == Number of free trade zones
Estimated employment in zones
1970 1985 1990 1997 2006 2018
50,000 13m 2.5m 22.5m 66m 90-100m
Source:Uni ted Nations and | LO data. See O0AfTri

Asia, 6

by Howard Stein, Center for Af r,ddy@08;iLO,an

ca,

Economic and Social Effects of Multinational Enterprises in Export Processing Zones, 198&m 1

UNCTAD,

0Speci al Wald lovesiment Repat@@iléns 2019, p. 128.
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Notes: ILO reported 20 total zones in 1970, but thaimber does not include the 9 zones in the United States.
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U.S. Foreign-Trade Zones: Background and Issues for Congress

The U. S.-TFadeigone Program

Hi story

The U. S. FTZ Program was <created b$9¢he lPoreign
U.S. G I ®)na the midst of thesGgmad Poepmescssilematkt
the wake of the resHawteyvdarmplicAcobfof he9 Fthp owh
tariffs on i mpor t®Idt gcoroedast eads thhieg hF TaZs BSo3a%.d, whi ¢
to approve applacasndbdbeftactzdred each U.S. port
zone, and prescribed physical conditions and st e
zones, the applicability of all U. Sandl aws to zor
recordkeeping.

The FTZ program started slowly. By the time the
later in 1959, it was still quite small. Gradual
both internal changext¢ondhewprbgrtiancti 6sel f and
Internally, four major things happened. The firs
was changing the program to allow for manufactur
prohibited manuf aec tsuamen gf a@ anr ezd niets woewladispr omot e
components to be used in the U.S. manufacturing
the same components. That model, however, failed
amended the p&ZmMAEt manufacturing in zones. Two Yy
took that amendment one step further and issued
designatedsatfaczidomyamy a subzone. tktd wag sa dway
a zeonerea to have access to FTZ benefits. Additi
Treasury Department administrative decisions 1n
manufacturers mneed naddepd yord ubbnyo koanraaeg p hetr a viad m e f
connected witHh imported goods.

External factors that accelerated FTZ wuse by U. S
(1) increased international price competition t}
cas¥(2) greater education of businesses in the w:
zone use; and (3) advancements in technology whi
possible

The FTZ System Today

Today, companies ¢ anhaospea adef iwnetd ianr eaa FolrZ itthacan
brought directly to its facilities. Zones may be
logistical activities A majority of goods enter
while thg aemaused in warehouse and other 1ogist

9 Regulations issued by the U.S. Foreifyiade Zones Board for establishing and naiting a foreigrirade zone can
be found at 15 CFR 400.

10Beth V. and Robert M. Yarbrougfihe World Economy: Trade and Finantarcourt Brace, 1991), p. 368.

11 GAO, Foreign-TradeZones Growth Primarily Benefits Users Who Import for DoméatimmerceGAO/GGD 84
52, March 2, 1984, p. 12.

12U.S. Congress, House, Committee on Government Operafioreign-Trade Zones (FZ) Program Needs
RestructuringHouse Report 10863, November 16, 1989, p. 11.

Congressional Research Service 7



U.S. Foreign-Trade Zones: Background and Issues for Congress

were 195 FTZs active during the year, with a tot
Tabl-lef o A& a summary of zone activity.

Al'l states have at least one zone Hence, every
which foreign and domestic statss Thpumajeretyor
inputs into zones are of domestic origin (63% or
$297 billion) coming from imports. The zone syst
United States and ecompkleoryss, rroeupgrhelsye n4t4iOn, g0 0aOb owa t 3 %
manufact ur i2n0glHBwoosrtk ebrust immnot all FTZ e mpTlleoxytees ar e
Box-1fAor det aiZss fomnchtoiwonF Tin terms of Hoving good

Figure 3.U.S. Foreign -Trade Zones, by State
(Approximate Location)

NORTH
DAKOTA

SOUTH - ~ RHODE

DAKOTA ol : \ ISLAND

NECTICUT

o) NEW JERSEY
NEBRASKA DELAWARE
- MARYLAND

ASHINGTON. D.C

=
- -+

Source: International Trade Administration, Department of Commerce.

Notes: The map is not to scal@he purpose is to show the approximate location and number of For&igle
Zones in each state.

Growth in FTZ Usage and I ndustry Conce

2000 and 2018, the valwue of total goods
ll1lion Figucescdnmndebldoes rontributions of
¢ inpbutasnck amidnd i glhue esonignbunhpans afofie,
output . From these graphs, several additional ot
industry concentration between 2000 and 2018.

f More goods entering U. SFi G#&&eo nieasvte cd smeasttuisc
goods includes both goods that were produced
have been produced abroad but have entered U

13 Except as otherwise indicated, data inabevetwo paragraphs afeom 80th Annual Report of the Foreigfrade
Zones Board to the Congress of the United Sthtegember 2019
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14 These data exclude value added, for which no figures are available.

EH

BU.S. Energy InformationdAdeminobeéeunmtpoaduéOslexpradeed,
https://www.eia.gov/energyexplainedfaihdpetroleumproducts/importsandexports.php
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Figure 4.FTZ Input by Status, and

Employment Levels (right axis) Figure 5.FTZ Output by Destination

2000 to 2018
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Figure 6.Share of FTZ Foreign -status Figure 7.FTZ Foreign -status Inputs Trend,
Inputs, 2018 Select Sectors

Total $297 Billion (Current) 2000 to 2018
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200
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Source: U.S. FTZ Board, Annual Reports to Congress
Note: Val ue added and adjustments for oOwasted not in
Overall Economic Bd&m&fsits and Costs of

FTADsrimarily benefit some maeonoufdcbanefigt fihmseaean
whotller ough pot e.®awviangsl ofwream ctoasrtisff reduction, ad
benefits, amaleadlup yU.dS.feaaragdorations maintain ope
and may atptrroadcutc efrosr etiogne st abl i sh manu.falent uring f
tupmpponents of the FhlkZp pcroongmuanm tairegsu eh oiltd coonutlod t
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t héd@onsumers may benefforfbaoamhaeymepsbespasangd a

indirectly thr Feeglhe rladwe rs tpartiecesand 1 ocal

activity that thallkTfhdugha gopaenmszadomeesd aorre

to state-vaddrleanc alaxed (see bel ow)

t ax rev

enxopto rstu

Balancing these Hopoffenhtsd iaff zosd¢ shitmos aanhteignl. S. e «
tariff redpoedmpenomts mi ghmedtsedypmpdagags of ¢
compowhostse products would ot her wi sSee cboen ds,o mefwh a t
certain producers in an industry obptustt hezone st a
domestic producerisn ofthet len feiar anld upsroanpwe e tist i ve di s
Third, the tariff benefits c¢compansioenkeo £ j oy by or
deferral of tari ff Feivneanluley,f osro meh eec clbmiotmei & t St anti egs
result in eammamkedlldostdordon of resources to bene
in few sectors. This 1is s UCeurirse netx pFlToZr eadn-di nWog rl ed awti ¢
Related Issiteasctfioon.Congress

FTZ regul ations “¢addft oo haev oFiTdZ pportoegnrtaina It hr ough t h
procedures. The application prplaisscecd aidmi g s4d tea ©
detail later in this section.

Busi ness Benefits and Costs of FTZ St a

Specific benefitsxoaogfporandsonfSormpoiomddifvwiodu alhez dnaevs
and the regulations 1implementing 1it. Costs <come

- ©w B30
&0 =+ oo

no o o
—. -

€ s or trade zones worl dwi de.

Sources of Cost Savings for U.S. Foreign -Trade Zone Users
(Text Box 3
Duty reduction on Inverted Tariff Situations: With specific authority, zone users may choose the lower

duty rate when a product is entered intoustoms territory (for importation) in inverted tariff situations (when th
tariff rate on foreign inputs is higher than the tariff rate applied to the finished product produced in the zone

Duty Deferral: Cash flow savings can result because custortieglare paid only when and if the goods are
transferred from the zone to U.S. customs territory for consumption.

Duty Exemption on Exports:  No duty is payable on goods which are exported from a zone or which are
scrapped or destroyed in a zone.

Duty Drawb ack Elimination: Zones eliminate the need for duty drawback. That is, the refunding of duties
previously paid on imported and then-exported merchandise.

Tax Savings: Goods stored in zones and goods exported are not subject to state and local ad valaxe:s,
such as personal property taxes, where applicable.

Zone-to-Zone Transfer: Zones can transbhemdde(fichandiismes Wi end)
Customs duties may be deferred until the producHt

®The Trade PardinxerB:hiGo, mp ainipediiS. EoreigiTrade ZoAes Program: Economic
Benefits to American Communiti€gbruary 2019, p. 4B0; this study was commissioned by the National Association

of ForeignTrade Zones, an advocacy group for the U.S. FTZ prmogra

lyingafowotrzameadnwghat¢ hsimalitdbas ng of zones by ¢t}
Bamdew tdinodn reporting requiTdmaert arky ntohe rd.cS
mates of the actual market val Waidfedthe pot ¢

17No estimates are available on the value of tariffs foregone each year because of FTZ use. However, tariffs are still

payable on the share of FTZ imports that are ultimately entered into the United States for consumption. The U.S

Customs and Border Reztion reportedly collected about $3 billion in duties from FTZs.
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Customs Inventory Control Efficiencies:  Cost savings (especially ce&iw savings) can occur from zone
efficiencies affecting inventory control. These efficiencies include customs procedures such as direct delive]
weekly entries.

Source: U.S. FoeignTrade Zones Board.

Benefits

Text BoOxcBibes seven potentialMdsetneofi ttsh ef ofri ncaommep
benefits comesdvseomn ritchdrsct ey o fc dtwdeatti ®rmi fofn s it uations
custionmvse nbaeyYdbcesn and odwmt ¢ x@Ptobhenptbemefits 1ncl
duty deferral, drawback el i mi ntagtoinoen ,t rtaamxs fsearv.i n g s
Overall profits from F TnZ oufs et irneys uslatl ifgrigosm ptehre ucnoir
vol umet popaduc

DutRgduct ilmowme rdme &ftfuatOifomdl F TdZo b emedudtsi,on on 1in
t amsii ft fuditsi ognesnerally the one most heavily used by
than 50% of the total mdnayg § ov ¢@HDuftFyd & eBlouncet diuosne ,

on imports results because FTZ users can typical
imported component®Saovricndaghsebdinmoshiedegobds. In 20
Vol kswagen productiToM hmwdsangr ant €8 aF Tidtn ocogualuds e s t
save $1,0r n$ill3l ipeer car i,oni pvoeduedngadd®DI DPOHvinag
In the o0oil industry, moustinavembhd pert dEfhbmnedfl
industry, which accounts for ® Pbouto lthetpotdfot bd
impact on domestic suppliers, prior FTZ Board au
savings There saariemanoe si mdfe ptehned ecots te s avings deri
Customs and&ftnee@ubsotrgms. and invewvsopeyviaffliycthost
obt ai ne db utnhdfloifingghnt r i es (which are reports of 1ind
entering or leaving zones), are another signific
time and papbdbuwdadiakl dwawsimpso,rter to file one entr
and pay a single merchandise processing fee (up
merchandise processing feeopPperac¢caoh ghnpmaser sl «

18 This estimate is made by the FTZ Board based on information contained in new zone and subzone applications.
Calculatingactual savings would require more extensive reporting on thefpgshe users

®BI'f the importer elects to pay the tariff rate aps it would
If he elects to pay the tariff rateonpsi vitl evgpgadfile: atpptl ws t oE x :
If an importer c¢claims “privileged status” on cdherburetors a
he would pay the “carburet or s 0ntheimdorted fadua of thesd compdnerttsa r i f f r at e
whentheaut o actually leavesgprtilvd lzgred. stfathes , &l hiemswoudadn pay th
the finished auto on the combined value of the carburetor and the belts when the finished auto exits the zone

20olkswagen Could Save Nearly $@llion a Year in TariffsTimesfreepress.convjarch 19, 2011.

2L Tariffs on crude oil depend on whether it is refined inside or outside FTZs, and whether or not it enters the United
States under a free trade agreement or applicable trade preference program: If crude oil is refined in the United States,
but not in FTZsproducers would pay the applicable tariff on the total value of the crude oil when it enters the United
States (10.5 cents or 5.25 cents per barrel, depending on the crude oil), and then refine it to make the products
gasoline, diesel, kerosene, jet fuaid petrochemicals. If crude oil is refined in the United States, but not in FTZs, and
enters under a free trade agreement or trade preference program which exempts crude oil from tariffs, such as the
Africa under the African Growth and Opportunity Act tariffs are payable. If, instead, crude oil is brought into the

United States through FTZs, producers would first make gasoline, diesel, kerosene, and jet fuel from it and then pay the
tariff on that share of the crude oil that went into these finalymtsd They would not need to pay any tariff on the part

of the crude oil that became petrochemicals, since no tariffs are payable on petrochemicals.

Congressional Research Service 12



U.S. Foreign-Trade Zones: Background and Issues for Congress

their procaboutt’dd §%Nast bynal Association of Forei
estimates that HDUZs olfaddISe marpeo rttlsamach year 1in
account for less than 1% of t heusatcotnisa la mndu nBboerrd o f
Prote cBthi,onbe(clawmms ¢’lFiorfrg .a |1 arge company with 10 war
United States, each with several hundred deliver
could mean a reduction “BA pmr bat eypesairn gt of cacbso uftr o$n2 5r
y e

Duty ExeMeprtcihoann.d i seex pooarnt ebde frreom a zone without t
providing another significant source of savings
on gbbads ar e tiompornteesd aind ultimately consumed,
zone. Fodaneaxgaenmdp Ipea,c kages or broken bottles can

packaged or*bottled goods.

Costs

According tothhecdd«s BohbrBHdZimpe)] veuddimher der
advantage of zone opportunities, casni bedsubstant
enterprises (SMEs). Therefore, companies mneed toc
of zone use bef oarteu sa p pllhyeirneg afroer sRTaZ tsutp costs a
Because of this, according to an ¢d#ipaamde inter
potentially %¢te 200&t onniaoa¥edO®Othent 1in zone use.
smaller, it may not be worth the startup and ¢ on
Startup ¢ bs ttshei mcplpudede(t adphegr do®@he ancekxgtr osuenadt i o
checks foB) iampolr d ersceuisualyl wiyms tfewvmtce@d wi th 1 ock
guardsgmadasan (inventory control system and rela
of products (which must abcet iivm tpelsa cteh eb eofpoerrea t G Bh )o

contsaunlt s, for those who prefer their assistance

Maint enance c ossttast uasf tiesr ifhu lglfofxeetmesrii gnhctl ubdye BIP
of fi?¢(()alag 1l easmeoper f§ohlto “mefipdgemeanvthocd; i 63 hel

22 Merchandise processing fees (MPFs) are a percentalge wélue of imported goods (0.346% but cannoexceed
$485. Thus, the single weekly entry reduces MPFs for companies whose weekly importseata@wgteater than
$140,011.55-the amount required to get charged the maximumde®. Customs and Border Protection, "User-fee
Merchandise Processingé="https://help.cbp.gov/app/answers/detail/a_id/334/~ftesf-merchandisg@rocessing
fees

23 This estimate is based on CRS calculations of ptessbnfigurations that could lead to the savings quoted. The
quote is from a spokesperson for Hillwood Properties, a real estate developer known for its FTZ development and
management work around the Fort Worth Texagnrerican Shipperop. cit, p. 44.

24U.S. Department of Homeland Security, Customs and Border Protdatiporting into the United States; A Guide
for Commercial Importers. 153.

25 American ShippenT in FTZ, op. cit., p. 44.

26 Recent regulations have shortened the process for mamifgcauthorizations from 1 year to 4 months, if no issues
are raisedln such case$;TZ sites can be designated in as little as 30.ddys FTZ Board is available to help
applicants with the complexities of applying.

2TWithout zone status, the prodigtinitially cleared when the entry and customs documents are filed. However, for
products entered into zones, there is a constant opportunity for CBP monitoring, especially when items enter or leave a
zone Even if the product is not in an FTZ, howevampanies may still be liable for CBP audits, and may have to pay
additional duties (i.e., artlumping or countervailing duties) well after a product has been imported. What is different

in an FTZ is that there is an extra layer of CBP oversight to make fer example, that the components or the finished
products do not enter the commerce of the United States before applicable duties are paid. All importers also have to
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by the government as a guarantee afandst4d potenti
annuapaifgressntees for zone use. The FTZ Act requi
public utilities, butogeansters fHor abietstassbarg
zonfee.es for zone wuser s droalnbgper sfor o$m 0Os,eOv0dr aolr tnhoorues aa

The Administrative Mehani sm Behi nd F’

Sevdlr&8l. agencies are involvedhETZaBeoxmndstering |

responsible for the establishment, maintenance,
The FTZ Board consists of two members: the Secr e
TreadTheySecretariys otfh eC acnhmaedrxcaea mt iave of fi cer, and

e x e c uetcirvegtcahriye f operating officer) of the FTZ Boa
ei gh®Slkeeeretary o&feshoendibadutyes relate to the p
well as tearpiofifi cayn dc otnrsaidd er at i ons .

The DepaHe¢mehdndfSGwestuamst yand Bor daccrt sP raost eacnt iaodnv i(:
to the FTZ Board and is responsible for direct ¢

with the FTZ Actatandnslpetbswsnand tegmbne use. (
activating FTZs, securing them,t acnodn toruotl loifn gt hdeunt, i
anpdrotecting and collecting the revenue. CBP 1is
evasivoamloartion of U.S. laws and regulations gove
and ensuring that the zones program is free fror
normally onsite at the zones,utmuef asizanoffCBRh =
provides audits and compliance reviews of =zone a
checking container s e aHomealnadn do'stiSreemriugsricactyu roint ya nnde a s
Cust oms Enf oirsc eimewavloehdd Eiprnr ya partner shkipowith cor

¢}
o
8
on
o
-t

unl a wfaullt heompglho ytnheen ts,a me i mmi gr ation and 1
any other 3. S. location.

Ot her dageowmdivesd 1in the oviemrcsl phhetp aorlfte nzeonet e losfh tAggme n
and the U.S. Food .and Drug Administration

Application for FTZ Status

The FTZ Board does not own or operate any zones.
establish, operat®©Oncend moanet das nbiezacantsicosnt atbhlaits h
applied for the“gczanGezam&upvdh] aes othteptri oot e

including local governments, port aulthheoyri ti es, a
provide and maintain faeihttoesding tonnegtl ati wr
by the FTZ Board. Umder rkT194 erreagluelt abthieo nzso,n etsh eays p
utilities,), with fair and reasonable rates, ma k e
anpdr ovi de wumrinftorum dterre dtitke conditions to zone us e

pay single or continuous bonds to ensure payment of customs duties.
28 The cost of bnd can be as high as $100,000 on large or high value operations

29 A grantee is typically a city, county, or economic development authority operating the zone in the publicAnterest
grantee is responsible for uniform treatmfemtzone users.

30U.S. Department of Homeland Securit),S. Customs and Border Protection, Foreifrade Zones Manualarious
pages.
31U.S. Department of Homeland Securff,Z Manua) op. cit., various pages.
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tion process, thedaptphipanoantcedusde, thim
equired in the past. Major differences
xt Bbhsl dw) .

The latest changes to U. S. FweZr eR edgeusliagtni eodn sp rwiemaer
streamline the application process for manufactau
FTZ or estndli€hrmestubyo a companytfeaan labtyaim RT
little as 30 dasmso,ntal tproowgh supatyo ba friewewired 1 n
The -Miamwteh process 1is still a signitf iwoaunltd rheadvuec t i
been required in the past. The revised regulatioc
production authodmaeryt fy oml 2@ downt hs tw part by r
information required ei nr amiasneyd ibnys tcaonncceesr.-n eldf piasrstuie
day ica

wh a T

i e

Old and Revised 2012 Procedures for FTZ Production Authority
(Text Box 4

Revised Procedures

The revised regulationset up a 12@day (approximately foumonth) timeline for all new applications to set up
manufactting operations inside FTZ&nder therevisedprocedures, fewer types of information are required to|
be submitted. Required information includes

(2) the name of the company;
(2) a summary of the activity; and
(3) a list of imported cenponents and finished products.

After the application isubmitted to the FTZ Board, thexecutivesecretary appoints an examiner who checks t
application, posts it on theTZ Board website, and opens a comment period so all interested parties
(government, industry specialists, and otherspo v er nment al organi zati ons)
issues. That is, any concerns that the FTZ would not be in the puttéeest could be raised at this time. Becaug
the FTZ Board is small, the comments received are important in the review process. To supplement this
information, the examiner may also consult industry specialists in government and consider the resolt of pri
application in the industry. The examiner prepares a report with recommendations to the FTZ Board. Appro
may be subject to specific restrictions to allow or limit certain activities to avoid a negative impact on domeg
suppliers or competitors. lissues are raised, applications can be subjeatmre stringent 12month process
(see below).

Old Procedures (Still Used If Issues are Raised in the 120 -Day Production Review Process)

These procedures (which take about one year to conclude) requireaiyelying company to show how the
proposed manufacturing activity would contribute to the U.S. economy through job creation or other means
Applicants would be required todinlndngi de i nf or maf

(1) employment impact;

(2) exports and reexports;

(3) retention or creation of manufacturing or processing activity;

(4) extent of valueadded activity;

(5) effect on import levels of relevant products;

(6) foreign competition in relevant products;

(7) impact on related dmestic industry; and

(8) technology tansfers and investment effects (15 CFR 8400.31(b)(2)).

The FTZ Board would then undertake a detailed analysis to determine whether allowing a manufacturing a
would displace or cause harm to an existing U.$npgany.

Source: Summarized from material included on the FTZ Board website.
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Current FTZ and -Wel htdeddéesgan
for Coxgress

Currzomte l assdes foeflLCoeongwxthlmea nsupdley of free trade
compl r&r e anstienggwleyt. BidCongr es sional 1issues have both
aspects. Domestic i1issues include the FTZ prograr
series of tariff mnateecarsmu riesss uiens asdudciht iaosn whoe tlhoenrg F T
mi soaclalt 1 on of U. S. resources ; whet her data relat
which U. S. FTZ zone wuse affects U.S. empl oyment
Internationally, congressionazlo niesss uwosr Irdewliadtee atso
for economic development and global competitiver
in zones around the world through trade policy.

Recent Developments on U.S. Tariff Mese

Many manufacturinggraotmphnglesbalelsyupml i ncdleai ns an
tariff regime may be costly for U.S. businesses.
FTZ program as a solution to mitigate increaseced

implemen8eldyinh20Tr unPAsAdamirneissutirta,t itohne.r ¢ may be

program may be used to evade tariffs. However, d
apply to goods ¢thportweede @wveéenadhhbhlgyodse that enter
consumption is subject to applicable duty rates.
232, and 301 tariffs must en*Perri vz oneegse du nfdoerre ipgrni »
goods maintain their 1 nni ttihaely tmaaryi fbfe culsaesds iafsi ciantpi
production of a final product and are subject tc
enter the U.S. market for consumption.

Do U. S. FTZs Encourage a Misallocati ot
As notedUalBovdaITZt sgstem was established in the

commerce in the wake of the Great Depression anc

Smo-Ha wley Tariff Act. Today, U.S. tarUifSf levels
commerce is highly connected with the global =ecc
since 1its passage, Congress may choose to consic

original intent of the FTHEeAbttsdandechurct et ho oar gl
s 0.

32 Historical material in this and the following two sectiomslrawn from: U.S. General Accounting Offideoreign
Trade bne Growth Primarily Benefits Users Who Import For DomeStimmerce GAO/GGD 8452, March 2, 1984,
andForeign-Trade Zones Program Needs Clarified Criter@AO/NSIAD 89985; U.S. Internatiorldrade
Commission;The Implications of Foreigiirade Zones for U.S. Industries and for Competitive Conditions Between
U.S. and Foreign FirmaUSITC Publication 1496, February, 1984e Implications of ForeigiTrade Zones for U.S.
Industries and for Compive Conditions Between U.S. and Foreign FirtdSITC Publication 2059, February, 1988;
andU.S. ForeigATrade Zones A¢tl9 U.S.C. 81B1u.

33 Lydia DePillis, "Companies Are Using a Depressiena law to Escape Trump's Tariffsand It's Costing Them,"

ProPublic, September 3, 2018ttps://www.propublica.org/article/foreiginadezonecompaniesare usinga
depressioreralaw-to-escapdarumpstariffs-andits-costingthem

%See the FTZ Board’s “Guidance on 201, 232 and 301 tariffs
https://enforcementade.gov/ftzpage/letters/upde28Mar2018.html
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From a theoretical standpoint, efficiencies that
and benefit thmowmeoeralpredoaodiywith 1ess. When t
such gainsty ntoprl.dSu.c tfiivcrims, t he U. S. economy ben
however, to the extent t hat these FTZ benefits a
system that confers specific benefitss ytsot esmo me b
may cause a misallocation of productive resour ce
by simply providing FTZ benefits to all U.S. fir
from applying for FTZ styatawsaisdabtllee tlbpemd fli tUs Sar e
of theémeuFTZ system. As mentioned previously, gi
costs associated with FTZ use, the system is mos
of productBoamr d Thhaes FtTZmedof ot hddeesonserns regar
accessibilityeespberchalpiyo gsoiazeenda lelb tyaensdp mmpeddei fuym n g i
application procedure.

If the wultimate goal i1is a girkdeatceme . ,r eidfuctatont hen =
efficient, way to do so. Tariffs themselves can
economic theory would suggest the U.S. economy L
action may be politsimalilmpoaoisdfidamayyhdes@Gemppepsn ve |
impacted by the megubtasgomoaff tacefhhfs vendo maint:
The FTZ system and its applicatipmoypirdessad, whic
mechanism by which tariffs are, in effect, l ower
opposition. Gi vennitthaeda S¢aaniaesf erqautacls aicnr otshse plUr odu
whether lowering onerepteifmoceteritfé€sbidestwontdoc
more efficiently provide tlaorwefrfi nigc eteasraicfcfhse s b o e r ¢
which wouledq ugaula raacncteeses by adblasW@dStaffidmisreflwel ib
t ypicarlrleyd oicc ut he United States through multilat
World Trade Or®anization ( WTO) .

Like the specific tariff benefits, ontheould als

FTBr ogaraem t e diZs tuosretriso nbse.neFfli t fr om more streaml:

and | ower mer chanditsheo sper oocucthssii dnegt zfoeegss, mawyh i 1 e

question whether the program is truly accessible

35 Prior to the establishment of the WTO, these negotiations were part of the General Agreement on Tariffs and Trade
(GATT).

36 U.S. CBP Simplified Process Fact Shedugust 2011; and CBRimplified Entry Befing, April 2012,
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DatAavrai | albs dReyyati ng to FTZs

Every shipment i-mtadandowas mdstf obeigwmt horized

b
that a company submits to CBP include the classi
mer chandise. While this infhrmmendobnand psewi tdygd(
maintain oversight of the zone activity, this 1ce
report st hter aicdkeinntgi t y of producatrsenmomphgt ¢ental ahdu
t wo agencies npgubtlo sthT Zsa.t aT hree |(GGotmme r ce Depart ment
publishes data on empertd {fibpoergneprodhet ) S. F
data on both foreign and domestic products enter
for. UcSnsumption and Tthawrotecaxgpeonrcti,e sr epsrpoedcutciev esloyme
zonefmom di fferent sources using diefferent metho
reasonably close on certain meaasrieckmargt fo0rotbhd¢h
groupslab?®kiech compares data from the two source
Mi ssing data, morFieghttmpypritmmadd yi tthamt data, can ¢
recommendations.

Table 2. FTZ and Census Data Reported on Merchandise Entering or Leaving FTZs

FTZ Data Census Data
Reported I Summary values are reported for all  q Detailed data are published by HTS code &yd
Data on merchandise received in zones, country, on general imports into FTZs or bonde:
Merchandise including both domestic and foreign warehouses. Domestic components entering
Entering status zone inputs. FTZs to be combined with foreign inputs are no
FTZs 1 Foreign status inputs are further tracked.

disaggreated by type of produdt but

Data on general import charges (e.qg., tariffs) a
not by HTS code. 1 generatimp rges (e.g., tariffs) ar

reported.
Reported 1 Summary values for U.S. exports and  § Data on completed goods exiting FTZs for
Data on shipments to the U.S. market are import into the United States or for export are
Merchandise reported, but they only include the not typically made public, but may be obtained |
Leaving value of the material inputs (both request for a special Census Bureau data run.
FTZs domestic and foreign).
No Dataare HTS numbers of any foreign inputs. Domestic inputs into zones.
IF;SEI(i)g;don' 1 Industry identification of any products § Goods transferred from one zone to another.

leaving FTZs for import into or export

- 9 The HTS relationship (or lack thereof) between
from the United States.

foreign status produc
1 Merchandise transferred between zones and products leaving zones for U.S.
zZones. customs territory and/or for export.

1 Tariffi paid, payable, or avoided.

Source: For FTZ data: U.S. Foreighrade Zones Board Report to Congress, (various years); for Census data:
USITC Dataweb, and interviews with Census and FTZ Boapiesentatives.

The FTZ Boatdfdoind zone user sAmmudalp uPelpiosrhte st oi nCoint

summar y “fdoart®aingdho me s t Picnputad ulsat br pg&d to the

Un i

t

States or exported thoe splmocrees dacbtraovadde. d dlatth g@aul sstor yp u t

specifically fo foreign status inputs.

37"No FTZ data are included on value added when these inputs are declared exported from zones, as mentioned below.
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iamput@S2ingwodontraam;s fedy edalfuomadbdad it
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reported by companies to €BB and are us
e with U. S. laws and regulations, and e
d States. Howe ver, they are not availlat
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and reported thatwiCdBeP cheamp Inioatn cceo nrdiusck eads
to theomprtkedfdasetatonl ¢tympIlBiPamag meovtiew
roughbl pvéetadd mrne kt l e veild @ lg iwkhimtcyh m:
enforce regulations and collect t
iew data eidn aa pwiodg¢rramml s k ys ¢ € ens s mdn ¢
t 1is also in the process of updat:i
and uUWpdated risk assessment tool s

38 Separate forms track: (1) merchandise imported into the United States; (2) merchhipgisdéinto an FTZ; (3)
merchaulise leaving a zone (whether exported, transferred from one zone to another; or transferred out of a zone for
entry anddomestic consumption); and (4) final reporting on imports and tariffs owed on imported G&dform

numbers are: for (1) 3461; (2)£1(3) 7512; and (4) 7501.

39 Data are published on the USITC Dataweb.

40 Government Accountability Offic6GAQ), Report to the Committee on Finance, U.S. Seihatiernational Trade:
Persistent Weaknesses in theBond Cargo System Impede CustomsBrdr der Pr ot ecti onés Ability t
Revenue, Trade, and Security ConceAgil, 2007, and discussions with representatives from the Census Bureau.

41U.S. Government Accountability OfficEpreign Trade Zones: CBP should Strengthen Its Abilikssess and
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Another security assessment 1 nviontvel rnnga tziomreal gil mtt
governmental group, the Financial Action Task Fo
Cooperation and PBetvsl 6pmdnnhgHMOBEPY) caponderidngn
Vul nerabilities af rempoatTrade @bdcmes no Mairtcsh was &
identified smuggling and tax evasion activities
respectively. Final recommendations 1in the repor
the world at laeg¥V. SndFThAoseHowdune¢ei ngthhey focuse
the factors which could remedy weaknesses 1in bot
relating to the collection, quality, and internna
elterconic customs filing and reporting systems wi
licensing, regulating, and monitoring of entitie
bonded w#&#rehouses.

A 2018 report by thee®OECH Ikl KCIHFD)r Teadas Codindgxi s
governance frameworks to counter illicit trade e
issue in attracting illicit activities, especial
oversi gkt zowmers tor zones are operated by private
U. S FTZ program enforces regulations, unlike ot
more opaque environment. Recommen dnmatli odnesf iinni ttihoen
and nternational framework of free trade zones,
compliance, and improving trade facilitation mea
developing countries thstasehy beonophcodebeteoept
U. S Empl oyment and Gl obal Competiti ve
Proponents of FTZs <c-ontahiuapclrgenagtoiinngdt dpeoot etnhteiiarl .j
employ 440,000 workers in thetUningd Shastesgpmes
around 3% of total U. &. manufacturing empl oyment
Nevertheless, factors affecting U.S. empl oyment
Congress Since 1997, manufacturing uetnppultoy ment ¢
increas ®Moby 2m%] ysts agree that two factors ha
productivity gains in domestic operations; and (
abroad due to Il ower oper attiensg ocvoesrt swh iTchhe roef ctohnetsi
has had a greater influence and how to improve t
FTZ trade groups argue that FTZ operations can e
broadly, advocates argue that FTZ use enhances t

Respond to Compliance Risks across the Prog@AD-17-649, August 28, 2017,
https://www.gao.gov/products/GAD7-649.

42 This study was produced jointly by the FATF and OECD in Paris. Ti@nEial Action Task Force FATF was

established by the-@ Summit in Paris in 1989 as an inggvernmental body to develop a coordinated international
response to mounting concern over money laundering and terrorist financing. It consists of 36 merobargridd

and two regional organizations (the Gulf Cooperation Council and the European Commission), and 31 international and
regional Associate Members or Observers who also participate in its work.

43 FATF/OECD,Money Laundering Vulnerabilities of Frdeade ZonesMarch 2010, case studies 3, p. 21, 9, p. 26,
and recommendations, p. 37.

44 OECD, Governance Frameworks to Counter lllicit Tradaris, 2018, pp. 11535.
45 U.S. manufacturing epioyment, itself, represents lgrf% of totalemployment.
46 U.S. Department of Labor (Bureau of Labor Statistitd)p://data.bls.gov
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United States They argue thatuctmpar tads tcam,s pior
costs by setting up new final assembly operatior
existiffBoplaxample, in the automotive industry,
benefits, net off o pheer aatdidn g iaom aHT Z ossittse ,o can be a
ye#®Fhe company argues that without the FTZ benef
countries, t howoguhl ds ulcihk eal yd eaclissoi odne pend on a numb
moriegmi ficant than FTZ status. As with the ongoi
empl oyment, determining whether any specific act
challenging, particularly becauseetheedfact sons

Ef fectiofenM®msd d Trade Zones as a Tool
Devel opment

Asnot ed abGowvewt(hs eoef Free T dchee ZJmnn et se dWoSrtladtvweisd eh a s

involved in promoting free trade zones worldwide
mi ght awg@muldthaamapgort processingdoponest andeasfiochy
contribute to edovmamime sdevalgimegtn hbtebewpokt
devel opme ntthet owolr Iwd eenc ogqnuoi neyk Tilyse yg rpoowinntg out t hat i
well when world econominr ¢ga voewltidupp(aretdh dbgghnctorniseusme r
In such aledsgrowkpbocan be cyclical and destabil
domestic economy that depends more on domestic ¢
t hat coul d ibnegn ecfooutnetreitvelesd olpong r un

Ot hers may argue that an initial lack of strong
benefit from a focus on exports in the early st e
devel oping countpryodwc imog tmay fhhe irramtt ben demanded
the scale necessary to achiaagwgaemashiathu m ceofnfoimd ice n ¢
devel onmpangecnctur much faster with expotth pddceso®nng
to the tartitHé€rdbemnmedad tafr ez cmensp omtetntact foreign 1in
not ot herTvhiesoar eddcacwmrl.l y, industries in the host ¢
spillover effects from the foreigaoacumyesh meahe =
The challenge, however, as growth begins, i1is for
produci ng -ahdidgehde rg ovoadlsu;e (2) find ways to continua
workforce to produce t hnoesset igco ocdosn;s uanmpdt i(03n) oefn csoount
produced in zones. Countries that have followed
goal have beefl most successful

Some ecadomi atrsgue that it would be momrd«k efficie:
within the WTO to eliminate tariffs worldwide to
devel opment than to continue to promote export f
has shown theaetlimhaahpirsogveesrayrwohflfbsswv, t hnd iwsosudad s ol v
of differing tarti fdfose sa cnrodts ss pcecauknuttsréioemsls,e i nfrastr

47 See, for exampledAmerican ShippedT in FTZ, op. cit., p. 44.

48 Nissan North America, Inclissan North America, Ine.A Foreign Trade Zone Soess StoryPresentation at
House of Representatives Manufacturing Catleu®ign Trade Zones: A Home Run for Trade and Jobs, June 2012.

49 Such countries include Mexico, Taiwan, Singapore, and South Korea. Export processing zones are also more
successful Wwere a substantial share of the operations are jointly owned by foreign and domestic companies. They have
not been as successful in promoting economic development in countries where there is civil conflict, corruption, war, or
other political, labor, or sal instability. ILO,Economic and social Effects of Multinational Enterprises in Export
Processing Zonep. 24 and 31, the Flagstaff Instituiéghe Role of EPZs in the Era of Regulated Trade®932.
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mplificatfirer Hameadfei tzso nefs Sionmed envaeyl ocaprignuge ctohuantt ra
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tifica n and implementation of the WTO Trade
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Zones Worl dwide and Wor ker Right

ss has an impacddeonzwwmekeworligwitde it hrough
nd free trade agreements. Trade preference
s a condition of continued eligibility for
hedi r “wot k&enationally r%Alongonsitz eadl lwol.kSe.r frriegeh t
ements include language pledging to uphold e
he ®@gnebmdatbanguage stawnngethbat dBRPapgnets 4g
r statutes or regulations in order® to attraoc

= hoe *h ot O

on the applica

ar a
| ast under S 0 me f
t

-

However, there may be a grey
trade agr eoenme nttor pfdreevez sme s, a
the United States has suspended rade preference
viol athenapplicability of 1 aborpepriofviicsaidans tion fr
zoniens ot hethasomrtveiresdbeen tested umrmdder dispute re

d
b

Depending on laws of a specific country, zones ¢
under freenter aUdeS.z ofmwrese. trade alJgoiredédamme,pta spgrtner

50 OECD,"Special Economic ZonesWorld InvestmenReport 20192019.

S“Internationally recognized worker rights” are defined in
association; (b) the right to organize and bargain collectively; (c) a prohibition on the use of any form of forced or
compul sory labor; (d) protections for c¢child labor, includin

conditions of work with respect to minimum wages, hours of work, and occupational safety and health.

52 These include the U.$srael Free Trade Agreement, the UCinada Free Trade Agreement, and the North
American Free Trade Agreement, which superseded it, for Canada.

53 Language to this effect is included in free trade agreements with at least 1éesolmfiour of these agreements,

with Peru, Col ombi a, Panama, and South Korea, such languag
procedures.

54 Myanmar (Burma), for example, is one such country.

5n most U.S. free trade agreements,tther m “t erritory” in the definitions secti
“exclusive economic zone” (which, itself, is not further d
word “territory” 1is t ymadtgenefalyyesignatedds enforceabie shrough theodisputet hat ar e

resolution procedures provisions. In the most recent free trade agreements with Peru, Colombia, South Korea, and
Panama, the first time the word perationand tradercgpacityabpildirga rs i s i n
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permitted rel axietly d @ btonEldat afnamleate ddtsh aitn J or dan had
standards in its free trade zones than in other
watchdog organizationjfteke NablosdbkdLabowrpOommd
problematical 1 abBsér eeon dBTidhieeo mcoansees wWaosr deavne nt ual 1y
through discus s iJoonrsd abneitawe elna blb.rS .r eapnrde s ent ati ves,
of steps tobé¢kmnnetehi hecpso wasdhdndbedesnfdbtr
precedent to address labor standards in the frec
States has fréwhettthaede tchgr d smeuret so.f 1 awbiolrl sbteandar
addressed in future trade agreements is mnot knooyv
International organizations have i1issued guidelir
varying degreWlskt uFoey @axdmpded practices on expor
issue of worker®Ati ghtes 199 &c iMINiOc Slilng.apore Ministe
countries voted to renew their commitment to the
labor standards a‘ftdmpamed bt bbeeeddylawla sdht hbhes e

stan®@EAP. Gui del inesEnfifer pMulsteisnad tnicd mHewd awédro,r gu i
they do not mention export processing zones or f
The ILO has issued a number otf preq@qoaessiemn whe kir
most r20Q0tht The r“glp arotblseamsd ptelrasti st in the prote
principles and frghktsradewaohes, despite most c
convefThense.iss uese rntaayi nb gr wdusnat irttiweacsgfe as tlroawt e gy i n
trade zone devel opment where labor |l aws are not
unionization in free trade zones is explicitly g
ILO r@epwmde¢r discrimination, occupational safety,
continue to be 1issues. However, the report also
zones are generally higher on averaege than wages
sometimes legally entitled to certain social ber
report noted that’labohobghi mbationuaxtends to fr

%Jordan’s free trade zones are called qualifying industria
Industrial Zone trade preference program created by a 1996 amendment to #iseddl &Free Trade Agement, and

have continued under a U.S. free trade Agreement with Jordan, approved by CongressTihef#dort was:

National Labor Committed).S-Jordan Free Trade Agreement Descends into Human Trafficking and Involuntary

Servitude May, 2006, 161 p.

57 Reportedly, th&J.S. Trans Pacific Partnership Agreement (TR®posal would describe what partner countries

would need to do to adopt and maintain ILO core labor prin
countries must applhheir national labor laws in export processing zones and free trade zones. World Trade Online,

Inside U.S. Trad¢‘USTR Tables TPP Labor Proposal That Goes Beyond May 10 Teriiglateiary 5, 2012

¢« WTO Rules and Good Pract iWokingPapeETPRDOTOLWHFo 1l i cy, > WTO Staff

®I'n the Singapore Declaration, WTO members: (1) affirmed t]
“internationally r e c-eagliatframeSdction 507 ef thé TradeoAct ofs19PALHABGLE) d s ~

which is very similar to the list of ILO core labor principles, and includes: the right to organize and bargain

collectively, protections against forced labor, protections for childrleand labor standards relating to minimum

wages, maximum hours, and safety and health protections; (2) believed that economic growth and development and

further trade liberalization contribute to the promotion of these standards; (3) rejected thiabsesiandards for

protectionist purposes; (4) agreed that the comparative advantage of countries, particadgdodeveloping

countries, must not be put into question; and (5) noted that the WTO and ILO Secretariats will continue their existing

collaboration.

601LO, Promoting decent work and protecting fundamental principles and rights at work in export processing zones
November 2017.
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enforcement 1is the biggest riosvsiwde sas itthd er ¢loa tneod
(sometimes due to lack of capacity) or governmer

Outl ook: Future of u. S. FTZs
Worl dwi de?

From time to time, concerns have awnifsdmewi ttriamet
zones, 1including U.S. FTZs. Will they disappear
continuing reductions in tariffs?

The future role of zones 1in the global manufactat
unknown and evdbviegafmpdeorafter the 1993 North
Agreement (NAFTA) led to ultimate tariff el imina
and Canada, quest imagui 4%uadooenags stMht oi BwvhSe.t bhoerrd e r  wo u
di mi nii mfhonnmance, and entire FTA partffeareecountrie
trade’fonandgsade with each other. Data since then,
has remained popular in devel opi ndg vand ed ebweenleof pi et c
and that, in fact, l atest data shows that t her e
workers in Znes in Mexico.

More thanafdférqutehsetseenas voiced, export processing
expand eirms of countries hosting them, corporat:H
hireddbtoxr t he m. Bet ween 19 9f7r eaen dt r2a0d0e6 , z ot nhees nvwmonrbledr:
quadrupled, and the number of wor ketresd eSntpal toeyse,d i
the direction of growth 1is the same as world exrg
more modestly wliittht Iree 1 @art dBvaethwea enn e 2m(p,d (oh yhananebde tr2 0ol {8
active zones increasedomrets tdecremmbBedBd)aft 61 8 ms v

However, 1t has also resul t34d ,ti040002 MO0 Gtphcea md s ¢ 1 n
curdehiar value ofimezohe W Sidmtbp-Be)dei ved

Reasons previou@EEdDs desmppdinteidwdpytl ldegpowtth pafoce s
zones as cpooullidc yc otfotojlnsi k e e moprhiaesnitse do ng reoxwptohr;t ( 2 ) t
e mpshiasf oorne i gn di roercite nitnevde sgtrnoewntth ; ( 3) the transfe
intensive industries from developed to developir
division of labor and inc%¥dence of global produc

Majeaectbrs which ¢ ouflrde ei ntcrraedaecs ez otnhees cubsued uanfg WUhS . w
FTZsre (1) continuing ,i mphioovk meedtdsn & na & watnheneorheongty
communication tools, computer 2¢dapadbahrcement sandc
improvements in smewrdffyi anioen ¢ ioa s mafgdgwr a(nBecgennee nutsse r s
in automated, electronic tracking of goods and s
trends. Possible gxaseirgnnailf itcraenntd sbsopoksatt ftcoec all.dSy., F T

61 The wordmaquiladorais still used in Mexico, typically to denote foreigawned operations.
62The ILO DatabaseroExport Processing Zones (Revised), April, 2007, p. 13.

63 These data from the U.S. FTZ Board reflect the total for domestic and foreign merchandise received, as contrasted
with data inFigures 7 and 8 which reflect only foreign input levels.

64 OECD, Export Processing Zones: Past andtire Role in Trade and Developmgny Michael Engman, Osamu
Onodera, and Enrico Pinali, OECD Trade Policy Working Paper, No. 53, 2007, p. 8.
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could include those events or forces that would
United States and a boost to U.S. exports.

If all trade barriers andescalbtitpunssites, WeRPOE
could move acso uenatsriileys aamso nbget ween U. S. sst ates. As
wor |l dwwoiudled be greatly diminished. H o saerviefrf, as 1o
bar micamasiaml bphgt we need for heightened security toc
and money tlhaeunUd eSr.i nFgl,Z s ystem anadrneo tlkiekre lzyonteo pr o

n

continue and even, possibly, expand.
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Appendix.

Table A -1. U.S. FTZ Activity by Zone Type, 2018

Total Merchandise Final Dispensation of FTZ
Received Products ($Bil.)
Domestically
Active Foreign  Domestic Consumed/
Active Manufacturing Inputs Inputs Exported Ol mport
FTZsa Operations ($Bil)P ($ BIl.) ($Bil.)c ($BIl.) d
TOTAL 195 330 $297 $497 $113 $681

Source: CRS analysis, from Foreignade Zones Board30h Annual ReportNovember, 2019

a. Active FTZs have at least one site or subzone in operation. The FTZ Board states there are over 500
subzonespproved.

Foreign inputs excludes foreigmigin items that are dutypaid prior to entering the FTZ.

c. Exports and domestically consumed products do not include value added. They are based solely on material

inputs.
d. Mayinclude some products previously hetdwarehouses in previous years.

How FTZs Function: Shipment of Goods Into and Out of FTZs
(Text Box A1)

Ports of entigre the level at which Customs and Border Patrol (CBP) enforces import and export laws and
regulations and implements immigration policies and programs. Entry of goods into a zone requires a perm
the port director and signature by the zone operatfor its admission. An additional copy of the permit is
transmitted to the Census Bureau.

For goodsshipped intoFTZs:

1 When a shipment reaches the United States, tloae operator will request permission from CBP to move
the goods into an FTZ.

1  The port drector then issues a permit for admission of the merchandise, and the merchaders the
zone. No permit is needed for domestic status merchandise made in the United States.

1 Customs and Border Protection (CBP) (generally electronically) reviews thécapion and supporting
documents for completeness and to determine whether the application may be approved without physi
examination of the merchandise, and approves the permit. CBP approves permits of admission for mo
risk shipments without exaination.

For goods leaving FTZs:

1 When merchandise exits the zone for officaitry into the United States, or for export, two types of
documents are required: (1) documents for release of merchandise: and (2) documents with informatio
duty assessnmt and for statistical purposes. Both can be filed electronically througitliemated Broker
Interface SystefABI) of theAutomated Commercial Sy$Gs).

1 Similarly, when merchandise exits the zone for export, documents to transport the merchandise pwrt
of export must be filed and approved by CBP. Standard export documents must then be filed at the tim
merchandise is actually exported.

Source: U.S. Customs and Border Protection: Importing into the United States: A Guide fdmponengrcia
November, 2006, various pages
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CBP Forms Required for FTZ and Non -FTZ Users
(Text Box A-2)
For all FTZ and Non -FTZ Users:

1 Form 3461 , for every formal customs entry into the United States, lets Customs know what produ
importers might enterduring the week. Each form is accompanied by a merchamptbcessing fee
equal to %0.3464f the value of the imports, not to exceed $485. FTZs,an estimated 3461 must als
be filed prior to the start of the week if the zone is filing weekly entries.

1 Form 7501 i the official entry form declaring tariffs owed (together with payment) within 10 days.
Additional for FTZ Users:
1 Form 214 for admission of goods into an FTZ.

1 Form 7512 (automated irbond form) for the irbond transfer of goods to, from, or between zones @
for manipulation or storage, or out of the country for export. (Bond guarantees that money has bee
set aside to pay tariffs owed, reflects the value and the volumed he car go, and
value of the goods)

Source: CBP, ForeigiTrade Zones Manual, p. 203, and discussions with the U.S. FTZ Board and the Censt

Table A -2. Key Data on U.S. FTZs, 1993, 1997, and 2010-2012

1993 2000 2010 2013 2018
Employees in Zones 292,000 340,000 320,000 390,000 440,000
Active FTZ Projects 122 145 168 177 195
Firms Using a Zone 2,700 2420 2,400 3,050 3,300
Total domestic and foreign Merchandis $104 $238 $534 $836 $794

Received (Current $ Bil.)

Source: U.S. FTZ Board, Annual Reports.

Note: Between 2000 and 201&e number of active zones increased but the number of firms using zones
decreasedfrom 3,600 to 3300). However, it has also resulted in an increase in employment (84@000to
440,000) andhe current dollar value of merchandise receivedzones tripled

Aut hor |l nf or mati on

Liana Wong
Analyst in International Trade and Finance

Acknowl edgment s

This report was originally written by Mary Jane Bolle and Brock Williams, CRS Specialists in International
Trade and Finance.

Congressional Research Service 27



U.S. Foreign-Trade Zones: Background and Issues for Congress

Di scl ai mer

This document waprepared by the Congressional Research Service (CRS). CRS serves as nonpartisan

shared staff to congressional committees and Members of Congress. It operates solely at the behest of and

under the direction of Congress. Information in a CRS Report shotlerrelied upon for purposes other

than public understanding of information that has been provided by CRS to Members of Congress in
connection with CRS’s institutional role. CRS Report s
subject to copyght protection in the United States. Any CRS Report may be reproduced and distributed in

its entirety without permission from CRS. However, as a CRS Report may include copyrighted images or

material from a third party, you may need to obtain the permissgithe copyright holder if you wish to

copy or otherwise use copyrighted material.

Congressional Research Service R42686 - VERSIORS - UPDATED 28



