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LETTER OF TRANSMITTAL.
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Chairman, Commities on Commerce, United Stafes Senate.

Sm: In aceordance with youwr request of May 3, 1918, the Tariff Commismion respectfully submits here-
with & report concerning the policy of establishing free zones in porte of the United States, together with
comment concerning Benate Bill 4153, .

Respectfully,’
Unrren Sr. Tazrer Cx
F. W. Taveera, Thairmaen.
Taosas Wirrew Paar, Vice Chairman.
Davm J. LEws.




 PREFACE.

The act of September 8, 1916, oreating tha United Stal;ea Tariff C ission (sec. 702) decl

1t shall bo the duty of mid ission to i the jom * * * of the customs lawe of this country * * *,
to investigate the gperation of customns laws, * * * n.nd to submit reports of its investigations.

The duty of investigating the administration of the cusioms laws carries with it a consideration of the

bonded warehouse, bonded manufscturing warehouse, and drawback systems as instrumentslities for assisting
reexport in foreign trade. ‘The free zone, 85 an alternative and supplementary devics to this end, reguires con-
cideration. Specific request for investigation and report on this subject was made by the chairmen of the Weys
and Meana Committes August 16, 1917,

On May 4, 1818, the following request was also received:

Couurrree o8 GouMeeck, Ukrres Brares SENATE,
Waashingion, D. C., May 3, 1918,
Bimx: I s directed by the Commities on Commeres to refer to you tha inclosed bill, B. 4155, and to sequest you to furnish the coza-
mitten with such suggestions as you may desm proper toaching the merits of the bill snd the propriety of ita pamage.
I am,

Very respectiully,

Duwcan U. Fuwrcemn, Chatrman.
Hon. F, W. Tausara,
Chairman United Statey Tarlff Comdevion.

8. 4153 (identical with H. R. 108082) entitled *To provide for the astablishment, operation, and mainie-
nance of free zonea in the porta of the United States, and for other purposen,” was introduced in the Senate
March 21, 1918, and in the House March 20, 1018,

In the cqurse of the investigation—

Hearings were held in San Francisco, New York, and FPhiladelphia by bers of the ission;

Informstion snd date were sought through im by representatives of the commiseion in New
Orleans and Galveston;

A questionnaire was sent out to seversl hundred merchants and shippers;

Study was made of the history and working of the free porta or free zones in Europe and of the laws and
regulations controlling them;

Interviews ware had with those familiar with free zone practics; and

Information as to recent foreign development was secured through the Department of State.

Froma data thus obtained the following report ia compiled,




PART L

monméuuon OF A YREX ZOKE.

The word “free” in connection with '‘port” or
“‘gone” is apt to be middeading. It is proper to note,
thetefore, that the term haa no relation either to port
chargesor to any policy of ““free trade " or *' protection™
in thiscase. Conventional nomenclatursis in this casa
migleading. A “neutral” zone would be more prop-
erlvdescriptive. A fres port or free zone is a place, lim-
ited in extent, that differs from adjscent territory in
being exempt from the customs laws as affacting gonda
destined for reexport; it means simply that, as regards
customs duties, there is freedom, unless and unti] im-
portad goods anter the domeatic market.

A free zone may be defined as an isolated, inclosad,
and policed area, in or adjacent to & port of entry,
without resident population, furnished with the necss-
sary facilities for lading and ing, for supplying
fual and »lug’s stores, for storing goods and for veship-
ping them by land and water; an area within which

may landed, Bt‘{ll’B({, mixed, blanded, re-
packed, manufactured, snd reshipped without pay-
ment of duties and without the intervention of cus-
toms officials. Ti is subject equally with adjseent
regions to all the laws relating to public health,
inspection, postal service, labor conditions, immigra-
tion, and indeed everything excapt the cuatoms.

The purposs of tha free zone 18 to encourage and
axpedite that part of & nation'a foreign trade which ita
government wishes to free [rom the restrictions naces-
sitated by customs duties. In other worls, it aima
to foster tho dealing in foreign da that are im-
ported, not for domestic consumption, but for resxport,
to foreign markats, and for conditioning, or for com-
bining with domestic produets previous fo export.

Although the fres zone is naturally conceived to ha
on deep water, and is commonly regarded as in many
waye an extension of the open sea, there is none the less
a possibility of its estab] ont in an intarior loea-
tion where rail and inland waters may bring about the
mmb]inf of foreign and domestic goods deatined for
export. It is portinent to note that Switzerland is
contemplating the establishment of 8 fres zone ak
- Basle,which ia close to theindustrial districts of France,
Italy, Austria-Hungnry, and the Empire,

THE POLICY OF THE UNITED STATZS.

The policy of the United States hasno heen unfavor-
abls to the kind of commerce that the free zone ia de-
B%::)d to promote. On the contrary, it has been tho
obvious intention of the Government bo relisve reex-
port trade from the restrictions incident to the admin-

bhppmdis, p. T8

istration of the tariff and customs laws, and to that
end three institutions have been devised,

{1) The honded warshouse, where goods in-
tanded for resxport may be entered and
held free of duty.

{2) The bonded manufacturing warehouse,
where without payment of duty im-
ported goods may bo handled, altored,
or manufactured solely for export, either
with or without the admixture of do-
mastic matarials and parta.

{3) The drawback, which is & repayment of 99
per cent of the duties paid on imported
goods when they are exported.

The provision and retention of these three devices
show eloarly thet it has not been the purpose of the
United Staies Governmont to place unnecessary ob-
stacles in the way of jts eitizens when angaged in intor-
nationa) trade. That such obstacles havo arisen is
due {o the fect that the three devices mentioned were
inadequate wholly to relieve foreizn commerce from
the regulations and restrictions placed upon the im-

riation of foreign goods for domestic consumption.
R)woulll therefore involve no change of policy to sup-
plament thesa davices by & system of free ports or free
zomes auch as have proved aingularly offective in other
countries,

INADEQUACY OF BORDING AND DREAWEACK.

Thera are certain festurss in the present bonded
warchouss and drawhsck systems which detract from
their usefulness in faciliteting foreign commerce.
Boms of thesa festures are inherent in the nature of
the case; others consist of seemingly unnecessary
hurdships whick ean be ameliorated by a revision of
tha customa lawe and the regulations actompanying

anm.

In aceordence with the mandate of the law cmatin;
the United States Tanff Commi we have stud
the customs administrative laws, to the end of se-
curing simplification and granting relief from what
sepmns ynneaessary procsdurs, and reportad on August
26, 1918, our findings and recommendations. In so
far aa suggeated in that t affect, the pro-
bonding and drawback stiention is
called 1o the footnotes herein.

Tha purposes of the bonded storage warshouse are to
relieve importers from the payment of duty on forei
products that in unchanged formYare destined for
resxport, and also to permit the postponement of
‘paymeet of such duties until the time when, during a

aricd of three years the owner desires to remove
them. It cen not aid in expediting the entry and
]




10 FREE ZONES IN PORTS OF THE UNITED STATEA.

clearance of shipping or the handling of merchandise,
for vessels must submit to the same formalitive and
requirements, whether they bring dutiable goods or
goods to be placéd in hend, and the goods themeelves,
whatever their destination, must be valued, sempled,
weiﬁed and tested before removal from the dock.
Much of the delay necessarily incident to the proper
sssessment of duties on importa for domestic con-
sumpt.i?:i i.e equally imposed on goods destined to be

(a) To t the public ravenue from unauthor-
ized entry of goods into domestic trade, the awner of
tha po recedure, to

s is re%uimd. under present e, t
Fiva ond in double the amount of the duty, which is
orfeited if tha goods aro stolen, lost, destroyed, or
fraudulently removed.?

(3} Even dreysge between dock and warehouse
must be done under bend.

(¢) In addition, from the time they enter port until
they are reshipped the goods are under constent
customs control and supervision.

(d) While in the warchousa thay must bn.ci)lmed
and arrenged in accordance with cortaim woll-defined
regulations, so that they may 2t any time be checked
%)nﬂd insp&c:ed_by special agents of the Tressury

ang.
¢} Permits must ba obtained for their reception
and delivery, and strict accounts must be kept of all
warohouse transactions.

(f) Excopt during the usual business hours the
warchouse iz closed by & Government Jock, and to
enter it at any other Ume requires special permission
and payment for the overtime presence of ‘a customs
agent.

gﬁ(g) Handling, scrting, mixing, or repacking of the
ooda is uhgbimd; only where serious damago is

restoned can the original packags be opensd, and
even thon it must bo done by aspecial permission and
under customs supervision.'

(h) Subject to thoso rogulatioms, the oxpanse of
which it should be noted js mede & ¢h upon the

ds, an owner may leave his merehandise in bond

or three years, but at the end of that time if duties
are not paid they ars considersd, to uss a technical
oxpression, as ‘‘abandoned to the Governemnt,” to
be sold l:‘y the Government. accruing charges and
d d and the ining proeceds turnoed

ovor to the ownar,* ’
. The usofulness of the bondod warehouse is eorne-
times further restrictad by the tariff practice of the
country to which bonded goods are roaxported.
Thus, the Canadian law treata gooda that have heen
held in American bonded warebouses exactly as if
they had i Ameri | i ce.

! In the case of a ship tandiog part of [ts ca
drairing {0 continoe its v mrﬂht e
the udmmlﬂmamm

3 port having part of s curen dustned for rshtp,

throagh it Tafsavsios, i toeoaly wot o roctgpa Lt ¥

1 ravl i5a custazs Luws rathevm the owner ol the of

this apecl! mgmmphumnmdlumummm for wale-
e .

[pusnds sgulnst much remova)

i The reviuon proviges islan o Ixing, Blendin,
el g,  hd Gutaly ey pet L o i
{three-ymar term under war or auy otber amergency.

mmamrimncustnm!rndmd
e remislndor of ita cargs to a forsign port,
of mach dutlable goods en routs & lmple

When imported from this country to Cansda, such
goods are nssessed for duty at the foreign value in-
creased Ehy the amount of the duty they would have
paid if they had entered the United States for do-
mestic copsumption, The effect of this regulation
finde illugtration in the business of & certain American
dealing in foreign embroiderice. In order to fill

» Canedian order, this firm found it necessary to
from s bonded warshouse in New York to
ngland where the goods were reinvoiced and thence

shipped direct to Canada.

BONDRY MANUFACTURING WAREHOUSE.

The mere statement of the regulations mﬁdmt}iy
indicates the limited usefulnsss, o far as export trade
is concerned, of the bonded storage warehouse. Even
toore stringent ere those n]ppI ngl to the bonded
manufacturing warehouse. In Exe atter institution
foreign materials may be entered frea of duty and
worksd up into manufactures ready for consumption.

(@) Production can be carried on in such 2 ware-
house for export only. With a few e‘pecin] excoptions,
the output can not be disposed of in the domestic
market, even on payment of duty! The most im-

ortant exesptions zre metal from ore smeltad in
gond, and cigars “made in whole from tobacco
imported from one country.” Minor exceptions are
found in a provision for the entry of Mexican pens, or
Garbanzo, which have been cleaned at such ware-
houses, and in the parmission to sell for domestic con-
sumpticn by-preduets and waste arising in the menu-
facturs of goods for export, provided duty is first paid
on(;l).lc]l; B}rtidei as if imported from abrﬁad. i
org nning operations the etor
must fils with Lﬁ?’f&enﬂury Department &nsl;;ﬁrh the
collector of customs s atafement of all the articles he
intends to manufacturs, giving ths names of the
iclos, the exact kind and quantity of ingredients,
and the formula of mannfacturs, and ha must adbere
rigidly to the formule set, forth.

{c) Ho must alse give bond in double the value of
tha goods he intends to produce.

{d) From beginning to end materials and operations
aro under strict customs supervigion. A multitude of
restrictions make the procedure intricate and expen-~
give, and tha penalties for violation ara very heavy.
Only in the most highly standard.zed industries is it
possible to avoid frequent disputes and misunder-
standings. s
DEAWBACK.

The law suthorizing what is known as drawback

garmita nnrimsortm, mstead of placing his goods in
ond, 10 p uty on their entry and then to draw
back from the Treasury on their reexportation 99 per

cent of the amount paid. This provision, of course,
can not any morg than the bonded warshouse relieve
commerce from the delays and ot incident
to custoras enforcement. The intent of the law is to
aid production for fcreign markets by relieving from
customs dues imported materials that are manufac-

3 The rgvision Lt withdrawsl I thon of
‘“wmm wa | for eonsumption of il goods proe
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tured or finishad in this country and then shipped
sbroad, But the relief thus afforded, except in the

sugar and tin-plate industries, has been relatively
smpll, 85 may be seen from the following table:

Printipul imporied articlas wied in the manyfaclurs of rlicler exporied upon which drawback war paid.

[For years soding Jane 50.]
Tarltt st of 1OT. T set of 1900 Torldl sat of 1013

oant e oot ok cent oun ot oent
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It is obvious from these figuros that scorea of indus-
tries in this country that now use foreign matsriala 1o
produce goods for export do not_exercise the drawback

privile%e atall, The reason is that, for t.hqgevunl.i(m
of fraud, the privilege is sc ad about with exacting
and intricata regulations that the amount of the draw-

back very often does not pay for the labor and cost of
eollecting it.
(a) To prove the identity of goods on which draw.
back is claimed requires & minute checking of imported
ta entering mto the manufacture, with the right
and offentimes with the need of examining inwo
factory ament sometimes threatening the dis-
closure of tradp secreta of importance. So complicated
is the procedure in meking claim and proving identity

that many producers do mot find it worth while to
l‘]i:pxy for whack ot all. Large-scele industrios
ike sugar refineries and those compelling the use

large quantities of tin plate, go to the expense of
employing experts permanently to look aftor thelx
drawback interests.

(3) Evary step must be taken subject {o customs
inspection, and oaths are required from importers,
superintendents, and exporters.

(¢) Even after reshipment, before drawback can be
recoverad, evidence must be given of the actual land-

of the goods in a foreign country.’
m{d} At beet, under the smoothest operation of the
law, that part of the owner's eapital advanced in pay-
ment of duties is tied vp incﬁa Treasury from t.ge
time the goods are imported until 30 days after they
are reshipped.

ILLUSTRATIONS OF THE INADEQUACY OF THE PRESENT
BYSTRM,

At the hearings conducted by the Tariff Commis-
sion and in the replies to its questionnaire numerous
instances wore adduced illustrating the inadaquncge:g
the bonding and drawback system, To a few of ¢
sttention may be here directed.

Rioce milling is an industry for the successful proge-
cution of which all conditions appear to be faverable

in the Unitad States except s sufficient supply of raw
material. Tha industry is now limitad almost entiraly
to the preparation of d tic product for do-
mesliiu oonsumgtion, and this does not furl::;}: full
employmeni. It reguires expensive speciali ma-
chil;ar?::d much skilled labor that m‘il’st be engaged
by the year. But testimony was presented showing
84 the largest mills are idle much ug the time, bacause
the domeatie crop can keep them in operation for onl
half the year. Eforts hava been made 1o use the i
months 1n ¢leaning and milling oriental ries, the eulm)iy
of which is very large, for resxport to the West Indies
and Spanish America. To do this work profitably the
rice must be imported in full ahips’ cargoes and handled
in bulk through grain elsvators.” Thase cargoes usually
are shout 6,:;%3 tons, and as thers is an average duty of
cne-half ceut & pound on rice, the duty that must be
paid on & full cargo is $80,000. The importer, of
courss, would be enfitled to a drawbecl on such quan-
tity of the rice as was reexported; but it was the
uranimeus testimony of the mill ofcials interviewed
that the businesa to be diseontinued because of the
giﬂiflﬂty, delay, and expsnse of securing the draw-.

ack.

Again, it was found that imported flowers and feath-
ars und rmitation feathers are extensively used in this
country for trimming women's hats, the model or
frame of which a an article of domestic production.

Panama and imitation Pansms hate for the use
of both mer and women are imported from Central
and South Americe aod finished 1n the United States
with the use of dowestic materials, The industry has
been almoat eotirely limited to suppl{ing the domestic
markst, for our manufacturers have found themaelves
hampered in com%e for foreign markets by the
resirictions of our oﬁg and drawback system.

The effect of these systems on dealers in highly
finished goods is parbaps best seen in the case of ﬁm
snd embroideries, These are manufactures for which

ish America offers & large snd luerstive market
which_herelofors has been almost entirely supplied
from Ewrope. Commodities of this character are apt
to be included wn the same order with a variety of

t Under the rerision of (he customs lews, the pertifioate
Bty o e Tooaeury i o o i prvcsdre

other goods, and the order naturally goes to the dosler
who can fill 1t as » whole at the lowest price, in the



