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A

CALL OF
DUTY-FREE

MILLER: THE MOSES OF THE FOR-
EIGN TRADE ZONE MOVEMENT
Streamlining applications means “the
binder business has gone away."

SMALL COMPANIES TO WIN BIG-COMPANY ADVANTAGES

[BY WILL SWAIM]

QU KNOW
THOMAS
JEFFERSON

as an American
founder, a
president, a
thinker and
inventor. You might also know that
he was a major Virginia planter, and
it's reasonable to speculate that his
appreciation for the natural cycles of
the earth shaped his observations
about government. Writing a couple
of centuries ago—about the time the
White House was taking shape in a

swamp, before he became the nation’s
third president—Jefferson noted that

the “natural progress of things is for
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liberty to yield and government to
gain ground.”

Once they get power, in other
words, governments almost never
voluntarily relinquish it. Governments
grow. So what to make of the recent,
radical deregulation of the federal
foreign trade zone program?

“I've seen things happen in the
last four years that I've never seen
before,” says Adrienne Turner,

FTZ administrator for the city of
San Diego. “It's amazing. I've seen
remarkable things.”

Listening to Turner and others is
like hearing of a Greek god unbound.
They speak of their surprise in the
speed of the changes, and the fact

that those changes were kick-started
by President Barack Obama, a man
more noteworthy for his expansion

of federal authority over healthcare
than for aggressively trimming
government red tape. They talk of
their astonishment at seeing federal
officials slash the application required
of companies eager to expand their
exports through the FTZ program but
daunted by the prospect of getting too
close to government. They describe

“FROM THE CASH-FLOW SIDE.”

Wheat Group CEO Chad Grismer opens the firm's
Foreign trade zone warehouse with former San
Diego Mayor Jerry Sanders, November 2012,
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a White House-backed requirement
that the major federal bureaucracies
(Commerce and Customs) overseeing
the FTZ process limit actually
working together.

And they note the subsequent
skyrocketing performance of
American companies that take
advantage of a process that may seem
at first absolutely inconsequential.

Mostly, they all seem completely
shocked by the very recognition that
this administration reversed what
Jetferson called “the natural progress
of things,” that in the case of foreign
trade zones, government got it right.

TO UNDERSTAND THE CLEANUP
AND WHAT IT MEANS FOR YOU,
it’s best to go back about 80 years.
In the late 1920s, with the world
economy slipping into recession,
many nations responded by erecting
tariffs and drafting trade laws to
shield their native industries from
competition. In the U.S,, that shield
appeared in the form of the now-
notorious Smoot-Hawley Tariff
Act of 1930.

Historians agree that Smoot-
Hawley—named for Willis Hawley,
a congressman from Oregon, and
Utah’s Sen. Reed Smoot—triggered
a dramatic decline in global trade.
By some calculations, the act that
bears their name raised tariffs on
a few thousand U.S. goods; more
conservative estimates put the
number at several hundred.

Confronted with a massive
increase in the tariff on goods shipped
into the U.S., foreign governments
retaliated. Canada raised tariffs on
30 percent of all U.S. exports into
that country. Great Britain, “the
bulwark of free trade, tried its best to
resist,” one historian has observed.
“But the impact of the U.S. tariff
proved too much for it to handle.
Saddled with debt and faced with a
vanishing market for its goods, Great
Britain had to resort to protection in
1931.” France, he notes, “eventually
reacted to the collapse of trade with a
particularly devastating

quota system.”

Historians disagree about whether
Smoot-Hawley drove the world into
a global depression or was merely
one of myriad contributing blunders.
But most would likely agree with the
Economist. Writing in December 2008,
after the first shock of the second
Great Depression, the magazine
(which calls itself a newspaper) said
the U.S. tariff hilke “added poison to
the emptying well of global trade.”

If the Smoot-Hawley Tariff
Act seems dangerously stupid—
its disastrous yield somehow
inevitable—consider that many
countries went further still. In post-
1933 Germany, for instance, Adolf
Hitler declared that his country would
no longer cooperate in the global
economy; self-sufficiency (or autarky,
as it was sometimes called) seemed
somehow more heroic to the Nazi
Party than the prospect of sellers
and buyers meeting voluntarily in
the global marketplace—and seemed
a surer way to protect scarce cash
reserves. Germany, the Nazi party
decreed, would manufacture for
itself everything it needed. In the
short term, that produced something
like full employment. But when self-

HE'S IN THE ZONE

Obama has been the president with the
surprise inside when it comes to
slashing government regs around
foreign trade zones.

sufficiency failed to satisfy German
demand for jobs, land and some
products, Germans invaded and
looted their neighbors.

But until the war, for much of
the 1930s, Hitler's Germany looked
to many, including some in the U.S,,
like the brightest possible future, a
glorious new world of productivity,
efficiency and prosperity. By contrast,
soup lines curling around urban
neighborhoods seemed to indicate
America was falling behind.

In that world, American
companies began relocating business
units offshore, behind the rising walls
of foreign tariffs where they would be
treated as locals. They went native.
That produced further job losses
at home.

Prodded by Franklin D. Roosevelt,
Congress responded with the Foreign
Trade Zone Act of 1934.

It'd be great to report that the
act changed everything. It did not.

In fact, for the first several years,
foreign trade zones were little more
than real estate developments located
near ports of enfry. And for years
after the Second World War, when
the U.S. stood nearly alone in the
midst of fallen industrial powers—
Asia and most of Europe in ruins,
architecturally and sometimes
politically—foreign trade zones
seemed hardly worth the trouble;
U.S. products and services were
everywhere necessary and therefore
triumphant, and hardly needed the
slim advantages aftorded by a foreign
trade zone.

NOW WE COME TO THE POINT
IN THE STORY when things begin
to change radically, if over the
course of decades. With the rise of
Japanese and European competition
in the 1970s, thete was pressure
on the federal government to act.
U.S. companies looking to reduce
labor costs that constituted the
American dream and the seeds of
its own decline eyeballed offshore
manufacturing. By 1980, the feds
allowed companies in foreign trade

SEPTEMBER-OCTOBER 2013 GLOBAL TRADE 25


vdenney
Rectangle

vdenney
Rectangle

vdenney
Rectangle


sl oo e oo npnnent !1I'-!'-:i|Il'l:‘=.
e e e i pg v rlioong wtly nz:
< Foa | e —ic she Enal proc e
sk sl ppeel kol e

W Fannlrestl z r::-;_'|||l::.' in
bt Sdz b .
-t s s vnbes bl v
sy paple Fers ackp RTIA
docl e wised Le e scsng . nanathor
o jrs ey ol Uy
veha sl X hller, o v atksreey with che
Fliarn prebe sl el 1o thi
B s s e, R3dler <= e e
rlarme el to Cosphasiee mzwth Iilm
Sawoetleprez g le sorhe crarl s,

ST el 12 el aal
waands s BT s oy oz
ot Eanlier o the et ey
ol al T s kicks uliks
vocent cclaries, irs Measgs The weens
hnbeden, =y Poe accoli e, Al ad ks
to e pd ] gl Bk ol e ol g e
it Lol the st e s—zay s e " Rind
Jare] i e sith Chis s e el
clreals zires whnlzin law selwl al
e Lo ity o0 Yueina hawcl adwen
P el K5 Pigonn wea=ion Hue
Veonie Honse,

iller nes thy ] e TS o e
[ T R TR S T TR PRI I T
Forezpneing e bficl pae ticipsmd ina
b i bk 2 SEL kol Tire—

I P R Tl W W TR TG (D R
cEeal s e T of o legadles e
hive-cl E FHH auk eesdurlzmn b esingali s
L !'t|.'|i.| .,.-'-_-:unrr.uli-_-rn-. Y Fare s Fram
e 1125 O asleaes Seevre Hoen e pen )

2B GLuEAL TRADE IFL@ala-cl12E, <ol !

IM THEQLUGH YHE 0T DOOR
Whedb Gioun ae Lgbanss iov: 1em <o
b= Deny Canizvamil ie 3cnming s sil il
1800 1 Pag dolies

ul the Totiemn:y Dvepn o el zand e
Coarnrepee Departmest The i
worhien lakes & owana Mick, complex

T C T B T ] i I TR T B I e I B
t—-pzer g thir a compang =d: e hl
Lr o e e

e srcrnnlclanilzoge: 1T e,
wir'orl to cake Al antaes al b logreien
ool sane clasienatiue, 2o Ll o
it i ks 3 loreign crele 2o faciline

el re b el woin iz Bned b
cne ko b ) sas U ler A iy
Qe et bl hngy whold say W
bipee 2 piece o e e it neis o
P ez oar e by ianal s vznl sou fa
s i 1 won el e phive, o Ly 1
Lt Tu s el

Tlogge b prohleges Lhe tipne,
ey sareesns tao beceaals all nf
riGzelne] el Hhe nesel 12 Fal'y
e A e e i seerifi
aece shiealeslale i b rign
Lidcls mrnzs 1Pl eeare D ak ric e
IR iR,

Fhen canes e zeccrs G
Cepressinm= the fancialos byse al
Iale 2t el iy o e Jaresizien]
ard copwilar cells fas s o Fifls aa
L R

sl Dl entrsl offioe o

[y A2 ol joopaeclipn ey

skl g srelee ak, BLIe sz
bell o Cnzii i r cepan i n ks of
Crneonmere e [ lgne]e i mern
Caliers Tezaamy ol &Aer e
F-lr"!}'lll".llll)lq'r 1 oaltieclsd, e el
Fuly e o gl oy, 1 male
||'II:|:5_5- g fur |':"."III|.uI|ilr!!- |18 I ERE LN
P eisin tegnde o oo, 1x e oy
vesonlan o —aed ves e 1vau Lz Lall
Tosd sl v sty Tl L J LF RS PHIR S
Sy o inp

s W i W lulE e nne
eropilisries b oo an aelminestea-
P tharl ssevml:] Biseen,™ i BTl

Ule= i b e sy Jor the
While a2 o gosbings Ber iureen
brel o peform, Siller supmrsls
T o Lisaim o 2riermg e Do
mares bl small” Uaewee] by
sapit o e ralless il ogrameys
Irz 10zl slatd iz svcn—ns ovzt g
i =2 e TRl '|.|-:|£i."' £

iz was Lperancd guiz:le boeaass

||Ir'_.:. I RTEN T liE.. I Juml v 'L
B cleeal Toweas o el Hhive, alemes a
B g, Bl ey el 1hinn Lhat
nebody »cs poing oo gat ool
Al ieenn

SOl e sk an s rEs Inoger
Al ol vjsalo L sk I ey meprean
dvsanpe, vy b al sl buye
s bep o= ol e tisneng: ezt
wheb i was, e pouchiin't o
CEper e el

Irth. posdonn el <l e el fva el e
e cneier dhe paesd b e elakal
-.':'.||||.-.|||iq.-‘:.-\. = I'"E-"' Wiz "1 wurly
oL o thing aeal pasting anel meing
anhins wir con plelzdin 20012 e/l el
aresiiv el Frey Ban e the applicivier
arunese Tron e o s o 1e0
(PR [Tl o RO H R R T B N

|l veceive:d] FLE Bosrd
APl e nee el pnEs s
chiareibrcion verwer o e 120 ays"
Ge iy sl Ceac s Torner

LU T VT L T N ) B P
TERTE IR A T | ETRES e AT
appliczanicag had U e=hahils [hie
appleanseow e pralsble roee
Feeinchrs Sl Yoseils o Lanlins
Ao rthe i ensimegs i g
Ao | e epuestisis aee vinp o
et il '=-||r|.|=_|'|l.'[:‘:-| sl Ao the e
L BT I Bl [ T T 1T


vdenney
Rectangle

vdenney
Rectangle

vdenney
Rectangle


EVEN THOSE WHO BEGAN THE
APPLICATION PROCESS just
hefore the 2012 revamp felt the
tailwind of imminent change.

“It took us eight to nine months,”
said Paul Brown, CFO of The
Wheat Group, which picked up its
certification in November 2012.
“From what I'm hearing, it sounds like
it's a lot easier now.”

His San Diego-based firm
imports apparel and accessories it

manufactures (“mostly in China and

some in Indonesia”) for such high-

profile brands as Hurley, Puma and

Skull Candy. Most of the product

arrives tariff-free at the company’s

Otay Mesa, California, warehouse,

just north of the Mexican border—but

well within the service area of the city

of San Diego’s foreign trade zone.
Brown says the key advantage

is cash flow. Before certification,

his company “paid the duty right

on delivery;” following re-export of

those same goods—to cruise ships
operating in international waters,
for example, or to Canada—the
Wheat Group chased a refund of
the duty through byzantine federal
bureaucracies. Now, he says, there’s
no cash expense for duty. “The
product comes into the foreign trade
zone and leaves, but because it never
technically hits the U.S. there’s no
payment and so no refund request.
“We hired someone basically to

track all that, and we’re definitely
seeing great benefits from the cash-
flow side,” Brown says.

Then too there’s the faster speed
of Customs processing, Brown says.
Participating in the foreign tracle
zone, the Wheat Group submitted to a
background check. Its containers are

now fast-tracked through the Port of
Long Beach because “Customs knows
more about you. Our goods clear
through customs much quicker.”

As part of the deal, Customs
requires stricter accountability at
the company’s warehouse, of course.
Brown calls the federal agency “very
detail-oriented where inventory
tracking is concerned.” He’s not
complaining: The agency’s compelling
interest in the destination of all goods
moving through a foreign trade zone
forced The Wheat Group to step up its
inventory-management game. Simple
theft of merchandise, for instance,
is suddenly a federal offense. Lost
inventory is no longer just a nuisance;
it could jeopardize a company’s
certification.

Turner, the city’s foreign trade
zone administrator, points to The
Wheat Group’s experience as
evidence of even better things to
come. The slimmed-down app process
is bringing smaller companies—not
just the petroleum industry giants
who import crude and export
refined fuel.

“We're just very fortunate in
the FTZ world,” Turner says. “A
very forward-looking group of
people” looked at a system that was
“onerous,” “expensive” and “difficult,”
at “regulations that hadn’t been
updated for decades, and they found
the best way to improve exports is to
just stop the old, ridiculous
application process.”

In seeing that, we'd tell Thomas
Jefferson, we have seen a small group
of forward-looking people reverse
“the natural progress of things.”

I'VE SEEN THINGS HAPPEN IN THE LAST
FOUR YEARS THAT I'VE NEVER SEEN

BEFORE,” SAYS A TRADE ZONE INSIDER.

‘IT'S AMAZING.’
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