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|. Introduction

In 1998, the Dominican Republic experienced its third consecutive year of real GDP growth of
over seven percent, bringing its 1996-98 average to 7.3 percent. This was the highest growth rate
in the western hemisphere, and was achieved despite the devastation of Hurricane Georgesin
September of that year (which caused close to $2 billion in damage) and an ongoing political
crisis. The growth rate was due largely to the remarkable growth of the free zone sector (7.4
percent in 1998 and 10.6 percent in 1997), which is now the fastest growing sector of the
€conomy.

Few would have predicted this state of affairsin the years following the civil war of the mid-
1960s, when sugar was by far the idand’s most important commaodity. Y et, since this time the
succession of Dominican government has not pursued, by any means, aggressive or far-reaching
economic or political reforms. However, even in the context of import substitution policies, it has
encouraged consistently and supported both exports and foreign direct investment through a
continually expanding and improving free trade zone program.

This paper investigates the free trade zone sector of the Dominican Republic, studying its
characteritics, the domestic and international environment (economic as well as legidative) in
which it operates, its strong points and shortcomings, and its impact on the domestic economy.
The discussion is organized as follows. Section Il presents a brief overview of the growth of the
free trade zone sector in the context of the country’s economic development over the past three
decades. Section Il profiles the zones and the firms operating within them. Because the U.S.
market is central to this sector, areview of relevant U.S. trade legisation and its impact on
Dominican exports is presented in Section V. Section V examines and eval uates the operating
environment of the Dominican Republic (specificaly , its free trade zones) based on important
criteriafor exporters. Section VI evaluates the impact of the free trade zone sector on the
domestic economy, and Section VI concludes.

[l. Historical Context

Although U.S. manufacturers began shipping cut pieces of fabric to the Dominican Republic
(D.R.) and Haiti beginning in the 1950s, it was not until 1969 that the first free trade zone was not
established. It was located in La Romana (in the east), and was built and managed by the U.S.
multinational, Gulf and Western Corporation. The second free trade zone was built in San Pedro
in 1972, and the third in Santiago in 1973.

During the 1970s, the idand largely pursued policies of import substitution. The oil shock and
decreased sugar output caused adecline in the D.R.’sterms of trade, and caused a shift to
domestic subgtitutes for necessary imported goods. In 1981, the U.S. began to severely reduce its
sugar quotas, and in 1982 the second oil shock hit. These factors, combined with import
substitution policies, caused major economic problems such as the complete depletion of foreign
exchange reserves. The overvalued peso and high minimum wages also meant that by 1983, the
free trade zones had attracted only about one hundred companies.

In 1983, the International Monetary Fund (IMF) imposed a structural adjustment program and a
currency devauation. This caused a dramatic increase in the number of firms and the number of
workers in free trade zones. In 1985, economic growth began to pick up again, largely as aresult
of (mostly foreign) investments in free trade zones and tourism. The Caribbean Basin Initiative
(CBI) ingtituted under the Reagan administration in 1983 also gave a push to Dominican exports
during the 1980s. The value of Dominican exports increased by an average of amost 10 percent



each year between 1983 and 1988, despite the impact of the U.S. sugar quota policy. Free trade
zone exports alone grew by almost 187 percent during this period, from almost 19 to amost 37
percent of total exports. (Seetable 1.)

Table 1. Total exportsand free zone exports, 1980-98.
(FOB Millions of USD)

Year Total Zone % of Year Total Zone % of

Exports | Exports| Total Exports | Exports | Total
1980 1077, 117 10.9%] 1990 1583 839 53.0%
1981 1312 128 9.8%] 1991 1712 1053 61.5%
1982 912 155 17.0%] 1992 1759 1194 67.9%
1983 962 181 18.8%] 1993 3113 2609 83.8%
1984 1066 196 18.4%] 1994 3342 2716 81.3%
1985 950 215 22.6%] 1995 3665 2907 79.3%
1986 973 244 25.3%] 1996 3943 3107 78.8%
1987 1041 332 31.9%] 1997 4613 3596 77.9%
1988 1418 52(Q 36.7%] 1998 4989 4100 82.1%
1989 1667, 735 44.2%) 1999

Source: Banco Central de la Republica Dominicana. Obtained from Informe Estadistico del Sector de
Zonas Francas, 1998 and the EIU, 1999.

The growth rate of free trade zone exports has continued unabated since that time, and they now
account for over eighty percent of the idand’ s total exports and approximately 3 percent of GDP.

Despite the fact that free trade zone growth did not begin until the mid-1980s, the Dominican
Republic was the world' s fourth largest export processing zone economy by the late 1980s, in
terms of both number of firms and employment. It has maintained this position ever since. Thisis
shown in table 2.

Table 2. Countrieswith the largest number of EPZs, 1997.

Country No. of EPZs
United States 213
China" 124
Mexico 107
Dominican Republic 35
Philippines 35
Indonesia 26
Honduras 15
Kenya 14
Turkey 11
Colombia 11

Source: International Labor Organization.
Y Does not include special economic zonesin China.



During the 1980s, however, the government continued with policies of import substitution in the
rest of the economy, including tariff and non-tariff protection and multiple exchange rates. In
June of 1988, the government instituted once more a mgjor devaluation of the currency, and in
1990 it began implementation of a stabilization program and important structural reforms. These
reformsincluded a major tariff reform that smplified the tariff structure, reduced the maximum
tariff level (to 35 percent), and replaced all quantitative restrictions with tariffs. It also passed the
Free Trade Zone Law 8-90, which combined all free trade zone legidation in one act, and gave dl
administrative responsibility to a single government agency. Multiple exchange rates were
removed in 1991. By 1993, only in Mauritius and Singapore did free trade zones account for a
larger share of total employment (Kaplinsky, 1993).

The Dominican economy had stabilized by 1995, when the Dominican Republic became a
member of the World Trade Organization (WTO). Free trade zone activity continued to grow
during this period in terms of exports, number of firms, and total employment. This occurred
despite the appreciating Dominican peso, the implementation of the NAFTA agreement with
Mexico, and the deval uation of the Mexican peso. The growth of the free trade zone sector, both
in terms of number of plants and total employment, from 1969 to 1998, is given in table 3.

Table 3. Number of parks, companies, and employeesin the free trade zone, 1969-1998.

Year Parks Companies| Employees | Year Parks Companies| Employees
1969 1 1 . 1984 3 120 25,657
1970 1 2 126 1985 3 136 30,902
1971 1 5 362 1986 4 156 51,231
1972 2 10 1,675 1987 8 199 66,012
1973 3 15 1,826 1988 13 220 83,815
1974 3 22 3,244 1989 19 299 122,946
1975 3 29 5,872 1990 25 331 130,045
1976 3 3 6,673 1991 27 366 135,491
1977 3 39 8,975 1992 30 404 141,056
1978 3 48 11,545 1993 3 462 164,296
1979 3 61 14,160 1994 32 467 176,311
1980 3 71 16,440 1995 3 469 165,571
1981 3 Va4 18,137 1996 36 436 164,639
1982 3 87 18,721 1997 40 446 182,174
1983 3 101 19,255 1998 43 496 195,193

The free trade zone sector is now the fastest growing sector in the economy. Although agriculture
was hit particularly hard by the hurricane, endured a drought in 1997, and experienced problems
with the state sugar company, the free zone industry grew rapidly enough for the Dominican
Republic to achieve remarkable growth rates during this period.”

3 Reportedly, although certain free trade zones were hit by the hurricane, production was able to shift
rapidly from damaged zones to those that were not hit, which limited the impact of the hurricane on this
sector (The Economist Intelligence Unit, Second Quarter, 1999).



[11. Profile of the Dominican Free Zones.

This section will profile the Dominican free trade zone environment in terms of the distribution of
ownership, export markets, sectors, demography, and geography.

Ownership Distribution

In the early 1980s, U.S. firms comprised eighty percent of the firms in Dominican free trade
zones. Today, dightly over half of free trade activity is owned by the U.S,, ether in terms of total
number of firms or in terms of total investment. The interesting trend, however, has been the
considerable growth of domestic participation. By 1998, domestic investment had increased to 20
percent of the total, and amost 30 percent of the total operations were owned domestically. South

Korea and Taiwan are also magjor investors in the zones, as they take advantage of cheaper labor
and Caribbean quota levels, which are generaly higher than those in Asia. Table 4 shows the
digtribution of ownership by number of firms and total investment level in 1998.

Table4. Principal sources and amounts of capital to the zones, 1998.

Sour ce Country No. Firms % of Total Sour ce Country Investment |Investment asa
("000 RD$) % of Total
United States 249 50.2%| [United States 6,208,379 53.4%
Dominican Republic 147 29.6%| |Dominican Republic 2,388,968 20.5%
South Korea 32 6.5%| |South Korea 1,735,274 14.9%
Panama 11 2.2%)| [Taiwan 369,000 3.1%
Taiwan 8 16%| [Panama 230,125 1.9%
Puerto Rico 5 1.0%| |Cuba 162,500 1.4%
Italy 5 1.0%]| [Holland 108,540 0.9%
Other 39 7.9%| |Other 407,145 3.5%
Total 496 100% Total 11,609,931 100%

Source; Informe Estadistico del Sector de Zonas Francas, 1998.

The domestic economy in the Dominican Republic is still largely protected by tariff and non-

tariff barriers to trade. However, the strong presence of Dominican owned firmsin the zonesis
clear evidence that they are capable of competing in the international marketplace without
protection, if given a*“level playing field.”

Distribution of Export Markets

The United States is by far the most important market for Dominican exports, followed by Puerto
Rico. (Seetable 5.) Aswill be shown in the following section, this has meant that U.S. trade
policy has alarge impact on free trade zone activity in the Dominican Republic.




Table5. Ten major free zone export destinations, 1998.

Country destination No. of firms Percentage
United States 389 78.4%
Puerto Rico 36 7.3%
Dominican RepublicY 36 7.3%
Canada 29 5.8%
France 18 3.6%
England 17 3.4%
Spain 16 3.2%
Germany 16 3.2%
Switzerland 12 2.4%
Italy 10 2.0%

Source: Informe Estadistico del Sector de Zonas Francas, 1998.
Y Products supplied from one company to another in the zonesare considered exportsin thistable.

In our study, 11 of the 17 firms surveyed shipped 100 percent of their product to the United

States, with two more shipping over 90 percent.* In 1990, Mathews surveyed 46 firms and found

that only one did not ship its output to the United States (Mathews, 1992).

Sectoral Distribution

The free trade zones are dominated by the garment industry. As shown in table 6, textile and

appard firms made up 60 percent of the firms operating in Dominican free trade zones and amost
70 percent of total employment. Its proximity to the U.S. market, specifically to the mgor textile
centersin Virginia and Georgia, gives the Dominican Republic an advantage in this field.

Table 6. Number of firms, employment, and investment by industry, 1998.

Industry No. Firms % Total Employees % Total Investment” % Total
Textiles 293 59.1% 135,634 69.5% 6,222,432,647 53.6%
Tobacco 32 6.5% 17,736 9.1% 1,467,037,545 12.6%
Electronics 28 5.6% 9,121 4.7% 1,256,259,357 10.8%
Medical Products 12 2.4% 3,960 2.0% 789,244,823 6.8%
Footwear 25 5.0% 13,291 6.8% 606,953,261 5.2%
Services 27 5.4% 4,097 2.1% 410,680,416 3.5%
Electric Products 2 0.4% 1,965 1.0% 309,199,197 2.7%
Jewelry 16 3.2% 2,655 1.4% 119,881,156 1.0%
Luggage . e 1,876 1.0% 95,000,000 0.8%
Leather Goods 6 1.2% 995 0.5% 85,129,105 0.7%
Plastics 4 0.8% 80,805,734 0.7%
Metals 5 1.0% 34,134,543 0.3%

Source: Informe Estadistico del Sector de Zonas Francas, 1998.

1/ Investment in RD$.

“ Of the remaining, two shipped to Europe, one to Canada, and one supplied other firmsin the free trade

Zones.



Production Characteristics

Operations of the firms in the Dominican zones are overwhelmingly labor- intensive, light
industry operations. Firms typically have low capital labor ratios, low value added, and are
engaged in routine assembly processes. In our survey, every firm engaged in assembly operations,
although afew had a small manufacturing component to their operations. Mathews 1990 survey
of 46 firms found that two thirds engaged exclusively in assembly operations.

Often, free zone firms operate as cost centers for larger firms, or on subcontracts. In these
subcontracts inputs are often not purchased—meaning that firms are a source of labor only—or
inputs are not purchased at “arms length” prices. A 1990 survey of 63 companies found that all of
them produced under a subcontract and none sold products under its own name (Rhee, 1990, in
Kaplinsky). Our survey confirmed these findings. Eleven firms produced goods on a subcontract
for another or severa corporations; four produced their own products for sale, and two operated
asadirect divison of aparent company (one of which was a Puerto Rican twin plant). Nine firms
operated as profit centers and eight operated as a cost reduction center.

In our survey, eight of seventeen firms purchased their inputs, and the average percentage of total
costs comprised by input purchases was only thirteen percent. In Mathews' survey, of those that
engaged in assembly or in a mixture of assembly and production, only half purchased their inputs.

The wage hill in our survey was 45 percent of total operating costs on average and capital and
overhead was 20 percent.” Although these calculations are rough, they indicate broadly a
capita/labor ratio of just under one half. Mathews's survey found that for firms that did not
purchase their inputs, the wage bill was about 65 percent of total costs. For those that did, the
wage bill was almost 49 percent of total costs.

Demographic Distribution

The wide mgjority of workers are unskilled or semi-skilled labor, and the wide majority are
female. In our survey, labor accounted for 87 percent of total workers, on average® For these
positions, four firms required no education at all, an additional four did not require formal
education but required the ability to read and write, six required an elementary education, and
three required a secondary education. For supervisory positions, the requirements were dightly
more demanding: eight required elementary education and four required college or technical
school training. Mathews found that an educated abor force ranked only ninth on the list of
important advantages for locating in the Dominican Republic.

Free trade zone employment is largely female, especialy in the unskilled laborer positions, where
females are close to 60 percent of the labor force. They aso represent 35 percent of total
technicians. Table 7 shows the female participation rate by occupational category.

® Taxes, transportation, and land rental were 5 percent each.
6 Supervisors or technical workers were 6.7 percent, administrative staff and management both averaged
about three percent of total employees.
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Table7. Gender of zone employees by occupation, 1998.

Occupation Total employees Males Females Percent Female
Laborers 175,338 72,342 102,996 58.7%
Technicians 13,689 8,839 4,850 35.4%
Administrators 6,166 3,301 2,865 46.5%
Total 195,193 84,482 110,711 56.7%

Source; Informe Estadistico del Sector de Zonas Francas, 1998.

Although the textile industry is seen traditionally as “women’s work,” for the most part there does
not seem to be a significant difference in female participation rates across industry types. See
table 8. However, jewelry production has the lowest percentage of female participation (35
percent), which might be because this industry has a longer artisan tradition in the country. Of the
managers in this survey that were asked this question, none said that they had a specific gender
preference.

Table8. Gender of zone employees by industry, 1998.

Type Males Females % Female Total

Textiles 57,767 77,867 57.4% 135,634
Tobacco 7,520 10,216 57.6% 17,736
Footwear 6,974 6,317 47.5% 13,291
Electronics 3,320 5,801 63.6% 9,121
Services 1,955 2,142 52.3% 4,097
Medical Products 756 3,204 80.9% 3,960
Jewelry 1,750 905 34.1% 2,655
Electric Products 756 1,209 61.5% 1,965
Luggage 1,187 689 36.7% 1,876
Leather Goods 581 414 41.6% 995
Other 1,916 1,947 50.4% 3,863
TOTAL 84,482 110,711 56.7% 195,193

Source: Informe Estadistico del Sector de Zonas Francas, 1998.

The relative decline of the sugar industry, a traditionally male-dominated occupation, as well as
the rising importance of the free zones have meant that women are increasing their participation
in the Dominican economy. Female economic activity in the Dominican republic more than
quadrupled from 1960 to 1990, rising from 9 percent to more than 38 percent of total employment
(Safa, 1994).” In her 1992 sample of women workers in export manufacturing, Safa found that 38
percent considered themselves to be the mgjor economic providers of their households.

Geographic and Ownership Distribution of Free Zones

Most free zones and companies are located in the northern part of theidand. Thisis close to
Santiago, the island’ s second largest city, and the home of the first established park. As aresullt,

" She also found that found that fertil ity levels declined markedly over this period.
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there is a qualified workforce nearby and adequate infrastructure. In addition, the principal
Dominican investors in the free zones have been from the north, especialy Santiago. Finally, the
fertile land in the north areais well suited to tobacco growing, and in some free zones tobacco
manufacturing is the sole activity. Table 9 shows the geographic distribution of zones on the

idand.

Table 9. Distribution and type of parksin the free zone, 1998.

Geographic Zone No. Parks No. Companies | No. Employees

North 18 214 91,327,
South 8 74 23,748
East 8 105 45,651
National District 6 92 27,580
Northeast 2 11 6,887
Southeast 1 0 0
Total 43 496 195,193

Source; Informe Estadistico del Sector de Zonas Francas, 1998.

Most companies are located in privately owned parks. These tend to be more upscale and offer a
greater variety of services. They are also more expensive. The differences between private and
public park administration is explored in table 10.

Table 10. Distribution of companies and employees by type of park, 1998.

Type of Park Companies Employees
Number Percentage  Number Per centage
Private 214 43% 71917 3%
Public 166 33% 64319 3%
Mixed 91 18% 50632 26%
Specia Zones 25 5% 8325 1%

Source: Informe Estadistico del Sector de Zonas Francas, 1998.

V. The Impact of U.S. Trade Legislation

U.S. trade legidation impacts the export industry of the Dominican Republic in several important
respects. It influences the decisions of multi-national enterprises (MNES) to locate in the
Caribbean versus other locations; it helps define the types of products exported from the
Dominican Republic; and it dictates, in part, the amount of value added produced there. These
decisions are influenced not only by U.S. legidation regarding the Caribbean, but also by U.S.
legidlation toward other countries, the most important example being the North Atlantic Free
Trade Agreement (NAFTA) with Mexico.

In addition to the Generalized System of Preferences (GSP)—which allows approximately 2,800
products into the United States duty-free from developing countries throughout the world—there
are four U.S. trade or investment regimes that are relevant to the Dominican Republic. These are



the Caribbean Basin Initiative; Harmonized Tariff Schedule Items 9802.00.80 and 9802.00.8010;
Provision 936 of the U.S. Tax Code; and NAFTA. This section summarizes briefly the way in
which relevant U.S. trade legidation has impacted the Dominican Republic.

The Caribbean Basin Initiative

The CBI was started under the Reagan administration in 1983 as away to promote economic
development and diversification through private sector initiative in Central America and the
Caribbean idands. The program provides economic assistance to the region, duty-free treatment
to many types of goods entering the United States, tax deductions, and a range of government
programs. A full description of the terms and conditions of the CBI is attached as Appendix .

The CBI offers duty-free access to the U.S. market for awide range of goods, but it excludes
textiles and apparel (as well as luggage, footwear, and certain leather goods). Two requirements
must be met to get duty-free treatment. First, 35 percent of the vaue added must be added in a
CBI country, and second, if an article contains materias originating in a non-CBI country, a
“substantial transformation” of these materials must take place. Both of these requirements are
designed to prevent other countries from setting up “pass through” operations in the Caribbean to
take advantage of CBI benefits.

The CBI offers several important advantages to Caribbean countries over developing countries
operating under the more general GSP:

The list of qualifying goods is larger than those under the GSP, and the quotas are more
generous.

The 35 percent domestic content requirement can be met through processing in severa
CBI countries, whereas GSP requires al 35% to occur in the recipient country.

15 percent of the 35 percent can be made up of U.S. materias, including (significantly)
Puerto Rico.

If goods are made of 100 percent U.S. materias, they may enter the U.S. duty-free
(excluding, again, textiles and appardl).

A country cannot “graduate” out of duty-free privileges under the CBI, the way that
certain countries (Hong Kong, Singapore, Taiwan, and Korea) have graduated out of the
GSP.

The Dominican Republic has benefited the most from CBI, (followed by Costa Rica) and
accounts for 37 percent of total CBI exports to the United States. However, appardl is the biggest
export of the Dominican free trade zones, and CBI does not extend benefits to this sector. Thusit
is of limited significance to these industries. Mathews' survey found that only 8 of 46 companies
operated under the CBI regime.

However, CBI legidation does impact production decisions in the Dominican free zones, even in
these areas. For example, footwear is not allowed to enter the U.S. duty-free under the CBI
program, but footwear parts are alowed—including footwear uppers. Footwear is a significant
export industry in the Dominican Republic free trade zones, but almost al companies make only
uppers, and ship them back to the U.S for fina assembly. ®

8 In 1988, 92% of Dominican footwear exports to the United States were uppers only.
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Harmonized Tariff Schedules Item 9802

The Harmonized Tariff Schedules (HTS) of the United States alow for reduced duties for U.S.-
origin products assembled or processed outside of the United States, under certain circumstances.
Under this regime, a duty (of 19 percent) on the re-imports of U.S. companies applies only to the
portion of value added that is produced abroad. Significantly for the Dominican Republic, textiles
and apparel may enter under this regime.” By 1994, 80 percent of the region’s apparel exports to
the United States entered under this program.

The main providers were from free trade zones in the Dominican Republic and Jamaica. Soon,
severd Caribbean countries, including the Dominican Republic, began to run up against quota
barriers. In response, The U.S. implemented a program of Guaranteed Access Limits under HTS
Item 9802.00.80.10 (then known as 807a; this was part of the amended CBI).'® It provides
Guaranteed Access Levels (GALS), or automatic extensions to quotas, provided that the firms can
demonstrate that they have the capacity to produce under these higher quota levels. These GALs
are available only for fabric that has been “wholly formed and cut in the United States.” The use
of this provision rose sharply after its implementation, in both the Caribbean and in Mexico.

Since wages in China are still about one fifth of those of the D.R., the D.R. benefits from the
country-specific apparel quotas implemented under the multi-fiber agreement, and even further
from the GALSs. Table 11 shows the percentage of quota filled by the Dominican Republic for its
most common exports. Under 9802 specific limits, exporters filled or came close to filling their
quota limits for a number of products, and thus moved to the GAL program.

Table 11. Dominican quota performance, 1992-98.

Category Specific Limits (% filled) Guaranteed Access Level (% filled)
1992 1994 1996 1998 1992 1994 1996 1998
448 0 100 86 42 21 85 70 24
633 100 90 71 89 78 83 88 89
347/348/647/648 84 85 72 98 81 9% 88 93
342/642 56 67 26 100 18 12 16 17
340/640 95 90 86 29 20 33 28
339/639 A 91 100 Q0 % 82 87
338/638 % A A 91 77 84 91 83
351/651 100 93 9 83 59 69 55 82
433 93 92 85 56 A
442 16 11 45 77 57
443 93 78 89 66 50
444 100 25 22 51 80
352/652 36 29 63 71

® Animportant restriction is that U.S.-manufactured components do not lose their physical appearance or
identity in the foreign assembly process. Thus, they may be sewed, glued, laminated or welded, for
example, but may not be stonewashed or dyed.

10 This program was extended to Mexico in 1989.
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Category Description

448 Female wool pants/shorts 351/651 Cotton and mmf nightwear
633 Male mmfY suit-type coats 433 Male Suit-type coats, wool
347/348/647/648  Cotton and mmf pants/shorts 442 Wool skirts

342/642 Cotton and mmf skirts 443 Male suits, wool

340/640 Male cotton and mmf shirts, not knit 444 Female suits, wool
339/639 Femal e cotton and mmf blouses, knit 352/652 Cotton and mmf underwear
338/638 Male knit cotton and mmf shirts

Source: U.S. Department of Commerce.
Y mmf = man-made fiber.

Another way that quotas impact the Dominican Republic is through the location of Asian firms.
As has been mentioned, to compensate for restrictive quotas under the multi-fibre agreement,
Asan investment in textiles and apparel has moved increasingly to the Caribbean. A common
operation is to ship Asian domestic fabric to the region to perform cut, make, and trim (CMT)
operations. These operations do not qualify for 9802 or CBI duty reductions, but can fall under
the more liberal quota limits accorded to the Caribbean countries.

In part as aresult of the changesin trade legidation, especially the preferentia treatment given
the Caribbean and Central American countries under CBI, and to Mexico under NAFTA, Asa’s
share of total U.S. apparel imports has been decreasing.™* Asia's share declined from 84 percent
in 1980 to 41 percent in 1996, although certain countries, especialy China, continue to show
increases in absolute numbers. Figure 1 shows the trend of apparel exports of several major
exporters to the United States.

Section 936 of the U.S. Tax Code

Since 1976, U.S. companies operating in Puerto Rico have been able to gain considerable tax
exemptions for reinvesting their profits on the isand. They do not pay taxes as long as their
investments are kept on the idand, paying only an adjustable “toll gate” tax to the government of
Puerto Rico if and when these funds are repatriated to the mainland. Thistax is lowered
according to the length of time that funds are kept in Puerto Rico.

These tax advantages have meant that profits have been available to invest in island projects at
lower than normal required rates of interest. To give the CBI “financia teeth,” in 1987 the U.S.
Tax Code was changed to alow these funds to aso be invested