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CHAPTER 1

INTRODUCTION

Qbiectives of the Manual

This Manual on Export Processing Zones {EPZ's) is
meant to serve as a technical assistance tool in
responding to issues and aueries raised bv countries
considering establishing EPZ's or similar facilities
to attract domestic and foreign investment into
export oriented activities. The manual will also
assist existing EPZ's in the evaluation of their
performance by providing them with information on
other zones and an analvsis of the main issues

involved in operating and promoting EPZ's.

Based on technical co-operation reauests received by

UNIDO in the course of the past few vears, it is

expected that those who will benefit from the manual

will include:

{i) Government officials in countries considering
the establishment of EPZ's.

{ii} Public officials operating zone

®

{iii) Private EPZ operators {(thev have been
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increasing considerably in numbers in recent
vears}.

{iv) Chambers of Commerce and Industryv, World Trade
Centres and representatives of other
organisations interested in promoting export
industryv.,

(v International organizations involved in
development work, including NGO's.

{vi} Academics., researchers and journalists.

nvestors

L]

(vii)

[y

Terminclouv and Definitions

A recent study on the subjiect "The Challenge of Free
Economic Zones in Central and Eastern Eurcope® by
UNCTC listed twentv three different terms to
describe free zones and related concepts. All the
terms except Maauiladora inciude the word zone.

Those twentv three terms plus the terms "free port®

and "export processing regime"' are grouped together
under five headings in Table 1 over. The first
arouping emphasizes trade., the second aroup

emphasizes exports, the third group of terms focus
on industrv and vwrocessing, the fourth aroup
emphasizes economic activity and freedom. The fifth

agroup incliude three short general terms.



Group 1

Customs Zone
Customs Free Zone
Free Trade Zone

Tax Free Trade Zone

Group 3

Export Processing Free

Export Processing Zone
Free Export Processing
Free Production Zone

Industrial Export Processing Zone

Industrial Free Zone
EXport Processing Zone

Group 5

Zone
Port
faguiiadora
ax Free Zone
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Zone

Zone

TABLE 1

TERMS

Group 2

Duty Free Export Processing
ExXport Free Zone

Export Processing Free
Export Processing Zone
Free Export Processing
ExXxport Processing Redime
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Group 4

Investment Promotion Zone

Joint Enterprise Zone

Privileged Export Zone

Special Economic Zone

zone of Joint
Entrepreneurship

Technoloayv Zones

International Service

Zones

—
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Of the tuwentyv five terms listed, the most popular
are (1} free port, (ii) free trade zone (FTZ), (iii)
foreign trade zone, [(iv) export processing zone

(EPZ), (v} export processi
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economic zone {(SEZ)Y and (vii) free zone {(FZ).

tree Fort

This was wrobabliyv the first term usead. It refers to
zones established by the colonial powers on the
major trading routes in the 18th and 16th

centuries. The first such port was Gibraltar
established around 1705, The British captured

Gibraltar in 1704 and it has operated as a free port

since then. Goods of anv descrivtion could be
tmported free of duty. For 250 vears there dere no
customs duties in Gibraitar. Customs dutics were
introduced in the last 30 vears for revenue purposes
oitiv.  Goods intended for re-export are still exempt

from Tustoms duties. Other frege vorits uere
established Ly the British in the 19th Century in

aden, Singapore and Hong kong.  In Africa, Diibouti

dwas developed LV the French as an important free

vort and trading centre. After the opening of the

~ o -

Suez Canal in 1864 Fort Said developed as one of the

worid's husiest free vorts. At the other side of

~

vorth Africa Tandier prospeved for centuries as a

£ -

maior centre of commerce and a free port.



in Europe the best Knoun free vorts are Rotterdam
and Hamburg, both of which developed in the second
half of the last centurv. Hamburg had formal iegal
free vort status vwhich it still retains todav.
Rotterdam does not have a formal iegal free vort
status. However, there are bonded warehouses spread

4

throughout the port where transit goods can be

0‘:

stored duty free and with the minimum of Customs
formalities. Rotterdam is in fact Europe's major
transhipment port. All of the other major ports in
the curopean mainland have a formal or informal free
port status. Some, such as Genoa and Trieste have a
historv going back to the Middle Ages. Others, such
as La Havre and Marseilles are more recent

developments.
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This term refers to free vorts as well as zones set

(j‘l

aside within port areas and at other major transport
intersections (mainlyv road and raill. The area set
aside could randge from a small transit shed to
hundreds of acres. Such zones are usuallyv licenced
and controlied by the Customs Authoritv. Within the
zone duty free goods can be stored, packed,
warehoused and transhipped. The emphasis in these

zones is on trade and transhioment. Some of the

zones are used exclilusivelv for transhiopment to a




neighbouring inland countrv. The port of Rarachi

9

e

nas a small transit zone to store goods destined for
Afghanistan. Calcutta has a similar facilityv to
accommodate Nepalese imports. Other zones,

sarticularly the free ports of Singapore and

b

Rotterdam are major inter-continental trade and

distribution centres.

This term is normallv associated with trade zones in

o

>

the United States. lere are currentlyv about 204

-

such zones and the emphasis is on importing. Under
U.S. regulations goods can be stored or processed in
foreign trade zones there, prior to importation into
the United States. Most {(75% to S0%) of the goods

passing through U.S. zon
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market duties paid.

Export Processing Zone (EPZ)

This term describes a phenomenon which began around

1560 in Shannon. The EPZ is usually an area of {i)
usuallv 40 to 1060 hectares developed as an

*

industrial estate, (ii) surrounded bv a fence, {iii)}

o

13

controlied the Custom Authority, {(iv) where

investors can import eaguipment and materials free of

-

duty, process the materials and export the finished




product . Sometimes a small percenta usuallv ug
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to 20%) can be s0id on the domestic market
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idea has spread rapidlyv in the last two decades
throughout much of East asia, Africa, the Caribbean
and Central America. A nunber of West Europearn

countries have aiso embraced the idea. At present

most former socialiist countries in Burope and Asia

as well as manv countries in Africa are planning
EPZ's.
Economic Processing Redgime (EPR)

This term refers to an administrative rather than a

physical concept. An EPR eéexist

o
o

in Mauritius and
Fiji. 1In both countries investors are not confined
to a particular zone. An investor with EPR status
can establish a facility anvwhere in either countrv
and have the same priviledges and status as an EPZ
investor in other countries. This means he can

-1

and eguipment free of duty, process
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import materi
the materials and export the finished product. The

EPR is verv similar to "automatic import licencing

and dutv/indirect tax exemption schemes". The EPR
mav have a little less bureaucracyv attached to it,
inciuding easier access to foreign exchange. Some

people may also feel that the use of the term
export processing' has a promotional edge or appeal

to it. The Maauiladora sector in Mexico and the

—
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(1} sector in Barbados could be ciassified
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EPR regimes.

Special Economic Zones

The term "special or free' economic zone is often
associated with developments in China since

1679/80. More recentlyv the "special or free'

K

economic zone has alsc been used in relation 1o

oroposals for free economic zone development in

Eastern Europe. 1In the late 1970's the Chinese

to attract foreign capital, technoliogyv and
manadement. In 1979 the qovernment announced that

two provinces could experiment with the concept of

O

special economic zones". Zones were established in

w

henzhen, Zhuhai and Shantou in Guendong province

{

“

and Xiamen in Fujian province. Local authorities in

each zone were ailowed to promulgate iocal

O

iegisiation and reguiations for promoting investment

avourable tax

o

and improving investor applicatior

r+

and oprerating procedures were aliso aliowed in the

1} a term used in ILO working paper No 42 on
Emplovment Effects of Multinaticnal

Entervrises in Export Processing Zones in the

FEE oY



dutv free imports of materials and equipment. Most
of the output was exported aithough some {(up to 30%)
local sales were permitted. The main benefits
expected from these initiatives included foreign
investment and controliled experiments in economic

reforms.

In 1984 the SEZ concept was extended to fourteen

(—?'
oy
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SOas ities. Over the last 8 years the concept

has been extended further to other coastal and
iniand areas - reflecting a general

satisfaction

(]'s
vf,n

with the concept.

The best Known zone is Shenzhen, which is on China'
border with Hong kong. It covers an area of 327 sqg.
Kilometres and is managed bLv the Shenzhen Municipatl
Authority. It has a population of approximatelv 1
miliion peownie

The response of foreiagn investors to China's open
door wolicy has been positive. In the decade of the
1680's about 20,000 SEZ foreign projects {(mostiv
jocint ventures) have been approved with an
investment of in excess of 30BS. Much of this
investment came towards the end of the decade. Up
to the end of 1687 onlyv about 2000 projects
involving 2BS investment were approved. It takes

time for a countrv to gain the confidence of

O




investors. In China over half the investors
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overseas Chinese, foliowed bv the U.5. {20%) and

‘

The Chinese government has granted increased
autonomyv ta the zones over the last decade.

Praojects of up to 30M$ can be approved without

reference to the Central government.

The North Korean government announced (December
16G80) that it had plans to establish a special

economic zone in the northern part of the country at

aiin/sonvong. The total area of the proposed zone
is 621 su. Kilometres. In Russia a free economic
zone is being developed at Nakhodka on the Sea of

.

apan where warehousing and transhipment facilities

are provided. Manufacturing is also permitted in

the zone. At this stage it is like

&
ml

a European free

P

trade zone.

In East EBEurope feasibilitv studies are under wayv for
the development of special economic zones. The idea
with these zones is to develop a limited geographic

AY

area (about 200 hectares) as centr

T

s for foreign and
domestic export oriented investment. The zones are

expected to have good infrastructure, a reguliator

el

framework and a range of support services which are

"business oriented". Like the Chinese zones thev
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could be con "controllied experiments in

cconomic reform".

The term free zone is a convenient one which is
often used to cover free trade zones, export
processing zones and special economic zones grouped

together.

In this Manual the term free zone will be used to
include all of the definitions already outlined.
The term export processing zone when used, will
inciude export processing regimes like Mauritius,

Fiji and the special economic zones.

(tl

The Growth and Spread of Free Zones

The export processing zone (EPZ) and its predecessor
the free trade zone are policy instruments designed
to facilitate the growth and development of
international trade and export industrv. It is
logical to expect, therefore, that such zones would
develiop and prosper (i) at times when world itrade is
expanding (18th/19th centuries and post second worid
war); {(ii) in places (ports, airports, raiil

junctions) which are well pl o1 or

o)

Q)

ce iose to

]

(11)



international trade routes; and (iii) when promoted
and managed LV peopie who are interested in and

committed to international trade.

The free zone idea has over manv vears been modified
and adjusted in manv wavs - free ports, free trade

zones, industrial free zones, export free zones and

more recentliyv international service zones,
technology zones and special economic development
zones.

It 1s not necessarv here to review in anyv detail the
historv and development of the free zone concept
except to point out that most societies over the
vears who were major international traders used the
Z concept or a variation thereof to promote and

develop trade.

=4
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ABLE 2

Number of Countyies with
zones (inciuding Trade and Processing Zones )

T3
i
&

Total Established 1830/ 1646/ 1671/

pre 1930 1945 1870 1662
Europs 20 S O 4 7
AsiasPacific 17 3 G i 10
Middle East 8 1 O 5] 2
Africa 19 Z 0 I3 11
S. America 8 0O 1 4 3
C. Aamerica 8 O O P 6
Caribbean G O O 5 4
N. America z O 1 9] i
Total g1 15 2 30 44

Note: The figures in Table 2 should be regarded as

"reiiable estimates as there is no universallv

accepted definition of what constitutes a free

trade zone or export processing zone. Neither
is there one single reliable data source on



TABLE 3

Number of Countries witrh

Export Frocessing Zones
Total Established 1670/ 1981/ Planned
pre 1970 1880 16992
Europe 11 3 2 6 10
Asia/sPacific 17 5 6 6 2
Middle East 3 O 2 1 O
Africa id 0 7 7 10
S. America 3 1 1 3 4
C. America 3 2 3 3 O
Carivbean G 4 3 2 O
N. America 1 0O O 1 4]
Totatl 68 15 24 29 26

Information sources for Tables 2 and 3 include: -

{1 1670 U.S. Dept. of Commerce Publication on Free
Zones around the World.

fii) Tax Free Exporting Zones - A Users Manual by
Economist Inteliigence Unit.

{iii) Tax rFree Trade Zones of the Worid - Walter and
Dorothy Diamond — Vol. 1-4 19592

{iv) U.NLTILDLO. files.



The first zone in the United States was established

in 1937 at Statten Island.

Tablies 2 and 3 outline the growth in a number of
countries with free trade zones and export

processing zones over the past 100 in

e

ear

o

different parts of the world. The dominance of the

Asia/Pacific region in the EPZ table is to be

expected.

The spread of the EPZ concept in Africa is aliso
significant. What is perhaps surprising is the
number of European countries (6 - all in West
Europe) which have established EPZ's in the last
decade. EPZ's are usuailyv considered as a policy

instrument for use in developing countries. The
European states involved include a number of

countries which might be classed as developing -

Greece, Turkev, Cyprus, Maita and Portugal, as well

(tl

as developed countries - United Kingdom, France and

Tables 2 and 3 are not directly comparabie aithough
there is a large overlap between the tables. The

first table includes trade zones and EPZ's. The

s
[

combined figures for columns 3 and

greater than the coliumn 5 figure in Table 2 (49

—

versus 44). The reason is that some countries with

o
8]
e
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trade zones in the pre 1971 era are inciuded in
colums 2 ta 4 in Table 2. If the country
subsequentlyv establishes an EPZ in the post 1971
period, it is classified in columns 3 or 4 in Table
2 e.g. Malavsia established a trade zone at Penang
in 1948 and it is classified in column 3 in Table
2. It subsequently established an EFZ programme in

1671 and it is classified in column 3 in Tablie 2.

o)

Column 5 in Tabie 3 includes countries which do not
have an EPZ but have requested or carried out a
pre-feasibility studyv or feasibility studyv at lieast

and have expressed a serious intent.

Evoliution of the Concept

From the time of the Phoenicians, Greeks and Romans
to the Middie Ages and the Hansiatic League, the
emphiasis on promoting trade was on creating a secure

phvsical setting and a widely accept

79 BN |

T
@

2ga
framework or set of rules for transacting business.

These are basic pre-conditions for develioping trade.

Without these pre-conditions the cost of and the

risks associated with business transactions would be
s0 high as to make it unprofitable. Even todayv the
free zone can be an important factor in creating a
phvsically safe environment with a wideiv accepted

set of rules for foreign investors.

—
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In the late 17th and 18th centuries with the growth
of the nation state, central control and regulation
of the economyv for political ends Lecame more
widespread. The nation state needed money to
finance its army and bLureaucracy. The state on the
one hand created a physical and legal environment in
which production and the creation aof wealth could
grow and expend. On the other hand, it created a
svstem of taxation to appropriate a proportion of

that weaith for its oun needs. The reguliations and

'

taxation applied to trade as well a ythaer aspects

o

of economic development. As the nation state grew
and communications improved the regulation of the
economy became more widespread and the taxation

burden increased.

From a trade viewpoint this increased regulation had
positive and negative aspects. Improved
communications, manv regulations and new forms of
business organisation facilitated the growth of

trade by reducing uncertainty in transaction costs.

rade regulation and taxes on imports, on the other

hand, had a negative impact on trade. To overcome

some of these negative aspects, free trade zones or
free ports were developed in port areas or transport
intersections. he free port/free trade zone

obviousliy prospered and developed in areas and at

[y
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time of trade expansion €.g. on the colonial routes
in the 19th centurv. Around the end of the century
the free zaone concept spread throughout much of

Northern BEurope. This coincided with the growth of

industryv and trade within that region.

With the economic depression of the 1930's and the
second worid war, it is not surprising that the free
zone idea did not expand much. The onlv countrv to

introduce free zones in this period was the United

)

' T

States. The Foreian

A

: rade Zone Act was passed in
1634 and the first zone at Statten Island, New York,
was established in 1637. A secorxl zone was
established in 1947 in New Orleans and in the
following 45 vears another 200 zones uere
establiished. Unlike most free zones around the
worid uhich are export oriented, the U.S. zones are

primarily import zones.

The periad after the second world war was first of
all a time of recovery. The following decades up to
1973 was & period of continuous economic expansion
Lased very often on export growth. New institutions
were established to promote international trade

was established in 1847). The protectionist

b Ya B! t

philosophy of the 1930's was rejected. New free

s

trade zones were established in many parts of the

~ ‘8 [ I Ya

worid in the 1850's/'60's (30 countries estabiished



zones in the period 1946 to 1970, spread over all

the continents {(see Table 2).

In th

T

post war period also as a result of major
developments in technoiogy, comnunications and
international travel, it was possible to split the
production process between different iocations and

countries. Variocus parts of the production process

(D
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o
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in electronics, engineering, textiles, leath
other light industrv sectors especiallyv could be

relocated to take advantage of low labour costs,

electricity costs, market access, or some other
advantage associated with a particular location.

This meant shipping materiais from one countrv to
another for processing or assemblv. The finished
product was then exported either back to the country
of origin of the raw materiai, or to a third country

destination.

1ie original free trade zone idea was modified and

adapted to acconmodate this tvpe of deveiopment.

Most trade zones were at ports or transport
intersections - not alwavs suitable places for
manufacturing activity New sites for manufacturing

accommodate this tvpe of manufacturing activity.

a

The first countries to promote this tvpe of

w—
b-d
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development in purpose built industrial estates were
Iireland, Singapore and Puerto Rico. These countries
had in place the necessary policy environment,
infrastructure and cost structure to accommodate

foreign export oriented direct investment. Thes

[ea}

countries were followed in the 1960's and earily

1970's by Taiwan, RKorea, Malavsia, the Philippines,

Mauritius and the Dominican Republlic. Table 3

-~

couniries embraced the EFZ concept in

pd
B
L

shows that

the period up to 1970, 24 countries in the decade of

the 1970G's and 29 more countries in the last 12
vears. A further 26 countries plan to introduce
EFZ's in the coming vears.

Future Trends in EFZ Development

There are probablyv nine factors which will shape the

character of future export processing zones. These

{i) Increasing competition for foreign export
oriented investment.

{ii) The shortening of the response time between

order and deliverv from months to weeks in

many indusitrial sectors.

{(1ii) The reduced raw material stock levels bein

(el

carried by manv firms. ({In some Mexican

border zones firms carry zero inventory and

—
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receive deliveries on a daiiv basis).

{iv) The desire to transfer technology arxd shilis
{v) The desire to Lroaden the industriai base in

mariy EPZ's.
(vi) The development of regional economic

DIOCKsS and the promotion of intra regionai

trade e.g. the North American free trade areca

or the preferential trade area in fast and
Southern Africa.

{(vii} The growing importance of internationai
service activity.

1.

(viii) The need/pressure to make available EP

N

facilities and benefits on a countrvwide

basis.
{ix) The trend towards/emphasis on private sector

development .

The increased competition means, as in most fields

of endeavour where competition exists, that oniv the

i

pest will survive and prosper. The best will be
those that have a dood location {(i.e. good
international transport and communications
facilities) combined with good organisatiocn and
planning (i.e. well managed zones with efficient
Customs, banking procedures etc.}. The shortening
of the response time between order and deliverv in
the manufacturing sector and the lower inventory

iighlight the importance of regular,

oot

levels,
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reliable shipping services combined with efficient

Customs, banking and suppoert services.

The transfer of technologyv and skills cannot be
forced. It can be plammed on a medium/iong term
beeis where EPZ development is combined and
co-ordinated with a series of policy initiatives on
technoliogy, education, training, investment
financing incentives and entrepreneuriail
developmernt.

T iy

any plans or hopes to broaden the indusirial base in

EPZ's must be linkKed with initiatives on skili
development, investment financing etc. The
availability of raw materials within the vicinitv of
the EPZ mav result in the establishment of EPZ

industries to process those materiais. In the first

@

group of EPZ's th was very much on

emphasi

o

garments and electronics, due in part to the poor

s

rav material base in those countries e.g. Singapore,
Hong kRong, Taiwan and Rorea. Recent EFZ's being
developed in Africa have a range of activities

processing iocal raw materiais.

]

The development of regional trade groupings should
open up the possibility of attracting investors

producing a wide range of consumer and capitail

goods, provided the EPZ industries have reasonabie



or preferential access to a regional market.

The growing importance of international service
industries such as ship/aircraft repair, data
processing, software production, back office support
activty, has resulted in firms from developed
ountries moving service activities aoffshore to take
advantage of lower costs, particularly labour costs.
To attract this tvpe of business, it is necessarv to
provide specialized telecommunications and office

faciliti

(]

S.

The pressure to spread the EFZ facilities and

benefits on a countrvwide basis will lead to the
development of satell
and the efficient operation of duty free licence

svstem and bonded warehouse facilities.

The successful EFZs of the future will be (i) well
placed in relation to transport and communications
facilities; (i1i) well plianned and managed - probably
by a private sector developer; (iii) supported by
efficient regulatory agencies: the range of
ctivities in manv new zones will e wider than in
most traditional zones where there is a very heavy
emphasis {(up tco S0%) on garment production or
eiectronic assembly, or both, for EBEuropean and

American markets. Activiti could include:



processing local raw materials for regional and
international markets and/or a range of consumer and
capital goods for regional markets and/or some
garments/leather products for developed country

markets.

Alternatively, a particular EPZ mav be a very
efficient producer/suppliier of garments and

consumer /eiectronic products and components. A
third possibility is a zone plamnmed as part of an
overall initiative including education, training,
etc. to develop a high-tech centre in an area with a
well educated workforce and verv efficient
transport/communications facilities and an efficient
bureaucracy inciuding reguiatory agencies.

A fourth possibility is an efficient internationai
service centre with very high class
telecommunications facilities close to an

international airport in a modern city environment.



bl

Introduction

As part of the process of gathering information on
export processing zones around the world for this
Manual, a questionnaire was sent through the United
Nations Development Programme offices to all
developing countries. A total of X questionnaires

were sent out. A total of Y countries responded.

The questionnaire dealt with both exXport processing
zones and bonded manufacturing svstems. Information
sought in the gquestionnaire incliuded:

(i) Whether or not a country had

—

or w

[oV]
o

considering) an export processing zone or
bonded manufacturing programme.

(ii) Basic statistical d

hd
]

tails showing growth over

the vears since 1980

o~

aj) on a sectoral basis
{garments, other textiles, electronics, data
processing and other activities), {(b) on the
number of firms involved and f¢) cutput,
exports, emplovment and raw m terials sourced

iocallv.

™D
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information was also reguested on the country of

origin of investors as well as details on the
male/female emplovment ratic.
(1ii) Information on sites, factories,

infrastructure, enviromnment, investment
promotion, working conditions and labour
relations, status of women, skili
development , linkages and customs procedures

was also soudght.

m
C

ecause of the gaps in the responses received to the

questiomnnaire, it was necessary to use other sources
of information for statistical details on EPZs.

These sources are listed in Table 4.

A probiem with information on export processing

zones 1s that there is no definition of export

processing zones which is widely accepted. Neither

)

is there a concensus on where the bound between

o
-
o

export processing zones and other dutv free

Q\

-

manufacturing svstems lies. For example, the
Mexican Maquiladora programme is ciassified in most
statistical tables as an EFPZ (see ILO/Vorld Bank
Publications). The Mauritian EFPZ emplovment data is
incliuded under export processing zones, aithough it

could be argued that the Mauritian system is closer

to "other offshore manufacturing facilities". The

[

Barbados enclave sector is classified as an export
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processing zone in the World Bank documents and as
"another off-shore manufacturing facility" in the
18987 ILO survev on export processing zones.

Thailand and Korea, for example, have small EFZ
sectors but fairlv large "other offshore
manufacturing" sectors operating throughout the
country, similar to the Mauritian EPZ or Mexican
Maguiiadora sectors. The *"other offshore
manufacturing" sectors in Thailand and Korea are not

included in the EPZ statistics. A similar situation

78]

obtains in a number of other Asian and Latin
American countries i.e. other off-shore

)

manufacturing facility statistics are not include
under EPZ statistics. Because of time, resource and
information constraints, it is not possible to
resolve these anomalies in this Manuai. Tabie 4
follows closelv on similar tables in ILO and Worid

able does give a generail

Bank pubilications. The

=]

indication of the scale and growth of EFZ activity

across the world.

Emplovment

It is ciear that Asia is the most important centre

o)
(&

f free zone activity both in terms of the number of
countries involved and the numbers emploved in EPZ
tvpe facilities. A number of features are worth

noting in the Asian statistics. The outstanding



point is the veryv large growth in China over the
decade of the 1980s. Another notable feature is the
faili off in empiovment in many of the older EPZ
locations e.g. Taiwan, Korea, Macau, Singapore. 1In
recent vears there has veen a significant recovery
in the growth of activity in the Philippine EFZ
programme. This is due fo a very strong dgrowth in

the Mactan and Cavit

©

zones, both located close to
major cities - Cebu and Manila respectively. The
growth in both these zones has more than compensated

for the steady and substantial decliine in activity

ated located 130 miles from

—

at Bataan {(an iso

Manila) since

G8G.

4

Based on emplovment statistics, Central america

M
U
N

{(including Mexico) is the second most important
after Asia, due almost exciusivelv to the very

-

substanti

o

1 activity in the Mexican Maquiladora and
the significant growth there in recent vears. There
are signs of a recovery of activity in El Salvador
after a deciine in the first haif of the 1980's due
to the c¢ivil strife there. The Costa Rican

programme is starting to make a significant impact

after a siow start in the early part of the 1680's.
Free zones in Africa employ almost 236,000 people,

concentrated mainly in Mauritius and Tunisia. The
Moroccan figure is under stated because many

offshore processing facilities outside

(28)



TABLE 4

EMPLOYMENT IN EPZs

Year 1980 1986/7 1990/1 1992 Change %
86/7-90/1 Change

AFRICA

Botswana (i) - 200 1200 1700 +1000
Burundi (4ii) -

Cameroon (i) - - - 600
Egypt 3000 18000 25000 n/a +7000
Ghana 2300 2600 2600 n/a -
kenva - 1000 -
LLiberia 100 700 - - -700
Madagascar (i) - - n/a 4200 ,
Mauritius (i) 21000 74000 91000 90000 +17000
Morocco (i) 500 2700 3100 +400
Nigeria (ii) - - - -
Senegal (i) 200 800 500 -300
Togo (i) - - 1000 +1000
Tunisia (i) 33000 80000 105000 109000 +25000
Sub-total: 60400 179000 229400 +50400 28%
(i) Questionnaire Survey figures.

(id) Zzone under construction / just starting.



TABLE 4 -~ EMPLOYMENT IN EPZs - Contd./2

ASTA/PACIFIC

Year 1980 1986/7 19906/1 1992 Change %
86/7-90/1 Change

Australia - n/a -

RBangladesh 4500 10000 +5500

China - 1873000 2200000 +327000

Fiji n/a

Hong Kong 60000 89000 120000 +31000

India 6000 17000 30000 +13000

Indonesia 8000 13000 50000 +37000

S. Korea (i) 31000 39000 22000 -17000

Macan 46000 62000 60000 -2000

Malaysia 70000 832000 99000 +17000

Pakistan (i) - 2000 3000 1500 +1000

Philippines (i) 23000 23000 35000 43000 +12000

Singapore 124000 217000 210000 -7000

Sri Lanka (i) 15000 48000 80000 104000 +32000

Taiwan 79000 89000 72000 -17000

Thailand - 3000 28000 +25000

W. Samoa - n/a.

Sub-total (ex

China) 162000 688500 81900C 130500 24%

Sub-total (incl

China) 462000 2561500 3019000

(30)



TABLE 4 =  EMPLOYMENT IN EPZs Contd./3

MIDDLE EAST

Year 1990 1986/7 1990/1 1990 Change %
86/7-90/1 Change

Jordan (i) 1n/a 200 300 +100

U.A.E. n/a 1300 5000 +3700

Syria n/a n/a n/a

Sub-total: 1500 5300 +3800 253%

CARIBBEAN

Bahamas n/a 8000 (ii) 8000

Barbados (i) n/a 6000 6000 6200 -

Bermuda n/a n/a

Dominican

Republic (i) 18300 69500 120000 150000 +530500

Grenada (i) n/a - 500 +500

Jamaica (1) 200 7800 5300 -2300

Netherland

Antilles n/a 100 300 +400

St. Lucia - 1500 (ii) 1500

Trinidad &

Tobago - - 4100

Sub-total: 93200 142500 49300 53%

Note: Haiti

is excluded because it responded to the questionnaire saving
it has no free zone - although it is included in ILO/World Bank lists.

(31)
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Table 4 -  EMPLOYMENT IN EPZs Contd./d

CENTRAL AMERICA

Year 1990 1986/7 1990/1 1992 Change %
86/7-90/1 Change

Belize - 200 600 +400

Costa Rica - 900 11200 +10300

E1 Salvador 6100 2900 5900 +3000
Guatemala (1) n/a 400 400 -

Honduras n/a 2600 3000 +400

Mexico 120000 268000 487000 +219000
Nicaragua n/a n/a

Panama n/a 2100 6500 +4400
Sub-total: 277100 514600 237500 86%

SOUTH AMERICA

Chile 2000 8500 +6500

Colombia (i) 4000 8500 +4300

Ecuador - -

Peru - 600 +600

Venezuela (i) 1000 300 -700

Sub-total: 7000 17900 10900 156%

Note: Brazil is excluded because it responded to the questionnaire saving
it has no EPZ - although Brazil is included in ILO/World Bank lists.

(32)




Information sources for Table 4

(1}

(ii)

{1ii)

Export Processing Zones in Developing Countries:
Results of a new survey (1986).

International Labour Office Working Paper No. 43.

Emplovment and Multinationals in the 16G0s -
unpublished ILO Study - Table 2.11 - Emplovment in

EPZs.

EPZs in Developing Couritries: A Global View by Paula
olmes and Paul Meo - World Bank 1989

Free Trade Zones in Export Strategies: World Bank
Industry Series - Paper No. 36 - Dec. 1690.
Export Processing Zones: World Bank Policy and

Research Series No. 20 - March 16G2.



of the free zone at Tangiers are excluded from the
statistics. The new zones being developed in a

number of sub-Sahara countries have vet to make an
impact. Activity in the Caribbean is concentrated
mainiv in the Dominican Republic which accounts for

about 85% of the total emplovment in the region.

The male/female emplovment ratio varies considerably
from countrv to countryv. In the questionnaire
responses which were received, the percentage of men
emploved ranges from 7% in Jamaica to about 40% in
Mexico. The male/female ratio depends to some
extent on the industry mix. The garment sector
emplovs the highest number of females, followed bv
the data processing and electronic assembly sectors.
The "other" manufacturing sector emplovs the most

number of men. Male emplovment in the garment

sector ranges from 5% in Jamaica to 27% in
Mauritius. The average, based on data from eight
countries, is 17%. 1In the "other" textile sector

male emplovment ranges from 13% in Botswana to 72%

~

in Barbados. The average over 5 countries is 48%
male emplovment. In the electronics sector male
empiovment ranges from 11% in Barbados to 40% in
Tunisia with an average of 24% over 5 countries.
Male emplovment in the "other" manufacturing sector
ranges from 14% in Barbados to 106% in Jdordan and

-

averages 50% over 9 countries.

o~
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The importance of EPZ emplovment in the context of
overall emplovment was examined by Paula Holmes and
Paul Meo in a 198% World Bank study "EPZs in
Developing Countries : A Global View". They lament
the lack of global data on EPZs - "very little data
is publicly available on global emplovment and less
on wages". However, thev found acceptable data for
23 countries and concluded that in all but 2 {E1l
Salvador and Haiti)} EPZ emplovment grew at a faster
rate than the cverall level of emplovment in
manufacturing industrv. {See Tavle 5Hj.

There were very good political and military reasons
why emplovment in Bl Salvador and Haiti should have
deciined. Thev concliude that "for most countries
the difference {(between EPZ and non-EPZ emplovment

- “
1s0 1

ot
[V
C

growth} are startiing". Theyv oked in their
review at the importance of EPZ emplovment in the
context of ovarall manufacturing emplovment. In
smaller countries {(under 5 million population) with
significant EPZ programmes, over 40% of
manufacturing emplovment was in export processing
zones. In larger countries {3 to 25 million
population) EPZ emplovment was still significant -

-

eg Table 6.

H

about 18% of total emplovment

———
n

In countries with larger populations, EPZ emplovment

as might be expected, is relativeliv insignificant -

W
ot



TABLE 3

EMPLOYMENT GROWTH RATES 1IN £ZPZS
AND MANUFACTURING

Emplovment Groth Rates

Years EFPZ Manufacturing

Countries with population

under 5 million

Barbados 76-83 5.5 -1.3

£l Salvador 78-86 -4.1 -2.1
Jamaica 768-86 2.7 3.2
Honduras T8-86 7.0 1.4
Mauritius T7-86 15.0 16.8
Panama 75-86 4.3 2.4
Singapore 3805~86 G.7 -1.2

Countries with population
of 53-25 million

Domirnican Republic T5-87 21.9 1.7
Haiti 78-87 0.0 0.7
Hong RKong 75-86 3.7 1.6
Malavsia 75-86 5.6 2.9
Senegal 75-86 2.8 0.6
Sri Lanka 7T8-87 28.0 0.2
Countries with population
over 25 million
Bangiedesh 82-86 15.9 1.6
Brazii 78-86 11.0 1.5
Coiombia T8~-86 1i.5 -0.2
Egvpt 78~-86 i2.1 2.9
India T7-84 13.9 2.0
Indonesia 82-86 13.9 G.0
Korea 71-86 24.G 7.3
Mexico 75-87 12.5 3.5
Philippines 78-86 5.9 2.5
Thailand 32-86 15.2 1.2
Sources:
Population data: International Fainacial Statistics
Yearbook, IMF, 1G87.
EPZ emplovment: Various sources, ainciuding Starnberg
Institute.
Mfg. emplovment: Various sources, including Yearbook of
Labour Statistics, ILO 1987.

N



TABLE 6

EMPLOYMENT IN EXPORT PROCESSING
ZONE COUNTRIES

Year EPZ Mfg. EPZ
Emplovment Emplovment
Countries with population
under > million
Barbados 1676 3,060 13,0600 23.54
1985 4,217 12,000 35.14
El Salvador 1678 2,800 57,656 5.03
1986 2,079 48,500 4.29
Jamaica 1978 1,000 85,900 1.11
1986 8,000 115,300 6.94
Honduras 1978 1,560 116,700 1.29
1686 2,586 130,000 1.99
Mauritius 1977 17,500 33,241 52.65
1986 61,690 83,941 73.49
Panama 1975 1,360 33,500 3.88
1686 2,058 43,600 4,72
Singapore 1980 124,280 312,600 39.76
1686 217,000 290,100 74.8C
Weighted averages Year 1 23.08
Year 2 41.14
Countries with population
of 5-25 million
Dominican Republic 1975 5,500 118,300 5.49
1687 70,000 144,420 48,47
Haiti 1978 430,000 117,180 34,14
1987 436,000 125,000 32.00
Hong RKong 1875 59,607 730,000 8,17
1686 86,0060 865,600 16,28
Malavsia 1875 40,465 346,440 11,58
1986 81,688 480,660 16,566
Senegal 1975 135G 30,300 0,49
1986 1,200 32,0006 3,75
Sri Lanka 1678 5,206 164,700 2,67
1987 47,961 189,000 24,10
Yeighted averages Year 1 9,86
Year 2 17.86




TABLE 6 Contd./.

EMPLOYMENT IN EXPORT PROCESSING

ZONE COUNTRIES (Contd./.

EPZ Mfyg. EPZ/Mfg.
Year Emplovment Emplovment (%)
Countries with Population
over 2H million
Bangladesh 1982 2,500 368,400 0.68
1686 4,515 441,060 1.02
Brazil 1978 27,300 7100,000 .38
1986 63,000 800G,000 0.7G
Colombia 1678 2,800 713,600 0.36
1986 6,700 701,800 0.95
Egvpt 1678 16,000 1353,400 0.74
1986 25,000 1697,000 1.47
India 1977 2,900 5391,000 G.G5
1984 7,206 6191,000 0.12
Indonesia 1982 7,736 6000, GO0 0.13
1986 13,000 6000, 000 0.22
korea 1971 1,248 1336,000 0.09
1586 35,000 3826,060 0.91
Mexico 1675 74,676 1576,600 4.74
1987 307,866 2371,000 2.98
Philippines 1678 24,600 1638,000 1.50
1686 39,000 20006,000 1.95
Thailand 1682 1,067 20600, 000 0.05
1986 4,746 21060,000 0.23
Wweighted averages Year 1 0.956
Year 2 1.52

W
Q0

LN




[\S)

except in Mexico where the Maquiladora factories

emplov 12% of the total manufacturing workforce.

Production and Trade

Table 7 provides a breakdoun of production activity
within the various zones. Garment activity is very
important (i.e. over 30% of total output) in 5 zones
and of medium importance (30% to 50% of total
output) in 3 zones. In 7 zones garment activity is
relatively unimportant. Electronics is a relatively
unimportant activity except in RKore- and to a lesser
extent in Mexicoe. The importance of the "other"
category is possibly overstated. Included in this
categoryv would be engineering, leather products,

plastics and raw material processing.

Information on the destination of exports in the
questionnaire is verv limited. However, the
information that is provided confirms what might be
termed pre-conceived ideas i.e. that Caribbean and
Central American zones depend primarilyv on the North
American market, while the principal destination for

the output of African zones is Europe.

w
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TABLE 7

FREE ZONE OUTPUT - % BREARDOWN

Garments Other Electronics Data Oth

Textiles Processing

Botswana 3% 17% - - 8079
Camaroon - - - - 140G
Madagascar 33% 58% - - 99
Senegal - 44% - - 569
Mauritius 79% 4% 2% - 13
Morocco 68% - 1% - 2

Tunisia 44% 14% 21% - 219
Mexico 5% - 45% - 50%
Costa Rico 39% 3% 7% - 519
Barbados 16% 1% +5% 27% 41
Jamaica T7% - - - 239
Venezuela S% 56% - - 359
Jordan 76% - - - 24
Korea 1% 4% 7C% - 25Y%
Sri Lanka 57% - ~ - 439

Source @  Survev Questionnaire




Origin of Investors

Table 8 provides details on the origin of investors.
Over 43% of investors are of domestic origin and
another 24% are foreign/domestic joint venture
projects. Only 33% of projects are classified as
foreign. This result belies the traditional view

that EPZs are foreign enclaves.

The major source of foreign investment in most zones
around the world is very much in iine with
expectations. In Africa, Europe is the major

source of investment. The United States presence
in African zones is extremely limited. Most of the
American investment as might be expected is

concentrated in the Caribbean and Central America.

H

The RKoreans are also r

Q
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latively important investors
in the Caribbean and Central America. The newly
industrialized countries are the major investors in

Asian zones.



TABLE 8

ORIGIN OF INVESTORS

Total Domestic Foreign Joint Source of Foreign Investment
Ventures

Botswana 17 2 11 4 Africa, Europe, U.S., Asia

Cameroon 8 1 2 5 Europe

Madagascar 19 - 2 17 France, Mauritius, Hong Kong

Senegal 9 1 4 4 Europe, U.S., South Korea

Morocco 36 - 34 2 Europe India

Mauritius 586 352 67 167 Hong Kong, France, U.K.

Tunisia 1458 725 367 366 France, Germany, Belgium, Arab
States

Sub-total: 2138 1081 487 565

Mexico 634 1139 853 642 U.Ss., Japan, Korea, Canada

Costa Rica 88 16 65 7 U.Ss., Italy, Korea, Canada

Sub-total 2722 1155 918 649

Colombia 70 41 16 10 U.S., Europe, Canada

Venezuela 13 5 - 8 U.S., Europe

Sub-total 83 46 19 18

Barbados 124 59 36 29 U.8., Canada, Europe

Dominican Rep. 357 70 287 - U.S., S. Korea, Panama

Jamaica 14 1 13 - U.s., Canada, Hong Kong

Sub-total 495 130 336 29

Korea 91 30 34 27 Japan, U.S., Germany

Sri Lanka 139 5 59 75 Korea, Hong Kong, dJapan,
Singapore

Sub-total 230 35 93 102 Europe

Total: 5663 2447 1853 1363

Source sSurvey Questionnaire



CHAPTER 3

EXPORT PROCESSING ZONES AS A

POLICY INSTRUMENT

Introduction

There is widespread belief that export development

is the way forward for developing countries and the

ex-Socialist countries of Europe. The reasons for

this belief are:-

(i) The failure of the import substitution
policies of manyv developing countries in
Africa and Latin America over the last 20
vears; and

7

(ii) The

7]

uccess of the export oriented policies
of the East Asian countries over the same
period.

The newly industrialised countries {Hong Rong,

Singapore, Korea and Taiwan)} had an average annual

growth rate of 8% to 9% over the 20 vears 170 to

1690. Maufactured exports have been growing at a

much higher rate.

Many academic studies have also identified a strong

correlation between export growth and GNP growth

(43)



{e.g. Belassa in numerous articles).

The World Bank and the IMF are also strong advocates
of export grouwth as a kev to industrial development
and economic success. The 1687 World Bank
Development Report contained an analvsis of the
performance of 41 developing countries. The report
concluded that export oriented economies performed
better. In manv of its recent policy papers, the
Bank highlights the need for an outward looking
development strategy to bring about efficient
industrial development and restructuring. Many
advocates of export oriented industial development
also claim that this tvpe of development is labour
intensive. As such, export manufacturing growth
will not only result in a rapid increase in jobs but

aiso in an improved distribution of income.

Others however point to exampies of situations where
a rapid expansion in exports has not resulted in

nigh leveis of GNP growth {see Table G).
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TABLE G

AVERAGE ANNUAL GROWTH 198G-87

Exports of Gross Domestic Value Added in
Country Manufacturers Investment Manufacturing
Indonesia 43.6 11.3 7.5
Turkev 43.06 5.2 8.3
Mexico 23.8 -1.9 3.5
Venezuela 16.2 1.3 2.7
Malavsia 17.2 1.4 6.7
South Korea 15.0 1G.0 16.6
Sri Lanka 15.5 -4.3 6.2
Morocco 14.5 -2.6 1.6
Mauritius 13.9 14.7 11.2
Thailand 13.7 1.1 6.1
Pakistan 12.8 7.2 9.1
Singapore 6.8 4.5 4.9
Brazil 5.6 -1.2 1.2
Senegal 5.3 2.0 5.2
Bangladesh 5.0 4.1 2.9
Philippines 1.7 -7.5 0.1
Source: UNCTAD Secretariat Estimates and South - April 19S0.

VRN
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Mexico is one of a number of examples of countries
with high growth rates of export manufacturers and
iow GNP growth in the 1980's. Venezuela and Brazil
are others, In Mexico there was a major
contraction in the domestic sector of the economy,
due in part to a heavy debt burden. This resulted
in a fall in overall investment by 4.%% per annum
over the 1680/87 period. In Mexico the manufactured
export sector accounts only for a small percentage
of total GNP and cannot by itself pull the whole

economy into a high growth path.

There have been suggestions also that a liberal
import regime will lead to high export growth. The
empirical evidence from an UNCTAD studyv {see South
April 1990 Page 30 "no export panacea") is that
this is not always the case. Countries like Turkev
Indonesia and Venezuela with restrictive import
regimes have been successful exporters while many
African, Latin American and Caribbean economies
(Beclivia, Cote d'iIvoire, Ghana, Jamaica and Uruguay)
all have liberalised import regimes but have

achieved low levels of export growth.

The answer to this apparent paradox is that the
development of a successful export sector is a much
more complex task than simply liberalizing the

import sector. There are many other conditions
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which must be fulfilled {e.g. infrastructure,
investment climate, exchange rate policy). The same
iogic applies to EPZ develcopment. The fact of
declaring an area to be an EPZ, or even the
development of a well planned industrial estate with
good quality infrastructure, will not by itself
result in a major inflow of domestic or foreign
export oriented investors. There are manv other

conditions which must be fulfilled.

Requirements for Export Oriented Development

The first requirement is that the area or country
must be capable of sustaining or supporting a
reasonable manufacturing sector. This mav seem like
overstressing the obvious. There are regions or
countries (e.g. verv small Pacific Island nations)
which because of their size (population 106,060 to
20,000) and remoteness cannot support a
manufacturing sector without large-scale transport
and power subsidies. Some of these regions ar
countries have considered the possibility of an EPZ

as a development option.

The second requirement is a core of people or
companies who have or can acquire the necessary

technical, managerial and marketing expertize to

Pr
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produce a product and sell it successfully on export
markets. The simple or straight conventional way is
to attract foreign export oriented investors who
would bring the capital and the necessary expertise
in a package. In some countries local entrepreneurs
or companies have succeeded in importing the
necessary expertise and using local capital. Many
of the successful EPZ companies in Mauritius,
including some of the very biggest are locally owned

and were financed by profits from sugar cane.

The next important step is to ensure that the
exporters (whether theyv are foreign investors ar
iocal companies with foreign expertise) can compete
on international markets on equal terms with
exporters from elsewhere. This means that the cost
structure and financial arrangements are comparable

with competitor locations. T

p—

1e Keyv issues in this

esp

)
o
O

t are: (i) a competitive exchange rate; (ii)
availability of trade and investment finance at
reasonable rates; (iii) access to machinery and raw
materials at world market prices; and (iv) easy or
automatic access to foreign currencv. Other
important issues include labour and emplovment,
taxation and transportation policies. Finally, the

phvsical infrastructure and government institutions

must be efficient and cost effective.
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The EPZ is one of a number of dutv free options
which allows the manufacturer access to raw

materials and machinery at world market prices.

Dutv Free Options for Export Oriented Manufacturers

Access to materials, equipment and other inputs at
world market prices is a kev factor in making the

export oriented sector competitive. Anv dutyv free

scheme designed to provide such access is accepted
by all countries and will not therefore bring about

v

(]

talitary trade responses from importing counitries.

The various duty free options include: (i) a prior
exemption svstem for dutiable imports, or a duty

fr

e licence sys
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(b} bonded manufacturing or
bonded warehouse svstem; (c) a duty drawback syvstem;

and (d} an EPZ.

The prior exemption or dutv free licence svstem
means that importers can import free of duty fixed
quantities of specified products for processing and
re—export without dutv pavments. A bond or bank
guarantee mayv be required by the Customs Authorities
in lieu of the pavment of dutv. For this svstem to
function effectively, a good customs administration

system is necessary which can relate imports to



exports at the level of the firm. This means that
the Customs Authority must be able to establish a

reliable "rate of vield" or import/export
co-efficient. Only in this way can the Customs
Authoritv satisfv themselves that all the imported
materials have been incorporated in exported
products. Countries neuw to export oriented
manufacturing mav not have the technical or
administrative capacity to calculate the rates of
vield or import/export co-efficient. If import
duties are high and an important source of
government revenue, the Customs Authoritv mav be
reluctant initiallv to introduce this tvpe of
svstem.

The dutv drawback svstem like the dutyv free licence
system requires the establishment of a rate of vield
or import/export ratio for each product. Compared
to the prior exemption/dutv free licence system, the
risk of evasion of duty pavment is much less because
of an administrative malfunction. The dutv is
already paid and the onus is on the gxporter to
ciaim {and get) a refund. Most countries operate
duty drawback svstems. Properlv administered it is
an ideal wav of providing "free trade status" to new
or occasional exporters. It is a very useful wav of
encouraging domestic market suppliers to export.

Verv often, however, the svstem does not work well.



There are manv complaints about long delays and
difficulties in getting "drawback". The reasons for
these difficulties are manv - (i) administrative
inefficiency due to lack of training of Customs
personnel, a shortage of personnel or poorly paid
personnel; (ii) bad record-keeping by producers due
to lack of trained personnel (book-Keepers and
accountants), which makes entitlement to drawback
difficult to prove; and (iii) a shortage of funds to

pav the dutv rebates or drawback.

The bonded manufacturing unit is 1ike a singie
factory EPZ. The factorv is entitied to import
materials and equipment duty free. The importer may
be obliged to lodge the goods in a secure store
under Customs seal within the factory. Materials
are released from the store by the Customs Authoritv
on a gradual basis as required. Many countries
offer this facility. It usually requires the
presence of one or more full-time customs officials,
depending on the size of the factory. Bonded factory
facilities are usually granted only to large
companies who export all or most {(over 80%) of their

output.

The EPZ is a special industrial estate {usuallyv 40
to 100 hectares) fenced in and contrciled by the

Customs or EPZ Authority where goods can be imported
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free of dutv, processed and exported. Goods moving
between ports of entry/exit in the zone are
sometimes escorted by customs or zone authority
officials. If the zone is located ciose to the main
port of entrv/exit, this is not a major problem or
expense. There is a belief that in a fenced in zone
the possibility of smuggling or illegal diversion of
duty free goods is easv to controi. This in turn
can lead to a relativelyv relaxed customs regime
compared with a bonded manufacturing or duty free
licence system. The Customs Authority is often more
disposed towards an EPZ tvpe regime. Manv investors
mav also prefer an EPZ {especially when there is no
successful record of manufacturing under dutyv free
licence or bonded manufacturing regimes) in the
belief that it will provide a good operating

envirornment.

The World Bank in a paper on "Managing Entrv into
International Markets - Lessons from the East Asian
Experience" concludes that "free trade zones can be
very effective in the early stages of an export
drive as a means of attracting foreign investors and
demonstrating the country's export potential,
especially in less developed ccuntries that lack the
capacity to package the critical elements needed to
initiate an outward oriented development strategy.

However, development of infrastructure, formulation

o
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of appropriate incentives and other elements of the
work environment must be well managed. It should be
noted that where outward development strategies have
been sustained and reinforced as in the East Asian
NIC's, the relative importance of zone exports has
tended to decline as exports of other domestic
industries expand under free trade status". Table
10 below, showing the trend of exports from the
Shannon and RKorean EPZs in relation to countrvwide

exports, illustrates the above point.

Antoine Basile, at a seminar on EPZs in Bridgetown,
Barbados, in October 1988 organised by the ILO,
commerited that a fall in demand for EPZs and indeed
their eventual disappearance were Kev indicators of
the success with which EPZs had attained their
objectives. In the Shannon zone the Customs
boundary posts and the surrounding fence were

removed a couple of vears ago.

The Role of the EFPZ

The EPZ properly planned, organised and developed is
most useful when a country is beginning the process
of export oriented industrial development. Many
countries which have developed successful export

oriented manufacturing sectors in recent vears have



TABLE 10

Free Zone Exports as % of National Total

Ireland Korea
in M IR in M$
Year Zone Country Zone as % Zone Country Zone as %
of country of country

195G-63 24 149 16

1964 14 69 20

1965 23 81 28

1966 32 100 32

1967 33 112 29

1968 35 143 25

1969 38 162 23

1670 40 193 21

1671 34 220 16 1 1667 0.1%
1672 36 282 13 10 1624 0.6%
1673 47 400 12 70 3225 2.2%
1674 53 544 16 182 4460 4.1%
1975 54 617 9 175 2081 3.4%
i980C 131 2250 6 674 17504 3.6%
1986 238 6105 4 1149 34714 3.3%
1991 385 10526 4 1586 71870 2.2%




made use of the EPZ concept at an early stage in the
development process. Many in these countries will
agree that the EPZ programme helped to "kKick start'
the whole process. Developed countries, notably
France and the United Kingdom, have also used the
concept in recent vears to promote industrial
development in certain port area . A United Kingdom
working party in 1983 concluded that "a free zone of
the classic type with a ringed fence under customs
control could have special appeal and marketabilitv"
and "that there would on balance be merit in opening
the way to the establishment of such free ports in
the United Kingdom". Legislation, the report
conciuded, should "permit all forms of activity,
trade, warehousing, processing and related

services".

The primary purpose of an EPZ in a developing
country is to help to "kKick start' the process of
export oriented manufacturing development by
providing a physical and an administrative
environment in which investors can operate
efficiently and compete effectively in worid

markets.
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Requirements for Successful EPZ Development

The mere fact of declaring an area as an EPZ,
establishing an authority to develop and manage the
zone and providing a budget of 5M$ to 10M$ will not

lead to successful EPZ development.

The successful development of an EPZ depends on the
policy environment,liocation, organisation and

management .

Govermment policy can infliuence the cost and
availability of many items. A government policy,
therefore, which can influence {(reduce)} the cost and
availability of those items required by exporters is
important. The first step in influencing costs is a
competitive exchange rate. Major expansion of the
free zones in Mauritius and the Dominican Republic
in the 1985/90 period {two countries which have very
successful EPZ programmes) coincided with a major
devaluation in both countries. The second step in
reducing foreign exchange costs for EPZ exporters
and making foreign exchange easily available is the
facilityv to operate foreign currencv accounts.

Other policies which can infiuence costs include:
policies for taxation, emplovment, labour and
transport. Excessive taxation on workers with iow

incomes, or what might be termed social labour

i
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legislation, increases labour costs - a keyv factor
in manyv EPZs. From the point of view of workers in
emplovment, social legisliation is obviously
desirable e.g. job protection, redundancy pavments
etc. From an emplover viewpoint such legislation
increases costs and reduces the incentive to employ
additional workers. The benefits and costs of
taxation in social labour legislation needs to be
carefully assessed. Transport policies which give a
monopoly or quasi monopoly position to national
carriers may have the effect of increasing costs or
reducing the qualityv of the service or both. As

with social labour legisliation, the costs and

9]

benefits of transport policies need to be balanced.

A third important policy issue relates to trade and

T
o

investment finance.

The choice of location for an EPZ is critical. Poor
location choice is the Kev factor in most cases
where (i) EPZs have failed or (ii) where development
costs were excessive. As a general rule EPZ
development should begin in the capital city {i.e.
the commercial capital} close to a port or airport
and spread gradually to other c¢ities. The EPZ
should be used as an instrument of regional
development cnly in very restricted circumstances.

Most attempts to use the EPZ as an instrument of

a

regional development policy have been expensive
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failures. In Thailand two EPZs were established
initially in the mid 1980's - one at Lat Rrabang (36
tiectares) on the outskirts of Banghok, the other at
Lamphun {24 hectares) near the northern city of

Chiangmai.

Lat Rrabang was fully occupied two vears later while

Lampinun had only one factory in its two vear old
EPZ. 1In Guatemala the zone at Santa Tomas de
Castilla "has been a disappointment" due in part to

its location 200 miles from the capital, Guatemala

1

~

city. Bataan zone in the Philippinnes, about 1:

-

miles from Manila in a rural mountainous area, has
been an expensive failure, while Cavite {close to
Manila) and Mactan EPZ in the citv of Cebu) have

been by contrast veryv successful.

The organisation and management of an EPZ includes
all govermnment and private agencies involved with
the zone. The kev organisations are:

(i} the government agency responsible for
promotion, project evaluation and licencing
of investors;

(ii) the public or private agency responsible for
the phyvsical development and management of
the zZone; and

(iii) the Customs Administration.

(&)
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(1)

(ii)})

{(iii)

(iv)

An inefficient or bureaucratic Zone Authority or
Customs Administration which takes davs (3 or more])
to clear goods will defeat one of the main purposes
of the zone - a streamlined bureaucracy free

environment.

Overall the Kev considerations in free zone
development are:-

Political and economic stability: For most
investors this is the most important consideration.
Essentially what most investors look for is a
consistent economic policy favouring private
enterprise, foreign investment and export
development and a politically stable environment.
Good transportation and communication facilities:
For most free zone industries (e.g electronics,
light engineering and clothing) good air connections
are important. This means adequate air cargo
capacity and services to all major destinations.
For international service activities, good
telecommunications facilities are very important.
Good Physical Environment: Most free zone
investors are international companies with a good
reputation. As such they will look for a pollution
free environment with high standards of phvsical
planning.

Reliable Infrastructure: A reliable water and

electricity supply are veryv important.
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(v)

(vi)

{(vii)

{(viii)

{(ixX}]

Market Access: Preferential access to major markets
is a very big advantage e.g. South Pacific countries
vis a vis Australia and New Zealand; Caribbean
countries vis a vis U.S. and Canada; ACP countries
vis a vis EC.

Support Services: Basic support services such as
banking system and freight forwarding are essential
in all zones. If a zone is seeking higher skilled
engineering or electronics activities, the existence
of good quality sub-contractors and spare parts
suppliers is an advantage.

Labour: The cost and productivity of labour and
the range of skills will, more than anvthing else,
determine the type of industry which will be
attracted to the zone.

Good Organisation: An organisation which can {aj)
deal effectivelv and quickly with investors
applications and (b)) assist investors once approved
in the establishment phase is important. Very often
the difference between two locations is marginal and
the iocation decision will hinge on minor
considerations. The overall impression made by the
Zone Organisation on the investor, can be decisive
in such circumstances.

Urban Environment: If a free zone hopes to attract
good quality light industry and expatriate
persommel, a well developed urban environment is

important.

o)
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Existing Industry: it is an advantage both to the
firms setting up in the zone and the host country
that a certain amount of industrial development
should have already taken place in or near the

proposed zone.
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CHAPTER 4

LEGISLATION

Introduction

The legislation sets out the basis for the
development of an export processing zone. In
particular, it sets out the basis for the
relationship between the different organizations or
groups who have an interest in, or an involvement in
the zone. Different groups will emphazise different
issues. Sometimes groups will come into direct

conflict.

The two main groups involved in zone development are
the government and the private investors. The
government can be divided into 35 sub-groups whose
interests mav not always be compatible. These are:-
(i The agency or group responsible for economic
/industrial development and export
promotion. This group may be represented by
the Ministry of Economy or Industry or
Trade. Their outlook is promotional or
developmental. There mav of course be a

competition between trade and industry if
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they are separate ministeries, for the right
to control the EPZ development.

The Customs Administration is often
represented by the Ministrv of Finance.
Their concerns are preventive - making sure
that duty free goods do not enter into the

domestic market. The Finance Ministry may

i

ey

also b

(tl

reluctant to grant tax holidavs - a
feature of most EPZs.

The Central Bank is concerned with the
movement of foreign currency. It mav adopt
a positive or negative attitude. The
negative attitude, which is more a feature
of the 1970's than the 1990's, would focus
on whether or not there would be a drain on
foreign reserves. The contrary attitude is
that the free zone will add to the volume of
the country's external reserves.

The concerns of the phyvsical planning
/environmental group are obvious. To date
this has not been a major issue in free zone
development.

The economic planning group mayv take a
positive or negative attitude. The negative
attitude, prevalent in the more socialist
economies in the Indian sub-continent and
the Caribbean in the 157G's, was that free

zones were for foreign investors. They
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believed that the concessions granted should
be minimal. No domestic investment capacity
should be used in the zones. Domestic
investors should be exciuded and the
emphasis should be on high-tech investment.
The economic planning group mav, of course,
take the view that the free zone is a Key
part of the countrv's economic development
strategy and mav be fully supportive of the

project.

The private investors fall into two groups whose
interests lardelv coincide. These are (i) the
property developers or zone operators whose major
concern is to attract enough investors to use the
zone facilities; and (ii) manufacturers, traders and
international service companies, who invest in the
zone and use the facilities therein. The major
concerns of boeth these gioups are a bureaucracy free

enviromment with good standards of infrastructure.

(o

The Approach to Legisliation

The approach to legisiation and the content of the
free zone law depend on the objectives of the zone
and the group responsible for initiating and

developing the proposals. In the older free trade



zones, the obiectives were often limited to
providing warehousing and storage space for duty
free goods in transit to other destinations. The
initiative for the development came from the Port
Authority or similar agency (e.g. public or private
sector warehousing dgroups), or the Municipal
Authority in whose jurisdiction the zone would
operate. The Ministry of Industry or Trade or
Development had little interest in the project.
Physical planning and environment issues were also a
minor consideration. The only government group with
a major interest in such a project was the customs
administration. Their concern was obvicusly to
ensure that no dutv free goods were diverted
illegally to the domestic market. The strength of
their concern depended on the level of duties and
the tradition and incentive to smuggle. In a
traditional free trade zcne, many of the goods were
consumer items with high duties and immediate resale
value. The incentive to smuggle was high. There
was, therefore, a need for strict controls to
prevent smuggling. Thus, much of the older free
trade zone legislation provided for strict Customs
controls.
The law often provided that:
(i) the free trade zone or bonded warehouse
should be licenced bv the Customs Authority;

(ii) the licence was granted to a port authoritv



or warehouse operator or municipal
authorityv;

{iii) the operator was subject to strict operating
conditions by the Customs Authority;

{iv) very little could happen without a customs
officer being present;

(v) manufacturing activity was usually
prohibited; and

(vi) sometimes goods had to be bonded.

Warehouse operators and traders can often tolerate
these restrictions because time pressures and
delivery dates were not critical and competition was

limited.

The modern export processing zone operates in a very
different environment from the old free trade zone.
The number of interest groups involved is far
greater. Apart from the Customs Administration,
four or five other government ministries mav have an
interest in or involvment in the zone. A more
important consideration is that the export
processing zone operates in a very competitive
environment and to be successful must be "user

friendly".

In the export processing zone, most of the goods are

raw materials and machinery which have limited

(66)



appeal in the domestic market. This is particulariy
true of items like electronic components. Most bona
fide investors have little interest in smuggling.
Thev make their money from efficient production.
Therefore, too many restrictions are unnecessary and
could defeat the whole raison d'etre of the zone.
Similarly, restrictions on domestic investors can
have an adverse affect on the zone performance. In
many zones domestic investors make up one third to a
haif of the total. 1In the Karachi zone, for
example, domestic investors were excluded and
overseas rakastanis were not given any guarantees on
the repatriation of profits or dividends during the
first 6 or 7 years of the zone's operation. This
discrimination against Pakastani investors {(domestic
and overseas) contributed to the poor performance of
the zone in the period 1980/87. Bureaucratic
restrictions also slowed progress in the Chitagong
zone in Bangladesh in the first vears of its
operation. However, manyv of these bureaucratic
restrictions were lifted subsequently and from 1985

onwards progress has been significant.

The balance betueen freedom and restriction/controls
depends very often on the strength of the different
iobbies. The main area of conflict is usually
between the development/promotion authority and the

customs administiration. In the ideal situation,



both groups would agree on the contents of the
legislation and subsequently work together in
harmony to promote and develiop a free zone
programme. For this harmonious relationship to
deveiop, both groups must be involved in the
planning and development of the zone concept from
the outset. For reasons of mistrust, ambition or
simple bureaucracy, this is not aluwavs the case.
The Ministrv of Industry/Trade or Development may
proceed with the free zone planning with little or
no reference to the Customs Administration or other
agencies. The free zone legislation is presented as
a completed document to these groupings. In such
circumstances the promoting agency will receive at
best "reluctant co-operation" from the other

agencies.

The Content of Legislation

The content and balance in free zone legislation
varies considerably from country to country. There
is no standard formula. Some countries devote up to
half the contents to restrictions, offences and
penalties. Some acts or decrees give elaborate or
substantial powers to the Customs Administration.
Others barely mention them. 1In some legislation Kkev

issues like the power to declare an area an export
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processing zone is set out by implication. The
preamble may define various terms used in the
document mayv state that a free zone is an area which
is declared as such by the government or the free
zone administration. An article outlining the
powers of the Zone Authority may state that the
Authority, among other things, has the task of
evaluating sites and making recommendations to the
government on areas to be declared "free zones". On
the other hand, some legislation is very specific on
the procedure for establishing zones. Some acts
deal with employment or labour disputes, others

ignore such issues.

Most of the former British colonies follow a similar

pattern. The first article is the "short titlie" for
the act - "this act mav be cited as the export
processing zones act of 19..". The second article

deals with interpretation or the meaning of
particular words. The third article often deals
with the establishment of export processing zones.
"The Minister (or Coucil of Ministers) may declare
an area ..... to be a free zone". Other issues
which may be covered in the legislation include:-
(i) The issuing of licences or permits to
investors who want to establish a business
within the zone, conditions attached to such
licences, and provision for the revocation
of such licences.
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{ii) The control and management of export
processing zones.

(iii) The establishment of a free zone authority.
Not everv countrv or act includes such a
provision e.g. Mauritius or Cyprus.

(iv) The non-application of import/export laws
and the role of the Customs Authoritv.
Related articles wiil deal with the
liability for dutyv on missing duty free
goods and the retail trade and the
consumption of goods within the zone.

{(v) Banking and currency legislation. Most
zones permit the operation of foreign
currency accounts and provide in the
legislation that the tradtional foreign
currency and exchange control regulations
will not apply within the zone.

{vi) Expropriation of land. Some legisliation
gives the Zone Authoritv or the relevant
minister power to expropriate land for free
zone development.

{vii) Progress reports by investors.

(viii} Incentives.

{ix) Offences and penalties.

(x) Power to make regulations in relation to the

implementation of the act.

A draft Export Processing Zones Act is included in

Appendix 1.
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Rev lLegislative Issues

The export processing zone projects an image of
freedom and absence of bureaucracy which is
appealing to many investors. Surveys among
investors have shown that what they look for in a
free zone are (i) a clear picture of the
government's policies and rules with regard to
foreign investment in the zone; {(ii) an outline of
the rights and obligations of the investor which
should aimost have the status of a contract; (iii) a
minimum of contact with government agencies -
{ideally the investors would prefer to deal with
just one organizationj); and (iv) an efficient system

for the movememnt of goods into and out of the zone.

The government will want to be in a position to
control investors whose actual performance is very
much at variance with the original plans set out by

the investor.

The Customs Authorities will want adequate powers to
ensure that duty free goods do not enter the
domestic market or that prohibited goods (e.g. arms,
drugs) are not stored, manufactured or otherwise

handled in the zone.



The above considerations can be embodied in a simple
piece of legislation - the Free Zone Act. In line
with the image of a free trade zone the legislation
should be simpie and clear. There is nothing which
will deter a potential investor more than a bulky
document filled with a series of free zone laws and
regulations. Important issues should be stated
clearly in the Act rather than by implication. The

main elements of an ExXport Processing Zone Act are:

Purpose: The purpose of the Act is to "provide
for the establishment, control and management of
export processing zones and related matters". It is
possible that some amendments to existing
legislation may be necessarv to cater for EPZ

incentives and controls.

Establishment of EFZs: The Act wil normallv

designate one minister with overall responsibility
for EPZs - usually he will be the Minister for Trade
or Industry. The Act will give him the power to
declare specified areas or buildings as EPZs. He
may be obliged to consult with other ministers or
the cabinet. The minister, when declaring an area
an EPZ, can attach certain conditions to the
declaration e.g. that the area be fenced and/or
patrollied; that suitable facilities be provided for

Customs etc.



Management, Development and Control of EPZs: The

Act should specify who is responsible - the Minister
or a Free Zone Authority - it depends on the
particular situation. The task of developing and
managing the zone may be delegated to a private
company. However, ultimate responsibility for
control will rest with the minister directly, or
through a statutory free zone authoritv. If a
private developer is involved in managing
/developing the zone, various conditions can be set
out in the contract between the Ministry/Authority
and developer. This contract can take the form of an
actual contract or a licence or permit with
conditions attached to it. The provsion in the Act
should give flexibility to the minister to
experiment with different forms of management and

control systems.

Free Zone Activities: it would be unwise for the

Act to specify in any detail the types of activity
which may take place in the zone. Considerable
discretion should be left to the Minister or
Authoritv. However, the Act mav set out some
criteria for evaluating projects e.g. 100% export.
All operators within the zone should be licenced by
the Minister or Free Zone Authority. <Conditions can
be attached to the licence e.g.

(i) tyvpe of activity to be carried on by the

firm;

—
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(idi) minimum employment levels;

(iii) minimum value added.

Duty, Tax Exemption: This section would set out

what investors are entitled to by wayv of exemption
from duties and taxes. Without exception companies
operating in a free zone are entitled to import

materials and machineryv free of dutv.

iLicences or Permits: The Act would empower the

Minister or Free Zone Authoritv to issue a licence
or permit to a free zone investor who wants to
establish a business in the zone and to attach
conditions to the operating licence. The Minister or
Free Zone Authoritv would also have the power to
revoke a licence under certain conditions, or vary

the conditions in a licence with the consent of the

licensee.
Customs Controls: This section should be Kept as
simple as possible. It would deal with the control

and movememnt of goods, the powers of the Customs

and set out penalties for mishandling goods.

Miscellaneous Provisions: This would cover any item

not already dealt with e.g. power to make

regulations for carrving out the purpose of the Act.
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FREE ZONE MANAGEMENT AND OPERATION

Introduction

There are a number of factors to consider in setting

out a management and organisational structure to

develap an EPZ.

(i) An EPZ means granting privileges to investors
{the right to import machinerv/rauw materials
free of duty). Onlv the government or a
government sponsored authority can grant such
concessions.

{(ii) An EPZ normally means the development of a

limited geographic area {usuallyv 40 to 100

hectares) as an industrial estate and the

management of the propertv. This activity

can be performed by the State or private

sector.
{iii) The successful development of an EPZ requires

a verv significant promotion effort. In most
countries embarking on EPZ development, the
promotion effort must {(at least initiallv) be
undertaken by the government organization

involved in investment promotion.



(iv)
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{vii)

Most of the functions involved in the
development of a zone require regular
continuous contact between the management
and the investor community in a business or
developmental context. An organization
dealing with business in this wayv must be
able to operate in a businessliike manner.
Verv often it is not possible for government
departments to operate in this wayv because of
restrictive operating conditions.

The phrase "one-stop shop" is often used in
reiation to free zone development. This
means that all the decisions in relation to

an investment project should be made in one

et
Y

slace and ideally by one agency i.e¢. the Zone

R

Authoritv. A very good example is Sri Lanka
There is a need to control the movement of
duty free machinerv and materials to ensure
that such goods are not illegally diverted on
to the domestic market. Yet the controls
must be such that goods can move uickly
between the zone and foreign destinations.

A number of different government departments,
some with apparently conflicting attitudes
and functions must work in harmonv if the
zone is to operate successfullv. This

requires willing co-operation betugen equa

b

partners, €.g. Rorea/Sri Lanka or an agenc
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with overall responsibility, or the handing
over of responsibilityv for various activities

from one agency to a Free

t:

Zone Authority

{i.e. responsibility for building permits,
factory inspections etc).

{viii) The private sector is taking over many
traditional commercial or gquasi commerciail
government functions incliuding free zone

development in manv parts of the world.

Oraganisational Apprcaches

The ar

,‘.

e

proach to EPZ organisation differs a 1ot

cetween countries At one extreme there is what

might be termed the "non-organisation or almost

4
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the other axtreme there is the Eas

established all powerful government
zone authorities to develop and man
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faire approach” of the Mexican government. At

J'l

t Asian exanplies

rRorea, Taiwan and Sri Lanka especially) which
controlled free

age the zones.

here are manv variations in betuee

Most countries in fact have formed some sort of

from the traditional and most

specialized EPZ Authority to oversee {(at least) and
ometimes plan, manage and develiop the whole EPZ
programme. The designation of the Authority ranges

commonliv used "EFZ
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Authoritv" to "corporation" e.g. the Free Export
Zone Corporation of Costa Rica; "council" e.g. the
National Free Zone Council in the Dominican

Republic; Directorate or Administration e.g. the
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ones Directorate or Administration in

Turkev; limited companyv e.g. the Shannon Free

Airport Development Co. Ltd.

Mexico

The Mexican "in-bond" or maquiladora deve
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began in 1965. Under this programme the
government permitted the establishiment of in bond
factories within 20 kilometres of the U.S./Mexican
vorder. 1In the 1970's the programme was amended to
allow the establishment of export manufacturing

facilities anvwhere in th

O

country using duty free
imported equipment and raw materials. In August
1G85 the Mexican government for the first time
introduced legislation dealing with the promotion
and operation of maquiladora plants. Under this

decree the procedure for approving applications and

in the programme. A further decree wvwas issued in

December 1988 uhich superceded the 1683 decree.  The
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Mexican maquiladora programme succeeded in many wavs

despite rather than because of anyv Federail
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governnent. initiative. The Kev factors in the

success of the Mexican programme were (i) proximity

to the United State {ii} the verv large disparity

by
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in wage rates {and labour costs) between
States and Mexico; and (iii) the initiative of the
Mexican Municipal Authorities and private sector
industrial park developers. These developers saw an

opportunity, toeok a risk, developed industrial par
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structure and support
services to attract U.S. {and later Far East)
investors and assist them in the establishment of
e MexXican private sector
went as far as to develop a shelter programne to

facilitate in ant to commit investment
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or management resources. Under the shelter

programme, foreign companies provide raw material

and production technology. The management and

v

operation of the faciiitv is carried out by a

cican group.

Mauritius

The Mauritian government passed an EPZ law in 1670.
The law did not provide for the establishiment of an
EPZ Authorityv. Section 3 provided that "the



Minister responsible for Commerce and Industrv {nou
the Minister for Industry and Industrial Technologv)
may ... declare {(a) anv area of land ... {b) any
factory ... to be an EPZ". Section 4 provided that
everv EPZ should be bonded. Applications from
investors for export enterprise certificates (an EPZ
licence) are made to the Ministry. The appiication
is reviewed by a compittee {the Industrial
Deveiopment Committee) within the Ministrv who make
recomendations to the Minister. Land and buildings
for investors are provided by a number of
organisations in Mauritius. The Development Bank of

has provided factori

C

Maurituus {DBM) ince 1969.

o
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Since 1984 the Mauritius Export Development and
Industrial Authority (MEDTA) has been assigned the

roie of erecting and managing industrial estates, as

w

[

11 as promoting investment. A number of investors

have erected their oun buildings. Sugar factories

-
-

and disused cinemas have alisc been converted to

..

factories for EFZ industries.

Th

o

Mauritian EPZ programmne has in many wavs beeéen an
outstanding success. Unempiovment which reached 30%
in the 1970's is almost zero and per capita income
at over 20008 is seven times that of most African
countries. The EPZ development over the last 20
vears ranks alongside the tourism and sugar sectors

as ornie of the three piliars of the Mauritian

0
.



economy .  Rey factors in the successful development

07 the sector were:-

{i) The traditional 1l1inks between Hong Rong and
Mauritius, especialiv in the 1970's {(Hong

Rong was an important investor in Mauritius
at that period).

(id) The existence of a core of bu

ffl
[

iness people in
Mauritius with initiative and capitail. {Much
of the capital came from profits of the sugar
industrv). Today domestic ouned enterprises
account for 352 out of a totali of 586 EPZ

companies. Another 167 are joint ventures

e

and 67 companies are foreign owned. Some o
the largest groups in the isiand are
domesticallyv ocuned and controlled.

{iii) A reasonably good infrastructure.

{iv) A well educated bilingual (French and

English) multi-cultural workforce.

{(v) Traditional links with and dutyv free access
to the EC market, especiallv the U.RK. and
France.

The Mauritian EPZ was not a singie fixed and
circumscribed area because (i) there was no single

- —

ar rge enough; (ii) fullyv serviced industrial

l't.
jal

2

buildings were onlv starting in Mauritius at the

time (1970); and {iii) sugar factories were
permitted and encouraded to clear sites and erect



buildings and infrastruture. In addition,
industrialists were allouwed to establish factories
anvuhere in the island provided satisfactory
infrastructure was available.

To cope with the EPZ development programme, the
Ministry of Industry and Commerce {(as it was Rioun

in 1870) was re-organised with (i) a project

valuation and formuiation group to process

H 1

applications quickliyv; (ii) a data collection group;

v

- Y

{iii) an industrial promotion group; and {(iv) a
foreign trade division.

he Mauritian EPZ programme achiieved success
quickly. There were 66 investors emploving 10,066
ie in 1875, increasing to 146 enterprises and
26,000 workers in December 1983. Since thern,
however, growth has accelerated. At the end of
December 1651 there were 586 companies emploving

, 000 workers and exports exceeding 800MS annuallyv
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sectar, a recent {(16%1) agovernment report

~F

}

(Mauritius at the Crossroads - The Industrial

{

Challenges Ahead, bv the Ministrv of Industryv and
Industrial Technologyv) commented that "it is common

Knowledge that the starting of a firm is a lengthy

(o 3]
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process and that administrative bottlenecks and red
tape continue impeding the smooth progress of
industrialization. This diiution of authority,
cuinbersome administrative networks and fraagmentad

legislation with 111 defined responsibilities have

o

A

en identified as leading to environmental

%

degradation". Another government sponsored report
{The State of the Enviromment in Mauritius, Julvy

19G91) points out that "after saveral vears of

intense industrialization and other economic

s

activity, Mauritius is increasingly aware of the

costs to the environment".
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environment stems iargelv from haphazard

¥

developiment, poor planning, weak legisiation and

diluted auvthorityv".

An effective "one-stop shop" procedure is one

]

soilution to the administrative difficulties. Th

>

;

report cites as examples (i) the Greater Colombo
Economic Commission, {(now the Beard of Investment
{BOT) in Sri Lanka) vhere an investor can commernce
operations

has received authorization or

|J‘r
O
jou
T

once
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approval from the BOI. This usua 2 to 6

Vv take

m

weeks: {ii) the Singapore Economic Development Board
uhich seeks to help investors; and (iii) the freedom
e §

and simplicitv of the Hong RKong concept of the

"one-stop shaop" which has direct liaid

U‘n

On. procedures

with 23 government departments and organisations and
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In East Asia the free zone administration has very

O

onsiderable powers within the free zone and has the

+

ask of ensuring that all other agencies of

agovernment perform effective In Korea the

!

Minister for Industryv and Commerce has overall
responsibility for free zone development. He is
advised by an Inter-Ministerial "Deliberation
Committee". A number of other ministers have
delegated various responsibilities to the Minister
for Industrv for reasons of efficiency. 1In charge

of each free zone is a Free Export Zone

n—q

Administration Office established bv the Ministry
and headed by a Director General. Various other
administrative agencies of government have
established offices in each free zcone. These
include: customs, port office, emigration office,
labour department, police. The Director General of
the Administration Office has the authority and
responsibility to supervise the other administrative
agencies in the ExXport Processing Zone. In this way

ne exporter is assured cof an effective "cone-stop

+

shop" service. If anv of the administrative

agencies are siow or inefficient the EPZ



Administrative Office can, and more importantiy, h

oy

the authority to act.

74

Sri Lank

In Sri LankKa the EPZ Authority, once called the
Greater Colombo Economic Commission and now the
Board of Investment, has verv considerable powers
within the Export Processing Zones. The Government
there has probabliy gone further than any other in
providing a "one-stop shop" service for free zone
investors. At the project feasibility stage the
Board of Investment meets the potential investor,
introduces him to the various ministries/agencies

and other investors. It aiso recommends leg

Q
P

accounting and engineering consultants and raw
material sources. Once the proje is approved bv
the Board of Investment, no other approvals or
permits are necessarv e.g. buiilding permit from the
Municipal/Local Authority, fire services, power
permit, approval of the Health Ministry etc.
Responsibility for monitoring discharges from

factories and protecting the environment is a

[y

so th
function of the Board of Investment. During the

establishment and oper
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sriases, the Board of
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Investment provides an ext ive range of support

services. Visas for expatriate personnel are

v
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recommended by the Board of Investment and issued
the foliowing dav by the Department of Emigratiorn.
1

The Board can also provide a servic ite within

{t!
Ty
*—.t

the zone for the investor and advise/assist him {the
investor) in sourcing whatever he needs e.g. ilabaour,

accommodation, schools for expatriate children etc.

With regard to the import and export of equipment
and materials, the bBoard of Investment has an
important role working side by side with the Customs

Authorityv. The necessarv import permits are issued

by the Board of Investment {Investor's Services
Department}. There is a fast track procedure {24

hours) for removing goods from the port of entrv to

the investor's premises. Inspection and
verification of cargos take place in the factory

with Board of Investment and officials responsibile

for checks. Approval and monitoring of local sales

and subcontract activitv is a Board of Investment

responsibility.
The Sri Lankan programme has been very successful.

Over 106,000 peopie are emplioved in EPZ factories.



The Dominican Republic

Here the EPZ Authority functions as a promotion and
regulating agencv with limited involvement in the
operational aspects of the zones. There are 26 free

zones in the Dominican Republic - 10 private sector,

—a
5N

public zones, of which 12 are operated by the

\

State Industrial Dev

H¢u]

yiopment Corporation {(CFI), 2 by
the Sugar Corporation and 2 public/ private segtor
ioint ventures. The agency responsible for the

overail promotion, development and reguliation of the
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me prodramme is the National Free Zones
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statal organisation with a Board of
Directors chaired by the Ministry for Industryv &

commerce.  Th

[

Board includes other public sector
representatives from the Ministrv of Finance,
Customs, Central Bank and various State investment

TL - -

and promotion counciis. herve are also two
representatives each from the free zone operators

group and two representatives from the free zone

)
&
T
41]
O
@]
e
E:l
s
o
o
(41
\

investors. The National Fre
number of functions inciuding (i) making
recommendations te the Jgovernment on the
establishment of free zones; (ii) reviewing and

approving (or rejecting) applications from investors

to establish within free zones; (iii} formuiating
policies for the promotion and expansion of the free

on

N
T

sector; and (iv) regulating and defining the

x
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relationship between the various eiements invelved

in the development and operation of fre

)

zones,
including free zone operators, investors and the

Council.

Most of the promotion and servicing of investor
requirements is undertaken byv the free zone
operators, especialliy the private sector operators.
A few quotations from Jose Ceron, {1)
Vice-President of the privatelyv run San Isidro

illustrate the point.

"Promotion is one of our most important
activities",., He also stresses the importance of
customer service and the zone developer provides a
number of services including personnel recruitment,
pavroll, maintenance and customs brokerage.

The free zone programme in the Dominican Republic
began in 1969 and has developed gradually since

ther. In 1981 t
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prises empioving
21,000 people. By the end of 1692 there were 425
enterprises and 130,000 people emplioved.

Jose M. Ceron "Free Zones: Business

powd
R
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Opportunity and Engine of Development paper

at FIAS Conference - Washington D.C. Sept

0
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Costa Rica

The Costa Rica free zone programme began with the

establishment of a Free Zone Act in 1981. However,
progress in the 5 vears ta 1986 was siow. By

December 1986 there were 1

p-d

investors emploving 876

peopl At present there are 10 zones in operatior

&

o
-

most of them privately ouned, with 88 investors

empioving ovr 11,000 peoplie.

The Free Export Zone Corporation establishec
controlied by the government is responsiblie for the
promotion, development and establishment of free

Zones.

T

ie Corporation is headed bLv a Board of
Directors withh the Minister for Trade as chairman.
Other directors include representatives of the

Chamber of Industries, export groups and iocal

government representatives. The corporation can (i
review applications from investors to establish
projects and free zones; (i1} establish and develop
free zones itself; {(iii) grant permission to privat
developers to build and manage free zones ol siteés
approved by the government; {(iv) supervise the

-+ P

operation of i

rivate free zones; and (V) co-operate

with other state agencies (Customs, Health) in the

3

development and supervision of free zone operations.
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In sub-Sahara Africa a number of countries have
embarked on EPZ development programmes in recent
vears. The Kenvan programme is one of the most
advanced of the "new wave" of African zones. An Act
providing for the establishment of EPZs and the Zone
Authority came into operation in November 1990 The
Authoritv is a para-statal organisation with a Board
of Directors draun from the public and private
sectors. It's main functions incliude: (i) making
recommendations to the Minister {(for Finance) on EFZ
sites; (ii) examining and processing licence
appiications from zone developers and investors and
issuing relevant licences; (iii}) the development and
administration of zones; {(iv) issuing certificates
of origing (v) acting as a "one-stop shop” for
processing applications and permits not handied by
the Authority; ard {vi) processing building pians in
consultation with the Ministryv for Phvsica

FPlamning. At present there is one private ouned
free zone in operation in Nairobi (Sameer Industri
Park Ltd., a subsidiarv of the Firestone East Africa

Corporation), and two zones under

the Zone Authority with ADB and

one at Atrthi River near Nairobhi

:ja

Three other privatelv ouned zon

hase of the Sameer

”U

developed.
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construction by
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Bank funding -

one in Mombasa.
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with 16 enterprises and 1500 emploved at present

(December 1G92).

The Role of the Private Sector

The private sector can have an involvement at three
different levels in the EPZ development process. At
the ievel of the EPZ Authority, the mrivate sector
can e represented at Board level. Board members
can inciude {(if the law so perscribes) officiail
representatives e.q. representatives of Chambers of
Commerce, Industrv or Exporters Association. In
addition, the relevant Minister can also (if the law

so provides) appoint individuals from the private

sector whose contribution would be based on their

)

Xperience or background. A Minister, for example,
might appoint a universityv professor to promote
increased interaction between the Zone Authority and
zone industries and the university, in order to

facilitate techmology transfer.

At the level of the zone development and operation,
the private sector is becoming increasingly
involved. 1In the 1970s private sector involvement
in zone development was a very rare exception. In
the 1990s more than half of the zones being

develioped at present are private sector zones. The



zone investors, of course, are exclusivelyv private
sector.
The arguments for increased private sector

involvement, especiallyv at zone operator level, are
both positive and negative. The negative arguments
are based on the unsatisfactoryv experience of some
publiic sector free zones which cost excessive sums
of monev to build {(e.g. Bataan) or were badly
tocated (e.g. Zolic in Guatamaliaj). Some public
sector zones provided factorv space and utilities at
subsidized prices and were poorlv managed because of
low pav and lack of motivation bv the
administration. This led to much criticism that the
cost of zone development often outweights the

benefits. A frequent response to such criticisms

vas to suggest that the private sector undertake the
development. In this way the government and the

taxpaver would not carry the costs and financial
risks associated with development. 1If successful,
however, the country as a wholie would benefit from
the increased emplovment and foreign exchange

associated with the zone.

A more positive argument in favour of the private
sector is that the private sector can perform better
than the public sector in the matter of promoting,

developing and operating zones. The private

O
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developer is more highly motivated (and better
revarded financially if successful) and more in tune
with the needs of investors than his goverment
counterpart. The evidence is that many private
zones in Central America and the Caribbean have
outperformed public zones, even though some of the
publiic zones have offered facilities at subsidized
rates. The Itabo and San Isidro zones in the
Dominican Republic, the Cartago zone in Costa Rica

and the Free Port zone in the Bahamas have

s

"consistentiv outperformed publicly subsidized zones

D

in their respective countries". (1)

The World Bank is a strong advocate of private free
zone development . "Private development and
management of EPZs is to be encouraged and where
public development is required, special arrangements
ought to be put in place to ensure full cost

recoverv and efficient management". (11}

(1) Philip Rarp, SKI International - paper on the

Rcle of Export Processing Zones at a FIAS

Conference in Washington DC - September 1689.
{11} World Bank Policy arkd Research Series @ No.
20 - Expart Processing Zones - Worid Bank.



Control of Zone Activitv

The EPZ is about freedom and the absence of

N

bureaucracy. It follows therefore that controls
within a zone should be instituted onlyv where they

are absolutelv necessary. Such controls include:-

(i) Ensuring the firms engage oniyv in activity
for which thev are licenced and approved.
{(idi) Approval and supervision of building plans.

(iii) The protection of the environment against

pollution.

(iv) Ensuring that investors behave as good
neighbours and adhere to regulations on
noise, parking and storage of dangerous
substances etc.

{v) Preventing duty free equipment and materials
entering the domestic market illiegallv.

{vi) Ensuring that workers have a good working

environment with good conditions of
empiovment.

{vii) Currency controls.

Items (i}, (ii} and (iii} are physical controls
covered in more detail in Chapter 7 on phyvsicail
planning of EPZs. The control of investor activity
is a matter for the Zone Authority and the minister

in charge of the zone. Control of activity is

O
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normaliy achieved through conditions attached to the
investor's licence or permit. Normally the Free
zone Act would include a provision for revocation or
cancellation of a licence or permit for serious

breaches of the conditions attached to it.

The prevention of duty free equipment and mate

,.._.».
[{g

entering the domestic market illegaily is usualls

o

“4

o

the responsibility of the Customs Authority aithough
the Zone Authorityv mav - aliso be involved. The normal
method is through control of stock accounts. Each
investor is usually obiiged to Keep a record of alil
goods received, production schedules showing the
quantity of raw materials incorporated in each

product and goods soid. {The requirement to Keep

such accounts

9]

san be inciuded in the law or as a
condition attached to the operating licence].
Permission for domestic sales is the responsibility
of the Zone Authoritv or the relevent government
ministrv. Responsibilityv for inspecting stock
accounts mayv rest with the Zone Authoritv or the

Customs.

Foreign currency controls are reiaxed in most zones

and under the Free Zone Act investors

o1}

re usuallyv
exempted from ail of the provisions of the Exchange
ontrol Acts. Investors are normally allowed to

operate foreign currency accounts with the minimum
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of control or supervision. The main concern of the
host govermment is that the domestic expenditure
(wages, salaries and local purchases) are paid for
with foreign currency brought in through proper
chamnels and exchanged at the official exchange

rate.

zone Customs Administration

The Customs Department in many countries has a
reputation {deserved or otherwise) for being corrupt
and bureaucratic. In some of the less successful
zones, inefficient or corrupt customs practices have

been cited as important factors in the lack of

[
[

suCCe Yet an efficient, uncorrupt Customs
Administration is central to the efficient
functioning of any zone. The Customs Administration
is normailv a verv powerful and relatively
independent administration within the Ministry of
Finance. °Policv-makers are often faced with a
difficult dilemma in deciding how the responsibility

for customs administration should be handied.

If the Customs Department is responsible and
efficient, it {the Customs Department) can handle
the customs administration of the free zone as an

independent authority working in co-operation with



the Zone Authority. If for some reason the
government believes that the Customs Department may
not e reliable {(in the sense of providing an
efficient zone customs administration) the
government is faced with a difficult decision. The
options open to the government are: (i) give the
Zone Authorityv a supervisorv roie over the Customs
Administration; (ii} give the Zone Authority joint
responsibility with the Department of Customs for
customs administration in the zone; or (iii}
establish a new division in the Dept. of Customs
with specially trained personne

<

In the ideal situation where the Customs Department

,,,,,, 1.

18 responsible and efficient, it {the Customs
Department) should be involved from an early stage

>

in the planning of the zone, inciuding the drafting

-

f legisiation and regulations. Senior personnel

(ﬁl

hould visit other successful zones with other zone
administrators. There has been a tendency in some

cases to involive the Customs Department at a very

t

<
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stage, presenting it with a fait accompli in
terms of legisliation. Such an approach is not

designed to evoke a

Q

~operative response from the

~

Customs Department.

Apart from the timing of the customs involvement,

proper training of personnel is essential. The



traditional attitude in a Customs Department is
preventive. Some customs staff are kKnown as
preventive officers - to prevent goods on which duty
is not paid or which are prohibited from entering
the country. There is much emphasis on
classification of goods and correct documentation

in the normal work of customs.

In a free zone a different attitude is required. A
customs officer must facilitate the fiow of goods
rather than prevent goods moving. If documentation

is incorrect, goods should still move and documents

be corrected later. With modern "just in time®

production methods and short delivery times, such an
attitude is more important now than 10 vears ago.
Ideally, goods should be delivered to a factorv

premises within 24 hours of landing. This, of
course, necessitates streamlined procedures for

moving goods between the port of entryv/exit and

factory premises within the zone. One to three davs

is the average time taken in most zones for movement
of containers from the port of entryv to the
factory. There can be ten to twentv steps involved

in c¢learing goods through the port of entrv in some
situations. Very often the consignment must be

accompanied by a customs or zone guard. Within the

G

W

one an investor can wait 24 hours or more for a

Kol
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customs inspector to arrive and supervise the

uniloading of the consignment.

The Organisation and Management of an EPZ Frogramine

Eaci organisation structure must take account of the
circumstances of the country in which it operates.
If the free zone is an administrative concept, the
existing institutional framework mayv be able to
manage the programme. Some minor modifications mayv

be neces

U'j

sary e.g. the allocation of a co-ordination/
supervisory roie to the Ministrv of Industryv or a
national industrial development authority reporting
to the Ministrv., Fiji, Mexico, Barbadoes {with its
enclave sector) and Mauritius, all operate
administrative tvpe EPZ syvstems without a formal EFZ

Authority.

Most countries using the phyvsical EPZ concept have a
formal EPZ administration, usually an EPZ Authoritv
vith a Board of Directors appointed by the

Minister. The power and responsibility of the
authority depends on the perceived weaknesses in the
adninistrative svstem and the importance which the

government attaches to the EPZ programme.

-
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There is widespread agreement that the private
sector should be involved as much as possible in the
development and management of the free zone
programme. This involvement begins with
representation on the Board of the Authoritv.
Whether of not the private sector would have a
majoritv on the Board is a matter for debate. If
private sector developers are willing to build and
manaae EPZs, they should be encouraged and supported

by the Authority - subject of course to the caveat

s

that the developer has the experience, finance and
business reputation necessarv to successfully

complete the project.

The govermnment is usually the catalvst in initiating
the free zone idea, undertaking feasibilityv studies,
passing legis ion and establishing the free zone
authority to promote and supervise the development.
In the absence of private sector interest in
developing zones, the government througih the
authority will have to develop arkd manage the

zones. In addition, the government may have to
persuade various agencies or departments under its
control e.g. the customs, emigration, phyvsical
planning and other departments to co-operate
effectively in ensuring the efficient development

and operation of the zone.



In some circumstances, it mav be necessary to give
power or responsibilityv to the EPZ Authority in
relation to (i) phyvsical plamiing; (ii) recomnending
visas for appropriate foreign personnel; {(iii)
supervision or partial control of customs

administration; and (iv) ther issues €.g. labour,

C

heaith, enviromment, which if they remained with the
existing organisations could result in delays,

inefficiency and unnecessary bureaucracv.

A sample organization structure is set out in

Appendix 11.
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EPZ PROMOTION AND INCENTIVES

Introduction

Today almost every country in the world and many
regions within countries are promoting and marketing

themselves as suitable location

o

for foreign
investment. This is a fairlyv recent phenomenon. It
started out as a significant activity after the

Second world war when countries and regions realised

(t.

that some investments are mobile and that investors
could be persuaded through promotion and marketing
techniques to choose particular locations. Some
countries established specialized promotion agencies
staffed by public relations, marketing and other
specialists to plan and recommend promotion

campaigns.

In East Asia in the 1960s and 1970s the Singapore
cconomic Development Roard and the Taiwanese Foreign
Investment Board were particulariv successful. In
Europe the Irish and Scottish Development Agencies
also developed good, high profile reputations as

successful efficient organisaticns.  Such promotion



agencies were not confined to national governments.
Many States within the United States and regions

within European countries also established promotion

\

agencies.

Promotion and marketing of a countrv or region as an
investment location involves a wide range of
activities - advertising, press and public
relations, brochures, catalogues, direct mail

campaigns, seminars, personal selling, participation
in trade fairs and iobbying, infiuencing and trving
to persuade an investor who is about to make an
investment decision by every possible legal means to
choose a particular countrv or location. For verv
prestigious projects, government ministers and even
the Prime Minister mav become involved in the

promotion effort.

This intense promotion effort by manv countries and»
regions over the vears has resulted in firms who
might not otherwise have dong so, to consider new
investment locations. The Apple Computer company is
one of many firms who reacted to such promotion

efforts. In the summer of 1878 at least 1

A}

promotion agencies visited the company seeking to

persuade the management to consider new plant
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locations. (1) At the time the management was not

activ

T

1v considering expansion plans. Yet three

vears later the company had new plants in Ireland

and Singapore.

The Necessitv of Promotion

Promotion of an EPZ {or anv other location) is
essential to attract investors for a number of
reasons: (i) imperfect or no information. Manv
investors will not Know {or at best will onlyv have a
very vague idea} about investment conditions in a
particular zone. This applies in particular to
countries which are a considerable distance from the
main sources of outward investment. (ii)
competition for investment is intense and becoming
increasinglv so; and (iii) investment promotion

efforts can influence investment decisions.

(i) Competitive Strategies in Global Industries

A View from Host Governments by Dennis J.

Encarnation and Louis T. Wells Jr.

———
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Two recent World Bank studies highlighted the
importance of information. A studv on (1) foreign
direct investment from newly industrialized
economies surveved 54 investors and found that
"geographical proximity and familiarity were the
over-riding factors behind most firms decisions Lo
invest in East Asia". The firms had good
information on the work force, infrastructure and
incentives in neighbouring countries but had very
iittle information about other developing countries

outside of Asia.

A study (2) "Building A Competitive Edge in
Sub-Sahara African Countries" analyvsing foreign
involvement in export manufacturing in Africa
concluded that the main factors holding back further
involvement were (1) ineffective implementation of
export policies; (ii) pcor trade infrastructure;

{(iii} extremelyv negative image of Africa as an

:L:

investment location; {(iv) imperfect information on
the countries and potential investment partners; and

{v) political instabiliitv.

(1) Foreign Direct Investment from the Newly
industrialized Economies - Worid Bank
Industrv and Energy Series Paper No. 22 Dec.
1G8G.

(2} Industry and Energy Series No. 57 Aprii 1962

- World Bank.
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The study went on to suggest that solving the
problem of imperfect information was even more
important than export policies or trade
infrastructure. Improvement in infrastructure or
policy implementation would not change investors
perceptions of Africa. Without improved information
they would not invest. Initiatives therefore which

bridge the information gap and allay fears and

[l

uncertainties which investors may have are
essaential. The EPZ properly planned and managed carn
help significantly to aiiayv fears and uncertaintyv as
it is a well-kKnoun concept and most investors ar

familiar with it.

The evidence that competition for investment is

increasing is widespread. The example in 1978 of 12

g\
PA

countries trving to persuade the Apple Corporation

{then a relatively unknown entitv) to invest

[
f—a

overseas i111u

[¢2]

strates the point. In Tokvo last vear,
the Swedish P:ime Minister led an investment
delegation on a visit to the Japanese Ministrv for
International Trade and Industry, promcting Japanese
investment in Sweden. He was followed the same day
bv Irish and Austrian delegations on similar

missions. Most states in the United States maintain

-3

promotion offices in TOKV

[{]
(('

‘0. The re-orientation of
economic policy in recent vears towards the

deveiopment of a market led export manufacturing
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sector in Eastern EBurope and sub-Sahara Africa is
increasing further competition for investment. When
it comes to export oriented investment, investors do

have a choice of location.

In choosing a particular location a number of
cconomic and non-economic factors are considered.
For investors of Chinese origin, etimic/cultural

ti

T

s are rated as important. For labour intensive
manufacturers, labour costs {as distinct from wage
rates) and the avaiiabilitv of labour are critical
factors. Financial incentives are also important.
Verv often, however, the choice betuween a few
different locations is marginal.. In such
circumstances the impact of the promotion efforts of
a particular agency can be decisive. A 1989 paper
on "Marketing a Country to Foreign Investors" (1)
surveved a number cof different investors and found
that (in 19 out of 22 export oriented investment
projects) investment promotion agencies exerted an
influence on the investmerit decision. In 11 cases
the influence was "significant'". In the case of
domestically oriented investment, investment
agericies influenced only 1 project out of 1i.

Financial incentives have little influence on

(1) Marketing a Countrv to Foreign Investors :

Paper by Louis T. Wells Jr. and Alwin G. Wint

- June 1G89.
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domestically oriented investment. The Key issues
were market issues like the size of the domestic
market, level of protection and the degree of

competition.

Methods of Promotion

Investment promotion is the task or art of
persuading an investor to invest in a particular
location. There are a number of steps in the

pProcess.

These include (i) the identification of target
sectors, countries or groups at whom the promotion
effort will be directed; (ii) the creation of a
positive image of the zone or country; (iii) the
generation of interest Ly or enquiries from the
targetted groups or sectors; {(iv) the response to
enquiries and attempts to convert enquiries into
project proposals for establishing investment

\

cts in the zone; (v) evaluation and approval

(]

j

C

pr
{or rejection) of proposals; {vi) the conversion of
proposals which are approved into operating
projects. (In some zones less than one third of
approved projects proceed to the operating phase);
and (vii) providing support where possible to

projects during the establishment and operating



phases to ensure that thev are successful.

The emphasis on the different promotion activities
depends on the stage of development of the country
or zone. Image building is something which is
normally undertaken by a national agency, especially
in the early stages of a countrv's attempts to
promote investment. This is an expensive activity
and probably bevond the rescources of a Zone
Authority. The benefits of image building promotion
accrue not oniv to the Zone Authoritv but also to
other economic interests in a country dealing with

foreigners e.g. tourism interests.

Of course there is no point in trving to build a
positive image of a country as an attractive
investment location if the realityv is very
different. In such circumstances image building
investment is simply a waste of resources. Such
resources would be better emploved trving to improve
the countrv as an investment iocation including the
streamlining of investment procedures and solving
the operaticnal difficulties of existing investors.
It is extremely difficult to attract new investars
if established investors are unhappy. "Customer
services are of the utmost importance because of our

need to satisfy our clients in order to kKeep them as

{1069)



clients and also because our current tenants serve
as our most valuable promoters". Jose M. Ceron,
Vice-President of the San Isidro Zone in the

Dominican Republic.

All promotion activity should fit within an overall
plan which is based on the resources available to

the EFZ Authority or zone operator. There is little

point in devoting most of the promotion resour t

o
[
¢4

S

an expensive advertising campaign and leaving few
resources to follow up the enquiries generated by
the campaign (1). The advertising, direct mail,
press and public relations campaign and other
methods of generating enquiries should be targetted
at those groups vho will show most interest in the
zone and who are easiest to contact. In many free
zones, domestic investors make up a large percentage
of the teotal. Fellow countrvmen overseas or other
groups whose cultural or ethnic affinity with the
zone are also important. Advertising in prestigious
papers or journals e.g. Wall Street Journal or the

Economist magazine may impress some people.

(1) A good example of a co-ordinated proemotion
campaign is set out in Annex 111 of a worild
study on Free Trade Zones in Export

Strategies : Industry series Paper No. 36.

s
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However, advertisements/articles in the national
media may be more effective and less expensive.
Similarly, a realistic appraisal of the type of
industry which might be attracted to the zone must
also preceed any promotion campaign. If most of the
labour force are unskilled and working for low
wages, there is little point in targetting high-tech

e CTOrsS.

o

One zone {RKarachi}! in a good location with good
infrastructure and an efficient administration was
under-utilized. There were many domestic and ethnic
investors who would have been interested if thev had
"full information". Unfortunatelv, the Zone
Authority targetted its promotion efforts at Europe
and the United States. There were no "good news'
stories or advertising campaigns in national

papers. Manyv local investors were unaware of the

advantages of the zone.

Organisation and Responsibility

Y

The promotion and marketing of a free zone is an
integral part of the overall development and

management of a zone. Whoe

—
©

r is responsible for

the success or failure of the zone must be able to

o

control and direct the marketing and promotion



effort - even if this effort is sub-~contracted out

to another organisation or delegation.

In the case of a private free zone developer, the
main responsibility for filling the zone and thus
responsibility for marketing and promotion rests
with the zone operator or investor. He suffers the
consequences of failure. Similariy in a government
sponsored free zone, the authoritv responsible for
the development of the zone - the Zone Authority
must have the power, responsibility, freedom and
resources to market the zone properiv. If there is
a national investment promotion agency the Zone
Authorityv may (and should) co-ordinate its efforts

with those of the national agency.

Two of the most important issues for consideration
in organising a government sponsored investment
promotion programme are (i) the nature of the
organisation which should undertake the promotion
effort; and {(ii} overseas representation.

Investment promotion requires a number of skills not
normally found in the government - marketing,
advertising, press and public relations and
specialiised industry skills. In addition,
investment promotion requires interaction between

government and investor in a business context. The



government is asking or trving to persuade an
investor. 1t is different from the traditional
government business relationship where the
government is regulating, issuing licences and
responding to various requests from the business or

private sector.

The organisational options are: (i) an corganisation
within the traditional government structure and
subject to the normal rules and procedures

a

s

ssociated with the government service; (ii) a quasi
government or para-statal organisation with a Board
of Directors appointed by the government; or (iii) a
private organisation undertaking the promotion

effort on behalf of the government.

For investment promotion, especiallyv in foreign
markets, it is necessarv to gain access to high

level personnel in major private se

(@]
-+
\4!
pom
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: corporations
and goverrnment departments. The personnel involived
in promotion must be able to speak with authoritv on
yehalf of the promoting govermment - especially in
relation to incentives or concessions which the
investor is seeking from the government of the
promoting country. Often nersonnel with some formal
government status will have Jreater credibility in

this respect thalr private sector people on contract.
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On the basis of the above considerations, most
countries opt for a para-statal rather than a
private sector or government organisation. These
considerations are supported bv research bv Louis T.

Wells and Alvin G. Wint (1). "Our interviews with

=3

lanagers gave us some strong clues as to the

©

ffectiveness of govermment and quasi government

structures. In eleven cases where investors

o

indicated that promotional agencies had a
significant influence on their investment decisions,
in onlv one was the agency a conventional government
agency : the remaining ten cases were decisions in
which quasi government agencies or the one private

agency were involved®'.

{1) Wells and Wint opus cit.

Cost and Financing

Investment promotion is an activity which needs to
be well planned. It involves a series of related or
dependant activities which foliow in a logicail
sequernce starting with

(i) Initiatives {advertising, direct mail etc.)

to generate enquiries. This is followed by

,..
oy
b
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A programmne of responding to enquiries

{brochures, letters, answers to questions



etc.). This in turn is followed by a more
direct attempt to convert enquiries into
investment proposals. {Personal visits,
letters, phone calls, site visits by
potential investors) and finally into
successful operating projects {(assisting
during the establishment and operating

phases).

There is little point in funding an advertising
campaign if the resources are not available to
follow through in responding to the enguiries

generated.

Q

verseas representation in particular is expensive.
It can cost up to i00,0060% annuallyv to maintain a
free zone authoritv representative in a major centre
of outward investment {(United States, Europe or Hong
kRong} for a yvear. This would represent a
significant (20% to 50%) of the total EPZ promotion
budget. It can take 6 to 12 months or more for a
representative of a new zone authoritv to establish
himself and start generating results. It requires a
carticular type of individual to succeed as an
investment promotion representative. 1If the wrong
person is appointed, it can be an expensive

failure. Yet anvbody who is appointed must be given

time (6 to 12 months) to prove himself. Appointing

f1151\



an overseas representative is therefore a high risk
venture, especially if the person is inexperienced
in investment promotion work.

An alternative is to appoint a person based in the
centre of outward investment e.g. an economic
consultant or an accountant as the EPZ
representative. Again this course of action has
risks associated with it, especially if the person
is paid a significant retainer or representation
fee. Another possible option is pavment by
results. The representative could be paid a fee
which is in some way related to the rental income
which each investment project pavs over a period of
time. Finding a capable representative willing to
work on such a basis i.e. make a serious effort, mav

not always be easy - especially for a new zone.

A third option is a series of promotion missions
overseas by people based at the EFZ Authoritv's home
office. To be worthwhile, such missions need to be
very well planned. A co-operative or helpfuil
Embassy or National Investment Promotion Office is a
major advantage in planning such a mission. UNIDO
maintains investment promotion offices in key
locations in Europe, North America and the Far

East. Such offices will help new EFPZs planning

investment missions. Individual countries, e.g.
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USAID also have assisted in the promotion of EPZs.

In summary, there is no simple answer to the
question of overseas representation for anv new EPZ
authority. It is an area where expensive mistakes
can be made and where advice and assistance from
multi-lateral and bi-lateral agencies involved in
industrial development and investment promotion is

essential.

Examples of Promotion Efforts

The Jamaican Free Zone Authoritv promotion efforts
inciude promotion visits overseas by Zone Authorityv
staff, direct mail and telemarketing. The zone also

uses the services of the government's nationail

romoticn agency/trade commissioner service.

-

Recently a one vear contract was concluded with an
independent marketing firm in the United States
{financed by a grant). Overseas representatives
have proved useful in the opinion of the Zone
Authority. However, more is achieved by direct

contact between the investor and the Zone Authority

The Sri Lanka Board of Investment (BOI) - formerly
the Greater Colombo Economic Commission, conducts

2-8 outbound missions a vear. About 23 countries

-
[
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have been covered. No full-time offices are
established in target countries but BOI personnel
have been stationed for 1-2 months in South RKorea,
Hong Kong, Australia, Japan and Singapore. The
missions to South Korea brought "a large attraction
of Korean investors". The BOI appointed a Chinese
national to promote Sri Lanka in Hong Kong. It was
not successful as Chinese investors believed their
ouwn nationals might leak out business information.
The budget for advertising and promotion is about

O0.6M$ anmually.
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PHYSICAL PLANNING

Introduction

In the questionnaire used in relation to this
project information was sought on a number of
physical planning issues including size of zones,
land use, factorv construction, infrastructure and
cost information. However, the response to these
questions was verv poor and no proper analivsis of

the responses is possible.

From a physical development viewpoint, the planning
of an export processing zone is very much like the

plamming of a standard industrial estate except

that:

(i} the area is normally surrounding by an 2-3
metre fence {(the appearance of the fence
should be esthetically pleasing with no
barbed wire};

(ii) entry and exit into the zone is limited to

one or two points controlied by Customs or
the EPZ Authority;
(iii) above average provision mav need to be made

for administration facilities including

(119)



offices for customs administration officials
and possibly other government departments;
{(iv) because the focus is export the range of
activities will be limited to products which
have good export potential e.g. garments,
leather, electronic assembly, light
engineering, international office activity
etc. Unlikely industry sectors include
bakeries, brick manufacture, small scale and
very small scale manufacture and other
sectors geared primarily towards the domestic

market.

The Key considerations in the development of an
export processing zone are the size of the site; the
shape of the site; its iocad bearing capacity; and
the location of the site in relation to physical
services. Such factors have a considerable
infiuence on the cost of development. A most
important consideration of course is the potential
demand for space over time, together with details of
the tvpe of demand including the tvpe of industry
who may be seekKing space, the plot sizes likelv to
he damanded, the st dard of design and lavout and

factory densitv. Am estimation of the support

]
"))

cilities required by investors is aliso important.

Some indication of whether investors will seek

\

adv

I

irice factories or plots on which thev can build
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their own factories is necessary. The question of
whether of not the zone needs to cater for different
tvpes of industry and whether or not these industry
sectors need to be separated from each other needs

to be considered.

~3

he demand for services such as

water, sewerage, electricity and telecommunications

\

varies considerably from sector to sector. Some
estimation of the requirements for these services is

necessary in order to guide the phyvsical planning

process.

Table 10 over provides an analvsis of site size
covering 27 EPZs in 8 countries. The average site

size is 66 I

s

ctares and most site are in the range

10 to 80 hectares

Site Specification

The ideal site for a free zone designed to
accommodate light and medium industrv should have a
gentle slope for drainage. Ground bearing
conditions for foundations should be reasonably
strong. Good access bv main road to the city port

and airport is important. A reasonable water supplyv

i
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horea

Taiwan

Thailand

India

Dominican
Republic

Jamaica

Costa Rica

El Salvador

TABLE 11

FREE ZONE SIZE -

SAMPLE LIST

Masan
Iri

Reoshiung
Nantze
Taichiung

Banghoo
Lat Krabang
Lamphun

Kendla
Santa Cruz
Cochin
Madras
Falta
Noida

Beni

La Romana 1
La Romana 11
La Vega
Puerto Plata
San Cristobel
San Isidro
San Pedro de
Macoris
Santiago

Kingston

Zeta
Alajuela

San Bartolo

Size 0-20
21-40
41-80
81+

Average size 66ha.

68
26

68
98
26

48
36
32

280G
40
10
132
8G
32

GG
108
74
22
25
68
84

50
42
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is necessary. About 40 thousand litres per hectare
per day would be regarded as close to the minimum.
If larger supplies are available e.g. 60 to 8C
thousand litres per acre per day, a wider range of
industry including firms with a large water demand
can be accommodated on the site. The availability
of a reliable electricity supply is important, as
also are teleocmmunications facilities. A
satisfactory method of disposing of storm water
should be available at or close by the site.
Facilities for treating industrial effluent are also
necessary and a means of satisfactorily disposing of
the effluent after treatment. A satisfactorv method
of disposing of dry waste is another consideration.
A clean and attractive environment in and around the
site as well as proximity to a well developed urban
centre will enhance the appearance of the site and
make it more attractive to a wide range of

investors.

Industrv Sectors

Almost everv industry sector is represented in some
EPZ across the globe. However the garment and
electronics sectors predominate in most countries.
As wtih many aspects of EPZ development a full-scale

analvsis of the importance of various sectors is
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impossible because of the inadequacy of the
statistics available. The World Bank is Dec 1990 in
a studv on free zcnes and export straategies
analvsed the importance of different sectors in 25
countries across the worid - including all the major
EPZ centres. The results of that analysis confirmed
the general impression that garment and electronics
predominate. 1In all of the more important zones,
garments and electronics combined accounted for at
least 50% of total zone activity. The garment
sector was well represented in 80% of the zones
which were analyvsed. The electronic sector was
represented in 72%. The next most important sector
was the food beverages and tobacco group which was
represented in 36% of zones. Leather including
footwear were in 32% of the zones as well as

jewelleryv.

Site Design and Lavout

As a gneeral rule about one third of the site is
devoted to public areas including rocads,
administration buildings and green areas. The
remaining two thirds are then available for
industrial sites. Normallyv about half the site is
built over, thus one third of the zone when fully

developed is covered with commercial/industrial



BN |
.

buildings. If the estate or zone is designed for
terraced buildings rather than industrial plots, a
higher percentage of the zone {(up to 45%) may be
covered over with buildings. In badly shaped sites
e.g. long and narrow, roads and green areas may

occupy more than one third of the site.

If the potential investors are what might be termed
"prestige investors" e.g. multi-national
electronics companies, a low density building lavout
with very high standards of landscaping and
appearance is necessary. This would leave at most
25% of the site area built over. If the emphasis is
on smaller garment manufacturers who are verv cost
conscious, a higher density building design using

terraced factories may well be necessary.

Roadwavs

Roadwavs must be designed in outline at the
preliminary stages, as their widths will determine
the site layout and (together with their carrving
guality) the costs involved. Obviously the roads
should be adequate for the estimated traffic flow
and provide against conjestion between the main
highway and any point in the estate where goods or

personnel will be loaded and unloaded. At the same



time theyv must give economy in development and not
occupy an undue portion of the estate area. (About
15% would be a reasonable figure). Road design
should provide for the installation and easy
maintenance of the various utilities such as water,
power and sewerage mains on the verges of the road.
Roads should not be conjested bv vehicle loading or
unioading or by car parking. Such activities should
be either completely separated from the roadway or
in clearlyv defined docks with limited access to the

traffic carrving roads.

During the first phase of development some roadwayvs
may be paved only on part of their ultimate widths.
It is necessary, however, to allow sufficient right
of wvay from the beginning with utilities so cited
that thev will not be covered by road widening.
These considerations generally indicate a

rectangular road pattern in so far as the shape of

(o}

the site (including the desirability of using
natural drainage runs) allows. Cul de sacs restrict
movement and are undesirable where communications
between factories and access to central services are
important. Theyv mav be necessary however to open up
isolated sites and have advantages in eliminating
through traffic and reducing road and utility

cOsts.



<l

-]

~J

~J

Utilities

In the ideal situation, where the estate is planned
in relation to the total community development of &
wider area, utilities such as water mains and

sewerage will most economically be provided as part

of or as an extension of the community system.

Water and sewerage mains, as well as electric power
cables, gas pipes amnwd steam supply pipes where
these are provided should run alongside roads,
preferably under grass or hard unmade ground for

easy maintenance access.

WVater

The water requirements for dryv industry are in the
order of 30,000 litres per hectare daily. Most EPZ
industryv is dryv. Where dve houses are proposed
however, a water requirement in the order of 806,000
to 1 million litres per hectare per day for dveing

may be required.

Where economically feasible, a ring syvstem of mains
should be used to (i) reduce the danger of supply
interruptions; {(ii) to enable sections of mains to

be shut off for maintenance; and (iii) to prevent

o
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pressure drops when users at different positions on
the line are drawing their water at the same time.
The need for a storage tank with up to 2 davs water
supply needs to be assessed to cater for
interruptions and breakdowns in water supply. The
water storage svstem does not necessarily have to be

located on the estate.

Seweradge

Pumphouses and treatment plants should be planned to
minimize pipe runs while avoiding nuisance and
smells. The capacity required for any area is the
equivalent to the water supply for that area.
Usually the svstem will be designed to accept normal
domestic sewerage. Trade effluents which do not
conform to acceptable standards will have to be
treated by the factorv concerned before entering the
svstem. Most EPZ factories are dry industry and
consequently very few trade effiluents will
materialize. A BOD reduction plant involving
aeriation and sedimentation, followed by sludge
drying in filter beds is adequate for most EPZs. 1In
designing the secwerage plant it is necessary to
provide enough space for siudge drying filter beds

and some additional space for sludge storage.
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It is difficult to recommend anv set of discharge
standards without detailed Kknowledge of where the
treated effluent will be discharged. 1If the
effluent is being discharged into a river it is
desirable that a system of sampling and testing the
river be undertaken for 12 months prior to the
construction of the sewerage plant to establish (a)
the existing level of contaminants in the river; (b))
any corrective action that might be necessary; and
(c) a reascnable standard of discharge from the

proposed plant.

Drv Waste

Most of the waste arising from EPZ activity consists
of packing materials and can be easily disposed of

in any municipal land fill.

Fower

It can prove expensive to bury electric cables
rcther than run them on overhead polls but the extra

cost may well be justified by the improved

appearance of the zone and the greater safetv. This

T

is particularly so in densely built estates where
terraced factories are used. As a general

guideline, about 1 megawatt per 10 hectares of site
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area should be available. In many free zones the
power supplv company guarantees an uninterrupted
supply, or at least high priority for zone users.

This is an important attraction for investors.

Advance Factories and Multi-storev Factories

Whether or not an EPZ should contain pre-built
standard factories, either single storey factories
or multi-storey, should be decided before planning
begins. The construction of such factories may be
preciuded or limited in number by cost
considerations. The argunents in favour of

pre-built standard factories are that

o

(i) It has been demonstrated that a great variety
of industrial operations, particulariy free
zone type operations, can be carried out
efficiently in non~specialized buildings.

(ii) Advance factories can be leased, saving the
industrialist capital expenditure at the
development stage which makes great demands
on his capital.

{iii)} Advance factories enable production to start
quickly which is often a requirement for a
new industrial project.

{iv) Advance factories also avoeid problems and

effort for the industrialiist in an area where
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fie has limited experience - construction
activity.

{v) Advanced factories can be planned to
facilitate expansion even when this is not
foreseen by the industrialist.

{(vi) Advarnce factories can be used to improve
standards of working conditions and enhance
the productivity of industrv.

{vii) They give the developer better control over
the appearance, facilities and amenities in
the zone.

(viii)} Rentals can be adjusted according to the
purpose of the zone to encourage particular

tvpes of industrial development.

Multi-storev factories are less efficient from a
production viewpcint than single storey buildings.
However, in areas where land is expensive and in
short supply, cost considerations mayv dictate the
use of multl-storey buildings. However if
sufficient land is available at a reasonable cost,

re

)
T

zone development should be based on single

[y

torey factorv buildings.

Estate Services

The extent to which services should be supplied by

the zone developer will depend on the purpose of

o
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the zone and the availability and quality of
services from commercial firms, municipal
authorities and the state. The following is a check
list of the more important services which may be
necessarv in a zone: (i) removal and disposal of
industrial waste combined with salvage; (ii) fire
and police protection; (iii) canteens - most firms
provide their own canteen facilities although a
central canteen mayv be necessary to cater for
smallier companies; {iv) bus terminals for commuter
traffic; (v) warehouse space; (vi) health services
can range from first aid stations as a minimum to
fully equipped medical and dental facilities. in
some zones health services are provided by
individual firms. In other cases such services are
provided by the Zone Authority; (vii) post office;
(viii) banks; shipping and insurance agencies; (ix)
repair and maintenance shop; (x) training centre;
{xi) customs and administration office; {(xii)

r
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creational facilitv or area; (xiii) childrens'
creche; (xiv) central office services, ranging from
translating, tvping, duplicating, printing to data
processing and computer services; (Nv) meeting rooms
and club rooms; (xvi) advisory services and
assistance in recruitment and selection, wage
determination, industrial relations and welfare

rvices.
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S



Phasing of Development

The costs of developing land (providing drainage,
roads and utilities) is high and therefore
development is normally carried out in stages
related to the rate of growth. The best attraction
for industryv is to have a successful industry
already operating in a zone in a pleasant
environment and supplied with all the necessary
utilities and services. Therefore the first phase
must be finished quickly and be reasonablyv complete

in itself.

Grassing, tree planting and other landscaping must
be commenced as scon as possible,if necessary
fencing the areas involved against disturbance by
building operations. It should be possible to route
constructional traffic for further areas around
rather than through the first area. To achieve
better promotion of the estate the first phase will
probably be located near the main highwav. These
considerations serve as a guide to the size of the
first phase. This phase should not involve an area
greater than will be completely developed and

occupied within 2 or 3 vears. This means a
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realistic (or conservative) appraisal of the likely
initial demand for space.. There are many examples
around the world where zone developers, particularly
public sector developers overestimated the demand
for space during the first phase development. As a
result many developers were left with expensive
unused capacity for many vears. Some infrastructure
such as transformers and sewerage plants had such
excess capacity that thev were unusable. If the
demand exceeds expectations the second phase of the

development can alwavs be acceleratead.

Q@

L

Control of Investor Development

To ensure an orderlv development of a free zone,
some controls on investor development are necessarv.
The intention of such controls is to ensure the
investors behave as good neighbours and construct
buildings which are in conformityv with an overall

plan for the zone.

These controls can be implemented by conditions
attached to a licence or lease agreement. A
suggested set of guidelines is contained in Appendix

ii1.
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CHAPTER 8

COSTS AND BENEFITS OF FREE ZONES

Introduction

The costs and benefits associated with EPZ
development are relatively straightforward. The
direct benefits are the foreign exchange earnings,
emplovment and income generated. For a country where
foreign exchange and emplovment opportunities are in
short supplyv these benefits, however small, are
highlyv valued. The secondarv or indirect benefits
include training and on-the-job experience, learning
through imitation or association bv local firms and

bhusiness people.

The cost include public expenditure on zone
development and subsidies or artificiallv low charges
for services (e.g. electricity). In the studies that
have been undertaken (Penang in Malavsia, Tanjung
Priok in Indonesia, Masan in Korea and Bataan in the
Philippines), high rates of return were found in the
first three studies. The Bataan study resulted in a

negative rate of return.
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The reasons for the positive returns in Malavsia,
Indonesia and Korea were a combination of modest
development costs and a rapid build up of emplovment
and exports to vield significant benefits within a
few yvears. The Penang zone at Bavan Lepas is on a
site of about 80 acres which cost around dM$ to
develop in 1971. Within 6 vears in excess of 20,000
people were emploved. Similarly, in Masan the site
is about 80 acres. The development costs were of a
similar order of magnitude. Development began in
1671 and emplovment exceeded 20,000 by 1975. The
zone at Tanjung Priok in Jakarta is smaller (less

than 20 acres). A number of multi-storev garmerit

)

factories there emploved 70006-8006 people in 16806 - 7
vears after it was established. Bataan on the other
hand was a very expensive project to develop - abdbout

20MS$. Emplovment peaked at around 26,000 in 1980.

Without detaiied information it is not possible to
make a good estimate of whether or not a zone is a
success in cost benefit terms. As a general rule a
zone which has achieved a low occupancy rate after 10
or 15 vears can be classed as a failure. If
development costs are exceptionally high, the zone
mav be considered a failure even if emplovment is
high. Development costs can be Kept within
reasonable limits if the site chosen is close to

existing infrastructure, housing and commercial

—
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services.

A recent World Bank study (i) on EPZs examined 60
zones in 27 countries which were in operation for 5
vears or more. The study concluded that 25 zones are
"predominantly successful"; 10 are "close to this
categorv"; 7 are "no more than partly successful';
and 18 are "clearly unsuccessful". Almost all of the
successful zones are in Asia, the Dominican Republic
or Jamaica. Zones in Central and South America, the
East Caribbean, Africa and the Middle East were
classed as "partly or unsuccessful". Mauritius,

Mexico or Tunisia were not included in the analysis

Exports

Manufactured exports from developing countries were
around 300B$ in 19690. The vast majority of the firms
involved in exports benefit in some way from duty
free facilities - either in the form of duty
drawback, dutv exemption or dutv free licence svstem,
in-bond manufacturing or formal fenced in duty free
zones. There is no reliable data for the breakdown

of exports between the different forms of duty free

{i) Export Processing Zones - Worid Bank Policy

and Research Series No. 20.
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facilities. The World Bank estimates that about 5%

of the total come from fenced in zones.

The exports per worker vary considerably from zone to
zone, depending on the mix of industries in the

zone. Gross output/exports per worker in the garment
industry ranges from 5000% to 8000% per worker per
annum. In most cases the figure is closer to 5000S%.
In the electronics sector the gross uotput per worker
can range from 25000% upwards. In electronic zones
1ike those in Malaveia the gross out-exports per

worker can exceed 4G,000%.

Value Added

The percentage value added in a zone will vary
depending on the product and skills involved. In
garment zones the value added percentage will be
around 25%-30%. In the cae of electronics, value

added will be 10%-15%.

The value added within the country is a different
matter. If no raw materials or services are sourced
domestically, then the value added in the zone and
country are the same. Sometimes however, a
significant portion of raw materials can be sourced

locally. This applies to cotton fabric used in the

—
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Pakistan zone. In Sri Lanka and Mauritius 30% of the
fabric and most of the packaging in the garment
sector is sourced locally. In Taiwan and South horea
- both of which have a well developed industrial
base, up to half of the engineering and electronic
raw materials are sourced locallyv. In Malavsia also
a small but growing percentage of materials are

locally sourced.

Working Conditions/Emplovment Effects

The overall impact of EPZ development in world terms
on emplovment is relatively small, regardless of how
a free zone is defined. The impact ranges from 0.5
million to 2.5 million. However, the impact is
significant in particular locations - notably in
Mauritius, the Dominican Republic, Sri Lanka and
Malavsia.

A frequent criticism of free zone industry is that it

Py

exploits workers. It is true that many zones outlau
unions and ban strikes. In relative terms, the
empiovment conditions within most zones are good - in

the sense that the wages and working conditions in
the zones are better than thoese in the surrounding
area. Within zones factories are new, lighting

conditions are good and canteen and medical



facilities are available. Wage levels are comparable
with outside emplovment or better. Most of the
workers in the zones (70%-80%) are women , mostly in
the 16 to 25 age bracket. They often live in
dormatories which can sometimes be classed as

overcrowded.

A question in the surveyv requested information on
vwage levels and working conditions in zones. The
response was poor. However, most of those who
responded indicated that wage ievels in the zone were
*high" i.e. 5%-20% higher than comparable wage levels

in the domestic economy.

In making such comparisons it is important to compare
"like with likKe" i.e. wage levels in the zone garment
sector should be compared with vage levels in the

same sector in the donestic economy - not the average

industrial vage.

The Status of Women

The questionnaire on EPZs contained a section on the
status of women. Information was sought on zone
policies for promoting the status of women,
facilities for supporting women in the workplace,

ecqual payv policies, and whether or not women occupied

——
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senior positions with investor firms or the Zone

Authority.

Only 2 zones acknowledged the existence of equal pav
policies - 4 zones stated that maternity leave was
provided, 2 zones provided creche facilities and 2
provided special training courses for women. These

responses probably understate the number of zones

providing support facilities for women. Other zones
did not answer the question. No zone answered in the
negative.

Four zones admitted that women occupy senior

positions in zone firms and/or the Zone Authority.

Backward Linkages

Except in the more advanced economies of East Asia
{Taiwan, horea and to a lesser extent Malavsia),
significant backward linkages have not developed
outside the garment sector. This is due mainly to
the inabilitv of the domestic industry sector to meet
delivery and qualityv standards required by zone
firms. There is evidence to suggest that in a number
of cases zone firms are willing to work with local
industry in developing and supplving products or

services of the required standard. Part of the
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reason in some cases for the inabilityv of domestic
firms to meet delivery and quality standards is the
restrictions and difficult operating conditions
experienced bv domestic firms e.g. a domestic
packaging firm may not be able to supply zone
companies because it cannot source imported raw
material supplies on a regular basis, due to the
non-availability of foreign exchange. If backward
iinkages are to develop, domestic firms must operate

under the same conditions as zone firms.

Technoloagy Transfer

In most free zones with the emphasis on garment
manufacture, knowledge and information on production
planning, organisation, use of machinerv etc.. is
readily transferred from zone firms to satellite
companies involved in sub-contract manufacturing.
Domestic partners in joint ventures also pick up

information and KkKnowledge without difficulty.

In the electronics business the transfer of product
or process technology is often resisted. Electronics
firms rarely opt for joint venture arrangements.
Firms in EPZs may give technical assistance to local
suppliers developing backward linkages. There is

evidence of this happening on a significant scale in
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Ireland, Korea and Malaysia and on a smaller scale in

the Philippines.

The most important part of technology {(or more
correctly knowledge) transfer within EPZs comes
through on the job training of people in zone firms.
There are many examples at Shannon and elseuwhere of
people learning technical, export marketing and
management skills on the job and later using those
skills to establish new projects. Survevs in the
Dominican Republic and Malavsia confirm this i.e.
people emploved in zone firms learning new skKills and
later using those skills in the domestic sector or to

establish new export firms.

Environmental Effects

EPZ firms rarelv cause serious air or water
pollution. The garment industry which dominates in
most zones, produces only domestic effiuent.
Electronics companies and some other industries use
chemicals which are harmful if not properlv treated.
However, most zones have suitable preventative
measures. The textile sector can be a serious
polluter - particularly dveing. Leather processing

is another problem sector.
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Zones planning to develop background linkages in the
clothing and footwear sectors i.e. developing
textiles and leather industries, do need to make
special arrangements to accommodate these

industries. Mauritius is experiencing difficulties
with its dve house sector, which is spread throughout

the island.

The response to the questionnaire on environment in
the questionnaire was 1ike many other responses
poor. Most respondents however, stated that few
environmental problems exist. Few chemicals or
hazardous materials are stored and very little
industrial effiuent, smcke or smells are produced.
Responsibilitv for monitoring and controlling
poliution rests in about 50% of the zones who
responded with the Zone Authorityv. The Sri Lankan's
provided the most comprehensive answer on the

environmental guestion.

A separate department has been established to
monitor the environment and polilution. Investors are
given standard or tolerable limits. If thev exceed
the 1imit thev have to provide an in-house treatment
plant. Solid waste is brought to a common place and
allowed to be taken out or incinerated. The
prospective investors have to provide information

about the procedure of manufacturing which will be

{144)



studied bv the Environment Department and advise BOI
{GCEC) investors. There are instances where projects
have been rejected on environmental grounds as being
unsuitable for Sri Lanka. Each zone maintains an
environment laboratoryv. Standards are laid down by
the BOI and emission, effluent and noise levels are

periodically checked.
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APPENDIX 1

DRAFT FREE ZONES LAW

THE FREE ZONE LAW 19G...

A law which provides for the establishment, development,

management and control of free zones and related matters.

PART 1

Short Title

Interpretation Z.

i

Preliminarv and General Provisions

This law mav be cited as the Free

Zones Act of 166..

In this Act "Free Zone" means an area
of land which is declared under
Section 3 of this law to be a free

2one.

"licence" means a licence granted

under Secticn 26 of this Act.

*customs Officer" includes & member of
the security forces or any person in
the public service who is for the time

being emploved in the prevention of
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Ecstablishment of

a Free Zone

Non-Application
of import/export

1aws

w0

1

smuggling or investigating an offence

against the customs acts.

“Customs territory" means the customs

territory of country X.

"Minister" means the Minister
responsible for the development of

free zones.

"Organisation" means the Free Zone

Development Organisation.

The Minister mayv by order declare that
on or after a specified date, any
building or area of land shall be a
Free Zone for the purposes of this

Act.

The Minister may amend the order under
sub-section (1) of this section by

varving the limits of the zone.

The laws in force relating to the
importation and exportation of goods
shall not apply to goods brought
directlv into and out of the free

zones from and to other countries or



—3

rade betueen
the free zones
and the customs

territory

&]]

.3

other zones within the countrvy.

Imported goods of anv description
brought into the free zone shall be
exempted from import duties taxes and
restrictions for as long as the goods
remain in the zone provided

(i) such goods are part of the trade
or business of a licenced operator and
(ii} such goods are not prohibited
for reasons of public order, security,
public morality, public healith, animal

health or plant health.

Goods exported from a free zone shall
be free of all taxes and duties and
restrictions except goods whose export

is restricted or prohibited by law.

Where goods which are not in transit
between the zone and an entry/exit
point are brought into a free zone
from another part of the customs
territory which is not a free zone the
goods shall be deemed to have been

exported.

Goods brought into the customs
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Regulations by
the Minister in
relation to

customs controis

6.

w

territory, which are not in transit to
another countryv shall be deemed to
have been imported into the customs

territory.

The Minister shall make regulations
governing trade between the free zones

and the customs territory.

The Minister (with the approval or
concurrence of the Minister
responsible for customs mayv make

regulations -

{i) Adapting or modifying for the
purposes of this act anv of the
provisions of the customs acts or any
statutory instrument relating to
customs made under statute.

{(ii) Governing the movement of
persons, vehicles and goods into and
out of the free zone from and to parts
of the state.

{(iii) Covering the Keeping storage
or handliing of goods in a free zone.
(1v) Covering the keeping and
preserving of accounts and records in

specified form in respect of goods
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PART 2

Development and
Management of

the free zones

Free Zones

Organization

(v)

7.

.1

which are in the free zone.

Relating to the provision of security
by bond or otherwise as the Department
of Customs may require in respect of
goods in transit to or from the free
zone and entryv/exit points to/from the
customs territorv or in transit

between free zones.

Management and Organisation

The responsibilitv for the
supervision, development and
managemernt of the free zones will rest
with the Minister who will delegate
this responsibility to a free zone
organisation set up under Secticn 8 of

this act.

An organization known as the Free
Zones Organization shall be
established to develop, promote and
manage the free zones. The
organisation shall enjoy an
independent financial and
administrative status and be entitled
to conduct all legal transactions and

procedures.
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The organization shall be a body
corporate having perpetual succession
and a commnon seal and may sue and be
sued in its corporate name and may
perform such other acts as bodies

corporate mav perform.

The organization shall have the

following functions

(i)» To establish free zones

(ii) To manage, utilize, develop and
maintain free zones to serve
the national eccnomy

{(iii}) Encourage and promote
investment within the zones

{(iv) Receive applications from
persons uwho want to develop and
manage ifree zones

(v) Make recommendations to the
Minister on the designation of
buildings or land at free zone

(vi) Issue licences to persons to
develop and manage free zones

(vii} Receive applications from
persons to establish business
within a free zone

{viii) Issue licences to persons to

operate businesses within a



free zone

(ix) To do all other such acts as it
deems necessary for the
promotion, development and

management of free zones.

Board of 9.1 The organisation shall be governed by
Directors a Board of Directors appointed by the

Minister.

O
[\l

The Board in Section 1 above shall
include representatives of relevant
government agencies as well as private

sector representatives.

Duties of the 16 The Board shail administer and

Board supervise the affairs and activities
of the organization including the
following: -

(i) Lay down a ygeneral policv for
the organization within the
framework of overall national
policvy

{(ii) Approve plans and progammes
for the promotion, development
and management of the zone

(iii) Approve the annual budget of

(152)



the organization

(iv) Receive and adopt the annual
accounts and annuail report of
the organization

{v) Fix the remuneration level and
conaitions of emplovment for
all emplovees excluding the
Director General

(vi) Appoint the Director General
with the approval of the
Minister

(vii) Approve applications from
investors to establish
enterprises in the free zone

{viii) Approve the issuing of licences

{ix) Approve plans of the

organization to LoOrrow monev.

Period of Office 11.1 Board members shall be appointed for a

pericd of {usually 2-3) vears.

11.2 A retiring member shall be e€ligible

for re-appointment.

Conditions of 12.

i

The Minister mav remove a member from

Office office at anv time.

12.2 A member may resign his office



12.

3

12.4

[&]]

by notice in writing to the Minister
and the resignation shall take place
on the date on which the Minister

receives the notice.

Where a member has anv financial
interest directly or indirectly in any
undertaking dealing with the
organization he shall before

exercising any functions as a member,

)3

—~

leclare the nature of such interest to
the organization and shall comply uith
such directions as it may give him in

regard to it.

A member shall be disqualified from
holding and shall cease to hold office
if he is adjudged bankrupt or makes a
composition or arrangement with his
creditors or is convicted of any
indictable offence in relation to a
company or is convicted of an offence
involving fraud or dishonestv whether

in connection with a company or not.

The conditions of office applicable to
organization members set out in

sub-paragraph 3 and 4 shall applv to



members of committees constituted

under this act.

Common Seal 13.1 The common seal of the organization
shall when applied to a document be
tested by the signature of a board
member and a member of the staff of
the organization authorized by it to
act in that capacity or by the
signature of two members of the staff
of the organization so authorized.

Contracts and 14 Any contract or instrument which if

Instruments entered into or executed bv an
individual would not require to be
under seal may be entered into or
executed on behalf of the organization
by any person generallv or specially
authorized by the organization for

that purpose.

Delegation of 153.1 The Board of the Organization may

Functions without prejudice to its general
responsibilities under this Act
perform anyv cf its functions through
or by any of the members of its staff

dulyv authorized by the Organization in

that behailf.



Directives to the 16.1

Organization

Grants to the

Organization

15.2 The Board of the Organization may

[
ot

16.

delegate its functions to a committee
constituted by it or to anv of its
members or to anv member of the staff
duty authorized by the Board in that

behalf,

The Board mav as it thinks proper from
time to time constitute committees for
the purpose of Section 15.2 and

dissolve anv such body.

Membership of a committee may inciude
persons who are not members of the

organization or its staff.

The Minister may give the organization
such general policy directives as he
considers appropriate having regard to

the provisions of this Act.

A directive under submission (1) shall
not apply to any individual

undertaking.

In each financial vear there mav be
paid by the Minister to the

Organization such amounts as the

-~
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Other Revenue

Provision of
Sites and
Services by the

Organization

19.

1

Minister with the consent of the

Minister for Finance may sanction to

enable the organization:-

(a) to meet its administration,
capital and general expenses

and

—
o

to discharge the obligations or
liabilities incurred by the

organization under this Act.

The organization shall have the
revenue from:-
(i) rents and levies collected in

the free zones

{(ii)} the sale of goods, services or
property by the organization
(iii) trading income.

For the purpose of providing or
facilitating the provision of sites or
premises for the establishment,
development or maintenance of a free
zonie the Organization may

(i) acquire anv land either

perm

Y

nentlyv or temporarily and
either by agreement or
compulsorily

{ii) acquire {either permanently or
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Borrowing
)

Organizations
power to engage
consultants/

advisors

19.

20.

21

temporarilyv and either by
agreement or compulsorily) any
easement wayvleave water-right
or other right whatsoever over
or in respect of any land or

dater.

Payment of compensation for anv land
acquired {whether permanently or
temporarilv) to the persons entitled
to such compensation shall be fixed in
accordance with the general practice
for the pavment of such compeénsation

in the country.

The organization may with the consernt
of the Minister and with the
concurrence of the Minister of Finance
borrow by arrangement with bankers or
otheruwise such sums as it mav require
for the purpose of providing for

current or capital expenditure.

The organizaticn may out of monev at
its disposal from time to time engage
such consultants or advisers as it mav
consider necessary for the discharge

of its functions.
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Remuneration
etc. of members

of Board

taff of

N

i

Organization

Disclosure of

iriformation

22

23.

24

1

The Chairman, Deputy Chairman and
other Board members of the
organization including the Director
General shall hold office on such
terms and conditions (including
remuneration) as the Minister may

determine.

The organization may appcint such and
SO many persons to be members of the
staff of the organization as it thinks

proper from time to time.

A member of the staff of the
organization shall be emploved on such
terms and conditicons as the Board of
the organizaticin may from time to time

determine.

Subject to subsection 3 a person shalil

not disclose anv information obtained

by him

{a) while performing duties as a
member of the Board
organization or of any
committee of the organization
or as a member of the staff or

as advisor or consultant to the
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24.

24.

2

“

organization or

(b) as a director or staff member
of any bhody cconsulted in
pursuance of any provision of
this Act while performing
duties relating to anv such

consultation.

A person who contravenes subsection
(1) shall be guilty of an offence and
shall be liable on summary conviction

to a fine not exceeding

Nothing in subsection {1) shall

prevent

{a} disclosure of information in a
report made by the organization
or on behalf of the
organization to the Minister.

{b) disclosure of information by
the organization or by a member
of the organization for the
purpose of a scheme of research
or development or a scheme of
acauisition of product or

process technology.
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Annual Report 25.1 The organization shall submit in such

and Accounts form as the Minister mav direct an
annual report of its activities as
soon as practicable after the end of

the financial vear to which it refers.

25.2 The accounts of the organization shall
be submitted annually by the
organization for audit to an auditor
designated by the Minister.

PART 3 Licences and Miscellaneous Provisions
Restriction on 26.1 No person shall carry on business
carrving on within a free zone unless he is the
business within holder of a ilicenre authorizing the
the free zones carrving on of that business within

the free zone.

26.2 A person who contravenes this section
shall be guilty of an offence and

liable to a fine not exceeding

Granting of 27.1 The organization may in its
Licences discretion and after consultation with
the Customs Authorities and Reserve

Bank grant or refuse any person a

(161)
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licence authorizing the carrving on of

any business within a free zone.

27.2 In exercising this discretion the
organization shall have regard to the
extent to which the business for which
the licence is sought contributes to
(i) the growth of exports
(id) tne growth of emplovment
{iii) the development of less

developed areas of the countrv

Applicants for 28.1 Any person may apply for a licence.
a Licence
28.2 Every application shall be in writing
addressed to the Secrstaryv, Free Zone

Organization.

28.3 The application shall be accompanied
by such information as the

organization mav require.

Conditions 26.1 The organization may attach to a
attached to licence such conditions as it thinks
a Licence proper in the light of consultations

with the Department of Customs and the

Reserve Bank.
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Revocation or
variation of

Licence

Register of

licences

30.

30.

1

If a licence does not comply with a
condition attached to its licence, he
shall be guilty of an offence and
shall be liable to a fine not

exceeding

The organization may in its discretion

revoke a licence if

(1) it is satisfied that there has
been a breach of a condition
attached to the licence or

{ii) the licensee is convicted of an

offenice against the customs

laus.

Before revoking a licence, the
organization shall give not less thamn
thirty days notice of its intention to
the licensee and shall consider any
representations made to it by the

licensee within that time.

The organization shall establish and
maintain a register of licences {in
this section referred to as the
register) granted under section 4 of

this law.
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Restriction on
bringing consumer
goods into the

free zone

Entryv to the
free zone bv
certain public

officers

31.2 There shall be entered in the register

(b)

32.

32.

33.

1

in respect of each licence

{a) the name of the person to owhom
the licence was granted and

the trade, business or manufacturer to

which the licence relates

Goods shall not be brought into the
free zones for personal use ar
censumption or for sale or rental
therein except from another part of
the country except under conditions

set out in Section 38.(2) of this Act.

If goods referred to in Section 38.(1)
are liable to customs or excise dutv
this duty shall be paid before they
are brought into the free zones and
shall not be entitlied to a drawback

allowance.

Customs officers, tax officials,
policemen and other officers and
servants in the discharge of their
official duties can at all reasonable
times enter the free zones and

buildings and vehicles therein.
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Maintenance of

Records

s

[\S]

Any person who prevents and obstructs
any entry authorized by Section 36.(1)
shall be guilty of an offence under

this ection and liable upon conviction

to (penalty to be determined)

ANy person authorized to transact

business in a free zone under a

licence granted under Section shall
{i) maintain records
a. in respect of any goods brought

into the free zone, the date of
receipt, from whom and whence

receiv value and

[
rt
(t\

ed,
quantity and in the case of
articles, materials or
ingredients used for
manufacture, processing or
packaging, the quantitv used
per unit of the finished goods;
and

b. in respect of goods sent out in
the free zone particulars of
disposal, including selling
price and quantitv sold.

{ii) Keep available for a period of
not less than three vears for

inspection by officers of the
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Missing dutiable

goods

Settlement of
investmernt

disputes

{2
(@3]

6.

Department of Customs such
records and all invoices and
other documents relating to
such goods; and

(iii} allow officers of the
Department of Customs at ail
reasonable times to inspect
such records, invoices and
other documents and to take
extracts from or copies of such
documents and to examine and

take samples of any such goods.

If goods stored in a free zone are
found to be missing without an
acceptable explanation the Director of
Customs may request the licencee to
repay the duty on such goods at the
rate in force at the time in addition
to any fine or penalty which may be

imposed.

Investment disputes which arise in the
context of this law can be settled

in a manner adreed between the parties
in the dispute or if there is an
agreement between the countryv and the

home countrv of the other party or by
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Guarantee
against

Nationalization

36.

37.

such an agreement by using the
Convention for the Settlement of

Investment Disputes or by arbitration.

An arbitration board shall consist of
two members appointed by the parties
to the disputes (one appointed bv each
partyv) and a third independent person
agreed jointly by the parties. 1In the
event of the parties failing to agree
on the nomination of a third member
within 15 dayvs of the nomination of
the second member the matter will be
referred to the Free Zcone Organization

who will appoint the third member.

The findings of the Arbitration Board
will be binding on both parties. The
Arbitration Board will decide on the
costs of the arbitration and who

should pav them.

Projects established in the free zones

shail not be nationalized.

Assets belonging to free zone

investors cannot be confiscated except
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bv court order.

Investors 38.1 Foreign investors can hold up to 100%
of the shares in any free zone

enterprise.

38.2 Domestic investors can hold up to 100%
of the shares in any free zone

enterprise.

38.3 Foreign and domestic investors will
have equal status within the free

Zones.

Repatriation of 39 Foreign investors can repatriate

Profits profits from an enterprise without
restriction provided an auditors
certificate is produced certifving
that the profits to be repatriated are
the true profits accruing to a foreign
investor as a result of a dividend

being declared.

Repatriation c¢f 40.1 Foreign investors may repatriate

Capital capital without restriction provided
that
{i) the capital has been brought

into the country from overseas;



Size of free

zone undertaking

Domestic sales

Operation of

Foreign Currency

Accounts in the

country.

41

42

43.

2

{(ii) the capital to be repatriated
is realized from the sale of
physical assets or shares; and

{iii) the proceeds from the sals in
(ii) represents the true value

of the assets in question.

Enterprises of any size mav be

establiished within a free zorie.

A free zone enterprise must export aill
of the output of the enterprize unless
sales on the home market are
specifically authorized by the
Minister. The Minister will set out
the terms and conditions for domestic

sales.

Each free zone enterprise shall be
permitted to operate a foreign
currency

account with a bank in the country.

The terms and conditions under which
the account shall be operated will be
set out in the operating licences

issued by the organization.
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43.3 The Reserve Bank shall be consulted by
the organization on the terms and

conditions referred to in (2) above.

43.4 The Reserve Bank shall have the task
of supervising the operation of
foreign currency accounts. It shall
be empowered to request any
information it considers necessarvy

from the account holder or bank.

Tax Concessions 44.1 Enterprises established within a free

zone shall be granted full exemption

=b

rom tax on profits for a period of X
vears from the date of commencement of
operations in the free zcone. The date
of commencement of operations in the
free zone shall be specified in the

operating licence.

44 .2 When a dividend is paid out of profits
of a free zone enterprise whose
profits are exempted from income and
corporation profits tax to a person or
corporate body within the country,
such a dividend shall be free of
income and cother taxes in the hands of

the dividend holder.
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APPENDIXN 2

FREE ZONE ORGANIZATION

A simple organization structure headed by a Board of
Directors is set out below.

MINISTER

!

BOARD OF DIRECTORS

STRATEGIC PLANNING UNIT

DEVELOPMENT PHYSICAL RESOURCES ADMINlSTRATION
DIVISION DIVISION DIVISION
! l !
| ;
|
Promotion Project Building Property Finance Legal
P.KR. Evaluation Operations Management




APPENDIX 11

FREE ZONE ORGANIZATION

DEVELOPMENT DIVISION

Activities

(1)

(ii)

(iii)

Promotion and publicity programme to generate

investor enquiries.

Meeting investors and "selling" the free zone

location(s) to them.

Receiving and evaluating proposals.
Discussing/agreeing various issues with the
investor - financing of project,
licence/lease conditions, site/factory
rental, factory construction {(or
modification), foreign personnel to set
up/run the operation, labour
requirements/training, quotas {in case of
garment industryj), incentives (length of tax

holiday) foreign exchange account.
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{iv)

(vi)

(vii)

Preparation of document for Board decision on
project. The document is endorsed by the

Chief Executive.

The Board would have power to approve
projects, grant lease/licence with conditions
attached, approve tax concessions and
recommend the granting of visas and work

permits to Kev personnel.

Establishment, after care, monitoring,
reporting. This section would help the
investor in the establishment phase - arrange
visas for key personnel, advise on housing
etc., help with initial labour recruitment,
introduce suppliers {(e.g. office equipment).
It would monitor the progress of the firm in
terms of emplovment/export growth/net foreign

exchange earnings.

Estates section takes over responsibility for
property from the building section as an

estate agent.

It meets potential investor, explains

conditions of the lease.



(viii) It arranges the letting procedure (in
association with the legal section) with the
investor after the investor's application is

approved by the Board.

{(ix} It inspects the property on a regular bhasis -
taking action where necessary - e.g.

requesting repairs from client.

-~
:xl
—

Maintenance - this is an often neglected but
important function. The main
responsibijities involve maintenance of
commort areas and zone facilities - roads,
lighting, landscaping, perimeter fence, water
and sewerage. This work can be carried out
on a contract basis by a private companv or

directly bv the Zone Organization.

It is not an issue which involves the Board to anv
great extent. The iwmportant point is that the

budget provision is adequate.

The Board would delegate to the Chief Executive ang
through him to the Deputy Director of Development
the power to implement that action programme and
spend monev on the programie within the budget
limits. The Board would receive regular reports on
progress and sugdestions for amendments where

necessary during the vear.



PHYSICAL RESQURCES DIVISION

Activities.

(i)

(ii)

(iidi)

(iv)

(v)

Physical planning and lavout on an ongoing

basis.

Translation of physical/economic plans into
an action programme involving land
acquisition, supply of services to the site
(roads, water, electricity,
telecommunications) and co-ordination with

various authorities.

Action programme in the zone involving site
development and factory construction

{advanced and bespoke factories].

Action programme is converted into an annual

building programme.

Building programme is broken down into
individual projects which involve detailed
design drawings, bill of quantities,
tendering procedures, award of contracts,
supervision of construction, control of
budget, finalization of construction and

pavment of final account.
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CONTROL/FINANCING OF BUTILDING ACTIVITY

Each vear this division would prepare:

(i) a budget in consultation with the finance
section and
(ii) an action programme, which would be

discussed/modified/approved bv the Board.

After that most of the decisions would be made at
Chief Executive level {(or 1lower) - award of
contracts, pavments etc. Tt is possible that the
Board mayv reserve some major decisions (e.g.
contracts over certain size) for itself or a

sub-commititee of the Board.

The Board would receive regular reports on progress

and approve modifications.

FINANCE/ADMINISTRATION/LEGAL AND COMPANY SECRETARY

Finance
The financial section is the recorder of alil
financial transactions involving the zone

organisation. It makes pavments on invoices
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approved bv the other sections and sends out
invoices to debtors (e.g. investors for rent from

land/buildings).

It prepares the annual budget in consultation with
the other divisions and sections and monitors

progress through the vear.
It makes routine financial pavments - salaries,
wages, loans and repavments etc. It manages the

funds of the organization.

It ensures that proper procedures are adhered to in

making pavments.

Administration

This section provides a range of administrative
services to the organization including personnel,
purchasing, supplies, managing a transport fleet and
other similar functions. It is not an issue which
the Board or senior management will be concerned

with on a daily basis.

Company Secretarv/Legal

This section would handle:
(i) minutes of board meetings and board

documentation;
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(11) formal communications with other
organizations and departments of HMG;

{iii) execute all legal formalities.

STRATEGIC PLANNING

This section may nct be part of the organization
from the outset. It could be established after the
zone is in operation for one/tuwo vears. It would be
a small group reporting directly to the Chief
Executive and would concentrate on strategic issues
- the type of industry that should be promoted; the
markets {countries) where the organization should
concentrate its resources; the gaps in the
industrial structure which inhibit the development
0of industry generally or particular sectors; the
extension of free zone faciiities on a wider basis

through the country.

pd
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APPENDIX 111

CONTROL OF INVESTOR DEVELOPMENT

Suggested guidelines:

BOUNDARY FENCE: 1if required shall conform to the

design approved by the Zone Authority or developer

(ZA).

BUILDING LINE: shall be at least m from the main

road Kerb. The alignment of the proposed buildings

shall be set by the ZA for each plot.

BUILDING FINISHES: external finishes shall be

approved by the ZA. The ZA shoculd liaise with the
airport authority in respect of finishes to ensure
they do not conflict with air navigation and control

equipment {in the case of zones near airports).

VEHICLE PARKING: sufficient on-site parking shall

be provided within the factorv plot to ensure that
goods, vehicles and private cars are not parked on

the main road.
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VEHICLES ENTRANCES: where factories are located on

opposite sides of a road, entrances shall not be
placed opposite each other for ease of traffic

movement.

WATER: will be available at the roadside. The
investor mav connect to it at his expense, but only
with the specific approval and under the supervision
of the Free Zone Organization. The investor should
provide an approved type water-meter arrangement.
{The rate for water should be set at a level which
will also recover effluent treatment costs). Every
investor should be advised to provide sufficient
water storage to accommodate a minimum one dav's
supply for domestic and trade purposes. { The
purpose of this is to ensure continuitv of operation
in the event of a water supply break). Water
sensitive industries should make greater provision -

subject to their own anticipated needs.

ELECTRICITY: the investor should apply to the

Electricity Authority for supplv. He should
carefully list the types and sizes of all furnaces,
welding arrangment or any process which will require

an electrical supplv.

STORM WATER: the investor should seek specific

approval to his proposals. No delerious matter of

{(180)



anv kind should be allowed to enter the storm water

drains.

DOMESTIC SEWAGE: should be discharged as approved

by the Free Zone Organization.

INDUSTRIAL LIQUID EFFLUENT: should be treated

within the confines of the leased plot. The volume
and standard of effluent should need the specific
approval of the ZA (or Environmental Protection
Agency) to any discharge to the foul sewerage

svsiem.

Monitoring of effluent may be socught from the
investor at his expense, in which case full reports

should be made available to the ZA.

Any costs in relation to unapproved discharges
should be at the investors' expense. All effluent
treatment installations shall be subject tc the
approval of the ZA {(or Environmental Control

Agencyv).

The specification shall be strictly applied.

CONSTRUCTION LIMITATION: a reservation of at least

-~

6 m wide inside the boundary fence should be kept

clear of all development except landscaping, to
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facilitate the laving and maintenance of future

watermains, electricity and telephone cables.

CHEMICAL STORAGE: to ensure the safety of persons,

all chemcial storage arrangements should need the

approval of the ZA and fire authorities.

BULK STORAGE OF GOODS: should be to the approval of

the ZA and the fire authorities.

SOLID WASTES: should be stored and disposed of in a

manner approved by the ZA.

FIRE EXITS: are necessaryv and agreement shcould be

obtained from the fire authorities to the

development. In certain instances emergency

lighting may be necessary.

LANDSCAPING: the investor should propose to the ZA

and get approval for a landscaping scheme within his
site for that area outside his site fronting the
road. He should carry out landscaping at his own

expense.

TIME FOR APPROVAL BY THE ZA: to facilitate -

investors the ZA should endeavour to give a decision
on building design within as short a time as

possible. While the time needed for examination
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will depend on the complexity of the project, in
normal circumstances a decision should be given not
later than one month following receipt of full

information.

WELLS: industriaiists should not without the

approval of the Zone Authority abstract water from a

well.

ENVIRONMENT PROTECTION

Because the aim of the zone is to promote investment
in export industry, the amenitv value of its'

surrounding area is important.

Pleasant surroundings can be created byv:

{a) Landscaping and provisicon of amenitv areas.
{b) Design of buildings.

(c) Control of the storage of oil.

{d) Control of storage and usage of chemicals.

{e) Control of the disposal of agent chemicals.
(f) Control of air emissions.

Landscaping

The lavout of the zone should take into account the

natural contour of the ground, the retention of
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existing trees and the planting of trees and shrubs
suitable for the soil conditions of the area. Areas
suitable for amenity landscaping development shouid
be identified and constructed at an early stage so
as to gain early maturity within the total

development of the industrial free zone.

Design of Buildings

The Zone Authority should retain for itself, subject
to Municipal Planning and Development Regulations,
the approval of design plans for developments, so as

to co-ordinate the plans of the various enterprises

which will occupy the zone.

Storage of 0Oil

Storage of 0il needs proper tanking with bonded
structures to ensure that il spills are kKept to a
minimum. This is important not alone from
environmental considerations and to ensure ©il does
not find its way into drains and water courses, but
also as a fire precaution.

Control of the Storage and of Chemicais

-
o
o
[
©

\

It should be noted that industrv uses a vast

guantity of different chemicals - a figure of up 1o

{184}



—~

[}

T

50,000 has been mentioned. Some are quite safe,
others are toxic and dangerous and still others are

fire risks.

As there is 1ikelv to be a concentration in time of
such chemicals in a free zone, proper control of the
storage and use of these chemicals needs to be
imposed on industry. Proper precautions on the

disposal of spent chemicals is also necessarv.

Control of Air Emissions

Air emissions can arise from heating boilers or from
process equipment. In each case the precautions to
be adopted will depend on the nature of the gases,
the volume expected to be discharged and the process
causing the emission. It is likelv that the final
emissions will be discharged following a treatment
process through high chimney stacks, which will give
increased dilution factors, or directlv through
chimney stacks depending on the chemical contents.
Each investor's construction approval package should
contain appropriate clauses in respect to acceptable

levels and content of air emission
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Exnertise

As the Zone Authoritv will need to set environmental
conditions for each individual enterprise, access to

the necessary expertise is essential.




