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In February, 1983, the Rureau of Policy and Program Coordination of USAID 
ammissioned the Sabre Foundation t o  undertake initial research emmining 
f ree  zone growth in dweloping countries. The scope of the engagement &led 
for  an evaluation of the l i tera ture  on f ree  zones, m@-msizing the  contri- 
butions of zones t o  the developing nations. It also called fo r  prelbimary 
ickntification of factors whic',: ctffect zone prformance. 

During the course of their  research, project members reviewed virtublzy a l l  
of the existing published l i tera ture  on f ree  zones, a s  well a s  a number of 
unpublished documents prepred by international developnent organizations. 
?his infornation -was supplemented ky interviews with knw1.edgeable 
individuals i n  the World Bank, the United Nations, private companies which 
have developed and used free zones, and nonprofit organizations which assess 
multinational investment p t te rns .  By seeking out sources that  were critical 
as well as  supportive of free z o ~ ,  t h i s  r e p r t  reflects what the Sabre 
Foundation M i e v e s  t o  be a balanced view of zone a m t z i b ~ ~ t i o n s  t o  
Ckvelopnent. In addition, the r e p r t  reamrends possible means by whi& the 
performance of free zones can-be strengthened for host governments as w e l l  a s  
indigenous and foreign enterprises. 

A s ~ c i a l  interest of Sabre researchers during the course of the project has 
been the ptential for establishing stronger relationships between f ree  zones 
and developnent programs. In m e  cases, it appears that  zones may have the 
capability t o  generate new revenues for direct funding of training, techno- 
logy transfer, and other assistance programs. Such linkages have the 
potential t o  benefit foreign investors a s  w e l l  a s  indigenous institutions, by 
improving basic conditions for econanic developnent in  the sponsoring 
country. - 

Sabre's research efforts  for t h i s  r e p r t  were directed by Mark E'razier; 
principd. research was conducted by Joyce Erony. In addition, Carl Goderez, 
Lynda Schuler-Rayster, Brett Bowring, Douglas Flack, and Alex Quatuebaum 
contributed significantly t o  review of tht; :.-zft findings. Special thanks 
are also due t o  Jacob Levitsky of the World Baak and Robert Morsat of Gulf + 
Western. Responsibilities for any errors and missions res t  with the Sabre 
Ebundation. 



In recent years, many developir,~ countries have deinor&rated a new interest - 
i n  stimulating the private sector of their  econanies. An increasingly- 
ut i l ized vehidle for achieving t h i s  end is the "free zone," also known a s  the 
export processing zone, e~lterprise zone, freeport, or f ree  trade zone. Such 

I 
I 

- areas systemtically reduce b r i f f ,  tax, and/or regulatory barriers t o  - 
business enterprises. 

The benefits of zone developnent can be substantial. Successful zones - 
characteristically generate new jobs, foreign exchange earnings, and t o  a 
more limited extent, backward linkages t o  the sponsoring econany (including 
transfers of skills). Over a longer term, zones i n  some instances have 
played important roles a s  "demonstration areasn-proving grounds for  econanic 
liberalization plicies that  were l a te r  extended t o  the nation a s  a whole. 

= 
I 

Free zones during the pst three decades have been established i n  nations a s  
diverse a s  Jamaica, Brazil, Malaysia, and the People's Republic of China, 
Although more than 400 iiree zones ncs exist,  thei r  results have been mixed. 
S m  zones-such as those i n  Malaysia, Korea, Taiwan, S r i  Lanka, and Mexico- 'i 
have produced outstanding results. Otb.er zones have disappinted thei r  ' I  

sponsors, consuming large sums for infrastructure developnent and at tract ing 
few or no investors, Il 

i - - lhis r e p r t  examines existing data 5n the contribltions, and shortcankjs, of ' 

f ree  zones i n  econanic developnent efforts. In addition to reviewing the 
c - 

perfoqance of existing zones, it assesses f a k o r s  conducive t o  zone success - 
(or lack of success). Findings of the study a r e  based upon a r e v i q ~  of all 
a v a i l d l 2  published data concerning free zones, rather than u p n  f j e ld  study. 
Because the conclusions a re  drawn from a limited number of zones, rather than 
a representative sample, the applicability of the study must be qualified 
accordingly. - 

\I 

L For developnenta.1 econanists and nacioqtl policymakers'alik~, the study is - -= 
L designed t o  be useful for a variety of purposes and i n  a rang2 circ-m- 

stances. I t  can:, helpnations decide whether zone developnent makes sense 
given national goals,  resources, and consti'aints. The report can,also offer 
grounds for  deciding which type of zone is most l ikely t o  6e beneficial in & 
given setting: z3nes that  assist foreign investors i n  export'manbfacturing; , 
warehousing, or service industries , or those that stimulate indigenous entre- 
preneurs i n  producing for the h e s t i c  market, or those that  s tr ive for a ..- --..--.a. -- -, - .I__- ".. ----I of - -the --above;'-' - 'In-- addi tio:i, ' the--r-eFor -.e-xprdfes-f sfiors-"-khhlcti I _ 
apparently play an important role in  determining zone success <or failure. 
Finally, the study suggests ways i n  which free zbnes can strengthen linkages .- 

' t o  indigenous institutions, and can gknerate k w  resources '-for technical 
developnent and training programs. , 
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Revising eoonomic policies on a nation-wide basis has proven d i f f i cu l t  for 
many governments i n  developing countries. Resistance from entrenched 
interests, including governmental departments and protected 'industries, can 
f r u s t r a t e  even mild at tempts t o  bring about across-the-board reforms. 
Moreover, the "payoff" of such re£orms is seldom visible i n  the short term. 
Politicians responsible for the economy have no assurance that  the benefits = 

of nation-wide reforms w i l l  be recognized as compensating f o r  immediate - : 
costs. / - 

- 

In contras t  t o  governmental reluctance towards introducing market-oriented 
reforms on a country-wide basis, many nations have become willing t o  apply 
such po l i c i e s  i n  more targeted areas. Governments i n  cen t ra l ly  planned 
economies, a s  wel l  a s  mixed economies, have l i be ra l i zed  t a r i f f ,  t a x  and 
regulatory conditions i n  a reas  designated as "free zones." The f r e e  zone, 
appsoach enables countries t o  test strong f r e e  market po l i c i e s  without " I- 

- 

incurring substantial poli t ical  opposition It also holds out the prospect - OF near-term, 'highly visible benefits i n  jobs and export earnings 
I ,  , i ' 

The def in i t ion  of f r e e  zone used i n  t h i s  paw,r is t h a t  of a defined 
geogramic area offering tar i f f ,  tax and/or regulatory relief t o  businesses 
located within its boundaries. Although many zo s offer n o m M  incentives "9'; of t h i s  type, true f r e e  zones w i l l  be defined asijthose.providing standard 
incentives a s  a matter of course t o  all firms, ra ther ,  than applying , - 

negotiated incentives one a case-by-case basis. 1h4\ , ,  f ollowins is a summary of - 

the principal types of free zones operacing today: 
L - 

1. Ree Trade Zone , 
'\7 

!-, 

'\:), A\\free trade zone is, a delineated area, usually in or near' a port,, where 
1, unrestricted trade is pxmitted w i t h  the re.& of the world. Merchandise 
i 
\ . may be moved i n  and out of FTZS f r e e  of customs duty, s tored i'n I )  

\ i 

'\ 
warehouses for varying periods, o ~ n e d  for .ii'~spection and repackaged a s  

' needed. : \' 
\ 



- 
I - 
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I 
j export t he  f in i shed  product back t p  the U.S. market. (The U.S. 
;I encourages maquiladora "twin plants" by assessing duty only on the value 

added i n  Mexico, rather than the full value of the products) 

4. Free Ports 

In  some instances, t he  por t  infrastructure and warehousing/industrial 
i n s t a l l a t i o n s  constructed fo r  export processing zones and f r e e  t r ade  
zones have been supplenlented with tourist  hotels, housing projects, duty 
f r e e  shopping centers,  marinas, casinos, etc., t o  c rea te  a f r e e  port. 
Hong Kong, Macau, and S i n g a ~ r e  are well-known examples. In the Western 
HemisFhere, the extensive,.i!nclave on Grand m a m a  Island and the more 
recent projects a t  1 q u i q S  (Chile) and Manaus (Brazil) are examples of 
this genre. 

5. Enterprise Zones 

\ Enterprise zones r e s u l t  from a new policy t o  create  "climates of 
- 
- op_mrtunityn f o r  businesses t h a t  expand employment and investment i n  

d is t ressed areas. Reduced taxes  and regula t ion axe the incentives 
offered such businesses 0r ieked primarily towards indigenous rather - 

than foreign companies, enterpr ise  zones were proposed i n i t i a l l y  i n  - 
Great Britain in 1977. The British government has since established 13 

- - 

zones, with an addi t ional  1 2  designations i n  the planning stages. In 
t he  United Sta tes ,  16 state governments have enacted en te rpr i se  zone 
legislation t o  date. 



In the  most general terms, the  host  country's object ive  fo r  es tabl ishing a ' 

f ree  zone 
universal 

is t o  a t t r ac t  foreign and indigeneous incremental investment. The 
expectation is tha t  t h i s  investment w i l l :  

generate employment both directly and indirectly through industries 
in the ames t ic  economy which service and support ac t iv i t ies  in  the 
free zone; 

provide net foreign exchange earnings; 'q 

I 'i b 
increase t he  u t i l i z a t i o n  of domestic raw mate r ia l s  and 'semi- 
manufactured products and com~onents; and /"' 

i;/ 

u t i l i z e  new technologies which w i l l  be d i r e c t l y  o r  i nd i r ec t l y  
transferable t o  the domestic economy (including-,engi~:ering know- 
how and management, marketing and financial s k i l l s ) ;  - 

In addition t o  these general goals l i s t ed  above, hations may have objectives 
r e f l ec t i ng  specia l  circumstances, In several  countries, an ,,important 
consideration fo r  creat ing a zone was the  perceived need fo r  regional" (as 
oppsed t o  national.) development, In ~nd ia ,  for example, the Kandla Zone was 
established i n  large part t o  create a future alternative t o  the increasingly 
congested pcrt of Bombay. Malaysia has also employed export processing zones 
a s  a means of attracting investment t o  l e s s  developed areas. 

6 : 
Ree zones have demonstrated capabilities t o  substantially contribute to  the 
emer gecce of modern, in ternat ional ly  comptitive industrial enterprises in 
s e l e c t  instances, Yet, important qua l i f i c a t i ons  and l im i t a t i ons  t o  ' t h i s  
capibility are  also evident. Many zones have manifestly fai led t o  stimulate 
economic act iv i ty .  Others, while e f fec t ive  i n  a t t r a c t i n g  fo r  eign-owned 
industry, have developd minimal linkages with indigenous institutions and 

:lentreprene,urs and have provided few employment opportuniti'6s fo r  s k i l l e d  
workers. ' I  I I :\.. I >  .t , '4 ' . 

I 
I 
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The following w i l l  piesent  a brief  review of' ' the contributidns ,and I - - 

shortcomings of f ree  zones t o  'the econcmic development, :of LDCs. 
<. - 
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m e  effect of f ree  zones upon living standards and working conditioris has not 
been systematically evaluated. However, considerable evidence e x i s t s  khat  
free zones capb le  of significantly improving the status of workers i n  both 
respects. A recent  examination by the  New In t e rna t iona l i s t  of e x p r t  - , processing zones i n  the Far E a s t  concluded that  zones frequently established 

- . - 
a highly-paid "labor ar is tocracyn i n  comparison with other workers i n  the  
economy, (3) I n  t he  f reepor t s '  af Hong Kong and'singapore, ,per capi ta  
incomes a r e  now the  second highest  i n  A s i a  ( a f t e r  Japan), and have been 
estimated a t  up t o  nine times more than t h a t  of res idents  of t he  People's 
Republic of China. Within the People's Republic of China, residents of the 
Shenzhen Special Economic Zone--establis!ed i n  1978-today have average wages 
three times higher khan the i r  counterparts  outside the  zone. Shenzhen's 
population has r i sen  from 30,000 t o  more than 160,000 i n  response t o  the  
availability of compratively at tract ive jobs. (4) 

Against these posi t ive  aspects  of f r e e  zone employment, less favorable 
1 dmracteristics have also been noted. Firms operating i n  export processing 

zones tend t o  hi re  young women for the vast majority of routine jobs, often 
paying them far  l e s s  than men (although usually more than offered t o  women by 
employers outside the  zone). (5) . I n  addit ion,  the  Internat ional  Labor 
Organization and a var ie ty  of unions have c r i t i c i z e d  provisions i n  the  
enahling ac t s  of some zones which discourage or prohibit union activity. 

, I ' 

2, Foreign Exchanqe Drninqs 

Free zones generally operate a s  enclaves--delineated a reas  outside the  
customs t e r r i t o r y  of the country--and have l i t t l e  in te rac t ion  with the  
domestic economy. Payments for wages, salaries, rental/lease expenditures, 

- 
services, taxes, and the  purchase of domestic raw mate r ia l s  a r e  then l to  be 
considered foreign exchange earnings. However, agains t  these payments, 
c ap i t a l  t r ans fe r red  abroad for  repayment of foreign loans used t o  finance 
construction of buildings and in£ r a s t r  ucture and adminis t ra t ive  and 

I promotional" costs must be accounted for. 
1 

-0 - I - The Masan Export Processing Zone i n  South Korea has been an exceptional 
vehicle f o r  earning foreign exchange (see Appendix A). The t o t a l  foreign' 

- , exchange earnings generated by the EPZ during the 1971-79 period amounted t o  
, US$848.5 mil l ion,  or 52% of t he  zone exports  i n  1979. (6) The puxhase  of 

ki raw mater ia ls  and the  use of loca l  services  account for  these export ear 
I, L 

inis.  During the  ea r ly  1970s, export processing zones i n  Taiwan accounted 
, ' I  

, for seven pekpnt of the country's foreign trade, ,,but almost half of its net 
f: 

foreign exchange surplus. (7) 

( Although such f igures  a r e  impressive, the  :majority of ac t ive  :export 
processing zones generate annual net foreign exchange earnings of l e s s  than 

c U S $ ~ O , C ~ ~ O , O O O .  (8) This es t imate  i s  basedt~on the  average domestic value - 
-.----- -- "- ... added-to -each product i n  t he  - h o s t  country, -which .is-general-ly- below -25- - - -- - - - 

:,I p r cen t  of the value of gross exports. , I I  L 

b l  9 I 

: These domestic value added £iguies a r e  low, implying rriinimal use of loca l  
i .  , ,Tiinputs' i n  the  manufacturing sect9r. Export processing zones inherently 

encour,ager t he  import of intermediate goods i n  the  manufacturing,~process 
because of the duty-free import laws. Nonetheless, as demonstratedp Korea, 

'u 
t Taiwan,' a@ Malaysia, i f  a reliable source of intermediary goods is7 "availa- 

1 I 

ble from We domestic eoonomy a t  competitive prices, local. value added: can be - .  
i, ' , I \  ,, 
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substantially increased. 

There are two main obstacles t o  increasing the lo& value added content of 
zone exports. F i r s t ,  a large  percentage of a c t i v i t y  i n  EPZs i s  based on 
international subcontracting. In t h i s  instance, a buyer has contracted for 
the finished product, and the sources of supply are predetermined. Secmd, 
protection of domestic producers by the host government based on policies of 
import-su'xkitution tends Lo suppress production for the export market. In 
many cases ,  indigenously-owned p t e n t i a l  suppl iers  t o  zone companies a r e  
unable or unwilling t o  face  the  risk.s and price-compti t iveness of the  - 
international market 

In  offshore banking zones, by contrast ,  these obstacles tend not t o  be so 
- severe. ~ u t  free banking zones are also seldom significant generators of net 

foreign exchange. The major sources of loreign exchange earnings from banks 
- a re  taxes and lev ies ,  annual l i cense  fees ,  l oca l  c ap i t a l  requirements, and 

operating expenditures directly related t o  on-shore operations A s  indicated 
i n  Ap~endix C, the majority of these banking f ac i l i t i e s  do not impose taxes 
and l ev i e s  or require  l oca l  cap i t a l  requirements. Further, our l im i t ed  
ana lys i s  of the  connection between off-shore banking f a c i l i t i e s  and the 

a linkages t o  the industrial sector indicates that  the m i n i m a l  foreign exchange 
- earnings are not reinvested i n  local industry. 

The majority of export processing zones a r e  owned and operated by the host  
government. (Privately owned EPZ projects are present i n  Mexico, Malaysia, 
the Bahamas, and the Dominican Republic.) The cost of developing a f ree  zone 
zonsls ts  of s i t e  preparation and i n s t a l l i n g  in f ras t ruc ture  f a c i l i t i e s ,  
including telecommunications, e l e c t r i c i t y ,  water supply and commer c i a1  
services. According t o  World Bank f igures ,  a 100 hectare  EPZ e s t a t e  would 
cost approximately USS25-40 million in 1982 prices. I f  the project were t o  
encompass an a d d i t i o n a l  c o n s t r u c t i o n  of 100,000 square  me te r s  of 
preconstructed factory units, the project cost could double. (9) 

The study found e v i d e x e  t ha t  r a t e s  of re turn  d i f f e r  between those zones 
&veloped by the private versus the public sector. The private sector e x p r  t 
processing zone pro jec t s  i n  Cd. Juarez, Mexf co, and LaRomana, Dominican 
Republic, have conducted operations a t  a net profi t  and have generated lease 
revenues and income tax payments for the host government. (10) In contrast, 
based on our limited sample of EPZ projects, the financial return on invest- . rnent in  govexnment-owned 'projects appeared recurrently to  be either noninal 
or negative. Many, host governments appa r  reluctant t o  maximize the p ten-  
t i a l  f inanc ia l  re tu rn  on zone development, out of apparent i n t e n t  t o  avoid 
deter ring investors. In practice, however, privately developed and managed 
zmes-as i n  the case of Mexico and the Dominican Republic-appeared t o  be 
more ful ly leased out than their governmentally-developd counterparts i n  the 
same country. 

Iname from occupnts i n  publicly-managed export processing zones was found 
t o  be generally i n su f f i c i en t  t o  cover the operating cos t s  and investment 
expenditures. In instances such as the Dakar Free Zone in  Senegal, subsidies 

\' 

- 
are offered. for fuel, electricity, and rental payments, Oprating costs are  
not  net, and no contribution t o  investment expenditures has been realized. 
In Shannon, Ireland, a non-repayable cash grant  of up t o  60 percent of t he  



t o t a l  inves txen t  out lay  was o f fe red  as an  incentive. The impact of t h i s  
subsidy on t h e  f i n a n c i a l  p o s i t i o n  of t h e  zone i n  t h e  e a r l y  yea r s  of 
developnent was tremendous. In 1974 a total. of approximately USS24 million 
was spent for  d i rec t  cash subsidies t o  industq. 

Although l i t t l e  empir ica l  work has been done t o  a s s e s s  t h e  i n p a c t  of f r e e  
zone developnent u p n  the value of property, available evidence suggests t h a t  
a w e c i a t e d  land values represent an important p t e n t i a l  source of rwenues 
f o r  na t ions  sponsoring f r e e  zones. Landand bui ld ing  l e a s e  p o l i c i e s  o f t e n  
subs id ize  users  of expor t  processing zones (contrary t o  World Bank guide- 
lines, which emmasize tha t  lease r a t e s  should ensure cost recovery wer a 
seven t o  15 year priod). 

An a l t e r n a t i v e  approach, which appears t o  o f f e r  f a r  g r e a t e r  revenue gene- 
r a t i n g  oppor tun i t i e s  f o r  zone sponsors, is t o  l e a s e  o u t  zone p roper t i e s  t o  
high bidders, In the geriod immediately Eollowing zone activation, such a 
pol icy  ensures t h a t  l e a s e  r a t e s  a r e  a f fo rdab le  t o  "pioneer" investors .  
Following t h e  success  of t h e  e a r l y  inves tors ,  market: f o r c e s  can d r i v e  
property values t o  corresponding heights. The Hong Kong government's policy 
of leasing out all properties a t  auction has  enabled it t o  earn hundreds of 
millions of dollars annually from the appreciation created by policies t h a t  
estaklish an a t t rac t ive  investment climate. In 1981, Hong Kong land values 
overtook those of midtown Tokyo and Manhattan. (Over t h e  pas t  two years ,  
however, Hong Kongls property values have fa l l en  30 percent from their  peak, 
p r i n c i p a l l y  because of doubts about t h e  wi l l ingness  of China t o  maintain 
congenial conditions for  investors past 1997.) 

Transfer 

A v a r i e t y  of channels e x i s t  f o r  t r a n s f e r  ing  technology t o  developing 
countries, including turnkey operations, machinery imports, s k i l l s  centers, 
educat ional  i n s t i t u t i o n s ,  and d i r e c t  fo re ign  investment. The present  
d iscuss ion  w i l l  focus only on DFI, because t h e  o t h e r  mechanisms a r e  n o t  
normally characteristic of free zone operations 

Free zones have played an  important  r o l e  i n  acquaint ing l a r g e  numbers of 
people who have previously lacked industr ial  habi ts  with assembly and l i g h t  
manufacturing procedaes. For developing countries with high unemploynent, 
zones can be a use£ ul source of basic industrial  training. ?he cbjectives of 
the Special Economic Zones i n  the ~ e o p l e ' s  ~ e p u b l i c  of China iUus t ra t e  the 
impor tance of t h i s  industr ial  training. 

Beyond t h i s ,  technology t r a n s f e r  from zone opera t ions  has not  been very 
impressive. Two general  observat ions a r e  common t o  a l l  DFI in zones i n  
developing countries.  F i r  st, t h e  ma j yr i n d u s t r i e s  loca ted  i n  EPZs, are 
e lec t ron ics ,  apparel ,  footwear,  l e a t h e r  products, e l e c t r i c a l  products, 
opticdl goods, plastics,  toys, s lpr t ing goods, car pxts, ' and -minor transport 

- equipment. Kieye and o t h e r s  hold t h a t  only those p a r t s  of t h e  process i n  
these industries requiring low level skills--essentially hand or mechanically 
aided assembly work of the simplest kind-aice transferred t o  EFZ locations i n  
the i n i t i a l  years. (11) 

' I  

The f a c t  t h a t  mqre than 70 percent  of the  domestic value added' in  expor t  
processing zones consists of wage payments strongly supports this hypothesis. 

data suggests t h a t  wer 90% Further, k s e d  on our case s t u ~ - e s ;  &e available 



of the employees i n  EPZs a r e  assembly wrkers. These jobs require a mininum 
level  of s k i l l s  which are  usually provided by the corporation i n  a 4-6 week 
training program. In t h i s  r e s p c t ,  no real  transfer of s k i l l s  has occurred 
fo r  the majority of the workforce i n  EPZs. 

Second, t h e  m a j o r i t y  of t h e  buyers  of goods produced i n  EPZs a r e  
predetermined. Spec i f i ca l ly ,  o rde r s  a r e  based on a subcontract ing bas is ,  
whi& implies tha t  there has been i i t t l e  exposure t o  the tools  of effective 
marketing and promotion. Korea and Hong Kong a r e  exceptions: many firms 
loca ted  i n  these  a r e a s  subcontract  t h e  production of p a r t s  t o  domestic 
enterprises and also s e l l  direct ly t o  foreign buyers. 

However, t h e r e  is  evidence tk-lt t h e  type of i n d u s t r i e s  l o c a t e d  i n  EPXs 
changes a s  t h e  p ro jec t  matures. The t r a n s i t i o n  from simple-assembly 
opera t ions  t o  manufacturing has  occurred i n  Shannon [ I re land) ,  Korea and 
Taiwan. Shar~rlon, Ireland, the pioneer project i n  zone development, has mwed 
from assembly tyFe o ~ e r a t i o n s  t o  more vertically-integrated high technology 
industries. The workforce has also changed substantially: i n  1962, 13% of 
the workforce was employed i n  cler icdl  or m y g e r i a l  positions i n  1962, a s  
opposed t o  19% i n  1975. (12) 

In  f r e e  banking zones, d i r e c t  fo re ign  investment has genera l ly  enhanced 
technology t r a n s f e r  t o  t h e  h o s t  country. Benef i t s  inc lude  increased 
s o p h i s t i c a t i o n  i n  the  domestic f i n a n c i a l  system and t h e  in t roduc t ion  of 
innovat ive lending practices.  Singapore and Panama a r e  examples of t h i s  
t r a n s f e r  where t h e  banking sec to r  has imported advanced admin i s t r a t ive  
technology and has t r a i n e d  l o c a l  inhabi tants .  (13) B o t h  c e n t e r s  have a l s o  
succeeded i n  at t ract ing ancillary financial a c t i v i t i e s  such a s  insurance and 
t rus t  businesses. 



As noted ear l ier ,  the performance of free zones has varied within developing 
countries. An examination of available data suggests that  the costs and 
benefits tc host sovernments £ran free zones are determined i n  the short term 
by the zone's suces s  i n  attracting of direct foreign investment. ?his 
discussion w i l l  focus on which factors influence private investors t o  locate 
i n  f ree  zones. 

- 

Because differing kinds of free zones sustain different types of econclnic - 

activi t ies,  no single set of factors exists  a s  a determinant of zone success. 
Conditions that  make a free trade zone successful for warehousing and 
transshigmnt my  not be adequate for the assembly and l igh t  manufacturing 
act iv i t ies  characteristic of an export processing zone. Similarly, an area 
offering at tract ive conditions for e x p r  t processing zone developnent may 
lack appropriate conditions for a free banking zone. 

This chapter examines three fundamental categories of factors influencing the 
performa,i~ce of f ree  zones. The f i r s t  category consists of factors 
influencing production, including the classical econanic factors; tax, t a r i f f  
and regula t~ry incentives; the s tabi l i ty  of h ~ e s h e n t  conditions; the 
quality of infrastructure and basic services; and the availability of direct 

- 

subsidies and assistance programs. The second category consists of access t o  
markets by zone users. Finally, the chapter reviews zone m g e m e n t  , and 

~ o r m c e .  marketing factors that  influence zcne per" 

L Factors ProductiQn 

Gassical Ecmncmic Factors of production--such as labor, land and - 
buildings, and freight .services-are a primary consideration for free - 

zone investors. In export processing zones, labor costs e s~ec i a l l y  are 
importat  t o  investment decisioAm. Dwelopnent of an overseas, low-cost 
production base for export t o  the ind~str .~al ized countries has been 
cited a s  the major motive for investment. In amparison t o  average wage, 
rates for selected developing countries the average hourly wage for - 

unskilled labor in selected OECD countries is 8 to 57 tims greater. It 
is important t o  note that  lower l a b r i t a t e s  are not always synonanous c 
with lcwer unit labor costs. Manufacturwrj enterprises are interested 
i n  the lowest l a b r  cost per unit of production. Labor is not a 
homogeneous factor of production, and not all forms of labor are easily 
available a t  low costs i n  developing countries. Highly skilled labor-- 
and more imprtantly, supervisory ~ersonnel--is. scarce and generally - 
expensive. Costs are often raised by the need for expatriates £ran 
industrial countries. I t  is also often necessary t o  have a higher rat io 
of 'su~ervisory staff to  manual workers. In other tyFes of free zones, 

- 
i =- 

including warehousing/transshipnent zones and f ree  banking fac i l i t i e s ,  I 

labor costs tend t o  be l e s s  important determinants of zone sucmss. I I I 

The availability of improved land and buildings also is usually another 
major factor i n  investment kcisions.  Export processin9 zones of feting'. 
preconstructed factory shells can substantially reduce the time between 
approval of a factory investment and start-up operations. In general, 



however, land lease prices c30 not appear t o  significantly af fec t  the 
success or f a i lu re  01 a f r e e  zone. South Korea and Colanbia have a 
practice of I'writing down" qround leass  ra tes  t o  exceptiontlly low 
lw=ls. In contrast, lease ra tes  i n  Hong Kong and Singapre  are  s e t  by 
auction and have r e s u l t d  i n  very high rental &ayments. 

For e v r t  processing zones and for  t radi t ional  storage/distribution 
f r e e  trade zones, t r a n s p r t a t i o n  costs a re  a further c r i t i c d l  
consideration. Zones catering t o  production or storage of high value, 
low weight/bulk g o d  require international a i r  f reight  services. Where 
the s i ze  of runways and volume of cargo permits, jumbo jet f re ight  
~ e r v i c e  has made t r a n s p r t a t i o n  co&s econaniczl i n  renote areas, mst 
strikingly in the ~ r a z i l i a n  zone a t  Manaus. Zones oriented towards 
shipnent of high weight and/or bulk products require road, r a i l ,  and/or 
water freight  services. ~y whatever mode, t r a n s p r t  ra tes  include the 
cost of insurance, pilferage, and loading and unloading time which are  
determined by the  infrastructure f a c i l i t i e s  and shipping and conference 
l i n e  agreenents i n  the LDC. west Africa has a shorter t r ans i t  t i r r r e  than 
the Far East for  American and European goods, but the cost of handling, 
f reight  and insurance £ran the. African destination was sanewhat higher 
than for  similar i t ens  from the Far East. 

Tax, Tariff,  and Regulatory Incentives distinguish a f r e e  zone from 
surrounding areas. Ihe pckage of tax incentives varies  considerably 
between zones, but the main features  include exemption from inmne, 
c o r p r a t e ,  and p r o p r t y  a q u i s i t i o n  taxes. These incentives place each 
zone a t  a m p t i t i v e  level  with other zones, yet  they do not establish 
a m p a r a t i v e  advantage for  the LDC. The purpoe of these incentives is 
t o  a t t r a c t  incremental capi tal  £ran abroad. The actual impact,of tax 
incentives on a t t rac t ing  private investment a p p a r s  t o  be minirral~. F rm 
the point of view of the foreign investor, tax incentives are  only one 
means of reducing start-up costs and reducing taxable profit .  Other 
ccmmon practices include offset t ing losses i n  early years against future 
profi ts ,  or by reinvesting p ro f i t s  i n  expanding prociuction. Further, i f  
the firm is foreign owned (majority shares),  income tax concessions w i l l  
be ineffective if "tax credi t sn  against host country tax payments a re  
given i n  the investor's hane country and i f  &ere is no "tax-sgaringl' 
provision. In t h i s  case tax concessions t o  foreign investors costs the 
host country revenue and gives the investor 's  hme country a gain. 

Ihe ab i l i ty  t o  import materials and cormpnents duty-free i s  the rmst 
common feature of f r ee  zones. !this concession strongly influences the 
demand for  all EPZS, but does not provide any s rpc i f ic  advatage for  a 
p r t i c u l a r  LDC. ~ u t y  concessions eliminate the higher input costs those 
duties m s e .  Otherwise, the exporter would have t o  buy inputs a t  
prices above world market levels. 

Regulatory incentives a r e  also offered i n  sane EPZs. Sane developing 
countries have enacted "no-union" guarantees. Other regulatory 
incentives frequently include measw~s t o  f a c i l i t a t e  f r e e  mement  of 
capital .  Exchange ra tes  have spcial significance t o  potentidl EPZ 
investors. Very l i t t l e  local currency is earned or obtained through 
dgnestic sa les  f ran EPZs. Eowwer , age, lease/mortgage payments and 
services are  plid i n  the local denanination. An overvalued exchange 
ra t e  can substantially increase the cost of local inputs per uni t  a s  



w e l l  as discourage the i r  use. An undervalued exchange rate has the 
reverse ef fec t  on EPZ act ivi ty.  Corporations i n  f r e e  zones may also be 
exempt £ran controls on prof i t  remittances. 'Ihe a b i l i t y  t o  freely 
repatr iate  capi tal  also enables zone users t o  reap gains through 
trans£ er pricing. 

A major obstacle t o  business location decisions in,developing countries 
can be the delays involved i n  gaining approvals for  relat ively minor 
operations. Several of the leading elqprt  processing zones advertise a 
"one-stop" center for ~ermit processing t o  avoid sucb complications. 

XLthough f ree  zones often pravi.de regulatory r e l i e f ,  m e  zones impose 
on investers special performance requirements a i m d  a t  increasing 
emplayment 01~prti1nities, technology transfer,  and the level  of 
investment. Generally these regulatory res t r ic t ions  decreasee the 
likelihood of investment. Developing countries subject U.S. a f f i l i a t e s  
t o  performance requirements f a r  more often than did the develo~ed 
countries. 

In general, LDCs sponsoring f r e e  zones compete t o  offer  thc most 
a t t r ac t ive  gackage of incentives and privileges. When Korea established 
export processing zones during the early 1970s a t  Masan and I r i ,  it 
"outbid" Taiwanese zones by offering a seven rather than five-year tax 
holiday. The miwanese zones, in  respnse,  increased the i r  tax-free 
period t o  the same level.  In more recent years, the People's ~ e p u b l i c  
of mina arid India have reduced regulatory obstacles--prticularly in 
the area of labor law--to make the i r  f r ee  zones more ocmnpetitive t o  
investors. ?he relaxed regulatory regimes a re  reported t o  have resulted 
i n  increased in teres t  by investors; the a i n e s e  zone a t  Shenzhen has 
reportedly at t racted more than $1.4 b i l l ion  i n  i n v e s b n t  oammitments i n  
the ps t  four years. (1) 

While much attention has been placed upon tax  incentives a s  a means of 
at t rac t ing  investors, a substantial body of l i t e ra tu re  suggests tha t  
t h i s  emmasis may be misp;laced. The Dakar Free Zone in  SenegaJ. is an 
i l lu s t r a t ion  of t h i s  weak relationship between incentives and foreign 
investment. In 1974, the i n i t i a l  legis lat ion for  the zone was gassed, 
and the authorit ies offered limited tax holidays. In 1980, the 
incentives were improved, ht the number of zone occupants has not 

i, increased. Another case in point is the Philippines where no i n m e  tax 
incentives a re  offered, but the EPZS have been able to a t t r a c t  and 
maintain private investment. In most zones, it :.,,:?ears t o  be more 
i-rtant t o  minimize problems with red tape and r, quli; t ions  than t o  
offer long-term tax holidays. (2) \ I \: " 

'l. - 
In f r e e  banking zones, however, investors tend t o  be more sensitive t o  
tax  incentives than a r e  users of other types of zones. . "Papr" 
centers--those acting exclusively a s  locations of record for  the putpose 
of tax avoidance--are extremely sensitive t o  minor ckanges In tax  
policy. ~s long a s  a bank has little Nysica l  presence i n  a center, it 
is f a i r l y  easy t o  relocate operations i f  a center tries t o  impose 
s l ight lv  higher charges than others. In  functional centers, the ef fec t  
of incentives is less. Functional mnters,  which carry out savings and 
lending, generate profi t6  i n  the i r  own r ight  rather than solely for the 
avoidance o£ taxes. i I 



PCPGility of the Inveetment Clinnte appears t o  be the ptramount concern 
of investors i n  virtually all-types of free zones. The act  of 
establishing a free zone can be significant a s  a demonstration by a host 
government of its cmmitment t o  creating a more welming enviroment 
for the private sector. Jn order to  remove the perception of poli t ical  
instability, m y  free trade zones have included "investment gmranteeI1 
clauses i n  the zone legislation. The effectiveness of these investment 
guarantees is min i&  in tinrts of severe urxest; witness Nicaragua and 
El Salvador where oprat ions  i n  the f ree  trade zone havs becn disrupted 
by poli t ical  disorder. 

Rrysical Infrastructure/Basic Service Delivery can play a decisive role 
i n  attracting private investment t o  a zone. In export processing zones, 
the infrastructure and services tend t o  be very similar t o  those found 
i n  industrial estates. Services such a s  electr ici ty,  gas, water, waste 
disposal and telecanrrmnications are also generally available. J a t  
infrastructure capable of handling containers is essential t o  the 
success of t rans i t  zones. Because high vdlue, law b u l k  products 
represent the mjor  output manufactured i n  EPZs, location near airports 
capabJ.e of handling international j e t  cargo carriers  provides 
advantages. Weloped rail and road systens are also important t o  
successful t ransi t  zones and export processing zones for import of raw 
m t e r i a l s  (especially agricultural commodities used i n  food processing 
and wood used in  furnitur? manufacture). 

Modern communications systems are increasingly demanded by zone users. 
Industries engaged in  electronics assenhly and engineering equipnent, i n  
particular, tend t o  be linked closely t o  mrent  mpanies.  Free banking 
zones are even more dependent upon a communications system of 
international standards. 

The quality and re l iabi l i ty  of electr ici ty is especially c r i t i ca l  in  
export processing zones. A 1981 survey of Caribbean f ree  zone 
cccupants conducted by k e e  Zone Authority, Ltd. found that a stable 
flow of electr ici ty outweighed all other concerns among exlprt 
processing zone industries i n  Jamaica, Puerto Rico, and the DQnincan 
Republic. 

I _' 

Direct Subsidies and Assistanoe Programs are  found i n  many free zones. 
Export prcessing zones such as Shannon, Ireland and Masan, South Korea 
have used these policies t o  a t t rac t  foreign investors. In the case of 
Shannon, direct cash subsidies appared t o  have been important i n  
aktracting pioneer foreign investors. In other cases, zones meet the 
p r t  or all elf the training costs of enployees during the start-up 
pr iod .  Such benefits, however, often entai l  a substantial budgetary - 

outlay i n  nations that  em ill afford to make the expenditures. 

Another subsidy comnron i n  ms has been the reduction of land and/or 
building costs t o  below market levels. Public monies have been spent t o  
prepare s i t e s  and erect buildings. These properties are  often leased or 
sold t o  zone industries a t  reducel levels. , ( 



21 Access t o  Markets 

A major factor influencing the p r f  ormance of f r ee  zones i n  recent years has 
been the proliferation of non-tariff trade barriers. ?he expansion in 
exports of certain manufactured goods from developing countries has l ed  t o  
the grawth of "voluntary quotasl1 imposed by a developd co~mtry. The 
garment industry, the predaninant industry i n  .wzs, is strongly d f e c t e d  by 
these quotas. 

Since inception of these quotas, a number of developing countries have begun 
producing and exporting various garments. Available evidence indicates tha t  
a s  quotas in particular countries a re  f i l l e d ,  prime contractors in such 
places a s  Hong Kong w i l l  subcontract-out the m u f a c t u r e  of garments t o  o ~ e r  
ckveloping countries with unused quotas. Ihe implication of these findings 
for  developing countries i s  tha t  a t t rac t ing  d i rec t  p i v a t e  investment does 
not necessarily ref lect  the l l traditionaln factors  associated with industrial  
developnent decisions. Furthermore, these mt iva t ions  a lso  explain the 
"suitcase" nature of the industry. (3) 

Regional m . r k t  agreements such a s  we Lane Convention and the Latin American 
Free Trade Association give preferential  treatment t o  developing country 
exports. U.S. Tariff Schedule Items 806.30 and 807 is a similar arrangement 
which provides tha t  duties levied on the reimported products apply only t o  
the value-added i n  off-shore operations. Trade agreements such a s  these 
generally provide sane inducement t o  ~ m u f a c t u r e r s  t o  locate  abroad, 
p r t i c u l a r l y  where i p r t  quotas a re  imposed on the m u f a c t u r i n g  enterprise 
i n  the hcxne country. 

3. Zone Manaaeme- - - 
In creating an a t t rac t ive  enviroment for  investors, the presence of a 
business-oriented zone management appears t o  be of the most importance factors  
i n  establishing a successful zone. The United Nations Industrial  Developnent 
Organization, i n  a 1976 publication on exprt processing zones, strongly 
urged developing countries t o  establish a private or semi-~rivate 
administrative body t o  oversee zom operations. 'Ihe absence incentives i n  
the public sector for off icials  t o  respond quickly and ef f ic ient ly  t o  tenant 
needs places pub l i c ly -mged  zones a t  a conpti t j .ve disadvantage i n  the eyes 
of investors. Successful privately developed and/or rimaged f r e e  zones exist 
i n  the Dminican Republic, Mexico, and Malaysia. In recent years, the 
People's Republic of China has also invited private Hong Kong-based m@es 
t o  develop basic zone infrastructure i n  Shekou, the major port f a c i l i t y  in 
the leading Chinese f r ee  zone a t  Shenzhen. (4) 

The f i n a l  major influence upon zone developnent is the qual i ty  and breadth of 
zone marketing efforts. In  the broadest sense, the marketing/promotion 
e f fo r t  can be broken down in to  provision of information t o  suitable c l i en t s  
i n  a way tha t  w i l l  stimulate their  interests ,  and the e f fo r t  t o  coxwince 
interested c l i en t s  t o  invest in the zone. ?he p r i n c i m  source of assistance 
t o  zones in the i r  marketing e f fo r t s  has been the International Investment 
Pranotion Service of UNIDO, which has taken an active role i n  promoting f r e e  
zones and offering technical assistance t o  zone representatives. Offices i n  
Srussels, Colon, New York, Paris, 'Ilokyo, Vie- m3 Zurich f a c i l i t a t e  
contacts and provide training t o  government of f ic ia ls ,  par t ia l ly  at the 
e-nse of the host government. In other cases, zones have undertaken 
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pranotio~ml efforts  through ammercial consulates; such effor ts  appa r  
hindered by conflicting claims u p n  the time of embassy staffs.  A number of 
leading f ree  zones maintain representatives i n  EuroFe 2nd North America, 
operating on a fee or salaried basis. A valuable service of such 
representatives consists of establishing direct contact with pro,vctive 
investors, providing informtion tailored t o  the needs of s p c i f i c  ccmpanies, 
and assisting i n  arrangements for co rp ra t e  representatives desiring t o  make 
on-site examinations of the zones. 



Based u p n  the information contained i n  t h i s  r e p r t ,  f r ee  zcnes a p p a r  
c a p b l e  of making a substantial  ccntribution t o  the mergence of modern, 
export-oriented industr ial  sectors i n  a number of copntries. Singapre,  
Korea, Taiwan, Ireland, Malaysia, IWcico, S r i  L a r k  and Hong Kong a re  among 
the msl: x1otkl.e exmples of successful f r e e  zone imp1 ementation. 

Beyond the direct .econcmic benefits, f r ee  zones i n  several countlies have 
served a s  useful proving grounds for  econanic reforms. One of the f unqtions 
of the Shenzhen f r e e  zone i n  t l e  People's Repliblic of China is t o  "experiment 
with new ways and blaze new trails, " according to Gu Mu, a high-ranking S ta te  
Councillor in: Beijing. (1) Carl Goderez, the World Bank's recently re t i red  
f r e e  zone specialist ,  c redi t s  the e q r t  processing zones of South Korea and 
Taiwan with helping t o  persuade their  respective governments of the feasibi- 
l i t y  of export-oriented industrialization. Similarly, the success of the 
Shannon, Ireland free zone proved ins t rmenta l  in  Ireland's 1969 decision t o  
slash income taxes on e x p r t - o r i e n t d  manufacturers through the country. ,2) 

Y e t  important qualifications and limitations regarding f r e e  zone performance 
are dlso evident. Many zones have miif es t ly  f a i l ed  t o  stimulate econanic 
act ivi ty.  Although a number of caminon fac tors  were found i n  relat ively 
unsuccessful zones, three fac tors  appeared t o  be e s p c i a l l y  destructive. The 
f i r s t ,  and apparently mos t  impr tant ,  was the absence of a s table  investment 
climate resulting from violent pol i t ica l  or military ugheavals. A second 
major factor *ding zone prformance was inadequate or unreliable general 
infrastructure and service delivery. A t h i rd  factor was a lack of user- 
sensi t ive zone management behavior, as evident i n  p l i t i c i z a t i o n  of zone 
aitninistrative and marketing procedures. 

The performance of wen relat ively successful f r e e  zones, inoreover, has also ' been lacking i n  certain respects. ~ o s t  f r ee  zones operate, at l e a s t  i n  the i r  
i n i t i a l  years, a s  "enclaves" with few linkages t o  the surrounding econany. 

t: W i t h  the exception of Hong Kong, Singapore, Korea and Taiwan, zone-based (, , 
1' industries appear t o  rely mainly upon imported capi tal  goods and raw 

materials. In  m y  cases, t h i s  appears to  be a result of host nation 
pol icies  tha t  shelter producers of intermediate goods, inf la t ing  costs fo r  

- 

! 
zone industries beyond levels  sustainable i n  a competitive world econany. 

- - 
- - Zones dlso spat t o  be most successful during a relat ively limited period i n  

a country's econanic ckve1opnm.t--at the beginning of the nation's move from 
i m p r t  substitution t o  export-oriented policies. Free zones i n  Ireland, 
Korea, and Taiwan have helped t o  bring a h u t  t h i s  transition. As a resul t  of 
doing so, however, they have become less effect ive a s  magnets for  foreign 
investment i n  their  respective econanies. Liberalization of national econo- 
mic p l i c i e s  has since enabled foreign capi tal  t o  develop export-oriented 
industries outside the f r e e  zones, implying a time-limited m p a r a t i v e  advan- 

\-, 

tage for  zone f i n s .  
\ L- 

n a y  changing g l o w  econauic conditions may soon m.ke t radi t ional  zone 
developnent s t rategies  sanewhat obsolete for many countries. Approaching 
revolutions i n  the technologies of industrial  production may especially 



foreclose new opportunities for e x p r t  processing zones. I n  their  Z i r s t  years 
of operation, such zones have relied heavily u p n  industries with routine, 
labor-intensive assembly and manufacturing processes, Electronics assembly, 
Emall household appliance assembly, sc ient i f ic  instrument , furniture, metal 
working, toys, textil?s,  and garmerk manufacture are, typically, the initial 
tyFes of nontra6itional exported frm the free zones of developing nations. 
In coming years, however, robotics is l ikely t o  have a significant effect  
u p n  the traditional "entry level" industries now found in exprt-oriented 
free zones. Because they rely upon simple, r e p t i t i v e  production l i ne  tasks ,  
these industries w i l l  be pr im candidates t o  substitute workers with 
canputer-aided assembly and manufacturing equipilent . 
EZnerciinq Free Zone m ~ ; t u n i b e s  . . 

Free zones nonetheless apFear t o  have a pranising future 1 develophg 
countries, a lbei t  in somewhat altered £om. A review of zorz develommt 
contributions and limitations suggests several new options for countries 
sponsoring or planning t o  sponsor f ree  zones. me recc~mnendations presnted 
below can be of particular value t o  mtions that  have already incurred sub- 
b l t i a l  costs i n  developing zones, particularly e x p r t  processing zones, 
with few results  t o  date. ?hey are not intended as fixed or  f ina l  sugges- 
tions, but a s  p s s i b l e  guides for future action. 

Recommendations for developing nations include: 

1. Establish more private-sector oriented zone ma~gement bodies 

A common shortcoming of m y  potentially successful free zones has been 
their bureaucratic approach to  zone aihinistration and prcmotion. Red 
tape and administrative indifference towards businesses can jeopardize 
otherwise at tract ive zones. Poor delivery of electrical,  sewer, water 
and f i r e  protection services also decreases the econanic p ros~ec t s  of 
zones in many instances. To resolve these problans, countries such as 
the Daninican republic have encouraged privately-built and managed free 
zones. The presence of a businesslike zone management organization, 
with internal incentives t o  respnd t o  tenant needs, can alleviate major 
problems with ah in i s t ra t ion  and marketing. Alternatively, public sec- 
tor zone m g e m e n t  bodies can be made more sensitive t o  business reeds 
by linking their  budgets t o  lease revenues generated by the zone. 

2. Build linkages t o  preserve s tab i l i ty  in the investment climate 

Perhaps the most fundamental obstacle t o  f ree  zone success i n  developing 
countries is the perception of an unstable investment climte. Policy 
sh i f t s  toward foreign investment make many potential investors wary 
about corrrmitting resources. To reduce po!.iticdl risk for zone users, 
two approaches ' deserve Consideration. First,  the zone developer can 
establish an agreement to  share a portion of the zone's lea,% revenues 
i n  future years with influential host country institutions. In same 
countries, optimal recipients might be national church-related Chari- 
t ies;  i n  others, they might be union-affiliated s k i l l s  training pro- 
grams. A second approach entai ls  the creation of additional incentives 
for foreign awned companies t o  subconract with indigenous providers of 
goods and services. Under either approach, influential neborks woilld 
be likely t o  object t o  any moves by government t o  adversely change the 



zone's ksic investment c l h t e .  

3. Ranove barriers that  reduce purchases of indigenous goods 

Import substitution plicies have discouraged the creatior, of linkages 
between zons-based e q o r t  industries and indigenous xoviders of inter- 
mediate goods, Protectionist policies drive up the price and lower the 
quality oi' intermediate goods, placing the manufacturer who re l ies  upon 
them a t  a canpetitive disadvantage i n  world markets. I n  the long term, 
t a r i f f  redueions for the host econany appear t o  be the optirrral course 
of action, Free zones can help t o  make providers of intermediate goods 
i n  the host nation more efficient,  by applying a ~ r t i o n  of the zone's 
earnings t o  fund venture capital and/or supprt servicxs t o  indigenous 
entrepreneurs, who now lack the capital and/or know-how t o  became camp- 
t i t i v e  werseas. 

4. Establish enterprise zcnes t o  ass is t  the informal sector 

For countries p r imr i ly  interested i n  stimulating indigenous entrepre- 
neurs, creation of enterprise zones is recommended. Unlike other f ree  
zones, enterprise zones con&trate u p n  reducing regulatory and tax 
barriers that  keep "micro enterprisesw from expanding, Entrepreneurs i n  
the informal sector are  e s~ec i a l l y  likely t o  benefit from simplification 
or remwal of requirements governing business registration, capital 
formation, and e m p l a - t .  A p r i n c i p l  factor i n  the success of Hong 
Xong and Singapre has been their abi l i ty  t o  establish a favorable 
c l i m t e  for entrepreneurs, regart less of their size or pa~erwork s k i l l s .  

5. Direct a share of zone earnings tmihfd programs that  w i l l  a t t rac t  
industries of the future 

In l ight  of approaching transitions toward autanated industrial pr~duc- 
tion processes, both existing and p r e n t i a l  zones must examine alter- 
mt ives  t o  current f ree  zone industries i f  they wish to  prospr  i n  the 
medim to  long term, A premium w i i l  be placed i n  the coming era of 
industrial developnent upon s k i l l e d  rather than unskilled labor; 
countries best able t o  provide adequte hmm resources w i l l  reap the 
benefits. Free zones can ass is t  i n  the transition toward more techno- 
logically advanced production; the Taiwanese, for example, have esta- 
blished training f ac i l i t i e s  i n  conjunction with a new I1science parkt1 
offering incentives t o  investors. Another possible alternative, 
suggested by Free Zone Authority, Ltd., is for f ree  zones t o  dedicate a 
lprtion of their lease rwenues t o  operations of zone-based Third World 
research, developnent, and training centers, Ihe programs of ,these 
centers would concentrate upon equipping indigenous individuals with I 

managerial and/or technical skills i n  f ie lds  such a s  communications, 
software developnent, data base-building, banking, or other growth 
industries . (3) To adequately fund such national developnent programs, 
f ree  zone lease policies should mwe away from offering a r t i f i c ia l ly  law 
rates, in favor of Hong Kong-style auctions t o  high bidders. With 
increased rwenues for  training and a growing number of skilled workers, 
zone observers such as Asoka Moragado have predicted the emergence of 
@'aMnistrat ive free zones," serving regiondl corporate offices engaged 
i n  marketing, sales, plrchasing, and research and developnenk. (4) 
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%e proposed measures could help t o  strengthen the cambi l i t ies  of free zones 
to  accelerate shi f ts  by nations tcwatd export-led developnent. These 
p l i c i e s  can be productively applied i n  both existing and planned f ree  zones. 

Equally imprtant,  such strategies can serve i m p % m t  near and long term 
goals. In the near term, they can strengthen the role of zones a s  "proving 
groundsi1 for mrket-oriented p l i c i e s .  Once new p l i c i e s  have demonstrated 
their effectiveness in  a f ree  zone, countries may ul t imtely  prove more 
willing t o  extend similar policies t o  broader areas a s  well. 
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?his case study w i l l  i l l u s t r a t e  the public/private sector mix i n  f r ee  trade 
zones. The Romana I n d u s t r i a l  Free Zone, e s t ab l i shed  i n  1969, is owned and 
managed by G u l f  & Western Indus t r ies .  I n  c o n t r a s t  t o  t h e  t h r e e  f r e e  zones 
owned and operated by the government of the Dominican Republic, the La Romana 
zone is f u l l y  occupied and has  generated approximately 7,300 jobs i n  1982. 
This case study w i l l  analyze the  ro le  of the private sector and the factors  
contributing t o  the success of the zone. The information was supplled t o  the 
authors by the OFjerador Zona Franca De La Romana, SJL, a subsidiary of G u l f  
b Western. 

Since t h e  e l e c t i o n  of t h e  present  Const i tu t ional  Government i n  1966, t h e  
Dominican Republic has made impressive progress i n  te rms of i n s t i t u t i o n a l  
s t ab i l i ty  and establishing a favorable climate for  d i rec t  foreign investment. 
This has been reflected i n  the high ra t e  of economic growth. Gross Domestic 
Product expanded a t  an annual real  r a t e  of 11 percent in1968-74, one of the 
highest i n  the world. A s  a resul t ,  per capita national income, expressed i n  
US$, more than doubled i n  t h i s  period. (1) 

The economy h a s  slowed down sharply  s ince  1974 i n  s p i t e  of maintaining 
investment l e v e l s  and t h e  r i s e  i n  sugar p r i c e s  i n  1974 and 1975. This 
deceleration re f l ec t s  some external. causes, such a s  severe drought i n  1975 
and 1976 and t h e  r i s e  i n  t h e  c o s t  of petroleum imports. Also, non- 
t radi t ional  industr ial  exports have declined i n  recent years. 

Manufacturing is the th i rd  la rges t  sector, a f t e r  agriculture and commerce, i n  
the Dominican Republic. However, t h i s  sector has been experiencing weakening 
i n t e r n a t i o n a l  competi t iveness i n  transforming domestic raw materials in to  
exports. The volume of non-tradi t i o n a l  expor ts  has been dec l in ing  s ince  
1974, and i n  1976 was 21 percent below the 1971 volume. (2) 

11. Zone Profile 

Law 299, which authorizes the establishment of f ree  trade zones, was passed 
t o  stirnulei-e industr ial  development. The law gives generous tax incentives 
t o  new bus iness  and incen t ives  f o r  investment i n  new equipment. These 
incen t ives  include t o t a l  exemption on a l l  import d u t i e s  f o r  intermediary 
goods, packing materials, machinery and equipment and an 100% exemption on 
income tax 

The Romana I n d u s t r i a l  Free Zone was j o i n t l y  p lamed by t h e  Corporation de 
Fomento I n d u s t r i a l  of the  Dominican Republic and Gulf & Western Americas 

(1) Bomlm- RemJbl 
. , -. ic: Its u Econonlic Development Problem& Latin 

rn America and the Caribbean Regional Office, fie World Bank, 
Washington, D.C. (197 8). - (2) D i d L ,  P. 58. 



Corporation In May, 1969, a 30 year contract was signed between the Domini- 
can government and G & W, empowering t h e  l a t t e r  t o  manage and opera te  t h e  
zor,e. This site ( l a O O O I O O O  square meters) was owned by G & W; approximately 
1/3 of the land is currently in use with approximately 87,000 square meters 
under roof. 

The developed area of the zone is f u l l y  occupied. Twenty companies, all of 
which are completely American owned, a re  presently active. A t o t a l  of 16  of 
the 20 companies a re  engaged i n  t e x t i l e  manufacturing. The remaining four 
a re  engaged i n  electronics assembly, tobacco and paint brush manufacturing. 
Two of the compiies  are owned by G & W. 

111. Contributions to Developnent 

A. Export Performance 

Current in£  ormation regarding t h e  expor t  performance of t h e  zone is not  
readily available.  

B. Foreign Exchange Earnings 

Under the  terms of t h e  con t rac t  between G & W and t h e  government of the  
Dominican Republic, tire zone authori t ies  a re  required t o  give US$30,000 plus 
5% of rental income per year t o  the government. Also, under Law Number 432 
of 1969, f o r e i g n  owned f i r m s  a r e  required t o  s e l l  t o  t h e  Cent ra l  Bank the 
fore ign  exchange needed t o  pay l o c a l  costs.  These c o s t s  c o n s i s t  mainly of 
payment for  raw materials used i n  the manufacturing process, labor pyments 
and services. Labor p p e n t s  for  1982 were approximately US$12,000,000 (3). 
'Ihe t o t a l  rental  income given t o  the government was approximately US$110,000 
(4). Information is not available on pyments for  services or the  percent of 
prof i t s  reinvested i n  the country. 

C. Level of Foreign Investment 

A s  previously noted, t h e  L a  Romana zone is  f u l l y  occupied; t h e  l ack  of 
additional developed space is the major reason for  the absence of additional 
manufacturing investment. I n  1976, t h e  investment per job was DR$913 i n  
machinery and equipt-tent and Cdi$2,079 including the cost of land. (5) Table 1 
provides a comparative analysis of the level  of investment of foreign firms 
operating under the industr ial  incentive Law 299. 

(3) This f igure is an estimate based on 7300 employees compensated a t  
US$160/month. 

(4) This f igure assumes f u l l  occupncy in the zone based on the  r a t e  of 
US$O.11 Ipr square foot. This estimate also accounts fo r  the 
us$30,000. 

(5) Dominican Bewblic: Main Economic Development Problems, 91xcit., 
p. 57. 



Table 1 
Investment and Rnployment Creation by 

1971 1972 
Cataaorv a;_ 
Investment (million pesos) 2.1 0.9 
Max. # of mployees (1) 1,199 7 36 
Capital/wor ker ( ,000 p s o s )  1.8 1.2 
N~m-tber of firms 9 11 

Cateaorv & 
Investment (million pesos) - 1.8 
Max # of Einployees (1) - 190 
CapiM/worker ( ,000 p s o s )  - 9.5 
N&.r of firms - 3 

Cateuorv 
Invc!stment (million p s o s )  25.2 14.7 
Max ?I of Einployees (1) 2,838. 1,506 
Capital/wor ker ( ,000 pesos) 8.9 9.2 

Fims Established Under Law 299 

Total 

28.9 
10,263 

2.8 
81 

1.8 
190 

9.5 
3 

85.5 
14 I 936 
9.0 

(1) This is the estimated number of workers tha t  firms applying fo r  Law 299 
benefits indicated they would employ. There are  no o f f i c i a l  f igures  on the 
actual employment created by these firms. 

Category A: Firms producing exclusively for  eWzt 
Category B: Firms producing non-traditional goods fo r  the domestic market 
Category C: Firms producing t radi t ional  goods f o r  the domestic market where 

there is insuff icient  supply 

Source: Ministry of Commerce and Industry, Natior;.ci Planning Off ice, and 
IMF . 

Category A includes f i rms located both inside the f r e e  zones and elsewhere i n  
the Dominican Republic. !The level of investment per worker is s l ight ly  less 
i n  the zones, and when compared with f producing for the domestic market, 
t h i s  f igure i s  well below the average. 

L 

Figures a r e  not available for  the  to ta l  number of f i rms producing goods for 
expor t  t h a t  a r e  loca ted  ou t s ide  t h e  zone. However, Table 1 does i n d i c a t e  
t h a t  fo re ign  investment would have occured i n  t h e  country without t h e  
establishment of f r e e  zones, but. production would have been geared toward the 
domestic market. In  t h i s  respect, the zone has been successful in a t t rac t ing  
incremental capi tal  from &road for  exporting non-tra.3, t ional  products. 

D. Financial Return on Investment 

The Dominican R e p u b l i c  h a s  n o t  i n c u r r e d  any d i r e c t  c o s t s  from t h e  
establishment of rhe RomaM Industrial  E'ree Zone. The land was owned by 
G & W and the company developd the infrastructize and services. According 
t o  the Operador Zona Franca De La Romana a t o t a l  ~f t~S$B,204,355.06 was spent 



fo r  development of t he  zone. G & W claims t h a t  t he  zone has never shown a 
substantial profit ,  but information is not readily available t o  confirm this  
in.€ ormation. 

Rent payments amount t o  US$O.ll per square foo t  per month. Assuming t o t a l  
occupamy, t o t a l  revenue amounts t o  US$1,584,000 per year and a t o t a l  of 
US$109,200 is forwarded t o  the government of the Dominican Republic. Payment 
for services provided i n  the zone are paid directly t o  u t i l i t y  companies and, 
G & W has no involvement i n  t h i s  aspect of oprations. 

From the pcint of view of the host government, the direct p3yments from rent 
r ece ip t s  a r e  net  'income, although the  amount is  negligible. The i nd i r ec t  
benef i ts  from ne t  foreign exchange earnings amount t o  a minimum of 
US$13,000,000. An evaluation of the  opportunity cos t s  of t he  land i s  not 
pesentriy feasible because of the lack of information concerning the i n i t i a l  
sale of the  property t o G  & W. 

E. Linkages with the DcPnestic Economy 

Processing of products from the domestic economy in  the zone are  minimal. A 
t o t a l  of 90% of a l l  goods used i n  the  manufac tur i~g  process a r e  imported. 
Local purchases account for boxes, wrawing paper, and tobacco f i l l i n g  for 
one manufacturer located ir! the zone. 

- 
?his minimal developnent of linkages with the domestic economy is partly due 
t o  lack of supply of domestic raw materials. ?he production of agricultural - 

raw materials suitable for processing and e x p r t  s u c h  as  f rui ts ,  vegetables, - 

and text i le  f ibers is at  present small, of e r r a t i c  quality and unpredictable 
delivery. (6) This is a result of uncertainty regarding possible land expro- 
p r i  s t ions  by the  government and bottlenecks i n  adminis t ra t ive  procedures. 

- 

For example, many products of agr icu l tu ra l  o r ig in  require a p r io r  export 
permit. However, the regulatory agencies can withdraw export p r m i t s  on two 
weeks notice, causing severe fluctuations i n  supply. - 

Transfer of technical know-how of the ~roduction process t o  the indigenous 
population has been disappointing. The enterprises operating i n  the zone are - 
100% foreign owned, and no international license agreements or the transfer 
of patents  has occured. Approximately 85% of the workers a r e  engaged i n  
assembly-type operations. 

With the exception of general managers and plant managers, all of the workers 
i n  the administrative offices and in  the factories are  Dominicans. In this 
respect,  a t rans fe r  of administrat ive and f i nanc i a l  exper t ise  has been 
realized. 

- F. Impact on Laborers 
4 - 

\.-.:The zone has  been exper ienc ing  a s u b s t a n t i a l  r i s e  i n  employment 
opportunities. I n  1970, the f i r s t  year of operations, a to ta l  of 200 workers 

,= were employed ampared with 7,300 in 1982. 'Ihe workforce is 80% female and - 
the average length of employment is 4 years. ?he average age of the workers - is  23-27 years fo r  male employeesr and 19-24 for  women. These s t a t i s t i c s  

(6; Dominican Rewblicr J& Economic Develoment Problems, oac i t ,  

.- 
CS1-4 
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coincide with the general pattern of employment i n  EPZs worldwide, indicating 
substantial concern for working conditions and employment possibi l i t ies  after  
leaving the zone. 

Zone authorities claim that  the average monthly wage paid t o  assembly-line 
workers is DR$160 per month i n  1982 dollars. In 1976, the average wage paid 
t o  employees i n  the textile industry outside the zone was DR$155 per month. 
(7) Figures for wages paid i n  the text i le  industry outside the zone i n  1982 
are  not readily available, but, making an allowance for in£lation, it appears 
that workers i n  the zone are  paid l e s s  than those employed i n  industry i n  the 
domestic economy. Trainees can also be emphyed i n  the zone a t  one-half the 
minimum rate for an i n i t i a l  period not t o  exceed three months. 

None of the  workers employed j.n the  zone a r e  unionized. The Dominican 
Republic o f f e r s  specia l  protect ion from labor a c t i v i t y  i n  f oreign-owne A 
firms. Reliable information concerning attempted labor organization or 
str ike act ivi ty is not readily available. 

Ancil.lary services have k e n  made available t o  the workers. G & W has bui l t  
a medical dispensary where a l l  enployees are  el igible for emergency treatment 
and for regular medical examinations. Since 1977, a screening program for 
tuberculosis, p r a s i t e s  and venereal disease has been made available t o  all 
persons working i n  the zone. (8) 

IV. Pactors Influencing Performance 

In terms of generating employment and providing net foreign exchange earnings 
a t  no d i r e c t  cos t  t o  the gove rn~en t  of the  Dominican Republic, the Romana 
Indus t r ia l  Free Zone has had a strong posi t ive  e f f e c t  on t he  economy. 
Private sector involvement by Gulf & Western has alleviated a l l  the m s t s  of 
developnent of the free zone and has provided a precedent for other American - 
companies t o  invest i n  the a r e a  

1 i 
i; 

The other three  zones i n  the  Dominican Republic t h a t  a r e  operated by t he  
government have managed t o  a t t r a c t  a t o t a l  of 24 en te rpr i ses  and a r e  not  
operating a t  close t o  f u l l  occupancy. The reason for  success i n  the  L a  
Romana zone v i s  a v i s  the  other operat ional  f r e e  zones is primari ly due t o  
two factors: s tabil i ty,  reputation and access t o  other investors through the 
involvement of G & W and geograNic location 

A t  the same time the Romana Industrial Free Zone was under donstruction, 
G & W began t o  modernize and expand investments i n  t o u r i s t  a c t i v i t i e s  i n  
Central Romana. The f a c i l i t i e s  a r e  f i r s t  cl 'ass ho t e l s  of fe r inu  a host  of 
different recreational fac i l i t ies .  The area of L a  Romana is one o i  the major 
t o u r i s t  r e so r t s  i n  t he  Dominican Republic and specia l  f a c i l i t i e s  such a s  
sports clubs and free educational fac'zlities for general managers and their  
families have been established.. 

(7) Dominican Bewblic: Its Main Economic Pevelomenf Boblem~. = c i L  p 
427. 

(8) G u l f & - i n k P o R Q m  . a 

J& Reprt No. 3, (May, 1978) 
(mimeo) , p. 8. - 
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The presence of C, & W a l s o  enhances the  percept ion of a p o l i t i c a l l y  s t a b l e  
environment f o r  American inves to r s  engaging i n  off-shore production f o r  
r e s a l e  t o  t h e  United S t a t e s  market. The importance of G 4 W'S presence has 
been c r u c i a l ,  and zone o f f i c i a l s  c laim t h a t  few promotional e f f o r t s  were 
undertaken. A t  the present  t i m e ,  t h e r e  a r e  more a p p l i c a n t s  than  can be 
accomodated i n  the  zone. 

?his p i n t  is further  i l l u s t r a t ed  by the f a c t  tha t  the level  of investment i n  
t h e  Romana I n d u s t r i a l  Free Zone has  not  been a f f e c t e d  by t h e  problems 
experienced by o ther  f i r m s  involved ' i n  expor t-or i en ted  manufacturing. 
I n f l a t i o n  and the  country's overvalued currency a r e  the  primary f a c t o r s  
inhibiting investment. Officially,  the Dominican peso is on par value with 
the American dollar, but is overvalued due t o  the rapid rise i n  inf la t ion  i n  
t h e  country. Between 1970 and 1976, t h e  Consumer P r i ce  Index published by 
the Central Bank shows t h a t  the price of durable and non-durable goods rose 
by 176.9% and 96% respect ive ly .  In  con t ras t ,  United S t a t e s  p r i c e s  rose  by 
only 65.8% (9). Thus, Dominican inf lat ion rose re la t ive  t o  the  United Sta tes  
and there was no compensatory adjustment i n  the o f f i c i a l  exchange r a t e  be- 
tween t h e  two countr ies .  The economic p r o f i t a b l i t y  of i n v e s t i n g  i n  t h e  
country has s u b s t a n t i a l l y  decl ined a s  a r e s u l t  of t h e  overvalued exchange 
rate. 

?here a r e  oh.. : obstacles t o  growth of non-traditional exports, such a s  the 
admin i s t r a t ive  bot t lenecks  previously mentioned. I n  order  t o  develop 
l inkages  with t h e  domestic market, a secure  and e f f i c i e n t  supply of raw 
materials should be developed, 

This case study shows t h a t  private sector involvement i n  ownership of EPZs 
has proved profitable fo r  the host government. ?he only foregone revenue is 
rent/lease payments and the opportunity costs  in land developnent. Based on 
the occupancy ra tes  of the other zones, it appears tha t  the government would 
a lso  be o p r a t i n g  t h i s  zone a t  a loss. 

G & W'S involvement i n  t h e  zone must a l s o  be seen i n  t h e  context  of t h e  
company's other operations i n  the country. Ihe cornpiny owns 264,000 acres of 
land, mostly devoted t o  sugar production. I n  1977, t h e  company produced 
401,512 tons  of raw and r e f i n e d  sugar, roughly 1/3 of t h e  na t ion ' s  t o t a l  
output. (10) I n  add i t ion ,  t h e  company has inves ted  a ~ p r o x i m a t e l y  US$35 
million i n  the tour i s t  sector. (11) %us the  US$8 million investment i n  the 
f r e e  trade zone was a minor investment i n  terms of overall  operat ions 

Private sector ownership of EPZ es ta tes  world-wide is l i m i t e d  me border 
zones of Mexico, Freepr t in  the Bahamas and a number of projects i n  Malaysia 
a re  the only other areas i n  which private companies have taken an act ive ro le  

(10) Gulf & Western ia khc p o m l n l a  
. . &public, Report No. 3, May 1978. 

(rnimeo), p. 8. 
(11) Jbid- p. 48. 

- 



i n  development and management. (12) The f inanc ia l  re tu rn  on investment 
rather than the economic return is clearly the most important determinant for 
private sector ownership ?he limited involvement i n  the past indicates the 
lack of prof i t  incentives. B l i c y  considerations and pr omotional ef for ts  by 
the host government for private sector involvement on this level of partici- 
pation should also be carefully analyzed t o  assess futtlre p t en t i a l .  

(12) Note that  many United States foreign trade zones a re  owned and opra ted  
by private corporations. 



The Colon Free Zone i s  one of t he  major transhipment points  i n  t he  western 
hemisphere. The Zone Author i t ies  have recent ly  extended the  warehousing 
ac t iv i t i es  t o  include l igh t  manufacturing and additional land for an E x p r t  
Processing Zone. The Republic of Panama is also one of the major off-shore 
banking f ac i l i t i e s  and has emerged a s  a regional financial center. 

I, Introduction 

The economy of Pimama re l i es  heavily on a diversified range of commercial, 
financial and adminiscrative activities. These are strongly concentrated i n  
Panama City, which is the  only urban center  of nat ional  significance. 
Panama City is  also a major center for commercial and financial ac t iv i t ies  i n  
Latin America because of locationdl advantages in domestic and international 
t rade  conferred by t he  canal and l i b e r a l  banking regulations. These 
advantages brought economic growth as  world trade expanded i n  the 1950s and 
1950s, financed t o  a aonsiderable extent by international borrowing &anelled 
through commercial banks. Rapid economic growth, which averaged 8% in 1959- 
71 slowed i n  the ea r ly  1970s and the  economy has been i n  recession since 
197 5. 

11. Zone Profile 

The Colon Free Zone was es tabl ished i n  1948 a s  a center  f o r  in ternat ional  
commerce, storage and reshipping f o r  a l l  kinds of goods handled i n  
in te rna t iona l  t rade  operations. Geographic loca t ion  and the  des i r e  t o  
monopolize on the  Canal's s t r a t e g i c  locat ion was t he  major impetus fo r  
establishing the zone. 

Beginning i n  the  l a t e  1950s, t he  c i t y  of Colon began a period of economic 
decline. There has been a slow migration of bcsiness and professional people 
t o  Panama City, and Colon has been experiencing severe unemployment and urban 
blight. In 1980, a major revitalization project was undertaken for the City 
of Colon, t he  f r e e  zone and surrounding areas. A s  a r e s u l t  of spec i f i c  
provisions of the Canal Treaty, a substantial portion of land has reverted t o  
Colon f o r  development. This property includes t h e  Por t s  of Balboa and 
Cristobal  and the  France F ie ld  Airport which a r e  a l l  su i t ab l e  fo r  l i g h t  I 

manufactured goods. The f r e e  zone land is  being extended t o  increase 
capacity for  commercial act ivi ty and l ight  manufacturing. - - 

C 

The free zone generates most of its revenue through real  estate rentals. ?he 
zone was f i r s t  occupied i n  1952 with 1 0  companies on s i x  hectares  of land, - 

70% of which was covered by warehouse buildings and display offices.  The 
f ac i l i t i e s  a re  ful ly contracted t o  350 individual compnies with almost 250 , ... 
others using the service of agents 

I i 

The main exporters t o  the  zone a r e  Japan, t he  United S ta tes ,  Taiwan and 
Britain. The main buyers are Brazil, Venezuela, Ecuador, Peru, Colombia and 
Mexico. The zone serves as a major transhipnenc p i n t  for various electronic 
products on route t o  other f ree  port areas i l k  Latin America. I;! 



111. Contributions to Dwelopnmt 

A. Expor t Perf o m c e  

A s  ind ica ted  i n  Tabla 1, 92% of a l l  goods en te r ing  t h e  Colon Free Zone i n  
1978 were re-exported. The toW.  commercial ac t iv i ty  (importation and re- 
expor ta t ion)  was US$227 m i l l i o n  f o r  the same year. Gross income from 
commercial ac t iv i ty  amounted t o  US$l,Ul ,000. 

Table 1 
IMPORT/EXEORT A ~ N I T Y  IN 'ME COLON FREE z m  

ITEM 197 3 1974 1975 1976 1977 1978 

Conuner cia1 Activity 6 86 940.1 946.2 1209.5 1693.3 2279.5 
(In thousands of B/) 

Irnpr t a t ion  309 462.2 415.3 560.3 786.8 1082.7 
Re-Expor ta t ion  376 477.9 530.9 649.2 905.5 1196.8 

- - - - - - - - - - - - - - - - - . - - - - - - - - - - - - - - - - - - - - - -  

Source: Bureau of S t a t i s t i c s  and Census-Office of the Comptroller General of 
RepubLic 

US$1 = 1 Balboa 

B. Level of Foreign Investment 

P r a c t i c a l l y  a l l  of the  312 a c t i v e  f i r m s  i n  1979 were engaged i n  e i t h e r  
d i s t r i b u t i o n  o r  s to rage  and handling of goods. (1) Aside from r e n t a l  
payments for  land, the only private expenditures for  zone f a c i l i t i e s  a re  for  
custom-built warehouses. Publ ic  warehouses a r e  a l s o  a v a i l a b l e  which a r e  
owned and operated by Free Zone Authorities. 

The urban r e v i t a l i z a t i o n  p r o j e c t  undertaken i n  1980 inc ludes  bui ld ing  
preconstructed factory units. To date, the  zone has continued* t o  experience 
grcwth i n  commercial activity,  but has f a i l ed  t o  a t t r a c t  a s ignif icant  amount 
of investment in manufacturing activity.  

I n  con t ras t ,  t h e  off-shore banking s e c t o r  has been very successfu l  i n  
a t t rac t ing  investment. A study by t h e  Security Pacific Interamerican Bank 
indicates that  ju s t  before the new banking law i n  1970, the national system 
registered a t.otal generation of external funds amounting t o  US$435 mi l l ion  
By 1976, the l e v e l  of off-shore funding amounted t o  $8,538 mil l ion.  I t  is 
estimated t h a t  75% of t h i s  funding comes from the Eurodollar market, mostly 
through London and Nassau. (2) 

\ 

In te rna t iona l  License Banks a r e  requi red  t o  hold US$250,000 i n  Panama as  a 
permanent guarantee. General License Banks which a r e  foreign amtrol led  are 

(1) World Bank, panama: D l o n  y r m  Rve loment  p r o i e c t  Staff  Wraisa.1 
ReFrt, (May, 1980), p. 40. 

(2) Burmney, "Panama, the Singapre  of the West?" (June , 1977) 



required t o  hold Us$1 million of paid-in or assigned capital. In each case, 
the capital  must consist  of assets  f r e e  from encumbrances, kept a t  all times 
wi th in  t h e  Republic 3f Panama. (3) I n  1976, t h e r e  was a t o t a l  of 19 
international l icense banks and 39 general l icense 'banks providing uSS43.75 
million i n  requirements t o  the Panamanian economy. ?-nother source estimates 
some 10% of t h e  e x t e r n a l  funds placed i n  Panama a r e  used l o c a l l y ,  which 
amounts t o  approximately US$700 million. (4) 

These additional inflows of capi tal  due t o  the off-shore banking sector have, 
i n  a l imited respect, f i l t e r e d  down t o  the commercial sector i n  Panama. For 
example, i n  1973 and 1974, a por t ion  of these  f lows were used t o  f inance  
inventory accumulation i n  t h e  f r e e  zo!le. (5) However, t h e r e  is l i t t l e  
evidence a v a i l a b l e  t o  i n d i c a t e  t h a t  t h i s  c a p i t a l  has been used t o  enhance 
i n d u s t r i a l  and manufacturing a c t i v i t i e s  i n  t h e  Colon Free Zone, such a s  
f i m c i n g  joint  ventures. Also, the  urban revi tal izat ion project for  Colon 
was financed almost en t i re ly  through external sources. 

\ 

C. Balance of Payments 

The presence of off-shore banking f a c i l i t i e s  has had a favorable impact on 
the balance of payments. The net3oreign position has increased amounting t o  
seve ra l  hundred m i l l i o n  d o l l a r s  i n  s e l e c t  years.  (6) The n e t  f o r e i g n  
position was caJ...culated by separating a l l  foreign asse ts  and l i a b i l i t i e s  from 
domestic ones; the change in the net foreign position then represents the net  
inflow or outflow via  the banking system, but an exact f igure is not readily 
available. 

The n e t  fore ign  exchange earniiAiy from t h e  f r e e  zone a r e  a l s o  subs tan t i a l .  
To ta l  revenues from r e n t a l s  amounted t o  USS4.5 m i l l i o n  i n  1979. (7) Wage 
payments account f o r  an add i t iona l  US$2 mil l ion.  (8) Expenditures f o r  t h e  
purchase of raw materials and r e p t r i a t i o n  of p ro f i t s  i n  Panama have not been 
substantial due t o  the nature of the commercial activity.  

D. Financial Return on Investment 

The Colon Free Zone is f i n a n c i a l l y  s t rong,  having US$22 m i l l i o n  i n  t o t a l  
a s s e t s  a s  of December 31, 1979. Of t h i s  amount, about 77% was paid i n  
c a p i t a l  and r e t a i n e d  earnings and 22% i n  long-term debt. I n  t h e  pas t ,  
investments i n  land and buildings were mostly financed on a cash basis from 
net  earnings. The zone has continued t o  show a profit :  Net income for  1977- 
1979 was US$1,000,000 p r  year. (9) 

(3) Article 30, Cabinet Decree No. 238, July 2, 1980. 
(4) Swomnev, o~.c i t , ,  (June, 1977). 
(5) McCarthy, Ian S, Hosting adfshore Ws :  Costa & B e n e w  

International Mmetary Fund (mimeo) (May, 1979) , p. 44. 
(6) McCarthy, o ~ . c i t . ,  p. 45. 
(7) World Bank Staff Appraisal Report, o~.ci t , ,  p. 61. 
(8) ZOM Libre de Cnlon, ,%i- Commdium pf a Colon F r e  Zone, 

19Za z 1978, p. 31. 
(9) World Bank Staff Appraisal Report, oac i t , ,  p. 61. 



The f i n a n c i a l  p i c t u r e  f o r  t h e  Zone has  changed s i n c e  the  urban renewal 
p r o j e c t  described above. An es t imated  US$50 m i l l i o n  d o l l a r s  is cur ren t ly  
being used t o  expand the commercial/ warehousing f a c i l i t i e s  and construction 
of an industr ial  e s t a t s  

Totdl  wage b i l l  expressed a s  a prcentage of to t a l  commercial ac t iv i ty  in the 
zone was less than 1% i n  1978 (8000 persons employed), In general,  f r e e  
zones primarily engaged i n  commercial ac t iv i ty  do not generate s&stantial 
employment opportunities. 

Since the l a t e  1950s, Panama has had a minimum wage system by district and 
sec to r  of economic a c t i v i t y ,  which is adjus ted  per iodica l ly .  I n  1977, t h e  
minimum wage levels, including fr inge benefits a t  36% of direct wages, ranged 
from USS.77 per hour t o  US$1.04 per hour depending on t h e  type of a c t i v i t y  
and loca t ion  (10) These minimum wages a re  applicable only t o  non-skilled 
employees and average wages tend t o  be substantially hiqher. 

Off-Shore Banking 

Table 2 
Bnploymnt i n  Selected Activities i n  Panama 

Colon Free Zone 4673 5300 8000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(1) Ehployment i n  Domestic License Banks (those which carry out both onshore 
and off-shore business 

(2) Enployment i n  International License Banks (those which are  l icenses 
r,oLely for off-shore business) 

Source : Panama Monetary Authorities 
Cclon Free Zone Authority 

F. Linkages W i t h  the Damstic Ecanry 
L 

The t o t a l  domestic value-added expressed a s  a prcentage of the commercial 
L 

ac t iv i ty  i n  the zone was 4% i n  1978. (11) The value-added consisted mostly 
of wage payments. I n  terms of t h e  commercial a c t i v i t y ,  t h e r e  has been a n  
insignificant development of backward linkages with the domestic economy. 

In the  banking sector, Panama has been more successful i n  developing linkages 
wi th  t h e  domestic economy. The Republic has succeeded i n  a t t r a c t i n g  

ri-.-. 
(lo1 Aro Semena, Noriega y Castro Investigation y des Arrolla, panama = A 

ii Business P&s&ik (197 9) , p. 43. 

- 
(11) ZOM Libre de Colon, op.citL, p. 32. 



ancillary f i n a n c i a  business and is  now an i m p r t a n t  insurance center for  the 
region. One author notes  t h a t  t h e  h o t e l  business  has a l  s o  been a d i r e c t  
beneficiary of the banking business. (12) 

The a c q u i s i t i o n  of technica l  knowledge of t h e  production process  is n o t  
relevant t o  warehousing and storage act ivi t ies .  In contrast, i n  the banking 
sec to r ,  s u b s t a n t i a l  investments  have been made i n  t r a i n i n g  l o c a l  s t a f f .  
According t o  one observer, "a more i n d i r e c t  advantage is t h a t  t h e  banking 
sec to r  has imported advanced admin i s t r a t ive  technology and has  t r a i n e d  
Panamanians i n  its use." (13) 

Panama's s t r a t e g i c  l o c a t i o n  i n  i n t e r n a t i o n a l  commerce is  t h e  s i n g l e  most 
important factor determining the commercial success of the f r ee  zone. The 
Republic is dependent on international trade, and urban dlevelopnent has been 
s t rong ly  inf luenced by t h e  Canal and r e l a t e d  c o m m e r c i a l / i n d u s t r i a l  
act ivi t ies .  Panama City is a l so  a major center for commercial and financial 
ac t iv i t i e s  i n  Latin America. This ro le  a r i s e s  from the locationdl advantages 
i n  domestic and i n t e r n a t i o n a l  t r a d e  and f inance  conferred by thz Canal, 
reinforced by l ibe ra l  commercial and banking regulations. 

The 1980 urban renewal p r o j e c t  previously r e fe r red  t o  r ep resen t s  a major 
e f fo r t  t o  diversify the commercial a c t i v i t i e s  i n  the f r e e  zone. Tb date, the 
zone has not been-able t o  a t t r a c t  a substantial  amount of investment i n  
l i g h t  manufacturing industries. However, due t o  the recent construction of 
t h e  i n f r a s t r u c t u r e ,  an i n s u f f i c i e n t  amourlt of t ime has elapsed f o r  an 
adequate cvdlua ti on. 

The success  i n  commercial a c t i v i t y  i n  t h e  zone along wi th  the presence of 
off-shore banking i n s t i t u t i o n s  may provide the  zone a u t h o r i t i e s  wi th  
significant leverage t o  a t t r a c t  additional investment. 

v. ~ U s i o m  

The commercid ac t iv i ty  i n  the Colon Free Zone has consistently generated a 
n e t  prof i t .  Employment i n  t h e  zone has  no t  been extremely high, but has 
provided a consistent, steady source of income for  the local population The 
Canal Treaty has provided t h e  opportuni ty t o  increase  t h e  amount of land  
available for  commercial activity,  and an increase i n  employment and revenues 
is expected. 

A s  a r e s u l t  of t h e  development of t h e  banking sec to r ,  t h e  government of 
PaMma has given significant at tent ion t o  the growth of Panama City, almost 
t o  the neglect of Colon In terms of employment, foreign exchange earnings 
and the effect on the balance of pqments, the off-shore banking sector has 

I 

(12) Johnson, KG., "Panama a s  a Regional. Financial Center: A Preliminary 
Analysis of Development Contribution", &conomic Develo~ment 
iSUml  Change, (January, 1976), p. 264. 

(13) Jchnson, a .ci t&, p. 267. 



been successful. However, there has not been a significant linkage between 
the developnent of export-oriented manufacturing and the banking sector. 

In recent  years, a number of deve l~p ing  countries such as Jamaica and 
Barbados have expressed an i n t e r e s t  i n  a t t rac t ing off-shore business. The 
case study of Panama indicates the benefits-lpsitive impact on the balance 
of payments, s k i l l s  t r ans fe r  , etc.--of hosting off -shor e banks. This 
information, however, is not  su f f i c i en t  from which t o  draw concise 
conclusions regarding the  connection between the  banking and indus t r i a l  
sectors. Additional case s tud ies  of Singapore, Hong Kong, Lebanon and the  
Philippines are recommended. 



Export processing zones opera t ing  i n  West Africa have, i n  l a r g e  pa r t ,  been 
unsuccessful. 'Ihe Dakar Free Zone is one of the oldest projects established 
i n  the region, but foreign investment has been minimal. This case study w i l l  
analyze the measures taken by the zone authori t ies  t o  'increase investment. 
The economics of l o c a t i n g  l i g h t  manufacturing a c t i v i t y  i n  t h e  region  w i l l  
also be discus,sed. 

Since national independence i n  1960, the  manufacturing sector i n  Senegal has 
grown a t  an  annual r a t e  of 5.2% and t h e  share of GDP grew from 19% t o  24% i n  
1980. (1) Four main a c t i v i t i e s  comprise the bulk of national output: food 
processing, chemicals, mining, and t e x t i l e s .  Approximately 50% of 
manufactured output is exported, consisting mostly of p a n u t  o i l ,  phosphates 
and f i s h  products. 

I n d u s t r i a l  pol icy  i n  Senegal is developed and implemented i n  a number of 
government agencies. Conceptually, t h e  pol icy  i s  described a s  "guided 
liberalism"; practically, it has resulted i n  extensive s t a t e  intervention i n  
the ownership, management, and owrat ions of large f i rms i n  the key sectors. 
?he investment codes have tended t o  favor i m ~ o r t  substitution policies and 
discourage backward linkages.  However, because of government budgetary 
cons t ra in t s ,  a c t i v e  in te rven t ion  i n  t h e  economy has been decreasing and 
private sector involvement is actively being sought. 

11. Zone Prafile 

I n  1974, the Dakar Industrial  Free Zone was established t o  promote export- 
oriented,industries. ?he zone occupies 1573 acres of which 1137 is reserved 
for  business establishments, The es t a t e  is located 15  miles from the Dakar 
In te rna t iona l  Airpor t  and 8 miles from a maj o r ,  well-equipped sea-port. 
Plots of land are  available for  an annudl rental of $5631 per acre on a lease 
b a s i s  f o r  99 years. (2) A t  t h e  present  t ime, no pre-fabricated f a c t o r y  
s h e l l s  have been constructed. E l e c t r i c i t y ,  t e l e x ,  telephone, and f u e l  a r e  
offered a t  subsidized rates. Foreign investors a re  completely exempt from 
tax payments and no prformance requirments a re  presently imposed. 

111. Zone Contributions to Developnent 

A s  of May, 1981, four  e n t e r p r i s e s  were engaged i n  production and seven 
additional enterprises have been reviewed, but not yet  established. Ihe four 
a c t i v e  manufacturers a r e  producing t i r e s  and inner  tubes, gloves and 
l i g h t e r s ,  t ra i lers /workshops and clothing,  employing approximately 500 
People. (3) 

- 
(1) Senegal Investment Promotion Project, Staff Appraisal Report, The World 

Bank, Washington, D. C. (1981) . 
(2) Exchange Rate: US$ = CFAF235 
(3) Autonomous Authority of the Dakar Industrial  Free Zone, Lnvestment 

Guide 
, 
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Due t o  t h e  very l i m i t e d  occupancy, t h e  zone has provided an  i n s i g n i f i c a n t  
contribution t o  the economic developnent of Senegal. In terms of generating 
employment, providing ne t  foreign exchange earnings and a t t r a c t i n g  p r iva te  
fore ign  investment,  t h e  zone has  n o t  been successf u l  s ince  inception. 
Information is not  r ead i ly  a v a i l a b l e  regarding export  performance, n e t  
fore ign  exchange earnings and domestic value-added. In  l i g h t  of these 
considerat ions,  t h e  d iscuss ion  which fo l lows  w i l l  focus  on those f a c t o r s  
whicfi have influenced the prformance of the zone. 

IV. Pactors Influenc,ing Performance 

Prior  t o  1980, t h e  Dakar I n d u s t r i a l  Free Zone d id  n o t  o f f e r  s u b s t a n t i a l  
subsidies for  services such a s  e l e c t r i c i t y  and fue l .  Further,  performance 
requirements r e l a t i n g  t o  employment and minimum capital  investments were 
imposed. In 1980, these  performance requirements were relaxed, and 
add i t iona l  incen t ives  and subs id ies  were offered. To date, no substantial 
investments were made a s  a resul t  of these legis lat ive changes. Not only has 
t h e  z f f e c t  of these  incen t ives  and subs id ies  been minimal, but t h e  Zone 
Authority may be losing valuable foreign exchange from the present occupants. 

As previously indicated, the zone does provide adequate services and access 
t o  a i rpor t  and sea-port f ac i l i t i e s .  ( S ~ e c i f i c  information on the r e l i a b i l i t y  
of these  s e r v i c e s  is no t  a v a i l a b l e  t o  t h e  authors  a t  t h i s  time.) The zone 
does not,  however, o f f e r  pre-fabricated f a c t o r y  s h e l l s  . A s  indica ted  by 
Kelleher ( 4 ) ,  a pre-bui l t  f a c t o r y  enables  production t o  s t a r t  quickly  a i ~ d  
reduces the in i t ia l  capital  ex~pnditures  of the project. In  instances where 
confidence i n  t h e  zone is minimal (such a s  t h e  present  case) overseas 
investors w i l l  t r y  t o  avoid the f inancial  burden of constructing a factory 
due t o  uncertain supp l i e s  of mater ials .  A pre-bui l t  f a c t o r y  on a r e n t a l  
basis does a s s i s t  i n  alleviating these problems. 

C. The -st OE Production 

In comparison t o  zones i n  the Far East,  t h e  c o s t  psr u n i t  of production i n  
t h e  Dakar I n d u s t r i a l  Free Zone is no t  favorable t o  i n d u s t r i a l  investment. 
Wage ra tes  i n  Senegal a re  controlled by Collective Bargaining Agreements I& 
indicated i n  Table 1, these ra tes  do not cornpire favorably with zones located 
in the Far East, Mexico and Latin America. (5) For example, wage ra tes  for  
unskilled labor i n  Senegal are,, 556% higher than S r i  Lanka. (see also Annex 4) 
Reports a l so  indicate tha t  ffq?e Senegalese workers a r e  not a s  productive a s  
their  Far Eastern counterparts. 

I' 
(4) Kelleher , Thomas, Uandbook 911 &g~& processinq Zones (UNIDO/IOD.31) 

(July, 1976) p* 28.. 
(5) Wage ra tes  provided i n  this table include a 25% allowance for  benefits 

a s  s ~ e c i f i e d  i n  the Collective Bargaining Agreements. 



TABLE 1 
WPGE RATES I N  SENEGAL 

O R Y  Hourly Rates (US$) 

Unskilled Labor 
Saniskilled Labor 
Skilled Labor - Cat. 1 

Cat. 2 
Prof. Workers - Cat. 1 

Cat. 2 
Cat. 3 

Source: Autonmous Authority of the Dakar Industrial Free Zone 

Further, the  cost  of t ransport ing goods from Senegal (including f r e igh t ,  
insurance, dock charges, etc.) t o  developd countries, particularly the U.S. 
and Western Europ, is not mrnlptitive w i t h  other developing countries. As 
indicated i n  Table 3, the cost of shipping from the West African destination 
t o  Western EuroFe was substantially higher than for similar items from the 
Far East. Further, transport rates t o  Rance, one of Senegal's traditional 
trading partners, a re  prohibitively high: 

Table 2: Canprison of Tariffs fran Dakar t o  France 

Freight Unit Port 

Air 

sea 1 m3 

of Debarkztion Tarrif f (CFA Francs) 

Cas&lanca 225 
Tokyo 490 
Dakar 635 
Casablanca 13,075 
Dakar 19,000 

Source: Dakar Industrial Zone Authority 

- - - - - -- 

In sum, t he  cost  per un i t  of production places Senegal a t  a d i s t i n c t  
disadvantage i n  comparison with other developing countries with export 
processing zones. 

D. Institutional Support 

Another major const ra int  i n  a t t r a c t i n g  export-or iented manufacturing 
en te rpr i ses  t o  Senegal ha,-; been the  lack of cap i ta l  and i n s t i t u t i o n a l  sup- 
Port. 'Two organizations, SOFISEDIT and SONEPI, have not provided access t o  
cap i t a l  or strong ass is tance f o r  expor t -o r ien ted  i n d u s t r i e s  i n  t h e  
manufacturing sector. Sofisedit, a developnent bank 
the World Bank, makes loans and equity investments 

created and financed by 
i n  industrial ventures, 



but may n o t  lend  f o r  i n f r a s t r u c t u r e ,  consumer durables ,  housing or  
agricultural projects. Sonepi, a mixed public company, was established i n  
1972 t o  expand small domestic en te rp r i ses .  The em*asis of S o f i s e d i t  has  
been the tourism and f ishing sectors. Sonepi has been most effective i n  the 
metal working and ar t i san  sectors. (6) 

An export- incent ive system was introduced i n  August, 1980 f o r  t e x t i l e s ,  
shoes, processed f i s h ,  f e r t i l i z e r s  and a g r i c u l t u r a l  products (other  than 
ground nuts) .  This s h i f t  t o  a p r i v a t e  sec tor ,  export-oriented and b e t t e r  
in t eg ra ted  i n d u s t r i a l  devzlopment pol icy  remains hampered by extens ive  
admin i s t r a t ive  cont ro ls ,  market sha re  r e s t r i c t i o n s  and t h e  high c o s t  of 
capital. In  l i g h t  of these restr ic t ions,  ins t i tu t ional  support has provided 
l i t t l e  i m p e t u s  t o  t h e  development  of export-or ien ted  manufacturing 
enterprises. 

E. Joint Ventures a d  Acaess to 

Prospects for  local  p r t i c i p t i o n  i n  the form of jo in t  ventures i n  the f r e e  
zone a r e  ve ry  l i m i t e d .  The c o s t  of f i n a n c i n g  i n v e s t m e n t s  i n  t h e  
manufacturing sector is approxima-tely 17-20% per year, taking in to  account 
in teres t  rates, banking fees  and Taxe sur l e s  Prestations de Services. This 
high cost of capi tal  has hindered investment and a large portion of available 
i n d u s t z i a l  investment has been devoted t o  t h e  purchase of fo re ign  assets 
rather than investment i n  the local  economy. 

This  case study i l l u s t r a t e s  the p r o h i b i t i v e l y  high c o s t  of producing 
manufactured goods i n  Senegal and o ther  coun t r i e s  i n  West Africa. P a r t  of 
t h i s  high c o s t  can be a t t r i b u t e d  t o  wage r a t e s  i n  t h e  country, but t h e  c o s t  
of t r anspor ta t ion ,  a f a c t o r  not  con t ro l l ed  exclus ive ly  by t h e  government, 
must be taken in to  consideration A t t e m p t s  t o  incre&e l%x incentives and 
s u b s i d i e s  t o  indus t ry  have been made, but  wi th  l i m i t e d  success. This  
i l l u s t r a t e s  t h e  r e l a t i v e  unimpor t a m e  of these  f a c t c r  s i n  t h e  investment 
decision making process., 

The l imited access t o  capital ,  lack of ins t i tu t ional  support and bureaucratic 
"red tape" has  severe ly  dampened t h e  investment climate i n  manufacturing. 
For private investors, subcontracting would be the most l ike ly  ac t iv i ty  t o  
occur i n  t h e  short-term due t o  t h e  undeveloped marketing and promotional 
channels. However, due t o  t h e  high c o s t  per u n i t  of production and t h e  
c o n p  ti tion be tween developing countries i n  a t t rac t ing  private investment t o  
fre;t zones, p r o s p c t s  a re  very limited f o r  success in  the short-term. 

In the face of Senegal's severe sectoral and s tructural  handicaps, there is 
l i t t l e  t h a t  an  EPZ cana be expected t o  accomplish i n  c r e a t i n g  a more - - - 
a t t r ac t ive  inves-t c l imte .  

' I  

" .  

(6) Senegal Investment Promotion Project. op.cit. p 5. 



SRILPINRA: KAPJMUaSgE--X(3NE 

The Katlinayake Investment Promotion Zone is one of the few zones established 
af t e r  1978 xhich has received a s u b s t a n t i a l  amount of fo re ign  investment. 
'Ihis case study w i l l  evaltute the performance of the  zone since inception and 
w i l l  a l so  serve t o  i l luminate current trends i n  demand f o r  new EPZ projects. 

I n d u s t r i a l i z a t i o n  i n  S r i  Lanka has been based upon impor t -subs t i tu t ion  
p o l i c i e s  charac ter ized  by a higk l e v e l  of protection. P ro tec t ion  was 
accorded through a combination of a t a r i f f  structure, d i rec t  i m p r t  controls 
and an ovenralued exchange rate. . Overall, industr ial  performance was poor. 
From 1970-73, the growth r a t e  o£ manufactured output was 2.2% per annum and 
decreased t o  1.7% i n  1973-76. (1) The i n d u s t r i a l  s e c t o r  a l s o  exh ib i t ed  a 
high i m p  t-depndence. 

Since t h e  e l e c t i o n  of t h e  United Na t io ra l  
under gone a maj or t r a n s i t i o n  i n  economic 
exchange and i m p r t  control regulations have 
have been reduced in  most industr ial  sectors. 
f r e e  trade, oriented towards e x p r t ,  a s  the  
strategy. 

11. Zone Profile 

p a r t y  i n  1977, S r i  Lanka has  
development policy. Foreign 
been relaxed and customs dut ies  

The government has emmasized 
key element i n  i ts developnent 

One of t h e  components of t h i s  s t r a t e g y  was t h e  es tabl i shment  of an expor t  
processing zone i n  Katunayake, administered by the Greater Colombo Economic 
Commission (GCEC). The ob jec t ive  of t h e  zone, a s  s t a t e d  by t h e  Prime 
Minister ,  is t o  " a t t r a c t  fo re ign  investment". "The a t t a inment  of o the r  
o b j e c t i v e s r n  he continues,  "such as employment genera t ion  and growth of 
manufactured exports are seen a s  being dep?ndent on the success i n  a t t rac t ing  
investmentI1 (2) 

A s  indicated i n  Table 1 (page 2), the majoxity (6&) of industr ies  located i n  
the zone are  t e x t i l e  and garment man&acturers. 



TABLE 1 
PRaECIS I N  COMMiRCIAI; PROCCICTIDN I JULY, 1981 

Description Number 5 of Total 

1. Food, W e r a g e  & Tobacco 3 
2. Wearing Apprel & Leather 

Industry 24 
3. Wood products 1 
4. Chemicals, Petroleum & Plas t ic  

Products 4 
5. mtal Products 1 
6. M ~ s c .  2 

Source: Greater Colambo Econmdc Caranission 

Analysis of t h e  sources of investment c a p i t a l  (Table 2) i n d i c a t e s  t h a t  
about ha l f  came from t r a d i t i o n a l  garment exporting coun t r i e s  now fac ing  
scbstant ial  quota res t r ic t ions  imposed by importing countries. me majority 
of t h i s  investment occured i n  t h e  e a r l y  years  during which time t h e  
infrastructure was not ye t  completed. 

W L E  2 
FINANCIAL ARRAN2EMEWIS AND SOURCES OF CAPITAL 

I"OR GARMENT M W U F A m ;  MARCH I 1980 

Sub-scribed Long-term Total  Equity 
Esuity Loans 

Foreign Canpnent 51% 83% 67% 
L o c a l  canpohent 

- - - Source: Greater 

FOREIGN 00L1;ABORATION 

Country # OF PRmKX'S 

Hong Kong 
USA 
West Germany 
South Korea 
Dubai 
Netherlands 
'IWI'AL GARMEW HiaTErn 



From t h e  po in t  of view of t h e  government, t h e  garment indus t ry  provides a 
quick r e t u r n  on investment i n  terms of occupancy, employment and expor t  
earnings. Also, t h e  indus t ry  r e q u i r e s  no s p e c i a l  s k i l l s .  A s  a r e s u l t ,  t h e  
garment indus t ry  was given high p r i o r i t y  by t h e  government. Exports a l s o  
received p r e S r e n t i a 1  t rea tment  and promotional and marketing a s s i s t a n c e  
through the  Export Promotion Secretariat. 

I n  1980, t h e  United S t a t e s  imposed import  quotas  on garments and t e x t i l e s  
manufactured i n  S r i  Lanka. Correspondingly, t h e  number of p ro jec t  
applications i n  t ex t i l e s  has substantially declined, and zone authori t ies  a r e  
now trying t o  diversify manufacturing activity.  

111. Contributions to Developnent 

A. E x p r t  Performance 

Total  expor ts  f o r  t h e  year ending December, 1980 from t h e  zone were 
approximately USS30 million, of which 90% is  at t r ibutable t o  garments. nis 
represen t s  2.7% of t o t a l  expor ts  and 8.8% of t o t a l  i n d u s t r i a l  expor ts  i n  
1980. (3) 

Be Net Foreign Exchange Earnings 

On average, 74% of t h e  t o t a l  value of expor ts  f o r  a l l  Zone p r o j e c t s  
r ep resen t s  the  c o s t  of imported raw mater ia ls .  (4) Making an  es t ima ted  
allowance for  dividend payments on equity held by foreigners, wage pyments 
t o  fo re ign  employees and l i q u i d a t i o n  of f o r e i g n  equ i ty  holdings, t h e  n e t  
foreign exchange earnings amounted t o  approximately US$5,000,000 in  1980. (5) 

C. Level of Foreign Investment 
\ 

!lhe estimated value of investment fo r  all projects considered active a s  of 
Ju ly ,  1981 was USSl16 mi l l ion ,  o r  USS1.2 m i l l i o n  per p r o j e c t  (5). For - 

projects financed by foreign investment outside the zone, the t o t a l  level of - 
investment was USS51 million or USS2.2 million per project. 'Ihe t o t a l  leve l  
of investment i n  the zone was substantially higher, but the  investment p r  
project was approximately double f o r  enterprises o p r a t i n g  outside the zone. 

A s  indica ted  i u  Table 2, 49% of t h e  t o t a l  equi ty  was cont r ibuted  by l o c a l  
collaborators while 17% of the long-term loans came from domestic sources for  
t h e  garment manufacturers l o c a t e d  i n  t h e  zone. The high l o c a l  equ i ty  
position overestimates the capi tal  inflow resulting from the  establishment of 
the zone. However, p ro f i t s  accruing t o  locdl collaborators a r e  available for  
reinvestment i n  the country. 

(3) Greater C o l d  Emnanic Carmission. - 

Note t h a t  1980 was the  f i r s t  f u l l  year of operations f o r  the Zone. 
Be exchange ra t e  used throughout t h i s  study is US$1 = SL RS18.70 

I ( 17/6/ 81 
(4) Ramanayake, Dennis, 'The Katunayake Investment Promotion Zone1', IIX)- - 

(1982), pe 42. 
(5) The net foreign exchange earnings have been based on employment of 

14,740 i n  1980 and a total. of 35 projects. 



The number of p ro j ec t s  i n  production outside t he  zone is  small. The FIACL 
offers a package of incentives very similar t o  those offered within the zone, 
but does not  o f f e r  cen t r a l l y  located developed in£ ras t ruc ture  f a c i l i t i e s .  
Only *ree of the  t h i r t y 4  ive  p ro jec t s  i n  production a s  of March, 1980 a r e  
located outside the  zone, but an addit ional  23 a r e  considered active. (6) 
The investment i n  the zone infrastructure appears t o  have a strong positive 
effect on inducing private investment. 

D, Financial Return on Investment 

Due t o  the  f a c t  t h a t  the  zone has been i n  operat ion only since 1980, an 
accurate assessment of t he  i n t e rna l  r a t e  of re tu rn  fo r  the  project  i s  not  
possible. The t o t a l  c ap i t a l  expenditure incur red by t he  GCEC was USS16.2 
mil l ion and over f i f t y  percent of t h i s  investment was :or overseas 
telecommunications m e  main sources of income for the GCEC are  long-term 
leases generating revenue of US$32,000 per acre @us a nominal fee per annum. 
(There are  no import duties on machinery, equipnent, and raw materials and a 
100% Tax Holiday is offered for a 4-10 year period.) A t  the ptesent time, a 
t o t a l  of 134 acres  is a l located t o  i ndus t r i a l  ac t iv i ty .  Assuming f u l l  
occupancy, a t o t a l  of approximately  US$^ mi l l ion  w i l l  be generated i n  
revenues fo r  the  f i r s t  t e n  years, implying a US$11 mil l ion do l la r  loss. 
(Note that  t h i s  calculation assumes tha t  zone occupants bear the f u l l  cost of 
a telecommunications system that  is used by the entire city of Colombo.) 

E. Linkages with the Domestic Economy 

A t  th is  early stage of developnent, lj.,abges with the domestic economy a p p a r  
t o  be minimal. The to ta l  value-added i n  the zone by the garment ifidustry was 
36%. Of t h i s  percentage, 6% represents t he  share of goods and se rv ices  
bought i n  the country, which consisted largely of packing materials. 

- F. Impacts Upon Labor 

l3nplayment figures for the zone are impressive. A to ta l  of 14,740 jobs were 
created i n  a two year period. However, there is l i t t le  evidence that  s k i l l s  - 

have been upgraded a s  the majority of the jobs available are assembly work. - 
As indicated i n  Table 3, 88% of the workforce is female and 60% are unmarried 
workers below 26 years of age. lhis prevalence of a very young workforce is 
r e l a t ed  t o  t he  f a c t  t h a t  t he  majori ty of workers a r e  recent  school l eavers  
entering t h e  labor market f o r  the  f i r s t  time (80% have never been employed 
before). (7) 

Wages paid t o  production workers a r e  largely uniform and are  guided & the 
minimum wage r a t e s  s t ipu la ted  by t he  GCEC. In general, wage r a t e s  a r e  
s l i g h t l y  higher ins ide  t h e  zone than the  surrounding economy. Females, 
however. are uaid l e s s  than male workers and earn an average of USS1.27 per 
day, the loweit wage rate oE a l l  countries oprat ing zones & the Far ~ a s t  

(6) Fknnanayake, &s, pp.cit,, 
(7) Jbid., pp. 4-48. 



TABLE 4 
Key Indicators i n  Erq~loyment i n  the Katayanka Zone 

Employrntnt 
Average Daily Earnings (a) 
Average Work Week 

Male Femdle 

2,017 12,723 
US $1.52 US $1 -27 
46.5 hrs 49.1 h rs  

(a) Including fringe benefits a s  33% of to ta l  wage 

Source: Greater Colanb Econanic Canmission 

Suitable accomodations and health services are  d i f f icul t  t o  f h d  i n  the area. 
Approximately 71% o£ the work-force lived i n  parental homes, which ref lec ts  
t he  f a c t  t h a t  t he  majority of the  workforce a r e  young, unmarried females. 
Also, suitably priced accommodation is dif f icul t  t o  obtain. In l i gh t  of this 
housing situation, w e r  20% of the workforce travelled w e r  16 miles t o  work 
and the  average expenditure on t ranspor ta t ion was 15% of t o t a l  wages per 
week. Medical benef i t s  a r e  made optional by the  GCEC and there  is l i t t l e  
widenca that  zone occupants provide these services. 

The most important f ac to r s  influencing the  successful. l eve l  of foreign 
investment attracted t o  the zone are the low cost of production per unit of - 
output and access t o  markets i n  the industrialized countries. S r i  Lanka has 
the lowest wage rate of a l l  countries opra t ing  zones i n  the Far East. There 
is an abundance of cheap, well-educated labor. Productivity appears t o  be 
high, and s t r i k e  a c t i v i t y  is minimal. The workers enjoy the  r i g h t  t o  form 
trade unions, but there is no evidence that  the employees have attempted t o  
organize. (8) 

- A t  t he  time the  zone was es tabl ished i n  1980 ~ r i  Lanka was a quota-free 
production center for garment manufacturing; t h i s  has strongly influenced the 
investment decisions of interested firms. B e  p t t e r n  of collaboration that  
is emerging indicates that  half of the investment i n  garment projects came 
from traditional Mrment exporting countries now facing quota restrictions on 

- their exports. In the case of collaboration from the U.S. (4 projects), the - - 
duty concessions i n  the U.S. Tariff Code enabling a U.S. importer t o  py duty - 

only on t he  value added abroad was an important f ac to r  influencing the  
investment decision. 

(8) dustrkd. Risprltes A& 1971 lQaPter 131), See also Ramanayake, 
Dennis, op.citLr p. 61. 



In terms of occupncy, employment and gross export earnings, the Katunayake 
Investment Promotion Zone has been able t o  acheive impressive r e su l t s  during 
the two years of operations analyzed i n  t h i s  study. The statistics indicate 
tha t  147 project p ropsd l s  have been apprwed of which 117 were considered 
a c t i v e  and 35 are i n  commercial production as of Ju ly ,  1981. (9) This  
success has  been achieved by t h e  adoption of a l i b e r a l  pol icy  designed t o  
achiwe maximum impact. 

The garment industry which dominates the  zone i l l u s t r a t e s  the  danger of t h i s  
type of industr ial  development. The capi tal  investment is minimal, and the 
p t e n t i a l  for "footloose" manufacturers is high. The industries1 inputs a re  
minimal and few linkages with the domestic emnomy have been realized. The 
ins tabi l i ty  of the  zone is a lso  increased a s  a resul t  of recent import quotas 
imposed by the industrialized countries, particularly the  United States. 

In 1982, t h e  Greater  Colombo Economic Commission t ightened i ts approval 
c r i t e r i a  for  zone projects. TWO large multinational. electronic f i rms  have 
signed agreements with the GCEC, indicating t h a t  some diveris i f icat ion i n  the 
indus t ry  mix is possible.  However, t h e r e  is l i t t l e  i n d i c a t i o n  t h a t  f i r m s  
u t i l iz ing  local  resources or developing substantial  linkages with the  econcsny 
have been a t t rac ted  t o  the zone. It is recommended chat a complete review of 
the zone be conducted within the  next year t o  evaluate the ful l  e f fec t  of the 
~ e c e n t  quota r e s t r i c t i o n s  and the  a b i l i t y  of t h e  zone t o  d i v e r s i f y  i ts  
Industry mix and sustain the  ea r l i e r  growth curve. 

(9) Greater Colanbo Econanic Canmission. 



The Masan f ree  zone is one of the oldest, well-established export processing 
zones. The zone i s  widely c i t e d  by many authors a s  one of t he  primary - 

"success stories" of EPZ contributions t o  export-led industrialization This 
case study w i l l  review the  performance of t he  zone and discuss t he  key - factors which have mntributed t o  the zone's economic success. 

I. Introduction 

In the early 1960s, opportunities for imprt-substitution rapidly diminished 
and indus t r i a l  growth i n  Korea began t o  f a l t e r .  A number of a t tempts  were 
made for economic liberalization a s  lpl icy makers came t o  accept that  rapid 
economic development depended on export-oriented industrialization. In the 
decade a f t e r  1965, the average minimal r a t e  of growth i n  manufacturing 
output was 24%. (1) The r a t i o  of exports  more than t r i p l e d  i n  t h i s  period, 
and the  share of GNP or ig inat ing i n  t he  mancfacturing sector more than 
doubled. Manufactured exports became increasingly diversified, and in  1975 
Korea was a major exporter of .footwear, t e x t i l e s ,  t ranspor t  equipment, 
electr ical  machinery and appliances and various manufactures of metal and 
non-metallic minerals. 

IS. Zone Profile 

The City of Masan i s  located on t he  southern-most t i p  of the  Korean 
Peninsula. m e  port location provides easy access t o  sea transportation, and 
a new airport has recently been constructed i n  close proximity. The Kampu 
Ferry Line a l s o  services  the  area and takes approximately 8 hours t o  reach 
Shimonoshi, J a m  

The Masan Free Export Zone (hereaf ter  referred t o  a s  MAFEZ) commerxed 
operations i n  1971, The zone covers approximately 200 acres  of land. In - 
accordance with t he  provisions of t he  Foreign Capital Inducement Law, the 
South Korean government exempts a l l  foreign companies from various tax  
responsibilities. A 100% tax exemption is granted on a l l  income, corporate, 
property and r e a l  e s t a t e  acquis i t ion  taxes during the  f i r s t  f i v e  years of 
operation and 50% exemption i n  the following three years. Taxes on dividends 
follow the same exemption status. mere are no performance requirements and 
labor regulations are p l r t ia l ly  relaxed inside the Zone. 

Another important pr iv i lege  enjoyed by MAFEZ occupants is the  use of 
s t r e a m l h d  permitting procedures. MAFEZ is a pioneer of t i e  "one-stop shop" 
which allows foreign firms t o  transact their  business, from i n i t i a l  invest- 
ment t o  export, through one authority rather than becoming involved with the 
central government, 

?he number of f inns approved for occupncy h a  increased from 4 in 1970 t o  a 
peak of 115 i n  1973. Occupancy has  gradually decreased t o  a t o t a l  of 89 
f i rms  i n  1980. The f i rms  which have suspended operation since 1975 a r e  

(1) West-, Larry, World Bank, Staff Workiilg Paper No. 469, Korean 
I Ddus t r i a l  D m t e n c e  L Where fi From (July, 1981) , p. 12. = 



relat ively s m a l l  scale operations, i n  terms of investment, t h a t  produced low 
technology, labor  in t ens ive  products  such a s  garments. After  1975, t h e  
occupancy of t h e  zone appears  t o  have s t ab i l i zed .  This  corresponds t o  a 
s h i f t  t o  electronic and metal production and also provides evidence a s  t o  the 
"suitcase" nzture of garment manufacturers. Also note tha t  the zone a t  I r i  
was constructed i n  1976 and has mainly at t racted t h i s  type of investment; 

TABLE1 
EDREIGN I N V E S m  AND LEVEL OF OCCUPANCY: MASAN FEZ 

(As of December 31, 1980) 

Year # of Firms Currently i n  Total Investment 
Oprat ion (million US$) 

Source: Masan Free Zone Authority 

As i nd ica ted  i n  Table l A ,  over 50% of t h e  i n d u s t r i e s  a r e  manufacturers of 
e l e c t r o n i c  and metal products. I n  terms of t h e  s i z e  of investment, no 
particular generalization can be drawn Among the 89 projects i n  MAFEZ, 32 
p r o j e c t s  involve investment exceeding one m i l l i o n  d o l l a r s  each whi le  33 
projects were less than three hundred thousand dol lars  each. 

TABLE 1A 
FIRMS BY PROIX1CT AND INVESTMENT 

(December 31, 1980) 

Electronics 
k t a l  Working 
Precision Products 
alextile products 
Machinery 
Footwear 
Non-Metal 
Others 
lDTAL 

Source: Masan Free Zone Authority 



A. E x p r t  Perf o m c e  

Total  expor ts  f o r  the  year ending 1979 were US$6OO.5 million. This  repre- 
sents approximately 4% of t o t a l  national exports and 4.54 of t o t a l  national 
e w r t s  of manufactured goods. (2) This f igure compares very favorably with 
zones i n  other host countries tha t  are comprable i n  size and overall  level  
of i n d u s t r i a l  devlelopn~ent. F G ~  example, The res'pective sha res  f o r  t h e  
Phi l ippines  and Malaysia i n  1978 were 7.8% and 3.7% of na t iona l  expor ts  of 
manufactures. (3) 

B. Foreign Exchange Earnings 

!the major sources of foreign exchange earnings for the host country consist 
of payments t o  the  l o c a l  labor  force ,  purchase of domestic raw mate r i a l s ,  
service payments, and the percent of p ro f i t s  reinvested i n  the host country. 
l~able  3 shows the steady growth i n  foreign exchange earnings. Note tha t  this 
i s  t h e  minimum f i g u r e  because no allowance has been made f o r  reinvested 
capi tal  due t o  the high prcentage of foreign-owned firms. 

TABLE3 
RATE OF FOREIGN EXCWWE EARNINGS 

(UNIT: USS1, 000) \ 

m t a l  Exports 833 9,739 70,374 181,547 174,803 
For. Exchange Earnings 23 8 2,991 25, 881 72,144 71, 982 
Rate of Earnings (%) 27 30 36 39 4 1  
Breakdown of Earnings: 
Eomestic Inputs 15 4 1  5 11,203 29,565 30,315 

1 57 1,395 8,420 18,090 20,772 Wages I! 

Rent and Services 66 1,181 6,258 24,489 20,895 

Source : MAFEZ Administrative Authority 

The amount of foreign exchange earnings i n  MAFEZ accounted for  a mere .05% of 
the t o t a l  foreign exchange earnings of the manufacturing sector i n  Korea i n  
1971 and reached 3.3% i n  1974. Thus, whereas t h e  r a t e  of fo re ign  exchange 
earnings continues t o  inc rease  i n s i d e  t h e  zcne, the  o v e r a l l  impact on the  
manufacturing sec tor  has been minimal due t o  the  rapid increase  i n  
man~dactured exports. - 

.- 

(2) K i m ,  Chan-Jin, "Policies t o  Attract Export Oriented Industries: m e  
- Role of Free Export Processing Zones: !the Case of Korea1', OECD 

- - - meeting, Paris, June 1981, (mimeo), p. 44. 
(3) U N O ,  "Export Processing Free Zones i n  Developing Cour~tries: Implica- 

- t ions for Trade and Industrialization Policies1' TD/B/C2/211, - 

1983, p. 20. 



Foreign Investment 

In  terms of t h e  owner s h i p  pa t t e rn  of investment, wholly-owned fo re ign  
investment accounts fo r  75% of t o t a l  investment, while jo in t  ventures with 
Korean n a t i o n a l s  was 25%. (4) The f i r m s  t h a t  came i n  the  i n i t i a l  years  of 
zone opera t ions  usual ly took the  p a t t e r n  of s o l e  investment,  while  late 
comers formed j o i n t  ventures. According t o  t h e  Masan Administrat ive 
Authority, further increases i n  Korean investment a re  expected and encouraged 
a s  Korean general  t r ad ing  companies and l a r g e  manufacturers a r e  being 
encouraged (through p r e f e r e n t i a l  i n t e r e s t  r a t e s  and other  subs id ies)  t o  
invest in  the Masan zone, replacing s m a l l  foreign firms. 

D. Financial Return on Investment 

A t o t a l  of USS3.8.8 m i l l i o n  was spent  by the Government of Korea f o r  t h e  
construction of the  Masan f ree  zone, of which US$24 million was expenckd i n  
t h e  1970-73 peric?d. I n  add i t ion  t o  t h e  c o s t s  of zone construct ion,  
management and maintenance must be taken in to  account. Another cost is the 
subs id ies  o f fe red  t o  occupants. For example, Korean expor ters ,  including 
those i n s i d e  t h e  zone, a r e  e l i g i b l e  f o r  a p r e f e r e n t i a l  i n t e r e s t  ra te .  The 
r a t e  of i n t e r e s t  on l o a n s  f o r  expor ts  i s  12% per year ,  whereas t h e  r a t e  f o r  - - 

commercial bi l ls  is 19.5%. - 
Information about income generated by the  project is not readily available. 
Theref ore,  an  accura te  c a l c u l a t i o n  f o r  t h e  r e t u r n  on invesment is n o t  
possible a t  the present time. 

E. Linkages i n  the Domestic Economy 

When operations began i n  Masan i n  1971, there was a heavy reliance on foreign 
raw materials .  The purchase of raw m a t e r i a l s  accounted f o r  only 1.8% of 
to t a l  e x p r t s  from the zone. However, the r a t e  of loc'rl raw materials used 
i n  expor ts  amounked t o  24% by t h e  year  1977 and shows s s t a b i l i z e d  pa t t e rn  
around 22-248 per year thereaf ter .  Conversely, the  weight of fo re ign  raw - 

m a t e r i a l s  used i n  Masan expor ts  e x h i b i t s  a steady decrease, down t o  46% i n  
1980. (5) 

About 50 Masan firms are  presently obtaining production materials, such as  
parts, components and other materials from about 130 local ly sub-contracted 
firms, mainly due t o  cheaper wage c o s t s  ou t s ide  t h e  zone and a shortage of 
production capaci t ies .  Unlike o ther  EPZs, t h e  Masan zone demonstrates 
substantial backward linkages with the domestic economy. 

- Employment i n  the  Masan zone has steadily increased since inception i n  1971 
t o  a t o t a l  of 27,942 workers i n  1980. %e r a t i o  of female workers has always 
been high, though the r a t io  has been s teadi ly decreasing from 90% in 1971 t o  
75% i n  1979. This  r i s e  i n  the  employment of male workers i s  p a r t l y  due t o  
t h e  increase  i n  high-technology i n d u s t r i e s  and t h e  employment of higher 
ski l led workers. 



As indicated i n  Table 4, the m a j ~ r i t y  of workers a r e  employed i n  assembly 
type operations, although a s l ight ly increasing number a re  being employed i n  
t h e  technica l  and engineering f i e l d s .  This  percentage remains very low, 
implying tha t  upgrading of s k i l l s  is minimal. 

Table 4 
Ratio of Einployees by S k i l l s  and Sex 

Male Female ~ o t a l  

Clerical and Other 
Engineers 
Technicians 
S killed-Wor kers 
Semi-S ki l led Workers 
Apprentices 
'IWrAL 

According t o  ILO S t a t i s t i c s ,  t h e  average hourly wage f o r  workers i n  the  
manufacturing sec to r  i n  Korea was USS.91 f o r  e l e c t r o n i c s  and USS.59 f o r  
garments i n  1980. (6) In  the same year, the average hourly wage f o r  workers 
i n  MAFEZ was USS.89. (7) These f i g u r e s  a r e  comparable, but t h e r e  is  a 
sizeable wage d i f ferent ia l  between m a l e  and female workers. According t o  
the statistics gathered by the Pacific-Asia Resource Center, wmen axe paid 
approxima.tely one-half of the t o t a l  wages of men. 

?here a re  no legal  means of improving working conditions for  the employees i n  
the  zones. S t r i k e  a c t i v i t y  has  been reported,  and t h e  major cause of 
disputes is generally the  deterioration of working conditions, non-payment of 
wages and unfair discharges. (8) 

Unlike the manufacturing sector outside the zones, the  MAFEZ workers a re  not 
permit ted t o  organize or belong t o  any l abor  organizations.  A r t i c l e  1 8  of 
t h e  Law on the Establishment of t h e  Free Export Zones p r o t e c t s  fo re ign  
industries from labor disputes i n  public u t i l i t i e s  and l i m i t s  the r igh t s  of 
workers t o  strike. Furthermore, t h e  Law on Trade Union and Mediation of 
Labor Disputes i n  Enterprises Invested by Foreigners does not  errn nit labor 
organizations 9 engage i n  arbi t rat ion proceedures. 

IV. Ettctors Influencing Ferformance 

Much of the success of MAFEZ i n  a t t rac t ing  foreign investment can be a t t r i -  
buted t o  Korea's renewed economic relationship with Japan i n  1964. Rising 

(6) ILO, Yearbook a Labow Sta t i s t i c s ,  1980. 
(7) K i m ,  o~ .c i t , ,  p. 153. 
(8) Kei, Maesou, The Working Class i n  the Masan Free Export Zonen, Ja-a- 

A s h  p u a r t e u  J3xkatr p. 77. I 



wage r a t e s  and t h e  l ack  of unsk i l l ed  l abor  a t  home were j u s t  a few of t h e  
reasons fo r  Japan's economic in teres t  i n  South Korea. I t  has been shown tha t  
Korea did not have t o  actively promote investment: rather, Japan has taken a 
preemptory r o l e  i n  developing t h e  Zone. For example, c lose  co l l abora t ion  
between South Korea and Japan can be seen in the process of formalizing plans 
for  the MAEEZ. The Japan-Korea Economic Association prepared plans fo r  the 
construction, infrastructure and administrative organization 

More important ly,  Direc t  F o r e i g n  I n v e s t m e n t  i n  t h e  form of e q u i t y  
p a r t i c i p a t i o n s  has not  Seen t h e  major impetus f o r  Korea's successfu l  
experience wi th  i n d u s t r i a l i z a t i o n .  The i n i t i a l  i n f lows  of d i r e c t  fo re ign  
investment i n t o  the Korean economy were for i m p r t  substitution and almost 
exclusively oriented toward the domestic market. DFI began flowing in to  the 
e x p o r t  s e c t o r s  i n  t h e  1967-71 p e r i o d ,  b u t  o n l y  i n  modest volumes. 
Thereafter, the accelerated inflows of DFI i n  the 1970's l ed  t o  a rapid r i s e  
i n  the proportion of exports by foreign firms, because most of the DFI during 
t h i s  period was or iented  toward exporting. In  1975, however, wholly or 
p a r t l y  f o r  eign-owned firms were responsible  f o r  only 17.6% of Korea's 
manufacturing exports. (9) 

m e  majority of t h i s  investment was concentrated i n  t e x t i l e s  and apparel and 
e l e c t r i c a l  machinery. During t h e  mid-1970's fo re ign  f i r m s  accounted f o r  
about a t en th  of t h e  exports  of t e x t i l e s  and three-quar ters  of those cf 
elec t r ica l  machinery. Foreign f i rms accounted for  approximately a tenth of 
expor ts  i n  o ther  sectors.  (10) Moreover, fo re ign  f i r m s  have had l i m i t e d  
involvement i n  production of Korea's most important exports: wigs, plywood, 
transport equipment, footwear, i ron and steel, and non-metallic products. 

In a n t r a s t ,  the majority of the manufacturing ac t iv i ty  i n  MAFEZ is concen- 
t r a t e d  i n  t h e  e l e c t r o n i c s  industry.  Further,  t h e  major i ty  of expor ts  a r e  
intraf i r m  transactions based on subcontracting with Japanese manufacturers. 
In t h i s  respect, the zone has been succesful in  at t ract ing investment, parti-  
c u l a r l y  i n  an  indus t ry  charac ter ized  by rapid changes i n  technology. 
However, a s  noted above, t h e  manufacturing a c t i v i t i e s  i n  t h e  zone do not  
account f o r  a s i g n i f i c a n t  proport ion of Korea's expor ts  and have no t  lead,  
but accompanied overall  industr i a l i z a t i o n  

Fundamental economic factors  i n  Korea appear t o  be more important reasons for  
the country's success in  at t ract ing foreign investment than the establishment 
of t h e  f r e e  zone. Free zone t a x  incent ives ,  l e g a l  p ro tec t ions  from labor  
disputes, and ease i n  p r m i t t i n g  procedures have fac i l i t a t ed  t h i s  investment, 
but do not a2pear t o  be r e s~ons ib le  for Korea's comparative advantages v i s  a 
v i s  other developing countries. 

Expedited permi t t ing  and a d m i n i s t r a t i v e  procedures appear t o  be t h e  most 
important of the regulatory policies. A l l  matters pertaining t o  export and 
i m p r t  trade, a q u i s i t i o n  of land, and approval of 
handled by one administrative agency without delay. 

foreign investmhts  are: 
i 



During its format ive  years,  t h e  Masan zone had a s u b s t a n t i a l  impact i n  
creating employment for  unskilled workers and stimulating the growth of small 
businesses i n  the domestic economy. Korea has a l so  been very successful in 
terms of a t t r a c t i n g  p r i v a t e  investment and generat ing f a i r l y  s u b s t a n t i a l  
foreign exchange earnings. 

Some of the investment can direc t ly  be at t r ibuted to. i n i t i a t ion  of the f r ee  
zone, but Korea's trade relationship with Japan must be credited a s  the major 
impetus for  foreign investment i n  the country. More importantl!!, the direct  
fo re ign  investment i n  t h e  zone does not  appear t o  be t h e  primary f a c t o r  
cont r ibut iny  t o  fhe rapid i n d u s t r i a l i z a t i o n  of t h e  country. This  po in t  i s  
particularly crucial, t o  policy makers trying t o  duplicate the experiences of 
the Masan zone. 

The tax exemption period is presently expiring for  most of the enterprises a t  
Masan and new investment will only be accepted if an existing zone omupant 
decides t o  withdraw. The Korean ~overnment  is encouraging occupant 
enterprises t o  increase their  investment, introduce superior technology and 
t o  continue t o  expand subcontracting t o  domestic Korean firms. These e f fo r t s  
have not been very successful  i n  t h e  r ecen t  pas t ,  i n  l a r g e  measure a s  a 
resul t  of the global economic recession A longer time frame is necessary t o  
evaluate the long-term effect  of the new policy. 



APPENDIX B 

SELE- FREE ZONE AREAS : COMMERCIAL AND EMPIX)YMENT INFORMATION 
I 

Free zones operating i n  the United States and EuroIp a re  omitted from 
this analysis. 

The term "various" implies tha t  manufacturing and commercial and banking 
fac i l i t i e s  can be estab.lished anywhere i n  the country. 
The date f i r s t  established represents the year the f i r s t  zone was 
activated i n  the country. 
T y p  of activity: 
(A) EPZ ( ~ x p r t  Processing Zone) : 

A specialized industrial estate located physically and/or 
administratively outside the customs barrier of the country. The 
major activity is assembLy and l i gh t  manufacturing for export 
T a n s i t  Zone: 
A deliniated area, usually in or near a port, where unrestricted 
trade with the rest. of the world is permitted. Merchandise may be 
moved in  and out of t ransi t  zones free of customs duty, stored i n  
warehouses and repackaged a s  needed. Goods imported from the 
transi t  zom into the host country p y  requisite duties. 
Free Banking Zone: 
Cities, areas, or countries which have made a conscious e f for t  t o  
a t t rac t  nonresident foreign cu-rency denomimted business by 
allowing relatively free entry and adopting flexible attitudes t o  
taxes, levies, and regulations. 
Free B r t :  
Free p r t s  refer t o  designated areas (usually small islands) where 
free zone act ivi ty is extended t o  any area within the mountry or 
city-state. This act ivi ty includes commercial, warehousing, 
assembly, manufacturing, and duty-free shopping. 

WP: Not Pertinent 
N/A: Not Available 

The transi t  zones :n these countries a r e  restricted t o  trade wtth dnly 
one other countq -usually a land-locked neighbor. 
The zones in  these countries are export-oriented industrial estates. 

Currie, Jean, Emnomist Intelligence U n i t  S p c i a i  Report No. 64, Investment: 
3&g Growinq W e  of E m r t  processinq Zones, 1979; Frobel, Henrichs and 
fieye, &JY .International. Division Jabour; UNCTAD, Exmrt processinq 
Zones i . p e v e l o ~ i n q  Countries: Jm~lications for Trade ilnd Jndustrialization 
Policies (TD/B/C2/211), January 1983; Xearbook, 1978; Ramanayake, 
Dennis, "Ihe Katunayake Investment Promotion zone", (1982); Yue,e 
Chia-Sion, "Expor t Ptocessing and Industrialization - me Case of Singapr en, 
2- (1982) ; Castro, Judy S, "The Bataan Export Processing Zone1', 
AIITE1R (1982); Chaudhuri, Mrinal Datta, 'The Role of Free Tr2,de Zones i n  the 
Creation of Employment and Industrial Growth in  Malay-sian, JTX)-ARTEP (1982); 
International Confederation of Free Trade Unions, 'Trade Unions and the 
?ransnationalsn, Special Issue No. 3 - Export Processing Zones (1983) 





Country 

1. a l i ~  

2. Hcing Kong 

3. India 

4. Indonesia 

5. Korea 

6. Macao 

7. Malaysia 

8. Philippines 

9. Singapore 

10. S r i  Lanka 

11. Taiwan 

I .  

# of zones 

4 

Various 

4 

3 

2 ,  

Various 

10 

5 

Various 

2 

3 

' I  - 

- L 

Date F i r s t  
Established 

197 9 

1842 

196 0 

1977 

197 0 

N/A 

197 1 

1972 

la19 

197 9 

1968 

Ill 

ASIA 

'Iype of Major Manufacturing 
Activity Sectors 

EPZ Garments, Footwear, 
Tays & Electronics 

Freeport 

EPZ 

EPZ 

EPZ 

Freeport 

E Z  

Em, 

Freeport 

EPZ 

EPZ 

Multiproduct 

M d  ti product 

Electronics, Garments 

Electroni.cs, Metal, 
Textiles 

N/A 

Electronics, Textiles, 
Rubber Products 

Textiles, Garments, 
Electronics, Metal 

Rnployment i n  
Export Production 

# of Finns 
Operating 

W A  

N/A 

116 

N/A 

125 (1980) 

N/A 

60 

49 

Products, Telecmunications 

Multiproduct N/A N/A 

Garments, Textiles 15 , 000 (1981) 35 (1981) 

Multiproduct 77,400 (1979) N/A 
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APPENDIX C 

Country Ease of Entry 

lbtdl Off- 
Number Shore Assets 

Annual of ( i n  billions 
Local Capital License Off shore of U.E. 
Requirements Taxes and Levies Fees Banks dollars) 

Bahms Relatively easy even where None 
establishment of new banks 
is concerned. 

---.- 
Bahrain ' Generally limited t o  branches None 

of major in term tional banks 

Cayman Islands Relatively easy even where None 
e s t a b l i s k n t  of new banks 
is concerned. 

Hong Kong Foreign hanks are  n w  being None 
licensed a f te r  a 13-year 
moratorium. For the mst 
p r t  only one branch of --- -- 
large intermtional banks 
will be allowed. 

Lebanon 

None 

None CI$151000 
(Class A) 
C I  $5,000 
(Class B) 

A proposal has been made - 
that  offshore profi ts  
should be taxed a t  17%. 
It is not yet  clear how 
th i s  will be applied. (4)  
In addition there is a 
10% withholding tax on 
interest paid. 

~oreign,h&ks mus t  -sit Pound None (8) I (10) - 
~ u n d / ' l . S  million with the 15 
Treasury. Other new banks million 
must have 50% Lebanese am- ( 9) 
ership and d e p s i t  Found 4.5 
million. (8) 



Country 

Total Off- 
N u m b e r  Shore Assets 

Annual of ( i n  b i l l ions  
Local Capital License Offshore of U.S. 

Ease of E ~ t r y  Requirements Taxes and Levies Fees Banks dollars) 

Netherlands Extremely easy. (11) 
Anti l les  

Seychelles 

Re la t ive ly  easy for branches 
or subsidiaries of interna- 
t ional  banks. 

Limited entry unt i l  profita- 
b i l i t y  of existing operations 
has been assured, major 
international banks favored. 

Limited t o  branches or sub- 
s id ia r i e s  of major interna- 
t ional  banks. (16) 

Relatively easy, preference 
f o r  major international 
banks. 

None 3-6% pro f i t  tax. No -- 43 ( 11) - 
l iquidi ty requirements. (11) 

$250,000 None None 66 (12) 
(12) 

$1 million 5% pro f i t  tax on off- $20,000 17 (15) 
(13) , (14) shore t o  onshore trans- (14) 

actions; 10% on offshore 
shore t o  onshore. (15) 

None 

S$3 million A 10% prof it tax is S$50,000 66 (12) 
(11) levied on offshore 

operations. (11) 

Source: "The Banker's Guide t o  World F i ~ n c i d  Centres," Banker, May 1978, pp. 51-142, unless otherwise noted. 
(1) $300 (non-active banks) to  $45,000 (authorized dealex and agents). 
(2) Bvline, Manufacturers Hanover Trust, June 1978. 
3) ~ s t i m a t e d  assets i n  September of 1977 for the (3aymans and Bahamas were $82 b i l l ion  (D.F.V. Ashby, "Challenge from 

the New Euro-Centres," Banker, January 1978, p. 57). Estimated asse ts  i n  the Bahamas were some $70 b i l l ion  ("The 
Banker ' s Guide t o  World F i ~ n c i a l  Centres, " cit. , p. 108 

(4 )  P. Fallon, "The Uncharacteristic Blunder of Fhi l ip  Haddbn-Cave, " Euromnev, July 1978. 
(5) Ful l  l icense banks. 
(6) De~osit-taking canpanies. 
(7) D.F.V. Ashby, "Challenges fran the New Euro-Centres, " Banker, January 1978, p. 57 





APPENDIX D 

Develo~inq 
free 

countries and te r r i to r ies  with e m r t  processinq 
zones planned or under develounentin 1982 

Nlanber of 
zone s/areas 

Location 

AFRICA 

Ghana 
Kenya 
Sierra Leone 
Sudan 

Near Accra 
Site not decided 
Site not decided 

Port Sudan 
Bassa (near Douala) 

Site not decided 
Site not decided 

United Repklic of Cameroon 
Zaire 
Zambia 

ASIA 

Bangladesh 
Pakj. :;tan 
Fhil.'::,hmes 

Chittagong, Dalla 
Karachi, L a  Hore, Baluchistan 
Various sites incl.: Cavite 

Davao City 
Tarlac 

Zarr~boanga City 
Biyagama 

Minburi (Lat Krabang) 
Sr i  Lanka 
?hail and 

CARIBBEAN AND WIN AMERICA 

Costa Rica Fuerto Limn 
Calderas 

Punto Fijo Venezuela 

EUROPE 

Cypr"s 
R m n i a  
Yugoslavia 

Limassol 
Site not decided 

Sezana ( joint ly with Italy) 

PACIFIC ISLANDS 

Si te  not decmded 

Jebel A l i  

MIDDLE EAST 

Dubai, United Arab merates 

i,.> -.--- 
\Source: A s  for Annex 1, and in£ormation gathered by the UNIDO secretariat. 
('UNIW/ICIS. 17 6) . - 



Africa 

Mau5. ti u s  
Senegal 

Asia 

APPENDIX E 

A-E MILY WXES FOR EPZ WORKERS 
I N  SELECTED COUNlRIES 

(US$ PER EM) 

India (Santa Cruz) 
Malaysia 
Philippines 
South Korea 
Sr i  Lanka 
Taiwan 

Central American and the Caribbean 

Dominican Repbl ic  
E l  Salvador 
Guatemala 
Mexico 
P a m a  

Middle East 

&@ 
Jordan 
Syria 

South lSmerica 

Brazil 
9 ile 
Colanbia 

1.53 (MIN) 
2 -79 
5.68 

SOURCES: Currie, J e a n  Economist Intelligence Unit S p c i a l  Report No. 64, 
Jnvestrnenk The Growinq Role of Exmrt Processinq Zones, 1979; Frobel, 
Henrichs and Kreye. The Jnternational Division of r;rbou_a;. UNCIIAD. 
Exmrt Processiw Zones i n p e v e l o ~ i n q  Countries: Im~Jica t ions  for Trade and 
Industrialization Policies ('ID/B/C.2/211.), January 1983; yearbook, 1978. -r 



APPENDIX J? 
I N C W I V E  AVAILABLE IN EXPORT IBOCESSINCJ hONES 

Country 

Barbados 

Belize 

Brazil  

Colmbia 

Dcminican Republic 

Ewpt 

E l  Salvador 

- 

Haiti 

India 

L i s t  of Major Incentives 

(1) 10 year c o r p r a t e  inccme tax exemption 
(2) Exemption f ran import duties on materials 

and capi tal  goods 
(3) Net losses incurred during tax holiday my  

be of fse t  against prof i t s  for  S years 
(4 )  Export allowance equal t o  50% of prof its 
(1) 10 year tax holiday with subsequent 

concessionary p r i o d  
(2) Import duty exemption on a l l  c a p i t a l  equip- 

ment and materials 
(1) Exemption from a l l  import duties 
(2) Exemption of all i m p r t s  £ran Merchandise 

circulation Tax and Industrial  Products 
Tax 

(3) No taxes on goods produced i n  the zone, 
with the exenption of the ICM tax 

(1) Exemption f r m  duty on imported raw 
materials 

(2) Tax c red i t  ce r t i f i ca te s  equivalent t o  5- 
12% of value added of exported products 

(3) Daily adjusted exchange ra t e  t o  insulate  
investor against the effects  of internal  
inflation. 

(1) Exenption from import duty 
(2) 20-year exem@ion from a l l  taxes 
(1) Exenption £ran incane tax 
(2) Exemption £ran h p r t  duties 
(1) 10-year inccane tax exemption, provided at  

l eas t  80% of the firm's production is 
exported t o  markets outside the Central 
American Carmion Market 

(2) Duty-free import of raw arnterials 
(3) Preferential export c redi t  a t  2-3% belcw 

market r a t e s  
(1) 10 year exemption f rm iapr  t duties  and 

internal taxes on machinery and equipnent 
(2) Exemption f ran i m p r t  duty on materials 
(3) 5 year income tax a f t e r  which tax 

increases gradually t o  normal r a t e  w e r  a 
p r i o d  of s i x  years. 

(1) Exemption from import duty on raw 
materials, m p n e n t s  and capi tal  goods 

(2) In Kandla, cash subsidy of 108 i n  the case 
of small scale  uni ts  and 15% for medium 
large scale units of the fixed capi tal  
investment 

(3) I n m e  tax waived on 20% of the p ro f i t s  
for ten years 



Country 

Ireland 

Jamaica 

Jordan 

Liberia 

Mexico 

Nicaragua 

Panama 

Philippines 

L i s t  of Major Incentives 

(1) Exemption frun income tax and corporation 
tax unt i l  1990 

(2) Exemption £ran duty on i m p r t e d  materials 
(3 )  Non-repayable grants of up t o  35% of fixed 

asse t s - i d  100% of training costs;  rent 
reduction grants 
10  year exap t ion  £ran inccsne tax 
Relief of h p r t  duties on materials, 
machinery and equiplent 
Exemption fran i n m e  tax for  a limited 
period of time. 
Exemption of h p r t e d  materials and duty 
f ran  taxes and fees. 
Tax-free and duty-free importation of 
machinery, equipnent and supplies. 
Exemption £ran h p r t  and export duties. 
5' year exemption fran corporate incane tax. 
Assistance i n  obtaining loans and finance 
Exemption f ran import duties on materials 
and equipnent 
Wide variety of tax incentives depending 
on the location, type of product, 
proportion of goods exported and 
percentage of domestic value added. The 
combined incentive may bring a tax holiday 
t o  a maximum of 8 years 
A 10 - 20 year exemtion £ran corporate 
income tax, depnding on merits of each 
case 
Exemption f ran i n m e  tax on dividends for  
5 years 
Exemption f ran import duties 
Loans and export finance a t  preferential  
rates of interest  
Duty f r e e  imports of materials, machinery 
and s p r e  p r t s  
100% income tax exemption i n  f i r s t  3 years 
of operation, reducing gradually t o  50% 
Duty-free import of materials 
10 year complete tax holiday, with 
p s s i b l e  extension t o  15 years 
Exemption f ran import duties 
95% reductim i n  taxes for  5 years 
Eix f ree  and duty f r e e  importation of 
machinery, equipnent, and raw materials 
Exemption fran export tax 
Exemption from municipl  am3 provincial. 
taxes 
net  op ra t ing  l o s s  incurred i n  the  f i r s t  
5 years may be carried over a s  a deduction 



Philippines ( a n t )  

Republic of Korea 

Senegal 

S r i  Lanka 

Syria 

£ran taxable incane during the succeeding 
5 years 
Accelerated depreciation of fixed assets 

Additional deduction from taxable income 
of labor training, organizational and 
opra t ing  expmses 
Priority in the allocation of foreign 
exchange for the importation of 
merchandise, equipnent and r w materials 
Loans f ram financial inst i tut ions whose 
foreign loans are  guaranteed by the 
Government 
Exmption f ran import du t i e s  
Exemption f ran business tax on e x p r t  
earnings 
5 year exemption from income, corprate ,  
p ropr  ty, profit, dividend, property 
a q u i s i  t ion taxes. Subsequently, a tax 
reduction by 50% for the next 3 years 
Quipnent, raw materials, and seni- 
finished products are exempted f r m  a l l  
taxes and customs duties 
Exemption unti l  1999 of a l l  taxes on 
profits, registration production, Fatents 
and propr ty  
Duty-free imports of raJ materials, 
compnents, machinery and s p r e  m r t s  
!l3x holiday p r i o d  up t o  10 years 
After i n i t i a l  holiday, turnwer t a x  of 
2% on export sales 
Exenption fran import duties 
A free -arket i n  currencies (normally all 
currency deals have to be conducted 
through the State) 

Source: J. Currie. Investment: m e  Growins Role of _Fxport Processinq 
Zones, ?he Econanist Intelligence Unit Ltd., S p c i a l  Report No.64 

7 

(London, 1979) ; Kelleher, T. Handbook on Exmrt Free Zones 
(UNIDO/IOD.31) , July, 1976; UNCTAD, Incentives for Industrial 
Exwrts, (TD/B/C. 2/l84) , 1982. 



APPENDIX G 

Agodo, Oriey, "The Determinants of U.S. Private Manufacturing 
1 1  vestments i n  Africa", Journal of Jnternat-ional J2~siness  ,Studies 
(Winter, 1973) 

Castro, Judy S., 'The Bataan E x p r t  Processing Zonen, JXD-ARTEP (Sept., 
1982) 

Chen-Young, LA Study of l h x  Incentives i n  Jamaica", Mt iona l  Tax 
Journal 

Currie, ,lean, Jnvestment~ The Growinq Role of ExPort Processinq Zones, 
Ihe Econanist Intelligence Unit, Ltd., Landon (June 1979) 

D e V r i e s  and Goderez, "Export Processing Zones", Borld Bank gccasional 
Pawr SEC W8-612 (1978) 

BYuif, L and Pursell, G, "Criteria for  Policies t o  Promote Exprts",  
Finance and_ Develo~ment (Washington, D.C.) Vol. 13, No. 2 (June 
1976) 

El l is ,  Sally, Lord, Pecentrallzation of China's foreisn trade 
.structures, Georgia Journal of International and Compra t ive  Law, 

I1 (Summer 1981) 
Fitting, George, Exmrt Processinq Jones i n  Taiwan and the P e o ~ l e ' ~  

Rewblic of China, Asian Suivey, Vol. XXII, No. 8 (August, 1982) 
Frank, Isiah, Jj'oreian Enternrises in Develo~iw Countries, I;ondon: The 

Johns Hopkins University Press (1980). 
Germidis, D i m i t r i  (ed.), Jnternational Subcontractinu: EJew Form of 

Jnvestment 
Goderez, Carl, Industrial  Estate and Exmrt Processinq Zone Proiects, 

World Bank Staff Working Paper, unpublished 
Godercz, Carl, Exwrt Processing Zones ,LEPZs) -A stimulus &Q develo~inq 

modern smal l  medium size industries, unpublished, 1981 
Grubel, Herbert Go, The fieory of Free Economic Activity Zones", Simon 

Fraser University, ( m i m e c )  
Hamilton, Carl and Svensson, Lars E.O., Welfare Bf fects of a Dutv-Free 

' 
Jone, Ins t i tu te  for  International Economic Studies, Sweden 

1 1  (September, 1980) 
tlelleiner, GR, "Manufactured Exports fronl LDCs and MUltinational 

F i  nnsn , The Economic Journa~, Vol . 82 (197 3) 
Hindricks, H., "Tax Reform and Fiscal Harmonization: Guatemala" i n  D, 

Geithman (ed.) , Fiscal B l i c v  a Jndustr i a l i a t i o n  and pevelo~ment 
i n  J a t i n  America (1974) 

~ u ~ h e c  H. and Y. Seng (eds.) , Foreian Investment Ddust r ia l iza t ion  
in Sinsamre (Australian National University Press) 

I ~ n c e r ~ t i o n a l  Confederation of Free Trade Unions, 'Trade Unions and the 
Transnationals", Special Issue No. 3 - Export Processing Zones 
(1983) 

J International Labor Organization, Yearbook of W r  S t a t i s t i c s  (1980) 
Johnson, KG, "Panama as a Regional Financi.al Center: A Preliminary 

Analysis of Developnent Contributionn, Economic Develo~ment & 
&ltura l  Chanqg (January, 1976) 

Keesmj, Donald &, gorld Trade and O u t r u t  of Manufacturers: Structural  
n e n d ~  and Develo~ina Countries' _ExPorts, Staff working Paper No. 
216 (Jan., i979) , The World Bank 

Jgiw on made Union arid Becliation of Jabor Diswtes Invested by 
J?oreiuners, See Kei, Matson, 'The Working Class i n  the Masan Free 
Export Zone ", Japan-~sia Cuarterly Review (1978) 

Kelleher, T., ~ d b o o k  rn D m r t  Processinq Zones (UN~/IOD.31) (1976) 



Kim, Chan-Jin, "Policies t o  Attract Export-Or'ented Industries: The 
Case of Korean, an address t o  the OECD (June, 1981) 

Kreye, O., "Export Processing Zones i n  Developing Countries'', UNIDO 
Working P a p r s  On Structural Changes No. 1 9  (August, 1980), 
( UNIDO/ICIS. 1.7 6) 

McCarthy, Ian S., Bosting o f  f-Shore Banks: Costs and Benefits, 
Inter-national Monetary Fund (mano) (May, 1979) 

Mack, Toni, "Constructive Criticisnn, Forbes (May, 1985) 
Mayyar , Forciun Trade Rwimes and Economic pevelo~ment, National Bureau 

o t  Econanic Research (1975) 
Paine, S. and Kappagoda, m e  Balance of Pavments Adiustment Process: 

!$Jp= ExPerience of (1981) 
Rabusnka, Alvin T., Adam Smith i n  fi m a ,  Policy Review, Vol. 18 

(Fall ,  1981) 
Ramanayake, Dennis, The  Katunayake Investment Promoti on Zone", JTO-ARTEE 

(19 82) 
Reldel, James, "I?a&or Proprt ions,  Linkages and the  Open Developing 

Economyn, The Review of Jconomics Statistics (1976) 
Sharpston, Michael, _International Subcontractinq, Oxford Economic Paprs ,  New 

Series, Volume 27, Oxford University Press, 1975 
Singh, Rajinder, Qrsanization of Eimrt-Oriented Free Zones and Free Ports: 

A studv based on Shannon _(Ireland) . Basan 1Berxlblic of Korea) . and Honq 
Kons, UNIDO: Regional Export Working Group Meeting on Industrial Free 
Zones, (ID/WG.185/6) , Colcmbia, 1974 

StepEWK, James b, "Direct Investment i n  Chinan, The Chinese Business Beview 
(Sept ./Oct . 19 82) 

W A D ,  Export Processinq Zones i n  the Developinu Countries: Jmplications 
for  Trade and Industrialization Policies (TD/B/C.2/211) (January, 1983) - 

UNCTAD, International Subcontractins arransements in electronics between 
developed market economv countries develo~ina countries, 
'ID/B/C. 2/l44, Geneva, 1975 

W A D ,  The use of f r ee  zones a s g  means of e x l s a n d i n q d  diversifvinq 
e m r t s  of manufactures from the developins countries, CI'D/B/C.2/125, 
August, 1975 

UEkTAD, Export Policies i n  pevelopincr Countries: Some ascects of the exmrt- - 
r 

processinq zones in 'develo~inu countries, Trade and Developnent Board, 
Camnittee on Manufactures, ID/B/c. 2/l49, Geneva, June, 1975 

UNIDO, The Effectiveness of Jndustrial Bstates p v e l o ~ i n s  Countries, 
United Nations, New York, 1978 

UNICO, yrainins Worksho~s i n  Industrial  Free Zones a s  Jncentives Promote 
~ x w r t - ~ r i e n t e d  ~ndust r ies ,  Shannon, Ireland, March, 1972 

UNm, yorkirm Pacers qn ptuort  Processins Zones, ICIS.176, 1980 
Valdez, Ambassador Abelardo L, A Free Trade Zone Alons the  m.-Mexico 

Border: Modest Promsal Toward the Creation of a Bestern Bemisphere 
C o m n  Market, unpublished, 1981 - 

Wall, David, "Export Processing Zonesn, Journal of World Tra-e &g, Vol. 10,  
No. 5 (1976) - 



A.I.D. EVALUATION PUBLICATIONS 

The following reports have been issued in the A.I.D. Evaluaticn 
Publication series. Those documents with an identification 
code (e.g., PN-AAG-585) may be ordered in microfiche and paper 
copy. Please direct inquiries regarding orders to: 

Editor of ARDA, PPC/E-DIU 
Bureau for Program and Policy Coordination 
Agency for International Development 
Washington, D.C. 20523 
U.S.A. 

CROSS REFERENCE LIST BY SECTOR 

.?Cl?ICULTURAL RESEARCH 

Discussion Paper: 
No. 13: AID Experience in Agricultural Research: A Review of 

Project Evaluhti9ns (May 1982) PN-AAJ-611 

Impact Evaluations: 
No. 2: Kitale Maize: The Limits of Success (May 1980) 

PN-AAH-723 
No. 14: Central America: Small Farmer Cropping Systems 

(December 1980) PN-AAH-977 
No. 27: Korean Agricultural Research: The Integration of 

Research and Extension (January 1982) PN-AAJ-606 
No. 30: Guatemala: Development of ICTA and Its Impact on 

Agricultural Research and Farm Productivity (February 
1982) PN-AAJ-178 

N-0. 33: Food Grain Technology: Agricultural Research in Nepal 
(May 1982) PN-AAJ-614 

No. 34: Agricultural Research in Northeastern Thailand (May 
1982) PN-AAJ-615 

No. 44: West Africa Rice Research and Development (May 1983) -- - 
PN-AAL-012 

No. 48: Tunisia: The Wheat Development Program (October 1983) 
PN-AAL-022 - 

Evaluation Report: - 

No. 10: Strengthening the Agriculture Research Capacity of The 
Less Developed Countries: Lessons from AID Experience 

- (September 1983) PN-AAL-020 

EDUCATION 

Impact Evaluations: 
No. 19: U.S. Aid to Education in Nepal: A 20-Year Beginning 

- 

(May 1981) PN-AAJ-I68 
No. 23: Northern Nigeria Teacher Educational Project , S e p L .  - 

1981 ) PN-AAJ-176 - 
No.  25: Thailand: R u r a l  NonFormal kducation - The Mobile 

Trade Training Schools (October .!981) PN-AAJ-1.'71 



CROSS REFERENCE LIST BY SECTOR 

EDUCATION (con't) 

Impact Evaluations: 
No. 37: Radio Correspondence Education in Kenya (August 1982) 

PN-AAJ-520 
No. 38: A Low-Cost Alternative For Universal Primary Education,. 

In The Philippines (September 1982) PM-AAL-001 
No. 46: U.S. Aid to Education in Paraguay: The Rural 
Education Development Project (June 1983) PN-AAL-017 

Special Study: 
No. 5: Korean Elementary - Middle School Pilot Proiect 

(October 1981) PN-~A~-169 
- 

ENERGY [Rural Electrificationl 

Discussion Paper: 
No. 3: Rural Electrification: Linkages and Justifications 

Impact Evaluations: 
No. 15: The Philippines: Rural Electrification (December 

1980) PN-AAH-975 
No. 16: Bolivia: Rural Electrification (December 1980) 

PN-AAH-97 8 
No. 21: Ecuador: Rural Electrification (June 1981) PN-AAH-979 
No. 22: The Product is Progress: Rural Electrification in 

Costa Rica (October 1981) PN-AAJ-175 

[ Fuelwood] 

Special Study: 
- 
- 'NO. 1: The Socio-Economic Context of Fuelwood Use in Small - 

Rural Communities (August 1980) PN-AAH-747 

EVALUATION METHoDOLOGY/EVALUATION ISSUES 

- Manager's Guide to Data Collection (November 197-9) PN-AAH-434 

Discussion Papers: 
No. 8: Assessing the Impact of Development Projects on Women 

(May 1980) PN-AAH-725 
No. 9: The Impact of Irrigation on Development: Issues for a t 

Comprehensive Evaluation Study (October 1980) 
No. 10: A Review of Issues in Nutrition Program Evaluation 

(July 1981) PN-AAJ-174 
No. 12: Turning Private Voluntary Organizations Into 

Development Agencies; Questions for Evaluation (April 
1982) PN-AAJ-612 

Special Studl: 
No. 8: Toward A Health Project Evaluation Framework (June 

1982) PN-AAJ-619 
- -  - 

- 2 -  



FOOD AID 

CROSS REFERENCE LIST BY SECTOR 

Program Evaluation: 
No. 6: PL 480 Title 11: A Study of the Impact of A Food 

Assistance Program in the Philippines (August 1982) 
?N-AAJ-622 

Discussion Paper 
No. 15: Food Aid and Development: The Impact and Effectiveness 

of Bilateral PL 480 Title I-Type Assistance (December 
1982) PN-AAL-003 

Impact Evaluations: 
No. 8: Morocco: Food Aid and Nutrition Education (August 

1980) PN-AAH-851 
No, 39: Sri Lanka: The Impact Of PL 480 Title I Food 

Assistance PN-AAJ-623 
No. 45: PL 480 Title I: The Egyptian Case (June 1983) 

PN-AAL-015 
No. 47: The Impact of PL 480 Title I in Peru: Food Aid as an 

Effective Leveloprnent Resource (October 1983) PN-AAL-021 

Discussion Papers: 
No. 1: Reaching the Rural Poor: Indigenous Heall-h 

Practitioners Are There Already (March 1979) PN-AAG-685 
No. 10: A Review of Issues in Nutrition Program Evaluation 

(July 1981) PN-AAJ-174 

Impact Evaluations: 
No. 8: Morrocco: Food Aid and Nutrition Education (August 

1980) PN-AAH-851 
No. 9: Senegal: The Sine Saloum Rural Health Care Project 

(October 1980) PN-AAJ-008 
No. 36: Korea ~ealkh Demonstration Project (July 1982) 

PN-AAJ-621 

Special Studies: 
No. 2: Water Supply and Diarrhea: Guatemala Revisited (august 

1980) PN-AAJ-007 
No. 8: Toward-A Health Project Evaluation Framework ( ~ u n e  - 

1982) PN-AAJ-619 

INSTITUTION BUILDING 
-, 

Discussion Paper: 
No. 11: 'Effective Institution Building:, a Guide for Project ( I  

Designers and Project Managers Based on Lessons Learned 
From the AID Portfolio (March 1982) PN-AAJ-611 



CROSS REFERENCE LIST BY SECTOR 

INTEGRATED RURAL DEVELOPMENT 

Impact Evaluations: 
No. 28: Philippines: Bicol Integrated Area Development 

(January 1982) PN-AAJ-179 
No. 43: Egypt: The Egyptian American Rural Improvement 

Service, A Point Four Project, 1952-63 (April 1983) 
PN-AAL-011 

Special Study: 
No. 7: The Vicos Experiment: A Study Of The Impacts Of 

Cornell-Peru Project In A Highland Community (April 
PN-AAJ-616 

IRRIGATION 

Discussion Paper: 
No. 9: The Impact of Irriqation on Development: Issues 

comprehensive ~valuatiin Study (~ctobe; 1980) 

Imwact Evaluations: 

The 
1982) 

for a 

No. 4: Philippine Small Scale Irrigation (May 1980) PN-AAH-749 
No. 12: Korean Irrigation (December 1980) 
No. 29: Sederhana: Indonesia Small-Scale Irrigation (~ebruary 

1982) PN-AAJ-608 
No. 31: Sudan: The Rahad ~rrigation project (March 1982) 

PN-AAJ-610 
No. 35: The On-Farm Water Management Project in Pakistan (June 

1982) PN-AAJ-617 
No. 42: Bangladesh Small-Scale Irrigation (April 1983) 

PN-AAL-010 
No. 43: Egypt: The Egyptian American Rural Improvement 

Service, A Point Four Project, 1952-63 (April 1983) 
PN-AAL-011 

Program Evaluation: 
No. 8: Irrigation And AID'S Experience: A Consideration Based 

On Zvaluations (August 1983) PN-AAL-019 

LIVESTOCK DEVELOPMENT ' * 
1 

Discussion Paper: ----. - 
No. 6: The Sociology of Pastoralism and African Livestock 

Development (May 1979) PN-AAG-922 



CROSS REFERENCE LIST BY SECTOR 

LIVESTOCK DEVELOPMENT (conlt) 

Program Evaluation: 
No. 4: The Workshop on Pastoralism and African Livestock 

Development (June 1980) PN-AAH-238 

LOCAL GOVERNMENT 

Special Study: 
No. 17: Local Government Trends and Performance: Assessment 

of AID1s Involvement in Latin America November 1983 
(PN-AAL-023) 

POPULATION/FAMILY PLANNING 

Discussion Paper: 
No. 5: Study of Family Planning Program Effectiveness (~pril 

1979) PN-AAG-672 

Program Evaluations: 
No. 1: Family Planning Program Effectiveness: Report of a 

Workshop (December 1979) 
No. 2: A.I.D.'s Role in Indonesian Family Planning: A Case 

Study with General Lessons for Foreign Assistance (December 
1979) PN-AAH-425 

No. 3: Third Evaluation of the Thailand National Family 
Planning Program (February 1980) PN-AAH-006 

PRIVATE SECTOR 

Impact Evaluation: 
No. 41: Impact Evaluation of ~ousing Guaranty Programs In 

Panama (March 1983) PN-AAL-008 

Discussion Papers: ' 
No. 14: Private Sector: Ideas and Opportunities: A Review of 

Basic Concepts and Selected Experience (June 1982) 
PN-AAJ-618 

No. 16: The Private Sector, The Public Sector, And Donor 
Assistance In Economic Development: AniInterpretive Essay 
(March 1983) PN-AAL-007 B 

No. 18: Free Zones lni Developing Countries: Expanding 
Opportunities for the Private Sector November 1983 
(PN-AAL-024) 



CROSS REFERENCE LIST BY SECTOR 

PRIVATE SECTOR (con't) 

Special Studies: 
No. 4: The Social Impact of Agribusiness: A Case Study of 

ALCOSA in Guatemala (July 1981) PN-AAJ-172 
No. 6: The Economic Development of Korea: Sui Generis or 

Generic? (January 1982) PN-AAJ-177 
No. 9: Private Sector: Costa Rica (March 1983) PN-AAL-005 
No. 10: Private Sector: The Tortoise Walk: Public Policy And 

Private Activity In The Economic Development of Cameroon 
(March 1983) PN-AAL-004 

No. 11: The Private Sector And The Economic Development Of 
Malawi (March 1983) PN-AAL-006 

No. 12: Ventures In The Informal Sector, And How They Worked 
Out In Brazil (March 1983) PN-AAL-009 

No. 14: The Private Sector: The Regulation Of Rural Markets 
In Africa (June 1983) PN-AAL-014 

No. 15: The Private Sector: Ethnicity, Individual Initiative, 
And Economic Growth In An African Plural Society: The 
Bamileke of Cameroon (June 1983) PN-AAL-016 

No. 16: Private Sectcr Evaluation: The Dominican Republic 
(June 1983 ) PH-AAL-0 

PRIVATE VOLUNTARY ORGANIZATIONS 

Discussion Paper: 
No. 12: Turning Private Voluntary Organizations Into 

Dev,e.iopment Agencies;, ~uestions for Evaluation (April 
1982) PN-AAJ-612 

Impact Evaluations: 
No. 7: Effectiveness and Impact of the CARE/Sierra Leone Rural 

Penetration Roads projects (June 1980) PN-AAH-751 
No. 10: Tunisia: CARE water Projects (October 1980) 
No. 24: Peru: CARE OPG Water Health Services Project (October 

1981) PN-AAJ-176 

Special Study: 
No. 12: Ventures In the Informal Sector, And How They Worked 

Out.In Brazil (March 1983) PN-AAL-009 , ,  

\ ROADS 
- 

Discussion Papers: 
No. 2: New Directions Rural Roads (March 1979) PN-AGG-670 
No. 7: Socio-Economic and Environmental Impacts of Low-Volume 

Rural Roads -- A Review of the Literature (Febrauary 1980) 
PN-AAJ-135 



CROSS REFERENCE LIST BY SECTOR 

ROADS (con't) 

Program Evaluation: 
No. 5: Rural Roads Evaluation Summary Report (March 1982) 

Impact Evaluations: 
No. 1: Colombia: Small Farmer Market Access (~ecember 1979) 

PN-AAH-768 
No. 6: Impact of Rural Roads in Liberia (June 1980) PN-AAH-750 
No. 7: Effectiveness and Impact of the CARE/Sierra Leone 

Rural Penetration Roads Projects (June 1980) PN-AAH-751 
No. 11: Jamaica Feeder Roads: An Evaluation (November 1980) 
No. 13: Rural Roads in Thailand (December 1980) PN-AAH-970 
No. 17: Honduras Rural Roads: Old Directions and New (January 

1981) PN-AAH-971 
No. 18: Phili~pines Rural Roads I and 11 (March 1981) 

PN-AAH-973 
No. 26: Kenya: Rural Roads (January 1982) PN-AAH-972 

SMALL-SCALE ENTERPRISE 

Impact Evaluation: 
No. 40: Assisting Small Business In Francophone Africa 

Entente Fund African Enterprises Program (December 
PN-AAL-002 

-- The 
1982) 

Special Study: 
No. 13: The Evaluation of Small Enterprise Programs And 

Projects: Issues in Business And Community Development 
(June 1983) PN-AAL-013 

WATER 

  is cuss ion Paper: 
No. 4: Policy Directions for Rural Water Supply in Developing - 

Countries (April 1979) PN-AAG-691 
- 

Program Evaluation: 
No. 7: Community Water Supply in Developing Countries: 

, , Lessons from Experience (September 1982) PN-AAJ-624 

Impact ~valuations: 
No. 3: The Potable Water Project in Rural Thailand ( ~ a y  1980) 

PN-AAH-850 
No. 5: Kenya Rural Water Supply: Program, Progress, Prospects 

(June 1980) PN-AAH-724 
No. 10: Tunisia: CARE Water Projects (October 1980) 
No. 20: Korean Potable Water System Project: Lessons from 

Experience (May 1981) PN-AAJ-170 
I 



CROSS REFERENCE LIST BY SECTOR 

WATER (con't) 

Impact Evaluations: 
No. 24: Peru: CARE OPG Water Health Services Poject (October 

1981) PN-AAJ-176 
No. 32: Panama: Rural Water (May 1982) PN-AhJ-609 

- SMALL-SCALE ENTERPRISE - (con't) 
Special Studies: 
No. 2: Water Supply and Diarrhea: Guatemala Revisited (August 

- 1980) PN-AAH-747 
No. 3: Rural Water Projects in Tanzania: Technical, Social, 

and Administrative Issues (Noember 1980) PN-AAH-974 

WOMEN IN DEVELOPMENT 

Discussion Paper: 
No. 8: Assessing the Impact of Development Projects on Women 

- (May 1980) PN-AAH-725 

COUNTRY PROGRAM STUDIES 

Evaluation Report: - - 
No. 9: U.S. Ais to Zimbabwe: An Evaluation (August 1983) 

CROSS REFERENCE LIST BY PUBLICATION SERIES 

Impact Evaluations - 

- 
Discussion Papers 

I - 

1, 2, 3, 4 ,  5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18 

Evaluation Reports 


