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Puipose of Papern - o I

1.1 1tn this puper, 1 am to deal with various aspects of investment
 promotion incentives, of which there are many types; Rather than
attempt to look at. each lncentive in turn, in {ts various aspects.

C I owild approach the subject under five main headings following

this
! iancductidn.
‘?  Industrial free zones, and thcir pnrt in 1nduatr1a1 deVQlopment;
3 Investment incentives in gonerdl, .
4 ‘The cost of incentiVes, financial and soﬁial, fbf free zZohes; i
-5 Some policy questions; énd, finally, the possibilities for .
6 Harmonization and co-ordination of incentives

1.2 out of all this, I would hope to give the Seminar some data, together
‘with some views from personal experience;. but, principally, an over-
view of the key guestions rclated to incentives which must be asked,
" even Lhough there may be no final answers ‘ « p

3

? INDUSTRIAL FREE VONFS

Objectives

2.1 The industrial free zones with which we are concerned are zones designed
to promole export mapufacturing, principally through the attraction of .
overseas investment. They arce not designed to facilitate imports to
the home market nor to provide special facilities to manufacture for
sale on the home market. They do not interfere, therefore, with the
development of non-free zone industry in the country concerned, whoether
that industry is serving the home market or, like free zone imlustry,
is expoxting to wot)d markels, Thozr gcnerally accopted objocLivos

are !
- to provide employment; . ‘ o o ' o
- to increase oxports and foreign exchange earnings;

- to bring the technologices, techniques and skills roquircﬁ for

modern industrioal developmoent.

That they can very successfully achieve these objectives haslbccn widely
“demonstrated. ' '
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2.2

2.3

There is another type of free zone, whose purpose is to facilitate

the movement of goods between countries, Its buildings are warehouses,
not factories. Such frec zones have a legitimate purpose, They can.
contribute some employment and foreign exchange, carn revenue for

the zone authority and, possibly, provide a service for manufacturing.,
But the returns are much less than those from export manufacturing.
And, if misused, they can operate against the development of manufact-
uring industry by facilitating imports.

Though warehousing zones are not the concern of this Seminar, we must
recognise that the same zone can be, and sometimes is, used for both
warehousing and manufacturing. Because the two uses do not march well
together, and because warechouses can be relatively wasteful of valuable
resources like land serviced for industry, warehousing operations in
common zones should be severely limited. Ideally, general warehousing
should be provided for separately in non-manufacturing zones, and the

15 warehousing in-manufacturing zones limited to that needed to service

industry.

Special Characterdistics o4 Free Iones

2.4

2.5

2.6

The objectives quoted for industrial free zones can, it is true, be
achieved by promoting the development of exporting industry, including

by attracting overseas investment, irrespective of wheéther such industry
is located in free zones or anywhere else in the country concerned. In
‘thinking about promoting industrial development, therefore, we must look
first at the question - why free zones at all ? Then, in discussing the
general question of industrial promotion incentives, we can examine what

considerations may apply specifically to free zones.
*

The first characteristic peculiar to the frec zone is, of course, 1taA
freedom; freedom from customs control or at least from the degree of
control necessary elsewhere. Materials can be imported to the zone,

, processed, and exported without pavyment of duties and with minimum
:documentatzon. This freedom is obviously attractive to the investor

and is the major sPeclal promotion incentive associated with free zones.
(Freedom to import doeés 'not, of course, extend to goods prohibited by

. law, such as arms and drugs; and machinery for use in zones may or

may not be subject to duty).

It 15 possible to hava a system of import and export licences which will
enable a manufacturer anywhere in the country to import materials,
process them, and export them free of duty. Or, by a system of bonding
and customs supervision, we could make any factory the equivalent of a
free zone.so far as customs are concerncd. But such systems have two
immediate disadvantagos as compared with' free zones. First, they call
for considerable paper-work:- and supcrvision and necessarily involve
bureaucratic administration to a degree which can discourage the
potential investor. Sccond, potential investors will have a good
knowledge of hiow free zones in general operatce and of what they can
offor and will, therefore, know what to cxpect. The non-free zone
location, particularly in a country where there is little experience

of forcign investment in manufacturing, will involve a greater risk of
the unknown; and it has becn well said that “businessmen hate surprises®.
Sg a free zone location, c¢ertalnlv in a countrv in the earlv stages of
attracting manufacturing investment, will undoubtedly provide a greater
incentive,

it b ehando o B - B

e

bt Sl L 3



http:invest.or
http:industri.ul

-3 -

0then Chanactendistics Associated with Free Zones

2.7

2.8

2,9

2.10

Further to this, once you have decided on a free zone development
certain things follow., First, the zone must be a clearly separartcd,
legally~defined, area within a customs boundary. A legally-defined
restricted area can, in itself, attract investment because its very
existence demonstrates to the potential investor a national intention
to attract him and to provide specially for his requirements. It
says, in a very concrete way, "here you are welcome”. And it can
say this even though the general national stance may be less than
fully committed to attracting foreign investment. In addition, once
the zone is defined in law, it enables the Governmcnt to provide
incentives within it which may differ from those generally available
in the country. It gives the Government greater flexibility.

A free zone must have two characteristics which non-free zone locations

. may or may not have. First, it must be located and planned to facil-

itate the movement of goods to world markets - hence, it must be at,
or near, or have excellent communications with, a port or airport.
And it must be an area planned to cater for manufacturing industry -
it must, in fact, be a well-planned industrial estate. The potential
investor will expect to find these characteristics in a free zone,

The fact that a free zone must be a well-planned industrial estate may
be of special significance to a country in the early stages of indust-
rial development and hence having an iqadequate general infrastructure
for industry. To attract industry at all, it must be able to offer
basic services, such as power, water and tclephones. It must have
reasonakle commercial facilities, like banking, insurance, hardware

Aand office supplies. And it should, wherever possible, have mors

than this ~ central training, recruitment services, general advisory
services and so on. It is obviously easier and cheaper to make all
these provisions in a restricted area; and the fact that the frezo
zone is a very special area enables the provisions to he made without
creating a demand for the same facilities on a nationwide basis. &ll
these provisions can be seen as investment promotion incentives, and
they can be provided more cheaply and morc guickly in the context of
free zonns. Further, the zone's concentration of industry

will facilitate the establishment of the many commercial services,

“including maintenance, on which industrial development depends.

So we can see that the existence of a free zone ig, in itself, a
strong promotional incentive. It can (and this may desirably be the
typical situation in industrially developing countries) have further
incentives attaching to it grecater than those applying generally in
the country; but phasing subsequently into conformity with the
nationwide system of incentives as industrialization progresses,

And it can assist in the wider process of industrialization by acting
as a show-case, or. shop-window, of successful development.

Free zones have advantages other than promotional ones, In particular,
a free zone which is properly locatcd and ic planned in relation to
its surroundings can bce a "pole of growth”, an industrial nucleus for
the devclopment of a region. Because it must have good communications
and should have nearby hotel and recreational facilities, it can often
be effectively related to tourism developmenl in a comprehensive plan.
Such considerations make it clear that it would be wrong to consider
and plan free zones merely as a means of promoting investment., While
promoting investment is our present concern, we should recegnise that
zones should not bLe considered in isolation, but rather as onc special
means ci prouoting dcvelopment, which can be particularly valuable in
the earlv vears: and as a powerful tool in regional dovelopment.



http:conforml.ty
http:separar.cd

, ?.72 ?rom our xpetiencc'in Shannon ‘of deVeloping the free zone idea and
: »géin assiating ‘in Ats application in many ‘countries, we are satisfied
. ‘that it'can, if .properly implemented, make a valuable contribution
.« towards the achievvmvnt of the objectives of the. Limdwveulatation
. and . Plan of ‘A¢tlon .on Industrial DcvnlopmtnL and Co-operation,
ndoptad at Lhe Second Gencral Gonferencc of UNIDO iu Mdrch, 1975

“The wamotwnaf Aqencc; j I o
. « g <o o . ~ ""A
\ 2 13 A‘final iﬂtroductory pa:nt.? In tkis paper I am concurned with : Lo
ok ﬂiffareut types pf dncentlves and with their’ advantagoes, disadvanLngeq
xanﬁ cos;s, ‘rather than with the bus inasn of poersuading the ‘potential
’invEstor to: take advnnhag~ ‘of them. . But lest thore be.any doubt
<abqpt the 1mportancv ‘of the latter, of. bcing able to scll’ viqorouuly.
1 ; ‘avthoritivcly and deal with all enquirics’ and propoaalﬁ
:nxpudttigusiy and :with standards matching the ‘bust comwmerical .
\Vrﬂcticu, et me bﬁy aL Lhis qtagc, tha! if I had thwvrvaponsibility

3 ~rat V;ghan hdvc much gronter 1ncentives at the diSposal
ofwa pcgr orqqnnsaftan. 1 know that tois possible to xiée a 'one-

whoolod bicycle,’ hut I would hate o Have ‘to. learn to do 1t in city
Iﬂfiic"zﬁnd thaL is what wou!d be involvad. in the clamorous

; ;3he grcatcbt ‘ inve
'B Ior each posaiblo 1ocatian ;_» "

nc nLiyu, are. availu}

Cansessmne ~nt v
Wragcs wilJ bc “p}ubca"

aéﬂtar‘a‘ poaszblc. ‘
thn di fmdv..mi:ag

al? aﬁvantaqos‘ur dinndvauraqo wnuid includc gnograph]ral TR
Joeatinn rclatud Lo mqtor:a]n al markvt;, mlinkuic uondltionu, 1ahuur»
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availability and labour rates, language, and political stability.
Recent history, or rather the interpretation of recent history

in the business press and in the media generally, will be highly
relevant not only to the question of stability - a first require-
ment for the investor - but to rates of inflation, incidence of
strikes and other factors bearing on the conditions to be expected
in the future.

3.5 While there may be little or nothing we can do to change such
"natural® conditions, we can do much through press and promotional
work to ensure that they are not misinterpreted to our disadvantage.
We cannot change the high rainfall in Ireland but we can point to
the adequate water supply for industry that results from it. We
cannot alter the rate of inflation over the past five vears but we
can point out that it has fallen greetly in the current year. We
cannot change labour availability but we can get the ‘precisc facts

. about it (numbers - male and female, skxllQ, education, rates, legal
and traditional holidays, fringe benefits, and so on) which will be
of immense value to promotion ~ and in planning.

3.6 The industrialist will study very carefully legislation, treaties,
and trade agreements relative to his investment. Ireland, a country.
of three million people in the North Atlantic, is one thing; Ireland,
a member of the European Economic Community with access to its markets
of over 250 million people, is quite another thing. To the export
manufacturer, trade agreements are crucial. To the investor, legis-
lation which will enable him to repatriate profits and capital is
crucial., He will, of course, be ccncerned with the legislation of
his own country as well as with that of the host country. Freedom
from taxation in the host country, for example, will be of little
value if the profits which he makes are fully taxed at home. We
cannot change the laws of the investor's country, but we can care-
fully assess what room for manceuvre they give us in tailoring our
programfics; .and we can direct our promotion towards countries
whose legislation is favourable.

3.7 A disincentive in many developing countries with severe foreign
exchange problems is their necd to have a multiplicity of exchange
rates: an official rate for comamercial transation., a concession
rate for tourists, and possibly others, If a potential investor,
already worried by these complications, is required to make his
initial investment at the official rate but can dget no guarantee
that he will be able to get the same rate in remitting profits or
repatriating capital, that will be a very strong disincentive indeed.
It could be a lot cheaper to give the necessary guarantees than to
attempt to compensate by offering another type of incentive.

3.8 It will be a positive advantage to have acceptable international
arbitration procedures for the settlement of business and investment
disputes: for example, if a country is a member of the World Bank
International Centre for the Settlement of Investment Disputes.

And a country in which OPIC, the US Ovecrseas Private Investment
Corporation, operates programmes of investment insurance will have
an edge in the US investment market.

AMtl{deial Incentives

3,9 fThe third type of advantage which a location can offer is that
deliberately provided as an “artificial® incentive., I have sct out
current practice in an Appendix to this paper which summarises the
incentives available in frec zones around the world. Thcy are
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3.10

j~£roadly'of«£our kinds4:

- {a) ;tax concessions;
(b} ‘building and site facllities,
‘{e}  cash grants;

{d). other types.bf~assistance. . S

zwhen we consider all of the factors which the potential invastor
_.'should take into -account and the many unknowns involved, it is
. clear that he has no easy decision to make. It will be impossible
for him to fully. evaluate and compare alternatives in cost terms.,

. There will be no clear arithmetical solution to his ‘problem. In

"this situation he is very likely to base his decision largely on

how others have fared in the locations concerned. Or, if some

_other f£irm of high business standing announces its intention of

‘locating in a particular free zone, he may well accept this as an
--indicator that he should follow suit. So that the free zone which
o 'has gtill to attract its first investors is at a serious commercial
disadvantage and must compensate for this by making a better affer

'ﬁ‘ot promoting itseli better, or both.

R

\fSeccndly, when‘many fgctors in a decision are not fully quantiflable,
" ‘the relatively imponderable assumes greater importance. = Investors

‘”,are ‘human and are influenced by emotion and intuition., Wé cannot '
- f‘_,ccntxol 21l factozs which might attract or repel him, from the.
”;i;treatment he gets. at his hotel to the peoplc he mects in the street;

but & major influencing factor is’ fcrtunately within our control.

Vj:That is, the relationship which he establishes with the people in
" the promoting agency, his feelings towards them and, in particular,

- his feelipgs as to whether they would be good people with whom to

do business,’ chce, the vital importance of the agency and itS

.’staff £rum its reception desk to its boardroom,

&

;f'Ih 311 thxs, Qé must have in mind the type of investor likely to be

o attracted to free zones. He could either be a large multinational,

pr a relatlvely small industrialist enterxng on his first manufact~

vff,euring venture. The Yatter accounts for much, and possibly most, of
' fexisting lnvestment in free zones; and it is reasonable to assume

Vﬁ ?7a:th1s pattern will contxnue. And we should take account of it in
... 'our marketing strategy. ‘but probably making a special effort to

.‘Q‘attxact one or two multinationals in the early stages. The smaller
© - investor will assume, rightly, that their decision is- based on -
R thorough and objecnlvé study. But for even the biggest fxrms, the

o human factor, the. intuitions of one or two key executives, ‘can. do

" much to’ shape the final decision. And, in ecither case, it is clear

'Athat the more simple and stralghtforward the system of incentives

S, the,better.

N

THE COST OP INCFNTIVES

Same Ineevtxveé not Cha&qoab&e Aqaxnbt Free Zonaé

. ‘ff 

‘We need be concerned only with the cost of "artificxal“ incentives

ijpecichdlly designed to attract export manufacturan to free zones,
"Tha cost of other "natural® or legislative advantages are not

properly chargeable against free zone davelopment. ‘A few examples

h may help clarify this.

#

Lo,
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4.2 A trade agreement, for example, which gives our exports preference
in another country will give their exports preference in our
country. It should help cxpand our exports and create new
exporting industry but, at the samc time, it may damage, through
new imports, cxisting protected home market industry. The assess-
ment of the balance of advantage is a matter for the national
Government. Ireland had to carry out this exercise several times,
most notably in an Anglo-Irish Trade Agreement and in considering
membership of the EEC. The main lesson which we learned was that
a country with a limited home market could not continue to develop -
industrially through the protection of import-substituting industry;

©exports were essential and could only be gained by opening up trade.
There. were -~ and arc -~ costs in terms of jobs lost in traditional
industry during the difficult period of transition, HWe are satisfied
that the benefits outweigh the costs and will do so on an increasing
‘scale. What the vosts were = even if 1 were able to give them in
detail -~ would he of little interest, as the right conditions of
trade and the couts of achicving them will be as varied as there
are different countrics, Such trade agrecnents are partly a matter
of economic asscssment, partly a matter of bargaining, and largely
a matter of national self-confidence.

4,3 ' similarly, a low ratc of cost-inflation will attract investment,
Achieving it will have social costs such as restraints on income
increases aud national policies of control which may mean doing
without otherwise very desirable things., But a country does not
take such action simply to attract investment; it does so to
achiove sustained growth in the national economy and because the
benefits in the long term will outweigh the short-term social
costs. ‘

4,4 0r, the development of exporting industry may create new pressures
for thc émpruvement of the national telephone system. But any such
improvements will be in the general national interest. At most,
those ports cof the systoems specifically related to free zones should
be tharged against thom. ‘ -

4,5 These examples illustrate the general point that, even though such
things can properly be scen as part of the national package of
advantages to be promoted, they should not be taken into the
costing of free zone incentives. But where incentives are apecif-
ically designed for free zones, their costs are properly chargeable,
We will go on to lovk at these costs before looking at some gencral
pelicy questions related to the incentives,

The Cost v4 Tax Conceasduns

4.6 - The most important concession, offcred by over BOu of cxisting zones,
is complete or partial examption from tax of profits from exporting
for periods of up to twenty years. Associated with this may be
deferred depreciation of asscts, which can cffectively extond the

) period of the tax holiday; investment allowdncoes which inflate the
value of an assct to be claimed against tax; and other spoecial
arrangements. '

4.7 To the oxtont that tax holidays attract investments which would not
otherwise bo wade, their cost is nil;  the profits on which we forego
tax would not oxist at all if wo had not offered the concasgion.  Bub
to the extent that tax holidays extend to existing profits, or profits
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which would have in any casc been mode, there is a real cost. in
“the "free zone situat ion, whore the concession 1s restricted to
the froee zone and operates from jts commencoment, there are .no
existing profits so no new or additional cost can arise

It dould, howeover, be argued that if a lesser concession would have
been sufffeient to attract the (-quirvd investment, the difference
‘between that and the actual concession should be regard as a cont.,
The difficulty is to know whether, and to what extent, a legsser
concession ‘would have been adequdte.  Presmiably, §if the concoession
o brought a nubstantially greater than Loqujn‘d ro&«pon.m in terms of
S ‘ 1nvem mint, 3§ could bo assumed Lo be over-gencrous, - But in this -
Cevent the practical answer would bhoe to reduce the convession for
‘ful ure investors, thus reducing the flow of. investmoent., S0, in
prat.tir-n, it seoms. reasonable Lo assume that the cont of such
‘tax (‘mu,w"dou i i s nil}. .

»":‘here wijl, howoever, be positive bonefits - cash bonefits to thoe
_oconomy b we ]l as the social apd Lovhno]oqicul bonvi its, Thoso
cash bouufn, wil} inclinde : : o

-~ 'taxos, paid by t*mp}oyvvs;

- savﬁng'—‘. on unvmp]aymenf benefd Laa

e ‘»yinda rect taxes on goodds. and services bought by the industry ox
--'it;s msjﬂoyeg:s; '

~ and the maltiplicr effect of both primory employment. and hiqhnr
1nt.c»nc-.,, whjch wil} f urt hc'r !ncreaw Uw above roturn,,.

Such t'zmh bvm\fjtm aro fairly wiany to cs:t;jmate but the estimate can
only be wade in respect of the specific conditions of a particular

bouqt‘r-y .

s W s

UL Budl l('lund Qt it '“.Q,‘L"“ cé

L I I The ;gcrmravl fnfrastracture which provides the froe zone environment,
b i -and _prepared sites and buildings. for lease arce all valvable Incentives,
' ~Thely cost, lony-term, need only be considered as an incentive eost
o’ the extont that it is not recovered in rents and in charyes for
. jborvion.,. But. 1hoy will bo very xol«-vant to our initial C‘dp“.d} ,
: ‘frequirwmn(... S . ‘

4.9 Infr_ai:t roctural costs for froe zones will vary widely dvpmldint} -on
© o their locotdons (c.q. whether near a city), oxisting i.xmlitiu
c{esg. roads, water, power) and the nature of their terrain.  For "
’ ,”‘examplr, in the Bataon zone in the Phillipines, which is Jocated
“in a relatively dselated area with inadequate physical scervices,

- \Oxpond ture for ahool 400 heclares was $60m up Lo June, 1‘)7 3y witls
o Futthey expenditure since then, AL Shannon (81 lwc*(m"w) and Matan
{94 hectaren) the oot oi m\utv. and site dvvo]n;mwnl was aboul

$10m 3;: vach («:'m
. L h !
4,10 A5 costs depend entirely on loeal clrcumstances, any gonerpl concluse
B - Yong cms.l'd be mistedding,  Within Britain, for example, site develop-
ment cost e are knovm be vary by as aoch aa 5,000%0, But, for what {1
is wortl, site development costs in Britain and Iroland toend to o
around 20,000 per adre or something over $%0,000 per hectare, We may
be able 1o dmw ol the expericuce of participants for other examples.

"g‘h”’ Phe cost of huiminq*’ will alao vary greatldy. AL Shannon, - the”
current. cost of huiidjmj reptable factorics of high stindard is

e T R . Ep—
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approximately $165 per sq meter.

Cash Grants

4.12

4.14

These are the incentives with the most clearly visible costs.
They are normally given to ‘reduce the cost to the investor of
specific requirements - buildings, machinery, or training., Or
they can be related to jobs provided as payroll subsidies. Or
they can combine both these approaches - for example, by making
the amount of cash grants given towards fixed assets dependent on
the number of jobs to be provided. -

At present, such payments are confined ~ with the exception of

Singapore - to European locations. Grants in Ireland compare
favourably with those elsewhere in Europe. The most recent figures
there show that in 1976 projects were approved which involved a
total of 18,000 jobs. Total fixed asset- investment in these will
be $323m, towards which the State has committed grants of $117m -
about 36% of the total fixed asset investment and $6,500 per job
approved.

All of this, with the prcbable exception of portion of the cost of
grants towards training (which might otherwise, in any case, have
had to be paid for by the State) must be seen as a direct cost of
attracting industrial investment and generating industrial employ-
ment,

Other Types 04 Assdistance

4.15

A particularly valuable incentive in attracting foreign investment -
and, indeed, in the development of indigenous industry - is the
availability of industrial advisory services. These can range

over a very wide spectrum. They may extend through Export Promotion
Boards to advice on export markets and to market research; and
through technological institutes to advice on materials, processes
and products. Such services will be on a nationwide scale and it

is common to charge for much of the advice given, certainly where
this involves carrying out specific research for the firm concerned.

The availability of national services will determine the extent to
which the free zone authority will have to itself offer advisory
services. At a minimum, it would call for the employment of one
or two officers whose main task would be to keep industries informed
about where advice can be obtained. It will probably include also
immediate advice on matters of special concern to an industrialist
operating in what is for him a strange environment -~ such matters
as labour legislation, recruitment and training, procurement of
materials, and customs and shipping matters. This advice will be
free, and its cost will be the salaries and overheads of those
employed for the purpose., It should be modest in total and woqld,
be seen as part of the general costs of the promotional agency
rather than as a separate incentive.

In this connection, we must remember that the satisfied industrialist
is the best advertisement we can have. 1If he has experienced helpful
advice and information, ne will often want to reciprocate by giving
us advice and help in attracting more industry. In addition,
advisory contacts can cncourage him to expand, to raise the level

of technoloyy in his factory, and to reduce the impert content of

his products by sourcing more materials locally.

S
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' " Social Costs

-0 -

4.18.

4,19

- 4.2Q‘

1

: Are there socjal costs as distinct from financial costs which
should be considered ?  Undoubtedly, there are but I know of no

waonf‘qugntify;ng them,

Industry itself is scen, by some, as a necessary aevil., It forcés~
us to conform with the clock rather than with the sun, Where it

‘fcalls for = shift-work, it can involve severe strains on family and

V,social life.ﬂ Industrial cmployment may not Lo ideal, but fow of
us would profer the probable alternative of being unemployed,

. Even thv most unpleasant factories have many pcople seeking jobs

~1n:thom. ‘And with the protection afforded by trade unions, with
improvwd working conditions, and with the greater concern of

‘~;indu&try for human welfare (even though the motivation for this

‘may be higher productivity rather than social responsibility)
uindustxy can now provide its own deszrablc social cl:mato,

{J&nuther obviana potnntiul soclal cost of industry is that of
“:poliutinn, It could be an economic cost too if it adversely
., affected other cconomic activities such as tourism, agriculture,

oL fishing. The’extant to which pollution is a danger depends
on the type of industry and on the controls imposed on it. 1In
the typical free zone, with light to medium industry, the danger
~should be ‘minimum. But the necosaary controls should be operated
Btringently.‘ If we gain one projoct hy neglecting them, we may

,‘«}losc many more,

Mz

O VR

;?2 _

Light 1nduatry, bacausc it is often femu]c~employzng, can have’

g adverua soCLal eonsequences Lhraugh providing jobs  for women while

“men romain unumplcyed. This deponds, to an extent, on the relativ-
ity botween male and female wages. How serious its social c[ftcts
cculd hc depond.. of course, on existing social patterns and of
pahtcrnb bf exig Ling cnployment. Bach free zone must decide on
“4ts own policy in this regard and imploment it in terms of the
prnjccts which jt apptcves for ostubllnhmcnt.~ A

Low wagc Ieve]r are a magur attraciion in masL doveloping countr:oq.‘

But any sugge tion that free zones are areas where low-cost labqur
may ha cxploitvd would he hocidlly disastrous. So we must have
the" iﬂLCﬂLiQN,‘WhiIO making use of oxisting conditions, to. Bteaﬁily
imprava thoem, . One way to improve wage levels is tg raisd skill.
1ev¢1s; hﬂnvn' -he impor{dnve of planncd provision for Lruining.
~And anorhvr ﬁafvguard aqainbt excessive soclal costs is in respons-
~ ible trade unlon activity. In Irﬂ]and, it is a condition of gocopt-
Jancd of ‘any dndustrial project that it must rccognise the riqht of
workcrbwtq bc mvmbexq of, qnd :Ppro‘enivd by, trade unions. .

Thc hncial cnnnuqunncvs of introdueing induutry in a non«indugtrial '

area are many but thore in probably little merit in pursuing thom
~further. They are unquantlfzab]e as are the social consoeguences
of,faikgxl to ifdustrialize. These latter could be grave indecd
cdn o world dn’ which prasprrity depends to such d large extent on
eompuixtlv« pruduclec enterprisc; ‘and where wo:k 35 natural to

* the hiuwwan condition, unemployment can be the grvdtest soczal evil

vf nll., O > o .

'

&
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SOME POLICY QUESTIONS

5.1

There are some very interesting and fundamental questions in regard
to policy on incentives and the uperation and merits of different
types of incentives. Probably there is no one right answer to
these questions, if only because the answers must depend on each
country's resources, nceds and national policies. And, even in
the case of a particular country where all these are known, it
would be rash to pretend that there is one “right" answer: what
is "right" remains very much a matter of human judgement. But,
if investment is to be attracted, we must have clear, unambiguous
and positive investment policies. Once we have them established
and in operation, experience will show whether they should be
changed. This raises the general question of flexibility in
regard to incentives and there are at least three aspects of

flgxibility which we should consider.

Aspects of "Flexibility"

5.2

5.3

5.4

5.5

Pirst is flexibility to change a regime of incentives. I£, in 1977,
we offer investors ten years of full tax remission on profits from

© export manufacturing, plus low cost buildings, plus cash grants

towards training: for how long must we keep this offer open ? The
answer certainly is not "indefinitely". If that offer fails to
produce the requisite flow of investment, we may want to improve it;
if it produces rather more than we are geared to absorb, we may want
to reduce it, At the same time, to change what we offer too frequently
would disrupt promotion and could even make our brochures out-of-date
by the time they were prepared and printed. The market for investment
needs time to get to know and assess the wares we have to offer, Seo,
while we need flexibility, we need a reasonable time-lag between
changes. What that should be is a matter for judgement and common
sense ~ there are no rules.

Another aspect of flexibility is flexibility in negotiations ~ the
flexibility to offer more for a project which we sce as particularly

‘desirable or to offer more where we sece a need to go one better than .

the competition. Related to individual projects, the more flexibility
we have the better. But related to gencral promotion, our ability
to generate interest amongst investors is much greater where we have
a clear and fixed regime of incentives, The international manufact-
urer considering production locations will usually have a wide range
of options before him ~ too wide to enable him to negotiate with
several countries, or agencies, before balancing out the relative
advantaces of each., He will tend to docide, on the basis of desk
research, on a few possibilities which he sees as worth examining

in depth., If our bait is in terms of what we might possibly give -
subject to negotiations = he is likely to pass it by for bait which
tells him pos 1t1voly - "you will get so-and-so®.

Possibly a compromise is best and this is, in fact, what we have opted
for in Ireland. 'Tax concessions are fixed. In regard to cash grants
we say "you will get so-and-so and, if you meet additional desirable
criteria, you can get up to so-and-soc on top of that".

There is another aspect of flexibility which, in principle, should
not exist at all; but which, in practice, may become a real issue.
That is, once we have determined and agreed the condltlons undor
which a p*u;cct establishes, should it be possible to change them
subscquently ?  Suppose, in 1977, we offer, and the firm concerned
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-accepts, ten yearfs full tax remission on profits earned from

exports. Suppose, in 1982, that firm is making a profit large

enough to become a matter of public comment. Should we then see
flexibility as extending to saying to that firm "we gave you tco
.much in our initial negotiations - the time has come to re-negotiate“?

The Irish view on this is very clear. Once a contract is made, it
is ‘binding: and even if it proves to be less to our’ advantage than
we anticipated, we will stick to it. ' Contracts once made dre seen
to be inf]exxbly binding on both partiee, This is not merely a
moral stance. We must anticipate that any unilaterally imposed
changas in the conditions of existing contracts would gravely
‘damage our ability to negotiate the new investment contracts whlch
we still so badly need

But the Harvard Business Review of January/February, 19?? carrxes
an article entitled "Negotiating with Third World quernments"
which seems to ‘see re-negotiation of contracts as likely rather
than otherwise. And it could be said: if investors expect re-
negotiation, why not enter into it when it suits us to do so ?

. Contracts negotiated under one Government may‘be pclitically'

iunacceptable to its.successor and, for this reason alone, some

re-negotiation mxght be seen as inescapable.

’ b
i
[

\ Léaviné“asidé ahy moral issues that might arise, it would prébébly

be prudent to consider re-negotidtion (if at all) only for very

large and very specidl‘projects ~ for example, major mining

f:’operatxans or major industries oriented towards the home market.
- ‘Free zones, and general: ‘industrial ‘development such as we have

af”lexperxenced in Ireland, depends not on these very special projects
"but’ on a very large number of relatively small investments, And

. the industries which would make such investments would simply not

‘, ;be interested in a situation in which the terms of a contract nght
“1subsequently be unilaterally changed. ‘

: f ;,Leugft

&ﬁ I;iﬁe}@;téi;eé

V»g5;9.f

. the biggest single question facing any country seceking to attract.

§o much fcr;certain aspecté of flexibiliéy in'incentiVeg. Probably

-industrial investment is that of the general level of incent1Ves.
_ ~ How much should wé give in terms of years of tax remlsslon, “exchange
. guarantees, cash grants, or other inducements ? One theory of
,-;ncentxvcs is that they should be suffxcxent to counterbalance : b

-any natural dlsadvantages of a locatlon - hzgh transport costs .to

f~markets,ifor example. But, even if we could calculate this amount
- in financial terms for one pro;ect, it would be unlikely to hold

»preczaely true for others. . In practlce, we have to admit that it

is 1mpossxble to determine what incentive lcvelq should be on any

+ absolute: basis of first principles. The right answer 1n our’ own

particular case must be approached from WO dlrectxons. Flrst.

" what can we afford to give ?° And sccond, is what we are offerlna
_.enough to produce the rYesults we need, or is 1t unnecessarlly high ?
- TThe fxrst question, as we saw in considering costs of incentives,

“has no eas ¥ or obvious answer; eéxcept that, in VLQW of the several

:inﬁirect benefits from attracting industrial development, the amount

‘we can afford to give is probably higher than we might initially

éxpett. The sccond question can only be answercd by experience.

- We must get going, make our offers, evaluate the results, and -
. after an approprlate interval - adjust our offers aCCOrdlngly

Of course, we will have a rough but very useful guide in terms’
of what the competition is doing, and this w;ll ‘be partlcularly

useful in the shaping of our first pffers, But there are mqny P
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imponderables which can only be proved out in practical operation -
such as the attractiveness of our international trade agrecements
to potential investors, the suitability of our infrastructure to
export manufacturing, the operation of our labour legislation,
the adaptability of our workers, and many such factors which
will have a direct bearing on the profitability of investment.

As a general rule, we could say that it is probably better to start
our offers high; 1if we subsequently reduce them, we will still

‘continue to-benefit both from the image of a favourable environ-

ment for investment and from the demonstrated success of existing

- investments. A fow successful enterprises which can be shown to

potential investors are of immense promotional value and, until
we have them, we must be preparced to pay more for the same promot-
iona] rf‘frult 8,

Tax Concessdons

5.1

5.12

5.14

The remission of tax on cxport proftis is, as we have seen, the
most widely-usced incentive in developing countries, Because it
applics only to new investments, it does not cost anything. But
such remission could be impractical and extromely expensive in

a country in which manufacturing industry alrcady earned a sub-
stantial proportion of its profits from exporting. Thus, the
fact that existing major exporting countries cannot 'use this
incentive gives a potential competitive edge to the country
comnencing the development of manufactured exports.

In some free zones, firms are licensed only to export. They may
not scll any of their production on the home market. In others,
including Shanvon, they may be licensced to sell a proportion
{usually up to 10%} of their produciion on thce home market and
will ofttn do so coven though their nett profit from such salces,
because it is taxed, is less. The advantage of this arrangement
is that, while maintaining the export purposce of the zone, it
enables the State to be selective. Some frec zone products -
e.g., machine toouls, electronic components — may be of value in
the development of non-~zone industry; and the estublishment of
mulually-supportive industrial Ylinkages" can accolerate total
dovelopment .,

oOnce export profits tar romission exists, there will be presuureq
for extending the definition uf what constitutes “uxport profits®.
For cxamplce, profits carncd by hotels catering for foreign tourists
arc export profits. The extent to which such pressures will, or
should, be reusisted is o matter for each Govermment. In Irceland,

‘the definition applied initially only to cxports of manulactured

goods. It was agroed that this should include data processing

‘operations where the "goods" exported were punched cards.  Now,

when such operations arce tending to "ship" information by Lrlephonv
rather than by air, the case of inclusion of “telephoned vrporto

is in debote. Engincering consultaicy, which had an uxtxtmoly
limited export value in the past, has been encouraged by inclusion
in the doscription and is now a substantial carncr of foreign
exchange.  But Ltourism reccipts and profits from agricultural
exports arc not included. To do so would involve forcegoing a

very large amowit of cricling revenuc,

The application of this incentive, in other words, can be as widn—

\
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'sproad or as limited ug the national Government, in the light of
411 its own circumstances, may determine. 1 suppose the most
limited posrisible application, bub potentially a valuable one,

would be to Mmit remission to tax on profits carned from the
'export of manufactuged qoud, from an industrial frec zone,

Renta M’e Fac tmz (04

5.15

Soté

After tax remiussion, the next least expensive incuntivo can be the

‘rentable factory., Even where thoe rent. charged recovern fally the

cont of capital, services, maintenance and administration, the

. exintence of a rentable factory can bo a valuable attraction,
At redvces the-dnvestor's initia) capital requirement; it enables

him to got intp produoction quickly; and, possibly most impdrt:unt,

Sdt saver him oll Lhe unknown:s and headachos of bullding in a

country strandge to him, Even in the cane of larger projocts or
projects which, for any reason, npeed their own speclal purpose’
uildings, a rentable factory can provide a hasis for pre-product-
fon training, for assembling oquipmvnt, and for initial oporntlonu.

Cihe rent charged can he varied to be‘usbccjalJy attractive in tho

. initdal years, increasing thereaftor to a level to. fully recover

“eosts, In any casc, loeases should have built-in rent rcviowa at,
say, five or sceven year intvrvalu. s

We can go a stago fnrfher (as we do-in Ircland) and give cash grants

‘which operate Lo reduce the ront substuntially in the initial yearn
or, to reduce the purchase price of thoe building. Typically, our

rontal arrangements include an option. to purchase on staled torms
within a stited period,  while such canh graonts cost the State
maney,  they help to provide good jndustrial buildings which are

“a permanoent. asset (Urrespeetive of who occupies them) in tho

: AnaLional industrial structuvre, 5

5.8

. flvpcml on the other advantages available. As 1 have said, they ave

. Cash ﬂ.jc';qnﬂ'

thLhcr thvuu nnd othey cash grants will be nnoo«sary at all wili

"ﬂo( qgoneral outside Furope, But we might look at some of thoir

5,20

,jmplicnlionn.

¢

banh grants may bo madc available towards thr purchase of equ1§muxug
Ah]'dt‘l from the incentive value of such grants, they cnsure that the

cquipment fustalled will be the most up-to=date available. Henco,
Hw'sc qranu. mwhxh’ agadnsat the real donger of dnclh\inq ind\}utriw;

~':'patinq a sitvat fon of Yow taxes and labowr rates to gel a fow more

pi’of itable yoears with ohsoletle equipment.

The dis ndv«m(aq-- s of mjuinm ot grant s ik, of coursc, that they are
sparticularly qt,i,:.aulvv to capitol intensive industry with Jow

labour requirements.  Bul, cven where our maln aim is to create

omployment , we will wich a substantial propoytion of that cnploy-

Coment. to be dnchigh Jevel skilled work. And in attracting Lochnol-
Cogleal know-how, we will prefor fo aftract the most advinced

5,21

tuechnoloyy,  So that such gronts definitely werit contideration.

“Cassh yx: b relatoed d'lrvct}y to - Fabxwr vmp]nywi have somwe of Che

oppo',ih.' advantages ond disadvant gt The worldwide indust ri.a]

C R
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trend is to replace labour with machines, and heavily labour-
intensive industry may have little future. This is certainly so
where low levels of skill are involved and where it is easy for

. the machine to replace the man. At the same time, where the

primary objoctive is immediate job.creation, such grants provide
the incentive most dircctly related to this afm, 1In practice,
in countrics where labour rates are low by international standards,
grants related to labour costs will not beo necessary at all. The
full rates will still be attractive,

5.22 A much stronger case can be made for grants towards the training
of workers. One of the main bencfits of foreign investment is
the transfer of technology. Training can both accelerate this
process and raise the level of technology transtferred. In addition,
tho more that an operation invelves skilled workers, the morc firmly
is it tied to its location - it cannot readily move because rates
elsewherc might become lower or f{or any othor reason.

5.2% rurther, thé rcal cost of training grants can be assumed to be
reduced by the cxtent to which the training they generate replaces
training which would otherwise have to be given in State training
centres. A skilled worker is a natlonal asset, whether or not he
continues to work in the firm which trained him, OFf course, the
value of skills depends to an extent on their transferability :
skilled shect. metal workers are required in many industries,
skilled pianc tuners in only one. 1In Jreland, training grants
are available up to the full cost of training workers,

When Projects Fadl

5.24 where cash grants are given, we must f£ix the conditions, if any,
‘'under which they will be repayable. For cxample, in Ircland, all
grants are repayable 1f the firm concoerned substantially ceases
production within ten years of receiving them. Of course, such a
condition may be difficult to enforce, The firm may cease prod-
uction because it goes bankrupt and have no funds with which to
repay grants. Or rigorous enforcement of a full entitlement to
repayment may lead to unduly publicizing the reasons for the
failure, and these could be anti-promotional, Thus, in practice,
while the entitlement coxists, the actual arrangement for repay-
ment is often tailored to suit the specific case - possibly taking
account the value of some years of successful performance hefore
the failurc,

5.25 when .a project fails (and evitably a percentage will fail) it is
very desirable to assess accurately the reasons for failure.
Knowing these will be of value beth in reviewing the suitability
of the regime of incentives and in reviewing the eriteria used in
assessing projects,

5.26 For examplc, a {irm manufacturing a low cost radio which had very
good markels at the time of project cstablishment failed within a
few yoars. On the sarlace, the reason for foilure was simply the
introduction, by a competitor, of a new model which captured the
markets,  But the real reoason wias that. the tine had no product
drvelopment side working on a now and betber model, From this
oxperience, we would now no louger support a proposal to manufacture
radios unless the Firm concerned had a clear progression of model:s;
say, one wuidel phasing out of 1he market, one whose sales were
grnwinq,‘nhd one not. yobt in production but in the process of
doevelopment for the {future,
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‘ 3’*Secwuéng' Haighu Technology

5 27 . This example brings me to another type of 1ncentive, ong specific-

ally'directed towards encouraging research and development. Such
an incentive can operate towards, ensuriug the success of on-going
businesses. In addition, in the attraction of new foreign invest-
.ment, it can help attract the full technology of the zndustry ‘
concerned, Firms which are simply manufacturing subsxdiaries

with research and development, and possibly marketing, carried
out in their parent companies are useful towards job creation in
the initial phases of industrial development. They give employ—

- ment and they impart manufacturing skills. But they have little
_control of their own destinies. The higher technology and greater

local management control which comes with involvement also ‘in

research and development is obviously most desirable. Thus, in

" Ireland, cash grants are available specif;cally for research and

development work; and established firms are also eligible for
these grants. The assessment of proposals for such grants calls

. for the involvement of well-qualified technical people and it

. makes sense to give this responsibility to a board or committee

5.8

5,29

-other tban that 6ealing with ordinary business assessments.

4Slﬁilar~con5iderations apply to marketing. Assistance in marketing

‘through the State Exports Promotion Board can encourage parent firms

to transfer some, or all, of the marketlng Iunctxon to their over-
seas subsidxaries. :

‘Another question arises in connection with securing the benefits of

technology transfer. Should we have incentives towards the employ-

=‘i ment of local management or disincentives towards the employment
2 ofwforeigncrs '? ‘The higher up our own nationals are in the executive
‘5structure, the higher the level of technolegical transfer as well as -

’the hetter the return in jobs. _ !

while it is, thus, highly desirable to have locals in all management
'ﬁpositions, any restrictions on the use by &n investor of his own
nationals as experts or managers are likely to be a strong ‘dis-
., Jdncentive, In any case, the investor who employs his own nationals
' overseas has to pay heavily for this in terms of oversecas allowancss,

 ~~transfer costs. housing allowances, and travel costs,. The pressure
~is eontinually upon him to improve his profxtabllity by employing

local people. The business decision as to whether or not to employ

nyﬁlocals is, in our experxence, entirely based on the availabxlity

 of suitably qualified locals; if they are available, they. will be

A 'emp1oyed. It can take some time before locals gain the. _hecessary

5,31 1

" walue can, of course, be given in terms of low interest loans rather

- knowledge and expericnce of particular industries, but the' pattern
~;with which we have become -familiar in Jreland is that of a ‘
‘progresslve replacement of non-nationals by nationals in all projeccts,
“including at the level of the Chief Exccutive. I would guess the

norm to ba that within ten years the entire management of the

foperation, possibly with one or two exceptions in very large
Cprojects, are ‘local people. I suggest, therefore, that this

matter can be left to market forccs,without need for specific
1ncentives or diblncentxvea.

I have bean referring to cash grants., Support of similar incentive

than grants. If we are giving money, I do not think it makes a great

deal of diffcrence how we give it; the potential investor can do his

sams and calculate the prescnt value te him of eithcz alternative.
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Though low interest loans could be attractive to an investor who
would otherwise find it difficult to raise his initial capital,

Equity participation, taking up some of the equity needed to float
a project, could also be considcred as an incentive, It is very
desirable to have it available as a possibility in negotiation,
certainly for the very large projects. BAs an incentive it cuts
both ways. An investor may welcome an additional source of
capital but he will not like to have to forego a share of his
profits. Equity participation requires detailed ncgotiation and
very careful consideration. Hence, it would generally be seen

as the.exception rather than the rule and, thus, applicable only
to special situations. In this context, I am assuning that the
State agency would be definitely a minority shareholder. Probably
the question of eguity participation has little relevance to the
type of industrial project likely to establish in industrial free
zones,

This is not an exhaustive list of the questions to ke considered in
determining the type, and amount, of incentives to offer but I think
it opens up the major points for discussion. And perhaps discussion
will bring us nearer to the answers. : .

HARMONIZATION AﬁD CD—ORDiNATiON OF INCENTIVES

Problems {n Hammonization

6.1

6.2

6.3

6.4

The purpose of incentives is to attract investmont to one location
rather than others. Their nature is essentially competitive. But
when one free zone succeeds in attracting investment by out-bidding
others in the same geographical areca, the end result can be a
higher total cost in incentives, without correspondingly higher ™
investment in that area, So harmonization is highly desirable in
the general intecrest; but the basically competitive nature of

. incentives makes it difficult to achieve.

Even if, desirably, the harmonization of national incentive packages
on a ‘wregional basis were agreed, the precisc terms of the necessary
international agrecments would be difficult to determine, Even
within the same region, the fundamental attractiveness to invest-
ment of the different countries will differ. One will be perceived
as having greater stability, another as having hetter international
comaunications, another as having a more equitable climate, and so
on., Thus, a common regime of incentives would not put them in an

- equal position to attract investment; rather would it preserve

their basic differences in attractiveness. Different national
regimes would be required to provide equal opportunity and it is
clear that the degree of the differences involved would be difficult
to determine on an international basis.

Of course, the closer the countries concerxned are to each other,
cconomically, politically and in their attractiveness to investment,
the greater the scope for full harmonization; this is the position

in the Central American Common HMarkot.

A furthcr problem with any detailed system of harmonization is that,
as it would be a matter of internatiomal agreement, chenges in the
regime of incentives operated by any member would call for intexe
national nogeociation with inevitable delays and difficulties. But
any country would wish to be in a position to change the incentives
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which it'offers in the light of its cxperienée. As we have %éen,
experience is the only rcal indicator of the "rightness" of the
1ncent1ves offcred. A

6.5 Does it then follow that, because any detailed harmonization of
) fncentives would be difficult to achieve in practice, we must
accept a free-for-all situation, of which the beneficiary would
"~ be the investor who could choose the best offer ? Hopefully, it
does not. UNIDO has been aiming at a degree of co~ordination
between free zones on a world scale - a World Association of
Free Zones, the foundation of which was recommended at the Baran~
‘quilla Conference of 1974. * An inaugural meeting is due to be held
. later this year. It should be much easier to achieve effective
co-ordination at a regional level. )

P

6.6 Even if the problcms which I have outlincd cannot be resolved at
 this Seminar, it should at least be possible to examine a working
arrangement vhich would eusure continuing liaison and communication
“in regard to the development, operation and promotion of industrial
free zones, including the system of incentives used in promotion.
As a biasis for discuosion, let us consider a practical example of
how this might work.

6.7 W¥o eould enviqado y "Conference of Arab Export Free Zones" with the
following functiona K

Hé - - ' - {a)} to develop common policies on incentives, which would take account
' ‘ of the spociul circumstances of individual members;

1] to cxchange 1nformation on the working and effectiveness of
- incentives; -

{e} to exchange information on promotion and as appropriate, to
organisc common promotions;

{d) to excharige information on the planning, development and operation -
of export free zones; ' '

‘\,iel totcarry out joint rescarch into sﬁbjects of common interest;
{{} to operate joint schemes of stalf ttainiqg and development;

- {g) to make rccommendations to Governments in regard to any inter-
xnational aqreementq which could further the’ intnrcst of the
free zonos; : :

';{&)"1n do any other thng agreed as heing in the commcn 1ntnreaL of
'7fitho memborq.' L

6.8 .:cuﬁmon]@ﬁlicie would, for example, xnvolVe agreed answers to thn
. - sort of policy questions related to incentives which I have raised.
It would be desirable, and would facilitate potentidl investors,
if the ‘general shape of the incentive packages and some of their
. .main elements {for example, conditions applying to repatriation of
. profitn and asscts) were common to all, even though individual items
- within the package might differ. For example, training yronts might
" ‘xange -from zcro to the full payment of training costs. And the
‘conditions’ app?yinq to 4+he remission of tax on coxport profits might
be common, with different periods of remission applying in difforent

countrics,

6.9 While the full coxchange of information. through such a Conference
V would not ensure harmonization, it should help to counter compei—~"
itive prouuuruv which would otherwise eperate against harmonization.
No one would wish to hid substantially more than others for projuects,
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if only because to do so could be politically unacceptable. So
that open communications should minimise total costs,

Opportunities for common promotion would include, for example,
the organisation of tours of a number of free zones in member

‘countries py parties of industria:ists, or business writers, or

investment consultants.

Free zones, like any other physical development, should not only
be efficient for their purpose but should be planned and built in
harmony with the climate and culture of their environment. The
structures and their surroundings that suit Ireland are unlikely
to be right in India. But the right physical solution for one
Arab country should be of special interest to others, and the
exchange of information and experience on these matters should be
of real value.

Likewise, the cost of research into matters of common interest could
be minimised by a joint approach. Research subjects could range from
physical structures to markets. The success of any business, includ-
ing a free zone, depends greatly on the accuracy and completeness of
information on which decisions are based. But the research necessary
for sound information can be a costly business and any sharing of
this cost would be to the benefit of all participants.

Staff training and development offer uscful possibilities for
co~operation. Inputs from outside a particular free zone or
country can be particularly valuable in staff development. Without
these, there is a very real danger of ingrown policies and practices
of limitéd vision and excessive bureaucracy. %he reaction which we
have received from participants in the courses which we run in
Shannon has been extremely positive and has demonstrated the value
of such training at an international level. But courses could be
even more valuable in many practical ways if they were held within
a group of countries with common broad policies, a common language,
and a regular arrangement for information exchange. In such a
grouping, also, staff exchange and jok rotation could bhe used
valuably towards widening experience and generally increasing the
capability of all staff,

From such a Conference, informed recommcndations could be prepared
for national Governments in regard to such matters as the duties to
be imposed (or foregone) on imports from free zones in other member
countries., Free entry of such goods to member countries would,
undoubtedly, enhance the attractivencss of the free zones to
investors but would raise a difficult question. 1f gcods from a
free zone in country A are allowed free entry into country B, can
they logically be denied free entry into country A 2 And if they
have free entry into country A, how will this affect the develop-
ment of non-free zone industry and import substitutien indusgtry in
country A ? Thig is a subject for examination at our Seminar and
there may be good answers; but it scems to me that it would be
difficult, and probably impractical, to have conditions applying

to free zone products which would pe different to conditions
applving under gencral trade agreemonts between countries,

Finally, co~opcration would undoubtedly open up possibilities not
yet considered and which we cannot now foresee.
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It is the purpose of this Seminar to explore such ouestxons. They
are complex oncs and it would be extremely difficult for our group

. to arrive at complete or final answers, But an on-going collabor-

ation, a Conference with a permanent Secretariat, cculd deal with
some of them quickly and all of them in time. The case for it is

- strong and it could be a major practical and realistic move towards

harmonization -~ or towards that degree of harmonization which
would be in everyone's interest. . o
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*SRGANIZATION AND FINANCING OF INVESTMENT PROMOTION. INCENTIVES"

Appendix.

“Name of Country  Summary of Principal Investment Incentives Available
ond Free Zone

i Mauritius Export 1. Exemption from import duty on capital goods and raw
Processing Zones materials, components, etc.

2. Exemption from Corporate Income Tax for 10 to 20
years, and from Income Tax on dividends for

5 years.

3. Free repatriation of capital, and remittance of
' profits.

4. ' Provision of factory buildings and of loans towards
building costs.

5. Financial and other aid for exports.

6. Guarantee against nationalisation and adherence
to 1BRD Convention on settiement of mvesfment
‘disputes.,
Senegal - 1.  Industries admitted to the zone are gronted special
Dakar Free / status for 25 years (renewable) giving:-

Industrial Zone
: (a) complete tux exemption

A N . . .
(b) exemption from import/export duties and taxes

(c) freedom to transfer capital, revenue and
salaries of expatriates, and

(d) freedom with recruitment.

2. Services of IBRD are available to arbitrate in case
of disputes.

3.  Pre-built faciories are available for occupation;
serviced sites also ovailable.
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Arab Republic

of Egypt ~

Free Zones in Port
Said, Suez, Cairo
and Alexandria.

Projecis in Free Zones are exempt from exchange
control regulations, und from the provisions of

oll tax laws for an unlimited period. (In lieu of local
taxes projccts are subject to an annual levy of 1% on
sales). ‘

Imports into and exports from free zones are not subject
to any import/export restrictions, nor to customs duties
or other faxes.

Capital and profits may be repatriated freely ot any
time. '

Salaries of aliens are exempt from general income
tax, and up to 50% may be remitted abroad.

Egypt has adhered to the IBRD Convention for

‘settlement of investment disputes.

Serviced sites available for factory building; odvance
buildings being constructed,

Syrian Arab
Republic -

Free Zones in
Latokia, Aleppo,
Damascus, Tartous

and Adra

Free admission of commodities, raw materials, etc.,
exempt from customs duty, import licenczs, ete.

Developed plots placed at disposal of investors for
construction of plonts, under long-term lease and at

low annual rents.

Special arrangements to facilitate entry of free zone
products inlo Syria.

Low rates of charge for utilities.
Exemption from income taxes now under study.

Invested capital may be repatriated, and profits
earned may be remitted abroad.
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1lindia -

Kandla Free
Zone and Santa
Cruz Electronics

Indion tax law offers a range of tax incentives

to stimulate investment, resulting in a considerable | . °

reduction in the effective tax burden in the
formative years..

Exemphon from customs and other duties on

Export Processing 2.
Zone (Bombay) cap:ml goods, equipment, raw mmenals, etc.

3. No restriction on repafrmﬂon’ of original
capital invested, or of profits/dividends on
this investment.

4, Standard design factories, and plots for .
construction of factories, are available for
lease.

5. Water, power and other services available.

6. Finance at concessional rates available

Philippines - 1. Machinery, equipment, raw materials, etc.,
may be imported tax-free and customs-free..
Bataan Export ; : R
Processing Zone 2, Exemption granted from payment of export,
' municipal and provincial taxes.

3. No general income tax exemption, but relief
available by way of carry-over of net operating
losses incurred during first 5 years, and by
way of accelerated depreciation of fixed assets.

4. Full repc:trmtzon of investments, and remtttcmce
of profits/dividends.

5. Priority allocation of foreign exchange; capital
financing available- also assistance in export
development.

6. Standard factories, and serviced sites, available
for lease.

7. ~ Utilities available at low rates; and low=-cost

housing for workers.
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Republic of
Korea -

Masan and Iri
Free Export
Zones

. i
General company taxes, and faxes on dividends,
etc., are relieved in full for. 5 years, and by
50% for another 3 years, in the case of foreign
investments,

Business tax on exports, and import duties

on capital goods, raw materials, etc., are
fully exempt, as are income taxes on salaries/
wages of foreigners.

Remittance of profits/dividends guaranteed from
first year, ond repatriation of capital from
third year.

Stondord factories and factory sites available
for leasing.

Utilities and supporting services available.

Malaysia -

Export Manufacturing
Zones in Selangor,
Johore and Penang
States

The following fiscal incentives are available:-

{a) Pioneer status giving from 2 0 8
years of full tax relief,

(b) investment tax credit giving tax deduction
rights up to 25% of fixed assets,

(c) extra allowances for companies which
export.

Full exemption from import duties on machinery
and row materials.

Free repotriation of capital, profits, dividends.
No currency control .

Ready built factorics, und developed sites,
are availabl e.

Foreign Investment Guarantee Agreements
signed with several countries.
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Indonesia ~

Export Processing

Five years exemption on corporate income tax.
Concessions also in sales and commodity taxes.

Zone No customs duties on machinery, equipment,
or raw materials. :
3. Long-term loans available for factory
construction.
4, Developed land available as building sites, -
5. Utilities and warehousing services provided.
6. There are provisions def ining the extent of
allowable repatriation of profit and invested
capital. ' '
Western Samoa - 1. Exemption from taxes on export profits for 5
' years, or accelerated depreciation rates, at
Apia Industrial investor's option.
Free Zone
2, Exemption from import/export duties on plant
and equipment, and raw materials.
3. Free repatriation of invested capital, dividends
and profits. L
4, Pre~b§:ilf factory units availatble for renting.
5. Electric power at preferential rates.
6. Housing provided for expatriate staff.
Colombia - 1. All kinds of goods may be imported and
‘ exported without any restriction, and without
Free Zones at ‘payment of any taxes, duties, etc. -
Barranquilla, , ,
Cali, and Cortagena 2. Complete freedom from all exchange controls.
3. Factory buildings and sites are available

for renting.




4, All utilities are available, some at concession
rates,
5. Assistance given in obtaining domestic credits,
and in developing exports.
Jomaica - . 100% tax holiday con profits from industrial
operations for 10 years; 50% tax holiday
Kingston Free : thereafter. :
Zone K e
2. Freedom from customs duty, import licensing
and quantitative restrictions.
3. Finance is available for industrial projects.
Currency convertibility can be extended, and
repatriation guarantees can be provided to
approved overseas investments.
4., Factories.are available for lease at economic,
rates; building sites also available.
5, All necessary utilities and services are
' availeble.
Puerto Rico - 1. Fifteen years of full exemption from all
corporate income, property and municipal
Mayaguez taxes. '
Export Processing '
Zone 2. Raw materials may be imported without
payment of duty.
3. Factory buildings and serviced sites are
available for lease.
4, Long-term loans at low interest rotes.
3. Special incentive grants towards cost of
fraining, rentuls, freight-rates, etc.
6'

No exchange controls. No expropriations.
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Dominican Republic - 1. Complete exemption on all taxes for 20

years.
La Romana Industrial \ -
¢ Free Zone. 2. All equipment and raw materials may be
: S : - imported free of duty and excise taxes.

“ | ' 3. Factory buildings available for renting.
4, No currency exchange restrictions.
5, Treaty guarantees U, S. investors against

expropriation and other risks.

6. - Electricity, water, repair,and computer servaces
available.
El Salvador ~ 1. All machinery, equipment, raw materials,
etc., may be imported free of duty.
San Bartolo .
Industrial Free 2, There is a 10 year income tox and comiql
Zone o ‘ tax holiday.
3. Unrestricted remission of prof!fs generated
" by exports.
4. An investment guarantee agreement with
. the U.5.A. guaranices private investment
against loss by expropriation or inconvertibility.
5. Standard factorics and developed sites are
. available for lease. :
Ffﬁi
&
\ «
Ireland - 1. Full exemption from taxes on export profits

until 1990,

Shannon Industrial ,
Free Zone 2. Customis-free status facilitates movement of
goods required for industry.

3. Outright cush grants aan be negotiated covering
up to 35% of fixed assets and 100% of labour
training costs.

4. Pre~built factories and factory sites available
for lease or purchase. Full utilties available,




- 28 -

5. A wide range of advisory and support services
is provided. ‘A modern town has been developed
to support the industrial project, and subsidised
housing is available for workers.

6. Capital and profits may be repatriated without
difficuity. ‘
NOTES: 1. The foregoing information has been compiled, in the

' main, from documents published by the relevant
avthorities in the countries concerned.

2, In general, purely commercial free zones have been
' omitted.
3. New industrial free zones are being planned, or are

under construction, in Cyprus, Yugoslavia, Morocco,
Ghana, Liberia, and Nicaragua.

_ ‘February, 1977,






