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I.

INTRODUCTION

Tho hiatory of a free port or free zone can be traced back more
than 400 years ago. Special trade conceasions were given to cities
or. ports, trans-shipments and provisional storaga of goods and '
commodities for re-export being prcdominantly the ohief function.

.Parallel to the development of world trade, such free ports uere

crqated as extended posts of economic and trade activities for the

colonial; powers, far from their motherland where marohandiae vas

originally accumilated for distribution to the colonial markntn of
the area. Hong'xong, Aden, SBingapore are examplea of th;s case. 5

In.recent years, this type of fras zone became very pepular and
in more than 5Q countries in the wcrld over 130 tree gones. have been
created. They are called free zones, free trade ones, free ports,
free perimeters, en&raporta etc,y, and thoir common function is to
offer governments and traders the status of freedom of dntv, cuatous
and other types of restriotions utherwise imposed on the gonds ‘>M
and commodities moving in and out of the country - or an it ia' R

: referred to - the customs territory. In othar words, the frea zZones

are considered as ex-customs~territory.

Although the rules and regulations may differ from casé to case,
these free zones usually allow the cargo to.be stored, processed,
assembled, manipulated, and- transported without interfarencd of
the customs anthority, insofar as the goods do not cross the border
line which encloses the free zone from the customs territory. This
type of free zone is usually classified as commercial free zones or
free trade zones. Colon~Panama and Beirut, as well as most of “the

free porta and free zones in Furope and USA represent thia oategory




During the last 10 ~ 15 years, a new concept of free zones
emerged. Contrary to the traditional type of commercial free zone,
the nsw type of free zone is referred to as an industrial free
zone, free manufacturing zone or export processing Zone, Whereas

' the commercial free zonmes are chiefly functioning as warshowusing,

distributing and re-exporting depots, the main thrust of activities
of the industrial free zones are directed towarde industrial manu-

facturing activit ies.

Entrepreneurs are invited to carry, out mamufacturing wti‘v;ti‘n‘
within the fenced-in area of the free zone. Here, customs freedonm
ia offered on imported produciion means and equipment, raw materials
and components. Also, preferential treatment is given on capital and -
income taxes, repatristion of profits, cost of utilities, eto. In
many cases, various other kinds of fiscal and physical incentives

.are additionally provided to attract entrepreneurs to establish

thcmsalvea:in‘t}io .industrial free zone. Very few examples of this
type of industrial free zone exist as yet, among which those
eatablished in Kachsiung (Republic of China), Shannon (Ireland)

~ end Kandla (India) may be mentioned as representatives of the group.

I1.

- ments, raw material requirements and components free of duty and

According to recent investigatioms of unipo,_ more aml ma
countries, especially the developing countries, are interested in
creating an indusirial free zome. The existence of such plans have
been announced by more than 30 developing countries, many of thes
also expressing their desire to obtain technicalgassiatanci services
of UNIDO, '

OBJECTIVES OF AN INDUSTRIAL FREE ZONE
" An IFZ generally permits to import production means and egquip~

without customs control, provided that these goods as well as the
semi~manufactured or finished products therefrom do not cross the border
limit of the free zone into the customs territory. This action of -

e XK i
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uaivering the otherwise collectable.customs revenues and yarious J
tax revenues by the government is done in consideration of. the ‘ |
fact that the host country may secure merits and advantages in p
other visible and invisible forms, through the Industrial Free

Zone.

The creation of an Indnstria.l Free Zoxm is commonly con-
sidered by a combination of several reasoms, such ast

‘(a.) a part of an overall industrial developmen‘t programne
of the ‘country or of a certain mgion of the vountry;

(b) .a measurs for solﬁng the employment‘ problan by ‘the
oreation of new la.bour opportunities;

(0) stimilation of development\of export~oriented induatries,
,to increase export volume and foreign exchange reaeiptu;
(d) acquirement of modern indusirial technigues from abroad

throngh which the level-up of the domestic indnstrial
o standard may be achieved;
(e) encouragement of new industrial investments from
' _’}domestic, as well as foreign ca.pital ma.rim‘ta;
(£} means of a ooncentratod and rational’ dwelopment of /
infrastructure with the industrial free sone acting'
as ‘an industrial pole.

The gaogrsphioal position of the country and i‘ks access to the
sources of supply of raw material componenis or to the markets of the
~‘f1nished products, plays an important tole, particularly as it would
. affect the efficiency and successful oparation of t‘fte Indnatrial Free
Zone. Therefore it is of paramount importance. that the pla.ns ‘of
satabliahing an Industrial Free Zone be decided only after a ca.ret‘nlly
implemented study on the feasibility of the project. Such a study
should consider the vafious objectives of the planned-free zone,
and make a cost-benefit analysis from the national economic point of
view. . . N




III. ADVANTAGES OF AN INDUSTRIAL FREE ZONE
1. Advantages to the host country:
{a) creation of new job opportunities;
(v) development of exportworiented industries;
{¢) increase of export and foreign exchange receipts;
(@) stimalation of domestic and particularly foreign investments;
(e) general level up of industrial techniques;

(f) concentrated and rational work on the infrastructure
development;

(g) ocreation of new sources of income through snbcontraéting as
well as males of utilities and other inputs;

2. Advantages for the Entrepreneursst
Apart from the above advantages to the host country, it must not
be forgotten that an Industrial Free Zone should bring attractive
merits to the entrepreneurs, namely the "inhabitants™ of the free
' zone, since an Industrial Free Zone cannot exist by a one—party game
of the host country. These merits can be enumerated as followss

{a) Duty free status of production means and material components}
(v) Capital and income tax holidays or concessiome; -

(c) Special depreciation and profit repatriation allowances;

(@) Investment finance facilities made available to investors;

(e) Availability of standardizad factory buildinps on lense -
or sales basis} .

(£) General and common service facilitiess

(g) Preferential rates and tariffs for rent of land, utilities,
sexvices and transportation:

(n) Training facilities for potential workerss

(i) Simplified proce&ures of obtaining by the investors the various
licences and permits required in connexion with the setting up
of new industrial activities, through the centralized autonomous
free zone administration, etc. -

Insufflcient 1ndustria1 atmosphere is also a serious problem whirh
the developing rountrxes have to face during their industrializat1on
process of the oonntrv. An 1ndustr1a1 free zone is belleVGd to be one
solution to cope with the probiem. Within o comparat1ve1y short period and
reasonably lower spendings by the Government, concentrated efforts can ‘be
directed towards the preparation of infrastructure and other aspects consi-
dered necessary and important, within the industrial free zone, and its

immediate neighbouring area.

_________________________________y....;.....-..-...-l.lllllllllllllllllllllllllllllllllll""""""'




Iv.

S O

ATTRACTION OF FOREIGN INVESTMENTS

Ao described above, an Industrial Free Zone can provide a number
of advantages to the "inhabitants" of the zone. How, them, can invest-
ments of the entrapreneurs be attracted to the zone to win over the
inhabitants? In order to. clarify this, the motivation of the entre-
preneurs must be analysed, ‘

Poreign manufanturers with world markata, particularlv being

- presgsed by thé 1nnreasing level of labour cost on the one hand

and the sharpening of international and national competition on the
otharg are conataatly aeeking ways and means 1o cut down or minimize
their mannfanturing and distrzbution costs. Rationallza&ion of the
production te¢hniquo and transportaﬁion methods, for instance by
ocntainarization, the modernization of sales and distribution network
are some examplea of such efforts. An’ Industrial Pree Zone could well

,provide additional means of raxionalizing $heir prodiuction and sales

costs, Should they advance their ‘base of manufacturing to a suitable
Industrial Free Zone, somé of thé fcilowing Teasons ¢éild bring
decisiva merits in’ this directionu e S o
(a) cuiﬁéun of raw material transportation costsy -
(b) Cutdown of finished prod.cta transportation costs; -
(c) Cutdown of labour costsj |
(d) Availa.‘bifity of abundant qualified labour ‘power; .

“(e) Reduction of initial irvestment cost and consequenxly N

© “lower percentage of so-called sleeping capital, through
the available fiscal and physical incentives, common
and general services and other preferential treatments
provided in the zone etc. .

By atiracting foreign entrepreneurs, the host country could aleo
well benefit from ithe invesiments. In addition to the advantages

‘mentioned before, the following merits may be envisageds
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(a) In many cames, such foreign investors do not bring a
whole team of their own staffs for the management of
‘their enterprise. Quite often; important management
posts are filled in by locally recruited staffs. ; |
This provides the chance of training local peopls for
high official posts, the knowledge and experisnce 6f
which will benefit the general level-up of managerial
staffs in the couniry, and the fact of which can later
on be utilised for similar tasks in the domestic
industries. N —_—

(») Investors of developed countries are often inclined to

~.expand their production activities in foreign countries
.through mh forms of co-operation as subcontracting,
Joint vemures or simple technical cof-opémftiorz_,by ,
licensing their know-how techniques. Such industrial

- co~operation can only bring favourable resulte to the

- developing countries since it will create possibilities
of aoquiring new industrial produotion and management
teshniques, which 1s lacking or insufficiently available
and also accelerate the improvement of the industrial
atmosphere of the country. |

(c) The establishment of new industries would stimulate
the development of various ancilliary industries in the
host country. For instance, the supply of raw materdal
components, } paokaging material and g'a:':jvioeg and other
types of activities by the existing domestfc industries
to the inhabitant industries in the Industrial Pres Zone
could bring a favourable impulse of improvement and level
up of their technique towards intesrnational standards,.
This would definitely beenfit the acceleration of an overall
industrial development of the couniry. For this purpose
however, the Porward/backward linkage between the domestio
industries and those in the free zone should be encouraged
and the isolation of the industrial free zone be avoided.
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(d) The foreim entrepreneurs usually bring the export markets

‘88 well as the teohniquea, experience and lmowladge of the

. markets with them. This fact would save 'the host coun‘try from -

. - going through the painful excercise of preparing d.eep market
swrveys and inveatigetions du”i.ng the peplann.ng stage before
the decision of creating an industrial free zona. It ia oﬂau
witnessed that the siaggering of the axport trada :ln dwalop.’mg

- . oountries is oaused by lack of proper knowledge a.nd teo!mirme
on export production as well as export markating.

EXPOK’P ORIEEWTATION OF‘ AN INDUSTHIAL FREE ZOHE

Among the various reasons for a developing. oountry to eatabl:lah
an Indnntrial Fres Zone, one of the most important is felt to be

osges, the developing oountries have home markets yhioh QQ, ngy _;rw:lde
a sige of demand large enough to justify the operation of an.economio-
soale produoiion. Fither the faotories have to operate with a consi-
derable degree of excess capaocity, or the scale of produotion is too
small, resulting into a high cost of produotion, and making the
products uncompetitive in the foreign market..

On the other hand, as the industrialization process of the
developing countries is usually still in its lower stags of progress,
the domestic availability of oomponent materials for industrial .

production is limited, A considerable percentage is dependent on

These conditions olearly indicate the advantages which an
Industrial Free Zone may bring, :if the Industrial PFree Zone ia A
exprossively oriented towards export produotion. The limitea size
of the home. market can be favourably aompl@nented by the availability

.of export markets, thus ambling an eoonomie-size operation of prod.uction.
The higher percentage of ;meorted. component material may benefit from
‘the duty and tax free status offered in the zones. ‘
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As observed slsevhere, the direct rélitionship with, and =~
supply to foreign markets with international ‘level requirements
of q'ua.lity, paokaging, prasanta.tién e‘to., will also effeot favourably
the production mef;hod and tec.hnique of the’ industry, and can start
a kind of chain reaotlon for a ‘higher levelled’ 3.nduatrialisat1on of
the country, through i’:s spilt—OVer effect. o o '

'Ihe damanda exia%iﬁg in the home market may also be ‘gatisfied
through the Buppl;y ot ‘products manufactured in the Industrial Free
Zone, In this case, the goods thus supplied should be levied with
normal. import tariff ra,tes ‘of -the eemmoditiesr as if it were imported-
from foreigh countries. .Heverthelesa, it may.also bs worth consi-
derait-ionv:"toi;orovi.dew.au slightly advantageous tariff rate to such
free: zone. products;y ‘as it would then become an additional type.

- of incentive to promote estahlishment: of industries in the Indusirial

Y

RO !{he.pammrtage‘ of 'such supply to the domestic markef should . -

not be.too large, say up to 20 - 30.%, .so that at least 70 -~ 80 %

of the products be destined for third country markets. This is .
particularly important, since otherwise, as we oan-see from the
characteristics of the commercial free zgne, it may soon turn out
".4o.be that the Industrial Free Zone becomes overwhelmingly .import-.. -
orienfed,. and:decrease-the merits of its contribution to the national
economy,: as compared.- with the sacrifice of the country caused by the

- provision of duty and tax holidays and other incentives and concessions.

CRITERIA FOR SELECTION OF INDUSTRIES

The objectives for oreating the Industrial Free Zone formulates
“the basic ‘guideline for the selection of admissable industries to the

e ’Ifndustrial Free Zone. A reasonable approach’to cope with thia problem

is to set Up 2 criteria of industries by fixing certain basic groupings.
Such groupings will be made according to the deaifébil-ity of the industry
towards achieving the se’ of objectives of the Industrial Free Zome, or
its importance in the general industrialization plans of the country.
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The most desirable type of industries would come under "A"
catagory, followed by "B" and "G oategaries according'to their
degree of contribut:on or sign:ficance. Special prefarential
incentives could be provided to the ngn group, and standard
incentives to the "C" group, "B% group receiving arrangements
lying between the acdpe'of incentives of’"A"‘and wou,

It is important to note that despite such criteria of
groupinga, the deoision of the’ desirabxlity’on sui%ahility of
oertain typea of indnstriaa should be closely related to a number
of problems which are characteristic to each country; Namely;
the economio conditions, the development pelicies of plans and
other aspecta of the host country have to be’ uarafully sorutinised
and only after such analysis 13 satisfactorily complated nhould
the criteria be set up, The priority groupings should also be '

‘kept flexible so that changes can be mads according to the develop~
ment of situation at a 1ater date. ‘ ’

The types of industries to he clasaified as "A" category may
be any of the following basic ooncepts, althnugh the list is not -
exhaustive, and ordered at random: .

(2) Labour intensive industries;
{b) Export-oriented industries;

(¢) Industries which have a sound basia of viability as to
ite future prospeots of development;

(a) Industries based on a reasonably sound supply position of
raw material from the domestic market, and from foreign
marikets within a reasonabla transportation distance;

(e) Higher added-value types of industries;
(£) Industries based on modern and efficient prodnoticn
technique;

(g) Industries which raw'mataraals or finished produots do not
. have any decisive disadvantage caused by the site Iocation
~of the Industrxal Free Zone;

(Rh) Industries which do not contradict with the present
‘dvailability ‘of future development prospects of the utilities
supply, development of infrastructure, eic.;
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(i) Industries which have greater poseibilities of the
forward/backward linkage with existing domestic
industries or traditional industries of the country,
in other worde, such indusiries which could use part of
the raw material on components as part of their pro- -
duction inputs, etc.

A free zone will lose to a certain extent 1ta;signifiaanoa in

case the raw material or components are not imported but are based
on supplies from the domestic ma.rket (customs area), In other words,
an indua'bria.l free zone will prove most effective in autting down or
totally a.holiahing import dutysand taxations of the raw materials and
oomponen‘ba, as well as 'the minimizing of time and energy consuming
duty a.nd tax procedures of work, usually spread over a number of gOVem-
ment and public offices. 'I‘he selec'bion of industries 3honld be made with
this point in minda ‘

” 'I‘.‘hé‘{bpéi“a‘bion“ ofaninduatria.l free zone is %l‘éii;gely effeoted
by the deva}.opmanﬁ"of infragtructure in the régional vicinity of the
free zone. Therefore, the selection of industries admissible in
the free zone should be made 80 that it fits the’ pla.ns of development
of the free zsone, which in its turn should be coordinated with the
development of infrastructure and particularly thm) -of the utilities
as well as the commune services for the workers.

FE Koy oa

It is extremely important to fix a strict linit of a'moder
technology to be a.daptad by the industries, be it labour intensive
or oapital intensive types. This is necessary from the viewpoint that
~ the products should be of world-international level as to its qualities,
in order to maintain their international competitiveness,

In case the main objective of the industrial free zone is to

solve the unemployment problem through the oreation of new labour
posta; labour intensive industries would be classified under the
"AM category. However, care should be ta.lcan Ejrwl'mst countries with a

~ limited availability of labour force. The stimulation of the development
of such industries where the labour intensiveness is less, should be
considered, in order to avoid ei:cessive pressure of inoreasing demand of
labour. This could probably be achieved through the phasing of the free
sone development plan, where phase 1 would lay stress on labour intensive
industries and phase 2 emphasizing the development of less labour intensive

I
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Also, attention should be paid to promote such types of industries with
higher added vaiue, and ‘also where the weight of composition of the labour force
8till will be shifting over from the less-skilled towards the medium.and high~
skilled workers. A critoria of industries vhich could assure a well propértioned .
balance of the la.our force in terms of s x, age and skill is also an important |

-~
i

factor to be obasrved.

The criteria of admizsible industries as fixed for the KEPZ is felt to be
a fair example of how the selection of _industries shcuid be made in order to
satisfy the objectives of the industrial free zone most effectively¢

ViI, FORMS OF INCENTEVLS IN AN INDHSTRIAL FREE _ZONE
When discussing about the forms of inoentives of an industrial free zone,
it muet be noted that the incentives meant are for the puppoge of attracting ,
and inducing new industrial investments by the domestic and foreign entraprenéurn,
and not the sowcalled export inocentives or export bonus system which objeotivea
are to promate ﬁhe expcrt trade activities,

Most countries, whether developing or developed, have a range of investment
promatian incentives or so-called fiscal ipcentives made avallahle to promote
nev indnstrial investmeniao In the case of developing countries, it has been
recognized that quite often such fiscal incentives are not entirely fulfilling
their objectives of attracting foreign investors.

The reagon can ha traced back t¢ the fact that the 1ncautives are often
offered under too complicated and inefficient conditzons that they cease to be
*inoentiven" any more. Although attracﬁed at first, the investors are not induced
to make any commitments after they discover the unstreamlined application pro-
cedures, and the bureauoratic handlings, and foresee the demerits of the mei-up.

Successfﬁlly'operating free zones provide on ideal example of having a
contralized and autonomous Administration Office, located within the zone, and
authorized by the Government to undertake all duties and responsibilities of
managing and operating the zone., The "red tapes" thus reduoed 1o the minimum
could work as a most effective incentive and inducement for entrepreneurs

interented in new indugtrial investments in the country.

An industrial free zome usually provides in addition to the fiscal
incentives, a range of physical incentives which if well coordinated and
complementary to each other, could stimulate ntrong interests among the potential

I I
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investors. Although not exhaustive, the following are some of such

‘promotionary fiscal and physical incentives of an industrial free

ZONe.

-~ Mull exemption of duties and faxes, for a certain
given period; on all machineries and production equip-
ments as well as on the raw materials and components
required for production activities in the zone. The
period of duty/tax holidays should be given most careful
consideration, based upon the cost/benefit analysis of
the project in connexion with the national economy. The
fiscal incentives should be decided in the light that
it would be sufficient to atiract and induce foreign
investments %o be made in the zone. The balancing of the
costs and henefits, or in other words, the sacrifice
given by the host country should be well balanced against
the foregeen direct and indirect benefita. deriving from
the industrial free zone project.

~ Income tax exemption of 5'to 10 years, again the period
being as above a matter of careful consideration, on the
capital investments of domestic and foreign origins.’

- A special period of holiday or reduction of rates on
other direct and indirect taxes, surtaxes, surcharges etc.
‘payable by enterprises if not located in the:free zone.

-~ Freedom of foreign exchange control with a guarantee of
- the same status in the fuiture, and with the assurance
of free repatriation of earned profits up to a certazn
fixed annual rabe or porcentage.

= Prefercontial financing fucilities, such as ahe provision of

' short, medium and long term loana with advantageous rates
“of interest, provided they are required for the establishment
~of the industrics in the zone, including ths construction
of nonustandard factcry buildingq.

= Preferential tarlff rates on transportation costa between
" the zons and the seanornaibuports of arrival or departure
in the country, as well as on the cost of utilities, rents
of ground and buildings (standard factory buildings), common
and general services chargas, etc.

- Poasibilltiea of renting or purchasing pre~constructed
standard factories and office buildings or spaces, according
to the wisher of the industries. This could relieve the
investors from spending their nvewtment capital on long tem.
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fixed assets, or in other words, minlmlze their amount '
. of sleeplng capital.

=~ The availability of work and repairshops, canteens,
‘medical services or clinics, banking services, post and
tel scommmication services, petrol stations, petrol and
gsecurity services. public varshouses, transportation and
forwarding agent services, cooperative insurance services,
recreation facilities etc. 8ll established in the zone
Tor the benefit of the inhabitants and their workers,
would amount to a considerable portion of reducing the
work ag well as the initial investment costs of the

. investors had these had to be made available by them—.
salves, and br;ngs a kind of physical incentlve to the
investors.

‘ The industirial free zone, supported by the fisoal and physical
incentives would thus be able to' offer to the dinvestors the conditions
desirable, and could not only attract but induce them ta‘establish'

- themselves in the zone. If the industrial free zane is designated as
an industrial development pole,” supported by proper measures of the
Govarnment, policy-wise, legislative-wise and budget-wise, it could
aot as the: atimulator for the overall 1ndustrial development ‘of the

| region in the countryo
5 1% must be specifically repeated once again that fisoal-

‘0l incentives thsnselves will not be sufficient for attracting new
industrial investments. A comprehensive scheme:of various types of
incentives should be worked out and made applicable, in order to
obtain the waximum effective attrac.ion possible. Many free zones
oreated in the world, equiped with extensive fiscal incentives,
are falling to satisfy their original plan of industrial investments,
particularly from foreign sources. The missing of an overall and
comprehensive incentive system is often found as the reason for such
failures. ‘

VIII.GENERAL AND GOMMON SERVICES IN AN INDUSTRIAL FREE ZONE
‘As wa have just seen, the provision of varioﬁs kinds of general

and common services for the free zone inhabitants could work as a
useful type of physical incentive for atiracting new investments.
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The scope and scale of such services, however, ought to be
examined<and plannvd carefully in crder that it will suit to the
actual demands and requircments of the zone; or otherwise, it may
in itself cause 1ng:ficzent sconouy in the sense of e;ceaa and/or

.V‘uﬁnecesaafy fadilitiea. The matter should be coﬂsidafad in relation

to the criteria ‘of admisaible indastraaa and the ty?e of industries
actually eatablished in the zona. A physical development of the
available faoxlitiss could be coordlnated with the expansmon of the

'free zone activities.

: The income deriving from the services should be go fixed to
cover the self sustaining cosis of operation where possible, but
should remain within a reasonable limit of preferential nature, so
that they function as incentives to the inhabitants. -

ORCANIZATION AND ADMINISTRATION OF AN INDUSTRIAL FREE ZONE

An Industrial Pree Zone Adminigtration acting as the highest
administrative authority in the zone should be established with
a centralized and autonomous power, responsible to and under the
jurisdiction of the Minisiry in charge of industries. Its function

would be to handle all matters concerned with the administration and

operation of the zone, such ast

~ Administrative regulations of the.free zone processing and

manufacturing operations;

~ Planning, construction and management of all necessary
ingtallations and foacilities in the free zone;

-~ Management and collection of fees and revenues dsriving
from propertics owned by the gone and from public and general
pervices; ‘ L o V g ‘

~ Factory aﬁdvbusinﬂﬂﬁ regiatratipnvénd»ccnstruction épproval
as well as the issuance of any permits related thereto;

-~ Inspection and control of plant ingtallations, general and
public services facilities, and working conditionas of the

labourers and workers in the gone;

<
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~ Ingpection oi products and issuance of related
certificates or licenses; o .

- Contrcl and endorsement of the import and expért.ofr,
com modities exerting or leaving the zone;

- Meﬁsurea of security and prevention.of smugg&ing, inoluding
the patrol and inspection for such purposes;

- Rendering all other kinds of eservices to;tha industries

T located in the zone.

To insure an effective operation of the In&nétrial"??ee Zone
Admiriistration, branch offices of various supporting agencies should
be located within the Administration office. Theaa would include
such organization aa:

-~ Customs House
"+ = Tax Bureau
-~ Post and Telecommunication Office -
- Banks
-~ = Employment Service Office :
‘'« Office for Public utilities such as power, water, eto.

These supporting agencies would assist the Administration in
carrying out such duties as:

Customs inap@ction uf import and export com~modities, and
supervision of all movemenis of commodities into and from the zone
~ Asmessment and collection of taxes;
~ Postal and telegraphic services;
- Banking services including the extention of credit
facilities to industries established in the zone;
Providing of employment services to secure and comply with
the labour demands of ihe industries established in the zone;

1

- Control and maintainance of public utilities, eta. . .
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It should be stressed that this type of centralized and
autoncmous administrative organization could provide the bent
gervices to the enbreprensurs in {the free zone by minimizing the

bureaucratic red tape procedures, ' und function as an affective

- incentive in atirascting new industrial iavesiments into the zone.

We have heard of a few cases where the administrative set up
of the free zone is not centrally organized, thus resulting into
gerious discouragements of further expangion of the free gzone
activities. On the other hand, the situation in KIiPZ can be

considered as 1 model case of such orgapnization.

PROMOTION OF AN INDUSTRIAL FREE ZONE

The act of establishing an industrial free gone, as we have
seen now, will have to be supported by a comprehensive range of
fiscal and physical incentivas,5§§w¢g§r,;it should be effectively
supplemented by various promotional activities to attract and
promote the establishment of industries:gfvdomegygg and foreign
entrepreneurship, In addition to the identifivation.and selection
of industries within the -criteria ag set up by the Government,
feasibility studies implemented by a responsible iﬁstituxion in the
country, or entrusted abroad, could be a useful means of promoting
investments by prospectlive entrepr-neurs into the Zor .

Any form of propaganda such as publications, paméﬁ%a§§,xleaflets,
meetings, conferences, direct mail approach, should donfaiﬁ‘information
on the characteristice of the zone such as the geographic location
and pesition, proximity to transportation means, technical, economiocal,
finmcal and physical inceniives and advantages available, existing
and projected infrastructure, resources and cost of‘powe:, water

. and other utilities, skilled and semi-skilled labour availability

and cost, available iraining facilities, etoc., as well as desoriptive
information onthe general economic, induetrial and commercial environ-—

ments of the country, the region of the free zone, and the city in
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which the free. zone iz located.

All these f‘aotors should be made on a realistio bagis, 1"
neoessary with development prospects of the fu‘km, 80 as to avoid’
any illusions or mimdarstandings. Special oars zmxst also be taken:
not to make any proa?_\‘iaes that camot be fulfilled. ‘

Speoial roferanoe should be made to the various investment
promation facilitiea axistin,g in the coﬁntry, where the potential
entreprenaurs may eatahliah contacts directly for ccnsultation and
evaluation of ‘bheir inveatmont pla.ns. Should the ocndit:lons offered -
at the frea zone not be in line with his investment plans, the
institution oould provide tha investor with information on othez'
possib:nities axiating in the country, ‘and which could satisfy his
wishes, thus avoiding 'tha loas of prospactive investors interested:.
:Ln industrial imrestman'ha in the country. v
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GONCLUSION

As we have just seen, an indusitrial free zone could be an
effective incentive to prumeie the aevechment of export-oriented
industries, proviﬂa‘ hat o Lertair %”%~ﬂond1tions are fulfilled.

We have gone through a rumber of buﬂh pre-conditions’ now, Still
some problema have been left out of this leoture. For instance,

the melection of site is an important problem to be given due
attention and consideration. There are some opinions that an
industrial free zone should bé located alongside an internationally
frequented seaport, ‘in order to assure the minimizing of trans-
portation costs, Others have the opinion that this is not always
neceéaary since theresﬁoula also be the need of‘traneportation '

of the ‘discharged gcods from the aea—going vessel to the factory”
premises and vioe»varsa, and the distance of one kilometer or

15 kilameters would make only a slighm difference, ‘A number of
other problems will have to be analvzed and studied carefully before
letting the final decision of the sibe 1ocaticn fall. o

The labour force and its suppliability should also be paid

serious attention. The level of skill of the available labour
. force could cause dissatisfaction of the entrepreneurs. A closs

collaboration between the free zone anthorities and the national
training iaicilities such as vocat. ynal training schcils, eto. would
be most desirous. In parallel to the levelling-up of the skill of
the labour force in general, suitable types of industries requiring
such higher level skill would have to be promoted se that this type
of ﬁorkers could find proper opporfunities of employment. This

‘would simultaneously benafit the improvement of added~value on

the one hand, and stimulate the gonerali industrialization of the

country on the other hand.

The problem of development of a community large enough to
support the work force of the Iree zone is a matter which involves
not only the planming of the govermment authorities directly oconnected

with the establishment of the froe zone, but other governmental,
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4

ﬁistriotal or mmiciple authorities as well. It is therafore necessary
to have a kind of Free Zone Organizing Commities created which would -
include delegatos from all possible offices which might have some
relation to the act of establishment «f the free zone. Supbértéd by Government
Decrees and Laws, and operated by a stoering committee, it would"be the
respoinsibility of this Organizing Committse to give approval to the various
aspeots of the planning procedures, and make recommendations to the
Government for having thevplané officially endorsed and the legislative

steps taken, if faquiredo | A |

In this respect, it must be emphasized that o well harmonized
and closely cooperating relationship between and among the Government
authorities, the Free Zone Organizing Committee, the public andvprivate
sectors of the country should be maintained, Laler on, once the free zone
ia estzblished, . this mutually supporting and cooperating fine team work
should be realized and maintained between the Government, the free zone
administration and the private industries established in the zone,

We have in the Kaohsiung Export Processing Zone, a wondarful ‘
example of such cooperation. The‘joint efforts of all.concerned have
brought such a success in the KEPZ, that the originally fixed. targets
have been realized within a perlod of 2.5 -~ 3 years since its establish-
ment. / '

One more subjact which has to be considered is the role of an.
industrial free gong, In other words, what role does an industrial free
zone have o play in the industrialization process of a developing country?
Should it be the final aim to try to organize and operate an industrial
free zone successfully? Or is it only one of the various means and measures
which the developing countriea could grab during the course of their

industrizlization process?
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'We have alrondy seen that in most of the developed countries
throughout the wdrid,'induatrial free zonea seldom exist. The free
ones that are established in those countries are not meant as |
industrial frée cones or export processing zones, but as free trade
"sdnes ‘or ¢émmercial free zones., The functions given to them are
either to store gocds under a duty»free status for later import 1nto
the &Qmestzc market, or the so-called entrepot actzvitxea of temporary
storage of goods for reexport to third countries. In these oountriea,
the level of industrializaticn has already reached the eitent that
no more promotionary measures are required to stimulate the establish—
ment ‘of new 1nduatrles be it domeatlc or expor¢~orlented. .

e B
R '>~:

" Prom this fact, it mdy be deﬁﬁééd‘ﬁhat an in&uatfiél'free zone
or an export~proceasing zone is useful only up to the po;nt “that
otharwise without. the’ promotionary incentives provided in the free
zonea, very fow new industrial investments can be attracted or
invited. Once the industrialization of the country has aéhieved this
optimum point, new investments would follow with or without any
specifio promotionary 1ncentives ag is provided in a free zone, In -
other words, thé normal fiscal incentives provided for new industrial 3
investments suffice to ‘induce new entrepreneursths. '

It is therefore foli that the 2atablishment of ar industrial
free zone should be conuidered as a useful means of accelerating the
indnatrzal éevalopment of’ the counbry, and not as a final aim.

' The industrial free szones exigting today, #ill be éccomplishing

" théir roles within the riext years, making it uamnecessary for them to
 exist any longers But there will be new industrial free zones established
elsewhere in the world, which would carry the duties of-prdhotihg'thé
industriclization of another country, bringing benefits for the host
country and for the entreprsnewrs plaming to make new industrial

invogtmenta.
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AIDE MEMOIRE

FREE PORTS/FRES ZONES AS INCINTIVES FOR
THUE PROMOTION OF EXPORT ORIFNTED INDUSTRIES

Backgg gund

As desoribed in the UNIDO Programme of Work for 1971
(ID/B/Si/hdd.?d, covering the programme of activities of Group 14,
Export Indusiries Section) which was approved at the Fourth Session
of the Industrial Development Board in Vienuna, one of the support-
ing activities of Headquarters ig the above gubject under reference
number 14.02.03.

Through the study and analysis of means and measures for the
promotioan of industries oricnted towards export production among
the daveloping countries, UNIDO has coms to the conclusion that the
establishment of free zones could bring aittractive results in the
promotion of the development of export oriented industries, provided
they are properly organised and managed.

In moat cases, ithe promotion of expurt oriented industries and
their aotivities is of crucial importance to the aeconomy of the
daveloping countries, in view of: -(1) the relatively small size of the
home market-hindering tho oparation of industrial production on an
ecomomic seale, (2) the need for foreign exchange carnings for the
further indusirialization of the nation, ard (3) the need of pro-
viding omployment {o considerable pections of the population through
such industrialization. The attraction of foreign invesiment for
establishing industries for export produsction, through incentives
created by the establichment of froe zones under proper management,’
can be considered as a meaningful meapure., It will bring new techno-
logies into the country, on the one hand, and will stimulate tho
development of ancillary indusiriss operating in the country but
cutside the border limits of the free zone, through technical
co~operation between the domestic industiries and those established
within the free zone, on the cther.
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Apart from the above, a major advantage which free zones could
bring to the developing country lies in the faot that the host country
will be in the position to concentrate all its efforts to fulfil the
prerequisites of an export oriented industrial production on an inter-
national lovel within the limitod ares of the free zone, The provision
of land and physical facilities including infra-structure is as impor-
tant a factor as the various financial and economical incentiveas for
pushing forth the industrialization programme of the developing coun-
trias, Should the objective area be limited to such as a free aone, the
host country will have an sagier task of achieving this condition, and
thus create the necessary circumstances and atmosphere for attracting
new investments from domestic ~and.foreign sources for stimulating and
accelerating the establishment of export oriented industries.

To date, more than 100 free ports andl free zones are established
throughout the world. These free ports and free zones are established
with objectives varying from one to another depending upon the situa-
tion and circumstances of the host country, and i} is bvelieved that
{hey may be clasgified under one of the following typen:

a) For simple warchousing and transshipping purposes only,

b) For warehousing and transshipping purposes as well as
small-sosle manipulation of the goods such as re-packing,
labelling, etc.

c) Same as above, but with a step further in the manipulation
of the goods including also assembling, processing, manu-
facturing, etc.

d) Por industrial production on a larger scale, but including
the types of work as per c).

e) For specific industrial production only, such as petrol
refining, petro-chemical production, shipbuilding, etc.

f) For export oriented production only, usually based upon
raw materialas and gemi-manufactures to be imported into
the zone chiefly from abroad. The main portion of the
finished products is, in principle, expected to be exported
abroad, and only in exceptional camsa imported into the
hogt country's market.

UNIDO Assigtance

Recently, the concept of establishing a free port or a free zone
for promoting the export oriented industries has become very popular.
A number of couniries has already drawn up plans for the establishment
of such free zones whereas many others are congidering to do so. There
are also countries which have alrsady implemented their plans but due
to some unforeseen obsiacles and difficulties, the frea port or free
zone 1is not operating satisfactorily according to the anticipated
function of aceelerating the creation of industries oriented towards
export production.
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In view of the above gituation, UNIDO is prepared to offer

o technical assistance services to those countries who planm to

egtablish ‘a free zone with incentives to promoté export oriented
industries, ‘6r to those who have implemenied their plans but with
g0 far rather unsucceesful results, in the following fieldsz

N 1) Hake feasibility studies for establlshlng free zones in
"connexion® thh the promotion of indusiries oriented towards export
'”production, also from the overall enanomxc and 1ndnatrial developnant
point of view. SR : T S e

2) Give sdvice on ihe aelection of industries suitable for
being established in the free zone, tsking into consideration the
national development plans, the availability of’domeatic raw material
resources, export market availability, etc.

3) Make recommendations concerning promoilonal incentives and
privileges for stimulating the establishment of export oriented
industries.

4) Make suggesiions on the organizationsl machinery et up of
the free zone, in order to ensure a smooth operation of the free zone
along the lines of stimulating the export production industries.

5) Give advice on means and measurss to attract suitable and
proper entrepreneurship especially from foreign countries.

6) Make other suggestions and recommendations connected directly
and indirectly with the establishment, management and operation of a
free zome as incentives for the promotion of export oriented industries.

7} In case of assistance, in the aense‘of " roubl e~-shocting®, to
the already existing free ports or free zones, which are operating
inefficiently, UNIDO can:

a) evaluate its-current performance
~ b) suggest changes in policies
~ ¢} suggest changes in the organizational set up
d) suggest improvements in operational procedurses
e} advige on any other measures

for accelerating the promotional activities on the establishment
of expori oriented industries within the froe por@/free zone area.

Combined with these assistance possibilities on free zones as
incentives for the promotion of export oriented industries, UNIDO, in
co~operation with UNCTAD-GATT/ITC, could render aseistance on market
surveys and marketing of selected articles having positive export
potential and thus support the justification of the export oriented
induetries established within the free zone territory.
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A% preunt USIDO is preparing a study on free szones as incentives
for the promotion of export oriemted industries by collecting, ‘analysing
and evaluating various studies, information, reporis and statistics on
different free zones. It im expectsd that the study ahsll be anilablo

for distridution in the near future,

Any developing country can avail itself of such.UNIDO assistance

by presenting an official request through the Resident Representative

“of the United Nations Development Programme in their country. !’nrthu*'
information on the subject can be obtained from:

Export Industries Section

Industrial Poueiu and Promxns Division
UNIDO ]

P. O, Box 707

Rathausplats 2

A-1010 Viemna

Austria,
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