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INCENTIVES FCR THE ATTRACTION AND PRGMQTION OF
INVESTMENT IN AN INDUSTRIAL FREE ZONE

Before entering into the subject of~incentives, 'would like to

speak about the p0531ble forms of customs free manufacturlng activities
known in general. These are:

1. draw-back system;
2. manufacture in bond; and

3. free trade zones or industrial free zones.

I. DRAW BACK SYSTEM

Where any components of oxport products are 1mported from a thlrd
oountry and are subject to 1mport duty at the time of 1mportat10nf a refund
or rebate of duties paid on raw materlals or components used in products are
granted after its exportation. This arrangemrnt 1s known as draw back
gystem. Tn other words, the entrepreneurs have to pay the duty and after -
certifying in forms of export doouments, they can,get their refundments.
However, this procedure is time-consuming on the one hand and involves in
many cases & considerable delay on the other. It also has the disadvantage
of tieing down the bapitalvof the manufacturer for the period between the
importation of “the components and the éprrfation of the products,'even
’ 'Nassumlng that the refundmeni is made immediately after the act of export is

completed.,

2. MANUFACTURING IN BOND

This is an alternative té the draw back system and is intended to

remove the disincentives as I have just mentioned. Namely, 1t permlts the
storage manipulation or manufacture of foreign compononts or raw matprlal
prior to the formal entry into the ‘customs terrltory against a Becurlty
bond which ensureé that duties are paid when and if the goods enter the
domestic market. This facility provides the possibility of pfocessing the
imported components and raw material into products which will be expdrted
without actually having tc pay the import duties leviable. It, however,
'still.involvés the "sleeping" nature of the capital in the sense that a

bond hag to be set up.



3. INDUSTRIAL FREE ZONE

The industrial free zone constituites a large scale arrangcment for

importing articles frec of duty and manufacturing or processing them in an
cnclaved area created for the purpose of safe-guarding the customs bhoundary.
With this system the industries established within the¢ industrial free zone
have no necessity of paying thc customs duty or puiting up of the security

bonds in so far as the products (or the components and raw materials) do

not enter customs territory. It eliminates the disadvantages of the draw

back system as well as the manufacturing in bond arrangements.

This system could, therefore, be of great interest to the entreprensurs
since the capital involved in the importing and manufacturing process could
be wholly utiliged for production purposes only, without the involvement of
any "sleeping" capital. The e¢limination of a large portion of customs
control and the complicated and difficult procedurcs of administrative
work involved therein as required in the other forms mcntioned before
and cus down a lot 6f "red tape' which would bc one of the most interesting
incentives for action—oriented and cost-conscience entrepreneurs and

investors.

In most countrics usdally a very well designed industrial incentive
system is already provided to stimulate‘the industrialization process.
However, in many cases fhese incentives secm not to he working as effactively
as intended. It has already been witnessed that fiscal incentives alone
are not sufficient enough to producc desircd results, at least to a certain

extent, of promoting new indusitrial investments. Physical incentives are

considered to be a uscful means of supplementing this situation.

The industrial frec zone equipped with the customs privileges, providing
various physical incentives and additionally supportcd by a range of fiscal
incentives could thus be a powerful weapon in providing an attraction to
the potential investors and inducing them in establishing thcemselves in the

industrial frce zone.

Ag we have secn during the present Traoining Workshop, a mumber of

countrics have created an industrial free zone for achieving certain
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objectives such as development of cxport-oriented industries, increase
of foreign exchange receipts, adaptation of modern teobpical skill, ctc.,
and a few cases indicate that this measure could indeed work favourable

for the benefit of the host country.

However, it should also be noted that a well co-ordinated package
of incentives would have to be drawm up so that with the minimum sacrifice
on the part of the host country, thc maximum attraotiOn would be offered

to the investors.

By this M"well co~ordinatcd package of incentives" I wish to stress
that there could be seldom, identical packages of inoenfives in fwo
industrial free zones, because the packages hévé 10 be drawn up taking
into consideration tho Zeographical location, the availébility of labour,
skill, raw material, infrastructure and utilitics, and, most of all, the
- industrial atmosphorc in the host country and in thoiregion where the

industrial free zone is to be established.

Although I do not wish to count the Republic of Ireland as a
developing country, I may refer to the status of the Shannon Free Airport
Zone, where only a very fow incentives are provided. The types and range
of such incentives are carefully studied, weighed and decided upon, sufficicnt
enough to attract and inducec industrial invesiments. And, I am sure you .
will agrce that we have herc = succcssful crample of an industrial free

ZONe

Therefore, it would be too daring an attempt to try to design a
.standard package of incentives, applicable to all countries. I am therefore
going to list up the various types of incentives which would come into

consideration in connexicn with an indusitrial frec zone.

When discussing the forms of incentives of an industrial free zonc
it must be noted that the incentives meant are for the purpose of attracting
and inducing new industrial investments by the domestic and forcign entre—
preneurs and not the so-called export incentives or export bonus system

which objectives arc to promotc the export trade activities.
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There arc & large numbcr of incentives which can attract a forcign
i investor in an industrial frce zon::

A. TPiscal Incentivcs .

1. Import duty/tazr cxcmption on equipment, machines, etc. for the

establishment of a factory, and on raw materials and components for

the production. As we have alrcady secn, the big advantage here is

that the customs procedure is cut dowm to a minimum.

2. Income tax holidays is given for a certain period to facilitate

the cstablishment of a factory and to reduce the starting costs of
: the production. This inciudes also a special period of holiday or
.} reduction of ratcs of other direct and indirect taxes, surtaxcs,
surcharges, c¢tc. payable by entcrprises which arc not located in an

industrial frcc zonec.

3. In some countries export taxcs are excempted from products manufac-

;! tured and exported from a frecc zone, vwhich otherwise are lcvied on the

normal products.

. 4. Frcedom of forcign cxchange control with o guarantce of the same

status in the future and with the assurancc of frec repatriation of

‘carned profits up to & cecrtain {ixed annual ratc or pepccntage.

. Preferential financing facilitics, such ag a provision of shert
’ ’

moedium and longterm loans with an advantageous rote of intcrest,

provided they are required for the cstablishment of the industrics

in the zone, including the construction of non-standard factory

buildings. In some cases, these financial facilitics arc cven provided

t0 the entreproncurs for the purchasc of raw material as well as

working capital.

6. Prefcrential tariff rates on transportation costs betwcen the zone

and the sca or airports of arrival or dceparturc in the country as well
a8 on the forwarding services, warchousing scrvices, cost of utilitics,
rents of ground and buildings (standard factory buildings) common and

general scrvice charges, cotc.
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B. . Physical Incentives

1. By physical 1ncent1ves I am rcfcrrzng to the rangc of incentives

prov1ded as infroastructurc in the industrial frec zone by the host

government ag the initial investment.

The most important significance of thesé»hhyéical”incontivés\ié the
fact that they are relicv1nw from the 1nvcstor their initial xnvestment
oapltal on long term leQd &sscts,'whloh would othcrw1se have been tied

4down were thcy to be arrangcd oy tho 1nvestor hlmself°

2, A blg attractlcn is tho squly of utllltles 1n the form of

alectrlclty, watbr, gas, stcam and. maybe a oentral heatlng supply.
However, this depends on thc locatlon of the zone and the ‘various

types of 1ndustr1es which are comlng into the zZone..

3. Standard Factorlesn Possibilities of rcnting or purchasing pre-

constructed standard fmctorlas 2nd office buildings or spaces,

;aceordlng to the w1shcs of the 1ndushr:cs,, As seen in Shannon, the
‘advancod constructgd factory bulldlnvs arc a not tn ba svergeon 1noent1vc
.. %o the 1nvestor.. Tho fwctory bulldlngs should be so designed that 1w

| would leave the p0381b111tJ to the investor. £ cnlarge them at a later
date. Anether adventage is that thc 1nvcstor is able to move 1nt0 the

zone in the shortest time.

L

Of course the possibility must be left opeﬁ for the invéstor to
construct self-designed factory buildings should he wish to do so.
In this case, alsc the pre~leveled and‘prepareﬁflpﬁs'QTFbays would

enable the investor to commence the censtruction work immediately.

4. Warchouse services should be- available for the investor to store

i -
raw materials, components, ctc. what he needs for his production.

C. Qeneral and Common Secrviccs
The. availability of gencral and common scrvices cstablished in the zone

are designed for the benefit of the industries and their workers and would
amount to a considerable portion of reducing the work as wcll as the initiai

investment costs of the investors, had these had to be made available by



themselves. To these I will add:

1. Kepair and maintcnance workshop for the normal services and

repair of thc machines and squipment in the factories to avoid
undesirable intervals of thc production by depending upon repair
shops outside the zone, which arrangemcnts could be complicated

and time~consuming duc to the customs proccdures.

2. Transportation or forwarding scervices which does the transportation

within and outside the zonc and which does also the customs clearance

on bchalf of the industries.

3. Medical services (olinic servioe) the size of such an operation

‘would depend largely on the number of the workers cmployed in the zonc.

4. Cantcens and cafetarias. A general canteen service would discharge

the necessitics of individual industrics to provide such services

themsclves.

. Petrol .stations.

. Pood and supplics in thc form of o shopping centre.

. Security scrvices.

5
6
7. ¥ire brigadc.
8
9

Co-operative insurancc scrvices.

10. " Training ccntor.

11. Housing.

12. Parking facilitics.

13. Recreation facilities.

The scope and scale of all these servicces, however, ought to be
cxamined and planned carefully in order that it will suit the actual demands
and requirements of the zonc, or otherwise it may in itself causc incfficient
cconomy in the scnse of cxcess and/or unngoessary facilities, The matter

ghould bc considered in relation to the criteria cf admissible industries
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and the typc of industrics actually éétablished in the zone. A physical
development of the avallable fa0111t1cs should bc co-ordinated w1th the
expan81on of the free zone activities. '

Y

I would say that one of the most 1mp0rtant mattcrs ‘which could and
would act as an 1nteresting incentive is the organlzatlon and admlnlstratlon
of the industrial frce zone. o

3n 1ndustr1al free zonc admlnlstratlon actlng as the hlghfst
admlnistratlvc authority in the zonc, should be cstabllshed wlth a
centralized and' autonomous powcr, regpon31b10 to and undcr the guris&lction ’
. of the Ministry in charge of industries. Its functlon wvuld bc t0 handle alli;'i
matters concerning the administration and operation of” the: zone, 1nclud1ng ’
such problems as8 accepting and » ﬂppr0v1ng of appllcatlon from 1nvestors,

grantlng of pcrmits and licences from the 1ndustrles in thc zonc, cte.

To cnsurc an cffective operation of the‘induatrial fr%b zoné admini—
stration, branch offices of varioué supporting agen¢ies éhbuld,be located
within the administration office. These wduld include auch'orgahizations .
ast Customs Housc, Pax Burcau, Post and Telccommunication OffiQe; Banks,

Employment Service Office, etc.

Post, Tclophone and Telex. The telephone should be plamned in such

a way that the capacity be co-ordinatcd in;acoordance;with the‘development

phase of the industrial free zone.

The Bankscrvices. The banks should be given the possibility of

handling foréign cxchange transcations.

It should be stresscd that this type of centralized and autonomous
administrative organizatiOn'could provide the best servioes‘td the entre-
preneurs in the frec zonc by minimizing the bureaucratic red tape procedurcs
.and could function as an cffcctive incentive in attracting new industrial
investments into the zonc. The administration should give the impression

of a private running organization and nct of o governmental institution.
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) There arce o few cascs where the administrative sct-up of the free zone
is not centrally organizcd, thus rcsulting into serious discouragements of
further expansion of the free zone activities. On the other hand, the

situation in Shannon con be considercd as o model case of such an organization.

A scrious concern -of an investor, particularly of forcign crigin, is
the feeling of sccurity of his invested copital. A guarantec against

nationalizing would offsct to a great dcal this problem.

Before closing, I wish to mcntion that the cstablishment of an industrial

i ; free! zone should be considered as a useful mcans of accelcrating the industrial
é“ development of the country but not as a final aim. The incentives should bo
) ? 86 designed to follow this principle, namcly to obtain the moximum accclcration

of industrial devclopment on a short to medium tcrm basis.

\
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