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1. Introcluction :

1.1, In accepﬁngwthé kind invitation of UNIDO to prepare and present a

n puper on Industrial Free Zones, | was influenced by two main -
considerations ¢ firstly, a conviction, bused on the experience of the team
- which devetoped the idea ot Shonnon. dnd ossisted: |
in its translation to othoer locations, that the Industrial Free Zone
Concept offers to develdping countries a proven method of
achieving sugmftcum gmwth through mdusfnahsahon vrithout
~ foreign economic domination and secondly, a concern tholr,
through lack of clear knowledge of the purpose and operations

of Industrial Free Zoucs, mariy,devefoping countrias can be

R e

dissuaded from considering their e“sl‘c:bli hment or, worse still, be
encouraged to emhark on them from o bas:s of misinformation and

misundmswndmg.

1.2. When frelond won political independence in 1922, it was foced with
. mun); of the problems that now confront developing countries ¢
excessive dependence on agriculiure, a high level of unemployment,
and a very small industrial base. In the early 1930's o programme of
rapid industrialisation was inaugurated, making extreme use of protective
tariffs, with the objectives of increasing employment and achicving o
lorge measure of self-sufficiency in the production of industrial goods.
The new policy, os might be expecied, had its successes and its failures
in torms of ihdi\?i'duaf enferpr?ses,A but overall it did not succeed in
eliminating unemploymc»nt. The numbers uncble to find work, and indeed |
forced to emigrate in sourch of work, had reached such proportions in the '
late 1950's that a new w approach was clearly necessary. An additional |
foctor v:u# a growing balance of payments problem, brought about in’
targe mcasuré’!ﬁy the overwdépendence of home market industries on
importad raw materiols, A vigorous prograrame fo attract foreign enterprise
to establish manufacturing units in Ireland was, therefore, launched, with
generous inducements being offered by the Irish Government 1o stimulate
cxports, Emphasis wos redirected from the previous policy of import

subsiitution to the new pricrity of monuflacturing for export, :
. - [ - _!
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In this new economic envirohmeni', the Shannon Industrial Free

Zone, geored essentially to export manufacturing, played an
impoitent purt, Starting in 1958 it quickly developed in terms

of industrial enterprises, cmployment and production, and by

1966 it was contr?buﬁn{; 30% of the Nation's exports of manufacturing
goods. Toaay, nearly 8,000 peeple are employed ot Shennon,

£30 millions huve been invested in industrial plants, and exports

of Shannon made goods are runnﬁ'xg ot an annual rate of obout

£50 millions.

The success of the Shannon Zone has atiracted attention from other
countries, and we have been very pleased 1o pass on the benefit of
our experience lo those interested . That the ideas originating at
Shannon are fully candble of succecding elsewhere, hus been proved
in the cuse of the Industrial Fiee Zones developed at Kachsiung

(Toiwan) and, more recently, Korea und Molaysia.

This experience accomulated over o pariod of 15 years, hos demonstioted
that the Industrial Free Zone concept offers a proven method of achiceving
growirin a planned and controlled envivonment. With the proper

development of Industria! Free Zones comes :

- an increase in {ob-opportunitics;
- a raising of level of industrial skills of the work-force,
- a build-up of international, export-oriented enterprises which

bring new technologics and new techniques of production and

marketing,
- an increase in exporls and foreign-cexchange eamings,
- substuntial fixed fnvestment in plant, machinery and building, ena
- regional growth through the multiplicr effect of developmonts

occuring within the free-zone ifself,
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Industriul Free Zones, being concerned with external trade,
ore outward Jooking and exponsionist in chcracfe'r,. and are
a constant source of frash thinking and ideas which help to
stimulate the domestic economy, They provide a "shop-window".
for the abilities and products of the nation's enterprise and wotk-
force, and they constitute a focal point of grovith and prosperity
which serves as an example and an inspiration to the rest of éconemy..
1.6,  Whet | am saying, in effect, is that the Industrial Free Zone has
| been shown to be un effective means by which developing countries
cun overcome the disadvantages of entering late into the process of
industrialization, lts purticulae value is that it can provide a method
of tupping into the technological expérﬂse and marketing skills of
the more developed countries and of securing access to the vital

process of export manufacturing.

1.7.  But the precise nature and purpose of the modem Industrial Free Zone
idea is not always undersioad, ~In purticular, iis essential role as @
manufacturing base for exporting industrics is frequently confused with’
the older concept of the zone as an entrepot and assembly point for

~ goods imporied from ubroad and intended for the home market, Another
misconception is that the Industrial Free Zone, to be successful, must |
be established as o specially privc:legéd enclave in which the normal
and néce;ssary social und economic. laws of the host country are totally

excluded.

1.8. - Such misunderstundings are harinful to the concept of the Industrial Free
Zone, and are confusing 1o those in positions of authority who' heve to
make decisions on the implementation of Industrial Free Zone projects in
their own countries. [ hope the puper which follows will help to clarify
these matters,  Plonning and other related fuctors are not tauched upon,
as these ospects are fully covered in the paper entitled " Physical Planning
of Industrial Free Zones", which UNIDO have asked my colleague
Mr, Pavl Quigley, General Manager, SFADCo., to deliver of this

Coinference,
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11. The export~oriented indushiial free zone

o 2.1. The title "export=oriented indusirial free zone" is a good pne in ..
thot it describes the specicl characteristics of the manofaciuring |
) concept that originated in Shonnon Free Alrport in 1958 ¢nd
subsequently developed in Taiwar, Malaysia, Korea and
elsewhere, 1t is a "zone”, a defined and limited arca, It is

"free" of customs duties, being separated from national customs
terrifory by a physical boundary, so that goods can be brought into
it, processed, and experted without payment of any. duties. 1t is
“industrial} in that it caters primarily for manufacturing industry,
and thus totally different from most traditional freeports which were
assembly poinis for the export of rew materiuls and the binport of
monufacturing goads, with slorage breale-bulle crecos and some minor
packaging and processing operations, (these traditional freeports were
thus designed to benefit developed countrics through facilitating trade,
but it was a type of trade which hindercd the indusirial developient of
‘colonial economics). And it is "expory oriented” because the firms

.

within it are serving not the home markei but the world maiket.

2.2, While it may not uppzar ot {irst sight to be a necessary characteristic

of an Industrial Free Zone, | see one ether »:;umlif)} as essential for

suceess, That is, that the Zone must be planned, monaged and promoted
by a State Avthority or State Campony which, while controlled in broad
policy matters by the Government (ideally, through a part-time board of
directors appeinted by the Government), must be frec to act commerciolly,
flexibly, and with all the management skills associated with manufacturing
industry itself. This calls for full Government commitmant, and the giving
by the Covernment of necessury authority o be a carcfully-chosen group

of competen and responsible officars,
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And 1 should add one further qualification, While the Industrial
Frec Zone must be mainty cohccmed with manufactured experls,
and my paper will therefore concentrate on these, it should

provide suitable conditions for encouraging development of

other exports appropriate fo the particular economy. For example,
'datmprocés.sing and clericol opemﬁoa‘:s carricd ouf on @ commercial
basis for overseas customers can eamn export profits and give gaod
employment, . | '
Or the Industrial Free Zone couid offer possibilities for processing
and pac{:cxgiqg commodities now exported in bullk, giving greater
added value to the cconomy and greater profits (parficularly if
these are tax~frea) to the i.ndu_sh‘)' concerned, The mix of
activities in Zones may vary from country to country, but export
manufacturing will predominaté in all of them. .In the Shannon

Industrial Free Zone 98% of all goods manufactured there are frncaucu

for export markets. Here are the figures {or imports into the Zone as

well as exports {rom the Zone during 1973,

Im,
Total Exports : - 47
Total Imports 23
Nett value added at Shannon 24
Made up of -
Saluries/Wages 10
Services & Local Purchases 6
Profits/Stock Appreciation 8


http:Induslric.tl

e T ek e “m,y

111,

3.1.

3.2,

The Industrial Free Zone in notional development progrommmes

The Industrial Free Zone s o meons by which conditions con
readily be csteblished which can both altroct foreign investment
end give o measure of control over it. In recent fimes, the
process of industiialisation in o developing country frequently
starts in the some waybs it did in Ireland ~ that is, with the

esteblishment of home industry monufacturing goods previously

imported, behind toriff Laniers designed to protect it, These

barriers moy be intended as terporaty ones, to give profection

during the estoblishinent phase of the nov home indusiry. n
practice, they tend to become permenent, or ot least only 1o be
temoved as ¢ nzcessary pro-condition to grcaoter grovele-oppartunitics-
as is happening in Irefend following our enivy into the Furcpean

Economic Communily.

Protected home industry, unless the bome morket is an eriormous

one, can only bring limited indusirial development,

Efficient, low unit cost production processes call for big markets and,
to on ever-growing extent, for world markets. The very protection
of home indusiry, in that it is protection from external competition,
tends to make it unfit for compatition on export markets, The lrish
experience is that it is the exceptional firm which, from a base of «
small protected home maket, becomes cfficicnt enough fo export
successfully. The classical economic viewpoint that Fixed home-
market prices can enable the home-maiket 1o ohsorb the overheod
costs, ond hoace thot aayibing over variabie costs will produce exxport
profits, does not scem to hove worked in pructice. I if works of alf,
Eheliove it con only be whare there is o lorge home marl:et and

I3 t N » ® . -
exceptionaliy enierprising induste ol vianenoment,



http:ishmr.mt

3.3.

3.4,

The transition {rem o siiuation of pretecied home industiy o

one of substantial industrial exports, can, therefore, be o
difficult one. -lrelond's solution since 1958, when we realised

ve h;fd reachad the end of the road in develepment from import
subsitution, has been to couple incentives 1o encourage home
indusity to increase exports with incentives to aliract new totally
expoiting industry. The lotter, because it does not sell at all on
the bome market, or sells of most a controlied small proporiion of
its output on it, offers no dircei threat o the growth of home
industry,  This hos Leen quite a successful policy and heos, |
believe, led not only 1o a targe new volume of exports, generated
by new factories, bul contribulcd indirectly 1o major increuses in
exports by the traditional industries.  In the period 1960-72 industrial
exports from helond increased from £84 million to £346 million -

an increose of over 240% o constant prices,

tn Ireland, the Industrial Free Zone af Shannon was one part of

the implementation of the new policy. The project at Shannon had
other aims, too. These were the QCmf:rcHeu of freight and business
troffic, to atiract civeroft which no longer needed to fend for fuel,
and the ercation of employment in a port of the country where
there was little or no  previous industrial development, This illustrates
the point | woni to emphasise + that an Indusirial Free Zone must
be seen, and planned, as part of a national industrialisation policy,
and as part of the policy for development of the region in which it
is located, I must be seen in relation to notional policies for
tourism development, for agricelture development, for export
development gencrally, and for port development, At the same
time, it offers the special posibility of providing within it (if

this accords with notional policy) spacial lzgislative and other




conditions which neod not opply eluowhere in iur netional
ten‘i‘io:‘y. it gives anew dimension of choice to the national
Government, including a ceody meens of estab ishing exporting
industry while maintaining eisewhare, for os long a: necessary,
industrial development through Import substitution.

While it thus provides greoter {lexibility in policy, there is

one vital respect in which flexilility must be timited i th

Industrial I'veo Zonc is te sucoved in practice. Foreign investmont
seeks sccure, known ad fovourable conditiens., The conditic
offered to any pusticular industry fo aftract 1t to the zone must be
maintained througheut the period far which they were offered

They muwt not oaly be fixed and  cestaing they must be seen to

be so. If imple, o 15-year remission of tax on export
profiis is offcred, that remission, for the individual firm concerned
musf not only last for 18 years but it must bo seen from the begiining,
in ferms of precise and unalterable Coveroment commitmaents

that it will fast, This is not to say tha! the conditions offercd 1o
newcomners may not subteguently change. It may prove, dafter the
initial successful development of the wone, that 10 = year

I3

remission would be suff

-

icient to ettract more industry.  If o, the
offer to new firms can Le chonged by shertening the remission

period, Dut on atb oifer is made it must, in its i, be fixe

ond unalicrable. The dndustrial Froe Zone gives greater flexibility
of chzice, both io the netional Covernment and to the foreign
investor; bot i docs not give flexibiiily to subsequenily change an
individuo! arrangemont ence made,  Security of investment conditions
within the Zone will boe on dbsolute pie=requisite o its success,
Brealking wweh a bargain woulid nor enly dumoge the ottractivenc

to invesicis of the couniry concerned - it weuld demone the

ottractivenass of all Industria! Frae Zonc
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3.6. We are here concermied primarily with the Indusicial Free
Zone ac a meons, within o national policy and programme,
of atiracting forcign investment in exporting industry. It
ﬂ‘pu!d not be overloolcd that it con also be used to stimulate,
by offeri ing fnvoumblv conditions, iiv‘ development of national
é',:xpm’m'zg mdustr}'. Sr>mc of the new firms may be-joint cperations
with, or cwnied in part by, either private enterprise or Stote

enterprise in'the country concerned,  Further, the factories in

the Zonc W:H '\xovuih a market for sub-contracting and sm‘vicc
fitms which con b mei by local enterprise, At Shannen, for
example, 19 of the 59 fivms in the Free Zone are wholly lrish- l
owned, and the proporfion ()x sud\ firms is tending to grow,
3.7. For o mtmt*y ot an car ly stoge of industrio} ::cvela; smwnt, ond

with seaice resource <s,) fhe im ustrial Free Zone oﬁ'us tha

aluable vdditional advantage of erabling adequate infrastructural
facilitics to be provided within o limited ond écvi'|<;-entra3%ec§or.oo, '

and therefore of leodd cost, Within the Zone, a non-industricl

secicty can establish an area completely in keeping with both

it 5

the necds and the achicvements of a fully industrialised socicty.

While this some cffect can potentially be achieved in any

-

industrial estate, the necessary concentration and disciplines of {

the Free Zone force it more strongly towards practical reality,

3.8, Once the Industriol ree Zona is working successfully, it has a
strong demonairation effect on the rest of the economy. - For example,
in 1966 Shonnon s,x;:u::m:d 30% of lreland's iomi mar wlactured
exports, In 1972, atthough manufaciured exports from Shannon had

'grov‘en subdantially, !'hey represcnted only 12.9% of the national 1

fotal, Shannon's "demonstrulion effect” undoubtedly contributed

to this change in the m::inzumf aeonmny,
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3.9. In many instances, the Industrial I'ree Zone may be the most
inexpensive way of bringing cbout export industriclisation
since the usual location, at an oir or seaport, has olready

got u developed infrastructure of communications and lohour

RS availability and, in the cuse of airports, vsually has suitable

g:; | land availdbility. This economy of location can be particularly

~ valuable in pilot plant develepment,

3.10. Most national industrial dévo!o;ameni policies would presumably

favour the export of manufactured goods rather ‘than raw materials,

With o strong export policy, it would be undesirable to confuse

the purpose of the Industrial Free Zone by penmitting the sale

of its products to ihe home market; better to keep the Zone

totally cxporting. T_fﬁs rule, should, however, not be so

:’i - rigid «s to exclude the possibilily of sales to the home markei of

C goods which could help in the developrent of home industry,
Examples are tools which might, ot least for a time, demund
advanced manufacturing techniques available only in the Zéne;

or components which would, in any case, have o be imported.

3.. 11, Mony of the developing countries tend towards a centrally
plunned economy us distinet from the market-type free
enteiprise econoimy. The Industrial free Zone would in no
way conflict with development of this kind. {a fact, it offers a
bridge through which the host couniry can reap the benefits of

both systems.

3.12. In brief, the policies of the Industrial Free Zone must be developed
in the fight of individual naticnol policies and objeetives, and
must conform to them, just as the plunning of the Zone must be
- co~ordinaied with national and regional economic and physical
planning. Within that context, the Industrial Free Zone should
* be a modet of industrial developinent and should serve as o leod
and as an example for modern industrialisotion within the developing

covalvy. Just as an airpart will exhibit bigh technologice! development
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even in an underdeveloped couniry, so the Industricl Free
Zonc should exhibit industrial technology on o par with
anything that can be found in an irdustrialised couniry, and

exhibit i both o the forcign investor and the local entrepreneurs,

-y N e . N » ) s . . . »
t should moke it eleor that, in emphasising export industeialisation

as o ey to prosperity, | om not advocating that developing

“countriés shauld necessarily follow the same pattem as that

followed in indusirially developed countries. Fach nation

has its own culture and philosopby of living, and the purpose

“ofiindustry is to support these, not dominale them.

Culture should guida the pattern of economic growth which,
for developing couritries, comes ot a time when they “can

profit from the mistakes of industrialised countries, Thus the

~Industrial Free Zone; os dll forms of development, must find

its place within un overall national framework.

S
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. The Multi-Nationals and Mational Development

4.1, The growth in size and power of mulii-national corporations
is o phenomenon of our age. Many ore giont firms, with
factorias thabughouf the world, Even more of thein arc
relatively small firms, heodguartered in an industrially
developad countiy and with one or two subsidiary factories in
othar couniries where they can goin advantages in production

costs of in access to markels,

4.2, Multi-national companics, and particularly the giont ones with
onnual budgels mony Himes larger than some national budgets,
can be seen as a potential danger to the independenco of developing
countries. Their payroll can, in itscif,I moke a large arca of a
country dependent on their success ; the value of their exports
can make a contribution te balence of payinents which the host
couniry canno! affort to forego, The dunger is seen that they wiil
thus commond political power which makes them difficult to control
where control is necessary in the national interest ~ for example,
in onder to protect the environment around them. And they are

seen as having no national loyalties; when it suits thom to transfer

production o some other country, where trading or cost advantages

are greater, thoy may be expected to do so.-

; 4.3. At the same time, the need of many countries, and particularly

of developing countries, for industrial development, for manufact-

uring employment, and for export trade is such that they not only
welcome mulli~nationals, but strive to attract them. For they con

, v undoubtedly bring valuable contributions to their host country.



4.4,

-~ 15 -

These can be listed as:

o) Cstoblishment, nationally, of export production to bredk
away from the limitations of policies of heavy protection of,
or dependence on, home -morket industry. ‘ ‘

b) Employment creation, both direct in manufocturing and in-

- direct in servicing.

Y

c) The acquisition of industriiq! ond marketing knove-how and
skills. -
| d) The availubility of i’r:reiéﬁ capital for infx'x;s.h"icd 8¢§§idpm(:nt. j
e) Increased export and foreign exchange receipts.
i
‘f) Improved industrial infrastructure, including improved channels “
of {oreign trade and communication which can be vsed also
by local industry.
o) The demonstration effect of successful manufacturing und export
matketing, os an encouragement to local entrepreneurs.
Few, if any developing countries can offord to forege these advantages,
The key question for than, therefore, is = how can the benefits of the
multi-nationals be obtained without dunger to independent notionol
- authority? What formulas of mutual udvantage can be devised to
suit the couniry concerned and to suil - indeed 1o atiract ~ the multi- B

national? Bearing in mind that the multi-national is seeking profits,

not political power, and seeking therefore, secure, known ond favourcble

conditions for its investment, | believe that o well-planned and conceived

industrial free zone can be o major port of any national answer to these

questions . It can be « meons of cnabling developing countries to over-
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come the disadvontage of having lost out in the industrial race;
o means of tapping into the manufaciuring expertise and marketing
know=how of the industrialised nations; and a means of quickly dev~

eloping the desirable export-orient ed manufacturing base.

Many developing countries fear that the attraction of fore;ign industry
could leud to the submersion of their economic independence by the
power of multi-nationals ond of international financiers, The Irish
expericnce shows thal this fear is not a real one in any country which
has o sophisticated and well developed Governiment and Civil Service
orgénisation.' A policy of encouraging mcany‘firms ond mc:r.;) nations
to participate in industricl development meons that there will be many
eggs in many baskets rather than all cggs in cne basket. The question
of selcction of foreign industry is dealt with under the beading

"selectivily in attracting industry” later in this paper,
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Natural attractions to investment

Any package of attractions should start with natural advantages,
building fully on these, and then be completed ~ to the extent |
necéssmjy to attract investment ~ with crtificial incentives. The
greater the natural udvunigxges{ the lower will be the additional

money cost of attracting invesiment,

A stoble political situation, and « reputation for honouring
international and trade agreements, are valuable assets. Any
perceived weokness in this respect will have to be compensated
for in légis!cted assurances ond in forms of contract which will

offer comparable security to the potential.investor,

Location on main trade routes; with { hg'ir promise lof good shipping
services, will be otiractive v a nunber of industries. Industries

with low voluerto-weight products often seek a location somewhera
between their source of maicrial supply (steel, for example) and

their main matket. The aeroplane is @ major new factor in opening up
new or subsidiary routes, o d products with, high value-to-weight -
ratios will be little offected by some additional transport costs, The
Industrial Free Zone, in éreoﬁng commercial freight and in facilitiating
cost reduction through freight consolidation, may be of special value

in building new trade channels away from existing main routes.

But it will need to build on.other attractions to compensate for any

transport deficiencies. (This consideration would be of special

importance when considering the conversion of exisling, unsuccessful,
industriol esiates to.Industrial Free Zones - areal possibility in some

countrics).

One such natural attraction could be relatively low labour rotes,
particularly for loboui = intensive indusiries. The existence of
low Jabour rates should be scen s a phase of economic development,

which can be properly related 1o o phase of industrial development
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leading to higher technolegy indusivy. Seen in this way,

and not as a permanent condition, it can be used with

advantage to attract indusiry, Where total industrial

development policy includes o strong emphasis on training,

it will support a continuing advance towards higher technology
with its associated higher lobour costs. Thus, for example,

a fgctory estublished to take advantuge of low labour rates

in the assembly of simple electronic components may develop
its product range through more complex components to full
vertical manufactire of completed products, with inercosirngg
emphasis on rescarch and development, and with responsibility
for its own marketing. We have scen this pattern repeared
many times in Ireland, As a couniry we con no fonger claim

to have u low labour rates; but we were right to toke promotional

- advantage of them in the past.

Indusiry seeks low labour cosls per unil of output, ond labour

rafes are only one element of costs.  Labour productivity and

fabour skitls are other elements. Therefore good industrial

relations and the availability of skilled labour con be major

attraciions to indusiriul nvesiment,

Labour avuilability, in fotal numbers, can also be a key
attraction to industry from labour~shortage oz;éas. High
labour availability, even where there is incdequate skilled
labour, can be attractive becauze it puts industry in the
position of being able to pick those workers who have the

best natural ability ond who will most quickly acquire the

necessary skills, Because good jobs are relatively scarce,
tabour furn~over will alzo be lovw., The best siruation for good

industriad velations is where there is o strong and discinlined




AR

2
N

5.8.

consideiable success.

- 19 -

Trode Union movement, dedicated fo increasing total employment
as well as to improving conditions of employment, The co-operation
of Trade Unions jowards crhieving high productivity will be

particulorly important in the early yeors,

High on the list of natural attractiens should be environmental

quality - evidence that the area is a pleasont place in'which to

work and live, Industry prefers to hire local people for. jobs at

all levels, if only because it costs less than- it does to pay over-
scas and transfer allowances to expatricics. But, incvitahly,
headquaiters exccutives and trainais will be required 1o set up

the factory ond run it in its carly years, and the location will have
to be satisfactory to them and to their fomilies, In fact, the

same adveriisement could well be used fo attract fourists and to

aitroct industrial investraent; Puerto Rico has done this with

‘Where the existing environmental quality is inadequate for any

reason - for exomple, the lack of a firstclass hotel this must be
put right os pet of the ;"‘\**jrcrkmm for attracting invcstment.'

The right business envirenment call for o fuirly sophisticated range
of services, with banking, insurance, freigh! and maintenance
services high on the list, The Industrial Free Zone gives scope

for correcting any deficiencies in this reourd at relatively low
g any 4/

- cost,
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Addittonal incentives fo attract invesiment

Additional "artificial” incentiver will be needed for two main
reasons: firsl, to otivuct the ariention of industry fo what will
be, certainiy initially, an unknowin and unproved location ;
and seg_:pndi'y, to compensale for any deficiencies , for example,
in industrial srzrv%ces, in communicotions , or in skilled labour.
A third possible reason, which we will examine further later,
would be to compete with incentives offcred in altemative

locations in other countries,

Incentives offercd to attract industry 1o an unknovmn and unproved

location will chviously have to be at their highest initially. With
the successTul establishmant of the first fow indusiries, particularly
where one of these has-a name infernotionally known and respected,
this element in the incentive puckage will become unnecessary in
practice, the tolal incentive offer can be reduced.  Probably it

is best to hove o phosed reduction over o few years, as an invesior
may not be prepared to complete a deal on a basis very much less

favourable to him than that give - to his immediale predecessor.

An effective altraction is to offer remission of tax on export profits
over o staled period of yeors, either from a fixed doje of from the
date of esteblishment of the firm concerned. 't would prefer o fixed
date, as the value of the incentive avtomatically declines from that
date onwards, being greafest when most needed, 1t will alwoys be
possible, later, to extend the perfod of remission should that be
desirable; or to shorfen it in respect of future investors lo whom no
commitment hias been mode, Rerember, however, that too frequent

change could cdversely offect the premotion of the Zone.
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We storted ot Shannon with tofal remission of tax on export profils

for 25 years. In retrospect that was probably an unaccessarily long
period. Ten to fifieen years remiscion, with o phosed five yeor
period «f ironsition from total remission fo full Hability, should be
an adequate incontive, While tax remission involves no real cost,
but rather the {orgoing of direat taxation on an operation which
otherwise would not cxisi at oll, tox payment is something which
every nutional excheguar wiil Jook forward to cagerly. We should

.

not forcao this potentict income for longer thon is necessary,

An intaresting aspect of expoit tax incontives is that, while the

g I f I
make no demonds on the existing resources of a developing country,
they give it an advontage (necessary to counferact inherited dis-

) . \ o s i !
odvantges) over developed countrics.

Developed couniries vannot afford to infreduce tax remissions, as

they wouid mean the loss of large exisiting tax revenves. Any

four in developed countries of this advanicge would be on iriational
one, in view of the huge disparity in relative volumes of manufactured
exports,  90% of such goods are produced in the USA, [urope and
Japan. Al developing countrics, together produce in the order of
10% of total oport monufacturers, Moreover 15 of the more
industrialised countries account for uiaproximui-ely 75% of the world's

export trade,

Diz‘ccf cash grunts may alio be necessary, Undoubtedly the t.nost
beneficial of these, from the point of view of the notional economy,
is a gront towards {roining costa, In freland we offer gronts up to
the full cost of training., Of courve, the value of froining ranges
vpwards in value from ithat peecliar 1o one fim, to fraining of wide
gen»erc:? application; Brom, say, the training of piano-funers to the

training of fitters end foolmckors, Training codls ere tokon as including
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the cmioum Fihe :ﬂym'l relatesd o unproductive worke during

ihe training period ; the oot of serding workers olroad for

yeoenoountorn

. N Wt ! Y S SR 2 .
fo anree, in negotioticns, amasimnon fevel of crand) calls fos

the involva

poirantel Lnoyledgeahle and exporienced in

training., Witk such men, the proces of nugetiotion will often

ity

of trajning,  The adegueny of fiaining, ol the ralated eduention

show that co

» , . o
of high-fevel technology and adininitrators, will deiemmine the

pace of the process to which | have alcody refomved - the

developmant of simple manufaciuring operations to comprehensive
industrial oparations embracing thelr own rescorch, product

dc,\fc»lo'a. ent, and markciing.

-

Pt

Probebly ithe neat most valueble vee of cash arants Is in subsidising

the construciion cost or rent of {octory buildings. Renting of

((_’:

butlaings can ofien be athractive o the industriatist, in that it
reduces his oo pitel reguirements in the early stages of o project,
whien his nocds are greofest. 1 also enebles the indusirial Free

Zone Ageneay to offer o flexible range of incontives.

These con davk from an arangement providing for the reduction of

. - .

rents below coonomic favels for the fivst five or 5o yeors, with the
subsidy Leing recoverad in highor vents in subioguend yeors, Whother
it is beticr to reni or sell factories could be debated for a long time

on the onc hand, ownerhip ef o {uciory oy help tic the industry to

the Zone ; on the other bond, oviacrship will give the indusiriol

s .

£, ther eale of which could malos i casier fur him 1o tremfor

[¢ 14 I #

¢
production elmcwiore. Money spend on foctory Duildings, whetlhs

.

l‘Cm‘!"d sod 0Of i'ng‘ifi fovr tl‘c zn-.lu.-'l"-‘c.x;@t‘.;’ vt ovent o relone 2, 'fr'(')\/[d‘.‘_"f—

Pev e

premizes which will bt o lang time ca o thoy last, piovide hoth

\¢

an oftraciion to induuivy and a spur to the induirial Froe Zone Agenay

L4 1]
to fi! them.
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6.8. Gronts towards machinery orc olso iequently available, When
these are limited strictly to new machinery {as they arc in Ireland)
they con help ensure that industrial projects are using the most up-
to-date technology. Also, of course, aceeptance of used machinery
for grants could attract the type of industiialist interested only in a
guick profit from a declining sector of industry,

6.9. Where such grfmts c;ré paid, mcasures necessary for environmental
profcction = offfuent treatment, for exomple ~ should qualify

‘equally for them.

6.10.  In the Irish system, cash grants are rccoverable only if the
project for which they were given does not fully materialise
and remain in busincsslfor at least ten yeors. Substantial closure
of the broiect within that petiod Iegnﬂyv entitles us to full recovery
of the grant: in proclice, we nommally relote recovery 1o the unexpired

portion of the ten years.

6.11, Other incentives include interesi-free or reduced interest locns.
These have not been opplied generally to manufacturing industry
in Irelond, although we vod them with considerdble success to promote
hotel-building at o timé vehen new hetels were offering an insufficient

return on copital to attract investors.,

6.12, ‘ lngégativeﬁ can be of many forms, und there is a denger that they moy
add up to such o complex package that it is extremely difficult for the
potential investor to evaluate the compuaralive advantages of the location _ -
which we want to promote. For this reason there is great deal to

f simple incentives - probably vox

be said for having a liraited range o
remission, rent or building price subsidics, ond cash grants for fraining
and new machinery which will progressively reduce as development
advances and the necd Jo compensate for infrustructural deficiencies
disoppeur, n uppendix 1, | give o table surmaising lhe incentives

offered o Industrial Free Zones.

4 ,
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The market for invesiment

7.] ‘.

To vihat extent will developing countrics have To compete in

Cincentives in ordor 1o altract invtostriol invastors to their Industriol

Free Zones? This will depend, first, on the size of thie market in
which they are competing - it it is very farge, o very small share
may bo adequate for the needs of a porticular country and provided
the economic envitonment is satisfectory, would be relatively |
casy to obiain, My balicf is thot the market is both very forge,

and growing. -

| have already quoted figures to show that world production of
manufaciured goods is locaied almost entirely in devcloped countries,
The potential for transfer is immcnse ond a shift of only 10% could

double the industricl exports of developing countries.

World production of manufaciured gonds inereasing annually by an
average 6,4%, How will this rate of increose be maintained? Who
will produce the goods? In many of the more developed countries,
suitable lubour Is alrcady in shart supply. Added to this is the
phenomenon of emercing post-T-ustric! socictivos, whaere the bulk
of employment and wealth generating activity is in services rather
than in manufacturing, so thet still fewer people are available for
production, In this situction, growth can be mointained in only

two ways - either by increasing labour procuctivity through advances

_in machinery ond technology, or by transferiing production to arees

where suitable lobour is available. For many industries, the first

option is nol availublo : the limits of present techology have been
P s P 2)4

reached,
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Who will buy the increased productioin ? . Indusiry constantly strives
to increase its markets. The underdeveloped world represents o
huge potential market, which con be realised in practice only by
increosing its purchasing power. Purchasing power depends on

exports, eithor of basic commedities or of manufactuiing goods.

Indusirial investment in developing countries is therefore good
business for the developed world, Only the exporter can afford
toimport. In 1959, when we started the drive for cxporis,
Irelond impar’redAEZIZ.S million in manufactured goods ; in 1973
we imported £1189.2 million. Far from taking business from other
countrics, we are giving them o valuable new market, And, to .
quote the Study "Reassessing North-South Economic Relations”
(The Brooigings Institution, Washingten D, C. ), “if monufoctured
exports from developing fo industrial countries expunded by 15%
per year, they would reach, by 1980, én'ly approximately 7% of

the total imports of manufacturers in the more offtuent countries” .

The world murket as a whole is increasing dramatically, The UN

projections would {ore/cusr a rise in total world population from

3481 millions in 1868 to anywhere between 5500 ond 7000 millions
(dependihg\on assumptions) by the ycar 2000, The rate of population
increasc of less~developed couniries is forecast as Iwice as greot as
that of the developed countries, We can see, thercfore, an almost
unlimited long-term market provided the “huve nots" con achieve
sufficient long-term growth to enable them 1o participate as trading

partners.,

One factor which cerlainly inhibited, ond probebly still inhibits in
some degree, industry in spreading its preduction on o world-wide
scale is the difficulty of controlling end co~ordinating widely

scattered production units,



cap

~J4

7.

iR

-/«‘md satetlites, with ine

fivstmover Al ot |

. ¢ : '
This difficulty oo beon avereeme by many corporaiiens, and

. . H ¢ Yoo r v
in coing SOIY BT Gl \f(.‘:lc';,.-u.'f TOTHUUSY OF :'Dnirv;:;ng and

1

H LI SN [ RPN P S [ TR DU DV
GCCOLH‘IHY'LQ VIO D D L-:H‘/ Y bu TR WY RO, l

believe that we bove, av ver, nly scon the “pilet-sreject” or

n

i j2 L L teiocation, ine grout

"dem: anthcmon e sia

L
o

-
¢
:

v 1 . .
n‘:ovem{:\nr i siitl o coine, Telephons, iclex end oiveraft bave

undoubiedly made much of this possible, by shrinking distanccs
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Resrrictions on investment in developing countrics

| heve atready spoken of fastors which operate for or against the
suitability of particular locations for industrial invesiment, Lot

us consider some faciors which may operate in a more general

way fo restrict the flow of invesiment.

Developed, as well as dcvclolping countries, restrict imports, through
tariffs und quotas vimed at profecting home industry; so do major
trdding bloés Jike the EEC ang | AFTA. The General Agrecinent on
Tariffs and Trade (GATT) aims at the gredual reduction of import
restrictions, and its success will certainly aid the industrial development
of developing countrics. Some Export Free Zones may benefit from
national membership of a trading bloc, as Shannon does from Ireland's
membarship of the ELC, but dny restriction in international trade seems
to me to be contrary to the right concept of growih, and to operate
against the necessary economic growth of develeping countries.

Japon's exfreordinary post-war success could hardly have heen achieved
if Jdpah had not scen the world, rather thon any region of it, os its
market. Again to quote "lcassessing North-Scuth Economic Relations”,

"It is the global competifive market rather thon the preferential regiona!
. <

~market that appears to have the stronger potentiality and ultimately the

stronger attraction" .

Each country has to assess its own position in regard to trade with
major potential export markets ; tariff barricrs, where they exist,
may call for increascd incentives if existing advantages (c.g. lower
labour cosis) are in-sufficient to overcome them. The growth of
Indusirial Free Zones, with the consequently increased interest in
developed-country industry in the lowering of developed country

toriffs, could add « stiong lobby towards liberolising trade.
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8.4, Tax lows in the countries from which investors are to be attracted
| may be a serious restriction. Tor example, there is little value
in a developing couniry's giving freedom from tax on export
profils, if these profits are in any case going to be taxed in the
investor's own country. The tax situation in the main morkets
- from which investors will be sought will have to be studied, ond
- will be best studied in consultation with tox experts in those
. couniries. The avoidance of unnccessary taxes - a very different

_thing from tax evasion may well prove possible. Consuitation with

i . experls carries the additional benefits that these same men may be
advising the indusiziol investors, and it is well that they should be

fully aware of any advantages you are offering.

X. . Indusirial Free Zones as a first phase of export industrialisation

9.1, In \qansiq!ering the lovel of incentives which should be offered, it

~covld be orguad that there is o donger of making the Industrial
Free Zone so attractive that industriol investment would concentrate

. there, to the oxclusion of inve iment elsewhere in the host country,
But remember that we see incentives as helping to get initial development,
and then simply serving, for as long as is necessary, to counteract
disudvontages. They can be adjusted downwords (or incentives
elsewhere in the country inereased) after the first few years, if this
should prove necessary, | believe, however, that it is unlilely that
a substantial cdvantage given o the Industrial Free Zone will hinder

development elsewhere. In foct, the controry is probably true.

9.2. I have already described the "demonstration - effect”. There will
also be what might be colled a "shop window" effect - the Zone
will show prospective investors that the country concemcd con staff

and service successful industrial projects. And there is the vital
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_ training cffect - the contribution that can'be made by the Zone,

~within a few years, 1o non-Zone indysiry of experienced éxecutives,
Lok K ., P IO

supervisors, and skilled men = The Zone, thercfoi:, must be soen as

a concept generally helpful in the firss phase of export industrialisation.

Even whore the Industrial Free Zones offer greater incentives, a

higher proportion of industry will prefer non - ,'lrjdu'stvricl Free

~ Zone locgtions as soon as suitable sites are u’vgil:cb}e% ’ Many firms

;‘prei’er individual focations, away from the potential competition -
for :lqbamf’_ that exists on any indusitial estate ; others prefer to be
important clcﬁienrs in the local economy and society, rather than

one part of a largo industrial grouping ; end still others prefer to

avoid some of the restrictions necessary in an Export Free Zone -
severc restrictions on smoke-cmission, for example. The Zone can
be the means of atiructing the uttention of such firms to the country,

cither through its promotion or through contacts with its industrialists,

Selectivity in attracting industry

luentives cost money, eithe: directly or in forggqing toxes. No
couniry, fhe‘refore, will wish to offer mose than is necessary. . Its
promotion will stress notural advantoges, advantages arising from
trade cgrcements, labour rates, h'cmsportaﬁon; location and so on,
It should not scek u competitive cdge in ferms of margihu!}y better
taxation or cash incentives than those offered by other In;‘fus?‘rial
Freo Zones, To do so could leod to competitive bidding for investors,
from which konly the invesiors would benefit.

There should be no guestion of seéking just any type of industry which
might offer employment, Each cnpni;ymgst;'dgcide its o‘\gﬁ&pﬂoriﬁcs,
based on its own needs ond strengths, What type of empfoqunt is to

be sbpght - male, female, skilled, unskilled 2 Are there any traditional
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sfrengi-hs to be built on in new indu by - - metal working . tcxnlm

ceramics ? Are conditions pcmculmly suited to products of

| iugh vciue for wolghf or low vilue for wo;qhi

Then in relation to cach industrial proposal, there musi be close
examinaticn of iis soundness ~ has it ccmpalmr mcmaga.ment

oéeqz;me finances, ossured markets? An indusiry which Fails within

a few Vyecn'sA is usually \;zorsc than na induafry af all, excepf in so

for os it may have frained workers for new mcommg mdushy Therefore
the examination of an indusirial pmp..»sqi to ensure its soundness in

relation to the particuler Indusirial Froe .«*’one is of equal interest to

“the investor and to the Zone Auﬂ;or:ly

It would be folly, for example, to pretend to have sufficient power,

or to have suffi meni “skilted tabour, if this was not so, Failure seems

to attract more notice than success, und would be damning p;omoilona!!y.

I mentionced carlier the importance of the co-operation of the Trwde
Unions, To carn and maintain this, it will be nccessury to moke it
a condition of establishment the: inceming industry v ill be prepared

to recognise, ond negotiote with, Trade Unions,

In selecting Sndush‘y:if‘ would be wise, too, to avoid a situation

in which one very icfge firm might dominate the Zone, (The Irish
experience is .onqéf relying for development mdin[y on factories in
the smaoll to medium rvangc. - say from 50 fo 1000 workers, A faciory
employing several thousand, where others ure much smaHer,» could be

a disruptive influence on o country that is developing and is in the

early stage of mdusmczlnsqhon unless that country is itself very large),

0 may also bo desirable to limit the number of fuciories producing the
samie or similiar products, as otherwise the Industrial Free Zone could

be particularlyw!nerable to recessions in individual industrial sactors,

7;4
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And it would be well to aim at o pasition in which nosingle

formgn counhy wouH prouommotc in Zone investment,  So

~ there | is no auoshon of atirocting mdusi ry of any price, and ~ |
sciechv;i‘yo{ industry qu;omchcaﬂy reduces the degrea oF - , i

- competition.

X, Desituble controls

%

1.1, Com'rols, generally, are a disincentive, In lrcicmd» the attraction
| of cxpomng industry on a largc scalc begar only uhu the repeot
of o low which had made mundatory a majority Irish ownership of _ ’
any individuol project, Controls should, ihercfore, be restricted o f"‘
to those which are sh‘icﬂ}lf nacessary in the notionol interest - | .
for exomple, to protect the environment against pollution and,

within the concentruted dustrial Free Zone to proteci indusiry

itself from hazards and nuisances; and 1o prevent soles (with tha

i 5 i .

possible exceptions | have mentoned) to the home maorket,

Sraens

11.2, As incentives can be cho.:’oged in fime, so con conh\'o!s,‘ But
capricious chmngo must be oveided, and unilateral clmnge of
any agreemant mode w:ib a pcxrtzculnr industrial, investor is
dcfmdefy out, f\oihmg could do greater dumage to one's

capacity to aitract further investment.

11.3. Controls can be exercised in several ways, At Shannon, we use
fwo pnnupcal means, which are simple to operate and underst c:nd |
and vhich work well in practice. A firm can only esteblish in the " .
Industrial Free Zone if it hus a liconce fo do so, issucd by the Irish

Gavernment.,  This licence spelis out, in precise, terms, the fype o of i

[

- commerciol opcmhon which is approved and any restrictions impossd ‘f

RV W N

oon it. For cxemple, it is nommally ¢ condition of the licence thal
all produus will be exporiad, and there may be additional conditions
'such as the purchase of at leost @ stated percentage of matericls in
lrelond or the generation of o least a stated emount of air freight.

J
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The sccond main control is through the lease conditions which,

for example, may foibid smeke-emissicn and the use of other

than approved signs of light.” The bolance Letween ensuring

nesessary conditions are met ond evoiding excessiv: controls

which could inhibit investment Is o vital and delicate one.

X, Opporiunitics for co-aparation between ladustrial Free Zones

12.1. Because many countries have o common inderest in the Industrial

Free Zone concapt as one which con help sslve common probloms,

there is o real passibility of estoblishing o common code of

behaviour and philosophy of development. Close contact between

them is desirable for this resson, and for other immediale and

praciical reasons

o)

b) -

c)

The knowledge of what others are giving, in terms of
incentives, will operate against giving more than they

do.

It should permit the estoblishment of common policies in
regard 1o incentives. Tiese need not be agreed dnd adhered
to in detail, but they should oparate strongly for Zonces in
the same-geographical areq, 1o avoid any dzmgcer of spiralling

competitive bidding for investment,

it should permit joint promotion of Indusiriol Free Zones os
desirable manuiacturing focations ~ promotion from which ol

would benefit,

Information on the operation dnd manegement of Zones could

be shured af meetings, through bulleting, ond by correspondence.

And thinking on policy (for example, how to encourage indusirial
projeots {o invest on incieasing shure of profits in host countries)

could be advarced in joint discussion,
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‘A Zone contacted in connection with a project unsuitable

-~ to it could refer the enguirer 10 other Zones which might

welcome such o project,

Arrangements could be made for tomporary secendment of

steff to other Zones, to gain wider. experience{_

Advice and assistance could be given to promoters of -
. , . g

proposed new Zones,

Such a grouping could provide a new, strong lobby for

the needs of develoming countrics.

154
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CONCLUSION

Export oriented industrial free zones, initicted ot Shannon in -

1953 und uvsed with notable succoss in Talwan, Koren and.

Malasia, are still regorded as o novel concept, Their wider

use, far from creating preblems of conpetitions, should ensure
wider czc:c:f;p?cmée by potential indusivial investors of the Industrial
Free Zone as a normal ond convenient way o provide for expansion
of export monufocturing.  This wider acceptance should, in tum,
help ensurc: that no properly planned and properly managed Zone

will lack industrial investment.

For the lost countries, the concept offars the great adventage of
pemmitting necessary export to take place within their economics,
while still separated - to the extent decided as necessary from
national policy and provisions for overa!l indusirial development,
Provided that they give, within the Zone, secure, known and
favourable conditions, they will atiract the export manufucturing

which developing countries se badly need.

My Company, The Shannon Free Airporl Development Company,
should fear competition us much us anybody else. We are still

far from achieving full employment. We still need to work hard

at atiraeting export indusiry, But, despite the fact that Shannon
storfed as an experiment, against difficulties greater than those

for most potential Industrial Free Zones (for example, the lack of

a local fubour forca mede it necessary to build u new town), it

can already be seen as subsiantially successful, and we  are ready
to poss on cur knowledge and expericince to countries industriolly
less developad than we are, not only bocause we belicve deeply in

our responsibilities as citizens of the one small world, but because
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we belicve that wider acceptance of Industrial Frea Zone
monufacturing will be in the interests of oll, And we beliove
that the special characteristics of the Free Zone idea makes

it a potential bri‘rlgc‘bcfween developing and developed countries,
ond batween centrally planned and free enférprise socielies., So

firmly do we helieve all this, that we have deliberately orgunised

- and aequipped oursclves to pass on our knowledge in the most

effective way possible, We believe the most effective way !
involves maximum self-reliance and maximom initiative by

the country concerned, with a nrinimom of detailed gz}idance
hy us ~ discussed rather t’h;n’i instruction, experience - sharing’
rather thon doing. This is « process frem which we; too, will

gain, because the Indusirial Free Zone is an evolving concept,

I hope 1o gain, from this Workshop, ideas on how we con make
this more cffcctive still, The dividing line between success ond
foilure is a narrow one, and the rules for crossing it are relatively

simple,

And, when all is said and done, there is no speciol mystery or

difficult technology associated with Indusirial Free Zones, Success

will come from adherence to o few fundumental principles, the
opplicotion of common sense, and a degree of enterprise in State
activity normal in successful commerical activity. And, these in
turn, will come from confidence that success is possible, coupled
with determination to uchieve it. No country in the world, with
a Government prepared to call forth these ingredients, will find

them lucling.
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