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HOTE

Because of frequent changes taking place in the currency exchange
rates in the world, figurcs have beon quoted in local currcncies
only or in the currencics ag quotoed by local authorities. For
purposces of compariscn the following conversion ratcs have boen
used on a rough basis cnly in this report.

$fUSl = 7.60 Indian rupces Al

i

18.50 Indian rupecs

2.43 United States dollars
PUSL = 393 Korecan Hons - &1 = 934 Xorean lons

$US1 = 5.05 Hong Kong dollars — £1
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CHAPTER I

What is a free trade zone?

Origin of free zones -

The device of free zones is now more than two centuries old. Among the list of
world-wide free trade zones prépared by UNIDO, a free trade zone im stated to have been
set up in Gibralter as early as 1704. The free port of Hong Kong is also stated to
have been set up in 1842, but it assumed a more useful role only after nearly one .
hundred years, that is, from 1947 onwards. Similarly, a transit zone was established
in Bangkok as early as 1782. The free trade zone in Shannon was set up in 1947, but it
only started functioning in 1964, when the first consigmment of exports left the zone. |
This shows 'tha:i;. there hé.s always been a long 'gestafion period.A between the setting-up of
a free trade zone and the time when it actually starts humming with export industries.-

Why is a zone called a free trade zone?

The word "free" in a.“free trade zone" indicates freedom from customs duties and
import te.;cea /besides the import conmtrols normally impoged by customs laws. The word
"$rade” indicates all types of commercial activities, including entrepdét trade, transit
trade, storage, and distribution, besities the manufacturing activity allowed in the zone. '
The word *zone" indicates an enclosed area segregated from the customs territories and
declared open for carrying ouf such "free trade” activities. All other penal and ciwvil
laws applicé,ble elsevwhere in the country, however, also remain applicable within the
zone. The concept of free trade zone has since undergone very many chénges in different
countries of the world, which have used this idea by a.d.dmg some additional incentives
to make it serve more as a tool for promoting 1ndustr1a1 growth, creating addlt ional
employment opportuniti :Les and earning much needed foreign exchange. The scope of the
word. “free" has, therefore, been enlarged to include freedom from paymenmts of corporate
and income taxes for a limited number of years. In addition, eash grants and ofher
benefits are being extended. With the advent of the jet and jumbo aeroplanes, distances
between comtinents have grown less and in this process, side by side with entrepSt trade,
manufacturing act.ivity pureiy for export has become a more dependable vocation. The
emphasis thus shifted from "free trade” $o "export processing", and these zones in many
countrieg specializing in manufacturing activity only were named as "e:ﬁpor’t processing

zones" .
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Free trade zone and export processing zone

Today a number of terms are used in different countries with regard to free tra.
and export pfocessing zones. In Shannon, it is called an industrial free zone, whil
many others still prefer to call them free trade zones. What is important are the
”freedéms and incentives™ actually available inside the zone, and the objectives it
achieves. Whether it is called a free trade zone or an export processing zone matte
very little. But it should be recognized that it is a powerful economic weapon avai
able to the developing countries today to attract industrial capital and the téchnic
know—how of the developed world for their own benefit. This aspect is explained in

greater detail belowe

CHAPTER II

Development of free trade zones or export processing zones
Present position

Today there are approrimately 200 free trade zones of various types and transit

zones in the world. Nearly two thirds of these are in the developing countries, of

~ which about 40 are in Latin America. The facilities offered in these zones differ I

country to country but these can be divided into three main categories: (l) free t:
zones undertaking manufacturing activity purely for export; (2) free ports; like
Hong Kong, in which part of the locally produced goods and those allowed for import :
allowed for domestic consumption also; and (3) transit zones, which provide bonded
warehousing facilities. A free trade zone is always free of customs duties and impo:
comtrols. In addition, some zones guarantee complete tax exemption on export profit:
while others give cash grants for fixed assets besides ready-made factory buildings :
housing facilities for the workers. A free port encompasses an entire port area
including the township, as in Hong Kong. In comparison to this, transit zones, whicl
have mushroomed all over the world, are not strictly a device for creating additionac
wealth and employment for the nation; but only serve as transit points. A list of tl

free trade zones, free ports and transit zones existing in different parts of the wo:
is attached as annex I.
Device gaining popularity
The device of the free trade zone or the export processing zone is, however, no

becoming increasingly important for the developing countries as a tool for drawing

upon the manufacturing expertise and marketing “"know-how' of the developed world. A -
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free trade zone can open up immense possibilities for creating additional wealth and
employment opportunities which would have otherwise remained lost to the coumtry. The
mere fact that almost all the de&elbping countries now wish to develop free trade zones
of their own shows their eagerness to take advantage of this devicé. On the other hand,
the internaticnal companies are also realizing that these free trade zones, at least
some of theﬁ‘in,the developingvcounfries, provide excellenf opyortunities to develop
new markets. The very fact that only three or four of these zones have so far developed‘
successfully is, by itself,\a sufficient answér regarding the conditions and climate-

that a foreign investor is looking for to set up an export industry.

Low share of devélqgiqg;countries in world trade

The share of tﬁé developing countries in the total world.fradg in manufactured
goods is so very small, at presenf estimated at 15 to 16 per cent, that this by itself
signals a danger to the frade of the developed world. The concentration of economic
power and industrialized capital in the developed countries are creating problems of
labour availability at economic costs, immigrant-worker problems, city congestion,
pollution, and so on. There is thus almost vwnlimited écope available for the inflow

of international investment of which the developing countries could avail themselves.

Free zones only prosper in a proper climate

Just as the proper soil, water and climate are necessary for the growth of a plant,
there are certain prerequisites for the growth of export-oriented industries. An export-—
orientéd industry in a free trade zone, with an obligation to export 100 per cent of its
production, must have a modern, séphisticated technological base to compete with indus—
tries in more advanced countries.. Of all things, advanced technology is a most diffi-
cult thing to obtain. Such advanced technology is generally available with foreign
investment and the two demand a more attractive fiscal and financial climate than 1is
available in their home country, or elsevhere. Given below is a brief account of the
fiscal and financial climate created for development of expoft industrics in the
Shannon free trade zone in Iréland and the Masan free trade zone in the Republic of
Korea, which are today considered to be successful experiments in this field. Another
experiment of a slightly different kind, cnd on a magnified scale is that of the free
port of Hong Kong. A brief account of Hong Kong's prosperity and its raison d'@ire is

given separately.
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CHAPTER III

Incentives and facilities available in
some of the main frce tradc zones

Ireland —~ Shannon frec airport

The Shannon Free Airport Industrial Estate is situated beside the Shannon
Internatioﬁal Airpbrt and is l3%-milés from Limerick City. A new township is also
being developed at Shannon, where the population at present is only about 5,000. S¢
transportdtion facilities for the import and export of cargo for the Shannon free zc
are available through Limerick Port, which is 38 miles from the zone. Shannon Airpc
is connected by very froquent air services to the principle citics of Europe and Nox
America. Decliveries from Shannon can be arranged to all European airports within 24
hours., Daily cargo services are available bcetween Shannon to New York, Boston, Chic
and Montreal. Transportation is also privately arranged by exporters by chartercd &
craft. Shannon is scrved by many international airlines, such as Aer Lingus, Air
Canada, British Airways, Irish Internaiionél Airlincs,APan American ilorld Airways, £
Board World Airways and Trans World Airlines. The port of Limerick, which serves as
scaport for the Shannon free zone, has regular shipping services to Europe and can

accommodate vessels of up to 12,000 tons.

With the afore~mentioned. infrastructure available, the following main finaneial
other incentives are additionally available to the entreprencurs sectting up export

indusiries in the Shannon free trade zone.

- Financial and other incentives

(a) Total freedom from tax on profits generated by exports for 15 yecars, plus
~partial relief for the remaining ycars up to 1990. Capital profits or gai
are not taxable. Trading losses arc allowed to be carried forward indefi-
nitelys;
(p) Complete frecdom from Government control over the investment of profits;

(c) Agreements for avoidance of double taxation with Austria, Canada, Cyprus,

A Demmark, the Federal Republic of Germany, Finland, France, the Netherlands
Norway, Sweden, Switzerland, the United Kingdom of Great Britain and
Northern Ircland and the United States of America. Agreements with Belgiw
Italy, Iuxembourg, Pakistan and Zambla have also been signed recently;

(d) Non-repayablc capital grants up to 60 per cent of the total 1nVQstment for
small industries and 50 per cent for other industries;

() Liberal credit facilitics for the rest of the fixed costs and working
capital;
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(f) Research and development grants of up to 100 per cent of the expenditure
incurred by individual units;

g) Bullt—up factory buildings and industrial hou51ng facilities in and ncar the
ng
free trade zone area; .

(h) Financial assistance to the extent of 100 per cent in the initial period of
a new factory towards the cost of training workers and supervisors in
Ireland and abroad;

(i) Liberal deductlons in respect of depreciation of flxeﬁ assets 1n calculatlng
profits for income tax;

(j) Duty—free access to the British market under terms of the Anglo-Irish Prec
Trade Agreement. (This has now becomc enlarged because of Ireland joining
the Buropean Economic Community together with the Un;ted Klngdom)

(k) A well—developed communications network in Shannon;

(1) The avallablllty of a clearly well-defined and comprehensive'1egislation on
free trade zones and foreign-investment policy, and a well organized smooth
functioning orgenizational structure for the free trade zone;

(m) All the industries are committed to export 100 per cent of their production.

quubllo of Korca - lHasan free export zone

The Republlc of Korea is situated betweon Japan and China, with an area of .
98,500 square kilometres and a popu;atlon of 33 million. The temperature ranges fron
1.22 C in December to 24.6 C in August, which is the hottest month. Until 1950 the
Republic of Korea suffered from economic stagnation and political instability, but with
the successful implemcntation of their two five-yecar economic development plans
(1962-1971), the economy experienced a dramatic cxpansion in both gross national product.
and exports. Along with thuge expan51ons the Republic achieved self sufflclency in
heavy and chemical 1ndustrlos and solldlflcatlon of agrlcultural development.

The Republic sct up 1ts firgt frec cxport zone at Masan in 197C, w1th 427 acres
of land area, where firms opcrating from foreign investment can manufacture, assemble
or process export prodﬁCtg, using.tax—freo raw materials and semi~finished goods.
Within a period of four years, there arc 113 such fimms functioning in the zone and
occupying nearly 95 per cent of the total arca. Encéﬁraged by the success achieved in
this zonec, the Republic set up another free cxport zonec at Iri, in 1973, in 228 acres;
ncarly 70 light industries have alrcady been admitted to this zone. The success
achicved at such an amazing spced in these free export zones at Masan and iri‘in the
Republic of Korea is attributable to the following main incentives offercd under their

scheme. for free export zones.
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(b)

(3)
(k)
(1)

Iinancial and other inccntives

Income, corporate, property and property-acquisition taxcs on foreignQ
invested firms arc cxempt during the first five years. A 50 per cent
reduction is available for the subsequcent throe years;

Business taxcs on export busincss activities arc emtircly exempted;

Taxes on dividends and surplus distributions accruing to foreign investor
are exempt during the first five ycars and reduccd by 50 per cent for the
subsequent three years;

Import dutics, commodity taxes and so on on capital goods, raw material
components and scmi-finished goods imported arc excmpt in total;

Income tax on the salaries and wages of foreigners cngagcd in occupant
enterprises are all exempt;

The rcmittance overseas of principle by foreign investérs is guarantced
from the third year of busincss opcration;

The rcmittance overseas of profits and dividends by forecign investors is

~guarantced from the first year of business operation;

No restrictions arc imposcd on the import of raw material or cguipment fo
the production of export goods;

Therc is a centralized administration with all powers for decisions relat
to: the sctting-up of industries in the zone; the import of plamt, equi:
ment and raw materials; and all other rclated matters vested with the
administrator of the zone;

Ready-madec factory buildings in the zonc, and apartments for foreigners
outside the zone, are provided by the zonc administration;

A1l industries in the zone are committed to export 100 per cent of their
preduction to foreign markcts;

The zone administration arranges beforchand to provide to all occupant
entcerpriscs at the zone promises itself all supporting facilitics and
conveniences in:  banking and insurance; transportation; warchouses;
loading and packing; oustoms broker and trade services; repair
machinery service; travel scrvice; foreigners' commissary; apartments
for foreigners (outsidec the zone ) xhibition hall for products; inform
tion centre for local raw materials; entertaimnment facilities, like a
golf course and clubs, and so on.

Hong Kong — free port

A more detailed account of the frec port system of Hong Kong is given separatec:

in chapter IV. Here, for the purpose of comparison only, the main advantages avail:

and other conditions applicablc to a foreign investor setting up cxport industries !

Hong Kong, are enumcrated bclow:

(2)

There are no tax holidays or specizl tax incentives in Hong Kong. There i
however, a narrow and low tax basc. Property, profits and intercst arc
taxed at the standard rate of 15 per cent, while salaries are taxed on 2
sliding scale, with an ovcrriding limit of 15 per cent;
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(b) No tax is applied to income on profits arising abroad, even if remltted
to Hong Kong;

(c) There are no nocn-repayable cash grants for sctting up new industries,
avallable in Hong Kong, as there are in Ircland;

(d) There are no advance factory buildings or housing apartments made available

by any agency in Hong Kong to attract foreign 1nvestora. The land in Hong
Kong is available on a lease basis;

(e) No duties are levied on the import or export of various goods, except for
three groups of commodities, namely: liquors and spirits; tobacco; and
hydrocarbon oils, which are snbgcct to excise duties. But all cargo stocks
and materials of commercial valuec imported into and exported from Hong Kong
must be declared. These are subject to a Trade Declaration charge of
C.5 per cent, which is for financing trade—promotion activities.

Although this study is limited to the organization of free dxport zones in

- Ireland, the Republic of Korea and Hong Xong, it may be useful 1o give some information
on the functioning of the free export zones in Malaysia and the Philippines. As some
of the free export zones in these countrics have also madce spectacular progress and,
being situated near one another, have developed an inmterrclationship among themselves
in competing with each other in the export markets, it is relevant to touch very briefly
on the incentives and facilities given in these free zones alsé, so that a better
.picture of the facilities and incemtives available in differéﬁt free export zones in

t¥the region of the Economic Commission for Asia and the Far East‘is available.

Malaysia s

Malaysia hag designated two industrial estates éi Bayan Lepas and Sungei Way as
free trade zones to cater to the nceds of cxport-oriented industries. Three more frece
tradc zones are also being planned in Johore, Malacca and Kedah. ~Industries in the
zoncs have the additional advantege of duty-frec novement of goods in and out of the
zonc and with 2 minimum of cusgtoms formalitics. Facilities are otherwise available on
more or less the samc bagis to all foroign—invested export-oriented industries, whether
insidec the zone or outside it. The industrics in the zone are committed to export
100 per cent of their production to foreign markets, while industrics outsidc the zone
may be obliged to cxport 70 to 90 per cent of their production. The main incentives
offered to export-oricnted industries in Malaysia arc: |

(a) Pioncer industrics and cxport industries are cxcmpt from the 40 per cent

company tax and the 5 per cent development tax up to 5 years, extendable

under special circumstances up to 8 years. The export-orientcd electronics
indugbry is eligible for nearly 10 years! tax holiday;
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(b)

(e)

(d)

(£)

(g)

Foreign investment in Malaysia is guaranteed against nationalization and.
political risk. Investment guarantcc agrecments have been signed with
Canada, the Federal Republic of Germany, the Netherlands and the United
States of Ameorica; :

There is no restriction on repatriation of capitai and remittance of profit:
and dividends within the sterling arca. Outside the sterling area, there i
only nominal control; :

Double taxation avoidance agrecments have been signed with Dommark, Norwey,
Singapore and Swcden, whose nationals have mainly invested in Malaysia;

Export allowance for purposes of taxation, deduction from gross income is
allowed at the ratc of 5 per cent of additional export sales over and above
the average anmual exports during the preceding five years. In cascs where
cxport products incorporate locel materials to the extent of 50 per cent,
export allowance is allowed up to 8 per ccnt;

Accelerated depreciation allowance companies cxporting 20 per-cent of their
production and incurring capital oxpenditure for modernization arc entitled
to an accclerated depreciation allowance of 40 per cent per annum, includin
an initial allowancc of 20 per cent. This concession pemits more than

90 per cent of cligible capital ez pcnch.turn to be written off in approximat
5 years;

Doublc deductions for export-promotion cxpenses all export-promoction expens
incurrcd for overseas advertizing, supply of frec samples abroad, export—
market research, preparation for overseas tenders, negotiationm and conclu-
sion of contracts abroad, supply of tcchnical information abroad, participa
tion in approved trade cxhibitions, cxpenses on advertising agents and publ
relation consultants, qualify for deductions under Malaysia's Income Tax
Act, 1967.

Philippines -#Bataan cxport processing zone

The Bataan export proccssing zonc comprizing 900 hectares for industrial purposc

i locatcd at the emtrance to Manila Bay ot the southern tip of Bataan province in

Luzon Island. The zonc is in a valley, 17C kilometres from Manila, and has a decp

water bay.

The main tax bencfits and othcr incentives available to the zone onbor-

priscs are:

(a)
()

(c)-

(a)

(e)

Tax-frce and customs-duty-frce importation of machinery, cquipment, raw
materials and supplics;

Exemption from payment of cxport tax;
Exemption from paymont of municipal and provincial taxes;

Net operating loss incurrcé in the first five ycars of operation may be
carricd over as deduction from taxable income during the succecding five
years;

Accelerated depreciation of fixed asscts deductible from the taxable
income;


http:Bat"S.<:'..rJ

(£)
(g)
(h)
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(3)
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Fully forcign-owned enterpriscs permissible in the zonc and foreign nationals
having at least $US100,000 investment in the zone, may reside in the
Philippines as long as their investment remains therc;

Repatriation of foreign investments and the rcemittance of profits and
dividends are allowed at any time in full, at prevailing exchange rates;

Simplified administration procedures include all powers vestced in the zone
adminigtration, which assures roleasc of all 1mports and exports within
A8 hours;

Standard factory buildings avsllable at rcasonable rentals or for out right
purchase;

All other scrvices and facilitics, like banking, insurance, cargo handling,
transportation, medical, housing and rccreation facilities, assurcd on the
gpot by the zone administration.

India ~ Kandla frce trade zone

The Kandla free trade zone, comprising 320 acrcs of land, is located on the
wost coast of India, ncar the newly cstablished major seaport of Kandla. The main tax

benefits and other facilities available to the cxport industries in the zonc are:

(b)

(d)
(e)

(£)
(g)
(k)

(5)

Plant, machinery and raw matcrials imported for the production of export
goods arc cxcmpted from cugtoms duty. Similarly, no cxcise duty is levied
on indigenous materials used for export production in the zone or on

goods manufacturced in the zone for cxport to forecign markets;

New industrial undcrtakings going into production up to 3lst Harch 1976
will be exempt from income tax on their incomes up to & per cent of the
capital invested under specific conditions. Devclomment rcbate at
specificd rates is also admisgsible to industrics in the zonc, as clsewhere
in India; '

Foreigners are permitted to make investmonts up to 100 per cent in any form
of trading and industrial onterprices in the zone;

Repatriation of profits afteor paymoent of taxcs freely allowed;

Foreign cxchange holdings permittod to be brought into the zone and separate
non-resident accounts maintained;

Full freedom to import on a duty-frce basis, plant and machinery and raw
materials against a non-residentt!s own foreign cxchange rcsources;

Repatriation of capital investced by foreignerexin the zone allowed on a
liberal basis;

The zone adminigtration offers some preconstructed sheds and developed plots
of land with an adequate supply of water and power and other rclated
facilities, such as railway sidings, and so on;

For resident industrialists, advance import licences to cover 12 momths! raw
naterial requircments are given by the Govermment;

No tax holidays or cash grants of any kind arc offered in the zonc.
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This zone, set up in early 1967, has not been a great success. About 20 indus-
trial units, mostly of small-scalc size, owned and managed by Indian nationals, are
present functioning in the zone, with an anmual cxport turnover of Re.l0 million, t}
is, about £500,000. There is no foreign investment in the zoney State investment ¢
the development of the zone is about. Bs.12,500,000, or £625,000. The 6rigina1 expec
tion that industrics in the zonc would help to develop the industrial infrastructurc
the region, and gencrate cargo traffic at the Kandla scaport, have apparently not be

rcealized.

Santa Cruz cxport processing zone

Another export processing zonc for clectronics has“fecently been sct up at the
Samta Cruz Airport at Bombay. This zone, ot present on 100 acres with sufficicent 1le
for expansion, carrics the samc facilities and incontives as Kandla, but with one bi
differcence, its location. Boﬁbay is one of th= busicst commercial centres in the we
and is on the internaiionél air and sca routcs. Bombay can offcr a large pool of
skilled manpower and technical personncl at low cost, as well as closc links for the
gone industries with the component-making facilities alrcady well developed in the
Bombay arca. Up to September 1973, 14 firms had been approved to sct up industries

the zone, out of which six hed forecign cquity participation, ranging from 40 per cer

" to 55 per cent. This zone had a good start, znd more foreign firms arc cxpccted to

come in shortly. The great adventage of this zone is thercfore its location in a pc
city having a well developed commercial and industrial base, though the tax benefite
cash grents and other related facilitics offercd in many other frec trade zones in

ECAFE region far outweigh those offerced in the Santa Cruz cxport processing zone.
CHAFTER IV

A critical analysis of causcs of success achicved
in Shennon, Masan and Hong Kong

The account given in chapters IT and III describes bricfly the background, toge
with fiscal and financial incentives available, particularly in Shannon, Masan and
Hong Kong, which arc specifically comsidercd today as the most succcssful experiment
in free trade zones in the world. The feasons for the extraordinary succcss achicve
in these three places arc now analysed very bricfly. This will also show the basic
locational advantages which they have and the amount of capital investment and humar

effort that have gone into these zones to benefit from locational advantages.
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Reasons for thc success of the Shammon frec trade zonc

Advantage from situation

Ircland has the exceptional advantage of being situated very close to the Brifish
and Eurcpean markcts. It is also between Canada and the United Statces of America on
the cast side and tho Buropean Economic Community on the west. Before the jet acro-
planes came in the 1960s, Shannon Airport was the fueling station for all aircraft
© coming from North America to the United Kingdom and Europe} Thus Shahnon had already
Become a major halting station for all thc international airlincs. Latcr, when Sharmon
cmerged as a manufacturing centre, its ncarncss to the United Kingdom and Europe and
thce fact that it lices betwoen Burope and the Unitoed States of America involved low
transportation costs in the movement of materials to Shannon, and of finished goods

from Sharmon to Furopc and the United States of America which are its main markets.

Industrial climete in the country

The over-all industrial climate in Ircland was made very attractive.for.-the inflow of
forcign capital and tecchnology. Almost the samc incentives and tax holidays are avail-
able for export industries set up anywhere in Ireland. The only additional advantage
available in the Shannon frce trade zonc is the more streamlined procedures, less
documentation and duty-frce imports of materials and equipment. Actually, the devclop-
ment of the Shamnon freec trade zone is closcly linked with the over-all industrial
development of Ireland as a wholee. No doubt any free trade zone in such favourable

circumstances would do well.

Praditional links with devcloped countries

Because of lack of cmployment, meny Irish peoplc had emigrated carlier to Canada,
the United Kingdom and the United States of America as well as to various countries in
Burope, to seek better opportunities. Quitc a number of them grew prosperous abroad,

and 2 flow of investment to Ireland took place casily and quite fast.

Availability of suitable labour

Ireland is able to provide an adequatc number of cducated and adaptable workers
suitable to the requirements of industry; being close to Buropcan and British markets,
with well-dcveloped facilitics and suitable labour available, Ireland became the ideal

place for international investment by multinetional companies.
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Heavy packagc of incenbives
g bacitas G

The Irish Govermment recognized os corly as 1958 that the country could nct b
industrialized without attracting forvign investment. A foreign investor is lookis
for only one thing, and that is "kigher profits”. For this purposc, a hocavy packa,

of financial incentives wes introduced, os explained in chapter ITT (first part).

Well develeoped communications network in Shannon

Shannon has rapid accese t6 major Buropcan centres within less than two hours
flight range. It hes o feirly well developod translantic termingl, and transit
passcenger and froight treffic consisted of ncarly 950,000 passengers and 10,000 to
of cargoe in 1973.

Well developed orgenizational structurc for the free trade zone

Aufhority for thc devclopment 6f the Shonnon free trade zone is vested in an
aut onomous Statce—-sponsorcd company callced the Shannon Free Airport Development Com
It has o part-time Board of Dircctors with a full-time chief exccutive, who is the
cheirman of the company. All dccisions regording setting up industries, and the 1
of plant and machincry and raw materials, arc taken at Shannon. The role of tho
Governmont is limited t¢ cnacting legisiotion and setting broad national policies
regording financial incentives, and so on to be given, for which funds arc provide

annmually by the Government.

Comprchensive legislation

Lewful powers for dovcloping the freo trode zone and giving nccessary financi
incentives were obtaincd through the Customs Free Airport Act 1947, followed by ax
Amcndment Act in 1958, the Finance Miscellancous Provisions Act 1958, the Shannon
Airport Deovelopment Company Act 195G, and timc~to-timc amcndments on thosc Acts ir
1961, 1963, 1965 and 1$70. Sincc therc was no prcevious oxpericnce aveileble, lege
powers werc cbtained in a piccameal mdnnor; howuwer, fairly comprehcnsive powers

t¢ have been acquired now for the smooth porformence of tasks.

Tourism uscd effcctively for free tradc zonc covelepment

The Shannon Frec Airport Dovelopment Compeny is constantly striving to incret
the tourist traffic to the Shannon region by verious mcthods, such as chartcer flig
renting Irish cottages, mediacval castle benguets and sc on, as they bcelicve that
pecoplc cuming on holiday and sceing for thwumsclves the business opportunitics avai

come again subscquently as prospcective investors.
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Heavy Statc investment

Besides the tax ﬁoliday which is a trump card in the Irish industrialization Pro-
FogucyiciTe hoavytsums of money arc veing sponf by the Govermment 0 cncourage export
industrice in the zonc. The sccond biggest incentive is‘tho noh—fcpayable cash grants
uﬁ to 60 per cent of the total investment ocutlay in industries. It is undorstood that
ncarly £3,500,000 hos alrcady been distributed to the industries in the zonc so far as
cash grants. The Government has spent ncarly £8,600,000 on the development of the site
and for the construction of factory buildings in the zone. Another sum of £8,700,000
has becn spent for dcvcloping housing facilities for workers ncar thc zone. Accordingly,
the Stotce investment in the develcpmepi of the Shannon Industrial Ligtate, Airport, and
Shannon Township, is estimatced at about £35 million, out of which £14,200,000 is in the
zonc. #As against this, the total forcign privatc investment in the zone at prcécnt is
of the order of £13 million and Irish privatc investment is £1,100,000. This total
investment of over £28 million in the zonc has creatced employment for 7,525 persons at
present cngaged in and around the zone, and net foreign exchange earmings of £86,300,000
during the last ninc years of the cxistence of thc Shamnon free trade zone. Detailed

statistical tables supporting the figurcs quotced above are given in amncx II.

This heavy input of capital rcsources in the zone has to be viewed further in the
notional context of Ircland as a wholec. As already stated sbove, Ircland has situa-
tional and other basic advantages which cannct be reproduccd in any way by another
country. Thesc basic advantages, combincd with finencial incentives in the form of tex

“holidays and cash grents, which were fairly attractive, made the zonc successful. . But -
& glance at the over-all figurcs of f&reign investment and the now heights of indus-
trialization and export pcrfommancce achicved by the:oountry as a whole, reveal that
suceess achicved in Ircland is much more then what has been achieved in the Shannonv
frec trade zone. Below arc cstimatcs of forcign investment at present in Ircland as

a wholec:

Million pounds

Federal Republic of Germany ’ 15.6
The Notherlands 36.0
United Kingdom 431
United Statcs of America 86.3
Others 38.0

»

Total 220.0

G, A
e ————
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Out of their total annual exports of about £030 million, manvfoctures zccount for

£270 million, more thon 50 per cent of which is by forcign companics now having im
ments in Ircland. This, in other words, mcans that a not additional forcign cxcher
earning of £135 million annually has been created, along with vast caployment oppc
nitics - through the devices of tax holideys and cash grants — which would have otl

wisc remoinced untapped.

Thig analysis lcads us to the conclusion that the success achicved at the Shar
frec trade zonc is at a hcavy capital cost, vhich comes to ncarly £7,000 per persor
dircetly cmpleyed in the zonc. The net foreign-cxchange carnings gencratud by the
during the last ninc ycors ot £86,300,00C also appeor to be low when comparcd with

total Stote and privatc investment stending ot £52 million in the zonc.

The sccond point which cmerges from this anelysis is that the industrial clime
and conditions in Ircland s a wholc arc guitc conducive for the inflow of forcign
investment in the cxport industrial scctor. The figurcs quoted above clearly illu
that the rccord of forcign—invosfcd industrializetion and export perfomance of
Ircland as a whole is morc impressive, and the Shannon frec trade zonc perhaps als
gaincd in the cover-all strides achicved in the country. It will thorcforc be appr
priate to draw the conclusion that the over-all industrial climatce in the country
morc important for developing o free trede zone with 180 per cent cuaport—oricnmted
industrics. Countrics with certain peculiar industriel or political conditicns ca
cxpect much from their noewly created free trade zones, even when leadced with heavy
incentives, if forcign capitol dcocs not flow in becausc of thoese conditions.

Hecasong for the success of the MNMasen oxport
processing zonc ~ Republic of Korca

The rcasons for the success of the Masan cxport processing zone arc similer +

thosc for the Shannon freo trade zonc, as indicated below:

Advantage from situotion

The prezimity of the Republic of Korcs to Jopan is one of its main basic odva
and the Korcans have done well to cash in on it. Conbtact cegtabliszhed with Japan 1
most rowording factor in the Republic!s cconomy. Masan, whore the first froe trad
was sct up in 1970, is ncar the Busan scaport, which is cnly 4% minutcs by air fro
Osaka. Thore is heovy Japoncsce tourist traffic to the Republic of Korca and nony

these tourists, while enjoying their helidays there, sce the commercial prospects


http:porh::.ps

ID/1G.185/6
Page 17

rotufn later as potentiai investors to scot up now industrics. Out of 113 industrial
units functioning in the Masan cxport proéésSing zonc todey, 105 arc owncd by Japanoso.

The next biggest forcign investors in the Republic of Korca arc Amcrican fimms.

Availability of suitable labour

Due to their comprchensive cducational system, over 90 per cent of Korcans arc
literate. Becausc of the rapid increase in tochnical and vocational achools, skilled
workers arc availoble in almost all ficlds. The moncy wage rates arc still low, comparcd
to west Buropean and Jepancsc standerds. This attracts a large number of Japancsc
investors, for whom there is land nearby vwherce cheaper and capeble labour is available,

besides the tax holidays and Governmment assistance. Forcign investors look for such

fecilitics.

A good package of incentivces

The package of incentives introduced by the Govermment to attract foreign invoegt~ 4
ment and technology into thoe Republic and particularly into the free trade zones, camnot f

be considered heavy, as is the casc in Ircland, but it is attractive cnough for tho

inflow of Japancsc investmont. Commercial capital in Japan, which is the only developed
country in the Far East today, has reached soturation point, and it has to look outward
for profitable investment . Suitablc benefits and opportunitics in the form of tax holi-
cays ond low rates of taxaticn,; low moncy wage rates and active govermment assistonce in
the fofm of rcady-madc factory buildings and cash grants, and so on, werc available in
certain ncarby countrics. Accordingly, it found outlets in the Republic of Korca,

Hong Kong, and others. Many Japancsce firms prbduoing'in the Musan free trade zonc in

the Republic comtrol distribution and cxports from Tokyo.

Industrial climatc in the country

The industrial wnits in the country arc cxport-oricnted. Each industrial unit hes
to carn its own forcism oxchoangc. There arc no actual users! import licences available
and the industriel csteblishments, having no cxport performance, have to buy their
import liccncces in the open market at o promium. The sceond main feature of the
Republic!s economic policy is the Forcign Investment Induccoment Law. Under this law,
the admissible tax cxemptions and rcductions in income tax and corperation tax have all’
been clearly defined in onc place. Although the country docs not have a narrow tax
basc, likc Hong Kong, still the emtirc picturc is available in precise terms in onc

ploce, and all kinds of litcraturce sro availablc to convince the foreign investors

AVC
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that the Ropublic of Xorco is the most attrective ploce for starting 2 now industry,
so far as benefits under tox lows and government assistance and lowcr moncy wagcs ar
concerncds The country's outstoending cconomic growth is attributeble to threc main
factors, namcly, the smooth induccment of feorcign capital, cxpansicn in industrial
products, and incrcasc in cxports. BRExports rosc 2t an amnual average growth ratc of
A0 per cent during 1962-1572, rcaching 1,624 million dollers, an incrcasc of 40 timc
over the low base of 41 million dollars in 1961. In 1973 oxports rosc to 3,200 mill
dollers, which is an achicvement over which the Xorcans thumsclves cxprcss surprisc.
When the country as o whole is making such repid strides in cconomic progress and
export performance, thore is no rcogon why its free trade zonc, which only offers mc
liberalizcd arrangements for undertaking cxport production, should nct also achicve

gimilar succcoss.

Comprchensive legislation

The Govermment passcd o special law in 1970, under which the Masan froe export
sonc was cstablished. Under this legislation the facilitics and incentives availabl
in the zone, besides the powers of the uonc administration ond privileges of the fo:

investors, were clearly definced.

Heavy Statc and foreign investmont

The Government has so far spont nearly £10,300,000 on the development of the Mk
free cxport zonc, which today incorporates forcign investment of the order of £35,3
and domestic investment of the order of £3 million. This totel investment of £48.6
million has gceneratod cmploymont oppoftunity for 23,334 persons, and annual cxport
carnings in 1973 of £30 million. The net incidonce of this capital cutloy in the U
frec trade zone comes to néarly £2,000 per porson employcd in the zonc, which, in a
casé is much lower comparced to Shennon, whirce, as alrcady stated, it comcs to ncarl
£7,000 per person employcd in tho zonc. Thus the advantoge of comparatively cheap

labour hes beon utilized.

Hong Kong ~ frcec port
Hong Kong has a total land arca of slightly over 400 square miles, consisting
Hong Keng Island, of about 25 squoarc miles, Kowloon Peninsula, of about 5 squarc mi
and Now Torriterics, consisting of about 370 squarc milces. Botweon Heng Kong Islan
and Kowloon Peninsula lics Victoria Harbour, vhich ranks with San Francisco and

Rio dec Jonciro as onc of the three mest perfect natural harbours in the world. The
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climete is mild, and the daily tcmperaturc ranges from 1500 in February to 28% in
July, which is the hottcst month in the ycar. The population now stands at 4,200,000,
compared to only 3,100,000 in 1961. Nearl; 99 per cont of the populsetion arc Chinesc.
Apart from its dcep water harbour and stratogic geographical position, Hong Kong has
virtually no natural rescurccs. It is ofton said that the prosperity of Hong Kong
lics mainly in the skill and intelligence of its people, and the careful balancing of
fiscal and finmencial policics introduced by thé Governmont , resulting in the industrial
momentum obtaining‘in Hong Kong. Until the 1950s tho cconomy depended very largely on
‘entrepdt trade botween China and the rest of the world, which gave risc to cxcellent
banking, shipping, warchousing and insurancc faoilitics. It was only in the 1930s that
industries werce introduced into Hong Kong on a small scale; In 1950, cxports of
domestic products werc estimated at 25 per cent only of the total exports, while the :
rcemaining 75 per cent comprised re-cxports. The position was competely reversed in

10 ycars, and in 1960 cxports of domestic products comprised T3 per cont of the tofal
exports, whilc in 1972 their sharc fﬁrﬁhor incrcasced to 79 por cent. According to
official estimates, nearly 85 per cent of the goods produced in Hong Kong are now

exported to foreign markets.

It is quite cvident that the progfoss achioved inAHong Kong during the last 2OV
years is not only impressive dbut also remarkablc. One is naturally inguisitive to
know what are thc main detcrminants of Hong Kongts ecoﬁomio progress and development.
The following three determinants are mainly responsible for Hong Kong's cconomic

progress:

Industrialization bascd on competitivencss ond specialization

A high ratc of population growth, while thovpeoplo arc conscious all the time
that Hong Kong has no natural rcsources of its own and the only way to survive is
through "industrialization®. Furthormorc, their indusgtrial growth has to be mainly
cxport-oricnted, as there is not cnough domestic market available. Such cxport-oriented
industrics could sustain‘thomselvesaonly if they have a high degrce of built-in

Tcompetitivencss and specialization®s

Carefully balanced fiscal policics

To achieve the objective indicatced above, the Government should have the correct
fiscal policics which would help achicve the objcctive as quickly as possible. The
“concepts of frec enterprise, free port and low rates of direct toxation® were tact-—
fully combined with the prevailing low moncy wage ratcs and complete frcedom on the
inwerd and outward movement of capitzl, and this turned Hong Kong into one of the most

attractive places for investment in the world.
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Automatic corrcctive machonism

Lastly, the antomatic corrcective macheonimm in the cconomic systum of Hong Kong
perhaps the rcal scerct of Hong Kong!z succeen. Twenty years ago, moncy woage rates
Hong Kong werc amcng the lowest in Asic. Todoy they ore cmong the i ghest, but still
there is no cmployer and cmployce confrontetion, or latent hestility and lack of trw
in the labour morkct. The reason is thot, while the moncey wage ratces hove gone up,
productivity of labour has also gonc wp very cubstantially, Hong Kong!s menufacturii
industry has tonded to concontrate on the production of a rother narrow range of
commoditics and the streagth of Hong Kong's industrics liss in the fact that it larg
turns ovt thosc finishced products which orc in dumend in the mest scephisticatced
consumcr-~oricnted cocmmunitics in the world. Hong Kongt's growth, thcreforce, continuc

to depend on its export performancce.

The rising moncy wage rates have, howcver, scet a noew trend in Heng Kong's ccono
and that is to rearronge the industries for the production of only thosc high-—qualit
products that will bc above the range of competition which Korca, the Philippinces,
Singaporc and Thailend hove startced cffering becavsc of their lower monoy wage ratcs-
To whot cxtent Hong Xong will be successful in achiuvving this romeins to be scen. B
2 perusal of the stotistical deta in anncx IV (provided by the Hong Kong Trade

Dovelopment Council) brings out the following thrcc points which descrve attention.

(2) The number of tourists visiting Hong Kong in a ycar is almost cqual to
25 per cont of the totel populcotion. Tourism is, thorefore, their biggest
moncy-spinncr today. Shops in the strocts glitter until late ot night,
presenting o penorama of products produced all over the world, and
varticularly their own products;

(v) Hong Kong's industrial situation is a rather dcvpprcﬁr one todwy. The

ready-made germonts industry and the textile industry, which were the
mainstay until recent times, have alrcady roached saturation point. No

new toextile units are being sct up in Hong Kong. Ready-mode gorments and
textiles togother constitutc nearly 50 por cent of the total cxports;
But industrial uwnits in tho frce zone of the Rupublic of Korco, backed
by forecign investment ond oquelly modern technology, but lowcr money wage
rates, hove alrcady storted cofforing stiff competition. India and
Pakisten arc also offoring stiff compctiticn to Hong Kong's toxtiles and
rcady-made garments. The only way for the industry to survive is, there-
fore, to producce high-quality waterizls and goments which its competitors
will tcke time to copy. Plastice and plestic products constitute about
10 por cent of their tobol cxporis, ond almest all the surrcunding indus—
trialized countrics arc cffering stiff competition. The next most importa
industry today in Hong Kong ie clectronics s, which also constitutos about
1C por cent of their total oxperts. In this ficld also the Republic of
Korea, and Singaporc arc offering very stiff competition. DLlectrical
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products and mctalwarc constitutc about 2 per cent cach of their total
exports. In these items also stiff competition is being offeorcd by almost
all thc surrounding industrialized countrics. Footwear and travcl goods,
which constitutc zbout 2 per cent of Hong Kong's total cxports, arc alrcady
going down in the facc of stiffcr competition from tlic Republic of Korca
and othcrs;

The forcgoing clearly illustratcs that Hong Kong's industry is not in a
stable condition and is undcer constant thrcat from its competitors.
Furthermorc, the moncy wage ratces in Hong Kong arc today threc times as
high as thosc of the Republic of Korca and twicc thosc of Malaysia.
Despite this, Hong Kong's annual growth ratc has becen rising comtinuously.
In 1950, their cxports stood at HK{1,000 million, which incrcased to
HK$19,500. million in 1973. A Tablc reveals somc imtercsting facts:

gﬁgolc 1

-

Growth ratc of products cxportced from Hong Kong from 1950 to 1973

Exports Employment Annual

Yecar (HK$ million) (personncl) growth rate Products

()

'1950 -1 000 . 100 Q00 , - Low—quality garments,

footwecar, mctalware

1960 2 000 220 000 15 As above; plastics

industry started

1970 10 500 - 530 000 25’ ' Improvemcent in guality

of products; started
electrical and clectronics
industrics

1973 19 500 4620 GO0 26, Concentration on sopni-

sticatced industries, such
as electronics and high-
quality garments

The following arc some of the main factors rcsponsible for the sharp increcasc in

Iong Kong's export performancc and cnploymcnt position:

(2)
(%)

(e)

Industrics diversified their products faster than their competitors;

Concentraticn on requirecments of the Europcan markets. Similorly, specific
requirements of markcts in East Europcan, African and South Amcrican
countrics arc being intimatcly studiced and products adapted to suit their
tastes and nceds;

Export promoticnal activity was intcensificd with the setting up of the
Tradc Devclopment Council;
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(d) ™Maxation rate at 15 per cent of thc gross profit is censidorcd the lowest
in the world, There is no double taxotion in Heng Keng, and branches of
Hong Kong firms abroad arc not taxed in Hong Kenge Normally the income-
tax ratc in surrounding counbrics like Japaa, the Republic of Korcae,
the Philippincs, Singaperc and Thailond ranges between 30 to 60 per cent;

(¢) Liberal tox conccssions arc available for rescarch cnd develepment, which
¢nable the compenics to achiove highor ond higher quality standards and +
develop new products;

(f) Subcontracting facilitics arc availeble in Hong Kong and o company nccd
not sot up o whele plapt. Links within the industry are also available i
plenty, with the reosult that suppcrtlng industrics arc vury‘*itraotive to
small-scale cntreprencurs in Heng Kong

(g) Because of thoe greater freocdom available on the movement of capital in an
out of Hong Kong and the low tax rotc, a large number of firmms from Japar
the Netherlands, Switzeorland, the Unitod Kingdom ond tho Unitcd Statos of
America brought in huge forcign investments, along with their superior
teochnical know-how. This inflow of forcign capital and tcchriclogy is the
main causc of Heong Xengts booning prosperity and industrial growth.

Howcver it should be mentioned that Hong Konz is not a frec port ot 211, and to cal
a “frece port” is a misnomcr now. A frcec port, by definition, cnvisages compleic te
cxemptions and frecdom from customs dutics and conmtrels for goods importced or oxpo:x
and the rogistration of tradors, and so on. Todayls Hong Kong is vory much a cont:
cconomy, like any other port, booausc of the following factors:
(2) There arc no tax helidays or special tox incentives in Hong Kong. Earnir
and profits taxes arc broken down into property, prcfits, salaries and
intercst taxes. Lll thesc, oxcept salarics; arc charged to tax at the

standard ratce of 15 per cent, while salaries are subject to a sliding
scalc of tox from 5 por cont t¢ an overriding limit of the stondard ratc

15 por cent; ‘

{b) Under the Busincss Registraticn Ordinance overy person, firm or corporat:
which cerrics on business in Hong Kong must register rlth the Ministry o
Commerce and Industry on payment of o rogistrotion fee of HK.,25. Regist:
tion of all mamafocturcrs ond tradors is done by the government departmor
of Commerce and Industry, which olso dcals with all commercicl complaint:
reccived from buyers abrood;

(c) Excisc dutics arc alsc levied in Hong {ong on threce greoups of commoditie:
namely tobacco, alcchelic liguors ond hydrocarbon oils, whother imported
or locally momufactured;

(&) There arc & nmumbor of other ciicrges, such as stamp duty, motor vchicles

registration tex;, land ratos and court fecs,

Despite all these conmtrols and toxes; Hong Kong still continucs to be known 1«
world as a “frce port. Various industrialists in Hong Kong comment that, despite
controls and taxcs, the sting of taxotion is still very low in Hong Kong, comparcd
other places, and thet they arc there becouse of low texetion; good infrastructurc

o

slundant availcobility of well trained and disciplined labour to whom “strikes” arc
unknown. This is prceiscly what o forceign invostor is comtinuously looking for to

€
mize his producticn costs and nmoximize his

o

rofits. This cxplains convincingly th

areratr of +the emiececnaa ~F Tovmm Waner


http:t'-ttr2.ct
http:Japa.l.1j

D /4G.185/6
Poge 23

CHAFTER V

Import factors[oonsiderations for setting up a free trade zone

It would not be appropriate to lay down any drill for the successful development
of an export industrial estate or a free trade zone, as oach country has to devise a
programme of action; keeping in view its own special circumstances of the geographical,
political and industrial situation obtaining in the country. Still, there are some
basic important factors which, if used properly, can go a long way towards speeding up
the development of industries in the zone. The more important of these factors are
the location of the zone; the package of incentives offered in the zoﬁe, a clear
analysis of industries more suitable for development in the zone and the vistas of

international subcontracting preposed to be achieved in the zone; clear 1egis1ation‘

for implementation of the free trade zone gchome; ond cstablishment of the zome ond crea~

tion of a suitable and- efficientiinstitutional framework: for its managementc and da;y*—to—-day

operation. Each of these factcrs are discussed briefly below, with a2 view t0 giving
a picture of the related steps required before a free trade zone is actually established,
and the interrelationship of these steps, which can promote or mar prospects of the

successful development of a free trade zone.

Location near an airport

A free trade zone's location is the most important factor, and it should be decided
very carefully. 4 free trade zone should be located only at a focal poiht that is well
served by modern air and sea communicetion links and sophlstlcated‘telecommunlcatlon
and postal links, This poimt should be on international air and sea routes. Being on
an international air route is more importent than the international sea route. Top
executives travelling by air around the world have generally little time to go to an
off-the~route place to see investment opportunities in a particular free trade zone.

If the zone is adjacent to an airport, he will certainly consider it worthwhile to 1ooku
at it during a halt of a few hours. The image remains in his mind when {taking deoisions

later on investment policies.

Location near a seaport -

It is often argued that the location of a freec trade zone near a seaport helps
bring down transport costs. This may be true in the case of heavy cargo. But if the
export products are not very heavy, a seaport within a radius of even 150 miles weuld

be quite suitable, provided it is a regular port of call by shipping companies serving

BN SN bt s -
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the international routes. The people who make the decisions on foreign investmen
more importent than enything else, and a free trade zone should be on an internat

rout e.

Nearneés to suitable labour availability

Because of the improved means of communication now available, the location o
export—oriented free trade zone need not now be tied closely to sources of raw ma
electric power or, as already stated, to a seaport. The most important factor to
next to accessibility to decision-makers, is the availability of reasonably intel
and trained manpower in the area. It is a common experience in mest countries th
high-quality trained and intelligent labour is generally available in bigger citi
with seaports and airports where trade, industry, power, communication and financ

ingtitutions, have already grown.

Regional planning aond free trade zone

Two main arguments are generally offered in dévelOping countries against the
location of a free trade zone near bigger cities: (a) a free trade zone near a
city will add to the industrial congestion and pollution problems; (b) land for
up free trade zones in less industrialized parts of the country is available at ¢
rates. The answer to these questions is very simple. Bstoblishing export-orient
industries, with an obligation to export 100 per cent of its produce, is o hard j
An area which already has an industrial grewth, with inherent infrastructure and
availability, will enable the export industries in a frece trode zone to develop 1
own industrial momentum at a much faster rate, gencrating additional employment a
foreign exchange ezrnings, which would have otherwise remeined unrealized. It is
therefore, a quéstion of making & choice of having an export-industries zone near
concentration arcas, and earning nuch needed foreign exchange, besides creating a
tional job opportunities, or not having it at all. The question of paying = high
price for acquiring land ncear a big c¢ity is of no significance compared to the re
and ohjectives proposed to be achieved by the establishment of a successful free

trade zone.

Safeguard against smuggling

It is also belicved in most of the developing countries that it is easier to
guard against smuggling by locating the zone in a remote area than in o concentrw
area. Such beliefs are generally wnfounded and is a conscquence of lack of knowl
and experience in the field. A frec trade zone or an cxport processing zone has -

work mainly on the basis of documentery control and less on physical contrel. As
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as a firm is able to show its export ecrnings as well as o clean record, by metching

up its imports with the exports and inventory in hand, there are no reasons to suspect
it umnecessarily. The development of the zone should, thercfore, never be entrusted

to the preventive services or customs officers as =zt present in most of the developing
countries. The import—export traffic in the zone should only be regulated by the
customs officers, but not the development of the zone. These two aspects nced be kept

distinctly separate.

Poaclkoge of incentiveg

What package of incentives and facilities should bc given, is one of the most
important decisions to be taken at government level Dbefore a free trade zone or export
processing'zone should actually be set up. One factor which is to be kept uppermost
in mind while taking these decisions is thet no free zone cen be developed successfully
without attracting foreign capitcl and foreign technical know-how. Such is the situa—
tion so far in 211 the main successfully developed free industriasl zones already men—
tioned. It should also be very clearly understoed that the only thing o foreign in-
vestor is looking for is profit, and reasonable security of his capital through well-
defined national government policies elready announced. He can meke profits only if
he has relctively more advantogeous tax cxemptions, non~repazyable grants and ready-
made factory buildings to move into, besides the zone Dbeing avnilable at a suitable
location having cdecuaote infrostructure and labour availebility. If a zone does not
offer these basic facilities and packege of incentives on comparable advantageous terms,
any omount of promotional efferts made will not produce the desired results, It has
also to be accepted that there can secldom be identical pecliages of incentives in all
the free trade zones or export processing zones in the world, because cach country has
to draw up a packege by toking into consideration the geographical location of the
country, and particularly the zone, the aveilability of lobour and skills, row meterials,
infrastructure and utilities in the ares. A still more importent factor is the indus—
trial climate in the country, and perticularly the region in which this free trade zone
is to be established, DBefore deciding on the number of yeers for which tax holidays
should be given, or fixing retes of low taxetion and cosh gronts, the following main
factors should be kept in vicw:

() Vhat will be the trensportotion costs of the main identified row materials

to be used in the zone end the finished products to be exported from the
zone. How do they comparc with the frec zones of other surrounding N

countries, or at least the few most succegsful free zoncs in diffcrent
parts of the world?
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(b) The industrial and export climate in the couwntry, particularly from the
point of vicw of foreign investment., Is foreign investment in the
export—~oriented industries in the country clrecady feirly good?

(¢) How do the labour costs ond labour clinctc in the country compare
with others?

(d) To whot ertent do the focilities enviseged to be provided in the zone
in the form of infrastructure, developed plots of land, factory
buildings end heusing, reducc the initial investment cost of the
foreign invegtor?

If the above four factors are vory fovourable, moybe no tax holidays ore réql
at all, as in Hong XKong, ond only a low rate of toxation will make things attract:
enough., If the position is otherise, a heavy dosc of incentives in the form of
period tax holidsys ond cash grants towards investment in fixed assets and the tr¢
of workers can motivatc forcign entreprcencurs, It should be emphasized once agonir
finencial and fiscol incentives by thoemselves are not sufficient to induce new inc
trial investments. Only a comprchensive scheme which contains various types of ir
tives, facilities, a team of men rcsponsible and dedicated to the project and, abt
an attractive image of the project in the cyes of the industrinl investors at hom
abread, will be able te¢ produce the desired results. If this over-all image of +i
pfojeot, which depcnds largely on the totality of the incemtive system ond the ze:
dedication of the men on the spot to implement it, is missing, this is often founc
be the main rcason for the failure of cn otherwisc good project. Incentives offe:
in a complicated form, and inefficient conditions, cease to bc'incentives, and the

pitfalls nced be corefully avoided,

Sclection of industrics

- By any standards of economic plomning it would be unrcclistic to base o prog
of action on the belicef that an industrially developing country, with its owm resc
of knowledge and technical kmow-how, can enter into the production of sophisticatc
goods, or even lobour-intensive industrics, on cqual terms with industrially dovel
countricg. As stoted earlicr, the share of manufacturcd products of the devclopir
countries in the total tradé of the world is still so low that it is posing a thre
the industrial growth and copitel morkets of the developed countrics regerding sus
end kceping trade rclations with the devcloping countrics, vhich are legging behir
more and morce in koeeping up with the tochnologicel sdvanceoment znd integratcd trac
systems of the devcloped countries, particularly in Furope. A careful analysis of
world trade statistics, howuver, reveals one roy of hopc for the devcloping count:
and thot is that, among the products traded, there are many firal products, which:

or at lcast some parts end componcrts of which could be more advantageously produc
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in the frce trade zones of the developing countries, provided their comparative adveniage
of lower labour costs could be tactfully combined with lower taxation rates, o narrow
~fax structure, mild controls on thc movemont of capital, profits ond goods, and a clear
enunciation of forcign investment inducement laws, Industries committed to export

100 per cent of their products in a free trade zone have to be technically and commer—
cially ot par with the more advenced industrics of the devcloped countries compcting
with . them in forcign markets. A high degree of specialization is, thercfore, neccssary
and, in this context, the sclcetion of industrics to be developed or cxpanded in o

froe trade zone ossumes special importonce.

There is no doubt thet, limiting the industrial growth in & free trade zone to a
prcconceived positive list of industrics, has its own shortcomings, as such a list may
not be quite cxhaustive. The other method gencrally opplied is to‘prepgre o negeative
list, indicating the industrics, such as narcotics and dengerous drugs, which will not
be allowed to be set up in fhc zonic. This offers o wider scope to the investors to
bring forward suitablc propesals for starting new industrics on their own. This, how-
ever, does not mean thot the plonming of a free trade zone should not include prepara-
tion beforchand of a list of the main cobtegories of industrics more suitable for develop- -
ment in the zome. Tho related facts of thesc industrics, such as the sources of reow
materials, the mein morkcets where the end products arc likely to be sold, the transport
costs involvcd for the inward movement of row materinls and ouwtward movement of end

products, the availability of suitable labour in the arcas, the infrastructure and

induccments availeble for the inflow of foreign copital and tochnology nced to be care-
fully studied, asscssed and evaluated; and. o project report should be prepared beforc

embarking on the project itself. It would z2lso be very uscful to have such an assess— *
ment end evaluation study conducted by WNIDO experts so that a true picture indicating E
the full pros and cons of the situstion would be aveilsble. This excreise would give §
an answer to the question often asked os to what cxtent o frec trade zone may be 2

Success,

Intcrnet ionel subcont roct ing

The industrially cdvenccd countries in Buropc rccognizced carly in the 1930s that

s neighbours with cqual industrial advoncements were not only competitors for their pro-
;ducts, but also provided a potential markct for them, From this rccognition cmerged a
éncw concept of international subcontracting, which has alrecdy become o routine pfac—
tice by now among the industrially cwdvonced ¢ountrics. To moke a product more competi~
tive in quality ond pricc, different perte ond components of thc some ore now being

produced ot the most cconomic location in different countries. Such 2 practice is,
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however, still a rare occurrence between the developed cond the developing countri
The free trade zones in doveloping countrics, becausc of their comparative ocdvant
have great scope in this fiecld provided veorious prercouisitcs, such as tcechnicel

how, capital scecurity, suitable labour ond supervisory stoff, and so on, are alre
available in the zone, ond that growth heas sufficient momentum to promise a bette
picture in the futurc. Of all industrics, engincering goods, particularly elcctz
electronics, watches, cemeras and the tronsport ond communication industries, off
wider scope for intornctional subcontracting. This pfogramme has the basic adven
of developing links uith the international industrics, which can promise unlimite
scope for further expsnsion. UNiDO, in Viemna, has alrcady done sizable and usef:
in this field, ond many concrcte specific offers arc aveilable with them from ind
in the developed world secking suiteble partners in the developing countries, who
provide them with their requisite components and parts ot prices cheaper than the

of their home products,.

- Combining the process of products selection with that of the development of
national subcontracting facilities in the zone would, therefore, involve the foll

steps and functions:

(a) Detailed screening of individual products selected, forecasting demand
those in the developed markets. It must be enosured thet the product
cotegories selected cre, in principle, attractive in quality ond price
to the nnrkets where they ore likely to be sold;

(b) TIdentification of the specific firms in the industrinlized countries th.
are interested in subcontracting portions of their operctions; suitabl
domestic firms, capable of entering into foreign collaborstion, should
also be located beforehond:

(¢) Detailed screening of the econounic, legal and technical assistence
required hy potenticl foreign investors for developing wholly foreign—
owned industries, or in partnership with domestic {irms;

(d) Detailed screening of the technical troining focilities required within
the country, or obroad, to develop a competent core of technicians,
end the moorimum extent $o which expenditure involved could be borne
by the Governuent to keep the initioal costs low for the incoming
foreign investor.
After o thorough excminztion and evaluction of the afore-mentioned aspects he
been done by experts available within the country, and UNIDO experts who may be c¢
in to give an independent report, there iz 1little chance thot the results which wc

be achieved in the zone would be in any ucy different from the original estimates.
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Tree trode zone legislcotion

It has Dbeen observed thet some countries set up o free trode zone first, and there-
~fter, on the bosig of sguccess achieved, or erxperience geined, cottempt to enactilegis~
lation on plece-mecl hosis to improve upon shortcomings. Construction of a free trade
zone; without proper legisleation to regulnte it ond cdecuste mechonism to nromote
industrizl growth, is like putting fbe cart before the horse. Certain successful coun:-
tries, like Ireland, hod to pass as many os eight different Acts from 1947 onwards,
when they passed their first Customs I'ree Airport iAct in 1947, but et thot time no
prior experience wog available to Ireleond in this field, ond they were actunlly the
first to meke experiments with the technimie of o free trode zone., The situation hos
chonged considerably over the last 25 yenrs, ond enough expertise is now available,
both withvthe Shonnon Pree Alrport Dévelopment Authority ond the UNIDO secretariat
in Viemno. Prior enactment of legisloticn before o free trade zone is offered to the
public for setting up industries in it, is particularly nescessary for the following
recsons:

(a) It gives o cleor picture of the goverrment policies, rules end regulctions

for the zone to prospective foreign investors;

(b) Tt helps the odministrators in the zone to crrry out their functions more
smoothly within the fromework given by the legielation ond this cen
avoid repected references to the main ministry by the zone administration
end the inordinate delnys which such o process generzlly involves,

A common gquestirn is: Yhat should he the moin troits of well-droafted legislction
for regulating o free trade zone? It is difficult to enumercte oll points for o com—
prehensive legislcotion for oll purposes; o in such motters each country hes to draw
up its own, keeping in view the speccific circumstonces cnd conditions obtoining in the
country. It ie felt, however, that, to begin with, free trode zone legislation should
provide very clecrly ot lesst the following:

(z) A clecr assursnce from the notionsl governnent ogeoinst nationslization

of any of the industries in the zone;

() A clecr indicotion of the ccts ond proctices which would be considered
ag offenceés on the poxrt of the industries in tlie zone, along with mny
penalties to be laposed;

(o) 4 clear indiecntion of the precise conditions ond circunstonces under which
only the notionsl government would withdronr the licence for continuing
business cetivity in the zone by o Toreign or donestic enternrice;

(d) L clecr indic~tion of the copital and income-tox lows and tox holideys
cvoileble in the zene, besides restrictions, il cny, on the inwerd and
ovtword movement of copitol, profits ond assets of the foreign firms and
foreign individualn;
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(¢) A statement of customs and excise privileges, indicoting duty-free mover
- allowed of mcterials and goods into and out of the zone, involving trad:
with foreign countries;

(f) An obligation to export to foreign merkets 100 per cenmt of the goods
manufactured in the zone;
(g) A clear indication of the menner in which substeanderd goods, wostage an

-

scraps would be disposed of, and any duties levicble thereon;

(h) Conditions ond circumstonces wnder which any percentage of the goods
monufactured in the zone moy be zllowed to be diverted to the domestiec
market for internal consumption;

(i) The Stote's liability to commercial investors for political risks ond we

(j) The State's liability to commercial investors in assuring an adequate st
of water, power, communications snd transportation services ot rensonabl
rates;

(k) An indication of non-repaycble cosh gronts sdmissible, if any, towards
investment, overheads and training of workers;

(1) A clear policy regording immigrotion and stoy in the country of foreign
nationals having investments in the zone, or employed therein;

(m) A clear indication of depreciation allowances, business registration and
incorporation fees and stomp duty should also be givens

(n) The simplified procedures obtaining in the zone for the approval of inve
applicoations, import and export licensing, foreign-exchange settlements,
company registrotion, building construction licences and customs clearan
should olso be notified,

Estoblishment of o Tree trade zonc

Technically, o "free trade zone" is on enclosed territo vy, under customs secu
supervision, situsted in or near an internationcl seaport or airport, into which £
merchandise and row materials, not prohibited, may be brought and taken out withou
being subject to customs ond duties. The modern concept of o free trnde zone or,
zppropriately, an Yexport processing zone"™ hos now emerged on a slightly different
basis due to the Tact that an export processing zone is now being trected mors s
device for promoting the growth of 100 per cent export-oriented industries, backed
foreign capital and knoi~how, in which row materials end components can enter with
being subject to customs duties. Complete or reasonable freedom should also be av
able for the inflow of foreign capital and technology and the outflow of capital,
fits and interest. The physical construction of a free trade zone is therefore by
the simplest part of the whole tosk of developing it; the more important aspects !
evolving and enuncicting government policies regulating the inflow of foreign capi
end technology, the outflow of capital, profite end interest, raotes of corporate a
income taxation, identificotion of industries to be developed in the zone, locating
source points for internotioncl subcontracting ond foreign collaborztion, and prep:
estimetes of the world supply ond demand position for different categories of indus

tries selected for the zone.
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Institutional ‘ramework for the management and operction of the zone

Different experiments are being tried in different countries regording the insti-
tutional‘framéwork for the mimagement cnd operction of o zone, In Irelend, the Shannon
free trade zone is monoged by an outonomous body called the Shonnon Free Airport
Development Compeny. Desides managing the free trade zone, this autonomous body also
menages Shennon Airport and the tourism work in the Shannon area. The‘management of
this company hold the conviction that much of the success of the Shannon free trade
zone is due to the autonomous stotus of the company, which is useful for undertaking
bold and ambitious industrial promotion programmes, and also for smooth co-operation
with the services and customs authorities; lack of such co-operation can have an

adverse effect on the normal growth of o free trade zone.

In the Mesan free trade zone monagement rests with o director who belongs to the
Export Promotion Department of the Ministry of Commerce. All powers for approving
investment applicotions, import—export licensing, foreign-exchange settlements, building
construction licensing and so on, ore vested in him, ond he is expected to take a final
decision on all applicetions within 48 nours. The zone is treated as a field office
of the Export Promotion administration of the Ministry of Commerce, and different
officers in the moin ministry are required to serve their S months? term in the field
offices by rotation. There is customs security supervision of the zone but the zone
administrztion keeps o constant wntch thet customs security checks do not impede
commercial  activity ond growth of the‘zone, or spoil the image of the zone for visiting

foreign investors and traders.
The foregoing observations highlight two points:

(a) It cannot be said thot monogement of o zone by o purely autonomous
organizotion, like SFADCC in Shemnon, is the only possible institutional
arrongement for the successful development of o free trade zone; the
Masaon free trade zone is an equolly successful experiment, functioning
quite efficiently under the direct monagement of government officers
with promotional background drawn from the Ministry of Commerce;

(b) Entrusting a frec trade zone to the monagement of o customs officer is
neyr an obsolete method, particularly vhen the emplosis of the use of
a free trode zone device hes shifted from “entrepdt trade”, involving
the movement of foreign goods inward ond outirard, to the development
of an industricl park with selected export industries based on medern
technology ond sound morket forecasting.

Accordingly, if the frec trade zone is merely a "customs privileges territory”,
with no industrial programme as such, perhops entrusting the supervision of such a zone
to o customs officer would be quite oppropriate, becouse it is only the customs security

Problem with which he would be expected to decl. But if on export processing zone is
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envisaged in the wider context of on industrial park for developing more éophistica
industries, which could be developed only with the support of foreign technology an
capital, management of the zone would be concerned morc with wnderteking ambitious

industrial promotion programmes directly related to:international troding and, inves
trends. In such o situation, the custcms security supervision of the zone becomes

less important, ns controls are reduced to documentary controls rather than physica
restraints. In such circumstonces, it would obviously be better to keep the over-a

zone administration distinctly separate from the customs security functions,
CHAFTER VI

Technicues of promotion of a free trade zone

After the basic decisions have been taken regording the location of the zone, -
package of incentives, focilities to be offered, the selection of industries suitab:
for development, the enactment of zone legislotion, and the creation of an institut:
framework for the monagement ond operation of the zone, the next importont question
generally asked is how to spced up the growth of industries in the zone. TIf implem:

in the correct manner the following steps could do this:

Hake an inventory of the plus ond minus points of the zone vis-o~vis other fre«
zones and export processing zones in the region and reassess the situction to see
whether some of these minug points could be removed. It is worthwhile examining on
a year-to-year bosic to what extent the free trade zone is o ¥saleable product” as
regards ony new developments in other ffee trade zones in the region. Below is a
methematical formula to test the prospects of success of a particuloar free trade zor
Each of the standerd focilities aond incontives grented in various free trade zones i
the werld have been reduced to certain weighted average marks which total up to 1,0C
Any free trade zone or export processing zone scoring above 60 per cent of these mar
have brighter chonces of success. Zones scoring less thaon 40 per cent of the narks
are in a hopeless cotegory ond it would be worth while reviewing the whole scheme ag
Zones scoring between 4G to 60 per cent of the marks could be called neither a failu
nor a success. In table 2 are given the weighted cveroge morks for each category of
incentives and facilities offered in o zone; the sutliorities concerned could try th
formula and draw their owm conclusions, TFor the sake of illustretion only, Shannon,
Maseon, H:i? Kong and Kandle are comparcd by assigning suitable merks for focilities

availabl

l/ This exercise was devised by the cuthor and should not in any way be constr
1o be a2 criticism of any particulor zonc,
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Table 2
Weighted averages in relation to Shannon,
Masan, Hong Kong and Kandla
s Steonderd
Diigg;gzzzg/af velghted Ierks assigned to
facilities I‘;Zi;‘:’ge Sharnon HMason  Hong Kong Kandls

Ten marks for each year of tox . 200 150 50 200-81/ ' -
holiday, subject to a maximum of :
200 for 20 years. Tax holidays
for less then five years earn no
marks
Cash grents towards investment 100 100 - - -

costs. Above 50 per cent qualify
for the full 100 marks. Below
20 per cent earn no marks

Controls on movement of capiteal, 100 100 100 100 BOE/
proiits and interest

Cash grants towards workerst! training. 100 100 - - -
Above 50 per cent qualify for the full
100 marks, Below 20 per cent earn no

marks

Advance factory buildings 100 100 100 - 2
availability :

Advance housing, medical and 50 50 50 ~ -

entertainment facilities
availability at the zone

premises
Loostion of the zone 150 150 150 150 -
Relative advantage in lobour 100 106 100 100 258/

costs, availability of requisite
skilled labour and lcbour climate
in the country

Relative advantages in transport 50 50 50 50 -
costs on incoming raw materials ‘
and outgoing finished products
Enactment of clear legislation 50 50 50 50 -
and efficient functioning of zone
administration

Total - 1,000 250 - 650 650 100

_a_*,/ The low rote of taxation at 15 per cent ond a narrow tax base in Hong Kong ore
considered lowest in the world and even better thon tax holidays. So full marks have
been allowed.

_‘Q/ Movement of capitel, profits and interest is allowed subject to certain con-
ditions. So only 50 per cent marks hove been given.

_c/ Only a few industrial sheds were constructed omd offered to the industrialists.
S50 only 25 per cent marls have been given.

_c}/ On internotionsl air and sea routes — 50 marks; good communications nctwork
- 50 marksy good industrial infrastructure in the area - 50 morks.

_e}/ Money wage rates are cheepect in India, but Kendeale being situated in the
remote developing part of the country, aveilebility of skilled labour is limited.
Thereforc, only 25 morks have been given. '
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licke 2 cost-benefit anolysia of the zonc

In zddition to the exercise suggested obove, it is olso neccssary to correla
the costs involved with estimztes of the benefite expected from the zone. Briefl
a zone is to be built up in nearly 200 to 300 ceres of 1aﬁd, to accommodate about
industrial units, vhich would crecte employment for nearly 50,000 workers, beside
the export eornings, then it is oll the more nccesgsory that the Stote investment
the zone should be ot an appropriate level, which would speed up further the grow
of the zone. Hercly crecting cn encloscd territory, with on office block buildin
end calling it a free trade zonc would hardly be fair. As stated earlier, the Ir
Government spent aos much as £14,200,000 to develop the incdustrial and housing est
in the Shannon free trade zone, which has given employment to about 7,500 workers
Similarly, the Korean Government spent aos much as £10,300,000 on the developmert
the Moson free trade zone, Where nearly 23,300 workers are cmployed todoy. The b
thet cen accrue, both in terms of employment ahd foreign exchange carnings, wiih'
successful devclopment of o free trode vone, are of such gresct importonce that, e
tually, they for outweigh any anount of initial investment involved. It is there
necessary for the level of State investment for the development of the industrial
and housing fecilities in the zone premiscs to be equally attractive and impressi

Creote the bosic literaturc in mony forms
ond colours to sell the zone abrozd

In Hong Kong, the Trode Development Council takes the view that, while'sellir
products abroad, Hong Kcng should be sold worc than enything else. It is really -
name of Hong Kong thet is selling its products now. Oncc o porticular image of a
is built up, many other related problems cre solved cutomatically. In Shannon mo:
than o dozen brochures and bocklets explain from differcnt ongles the benefits aw
able. in the Shannon frec trade zone giving; o1l kinds of hypothetical caloulatio
are given, oxplaining the tax benofits, labour ond transport cost benefits, ond s«
The crestion and circulation of such impressive litercturc con be extromely helpth
in attracting new portics to the zone. A vigorous programme of publicity, dircct
mailing end advertising, particularly in countrics from which investments are like

to flow, should be a part of the zonc!s mancgement operations,
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Zone operations to be constently revicwed ond evaluated

Among the measures o,dop‘he‘ciwby»*she -United Neobions duri{lg its sccond Development
Decade, first priority wos accorded to the tosk of 'br:_i.nging‘abog't on improvement in
international trade conditions, Special emphasis was leid on the diversification ond
expension of exporte of manufactures and semi-monufactures omanaiiﬁg from develot_)ingi
countries. Therefore, the developing courtries can now obtain special nssistance fi‘ém
United Nations agencies, such as WNIDO end the World Bemk, vhere o lot of expertise
in this field hos already been built up; the Mason free trode zone has alreody bene—

fited immensely from on evaluation study carried out by WIIDO experts.

Scnior officers in the zone odministrotion to he rotated

)
i

. . . . 8 .
The continuation of one team of dedicated men on a particulal-project, over a

long period of timc,' where they risc or fall with the project is one method of achieving
good results. At least, this is the opiﬂion of experts in the Shannon free trade zone,
where this method has brought excellent results. The other method, tried at the Mason
free trade Zone, 1s to bring into the zonc pmmisiﬁg cnd villing officers from the
Ministry of Gommercé, ustally ot the time of their promotion, wherc their enthusiosm
and zeal are given o fair trial fdr three to four yeors. Before this enthusiasm and
zeal become stale, they are replaced by a fresh and promising batch from the Ministry.
411 officers, including the director of the zone, are thus deployed for three to four

years! field service in the zone and this helps check any inefficiency.

F_ull care must be cxercised to sec thzt the officers have the proper background
in export p’rofnot ion and export production and thot they ore 'z-filling workers. It J.S
also necessary to reward adequately officers achieving good results by hard work and
s8incere effort to serve ag an incentive for others taking.up positions in the zone

later.
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CHAPTIR VII

Free trade zone scheme in India

Establishment of Kandla free trade zone

The free trade zone scheme started in India with the setting up of the Kandla
trade zone in 1965, Kandla is situated in Gujarat State at the end of the Gulf of
Kutch. The port of ¥andla was developed as a major port oﬁ the western coast of Ir
to compensate for the loss of the port of Karachi in 1947. It is a modern port wit
deep-water cargo and oil jetties and facilities for modern cargo handling. The
thinking in the country at that time was that mere customs »rivileges in the form o
customs an® excise duty exemptions would prove attractive enough for the successful
development of a free trade zone in the country, and that the zone should be establ
near a major ééaport. Kandla, being the youngest of the Indian ports, had less con
tion problems and plenty of open space for locating a free trade zone. The success
the zone was taken for granted, and it was estimated that this zone would provide m
needed employment opportunities in the region, which is a remote developing part of
the country, and also lead to fuller utilization of the port facilities at Xandla
where the communications network and other commercial infrastrurture were yet to be
developed. Government outlay for the construction of the zone was approved at abow
Rs.10 million, that is, £500,000, This included developing an enclosed industrial
estate in 130 hectares of land, comprising 185 plots of various sizes, 16 industria;
sheds, a railway-siding in the zone, an office building block with arrangements for
supply of water and power, and other related facilities, such as underground sewers,

storm water drains and so on.

Development of the Xandla free trade zone

During the last eight years of the existence of the Kandla free trade zone, onl
about eighteen industrial u its, mostly small size, and owned by Indian nationals,
started functioing in the zone: they manufactured stainless-steel wares, knitting
machines, art-silk fabrics, plastics products, laminated jute fabrics, and so on,
and achieved an anmual export performance of nearly 10 million rupees in 1972. Soor
they began to feel hardship because of lack of industrial infrastructure in the regi

Kandla port did not become a regular port of call for seagoing ships due to lack of
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This vicious circle of "no ships because of no cargo” and "no cargo vecause of no ships”
had an adverse effect on industrial growth in the free trade zone, an& the industries
existing in the zone started using Bombay port instead of Kandla for their import and
export éargo, which involved additional transport costs, thus making export production
operatiéns in the zons nonacoﬁpetitive. The basic prerequisite of a free trade zone ;
being located on an international sea route was therefore lost to the Kandla ffee trade
zone slnce the Kandla port failed to develop as a regular port of call for seag01ng
shlps. Yo foreign investment has so far flowed into the Kandla free trade zone for

the obviocus reasons that the package of incentives offered, and the conditions obtaining
in Xandla were not found by foreigners to be attragtive enough, as compared to thosge

available in lMalaysia, Hong Kong and the Republic of Xorea. -

Establighment of Santa Cruz export processing zone

Another export processing zone, called the 3Santa Cruz electronlcs export pr006551ng
zone, has recently been set up near the intéFnational airport of chbay. ‘This zone
also carrles the same package of incentives but holds much better promise because of
its very favourable location. Bombay is on the international air and sea routes and
the zone, being adjacent to the alrport, 1s w1th1n easy access of international
investors travelling from west to east, and vica versa. Bombay has an abundant ‘
availability of a large pool of skilled manpower and technical personnel at low cost,
as well ag a well-developed industrial infrastructure in the sea. Nearly fourteen firms
have so far been ap?roved (up to‘September 1973) for setting up industries in the zone
out of!Which gix have foréign equity participation ranging from 40 per cent to
55 per cent. This zone has already had a good start and more foreign inveéfofs are
getting interested in'having business ventures in this zone. This, by itself, is indi-
cative enough that the location of the zone is sqmething of prime importance and that,
though the tax benefits, cash grants and other reléted facilities offered in many other
free trade zones in the ICAFE reglon far outwelgh those offered in the Santa Cruz

export-processing zone, it still looks 11ke a promlsing venture,

India's requirements and the ffeevfrade zone scheme

India, with a land area of about 3.27 million square kilomstres, occupies a major -
part of the subcontinent of Southern Asia. It has a coastline of 3,530 miles on the
Arabian Sea, the Indian Ocean and the Bay of Bengal, and a pOpulation of over 500 million,

which contains very capable sections of society. The money wage rates of both skilled
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and unskilled workers in India are still among the lowest in the world, even in the
ICAFE region, when compared with Hong Xong, the Republic of Korea, lalaysia and so on
India has already made rapid strides in industrialization and its internal transporta
tion network, made up of nearly 60,000 km of railway and 300,000 km of surfaced roads
is already one of the biggest in the world. A country like India, with so many impor
tant points of strength, is today ideally suited for the devclopment of at least four
to five potentially successful free itrade zones, provided that these points of sireng
are recognized and utilized. India's capacities are said to be strained because.of
the increasing needs of the country, due to an expanding population and a developing
industrial sector. The free trade -zone scheme, if appropriately implemented, is an
angwer to the present strains of the Indian economy as, besides other things, it can
generate a vast employpept potential and foreign-exchange earnings, which are the

prime needs of the country.

Proposals for the successful devolopment of free vones in India

Below are a few recommendations which, if implemented, could go a long way towarc

achieving sutcessful trade zones in India:

Suitable location of ndnes

India has the strategic advantage of being situated half way beiween Burope and
the Far East and has some very well developed seaports and airports, which are on inte
national routes and ere fairly well known in the world. Accordingly, these seaports
and airports.offer excellent locations for developing free trade zones. Xeeping in
view the size of the country and its population, India has the potential of developing
at least 4 or 5 free irade zones near the bigger cities of Bombay, Calcutta, Cochin,
Goa and adras. Among them, Bombay and Calcutta, which are on international sea and
air routes, are ideally suitable for the purpose. After these zones were developed
and some experience gained, more could be started later. Both Bombay and Calcutta
have a well developed industrial infrastructure already and can supply 2 large pool of
skilled manpower and trained personnel at perhaps the lowest money wage rates in the
world, :

Packare of incentives

Tax exemptions

Keeping in view the opportunities available in other free industrial zones in the
world, and in the LCAFE region in particular, a bigger package of incentives should
be offered in India. This package should include the following to achieve the desired
objectives:



(a)

(v)
(c)
(a)

(e)

(£)

(g)

(h)
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A complete tax exemption to be granted on profits generated by exports for
15 years plus 50 per cent relief for the next 10 years, up to 1999. Capital
profits and gains accruing within the zones should not be taxable., Trading
losses should be allowed to be carried forward for 10 years;

Salaries and interest aceriing in the zone to foreigners should also be
exempt from taxes for the first 10 years and a 50 per cent reduction should.
be available during the next 10 years;

Yo tax should be applied on incomes or profits arising abroad when remltted
to the free trade gzones: :

A11 foreigners and Indians living abroad should be allowed to malntaln thelr
own foreign-exchange accounts within the zones and there should be no control
on“the payment of funds from the zones to foreign countries. For this
purpose the Reserve Bank of India should open a branch in the zone;

The remittance ovefseas of all profits and dividends by foreign investors .

_should be guaranteed from the first year of business operatiom. The

remittance overseas of principal capital by foreign investors should also
be guaranteed after 3 years of business operation;

The re31dentIndlaﬁ“functlonlng in the zones should also be allowad to retain

5 per cent of their net foreign-exchange earnings in separate foreign exchange

accounts, with full freedom to import any product or service into the zone
against these funds for export production purposes;

All foreigners, Indians living overseas and resident Indians should be given -
complete freedom to import any items, materials or services into the zone
required for export production against foreign exchange provided from their
own resources. ‘here a firm is unable to provide foreign exchange from its
own resources, the existing practice of granting advance licences equal to
their first 12 months! requirements of raw materials, to be replenished later
according to the actual import content in the products exported, besides
licences for the import of capital goods subject to 1né1genous availability,
scrutlny, and so on: could be continued to be followed: .

leeral deductions could be allowed in respact of depreciation of fixed assets
in calculating profits for income tax purposes. In this connexion, an

“accelerated depreciation allowance of 25 per cent per annum, admissible to

all industries in the zone could be given;

Agreements for the avoidance of double taxation ghould alsc be concluded with
some of the main developed countries to facilitate the inflow of private
fore1gn capital into the free trade zones in India. In the present circum-
stances, there are good chances of private foreign capital flowing into Indian
free trade zones from France, the Federal Republic of Germany, Holland, Hong
Kong, Japan, Sweden,; Switzerland, the United Xingdom and the United States.

Such sgreements can make things doubly attractive for private capiial in these

countries looking for suitdble opportunities elsewhere.
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(a)

(b)

(c)

(a)

(b)

Cash grants
NS iR

A1l foreign-invested: industries in the zone in which the import of plant and
machinery, raw material<, and so on were financed against foreign-exchange
resources of their own, should be eligible for non-repayable cash granis of
up to 60 per cent of the total investment in fixed assets installed in the
zone. The actual percentage of assistance could, however, be werked out

on the merits of each cass, keeping in view the net foreign-exchange
earnings involved and the employment potential created:

A1l factories in the zone could he granted research aznd development grants
of up te 100 per cent of the cost incurred; depending upon the merits of
each case; ‘

A1l factorieg in the zone eould be granted financial assistance to the
extent of 100 per cent of the cost of training workers and supervisors in
India and abroad in the initial period of the setting up of a new factory.

Pactory buildings

411 foreign-invested firms who finance the import of their plant, machinery ]
and raw materials against their own foreign-exchange resources should be i
assured of built factory buildings of the remiisite size being made available !
by the gzone adainistration at concessional rentals. In cases where built
factory buildings are mot available in advance, and the zone's adninistra-
tion is not in a position to construct one for the firm within a period of
six to eight months,; the rzone administration should grant a loan of up to
90 per cent of the costs involved at concessional rates of interest of

4 per cent: both capital and interest being repayable in 15 equal anmual
ingtalments. Detailed terms and conditions of this provision should be
worked out and offered along with the othmr package of incentives and
facilities available in the ~one:

As part of the development of a free trade zone, at least 100 apariments
for foreigners and about 1,000 further apartments for workers should be
constructed by the CGovernment outside the zone at first, together with thi
provision for necessary medical, shopping and recreation facilities.

Project revorts

Detailed project reports should be prepared on the product selection for each zone

and on the subcontracting facilities to be developed in the zone, keeping in view the
international industrial and trading trends.

Legislation

A comprehensive free trade zone legislation should be enacted without delay and

before any further free trade zons or expanded processing zone is set up, incorporating
all the points indicated in para.5, chapter V, and particularly giving an assurance
againet the nationaliration of export industries, both Indian-owned and foreign-—owned.
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; - institutional framework

‘ Keeping in view the nature of work involved,; the institutional framework for a
free trade zone should be such that the customs security supervision funciions are
kept distinctly separate from the over-all, vzone administration, The directors and
deputy directors of the zone should generally be drawn from the export promotion cadre
of the MNinistry of Commerce, and'have at least five years! experience in export
promotion worlk: these should generally be persons with proven ability and willingness

to work in the zone.
Sele in Indig

All foreign-invested units in the zone who finance their import of plant, machinery
and raw materials against their own resources of foreign sxchange should be allowed
40 sell 10 per cent of their total production in India, on paymeni of a flat rate of
150 per cent duty. This should be allowed only after a unit has gone into full swing
and has achieved its export target to the full, as given in the original investment
application, which should not be earlier than three years from the date of sending
their first export consignment; and on achieving a target of Rs.20 million of net

foreign-exchange earnings irn the previous year.

Export from India to the zone

All goods and materials supplied frem India to the zone and paid for in foreign
exchange should be ‘treated as exports from India and should qualify for all the export
‘benefits available in the country. Ifaterials supplied from the country but not paid
for in foreign exchange should qualify for export benefits only after these have
finally been exported from the zone to foreign couniries for whlch sultable certifica~

tion should be given by the zone administration.

Display of duties leviable on sale of goods to India -

‘ The zone administration should display every day outeide ite office a separate
‘clasgification for each of the products and components manufactured or stored in the
zone and the rate of duties leviable on each for supply to India.

Disposal of scrap, wastage and substandard goods

Goods and materials which an industrial unit in the zone is unable to export %o
foreign markets should be allowed to surrender them within prespecified percentages
to the zone administration, who may auction the same to the public on the first
‘Wednesday of every month and pay 40 per cent of the price realized to the firm, while
‘the other 60 per cent could be deemed to be government duty levied as revemue to the
‘zone administration. Goods and materials which fail to sell in two consecutive auctions
‘could be destroyed by the zone administration, for which no compensation would be
(payable to the firms. Yo auction charges or storage fees should be levied by the
 zZone administration on theze goods.
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Tstimates of financial outlay involved

Any proposal made should also indicate in precise terms the financial outlays
involved and estimates of the benefits which would accrue from this expenditure.
Examples are given below, very briefly, of estimates of the costs involved for developing |

a free trade zone at Gheva Neva, near Bombay, or near Mum Dum Airport, Calcutta:

Rupees 10 nmillion

Suitable land at these places may be available on
lease from the State Governments. But if no such
land is available, ocutright purchase or acgquisition
may be attempted. A plot of land of about 500 acres
would be enough, for which a provision of Rg.50 lakhs

cOuldbe mad.e L A L A I I I A R I R I N R R L ] 0‘50

Development of industrial estate, including enclosure,

providing water, power, underground sewers, water drains

and so on, besides the office building ..eovevvcca... 1.50

Provision for the construction of factory buildings or

loans for this purpose. Tach building may cost about

Rs.4 to 5 lakhs. A provision may be made for 75

factory buildings in the first year and 50 buildings :

for each following year «sccrocsesssnccococcaonasnnss 4.00

A vlock of lOO.apartmenxs for foreigners «.ceocecessco N 1.00

About 1,000 apartments for workers «..:c secssossecss 1.00

Hedical facilities, shopping and recreation centres | 0.25
Total: 8.25

Cash grants

Provision for non-repayable cash grants on fixed assets ' 5.00

Provision for research and development grants 1.00

Provision for grants for training of workers - 2.00
Total: 8.0

Grand total: Re,162.5 million
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; It can thus be seen that the minimum outlay necessary to develop & modest but
reasonable free trade zone in India would involve at least Rs.8 million; or £4 million.
This is on the low side when compared to £10.3 million spent on the Mason free trade
zone by the XKorean Government or £17 million spent on the Shannon free trade zone by

4

the Irish Government.

5ti11 more important is the role of cash grants payable towards fixed overheads,
the training of workers, and research and development, The total cost involved in one
| zone would therefore be around Ns.160 million and for two zones in Bombay and Calcutta
 around Rs,320 million; This would facilitate the setting up of about 200 industries
in each zone, giving direct and indirect employment to about 50,000 workers, and
generating anvmal export earnings of the order of at least Rs;l,OOO million in each
zone. With these objecfives in view, the money spent on developing a free trade zone
would by any measurement, stand out distinctly as the mosit prqfitable investment to be

made compared ito any other developmental expenditure incurred.

United Watione assistance

It can be observed from ihe list given in ammex 1 that there are not many free‘
trade zones in the developed part of the world; except the one in Ireland; the fest
are more in the form of transit zones only. The export proeessing zones developed as
industrial parks are therefore mostly in the developing couniries only; ﬁhey are
experimenting with this device for accelerating their industrial growth, creiting
additional employment opportunity and earning much needed foreigh exchange. The UNIDO
secretariat in Viemna has elaborate programmés at present to assist developing countries
in the fields of: (a) feasibility studies: (b) selection of industries; |
(c¢) recommending packages of incentives and privileges: (d) attracting suitable entre-
preneurs from foreign countries; and (e) diagnosing the problems of existing zones

for the suggestion of suitable remedies.
CHAPTIR VIII

Conclusions and recommendations

In the light of all that has been stated in the foregoing chapiters, some basic
conclusions can be draym and are given below for the benefit of those who are interested
in the concept of free trade zones; their practical usages and their role in the over-

all export production drive in a country.
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Sullt-in mechanisa in the schene

- The construction of a free trade zone or an export processing zone is a relatively
very simple matter., Uhat is important is the built-in mechanism in the scheme,
including the package of incentives and facilities offered for attracting industries
into the country and into the zone. DTor this, special attention should be given %o

the proposals made in chapters V, VI and VII,

Foreign-owned industries and the free zZone

A developing country with its own resources of knowledge and technical know-how
can hardly enter into the production of sophisticated goods, or even labour intensive
industries, on equal terms with industrially advanced countries. This technical lmow-
how is generally available with foreign capital participation only. The industries in
a free trade gone, vhich would have the capacity to compete at par in international
markets would therefore be foreign-owned or foreign-collaboration industries only.
There are rare chances of purely domestic-owned industries using indigenous knowledge
and. technical know-how making much headway in a free trade zone. To attract such
foreignrinvested industries, a special package of tax incentives and cash grants,; as

suggested in chapter VII, would be required.

Tax exemption - s principal weapon

The tax—exemption incentive is today the priﬁoipal weapon in the hands of developing
countries who have lagged behind in the industrial race against the developed countries,
Tax exemption literally means no sirain on the existing finances for the exchegquer.

The developed countries cannot afford to forego these taxes because they are already
at saturation point or at problematic stages of industrial progress in which tax
exemption could not bring any additional bhenefit, Compared to this; the developing
countries need industrial growth, additional employment and foreign-exchange earnings,

and by giving tax exempiion, they forego what is not even available.

Cash grant -~ a powerful tool

Cash grant. is another powerful tool for atiracting mmuch needed foreign investment
into the free trads zone of a developing. country. Iiothing in this world is available
free and each country has to purchase its economic development, additional foreign-

rchange earnings and additional employment opportunities. Once going, momentum is
gained. But before that, it is necessary to create attractive conditions so that
industrial capital and know-how move from the ecornomically congested and polluted

developed world to breath frech air,; with new opportunities, in the developing countries.
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Free trago sones - ad & gOVerﬁman"habK°d inthiative

A free trade zome or an cxport wrocessing zone mst be visible to the world at
large as beihg essentially onc of govsromexnt iritiative, backed by the full force of
‘government éﬁ%hbrity, A1th assurwnces and guarantees regarding the safety of invest-
ment against ény moves of nationalizaiion. The nature of government commitiment nmust
be permement, in the form of legislative enacumerd, snsuring o climate in which erport
industries could develop,

Prae gones and 1he centrally-planned economies

The tool of the free ltrade =zones is essenlially morc suitable for developing
countries, Haﬁy of these sountries today are tilted towards centrally—piaﬁnéd
economiesg, tut every couwnir  has o develop linke with the international commodit;
markets and'interﬁational capital merkets to be able to export its goods. These links
provide an opportunity to fcrm bridges with the dﬁve1opna couniries, who predominate

in mamufacturing and dd"ﬂg affaxrs end to have contacts with the trade centres of the

world.

Many mediun-sized firms instead of o few large ones

in the process of abtiractving roreign investment, it may be felt that =z country s
- economic 1ndependence nay he submersed by international financiers and mult¢naulonu1
companies, but thie iz not so in the present age, and particularly if care i oxercised
{0 encourage many m:divm-pised forex :n firms from rany countrios o participate tn
industrial development for export purposes only.

Argaments against sale of goods within a couniry

It is often argued that even a sunall vercontage o7 goods nroduced in the sone,
if allowed for sale within the sountry, can create ccoronic distortions and may wine
out some domestic iudustreies., A demestic indusiry flourishing under teriff pxoio¢u10n3
within a country -which oflers a vast lucraitive market, as India, generally grows uy us
a highly inerficient moaopoly concern vroducing low-guality products. This proces:s
helps neither the p=ople ror ths country ir the long run, but helps only a few pervons
vho are in entrerched poisivions owning these monopolies. Allowing 2 small percentage
of high-quality products from the zone into the internal market would .give suck
‘existing industry a very snall doss of competition, sufiicient encugh to wake it upn

e e e
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from its lethargy and create an urge to produce goods comparable in quality and price
to the goods coming from the zone. If some industries still tend to die, then it is
worth while allowing them to die and replacing them by export—-oriented industries in
the zone, exporting nearly 90 per cent of their production to foreign markets. In this
process, a country can transform its protection~sheltered industries into expori-

oriented industries.

lleed for development of good'industrial climate in the country

The indusirial climate within the country often has a direct influence on the
industrial growth within a free trade zone. It is therefore essential that the same
package of incentives is also offered for setting up expori industries under customs
security supervision anywhere else in the country outside the zone, except that the
special facilities of complete freedom to import goods, or customs duty privileges,
and built factory buildings available in the zone, would not be available outside the
zone., This would help the growth of the exporit industrial bage in the country,
eventually manned and managed by local nationals only. AThis is what has been done in
Ireland and in the Republic of Korea. There is, therefore, no reason why it should

not produce equally good results in any other country, and particularly in India.

Tmport duties on replenishment licences for export industries

One practice generally followed in developing countries, and particularly in
India, is to levy import duties on the import of faw materials., Manufactured products
exported are eligible for a refund of import duties levied on the content of the
imported materials used. Iwvery time an exporter or a trader imports raw materials he
pays import duty, and on each consignment of exports of mamfactured products he
collects a refund; this causes a lot of work in collecting drawback refunds, besides
the financial burden of locking up the funds., This huge exercise helps neither the
country nor the exporters, except that the preventives officers go on increaging in
rumber. Once a registered exporter has effected exporis in which duty-paid materials
were used, it would be better to give him replenishment licences, equal to the import
content in the exported goods; on a duty-free basis, than to give him drawback refunds
on hig exports. Ilaterials imported subsequently over and above the value of the
replenishment licences due, would only be subject to duty. In brief, there should be
no duty levied on replenishment licences issued on goods already exported while duty

may be levied only on initial or advance licences.,
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Also, all industries in regular production, and exporting more than 60 per cent
of their production to foreign markets, should be allowed the special facility of the
duty-free import of raw materials against a bond for export within a specified period -
of 18 months. In defaulting cases, only duty may be realized on the strength of the
bond. Such measures can go a long way towards building up the image of the facilities
available in the céUntry for attracting more export industries from abroad. There is

a need for developing such facilities in India.

Regisgtration ofAQXporters andninvestigatiqn of commercial complaints from abroad

The image in foreign markets of the export industries inside a country has a
direct reflection on the export industries in its free irade zones. ' It is, therefore,
essential to tighten up discipliné-amohg the existing export industries in the country,
particularly in matters of the registration of exporters and the investigation of
commercial complaints received from abroad., In the Republic of Korea there is a system
for allowing registration only to those who have minimum bank deposits or letters of
credit for a minimum value of %US10,000. In both the Republic of Korea and Hong Kong
work relating to the registration of all exporters and investigation of all commercial
complaints received from abroad are kept restricted with the governmeht officers in the
Ministry of Commerce and Industry. A high'degree of importance is attached to this
work and no interference is allowed from any association of indusiries or any such other
agencies, as it is believed thai non~off101a1 organlzatlons generally composed of con—
flicting factions, are not sultable for such regulatory functions. It is felt that there
ie a great deal of merit in this system amd such regulatory functions should:be kept

confined with the goverrnment officers in the Department of Export Promotion to give a
good image abroad. o

Exporters! associations and promotional work

A network of exporters® associations or export councils for broad categories of
industries is necessary to organize the export promotional machinery in a country.
" These councils or associations should play an ddétive role in-the promotion of exporis -
from industries outside the zone and from the zone export industries as well. A4s in
Hong Kong and the Republic of Korea, all industries should be obliged, under go%ernment
order; to contribute 0.5 per cent of the value of their commercial imports towards a

fund for financing the promotional activities of these export councils or associations.
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These organizations should, however, play strictly a promotional role only, which may ;
be evaluated yearly in terms of the resulis achieved‘in relation to promotional
activities undertaken. In no case should these councils or associations be entrusted
with "regulatory functions", such as the registration of exporters and investigation
of commercial complaints from abroad, as these draw heavily on their limited time and '
resources with the reéult that less.and less attention is paid gradually to the proﬁo—

tional functions for which they were mainly created.

Tax benefits may attract miltinational organizations to move head offices

The creation of free trade zones and a proper climate for export industries in the

country, backed by tax holidays and cash grants, can unfold new vistas of long~rahge

benefits hitherto untapped in & country. One such benefit can be in the shape of big

foreign companies moving their head offices to such countries to take advantage of tax

O it

benefits, avoidance of double taxation and the resultant payment of higher dividends

to their shareholders, This has happened to some extent in Hong Xong, and some big
companies in the Federal lepublic of Germany and the United Kingdom are now understood
to be examining these aspects in relation to Ireland. There are, however, good prospects

of such things happening in India, provided tax benefits and grants are offered in a

b b Ak S e s e e 0

bold way. Further studies in this field by institutions like the Indian Institute of
Foreign Trade, can yield useful results.

Code of conduct for free trade rones i

Free tfade zones or export processing zones are going to be increasingly popular
in the developing countries in the next ten years. Almost each developing country will
be in this race, but the success of each zone will depend on the combined effect of
various factors, such as location, package of incentives, the political links with the
countries from whence the foreign invesiment can flow, and the confidence those countries
can generate about the security of foreign capital and profits arising therefrom. !
Some countries may not be able to offer all these factors, and may try to offer a still
higher package of incentives to make things attrastive enough. It is therefore necessary
for UNIDO to consider evolving, in good time, a code of conduct for these free zones

to ensure a fair dealing among themselves.
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Heed for informative literature

There is not enough literature available yet on the experiments of the different

countries in the field of freeAzones or discussion of the merits and demerits of the

, various measures adopted in different countries for the successful development of the

free zones. There is literature available in the UNIDO secretariat at Vienna, but

more is needed. Any training programmes that may be organized by UNIDO in the field
of free zones would need more literature on the subject. This report may perhaps
partly meet this requirement in respect of the zones described, but UNIDO may consider
having similar study reports prepared for other free zones in the world and making thenm
available in a comprehensive form to the developing countries, Ekpefts with mature

understanding in developing countries where free zones have not been a great success

‘ should also be invited to participate in any seminars or training workshops to be

organized by UNIDO, so that they can share with others experiences gained from failures

thus provoking new avemes of thinking on the subject.
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WORLD~-YIDE FREE TRADE ZOWES
‘ . Tyne of Year
Country Location focility Founded
EUROPE
Austria Graz I'ree trade zone 1955
Linz 3] 3] 1955
Vienna " 1955
Denmark Copenhagen W o 1960
FPinland Helsinki- W i 1265
: Turku - n ' 1965
Hango v d 1961
Federal Republic of Germeny Bremen " ‘ 1883
: ‘ - Hambourg W f 18868
Gibraltar Gibraltar W 1 1704
Greece Piraeus i i 1950
Thessaloniki " e 1925
(Salonika)
Ireland Sharmon ' ! 1547
Ttaly Trieste o g 1955
‘Spain Barcelona ' n 1929
Sweden Gothenburg i i 1935
Stockholm L t 1935
Switzerland Basel Free port 1204
Yugoslavia " Belgrade Free trade zone 1964
{oper 1 3 1954
Rijeka - 2 i 1964
MIDDLE EAST
Bahrain I7ina Suvlman T'ree trade zone 1958
Lebanon Beirut t " 1548
Tripoli i n 1948
(Tarabulus)
AFRICA
Iiberia Yonrovia Pree trade zone 1948
West Africs
Libyan Arab Republic Pripoli f " 1564
Morocco Tangier i u 1859
 (contrd)

e i o
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WORLD-WIDE FREE TRADE ZONES (cont'd)
, : . " Type of Year
Country . Location - facility fornded
TAR EAST - | -
‘Hong Kong Hong Kong Free port 1842
"I:.ndi;a,‘ Kandla ' Pree trade zone 1965
o Santa Cruz Export processing zcne 1574
Malaysia Periang Island Free port 1548
Ryukyu Islands ' Waha ‘ Tree trade zone 1960
Singapore Port of Singapore Free port it
" Thailand Bangkok Transit zone 1782
Republic of Korea Masan - Free e::ﬁort.zone B 1571 .
e e Iri Lo 194
NORTH_AMERICA L o
United States of America Honolulu, Hawaii T'ree trade zone 1965
Toledo, Ohio wooo 1960
New Orleans, La. o v 1946
Kansas City, Mo. TForeign trade zone 1973
SOUTH AMERICA o s
Bahama Islands Freeport’j"" Free tr;%,de zone 1955
Bermuda Freeport 5 " 1956
(Ireland Island) |
Brazil Manaus  'Pree port 1957
Chile APica Northern zone free . 1953
. - . perimeter »
Colombia Bv‘é.::c"ranquilla Free trade zone 1964
(Carivbean) ' ‘

\ Palmaseca (near Cali) 5t t 1973
Mexico Coatzacoalcos ‘" " 1946
Netherlands Antilles Aruba ik v 1956
R Curapao oo 1956
Panama Colon - R % 1248
Puerto Rico IvIa,y;aguez 3 v 1961
Uruguay Colonia " " 1949

Fueva Palmira R "
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Annex 2
SHANNON FREE TRADE ZONE (IRELAND)
Table 1. Basic statistics
-Industrial '

estate Airport Town Construction Total

Employment 1973 | 4551 2060 597 516 7724
: (1972) (4318) . (2123) (545) (479) (7525)

Wage Bill (estimate) 1973 25 million : £4 million £9 million
; million pounds sterling A
Investment (estimate) 1973 28.7 12.5 12.1 - 53

All facts and figures, unless otherwise stated, refer to calendar years.
Estimated figures used are those of the Shannon Free Airport Development Company!s
regearch and Planning Division.

SHANNON FREE TRADE ZONE (IRELAND)
Table 2. Capital expenditure and cash grants
1960-1973 (Year end of March)
(Pounds sterling)

Year Industrial Houging Grants

1960 283,000 140,000 56,354

1961 506,000 312,000 138,496

1962 397,000 333,000 167,396

1963 748,000 326,000 111,482

1964 626,000 378,000 ‘ 155,868

1965 673,000 352,000 207,795

1966 707,000 263,000 261,620

1567 138,000 477,000 199,721

1968 574,000 781,000 297,343

1969 613,000 1,025,000 396,632

1970 582,000 958,000 498,248

1971 763,000 1,161,000 497,549

1972 963,000 1,230,000 217,549

1973 1,080,000 1,040,000 240,926

8,753,000 8,650,000 3,446,529

Site adjustments . =90,000 +80,000 -

Total £8,673,000 £2,730,000 £3,446,529

Estimated private invesiment 1960-1973:

Foreign investment 13.0 million
Irish investment . = 1.1 million

Total £14.1 million
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Table 3. Shannon Industrial Estate Trade 1964~-1973

: } ’ - (million pounds sterling)
Year : Ixports ImBorts
at L . . y o
31 March Air Surface Total (Change % Air Surface Total Change %
1964 11.0 2.9  13.9 - 8.3 .2 1.5 -
1965 18,8 3.9 22.7 +63.3 12.4 3.6 16.0 +39,1
1966 27.1 4.6 31.7 +39.6 19.7. 4.5 24,2 +51,2
1968 30.6 4.6 35.2 + 8.0 15.3 4.9 20,2 -10.2
1969 32.9 5.0 37.9 + 7.7 17.9 6.3 24.2 +19,8
1970 35.0 4.7 39.7 + 4.7 18,2 5.1 23.3 ~ 3.7
1971 30.1 3.9 34.0 -14.4 14.3 5.0 19.3 -17.2
1972 32.3 4.0 36.3 + 6.8 15.7 - 5.0 20.7. - 7.3
1973 - - 4714- +3006 el A f - 23. 2 12. l
; Totali 291.4 , 205,1
; From 1971 onwards no breakdoﬁn of trade between aif and surface ig available.
~ The estimates used are those of the SFAD Company. '

e 5 O LR b s i < A
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Anmex 3
MASAN FREE EYPOLr ZONS (REPUDLIC GF KORIL)

Table 1. Government investment by sectors

(million Von)

‘ 1575
Itens 1970-1913 1974 (Blan) Total
Construction of , ‘
industrial estate 2,831 67
Water facilities 195 32 ,
A 1,! 6,772
Port construction 841 187; 1946 11
Dredging for wharf site 464 209
Public facilities 403 - - )
Standard factory buildings 1,793 - - )
Welfare facilities 315 - - ) 0886
Incidental public facilities ) ?
and administrative expendi- g
ture for construction 223 82 50
Total 7,065 577 1,996 9,638
MALSAN PRER TYPOTT S0FE (TEPUBLIC OF KCPREL)
Table 2. Foreign investments and firms by country
(As of end of April 1974)
. (thousands United States dollars)
Italy Japan United States Total
Year .
Firms Amount  Firms Amount Firms Amount  Firms Amount
1971 - - 20 4,689 2 200 22 4,869
1972 1 520 51 31,592 £ 2,806 70 34,918
1973 1 738 105 75,658 9 2,379 115 78,775
1974 1 733 105 89,455 7 1,790 113 82,9833

Hote: Amounts indicate net foreign investment (excluding Korean joint venture
portion); yearly figures are the cumlative total: investment from Korean sources;

fUST million.



MASAN FREE EXPORT ZONE (REPUBLIC OF RKOREA)

Table 3, Ixports and Employment

Tarzet 1974~1975 #US200 million

rts
Year (thousand dollars)
1971 857
1972 9,739
1973 70,374
1974 46,321
(Jamary-April)

loyment — Operating
persons)  factories

1,446 6
7,106 - 26
21,240 71
23,334 81

MASAN FREZ TXPORT ZOVE (REPUBLIC™OF KUINA)

Tabie 4, Percentage share of different industries in thé zone

Industry

Electronics
Hachinery

Chemicals

Toys and handicrafts.
Opticals

Textiles, garments

Processed foods and seafoods

- Others

Number of
firms

27
41
15
10

l\n - O

-]
'—l
W

ll

Percentage
23.8
36,2

13.2°
8.9
7.1
5.3

0.9
4.5

© 100.0

e
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Table 1,

Annex 4

' HONG KONG FREE PORT

Number of tourists visiting Hong Kong

Year

1950
1955
1960
1965
1970
1973

Persons
A —

Nede

n. a.
163,661
406,508
927,256
1,291,950

HONG KONG FREE PORT

Table 2, Foreign investment in the Hong Kong marnufacturing industry

Country source

(as at 30 September 1973)

Investment

(gz; million)

Percent&ge

Australia
Japan
Hetherlands
Philippines
Singapore
Switzerland
United Kingdom
United States
Others
(Indonesia)

Total

55.0
305.9
20.1
13.0
116.9
10.9
117.9
47945
36.8
(2.57)

1,156.0

D ——
R et o o .

not clear on original

4.7
26.1
1.7
1.1
10,0
0.9
10.1
41.0
3,27

HEstablislments
SNO.!
13

65
6

11
9
25
120
33

(4)

290
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HONG XCFG FRIE PORT

Table 3. TForeign trade of Hong Kong

(in HK3)

Year orts Exportsé/ Re—exgortsé/
1950 3,787.66 3,715.55

1955 3,718.92 2;533.99

1960 5,863.69 2,867.25 ‘ 1,070.46
1965 8,964.83 5,026.80 1,502.76
1970 17,606.71 12,346.50 2,891.57
1973 29,004.60 19,474.35 6,525.01

g/ Ixports and re-exports trade figures were not separately classified until 1959.

HONG KONG FREE PORT
Table 4. Fxport percentage in industrial production

T TELHT 1 —

ISIC Code

11-12

13

14

213 25-29
22

23

24

31

32
41
42

51-52
55
56

6

1
81

82
83

84
85

9

In&qugz
Food
~ Beverages
Tobacco
Textiles

Wearing apparesl, except footwear

Leather and leather products

Footwear, except rubber, plastic
and wooden

tlood and cork products, except
furniture

Turniture and rixtures, except metal

Paper and paper products

Printing, publishing and allied
industries

Chemicals and chemical products

Rubber products

Plagtic products

Non-metallic mineral products, except
products of petroleum and coal

Bagic metal

Pabricated metal products, except
machinery and equipment

Yachinery, except electrical

Electrical machinery, apparatus,
appliances and supplies

Transport equipment

Professional equipment, photographic
and optical goods ‘

Other industries

All industry

Exports in
1970

(thousands HK%)

198,878
1,960
64,765
1,518,812
4,633,345
27,869

92,456

117,468
54,919
19,498

61,926
111,412
152,343

1,434,109

28,934
56,822

658,380
41,740

1,264,856

103, 27C

142,963
936,093

11,722,818

S N—

orts as
. percentage
of total

groduction
0.5
1.2
26.9

45.3
88.3

50.4
T1.7

49.3
38.9

7.4
15.1
43.6

82.6
81.4

24.4
16.9

60.7
22.9

83.6
25-9
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