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EXECUTIVE SUMMARY

This Report summarizes the conclusions and findings of Redma Consuitants Ltd

in an asslgnment to provide technlcal ass;stance to the Kingston Export Trade
Zone under a contract with the United Nations industrlal Development Organi-

zation identifled as follows:-

UNIDO Contract No. 74/37

Project No. 15/JAM/74/005

Activity Code 14,
The provislon of technlcal asslstance took place between November,1974
and May 1975. The team of speclalists provlded by the consultants were

Project Leader: K.O.Hillyer M.B.A. P. Eng.

industrial Englneer : P.Frerotte. D. Sc.
Industrial Economist: B.Labadle B. Ec
Financial Consultant: P. Rigby B. Comm.

Role of the Kingston Export Trade Zone.

The flnancial success of the Zone remalns the flrst priority In lIts
development .

The consultants recommend that the Zone be ldent1fied with a dual role
to insure Its financlal success;

1) commercial transhipment, dlistribution and
Iimited warehousling centre

2) export processing zone
The Kingston Export Trade Zone should be established with the primary
function of providing emp loyment opportunities for un-skilled and semi-
skllled labour In the Kingston urban area.

To emphasize the duality of the role of the zone we recommend the adoption
of the name Kingston Export Trade Zone.

The major resources of the Zone must be devoted to the establishment of

labour intenslve processing and manufacturlng actlvities and not to

commercial warehousling and In-bond operations. These latter facilitles should
be encouraged Inltially, but must be limited to the Inltlal areas so as not

to hold back opportunitles for the first facilltles.
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The secondary function should be the generation of economic spin-offs through
providing anciilary services to the transhipment port such as stuffing or
de-stuffing of containers, warchousing and distribution, or by encouraging the

Incorporation of Jamaican raw materials and semi-manufacturers in manufacturing

and processing activities in the Zone.
The Zone must be recognlzed as a non-renewable resource which must be

dedicated over the long term, to manufacturers committed to and capable
of penetration of export markets,

Economlc Prospects for the Zone.

This report has Identified previously two major functions for the Kingston
Export Trade Zone as poles of development for this project:

1) commercial transhipment and distribution facilities.

2) manufacturing for export.

The following list (Table 1.1) ident1fles the preiiminary enthusiasm for
zone investment which has been generated. Of the total request for

130,000 sq.ft. of space already sought, 47,000 or 32% is devoted directly
solely to commercial warehousing and distributing facilities. To this must
be added the already identified but non-tabulated interest of the in-bond
merchants to be located within the Zone. In our opinion, the Zone will be
required to limit the participation of such enterprises if the major pur-
pose of the area,export manufacturing,ls to be promoted.

The potentiai for the attraction of foreign investment tc manufacture In

the zone for export, 1s related directly to two different strategies
apparent in the development of inter-national production. The first Is

the deveiopment of multi-national concerns who install production facilitles
around the worid to increase the potential for further pene tration and
expansion of markets. The second refers to the more recent development of
major production facllitles either wholly owned or sub-contracted where
production is geared to employing fabour available at lower costs, than in
the entrepreneur's own market. Redma identifies the first trend as multi-
national development and the second as international contracting for

Eroduct fon.

Redma is of the oplnlon that current corporate strategy leading to multi-
national development 1s directed towards the establishment of production
facilities to serve natlonal or regional markets. Since this type of
development is more stable, it will be more beneficial to Jamaica's develop-
ment, and shoui? be emphasized In the expansion of the 2Zone. It must

be emphasized that UNIDO holds the view $trongly that manufacturersin the
zone which are given any duty privileges or tax holidays must be limited

to marketing outside of the Caricom market. (see Page 44.)
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As has been identified in several dlscussions with both Jamaican and
foreign manufacturers, their development whether in the Zone or not,
depends upon their ability to have equitable access to the Caricom market.
For this reason it Is essentlal that Zone manufacturers have at least
equivalent access to the entire Caricom market as do national manufacturers
anywhere in the region. We do not recommend that they have any advantage
except those apparent to investors in the Zone.

Two factors which infringe on the speed with which such manufacturers

are likely to develop are obvious today. The first is the state of the
world's econcmy which, as the recession continues or deecpens will restrict
new caplital expenditures by multi-national or Jamaican industrial concerns,
On the other hand, the promulgation of the Generalised System of Preferences
for goods manufactured in developing countries in the markets of:-

U.S.A.

European Common Market
Japan

Canada

New Zealand

now further enhance the export opportunities open to manufacturers In these
areas, whether of local or foreign ownership. Because of Jamaica's geo-
graphical position, its historical ties to the U.K. and Canada, and its
growing productive capacity, the GSP system can be expected to have amajor
effect on export opportunities.

0f even more dramatic impact will be the Lome Convent ion recently signed
between the EEC and the ACP countries (including Jamaica) which offers
duty-free access for most Jamaican manufactured products to the Common
Market. Because of the opportunitles this agreement offers manufacturers
In the Zone, the consultants recommend concentration on the search for
new Investors first with these markets in view.

In the area of international contracting for production the prospects for
the Impact of such developments on the Kingston Export Trade Zone are
somewhat more cloudy. International contracting for production have as
the baslc premise, the variance between production wage rates in the
developing countries and those In the developed country where the product
Is marketed. Although there exists a major advantage for the manufacturer
In uslng Jamalcan labour over, for example, Canadian labour (Canadian
hourly rates up to 6 times Jamaican wage rates), the comparison with other
lower cost labour areas works to Jamalca's disadvantage. If labour rates
are the primary reason for the establishment of production facilities, the
lone Is at a major disadvantage.
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The current world wide recesslon further clouds the prospects for Inter-
national contracting of production. Major production facilities for

the assembly of sub~components for the electronics industry, the sewing

of garments and leather sporting goods, the assembly of Christmas
decorations, costume jeweilery and toys, and the tatch processing for

the entry of data to electronic data processing equipment have been the
usual ones established to take advantage of international contracting.

The market prospects for such products are related directly to the economies
of the developed world, now subject to severe recession.

Redma Consultants Ltd remain confident that prospects for the attraction

of Investors to the Zone remain good. For the short term, we wouid

expect the first facilities to be constructed wili be occupied by
warehous Ing and distribution facilities. |In the short to medium term,
major Jamaican industrialists, and multi-national companies whose expansion
is predicated on exports to the Caricom region and under GSP and Lome
Convention preferences to Europe, (inciuding the U.K.) Japan, Canada and
the U.S.A. will be attracted. In the medium to long term, the proximity

of Jamalca to the U.S.A. may indice the establishment within the Zone of
faclllties for the contracting of production for developed markets.

As a result of this analysis, Redma recommends that in the primary
development of the Zone, land be retained for the construction of speciallzed
facllltles for lease manufacturers, or for lease directly of land for
private development. We arc proposing that 17 acres be identified for the
constructlon of factory space for lease, and that 34 acres be retained for
development of such speciallzed faciiities.

Redma wouid recommend the folliowing 1ist of "target" Industries for the
promotional efforts of the Zone Agency. These have been identified, both
to enhance the incorporation of Jamalcan and Caricom content (for backward
llnkage into the economy and to benefit from ''GSP" opportunities) and to
encourage the consumption of Jamaican labour.

Medlclnal and Pharmaceutical Products.
Speclalized Products for Hospital/Medical use.
Soaps and Cosmetics.

Food processing (canned tropical frults.)
Garment production

Furnlture

Batch Data Processing

Electronlec sub-assemblies.

Service functions -repair and overhaulting of
technical products.

W NV EWN e
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1.4.2.

1.4.3.

1.4.4,

1.4.5.

1.4.6.

1.4.7.

1.4.8.

ORGAN!ZATION AND ADMINISTRATION

Redma recommends the establishment of a separate, semi-autonomous

agency to administer the Kingston Export Trade Zone. The Agency should
be separate so as to permit immediate and direct access by the senior
executives of the agency to other Jamaican government institutions on
behalf of Zone intercsts. It is defined as semi-autonomous because the
major equity in the Zone is held by the Port Authority, and thus the

Zone Agency must be subject to annual budgetary rcviews by the Authority.

Redma recommends that a Board of Directors be established for policy
direction and controi of the Zone, and that it be composed of nine members.
The Chairman and four other members would be appointed by the Minister of
Public Utilities, Communications and Transport, two members by the

Minister of industry, Tourism and Foreign Trade, one by the Minister of
Finance and one by the Jamaican Manufacturers Association. The General
Manager of the Trade Zone Agency would sit as a non voting member of the
Board.

Redma would recommend the appointment of three members of the Board, plus
the General Manager of the Agency as an Executive Committee to provide
more frequent policy direction to the activitics within the Zone. The
General Manager wouid chair this Committee whose major task shouid be the
preparation of muiti-year management and financial plans for the further
development of the Zone,

Redma would recommend the position of General Manager of the Kingston
Export Trade Zone be recognized as the level of responsihility of a
Permanent Secretary, and that his relationship with other government
agencies and ministries be at this level.

A basic organizational structure for the Export Trade Zone has been
designed. It provides for a basic initial compement of four executives
and seven office staff positions, but makes provision for the addition in
1976 of an additional executive and three additional maintenance and/or
clerical staff positions.

The Planning and Marketing function identified in the organigram will be
concerned with the general promotion of the Zone, and with the co-ordination
of special analysis of the benefits of locating in the Zone to specific
targetted Industries and investors.

The Zone Maintenance function will be concerned with the general maintenance
of the Zone buildings and propertles and the supervision of further con-
struction within the Zone.

The function of the Administrative and Financial Services section would be
to provlde such services for the Zone Agency and to assist Zone investors
in the recruitment of financlial and administrative staff for their own
operations.
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The Zone Certification and Audit function will undertake the auditing

of the financial records of the Investors in the zone both to ensure

the adherence to Zone and Customs regulations, as well to provide
certification of Jamaican labour and material content added In the manu-
facture and processing of goods within the Zone.

Redma would recommend that the role of the Zone Promotion Council be
confirmed to be only promotion and public relations.

Redma would recommend the establishment of a permanent investment review
committee with the Jamaica Industrial Development Corporation, and if
required with the Ministry of Industry,Tourism and Foreign Trade to examine
each potential investment project so as to ensure that it fits within the
national strategy of industrial development.

MARKETING AND PROMOTIONAL PLAN FOR THE ZONE.

Redma Consultants holds the view that there are 3 primary reasons for
manufacturers to invest outside of their own country;

First =~ to seek a source of lower cost labour for production.

Second - to find a production centre for the service of a
regional or hemispheric market.

Third - to identify a location offering access to specific
resources and raw materials,

The marketIng program for the Zone should reflect these reasons.

We recommend that the development of the market!ng program for the Zone
be defined in the following elements:-

. ldentification of Investment features
. Promotion of these Features

. Selection of Prospective Investors.

. Negotiation with the Investors.

o N -

Redma Consultants have identified 12 features to be promoted In the
marketing of the Zone.

With reference to the feature of flscal incentives, Redma recommends
that for manufacturers exportino only to Third Countries, a tax holiday
of 10 years be given, followed by 50% income tax relief thereafter.

Since we believe that access of Zone manufacturers to the Caricom region

on conditions as favourable as thosec offered nationai manufacturersis essen-
tial to its development, we would recommend that discussions be undertaken
with other Caricom partners regarding the treatment of manufactured products
from Free Zones located in the region.
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In furtherance of this concept, we believe that incentives within the
Zone, must conform to the basic Agreement on the Harmonization of Fiscal
Incentives to Industry now in practice in the CARICOM region. Thus
flscal incentives would be offered to all Zone investors dependant on
the degree of Caricom content empioyed, and the relationship which
exports to Third Countries is to the totai saies voiume.

It is our opinion, that the degree of tax holiday offered to a prospective
Investor in the Zone is less significant to muiti-nationai concerns than
the cost of labour, freedom from import/export controi and access to the
regional market.

We recommend the development of a promotional program using 2 methods;

a) Advertising in Trade Journais.
b) Direct Maii to seiccted industriaiists.

For this purpose we recommend the aliocation of a promotional budget to
the Zone of Jamaican $35,000 per year.

Redma Consultants has prepared a iist of criteria to be usedbythe Zone
Agency to complete a detaiied analysis of iikeiy industries, in order to
select thosc most appropriate for the Zone. This pianning and sclection
process should be undertaken with the co-operation of the Jamaican Indust-
rial Deveiopment Corporation.

Redma Consultants recommends that a specific proposai be deveioped for
each target industry which refiects that industry's world orientation
according to the EPRG framework.

The consultants wouid propose that the foliowing steps should be undertaken
in the selection process of specific industries.

Step 1. Beginning with the recommended industries identified in Chapter 3,
select major firms of a transnational character in each category
for specific promotion. These should be drawn from the EEC, Japan
and North America.

Step 2. Based on general eccnomic reasearch, and on speciflc anaiysis for
that industry, apply to each of the firms chosen, the specific
criteria recommended above, to identify a weight for each.

Step 3. As a result of the various welights, estabiish a priority for the
direct sales program necessary to attract each firm to the Zone.

Step b. Undertake an anaiysis of the current stage of international~-
development of each firm using the EPRG framework.
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1.5.13

1.5.14

1.6.
1.6.1.

Step 5. Design a specific proposal for each firm, utilizing the criteria
and the understanding gained of its international perspective,
so as to dcmonstrate the validity of the Zone as an investment
location for that firm. This proposal should include an
Identification of all the benefits and features of the Zone
expressed in terms of the needs of the prospective investors.

Step 6 The Zone management should undertake to present this special
docket of information to the prime decision maker of the company
concerned, in person.

Redma Consultants Ltd wouid recommend that the Zone management seek UNIDO
assistance In the initiai phase of this program, through the retention of
Consultants to undertake the specific analysis necessary to its compietion.

Redma would propose the preparation of a specific application form (a sample
Is Included) on which interested investors would be asked to give evidence
of thelr Intentions.,

The final element in the marketing plan is the ragotiation with the

interested investor. This stage must insure that the investment will
benefit the investor, the Zone and Jamaica.

LEGAL FRAMEWORK FOR THE ZONE.

Redma recommends the preparation of special separate leglslation
constituting the Kingston Export Trade Zone and its governing agency
Identifylng the following elements;

a) role of the Zone.

b) ldentiflcatlon of the legal rights of the Zone agency Including
the ownership of land and buildings, the abiiity to lease land
or buildings, the ability to operate facilities and administer
services and the abillty to enter into legal agreements with
lessees.

¢) the establlshment of a Board of Directors.

d) the ldentiflcation of reporting |lnkages for statutory
and flscal purposes.

e) the creation of an extra-customs area for the purpose of
fulfilllng the functions of the Zone

f) the identiflcation of incentives for Investors.

g) the provision of statutory regulatlons for the administration
of the act and the proper functloning of the zone.



1.6.2. Redma has identified Within the report certain clauses it believes
essential to the drafting of this Act.

1.6.3. The Consultants have listed those regulations which it believes should be
drafted for the operation of the Zone concerning;

- administering the investing firms

- requlating entry and exit from the Zone
- banking and Foreign exchange

=  customs

= work permits

- incentives

1.6.4, Special articles for the proposed lease to be used by the Agency are
included.

1.7. THE PHYSICAL PLAN OF THE ZONE.

1.7.1. Although the physical plan for the Zone is the responsibiiity of consulting
engineers in Jamaica, Redma Consultants Ltd made a few specific recommendations
regarding the proposed design.,

1.7.2. We would recommend that the Zone plan be changed, to aliocate all the
projected spaces along First Street, now defined as reserved for commercial
development, into projected space for the construction of leased factory
units, The only exception to this would be the first space to the right
of the entrance (as one enters the Zone) which would be reserved for
temporary administration space, and the corner lot at First Street and
the Causeway which should be retained as open space.

1.7.3. We would recommend that of the total initial development{lots 452 and 453
or that portion illustrated in the accompanying plate) that the following
allocations be made

Average 4
Factories Pre-built for lease 12.1 24
Land for specialized development 23.6 46
land for roads, administration
commercial and other developments 15.10 30

1.7.4 So as to permit the entlre flexibility of the development of future parcels
we recommend the adoption of the super bloc system of prellminary design.

1.7.5. We recommend that interim parklng be established along the railway easement
but that as the development proceeds and if, the need for the rallway spur
continues, that parking be established at the new site for the commercial
and administrative centre.
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We recommend that, as the site develops and If the need is apparent for
the Incorporation of Gordon Cay land, the administration, gate and com-

mercial facilities be estabiished permanently as shown on the accompanying
diagram.

ANCILLARY SERVICES REQUIRED BY THE ZONE.

Redma identifies the specific services and linkages whlch will be required

of the Zone management for the proper administration of the Zone. These

include: -

fire-fighting

telex, telephone & cable
maintenance

labour and training
Investor related service
recreation

cantecen

customs

securlty

bankIng

Internal transporation

FINANCIAL PLAN FOR THE ZONE.

Redma Consultants Ltd has prepared two 10 year cash flow projections for
the Zone, one using a 107 year to year esralation factor, and the other
a 202 year to year factor,

To permit adequate and appropriate self financing Redma Consultants Ltd
has made the following assumptions;

the total area of the Zone indicated in Plate 1 (i.e. excluding
Gordon Cay land) will be developed and leased by 198k,

the Port Authority establlshes and holds an equity position in
the Zone of $6,000,000 Jamaican. This investment is serviced
but not repaid.

in additlion, the Port Authority lends to the Zone Agency, an
amount up to $8,000,000 Jamaican in debt financing which amount
Is serviced (10% annual interest) and repaid.

both of these forms of funding from the Port Authority are
represented mostly by land which is absorbed into the Zone's
financlal structure only as it is required for deveiopment,
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Redma Consultants Ltd supports the view that all financial administration
of the Zone, except as indicated above, should be separate from the Port
Authority.

Redma would recommend that a graduated scale of lease rates be applled for
the lecase of pre-built factory space depending on its use.

Jamaican Doilars per sq.ft.

in-bond merchants $ 3.00
Warehousing & Distribution $ 2.7%
Distribution with re-packaging $ 2.2%
Manufacturing $ 2,00

These rates would be applied and modified depending on the employment
generated and the term requested.

We also recommend the leasing of land for the construction of manufacturing
facilities at the concessionary rate of Jamaican 50 cents per sq.ft.
Escalation would be appiied at year end depending on infiationary trends.

The Consultants would recommend the aiiocation of an operating budget
as follows:~

Staff Salaries. Jamalcan Dollars
General Manager 20,000

Planning & Marketing Officer 13,000

Zone Maintenance Manager 10,000
Administratlve Manager 12,000
Secretaries (3) 5,000 each
Clerks (3) 5,000 each
Offlce Attendant 2,000

Total salary budget 87,000

Expensc Budget

Promot lon 35,000
Travel 5,000
Security (1975) 3,000
Office Equipment & Sup. 5,000
Building Maintenance (1975) 3,000
TOTAL BUDGET $ 138,000

Due to a start-up lag, the consultants have proposed an allocation of
$80,000 of this budget in 1975, but addltional expendltures for 1976,
and 1977 of $20,000 each year.
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OTHER IMPORTANT CONCLUSIONS,

Redma would recommend that the Jamaican government continue to seek the
assistance of the United Nations industrial Development Organization in
the on-going administration and development of the Kingston Export Trade
Zone,

The Consultants would recommend that UNIDO asslstance be requested to
finance the employment of consultants to prepare the deflined dockets
(See Chapter 5) required for specific targetted industries. This is a
crucial element in the promotlonal program and lIts early accompllshment
wili accelerate Zone development

The consultants would recommend that the Jamalcan Government request the
services of a UNIDO adviser to work with the General Manager of the Zone
for a 6 month perlod, and provide day-to-day assistance on the organization
and management of the Zone.

Redma would recommend that immediate consideratlon should be glven to the
request of the Zone senior management for a 6 week study tour of major
industrial estates and export processing zones, Including Mirabel Industrial
Park, Canada, Masaan In Korea, Jurong Industrial Estate, Singapore. Bataan
LPZ in the Philippines and Kaohsuinc EPZ in Taiwan. It Is posslble that
financing for such a program could be arranged from UNIDO sources.

The consultants would recommend that the Zone senior management take early
advantage of the fellowships for tralning which exist for a 4 week program
twice yearly in Shannon, lreland. These are arranged jointly by UNIDO and
the Shannon Free Airport Development Co. ( Simllar executive development
programs are being established in Canada , with the support of the Quebec
Ministry of Commerce and Industry),
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THE ROLE OF THE KINGSTON EXPORT TRADE ZONE,

A Free Zone - What is 1t?

Since the Second Worid War, there has developed around the world a
growling proliferation of "free zones'. The phenomenon has developed
to such an extent, and the number of areas so designated have become
so numerous, that a sense of confusion exists in many peopies minds as
to what a ''Free Zone' actuaily means.

The United Nations Conference on Trade and Development has defined a
free zone as follows:-

(1) "A free zone is an enciave within a natlonal customs territory,
usuaily situated near an international port and/or airport,
into which foreiyn products may be brought without being
subject to formai customs requirements. These imported
products can usually be stored, mixed, blended, packed etc.,
In zonei operations; and in a growing number of cases there
Is also assembiy and manufacture without interference from
the customs authorities. The payment of customs duties is not
required uniess and until these goods or the final product in
which they are incorporated enter the national customs
territory."

Unfortunateiy this definition can be appiled equally to other designated
Industriai and/or trading areas which are not caiied free zones. For
example, Free Ports have been developed in many parts of the worid as
encouragement either for the development of entrepot trade (as in Aden
or Singapore) or as encouragement to the marketing and sales of goods
usually subject to high rates of import duty (as In Montego Bay.)

On the foliowlng pages(Tabies 2.1 and 2.2.) are ilisted some of the major
""free areas'' currentiy operating iIn deveioping countries arcund the vorld.
These are only a few of the more than {00 simiiar facllities estabiished
in ali parts of the giobe. (Listing supplied by UNCTAD/GENEVA)

Two important criteria can be used to ciassify the free zones according

to their functions., The application of such criteria to any one zone varles
of course, according to the deve lopment stage of the zone examined since
many are begun with one purpose in mind and during their development are
altered to fit other objectives.

(1) UNCTAD. Publication TD/B/GZ/125 18 June, 1973 page 3.
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The first criterlon concerns the Importance of manufacturing operatlons
relative to purely commercial operatlons., There exists a range of cascs,
from zones that are purely concentrated with warehousing a distribution

and re-exporting to zones where most of the normal industrial and commer-
cial actlvities are undertaken. In deveioped countries, the majority of

free Zones have cssentially a commercial role, the processina of goods

being limited to simple operations such as grading, re-packing and labelling.
On the other hand, in developing countries there is an increasing tendency

to establish full-scale industries in these zones. In such cases they are
usuaily called 'processing free zones' or "manufacturing free zones''.

The second criterion |s whether the products of the zone are intended for

the Internal market of the country or whether they are for export. Many

of the free zones in the developed countries are primarily "import-oriented''.
They serve a uscful purpose by speeding up the handling, processing and
eventual customs clearance of merchandite for import. A certaln number

of frec processing zones in developing countries are also mainly oriented
towards the local market, but there has in recent years been a widespread
development of the free zone concept in developing countries to promote

the manufacturing for export in such zones of imported semi-manufacture

of raw materials. These are usuvally referred to as export processing zones.

The followlng is a 1lst of "operating frec zones' provided by
UNIDO/Vienna:

Domlinlcan Republic La Romana EPZ

Indla Bombay export processing zones
Ireland Shannon EP2

Korea Masan and Iri EP2

Malaysia Penang, Kuala Lumpur EPZ

Maurltius bonded factory system
Phlllpplnes Bataan EPZ
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Table 2.1. FREE AREAS IN DEVELOPING COUNTRIES
AND TERRITORIES.

A. Free arcas in operation.

Country of territory Place Type of facllity provided
Argentina Territory of Tuerra Free Perimeter

del Fuego
Bahama island Freeport, Grand Free Zone

Bahama Island

Lahrain Mina Sulman Free lone
Bermuda Freeport, Ilreland free lone
island
Brazl) Manaus Free Port
Chile |, Province of Tarapaca
2. Provinces of Chiloe, Free Perimeters

Aysen & Magellianes

Colombia 1. Barranquilla Free Zone
2. Ports of San Andres
¢ Providencia Islands
3. Amazon Region International free
perimeters (joint
agreement Colombia-Peru)

Dahomey {otonou Free Zone
Dominican Republic La Romana ProcessIng Free Zone
Egypt 1. Alexandria
2. Port Sald Free Zone
3. Suez
Mong Kong Hong Kong Free Port
India Kandla Export=process|ng
free zone
Lebanon 1. Belrut Processing free zone
2, Belrut Inter.Alrport Free Zone
3. Tripoli Free Zone



Table 2.1 Cont.

A. Free areas In operation (continued)

Liberia
Libyan Arab Republic

Malaysla

Mauritius

Mexico

Morocco

Ketherlands Antilles

Panama

Peru

Monrovia
Tripoli

Bayan Lepas Alrport
(Penang)

Plaine Lausun
(Port Louls)

1. Coatzacoalcos
2, Salina Cruz

3. Baja California, Sonara

& Quintana Roo
. Strip along the

U.S.Border
Tangier

1. Aruba
2. Curacao

Colon

Amazon Region

Free Zone
Free Zone

Export-processing
Free Zone

Export-processing
fFree Zone

Free Zone
Free Zone

Free Perimeters.

Free Zone

Free Zones

Free Zone

International Free Perimeter
(Joint agreement
Colombia Peru )
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New Free Arcas In Development.

Country

Colombia

Cyprus
Haltl

Indla

indonesla

Mauritius

Malaysia

Panama

Sri Lanka

Thatland

Trinldad ¢ Tobago

Philippines

Republic of Korea

Place
1. Paimaseca Airport
2. Port of Buenaventura
Famagusta
Port-au-Prince Airport

Santa Cruz Airport

Various locations

La Cure et les Saiines
Curepipe
near Plaisance Alrport

b Ny —

-

1. Sungel Way
2. Ula Kiang

Tocumen International
Alrport

Trincomalee

Port of Patthya

Piarco International

Alrport

Mariveles(Bataan)

). Masan
2. Various locatlions

Type of facliity provided

Processing Free Zone

Export-processing Free Zone
Export-processing Free Zone

Export-processing Free Zone
(for eiectronics)

Free processing for
export and domestic market

Export-processing free zones

Export processing zone
(for electronics)
Export processing zone

Export-process ing
Free Zone

Export-processing
Free Zone

Trade and processing
Free Zone (for the
domestic market and
exports)

Export-processing
Free Zone

Export-processing
Free lone

Export-processing Free Zone
Bonded warehouse areas.



Table 2.2, (Cont.)

B. New Free Arecas In Development (contlinued)

Singapore Slingapore Free trade zone c.
Syrlan Arab 1. Damascus
Republic 2. Tartous port Free Zones
3. Latakia port
. Aleppo
i Togo Lome Free 2one
Uruguay 1. Colonla
2, Nueva Palmira Free 2ones
Venezuela Estado Nueva Esparta
Margarita Island Free Zone
Yemen Aden Free Port
Yugoslavia 1. Belgrade
2. Koger
3. Novi Sad Free 2ones
4., Rijeka
5. Split
SOURCE : ~ UNCTAD Paper TD/B/C. 2/125
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At a recent UNIDO Working Group on Industrial Free Zones heid in
Barranquiiia, Coiombia in October, 1974, attention was given to the
determination of appropriate definitions for the various terms in use
such as free zone, export estates, export processing zones, etc. No
concensus was achieved, except that the word export seemed to be common
to aii. In our understanding and for the benelit of the reader, we would

define the following 3 significant types of zones as distinct from each
other,

Commerclal Frce Zone. A zone estabiished primarily to permit trans-

shipment, de-stﬁ???ﬁg and re-packaging of containers, buik breaking,
storage and warehousing operations outside of any customs or import
barriers.

Export Processing Zone. A zone estabiished primarliy to permit the
manufacture of products for export based on Imported raw materiais and
semi-manufacturers outside of any customs or import barriers.

Free Ports. A Zone designated as a commercial area in which goods can
be imported, warehoused, sold and re-exported without the application
of any customs or import duties.

Major Exampies of Free Zones,

2.2.1.

Having identified the above basic definltions it is appropriate to
examine some other zones in the worid especiaiiy those in the Caribbean
region to provide an understanding of the services they offer, and the
competition which they impose on the Kingston Export Trade Zone.

The Shannon Free Airport, lreiand,

The Shannon Free Airport Deveiopment Co. was the first organization to
estabiish, in iS58, a free processing zone aimost entireiy for exports.
From a very smail start, it has grown to the present industrial compiex
of some 50 firms empioying 8,000 persons and representing an estimated
total investment of $66 miiiion. 60 per cent of the firms are foreign
Investors and 40 percent domestic. Totai exports from Shannon amounted
in 1974 to $103 miiiion and represented 13% percent of lreiand's totai
exports of manufactured goods. 982 of aii goods manufactured in the
zone are intended for export markets,

In the deveiopment of the export processing zone at Shannon, the irish
Government provided new iegisiation not oniy to provide for customs free
operatiorn of the zone, but to offer to manufacturers freedom from tax
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on export profits for a period of 25 years from 1958, This h 5 now been
extended to the year 1990 with a termination of such tax rellef proposed
for April, 1990, |t must also be noted that such legislation applles now
not only to manufacturing activitics, but also to Commercial and trading
activities. The following is quoted from the Company's promotional
brochure entitied Ireland Mid-West.

‘' At Shannon Airport, special legislatlon provides that profits
arising from export business are completely exempt from income
Tax and Corporations Profits Tax until 1920, Apart from the
manufacture or handling of physical products, cummercial and
trading companies undertaking work at Shannon for overseas
markets may also qualify for this tax concession., For example,
the Free Trade Zone may be used as a location for international
headquarter-type operations.

It also applies to the profits of a company undertaking design
and planning services in lreland in connection with specified
engineering work executed abroad. "

In a paper given by the Chairman of the Shannon Free Airport Develobment
Co.Ltd. to a UNIDO Working Group in Panama City in September,1974, the
followlng figures were identified as economic benefits of the Zone in 1973.

1973 ECONOMIC BENEFITS - SHAMNON
$ Million

Total Exports 103
Total imports 51
Net value added at
Shannon 52
Made up of

Salaries/Wages 22

Services & Local Purchases 13

Prof its/Stock appreciation 17

*000e

UNIDO Ref. 1D/WG. 185/1 June 2h, 1974
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Colon Free Trade Zone, Panama

The Colon Frec Zone, which began operaticns, in 1953, is situated

at the Caribbean entrance to the Panama Canal. It has an exceptional
strategic positicn at the junction of major shipping and air routes.

In addition, it has access to short-range coastal shipping serving the
Caribbean, Central America and the northern countries of South America.
The zone is served by deep water facilities about one-haif mile away

In the port of Cristobal. The Colon Free Zone also is served by Tocumen
International Airport at about 50 niiles from Colon, with which it is
linked by highway. Tocumen Airport is authorized to serve as a duty free
depot for air cargo to and from the Colen Free Zone. (Tocumen is also
developing an entircly new export oriented industrial free zone). The
zone |Is located currently on 50 hectares of land and contains installations
for the warchousing and processing of almost every kind of gcods. Firms
may enter into contracts for the lease of "typical' buildings for periods
of 1 to 20 years, or may have buildings constructed to meet their own
specifications, after entering into a contract with the administration
authority. They may also construct their own warehouses or plants on
land leased from the free trade zone.

Goods of any origln, Including machinery and raw materials, may enter

the zone without payment of customs duties or taxes of any kind. Generally,
merchandise leaving the zone may be consumed In the Canal Zone, trans-
shipped, or exported to a foreign country frce of duties or taxes. The

only exceptions are products of Panama subject to export duties, or pro-
ducts manufactured within the free zone which contain Panamanian raw
materials usually subject to export duties. Goods passing into the customs
territory of Panama from the Free Zone are subject to the same customs
regulations duties and fees, as products coming from a foreign country.

With the exception of income and social security taxes,commercial operations
carried on in the Free Zone are exempt from national, municipal or local
community taxes, fees or dues. Firms in the zone engaged in re-exporting
goods to another country are exempt from 90 percent of the regular Panamanian
Income tax with respect to income derived from sales of merchandise re-
exported from the Free Zone to countries other than Panama. Manufacturing
operations establlshed within the Colon Free Zone, may also qualify for
income tax exemption and other fiscal incentives under Panamanian investment
law.

Because of its geographic position at the junction of major shipping and

alr routes, the Colon Free Zone functions primarily as a transfer, ware-
housIng, packing and regional sales center for Centrai America and the
Carlbbean. Because of the many ships passing Colon, it is easy to ship
goods in bulk by sea from most piaces in the world. At the free zone,

these goods arc stored, orders are taken from the various markets and are
made up into smaller shipments, which are then sent on short notice,
essentially by regular air freight services from Panama, and also by coastal
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shipping services. Companies using these facilities include many
multinational concerns such as Coca=-Cola, Pfizer, Goodyear, Kodak, Parker
Pen, Ronson, Slnger, Giilette, Crown (Japan) and Ericsson (Sweden).

The main advantages of operating at Cclon to such companies are:-

- the total Inventory nceded to serve the various different
natlonal markets is far less than 1f each had its own local
store. The freight costs are less than if firms used the
alternative approach of air freighting from a central ware-
house In their home country. The total cost wusing Colon
is less than eithcer of these alternative methods, while still
providing fast delivery to all their Central American customers.

- labour rates for packlng, labelling and manufacturing are
lower in Colon than in their home base factories In U.S.A.,
Europe or Japan

- profits on the operatlon attract very low rates of tax.

Manufacturing actlvitles as such, are limited at Colon. Of the 187

firms established, there are only a few companies whlch are cperating

as manufacturers Including a textile factory. a printing and binding plant
and a pharmaceutical factory. tt can thercfore be said that the Colon

Free Zone 1Is esentially of a commercial nature. The totai value of Imports
and Exports handled by the Zone in 1971 was of the order of B/473 milllon,
out of which exports accounted for B/256 millions and imports for B/217
mlilion. The Colon Frce Zone employs some 5,000 persons offering dlrect
employment mostly to unskilled and semi-skilled labour.

La Romana tndustrial Free Zone, Dominican Republic.

This Zone 1s located in La Romana, a small clty on the Southern coast of
the Rrpubiic with both port and alrport facilities, although directly
contiyuous to neither. The port, located a few kilometres from the zone,
has a 700 foot wharf crpable of serving ships of up to 15,000 tons dead-
welght and a draft of about 32 feet. The airport has a 6000 feet, asphalt
paved runway suitable for plston-engine commerclal aircrafts and small
Jets,

Firms located in the La Romana Zone can Import free of duty and excise
taxes, from all sources, the great majorlty of materlals that may be
necessary for the installation of their facllitles and the productlon of
goods.
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Companies chartered outside the Dominican Republlc recelve complete
exemptlon on all taxes, lIncluding corporate,profit dividend, production,
sales, patent and municipal. Customs service is available at the zone.
Material consigned to the zone is inspected at the plant, meaning that

a shipment arriving in another port of entry in the Dominican Republic
may go In bond to the zone without being opened for inspection until 1t
reaches its destination. All goods and products exported or re-shipped
to foreign countries are free of duties or excise taxes. Goods shipped
Into the Dominican Republlc, which are not manufactured elsewhere in the
country, recelve special customs treatment, paying only 90 percent of the
normal duty. The Romana Industrial Free Zone is mainly oriented towards
exports,

The Industries In the zone which produce electrical applicances, sports
footwear, and which melt metals or process diamonds only do intermedlate
operations in the total production process exporting semi-manufactured goods.
But the remalning industries (textiles, tobacco and brushes) finish their
products In the Free Zone. Companles settling wlithin the Zone are granted
a 10 year tax free status. Currently, close to 2,500 people are employed
in the Zone. 1t is interesting to note that the Romana Free Zone was
established 1n 1969 by a 30 year contract between the Dominican Govern-
ment and Gulf & Western American Corp., empoweringthe latter to manage

and operate the Zone. Operadora Zona Franca, a subsidiary of Gulf and
Western, operates and administers the Zone. Gulf and Western owns and
operates the Central Romana Sugar Mill, one of the largest in the world,
and of course the predominant factor in the city's economy. Table 2.4
lists the firms now installed in La Romana Industrial Free Zone.
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Table 2.4,

70

70

n

n
n
72

72
72
13

73

3
1974
1974
1974

1974
1974
1974

1974

INDUSTRIES INSTALLED IN LA ROMANA INDUSTRIAL FREE ZOME.
Compan Products Inst. Date.
Delta Brush Mfg.Co. Brushes for Cosmetics March 1 -
and Artists.

Textiles International Men Siacks Nov 1§ -

Consolldated Domingo Clgars Aug 6 -

Corporation

Tenna Dominfcana Radio Antennas Sept 6 -

Products Electro- Cables & Modules Nov L .

nicos del Caribe for Computers

Fundiclion International Metal boxes for July I -
water contalners

Berkerley International

Hair Goods, fInc. Mens wigs Dec | -

Makress, Inc. Womens underwear July 1 -

Coral Quisqueyana Minl Transformers Feb 16 -
for T.V. Cables

Romana Industries Men & Childrens Apr 27 -
Pyjamas

Warmana Ltd. Womens Underwear August -

Romana Athletics Ind, Athletic Footwear

National Components Electric components

Integrated Electronics Electric components

international

Elizabeth Needie Craft  Womens underwear

Gog! Textiles iInc. Womens underwear

Century Twenty First, Womens underwear

Inc,

$.M.B.Corporations Diamond Cutting

Glasgow Industries Electric Cables In process
for vehicles

Fabritek La Romana Gauze, Disposable In process

Inc.

Surgical Garments
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Free industrial and Trade Zone, Barranquilia, Colombia.

This free zone is located in the port of Barranquilla, on the Magdalena
River, Colombia's principai inland waterway, at a point approximateiy

13 miies from the Caribbecan. Barranquilia is one of the country's

three ieading ports, receiving both ocean traffic from abroad and river
traffic from the interior, as weli as a major industriai and distribution
centre. It has a populaticn close to that of Kingston.

Althouah the Magdaiena river connects the port with the economic heart-

land of the country, Barranquilia also is iinked by overland transportation
via trunk highways to most important iniand cities such as Bogota, Medellin,
and Cali, and beyond to link with the road systems of Ecuador and Venezuela.
Airlines aiso serve the city.

The free zone has a total area of about 100 hectares, of which more than
one-haif has been designated for the use of major industry. The remainder
is reserved for warehousing and smali industry. The initial area of opera-
tions is considerabie smailer. Buildings for offices, warehouses or fac-
tories may be rented from the administering authority, or may be constructed
by private persons or legai entities, on lnd ieased from the administering
authority.

Actual operations at Barranquiila began in 1964, With the exception of
prohibited goods, all kinds of merchandise procucts, raw materials, etc.,
whether of foreign or Coiombian origin, may be brought into the zone,
stored there or processed without payment of customs duties, export duties
or other tuxes. Goods of foreign origin, if subsequently re-exported,
remain free of ali such duties, while goods of Coiombizn origin become
subject to payment of export duties (if appiicable), upon exportation.
Goods of foreign origin may be withdrawn from the zone for consumption

or use In Coiombia upon procurement of an import licence and payment of
customs duties and other applicabie taxes. In the case of goods manufactured
In the zone for use in Colombia, duties and taxes are paid oniy upon the
imported components used. In general, any type of processing may be under-
taken on goods entered into the zone. Firms operating within the zone are
subject to Colombian Income taxes and iaws reguiating industrial activity.

Export Processing Zones in Asia.

Any listing of major export processing zones would be Incomplete without
reference to several major export processing zones in Asia which have had
great Impact on the rapid deveiopment of industrial economies in several
nations. The foliowing listing identifies only the most significant, and
el minates all reference to industrial estates In free ports or free trade
centres (such as the Jurong Industriai Estate in Singapore.)



Table 2.5. Major Aslan Export Processing Zones.
Country Employment No.of Investment  Foreign
Filrms  $ Miilion Owned 7,
Korea: Masan Export n/a 36 15 75
Processing Zone
Malaysia: Bayan Lepas Alrport 3,000 14 n/a 70
Taiwan: Kaohsiung Export n/a n/a n/a n/a

Processing Zone

Phillipines: Bataan Export 8,400 i8 15 n/a
Processing Zone

It is In Asla that the development of export processing zones has proceeded
with the greatest effectiveness In the past 10 years. This has been due
largely to the availability of low cost labour In what came to be the major
producing region for electrical and electronic products, toys and other
labour Intensive products. As is seen from a review of Table 2.5 the
percentage of foreign investment in each of the major zones is very large,
and it Is thls. foreign lnvestment, mainly from trans national corporations,
that has brought with it at the time of lnvestment access to world markets
for the products manufactured.

Probably the most signiflcant development in the Asian export processing
zones has been growth of the electronics industry and In particular, the
manufacture of semi-conductors. It is estimated that in the years from
1971 to 1974 90,000 new jobs were created in Asia alone in the industry.
There were in 1974, 45 firms producing semi-conductors in Asla of which
32 were American and 19 were Japanese. If it is true that the electronic
industry has provided the greatest stimulus for Asian export processling
zones, it is also subject to volatile market fluctuations,

Recent economic conditlons have caused a severe readjustment of the
immediate outlook for the semiconductor industry. Current projections
for 1975 sales of the Industry are that sales will be 2% only above

1974 sales, rather than the 50% sales lncreases experienced in 1974

and 1973. In November 1974, Motorolo Semiconductor laid off 10% of It's
world wide production force. Thils will mean that the Interest in new
assembly locations, using low cost labour will likely be dimmed by the
limited sales forecasted, although in the long run the world-wide demand
will be very large. In the November 16, 1974 issue of Business Week, a
forecas t of world wide demand made by the Industry, was reported as
follows: -




World Demand (Billions of dollars)

Table 2,6
Actual Sales Forecast Sales
1973 1974 1975 1976
Transistors/diodes 2.3 2.5 2.5 2.8
integrated circuits 1.8 2.3 2.3 2.7
TOTAL: i1 4.8 4.8 5.5

To clarify more directly the role of some of these zones, it s appropriate
to review the official descriptions used in the legisiation or official
statements that make reference to the zones.

in Kaohsuing, Talwan the Laws and Regulations concerning Export Processing
Zones defines export processing zones as "specific plots of land "
demarcated for the promotion of investment, expansion of export sales and
the increase of the export of products and labour, within which certain
""export enterprises' are given special privileges. Export enterprises are
defined in the legisiation as:~

""enterprises enfranchised to engage in the manufacture, processing
or assembling of export products within the export processing
zones and the enterprises engaging In such activities as storage,
transport, loading, unloading, packing, and repair essential to the
course of production or sales operations of the enterprises engaged
in the manufacture, processing, or assembling of export products
within the zones."

It 1s significant to note that the above definition is iimited by speclal
condlitions as follows:-

" 1. That the enterprises are estabiished with new investments;

2. That the establishment and operation of such enterprises
wlll not adverseiy affect the operation of existing domestic
Industries aiso engaged in export;

3. That the raw materials, semi~finished products, or finished
products of such enterprises can be easily inspected or
regulated; and

&, That the operation of such enterprises during the course of
manufacture or production will not endanger public safety or
public health inside the export processing zones.



The export processing zones in Taiwan are designed exciusively to
maximize the economic potential to the nation apparent from exports,
For this reason, the products manufactured in the zone are prohibited
from being imported or sold on the Taiwan market unless they are of
special nced to that market, and for some specific reason cannot be
manufactured within the customs territory of the country itseif,

The Batean Export Processing Zone has articulated, within the Presidential
Decree (No. 66) which defined the new Export Processing Zone Authority,
the following set of objectives;

= to stimulate and promote foreign commerce

= to strengthen the foreign exchange position of the economy
= to acceicrate industrialization

= to overcome domestic unemployment

= to accelerate the development of the economy

Within these broad objectives, the Bataan Export Processing Zone was
developed as zone for industriai processing of goods for the export
market. However, as in Taiwan, in special cases saies of Zone products
are permitted on the Philippine market. The foliowing is quoted from

a report to the UNIDO Regional Expert Working Group Meeting on Industrial
Free Zones held in Barranquilla, Colombia in October, 1974, made by
T.Q.Pena, Chairman-Administrator of the Export Processing Zone Authority
of the Philippines.

)

It is not desirable to allow an unlimited privilege to bring goods
produced in the Zone into the customs territcry upon more payment of
taxes and duties thereon because

= new avenues for smuggling would be opened
= domestic industries producing similar goods would be

adversely affected. |
- complex administrative problems would result from the random

distribution of the product of a factory into both domestic

and foreign markets.

Howevei', consistent with the objectives of the Act, Zone export

enterprises shall export their entire output or production. The

Authority may allow a portion of the production or output of a

Zone export enterprise to enter the customs territory, subject

to payment of the corresponding taxes and duties, where there

is a shortage of the product in the domestic market, and where

such entry will not adversely affect any domestic industry in

the customs territory, subject to existing rules and regulations, |
This is consistent with the intent and objectives of the law.

As a matter of administrative expediency, the EPZA Board has
also allowed sales in the domestic market of seconds, rejects
and products of trainees."
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It should be noted that customs duties and taxesare imposed on

products from the
original imported

products from the

Zone entering the Philippine market, but only on the
matcrials or components and only on the export of the

zone into the domestic market.

Table 2.7. shows the projected variety of industries, and the employment

they will generate by June 30, 1978.
to be 84 firms in industrial production within the zone.

At that time, there are expected

It is estimated

that when ali these plants arc fully operational, they will generate
annual exports of $250 million, fully 107 of the total exports of the
Philippines.

Table 2.7

Phase

Projected Employment In the Bataan Export Processing

Zone by June 30th, 197C.

Industry Category

Average Mo. of

Wearing Apparcl
Handicraft

Electronics and
€lectrical Products

Chemical Products
Light Metal Products
Plastic Products
Leather Products
Optical Products
Food Products

Sub-Total

Automotlve

Metal Works

Woodcraft

Sub-Total

Textlle MItis
(Integrated)
Machlnery

Shipyard

Sub-Total

TOTAL FACTORY WORKERS

UNIDO Document ID/WG 185/8 Oct.

Employees per
Company.

450
365

390
280
350
300
425
ks
430

700
500
284

1,000
1,000
1,500

1974

Employment.

13,120
3,650

2,890
1,680
2,450
900
2,047
1,245
1,290
29,272

2,100
1,500

=38

3,000
3,000
1,500
2,500

40.240.
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Other Free Zone Facilities

The above paragraphs have described major facilities which can have a
direct impact on thc development of the Kingston Zonz. Therc are howcver
several other dcvelopmnents which are of special significance since they
draw foreign investment sceking to manufacture for the major American
market. Mention has already been made of the "Free perimeters'’ in
Mexico, which permit the locution ¢f fcreign owned manufacturers in zones
15 kilometeres or less from the borders, and which absorb Mexican labour
producing solely for the export market. It is cenerally regarded by
most observers that the enterprises which have been attracted by this
opportunity have been '"foot loose'' industries, with a mininal econoric
impact on the local economy and quick to move if other low labour rate
areas appear.

Poverful competition for investment from American manufacturers will
exist for the Kingston Zone in the proximity of Puerto Rico. The oppor-
tunity that Puerto Rico has of exporting manufactured or assembled products
into the U.S.A. free of any customs duty, when coupled with the extensive
tax benefits offered to new industries, gives the island a significant
edge in secking American investrent capital. Puerto Rico's disadvantages
1ie in high construction costs and quickly rising labour rates. It also
does not qualify as an ACP country under the Lore Conveiition with the
European Econonic Community. For this reason, the products of Fuerto
Rican industries will not receive the fobourable treatment afforded ACP
country production in Europe.

Reference should also be made to recently established or developing free
zones which are in the planning ctage all around the Cariblean and Central
America. A listing, not necessarily complete, would include;

Port-au-Prince Haiti ( airport )
Santo Tomas Guatemala ( port )
San Salvador El1 Salvador

Managua Nicaragua ( airport )
Piarco Trinidad ( atrport )

It Is against this background of growing competition for internatlcnal
Investment, that a role for the Kingston Export Trade Zone must be
chosen carefully,




The Developrient of the Zone at the Port of Kingston.

The industrial zone identificd for the Free Zone at Kingston can have
several cconomic purposcs, dependent on its relationship with agencies,
organizations or sectors of the Nation's cconomy. Becuuse of the differing
opinions held by representatives of each of these agencics or sectors, the
actual definition of the purpose or function of the Zone has been difficult
to identify,

Relationships of the Zone to the Port of Kingston.

The development of the Zore has occured at the instigation and with the
strong support of the Kingston Port Authority. 1t grew out of the deter-
mination of the Government to create a transhipment port in Kingston,

This plan was based on the belief that Jamaica possesses a unique natural
advantage by reason of its location to identify itself as a major tranship-
ment port in the Caribbean.

The Kingston Free Zone since its conception has been a vital element In

the development program of the port. The lands on which it is located

are reclaimed aicas necessary, primarily as the basic infrastructure

of the wharf expansion undertaken for the establishment of o transhipment
port. In fact, the development of the Free Zonc is clearly seen by the Port
Authority as an integral clcnent in the development strategy of the port-
especially the transhipment facilities.

In the Ministry paper, supporting and documenting the case for the
investment in land and construction of the new container facilities,

as Is seen In Table 2.8 the tonnage of shipments handled by the Port of
Kingston has increased over the past 10 years at an estimated average
amount of 91% per annum. 1f sueh rates of growth were to continue,
tonnage in 1982 would exceed 2,500,000 tons. This projected growth when
matched to the volume of freight currently passing through the Caribbean
but destined for other ports in the arca, suggested that major impact
would be had by the creation of a transhipment port especially fitted for
containerized traffic. In this reqgard the initial feasibility study
supporting the development of the transhipment port identified as an
indication of potential traffic that would be subject to attractionto a
major transhipment facility, the figures identified in Table 2.9 as
tonnages passing through the Panama Canal in 1972 and origined or destined
for Caribbean Ports. The study estimated that the total Caribbean tonnage
subject to transhipment to be .annually, excluding oil, approximately
40,000,000 tons, and targets a potential 1,200,000 tons as transhipment
cargo for the Kingston Port,



- 34 -

Table 2.8 Tonnages Passing Through the Port
of Kingston

Year Tornages Percentage
Increases
1962 6ib, i1k
1963 659,615 + 7.4
1964 864,330 + 31.03
1965 887,000 + 2,62
1966 932,827 + 5.17
1967 876,928 + 6.13
1968 983,93] + 6.26
1969 1,044,416 + 11,82
1970 1,178,535 + 12,84
1971 1,212,691 + 2.90
1972 1,271,951 + 4.89
Table 2.9. Tonnages Passing throuch Panama Canal

In 1972. Originating in, or Destined
for Caribbean Ports.

Jamalca 726,000
Venezuela 8,166,000
Cuba 2,)32,000
Colombia (E.Coast) 1,512,000
Aruba/Curacao 2,185,000
Trinidad 742,000
Puerto Rico 622,000
Halti-Dominican Rep. k22,000
Other 1,230,000

17,031,00C

SOURCE: Ministry of Public Utilities, Communications & Transport.
Paper 22. - April, 1973.



To provide for this projected growth in tonnage, as well as to construct
within the port container handling facilities a major expansion of the N
port has been undertaken. This consists of the reclamation of an area

of land called Gordon Cay, the drepening of the necessary channels and

berths to accomodatc container ships, the ercction of two container cranes,
Figure 2.1 on the following page shows the layout of the port of Kingston
including the identification of Phase 1A and 1B of the transhipment port.

The transhipment port is being constructcd in 2 phases. The first phase

which involved the development of 4 decpwater berths of 600 ft. lengths

each, the construction of 2 container crancs on an cxtension of the current
wharfage, and the deepening of the channel in the wharf area to hi0 ft. is

now virtually complete. The second phase, will concern the development of
similar facilitics on the other side of Cordon Cay, the land for which has

been recovered from the dredging of the Channel and other reclaimingactivities.
Having completed Phase | of this development, Kingston now offers a modern,
fully capable container port. With this capability it is Intended that
Kingston should become a major transhipment port.

It Is Important to rccognize that the Fort Authority has envisaged the
creation of a container terminal as the mcst central and necessary

feature for the promotion of a transhipment port. In 1972, 20% of
domestic cargo passing thrcuch the port was already containerized, and

it was estimated by member of the shipping lines with whom the consultants
met that 307 was containcrized in 1974, By 1976, such specialists estimate
that 60 to 65% will be containerlzed.

Although containers arc currently handled by shipboard equipment, the
erection of two diesel powered cranes in Phase 1A, each with a capaclty
of 40 long tons is proceeding quickly. With both cranes operating the
port will have an average capacity of 60 containcrs per hour. At the
current moment 060% of all export shipments from the Port of Kingston
are containerized, with virtually 100% of cargo destined for North
America moving in containers, and about 50% to Europc.
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To accomodate this growing volume of containerized cargo, and also to
enhance the attractiveness of the Port of Kingston as a transhipment

port, additional space for breal-bulk shipments and container storage

was required. Also for reasons of geographical location, it was necessary
to split the container fecilities into two areas, one on each side of the
ship's channel. (See Figure 2.1). These two nceds led to the conclusion
that the land between to two-berth arcas, could Le usefully devoted to;

Container stuffing and de-stuffing
Bulk Storage and warelousing
Custom  free manufacturing.

in the project for the Transhiprmunt ard container terminal, the entire
relationship between all 3 of these purposes and the container facility
itself have bccorme intimately linked. Indced the financial planning

for the expansion of the port assumes the rcvenue derived in industrial
and warehouse leases. The project of the Free Zore was conceived by the
Port Authority, as best suited to the fulfilment of all of the above 3
purposes, and has therefore linked its development into the growth of
the port itself. The Zone was not conceived as an industrial estate
dedicated to export processing, but rather an ancillary function offered
by the Port Authority to enhance the development of Kingston as a contain-
erlzed transhiprent port.

Relationship of the Zone in the Industrial Devclopment Objectives
of Jamaica.

The concept of an export processing zone located contiguous to the Port
of Kingston has found wide support amcngst other agencics and governrment
ministeries concerned with the industrial development of the Jaraican
econonty. There has been substantial disagreement, however, with the
development of the facility as a commercial frce zone providing for the
warehousing and distribution of imported goods ( as is predominantly the
case in the Colon Free Zone.) Indced, in somc quarters the view is held
that the development of a Commercial free zone is inimical to the indus-
trial development of the nation.

The primary objectives expressalby the Jamaican National Plan for 1975 to
1980 for the development of the industrial sector can be defined as
follows;

a) to achleve a significant increase in industrial employment

b) to Increase the contribution to the national income generated
by the sector

€) to encourage the sector to contribute substantlally to the
nation's import capacity by
1) expansion of industrial exports
2) replacement of imports
3) reduction of import content in goods produced.
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(Further reference is made to the specific strategies proposed in the
Plan in Chapter 3.) The implications of these objectives strongly
support the dcveloprent of an export processing zone, emphasizirg labour
Intensive manufacturing, with maximum Jamaican content employed in the
production processes.

Two other factors impinge on the development of the Zone as an export
processing facility, The first is the determination of the Jamaican
government to prevent the centralization of industry in the Kingston
arca, and to promote its location in other parts of the island thus
offering employment prospects in areas other than the capital city.
Obviously the provision of generous inducements for investment in the
Zorie would encourage industries to develop there, rather than in other
parts of the nation. (Evidence of one such casc arose while the consul-
tants were in Jamaica).

The second factor lies in the relationship of Jomaica within the Caribbean
Common Market. In an effort to eliminatc competition among the various
members of the common market for new investment, an agreement on the
Harmonization of Fiscal lncentives has been reached. This provides for
standard incentives to be applied by all countries at the same dcgree

of development. For cxample, the foullowing table (table 2.10) identifies
the maximum number of years relief from income tax and customs duties
which can be offered.

Table 2.10 Maximum Relief from !ncome Tax.
Classification of an MaxImum Number of Years Relief
Approved Enterprise from Income Tax and Customs Duties
In respect of an approved Enterprise
located in:-
More Developed Less
Countries (other Developed
than Barbados) Barbados Countries
Group | Enterprise S 10 15
Group 1l Enterprise 7 8 12
Group Il Enterprise 5 6 10
Enclave Enterprise 10 10 15
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Definftioqiz

"Group | Enterprise' means an enterprise in respect of which the local
value added is 50 per centum or more of the amount rcalized from the
sales of an approved product;

"Group Il Enterprise' means an enterprise in respect of which the local
value added is 25 per centum or more but less than 50 per centum of the
amount realized from the sales of an approved product;

"Group Il Entcrprise' means an enterprise in respect of which local
value added is 10 per centum or more but lecs than 25 per centum of
the amount realiscd from the sales of an approved product;

"Enclave Enterprise' means an enterprise producing exclusively for
export to countries outside the Comron Market;

SOURCE: Agrecment of the Harmonization of Fiscal Incentives to Industry

Table 2.11. Income tax credits offered for export of
manufoctured anods.

Percentaae of Export Maximum Percentace of
Profits tncone Tax keliet
10% or more but less than 2]% 25%
21% or more but less than 41% 35%
1% or more but less than 61% b5y
61% or more 50%

Definition Export formula:-

Percentage factor =

where: E is the proceeds from export sales for the year;

P is the profits of the enterprise from all sales of
the product for the year;

and S is the proceeds of all sales for the year.
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In addition, the Agreement provides for the standardization of relief

from income tax liability for those established firms now being encouraged
to pursue export markets actively. These arc shown in Table 2.1

Exports have been carcfully dcfined as to exclude shipments to other
Caricom states, with the cxception of exports from less developed to nore
developed member states for the first 5 years of the agreement.

The concern exists that if the Zone is bound by the lLarmonization agree=

ment it will be at a substantial disadvantage to other industrial locations
outside Caricom especially in Haiti, the Dominican Republic and Puerto

Rico. The opportunity of seeking to have the zone identified as outside

the Caricom market completely and thus able to offer the most advantageous
incentives possible has beun discussed. The difficulty with this solution

is that manufacturers in the Zone would rot benefit on exports to the Caricom
markets from the Jamaican content both in labour and raw material which

they would employ.

Thus, in summary, if the Zone were to be identified as an export processing
zone only it would support the 3 major objectives of Jamaica's plan for
Industrial development, but would run counter to the government's efforts

to decentralize industry. Its focus on export proccssing raises the
difficulty that if it is to promote bachwerd linkaces into the Jamaican
economy by expanding Caribbean markets for its production, it must abide

by the Caricom Harmonization Agrecnent on Fiscal incentives, a factor which
may place it at a disadvantage when compared to non-Caricom export processing
zones.

Relationship of the Zone to Other Agercies and Orcanizations.

Only a brief mention will be made in this introductory chapter to the
many agencies and organizations in the Jamaican economic scene which have
direct Interests in the developnent of the Zone.

Jamaica Industrial Development Corporation.

This corporation is charged with the promotion of industrial development

on the island. As such it operates industrial estates in several locations,
and Is the major program delivery arm for the effort to decentralize
industry. It is obvious that close and continuing relationships between
the Zone and J.1.D.C. are essential. There is already evidence of Jamaican
firms identifying interest in moving from Jamaica into the Zone, and on the
part of one firm, building a new facility within the Zone rather than
expanding his existing plant.

Jamaica National Export Corporation.

This organization is charged with the promotion and encouragement of the
export of non-traditional products of the Jamaican economy. As such it

is vitally concerned with the establishment of an export processing
facility, both as a tool to promote Jamaican exports, and as a demonstration
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of skills inherent in the minufacture of products for export. The tax and
Incentive treatment of industry located in the Zone is of major significance
to J.N.E.C. since it wishes to encourage the development of an active and
successful export processing zone, while not placing the existing Jamaican
manufacturers now exporting at a major disadvantage,

The Collector=Ceneral _of Custons,end the Director-General). of Exchange
Control also have siunificent concerns in the method of operation of the
Zone, as dcefined by its purpose and function. The Jamiican Manufacturers

Association is concerned with both the economic advantages given inoustry
locating in the Zone, as well as with the potential competition which may
result from such industries. in fact in onc of thc submissions made by

J.M.A. regarding the pianning of the Zone, the dilemma is phrased rather

succintly,

" The establishment and operation of the Frce Zone area in

Kingston will be in competition with similar Free Zone
areas in the Hemisphere, notably Panama, and to ensure

Its success, bearing in mind the vast investment involved,
it is necessary to make the terms and conditions as
attractive as possible to operators in the Zone.

Whilst we appreciate the need to attract and encourage
manufacturing entcrprises in the Free Zone, every
precaution must be taken to ensurc that existing
manufacturers within the Caricom area are not placed

at a disadvantage."

Another significant element in the situation in Jamalca is the existence of
a substantial "in-bond'" and 'duty free' market for the tourist in the
nation. Tourists can purchase a wide variety of consumer items, usually
subject to substantial import duties, at duty-free prices. This is done

at shops all over the island, and delivery is made of the merchandise to
the tourist on his exit from the country. Agrecement has just been reached
between the Janaican Government and the in-bond merchants involved, whereby
delivery of the goods will soon be made directiy to the tourist at the time
of purchase. The customs authorities will undertake to confirm that the
product sold duty-free, is In fact exported by undertaking examination of
the tourists effects on departure.

Obviously the existence of this in-bond system depends on the maintenance

of bonded warchouses in which the merchandisc can be kept without payment

of import duty. There will be a strong attraction for such in-bond
Importers to locate these warehoused goods with the Zone, partlcularly since
the Zone will be outside of Jamaican exchange control. (This will permit
these goods to be held at the expense of supplicr credits thus limiting

the demand on the in-bond merchants line of credit.)
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In summary, although the Zone has been dcfined by and is the responsibility
of the Port Authority, (reporting to the Minister of Public Utilities,
Communicat ions and Trensport) its development is affected by and affects
many other agencies both public ad private. Its role must result in the
best aralcam of benefits for all such organizations at the minimun cost.

If a priority in functions exists, it rust be the successful development

of the zone itself over the lonn term, since only if it is successful, will
the economic benefits of the zone flow into the Jamaican econony.

The Recommended Role of the Kincston Export Trade Zone.

The consultants consider that the financial success of the Zone must

remain the pre-eminent priority of the Port Authority, and the administering
authority it establishes to operate the Zone. This priority, if accepted
has implications on the finarcing of the Zonc, as wcll as on the promotioral
progran developed by the Authority to attract investment., These are
identified in later porticns of this report,

0f significance, however, in the implcrientation of this priority, Is the
acceptance of the role of the Zonc as a mixed corercial/export processing
zone. Ve are identifying this mixed role since we belicve that the
integration of the zone, within the container port now under construction,
as well as the existence of a significant in-bond rarketing network offer
the Zone the prospect »f immcdicte investrnent sufficient to acceclerate

the proposed pace of its ceveloprent.

Significant disadvantages go with the acceptance of a mixed commerzial

and export processing zonc. These lle mainly in area of rore complicated
administration within the Zone. In discussing this recormendation with
Mr.P.F.Ryan, of the Export Industries Section of the Industrial Folicies

and Programming Division of UNIDO, he enphasized strongly that the zone

not have such a dual role. In hic notes on our discussion of March 12,1975,
appears the following recormendation:-

" The''free Zone'' area should be reserved where possible for
manufacturing plant and associcted services only. Attenpts
to include warchousing operations will lead to confusion
especially with Customs and Excise, vehicle qucues at gates,
security, etc. '

In our opinion, with the establishrment of defined procedures, and with a
determined irtent to limit the proportion of the Zone devoted to in-bond
warehousing, and containers stuffing and de-stuffing, the financial and
employment benefits of the commercial free zone can be reaped. Although

the ideal solution would be to have the Zone occupied 1000 by marufacturers,
the proximity of the Zone to the Port, provides its primary advantage
over other Free Zones in the Caribbean. As the Kingston Container

Terminal develops and attracts morc Container service from different arcas
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1t ts prcbable that the Free Zone will attract more conmpanies interested
in break bulk and containcer de-stuffing activities. Although thesc
activitics are not as lebour intensive as wanufacturing, they use nore
labour than sinple varehousing operations and should be encouraged more
for this rcason. To the cextent that Containcer traffic, possibly using
smaller containers, cun be developed between Janaica and the other islands
in the Caribbcan, it will be possible to use the Free Zone as a faciiity
for transhigment from bulk containers to sraller containers for specialized
destinations. This would also involve consolidation of shipments for
areas that would not normally be served by the large container shippers.
Free Zone operators could put tegether consolidated container loads for
Antigua or the Turks and Caicos lslunds using cargo shipped into the zone
In a number of differcrt containers from different suppliers and possible
different parts of the world. Thus a nmajor emphasis of the Zone will bhe
warehousing, distributicn and repackaging.

Accepting thet the first priority of the Zone is to be financially sound,
Its most important function must be to generate cmployment opportunitics
for un-skilled and semi-skilled labour in the Kingston urban area. Thus
the Zone must seck to devote the najor portion of its facilitics and
resourcecs to the establishment of labour intensive processing and
manufacturing facilities. The location of in-bond warchousing and
container distribution services should be linited te the initial areas
of the zone, and should be carefully restrained so as to permit rapid
development of manufacturing industrice dedicated to the export market.
It is in such manufacturing facilities that major employrent opportunities
wlll be creatcd as well as significant foreign exchange earnings be
obtained.

Redma thus recommends that the role of the Zone be a mixed cormercial
export processing zone, with cmphasis and priority being identified for
thosc industries manufacturing for export. For this reason we are
recommending the adoption of the name of the Zone as the

KINGSTON EXPORT TR/ADE ZOHNE

rather than the Kingston Free Zone. |In this regard, the following note
reflects the opinion of Hr.Ryan of UNIDO.

" UNIDO recommends the use of the nomenclature "Export
Processing Zone'' and not 'Frec Trade Zone''.

The key to this operation is export of manufactures and
not Iimport/export, warchousing,storage, transit trade,
which does not gencrate much employment or foreign
exchange."'
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The secondary function of the Export Trade Zone must be to encourage

and develop linkanes between Zone manufacturers and the Jamaican economy.
One of the most significant of theoe will be the use of the Kingston Port
and ancillary shipping, trading, financial and adiwinistrative services
which exist in Kingston or will be created either in the Zone or in the
surrounding arca ( a normal multiplier of 2.5 to 2.8 for every direct
employce of an irdustrial estatce is used by mect industrial development
plan). towever if nmojor cmphasis can be placed on the erployment of
Janaican raw materials, and semi-manufacturcrs in the rmanufacturing
processes within the zone, the rultiplic: effects can be dramatically
Incrcased. This is accornplished both by seceling approptiate manufacturers
capable of incourporating Janaican producis within their producticon process,
and by offering srccial incentives fer incrcascs in the local value

added. Further reference to both of these issues will be made later :n
the report.

The Zone must be recoanized as an important cormponent of the nation's strateqy
for its industriat development. Since its physical space is limited, it must
be recognized as a non-rencwable resource which wust be carefully husbanded

to Insure the maximum economic benefit to the country. Care must be

exercised to limit the Zore to those manufacturers and processors committed

to exports from Jemaico of labour intensive manufacturers, preferably

directed to the metropoliten markets of torth Amcrica, furope and Japan.
Unless prospective investors in the Kingston Export Trade Zcone can

demonstratc o commitient to scrving export maikels and access to such

markets they should be directed to other inductrial areas on the island.

UNIDO holds the view that manufactures in Zone given any duty privileges
and tax holidays must be required to export ocutside Caricom. In the
UNIDO comments on the draft report the following statements were included.
"1t must be strongly emphasized that manufacturers given duty privileaqes
and tax holidays must be required to export outside Caricom, If this is
not done, it will allow any manufacturer, Jamaican or foreign, to

enter the zone and sell goods both in Jamaica and Caricom.

Thls wlll result In creating both unfair competition within Jamaica, and
resentment among Caricom members,

Also 1t will cause the zone to fill rapidly with local manufacturers in
self defence, leaving no room for new foreign investments.

Put another way, there is no need whatsoever to give subsidiaries of
large multinatlonal companies (Abbot Laboratories is one case) duty and
tax privileges to sell pharmaceuticals to the Jamaican market,"

Redma would propose that fiscal incentives of fered to manufacturers In the
Zone would conform to the accepted Caricom Harmonization agreement,
dependant on Caricom content, which position will enhance backward
llnkages In the Caricom economies. (See Pages 99 to 103)
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3.1

THE ECONOMIC PROSPECTS FOR THE ZON.,

The Jamaican Econony

The Jamaican economy depends on 3 key areas of economic activity.

1) the bauxite industry

2) the export of agricultural commodities especially sugar
bananas and citrus.

3) the tourism industry.

Since each of these arcas depends hcavily on external market opportunites
and world wide comrodity pricing levels, and since fuel and foodstuffs
remain major elements of the import ledger of the country, worldwide
economic events in 1973 and 1974 had a profound irpact on the Jawaican
economy. The 1973 Eeoneniic and Social Survey of Jaraice issucd by the
National Planning Agency describes 1973 as one of ''severe crisis for

the Jawaican econony''.

The survey continues;
" At the outset the economy seemed poised for recovery fror

the situation of sluggish growth and deterioratina balance of
payments of the previous year, as policics desigred to stimulcte
production vhile curtailing imports begen to take effect. Soon,
however, the economy came under the influence of greatly inten-
sified international inflationary pressures duc to rajor crop
failures and continued moretary instability. Later in the year
a second wave of inflationary shock was gencrated by massive
escalations in the price of crude o0il and petroleum products.
With Jamaica's dependence on imports of feod and fuel, the effects
were seen in unprecedented increases in the cost of living index
and in further deterioration in forcign exchange reserves.''

Throughout 1973 trends in the Jamaican balarce of payments were unfavourable,
although exports experienced their largest growth rate since 1966. In
effect, the 18% growth in the value of exports did not help a videning
deficit in the balance of visible trade. The unprecedented growth in the
value of imports which amounted to $604.1 million in 1973, a 22.87% increase
over the $493.2 million inputs of 1972, led to a deficit of $249.4 million
(see Table 3.1)

Despite a lower physical volume of production from 1972 for most of the
nation's major agricultural products, Jamaica's G.N.P. rose by 19.7%
compared with 10.9% in 1972. There was a substantial increase in the
Government's net expenditure allecations for the fiscal ycar 1973-74

which rose to $471.1 million, an increase of 307 or $108.2 million over

the 1972-73 expenditurce of $362.9 million. Consumer subsidies

amounting to $h.1 million, were provided by Government ir order to protect
consumers from unprecedented price increcases. The impact of these increases
Is best demonstrate. by figures obtained for the consumer price indexes



in the Kingston arca. The mean annual index was 171.6 for 1973, a 19.2%
increase over the 1972 index of 44,0, which in turn was only a 5.9%
increase over the 1971 index of 136.0, the year 1967 being 100. Associated
with the sharp rise in consumer prices was the devaluation of the Jamaican
dollar by 6.5 in January 1973. This decision made just prior to the U.S.
dollar devaluation vihich folloved in February 1973, resulted in an increase
In the price of imports.

A study of the cxternal trade in Jamaica for 1973 shows that price increases
due to internal as well as external inflationary forces led to a paradoxical
sltuat ion where the substantial incrcase in the value of total trade was

not matched by a corresponding increase in the actual quantity of goods
traded. Table 3.2 provides information on major cxport items like Bananas
and Sugar, where a decline in quantity exported still led to an increase

In value as a result of price increases. This has been further accentuated
In 1974, The January 1975 price of sugar was $712 Janaican a ton.

However, price increases vere a vorldwide phenowenon and consequently the
value of imports rose at a faster pace than the value of domestic exports,
resultlng in a greater deficit incurred in the balance of visible trade
(see Tabie 3.1)

Jamaica's imports for 1973 wcre $604. 1 million, a 22.87 increase over

1972. The rise consisted mostly of a $C&.1 nillion increase in raw
materials. This was created by the application of import restrictions
Imposed on consumer goods by the Covernrent, as a necessary step Lo counters
balance vorld-wide price increases. Tables 3. 3/4 further highlight the
magnitude of the increases which occured in the value of imports. Table 3.3
which expresses percentage increases in the ten basic SITC secctions for
imports, shows that the most outstanding rclative increase took place in

the commodity ' Animal and vegetable oils and fats', In effect, however,
the largest absolute increase was obtained in section b "Manufactured goods'',
where the 24.2% increase corresponds to an actual value of $27.3 million. ‘



Table 3.1, JAMAICAN TRADE

$ Jamalcan (mlllion )

YEAR IMPORTS %  INCREASE  EXPORTS % INCREASE BALANCE % INCREASE
(F.0.8.) ON VISIBLE
TOTAL TRADE
1971 459.7 283.9 -175.8
1972 493.2 7.3 300.3 6.4 -192.9 8.7
1973 €04, 1 22.5 354.7 17.9 -249.4 29.6
1974  851.0 4o0.9 584 .7 64.8 -266.3 67.7
Table 3.2. MAJOR EXPORTS DEMONSTRATING PRICEC INCREASES.
ITEM PRICE INCREASE VOLUME EXPORTED EXPORTED VALUE
(per ton) (thousands of ( Jamaican §)
tons) ( MIVlion )
1972 1973 1972 1973 1972 1973
BANANAS $93.95 $151.92 127.0 107.7 $11.8 $16.4
SUGAR  $122.5 $135.5 275.6 261.0 $33.8 $35.4

SOURCE: Jamalcan Department of Statlstics. (A1l currency Is In Jamaican dollars)
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Table 3.3.  PERCENTAGE INCREASLS IN SELECTED IMPORTS IN VALUE.
1972/73 1971/72
% Incrcase % increase
Food 27.8 18.1
Beverages & Tobacco 4.9 10.8
Crude Materials 67.1 15.0
Mineral fuel etc 46.2 1.4 |
Mineral & Vegetable |
0ils and Fats 72.2 50.0
Chemicals 25.1 24.7
Manufactured Goods 24,2 §.1
Machincry & Transport
Equipment 7.6 -3.9
Miscellareous Manufactured
Articles. 3.8 19.0
Other Goods 14.3 1333.3
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Table 3.4.

TOTAL VALUE OF IMPORTS OF MAJOR ITEMS.

CATEGORY

Consumer Goods
Raw Materials

Capital Goods

Other

TOTAL

Value ($J million)

Percentage of
Total Imports.

1972 1973 1972 1973
165.4 171.0 33.5 28.3
179.0 245.1 36.3 4o.6
148.2 186.5 30.1 30.8

0.6 1.5 0.1 0.3
493.2 604.1 100 100

EEEEESNEEEEISESEESEEEEESEEEEE XIS NS NN %S
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The cost involved in procuring sufficient raw materials for Jamaican
industry affects the manufacturing sector of the economy directly. Thus

a dilemma faces the Jamaican authorities. |If foreign currency earnings
cannot be raised significantly through exports of domestic products,
much of the new investnents now going forward will not be adequately used

because of the prohibitive costs of raw matcrials and other necessary
imports. Export of manufactured goods, for exanple, as a percentage

by valuc of total exports declined from 16.2 per cent in 1972 to 13.9 percent
in 1973.

The main reason behind the 18% growth in the value of exports during 1973
was that ' Primary Products ' such as bauxite and alumina rose dramatically
in value. Increascd earnings were more a consequence of price adjustment
brought about ty inflation and by the Jamaican dollar devaluation rather
than increases in volume. ( Table 3.5 provides figures for export of

1971, 1972, and 1973.)

Alumina ( Sce Table 3.6) and Bauxite.

According to the Jamaican Department of Statlstics, alumina production
Increased by $29.9 million or 23.3% during 1973. The increase in world
wide market demand for aluminum, associated with increased local production
of alumina led to such an increase inspite of the price incrcases. Posted
prices of aluminum on the American Metal Market listing roved from 25¢ per

pound to 30¢ in December. Export earning for 1974 from bauxite and alumina were

$401.1 million (almost a 77% increase from 1973) which resulted from a four

fold increase in the price of alumina which occured in 1974 and offset declining

demand.

The value of bauxite exported in 1973 increased by $i1.0 million or 16.2%.
Nevertheless, domestic production only increased by just over a million

tons or 8.43% during 1973, which is below the average annual increase of

1.6 million tons during the 1968-71 period. Here again, the price increases
consequent to the devaluation were responsible for the increase in the value
of exports, which volume amounted to 5k.33% of total production.

Bananas and Sugar ( See Table 3.2)

Because of price increases in Bananas, the value of banana exports in

1973 increased to $16.4 million increase over 1972, The 1973 price was
$246.66 per ton, a $69.78 above the 1972 price of $176.88, and in January
1975 had reached $314 per ton. The 1973 sugar crop experienced an 112
reduction in production. There were only 337,000 tons of commercial sugar
produced compared with the 378,000 tons output of 1972, The value of exports
stiil rose from $33,737 million in i972 to $35,369 million in 1973.

Price Increases in this commodity continued throughout 1974 and reached
$712 per ton in January,1975. Export earnings from sugar in 1974 were
$67.1 million dollars. Now that agreement has been reached with the
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Table 3.5. Total Domestic Exports from Jamaica.
( Jamalican dollars )

1971 1972 1973
Food $57,397.368 $62,479,748 $72,313,866
Beverages
¢ Tobacco 7,897,237 9,041,060 12,123,380
Crude materlials
(inedible except fuel) 180,179,553 190,842,768 229,678,335
Mineral fuels,lubricants
and related materials 7,699,696 7,878,946 8,260,602
Animal & vegetable
oils and fats 31.859 60.255 87.638
Chemicals 5,510,388 6,435,715 7,500.497
Manufactured Goods 4,912,466 4,988,114 6.713,173
Machinery £ trans-
portation equipment 746,946 1,112,400 1,658,309
Miscellaneous manu-
factured articles. 10,824,804 10,225,100 9,350,408
Miscellaneous transactions 2,665 13,143 57,962
Re-exports 7,501,288 7,681,227 6,978,168
Tota) Domestic Exports 275,202,982 293,077,290 347,744,170

SOURCE: Department of Statistics, Jamaica.
DO S S A e o T )

Table 3.6 Production and Exports of
Bauxite and Alumina in 1973

Total Production Quantity Exported Value

( 1000 tons ) ( 1000 tons) (J do)lars)
Bauxlite 13,386 7.273 79,500,000
Alumina 2,h66 2,378 147,800,000

0005500000000 0000 005800000 0000000 000000000 400000 0000040 000 4t 0o be
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ACP producers, with the establishment of a base prlce there appears every
evidence that export earnlngs from this commodity will return to 1973
levels. There is alrcady evidence of a 22% reduction in rate of carnings
over previous years early in 1975,

Although domestlc exports increased by 187 in 1973, and by 65% (in value)
In 1974, the performance is inadequate and stands out as the major threat
to the future development of the Jamaican economy. The growth was the
result of price increascs and devaluation of the domestic currency. Unless
a growth of exporis in real terms can be secured, the country will face
difflculties in financing the volume of imports it requires for current
needs and for investment. The record export level in 1974 was the result
of exceptional circumstances affecting a few traditicnal exports. In the
fleld of manufactured exports for exampie, the country has made little
progress to date toward export diversification. The domestic exports of
manufactured gonds although up 5.6% in value over 1972, in fact only
represented 13.97 of total exports in 1473, while they amounted to 16.2%

of total exports for 1972. This includes sugar which as has been the case
for the past four years, accounts for more than half the total export value
of the manufactured goods. Even more significant was a 31.9% decrecase

In the export value of ''clothing'. Such a decline was largely a reflection
of Increases in local demand. Meanwhile demand for imports has run further
and further ahead of exports.

The 1973 deficit in the balance of payments (see Table 3.1) occured entirely
In the second half of the year and reflected, con the domestic side, an
acceleration of credit expansion by the financial system in the second

half of 1973 and, on the external side, a sluggish performance in the
export and import-competlng sectors and a severe deterioration in the terms
of trade. There was especially a very rapld rise in import prices,
particularly for fnod and fuel. Reflecting these developments and although
Imports may have declined in volume terms, the deficit on current account
deterlorated. This deterioration was more than covered by a substantial
Improvement in the capital inflow, particularly in private capital, which,
In spite of a further decline in direct investment, rose considerably
because of a large increase in government-guaranteed external borrowing

and the converslon of short-term commercial bank foreign liabilities into
longer term debt. With this improvement in the private capital account

and an increase In officlal foreign borrowing, the overall deficlt was
reduced somewhat.

As a result of this deterioratlon occuring at the same time and as a
result of widespread rlse In oil prices, in 1974 the Jamaican government
Introduced a group of measures, particularly relating to Import, export
and exchange controls,

Firstly In January 1974, exchange measures were introduced Including the
required repatrlation of foreign assets held by Jamalcans abroad wlthln

six months from January 23, 1974; a reductlon of the period for the surrender
of export proceeds from slx to three months from the date of shipment; a
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reductlon of cash glfts to nonresidents from J$200 to J$100 per calendar
year per adult resident; and restrictions on the dlsposal of proceeds
from sale of land, condominiums, and residential houses of foreign
nonresidents.

Secondly, also in January a new revoiving export credit facillty was
created at the Bank of Jamaica, amounting to J$2 miilion with Interest
at 7 per cent per year andwith a low minimum appiication of J$5,000
(1ater revised to J$1,000).

With reference to import controls, the following restrictions

were introduced; specific licensing for all imports except those from
CARICOM countries; a limltation on the value of total imports (c.i.f.)

In 1974 to J$645 miilion, with the following subceilings JS145s mitlion
for consumer goods (including J$5 miiiion for private motorcars); J$182
ml11ion for raw materials; J$143 million for fuel, and J$175 million

for capital goods (including J$10 million for commerciai motor vehicles);
a ban on imports of a number of items with a total import value of J§7
million In 1972; and a reduction of the ratio of imported textiles to
locally or CARICOM produced textiles from 2:1 to 1:l.

The Import limitations as they applied to the calendar year of 1974,
were revised in 1974 and in late February, 1975 they were set at a level
of 6% above 1974 final restrictions. Thus for 1975, the following
ceillngs apply:-

Food J$135 million

Other Consumer Goods J$ 85 million (including $10 million
for motorcars)

Raw Materlals J$ 260 million

Petroleum Products J$ 190 million

Capital Goods J$ 230 milllon (including $20 million

for commercial vehlcles)

Finally, efforts were made to obtain higher receipts from sugar and mineral
exports. Sugar exports to the U.K. market were temporarily suspended In
January, and it was decided to sell more sugar to the more lucrative U.S,
market. Subsequently, the price for exports under the Commonwealth Sugar
Agreement for 1974 was raised in February by 36 percent to 5187 per ton.
Iin the case of mineral exports, Jamaica met with other producing countries
in March to discuss price and marketing policies, as a result of which an
International Bauxite Association was established. in the same month,
negctlations were started with the foreign bauxite and alumina companies
operating in Jamaica regarding taxation. After no agreement was reached
between the Government and the bauxite/alumina companies, the Government
announced In May 1974 the introduction of a levy (retroactlve to January
), 1974) on the production of bauxite in Jamaica. This levy ylelded
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substantial revenue for Jamaica in 1974, but the main difficulties in
the maintenance of sufficient external reserves to permit the financing
of raplid development of the economy remained,

The Direction of Trade.

In 1973 and 1974, the U.S.A. remained the main trading partner of Jamaica
followed respectively by the European Economic Community (including the
United Kingdom) and Canada, Table 3.7 identifies the changing role of
these partners in trade.

Table 3.7. Direction of Jamalcan Trade.
Imports Exports Re-Exports.
(J$ 1000) (J$ 1000) (J$ 1000)

1972 1973 1972 1973 1972 1973
Carlcom 26,019 32,097 14,474 21,973 326 327
U.S.A. 182,045 233 263 128,078 143,015 3,494 3,124
£.E.C.
(excluding U.K.) k2,573 57,891 2,485 3,623 56 39
U.K. 93,799 100 939 64,677 80,485 338 Loy
Canada 35,]88 Ly, 14y lh,l73 17,639 1,951 2,012
Japan 11,882 17,408 1,321 1,943 26 B4

In order to clarlify the changing relationship of these partners with
Jamaica, Table 3.8 identifies the importance of these countries in per-
centage terms both as suppliers and as markets. it is Interesting to
note that the combined role of the U.K., and the E.E.C., especially when
both imports and exports are considered, has changed significantly over
the 5 years. The enlarged European Community has already become a major
market for Jamaican exports. This fact will be further enhanced by the
slgnature of the Lome Convention, described in more detail further in
this report.

The Carlbbean Common Market is becoming a significant market for Jamaican
manufacturers every year, with exports rising substantially on a year to
year basis. However, the Jamaican markets consumption of imported Caricom
products is rising even more quickly. In 1971, Jamaica enjoyed a trading
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surplus with 1ts Caricom partners, whereas in 1974 1t appears 1lkely

that the deficit on visible trade with that area will approach J$20

mlllion.
Table. 3.8 Directions of Jamaican Trade
{as percentage of total)
1969 1970 1971 1972 1973
Exports
Unlted States 44 .8 51.5 k5.0 42 1 40.9
United Kingdom 17.0 15.5 19.3 21.5 22.6
Canada 4.7 8.2 8.2 7.1 5.5
EEC (excluding U.K.) 1.9 1.3 0.7 0.8 1.1
Japan 0.2 0.3 0.5 0.4 0.5
Caricom 5.7 5.8 6.9 7.9 7.7
Imports
United States 4.8 43,3 39.6 36.9 38.6
United Kingdom 20.9 19.2 19.7 19.0 16.7
Canada 9.5 9.1 7.5 7.1 6.9
EEC 7.8 8.2 9.0 8.6 10.0
Japan 2.2 2.6 2.5 2.4 2.9
Commonwealth Caribbean 1.5 1.9 2.4 5.4 5.4

SOURCE: Bank of Jamalca; and Department of Statlstics.

Industrial Development Strategy for 1975-1980

The consultants had the opportunity to review the proposed strategy for
the development of the industrial sector of the Jamaican economy for the
next 3 to 5 years then in preparation under the aegis of the National
Planning Agency. ( The Plan pliaces major emphasis on the years 1975-77.)

The basis objectives to be pursued In the industrial sector are as

follows: =

1. To seek to expand significantly Industrlai employment
opportunities.(This is required since 1t Is expected
that agricultural empioyment wiil continue to decline,
and since the minerai industry is highly capital intensive,
in a time of restricted international financing and uncertain
market conditions, it can not be expected to provide the
quantum number of jobs imposcd by the increases in population.)
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2. To seek to Increase the contribution to the national
Income made by the industrial sector. ( It s proposed
that major emphasis be placed on the Increase of local
value in the product manufactured)

3. To require the Industry sector to contribute substantially
to the national import capacity.( This would involve the
promotion both of exports of domestic manufacturers, and
of the creation of local production in replacement of
imports.)

h. To seck to create complimentarities vithin the econony .
(Reference is made here to the example of seeking
improvements in agricultural production which would be 1inked
to the further development of manufacturing or processing
activitles.)

For each of these objectives, careful strategies are being proposed. For
example, in order to achleve a dramatic inpact on the supply of jobs,
(ObjectIve 1) specific attention will be directed toward the food processing,
leather and footwear, textiles and garment industries in & major effort to
lower the capital to labour ratio currently applled in these sectors by

a) encouraglng multi-shift operation.
b) seeking labour intensive technology approprlate to the situation.

With reference to the second objective, one of the most Important strategles
will be to emphasize and promote the development of local industry, and a
consclous attempt wlll be made to transfer capital and human resources from
the distribution sector of the economy to manufacturing. The achievement
of the 3rd objective is expected by the concentration of efforts in the
promotion of Jamaican manufactured exports, the development of local
replacements for imported products and the reduction of import content in
Jamalcan manufactured goods. In the effort to seek import replacements
speclal emphasis will be placed on food, clothing textiles, consumer durables
and automobiles. The 4th objective demands special application by the
Government authorities, with a specific role for the Jamaica Industrlal
Development Corporation, to establish or to encourage the establishment

of new productive units for such industries which use local raw materials,
or manufacture intermediate goods for local manufacture but based on
imported raw materials. Mention is made of leather products, tourist goods,
decorative ceramics, wooden tcys, metal caslngs, and fobreglass products.

The Natlonal Plan identifies a role for the Government in both exlsting and
new Industries under 3 general conditions.

1) In those sectors where a national need for Industrlallzation
occurs, such as the better use of agrlcultural resources.




- 56 -

2) In those exlsting sectors of the economy which play a
central and cruciai role in its development because
of thelr contribution to employment, their economic
Impact, or their ability to generate foreign exchange.

3} In those areas where for reasons of market monoroiy,
the poiicy of Government is directly affected.

The Plan identifles a determination to restrain the rural to urban drift
whlch has so affected the nation. This wili be undertaken primarily by a
major effort to direct both iand and labour Intensive industries to rural
areas of the Isiand. Specific urban growth centres outside of the Kingston
urban area in Ocho Rios, Spanish Town, May Pen and Montcgo Bay, will be
developed and Industry wiii be directed to such areas.

A specific institutional role is described in the Nationai Plan for the
Jamalcan Irdustrial Development Corporation, It wiil continue to under-
take feasibility studies of likely industrial projects, eicouraging both
local and foreign participation in such ventures. However, it wiil aiso
be expected to build, operate and where appropriate seli off to private
Investors pliants engaged in the manufacturing sectors of;

textlles, fabrics and garments

leather and footwear, food processing,

metai and metal products,

furniture and fixtures

paper products.

The Plan presents details on the prospects for speclfic sectors of
Jamalcan Industry. For the purposes of this report only those wlth
speclal reference to the Kingston Export Trade 2one are ldentified.

Metal Sector: Specia! emphasls is placed on the metal products industry,

since it is proposed that this offers good opportunitles
for major growth. This ranges from the proposal to create
a new steel miil based on imported pig or scrap, down to
the development of local manufacture of;

- hand toois

- builders hardware

- metal sanitaryware

- valves, pipes and flttings.

- metal doors

- blcycles
These have been identified as industrles worthy of attention
slnce the raw material component Is usually less than 70%
of the ex factory cost, and where the wages of the production
workers account for more than 507 of the value added in the
product ion.
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Electrical Apparatus Sector.

The Plan speciflies the interest in developing local
assembly of the following electrical apparatus.

- telephone, radio television and recording equipment
- electrical fixtures
- measuring, oand testing instruments.

Unfortunately, there is little dlrect reasoning glven in

the Plan to support the potential for such local manufacture.
in view of the rapid evolution of the product life cycle of
the consumer=-counter electrical products, and the relatively
high cost of Jamaican labour when compared to other areas in
the region, widespread local assembly appears unlikely, The
prospects for the other two areas appear excellent, however.

Non-Metallic Mineral Sector.

Jamalca has considerable resources of marble, clay, talc,
gypsum and limestone which although they are being exploited,
are almost all being exported. For example, in 1972, 373,000
tons of gypsum were mined entirely for export. Here it is
proposed that industries be encouraged to produce custom
designed articles, and tourist souvenirs from local mineral
resources.

Motor Vehicle Sector.

Although no assembly plant for motor vehicles is now in
production on the island, the Plan projects one in operatlon
during the 5 ycar perlod producing 2000 units per annum. One
third of these vehicles will be distributed in the Caribbean
region and it is expected that they will qualify for treat-
ment in the Caribbean Common Market as products of Caribbean
origin. However, to do so, the Plan envisages the creation

of a major auto parts industry, expanding on the existing
base, manufacturing mostly batteries. The auto parts industry
both for original equipment (if the assembly plant begins)

but also for the replacement market offers an excellent prospect
for the Export Tradelone, over the longer term,

Chemical Sector.

The plan outlines severic]l specific major projects for develop-
ment in the petroleum, petro chemical and fertilizer areas.

0f special Interest to the Zone, is the emphasis to be directed
to the pharmaceutical industry. Six plants are currently active
in this industry, with production in 1972 in excess of

J$ 6.7 million. However, many are simple repackaging products
imported in bulk, and the Plan intends to dlrect emphasis to
the establishment of the manufacture of basic materials,
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Paper Sector.

The Plan emphasizes the Importance of this sector by projecting
that the Jamaican market In 1980 will be consuming 409 miliion
pounds of paper per annum. Currentiy oniy 42 mlilion pounds

of paper board or paper, and 36 miliion pounds of cartons are
producced locally, all fromimported pulp or paper board. Major
emphasis is placed on a bagasse mill,

Furniture Sector.

The Plan describes this sector as offering a major opportunity
for expansion, especially In export markets. The export
earnings projected for the nation from this sector in 1977 is
greater than J$20 miliion,

Footwear, Leather and Sporting Goods.

This Is another sector which the Plan proposes to emphasize
because of Its current size and what are considered to be
excellent export prospects. The plan proposes the expansion
of production toward a target of 5.9 million pairs in 1977,

up 48% above 1973 production levels. Exports wiil be expected
to reach 800,000 pairs In 1977 up a factor of 5 times over
1973 levels.

Textile and Garment Sector.

Textile prcduction in Jamaica in 1973, was over, 7.5 miliion
square yards, yet it supplied only 12% of the total market.
The Pian envisages a major increase In the demand for textiles
in Jamaica with demand In 1980 reaching

for Cotton textiles 56.5 million sq. yds
(almost 3 times 1972 levels)

for Synthetic textiles 45.8 miilion sq.yds
(almost 1.6 times 1972 ievels)

Thus, in step with the objectives, the Plan wili place a
major emphasis on the addition of productive capacity for
cotton textiles.

The garment industry is one of the most dynamic In the Jamalican
economy, and Is having good success on export markets. Over
10,000 jobs are already provided by this industry. The Plan
emphasizes that new facilities are intended to be located in
rural arcas and offered export Incentives as enclave industries.




3.4,

3.4.1.

-59-

Food Processing Sector.

The National Plan also places considerable emphaslis on

the food Industry. It projects a doubling of demand

for basic food products from 1.2 billion pounds In 1980,

Most food processing facilities are expected to be created

to meet local demand, rather than to supply export markets.
The primary exception to this is the canned fruit and vegetable
Industry, whose development of major export markets has been
lTimlted by the unreliability of raw material supply.

Miscellaneous Industrles.

The Plan also ldentifies the productlon of buttons, toys
and games as industries which will be supported.

External Market Opportunities for Jamaican .1anufacturers.

Jamalcan manufacturers Interested In supplylng products on the export
market have 4 special opportunities open to them. These are related to
tarlff preferences which can be obtained by such manufacturers in & regions
of the world under specific customs regulations,

The Caribbean Common Market.

Significant potentlal exists for the Jamaican manufacturer to supply the
growing demand of the Carlbbean Common Market. |f the Jamaican product can
qualify for treatment as one of Caribbean origin, 1t is usually granted
full access to the markets of the member countries without payment of
Import duties. The degree of origin Is deflned by the value added within
the Carlcom region and |s defined as fdlows:-

" Local value added" means the amount (expressed as a
percentage of total sales of the approved product) by
which the amount realized from the sales of an approved
product (in respect of a continuous period of twelve
months) exceeds the aggregate amount of the following:-

1) the value of Imported raw materlals, components
and parts of components, fuels and services;

2) wages and salarles paid during the perlod to
persons who are not nationals of the Member States;

3) profits distributed and remitted directly or
Indlrectly to persons (including companies) who are
not resldert In any Member States;

4) Interest, management charges and other income payments
accruing directly or Indirectly to persons (Including
companles) not resldent in any Member State, other
than a branch or agency of banks not resident 1n any
Member State;
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5} depreciation of Imports of plant, machinery
and equipment.

The local value added shall be weighted by the wages and salaries paid to
nationals of any Mcmber State expressed as a percentage of total saies of
the approval product, according to the foiiowing formuia;
v (100 + W )
100

in which V is the local value added expressed as a percentage of total
sales and '"W'' is the wages and saiarics paid to natlonals of any member
state, expressed as a percentage of total sales of the approved product,

Most pianning experts for the Jamaican authorities estimate that the
Jamaican natlonal market is 40% of the total CARICOM market, and therefore,
i1f the Jamaican manufacturer can show the appropriate degree of Caribbean
content, his market opportunity is doubied.

In response to this, as has aiready been erphas i zed Jamaican exports have
increased by more than 50% In value terms from 1969 to 1973, with this
market area now accounting for ciose to 8% of the nation's exports.

North America.

Traditionaily, there have been close tles between Jamaica and both Canada
and the USA. This is refiected in tourism and investment as weli as trade.
Together, in 1973, L6.4% of Jamaica's cxports went to these two countries
and 45.57 of its imports came from them. The potentiai for expanded export
markets in both countries for Jamaican manufacturers has recently been
enhanced by the promulgation in Canada of a Generalized Systemn of Preferences
and by the introduction of the new U.S. Trade Act.

The Generalized System of Preferences is a scheme deveioped under United

Nations ausPices, under which several deveioped countries have agreed to

grant certain developing countries a number of special duty concessions or
preferences in respect of some types of agriculturai and manufactured products
from the deveioping countries - at ieast during the United Nation's '"Development
Decade'',

The effect of the GSP Is to enable the qualifying products to compete favourably
or within the domestic markets of the deveioped countries.

Countries with GSP Schemes already operating and that are of actual or potential
interest to Jamaica inciude Austraiia, Austria, Canada, the EEC (including
Belgium, Netheriands, Luxembourg, West Germany, France, ltaly, lreland and the
United Kingdom), Japan, New Zealand, Finland, Norwvay, Sweden and Switzerland,
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The USA provides for such preferences In its new Trade Act.

The Canadian GSP scheme provides for the lowering of tariff rates either
to the British Preferential rate or to 2/3 of the existing Most Favoured
Nation rate whichever is the lower. If both BTt & MFN are the same, the
rate is lowered by 1/3, This may affect Jamaican exporters to Canada
currently benefiting under the British preferentiel tariffs since such
benefit may be lost. However a study of the Canadian scheme under taken by
UNCTAD (Document TD/B/C . 5/21 March lst, 1974 reports that countries
like Jamaica now benefiting from British Preferential treatment will have
these tariffs lowered on 44 of the products covered. The major emphasis
of the Canadian GSP schemc is directed toward industrial products, covering
virtually all dutiable imports of semi-manufactured and manufactured
products from developing countries. It affects about 16% of dutiable
agricultural products from these countries.

Canada applies a basic rule of origin which provides for the application

of the tariff if not more than L0% of the ex-factory price of the product

is of non-Jamaican or non-developing country origin. In all cases, semi-
manufacturers of raw materials of Canadian origin, and packing for trans-
portation are considered to be of Jamaican origin. Table 3.9 lists
specific products chosen by the consultants which benefit under the Canadian
GSP scheme. The benefit will always be a tariff at or below the British
Preferential rate and in some cases duty free import is assured. |t should
be notcd that tcxtiles, footwear, cotteon clothing, and knitted garmcts

are anong the products specifically excluded from the scheme.

The American Trade Act of 1974 provides authority to the President to |
extend duty-free treatment to certain eligible products imported into
the U.S.A. from developing countries for a 10 year period. There are
several specific elements to this designation.

a) the developing country benefitting must be designated.
26 countries are expressly excluded and there was no
clear understanding at the vime of writlng the report
as to whether Jamaica which played a role in the formation
of an International Bauxite Association might be excluded.
The particular item in the bill reads as follows:-

" gection 503 (3)

In addition, the President shall not designate any country

a beneficiary developing country under this section.

if such country is a member of the Organization of Petroleum
Exporting Countries, or a party to any other arrangement of
foreign countries, and such country participates in any action
pursuant to such arrangement the effect of vhich is to with=-
hold supplies of vital commodity resources from international
trade or to raise the price of such commodities to an
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Some Products Benefiting under

Canadian

GSP  Scheme

Canned Meats

Cocoa past
Pharmaceutlcals
Glues

Eye glasses -lens
imitation Jewellery
Watches

Screws

Electric Motors
Dimension Wood
Wooden manufacturers

Camera

Mattresses.

Lard and tallow
Perfumes

Soaps

Glass manufacturers
Lead, Brass and Aluminium fabrications
Cligarette lighters
Refrlgerators

Boats

Optical Instruments
Mouldings

Furniture

Window shutters
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unreasonable level which causes serious disruption of
the world economy; =

It is presumed this will not apply to Jamaica.

b) The products to be eligible must be Imported directly from
the developing country; the value added In that country must
be at least a minimum percentage (35%) of the value of the
article, except in those cases where the country is a member
of a free trade association in which case the local content

o

from two or more associated countries must be 50%,

¢) Articles imported from any one country are excluded If the
imports of the article from that country exceed $25 million
or 50% of total U.S. imports of that article, with certaln
limited exceptions;

Certain products are listed as sensitive and thus not subject to GSP treat~
ment. These Include, watches, textlles and clothing already subject to
textile agrcements footwear and some import sensitive semi-manufactured and
manufactured glass products.

This offers real opportunities to Jamalcan manufacturers both in the Zone
and elsewhere in the nation to manufacture products tor the large American
market. it Is Important to remember that this market Is not a homogenous,
country-wide market of 230 million consumers. It is, rather, a grouping
within one customs barrier of many smaller markets designated according to
consumer preferences, climate, ethnic background and 'ife style. The
Jamaican manufacturer should not be deterred from a marketing effort in
North America because of Its slze, but rather he should concentrate on
markets appropriate to his manufacturing capacity whose consumers would
apprecliate the sales appeal of his product.

In dealing with the U.S. market it Is important to Identify items 806.30
and 807.00 of the U.S. Tariff schedules which provide for goods exported
from the U,5.A. abroad for processing and then returned to the United
States to be subject to duty only on the value added abroad. Although
similar provisions exist in other countries, the Inmportance of American
multi-national companies In the production of hand assembled products
has lead to the use of this provision to undertake t, manufacture and
assemble abroad, in many cases In Export Processing Zones. This has
provided one of the newest economic advantages for the Industrial promotion
of the developing world. A recent UNIDO paper, prepared by Mr.Tanaka
Acting Chief of the Export Industries Section, the following description
of the impact of this activity was made:-
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"When observing the situation of industriai production in the
developed countries an undeniable trend s taking place, namely
the trend of "production transfer' or ''transplantation'' Is
slowly but steadily expanding. The manufacturers in the deve-
ioped countries are finding it more and more difficult to
continue thelr production activities in their home countries.

The rise in cost of living, as well as the inflationary
development of the economic conditions effecting such

aspects as higher labour, raw material and transportation

costs, ir additfon to the increasing difficulties in securing

the needed labour forces, are forcing the entrepreneurs to

search for other venues and means to maintain their production
activities. Llarge scaled international concerns have alrecady

put these considerations into practice by creating new production
uhits outside of the hone country in the form of local production,
to cover the demands of their existing foreign export markets."

in some cases this "production transfer'' is occuring by the contracting of
individual production facilities in the developing country to assemble or
produce to the demand of marketing organization. The subcontracting operation
s integrated into the international production and marketing network of the
multi-national. Obviously, this type of operation offers cons iderable advan-
tages for any country in simplifying all the market access and marketing
problems. It also introduces new technology. However, it does have some
negative features. Not only is such production '"footloose', dependent

as it is on only limited local resources, but it is also likely to tie the
host country to sources of Inputs and to market outlets over which it has

a minimum of control. Aiso international firms have becen known to use sub-
contracting, as a device to supplement their own capacity when demand pressure
existsand to cutback on production in overseas plantsfirst, during recessions.

The impact of this production undertaken abroad for goods destined for the
metropol itan markets has already had significant impact in the Caribbean
region. Texas Instruments, a major electronic assembly firm has opened

a major facility in El Salvadorand several firms have recently expanded

in the Haitian market undertaklng such production under sub-contracts. As
an indlcation of the dramatic effect this production transfer has had in
only one Industry, the following table identifies the numbers of people
employed in off shore assembly for the electronics industry of both the
U.S.A. and Japan, but in Asia.




;-‘..3-

- 65 -

Table 3.10 Employment in Off-shore Assembly of Electronics Products

Total Numbers Employed

Country 1971 1974
SIngapore 7,750 17,800
Malaysia - 18,003
Korea 5,300 16,588
Taiwan 5,000 9,500
Hong Kong 5,000 8,250
Indonesla, Thailand

Ph1l1pplines & Mauritlus - 7,350
TOTAL 23,050 77,491

JAPAN

The Japanese Government has also provided a specialized scheme for General
Preferences for products from developing countries, for which Jamaican
manufacture ls eligible. Japan grants preferences for all dutiable products
wlth certaln specific exceptlons. For some of these exceptlons, such as
those listed beiow, no preferences are offered;

- leather clothlng and accessories.
- slilk fabrics
= rubber or artificial footwear,

For other exceptions, tariff reductlons of 50% below most favoured nation
rates are applled for products from developing countries. These Include,
smong others;

leather products

clothing

travel goods

footwear

wigs

toys and dolls

precious and seml preclous stones.

Japan's GSP scheme provides for certain ceilings on Imports of industrial
products.

The origln criteria applied by Japan include the provision of '‘Donor

Country Content". Thls provides for the case that when raw materials
imported from Japan are used as Inputs In the manufacture of product for
export to Japan, this product s treated as being wholly produced in

the beneficiary country. This encourages the transfer of production capacity
to developlng countries on the part of Japanese multi-national firms.
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For goods which arc manufactured from imported parts, they wili receive thls
speclai preference trecatment only If they have been substantiaily
transformed into a different product. This usually means that the product
on export must be classified under a different customs tariff heading

than that which applied to the Imported inputs,

The European Economic Community

The Community, including the Un!ted Kingdom has also been a major

trading partner of Jamaica, with more than 23% of 1973 exports going

to the E.E.C., and 26% of its Imports coming from that area. The

E.E.C. member countrlies have established specialized preferences under

the U.N. Generalized System. in order to qualify for preferential treatment,
the goods eligible for preference.

).- must In general be transported dlrectly from the exporting
beneficiary country into the E.E.C. and

2.- must comply with the origin criteria specified for those
goods by the E.E.C.

The origln crliteria applied are that such products must be

a) whoiiy produced

or b) have undergone a . ufficient working and processing in

the preference receiving country.

As a generai rule, working and/or processing Is considered sufficient if
the flnished product becomes classiflied under a four digit heading of

the BTN different from those covering any of the non-originating materials
or parts used.

The claim for GSP treatment must be supported by appropriate documentary
evidence as to the origin of the goods and direct consignment.

It should be noted that in some cases, such as cotton textiles and
substitutes, jewellery, leather, phonograph records, furniture, certain
quotas apply. Once imports have excecded those quotas estabiished for a
member country, no further preference applies for that year in that
country.

A slgniflcant new event has occured, in the signature of the Lomé Convention
wlth the ACP countries (including Jamalca). This Convention has provided

a new comprehensive agreement between the Community and the ACP countries
that w!l) deflne the nature of the relationships concerning tradc, industry,
aild and co-operation between the two parties for at least the next five years
(the duration of the renewable basic contract).

.
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A preferential trade agreement Is granted to the ACP nations by the
Community. All products originating in the associate states, except

for agricultural products which come under the aegis of the EEC's

common agricuitural policy, are ailowed to be imported into the Community
duty-frce. in the case of the agricultural products not covered, the
Community promises to make a more favourable arrangement than that provided
for non-associate nations under the General Preferential System.

Although the degree of origin Is not yet defined for such access, it Is
presumed to be similar to the G.S5.P.rules.

This opens a widespread, wealthy and growing market for Jamaican manu=-
facturers which probably offers the most exciting prospects for export
growth in the next 2 or 3 years. It is alsc important to the rapid
development of the zone that the Lomé Convention has established a
specific commitment of the E.E.C. to industrial co-operation with member
countrics in the ACP group. The significance of this new approach to
Industrial co-operation wiii take some time to be demonstrated since it
deflnes objectives rather than tasks. However, if achieved it will have
a marked effect on investment by E.E.C. firms In developing countries,
Vike Jamaica. 1t should be a major priority of the Kingston Export
Trade Zone to attract the attention of the Community to the unique
opportunity it represents,

(Title 3 of the Draft Lomé Convention is qucted In fuil on the accompanying
page.)
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TITLE 3 INDUSTRIAL CO-OPERATION FROM THE DRAFT CONVENTION OF LOME

Article 1. The Community and the ACP states, acknowledging the pressing

need for the industriai development of the latter, agree to take all

measures necessary to bring about effective industrial co-operation.
Industrial co-operation between the community and the ACP state shall
have the following objectives:-

a) to pronote the development and diversification of industry,
in the ACP states, and to help bring about a better distri-
bution of Industry both within those countries and between
them.

b) To promote new relations in the industrial fieid between the
community,its member states and the ACP states, in particular
the estabiishment of new industries in the ACP states.

c) To increase the iinks between industry and the other sectors
of the economy, in particuiar agriculture.

d) To facilitate the transfer of technoiogy to the ACP states,
and to promote the adoption of such technology to their
specific conditions and needs, for exampie by expanding the
capacity of the ACP states for research and for adaptaticn of
technoiogy and for training in industriai skills at all leveis
In these statces.,

e) To promote the marketing of industrial products of the ACP
states in foreign markets in order to increase their share
In international trade in these products.

f) To encourage participation of nationals of ACP states,
particuiarly of that of small and medium size Industrial
firms in the industrial deveiopment of those countries.

g) to encourage community flrms to participate in the industrial
development of the ACP states where those states so desire in
accordance with their economic and social objectives.

to Industrial co-operation with member countries in the ACP group. The
signlficance of this new approach to industrial co-operation will take

some time to be demonstrated since it defines objectives rather than

tasks. However, if achieved it will have a marked effect on investment
byE.E.C. firms in developing countries, like Jamaica. It should be a

major priority of the Kingston Export Trade Zone to attract the attention
of the Communlty to the unique opportunity it represents.

(Title 3 of the Draft Lome Convention is quoted in full on the accompanylng

page.
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Selected industries for the Kingston Export Trade Zone.

With the understanding that the Zone has 3 malin objectives,

1) to generate employment

2) to enhance the validity of the Port of Kingston
as a transhipment port

3) to produce major economic benefits or splnoffs
to the nation.

there are two areas of investigation open in an attempt to ldentify
prospective industry. The first lies in the search for potential Investors
now active, or likely to be active in the transfer of production facilities
from metropolitan to developing nations. In the past, the usual occupants
of export processing zones have been drawn from this group which includes

= electronlc assembly
- garments

= electrical fittings
= toys

= plastic assembly

= ullders hardware
- footwear

The significance of the transfer which has already taken place In the
production facilities of these industries is demonstrated by an examination
of Table 3.11 on the ftollowing pageshowing the rapid accelerationof such
manufactured exports from certain countries. Table 3.12 shows the com=
ponents offering the most dramatic changes for several of these

countrles In the year from 1965 to 1971,
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brazil

Hong Kong
Mexico
Portugal
South Korea
Spain
Telwan

Taken from Global Reach -

INCREASE IN MANUFACTURED EXPORTS

FROM UNDERDEVELOPED COUNTRIES.

Value, HMillions of U.S. §

ig60  1g6s  1om

2)
3k

6
”m

224
59

Page

109
788
156
355
107
380
228

128

h2h
2936
k84
1172
873
"M
1588

Authors: Richard J.Barnet ¢t Ronald E, Muller

Publishers:

Simon & Schuster,

'974.

Annual
Growth Rate

1960 - 1971

30%
18%
2%
19%
60%
2%
35%




Table 3.12.

brazii.

Hong Koing

Mexico.

Korea

SOURCE :

07‘-

Conponents of Manufactured Exports

Exhibiting Fastest Growth from

1965 - 1967

Organic Chemicals,

Plywood

Precious & seml preclous stones.
Office Machines.

Footwear

Cotton Fabrics
Teleccommunlicatlon apparatus
Travel goods

Clothing

Footwear

Toys and Sporting Goods

lron ¢ Steel
Electrical Machinery
Clothing

Toys and Sporting Goods

Wood manufacturers
Textlile fabrics
Electrical machinery
Clothing

Footwear

Industria) Development Survey. UNIDO

Annual
Growth Rate.

1974,

3€%
125%
2h%
310%
1067%

10%
56%
15%
30%
24%
32%

22%
2857%
1140%
2744%

99%
136%
71432
212%
125%




The success of these production transfers has led to the metropol ftan
countries becoming increasingly sensitive to certain sectors in which
employment in the developed country is severiy curtailed due to imports
from abroad. Particular reference In this regard is made to the garment

and footwear exports, which are subject to qucta restrictions under
GSP schemes.

The other limiting factor is that often only the iabour intensive stage
In the production process is transferred - exampies are polishing jewels
for watches , assembiing semi-conductors or sewing up basebaiis. This
means that the production facility in the developing country and the
employment opportunities it generates are left completely to the vagaries
of the international marketing system. This is especially noticeable at
the moment in the semi-conductor industry. As wes shown, overseas
employment in Asia on this industry rose in 3 years by a factor of 3.4
(see Tabie 3.13) a truly dramatic growth rate. '

The following tabie identifles the numbers of people empioyed in the

assembly of electronic sub-components in low iabour cost centres in
Asta in 1971 and 1974.

Table 3,13 Total Numbers Employed.
Country 1971 1974
Singapore 7,750 17,800
Malaysia - 18,003
Korea 5,300 16,588 ‘
Talwan 5,000 9,500
Hong Kong 5,000 8.250
Indonesia, Thailand,
Philippines & Mauritius - 7.350
TOTAL 23,050 77,491
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A growing arca of production transfer, and one with perhaps the most
extensive possibilities for Jamaica are in the clerical and bureaucratic
fields, at a variety of skill levels. Jamaica, for example, already

has one firm which undcrtakes computer card-punching, and another facllity
Is operating at Shannon. Monthly billings, credlt control and credit
appllcations, direct mail advertising, subscription malllng list maintenance
are all sultable activities for the Zone.

Recent technological developments have greatly Increased the scope for

such activities -telephone direct dialing, computer access facllities,
electronic relecomaunicatlon of graphs and designs, and other electronlc
visual display egulpment., It is now possible to centralize much word-
processing actlvity and to organize 1t on an Industrial basis with
substantial economies of scale. With suitable governmental incentives

to create the necessary external economles, much semiroutine of fice work could
now be moved to a developlng country, as could some higher-level information
retrleval and research work. Supporting government policies would include
the promotlon of casy electronic communications of all kinds and the estab-
lishment of Instltutlons to teach computer and data=processing skills at

all levels - punch card operator, programmer and systems analyst.

The second area of examlnatlor whlch the Consultants undertook vas an
examination of non-traditionai exports, and on the cpportunities for
further processing of the major primary products. if these could te
enhanced 1n the Zone, not only would the necessary cmployinent opportuniiies
be created In the Zone but a slgnlficant spln-off of benefits would occur
throughout the econony.

Reference has alrcady been made to the Industrial strategy of the Jamaican
Government for 1975 onwards. Major products, most of whlch are capital
intensive, have been ldentifled to encourage the further processing of
Jamalcan primary products. The obvlous exception to the capital Intenslve
deslgnatlon is food processing especially of tropical produce. Although
the consultants would reconmend that such a facillty be encouraged to
locate In the Zone, we recognlze that structural problems Inherent in the
Jamalcan agrlcultural scene lImit the potential of this sector.

Table 3 .14 Identifies some of the major non-traditional ltems whlch are
currently being exported. The consultants could not obtaln accurate data
on 1974 exports of these products although data ls Included in the Appendlx
consisting of printed lists produced by the Jamalcan National Export
Corporatlon for exports to Canada, the U.K. - U.S.A. and the E.E.C.

shown month by month. There is a wlde dlscrepancy between the Information
on these llsts and the offlcial statistics.
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It Is evident, however, from an examination of the capacity of existing
Jamalican industry, that opportunities both on the export market and
for backward linkages Into the economy for the following industries exist;

Furnlture

Clothing

Travel goods

Cosmetics and Toliet Preparaetions
Medicinal and Pharmaccutical Products
"Toys and Sporting Goods

Imitation Jewellery

In additlon, since the Zone is located contiguous to a major port
facility, there are strong reasons to support the developnent of a major
service facllity for heavy equipment and electronic data processing
machines. Theability of a service and repair organization to warehouse
spare parts for direct incorporation into heavy equipment (which requires
shipment by sea) without import and export controls could make such a
centre of major significance in the Caribbean region, for nulti-national
organlzations serving the entire area.




S

EXPORT OF SOME NON-TRADIT)ONAL

ITEMS

( in Jamalcan dollars )

Clothing
Furniture
Travel Goods

Electrical Machlnery
and appliances

Textiles Yarn Fabrics

Medicinal and
Pharmaceutical Products

Cosmetics and toilet
preparation

Records

Yoys and Sporting Goods
(excluding arms)

Articles of Jewellery
and parts thereof gold,
sllver, others and
Imitation jewellery

6,787,382

3,796,215

23

k,625,344
640,010
221,005

1,342,639
1,105,512

883,993

4,043,217
854,932

650,618

428,297
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ORGAN{I ZATiON AND ACMINISTRATION

Relationship of the Export Trade Zone to the Port Authority of Kingston.

The consultants examination of the administrative and organizational links
which now surround the planning for and operation of the Kingston Export
Trade Zone, led us to the conclusion that steps should be undertaken early
to establish clearly defined arcas of responsibility and zones of adminis-
trative authority, for each of the partners active in the development of
the Zone, Currently there are 3 elements active in the Zone development
program.

The Port Authority, a legal corporate body of the Crown, now has sole

responsibility and authority for the development of both the transhipment
port and the Kingston Export Trade Zone. An examination of the Authority's
duties and functions as defined in the Port Authority Law of 1959 clearly
underlines the prime and major function of the Authority as ''regulating"
operating and Improving port facilities." (See Exhibit 4.1). The law
provides for the Authority to obtain financial resources from both the
Consolidated Revenue Fund of the Island, provided annually, as well as

from amounts the Authority is permitted to borrow itself under Govern-
ment guarantee. It is through these financial provisions that both

capital and operating resources for the Zone are obtained.

The Free Zone Promotion Council Is an agency established under the aegis

of the Port Authority to provide for the participation of representatives

of Crown agencies, private Industry, and commerce in the promotion of the
Free Zone. The Terms of Reference of this Council (see Exhibit 4.2) clearly
ldentify its role ''to plan and develop a program for promoting the Kingston
Free Zone' However, since the Council was formed early in the development
program of the Zone, with aggressive and actlve members, It has developed
Its own perception of Its function, as a senior Advisory and Management
Council for the Zone. Since three members of the Promotion Councll are them-
selves members of the Port Authority, this perceived function Is viewed as

a delegation from the Authority itself.

The Free Zone Management staff is the third, and most recent element in this
picture. This staff, now consisting of Mr.Skeffrey, the Manager of the Zone,
and Mr.R.Woolery, Promotion Officer, is made up of appointments to the staff
of the Port Authority, approved by that Authority, and paid from its operating
budget. The administrative efficiency with which the management of the Zone
operates, Is most crucial to the success of the Zone. Partly because of the
diffcrence between defined and perceived roles of the Council, and partly
because of the wider aspects of the function of the Port Authority itself,

the management of the Zone appears likely to be restricted in its freedom

of action, and subject to overlapping jurisdictions.

Evidence of the conflict exists in the resignation of the first Chairman
of the Promotion Counci) during the time of the consultant's assignment
over disagreement with the role the Council was to play.
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The Kingston Export Trade Zone has an important function 1n the natlonal
development of Jamaica. Its success is as important for the economic
developinent of the island, as it is for the viability of the new Tranship-
ment facilities., Mr.Weslcy A. Walnwright, Executive Chairman of the
Jamaica Industrlal Develupment Corporation in a speech to the Jamaican
American Chanber in New York on October 3rd, 1974, said ' The free zone
developnient will provide facilities for light assembly and manufacturing,
warehousing, bulk-breaking, re-packaging and distribution. It carries

all the liberal incentives of a free zore and is expected to put Jamaica, more
than ever before, in the mainstream of internatinnal industry and ccmmerce
and adds a new dimension to the country's attractiveness as a base for
offshore industries'. |If the Zone is to fulfill these aspirations, it

must be able, in both its day to day management and its future development,
to adapt quickly to changing circumstances., Peter Drucker, the noted
American business sociologist defines today's age as one of a ''continuum
of discontinuitics'. The only significant way of being prepared for

such a continuum in a management and organizational sense, is to provide
for flexibility, both in organizational design and management practice.

International practice in the administration of export processing zones,
confirms the need for flexible and in most cases autonomous management of
such facilities. Brendan 0'Regan, Chairman of the Shannon Free Airport
Development Company Limited, of the Republic of lreland in a paper

presented at a UNIDO Working Group Meeting in Panama in September, 1974

sald 'While it may not appear at first sight to be a necessary characteristic
of an Industrial Free Zone, | see one other quality as essential for success.
That 1s, that the Zone must be planned, managed and promoted by a State
Authorlty or State Company which, while controlled in broad policy matters

by the Government (ideally, through a part-time board of dircctors appointed
by the Government,) must be free to act commercially, flexibly, and with

al) the management skills associated with manufacturlng industry itself,

Thls calls for full Government conmitment, and the giving by the Government
of necessary authority to be a carefully-chosen group of competent and
responsible officers'.

Mr.0'Regan's positlon is further amplified by his colleague Mr.Arthur
0'Keefe who in a speech to experts on industrial free zones in Shannon

In March, 1972 said '"In our experience, this considerable degree of
autonomy has ensured the speediest and most efficient type of adminis-
tration. It is necessary that agencles responsible for the administration
of an estate, should be able to function with the type of freedom and
flexibility, which may not be possible in a regular government department.
Day-to-day problems and decislons have to be tackled with the speed and
flexibility, which we associate with a normal commercial business.'" This
belief is not held in Ireland alone but reflects current opinions wherever
successful export processing zones are operating Mr.Teodoro Q.Pena, Chairman -
Administrator, Export Processing Zone Authority in the Philippines in a
paper presented for the UNIDO Working Group In Barranquilla, Columbia in
October, 1974 reviewed the checkered history of the free zone concept in
hls country. The thrust of his study is that only when the prestige,
authority and support of the President of the Philippines was thrown
behind the concept, did it achieve success.
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Mr.Pera says on page 90 of hls paper;

" Work on development of the Zone was considerably delayed
because of various deficliencies in the original enabling
act - no appropriation or capital for development, no
Incentives for Zone enterprises, no management flexibility
for the impiementors. Only the full and continuing support
of the President who appreciated the economic potentials
of the Export Processing Zone made it possible for the
Zone Authority to pursue Its development program.'

With references to other processing zones or free trade zones, the
following is noted.

Baranguilla.

The Free industrial and Commerclal Zone at Baranqullila is a non-profit,
autonomous publlc establishment. It Is administered by a Board of
Directors and a Manager subject to the supervision and control of the
Comptrollier General of the Republic of Colombia.

Colon.

The free trade zone operates as an autonomous agency of the Government
of Panama. 1t Is administered by a manager appointed by the President
of Panama and board of directors comprised mainly of buslinessmen
active In Panama.

The key adjectlives used to describe the management of successful export
processing zones are thus ''autonomous'' and ''flexible'. in our opinion,
there are speclal factors In the Jamalican situation which further support
the ldea of a flexible, autonomous Zone management. Some of these are

as follows:-

1. The flnancial management of the zone over a 20 year period

at the current proposed leasing rate will result in the Zone

beingin receipt of major capltal or debt equity from Govern-
ment for several years. Independent or semi-autonomous
status would permit strict accountabiiity.

2. The management of the Zone will be expected to eliminate
blockages and to speed processing of applications of
prospect ive Investors throughout a large number of Govern-
ment ministries and agencies. The chief executive and

operating officer must have the authority and the opportunity

to undertake such activities at the most senior levels of
Government. His access to these levels is best assured

through the establishment of an autonomous management agency.
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3. The operating style of the Zonc must be such that it ensures
flexibility and inspires confidence among the pragmatic business
men who will be Investors In the Zone. This style cf manage-
ment will be achieved when the zone has administrative freedom
to hlre and fire, and to enter into contracts or terminate the
same, without refercnce to the day to day impact such activities
would have on the financial and agministrative capabilities of
another agency or authority.

L, it is apparent, that the creation of a separate agency to
administer the Zone would ease the fegal problems now associated
with proper legislation for the granting of special taex and
fiscai lIncentives.

The view that the Zone should be adminlstered by an agency separate In
finance and Management from the Port Authority is also supported by the
UNIDO spccialist Mr.P.F.Ryan In his memo to the consul tants of March 12, 1975.

The support for the positlon that the zone Authority should oniy be a
department of the Port Authority lles in two areas,
1) the saving of administrative costs by sharing of service functlons
2) the financial commitment already undertaken by the Port Authority
in the preparation of the land for the Zone.
It is evident that it wlll be simpier to administrate the entire transhipment
and zone facility as one financial unit, then separate them under twodifferent
administrations. The financial Plan used to support the original request for
the foreign loan was established on the basis that the leacing of buildinas
within the Zone wouid provide some of the cash fiow necessary to finance and
adminlster both the Zone and the Transhipment Port.

Recommendations.

Redma would recommend In spite of the close financial linkage between the Zone and
Port,the estabiishnent of a separate, semi-autonomous agency to adminlster
the Kingston Export Trade Zone. The Agency should be separate So as to
permit immediate and direct access by the senior executives of the agency
to other Jamalcan government institutions on bchalf of Zone interests.

It Is defined as scml-autonomous becausc the major equity in the Zone is
held by the Port Authority, and thus the Zone Agency must be subject to
annual budgetary revliews by the Authority. The Agency would have the same
financial powers as has the Port Authority (i.e. the ability to incur
debt) but In the Initlal years at least these powers would be derived from
the Authority and subject to its approval, at annual budget reviews.

It is apparent that this establlshment would require the preparation of
special leglslation. The recommended information to be Included In such
leglslation 1s found later in this report.
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Redna recommends that a Board of Directors be estabilshed for policy
direction and controlof the Zone, and that it be composed of nine members.
The Chairman and four other members would be appointed by the Minister of
Public Utilitics, Communications and Transport, two members by the Minister
of Industry, Tourism and Foreign Trade, one by the Minister of Finance and
one by the Jamaican Manufacturers Association. The General Manager of the
Trade Zone Agency would sit as a non voting member of the Board.

Redma would recommend the appointment of three members of the Board, plus

the General Manager of the Agency as an Executive Committee to provide more
frequent policy direction to the activities within the Zone. The General
Manager would chalr this Conmittee whose major task should be the preparation
of multi-year management and financial plans for the further development

of the Zone.

Redma would rccemmend that the position of General Manager of the Kingston
Export Trade Zone be recognized as the level of responsibility of a

Permanent Secretary, and that hls relationship with other government agencies
and ministries be at this level.

Redma would support as an interim step, while this organizational framework
Is being established, the Identification of an Export Trade Zcne Advisory
Committee consisting of the General Manager of the Zone and four other
individuals, two of whom would be members of the Port Authority and two

of whom would be drawn from other Government ministries and agencies,

most likely the JIDC and the JNEC. The General Manager of thc Zone should
chalr this Committee, and should seek to Involve the members of this
Committee In the preparation of a multi-year management and financial plan
for the Zone for presentation to the Port Authority and Government.

The primary task of the Free Zone Promotlonal Council should be confirmed
quickly as promotion. Redma would recommend that this Council be asked

to prepare under the guidance of the Zone management a promotional program
for Europe, Canada the U.S.A. and Japan which dovetails into the promotional
sctivities of JNEC, JIDC and the overseas activities of the Ministeries

of External Affiars, Foreign Trade and Tourism. This plan should Identify
clearly what function each of the agencies and business enterprises
represented on the council can do to support the Zonc.

Proposed Management Structure of the Kingston Export Trade Zone.

Figure 4 on the following page Identifies in an organigram the proposed
management structure Redma would recommend for the Export Trade Zone
Agency. It provides for a basic initial complement of four executives
and seven office staff positions, but makes provision for the addition
in 1976 of an additional executive and three additional maintenance and/
or clerical staff positions,
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The Pianning and Marketing function identified in the organlgram will be
concerned with the general promotion of the Zonec, and wlth the co-ordination
of special analyses of the bencfits of locating In the Zone prepared for
specific''targetted’' Industries and investors. More will be said about

this function later in the report, but it wlll be concerned speciflcally
with;

1) marketing of the Zone to industry.
2) planning and rescarch to identify investors
3) gencral publlcity and promotion.

The Zone Maintenance function wlll be concerned with the general maintenance
and protection of the Zone buildings and propertles and the supervlision of
further construction within the Zone. It will undertake also to supervise
physical planning of futurc extensions of the Zone, working in close

harmony wlth the Planning and marketing function which would set growth
targets.

The function of the Adminlstrative and Financlal Services section would
be to provide such services tor the Zone Agency and to assist Zone
investors In the recruitment of financial and adminlstratlve staff for
their own operatlons. It wlll provide;

1) Internal financial & staff adminlstratlon
2) Trainlng and staff supply.
3) Labour relations counselling.

The Zone Certiflcatlon and Audit function wlll undertake the auditing
of the financial records of the investors in the zone both to ensure

the adherence to Zone and Customs regulations, as well to provide
certificatlon of Jamaican labour and materlal content added in the
manufacture and processing of goods within the Zone. This service would
work most closely both with the Coilector-General of Customs and the
Jamalca Natlonal Export Corporatlon, relying on such agencles for advice
and counsel,

It must be remembercd that each of these functlons must have a vital on=

going relationshlp with the industrial cilents In the Zone. Each Manager

must recognlze hls major responsiblility in providing swift and capable

service to meet the needs of the Industrialist, whether 1t be In labour

 negotlatlons, supply of training offlcers, or in the provislon of trade
data.
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Redma would recommend that the following positions be allocated immedlately
and filled as qulckly as possible during 1975.

General Manager ( already appointed)
Manager, Planning and Marketlng

Manager, Zone Maintenance

Manager, Administrative and Financlal Services.,

Secretary/Typist - 3
Clerks - 3
Office attendant - ]

During the years 1976 and 1977, It is recommended that financial planning
and budgetting for the Zone permit the :mployment of the following staff:-

1976 -  Manager, Audit and 2one Certification
tleric (1)
Maintenance Staff  (2)

1977 - Speclalist, Industrial Promotion
Accountant
Clerk Typist (2)

Adninlistrative Relatlonships with Other Agencles.

The management of the Zone will have to establlish, as It already has begun
to do, close day by day working relationships with various government
ministries and agencles to permit qulck action on behalf of potential
investors. Most of thesc are identified in a separate chapter of thls
report, but special reference should be made here to the Ministry of
Industry, Trade and Tourism and the Jamalca Industrial Development Cor-
poratlon., The role of the Zone is to enhance the industrial development
of the natlon, and every effort must be made to ensure that prospective
Investors in the Zonec are not being syphoned off from more appropriate
locatlons, elsewhere in the country which would fit more accurately into
the new strategy for Industrlal growth, The Management of the Zone may
find 1t useful to establish review committees with both of these agencles
s0 as to integrate them clearly and logically into the full development
of the Kingston Export Trade Zone.
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EXHIBIT 4.1, EXCERPTS FROM THE PORT AUTHORITY LAW
No., 13 - 1959 = KINGSTON,JAMAICA

DUTIES OF THE PORT AUTHORITY,

Item No. 6. It shall be the duty of the Authority,
(a) To regulate the use of all port facllities In a port
(b) To provide and operate such port facilitles and other

facilitles and other services as the Minister may require

(c) To recommend to the Minister from time to time such
measures as the Authority consider necessary or desirable
to maintain or improve the port facilities.

(d) To operate such facilitles as may be vested In the Authority
or to lease them on such terms as may be approved by the
Minister.

(e) To maintain and improve where practicable, such port

facilitlies as are vested In the Authority.

FINANCIAL PROVISIONS ( Part 1V)

Item No. 12. The tunds and resources of the Authority shall consist of:-
(a) Such sums as may be provided annualliy for the purpose
in the Estimates of Revenue and Expenditure of the
istand.
(b) sums borrowed by the Authority for the purpose of

meeting any of their obligations or dlschargling any
of their functlions.

(c) Al} other sums or property which may In any manner
become payable to or vested In the Authority In
respect of any matter incidental to thelr powers
and dutles.

APPOINTMENT OF MEMBERS - SCHEDULE - SECTION 4.

1. The Authority shall consist of not more than 10 members to
be appointed by the Minister, being persons who do not hold offices
of emolument under the Crown In Jamalca and who appear to the Minister
to be qualified as having had experience of and shown capaclity in
matters relating to Industry, flnance, economlics, accountancy, conmerce
or law.
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Exhibit 4.2. Terms of Reference of the Zone Promotion Council

It Is the responsibiiity of the Port Authority of Jamaica to create,
develop and promote the Kingston Free Zone which is closeiy inter-
Vinked and complementary to the deveiopment of the Container/Trans
shipment dock facilities.

As the Port Authorities proceed to provide the physical requirements for

the Zone-infrastructure, buildings, security-steps must now be taken to

plan and initiate a programme of promoting the Zone to attract jocal

and overseas interests to develop manufacturina piant, distribution centre,
warehousing and other conmerciai activities within the Zone. This prorotion
must be undertaken as a national effort and 1t is proposed that both the
Government agencies most concerned and the organized private sector interests
engaged in activities that are related to the operation of a Free Zonc shouid
be primariiy invoived in its planning and execution,

For this purpose the Port Authority is appointing a committee to be known
as the Free Zone Promotionai Councii. Mr. Abe lIssa, C.B.E., has agreed
to be Chairman of the Councii. Mr.George Hoiness vouid be the other
Port Authority representative - with the Chairman of the Port Authority
as an Ex-0fficio member.

The councii will also inciude representatives from the Jamaica Industriai
Development Corporation and nominees of the foiiowing organizations in
the private sector:-

. Jesmaica Chamber of Commerce.

. Jamaica Manufacturers Assocliation

. Jamalca Exporters' Association

. Jamalca Nationai Export Corporation
. Airllines Association of Jamaica

. Shipping Association of Jamaica

. Jamalca Bankers' Association

-~ OV B\ N —

1t is expected that each participating organization will make available,
for achieving the promotional objectives of the Council, the full wcights
and scope of its infiuence and such human and organizational resources as
may be avaiiable to it.



Exhibit 4.2. (Cont) TERMS OF REFERENCE.

The terms of reference of the Council will be:-

|
' I, To plan and develop a program for promoting the Kingston Free Zone, }
and to make recommendations for its Implementation.

. 2. To superintend, partlclpate in and report on the implementation
of such programme.

\
|
' 3. To keep the prometional programme under constant review as to ‘

its adequacy and effectiveness, and to up~date it from time
- to time,

In carrying out the foregoing functions the Councl] would be expected:-

(a) to Identify categories of industries that are tradltional lead
investors In Free Zones and gear the promction to immediately
attracting firms, both local and overseas, which are engaged
in such Industries, to the Kingston Free Zone;

(b) to ldentify other categories of Industries which could gain
advantage from locatling on the Free Zone and devise ways and
means of getting them to locate tnere;

(c) to evaluate as regards categorles of Industrics and individual
firms the advantages to such industries and flrms in locating
on the Free Zone;

(d) to Inform, interest and attract potential Free Zone investors
at & rate consistent with the potential for developing the
facllities.

The Councll wil)l be serviced by the Port Authority and through Its
Chairman and secretariat will report regularly to the Port Authority.
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MARKET ING AND PROMOTICN PLAN FOR THE ZONE.

The Reasons for International Investment in Developing Countrles.

No one active in International development needs to be reminded that
the world is currently re-orienting its relationships Into a new
economic system. It was perhaps dramatized most clearly in the
Declaration on the Establishment of a new Internatlional Economic Order
adopted by the UN General Assembly on May 1, 1974,

The Impact of tnis Declaration and the Prograbof Actlon proposed with

them on the Metropclitan countries of the worid has been dramatic, not only
because of the validity of the objectives, but because the developing

world has recognized its own economic power, as expressed In 3 dimensicns;

2) as the source of scarce resources
b) as the market piace for products for the developed world

c¢) as the source of low cost labour

The calis for a new International Economlc Order are efforts to redefine
new economic values, for the above 3 elements already so hlghly valued by
manufacturers and consumers in the deveicped world., Table 5.1

on the following page, illustrates for example, the signlficance of speciflc
mineral resources in the American economy, and the percentage supplied from
deveioping countrles,

The importance of developing countrles as market places for the developed
economies has always been recognized in the developed world, cspecially

in the corporate boardroomsof the major multi-national concerns. Indeed,
most of their resources wlthin the past 10 years have been extcnded towards
creating a ''Global Supermarket' in which a bottle of Coke, a Revlon tube
of iipstick, or Sony tape recorder meets the needs of any consumer In the
world, be he in Zambla, Indonesia, Jamaica or Canada.

Most major investments in industrlal processing made in developing
countries are undertaken by firms from the metropolitan countrles to
estabi ish or protect regional and national markets. A study of more

than 100 leading U.S. manufacturing companies undertaken by the American
Industrial Conference Board in 1966 entitled''U.S. Production Abroad and
the Baiance of Payments =- A survey of Corporate Investment Experience,
demonstrated that marketing strategy was clearly the most dominant element
In overseas investment decision., When the investor was asked what makes
a ''good investment opportunity', their replies Invariably referred to
marketing opportunities rather than anticipated rates of return. In short
the aim of most of the hundred companies covered in the board's survey

was to sell more rather than to earn more. If a country offered highly
attractive marketing opportunities companies are prepared, up to a point,
to accept difficult and restrictive Investment conditions.
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TABLE 5.1 PRESENT AND PROJECTED [MPORTANCE OF THE

PEVELOPING__ WORLD TO THE U.S.ECONOMY

AND_ITS GLOBAL CORPORATIONS.

1. INCREASING U.S. DEPENDENCE ON iMPORTS OF STRATEGIC MATERIALS.

% Imported from

Developing
Y Imported from All Foreign Sources Countries
1950 1970 1980 2000 9
Bauxite 64 85 96 98 95
Chromlum n.a, 100 100 100 25
Copper N 17 34 56 b
Iron 8 30 55 67 32
Lead 39 n 61 67 32
Manganese 88 95 100 100 57
Nickel 9k 90 88 89 7
Potass | um 13 h2 47 61 n.a.
Sulfur 2 15 28 €2 n
Tin 1 98 100 100 9%
Tungsten 37 50 87 58 37
Vanadlum 2k 1 32 58 ko
2inc 38 59 73 84 21
Taken from Global Reach - Page 126

Authors: Richard J.Barnet and Ronald E.Muller
Publishers: Simon & Schuster, 197k,
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In recent years, a new factor promoting Investment In developing countries

has appeared. In a recent book '' The Multinationals' by Christopher Tugendhat,

Pelican Library, the author makes the following statement;

Y The main reason why most U.S. companies have expanded abroad 1s

thelr desire to capture foreign markets; but in some industries the time

may be approaching when companies go abroad in order to establish low
cost facilities with which to suuply the American market."

That this has already occured is amply demonstrated by the following
changes in the structurc of global trade patterns in manufactured goods,
documented in the Industrial Development Survey published by UNIDO for
Its Second General Conference held In Lima Peru 1n March, 1975,

From 1965 to 1971, these changes were identlified;

1. The exports from the developing countries of all manufactured
goods to the developed market economies rose from $4.2 billion
dollars In 1965 to $8.3 billlon dollars in 1971,

2. In 1971, such imports from developing countries accounted for
19.2% of all Imports of manufactured goods into the developed
market economies,

3. In 10 selected developing countries, exports of all manufactured
goods to a seclected 11 developed market economles rose from
$1.7 billion in 1965 to 4.5 billion In 1974, *

4. In an analysis undertaken of the exports of these manufactured
goods from the 10 selected developing countries, more than 60%
were identificd as labour intensive.

It Is easily explained why production transfers to developing markets
are occurring with such frequency, and why industrial production in
developing countries has risen so quickly. Table 5,2 compares hourly
wage rates In selected industrles in developing countries with those
in the U.5.A, Table 5.3 ident1fles average hourly carning by
Industry in Canada in November, 1973, In Canadian dollars. Table 5.4
shows current hourly earnings of assembly workers in American seml-
conductor plants abroad.

Reference. The 10 selected developing countries were:-
" Hong Kong, India, Republic of Korea, Mexico, Singapore,
Pakistan, Brazil, Argentina, Egypt, lran,.

The 11 selected developed market economles were:-
Australia, Belgium, Luxembourg, Canada, Germany, France,
Italy, Japan, Holland, Sweden, the U.K. and the U.S.A.
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TABLE 5.2
DIFFERENT 1AL HOURLY WAGE RATES * IN SELECTED INOUSTRIES

DEVELOPING NATIONS VS, U.S.A.

Average tourly Rate
(in us dollars)

Developing
Nations U.S.A.

Consumer electronic products.

Hong Kong 0.27 3.1}

Mexlco 0.53 2.31

Taiwan 0.14 2,56
Office Machine Parts.

Hong Kong 0.30 2.92

Taiwan 0.38 3.67

Mexico 0.48 2.97
Semlconductors

Korea 0 33 3.32

Singapore 0.29 3.36

Jamaica 0.30 2.2}
Wearing Apparel

Mexlco 0.53 2.29

8ritish Honduras 0.28 2.1

Costa Rica 0.34 2.28

Honduras 0.45 2.27

Trinidad 0.40 2.49

*  Mourly wage rates for a gliven country and the U.S.A, are for
comparable task and skill) levels,

Taken from Global Reach - Page 127
Authors: Richard J.Barnet & Ronald E. Muller
Publishers: Simon & Schuster, 1974,
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JABLE 5.3
' CANAD A

AVERAGE HOURLY EARNINGS BY INDUSTRY - NOVEMBER 1973,

HOURLY EARNINGS

| DOLLARS .

‘ Mining, including milling 5.01
' ‘ Manufacturing:

Durable goods §,28

. Non-Durable goods 3.64
Construction:

Building 6.18

Englinecring 5.56

Other Industries

Urban transit §.84
Mighway and bridge maintenace 3.43
Laundries, cleaners and pressers. 2.34
Hotels, restaurants and taverns, 2.4

A1) figures In Canadian Dollars.
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TABLE 5.4
AVERAGE [HOURLY EARMINGS * (excluding overtime) of ASSEMBLY

WORKERS EMPLOYED IN U.S.

SEMICONDUCTOR PLANTS IN VARIOUS CENTRES

Sources: -

]

ALL FIGURES 1IN U.S. DOLLARS,

Hong Kong
Talwan

S ingapore
Korea
Malaysia
Philippines
Mauritius

1971

0.28
0.1h
0.29
0.26

19724 Increase ¥
0.60 14
0.40 186
0.57 97
0.40 Sk
0.37 -
0.20 -
0.17 -

(1) U.S. Tariff Coomission: Economic Factors Affecting the
use of Items 807.00 and 806.30 of the Tariff Schedule

of the United States, Washington, 197C.

(2) Chin-Yuan Hin: Industrialisation In Talwan

1946-72, Praeger, 1974,

Includes fringe benefits.
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In the consuitants opinion, as was expressed in Chapter 2 of this report,
the Kingston Export Trade Zone can be marketed to prospective Investors
a8s an answer to ali 3 of these reasons for Investment from abroad, but in
the following priority:-

First As a source of lower cost labour for production.

Second. As a production centre for the service of a regional
or hemispheric market.

Thirdly As a location offering access to specific resources
and raw materials.

Promotionai material and marketing approaches should reflect these
reasons and this order of priority.

Proposed Approach to Prospective Investors.

Experienced industrial promotion agencies active in the search for
internationai investment for production facilities, usualiy identify
b steps In the marketing process as follows:-

. ldentification of Investment features
. Promotion of these Features

. Selection of Prospective Investors.

. Negotiation with the Investors.

Redma would propose that the Zone Agency establish its marketing plan
with these 4 major steps.

Identification of Investment Features.

The first point that must be identified to the prospective Investors are
the 3 generai reasons for investment, and the capability of the Zone to
satisfy them.

1. Lower cost labour,

Table 5.5 Identifies a comparison of labour rates which was
‘put together for a UNIDO conference in October,1974. Aithough
not ali the figures may be compietely accurate they offer a
basis for comparison. Since Jamalca does not have the lfowest
labour rates In the region emphasis In promotional and sales
material must be placed on.
a) comparisons with comparable wage rates in the developed
countries.
b) comparisons In terms of productivity and avaliabiiity
of semi-skilled labour with other lower wage areas.
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TABLE 5.5. ESTIMATED WAGE AND EMPLOYMENT DATA-SELECTED COUNTRIES.

Minimum Fringe Costs Total Hours Hours

Hourly Paid by Hours Employed Employed

Wages Employer Labour Dally Weekly
Costs

(us$) (us$) (us$)
BELIZE .40 N2 .52
CHILE .56 31 .87
COLOMBIA 16 .03 19

DOMINICAN
REPUBLIC .35 .08 3

GUATEMALA A7 A3
HAITI 16 -
|RELAND A2
JAMAICA A2
KOREA .02
MAURITIUS

MEXICO

NETHERLANDS
ANTILLES

NiCARAGUA 1
PANANA .60
PHILIPPINES 18

TRINIDAD AND
TOBAGO .75 s

URUGUAY .25 A3 s 55

VENEZUELA .50 *k 50 + 8 5.5

To. - Above data collected at First International Group Meeting on Industrial
Free Zones under sponsorship of United Nations Industrial levelopment Organi-
zation (UNIDO), at Barranquilla, Colombla, October 5-11, 1974,

20.~ It must be emphasized that wage and cost data are very Impreclse estimates.

b Figures not available.
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2, Production or Service Centre for Regional and World Markets.

As has been explained above, Redma holds the view that most
investment decisions are made on the basis of marketing
strategles. For this reason, we beclieve it is essential

that the Zone manufacturers be able to export both to the
Caricom and to third countries. (To permit this will require
the establishment of fiscal incentives which are in keeping
with the Caricom Harmonization Agreement on Fiscal incentives.
See Investment features number IO.)
it 1s important, however, that the description of this feature
clearly identify the prospects of marketing production from this
Zone to the EEC, the USA, Canada and Japan. Exports from the
Zone to those markets are the primary advantage to the nation.

Avallablility of Resources.

To promote the backward linkages from the Zone into the
.Jamaican economy, the Zone management should emphasize those
raw materials and resources currently available in Jamaica
which can be utilized for the production of goods and services.
Al though a recitation of raw materials avaliable in the country
may be of some benefit in promotional literature, the Zone
management will want to undertake specific research for likely
prospective investors and thelr production processes.

To assist in the definitlon of other features to investment in the Zone,
Table 5. 6 has been included from a study for the Harvard
Buslness Review, ldentifying & corporate rating scale used by one
American manufacturer to quantify the investment cliimate. This scale is
applled to dlst inguish between investment choices but after the intention
to Invest has already been taken. it should be noted that:-

a) free convertibillity is almost twice as important
as foreign ownership restrictions.

b) Polltical stability, foreign ownership restrictions,
discrimination and controls, and history of Inflation
are all relatively equal.

c) tarlff protectlon, and avallability of local capital
are least significant.

d) freedom from Income taxes is not even shown as an
item for rating.




TABLE 5.6
CORPORATE RATING SCALE FOR DETERMINING

A COUNTRY'S INVESTMENT CLIMATE,

Number of Polints.

Iindividual Range for
ltem subcategory category.

Capital repatriation:

No restrictions.

Restrictions based only on time
Restrictions on caplital
Restrictions on capital & Income
Heavy restrictions

No repatriation possible

Foreign ownership allowed:

100% allowed and welcomed
100% allowed, not welcomed
Majority aliowed

50% max imum
Minority only
Less than 30%
No forelign ownership allowed

OO N

Discrimination and controls,
Toreign versus domestic businesses:

Foreign treated same as local

Minor restrictions on forelgners,

no controls.

No restrictions on foreigners,

some controls

Restrictions and controls on foreigners
Some restrictions and heavy controls
on foreligners

Severe restrictions and controls

on foreigners

Foreigners not alliowed to invest
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item individual Range for
sub category category

Currency stability

Freely convertible 20 h-20

Less than 10% open/

black market differential 18

10% to 40% open/black

market differential 1h

b0% to 100% open/black market

differential 8

Over 100% open/black market

differentlal L]

Political stabllity:

Stable long term 12 0-12

$table, but dependent on key person 10

IiInternal factions, but governments

In control 8

Strong external and/or internal

pressures that affect policlies L)

Possibility of coup(external and

Internal) or other radical change 2

IiInstablility, real possibility of

coup or change 0

Willingness to grant tarlff protection:

Extensive protection granted

(ons iderable protection granted,
especlially to new major industries
Some protection granted, malnly new
Iindustries

Little or no protection granted

Avallability of local capital.

Developed capital market; open
stock exchange

Some local capital avallable;spec-
ulatlve stock market

Limlted capital market;some outside
funds (IBRD, AID) avallable.
Caplital scarce, short term

Rigid controls over capltal

Actlve caplital flight unchecked

o 00 O

OoOree o O

0-10
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{tem Individua!l
subcategory

Range for
category.

Annval Inflatlon for last 5 years.

Less than 1% 14
18 - 3% 12
3t - 7% 10
7% - 10% 8
108 -~ 15% 6
15% -~ 35% 4
Over 35% 2

Total

2-14

8 =100

Source: Harvard Business Review: September-October,1969,

Taken from ''The Multinationals'' = pages 206, & 207.
Author: Christopher Tugendhat.
Published by Penguin Books , 1973
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For most export processing zones, major emphasis Is placed on flscal
and tax Incentives designed to lower Installation and operating costs
for new Industries. While the consultants accept these as necessary

to retaining a competitive balance for the Zone with reference to other
areas of location, we beiieve that in today's world of trans-national
corporation and double taxation agreements, such offers are much jess
significant than Is generally thought. Redma would propose that the
Zone management document the following features, for the promotion of
investment in the Zone, in a continuing priority from the 3 mentioned
above.

A freely convertible currency area.
A stable national economic and political scene.

Forelgn ownership encouraged but in partnership with
Jamalcan nationais.

No discrimination or business controls If the flirm operates
within the regulations of the Zone

Productive, easy to train and responsible labour available.

Location on major shipping routes, and proximity to the
Port, and the Airport

Fiscal incentives.

As has already been pointed out, Redma holds the view that
access to the Caricom market, is a reason of major significance
to prospective Investors In the Zone. To permit Investors into
the Zone only If they commit themselves to exports only to
third countries would be to limit the Zone's potential, and
hamper its rapid development. if this is so, the fiscai
Incentives to be applied within the Zone would be limited to
those avallable to Jamaica under the Harmonization Agreement.

Redma Consultants Ltd would expect that treatment of the Zone
os a Caricom territory will resuit In strong objections within
the region, even If tax incentives are only those specified in
the agreement. Regardless of the claim that no incentives are
being offered which are not permitted under Caricom, there Is
an obvious benefit from the fact that manufacturers can locate
In the Zone and import their raw materials requirements on a
duty free basis, and free from import controls. It is essential
agreement should be reached early among members of Caricom on
the treatment of industrial Free Zones established in member
countries. The Caricom market If available to manufacturers
in the Zone wil) be a significant factor for many years.

The Incentives which should be offered to 2Zone manufacturers
are therefore, In the opinion of the consultants, as follows:-
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For = 1) Export only to Third Countries:

= Rellef from income taxes for 10 years
= Partial relief thereafter at 50%

2) Export to the Caricom Market;

= Rellef from income taxes for from 5 to 9 years dependent
on the Caricom content of the product produced, and
on the levei of export profits earned in exports to
Third Countries. (This is in accordance with the Caricom
Harmonization Agreement.)

The following table Identifies the incentives available
In various situations;

Table. 5.7 Maximum Percentage of Income Tax Relief for maxiumum
perlod of years.

Percentage that Carlcom Value Added

Export profits to

Third Country Markets 50% 25% - 50% 10% - 25%
are of all sales.

108 - 21% 25% 25% 25%
213 - W13 35% 35% 35%
ME - 613 114 &5% kS3
61% or more 50% 50% 50%
Years of Income Tax Rellef 9 7 S

The formula used tocalcuiate export profits Is

E X P
S

where: E is the proceeds from export sales for the year;

4 is the profits of the approved enterprice from
all sales of the approved product for the year;

and S is the proceeds of all sales for the year.
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Local Value added means the amount (expressed as a percentage of total
saies of the approved product) by which the amount realised from the
sales of an approved product ( in respect of a continuous period of
twelve months) exceeds the aggregate amount of the followling:-

(a) the value of imported raw materiais,
components and parts of components, fuels and
services;

(b) wages and salaries pald durlng the period to persons
who are not nationals of Caricom States;

(c) profits distributed and remitted directly or indlrectly
to persons (including companies) who are not resident In
any Carlcom member;

(d) interest, management charges and other Income payments
accrulng directly or indirectiy to persons (including)
companles) not resldent In any Carlcom Member State;

(e) depreciatlion of imports of piant, machlinery and equlpment;

This 1s welghted by the wages and salarles paid to natlonals of Caricom
countries as a total percentage of the sales by the foliowing formula

Weighted local value added=
= V(100 + W

100
where V is the local value added

and W Is the figure for wages and salaries paid to Carlcom natlonals
expresses as a percentage of total sales.
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It should be polnted out that this should apply equally

to exports from Zone manufacturers Into Jamaica, as well

as to other parts of the Carlicom market. |f any manufacturer
exIsts however only to serve the Caricom market area he
should be advised that he will not be rellieved of income
tax, unless some exports to Third countries are undertaken.
He will however,recelve the general advantages avalliable

In Jamaica under general Industrial incentive legisiation.
The Industrial incentives Law of Jamaica provides that

for an "approved" product an income tax hoiiday of 7 to

10 years can be given. It Is recommended that this could
sti!) apply to those firms serving only the Jamaican and
Carlcom markets.

fFor non-manufacturing concerns not exporting goods or
services In the Free Zone, the consuitants would recommend
that they be subject to the local rate of taxation on their
activities. We cannot see any validity to the Zone offering
tax advantages to in-bond merchants, or mnarketing offices

of major transnational companies. The already numerous
advantages of the Zone shouid be sufficient to attract

major numbers in excess of the wishes of the Zone manage-
ment to retain a balanced development.

In order to provide examples of incentive schemes applicable
In other Zones, Exhibit 5.1 is taken from the booklet out-
1ining such provisions for the Shannon Zone, and Exhibit

5.2 from & UNIDO report on the Bataan Export Processing
Ione.
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It should also be noted that the above recommendatlons

are not totally in line with those recommended by Mr.P.Ryan
of UNIDO. He would recommend that all Investors should be
encouraged:-

- To export 100%2 of their production.
- To export outside of the Caricom market.
- Not to sell In Jamalca, except for rejects.

He emphasized that failure to adopt such a policy leads to
s sltuation in which foreign flrms are given advantages
(duty free import, tax remission) which enables them to
compete and undercut iocai manufacture:s.

Complete freedom of remittance of corporate proflts

The Zone should be cleariy identified, because of its freely
convertible currency, and its iimited business controis as
an area offering complete freedom for the transfer in and
out of corporate income. Thls will emphasize Its vaiidity
In times of recession and ensure the maintenance of invest-
ments within the Zone.

Jamalca as a pleasant place to live.

Not enough emphasis In the deveioping countrles Is placed
on the attractiveness of the country or city as a piace

to live. Industrial deveiopment promotion specialists

In Europe and North America have for the past severai years,
emphasized as the second most important feature in any
locatlon study for a new industry, the attractiveness of the
srea for the famiiy of the senior executives responsible

for the flrm. Jamaica can of fer unique advantages in this
regard.




5.2.2,

Promotion of the Zone's investment Features.

Having identified the 12 features listed above, the zone management should
undertake as soon as possible a two-fold promotional program to create
an awareness of the potentials offered to prospective investors in the Zone.

Redma Consultants Limited would recommend two highiy successful methods:-

a) advertising in Trade Journais.
b) direct mail promotlon to seiected industrialists.

The first activity (a) will create an awareness of the lone facility in

the mind of potential Investors and the second (b) wilil provide for a

more complete promotion of all the attractions which can be offered,

As an example of (a), we have enclosed copies of 3 recent advertisements
placed by the Industrial Development Corporation of Barbados as weil as one
rather unique one drawn from the European edition of Time Magazine. You
wlill note that ail of these identify clearly the features offered by
investnent within their area. The general advertising program should

be directed primarily to the European and Japanese markets. It should
feature those basic industries identified previously in Chapter 3 as

the most likely to succeed in the Zone, as well as identify the attractions
most likely to reach them.

The second eiement of the general promotion plan should be a direct

mail program, which sends to large numbers of major concerns direct
information concerning the Zone and its importance to industry in the
metropolitan countries. This program should concentrate on major firms
In each of the 9 members of the EEC as well as a similar list of Japanese
transnational corporations., 3 maillings should be designed to be mailed
consecutively at 2 month Intervals.

The cost of this general promotional activity has been estimated to be
approximately Jamaican $75,000 per year. This estimate includes:-

General Advertisements
= ( 2 each in English, French
German and Japanese ) $30,000

Direct Mall Program
= Preparation of 3 malling pieces
in each of 4 languages. $10,000

= 3 mailings to each of

$0,000 addresses !}5,000

TOTAL. $75,000
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It Is recognized that this activity will enhance the attractiveness

of Jemaica asapotential site for investment In general. it Is also
understood that Jamaica Industrial Development Corporation offices

In New York and London as well as the offices of Jamalcan Trade Commissioners
abroad will act as referral points for enquiries. For these reasons the
consultants recommend that the cost of this promotion be shared equally, and
that it be undertaken with the full collaboration of the Jamaican Industrial
Development Corporation.

This program during the first 12 months of operation should concentrate
on the attraction of investors from the EEC and Japan. By mid - 1976,
the North America will again be in a 'boom' economic condition and will
warrant attention. The consultants do not envisage, however, major
Increases in expenditure being necessary

Selection of Prospective Investors.

Although the promotional activities described above are necessary, the
promotion of industrial development sites Is not a process undertaken
with a scatter gun but rather with a rifle. The general advertising
program creates an awareness of the potential benefits offered in the
lone, but a specific selection of the industries most desired within the
Zone must be undertaken by the management of the Zone itself. This
selection of industries requires an understanding of the economic needs
of Jamaica being met by the new industry, as they are reflected in the
satisfaction of those needs by specialized industries.

The consul tants would recommend the following specific "Criteria for
Selection' to be applied to prospective Industries to see If they meet
the needs of the Zone and the Jamaican economy;

a) the creation of employment

b) the incorporation of Jamaican semi-manufactures
or materlals

¢) the potential for export to countries outside
the Caricom reglon

d) the percentage of Jamalcan ownership
e) the length of history of the firm

f) the stage of the life-cycle of the product
to be manufactured
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Exhibit5.3on the following page identifies the proposed application
of the criteria, and the various weights which each are given in an
assessment of the attractiveness of any particular industry.

Every product goes through a 1ife cycle similar to the one shown In

Exhibit 5 4 This 1ifc cycle is based on the observable fact that the
sales volume of a typical product follows an S - curve such as that shown.
During Its introduction on the market a product usually passes through a
low=volume production phase. Then It enters a period of rapid growth

to reach a sales peak at maturity, and then sales gradually decline. Notice
that the profit curve shows a declining rate of growth and absolute decline
before corresponding sales. Of course, each product has its own particular
profile but the average one follows the curve illustrated. In every case
the end is the same - obsolescence and disappearance. Before this happens
a product may go through a series of new life cycles.

Special marketing and production strategies are needed at each stage of a
product's life cycle. For example, in the introduction stage the product

is competing with old goods and, as a result, advertising may be directed
mostly at Informing the public about the uses and advantages of the product.
When the product approaches maturity there will be competition with sellers
of the same type of product, sellers of other products, and threats from
new products.

Marketing mix will aiso vary among the different 1ife cycle stages. For
example, In the maturity stage brand advertising may be mixed with cost
re-duction to make the product more competitive, repackaging to give it
a new competetive status, new channels of distribution to open up a new
market, and other advertising which points out to consumers possible new
uses for the product.

In the stage of saturation, the product is competing with new products,
It Is becoming obsolete, consumers may be getting ''tired" of it, or it
has lost its identity as a result of the expanslon of private brands of
distributors. These conditions suggest a much different mix of marketing
strategies than noted above.

In order to retain old customers, service may be expanded, advertising
may be directed more toward brand names, redesign of the product may be
needed to breathe new life Into it, or it may be abandoned.

Specia) reference should be made to the question of the stage of life-
cycle in which the product to be manufactured Is found. The allocation
of a particular phase during the evolution of the life-cycle itself

Is a highly subjective decision. For example the following identifies
the various stages in the product 1ife-cycle of the television receiver:




CRITERIA:

EXHIBIT 5.3 PROPOSED CRITERIA FOR SELECTION OF INDUSTRY
[N _THE KINGSTON EXPORT TRADE ZONE.

POINTS TO BE
ALLOCATED.

1. Number of new employment
positions created

10
10 - 20
20 - 50
50+

Percentage of Jamalcan
semi-manufactures or

raw materials Incorporated
into the product(see
definition of local value
added in Table 5.7)

10 - 25%
25 - 50%
50% plus

Percentage of exports to
Third countries of total
sales;

10 - 20%
21% - 40
8% - 603
Above 60%

Percentage of Jamaican
ownership

10 - 20%
21 - 50%
Above 50%

«sso/Cont,




Exhibit 5.3Cont. )

5. Number of years the firm
has been in business

less than 2 years
2 = 10 years
More than 10 years

The stage of the iife~
cycle of the product

Phase ). Introduction
Phase 2. Growth
Phase 3. Maturity
Phase 4. Saturation
Phase 5. Deciine

TOTAL POSSIBLE POINTS.
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I electronic components are your
industry, take them down to Barbados.
You'llfind thatusiniq Barbados as amanu-
facturing location canbe more profitable
than a location in Canada. Even when
your final market i Canada.

To put what we're saying into cold
figures, we compared the cost of asscm-
bling semi-conductors in Barbados and
Toronto. This example will give you an
idea of the kind of profits you can make
in your industry.

Our model plant operates in Bar-
bados and occupies 18,000 square feet
of factory space. It uses equipment
which would cost about $1.000.000 to
replace in 1973. It employs 660 persons
in a "two-shift” operation and it assem-
bles over 15 million semi-conductors, of
varying sizes, per year.

Considering the various factors that
involve the manufacture of semi-con-
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ducters In both places, our model com.
pany would realize a tox free savings of
more than $3200,000 a year over a
similar Toronto buscd operation.

What are sorme of the reasons for
thase profits? First, the model company
would be exempt from income tax for the
firsttenyears of its venture. It would be al-
lowed to import duty frec any machinery
or raw material it requires inits manutac-
turing process. It could rent tactory space
at a costlower than Toronto. And exports
to Canada would benefit from the Cana-
dian General Preferential Tanff,

Our model company would also
benefit by the Barbadian workers it
employs. They're skilful, co-operative
and quick to learn. And they have a
Iiteracy rate of 98%

Get in touch with us about taking
your industry down to Barbados. The
better profits are no shock.
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If toys are your industry, 1ake them
~down to Barbados. You'll find tivat using
Barbados as a manufacturing location
can be more profiteble than a location in
Canada. Even when your final market /s
Canada.

To put what we're saying into co'd
figures, we compaied the cost of manu-
facturing toys in Barbados and Torornto.
This cxample will give you an idea of
the kind of prolits you can make In your
industry.

Our mode! plant opcrates in Bar-
bados and occupies 12,000 square feet
of factory space. ltuses equipment wiich
- would cost about $1,000,000 to replace
in 1973. It employs 87 persons and 1ts
output is about 875.000 pieces per year.

Considering the various factors thal
involve the manufacture of toys in both
places, ourmodel company would realize
a tax free savings of more than $265.000
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a year over a sirnilar Toronto bzsed
operaton.

What are soma ¢! the reasons for
thase profits? First, the rmodzl company
would be exempt from incone tax for
the firet ten yorre of s venture, itwould
he slowed o imipont duty free any ma-
chinary o raw matenal it requirss in its
manufactuing proccos. It cou'd rentfac-
tory space at a cost lower than Toronto,
Ana exports to Canada wouid benefit
from the Canadian General Preferental
Tariff.

Our model company would also
berefit by the Barbadian workers it~
employs. They're skilful. co-operative
and quick to learn. And they have a
iteracy rate oi 98%.

Get in touch with us about taking
your industry down to Barbados. We
think we've got a proposition you'li want
to play with. ' :
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It pants are your industry, taka ther
down to Be rbnxhr You'lt find thal using
Barbados as & manuiacturing lceation
can be more prefitalls inan a loction in
Canada. Even when your final market is
Canada.

To pul what we're saying into cold
figures, we compared the cost of nanw-
facturing slacks in Barbados and
Toronto. This example will give you an
idea of the kind of profits you can make
in your industry. Our model plant oper-
ates in Barbados and occupics 16.000
square feet of faclory space. It uses
machinery and equiprment winch would
cost about $250,000 (o replace in 1973,
It employs 110 persons and its output is
625,000 pairs of slacks peryear.

Considering the varicus factors that
involve the manufacture: of slacks in both
places, ourmodel company would realize
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ataxiree saving: of murnth=n 8229000
overa sl Torert naved cooration.

What ez nr w Of the renons for
theve profito? Trst the madden company
wWouid be excrigt '(:m meens e fortbe
first ton yorrs of it ventare. ool be
allowedtoimporiduty freo any rachone-
ry Of rev tmateriah it iegures in s mang-
facturing procecs. It cou'd ant faclory
spuce at a cost loacr than If) oo, A
exports to Canadawouia bonel fromthe
Canadian General b mferu..lal Tartf,

Qur model company would also
benclit by the Barbadin workers it
employs. Theyre skiful co-operative
and quick to learn. And they have a
hteracy rate of 96%,

Get in touch with us about taking
your industty down to Barbades, And it
wen't be long before you can pocket the
profits,
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North Rhine: We:stohalic: Prornotes Success
- The NMinisterof Ecoromic Ais in person

now wishes o fed ven wisat qora Biine Sesipiadia can do
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L development n North Rhine W stphain? J

Interested entrepreneurs may now cbitain detailed infarmation
on the subject of economic development and industricl
setlement in North Rhine Westphalia at fisthand: a tape cassette
containing @ persond statement by North Rhine Westphaliars
Minister of Economic Affairs Dr Horst-ludwig Riemer

Along with further importart facts you willearn from the
responsible gtote Minister in person which egional advantages
North Rhine Westphalic offers 1o allindustrial fields, with which
measures the sicte promotes investment projects and in which priority
regions \%ronts from 510 20% of the invested sum are applicable

L may obain this tape cassette free of charge and

postage paid fiom the “Gesellschaft fur Wirtschattsforderung in
Nordihein-Westfalen' an instrument of the siate which gives
enterprises individud and unburecucratic advice on all questions
concerning the choice of location.

Gescllschaft flir Wintschaftstifir'erung
In Nordrirein-Viesttaien mbid

4 Dusseldor], Konigsallee 100, Telephone 024 370529 Tolex 8587 830
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The evoiution of this cycle began in 1948 and the final phase was reached
in the late 1960's. It has only now entercd Phase Five in the opinion of
some marketing speclialists, but this decline may be more llkely a resuit
of woridwide recession.

Phase One - Introduction of T.V. set = low profits.
- exploration of production methods and market
= low demand

Phase Two/

Stage A - wide demand - high profits
= mass production and marketing

Phase Two/

Stage B - imitators attracted by - falling profits
high profits enter market
= dramatic Increase In supply

Phase Three
= rush to new markets - rising profits

abroad as export from

home base

Phase Four/
Stage A -~ imitators In foreign - falling profits
markets, with lower labour
costs enter markets abroad,
and then enter home market
of pioneers.
= Increased competition In
overseas and In home market

Phase Four/
Stage 8 - original pioneers now - stablilizing profits
seck low wage areas to
supply domestic and over-
seas markets until basic
manufacturing costs
become stable internationally

It Is Interesting to note that the major impact of the development of the
T.V. product life-cycie on export processing zones did not occur until

Phase 3 and Phase h. This suggests that the future economic prospects for
Zones concentrating on T.V, assembly wili be limited. Zone management

must be careful in Its assessment of products whose life-cycie Is already

In Phase b, because whereas some products may have had 1ife spans of 20 years
today there exist specific examples of very short life-cycies. The hand-
held electronic calculator was introduced in early 1971, and it has now
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entered Into Phase b, of its life-cycle and may already been Into Phase 5,
all In the space of § calendar years. Already more than 60% of the world's
product ion of such electronic calculators is undertaken in low-wage export
platforms, such as export processing zones,

In addition to the application of specific criteria to particular industries
to see if they match the objectives of the Zone, It Is also Important to
understand the marketing and Investment strategy which Is followed by the
selected Industry. This strategy represents the view of the world held
by the firm, and it Is Important to appreclate this view In the specific
negotiations which led to their Investment in the zone. In this regard, &
useful scheme exists to characterize the approach of “lrms to the world
market place called EPRG. This framework identifies four types of attitudes
or orientations toward internationalization that are assoclated with succes-
slve stages in the evolution of International operations - ethnocentrism
polycentrism, reglocentricism ( a regional orlentation), and
geocentrism ( a world orientation). These attitudes are assumed to reflect
the goals and philosophies of the company with respect to International
operations and to lead to different management strategies and planning
procedures with regard to international operations.

In the ethnocentric phase, top management views domestic techniques and
personnel as surerlor to forelgn and as the most effective In overseas
markets. As the company begins to recognize the Importance of Inherent
diffcrences in overseas markets, a polycentiic atiltude emerges. The
prevalent philcsophy in this stage is that local personnel and techniques
are best suited to deal with local market conditlons. This frequently
gives rise to probiems of co-ordination and control, resulting in the
adoption of a reglocentric position. Reglocentrism recognizes regional
commonal ities and leads to the design of reglonal strategies. At the
extreme, this orlentation may lead to geocentrism which Is characterized
by the attitude of 'the best man for the job'' irrespective of national
origin.

in the ethnocentric company, overseas operatlons are viewed as secondary
to domestic operations and primarily as a means to dispose of 'surplus'
domestic production. Plans for overseas markets are developed in the
home offlce, utilizing policies and procedures identical to those
employed In the domestic market. Overseas marketing is most common |y
administered by an export department or international division and the
marketing personnel is composed primarily of home country nationals.

No systematic research is conducted overseas, and no major modifications

are made to p.oducts sold in overseas markets. Prices are calculated on the
same basis as in the home market, with the addition of overseas distribution
costs. Promotion and distribution strategles are simiiar, to the extent
possible, to that employed in the home country.
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In the regliocentric and geocentric phases the company views the reglon or the
entire world as a potentlal market, ignoring natlonal boundaries. The firm
develops policles and organizes activities on a regional or world wide baslis,
Marketing personnel Include people from the reglion or from any country of the
world. Standardized product lines for regional or worldwide markets are
developed, and pricing Is established on a similar basis. Promotional pollcy
Is developed regionally or worldwide to project a uniform image of the
company and its products. Regional or global channels of distribution are
also developed.

The deslrability of the particular international orientation - E.P.R or G
seems to depend on several factors: the size of the firm, experience in

a glven market, the size of the potential market, and the type of product
and Its culturai dependency.

Slze of Firm: For a small firm, the most desirable approach is likely to
that assoclated with ethnocentrism ~focusing on overseas customers

who have needs and interests simllar to domestic customers. Larger firms,

on the other hand, are more likely to have adequate resources to investigate

overseas markets and to find It economical to adopt a poly-, reglo-, or

geocentric approach.

Experience in Overseas Markets: For firms just entering overseas markets,

an ethnocentric approach entalls minimum risk, though further development

or Involvement in international markets will rcguire movement to the poly-
centrlc or geocentric position. Similarly, adoption of geocentric strategies
requires considerable knowledge and experience in various different national
markets,

The Slze and Degree of Heterogeneity of the Potential Market: Where the
potential market is small relative to the domestic market

» the design of separate strategles may be uneconomical.
As overseas sales grow, segmentation on a country-by-country basis becomes
feasible. As sales of national segments increase, further segmentation
within each country may take place, and policies aimed at similar segments
within different countries may be co-ordinated on a regional or world-wide
basis.

The Nature of the Product: Products embedded in the 1ife style or cultural

patterns of consumers may be less susceptible to the development of global
policles. For example, personal grooming products and food may have to be
modifled to suit differences In taste. Although the basic appeal Is to
the same needs, a different presentation of thcse appeals may be required.
For Industrial products, on the other hand, there may be no difference In
customer Interests or response.




The most appropriate E.P.R.G. position will, therefore, depend on the
individual company, its objectives, and the specifik market situation.
Whlle some firms feel that the polycentric type of organization Is
currently the most appropriate, the problems associated with thls type
of organization are being recognized. In some cases this results In
Interest In moving toward reglocentrism or geocentrism In regard to
certain types of marketing decisions. In general, however, national
and cu'tural differences are considered to be too great to permlt
substantlal movement toward these positions at least In the near future.

in the selection of particular industries which are to be approached

to invest In the Zone, care should be taken to Identify which description
best flts their strategy. The docket produced for the firm should reflect an
understanding of the firm's approach to market Ing and production.

The consultants would propose that the foliowing steps should be undertaken
in the selection process of speclfic industries.

Beglnning with the recommended Industries ldentified in Chapter 3,
select major firms of a transnatlonal character In each category
for specific promotion. These should be drawn from the EEC, Japan,
and North America.

Based on general economic research, and on specific analysis
for that industry, apply to each of the firms chosen, the specific
criteria recommended above, to identify a welght for each.

As a result of the varlous weights, estabiish a priority for the
direct sales program necessary to attract each flrm to the Zone.

Undertake an analysis of the current stage of International-
development of each flrm using the EPRG framework.

Design a speclfic proposal for each firm, utilizing the criteria
and the understandling gained of its International perspective,
80 as to demonstrate the vaildity of the Zone as an investment
locatlon for that firm. This proposal shouid inciude an
identiflcatlon of ali the benefits and features of the Zone
expressed In terms of the needs of the prospective Investors.

Redma Consultants Ltd would recommend that the Zone management seek UNIDO
assistance in the inltlal phase of thls program, possibly through the
retention of consultants to undertake the specific analysls necessary

to Its completion.

Step 6. The Zone management should undertake to present this special docket
2tep O
of information to the prime decision maker of the company concerned
in person.

For thls reason, the consultants have Included in the filnancial plan an
amount of $5,000 Jamalcan per annum for travel.
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5.2.4. Negotiation With the Investors.

The final stage of activity in the marketing chaln is the actual negotlation
with the prospective investor. This Investor has Indicated his interest as
a result of the gencral promoticn of the Zone, or from the selective pro-
motion undertaken in 5.2.3. In the iatter case, the criteria for seiection
has already becn appiled to the investor in a general way, but now that

the specific interest is aroused, It shouid be recaicuiated to Identify

its benefits to the Zone and Jamalca more directly.

For these purposes, the consuitants have designed a proposed appiication
form to be used to reglster aii Interests from prospective Investors.

It Is found at the end of this chapter as Exhibit 5.6. This form should
be completed by all prospective investors, and on the basis of this
information the criteria of seiection appiied again. In some cases, the
criteria will ijead to saylng ''no'' to some investment proposals because
It has been shown that such Investments are not In the best nationai
Interest. More importantly, however the application of the criteria
offers the Zone the opportunity to decide what the maximum cost of
Incentive can be and thus decide how to depioy incentive resources

on a differentiai basis between Investment projects of different charac-
teristics.

The Zone Management should then undertake fuli and compiete negotliations
with each investor it wishes to attract to the Zone. In relation to each
proposal, there must be close examination of Its soundness-has It
competent management, adequate flinances, assured markets? An Industry
which fails within a few years Is usualiy worse than no iIndustry at all.
Therefore the examination of the proposal to ensure its soundness in
relation to the Zone Is of equal interest to the investor and to the

Zone Management.

The negotiation phese of the marketing of the Zone will Invoive much more
than just the promotional features and advantages identifled In the pre-
ceeding pages. The Planning and Marketing Element of the Zone's organi-
2etlonal structure may be responsible for the phase of negotlation but

It will be essential that it be able to call on readily available expertise
regarding. '

customs
currency control
- labour rates, relations and availability
- training
= bhousing availablitity
= work permits
= banking
- tax legislation

The Consultants would propose the Identification by the Zone management
of key contracts In other Ministries and Agencies who can provide ready
answers.
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The Successful Conclusion to Marketing and Promotion.

The following paragraph Is taken from a presentation made by Mr.D.MacCarvill,
Assistant Manager of the Planning and Research Division, of the industrial
Development Authority In lIreland in a presentation in March, 1972,

" There are three parties to the investment process-the
host country, the investor and ccmpetitor countries. if
one Is to be successful in the attraction of foreign
Investment the interests of ail three partles must be
Integrated Into the process. Traditionaily it Is probably
falr to say that countries tended to look on the needs of
the Investor primarily and to consider their own needs only
broadly. The policies adopted in lreland have been to look
more closely at the country's own needs and the benefits
which will accrue to it and to be prepared to accept in the
extreme that an Investment be lost rather than too high a
price be paid for it. We arc however, conscious of the
compet itlve position, though this is less casy to determine
preclsely, since an investment decision is a mix of con-
slderations, some financial, and others concerned with
Intanglble factors such as political and racial stabllity,
worker attltudes, language etc. 1t Is important however,
to know how one's country Is viewed by Investors as compared
to thelr view of other iocations and to take steps to promote
on & basls which takes account of all these factors.

We believe that this represents the soundest approach to the actual
negotlation with the best prospective investors, and wili ensure thelr
successful development within the Zone.




EXHIBIT 5.1. TAX RELIEF OFFERED AT SHANNON

Tax Relief

Profits attributable to export trade in !rish manufacured goodsare
ellgible for relief from Income Tax and Corporation Profits Tax for a
maximum of twenty consecutive years. The relief granted is 100% remission
from tax for the first fifteen years and part remission a reducing rates
for a following period not exceeding five years. The tax relief period will
terminate in Aprii 1990. Consequently, the perliod of relief to which a
company may be entitled is dependent on the year of assessment for which
the first claim to relief is made. The precise period of relief can be
seen from the following table:-

1ST YEAR
OF CLATH RELIEF AVAILABLE

1970/7 15 years 100% rellef years partial relief.
1971/72 15 years 100% relief years partial relief,
1972/73 15 years 100% rellef years partial relief.
1973/ 74 15 years 100% relief years partial relief.

1974/75 15 years 100% relief year partial relief.

THE RATES OF

PARTTAL RELTEF ARE:
Ist year 802 of the full rate.
2nd year 65% of the full rate.
3rd year 50% of the full rate.
bth year 35% of the full rate.
Sth year 15% of the full rate.

Where the flrst year of claim 1s later than 1974/75, 100% relief will be
glven for each year up to and including 1989/90.

The rellef is In respect of goods manufactured In lreland. it also applies
to the profits of a company undertaking design and planning services in
Ireland In connection with specified engineering work executed abroad.

At Shannon Alrport, special legislation provides that proflts arising from
export business are completely exempt from Income Tax and Corporation Profits
Tax until 1990. Apart from the manufacture or handlling of physical products,
commercial and trading companies undertaking work at Shannon for overseas mar-
kets may also qualify for this tax concession. For example, the Free Trade
Zone may be used as a location for International headquarter-type operations.




EXHIBIT 5.2. INCENTIVES AND ADVANTAGES OFFERED BY THE BEPZ

Tax Benefits offered by the Bataan Export Processing Zone.

- Tax-free and customs duty-free importation
of machineries, equlpment, raw materials
and supplles,

Exemption from the payment of export tax.
Exemption from the payment of municipal and
provincial taxes.

Net-operating loss Incurred Iin the first five
years of operation may be carried over as a
deduction from taxable Income during the

succeeding flve years,

Accelerated depreclation of fixed assets.




EXHIBIT 5.6 PROPOSED APPLICATION FORM = KINGSTON EXPORT TRADE ZONE
INFORMATION REQUIRED FROM PROSPECTIVE INVESTORS,

1.  PRromoting Organization name and address
brief history, sales volume, assets, ownership
If new venture-proposed directors & shareholde:
Jamalcan Interests - 2 of Jamalican ownership

Proposed Activity What kind - to be service, warehousing,
re-packaging, manufacturing,in-bond warehousinc

Products or Service types, description
to be offered

]

Facllity Required. factory space-current need likely expansion
land-specialized facillties required. }

Facility Proposed = to lease factory space or to bulld own faclllty\
If leasing, proposed alterations requlred. !
If bullding - preliminary plans

Equipment Identification of proposed machinery and equip-
ment to be installed, Including price and orligi

Raw Material! and Seml Identify likely volume of annual purchases of
Manufactured Parts raw materlals and parts
orlgin
percentage of value of output these will
represent.

Labour/Emp loyment list projected employment after first full year
of production and proposed expansion - identlify
skilled/semi-skilled/unskiiled needs as well
a3 management personnel. List management
Intended to come from abroad, inciuding skilis
and professional expertise.

Finances identify the proposed investment In terms of
Fixed Assets - Building, equipment, machinery
Operating/Working Caplital
Where will it be raised? What is the proposed
capital expenditure program?
Provide audited financlal statements for parent
organization for past three years.
Submit proposed profitabllity analysis and cash
flow statements for each year proposed In lease




10. Marketing/Distribution identify source of all products warehoused,
Including volumes and likely values,
Present marketing plan for products in terms
of values and volumes for each market to be
served ldentifying separately -

Jamalca

In-bond tourist

Carfcom area

Other Caribbean

U.S.A,

EEC

Japan

Canada

Australasia
Identify buyers for product whether under
contract, or to parent organization or to
company-related marketing agency.

Royalties or Other payments - Will any royaitles, commission or fees be
payable to external interests in the above

sales?

Environmental Concerns -  What effluents will result from production?
What plans does the firm have for waste
treatment or control of emission?
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LEGAL FRAMEWORK FOR THE KINGSTON EXPORT TRADE ZONE.

The Act incorporating the Kingston Export Trade Zone.

It Is currently the opinlon of senior management of the Port Authority,
that a separate act to incorporate the Zone is not necessary. This
arlises from the view that the Zone Is to be operated as a department of
the Authority itself, and that Its financing will be undertaken as a part
of the general flnancing of the Port Authority.

As Is clearly evident from chapter &4 of this report, Redma Consultants Ltd

does not share this view. We believe that the Zone must be separately adminls-
tered from the Port Authority, and although It may accept a financial subsidiary
relationship It must be clearly able to operate in financial independence. Thus
we would recommend the preparation of speclal legislation constituting the
Kingston Export Trade Zone and its governlng agency and identifylng the following
main elements:-

(a) role of the Zone

(b) Identification of the legal rights of the Zone agency including
the ownership of land and bulldings, the ability to lease land
or buildings, the ability to operate facillties and administer
services and the abllity to enter intc legal agreements with
lessees.

(c) the establishment of a Board of Directors.

(d) the identification of reporting 1inkages for statutory and
fiscal purposes.

(e) the creation of an extra-customs area for the purpose of
fulfliling the functions of the Zone,

(f) the provision of statutory regulations for the administration
of the act and the proper functioning of the zone.

We believe that the validity of this recommendation is shared by the legal
Counsel to the Port Authority.

The following articles ident1fy the significant elements of the legislation
required. They are drawn from a review of legislation incorporating similar
zones In other parts of the worid. Zone management has been provided in an
appendix to this report.with copies of such legislation.
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Name

The Act should ldentify its purpose to create the Kingston Export Trade Zone
with the objective of promoting the industrial and commercial development
of Jamalica.

Corporate status.

The Act shouid identify that the Zone will be administered by the Kingston
Export Trade Zone Agency, which wiii be defined as a 'Crown Corporation"
having all the legal responsibilities and authority. As an example, the
following phrase might be used.

" The Agency shall be a body corporate with perpetual succession
and a common seal and power to sue and be sucd in its corporate
name and to acquire, hoid and dispose of land. "

Line of Responsibility.

An article shouid be included to identify that the Minister of Public
Utilitles, Communications and Transport, remains the officer of the Crown
responsibie for the administration of the Zone, although this responsibility
may be delegated to the Board of Directors of the Agency.

Appointment of the Board of Directors.

An article wil) be required delineating the methods of appointment of
members of the Board of Directors. This shouid be in accord with the
recommendat ions made in Chapter 4. The articie might read as foliows:-

‘The Board of Directors of the Kingston Export Trade Zone
shall be composed of 9 members nominated by the Minister of
Public Utilities, Communications and Transport representing
certain interests as follows:-

a) The Chairman and four other members of the Board representing
the interests of the Port Authority, and the transportation
interests of Jamaica.

b)' Two members on the recommendation of the Minister of Industry
Tourism and Foreign Trade to represent the interests of the
Government of Jamaica In Industrial development.

c) One member on the recommendation of the Minister of Finance
to represent the Government's Revenue and fiduciary obligations.

d) One member on the recommendation of the Jamaican Manufacturers
Association to represent the private manufacturing sector.”

Mong Its functions the Board of Directors wili elaborate the budget of the
organization, authorize the acquisition of real estate, etc., approve all
the plans of operations, policles and measures which It deems necessary,

and generally, exercise all the powers necessary or incidental to attain the
purposes of the Law.




6.1.5.

Appointment of Officers,

An article Identifying the respensibility of the Board of Directors to
appoint of ficers of the Agency subject to the approvai of the Minister

of Public Utilities, Conmunications and Transport. It should specify
that the senior position of General Manager includes that he be a non-
voting member of the Board of Directors. Length of tenure, and forms and
jevels of remuneration should also be included to provide for compensation
appropriate to other agencies. It may also be appropriate to identify
certain restrictions applicable both to members of the Board and senior
executives regarding the maintenance of pecunlary interests In activities
benefiting directly from location In the Zone. The Schedule to the Port
Authority Law. 1959 Inciuded as Exhibit 6.1 would be an appropriate guide
in this regard.

The Act should identify that it will be the responsibility of the General
Manager to execute the policy of the Agency to direct its operations and
to manage Its administration, In accordance with the orientations defined
by the Board.

Role of the Zone

An important element of the enabling legislation will be an article defining
the role of the Export Trade Zone. The Consultants would recommend that

the definition of that role, as given In Chapter 2 of the report,should be
framed by the legal counsel, and incorporated within the enabling legislation

Duties and Responsiblilities of the Zone Agency.

A section of the act should identify in relatively loose terminology the
function of the Agency In administration of the Zone. This would incliude:-

« the definition of the Zone as an extra-customs area within a
delimited parameter adjacent to the Port of Kingston,

the ident!iflcation of the Agency as responsible for the administration

of this Zone by;

a) promoting the development of all business activities to ensure
the 2one achleves its role which would include, Inter-alia, the
Introductlion, storage, packing, manufacturing- assembly and
transportation of all kinds of merchandise, raw materials,
equipment and other commercial items:-
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b) constructing bulldings for offices, plants, stores, warchouses
and workshops, in order to develop the operations enumerated
above;

¢) leasing lots of land for the bullding of offices, plants, stores,
warehouses and workshops, In order to develop the operations
enumerated above; and

d) entering Into any type of contracts related to Its activities;

e) Issuing factory and business reglstration and construction
approvalsand pertinent licenses;

f) inspecting plant Installations and working condlitions for
employees;

g) Inspecting products and Issulng pertinent Vicenses or certiflcates
of orlgin;

h) regulating the Import and export of commoditles;
1) regulating of foreign exchange and trade;

J) prevent smuggling and providing the patrol and inspection
for such purposes; and

k) rendering services to industries located in the zone.

It may be approprlate to Identify the role of the Minister of Publlc
Utllities, Communications and Transport In the provision of directions
to the Board of Directors of the Agency to ensure that It adheres to
Jamalcan Government policy guldelines. The following could be used as
an example of an article to provide for this function"

" It Is expected that the Kingston Export Trade Zone Agency will
support and adhere to the general policyof industrial development
of the Government. To assist In thls reyard, the Minlster may
glve to the Agency directions as to the policy to be followed
by the Agency in the exercise and performance of Its functions."

6.1.8. Flinancial Provisions.

An article of the Act wil) be required to identify the source of financlial
resources to the Kingston Export Trade Zone. Since it Is expected that
for the initlal perlod at least these sums will form part of the resources
made avallable to the Port Authorlity, the legislation will require that
these funds be allocated and identifled within the resources of that
Authority.

This article might specify that:-

The funds for the use of the Agency shall consist of:-
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(a) such resources as may be provided annually for this from the
budget of the Port Authority and included for that purpose in
the Estimates of Revenue and Expenditure of Jamalca;

(b) resources borrowed by the Agency for the purpose of meetlng
any of thelr obllgations or discharging any of their functions;

(c) all other resources or property which may In any manner become
payable to or vested In the Agency In respect of any matter
incidental to thelr powers and dutles.

it should also Indicate that the Agency has the power with the consent of the
Minister to borrow money for the purpose of fulfiliing its obiigations.
These loans may requlire the provision of the Government to guarante such
loans as to repayment of principal and payment of interest.

Speclal articies, simliar to those defined in the Port Authority Law
regarding the keeping of accounts, the auditing of these accounts, and
the preparation of an annual report should also be drafted. These
provisions should Include the necessity of tabiing such an annual report
In the House of Representatives.

Regulations

The Act will also require the identification of the power of the Agency

with the Approval of the Minister to make and establish regulations

persuant to the administration of the Zone. The wording of this article should
be such that these reguiations can apply both to the administration internaliy
of the Agency, and to the general regulation of the Zone, Its territory and
occupants,

Function and Duties of the Export Trade Zone Promotion Councll.

It may also be deemed useful to identify within the Act, the function,
duties, and method of appointment for the Export Trade Zone Promotion
Councll. This element, however, should be simple and relatively fiexible,
and should highlight the function of the Council only as a Promotion
Agency.

Regulations for the Administration of the Zone

The Consultants have provided the Zone Management with a complete copy of
the regulations developed by the Talwan Government for the deveiopment and
management of export processing zones. We recommend the study of these
regulations and the identification of those necessary to the administration
of the Kingston Export Trade Zone. The followlng specific types of regu-
latlons will be necessary.
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General Regulation of investors in the Zone.

These regulations would define the activities which would be expected
of each investor in the Zone. These wouid begin with a definitlon of
the investor which would Identify firms incorporated to undertake the
manufacture, processing or assembling of export products within the
zone and the firms engaging in such activities as storage, transport,
loading, unloading, packing, and repalr essential to the course of
production or sales operations of the firms engaged in the manufacture,
processing, or assembling of export products in the zone.

These regulations should identify limitations linposed on such firms. For
exanple in Taiwan the foilowing limitations are applied.

" 1. That the enterprises are established with new investments;

2. That the establishment and operation of such enterprises will
not adversely affect the operation of existing domestic industries
also engaged in export;

3. That the raw materials, semi-finished products, or finished
products of such enterprises can be easily inspected or
regulated; and

k. That the operation of such entcrprises during the course of manu-
facture or production will not endanger public safety or public
health inside the export processing zones. "

The regulations should establish that the prospective Investor must
complete application forms (see Chapter 5) and submit them to the Zone
Agency for screening and approval. The Agency would undertake their
transmission to other Ministries as necessary.

The regulations should identify that such approved investors may hold
and use land In the Zone under lease, and shall in addition to paying
rent in accordance with the provisions of the lease pay their share of
the expenses for development of public utilities, Installations and
facilitles. Plant buildings inside the Zones may be constructed by the
Investors themselves with prior approval or by the Agency for lease.

The regulations wll] specify the requlrement that the approved investor
undertake the contractual requirements identified in the lease for the
faclility.

The regulations should identify that investors In the Zone may undertake
storage, displaying, repacking, processing and manufacture related to

the export sales of raw materials, semi-finished products, and finished
products. Such firms wouid be required to keep ledgers in which itemized
detailed entrics shall be made to record the quantity and value of thelr
Incoming and outgoing commodities for inspection and auditing by the Agency
and customs authorities at any time.
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The raw materials semi-finished and finished products referred to above
may be stored for an indefinite period of time In an export processing
zone. In the case of loss or shortace, reports shouid be submitted to

the Agency to explain the causes of the loss or shertage. The Agency

shall thereupon conduct a jolnt Inspection of the loss or shortage with

the customs authority, and, If It Is found that the loss or shortage is
true and the causes glven are acceptable, may permit a deletion of the lose
or shortage from the books, of the Investor.

The regulations should specify that if an investor falls to satlsfy the
regulations, the Agency may order and enforce his compulsory removal
from the zone within a prescribed period of time In addition to mecting
out penalties In accordance with the provisions of the regulations.

Reguiatlons concerning the entry Into and exit from the Zone of Goods.

Specific regulations should be established for the movement of goods
and material in and out of the Zone. This would Include but not be
limited to the following:-

Entry into and exit from the Zone by all personnel and vehicles
shall be made at speciflc localities designated by the Agency
and shall be subject to the necessary Incpection to be conducted
by custom officers and watchmen and guards,

Bringing of commodities into or out of the zone In violation of
the regulations shouid be deemed as an act of smuggling and the
person who does such an act shall be llable to severe penalties
under the relevant provisions of the Customs Laws.

When goods are brouaht into or out of the Zone, application for
approval shall be filed in advance with the Agency for Inspection

sealing and release of the commodities by customs authoritlies
stationed in the zone and also for supervision and inspection
of the goods in the course of transit.

Except for products for export, all Investors should request the
Agency to Issue a permit for taking any suppllies, commodities

or other articles out of the Zone. The Agency shall keep one copy
of the permit for record and the other copy shall be given to the
applicant. When the articles are being taken out of the Zone, the
guards and customs personnel will examine both the permit and the
articles, and after rclease of the articles, the permit would be
returned by the guards and customs officers to the Agency for
nullification,

When entering and leaving,the Zone all the staff members and
workers of firms set up In the Zone are required © show thelr entry
and exit permit to the quards for examination. |f necessary, the
guards and customs of ficers may search both the personnel and
vehicles.
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All visitors are required to apply to the Agency for issuance of
temporary entry and exit permits before entering the 2one.

When it Is necessary for vehicles operating outside the Zone to
enter it, the operators should request the Agency to Issue temporary
entry and exit permits to them. Such permits shall be returned to
the guards upon departure of the vehicles from the Zone.

A1l firms established Inside the Zone shouid voluntarily exerclse
due supervision of their staff members and workers to ablde by the
laws and regulations of the Zone. Mo finished products, or raw
materfals or the Iike shouid be taken our of the Zone without
approval. The firms will be required to carry out the necessary

- inspection of thelr staff members and vorkers before their departure
from the Zone.

6.2.3. Banking and Foreian Exchange Regulatlons.

Separate regulations will be required to govern the operation of banks In
the Zone and to provide for the operation of a frecly-convertlble currency
area outside of Jamaica. In this regard the following currency and banking
reguiatlions were proposed by an Interministerlal Worklng Party, and are
endorsed by the Consultants,

" a) All banking operations set up within the Zone will be subject
to the Banking Law, the Bank of Jamalca Law and the Exchange
Control Law, and the banks or branches concerned vwould be
required Inter alla to make reports and furnish statements
In accordance with these laws.

b) Branches set up by local commercial banks wlll be able to
collect and make payments In Jamalca dollars in the ordinary
course of business. They will also be allowed to operate foreign
currency accounts for customers engaged In export business in the
Zone but the opening of each account so operated would require
the prior approval of Exchange Control.

¢) Where the branch Is set up by an overseas bank and Is Independent
of any other opcratlon carrled on by that bank In Jamalca, it would
not be accorded ' authorised dealer' status (le.. It would not be
allowed to purchase or sell forelgn currency In exchange for
Jamalcan doilars) but would be allowed to engage In forelgn currency
transactlons In which case It would be able to receive and make
payments In forelgn currency (without converslion to Jamaica dollars)
with reference to Exchange Control,
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d) Any business set up by a foreign-based operatlon would be allowed
freedom from Exchange Control in the sense that they could move
their funds Into and out of the Zone without Exchange Control
approval, They would not normally be permitted, however, to borrow
locally cither from the commercial banks or from other sources.
Where any such business had an expatriate staff it would have
the option of paying them In foreign currency and each member of
that staff would be entitled to operate a foreign currency or
external account with a local commercial bank including any with
'authorlsed dealer' status operating within the Zone.

In the case of local staff, the business would be oblliged to
pay their salaries, etc. in Jamaica currency. The same would
apply to other local persons supplying goods and services and
for this purpose the foreign business would be allowed to
operate a Jamaicandollar account funded from foreign currency
or from an external account if it owns and operates one.

If a foreign-owned business within the Zone should supply goods

to a customer In Jamaica, that business would bc entitled to
reccive foreign currency in payment. (The customer would however,
be requlred to obtain Exchange Control approval to make the pay-
ment). in other words, the transaction wouid be treated no
differently from one which had taken place between a Jamaican

and a supplier In a foreign country and to whom payment is made.

e) Where a business set up in the Zone Is owned and operated by
resldents of Jamaica and |s especially incorporated for operation
In the Zone (for example, manufacturing or warehousing for export)
it would be allowed to operate a retained (foreign currency)
account but thls condition could only follow the granting of
permlsslon by the Exchange Control to the owners (residents of
Jamalca) to make the investment after they had satisfied Exchange
Control with regard to any criteria which may exist for the making
of direct Investments outside of Jamaica.

The busliness could enjoy the faclility of paylng for Its Imports
through the retalned (foreign currency) account but as a condition
to being allowed to operate in the Zone, it would be requlred to
bring "home' In due course, the proflts accruing from the business.

Where expatrlates are employed, the buslness could pay their salarles
In forelgn currency and such employees would be entitled to operate
thelir own external or retalned (forelgn currency) accounts at any

of the commerclal banks In Jamaica including any with 'authorised
dealer' status operating within the Zone. In the case of Jamaican
employees thls concesslon would not be allowed and they could receive
their salarles only In Jamalcan dollars. '
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In a discussion with Mr.M.A.Berry, the Director of Exchange Control for
the Bank of Jamalca, the consultants and Mr.Berry reached the foliowing
tentative points of agreement, which would also have to be documented
as regulations:-

The first of these related to a Jamaican firm wishing to invest

in a manufacturing or warehousing operation within the Zone. It was
agreed that such firms must seek permission under exchange control
legislation to Invest Jamalcan dollars sufficient for the nccessary
capital assets in the new plant. Such requests would be treated

in the normal way as similar requests for Investment abroad. However,
it would be expected that such firms would obtain working capital

and all further funds for expansion from sources of funding outside

of Jamalcan currency control.

Secondly, and with reference to Inbond operators Berry and his
officials were of the opinion that such investments as would be
required for their operation within the Zone (especially related

to the cost of goods warchoused) should be met from outside Jamalcan
currency control. He emphasized that such operations could likely
obtain liberal credit from their suppliers.

Thirdly, it was further agreed that It would be appropriate for all
payment for Jamalcan goods and services to be made in Jamalcan
dollars through banks opcrating outside of the Zonc. Thus cach
Investor in the Zone wouid have to have his own Jamaican currency
accounts outside of the Zone, in Jamalca.

The consultants would emphasize however, that if it Is in the interest
of Jamaican Industrial development to encourage Jamalcan investment In
the Zone, it might be practical to establish siightly more lenient guide-
lines for such Investment as compared to Jamalcan investment in other
countries. One way to do this might be to permit the Jamalcan investor
to convert from Jamalcan dollars Into forelgn exchange sufficient funds
for his initial Investment in plant and equipment plus working capital
required for the first 2 years of operations. If a Jamaican firm Is to
establish a new export business it is logical that it will have to wait
some time before foreign exchange earnings can match overall working
capital requirements. An alternative might be to permit the Jamalcan
Investor to set up a special closely controlled a:count In Jamalcan
do)lars which would be used to pay those Zone expenses such as labour
and raw materia) purchases that can be pald in Jamaican dollars.

Very strict control over such accounts would be necessary to prevent

the abuse of the facility, and probably such accounts should only be
established on a short term basis unti) the operation has an opportunity
to become self financing. Under normal clircumstances a Jamaican
investor in the Zone would not be permitted to draw additional funds
from the Jamaican market after his Intitial investment.
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Banks operating in the Zone would bc expected to operate under the control of
the Bank Act of Jamaica, but regulations will be required under which

such banks can operate without day-to-day interference. Such banke should
be there only to serve the needs of companies operating in the Zone and
should not attempt to c¢stablish themselves as International financlal
institutions transacting business with third countries., In the normal
clrcumstances, companies operating In the Zonc would have Jamalcan

dollar bank accounts in Kingston through which they would pay local
expenses, but funds provided for these accounts would have to come from
foreign exchange. There should be no need for companies or individuals
operating in the Zone to have foreign exchange bank accounts outside of
the Zone. The Zone Agecncy, as part of its contract with each company
operating in the Zone should establish very strict penalties for any
Infringements of the forcign exchange rules of Jamaica or of the Zone.

The Agency would have access to the books and records of all companies
operating in the Zone should the bank of Jamaica or any other agency
suspect Illegal activity. Under normal clircumstances however companies
operating in the Zone should be free to carry on business on a day-to-

day basis without interference from the Agency or the Bank of Jamaica.
Specific clear rules should be established for all Jamalcan Banks operating
in the Free Zone.

The consultants agreed with the Director of Exchange Control that specific
agreements would have to be made by the Bank of Jamaica with each of the
likely investors. Each firm Investing in the Bank would also require a
Jamaican subsidlary which would be liable to legal and financial control
by the Bank of Jamaica. 1t was also clear that the hypothecation of
Jamaican assets by investors In the Zone In return for foreign investment
within the Zone would have to be exanined very closely to ensure that
such a procedure did not provide for the illegal conversion of Jamaican
assets into foreign exchange.

The Director of Exchange Control recommended strongly that all commerclal
banks operating within the Zone be required to bond alltheir employees
against Illegal currency transactions. He also agreed that any commerclal
bank not presently operating in Jamaica should not be alloved to set up
an operation In the Zone unless It could be demonstrated that the present
banks were not adequately servicing the area. He confirmed that It was
the intention of the Bank of Jamalca to set up some special services to
expedite approvals relating to banks operating in the Zone. He also
emphasized that he would be applying additional penalties to ensure
maintenance of close and watchful supervision of the operations of these
banks. It was agreed that loans granted to companlies operating In the
Zone by foreign credit agencies whether forelgn controlled or not, would
not be Included in the credit ceiling as established in October 31st,1969.
He did not agree that reporting requlrements should be any less for

those banks operating In that field, nor that commercial banks should be
allowed to set up and operate service facillties within the Zone.




-131-

In summary Mr.Berry expressed preliminary approval of the idea that a
Jamalcan Investor wishing to invest in an operation in the Zone would

be permitted to convert his Jamalcan dollars Into sufficient foreign
exchange funds for his Initial investment In plant and equipment. The
consultants emphasized that this initial investment should probably

also Include a provision for some working capital for the first year or
two of operation. Under normal circumstances a Jamalcan investor would
not be permitted to draw additional furnds from the Jamaican market after
this Initial Investment. it was confirmed that specific and clear regu-
lations for the operating of Banks wi:zhin the Zone would have to be
established to prevent any kind of tilcgal activity and provide a clear
permission for the Zone management and for the Bank of Jamalca to establish
all forelgn exchange transactions occurring within the Zone.

The consultants also undertook consicderable discussion with the Director
of Exchange Control relative to the application of the import regime on
manufacturers In the Zone. This reglme establishes limits on the Import
of raw materials and semi-manufacturing gcods subject to the natlons
requirements for foreign exchange. The consultants proposed that after

a manufacturer was establlished In the Zone, he be permitted to operate his
business with the Import of raw material from any source including those
proscribed or limited under the import regime established by Jamaica.,

However, the import of the products manufactured within the Zone iInto
either the Caricom or the Jamaican market would be treated as third

country exports unlcss they could satisfy, in their manufacture, either

for reasons of raw material content or labour content, the criteria
necessary to be deslgnated as Carlicom products. |f they could be so
designated, they would be permitted to be Imported as Caricom manufacturers.
Mr.Berry could see no reason to oppose this concept, and thus concurred

in the establishment of regulations to permit this development.

Customs Requlations.

The following regulations were proposed by the Interministerial Worklng
Group and are supported by the consultants as appropriate. They have
been adjusted to flt our recommendations:

7. Subject to any prohlbltion which exlists or may be imposed
by Government and to the requirenents of these Regulations
all Imported goods may without entry for use in the Island

Stored
Loaded, unloaded, releaded.
Packed, unpacked, repacked, refilled, divided, split-up,
assembled, mixed, separated, cleaned, marked or remarked.
Worked, reprocessed or processed,
Destroyed

within the Zone area. Restricted goods landed In the area wlll
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not, for the purpose of this Regulation, be regarded as being
imported into the Island.

Subject to such conditions as may be Imposed by Customs, the
Zone Agency shall have authority over all goods deposited
within the Zone area and over all activitles and operations
within the area. Requests for permission to carry out any

of the operations listed above should be addressed to the
"Agency'' who will grant such permission subject to any require-
ments of the Customs Laws in regard to the handiing of these
goods.

Notwithstanding the provisions above, the following goods may
not be stored In the Zone except as approved under existing
laws:

Firearms and Ammunition
Dangerous Explosives
Petroleum and 0il Fuels
Inflammable materials

All goods landed or taken Into the Zone must be consigned
to & company, person occupying space within the area, the
Port Authority, or the lone Agency.

Goods may be transferred within the area from one approved
occupler to another with the approval of the Agency.

The Agency may take such steps as are necessary to preserve
goods within the Area, whether by removal from place to place
or by storing at the expense of the owners of such goods.

Whenever a process of manufacture which takes place within

the Area, Involves the use of dutiable materials whether local
or imported, and whether the resultant product is for export

or for sale locally, the manufacturer will be required to satlsfy
the Agency and the Collector General as to the quantities of the
‘several Inputs.

Goods intended for sale or disposal within the Isiand may not
be removed from the Area untll the full duties thereon have
been pald and all requirements as to import restrictions are
satisfled. Documentary evidence of such payment must be
produced before the goods are allowed to exlit from the Zone.

No goods may be sold in retall quantities within the Zone.
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10. Samples may be displayed within the 2Zone but may not be taken out
into the island without payment of duty, except where such samples
are deemed by Customs as having no commercial value,

11, Goods, whether for shipment or focal use, must, when being removed
from the Zone be accompanied by appropriate Customs documents app-
licable to Zone transactions and may be subject to check and/ or
examination by Customs at the point of exit.

12, Goods on which duty has been pald or local goods which are liable
to duty may be brought into the Zone for mixing with other goods
within the Zone, subjcct to proper account being taken and to check
by the Agency, and other appropriate authorities.

13. The Agency will controi entry into the Area and .+i11 issue such means
of identification or passes as it deems fit,

14. The Agency will dispuse of goods or property abandoned within the
area whether by destruction or saie and in the case of disposal by
sale, will apply the proceeds to setticment of fees and other charges
subject to approval by appropriate authorities., Any amount remaining
from the procecds may be claimed by the owner within three months of
sale, faliing which It becomes part of the funds of the Port Authority.

1§. Goods leaving the Zone should be in gocd packaged condition and where
damaged or broken will be subject to Customs inspection in order to
determline losses or shrinkages,

16, Losses and shrinkages in manufacturlng processes must be certified
by the Agency.

17. Goods of non-perishable nature may be stcred for unlimlted periods
subject to the payment of fees and compiiance with regulations.

In addition, since manufacturerswill be encouraged in the Zone to under-
take to Incorporate a maximum amount of Caricom content within their
production processes, regulations will be required to identify the

role of the Zone Agency In providing 'certificates of origins' and reports
on levels of''value added' in accordance with the formulas fidentified in
Chapter 5. Here the system used by the Jamaica National Export Corporation
should be adopted, and In the Initial year of operation, JNEC should

likely be requested to undertake the certification themselves on behalf

of the Agency.

Specific customs regulations may be required to deal with the export
of goods manufactured in the Zone into Jamaica. It must be remembered
that the concept of this Zone Includes transhipment, break-bulk and
re packaging, some of which will be for the Jamaican market.
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The Chalrman of the Port Authority made the followling proposals regarding
constralints on these exports to Jamalca from the Zone with which the
consultants agree. They should be included in the draft of customs regu-
lations.

" 1, Al goods manufactured on the Zone, may be exported into Jamaica
If Jamaica Imports such acods from any non-Carfcom Country.
Such exports would be subject to the same terms or conditlons
as If they came from Third Countries.

2. VWhere goods manufactured in the Zone, but not now manufactured
in Jamalca comply with the Caricom value added test (l.e. 51%
Caricom content.) then if such goods are produced In the Zone
by a Jamaican or Carlcom producer, (l.e. @ concern which is
not less than 5!% Jamalcan or Carlcom owned) fts product shall
be allowed into Jamalca on the same basis as Caricom goods are
allowed In Jamaica subject, however, to 3 below. All other
goods produced in the Zone not complylng with the requirements
of this clause, shall be categorized as Third Country goods.

3. Where goods qualify as Caricom goods, are produced In the Zone,
but contain raw materlals, etc. Imported from Third Countries,
and the Importation of such materials, etc., Into Jamalca for
manufacturing purposes, is prohibited or restricted, then such
goods manufactured on the 2Zone, shall be treated as Third Country
manufactures, unless and untli such raw materfals imported from
Third Countries, are replaced by raw materlals obtalned in Jamaica
or from other Caricom Countries.

4. Where any Third Country manufacture is produced on the Zone and
their importation into Jamaica Is restricted, then the Minister
may glve preference for the importation of such goods from the
Zone, rather than from a Third Country.

Work Permit Legislation

Jamalca has in force the Foreign Nationals and Commonwealth Citizens
(Employment) Act of 1964 ( Act 48) under which provisions foreign nationals
are required to seek a ' work permit' to be employed in Jamaica. For this
permit, approval is required by the Minister of lmmigration and an annual
fee Is required. Current fee levels are about $600 per year. The
application of this work permit legislation to forelgn Investors in the
2Zone will do much to slow Its development. If the Government of Jamaica
wishes to prohibit the use of foreign personnel In certain trades or
professions,this should be clearly spelt out and the trades and professions
speciflically identified In the beginning so that each participating com=
pany knows exactly where 1t stands. In princlpal a Zone should not have
any restrictions but this may not be acceptable In the Jamaican situation,




Companies operating in the Zone should be permitted to bring in any
forelgn personnel without work permits for a period of up to & weeks.

A1l personnelworking for more than 8 weceks in any one calendar year couid
be required to obtain work pcrmits, but the Agency should be responsibie
for obtaining these permits on behalf of the investors. No fee shouid be
assessed. The Agency should make cvery effort to simplify the procedures
invoived in obtaining work permits and should speed up the process as
much as possible. It is essential that any Investor in the Zone know
exactly what the rules governing non-Jamaican personnel are from the
beginning. These rules shouid not be changed once they are established,

It is gratifying to note that the Inter-ministerial Working Group agreed
with this position. The regulations they proposed are as follows;

" a) No work permit fees wili apply to foreign personnel
employed in the Zone.

b) Owners of foreign companies and/or their representatives
are permitted to reside in Jamaica so long as the particular
business is operative,

¢) Foreign investors, with not less than 20% of the risk capital
of a company approved to operate in the Zone, are permitted
to reside in Jamaica so long as they are fuli-time employeces
of the above mentioned company.

Technical personnel (cmployees) with skills in short supply
In Jamalca will be allowed residency status so long as the
management of the investor in the Zone satisfies the Ministry
of Labour that the local supply of trained manpower in the
relevant field is unavallable.

e) Zone companies will be expected to empioy local skills,
if avallable. "

incentives.

Separate pubiished regulations wlll be required to identify the various
incentives which will be offered to Investors in the Zone. These incen-
tlves have been discussed in Chapter 5 of this report and do not require
further elaboration. !t should be emphasized, however, that such regu-
lations should provide the opportunity for a fairly wide use of discretionary
power by the Minister and the Agency, subject to clearly defined limits.

Incentives will usually consist of Income, tax, holidays, whose value and
perlod of holiday will depend on;
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number of employment posltlons created
local or Caricom Value added
percentage of sales to Third Countrles
percentage of Jamaican ownershlp

The Lease for Land or Building.

The most critical document used by the Agency wlll be the lease agree-
ment signed with each individual investor. In the appendix to the report
a full copy of the draft lease used by Shannon Free Airport Development
Company Limlted has been included.

For the purposes of the drafting of a standard lease for the Kingston
Export Trade Zone, the consultants recommended that the following ltems
be Included.

a)

b)

¢)

d)

o)

Terms of lease = from a minimum of 1 year upwards, but will
encourage the following minimum terms.

Manufacturcrs .- 3 years
Frelght and/or
service industries == | year

Cost or value = ldentify a schedule of rates according
to term, labour involved, kind of space.

= ldentify the addition of service charges for
estate landscaping, street and lighting main-
tenance, water supply, general maintenance,
adminlistration charges, firefighting services.

A)) to be calculated annually from actual charges proportioned
according to land rented.

Rent schedule of payments = payable in advance (quarterly)

Rent Review = subject to revision every 2 years If term
more than 2 years.
lone Agency = Include a clause defining the Zone agency as

responsible for maintenance of '"export zone'
concept = thus lessee must seek approval,
maintaln records and act generally in accor-
dance with zone regulations as they are promul-
gated from time to time.




in addition the following specific ltems should be included in the
draft lcase;

1. Items must be Included concernlng local government working
safety reqgulations and other factory laws, to ensurc tenant
abldes by such general restrictlons and If modiflcations are
required to censure that they undertake them,

Items must be Included concerning right of lessee to alter
facilities (and for land rentals, or to construct bulldings)
subject to approval of Zone Agency especlally regarding outside
colours, frontage etc. signage etc.

Items must be Inciuded concernlng responsibillty of lessee to
maintaln, clean, and repair all arees leased. Thls may Include
requirements to repalnt exterior every 2nd year and to advise
Zone authority of Intention to undertake major repairs.

Items must be included concerning responslbllity of lessee In
terms of water usage and effluent garbaye treatment.

Items must be Included concerning requirements of lessee to
insure the premises occuplied at a sufficient value so as to permit
the Agency to replace such premiscs If destroyed. This will
Include the prohibition of storage of dangerous material and
will indennify the Agency from public 1iabllity.

Items must be Included concernling limitatlon of external
signs or floodlights which are not approved by Agency.

items must be Included concerning sub-leasing, surrender and
restoration of premlses.

Items must be included restricting use of the premlses to
those intended.

9., item must be included concerning the termination or cancellatlon
of lease and defining the conditlons of the breach of a lease.

The consultants recommended the adaption of the draft leases of the
Jamalica Industrial Development Corporatlons to fit the above requlrements.
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EXHIBIT 6.1 THE PORT AUTHORITY LAW, 1959

SCHEDULE.

1. The Authority shall consist of not more than ten members to be
appointed by the Minister, being persons who do not hoid offices
of emolument under the Crown in Jamaica and who appear to the
Minister to be qualified as having had experience of and shown
capacity In, matters relating to Industry finance, economics,
accountancy, commerce or law,

2. The Minister may appoint any person to act temporariiy in the
Temporary place of any member of the Authority in the case of
the absence or inabiiity to act of such member.

3.(1) The Minister shal) appoint one of the members of the
Authority to be the chalrman thereof.

(2) in the case of the absence or inabiiity to act at any meeting
of the chalirman, members of the Authority present at such
meeting shall elect one of their number to act as chairman at
that meet ing.

k.(1) The appointment of cvery member of the Authority shall be
evidenced by an Instrument In writing, and such instrument shall
state the period of office of the member which shali not erceed
three years.

(2) Every member of the Authority shali be eiigibie for re-
appointment.

at any time resign his office by instrument in writing

addressed to the Minister and transmitted through the chairman,

and from the date of the receipt by the Minister of such

instrument such member shall cease to be a member of the Authority.

(2) The chairman may at any time resign his office by instrument in
writing addressed to the Mirnister and such resignation shall take
effect as from the date of the receipt of such instrument by the
Minister.

6. The names of all members of the Authority as first constituted
and every change In the membership thereof shaii be published
In the Gazette.

7.(1) The seal of the Authority shall be authenticated by the
signature of the chairman or one member of the Authority
authorised to act in that behalf and the secretary of the
Authority, and shall be judicially and officiaiiy noticed.

' §5.(1) Any member of the Authority, other than the chairman, may
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All documents, other than thosec required by law to be under

seal, made by, and all decisions of, the Authority may be signified
under the hand of the chairnan or any member authorlised to act

in that behalf or the secretary of the Authority.

The Authority shall meet at such times as may be necessary or
expedient for the transaction of business, and such meetings
shall be held at such places and times and on such days as the
Authority shall determine.

The chairman may at any time call a special mceting of the
Authority and shall call a special meeting to be held within
seven days of a written request for that purpose addressed to him
by any two members of the Authority.

The chalirman or, In the case of the absence or inability to act

of the chairman, the pcrson elected to act as chalrman in
accordance with the provision of sub-paragraph (2) of the
paragraph 3 of this Scheduie shall preside at the meetings of

the Authority, and when so presiding the chairman or theperson
elected as aforesald 1o act as chairman, as the case may be, shall
have an original and a casting vote.

The quorum of the Authority shall be not less than one-third of
the members of the Authority Including the chalrmen or the
person elected to act as chairman as aforesaid.

Subject to the provisions of this Schedule the Authority may
regulate its own proceedlings.

The valldity of any procceding of the Authority shall not be
affected by any vacancy amongst the members thereof or by any
defect in the appointment of a member thereof.

There shall be pald to the chalrman and other members of the
Authority such remuncration, 1f any (whether by way of salaries
or travelling or other allowances) as the Minister may determine,

The Authority may appoint and employ at such remuneratlon and
on such terms and conditions as it thinks fit, a secretary, and
such officers, agents and servants as It deems necessary for the
proper carrylng out of Its functions:-
Provided that:~
(a) No salary in excess of the rate of one thousand five hundred
pounds per annum shall be assigned to any post wlthout the
prior approval of the Minister;

(b) no appointment shall be made to any post to which a salary
In excess of the rate of one thousand five hundred pounds
per annum is assigned without the prior approval of the
Minister.
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10. (2) The Governor may subject to such conditions as he may Impose,

11.(1)

(2)

approve of the appointment of any officer In the service of
the Island to any office with the Authority.

Provided that in relation to pension, gratuity or other
allowance, and to other rights as a public officer such officer
shall be deemed to be In the service of the Island while so
employed.

No action, sult, prosecution or other proceedings shall be
brought or instituted personally agalnst any member of the
Authority In respect of any act done bona fide In pursuance
or execution or Intended execution of this Law.

Where any member of the Authority Is exempt from Vfabfility by
reason only of the provisions of this paragraph the Authority
shall be liable to the extent that It would ba If the same
member was a servant or agent of the Authority.
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THE PHYSICAL PLAN FOR THE ZOMNE.

Redma Consultants Ltd was not charged with the responsibility for the
physical design of the Zone. This Is in the capable hands of

Hue Lyew ~Chin
Consulting Englneers
b Haining Road,
Kingston 5. Jamalce.

However, the consultants spent several hours with the englncers discussing
the plans for development of the Zone. Coples of blue prints assoclated
both with the layout of the Zone, and with the preliminary design of the
first 5 factory shells now under construction, are Incliuded with this
report. The recommcndat!ons we have made are summarlzed 1n the followlng
pages. These should be cxamlnced with reference to Plate 1.

The original plan for the slte recommended the retention of the lots to
the extreme left of the site, as shown on Plate 1, for commercial
deveiopment. In the oplnion of the consultants this land Is valuable for
deveiopment within the Zone., A good deal of other land exlsts In the
surrounding estate which could be developed for commercial purposes.

Redma Consultants Limited does not recommend that space be allocated from
the Zone at this stage for the provision of commercial facllities primarily
oriented to serve the surrounding work force. As the Internal work force
grows examination of its needs for eatlng, recreatlonal, and commercial
faciiities should be identified and decislons made on the provision of
Internal facilities at that tlme.

The original plan calis for a single entrance to the Zone at the point
now Indicated as the Interim Administration Bullding on Piate I. The
consultants recommend that a site be reserved for future development of
administration and commerclal faclilties at the narrowest point of the
complete site, but cioser to the centre of the full facility. It shouid
be remembered that the Administration building needs to be both Inside
and outslde of Zone perimeters.

The consultants recommended that a iimitation on the amount of leased
factory space be established as shown in Plate 1. The other areas should
be reserved for the constructlon of specific industrlal facilities. Ve
would recommend that of the total initial development (Lots 452 and 453
or that portion illustrated In the accompanying piate) that the foliowing
allocations be made.

Acreage 3
Factories pre-bullt for lease 12.1 24
Land for specialized Development 23.6 46
Land for roads, administration 15.10 30

commercial and other developments
This latter item Is high due to odd shape of the parcel! of land.
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We have Included on the accompanying page an example of “he super block
development principle which Insures the retentlion of flexibllity in the
subdivision of Industrial land. This superblock development provides

for blocks of land 1,200 ft by 1,800 ft. The current plan calls for a
road network at Intervals of 280 ft by 630 ft. For those elements of

the Zone not alrcady deternined by road or service facilities, we would
recommend the Incorporation of a superblock plan, It will permit ecasy
subdivision when the size and types of Industrial faclllitics required are
more clearly defined.

The consultants have recommended that the existing railway easement be
used for the first several years for employee parking. As the Zone
develops and the need for the rallway spur is more evident, parking
facilities can be provided at the permanent comnercial and administrative
centre,

It should be remembered that space for only 2 vehicles will be permitted

at each lcased factory unlt. 't will be expected that most employees

will park outside the Zone. This implies that at the final stages of
development the Agency will be requlred to operate an internal transportation
system.

The Consul tants would recommend that dlscussions be Initiated with the
Raliway authorities, and with cach likely Investor ccncerning the need

for the rallway spur. It appears to be of significant value mostly to
shippers and manufacturers In Montego Bay, who would plan on using the
contalner port If contalners could be shipped by rail from Montego Bay
direct to thc contalner port. Since initlally the rall line will be of
more value to the contalner port than to the Free Zone, costs for the

rall line have not been included in the Zone Budget. Conslideration should
be glven to the way In which traffic arriving at the Port by rail will be
handied in relation to the Zone. The best solution that Redma would recom-
mend is that a speclal gate be installed adjacent to the spur line which would
be locked at all times except when rall cargo was belng off loaded for the
lone. It might be possible to arrange this gate so that fork 1ift trucks
and other equipment could be used to remove cargo from a railway car and
deliver It direct to a Zone manufacturer or warehouse. The consul tants
would not recommend that any Investor be permitted the Impression that

rail service will be provided to his factory door.

For the preliminary perlod, the consultants would propose that a traller
facility be used to house the Zone staff necessary to location directly
on the site. This facillty can be located easily on the first space to
the right or left of the current Zone entrance. It wlll also include
space for customs authoritles, as well as security attendants.
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Redma Consultants Ltd supports the concern of the Zone management to
develop the most aesthetic fencing and Interior treatment of the Zone,
Control of smuggling will be undertaken through flscal measures, and not
by high barbed wire fences. The consultants would recommend that the
following basic criterla be applied to the Zone's internal design;

« The maximum percentage of roads area should not exceed
15% of the park.

- The total bullt arca should not exceed approximately
60% of the area of the lot (land use Intensity 0.6)

= Every worker should have a gross area cquivalent to
100 square feet of floor space.

With reference to the road network the consultants concurs with the basic
design criteria of 24 ft secondary roadways and 50 ft dual carrisgeway
maln roads. Six foot sidewalks are appropriate as designed. The con-
sul tants would rccommend the use of mercury vapour systems for street
llghting at a helight of 20 ft spaced every 200 ft along the roadway.

It appears likely that water supply may be a problem for the future
development of the Zone. The current rule of thumb Is 40 to 100

Imperial gallons per employee per day according tc the type of Industry,
If the entire zone Is occupled at the proposed criteria of 100 sq.ft. per
employce the application of this rule will suggest between 1,130,000

and 2,800,000 imperial gallons per day will be required In the Zone.
(This assumes a Zone working population in excess of 28,000 people.)

The neced for such a water supply will become evident as the Individual
Investors are delinecated, Sewage treatment facilities will of course,
depend on the specific Industrial neceds as well,

Since the final design of the proposed factory bulldings to be bullt by the
Agency had not been determined by the time of the departure of the consul-
tants, only the preliminary designs were avallable. The only comment to

be offered by the Redma team of this design was the need to retain
flexibility in the Interior spacing to permit both airconditioning
(especlally for the pharmaceutical industry) and natural lighting. The
actual design used, however, would be more dependant on cost considerations
than aesthetic ones.
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ANCILLARY SERVICES RECQUIRED BY THE 20MC.

A relatively large number of special services will be required within
the Zone. Althouqgh this report does not attempt to Identify ali the
speclalized agencies vhich will need to be active In the Zone, the
consultants have polnted out certain significant ones.

Fire-fighting Services.

There appears to be only 2 flre stations for the entire Metropollitan area
of Kingston. The closest to the Zone, and Indeed to the Port Itself (with
the exception of a marine flreboat) appears to be almost 3 miles distance.
If the Zone Is to undertake major Industrlal development, It will certainly
be necessary to discuss with the Kingston authorities the locatlion of
fire-fighting services In closer proximity. These need not be on the Zone
Jtself, but could service more adequotely the surrounding Industrial area
by locating a small mobile unit nearby. In the Interim, speclal care will
have to be taken with regard to prospective Investors to minimize fire
risks,

Telex, Telephone and Cable Services.

Preliminary discussions have already been held with the appropriate
Jamaican authorities to provide for rapld communications services. In
the initlal developnent phase, It would be appropriate to request the
Post Office to operatc a small facllity within the interim administration
centre, which could also accept cables and telegrams., Provision for a
full postal station should be made In the permanent administration centre.

Malntenance Services.

The provision of maintenance of all services used in common by the
occupants of the Zone, Including general landscaping, roads, lighting,
and water supply wlll be provided by the Agency staff Itsclf. The
Agency would also undertake the external malntenance of the leased
bulidings.

The lease signed by each occupant should Ident)fy his own responsibility
for the maintenance of bullding Inside, as well as for the repalrs for
any changes or damages which he causes.

The Consultants vould recommend that this malntenance program be contracted
to available Jamalcan concerns untl) such time as It appears advantageous
to hire permanent staff. The Agency would be required to approve any
maintenance contractor employed by an occupant, although It does not
appear necessary to ldent!fy such contractors by a licensing system,




A G eGED SN Gy G TED TN 2 AES TN T s il e e

8.4

8.5.

8.6

8.7

- 147 -

Labour and Training Services.

The Agency wlll be heavily Involved In asslsting prospectlve Investors

to locate labour appropriate to the firm's needs and to undertake

tralnlng programs for labour, taking maxImum advantage of Jamalcan
Incentives for such programs. it is recommended by the consultants that
thls faclllty be represented, In the flrst iInstance, by close co-operation
with the Minlstry of Labour and the Jamalca Industrial Development Cor-
poration. As thc need develops, It may be appropriate for the Agency

to retaln an officer full-time at this task.

tnvestor Related Services.,

There exlsts an undeflned, and inexact need for dlirect asslstance to
prospectlve lnvestors to gulde them through the necessary procedures

to ensure thelr settlement as contented occupants of the Zone. Thls

wll) be the primary function of the Zune Agency, especlally the marketing
element of 1t. it will require close personal contact In all the
Minlstrles affected by this new Investment. It will Involve knowlng
sources and procedures to ldent!fy and obtaln qulckly:-

= exchange control permits
* work permlts

= lImport regime approvals
= medlcal facilltles

* housing

Recreatlonal services.,

Such services are not envlsaged as neccssary in the prelimlnary phase of
development, but centrally located recreatlonal areas must be ldent!fled
as the Zone develops

Canteen Facllltles,

The consultants would recommend that the Agency permlt the entry of an
appropriate number of moblle food vendors to provide canteen faclllities
during the development phase. |f centrallzed canteen services appear
necessary withln the flrst two years of developnent they can be establlshed,
but It Is becoming less and less common In similar 2ones around the world,

Customs Services.

It Is proposed that speciflc arrangements be establlshed to provlde at the
entrance gate and In the Interlm administration centre for 3 customs
officers for the prelimlnary development perlod. Such customs offlcers
would not be responsible for the securlty of the Zone, but the breach of
customs and Zone regulations, It Is expected that such offlcers will be
provided at the cost of the Jamalcan Customs Authoritles and not the
Agency.
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Security Services,

The consuitants would expect that Jamalican Police authoritles will
undertake thc general protection of the Zone, both inside and outside,
Mowever, provision by the Agency exists within Its operating budget

to employ a security service to undertake the maintenance of additional
security at night.

Banking Services and Exchange Control

These are discussed In Chapter 6.

internal Transportation

These are referred to in Chapter 7. It Is not viewed as a necessary
facility for the first 5 years of operation. However, by the end of
that period internal transportation may be required to accomodate the
work force,

Workers Housing

Since the Zone is located very close to the urban areas of Kingston
(within walking distance) no requirement exists for the development
of housing for Zone vorkers,

Power, VWater, Drainane, Sewane and Garbane Disposal

The financial plan in chapter 9 has provided for the infrastructure costs
for the installation of these necessary services, Repayment of these
investment costs are defined in the plan., Eech Investor will be required
to meet the operating costs dependent on consumption or usage. Such
costs wiii be paid directly to the provider of such services, not to the
agency




THE FINANCIAL PLAN FOR THE KINGSTON EXPORT TRADE 2ZOMNE,

Redma Consultants Ltd has undertaken the development of 2 different 10
year cash flow projections for the Kingston Export Trade Zone. One uses
a 102 year to year escalation factor and the second a 20% year to year
escalation factor ( It should be noted thaot Jamaica currently is suffering
from a year to year inflation factor in excess of 20%).

The basic assumption for this flnancing prcgram is that Phase | (whlch
incorporated the existing 14 acre site plus the area now allocated to
commercial actlvity) will all be developed as factories built by the

Zone Agency, and that the balance of lots 452 and 453 will be developed
privately by organizations which wish to build their own facilities.
These total @ll the space indicated in Plate 1. The exlsting plan for
the 14 acre site calls for the construction of 57 huildirgs. On the
assumption that the commercial zone would also be available for construc-
tion of facturles another seventeen buildings are added. In keeping with
the understanding that land should not be brought into the project from
the Port Authority (before it is actually used,)the costs of both parcels
of land have becen allocated in relationship to the time when they wil)
actually be required according to the financial program. This is also the
only way in which the financing costs can be kept down to an affordable
level.

The idea behind the financing program may need a little explanation,
since the major problem is that the debt servlcing burden on financing
becomes much more significant than the actual costs of operation. |if

the project werc entirely financed on a debt basis it appears unlikely
that the Zone could ever reach the point where it could pay any of its
obligations, By using a contribution of equity in the initial years fol-
lowed by debt, Redma has deveioped a 20 year progran during which the
full debt would be repaid, dividends paid on the equity every year, and
approximately $3 million left at the end of 20 years for repayment to

the Port Authority. We have provided a combination of $6 mlllion of equity
with the balance as debt. Another factor whlch should be pointed out is
the arrangements proposed for repayment of the debt. Redma estimates
that the total debt financing requlred wil) be $7.9 million, using an
annual Interest rate of 10% in calculating the cost of this financing.

Redma would suggest that the financing be drawn down as required over

a period of 5 years. No repayment of princlpal would be made until funds
were avallable from the operation for this purpose. According to our
calculations repayment would start in 1983 and the complete loan would

be repayed by i993. We believe such a program is viable as suygested
provided this type of unusual repayment program can be developed for

the dead financing period.
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It must be polnted out that current flnanclal plans for the Zone Integrate
Its development entirely within the financlng of the Port Authority, and

the development of the transhipment port. The above program breaks out

the costs of the Zone to Identify its capability for self-financing, subject,
of course to the Port Authority financing the unused land for the period

It 1s not requlred by the Zone.

The Breakdown of Land In the Zone

The following calcuiations have been undertaken to define the land area
and building space identified in Flate 1. (Since the application of the
Gordon Cay area of land is more than 5 years into the future, it has not
becn included in this financial Plan.)

Phase | (currently) will provide for 57 bulldings. To this has been
added the area along First Road originally identified for commercial
purposes, but now aliocated for buildings to lease. The space provides
for an additiona! 17 buildings. Thece 74 suildings cccupy 17.1 acres.
The remaining 33.7 acres will be available for development as specially
designed buildings. Of this average, 23.6 (307) is usable for factory
space,

This provides for

Pre-bullt factories 747,000 sq. ft.
Specialized factcry 1,467,972 sq.ft

The cost of thls land has been $2 Jamaican per sq.ft. The following
table ldentifies the assumptions made regarding the development of these
spaces over the years, and thus Its allocation to the cost of development,

JABLE 9.1.
Number of Factorles MNo.of Allocation Allocation of
to be build during total of Costs Costs for specialize
year. acreage for pre- Factories (257 each
built year) (Jamaican §)
factorles
1975 10 13.4 $200,207
1976 15 20.3 $303,299 $733,986
1977 15 20.3 $303,299 $733,986
1978 15 20.3 $303,299
1979 15 20.3 $303,299 $733,986
1980 ) S.4 60,681
1981 $733,986
$1,494,084 $2,935,944
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The Estimate of Infrastracture Costs.

The Current plan identifies the following costs for infrastructure

Jamajcan 3
Current quote for secrvices Si7h, 12
Services not included £0,000
Fencing 90,000
Escalation Factor 1975 30,000
Cost of office & furniture _ _30,000
$ 374,312

The useable square feet In that area Is 525,022
Thus the Infrastructure cost
Is 71¢ Jamalcan per sq.ft.

The costs of infrastructure for the second portion of the current
plan would be
71¢ x 1000.000 sq.ft. = §710,000

The infrastructure cost breakdown for the second portion if the
foliuwing assumptions are made:~-

- total cost $710,000
- assume block develogment in 250,000 sg.ft units in
years - 1976, 1977, 1979, 1981

assume that costs escalate each year
TABLE 9.2

1975 cost base with 10% escalation. With 20% year to year
escalation

1976 $177,500 $195,250 $213,000
1977 $177,500 $214,775 $255,600
1979 $177,500 $259,878 $368,064
1981 $177,500 $314,452 $530,012

The Estimate of Building Costs.

it has been assumed that 10 factory units will be bulit every year until
al) such faciiities are completed. The current quote for each unit now
under construction is,

Building $J 65,000

Services,
paving & $J _ 15,000
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TABLE 9.3 BUILDING CONSTRUCTION COSTS (ASSUMING 10% ESCALATIOE)
Year No of units Cost per Total Bullding

buitt Unit(J$) Cost (J$)
1975 10 units $80,000 $800,000
1976 15 units $88,000 1,320,000
1977 15 units 96,800 1,452,000
1978 15 units 106,480 1,597,200
1979 15 units 117,128 1,756,920
1980 & units 128,84 515,364
TABLE 9.4 BUILDING CONSTRUCTION COSTS (ASSUMING 20% ESCALATION)
Year No of unlts Escalated

built Unlt Cost Total (J$)

(J$)

1975 10 80,000 $ 800,000
1976 15 96,000 1, 440,000
1977 15 115,200 ), 728,000
1978 11 138,240 2, 073,600
1979 15 165,888 2, 488,320
1980 L] 199,066 796,262




9.4, Operating Costs.

Redma Consuitants Limited would propose the foilowing operat ing budget;

Staff Salarles. Jamaican Dollars

General Manager 20,000
Planning ¢ Marketing Officer 13,000
Ione Maintenance Manager 10,000
Administrative Manager 12,000
Secretarles (3) 5,000
Clerks (3) 5,000
Office attendant _ 2,000
Total salary budget 87,000

Expense Budget

Promot fon 35,000 () of Total Budget)
Trave! 5,000
Security (1975) 3,000
Office Equipment & Sup. 5,000
Bullding Maintenance (1975) _ 3,000

TOTAL BUDGET 138,000

Due to a start-up lag, the consultants have proposed an allocatlon of
$80,000 of this budget in 1975, but additional expenditures for 1976,
and 1977 of $20,000 cach year.

JABLE 9.5 OPERATING BUDGETS FOR THE AGENCY

Year Addition to Budget with Budget with
Sudget 10% escalation 207 escalation

1976 20,000 173,800 189,600
1977 20,000 213,180 251,520
1978 234,498 301,824
1979 257,948 362,189
1980 283,743 A3h,627
1981 12,117 521,552
1982 343,329 625,862
1983 377,661 151,035
1984 A15,427 901,242




Revenue Projections.

The consultants have assumed the followlng graduated scale of lease
rates which would be applied for the lease of pre-bullt factory space
depending on Its use,

Jamalcan Dollars per sq.ft.

{n-bond merchants $3.00
Warechouse & Distributlon $2.75
Distribution wlth re-packaglng $2.25
Manufacturing $2.00

These rates wculd be applied and modified depending on the employment
generated and the term rcquested. The consultants would propose the

use of graduated rent scale rclated to the number of employecs per

6,000 feet of factory facility. The application form for the investor
would provide space for the applicant to Indicate the expected number of
employees In his facility. Rent would be based on this estimate and he
would be given ayear to work up to his estimated total. He would be
required to report at the end of cach year thercafter the average number
of employees during the year. This vould form the basis for any necessary
rent adjustment., Since the Zone cgency would have the right of access to
all records of companles in the Zone it would be possible to check the
level of employment [f there were any questicn of ite accuracy. As long
a8s the rules for the rent calculatlons are spelt out at the beginning
there should be no dlfficulty In estimatling the amount of money required
for rent. A company will have to relate it3 rent budget to its expected
employment level.

We also recommend the leaslng of land for the construction of manufacturing
facilltles at the concesslonary rate of Jamaican 50 cents per sq.ft.
Escalatlon would be applied at year end depending on Inflationary trends.

Assuming an average leasc rate of $2.35 Jamalcan per square foot, minus an
allocatlon of $0.10 for vacancles, the figurc of $2.25 per square foot

has been used for revenue calculations for pre-built factories. A pre-
bullt factory Is identlfied at 6,500 sq.ft, and 1t 1s assumed that on
average these are lcased on 3 year leases rencwable for a further 3 years,
Jt Is assumed that 8 factorles are built in the flrst half of the year,
and 7 In the second. Based on these assumptlons, the following table
ldentifles projected revenue from such space.




TABLE 9.6

Revenue from Rental Revenue from Rental
(102 Escalation)($J) (207 Escalation) ($J)

1975 $ 36,563 $ 36,503
1976 207,610 212,810
1977 k40,830 471,770
1978 685,750 766,870
1979 965,380 1,172,080
1980 1,233,960 1,617,330
1981 1,309,295 i, 808,88
1982 1,377,545 2,067,260
1983 1,k63,345 2,h21,160
1984 1,518,920 2,677,805

TOTAL $9,239,198 $13,253,533

[ 1 3.2 2 1-$= ¢ 1 4 BESrEBEEEX

With reference to the revenue from the rentai of land, based on a 1975 base
price of Jamalcan $.50 per sq.ft., escalation is applied oniy to the

leases signed the following year 1,000.000 sq.ft of space is completely
rented by 1984, although no land is serviced and ready for leasing until
1976. It is assumed that 50,000 sq.ft Is leased at that time. The
following table identifies the revenve projected from such leases,

TABLE 9.7
Revenue from Leased
Land (Escalation Escalation 20%
10%). _$ Jamalcan __ _ ___ Jamalcan

12.500 12.500
69.000 73.000
140.400 155.800
219.000 254,800
305.700 373.300
400.800 515.800
505.200 687.100
620.100 892.900
746,700 1.140.100




Debt and Equity Financling,

The foiilowing 2 tabies identify the specific financing requirements
caiculations and cash fiow needs we project for the Zone. They underline
the ailocation of specific equity and dcbt charges to the Zone as it is
needed by the demands of the development of the Zone. It should be noted
that by 1980 assuming the pace of development assumed above Is maintained,
the actual operation of the Zone will be self-financing wlthout reference
to financing costs. It will be In 1282 that revenue will nore than meet
financing costs as well, and by 1983 repayment of debt will begln.
Assuming an average operating revenue of $J 1,750,00 per yecar by 1985,

the debt wili be completely repaid by 1993,

It is to be noted that a cumuiatlve equity posltion in the Zone is main-
tained by the Port Authority at $J6,000,000 which interest s serviced

but not repaid. A cumulative debt pusition to the Authority of $J8,000,000
is ldentified by 1981, but thls amount Is both scrviced annually and re-
pald as noted above by 1993, with 10% interest paid annually,

Conclusions.

It is the consultants opinion that although the existence of a fiduclary
relationship betwcen the Port Authorlty and the Agency is a fact, it
should be iimited to an Investment role. The Zone should not be expccted
to finance the entire construction program of the Port. |In this regard,
Mr.P.Ryan of UNIDO makes the polnt as follows:-

"' No attempt shouid be made to use revenues from investors in

the Free Zone to pay off loans or finance other projects.

In fact a Government subsidy will be needed to subsldlzc costs and
to effectively promnte the zone overscas, at least in the first
few years., "

The allocation of the costs of the land to the Zone as they are developed
provides for a iand banking operation by the Authority which can prove
most beneficliai to the Zone.
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