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The topic of my paper today is to put forword some
reflections on investment promotion in the Aradb countries and
how a proper investment promotion approach can play an important
role in the development of free zones there, The Arab countrics
have a population of over 100 million people, with Egypt alone
represcnting 38 per cent., Per capita income ranges from $25,000
in some Arab oil exporting countries, to about 3250 in other non-
0il cxporting countries, As more and morc companies are finding
it profitable and attractive to use "satellite" manufacturing
facilities in the frce zones around the world, some of the Aradb
countries, like Syria, Jordan, Tunisia and Lgypt have already
resorted to the free zones concept, among other measures, to attract
foreign and Arab investment,

Some Arab countries are trying very hard to attract foreign
capital, technology and know-how. The reason is that they have
found that there is no other domestic source equal to their needs,
that their national sovereignty is not endangzered by foreign invegt-
ment and that benefits derived from foreign capital outweigh dis-
advantages resulting from it. Even Arab countries with large "petro=-
dollars" are very kecen to attract foreign technology and know-how,
Aradb funds have to be "married" to foreign technology and unless this
takes place these funds will not be effective in playing the
important role assigned to them in the development process.

If we take Egypt alone, with its ropulation of about 40 million,
and & growth of population, say, of 3 per cent per year, or about:
1,200,000, and assume with one=third of the population active
economically, then there is need for about 396,000 new johs per year,
Just to maintain the status quo, Of this job demand, at least
200,000 new jobs per year must be created by new industrial develop-
ment. If we assume that on the average one new job is created for
$10,000 invested, therefore, 32 billion must be invested yearly in
industry to provide 200,000 jobs, 1In order to reduce significantly
the prevailing unemployment and under-employment in Egypt, the invest-
ment rate, therefore, should be more like 33 billion. As the
internal resources cannot provide such large amounts, then external
resources may be called upon to supplement the need, Accordingly, it
is clear that unless a strong investment development programme ig
embarked upon 1o attract outside resources, the objectives of develop-
ment efforts will not be fulfilled., For Aradb government efforts to
succeed in attracting capital (if needed), foreign technology and know-
how, there should be e Proper project identification, a well-matched

project evaluation, supported by a good "marketing" or promotion
system,




The investment process starts with intuitive reactlion to an
economic need, Having identified a necd, and the physical poss-
1bility of satisfying it in a local production facility or in a
frec zone, the next step is to compile the basic data which would
be requircd in the future evaluation phace. This data uswlly

covers information on population, vages and salary levels, utility 3
costs, transpor'ntion and communication focilities, taxes, pertinent
laws, land valucs, labour union ectivitics, raw matcrials, existing ‘

supportirg industries, credit and banking institutions, schools,
amenities for foreign expatriates, cte,

The Arad govermments can play an important role in the above
process by providing the potential investor with needcd assistance
in compiling, through appropriate agencies, such data, Also, those
governncnts could take the initiutive in identifying investment
opportunities and bringing them to the attention of potential locsl
and foreign investors, Otherwise, if such initiative is not laken,
the country will be dependent on the initiative of local investors
which uay be inadequate or lacking and the "whims" of foreign
investors,

As to projecct evaluation, although it is the prerogative of
the intcrested investor, yet he also needs povernment support to
undertake it, '

The full evaluation of feasibility study consists of two
parts -

1) basic data of general application, mentioned above; and
2) the specific economic technical analysis.

The private investor usually accepts the first part., As to the
second part, he almost always insists on his own careful amlysis

of it, He undertakes such analysis according to his specific
financial and technical terms of reference, Such analyses which

he performs, on which his investment decision is made, are prepared
to cover various aspects, Onc is a market survey estimating current
markct, future growth and maximum foresecable demend in a 5 = 10 year
period. The other 1s a process flov sheet vhich establishes unit
processes and operations; rawv, intermediate and finished material
balances; energy plans and other plant utility requirements and labour
force, Another is floor plan, elevation views and equipment 1list
which defines cpproximate horizontal and vertical building dimensions,
floor loading, special structures, equipment sizes, electrical and
other services, His capital cost estimate provides information on
structures, equipment and installation costs, The profitability

and pay-out time gives a precise idea on the rate of return on the
investment. This aspcct of project evaluation 1s looked upon from
the foreign investor's point of viev, llowever, there 15 another
aspect of project evaluation from the host government's point of

view covering social cost and benefit aspects,
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It is cvident from the above that for an orderly advancement
of investment development within or outside the free zone in an
Arab country, a "nerve' centre must be established which can serve
as a projcet identification centre, a project ewaluation centre,
an investucnt reception centre and as the directing agency for
promotional offort. Such "nerve" centre or Investment Development
Authority should stand apart from the government though, clearly,
it muct enjoy govermnont favour and rcceive povernment support.
Specifically, the function of the Investument Development Authority
in promoting investment within the free zone or outside the free
zone would be to identify and evaluate projects that would be put
forward to the attention of local and foreign investors in addition
to the capability to ewluate projects submitted by foreign and local
investors, After the projects are identificd and evaluated, then
comes the next step to promote it to selected financial and technical
participants and to provide catalytic assistance in bringing
potential partners together, helping them with nepotiations and
directing them through required govermment channels. This includcs
assistance in obtaining government and private loans, both loeal
and foreign, This, of course, assumes that the host Arab country
in question has a good investment climate and a favourable investment
law with continual adjustment to changing realities, The key action
for successful promotion is the skilful presentation to the right
people, in other words, there are two factors -

1) to prepare the mechanism that dirccts the promotion strategy;
2)  the right target to vhich this strategy is aimed.

Specifically, the function of the investment authority in charge

of promoting free zone and/or other investment within the country
would be =~

1. Preparing an investment guide on the country, preferably
in loose-leaf form to facilitute the entry of current changes which
shhuld include the following -

a) Complete data on the laws and conditions governing
the conduct and welfare of firms investing in the
country.

b)  All pertinent data on the country's climate,
geography, infra-structure, utilities, labour
supply, manmagement skills, schools and other
training facilities, growth trends and other
indicators of the country's present economic
strength, ete,

2, Working with other co~operating bodies in the country,

government departments, existing firms, etc,, in identifying potential
projects,

3. Preparing "pre-feasidility" or "tcaser" studies of
sclceted projects, Pre-fcasibility studies differ from full Teasibility
studies in tht they do not contain cost analyses, cngineering plans

or schedulcs, plant layouts or profit projections, However, iheae
ndustrial profiles include =




a, A full definition of the projcct,

b. Its scope in terms of the function to be performed
(1.e, manufacturing, marketing, servicing, etc.) and
its proposed scale,

C. All available data on the market for such an industry
or service,

4. Information about other interested agencies or firms,
technical or financial. (This would include interested
potential partners, either governmental or private,)

e, Information on current or potential competitors.

b The priority given to this project and the forms of
governsent help and incentives available,

8. Proposed sites for the project,

h, Advice, regarding infra-structure and utilities at
each site, labour availability, climate, or other
pertinent factors for this particular project, (The
latter might include soil or mineral analyses,)

i. Availability of raw materials where this is pertinent,

Je Such simple maps and charts as can help to clarify
the points listed above,

b, Where there are other bodies in the country working on
feasibility studies, the Investment Authority should assist tncm with
the dissemination of their studies,

Se Assisting foreign investors who vieit the country to carry
out project feasibility studies and on-the~-spot evaluation. This
includes arranging visits to existing factories, neetings with local
busincssmen and banks, and discussions with officials of the relevant
government departments and ageneies,

6. Promoting local companies to upgrade and diversify their
manufacturing fucilities and assist in the establishmcnt of Joint
venture activities, .

T. Ensuring that new industrial projects are implemented on
schedule by solving problems and differences which may be encountered
with relevant governnent departments,

8. Evaluating industrial projects from economic and technical

points of view, before recummending the fims to enjoy the incentives
offered,

9. Preparing studies on specific industrial sectors and
analysing “problcm" areas.

) 10, Producing promotional literature and providing pudblic
relations activities such as publicity evonts for new factory opening
ceremonies, etc, '




Oyeraeas Offices

Industriul promotion for a free zcne, like any other form of
gellling, must be airceted from the point of supply and scrviecd at
the point of wale, 1t is like a product in a sense, for o product
to be sold successfully it requires that the salcoman know well his
product and undereaiand completely the poyclologsy of his Luyer, Like-
wise, for successful promotion approach, the preomotion staff should
have, not only a good knowledze of the project to be prouoted, but
aleo a broad asecguarintance with, and cympathetie and enthusiastic
understanding oi’y the overseas' couniry i'rom which they are trying
to intercst its business comnunity,

The overseas offices for the Investacnt Authority are 1likc the
eyes and earc to the body., Th& keep the licad Office Tully informed

with the business develouments and trerds as they relate to the invest-

ment climate in the country, In other words, the overscas' office,
to the Investucnt Authority, is like the rmarketing departucnt to the
manufacturing facility, both have to work together through a two-way
tralffic keeping each other well-acquainted =nd appriscd about the
develogznent that takes blace on the other side. In order for foreign
investnent to flow from the target country tacre hes to be a push
from there by the overseas office and a pull from the Investment
Autiority., The role of the foreirn office is to t-ke on the Job of
the “push" and thec Head Office is to take the role of the "pull”,
For the operation "push" to succecd, those in charge have to be well-
acquainted with the market thcy are dealing in, rroperly wvell-
informed with the cconomic conditions at home, promptly fed with
required information and data from there, For the "pull" operation
to succeed, it has to be kept well apprised of the foreign investors,
their needs and backgrounds, their plans and their projects, well in
advance, For these reasons we find that it is very important to
build and strengthen first the Head Office operations to provide the
needed back-up support beforc any overseas offices arc opened.

Experience with some Overseaxs Off1ices

Developed countrics as well ag developing countrics have
realizcd the importance of proper pronotion apvroaches ol teciiniques
in bringing in required foreign capital, technology and know-how., 1In
the case of developed countries, we find that these governments
spend hundreds of thousands of dollars to oren up overscas offices
to fulfil such objective, For example, we find that the Canadian
Government has oft'ices in the United States, including llew York and
Chicago, as well as Europe, to approach U.S. and European businessmen
and explain to them how profitable it is for them to invest in Canada
within the Camadian Foreign Investment law, Also, countries like
Belgium and France have offices in the United States undertaking the
same function, The investment promotion aspects are not undertaken
only at the Federal level but also at the State level, Ve find
several Canadian provinces have thei own private offices in the
United States, cach one trying to ettract Amcrican investors to its




province, The objective, of course, is to bencfit from the taxes
and employncnt resulting {rom loeating American investuent there,

By the sume token, we find southern U.S, states open offices in
northern states, trying to get northern businessmen to locate in
these southern states, Not only do U.S. states open offices within
the U.G., but they also open offices in FKurope, particularly in
Brusscls, the head of the Luropean Common larket wherc, for cxample,
the State of Virginia has an office, The States of Pennsylvania

and Michigan also have overseas offices while New York has an office
in London,

As to the developing countries, we find that the overscas
ectivitics are undertaken through opening offices in leading
financial and busincss centres. As such oreration requires a
large anount of funds, as well as trained personnel, only developing
countrics which have such capabilities venture to open thesc overseas
offices, For example, we find in latin America, Brazil, Colombia and
Mexico are very aetive in opening overscas offices, In the
Caribbeun, Burhados, Jamaica, Trinidad and Tobago; in Africa, Egypt
Ivory Coast and Tunisiaj in Asia, Hong “ong, Indonesia, India, Korea,
Malaysia, Singz2pcre and Taivan, As mentioned bofore , the objcetive
of these offices is to bring the identified projects to the attention
of potential investors or holders of technology and know-how and
elicit their co-operation in establiching subsidiaries, joint ventwres
or private licensing arrangements, These proriotional offices are also
able to put forward the investment climate of the country in question
and respond to potontial investors! queries, arranse for appointments
for visiting businessmen and assist them in obtaining from their head-
quarters, needed information to £il) any gaps in the investor's
rescarch work, ete, A good example is a small country like Singapore
where we find that they have offices in New York, Chicago, Houston
end [os Angeles, In Europe they have offices in London, Paris,
Frenkfurt, Stockholm and Geneva, In the Far Hast they have offices
in Tokyo, Osaka, Hons iong and in lMelbourne, Yor a country like
Israel, they have offices in New York, Chicago, Los Angeles, Atlanta
and Toronto; in Europe they have offices at Le Hague, London and
Zurich,

The success of these offices, as mentioncd before, depends on
the back-stoppinn support these offices receive from their head-
quarters, It should be emphasized that the proeess of investment
Fromotion canaot work in a vacuum, In other words, the promotional
aspects shovld be well understood, not only by the investment
authority, Lut by every oticr governmental and non-govermnental
organization that has anything to do with forcipgn investuent, For
cxample, for fereicn investment to come in, the llinistry of Industiry,
the Treasury, Customs Adninistration, the Lxchange Control, Central
Bank, liinistry of Transportation and Immigration Department all have
to work hand-in-hand to facilitate the Job of the foreifrn investor.

——
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They have to speal the "language” of the forcinn investor, in other
words, they would be speaking on the same "wave length”,

 —— Now Jet u; move to the process of nronoting the Arab free

zones, The promotioml proceéss of promoiing the Arab free zones

does not differ from the vromotional procesz thet promotes investment
within the A=ub countries which was deseribed sbove, For the Arab
free zone promotion camsaden to succeed, ve have to find some
solution to a problem related to the Arab Coamon Market,

The Arab Cemmmon larketl agrecment epecifies that for industrial
projcets to enter tax free into the Arab countrics participating in
the acreement, the cost of local content in the Arab country should
not be less than b0 per cent of total cost. As rroduction in free
zones there 1s not considered within the Arab couniry, then it becomes

crofitable for foreign investors to locate, for example, in the
Xgyptisin free zone and try to export to Saudi Arabia because, even if
local countent was more than L0 per ceat, Saudi Arabia, Jfor cxaimple,
according to the Arab Common Market agrecnent, will not consider the
Egyntian frec zone as a port of Egyet aud hence cunnot enjoy the
privileses off the Arab Cowmnon Market montioned above,

R

Another preblem is that most products produced in the Aradb free
zones do not enjoy preferential customs treatment wnen they enter the
couniry whnre th: free zoae is located, For example, a product
produccd in the Lzyptian frec zone hes to pay full custons dutics when
it is exported to Lgypt as ir suech product is produced in a foreipn
cowtry, If Epypt is keen {0 wromote its free zone, it should give,
let us say, a 50 per cent reduction in customs duties when a product
is procduccd in its free zone and shipped to the Lgyptian loc.l market,
The gains accruing to the Egyptian economy from following such
rcecommendation would far more outweish the loss in custors duties
revenmue, especially if it specified that to obtain such vrivileze a
certein percentane of raw material has to oripinate from Erypt, leced-
less to say, s a result of implementin-g such susgestion, the employ-
ment of  Lryptinn Iz2bour and the utilization of ngyplian reczources
will contribule nore to the national cconomy than the foresaken
cuctoms duties,

It may be of interest to the responsible officials in charge
of Arab free rones to consider what some other countries devcloped
in their own frec zones by establishing specialized free zones, For
example, India established a free zone for the electronics industry,
the Santa Cruz Bombay Airvort Frece Zone, where the whole arca is
fully car-marked for the electronics industry, This way cext:in
economies of location accrue to participating foreign industries and,
in turn, attract them to the frece zorne,




-8 -

Another arca which may be of interest to Arab free zones
is to provide ipdustrisl profiles for industries that arc most
suitable for firce zone operution. These industrial profiles
could be prcparecd with the co-operation of the relevant industrial
developncnt banks and speelalized consultants, Puerto Rico spends
over ;2 million a ycar on industrial profiles alone, the idea being
to make it casicr tor forcign investors to consider locating there
if they find come of the toundation work has already been laid for
then,

Another guggestion may be to encourage domestic manufacturers
to locate in the free zone by providing lowaer intercst rates than
those preveilins inside the country and exempting the fuel used by
them from all customs and local taxes if most of its production is
ear-marked for export,

Anothcr incentive would be to exempt-all export profits from
income taxes, — -

Another incentive may be to develop the frec zones by providing
partial or full reimbursement for the cost of training labourers,
for example, Singapore would reimburse tie foreign investor's cost
of training if he traincd double the nuaber he neecds for himself,
This would assure availability of trained labour winich, in turn,
could be used as one of the promotional tools to attract foreign
investors,

It would be interesting at this stace to quote what the Ford
Hotor Company has asked nc to bring to your attention as regards 1its
view on free zone consideration for foreign manufacturers:

"A foreign investor generally sceks an hvestment climate
vhich mosi satisfactorily enables him to carn a return on his invest-
ment, On balance, the Free Zonc concept has developed in order to
improve thc return an oversess investor recelves, as well as to
reduce problens of conformance to regulations established for
domestic commercial enterpriscs,

Somc attractive benefits of the Free Zone concept often
accruing to the spansoring country are:

. Employment of Workers

. Addition of New Industrial Technology

And, for these benefits the sponsoring country has some costs:

. Supply of infrastructure (water, roads, electricity,
communications, rail and port racilities, ete,).

. Customs sccurity and administration,




v

s il A A Y. il

-0 -

Obviously it i3 the balaneing of the bencfits with the costs

that a country undertakes
foreirn investor iy opera

in dctermining the rules under which a
te in a Free Zone, Unfortumately,

experience has shown that free zones tend to be "middle" zones,
rather than free, The sponsoring country finds it too difficult to
shake off the coastraints possibly nceded on donestic industry and
the frce zonw bhcones acceptably attractive only to a few, and
gencrally smaller, investors, To attract the large investor and
large employer who can bring significant benefits to the sponsoring
couniry, the [ree zone rules must have the Tlexibility to acknowledge

his nceds,
The principal condit

lons under which a free zone enterprise

may be attractive to a manufacturer are:

. His product is

labour intensive. Abundant low cost

labour supply and free zone concessions are key factors
influencing the investor's decision,

. Opportunity ex
to be s0ld in

ists for freisht savings on products ~
the local region. Component or raw

material transport may provide significant savings

versus freight

costs of the completed product,

When these favings can be retained without significant
deterioration by other renalties, a frece zone operation y

could prove to

In the automotive ma
Proposals have been studie
business conditions, both

be attractive,

nufacturing business, vehicle assembly
d in many markets under a number of different
free zone and interior, Our studies

show that low volume assembly plents are unecononic, Assembly of

cars and trucks is capital

intensive with relatively low labour

content, Even with frec Zone concessions that reduce labour cost
and grant taxation advontages, it is virtually impossiblc to reduce

costs enoush to equate the
assembled vchicle with one
home location, In additio
with hich capital associat

Because of the high
partial minufacture and lo
substantial cost premiuns
eddition, to protect the L
assembled high cost produc

finished product cost of a locally
imported built-up from a high volume

n, the freight savings are normally offect
ed costs,

capital associated costs, low volume

cal assembly of vehicles result in

versus vehicles inported built-up, In

ocal industry and ensure sale of the locally
tion, substantial duty protection is

required which would not normally be available under free zone

operat? 1o

Althoush Ford would
want to develop or strengt
autonotive assembly is oft

like to be a partner with countries who
hen their industrial base, lov volume
en unattractive to both partners,

Gencrally, the host country is rot interested in developing a capitdl

intensive industry which p
requires high duty protect
survival,

roduces high cost products and which
ion or unusual concessions to assurc its
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In‘additinn to the foreroing, a unique problem cmong the Arab
countries i; '+ froe zone produced products do not meet the local
Arab content cetuiranents under the Arab Common Market rules,

This constrai:;« could effeetively act to reduce the intercst of
many investors ip Arab country f'ree wones,.

Aside fr.= nutomotive assembly, the question arises with
regard to tha ~opufzcturing of parts or components in a free zone
for shipnent +o nome manulacturing locations, Such manufacturc
would be adv.nt:;eaus only if the additional freight and handling
costs Involved were offsct by labour and overhead savings, Agadn,
because of tho large volumes of production rcquiied and the nced
for a high dciree of precision and quility control, capital intensive
autorated processing 1s normally required, tending to limit
opportunitics for labour savingz. Our studies gencrally show that
when all these cost factors are considered, manufacture of auto-
rotive parts and components in a frce zone remote from the home
ssCation i3 not cconomically advantagcous.”
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