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INTRCDUCTICN

The UNIDO Survey on EPZs .
The rapid cpread of export processing zones(EPZs) to many developing

countries has rendered information constantly lagging behind recent
developments in this area, In view of this informational gcp, UNIDO conducted
a world-wide survey in late 1981 on EPZs and industrial estates(IEs). The
latter are also included since some of them may accomodate mainly export

processing activities without using the name EPZ.

More than sixty IEs and EPZs responded to the survey. In essence,
the survey touches upon the following aspects of EPZs and IEs: facilit:es
and services, fiscal incentives, the degree of foreign participation,
problems and prospect, employment structure and wege rates, structuee of
production and the distribution of sales revenucs{ a questionnaire of the
survey can be found in Annex II).

The purpose of this paper is then én attempt to update informaticn of
EPZs, using materials obtained from this survey. The EP2Z, being an
instrument to promote export-oriented foreign direct investments, hac
ignited discussions ranging from its potentizl to create employment to
the transfer of technology — a wide spectrum of issues which no single
survey can fully capture, Moreover, the responses to some of the questions
in the survey are not very complete( especially the last twp questions).
Tperefore, recent studies are also used to supplement the survey in order

.ibwfill up scme of the lacunae, L3
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Backzround and Main Igsucs of LPZs

Most developing countries regard their active participation in
foreign trade — and hence in the international division of labour —
as essential to their economic growth. The dramatic growth of world trade
in manfactures compared to primary commodities during the sixties and.
seventics has strengthened the belief that manfacturing for export is the
engine of growth., The export processing zone represents one particular

ploicy package of a governmeni for pursuing export-led industrialization.

" An EPZ is a relatively small, -geographically separated area within
a country, ithe purpose of which is to attract export-oriented industries,
by offering them eﬁpecially favourbale investment and trade conditions as
compared with the remainder of the host country. In particular, the EPZ
provides for the importation'of goods to be used in the production of exports
on a bonded duty free basist By far the largest part of investors are
foreign companies which have.their origin in developed countries, though
there is also an increasing number;ofufirms from less developed countries

investing in newer EPZs,

The EPZ is a development and modification of the earlier free ports and
free trade zones, and in practice it is difficult to distinguish between
zones engaged in manufacturing activities and those engaged in commercial
activities. Cn the one hand, not all zones in which full-scale industries
are actually operated are designated as EPZs. on the other hand, many

;é:called free trade zones are concerned with manufacturing as well.1

The analysis in this paper adopts a narrow definition of EPZs which
focusses on those engaged primarily in manfacturing activiries host

countries

1/ Thus a very broad definition of EPZs is given by the World Export

Processing Zone Assoclation(WePZA) covering quite different types of
zones: K
vAll government authorized areas such as, free ports, free trade zones,
customs free ~ones, industria’. free zones or foreign trade zones, or
any other type of zone as the Councll may from time to time decide tu
include." :
See Article 1 of the Statutes c¢f the World Export Processing Zone
Association, UNIDC document 4D/NC. 266/6, 28 February 1978.
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From ihe vicwpoint of the developing countrics, the key questions

“for evalualing the benefits of an EPZ for the host country are:

~ Do the LPZs represent a catalyst or a dead-cnd method of export-led
constiitute

industrialization? Under what conditilons are they llkely to/a catalyst
and under what conditions are they likely to fall?

~ From a national point of view, what is the social impact of setting up
a modern industrial complex in an enclave in a developing c;untry?'What
are the cconomic consequences of establishing an EPZ?

- From a financial point of view, is the investment of the scarce

and forecisn exchange s .
capital resourcey of the &cveIOplng countries in creating EPZs

* - warranted? That is, does this investment pay, especlally in the 1ight

of potential competition between the éncreasing number of zones?

Within these maln issues there are specific queétions. These
include the extent to which the zones -
-~ generate employmeﬁt and forelgn currency surplusés;
~ 1ink and integrate with the remainder of the domestie economy;
- stimulate the transfer of technology and managerial skills;
~ stimulate the training of workers in industrial skills;
- ald or detract from other national objectives, including reglonal policy;
- ggngrate exports that are volatile and fontloose.
It is iﬁportant to note that many of the externalities generated by the
EPZ is not easily quatifiable and so there is a tendency to pay more
attention to the immediate and measurable consequences, though there is
no theoretical justification for this imbalanced treatment of the costs

fqﬁd benefits of EPZs. The following discussion will try to6 avoid this bias,

Chapter one outlines the maln features and o}jectives o EPZs ntting
the substantlal growth in thelr number during the 1970's and thelr
concentration in Asia, Chapter two examinegithe determinants of direct
fnvestments in EPZs., Chapter three describes the impact of the EPZs in
terms of thelr economic and social consequences in the host countries.

The paper concludes in Chapter four by summarizing the main observations
. and outlining suggestions to host governments when establishing or
operating EPZs so as to include these to fulfil theiy expected role as a

means of fostering export-led industrialization,




CHAPYR CHE: UNIDO SURVEY PINDIXGS ON EPZS AND SCIT RECENT DLVELCTHENTS

Thig chapter will first look into the overall configuration of
EPZs using information from the survey and previous studies, The survey

8)60 cnables us to compare industrial estates(¥Es) and EPZs along scveral
P

e -

dimensions., It is however important to note that there is in-fact no
clearcut digtinction between IEs and EPZs #n some coun’crics.1 In some
cases, even though EPZs do ndt exist on paper, yet special inécntive;
are conferred on firms exporting 1C0% of their output and they are usually
located in industrial parks or estates e.g. Barbados. In our sample, thcre
are also zones that are mainly engaged in commercial activities besides }

manufacturing,

i b
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E7 lMauritius, for example, allows EPZ firms to set up their factories in
sites other than those designated by the government .




- export-oriented indusirialization is further bolstered by studies which reveal
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Objectives

The esteblishment of EPZs usually embodies the following objcctives:
1) to‘crcate employment,

2) to encourage exports in order to earn more foreign excharge,

3 to promote the transfer of technology,

4) to foster regional develorment.

It is hoped that EPZs/gg{gfygg for industrialization. These

ohjectives certainly do not emerge from.a vacuum, Earlier development

experience, changing international cnvironment, new trends in economic

thinking all contrihute to the formulation of these objectives. The
disillusionmwnt with the experience of import substitution among many
developing countrieddh kable s Y t-led growth
eveloping coun ries the remar th% rggggSflg FXP?? cd gr |
in such dcveloplng countries as’Korea, Singapore. . . :and Hong '

Kong have prompted many to steer a different course, The twist towards

the cost of protection and the potential employment effert in following
aﬁzgutward looking stratcgy.’The worsening balzance of payﬁénts induced
by?fhe 0il chickks and the subsequent deflationary policy of industrialized
countries arc/%%ﬁaucive to the image of EPZs as a panacea for foreign H

exchange shoriage and wnemployment, An atiempt will be made in later
sections to assess the contribution of EPZs :n achieving these objectives.

- m— - . -

y See, for example, Little, Sc1+ovsky and Scott(1970), Krueger(1978) and
Krucger, lary, Monson and Akrasance(1981).
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Geographical Distribution

Table 1 shows the geographical distribution of 1Es and EPZs in the
UNIDO survey. Thé clagsification in table 1 is based on *he questionnaires.
Again, it must/g%ressed that some IEs may engage in export processing of
some sort, There are altogether 15 EPZ%? SUE SF¥n in Asia and five in
the Carribecan and Central America. This corrpegponds to the geograph.cal
distribution of the sixty or so EPZs operat:ional in the third world by
the end of 19821 Many more EPZs are coming into the arena. Our survey,
though not complete, indicates that 14 more are planned or under construct on
and there are 80 planned IEs, some of which may probably also engage in
export processing activities, This phenomenon is not just confine to
market economies. The PeOple'g kepublic of China has recently set up

five Special Economic Zones which are in many ways similar to EPZs.2

1/ Annex I updates information on the d.stribution of EPZs in the developing

countries,
2/ See "Lucky Shenzhen is next to Hongkong: other SEZs will find life more

difficult", Far Dastern Econom: ¢ Review, October 1, 1982, *




TABLE 1

EXIsTING PLANNED
EI EPZ oTiER ®  EI EPZ

g BB P g Pt G O Pt 2 P8 D8 G Dt IOt PO PG I PIEng Tt SIS P S I o g P PSP 8 P D Pt Bt b Pt b P ID Doy Pt b Bt Pt b s B T S D P B

Agia 5 6 (0] 43 8
Middle Zast 5 0 5 5 5.
Africa. 2 2 0 5 0
Europe 18 2 0 3 4]
Central Irerica § 5 o 24 1
+Carribean

S. America 15 0 T 0 0
Total 50 15 6 80 14

NSO b 7 P Bt Pl O S B ol NP P 8 S

P Y e e it 1and

Source: UNIDO, survey on EPZs, 1981

a. mainly commercial zones

i

ot ————




Facilit es anu Incentives

The survey shows that, on the whole, the facilities and services
of fered by IEs and EPZs are very sim.lar in some aspects, as can be seen
in Table 2. Besides serviced land and sites which are providedﬁby nearly
all IEs and FPZs usually at low and subsid:zed prices, commun.cations
services such as telex and international subscriber d:aling are offered
in-most cases, Also cormon are construction services, one-storey modular

factory buildings and [iscal concessions,

The :+ = differences between IEs and EPZs lie in three areas,
8
EPZs usuzlly offer a package of fiscal incentive including duty-free
import and export, tax holidays, lcw corporate tax rates, and the absence

of restriction on profit remittance, wh.ch are more generous than IEs

(except those countries which also offer the same incentives to export-oriented

firms in IEs).1 A more independent EPZ Authority is often created to
expedite admin:strative procedures, The removal of red tapes is in fact
the raison d étre of the EPZ. While imports and exports are duty-free
from EPZs and administrative procedures simplified, delay due to customs

and cumbersome admin stration may te longer for IEs. As indicated in the

survey, the delay can be as long as one month. For EPZs, 1t does not usually

exceed seven days.

15
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FACILITIES AMND SERVICFS PROVIDED

TABLE 2

SERCLCES/ FACLLATLES

BY LirgS &I L5

NG, OF EPZS AUDALS
WATH THESE SERV+CES/

NO. OF EPZS WITH
THESE SERVICES/

-6

\_\

FACALATLES FﬁCILITl[S.

Centralized one-stop 33 (.63)& " (-79)b 4
administration ,

. f
Serviced land and sites 51 (,98) 13 (.93) ‘
Construction services 26 (.50) ) 8 (.57) ,?
Preferential corporate 29 (.56) 9 (.64) 3
income tox concessions : - ) f
other fiscal concessions 30 (.58) 9 (.64) ?
One-storcy modular 34 (.65) 9 (.64) §
factory buildings ' E
Multi-storey factory 9 (.17) 2 (.14) '
buildings §
Central warehouse 9 (.17) 4 (.29) !
facilities ;
Workers! canteens 25 (.48) 6 (.43) .'
Recreation centres 14 (.27) 5 (.36) ;
International subscriber 45 (.87) 13 (.93) |
dialing ;
Telex 48 (.92) 12 (.86)
Export marketing 1 (.21) 4 (.29) ?
assistance - : ;

Source: ypapa eurvey on EPZs, 1981
a, The figures in brackets are the proportions of zones and estates to the

providing these services and facilities to the total number of zones

and estates which responded to this particular question.

b. The figures in brackets are the proportions of EPZs provdding these
services and facilities to the total number of EPZs responding to this

particular question,
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The Composcition of industﬂfcs

As pointcd out in many previous studies, investments in EPZs a{ﬁ)tp now

concentrated ir two industrios: garments and electronics. The difficultics,

in automating some labour-intensive production processes renders EPZs very

attractive to firms in these industrices.

. 4 comparision of the industries in IEs with that of EP2Zs suggests

. that the industrial structure is more diversified in the former case.
The figures do not suggest any major structural change in the compos:tion
of industries in EPZs as compared with previous studies, with most of the

occupant firms in textiles, garments and electronics .. -

—
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COMPUSATAGH OF ANDUSTR-ES I ppes/ims®
ds4C IB5 CNLY EPZS ONLY TOTAL
31 74 12 86
321 137 12 149
322 50 70 120
.323 24 30
324 3 10
33 70 5 75
34 26 D 27
3514352 79 3 82
3534354 S 0 1
355 7" 2 9
356 45 S 50
36 18 8 26
Y ' 17 0 1%
381 136 32 168
382 1 15 i 22
3831 | 42 1 43
3832 60 94
3833 1 1 8
=384 4 2 6
g 3 10 ST
39 8 3% 73

Source: UNLDO survey on-EPZs, 1981

a, The firgures arc the total of those EPZs/IEs responded to ths question.
There are altogether 11 EPZs and 20 IEs,




In the questionnaires, fims are g;ouped into large (more thdn 50
.employccs) and simall(less than 50). For those EPZs “hat provi&c the data,
there arc althgether 77 small and 236: 1argc cntorgézgﬁiﬁ S%ppa11np with
IBs, EPZ fims scem to emplcy more workers per flrmf: However, we cannot

tell whcther this implies a higher labour intensity or larger scale of
~ production,
Employment _

- -

~ Previous studies on EPZs hav put the eg tlmate of total employment in

urr1e,1979 Table 3a also shows th employmen:

. EPZs at approxlmdtely 60,0C0 in 1978, | 4 L for some zones 'n_198C, |Tn gtneral;

a number of factors affect the estimate, Some countries like Barbados
have incentives extremely similar to EPZs without using the name. Their
exclusion may bias the estimate downwards., Workers in EPZs may not be
employel in manufacturing. Many construction workers will be employed

“at the beginning. Free zones are aleg engaged in commercial activities

as witncssed by the data from the survey e.g. the zones in Chiie¢ and
E€ypt. As long as manufacturing industries are oﬁ} main cénCern, they tend
to inflate the level of manufacturing employment. From our sample of

EPZs, the numbers for manufacturing, construction and service are
90182,2134 and 298 respectively.

ey
b
o

: in terms of smpoymast
The importance of these zones/to each country varies and is

probably determined by such factor as country size, resource endowment ,
trade policy and the stage of cconomic development., For those countries
which are successful in integrating EPZs to their industrialization

efforts, the importance of the EPZ will decline over time,

The employment structure in manufacturing can be
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TABLE 3

SIPLCYDEM PRER FIRI AN 1‘3??’,“,_[1-}3
panddid st fenl Aol =

- e

- ————

39

ig1C EPZ ONLY &IS ONLY
31 240 121
321 - } 303 151
32z 94
323 185 167
324 . 1392 397
133 39 43
34 43 22
3514352 13 " ) 75
353+354 2 76
355 398 133
356 52, 64
36 138 25
37 L — 20!
381 37 321
382 56 43
3831 101 577
3832 182 3212
3833 - —_
384 107 33
385 51 —
179 128

Source: UNIDO survey on EPZs, 1981

a. data not avallable
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TABLE 2a
1
EUPLL YHERT IN BXPGRT PRCCHESSING ZCNED

COURTRY/ : " 1978 1980
TERRIZCRY

Africa - °

— - . 22,002
Mauritius 17,500 '
Senegal : ____EQQ o 501
Asia
: 4,600 .
Hong Kong . : _ 59, _
India _ . N SI% 4&'88% ;/
Haleysia _ 56, 5 ’ 1 Q/
Philippines . 24,600 . 7,43
Republic of Korea . 120,000 31,452
Singapore - 105,000 . 6
Sri Lenka ST %00 8'7 31
. Other Asia ) L 11,400 | . 0 166 2/
Carridean and latin Arerlca :
Prazil . - _27,%83 | _
Colombia co. o 2, -
Pominican Republic 14,400 - 17,454
El Salvador T 24900 A
Haiti _ 40,000 .
Honduras AR T 851
‘Jamaica o . 1,000 .
Mexico - T 70,000 119,546
- Nicaragua . ‘ : 5,288
- Panama . o) _
Middle Fast
~————-‘
" Eeypt : .-, 10,00 16,402
Jordan . - " 600 }

Syrian Arab Republic

L . .. N . . 1
DA 3!
M ‘:": . . . Lo

2 v o

Sources: 1678 data from Currie(1979), Frobel et.al.(1977) and 1978 Annual

Report of the Philippines EPZ Authority. 19€0 data from UNIDO survey

and .Tandon, PraVash “"the case-of India", CRCD Development .Centre's |

b e h t By 13 v < Cl & 2y 5 Y
rgseesgneondiogt on Bl s R A EReR ARy S raeY 1T St

n Tulu 63 ¢ 1 03:12, 500 D VOLODJCHL
gexrnﬂ stand’l .Ithef Jﬂlﬁe°fole"0TJF HOpYZIvE
HLWGELI n...vc; Sivy TEeSSe

ent Gpw&lil
coungry Eﬂvc ﬁaa;
_/ This table includes only those countries for which employment figures in

export zones are available. With the exception of Singapore -~ 1974,

Mauritius 1977, Hongz Kong - 1975, all figures in the second column are for 19%8.

,g/ Includes only employment in foreign-owned firms.
-3/ Figure for Bayan Lepas. and Sungei Way only

4/ Figure for Batsan only
5/ 1979 figure
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SIPLOYUENY PER MR LN EPZG/LRS
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Isic EPZ ONLY EIS ONLY
31 240 121
321 - } 303 151
322 94
323 185 167
304 1392 397
33 39 43
34 43 22
3514352 13 15
353+354 —* 16
355 398. 133
356 52 64
36 138 26
37 — 20
381 37 321
382 56 43
3831 101 577
3832 782 3212
3833 - _
384 107 33
1385 51 _—
39 179 128

Source: UNIDO survey on EPZs, 1981

a. data not avallable
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TABLY 3

Syrian Arab Republic

RS

'
EYR

1
EAPILYRENT 12 BXPORT PRCCLISING 701E5
courrry/ 1978 1980
TERRITCRY
Africa - ° . )
Mauritius 11, ggg ' 22, ng
Senegal _ ) 5
Agia ]
2 53,600
Yong Kong . 1
falngst - 521000 #1388 v/
Pitippinis | 24,600 S 21,431 4/
Ropublic of Korea 120,838 31,452
Singapore 105, - 1, 631
Sri Lanka 5.283 . 80 166 y
- Other Asia 7.4 :
4 Carriboan and latin Armerica —' ’
Brazil Zg.ggg
Colombia . £ %0 )
Dominican Republic 14,400 11,454
F1 Salvador 2'800 -
Haiti 40, .
Honduras :.oﬁgg . 851
'
exico. - 70,000 119,546
Nicaragua 5,283
Panama )
Middle FEast
" Feypt 104 ggg 16,402
Jordan €00

Sources: 1678 data from Currie(1979), Frobel et. (1977) and 1978 Annual
Report of the Philippines EPZ Authorltﬁ. 19?0 data from UNIDO survey

and .Tandon, Prakash,

rcﬁoar%n TW“)I 9*- on nt(:ﬁ} -tarn

nd Cec ,' l'l" "’"\j 2 01 L ansal T lie i3 Stu v "’CLOb"’L'lv
{‘ "7(1 (" : '__:’iAS c-'...l ’..fé J‘C ]"I QI‘OIC o1 F.uo ZU"‘ R
coun r;;’ casc vaCL.LCo , HEZWRLL UIIAVETSA uJ CC'S. .

“"thie case of India", gmep Develornent .Ce ntre's
s_to attracy SXDT orf;w%% ( ﬂur;ev, t e

o) IqrﬁAQNH o, nuollc'*1on ﬁn« a

1/ This table includes only those countries for which employment figures in

2

'3/

SIS

export zones are available.
Mauritius 1977, lons Kong -

.2/ Includes only employment in

Figure for Bayan Lepas.and
Figure for Batsan only

1979 iigure

With the excecption of Singapore - 1974,

1975, all figures in the second column are for 197

foreign-owned firms,
Sungei VWay only

ar a—— . —— I W e o o ]




analysed along the following two dimcencions: sex and skill compositicn,

The data of EPZ? manifest a significant préfercnce for female ZXSauTi}ﬁ Q@?lopr!
In vur survey, the ratio of fcmale workers to total employment /ranges from

707 to over euh, Morecover, as a whole, the ratio is significantly higher

than IEs(497). This discrepancy may probably “be attridbuted to the composition o
industries. The concentration of highly labour-intensive e#nd assembly-type '
industries in the zones partly accounts for the preference of women whose

"nimble fingers'" are thought to be particularly suitable to these operations,

As‘regards gkill composition, employees ar. divided intc. three
main categories:1)mauagers and technicians, 2)skilled workers and
3)unskilled workers. Table 3 presents :;um'nary statistics with respect to the
skill composition.of those estates/zones that responded to this question. f
Since our main concern is with the manufacturing sector, the following
discussion will focus on manhfacturing employment, On the average, managers
and technicians in EPZs make up of approximately 8% of the total |
manufacturing employment, whercas the average for non-EPZs is 12 %. This |
difference may be potentiallyimportant to the issue of technology transfer.
However, the figures vary greatly among different estates/zones. To further
investigate whether there is any statistically significant difference
between EPZs and IEs in this respect, a linear regression is run using a
dummy variable, assigning 1 to EPZs and O {o non-EPZs, with the percentage
of employces belonging to the category of managers and technicians as dependent
:§§riable. The same exercise is porformed for unskilied labour. The
régression does not have a good fit. The demarcation between EPZs and IEs
does not scem to explain the skill composition although on the average EPZs
scems 10 employ more unskilled labour. The variations may probably be better
explained by such factors as .the stage of economic development of the

host countries which influence the supply of skilled employees.
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TABLE 4
' FPLGYITFHT STRUCTULRE
MANUFACTURING
; IFS +CTHERS EPZS ALL

MANACER:AL + 16541 6289 23396
TECHILCAL
SK+LLED 57323 14606 74929
UNSKILLED ‘ 57712 23691 81403
MALE 73050 14063 87113
FEMALE 71113 44919 116032
CONSTRUCTLCN
MANAGER: AL+ $36 9 145
TECHN-CAL | s
SKILLED 440 ' 34 474
UNSKILLED 1144 80 1194
MALE ' 1703 193 1896
FEIALE 127 105 232
SERVLCE
MANAGER-AL+ - 866 : 438 - 1004

. TECHNLCAL o

" SKILLED 34 50 424
UNSKLLLED 416 o 416
MALE 4315 1611 - 5926
FEIALE 1475 521 1996
Source: UNLDO survey on EPZs, 1981 '

a, The figurcs are only the total of those responded to this question., Not:
also that the total of the different categories of employees and that of
. male and female may not be equal because some of the zones/estates did
not give figures of some of these items.

b




Foreign Cwnership and Transnational Corporations

Table 4 indicates that the percentage of 100 % locally owned firms
in EPZs is 15.9, much lower than that in IEs, This .s not at all surprising
given the nature of EPZs. The high incidence of joint ventures may, inter
alia, be due to host countries' policies to restrict foreign ownership.,
Foreign control and influence are, howecver, determined not just by
ownership, A joint venture may be so dependent on its foreign partner for,
say, marketing that it may virtually become a subsidiary of the foreign
partner. One should, therefore, be extremely careful in drawing .nference

from these data.

The d scussion of EPZs has in many .nstances been linked to the
activities of and allegations against TNCs. In the survey, the respondents
were asked to put dowvm the percentage of firms that are TNCs, It is not
uncommon that size, geographical spread and ownership are used as criteria to
define a TNC. Presumably, these criteria are employed by the respondents.
from the viewpoint of assessment of TNCs, these characteristics are not of
interest by themselves. They serve as proxies to reflect more fundamental
forces at work e.g. the capability of a firm to carry out a rational
allocatién of resources on a global scale in definace of national
boundaries, monopolistic advantages and bargaining power, etc., However,
there is no exact correspondence petween these proxies and what they :intend
1o measure. Moreover, there are some intangible relationsh ps e.g. through
%ﬁfernational subcontracting and dependence one single bujér which renders
a legally independent firm virtually a subs.diary n the global network
of 'I‘NCs.1 A definition based on ownersh.p and size would therefore understate
the presence and influence of TNCs in a EPZ. However, lacking a better alternativc
to identify the presence and influence of TNCs, we have to be satisfied with

a second best solution as a first approximation,

From the survey( sece table 4), the proportion of TNCs as perceived
by the respondents 1s on the average 41.5 % for EPZs .as opposed to
14.5 % for the IEs alone. It is not surprising, as EPZs serve convenieanily
as a clog in TNCs' .nternational divis on of labour and the host countries
with EPZs are often eager tc court THCs so as 10 help create a favourable
investment climate.

17 for a discussion of multinational buying groups, see Hone(1974) and
Helleiner(1977)
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TABLE 4

FOREIGN CVWIERSHIP +N EPZS/+ES

AVERAGE PZRCENTAGE

LE+OTHERS
6609

29.4

14.6
14.3

Source: UNLDCsurvey ow IPZ, 1981

EPZS
16.9

22,3
41.5

ALL
535

29.1

19.4
26.5
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Besides the TNCs from .ndustrialized countries, recently there is an
influx of firms-frmn./devgﬁﬂR}Qﬁmﬁ?QRﬁrﬁghcs e.g. Katunayake in Sri
Lanka and Shenzhen in the Pcople's Republic of China, Some studies
(Kumar and McLeod, 1981; Lecraw, 1977), not particularly related to EPZs,
have tried to establish the differences between these foreign firms from
developing countries and traditional TNCs from industrialized countries
which.may werk to the advantages of the host countries. Whether these

differences may occur- within the context of EPZs will be explored later.

L2




To gum up,the zurvey lecads to2 tho following obscrvations:

— EPZs and IEs prcvide very similar facilities‘and services. But, owing
to their detachment from the domestic customs area, EPZs can avoid those
buresucratic red tapes cncumberirz fimas in IEs in some countries as can be
seen by the time thecy itake to clecar customs.

— vhercas the composition of industries is more diversi:ied in IEs,
garments aad electronics predominate in EPZs and most of them are

firms employing more than 50 persons. EPZ firms also employ more women

than men.

L)

-~ from our survey .nformation, EPZs have proportionately more TNCs on

average than IEs as would ye expected. In many .nstances, foreign

direct investm™ts are in the form of joint venitures due probably to governmant
policies., However, one must be extremei& careful in drawing inference from

this feature since foreign con*rol is determined not just by ownership.

B )
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CHAPTWR W0 PACIURS ENHATCING THD ATTRACTTVEI™SE CF BPZS

There 1s by now a vast litcrature on the dcterm.nants of foreign
direct iﬁvestmcn%s. The different strands of thoughts have recently
culminated in the "eclectic theory" propounded by Dunning{198C}. International
production implies that foreign firms should possess some advantages over the r
local counterparts. Dunning calls them ownersh:p-specific factors., On the
other hand, the host country in question must have possesscd some '
location-specific faciors wh ch make her attractive to foreign investors,
- The éec.sion to invest abroai is then explained by the potential benefits
a firm derives'fgom internalizing these advantages. The ownersh.p-specific
advaptages/fing;;eir global information network, marketing skill and
techaology are wel}-known and %herefore need no further discussion. In the

following sections, we shall concentrate on the location-specif:c factors

relevant to EPZs,

Wage Cocsts

The available evidence from the recent UNIDO survey indicates that
wage rates in EPZs and IEs are h:gher than the legal min mum “or the
clothing and electronics indusiries. The figures below indicate that employees

AVERAGE HCURLY EARNINGS
PLUS SUPPLE:ENTARY LABLUR CCSTS(1990)

e
i

" "AVERAGE OF ALL EPZS AND IES(U.S. §)

SUPERVISCR OPERATLVE
CLOTHLNG 1.78 1,09
ELECTRCILCS 2,85 1,30

AVERAGE FCR EPZS CNLY(U.S. $)? '
SUPERV4SOR OPERAT-VE

CLOTHANG 1.58" . 0.68 -
ELECTROIN+CS 2,41 0.87

Source: UN4DC survey on EPZs, 1991

a. *reland 4s cxcluded since it is a developed countries whose wage
rate is three or four tincs that of the others.
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in both EPZs and IEs are pald higher wage rates in electronics than in
clothing. This may probably rcflect the 8kill lcvels of employees in the

two indusiries, On the average, in our sample, operatives in EPZs receive much
lower average hourly carnlnvgltﬁgzgizv this discrepancy is due to the
production activities which require lower skill level is uncertaln since

to make inference from international comparison of wage rates can be

quite dangerous.

- . - -

Compared with U.S. average hourly carnings -n textiles($4;66),
clothings(84.24) and electronlcs(36 31) in 1979, the wage rates of those
EPZs in our survey are on the average three or four time less. Looking 3nto
thé data for the individual country;> the difference is even more siriking.
For example, in Indonesia, the average hourly earnings in these two '
industries(excluding supplementary labour costs) are 27 cents for supervisors
and 14 for operatives, The differences are so large, especially among
those late comers to the EPZ fam:ly that their role in relocat.ng labour-

intensive operations to develoning countries is beyond doubt.

If a traince system is practiced in the zone, the wage level presented here

are not applicable, as trainces are paid less during their period of training.
This can lead to malpractices. For example, in the Philippincs, firms
'operatlng in the Bataan EPZ can pay workers only 75% of the minimum national
wage for their six-month probatlon period. It is the practlce of some
companies to abuse this labour code by paying workers the reduced rate

for six months and}?lrlng them so that they can hire others at the 75% rate.2

reported to be
A similar strategy is also/employcd by some companies in Haiti(Delatour and

Voltaire, 1980).

The attirattiveness of wage costs in the developing economies compared
to the industrialized economies is generally reduced when wage costs per unit

of output are considered since the productivity of labour in the developing

I/ The figurcs are from ILO Yearbook, 1980. We may understate the
difforence a little since the comparison is with wage rates of EPZs in 1980,

2/ Sce "Trowble at t'mill", Far Pastern Feonomic Review, October 8, 1982,
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countrics is usually below that of the labour in the industrialized ecconomics,
This is not ihe casc with many assembly operations typically undertaken within o
zones for which it is pOSsiblé to achieve high productivity with unckilled,
low-cost labour. Several sources state explicitly that for the tupe of export
production undertaken in the zones and the developed countries, there are no
signivicant differences in labour productivity,

Labour productivity in developing countries is most likel-y to compare

favourably with developing countries in machine-paced jobs, Presumably 'in
such cases the lack of prior industrial experience of the average industrial

workers in a developing country is less of a handicap. Also, in a develcped
‘country, workers dislike machine-paced jobs; hence such tasks may be perfonned
either by inherently low-calibre workers, or by workers who insist on working at
a leisurely pace. Becavse most developing countries lack an industrial
tradition, it may however oft;n be necessary to have a higher ratio of
supervisory personnel to manual workers than would be required in a developed
country. Also, it may be found desirable to split up tasks done by one

operative in a developed country, so that each worker has a more limited

(and hence similar) set of operations to perform(Sharpston, 1975).
Productivity levels in the Mexican Border zone(Bareersen, 1971) are estimated

to be around 80 — 140% of U.S. levels and similar high productivity levels

have been noted in Korea(Ranis, 1972).

The combination of high productivity and low wages makes the location
of labour-intensive activities, in particular, in the zones extremely

attractive. There is a concern that in their attempts to increase further

ffhg attractiveness of the zones, host governments may have restricted
the application of esisting labour laws in the zones, to ensure the investors of?
a docile labour force which can be utilized to its fullest extent. However,a |
survey by the Swedish Ministries of Foreign Affairsnaﬁd Trade suggests that

existing labour laws were applied in most EPZS.2 Nonetheless, its results should

4/ U.S. Tariff Commission, "Implications and Multinational Firms for 3
vorld Trade and Investment and for U.S. Trade and Labour". Report to the
Committce cn Finance of the United States Senate and its Subcommittee on
on Internatfonal Trade, Washington, 1973; Sharpston, M., "Internat*onal
Subcontracting”, Oxford Economic Papers, Vol. 27, No.1, 1975, p. 93;

et et S S " e e o 01

Bareersen, D.W, The Border industrdalizaiion Programme of Mexico, Lexingtonl19,

g/ Utrikes—~ och Handelsdesaricmentens Enhet II(UID), "Industriella Frizoner -
en Forberedande Undersdkning", Promemoria, 21 July 1978, p. 14-15.
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b interpreted carcfully since only the general lines of the countries!

labour legislation were examined, Morcover, in some couniries, at least,

b the existing labour laws are such that no modifications are nccessary to
attract investors to the EPZ. In these countries, strict control is
maintained over trade unions, strike holidays for employees of transnational

corporations, special labour laws ruling out indusirial disputes with forecign

firms, etc.1

1/ See for example, Nayyar(1978), p. 77; Frank, C. R. Kim, K.S. and Wesiphal,

L.E., Foreign Trade Recgimes and Economic Development: South Korea,

Vol, VII, National Burcau cf Economic Research, New York 1975, pp. 242-43.
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fc0mpetition between the U.S., and Japanese firms to cut costs or the relaxation of

i1

Trade Prefcrences and Offshore Ascembly Provisions

The inclinatiion towards frecr irade and ihe granting of trade
preferences to developing countries in the 60's and 70's created a very
congenial atmosphere,_“enhzncing the attraction of EPZ:c to investors from
industrialized countries. Thz trade preferences to developing countries
include, inter alia, the generalized system of preferences(CSP) and
the preferential access of ACP countries to the EEC market according to
the Lomé Convention., A study of the electronic industry in Malays.a(Lim, 1978)
_indicates that some firms in Malaysia's Free Trade Zones started the r
bperations to capitalize on GSP, The EPZ in Mauritius boomed in the sevent:.es

mainly .because of her preferential access to the EEC market.

Another ;.. ortant impetus behind EPZs - .: - I 3T 27 is those
offshore assembly provisions provided by the industrialized countries,
The most l:prcminant feature of these prov1s;ons is that only value added of
imports is dutiable, Domestic materlals and compcnents re-imported are
exempted from tariffs. They are particularly favourable to those industries
which can relocate part of the labour-intensive process to2 low-wage countries.,
The best-documented offshore assembly provis ors are tariff items 8C6.30
and 8C7.00 of the U,S. Diagram 1 shows the rapid growth of 806/807 mports.
The EPZ with .ts simplified customs procedures and other incentives is a
perfect match with these tariff provis.ons. The success o° the border zones
in Mexico can be largely explained by 806/807. In 1971, the value of exports
under 806/807 from Malaysia was just a modest $9,6C0, Malaysoa began to set
up ‘free trade zones in the early seventies which attracted many TNCs :n
electronics., Since then halays;an exports under 806/807 hagishot up manifold,

(this is , however, not to deny the importance of such factors as the intense

foreign investment control in Japan), There is also increasing tendency among

other industrialized countries to follow su:t. The outward processing iraffic

of the EC countries is also expanding rapidly(see table 5).
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TABLE s : IMPORTS OF GOODS UNDER OL.I"I‘WARD PROCESSING ARRANGEMENTS FOR EEC-9
(. 1977 and 1980. : . - .
<7 . )
1977 19801/
: Millions EUA Z . Millions EUA 4
Germany, Federal Rep. 879.21 36 887.30 31.5
France - 1,266.05 51 1,270.50 45.1
Itﬂly 57-75 2.3 57-18 : 2.
Netherlands 209.58 8.4 218.59 7.8
Belgium-Luxembourg "~ 57.50 2.3 28.65 R
United Kingdom - --. © 329.76 11.7
_ Ireland S - C-- .01 -
Denmark : - - - 22.62 .8
TOTAL EEC-9 2,470.84 100.00 2,814.60 99.9

l/ T~ September.

Al -~ o -

SOURCE: Commission of European Communities, Statistical Office, Nimexe é, SCE
2119, Various issues.
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It is important io note that TiCs are the ch.ef beneficiaries of
these offshore ascembly provis ons which, together with EPZs, chime: :in
very wecll withtgfégal strategy. Intermed.ate inputs and components can
be exported to EPZs and then re-~imported snto their home couniries without
any hindrance at the borders. Morcover, TilCs, with the.r efficient
commun.cations network and the ability to organize flows of resonrces on a
global scale is likely to make much better use of these provis.ons an@{%gzs
outperform their smaller competitors and :indepedent Third World exporiers,
channelling a larger and larger share of the market into their orbits,

Sbme recent developments further re:nforce the dominance cf TNCs in this
respect. In concluding the Multifiore Arrangement Mark III with developing
countriesy, the EC strategy is a stick-and-carrot one, demanding the big
Asian exporters to reduce their quotas while, at the same time, partly
compensating their losses through outward processing irade. The outcome
of the MFA will render the penetration into the markets of industrial:zed
countries all the more difficult, while the TNCs can maintain and further
_mprove the:r competitive edge over small third world exporters of textiles
and garments as a result of the relatively more liberal treatment of

outward processing which is the:r expertise,

So fﬁr, the environment has been in favour of the triple alliance of
TNCs, EPZs and offchore assembly provisions. However, changing internat.onal
environment may in the future modify the situation, For one thing,
tpe prolonged global recession and the rising debt burden of companies in
fihdustrialized countries may slow down the growth based on th:s tr:partite
é;fangement. Soaring unemployment in the West has ncreasingly prompted
trade unions to target th2ir attack on outward processing and EPZs, exert:ng
pressure on their governaents to limit this flow of trade. Whether a high

still
growth rate based on this international division of labour can/be sustained

rema.ns to be seen,

l/ See "Coming apart at the seems", Far Fastern Econom:c Review, March 19, 1982,

g/ See John Cavanagh, "Northern transnat onals can use new MFL to sew up
markets", 1n South, lMay 1982.
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Efficient Fecilities, Scrvices and Administration ) L
' !
t

Of all the attractions offcred by the EPZ, the provision of a wide
range of_facilJﬁics and services{see table 2) and efficient administration
are extremely crucial in channelling foreign direct investments into EPZs,
In common with industrial estates, EPZs can facilitate and accelerate
factory investment, particularly in comparison with foreign firms act:ng 'i
alone or in joint ventures with local capital. Even in countries where '
the bulk of the factory investment would still have taken place

outside the zone or estate, prepared sites and services accelerate the

investment decision process and in some cases might be a plus factor
inducing a company "go" decision or investment wh.ch otherw:se might have
been a "no go'" or "wait", . s

From a market survey for the planning of one industrial estate,

——

for insiance, it was concluded that, on average, develped estate land ready for
construcfion wvould reduce the timc.between approval of a factory investmeni by
- firm and startup of operations by up to 18 months, It was further concluded
that perhaps on out of five potentialrprojccts would either he aborted or
gseriously delayed for years if no viable alternafivk (én industrial estate)
were available to the discouraging task of findiug and developing a suitable
factory sitc independently. The problem is eqﬁally acute in other countries
where inédgquate rocords and rules concerning land ovmerchip and use,
burcaucratic processing of land purchase agreements and applications for
poﬁer, water and telephone services prevail., These deterrents are greatly
magnified for small to medium size firms since these firms do not normally
ﬁé?ethe resources - management, legal, capital - to'peréist in their

- . - \ .
objectives as dc -arge—scale€perat10ns.

1/ The emphasis given by transnational corporations to the availadbility of
infrastructure is illustrated by their initiating role in some zones and
industrial estates. For instance, one corperation's interest in developing
en injustrial estate in Indonesia led to its carly involvement in the major
feasibility studies and subsecquently a management and technical assistance
contract to assist in the management of the Pulo Gadang Industrial Estate,
Similarly, La Romena Pree Zone in the Dominican Republic was establiched in
empowering the latter to manege and operato the zone. (Renma Consultants
Limited, "Kingston Bxport Trade Zone', A report for the Port Authority,
Kingston, Jamaica, UNIDO Contract - 74/37. Project +5/JAN/74/C0%, p. 25)

2




Under such adverse conditions, in the abscnce of @ zonc Or cstate,

many of the faciories located in a zone or estate would be delayed and

some of them might never be built. Cn the other hand, thi; incentive to
locate in zones and estates is much smaller in the more developed of the
developing countries, To have achieved their current levels of

industrialization, they have gcncrally alrcady removed many of the obstacles

that make location of foreign iwmvestment within a _onc essential in the

“1east developed countries.

. ‘Besides those adéantages mentioned above, EPZs also have other

- locational advantages, They are often quite closc to international airporis

and/br deecp sea ports, Whether the proximity to an éirport is more valuable t:
a decp sea port hinges on the types of industries in EPZs. The above

consideration is, however, frequently secondary o the availability of

cheap labour supply . Problems will arise in transporting employees to

their factories if they live too far away from the zones. The survey

indicates that most EPZs are situated right next tc the aree with a large

pool of cheap labour .

b3

EPZs share many of the features with IEs. Yet, they excel the estates
in administrative efficiency. Whereas the latter are in the demestic
customs arez and have to comply with all the rules and regulations, the
EPZ usually streamlines customs procedures and reducesred tapes. As pointed

out above, delay due to customs usually does not oxcced 3-7 days, whereas

'fbr some IEs, it may be as long as a month, The delay is especially

Edamaglng when delivery on time is important. A recent book by David

1
Horawctz on Columbia offers a vivid discussion of the delay inherent in
Columbia's Vallejo Plan(which exeupts imported inputs used in exports) and

at ports and customs. He attributes the failure of the Columbian clothing

" industry tc compete with East Asian producers partly to these

burcaucratic barriers. In a highly competitive export market, administrative

efficicncy may be as valuable to an exporter as generous fiscal concessions,

1/See Lorawetz(1981) s




IMisecal Tncent:ves

A package of gencerous fiscal incentives such as low corporate tax
ratc and tax ho%idays.offércd to firms operating in EPZs .s often the
rule rather than the exception, However, it has oftcn been argued that
fiscal ccncessions are not the cTucial determinant in attracting foreign

investments into EPZs for a number of rceasons.

One important feature of international taxation is that many
capital exporting countries/ggggta?og% 23 %Q% é?gdgfg'unllaterally to
firms operating in a foreign country 1o avoid double taxation. Under
th{s scheme, only profits net of foreign corporate tax will be taxed,
In so far as the tax rate'is Qigher in the capital exporting country,
it will become the effective téx rate facing the firm and the rate of
the host country will become immaterial in affecting the amount of tax

paid by the firm. .

In the case of EPZ, since a 1argé share of their foreign capital
are derived from Japan and the U.S. which grant foreign tax cred:ts to
their national firms, the intended effect of low corporate tax rate and
tax holidays to stimulate foreign investments into the zones w.11l be
completely nullified. Moreover, it is uncommon among some countries
like the U.S. tc sign tax sparing treaties committing capital exporting
countries to forezo taxing those profits exempted from taxation by the
host countries through tax holidays. Tnerefore, what is thought to be an
:éﬁtraction to foreign investors only leads to the transfép of tax

revenues to the treasuries of the capital exporting countries,

Another factor which tends to reduce the importance of fiscal

e T o e

incentives is the ability of firms to manipulate their effective tax rates thre

transfer pricing, Intra-firm transactions and a high degreg of product

differentiation in some industries like clectronics, render transfer pricing

of inputs or outputs easier, Besides, there are many ways e.g. through

royalties or interest payments etc. for a TNC to reduce their global tax

rates,

3/ £co for exauvple the articles on Murray(1981).
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It is a tendency among EPZs to compete with each other by offering
extremely gcnerous fiscal incentives. lowever, as shown above, the practice
in international taxation and the ability of TNCs to determine their
effective tax rate through transfer pricing render fiscal congessions
not a very essent.al calculation in deciding to invest in EPZs, It is,
therefore, not surpris:ng that a survey of firms in some Asian EPZs
indicates that tax concessions are usually/gﬁe most crucial consideration.
On the other hand, the dra:n on the tax revenues of the host countries

can be very substantial,

e (A

1/ See V ttal(1977)
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o 1I.73
Physical and Psychic Distance '

The decision to locate foreign dirccl investment is also influcnced
by transport cost and cultural similarity. Not surprisingly, a large
ghare of foreign direct investments at the EPZs in Coutral-Amcrica and
the Carribean o?iginatcs in the U.S. Onec cxtreme cxiﬁlc being the border
zones of Mexico, U.S. firms can set up twin plants on both sides of the
border. Components are then shipped by trucks to the Mexican plant.. to be

asgcmblcd and are then carried back to the parent plant in the States,

- “Cultural proximity serves as another conduit for channelling foreign
I ' 1Adircct investments. The inflvx of Japanese investmenis into Koreca's Masan
EPZ , among other things, reflects the culfural and colonial ties betlwecn

: the 1wo states, Being an Islemic country may also be a factor in propelling

| Arabian investors to start their business in the Ka}achi ERZ in Pakistan,

Political Stability of the Host Country - i

Political stability and a traditionally positive poliey towards private foreign invest-

ment is of major importance in the investment decision. Policy stetements by the host cowuntry . .

favouring foreign investment, cannot be regarded by the investor as a long-run guarantee,

- particularly wvhen the'country is known to have a strong treditional attitude egainst foreign
influcnce. Indeed, as has been found in various surveys l/, companies ettach particular weight
in their investment decisions to the estimated degree of continuity of government rules and
regulations affecting foreign collaboration, The cstablishment of a zone or an estate may be
regéraqd by a potential foreign investor as & long-ternm cormitzent by_fhc host goverpment to
colluf&ration wvith foreign companies and institutionalized means for continuous safeguerding

of operations., In that sense the succeégful establishrent of a zone or estate is a method of

"shoving the fleg", an incentive for foreign compenies to invest generally in the host country.

—— cenn
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In conclusion, the EPZ was a timely n° .duction during the €0's and
70's when tre atmosphere of the world community was in favour of freer
trade as witnessed byltariff reductions and preferences., Also, at a time
of rap.d advances in information system wh ch enhances TNCs' capabil ty to
organize global resource flows and with the increasing competit.on for
a larger share of the global market among TNCs from different nationalit es,
especially between the U,S, and(Japan, the EPZ has been able to prov:de
the right kind of facilities ; % cheap labour and :nvestment climate

as discussed above, rendering it a crucial link in the whole network

of the international division of labour.
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II1.1

CHAPTER THREE: THFE SCCIAL AND BCCNCMIC IMPACT OF EPZ

This chapter attempts to carry out a; overall assessment of the costs
and benef:ts generated by EPZs. Different viewpoints pertaining to the costs
and benefits of EPZs will be presented; then the findings from the UNIDC
survey on EPZs and other up-to-date empirical studies related to EPZs are
surveyed so as to assess the extent of EPZs' contribution along different
ldimenéions. In the course of the discussion, we shall try to emphasize the
ﬁbprOpriate metheds or indices to weigh EPZs' contribution vis a vis some

usual practices which may be misleading.

-
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Foreign Exchange Effect

The carning of foreign cxchange is onc of the primary objectives
in cetting up EPZs, Table 6 dep.cts inflow and outflow of foreign cxchange

in three EPZs: Iri in Korea, Bayan Lepas in Malaysia and Shannon Ireland.

' Shannon 1is introduced here to see how an EPZ in a developed country is

compared with those in devkloping countries. Typical of the zones, imporicd
material inputs eat up a large chunk of the foreign exchange earn:ngs
generated by exports(62% for Iri, 63% for Bayan Lepas and 52% for Shannon).

Apparently, even taking th s into account, net foreign exchange earnings,

‘defined as the difference between exports out of and imports into the

EPZ, may represent a sizeable contribution espec:ally in the case of small

countries with poor resource endowmnet, as shown in table 7.

However, one must be careful interpreting these figures. The
difference between exports and imports only reflects the foreign exchange
position from the firm's point of view, It includes repatriated profits
which have to be deducted. The share of repatriated profits may be
particularly significant in the case of EPZs, If we assume that EPZ firms
remit all their profits and tax revenues are negligible, data from table &
show that the sha;e of repatriated profits can be over 60 per cent of
value added, Net foreign exchange earnings as defined above will thus

considerably exaggerate the direct contribution of EPZs in this respect,

s The direct foreign exchange contribution is also 11ke1y/31verge from

ﬂthe overall foreign exchange effect in ‘so far as the former -glosses over

hidden foreign exchange gains or losses to the rest of the economy, %% orld)
T wor

other words, all 4nputs and outputs should be valued at their shadow/prices.

Moreover, in the final analysis, the significance attributed to foreign

exchange carnings stems from their contribution to saving and growth.

~ Foreign exchange drained into consumption should be valued less than a unit

of fereign exchenge saved, Using the terminology of Little and rlrrlees(1974),
net domestic value added dcnominated in free foreign exchange in the hands
of govcrnment is the/ Orr 1&% oxchange impact or the value of the EPZ to

the domestic economy. In so far as government revenues derdved from EPZs
are *mall duc to renerous concessions, the above adjustment will further
reduce the contribution of EPZs to foreign exchange.
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TABLE 6

DISTR+BUT+ON CF INCCME +N MO WPZa{1920)

<

REP. 6F

IR (KCREA)  payay EPAS
(THOUSALD WCH) ?lll

GRO3S CUTPUT AT 29,448,569

MARKET PRICE

DOMESTIC SALES 811,467 39,979

- EXPORT SALES AT 28,626,448 593,503

MARKET PRLCES

WAGE BLLL 4,985,232 -

VALUE ADDED 12,926,572 -

MATERI4L, INTER-

MEDIATE LNPUTS,

FUEL )

~ DCMESTLC "2,637,889 137,851

~ LMPORTED 15,466,797 - 423,902

SERVLCES -

= DCMESTLC 1,547,011 -
1,583,511 -

. = AMPORTED

Source: UNIDO survey on EPZs, 1981
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SHANCN(ILLAND)
(Irg)

139,930, Cco

7,693,060
132,237,600

20, 397,CCO
60,085, 0CC

6,611,000
62,659,CC0

7,104, 00C
3,471,000

é
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‘ ! TABLE

. NET FDREIGN EXCEANGE EARNINGS AS A PERCENTAGE
R OrF TCTAL 4¥PCRT

-

T1 72 73 T4 - 15 76 17 78 " 19 8o

TUASAN 0% o1 4 .4 1.0 1.3 1.5 1.5 1.5 —
(xcRea, Rep. of) )

IS. 6F TAIWAN .3 3.0 2,8 2.9 2.7 4.0 4.3 3.3 4.0
YAURLTAUS b — — — .3 1.5 4.5 4.7 5.3 5.4
DCUANACAN 1.0 1.0 1.1 1.1 1.4 1.6  — S — —
REFUBLIC "

APJ\::QUJ‘LLA ——— s ® 1 . 1 P 1 . 2 Y 4 t— sl —
(cCLin3eA) .

PATAAN — — —_ = — —_ — o4 .6 —
(PHLLAPPANES) '

. Source: Masan and Taiwan from papers presented.in the APO. Symposium 1980; Mauritius from Kadress
Vencatachellun, "Industrial Policy and Planning in Mauritius", presented at the ezpert group meeting
on industrial planning organized by UNIDO 4n Vienna from 1-5 Nov. 1982; Dominican Republic from World
Bank Country Report 1978; Baranquilla from Morawetz(1981); Bataan from ETZ Annual Reports.

a. Negligidle
b. Not available or not applicable o

T

fror
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. ™ . . X
fhe overall net forcipn cxchange tarnings derived / THY above rearening
: L 1 . .
only ndicaic. the gain in one year. lMorcover, it does not take into account
the snitial sct-np costs of EPZs. The latter involves land preparation

. ond the construction of bas ¢ infrastructural facil:-ties v

v p iy ————

substantial share of the government budget of a small country. Moreover,
since all the facilit.es and services Lave to be up to the international i
standards, the import content of the project may he very hfgh; representing
a.drain of the country's forcign exchangz. For example, out of the Rs. 317.14
million allocated to Phasel of the Karachi EPZ, 63.056 million is in f&reign
éxchange? Therefory, in order to corpcctly assess the overall profitability'ln
;..H ‘terms of uncomm.tted foreign exchange, the strecam of foreign exchange

earnings and initial set-up costs of the EPZ should be employed to

calculate the economic return.

', ‘ _ ‘above
’ Rigorous assessments along the line m@ntioned/and based on the

- e Y BT Y . R Y W

actual performance of EPZs are few. Many studies use partial indices such

as the sum of 6Xport or net forcign exchange earnings at market prices over
~.the ycars which, as discusgs ab9ve; are not theorctically sound. There arc,

howcver, lending appraicals undertaken by the World Bank suggesting internal

- rates of return around: 13-15% but ranging up to 369 depending on the

R assumptlon° uscd, . - o
ORI -iaurltlu., - Coromandel Industrial Estate (197 3) . 15%
- Colombla - Cartagena Industrial EPZ ) ) .' 13-36% ) }
" Thailand - Minburi(Lat Krabang) Industrial Eutate | 14% ;
(1978) R _— A
¥

‘.It is uncleér ﬁhether or not these rates of return arc typicalkof
the commercial returns available to governments acting as entreprenecurs in
“<i establishing indusirial estates and zones in developing countries. Projecis
~ pubmittced to the World Bank for lcndinv appraisals arc likely to be the

4morc ccrtaln, more profiteble, Development projects undertaken for

SO polltacal or precutige reasons are more likely to be financed by the host
* posgible the same
' govcrwmcnts thCﬂ°ClVng) avoiding/externzl scrutiny, In additiion, rates of

retnrn will vary between couniries and locations, roreover, rates of
rcturn on past investments in 1nd1v1du¢1 estates muy providc little or

no guidance to ithe returng available in new projects,

1/Jotc that in itle case of the Little-lirtlees method, net social income
. cach year is the alen.the overall forcign exchanye offect and the net
N social discounted value is the discounted value of the stream of foreign
exhange carnings(at world prices) “nnn{Qth by the EPZ.
?/ Virures are from Karachs 17, Progrese Report, Ausuct 1992,
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These rates of return compare favou sably with rates of return available
from alternative investments in developing countries. A similar benefit-

cost analycis for Macan EPZ in Korca curgestis a rate of return of comparable

magniture(Choe, 1976). Cn the basis of these four appraisals, it appears that ti.

physical establishment of host governments of the estate on which the zone

is based moy well be justified purely in terms of the commercial return

' alone, that is, without reliance on the less certain long-ierm benefits depende:

on the EPZ playing a catalytic role in the countries' industrialization,
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Total Employment Effect

The number of jobs created is usually taken as a good indicator of
the success of EPZs, So long as there .s én urlim:ted supply of labour
and EPZ firms pay a wage above the shadow price of 1abour(whnc@ may
practically be zero), then to maximize employment :n EPZs w.1l increase

social welfare,

‘ The total employment effect should include the d.rect and .nd.rect
employment created by the EPZ, They depend on the labour intens:ty of
the production processes used in the zones and the local procurement
policies of EPZ firms. Insofar as a major motive to invest in EPZs .s to
make use of cheap local latour, the common crit:cism of foreign firms
from industrial:zed countries introducing very capital-intensive and .
thus inappropriate technology may not be applicable here since it is
exactly those labour-intensive production processes that these foreign

firms transfer.

On the other hand, the indirect impact in terms of employment on the
rest of the domestic economy s determined by the local proéurement
policjés'of the f.rms in EPZs, The more a firm buys- from the local economy,
the more jobs will be created :nd.rectly. Cons.dering the "enclavistic®
nature of EPZs, it is unlikely that indirect employment generated will be

very sign:ficant. -

!

- L

vidl.

The survey attempts to estimate the indirect effect b} asking the
respondents the number of associéted employees outside the estate/zone
for each job inside, " The responses are few. Most of them
put the figure at one or two, From table 3a, the d rect employment of
EPZs wasaround 6CO thousand in 1978, Using the above information from the
survey, the total employment effect would be .n the range of 1,2 to 1.8

million, Of course, it is important to note that these figures a.e only

orders of magn.tude and do not represent acecurate estimates.




evidence. The discussion will centre around backward linkages, since in

Liaed

Linkage cffect

No discussion of the benefiis and costs of EPZs can be regarded as
complete without talding into account the linkages to the local economy.
The ﬁynamic effects generated = i N . through local
purchase arc thought to be essential to the effort of industrialization,
In the following paragraphs, the determinants of loca}procurcment by

firms in EPZs will be explored., Then we shall look at the empirical

. . e

most cases, all output is exported.

A number of factors may affect the level of local procurement by

a firm in the EPZ at a certain moment in time:

1) Cost and reliabiliiy of local inputs in terms of quality and delivery.

PN

EPZ firms may demand inputs which are much more sophisticated than what

the local firms can supply, e.g. certain electronic components(Lim and

ram—y B

Pang, 1977). Delivery by local suppliers may be erratic. High produotion

L e

cost constitutes another barrier when th host couatry is at the early
stage-of economic development or pursues a trade strategy which glve
hea vy protection to the local market, in which case local firms cannot
exploit economies of scale nor are they given the incentive to supply

products that are internationally competitive. One exanple from a World

.Bank report is the production of grey cloth in Senegal which is 45 percent

““more expensive than the world price. As a consequence, imported grey cloth is

used to make printed and dyed cloth for exports. This impedes firms from the

free zone at Dakar to buy from the local economy. ] ‘

2) Trade barriers and preferences. The trade regime of a couniry, as
mentioned above, may turn firms away from local materials and components.
But policies from developed countries also have repercussions on the
decisions to buy local products. The offshore assembly provisions of many
industrialized countries virtually lower the priceé of inputs from

developed countrics relative to local products. The Righer the tariffs on
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valuc added, the louer would be the level of loczl procurcment,  [or
exanple, the sclatively low backuard linkages in the Mexican Faquiladora
{gee tadle & )con provably be attributed largely to thelr proximity to
the U.S, border. The neglipible transport costs render the price

differenfials between U.S. and Mexican inputs much wider,

-

developing countries.
On the other hand, GSP offcred to _/ . encourages EPZ firms to use

a higher level of local inputs in order to qualify for the preferential

rates. The survey by Lim and Fong(1977) has shown thet, in order to
n Sinea

. . . . . . i ore. .
fulf1ll GS5P requirements, some forelgn flrms/cvcn R palns to glve

technical assisiance to local suppliers so that these firms can buy from
them products of the required standard? However, on the whole, the '
restrictive nature of the CSP scems to make it -a less.powerful incentive

then offshore assembly provisions.

3) %he multinationality of EPZ firms. Efficlent communications systems

and global connections encble multinationals to buy from the cheapest

sources, a capability probably not avallable to local and small forelgn
developing countries . . .

firps from /1 -« Moreover, the bedglng of rlsks may requlre THCs 1o

diversify thelr sources of inputs instead of buying from one sipgle

country. The option of transfer pricing also tends to bias TNCs towards

intra-firm in 1ieu of arm's-length trensactions,

' 1/ See Grunwald(1979) for a formal analysis of 866/807.

2/ similar findings are reported by Lim(1978) for Malaysia.

e ——— s 08 T, B
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No systematic data tase is available for the assessment of backward
linkages of EPZs, From what can be gathered in table 6, one can observe that,
out of the total cost of materials, intermediate inputs and fuel uced
in production in Iri, 85.43% are imported. The figure for Bayan Lepas
18 75.46%. Fven for an industrialized country like Ireland wh.ch, one can
expect, are more capable of supply:ng material inputs through the local
economy, the ratio is 90.45%. As regards the change 1n backward linkages
over time, table 8 tries to put together evidence derived from the
UNIDO survey and other sources. Backward linkages as measured by the rat o
of the value of domestic material :nputs to sales(sales figures have to he
used as an approximation because/ggggfegog% of mater:ial inputs over time are not
available) rhave been jncreasiné over time in the case of Masan and the
three EPZs in Is. 6f Taiwan. In the case of the Mexican Border Zones, the
ratio is exiremely low and stable over time, For the other two cases,
the ratio for Bayan Lepas de;reased from 1977 to 1980 whereas the ratio for
Iri remained constant, However, the tiﬁé span for these({ﬁg cases is so0

short that there 1s no way of judging the long-run irend of backward linkages.

Evidence of backward linkages at the f.rm-level is even scantier. The
previous discussion on the determinants of backward linkages suggests that

local firms_should maintain a higher level of linkages than foeeign firms.
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i TABLE 8
DOHTSTIC MATERTAL INPUT AS A PERCENTACE
OF SALES FOR SCHE EPZ3
(PERCENT) .
1971 1975 1976 1977 1978 1979 19%C
BAYAN LEPAS :
(MALAYSIA) 21,76 13.64
IRT
(REPUBLIC OF KCREA) "8.89 : 8.96
MASAN
(REP. OF KCREA) 1.7 17.34 24,16 22.44 24.59
MEXICAN BORDER :
ZONES 2.24 1.12 1.1 1,08 1.27.
A 5
L oF Y }
~ TAIWAN 26.91 24,67 26,43 26,02 39.83  40.56

———————

Sources: Bayan Lepas, Iri and Mexican Border Zones from UNIDC survey on
EPZs; Is, of Taiwan and Masan from papers presented in the
1980 APG Symposium on EPZs. -

élehe figures on local purchase in th.s case may include machinery and 4
«t'equipment, :

B e o sl
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(Subratimanian and ohanan, 1978)

A cludy of Indiats EPZ at Santa Cruz./concludes that local firms and firms
with a lower degree of foreign participation tend to have higier value
added. I'rom our survey data, 1n1ﬁtcd material inputs as a percentage of
total sales at Cuni Industrial Estate 1n/}01ca, an cxport-oriented cstate,
is only 247 in 1977 and 1950 as 0pp0°0d to 58.98 and 52,54 in Irk, Taking
into considcration the fact that 83 perceni of the firms in Gumi are 1€C)5
locally ownced as againct 11% in Iré and the export oricntation of these

estates, one may infer that local firms tend to use more domestic materials.

~

The heavy involvement of EPZs in offshore assembly also enable;u;
to get a glimpse of EPZ trade with respect to backward linkages/a
from the zones are as likely as not to be heavy users of offshore
assembly provisions, The U.S. government regularly publishes statistics on
tariff items 806/807. Dutiable value of 806/807 may serve as a proxy for

backward linkages, Mowever, care must be taken on what is actually behind

dutiable value which is composed of profits, wages and materials and services

not originated in the U.S. This measure is therefore only an upper bound
to backward linkages as all profits of foreign firms will probably be
repatriated. We shall concentrate on 807.00 which makes up a large share

L “~ g -

of the trade flow, Those countries with EPZs are picked out for analysis.,

2

Intercstingiy, one can observe distinct patter: s of backward linkages
(defined 2s dutiable value over total value, see dizgrams 2 + 3 ) between
gome Asian exporters and those in Central America and the Carribvean. A

carcful readlng of more disagyregated data seems to reveal that the

;patterns can be ascribed to the different composition of 1ndustrles and the

.change in the electronics industry over this period of tlme(197?-b0)

"The non-Asian users of 807.CO concentratc largely on textiles and garments
and therefore arc less affected by the internal dynamles of the dlectronics
industry, For these non-Asia countries, the ratio fénges from a low of
about 207% to about 50%(it has to be remembers that these flgures are upper
1imits). Since EPZs are important in these countries e.g. Mexico, Barbados
and Dominican Republic, the trend of 807.CO may as wvell be taken as that

of EPZs. Over time, the trend seems to be constant or mildly increasing.

throysh gce/8cT

i e

LR AT T




on 005 .QD amd 807 (

. e e e I T B I
" : _ R
S S SN SO SR S
1 | ! P |
e il i S DU ST SSNS N SO S ¢
. ! |
- ril,‘ g ’ F—
) oy
o ! b _ o
. |
Vo ! L
N A N j
ot ! A ..I'* _ 1
R _. oL i
I A . ; I {
! i
! _ |
]

‘i

C.

!
’

(P

L
©r -
2873

€2

: &?Ol. _ (

~
[

i. t

—_—— e -

«Hv.
f.’.‘u
< i
! 4
< | “
Ly DLW i 1
NP I O B ,
LS T _ m
=D e e _ _
PR o S i _
oo TN o i J‘._lc ll_.li_ll
w7 e i
< cdg b ﬂ
TSR L N S L j
H (] .
Siee DD ] A
1%y} . = ! . | : : \ | [ ! |
SN TP-SU o S S S U N | B S U U U B
Rl R, et
TSSO ] | 'EEREEEE "
O e e R - S A it St e S i i
ST N S O S S O U S B
o ' 4 1 | | 1 “ \m | H ' _ le : 1
At B e B o S e e e I
. : . i i ! : . ! 0
- - 1."..l r.l.‘.'! L ~ t '“ - . - . T'V - — . < T
pa L Co Lo _ o ! _ ]
oo B R S S B S A R R ’ .
e Lo | ! l. N ] i
Ot j i T T T O
9 I _ A% 1 O DTS B
« T . I | i N I | S
< SRS S | N VN Lo L b )
s v 1 ~ i | . [ ] -
v &1 NSRRI S - .
i . <o N .
m M -1 #m o # { “ 1 .
; e S o B e e R S
A . - MN _ T \ N .
‘ﬂlL!L.L._II. .- ..',rll’.l’lml.ll ——ae o e -
Rkl | M “ { ! R !
o Pl e >
N NN

; 135510 ‘riodical publications
{rtorrationnl Trade Scrmission, perioc put tic

~
I

U.e

Sourcr:



'y,

_t“‘ (e (';lwllll"

% V"/ 7|‘ v

3 i ! )
— . i | )
G N - ——— _
25 ! _ |
23 '
el T
o> 0t |
: . hd Sy - b et - - - =
o [ i ] 1
- O b !
S A |
1 ! ~
S XTI
D N i
vy T T
) i IR D i
& = - |
NG W~ S :
[ ! i - !
- PR S
3 o) Lo
(a7

%

7o

s, 177

PR

B

-l T .

]

N S S S
~7l . *

- e men - —

1AV AN { i i

=) -t -} e |
m/ 4 _ . _
I} : .

(RO ST SO

t . .

LT C
7 SR ANE A

T A :
Co i
b
S S T
. - . R m .
2 e Im.-l.! A .
BN

: ) ! ! j
gyt
. o

B IS M

1 i
i

s 5
[ S SN G S
!

o

b e m g

|

Lo

.).
it ST B

Tt i et i
| | : 1

- - R
' 1 1

.,. P
L U T SR
L T T
R e e T SO Y S .
B . ' '
|le-“.o R e+ WI\ .
——t el L S ]
N 1
e it Sl I
RO P
P NIRRT A
T | : H
4 : . !
IR 4 | 1 M D T
| ' | _
¥ 4 ———— ) -
] I ~ T
ST AU T SR I
RN
| SN SR VUV U N A
o [ -~
P 1o
S Ty BAnahe
L i
| p T Tt
SRS S S SRS S N
[T
H v v .».n I . X '% -
ST S S S S
bl = 4 ————— e m——
N
N R ' . ! : ' e
EENNE
- LSS SIS B ¥
i . N —
|0
S SRR DA
m T .
i * > e —
| I
+ SN DN S
i i
i 4

U PPN ISRy SNINEY ST SUGSIDY SR JHO
‘

. m|lp to

' a.l..:.l”.lwll.l
R
i L
T

: | I

. XN WL ; , . _ : i “ _ l:
I < | L SR
A ,, . . RS —
z = A .frnm i __ ; ! “ _ ]
T | “, I A R
B s Dl THGE S S I -KW._OT {—— . «.L i ~ i i - w
— | RN
e a ] . N R A 0
Aot e (@ -} — e B Bt e O vy U I 9 —_— S °
0 Y e y B N A
“ - — — : “ B S T I
P _ - - V
e R — —— - |J|'x - p—— : ——t e - -

‘neriodical pudblications on

Cormmission,




J11.14

The same index for ihe Asian cowntries, however, fluctuates wildly.
wtiable value ac a share of total value rose sharply before 1974,
reaching a pcak.in‘7974 and has been dcclining since then. However, the
absolute value kecps on inercasing. The dcck%ggg)as suggested by a recent
UNIDO siudy on the semconductor industry,/ls due to technologlical

changes rather than a change in the procurement policy of the TiiCs.

In sun, the scattered evidence from EPZs and the trend of 807.00
-seems to suggest that the level of local procurement is tow for EPZs and

Increases mildiy <Svop=i~iny or more or less coastant over time.

The considerable efforts injected into the discussion of backward
linkages seem to be engrossed.ﬁith the level of local purchase or value
added, without however carcfully scrutinizing the rationale for using

- these criteria for backward linkeges, The latter is a plus only if it
generates static as well as dynamic behefits. Usually, it is the latter
which cconomists tend to lzy more emphasis when they _x about 1inkages.,
However, the level of local purchase or value added is a necessary but
not a sufficlent condition for these gains to materialize, A simple
example.will i11ustrate this point. Ir the Supply/gyrgelocal input'ia.
horizontalcEPZ firms pay the market price for it,‘then no static gain will
be incurred, The purchase only registers a transfer of resources from the
local economy to the EP2Z firms, There is no economic reason that a purchacze

_by EPZ fims and not a local firm should confer more bencfits on the

~ “domestic economy. Yopeover, if the purchase is an arm's;léngth transaction,

there may not be any long-term spin-offs from the transaction. In the
worsl case, as pointed out by Lal1(1980), the linkage ma§f%e harmful if

the forelgn flrm has some monapsonlstlc power,
g

What is therefore needed seems to be some sort of microeconomic
information pertaining to {to the relationships between EPZ buyers and local
buyers and subcontractors. This brings us_into the territory of technology

transfer In the next secton.




Tranzfer of Yechnology and Lcdrning

The acquisitiion of technology and skills is a major concern of host
governments in impleuenting thelr industrialization strategies, Torelgn
investment in the zones providcs a Jurther channel through which tcchnological

* 1wy

skills might acquired. llowever, the itechnology transier is dirccily 1

intrar
bk TR Y

to the character of the production process. A production strategy which
locates only parts of the total production proccés in a developing couniry

is likely vo result in a limitcd transfer of technology only. This

is 11lustrated by the resulis of an investigation of transfer cffects from
U.S. investments in South-east Asia(Allen, 1973). As this investigation
shows, the subsidiary oprrations in developing countries are predominantly
éésembly activities using general machinery which would be available also
from other sources. Both the preassembly stages requiring advanced technology

and the related research and development activities remain located in the

companies' centres(Allen, 1973).

In addition, even if complex, modern techniques are used in EPZs, the
Lost country dces not automatically gain access to them. In the electronfes
industry, for instance, the assembly pfocess in the zone is physieally
separated from, but totally dependent on, the higher technology aspects
of the production process( in semi-conductor manfacturing the two high

technology processes, mask-making and wafer fabrication, are undertaken in

the home country).

+ ————_ o
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fost assessments of EPZ ect to the transfer of technology

- uswally concnirate on the transfer of SOphisticated prOpriotaxy
technologics and R+D among EPZ firps. The narrow.focus on thegse aspects
as vehicles for the transfer of technology has receaily been challenged by
economists spccializing in this area(Katz,1978 ; Lall 198¢; Nelson and
winter 1974 ). The scope of technology transfer has considcrably been

idened to embrace minor and continuous technological Improvement

acquired through learning by doing , trouble shooting and mangerial and

o —np

organizational kmow-how. As noted by Katz( 1978 ), technologles cannot
‘be transferrcd into another environment without some modifications. The §
very procecss of izﬁproving and adapting impor‘l:ed technologies to internal and 2
external pressure adds to the technOIOgical capacity of the countiry in ;
ques stion, The calmulasive effects may be tremendous over time(Westphal et.al. 197r‘
The extent of these effects iy the case of BPZZ:QEEEKE on the involvément

of local ecmployees, subcontractors and suppllers in and outslde the zones.

t
i
I
!
i

Hot much research has been done alone those 1l'nes dlscussed above on

EPZs, The exception be: the two papers by Mark Lester on EPZs in

Halaysia and Philippines 1" * ‘e The results seeﬁ. to support that
L transfer of skills to local employees is significant. Managers and

technicians usually perform a wide range of jobs and, in the case of

Malaysia,the skills learned are not just specific to the semiconductor

'iﬂdustny. Vanagers and technicians moving out of the EPZs also find their

previous experience useful., -

Linkage creation with local vomndors also seems to have the effect of t
to et Ve

upgrading technology. However, no active support on the side of EPZ firmms,

seems to .be evident,

Island of '
In the case of/ Tadwan's EPZs, there are reported incidents where

1/ See )ark Lester, "The Transfer of Technolog cal and Managerial Skills
Throurh Multinat:onal Corporations: A Case Study of the Vertically
Integsrated EBlectronics Industry in Export Procescsing Zones",,Fast-West
Centre, Culiurec Learnine Tnstitute, Honolulu 1979 and "Transter of
Technolc:ry n Expert Processine Zone 1n Malays:a'",Bast-West Centre,
Cultur «l Learn.ar Inctitute, llonolulu, th 111, no date,




liletl

i technical staff acquiring the technology in manufacturing a certain
product left companies in EPZs to set up their own firps. Local processing
of raw materials supplied by EPZ firmms ié also permitted. Yet, it is not
xnown how extensive it is and what types of relationships are developed.
Vettical linkages are also detected in Singaporc(where the environment
approximates that of EPZs) between TNCs and local suppliers(Lim and
Pang, 1982) and it is thought to have accelerated the pace of technology

diffusion made possible by market forces.

It is not known how representative are the surveys by Lester and

other anecdotes mentiongd above, _

- ‘ There is also a lack of information on how
high mobility of EPZ employees is , serving as an instrument in the
diffusion of skills and know-how to the rest of the economy.

The gencral inpression seems to be that learning of simple
technologies, managerial and organizational know~how exists in §R§“¥M“nt”
context of EPZs. Cn the other hand, TRCs in EPZs do not invest keewity in
R+D and the transfer of complete and sophiscated technologies is negligible,
Whether fhe EPZ approach to launch technological development will in the
long rundkg%%cggngh%oﬁg%%gigion and mastering of complete technologies
by the /L.¢ themsclves is, however, debatable.A recent study of technology
_export by:/deYEﬂSfi?31§§§?tgéf§ts out the possibility of slowing down or

38 féken‘inhibiting the local process of learning if heavy reliance is put
on the transfer of technology through TNCs. In dealing with the question
of technology transfer in the context of EPZs, the broader question of
the ¢esirable path of technological development should not be overlooked,

More research in this direction is desperately needed.

. o



Export Instabilitly and "Footlooscness"

4+ 3 o 4 omnd ol 3 \ y
It is characteristic of many developis

of cconomic development is conditioned by their ability to ecarn foreign
and_intermediate

exchange for the purchase of much—nccdcd capital/goods. The varia Plllty
develeprman e

of foreign cxchange carnings thcrcforc directly hinders their/fefforts ,
and increascs the uncertaintfy of plaenning., Whether exports from EPZs

are particularly unpredictable is thus a matter of concern.

The stability of foreign exchenge earnings from EPZs can be viewed

from two angles: 1) the cyclicél fluctuation of exports( or more important,

net domestic value added) over time and 2) flight of foreign capital_and thus &/

or tax .ncent:ves
exports due to a change in the comparative advantage//of the host countrics

'\

when firms move to other locations.

Theoretically, it is not export revenue per se but domestic value
added and its swing over time that is of interest. The extent of
fluctuation in value added of EPZ firms may be atiributed to the fo}lowing
considerations: market and product concentration, the specific nature of
an industry and policies of firms in EPZs. Exports from EPZs usually have
their destinations mainly in the U.S. and Japan. There is also a high
concentration of product lines, namely electronics and garments. It is
therefore not inconceivable that these characteristics may increase the

oldtlllty of foreign exchange earnings. Cn the other hand the export
ofrsomc products may behave countercyclically., For 1nstance, , since
electronics is a fast-growing 1hdustry, it serves as a buffer to a decline
in output and employment in case of an external shock, as witnessed by the
continual increcasse in exports and value added in some zones during the

0il crisis in 1974 and 1975. Finally, the policy of TNCs to rationalize

their global allocation of resources may alleviate or aggravate the

! ddeef
fluctuation of :f%g;;;.

fa.
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1/ In the case of Mauritius, exports from EPZ moved independently upwards

as opposed 1o a more sluggish and volatile trend of the count ry!
export,

s total
The latter can Partly be explained by the country's reli

Bugar export. EPZ exports then hawRthe effect of mollil

ance on

iying export instabiyi-
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The trends secm to be cmooth and predictable. Even during the oil crisis,

there docs. not seem to be an extremely sharp drop in dutiable value. The

trends of £07.GC also seem to be more predictable when compared with tstal

expdrts of the respective countries. One explanation is thaﬁ/%??gggyogommoditjcs
* may simply be more voldtile than manufactured exports. The

greater fluctuations of exports outside EPZs may also be supply-induced

e.g. shortage of raw materials which may not affect EPZi firms since tﬁey can

always buy from the world market.

Another factor that affects the stability of exports from EPZs in
the long run is tue alleged footlooseness of industries in the zones, It
has been argued that the labour-intensive nature and small capital
expenditures committed by EPZ firms enable them to relocate easily as
economic environment changes. They may move to countries with lower
wageirates or pack up vhen tax holidays are due to end, However, so far,
this scenario has not materialized in a large scale. Experience from the Is. of
Taiwan; Singapore and Hong Kong chows that rather than moving out of
these high-wage countries completely, foreign firms would tend to move
upmarket, Moreover, as suggested above, tax concessions are not the

LI

Q . .
formost consideration, T

aT I
EM .
-}

There are also discussions on the possibility of firms relocating

back to developed countries as a result of technological change in electronics
and garments industries. Yet, as pointed out in a paper of UNIDO(1981),
despite the falling ratio of value added(as can be observed in diagram 3 )

to total output due to technological change, there is a continual

increase in the absolute value of exports and valuec added. The growth

of foreign direct investments from the U.S. was strong for the past'

3, »
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5
few ycars{the f1 after 1979 muy be cyclical, relating to the sccond

GROIMT CF ULS., FOREIGH DIFECT INVELTHRNTS
IN DEVELCGPTUS COUTPRTIN

TSS9 &0 81
fanufacturing(7) 14 15 9 9
Electronics (%) - - 17 12

Source: Survey of Bucinezs, various issues.

oil shoog. The growth rate for the elocfronics industry is even moee
spectacular. In the Asia and Pacifc region, it grew at a rate of 267

and 177 in 1980 and1981 respeqtivelyz For DAC countries, the average
annual growth rate of forecign direct investments between 1973 and 1978
was 19.4%, much higher than the previous decade(CECD, 1981, teble 6).
There is thus no sign of a fall in foreign direct investments in LDCs and

relocation back to the North, -

On the whole, export fluctuations of EPZs dog3d not seem to be
worse than the rest of the countries. The electronics indusiry even served
as a cushion during the oil crisis in some countries like Malaysia.
There is also no imminent danger of THCs relocating back to the North.
However, overconcentration in one or two industrics makes the zones
very vulnerable to any sudden and unexpected change in the international
gqvironment(c.g. the abolition of 806/807 which are constantly under the fire
5f.ﬁrade unions in developed countries)or the internal dynémics of a few
iﬂéustries(which mayﬂignZtrong and healthy at the moment). Even though
the recent trend does not indicate exports from EPZs as excessively
instable, there is certainly a case for diversifying the industries in

BPZ for the rainy days ahcad.

L/ U.S, Department of Commerce, Survey of Businees, August, various 1issues,
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Sociel and Regional Consequences

e

e

‘ The social and regional implications of industrial rcdeployment in

general and the zones in particular, may differ according to the socio-

- ————

cconomic conditions prevailing the host country and the location of the

zones. lowever, in virtually all countries the growth in employment

opportunitics ssociated with the zone — and export-oriented industrialization
generally — has been met by the large scale entry of young women into the »
labour force, Our survey does not indicate any structural chinge away from

- this imbalance(see chapter one). In many cases the women enter factory

- ————— 0 YT -

employment direct from their ruralccommunities or even in some cases as
migrant workers from adjoining countries. The womcn do not rcmain in

employment long. The rate of turn—over is high. Employment which is unsteble

e

and temporary in nature can lead to substantial social disruptéon and costs. ;
Moreover, the uprooting of the labour force from its traditional setting into Lr.

modern industrial sector and its dismissal after a few years without

significant upgrading of skill is likely to involve further andmore

substantial social cos*l:s.1 While industrialization always brings with it

gome social tension and conflicts, the concentration of employment in the
zones on women would appear to generate additional tensions. First, there
are conflects betwecen traditional local c?mmunitigs on the one hand, and

the women workers, their employcrs and the host gov ernment on the other,
regarding tre desirability and necessity of factory jobs, especially for

women, This conilact is exacerbated by the sexual imbalance in the zones
5which can lead to difficulties finding suitable marrlage partners and a .

L

Nhigh proportion of unwed mothers,

Second, there are potential and actual conflictis between the sexes on
many levels. Unemployed males may resent the employment of females, feeling
that this constitutes their owm employment opportunities and lowers the
general wage level; thus, for example, male-dominated unions are often hostile
to organizing female workers, Family relationships may be affected as women
increasingly become important or sole suppofters of the family, since they

can obtain jobs wile men — fathers, brothers and husbands -— remain

unemployed.

_/ The dimension of social consequences of the cmployment of women in export
-associated industries, particularly in the zones is explored furither in
UNIDO worikin~ papers on structural changes no, 1
of Manufacturing Indusiry to Developing COUWLTIC“", UBLLC/LCL5, 165, July, 1.

8,"Women 1n the b Geploymeni
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! Social conditions, involQing vazes, social sccurity and other cocial
gervices aro generally found to be rather better than worse in EPZs than
in local fimms outside the zones, Cur survey alco shows that EPZ firms
pay wages higher than the lezel minimum. The managed environment of many
zenes and industrial ectetes results in a general imporvement in factory
building standards and working conditions, waste disposal control ond
greater facilities, On the other hand, relative to the standards of }
factorics in indusirialized countries, conditions obviously are poor.

In the assémbly operations there is evidence to suggest that a more stable
work force would not maintain the pace of work, That is, to some degree
the young workers are "burnt out" by the inherent monqﬁony and adverse

conditions(iID0Oy 1980), #n the absence of the very fapid turnover and the

PR R S

young age of the labour fdrcec, companies would be unable to maintain the

-

very high pace.1 As regards the rights of workers, the survey indicates

.ames -

thet very few of them have unions., The emphasis of a disciplined labour

force in EPZs probably has an adverse effect on union activities.

+ o Sm———— e, v

A concern relating to the enclave character of EPZs is the concentration
of employment opportunities in the zones which induce migration of workers
from sufounding regions thereby adversely affectiﬁg the future development
potential of these regions. On the other hand, zoncs and estates can
directly assist regional objectives by encouraging industrialization

_away from cstabliched centres. Thus, the Lat Krabang estate in Thailand is

v 5§?en as contributing directly to reducing the congestion’and critical
over-loading of utilities in the city core of Bangkok. Nonetheless, the location
Jof zones cpecificzlly to meet regional objectives can have adverse effecis
on the success of the zone unless the prerequitite conditions for industriali-
zation arc met. For instance, the initial delay in the development of the
Bataan zone in the Philippines is partly attributable to its location in an

area lacking a rea dily available work force and the housing to accenodate
$he-nev-work—foroe after its expansion{Carrie, 1979).

l/ Lo-Tidningen ——- Rapport from LO's Ostasien — delegation(Manuscript),page 72.




IV, DISCUSSTON OF T5SUNS

L - . . -

The governuments of developing countrics increasingly view EPZs as an efficient mewns for

attracting foreipn export-oriented compunies which are expected through their investments wnd

operations to provide investiblc resources, technology, employment and forcipgn cxchange to

the host cowrtry and thus to contribute to industrial and cconomic development.

Foreign

companics view LPZs as o preferrced location in developing eouniries for celected production

lines using low-wage lobour and aimed at ‘export markets.

There are now more {han 55 zones

with more than 20 being planned,

-

There obviously seenms to exist a basic convergence of interests between host countiry

governments ir developing countries end foreign companies with respeect to the establishment

- of EPZ5. lMowever, frou the side of the host

1.

2.

3.

ffindustyinl companies to set up production and employ locel labour,

country, & number of questions can be raised:

-

Is en EPZ en efficient and viable means for attracting those industrisl activities

in search for & low-wege export base?
Do the EPZs represent a dead-end method of beginning export-led industrialization?
Whut are the social and cconomic consequences in the host country of production and
activities in en EP2?

What is the role of EPZs in the context of the total trade and industrial policies
of the host couutry?

Are those product lines and those orgenizational forms vhich are atiracted to an EPZ

an appropriate choice for the industrial development process of the host couniry?

Regnrding the first question as to the efficiency of EPZs as a set of incentives for

- foreign investment, 34 may be noted that EPZs generally have succeeded in attracting foreign

Studies on redeployment

opportunitics in developing countries show that some of the most significant obstacles faced

by companies when considering redeployment were the lack of well functioning adzinistrative

'nyutem, inport contrels and the socio-political conditions. 1

are largely removed.

In the zones these obstecles

. . . 2 . .
As is shown in various surveys —/, companies which have located pre-

duction in the zones regard the unbureaucratic, centrelized pudlie administration of the zonc

Y/

UNTIDO Vorking Papers on Siructural Changes No. 2, "Tndustrial Redeployment in Sweden:
Proapects nnd Oustacles™, ULTDO/TCIS,Sh/ev, 1, 10 December 1979, pages 8-10;

UnIno Yorking Perers on Structural Changes No. S, "Industirial Kedeployment Tendencies
and Opporlunitics in the Pederal Republic
puge 32, :

See for example, Lacsiadiua, S., op. cit., 1979, pages LG-L8,

of Germany, UNIDO/ICTS.00, 30 May 1978,




activies wad the phyeical infractructure as essentiol adventupges. Wege levels and regulation
of Julonr conditions seem 1o constitute eriteria of less significrnce for enterprises in
Lheir ¢hoice of locnting intide or outside a zonc in u particular country, Tndeed, as already
noted, vure devels end rocial conditions on the whole tend to be better in the large forcicn
compenice in EPZa than in smaller indigenous compnnicé outside the zones, On the other haud,
woge and productivity differcices betveen various EPZs would appear to be of stbstunticl

importence for companiles' locationul decisions. . V

The dnmportunt influence thut the administrative and physical infrostructure in EPZs have
on coupanies location decision provides the essential Justification for a developing country
to develop o geogrephical enclosure equipped with the necessary facilities rather than waiting
for the country's entire edministretion and infrastructurc to be developed first before foreign
industrics can be ettracted. It follows, that the EPZs would loose their importance when
theﬁc infrestructural developments in the country have taken place and reeched the satisfactory

" level,

On the other hend, thouzh the banner of EPZs may stimulate foreign
direct investments,‘the intensive competitfion among LDCs for export-oriented
foreign direct investments will reduce the gains they may derive from

EPZs. As eloquently arguecd by Streeten and Lal1(1977), the division

of quasi-rent between the host coﬁntry and foreign TNCs is basically his

the outcome of a bargaining process. The possibility of appropriating these
quasi-rent by the host country would however be reduced as a result of
its weékenéd bargaining position vis a vis TCs which can threaten to move

" from one location to another. This is probably the price that the host

country has to pay for this kind of forasign direct investments.

!

D@lfhg FPZs represent & dead-end method of beginning export-led indgétrinlization or are

fﬁey e cnﬂu]yst for ongoing industriclization? Morcover, under what conditions are they
likely to Lo a catalyst end under what conditions are they likely to feil? The difficulty
in ansvering this set of questions is that the experience with EPZs has been very short and
thus the answers must be conditioned on the short period of operation over which {1hey can be
‘vqbservod. However, a detailed knowledge of the existing EPZs is but a precondition to
answering these key queations, which require a careful and systematic evaluation of the EPZs

in the context of the trading environment and developrent stages in each country,

The question alco arises to what extont companies in EPZs are "footloose!.

We have discussed this igsue in the previous chapter and will not rchearse

the findings here. In brief, the trends so far do not puint towards that

direction, IIPZ firms tend to move upmarket rather than to felocate .

PO
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The cucconsfud operation of en YPZ over the Jonger term ney depend eruciully on the extent.

——

to vhich the skills und cdacation of the laubour force nre upgreded,  Yhus the facl Lhat ;
companycs vhich have come casily to a zone ray Just es casily go, is more likely to Ve a

. provlem in {he least degclopcd cconmaics where the cduealion syctam is insdeguate and uwealle
| to upprade cducation levels ab the rate end directioh required by the industriulization ‘
proccas., In ihis view a significant rcuponcibiiity for the longer {cerm success of Lhé Pz
lics in the cducution and man-power policics end practice of the host country.

Y

.

ey e ey

Tho third question concern" the 0001a1 and economic 1mpacv of the
DPZ on the host countries. The success of the EPZs in gencraling employment
and investment is obvious. However, the indirect employment cffcct of the :

EPZ: is limited by its enclavistic nature., Further more, the employment

structure is heavily geared towards employment of low-skilled young female

4
- .

vorkers, L ' _ ' ;
v : }

As regards the diffusion of technology and skill, recent studies ! ;

[Rp——

S M , suggest that learning among technicians, managers and
workers does occur in EPZs.and it is pot insignificani. Since no
production process can be replicated in another environment, unchanged,
learning will go on hand in hand with efforts to solve local production

. problcms; This continucus non-spectacular learning process may accumulate
over time and inarcace the problem sélving capacity of the country.
6n the other hund,/¥ngﬁhﬁfnd of learning process will enable the host

’N"‘;J country to master morc complex production processes 35 héﬁgvlﬁnﬁn 'ear.

'Regardlng the intcgration of the EPZ into the sucrounding domestic

—,-
-l

' eébnOmy through linkages, cvidence is scanty. Recent works by Lester
show that they caﬁbe quite significant, However, it is not ¥mown how far

- they can be generalized since the sample is relatively small. The tétal
foreign exchange effect, properly defined, seems to be positive but is much

less than the difference of export and import. In the extreme case, the

net earnings may . be limited fo the wage bill. 1

1/>See Farx Lester, "The Transfer of Technological and Managerial Skills
Through Multinational Corporations: A Case Study of the Vertically
Integrated Electronics Industry in Export Processing Zones, East-West
Centre, Culturc Learninsg Institute, Honolulu 1979 and "Pransier of
Technolosy .n Lxport Processing Zone in Malaysia!, Last-West Centre
Cultural Learning Instituie, Honolulu, Hawaii, no date, '




These policies include low or moderate tariff protection;

. employnent end earnings in the menufaciuring sector,

Iv.4.

A crucial question for the host govermeenis thercfore is how the baclkwurd linkoages can

be strengilicned,  The ncquisition of “spill-over® ceffects fram the intcrnational sub-contruct-
ing activitics in the zone depend on the nature of the operations and the policys environment

. . . 1/ . . .
in which it io carricd out, = Sub-contracted production involving cingle proccsses geaercates,

dn itsclr, very little backwerd linkages,
of, for instence, semi-conductors would develop any buchwurd linkages to the production of

Thus, it is unlikely that subcontracted asscibly

wafers, liovever, if a transition to more intcgrated production processes - "total producl
sub-coniracetling” - or even componeni sub-contracting would teke place, the positive cffects

. 2 . .
on econoric development could be stronger, = Governments in host countiries may neced to

consider woye of iacreasing inlegration of activities in zones with activities in domestic

economy, ‘ihic could involve explicit assistance to local suppliers through the imposition

of tariffs oa key imports or less trangparent assistunce in the form of a minimum local

contract schome, 3/ Long-term integration of the zone with the doxestic economy, however,

' requires scrious attempts to strengthen the ability of local suppliers to meet EPZ demand

by using institutional, educational ard financial means. . .

-

Regarding the fourth question as to the role of EPZs in the context of the total trade

-

" and induetrizl policies of the host government, the most successful EPZs are locuted .-

countrics vith outward-looking policies favouriag maenufectured exports ncross the board.
a realistic or undervalued

and, a favourable atiitude to foreign investment and participation; sccess

exchonge rete;
In these countries, the structure of incentives encourages

to finencial and capital merkets,

= @11 industrics, both vhether loceted vithin or outside the zones to teke cdvantage of the

country's endowvzent of labour and resources. The result - as typiried by the cconomies of

the Republic of Korea end Singepore - has been repid expansion of exports and increased

Y o
<
i L, . ) .. . ] .
't The industrizl development policies of many countries continue to favour import sub-

stitution ereinst exporting sctivitics, Although the benefits of export-led industrialization

are attrective, they may be outweighed by reel or perceived costs of a change in policy. For

& governuent, part of these costs are the costs of offending estnblisﬁcd interests, In this
pituation un EPZ appesrs to offer a ready solution to the country in the form of a policy

rnelave, By creating an arca isoleted from the rest of the cconomy, it is possible to create

1/ UNCTID, op. cit,, 1175, page B,

2/ Sharpstone, op. cit., 1975,
3/. For exenple, the Hexican Government in the set of regulations for in-board industry put

into effcet in Cateber 1977, iutends to encourupe location in priority arcas, production
Licensing scems to Le the major

of couplenantory goods, and uze of Mexicnn nmeterianlo.
Inatryurent for achieving thene poals, The regulations imply, among others, that pro-
duction hees to be ¥n line with the planned industrial structure of thic country, i.c¢.,
dircetled towardn heavy industry and automotive producta, '
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& special cct of incentives thul are not appliceble vutside the zoue, The FPZ in effcet

docates purt off the country's manufacturing sector in the internationel markely in competition

vith other countries, exploiting its advanteges of wages, skills und resources,

In thic cnclave the host government can allow production of goods not intended for the
domestic murket, sueb as unwccepteble from a social point of view and as distorting the con-’

pumption paticin und goods thut might conflict with the vested interest of producers in the

domestically oricnted part of the cconomy., 1 Moreover, it is possible to limit the influcnce

of foreign doninated entities on the society,

Hovever, the limitation of export-led industriclization to a policy cnclave may similerly

limit the econcnaic benefits to that enclave, That is, in the absence of a general trading and

econcmie envirounment conducive to manufactured exports, the desired longer term stimulation to
industrialization (through backvard linkeges and integration with the domestic industries) may

not cventuate. Tnis view raises a dilemma for developing countries contemplaeting investment

in zones: the poorer the industrial infrestructure of the country end the greater the incen-

tives for import substitution, the more necessary a zone may be to achieve any significant

growth of manufectured exports at all. On the other hand, the more u zone is an cnclave,

atypical of the infrastructure and incentives available outside, the less successful the

zone is likely {o be in achieving wider cconomic benefits.

.

LT

T This view Lherefore denies the zones a large part of the catalytic role more popularly

‘e,

assigned to them: in essence the zones have been most successful where the trading environ-

ment generally vas noat conducive to their success and to the growth of manufactured exports

(3

generslly, 2/

‘. o

Full céherence to the "enclave" concept also requires protective tariffs or licensing to
prevent Joler imports of these unwanted goods.,

To nancus the role and importance of FPZs in the total context of the trade and industrial
policics of the developing countrics requires detajled analysis of the policics and
expericncen of zones, 'The growth of the zone in o feature of the geventica ond perhoeps
for {his renson zomes are not mentioned (at «11l) in either the major surveys of the
forcizn trode reg' ws snd economic development covering the nixties ond seventies.

®. 1w

See Little, I., Scitoveky, To, Indusiry and Trnde in Some Developing Couniriecs: A
Compryntive Cudy, Ozford University iress, low York, 1970,

and Frueges, AO., Yorcien Trede Nocines and Veencoie Dovelopment:  Tiberalization
MAro; o on] Connennence s Yoluer /4, Hutional Parcni of seoncate Research, low tork

YOI cnton v leeen,
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On the fifto question concerning the appropricteness of the product
lines and organizational forms found in the zoncs to the needs of a
developing country there is little egrecment. A typical feature of the
zones is the heavy involvement of THCs. There is of course no a priori reason
why foreign dircct investments involving TNCs are necessarily detrimental
to the interests of host countries. Nevertheless, the weak bargaining
positéon of host countrics induced by their competition for foreign
direct investments, their cagerness to solicit investments from giant
TNCs to enhance the zones' image and the free rein given to firms
operating in EPZs constitute enouzh grounds for concern. The heavy
peesence of TNCs in certain industries may also create strong pressure

groups whose intcrests may not be in line with that of the country.

The recent influx of firms from /deve]ionnnlonﬁ%ﬁémg.rgifsin Sri Lanka and
China, secms to modify the picture a little bit. They nay bring with then
more appropriate technologies., These foreign firms are generally of smaller
size and may nct wield the power ercercised by giant TNCs. They are weaker
in their ba{gaining position vis a vis the host country and are more willing

into
to enter/joint ventures with local entrcpreneures, Superficially, foreign
. . ~ developirng countries ,
dircct investments from other VAR may be a healthy trend towards the much-
talked-about south-south co-operation. However, it must be remembered that
) developing countries - . .
some of these investors from : /':e.g. Hong Kong, Taiwan and Koreca malntaln
strong ties with the industirialized countries and their operations in the
. EPZs are only another platform to bolster their export-drive into the
“markets of the YNorth without increasing trade among LDCs, They may also
be subcontractors of large buying groups and TlCs, What is thought to be a
developing countries i .
bridge to promote trade amongi}/ may turn out to be a reil hiding the
international trading network of multinational buying groups and corporations

behind it,

1/ See, for example, Nugawela, Patrick, "The Case of Sri Lanka",
OECD Development Center's research project on "Policies to attract export
oriented industries: the role of F.E.P.2.". Sce two forthcoming
publicaetions(1983) (i) by Basile and D. Germidis: "The role of F.E.P.7.:
a synthesis study" CiCD Develorment Centre, and {ii) D. Germid s and
M, Lester: "The role of F,B.P.2.'s: country case studiec”, Hawai:
Un.versity Press.
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Concluding rcmarks

Despite the growing attention towards the effectivencss of the EPZ
as a catalyst of industrialization, the cvidence is in many cacses anccdotal

be
and there arc still many questions waiting to,answered systematically.

Though there are unresolved disputes over the extent of economic

benefits derived from EPZs, be they the transfer of technology or cmployment,
the limited evidence does seem 10 point to some positive financial
“conytribution by EPZs. However, to ensure the success of EPZs as a

cataiyst aud the shedding of their enclavistic image, the host countries
probably will have toiursue a cross—-the-board export promotion strategy.

The question therefore becomes one of choosing an exported-oriented strategy or -
a more inward-looking policy., From this perspective, the establishment of

EPZ is only a second order pioblem. Cne cannot Zsolate the discassion of

the EPZ from the general picture of trade policy. For very small countries
like Babados or lMauritius, their limited resource endovment may force them to

embark upon an export-oriented strategy using foreign direct investments.

But fo: countries like China, Brazil or India, there scems to be much mdre

options to tinker with and the choice is not so clearcut.
The'rélationship between manufactued exports based on foreign direct
investments and south~south co-operation is also worth looking into. The

\
EPZ serves as another conduit for the flcw of north-south trade., Instead

ﬁ&f:correcting the extsting bias towards north-south trade, the EPZ further
cément it, The presence of some THCs from LDCs, as §ointed out, may simply be -
another trading netwerks of TNCs. Moreover, the incentive to undercut each
other in concessions indirectly undermines the bargaining strength of the

developing countries.

i
i

Economic considerations aside, export~oriented policy based on

foreign direct investiments seems 1o steer social policy in certain

Ty

dircction, In order to lure potential EPZ investors, the rights of labour may

have to be curtailed. Certainly, it may bc argued that labour's rights in

these countries arc limited anyway. Howcver, one also has to ask whether

the chance of impriving them is reduced by the introduction of EPZs,




Lndoive Lo o Cormabion ol overtr povers .
¢ LVE 10 ehe cornnuion vl very pavieriul nlerosts groups wnlchmey

threnten the national intercsts,

As regards the prospect of EPZ; in the ecighties, rising uncmployment,
mounting debtes and huge Lalance-of payments deficitsamong non-oil producing
LDCs, as projected by many cconomists will ccrtuiﬁly boost the image of _
the IPZ as a panacca for uncaployment and forcign exchange shortage? The
imminence of these problems and the instinct for political survival will.
help to shove aside for the moment the social and economic implications of
a broader scale before the decision makers have the time to ponder about
them. -The rising tide of protectionism coupled with the "herd instinct"
tpnset'up EPZs will act like a pair of pincers, further squeezing LDCs
into more combative or competitive relationship despite the rhetoric of
& more co-operative spirit, while at the same time enabling the TNCs to carve

out a more comfortable niche in intrcrnational trade.

For those developing pouﬁtries contemplating to set up EPZs, a
number of things have to be taken into cons deration before turning on the
green light. The function of EPZs should first be put into the correct
pefspective. It should not be regarded as the be-all and end-all in the
persuance of export-led industrialization., The EPZ ts only onc among the
many instruments %o achicve thzs goal and successful cases of export-led

growth like the Reoublic of Korea never rely solely on EPZs, Second, ...

the govefnmcnt should be we2l aware that the initial set-up costs of EPZs
‘can be very high and may eat up a'large sharc of the government revenues.
Theréfore, like any government project an initial cost-benefit analys:s-
should be undertaken to ensure.social profitab.lity of the EPZ, Convent ornzal
tephnlqucs of cost-benefit analysis however tends to overlook many less

quantifiable externalities which are equally important in the assessment

ﬂ/ See the discuzsion of Pomfret(1982) on the growing importance of
export-orientcd TiiCs in the clothing industry in Malta and their influence
on the government,
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of BPZu. livory effort chould thercefore be nide to include them, Tne

ascwaplions used in ihe analysis should reflect the realist.c international

environaent which nuy prevail in the €0's. The spectacular success of come

EPZs in the carly 70's may not be a very useful gu.de .n th.s respect,

The prolonged recession in the West and ihe consequent rise of

manufactured . .
protcctionicm is likely to put a dbrake on/ xports Froc developing countrics

to industrialized countries. Morcover, unlike the 60-s and 70's vhen only
a few countries had EPZs, there arec now more than 60 aad many more are i
enicring the arena. The authorities concérned should therefore rcalize !

that a much higher price will probably have tJ’pald if their EPZs are to be

successful and the rapid growth of some EPZs /maytggtpbe repeated,

In terms of advice to host govérnments operating established zcnes end seeking to obteain
the potential long-term benefits: A prime task is to integrete the zone with the remainder
of the econony. This implies that the participetion of domestic companies in and around the
zones should be encouraged. Policies and regulations precluding domestic investment and por-
ticipution within the zones may maximize the net short term contribution of the zones to

foreign cxchunge earnings but their retention minimizes their longer term secondary benefits.

Second, greater intéération between the zone and the domestic economy requires that
domestic firms can deliver goods and services of the required quality at internationally
competitive prices. One approach to directly prormoting commercial integration would be to
establich industrizl estales around the periphery of the zone and thus graduelly to reduce
the enclave nature of the zone, 1/ This epproach could be complemented to regular revievs
Vy the host governments, domestic enterprises and the zone euthorities of the possible addi-
tional services, materiuls and goods which could be commercially supplied to companies
operating in the zone, In addition, the zone authorities and compunies sﬂould be encouraged
to indicate where they see scope for greater domestic involvement and to identify the
obstacles precluding it. .\n elternative approach would be to specify minimum levels of loceal
content. Such an approach, hovever, requires special care since unrealistic stipulations
for increased loenl conteat are more likely to impair the v1ab111ty of the zone than to lecad

aucccssfully to greater integration between the zone and the domestic economy.

If the zones are to be e forerunner of general industrialization in the host country,
then the country as a whole must be equipped accordingly. That is, the physical and admin-
istrative infrastructure of the economy as a whole must be gshifted in the direction of those
of the zone, The challenge facing the governments of developing countries is how to break

the distinction between the zones and the remainder of the economy,

—

1/ This strategy was successfully used, for instance, by the Repudlic of Korea,







% DEVELGPING COULT RIID CUTGIDG RURCETS blbn‘i

FoRT TR CCIDSLING 7 RS (1982)
COUN'I‘RY/TE RITCRY NUBER OF ' “ LOCATICN
- ZONES /AREAS
Africa
- Liberia 1 Monrovia
Malta 1 Various sites
Mauritius 1 . Various sites
Senegal 1 Dakar
Tunisia 2 Mégrine
' Ben Arous
Asia -
India 2 o Kandla
Santa Cruz
Malaysia 10 Malacca (Batu Berendam
{ Tanjong Kling
Johore (Senai
o Fenang (Pulan Jerejak
B (Prai
(Prai Wharves
(Bayan Lepas
: .?i- Selangor (Sungai Way/Subang
e (Ampang/Ulu Klang
L : (Telok Panglima Garang
Philippines 4 _ Baguio
Bataan
Cebu
Mactan
Republic of Korea. 2 Iri
Masan
Export (Gumi
Industrial (Gurudong(3)
‘. Estates, (Bug Yong
(Juan(2)
Singapore 1 Various sites

Sri Lanka 1 ' Katunayake
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China

Indonesia
Pakistan
- Thailand
Other Asia

Carribean and Latin American
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Barbados
Belize
ﬁrazil
Chile

Colombia

Dominican Republic

El Salvador
:Guatemala
“Haiti
Honduras
Jamaica

Mexico

Nicaragua
Puerto Rico
Middle Dast
Ecypt

Jordan

Syria Arab Republic
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Chittagong

Shenchen

Zhuhai

Shantou
iamen

alnain

P.T.(Piersero)Bonded Wozehouses
Karachi

Lat Xrabang

Kaohsiung
Nantze
Taichung

Varioﬁs sites
Belize City
Manaus
Iquique

Barranquilla
Buenaventura
Cartagena
Palmaseca

La Romana
San Pedre de Macones
Santiago de los Caballeros

San Bariolo

Santo Tomds defCastillo
POrt—au-Prinéé

Puerto Cortes

Port of Kingston

Various sites along the border
arca

Las Mercedes Airport, Managua

Mayapiez

Cairo(E1 Nasr)
Alexandria

Aqﬁaba

Aleppo
Lattakia
Tartous

~

Vestern Samoa




ANNEX 1+

THE UNIDO QUESTLCNNALRE
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PURPOSE

2y

3.

.4.

5.

6.

Po obtain information on indusirial cstates and export
processing zones in developing countriess This informa-
tion will directly aid UIILD's programmes of techuical
assistance and rescarch and ascist developing countrices
in the formulalion of their industrial policies.,

One cstate:

One copy of the questionnaire should be completed for each

estatc or zone, However, where this is impractical and the
answers provided by you refer to several estates or zones,

please indicate how many and their location.

one questionnaires

porey

1980 .or nearest available date:

The questionnaire secks. information on the estates and zones
for the calcndar year 1980. Where it is more convenient to
provide information for another date, please indicate
appropriately. ”

Local currency:

Please show all values in local currency.

Reliabilitv of estimates:

. Hhere possidble please indicate the source of the statistics

(e.g., Estate or Zone Authority, Census Bureau, private

' estimales) and whether ithey are likely to be under or over-

estinates.

L]

Anmmual revorts:

Please enclose copies of annual feports for”1975, 1977 and 1920
together with other material relevant te your estate/zone. -

Forward answers to UIIDO:

Please retumrn the complete questionnaire 5y 30. Noverber 1981
to:

J.S. Marsden

CGlobal and Cenceptual Studies Branch
Division fér Industrial Studies

D2104, UIIDO

P.0O. Box 300

Vienna, A-1400 . .
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1.

1(a) Bazic data

. [4 ' .
Rent per square metre: FaciOIF cesececssscccoes
- R

CENURAY, 1NPOIMATICN

(Please tick where appropriate)

Namc of Estate or Zono 06 e a0 0000000000000t 00000rEs00eE000slotsitctenstrtststssanny

country [EXEENER RN NN N NN NN AN NN NN N

/
Location seevavesccsnscanse Arca'.............

Commenccmcnt date eccecesscscocscenscsnccssnne

PlOtS available for investors eceececcscscescscse

o Plots Sold/leased 60040000000 0e00000 000000000000 NOe cvesocne

T 3

] s
Total 3rca sevseeces
-

Serviced SiteS seevsesccccnccoccos
1o

- .
[::] Industrial estate I ] Export processing zone D Other, please specify

[} .
Legislative authority (giVC catc) sesersssnnressavsesvsstssrnse

Does this esta.te/zone have aiseparate legal status or is it part of an "umbrella”

authority covering several s?para.te physical locations?

”»%-

> 37 .
] separate entity [Jpart of an umbrella authority [JOther, please specify

’ 1(b) Distance in kilometres from:

1(c) Customs'proccdurcs

*

Iﬂtema‘tional Airpol.t feses0cseoreavsstsves s

Dcep Sea Port ‘ooconuocca;ooucnooo

Rail Tcrminal o'ooo-o---o--ccvccoco;ouncootoo

Resident of majority of workers OOQI'IOCCOQOOOO.l.le.C.COO‘Q...'ll....l"..!t'co;!

[ -

Do companies operating in the estate/zone have to follow the same customs

procedures applying generally throughout the country?

o D Yes

PSR
Y,

ek
AR

DNO

Do these common customs procedures normzlly cause.delays exceeding:
[ vore than 30 days i - '
[ Betwcen 8 and 30 éays o
[ Between 3 and 7 days

3 Less than 3 days

Method of entry for estate/zone is:

[T puty free entry into tonded warehouse
[J puty free entry within estate/zone
CI Duty free entry, other. Please SPCCify eeevecessrvscencevivrnas

[::J Othero ‘Please chcify 000000080000 0000000000000 0000000 08008

.

NOe ceosveses Total area oo.;c.qo: M

T ey e e smapmsy masaw -1




1(a) Tho estate/zone provides:

L__] Centralized one stop administration
[7] scrviced land and sites
[ consiruction eervices

(] Preferential corporate income tax
concessions

[ other fiscal concessions
(plcase detail or attach brochure)

T 8800008300ttt rsstereestssstae

[] 0ne-storey modular factory buildinga
[ Jrulti-storey factory buildings
() central warchouse facilities
[Jvorkerst cantcens :
[:] Reercation centres

[ mtemational subscriber dialiAg
[ Telex

D Export marketing assistance

[ R A NN E NN NN NN & NN NN EREN NN RN NNEN NN

o~

1(c) Types of investors:

1004 locally owned sesvecsasedh

100% Toreign OWNCd sevseessss® What proportion of foreign investors

are large itransndtional corporation?

Joint venture ctoc‘coo‘-nnoco%
’ lo-ocooovo%

. 1(f) Industrial investment promotion \
_ What methods of indusirial investment promotlon do you find to be successful for

your esta‘»c/aone" 0060000000000t 00IIriotranttitiactsrcsrsuesetsecscnisnedoncsdettdcsccce

0GP I RN IV IPPIIPRUVOTINCESUEOELPIERIIDNLRRIBREISPCEGLIEIENRAGO00CC0EENR000DROEEIIIBNINIAsSCCEtonssn

How are these linked with industrial investment promotion for the country as a
Vholc‘? Q008000 0000000000068 00000080800 3000000800800 ¢ 0000000080080 000¢000d¢8oestocvreosn
.....,l'."."ll'.,lll.l..ll....,l'.'...l.'.‘....l'....O".l.l...Q...I'C..ll.'.....0.

80 €0 0000002080 0080808000080 00 000000 3¢0000200 06000208000 06038 0000008000 0006000d80008800¢000s0s
. .

What is the closure rate of coompanies in the esta‘.c/zone? essceseseseevessssecascs

(X X X XX X EE R XY R E R PR RSN NN NN NN RN A NN N RSN ERNNNNNRESNNRENN NN ENNRE NN N NN NN NE N NRERENLNE SRR N NN
’ .

. - .-
[N

-1(g) Future developnents : )

: .'_ —.tHhat are the main pI‘OblCZﬂS faced by the cstate/zone?.............'....-..n......-.

‘ G000 0PSO P00 0000000000000 08 CQQPABENBCECETINBSPVPRIRERNREEIRCOIDRIOCOROEBSLOEBRPCEESIAERIBSAESISIENIDIONOROIPDS
00868000 00¢P 00T 0030060800080 00 0Cesttt00t 0000060000003 00 0000800002000 000F0000000s000

P60 00O BP0 IPECS 003 0000080008008 0080 0000000000009 0¢0000 000060000000 00800¢008R00000002s0

Hew many nci estates and new zones will become operational in your country in the
“period 1982 to 19662
eeesscense 20NC3

esesosesss Cstates

N e ey ———




V- Hame of Inductrial Fstatc 0r ZONC seesestcetccrssevevsveassessvecsasscssosesssecnes
’ »

2. EHEPLOYYZNT AND WAGSS PATES AS AT FUD OF 1980

Question 2(a) secks infermation on average eamings, legal minimum wage rates

and supplemenizry labour costs (such as payroll taxes and employer's contributions
to sickness benefits and social security). .
Question 2(b) requests the numbers of males and females employed in factories,
pervice opcrations (such as estate administration, electricity, fire and health,
cusioms and transport) and consiruction activities as at the end of 1980.

Lo = - Questions 2(e) and (d) concern associated employment outside tie estate or zone
' and the extent io which labour is unionized,

~! 2(a) Wage rates and earninss per hour as at 31,12.80.
, Supervisors Ooeratives
Average hourly eamings in:
. : -~ clothing . . ' © 7 eseesesee eveorcaca
b . ~ electronics o T eeeeenees esecsccss
Legal pinimum hourly wage in:
- clothing o " eessesess sasecscns
- electronics esescnnes YT IYREY
Supplementary labour costs (such as payroll tax
and employers' centridbutions for siclmess and social
security benefits) as per cent of:
: - iégal minimum wage oQ......% ........%
R - average eamings ' " eeeescesth PN 4
2(b) Employment in industrial estate/zons at 31.12.80.
{T . Manufacturing Services Construction TOTAL
. _if.xanagcmcnt and technical: dseseenes vesseres ;;:...... ceereavee
sk eds veeseves  areessess  sesseeses
‘ Unskilled ee00sesas seevaves eessccsse veessscns
TOTAL:
ﬁalcs: ' soescssene esevecas cessvree teetveses
Femaless . " eessscens sesease vessssne seecscane

’
-

2(c) ksseciated eanloviient outside the estate/zone,

Activitices undertoken inside the cstatc/zonc renerate enployment outside threugh
the need for cub-deliverics, transport outside the zone, food, recreation, and

community services,
Plcase provide a quantitative cstimate of the number of associated employecs
outside the cstate/zone fer each job inside:

' Please tick one, 31 pexson {7 2 to 3 persons [J4 or more persons

2(d) vwhat is the pofition on unionized labour?c00-olltloo‘voooooootoo'oooooolooclvcaonc-

0 0 0000000 s 000000 08e080 0000000000000 0artsnditotitororesressssnsediverisndecsossevsntace

Percentage of labvour uricnined cecvesP

e e




% .:3Grogs output at market prices

R{l!ﬂc of Industx‘ial Eotate or Zone ............‘.......,.cﬂooo.tl.ltol.llOOOOOVOQC
. kd

3. GRO3S OUTPUT, BY¥POTT SALRS ANL PROTUGTICT COSTS - 1977 and 1980

fhio question coeks information on.the wage bill and other key financial
egorepates for all activitiec in the cstate/zoncs in 1930. For comparativo
purposes the sazme information is also requested for 1977. Please show all
valucs in markel prices, including taxes, tariffs and gubsidies,

1911 1980

X R RN RN NN ]

Domesiic sales

Export sales 2t market prices

Yage bill (domestic and expatriate) : -

Yalue-added”

¥aterials, intermediate components and fuel

-~ - domestic ' .

- {mported

Services

-~ domestic

- foreign

Plecase ctate and describe where taxes, tariffs, quantita%gve restrictions on
fmports and/or subsidies affect significantly the estimates given above., Fer
exaaple, taxes on wage payrolls, taxes or tariffs and restrictive quotas on
imported materials and components. : ’




Raoe of Industrial Eatalc Or 70NCeecsvseccssscctcesasnssssatcscosorssssonsessssns

4. MANURPACTIRTNG ACTIVITI®CR® T RETATD

'y rwes
O

17 1770

‘This question eeccks inforeation on the range of manufacturing activities wndertaken
in {he cstate/zone during 1980. This information is sought in teras of four
characteristicu: :

Please distinguish between small factories (50 employees or less) and large

- nunber of factoriez
- factory cmployment
- value of output

- export sales

" factories (more than 50 exployees).

Y

e & o——

ISIC*

Activity

Yo,

of

Factorics

Y

Value of
Output

Factory
Tmployment

L]

W)
Aaits
o 0
0o
ot

31

32321
323

323

o+ v—

324

33

34

1352

| 353
' 354

f 355
356
36

——— - —— —

T
38 381

35 351

Food, beverages and
tobacco

Textiles

Clothing, garments
and apparel

Leather and products
of leather, leather

substiiutes and fur,
cxcept footwear and

epparel.

Footlwear, except vul-
canized or moulded
rutber or plestic feot-
wear

Wood and wood products,

printing and publishing.
Paper and paper products,
printing and publishing.

Chepicals

Petroleum products

Rubber products
Plastic products

Non-metallic nmineral
products except products
of petroleus and coal,
pottery and glass.

Pasic melals

Metal products, except
machincry and cquipzent,

small

e s me

-

PR

— e+ e —— . um et b

large

.

continued on next page
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4. continucd
No, of Factory Value of Fxpori
ISIcE Activity Factorics ¥mployment Output Sales
small large )
38 | 382 | achinery except
electrical
38371 ¥lectrical industrial
lmachineny 2
' !
3832 Radio, tclevision and {
elcctronics
3832 Domestic elecirical :
appliances s
384 | Transport equipment :
385} Scientific, photo- .
graphic and optical
goods .” :
39 Other mxnufacturing i
industries
TOTAL
i ;' : .
f 1€Small:: 50 or less employees : ‘
1 * large: 50 or more employeces | 3 <.
o 4 i Vo R
-:' . . . é-‘ ;! —v:'- : ' )
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