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INTRODUCTION

The UNIDO Survey cn EPZs
The rapid, spread o f  export processing zones(EPZs) to  many developing 

countries has rendered inform ation constantly  lagg in g  "behind recent 

developments in  th is  area. In view o f  th is  in form ational gap, UNIDO conducted 

a world-wide survey in la te  1981 on EPZs and in d u stria l e s ta te s ( lE s ) . The 

la t t e r  are a lso  included s in ce  some o f  them may accomodate mainly export 

processing  a c t iv i t ie s  without using the name EPZ.

More than s ix ty  IEs and EPZs responded to  the survey. In essence, 

the survey touches upon the fo llo w in g  aspects  o f  EPZs and IEs: f a c i l i t i e s  

and se rv ice s , f i s c a l  in cen tives , the degree o f  fo re ig n  p a r t ic ip a t io n , 

problems and prospect, employment stru ctu re  and wage ra te s , stru ctu re  o f  

production and the d is tr ib u tio n  o f  sa les  revenues^ a 'Questionnaire o f  the 

survey can be found in Annex-11).

The purpose o f  th is  paper is  then an attempt to  update inform ation o f  

EPZs, using m aterials obtained from th is  survey. The EPZ, being an 

instrument to  promote export—orien ted  fo re ig n  d ir e c t  investm ents, hac 

ign ited  d iscu ssion s ranging from i t s  p o ten tia l to  crea te  employment to  

the tra n s fe r  o f  technology —  a wide spectrum o f  issu es  which no s in g le  

survey can fu l ly  capture. Moreover, the responses to  some o f  the (Questions 

in  the survey are not very  com plete( e s p e c ia lly  the la s t  two q u e stio n s ). 

Therefore, recent studies are a lso  used to  supplement the survey in  order 

.to. f i l l  up seme o f  the lacunae. V-:-



Background and Main lucucs of EPZs

Kos i developing cou n tries  regard th e ir  a c t iv e  p a r t ic ip a t io n  in 

fo re ig n  trade —- and hence in  the in tern ation a l d iv is io n  o f  labour —  

as esse n tia l to th e ir  economic growth. The dram atic growth o f  world trade 

in  manfactures compared to  primary commodities during the s ix t ie s  and 

seven ties  has strengthened the b e l i e f  that m anfacturing fo r  export is  the 

engine o f  growth. The export p rocessin g  zone represen ts  one p a r t icu la r  

p lo ic y  package o f  a government f o r  pursuing e x p o rt-le d  in d u s tr ia liz a t io n .

An EPZ i s  a r e la t iv e ly  sm all, g eog ra p h ica lly  separated  area w ith in  

a  country, the purpose o f  which i s  to  a t tr a c t  e x p o r t -o r ie n te d  in d u s tr ie s , 

by o f fe r in g  them e s p e c ia l ly  favourba le  investment and tra d e  co n d it io n s  as 

compared with the remainder o f  the host country , ^n p a r t ic u la r , the EPZ 

p rov id es  f o r  the im portation  o f  goods to  be  used in  th e  produ ction  o f  exports  

on a bonded duty fr e e  b a s is .  By fa r  the la rg e s t  part o f  in v e s to rs  are  

fo re ig n  companies which have th e ir  o r ig in  in  developed  co u n tr ie s , though 

th ere  i s  a lso  an in crea s in g  number ¡¿of firm s from le s s  developed  co u n tr ies  

in v e stin g  in  newer EPZs.

*Phe EPZ i s  a development and m od ifica tion  o f  the e a r l ie r  f r e e  p o r ts  and

fr e e  trad e  zones, and in  p r a c t ic e  i t  i s  d i f f i c u l t  t o  d is t in g u is h  between

zones engaged in  m anufacturing a c t iv i t i e s  and th ose  engaged in  commercial

a c t i v i t i e s .  Cn the one hand, not a l l  zones in  which f u l l - s c a l e  in d u s tr ie s

are  a c tu a lly  operated  are designated as EPZs. on th e  o th e r  hand, many
. 1fee -ca lled  fr e e  trade  zones are concerned w ith m anufacturing as w e ll .

’ ' - - - - -

The a n a lys is  in th is  paper adopts a narrow d e f in it io n  o f  EPZs which 

focu sses  on those engaged prim arily  in m anfacturing a c t i v i r i e s  host 
cou n tries

* «r

1j  Thus a very broad d e f in it io n  o f  EPZs i s  given  by  th e  World Export

P rocessin g  Zone Association(WEPZA) coverin g  q u ite  d i f fe r e n t  types o f  
zones:

" A l l  government authorized  areas such a s , f r e e  p o r ts ,  fr e e  trade  zones, 
customs fre e  cones, in d u s t r ia l  fr e e  zones o r  fo r e ig n  trad e  zones, o r  
any other type o f  zone as the Council may from tim e to  time d e c id e  tu 
in c lu d e ."

See A r t ic le  1 o f  the S tatutes o f  the World Export P rocessin g  Zone 
A sso cia tio n , IP^DO document ■LD/WG, 266 /6 , 28 February 1978.



From the v ie w p o r t  o f  the developing co u n tr ies , the key questions 

fo r  evaluating the b e n e fits  o f  an EPZ fo r  the host country are :

-  Do the EPZs represent a c a ta ly s t  o r  a dead-end method o f  e x p o rt-le d
con stitu te

in d u s tr ia liz a t io n ?  Under what con d ition s  are they l ik e ly  t o /a  ca ta ly s t  

and under what con d ition s  a rc  they l ik e ly  to  f a i l ?

-  From a n ation a l point o f  view , what is  the s o c ia l  impact o f  s e tt in g  up 

a modern in d u s tr ia l complex in  an enclave in  a d eve lop in g  country? What 

are the economic consequences o f  e s ta b lish in g  an EPZ?

-  From a f in a n c ia l point o f  view , i s  the investm ent o f  the sca rce
,and fore ig n  exchange . . .

resou rce? o f  the d evelop in g  co u n tr ies  in  c re a t in g  EPZs

warranted? That i s ,  does t h is  investment pay, e s p e c ia l ly  in  the l ig h t

o f  p o te n tia l com petition  between th e  in cre a s in g  number o f  zones?

Within th ese  main is su e s  th ere  are s p e c i f i c  q u e s t io n s . These 

in clu d e  the extent to  which the zones -

-  generate employment and fo re ig n  currency su rp lu ses ;

-  l in k  and in te g ra te  with the remainder o f  th e  dom estip economy;

-  stim ulate the tr a n s fe r  o f  tech n ology  and m anagerial s k i l l s ;

-  stim ulate the t r a in in g  o f  workers in  in d u s tr ia l s k i l l s ;

-  a id  o r  d etra ct from oth er n a tion a l o b je c t iv e s ,  in c lu d in g  reg ion a l p o l ic y ;

-  generate exports  that are v o la t i l e  and f o o t lo o s e .

I t  is  important to  note  that many o f  the e x te r n a lit ie s  generated by the 

EPZ i s  not e a s ily  q u a t if ia b le  and so there i s  a tendency to  pay more 

a tten tion  to  the immediate and measurable consequences, though th ere  is  

no th e o re t ica l ju s t i f i c a t io n  f o r  t h is  imbalanced treatm ent o f  the co s ts  

-6nd b e n e fits  o f  EPZs. The fo llo w in g  d iscu ss ion  w i l l  t r y  td  avoid  t h is  b ia s .

Chapter one o u t lin e s  the main fea tu res  and o b je c t iv e s  o f  EPZs noting 

the su bstan tia l growth in  th e ir  number during the 197° ’ s and th e ir  

concentration  in  A sia . Chapter two examine3t-the determ inants o f  d ir e c t  

investments in  EPZs. Chapter th ree  d e scr ib e s  the impact o f  the EPZs in 

terms o f  th e ir  economic and s o c ia l  consequences in  th e  host co u n tr ie s .

The paper concludes in  Chapter fou r by summarizing th e  main observa tion s  
. and o u tlin in g  suggestions to  host governments when e s ta b lis h in g  or 

operatin g  EPZ3 so as to  in clude these to  f u l f i l  t h e ir  expected r o le  as a 

means o f  fo s te r in g  e x p o r t -le d  in d u s tr ia liz a t io n .



CHAPTER CUE: UNIDO SURVEY IN NOTN03 ON EPZS AND SOIE RECENT DEVELOPMENTS

This chapter w i l l  f i r s t  look  in to  the o v e r a ll  co n fig u ra t io n  o f  

EPZis u sin g  in form ation  from the survey and previous s tu d ie s . The survey 

a ls o  enables U3 to  compare in d u s tr ia l e s ta tc s ( lE s )  and EPZs a lon g  severa l 

dim ensions. I t  I s  however important to  note  that th ere  i s  i n 'f a c t  no 

c lea rcu t d is t in c t io n  between lE s and EPZs in  some co u n tr ie s .^  In some 

ca ses , even though EPZs do n it  e x is t  on paper, yet s p e c ia l  in c e n t iv e s  

are con ferred  on firm s exp ortin g  1CO  ̂ o f  t h e ir  output and th ey  a re  u s u a lly  

lo c a te d  in  in d u s tr ia l parks o r  e s ta te s  e .g .  Barbados. In  our sample, th ere  

are a ls o  zones that are  m ainly engaged in  commercial a c t i v i t i e s  b e s id e s  

m anufacturing.

i  j .

y  M auritius, fo r  example, allow s EPZ firm s to  set up th e ir  fa c to r ie s  in 
s ite s  other than those designated by the government.



Objectives

The establishm ent o f  EPZs u su a lly  embodies the fo llo w in g  o b je c t iv e s :

1 ) t o 'c r e a t e  employment,

2) t o  encourage exports  in  order to  earn more fo re ig n  exchange,

3) to  promote the tra n s fe r  o f  tech n o logy ,

4) to fo s t e r  reg ion a l development.

It is  hoped th a t  E P Z G /caxalyst fo r  i n d u s t r i a l i z a t i o n .  These

o b je c t iv e s  c e r ta in ly  do not emerge from a vacuum. E a r lie r  development

experience, changing in tern a tion a l environment, new trends in  economic

th ink ing a l l  con tr ibu te  to  the form ulation  o f  th ese  o b je c t iv e s .  The

d isillu sion m en t with the experience o f  import s u b s titu t io n  among many

develop ing c o u n t r ie ^ & e  remarkable su ccess  o f  e x p o r t -le d  growth
/the repub l i e  o f

in  such develop in g  cou n tries  as 'K orea , S ingapore - • and Hong

Kong have prompted many to  s te e r  a d i f fe r e n t  cou rse . The tw is t  towards

ex p ort-o r ien ted  in d u s tr ia liz a t io n  i s  fu r th e r  b o ls te r e d  by stu d ies  which revea l

the cost  o f  p ro te c t io n  and the p o te n t ia l employment e f fo r t  in  fo llo w in g

an'Outward look in g  s tra te g y . \ h e  worsening balance o f  payments induced

by the o i l  ch -cks and the subsequent d e fla t io n a r y  p o l ic y  o f  in d u s tr ia liz e d

cou n tries  are /con âu cive  to  the image o f  EPZs as a  panacea f o r  fo re ig n

exchange shortage and unemployment. An attempt w i l l  be made in  la t e r  
section s  to  assess the con tribu tion  o f  EPZs :n  ach iev ing these o b je c t iv e s .

See, fo r  example, L i t t l e ,  S c itovsk y  and S c o t t (1 9 7 0 )f K rueger(l972) and 
Krueger, Lary, Monson and A k ra sa n ee (l9 8 l).



Geographical D istr ibu tion

Table 1 shows the geographical d is tr ib u t io n  o f  lEs and EPZs in the

UNIDO survey. The c la s s i f ic a t io n  in ta b le  1 is  based on the qu estion n aires , 
be.Again, i t  m ust/stressed  that some IEs may engage in export processin g  o f

some s o r t . There are a ltogeth er 15 EPZs.: s . i  o f  them in Asia and f iv e  in

the Carribean and Central America. This corresponds to  the geograph.cal

d is tr ib u tio n  o f  the s ix ty  or  so EPZs operation a l in  the th ird  world by

the end o f  I 982I Many more EPZs are coming in to  the arena. Our survey,

though not complete, in d ica tes  that 14 more are planned or  under construct on

and there  are 80 planned IEs, some o f  which may probably a lso  engage in

export processing a c t iv i t i e s .  This phenomenon is  not just con fin e  to

market economies. The People ’ s Republic o f  China has re ce n tly  set up
2f iv e  S pecia l Economic Zones which are in  many ways s im ila r  to  EPZs.

•M
L  J-

2 /  Annex I updates inform ation on the d :s tr ib u t io n  o f  EPZs m  the developing 
cou n tries .

2 / See "Lucky Shenzhen is  next to  Hongkong: other SEZs w il l  f in d  l i f e  more 
d i f f i c u l t " ,  Ear Eastern Economic Review, O ctober 1, 1982.
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TABLE 1

EXISTING PLANNED

E l  ~ - EPZ OTHER a El , ? ! z_

Asia 5 6 0 43 8

Middle East 5 0 5 5 5
A frica . 2 2 0 5 0

Europe 18 2 0 3 0

Central America 
+CarriBean

5 5 0 24 1

S. America
1 5

0 1 '0 0

Total 50 15 6 80 14

Source: UNIDO, survey EPZs, 1981 

a* mainly commercial zones

~s



F á c i l  i t anu I n c e n t iv e s

The survey shows th a t, on the whole, the f a c i l i t i e s  and serv ices  

o ffe re d  by IEs and EPZs are very s im ila r  in some asp ects , as can be seen 

in Table 2 . Besides serv iced  land and s ite s  which are provided by nearly 

a l l  IEs and EPZs usually  at low and subsidized  p r ice s , communications 

serv ices  such as t e le x  and in tern ation a l subscriber d ia lin g  are o ffe r e d  

in'-most cases. Also common are con stru ction  se rv ice s , on e -storey  modular 

fa c to ry  bu ild in gs and f i s c a l  con cession s .

The ; d iffe re n ce s  between IEs and EPZs l i e  in  three areas.
g

EPZs usually  o f fe r  a package o f  f i s c a l  in cen tive  includ ing  d u ty -free  

import and export, tax h olid ays, lew corporate tax ra te s , and the absence 

o f  r e s t r ic t io n  on p r o fit  rem ittance, wh.ch are more generous than IEs 

(except those countries which a lso  o f f e r  the same in cen tives  to  exp ort-orien ted  

firm s in IEs) . 1 A more independent EPZ A uthority is  o ften  created  to  

expedite adm inistrative procedures. The removal o f  red tapes i s  in  fa c t  

the raison  d ê tre  o f  the EPZ. While imports and exports are d u ty -free  

from EPZs and adm inistrative procedures s im p lifie d , delay  due to  customs 

and cumbersome admin s tra tio n  may be longer fo r  IEs.. As in d ica ted  in the 

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

exceed seven days.



J -  ■ G

TABLE 2

FACILITIES AND SERVICES PROVIDED 
BY EPZS AUD l'i-3

SERVICES/ FAC^T^ES N0. OF EPZS AÎIDAES 
W-»-TH THESE SERVICES/ 
FAC-LLJ-TJ-ES

NO. OF EPZS WITH 
THESE SERVICES/ 
FACILITIES

C en tralized  on e-stop  
adm inistration.

33 ( .6 3 ) a 11 ( .7 9 )*

S erv iced  land and s ite s 51 ( .9 8 ) 13 ( .9 3 )  .

C onstruction  se rv ice s 26 ( .5 0 )  ' 3 ( .5 7 )
P re fe re n tia l corporate 
income t<oc concessions

29 ( .5 6 ) 9 ( . 64)

o th er f i s c a l  concessions ' 30 ( .5 8 ) 9 ( . 64)

O ne-storey modular 
fa c to r y  bu ild in gs

34 ( .6 5 ) 9 ( . 64)

M u lti-s to re y  fa c to ry  
b u ild in g s

9 ( .1 7 ) 2 (.1 4 )

Central warehouse 
f a c i l i t i e s

9 ( .1 7 ) 4 ( .2 9 )

Workers * cant e en s 25 ( .4 8 ) 6 ( .4 3 )

R ecreation  centres M ( .2 7 ) 5 ( .3 6 )

In tern a tion a l su bscriber 
d ia lin g

45 ( .8 7 ) 13 (.9 3 )

. 1

T elex 48 ( .9 2 ) 12
i  j .

( .8 6 )

Export marketing 
a ssis ta n ce

11 ( .2 1 ) 4 (.2 9 )

Source; jjujjxi eurvey on EPZs, 1981
a . The fig u res  in  brackets are the proportions o f  3ones and es ta tes  to  the 

p rov id in g  these se rv ice s  and f a c i l i t i e s  to  the t o t a l  number o f  zones 
and esta tes  which responded to  t h is  p a rticu la r  q u estion .

b .  The fig u re s  in  brackets are the proportions o f  EPZs p rovid in g  these 
se rv ice s  and f a c i l i t i e s  to  the t o ta l  number o f  EPZs responding to  th is  
p a r t icu la r  question ,



As pointed out in  many previous s tu d ies , investm ents in  EPZs are^ ^  nQW, 

concentrated in two in d u s tr ie s : garments and e le c t r o n ic s .  The d i f f i c u l t i c s A 

in  automating come la b o u r-in te n s iv e  production  processes renders EPZs very  

a t tr a c t iv e  to  firm s in  these in d u s t r ie s -

. A com parision o f  the in d u s tr ie s  in  IEs w ith that o f  EPZs suggests 

: that the in d u s tr ia l s tru ctu re  i s  more d iv e r s i f ie d , in  the form er c a s e .

The figu res  do not suggest any major stru ctu ra l change in the com position 

o f  industries in EPZs as compared with previous stu d ies , with most o f  the 

occupant firms in  t e x t i l e s ,  garments and e le c tro n ic s

The Composition of induatljrcs



TABLE 2

CûMPüS-iT-i-CIï CF ¿BDUSTÎMS la  E?zn/1E

x . b

J-SJ-C JE3 ONLY EPZ3 ONLY TOTAL

31 74 12 86’

321 137 12 149

322 50 70 120

323 6 24 * 30

324 7 3 10

33 70 5 75

34 26 '  1 27

351+352 79 3 82

353+354 7 0 7

355 7 ' 2 9

356 45 5 50

36 18 8 26

Sf 17 0

381 136 32 168

382 7 15 22

3831 42 1 43

3832 34 60 94

3833 7 1 8

,384 4 2 6

‘ 385 3 10 13

39 38 35 73

Source: UNlLO survey on^EPZs, 1981

a . The f i g u r e s  are the t o ta l  o f  those EPZs/lEs responded to  t h is  question . 
There are a ltogeth er 11 EPZs and 20 IEs.



In the qu estion n a ires , firm s are  grouped in to  la rg o  (more than 50 

employees) and s m a ll(le s s  than 50) .  For th ose  EPZs that provide the data, 

th ere  are a lth g cth e r  77 small and 236: la rg e  c n te r p r ic c s .  Comparing v;ith 

IE s, EPZ firm s seem to  employ more workers per firms^. However, we cannot 

t e l l  whether t h is  im plies  a  higher labour in te n s ity  o r  la r g e r  s ca le  o f  

p rodu ction .

Employment • %m %
• . •

Previous stu d ies  on EPZs have put the estim ate o f  t o t a l  employment in
(Currie .  1979). Table 3a- a lso  shows th  employment 

EPZs at approxim ately 60,000 in  197^71 fo r  some zones n 198C. ITiTgtnefaT;

a number o f  fa c to r s  a f fe c t  the estim ate. Some co u n tr ie s  l ik e  Barbados

have in ce n tiv e s  extrem ely s im ila r  t o  EPZs w ithout using  th e  name. Thei.**

exclu s ion  may b ia s  the estim ate downwards. Workers in  EPZs may not be

employed in  m anufacturing. Many con stru ction  workers w i l l  be employed

' at the beg in n in g . Free zones are a ls o  engaged in  commercial a c t i v i t i e s

as  w itn e sse d  by  th e  d a ta  from th e  su rv ey  e . g .  th e  zon es in  C h ile  and

E f^pt. As long as manufacturing in d u s tr ie s  a re  our main concern , they tend

t o  in f la t e  the le v e l  o f  m anufacturing employment. From our sample o f

EPZs, the numbers f o r  m anufacturing, co n s tru ct io n  and s e rv ic e  arc

r}$Ol82t2134 and 29S r e s p e c t iv e ly ,
• - *, r  ~  * ■
- 1- - .  » ,  l

• : ,

in terms of
The im portance o f  th ese  zon esA o  each country  v a r ie s  and i s  

probably determined by such fa c to r  as country  s iz e ,  resou rce  endowment, 

trade  p o l ic y  and the stage o f  economic developm ent. For th ose  co u n tr ies  

which are su cce ss fu l in  in te g ra tin g  EPZs t o  t h e ir  in d u s tr ia liz a t io n  

e f f o r t s ,  the im portance o f  the EPZ w i l l  d e c lin e  o v e r  tim e.

The employment stru ctu re  in  m anufacturing can be



TABLE 3

falPLCKKfiT PER fTliM JJl Ei\vE/-‘-Io

IS1C

31
321

322

323

3 2 4 .'. ’

33

34

351+352

353+354

355
356

36

37
381

382
3831

3832

3833

384
385 

:3 9
. . i  *

EPZ ONLY

240 

|  303

185

1392

39

43

13
__a

398

52.*

138

37
56

101

782

107

51

179

SIS ONLY

121

151

94

167

397

43
22

75
76 

133 

64 
26

2CA

321

43

577
3212

33

128

Source: UN̂ DO survey on EPZs, 1981 

a* data not a v a ila b le



TAULE ?.a
1

EMPIX Yî'iKÏ.’T IN EXPORT PRCCJ^nlNG ZEBE3

COUNTRY/ • 1978 ^ 8 0
TERRITORY

Afri ca - '
Mauritius
Senegal

Asia
' 2/Hong Kong

India
Malaysia
Philippines
Ropublic o f  Korea
Singapore
Sri Lanfca . .

• Other Asia

g^yyibcan and Latin America

Brazil
Colombia
Dominican Republic 
EL Salvador 

: Haiti
Honduras

-----Jamaica
Mexico
Nicaragua
Panama

Middle Fast

'ifcypt
Jordan
Syrian Arab Republic

17,500
600

5§,6oo
3.20 0  

56,000  
24,600

120,000
105,000

5.200

.7 7 14M

27,300
2,800

14,400
2,900

40.000  
1 ,5 0 0  
1,0 0 0

70.000
•5,000

600

10,000
600
600

22,002
501

4 :  §88 3/
27,431 4 /
31,452 .

7,631 , 
80,166

17,454

851

119,546

16,402

Sources: 1£?8 data from C u rr ie ( l979), Frobel e t . a l . (1977) and 1978 Annual
Report o f  the P h ilip p in es  EPZ A u th ority . 1980 data from UNIDO survey 
and

\J This ta b le  in cludes on ly  those cou n tries  fo r  which employment f ig u re s  in  
export zones are a v a ila b le . With the exception  o f 'S in g a p ore  -  1974,
M auritius 1977, Hong Kong -  1975, a l l  fig u re s  in  the second column are f o r  19v8. 

. 2 /  Includes only employment in  foreign-ovm ed firm s.
•3/  Figure fo r  Bayan L cpas.and Snngei V/ay on ly 
4f  Figure fo r  Bataan on ly  
¿ / 1 9 7 9  figu re



1.9a
TABLE 3

r̂ rt *r->Tmriiarijuiurjiii i>i:r itrm 11'- efzgA ee

I s le EPZ ONLY ElS ONLY

31 240 121

321 1 303 151

322 / 94

323 185 167

324 ■ ’ 1392 397

33 39 43

34 43 22

351+352 13 *’ 75

353+354
a 76

355 398- 133

356 5 2 ' 64

36 138 26

37 .— 2C4.

381 37 321

382 56 43

3831 101 577

3832 782 3212

3833 — —

384 107 33

385 51

39 179 _ 128

Source: UN-tDO survey on EPZs, 1931 

a* data  not a v a ila b le



TABLE
eî' ptx yksnt i î : export processing zones

1

COUNTRY/ .• 1978 1980
TERRITORY

Africa • •
Mauritius
Senegal

Asia
Hong Kong y
India
Malaysia
Philippines
Republie o f  Korea
Singapore 
Sri Lanka 
Other Asia

Carriboan and Latin America

Brazil
Colombia
Dominican Republic 
El Salvador 
Haiti 
Honduras

---- Jamaica
Mexico
Nicaragua
Panama

17,500
600

5$,600  
3,200 

56,000  
24,600 

120,000 
1Û5.000

5,200
77.4 0 0

27,300
2,800

14,400
2,900

40,000
1,500
1.0 0 0  

70,000
5.000  

600

22,002
501

4 ' M  1 /
27,431 4/
31,452

7,631 , 
80,166 5/

17,454

851

119,546

Middle Fast

' Hfcypt
Jordan
Syrian Arab Republic

10 ,000
600
600

16,402

Sources: 157° data from C u rr ie (l9 7 9 ), Probel e t . \’. . (1977) and. 1978 Annual
Report o f  the P h ilip p in es  EPZ A uthority . 1980 data from UNIDO survey

1j  This ta b le  includes on ly  those cou n tries  fo r  which employment f ig u re s  in  
export zones are a v a ila b le . With the exception  o f  S ingapore -  1974,
M auritius 1977, Hong Kong -  1975, a l l  f ig u re s  in  the second column are f o r  1978. 

. 2 /  Includes only employment in  foreign-ow ned firm s.
•3/  Figure fo r  Dayan Lepas and Sungei Way only 
4/  Figure fo r  Bataan on ly  
5/  1979 f ig u r e



a n a ly sed  a lo n g  th e  fo llo w in g  two dim ensions: sex  and s k i l l  com p osition .

The data  o f  EPZ3 m an ifest a  s ig n i f ic a n t  p refe re n ce  f o r  fem ale oyer male employee-for ti o .
In  <>ur atirvc-Tt th e  r a t io  o f  fem ale  workers t o  t o t a l  em ploym ent/ranges from  

70y  to  over Q&fj. M oreover, a s  a  w hole, th e  r a t io  i s  s i g n i f i c a n t ly  h ig h er  

than IE s (49^ ) .  T h is  d iscrep a n cy  may p rob ab ly  ’.be a t t r ib u t e d  to  th e  com p osition  c 

in d u s t r ie s . The c o n ce n tra tio n  o f  h ig h ly  la b o u r -in t e n s iv e  m d  assem b ly -ty p e  

in d u s t r ie s  in  th e  zones p a r t ly  accou n ts f o r  th e  p r e fe re n c e  o f  women whose 

"n im b le  f in g e r s "  a re  thought to  be p a r t ic u la r ly  s u it a b le  to  th e se  o p e r a tio n s .

As regard s s k i l l  c om p o sition , employees a r -  d iv id e d  in to , th re e

main c a te g o r ie s :l)m a n a g e r s  and te c h n ic ia n s , 2 ) s k i l l e d  workers and
«

3 )u n s k il le d  w ork ers. T able  3  p r e se n ts  summary s t a t i s t i c s  w ith  re sp e c t to  th e  

s k i l l  com p osition  o f  th o se  e s t a t e s /z o n e s  th a t responded to  t h i s  q u e stio n .

S in ce  our main concern i s  w ith  th e  m anufacturing s e c t o r , th e  fo llo w in g  

d is c u s s io n  w i l l  fo c u s  on m anufacturing employment. On th e  av erag e , managers 

and te c h n ic ia n s  in  EPZs make up o f  ap p roxim ately  8fo o f  th e  t o t a l  

m anufacturing employment, whereas th e  average f o r  non-EPZs i s  12 *fo. T h is  

d if fe r e n c e  may be p oten tia lly  im portant to  th e  is s u e  o f  te c h n o lo g y  t r a n s fe r .  

However, th e  f ig u r e s  va ry  g r e a t ly  among d i f f e r e n t  e s t a t e s /z o n e s . To fu r th e r  

in v e s t ig a t e  whether th e r e  i s  any s t a t i s t i c a l l y  s ig n i f ic a n t  d if fe r e n c e  

between EPZs and IE s in  t h i s  r e s p e c t , a l in e a r  r e g r e s s io n  i s  run u sin g  a  

dummy v a r ia b le , a s s ig n in g  1 to  EPZs and 0  to  non-EPZs, w ith  th e  percen tage  

o f  employees b e lo n g in g  to  th e  ca te g o ry  o f  managers and te c h n ic ia n s  a s  dependent

-v a r ia b le . The same e x e r c is e  i s  porform ed fo r  u n s k i l le d  la b o u r . The
1

r e g r e s s io n  does not have a good f i t .  The dem arcation between EPZs and IE s  

does not seem to  e x p la in  th e  s k i l l  com position  a lth ou gh  on th e  average EPZs 

seems t o  employ more u n s k ille d  la b o u r . The v a r ia t io n s  may p rob ab ly  be b e t t e r  

e x p la in e d  by such fa c t o r s  a s  .t h e  s t a g e 'o f  econom ic development o f  th e  

h o st c o u n tr ie s  which in flu e n c e  th e  supply o f  s k i l l e d  em ployees.
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TABLE 4

EMPLOYMENT STRUCTURE a

MANUFACTURING
lES +CTÎIERS EPZS ALL'

MANAGERIAL + 16541 6289 23396
TECiIl!1 C/iL

SKILLED 57323 14606 71929

UNSKILLED 57712 23691 81403

MALE 73050 14063 87113

FEMALE 71113 44919
%

116032

CONSTRUCTION

MANAGER-1-AL+ n s  '* 9 145
TECHNICAL

SKILLED 440 34 474

UNSKILLED 11.14 80 1194

MALE 1703 193 1896

FEMALE 127 105 232

SERVICE

MANAGERXAL+ 566 438 v -  10°4
TECI№CAL

SKILLED 374 50
1  j .

424

UNSKILLED 416 0 416

MALE 4315 1611 5926

FEMALE 1475 521 1996

Source: UNIDO'survey on EPZs, 1931

a. The figunes are on ly  the to ta l  o f  those responded to th is  question
a ls o  that the t o ta l  o f  the d if fe r e n t  ca te g o r ie s  o f  employees and that o f  
male and female may not be equal because some o f  the zo n cs /e s ta te s  d id  
not g iv e  fig u re s  o f  some o f  these item s.

I
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Foreign Ownership and Transnational Corporations

Table 4 in d ica tes  that the percentage o f  100 $  lo c a l ly  owned firm s 

in  EPZs is  15 .9» much lower than that in IE s. This jS not at a l l  su rpris in g  

given the nature o f  EPZs. The high in cidence o f  jo in t  ventures may, in ter  

a l ia ,  be due to  host countries* p o l ic ie s  to  r e s t r ic t  fo re ig n  ownership.

Foreign con tro l and in flu en ce  a re , however, determined not ju s t 'b y  

ownership. A jo in t  venture may be so dependent on i t s  fo re ig n  partner fo r , 

say, marketing that i t  may v ir tu a lly  become a subsid iary  o f  the fore ig n  

partner. One should, th e re fo re , be extrem ely ca re fu l in  drawing nference 

from these data.

The d scussion  o f  EPZs has in  many instances been linked  to  the

a c t iv i t i e s  o f  and a lle g a t io n s  against TNCs. In the survey, the respondents

were asked to  put down the percentage o f  firm s that are TNCs. I t  i s  not

uncommon that s iz e , geographical spread and ownership are used as c r i t e r ia  to

d e fin e  a TNC. Presumably, these c r i t e r ia  are employed by the respondents.

from the viewpoint o f  assessment o f  TNCs, these c h a ra c te r is t ic s  are not o f

in te re st  by them selves. They serve as prox ies  to  r e f le c t  more fundamental

fo r c e s  at work e .g .  the ca p a b ility  o f  a firm  to  carry out a ra tion a l

a llo c a t io n  o f  resources on a g lob a l s ca le  in  d e fin ace  o f  national

boundaries, m on opolistic  advantages and bargaining power, e tc . However,

there  is  no exact correspondence netween these prox ies  and what they intend

to  measure. Moreover, there are some in tan g ib le  re la tion sh  ps e .g .  through

"international subcontracting and dependence one s in g le  buyer which renders

a le g a l ly  independent firm v ir tu a lly  a subsid iary  n the g loba l network 
1

o f  TNCs. A d e fin it io n  based on ownersh.p and s ize  would th ere fore  understate 

the presence and in flu en ce  o f  TNCs in  a EPZ. However, lack ing a b e tte r  a lte rn a tiv e  

to  id e n t ify  the presence and in fluence o f  TNCs, we have to  be s a t is f ie d  with 

a second best so lu tion  as a f i r s t  approxim ation.

From the survey( see ta b le  4 ) ,  the proportion  o f  TNCs as perceived  

by the respondents is  on the average 41*5 /“ fo r  EPZs .as opposed to 

14.5 $  fo r  the IEs a lon e . I t  is  not su rpris in g , as EPZs serve conven iently  

as a c log  in  TNCs’ .n tern ation a l d iv is  on o f  labour and the host cou n tries  

with EPZs are o ften  eager to  court TNCs so as to help  create  a favourable 

investment clim ate.

1/ for a discussion o f  multinational buying groups, see Hone(l974) and
Hel ] c 1 nor (1 0 7 1 )
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TABLE 4

FOREIGN CWIIBRSIUP ¿N EPZSAES

AVERAGE PERCENTAGE

J-EfOTHERS EPZS ALL

100$ LOCAL 
OWNERSHIP

66.9 16.9 53.5 |
»

100$ FOREIGN 
OWNERSH^P

*9.4 53 .0 29.1 if
t

JOJ-NT VENTURES 14.6 22.3 19.4 i

PROPORTION CF 
FOREIGN F-LPGS 
THAT.ARE TNCS

14.3 41 .5 26.5 !

Source: UN-'-DCsurvey oc EPZ, 1981

11
.1

I
|
j



JT.IS

Besides the TNCs from in d u str ia lized  cou n tries , re ce n tly  there is  an 

in flu x  o f  firm s from y ^ ev^\PiRi^omce HMTVbhes e .g .  Katunayake in S ri 

Lanka and Shenzhen in the P eop le ’ s Republic o f  China* Some studies 

(Kumar and McLeod, 1981; Lecraw, 1977)» not p a r t icu la r ly  re la te d  to  EPZs, 

have t r ie d  to  e s ta b lish  the d iffe re n ce s  between these fore ig n  firm s from 

developing countries and tra d it io n a l TNCs from in d u str ia lize d  cou n tries  

which may work to  the advantages o f  the host cou n tr ies . Whether these 

d iffe re n ce s  may occu r w ithin the context o f  EPZs w il l  be explored  la t e r .

l i.

I
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To sum up jthe survey lead s  t o  tho fo llo w in g  ob se rv a tio n s :

__ EPZs and IEs provide very  s im ila r  f a c i l i t i e s  and s e r v ic e s .  But, owing

to  th e ir  detachment from the dom estic customs area , EPZs can a v o id  th ose

bu reau cratic  red tapes encumbering f i r a s  in  IEs in  some co u n tr ie s  as can be 
seen by the time they ta te  to  c le a r  customs.

—  whereas the com position o f  in d u str ie s  is  more d iv e r s i f ie d  in  IE s,

garments and e le c tr o n ic s  predominate in  EPZs and most o f  them are 

firm s employing more than 50 persons. EPZ firm s a lso  employ' more women 

than men. %

—  from our survey .n form ation , EPZs have p rop ortion a te ly  more THCs on 

average than IEs as would be expected . In many . nstances, fo re ig n

d ire ct  investments are in  the form o f  jo in t  ventures due probably to  government 

p o l i c ie s .  However, one must be extrem ely ca re fu l in drawing in feren ce  from 

th is  feature s in ce  fo re ig n  con4r o l is  determined not ju st by ownership.



There i s  by now a v a st  l i t e r a t u r e  on th e  d cterm .n an ts o f  fo r e ig n

d ir e c t  in v estm en ts. The d i f f e r e n t  stran d s o f  th ou gh ts have recen tly -

culm inated in  th e  " e c l e c t i c  th e o r y " propounded by Dunning(l9SC-)-. In te r n a tio n a l

prod uction  im p lie s  th at fo re ig n  firm s should p o sse ss  some advantages over th e  r

lo c a l  c o u n te r p a rts . Dunning c a l l s  them o w n e r s h ip -s p e c ific  f a c t o r s .  On th e

oth er  hand, th e h o st country in q u e stio n  must have p o sse sse d  some

l o c a t i o n -s p e c i f i c  fa c to r s  wh ch make h er a t t r a c t iv e  to  fo r e ig n  in v e s to r s .

The d e c -s io n  to  in v e st abroad i s  then exp lain ed  by th e  p o t e n t ia l  b e n e f i t s

a  firm  d e r iv e s  from in t e r n a liz in g  th e se  ad van tages. The o w n e r s h ip -s p e c ific  
. of TN̂ /5

a d v a n ta g e s 'lik e  t h e ir  g lo b a l in form ation  netw ork, m arketin g s k i l l  and 

tech n o lo g y  are  w ell-know n and th e r e fo r e  need no fu r th e r  d is c u s s io n . In  th e  

fo llo w in g  s e c t io n s , we s h a ll  con cen tra te  on th e  l o c a t i o n -s p e c i f i c  fa c to r s  

re le v a n t to  EPZs.

Wage Co st s

The a v a ila b le  evidence from th e  recen t UNIDO su rvey  in d ic a te s  th a t  

wage r a te s  in  EPZs and IE s are  h ig h er  than th e  le g a l  min mum f o r  th e  

c lo th in g  and e le c t r o n ic s  in d u s t r ie s . The f ig u r e s  below  in d ic a te  th a t em ployees

AVERAGE HOURLY EARNlKGS 
PLUS SUPPLEMENTARY LA5--UR COSTS ( 1 9 % )

.1

’AVERAGE o f  ALL EPZS AND IE S (U .S . $ ) '

SUPERVISOR OPERATIVE

ELECTRONICS

CLOTH-LNG 1.78

2.85

1.09

1.30

AVERAGE FOR EPZS CNLY(U.S. $ ) a

SUPERVISOR OPERATIVE 

0.68 • 

O.87ELECTRONICS

CLOTHING 1. 5 8 - :  

2.41

S ou rce: UNADC survey on EPZs, 1981

a . I r e l a n d 'i s  excluded sin ce  i t  i s  a developed c o u n tr ie s  whose wage
rate is  three or four tines that o f  the others.
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\ in both EPZs and IBs are paid higher wage ra tes  in e le c t r o n ic s  than in

c lo th in g . This may probably r e f le c t  the s k i l l  le v e ls  o f  employees in  the

two in d u stries . Cn the average, in  our sample, op era tives  in  EPZs r e ce iv e  much
. then ïcs I

lower average hourly earningsi Whether th is  d iscrepancy i s  due to  the . j

production a c t iv i t i e s  which requ ire lower s k i l l  le v e l  i s  uncertain  s in ce  j
to  make in ference from in tern ation a l comparison o f  wage ra tes  can be [

qu ite  dangerous.

Compared with U.S. average hourly earnings -n  t e x t i le s ($ 4 .6 6 ) ,

c lo th in g s ($4.24) and e le c tro n ics (S 6 .3 1 ) in  1979» the wage ra te s  o f  th ose  |
j

EPZs in  our survey are on the average three o r  fou r tim e l e s s .  Looking in to 

thé data fo r  the in d iv id u a l country^-' the d iffe r e n c e  is  even more s tr ik in g .

For example, in Indonesia , the average hourly  earnings in  th ese  two j

in d u stries(exclu d in g  supplementary labour c o s ts )  are 27 cen ts  fo r  supervisors 

and 14 fo r  op era tives . The d iffe re n ce s  are so la rg e , e s p e c ia lly  among ►

those la te  comers to  the EPZ fam ily that th e ir  r o le  in  r e lo c a t in g  la b ou r- j

in ten sive  operations to  developing cou n tries  is  beyond doubt.

' '

I f  a tra in ee  system i s  p ra cticed  in  the zone, the wage le v e l  presented here

are not a p p lica b le , as tra in ees  are paid  le s s  during th e ir  p eriod  o f  t ra in in g .

This can lead to m a lp ractices . For example, in  the P h ilip p in e s , firm s

"Operating in  the Bataan EPZ can pay workers on ly  75% ° f  the minimum nationa l ^

. wage fo r  th e ir  six-month probation  p e r iod . I t  i s  the p ra c t ic e  o f  some

companies to  abuse th is  labour code by paying workers the reduced ra te

f o r  s ix  months a n d ^ ir in g  them so that they can h ire  oth ers at the 75i° ra te .^
/rep orted  to  be

A s im ila r  stra tegy  i s  a ls c / employed by some companies in  H a iti(D ela tou r  and 

V o lta ire , 1980).

The attra fctivcness o f  wage co sts  in  the develop in g  economies compared 

to  th e  in d u s tr ia liz e d  economies i s  gen era lly  reduced when wage co s ts  per unit 

o f  output are considered  s in ce  the p ro d u ctiv ity  o f  labour in  the develop ing

f j '  The figu res  are from ILO Yearbook, 1980.. Vie nay understate the

d iffe re n ce  a l i t t l e  s ince  the comparison i s  with wage ra tes  o f  EPZs in  1920.

2 /  See "Trouble at t 'm i l l " ,  Far Eas te rn Economic Review, O ctober 8, 1982,

._________________________________________________________ “



cou n tries  i s  u su a lly  below that o f  the labour in  the in d u s tr ia liz e d  econom ies. 

This i 3 not the case with many assembly operation s t y p ic a l ly  undertaken w ith in  i 

zones f o r  which i t  i s  p o ss ib le  to  ach ieve high p ro d u ctiv ity  with u n sk illed , 

low -cost labou r. Several sources s ta te  e x p l i c i t ly  that f o r  the typo o f  export 

production undertaken in the zones and the developed co u n tr ie s , th ere  are no 

s ig n if ic a n t  d iffe r e n c e s  in  labour p rod u ctiv ity .^

Labour p ro d u ctiv ity  in  develop ing cou n tries  i s  most l i k e l - y  to compare 
favourably with developing cou n tries  in machine-paced jo b s . Presum ably'in 
such cases the la ck  o f  p r io r  in d u str ia l experience o f  the average in d u s tr ia l

workers in  a develop ing country i s  l e s s ’ o f  a handicap. A lso , in  a  developed

country, workers d is l ik e  machine-paced jo b s ; hence such tasks may be performed

e ith e r  by in h eren tly  lo w -c a lib r e  workers, o r  by workers who in s is t  on working at

a le is u r e ly  pace. Because most develop ing cou n tries  la ck  an in d u s tr ia l

t r a d it io n , i t  may however o fte n  be necessary to  have a h igher ra t io  o f

superv isory  personnel to  manual workers than would be  requ ired  in  a developed

country. A lso , i t  may be found d es ira b le  to  s p l i t  up tasks done by one

op era tive  in  a developed country, so that each worker has a more lim ited

(and hence s im ila r) set o f  operations to  perform (Sharpston, 1975)•

P rod u ctiv ity  le v e ls  in  the Mexican Border zone(Bareersen, 1971) are estim ated

to  be around 80 -  14C$ o f  U.S. le v e ls  and s im ila r  high p ro d u ct iv ity  le v e ls

have been noted in  Korea(Ranis, 1972).

The com bination o f  high p ro d u ctiv ity  and low wages makes the lo c a t io n  

o f  la b ou r-in ten s iv e  a c t iv i t i e s ,  in  p a r t icu la r , in  the zones extrem ely 

a t t r a c t iv e .  There i s  a concern that in  th e ir  attem pts to  in crea se  fu rth er  

:"the a ttra c tiv e n e ss  o f  the zones, host governments may have r e s t r ic t e d
.. i ' t

the a p p lica t io n  o f  e x is t in g  labour laws in  the zones, to  ensure the in v e sto rs  o f

a d o c i le  labour fo r c e  which can be u t i l i z e d  to  i t s  f u l l e s t  ex ten t. However,a

survey by the Swedish M in istr ie s  o f  Foreign A ffa ir s  and Trade suggests that
2

e x is t in g la b our laws were a p p lied  in  most EPZs. N onetheless, i t s  r e s u lts  should

Xj U.S. T a r i f f  Commission, " im p lica tio n s  and M u ltinational Firms fo r
World Trade and Investment and fo r  U.S. Trade and Labour". Report to  the 
Committee cn Finance o f  the United S tates Senate and i t s  Subcommittee on 
on In tern a tion a l Trade, Washington, 1973; Sharpston, M., "In tern a tion a l 
S u bcon tractin g", Oxford Economi c  Pap e rs , V oi. 27, No.1, 1975, P» 93;
Bareersen, D.W, The Border In d u str ia lis a t io n  Programme o f  Mexico, Lexington197

2 /  U trik es- och Handelsdepartementens Enhet II(UHD), " In d u s t r ie l la  F rizon er -  
en KJrbcredande Undcrsokning", Promemoria, 21 Ju ly  1973, p. 14-15»
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be in terp reted  c a r e fu lly  s in ce  on ly  the general l in e s  o f  the co u n tr ie s ' 

labour le g is la t io n  were examined. Moreover, in  some co u n tr ie s , at le a s t ,  

the e x is t in g  labour laws are such that no m od ifica tion s  are ncoessary to 

a ttra c t  in v estors  to  the EPZ. In these co u n tr ies , s t r i c t  co n tro l is  

maintained over trade unions, s tr ik e  h olid ays  fo r  employees o f  transnational 

co rp ora tion s , sp e c ia l labou r laws ru lin g  out in d u s tr ia l d isp u tes  with fo re ig n  

firm s, e tc .^  .

-f*
L  / .

1J  See fo r  example, N ayyar(l978), p . 77» Frank, C. R. Kim, K .S . and VJestphal, 

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

V o l. V II, N ational Bureau c f  Economic Research, New York 1975» PP* 242-43.



Trade Preferences and O ffshore Assembly P rov ision s

The in c lin a t io n  towards fr e e r  trade and the gran tin g  o f  trade 

preferen ces to develop ing cou n tries  in  the 60*s and 70 ’ s created  a very 

congenial atm osphere,.enhancing the a ttr a c t io n  o f  EPZs to  in vestors  from 

in d u str ia lize d  cou n tr ies . The trade pre feren ces  to  develop ing cou n tries  

in clu d e , in ter  a l ia ,  the gen era lized  system o f  p re fe re n ce s (GSP) and 

the p re fe re n tia l access  o f  ACP cou n tries  to  the EEC market accord in g  to ’ 

the Lomé Convention. A study o f  the e le c t r o n ic  industry in M alays.a(L im ,1978) 

in d ica tes  that some firm s in  M alaysia ’ s Free Trade Zones sta rted  the r  

operations to  c a p ita liz e  on GSP. The EPZ in  M auritius boomed in the seven ties  

mainly .because o f  her p re fe re n tia l a ccess  to  the EEC market.

Another important impetus behind EPZs ' . - T • i  .-ST' i s  th ose  

o ffs h o re  assembly p rov is ion s  provided by the in d u s tr ia liz e d  cou n tr ies .

The most ipreminant feature o f  these p ro v is io n s  is  that on ly  value added o f  

imports is  d u tia b le . Domestic m ateria ls and components re-im ported  are 

exempted from t a r i f f s .  They are p a r t ic u la r ly  favourab le  to  those in d u stries  

which can re lo ca te  part o f  the la b o u r-in ten s iv e  process  to  low-wage co u n tr ie s .

The best-docum ented o ffsh o re  assembly p rov is  ons are  t a r i f f  items 806.30 

and 8C7 .OO o f  the U.S. Diagram 1 shows the rap id  growth o f  806/807 m ports.

The EPZ with . t s  s im p lifie d  customs procedures and oth er in cen tiv es  i s  a 

p e r fe c t  match with these t a r i f f  p r o v is .ons. The success  o r the border zones 

in  Mexico can be la r g e ly  explained by 806/807. In 1971» "the value o f  exports 

under 8O6/ 8O7 from Malaysia was ju st a modest $9 ,600 . M alaysia began to  set 

u p ;fr e e  trade zones in  the early  seven ties  which a ttra c te d  many TNCs m  

e le c t r o n ic s .  S ince then Malays .an exports under 8O6/SO7 has/eshot up m anifold .

( th is  i s  , however, not to  deny the importance o f  such fa c to r s  as the in tense 

^com petition between the U.S. and Japanese firm s to  cut c o s ts  or the re la x a tio n  o f  

fo re ig n  investment con tro l in Japan). There i s  a ls o  in creasin g  tendency among 

other in d u s tr ia liz e d  cou n tries  to  fo llo w  s u it .  The outward processin g  t r a f f i c  

o f  the EC cou n tries  is  a lso  expanding ra p id ly (se e  ta b le  5)»



DIAGRAM 1

TARIFF ITEMS. 8C6. 30 A'D 8C7 .CC: U.S. IMPORTS FROM

S o u rce s : U .S . In te r n a tio n a l Trade Commission, p e r io d ic a l  p u b lic a t io n s  
on t a r i f f  item s 8C6.30 and 8O7 .CO



TABLE 5  : IMPORTS OF GOODS UNDER OUTWARD PROCESSING ARRANGEMENTS FOR EEC-9

1977 and 1 9 8 0 . . *

1977 1980V '

M i l l io n s  EUA z M il l io n s  EUA . Z
Germany. Federal Rep. 8 7 9 .2 1 36 8 8 7 .3 0 3 1 .5
France 1 ,2 6 6 .0 5 51 1 ,2 7 0 .5 0 4 5 .1
I t a l y 5 7 .7 5 2 .3 5 7 .1 8 2 .
N etherlands 2 0 9 .5 8 8 .4 2 1 8 .5 9 7 .8
Belgium-Luxembourg 5 7 .5 0 2 .3 2 8 .6 5 1 .
U nited Kingdom -  — • 3 2 9 .7 6 1 1 .7
Ire la n d — — — .01 ——

Denmark — 2 2 .6 2 .8
•

TOTAL EEC-9 2 ,4 7 0 .8 4 100.00 2 ,8 1 4 .6 0 9 9 .9

1/  To Septem ber.

SOURCE: Commission o f  European C om m unities, S t a t i s t i c a l O f f i c e ,  Nimexe 6 , SCE
2 1 1 9 , V ariou s i s s u e s .
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I t  is  important to  note that TNCs are the ch e f  b e n e f ic ia r ie s  o f

these o ffsh ore  assembly provis ons which, together with EPZs, chime: in 
X  Y i o i x •very w ell with g lo o a l strategy'. Interm ed.qte inputs and components can

be exported to  EPZs and then re-im ported in to  th e ir  home cou n tries  without

any hindrance at the borders. Moreover, TIICs, with th e .r  e f f i c i e n t

commun.cations network and the a b i l i t y  to  organize flow s o f  resou rces on a
EPZsg lo b a l sca le  is  l ik e ly  to  make much b e tte r  use o f  these p rov is ion s  and/ so

outperform th e ir  sm aller com petitors and mdepedent Third World exp orters,

channelling a la rger  and la rger  share o f  the market in to  th e ir  o r b it s .

Some recent developments further re in fo rce  the dominance c f  TIICs in th is

re sp e ct . In  concluding the Multi f ib r e  Arrangement Mark I I I  with developing

cou n tries» the EC strategy is  a stick -a n d -ca rrot one, demanding the b ig

Asian exporters to  reduce th e ir  quotas w hile, at the same tim e, p a rtly
1

compensating th e ir  lo s se s  through outward processing tra d e . The outcome

o f  the MPA w il l  render the penetration into the markets o f  in d u s tr ia liz e d

cou n tries  a l l  the more d i f f i c u l t ,  w h ile .th e  TNCs can maintain and fu rth er

improve t lie ir  com petitive edge over small th ird  world exporters o f  t e x t i le s

and garments as a resu lt o f  the r e la t iv e ly  more l ib e r a l  treatment o f
2

outward processing which is  th e ir  exp ertise .

So fa r ,  the environment has been in  favour o f  the t r ip l e  a l l ia n c e  o f  

TNCs, EPZs and o ffsh ore  assembly p rov is ion s . However, changing in tern ation a l 

environment may in the fu ture modify the s itu a t io n . For one th ing ,

the prolonged g loba l recession  and the r is in g  debt burden o f  companies in
, i

.In d u stria lized  countries may slow down the growth based on t h is  t r ip a r t i t e
.»j •'

arrangement. Soaring unemployment in the West has n creas in g ly  prompted

trade unions to  target th e ir  attack  on outward processin g  and EPZs, exertin g

pressure on th e ir  governments to  lim it th is  flow  o f  trad e . Whether a high
/S t i l l

growth rate  based on th is  in ternational d iv is io n  o f  labour can /be sustained 

; rema.ns to  be seen.

1J See "Coming apart at the seems", Far Eastern Economic Review, March 19» 1932,

2 ]  Sec John Cavanagh, "Northern transnat onals can use new MPA to  sew up 
markets", in South, May 1982.
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E ff ic ie n t  F a c i l i t ie s ,  S erv ices  and Adm inistrâtjon

Of a l l  the a ttra c tio n s  o f fe r e d  by the D'Z, the p rov is ion  o f  a wide 

range o f  f a c i l j t . i e c  and s e rv ic e s (s e e  ta b le  2) and e f f i c i e n t  adm inistration  

are extrem ely c ru c ia l in chann ellin g  fo re ig n  d ire c t  investments in to  EPZs.

In common with in d u str ia l e s ta te s , EPZs can f a c i l i t a t e  and a cce le ra te  

fa c to ry  investment, p a r t ic u la r ly  in  comparison with fo re ig n  firm s a ctin g  

alone o r  in jo in t  ventures w ith lo c a l  c a p ita l .  Even in cou n tries  where 

the bulk o f  the fa c to ry  investment would s t i l l  have taken p lace  

outsid-o the zone o r  e s ta te , prepared s i t e s  and s e rv ice s  a cce le ra te  the 

investment d e c is io n  p rocess  and in  some cases might be a p lus fa c to r  

inducing a company "go" d e c is io n  or  investment which otherw ise might have

been a "no go" or  "w a it" . . _________

Prom a market survey f o r  th e  p lanning o f  one in d u s tr ia l  e s ta te , 

f o r  in sta n ce , i t  was concluded  th a t ,  on average, develped  e s ta te  land  ready fo i  

con stru ction  would reduce th e  tim e between approval o f  a fa c to r y  investment by 

• firm  and startup  o f  o p e ra tio n s  b y  up t o  18 months. I t  was fu r th e r  concluded 

that perhaps on out o f  f i v e  p o t e n t ia l  p r o je c ts  would e ith e r  he aborted  o r  

s e r io u s ly  delayed f o r  yea rs  i f  no v ia b le  a lte r n a t iv e  (an in d u s tr ia l  e s ta te ) 

were a v a ila b le  t o  the d is co u ra g in g  ta sk  o f  f in d in g  and d eve lop in g  a s u ita b le  

fa c to r y  s i t e  independently . The problem  i s  e q u a lly  acu te  in  o th er  cou n tries  

where inadequate record s  and r u le s  concern ing  land  ownership and use, 

b u rea u cra tic  p rocess in g  o f  lan d  purchase agreem ents and a p p lic a t io n s  fo r  

power, water and te leph on e s e r v ic e s  p r e v a i l .  These d e te rre n ts  are  g r e a t ly  

m agnified f o r  sm all to  medium s iz e  firm s s in ce  th ese  firm s do not norm ally 

havethe resou rces  -  management, l e g a l ,  c a p ita l -  t o  p e r s is t  in  th e ir  

o b je c t iv e s  as dc la r g e -s e a l¿ o p e r a t io n s .

1f  The emphasis given  by tra n s n a tio n a l c o rp o ra t io n s  t o  the a v a i la b i l i t y  o f  
in fra s tru c tu re  i s  i l lu s t r a t e d  by  t h e ir  in i t ia t in g  r o le  in  some zones and 
in d u s tr ia l e s ta te s . For in s ta n c e , one c o r p o r a t io n ’ s in te r e s t  in  d eve lop in g  
an in ju s t r ia l  e s ta te  in  In d o n e s ia  le d  to  i t s  e a r ly  involvem ent in the m ajor 

i  f e a s i b i l i t y  s tu d ies  and su bsequ en tly  a management and te c h n ic a l a ss is ta n ce  
con tract to  a s s is t  in  the management o f  the Pulo Gadang In d u s tr ia l E sta te . 
S im ila r ly , La Romana Free Zone in  the Dominican R epublic was e s ta b lish e d  in 
empowering the la t t e r  to  manage and operato  the zone,(Rcnma Consultants 
L im ited, "K ingston Export Trade Zone", A rep ort f o r  the Port A u th ority , 
K ingston, Jamaica, UltfDO C on tract -  74/37» P r o je c t  xS/jAM /74/LG5, p . 25)



Under such adverse co n d it io n s , in  the absence o f  a zone o r  e s ta te ,

many o f  the fa c to r ie s  lo ca te d  in  a zone o r  e s ta te  would be delayed and

some o f  them might never be b u ilt *  Cn the oth er hand, t h is  in ce n tiv e  to

lo c a te  in  zones "and e s ta te s  i s  much sm aller in  the more developed  o f  the

develop ing co u n tr ie s . To have ach ieved  t h e ir  current le v e ls  o f

in d u s tr ia liz a t io n , they have g e n e ra lly  a lread y  removed many o f  the o b s ta c le s

that_make lo c a t io n  o f  fo re ig n  investment w ith in  a _one e s se n t ia l in  the 
le a s t  developed co u n tr ie s .

•Besides tho'se advantages mentioned above, EPZs a ls o  have other 

lo c a t io n a l advantages. They a re  o fte n  q u ite  c lo s e  to  in te rn a tio n a l a ir p o r ts  

and /or deep sea p o r ts . Whether the proxim ity  t o  an a irp o r t  is  more va lu ab le  t : 

a deep sea port h inges on the typ es  o f  in d u s tr ie s  in  EPZs. The above 

con sid era tion  is ,,  however, fre q u e n tly  secondary to  the a v a i la b i l i t y  o f  

cheap labour supply . Problems w i l l  a r is e  in  tra n sp o rtin g  employees to  

t h e i r 'f a c t o r ie s  i f  they l i v e  top  fa r  away from th e  zones. The survey 

in d ica te s  that most EPZs are s itu a te d  r ig h t  next t c  th e  area  w ith a la rg e  

pool o f  cheap labour . •
%

EPZs share many o f  the fe a tu re s  w ith  IE s. Y et, th ey  exce l the e s ta te s

in  ad m in istra tive  e f f i c i e n c y .  Whereas the la t t e r  are  in  the dom estic

customs area and have t o  comply w ith a l l  the r u le s  and re g u la tio n s , the

EPZ u su a lly  stream lines customs procedures and reduces red ta p es . As poin ted

out above, delay  due to  customs u su a lly  does not oxcced  3-7 days, whereas

fo r  some IEs, i t  may be as lon g  as a month. The d e la y  i s  e s p e c ia lly

-.damaging when d e liv e r y  on tim e i s  im portant. A recen t book by David 
1

Morawctz on Columbia o f f e r s  a v iv id  d is cu ss io n  o f  the d e la y  inherent m  

Columbia’ s V a lle jo  Plan(which exempts im ported inputs used in  exp orts) and 

at p orts  and custom s. He a t t r ib u te s  the f a i lu r e  o f  th e  Columbian c lo th in g  

in du stry  tc  compete with East Asian producers p a r t ly  t o  th ese  

bu reau cra tic  b a r r ie r s .  In  a h ig h ly  com p etitive  export market, ad m in istra tive  

e f f i c ie n c y  may be as va lu ab le  to  an exp orter  as generous f i s c a l  con ce ss io n s .

l /S e e  M oraw etz(l93l)



A package* o f  generous f i s c a l  in cen tives  such as low corporate tax  

ra te  and tax  h olidays .o ffered  to  firm s operating in EPZs . s o ften  the 

ru le  rather than the excep tion . However, i t  has o ften  been argued that 

f i s c a l  concessions are not the cru c ia l determinant in a ttra c t in g  fore ig n  

investments in to  EPZs f o r  a number o f  reasons.

One important feature o f  in tern ation a l taxa tion  is  that many
.. , , . /such as Japan and the,U .S . ., . , ,  .ca p ita l exporting co u n tn es /g ra n t fo re ig n  la x  c r e d its  u n ila te r a lly  to

firm s operating  in  a fo re ig n  country to  avoid  double ta x a tio n . Under

t h is  scheme, on ly  p r o f i t s  net o f  fo re ig n  corporate  ta x  w i l l  be taxed.

In so fa r  as the tax ra te  is  higher in the ca p ita l exporting country,

i t  w i l l  become the e f fe c t iv e  tax  rate  fa c in g  the firm  and the rate  o f

the host country w ill  become immaterial in  a f fe c t in g  the amount o f  tax

paid  by the firm .

In  the case o f  EPZ, s in ce  a large  share o f  th e ir  fo re ig n  ca p ita l 

are derived  from Japan and the U.S. which grant fo re ig n  tax  c r e d its  to  

th e ir  n ation a l firm s, the intended e f fe c t  o f  low corporate  tax  rate and 

tax  holidays to  stim ulate fo re ig n  investm ents in to  the zones w :l l  be 

com pletely  n u l l i f i e d .  Moreover, i t  i s  uncommon among some countries 

l ik e  the U.S. tc  sign  ta x  sparing t r e a t ie s  committing ca p ita l exporting 

cou n tries  to  forego tax in g  those p r o f i t s  exempted from ta xa tion  by the 

host cou n tries  through tax  h o lid a y s . E ie re fo re , what is  thought to  be an 

'a t tra c t io n  to  fore ig n  in v estors  on ly  leads to  the t ra n s fe r  o f  tax 

revenues to  the tre a su rie s  o f  the ca p ita l exportin g  co u n tr ie s .

Another fa c to r  which tends to  reduce the im portance o f  f i s c a l  

in ce n tiv e s  i s  the a b i l i t y  o f  firm s to  m anipulate t h e ir  e f fe c t iv e  ta x  ra te s  th 

t r a n s fe r  p r ic in g . In tra -firm  tra n sa ctio n s  and a high degrep o f  product 

d i f fe r e n t ia t io n  in  some in d u str ie s  l ik e  e le c t r o n ic s ,  render tra n s fe r  p r ic in g  

o f  inputs o r  outputs e a s ie r . B esides, th ere  are many ways e .g .  through 

r o y a lt ie s  o r  in te re s t  payments e t c .  f o r  a TNC to  reduce t h e ir  g lo b a l tax  

ra te s .

£ /  E e o  f o r  c x a n j O o  th e  a r t i c l e s  6n M u r r a y ( 1 9 8 1 ) .

I'iscal JiJcontiVCG



I t  i s  a tendency among EPZs to  compete with each other by o f fe r in g

extremely generous f is c a l  in cen tiv es . However, as shown above, the p ra c tice

in in ternational taxation  and the a b i l i t y  o f  TWCs to  determine th e ir

e f fe c t iv e  tax rate through tra n s fe r  p r ic in g  render f i s c a l  concessions

not a very essen t/a l ca lcu la tio n  m  d ecid in g  to  invest in  EPZs, I t  ip ,

th e re fo re , not surprising that a survey o f  firm s in  some Asian EPZs
/not 1

in d ica tes  that tax  concessions are u su a lly /th e  most c ru c ia l con s id era tion . 
On the other hand, the dram  on the ta x  revenues o f  the host countries

can be very su bsta n tia l.

\J See V t t a l (1 977)



11.1 j
Physic:'.} arid I'rycaic Nictuncc

Tlio d e c is io n  to  lo c a te  fo re ig n  d ir e c t  investment is  a lso  in flu en ced  

by transport cost and cu ltu ra l s im ila r ity . Not su rp r is in g ly , a la rge  

share o f  fo re ig n  d ir e c t  investm ents at the EPZs in  Central America and 

the Carribean o r ig in a te s  in  the U.S. One extreme exaple being the border 

zones o f  M exico, U.S, iirm s can set up twin p lan ts  on both s id e s  o f  the 

bord er. Components are then shipped by tru cks to  the Mexican plant,, to  be 

assembled and are then ca rr ie d  back to  the parent p lant in  the S ta te s .

• 'C u ltu ra l p roxim ity  serves as another conduit f o r  ch an n ellin g  fo re ig n  

• d ir e c t  investm ents. The in f lu x  o f  Japanese investm ents in to  K orea 's  Masan 

EPZ , among oth er th in g s , r e f l e c t s  the cu ltu ra l and c o lo n ia l  t i e s  between 

the two s ta te s . Being an Is la m ic  country may a ls o  bo a fa c t o r  in  p r o p e llin g  

Arabian in v e s to rs  t o  s ta rt  th e ir  bu sin ess in  the Karachi EPZ in  Pakistan .

♦
P o l i t i c a l  S t a b i l i t y  o f  the Host Country

P o lit ica l s ta b ility  and a trad ition a lly  positive p o licy  towards private foreign invest­
ment is  o f  major importance in the investment decision. Policy statements by the host country . 
favouring foreign investment, cannot be regarded by the investor as a long-run guarantee, 
particularly vhen the country is  known to  have a strong traditional attitude against foreign 
influence. Indeed, as has been found in various surveys — companies attach particu lar weight 
in their investment decisions to  the estimated degree o f  continuity o f  government rules and 
regulations a ffecting  foreign collaboration . The establishment o f  a zone or an estate may be 
regarded by a potential foreign investor as a long-term commitment by.the host government to 
collaboration with foreign companies and institu tionalized  means for  continuous safeguarding 
Of operations. In that sense the successful establishment o f  a zone or estate is  a method o f  
"shoving the fla g " , an incentive for  foreign companies to  invest generally in the host country.



I I . 1 4

In conclusion , the EPZ was a tim ely n' jd u ction  during the 60’ s and 

70*s when the atmosphere o f  the world community was in  favour o f  fre e r  

trade as witnessed by t a r i f f  reductions and p re feren ces . A lso , at a time 

o f  rap.d advances in inform ation system wh ch enhances TNCs* capabil ty  to 

organize g loba l resource flow s and with the increasing com petit.on  fo r  

a larger share o f  the g lob a l market among TNCs from d iffe r e n t  n a t io n a lit  es , 

e s p e c ia lly  between the U.S. and Japan, the EPZ has been ab le  to provide 

the right kind o f  f a c i l i t i e s   ̂ ï  cheap labour and investment clim ate 

as discussed above, rendering i t  a c ru c ia l lin k  in the whole network 

o f  the in tern a tion a l d iv is io n  o f  labour.



This chapter attempts to  carry out an o v era ll assessment o f  the costs  

and b e n e fits  generated by EPZs. D ifferen t view points p erta in in g  to  the costs  

and b e n e fits  o f  EPZs w il l  be presented; then the fin d in gs  from the UNIDC 

survey on EPZs and other u p -to -d a te  em pirical studies re la te d  to  EPZs are 

surveyed so as to  assess the extent o f  EPZs' con tribu tion  along d iffe r e n t  

dimensions. In the course o f  the d iscu ssion , we sha ll t r y  to  emphasize the 

appropriate methods or in d ices  to  weigh EPZs* con tribu tion  v is  a v is  some 

usual p ra ctices  which may be m isleading.

CHAPTER THREE; THF] SOCIAL AND ECONOMIC IMPACT CF EPZ
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The earning o f  fo re ig n  exchange i s  one o f  the primary o b je c t iv e s  

in  G etting up EPZs. Table 6 d ep icts  in flow  and outflow  o f  fo re ig n  exchange 

in three EPZs: I n  in Korea, Dayan L ep as 'in  Malaysia and Shannon Ire lan d . 

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

compared with those in devtlop^ng co u n tr ie s . T yp ica l o f  the zones, imported 

m aterial inputs eat up a large  chunk o f  the fo re ig n  exchange earnings 

generated by exp orts (62$ fo r  I r i ,  63$ fo r  Bayan Lepas and 52$  fo r  Shannon). 

Apparently, even tak ing th s in to  account, net fo re ig n  exchange earnings, 

defin ed  as the d iffe re n ce  between exports out o f  and im ports in to  the 

EPZ, may represent a s ize a b le  con tr ib u tion  e s p e c ia lly  in  the case o f  small 

cou n tries  with poor resource endowmnet, as shown in ta b le  7.

Foreign Exchange Effect

However, one must be care fu l in te rp re tin g  these f ig u r e s . The 

d iffe r e n c e  between exports and imports on ly  r e f l e c t s  the fo re ig n  exchange 

p o s it io n  from the f irm ’ s point o f  view . I t  in clu d es re p a tr ia te d  p r o f i t s  

which have to  be deducted. The share o f  rep a tr ia ted  p r o f i t s  may be 

p a r t icu la r ly  s ig n ifica n t  in  the case o f  EPZs. I f  vie assume that EPZ firm s 

remit a l l  th e ir  p r o f i t s  and tax  revenues are n e g l ig ib le ,  data from ta b le  6t
i

show that the share o f  rep a tria ted  p r o f i t s  can be over 60 per cent o f  

value added. Net fo re ig n  exchange earnings as d e fin ed  above w i l l  thus 

considerably exaggerate the d ire ct  con tr ib u tion  o f  EPZs in  t h is  re sp e ct .

The d ire ct  fo re ig n  exchange con tr ib u tion  i s  a lso  l ik e ly /d iv e r g e  from

the o v e ra ll fo re ig n  exchange e f fe c t  in  so fa r  as the former -g lo sse s  over

hidden fore ign  exchange gains o r  lo s s e s  to  the rest  o f  the economy. In(or  world
other vrords, a l l  inputs and outputs should be valued at th e ir  shadow /prices.

Moreover, in the f in a l  a n a lys is , the s ig n if ic a n c e  a ttr ib u te d  to  fore ig n

exchange earnings stems from th e ir  con tr ib u tion  to  saving and growth.

Foreign exchange drained in to  consumption should be valued le s s  than a unit

o f  fo re ig n  exchange saved. Using the term inology o f  L i t t l e  and M ir r le e s (l974),

net dom estic value added denominated in  fr e e  fo re ig n  exchange in  the hands

o f  government is  th e /to r c ig n  exchange impact or  the value o f  tho EPZ to

the domestic economy. In so fa r  as government revenues derived  from EPZs 
arc email1 duo to  generous concessions, the above adjustment v /i l l  fu rth er 
reduce the con tribu tion  o f  EPZs to  fo re ig n  exchange.
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TABLE 6

DISTRIBUTION CF INCOME aN TViO EPZS'1QP0>
. * J

REP., 6F
IRJ-(KOREA1)

(thousand won) H SHANC N(IROLAND ) 
(Hi£)

GROSS OUTPUT AT 
MARKET PRICE

29,448,569 139,930,000

DOMESTIC SALES 811,467 39,979 7,693,oco
• export SALES AT 
MARKET PRICES

28,626,448 593,503 132,237,000
WAGE BILL 4,985,232 — 20,397,000
VALUE ADDED 12,926-, 572 — 60,085,000
MATERIAL, INTER- ' 
MEDIATE INPUTS, 
FUEL

-  DOMESTIC '2,637,889 137,851 6,611,000
-  IMPORTED 15,466,797 423,902 62,659,000
SERVICES

r  DOMES TJ-C 1,547,011 — 7,104,00c
-  IMPORTED 1,553,511 — 3,471,000

e
Source: UNIDO survey on EPZs, 1981
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TABLE 7/

NET FOREIGN EXCHANGE EARNlHCS AS A PERCENTAGE 
OF TOTAL j-mpcrt

i

71 72 73 74 75 76 77 78 79 80

HASAN
(KOREA; ReP* of)

.oa .1 .4 .4 1.0 1.3 1.5 1*5 1.5 —

IS . 6F TAI VÍAN ^3 3.0 2.8 2.9 2.7 4.0 4.3 3.3 4.0
KAUR-TAU3 _b — — — .3 1.5 4.5 4.7 5.3 5.4
DC:>N^CAN
REPUBLIC

1.0 1.0
1

1.1 1.1 1.4 1.6 «

— — —

BARAN^UiLLA
(CCL"3J-A)

— — .1 .1 .1 .2 .4 — — —

BATAAN ' — — — — _
• ■ 1 ; •

_ .4 .6 —

(PHj-LaPP JUNES)

S ource: Masaa and Taiwan from papers p re se n te d -in  th e  APO. Symposium 1980; M auritius from Kadress 
Vencatachellum , " In d u s tr ia l  P o l ic y  and Planning in  M a u ritiu s", p resented  at the esp ert group m eeting 
on in d u s tr ia l p lanning organ ized  "by UNIDO in  Vienna from 1-5 Nov. 1982; Dominican R epublic from World 
Bank Country Report 1978; B aran qu illa  from M ora w etz (l9 8 l); Bataan from ERZ Annual R eports.

a . N e g lig ib le
b . Not a v a ila b le  o r  not a p p lic a b le  . -

H
i



The o v e ra ll net fo re ig n  exchange cui-nings derived. /^ 'xLf?iO above reasoning 

on ly  ndicatc. the gain in one y e a r .1 Moreover, i t  does not take in to  account 

the in i t ia l  set-up costs  o f  EPZo. The la t t e r  in volves  land preparation
_  .> i i _  . .  .1 . .  .  j v  ^  ~  a   ̂w, / ' y, *.  « 4- ^ 4- « ■ >  1 , +  i  p i t  ».»V> ~i r>Y> <' * i n V  a  n
C „ n ( i  I f l C  C u j l i j  1» T U C  U " lu l l  U i  UoVL» L* i f u r a o u i  u t y n u i t t i  m * 4 * v/»4  *-''-*-* u w  «-*

su bstan tia l share o f  the government budget o f  a sm all country. Moreover, 

s in ce  a l l  the f a c i l i t i e s  and se rv ice s  have to  be up t o  the in tern atlon a l 

standards, the import content o f  the p r o je c t  may be very  high , representing 

a drain o f  the cou n try 's  fore ign  exchange. For example, out o f  the Rs. 317*^4

m illio n  a llo ca te d  to  Phasel o f  the Karachi EPZ, 63.O56 m ill io n  i s  in  fo re ig n
2 . . exchange. Therefore, in  order to  c o r r e c t ly  assess  the o v e r a ll  p r o f i t a b i l i t y  m

te  rms o f  uncommitted fo re ig n  exchange, the stream o f  fo re ig n  exchange

earnings and in i t ia l  set-u p  co sts  o f  the EPZ should be employed to

ca lcu la te  the economic return .

above
Rigorous assessm ents a lon g  the l in e  m Cntioned/and based on th e 

a ctu a l perform ance o f  EPZs are  few . Many s tu d ie s  use p a r t ia l  in d ic e s  such 

as the sum o f  export o r  net fo r e ig n  exchange earn in gs at market p r ic e s  over 

th e  yea rs  which, as d is cu s s  above, a re  not t h e o r e t i c a l l y  sound. There a re , 

however, lending a p p ra isa ls  undertaken by the W orld Bank su gg estin g  in te rn a l

• ra te s  o f  return around; 13 - 15$  but ranging up t o  36$  depending on th e

; assum ptions used. . „ . - ■

M auritius -  Coromandel In d u s tr ia l E sta te  (1973) 15$
«

Colombia -  Cartagena In d u s tr ia l EPZ 13-36$

Thailand -  M inburi(Lat Krabang) In d u s tr ia l  E sta te  14$
0 9 7 S ) .

i'l . ' .
• I t  i s  u n clear  whether o r  not th ese  r a te s  o f  re tu rn  are  t y p ic a l  o f  

th e  commercial retu rn s a v a ila b le  to  governments a c t in g  as entrepreneurs in 

e s ta b lish in g  in d u s tr ia l e s ta te s  and zones in  d e v e lo p in g  c o u n tr ie s . P r o je c t s  

subm itted to  the World Bank f o r  len d in g  a p p ra isa ls  a re  l i k e l y  to  be the
0

more c e r ta in , more p r o f i t a b le .  Development p r o je c t s  undertaken f o r

p o l i t i c a l  or  p re s t ig e  reasons are  more l i k e l y  to  be  fin a n ced  by th e  host
p o s s ib le  _ /the same

governments th e m s e lv e s /a v o id in g /e x te r n a l s c r u t in y . In a d d it io n , ra te s  o f  

return  w i l l  vary between co u n tr ie s  and l o c a t io n s .  M oreover, ra tes  o f  

return  on past investm ents in  in d iv id u a l e s ta te s  m ay 'p rov id e  l i t t l e  o r  

no guidance to  the retu rn s a v a ila b le  in  new p r o je c t s .

l /h o t c  that in the case o f  the L i t t lo -M ir t le c c  method, net s o c ia l  income 
each year is  the a le o .t h c  o v e r a ll  fo re ig n  exchange e f f e c t  and the net 
s o c ia l  discounted value is  the discounted va lu e  o f  the stream o f  f o r c i  
exhange earn i Jigs (at w orld prices) generated by th e  EPZ,

? /  Fr-ures are from Karachi EPZ, Progress Report, August I9P?.

1 gn



III.6
I

Thcr.c rapes o f  re tu rn  compare favori -ab ly  with r a te s  o f  re tu rn  a v a i la b le  

from a lte i 'n n t iv e ’ in v e stm e n ts  in  d e v e lo p in g  c o u n t r ie s . A s im ila r  b e n e f i t -  

cost a n a ly s is  fo r  Ilasan EPZ in  Korea su g g e sts  a r a te  o f  re tu rn  o f  com parable  

m agniture(C hoe, 19 76 ) .  Cn th e  b a s is  o f  th e se  fo u r  a p p r a is a ls , i t  app ears th a t tb  

p h y sic a l esta b lish m en t o f  h o st governm ents o f  th e  e s t a t e  on which th e  zone  

i s  b ased  may w ell be j u s t i f i e d  p u r e ly  in  term s o f  th e  commercial re tu rn  

a lo n e , th a t i s ,  w ith out r e l ia n c e  on th e  l e s s  c e r ta in  lo n g -te rm  b e n e f i t s  dépende: 

on th e  EPZ p la y in g  a c a t a ly t i c  r o le  in  th e  c o u n t r ie s ’ i n d u s t r i a l i z a t i o n .

/

y

/

r.

y

f

« V

S

1

* 9

■i'
SU

SJ
Rv

-.’



I I I .7

The number o f  job s created  i s  u s u a lly  taken as a good in d ic a to r  o f  

th e  su ccess o f  EPZs. So lon g  as th e re  jS an u n lim ite d  supply o f  labour  

and EPZ firm s pay a wage above th e  shadow p r ic e  o f  labour(w'hi ch may 

p r a c t ic a l ly  be z e r o ) , then to  maximize employment in  EPZs w .11 in cre a se  

s o c ia l  w e lfa r e .

The t o t a l  employment e f fe c t  should in clu d e th e  d ir e c t  and .n d .r e c t  

employment created  by th e  EPZ. They depend on th e  labou r in t e n s it y  o f  

th e  production p rocesses used in  th e  zones and th e  lo c a l  procurement 

p o l ic ie s  o f  EPZ fir m s . In s o fa r  a s  a m ajor m otive to  in v est in  EPZs s to  

make use o f  cheap lo c a l  la b o u r, th e  common c r i t ic is m  o f  fo r e ig n  firm s  

from in d u s tr ia liz e d  c o u n trie s  in trod u cin g  v e ry  c a p it a l - in t e n s iv e  and . 

th u s in ap p rop riate  tech n ology  may not be a p p lic a b le  here s in c e  i t  i s  

e x a c tly  th ose  la b o u r -in te n s iv e  production p ro c e sse s  th a t th e se  fo r e ig n  

firm s tr a n s fe r .

On th e  oth er hand, th e  in d ir e c t  impact in  term s o f  employment on th e  

r e s t  o f  th e  dom estic economy s determ ined by th e  lo c a l  procurement 

p o l ic ie s  o f  the f-rm s in EPZs. The more a firm  bu ys-from  th e  lo c a l  economy, 

th e  moee jobs w i l l  be created  in d ir e c t ly .  C on sid ering t-he " e n c l a v i s t i c "  

nature o f  EPZs, i t  i s  u n lik e ly  th a t in d ir e c t employment gen erated  w i l l  be 

very  s ig n i f ic a n t .
- • t

l -•

The survey attem pts to  estim ate  th e  in d ir e c t  e f f e c t  by ask in g  th e  

respondents the number o f  a s s o c ia te d  employees o u ts id e  th e  e s ta te /z o n e  

fo r  each job in s id e . The respon ses are few . Most o f  them

put th e fig u r e  at one or tw o. Prom t a b le  3a, th e  d re c t employment o f  

EPZs ‘ around 6C0 thousand m  1 97 8 . U sing th e  above in form ation  from th e  

su rvey, the t o t a l  employment e f fe c t  would be .n  th e  range o f  1 . 2  to  1 .8  

m ill io n . Of cou rse , i t  i s  important to  note th at th ese  f ig u r e s  a .e  o n ly  f

orders o f  m agntude and do not rep resen t accu rate  e s tim a te s .

Total Employment Effect

f



Linkage effect

No d isc u ss io n  o f  th e  b e n e f i t s  and c o s ts  o f  EPZs can be regarded as  

com plete w ithout ta k in g  in to  account th e  lin k a g e s  to  th e  lo c a l  economy.
The dynamic e f f e c t s  gen erated  •; - through lo c a l

purchase are  thought to  be e s s e n t ia l  to  th e  e f f o r t  o f  i n d u s t r ia l i z a t io n .

In  th e  fo llo w in g  paragraphs, th e  d eterm in an ts o f  loca^procurem ent by 

firm s  in  EPZs w i l l  be e x p lo re d . Then we s h a l l  lo o k  at th e  e m p iric a l  

e v id e n ce . The d is c u s s io n  w i l l  cen tre  around backward lin k a g e s , s in c e  in  

most c a s e s , a l l  output i s  e xp o rted .

A number o f  fa c to r s  may a f f e c t  th e  le v e l  o f  lo c a l  procurement by  

a firm  in  th e  EPZ a t a c e r ta in  moment in  tim e :

1) Cost and r e l i a b i l i t y  o f  lo c a l  in p u ts  in  term s o f  q u a li t y  and d e l iv e r y .

EPZ firm s  may demand in p u ts  which are  much more s o p h is t ic a te d  than what 

th e  lo c a l  firm s can su p p ly , e .g .  c e r ta in  e le c tr o n ic  components(Lim and 

Pang, 1 97 7)*  D e liv e r y  by lo c a l  s u p p lie r s  may be e r r a t i c .  High p rod u ction  

cost c o n s t it u te s  another b a r r ie r  when th  h ost country i s  a t th e  e a r ly  

sta g e  o f  economic development o r  pursues a tra d e  s tr a te g y  which g iv e

hea vy p r o te c tio n  to  th e  lo c a l  m arket, in  which case  lo c a l  firm s  cannot 

e x p lo it  economies o f  s c a le  nor a re  th e y  g iv en  th e  in c e n tiv e  to  supply  

p rod u cts th a t are in t e r n a t io n a lly  c o m p e tit iv e . One exan ple  from a World  

Bank rep ort i s  th e  prod uction  o f  g re y  c lo th  in  Senegal which i s  45 percen t  

'more expen sive than th e  w orld p r ic e . As a consequence, im ported g re y  c lo th  i s  

used t o  make p r in te d  and dyed c lo th  f o r  e x p o r ts . T h is im pedes firm s  from th e  

fr e e  zone at Dakar to  buy from th e  lo c a l  economy.

2 ) Trade b a r r ie r s  and p r e fe r e n c e s . The tra d e  regim e o f  a  cou n try , as  

m entioned above, may tu rn  firm s away from lo c a l  m a te r ia ls  .and com ponents.

But p o l ic ie s  from developed c o u n tr ie s  a ls o  have re p e rc u ss io n s  on th e  

d e c is io n s  to  buy lo c a l  p rod u cts . The o ffs h o r e  assem bly p r o v is io n s  o f  many 

in d u s t r ia liz e d  c o u n trie s  v i r t u a l ly  iow er th e  price' o f  in p u ts  from  

developed c o u n tr ie s  r e la t iv e  to  lo c a l  p ro d u c ts . The h ig h e r  't a r l DDs on
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v a lu e  added, th e  low er would he th e  le v e l  o f  lo c a l  procurem ent. For 

exam ple, th e  r e l a t i v e l y  low backward lin k a g e s  in  tlie  M exican M aquiladora  

(se e  t a b le  $  )co.n p rob ab ly  be a t t r ib u t e d  la r g e ly  to  t h e i r  p ro x im ity  to  

th e  U .5 .  b o rd e r . The n e g l i g ib le  tr a n sp o rt c o s t s  ren d er th e  p r ic e  

d i f f e r e d i a l s  between U .S . and Mexican in p u ts  much w id e r .

developing' c o u n t r ie s .
On th e  o th e r  hand, G5P o f fe r e d  to  _ /  . encou rages EPZ firm s  t o  use  

a  h ig h e r  le v e l  o f  l o c a l  in p u ts  in  o rd e r  to  q u a l i f y  f o r  th e  p r e fe r e n t ia l

r a t e s .  The su rvey  by  L-irn and F o n g (l9 7 7 ) h as shown t h a t ,  in  o rd e r to
. . . . »in S in gap ore-
f u l f i l l  G3P re q u irem en ts, some fo r e ig n  fir m s /e v e n  гак е  p a in s to  g iv e

te c h n ic a l  a s s is t a n c e  to  lo c a l  s u p p lie r s  so th a t  th e s e  firm s  can buy from

them p rod u cts o f  th e  re q u ire d  sta n d a rd . However, on th e  w hole, th e

r e s t r i c t i v e  n a tu re  o f  the.G SP seems to  make f t  -a le s s -p o w e r fu l  ific e n tiv e

then o ffs h o r e  assem bly  p r o v is io n s .

3 ) The m u lt in a t io n a li t y  o f  EPZ f ir m s . E f f i c i e n t  com m unications system s

and g lo b a l  c on n e ctio n s en able  m u lt in a tio n a ls  to  buy from th e  ch eap est

so u r c e s , a  c a p a b i l i t y  p rob ab ly  n ot a v a i la b le  t o  lo c a l  and sm all fo r e ig n  
d ev elo p in g  c o u n trie s

firm s  from j ' ■ ' .  M oreover, th e  hedgin g o f  r i s k s  may r e q u ir e  TMCs to  

d iv e r s i f y  t h e i r  so u rce s  o f  in p u ts  in s te a d  o f  bu yin g  from one s ip g le  

c o u n try . The o p tio n  o f  t r a n s fe r  p r ic in g  a ls o  te n d s  to  b ia s  TNCs tow ards 

in t r a -f ir m  in  l i e u  o f  arm’ s -le n g t h  t r a n s a c t io n s .

1f  See G ru n w ald(l979) fo r  a form al a n a ly s is  o f  866/GO7 .

2!  S im ila r  f in d in g s  a re  rep o rted  by 1Л т(1972) ^0Г M a la y s ia .
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Wo sy stem atic  data base i s  a v a ila b le  fo r  th e  assessm ent o f  backward

lin k a g e s  o f  EPZs. Prom what can be gath ered in t a b le  6 , one can observe t h a t ,

out o f  th e t o t a l  cost o f  m a te r ia ls , in term ed iate  inp uts and fu e l  used

in  production  in  I r i ,  85. 437= are  im ported. The fig u r e  fo r  Bayan Lepas

i s  75 .467i. Even fo r  an in d u s tr ia liz e d  country l i k e  Ir e la n d  w h .ch , one can

e xp ect, are  more capable o f  sup plying m a teria l inp uts through th e  lo c a l

economy, th e  r a t io  i s  9°• 45/^» As regards th e  change m  backward lin k a g e s

over tim e , t a b le  8 t r i e s  to  put to g e th e r  evid en ce d erived  from th e

UNIDO survey and oth er  so u rce s . Backward lin k a g e s  as measured by th e ra t o

o f  th e  v a lu e  o f  dom estic m a te ria l inp uts to  s a le s ( s a le s  f ig u r e s  have to  be

used a s  an approxim ation b e c a u s e /£ o ? a fecos? o f  m a te ria l inp uts o v er tim e are  not

a v a ila b le )  i-have been in c re a sin g  over tim e in  th e  case  o f  Kasan and th e

th re e  EPZs in  I s .  o f  Taiwan. In  th e  case  o f  th e  Mexican Border Zones, th e

r a t io  i s  extrem ely  low and s ta b le  over t im e . For th e  o th e r  two c a s e s ,

th e  r a t io  fo r  Bayan Lepas decreased from 1977 to  1980 whereas th e  r a t io  fo r
JoAf

I r i  remained c o n sta n t. However, th e tim e span fo r  th eseftw o  c a se s  i s  so 

short th a t th ere  i s  no way o f  judging th e lo n g -ru n  tren d  o f  backward lin k a g e s .

Evidence o f  backward lin k a g e s  a t th e  f ,r m - le v e l  i s  even s c a n t ie r . The 

p reviou s d isc u ss io n  on th e  determ inants o f  backward lin k a g e s  su g g e sts  th a t  

lo c a l  firm s should m aintain a h igh er le v e l  o f  lin k a g e s  than fOEeign fir m s .
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TABLE 8

BOMBSTIC MATERIAL INPUT AS A PERCENTAGE 
0F~SA№3~F>R SOME EPZS

(PERCENT)

1971 1975 1976 1977 1978 1979 1 9 3 C
i
1

BAYAN LEPAS 
(MALAYSIA) 21.76

[

1 3 . 64 ’

IRI
(REPUBLIC OF KOREA) 8.89 8 .9 6

1

MASAN
(REP.' OF KOREA) 1.75 17.34 24.16 22.44 24.59

1a
!

|
MEXICAN BORDER 
ZONES

ISLAND OF 2 /  
TAIWAN 26.91 24.67

2.24

26.43

1.12

26.02

1.11

39-83

1.08

40.56

I

1.27’
j

S o u rce s : Bayan Lepas, I r i  and Mexican Border Zones from UNIDO survey on 
EPZs; I s .  o f  Taiwan and Masan from papers p resen ted  in th e  
19SC APG Symposium on EPZs. ■_ ..

a /  The fig u r e s  on lo c a l  purchase in  th  s c a se  may in c lu d e  m achinery and 
^equipm ent,
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.(Subrahmuninn and Mohunan, 1972)
A stu dy o f  I n d ia 's  KPZ a t Sim la  C ru z /c o n c lu d cs  th a t lo c a l  firm s and firm s  
w ith a  low er decree o f  fo r e ig n  p a r t ic ip a t io n  tend to  have h ig h e r  v a lu e  
added. From our survey d a ta , i  niggled m a te r ia l in p u ts  a s  a p ercen tage  o f  
t o t a l  c a lc s  at Gumi I n d u s tr ia l  E s ta te  in /h o r c a , an e x p o r t -o r ie n te d  e s t a t e ,  
i s  o n ly  2‘]% in  1977 and 1990 as opposed to  5 8 .9 2  and 5 2 . 9/) in  I r i .  Taking  
in to  c o n s id e r a tio n  th e  fa c t  th a t 83 p ercen t o f  th e  firm s in  Gumi a re  1CG/ 
l o c a l l y  owned; a s  a g a in st 11 /  in  I r e  and th e  export o r ie n t a t io n  o f  th e se  
e s t a t e s ,  one may i n f e r  th a t lo c a l  f ir m s  te n d  to  use more d om estic  m a t e r ia ls .

The heavy involvem ent o f  EPZs in  o f fs h o r e  assem bly  a ls o  en able / us
, . , /through 806/ 8C7

.t o  g e t  a g lim p se  o f  EPZ tra d e  vAth re sp e c t to  backward l^ n k a g e s /a s  f^rm s  

from th e  zones a re  as l i k e l y  a s  not to  be h eavy u s e r s  o f  o f fs h o r e  

assem bly  p r o v is io n s . The U .S . government r e g u la r ly  p u b lis h e s  s t a t i s t i c s  on 

t a r i f f  item s 8O6/ 8O7 .  D u tia b le  v a lu e  o f  8O6/ 8O7 may se rv e  a s  a proxy fo r  

backward l in k a g e s . Ilouever, c are  must be tak en  on what i s  a c t u a l ly  behind  

d u tia b le  v a lu e  which i s  composed o f  p r o f i t s ,  wages and m a te r ia ls  and s e r v ic e s  

n ot o r ig in a te d  in  th e  U .S . T h is  m easure i s  th e r e fo r e  o n ly  an upper bound 

t o  backward lin k a g e s  a s  a l l  p r o f i t s  o f  fo r e ig n  firm s w i l l  p rob ab ly  be  

r e p a t r ia t e d . We s h a l l  c o n ce n tra te  on 8O7 .OO which makes up a  la r g e  share  

o f  th e  tr a d e  f lo w . Those c o u n tr ie s  w ith  EPZs a re  p ick e d  out for  a n a ly s i s .

in t e r e s t ^ n g iy , one can ob serve  d i s t i n c t  p a tte r , s o f  backward lin k a g e s  

(d e fin e d  a s  d u tia b le  v a lu e  o v e r  t o t a l  v a lu e , se e  diagram s 2 . +  3  ) betv/een  

some A sia n  e x p o rte rs  and th o se  in  C en tra l Am erica and th e  C a rrib ea n . A 

c a r e fu l  rea d in g  o f  more d isa g g re g a te d  data  seems to  r e v e a l th a t th e  

-p a tte rn s  can be a s c r ib e d  to  th e  d i f f e r e n t  com p o sition  o f  in d u s t r ie s  and th e  

change in  th e  e le c t r o n ic s  in d u str y  o v er  t h i s  p e r io d  o f  t i m e ( l 972- 20 ) .

The n o n -A sia n  u se r s  o f  8O7 .CO c o n ce n tra te  la r g e ly  on t e x t i l e s  and garm ents 

and th e r e fo r e  a re  l e s s  a f fe c t e d  by  th e  in t e r n a l  dynamics o f  th e  E le c tr o n ic s  

in d u s t r y . For th e s e  n o n -A sia  c o u n tr ie s , th e  r a t ao ran ges from a low  o f  

about 20% to  about 50/ ( i t  has to  be remembers th a t  th e s e  f ig u r e s  a re  upper 

l i m i t s ) .  S in ce  EPZs a re  im portant in  th e s e  c o u n tr ie s  e .g .  M exico, Barbados  

and Dominican R ep u b lic , th e  tren d  o f  8O7 .CO may a s  w e ll  b e  taken  a s  th a t  

o f  EPZs. Over tim e , th e  tren d  seems ;to  be co n sta n t o r  m ild ly  in c r e a s in g .
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The same index fo r  "the A sian  c o u n tr ie s , however, f lu c t u a t e s  wxl d l y .  

D u tia b le  v a lu e  a s  a share o f  t o t a l  v a lu e  ro se  sh a rp ly  b e fo r e  1 97 4 , 

reach in g  a  peak in 1974 and has been d e c lin in g  s in c e  th e n . However, th e  

a b so lu te  v a lu e  keeps on in c r e a s in g . The d e c ^ ij-je ^ a s  su ggested  by  a recen t  

UN^DO stu dy on th e  sem iconductor i n d u s t r y , / i s  due to  te c h n o lo g ic a l  

changes ra th e r  than a change in  th e  procurement pol^-cy o f  th e  TlICs.

In  sum, th e  s c a tte r e d  evidence from EPZs and th e  tr e n d  o f  807.00 

seems to  suggest th a t th e  le v e l  o f  lo c a l  procurement xs low f o r  EPZs and 

^•ncreases mxld ly  or more or l e s s  con stan t over t im e .

The c o n sid e ra b le  e f fo r ts -  in je c t e d  in to  th e  d is c u s s io n  o f  backward 

lin k a g e s  seem to  be engrossed w ith  th e  le v e l  o f  lo c a l  purchase o r  v a lu e  

added, w ithout however c a r e fu l ly  s c r u t in Tzin g  th e  r a t ’ -on ale  f o r  u s xng 

th e se  c r i t e r i a  f o r  backward l in k a g e s . The l a t t e r  i s  a  p lu s  o n ly  i*f i t  

g en e ra te s  s t a t i c  as w e ll a s  dynamic b e n e f i t s .  U s u a lly , i t  i s  th e  l a t t e r  

which econom ists ten d  to  la y  more emphasis when they about l in k a g e s .

However, th e  le v e l  o f  lo c a l  purchase o r  v a lu e  added x s a  n e c e ssa ry  but 

not a s u f f i c i e n t  c o n d itio n  fo r  th e s e  g a in s  to  m a t e r ia l iz e . A sim p le  

example w i l l  i l l u s t r a t e  t h i s  p o in t . I f  th e  s u p p ly /o P l^ lo c a l  xnput ia  

h o rizo n ta l-E P Z  firm s pay th e  market p r ic e  f o r  i t ,  th en  no s t a t i c  g a in  w i l l  

be in c u rre d . The purchase o n ly  r e g is t e r s  a t r a n s fe r  o f  re so u r c e s  from th e  

lo c a l  economy to  th e  EPZ f ir m s . There i s  no economic reason  th a t a purchase  

.b y  EPZ firm s and not a local firm  should c o n fe r  more b e n e f i t s  on th e  

ddmest’ -c economy. H oceover, 1 f  th e  purchase 1s an arm’ s -le n g t h  tr a n s a c t  1 on, 

th e r e  may not be any lo n g -te rm  sp1 n - o f f s  from th e  tran sa ct^ -o n . An th e  

w orst c a se , as p o r t e d  out by L a l l ( l 9S0) ,  th e  l^-nkage raay^be harm ful 1 f  

th e  fo r e ig n  f^-rm has some monopson1 c t 1c power.

What i s  th e r e fo r e  needed seems to  be some so r t o f  m icroeconom ic

in form a tio n  p e r ta in in g  to  to  th e  r e l a t 1 onsh1 ps betw een EPZ b u yers and lo c a l

bu yers and s u b c o n tra c to rs . T h is b r angs us 1n to  th e  t e r r i t o r y  o f  te ch n o lo g y  
• • * 

t r a n s fe r  *n the next s e c t io n .
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Tho a c q u is it io n  o f  tech n ology  and s k i l l s  i s  a m ajor concern o f  h ost  

governments in im plem enting t h e ir  in d u s t r ia liz a t io n  s t r a t e g i e s .  Foreign  

investment in the zones p rovid es a fu rth e r  channel through which te c h n o lo g ic a l  

s k i l l s  might a cq u ire d . However, th e  tech n ology  tr a n s fe r  i s  d i r e c t ly  lin k e d  

to  th e  ch aracter o f  th e  production p r o c e s s . A p rod u ction  s tr a te g y  which 

lo c a te s  on ly  p a rts  o f  th e t o t a l  p rod u ction  p rocess in  a  d evelop in g  country  

i s  l i k e ly  io  r e s u lt  in  a l im ite d  tr a n s fe r  o f  te ch n o lo g y  o n ly . T his  

i s  i l lu s t r a t e d  by the r e s u lt s  o f  an in v e s t ig a t io n  o f  t r a n s fe r  e f f e c t s  from 

U .S . investm ents in  S o u th -e a st A s ia (A llc n , 1 9 7 3 ) . As t h i s  in v e s t ig a t io n  

shows, th e  su b sid ia ry  o p e ra tio n s in  d e v elo p in g  c o u n tr ie s  a re  predom inantly  

assem bly a c t i v i t i e s  u sin g  gen era l m achinery which would be a v a ila b le  a ls o  

from oth er so u r c e s . Both th e  preassem bly s ta g e s  r e q u ir in g  advanced tech n ology  

and th e r e la te d  research  and development a c t i v i t i e s  remain lo c a te d  in  th e  

companies’ c e n tr e s (A lle n , 1 9 7 3 ) .

In  a d d itio n , even i f  complex, modern te ch n iq u e s a re  used in  EPZs, th e  

host country does not a u to m a tic a lly  g a in  a c c e ss  t o  them . In  th e  e le c tr o n ic s  

in d u stry , fo r  in sta n c e , th o  assem bly p roce ss  in  th e  zone i s  p h y s ic a lly  

separated from, but t o t a l l y  dependent on , th e h ig h er  te ch n o lo g y  a sp e c ts  

o f  th e production p r o c e ss ( in sem i-con du ctor m an factu rin g th e  two h igh  

technology p r o c e sse s , mask-making and w afer fa b r ic a t io n , are  undertaken in  

th e  home c o u n try ).
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Most assessm ents, c f  EPZs wxth  re sp e ct to  th e  t r a n s f e r  o f  te ch n o lo g y
• * •

u s u a lly  con cn trate  cn the tr a n s fe r  o f  soph1 c t 1cated  proprx e ta ry

te c h n o lo g ie s  and H+D among EPZ f ir m s . The narrow fo c u s  on th e se  a s p e c ts

a s  v e h ic le s  fo r  th e  tr a n s fe r  o f  te ch n o lo g y  has r e c e n t ly  been ch a llen ge d  by

econom ists s p e c ia l iz in g  in  t h is  a r e a (K a tz f 1978  r L a l l i 98C; N elson  and .

V /inter 1 9 7 4 ) .  The scope o f  tech n ology  t r a n s fe r  has c o n sid e ra b ly  been

widened to  embrace minor and con tin uous te c h n o lo g 1c a l  xmprovement

acq u ired  through le a r n in g  by doin g , tr o u b le  sh o o txng and manger1a l  and

organ1  z a t1onal know-how» As noted by K a t2 ( 1 9 7 8 ) ,  te c h n o lo g ’ -es cannot

be  tr a n s fe r r e d  in to  sm other environment w ithout some mod1 f 1 c a t io n s . The

very  p roce ss  o f  im proving and a d a p tin g  im ported te c h n o lo g ie s  to  in te r n a l and

e x te rn a l p ressu re  adds to  th e t e c h n o l o g i s t  capac1t y  o f  th e  country xn

q u e stio n . The calm ulatH *e e f f e c t s  may be tremendous over tim e(V /estph al e t . a l .  19 7 ^
c f  C c u rj-t  . '

The e r te n t o f  th e s e  e f f e c t s  in  th e  c ase  o f  EPZs^depend on th e  1nvolvem ent 

o f  lo c a l  em ployees, su b co n tra cto rs and s u p p l i r s  in  and o u ts xde th e  zo n es .

Hot much resea rch  has been done a lo n e  th o se  l i e i  d isc u sse d  above on

EPZs. The excep tion  be th e  two papers by Mark L e s te r  on EPZs xn 
. . . .  1 .

M alays1a and Ph1 l 1 pp1nes ; .  The r e s u l t s  seem, to  support th a t

tr a n s fe r  o f  s k i l l s  to  lo c a l  employees i s  s i g n i f i c a n t .  Managers and 

te c h n ic ia n s  u s u a lly  perform  a wide range o f  jo b s  and, in  th e  case  o f  

.M a la y sia ,th e  s k i l l s  lea rn e d  are not ju s t  s p e c i f i c  to  th e  sem iconductor  

in d u stry . Managers and te c h n ic ia n s  moving out o f  th e  EPZs a ls o  f in d  t h e ir  

previou s exp erien ce  u s e f u l .

Linkage c r e a tio n  w ith lo c a l  vendors a ls o  seems to  have th e  e f f e c t  o f
-to let» I f llr,--

upgrading te c h n o lo g y . However, no a c t iv e  support on th e  s id e  o f  EPZ firm s,, 

seems to  .be e v id e n t.

Is la n d  o f
In  th e  case  o f /-T a iw a n ’ s EPZs, th e r e  a re  re p o rte d  in c id e n ts  where

\J See Mark L ester, "The Transfer o f  Technolog cal and Managerial S k i l l s  
Through M ultinational C orporations: A Case Study o f  the V e r t ic a lly  
Integrated Electron', cs Industry in Export Processing Zones", , East-West 
Centre, Culture Learning In s t itu te , Honolulu 1979 and "T ransfer o f  
Technology n Export Processing Zone m  M alaysia", East-West Centre, 
Culture! Learn ..ng 1 n r t itu te , Honolulu, Hawaii, no date .
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te c h n ic a l s t a f f  a c q u ir in g  th e  te c h n o lo g y  in  m anufacturing a c e r ta in  

product l e f t  companies in  EPZs to  se t up t h e ir  own f ir m s . L ocal p roce ssin g  

o f  raw m a te r ia ls  su p p lie d  by EPZ firm s i s  a ls o  p e rm itte d . Y e t , i t  i s  not 

known how e x te n s iv e  i t  i s  and what ty p e s  o f  r e la t io n s h ip s  a re  d evelop ed . 

V e r t ic a l  lin k a g e s  a re  a ls o  d e te c te d  in  Singapore(w here th e  environment 

approxim ates th a t o f  EPZs) between TNCs and lo c a l  su p p lie rs(L im  and . . 

Pang, 1932) and i t  i s  thought to  have a c c e le r a te d  th e  pace o f  tech n ology  

d if f u s io n  made p o s s ib le  by market f o r c e s .

I t  i s  not known how r e p r e s e n ta t iv e  a re  th e  su rveys by L e s te r  and

oth er  an ecd otes m entioned above.
v

There i s  a ls o  a  la c k  o f  in fo rm a tio n  on how 

high  m o b ility  o f  EPZ employees i s  , se rv in g  a s  an instrum ent in  th e  

d if f u s io n  o f  s k i l l s  and know-how to  th e  r e s t  o f  th e  economy.

The g en e ra l in p r e ss io n  seems to  b e  th a t le a r n in g  o f  sim ple  

te c h n o lo g ie s , m anagerial and o r g a n iz a tio n a l know-how ex^-sts 1n th e  

con text o f  EPZs. Cn th e  o th e r  hand, TNCs in  EPZs do not in v e s t  h c a v id y  in  

R+D .and th e  t r a n s fe r  o f  com plete and so p h isc a te d  te c h n o lo g ie s  i s  n e g l i g ib le .  

Whether th e  EPZ approach to  launch te c h n o lo g ic a l  development w i l l  in  th e

lon g  run le a d  to  th e  g en e ra tio n  and m asterin g  o f  com plete te c h n o lo g ie s
developing countries

by th e  /V -:- th em selves i s ,  however, d e b a ta b le .A  re ce n t stu d y  o f  tech n ology  

export by  out th e  p o s s i b i l i t y  o f  slow in g  down or

"¿yen in h ib it in g  th e  lo c a l  p ro c e ss  o f  le a r n in g  i f  heavy r e lia n c e  i s  put 

on th e  t r a n s fe r  o f  tech n ology  through TNCs. In  d e a lin g  w ith th e  q u estion  

o f  tec h n o lo g y  t r a n s fe r  in  th e  con text o f  EPZs, th e  broader q u estio n  o f  

th e  d e s ir a b le  path o f  te c h n o lo g ic a l development shou ld  not be  o v erlo o k e d . 

More research  in t h i s  d ir e c t io n  i s  d e s p e r a te ly  needed.

'■> )



Export I n s t a b i l i t y  and "F o o t lo o s e n e s s "

I t  s c h a r a c t e r is t ic  o f  many d e v e lo p in g  c o u n tr ie s  th a t th e  r b y  thm

o f  economic development i s  c o n d itio n e d  by t h e ir  a b i l i t y  to  earn fo r e ig n
> and in term e d ia te

exchange fo r  th e  purchase o f  m uch-needed c a p ita l ' g o o d s . The v a r i a b i l i t y
• cJf v»f i c‘ I

o f  fo r e ig n  exchange e arn in gs th e r e fo r e  d i r e c t ly  h in d e rs  t h e ir . ' 'e f f o r t s  . 

and in c r e a s e s  th e  u n c e r t a in t iy  o f  p la n n in g . Whether e x p o rts  from EPZs 

a re  p a r t ic u la r ly  u n p r e d ic ta b le  i s  th u s a m a tter  o f  con cern .

The s t a b i l i t y  o f  fo r e ig n  exchange earn in gs from EPZs can b e  view ed

from two a n g le s : 1) th e  c y c l i c a l  f lu c t u a t io n  o f  e x p o r ts (  o r  more im p o rta n t, „

net d om estic  v a lu e  added) over tim e  and 2 ) f l i g h t  o f  fo r e ig n  c a p ita l  and th u s &/ 
in o r  t a x  n c e n t:v ’es

■''exports due to  a  change in  th e  com parative a d v a n t a g e - /o f  th e  h o st c o u n tr ie s

when firm s  move to  o th e r  lo c a t io n s .

T h e o r e t ic a l ly , i t  i s  not exp ort revenue per se but d o m estic  v a lu e  

added and i t s  swing over tim e  th a t  i s  o f  i n t e r e s t .  The e x ten t o f  

f lu c t u a t io n  in  v a lu e  added o f  EPZ firm s  may be a t t r ib u t e d  to  th e  fo ^ o w in g  

c o n s id e r a t io n s : market and product c o n c e n tr a tio n , th e  s p e c i f i c  n atu re  o f  

an in d u str y  and p o l i c ie s  o f  firm s  in  EPZs. E x p o rts  from EPZs u s u a lly  have  

t h e ir  d e s t in a t io n s  m ain ly  in  th e  U .S . and Japan. There i s  a ls o  a h igh  

c o n c e n tra tio n  o f  product l i n e s ,  nam ely e le c t r o n ic s  and garm en ts. I t  i s  

th e r e fo r e  not in c o n c e iv a b le  th a t  th e s e  c h a r a c t e r is t ic s  may in c r e a s e  th e  

y o l d t i l i t y  o f  fo r e ig n  exchange e a r n in g s . Cn th e  o th e r  hand, th e  exp ort  

o f;so m e  p rod u cts may behave c o u n t e r c y c l ic a l ly .  For in s t a n c e , , s in c e  

e le c t r o n ic s  i s  a fa s t -g r o w in g  in d u s tr y , i t  s e r v e s  a s  a b u f f e r  to  a d e c lin e  

in  output and employment in  c ase  o f  an e x te r n a l sh ock , a s  w itn e sse d  by  th e  

c o n tin u a l in c r e a se  in  e x p o rts  and v a lu e  added in  some zon es d u rin g  th e  

o i l  c r i s i s  in  1974 and 1 9 7 5 . F i n a l ly ,  th e  p o lic y  o f  TWCs t o  r a t io n a l iz e

t h e i r  g lo b a l  a l lo c a t io n  o f  r e s o u r c e s  may a l l e v i a t e  o r  a g g ra v a te  th e
. Valut

f lu c t u a t io n  o f  ex-poiMr-g-.

« »



Is la n d  o f  M a u ritiu s
Looking at .the evid en ce  from 'T aiw an , Korea and . ,  export a

from EPZs do not in d ic a te  a marked d i f f e r e n c e  from t o t a l  e x p o r ts  o f
^  m ̂

th e  r e s p e c t iv e  c o u n tr ie s  in  term s o f  cxpo'rt v a r i a b i l i t y  (s e e  diagram  5 )^.

The assessm ent o f  export i n s t a b i l i t y  may a ls o  be done in d i r e c t ly  through  

d a ta  from 8O6/ 8C7 .  D u tia b le  v a lu e  i s  used  becau se  t h i s  i s  what m a tte r s .

On th e  v/hole, th e r e  i s  no s ig n  o f  g r e a t  v a r i a b i l i t y  (s e e  diagram  0  ) .

y : :  — "  r - — -  «  ~  ; r r  T —
export 71,0 1n++ • tr e n d  o f  th e  co u n try ’ s t o t a l
e x p o r t, ih e  l a t t e r  can p a r t ly  b e 'e x r i  1 v
sugar export EP7 „ ;  . /  y  thC r e l ia n c e  onugar e x p o it . EPZ e x p o rts  th en  h a ^ t h e  e f f e c t  o f  n  - <cc t  o f  m o ll i iy in g  exp0rt in sta .
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The trends seem to  bo smooth and p re d ic ta b le . Even during the o i l  c r i s i s ,  

there docs, not seem to  be an extrem ely sharp drop in  d u tia b le  va lu e . The 

trends o f  S07.CO a lso  seem to  be more p red icta b le  when compared with t o ta l  

exports o f  the re sp e ctiv e  cou n tr ies . One explanation  i s  thaypr:mary°comrriodjt}c 

. ’ may sim ply be more v o la t i l e  than manufactured exp orts . The

g rea ter  flu c tu a tio n s  o f  exports ou ts id e  EPZs may a lso  be supply-induced 

e .g .  shortage o f  raw m ateria ls which may not a f fe c t  EPZi firm s s in ce  they can 

alw ays'buy from the world market.

\

Another fa c to r  that a f fe c t s  the s t a b i l i t y  o f  exports from EPZs in  

the lon g  run i s  the a lle g e d  fo o tlo o se n e ss  o f  in d u s tr ie s  in  the zones. I t  

has been argued that the la b o u r-in te n s iv e  nature and small ca p ita l 

expenditures committed by EPZ firm s enable them to  r e lo c a te  e a s i ly  as 

economic environment changes. They may move to  cou n tries  with lower 

wage;, ra tes  or pack up when tax  h o lid ays  are due to  end. However, so fa r , 

th is  scenario has not m a teria lized  in  a la rg e  s ca le . Experience from the I s .  o f  

Taiwan, Singapore and Hong Kong shows that rather than moving out o f  

these high-wage cou n tries  com pletely , fo re ig n  firm s would tend to  move 

upmarket. Moreover, as suggested above, tax  con cession s are not the

formost con s id era tion . ■_ ..: .

^ : r  _ 1
.»i  ' . . .

There are a ls o  d iscu ss ion s  on th e  p o s s ib i l i t y  o f  firm s r e lo ca t in g  

back to  developed cou n tries  as a re su lt  o f  te ch n o lo g ica l change in  e le c tro n ic s  

and garments in d u s tr ie s . Yet, as poin ted  out in  a paper o f  U1IID0(1981) ,  

d osp ite  the fa l l in g  ra t io  o f  va lue added(as can be observed in  diagram 3 )

to  t o ta l  output due to  te ch n o lo g ica l change, th ere  i s  a con tinual 

in crease in  the abso lu te  value o f  exports and value added. The growth 

o f  fo re ig n  d ire ct  investm ents from the U.S. was strong  f o r  the past
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o i l  shocl^. The growth ra te  f o r  the e lo c t r o n ic s  in du stry  i s  even moce 

spectacu lar . In the Asia and P a cifc  reg ion , i t  grew at a ra te  o f  26?j. 

and 17^ in  198O and198l re sp e c t iv e ly ! For DAC co u n tr ie s , the average

annual growth ra te  o f  fo re ig n  d ire ct  investm ents between 1973 and 1978 

was 19-4/5» much higher than the previous decade(CECD, 1981, t f fc le  6 ) .

There i s  thus no sign o f  a f a l l  in  fo re ig n  d ir e c t  investm ents in  XDCs and 

re lo ca t io n  back to  the North.

On the whole, export flu ctu a tio n s  o f  EPZs do#3 not seem to  be 

worse than the rest o f  the cou n tr ies . The e le c t r o n ic s  industry  even served 

as a cushion during the o i l  c r i s i s  in  come cou n tr ies  l ik e  M alaysia.

There i s  a lso  no imminent danger o f  TNCs r e lo c a t in g  back to  the North. 

However, overconcentration  in  one o r  two in d u s tr ie s  makes the zones 

very vu lnerable to  any sudden and unexpected change in  th e  in tern a tion a l 

environm ent(c.g . the a b o lit io n  o f  806/807 which are con sta n tly  under the f i r e  

O f.tra de  unions in  developed co u n tr ie s )o r  the in te rn a l dynamics o f  a few 

indu stries(w h ich  may've strong and healthy  at the moment). Even though 

the recent trend does not in d ica te  exports from EPZs as e x ce s s iv e ly  

in s ta b le , there  i s  c e r ta in ly  a case fo r  d iv e r s i fy in g  the in d u s tr ie s  in  

EPZ f o r  the rainy days ahead.

1 / U.S. Department o f  Commerce, Survey o f  Business, August, various issu es .
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S o c ia l and Regional Consequences

The s o c ia l and regiona l im p lica tion s  o f  in d u str ia l redeployment in 

general and the zones in  p a r t icu la r , may d i f f e r  accord in g  to the s o c io ­

economic con d ition s  p re v a ilin g  the host country and the lo c a t io n  o f  the 

zones. However, in  v ir t u a l ly  a l l  cou n tries  the growth in employment 

op p ortu n ities  a ssoc ia ted  with the zone —  and exp ort-o r ie n te d  in d u s tr ia liz a t io n  

g e n e ra lly  —  has been met by the la rg e  s ca le  entry o f  young women in to  the 

labour fo r c e .  Our survey does not in d ica te  any s tru ctu ra l change away ffom 

t h is  im balance(see chapter on e ). In  many cases the women enter fa c to ry  

employment d ir e c t  from th e ir  ruralecom m unities o r  even in  some cases as 

migrant workers from a d jo in in g  co u n tr ies . The women do not remain in  

employment lon g . The ra te  o f  tu rn -ov er  i s  h igh . Employment which i s  unstable 

and temporary in  nature can lead  to  su bsta n tia l s o c ia l  d isru p tion  and c o s t s .  

Moreover, the uprooting o f  the labour fo r c e  from i t s  t r a d it io n a l s e tt in g  in to  th 

modern in d u s tr ia l s e cto r  and i t s  d ism issa l a f t e r  a few years without, 

s ig n if ic a n t  upgrading o f  s k i l l  i s  l ik e ly  to  in vo lve  fu rth er  andmore 

su bsta n tia l s o c ia l  c o s t s .  While in d u s tr ia liz a t io n  always brin gs with i t  

some s o c ia l ten sion  and c o n f l i c t s ,  the concentration  o f  employment in  the 

zones on women would appear to  generate a d d itio n a l ten s io n s . F ir s t , there 

are c o n f le c ts  between tr a d it io n a l lo c a l  c?mmunities on the one hand, and 

the women workers, th e ir  employers and the host gov eminent on the oth er, 

regarding the d e s ir a b i l i t y  and n e ce s s ity  o f  fa c to ry  jo b s , e s p e c ia lly  fo r  

women. This c o m le c t  i s  exacerbated by the sexual imbalance in  the zones 

Which can lead  to  d i f f i c u l t i e s  fin d in g  su ita b le  marriage partners and a 

high proportion  o f  unwed mothers.

Second, there  are p o ten tia l and actua l c o n f l i c t s  between the sexes on 

many le v e ls .  Unemployed males may resent the employment o f  fem ales, fe e lin g  

that t h is  co n s titu te s  th e ir  own employment op p ortu n itie s  and lowers the 

general wage le v e l ;  thus, fo r  example, male-dominated unions are o fte n  h o s t i le  

to  organ izin g  female workers. Family re la t io n sh ip s  may be a f fe c te d  as women 

in cre a s in g ly  become important or  s o lo  supporters o f  the fam ily , s in ce  they 

can obta in  jobs  w ile  men —  fa th e rs , b roth ers and husbands —  remain 

unemployed.

JJ  The dimension o f  s o c ia l consequences o f  the employment o f  v/omcn in  export
•associated in d u str ie s , p a r t icu la r ly  in  the zones i s  explored further in 
UJJlDO working papers on structural' changes no. 18 ,"Women in the i.t/aup! oynon , 
o f  Manufacturing Industry to Developing Countries",  UIllDC/iCiG. 165, Woiy,



S o c ia l con d ition s, in v o lv in g  wages, s o c ia l s e cu r ity  and other s o c ia l  

ce rv ice s  aro gen era lly  found to  be rather b e tte r  than worso in  EPZs than 

in  lo c a l  firm s ou tside the zones. Cur survey a lso  shows that EPZ firm s 

pay wages higher than the le g a l minimum. The managed environment o f  many 

zones and in d u stria l esta tes  re su lts  in  a general imporvement in  fa c to ry  

b u ild in g  standards and working co n d it io n s , waste d isp osa l co n tro l and 

g rea ter  f a c i l i t i e s .  On the oth er  hand, r e la t iv e  to  the standards o f  

fa c to r ie s  in  in d u str ia lize d  cou n tr ies , con d ition s  ob v iou sly  are poor.

In  the assembly operations th ere  i s  evidence to  suggest that a more sta b le  

work fo r c e  would not maintain the pace o f  work. That i s ,  to  some degree 

the young workers are "burnt out" by the inherent monotony and adverse 

conditions(nxllDO't 1950). In  the absence o f  the very  rap id  turnover and the 

young age o f  the labour f6 r c c ,  companies would be unable to  maintain the 

very high pace."* As regards' the r ig h ts  o f  workers, the survey in d ica tes  

that very few o f  them have un ions. The emphasis o f  a d is c ip lin e d  labour 

fo r c e  in  EPZs probably has an adverse e f fe c t  on union a c t i v i t i e s .

A concern re la t in g  to  the enclave ch aracter o f  EPZs i s  the con cen tration  

o f  employment op p ortu n ities  in  the zones which induce m igration o f  workers 

from surounding regions thereby ad versely  a f fe c t in g  the fu tu re  development 

p o te n tia l o f  these reg ion s . On the oth er hand, zones and esta tes  can 

d ir e c t ly  a s s is t  regional o b je c t iv e s  by encouraging in d u s tr ia liz a t io n  

away from estab lish ed  cen tres . Thus, the Lat Krabang e s ta te  in  Thailand is  

seen as con tribu tin g  d ir e c t ly  to  reducing the con gestion 'an d  c r i t i c a l  

o v er -loa d in g  o f  u t i l i t i e s  in  the c i t y  core  o f  Bangkok. N onetheless, the lo c a t io n  

o f  zones s p e c i f i c a l ly  to meet reg ion a l o b je c t iv e s  can have adverse e f fe c t s  

on the success o f  the zone un less the p r e re q u iiite  con d ition s  fo r  in d u s t r ia l i ­

zation  a rc  met. For instance, the i n i t i a l  delay  in  the development o f  the 

Bataan zone in the P h ilipp in es is  p a rtly  a ttr ib u ta b le  to  i t s  lo c a t io n  in  an

area lack ing a rea d ily  a v a ila b le  work fo r c e  and the housing to  accomodate 
4he-nev/-v:o-rk-foroe a fte r  i t s  expansion (C arrie , 1979)»

yJ Lo-Tidningcn —  Rapport from LO's O stasicn —- d e lega tion (M an u scrip t), page 'J2.



TV, DISCUSSION OF ISSUES
* ■ ■' ■ i — V ■ ■ ■ ■ ■■

The governments o f developing countries increasingly v icv  EPZs an an e ff ic ie n t  metais for  
attracting foreign export-oriented conptuiies vhich are expected through tlicir invcstme'nls and 
operations to  provide investib lc resources, technology, employment and foreign exchange to 
the host country and thus to  contribute to  industrial and economic development. Foreign 
companies view EPZs as a preferred location  in developing countries for selected production 
lin es using low-wage labour and aimed at 'expert markets. There are now more than 55 ‘¿ones 
with more than 20 being planned.

There obviously seems to ex ist a basic convergence o f  interests'between host country 
governments in developing countries and foreign companies with respect to  the establishment 
o f  EPZs. However, from the side o f the host country, a number o f  questions can be raised:

1. Is  an EPZ an e ff ic ie n t  and viable means for  attracting those industrial a ct iv it ie s  
in Dearch for a low-wage export base?

2. Do the EPZs represent a dead-end method o f  beginning export-led industria lization?

3 . What are the socia l and economic consequences in the host country o f  production and 
a c t iv it ie s  in an EPZ?

1*, What in the ro le  o f  EPZs in the context o f  the to ta l trade and industrial p o lic ie s  
o f  the host country?

5. Are those product lines and those organizational ferns which are attracted to on EPZ 
an appropriate choice for the industrial development process o f  the host country?

. Regarding the f ir s t  question as to  the e ffic ien cy  o f  EPZs as a set o f  incentives for
-foreign  investment, i t  nay be noted that EPZs generally have succeeded in attracting foreign

industrial companies to set up production and employ lo ca l labour. Studies on redeployment
opportunities in developing countries show that some o f the most s ign ifican t obstacles faced
>y companies when considering redeployment were the lack o f  v e i l  functioning administrative
oyatem, import controls and the so c io -p o lit ica l  conditions. —̂  In the zones these obstacles

. . 2/are largely removed. As is  shown in various surveys — , companies which have located pro­
duction in the zones regard the unhureaucratic, centralized public administration o f  the zone

1J UNIDO Working Papers on Structural Changes No. 2, "Industrial Kcdeployment in Sweden: 
Prospects arid Obstacles", UNTDO/ICIS. 5'i/Fev. 1, 10 December 1979, pages 0-IO;
UNIDO Working Papers on Structural Changes No. 5, "Industrial Kcdeployment Tendencies 
and Opportunities in the Federal Republic o f Germany, UiilDO/ICIS.90, 30 May 1970, 
page 32,

2 / Sec for example, Dnestadiun, S, , op. c i t , ,  1979, pages



- !
| activien  mv 1 the physical infrastructure ar. essential advantages. Mage .level:; anil regulation .
I Of labour conditions nr.-eni to constitute cr ite r ia  o f  less aif.nificance for enterprise:; in ;
j th e ir  choice o f  locating inside or outside a zone in u particular country. Indeed, ns already 

noted, wage levcln end socia l conditions on the vholc tend to  he hotter in the largo foreign 
companion in EPZs than in smaller indigenous companies outside the zones. On the other hand, 
wage and productivity differences betvecn various L’PZs would appear to  be o f  substantial ’
importslice for companies' locationul decisions. # >

' i
The important influence that the administrative and physical infrastructure in EPZs have 

on companies location decision provides the essential Ju stifica tion  for  a developing country 
t o  develop a geographical enclosure equipped with the necessary fa c i l i t ie s  rather than waiting 
fo r  the country's entire administration and infrastructure to  be developed f ir s t  before foreign 
industries can be attracted. It fo llow s, that the EPZs vould loose their importance when 
these infrastructural developments in the country have taken place and. reached the sa tisfu cto iy  
le v e l, •

On the oth er hand, though the banner o f  EPZs may stim u late  fo re ig n

d ir e c t  investm ents, the in te n s iv e  com petition  among LDCs fo r  e x p o rt-o r ie n te d

fo re ig n  d ire ct  investm ents w i l l  reduce the ga ins they may d e r 'v e  from 1

EPZs. As e loquen tly  argued by S treeten  and L a ll( l9 7 7 )»  the d iv is io n  !

o f  quasi-rent between the host country and fo re ig n  TNCs i s  b a s ic a l ly  i
^ -this

the outcome o f  a bargain ing p rocess . The p o s s ib i l i t y  o f  ap p rop ria tin g  t-Lcsa- 

quasi-ren t by the host country would however be reduced as a re su lt  o f  

i t s  weakened bargain ing p o s it io n  r . s . a  v is  TNCs which can threaten  to  move 

from one lo ca t io n  to  another. Th is i s  probably the p r ic e  that the host 

country has to  pay fo r  t h is  kind o f  fo re ig n  d ir e c t  investm ents. j

V "  ; 1
t..; Do;the EPZs represent a dead-end method o f  beginning export-led industria lization  or are 

they a catalyst for ongoing industria lization? Moreover, under vhat conditions are they 
l ik e ly  to be a catalyst and under vhat conditions are they l ik e ly  to fa i l ?  The d if f ic u lty  
in  answering this set o f questions is  that the experience vith  EPZs has been very short and 
thuo the answers must be conditioned on the short period o f operation over which they can be 
observed. However, a detailed knowledge o f the existing EPZs is  but a precondition to 
answering these key questions, which require a careful and systematic evaluation o f  the EPZs 
in  the context o f  the trading environment and development 3tages in each country.

The question a ls o  a r is e s  to  what extent companies in  EPZs are " f o o t lo o s e " .

We have d iscussed  th is  issu e  in  the previous chapter and w i l l  not rehearse 
the fin d in gs  h ere . In b r ie f ,  the trends so fa r  do not pyint towards that

d ir e c t io n , EPZ firm s tend to  move upmarket ra th er than to  f c l o c a t c  .

3



The i:\icct;:’.r;ful opomt)oil of on ).T7. vvor Die longer term nay tlc-pcnd crucially on the extent 
to vhjeh the nkiilo ami education of the labour force arc upgraded. 'Jliurj the fact that 
conpiuuco vlueh liave cone easily to a zone may Just an easily go, in wore likely to be a 
problem in the leant developed economies vhcrc the education system in inadequate and in ¡able 
to upgrnde education levels at the rate and direction required by the industriali/.ation 
process. In thin view a significant responsibility for the longer tern success of the LI’Z 
lies in the education and man-pover policies and practice of the host country.

Tho t h ir d  q u e stio n  con cern s th e  s o c ia l  and econom ic im pact o f  th e  

EPZ on th e  h o st c o u n t r ie s . The su c c e ss  o f  th e  EPZs in  g e n e r a tin g  employment 

and investm ent i s  o b v io u s . However, th e  in d ir e c t  employment e f f e c t  o f  th e  

EPZr i s  l im it e d  by  i t s  e n c la v i s t i c  n a tu re . F u rth er m ore, th e  employment 

s tr u c tu r e  i s  h e a v i ly  geared  tow ards employment o f  lo w -s k i l le d  young fem ale  

w ork ers. .

A s re g a rd s  th e  d i f f u s io n  o f  te c h n o lo g y  and s k i l l ,  re c e n t s tu d ie s

• . 5y —. ' su g g e st th a t  le a r n in g  among t e c h n ic ia n s , managers and

w orkers docs occu r in  EPZs-.and i t  i s  not i n s i g n i f i c a n t .  S in c e  no

p rod u ctio n  p r o c e ss  can be r e p l ic a t e d  in  a n o th e r en v iro n m e n t, unchanged,

le a r n in g  w i l l  go on hand in  hand w ith e f f o r t s  t o  s o lv e  l o c a l  p rod u ction

prob lem s. T h is  con tin u ou s n o n -s p e c ta c u la r  le a r n in g  p r o c e s s  may accum u late

o v e r  tim e  and in c r e a s e  th e  problem  s o lv in g  c a p a c ity  o f  th e  c o u n try .

©n th e  o th e r  h a n d ,/l^ i i s hiund o f  le a r n in g  p r o c e ss  w i l l  e n a b le  th e  h o st
, , . / . i n ,  the lon/r rim

cou n try  to  m aster moro com plex p rod u ction  p r o c e s s e s / i s  however u n c le a r , 

'R egard in g  th e  in t e g r a t io n  o f  th e  EPZ in to  th e  su rro u n d in g  d om estic  

economy through l in k a g e s , e v id en ce  i s  s c a n ty . Recent works b y  L e s te r  

show th a t th e y  car^e  q u ite  s i g n i f i c a n t .  However, i t  i s  n o t known how f a r  

th e y  can be g e n e r a lis e d  s in c e  th e  sample i s  r e l a t i v e l y  s m a ll . The t o t a l  

fo r e ig n  exchange e f f e c t ,  p r o p e r ly  d e fin e d , seems t o  b e  p o s i t i v e  but i s  much 

l e s s  t  han th e  d i f f e r e n c e  o f  export and im p o rt. I n  th e  extrem e c a s e , th e  

n e t e arn in gs may . be  l im it e d  to  th e  wage b i l l .

1/ See Mark Lester, "The Transfer o f Technological and Managerial S k ills 
Through Multinational Corporations: A Case Study o f the V ertically 
Integrated Electronics Industry in Export Processing Zones, East-West 
Centre, Culture Learning Institute, Honolulu 1979 and "Transfer o f 
Technology ,n Export Processing Zone in Malaysia',' East-West Centre,
Cultural Learning Institute, Honolulu, Hawaii, no date.

-



IV .4.

A crucial question for the host governments therefore is  how the bsclrward linkages can
be strengthened, The acquisition o f "sp ill-ov er"  e ffe cts  from tlie international sub-contrnct-
ing a ctiv it ie s  in the zone depend on the nature o f  the operations and the policy, environment
in which it  io carried out. —̂ Sub-contracted production involving cingle processes generates,
in i t s e l f ,  very l i t t l e  backward linkages. Thus, i t  is  unlikely that subcontracted assembly
o f ,  for instance, oemi-conductors would develop any backwurd linkages to  the production o f
wafers. However, i f  a transition  to more integrated production processes -  "to ta l product
eub-eontraetiyg" -  or even component cub-contracting would take p lace, the positive  e ffe cts
on economic development could be stronger, —̂  Governments in host countries may need to
consider ways o f increasing integration o f a c t iv it ie s  in zones vith  a c t iv it ie s  in domestic
economy, 'ibis could involve ex p lic it  assistance to  lo ca l suppliers through the imposition
o f  ta r if fs  on key imports or less transparent assistance in the form o f  a minimum loca l 

3 /contract scheme, — Long-term integration o f  the zone with the domestic economy, however, 
requires serious attempts to  strengthen the a b ility  o f  lo ca l suppliers to  meet EPZ demand 
by using*institutional, educational and financia l means.

+ . * *

Regarding the fourth question as to  the ro le  o f  EPZs in the contort o f  the to ta l trade 
and industrial p o lic ies  o f  the host government, the most successful EPZs are located . 
countries vith outward-looking p o lic ie s  favouring manufactured exports across the board.
Thece p o lic ies  include low or moderate t a r i f f  protection ; a r e a lis t ic  or undervalued 
exchange rate; and, a favourable attitude to  foreign investment and participation ; access 
to  financial raid capital markets. In these countries, the structure o f  incentives encourages 
лП industries, both whether located within or outside the zones’ to  take advantage o f the 
country'1» endowment o f labour and resources. The resu lt -  as ty p ified  by the economies o f 
the Republic o f  Korea and Singapore -  has been rapid expansion o f  exports and increased
employment and earnings in tlie manufacturing sector,

* ‘ » ’•
/ v,t *.

The;,industrial development p o lic ie s  o f  many countries continue to  favour import sub­
stitution  against exporting a c t iv it ie s . Although the benefits o f  export-led  industria lization  
are attractive, they may be outweighed by real or perceived costs o f  a change in p o licy . For 
a government, part o f  these costs are the coots o f  offending established in terests. In this 
situation an EPZ appears to  o ffe r  a ready solution to  the country in the fora  o f  a p o licy  
enclave, by creating an area isolated  from the rest o f  the economy, i t  is  possible to  create

1 / .UNCTAD, op, o i t . ,  I 1. " 1}, page 8, • . ..
2 /  Sharpslonc, op, c i t . ,  1975.
2/. Po'»* example, the Mexican Government in the 3et o f  regulations for in-board industry put

into e ffect in October 1977, intends to encourage location in p r io r ity  areas, production 
Of complementary goods, and use o f  Mexican materials. Licensing seems to  be tlie major 
instrin:ant for achieving these goals. The regulations imply, among others, that pro­
duction has to  be in lin e  vith  the planned industrial structure o f  the country, i . c . ,  
dircc Led towards heavy industry and automotive products.
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a Bpccial net, o f  incentive:; that are not applicable outside the •/.one. The KIT. in e ffe c t  
loeateo part o f  the country1:-, manufacturing sector in the international market-, in competition 
vith  other countries, exploiting its  advantages o f  vngca, s k ills  unci resources-.

In tliic enclave the hoot government cfin allow production o f  goods not intended for  the 
domestic market, ruch as unacceptable from a socia l point o f  view and as distorting the con­
sumption pattern and goods that might con flic t  vith  the vested in terest o f  producers in the 
domestically oriented part o f the economy. —̂  Moreover, i t  is  possible to lim it the influence 
o f  foreign dominated en tities  on the society , •

«

However, the lim itation o f  export-led industrialization to  a p o licy  enclave may sim ilarly 
lim it the economic benefits to that enclave. That i s ,  in the absence o f  a general trading and 
economic environment conducive to manufactured exports, the desired longer term stimulation to 
industrialization (through backward linkages and integration with the domestic industries) may 
not eventuate. This view raises a dilemma for developing countries contemplating investment 
in zones: the poorer the industrial infrastructure o f  the country and the greater the incen­
tives for  import substitution , the more necessary a zone may be to  achieve any sign ificant 
growth o f  manufactured exports at a l l .  On the. other hand, the more u zone is  an enclave, 
atypical o f the infrastructure and incentives available outside, the less  successful the
zone is  lik e ly  to be in achieving vider economic benefits.

$

This view therefore denies the zones a large part o f  the ca ta ly tic  ro le  more popularly 
assigned to them: in essence the zones have been most successful vhc-rc the trading environ­
ment generally was most conducive to their success and to  the growth o f  manufactured exports 
generally. —̂  <_

- i ; •.
** -••* *

• f > • L1 .a;

1 / Full adherence to the "enclave" concept also requires protective ta r i f fs  or licensing to 
prevent later imports o f these unwanted goods.

2J To assess the role  and importance o f  TTZs in the to ta l context o f  the trade and industrial
p o lic ie s  o f  the developing countries i-cquircs detailed analysis o f  the p o lic ies  and 
experiences o f zones. The growth o f  the zone is a feature o f  the severities and perhaps 
for  this reason zones are not ¡ncntiorwcl (at a l l)  in cither the major surveys o f  the 
foreign trade reg res arid economic development covering the n ixties and seventies.
Sea L itt le , I . ,  Hcilovsky, T , , Industryand Trad- in feme Developing Countries: A
Comparative Otudy, Oxford L'nivors it y iress , .‘h.-w York, 1970.
and ltrv.eger, A.O. , Forr-ian Tr*-'V P-t  i: ws and mic Pevel ni-.r-nt: Liberalization
WA.t-' : a ' -i 1 Or ■v.c'nt'un-i , VoJsrr y, f ihitionui Is m nu o f Kconoin » e He search, U< w fork
Yo7(! , , ■ \ 1 < : ■.1:r'. t r n vd"'.-::;.



On the f i f t i i  question concerning the appropriateness o f  the product 

l in e s  and organ isa tion a l forms found in  the zones to  the needs o f  a 

develop ing country th cro  is  l i t t l e  agreement. A ty p ic a l  feature o f  the 

zones i s  the heavy involvement o f  TNCs. There i s  o f  course no a p r io r i  reason 

why fo re ig n  d ir e c t  investments in v o lv in g  TNCs are n ecessa rily .d etr im en ta l 

to  the in te r e s ts  o f  host cou n tr ies . N evertheless, the weak bargaining 

p o s it io n  o f  host cou n tries  induced by th e ir  com petition  fo r  fore ig n  

d ire c t  investm ents, th e ir  eagerness to  s o l i c i t  investm ents from giant 

TNCs to  enhance the zones ’ image and the fr e e  re in  given  to  firm s 

operating in  EPZs co n s titu te  enough grounds fo r  concern . The heavy 

presence o f  TNCs in  certa in  in d u stries  may a lso  create  strong pressure |

groups whose in te r e s ts  may not be in  l in e  with that o f  the country.

The recent in f lu x  o f  firm s from / ^ eve^^lion'Ei^sme .rg.e^ n  S r i Lanka and

China, seems to  m odify the p ic tu re  a l i t t l e  b i t .  They may brin g  with them

more appropriate te ch n o lo g ie s . These fo re ig n  firm s are gen era lly  o f  sm aller

s iz e  and may net w ield  the power eK cercised  by giant TNCs. They are weaker

in  th e ir  bargain ing p o s it io n  v is  a v is  the host country and are more w il l in g  
.Info

to  e n te r /jo in t  ventures with lo c a l  entrepreneures. S u p e r f ic ia l ly ,  fo re ig n
/developing countries

d ir e c t  investments from other J  j may be a healthy trend towards the much-

talked-about south-south co -op era tion . However, i t  must be remembered that
developing countries . .

some o f  these in v estors  from : J : e .g .  Hong Kong, Taiwan and Korea maintain

strong t i e s  with the in d u s tr ia liz e d  cou n tries  and t h e ir  operations in  the

.EPZs are on ly  another platform  to  b o ls te r  th e ir  e x p ort-d r iv e  in to  the

markets o f  the North without in creasin g  trade among LDCs. They may a lso

be subcontractors o f  la rge  buying groups and TNCs. Yihat i s  thought to  be a
/developing countries

brid ge  to  promote trade among 7 ./ may turn out to  be a r e i l  h id in g  the 

in tern a tion a l trad in g  network o f  m ultinational buying groups and corporations 

behind i t .

TJ See, fo r  example, Nugawela, P a trick , "The Case o f  S ri Lanka",
OECD Development Center’ s research p ro je c t  on " P o l ic ie s  to  a ttra ct  export 
orien ted  in d u stries : the ro le  o f  F .E .P .Z ." . See two forthcom ing 
p u b lica tio n s (1 9B3) ( i )  by B asile  and D. Germidis: "The r o le  o f  P .E .P .Z .: 
a synthesis study" CKCD Development Centre, and ( i i )  D. Cermid s and 
H. L ester: "The ro le  o f  F .E .P .Z .’ s : country case s tu d ie s " , Hawaii 
U n .versity  Press.
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Concluding remarks

D espite the growing a tten tion  towards the e f fe c t iv e n e s s  o f  the EPZ

as a ca ta ly s t  o f  in d u s tr ia liz a t io n , the evidence i s  in  many cases anecdotal
he

and there are s t i l l  many questions w aiting to^answered sy stem a tica lly .

Though there are unresolved d isp u tes over the extent o f  economic 

b e n e fits  derived  from EPZs, be th ey  the tra n s fe r  o f  teclm ology  o r  employment, 

the lim ited  evidence does seem to  poin t to  some p o s it iv e  fin a n c ia l 

'c o n t r ib u t io n  by EPZs. However, to  ensure the success o f  EPZs as a 

ca ta ly s t  and the shedding o f  th e ir  e n c la v is t ic  image, the host cou n tries  

probably w i l l  have to  pursue a cross -th e -b oa rd  export promotion stra teg y .

The question  th e re fo re  becomes one o f  choosing an exp orted -orien ted  stra tegy  

a  more inw ard-looking p o lic y . Prom th is  p ersp ective , the establishm ent o f  

EPZ i s  on ly  a second order problem. Cne cannot i s o la t e  the d iscu ss ion  o f  

the EPZ from the general p ictu re  o f  trade  p o l ic y .  For very  small cou n tries  

l ik e  Babados or M auritius, th e ir  lim ite d  resource endovnnent may fo rce  them to  

embark upon an exp ort-or ien ted  s tra teg y  using fo re ig n  d ir e c t  investm ents.

But fo r  cou n tries  l ik e  China, B ra z il or  In d ia , th ere  seems to  he much mire 

op tion s  to  t in k er  with and the ch o ice  is  not so c le a rcu t .

The re la tio n sh ip  between manufactued exports based on fo re ig n  d ire c t

investm ents and south-south co -op era tion  i s  a lso  worth look in g  in to . The 
i

EPZ serves as another conduit fo r  th e  flew  o f  north -south  trad e . Instead 

:"Of co rre c t in g  the e x is t in g  b ias  towards north-south  tra d e , the EPZ fu rth er 

cement i t .  The presence o f  some T’NCs from LDCs, as poin ted  ou t, may simply be 

another trad ing networks o f  TNCs. Moreover, the in ce n tiv e  to  undercut each 

oth er in concessions in d ir e c t ly  undermines the bargain ing strength o f  the 

develop ing cou n tr ies .

Economic con sideration s a s id e , exp ort-o r ie n te d  p o lic y  based on 

fo re ig n  d ire ct  investments seems to  s te e r  s o c ia l  p o l ic y  in  certa in  

d ir e c t io n . In order to  lure p o ten tia l EPZ in v e sto rs , .the r ig h ts  o f  labour may 

have to  be cu r ta ile d . C erta in ly , i t  may be argued that la b o u r 's  r ig h ts  in  

these cou n tries  are lim ited  anyway. However, one a ls o  has to  ask whether 

the chance o f  improving them is  reduced by the in trod u ction  o f  EPZs.
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As regards the prospect o f  EPZ3 in  the e ig h t ie s , r is in g  unemployment, 

mounting debts ond huge b a la n ce -o f  payments d e f ic it s  among n o n -o il  producing 

LDCs, as p ro je c te d  by many econom ists w i l l  c e r ta in ly  boost the image o f  

the i:PZ as a panacea f o r  unemployment and fo re ig n  exchange shortage? The 

imminence o f  these problems and the in s t in c t  f o r  p o l i t i c a l  su rv iva l w ill-  

h e lp  to  shove aside f o r  the moment the s o c ia l  and economic im p lica tion s  o f  

a broader s ca le  b e fo re  the d e c is io n  makers have the tim e to  ponder about 

them. The r is in g  t id e  o f  p rotection ism  coupled with th e  "herd  in s t in c t "  

to  set up EPZs w i l l  a ct l ik e  a p a ir  o f  p in ce rs , fu rth er  squeezing LDCs 

in to  moce combative o r  com petitive  r e la t io n s h ip  d esp ite  the r h e to r ic  o f  

a more co -o p e ra t iv e  s p i r i t ,  whi-le at the same tim e enabling the TUCs to  carve 

out a more com fortable n ich e  in  in te rn a tio n a l tra d e .

For those develop ing cou n tr ies  contem plating to  set up EPZs, a 

number o f  th ings have to  be -taken in to  cons deration  b e fo r e  turn ing on the 

green l ig h t .  The fu n ction  o f  EPZs should f i r s t  be put in to  the co rre ct  

p e rsp e c t iv e . I t  should not bo regarded as the b e -a l l  and e n d -a ll in  the 

persuance o f  e x p o r t -le d  in d u s tr ia liz a t io n . The EPZ ts  on ly  one among the 

many instruments to  ach ieve t h is  goa l and su cce ss fu l cases o f  e x p o r t -le d  

growth l ik e  the R epublic o f  Korea never r e ly  s o le ly  on EPZs. Second, 

th e  government should be weibl aware that the in i t i a l  se t-u p  c o s ts  o f  EPZs 

can be very  high and may eat up a la rg e  share o f  the government revenues. 

T h erefore , l ik e  any government p r o je c t ,  an i n i t i a l  c o s t -b e n e f it  a n a ly s is ’ 

should be undertaken to  ensure s o c ia l  p r o f i t a b - l i t y  o f  th e  EPZ. Convent onal 

fephniques o f  c o s t -b e n e f it  a n a ly s is  however tends to  overlook  many le s s  

q u a n t ifia b le  e x te r n a lit ie s  which a rc  equ a lly  important in  the assessment

1 /  See the d iscu ss ion  o f  Pom fret( 1982) on the growing im portance o f  
e x p ort-o r ien ted  TDCs in  the c lo th in g  industry  in  Malta and t h e ir  in flu e n ce  
on the government.



o f  Kl’Z:;. Every effort rhould therefore b e 'Ui.de to include them. The
aseunipl j onn used in the a n a ly s is  should r e f le c t  the r e a l i s t ,  c in tern a tion a l

environment v:hich nay p rev a il in tlic SO, s,  The sp ectacu lar success o f  some

EEZs in tlie ea rly  rj0 , 3 may not be a very u se fu l £U-.de :n th. s re sp e c t .

The prolonged recess ion  in the West and the consequent r is e  o f

protection ism  is  l ik e ly  to  put a brake on/exporVs^irom develop in g  co u n tr ies

to in d u s tr ia liz e d  co u n tr ie s . Moreover, u n lik e  the 60,rs and 70 ’ s when on ly

a few cou n tries  had EPZs, th ere  a rc  now more than 60 and many more are

en terin g  the arena. The a u th o r it ie s  concerned should th e re fo re  r e a liz e
/b e

th at a much higher p r ice  w i l l  probably have to  paid  i f  t h e ir  EPZs are to  be

su cce ss fu l and the rapid  growth o f  some EPZs/may** not rep eat ed .

In terns o f  advice to  host governments operating established zones and seeking to  obtain 
the potential long-term benefits: A prime task is  to  integrate the zone vith the remainder
o f  the economy. This, implies that the participation o f domestic companies in and around the 
zones should be encouraged. P olic ies  and regulations precluding domestic investment and par­
ticipation  vithin the zones may maximize the net short tern contribution o f  the zones to 
foreign exchange earnings but their retention minimizes their longer term secondary benefits .

Second, greater integration between the zone and the domestic economy requires that 
domestic firm3 can deliver goods and services o f  the required quality at internationally 
competitive prices. One approach to  d irectly  promoting commercial integration would be to 
eBtablich industrial estates around the periphery o f  the zone and thus gradually to reduce 
the enclave nature o f  the zone. ^  This approach could be complemented to  regular reviews 
by the host governments, domestic enterprises and the zone authorities o f  the possible addi­
tional services, materials and goods which could be commercially supplied to  companies 
operating in the zone. In addition, the zone authorities and companies should be encouraged 
to indicate where they see scope for greater domestic involvement and to  identify  the 
obstacles precluding i t .  An alternative approach would be to specify  minimum levels o f  loca l 
Content. Such on approach, however, requires special care since unrealistic stipulations 
for. increased loca l content are more lik e ly  to  impair the v ia b ility  o f the zone than to  lead 
successfully to greater integration between the zone and the domestic economy.

I f  the zones are to be a forerunner o f  general industrialization  in the host country, 
then the country a3 a whole must be equipped accordingly. That i s ,  the physical and admin­
istrative infrastructure o f  the economy as a whole must be shifted in the direction o f  those 
of the zone. The challenge facing the governments o f  developing countries is  how to  break 
the distinction  between the zones and the remainder o f  the economy.

i /  This strategy wa3 successfully used, for  instance, by the Pepublic o f  Korea.
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country/ territoky NUMBER OP 
zones/ areas

LOCATION

A frica

L ib eria 1 Monrovia

Malta 1 Various s i t e s

Maurit ius 1 , Various s i t e s

Senegal 1 Dakar

Tunisia 2 Megrine

Asia
/

Ben Arous

India 2 Kandla 
Santa Cruz

Malaysia

. .tn

10 Malacca (Batu Berendam 

( Tanjong K ling 

Johore (Senai 

Fenang (Pulan Jerejak  

(Prai
(Prai Wharves 
(Bayan Lepas

Selangor (Sungai VJay/Subang 
(Ampang/Ulu Klang 
(Telok  Panglima Ga:

P h ilipp ines 4 Baguio
Bataan
Cebu
Mactan

Republic o f  Korea. 2

1.

I r i
Masan

Export (Cumi 
In d u str ia l (Gurudong(3) 
Estât es# (Bug Yong 

(Juan(2)

Singapore 1 Various s i t e s

S ri Lanka 1 Katunayake



I
l

Banglasdash 1 Chittagong

China Shcnchen
Zhuhai
Shantou
.XiamenHainan

Indonesia 1 P.T . (P iersero)Bonded Wcrehouse

Pakistan 1 Karachi

Thailand 1 Lat Krabang

Other Asia 3 Kaohsiung
Nantze
Taichung

Carribean and Latin American

Barbados 1 Various s i t e s

B e liz e 1-' B e liz e  C ity

B ra z il 1 .1 Manaus

C hile 1 Iquique

Colombia 4 B arran qu illa
Buenaventura
Cartagena
Palmaseca

Dominican Republic 3 La Romana
San Pedre de Kacones 
Santiago de lo s  C aballeros

El Salvador 1 San B arto lo

Guatemala 1 Santo Tomas de C a s t il lo

H aiti 1 P ort-au -P rin ce

Honduras 1 " Puerto Cortes

Jamaica 1 Port o f  K ingston

Mexico 1 Various s i t e s  along the border
area

Nicaragua 1 Las Mercedes A irp ort, Managua

Puerto Rico 1 Mayagucz

Middle East

Egypt 2 ’• C airo(E l Nasr) 
A1exandria

Jordan 1 Aquaba

S yria  Arab Republic 3 Altppo
L attakia
Tartous

P a c iric  Irlancls
'..’er.iorn r;:::.aa 1 Western Samoa
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U;JÏ.’)0 SURVEY 0? Tî.'Oir.Ti'TAJ, K5’/iV: a;îd export P!;oc::::"i:n zones

PURPOSE: To obta in  in form ation  on in d u s tr ia l c .states and export
p rocess in g  zones in d evelop in g  co u n tr ie s . This inform a- 

• t io n  w il l  d i r e c t ly  aid UNIDO's programme's o f  te ch n ica l 
a ss ista n ce  and research  and a s s is t  develop in g  cou n tries  
in the form ulation  o f  t h e ir  in d u s tr ia l p o l i c i e s .

NOTES:

. /  1, One e s ta te ; one q u estion n a ir e ;

One copy o f  the qu estion n a ire  should he com pleted f o r  each 
e sta te  or  zone. However, where th is  i s  im p ra ctica l and the 
answers provided  by you r e fe r  t o  sev era l e s ta te s  o r  zones, 
p lease  in d ica te  how many and t h e ir  lo c a t io n .

\ •2v 19S0 o r  nearest a v a ila b le  d a te ;

The question n aire  seeks, in form ation  on the e s ta te s  and zones 
for the ca lendar yea r 1920. Where i t  i s  more convenient to  
provide in form ation  f o r  another d a te , p lea se  in d ica te  
a p p rop ria te ly .

■ 3» Local cu rren cy :

P lease show a l l  va lu es in  l o c a l  cu rren cy .

■ 4* R e l ia b i l i t y  o f  e s tim a tes :
. Where p o s s ib le _p lease  in d ica te  the source  o f  the s t a t i s t i c s  

( e . g . , E state  o r  Zone A u th ority , Census Bureau, p r iv a te  
estim ates) and whether th ey  are l ik e ly  t o  be under o r  over­
estim ates.

5 . Annual r e p o r ts : *. •

P lease en close  co p ie s  o f  annual rep orts  f o r  1975» 1977 s-nd 1920
tog e th er  with o th e r  m ateria l re levan t to  you r e s ta te /z o n e .

6» Forward answers to  UTIDO:
P lease return the com plete q u estion n a ire  by 30 . November 1931 
to:

J .S .  Harsden
G lobal and Conceptual S tud ies  Branch 
D iv is io n  f o r  In d u s tr ia l S tudies 
D2104, UNIDO 
P .0 .  Box 300 
Y ienna, A-1400

■AUSTRIA '



1. cshspjvl iKPO'HATm
(Plcnuo tick  where appropriate) 

1(a) Basic data

Hame o f  Estate or Zone . . . . . . . . . . .

. Location . . . . . . . . . . . .
i

Commencement date ..............................
•

3

«

C ;
Rent per square metre; Factory . .

•7
sites .........................

CD Industrial estate I~ ! I Export processing zone CD Other, please specify  

Legislative authority (give cate) ........ ......................................... .

Does th is  estate/zone have a separate legal status or is  i t  part o f  an "umbrella"
authority covering several separate physical locations?

/•v >1 • ' **•__
□  Separate entity I IPart o f an umbrella authority □  Other, please specify

Distance in kilometres from:

International Airport .......................................... .. Deep Sea Port ......................................

Rail Terminal .................... .

Resident o f majority o f workers .................................. . . . ................................................. ..

K c) Customs procedures

Do companies operating in the estate/zone have to follow  the same customs 
procedures applying generally throughout the country?

. , CD Yes Do these common customs procedures normally cause delays exceeding:
mari. CD More than 30 days ' ..

-  CD Between 8 and 30 days
CD Between 3 and 7 days 
CD Less than 3 days

CD Ho Method o f entry fo r  estate/zone is :
CD Duty free entry into bonded warehouse 
CD Duty free entry within estate/zone
f l Duty free entry, other. Please specify  ............................
CD Other. Please s p e c i fy .............. .............................................



ì

1 (d) Tho cstatc/zonc provides:

□  Centralized one atop administration 
0 3  Sciviccd land and sites
□  Const rad  ion ccj-viccn
□  Preferential corporate income tax

concessions
□  Other fisca l concessions

(please detail or attach brochure)

H I One-storey modular factojy  buildings on Multi-Gtorcy factory buildings on Central warehouse fa c i l it ie s
I-----1 Workers' canteenson Pccrcation centres 
□  International subscriber d ialing 
C D  Telexon Export marketing assistance

1 (c )  Types o f investors;

100ÇÎ loca lly  owned...................%
100JÎ foreign owned ^
Joint venture .............................%

What proportion o f  foreign investors 
are large transnational corporation?

................. Jf

1( f )  Industrial investment promotion ^
What methods of industrial investment promotion do you find to be successful fo r  
your estatc/zone? ............ ........................................................................................................... .

How are these linked with industrial investment promotion fo r  the country as a 
w hole?........ ............ .......... ............................. ...............................................................

What is  the closure rate o f companies in the estatc/zone?

■1(g) Future developments

..What are the main problems faced by the estate/zone?

How many new estates and new zones w ill become operational in your country in the 
•period 19C2 to 1986?

. . ..............  zones

.................. estates

» .
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2. ‘ EMPLOYi'aNT AT.’D KACES PATES AH AT FIÎD 0? 1980

Question 2(a) socks information on average earnings, legal minimum wage rateo 
and supplementary labour costs (such as payroll taxc3 and employer’ s contribution 
to  uickncsc benefits and socia l security).

Question 2(b) requests the numbers o f males and females employed in fa ctor ies , ' 
service operations (such as estate administration, e le ctr ic ity , f ire  and health, 
customs and transport) and construction activ ities  as at the end o f 1980.

Questions 2(c) and (d) concern associated employment outside the estate or zone 
and the extent to which labour is unionized.

2(a) Kaye rates and eamin.qs per hour as at 3̂  .12,80.
Supervisors Operatives

Average hourly earnings in:
-  clothing . ................  .................
-  electronics •*••....• ..............

Legal minimum hourly wage in:
-  clothing » . ............. .................
-  electronics . . . . . . . . .  .......... ..

Supplementary labour costs (such as payroll tax 
and employers' contributions fo r  sickness and social 
security benefits) as per cent of;

-  legal minimum wage ............... *  ............... t
-  average earnings . . . . . . . . /C . . . . . . . . ^

2 (b )  Employment in industrial est-nte/zone at
* . Manufacturing Services Construction TOTAL

r. -! Management and technical: . . . . . . . . .  . . . . . . . .  . . . . . . . . .  *•••
- ¡ S k i l l e d :  ................... ................. ............... ••••

U n s k ille d  ................... ............ .. ......................................

TOTAL: __________  _________  . - • ____

M ale s: ...................  ................  . . . . . . . .  . . . »

Fem ale s: , . . . . . . . . .  . . . . . . . .  . . . . . . . .  . . . .

2(c) Associated employment outside the estate/cone.
A ctivities undertaken inside the estate/zonc generate employment outside through 
the need for  sub-deliveries, transport outside the zone, food, recreation, and 
community services.
Please provide a quantitative estimate of the number o f associated employees 
outside the cstate/zone for each job inside:

' please tick  one. cm1 person C3 2 to 3 persons I 14 or more persons

2(d) What is the position on unionized labou r?................*......... ......................... ........................

Percentage of labour unionized
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4 -

3 . CKCCS OUTPUT, ErrOET S.M.FS A” b PROnUCTICdi CCCTS -  1 977 one! 19flO

This question cccks information on.the v:agc b i l l  and other key financial 
aggregates for  a ll  a ctiv ities  in the cctatc/zonen in 1930. For comparative 
purposes the sane information is also requested for  1977* Please chow a ll  
values in market prices, including taxes, ta r iffs  and subsidies.

1977 1280

. MGroso. output at market prices • —

Domestic sale3 _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _

Export sales at market prices _ _ _ _ _ _ _ _ _ _ _ _  _________

Wage b i l l  (domestic and expatriate) • _________

Value-added ' ' ___________

Katerialc, intermediate components and fuel

-  domestic .... _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _

-  ■ imported _______________ ___________

Services

-  domestic _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _

-  foreign ____________ __  _________

Please state and describe where taxes, ta r if fs , quantitative restriction s on 
imports and/or subsidies a ffect significantly the estimates given above. For 
example, taxes on wage payrolls, taxes or ta r iffs  and restr ic tiv e  quotas on 
imported matczialo and components.



Kane o f Industrial L'atatc or Zone

4. мпрАста:т:;г; асттутттлГ.» т:т estate А.™:?: ту rigo

•This question cocks information on the ranee o f manufacturing a ctiv ities  undertaken 
in the cstate/zonc during 1930. This information is  sought in terms o f four 
characteristics:

-  number o f factories .
-  factory employment 
~ value o f output
-  export sales

Please distinguish between small factories ($0 employees or less) and large 
factories (more than 50 employees).

—T"
ISIC*

31

32 1321 
323

¡323

; З24

33

34 ;

35 ’351 
’ 352
i 353
: 354

355
356

36

I
37 ;
38 381

Activity

Pood, beverages and 
tobacco
Textiles
Clothing, garments 
and apparel
Leather and products 
o f leather, leather 
substitutes and fur, 
except footwear and 
apparel.
Footwear, except vul­
canized or moulded 
rubber or p lastic foot­
wear
Wood and wood products, 
printing and publishing.
Paper and paper products 
printing and publishing.

Chemicals

Petroleum products

Rubber products
Plastic products
iron-metallic mineral 
products except products 
of petrol cura and coal, 
pottery and glass.
Basic metals
Metal products, except 
machinery and equipment.

No. of
Factories

Factojy
Employment

Value of 
Outnut

Export
nales

small large

continued on next page
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4 . continued

ISIC* A c t iv it y
lio. of

F a cto rie s
Factory

Employment
Value of 

Output
E x p o r t

S a l e s

38

39

382

383 i 

383; 

3835

384

385

¡'achin eiy  except 
e le c t r ic .i l

E le c t r ic a l  in d u s t r ia l  
j machinery

Radio, t e le v is io n  and 
e le ctro n ics

Domestic e le c t r ic a l  
appliances

Transport equipment

S c ie n t if ic ,  photo-- 
graphic ar.d o p tic a l  
goods

Other manufacturing  
in d u strie s

1
sm all large

•

• -

TOTAL
-

! -«Sm all:’ 50 or le s s  employees
1
I >

i J Large: 50 or norc employees * . • *
 ̂ * * • « f * • i

.  !: 1 . 1.1 *• , f * «

• *
.ti ■.,

; ! - t * «j 1 * f
f  | 1 • >• . Si . • l t
; t , *

•• • 
9 » :

.r : • « i . .  •
{

! *.
. . i {• 1 : • _

•
,  • I* : •• t- ■ ,“ ' i * • i

. ¡ .1  • .  *
; * i

•
*

' ■ * ’  I i
* t

# j

1 * 1 ; • • .  i :• ♦ ,' * . * I: I

i
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