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SUMMARY

Existine Situati
Tooga has already in place all the necessary elements of an EPZ package. An
investor can under present regulations and procedures (i) establish a factory on an industrial
estate in Nuku’alofa or anywhere else in the Kingdom; (ii) import materials and equipment
free of duties and taxes (and without any major delays) process the materials and export the

finished produect; and (iii) avail of a 10-15 vear tax holiday.

Very few existing manufacturers can take advantage of the EPZ type facilities on offer
because most of the 158 units classified as manufacturing are very smail (employing less than
10 people), producing a range of “noa-exportabie” products - bakeries, concrete products,
other building products, furniture etc. Only 27 firms have export-oriented status. These
companies are concentrated in the clothing, leather and jewellery sectors. Most of them are
smal! scale (20-30 employees). With few exceptions they find it difficult to mount a
sustained export drive in overseas markets. An amalysis of manufactured exports over the
period 1984-92 shows total manufactured exports Zrowing from 0.886 M T $ in 1984 to
2.173M T $ in 1988 and fluctuating between 2 and 2.5 M in recent years. Machinery and
transport (mainly excavators and boats) was important in the mid 1980’s but subsequently
declined. Exports of leather products expanded significantly in more recent years (1988-91)
but declined somewhat in 1992. Knitwear exports achieved a sustained growth in the period
1984-90 due to the efforts of one company but declined in the last few years. Exports of
shirts were important in 1992.

Within the manufacturing sector there has been no sustained long term growth in any
product line. An explanation with which many have agreed is that existing companies (with
few exceptions) are too small and lack the overseas connections, especially in relation to
marketing and design, to maintzin a sustained export drive over a number of years.
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If Tonga is to achieve a sustained growth of manufactured exports, it will be
pecessary 0 attract a steady flow of medium sized overseas mvestors with strong marketing
connections in export markets and the ability and resources to manage a subsidiary operation
in Tonga. In general, this would mean companies with a few bundred employees and a
turnover in excess of 5 M $ motivated (by profits) and locating in Tonga to increase profits.

To date this type of company has not invested in Tonga on a significant scale. Most
invested for a number of non-economic reasons, ¢.g. a liking for the Tongan people or
lifestyle, or a desire to do something for the country.

Investment Promotion
Tonga to date has invested very little in trying to attract investors to the country. The
budget for mvestment promotion fast year was reported to be under 10008.

There are no major obstacles to investment in Tonga, except perhaps its remoteness
and small size. As a result, international transport and domestic support services (e.g. repair
and maintenance) are limited. However, the telecommumications service is good. The
workforce is well educated and industrial relations are good. People with industrial skills are
in short sopply. Labour costs could be classed as average for the region and low in
comparison with New Zealand and Australia. Industrial estate facilities are avaiiable - which
might be improved to respond quickly to investor requirements.

The industrial estate at Nuku’alofa is 20 acres in size or 80,000 sq. m. The area of
plots is 52,478 sq. m. or 66% of total. This is the normal ratio of plot size to total area.
The ratio of built over area to plot size is very low. Buildings occupy on average 22% of the
plot area. The normal ratio is above 50%. The estate is making a loss at present whea
depreciation expenses are included. The Ministry is short of funds to develop the rest of the
estate. There is bowever, an application for funds with the Asian Development Bank. There
is a need 10 review the operation of the estate 80 (i) achieve a higher ratio of built over area

@




within plots and (ii) a better balance betwe :n revenue anc expenditure i.e. commercialize the
estate or operate it on commercial principles as a separate profit centre, possibly within the
responsibility of the proposed Developmert Corporation. (There is a proposal to establish a
Development Corporation in Tonga and it is understood that a consultant will review the
proposal later in the year).

Australia and New Zealand are the best sources of mvestment in the short/medium
term because of the traditional trade, transport and politicai links and geographic proximity.
In addition, there are established promotion offices in both countries - the South Pacific
Trade Commission (SPTC) in Sydney, and the South Pacific Trade Office (SPTO) in
Auckiand, and Tongan tourism representatives which can be used to promote investment.
The East Asia and the West Coast of the United States cnald be targeted for promotion in the
medium term.

The general reaction of the SPTC in Australia and the SPTO in New Zealand, as well
as tourism representatives in both countries and diplomatic representatives, is that with a
sustained and highly focused promotion effort it should be possible to attiact 2 number of
medium sized investors to Tonga. At present very little is known about Tenga m Australia or
New Zealand.

A figure of 3-4 investors per annum employing 50-100 people eack was coasidered
“achievable”. The promotion effort would require 150-200,000 T § annually. The Tongan
government would have to finance a percentage of the total - about 20%. Indications are that
Australia, New Zealand or the EC would fund the balance. The EC is currently financing
part of the operation of the Fiji Trade and Investment Board (FTIB).

©)




Organizational Structures

In order to attract investment, strengthening of investment promotion unit as described
below will be important. In addition, an EPZ law should be drafted which would szt out
conditions for investors. (Sec Annex I). d

The mvestment promotion unit should be separate from the Ministry of Labour,
Commerce and Industry (MLCI) with its own budget and Board of Directors. A stody on the
establishment of a Development Corporation is due to commence later in the year. There is a
good argument for including the investment promotion unit within the Development
Corporation as well as the trade promotion efforts of the MLCI and the management of the
industrial estate. The organization would be modest in scale and could be modelled on
MEDIA - the Mauritius Export Development and Investment Authority - which has
responsibility for trade and investment promotion and industrial estate development.

Responsibility for project evaluation, approval and the licensing of EPZ or export-
oricated projects would remain with the MLCI as is the case in Mauritins. This would allow
a clear separation of the promotion/commercial aspects of EPZ development 0n one hand and
the evaluation, licensing and regulatory aspects on the other.

The Investment Promotion Unit should at all times work with and on behalf of the
investor - persuading him first of all to invest in Tonga, then progressing his application
through the Ministry, assisting and working with the investor in the es'ablishment and
operating stages - providing factory buildings and supporting him with trade promotion
activities.

In progressing the application through the Ministry, the Investment Promotion Unit
would have the responsibility of ensuring that each application is acknowledged and processed
quickly. There have been some complaints about the speed of processing investment
applications in the past and the lack of acknowledgment of applications. The Ministry of
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Labour, Commerce and Industry would have the respossibility of ensuring that potential
investors will:

@) make a positive contribution to the development of the Tongan economy (emplovment
and exports); and

(1) that suitable arrangements are in place to transfer production skills to Tongans before
licenses are issued - the evaluation process.

The Ministry should ensure that the necessary permits (building, labour, immigration)
follow automatically once the project is approved. In addition, the Ministry would be
respoasible for ensuring that the investor adheres to the conditions of the license.

BACKGROUND iNFORMATION ON EXISTING SITUATICNM

Industry policy

The Iadusirial Development Policy amnounced in 1977 aims at developing private
SECIOT DY ENCORALITE
i) tavestrent by lcai entreprencurs and
(i) forcign investments which bring continuing aod real benefits to the peopie of Tonga.
Foreign imvestments with the followsicg chamcieristics are eacouraged:

-

requiring substantial amount of risk capital;
miscessieg of iocal resources;
substantial conuitviion to focai value added;

- acress {0 managerial and inarkzting skills;

modern technology and techaical expertise;

- labour intensive, with a avedium to high labour to capital ratio;

bavipg export poicatial 10 augmest (D2 country’s foreign exchange eamings;
umport substituting resuking io conssrvation and saving of foreign exchange;
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- a reasonabie ievel of local equity participation;

- having a multiplier effect providing base for the establiskment and growth of
ancillary industries;

- likely to bning commlementary benefits to other manufactures or producers in Tonga.

The fiscal aspects of the policy were icgisiated in the Industrial Development
Incentives Act of 1978. In accordance witk the provisions of the Act, regulations were also
made for 2dmmisuation of the Act.

The fiscal incentives inclade: income tax holiday for five years, extendable by
another five years in case of exceptional circumstance by His Majesty in Council; in case of
expansion, income tax holiday for five years; tax exemption on dividends duriug the tax
carty forward of losses without tirae or monitory limit; depreciation to commence afier the
1ax bofiday period; in case tax holiday is not availed, accelerated depreciation was to be
allowed; moratorium on income tax after tax holiday, on specific requests, if it is to the long
term advantage of the Kingdom; full exemption from customs duty on import of capital
equipment and exemption of 50% Port and Services Tax for five years; facility of drawback
of Customs duty and Port and Service Tax on import of raw materials and semi-finished
products if the end products are exported; facility of repatriation of funds as per Section 15
of the IDI Act.

The non-fiscal incentives include repatriation of funds generated on foreign
investments; lease of serviced industrial plots and built up factory buildings on long lease,
caotreprenevr visas, and provision of business advisory and promotion services.

The following amendmeats to the . DI Act were made after 1978:

- export-oricntad industries were exempted to pay customs duty and port and services
tax on immort of raw material/semi-finished product at the time of import. Earlier the
duty was paid and reimbursement allowed after actual imports.
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- for the trial run (for maximum six months), exemption on payment of customs duty
and port and services tax was allowed at the time of first imports. Earlier only
reimbursement was allowed.

- tax holiday was allowed from the date of production instead of date of issue of
Development License.

-  exemption of withholding tax was aliso allowed for non-residents entrepreneurs;

-  provision was made to procure duty free equipment from government stores;

- building materials for construction of factory buildings were inchuded under the capital
equipment for exemption of customs duty and partial exemption of port and service
tax;

-  import of duty free vehicle as part of capital equipment was allowed with specific
approval of the Minister;

-  the scope of the IDI Act was enlarged with the introduction of an enabling clause to
declare any industry under the IDI Act;

- service-oriented industries such as automobile repair enterprises were included under
the purview of the IDI Act in 1983 (most of these enterprises are owned by Tongans);

-  tax holiday was increased up to 15 years. The duration for tax holiday which could
be considered is as follows:

* Traditional industries in Tongatapu (service industries like
automobile repair shops, fur-:ture and joinery, smali tourist

facilities, etc.) 5 years
* Industries in outer islands 7 years
* Export-oriented industries 10 years
* Processing of agricultural and marine products 10 years
* Import substitute industries with capital investment of

over two million pa’anga 10 years
* Industries and tourism prime facilities with a capital

investment of over five million pa’anga 15 years

(No Development License has been issued with 15 year tax holiday)
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construction of factory buildings for renting to approved industries is included under
the purview of the IDI Act for grant of incentives;

also commercial farming for export and commercial fishing for exports are included
under the purview of the IDI Act.

Specific amendments relating to export-oriented industries: the definition of export-
oriented manufacturing industry is specified as one which exports 90% of its annual sales.
Export proceeds are required to be brought back to Tonga within 12 months of exports. Full
exemption on payment of port and services tax on capital equipment (including motor
vehicle) is allowed within two years of the issue of Development License. Farlier only 50%
was allowed.

Other developments relating to export enterprises: the Tongan currency pa’anga,
which was at par with Australian dollar until February 1991, is now pegged to the basket of
currencies. Export Finance Liquidity Scheme was introduced by the National Reserve Bank
of Tonga (NRBT) in 1990 to overcome liguidity problems of the iwo banks in Tonga. The
Scheme which originally covered merchandising exports bas now been extended to tourism.
There is possibility of the same being extended to the export manufacturers. Under the
Scheme, the promissory notes originally discounted by the two financial institutions are
rediscounted by the NRBT.

The following incentives were withdrawn in the end of 1992: facility of depreciation
to commence after the tax holiday period; tax holiday for expansion programmes; carry
forward of losses, irrespective of monitory or time limit; moratorium on payment of income
tax.
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S f industries i .

Over onc-hundred-eighty industries were in operation in 1991, 26 were operating as
“export-oriented industiies®. The products exported by these industries include woollen
knitwear, shirts, patchwork items, spectacle accessorics, leather garments, ladies handbags,
processed root crops, coconut oil and processed vanilla beass. The output of all the
industries in operation in 1991 was estimated at T$ 25 million witk an employment of 2,500
workers.

The industrial sector, though small in terms of its contribution to the GDP, is growing
steadily. The Asian Development Bank in its repost "Asian Development Outlook 19917 has
estimated contribution of manufacturing sector at 10% during 1990 with 30% exports. The
manufactured exports are increasing and are substituting coconut-related export trade.
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- Food Processing/Bakery/Beverages 46 24 70
- Clothing/Apparel 23 13 36
- Jewellery 4 i 5
- Leathe. Products 8 5 13
- Fumiture and Wood Products 31 15 46
- Building Material 10 4 14
- Printing (publishing) 5 3 8
- Non-metallic Products 2 4
- Chemical Products 6 2 8
- Fabricated Metal Products 8 2 10
- Other Transport Products 2 7 9
- General Engineering 4 13 17
- Spectacles and Accessories 2 1
- Photo Processing 1 3
- Building Material 10 14
- Miscellaneous 4 8
- Auto Repair 39 15 54
- Electrical/Electronic Repair 18 23
- Dry Cleaning 3 5
TOTAL: 216 121 337

Note: Figures do not include 58 service-oriented industries, workshops such as automobile
repair, electrical repair enterprises.
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lnstitutiopal

Under the IDI Act, for any industry to be set up in Tonga a Development License is
necessary.  The authority to approve the Development License vests with the Minister of
Labour, Commerce and Industries, who is advised by a Standing Advisory Commiittee (SAC)
on Industrial Licensing.

The application for issuance of a Development License is submitted to the Secretary of
the Ministry of Labour, Commerce and Industries (MLCI). The same is appraised by the
Industrial Promotion Unit of the Ministry, and then submitted to the SAC constituted under
the IDI regulations. The SAC is chaired by the Minister. Other members are the Secretary
of the MLCI, who is also the Secretary of the Committee, the Secretary of Ministry of
Finance, the Managing Director of Tonga Devzlopment Bank, the Chief General Manager of
Bank of Tonga, the Director of the Ministry of Agriculture and Forestry, and tte Director of
Central Planning Department. All applications are vequired to be submitted to the SAC
which makes specific recommendations to the Minister (MLCI) about the proposal and

incentives.

Following the recommendations of the SAC, the Minister approves the issuance of
license. The approval is conveyed by the Secretary of the Ministry through a Letter of
Intent. The actual license is issued when the enterprise is about to be launched, so that
maximum benefit is availed by the promoters.

The incentives granted are indicated on the body of the license. Copies of all
Development Licenses are sent to the Customs Department, Immigration, Electric Power
Board, Secretary of Fimance, etc. For facilitating exemption from custom duty and port and
service tax, the enterprises are required to submit the details to the MLCI which verifies the
same and sends it to the Customs Department. The enterprises are advised to inform the
MLCI about their six monthly requirements in advance, so that the same is verified by the
IPU and sent to the Customs Department.
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Most of the approvals for setting up indus*ries are provided/processed by the MLCI
and the investors are not required to go to different departments. These include grant of
Development License, lease of factory building/serviced industrial plots, registration of
companies, issve of trading license, assistance in undertaking market research, provision of
business advisory services, etc. As such, the MLCI has now emerged as a One-Step Shop
for local and overseas investors.

Although, under the IDI regulations, the Minister is empowered to reserve industries
for local entreprencurs, no such reservation has been made as yet.

P ial ; .

Tonga has favourable conditions for attracting foreign investment. These include
concessional eatry of Tongan products through special trade and economic agreements
(SPARTECA) to the markets of New Zealand and Australia and through GSP to the USA and
Europe; political stability; industrial harmomy; near universal literacy; easy bureaucracy (one-
stop service).

Industries which have scope in view of the existing natural resources, demand, skills
and specific entrepreneur interest, include: cassava products (chips, starch, alchohal); papain
from paw paw; fruit processing (iaango, guava); spices processing (red chili and black
pepper); vanilla extzact; pumpkin squash powder; processing of special type of mushrooms;
bio gas; coconut products (refining of existing crude oil, improvement of existing coconut
soap, coir products); marine-based products (fish frozen and processed); garment industries;
leather products; electronic sub-assemblies; artificial flowers for exports; flour mill with
imported wheat; shipway for repair of small ships.

Although Tonga has not been very active in overseas investment promotion measures,

it has been able to attract a few foreign investments. Of the manufacturing enterprises in
operation in 1991, about 20% have overseas interests, either as joint venture or wholly
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foreign owned. The maximum number of investments hzve cume from New Zealsnd,
followed by Australia and USA.

Favourable schemes like Pacific Islands Industria! Deveiopment Scheme (PHDS) and
trade agrecinests like South Pacific Trade and Feosomic Agreement (SPARTECA) bave
attracted investinents from these countries. On the other hand, Tosga has not been able to
take advaatage of the Australian Joint Venture Scheme or the Overseas Private Investment
Corporation of USA (OPIC).

Country Number of Joint Veature/
Qverseas Investments
New Zealand 15
Australia
USA
Germany
Sweden
Fiji/India
Canada
Deamark
Total: 37

- o NNN WO

Support infrastructure

The thrust of the objectives of the Industry Sector for the Sixth Development Plan are
to support the establishment of export-oriented industries. One of the prerequisites for the
same is the provision of readily available built up factory space for export production. The
objecﬁvsofmemdmrySectmasemmcimdinmeSinthvebpmmPhnincludeme

following:
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- to promote entreprencurship in viable manufacturing activities with domestic supply
linkages m order to create local value added ant employment, and generate foreign
exchange earnings;

- to encourage the development of export-oricated industries, particularly those
mvolving local resources, in order to diversify sourees of forcign exchange earnings.

There is only one industrial estate, the Small Industries Centre (SIC) on Tongatapu,
which operates under the MLCI. It has been developed in stages with loans from the Asian
Development Bank. The facility has proven to be an important industrial infrastructure in
attracting investments. Twenty-cight enterprises are located at the Centre, involving
catrepreneurs from several countries besides Tongan. This facility has beea developed in
phases over a period of ten years. A similar centre has been established at Vava’u in 1990
and two factories are in operation. The production of the industries located in these two
centres increased from T$ 6.5 million in 1991 to T$ 8.3 million in 1992. The export sales
were 30% of total sales.

The development of the industrial estate at Vava’u consisted of site preparation,
development of industrial infrastructural facilities (such as roads, water, power and
telecommunication supplies, and the construction of one factory shed of 343 m?). The outlay
for the second SIC development at Popua was estimated at T$ 937,800 (excluding
contingency) under the Fourth Muiti Project Loan. This comprised mainly provision of
infrastructure at the new site.

In view of the pressing demand for built up sheds, the ADB has approved to allocate

funds for construction of three factory buildings at the Maufanga SIC, as a substitute project
under the Fourth Multi Project Loan.
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For the purposes of grant of incentives, whole of Tonga is treated as export processing
zone. However, because of land regulations (land cannot be boughs in Toaga by foreigners,
it can only be leased), establishment of EPZ is likely to attract investments. The EPZ is also
expected to be a marketing tool for promoting Tonga for investments from overseas and is
likely to have favourable impact on the economic developmient of Tonga.

Detailed information on present physical infrastroctare (including electric power,
transport, telecommumications), labour force and support services (banking) is givea in
Annex I1.
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CHAPTER 1
REVIEW OF EXISTING GOVERNMENT POLICY
AND INSTITUTIONAL SETTING

The policy of the Tongan Government and the arrangements for promoting industrial
development have been reviewed in the first part of this report. Tables 1.1 - 1.R provide
some additional information oa the Toagan cconomy. The main points arising from these
tables are:

o the small size of Tongan industry is highlighted in Table 1.5;

o the failure rate does not vary significantly between industry sectors or between domestic
and export industry;

« as might be expected, the failure rate among older firms is higher (see Table 1.4);

o the composition of the export manufacturing sector fluctuates and changes with time (Table
1.6). Excavators according to the official statistics were exported to Scandinavia;

» food is the major export eamer (see Table 1.7). The major growth in 1991 and 1992 is
due to squash pumpkin sales to Japan - valued at zero in 1990, growing to 12.445 M TS in
1991 and 8.674 M TS in 1992. Prospects for 1993 are also good. Other major export
products are fish (1.141 M T$ in 1992 down from 2.295 M T - 1988), and vanilla
(2.083 M TS up from 1.349 M TS in 1988);

o the trade imbalance is large and growing - 67.695 M T$ in 1992 - (see Table 1.8);

o the trade imbalance is financed largely by emigrants remittances (mainly Tongans resident
in New Zealand and Australia) and official aid (mostly from Australia, New Zealand and
the EC). The balance on transfers amounted to 51.4 M TS in 1991/92.
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TABLE 1.1 = LICENSED MANUFACTURING ESTABLISHMENTS 1992

Food Clothing Jeawellery Leather Furniture Concrete
In operation 46 23 4 8 27 9
Ciosed 24 10 1 5 9 6
Total 7C 33 5 13 36 15
Source: Ministry of Labour, Commerce and Industry.

Other Total

41 158
39 94
80 252

IABLE 1.2 ~- _LICENSED EXPORT-ORIENTED MANUFACTURERS

Feod Clothing Jewellery Leather Other
Ia operation 6 190 4 5 2
Closed 3 4 - 2 8
Tetal 10 14 4 7 10

sQurce: Citto.

——

Total

27
18

45
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TABLE ).l =  LICENSED DOMESTIC MAWUFACITRERS

Foca Clothiing Jeweliery JL.eathes Furniture concrete Other Total
- I operation 40 b It - 3 27 9 39 131
Sloxed 20 6 ] . 3 3 6 31 76
Toral a0 NS 3 5] 36 15 70 207
PIRR v} Litto
TAOCE J.4_ — AUALXSIE DY AGE
—_—— Esrurt - —_———Retsatic U Y <1 7§ W o
78/35 €649 9.+ ‘folal 78/85 %620 %14 Total 78,8% £&/%0 %lv Tetal
in ceerantion 7 “ 7 27 39 28 3¢ 122 46 60" 43 158
Tlosaa 1z 5 - 18 22 2% 3 76 55 26 3 94
Tonz) 206 PR 7 45 31 77 " 207 111 ag 46 252
Scurge. Ditro
(29)
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TABLY 1.5 . MANUFACTURING SECTUR 3992

QUILUT AND DMy L0 MERT
;;;;;l - No. :: Gutput Faplcyment 'c‘;-;;;loyees
Uairs inXTS$ per Unit

Feod/Beverugc 21 7.3 349 16.6
Textiles 5 ¢.5 128 21.2
Hoaering Apparel i1 1.0 98 8.9
Leacher 6 0.9 109 8.2
Wond 2 .3 22 11.5
P inting & 1.% 17 29.3
Cheasicals 3 2.3 15 50
Non aetailier g 3.7 51 6.4
hipnexit s i1 1.2 47 4.3
Muchinery . 2 .07 13 6.5
Hoter Assembly 3 - 5 1.7
Orher trauspsost 6 0.0 33 5.6
Farniture/Other 25 1.4 138 5.5

Total 106 17.24 1125 10.4
Souzun:  Dept. of Statistics

NOTE: 5lLis tabie .5 ao* Jirectly comparsbic with tables 1-1 and 1-4.
This survev cevers ovly the izlamn! of Torgxiszw and excludes survice-
orirnicsd worshope ang industries iccated o outer iglands - Vava'u,

Ha'apai, 'Eua and Niuatoputapa, and Ninafo’os.
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Year 1984 1986 1988 1991 1992

4) Oils/fats 5013 2010 1173 4138 437
5) Chemicals - - - 129 33

Paint - - - - 26

Aloe Vera - - - - 7
6) M/fred

Articles 4 53 446 1450 1159

of which

Handbags - 5 6 401 268

Leather ) )

Jackets ) ) 571 485

Spec. Cases ) 11 ) 409 306 226

Other ) )

Leather ) ) 128 129

Other

textiles 42

Bottles/Cans 287 12 34
7) Machinery/

Transport 318 286 222 1 39

of which

Excavators 318 128 1 - -

Boats - - 89 - -

Electrical - - 31 - -
8) Misc. 564 957 1505 861 912

Shirts/Other - 37 2 - 310

Knitted 172 519 733 480 377

Footwear - 44 186 105 -

Handicrafts 16 5 54 91 20

Tapa 11 16 102 50 68

Sports 228 162 51 - -

Mats 3 7 50 65 162
Total 4 - 8 5899 3306 3346 2730 2580
Total 5 - 8 886 1296 2173 2441 2143
— ~— — _ .

Source: Dept. of Statistics.
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1986 1988 1991 1992

S =
0) Food 3941 5115 5658 17675 13895
1) Beverages - - 18 - -
2) Crude Materials 91 250 9 38 84
3) Fuels - - - - -
4) 0il/Fats 5013 2010 1173 418 437
3) Chemicals - - - 129 33
6) Mfred. Articles 38 53 705 1450 1159
7) Machinery 318 286 222 1 39
8) Misc. Mfred.

Articles 564 957 1505 861 912
9) Other 30 40 127 40 18

TOTAL. 9996 8711 9503 20611 16576

Source: Dept. of Statistiecs.
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Year 1984 1986 1988 1991 1992

0) Food 10967 13566 17741 16520 18172
1) Beverages/

Tobacco 2614 3476 3203 3123 3248
2) Crude Materials 2947 2084 2635 3618 4032
3) Fuels 6528 7340 6843 12147 10756
4) 0il/Fats 72 127 178 186 196
5) Chemicals 2794 5186 4603 6224 5204
6) Mfred. Articles 9306 13904 13453 11905 19163
7) Machinery/ '

Transport 6356 9135 15472 14641 16230
8) Miscellaneous 4813 4679 6028 8056 6951
9) Other 215 11s 520 396 319
—_——

TOTAL 46614 59616 70689 76817 84271

Trade

Balance 36618 50905 61186 56206 67695

Source: Dept. of Statistics.
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CHAPTER 11

SUPPORT INFRASTRUCTURE

The Small Industry Centre (SIC) is run by the MLCI as part of a government
department. Rental prices tor piots and buildings are not necessarily related to the cost.
The area of the estate is 20 ac. of which 12 ac. is developed. The remaining 8 ac. at the

back of the estate is being set aside for development as an EPZ.

The area of the SIC devoted to plots (52,478 sq. m. out of a total area of 80,000
sq. m. or 66%) is in line with standard ratios for industrial estate development. The
building density is, however, well below standard norms. In plots which have buildings

(38,317 sq. m. of plots) the built over area is 8,593 sq. m. or 22% of the total. In most

industrial estates the guidelines for built over area is 50% of the plot. The Ministry

The cost of some of the existing buildings seems to be high. It was not part of the

terms of reference to review building costs in detail, however, well designed low cost

buildings will belp to attract investors. It is reccommended therefore that the Ministry
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The SIC made a steadily increasing operating loss in the 5 years 1986/7 to 1990/1
when depreciation figures are included. The debtor figure has also increased steadily. As
with the design and layout of the SIC, the terms of refereace of this study did not include
detailed assessment of the commercial viability of the SIC or existing arrangements for
managing the centre. A commercially viable SIC with high standards of maintenance is
an important element in the development of a successful EPZ. A government department
in Tonga or indeed any other country is not the most suitable agency for managing a
commercial venture such as an industrial estate. There is a strong argument for allocating

ltwass;lggmedbysomeMinisuyofﬁcialsthatthedmmndforspaceattthlC
exceeds the supply and there are a number of potential tenants waiting for buildings at the
centre. Application has been made to the Asian Development Bank for additional funding
to construct buildings. In the context of EPZ development it is essential that the Tongan
Government through the appropriate agency (probably the proposed Development
Corporation) can respond immediately to EPZ investor demand for factory buildings.

Otherwise the investor may be lost to some other Pacific Island country.
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FINANCIAL DETAILS OF THE SIC IN T$

Yeaxr 1990 1989 1988 1987 1986

il /90 /89 /88 /87
Revenue 124905 92590 85518 74401 68882
Operating Expenses 9869% 80557 83126 74345 67263
Depreciation 86809 67497 5G6566 39339 37485
Ioan Interest 16934 13866 8922 - -
Operating Loss 60595 56104 49603 39478 36453
Debtors 44,806 24483 23938 23597 12774
Source: Small Industries Centre - Anmial Repert 1990/91.
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CHAPTER 111

EXPORT PROCESSING ZONE DEVELOPMENT

Introduction

The free zone or export processing zone is a promotion concept which has been
used over many centuries to promote international trade and nvestment. The character
and nature of the free zone and even the terminology has evolved and changed over the

years in line with changes in technology and } usiness or commercial relationships.

A recent publication "The Challenge of Free Zones in Central and Eastern Europe
- International Perspectives® published by the United Nations in 1991 contained a list of
23 terms used to describe free zones. Most of these terms have a slightly different
meaning from each other. The most commonly used terms include (i) free trade zone or
freeport;(ii)i;ldusuialﬁ'eczoneorexportprocmsingzone; (iii) foreign trade zone; (iv)

special economic zone and (v) free zone.

Free Trade Zone or Free Port

This is the oldest term vsed. It refers to the concept which existed in Gibraltar
from 1705 onwards or Aden, Singapore or Hong Kong. It also covers the concept
developed in Northern Europe around the end of the 19th Century in Stockholm, Malmo,
Copenhagen, Hamburg, Bremerhaven, and Bremen. In these ports areas were set aside
where goods could be stored without the payment of duty in a secure warehouse under

Customs control. The goods in question could be repacked and then exported.
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Manufacturing activity was normally prohibited. The emphasis was on trading,

Most of the zones were established in or near port areas. Zooes were also

established at other major transport intersections ¢.g. major rail terminals.

The zones were usually managed anc developed by the Port Authority or
warchousing group. The Director of Customs usually had the authority to approve the
establishment of free trade zones acd responsibility to supervise their operation. The
degree of supervision depended on the level of customs duties, the type of goods stored in
ﬂxemeandthcﬁskofﬂkgaldivasionofgoodsontomedomuﬁ.cnmket. In the case
of Hong Kong and Singapore where duties were very low or non-existent, the level of
supervision was minimal. In Europe where duty rates of 40% or morc prevailed,

supervision was much more intease.

Foreign Trade Zoges

This term applies mainly to zones established in the United States under the 1934
Forcign Trade Zones Act. The first such zone was established in Statten Island, New
York in 1937 followed by New Orleans 1946, Seattle and San Francisco in the late
1940’s. Today there are 200 such zones spread throughout the United States. Goods can
be stored in such zones without the payment of duty. Manufacturing or processing
activity is permitted. Most (75% or more) of the goods passing through U.S. zones are
destined for the United States domestic market. They are ptimarily import processing
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This term refers to an idea which began at Shannon in 1959 and spread to Taiwan
(Kaoshiung 1965), Korea (Masan 1971), Malaysia (Penang 1971), Philippines (Bataan
1971) and later to many more countries in Asia, Africa, Central and South America, the
Pacific Islands and Europe including Cyprus (1975), the United Kingdom (1984) and
France (1980).

With the development of international transport, communications and production
technology on one hand and the reduction in tariffs on the other, off-shore production
became a possibility. GATT was formed in 1947 and the average tariff level fell from

40% in 1947 to about 5% in 1990.

Compaqhsopaaﬁngincatainsectorsoﬁndusuy(garmmts, light engineering,

electronics) could shift part of the production process to low cost locations (mainly lower
labour costs). The gains from lower labour costs more than offset any additional transport
costs. Materials were shipped to the low cost locations for processing and re-export. It
was essential of course that the materials were (i) not subject to customs or other duties in
low cost locations; and (ii) were not delayed by bureaucratic procedures. Ireland,
Singaporc and Hong Kong had the necessary cost conditions (low labour costs,
infrastructure, reasonable international transport services), political stability, and an
admibistrative framework to accommodate this type of off-shore processing. Thus the
export processing zone or industrial free zone came into operation. The export processing
zone differs from the older free trade zones in a number of respects. The free trade zone

is 2 warshousing and distribution centre usually located at a port or transport intersection.
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The EPZ is first of all a manufacturing ceatre. Warchousing distribution and more
recently international service activity may be also accommodated in an EPZ. The export
processing zone is an industrial estate and ideally should be located close 20 a population
centre and industrial services (water, electricity and sewerage). R=asonable proximity to
good international transport services is also essential. The economic impact of 3 free
trade zone is limited in terms of value added and employment. The EPZ will generate
greater value added, employment and exports. The EPZ may also result in the transfer of
some technology or managerial/marketing know how from foreign investors to the host
country.

E p 0w Zone Definiti
An export processing zone as it developed in the 1960°s at Shannon, Taiwan and
Korea was a fenced in area of 20 to 100 hectares in size with a 2 to 3 meter chain link
fence surrounding the area. It was developed as an industrial estate for light industry.
Machinery and raw materials could be imported free of all duties, taxes and trade
restrictions, processed, manufactured, stored, warehoused, packed and exported.
Domestic saies were usually prohibited. There was a high degree of customs surveillance
in and around th= zone to prevent the illegal diversion of duty free goods on to the
domestic market. Investors usvally benefitted from tax holidays (5 to 10 years), high
standards of infrastructure, good international transport and telecommunications and
streamlined procedures for clearing goods through customs (ideally under 24 hours). The
burcaucracy was streamlined. Projects were approved normally in 2 to 6 weeks and
special arrangements existed for securing the necessary permits to start a business

(building permits, work permits, emigration permits, health permits etc.).
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In 1970 the Mauritia= government expanded the EPZ concept by deciding that any
land, arez, or building could be declared an export processing zone by the appropriate
authority (the Minister for Industry). In cffect the whole island became a5 export
processing zonc ia that it was possibis in Mauritius to estatflish an EPZ enterprise
anywhere ot the istand. This course of actios was possible in Mauritius because of its
small size. The risk of a kegal diversion of duty free goods on to the domestic market
was small. The Mauritians wanted (i) to spread the beasfits of EPZ deveiopment around
the island rather than concepirate activity i any one location zad (b) to maximize the use
of existing facilities (buildings and industrizl estates) by allowing EPZ enterprises to use

them, rather than confining EPZ activity to a particular industrial estate.

Today an export nrocessing zope can be defined as an area of land or building (i)
which is declared by the competent authority (usually the Minister for Indusiry) to be an
export processing zone; (ii) where approved or licensed export-oriented manufacturing,
trading, or service activity can be undertaken; and (iii) where equipment and materials can

be imported free of all taxes, duties, levies and trade restrictions, processed and exported.

Attracting export-oriented ‘uvestmens is a very competitive business worldwide.
This is particularly true of "good quality” investment. A free zore or EPZ, especially in
the early stages of development, belps to improve the ;mgc of a couniry from 2 foreign
ievestor viewpoint. It is a particularly useful instrumen? where a major bureaucracy is
coutrolling imports. The type of industry that will benefit most from a free zone sfiuation

is that wkich requires regular (weekly) supplies of matericis from overseas. Examples
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include crothing, textiles, leatber, plashc. snorts goods, consumer Aerables, light
engineering and electromics. The desigaziton of an area as 2 free zoae 07 EPZ does oo
agtomatically make an arez= attractive as ¢ locatiop $or foreign exported indu-try. The
basic conditioas for attracting foreirn investment awst cxist, otherwise the investment wiil

oe of a Jower quality than expected, or worse the mvestiment will 2ot materalize. Iz this

respect the key considerations zre:
1)  Politicai aod ecopomic stebility: for most iuvestors this is 3 very importast

considerasion.  Essentially what investors ook for is a consistent economic jolicy
favouring private eaterprise, foregn invesiment and export dev2jopment and a
politically stable ecvirnment.

i} Cood mnspod and conmunicatons faciliies: for most free zone industries e.g.
electromics, ligit ssginecring a3d clothing, goxd air connections are important.
This mns adequate air cargo capacity and services Lo ali major destinaiions. Fov
intercan . 2al service acivities goud ommnscations facilies ave very wmportant.

iy  Good ohysical ensifonment: moest iTee zon2 Ifve iOrs ars MCru2donal ComMiaLies
with a good reputatioe.  As such they will look ior a pollution fre: enviroament
and high standards of physical planning.

iv)  Reliable infrastructure: a veiishic water and clectricity smwly is important.

v) Market Acciis: preferential access 10 a major market is an advaatage e.g. South
Pacific country vis-2-vis Australia and New Zeaiand, Caribboac countrics vis-3-vis
the UniteG States and Canada and ACP countnies vis-a-vis the EC.

vi)  Support Services: basic support services such as banking and freight forwaeding

are essential in all zones. If a zone is seeking high skilled enginecting or
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electronics activitics, the eaistence of goocd guaiity casnactors and spave paris
suppliers is an advantage.
vit)  Lalous the cost and procuctivity of iabour and tie mnge rf sklls will more than

anything else determine the fypc of fdustry wirich wiii be ativactesd to the zcre.

vity  (od Orpanization: an organization which (3 can teteract with irvestors in a
businesslike marser, (b) deal efficiently and quickly with imvestors queries and

zpplicatiors; a3d {2} asdst investors once anpruved during the establiskment phace
s irvportant.  Very often tie difference between two locatioms is imsTginal and tue
location decistop will binge cn minor considerations. The overall impression mad:
by iixe organization responsibie for promoing and developing ibe zone on the

1nvestor cap ‘e such circumsizaces be Jecistve.
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CHAPITER IV

COMPETITION AND INVESTOR INTEREST

——
Competition for expori-oricnted investment i Tonga will cone primarily from

other South Pacific island nations. Tonga’s ability to compete witk cther isiands for

isvestment depends or the mclative guatity and cost of zaputs and support services required

by nvestors.

The cost of labour is an important facter for most export-oricnted invesiors in the
South Pacific. Other impurtant factors are the cost and quality of mternational transport
and commrnicaions services and the rediability and qrality of basic infrastructure (water,

clectricity, sewerage, 10a(s).

Table 4.1 below sets out the area, pooulztion and per capitz income of the nine
iargest South Pucific island nations. American Samoa, Frenci: Polynesia and New
Caledonia with their relatively nigh per capita incomes and consequently, relatively high
wage costs will be uncompetitive in atiracting labour intensive manufacturing activity.
Papua New Guinea and the Solomon Islands are large, resource rich countries with a
relatively under deveioped mfrastructure. Both also suffer from a degiee of political

instabitity.
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Size Population GNP
(area in sq. km.) in 000's per Capita
American Samoa 195 380 5,410
Fiji 18,274 n7 1,540
French Polynesia 4,000 189 71,840
New Caledonia 19,013 154 5,760
Papua New Guinea 462,840 3,561 2,240
Solomon Islands 27,556 299 430
Tongan Islands 748 95 800
Vanuatu 12,190 150 820
Western Samoa 2,831 159 580

Source: World Yearbook 1991

Fiji, Vanuatu and Western Samoa a-e the most competitive. Fiji is well
established and well known in the South Pacific region as a free zone location, partly
because of its size. Western Samoa has export processing zope legislation since 1974. It
was amended in 1989. An industrial zone corporation was established under the Free
Zone Act and a hundred acre industrial estate in Vaitela near the capital Apia has been
developed. The country has attracted a number of imvestors. The most notable is a
Japanese factory producing components for the motor industry and employing in excess of

1000 people.
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Fiji’s tax free factory programme began in 1988. Progress in the first 3 years of
operation was good, due in part to the fact that a2 pumber of Fijian business people were
waiting to apply for tax free factory (TFF) status. Since 1990 however, progress has been
slow, partly due to the world recession of recent years and the slowdown in investment.
The overseas image of Fiji as a place of civil strife was possibly a factor also in the
slowdown. There is a heavy concentration on the garment sector activity. 84 out of 119
TFF projects in 1992 (or 71%) and an even higher percentage of total employment
(11,166 out of a total of 11,877, or 85%) belong to the garment sector.

A significant number of projects are of Fijian origin. 64 out of 119 (or 54%) are
100% Fijian and a further 19 (or 16%) bave Fijian joint venture partners. As might be
expected, the Australians and New Zealanders are the most important overseas investors -

although East Asian investors have increased in importance in receat years.

The situation in Fiji is in line with that in many of the EPZ’s around the world and
Mauritius in particular. A heavy conceatration on the garment sector, a significant local
investment and the majority of overseas investors are those with whom the country has
strong trade, business and cultural links e.g. France, the U.K. and Hong Kong in the case

of Mauritius.
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New Zealand

New Zealand was the most important overseas investor in the Fijian TFF
programme up to 1990 in terms of projects, volume of investment and employment
generated, followed by Australia. In the fast 2 years (1991 and 1992), New Zealand has
been surpassed by Australia in terms of number of projects and by Singapore in terms of
the number of employees. In Tonga New Zealand tops the list of overseas investors with

15 projects, followed by Australia with 9.

In an attempt to evaluate (i) the awareness of Tonga among New Zealanders; (ii)
the level of interest in Tonga as an investment location, interviews were conducted with a
number of New Zealand personnel in Tonga and Auckland who are familiar with and

sympathetic to Tonga.

TABLE 4.1 - TAX FREE FACTORIES IN FIJI

Year 1988 1989 1990 1991 1992
Number of Factories
Garments 27 53 78 79 84
Other 16 30 36 31 35
Total 43 83 114 110 119
Employment
Garments 3,022 6,434 7.829 8,745 10,066
Other 1,185 1,501 1,674 1,461 1,811
Total 4,207 7,935 9,503 10,186 11,877
Investment in M Fijian §
Garments 5.8 23.6 37.3 36.0 44.8
Other 7.9 10.2 16.2 20.3 25.3
Total 13.7 34.3 53.5 56.3 70.1
- - - _ e e e . ————————




1990 1991 1992
Number Eaployed Number Employed Number Employed

Fiji 58 4,528 61 4,349 64 4,988
Australia 13 620 11 838 12 1,059
New Zealand 16 830 12 594 9 502
Singapore 3 693 4 1,524 4 1,950
Hong Kong - - 3 824 5 918
Other foreign 4 771 5 649 6 741
Fi ji/Australia 6 173 6 622 8 602
Fiji/New Zealand 8 1,050 6 460 6 518
Other joint
ventures 6 838 2 326 5 599
Total: 114 9,503 110 10,186 119 11,877

There was a consensus among those interviewed that Tonga as an investment
location is not widely known in New Zealand. In fact, knowledge generally about Tonga
in New Zealand is extremely limited. There is little point in trying to promote Tonga as
an export processing zone location among the wider public. It would be an expensive

exercise which would yield few results.

However, those interviewed believe that a number of medium sized manufacturers
could be persuaded to invest in Tonga. Persuading for such investors would require a
well organized promotion effort over a period of time. It was suggested that in the past
sourcing information from Tonga on investment issues has not always been easy.

Sometimes, it was suggested, application forms were not acknowledged.
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A pumber of suggestions were made for promoting New Zealand investment in

Tonga: a good information system including a detailed investors kit is important. There
should be continuous personal contact - ideally there should be somebody based in New
Zealand (preferably in Auckland where most of the New Zealand investors are located)
with responsibility for making initial and regular contact with investors. He should be
supported by a good backup organization in Tonga. A time limit on investment
applications would help to give applicants the confidence that applications would be
handled with speed and efficiency. This confidence does not always exist at present.
Whether this is due to misunderstandings or some other reason is difficult to say. The
South Pacific Trade Office should be used to assist in promoting investment. The office
in Auckland is willing to assist in the investment promotion effort. It is recognized that
investment promotion is necessary in order to promote trade. An article in the Pacific
Islands Monthly, April 1992/93 on changing a growth path - Page 9 - makes this very

point “finding overseas markets will require in many cases inviting overseas investment”.

New Zealand manufacturing output in 1991 was 36 BNZ$S or 22% of GNP.
Import duty and quotas have been abolished on about 90% of imports. Employment in
the apparel, leather and footwear sectors has fallen from about 30,000 to 24,000 in the
last 7 years. A number of manuiacturers in these sectors could possibly be persuaded to
relocate part of their production in Tonga, availing of the lower labour costs in order to

make them more competitive on the New Zealand market.
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Australia is the second most important coustry after New Zeaiand as an investor
Tonga. In Fiji, Australia has replaced New Zcalaud as the most inportant avesior, both

in terms of number of projects and the volume of mvcstment.

The reaction in Australia to investing in Tonga was similar to that in New Zealand.
Tonga is generally upknown as an investmeat location. Geaeral knowledge of Tonga in
any sense is limited. However, there was a confidence among those interviewed that
some Australian investors could be persuaded to locate in Tonga. Investors need to be
sure about the rules and regulations e.g. that immigration and work permits will be
forthcoming once projects are approved. The promotion effort to persuade investors
needs to be well organized and consistent. This means well targeted promotion
campaigns, good brochures and promotion materials, efficient response to requests for

The South Pacific Trade Commission (SPTC) in Sydney are willing to assist in the
promotior effort. The commission has receatly organized two investment promotion
seminars on Tonga - one in Sydney and one in Melbourne. The seminars took place in

August 1993,
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Other Investment Sources

Japan is one of the world’s leading centres of outward investment. Most of this
investment is concentrated in other East Asian countries and the developed countries of
Eutope and North America. Cumulative investment in Oceania up to the end of 1990 was
18b$. Most (16bS) of this investment is concentrated in Australia, followed by New
Zealzod (1b$), the Northern Marianas (0.5b$) and Papua New Guinea (0.25b$) account
for most of the remaining investment. The Japanese investment in Australia and New
Zealand is mainly in property and tourist projects. Investment in Papua New Guinea is in
natwral resources. Investment in Fiji (0.1b$) is concentrated in tourism. The investment
io Vaouatu (U.1b$) is concentrated in offshore banking activity. Promoting investment out
of Japan is 2 slow, difficult process which can be rewardm:g if successful. However, it is
pecessary to be able to sustain a promotion campaign without resuits for a number of

years.

Taiwan is the most important outward investor in Asia after Japan. Most of the
investment is concentrated in China via Hong Kong as well as in Europe and North
America. ‘Incre is a small amount of Taiwanese investment in Fiji. Korea, Hong Kong
and Singapore are also emerging as significant investors on the world scene. Singapore
aod Hong Kong rank vinird and fourth after Australia and New Zealand as foreign
investors in Fiji. Korean investment is concentrated in other North East Asian countries

and in Eurcpe and North America.
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The Malaysian governmeat is also encouraging some outward investinent. In
particular, it is offering inducements to garment manufacturers to move production

facilities overseas and release labour for electronics and other high technology industries.

United States investment in the South Pacific up to the end of 1991 was about
20b3. Almost all of this investment was concentrated in Australia (16b$) and New
Zealand (3b$). The remainder of the U.S. investment in Ocezaia is spread among a
number of tourist and offshore hanking projects in centres like Fiji and Vanuatu. There

are few examples of U.S. investment in free zone facilities in the Pacific.

Investroent Prospects
New Zealand and Australia are the best sources of investment in the short term for

a number of reasons. They are already major investors in the South Pacific Island
countries. They have the strongest trading links in the South Pacific Islands including
Tonga. The best transport connections in the South Pacific are with Auckland and

Sydney.

Singapore is an important investor in Fiji. Tonga has diplomatic relations with
Taiwan. A pew commercial bank - MBF Bank (Tonga) Ltd. - with connections in Hong
Kong, Malaysia and Singapore has recently commenced operations in Tonga. Malaysian
companics have shown a willingness to invest in distant overseas locations, e.g. Botswana.
It should be noted that Botswana succeeded in attracting a number of Malaysian
companies through persistent and well planned promotion efforts, political stability,
reliable infrastructure and attractive incentives. Tonga should be able to build on these
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connections in the medium term and target these newly developing countries as investment
scurces. Investors in all of these ccuntries make relatively quick investment decisions.
Thus a well planned promotion campaign in these countries over one or two years could

produce some worthwhile resuits. Promotion etforts, however, in Japan and to a lesser

extent in the United States should be considered as long-term propositions and postponed

for the moment.




CHAPTER V

IMPACT OF EPZ DEELOPMENT

Pozential for EPZ Development

Tenga compares well with key compeiitor locations as a hase for export-oriented
mznufacturing, trading and international service activity in the Soutk Pacific. Wage costs
may be slightly higher (20%-30%) than in competing iocations. However, hizh levels of
productivity cac counteract slightly higher wage costs. Expatiiate wvestors in Tonga have
admitted that with proper motivation and organization Tongaa workers cza achieve good
levels of productivity.

Fiji has a better range of international transpert services than other competing
locations. Nevertheless, the transport services from Tonga to Australia and New Zealand
are reasopable. ‘Tonga probabiy has a stronger image than its competitors from the point

of view of political stability - an important consideration for many investors.

Overall Tonga has sufiicient attractions to make it an acceptable export processing
zone location. It should be possible, therefore, to persuade a number of investors io
choose Tonga as a location. Those interviewed in Sydney and Auckland who have an
unuerstanding of New Zealand and Australian industry and the South Pacific generally are

convinced that a2 number of investors can be persuaded to move to Tonga.
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In the period 1988-1992 the Fijian TFF Programme resulted in 119 projects
employing nearly 12,000 people or 100 people per project.  Fiji has a population of
717,50. Tonga has 95,000 people or 13% of the Fijian total. A possible target for the
Toaga EPZ programme ir its first 5§ years of operation wodld be 1584 jobs in 16 projects
(13.2% of the Fijian tctal). This would represent a target of 3-4 projects a year
employing an average of about 100 people.

This sort of target was discussed at meetings in Auckland and Sydney. The
general consensus was this type of target is achievable if (i) there is a coordinated and
well planned promotion effort; (:i) the procedures in Tonga for respoading to queries and
accepting and processing anplications are reliable and efficient; and (iii) the infrastructure
is of a high standard.

ltwass#ggstedalsothatﬂneidwltypeofcompanytoathacttoTongawouldbea
nwdiummlargesimdAusn!iaﬁmNchahndwmpanympableoprporﬁngmi
managing a subsidiary company in Tonga employing 50 to 100 people with a2 tumover of
haif a million to one million $ and marketing the output of that company. Targei

companies in Australia and New Zealand should have a turnover of at least 5 M §.

Development Plan Targets
The Sixth Development Plan contains a number of labour force projections (Table

4.14 Page 171). The 1991-1996 projection for a growth in fabour force ranges from 757
to 1940 or 151 to 388 annually depending on assumption about emigration and activity
rates. The 1996 to 2001 projections range from 1,044 to 2,730 or 209 to 546 annually.
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The 199! 1sbour force is in the order of 26,000 people. 'The cxpectation is that 2 decline
in emigraticn aud increased femaic partezration rates will result i growth rates closer to

the higher figure.

Agriculture, which is curreatly the major source 01 emplovment, accouats for
about 36% of GNP and about one third of the totz! employment. Manufacturing accounts
for 5% of GNP and a similar percentage of enxploymem. There are some problems of
definition whea evaluating the contribution of the manufacturing sector. Somw figures
include small repair and maintenance facilities in garages. Other figutes concentrate on 2

narrovser definition of manufacturing.

In attempting to creaie employment opportunities for the increased labour force,
tourism, fishing and the development of an export manuficturing sector are considered to

be the most promising sectors.

contributi be E
An export manufacturing sector that generated 1,200 jobx over 5 years wonld
represent a sigmiicant addition to the Tongan ecopomy. As a general guideline, export
magsfacturing would generate a gross output of 10,000-12,000 T$ per person annaally
and added value in the economy of around 4,000% assuming all materials are imported.
Most of the value added would be wages paid to workers - at the rate of about 60$ per

week per worker.
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if the EPZ programme commences operatica in 1994, by 1999 a iotal of 1,200
jobs could be created with gross output/exports of 12,0008 per worker annuaily and value
added of about 4,000% per worker aanually. By 1999 therefore the coatribution of the
EPZ sector would be (i) 1,200 prople emploved; {ii) gross outpet/exports in 1999 of
14.4 M TS n 1993 money terms; and (iii} vatue 2dded of 4.32 MT$ in 1993 money
terms. The manufacturing sector coatributed 5.7 M $ ia value added in 1992-93. Thus
the EPZ s:ctin properly pianned and developed would resuit in a 50% increase in
manufactirmg output. Exports from Tonga were valued at 20.6 M $ in 1991 and 16.6 M
$ in 1992, thus the EPZ sector would lead to a very substantial increase in gross exports

within 5 years.
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CHAPIER Vi

LEGAL AND ADMINISTRATIVE ARRANGEMENTS FOR AN EPZ

Introduction

Tonga is a small country with a umited home market. It follows therefore that
there are few incentives to dispose illegally on the domestic mark-t of duty free equipment
or materials imported for processing and export. The number of nivestors likely to be
aitracted io the Kingdom, o¢ indeed the number of projects which the Kingdom can
comfortably accommodate, are limste¢. Becanse of the above considerations it is not
pecessaiy to develop elabarate nrocedures to control the circuiation of duty free equipment
and matenals e.g. 24 hour patrois of the EPZ. Such patrols wouid in relaiive ierms be

very costly and require an additional § to 10 staff t0 man the EPZ entrances/exits.

Small island countries who have implemented the EPZ concept (e.g. Fiji and
Mauritius), have opted for an island or courtrywide EPZ or more correctly an export
prozessing regime. Such a regime would aliow the esiablishment of export processing

factories anywhere within rhe kingéom.

Industmiai Estates

Such an arrangement (the declaration of the whole kiagdom as an export
processing zone) does aot preclude the development of part of tie kingdom as an export
Drocessieg zene of an export processisg industrial estate. It bas been suggested that aa 8
acre. ~ra dowards the back of an existing 20 acre small industry centre at Ma'Ufanga on
Tongziaps should be developed as an cxport processing zone o estate. The study team
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There are both promotional and economic advantag=s in declaring a particular area

{in this case 8 acres) to be an EPZ. From a promotional viewpoint investors can sce

clearly that: {i) the goverament of Tonga is serious about developing export-oriented
industry; (1i) facilities exist (s well developed industrial estate - assuming of course that
the area is propetly developed as an industrial estate with suitable buildings for reat)
where investors can establish export firms; and (iii) that the EPZ is a reality and not just
an ide2. From an eocnomic viewpoint, there are obvious economies of scale in

conceatrating development in and around one area.

In most export processing zones the deminant activity is manufactucing. This is to
be expected as most zones are esiablished to specifically promote the growth of export
manufacturing. Interpational iracing and international service activities are permitted in a
numbezr cf zones arcund the world. International trading activity contributes little (with
few exceptions) in the way of emplovment, technology treasfer or value added in the host
country. Hnwever, internstional tradieg does create adaiticnal payload for transport
companies (air/shipping) servicine the host courniay (Tonga in this casey. Increased
paylaad cat in rurn resuit in {iuproved transpert services, thereby enhancing the host

country’s atiractiveness as an industrial jocaon. International trading com; nies based in

20)




Tonga, or indeed any other location, may in time increase the value added within the zone
¢€.g. companics may establish repair/maintenance facilities within the zone and eventualiy

evolve into assembly and manufacturing activity.

The site of the old airport building would be suitable for the storage and

transhipment of airfreight products. Some people may not consider Tonga to be an ideal

The port at Nuku’alofa might also be used, if only on a small scale for the

development of transhipment activity. However, until such time as serious commercial
proposals emerge for the development of such activity, no investment in facilities should

be undertaken.

International service activity such as data entry and data processing can provide

useful employment and value added in an economy. It is often an appropriate activity for

a relatively isolated location (transportwise) with good telecommunications and a literate
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Existine Administrati
The existing arrangements for promoting investmeat in the development of industry
and tourism in Tonga are set out in the Industrial Development Incentives Act of 1988,

the regulations associated with that Act and the subsequent.amendments.

Section 3 of the Act defines an industrial enterprise and it covers manufacturing
activity, prime tourist facilities, packaging activity and the construction of factory
buildings for reat. Under Section 4 of the Act, any person who wants to establish an
industrial project, including a prime tourist facility must apply to the Minister for Labour,
Commerce and Industry (MLCI) for a development license. An approved enterprise may
be granted exemption from income tax for a period of up to 15 years. The maximum tax
boliday for different categories of industry is set out in Section 7.2b of the associated

regulations. Export industries can gain a tax holiday of up to 10 years and projects with

an investment of over 5 million pa’angas can have a maximum tax holiday of 15 years. A

condition of the tax exemption is that the proceeds of any exports should be brought into
the Kingdom within 12 months. Approved enterprises may import capital goods free of
duty for a 2 year period from the date of issue of the Development License. Export-
oriented enterprises as determined by the Minister may import raw materials and
semi-finished products duty free, provided the final product is primarily for export. An
export-oriented enterprise means an eaterprise which exports at least 90% of its annual
sales. (Section 2 Amendment November 1992). Export-oriented enterprises are also
exempt from the port and service taxes. Section 14 of the main Act provides that
industrial enterprises are exempt from any export levy. Section 10 of the associated
regulations provides that a licease holder must keep satisfactory records, i.e. records
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which are satisfactory from the point of view of the controller of customs, of the
commissioner for inland revenue in consultation with the Minister of Labour, Commerce

and Industry.

The procedure for making an application for a Developmeat Licease is set out in
the associated regulations. There is 2 prescribed form which cach applicant must
complete. Additional information or docomentation may be requested by the Minister or
the Secretary to the Ministry to complete the evaluation of the project. There is an
advisory committee which “shall scrutinize all applications .... and make appropriate
recommendations to the Minister on the issoe of a Development License and conditions
and incentives which should apply”. This Advisory Committee is chaired by the Minister
and includes the Secretary of the Ministry for Labour, Commerce and Industry who is
also Secretary to the committee, the Secretary to the Ministry of Finance, the Managing
Directorofthe'TongaDevelqmunBank,theGenualMamgcroftheBankofTongaand
the Directors of the Ministry of Agriculture and Central Planning Departments. The
Minister issues a Development License on receipt of the committee’s recommendations.
No license may be transferred from one person to another without the written consent of
the Minister. Under Article 18 of the Act the Minister, the Commissioner or the
Controller shall have power to revoke, cancel or modify any license or order issued under

this Act.

In summary, export processing zone conditions already exist in Tonga as a result
of the Industrial Development Incentives Act. Any approved export-oriented (90% or

more exports) enterprise may import materials, packaging and equipment free of customs

(53)




duties, taxes and service charges, process the raw materials and export the finished

product. The enterprise will qualify for a tax holiday of up to 10 years (or 15 years if the

investment exceeds 5 million pa’angas). The eaterprise faces no serious bureaucratic

obstacles during the process of importing, manufacturing and exporting.

The EPZ is primarily a promotional concept. When a country proclaims that it
offers EPZ facilities to investors it is stating or implying that (i) domestic and foreign
investors are welcome to establish export-oriented business activity; (ii) that investors will
be allowed to import equipment and materials free of duties, taxes and quantitive
restrictions and burcaucratic procedures; (iii) that there will be a good standard of
infrastructure and the necessary ancillary faciiities (international transport and
telecommunications) to support internat:onal trade. As with many products, the EPZ in
reality may be different and less attractive than what is implied in the name or brochures.
Nevertheless, many investors instinctively Jnok at or enquire about a location when the

term EPZ is used.

Tonga is hoping to attract an increased number of foreign export-oriented
investors. A declaration that the Kingdom is an export processing zone will help in the
promotion effort. The export processing zone can be compared with a wrapping or
packaging on a product. The wrapping or packaging will aftract consumer interest and
may gencrate some initial sales. However, if the product itself has no merit or consumer
appeal it will not succeed. It is similar with an EPZ. Unless there is substance to the

export processing zooe idea i.e. a well managed industrial estate and infrastructure,
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together with good transport, communications and baaking services, investors will not be

attracted.

In summary, the declaration of the Kingdom as an export processing zone will help
to generate interest in Tonga among the investment community, especially in Australia
and New Zealand. It will 2:30 ease the task of those trying to promote export industry in
Tonga. However, :he conversion of investor interest into actual projects in Tonga will
require a continuing promotion/selling effort as well as good facilities on the ground in

Tonga.

The first step in declaring the kingdom to be an export processing zone is the
drafting of suitable export processing zone legislation. The EPZ law should set out the
nature of the Tongan EPZ, who will be responsible for the EPZ (i.e. which minister
within the government), how it will operate, the terms and conditions and incentives
which investors may expect to find in the EPZ and the powers and responsibilities of the

various ageacies mvolved in or associated with ZPZ development.

Exort Processing Zoge Lezislati

Existing arrangements uuder the Industrial Development Incentives Act have
proved satisfactory from the point of view of the administrators and the investors. The
EPZ legislation should therefore follow closely on the procedures and practices set out in
the Industrial Developmert Incentives Act. By following similar procedures and practices
in both acts, use possibility of confusion and :sisunderstanding is minimized. The

Industrial Development Incentives Act is divided into four parts (i) preiiminary; (i)
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Development License; (iii) development incentives; and (iv) miscellancous. These four
sections are also included in the proposed EPZ legislation and in so far as possible, the
same wording is used. An additional section is included in the EPZ legislation dealing
with the establishment of an export processing zone, customs controis of the zone and the

disposal of duty free goods.

With the increased circulatios: of duty free goods within the Kingdom arising from
the development of an EPZ, the customs authorities need more power than is provided for
in the Industrial Deveiopment Incentives Act, to ensurc that such goods (duty free) are not
illegally disposed of within the Kingdom. In particular, customs officers should have the
power to (i) specify the form in which stock accounts are kept by EPZ investors; (ii)
decide the length of time for which accounts should be kept; (iii) inspect those accounts
and all relevant Gocumentation relating to the accounts at all reasonable times. The
mm@mmmmmmmmmﬁummu
stored. In addition, the controller of customs should be empowered to demand duty liable
on any dnty free goods which ar= missing or not properly accounted for, in addition to
any fines or penalties which might be imposed. The customs authorities should be
consulted prior to the issue of any EPZ license. Finally, the customs authorities should be
able to request the Minister to revoke or cancel a license when the holder is convicted of
anyoﬁenccagainstmewstomsactsmcmnavehaacmdiﬁmauachedwmelioensc. A

draft EPZ iaw is set out in Annex §.
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CHAPTER ViI

INVESTMENT PROMOTION

Attracting foreign Investment

Throughout the world competition for foreign investment is becoming more intense
each year. There is an increasing interest in understanding the investors decision-making
process and factors which influence such decisions. Analogies have been drawn with
firms competing for market share. The product can be defined as the positive and
negative features attached to a particular country (or area within a country) as an industrial
or investment location. The price is the cost of establishing and operating in a particular

arca.

Price (cost of production) and marketing variables (promotion efforts) were found
to have little or no impact on decisions by investors to establish faciliies which are geared
to supplying the domestic market. The product itself is the key factor. i.e. investors
focusing on the domestic market are persuaded by conditions in that market such as
market size and level of competition. Cash grants, tax breaks or promotion efforts have

very little impact on such decisions.

In the case of export-oriented investors, price and marketing variables were found

to have a very significant influence. Export-oriented investors, according to studies

undertaken, react positively to incentives such as tax holidays and cash grants. Export-




There are many examples around the world of companies who never considered
investing overseas until they were approached by investment promotion agencies. One of
the best known is the Apple Computer Company. In 1978 it had not considered investing
overseas. However, it responded to a series of visits by investment promotion agencies

by establishing plants in Ireland and in Singapore by 1980.

Institutional Requi

The way in which a free zone is organized and promoted 1.¢. the institutional
arrangements, is a key factor in free zone development. Increasingly, economists are
taking the view that the institutional framework (or the administrative competence of
government) is a major variable in explaining why some economies (or free zones)
achieve high levels of prosperity. A study of 115 market economies concluded that the

institutional framework had “a significant and large affect” on the growth rate.

The organization responsibie for promoting the proposed EPZ in Tonga and the
development of the industrial estate must be able to relate to investors in a business or
developmental context. A government ministry or department is not the ideal structure to
handle investment or trade promotion or industrial development initiatives (for industrial
estate development). Business issues such as profit and loss and efficiency are not usuaily
major considerations in government departments. The emphasis is more on budgeting and

spending in line with rules and regulations.
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Most countries have overcome this problem by establishing para-statal

organizations (e.g. development corporations) to undentake development initiatives such as

trade and investment promotion. The FTIB in Fiji and MEDIA_in Mauritius are two

The organization could be headed by a small Board of Directors (maximum 5
people). Ideally, the Chairman and one or two of the Board members would be drawn
from the private sector. The remaining members could include a representative of the
Ministry or Labour, Commerce and Industry and another government official. The
organization would be divided into 3 main sections - (i) investment promotion; (ii) trade
promotion; and (iii) industrial estate development. This report is concerned only with the
investment promotion and industrial estate aspects of the organization. A separate study is

proposed later on in the year dealing with the establishment of a development corporation.

The Investment Promotion Division should appoint the Tongan tourism
representatives in Auckland and Sydney to promote investment as well as tourism. These
representatives would work closely with the SPTO in New Zealand and SPTC in Sydney

in promoting investment. Both representatives as well as the SPTO and SPTC have
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expressed a keen interest in promoting EPZ investment in Tonga. Such an arrangement

would give Tenga representatives in two key investment markets at very little expense. A

fee of about 10,0008 in each case plus about 20,0008 each in expenses would probably

suffice. The promotion efforts in Australia and New Zealand would of course be
supervised by an Investment Promotion Manager and one or two staff. The Investment
Promotion Manager will be responsible for the overall promotion effort, including the
production of brochures and promotion material, the arrangement of investment visits to
Tonga in co-operation with the field representatives, maintaining via the field
representatives contact with potential investors, assisting investors in processing
investment proposals and EPZ license applications through the Ministry of Labour,
Commerce and Industry, assisting investors during the establishment phase and monitoring
progress through the operating phase. The Investment Promotion Division would also be
responsible for public relations and publicity associated with export processing zone

development, both in Tonga and overseas.

The Industrial Estates Division would be responsible for the planning, development
and management of the proposed export processing zone area in an efficient and
businesslike manner, advising potential investors on all issues in relation to physical
development, including where necessary assisting investors to secure suitable sites or

buildings.

Financing 1 ¥ .
The New Zealand, Australian and EC missions have all indicated a willingness to
assist in funding the investment promotion effort associated with the development of the

proposed export processing zone. The European Community has already assisted the
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Fijian Trade & Investment Board with a number of investment promotion missions. The
Ministry of Finance has also expressed a willingness to fund part vi the promotion effort.
A promouon budget of about 200,000$ annually over 5 years should be more than
adequate to achieve an employment target of 1200 jobs. An expenditure hreakdown and

suggested source of funds is set out in the following table.

TARLE 7.1 - PROMOTION EXPENSES
Cverseas Offices (Sydney/Auckland) 0,000 Tongan: $
ravel /Entertainment 30,000 "
Salaries/Wages 50.000 "
Brochures/Prcmotinn Materials 30,000 "
Other Expenses 30.000 "
Total: 206,000 "

Source of Funding

Tongan Government #:0,000 "
EC/Australia/New Zealand 160,000 "
Total: 200,000 "
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Short tide:

Interpretation

ANNEX 1]

EXPORT PROCESSING ZONES ACT

An act to actively encourage Tongan and foreign investors to establish
export-onented manufacturing, trading, and service activity in Tonga
througk: a system of granting relief from import duties and taxes, port and
service taxes and income taxes.

1. This Act may be cited as the Export Processing Zones Act 1993.
Part 1 - Prcliminpary

2. In this Act and any Regulations made nercunder unless the context
otherwise requires-

"Approved Enterprise” means an enterprise belonging to any of the
categories as defined in section 3 of this Act in respect of which an Export
Processing Zone Licens * has been issued by the Minister under section 13
of this Act;

"Commuissioner™ means the Commissioner of Inland Revenue as defined in
the Income Tax Act;

"Controlier” means the Controller of Customs;

"Company” means any corporate body whether registered under the
Companies Act or not and any partnership consisting of more than 7
persons;

"Customs Duty” means the tariff or import duty as set out in Schedule | to0
the Customs and Excise Act;

"Customs and Excise Act” means the Customs and Excise Act of the
Kingdom as amended from time to time and the regulations framed
thereunder;

"Export Levy”™ means any duty or tax payable by any person under any
enactment for the time heing in force relating 1o the levy of such duty or
tax on exports of product(s);
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Enterprise

Exporis

"Export Processing Zone Licensc”™ means a jicense issved by the Mimister
under Section 13 of this Act;

"Income Tax Act™ means the income tax as defined, imposed and payable
under the Income Tax Act:

"Kingdom" means the Kingdom of Tonga;

"Minister™ means the Minister of Labour, Commerce and industrics o such
Minister whom Privy Council may appoint to be responsi‘ue for the time
being for the performance of the duties under this Act;

"Port and Service Tax" means the tax liabie i0 be collected and paid on ail
goods imported into the Kingdom as specified in Section 20« of the Pert ard
Services Tax Act;

"Tax Holiday" means an exemption from payment o! income {ax for any
specified period.

3.1 In this Act, the term “enterprisc” means -

(a3 any "cempany”,

(b)  statutory bodies established under any Act or Ordinance;

(c)  co-operative societies r=gis*cr2d under the Co-operative Sacieties
Act;

(d) private entrepreneurship be it a so.e proprietorship concem or a
partnership finn comprising of not more than 7 partners, Tongan or
foreign;

(e}  any other industry or enterprise deemed by his Majesty in Counci! to
be an Industrial Enterprise engaged iu o7 desirous of engaging i any
processing industry, manufacturing indusuy. assembly industry
including nackaging industry aad/or any internationa! trading or
service activity se! ont in Schedule 1 attached to this Act.

3.2 Schedule 1 of Section 3.1 ot this Act may be amended by the
Minister at any time.

4. All entesprises appreveid under Section i3 of this Act shall export ail
of thetr oatput ualess permission is gravted under Secticn 5 of this
Act by the Minister 10 sell . specified voiume or percentage o¢ their
owput on the Tonpan market.
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Domestic
Saies

(v

The Munister may approve ar doplication frusn an enterprise to sell
part of s ouiput on the Tengan ma.ket in granting perinissic the
Miwster shal! kave regard t0 4 e poss-lw. diumage such ssies
might cause fo dowsexlic erierprises; (1 the extent to wiuch such
sales would replace tmports; tiii) the benefis in ierms of
enpluyrert #nd 1mport subsalution o toe Tongze ecosomy; and
{3v) the benefits to the =aterpnizc concamed. In granting permissicp
for domentic sales, the Minicter shal} spetify e voluiac «f domestic
sales perinitted angd the ume Limit i which those sales cen he made.

Explanatory Nete: The pwpose of Articies 4 and 5 ix ) 1estnct Jomesac
sales and avoid damage to esiablished or new domicstic indusiries, A

presznt an export compaay is defined as 30% expont. However, i iasge
E®Z company selling !6% of the domestic market couid senous® ; damage a
small domestic company. ieace it is peiter i restrict gomestic sales to

situaticns in which Tongans will benefit e.g. if there is 20 comparanie
product made e Tonga it mdkes sense 10 nsy from an EPZ company {thus
renaining some ¢ the beneftis of Tonga) rether thea isnpan the product
directly from sume otier comery.

Part 2 - Estzblishment argd Operation
of Export Processiog Zones

Establishment of
Export f1ocessing
Zones
6.1  The Minister may by order declare that on or afcer 2 specified date
the land and/cr buildings enclosed within the himiis defined by die
order shall be an export processing zone for the purposcs of this
Act.

6.2  The Minister may amend the order under Section 6.1 and vary and
limits of the zone.

Explanatory MNote: This section allows the Minister to declare any area of
land or building to be an export processing zone and also allows the
Ministes to amend, expand or recduce the area.

6.3  No enterprise may commence operattons within an Export
Processing Zone without a license issued under Section 13 of this
Act.
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Non-Application

of Import/Export
Laws
7.1

7.2

7.3

Trade between
the export
processing zone
and the Kingdom

8.1

The laws in force relating to imports and exports of goods shall not
apply to geods brought into or out of an export processing zone
from and to other countries or other zones within the Kingdom.

Imported goods of any description can be brought into the export
processing zone free of all customs duties. port and service taxes
and other forms of indirect taxation provided (i) such goods are part
of the trade or business of a licensed enterprise; (11) such goods are
not prohibited for reasons of public order. security, public morality,
public health, animal health or plant health.

Goods exported from an export processing zone shall be free of all
taxes and duties and restrictions except goods whose export is
restricted or prohibited by law.

Goods brought into an export processing zone from another part of
the Kinguom not an export processing zone and not in transit to
another destination shall be deemed to have been exported.

Explanatory Note: the purpose of this section is to allow goods made in
Tonga to benefit from drawback of customs duties. In this way Tonga

manufacturers can compete on equal terms with overseas suppliers (e.g.
Fijian suppliers selling to Tongan EPZ enterprises will benefit from duty
drawback in Fiji).

8.2

Goods brought into the Kingdom from an export processing zone
(and not in transit to another destination) shall be deemed to have
been imported.
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Customs
Controls

Consumption
goods

8.3  The Mimster in consultation with the Minister for Finance shall
make regulations governing trade between the export processing
zone and the Kingdom.

Explanatory Note: The Minister may decide that export processing zonre
goods should be subject to import duty on the imported raw material
content of the product and not on the value of the finished product. This
would give the export processing zone product a competitive advantage over
a competing imported product. Alternatively, the Minister may if the
circumstances warrant exempt the export processing zone product from the
payment of any duty.

The Minister may with the consent of the Controller of Customs and
the Minister for Finance may make regulations (i) adapting or
modifying for the purposes of this Act any of the provisions of the
Customs & Excise Act or any statutory instrument relating to
Customs operations; (ii) governing the movement of persons or
vehicles into and out of an export processing zone; (iii) covering the
keeping, storage and handling of goods in an export processing zone
(iv) covering the keeping and preserving of accounts and records in
specified form in respect of goods in an export processing zone; (v)
relating to the provision of security by bond or otherwise as required
by the Controller of Customs in respect of goods in transit between
entry/exit points and export processing zones.

Explanatory Note: The purpose of this section is to give the Minister
power to make regulations dealing with the control of duty free goods

should such be recessary. At this point in time such regulations are not
considered necessary expect perhaps regulations dealing with the storage of
goods and maintenance of records. Each licensed enterprise should be
obliged to lodge all duty free goods in a secure store and maintain records
for at least 3 years in a prescribed manner. Customs officials should have
access to such records and stored goods at all reasonable times including
production schedules.

10.1  Goods shall not be brought in to an export processing zone for
personal use or consumption except under conditions set out in
Section 10.2.

If goods referred to in Section 10.1 are liable to customs or excise
duty this duty shall be paid before they are brought into the export
processing zone and shall not be entitled to a drawback allowance.




Missing
dutiable

1.1

11.2

11.3

11.4

Application for

an Export

Processing Zone

License

Development
License

12.1

13.1

13.2

If goods on which duty has not been goods paid or duty has been
refunded by way of drawback or brought into an export processing
zone and not removed lawfully from the zone are found to be
missing or deficient without an acceptable explanation the Controller
of Customs may demand from the licensee or other responsible
person the duty in force at the time. -

If the licensee does not within X days pay the duty demanded he
(the licensee) shail be liable for a fine not exceeding twice the duty
demanded.

In considering the volume of deficient goods the Customs Controller
shall make due allowance for natural wastage, accidental destruction
and similar causes.

It shall be an offence to dispose irregularly of goods or to assist in
the disposal of goods from the export processing zone when such
goods have been brought into the zone without the payment of duty.

Part 3 - Export Processing Zone License

Any person planning to establish an export processing zone
enterprise shall make an application to the Minister in such form and
manner as may be prescribed by the Minister specifying the product
or service to be provided and the equipment, machinery and raw
materials to be used. The Minister may approve or refuse the
application and no appeal shall lie against the decision of the
Minister.

If the Minister approves an export processing zone license
application referred to in Section 12 he shall issue the license or
authorize any person under his administrative direction to issue the
license in favour of the export processing zone enterprise approved
by him. The license shall specify the products to be produced
and/or services, activities to be performed.

The license shall specify the development incentives available to the
enterprise.
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Transfer of
License

Tax Holiday

13.3  The Minister may attach any conditions he considers appropriate to
the license.

Explanatory Note: It may be necessary to attach special conditions to
particular licenses tfrom time to tme e.g. relating to the storage of duty frec

alcohol.

14.1 No license issued under this Act shall be transferable without the
prior written approval of the Minister. A license issued under this
Act shall not exempt the holder from obtaining any otker license
required in connection with the approved enterprise under any other
Act.

Part 4 - Development Incentives

An approved export processing zone enterprise will be granted
exemption from payment of any income tax in respect of any
assessable income earned by the said enterprise derived from
approved export processing zone activity from the date of
commencement of that activity for 10 consecutive years.

The Minister may exterd the period of exemption from income tax
for particular categories of enterprise if he considers it appropriate.

Every shareholder of a company approved as an export processing
zone enterprise for the purpose of this Act shall be entitled to
exemption from pavment of any income tax on the income derived
by him or his nominee as a dividend on his shareholding in the said
enterprise relating to the tax holiday period specified in sub Sections
1 and 2 provided further that such dividends have actually been
received by him not later than 2 years after the expiry of the said tax
holiday period.

Every tax exemption is conditional on the net proceeds of exports
being brought into the Kingdom within 12 months of the date of
invoice.

Explanatory Note: It is better from a promotional viewpoint that the Act
states clearly that a tax holiday will be granted for a specified number of
years rather than that a tax holiday may be granted by the Minister. In
Section 15.4 the date of invoice rather than the date of shipment is used as
this covers service as well as manufacturing activity.
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Power of the
Minister, the

Commissioner and

the Controller

Revocation or
variation of
License

Regulations

16.1

16.2

16.3

17.1

17.2

18.1

18.2

Part 5 - Miscellaneous

It shall be lawful for the Minister, the Commissioner, the Controller
or any other person authorized by any of them (a) to enter the
premises of an export processing zone enterprise approved or
otherwise with the express intent of inspecting all aspects of the
business being carried on therein to himself collect, scrutinize, take
or acquire the production of any document material as a sample or
any information orally or in writing if in the opinion of the Minister
the Commissioner or the Controller it is expedient to do so for the
purposes of this Act.

No person shall (a) obstruct the Minister the Commissioner or the
Controlier or any authorized person in the exercise of their powers
and duties under subsection 1 of the Section; (b) wilfully fail to give
information or to produce any documents or sampl_s required of
him; and (c) knowingly give false information relating to any matter
relating to this Act.

Any person who contravenes the provisions of this Section or any
order issued thereunder shall be liable on conviction to a fine not
exceeding X $or ...

The Minister may at his discretion revoke a license if (i) he 1s
satisfied that there has been a breach of condition attached to the
License or (ii) the licensee 1s convicted of an offence against the
Customs & Excise laws.

Before revoking a license the Minister shall give not less than 30
days notice of his intention to the licensee and' shail consider any
representations made to him by the licensee within that time.

The Minister may with tie consent of His Majesty in council from
time to time make such regulations 0s ar2 necessary or expedient for
giving effect to the provisicns of rhis Act and the due administration
there:

All such regulations shall be duly pubi:shed in the gazetie.
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Investors 19.1

19.2

19.3

Repatriation
of Profits 20.1

Repatriation
of Capital  21.1

Regulatons
arising from
Export Processing
Zone Act

22.1

Foreign investors can hold up to 100% of the shares in any export
processing zone enterprise.

Tongan investors can hold up to 100% of the shares of any expon
processing zone enterprise.

Foreign and Tongan investors will have equal status within the
€xport processing zone.

Foreign investors can repatriate profits from an enterprise without
restriction provided an Auditor’s certificate is produced certifying
that the profits to be repatriated are the true profits accruing to a
foreign investor as a result of a dividend being declared.

Foreign investors may repatriate capital without restriction provided
(1) the capital has been brought in to Tonga from overseas; (i1) the
capital to be repatriated is realized from the sale of physical assets
or shares and (iii) the proceeds from the sale represent the true value
of the assets in question.

The regulations anising from the Export Processing Zone Act can be
modelled on the regulations made under the Industrial Development
Incentives Act. The composition of the standing advisory committee
for the Export Processing Zone Act would be very similar to that set
out in regulation 5(i) of the principle regulations of the IDI Act as
amended in August 1990. Under this regulation the committee is
made up of the Minister who is chairman, the Secretary of the
Ministry who is the member secretary of the committee, the
Secretary for Finance, the Director of Planning, the Managing
Director of the Tonga Development Bank, the Director of
Agriculture, Fishery and Forests and the General Manager of the
Bank of Tonga.
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ANNEX 2

PRESENT PHYSICAL INFRASTRUCTURE

ELECTRIC POWER:

The total installed capacity in Tonga is as follows:

Location Installed Capacity Peak Demand
Tongatapu 5.90 MW 4.40 MW
Vava'u 0.60 MW 0.57 MW
Ha’apai 0.24 MW 0.28 MW
"Eua 0.20 MW 0.11 MW

The generation is by diesel. The tariff is about T$ 0.36 per KWH. There is no special
tariff for commercial or industrial consumers. The electric supply is 240 volts, 50 cyc<le
singie phase and 415 volts, three phases AC supply. Of the total of 13,100 consumers on
Tongatapu, about 2% were industrial consumers during the year 1991.

The transmission voltage is 11 kv on Tongatapu and 6.¢ kv on outer islands.

In the Sixth Developsacnt Plan (1521-1995) an additional investment of T$ 4 million has
been indicaied to overhaul generators and to upgrade tranzmissioi: and distribution lines.

ROAD TRANSPORT:

Functional inventory of roads

—— - - o as o ——— v - —— " v - -

1983 Highway Trunk Feeder Access Total
Tongatapu 64.6 188.5 248.0 487.0 988. i
Vava'u 93 93.3 123.0 97.0 322.6
Ha’apa: 1.0 31.1 145.0 55.0 238.14
"Eua .6 20.8 85.0 40.0 146.4
Niuas - 29.3 _65.0 - 94.3

Total 81.5 363.0 666.0 679.0 1,789.5
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N r of repistered v

Vehicles

1985 1990

Cars & hight trucks
Heavy trucks
Taxis

Buses

Motorcycles

li

823 3 o010
495 966
277 1.032
111 118
392 501

86% of the registered vehicles are at Tongatapu.

AIR TRANSPORT - INTERNATIONAL AIR SERVICES:

The following air connections are available from Tonga:

Route (from Fua’motu on Airline Aircraft Frequency
Tomgatapp)
Apia (Western Samoa) Air New Zealand B737 1/week
Polynesian Airlines B737 1/week
Auckland (New Zealand) Air New Zealand B737 2/week
' Royal Tongan Airline B737 1/week
Australia Polynesian Airline B737 1/week
Nandi (Fiji) Air Pacific B737 2/week
Royal Tongan Airline B7317 1/week
Honolulu (Hawaii) Polynesian Airline B737 1/week
Air New Zealand B737 1/week
Suva (Fiji) Air Pacific B737 1/week

*) National carrier

Most manufactured exports (except coconut oil and processed root crops) are exported by
air. However, raw materials are imported by sea.

Constraints: High international airfares from Tonga. Insufficient air services. Hawaiian
airlines, which was a link to the West coast of the USA through Hawaii, has withdrawn
after operating for more than 10 years. Inadequate cargo space. Relatively high

international airfares.
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SEA TRANSPORT - SHIPPING SERVICES:

The following shipping lines operate in Tonga:

e e —— e = - ——

Cuuntey Shippiag Main Pont

Ausiraiia PFL Sydney. Brishane

Fi PFL Suva, Lautoka

New Zealand PFL. LINK Auckiand, Lyttleton

Western Samoea PFL, REEF Apa

United Staies BS, SPI Loos Bay, San Francisco. Los Angeles,
Hawan. Fago Pagc

Mew Caledonia P¥L Noumea

Japan BHL Osaka, Kobe, Nagoya

Chile - Valparaiso

Cook Islands nEEF Rarotonga

Freach Polynesia REEF Tahiti

Notes for Shipping Line Abbreviations:

PFL Pacific Forum Line (Governinent cwned)

WP  Wamer Pacific

LINK Transiink Line

BS Blue Star Line

SPI  South Pacific interline
BHL Bali Hai Line

The main whaif is Quesn Salote

‘rar! at Nuku'alofa (Tongatapii):

No. | Berth No. 2 Berth
Length of Birth Face § 93 m tength of Berth Face | 1i0m
‘Water Depih 1.7 m Water Depth i0.5m
Ship Length 250 m Ship Length 140 m
Orientation 90 degrees | Onentation 90 degrees
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TELECOMMUNICATIONS:

Domestic telecommunications are operated by Tonga Telecommunications Commission, a
public sector corporation.

International services (telephone, fax, telex) are operated by Multinational Cable and
Wireless through an earth station on the INTELET system. Subscriber direct dialing
facilities exist for most countries.

Of the 5,215 lines, about 700 are in outer islands and the rest at Tongatapu. All lines are
occupied at present. However, the Tongate.ecom has plans to double the capacity in the
next five years.

The rates charged for a local call of three minutes is T$ 0.10. Rates for international
calls per minute are as follows:

Direct dialing Operator assisted”
Pacific region including
New Zealand and Australia TS 1.50 T$ 1.60
USA and Asia T$ 3.00 T$ 3.85

US$ 1.00 = T$ 1.37

VAILAB A% >

The population of Tonga as per the last census (1986) was 94,535. The average annual

*) For operator assisted calls, T$ 3.00 is charged per call
|
|
\
|
|
growth rate for the period 1976 - 1986 was 0.49%. |

|

|

_Census Year Population _Period Rate of growth
1956 56,838

1966 77,429 1956-66 3.09%

1976 90,085 1966-76 1.51%

1986 94,649 1976-86 0.49%

(74)




Population and labour force

Population categories 1976 1936
Males Females Males I Females
Total population 46,036 44 049 47,611 47,038

Population of working age (15-64) 23,713 23,360 25,751 26,455

Labour Force (15+) 18,077 3,358 19,119 5,055
Employed 15,888 2,743 17,886 4,109
Unemployed 2,194 615 1,233 946

BANKING:

There is one commercial bank, Bank of Tonga, and one development bank, Tonga
Development Bank.

Bank of Tonga, a joint venture between the Government of Tonga, Westpak and Bank of
Hawaii, commenced operations in 1974.

Approval has been granted to two other commercial banks to operate in Tonga. Both
banks, MBF and ANZ, are likely to set up operations by the end of 1993.

Bank of Tonga: composition of Loans and Advances

The lending portfolio of the Bank of Tonga was as follows:

in % 1985-86 1986-87 1987-88 1988-89

Agriculture 1.2 1.9 4.3 6.4
Manutacturing 1.7 25 20 5.6
Transport, storage and

communications 35 49 6.6 6.1
Commercial wholesale and

retail trade 11.0 10.3 9.4 7.8
Non-housing construction 0.6 1.3 1.2 39
Other services 4.1 43 6.2 4.8
Government and statutory

bodies 29.1 14.4 13.7 9.7
Housing 33.7 42.8 40.4 373
Personal 13.4 15.1 15.0 16.2
Others 1.7 2.5 1.2 22

(75)




{unga Development Bank (TDB)

The TDB was established in 1977, The loan porttolio of the TD3B v as follows:

TDB Loan Approvals by Sector (1986 - 1590):

Sectors in TS .000 | % of sub-sector % of total
approvals
Manufacturing & processing 2,934 I35 1.1
Mining & quarrying 739 34 1.8
Electricity & gas 407 1.9 1.0
Construction i,032 48 25
Wholesale & retail trade 4,644 21.4 1.2
Hotels & restaurants 5.532 255 134
Transport 3.834 177 9.3
Finance & husiness 1.353 6.2 33
Community services 1,243 5.7 30
Sub-total non-prnimary sectors 21,718 100 325
Beverages & spices (vanilla) 5.812 29.5 14.0
Benin & other fruits 721 3.7 1.8
Vegetables & pumpkin 4,500 229 10.9
Fishenes 1.863 9.5 4.5
Root-crops 4934 25.1 11.9
Livestock 947 4.8 2.3
Gthers 881 45 2.1
Sub-total primary sectors 19,670 100 47.5
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ANNEX III

PROMOTION OF MANUFACTURING FOR EXPORTS

~STUDY ON EXPORT PROCESSING ZONE AS A POLICY OPTION-

A. GROUND

Over the past years the Guvernment of Tonga has taken a number
of steps with a view to promoting manufacturing, industrial
development being chosen as a long-term objective to diversify tne
economy. Concrete measures were taken to that end, among which:

- the establishment of the Small Industries Centre;

- the introduction of an attractive Incentive Scheme package,
spelling out fiscal incentives and other facilities provided
by the Government to promote investments by both local and
foreign entrepreneurs:;

- the creation of an Industrial Promotion Unit and the
strengthening of the Industrial and Business Advisory Unit
within the Ministry of Labour, Commerce and Industries.

The establishment of an Bxport Proce551ng Zone (EPZ) in Tonga
coul.” be an effective instrument in increasing exports, enhancing
the inflow of capital investment, transferring skills and
increasing employment. To promote investments in the country, the
Government has already introduced the above-mentioned Incentive
Schemne package. Given its political stability, excellent
communication facilities, educated labour force, attractive
incentives and preferential access to overseas markets, basic pre-
conditions for the establishment of an EPZ appear to prevail in
Tonga.

B.  OBJECTIVE OF THE STUDY

The objective of the study is to provide the Government of
Tonga with adequate techno-economic information on the viability of
establishing an Export Processing Zone in Tonga as one of the
instruments for export promotion and employment generation.

C. ACTIVITIES
The study to be undertaken will cover: (1) a detailed
"stocktaking exercise" as a base for (2) recommendations on the

viability of the EPZ concept in the context of Tonga. The above
will encompass the following steps:
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Activities

To review and assess the Government’s
industrial policy and institutional

environment, including incentives
pertaining to investment/expcrt
promotion;

To determine the priority industrial
subsectors/branches in which Tonga 1is
expected to have a comparative
advantage;

To assess potential investor interest
{including eventual competition in this
respect with other EPZs in the sub-
region);

To assess the impact of the establish-
ment of an EPZ c¢n the economic
develcpment of Tonga, including
exyected impact on existing industrial
enterprises;

Tn assess the present physical infra-
structure including transport facili-
ties, teiecommunications, utilities,
etc.;

To exarine the availability of skiiled
labour, support services (efficient
banking system, etc.);

Te analyze the administrative and
legislativs framework for the
establishment of an EPZ:

To recommend appropriate incentives and
other promnotional and control measures
for EFZ system;

To draft EPZ legislation:

)

The responsibility of the CTA is to collate data on physicai
empioyment,
that will be used as a basis fur the final analysis/report by

infrastructure utilities, transport,

UNIDO.
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Responsible person(s}

CTA

CTA

EPZ

DP/TON/86/002

CP/TON/86 /002

expert

UNIDO s/m

CTA

CTA

EP2Z

CTA
EPZ

CTA

EFZ

EPZ

EPZ

DP/TON/86 /002
DP/TON/86 /002

expert

DP/TON/86,/002°
expert

PP/TON/86/002°

expert

expert

expert

UHIDD s/m

EPZ

shipping,

expert

!
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i®. To prepare a comprehensive report on UNIDO s/m

the above findings with detailed EPZ expert
recommendations as regards the
viability of the EPZ concept for Tonga:;
{in the affirmative) spelling out
regquirements for a successful EPZ in
Tonga (type of EPZ regime, required
legislation/incentives, type of
mariagement and organizational
structure, infrastructural facilities,
technical capabilities and environmen-
ta: precautions required, estimate of
financial implications to set |up,
promote and administer the 2zone
programme etc.);

11. To¢ present the study to the relevant EPZ expert
authorities and private sector
representatives (in the form of a local
seminar);

12, To suggest an action plan to set up a UNIDO s/m
pilct expert processing zone.

D. MODALITIES AND DURATION

The study wiil be prepared under the overall responsibility of
the Institutional Infrastructure Branch. The work to be carried out
comprises:
UNIDO staff inputs 0.7 months
{including desk research prior to the fielding of the mission,
analysis of the draft report and submission of the final report)
mission of consultant 1.3 months
(3 weeks in Tonga, including short visit to selected countries with

potential investor interest (Australia, New Zealand, Fiji; 1.5 week
briefing/debriefing in Vienna, including travel)
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