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CHAPTER 1 

I'.\"TRODCCTIO'.\: 

1.1 Backoround and Terms of Reference 

Oil is the ctri\'ing force of the Qatari econom~·. 

accounting for O\:er 90% of exports and 80% of government 

revenues. '.\fuch of the development that has taken place 

to date is concentrated on dou~stream oil activities. 

The development of a capital intensive industry based 

mainly on hydrocarbon inputs O\:er the last 20 years has 

given Qatar one of the most ad\:anced hea\:y industry 

sectors in the Gulf region. 

Over time the government wants to reduce the state's 

dependence on oil and heavy industry by developing light 

and medium industry sectors. In particular, the 

government is keen to encourage private investors, both 

domestic and foreign into small and medium industries. 

To facilitate private investment in industry, the 

government encouraged the establishment of Qatar 

Industrial Manufacturing Company, which has about 8,000 

private shareholders. The government has a 20\ 

shareholding in this company. In the last 3 years the 

company has invested in 7 enterprises. Further projects 

are under consideration. 

~s pcirt of ;ts pfforts tr1 $timulate pri,·are irn;estment 
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and diversify the economy, the government through ·the 

Ministry of Industry & Energy is \110rking \l'i th l.i"NIOO on a 

ntanber of studies and projects in an industrial planning 

and development prograrune. Projects include studies on 

the development of a small and meditan industry, 

investment prorootion seminars in Europe and the Far 

East, industrial estate development including the 

treatment, control and disposal of industrial \l~ste and 

a free zone pre-feasibility study. 

The purpose of this study is to provide the government 

of Qatar with adequate techno-economic information to 

enable them to take a decision on proceeding with a 

feasibility study for free zone development in Qatar. 

The main elements of the study include (i) a review and 

evaluation of the range of support services available to 

support free zone development, (ii) an analysis of trade 

flows in the Gulf region, (iii) an overview of free 

zones and related developments in neighbouring states 

and in the GCC in particular, (iv) an examination of GCC 

rules and regulations in relation to free zone 

development, (v) a list of the requirements for 

successful free zone development, (vi) a revie\l• of 

relevant laws and procedures, (vii) an assessment of the 

infrastructure and transport facilities and (viii) 

suggestions on possible sources of investment. 
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The terms of reference are outlined in detail in 

. .\ppendix 2. 

1.2 Sunman· 

Chapter 2 

(i) The free zone is an evolving concept, changing 

in practices as adopted by many countries at 

different stages in the development process 

(e.g. France, the United Kingdom, North Korea 

and African countries in the 1980's). 

(ii) It has been used to promote a range of export 

oriented activity including trading, 

warehousing, distribution, light and medium 

industry manufacturing and international service 

activities. There are physical zones ranging in 

size from a free acres (transit zones at ports) 

to whole cities (China). There are also 

administrative or EPZ status zones. 

(iii) An evolving, changing concept is impossible to 

define in precise terms. The key 

characteristics of a free zone are freedom to 

establish a business, freedom of ownership, 

freedom to import and export materials without 

taxes or duties or other restrictions (except 

for reasons of morality and security) and 

freedom from bureaucracy. 

(iv) Most countries around the u1orld have or :lre 

planning to use the free zone formul& to develop 
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or promote export oriented manufacturing and 

trading activity. 

{v) A 1983 United Kingdom goverrvnent u.IQrking party 

considered the free zone to have •special appeal 

and marketability• and recornnended a free zone 

progranme for the United Kingdom. The free 

zone, the working party concluded, would •not 

provide anv tariff advantages•. Nevertheless, 

the working party identified a nl.lllber of non 

tariff advantages including simplification of 

customs procedures {especially advantageous for 

smaller firms), physical security and improved 

cash flows. 

(vi) As one of the main reasons for a free zone is 

the creation of a bureaucracy free environment, 

this should be reflected in the free zone law. 

(vii) Another important free zone function is an 

uninterrupted flow of goods into and out of the 

zone. The customs administration and port (and 

airport) authorities can be a major factor in 

assisting or hindering such an uninterrupted 

flow of goods. 

(viii) The private sector has an important and 

increasing role to play in free zone 

development. The private sector is usually 

represented on the Board of the EPZ authority. 

Increasingly the private sector is r€sponsible 

for t.he development and management of zones, as 
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u~ll as investment in zone projects. 

(ix) Conditions for successful free zone development 

include political and economic stability, good 

transport and infrastructure, an efficient 

organisation and support services, and an 

economic policy favouring the private sector, 

foreign investment and export development. 

(x) Attracting export oriented foreign investment is 

difficult. This type of investor is strongly 

influenced by promotion efforts and incentive 

packages. 

(xi) For implementing promotion programnes the most 

effective organisation structure is a parastatal 

format funded largely by the government. 

(xii) Incentives can make a difference between two 

locations when •all other things are equal•. 

Incentives will not compensate for weaknesses or 

def iciences in the infrastructure or investment 

climate. 

(xiii) A well planned free zone located on good 

building land close to infrastructure and 

support services and built in phases based on 

conservative demand projections should succeed 

conrnercially and in cost benefit terms, provided 

there are no largescale subsidies involved or 

external social costs associated with the 

project. 
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Chapter 3 FREE ZONE DEVELOPMENT IN THE GULF REGION 

( i \ ~lark.et conditions in the Gulf and major economies 

surrounding the Gulf are impro\·ing e.g. India. 

Pakistan. The market size of the major surrounding 

economies is about 630 billior. s. u-hich is nearh· 3.S 

times the GCC market. 

(ii) Membership of GATT and moves to complete a customs union 

may bring about changes in the market conditions u•i thin 

the GCC. It is possible that the nationalit~· 

requirement in the Rules of Origin for intra GCC trade 

(51% Gulf ou~ership) may be eliminated if GATT adopts 

conmon rules of origin. 

(iii) There are many variations in the tariff le\'els among GCC 

member states. 

(iv) U:ithin a GCC framework traders and distributors of 

imported products u1ill alu1ays benefit from a free zone 

situation. 

(v) Offshore manufacturers i.e. investors using imported 

materials to make goods for sale outside the r,cc, u:ill 

in most circumstances benefit from free zone facilities. 

(~i) Firms selling mostly in the ~CC market may or m~y not 
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opt for a free zone location. depending on the 

circumstances. 

<\"ii) Trading and manufacturing (most 1 ~- assembl ~-) are the 

major acti~ities in the free zones at Jebel Ali and 

Fujairah. 

Chapter 4 FREE ZONE DEVELOPMENT IN QATAR 

Ci) All of the Gulf economies {u=i th the possible exception 

of Saudi Arabia) uant to attract export oriented 

im'estment projects. Bahrain and Dubai have gone 

further than any other GCC state in creating the 

conditions necessary to attract mobile foreign export 

investment. 

(ii) Intra GCC trade at present is a very small percentage of 

total GCC trade. This trade (intra GCC trade) is 

dominated by oil and heavy industry products. 

(iii) Qatari non oil exports are dominated (90%) by chemicals 

and steel. Steel is the major (65% of total) Qatar 

export to GCC countries. 

ii\·\ The manufacturing sector in Qatar is in (,CC terms 

relati\·ely u•ell developed. Steel and chemicals are the 

dominant sectors. Foreign investment in 1 ight ancl 

medium industry is limited. Most of the small and 
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medium scale interprises are \:ery smallscale in sjze 

(less than 20 employees) and do not export. Apart frcm 

garment sector manufacturing, there has been l•ery 1i ttle 

grou~h in manufacturing employment in the 7 year period 

1984 to 1991. 

(v) The current 3 year plan published by the Supreme 

Planning Council recognises the need to diversify the 

revenue sources and productive base of the economy. 

(vi) overall responsibility for industrial development rests 

with the Ministry of Energy and Industry. The Ministry 

through the Dept. of Industrial Development has taken a 

number of initiatives to promote industrial development. 

However the lack of clear guidelines creates uncertainty 

in the minds of many foreign investors. 

(vii) Law No. 25 of 1990 is restrictive in terms of foreign 

ou1J1ership. A more positive lau; permitting 100% foreign 

ou1J1ership in free zones at least is necessary to promote 

successful free zone development. Law No. 7/76 deals 

uii th free zones. It needs to be modernized and updated 

in the light of current thinking on free zone 

development. 

(viii) The physical and c:>rrmercial support facilities for free 

zone development in Qatar are generally good. The cost 

of adequacy of sea transport needs to be investigated. 



12 

Improvements in third level education and vocational 

training faci 1 it ies u1ould help. There may be a need for 

more medium and longterm financing as u•ell as risk 

capital. HOl.Fever, this needs to be proven. 

Conclusions 

(i) A free trdde zone to acc0111DOdate warehousing, storage, 

packaging and transhipment can be successfully developed 

in Qatar. 

{ii) .£\ lou• skilled labour intensive manufacturing free zone 

could probably be developed successfully. Hou•ever, the 

socio economic benefits of such a development need to be 

carefully u1eighed. 

(iii) A medium/high technology zone can only be developed in 

the context of a series of initiatives covering 

imvestment promotion, project ideas, education and 

training and financial supports. 

Recommendations 

( i) The government of Qatar should proceed u1ith a full scale 

study on the development of a free trade zone and revieu• 

that situation udth regard to an industrial free zone 

after the initiatives referred to above are put in 

place. 
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CH.o\PTER 2 

FREE ZO!\iE DE\iELOPMEl\'T 

2.1 Evolution of the Conceot 

Some conmentators have traced free zone development 

back through the middle ages to the Greek and Roman 

period. \tillat is clear is that free zones have 

developed in places and at times u1here international 

trade is expanding. In the last century major trade 

zones u•ere established at Gibraltar, Aden, Singapore 

and Hong Kong. Towards the end of the century zones 

were established in many parts of Northern Europe 

(Copenhagen, Hamburg, Gottenburg) and the 

Med~terranean (Barcelona, Trieste). Zones were also 

established in Central Europe at major trade 

intersections (Vienna, Salsburg, Geneva). In all of 

these zones the emphasis u1as on trade and 

transhipment. They u1ere controlled b~1 customs, and 

developed and managed by the municipal or port 

authorities, usually under the supervision of the 

ministry of finance. 

In the 1920s and 1930s very feu' zones u1ere 

est.:1hlished, except in the Cnited StatP.s. Here the 
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first of 200 import zones (about 75% of merchandise in 

U.S. zones is destined for the C:.S. market) u;as 

established at Statten Island in 193.t. In most trade 

zones manufacturing acti\;i t~· u.;as excluded. Those 

zones urere usually small areas ( 10-20 hi.J) adjoining a 

port or transport intersection. 

The first manufacturing zone or export processing zone 

(EPZ) ~as established a~ Shannon Airport in Ireland in 

1959. This u;as followed by Kaoshiung in Tai\lian 

(1965), Kandla in India (1965), Masan in Korea (1971), 

Bataan in the Philippines (1971), La Romana in the 

Dominican Republic (1969). In addition the Mexican 

border maquiladora progranme began around 1965. The 

progranme has many free zone characteristics and the 

results are often included in global free zone 

statistics. Under the progranme services of 

industrial banks were established along the 

Mexican/U.S. border where materials could be imported, 

mostly from the U.S. for processing and re-export to 

the C:.S. The progralTllle was later extended to cover 

all of Mexico. 

Uii th the except ion of Mauritius, the first group of 

EPZs were fenced in industrial parks (50-200ha) with a 

special government sponsored zone administration or 

EPZ .~uthorit~' (except La Romana u:hich was pri,:ately 

managed) which developed and managed the zone, 
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promoted it. accepted in\:estor applications. e\:aloated 

and approved (or rejected) them. issued licences and 

generally provided streamlir.ed sen7 ices for 

investors. The emphasis in the zones u:as on fast 

tracl- r·1stoms procedures, reduced bureaucracy and 

deregulation. This uas u~at might be termed the 

•traditional EPZ concept•. 

In Mauritius there u~s no EPZ authority or fenced in 

area. Investors could establish EPZ status factories 

anyu~ere on the island uif th the approval of the 

Ministry of Industry. There is no EPZ authority. The 

concept is promoted by a specia1ized promotion agency 

- MEDIA {the Mauritius Export nevelopment and 

Investment Agency). Investors make application for 

EPZ status to the Minister. The application is 

revieu;ed by a conmittee who make a reconmendation to 

the Minister. If the Minister accepts the 

reconmendation, he approves the project and issues an 

operating licence. 

Recentl~· the Mauritian government established a 

special goven1ment sponsored trade zone authority to 

promoti?. and develop transit trade and distribution 

acti\·ity at Port Louis. 

Throughout the JQ70s and 1980s traditional EPZs 

continued to be established in Sri Lanka (1978), Rgypt 
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{ 1976). Jamaica, El Salvador, Senegal { 1973). Liberia 

and many other places. 

Tou..ords the end of the 1970s the Chinese government 

established special economic zones at Shenzen and a 

number of other coastal locations in China. These 

special zones were large cities of m•er 1 mil 1 ion 

people. The~' urere special in the sense that ( i) 

private enterprise uias permitted; (ii) there u;as some 

reduction in bureaucracy; {iii) goods could be 

imported and exported without duty payments; {iv) 

foreign investment uias encouraged; and ( \:) some tax 

incentives uiere offered. In recent years the special 

economic zone concept has been extended to many parts 

of the country. Many restrictions on private 

enterprise and foreign investment have been lifted. 

Today the u~ole country can be classed as a special 

economic zone. 

Over the last 15 years countries in many parts of the 

uiorld including (i) most GCC member states, (ii) EC 

member states (France and ~1\), (iii) conmunist regimes 

(North Korea, Vietnam). (iv) former conmunist regimes 

(most countries in East Europe), and (v) most 

developing countries, have established or considered 

establishing free zones uiith the objective of 

attracting export orientecl investment. Most countries 

have adopted the •traditional EPZ concept" with 
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private enterprise increasingly developing and 

managing zones under an EPZ authorit~-- Private zones 

are most prominent in Central -\merica. ~part frOIT' 

developing zones, private enterprise is gaining 

increased representation on the board of EPZ 

authorities. 

The range of acti\:i ty being promoted in zones is 

extending. There is increased emphasi$ on data 

processing, softu..are development and other forms of 

international service activity. Never'theless 

manufacturing still dominates. Within the 

manufacturing sector clothing and electronic assembly 

are the main activities. In some African zones there 

is a grou:ing emphasis on a wider range of conswner 

products for the African market - or using African rau: 

materials, e.g. jute processing, food processing 

furniture, pharmaceuticals, pesticides, vetinary 

products. 

The free zone is one of a number of duty free systems 

u:hi er. provide exporters (mar1ufacturers and traders) 

u•i th access to duty free equipment and materials. 

Other systems include bonded warehou~es or bonded 

manufacturing schemes, dut~1 free licence schemes, dut~' 

suspension schemes and duty drau1bach schemes. The 

free zone system usually involves less documentation 

and procedures than other schemes. The free zone 
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system also provides other freedoms (ou:nership, 

bureaucraq.', currency and operation) u:hich are not 

normally part of other duty free schemes. 

If there are no actual or percei\1ed problems u:i th 

foreign ou:nership, foreign currenq· transact ions, 

bureaucracy for the establishment of a business in a 

country, the relevance of a free zone progranvne can be 

debated. 

2.2 Definition 

A recent Ul"CTC publication on free zones in Eastern 

Europe included about 25 different terms to describe a 

•tree zone•. Defining in precise terms something 

which has a slightly different meaning for many people 

is impossible. 

A free zone can be a physical concept (as with a 

•traditional zone•, or an administrative concept as in 

Mauritius and Mexico. The size of the area in a 

physical concept can range from a feu• acres (most 

traditional EPZs are in the 50 - 200 ha range), to a 

uiho 1 e c i t ~' as i n China . 

The most important characteristic of a fref:' zone is 

freedom. The extent of the freedom can vary from zone 

to zone. The most important freedoms havA t0 clc, \l•ith 
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(i) customs and excise duti~s and taxes - none, (ii) 

ou.ir1ership - no restrictions. (iii) exchange control 

and repatriation of profits - no restrictions except 

to control abuses of the system, ( i\:) bureaucrac~' - a 

u-el l planned zone pre\:ents delays or interference by 

government ministries or agencies. In addition to 

these freedoms a zone should have good infrastructure, 

feu• regulations, and transparent incenti\•es and 

application procedures. 

2. 3 World Overvieu; 

The free zone idea is in operation today in around 100 

countries throughout the world. .Many countries have 

adopted the free zone formula in the last 5 to 10 

years to encourage foreign investment and export 

grou.•th. 

~ot all zones are successful. A recent World Bank 

survey concluded that about 40% (25 out of 60) zones 

U'hi ch had been in operation for 10 years or more u•ere 

•predominantly successful•, another 30% (17 out of 60) 

u;ere •partly successful•. The remainder ( 18 "Ut of 

60) U'ere clearly unsuccessful. The major reasons for 

the failure of zones are: 

(i) Location - a location choice based on 

political rather than economic/colTITlercial 

considerations au1a~1 from infrastructure anc1 
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(iii) 

(iv) 
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international services. 

Bureaucracy and corruption. 

Hostile investment climate. 

Inadequate promotion efforts. 

The major activities in free zones are electronics 

assembly and garment production. The reason is 

simple. The comparative advantages offered in most 

zones { lou1 cost unskilled labour and free trade 

facilities) match the requirements of these 

industries. If a zone has a skilled u10rkforce and 

support services, it is possible to attract a much 

wider range of industries. 

Many zone projects are of domestic origin or are 

foreign/domestic joint ventures. In many cases the 

number of projects u1i th domestic involvement exceeds 

50%. Most foreign investors in free zones come from 

neighbouring countries or places u1i th which the free 

zone country has ethnic, colonial or traditional 

links. The Japanese u1ere major investors in Masan 

(Korea). Man~' . .\merican companies came to Shannon 

because of the Irish American connection and the name 

Shannon uias u:ell knou:n in the CS. Mauritius attracted 

Hong Kong, French and u1\ investors. Mauritius has a 

Chines~ convnurii t ~:, is a former French and British 

colony and is bilingual in Frerich and English. 

Madagascar is a!.tracting the overflou• from Mauritius. 
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Fi• i at tracts . ..\ustral ian, ~eu' Zealand and Chinese· 

(Hong Kong/Taiu-ari) im:estment. There is a Chinese 

cOOlllunity in Fiji. Kenya attracts Indian im:estment. 

The .~ricans are major investors in Central ~rica 

and the Caribbean, as uoell as ..\sian investors seeking 

access to the CS market. 

Trade agreements also influence im•estment flou•s. EC 

membership helps Ireland. The LOME convention helps 

Mauritius. The Caribbean Basin initiative helps the 

Caribbean. SPARTECA (the South Pacific agreement) 

benefits Fiji. 

2.4 Free Zones in the Development Process 

Most countries toda~r u.iant to attract investment (both 

foreign and domestic) into export oriented 

manufacturing and service activity. If investors are 

to be attracted and succeed in export markets, they 

must be able to operate (i) in free trade conditions, 

(ii) u•ithout currency restrictions, {iii) u•ithout 

unnecessary regul~t·1q: or bureaucratic controls, (i\:) 

u•ith good infrastructure and support services, and (\:) 

if foreign investment is required (and for more 

advanced technolog~ projects it will be) a positive 

at tit ucle tou•ards fond gn i rive~tment . 

In man~· countrie~ 11,ithout a tradition of export 
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manufacturing the necessary physical, administrative 

and conmercial infrastructure may not exist. In order 

to create the necessar~: conditions a countrr is faced 

u:i th a choice of ( i) changing lauistregulations and 

administrati\:e procedures on a country u1ide basis -

u:hich it may be reluctant to do, or (ii) implementing 

the changes on a phased basis by establishing 

traditional or administrative free zones. 

Apart from developing countries, a number of West 

European countries with (a) a strong established 

tradition of exporting, (b) no major currency control 

foreign ou.inership restrictions or (c) major 

bureaucratic delays, seek merit in the free zone 

formula. A Ll.K government u10rking party in March 

1993 concluded that a free port of the classic type 

could have •special appeal and marketability and on 

balance there would be merit in opening the u•ay to the 

establishment of such free ports in the United 

Kingdom. The u10rking party noted that there uiere !!Q_ 

tariff advantages for free zone firms u:hich are not 

al readv ~o l'.. K. firms, u•arehousi nR or processinR 

imported goods destined for third countries or for 

sale in EC markets. A number of non tariff advantages 

urere identified. The~1 include 

(a) Simplifiec! customs procedure!:>. 

(b) Fle:..;ibilit~~ in handlling quota restrinecl 

prod11cts. 
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( c) Cashflou: benefits arising from duty 

exemptions. 

( d) Physical security (and u•i th it louier insurance 

ccsts) arising from customs control in a 

ringed fenced area. 

(e) Free ports or zones are likel~' to attract 

support services for international trade e.g. 

exhibition centres. There is some evidence of 

this in Jebel Ali. 

(f) Free zones have international marketing 

appeal. 

(g} Reduced customs formalities are especially 

attractive for small firms who may be unauiare 

of or unable to cope with the formalites 

associated udth the existing schemes. 

The advantages of a free zone (traditional or 

administrative) are: 

( i) l\ieu• procedures, laws and regulations can be 

introduced on a controlled basis quickly. 

(ii) :\;eu: institutions can be established if 

necessary to promote and develop the idea. 

(iii ) 

(iv) 

Administrative and other experiments can be 

tried on a controlled basis. 

Promotional - a free zone is a u:ell knouiJ1 

concept uior 1 du1i elf:>. U:hen a country announces 

or advertises a free zone progcafTVlle, it u1i 11 

generate interest and expectation among th~ 

i nvPs tment conmun i t ~· . 
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The di sad\:antages of a free zone prograrrme are: 

(i) The cost of establishing a special institution 

{an EPZ anthority) and promoting the concept 

(0.5MS+) may not be justified. 

(ii) The potential for conflict exists betu;een a 

nationu.dde investment agency and an EPZ: 

authority. 

(iii) The possibility that countryu.ride trade and 

policy reforms required by IMF/Uiorlc Bank u:ill 

be delayed or ignored. This is a fear 

expressed obviously by the World Bank. It can 

also be argued that a successful EPZ will 

stimulate countryside reforms. 

The role of a free zone is to create special 

conditions on a limited basis (physical or 

administrative) in u1hich export oriented business 

activity can profit. If or when free trade conditions 

develop on a countryu1ide basis, the need for a free 

zone will cease to exist. 

The free zone is especially useful for a country 

looking to attr9ct export oriented foreign investment 

if (i) there is a major bureaucracy controlling 

imports, (ii) there are actual or perceived problems 

u;ith foreign currency payments or foreign ounership, 

or (iii) a country u1ants to give added emphasis to it!:; 

efforts to attract foreign export oriented investors. 
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2.3 The Legal Frameu~rk 

The free zone lau' sets out the basis for the 

relationship betu1een ( i) the various elements of 

government, especially the customs administration and 

the agency or ministry responsible for zone 

development and management, and (ii) betu1een the 

government and the private sector. 

As one of the main purposes of a free zone is the 

creation of a Lureaucracy free environment attractive 

to investors, this should be reflected in the free 

zone lau1. 

The main elements of a free zone lau1 include: 

( i) . .\ provision giving -;ome government body the 

pouier to declare particular areas or buildings 

to be free zones. This may be the Council of 

Ministers, or the Minister for Finance & 

Industry. 

(ii) The designation of a Ministry or EPZ authority 

with overall responsibility for free zone 

development. The normal practice u1hich is to 

make the Ministry of Industry responsible for 

free zone development as it is usually vieuzed 

as an industrial development ini t iat i1.:e. 

( i i i ) The pou1er to i ssw:? 1 i cences or permits to (a) 

private developers u~o u~nt to huild and 
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manage zones and ( b) to investors u:ho u;ant· to 

establish enterprises in the zone(s). The 

right to build free zones and establish 

businesses therein is a privilege ubich should 

be granted by the government to acceptable 

im:estors (i.e. bonaf ide exporters) . This 

privilege is given via a licence. The pO\l•er 

to issue 1 icences may rest u•i th the EPZ 

authority or the Minister responsible. 

(iv) Pooier to revoke a licence if there is a 

serious breach of customs rPgulations or 

conditions attached to the licence. 

(v) Provision for amending a licence with the 

consent of the licencee. 

(vi) Provision for the establishment of an EPZ 

authority (if such an authority is considered 

necessary). This provision u10uld deal with 

(i) the legal status of the authority, (ii) 

board membership, (iii) staffing, (iv) 

funding, (v) powers and functions of the 

author it~~. 

(vii) The right (clearly stated} of investors to 

import and export u•i thout payment of customs 

or excise taxes. 

(viii) Incentives. 

(ix) 4 clause on ou:nership (i.e. domestic or 

foreign ou.11ership permitted). 

{x) Provisions on repatriations of profits, 
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di \•idends and investment. 

(xi) Clause permitting foreign currency accounts 

(xii) 

(if necessary) . 

-~ clause giving the minister or government 

pO\lier to make regulations for the 

implementation of the act. Any regulations on 

customs procedures are normally made uiith the 

consent of the customs aclminisLration. 

2.6 Custome Administration 

The main purpose of a free zone is to allou• an 

uninterrupted flOU! of materials into a zone for 

processing, warehousing, storage, packing and export. 

The customs administration, together with the port 

administration, can be a major factor in causing or 

eliminating delays. 

With an EPZ, the task of the customs is very different 

from its traditional function which is preventive i.e. 

preventing importation u1i thout appropriate permits and 

documentation. In an EPZ the customs must facilitate 

rather than prevent. Neu' procedures and skills are 

necessary, including a knouiledge of accounting and 

stock checking. In an EPZ a lot of the control u10rk 

of the customs administration is based on checking 

stocks and accounts. 
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2. 7 Manasement and Organi sat ior1 

The administrative free zone concept as operated in 

:Mauritius and Fiji is a simple one. The Minister for 

Industry is responsible for issuing EPZ licences. The 

ministry receives applications from investors and 

reviews them u•ith the assistance of a conmittee. The 

conmi t tee inc 1 udes representatives from re 1 e\;ant 

government agencies and ministries. The conmittee 

advises the minister uiho issues a licence. The 

investor gets a building permit and other necessary 

permits from the relevant authorities and conrnences 

operations. The customs administration is responsible 

for •controlling• the duty free equipment and 

materials. The concept is promoted by the trade and 

investment agency - the Fiji Trade & Investment Board 

(FTIB} or the Mauritius Export Development and 

Investment Authority (MEDI.~). 

One problem faced by investors is the bureaucracy 

involved in establishing a project. There is no EPZ 

authority to assist investors or streamline procedures 

during the establishment phase. 

The traditional free zone formula is a more complex 

organisation. ..\ spec ia 1 governmer1t sponsor eel EPZ 

authority or administration is established to oversee 

the development of the EPZ progranm':'. The EPZ 
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administration is responsible for the development·, 

management and promotion of EPZs. Sometimes 

responsibility for development and management is 

delegated to the private sector. This trend is most 

pronounced in Latin America. The EPZ authority 

houiever retains responsi bi 1i ty for e\:aluating 

applications from potential EPZ investors and 

appro\:ing (or rejecting) them. 

The relationship between the EPZ authority and the 

customs administration varies from country to country 

- depending on the trust which exists between the two 

authorities. At Shannon, uihere both administrations 

(EPZ and customs) respect each other, both work 

together as tu10 independent co-operative branches or 

agencies of goverrunent u1ithout difficulty. 

In Korea and Taiwan the EPZ administration has the 

responsibility to supervise the operations of all 

other government agencies and departments u1i thin the 

zone. 

In Sri Lanka and the Philippines the zone 

administration performs the customs functions u1ithiri 

the zone. The customs administration does not 

function u•ithin the zone. 



lo 

2.8 Role of Public and Private Sectors 

The primary role of the public sector is to 

(i) Create a legal frameu10rk for EPZ development. 

(ii) Licence and supen•ise the development of 

private sector zones. 

(iii) Licence investors uoho uiant to establish 

businesses in zones. 

(iv) In the absence of private sector initiatives 

the public sector u1ill have to develop and 

manage zones. 

(v) Control the circulation of duty free equipment 

and materials to ensure that goods are not 

illegally diverted on to the domestic market. 

(vi) Ensure that zone investors behave as •good 

neighbours• and comply u•i th relevant 

legislation e.g. on emdronment and u10rking 

conditions. 

The role of the private sector is to 

(i} Develop and manage conmercially viable zones. 

(ii) Invest in and develop ,·iable business 

projects. 

The private sector can be repre~ented on the board of 

the EPZ authority or ad-.;isory cunmittee assisting thl' 

minister responsible for EPZ development. 
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2. 9 Conditions for Successful Free Zone De\•elopment 

The most important considerations are: 

(i} Political and economic sta•>ilit~: and a 

consistent economic policy favouring private 

enterprise, foreign i m:es tment , export 

development and a competi ti \•e exchange rate. 

(ii} Good transport and conmunications facilities. 

(iii} Reliable infrastructure. 

(iv} Market access: Preferential access to an 

important market is a significant advantage 

e.g. Fiji vis-a-vis Australia and Neu• Zealand. 

( v } Support sen• ices : These inc 1 ude a good 

banking system and an efficient freight 

forwarding service. In zones seeking skilled 

engineering or electronics projects, the 

existence of good quality sub-contractors and 

component suppliers is an important advantage. 

(vi) Labour: The cost and productivity of the 

u10rkforce as uiel l as the range of ski 11 s u;i 11 

determine to a large extent the type of 

industry which u.•i 11 be attracted to a zone. 

If the u10rkforce is unski I led, lou; technol og~1 

labour assembl~: projects u;i 11 predominate. 

( 1.:ii) Organisation: . .\n organisation u•hich can (a) 

deal effectivel~1 and quickly u:ith investor 

applications and (b) assist investors in th~ 

establishment phase, is import ant . 
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(viii} Urban Environment: For higher technology 

projects requiring qualified expatriate 

personnel, a good living environment is 

important. Recent location studies shoo' this 

factor increasing in importance for technolog~: 

projects. 

{ix) Industrial Park: The availability of a 

de\:eloped site in an industrial park or 

factory to rent is an important attraction for 

most investors. The location layout, building 

density, and design standard will depend on 

the type of investor. 

Industrial Park 

A general site specification for free zone industrial 

parks would include the fol lou1ing: 

{ i) Proximity to existing u•ater, electricity, 

sewage, telec01J1Tiunication lines and road 

neturork to minimize external costs. 

{ii) Size - most EPZ parhs are in the ~O - 80 ha 

range. Hou•ever, the size must be relat~d to 

the potential as well as urban and regional 

planning considerations. 

( i i i } Site - ideally should he le~el or gentl~ 

sloping and rectanguletr shape with gon<:I ground 

bearing conditions. 

(iv) Services - u;ater supply of around 20 - ~o 
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litres per ha per day, depending on u-0rker 

density and electricity supply of 0.1 

megau;atts per ha. These are general 

guidelines for light industry u~ich does not 

use uoater in the production process. Heav~: 

electricity users 1 ike founderies U'i 11 

obviously require more electrici t~·. 

(\;) Location - the location u1ill be determined to 

some extent by availability and cost of 

sites. For higher technology industries a 

prestige higher cost location is usually 

preferable (e.g. pharmaceuticals, medical, 

electronics). The garment sector u1ill usually 

opt for a lou~r cost location. 

(vi} Design and layout - as with location the 

design and layout u:i 11 be determined to some 

extent by the type of investor. Garment 

companies will usually prefer a high density 

low cost layout. Others u:ill opt for a 1001 

density u1el l landscaped site. 

2.11 Foreign Investment 

. .\ttracting foreign investment is an important part of 

the developme:nt plans of most countries. This applies 

to highly developed countries 1 ike .\ustria, Su·eden and 

the L:ni ted States as u•el l as oi 1 producing states of 

the Middle East and developing economies in .\frica, 
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Asia and Latin America. Competition at all levels· for 

investment is intense. Tu be successful in attracting 

investment the first step is identifying the type of 

investor uiho uiill contribute to the economic or 

planning objectives of the country or region in 

question. The second step is understanding the 

requirements of those investors and the factors uihich 

mot i\;ate and encourage them. 

Investors u1i 11 choose a location uihich offers a 

comparative advantage or series of advantages over 

other locations. Comparative advantages can be 

natural or man made. Natural advantages include 

location (e.g. Singapore and Rotterdam) climate or 

soil (Neu, Zealand) or uieal th in or beloui the ground 

(forests, ore bodies, oil). Man made advantages 

include an efficient infrastructure, streamlined 

administration, skilled workforce, or supportive 

research or enterprise envirorunent (Boston, Silicon 

\ial ley). 

The advantages or location characteristics sought b~r 

industry change over time (e.g textile, steel). 

Locations can alter th~ mix of advantages on offer by 

developing infrastructures, skills, institutions, and 

support services. Sing3pore, Taiu;an and Trelancl are 

examples of countries U'hich o,:er the medium/lunger 

term evol\;ed from centr·f:>s of lou ski 1 lP.cl to high 
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skilled technology. 

There are four broad identifiable categories of 

foreign investor - each seeking different types of 

comparat i\:e advantage and subject to different 

influences. They are: 

( i j Extractors and processors of primarr rau' 

materials (agriculture, mining, oil, 

forestry). 

(ii) Largescale producers of a uiide range of 

branded products for domestic market 

consumers. 

(iii) 

(iv) 

Investors in or purchasers of infrastructure 

facilities. 

Investors producing goods for export using 

imported inputs. 

The first category of investor is motivated primarily 

by the availability of material and costs of 

extraction. If the proposition is attractive, an 

operating enviroruoont u.1hich is difficult physicall~: 

{Alaska) or administratively (~igeria). 

The second category (largescale producers of consumer 

products) are motivated primarih' by market <:>iZ'=!, and 

the level of competition. If the market is bi8 enough 

(Brazil, \:igeria, Indonesia), political, 

ac1ministrativ0:>. or economic uncerte'linties c~n be 
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overcome - especially by largescale producers 

operating on short payback periods for im:estments. 

The third category takes a longterm vieuipoint and 

relates investment returns to potential risks. This 

is a rel at i\:eh' neu· category of investor. 

The fourth category is often a smaller im:estor u;ho 

can choose betu~en many locations. Cost, market 

access skills, living environment, support services 

and incentives are all considered. The u~ight 

attached to different factors varies among investors. 

Clothing companies emphasize cost, market access quota 

availability. Electronics companies are more 

concerned urith skills and the living environment. 

From a free zone vieuipoint, the fourth category is the 

most important. Research has shou~ that categories l 

- 3 are not strongly influenced by promotion efforts 

or incentives. Hoo;ever, the mobile export oriented_ 

investor is stronslv influenced bv both promotion 

~fforts and incentives. 

2.12 Promotion 

Inv~stment promotion has often been compared u1i th 

industrial marketing. The decision to purchase ;, 

major piece of equipment is similar to a clecision to 
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purchase or locate a neu• production facility. The 

stages in the decision making process include (i} 

2u;areness, {ii) interest, (iii) e\•aluation and trial, 

and (iv) purchase. 

Different information sources and marketing strategies 

are used at different stages in the decision making 

process. During the a~arensss and interest stages, 

impersonal information sources such as advertising 

brochures and good press articles are most effective 

in building credibility. During the late stages 

(evaluation and trial) personal contact becomes more 

important. 

Louis T. Weils of the Graduate Business School at 

Harvard University has studied the effectivness of 

different organizational formats for investment 

promotion purposes. The three options are (i) a 

private agency, (ii) a government ministry or 

department, or (.iii) a quasi government agenq:. 

There are feu' private agencies •as the result of 

investment promotion are not easily captured in a form 

that uiould generate profits for a private fi r·m". 

Three are two private agencies - one in Venezuela and 

one in Costa Rica (CINDE). They often encount~recl 

difficulties in developing effective u1oridng r~lations 

u1i th government organisation&. GcwPrnment c1ep;;,rtment s 
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often lack flexibility. Because of this they cannot 

react quickly to events or recruit personnel with 

suitable qualifications. 

The u;ells studies concluded that quasi government 

agencies are the most effective format. They can 

overcome the problem of inflexibility of government 

ministries, yet represent the government as a 

marketing organisation. 

To be fully effective houiever, the agency must have 

(and be seen to have) the support of government at the 

highest level as well as •across the board• support of 

different ministries. The most effective promotion 

agencies today e.g. Singapore Economic Development 

Board, Malaysian and Irish Industrial Development 

Authorities and the Scottish Development Agency all 

have this type of support. 

2.13 Incentives 

The incentives on offer do influence the decisions of 

export oriented investors choosing betu•een different 

locations uifthin a region or country u;her1 "all other 

things" are equal or nearly equal. 

Hou1ever , u1hen "a 11 other things" are not equa 1 i . e. 

infrastructure and services in location ~ are f~r 
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superior to those in location B - then no incentive 

package in location B u.ti 11 compensate for the 

infrastructure or services deficiencies. Only uihen 

the •fundamentals• are corrected in location B i.e. 

investment climate, infrastructure and sen: ices, U'i 11 

improved incentives make an impact. 

In a Gulf context comparative incentives are important 

only uihen the investment climate, infrastructure and 

support services in Qatar compare favourably u1i th that 

in neighbouring states (especially UAE and Bahrain). 

2.14 Costs and Benefits 

There have been very few cost benefit studies in free 

zone development despite the fact that there is 

probably more data available on free zones than almost 

any other development project. As a general rule, 

zones with large unoccupied areas after 10 years of 

development, or zones where development costs are 

exceptionall~~ high and which require a continuous 

subsidy, can usually be classed as failures. The 

easiest u1ay to avoid failures in the above sense is to 

(i) choose a location u1hich is inexpensive to 

develop close to existing services, and 

{ii) develop the project on a phased basis with the 

first phase developed and completed in 2 or 3 

~rears. 



In determining the scale of the first ph~se, 

conservat i \:e demand project ions should be used. The 

pri\:ate sector is more likel~: than government agencies 

to choose conmercially viable locations and develop 

the project or: the basis of realistic demand 

projections. A number of government sponsored free 

zones have failed because of (i) loca~ion choice based 

on political considerations and (ii) over ambitious 

cevelopment plans. 

Because of these considerations the ~orld Bank and 

other development agencies are nO\li strongl~1 advocating 

private free zone development. The main non 

conmercial benefits associated uiith free zone 

development include employment (mostly 10\ll skilled), 

the transfer of information and technology (normally 

Jou; level technology and production process skills), 

and the multiplier effect on the rest of the economy 

(often calculated at 2.0). A factor which can 

eliminate many of the advantages of a well planned and 

executed free zone project is largescale subsidies. 

Peter U~rr (i) in his analysis of the Penang free zone 

development project shou1ed that electricity subsidies 

offset most of the advantages arising from emplo~rment 

creation and foreign exchange earnings. 

( i) Peter u:arr : Export Processing Zones : The 

Economics of enclave Manufacturing : Uiorlcl 

Bank Research Obsen:er No. 1 June 1989. 
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CHAPTER 3 

FREE ZONE DEVELOPMENT I~ THE GvLF REGION 

3.1 Introduction 

Any free zone development in the Gulf region must take 

account of possible changes in the trading environment 

over the coming years. Possible changes include (a) 

improving marketing conditions in major states 

surrounding the Gulf such as Iran, Egypt, Iraq, 

Pakistan and India. The market in the major 

neighbouring states is 650 billion $, which is nearly 

3.5 times the size of the Gulf market (see Table 1) 

and (b) possible changes in the GCC itself arising 

from GATT membership and/or the completion of a 

customs union among GCC members. GATT m8inb,~rship may 

in time lead to changes in the GCC rules of origin -

eliminating the ownership requirement and the origin 

rules. It is possible to construct a number of 

possible scenarios of hou1 the rules and conditions in 

the GCC uoill evolve and change over the coming years. 

In evaluating the potential of any free zone proposal 

it is necessary to consider or take account of (i) the 

possible markets u1hi ch the free zone might s~rve, (ii) 

the market size, and (iii) the trade regime likely to 
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pr·evai 1 in each marke L. 

In one sem;e the possible market for any free zone 

product is the u1hole u;orld. Hoo1ever, the more obvious 

or realistic markets are those of the neighbouring 

countries or major trading partners. (The t1.vo groups 

do not necessarily overlap. In the case of Gulf 

countries the major trading partners are Europe, the 

C.S. and Japan}. In the case of trading zones, the 

neighbouring countries are usually the key markets. 

In the case of lou: technology (garments, electronic 

assembly; industrial zones in developing countries the 

major markets are the U.S., Europe and Japan. 

Neighbouring country markets are insignificant. In 

the case of man~facturing zones producing products 

involving medium or higher technology products, 

neighbouring country markets are often important. In 

the case of international service activity (especially 

financial/professional ssrvices where personal contact 

is important), neighbouring countries are usually the 

key markets. 
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TABLE 1 - M.~RKET SIZE (1991) 

G.C.C. 

Bahrain 
Kuuiait (i) 
Oman 
Qatar 
Saudi Arabia 
C . .\.E. 

Total G.C.C. 

GDP 
in US S 

4 
2-1 
12 

7 
108 

3.J 

189 

(i) 1989 figures 

MAJOR NEIGHBOURING 
COU"J'.IRIES 

Egypt 
India 
Iran 
Iraq 
Pakistan 
Syria 
Turkey 

Sub-total 

(ii) estimated 

Japan 
U.S .. ~. 
EC (iii) 

33 
305 
127 

16 (ii) 
43 
14 

112 

650 

3385 
5673 
5800 

Population 
in Million 

0.5 
2.1 
1.6 
0.5 

16.4 
1.6 

22.7 

53 
850 

58 
20 (ii) 

116 
13 
57 

1167 

124 
250 
350 

Imports 
in vs S 

-1 
6 
3 
2 

26 
13 

54 

8 
20 
22 (ii) 

4 (ii) 
9 
3 

21 

88 

237 
509 

1160 

(iii) EC is estimated and includes proposed neu1 members 
.~ust r ia, Finland, ~oru•ay, Sweden. 

Source The Economic and Business Report 1993/4. 
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Egypt, India, Syria and Turkey are pursuing economic 

reform policies designed to expand the role of the 

private sector and 1 iberal ize imports. Grou1th 

prospects are generally good. This region could 

prove attractive for firms based in free zones in 

the Gulf. Imports have been grou,ing at 10% 

annually. The major imports are machinery, 

transport equipment and other manufactured goods. 

3.2 The Gulf Co-operation Council (G.C.C. 

The unified economic agreement of the G.C.C. 

established a free trade area among the 6 member 

states. Articles 1 and 2 provide for the exemption 

of charges on products of national origin. Article 

3 defined products of national origin as products 

manufactured in plants 51% owned by member states 

citizens with value added of at least 40%. 

Article 4 sets the basis for establishing a customs 

union b~:7 providing for a uniform minimum customs 

tariff. 

At present the standard tariff in member states 

ranges from 4% in the t: .. ~.E., Qatar, Oman and Kuuiait 

to 5-10% in Bahrain ~nd 12% in Saudi Arabia. 

Government imports are exempt in all member states. 

Industrial and agricultural rau· materials ancl 
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equipment are exempt on a case by case basis. 

Saudi Arabia has a 20% tariff on a wide range of 

products made in the Kingdom. KlN.~it and Bahrain 

ha\:e tariffs ranging from 10~ to 30% on a smaller 

number of products. Qatar has 20% on iron bars. 

Dubai has exempted a large number of products and 

instituted a tariff of 10-20% on 6 products. Many 

food products are exempt from duty in all member 

states. Tobacco and alcohol are either prohibited 

or subject to special duties. 

At this point in time it is difficult to predict hou1 

the G.C.C. may evolve in the next 5-10 years. All 

G.C.C. members have joined or are in the process of 

joining GATT. One possible consequence of joining 

GATT is an alteration in existing GCC origin rules. 

Within the GATT frameu1C>rk there are proposals to 

draft a standard set of origin rules. It has been 

suggested that the rules ~~uld be drafted by the 

customs co-operation council in Brussels over a 3 

year period. 

~ conman set of origin rules uiould eliminate 

nationality clauses and be product specific. The 

standard origin rule is a change of tariff heading. 

Hou1ever there are many exceptions to such a r·ule. 

The origin rules attached to man~' trade ag·:-eements 
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betu;een the EC and 3rd parties run to 60 or 70 

pages. 

If the G.C.C. evolves into a fully fledged customs 

union, origin rules become obselete u;i thin th12 

C.C.C. area. 

3.3 Free Zones in the G.C.C. - Theoretical Prospects 

It is possible to construct a matrix of scenarios 

covering (i) different trade regime options in the 

G.C.C. and (ii) different categories of firm and hou1 

each might benefit or suffer in a free zone. 

The 1st scenario is a free trade area as exists in 

the G.C.C. today udth present origin rules (51% Gulf 

ouinership and 40% value added). Free zone companies 

selling in the G.C.C. market pay import duty on 

machinery and (a) on the value of the finished 

product or ( b) on the value of the imported rau1 

material content of the finished product. 

The 2nd scenario is a G.C.C. free trade area with 

neu• origin rules (no nationality oulflership 

requirement but substantial value added). Free zone 

companies pay duty on imported machinery and (a) on 

the value of the finished product or (b) on the 

value of the imported raw material content. 
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The 3rd scenario is one u1here the existing origin 

rules apply. Industrial machinery and materials are 

exempt from duty (a) on a case by case basis u1ith a 

lot of bureaucracy or (b) on an •almost automatic• 

basis. 

The 4th scenario is one uif"lere neu1 origin rules apply 

(no nationalit~' requirement but substantial value 

added). Industrial machinery and materials are 

exempt from duty on (a) a case by case basis u1i th a 

lot of bureaucracy or (b) on an •almost automatic• 

basis. 

Four possible firms are considered and hou• they 

might react to a free zone proposal. For the 

purposes of this revieu1 it is assumed that the 

operating conditions in the zone (physical, 

administrative) are at least as good as outside the 

zone. 

Firm A is a u_;arehousing and distributions firm 

selling in both GCC and other markets. Firm B is a 

foreign (51%) manufacturer uses largely imported 

(non GCC) materials and sell most (80%+) of his 

output outside the GCC. Firm C is a Gulf (31%) 

manufacturer \l'ith .+0% +value C1dded using l::irgel~: 

imported materials and sells mo~t (80% +i <.if his 

output in GCC markets. Firm[) is a f0reigr1 (51%+) 
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manufacturer u1ith •significant• value added using 

most imported materials and selling most ~80% ~) of 

its output in GCC markets. 

Table 2 identifies the circumstauces under u:hich 

firms will opt for a free zone location. In all 

circumstances trading and distribution companies 

will opt for a free zone location. In existing 

circumstances (scenario la} foreign mancfacturing 

companies (B and D} u1ill opt for a free zone 

location. With countrywide free zone conditions 

(including freedom of ou~ership) and streamlined 

bureaucracy (4b) no manufacturing company will need 

special free zone conditions. 

TABLE 2 - CHOOSING A FREE ZONE SITE 

.Scenario la lb 2a 2b 3a 3b 4a 4b 

Firm A yes yes yes yes yes yes yes yes 
(Trader) 

Firm B yes yes yes yes yes neutral yes neutral 
(Offshore ma nu/ 
facturer) 

Firm C no yes no yes no no no no 
(Gulf Co./ 
Gulf Market) 

Firm D yes yes no yes probably neutral no no 

(Foreign Co./ 
Gulf ?.larket ) 

The important points from the above table are: 
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(1) Traders involved in u:arehousing/distribution u•ill alu:ays 

opt for a free trade zone location. 

(2) With existing nationality origin rules, foreign ou.ined 

companies uri 11 probably choose a free zone site rather 

than a •domestic economy• site (la and 3a). 

(3) If free zone firms can sell products in GCC markets at 

concessionary duty rates (duty payable only on the 

imported material content of the product), the 

attractiveness of a free zone increases (lb and 2b). 

{ 4) Uillere free zone trade conditions combined uri th a • 1ot of 

bureaucracy• are available countryuiide, the free zone 

still has attractions for some investors (3a 4a). 

( 5) Uii th countryu1ide free trade conditions and no 

bureaucratic problems a free zone is not attractive for 

manufacturing industry (3b, 4b). 

3.q Free Zone Development in the ~rabian Gulf and 

surrounding region 

1. Bahrain -~ free transit zone uias established in the 

late 1950's beside the harbour of Mina Sulman. Activity 

at the transit zone has increased sharply in recent 

years. .4 joint Bahr a ini /!\ieu; Zealand cold storage 

facility is being developed for storage and distribution 

of goods throughout the Middle East. .~part from the 

transit zone, Bahrain has promoted the concept of duty 

free manufacturing facilities throughout the countq·. ..\ 

neu• industrial conplex is being developed at Hil'.10. Part 
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of the area of this complex u•i 11 be set aside for free 

zone de\:elopment . 

. .\part from free zone development. the Bahraini 

government is mounting a major promotion effort to 

attract investment, including the crec:tion of an 

attractive incentive package, a development bank and an 

im:estment promotion agency. The incentives on offer 

include a 100% foreign oumership, duty free import and 

export facilities, tax free facilities and generous 

financial incentives to employ Bahrainis. 

The international financial sector is well established 

in Bahrain. There are about 20 conrnercial banks, about 

50 other offshore banking units, about 50 or so 

representative offices, upwards of 20 investment banks 

as u1el l as foreign exchange bankers and insurance 

companies. Manufacturing and distribution companies are 

nou1 moving to Bahrain in significant numbers. OHL has 

recent!~; established a neu1 regional centre in Bahrain. 

Dubai The Jebel Ali free zone in Dubai is the 

largest and best knou'11 in the Middle East. Dubai has a 

traclition as an important trading and d!stribution 

centre for many years. The Jebel Ali zone is part of a 
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100 sq. kilometre complex including port and industrial 

park. The development began in the earl~r 1980's and by 

1991 about 300 investors had opted to establish 

businesses in the zone. Table 3 attached sho\l'S a 

breakdouin of investors by country of origin and 

acti\;ity. This table is based on a brochure list of 

investors supplied by the Jebel Ali free zone 

authority. 

TABLE 3 JEBEL .o\LI FREE ZO!~E 

Activity Mfring Trading Freight Oil Legal/ Marine Other Total 
Finance 

Orisin 

UK 57 50 2 2 111 
UAE 20 18 9 8 12 2 11 80 
Other Gulf 5 8 1 14 
States 
Europe 10 20 2 1 33 
(excl.UK) 
. .:\Sia 5 10 1 16 
America 8 11 4 1 24 
Other 5 12 2 19 

Total 110 129 9 16 12 2 19 297 

TABLE 3A - M~NtJFACTlJRING SECTOR BREAKOOU.N 

Sector Manufacturing 

Garments 27 
Engineering 16 
Building Materials 3 
Packaging 10 
Chemicals 15 
Food 13 
Other 26 
Total 110 

.Source Jebel Ali list of Investors (J9Ql) 
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At present there are more than 500 tenants in the Jebel 

Ali zone. The main attractions include the very 

positive investment climate u•hich includes lOOX foreign 

ou.rnership, no customs or excise duties, no taxation, lou; 

cost facilities, excellent support services and a strong 

conmitment at all levels in government to solving 

investor problems and removing obstacles. 

Fujairah The Fujairah free zone \llaS established by 

an .""1iri Decree in 1987. The zone is beside the port 

and close to the international airport. The zone 

authority provides office and uiarehousing acconrnodation 

as well as developed sites for lease in a range of sizes 

at competitive rents. To date the zone has attracted 

investors from Asia, Europe and North America including 

food distribution, chemicals, cosmetics, garments, 

jeu1el lery, packaging, mechanical and electrical 

engineering, machinery, metal fabrication and trading. 

In line with other zones the Fujairah zone permits 100% 

foreign ournership, has no restrictions on repatriation 

of profits or dividends or capital, no import or export 

duties, no personal or corporate taxes. The zone 

authority assists investors during the establishment 

phase with visas, u1ork permits, health cards, housing 

and other establishment problems. 4 list of 56 projects 

in the zone include 16 trading projects, 19 related to 

freight foru1arding and shipping activity, 1 leasing 
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corporation, 16 manufacturing (including 7 garment) and 

~ other projects. 

~. Other Gulf zones At present free zone projects are 

5. 

being planned in Abu Dhabi and Kuu;ai t. l\.uu•ai t had a 

significant re-export trade prior to the Gulf ~ar. Much 

of this u1ent to Dubai after the u;ar. Plans for a free 

trade zone uiere approved late in 1993 uihich included a 

u~rehousing and transhipment complex on a 26 acre site 

near Shuu~ikh port costing 5 million Kuwaiti dinars. 

Future plans also envisaged the development of an export 

processing zone. 

The Iranian parliament in 1991 designated Qeshm 

Island as a free zone. The plans for the zone envisage 

energy intensive industries and also a banking complex 

and a tourist resort. 

6. Jordan There are free zones at Aqaba, Zurka, Queen 

Alia international airport, and at Jaber on the Syrian/ 

Jordanian border. At the end of 1991 there were 21 

industrial projects and 178 conmercial projects 

operating. Employment in the industrial projects was 

about 300. The investors came from the Middle East, Far 

East and Europe. About half of the investors are of 

domestic origin. 

An objective of the Aqaba zone is to replace Bahrain as 
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a ma;or u~rehousing and distribution centre in the 

Middle East. Free zone companies can benefit from a 12 

year tax holiday as u1ell as the right to import 

machinery and materials dut~· free. 

Svria There are a number of free 20:-ies operating in 

Syria including Damascas, Aleppo, Tartous, Latakia and 

Deria. The first transit zone u~s established at 

Damascus in 1952. In 1971 a free zone authority u1as 

established to promote and develop the free zone concept 

throughout syria. 

8. Lebanon Successful free -Ones operated in Beirut and 

Tripoli before the civil war erupted in the mid 1970's. 

These free zones were established in 1948. 

9. Esvpt Free zones have been operating in Egypt since 

the mid 1970's at El Na3r near Cairo as well as 

Alexandria. Employment in these zones, according to 

World Bank estimates is in the order of 25,000 people. 
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CHAPTER .t 

FREE ZO~c DEVELOPMENT IN QATAR 

~.l The Gulf Economies 

The economies of the Gulf states have many conrnon 

characteristics and face some similar problems. They 

are all to a greater or lesser extent dependent on oil 

and have benefited from the oil price increases of the 

last 20 years. In the case of UAE, Kuwait and Oman, oil 

accounts for in excess of 40" of GNP. The relevant 

figures for the other states are Qatar (close to 35%), 

Saudi Arabia (around 27%) and Bahrain (around 18%). 

The benefits of oil revenues are reflected in high 

levels of ~er capita income. Kuwait, UAE and Qatar have 

f-":ff capita incomes of 15-20000$ each, per capita incomes 

in Saudi Arabia, Oman and Bahrain are in the 6-9000$ 

range. Oil accounts for over 80% of exports in most 

states. 

The major imports are food (around 15% of the total in 

most states), machinery and transport equipment and 

other manufactured products. Intermediate raui materials 

for further processin8 are of limited significance at 

present, reflecting the nature of the existing 

industrial structure. Japan, the u~, the US, Germany, 



France and Italy are the main sources of imports. The 

Japanese share of the Gulf market is around 14% in most 

states, the liK share is 11-13%, the US share ranges from 

20-25% in Saudi Arabia and Kuu1ait to 8% in Onan and liAE. 

The importance of the manufacturing sector varies from 

about 5% of GNP in Onan to 16% in Bahrain. The 

industrial sector in most states is made up of a heal•r 

industry sector based on hydrocarbons and the production 

of metals/metal products, together uiith a small/medium 

industry sector supplying food, building materials and 

consumer products to the domestic market. 

With the exception of Saudi Arabia agricultural 

production and potential is limited. The development 

objectives of the GCC member states are similar in many 

respects. They include: 

(i) Reduced dependence on the oil/hydrocarbons 

sector by developing other sectors. 

(ii) Reduced dependence on expatriate u1orkers both 

skilled and unskilled. 

The development proposals vary from state to state as 

well as the problems faced by inclividual states. 

Bahrain for example has a 10-15% llnemployment rate among 

its citizens. In other states unemployment is 

negligible. Dubai and Bahrain arf!. cleveloping as major 

centres of tourism and international conmerce. Saudi 
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Arabia on the other hand is emphasizing industrial 

development (based partly at least on import 

substitution) and the development and exploitation of 

its mineral resources. 

To date Bahrain and Dubai have gone further than any 

other GCC state in creating the conditions necessary to 

attract mobile export oriented foreign investment. 

~-2 Intra G.C.C. Trade 

Overall intra GCC trade is a very small part of GCC 

trade. The total trade of GCC member states (imports 

and exports) was in the order of 138 billion S in 1991 

(GOIC data base) with exports of 82 B S and imports of 

56 B $. Non-oil exports accounted for about 12% of 

total exports or about 10 B $. Exports to GCC states 

were in the order of 4.5 B s. 

Oil is one of the major products in intra GCC trade. 

Bahrain and UAE are major importers. Other irnportant 

products include: 
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(i) Bars and rods produced in (~tar and Saudi 

Arabia. (Most of the output of Qatar Steel is 

used in the construction industry in other Gulf 

states). 

(ii ) 

(iii ) 

( iv) 

(v) 

(vi } 

(vii) 

Chemicals produced in (~tar and Saudi Arabia. 

Paint and paper products produced in l\tN•ai t. 

Cement mainly from Saudi Arabia. 

Aluminium products from Bahrain. 

Food from Saudi Arabia, uitlich is one of the 

u.10rld' s major u.theat producers u.1i th about 4. O 

million tJn annually. 

A range of manufactured articles produced (or at 

least assembled) in Dubai. 

In terms of intra Gulf trade, the principal exporters 

are Saudi Arabia ulith its relatively diversified 

economic structure and the UAE - the major distribution 

centre. The UAE is the principal Gulf country exporting 

to Qnan, Qatar and Saudi Arabia. Elsewhere in the Gulf 

(KUU1ait, Bahrain and UAE) Saudi Arabia is the major 

exporter. 

Tables 4 and 5 set out Qatar's trading relationship u1i th 

other GCC states and the rest of the u1orld. 



T . .\BLE 4 

SIC No. 

1 Food 
2 Be\:erages Tobacco 
3 Crude Materials 
4 Mineral Fuels 
5 Animal, Vegetable Oil 
6 Chemicals 
7 Manufactured Goods 
8 Machinery, Transport 
9 Misc. Manufactures 
10 Other 

Total 

Total (excl.3) 
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1992 TRADE Ii" M QR'S 

Imports Exports 
Total GCC Total GCC 

928.5 106.3 25.3 24.8 
87.9 19.l 0.2 0.2 

229.8 70.9 24...t 6.1 
50.5 34.5 11649.6 117.0 
38.7 18.9 0.2 0.1 

462.5 94.5 1136.8 180.3 
1333.7 196.9 646.1 644.7 
3232.9 83.4 1.8 1.5 

969.5 155.9 114.9 11.0 
2.0 0.3 0.8 0,8 

7336.0 780.7 13600.l 986.5 

1950.5 975.0 

TABLE 5 - TRADE BY REGIONAL GROUP IN M QR'S (1992) 

G.C.C. 
Kuwait 
UAE 
Saudi Arabia 
Bahrain 
Oman 
Other Arab Countries 
European Coilmunity 
Other Europe 
,.\merica 
.. ~sia/Oceania 
.~frica 
Oil 

Tntcsl 

Source : cso Qatar. 
Features worth noting are: 

Exports 

986.5 
65.9 

497.0 
358.0 

30.8 
34.8 
28.6 
59.8 
2.4 

113.4 
3347.9 

9.0 
9052.4 

13600.1 

Imports 

7~0.7 
24.6 

370.3 
263.7 
99.8 
22.1 

231.1 
2625.4 

327.8 
1064.5 
2288.5 

15.4 
15.4 

7336.1 

{i) The importance of one product (iron and steel rods) in 

total exports to GCC states (65% in total). 

(ii) Exports to GCC states account for 50% of non oil exports. 

(iii) The major industries (chemicals ancl steel) account for o':er 



60 

90% of non oil exports. The only other significant· exports 

are clothing (109 M QR's} and food (25 !\I QR's). 

~.3 The Manufacturing Sector in Qatar 

In the terms of the GCC, Qatar has a uoell developed 

manufacturing sector u;hich accounts for about 13% of GNP. 

This compares u.rith Onan (-1%), Saudi Arabia and UAE (about 8%) 

and Kuu~it and Bahrain (about 15%). The most important 

companies are two major chemical companies and a steel 

producer. All three are government ouined, established in the 

I970's and have minority foreign partners. Apart from these 

the sector is dominated by smaller scale industry serving the 

domestic market. 

Foreign investment is limited to 37 (out of 321 licenced/ 

registered) companies with minority foreign shareholdings. 

Investors from other Gulf states are involved in 7 companies, 

other Arabs (18 companies), Asians (6 companies) and Europeans 

( 7 companies). 

Table 6 provides an analysis of the 321 lister.I companies by 

size and sector. Apart from the 3 large chemical/steel 

companies and a number (2q) of recently established garment 

producers, most enterprises are ven: small scale. Most of 

those garment producers \l;ere ~st~t..>listied in tlu? last 5/6 

years. 
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Table 7 out lines the employment grourth for the 7 years 

1984-91. The most notable features of the table are the 

grOUJth in the clothing sector and the decline in employment in 

the non-metallic sector. 

TABLE 6 

M.~NuFACTI.iRING ESTABLISHME~IS BY EMPLOYME~I SIZE 

.Size 

Sector 

Food/Drink 
Tobacco 
Clothing/ 
Textiles 
Wood/Furniture 
Paper/Printing 
Chemicals 
Non-Metallic 
Products 
Base Metals 
Fabricated 
Metals 
Other 

Total 

0-20 

24 

2 

16 
6 

28 
42 

34 

152 

47.4 

21-50 

13 

1 

15 
9 

17 
18 

19 

1 

93 

29.0 

51-100 

7 

3 

3 
6 
7 
6 

2 

34 

10.6 

101-150 

3 

24 

2 
2 
4 

1 
2 

38 

11.8 

501+ 

3 

1 

1.2 

Total 

47 

30 

34 
23 
57 
70 

2 
57 

1 

321 

100 

Source: List of Establishments Registered and Licenced up to 
end 1991. Ministry of Industry. 

TABLE 7 

1984 

Food Drink Tobacco 
Textiles Clothing 
Uiood Furniture 
Paper Printing 
Chemicals 
~on-Metallic Products 
Base Metals 
Fabricated Metalfi 
Other 

Total 

1563 
1865 
1827 
1126 
2800 
4144 
1223 
1508 

104 

16160 

EMPLOYME~I CHANGE 

1991 

2107 
5057 
1862 
1138 
2892 
2120 
1097 
1871 

109 

113253 

Change 

+544 
+3192 

+35 
+12 
+92 

-2024 
-126 
+363 

+5 

+2023 

Source: Annual Industrial Surveys, CSO Qatar. 

% Change 

+34.8% 
+171.2% 

+1.9% 
+1 .1% 
+3.2% 

-48.8% 
-10.3% 
+24. 1 % 

+4.8% 
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-l . -! Tlio? P 1 arm i riv Cori t ~ :-; t 

The supremt> planning council pul)lished its first 3 year 

socio-economic plan covering ttae years 19Q2-9'.:). The plan 

recognises the need for diversifying both the re,~enue 

sources and the productive base in the economy. 

Considerable stress is placed on finding prodL1ctiFe 

employment opportunities for Qararis and reducing the 

country's dependence on a foreign ulQrkforce. Increased 

productivity is another issue uihich is highlighted. 

The overal 1 grou1th target in the plan is 6% annually. 

Th~ individual sec~or targets are agriculture 3t, oil and 

gas 7%, manufacturing 8%, utilities 8%, building activity 

16% and trade 6%. 

In order to achieve the obje~tives there is a need to 

introduce improved integration and co-ordination betu;een 

the different organisations involved in ti1e development 

process. The need to revise legis~ation, regulations and 

The importance of education is mentioned throughout the 

document. In particular, the need to link technical 

education ~nd vocations! training with the developing 
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needs of th~ econom~' is essential if the programm;;.. of 

•Qatt:1rizati0n• is to succeed. 

The role of fina11ce and credit iri the develo!1ment process 

is covered. In addition to establishing specialized 

development ban ... s, the conmerc ia 1 banks u•i 11 be 

encouraged to provide medium term development finance for 

suitable projects. 

The role of foreign investment U'ill be to: 

(i) help bridge the expected gap of 15 billion QR's 

betu•een the planned investment and local savings, 

and 

(ii) introduce neu• technologies and ski 1 ls into the 

economy. 

The majo1- development in the manufacturing sector in 

recent ~·o:!ars has been the grouth of the garment sect<.)r·. 

This has result~d in an inr:-reased inflml· of rPlatively 

unski 1 led non-Qatar i worke1·s and very 1itt1 e in terms of 

for.,, i gn i n,:estment ancl ne1l t8chnol og~:. 
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If the manufacturing sector is to develop in a u:a~· 

intended in the plan it will be necessary to: 

(i) Identify the types of industry uihich u•ill 

contribute to the plans/targets (technology, job 

opportunities) in the short and medium term. 

These industries Ul()Uld be based on the comparative 

advantages on offer (e.g. 1001 cost electricity, 

central Gulf location, and in the medium/long term 

a skilled u10rkforce and possibly a uiell 

established venture capital sector). In this 

context a number of project studies have already 

been completed. 

(ii) Conduct market research to identify the attitudes 

and requirements of investors. 

(iii) On the basis of the market research put in place 

the necessary conditions in Qatar to attract the 

relevant investors. These include the legal, 

administrative and physical conditions and support 

services. As most of the projects uiil probably 

involve the importation of materials for 

processing and export, one of the necessary 

conditions urill be an effective fre8 trade regimf." 

in the form of a free zone or countrywide free 

tr~de facilities. 

(iv) Conduct a suitable investment promotion campaign. 



65 

~.5 The Institutional Frameu10rk 

Overall responsibility for industrial development rests 

with the Ministry of Energy & Industry. Within this 

frameu10rk the Qatar General Petroleum Corporation (QGPC) 

is responsible for exploration, production and sale of 

oil and gas, as u1ell as the establishment and management 

of hydrocarbon based industries, including oil 

refineries, fertiliser plants and petro-chemical 

complexes. 

The devc .Jment of non hydrocarbon industries, as well as 

small and medium industries, is the responsibility of the 

departments of industrial development and industrial 

licencing and control. 

The main responsibili.ties of the ministry are: 

(i) Proposing and executing industrial development 

plans. 

(ii) Promoting and developing industry and identifying 

obstacles and problems 

(iii) Supervising and monitoring development and 

(iv) Industrial licensing. 

In its efforts to promote industrial development, the 

ministry has close to 60 project profiles {mainly for 

eriergr intensive projects), prepared by various 

consultants and L~NIOO personnel . About 10% of thes~ 

projPcts have been implemented to date including gypsum, 
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soap and metal coating projects. 

The ministry has prepared a series of proposals for 

investment promotion. The department of industrial 

development evaluates 50 to 60 project proposals 

annually. In addition, it services enquiries from 

potential overseas investors. Some attractive enquiries 

have failed to develop into projects because of 

(i) more attractive incentives and investment 

opportunities in other Gulf states; and (ii) a lack of 

confidence on the part of some Qatari joint venture 

partners. 

A problem in responding to enquiries by potential 

investors is the lack of good promotion material setting 

out clearly the incentives, facilities, regulations and 

procedures in relation to investment. 

The lack of clear guidelines creates uncertainty in the 

mind of many foreign investors. It is difficult if not 

impossible to persuade mobile investors to invest in 

Qatar in such circwnstances. 

4.6 The Legal FrameuQrk 

The most important lau• in Qatar in rel cit ior1 to foreign 

investment is Lau1 No. 25 of 1990. Article ;--;o. l allou1s 

non Qataris to engage in conrnerce and industry pr01.:iclecl 
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there is a Qatari partner udth 51% of the company.· 

Articles 3, ..i and 5 deal uiith the exemption from the 

provisions of Article 1 by u1ay of decree. The 

application for exemption should be submitted to the 

Ministry of Economy and Conmen:e, along with supporting 

documents by a services agent of Qatari nationality. The 

decree u1ill be issued in 2 months. This lau; in its 

present form will not encourage export oriented foreign 

investors u1ho u1ant to retain a majority shareholding in a 

project. A more positive lau1 stating clearly that 

majority or 100% foreign investment uii 11 be permitted, at 

least in free zones, is necessary for successful free 

zone development. 

Lau1 No. 7 of 1976 deals with the establishment of a free 

zone at Doha port. Article 4 foresees •free zones 

attached to the (free zone) corporation in other 

locations in the state•. Activities permitted in a free 

zone include storage, transhipment, packing, assembly of 

cars and trucks and other industries or operations •not 

in competition \llth national industries•. Article 3 

provides for the establishment of a free zone corporation 

with a board of directors (total 7) representing various 

state institutions and the Chamber of Conmerce. 

Some amendments to this lau1 \l.IOuld be desirable to bring 

it into line u1ith current thinking on fref' zonf' 
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development. Following changes may be considered:· 

( i) Renaming the lau1 free zone in the state of Qatar. 

(ii) Setting out a clear procedure for establishing 

(iii ) 

(iv) 

( v) 

free zones. 

Allouiing the private sector to develop zones. 

Allou.iing the private sector increased 

representation at board level on the corporation. 

Giving the corporation autonomy in determining 

prices and other aspects of routine operations. 

(vi) Devolving pou1er from the council to the relevant 

minister to make regulations. 

(vii) Permitting the storage of goods imported for local 

distribution in a free zone (Article 10.3). It is 

often impossible to separate goods for local 

consumption from free zone goods. 

(viii) Define the phrase •concerned authority• in Article 

14 - is it the customs administration? 

4.7 Customs Administration 

The department of customs is headed by the Director 

General under the Ministry of Finance and Corrmerce. 

Unlike man~· other countries the ~tandard customs tariff 

at 4% is lou1 and not a major revenue earner for the 

government. Most documentation is processed at the Head 

Office. The present staff is capable and adequate to 

handle the existing u1orkload. There are proposals to 

increase the number of staff and facilities in line with 
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neur demands on the sen.:ice. 

The follou1ing documents are needed for any import. 

( i) 4 copies of a cOITIJlercial invoice. 

(ii) A certificate of origin. 

(iii) Copies of a bill of lading. 

(iv) Copies of an insurance policy and 

(v) A packing list. 

According to investors customs procedures are not a 

problem. There are, according to traders, some delays in 

processing documents. The extent and cause of such 

delays need to be reviewed in the context of a full 

feasibility study. It is possible that incomplete 

documentation rather than customs administration is the 

problem. The customs department operates from 0600 hrs. 

to 1300 hrs six days a week from Saturday to Thursday. 

Industries u1hich are export oriented e.g. garment 

production, can import equipment and materials duty free 

for processing and export. Investors seeking such 

facilities apply tt:' . conmittee u1ithin the ministry of 

finance and commerce. 

4.8 Support Facilities 

The situation is covered in some detail in Appendix 1. 

As this is a pre-feasibility study t~e key question is 
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uihether or not the physical and conmercial support 

facilities are generally suitable for free zone 

development and if not, uihether any serious or major 

obstacles exist. The conclusion in the case of Qatar is 

that the overall situation is good. Some reservations 

have been expressed about the adequacy and cost of sea 

transport uihich needs to be fully investigated in the 

context of a full-scale study. Another problem u1hich has 

been touched upon by some people during the 

pre-feasibility study is the inadequacy of the third 

level education and vocational training facilities at 

present. From the point of view of developing small and 

medium-scale industries, a service institute which will impart 

technical and vocational training programmes related to 

promotion of industrial development is essential. 

Banking and othar conmercial support facilities are 

generally good. There may be a need (but this would have 

to be proven in a feasibility study) for an organised 

venture capital facility and other forms of medium and 

long term financing. 

~.9. Potential Activities 

Qatar, Dubai and Bahr~in have many similar but not 

identical location characteristics. Ther are all GCC 

members uif th a high dependance on hydrocarbon and heaq· 

inclustry activit~'· Per capita income is high. Therf? i~ 
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a tradition and Rptitude for trading in all countries. 

They all have relatively central locations within the 

Gulf and good access to Saudi Arabia which is the main 

Gulf market. Uihile Qatar may not uiish to compete directly 

uii th free zone developments in Dubai, Bahrain or similar 

locations, it may in the right circumstances attract a 

percentage of the investment flouiing into the Gulf at 

present seeking free zone locations. Table 3 and 3a 

provide an analysis of the type of activity and the 

origin of investors established in Jebel Ali and 

Fujairah. In Jebel Ali the emphasis is on trading and 

assembly type manufacturing. Garments account for about 

25% of the manufacturing projects. Trading, 

manufacturing and shipping support services are also 

major activities in Fujairah. 

A number of international companies are using both 

Bahrain and Dubai, not just as distribution centres but 

also as regional headquarters. 

From a Qatar economy vieuipoint regional headquarters and 

distribution activity, as well as related services like 

repair, maintenance anc assembly may have attractions, 

compared uiith 10111 skilled manufacturing activity. The 

employment density in trading and distribution is lou1 

compared uiith assembl~, manufacturing. u:arehousir1g and 

distribution companies employ betu1een 20 ancl 50 people 

per acre compared u:i th about 400 for garment 
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manufacturing companies. Warehousing distribution and 

headquarter companies provide a u1ide range of jobs 

including marketing, administration, accounting, 

handling, packing and despatch. In labour intensive 

manufacturing activity about 90% of the u10rkers are lou• 

skilled production u10rkers. Overall uiarehousing and 

distribution should be able to provide more suitable 

emplo~1ment opportunities for Qataris than 1001 technology 

manufacturing. 

The possibi 1i ty of developing high technology <lt this 

point in time is limited. There is little evidence of 

such development elseu.ihere in the Gulf. However, given 

suitable goverrunent conmitment, and particularly in the 

area of technical education and vocational training and a 

longer term vision, it may be possible to develop a 

reasonable medium/high technology sector. It has been 

sone successfully in the laast 20 years in other parts of 

the globe, most notably in Singapore, Ireland and 

Ta iu1an. The free zone concept has been a part (but only 

a part) of the development process in these countries. 

The benefits which a free zone u10uld bring for traders 

uiould be very much along the lines of those outlined in 

.Section 2.4 based on the li.K. government's 1993 free zone 

ucrking group conclusions and the analysis in Section 

3.3. For traders there u1ould be a •customs• or duqr 

benefit. Reduced customs formalities, a streamlined 



73 

organisation and u1ell developed infrastructure uiould be 

of particular benefit to small scale traders. Such a 

zone u/Quld also have •special appeal and marketability• 

and could provide a frameu10rk for promoting foreign 

mobile export oriented investment into Qatar. 

~.10 Conclusions 

4.101 Free Trade Zone 

A free trade zone to acc011J110date u~rehousing, packaging, 

storage and transhipment activity could be developed 

successfully in Qatar. The scale of the development is, 

however, impossible to predict at this stage but could be 

ascertained in the context of a full-scale feasibility 

study. The benefits which a free zone would bring for 

traders would be very much along the lines of those 

outlined in Section 2.4, based on the u.K. government's 

1993 free zone working group conclusions and the analysis 

in Section 3.3. For traders there u/Quld be a •customs or 

duty benefit~ Reduced customs formalities, a streamlined 

organisation and well developed infrastructure u1ould be 

of particular benefit to small scale traders. Such a 

zone u1ould also have •special appeal and marketability" 

and could provide a frameuiork for promoting foreign 

mobile export oriented investment into Qatar. 

2. Much of th'? necessary support infrastructure is in place 
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including good telecorrmunications, u1ater supplies and 

electricity. 

3. A ver~1 important aspect of any trade zone is the quality 

and range of international transport facilities and 

related services, including handling, freight foru•arding 

and customs clearance. An important part of any 

feasibility study u10uld be an indepth examination of the 

transport situation and related facilities and services 

to determine uihat improvements are possible and 

necessarr. As part of the transportation revieu1, the 

development plans and timescale for the harbour at Doha 

uiould be revieu•ed. 

~- There are a ntUJJber of potential sites in or near Doha. 

Site selection should be based on the results of the 

marketing studies which uiould indicate the potential 

scale of activity and the accOlllTlodation requirements of 

potential investors. 

5. Investors from Qatar and overseas have expressed an 

interest in a trade zone in Qatar. .~ meeting \Iii th the 

Chamber of Conmerce during the course of the study u:as 

very u~ll attended, reflecting serious interest by 

members of the Qatari business corrmunity. 

6. The \f.1ater, e 1 ec tr i c i q1 and tf' 1 ef'onmuni ca ti on.,; 

requirements of a trade zone C1re modest. The rele11ar1t 
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authorities u10uld have no difficult~· in supplying these 

requirements. 

7. Trade zone activity is not labour intensive. There u-0uld 

be about 50 uiorkers per acre compared u;i th •WO in labour 

intenseive manufacturing industries like garment 

production. Emplo~rment opportunities in the trade sector 

u10uld be more varied than in labour intensive 

manufacturing uihere the emphasis is on 100! skill 

production workers. With the varied employment 

opportunities, a number of Qataris should be able to find 

suitable positions in the zone. 

8. Value added in a trade zone is initially small. If, 

however, the turnover is high enough the total value 

added can be significant. Over the medium term the value 

added can be gradually increased as maintenance, repair 

and assembly activities are added to the basis trading 

function. 

~.10.2 Industrial Zones 

1. A lou1 skilled labour intensive industrial zone could 

probably be developed sur,cessfully. This u10uld lead t0 

an increase in the number of garment and other assembl; 

type products with the consequent increase in the demand 

for loui skilled, migrant l;,bour. Hou1ever, the socio 

economic benefits and costs of such developments for tt1e 
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state of Qatar need to be carefully weighed. 

2. A special medium/high technology manufacturing zone for 

energy intensive industry and related activities is 

possible only uii th a very strongl~r focused promotion 

effort and plans for a series of initiatives utiich u_;ould 

include: 

(i) A clear statement of industrial policy including 

incentives, procedures and treatment of fore~gn 

and local capital. 

(ii) The development of suitable project ideas u1i th 

export potential beyond the GCC (the department of 

Industrial Development have many project ideas in 

the pipeline). 

(iii) The development of technical and vocational skills 

for effective participation of Qataris in such a 

project. 

(iv) The provision of a range of financial services 

supports including venture capital and soft loans, 

training assistance and incentives comparable u1ith 

or better than neighbouring states. (liNIDO is 

about to undertake a review and study of many of 

these points). 

The need and necessity for a special industrial free zone 

can be reviewed \l;hen the stc:1t~ of Qatar takes suitable 

steps in the above direction. 
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~.10.3 Reconmendations 

1. The government of Qatar should proceed uii th a full scale 

feasibi 1 it~· study for the development of a free trade 

zone. 

2. The gO\:ernment of Qatar can revieu: the status of an 

industrial free 2one after the initiatives referred to 

above are put in plac.e. 
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CH.l\PTER 5 

PROPOSALS 

5.1 Introduction 

Qatar faces a relatively unique set of economic problems. 

It is one of the feu• countries in the u10rld u1hich does 

not have an employment problem. It is unusual in that 

most jobs are held by non nationals. As a result the 

majority of the population are non Qatari. Further 

expansion of employment opportunities unsuitable for 

Qatar1s will lead to a further infl0\1.1 of migrants and 

exaserbate the existing population imbalance. 

A number of basic products and services in the economy 

(some foodstuffs, electricity and health) are subsidised 

by the government. Further increases in the migrant 

population u1ill lead to increased demands for subsidized 

products and services. linless the migrant workers are 

making a significant value added contribution to the 

economy, their overall net value to the economy may be 

negative. 

3.2 Site and OrHanisational Ootions 

A legal base already exists to establish a free port at 

Doha (Lal.I· ~o. 7 - 76) . There i' somt:' space in and 
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around the port area. HO\llever, there are a number·of 

other locations in and around Doha and Unm Said urhich can 

also be considered. It may be that more than one site is 

justified or that some form of administrative free zone 

concept could be implemented, al lou•ing the possibi 1 i ty of 

a series of single factory free zones. 

The I 976 lau• al so provides for the establishment of a 

free zone corporation. The necessity of such a 

corporation needs to be revieu~d in the context of a full 

scale feasibility study. Can for example a free zone be 

developed as in Mauritius and Fiji under the direct 

administration of a ministry (finance or industry} and 

promoted by a national promotion agency. 

Other issues uihich needs to be considered from an 

organisation vieu~oint include: 

(i) The ministry with overall responsibility for free 

zone development. If it is primarily a trade 

initiative, the minister responsible for trade and 

conmerce usually takes the lead role. If it is an 

industrial development initiative, obviously the 

ministry for industry is more relevant. 

(ii) The relationship between the free zone 

organisation and other promotional agencies u•ithin 

the country. Should the free zone agency be part 

of a uiider national investment promotion agency or 

should it have a separate identity? There is no 
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simple ansurer to this question. In some cases in 

recent years (Togo and Sri Lanka) separate free 

zone agencies have been merged u1i th national 

promotion agencies for reasons of economy and 

efficiency. 

(iii) The role of the private sector in the development 

and management of the free zone or zones needs to 

be clarified. Should the private sector develop 

and manage the zone independently or in 

partnership u1i th the goverrunent. or should a 

government agency take overall responsibility for 

development and management of the free zone 

progranme? 

(iv) Conmercial viability. Should the free zone be 

developed on a conmercially viable basis i.e. zone 

revenue covering both investment and operating 

costs, or should it be viewed as a •test leader• 

which will generate considerable indirect benefits 

for the economy? 

5.3 The Terms of Reference 

A feasibi 1 i t~1 study for the clevelopment of a free trade 

zone in the state of Qatar should proceed in four phases. 

Phase 1 urould include a revieu and analysis of the 

economic objectives of the government or Qati'lr and the 

potential activities which can bi:> developed in the free 

zone urhich are in keeping u·ith th0sP objectivt:>s. This 
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revieui Ul()uld be based upon 

(i) An analysis of government plans and development 

objectives for the economy, as uiell as 

discussions \l'i th relevant government officials on 

the role of a free trade zone in the 1~atari 

development process. 

( i iO An examination of the developments u1hich have 

taken place in other free zones in the Gulf and 

surrounding region and investment flows into the 

region. 

(iii) Discussion uiith the Qatari private sector and 

others such as banks and accountants in regular 

contact with both Qatari and foreign investors. 

(iv) Visits to key locations overseas for discussion 

uiith potential investors. (London and Hong Kong 

are possible venues). 

On the basis of this review and analysis, it should be 

possible to develop a list of potential investment 

opportunities or sources of investment and the 

requirements of potential investors and their interest in 

and perception of Qatar. 

Phase 2 u1ould be an indepth examination of th~ situation 

in Qatar and hou; it matches the requirements and 

perceptions of potential investors as set out in Phase 1. 

This examination would include: 

(i) An indepth examination of th~ transport situation 
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with particular emphasis on sea transport and port 

facilities and hO\l· facilities and services might 

be expanded and developed to provide an efficient 

lou: cost service for exporters. 

(ii) Consideration of the various site options 

available for free zone development and the 

identification and ranking of those sites u~ich 

best meet investor requirements and cost of 

development. 

(iii) An examination of the investment incentives 

available in Qatar and neighbouring states and 

their relevance from the point of vieu1 of 

attracting free zone investors. 

(iv) A review of existing arrangements for promoting 

Qatar as an investment location and the funding 

and organisation necessary to implement a 

successful promotion campaign. The experience of 

other countries in the Gulf and elseu1here are 

relevant in this context. 

(v) An examination of the customs rules, regulations 

and pr0cedures for importing equipment and 

materials duty free as well as a general review of 

organisation staffing and plans. 

(vi) .I\ revieu1 of the commercial support services 

available in Qatar u.:i th particular reference to 

banking, accounti rig C1fld 1ega1 services and hou• 

they match investor requirements. 

(vii) An analysis of th~ legal and organisational 
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options for free zone development based on {a) the 

experience else\vhere in the Gulf and {b) the 

udllingness, or otherudse, of private investors to 

participate in free zone development. 

At the end of Phase 2 it should be possible to present a 

series of options for the Qatari authorities on the legal 

framework, organisation, site development, promotion 

campaign, trans~ort, finance, banking and conmercial 

support services for their consider~tion. 

Phase 3 This phase uiould involve the development of a 

series of proposals based on discussions at the end of 

phase 2. These woul<.l include proposals on: 

(i) A legal and organisational framework, including 

staffing and training/ 

(ii) Customs procedures, including staffing and 

training (if necessary). 

(iii) Promotion, including details on target countries 

and sectors as uiell as the outline of a promotion 

progra11'11le. 

{ i \I) Projections on the grou:th and developmerat ' th: 

zone (or zones). Site development, including 

proposals on the design and layout uf the site or 

£ites. 

( v) Finance, including funding for promotion. 

(vi ) Initiatives to improve the support 5.en1 ices 

(banking, transport, education, training) as 
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necessary. 

Phase 4 This phase u10uld involve an overall socio-

economic assessment of the project from a national 

economy point of view. 
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1. Sites 

The popuiation densi t~· of Qatar is about -1-1 peopie per 

sq. kilometre. ...\bout 60% 1 il:e in the capital Doha. 

There is plenty of land available surrounding the city 

for industrial or corrmercial development. There are 

presently 3 major industriai areas in Qatar. 

{i) Doha industrial area (Sal~a). Here light and 

medium scale industries and u~rkshops are 

established. Infrastructure facilities are 

a\:ailable on the estate u:hich is about 15 km 

from Doha port. The estate is located south of 

Doha and ha~ an area of 28 sq. km. Expansion is 

possible to the north west u1here a further 5 to 

10 sq. km of land is a\:ailable. The land is flat 

and not populated. The land is ouned by the 

state. There are therefore no acquisition 

fJroblems. ;\lost of the road netu.ork connecting 

Saiu.:a to the airport and port area is in place. 

There is adequat~ land for housing and .::OJlYJlercial 

cle\·eiopments in tho:? ,_·icinit~·. The infrastructure 

cost of an~· develi:1pmAnt in thP arl'!.a is likelr to 

bf> lou a!=- sen~ices are alreacl~: laid on in the 

flrea. 
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(ii) Cnvn Said industriai area. Located about ~O ·km 

south of Doha, there are 63 sq. km allocated for 

medium and hea\~~· industry. The estate is ou-ned 

and controlled br the Qatar General Petroleum 

Corporation (QGPC). Housing for staff and u;orkers 

is prm·ided outside the main facton· area. The 

infrastructure facilities are u•ell de\~eloped. 

Different areas of the port are allocated to 

different industries such as natural gas, liquid 

fertiliser and steel. Container handling 

faci 1i ties are a\:ai lable but the port is under 

utilised. The estate is a secured area and 

approval has to be obtained to visit it. There 

are conmercial and recreational facilities 

a\:ailable closeby. As the area is already u1el l 

serviced from an infrastructure vieu.point, the 

cost of developing a free zone at limn Said may 

not be too high. 

(iii) Ras Lafan. This is a neu industrial area located 

70 km north of Doha and uith an area of 80 sq 

km. The development of this area has been aimed 

mainl~· at locating gas processing plants. The 

first unit is a 6 million ton per year L:'\G 

plant. Rr-is La fan is a ,·en: secure area clue to 

the naturP of the industries inFOl\·ecl. Thi:> port 

is designed to allou- 130,000 O\{T L\;G tankers to 

enter. !nfr11struc:turt- is being cl~,·plr1pPr1. Tt1~ 
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land is ouifled b~~ the government and control led b~· 

QGPC. 

2. ~tilities 

Qatar has well developed infrastructure facilities 

including u;ater, electricit~· and teleconmunications. 

2.1 Electricity. Qatar has one of the highest per capita 

electricity consumptions in the u;orld. Electricity is 

generated in three stations with a capacity of over 5000 

million ku1 hours in 1992. 

Contracts for the installation of another 650 MW pou;er 

plant and 35 million gallon water desalination plant 

u1ere signed in March 1994 to meet the increasing demand. 

The estimated additional pouier requirement b~· the year 

2000_ is 1149 MW at an annual grou1th rate ot' 9%. About 

800 M cs S is needed to install the additional capacity 

to sen~ice this demand. Normally a neu: connection to a 

household u•i 11 take one month. For trc=tcie and industry 

the connection delay may be longer if its in an isolated 

location. 

2. 2 u:ater. '.\Jost of the u1ater is obtained from clual 

desalination plants. The sub-soil u:arer from hase u:ells 

is usecl to mix u1i th the desalinated U·ater bAfore 

distribution. 
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~nnual production of potable u~ter was 18720 million 

gallons in 1992 out of u·hich almost 98% u:as desalinated 

urater. \t:ater co!1sumption by different sectors is as 

follou:s. General public 6-1%; government 17%; industry 

11%; and conmercial 8%. 

2. 3 Teleconmunicat ions. Qatar has a u:el l de\:eloped modern 

teleconmunications system. The number of telephone 

connections available in 1992 u•as 160717. The actual 

number of telephones installed u•as 105010 leaving spare 

capacity of 55707. International direct dialing 

facilities are available to 198 countries throughout the 

u•orld. Telex anr:I telefax services are also avai !able. 

Qatar recently introduced cellular telephones through 

satellite links and acquired the distinction of being 

the first country in the Gulf to do so. There are no 

dif{iculties in obtaining any type of telephone. It 

takes about a week to provide a connection. 

2. -I Stormu:ater. Qatar has an average rainfall of :io to 55 

\[i\I annual!~·- u·ith this small level of rain there is no 

need to provide storfTlUlater discharge drains. 

2.3 Cent ra 1 seu:erage t reatmAnt pl ants have been 

ir1c.ti::1lled in cities anc1 tou.n~ ~r1cl ro11vnon se\l·l:'r db.charge 

pipes are laicl. Septic tanks are also used in isolated 

locations. The "oil is gen'?.retli~· c.lry ani.l septic trmks 
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can be operated successfully. 

Roads. Qatar has a u•el 1 developed road system. Most 

roads are capable of handling container and motor 

\·ehicle traffic. All the major cities are connected by 

a good road netu,ork. There is also good connections to 

Saudi Arabia and CAE. 

2. 7 Gas. Qatar has the u1orld' s third largest gas reserves 

estimated at 250 trillion cubic ft. The gas reserves 

are obviously sufficient for any local industrial 

consumption in additional to international sales. 

!'iatural gas is used as a fuel for pou;er generation, as 

well as water desalination and in a number of industries 

at the UMM Said industrial estate. 

3. International Transport 

A good international transport system is a precondition 

for free zone development in any country. 

3.1 Road Transport 

Qatar is connected to Saudi Arabia and D~bai by roads. 

The civerage di c;ta.ices from Doha are r1amdm 400 km, Riyadh 

~)60 km, .Jeddah 1600 km, Ku11•ait 830 km, .\bu Dhcibi 550 km, 

Dubai 670 kQ, Muscalfe 900 km and Bahrain 450 km. 
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The a\:erage time taken is about 8 hours to Ri ~:adh and 

Dubai. 

3.2 Port Facilities and Sea Transport 

Th~ ste1te of Qatar has 3 major ports, Doha, l7rrm Said and 

Ras Lafan. Doha is the principal c0111T1ercial port. C'MM 

Said is used mainly by heavy industr~ within the port 

area. Ras Lafan has been developed recently. The Doha 

port is being extended at present and a neu; channel of 

nearly ~Oft. deep is being excavated. A container 

terminal u:i th tu10 berths .is being constructed. U.llen 

completed it can handle 230000 TEL~ containers a year. 

At present containers are transhipped are shipped by 

road or sea, primarily from Dubai. 

During the course of the study a wide range of views 

were expressed by different interest groups on the issue 

-of shipping and port services in Qatar. Different views 

u;ere expressed about whether or not Unrn Said or Ras 

Lafan could be used for commercial traffic. There u;ere 

also a number of different views on the cost and quality 

of commerical stiipping services from Doha and thl? 

feasibility or otheru;ise of encouraging container 

services ~t the port. 
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is a key point in any successful free zone development. 

Any fullscale feasi~ility study on the subject must 

examine the u:hole issue of sea transport and port 

faci 1 i ties in depth and determine u:hat arrangements are 

necessan: to support a free zone development in Qatar. 

Many of the faci 1 i ties at the Doha port appear to be 

under utilised at present. There is storage capacit¥ 

for 2000 TEC's, 32 electric reafer points and 40,000 sq. 

metres of storage and warehousing space. 

3.3 Airport 

Qatar has the u1orld' s longest runuray of 4750 metres in 

length. There is a colllllitment to develop Doha 

international airport as a major regional hub by the 

turn of the century. Qatar has started its own airline, 

Qatar airurays. The regional carrier "Gulf .o\ir• and 21 

other airlines operate flights to and from Doha. 

Work on the ne~ airport infrastructure is expected tn 

begin in 1995 urith the first phase of the project being 

completed in 1997. This uri 11 provide a neu and modern 

airport facility capable of handling 2 million 

passengers a year. ~ second phAse is designed tc 

include the pro,·isior1 of a neu; runu;a~ 1.1hirh tht> dout .• 1P 

the present capacity. It u:as ant icipC1teC'I that tt1e 

cd rport 1J•nuld hand] e abnut 1. 6 mi 11 ion Pf'""'"-j..)r1gers t·~· 
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1995 but this target was reached in 1992. Current 

passenger grou:th rates are far exceeding f0recasts. 

The proposed neu terminal u:ill be e'=}uipped u1ith 1-1 

aircraft loading bridges and a further 6 to 12 remote 

aircraft stands. 

Cargo throughput is projected at 36,000 tons by the year 

2000. The airport handled about 28,000 tons of cargo in 

1992. The terminal has a capacity to handle about 

60,000 tons and is under utilised at present. There is 

space beside the terminal for expansion should this be 

necessary. About 8 cargo carriers serve Doha. There is 

':ery little export cargo. In the cargo complex there is 

a strong room for \~aluable cargo and cold storage for 

frozen and perishable cargo. 

All lhe airport cargo is handled by three private agents 

but the authorities are considerin3 bringing it under 

one authority. There is a customs clearance service 

available at the cargo section. 

-!. Labour 

Qatar's population in 1992 u:as 532719 including 

expHtriates. Qatari numbered about 125,000. Qataris 

ore employed mainly in goven1i11ent jobs, trading and 

rontrrH:t ing Sl-!rFicec; as 111el l cis in a number of 
' 
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industries. Most of the manual jobs are filled br 

expatriates from Asia and North Africa. 

Permission to recruit overseas u10rkers has to be 

obtained from the Ministry of Interior u1ho issue the 

visas. This takes about one month after the submission 

of details. 

There is no minimum wage in force in Qatar. Hou•ever, 

individual countries sending u1orkers to Qatar do try and 

insist on minimum u•ages. Travel facilities to and from 

the u1ork site as well as food and lodging is usually 

provided by the company for manual u10rkers. The u10rking 

week is 48 hrs. and holiday entitlement is 25 days 

annual leave. 

5. Education and Tr~inins 

It 11•as not possible during the timescale of the pre

feasi bi l i ty study to explore in any detail the issue of 

technical education and vocational training. These are 

key elements in the development of any advanced 

manufacturing activity. A number of people did conment 

in someu•hat unfavourable terms about the quality of 3rd 

level educaticn in particular in Qatar. 
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6. BankinR 

Banking services in Doha are reasonably well developed. 

There are no problems with exchange control. Trade 

finance and other forms of short term funding are 

readily available to suitable customers. Hou•ever, 

medium and long term finance for development projects is 

not alu;ays available. The government is in the process 

of establishing a development bank. In addition, 

conmercial banks have indicated a u1illingness to look 

more closely at medium term financing, including 

equipment leasing, if there are indications of 

p.··>fitable demand for such facilities. As u1ith the 

transport situation, there is a need for more indepth 

investigations of financing facilities in the context of 

a fullscale feasibility study. 
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...\PPE:\L>IX 2 

TERMS OF REFERENCE 

(a) Otdecti ve 

The objective of the project is to provide the 

goverrunent o'i.· Qatar with adequate techno-economic 

information to enable them to take a decision on 

proceeding with the feasibility study for a free zone in 

Qatar. 

(b} Output 1 

.~ comprehensive report containing reconmendations 

regarding the viability of a free zone in Qatar, 

spelJing out requirements for a successful zone 

operation i.e. type of free zone regime, required 

legislation and incentives, type of management anct 

organisational structure, infrastructure facilities and 

an estimate of financial requirements to set up, promote 

and ~dminister the zone. 

(c) Acti~ities 

1.1 Consult 'l·i th the MinistriP.s of Energy cH1cl 

Tr1dustry, Economy, Trade & Commerce, puhl i c 
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agencies concerned, Chamber of Conmerce and 

pr\vte businesses/potential investors; re\:ieu: and 

assess the institutional environment, including 

incenti,_:es pertaining to industrial invvestment/ 

trade and export promotion. 

1. 2 Revieu; and evaluate the range of support services 

unich might be a\:ailable to support the 

development of a free trade zone. 

1. 3 Analyze the trade flou1s both u;i thin the Gulf 

region and betu;een the Gulf region and the rest 

of the world u•i th a view to identifying possible 

business and trading opportunities for the 

proposed zone. 

1.4 Revieu1 and analyze free free trade zones and 

related developments in other Middle East states 

in gePeral, and in the Gulf Co-operation Council 

in particular. 

1.5 _ Examine and revieu; the rules and regulations of 

the Gulf Co-operation Council in relation to free 

zone development and assess the attitude of the 

Counc i 1 tou1ards the development of neu: free trade 

zones in the Gulf. 

1.6 Outline the key requirements for the devP.lopment 

of (a) manufacturing; (b) international trading; 

ancl (c) international service centre in Qatar. 

1.7 In the light of the foregoing, evaluate the 

feasibility of developing (a) export 

manufacturing; (b) internettional trading; and (I'.".) 

• 
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international services activity within a free 

zone eontext in Qatar. 

1.8 Re\:ieu• the lau1s and procedures relating to 

taxation, customs, foreign exchange, inmigration, 

etc. and outline legal and administrati\:e 

requirements necessary to introduce appropriate 

incentives to attract business to the proposed 

zone; reconmend a suitable free zone legislative 

framework. 

1.9 Identify possible sources and categories of 

investment uitlich could be attracted to Qatar; 

assess potential investor interest, including 

eventual competition in this respect with other 

free zones in the region. 

1.10 Identify potential sites for the development of a 

proposed free zone; assess the available physical 

infrastructure in terms of transport facilities, 

teleconmunications, existing air-cargo and 

warehouse facilities and make recamnendations on 

their adequacy . 


