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Export Processing Zones : Engines i Growth or Frontsl peses of
Multinational Corporations? |

Introduction

The vast maJority_uf_devsloping countries were under colopial rule
»at one time or the othar. A colonial economy in ite internﬁtional dealings
hed to rely on primary product exports. The long epoch of golchialism
alternated between ective and passive growth pheses, depanding on the stats
cf foreign demand for primary gocds. The declining role of these primary
exports and the phenomenal growth of mznufactures in world trade necessitated
divereifying the structure of thase sconomies through industrialisation.
However, ths uery‘natura of these economies and the relatively small share
of capital goods production in them called for attracting industrial core
porations of the developed countries, both for technology and capital,
in their concern for Endustrialiaation. Though'uarious_;trat‘gies have
been followed what has tome to attract attsntion in the recent years is the
axpart-laq growth stretegy in which the sstablishﬁént of Export Processing
2ones (EPZs), These ere ‘enclavas' within the devaloping countries to
which goode may be imported freely.without the payment of cu;toms duties

and processed for export markets with a minimum of restrictions.

EPis are proliferating throughout the developing counfiries sincs
1966, although the firet such zone was set up in a devsloped eountry (Ireland)
in 1957, By 1970 there were eight such zones situated in eight developing
countriaa.ll From 1971 to 1975 23 zones were eef up in M countriaé mainly
in Asiag fraom 1976 to 1978 further 21 zonee were set up mainly in the
Middle-East, followed by Africa, Centrel and South America and Carribean
{n the recent psst. By the sarly 15808 the msbsmeme-anesad 100,
(oECD, 1984: 22),



The proliferation has lgd_to a surge of competition among the
developing countries in offering the most liberal status and inducamanta.
resulting in higher domestic resource cost of thess zones. Alaﬁ in a
bid to attract foreiaon inveatments the respactive governments have been
harsh on the labouring populatiaﬁs in these countries. Thus, a timehaé
come for putting together the whole experience of EPZs and in that light evalua-

the role of :
ting[FPZ as an instrument of development. A modes; attempt in this direction.
is made here. |

The paper is corganised as followss Section I tfaces the grouwth of
incentives and investigates th;~relationahip between foreign direct investe
ment flows agnd the incentides. Section iI analyses the investment in the
zones by type of activity and its impact on export growth and eet foreign
exchangse eafnings. In SectionaIII the 'externalities' of EPZ are dealt
withe The extarnalitiés considered are tachnoclogy transfer, linkages,

transfer of skills .....etc. Fipally an attempt is made at putting btogether

all these ip the Benefit-=cost form,



1. Growth of Incentives and Flow of Foreign Investments

As is well known, the main'objactive of setting up EPZs is to
attract foreign inVQétment, especially Multinational Corporations {1Ng) and
the main instrument of attragﬁingqsuch investment is thought to be incen-
tives of various types =- tax holidays, customs~free imports and export,
vessens and mést importantly cheap and docile labour which is not subject
éa:tha laws of the land. The benefits of such a strategy are thought to

be the Pollowing: -

(i) flow of foreign capital, advanced technical know-how
and management skills

(11) ogeneration of hew employment opportunities;
(1ii) upgradation of managerial and technical skills;

(iv) increased utilisation of dcmestic rew meterial and
esni=manufactures.

Regional development objectives have also been important in several cases

/UNIDO / ICIS, 1980: 6-7 7.

The first issue that needs to be taken up is, are éPZs really
sffective in attracting foreign private jnvestment, The issus is of some
aignificance because there ié already some analysis of it with canf;icting
conclusiong, Reuber, et.al, point out the failure to attract foreign invest=
ments not because the incentives are unimportent for the developing cnuntri’ee
generally but anly that the differences among developing countriss is rather
small and uncertaié over the time horizon the firms have in mind, Ffurther,
the spread end growth of incentive measures is inaeffective in evoling new
capital flows of any substential magnitude /[ Reuber, et.al, 1973 : 119 7,

. In en attempt to analyse this issus in the context of the EPZs, the growth



and spread of incentives in Ireland, Talwan, Philippines and Sri Lanka is
tracad and then the growth of foreign private inuestment is related to

the same.

The wholallogic‘of incentives is that_they should be sufficiently
attractive to divert investment flows from the arsas-to wh;§9~they are fléw—
ing. By the very logic of it the late-comers were to atriégﬁhamdér_to
attract fewer and fewer investors, The instruments ueed t6 make EPZs more
attractive is by offering more incentives and by offariné cﬁaﬂbenﬁqnd ﬁ;;é

docile labour,

The incentives offered in the EPZs, to begin with, were only:
tax holiday for a certain initial periody =

exemption from paying import duties on raw materials,
maChinery eeccsns th; ' *

simplified administrative prsceduresg and

subsidised infrastructure facilities,

This was the case with the early EPZs in both Ireland and Taiwan. However,
by the time Philiﬁpinea was setting up EPZs in the early 1970s the above
incentives were thought to be too inedequats thereby calling for the folloue
ing additions:

net operating loss carry overg

accalerated depreciationg

exemption from local taxes and licensesj

tex free and duty free imports of materials and esupplios.

By the time Sri Lanka was setting up its EPZ in the late 1970s, a few

years after Philippines, even these were commonplace, So Sri Lanka had



to add the following to mske its zone attractive enough:

no tax on incomes of foreign personnsly
no tax on royaltiss and dividendsj .

concessionary tax - ranging batwesn 2 ta 5 par cent on turnover --
upto 15 years following the initial period of tax holiday;

investment guarantees;
double taxation raelief;

settlement of disputaé at the International Centre far
Settlament of Investment Disputes,

Computing the monetary benefits accruing from these incantiuas'is the

best method to evaluate the attractiveness of the zone. Such an axarcisé
is, howsver, not attempbdtmme for it is too cumbersome. What_israttempted
hera. instead is a tabular presentat on, which portrayc the spread and

growth of incentives across these zones effectively,
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Table 13 Growth of Incentives in the EPZs

L A TR T [PV - . R — s -

Cournty _and Year of estab

—t—s s GG @ Sma AP

Lishment_of FIZ

(1957)

R e e i d

until
1990

Incentives Sri Lanka Philippines Malaysia ‘Taiwan. Irelend
(1978) (1972) (1972) (1965)
v

1. 100 pc tex holiday for v//

upto 10-years
2, No tax on incomes of S

foreign psrsonnal ’
3, Mo tax on royalties, dividends v~
4, Concessionary tax uptoc 15

years after the tax holiday v’

%

5. No limits on equity holidays v
of foreign investors

6. Free transfer of sheres

7. No import duty on raw materials, . d
maChinBry seees tC, ’

8, Transfer of capital and procceds
exempt from exchange control v~

9, Investment Guaranteas v
10. Double taxation relief e
11, Subsidised Infrastructure h// o

12, Zonae as the local government

13, Disputes settled at the Inter- - -

national Centre

14, Simplified procadures v’

Carry over of
operating
lossss,

Source: Hespective Zons Authorities

Note: A tick represents the avail-bility of the benefit,
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v v

Non rspayable
grants upto
100 pc of
training
costs, 35 pc
grants for
machinery/
buildings




Ireland was exceptionally successful in attracting multinational
investment since the lats 1950s. The share of marufacturing employment in
-the new foreign industry (NFI} g/.whiéh was around 2 per cent in the early
| 19602 shot upto around 5 per cent by 1965, to about 16 per cent by 1973 and
to %5 per cent by 1980. By 1984 NF1 was accounting for about thres -

quarters of manufacturad exports of lreland,

Table 2: Manufacturing Employment in NFI, 1960 - 60 (000s)

B R 3

1960 1966 1973 1980 -

NFI 4 10 36 61
Total 172 198 222 243
Share of NFI in total (%) 2.3 5.1 1642 25.1

r— anm o :yp—r -~ : A s b

Source: IDA Employment Survey for ™SI in 1973 and 1980.
Estimated from Survey of Grant Aided Industry (1967) for
1960 and 1966.

In this phenomenal growth of foreign investment EPZ at Shannon had
& rather large rolae to play, at least in the early years. In 1966 Shannon
accounted for nearly 38 per cent of the amployment in NFI and about 30 per cent
of the national exports of manufactured goods, By 1973 the share of employ=-
ment had declinéd to 13 per cent and the share of exports to about 11 per cent,
partly because by 1973 the incantiueé offered to foreign investment to locate
in Shannon wers not significantly diffarent from those available through out

.'tha country (as Ireland had joinsd the EEC by 1973).

The rapid growth of multinational investmaent in Irseland in genarai

“and Shannon in particular seems to have come to an end by tha early 1560s.



New, first time foreign invesemtnt seems to be declining in the 19808 =~

not only in absolute terms but also relative to mobile foreign investment

in Wastern Europe. In absolute terms it has come down froh 376 m.dollars

in 1978, 337 mi.dollars in 1979 ¢o 256 m.dollars in 1980.and to 240 mi:dollars
in 1982-83, 1In relative terms the share of Ireland in Developed market gcoe-
nomies has come down from 8 to 9 percent in 1978«79 to 4.8 per cent in
1982-83 /TUNCTC, 1985: Table A1_/. The reason for such sharp decline seems

to pe the comparatively cheap labour in Greeca, Spain and Portugal, having

other conditions similar to Ireland, having joined the EEC.

Taiwan, which claims to have fathared the idesa af EPZs clossly,
followsd Ireland in setting up one. But even prior to that,i.e., in the
early 196é0s itself Taiwan had provided a package of incentives to foreign
investmant: Private foreign investment responded immediately «- the flow
of investment which was an average 7.3 million US dollars per year during
1952-54 and 2.64 during 1955=59 climbed to 14.6 between 1960-64. With the
satting up of the zone in Kaohsiung in 1965 the investment had risen to
65.4 millions batwéen 1965=~69, In fact, the rush of investors was sa great

that the government decided to set up two more zones in 1969.

The picture for South Korea is no different. Foreign Direet Investment
which was around 13 million US dollars per year between 1967-69 shot uﬁ to
134 million during the period 1970-73 when most of the invetment in the
zone was taking place., Since then investment has declined =~ it was 111
millions during 1972-76, 110 milliona during 1977=79 and only 101 millions
during 19680-82. ‘In South Kbrea Zone investment was a ‘substantial part of
the total investment during the early ysars of its growth -- zone investment
was 7.37 percent of the total foreign investment in 1970, 24.01 in 1971,

66,38 in 1972, and 30.18 in 1973,



0

The flow of foreign investment to Sri Lanka was low and unstaady
till the lats 1970s., The setting up of the zone in 1978 seems to have

made a difference to the flow (see Table 3).

" . . PG e -y -

Table 3: forsign Direct Investment in Sri Lanka (Rs, million)

Year 1983 1982 1981 1%80 197% 1978 .1977 1976 1975 1974

Amount 929 1377 1003 753 769 24 NA 0.5 4.3 10.8

Source; Central Bank of Ceylon, Review of the Economy, uario@s issues.

The sharp rise since 1978 is in response to tha liberal incaativaos
offered. The initiai spurt seams to be tapering off with the setting up.
of the numerous factories in the zone. Regarding the decline in investe

ment since 1982 the Bank' of Ceylon had the following to say,

“The eduction in private secior non-monstary copital inflows -
was dus to a slowdown of direct investment éSpecially to
enterprises under the GCEC and FIAZ and a substantial drop
in private sector supplisrs' credit seees" Z-Bank of Ceylon; -
19833 212_7

Though in the case of most of the zones there was a sharp rise iﬁ
the flow of investments with the setting up of the zone the record of the
Batan Zone ir Philippines is startling., Most of the capital investod in the
zone was raised domestically. The data for. the psriod 1972=77 shows that
only 8.8 par cent of the total investment originated abroad (see table 4},
Part of the reamon for the poof inflow of foreign inuestmenf seems to be

access of enterprises to the domestic capital market.
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‘Teble 4: Composition of Investment in Batan, 1972-77
(million » current prices)
foreign Domestic Total
Equity Investment : 24,8 7442 99,0
Borrowings 112.2 1342,4 1454,6
Total Investment ' 137.0 1416.6 1553 .6
) {8.8) (91.2) (100)

L Tt L e Y 7 e R [P R e S

Source: Warr, P.G., “Export Promotion via Industrial Enclaves; The
Philippines' Batan Export Frocessing Zone, Australian
National University, 1984,

ne of £he reasonable conclusions that may Ba drawn from the country
experiences is that the setting up of the zone with all the attendant in-
cantives does attract foreign investments contrary to the findings of
Reuber et.zl, that incentives are v.important, 'But in all the cases invasti=
gated the enhanced flcw seems to be a temporary phenomenon and patered

out after the initial spurt in the activiﬁies of the zones,

1I. Type of Production Aétivitxlﬂjgggpts and Net Foreign Exchangg
' Earnings of the Zones
The first EPZ in Shannon (ireland) attracted, in the initial years,

firms engaged in manufacturing anc the investment was almostlentirely

foreign. Over the years, a large number of service companies have been

established =~ in 1981 out of 89 companias 43 ;ere in the saruicq sector ==

and the investment is mostly Irish. Within manufacturing the type of
activity was changed considerably cver the yeaﬁé. In the early years

clothing and textiles predominated but currently majority of the firms
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are in_enginaaring/machinery followed hy slectronics. Whatever be the

typa of manufacturing the typical productien process at Shannon,

Messesesssees is built around a single procedure, or small

set of procedursS, seeeessses A firm typically comes to
Shannon to perform a particular manufacturing act on specified
material(s) which necessarily invclves no more than a semie-
skill“, [“Stanton, 1978: 19 7.

The type of manufacturing activity carried out in the EPZs of Taiwan
are no diffarent from those in Shannon, Electronics, textiles and plastics
together account for two-thirde of the enterprises in the zones (see table 5).
The typical production processgs carried out arg soldering parts or testing
in the electronics firms, or sewing and knitting in the textiles and

leather firms.

Table 5; Enterprises by Product Types in the EPZs of Taiwan

S B I e B A B Bt 1~ O A L b D - A % D A - DA

”~aam - - B

Product Type ' Numher of Enterprises Percentage
Electronics © 98 >3
Plastics _ - : 36 13
Textiles/Leather : 57 21
Total 275 100

[T W -t s Be s am. . bemus

Source: Export Processing Zone Administration, Essential Statistics,
1982.
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' The itasan Zone in Korea is basically an electronics zone with 47
per cent of the investment in the zone accounted for by electronics.

{ses Table 6],

8

Table 6: Masan EPZs Distribubion of Total Invostment by Industry
(December 1982)

Industry, Inysstment (Percentage)  Number of Firms

Electronics and Electric

goods : .47.2 . 20
Metal products | 24,2 18
None~metal products 1.5
Machinery 4.1
Precision Machinery ' .B44 8
Textiles ‘ 2.7 10
Shoes’ 5.0 ‘
Cthers ' 7.0 1
Total 100 83

- - W MR e A Bt 5 SR ) W ¢ Wd A S b BBl . LD

Source; Warr, P.G., -‘Korea's Masan free Export Zone: Benefit and Costs®
The Developina Economigs, Yol.22, No.2. b

The Malaysian EPZs are also basically electronics zones., But the composi=-
tion in Philippines is rather different: though textiles and clothing
account for 30 per cent of the employment 17 of the 41 firms ars engaged
in miscellanecus light manufacturesf(see table 7). Sfi Lanka, in contrast
with Philippines, is a textiles zone with 88 per cent of thes zoms smploy-

ment accounted for by textiles (see table 8).
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Tablo 7: Baban EPZ ; Distribution of Employment by Industry (198G}

G g . AP AASen

Industry Employment - Percentags
- (No._of persens),

Garmanté and weéring 512 11.52
Apparel Footwsar 554 12,47
Transport Equipment 516 - 11.61
Sporting goods 125 2.81
Cork & Wood #anufacturers . 349 ' - 7.86
Paper/paper board 191 4,30
Optical goods 74 C 1,67
Artificial Rexin 217 4,88
Textiles 272 | 6,12
food , 156 3.51
Electronics/Electrical 352 7.92
Base matal S5 1424
Miscellanegus articles 1070 24,08
Total 443 ' 100

R T T ) - - -

‘Source: Export Processing Zone Authority,

.....

Total
Industry ~ Employment Fercentage Share
(No. of persons)

Apparel Products : 15698 08,1
Fishing Gear & Accessories 199 ' 1.2
Rubber Thread 101 0.6
Gem -Cutting 141 0.8
Electrical Goods 186 1.6
Others 1365 T.7
Total A 17813 : 100

- ocam g -~ -

Sources Greater Colombo Economic Commission, Annua)l Reports,
varigus issues, .




14

The pradominant activity located in the EPZs is related to the
industrial groups of electronics and textiles with some light- manufactﬂfﬁi“
here and there. _ TESSQ_Predominant ;é:;Cities are qucentggggﬂ_in;apscx?hcg.
EPZs, uwith Irelandsgqlédivangikonea iandmtalaysie: weﬁortkngihoaf?Cﬁ?ﬁfenﬁtﬁﬂm@

anue 20018
tion of electronics and the late caomers like Philippigg; ;ﬁd Sri Lanka
reporting the concentration of textiles, Thus, the tybe of activity dr!tﬁe
magnitude of invastﬁent doss not ééeh ?d be influenced by the ihﬁentiVee_ :
offered at the ERZs., These seem to be following a pattern dictated by the
global reorganLSatlon of production dperatlons by the multlnatlonals.
‘Further, the operations carried out in these units are often simple assémbly
or fabrication which are in no way related to the stru&ture of the host

economies but rather integrally related to the global operations of the

multinationals.,

Although fragmentaed industrislisation incidental to the EPZ activity
might succeed in boosting exports the import content of such exports is
bound to be high. The value added, hence, is little and the import

dependence is very--highw-

' The data on exports of the zones as a percanﬁéﬁéld?afﬁélh%ﬁional
exports clearly point to the fac; that in none of the countries, except
Ireland, and Taiwan to some extent, did the share of the zone ekceed 2!
percent aven in thg bast of the years (ses table 9). In Taiwan, as well,
the share of exports fram the zone in tgtal is around 6 per cent as the
industrial exports account‘for over B5 per cent of the total exports,

In Philippines and Sri Lanka these seem almost insignificant.,
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Table 9: Contribution of +EPZs to Total Exports in Selected Countriss

2 ey I s e . B

(YR TN R O VY O ST Dy A P A @ e 29 G e e AL

Ireland South Korea Taiwan Philippines Sri Lanka
e Zone T T T T TTMgsan” 2o ohg ™ B - 1:1 )
Exports ~Exports .Exporte Exports
Year National Ypar National Year Menufat~ Year National
Exports Exports turing Exports
— Exports - -
1959=63 12,3 1970~71 0.25 1975 8,65 1972 .04
196569 29,3 1973 4,51 1976 8.28 1973 - «05
1970 20,5 1974  6.62 1977 8,13 1974 .08  |e percen-
tage was
19M 15.4 - 1975 5.04 1978 .39 1975 32 less than
: ; ; . > for
1972 12,00 1978 4,56 1979 7.48 1976 « 89 1979-81
1973 10.90 1961 3.12 1977 1.29

1974=81 6,52 _ : 1978 2,13

i 8 B - e @ B AP . A D OIRENS Bamsend

Sources: Respective Zone Authorities.
For Taiwan OECD (1984)

Volume or growth of exports in itself does not say much about the
net foreién exchange earnings which may be analysed only by looking at the
import content of thesse exports. In the initial years the import. content
is irly high-in all the zones considerad,They do come doun gver the years
{see table 10), but the ratio tends to stabilise around 0,50 for eQGn the
most advenced of these countries., For the others, whd do not have much of
an industry outside the zone, the ratio is higher and does not show any
tendency to daclina. The apparent low figures for Korea or Ireland need
to be seen in the context of the nature of these econamies. Ireland and
Talwan have a large segnemt of MNC enterprises outsida the 2one and Korea
has a large aﬁd beoming industry outside the zone, all of which have high
import intansitias. In fact in Korea the.import intensity of exports has been
rising in recent years «= tha.ratio has increased from 0.26 in 1970 to 0.38

in 1980 [“Park, 1985 s 294 ]
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Table 10: Import Content of Zonal Exports (Percentages)

o o bt P

. i - A g mme e e - F AV DEPY fiie m  —— ————, A o KA M R A s e e

Ireland S.Korea © Malaysia Philippines Sri Lanka
Year Import Year Import-  Year Import . Year Import ‘Year  Import
Content Content © Content Content . Content
1959-63 80,75 1970=-T1 79;17 1973 94,4 1974. - 138.1
156569 66,90 1972 69.04 1974 96,86 1975 106.9
1970 60,21 1975 53,60 1975 90.16 1976 70,5 1975~=81 76
1971 56.76 1978 . 46,74 1976 92,29 1977 96,9 (for gar-
_ ments) B2
1972 27.02 1981 44,54 1978 87.10 19060 63,0
1873 S0.96 1982 46,65 , 1582 . 76463

1974=-B1 48.50

i e w em et Fee g e S

Sources: for Malaysia (QECD) (1984)
For S.Korea and Philippines Warr (1984 a, b)
Fer Ieeland and Sri Lanke -~espective Zone Authorities,

I_It_is evident, then, that though EPZas are instrumental in attracting
foreign direct investments and booajng exports at.least in the initial ysars
the import intensity of these exports tend to be rather high. The net _
foreign exchange acéruals, then, tend to be low. So, it seems, ths major
ob jective of aﬁtracting foreign investments to boost foreign exchange
earnings is not achisved. Then tﬁe question to ask is ara there any other
‘oxternalities' of these zones, such aé iinkagas, technology transfer, |

employment generation ..... ste.
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111. ‘'Extasrnalities' of the Zanes

Linkages with the Domestic, Economy

Forward linkages are ruled out by the very logic of Exporit fpocessing
Zonaes -~ they are sot up to export most of their output; backward linkages
and duty free imports are a contradiction. Still soms linkages have devew
lgped their intensity varying across the countries., The major linkages
with the host cﬁuntry economy are through cunstrdction, slectricity supply
and the like, But they are, in fact, built prior to or as preparatory to
tha setting up of Fha Zzone and cannot be exclusively considered as linkages
developed dug to the growth of EPZ industries, Backward linkages, iﬁ any -

real sense, are those established through the movement of raw materials.

One important reason why backward linkagss cannot develop to any
meaningful extent is the nature oftl- process in opere*ion in the EPZs in
comparison with the structure of ths‘econamy. As already mentioned these
are so many isplated processes rather unconnected with the domestic economy,
Consequsntly,_little could.be axpected to flow from the domestic econoﬁy

into the zone.

The import intensity of the zones are alsg largaly dspendent on ths
policies of the MNCs, who operate in these zonss, Most often, it is found

that the MNCs resort to a very high degree of intra~firm trada:

"In 20nes in Southesast Asia where Japanese transnational
corporations play a significant role, Japanaese trading
houses control a very largs parcentage of the imports.ef
materials, parta and components of their affiliates....
An extensive survey carried out in 1973 indicated that

companies in the Bxtile sector purchased about half of
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their raw materia; supplies from their Jepanese partners.
In the steel sector the production was 60 pe, in the
elactronic consumer sector nearly 67 pc and in the case of
precisiof instruments. and automobiles an average of 77 pc
and 82 ;;c respectively" [Tuntvo/1cIs, 1980: 27-8_7,

in sum, forward linkagss are precluded by the thrust of the policy
of sxports as desired by the developing countries and backward linkagas

1

by the thrust of MNC policy,

Technoloqy Transfer

The transfar of technology involved is oftan of a partial process
inﬁolving assembly or simple fabricaiion, As observed (ses p.11) even in
the case of a EPZ liks that of Ireland, which hed been in existence for
err two decades, there were few firms carrying out complex {multistege)
febrication. For example, the semic.nductor production invelved the follow-
ing steps, viz., research/development, fabrication, IC assembly, and product
testing. And often the processes transPerred to the EPZs are the last two, |
which are highly labour intensive. Such transfers do not add upto any
integrated process of transfer and sre not ussful in producing the necessary
dynamics of export growth, Thesg are only so many isclated production
processas in the industrial map of the country without any structural linkages
between them, thes linkages are with the firms producing the prior and pasterior
processes lying elsewhere in the globe. Thus, the industrial structure in
itself does not uﬁdergo the necessary change which is basic to chéngas in

the structure af a country's exports,
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Learning of New Skill

What is often claimed as a benefit of the technology transfer and
foréign inveatment is the learning of new skills, This, again, is not a
useful process. Without an integrated pfucess of transfer of technology and
development the partial transfer only develops a partial skill which has
no place in the domestic structure of production == they are only so many
Juki machine operators, or solders, The learning of these skills calls for
a few wgeks' training and no more, Most of the senior level jobs are held
by outsiders and even when host nation citizens hold management jobs they
only assist their foreign seniors. All the key decisions are taken by the
MNCs in their central offices elsewhera. Further, the most crucial of all,
the R & D set up is never transferred and thers is very little that the

host netion “gains out of it., Even for a long establishad zone like Shanon:.

"Foraign énterprises have not so far genesrated the spin-offs
in terms of employment in domsestic firms that were anticipated}
neither have thess enterprises gensrated the native core of
professional engineering and other managerial talent which
was expacted to serve as both the instrument and catalyst for
'output and employment expansion outside the forseign sector,
In essence learning effects from the foreign by the Irish
sector have been notably weak and both sectors have existed
éide by side and developed almost independently of each other”
"/ Dineen, et.al, 1982: 12_7

Employment Generation

The employment generated in the EPZs is often a miniscule percentage

of the total labour or industrial sector employment (see Table 11).
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Table 11: Contribution_of Selected EPZs_in terms of Employment (1381)

B o P

Country EPZs considered EPZ Employment [PZ Employment as a
as percentage of percentage of total
total active industrial sector

. population Employment .

South Korea Magan, Iri 0,23 0.7
Philippines Batan 0.15 ' 1.01
Malaysia Penang, Kualalumpur,

Mal acca ' 1.67 : 8.4
Taiwan ' Kaohsinng, Nantzse

Tantze 1.27 . 4,7
Sri Lanka Katunayake d.24 1.62
Mauritius Enterprises with ‘EPZ

: status 6.72 27,42
Senegal . Dakar . a.43 0.38
Egypt Enterprises 0,03 : G.12
Maxico “flaguiladores” B 0.72 ' 2,88
Brazil ' Manaus 0.14 0.68
Dominican '
Republic  Laromana
- Santiago _ : :

San Pedro, De Marcoris 1.7 10,68

India Kandla, Santa Cruz : .002 .02

o - L or—— e

Source: Table .12, D'ECD, 1984

Note: 1In column é figures for Philippires and Brazil have besn corrected.

fha employmsent generated is often far below thg numbers projected
initially, the exception being Shannon. In Sri Lanka as per projects
approved at the end of 1981 employment should have been arouhd 55,000,
but in actuality the emplayment at the end of 1983 was no more tham 26,000,
In Pﬁilippinas approximately the same number of jobs were created in the
three FTZs, at an extremely high domestic cost of US $4000 per job during

the first eight years of its operation,
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Also it is not unusual to have violent fluctuations in the total
employment in the zones., For instance, in Philippines since 1977 employ-
ment has been decreasing, and between November 1980 and September 1981
alone some 4237 workers (or 20 pc of the EPZ morkfurce) were laid off
or placed on.Forced_laava. .Aeports from Malaysié speak the same: Betwean
3 to 10 pc of the EPZ workforce sesm to have lost jobs and those working

seem to have been undergoing cuts in various ways:

"Maﬁy workers have "voluntarity" accepted 20 pe reductions
~ or more in weekly take=-home pay, 0therS .eeessees took a

10 pe cut in pay earlier this ysar while keeping a five-
. dey work week" /TFEER, 19855 79_]

what is tragie, however, is that the EPZs are not providing emplo&-

ment to workers who are unemployed end looking for employment, It is,
infact, creating a naw workforce consisting largely of young women who
have been drawn into the EPZ employment from their rursl homes. Their
working caonditions are axplorativa and living conditions dahumaniéing..'
Their basic human rights are severely curbed /D. Nai-ayana', 1986].
| Thus, EPZs instead of providing employment to the unemployed are craating
a new mass of unemployed waiting to he absorbad into a systam which is .

insignificant in comparisan with the tatal manufacturing employment and

which could never hope to accommodate even a minute fraction of them,

Costs_and Benaefits

Considering . hoth direct and indirecf costs and benefits and by
carrying out the by now dbmmon ?Ehéfit -~ cost analysis it wes found that
though the EPZ af Korqgﬁyuﬁ brdaking euen, tha EPZ of Phillppines was
showlngﬂgh,athe:-high nagatlva benafit, or 1t was bacoming a drain on

the econnmy. In the case of tha!Masan Zone in Korea,



"sesesesunder the assumptions we have described the FEZ
generates .an internal rate of return of around 14 pc.
This is a high rate of return by the standards of public
projects. This result is not particularly sensitive to
assumptions about the life of the zone' -

[ Warr, 1984a: 183 7

The high rate is obtained ocwing to the High net benefits derived from
amployment and foreign exchange eérnings. And one of the crucial assumpte
ions underlying this computation is the estimated Qage differentia. between
EPZ firms and firms outs;de the zone. When no wage differential is assumed
the EPZ generates negative net present ualuevfor rates af disecdnt abave

6 to 8 pt, which is higher than tha-real international borrowing fate. The
sengitivity of these rates to the wage differentials naeds to be taken |

3/

along with -our ocwn conclusions on wage differentials $
As to the Bataan EPZ in Philippines the result is conclusive:

“Under all combinations of assumptions examined the zone
generates negative net present value, Equivalently, it
generates an internal rate of return below the estimated
real discount rate. Indeed, in almost all cases the internal
rate of return is negative. In the central case wae find a
net present value of =3.5 billion and an internal rate of
return of =3 pc® - /Warr, 1984b: 36 7,

Thus, even the pure economic argument that EPZ is é net bénefit
to the host country does not stand the tast; Only in exceptional cases,
like that of tha'Koréan Zoha which had esssntially filled by mid 1970s
and was not accepting new fifms, it just E?Eg::—:;qn; mhiié m@st_Pf the
others are simply eating into the already sc%rce raéour¢qugfjﬁbushg§t,2

country.
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IV, EPZs and Their Future

There may be little disagreement on the need for export expansion
and export diversification for the developing countries. The guestion,
however, is regarding the strategy to be adoptad to achieve this gnal:

How effectively does a strategy emphasising relatively free play of market
forces achieve this? As the satting up of EPZs is a culmination of such

a strategy the above guestion by its very nature deals with the FPZs éé well,

An inextricable c;mponent of emport diversificatibn is the inter-
national transfer of technology. However, it is only a proper transfear,
adoption and assimilation of technology bringing about changes in the
structure of domestic production of the developing countries which would‘_
change the composition of manufactured exports; But the reality ;s‘that
technology is owned by the MNCs.and any transfer involves guestions of pay-
ment for the tschnology or MiC investment and MNC control. This is the
context in which ;he strategy of free play of market forces and the EPZs

in developing countries needs to be viswed.

As elaborated, in allltha EPZs studied the developing countries
hardly had any control as té the choice of the technology or the prbcessas
to be st up. All were at the mercy of the MNCs: in almost all the
countries it was textiles and clothing which predominated with electronics
following; in Sri Lanka it was largely textiles following the gquata fres
. tonditions prevailing initially and the specific calculations of the
f;inuestors from Hongkong and Koreaé inspite of the wide-ranging incentives
MNCa have not shoun much of a keenness to set up firms in the EVZs of

Phtlippihas or Sri Lanka,.
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Also the future doea not look very briéht for.some of the grouwing
or already established EPZs, There\are various structural and Lechnological
changes taking‘plaCE both in the extile and electronics industries, which
it is FEared; would result in drastic relocations and joblosses., It is
already happening in seme of the fTZs. The classic casae is that of thg
EPZ in Penang. Penang, and generally Malaysia, is the world's largest
exporter of 64k memory silicon chips accounting for about 70 pc of the world. N
market—share; Most of the firms accounting for it ze of US‘parentage.
With the current intense competition by Japansss qiants in the field and
thé t achnological advances making fnr automation of the ocperaticns exisiing
in EPZs, it is feared that these MNCs would relocate their operations in
the US or in ather developed countrizs where they have their markets,
[ FEER, 1984: 84 7- In the kxtiles the forces operating are slightly different,
basically cyclicel falling off of demand and fierce competition from new low
cost suppliers., Whatever be the foi :as operating the cffect is the same.

’ the '

Thus, the future looks rather bleak for saome oféEPZs: they would hardly be

able -to maintain the employment, leave alone genarating new ones,
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The aight zones were Kandla in India, Mayaguez in Puerto iico, Kensheiung
in Taiwan, Batan in the Fhilippines, La Romana in the Dominican ilepublic,
tha zones along the Mexican border, Colon in Panama and Manaus in Brazil,

NFI is defined to be the majority foreign ouned firms grant aided under

the Industrial Development Authority ‘s New Investment,

Our own findings are that once hours of work end the intensity are
taken into account the wage rates prevailing inside the zones cannot
be higher than those ruling outside / See Narayana, 1986 7.
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