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Introduction 

The vast  majority of  dewloping countriati were uder colunial rule 

d o n e  time OE me 0 t h ~ ~ .  ICI C ~ l a n i a l  economy i n  ftr intefnationel d ~ d i n g a  

hsd tn rmly on primary product export S. The long spooh o? qolonialism 

mlte~nated between active and pwriuo grouth phaeea, depand;Cng on Ule r t s b  

c? forsign dmand Pot  pgimary gocdu, The declining role of thms primary 

exports snd thr phenommal growth of msrmfacturm Ln wrld t r d e  neceseifatd 

diuereitying the  struature o f  thmm ~conomie6 through indurrtriallsatfon. 

Hourever-, dhs very nature a f  these economies and tha reletiuely smdl mhare 

o t  capital goode production in f)lm callad tor  attraating industrial wrr- 

porations of the dwalaped cauntrfer, both f ~ r  twhmlogy md capital ,  
.1 

in their cpncmn Pox! industrialisation, Though v a r i o ~ 8  e t r a t ~ i s a  hme 

been followed what t~ae come t o  attract ettantson in tha recent ysare i s  the 

exportP3ed g ~ w t h  cakmtggy i n  which ths eatablishmsnt aP Export Prooerainq 

Zones ( E P ~ ) .  These me 'enclause' within the dgve lopiq  countries to 

which goods may be inrportcld froaly without C$le psymsnt o t  wmtom duties 

and prooearred far export market8 with  e minimum of r e a t r i c t h w .  

EPfn are proliferating throughout the dwelgping mun&rfas sinee 

1966, although the f iret  wch zone w a s  ~ e t  up i n  s develop4 eountry ilrelmd] 

i n  1957, By I970 them ware sight such zones situatsd in eight d~velopim 

countri8a.d From 197( C 1915 23 zones umra eat  up i n  11 countries mainly 

i n  k%a(  Prom 1976 t o  4 978 turther 21 zones were sat  up mainly i n  the 

Middlctfimt, f o U o ~ e U  by Africa, Central and South Ammriea and Carribam 

in ther rramt pbt. 0y the eafly 1SBDs ther ~ ~ ~ ~ h a u - d  100. 

(oECD, 1904~ 22). 



The prolifsration hes l a d  t o  a surge o f  ~ompetf  t i o n  amng the 

developin5 countries in offer ing the most liberal status and inducemente 

rmsulting in high# dorneetic reaaurce cost OP these zams. Alse in a 

b id  t o  attract f o r d  pn inveatmehts ths reapactive governments havs been 

harsh on the l a b u r i n g  papulatians in these countries. Thus, a time baa 

come for puttin9 together the h o l e  experience of E P t s  and in that l i g h t  evalu* 
the role o f  

ting/EPZ as an instrument o f  developmsnt. A modtsst attenlpt i n  this diraction 
I 

I 

is mads hers. 

The pclper i s  argmised as fo l lowt  Ssction I traces t h e  growth o f  

incentives md i n v ~ a t i g a t e s  the relationship betrean foreign direct i n v s s b  

msnt f l a w  md the incentives. Section i I  mdysee the investment i n  t h e  

sanas by type of  a c t i v i t y  and ib impact on sxport g r d h  and met foreign 
I 

excnanga saminga. I n  Section 111 the 'extarndit iss l  o f  EPZ ar. dealt 

with. The e~ternalities coneiderad arra technology trmsfar, l inkagss ,  

transfer o f  akSUs ...,, etc. Firrally an attempt i s  made at putting trogather 

all these in the Benefit-coat f o r m .  



1. Growth o f  w e n t m t a f l a o P  Foreisn InveatmPe* 

As ie wall know, the main ob jactius o f  setting up nWZ5 i g  t o  

attract foraign invsatmmt, aapse ia l ly  Wltinational Corpo~ationa (RNC) and 

the main inetrument o? a t t r d i n g  such investment is thought ta  be incsn- 

t iurrr of riarioua types -- tax holidaye, customs-free import8 and export, 

* ...... md m o d  importantly cheq' and docile lerbous uhieh $8 nut  clubjeet 
* ' 

' I  - 
t o  the 1- oP''tha land. Tha bmeffta of such a strategy a r e  thought 

(i) flow o t  f o r d g n  capital ,  advanced technic& itnoGhow 
m d  mantqment skill; 

(15 j ganeretion o f  neu m p l o  yment opportunities 8 

(iii) upgxadation o f  menagerial and tachnical ski l ls;  

Regionel development objectives have also been important i n  aeveral ca8w 

~ U N I D O  / ICIS, 1900: 6 7  - 7. - 

The first issue that nsods t o  be taken tp i a ,  a s  EPZs r e d l y  

. P f e v s  i n  attreating foreign private invmtmt ,  The issue ie of same 

rignificsnce became there fa already some analyais o f  i t  with c ~ n f l i c t i n g  - 

conclusione. Reuber, e t , d ,  pofnt out the failure t o  attract foreign i n v q s b  

rnente not bacaae ths lncentivsa are unimportant POE the developing countrise 

ganmrdly but anly that the differences among devsloping munkfies i a  rather 

small and unesrtain over the time hatison the Pirms have i n  mind. Further, 

the gprsad and growth of incantive rnoasuras i s  inmffmetive i n  svcling nmu 

o a p i t a l  ?lows of any aubetantial magnitude f ~ 8 u b . r ~  a t .  al, 1973 : 119 a 7. 
Tn an attsmpt t o  analyse t h i s  i ~ s u e  in the  context o f  thm EPZs, the growth 



and spread o f  incentives i n  Ireland, Taiuan, Phi l ipp in?  and Sri Lmka i a  

traced and then the growth o f  fcreign psivate InGstment is related t a  

the  same. 

The ~14018 logic  of incentives is that they should be s u ~ f i o i e r n t l ~  
I. 

attractive ta divert investment Tlaus Prom the areal [to which %hey are Plow 
.+\ 

* ? -9 

ing. By ths  very log ic  o f  i t  the  late-comers Mere t o  s t d h  harder t o  
i 

attract fewer and f o k f  investors. The i & h ~ m e n t a ~  t6 EPZs mars 
- 

attractive is by offering more Fn~onkivas and by offering cYi&pmmd mi& . 

docila labour. 
r. . . 

The incentives offered in the  EPZe, t o  b q 4 R  with, wre only: 

" I  . . 
t w t b l i d q  for a certain i n i t i a l  piri;d;di . 

exmp4ion from paying import dutiea on raw materials, 
machinery .... .. atc; ' 

M 

Thia w a s  tha case with  t h e  ear ly  EPZs i n  both Ireland and T d m .  Howeuer, 

by the t i m e  Phil ippines was aetting up EPZs in t h e  early 19Ms the ebove 

incentiues usre thought t o  be too inadequats thereby cal l ing Pox tho P o l l a c  

ing d d i  tions~ 

net operat- loss omry ovars 

acceleratad deprsci ation3 

exemption from l o c a l  taxes and lfcenasa; 

tax  free and d u t y  free imports a? materials and supplfos. 

By tha time Sri Lanka MEIS seteing up its EPZ in the late 19708, a feu 

years aPter Phi l ippines ,  evan those were eonmonplaca. So Sri  Lanka had 



t o  add the following t o  make its rona  a t t r ac t i ve  onough: 

no t a x  on incor,es o f  f a r e i g n  personnel; 

no tax an r o y a l t i a s  and d i v i d e n d s ;  

conceosionary t a x  -- ranging bctusun 2 t o  5 per  cent on turnover -- 
upto I S  years following t h e  initial period o f  tax holiday; 

inv  as tmen t quarant ses 5 

double t a x a t i o n  rolieP; 

settlement o f  disputos  at t h e  Inturnationdl Csntra f o r  
S e t t l a ~ e n t  o f  Investment Diaputss.  

Computing ths monetary b e n e f i t s  accruing Prom thase incantives is t h e  

best method t o  evaluate t h e  at tract ivonsss  o f  the zone. Such m exerciae 

is, houraver, n o t  attempkd hcra fc;. it is t a c  cumbersome. mat is attempted 

hera. S n s t ~ a i  is a tabular prosentat  sn, which  portray^ the spread and 

growth o f  incentives acrnss these nones e P f ~ c t i v o l y *  



Tabla I x Growth o f  Incentives in&he 'EP_Iz - c - Y U - - . Y c . - . u  *111 

C O U ~ ~  and Ye.q o f  astablishmqt o f  FTZ 
---.ICUI - -  ..&--I- . L .. - .. . -4-l- 

f ncentiues 
Sri Lanka Philippin- Malaysia .Taiwan. Ireland 

(1 978)  (1 972) (1 972)  (1 965) (1 957)  

1. 100 pc tax holiday for 
uptc lQa yams 

J 

2. No tax on incomes o f  
foreign personnel 

3, No tax on royalties, dividends J 

4, Coneersianary tax upta 15 
years after the tax holiday / 

5. Nc lirnfte on equity holidays J 
d' 

of' foreign investors 

6. Free transfer of  shares 

7. Mo import duty on raw materials: ,/ 

machinery .... etc, ,/ 

8* Transfer o f  cqital. and procceda I '  

exempt from exchange control 4 

9. Invatrnmt Guarantees / 

10. Dmble taxation ralief /' 

11. Subaidised InPr&tructurs 
/' 

L-' 

12. Zone as the local gove~nment 

. 13. Dieput- esttled st the Inter- 
national Centre 

#' 
u n t i l  
1 990 

Carry o v e r  of 
oper d i n g  
l a s 8 ~ .  

7 - 
w 

Nan repayable 
grants upte 
100 pc o r  
tr aiding 
custs.  35 pc 
grants for 
machinery/ 
b u i l d i n g 8  

" -a- CI - 
Source: daspect ive fona Authoriti.88 

Note: A t ick  represents the  a v a i L ~ b f l i t y  o f  the benefit .  



Ireland was sxcsptionally successful i n  attracting multinational 

invsstment since tha l a t e  49508. The shars o f  manufacturing employment in 

the  new forsign induatry (NFI ;  guthi& ues around 2 For cent in t h e  smrly 

t 9603 shot upto  around 5 per cent by 1966,  t o  about 16  per cent by 1973 and 

to 25 par cent by 1980.  By 1994 N F I  was accounting for about three - 
I 

quarters o f  manufactured exports o f  I raland. 

Table 2:: Hanufac&rJnq Employment i n f i . 2 9 g  - 8c (000s) 

T a t  al 1 72 190 222 2 43 

Share o f  NFI i n  t o t &  ($1 2.3 5.1 16,2 25.1 

Source: I D A  Employment Survey for :'?I in 1973 and 1900. 
Estimated f r o m  Survey o f  Grant Aided fndustry 11967) far  
196C and 1966. 

I n  th is  phenomenal groukh o f  foreign investment EPZ at Shannon had 

a rather large r o l e  t o  play, at least in the early years. fn 1966 Shannon 

accounted far nearly 30 per cent o f  the arnployment in NFI and about 30 per  cent 

o f  the national exports a f  manufactured goods. By 1973 tha share o f  smplay- 

mant tiad dec l ined  to 13 par cant and tha share o f  exports t o  about 11 per  cent, 

p a r t l y  because by 1973 the incantivsa offered t o  foreign invwtment t o  locate 

in Shannon wara not s ign i  P icant ly  d i f f  ersnt from those avai lahlo  through out 

the country (as Ireland had joined the EEC by 1973). 

The rapid growth o f  multinational investment i n  Ireland i n  general 

'and ~hannon in particular seems to have came t o  an end by the early 19808. 



New, first time foreign i nve~smtnt  seems t o  be decl in ing  in the 1980s -- 
not o n l y  in absoluta terrna but also relative t o  mobile foreign investment 

in Wastern Europe. I n  absolute terms it haa corns down from 376 m,dollars 

i n  1978, 337 mi,dollars in 1979 to 286 m.dollars in 19W grid t o  240 mi,dollars 

in 4982383, In rslatiug tsrms the share of Lrefand in ~evekoped  markst  =,=a- 

nomias has come down Prom 0 ka 9 percent in 1978-79 to 4.8 per cent  i n  

1982-83 f UNCTC, 1985: Tahla A1 7. The ressrrn far such sharp dec l ine  seems - 
t o  be tho comparatively cheap labour in Greece, S p d n  and Portugal, having 

ather conditions similar t a  Iraland, having Joined the, EEC. - 

Taiwan, which claims to !lave fathered the idaa o f  EPZs closely, 

Pollored Ireland In get t ing up one. But even p r i o r  t o  that,%. 8. i n  the 

early 19608 itself' Taiwan had provided a package o f  i n c e n t i v e s  to foreign 

investment. Private fore ign  investment regpondad immediately -- the f low 
I 

UP inuestmenf uhich was an awerage ? .3  million US dollars per year during 

1942-54 and 2.64 duking 1955-59 climbed t o  14.6 between 1960-64, With t h e  

se t t ing  up o f  the zone in Kaohsiunq in 1965 tho invsstmant had risen t o  

65.4 millions betueen 1964-69, In fact, the rush o f  inveatore was 60 groat 
. , 

that  the government decided. t o  set up turo more zones fn 7969, 

The picture for South Korea is no different. Foreign Direct 1 nuestrnent 

which was around 13 million US dollars par year betusan 1967-69 shot up t o  

134 million during the period 1970-73 when m o s t  of the  invetmen* i n  the 

zone uas taking place. Since then investment has declined -- f t was 111 

milliona during 1972-76, 110 mflliom during 3977-79 and only 101 millions 

during 1980-82. f n  South Korea Zone invsstmant was a subatantial p a t  of 

the total investment during the e a l y  yeerr o f  its growth - zone investment 

uas 7.37 percent .of the t o t a l  foreign investment in 1970, 24.07 i n  1971, 

66-38 i n  1972, and 30.18 in 1973, 



The flour o f  f o r e i g n  i n u e s t f i e n t  t o  Sri Lanka was low and unstaady 

till t h s  lats 1970s. The setting up o f  the zone in 1978 seems t o  have 

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

Table 3;  F~rai~n_&i~rg~$-,Zj~~~~,"gn,t~~,","~rj~L~~ka~s~ millid- 

Yoar 1983 1582 1981 1980 '1979 1970 1977 1976 7975 1974 

~rn&nt 929 1377'1003 753 769 24 NA 0.5 4.3 10.8 

5ouzce; Central Bank o f  Ceylon, Ravieu of the E c o n o x ,  various  issuas. 

The sharp r i a 8  s i n c e  1978 is in response €0 tho l i b s r a l  incontiwas 

offered. The i n i t i a l  spurt  seems t o  be  tapering o f f  with the s e t t i n g  up 

of t he  numerous factories i n  t h e  rona. ~ o ~ a r d i  t h e  dec l ine  i n  i n v a s b  

ment since 1902 the Hank'of Ceylon had the fo l lou ing  t o  eay, I 

:'The . educt ion in p r i v a t e  sackor non-monstary czpi tal  i n f l o w  

uas due t o  a slowdown o f  direct investment a s p e c i a l l y  to 

enterprises under the  GCEC and FIAZ and a substant ia l  drop 

i n  private sector s u p p l i a r s  crodit .....[' /-sank UP Ceylon, - 
1983; 212 7 - 

Though in tha case cf mast af the zones there was a sharp ride in 

tha f l o w  o f  investments u i t h  the s e t t i n g  up o f  t h e  zone t h e  record o f  the 

Betan Zone i r  P h i l i p p i n a s  is star t l ing .  Most o f  tho c q i t d  i n v e a t ~ d  i n  the  

zons was raiaed domestically. The dsta for.khe,period 1972-77 ohous t h a t  

only 8.8 psr cent o f  the  t o t a l  investment originatsd abroad ( s e ~  table 4 ) .  

P a r t  o f  the reaaon for the poor i n f low a f  foreign investment seams t o  be 

access o f  anterp~iaas to the dumsstic capital market, 



Table  4s ,Q~rna&tip~_~_fi Jzu?~t~e,r~~&,B:t ana1 1 5 72-7 7 
(million , currant prices) 

Fqxeiqn Dornea ti c 
. L Y * & I Y  

Tota l  
-.,-, ..A 

Equity Invos t m m t  24.0 74.2 99.0 

Total Investrnsnt 

Source: Warr , P. G, , :'€ xpclrt Promotion via I ndua t r i  dl Enc lava~  : The 
Phi l ipp ines  ' Batan E x p ~ r t  Processing Zonou, Auatrdian 
National. Univars i ty  , 1984, 

One o f  the  reasonabla conclusions that may be drawn from the country 

experiences is tha t  the s e t t i n g  up o f  the zona with a l l  t h e  attendant ih- 

cant ives  does attract  for sign investments contrary t o  t h e  f indings o f  

Jeuber et.al.  thet incentives are c- rimpcrtant, 'Hut i n  all the cases investi- 

gated the enhanced flew seam t o  be a temporary phenomenon and patersd 

out after the initial spurt I n  the actiuitias of the  zones. 

I I .  B of P,rp$ ction, A&iifity,EXxo.ts- and Net  For eiqn ExchI19.e~ 
Earn iBs  of the  Zones 
L- I .I . YI LY C- -.a LL- 

Ths f i r s t  EPZ in Shannon (Ireland) attracted, in the initial years, 

firms engaged f n manuf actu~ing  and the invastrnant was almost ontirely 

foreign. Over the y e a r s ,  a large number o f  sarvies companies have been 

established -- i n  1904 out of 89 companies 43 wre i n  the aeruica sector -- 
and the inv~stment is mostly I r i a h ,  w i t h i n  manufacturing t h e  t y p s  of 

-. 
activity was changed conaiderebly over tho years. In the early years 

clothing and texti les  pr edominatsd but currankly major l t y  o f  t h e  firms 



- 

are in engineering/machinary Pollawed by olsctranics.  Whatever be t h e  

t y p e  o f  manufacturfng t h e  t y p i c a l  production procoea at  Shannon, , 

I t . .  .. , .. . . . . . is b u i l t  around a singla procedure, or smel l  

s e t  o f  procedures, ........,. A f i r m  typically cornea to 

Shannon t o  perform a particular manufacturing act  on specified 

matarial \s)  uhich necessarily invo lves  no more than a aemi- 

skill". [stanton, 1978: 19 I 7. 

The t y p e  o f  mmuPacturing act iv i ty  carried out in the EPZe o f  ~ a i u b  

are no different from thoso in Shannon. Electronics, textilaa and plastics 

together account for tuo-thirde of the entsrpriaes in the zones (sse t a b l e  5). 

The typical. production processes carried out are soldering parts  or tsst ing 
# 

i n  the electronics firms, or sawing and knitt ing i n  the t s x t i l e s  and 

leather firms, 

nter risss by Product TUEP in t h a  EPZa of Taiwan - Table 5 :  u-- ----.*--- ---A - - a * *  

- -- - .. 

Product Type .Numbor a f  Enterprises . Percent age 
.+.-- - I*,--.. II.Y--Y..aa-.*,Y -----I..- .I. ..C 1. . --I.. 

~extile~/~eather 57 21 
rYWl d I Y C Y U  . --.--.l.-U. l . r P  C -. I-- 

T o t a l  2 75 1 OD 
.--,--..-.,--I-.-.------- - - Y -. - .-• - -- - t 
Saurce; Export Processing Zone Admfniatr ation, EEsn&a-tJet$cc_3 

1 982. 



The r$asan Zone in Korea is bas ica l ly  an electronics zone with 47 

p e r  cent  of t h e  invastmsnt i n  the  zona accounted for  by electronics. 

(see Table 6j. 

Elactronics and Electric 
goods 

Mstal product8 

tiowmetal pruducts 

Machinery 

Precision Machinmry 

Textilers 

~ h o a e '  

Others 

Source: Wart P. G., .:Korea's Masan -Free Ucpoxt. Zons: Benefit and Costsn 
The Deve1opi.a €con$$- Uo1.22, No, 2, 

. .-. 

The Mdayaian EPZa are &so basically electronics zonas, But ttle composi- 

t i o n  in Phi l ipp ines  is rather different: though textiles and clothing 

account for 30 Fer cent o f  t h e  employment 17 of t h e  41 firms ara engaged 

in miscellaneous l i g h t  manufactures (aao table 7). Sri Lanka, i n  contrast 

with ~ h i l i ~ ~ i n e s ,  i a  a toxtilas zone with 08 per cant o f  t h e  zoma employ- 

ment accounted for  by text-ilea (see t a b l a  8). 



~ a r m e n t ~  and waking 

Apparsl Footwear 

Px anspart Equipmant 

Sparti- goads 

Cork dr Weed :CanuPaeturers 

~ a ~ e r / p a p o c  bcard 

Optical  goods 

Arti PSci el Rexin 

Textf  lea 

Food 

E l  actroni cs /~ lec tr ic& 

BMB metal 

Miscellaneous ar ticlss 

Employ men t C.--- Percantag? l C -  

,UJ_oLb f*. ~ , e f ? p d ,  

Sourca: Export Processing Zone Authority, 

Table 8 : KI PZ 2 ~i st riC.t,i-a~f, >g$~y,~p~&@~@_sf;fe~~&9~~1 
T o t a l  

Industry Employment -- Fereontaqe-__s?.late* 
@o. o r  ~ e r s o n a )  

Apparel Products 1 5698 

Fishing GBRT 8- Ac~~ssor ies  199 

Flubbar Thread 101 0 6 

Gem -Cutting 

Uoetrical Goads 

Source t Greater Colombo Economic Cammissiont d n n u a ~ ~ ~ ~ ~ ~ ~  
various issues. 



The predominant a c t i v i t y  locatsd in tho EPZs is related t o  the 

industrial groups of electronics end text i l8s  uith some light 'rnanuf actures 
L!EJ I C t u l e +  . L154'JI 

here and - thew.  . . . --. LC...IL- These predominant --.. .I-YL-. . +.. a c t i u i ~ ~ q ~ ~  . . q~BB~~n~Ben . t ; z~Min .r sa&e i~b- .  

tion o f  alectranics and the lata camers' liks Phil ippineo and Sri Lanka - 

reporting the concentrat ion d f  t ~ x t i l e s ,  Thus, the  type af  a c t i v i t y  or the 

magnitude o f  invsatment does not  seem t o  be influenced by the incentiues 

o f f i r e d  a t  the EPZa. Them seam t o  be following a pattern dictated by the 
. - - .  , ,  , . 

g loba l  raorganisation "of production b p s ~ a t i d n s  by the multina$iuisila, 

Further, the operatione carried out in these u n i t s  are of ten  simple assembly 

or fabxication which are in no way related t o  the  structure o f  t h e  host  

.ecnnomiss but  rather i n t e g r a l l y  r e l n t s d  t o  the global operations o f  the 

Rlthough rragmented indus tri elisation incidental t o  the EP f a c t i v i t y  

might auccasd in boosting exparts the i m p o r t  content oP such exparka f a  

baund ta be high. The value added, hsn?e, is l i t t l e  and the impart 
, , * # .  .... t . ">  . 

dependence is very ,-high,- 

, . '.'. 
a l a n d  The data on exports o f  the zones as s percent'ag6 ijp tke hi'@ 

exports clearly point t a  the fact that i n  none o f  the countries, except 

Ireland, and T & i ~ a n  t o  soma e x t e n t ,  d i d  t h e  ehms of the zone exceed b 

percent even in the bast o f  the yams (gem table 9 ) .  I n  Taiuan, as well, 

*ha ahars of  axpcrts fram the zone i n  t o t a l  i e  around 6 per cent as the 

industri  a1 exports account for ovor 85 par cent o f  the t o t a l  exports. 

I n  Phil ippines and Sri Lanka those aeom drnoat in s ign i f i cant .  



Ireland South Korea Taiwan Phi l ippinee  S r i  Lanka 
-W w-- m--?- nE*-mg---- mz- - -'----- Bats-" '*" 

Exporta . Exparb fm~eta 
Yaar National Yaar National Yea;: Hanutae- Year N a t i o n a l  

Exports Exports turing Exparts 

1971 I . 1975 5.O4 1978 7.39 -I 975 ,32 l e s r  than 

' '1 972 12eOQ 1978 4.56 1979 7.48 1376 ma9 3 for 
1 979- 81 

1973 10.90 1907 3.12 1977 1.29 

1974-81 6.52 1978 2.13 

Sources t Raspectiua Zone Authorities. 
For Tniuan OECD (1984) 

UcLurne or grouth o f  exports i n  itself deos not say much about the 

net f o r d i n  @change earning. uhioh may be analyeed only by looking at the 

import cantent o f  these exports, I n  the i n i t i d  years thm import. content 

is E r l y  high .in all the  zones coneidere4'thay do cme dam over tho years 

(sea table l o ) ,  but tho  ratio tonda t o  stabflise arouyd Oe50 Par oven the 

rnoet advanced of  theso countries. For tha otheca, who do not  have much of  

an industry outaide the zone, the ratio is higher and does not show my 

tendency t o  -decline. ' The apparant low figures for Korea or Ireland need 

t o  be Been in the contsxt of the nature oP these economies. Ireland and 

Tduan have a large segnemt a f  MNC enterprises outside the zone m d  Karea 

has a lmge and booming industry outside the zone, all o f  which havs high 

import intensities. I n  fmt i n  Korea the S m p o ~ t  intensi ty  o f  exports has been 

rising i n  recent ysars I... the ratio has increased Prom 0.26 in 1970 t o  0-38 

m rgsd f P&. 1985 1 294 - 7 



Ireland S ,  Korea M a l a y s i a  P h i l i p p i n e s  S r i  ~ a h k a  
*- - -.-..--__u. -.-Y.Y Y " Y Y  --*nu- 

Year Import Year Impart Yaar Impor t  . Year Impart Year Impart 
Content Content Content Content Content 

.-.u- -nulu--- L U I  -.-I---.--- -. - + *  - - .  . .--* .,- 

1971 56.16 1978 , 46.74 1976 92,29 1977 96.9 ( f o r  gar- 
ments) 82 

1972 57.02 1981 44.54 1978 07.10 1980 63.0 

Sourcw : F o r  Malaysia (OECD) (I 984) 
Far S.Korea and P h i l i p p i n e s  Warr (1904 a, b)  
F c r  Ireland and 5ri Lanke zespective Zone Authorities, 

I t  is e v i d e n t ,  than, t h a t  though EPZa a r e  instrumental in a t t rac t ing  

foreign direct investments and b o o a ~  exports a t  l east  in the i n i t i a l  year8 

the  import intensity o f  these expor ts  tend t o  bo ra the r  high, The n e t  

foreign exchange accruals, then, tend to ba low. So, it saerns, tha  major 

objsctive o f  attracting foreign invostrnents to boast foreign exchange 

earnings is n o t  achieved. Then t h e  quostion to ask is are there any other 

'external i t ies '  o f ,  these zones, such as linkag~s, technology transfer, 

employment generation ..,.. ete. 



Forword l inkages are ruled out by the vary l o ~ic o f  ExpurL Processing 

Zones -- they are s o t  up to expart  rtiost UP thair  output; backward linctages 

and duty free imports arp a contradict ion,  S t i l l  sonla linkages have deve- 

lqpad their intsnsity varying across t h o  countrias. The major linkages 

d t h the hoe t country economy ere through cons~r"ction, electricity supply 

and the I l k s .  But they ore, in fee t ,  b u i l t  prior t o  or as preparatory t o  . 

the ' se t t ing  up of thm zone m d  cannot be axclueivsly considered as l inkwos 
1 

davalaped due to the growth uf E P I  industries. Backurard linkagoe, in any 

real sense, a m  thoss sstob l i~hed  thrdugh the movement o f  rau materials* 

One important mason why bocklirard linkagas cannot develop ta any . . 

meaningful cxtant is the nature oftl-,.- procoss in operaL.ion in the EPZB in 

cumparison with the structure of t h e  economy. As already mentioned thme 

a r a  so many isolated pracasses rather unconnectsd wi th  t h e  domastic economy, 

Eonsequsntly, l i t t l e  could be expected to f lou Prom the domestic economy 

Lnta the zone. 

the import i n t e n s i t y  o f  the  zones are sleu l a rga ly  dspendent on the 

policies a f  the  M N C s ,  who operate i n  these zones. Host often, it is found . 

that ths MNCa resort t o  a vary high degree o f  intra-Firm trada: 

"In ranas i n  Southeast  Asia here  Japanesa transnational 

carpor ations play a signif icant r o b  , Zapmeso trading 

houses control a vmy larga percentage of the imports.,af 

materials, p a r t s  and components a? their aPPiliatss,. , ,  

An axtansivc suruey carried o c t  in 1975 indicated that 

. . companies in t h e  b x t i l e  sector purchssad about half o f  



their rau matarid supp l i e s  f r o m  their Japanese partners. 

I n  ths a t a d  sector the production waa 60 pc, f n  tho 

electronic consumer aoctor nearly 67 pc and in the case of 

precfaiofi f nstrumenta and automobiles an average o f  77 pc 

and 82 p c  raspec;tively" [UNIDO/TCIS, 1980; 27-81.  

In sum, '~orurard l inkages are precluded by the thrust o f  the policy, 

a f  axports as dasircd by the deudoping countdes and beckward Linkagas 
1 

by the thrust nf HNC policy. 

The trans far of technology involved i s  oftan o f  a paraal proems 

f nvolv ing as~embly or simple f &rica;ian. As observnd (ssa p. ji) even i n  

the case o f  a EPZ like that o f  Iraland, which hed been i n  edstence Pox 

over tm decades, there uere feu  firms cmrying out complex (multistaga) 

fabrication. For example, the  s emf LL nductoi production involved the f o l l o w  

fng s t a p s ,  viz,, research/develepment, fabrication, 1 C  assembly, and product 

testing. And a f  ten the processes trans?erred t o  the '€PI s a s  the last h, 

which are highly labour intsnslve. Such transfeca do not add C I P ~ Q  any 

Integrated process o f  transfer and s e  not useful in producing the neoessary 

dynamics o f  export growth. Thasb me only sa many isolated production - 

PCoCassee fn the  inrlustrieil- map o f  the country without any structural  linkages 

betwsm them, the l i n k a g b  are with the firms producing the prior and pasf~r for  

processes lying alsewhsre in the g2.obs. Thus, the i n d u s t r i d  & X C ~ U P ~  in 

itself does aof undergo the naesssary change mhich f a  b e i c  t o  changes in 

the structure o f  a country's exports. 



Learnins o f  Now S$& 

What is o f t e n  claimed as 'a benefit  o f  the technology transfer and 

foreign investmonk is the learning a f  new skills, Thia ,  again, is not a 

useful  process. Without  an integrated praceas oP transfer o f  technology md 

development the partial transfer only devalops a partie l  s k i l l  which haa 

no place i n  the domestic structure o f  production -- they are only sa many 

juki  machine operators, or soldera. The learning o f  thees akille cal l s  For 

a f eur waeks tra in ing  and no mare. Most o f  the senior level jobs ara held 

by o u t d . d s ~ a  and even  hen host nation citizens held management jobs they 

o n l y  assist their foreign seniors, All t h e  key deeisiona are taken by the 
' 

MNCa i n  th8i.r central off ises  elsewhare. Further, the most crucial o f  a l l ,  

tha U L ' O  s a t  up is never trmsferrsd and there 18 very little that the 

host nation ' gain8 out o f  it, Even far a long s s tab l i shsd  zone like Shanon: 

fSornign enterprises haue 11ot sa far generated the spin-offs 

i n  term o f  employment in domasti c firms that were anticipated; 

neither hove thesis enterprises generated the native core of 

prof eseional engineering and othar managerial talent which 

w a s  expected t o  serua as bath the instrument and catalyst for 

output and employment expansion outside the Soreign s e c t o ~ .  

In eassnee learning e f f e c t s  Prom t h o  foreign by the Ir i sh  

sector haue been notably weak and both aeetors have exiatsd  

a ide  by s i d s  and developed almost indepandently Q P  each ethern 

' [~ineen, st. al, 1982: 12-7 

Empl~ymsnt  Generation 

The employment generated in the EPZs Is often a miniscule percentwe 

Q? the t o t a l  labour' or industrial  sector mployment (see Table 11). 



Table 11: gntribut&on o f  Selected EPJ,s~", .h$ms _of ~ r n p l o y r n e n t A ~ m ~  

Country EPZs considered EPZ Employment EPZ Employmefit as a 
as percentage o f  percentage o f  t o t a l  
total dctive i n d u s t r i a l  sactor 

, popu la t i on  ~ r n ~ l o  ynsnt 
.- 1---- .r ..-. -w- 

South  Korea 

Phi l ipp ines  

H d a y s i  a 

Sri Lanka 

Mauritius 

Seneg a1 

Egypt 
Mexico 

Brazil 

Dominican 
Republ ic  

India 

H a a n ,  I r i  

Kaahsinng, Nantze 
Tankze 

Katunay ake 

Enterpr ises with 'EPZ 
s t  atus 

Dakar 

Entsrprises 

Laromana 
Santiago 
San Pedro, De Marcoris 

-.-- - . --I -A- *__Y.. 

Source: Table .12, O'ECD, 1984 

Note: I n  column 6 figures far Phi l ipp ines  and Brazil have been corrected. 

The employment generated is o f t e n  far below the numbers projected 

i n i t f  a l l y ,  the exception being Shannon. I n  Sri  tanka as per  pro jects  

approved a t  the end o f  1981 employment should have been around 55,000, 

b u t  in actuality the emplaymcnt at the end of 1983 was no more than 26,000. 

I n  P h i l i p p i n e s  approximately the sam~ numbsr of jabs usre ereatsd i n  the 

th ree  FTfs,  a t  an axtremsly high damastic mitt of US $40M3 par job during 

the first eight  years o f  i t s  operation. 



Also it is not  Unusual t o  hava violent fluctuations i n  the t o t a l  

employment in ths 'zones, For instance, i n  Phil ippines  sincs 1977 employ- 

mank has been decreasing, and betuteen November 1980 and September 1987 

alone some 4237 urarkars (or 20 pc o f  the EPZ wrk~orca) usre l a i d  o f f  

or placed on Porced .leave. . Report. f r o m  fWaysie spe& the same: Between 

3 t o  10 pc of the EPZ urorkf'orcs seam t a  havs loet jobs md those working 

a s m  t o  have been undergoing cuts i n  various wayst 

" H m y  wrkers have vvoluntarikyMg accsptad 20 pc reductions 
' 

or more i n  weekly take-home pay, others .....,... took e 

40 pc cut i n  pay e a l i e r  t h i s  year while keeping a five- 

. dey work weskn [FEER, 1905: 79 - 7 

mat 5s tragic, however, ia that the EPZs are not providing employ- 

ment t a  mrkers who are unemployed and looking for smployment. It is; 

Anfact, creating a neur wrkforce canaiating largely a f  young wmen urho 

havo been drawn i n ta  t h o  EPZ emplsyr~~snt Prom t h e i r  rural homea, Their 

working eanditions atr5 sxplorative and l i v i n g  eanditions dehumanising. 

Their basso hlaa rights are aeverely curbed CD. ~ a r a y n s ,  1986 7. 
w 

N Thus, EVES instead oP providing employment t o  the unemployed ars craatihg 

a new maas af  unemployed waiting t a  be absorbed i n t o  n systein urhfch i s  

insignificant i n  comparison with tb total  manufsturing employment and 

W c h  could never h a p  t o  accommodete evm a minute fraction of them. , 

Canaidering bath dirsct and indirect cofi ts and benaf i ta  and by 

carrying out the by' rwlp common - 4 m f I k  - cost analysis i t  w a s  found that 

though the EPZ ti? ~(ors* brd&inp euen, th* EP2 o f  PhiZi$piin~s' 
A 

5, , ""., 
s h o u ~ t h e z  High negative it .a becoming d.drhn on ' 

I< 

'- . 
the eeantlmy. In the  c-s PP 

. E 



IF....... under the assumption8 us have described the FEZ 

generates en i n t e r n a l  rate of return o f  around 14 pc, 

This is a high rata o f  return by t h e  standards o f  p u b l i c  

projects. This result  is n o t  particularly ssnsitive to 

aasumpt*ions about the life o f  the zonei1 % 

/-~arr, 77840: 183 7 
rr 

The high rate is obtained owiag t o  the high net b e n s f i t s  derived f r o m  

employment and foreign exchange aarnicgs, And one o f  the crucial assumpt- 

ions underlying thks computation is t h e  estimated wage differentid betwen 

EPZ firm and firms outside the zone. When no wage differential  is assumed 

t h e  EPZ generates nagative net present value for rates af  discount  above 

6 t o  8 pc, which is higher than t h ~  real international borrowing rate. The 

s e n s i t i v i t y  o f  thssa rrates to the wage different ials  needs to be taken 

along d t h  ,our own conclusions on wags differentials-  

As t o  the Bataan EPZ in Phi l ippines the result is conclusive: 

' 

"Under all combinations a? assumptions sxaminad the zone 

gsnerates negative net prasent value, Equivalently,  it 

genarates an in ternal  rata o f  return below t h e  estimated 

real discount rate. Indeed, in almost all cases tha internal 

rate o? return is negative, In the central case UB f i n d  a 

n e t  present ualue of -3.5 billion and an internal rate o f  

return o f  -3 pca f ~ a r r ,  1904b; 36 I 7. 

Thus, even tho pure economic argument t h a t  EPZ is a net b s n a f i t  

t o  the host country does n o t  stand the t a s t ,  Only in excaptianal cases, 

like that o f  the. Kor~an Zoha which had assanQ.ally f i l l e d  by mid +l45'0s 

and vlaa n o t  accepting now firms, it just b r c G l s n ;  tuhilb m o t h  DP the 
1 . - 

bthera are simply ~ating i n t o  the already ac$iroe rekoue~e~. ? % .  o~,-t r 

country. 



1 U, EPZs and Their Fu turn ..- 

Thsre may ba little disagreernnnt an the  nesd f o r  a x p a r t  expansion 

and export diversif ication for the developing countries  The question, 

however, i a  regarding tha strategy t o  bs adaptad t a  achiave t h i s  g m l :  

How ePf  ectively dosa a a tzategy emphasising relat ively  f rea play - o f  market 

forces achieve this? As tha satting up o f  EPZs is a culmination o f  such 

a .strategy t h e  above q u ~ ~ t i o n  by its very nature deal8 with the  FPZs as ue l l .  

An f nextricabl e component of expart d i v e r s i f  icatibn is the inter- - 

national transfer o f  technology, However, it is only a proper transfer, 

adoption and assimilation o f  technology bringing about changes in the 

s t ruc tu r~  o f  domestic praduction of the developing countries which would , 

change the composition o f  manufactured exports, B u t  the r e a l i t y  is that 

technology is owned by the MMCa aqd any transi'er invo lves  questions aP pay- 

mant for  the technalegy or PlidC invastn~snt and MHC control. This is the 

cantext i n  which tho strategy o f  free play o f  market forces and the EP2a 

i n  developing countries needs t o  be viewed, 

As elaborated, in d l  the EPZs atudiad the dev~ lop ing  countries 

hardly had any control as t o  the choice o f  the tschnology or the pr&cessce 

t o  be set  up. All urere at  t h e  mercy o f  the MN&r i n  almost all the 

countri ~s it Mas t e x t i l e s  and clothing which predominated with electron1 cs 

fo l lowing ;  i n  S r i  tanka it was largely texti les  fo l louing tho quota free 

..::.conditions prevai l ing i n i  t i a i l y  and t h e  apeciric c a l c u l a t i ~ n s  a f the  
C 

"' investors from Hangkong and Korea1 i n s p i t e  of  the wide-ranging' incentives 
I ? -  

HMCs have not ahom rnuch.of a keenness t o  set  up firm in the EPZs af 

PhLf Xpp+nea .or Sri tavlkaa. 
. , 



Also t h e  future does n o t  laqk  vary b r i y h t  f o r  some c f  t h e  growing 

or elready establ ished EPZs. Them a re  various structural  and technological 

changes tak ing  p l a c e  both  in t h 2  b x t i l a  and  s lgct ronics  i n d u s t r i  2 3 ,  which 

it is Feared, would result in d r a s t i c . r e l o c a t i o n s  and joblosses. I t  i a  

a l f  eady happening in some o f  the FTZS. The classic case is t h a t  o f  the 

EPZ i n  Penang. Penang, and g o n e r a l l y  P?alaysia, is the w o r l d ' s  largest 

exporter o f  64k memory s i l i c o n  chips account ing far about 70 pc o f  t h e  w r l d  . 
market share. Most o f  the firms account ing for  it ae o f  US parcntaga. 

With t h e  current in tensa  c o m p e t i t i o n  by Japanese gients in t h e  f i e l d  and 

t h e  t echnalagical advances making far automation of t h e  opera t ions  ~ x i s i i n g  

i n  EPZs, it is feared that thaae MNGs would relocate thsir operations in 

t h e  US o r  i n  o the r  developed c o u n t r i z s  where they have t h e i r  markets, 

[FEER, 1984: 84 - 70 I n  ths f i x t i l o s  tho forces o ~ e r s t i n g  are slightly d i f f e r e n t ,  

b a s i c a l l y  cyc l i ca l  f a l l i n g  o f f  o f  demand and fierce competit ion from new lour 

c o s t  supplie; .~.  Whatever ba t h e  f o i ; a s  oporating the effect is the same. 
the  

Thus, t h e  future looks rather bleak f o r  some o f & ~ ~ s :  they iliould hardly ba  

a b l a  t o  maintain the employment, leaua alone generat ing new ones. 



1 The sfght zones Mere Kmdla  in Indiap Nayaguer in P u e r t o  iticon Kmsh=LuW 
in fair;rm, Batan in the  F h i l l p p i n e s ,  La Rornena in the ~omifiical i lapuhlic,  
ths,sones along the Mexican border, Colon i n  Panama-end Hanaus in Brazil, 

2. lUFI is dvfined t o  be the majority foreign ownad firms grmt aided under 
t h ~  Industrial  Oavelapmant A u t h o r i t y i s  i4ew Inusstment. 

3. Our ourn Pindinga are that once hours o f  work and the intensity Bra 
taksn i n t o  account t h s  wage rates prevai l f  ng i n s i d e  the ronas cannot 
be higher than those ruling outside [ s e e  Nacayena, 1906 7. 

LI 
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