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1 Introduction

1.1 Background of the study

Liberalization of trade in goods and services, new integrated transport networks and information and

communication technology (ICT) developments have created unprecedented business opportunities for

the trade and transport industry.  The increased level of competition has also resulted in public sector and

private sector organizations recognizing the need to move from national and regional business strategies

to global business strategies.

Achieving cost reductions and maintaining and improving product quality while responding to customer

demands require new business tools which will enable companies to improve their competitiveness in the

global market.  Manufacturing companies are thus taking a greater interest in managing the total supply

chain from the multiple sourcing of raw material to the production and the final distribution of the finished

product.  Manufacturing companies are also taking steps to establish regional logistics/distribution

centres, especially around port hinterlands, to improve their competitiveness by reducing inventory and

raw material procurement costs, and by providing swift, customer-oriented just-in-time (JIT) services and

value added logistics services.

These trends in logistics and supply chain management are accelerating as tariff and non-tariff barriers,

including customs procedures, are streamlined and simplified, particularly through bilateral, subregional

and multilateral facilitation agreements.

In line with these trends, and to meet the demands of business, many Asian countries have established

or intend to establish special value-adding zones in port areas or in the wider hinterland with high

expectations of the economic benefits that these zones would bring.  The zones are commonly referred to

as free trade zones (FTZ).

The concept of a FTZ and the way of establishing a FTZ differs slightly from one country to another.  Lack

of understanding and experience in establishing and operating a FTZ has often meant that only a few

countries in the ESCAP region have had a truly successful experience.

Providing specific guidelines for specific countries was however beyond the scope of this study.  The

focus of the study was logistics oriented zones and the traditional FTZ with its focus on manufacturing.

These are examined in order to understand the concepts and see how some of their features can be

applied successfully in the context of port hinterland development.

The three key goals of the public sector when deciding upon building a successful FTZ is to:  attract

business, bring in capital and create employment.  From a customer’s perspective, the three main

attributes of the FTZ can be summarised in one well known marketing adage, ‘LOCATION, LOCATION,

LOCATION’.  This adage is not simply related to the positioning of a FTZ but also relates to global trends

in manufacturing, outsourcing, business mobility and the whole process known as globalization.  In this

report we look at how this adage relates to FTZs and port hinterland development.  In doing this we have

considered trends in business location, developments in sea transportation and shore side interface

systems in order to provide governments, policy makers and port operators with guidelines that will assist

them in optimizing their comparative advantages.
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1.2 Objectives

In light of the above, the objectives of this study are to provide:

� a clear explanation of the FTZ concept, both in its regional and country specific variations,

together with the rationale behind it

� examples of successful and unsuccessful practices in FTZ drawn from case studies from

around the world

� an understanding of the business strategy of private industry, including global logistics

providers, to help governments understand industry’s needs

� guidelines for governments contemplating the establishment of FTZs within the context of

port hinterland development.

1.3 Report structure and contents

Chapter 2 General concepts:  FTZ and port hinterland looks at the fundamentals characteristics of the

FTZ and port hinterland, both in traditional terms and for the purpose of this report.  It introduces these

concepts to the reader as a foundation for the rest of the report.

Chapter 3 The port industry provides a background to the development of:  containerization; port

privatization; foreign direct investment (FDI); the emergence of the hub and spoke port system; the most

recent trends in vertical and horizontal integration of ports.  It concludes by looking at ports as logistics

centres.

Chapter 4 Recent developments in FTZs and port hinterland in Asia and Europe provides numerous

case examples of recent trends in FTZ development on these two contiguous continents.  This chapter

also explores conceptual role changes of ports and port hinterlands and the concepts of logistics FTZs

(or logistic parks).

Chapter 5 Implications of WTO’s Agreement for Logistics FTZs looks at the possible impact FTZs

could have upon WTO membership.  This chapter provides an overview of the WTO rules pertinent to

FTZs and concludes that whilst subsidies to industry are possible great care should be exercised to avoid

infringement of the rules.

Chapter 6 Strategic practices in business reviews why companies move abroad and provides

a background to the scene of global business by exploring the process of globalization and its impact on

manufacturing and service companies.  It concludes by looking at the latest developments in logistics

concepts which will have a profound affect upon future business.

Chapter 7 Best practices and policy guidelines concludes this report by expanding upon best

practices and suggesting guidelines for policy and decision makers based on the findings of this project.

Two analytical tools are introduced that help policy makers analyze and focus upon the issues at stake

helping to create strategies for establishing government policy.


