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7 Best practices and policy guidelines

7.1 Introduction

By many, a FTZ is seen as an instrument for expanding and modernising an economy through the

attraction of foreign investment, the transfer of technology and employment generation.  The actual

impact of FTZs on national economic development has been studied frequently.  However, many of these

studies are out-of-date, and country-specific.  Like any snap-shot in time, a picture only tells of the

present; whereas history may tell us of the past nothing can predict the future.  What may not be

classified a success today may be different tomorrow and vice versa.  Some FTZs have been real

engines of outward-oriented economic growth and have had a considerable impact on industrial

development.  Examples are Singapore, the Republic of Korea and Mauritius.  Others, however, have

failed to boost economic development.  In this chapter will highlight two opposing FTZ experiences:

Mauritius and Senegal studied in detail by Madani (1999).

This chapter stems from a thorough literature review which encompasses, but is not limited to, the

following sources:

Kusago, T and Tzannatos, Z. (1998).  Export Processing Zones:  A Review in Need of an Update, SP

Discussion Paper No. 9802, The World Bank.

Madani, D. (1999).  A Review of the Role and Impact of Export Processing Zones, Policy Research

Working Paper 2238, The World Bank.

7.2 Some arguments used against FTZs

� The impact of the FTZs on the local economy is limited.

� FTZ cannot compensate for failed economic reform.

� FTZs account for only a small share of the host country’s investment.

� A FTZs is only a second-best policy to develop the economy of a region.  A first-best policy

would be to provide an optimum enabling environment.

Senegal:  A case example highlighted

The Dakar EPZ established in 1974 is an example of an unsuccessful zone.  The Dakar zone became

operational in 1976 but did not achieve its goals in creating employment, foreign exchange or attracting

FDI.  Employment reached a high of 1,200 in 1986 to drop back down to 600 in 1990.  Some 10 firms

exported a meagre 4 million FCFA51 (approx. US$ 14.7m) out of the zone despite a relatively stable

political environment and advantageous financial promotions.

The Senegalese taxes and customs incentives matched those of its neighbours and competitors.  They

included:  exemption from taxes on corporate income and dividends; exemptions from customs duties and

taxes on machinery, inputs and semi-finished and finished goods; and unrestricted repatriation of capital

and profits.

51 The Senegal belongs to the African Financial Community (CFA).  The franc CFA had a fixed parity with the French franc
(100 FCFA = 1 FF) and now with the euro (1000 FCFA = 1,524 euros, 1 euro = 655,957 FCFA).
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There are several reasons for the zone’s failure.

� red tape

� minimum employment and investment floors

� government mandated labour market rigidities

� low productivity of the labour force

� no standard rental factory space available

� high utilities and transportation costs.

7.3 Arguments in favour of FTZs

� A FTZ can act as a driver to open up an economy, spreading reforms to the rest of the

host country and are an import tool to promote diversification.

� Among all least developed countries (LDCs) the highest incidence of poverty occurred in

mineral exporting LDCs, with 80 per cent of the population living in extreme poverty.

Service exporting LDCs, mostly those that earned foreign exchange from tourism, had

a 43 per cent incidence of extreme poverty.  But in LDCs that were heavily engaged

in export manufacturing, typically through FTZs the incidence dropped to 25 per cent.

� WEPZA’s 1997 Edition of the International Directory of Free Zones and Export Processing

Zones contains information on 847 zones in 102 countries.  The study showed, amongst

others things, that countries with FTZs gained signifcantly in exports to the United States

of America and the European Union.

7.3.1 Job creation and human capital

Job creation is probably the first and foremost goal of a FTZ.  FTZs have created jobs and, in some

cases, a remarkably high number of them.  But what has been the impact on the unemployment at

a national level?  In many cases the jobs created in FTZs are compensated by population growth and an

expanding labour force.  Only in Mauritius did the FTZ result in attaining almost full employment.  In many

other countries, the impact has been negligible.

Mexico.  In 1966, one year after establishing the FTZ-programme, 24 enterprises were located there

employing 6,107, growing to over 2,000 plants with staffs totalling over 600,000 jobs in 1994.

Mauritius.  In 1971, the first nine EPZ firms employed 600 people, growing to a maximum of 91,000 in

1991.  This represented approximately one third of total employment and 80 per cent of all jobs in

industry.

Philippines.  Whereas workers in the four regular zones in the Philippines numbered 23,651 in 1986,

eight years later, there were about 70,000.  In Malaysia, where seven zones were created between 1972

and 1990, jobs grew from 21,000 in 1973 to some 123,000 in 1994, while the workforce in Sri Lanka’s

three zones multiplied eight-fold over the period 1980-1994.

7.3.2 Export performance

As the examples below illustrate, FTZs have played an important role in the export performance of many

countries.

� Taiwan Province of China and the Republic of Korea:  almost 100 per cent of

manufactured exports.
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� Mauritius:  95 per cent manufactured exports are produced in FTZs.

� Kenya:  75 per cent of manufactured exports, with the vast majority depending on the duty

exemption system.

� Mexico:  over 50 per cent of total manufactured exports originate form the maquiladoras.

� The Dominican Republic:  80 per cent of all exports, and almost a 100 per cent of

manufactured exports.

7.3.3 Foreign exchange

For many countries, especially low income countries, foreign exchange earnings are a prime target as

they serve to finance import and the development of the local economy.  Experience shows that FTZs

can be successful in earning foreign exchange, increasing employment and developing export

competitiveness.  For example:

� Mauritius:  saw FTZ gross exports earnings grow from 3 per cent of total export earnings

in 1971 to 52.6 per cent in 1986 and 68.7 per cent in 1994.

� Indonesia, the Republic of Korea and Taiwan managed a high ratio of net to gross exports

from 49 to 63 per cent in the mid-1980s.

The real impact on the economy should be measured on the basis of gross versus net exports.  Zones

where firms are obliged to import raw materials and other supplies from abroad obviously have a much

smaller impact on domestic markets.

7.3.4 Tax revenue versus tax losses

Tax incentives are a prime characteristic of FTZs.  When establishing a FTZ, governments hope that the

potential tax revenue losses – as a result of offer tax incentives – are outweighed by gains accrued in

terms of employment creation (i.e. the removal of people from a countries liability column in the balance

sheet to the assest column through personal taxation) and provision of foreign exchange earnings.  In this

calculation, the cost of establishing the FTZ must be included as well since it requires substantial

investment in real estate, transportation infrastructure, utilities, communications facilities and

administrative support.

7.3.5 Backward linkages

Businesses that operate from FTZs can create linkages between themselves and the rest of the economy.

Backward linkages are supposed to boost economic growth in the host country by fostering investment in

non-traditional goods and efficiency gains in the production processes of the traditional ones.  As a result,

local firms become more internationally more competitive.  Linkages can take two forms:  FTZ firms

sourcing domestic raw material inputs or subcontracting supplies with domestic firms.  Failure to establish

linkages is often the result of non-availability of materials and supplies, quality or pricing issues and

problems with the speed of delivery.

An example of a successful FTZ is the situation at the Masan Zone in the Republic of Korea in 1988.  A

total of 56 of the 73 zone firms had engaged 525 domestic firms for outsourcing processes.  These 525

employed 16,686 workers, equivalent to half of the entire Masan zone work force.  In the maquiladoras in

Mexico, while successful in terms of creating jobs, backward linkages failed to realise as almost all inputs

were imported from the United States.

According to Madani (1999), overall the goal of fostering backward linkages and technological transfers

has not lived up to its promise.  The results of linkage-building are, in most cases, still below expectations.

Their success hinges upon the impact of the regulatory environment, on potential suppliers and the
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organization of international production by export enterprises.  Finally, the pace at which linkages develop

depends to a large extent on the ability of local firms to become efficient as regards the cost, quality and

delivery of raw material, intermediate goods and producer services.

In their World Bank discussion paper, Kusago and Tzannatos (1998) have conducted research into the

evolution over time of backward linkages at selected FTZs.  At some of the FTZs, they observed

a positive trend towards increased local sourcing of inputs (Table 7.1).

Table 7.1  Backward linkages (Kusago and Tzannatos, 1998)

Country Zone Industry
Local sourcing of inputs

Subcontracting
% %

Malaysia Penang All 1976 0.2 1987 17.7 Very Limited

Republic of Electronics 1976 2.8 1987 17.9 Very Limited

Korea Masan All 1971 3.3 1985 32.3 Very Active

Taiwan Province All 1967 2.1 1979 28.3

of China

Sri Lanka All 1979 0 1991 3.8 Non-Existent

Mauritius Garment 1982 41 N/A N/A

7.3.6 Technology transfer

What was the impact of the FTZ on the skill levels of the local workforce?  A substantial percentage of

production in FTZs requires low skills and low technology.  As shown in Table 7.2, in the case of Malaysia

the share of factory workers to total workers in FTZs has declined.  This is the result of changing from

labour-intensive to more capital-intensive industries.

Table 7.2 Ratio of factory workers to total workers

in FTZ (Kusago and Tzannatos, 1998)

1997 (%) 1990 (%)

Managerial & professional 1 4.7

Clerical 5.4 8.1

Supervisory & skilled 12.6 20.3

Semi-skilled & unskilled 81 66.9

7.3.7 Upgrading of physical capital

FTZs may lead to upgrading of physical

capital.  Successful zones are those for

which governments have created an efficient

and competitive industrial transport and

logistics infrastructure.  A successful and

well-integrated zone can also be considered

a laboratory for, and a spur to, policy reform.

As confidence is gained, the zone framework

can be replicated in other parts of the country and the early investors start to move out of the original

zone.

Among the most advanced of the new kinds of zones is the one in Kaohsiung, Taiwan Province of China.

It began with simple sewing in 1967, expanded to fashion garments, then to electronics assembly and

then to electronic design, testing and R&D, and is now moving into the business of hosting corporate

headquarters and global logistics centres.
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Case Study 7.1  EPZs and the ‘race to the bottom’

As EPZs have become an important part of export-oriented industrialization, critics have charged that competition

for export-oriented FDI using EPZs contributes to a ‘race to the bottom’, as it involves a deliberate lowering of

social and environmental standards.  More specifically, along with incentives such as tax holidays, dutyfree

imports and good infrastructure, EPZs offer abundant and relatively cheap labour, sometimes with exemptions

from national regulation on labour protection.  Substandard labour conditions can emerge from the repression of

rights such as freedom of association and collective bargaining, and from unregulated terms and conditions of

employment.  These situations in the zones may result from a lack of enforcement by Governments of labour laws

or regulations that, in principle, apply in the zones as well as in the rest of the country, or from exemptions or

variances in labour laws or regulations applicable in the zones compared with those applied elsewhere

(ILO, 2001, Part I, paras. 151-155).  Responses from a sample of 125 Governments, workers and employers’

organizations reported that many countries apply the same labour laws in EPZs as elsewhere (ILO, 2001);

another report found, however that, in practice there were severe restrictions on rights to organize in EPZs

(ILO, 2000).

The issue of practices in EPZs was recently covered in the ILO Seventh Survey on the Effect Given to the

Tripartite Declaration of Principles concerning Multinational Enterprises and Social Policy (ILO, 2001).  In one

Latin American country, workers reported that enterprises in EPZs have destroyed ecosystems and lowered

relative wages.  In general, worker views were that there has been no transfer of skills from foreign affiliates

operating in the country.  The ILO’s Committee on Freedom of Association has also examined cases involving

blacklisting and massive dismissals that highlight the unwritten understanding that unionization is unacceptable in

zones.  The country has since set up a specialized Labour Inspectorate to protect freedom of association in the

zones.  In one African country, government views were that foreign enterprises have taken advantage of the weak

enforcement of safety and health regulations to operate at a much lower level of standards.  EPZs in the country

were granted exemptions from health and safety (which are due to be removed) and this acted as an incentive to

investors.  In another African country, government views were that workers in EPZs receive less favourable

treatment than elsewhere and that women working in these zones had to work overtime and at night (ILO, 2001).

By contrast, the views of an Asian Government were that foreign investors played a key role in identifying skills

needed so that these could be developed through training programmes.  There has also been a skills transfer

between foreign affiliates and domestic industry in that country.  Foreign affiliates have initiated measures to

improve existing practices in EPZs, for example through a gains-sharing programme that provides benchmarks

for foreign and local companies operating in the same industry line (ILO, 2001).  The fact that some countries

view limiting labour and environment standards as an incentive to FDI in EPZs may indicate a need for collective

action involving a variety of actors to limit the risk of a possible ‘race to the bottom’.

(Source: UNCTAD, 2002)

7.3.8 Contribution of Logistics FTZs

The contribution of specilized logistics zones or logistics oriented FTZs is similar to traditional or

manufacturing oriented FTZs.  Logistics zones originally are aimed at promoting efficient logistics system

by establishing or integrating logistics cluster around port or inland area.

Logistics zones around port areas contribute to develop efficient domestic logistics activities resulting in

logistics cost and time savings at a national level.  This enhancement to the import and export sectors

leads to competitiveness and aids in attracting foreign direct investment into this logistics area in

a reciporal approach.

Globalization of production, consumtion and services in block economies such as the European Union,

NAFTA and ASEAN together with bilateral trade agreements has created the needs for distribution

centres covering a single market of several countries.  As a strategy, some countries with a location

advantage (i.e. located close to raw material or consumption point) may attract regional or global

distribution centres for manufacturing through logistics processes to help develop its economy.
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Mauritius:  A case example highlighted

The FTZ in Mauritius is considered a success because it achieved the goals of employment creation,

export diversification, gross and net export increase, attracting FDI and being on the receiving end of

some demonstration effect and human capital build-up.  The EPZ was established in 1971 as a response

a rapidly growing population and exports focused on one commodity, sugar.  By 1976, 84 firms had

started production.  In 1983, 129 firms employed 23,424 workers.  This number peaked in 1991 at 586

firms employing 90,861 workers.  By 1995 the number of firms had dropped back to 481 and employment

stood at 80,466 workers or 17.10 per cent of the national labour force.  Some 50 per cent of these firms

are engaged in garment making, employing 82 per cent of the zone workers.

Export-oriented factories – more than half of which are locally owned – account for at least 10 per cent of

GDP and over three-quarters of the country’s total exports.  Textiles, knitwear and other apparel are the

main products and they make up at least 80 per cent of all exports from the zone.  Linkages with local

suppliers of intermediate goods are being strengthened through the granting of incentives for exporting to

zone enterprises and developing textile plants.  A vertically integrated textile industry now exists, with raw

cotton being imported to make cloth that is exported from Mauritius.

The Mauritian success is due to the coming together of all the necessary elements and policies required

(and described above) for the flourishing of EPZs.

� political stability

� the infrastructure of the zone

� a large pool of educated labour

� a productive labour force

� an attractive incentive package

� limited bureaucracy and minimal interference.

Last but not least, according to Madani (1999) the Mauritians hit upon idea of setting up EPZs ‘at the right

time’.  Mauritius was one of the first countries to implement the EPZ concept in modern times.  It provided

an economically attractive environment and was fortunate not to have many other developing country

zones to compete with unlike many newly established EPZs.

7.4 Planning for success – policy guidelines

Logistics FTZs have elvolved from traditional or manufacturing oriented FTZs.  In this regard, policy

guidelines for traditional FTZs are addressed first and will be useful as reference for policy makers.

Policy guidelines for successful establishment of logistics FTZs or logistics special zones are also

addressed from the specific point of view of logistics.  Regardless of the terminology used the concept of

logistics FTZ, logistics parks or logistics zones are still in a development stage.  This concept is applied

differently by countries depending upon several country-specific conditions and situations.

Why do some zones succeed where others fail?  According to an unnamed UN study cited by WEPZA,

there are two major causes of FTZ failure:  the lack of government commitment and operational reasons.

Lack of government commitment can be illustrated by protracted policy formulation, overregulation and

rigid rules, a predatory business environment, the ineffective implementation of laws and the lack of

follow-up.  The prime operational causes of the failure of FTZs are cited as poor location, inadequate

promotion and poor FTZ management.

According to a World Bank study on export processing zones, experience suggests that certain policies at

the macroeconomic level and policies specifically affecting EPZs are important for EPZ success.
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7.4.1 Macroeconomic factors

At a macroeconomic level a realistic exchange rate and a stable macroeconomic environment are a must.

For policies affecting firms in the EPZ, key factors are:

� a clear foreign investment policy regime

� restriction-free and duty-free access to imported inputs and capital goods

� rapid, low-cost customs clearance for imports and exports

� a completely liberalized foreign exchange regime for EPZ firms’ export-oriented

international transactions

� speedy responses to uncomplicated investment applications

� minimal regulatory control of actions and transactions within the zone, including freedom

to hire and fire workers at low transaction costs

� an extension of free trade status to EPZ estate development and management.

7.4.2 Location and operational factors

� appropriate site selection and location, generally in a major urban area, well provided with

suitable low-cost labour

� good road infrastructure and availability and proximity to a major port and an international

airport

� availability and good quality utilities (electricity, water, sewerage, and reliable

telecommunications) and services (maintenance, security, banking)

� good zone administration and management (including phased construction of suitable

factory spaces for rent as well as complementary facilities)

� appropriate promotional efforts.

Madani (1999) makes the following recommendations for the successful establishment of free trade

zones:

� Perform a careful analysis of incentives offered, their costs to the country, and the type of

industries and investment packages (e.g. short or long term) they attract.

� Incentives need to concorde with the WTO rules and time-lines on export promotion

instruments.

� Permit locationally diverse zones and export processing firms.

� Ensure adequate infrastructure (roads, ports, electricity, water, sewage disposal or

treatment).

� Provide efficient, streamlined and prompt government for the establishment and running of

an EPZ (approval of firm applications; customs and other supervisory institutions).

� Encourage establishment of privately owned and run zones.

� If interested in establishing and running public zones, ensure minimal bureaucratic red

tape by providing the zones with a large degree of autonomy from the central government.

� Geographical location of the country (e.g. land locked) together with distance and access

to firms’ targeted markets and communications and transportation sophistication and cost

have a material influence on the attractiveness of the zone.
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� Preferential trade arrangements influence a country’s attractiveness because of the

potential enlarged size of the market and lower barriers to entry.

7.4.3 Developing and positioning a free trade zone

Establishing, developing and promoting a free trade zone requires the same approach, methodologies

and techniques as designing and marketing any other product.  It starts with defining the strategic

objectives by asking the question:  what do we want to accomplish with the establishment of a free trade

zone?  As we have seen in the preceding sections, several national or regional development objectives

are possible, from creating jobs to generating port traffic.

Once these broad economic and social goals have been defined, it is necessary to define the nature of

the economic activities that will be attracted and that will maximise the chances that those objectives are

indeed attained.

Once the type of economic activity, the industrial sectors and the geographical origins have been

identified, a critical step is to analyze and identify what the target activity or sector really needs, and which

locational requirements need to be met in order to make the location an attractive destination for the

target investors.  From the investors’ standpoint ‘attractive’ simply means that all locational elements are

in place – that there is a locational fit.

This section is based on MIGA’s Foreign Direct Investment Promotion Centre web site, which provides

excellent Toolkits for attracting FDI52.  A major step in the process is to develop a picture of where the FTZ

currently stands by answering the following questions:

� What are current foreign direct investment (FDI) trends and how do they affect the FTZs

ability to attract investment?

� What do we want to achieve by attracting foreign investment to the FTZ and what types of

investment will best serve those needs?

� What are the characteristics of the FTZ, what are its strengths and weaknesses as an

investment site?

� What is the competitive position of the FTZ and what are the characteristics of competing

locations?

7.4.4 Mapping and understanding trends in global trade and foreign direct investment

Understanding global FDI tendencies, including global and regional trade flows, helps in understanding

who is investing, where they are investing, and why.  This is an essential starting point in identifying

industries that are likely to be attracted to the FTZ.  This requires that the planners of the FTZ compare

each country, region and location’s share of inward investment and determine the evolution of market

share in order to get some idea of the FTZs competitive position.

Moreover, external elements that can affect the success of the FTZ should be acknowledged.

Independent of the global or regional FDI, short-term external developments can disrupt investment flows.

While it is not possible to systematically identify these unpredictable elements, awareness of their

disruptive potential must be created.

52 http://www.fdicenter.com/
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7.4.5 Identify national development goals

Developing a FTZ should take into account the larger objectives of the regional or national development

plan.  The goal of attracting FDI is to achieve certain development goals as the creation of employment,

technology transfer, or increased foreign exchange earnings and these set the framework for the strategy.

These goals establish the framework for the strategy and if the strategy is linked to the regional or

national development plan, the promotional efforts will produce better returns for the location.  A

reinforcing relationship will also provide a concrete justification for the financing the FTZ.

It is important to understand the context within which the FTZ operates and tries to attract investment.  In

countries with detailed national development plans, this will be easy.  These plans often specify the goals

to be achieved over specific time periods.  From that point, it is relatively easy to understand how

attracting FDI can help the location.  The next step is to devise a set of FDI-related goals that flow directly

from these national goals.  These will then become the general goals for the FTZ.

The result of this preliminary stage in the strategy process should be:

� a list of national development goals

� a list of FDI-related goals that are based upon these national goals

� a policy statement summarizing the relationship between the mandate of the agency, the

FDI-related goals and the national development goals.

7.4.6 Establish regional development goals and the role of FTZs

Next is an analysis of FDI with a more regional focus.  Questions to be answered are:

� What investment has the FTZ attracted in the past and why?

� What is needed to keep that investment in the FTZ?

� What projects chose a site in a competing FTZ and why?

There are three elements involved in analyzing regional foreign investment trends:

� Gather data on projects in your location and competing locations

� Organize a survey into why locations were chosen and measure the degree of locational

satisfaction

� Analyze industries and investor groups.

7.4.7 Undertake a SWOT analysis

Once FDI trends have been mapped and analyzed, the locational profile and investment characteristics of

the FTZ and its hinterland need to be analyzed.

The best way to do this is by systematically conducting a SWOT analysis.  This analysis – also known as

a ‘location audit’ – will foster understanding of the positive and negative aspects of the FTZ as an

investment site.  It will also provide the basis for competitive benchmarking.

Identifying weaknesses in the investment environment also serves as the basis for developing or adapting

regional development strategies and for advocating further policy and regulatory changes.
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The key advantage to a SWOT analysis is that it is a dynamic assessment of the FTZ.  Unlike the

analysis of FDI trends, which is essentially backward looking and focuses on trends over the last several

years, the SWOT analysis incorporates upcoming developments – the opportunities and threats – that will

affect a location’s future competitiveness.

STEP 1 Identify your location’s strengths and weaknesses.  A location’s strengths and weaknesses

need to be assessed from the prospective investors’ point-of-view:  why is a location

attractive as a potential investment site?  Compiling this information is done on the basis

of a location questionnaire, listing criteria that drive the choice for a location (technical,

market, financial and intangible factors).

STEP 2 Identify opportunities and threats.  What are the key trends and developments that are

emerging?  These may be either positive (opportunities) or negative (threats), and may be

internal or external in origin, but they have the potential to affect the FTZ’s current

strengths and weaknesses.

The SWOT analysis:

� spells out in detail the location’s strengths and weaknesses, and opportunities and threats.

This assessment should distinguish between internal and external opportunities and

threats

� explains the specific industry or economic dynamics underlying external opportunities and

threats and the implications of these factors

� identifies key weaknesses that need to be addressed

These may be policy or regulatory impediments that need to be eliminated through an

on-going dialogue with government advocating improvements in the investment climate.

7.4.8 Undertake a logical framwork analysis

Subsequent or as an alternative to the SWOT analysis further analysis can be conducted to narrow down

the key issues.  A logical framework analysis is an analytical management tool which can help planners

to:  analyze the existing situation during project preparation; establish a logical hierarchy of means by

which objectives will be reached; identify the potential risks to sustainable outcomes; establish how

outputs and outcomes might be monitored and evaluated; present a summary of the project in a standard

format; monitor and review projects during implementation.  This technique is more commonly

abbreviated to ‘Logframe’.

This tool comes in two parts, first is the approach which involves a problem analysis, stakeholder

analysis, development of a hierarchy of objectives and then selecting an appropriate strategy.  The results

are then placed in a matrix (the Logframe), which summarises what the project intends to do and how,

what the key assumptions are, and how outputs and outcomes will be monitored and evaluated.

Below is a hypothical example of how Logframe analysis can be applied to a FTZ project (Table 7.1).  A

more detailed analysis will have lead to the formulation of the matrix so thus whilst at first sight it may

appear simple, this infact the desires result after what should be a throrough analysis.
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7.4.9 Analyze competing FTZs

The next step is to compare the FTZ’s locational profile to those of its chief competitors.  Comparative

‘benchmarking’ is a widely used tool in both industry and government to measure the relative

competitiveness or performance of competing organizations.  Benchmarking a location’s characteristics

will help determine its competitiveness as an investment destination.

Benchmarking is important because a thorough understanding of a location’s attributes highlights the

strengths to emphasise when targeting investors.  Also important is knowing which weaknesses need

improvement and to what extent improving a weakness or turning it into a strength will impact on

a location’s competitive advantage.  Benchmarking enables an evaluation of relative strengths and

weaknesses; it is these that will determine whether or not an investor decides to select a location and

sheds light on why some FTZ’s figure on an investor’s short list and others do not.

Table 7.3 A simplified logical framework analysis for a hypothetical FTZ

(ESCAP secretariat)

Indicators and
Means of

performance
verification

Category Results
measures

(data sources,
Assumptions

(baseline & targets)
collection methods,

(external factors)

periodicity)

Impact

(10 year timeframe)

National sustainable

economic growth &

poverty reduction

Objective

(4 year timeframe)

Increased

participation in

international trade

Number of FTZ

National GDP

increased

Volume of

traffic/trade has

increased

Yearly National

Statistics

Collated by

national bureau

Tax declarations

of companies

(even if no tax is

payable due to

‘free’ nature of zone)

Number of

employees

Data is already

collected

Actual FTZ

contribution can be

isolated from

collective data

Expected

accomplishment

(2 year timeframe)

The establishment

of a FTZ

Number of

Companies located

in FTZ

GDP in region

increased

Volume of

traffic/trade has

increased

baseline

Yearly National

Statistics

Collated by national

bureau

Number of

employees

Demand for a FTZ

exists

Relevant laws are in

place to facilitate

implementation
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There are four elements involved in conducting a benchmarking analysis:

� Determine the factors to be compared.  In order to effectively benchmark a location, the

perspective of a potential investor needs to be adopted.  Comparative data across a wide

number of categories needs to be collected, and the data collected within each of these

categories need to be fairly specific.

� Determine competing locations and collect data.  A list of competitors needs to be

compiled using a more formal process that begins by drawing up a list of countries with

the following characteristics:

• FTZs that are regional or international competitors in some or most industries

• FTZs that have been highly successful in attracting investment

• FTZs in countries with similarities in terms of economic structure, industrial base or

geographic advantage.

� Once the short list of competitor locations has been identified, the data across the

categories discussed above need to be processed.

� Compare your location to your competitors’ locations.  To rank and compare the FTZ

with its competitors is the next thing to do.  Note, however, that not all factors have equal

weight from an investor’s perspective and the each industry will have assigned different

priorities to different factors, depending on its specific requirements.

7.4.10 Determine the FTZ’s unique selling proposition

Once a comparison has been made with competing FTZs a clearer picture of the FTZs relative strengths

and weaknesses will emerge.  This information can be used to revise the strengths and weaknesses

contained in the SWOT analysis.  It can also be used to identify the FTZ’s unique selling leading to

a concentration of resources and a focused marketing strategy attracting FDI.

7.5 Strategy for establishing government policy on logistics FTZs

There are many critical factors that policy makers must keep in mind when attempting to establish

successful logistics centres:  the political situation, labour flexibility and logistics-oriented factors, such as

infrastructure.  Figure 7.1 shows that, of the other many important elements, six factors are critical.

In addition to these critical factors, policy makers in charge of FTZs and the port industry need to consider

the following strategic means carefully when designing policies for a logistics hub:

A.  Secure political support

Policy makers should win and lead the national consensus on the economic importance and benefits of

logistics FTZ and port hinterland development.  Identify and secure continuous support from all parties

involved which might include key personnel, other relevant government organizations, media, scholars

and business sectors.  FTZs must work closely with political parties, especially those who hold political

power.  Very often the failure of management to win the political support of a country is often cited as the

chief reason for the failure of a FTZ.

B.  Location

All ports cannot be international logistics hubs at the same time.  Select one or two strategic locations

based on national and international points of view, not on the local or the balanced regional development

standpoint.  In this regard, geographical locations such as closeness to international main routes of

logistics flows or the possibility of entry into the main route or the distance from the main route should
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have priority.  Market size is also an important element for selection of a port with growth potential for

markets in the region or nearby.  Selection and concentration is a good policy with limited resources.

C.  Intergrated approach

Policy makers should not develop ports, FTZs or port hinterlands separately.  Ports, port hinterlands and

FTZs should be developed together with master plan including transportation facilities, IT infrastructures,

and industry complexes (e.g. industrial parks, EPZs or FEZs) from the outset.  Policy makers should also

put efforts into promoting the domestic logistics industry, including third party logistics providers (3 PL)

through deregulation, M&A, and incentives for logistics companies and the logistics outsourcing

companies.  A reserve of land to meet future demand for expansion should also be made.

D.  Clear structures of organizations involved

Institutional structures should be established with clear authority, responsibilities and roles identified for

the organizations involved.  The organizations should be closely linked to each other in order to avoid

confusion and also to enhance cooperation and efficiency.

Figure 7.1  Critical factors for international logistics hub (Arthur D. Little 2003)
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E.  Simple customs formalities based on IT applications

Time and reliability are major concerns of logistics companies.  Many developing countries suffer from

a complexity and quanity of documentations including repeated submission of similar documents to

different authorities combined with the absence of a ‘service mind’ and sometime even a demand for

‘tea money’.  These inefficient formalities cause time consuming and unreliability concerns among

international clients.  Government should pay special attention to addressing these soft issues.

Intergrating IT platforms to clients, and neighbouring countries allows for a smooth and sdeedy flow of

information.

F.  Development of logistics industry

The presence of a highly developed national logistics industry is often one of the major successful factors

for logistics zones or logistics centres.  An advanced logistics industry which reduces logistics time and

costs is essential to enhance a country’s competitiveness overseas.  To this end some countries such as

the Republic of Korea have introduced incentive system for the companies which are outsourcing their

logistics management and operation to specialized logistics service providers such as 3 PL in order to

promote an advanced logistics industry and to strengthen the country’s competitiveness in the logistics

area.

G.  Collboration with stakeholders and clients

Mutual understandings among stakerholders are one of critical factors for a successful logistics zone.

Close collaboration not only with port authorities and other CIQ (Customs, Inspection, and Quarantine)

authorities but also with clients is essential.  In order to meet client’s needs, flexibility must be made with

regard to regulations and policies to maintain a national competitive position.  Showing continuous

support and concern for the established clients within logistics zone is a good way to attracting more

customers.

H.  Interconnectivitiy with intermodal system

Modal choice and smooth connectivity between nodal points are important issues to in guaranteeing

a seamless flow of goods between points.  Concesequently the role of the port sector has expanded to

include inland areas in order to integrated services.  Ensuring fluent and efficient movements of goods

into an out of a ports hinterland enables an increase in capacity.

I.  Marketing efforts and strategies

Policy makers should pay special attention to its strategies for penetrating its marketing sector.  First

policy makers should evaluate its current position in several aspects compared to its traditional

competitors.  These include; advantages and disadvantages of its location; market hinterland;

infrastructure and superstructure; diversity and quality of services provided in terms of global or regional

logistics flows.  There are many companies whose investment strategy is decided upon where their

competitors are weakest.

J.  Free trade treaties

Low trade barriers both in physical and non-physical aspects should be negotiated with as many as

countries as possible to build the foundations of a logistics hub.  Increasing the number of countries which

can do business in a free trade environment is one of the first steps towards creating a logistics hub.  This

means that the products from the FTZ can easily enter into the markets of collaborating countries by

means of free trade treaties, which will result in increased opportunities to attract logistics companies into

the FTZ.
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7.6 Conclusion

The traditional FTZ and logistics FTZ maybe different in several aspects but they share one key common

purpose, to attract FDI.  FTZ are however not a panacea for creating nationwide economic development

since they cover only relatively small amount of territory.  FTZs remain one of several possible options

among many policy tools for a country to adopt for its economic development.

There is no doubt that economic development can be achieved by improving a country’s business

environment.  However, it takes relatively long period for a country to achieve a developed business

environment.  A country should continue to improve its business environment for the whole country whilst

developing a FTZ.  FTZ policy would be more useful tool when combined with a sustainable economic

development policy.

There is no significant accomplishment to be achieved by creating a FTZ without continuous efforts to

improve the whole country’s business environment.  In this aspect, successful FTZs depend upon the

strategic policy of a host country, in positioning FTZs in relation to the nationwide economic development

policy.  The FTZ can however serve as a model to which policy makers envision the rest of the country

participating in.

Most countries have been aware of the importance of attracting FDI for national economic development

and have been competing in the ‘global race’ for FDI.  FDI is drawn to countries for different reasons, viz.

resource seeking (natural or human resources); market seeking; efficiency seeking or strategic-asset

seeking (UNESCAP, 2005).

A key opportunity for a country to develop its economy is through the provision of logistics cluster

platforms around sea/airports:  thereby attracting regional logistics centres or distribution centres of both

manufacturing and logistics enterprises.  A logistics cluster zone, whether or not it is designated as

special zone by specific regulation, is a basic and minimum requirement for establishing international or

regional logistics centre.  Asia and the Pacific region is witnessing a number of significant changes such

as the proliferation of RTAs, economic growth along the coastal regions, international cooperation in

transport such as Asian Highways and Trans Asian Railways.

The Euroasian land mass is seeing increased regional and international cooperation in trade and

transport facilitations53 that set out to eliminate physical and non-physical barriers among countries.  This

trend will lead to rising demands for logistics cluster platforms covering a single market encompassing

several countries.  In this regard, policy guidelines addressing the issues mentioned in the chapter will be

a cornerstone for the successful establishment of an optimum enabling environment and logistics

platform.

53 In 2005 ESCAP launched a project to promote transport and trade facilitation in ESCAP region. For more information, please
refer to ESCAP web site (http://www.unescap.org)


