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(7)Executive Summary 


1. Export Processing Zones (EPZs) in their traditional form (fenced-in industrial 
 parks where export-oriented investors enjoy free port status) emerged in the period 
 1950-75 and first became widely adopted between 1975-85. Currently there are 
 more than 3,500 EPZs in 130 countries. EPZs have been mainly but not exclusively 
 targeted at attracting foreign direct investment (FDI) in labour-intensive manufact-
 uring; however, an increasing number of EPZs are targeted at capital-intensive 
 manufacturing or services, and/or are also open to domestic investor participation. 


Some newer EPZs also depart from the traditional model by embracing wider 
 regions. 


2. Most of the first EPZs were established in Asia, and Asian EPZs have also 
 witnessed the highest level of innovation in respect of sectoral focus, geographical 
 flexibility and openness to domestic enterprise. A number of the Asian countries 
 adopting EPZs in the early stages later became the so-called Newly Industrialised 
 Countries (NICs).  


3. The World Bank and some bilateral donors provided extensive support to EPZs 
 in the 1980s and early 1990s, with the aim not only of promoting developing 
 country export growth but also of creating what was seen as a bridgehead to more 
 liberal trade regimes. Since around 2000, as trade liberalisation has become widely 
 accepted as a norm, multilateral donors have become more cautious in their 
 approach to EPZs, recognising that these may be promoted by some developing 
 countries as an alternative to wider trade and business environment reforms. 


Furthermore, it appears that a majority of World Bank-supported EPZs have been 
 unsuccessful in their own terms. 


4. The potential impacts of EPZs can be grouped under the headings of static and 
 dynamic effects. Static effects may include increasing and diversifying exports, 
 increasing FDI and increasing employment. Dynamic effects may include promot-
 ing technology, skill transfers and backward linkages with the host economy. The 
 second group of impacts is difficult to quantify. A more serious problem however is 
 that it is difficult to distinguish the effects of EPZs from those of other factors 
 influencing the same variables. This problem is compounded by the fact that EPZs 
 differ considerably amongst themselves. Finally, there is a general lack of good time-
 series data on impacts, even in respect of static effects, apart from for a few EPZs 
 mainly in larger Asian countries. All these factors are reflected in a literature that is 
 overwhelmingly dominated by case studies. 


5. Having said this, the record of EPZs in attracting FDI is highly uneven. A sample 
 of 17 countries with EPZs shows huge variations in levels of investment attracted 
 by EPZs, and includes five countries where the EPZ investment stock is $300 mil-
 lion or less. There are similar variations in terms of export performance and 


employment, as well as a large number of cases where investment and employment 
in, and exports from EPZs have been extremely low. In general, EPZs in Asia and 



(8)some other countries with large populations appear to have had larger impacts than 
 those elsewhere, especially in relation to those in Africa. 


6. Evidence on EPZs’ dynamic effects is too patchy to draw strong conclusions, 
 although there is a suggestion that dynamic effects are probably low for traditional 
 EPZs. This is especially the case if they are dominated by foreign-owned labour 
 intensive manufacturing in globalised sectors, and/or where EPZs operate as 
 enclaves in countries with otherwise low levels of industrialisation. Instances of 
 dynamic effects appear to be more frequent where EPZs are found in middle-
 income countries and where the competitiveness of EPZ enterprises does not 
 depend upon the incentive package and cheap labour costs alone. 


7. Meanwhile, an extensive literature has developed concerning labour conditions in 
 EPZ. While a majority of this literature is critical of EPZ labour conditions, there is 
 little evidence that these are any worse than in their host countries more generally. 


Some aspects of labour conditions, notably wage rates, may be actually higher than 
 in host economies. On the other hand, there does appear to be evidence that labour 
 organisations are frequently repressed in EPZs. 


8. One of the reasons for the apparent decline in the static effects of creating 
 additional EPZs in their traditional form has been referred to already. This is the 
 widening adoption of trade liberalisation by developing countries, which reduces the 
 advantages to operators of schemes in which remission of import duty on imported 
 inputs and raw materials play a large role. For developing countries as a group, 
 average tariff levels have declined by more than half since the first large wave of 
 EPZs in the 1980s, and in most cases their economies have experienced 


liberalisation along other dimensions too. 


9. A second reason for the declining effectiveness of traditional EPZs relates to 
 parallel changes in the quality of developing country infrastructure and the efficiency 
 of customs clearance procedures. In respect of infrastructure, per capita consump-
 tion of electric power and connection to telecoms systems have improved, often 
 dramatically, in all the sample of 17 developing countries referred to earlier for 
 which time series data is available since 1980. Over the same period, improvements 
 have occurred in the productivity of rail freight systems for six of the 10 members 
 of the sample for which time series data is available. There was also an improvement 
 for all countries in the sample for which time series data was available but one in the 
 quality of highway provision. As for customs efficiency, time series data on an 
 indirect measure suggests significant improvements since 1980 in Asia and Latin 
 America (though not Africa). 


10. This is by no means to cast doubt on export growth and diversification as a 
developing country growth strategy, subject to certain qualifications. Growth in 
exports of manufactures directly contributes to GDP growth, though not necessarily 
at unity. Furthermore, the growing tendency for manufacturing industries to be 
organised in global value chains in which production is outsourced to developing 



(9)countries, means that developing country manufacturing exports should continue to 
 grow even if demand in developed countries slows down. This is as a result of 
 production in developing countries replacing that in developed ones. 


11. The qualifications to these trends that may be noted do not concern obstacles to 
 growth of developing country exports. Rather they concern declining terms of trade 
 for a range of labour-intensive manufactures that developing countries specialise in. 


This decline is most evident in relation to clothing, although indirect evidence sug-
 gests that it applies also to consumer electronics components and finished goods. 


This points toward the importance of new competitiveness factors in developing 
 country manufacturing, in relation to which the traditional EPZ incentive package is 
 largely irrelevant. 


12. While it is sometimes argued that a number of the incentives offered to EPZ 
 investors are incompatible with WTO rules, both most of the measures incorpor-
 ated in traditional EPZs and those that form part of later generations of export 
 growth and diversification policy are actually permitted under these rules. 


Furthermore, a total of 65 developing countries members of WTO may legally 
 provide any type of export incentive, including these that are otherwise illegal under 
 WTO rules, until 2015. 


13. Recognition of the decreasing effectiveness of traditional EPZs, as well as of the 
 emergence of new challenges to developing country exporters, poses with some 
 acuteness the question of alternatives to EPZs. It is inappropriate to seek a general 
 answer to this question. Rather, the answers given should take into account the 
 nature of the main economic development problems facing a given country. These 
 may be poor governance, or macro-economic instability and associated high costs of 
 finance, or inadequate human capital formation, or (in the case of land-locked 
 countries) inadequate infrastructure in the wider region – or some combination of 
 these. Additionally, even in countries where problems of this kind have been largely 
 overcome, domestic factor prices may not favour export competitiveness. If issues 
 of this kind are not addressed first then, while a traditional EPZ may yield some 
 static gains these will be difficult to sustain. Hence, support to such arrangements 
 will almost certainly be a second-best option. 


14. In those situations where all these problems are being addressed, then the issue 
is rather adjusting export growth and diversification policies to meeting the new 
competitive challenges. Here, answers are harder to come by. They probably include 
interventions targeted at specific aspects of competitiveness, including inducing 
firm-level adaptation and innovation. Such interventions moreover make more 
sense if targeted at all operators in a given sector or host economy, rather than 
foreign investors alone. They may include, for example, government support to 
exchange rate competitiveness, interventions on credit and interventions on 
technology. A cautious approach is advisable in these areas however, in order to 
avoid free riding. 



(10)15. Most countries in Sub-Saharan Africa fall into the category where the main 
economic development problems are far from resolved. Simultaneously, it is widely 
recognised that they are falling more and more behind Asia as far as trade com-
petitiveness is concerned. This has led some recent commentators, notably Collier 
(2007), to argue that it is worth providing some support to an improvement in this 
competitiveness even when giving overall priority to resolving problems such as 
governance or macro-economic instability. Rather than proposing additional 
measures such as EPZs for Sub-Saharan African countries to adopt to this end, 
Collier suggests instead that developed countries should develop a new system of 
preferential market access earmarked for Africa. This suggestion reflects a broader 
trend amongst economists for a renewed of interest in the potential of trade 
preferences, dating from the widening recognition around 2004-05 that the WTO 
Doha Round (even if completed) is unlikely to provide Africa with meaningful 
welfare gains. The precise make-up of such a new generation of preferences remains 
to be elaborated. 



(11)1. Introduction 


EPZs were amongst the first initiatives pioneered in developing countries with the 
 aim of promoting export growth and diversification. The first generation of EPZs, 
 initiated mainly by what were to become the Newly Industrialised Countries (NICs) 
 of east Asia, took the form of providing investors with remissions on import duties 
 for inputs and raw materials, with enhanced or improved infrastructure (usually 
 within a geographically restricted physical area) and with speeded-up customs clear-
 ance procedures. These schemes generated some substantial initial impacts, leading 
 to their adoption by a large majority of developing countries today. 


A debate on the merits of EPZs has been going on for at least two decades. In the 
 academic literature a consensus has emerged that they are a second-best option for 
 promoting economic growth more broadly. It is argued that EPZs, especially under 
 current conditions, will be successful only if there is a generally favourable macro-
 economic and business environment in place. Moreover, the impacts that can be 
 expected from EPZs as such are diminishing. Yet a number of countries – including 
 those in Asia who were amongst those promoting them first – apparently continue 
 to register gains from them. 


This study examines the extent to which EPZs should be considered only a ‘second 
 best’ policy, as well as what alternative policies may be followed in order to promote 
 export growth in developing countries in general and those in Sub-Saharan Africa in 
 particular. It does so on the basis of considering these questions against the back-
 ground of a number of inter-related themes, and – given the absence of any com-
 prehensive data set – mainly on the basis of a literature review. 


The first of these themes is the evolution of EPZs over time. The term covers a 
 wide variety of interventions corresponding to different models prevailing in 
 different regions in different periods. We ask about the extent to which successful 
 EPZs can be identified with specific models, regions and periods and – if so – what 
 this implies. 


The second is the evolution of donor policies and practice in relation to EPZs. To 
 what extent and under what circumstances has donor thinking on EPZs come to 
 resemble the current academic consensus?  To what extent, for example, were 
 donor supported EPZs successful or unsuccessful in their aims, and what con-
 clusions did donors draw from these results? 


The third is the known impacts of EPZs. As in the case of export growth generally, 
these can be divided into static and dynamic effects. Static effects include changes in 
foreign direct investment and in export and employment levels. Dynamic effects 
include processes of diffusion of technologies, know-how and skills from successful 
exporters to host country economies generally. A related issue, raised by many of 
the critics of EPZs, includes the so-called ‘quality’ of the employment generated. 



(12)Another, arguably prior one, is the coverage and quality of the data available on the 
 impacts of EPZs. 


The fourth is the extent to which broad economic conditions globally continue to 
 favour developing country export growth as such, and the deployment of EPZ-type 
 policy instruments in particular. Supposing that economic conditions for developing 
 country export growth remain positive, do the specific conditions under which 
 EPZs were initially successful still apply? What were these conditions and to what 
 extent and how have they changed? 


The fifth is whether EPZ-type interventions, particularly those that made up the 
 initially successful model, remain legal in relation to the multilateral trade regime. 


Since 1994 the WTO has adopted rules forbidding a wide range of subsidies. What 
 implications does this have for developing country EPZ promotion? 


Finally, what are the alternatives to supporting EPZs in order to promote growth of 
 exports and the economy more broadly? Furthermore, are all these alternatives 
 equally relevant for all developing countries or are some more relevant for middle-
 income ones than for most of those in Sub-Saharan Africa? And how much do we 
 know about their effectiveness and their capacity requirements, relative to EPZs? 


These six themes provide the subject matter of the chapters that follow. A conclu-
sion brings together the main findings. 



(13)2. Generations, models and regional variations in Export Processing 
 Zones 


The evolution of EPZs 


The creation of specific locations for promoting external trade is not new. Examples 
 range from the Greek island of Delos in 300 BC, free ports established in a number 
 of European cities in the 17th century, through to the first industrial park set up in 
 1896 in Manchester, England.1 A crude generalization of the evolution of export-
 oriented zones points to three broad generations of models. Prior to the 1970s one 
 finds a mixture of free trade ports and industrial parks in operation, but most 
 frequently in isolation from one another. On the one hand free trade ports simply 
 provide duty free zones outside the customs area of the host country, mainly for the 
 purpose of facilitating merchant trade. Industrial estates, on the other hand, can be 
 defined as areas specifically zoned for industrial activity where relevant infra-
 structure and other utility services are provided. These can often be found in 
 strategic locations (to facilitate trade) and are separated from resident populations 
 (to limit social and environmental damage). 


From the 1950s to the 1970s, a small number of countries established economic 
 zones combining aspects of both the free trade port and the industrial estate (e.g., 
 Shannon Free Zone set up in 1959 in Ireland), often with the explicit objective of 
 promoting export-processing industries. In generic terms these formed the basis for 
 the conventional or traditional notion of an EPZ that can be defined as “an 


industrial estate … that specialises in manufacturing for export. It offers firms free 
 trade conditions and a liberal regulatory environment.” (World Bank, 1992: 7). The 
 traditional EPZ thus combines fiscal incentives attractive to exporters of manu-
 factured goods (e.g., duty free imports of inputs) with operating conditions that are 
 more conducive than those available to firms in the host economy. Taking these 
 early examples as a model, the use of such zones expanded rapidly from the late 
 1970s, both within and across countries. As shown in Table 1, in 1975 only 79 
 zones were operative in 25 countries; by 2006, approximately 3,500 zones were 
 operating in 130 countries. Although precise data is lacking, estimates also suggest 
 that up to 20% of world trade may be channelled through some sort of export 
 promotion zone (see Papadopoulos and Malhotra, 2007). 


The growth of EPZs as a policy instrument has been accompanied by a consider-
 able expansion in the forms that these zones take. This has made them much more 
 difficult to define in any precise manner. For example, the very notion of a specific 
 (fenced-in) zone can be misleading as many governments have extended EPZ-type 
 incentives to selected export-processing firms independently of their geographical 
 location (e.g., the Mexican maquila programme and the Mauritian model). In 
 addition, certain countries have introduced wide-area EPZs referring to the ex-
 tension of EPZ-type conditions to large territorial regions of the host country such 
 as Manaus in Brazil. Modern forms of EPZs also embrace a wider range of 


       


1 See the Appendix of World Bank (1992) for a more comprehensive overview of the history of development 
zones.  



(14)industries than manufacturing firms that were the main focus of early EPZs. There 
 are now an increasing number of zones that are targeted to other growth sectors 
 such as tourism or financial services (see below). 


Table 1: Export Processing Zones worldwide (1975-2006) 


 1975 1986 1997 2002 2006 


Number of countries with EPZs  25  47  93  116  130 
 Number of EPZs or similar types of zones 79  176 845 3000  3500 
 Employment in EPZs or similar (millions) -  -  22  43  66 


Source: Boyenge (2007) 


Given the varied types of zones that can be found across the globe, it is helpful to 
 think of conventional EPZs as a subset of more general export growth and divers-
 ification programmes (EGDPs). The latter can be defined as a: “a government 
 policy to promote exports of goods and/or services by offering a more competitive 
 business environment through provision of special incentives including in particular 
 tariff exemptions to inputs in a geographically defined area or through a specifica-
 tion process” (Engman et al., 2007: 11). It should be noted that the EGDP concept 
 should not be confused with generic fiscal incentives used to attract foreign invest-
 ors. Although there may be substantial overlap in terms of the tax incentives on 
 offer, an EGDP suggests the more specific policy orientation towards export divers-
 ification and subsequent growth. Thus, EGDPs typically both exclude firms in the 
 primary sector and focus on those serving world rather than domestic markets 
 alone. Moreover, such a policy programme is not restricted to fiscal incentives but 
 typically includes a wider range of enhancements to the business environment (such 
 as regulatory exemptions and rapid customs processing).  


The above definition, used hereinafter, points to three distinctive aspects of any 
 EGDP, including conventional EPZs: 


1.  it is a selective policy intervention which applies to specific firms or 
 locations; 


2.  the overall objective is to promote secondary and/or tertiary sector exports 
 (i.e., not exports of raw materials or traditional agricultural goods). In many 
 cases where domestic firms either do not exist or do not have the capacity to 
 compete in world markets, this aim subsumes that of attracting specific 
 forms of foreign direct investment; 


3.  the focus is on improving incentives for selected export firms. Among the 
many measures used, tariff reductions or exemptions on intermediate inputs 
as well as other fiscal incentives are almost always employed (see further 
below). Other common features are access to (high quality) infrastructure 
and streamined customs procedures. 



(15)Different kinds of Export Growth and Diversification Programmes 


In order to distinguish between different kinds of EGDPs, of which EPZs are a 
 subset, it is helpful to review their design features along a various dimensions. The 
 most frequently discussed and analysed of these are: 


•  Geographical scope: the World Economic Processing Zones Association (WEPZA) 
 distinguishes between small- and wide-area export promotion zones. The former 
 refers to a fenced-in area often located at a strategic trading post (e.g., key 


borders, deep water ports) and corresponds to conventional notions of an EPZ. 


In such a case, the interaction of EPZ firms with domestic residents and firms 
 can be highly restricted. Wide-area zones, however, can embrace entire regions 
 or provinces and thus suggest a much greater degree of interaction with 


domestic actors. Finally, and as already indicated, there are those EGDPs that 
 have no defined geographical reach but refer to firms that meet specific criteria. 


•  Sector specificity: EGDPs either may be open to all export sectors or targeted to 
 promote specific industries such as electronics, information technology (e.g., 
 Bangalore, India) or financial services (e.g., the Cayman Islands). The ILO’s 
 database (Boyenge, 2007) provides an extensive overview of the various export 
 sectors found under EPZ or EGDP schemes in different locations. The 


different kinds of activities (sectors) found in EPZs thus leads to a common 
 distinction between labour- and capital-intensive zones. 


•  Fiscal treatment: special fiscal incentives not only are a hallmark of EGDPs but 
 also vary widely in their scope and duration. While duty- and VAT-exempt 
 imports (of intermediate goods) and exports (of finished goods) are customary, 
 reductions in corporate income tax, dividend taxation as well as accelerated 
 depreciation also is commonly found. Madani (1999: Tables 1 and 2) provides a 
 summary of incentives offered by EPZs in selected African and Caribbean 
 countries. See Chapter 6 for a review of the compatibility of different kinds of 
 incentives with WTO rules. 


•  Domestic regulations: particularly where EGDPs are located in specific, restricted-
 access areas, exemptions from certain domestic regulations can apply. These are 
 particularly relevant in the domains of foreign exchange (use of local banking 
 system, repatriation of profits), labour, immigration and the environment. For 
 example, in a number of cases the minimum wage within EPZs is set at a 
 different level to that of the domestic economy (see Madani, 1999: 108). 


A number of other design features also distinguish between kinds of EGDPs. While 
 these may be important in practice, they have received somewhat limited attention 
 in the literature and therefore do not receive extensive treatment here. These 
 features include: 


•  Firm characteristics: regulations often exist as regards the degree of foreign 
ownership allowed within the EGDP and/or the extent to which the domestic 
private sector can gain access to the EGDP-equivalent benefits. Many EGDPs 
allow full foreign ownership and profit repatriation, especially where these are 
restricted in the domestic economy. Domestic access to EGDP incentives also is 



(16)frequently limited to new rather than established firms, such as in the case of 
 Tanzania. 


•  Domestic market sales: there are also differing degrees to which EGDPs can sell 
 finished products within the domestic economy. Small-area (fenced-in) EGDPs 
 frequently are treated as off-shore entities such that any sales to the domestic 
 economy are treated as imports. However, in the spirit of stimulating greater 
 linkages (see below), some other EGDPs allow a fixed proportion of sales to be 
 made on the domestic market (e.g., in Mauritius the cap was 20% but has been 
 de facto abolished). 


•  Infrastructure provision: a common feature of EGDPs is the provision of new or 
 upgraded infrastructure in order to substantially reduce both start-up and 
 recurrent costs. This can range from basic utilities to transport infrastructures 
 (roads, railways, port terminals) and even factory unit or warehouse shells. These 
 features generally are most relevant for small-scale EPZs in low income 


countries where business infrastructure can be unavailable, unreliable and/or of 
 poor quality. 


•  Zone management: for small-area zones (EPZs), management may be placed in 
 either public or private hands. In the latter case the relevant public agency is 
 limited to a regulatory function and is not responsible for ongoing maintenance 
 (or even initial construction) of the zone. Private operators typically operate on a 
 cost-recovery basis and may provide additional services such as logistics, 


business or marketing intelligence.  


The above framework allows for considerable diversity. This begs the question 
 whether there are any similarities in the kinds of EGDPs (or EPZs) either across 
 regions or across countries at similar levels of development. Any attempt to answer 
 this question in the affirmative can be countered by numerous exceptions. Indeed, 
 the empirical and legal diversity of existing EGDPs makes their comparison 


problematic and few recent studies provide any comprehensive survey. Even so, and 
 as recognised by Gauthier (2004), a general pattern seems to be that Asian countries 
 have taken a lead in developing wide-area economic zones encompassing entire 
 regions. The more advanced (successful) Asian countries also show a greater 
 tendency to experiment with zones targeted at promoting specific tertiary sectors, 
 such as China’s high-technology parks. In sub-Saharan Africa, however, the main 
 form of EGDP remains the conventional small-scale EPZ. Nevertheless, extensive 
 liberalization across the continent since the 1990s has been accompanied, in many 
 countries, by the emergence of highly concessionary investment regimes for foreign 
 companies across many sectors. As a result, the fiscal incentives available within 
 many Sub-Saharan African EPZs do not differ substantially from those that may be 
 available under the same country’s investment promotion regime (at least over the 
 medium-term).2 However, additional aspects associated with an EPZ, such as 
 infrastructure provision, are not usually found under these investment promotion 
 regimes. 


       


2 This point is reinforced by the discretionary nature of many investment regimes in Sub-Saharan Africa, 
allowing large foreign firms to negotiate a specific package of incentives with the host government. 



(17)Summary 


This section has identified a distinction between conventional or traditional EPZs 
 and more modern export growth and diversification programs, which tend to 
 employ a wider range of incentives and are not territorially limited. Conventional 
 EPZs have been and continue to be used extensively across the globe, both in 
 developed and developing countries. However, they take diverse forms depending 
 on country circumstances and the objectives that motivate their implementation. As 
 it will be seen, this makes the analysis of EPZ performance particularly difficult. 


More modern forms of EGDPs are not used as extensively and are more concent-
rated in middle income countries with a degree of domestic industrial capacity. The 
focus of the study, therefore, is on traditional EPZs. 



(18)3. Donor policy and assistance in relation to Export Processing Zones 
 This chapter examines the evolution of donor policies in relation to EPZs. Though 
 a number of bi-lateral and multi-lateral organizations have provided support to 
 EPZs in developing countries, available material on especially bilateral donors’ EPZ 
 projects is extremely sparse. Therefore, this chapter will in particular focus on the 
 evolution of the World Bank’s policies in relation to EPZs. The chapter also briefly 
 looks at the levels and modalities of financial and technical donor support to EPZs, 
 to the extent that material on these matters is available.  


Evolution of EPZ policies 


During early generations of EPZ initiatives, particularly in East Asia, these were 
 either ignored by the World Bank or were welcomed as a counter-balance to the 
 wider industrial policies applied by the countries concerned. The latter policies 
 stressed infant industry protection in relation to the domestic market. In other 
 words, where the Bank gave attention to EPZ initiatives, this was mainly as a device 
 to change trade regimes in a direction more favourable to tradables generally. In 
 Africa, the Bank supported EPZs for many of the same reasons during the early 
 years of the structural adjustment programs (SAPs) implemented by the Inter-
 national Monetary Fund (IMF) and the World Bank.  


Throughout the 1980s, establishing EPZs was continuously promoted in SAPs as a 
 quick fix to correct biases against tradables, since implementation of wider reforms 
 to trade regimes tended to be slow and in some cases patchy.World Bank loans for 
 the construction of industrial estates and factories for EPZs (amounting to US$ 25-
 60 million) were first made from the mid-1980s onward to Sri Lanka, Thailand, 
 Malaysia, Philippines, Dominican Republic, Colombia and Kenya. UNDP allocated 
 complementary technical assistance funds to provide free zone experts 


(UNCTAD/WTO, 2007; ADB, 1999).


In the 1990s the Bank continued to support EPZ development, but now mainly in 
 the context of wider strategies of export development and facilitation including 
 upgrading of port handling facilities, transport linkages to ports and reform of 
 customs departments (the ‘Gateway’ projects). The argument also began to be 
 advanced by the Bank and other development agencies (e.g., African Development 
 Bank) that EPZs were only successful in the context of the adoption of wider 
 programs of economic reform.  


Since around 2000 both the Bank Group and the IMF have suggested that devel-
 oping country governments actually may use EPZs as a camouflage for avoiding 
 broader macroeconomic reform (this position was voiced in the 1990s too, but less 
 systematically). There seems to have been a corresponding tightening of the 


conditions under which lending to them occurs. Whether EPZs are publicly or 
privately owned is now a key issue, not least because public ownership is said to 
favour elite rent-seeking. Still, it is not clear on what evidence the assumption that 
private (or privatized) EPZs are more effective than state-led ones rests. The major 



(19)World Bank IEG evaluation of 2006 thus used EPZ privatization as an indicator of 
 relevance and efficiency, and World Bank policies now encourage a move from 
 public to privately run EPZs in developing countries. In these privately run zones, it 
 is argued, governments can take a hands-off approach, and concentrate on improve-
 ment of (subsidised) roads, airports and ports in or near the zone and assure supply 
 of electricity, water and telecommunications. Moreover, the host government 
 should provide effective legal frameworks, and be involved in the initial administra-
 tive stages of EPZ development, such as commissioning feasibility studies, 


encouraging domestic private sector involvement and marketing the zone abroad. 


Government officials should also provide and shoulder the cost of regulatory and 
 supervisory duties, but otherwise leave the running of the business to a private 
 corporation (see Madani, 1999).  


While the IMF and the World Bank strongly favour export promotion, it is currently 
 argued that this should be market-led and not interfere with the macro-economic 
 regime. Both institutions seem to have become increasingly critical towards EPZs so 
 that these are now seen not as stimulants, but rather as poor alternatives, to overall 
 trade regime change. Thus, the IMFtakes an unambiguously negative stance on 
 EPZs in a recent African Regional Economic Outlook (2007: 50) stating that Sub-
 Saharan African countries trying to tackle a number of constraints all at once have 


‘sometimes tried to get around them by establishing export processing zones 


(EPZs); however, these cannot be protected from a poor business climate, and they 
 can become magnets for rent-seeking - besides eroding the country’s revenue base’.  


Modalities and levels of donor support to EPZs 


The current modalities of technical and financial donor support concretely provided 
 to EPZs include a wide range of financial and technical components. The World 
 Bank operates with three key groups of trade-related investment projects, namely 
 customs, EPZs and matching grant schemes. For the EPZ component, USD 19.8 
 million for a total of three projects were approved between 1991 and 1994, of which 
 as much as USD 19.5 million was targeted at EPZ development in Kenya. Between 
 2000 and 2004, a total of USD 16 million was approved for EPZ components  - in 
 this case the entire amount was for two projects in Africa, namely a rural transport 
 project in Madagascar and the Gateway Project in Gambia. Of the World Bank’s 
 projects with EPZ components between 1987 and 2004, five aimed at establishing 
 physical infrastructure. Moreover, four projects supported establishment of 


institutions that manage EPZs and trade promotion through technical assistance 
and consulting services; four projects supported training in sectors and enterprises 
in EPZs; four supported attraction of FDI and improvement of private enterprise 
performance, while ten projects aimed at a combination of privatisation of public 
zones, passing legislation enabling private operation of EPZs, and generating formal 
employment and growth. Following evaluation, ten World Bank projects with EPZ 
components were closed down by 2004. Two others were rated as moderately 
unsatisfactory, while eight were rated as moderately satisfactory or better (IEG, 
2006). The report mainly deemed unsatisfactory performance to be due to lack of 
clearly defined management or delayed privatization of EPZs.  



(20)Recently, there is a weak trend towards channelling some EPZ support towards 
 improvement of labour standards and industrial relations in EPZs. The exact levels 
 of this type of ODA, and of the number of donors this applies to, is not available. 


But besides a growing number of NGO projects, at least a couple of bilateral pro-
 jects have been implemented within the last few years. Labour standards are for 
 instance a component of USAID’s support to industrial development in Bangla-
 desh’s EPZs. The concrete activities include training of workers on new EPZ labour 
 law and providing legal support and capacity building to workers and trade unions. 


Moreover, gender considerations are addressed. Likewise, the Chittagong EPZ 
 Corporate Pilot Project supported by Care Bangladesh aims at improving working 
 conditions and livelihoods for EPZ workers, including on labour law, health, credit 
 and workers’ rights (GTZ, 2007). 


Summary 


While suffering from weak documentation, especially on bi-lateral donor support to 
 EPZs, the main conclusion of this section is that donor policy and assistance has 
 evolved dramatically during the past 20-25 years. Within a consistent focus on 
 changing national trade regimes, the World Bank and the IMF have tended to relate 
 to EPZs through the lens of whatever development assistance paradigm was 


currently in vogue. Hence, the thinking of these international agencies concerning 
EPZs has evolved from (i) ignoring them; to (ii) promoting them as part of broader 
export promotion efforts, while seeing them as instruments to bring about broader 
trade regime change. Most recently, they have become increasingly critical towards 
EPZ initiatives, so that these are now seen as potentially hindering trade liberaliz-
ation in developing countries. Moreover, EPZ management and ownership issues 
have increasingly been a focal point, resulting in recommendations for private (or 
privatized) EPZs over state-led ones. The extent to which this latter point is 
supported by evidence of greater efficiency is questionable – we may know some-
thing the uneven outcomes of state-led EPZs by now, but we do not necessarily 
know the extent to which privatization will automatically lead to improvement. 



(21)4. An assessment of the impacts of Export Processing Zones 
 4.1  Introduction 


The focus of this paper is on conventional EPZs rather than EGPDs more gener-
 ally. Whilst the distinction between the two may be blurred, it is important at least 
 from the point of view of considering the advantages of EPZs vis-à-vis alternative 
 instruments (see Chapter 7). This Chapter reviews what is known about the 


performance of EPZs and their contribution to socio-economic development. The 
 first subsection summarises the main objectives of EPZs as identified in previous 
 studies, before reviewing the many analytical difficulties that make drawing rigorous 
 conclusions about EPZs highly problematic. Subsequent sections nonetheless draw 
 on a wide range of material to sum up EPZs’ impacts in respect of attracting foreign 
 direct investment, promoting export growth and diversification, promoting back-
 ward linkages and diffusion of technology and skills, and promoting employment. 


Objectives of EPZs 


A useful framework for thinking about the impact of EPZs as a policy instrument is 
 based on the principal goals or policy objectives often used to justify their 


establishment. These can be divided loosely into static and dynamic effects on 
 the host economy.  


Static effectsmainly refer to direct or one-off gains associated with an EPZ, 
 including: 


•  Foreign exchange earnings: improvement of the hard currency earnings of the host 
 economy is frequently cited as a major objective behind an EPZ. This can occur 
 principally from increased (net) exports but may also come from the initial FDI 
 injection where this goes to domestic actors (e.g., construction, purchase of 
 equipment). In turn this is expected to boost the balance of payments position 
 of the host economy, thereby relaxing possible macroeconomic constraints. 


•  Export diversification: expanding not only the volume but also the variety of 
 exports is also often considered important from the point of view of risk 


mitigation, particularly as regards reducing dependency on primary commodities 
 which can be subject to significant price volatility 


•  Employment creation: the reduction of unemployment is a major motivation behind 
 many EPZs, especially where urban unemployment or informal sector activity is 
 high. 


Dynamic effects refer to a range of largely indirect and on-going benefits that may 
 stimulate the growth of the host economy more broadly. These include: 


•  Technology and skills transfers: frequently cited potential benefits of foreign 


investment both under EPZs and more generally are the transfer of technology 
to domestic firms and upgrading the skills (human capital) of local workers. In 
turn these may generate positive (productivity) spillovers for the domestic 



(22)economy, such as creating a workforce trained in modern manufacturing that 
 can be employed by domestic firms. 


•  Private sector linkages: by attracting new manufacturing firms to the host economy, 
 the EPZ may stimulate the development of forward and/or backward linkages 
 to domestic firms. An example of the latter is where EPZ firms source raw 
 materials or intermediate inputs from local suppliers. This has occurred in the 
 Mauritian garment industry where laundry, embroidery and some printing ser-
 vices was sourced from domestic (non-EPZ) firms. Forward linkages also may 
 be generated where EPZ firms use transport, freight and other local services; 


however, the extent to which this is viable often depends on the breadth of 
 domestic industry as well as the nature of the EPZ firm itself.


The above are the most frequently cited goals of EPZs, but this is not a compre-
 hensive list. There also is a range of (secondary) objectives that would seem to be 
 less tangible and therefore not easily amenable to quantitative analysis. Consequently 
 they have received less attention in the evaluation studies of EPZs, but may be 
 important in some instances. They include: 


Government revenue: although the concessionary fiscal treatment of EPZ firms 


suggests increased government revenue may not be a primary goal, successful EPZs 
 generating a high-volume of additional net exports may provide a considerable 
 boost to government tax revenues. 


•  Reputation enhancement: the establishment of an EPZ may be a used to cement or 
 enhance the reputation of the host government. As such, EPZs can represent 
 signalling devices for either external and/or domestic political constituencies. 


For example, Jauch (2002) notes: “The World Bank regards the introduction of 
 EPZs as a signal of a country’s departure from import substitution towards an 
 export-oriented economy.” (p.101). Obviously, however, the extent to which 
 such signals are genuine or misleading, or whether they are recognised externally, 
 may vary. 


•  Policy experimentation: as a policy instrument, an EPZ can be used to experiment 
 with and adapt export and foreign investment policies to local contexts. As 
 EPZs typically are fenced-in enclaves, the host government can exercise a high 
 degree of control over the policy ‘experiment’. This may be valuable where past 
 experiences of foreign involvement in the domestic economy have had negative 
 associations (e.g., colonialism). Policy lessons can then be derived and, where 
 relevant, applied more widely. As noted by Amirahmadi and Wu (1995), the 
 EPZ as a form of proto-capitalist policy experiment has been of considerable 
 importance in many Asian contexts.


•  Demonstration effects: a successful EPZ can provide important demonstration effects 
 in two main areas. First, it can reveal the benefits of export diversification and 
 liberalization, thus building political capital for further reforms in this direction. 


Second, local entrepreneurs can be inspired and motivated by the example of 
firms competing successfully on world markets.



(23)The evaluation problem 


There are substantial problems in undertaking a rigorous evaluation of the impact of 
 EPZs, both on an individual and a more comparative basis. This stems from a 
 variety of well-recognised problems. Firstly, and as indicated by Chapter 2, EPZs 
 can be established to meet a range of quite different objectives. These suggest that 
 relevant performance metrics (i.e., what represents ‘success’) will not be the same 
 across all cases. Even if the relevant objective(s) to be assessed were to be agreed, it 
 often is also not clear what the appropriate and quantifiable outcome indicators 
 should be. For example, the measurement of skills transfers or backward linkages is 
 not captured by standardised macroeconomic or national accounts statistics. This is 
 to say nothing of the relevant time period over which measurement should be made. 


A more serious problem, however, is that of identifying a credible counterfactual. 


Meaningful impact analysis is not equivalent to measuring, for example, how rapidly 
 exports or foreign investment grow in a given country after establishing an EPZ. 


Rather, one needs to establish how these variables would have evolved in the 
 absence of the EPZ. It may well be the case that foreign investors locate to an EPZ 
 due to preferential tax treatment but would have undertaken a similar investment 
 without the zone. In such a situation, attributing the new FDI to the EPZ would be 
 erroneous. Setting out the counterfactual is no easy task as controlled experimental 
 settings do not exist and many confounding variables can come into play. In 
 particular, changes in the global economy as well as the impact of other economic 
 policies make it difficult to isolate the unique effects of EPZs over time. Moreover, 
 in the absence of well-defined and homogenous ‘control’ and ‘treatment’ cases (that 
 is, similar countries with or without EPZs over the same periods), typically one has 
 to rely on cross-country comparisons to generate counterfactual data. However, this 
 runs into further difficulties due to the need to control for differences between 
 countries across a wide range of features. These include initial conditions such as 
 education, business infrastructure, the regulatory environment and the extent of 
 domestic industrial development. One also needs to control for the myriad different 
 forms of EPZs themselves, thereby significantly expanding the dimensionality of 
 the problem.3 Taken together, the number of relevant control and confounding 
 factors may exceed the small number of observations that are available for EPZs 
 over a sufficient time period during which any impact can be expected (e.g., 10 
 years). If so, the problem cannot be solved and hopes for a statistically rigorous 
 impact evaluation of EPZs may be illusory. 


The problems do not stop here. Data pertaining to EPZs is extremely weak and is 
 not conducive to comparative analysis. Many countries do not provide timely or 
 accurate data even for headline figures such as EPZ investment levels, employment, 
 exports etc. Even where some data is provided, these often refer to approved or 


‘promised’ outcomes that diverge considerably from actual results. Relative to 
 under-performing zones, the more successful or larger EPZs tend to have a deeper 
        


3 In other words if we consider EPZs to be a kind of policy ‘treatment’, one needs to account for the large 
differences between subjects in the nature of this treatment. 



(24)and more accessible data profile.4 The uneven availability of data may lead to 
 selection bias whereby analysis of EPZ performance is limited to those zones for 
 which data is of an acceptable standard. Although difficult to judge, this problem 
 would appear to be reflected in a skew of the EPZ literature towards larger Asian 
 (e.g., Indonesia, Philippines, China), Latin American (Mexico, Costa Rica) and 
 Caribbean EPZ cases (Dominican Republic). Excluding Mauritius, comparatively 
 little attention has been given to EPZs in Sub-Saharan Africa despite the fact that 
 they have been extensively employed in the region. Needless to say, an unbiased 
 general analysis of EPZs would need to consider the full range of experiences. 


As a result of the above, it is no surprise that the literature on EPZs fails to provide 
 a satisfactory and general empirical analysis of the performance of EPZs. The vast 
 majority of available studies focus on individual cases or a small handful of them. 


While these do provide some valuable insights, by their nature they do not engage 
 with the counterfactual problem and thus cannot be considered reliable impact 
 evaluations.5 One study that does attempt to go beyond the ‘handful of cases’ 


approach is Johansson and Nilsson’s (1997) analysis of the export impact of EPZs. 


They employ a cross-country regression to explore the performance of 11 EPZs 
 versus a large number of non-EPZ countries. Numerous econometric problems, 
 however, render the results fragile and difficult to accept. For example, the effect of 
 having an EPZ is modelled via a single dummy variable despite the fact that Mau-
 ritius and Mexico, which do not fit the standard definition of an EPZ, are treated as 
 equivalent to all other EPZ cases. No attempt is made to account either for the 
 substantial differences between EPZs or for the fact that their control group 


includes countries with EPZs, although not all of the traditional variety. More recent 
 studies that attempt to provide a broad overview of EPZs (e.g., Madani, 1999) 
 simply do not attempt to provide a rigorous quantitative survey. The Engman et al.’s 
 literature review explicitly acknowledges the evaluation problem: “It is extremely 
 difficult to distinguish the effect of an EPZ and effect of other policy changes 
 and/or changes in the general environment.” (2007: 23). Attempts to quantify the 
 costs/benefits of EPZs also suffer from this fundamental problem. In short, in the 
 absence of a credible counterfactual we are in a weak position to take a general view 
 of the effect of EPZs as a policy instrument and/or identify general determinants of 
 successful EPZ cases. 


4.2 Foreign Direct Investment effects 


The issues discussed above refer to both apparent EPZ successes and failures. This 
 is germane because the prima facie evidence for EPZs is extremely mixed. This can 
 be demonstrated from the simple metric of the volume of foreign direct investment 
        


4 Mauritius, for example, provides readily accessible time series data in the form of quarterly reports regarding 
 EPZ performance since the 1980s; but only those from the end of 2006 onwards are available online. See:  


http://www.gov.mu/portal/site/cso. 


5 Furthermore, the multiplicity and variety of topics that can be studied under the EPZ umbrella (e.g., envir-
onment, labour conditions, gender), mean that numerous studies also focus on narrow issues within case 
studies, rather than on the overall or comparative performance of EPZs. A harsher reading of the literature 
would be that EPZs have become a poster-child for the ills of capitalism and, as such, has attracted a 
particular kind of scholarly critique. 



(25)(FDI) that has been attracted to different EPZs. Of course FDI is more of an inter-
 mediate than final objective of creating an EPZ. In the absence of domestic capital 
 and expertise in non-primary export sectors it is assumed that FDI is a necessary 
 first step on the way to generating final employment, export production and linkage 
 effects.6 However, even before considering EPZs, it is worth noting that the general 
 literature pertaining to the uneven pattern of FDI across countries remains incon-
 clusive. Nevertheless, there is a well-established consensus that tax incentives often 
 play only a minor role in FDI location decisions. A wide range of factors including 
 labour costs, labour skills and organization, proximity to strategic markets and the 
 general institutional and business environment, including corruption, have been 
 identified as important (Hanson, 2001). This has led Zee et al. (2002) to argue that 
 tax incentives (to promote investment) generally are not cost-effective unless they 
 are very well targeted. On this basis the same authors advise against the widespread 
 adoption of EPZs. 


Table 2. Summary EPZ performance statistics for selected countries 


(1) (2) (3) (4) (2) / (1) (4) / (1)  (4) / (2)


Country  Population 


(millions)  Investmen


t (US$ mn) Employees 
 ('000) 


Exports 
 (US$ 


mn) 


Invest-
 ment 
 per 
 capita 
 (US$) 


Exports 
 per 
 capita 
 (US$) 


Export 
 / 
 Invest-


ment 
 Hong Kong  6.7 29,600.0 336.0 101,500.0 4,441.1  15,228.


8  3.4 
 UAE  3.2 8,000.0 552.1 5,000.0 2,463.8  1,539.9  0.6 
 Lebanon  4.3 1,807.0 510.0 682.4 417.5  157.7  0.4 
 Jordan  4.9 1,164.4 54.5 410.0 238.3  83.9  0.4 
 Mexico  98.0 16,500.0 1,212.1 10,678.0 168.4  109.0  0.6 
 Namibia  1.9 155.6 29.0 1,007.0 82.1  531.7  6.5 
 Tunisia  9.6 747.5 259.8 20,544.0 78.2  2,148.1  27.5 
 Mauritius  1.2 73.2 65.5 737.0 61.7  620.9  10.1 
 Indonesia  206.3 11,310.0 6,000.0 18,410.0 54.8  89.3  1.6 
 Egypt  64.0 3,062.0 209.0 1,325.0 47.9  20.7  0.4 
 Pakistan  138.1 3,872.5 888.3 8,073.1 28.0  58.5  2.1 
 Philippines  76.6 1,270.0 1,128.2 32,030.0 16.6  418.0  25.2 
 Malawi  10.3 163.9 29.0 503.3 15.9  48.8  3.1 


Togo  4.6 60.8 9.0 272.0 13.3  59.6  4.5 


Nigeria  126.9 1,200.0 111.4 1,600.0 9.5  12.6  1.3 
 Kenya  30.1 258.0 38.9 277.0 8.6  9.2  1.1 
 Bangladesh  131.1 1,035.0 3,268.8 11,717.0 7.9  89.4  11.3 
 TOTAL  917.6 80,279.9 14,701.7 214,765.8 87.5  234.0  2.7 
 Source: adapted from Boyenge (2007) 


Note: the table refers to selection of countries from different regions for which data is available. This should 
 not be taken as representative in any way. 


       


6 Attraction of foreign investment has not always been associated with EPZ success and may not even be 
considered a primary objective. Certain high profile EPZ cases indicate that investment by domestic firms has 
been more important than that of foreigners. The example of Mauritius in the early phases of its EPZ 
experience (1970-1990) is a case in point (Madani, 1999) – domestic agents who benefitted from surpluses 
from sugar plantations dominated EPZ investment. 



(26)Ignoring both differences in EPZ design and data inadequacies (which are consider-
 able), headline figures complied by ILO (Boyenge, 2007) indicate enormous differ-
 ences in the volumes of investment into different EPZs. This is indicated by Table 
 2, which covers only a sample of countries to illustrate the degree of variation and, 
 therefore, is not representative. Taking the measure of investment per capita, a 
 crude result is that lower income countries seem to have been less successful in 
 attracting FDI into EPZs compared to more advanced (middle income) developing 
 countries. Thus, many of the African countries in the sample are found towards the 
 bottom of the rankings on this measure. One also notices that certain countries with 
 large domestic markets (by population) also have attracted larger volumes of 


investment – e.g., Indonesia, Pakistan, Mexico. However, this pattern is uneven – 
 both Bangladesh and Nigeria have achieved smaller volumes of investment given 
 their population sizes.  


It is important to emphasise that any generalization from the above table is pro-
 blematic. The simple point, which bears repeating, is that EPZs show very mixed 
 prima facie results, even among those cases where basic data is available. In addition, 
 and in light of the extensive use of EPZs as a policy instrument, there are no 
 shortages of apparent ‘failures’. If EPZs had proven to be broadly successful policy 
 interventions then one would not expect scholarly attention to continue to focus 
 only on the well-known ‘classic’ cases. According to Baissac (2003) poor results 
 from EPZs have been prominent in Africa: “Africa’s EPZs have played a negligible 
 role in both the static and dynamic contribution to growth and development: all 
 observers agree that with the exception of a handful of countries (Mauritius, 
 Tunisia, Egypt), EPZs have had marginal impact, low FDI, absent linkages ... and 
 limited foreign exchange contribution.” (p. 65). Senegal’s experience is often 
 described in this way. According to Engman et al. (2007), an EPZ was established 
 near the port of Dakar as early as 1974 but was dissolved in 1999 having hosted 
 only 14 firms with 940 employees in total. 


Kenya also has spent substantial public funds on creating and promoting EPZs, 
 with comparatively little success until very recently (see below). In part this would 
 seem to be because at the same time that public investments in EPZs were com-
 pleted (mid-1990s), the government enacted trade liberalization measures that 
 significantly reduced the competitive benefits of locating in an EPZ (Madani, 1999). 


Similarly, Namibia has been associated with a number of EPZ difficulties. Jauch 
(2002) notes that despite expectations of creating 25,000 jobs within a short period, 
Namibia’s EPZs had only created around 400. (Note this would seem to suggest 
that at least some of the figures in Table 2 refer to projected rather than realised 
outcomes). Although the Namibian government has continued to promote EPZs, 
problems continue. The Malaysian firm Ramatex Berhad, recently withdrew from an 
EPZ despite having made a US$ 115 million dollar investment in 2001 backed by a 
tailor-made package of incentives including subsidized water and electricity, a 99-
year land tax exemption and a grant of US$ 11.5 million for site preparation. While 
the motives for the decision to leave are not altogether clear, the reaction of the 



(27)Namibian Minister for Trade and Industry is instructive. He is quoted as saying: 


“We will review our incentive regimes to make Namibia even more attractive as an 
 investment destination” (Inter Press Service, Johannesburg, 10th March 2008), 
 implying the EPZ challenge is viewed as one of simply ‘getting the incentives right’. 


We return to this point in Chapter 7. 


Even where foreign capital has been attracted to EPZs, a frequent criticism is that 
 these investments are of poor quality and footloose in nature. Consequently, the 
 argument goes, they do not constitute a solid basis for sustainable, long-term 
 growth. Certainly there is case study evidence to corroborate such views, but the 
 extent to which individual stories represent a pattern is far from clear. In the first 
 instance this kind of criticism is not unique to EPZs but can be made of FDI more 
 generally. Secondly, the transience of foreign investment appears to be strongly 
 associated with the specific characteristics of industrial sectors and the structure of 
 the multilateral trading system, rather than being anything inherent to EPZs per se. 


This finding comes out of Sanchez-Ancochea’s (2006) comparative study of devel-
 opment in Costa Rica and the Dominican Republic. He argues that the apparel 
 sector generates low domestic value-added and behaves like a primary commodity in 
 the sense that prices follow a long-term downward trend. Even in the electronics 
 sector, however, preferences into the US market tend to encourage assembly-only 
 operations, with low skill demands and low sunk costs. Consequently, sectors 
 attracted to EPZs can be highly sensitive to small changes in short-term production 
 incentives (taxation etc.) rather than deeper location-based assets such as labour 
 skills and organization that may attract investment capital with a longer-term 
 outlook. The same point has been made with respect to the impact of changes in 
 the multilateral apparel trading system.  The phasing-out of the Multi-Fibre 
 Agreement (MFA) quota-based system in 2005, combined with the US’s African 
 Growth and Opportunity Act (AGOA) has engendered considerable shifts in the 
 pattern of investments and exports for the sector (Gibbon, 2008; Rolfe and Wood-
 ward, 2005). Finally, Sargent and Matthews (2008) also note how the business 
 strategies of Mexican Maquiladoras (an enterprise-version of EPZs) have changed in 
 response to competition from large-scale Chinese manufactures.  


The importance of external factors for EPZ ‘success’ is nowhere more evident than 
in Sub-Saharan Africa this decade. AGOA has provided (time-limited) preferences 
to qualifying African garment manufactures that are not available to Asian export-
ers. This has led to a jump in investments (to EPZs) in many qualifying countries 
such as Lesotho and Kenya, as documented in Rolfe and Woodward (2005). How-
ever, gains have been tempered by uncertainty surrounding continuation of AGOA 
preferences for countries with average incomes above $1500 (e.g. Lesotho), as well 
as the effects of appreciation of the Rand in the Southern Africa region. Also, 
increasing segmentation within the garment industry global value chain (GVC) 
seems to be increasing entry barriers for lower and middle-income countries, particul-
arly as regards entry into higher value added activities (for discussion see Gibbon, 
2008). Thus, we see that EPZ investment performance is extremely mixed and 
appears to be driven by a wide range of factors, both internal and external to the 
host economy. Although the changing fortunes of different sectors and even 



(28)national economies are visible in EPZs, crucial determinants can be traced to 
 changes in global trading rules and value chain dynamics rather than the design of 
 EPZs themselves. This makes any attempt to generalize about EPZs as a policy 
 instrument highly problematic. 


4.3 Export expansion and diversification effects 


The mixed evidence on attracting FDI is repeated in the domain of expanding and 
 diversifying exports, both frequently cited objectives of EPZs. This is given by the 
 estimates of EPZ exports per capita from Table 2, which show a clear correlation 
 with the volume of investment per capita. The export performance measure ranges 
 from a high of over $15,000 in Hong Kong to under $10 in Nigeria, with a median 
 of slightly under $100. Note that these figures are not stated on an annual basis such 
 that the economic impacts in any given year would be smaller. A similarly diverse 
 picture emerges from the volume of exports relative to the size of inward invest-
 ment in EPZs. These estimates range from a ratio (multiple) of over 27 times for 
 Tunisia to less than 1 for Egypt. If these figures can be relied upon, (which is far 
 from guaranteed), the median ratio of exports to investment is only around two. In 
 turn, this suggests that in many cases only relatively small export gains have been 
 made from EPZs. At the same time, one cannot fail to notice apparent successes 
 (although the causal link to EPZs can be questioned). In Bangladesh, for example, 
 the share of foreign exchange earnings derived from EPZ exports increased to 18% 


in 2004/05 from less than 0.1% twenty years previously. This represents a growth 
 rate six times higher than total national export earnings (Engman et al., 2007).  


The empirical evidence on the effect of EPZs on export diversification is even 
 scarcer. Certainly some of the traditional EPZ cases can be linked to remarkable and 
 rapid rates of export diversification. The share of traditional exports out of Costa 
 Rica, for example, declined from 47% in 1980 to 12% in 2000 while manufactures 
 grew from 4% to 41% of exports over the same period (Engman et al., 2007). 


Equally, manufactures climbed from 15.5% to 48.4% over the 10 years to 2001 in 
 Madagascar, driven by strong inflows of French investment to the country’s EPZs 
 as well as investors from Mauritius looking to take advantage of preferences under 
 AGOA (see above) and lower labour costs.7 Needless to say, however, where EPZs 
 have shown weak progress in attracting investment, exports have shown negligible 
 improvements. Figures quoted in FIAS underscore the weak comparative export 
 performance of EPZs in Sub-Saharan Africa. Replicated below in Table 3, these 
 indicate that manufacturing exports from EPZs in Sub-Saharan Africa at end 2003 
 amounted to only US$ 2.4 billion compared to over US$ 84.5 billion in Asia and the 
 Pacific. Interestingly, the table also shows that EPZs account for a larger percentage 
 of total exports of manufactured goods in Sub-Saharan Africa than in other (more 
 successful manufacturing) regions. While this can be interpreted in a number of 
 ways, in light of very weak progress in industrialisation through much of Sub-
 Saharan Africa (UNIDO, 2004) it would seem to underline the existence of more 
        


7 Note that in many cases figures for export diversification (e.g., primary vs. manufacturing exports) are stated 
at an economy-wide level. The direct association with EPZs therefore is implied rather than directly measured 
in these cases. 



(29)generic and fundamental problems in establishing viable manufacturing firms in 
 Sub-Saharan Africa with or without EPZs.  


Table 3. Estimates of EPZ export performance by region 
 Zone exports of 


manufactured 
 goods 
 (US$ billion) 


Percentage of total 
 exports 


of manufactured goods 
 (%) 


Global   177.7  8.3 


Asia/Pacific 84.5 11.0 


Americas 44.0 5.3 


Central/East Europe & Central 


Asia  14.5 6.8 


Middle East & North Africa  28.7  16.7 


Sub-Saharan Africa  2.4  19.5 


Source: Engman et al. (2007: 26) 


Note: data are stated as indicative only, being based on a sample of countries for which data is available. 


The evidence presented above does not amount to a general argument that EPZs 
 have performed either well or poorly. For every EPZ export success story there is a 
 corresponding failure. The point to stress is that the empirical record on exports, 
 like FDI, is mixed. However, this does suggest that any prima facie argument to the 
 tune that EPZs have generated large economic gains (on average) must be rejected. 


4.4 Backward linkage, technological diffusion and inter-firm learning effects 
 The development  - and strength - of backward linkages between foreign firms and 
 host economies is often considered an important precondition determining whether, 
 and to what extent, FDI contribute to host economies. While there is a large litera-
 ture on backward linkages and their conditions, e.g. on clusters and national innov-
 ation systems, studies that particularly deal with linkages between EPZs or EPZ 
 firms and host economies are sparse. Moreover, the literature that does exist suffers 
 from the ‘evaluation problem’ described earlier – there is no real agreement on how 
 to capture the effect of linkages, nor evidence of the extent to which linkages are 
 actually created in practice. Likewise, existing studies usually consist of one or few 
 case examples from which it is extremely difficult to draw any general conclusions. 


Furthermore, the cases cited are often the same (e.g. Malaysia, Mauritius, Mexico) 
while a large number of EPZs in less developed countries (not least in Africa) 
remain unexplored. Thus, the following attempt to explore backward linkages from 
EPZs to host economies in terms of local sourcing of inputs is based on single 
cases, from which generalizations (if at all) should be made with caution only. The 
section goes on to look at two related issues, namely technology diffusion and 
learning opportunities from EPZ development. 
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