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25th Birthday Greetings to WEPZA 
Richard L. Bolin
 

Birthday Celebration Conference

Istanbul, Turkey, October 19-22, 2003

Happy Birthday to the World Economic Processing Zones Association – WEPZA – 25 years of service to the emerging giants of world economic development – Economic Processing Zones, EPZs – all of them – in poor countries and rich – of many types, shapes and sizes.

EPZs – which have opened new windows reaching outward to the world – which have attracted huge Foreign Direct Investment to their countries accompanied by trained managers, engineers, scientists, and skilled workers to show how global business is done.
EPZs – which have exploded the myth of import substitution as the only way of development and demonstrated how countries can open trade with the world and provide greater returns by establishing EPZs to attract worldwide marketing knowledge that client investors bring.

EPZs which are the windows on the world for developing countries.
EPZs – which have created closer cooperation between private and public sectors in all countries by showing that even a single small EPZ increases investment promotion efficiency.
EPZs – which have educated and trained managers and workers everywhere to higher skills.
EPZs – which have earned foreign exchange to upgrade the quality of life and reduce the cost of goods and services to their citizens as well as to the global market.

EPZs – which have shown investors many new ways to reduce the risks of investing in new manufacturing and service industries in countries at the threshold of development.
EPZs – which have in recent years caused changes in the political climate of many countries through awareness of their new economic possibilities for new products, new ideas, new contacts.
EPZs – which have made leaders busier with finding solutions to real needs of their citizens as their growing familiarity with global opportunities perfects their knowledge of what it takes to attract and manage new investment, and to reach out to cooperate with other EPZs to perfect their operations and those of their client producers 

all across the world. 

Happy Birthday to all EPZs!

Using Trade Preferences to

Promote EPZ Development

Robert Haywood

Director of WEPZA 
Speech at World Free Zone Convention
Cairo, Egypt

April 27, 2004

It was in Egypt, in 1977, that I first remember visiting a free trade zone.  The zone in Port Said was not living up to its expectations. Since that time the General Authority for Investment and Free Zones has led EPZ creation to become an important part of the economic development of this fine country. 


My topic is a new strategy, the use of trade preferences to promote EPZ development, which has recently become significant and timely.  For many years the various measures of trade preference were insignificant in their impact and ineffective by design.  Now some preference programs are beginning to have real impact.  Leaders in the development community are beginning to understand that the international “known” and “accepted” strategies for promoting economic development are not working, and will not work.  Some recognize that the multilateral systems set up to consider these issues are at best ineffective and possibly even harmful.  A few believe that some fundamental changes are necessary. These are opportune times!


First, I want to review how we got to looking again at trade preferences as a way of promoting economic growth, and why EPZs need to be part of that process.

Development Framework in Crisis


Behind the aura of good intentions, and behind the facade of success that international organizations and government bureaucracies often try to maintain, there is a surprisingly general agreement that the international “known and accepted” strategies for promoting economic development are not working.  I am not talking about the views of street protestors at the WTO, IMF, and World Bank meetings who would be devastated by the consequences of their demands.  Rather it is the changing views of leaders of the multilateral organizations whose job it is to define the framework used to promote economic development

.


Rubens Ricupero, the Director General of the United Nations Conference on Trade and Development wrote in his overview of the Least Developed Country Report of UNCTAD in 2002 

“The inadequacy of the analytical foundations for effective poverty reduction in poor countries in general, and in the LDCs in particular, is not generally recognized…in spite of the best intentions, policies based on inadequate knowledge are likely to increase rather than reduce poverty.”


The last twenty years have seen two Industrial Development Decades for Africa (35/66 B) (A/44/237).  These were two decades where the best and brightest minds of the international development community focused on the economic development Africa. 

In the LDC report for 2002 it was noted that 65% of the population of the African LDCs currently averages just US$0.59 in personal consumption per day, and over 87% live on less than $2.00/day.  It was also noted that the number of people living in extreme poverty, earning less the one 1985 US dollar a day (about US$ 1.70 in today’s dollar) in the LDC countries has more than doubled from the late 1960s to the late 1990s. 


The following countries all had their living standard decline in the last decade.
Angola

Armenia

Azerbaijan

Belarus

Brunei Darussalam

Bulgaria

Burundi

Cameroon

Central African Republic

Chad

Comoros

Congo

Congo, Dem. Rep. 

Djibouti

Ecuador

Gabon

Georgia

Guinea-Bissau

Haiti

Jamaica

Kazakhstan

Kenya

Kuwait

Kyrgyzstan

Latvia

Lithuania

Macedonia, TFYR

Madagascar

Marshall Islands

Micronesia, Fed. Sts. 

Moldova, 

Mongolia

Nicaragua

Niger

Nigeria

Palestinian Territory

Paraguay

Romania

Russian Federation

Rwanda

Sao Tome and Principe

Saudi Arabia

Sierra Leone

Solomon Islands 
Tajikistan

Togo

Turkmenistan 
Ukraine

Ricupero’s concerns are thus borne out.  Inadequate theories of development have led to inadequate programs that have increased poverty rather than reducing it.   


What are these programs?  John Williamson coined the term the “Washington Consensus” in 1990 to mean a set of polices that comprised the lowest common denominator of the advice of the World Bank, IMF, and other development institutions.  Originally it meant something like the following.

· Fiscal discipline

· Public expenditure on primary health care, primary education, and infrastructure as they would offer high economic returns and potentially improve income distribution

· Lower tax rates and broaden tax base

· Interest rate liberalization

· Competitive exchange rate

· Trade liberalization

· Liberalization of FDI inflows

· Privatization

· Deregulation

· Secure property rights.

While these were indeed some of the general prescriptions at the time, and mostly have a sound basis, there was in truth no consensus on what each of these terms meant in practice, and a continued growth of what orthodox development economic policies meant.  In addition to this list over the last decade a few more items have been added to the orthodoxy. 

· Democratic governments

· Flexible labor markets

· Economic activities must be “sustainable”

· Independent central banks

· Targeted poverty reduction (Focus on rural sector)

· Social safety nets.

· Transparency in governments

· Development of “Institutions”

· Joining the WTO and following its rules

· Gender equality [Focus on women’s development]

· Protection of Small and Medium Enterprises

· Capacity development


All in all the orthodoxy has ended up by essentially specifying that to begin development a country must already have the policies, institutions and resources of developed countries.  This is a sterile paradigm for economic growth policy.  None of the countries that have succeeded in generating sustained economic growth started with these preconditions!


The LDC report notes that poverty itself acts as a major constraint on economic growth, and that while governments in LDCs capture nearly as high a percentage of GDP as the somewhat richer developing countries, it is a very small amount of money. LDC Government can spend only about $37 per year per capita.  And with that it is not reasonable for them to focus on healthcare, education, infrastructure, social safety nets, developing secure property rights, transparency, and accession to the WTO, maintain fiscal discipline and carry out all the other aspects of the Washington consensus for the entire country.  For $37 they can’t build one centimeter of highway, or educate one child for a month!  If all Official Aid went to the least developed countries, it would almost double the $37, but it doesn’t.  It adds only $2-$5 if counted generously.  Surely 20 years of experience, and a small amount of common sense, should convince most people that development cannot be done by spreading a very small amount of money evenly across the vast sea of LDC misery.

So Ricupero went on to say:

“The central message here is that there is a major but currently underestimated opportunity for reduction in extreme poverty in the LDCs through sustained economic growth.  However this opportunity is not being realized…”


Economic growth is important in reducing extreme poverty because the data shows that in a country with GNP/Capita of US$ 400 per year one would expect to find 65% of the population earning less than one dollar a day, but in a country with a GNP/capita of US$ 800, that drops to 20%.  Doubling the income, results in reducing extreme poverty by 75%.  So the UNCTAD LDC report suggests, among other things that the new development prescriptions should be to:

· Promote rapid economic growth,

· Establish a dynamic investment-export nexus,

· Create profitable investment opportunities

· Reduce risks and uncertainties 

· Offer tariff rebates for exporters

· Offer tax exemptions for exporters

· Develop or strengthen export promotion agencies

· Subsidize infrastructure.


A program that offers these benefits cannot be done over an entire country, all at one time.  But, I know the one policy instrument, and the only policy instrument, that can be designed specifically to offer all of this for a portion of a country.  It is called an EPZ!    
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The EPZ does not suffer from the diminutive benefits of the current programs, because it does not try to spread too few resources over too many needs.  It focuses on creating a dynamic investment-export nexus that can alleviate poverty and kick-start development. The statistics details of this report were very revealing.  Among all LDCs the highest incidence of poverty occurred in mineral exporting LDCs with 80% of the population living in extreme poverty.  Service exporting LDCs, mostly those that earned foreign exchange from tourism, had an incidence of extreme poverty of 43%.  But in LDCs that were heavily engaged in export manufacturing, the type of things we do in EPZs, the incidence dropped to 25%.  Thus, we know the EPZ program works.

But all of the international development agencies are discouraging its use.

Why?  For a number of pedant reasons such as it does not provide universal benefits, in simple economic theory it may cause trade diversion, multinational corporations may derive some benefit from them, it does directly help the most poor in the rural regions of the country, but most importantly because it does not fit the current paradigm of development Precisely because it does not treat all areas of the country the same, it is easily portrayed as being elitist.  

Critics say that it is benefiting only multinational corporations and not the people, although employment is what is most needed.  It also helps first the more developed areas of the country, and not the poorest in the rural regions, thus it is claimed to be “anti-poor.”  These lines of argument are disingenuous, for programs that don’t work help no one. 
Example

Let me give you a quick example of misplaced development activity.  The citizens of Hong Kong have food security because they are not farmers.  They are productive and can buy all the food they need.  The citizens of Ethiopia have food insecurity because they are farmers.  They cannot grow enough to feed themselves given the water and land available.  The “solution” of the development community is to encourage rural development so there will be more farmers in Ethiopia using scarce water to produce low value crops.  Importing a ton of grain is equivalent to importing 100 tons of water!  Food security would be better reached by using the people and water in Ethiopia to do something more productive than farming like they have in Hong Kong where farming was not an option.

The current framework on development focuses on weaknesses.  If you have a child who is not well coordinated, you do not advise him to try for a career in professional sports.  If she has difficulty with math, you do not advise her to become a mathematician.  A child’s development takes place by encouraging its strengths and interests.  The same is true with countries.  They tend to get what they focus on.  If they focus on weakness they will get weakness.
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The official framework for develop-ment will continue in crisis until it learns to focus on enhancing strengths and eliminating weakness rather than sustaining them.  In nearly all countries, rural areas are economically weak.  That’s why they are subsidized in most developing countries!
Multilateralism in Crisis

The second change in the international environment that makes this topic very timely is the prolonged, painful, and deserving death of the Doha Development Agenda at the WTO.  While its demise has not been formally announced, the negotiations are entering a terminal stage.  On all of the major issues, and nearly all of the minor ones, there has been no real progress in the nearly three years since Doha.  Indeed, on most issues the discussion is still mired in determining a process by which the members will discuss substance and not spend all their time on reaching a worthless “agreement”.


WTO leaders and the trade leaders of the developed countries keep repeating calls for flexibility, while showing little of their own.  Indeed, if anything, the last two years of debate and negotiation has polarized the members, and made agreement more difficult.  To mention just a few of the numerous areas of negotiation will give good flavor to the whole sorry round.


1. On the issue of Special and Differential treatment members still cannot decide whether they should discuss the objectives and principals behind S&D first or address the specific mandate to review all the S&D provisions that already exist first.  


2. On Industrial Market Access the most recent session was described as having no great movement and no great convergence of positions.  The talks in March 2004 did little to bridge the gap between counties, and even specific proposals did not create much discussion or support.  This indicates that members disengaging from the process rather than supporting it.


3. The discussion in Trade in Services is perhaps the most advanced discussion.  Here there is only genuine disappointment with the offers being made.  Most countries have submitted no offers, and those that have are submitting very feeble offers, but at least they have gotten past arguing procedures.


4. Whether or not to discuss any or all of the Singapore issues is still the point of departure for meetings on these issues, and it is not going very far.  Indeed none of the working groups even have a leader any more.


5. Finally, as everyone knows, the latest discussion on the agricultural issues also failed to yield any positive results.
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The irony of the WTO negoti-ations is that from a purely economic perspective both sides are resisting reforms that would benefit them, and pushing reforms that won’t help them!  The elimination US$ 350 billion of agricultural subsidies in the OECD countries would eliminate a very inefficient allocation of resources for them.  It would do very, very little for the developing countries’ farmers.  By the WTO’S own estimates it would provide less than one eighth  of one cent benefit per hour worked in rural areas of the least developed countries and most of that gain would go to relatively rich large scale farmers in a few countries.  
In many countries it would decrease living standards and decrease food security.  Fortunately for the LDC, they are unlikely to get any effective elimination of subsides. The nature of the subsidy may change, but the economic effect will likely be even less than the WTO estimates.  This is not much gain for the effort being expended on this issue.

On the other hand the developing world has the most to gain from trade facilitation and investment which are part of the Singapore Issues, but they are against them! 

With no progress to report on any of the major issues, it would be helpful if the Doha Development Agenda were buried by the end of summer. Not being bound by the ill-conceived and overly ambiguous DDA, members could begin from scratch to seek a new formula for advancing multilateral negotiations. Unfortunately, it is unlikely that anyone will have the courage that Debrez showed in Mexico to stop a pointless ministerial meeting and perform such a mercy killing on the DDA this soon. 

Multilateral trade reform and trade development is likely to be mired in an unproductive focus on a flawed framework of negotiations for several more years.  In the end it may be concluded by the approval of some ineffective reforms and called a success.
  Negotiators will drink champagne and move on.  It will not result in a stimulation of economic growth. 

While the multilateral system is mired in unproductive negotiations, making trade more effective for economic growth is going to have to come from within the developing countries themselves and through a framework of bilateral and regional trade agreements or other trade preference programs. 

Tariff Preferences

In recent history there have been two fundamentally different types of preferential treatment that countries offer to other countries.  One is typically called non-reciprocal or unilateral in that one country offers better market access to another without requiring the other country to reciprocate.    The other is based on reciprocity and is carried out through bilateral, regional, or historically grouped trade agreements that are negotiated between countries.  

Non-Reciprocal Arrangements 


Non-reciprocal preference programs have a tradition coming out of GATT negotiations of the 1960’s and 1970’s.  It is a violation of the original GATT concepts of reciprocity and treating all countries that are part of GATT equally.  This principle known as Most Favored Nation (MFN) treatment is the cornerstone of the GATT and WTO understandings.  However, early on the developed economies reluctantly accepted that developing countries might benefit from some non-reciprocal preferences.  In the Kennedy round a provision entered GATT to encourage developed countries to assist developing countries "as a matter of conscious and purposeful effort" and not to expect reciprocity for concessions.  This was given a legitimate basis in the Tokyo Round in 1979 with the "enabling clause" which permits the generalized system of preferences (GSP).  This clause was the subject of a recent WTO Dispute between India and England and the result is of some importance to this topic.
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GSP programs are now offered by the big four or, Quad Powers, of the US, EU, Canada, and Japan.  Being non-reciprocal, they are not truly negotiated and thus the beneficiary countries do not have any direct input as to what is offered. Nor are the programs the same.  Each of the four programs has different rules and product eligibility. 


In the US program it was decided to give duty free access to any nuclear reactor parts, satellite imaging systems, digital display spectrometers and similar products produced in the LDCs.  They did not give preference to anything that developing countries actually produced such as garments, textiles and footwear.  In case the program included a product that the LDCs actually produced, competitive needs tests and changes in the rules of origin could generally be counted on to eliminate eligibility of that product.  Another way of ensuring that the program was as meaningless as possible was the US practice of renewing the program for only one or two years.  They did so months after the programs had expired and made the authority retroactive.  .  Retroactive laws may work [image: image5.emf]Doha Development Agenda
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in politics, but in business I have never heard of retroactive production and export.  The uncertainty of the program meant that companies would not make investments to take advantage of the preferences.  As a result the traditional GSP programs have not been very responsive to beneficiary needs. In 2001 only 4% of the non-oil trade or US$ 122 million in imports from LDCs enjoyed tariff preferences.


The European, Japanese, and Canadian programs are similar although a bit more comprehensive in product coverage. They tend to rely more on the rules of origin to eliminate useful products. Their net effect is a bit more positive, particularly to the LDCs where between 9% of GSP imports were covered in Canada, 30% in Japan, and 30% in Europe under the traditional program.

Super GSP Programs


Recently “Super GSP Programs” have been created that offer additional benefits to the Least Developed Countries and other selected Developing countries. Super GSP in some cases, comes with a potentially troubling new type of cost in that it offers non-reciprocal trade benefits as a reward for undertaking particular domestic programs and/or following particular policy guidelines as proscribed by the offering country.


The US introduced the African Growth and Opportunity Act (AGOA) in May of 2000.  While the original program had a number of impairments such as sourcing textiles in the US, amendments made it quite effective and in 2002 the trade was nearly US$ 5 billion. Granted, nearly $4 billion of this was oil, but garment coverage exploded.  Estimates are that it has created 190,000 new jobs in Africa and $340 million in new investment AGOA also offered more stability and less review, and lowered some of the rules of origin test.  Extension now is contemplated to 2015.  This act did not apply to non African LDCs, although provisions of it were extended to the Caribbean. Also, this act added a large number of intrusive political tests.  The beneficiaries had to have:

· A market based economy that protects property rights

· Rule of law, political pluralism, due process, fair trial

· Eliminate barriers to US investment

· National treatment

· What is this? Spell it out    Protection of IPR

· Resolve any bilateral trade disputes

· Economic policies to reduce poverty and increase availability of healthcare and opportunities for education

· A system to combat corruption

· Protect internationally recognized labor rights

· Not engage in activities that undermine US national security and foreign policy

· Not grossly violate human rights

· Implement ILO convention 182 (against Worst forms of Child Labor)


The next year the EU offered “Everything but Arms” (and bananas, sugar, and rice) which offered significant improvement in coverage for the least developed countries.  On the positive side the EBA agreement is “permanent” in that is has no set expiration date and is exempt from the periodic review of other GSP programs, on the other hand Rules of Origin and Safeguard procedures were strengthened.  It is however a real improvement.  Japan and Canada also improved their schemes.


An era of more honest and effective non-reciprocal trade agreements has been born for the Least Developed Countries. It is worth noting that the EU had another scheme that gave super GSP treatment to 12 countries it selected that the EU had decided were helping to fight drug trafficking.  India was not one of those countries, and filed a WTO dispute against the EU on the issue that it was discriminatory in that it did not apply to all LDCs.  The panel ruling was in effect a half win for India.  The panel ruled that it was discriminatory because the countries were selected by the EU and the rules it did not include a way for other countries to qualify for the benefit - the win.  The appeal panel also determined that special GSP status could be given to less than all developing countries if it meets the special needs of those countries, and that other countries with the same needs could qualify - the loss. 

It means that there may be a growth of special purpose super-GSP programs.

Reciprocal Agreements

The second type of preference, reciprocal trade agreements, is much more important and stable since they are created by negotiations and treaty. NAFTA, MERCOSUR, GCC, SADC, the EU itself, ACP agreements with EU, and CBI are just a few significant examples of regional agreements.  There are many more in discussions, and a second level of these like EU-MERCOSUR.  In the 1990’s regional trade agreements tripled and the collapse of the WTO talks at Cancun gave strong impetus to the development of both more regional and more bilateral trade arrangements

. 


Bilateral agreements are also quite numerous, and I will mention only a few.  There are an increasing number bilateral between developed and developing countries such as Jordan-US Free Trade Area, Morocco-US, and Brunei-US, Singapore-Chile.  In addition there are some developed to developed country bilaterals such as Singapore-US, and Singapore-Australia.  EU is sewing up the Mediterranean with EU-Tunisia, EU-Turkey, EU-Egypt etc. There are also many examples between developing countries such as Mexico and Chile getting into bilateral arrangements.  All of this detracts from the Multilateral-WTO process, despite the claims of officials that is does not, and helps to ensure that the WTO process will do poorly.

These agreements also cover more than trade, and get involved in investments and other issues that are also being discussed at the WTO.  Because there are fewer countries involved they can move forward where the WTO does not.  All bilateral agreements are WTO plus, and are not free rides for the developing countries.  They can mean big political and domestic policy concession in areas of investment, labor, environment, competition policy, tariff reductions, judicial reforms, human rights, education, etc.  They are hard-ball commercial diplomacy, but if you are willing to play the game, they can also have a big impact in trade and aid flows. 
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A quick look at 2002 US trade data gives an example of the growth in the importance of trade agreements.  NAFTA has expanded from US$ 63 billion to nearly $ 200 billion in imports to the US in just 8 years, GSP to $18 billion, Caribbean Trade Partners and CBI to $10 billion, AGOA from nothing to nearly $5 billion.  It is clear from this chart that those parties that negotiated or received trade preferences had trade growth to the US that substantially exceed the doubling that took place in the non-preference categories.
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Also shown is data on the only international trade program I know of in the world that is specific only to zones.  The Qualified Industrial Zones which are all located in Jordan.  They were introduced in 1996 as part of the Oslo agreements and are still working.  They had reached US$ 374 million in sales by 2002, and [image: image8.emf]Qualified Industrial Zones
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continue to grow. When you consider that Jordan’s total exports to the US were $26 million in 1996 and garments were less than $10 million, this is a significant change.  The designation of a QIZ is made by a joint Jordanian-Israeli commission with a US observer which transmits the designation to US customs each year. The program requires that products meet one of these requirements.

At least 11.7 per cent of the final product must be contributed by the Jordanian manufacturer in the QIZ and 8 per cent by an Israeli manufacturer (7 per cent for hi-tech products). The rest (15.3 percent or 16.3 per cent) can be fulfilled from QIZ Jordan, the West Bank/Gaza Strip, Israel or the US. The other 65 per cent production expenditure can be from anywhere in the world.

Or, Jordanian and Israeli manufacturers must each maintain 20 per cent or more of total production cost, which include among others wages alaries, design, and materials.

QIZ producers are allowed to mix and match between the above two methods, as long as the total cost of production plus the cost of the material content equals at least 35 per cent of the appraised value of the product.

Substantial transformation must take place such as cutting and sewing of garments, not just assembly and packaging.

These are not particularly onerous rules as the growth in trade has shown.

In summary a new era of creating and exploiting various forms of trade preference has begun from specialized GSP arrangements to negotiated bi-lateral and regional agreements.  For the first time in recent history, trade preferences are an important force in investment decisions.  However, this new era can be either beneficial or harmful to zones.

Zone Development
Zones play a unique role in taking advantage of these changes in the zone structure, but also have special vulnerability.  In order to take advantage of these changes countries must do four things.

· Get Informed

· Get Prepared

· Get Involved

· Get Help


If you don’t do these, there is a high probability that the rules and regulations being created will not be to your benefit.  You may be lucky, as were the zones of Jordan (or Africa under AGOA,) but counting on luck is not a strategy.

Get Informed:


Understand why and how zones work.


If you are going to win in this brave new world of special preferences, you are going to have to learn the rules of the game. You will need to become informed of the details of the trade preference schemes (TPS) you are already party to. You need to know the details of the various TPS you are not party to. Do an analysis of the strengths, weaknesses, opportunities and threats from the other’s trade preference schemes. Be aware that some regional agreements exclude the production of Zones in their regions. By using the old model of zones as being outside the customs territory, it is easy for negotiators to accept that the products should be excluded from regional agreements.  Know that the modern definitions include zones in the customs territory.  Not being informed can hurt your programs as it did in MERCOSUR and even in the GCC where the products of zones were excluded from regional treatment.

Attend international meetings to stay current and knowledgeable.  This may have some cost and take time, but your zones growth and viability are at stake.  If you are a government official running a zone, your countries development is at stake.

Get Prepared

The number one problem with developing countries getting benefits from trade is described as “supply problems.”  They have no products to export.  The countries that most benefited from AGOA already had zone programs in place to take advantage of the program. A UN report notes that Zones failed for these reasons.
1. Lack of government commitment

a. Tardy formulation of Policy 

b. Over regulated and rigid rules

c. Predatory business environment

d. Ineffective implementation of laws

e. Lack of follow-up

2. Operational Reasons:

a. Poor location

b. Inadequate promotion

c. Poor Management

Note that all of these items are within the control of your countries.  If your country is already involved in a negotiating regional or bi-lateral agreement, get your zone in good shape to attract investment in anticipation of the outcome.  When a new agreement is being negotiated, there are earlier movers who look for investment before it is even signed in order to take advantage of the availability of space.  Particularly with regional agreements, if you don’t have it someone else will!

Work with Universities, Government Offices and organizations like WEPZA to help get research done.  Be prepared with good, sound arguments to use when discussing policies.  This is more than being informed.  It is using this information to create convincing arguments which support your involvement in creating preferences for your zones. 

Get Involved


Help to educate your public, your business community, and your government officials of what you have become informed about.  Let them know your needs, and their opportunities.    

Get published the arguments you developed while getting prepared.  This helps your arguments to gain credibility

.  


The earlier you get involved in the process, the less likely it is to have adverse consequences to you.  The EPZ community was late in waking up to the WTO.  I began raising the issue in 1996, but even as late as the first World Free Zones Convention in London in 2001, I had to inform the WTO designated Director-General that his organization was going to hurt zones.  This was after he had given a talk that the objectives of the WTO and Zones were the same!  He was right on the substance of his remarks, our purposes are aligned, but they were ignored in the negotiations and caught in the crossfire.  It should not be allowed to happen again. Your negotiator’s ignorance is no excuse.  You have to tell them about the needs of your EPZs and see that they pay attention to them.


Be sure zones are a part of your country’s response to international organizations.  If your country has to write a Poverty Reduction Strategy Papers, get zones included.  From getting informed you should be able to explain to the authors why it is so important.


It is much easier to change agreements when they are first being discussed than when they are ready to be signed.  If you are to have the most impact, you need to be heard before the first draft of a new agreement is written.

Get Help

Don’t just get yourself involved.  Get others involved. You are not the only ones who benefit from trade development in zones.  Get some of the other people who benefit involved.

If you already have a successful zone with investors, get the investors involved.  Explain the risks and get them to commit time and resources. 


In dealing with regional agreements or the multi-lateral organizations, you must be organized along with the other zones in the proposed region, with the business communities, and others.


When dealing with the WTO, it is clear that groupings of countries have more influence than individual countries.  Work with your trade negotiator to start building an alliance with other zones countries.  WTO rules are not ordained by some supreme authority.  They are negotiated, and they can be changed.  It only took a few allies, mostly Colombia and Central America to change the provisions of 27.4 on subsidies at Doha.  Do you know why the limit was set at US$ 20 billion GNI and .01% of trade?  Because Costa Rica was involved, and that was what it needed!  If you try to do it alone, you will be isolated and lose.

What are you looking for now?


Ensure that negotiators are aware of the need to have stability in preferences.  Experience shows that short term preference programs are not helpful in stimulating investment. 
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See if your country can negotiate a QIZ type (Jordanian) arrangement with any of your trading partners.  This might best be done in regional arrangements that also dilute and simplify application of rules of origin. Be aware that you may be able to negotiate trade preference for non-trade related concessions. Developed country governments are under a great deal of pressure to include non-trade items in their trade agreements such as labor, environmental, or social issues,  If some of these are not a big issue for your country, push for trade concessions as “compensation.”  Don’t ignore getting funds promised for infrastructure improvements during negotiations.  If you are asked to give up investment tax incentives, get development aid for investment credits.  If you don’t know what I mean by this, start with getting informed.

Creating and running EPZs are now a political issue not just an economic one.  The economics of zones are fine, the political environment where trade preference and rules are determined is a dangerous new world, but NOT entering it will be more dangerous for your zone programs and your country’s economic development. 
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Good luck.  I thank you
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Executive Summary Paragraph 

Changing conditions in international markets strengthen the case for EPZs.  Developing countries face growing competition and more elastic demand in export markets for manufactured goods and services.  Capital mobility is increasing.  Opportunities to diversify into nontraditional exports will be extremely limited if producers must face current trade and tax barriers that raise their costs of production.  In spite of steps toward liberalization in recent decades, significant trade and tax obstacles remain, and developing countries often face strong political pressures to maintain them.  The WTO treatment of export subsidies wisely exempts the poorest of countries from eliminating the special fiscal benefits available in EPZs.  The recent imposition of this discipline on other developing countries, however, represents a significant burden that will retard their export diversification.

Introduction

Export Processing Zones (EPZs) have been a successful development tool in many countries since their modern inception in Puerto Rico in the 1950s.  Nevertheless, economists recognize that such success cannot be assumed in economic efficiency terms, even when output rises within EPZs.  That is because an EPZ represents a second-best policy, where some distortions are removed but others remain.  A first-best policy would be to eliminate all distortions completely.  For example, free-trade advocates argue for the elimination of tariffs and quotas on all trade.  Yet, in many countries the political reality is that strong support for existing restrictions may preclude such a drastic policy change.  EPZs represent a way to remove those obstacles, at least on some portion of a country’s trade, and thereby make production feasible in industries that are simply noncompetitive when penalized by the higher costs of the protected economy.  Given that potential benefit, an economist then must assess whether such a partial liberalization is in the country’s interest and in the world’s interest.


The way that EPZs affect an economy’s growth prospects is an empirical matter, because an economy’s size and structure of production will influence the way resources shift out of traditional export or protected import-competing industries and into non-traditional export industries.  Changes in the world economy, however, especially greater competition in world markets for goods and services and increased mobility of capital internationally, have made EPZs even more likely to be an important source of net benefits to the host country.  And even if the expansion of an EPZ causes economic activity and capital to shift from better-off countries where its before-tax return is higher to poorer countries where its before-tax return is lower, that outcome is quite consistent with current hopes that special and differential treatment of developing countries within the Doha Round of multilateral trade negotiations may promote their development.  


Skeptics of the role that EPZs can play in developing countries often note that EPZs typically account for only a small share of the country’s investment.  While that observation can be true, it misses the point that EPZs provide an opportunity to diversify away from both traditional export sectors and protected import sectors that face more limited growth prospects or declining terms of trade.  EPZs may not account for the dominant amount of investment in a country, and they may even represent only a fraction of foreign direct investment attracted to a country, but they are an import tool to promote diversification.  Economists face a similar problem in advocating a policy of freer trade:  the gains appear small if they are expressed relative to the GDP of the entire economy, yet they make a substantial contribution to higher standards of living if attained consistently over time.  In judging the effectiveness of EPZs, economists should not pick the wrong denominator, such as total output or investment in the economy.  Rather, they should focus on the direct benefits from the new export activity that a country encourages.


EPZs can provide employment opportunities and foreign exchange earnings in a host country.  They serve as a useful model of the role marketing and information networks play in allowing closer integration into the world economy.  EPZs also are a potential source of training and learning by doing, an avenue for technology transfer, and a source of management expertise that can spill over into the rest of the economy.  The view that economies will become permanently stuck with EPZ enclaves, which act as an escape valve to reduce pressures for a more comprehensive overhaul of domestic economic policy, is far too pessimistic. This paper presents conceptual, empirical and political reasons why EPZs are a warranted strategy to promote export diversification and economic development in poor and developing countries. [Ed. Italics]

The Conceptual Case for EPZs  

   
The UNCTAD report on the least developed countries notes that many are still reliant on a few commodity exports.  The volatility of those commodity prices and their general downward price trend over the past two decades underscores the difficulty of relying upon them as a source of economic growth.  Furthermore, these countries typically suffer from very low productivity in these traditional export sectors, and an opportunity to shift resources into industrial and service sectors of the economy can generate a higher standard of living.  Attempts to create that shift through greater import protection have been unsuccessful, due to limited home markets where few economies of scale can be achieved and monopolies can easily become established.  Additionally, the choice to foster industries where the country has little hope of creating a comparative advantage has instead meant that a permanent wall of protection becomes necessary for the survival of such industries.  All too often the optimistic claims for infant industry protection are not fulfilled.

Those tariffs and non-tariff barriers impose a heavy penalty on potential export industries, by raising the cost of key inputs and causing the currency to appreciate (or maintain a higher value than otherwise would be possible).  While the high effective rates of protection for import competing industries observed in the 1960s and 1970s are no longer so extreme, trade barriers still create significant obstacles to successful export growth.  For potential export industries, crippling negative effective rates of protection remain, because an industry’s cost of intermediate inputs rises but in export markets there is no offsetting benefit to ensure its competitiveness.  A seemingly low 10 percent tariff on all imports creates a negative effective rate of protection of 20 percent for exports when intermediate inputs account for half of the good being assembled.  In turn, that negative effective rate of protection means that payments to labor and capital in an assembly operations must be 20 percent lower than in competing nations in order for producers to match their prices on world markets.  Because capital must earn a competitive return if it is to be attracted into the country, that puts even more downward pressure on the wages that can be paid to labor in potential export industries.  Thus, current trade policies still create substantial obstacles to export diversification, and they especially penalize labor.  

EPZs represent a way to overcome those obstacles, even if they cannot be dismantled.  As noted by the World Bank (1998), in comparison with bonded warehouses and duty drawback schemes, EPZs represent a more direct and easily administered framework to allow producers to obtain intermediate inputs at world prices, a key condition to allow them to compete effectively in world export markets.  


A related deterrent to successful export diversification that producers in many countries face is an overvalued exchange rate.  This strategy makes imports cheaper to domestic buyers, although the right to import often is limited by quotas and licensing systems to goods in favored categories or to individuals in favored political circles.  It also makes exports less attractive to foreign buyers.  Although this disadvantage is not addressed directly by an EPZ, it demonstrates why supportive macroeconomic policies are a necessary condition for the success of any diversification strategy.


In addition to an unfavorable trade and exchange rate policy, a second significant obstacle is a high rate of corporate income taxation.  Host countries often impose such taxes with the hope that they can tax economic rents without having a negative effect on the location of economic activity.  For example, a tax on the pure profits earned by petroleum producers who receive a windfall gain from a sharp rise in petroleum prices may have little immediate effect on petroleum output.  As long as the producer continues to make some economic profit, he will continue producing.  Or, when monopolist producers exist behind a wall of tariff protection, a country may seek to tax a portion of those above-average profits, knowing that the firm will not leave the country and forego the chance to retain a portion of those profits. 


The obstacle created by most income tax systems, however, is that they do not simply fall on economic or above-average profits.  Rather, they represent a charge on average returns earned by equity capital.  For a small country trying to attract capital as part of its economic development strategy, such a tax means that less capital will choose to locate in the country.  Because capital is mobile, it leaves the country until the before-tax return rises enough to allow remaining capital owners to pay the tax and still earn as high a return as is possible elsewhere in the world.  The host country ends up with a smaller capital stock, and consequently with a less productive work force that will receive lower wages and with landowners that will receive lower rents.  These immobile factors of production, land and labor, bear the burden of a tax on mobile capital, and GNP falls because the reduction in income of land and labor is greater than the amount of tax revenue collected by the government.  Some economists have noted that taxing land and labor directly, without discouraging a capital inflow, would make those immobile factors better off.


However, taxing corporate income may be more attractive from an administrative perspective than taxing sales or individual incomes in countries where few individuals are salaried workers and most businesses do not keep standard account books.  For similar reasons, taxes on international trade, which can more easily be collected at a port of entry, have been significant revenue sources for the least developed countries.  Nevertheless, both of those fiscal strategies impose high costs on an economy and especially harm exporters.  Therefore, it is noteworthy that some developing countries have been successful in implementing value-added taxes based on the invoice credit system, which imposes the tax on the value of a firm’s sales but allows it to claim a credit for taxes paid by the producer of intermediate inputs that they purchase.  Major reforms to shift a country’s tax system in this direction take time in order to create political consensus and to build administrative capacity.  Delay is likely because the rhetoric of many politicians still implies that corporate taxes necessarily fall on above-average profits; in that case, they see no compelling reason to make a general reduction in the current tax rate.

EPZs that offer lower rates of income taxation reflect a realistic assessment that economic rents are not likely to be earned from the mobile export industries they hope to attract.  Such producers sell in world markets and face competition from producers in other countries who are not subject to a high tax regime.  As more countries have become part of the international trading order, rather than pursue isolationist ideologies, the demand for the goods and services produced by any single country has become more elastic, due to the availability of good substitutes from alternative locations.  Producers attracted to EPZs are likely to be quite sensitive to costs of production, as accounted for by wages, tax rates, or the price of intermediate inputs, because they cannot pass on these higher costs to foreign buyers without accepting a large drop in sales.  


Given these general reasons to expect EPZs to have a positive effect on an economy, how do economists assess that case more systematically?  From a national perspective the following factors are relevant:

· 
Greater export production attracts resources away from traditional export sectors and/or protected import-competing industries.  In traditional agricultural sectors of many developing countries labor productivity may be extremely low, and shifting workers into industrial production has a low opportunity cost to the economy.  The economy does not lose much agricultural output when such a shift occurs and it gains additional output of non-traditional export goods.

· 
If inputs instead come from contraction of the protected sector that produces import-competing goods, in a competitive market that implies an additional gain to the economy, because it now produces less of a good whose cost exceeds world prices.  Some economists worry that this sector may expand, however, if it is capital intensive.  As labor shifts away from domestic production to the EPZ, then production of capital-intensive goods becomes more attractive in the domestic sector. The country will produce more goods where it has a comparative disadvantage and lose the benefits of international trade.  Other economists note that this expansion of the protected sector is unlikely to occur when that sector has high wages that attract a pool of unemployed workers hoping to land a job there.  In that situation, the expansion of the EPZ reduces the pool of unemployed workers, but does not create an incentive for the protected sector to expand.  The economy clearly gains in that case.

· 
Greater export earnings allow greater imports at a given exchange rate, or allow an exchange rate appreciation that reduces the cost of imports to domestic buyers.  Given a setting where imports are subject to high tariffs, the government collects more tariff revenue as imports rise, a source of gain in national income.  If foreign exchange is rationed and individuals are willing to pay a premium above the official rate in order to obtain it, national income rises when more foreign exchange becomes available.  

· 
 When EPZs attract foreign direct investment, the host economy gains access to market networks and must match world standards for quality and reliability. The economy also may gain from the availability of a larger capital stock, on-the-job training of labor, technology transfers, and improved management capabilities.  How much the capital stock expands depends upon whether the EPZ activity is financed by borrowing locally, because local financing more likely comes at the expense of other domestic producers.  How much technology spills over depends upon a country’s stage of development.  Middle-income countries with more educated work forces are better able to appropriate these spillovers, as workers move to other enterprises in the economy or start their own businesses.  

Countries with few distortions initially may be able to achieve such benefits without the presence of EPZs.  That is not a general condition, though, because in many countries significant distortions still exist, as demonstrated in the next section.

The Empirical Case for EPZs 


Although a variety of circumstances may cause costs of production in a country to reduce its competitiveness, those addressed most commonly by EPZs are trade and tax disadvantages, bureaucratic red tape, infrastructure inadequacies, and labor market regulations.  I address the first two here, as they can be compared more easily across countries and they are subjects of considerable controversy in current trade negotiations. 


If EPZs offer a greater payoff in countries when there are major obstacles to be overcome, how large are current tax and trade obstacles in developing countries?  Tables 3.1 and 3.2 include alternative trade policy measures for two groups of countries.  The first table is labeled low-income countries, which include countries identified by the United Nations as least developed countries, as well as countries that have annual incomes per capita less than $1,000, and others that believe they compete most directly with such countries.  This grouping is intended to reflect a category that has been allowed greater flexibility by the World Trade Organization with respect to its tax and subsidy practices.  The second table includes other developing countries with higher per capita incomes.  The countries included obviously are not an exhaustive set, but instead correspond to those locations where U.S. multinational corporations have established at least five manufacturing affiliates.  For those countries, average effective tax rates are available, a useful piece of information in assessing another obstacle to export-oriented production.


 The first column of Tables 1 and 2 is a trade policy ranking assigned by the Heritage Foundation that primarily depends upon the weighted average tariff rate a country applies in international trade.  For countries that additionally impose many non-tariff barriers on imports or that have uncooperative or dishonest customs operations, a higher rank is assigned; a higher value represents a more protected economy.  Note that low-income countries tend to have the most protective trade policies, while in middle-income countries those obstacles are not as high.  That pattern also appears in the two other columns of the table.  The second column is the simple average tariff rate that the country imposes on a most-favored-nation basis, as reported by the WTO in 2003.  Because a high tariff on an item may result in reduced imports and a consequently small contribution of that item to any weighted sum, this column can be expected to give higher values than those calculated by the Heritage Foundation. The third column is an implicit tariff rate, calculated from the tariff revenue collected by a country, divided by the total value of its imports, as reported by the World Bank in 2002. This measure is more comparable to a weighted average, but if examined over time, the weights would change each year.  While it is possible that values of all these variables may be lower in 2004 for countries that have subsequently adopted trade liberalization measures, the purpose of the table is simply to provide a basis for comparison across countries at the same point in time.  


Countries with trade policy rankings of 4 or 5 generally are those with double-digit simple average tariff rates and higher implicit tariff rates.  Sachs and Warner identify many of the countries that receive ratings of 5 as closed economies in their classification of trade policy for the early 1990s, as did the World Bank in its evaluation of trade orientation in the 1970s and 1980s.  The basis for these alternative classifications rests on somewhat different policy conditions.  For example, the Sachs-Warner measure is largely based upon tariff rates on imported machinery that exceeded 40 percent or on a black market currency premium of over 20 percent.  Both of those conditions would limit the competitiveness of a country’s exports, if firms had higher costs of establishing production facilities due to the high tariffs, and exporters were penalized by having to forfeit their export earnings at artificially low exchange rates.  While a consistently high Heritage Foundation ranking does not mean that no changes in trade policy have occurred over the last decade (e.g. trade liberalization in India during the 1990s does not alter the number 5 ranking it receives), it means that substantial barriers to export diversification remain.


A few entries may appear anomalous in Tables 1 and 2, and further commentary is warranted.  Mexico has a high most-favored-nation (mfn) tariff rate of 17.9 percent, yet receives a trade policy ranking of 2.  The difference arises because little Mexican trade takes place at the MFN tariff rate.  Mexico has negotiated several free trade agreements, including those with the United States, Canada, the European Union, and several southern neighbors.  Those partners eventually will all gain tariff-free access to the Mexican market, and not surprisingly the implicit tariff rate is only 1.9 percent.  Turkey also has an average MFN tariff rate that exceeds 10 percent, but largely due to its trade agreements with the European Union the implicit tariff rate is only 1.8 percent.  Also, the Turkish MFN rate that applies to machinery is only 2.5 percent, a figure that allows a lower cost of capital to those in export industries. 

For the same group of countries, Tables 3 and 4 report statutory tax rates in 2001 (or the most current year available) and the average effective tax rate for U.S. manufacturing affiliates in those host countries in 1996 (the most recent year available).  While statutory rates are useful, they can be misleading indicators of obstacles to investment, because the tax base to which they apply can differ in important ways across countries.  Also, different statutory rates may apply to different sectors or geographic locations in the economy (especially when local jurisdictions levy their own corporate income taxes).  Thus, the types of operations drawn to EPZs may face a lower statutory rate even if they are located outside of the EPZ.  Nevertheless, the maximum federal-level statutory tax rate reported in the University of Michigan database is a readily available current indicator of policy to assess the potential obstacles that corporate income taxes still may create in a world of mobile capital.

As in the case of tariff rates, low-income countries tend to impose higher statutory corporate income tax rates than middle-income countries.  One argument favoring a high tax policy is that some important home countries of multinational corporations, such as the United States, the United Kingdom, and Japan, tax the worldwide income of their corporations and offer a tax credit for income taxes paid to host-country governments.  For income repatriated from a low-income country that imposes no tax, the home-country tax simply represents a transfer from the host country to the home country.  The tax exemption in the host country confers no benefit on the potential foreign investor, and thus will be ineffective in attracting more investment.  That scenario, however, ignores the fact that parent companies repatriate very little income from low-tax countries.  By retaining those earning abroad, the firm benefits from the lower host-country tax rate and can postpone the residual tax due in the home country.  Thus, host countries must consider the possible disincentives created by high corporate tax rates, not only in the straightforward case where the host-country tax represent the final tax due, but also when the investment comes from countries that tax worldwide income.

The average effective tax rate reported in the second column offers the advantage that the relevant tax base is earnings and profits calculated in accord with the U.S. Treasury definitions.  This tax rate may be lower than the statutory rate if new investment in a country qualifies for an investment tax credit or benefits from accelerated depreciation available generally within the economy.  In addition, the country may offer tax holidays or exemptions for operations in EPZs, which will bring down the country average rate reported here as the importance of EPZs rises.  For the rates reported in column 2 the precise reason for their deviation from the statutory rate cannot be stated. Because the effective tax rate applies to all manufacturing activity of U.S. affiliates in the country, however, for most countries it is unlikely to reflect a large influence of  EPZ operations.  The U.S. Department of Commerce’s 1999 benchmark survey data suggest that in most developing countries, U.S. manufacturing affiliates demonstrate an above-average dependency of sales upon the domestic market.  For example, in South American local sales are 80 percent of total sales and in Africa they are 78 percent.  For countries in such areas, large gaps between statutory and effective tax rates must be due to other types of incentives available.  In some cases, however, the role of export sales is quite striking and aggregate figures demonstrate little reliance on the domestic market.  In Malaysia local sales are only 20 percent of the total, in Thailand only 40 percent, and in the Philippines 44 percent.  Surprisingly, of those three countries, only Malaysia has a large gap between the statutory and effective tax rate in 1996.

The final column of Tables 3 and 4 shows the importance of corporate income tax revenue as a share of all current revenue of the central government.  If this is a low number for a country, there is less of a disincentive to reduce the existing corporate tax rate, because the government will not have to increase its reliance on other tax bases very much.  Indeed, estimates of tax competition in the late 1980s demonstrate a smaller tendency for a country to reduce its effective tax rate the more it relies upon corporate income tax collections.   

Even when effective tax rates are low, they can still be expected to affect the location of export-oriented producers, because of the very elastic demand for their output.  Recent estimates suggest that output for export markets will expand by three percent for every tax reduction that causes a one- percent fall in the cost of capital.  That elasticity value suggests that if a country reduces its tax rate from 40 percent to 30 percent (a 14 percent reduction in the cost of capital), the expansion in export production will be 42 percent.  And, the tax revenue collected by the government from exporters at the lower tax rate will rise, due to the large capital inflow that now pays the lower tax.  As progressively lower rates are set, this happy set of circumstances does not hold, although a more complete analysis of the government revenue picture must address whether any tax is collected from the rising labor incomes as more capital enters the country.  

In summary, the trade and tax policies of the least developed countries create substantial barriers to export diversification.  Accomplishing major reforms in these policies is not easy, especially because there are strong interest groups (protected import-competing producers dependent on trade barriers and recipients of public expenditures who regard those benefits as contingent on corporate tax revenues) to lobby against them.  EPZs offer an alternative avenue for export diversification that does not raise these same worries so directly.

The Political Case for EPZs 


While EPZs have the potential to overcome tariff and tax obstacles that retard export diversification, critics worry that those same objectives could be better met by more comprehensive economic reforms; the option of establishing EPZs reduces the pressure to make such a policy re-examination.  The record in this regard is not clear-cut.  As the World Bank noted at the outset of the 1990s (1992, p.3) the success of EPZs in Malaysia, Sri Lanka, and Taiwan led to broader liberalization policies, but that pattern did not apply in most other cases.  The causes of more recent trends toward trade liberalization are much more difficult to establish, and as documented above, substantial barriers still exist in many countries.  Dismantling schemes motivated to protect now senile industries proceeds slowly.  Furthermore, many developing countries are wary of the challenge posed by China, as it benefits from WTO membership and prospective termination of the MultiFibre Agreement.  Therefore, they are reluctant to open their markets wider when such uncertainties exist.  The opportunity for EPZs to overcome the inertia against more ambitious liberalization remains as important now as it was 40 years ago.


An important determinant of policy change will be the role played by the WTO in its oversight of trade and tax issues that affect international trade.  The current Doha Development Round of multilateral trade negotiations is intended to reduce trade barriers and expand market access that currently limit the success of export diversification programs of developing countries.  If substantial tariff reductions are achieved in both developed and developing country markets, that will provide an important benefit to exports from developing countries, regardless of whether they are produced in EPZs or not.  Tariff reductions by developing countries will reduce the relative advantage of producers within their EPZs, because the cost of production outside of the zone will fall.  Whether the Doha Round can achieve these laudatory objectives is particularly uncertain after the unsuccessful Cancun ministerial meeting in September 2003. 

One of the topics to be addressed in these negotiations will be the operation of provisions that govern subsidies.  Although export subsidies are a per se violation of WTO obligations, and are to be removed by the offending country, an exception exists for low-income countries.  The least developed countries identified by UNCTAD and those with GNP per capita below $1,000 are exempt from this requirement.  Thus, those EPZs need not eliminate tax benefits that favor export production, and future expansion of such zones is possible.  That special treatment is phased out if a country comes to account for more than 3.25 percent of world trade in an industry, but most of the affected countries are too small to reach that scale of operations.  For a large country such as India, however, that limitation becomes relevant; in 2003 the United States asked the WTO to determine whether India accounted for 3.25 percent of the market for certain textile products.  China, while eligible for favorable treatment under the GNP per capita standard, agreed not to use this clause when it entered the WTO in December 2001.  As a result the Chinese intended to discontinue the 10 percent tax rate imposed in EPZs compared to the 33 percent rate applicable in other sectors of the economy.  Aside from these two giants, the WTO exemption is likely to remain available to the poorest countries, and they will be able to use EPZs to offset the relatively formidable trade and tax obstacles identified above.

Under the Uruguay Round Agreement other developing countries became subject to the WTO prohibition on export subsidies, because each country adopted the Uruguay Round Agreement (URA) as a single package.  That approach contrasted with the Tokyo Round of 1979, which dealt with subsidies and other new issues in separate codes whose acceptance was voluntary.  The URA commitments on export subsidies did not become binding on developing countries until December 31, 2002.  In addition, twenty-one small countries were able to notify existing export subsidy practices for which they received a further extension until 2008.  Of countries shown in Tables 1 and 2, Colombia, Costa Rica, the Dominican Republic, El Salvador, Guatemala, Jamaica, Panama, Thailand and Uruguay were granted such treatment. 

By imposing a strict graduation requirement with respect to export subsidies, the URA was more comparable to policies applied within the European Union.  In the EU, the European Commission polices restrictions on state aids, and a Code of Conduct of Business Taxation has had some effect in limiting special country tax provisions designed to attract business activity.  Yet, when individual European nations gave up the power to set individual policy in those areas, they also could count on regional funds to provide assistance to lagging regions.  Such an offsetting redistributive mechanism does not exist at the international level.  An imbalance of concessions emerged from the URA, with developing countries gaining little additional market access in key areas such as agriculture and textiles.  Consequently, that shortcoming of the URA made it imperative that developed countries focus on the needs of developing countries if the latter were to join in the consensus to initiate a new round of trade talks.  Just as countries have re-thought what might be possible with the TRIPs provisions to provide developing countries better access to pharmaceutical products, the time is ripe for a similar re-examination of the way new obligations imposed by the URA subsidies agreement will affect developing countries.  

	Table 1

Measures of Trade Policy – Low Income Countries

	
	Heritage Foundation

Trade Policy Rank
	Simple avg. mfg tariff rate
	Import duties over total imports

	China
	5
	12.4
	2.8

	Columbia
	4
	12.2
	8.3

	Ecuador
	4
	11.9
	n.a.

	Egypt
	4
	19.9
	15.0

	El Salvador
	2
	7.1
	3.9

	Guatemala
	3
	7.4
	n.a.

	Honduras
	3
	7.3
	n.a.

	India
	5
	31.4
	20.5

	Indonesia
	3
	6.9
	0.7

	Jamaica
	4
	7.2
	6.7

	Kenya
	4
	17.1
	13.4

	Morocco
	5
	33.7
	17.0

	Nigeria
	5
	30.0
	n.a.

	Pakistan
	5
	20.1
	16.1

	Sri Lanka
	3
	10.9
	8.6

	Zambia
	4
	14.0
	n.a.

	Zimbabwe
	5
	18.3
	n.a.


n.a. = not reported by the country

All figures for most recent year available in the source cited.  

Sources: 

Heritage Foundation Trade Policy Rank accessed at <http://www.heritage.org> 

Simple average most-favored-nation tariff rate from WTO, World Trade Report 2003 

<http://www.wto.org/english/res_e/booksp_e/anrep_e/world_trade_report_e.pdf>

Import duties over total imports from the World Bank, World Development Indicators 2002
	Table 2

Measures of Trade Policy – Middle Income Countries

	
	Heritage Foundation

Trade Policy Rank
	Simple avg. mfn tariff rate
	Import duties over total imports

	Argentina
	4
	12.7
	8.8

	Brazil
	4
	14.6
	9.8

	Chile
	2
	8.0
	n.a.

	Costa Rica
	2
	5.5
	3.2

	Dominican Republic
	5
	8.4
	12.1

	Malaysia
	3
	7.3
	3.4

	Mexico
	2
	17.9
	1.9

	Panama
	3
	8.7
	n.a.

	Peru
	4
	13.4
	11.8

	Philippines
	2
	5.7
	6.3

	South Africa
	3
	5.8
	3.5

	Thailand
	4
	16.8
	4.4

	Turkey
	3
	10.2
	1.8

	Uruguay
	3
	13.8
	6.4

	Venezuela
	4
	12.4
	12.0


n.a. = not reported by the country
All figures for most recent year available.
Sources:
Heritage Foundation Trade Policy Rank accessed at http://www.heritage.org
Simple average most-favored-nation tariff rate from WTO, World Trade Report 2003 
Import duties over total imports from the World Bank, World Development Indicators
	Table 3

Measures of Corporate Income Taxation – Low Income Countries



	
	Statutory Tax Rate 2001
	Average Effective Tax Rate, U.S. Manufacturing Affiliates, 1996
	Gap, 1996 Statutory Rate minus Average Effective Rate
	Corporate Tax Revenue/ Current Revenue

	China
	.30
	.08
	.25
	.064

	Columbia
	.35
	.24
	.11
	.325

	Ecuador
	.25
	.13
	.12
	.414

	Egypt
	.40
	.13
	.21
	.172

	El Salvador
	.25
	.16
	.09
	.133

	Guatemala
	.31
	.25
	.05
	.117

	Honduras
	.15
	.27
	.13
	n.a.

	India
	.35
	.29
	.16
	.149

	Indonesia
	.30
	.30
	.00
	.229

	Jamaica
	.33
	.21
	.12
	.056

	Kenya
	.30
	.40
	-.05
	n.a.

	Morocco
	.35
	.34
	.01
	.092

	Nigeria
	.28
	.27
	.03
	n.a.

	Pakistan
	.45
	.35
	.11
	.192

	Sri Lanka
	.35
	.31
	.20
	n.a.

	Zambia
	.35
	.37
	-.02
	.090

	Zimbabwe
	.35
	.29
	.10
	.118


n.a. = country does not report corporate income tax revenue separately from individual income tax revenue.
Sources:
•
Statutory corporate tax rate at the federal level from University of Michigan, Office of Tax Policy Research, Tax Database
•
Average effective tax rate of U.S. manufacturing affiliates from Mutti and Grubert (2004)
•
Gap, 1996 statutory tax rate minus average effective tax rate from Mutti and Grubert (2004)
•
Corporate tax revenue / current revenue consolidated central government calculated from IMF, Government Finance Statistics Yearbook 2002 for 2001 or most recent year available.

	Table 4

Measures of Corporate Income Taxation – Middle Income Countries



	
	Statutory Tax Rate 2001
	Average Effective Tax Rate, U.S. Manufacturing Affiliates, 1996
	Gap, 1996 Statutory Rate minus Average Effective Rate
	Corporate Tax Revenue/ Current Revenue

	Argentina
	.35
	.22
	.08
	.055

	Brazil
	.15
	.14
	.11
	.052

	Chile
	.15
	.12
	.03
	n.a.

	Costa Rica
	.30
	.12
	.18
	.130

	Dominican Republic
	.25
	.03
	.22
	.068

	Malaysia
	.28
	.07
	.23
	.260

	Mexico
	.35
	.15
	.19
	n.a.

	Panama
	.30
	.09
	.00
	.058

	Peru
	.30
	.24
	.06
	.117

	Philippines
	.32
	.33
	.02
	.176

	South Africa
	.30
	.23
	.13
	.162

	Thailand
	.30
	.23
	.07
	.156

	Turkey
	.30
	.44
	-.05
	.081

	Uruguay
	.30
	.21
	.09
	.083

	Venezuela
	.34
	.14
	.20
	.186


n.a. = country does not report corporate income tax revenue separately from individual income tax revenue.
Sources:

•
Statutory corporate tax rate at the federal level from University of Michigan, Office of Tax Policy Research, Tax Database
•
Average effective tax rate of U.S. manufacturing affiliates from Mutti and Grubert (2004)
•
Gap, 1996 statutory tax rate minus average effective tax rate from Mutti and Grubert (2004)
•
Corporate tax revenue / current revenue consolidated central government calculated from IMF, Government Finance Statistics Yearbook 2002 for 2001 or most recent year available.
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Developing Trade Capacity 

Through Free Zones

Robert Haywood, Director

World Economic Processing Zones Association

December 3, 2003 - Casablanca, Morocco

I am here today to speak about developing trade capacity through the use of Economic Processing Zones (EPZs) or Free Zones.  Throughout the world, and even throughout history, EPZs have proven themselves to be one of the most effective tools available for trade development.  However, before I get into the details of how zones can build trade, we need to spend time understanding trade capacity development, and how it is currently being supported. 

Why Trade Capacity 

One of the most robust statements that economists can make is that trade improves overall welfare.  The protests about globalization are much more about how the improved welfare is distributed and not so much a challenge as to its creation.  It is not certain that all people benefit from all trade, but it is certain that without trade there would be greater misery and suffering in the world.  Indeed without trade there will be no hope of meeting the millennium goals that Lord Brennan spoke about yesterday.  That is why the WTO minister at Doha renewed their commitment to build the capacity of developing countries to participate in the world trading system.

But trade capacity itself is not the goal we seek.  Trade capacity does nothing to solve the problems of poverty and misery.  What is really sought is trade or the conversion of trade capacity into to the actual trade in goods and services.  The capacity to trade is a necessary, but not sufficient step, in realizing the benefits of trade.  

Throughout the world there is often more capacity to do both good and evil than we utilize.  We all have the capacity to make the doorman at our hotel very happy tonight.  We could give him $100, but we won’t.  Also we all have the capacity to take another’s life this evening, but we won’t do that either.  Capacity does not need to be utilized.  

Throughout the world we have many instances where the capacity to trade is far greater than the volume of trade.  A clear example of this is oil from Saudi Arabia.  Political decisions are regularly made to export less oil than the capacity of the country to produce.  In the 1990’s telecommunications companies spent massively to build tremendous capacity into fiber-optic networks, but the demand for that capacity never developed, and the result was a the dot.com bust where trillions of US dollars were lost.  Many countries have the capacity to export more coffee then they do.  In this case it is because they cannot find enough buyers at the price that they seek, and the coffee either rots on the trees or in the warehouses.  

For trade to take place there must be both capacity to produce and deliver a products and the demand for the product.  My first point is that when we desire to build trade capacity, we should ensure that we are building capacity that will be utilized to create trade.  My observation is that most of the time what the international donor community calls trade capacity development doesn’t meet that criterion.

At Doha the trade ministers reaffirmed their commitments to build the capacity of developing countries to participate in the world trading system.  The words were such that no one could disagree with the statement but also that no one needed to agree on what the words really meant in action.  Indeed, the entire Doha process is in jeopardy today because firm commitments were made to high sounding but wobbly and ill defined goals. Goals in which the participants agreed to ignore the ambiguities of phrases in order reach apparent agreement while maintaining substantive difference.

So it is that the OECD can declare this year in a study on capacity development that:

“…though the terms capacity and capacity development are in common use, interpretation of their meaning tends to vary from one setting to another.”

Even more difficult was the observation that:

“...even people involved in capacity development activities have only a limited understanding of how capacity actually develops.  Practical guidance on how to stimulate the process is equally scarce.”

“… the international development community has paid relatively little attention to the why’s and how’s of capacity development.”

While these statements are true and lead to a general failure of the trade capacity development programs to produce tangible results, the mechanism of failure are difficult to understand in a short period of time.  However, a listing of some trade capacity development projects will give a good idea of how ambiguous goals and limited understanding have led to a series of projects that may be individually worthy, but collectively ineffective.

This year in Morocco USAID spent nearly US$ 9 million for what it reported as trade capacity development projects.  I list here all of the projects reported by USAID under their trade development program:

1. Review a convention center complex in Casablanca as well as the rehabilitation of Casablanca's old medina area.  US$ 30,000 (Increasing tourism is a worthy goal, but I doubt if any trade has developed from this review.)
2. Conducted labor market assessment to feed into the overall country strategy. US$ 114,000. (Where is the trade development?)
3. Send two Moroccan government officials to participate in training on food safety.  US$  11,500. (Good, but where is the trade?)
4. Strengthening the Capacity of the Moroccan Labor Ministry to (1) improve compliance with its labor laws, in particular the principles embodied in the International Labor Organization's (ILO) Declaration on Fundamental Principles and Rights at Work, and (2) create an effective system of transitioning workers to in-demand occupations, - US$ 1.45 million (A worthy goal, but if jobs are in demand, and are trade related, then the capacity already exists.  Transitioning workers helps the workers, but does not build trade capacity)
5. Reduce the regulatory and administrative burden on private investors, promotes transparency and encourages business creation and expansion, with special emphasis on small and medium enterprises which contribute 85% of Morocco's GDP.-US$ 760,000 (This is a worthy goal, but funding seems inadequate for the task at the national level, and focus on small and medium enterprise does not seem to be a focus on international trade.  I doubt if they constitute anywhere close to 85% of exports.)

6. Technical assistance to rural tourism development, professional association development and trade-related agricultural development. Also, technical assistance is provided to the Moroccan negotiators of the FTA with the U.S. Three seminars were provided on U.S. trade policy, intellectual property rights, and services. These seminars where held prior to each negotiation session.-US$ 1.4 million. (Getting a Free Trade Agreement with the US may be trade creating, but getting training from the opposing negotiators, prior to each negotiation, may not be so beneficial.  The rest of this is a scattering of unconnected programs.)
7. Combating Child Labor Through Education - Morocco -US$ 5 million. (No doubt a worth project, but probably has a negative impact on trade.)
While these programs have a few components that have the potential to increase economic activity, such as making company formation easier, these components are so poorly funded and disconnected from each other that they will have little national impact.  Taken all together, these programs are more likely to decrease trade rather than increase it.  

And the list for 2003 for Morocco is typical of the types of programs that are being funded in other countries as well.  Egypt had a program for US$ 3 million for the improvement of different areas in the administration of Justice, US$ 20 million to develop the mortgage market, and US$ 2.5 million for reducing air and water pollution. In other countries trade capacity development has also included the support of rural health care. In one case the result of USAID intervention was a law in the Philippines called an “Act Strengthening the Mechanisms for the Imposition of Countervailing Duties.”- a title that does not appear to be very supportive of trade.  It is a telling fact that none of these programs had an increase in trade as even one of their evaluation criterion.

Altogether USAID spent over US$ 2.3 billion in the last five years on trade capacity development programs, with little if any net impact on actual trade.  Without the realization of trade, the benefits of trade are not received.

So my second point is the current international programs for building trade capacity are in general not working to build capacity that has been realized in any meaningful way.  They are clearly not bringing the benefits of trade to the poorer countries.  More focused programs are needed.  These programs can be focused around trade creating institutions like EPZs.
TRADE CAPACITY CREATION

Trade creation is a complex topic.  For trade to take place, there must be a direct connection between the producers of goods and services and the final consumer.  In industry this is often referred to as the “supply chain”.  For a supply chain to work, for trade to take place, every link in the chain has to be functioning and capable of carrying out the tasks required of it.  Building a few strong links that will have the capacity to support a large amount of trade provides little value, unless all of the other links are also present and strong.  There is no demand for a strong link connected to a weak link.  Current trade capacity development programs mostly focus on single links, with the resulting inability to use the capacity developed.  A business friendly legal system is not of much use in a country that lacks the physical infrastructure to support business.  More education is not of much use in an economy that lacks jobs for the educated.  Building a full chain for an entire country at the same time is an impossible job unless, like Singapore and Hong Kong the territory of the whole country is relatively small.  Improving national health care, infrastructure, governance, and education requires the many billions of dollars for even a relatively small country like Morocco, and far more than the international donor community will ever have available.  If Morocco, or any other country, is to become developed it will do so because it has earned the resources it needs and utilized them efficiently.

A properly designed EPZ-based program is fundamentally based on creating an alternative policy framework for a certain generally small geographic area or a particular industry.  It focuses government attention on providing an economic climate within the zone that will match the conditions available to business in other functioning business environments.  It provides a demonstration program that the country can compete in trade, that its workers can be productive on the international stage.  It brings together all the links of a supply chain, to ensure that trade capacity is developed and utilized.  It is the only known tool that can incorporate all aspects of trade capacity development and trade realization in one program.
It brings together these links by providing the needed infrastructure and finance for trade, the availability of both local and international sources of supply, and the investment of companies that already have a broad base of products and consumers for whom they know what to produce, how to produce it in sufficient quality, and how to deliver it to them.  In other words with FDI, the country starts to build its trade capacity by importing the demand side of the supply chain, and building all the links of the supply side.

The World Bank and most economists will tell you that an EPZ is a second best policy.  That the best policy is to liberalize the entire national economy, eliminate illiteracy, create good governance, a reliable public health system, and a stable political environment.  I would agree it would be wonderful; it is also an unreachable utopia.  Not only are the resources not available to do that in any significant country, but also  the limits of man’s ability to understand in one instance all that is needed to bring about utopia dooms such policies to failure.  It has time and time again.  The World Bank blames poor implementation for the systematic failures of Latin American countries to develop, but now that implementation has failed a dozen times over, suspicion must fall on the underlying fantasy that nationwide change is a workable best policy.

For all countries, the resources are available to build and operate a small area where there is adequate infrastructure, transparent and efficient customs administration, good governance, an educated workforce, a functioning public health system, and good labor relations programs.  The World Bank argues that not all zones succeed, and that is true.  But if such an environment cannot be created on 50ha of land, there would have been no chance that it could be created in the entire country at much greater cost.  If such an environment can be created on 50ha, there will be no resource constraints that can keep it from spreading to the rest of the country.
The success of China in using zones to move from one of the most repressive and inward looking economies to one of the most dynamic and outward focused economies demonstrates clearly the power of zones in turning trade capacity into trade reality under even the most extreme conditions.  All of the Asian tigers and Newly Industrialized Countries have used zones to their advantage.  So have Mexico, Central America, and a number of Caribbean states.  In this part of the world Egypt, the UAE and Jordan have thriving zone programs, and Turkey has been one of the most innovative and successful zone countries.  Trade growth in Kenya, Mauritius, and Madagascar has also been driven by zones.  In fact today more than 128 countries and territories in the world operate more than 1300 zones.  

WEPZA research shows that zone policies are most effective in Lower Middle Income countries, like Morocco, where GNI/Capita is between US$746 and US$2975.  Over a period of three years such countries with zones saw trade grow at 68% while such countries without zones had trade growth of only 1%.  

How does a country begin to make trade capacity development a trade reality?

1. By developing a zone program that is integrated with the countries overall development policy.  These zones are not enclaves, but leaders in the economy.  They are dynamic, changing in scope and nature as the economy develops.  They are expansive, and they eliminate the local factors that are holding development back.

2. Develop a Zone management team that is entrepreneurial and competitive.  A team that is well compensated for success.

3. Create an effective method to resolve intra-governmental conflicts over zone operations.  This in the past has been managed by creating a board headed by the president or prime minister, and having cabinet ministers as its members.    Zones succeed best when they have the full backing of the government’s chief executive.

4. Share the resources of the zone through both investor organizations and the collection and dissemination of trade information by the zone management organization.  Zone managers can not only help by becoming trade resources, but also by encouraging the development of service firms within the zone that bring specialized knowledge to the zone investors.

5. Promote the zone and the country through an indigenous management organization that is capable of researching opportunities for the zone and sell into those opportunities.  Indigenous managers are much more effective than outside management.

6. Commit to maintaining an outward oriented trade regime within the zone.  Ensure that zone enterprises are sheltered from domestic responses to macro-economic problems.  Allowing for example freedom to maintain foreign currency accounts.

7. Enlist the private sector in zone operations and development.  This will create competition between zones which promise to offer a better environment for investors, and permits the reward of good zone management with earnings that are normally not possible in government.

8. Place the zones where they can offer the best infrastructure your country has.  Don’t expend effort and resources on trying to use zones for regional development until you have a proven success at a premier site.  Ignoring this advice cost Kenya over a decade of development.

9. Permit commercial disputes involving a zone enterprise to be resolved through international arbitration or under foreign commercial law, such as under French Law in Paris.

A zone-based strategy does not mean focusing on trade policy frameworks, the WTO, the quality of national trade unions, revamping the judicial system, creating universal education, etc.  These items can be dealt with with normal urgency.  They will be anyway.  With the increased resources that come from realizing trade benefits these national issues can in fact be dealt with more effectively and quickly.

Contrary to popular belief, zones are not contrary to the WTO rules.  Some incentives zones have offered can be prohibited or actionable subsidies.  Due in part to the efforts of WEPZA, the most restrictive WTO rules do not yet apply to Morocco and many other Arab and African countries.  With the help of other zone countries, the rules may be rolled back even further.  Secondly, there are many incentives that zones can offer that are WTO compliant, such as worker training or efficient government services.  Finally, just because an incentive is actionable, does not mean that it cannot be used.  It does not become a problem until another country complains about it, and can show that it has significant impact.  You should look forward to being so successful that another country can complain about your having a significant adverse impact on their trade.
In conclusion, I want you to imagine that your King has asked you as his army commander to develop a plan to increase the countries capacity to wage war.  First imagine his reaction you would get if you came back with a plan to:
1. Send senior officers to Geneva to study disarmament treaties, and learn how to participate in the negotiation on treaties governing rules of war.

2. Study the connection between war and the environment.

3. Conduct a population survey to determine the number of young men available to fight.
4. Develop a program for primary education because a modern army needs a literate soldier.

5. Develop a program for improved justice, because it would be good for citizen’s morale in the event of war.
This is the current trade capacity development environment.
Now imagine that you came back and said, I am going to take one division and recruit the most literate and intelligent men of our country.  Then I am going to train and equip them to fight against the best in the world.  When I have done that, I will take the best I have learned and teach it to the rest of our military forces.  This is the zone strategy.

I will let you determine which will please your king the most, and which would be most effective.  Thank you.
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Introduction
The debate on the contribution of economic processing zones to national economic development has been raging for some four decades. If we take a cursory glance at websites of international, regional and local labour unions and labour rights organisations, as well as that of an organisation such as WEPZA, my old alma mater, there is no sign of the debate subsiding. 

The debate touches on every possible aspect of EPZs: labour rights, women rights, children rights, environmental protection and environmental justice, urban planning, the cultural impact of foreign investment, budgetary impact, employment impact, foreign exchange, and so on. All of these issues are of crucial importance. All affect policy makers at some point in the life of the EPZ policy cycle, be it at conception, implementation or during the operational life of the zone. Some of these issues can have crippling effects on the zone and sometimes can impact national policy and politics, for the better or the worst. At a time of increasing strength of what is commonly referred to as the anti-globalisation movement, governments would better have appropriate answers for these issues.

My presentation touches on one dimension of the “great EPZ debate”; a dimension that can fundamentally affect the standing of the zone or zones in the public debate, and therefore affect whether an EPZ regime is going to be developed, and if it is, how it will be configured: its economic contribution to growth.

Before going further, a perspective on growth and development:  Growth and development were until fairly recently used as equivalents to describe the increase in economic activity from which resulted improvements in the material quality of life. From growth, calculated as increases in aggregate indicators of economic activity (GDP, GNP, per capita or national) derived development. As the dark side of growth progressively made itself evident in the late 1960s
, the notion arose that growth and development were not the same thing, and that growth could very well harm development. It became clear that while growth is primarily descriptive, the concept of development is normative; i.e. it is subject to definition based on different and often conflicting conceptions of the good life. The closest thing we have as an empirical measure of development shared by a majority of people and policy makers is the Human Development Index, adopted in the early 1990s by the UN. At a minimum, one now must speak about growth and development as interrelated, with growth probably being one of the preconditions of the latter.

In light of the above it is easy to see how a simple question such as the one raised here can become incredibly complicated because of its essentially contestable nature. If we cannot agree on the goals of a policy, it becomes extremely difficult to agree on the definition, the measurement and the costs and benefits.

I would like to expose here two perspectives on the economics of EPZs. These two perspectives are more than just policy analytic but are also normative. They have affected and continue to affect policy formation in emerging countries, with potentially significant impacts on both growth and development. I would like to propose that these two perspectives as policies have battled it across the developing world and have resulted in two EPZ models: the “Asian” model and the “rest of the developing world” model. The Asian model, I further assert, has been significantly more successful in promoting high growth and development.
The presentation is structured as follows:  First I present the two perspectives. Second, I explore the situation of Africa’s EPZs and considers what is needed at a very broad policy level to make Africa’s EPZ a potential engine of growth and development in the region. I do this through after a discussion of the Mauritius case.
· Orthodox and Heterodox Perspectives on EPZs
· The Orthodox Perspective
The World Bank
The World Bank, as the world’s premier development lending institutions, has been at the forefront of EPZ policy. As such, its perspective on the instrument is crucial to all government considering having free zones or rejuvenating their existing zones.

The World Bank has long been concerned with: 1) the economic benefits of EPZs; 2) their overall contribution to economic reforms. In a 1992 report entitled EPZs, the bank expressed that

EPZs should be evaluated not only by their static contribution to foreign exchange earnings and employment but also by their dynamic contribution to continuing policy reforms (page 18, italic added).

These policy reforms include, among others, "the demonstration of the feasibility of an outward-oriented development strategy" (ibid.), which results from economic liberalisation and, particularly, from the liberalisation of the trade regime. The report recognises that EPZs' contribution to such developments is difficult to empirically establish as available evidence on the impact of zones on the direction of trade policy reform is contradictory. The report advances that while in some cases EPZs have contributed to trade and investment liberalisation, in others they have permitted the continuation of highly protective trade and investment regimes.

The mixed evidence of the contribution of EPZs to economic reform is met, in the World Bank’s perspective, by mixed evidence of their contribution to the creation of static economic benefits. Peter Warr conducted in the 1980s a series of cost benefit analyses published by the World Bank. His studies generally found zones to contribute only marginally to growth and welfare, their benefits being limited to employment and foreign exchange earnings. In a 1989 article published in the World Bank Research Observer, Warr expressed that:

The benefits from EPZs are limited. They are definitively not "engines of development." For countries in the early stages of development, zones can be an efficient and productive means of absorbing surplus labour. Even then, they will never be more than a modest part of the solution to the vast employment problems of these countries. EPZs also expose domestic businesses to example of internationally competitive enterprises; this demonstration effect is undoubtedly valuable, especially in the early stages of industrialization, as is on-the-job training of local managers. Even so, such benefits should not be exaggerated (1989, page 85). 
The Neoclassical Foundations of a Critical Assessment
The World Bank's position on export processing zone finds its source in neoclassical economic theory, and particularly within the confines of welfare economics. 
Welfare economics is a branch of economics concerned with two specific problems: 
"(a) the measurement of real national income, and (b) the efficiency and equity of particular economic outcomes, including the scope for improving them through various instruments of economic policy." (Lal, 1984, page 11) 
In market economies that are not based on laissez faire – the unfettered functioning of the market which results in the optimum allocation of resources and results in Pareto efficiency – welfare is a function of the allocation of resources resulting from both market interactions and government intervention.  The greater the number of distortions away from the laissez faire ideal, the greater the loss in welfare and economic growth.  On this foundation, any form of government intervention is welfare reducing. 

The case for free trade, however, is clearly distinguished, both analytically and empirically, from the case for laissez faire. In effect, where the latter is considered to be a Utopia, free trade, or rather freer trade, is not only plausible but highly desirable following the principles of second best welfare economics. Second best welfare economics seeks to determine what Milner calls optimal intervention (1988): the policy response which seeks to correct distortions in resource allocation in an attempt to create free trade like conditions.

Neoclassical economics has conceived the problem of underdevelopment as being a problem of resource allocation at the national level. Under developed economies are allocativelly inefficient. This allocative inefficiency is primarily the result of excessive state intervention which introduces distortions that result in significant welfare losses. To Lal, writing in the 1980s with significant influence over key policy circles, developing countries made the mistake, on the foundation of the development economics that emerged and flourished in the 1950s and 1960s, to give the preference to imperfect planning over imperfect markets (1984). After 1980, structural adjustment sought to create the reforms expected to lead developing economies towards an economic system approaching the allocative efficiency that is considered by neoclassical economics to be the necessary condition for sustainable growth. 

In this powerful meta-theoretical framework analyses of EPZs have been rather pessimistic. The majority of analyses have usually found EPZs to be either directly welfare reducing or result in the constitution of a dual economic structure harmful to long-term efficiency in the allocation of resources. Hamada concludes in 1974 that rather than leading toward the economy wide liberalisation which would maximise resources allocation or respecting the principle of optimal intervention, EPZs increase distortions in resource allocation. Spinanger is less pessimistic. In 1984, rejecting Hamada's assumption of full employment as a basis of analysis he proposes that EPZs constitute a second best policy solution, after countrywide liberalisation, toward the exploitation of a country's comparative advantage. Balasubramanyam (1988), further criticising Hamada's work, concludes that EPZs represent a move to exploit a country's comparative advantage. In agreement with the two previous authors, however, Balasubramanyam recognises that EPZs, by promoting unbalanced growth, result in the constitution of a dual economic structure. This structure is characterised by a highly protected, import substitution oriented domestic economy marked by the concentration of investments in the production of capital intensive goods, and an export-oriented enclave where investments are in the production of labour-intensive goods. This structure of the economy leads to the inefficient allocation of resources at the national level, resulting in an overall loss of welfare.
The Policy Implications of the Orthodox Perspective
For the World Bank, EPZs are a third best option, to be utilised with parsimony where and when the first best, countrywide liberalisation, and the second best, economy wide duty free import systems (such as duty drawback and in bond schemes, options are not available. As the EPZs report expresses: 

(1) economy wide duty-free import systems should be emphasized over specific EPZs; (2) support to EPZs should be considered individually for each economy, in the context of broader trade policy reforms involving a shift toward outward-oriented development, mainly as a transitional instrument for helping economies enter world markets; and (3) private development and management of EPZs is to be encouraged, and when public development is required, special arrangements ought to be put in place to ensure full cost recovery (development costs, including land rents, and operating costs) and efficient management
 (page 1).
EPZs are therefore an option of last resort in the effort to improve allocative efficiency in previously highly regulated and protected economies. Their role should be transitory towards the establishment of fully liberalised trade systems in order to avoid: (1) the reinforcement of welfare reducing distortions; (2) the constitution of dual economic structures harmful to short and long term growth; (3) the creation of economic rents that are similarly harmful. In addition, everything should be done to minimise heavy public investments resulting in a decrease of the potential yet limited benefits of an export processing zone.
The Heterodox Perspective
It is easier to define heterodoxy by what it is not that by what it is. Heterodoxy, one might have guessed, is not orthodoxy. In the case of EPZs this primarily has meant views, theories, analyses that are not trade theory based. Thus defined, heterodoxy has several streams. I focus here on perspectives that incorporate contributions of new growth theory, neo-institutionalism and the developmental state theory.
EPZs Revisited
Applied to EPZs, the heterodox perspective took several forms. In 1994 Johansson proposed that the pessimism of neoclassical theory as regards the developmental impact of export processing zones resulted from its complete discounting of the role of human resources in development. Inspired by new growth theory, she expressed that "human capital accumulation is hypothesised to have been a significant contributor to the growth miracle in South-East Asia" (page 395): 

In countries like, for example, Mauritius and the Dominican Republic, EPZs appear to have played a major role in the development and industrialization process, and it is suggested that the demonstration effect of foreign affiliates has had a profound impact on local entrepreneurs in the initial stage of development (page 396).
Johansson proposed that EPZs can play an essential economic role by serving as an instrument designed to attract to an economy catalysts firms and individuals. She defined the catalyst as “a pioneer, which initiates and transmits the export supply response in the host country”. As such, EPZs can play a role as follows: 
1) “Domestic firms lack the “capacity to package” technical, marketing and managerial know-how with the internal and external resources available to them. This packaging is provided by FDI and in the zones”. 2) “Domestic firms seldom have access to international distribution channels on their own. On the other hand, international or joint venture companies do and can “show the ropes” to fledgling domestic exporters”. 3) “Entry into international markets would be difficult without the inroads created by connection with an established multinational corporation with wide international business dealings.”
In a study of firm's export performance focusing on the Mauritius export processing zone, Appadu (1989) advanced that neoclassical analysis disregarded the importance of firm level variables in the development of a successful export oriented economic sector. He argued that the Mauritian case, so fundamentally linked to the export processing zone, demonstrated the centrality of these firm level variables, and particularly of the role of knowledge transfers. This view closely followed perspectives from the neo institutionalist school. 
Theoretical Foundations: New Growth Theory and Neo-Institutionalism
The above mentioned theories emerged in mid-to-late 1980s as alternatives to what has been commonly referred to as neo-liberalism, a powerful political economic current based on neoclassical economic theory that swept the world and ultimately led to the “victory” of liberal capitalism and democracy over socialism and its multiple forms of political oppression. 

New growth and neo-institutionalism sought to reaffirm that social and political institutions had a key role to play in the market above their influence on the allocation and cost of labour and capital. The two theories proposed that economies were not simply machines that spontaneously created or destroyed wealth, but were social constructions informed by knowledge. This knowledge component, in its varied forms of formal academic knowledge, technology, modes of behaviour, institutional culture, cultural traditions and inclinations, and policy could positively (and negatively) impact growth and development. These propositions were quite common sense. However, they lacked formal theoretical foundations, analytical models and empirical testing in the real world to challenge the supremacy of the scientifically sophisticated and well institutionalised orthodox paradigm.
Developmental State Theory
Developmental state theory offered a potent challenge to the neoclassical views on economic growth in the analysis of the performance and non performance of Third World countries. The theory gained wide recognition for its work on East Asian countries, then referred to as Newly Industrialising Countries. 
To Amsden (1987, 1992, 1997) the core problem of development is productivity, the efficiency in the use of a country’s factors of production. Developing countries face a productivity gap that cannot be bridged by reliance on the natural comparative advantage resulting from their natural factors endowment and foreign direct investment (FDI). Even a successful exploitation of one's comparative advantage in, say, labour costs, will not suffice to bridge the gap as advanced economies benefit from increasingly rapid productivity gains. In effect, productivity gains are a dependent variable of a technological progress in production-related activities. And technology is path-dependent and self-reinforcing. In other words, there is no prospect for less advanced economies to ever catch up if they leave it to the work of free trade and the neoclassical’s allocative efficiency of unfettered markets. 
Productivity gains, Amsden explains, do not have their source in the functioning of the market. Rather, they are the result of institutional arrangements:

One hallmark of a technologically advanced economy is a set of institutions to create novel products, proprietary production processes, firm-specific skills and other "competitive assets" (ibid.).
These arrangements constitute clear instances of market failures, resulting from non-market transactions between institutional partners. In contrast with advanced economies, developing countries face a chronic lack of capable institutional actors to the exception, in the successful cases of emergence from chronic underdevelopment, of the state. Economic development can only result from state led policies designed to address the numerous 'production failures' and bottlenecks which characterise the economies of under-developed countries.
Extensively surveying Japan and South Korea, Amsden argues that these countries have been able to develop by intentionally distorting the market in order to create comparative advantage in specific industries:

With respect to production, latecomer governments in postwar capitalist countries have assisted the private sector in building professionally managed, large-scale modern corporations and in entering mid-technology industries (starting usually with cotton weaving and spinning). To construct socially those competitive assets for production purposes, governments have rigged key exchange prices, such as the price of foreign currency, credit, and labour (by weakening its bargaining power); that is, they have deliberately gotten relative prices "wrong" (page 471).
Weiss and Hobson argued through historical analysis that in all instances of successful national economic growth and development the state has played the defining role in creating the condition for rapid industrialisation. In their analysis of late industrialisers (the Asian NICs), the authors offer an extensive critique of the neoclassical economists' and the World Bank's accounts of development in the East Asian region in the past decades. They argue that these accounts have mistaken as liberalisation and a quantitative diminution of the role of the state reforms that have in fact represented qualitative changes in state intervention. Whereas neoclassical analysts have seen the progressive reforms of trade regimes as constituting the creation of neutral trade regimes providing no incentives for the production for the domestic market versus export markets, the authors propose that,

Rather than 'liberalizing' trade to remove a bias against exports, the Koreans and Taiwanese set about restructuring their trade regimes so as to ensure that, in given industries, export sales were more profitable than domestic ones. This required action on two fronts: (1) discouraging production for domestic sales via penalties, tariffs, and restrictions on imported inputs, and (2) buttressing the penalties with a host of special rights and export promotion subsidies (page 145).

Instead of having created a neutral incentive trade regime, as neoclassical analyses of the NICs propounded (see for instance the work of Ann Krueger) the East Asian states conceived a trade regime that was distinctly export oriented:

The key point is that this kind of trade regime is neither export nor import neutral. Its underlying strategy is to change the domestic predisposition of manufacturers in favor of an outward orientation, which it does via the judicious manipulation of rewards and penalties (page 146).

A central proposition of the heterodox approach is that “the principal thrust of the developmental state's activity is not to displace market mechanisms but to support entrepreneurial decision-making and private property with coordination and market-augmenting intervention.” (Weiss and Hobson, 1992, page 149). The state does not engage in production. This takes place in the private sector. If the state is a necessary condition for successful economic development, the constitution of economic value through productivity gains is the result of firms operation.
The Policy Implications of the Heterodox Perspective

In this perspective, EPZs are more than: 1) an instrument by which a government progressively align the economy to the country’s comparative advantage via the creation of an enclave in the national regulatory regime (dynamic standpoint); and/or, 2) an instrument by which a government seeks to jump start employment creation and the generation of foreign exchange earnings in situations of chronic shortages of both (static standpoint).
The heterodox perspective posits important dynamic functions to EPZs, albeit very different from the dynamic functions considered by the World Bank. EPZs play a crucial initiating role in the development of national industrial capacity by: 1) offering a platform for internationally mobile productive units; 2) creating an environment conducing to concentrated exchanges between domestic and foreign private sector actors; 3) initiating a shift in the orientation of the domestic private sector toward export activities; 4) leading government and the public sector to adapt a more proactive and responsive attitude toward private sector’s requirements of regulatory and administrative efficiency.
Importantly however, these long term benefits brought by EPZs will not spontaneously develop. They occur within a broad and concerted policy framework geared toward accelerated productivity through export oriented industrial growth. The EPZ, in this framework, is both a catalyst for fast learning for all major national stakeholders (policy makers, entrepreneurs and labour) and a pioneer in the attraction of FDI. In this conception, static contribution loses its importance in relation to dynamic contribution.
Africa’s EPZs: Performance and Lessons from Mauritius 
A Negligible Impact
Africa’s EPZs have played a negligible role in both the static and dynamic contribution to growth and development: all observers agree that to the exception of a handful of countries (Mauritius, Tunisia, Egypt), EPZs have had marginal employment impact, low FDI, absent linkages with the domestic economy, and limited foreign exchange contribution. Balanced against the direct, indirect and opportunity costs of developing the EPZ, maintaining its infrastructure, administering the incentive regime, and so on, the total balance for the region as a whole may well have been negative.
One of the greatest ironies of economic theory is that it tends to create the world which it attempts to empirically and ‘neutrally’ describe. The normative and the empirical have a habit of reversing their relationship. In the case of Africa’s EPZs, one can say that to the notable exception of Mauritius, the neoclassical perspective has largely dictated the policy agenda: Africa has been a latecomer to EPZs, and where and when it has embraced them, it has been only half heartedly, always preferring the neoclassicals’ second best option of countrywide liberalisation. EPZs here have rarely been seen as more than marginal contributors to national economic growth and development, their involvement being limited to an off-center provision of employments, foreign exchange and the attraction of foreign direct investment in non strategic sectors of economic activity. The focus of development in the 1980s and 1990s was structural adjustment.
Arguably, one of the reasons for this state of affair is the comparatively strong position of organisations like the World Bank and the IMF to influence policy making via, among other means, conditionality. These organisations have not carried such influence in East, South and South East Asia. Not by a long shot.
The end result is what I would call a missed appointment between Africa and EPZs, and definitely a missed opportunity for the effective promotion of a turnaround in the economic structure of Africa’s economies toward export oriented growth.
It is clear that the EPZ option has not been played effectively in the Africa region because of how it has been framed within the broader economic policy framework. Cases in East Asia and closer to home, the case of Mauritius, clearly show the potential of EPZs to play a crucial role in turning economies into export power houses, with significant macro, meso- and micro-economic benefits.
The Mauritius Case: Debate, Lessons and Implications for Africa’s EPZs
Mauritius one of the most spectacular examples of economic development through the use of an export processing zone. A sugar cane monoculture economy at independence in 1968 characterised by chronic dependency on the sugar market, Mauritius has succeeded since the mid 1970s in progressively changing the structure of its productive sector. In 1985 the Mauritius Export Processing Zone (MEPZ), created in 1971, overtook sugar as the prime source of exports, foreign exchange earnings, and employment, symbolising the gradual diversification of the economy. Although the relative importance of the MEPZ has declined since the early 1990s due in part to the continued effort at diversification, the MEPZ is a vital pillar of the Mauritian economy.
The World Bank Perspective
There was tremendous debate as to the source of the success of Mauritius as a whole and of the EPZ in the late 1980s and the 1990s. Not surprisingly, the World Bank has downplayed the function and importance of the MEPZ in the success story, proposing that its root has been in the adoption and effective implementation of IMF-backed stabilisation plans and World Bank-supported structural adjustment programs. As the 1989 report, Mauritius, Managing Success, affirms:

Mauritius has followed a labour-intensive, export-oriented strategy which has benefited from the following factors, among others. First, government policies set in place in the late 1970s and early 1980s created a favorable environment in which private sector initiative has flourished. The government can take credit for having laid a suitable foundation for export-led growth by undertaking appropriate stabilization and structural adjustment measures. (page xi)

The measures adopted under the programs included a series of devaluation of the Mauritian Rupee, austerity measures in the government sector and through wage restraints, and the liberalisation of the exchange rate, as well as measures designed to improve the international competitiveness of specific sectors of activity.
Subsequent reports reiterate this analysis. The 1992 Mauritius: Expanding Horizons argues that:

Having laid a suitable foundation, the Government embarked upon a labour-intensive, export-oriented growth strategy which was powered by the three main sectors of the economy: sugar, manufactured exports, and tourism. (page 1)

The foundation in question is the adoption and successful implementation of stabilisation and adjustment.
The studies recognise that the Mauritius Export Processing Zone played an important part in Mauritius' success, acknowledging that it has had a leading role in the diversification effort and the drive to export non traditional manufactures. They all defend, however, that the ability of the EPZ to fulfil its leading role has been the result of the successful implementation of the policy reform programs sponsored by the IMF and the World Bank. Gulhati and Nallari (1990), in their examination of the stabilisation and adjustment process in Mauritius, recognise that the export processing zone, created by the Ramgoolam government in 1970, was successful at generating some exports and participating in the attempted resolution of the unemployment problem during the 1970s. However, these authors argue, the export processing zone experienced its most significant period of growth, starting in 1983-1984, on the basis of the successful stabilisation and structural reforms undertaken. To Managing Success (1989) it is only after 1980, that is, only after stabilisation and adjustment, that the economy adopted an export-oriented policy of industrialisation, the impact of the export processing zone during its first decade of existence being relatively unimportant because not connected to effective liberalisation.
The Heterodox Perspective
Subsequent studies, less concerned with the advocacy of policy reform programs with vast stakes for Africa, have taken issues with the analysis. In a 1990 paper Kearney presented the Mauritius experience as one similar to that of the Asian NICs. The Mauritius case reproduces key developmental characteristics, notably in the domain of education, infrastructures, labour management, savings and investment, and entrepreneurial development. Kearney characterised Mauritian policymakers as “pragmatic, bold, innovative, and closely attentive to the NIC experience” (page 207). To him “the leading entrepreneur is the government itself” (page 208).
In 1997 Meisenhelder strongly criticised the World Bank case, arguing that the export oriented strategy established in Mauritius in no case can be reduced to structural adjustment. Rather, it was a domestic reform endeavour that expressed the existence in Mauritius of a developmental state, characterised by “a capable and relatively autonomous state bureaucracy” (page 288). He expressed that:

It is important to recognize that the ultimate policy choice (for an export-led industrialization) was made by Mauritian bureaucrats. Although sometimes touted as an example of the merits of 'free market' philosophy, export-led industrialisation must be attributed to the developmental state's economic planning and interventions. It was local bureaucrats - with the help from academics and the Meade report - who recognised the potential of export-led industrialisation for the creation of economic growth, and who used state authority and resources to implement it (ibid.).

This Paper’s View
It is clear that the state created the necessary condition for Mauritius' competitiveness by instituting the export processing zone. The leadership exercised by the Mauritian state as regards the export processing zone was, and has remained, expressed in several ways:
First, the state played a central role in the initiation of the export processing zone. Recognising the extremely limited impact of the import substitution program, the state, under the leadership of Prime Minister Ramgoolam and Minister Duval, aggressively explored alternatives. Bheenick and Shapiro (1991) confirm the extensive role of the Mauritian state in the strategic choices made well before the stabilisation and adjustment period and the centrality of the export processing zone in the adoption of export-orientation as national development policy:

At the end of the 1960s, the government sent a team to study the export-oriented policies of Hong Kong, Jamaica, Puerto Rico, Singapore, and Taiwan. Based upon the team's report, Mauritian leaders decided to embark on an entirely new form of manufacturing activity - the processing of imported raw materials into finished goods for export. In December 1970, the Mauritian parliament passed the Export Processing Zones Act providing legal framework for the EPZ approach (page 264).

Second, the state, through the government, created the necessary political conditions for the adoption of an economic instrument which was perceived as a threat by many. It was to the government to convince the powerful economic and political interests who opposed the project to accept it. Particularly opposed to the export processing zone solution were the sugar barons, at the helm of the largest sector of the economy, and the Mouvement Militant Mauricien (MMM), the Mauritian communist party, for obviously different reasons. While the first group was concerned over the negative consequence of the EPZ on labour cost, the second opposed a choice which would insert Mauritius within the capitalist international production system. In addition to convincing these groups that the EPZ would "ultimately benefit all Mauritians" (Roberts, 1992, page 101), the government had to obtain the political commitment of the legislature which resulted in the adoption of the Export Processing Zones Act of 1970.
Third, in addition to its strategic role in initiating an early shift towards export-orientation and providing the political resources for the adoption of the export processing zone, it was to the state to implement the EPZ by creating the framework for its development and adaptation over the years. According to Shapiro and Bheenick,

The government soon realized that it would have to strengthen the capacity of the Ministry of Commerce and Industry to make the EPZ approach work. To bolster its staff size and expertise, assistance was secured under bilateral and multilateral foreign aid programmes. This facilitated the creation of new cells for projects evaluation, monitoring, investment promotion, export marketing, funding of projects, and provision of insurance to protect exporters against defaults by importers. While foreign consulting firms were initially used, they were replaced as soon as Mauritian authorities gained needed experience (pages 264-265).

This ownership of the MEPZ by the state was and remains the expression of a succession of dedicated governments and increasingly professional and competent bureaucracies (Wake Carroll and Carroll, 1997). As demonstrated by Bheenick and Shapiro, the difficulties experienced in the late 1970s led to a number of proactive measures which were not merely equivalent to liberalisation but, on the contrary, resulted in increased state economic capacity. These measures included the creation within the Ministry of Industry of an Industrial Coordination Unit in charge of simplifying the investment process in the EPZ and, later, the institution of the Mauritius Export Development and Investment Authority (MEDIA), a parastatal organisation whose mission has been to:

(a) promote the export of goods and services; (b) engage in investment promotion activities; (c) develop and operate industrial sites and estates; and, (d) plan, implement, and review export oriented manufacturing (page 265).

Haggard and Kaufman (1992) confirm that export processing zones usually require, just as other reform programs, extensive state involvement through the creation of “new bureaucratic structures or a significant reorientation of existing ones” (page 225). Dommen and Dommen (1994) corroborate the increased ability of the Mauritian state to conduct economic policy over the years. They in fact point out that, all things considered, the economic role of the state has increased since the early 1970s, arguing that while the Ramgoolam government was keen on leaving “the choice of industry to the imagination of the private sector, limiting Government's role to setting the legal and policy environment, the Jugnauth government has been willing to take initiatives in pointing directions for the private sector”(page 25).
Without a doubt, one of the single most important measures adopted by the government as regards the export processing zone was the authorisation granted to domestic firms to invest in the export processing zone. This measure, which was dedicated to limit capital flights (Dommen and Dommen, 1994), allowed the export processing zone to play a decisive catalytic role in the development of the island. 
In this context, the EPZ played an important catalytic role. It had a crucial demonstration role from foreign to domestic firm. This took place under the form of technology transfers and transmission of skills and know-how, at both the intra-firm and the inter-firm levels. This demonstration effect led to the initiation of what Johansson calls the export supply response, where domestic firms were encouraged – directly through joint venture partnerships and indirectly by external demonstration – to enter the export market. In time, a core group of domestic firms was formed which itself led to further demonstration and spin off, resulting by the early 1990s in the existence of a highly successful export oriented domestic industrial complex. This complex, either autonomously or in cooperation with international partner firms in the areas of production, design, marketing, logistics and financing, controlled significant parts of the production chains in which they were present.
The MEPZ, therefore, has constituted the environment within which the private sector has been able to efficiently use domestic factors to produce internationally competitive products, inserting itself within several international commodity chains (Gereffi and Korzeniewicz, 1989; Gereffi 1996). Through a number of institutional arrangements private domestic concerns have heavily invested in the export processing zones (Yin et al., 1992), introducing stability in the EPZ sector and creating the foundation for technology and knowledge internalisation. 
Over time, therefore, the export processing zone has fostered the development of a competent core of domestic firms who have progressively increased their capability to serve foreign markets under a number of production arrangements. This has been made possible by extensive cooperation between foreign and domestic firms, the latter rapidly following the initial lead by the former. Under a number of arrangements, including subcontracting, joint-venturing, and observation, domestic firms progressively learned production techniques. In addition, domestic firms, by integrating themselves in international commodity chains under a number of production arrangements, internalised elements of the production, distribution, and marketing processes that they use to upgrade their competitive position. Soft transfers, consequently, played the defining role in the process of productivity improvement. Therefore, contrary to what has been advanced by numerous perspectives, the export processing zone's success as a development instrument has not simply been the expression of Mauritius' post 1982 attractiveness to foreign capital, but rather is the result of a dedicated strategic focus toward economic growth and development.
Implications for Africa
In light of the discussion above, and in a laundry list taxonomy format, based on my experience both as a scholar having spent many years studying zones and as a consultant working on zone development, feasibility and privatisation:

1. An EPZ policy should not be developed to simply generate static benefits such as employment and foreign exchange earning in an enclave system. In such a case, it is likely that the net benefits will be marginal and probably negative. Given the rising opposition to investment policies that are perceived as exploitative by labour unions and civic society organisations, the political cost of the enclave approach may be high.

2. An EPZ policy should seek to maximise dynamic benefits not exclusively in relation with progressive liberalisation but, as importantly, in relation with progressive increase of productive capital investment. This means that regulation should encourage domestic investment in the EPZ sector. However this investment should meet severe criteria of export performance and productivity/production development. Partnerships with foreign investors should be encouraged under a variety of schemes.

3. The development of EPZ infrastructure should be pragmatic and progressive, matching demand. State funds should be employed only to provide basic infrastructure and adequate planning. Such infrastructure should therefore be designed on principles of flexibility, adaptability and progressivism. Irreversible investments that are incurred solely for the EPZ, such as the acquisition of large scale property, the construction of expansive (in size and capital) sole use roads, the construction of power plants, and so forth, should be initially avoided. Only as productive investment in the zone increases and reaches a notable point of contribution to GDP should such development be considered. Pragmatism should rule, balancing the budgetary and political risks of public fund investment with the risk of not conducting such investments (such as capital flight).

4. The EPZ scheme should not seek to achieve regional development objectives. To the contrary, the scheme should seek to foster economic concentration around a well developed urban center so as to attract the best layers of domestic capital, the most educated and productive labour, and provide accessibility to urban infrastructure and amenities to foreign investors. The need for centrality and economies of scale should obviously be balanced against issues such as urban congestion, pollution, environmental degradation, accessibility to labour, quality of life for labour, and so on. These issues should be incorporated into the feasibility study and seriously surveyed.

5. Property development and management should be left to the private sector, preferably under the form of domestic-foreign development consortia seeking to maximise local return on investment with the contribution of foreign capital, expertise in property development, and management of industrial property. Accordingly, national regulation should provide for the feasibility and economic viability of EPZ property development, ownership and management by private concerns. This may mean that EPZ property be offered for rental, leasing and sale, and that the property hosts a cluster of mutually reinforcing activities beyond traditional manufacturing activities. This may mean service, warehousing and wholesale activities in addition to manufacturing. The implication of this is that the zone property, understood to be the area under custom’s administration or supervision, may constitute only a portion of the entire property under private ownership and management.

6. Promotion of the EPZ sector should not be left to government owned and ran investment promotion centres. Rather, promotion and marketing should be done under a cooperative arrangement bringing together government, property developers, owners and managers, and EPZ firm operators. Ideally, this coalition of stakeholders should include the local chamber of commerce and relevant industry associations. Importantly, investment promotion should be carefully planned via rigorous analysis of international economic trends and domestic comparative advantage. Promotion should be directed not only toward potential overseas investors but also in the domestic economy, the purpose being to attract top layer domestic capital and to foster in the population a keen interest for and ownership in the EPZ. It has been shown that domestic investors can play the role of anchors, improving the attractiveness of the zone to foreign investors who rarely like to play the role of pioneers in a brand new and empty zone.

7. EPZ property developers, owners and managers, EPZ operators, labour representatives, and government officials in charge of regulation and administration of the EPZ regime should work closely together on EPZ development strategy and policy. Initially, this cooperation should take the form of a regular dialogue. As the EPZ progressively evolves, the cooperation should be formalised via the creation of a consultative policy body include all major stakeholders.
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I.  INTRODUCTION

The purpose of this report is to show the impact on United States manufacturing employment of exports to developing countries (LDCs). It is an update of our earlier work for you; "THE INFLUENCE OF EXPORTS TO DEVELOPING COUNTRIES ON MANUFACTURING EMPLOYMENT IN THE UNITED STATES" dated June 9, 1987, to include the results of the Census of Manufacturing of 1987 and exports through the end of 1991.

A related purpose is to show this impact as clearly as possible at the level of the respective States to demonstrate to those charged with shaping manufacturing policy and attracting industrial investment how to improve their performance in employment, payroll and exports.

The thesis being explored is that:

1. Job creation in the United States depends significantly today on exports of manufactured goods to the LDCs.

2. The principal source of dollars since 1986 for LDCs as a group is the export of manufactured goods rather than fuels or traditional commodities. (GATT Newsletter, April, 1987)

3. Both the LDCs and the U.S. are involved in a continuing process of development through trading manufactured goods produced through exploiting their relative comparative advantages. High skills, technology and capital are the advantages of the U.S.; abundant unskilled labor at low cost is the current advantage of most LDCs.

4. This growing trade will provide a crucial opportunity for growth in U. S. manufacturing employment in coming years as the LDCs have populations 5 times those of the advanced nations and have, therefore, markets potentially 5 times as large as those of the advanced nations. LDCs already take more than a third of U.S. manufactured exports.

5. The best policy for the U.S. is to deliberately encourage rapid expansion of manufacturing in the LDCs so they can earn the dollars with which to buy high tech manufactured goods from the U.S., meanwhile upgrading U.S. skills through education and training in order that there can be more job creation in high-tech activities in the U.S.

II.
SUMMARY AND CONCLUSIONS

In this report we examine the job impact on the United States of exports, particularly to Less Developed Countries (LDCs). What industries did the exporting? What was the level of technology of these export industries? How many jobs in each industry depended on these exports? What was the payroll per job? What was the probable impact on each state's job market of this flow of exports from the U.S. by industry? In this summary we can sketch only the main results which are:

A. Impact of Technology on U.S. Direct Manufacturing Job Creation
	TOTAL U.S. JOBS IN 140 SIC INDUSTRIES (000)

	
	Percent

Engineers in

workforce
	1977

CENSUS
	1987

CENSUS
	CHANGE

1977-87
	% PER

DECADE
	% PER

YEAR

	High Tech
	> 6
	2872
	3568
	+ 696
	+ 24.2
	+ 2.19

	Medium Tech
	3 - 6
	2760
	2572
	- 188
	- 6.8
	- 0.70

	Low Tech
	1 - 3
	5608
	5064
	- 544
	- 9.7
	- 1.02

	No Tech
	< 1
	6999
	6801
	- 198
	- 2.8
	- 0.28

	Total Direct Plant Jobs
	
	18239
	18005
	- 234
	- 1.3
	- 0.13

	Distant Hq & Auxiliaries

(Unclassified

By Sic Number)
	
	1076
	1234
	+ 158
	+ 14.7
	+ 1.38

	Total Plant +Hq. & Aux.
	
	19315
	19239
	- 76
	- 0.4
	- 0.04

	Total Civilian

Employment
	
	89369
	114840
	+ 25471
	+ 28.5
	+ 2.54


Sources: 1977 and 1987 U.S. Censuses of Manufactures, U.S. Department of Commerce, Washington, D.C.; National Science Foundation (distribution of scientists and engineers by SIC.)

Conclusions
High Tech industries created 696,000 new manufacturing jobs during 1977-87 increasing their share from 16% to 20% of all manufacturing jobs and mitigating the loss of 930,000 jobs in Medium, Low and No Tech manufacturing. High Tech industries almost matched the growth of the civilian labor force at 25.7% for the decade vs. 28.5%.

B. Average Pay per Job is Highest in High Tech Industry
	AVERAGE PAYROLL

PER EMPLOYEE BY TECHNOLOGY

LEVEL, $/YEAR, 1987
	PER CENT

ABOVE AVERAGE

	HIGH TECH
	$ 30,006
	27

	MEDIUM TECH
	$ 27,556
	16

	LOW TECH
	$ 24,174
	2

	NO TECH
	$ 18,614
	- 23

	ALL MANUFACTURING
	$ 23,713
	100


Conclusions
High tech industry averages 27% higher than all manufacturing in payroll per employee. Even Low Tech industries show about the average manufacturing payroll/employee. But No Tech Industries, those with fewer than 1% engineers in the workforce, average 23% lower payroll/employee than all manufacturing.

C. Growth of U.S. Direct Manufacturing Jobs Due to Exports. 1987-1991
	U.S. DIRECT EXPORT JOBS IN 140 SIC INDUSTRIES (000)

	
	EXPORTS
	GROWTH

	
	1987
	1991
	(000)
	%/YEAR

	
	ALL
	LDCs
	ALL
	LDCs
	ALL
	LDCs
	ALL
	LDCs

	HIGH TECH
	590
	226
	1035
	403
	445
	177
	15
	16

	MEDIUM TECH
	304
	123
	521
	204
	217
	81
	14
	13

	LOW TECH
	234
	81
	484
	185
	250
	104
	20
	23

	NO TECH
	177
	71
	313
	125
	136
	54
	15
	15

	EXPORT JOBS
	1305
	501
	2353
	917
	1048
	416
	16
	16


Conclusions
More than a million new manufacturing jobs were created by export growth averaging 16% per year in 1987-1991, with 416,000 of these due to exports to LDCS including 177,000 in high tech industries.

D. Growth of LDC Exports 1987-91 Compared to Job Changes 1977-87
	
	US JOBS

FROM

EXPORTS

TO LDCS

1987-91

AS

PERCENT

OF JOBS
	US JOBS

FROM

EXPORTS

TO LDCS

1987-91 AS

PERCENT

OF

GROWTH
	IMPACT OF LDC EXPORT JOBS

1987-91 ON U.S. JOB CHANGES

	
	
	
	1977-87 BY LEVEL OF

TECHNOLOGY

	
	
	
	CHANGE

1977-87

(000)
	NEW LDC

JOBS 1987‑

91
	NET

	TECHNOLOGY LEVEL
	
	
	
	
	

	HIGH TECH
	44
	43
	+ 696
	+ 177
	+873

	MEDIUM TECH
	22
	20
	- 188
	+ 81
	-107

	LOW TECH
	20
	25
	- 544
	+ 104
	-440

	NO TECH
	14
	13
	- 198
	+ 54
	-144

	TOTAL DIRECT 

EXPORT JOBS
	100
	100
	- 234
	+ 416
	+182


Conclusions
The jobs created by this high growth rate of 16% per year in exports to LDCs in only 4 years 1987-91 significantly reduced the job losses which occurred in Medium, Low and No tech jobs in the preceding 10 years (1977-1987).

E. The LDC Billion Dollar Buyers of U.S. Manufactured Goods
	"THE BILLION DOLLAR BUYERS"

	DEVELOPING COUNTRIES WHICH PURCHASED OVER $1 BILLION EACH

OF U.S. MANUFACTURES IN ANY TECHNOLOGY CATEGORY IN 1991

	BILLION $

	COUNTRY
	TECHNOLOGY LEVEL
	

	
	High
	Medium
	Low
	No
	Total
	% of All US

Manf. Exports.

	MEXICO
	7.724
	7.434
	8.109
	3.990
	27.257
	7.96

	KOREA
	6.440
	2.040
	2.423
	1.688
	12.591
	3.68

	TAIWAN
	5.306
	2.184
	1.899
	
	9.389
	2.75

	SINGAPORE
	4.509
	1.808
	1.131
	
	7.448
	2.18

	HONG KONG
	2.516
	1.130
	2.032
	
	5.678
	1.66

	CHINA
	2.307
	1.094
	1.623
	
	5.024
	1.47

	SAUDI ARABIA
	1.501
	2.111
	1.369
	
	4.981
	1.46

	BRAZIL
	3.191
	1.011
	
	
	4.202
	1.23

	VENEZUELA
	1.229
	1.700
	
	
	2.929
	0.86

	MALAYSIA
	2.723
	
	
	
	2.723
	0.80

	THAILAND
	1.998
	
	
	
	1.998
	0.58

	ISRAEL
	1.599
	
	
	
	1.599
	0.47

	TURKEY
	0.993
	
	
	
	0.993
	0.29

	PHILIPPINES
	0.965
	
	
	
	0.965
	0.28

	TOTAL ABOVE
	43.001
	20.512
	18.586
	5.678
	87.778
	25.67

	TOTAL ALL

COUNTRIES
	140
	83
	78
	41
	342
	100.00

	BILLION $ LDCS, %
	31
	25
	24
	14
	26
	25.67

	OTHER LDCS, $ B

Percent
	10.146

7
	11.065

13
	10.948

14
	10.065

24
	42.224

12
	12.35

	


Conclusions
The top 14 LDC buyers of US manufactured exports which purchased over $1 Billion each of US manufactures in any technical category in 1991 bought $88 billion -- 2/3 of all exports to LDCS or 26% of total exports of manufactured goods to all countries. All other LDCs taken together bought $42 Billion. Mexico in 1991 was by far the largest purchaser of manufactured goods among the Less Developed Countries in each of the technology levels. Mexico accounted for 31% of all purchases by the Billion Dollar LDC Buyers and 8% of all exports of manufactures by the United States. The Asian Tigers (Korea, Taiwan, Singapore, and Hong Kong) together were next in order and took a total of 10%. As to technical category, the top 14 LDCs bought the following:

	HIGH TECH
	$ 43 B
	31%

	MEDIUM TECH
	$ 21 B
	25%

	LOW TECH
	$ 19 B
	24%

	NO TECH
	$6B
	14%

	TOTAL $BILLION LDCS
	$ 88 B
	100%

	TOTAL LDCS
	$ 130 B
	68%

	TOTAL ALL COUNTRIES
	$ 342 B
	26%


F. Indirect Jobs Created by Manufactured Exports
In addition to employment in the manufacturing plant itself and at various headquarters and auxiliary units at a distance from the plant, employment is also created in other sectors which assist the manufacturing, marketing, handling, and exporting processes.

As derived from the Census of Manufactures 1987 (Table 1316, Statistical Abstract of the United States, 1991):
Total Employment Generated by Export of Manufactures     = 2.01
Export Manufacturing Employment

Conclusions
Using the 1987 ratio of one indirect job for each direct export manufacturing job, total employment in the United States in exporting manufactured goods was 5,573,000. The estimated growth in total U. S. employment 1987-1991 generated by exports to LDCs was 2 times 416,000 or about 832,000 jobs.

III.
DEVELOPING COUNTRIES AND INTERNATIONAL TRADE

In 1986 developing countries for the first time earned more hard currency foreign exchange exporting manufactured goods than by selling either fuels or non-fuel primary products, according to the Secretariat of the General Agreement on Tariffs and Trade (GATT)
.

LDC exports of manufactures to the world grew 13% in 1986 to about $170 billion, while fuels earned only $130 billion and non-fuel primary products continued at a sluggish $100 billion. The LDCs borrowed another $20 billion dollars and spent a total of $420 billion dollars to import dollar goods in 1986. Of this total, the LDCs bought goods worth $66 billion dollars from the U.S.

Since 1970 the developing countries have been increasing their share of world industrial output through manufacturing according to United Nations Industrial Statistics
.  From 1970, when LDCs had a 10% share of the world output, their output of manufactures grew quite steadily to a 14% share in 1989. If it continues at the same rate, it will reach 17% by 2000 and 20% by 2010. This means that $1 out of every $7 of value added by manufacture in the world came from developing countries in 1989 and $1 out of $5 will do so in 2010. Currently the USA and European Community taken together account for over $1 out of every $2 of world manufacturing value added.

U.S. exports to developing countries grew at 15%/year from $66 billion in 1986 to $130 billion in 1991 with LDCs accounting for about 35% of total U.S. exports.

IV. METHODOLOGY

Every 5 years in the years ending with the digits 2 or 5 the United States conducts a Census of Manufactures involving direct interviews, mailed questionnaires to all large and medium size manufacturers, and rather careful. sampling of very small industry of less than 20 employees. This is a far more detailed analysis than occurs in off-years when data are provided largely by sampling.

For this report data from the U. S. Censuses of Manufactures for 1977 and 1987 were used to prepare matrices showing for each state the employment, shipments, and payroll in manufacturing industry broken down into 140 separate industry classifications by 3-digit Standard Industrial Classification Number (SIC). Adjustment was made for changes in SIC classifications between the two censuses to provide information on a 1987 basis.

Information on employment of scientific and technical personnel by three-digit SIC in 1989 was obtained from the National Science Foundation to be used to differentiate industries by level of technology. The largest employer of engineers in the USA is manufacturing industry. The percentage of engineers in total employment of a given industry was selected to differentiate among high tech, medium tech, low tech, and no tech industry as follows:

	Engineers in the workforce

	High tech
	6%-26%

	Medium tech
	3% - 6%

	Low tech
	1% - 3%

	No tech
	less than 1%


Export data for manufactured goods in SICs 200-399 for 1987 and 1991 were obtained from the Bureau of the Census, U. S. Department of Commerce. From total exports to all countries, those to 21 advanced nations (Canada, Europe, Japan, etc.) were deducted leaving exports to LDCs as the remainder and allowing the per cent exports to LDCs to be calculated. Exports from each state by SIC were estimated by multiplying national exports by the ratio of state shipments to national shipments of that SIC. This is an approximation since state data on exports by 3-digit SIC are not provided. The implication is that each state exported its fair share of shipments of that SIC. If it actually exported less than this, then some other state made up for the deficiency by exporting more than its share, and was able to employ more people in export as a result. Export jobs in each state for 1987 were estimated by dividing state exports by the shipments/job calculated for that state. State export jobs in 1991 were estimated from the ratio of national exports in 1991 to those of 1987 multiplied by the state export jobs in 1987 for that SIC.

It is the nature of national and state statistics that they are incomplete, contain errors, and are inconsistent to a degree. With over 369,000 manufacturing establishments in the U.S. in 1987 included in the data, differences between data obtained from state surveys when compared to national statistics can amount to 5% or more because they are obtained at different times during the year, come from different questionnaires, and are managed by different people. Also, rules preventing disclosure of private information result in withholding information at the state level if less than 3 factories are reporting within a given SIC. But, ranges of employment are given frequently even if detailed disclosure is not permitted. Using these ranges in a matrix of 51 states (including District of Columbia) by 140 SIGs and operating a large computer for several weeks, we believe we have obtained reasonably accurate estimates of the breakdown by state of the data supplied. We have done the best that can be done with the given data and are confident that the final results do not misrepresent reality.

The Census of Manufactures for 1992 is currently underway, but results will probably not be available for several years. It will be very useful to extend the information provided by the present report to include 1992 data when they become available.

V. SUMMARY TABLES (See Following pages)

	Export Related Employment in Manufacturing: United States 

	TABLE 1 –High Tech

	
	 
	Jobs Total
(000)
	Pay/Job
($)
	All Exports
($MM)
	All Export
Jobs (000)
	Exp
LDC

	SIC
	Industry Description
	1977
	1987
	Gain
	1987
	1987
	1991
	1987
	1991
	Gain
	91%

	HighTech (6-26% Engineers)
	
	
	
	
	
	
	
	
	
	

	376
	Guided missiles, space vehicles, parts
	116
	220
	104
	37,114
	845
	28
	7
	0
	-7
	25

	381
	Search and navigation equipment
	47
	367
	320
	33,439
	715
	2,200
	7
	22
	15
	34

	357
	Computer and office equipment
	238
	332
	94
	32,000
	18,342
	23,982
	101
	132
	31
	24

	372
	Aircraft and parts
	284
	615
	331
	33,154
	20,618
	41,616
	166
	335
	169
	34

	366
	Communications equipment
	435
	261
	-174
	28,678
	4,457
	5,252
	35
	41
	6
	46

	382
	Measuring and controlling devices
	225
	286
	61
	27,038
	4,074
	7,718
	45
	85
	40
	34

	367
	Electronic components and accessories
	379
	546
	167
	24,866
	10,082
	17,525
	110
	191
	81
	54

	351
	Engines and turbines
	111
	90
	-21
	32,022
	2,961
	4,160
	18
	25
	7
	45

	348
	Ordnance and accessories, n.e.c.
	76
	89
	13
	27,360
	641
	2,309
	8
	29
	21
	39

	281
	Industrial inorganic chemicals
	107
	96
	-11
	32,000
	3,609
	5,120
	18
	26
	8
	35

	286
	Industrial organic chemicals
	153
	126
	-27
	36,103
	8,195
	10,260
	20
	25
	5
	45

	291
	Petroleum refining
	105
	80
	-25
	35,013
	4,091
	6,363
	3
	5
	2
	58

	355
	Special industry machinery
	184
	171
	-13
	26,509
	2,324
	5,317
	24
	55
	31
	43

	362
	Electrical industrial apparatus
	201
	167
	-34
	23,168
	1,335
	2,860
	15
	32
	17
	53

	365
	Household audio and video equipment
	96
	45
	-51
	19,133
	1,344
	4,618
	8
	27
	19
	36

	361
	Electric distribution equipment
	115
	77
	-38
	23,571
	497
	532
	5
	5
	0
	55

	Total HighTech (6-26% Engineers)
	2872
	3568
	696
	30,006
	84,130
	139,860
	590
	1035
	445
	38


	Export Related Employment in Manufacturing: United States 

	TABLE 1 – Medium Tech

	
	 
	Total Jobs 
(000)
	Pay/Job
($)
	All Exports
($MM)
	All Export
Jobs (000)
	Exp
LDC

	SIC
	Industry Description
	1977
	1987
	Gain
	1987
	1987
	1991
	1987
	1991
	Gain
	91%

	MediumTech (3-6% Engineers)
	
	
	
	
	
	
	
	
	
	

	282
	Plastics materials and synthetics
	154
	124
	-30
	32,194
	5,616
	9,948
	17
	30
	13
	48

	369
	Miscellaneous electrical equipment and supplies
	153
	193
	40
	24,093
	4,097
	5,358
	38
	50
	12
	46

	353
	Construction and related machinery
	335
	191
	-144
	27,576
	5,796
	9,961
	45
	77
	32
	59

	356
	General industrial machinery
	313
	240
	-73
	25,800
	4,859
	7,546
	48
	75
	27
	40

	384
	Medical instruments and supplies
	118
	209
	91
	23,919
	1,678
	6,743
	15
	60
	45
	24

	371
	Motor vehicles and equipment
	821
	757
	-64
	31,314
	19,250
	25,747
	72
	96
	24
	26

	354
	Metalworking machinery
	297
	271
	-26
	26,823
	2,168
	4,015
	27
	50
	23
	41

	386
	Photographic equipment and supplies
	101
	95
	-6
	30,263
	2,333
	3,698
	12
	19
	7
	22

	289
	Miscellaneous chemical products
	79
	87
	8
	26,425
	1,312
	2,447
	7
	13
	6
	40

	373
	Ship and boat building and repairing
	158
	185
	27
	22,865
	338
	1,100
	5
	16
	11
	36

	379
	Miscellaneous transportation equipment
	48
	52
	4
	21,346
	853
	1,128
	7
	9
	2
	70

	335
	Nonferrous rolling and drawing
	183
	168
	-15
	25,506
	2,254
	5,407
	11
	26
	15
	43

	Total MediumTech (3-6% Engineers)
	2760
	2572
	-188
	27,556
	50,554
	83,098
	304
	521
	217
	38


	Export Related Employment in Manufacturing: United States 

	TABLE 1-Low Tech

	
	 
	Total Jobs 
(000)
	Pay/Job
($)
	All Exports
($MM)
	All Export
Jobs (000)
	Exp
LDC

	SIC
	Industry Description
	1977
	1987
	Gain
	1987
	1987
	1991
	1987
	1991
	Gain
	91%

	Low Tech (1-3% Engineers)
	
	
	
	
	
	
	
	
	
	

	352
	Farm and garden machinery
	149
	82
	-67
	23,524
	1,343
	4,045
	10
	30
	20
	33

	211
	Cigarettes
	25
	33
	8
	37,576
	2,047
	4,233
	4
	8
	4
	37

	321
	Flat glass
	20
	17
	-3
	30,353
	221
	168
	1
	1
	0
	4

	359
	Industrial machinery, n.e.c.
	234
	295
	61
	23,512
	1,516
	2,130
	22
	31
	9
	36

	358
	Refrigeration and service machinery
	195
	193
	-2
	24,570
	1,746
	4,129
	15
	35
	20
	47

	329
	Miscellaneous nonmetallic mineral products
	128
	75
	-53
	25,413
	835
	998
	6
	7
	1
	34

	339
	Miscellaneous primary metal products
	25
	34
	9
	23,176
	110
	134
	1
	1
	0
	28

	364
	Electric lighting and wiring equipment
	164
	166
	2
	22,404
	1,344
	4,132
	12
	37
	25
	45

	261
	Pulp mills
	23
	17
	-6
	30,765
	2,345
	2,920
	9
	11
	2
	31

	287
	Agricultural chemicals
	54
	43
	-11
	26,930
	3,021
	4,649
	9
	14
	5
	58

	333
	Primary nonferrous metals
	68
	37
	-31
	26,486
	2,311
	5,541
	8
	19
	11
	29

	305
	Hose and belting and gaskets and packing
	31
	53
	22
	21,660
	0
	824
	0
	0
	0
	38

	349
	Miscellaneous fabricated metal products
	284
	261
	-23
	22,605
	1,804
	3,671
	19
	39
	20
	37

	263
	Paperboard mills
	71
	56
	-15
	33,125
	1,504
	0
	6
	0
	-6
	0

	331
	Blast furnace and basic steel products
	514
	254
	-260
	31,992
	948
	3,975
	5
	21
	16
	51

	262
	Paper mills
	131
	134
	3
	34,216
	754
	3,996
	4
	21
	17
	44

	346
	Metal forgings and stampings
	292
	257
	-35
	28,175
	1,655
	1,644
	15
	15
	0
	26

	363
	Household appliances
	150
	117
	-33
	22,231
	1,204
	1,873
	9
	14
	5
	48

	342
	Cutlery, handtools, and hardware
	166
	146
	-20
	23,226
	839
	1,715
	9
	18
	9
	39

	267
	Miscellaneous converted paper products
	209
	224
	15
	23,263
	0
	1,700
	0
	0
	0
	40

	343
	Plumbing and heating, except electric
	55
	48
	-7
	20,792
	177
	359
	2
	4
	2
	38

	283
	Drugs
	148
	174
	26
	30,379
	3,216
	5,745
	14
	25
	11
	17

	332
	Iron and steel foundries
	220
	136
	-84
	25,257
	80
	118
	1
	1
	0
	49

	345
	Screw machine products, bolts, etc.
	106
	95
	-11
	23,979
	204
	637
	2
	6
	4
	24

	306
	Fabricated rubber products, n.e.c.
	100
	106
	6
	21,198
	312
	703
	4
	9
	5
	33

	344
	Fabricated structural metal products
	428
	410
	-18
	22,010
	744
	1,364
	8
	15
	7
	52

	301
	Tires and inner tubes
	114
	68
	-46
	30,059
	542
	1,262
	4
	9
	5
	29

	374
	Railroad equipment
	55
	24
	-31
	26,542
	331
	503
	3
	5
	2
	56

	322
	Glass and glassware, pressed or blown
	119
	80
	-39
	24,550
	415
	676
	4
	7
	3
	29

	336
	Nonferrous foundries (castings)
	82
	86
	4
	21,198
	102
	56
	1
	1
	0
	61

	299
	Miscellaneous petroleum and coal products
	13
	14
	1
	26,357
	358
	592
	1
	2
	1
	34

	284
	Soaps, cleaners, and toilet goods
	116
	122
	6
	25,320
	819
	2,597
	3
	10
	7
	40

	285
	Paints and allied products
	61
	58
	-3
	25,724
	303
	646
	1
	2
	1
	40

	308
	Miscellaneous plastics products, n.e.c.
	482
	601
	119
	19,755
	0
	4,039
	0
	0
	0
	36

	385
	Ophthalmic goods
	29
	26
	-3
	18,423
	186
	355
	3
	6
	3
	23

	326
	Pottery and related products
	46
	40
	-6
	19,075
	209
	524
	3
	8
	5
	55

	324
	Cement, hydraulic
	27
	18
	-9
	33,111
	21
	45
	0
	0
	0
	22

	325
	Structural clay products
	47
	34
	-13
	20,029
	114
	149
	1
	1
	0
	43

	387
	Watches, clocks, watchcases, and parts
	30
	11
	-19
	20,364
	84
	181
	1
	2
	1
	49

	253
	Public building and related furniture
	19
	21
	2
	18,905
	
	
	0
	0
	0
	0

	375
	Motorcycles, bicycles, and parts
	13
	7
	-6
	22,571
	137
	615
	1
	4
	3
	20

	394
	Toys and sporting goods
	123
	92
	-31
	16,217
	739
	1,715
	8
	19
	11
	33

	259
	Miscellaneous furniture and fixtures
	29
	52
	23
	17,346
	238
	2,046
	3
	26
	23
	41

	252
	Office furniture
	42
	85
	43
	21,082
	76
	5
	1
	0
	-1
	20

	277
	Greeting cards
	22
	22
	0
	21,909
	16
	50
	0
	0
	0
	46

	341
	Metal cans and shipping containers
	75
	46
	-29
	33,304
	119
	254
	0
	0
	0
	25

	254
	Partitions and fixtures
	57
	79
	22
	19,582
	60
	0
	1
	0
	-1
	0

	334
	Secondary nonferrous metals
	17
	15
	-2
	21,267
	0
	9
	0
	0
	0
	22

	Total LowTech (1-3% Engineers)
	5608
	5064
	-544
	24,174
	35,149
	77,722
	234
	484
	250
	38


	Export Related Employment in Manufacturing: United States 

	TABLE 1- No Tech

	
	 
	Total Jobs 
(000)
	Pay/Job
($)
	All Exports
($MM)
	All Export
Jobs (000)
	Exp
LDC

	SIC
	Industry Description
	1977
	1987
	Gain
	1987
	1987
	1991
	1987
	1991
	Gain
	91%

	No Tech (<1% Engineers)
	
	
	
	
	
	
	
	
	
	

	323
	Products of purchased glass
	35
	52
	17
	20,365
	173
	800
	2
	9
	7
	35

	229
	Miscellaneous textile goods
	68
	54
	-14
	20,463
	572
	1,047
	5
	9
	4
	46

	295
	Asphalt paving and roofing materials
	32
	30
	-2
	26,733
	30
	70
	0
	0
	0
	39

	223
	Broadwoven fabric mills, wool
	23
	15
	-8
	15,667
	10
	62
	0
	0
	0
	29

	204
	Grain mill products
	110
	103
	-7
	26,282
	2,319
	3,221
	7
	10
	3
	39

	208
	Beverages
	193
	161
	-32
	27,988
	567
	1,324
	2
	5
	3
	34

	395
	Pens, pencils, office, and art supplies
	30
	33
	3
	16,273
	185
	509
	2
	6
	4
	32

	222
	Broadwoven fabric mills, manmade fiber and silk
	152
	88
	-64
	18,125
	499
	594
	5
	6
	1
	50

	399
	Miscellaneous manufactures
	152
	164
	12
	19,256
	458
	920
	6
	12
	6
	30

	316
	Luggage
	19
	11
	-8
	17,364
	27
	109
	0
	0
	0
	39

	393
	Musical instruments
	24
	12
	-12
	17,583
	171
	307
	3
	5
	2
	26

	209
	Miscellaneous food and kindred products
	150
	162
	12
	17,747
	1,954
	1,263
	11
	7
	-4
	33

	212
	Cigars
	7
	4
	-3
	9,000
	8
	6
	0
	0
	0
	33

	347
	Metal services, n.e.c.
	96
	116
	20
	18,595
	
	
	0
	0
	0
	0

	202
	Dairy products
	158
	144
	-14
	22,333
	394
	552
	1
	1
	0
	77

	207
	Fats and oils
	40
	33
	-7
	21,182
	2,240
	2,446
	5
	5
	0
	50

	239
	Miscellaneous fabricated textile products
	184
	200
	16
	15,650
	495
	783
	6
	9
	3
	55

	302
	Rubber and plastics footwear
	20
	14
	-6
	10,929
	15
	43
	0
	0
	0
	42

	276
	Manifold business forms
	49
	56
	7
	22,857
	8
	218
	0
	0
	0
	24

	265
	Paperboard containers and boxes
	210
	199
	-11
	23,060
	221
	594
	2
	5
	3
	68

	221
	Broadwoven fabric mills, cotton
	121
	73
	-48
	17,315
	276
	692
	4
	10
	6
	45

	203
	Preserved fruits and vegetables
	242
	213
	-29
	17,667
	1,032
	1,954
	6
	11
	5
	25

	327
	Concrete, gypsum, and plaster products
	193
	209
	16
	22,100
	46
	123
	0
	0
	0
	42

	396
	Costume jewelry and notions
	47
	33
	-14
	15,152
	145
	237
	2
	3
	1
	41

	206
	Sugar and confectionery products
	110
	91
	-19
	21,802
	518
	1,419
	3
	8
	5
	32

	227
	Carpets and rugs
	58
	53
	-5
	19,547
	217
	686
	1
	3
	2
	44

	224
	Narrow fabric mills
	20
	18
	-2
	16,500
	106
	291
	2
	5
	3
	54

	213
	Chewing and smoking tobacco
	2
	4
	2
	19,000
	223
	265
	1
	1
	0
	25

	228
	Yarn and thread mills
	139
	115
	-24
	16,070
	136
	275
	2
	4
	2
	47

	249
	Miscellaneous wood products
	81
	90
	9
	17,011
	242
	1,023
	3
	13
	10
	27

	205
	Bakery products
	225
	218
	-7
	21,821
	44
	233
	0
	0
	0
	32

	226
	Textile finishing, except wool
	73
	58
	-15
	17,931
	
	
	0
	0
	0
	0

	328
	Cut stone and stone products
	10
	13
	3
	19,462
	11
	41
	0
	0
	0
	27

	274
	Miscellaneous publishing
	40
	70
	30
	21,614
	22
	15
	0
	0
	0
	13

	234
	Women's and children's undergarments
	93
	69
	-24
	12,072
	146
	355
	3
	7
	4
	88

	236
	Girls' and children's outerwear
	70
	74
	4
	11,108
	202
	5
	4
	0
	-4
	100

	251
	Household furniture
	312
	284
	-28
	15,651
	177
	33
	3
	1
	-2
	33

	311
	Leather tanning and finishing
	21
	14
	-7
	20,429
	391
	689
	3
	5
	2
	48

	243
	Millwork, plywood, and structural members
	191
	247
	56
	18,785
	447
	806
	5
	9
	4
	27

	201
	Meat products
	312
	342
	30
	16,652
	3,253
	4,959
	14
	21
	7
	44

	214
	Tobacco stemming and redrying
	11
	7
	-4
	20,143
	31
	69
	0
	0
	0
	3

	225
	Knitting mills
	235
	205
	-30
	14,488
	76
	456
	1
	6
	5
	45

	314
	Footwear, except rubber
	146
	77
	-69
	11,922
	172
	367
	3
	6
	3
	26

	232
	Men's and boys' furnishings
	366
	281
	-85
	11,498
	296
	1,225
	5
	21
	16
	56

	242
	Sawmills and planing mills
	213
	184
	-29
	17,913
	1,577
	2,329
	15
	22
	7
	22

	278
	Blankbooks and bookbinding
	54
	72
	18
	17,889
	17
	86
	0
	0
	0
	26

	317
	Handbags and personal leather goods
	31
	18
	-13
	12,944
	21
	48
	0
	0
	0
	40

	245
	Wood buildings and mobile homes
	80
	69
	-11
	17,551
	23
	86
	0
	0
	0
	71

	275
	Commercial printing
	362
	553
	191
	22,246
	263
	950
	3
	11
	8
	18

	313
	Footwear cut stock
	5
	4
	-1
	16,750
	29
	122
	0
	0
	0
	92

	391
	Jewelry, silverware, and plated ware
	59
	52
	-7
	18,077
	1,022
	818
	10
	8
	-2
	35

	279
	Printing trade services
	45
	72
	27
	24,736
	5
	0
	0
	0
	0
	0

	235
	Hats, caps, and millinery
	15
	16
	1
	12,938
	11
	40
	0
	0
	0
	25

	273
	Books
	106
	112
	6
	25,232
	730
	1,527
	5
	10
	5
	16

	319
	Leather goods, n.e.c.
	7
	8
	1
	12,125
	41
	63
	1
	2
	1
	48

	238
	Miscellaneous apparel and accessories
	55
	43
	-12
	12,047
	68
	304
	1
	4
	3
	42

	231
	Men's and boys' suits and coats
	96
	59
	-37
	13,305
	92
	168
	2
	4
	2
	52

	233
	Women's and misses' outerwear
	451
	352
	-99
	12,176
	121
	755
	2
	12
	10
	77

	272
	Periodicals
	71
	113
	42
	26,310
	446
	73
	3
	0
	-3
	25

	271
	Newspapers
	353
	438
	85
	20,562
	19
	670
	0
	0
	0
	7

	244
	Wood containers
	38
	36
	-2
	13,333
	19
	60
	0
	0
	0
	38

	241
	Logging
	82
	86
	4
	17,640
	1,653
	2,170
	13
	17
	4
	24

	237
	Fur goods
	3
	2
	-1
	20,500
	59
	61
	0
	0
	0
	48

	315
	Leather gloves and mittens
	3
	3
	0
	11,333
	9
	13
	0
	0
	0
	77

	303
	Reclaimed rubber
	0
	
	0
	0
	2
	0
	0
	0
	0
	0

	Total No Tech (<1% Engineers)
	6,999
	6,801
	-198
	18,614
	24,782
	41,429
	177
	313
	136
	38

	GRAND TOTALS
	18,239
	18,005
	-234
	23,713
	194,615
	342,109
	1,305
	2,353
	1,048
	38


	TOTAL U.S. MANUFACTURING EMPLOYMENT, 1977/1987

	
	TOTAL EMPLOYMENT
	
	

	STATE
	(000)
	1987

Payroll

($MM)
	1987

Pay/Job
($)

	
	1977
	1987
	GAIN
	
	

	High (6-26% Engineers)
	2,872
	3,568
	696
	107,063
	30,006

	Medium (3-6% Engineers)
	2,760
	2,572
	-188
	70,873
	27,556

	Low (1-3% Engineers)
	5,608
	5,064
	-544
	122,418
	24,174

	No (< 1% Engineers)
	6,999
	6,801
	-198
	126,591
	18,614

	TOTAL DIRECT JOBS
	18,239
	18,005
	-234
	426,945
	23,713


	TABLE 2

Total Manufacturing Employment by State, 1977/1987

	STATE
	Total Employment
	1987

Payroll

($MM)
	1987

Pay/Job
$
	Percent

Mfg.

Jobs
	Percent

Mfg.

Jobs

	
	(000)
	
	
	

	
	1977
	1987
	GAIN
	
	
	

	Alabama
	335
	358
	23
	7,044
	19,676
	100

	Alaska
	11
	9
	-2
	231
	25,667
	100

	Arizona
	96
	174
	78
	4,360
	25,057
	100

	Arkansas
	195
	222
	27
	4,140
	18,649
	100

	California
	1,688
	2,010
	322
	52,856
	26,297
	100

	Colorado
	135
	185
	50
	4,573
	24,719
	100

	Connecticut
	336
	328
	-8
	8,307
	25,326
	100

	Delaware
	36
	66
	30
	1,246
	18,879
	100

	District of Columbia
	13
	14
	1
	417
	29,786
	100

	Florida
	350
	497
	147
	10,655
	21,439
	100

	Georgia
	460
	540
	80
	11,037
	20,439
	100

	Hawaii
	23
	24
	1
	416
	17,333
	100

	Idaho
	48
	53
	5
	1,082
	20,415
	100

	Illinois
	1,186
	893
	-293
	22,283
	24,953
	100

	Indiana
	682
	599
	-83
	15,197
	25,371
	100

	Iowa
	233
	218
	-15
	5,052
	23,174
	100

	Kansas
	145
	190
	45
	4,046
	21,295
	100

	Kentucky
	256
	265
	9
	5,636
	21,268
	100

	Louisiana
	198
	170
	-28
	4,555
	26,794
	100

	Maine
	99
	113
	14
	2,337
	20,681
	100

	Maryland
	231
	241
	10
	5,832
	24,199
	100

	Massachusetts
	557
	564
	7
	13,707
	24,303
	100

	Michigan
	1,018
	877
	-141
	25,336
	28,889
	100

	Minnesota
	301
	349
	48
	8,450
	24,212
	100

	Mississippi
	214
	235
	21
	3,828
	16,289
	100

	Missouri
	370
	375
	5
	9,029
	24,077
	100

	Montana
	26
	21
	-5
	376
	17,905
	100


	TABLE 2

Total Manufacturing Employment by State, 1977/1987


	
	Total Employment

(000)
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	STATE
	
	
	
	

	Nebraska
	85
	96
	11
	1,985
	20,677
	100

	Nevada
	11
	24
	13
	525
	21,875
	100

	New Hampshire
	94
	108
	14
	2,444
	22,630
	100

	New Jersey
	675
	619
	-56
	15,481
	25,010
	100

	New Mexico
	26
	41
	15
	789
	19,244
	100

	New York
	1,388
	1,086
	-302
	26,785
	24,664
	100

	North Carolina
	725
	809
	84
	15,441
	19,087
	100

	North Dakota
	10
	16
	6
	345
	21,563
	100

	Ohio
	1,245
	1,006
	-239
	26,513
	26,355
	100

	Oklahoma
	144
	162
	18
	3,735
	23,056
	100

	Oregon
	195
	213
	18
	4,974
	23,352
	100

	Pennsylvania
	1,231
	977
	-254
	22,655
	23,188
	100

	Rhode Island
	124
	117
	-7
	2,278
	19,470
	100

	South Carolina
	369
	363
	-6
	6,976
	19,218
	100

	South Dakota
	21
	31
	10
	578
	18,645
	100

	Tennessee
	480
	493
	13
	9,958
	20,199
	100

	Texas
	832
	853
	21
	21,149
	24,794
	100

	Utah
	63
	88
	25
	1,834
	20,841
	100

	Vermont
	39
	52
	13
	1,103
	21,212
	100

	Virginia
	378
	399
	21
	8,537
	21,396
	100

	Washington
	230
	269
	39
	6,830
	25,390
	100

	West Virginia
	115
	87
	-28
	1,823
	20,954
	100

	Wisconsin
	511
	498
	-13
	12,006
	24,108
	100

	Wyoming
	6
	8
	2
	173
	21,625
	100

	US TOTALS
	18,239
	18,005
	-234
	426,945
	23,713
	100


	TABLE 3

High Technology Manufacturing Employment by State, 1977/1987 


	STATE
	High Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	
	(000)
	
	
	

	
	1977
	1987
	GAIN
	
	
	

	Arizona
	47
	81
	34
	2,418
	29,852
	47

	Vermont
	15
	24
	9
	565
	23,542
	46

	New Mexico
	5
	17
	12
	389
	22,882
	41

	California
	531
	747
	216
	25,029
	33,506
	37

	New Hampshire
	26
	38
	12
	934
	24,579
	35

	Colorado
	26
	65
	39
	1,859
	28,600
	35

	Massachusetts
	134
	184
	50
	5,249
	28,527
	33

	Utah
	10
	26
	16
	679
	26,115
	30

	Connecticut
	87
	93
	6
	2,772
	29,806
	28

	Louisiana
	43
	47
	4
	1,744
	37,106
	28

	Texas
	182
	234
	52
	7,850
	33,547
	27

	Washington
	30
	70
	40
	2,239
	31,986
	26

	Maryland
	43
	62
	19
	1,928
	31,097
	26

	Wyoming
	2
	2
	0
	63
	31,500
	25

	Florida
	62
	124
	62
	3,589
	28,944
	25

	Kansas
	21
	41
	20
	1,123
	27,390
	22

	Minnesota
	59
	75
	16
	2,233
	29,773
	21

	Maine
	7
	24
	17
	584
	24,333
	21

	Nevada
	4
	5
	1
	108
	21,600
	21

	Idaho
	3
	11
	8
	330
	30,000
	21

	New Jersey
	121
	122
	1
	3,698
	30,311
	20

	New York
	234
	214
	-20
	6,584
	30,766
	20

	Missouri
	52
	70
	18
	2,357
	33,671
	19

	Delaware
	6
	12
	6
	250
	20,833
	18

	Oklahoma
	22
	28
	6
	812
	29,000
	17

	Illinois
	191
	148
	-43
	4,129
	27,899
	17


	TABLE 3

High Technology Manufacturing Employment by State, 1977/1987

	
	High Tech Employment
	
	
	

	
	(000)
	
	
	

	STATE
	1977
	1987
	GAIN
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	Oregon
	14
	35
	21
	1,065
	30,429
	16

	South Dakota
	2
	5
	3
	98
	19,600
	16

	West Virginia
	17
	14
	-3
	431
	30,786
	16

	Wisconsin
	78
	75
	-3
	2,058
	27,440
	15

	Tennessee
	55
	72
	17
	1,986
	27,583
	15

	Arkansas
	24
	.31
	7
	760
	24,516
	14

	Pennsylvania
	163
	134
	-29
	3,740
	27,910
	14

	Nebraska
	10
	13
	3
	310
	23,846
	14

	Virginia
	41
	54
	13
	1,534
	28,407
	14

	Kentucky
	28
	34
	6
	949
	27,912
	13

	North Dakota
	0
	2
	2
	64
	32,000
	13

	Iowa
	24
	27
	3
	733
	27,148
	12

	Mississippi
	16
	29
	13
	568
	19,586
	12

	Ohio
	146
	121
	-25
	3,438
	28,413
	12

	Indiana
	90
	71
	-19
	1,888
	26,592
	12

	Alaska
	0
	1
	1
	32
	32,000
	11

	Rhode Island
	11
	13
	2
	286
	22,000
	11

	South Carolina
	30
	38
	8
	914
	24,053
	10

	Georgia
	24
	55
	31
	1,660
	30,182
	10

	Montana
	2
	2
	0
	55
	27,500
	10

	Alabama
	24
	34
	10
	915
	26,912
	9

	North Carolina
	43
	72
	29
	2,018
	28,028
	9

	Michigan
	67
	71
	4
	2,017
	28,408
	8

	Hawaii
	0
	1
	1
	29
	29,000
	4

	District of Columbia
	0
	
	0
	
	0
	0

	US TOTALS
	2,872
	3,568
	696
	107,063
	30,006
	20


	TABLE 4

Medium Technology Manufacturing Employment by State, 1977/1987

	STATE
	Medium Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	
	(000)
	
	
	

	
	1977
	1987
	GAIN
	
	
	

	Michigan
	434
	341
	-93
	11,693
	34,290
	39

	Delaware
	9
	20
	11
	443
	22,150
	30

	Indiana
	165
	145
	-20
	4,157
	28,669
	24

	Ohio
	288
	220
	-68
	6,671
	30,323
	22

	Oklahoma
	23
	35
	12
	914
	26,114
	22

	South Dakota
	2
	6
	4
	114
	19,000
	19

	North Dakota
	1
	3
	2
	75
	25,000
	19

	Connecticut
	64
	61
	-3
	1,628
	26,689
	19

	Nebraska
	12
	17
	5
	384
	22,588
	18

	Wisconsin
	97
	84
	-13
	2,329
	27,726
	17

	Kansas
	25
	31
	6
	707
	22,806
	16

	West Virginia
	17
	14
	-3
	322
	23,000
	16

	Utah
	8
	14
	6
	270
	19,286
	16

	Iowa
	40
	34
	-6
	924
	27,176
	16

	Louisiana
	32
	25
	-7
	784
	31,360
	15

	Rhode Island
	16
	17
	1
	430
	25,294
	15

	Kentucky
	41
	38
	-3
	967
	25,447
	14

	Virginia
	47
	56
	9
	1,456
	26,000
	14

	New Hampshire
	8
	15
	7
	374
	24,933
	14

	Minnesota
	37
	48
	11
	1,190
	24,792
	14

	South Carolina
	44
	48
	4
	1,165
	24,271
	13

	Massachusetts
	64
	73
	9
	1,952
	26,740
	13

	Illinois
	196
	115
	-81
	3,325
	28,913
	13

	Arkansas
	13
	28
	15
	519
	18,536
	13

	New Jersey
	80
	77
	-3
	2,052
	26,649
	12

	Colorado
	15
	23
	8
	594
	25,826
	12


	TABLE 4

Medium Technology Manufacturing Employment by State, 1977/1987

	STATE
	Medium Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg,

Jobs

	
	(000)
	
	
	

	
	1977
	1987
	GAIN
	
	
	

	Pennsylvania
	135
	120
	-15
	3,171
	26,425
	12

	New Mexico
	1
	5
	4
	107
	21,400
	12

	Maryland
	19
	29
	10
	683
	23,552
	12

	Tennessee
	61
	59
	-2
	1,485
	25,169
	12

	Mississippi
	22
	28
	6
	560
	20,000
	12

	Texas
	118
	101
	-17
	2,837
	28,089
	12

	Washington
	30
	31
	1
	823
	26,548
	12

	Maine
	7
	13
	6
	227
	17,462
	12

	Alabama
	29
	41
	12
	1,021
	24,902
	11

	New York
	186
	123
	-63
	3,558
	28,927
	11

	Oregon
	18
	24
	6
	636
	26,500
	11

	Missouri
	36
	41
	5
	1,138
	27,756
	11

	Florida
	40
	54
	14
	1,182
	21,889
	11

	North Carolina
	50
	76
	26
	1,911
	25,145
	9

	Georgia
	30
	48
	18
	1,229
	25,604
	9

	California
	181
	170
	-11
	4,374
	25,729
	8

	Nevada
	1
	2
	1
	60
	30,000
	8

	Vermont
	6
	4
	-2
	68
	17,000
	8

	Arizona
	6
	13
	7
	309
	23,769
	7

	Hawaii
	1
	1
	0
	24
	24,000
	4

	Idaho
	5
	1
	-4
	16
	16,000
	2

	District of Columbia
	0
	0
	0
	6
	0
	0

	Montana
	
	0
	0
	4
	0
	0

	Wyoming
	0
	0
	0
	5
	0
	0

	US TOTALS
	2,760
	2,572
	-188
	70,873
	27,556
	14


	TABLE 5

Low Tech Manufacturing Employment by State, 1977/1987

	STATE
	Low Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	
	(000)
	
	
	

	
	1977
	1982
	GAIN
	
	
	

	Ohio
	584
	444
	-140
	11,759
	26,484
	44

	Indiana
	284
	247
	-37
	6,505
	26,336
	41

	West Virginia
	52
	34
	-18
	696
	20,471
	39

	Illinois
	467
	341
	-126
	8,537
	25,035
	38

	Wisconsin
	180
	174
	-6
	4,423
	25,420
	35

	Pennsylvania
	486
	340
	-146
	8,693
	25,568
	35

	Kentucky
	90
	91
	1
	2,106
	23,143
	34

	Michigan
	352
	301
	-51
	7,965
	26,462
	34

	New Jersey
	238
	212
	-26
	5,315
	25,071
	34

	Iowa
	86
	73
	-13
	1,700
	23,288
	33

	Nevada
	1
	8
	7
	167
	20,875
	33

	Oklahoma
	47
	54
	7
	1,223
	22,648
	33

	Missouri
	131
	123
	-8
	2,823
	22,951
	33

	Arkansas
	64
	70
	6
	1,466
	20,943
	32

	Rhode Island
	32
	35
	3
	658
	18,800
	30

	Connecticut
	109
	96
	-13
	2,240
	23,333
	29

	Alabama
	108
	104
	-4
	2,493
	23,971
	29

	Tennessee
	134
	137
	3
	2,936
	21,431
	28

	Minnesota
	91
	93
	2
	2,241
	24,097
	27

	Kansas
	52
	50
	-2
	992
	19,840
	26

	Texas
	228
	217
	-11
	4,963
	22,871
	25

	New Hampshire
	24
	27
	3
	608
	22,519
	25

	Wyoming
	0
	2
	2
	30
	15,000
	25

	Maryland
	72
	60
	-12
	1,447
	24,117
	25

	Mississippi
	57
	57
	0
	1,028
	18,035
	24

	Massachusetts
	150
	134
	-16
	3,148
	23,493
	24


	Low Tech
	TABLE 5

Manufacturing Employment by State, 1977/1987

	STATE
	Low Tech Employment
	

	
	(000)
	

	
	1977
	1982
	GAIN
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg,

Jobs

	New York
	339
	252
	-87
	6,033
	23,940
	23

	Louisiana
	49
	39
	-10
	977
	25,051
	23

	Nebraska
	25
	22
	-3
	529
	24,045
	23

	Virginia
	80
	91
	11
	2,242
	24,637
	23

	Georgia
	90
	121
	31
	2,865
	23,678
	22

	Maine
	23
	25
	2
	721
	28,840
	22

	South Carolina
	59
	80
	21
	1,743
	21,788
	22

	Washington
	58
	58
	0
	1,526
	26,310
	22

	California
	408
	432
	24
	10,113
	23,410
	21

	Florida
	85
	104
	19
	2,170
	20,865
	21

	North Carolina
	123
	155
	32
	3,637
	23,465
	19

	Montana
	6
	4
	-2
	64
	16,000
	19

	Colorado
	42
	35
	-7
	779
	22,257
	19

	Arizona
	15
	32
	17
	725
	22,656
	18

	Utah
	16
	16
	0
	353
	22,063
	18

	Oregon
	42
	37
	-5
	946
	25,568
	17

	Delaware
	9
	11
	2
	226
	20,545
	17

	Vermont
	4
	8
	4
	173
	21,625
	15

	Idaho
	5
	7
	2
	131
	18,714
	13

	North Dakota
	2
	2
	0
	61
	30,500
	13

	Alaska
	2
	1
	-1
	29
	29,000
	11

	New Mexico
	3
	4
	1
	67
	16,750
	10

	South Dakota
	3
	3
	0
	111
	37,000
	10

	Hawaii
	1
	1
	0
	29
	29,000
	4

	District of Columbia
	0
	0
	0
	6
	0
	0

	US TOTALS
	5,608
	5,064
	-544
	122,418
	24,174
	28


	TABLE 6

No Tech Manufacturing Employment by State, 1977/1987

	STATE
	No Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	Percent

Mfg.

Jobs

	
	(000)
	
	
	

	
	1977
	1987
	GAIN
	
	
	

	District of Columbia
	13
	14
	1
	405
	28,929
	100

	Hawaii
	21
	21
	0
	334
	15,905
	88

	Alaska
	9
	7
	-2
	170
	24,286
	78

	Montana
	18
	15
	-3
	253
	16,867
	71

	Idaho
	35
	34
	-1
	605
	17,794
	64

	North Carolina
	509
	506
	-3
	7,875
	15,563
	63

	Georgia
	316
	316
	0
	5,283
	16,718
	59

	North Dakota
	7
	9
	2
	145
	16,111
	56

	Oregon
	121
	117
	-4
	2,327
	19,889
	55

	South Dakota
	14
	17
	3
	255
	15,000
	55

	South Carolina
	236
	197
	-39
	3,154
	16,010
	54

	Mississippi
	119
	121
	2
	1,672
	13,818
	51

	Alabama
	174
	179
	5
	2,615
	14,609
	50

	Wyoming
	4
	4
	0
	75
	18,750
	50

	Virginia
	210
	198
	-12
	3,305
	16,692
	50

	Nebraska
	38
	44
	6
	762
	17,318
	46

	New York
	629
	497
	-132
	10,610
	21,348
	46

	Tennessee
	230
	225
	-5
	3,551
	15,782
	46

	Maine
	62
	51
	-11
	805
	15,784
	45

	Rhode Island
	65
	52
	-13
	904
	17,385
	44

	Florida
	163
	215
	52
	3,714
	17,274
	43

	Arkansas
	94
	93
	-1
	1,395
	15,000
	42

	Washington
	112
	110
	-2
	2,242
	20,382
	41

	Pennsylvania
	447
	383
	-64
	7,051
	18,410
	39

	Iowa
	83
	84
	1
	1,695
	20,179
	39

	Kentucky
	97
	102
	5
	1,614
	15,824
	38


	TABLE 6

No Tech Manufacturing Employment by State, 1977/1987

	STATE
	No Tech Employment
	1987

Payroll

($MM)
	1987

Pay/Job

($)
	

	
	(000)
	
	
	Percent

	
	1977
	1987
	GAIN
	
	
	Mfg. 

Jobs

	Minnesota
	114
	133
	19
	2,786
	20,947
	38

	Missouri
	151
	141
	-10
	2,711
	19,227
	38

	Nevada
	5
	9
	4
	190
	21,111
	38

	Maryland
	97
	90
	-7
	1,774
	19,711
	37

	New Mexico
	17
	15
	-2
	226
	15,067
	37

	Utah
	29
	32
	3
	532
	16,625
	36

	Kansas
	47
	68
	21
	1,224
	18,000
	36

	Texas
	304
	301
	-3
	5,499
	18,269
	35

	Delaware
	12
	23
	11
	327
	14,217
	35

	Louisiana
	74
	59
	-15
	1,050
	17,797
	35

	New Jersey
	236
	208
	-28
	4,416
	21,231
	34

	Colorado
	52
	62
	10
	1,341
	21,629
	34

	Wisconsin
	156
	165
	9
	3,196
	19,370
	33

	California
	568
	661
	93
	13,340
	20,182
	33

	Illinois
	332
	289
	-43
	6,292
	21,772
	32

	Vermont
	14
	16
	2
	297
	18,563
	31

	Massachusetts
	209
	173
	-36
	3,358
	19,410
	31

	West Virginia
	29
	25
	-4
	374
	14,960
	29

	Oklahoma
	52
	45
	-7
	786
	17,467
	28

	Arizona
	28
	48
	20
	908
	18,917
	28

	New Hampshire
	36
	28
	-8
	528
	18,857
	26

	Connecticut
	76
	78
	2
	1,667
	21,372
	24

	Indiana
	143
	136
	-7
	2,647
	19,463
	23

	Ohio
	227
	221
	-6
	4,645
	21,018
	22

	Michigan
	165
	164
	-1
	3,661
	22,323
	19

	US TOTALS
	6,999
	6,801
	-198
	126,591
	18,614
	38
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SUMMARY





CREATING AND RUNNING EPZs IS NOW PRIMARILY A POLITICAL ISSUE NOT AN ECONOMIC ONE!





GET INFORMED


GET INVOLVED!
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Focus on Agriculture is


Focus on the Past





1.  Must move workers off the land


a.  No country is rich with more than 10% of its population primarily farmers.


b.  Commodity prices will continue to be unstable with declining trend.


c.  How does encouraging agricultural dependency help development?


d.  How does it help development to slow the process of improving rural labor productivity?


E.  If agriculture were a good solution, why do nearly all developed countries heavily subsidize it?








� Mr. Bolin was an invited speaker at the founding of WEPZA by UNIDO and 29 countries at Manila, Philippines February 3, 1978 and has been an advisor since that time.  He is Director of The Flagstaff Institute which WEPZA selected to manage its Secretariat in 1985 and became Director Emeritus of WEPZA at this conference.  Since 1978 WEPZA has attracted EPZ members from 60 countries with operations in a total of 66 countries.  Mr. Robert Haywood is Director and CEO of WEPZA, Associate Director of The Flagstaff Institute and President of International Parks, Inc., a consultancy.  


�     The announcement of 9 May, after this talk was given, by EU Trade Negotiator Pascal Lamy that G-90 countries would not need to give reciprocal market access is the first step in watering down the Doha Development Agenda.  Expect similar parings in other parts of the negotiations.


	�John Mutti is the Sidney Meyer Professor of International Economics at Grinnell College, and he has served as a senior staff economist at the Council of Economic Advisers and in the U.S. Treasury Department’s Office of International Tax Analysis.  





� Primarily under the form of uncontrolled pollution, environmental degradation, destruction of wildlife habitat, loss of biodiversity, but also in the creation of belts of poverty around or in large cities in both developed and developing economies.


� This last point springs from a concern with the direct cost of EPZs to their host economies. These costs include infrastructural investments, tax breaks and investment incentives, and operation costs (see Warr, 1989b).


� GATT Newsletter 45, April 1987, p.1


�  Industry and Development Global Report 1988/89, p.7, United Nations Industrial Development Organization
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Specific Points

		Seek stability in preference-length and review

		Dilute rules of origin with regional accumulation

		Can a QIZ type program be developed?

		Get trade preference for non-trade concessions

		Try for funds for concessions



Trade tax holiday for capital grants from EU!

Infrastructure Financing

Etc.
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GSP

		Specific items not useful

		Competitive needs test

		Rules of Origin

		Unstable authority-



Reviewed regularly

Short term retroactive





Ineffective
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QIZ Rules

		 At least 11.7 per cent of the final product must be contributed by the Jordanian manufacturer in the QIZ and 8 per cent by an Israeli manufacturer (7 per cent for hi-tech products). As for the rest (15.3 per cent) it can be fulfilled from QIZ Jordan, the West Bank/Gaza Strip, Israel or the US. The other 65 per cent production expenditure can be from anywhere in the world.



		 Jordanian and Israeli manufacturers must each maintain 20 per cent or more of total production cost, which include among others wages salaries, design, and materials.





		 QIZ producers are allowed to mix and match between the above two methods, as long as the total cost of production plus the cost of the material content equals at least 35 per cent of the appraised value of the product.














