
Table of Contents 
No table of contents entries found.Opening Remarks 
Robert C. Haywood .............................................................................................. 1 
 

Welcome 
Mehmet Demirel ................................................................................................... 5 
 

Inauguration 
Kursad Tuzmen .................................................................................................... 7 
 

Free Zones and the WTO Agreement on Subsidies and Countervailing 
Measures 
Raúl A. Torres .................................................................................................... 11 
 

Free Zones in the European Community 
Mıchael Lux ........................................................................................................ 23 
 

The Role of EPZs in Trade Development 
Anthony Kleitz ..................................................................................................... 27 
 

Opportunities along the Silk Road 
Mıchael Gıllıbrand .............................................................................................. 35 
 

Turkey's Opportunities along the Silk Road 
Suat Hayri Aka .................................................................................................... 45 
 

Let Turkey Become a Trading Nation 
Timoçin Sanalan ................................................................................................. 51 
 

Legal Conflicts Call for Independent Administration of Zones 
Dr. Bumin Dogrusoz ........................................................................................... 61 
 

Chaotic Zone Policy: Can Turkey do Better? 

Prof. Dr. Kenan Mortan ....................................................................................... 67 
 

Successful Zone Strategies in Ras Al Khaimah 
Oussama El Omari ............................................................................................. 73 
 

Successful Zone Strategies in Bangladesh 
General Ashraf Abdullah Yusuf .......................................................................... 79 
 

Extraordinary Services Free Zone Managers Can Use to Attract Global 
Manufacturer’s: The Viewpoint of a Global Manufacturer 

Robert H. Walpole .............................................................................................. 83 
 

Successful Zone Strategies in Antopolis Science Park 
Alaın Andre ......................................................................................................... 89 
 

Successful Zone Strategies in Jebel Ali 
Asim Al Abbasi ................................................................................................... 95 
 

International Competitiveness and Free Zones 
Richard L. Bolin ................................................................................................ 101 
What Factors Determine the Success of EPZs? Analysis of Selected  



South Asian Countries 
Dr. Aradhna Aggarwal ...................................................................................... 105 
 

International Investments in Turkey 
Mustafa Alper ................................................................................................... 113 
 

Using Zones to Create a Competitive Investment Climate 
Fatima Shah ..................................................................................................... 119 
 

Logistics and EPZ Competitiveness 
Enrico Pinali ..................................................................................................... 127 
 

Vision for Turkish Free Zones 
Adnan Nas ....................................................................................................... 133 
 

Current Issues and the Future of Turkish Free Zones 
Vacit Şar ........................................................................................................... 141 
 

Conference Recap 
Robert C. Haywood .......................................................................................... 149 

 



 

 

 

 

 

 

 

By telegram: 

 

―Dear Minister of State Mr. Kursad Tuzmen,  

I would like to thank you for your kind invitation to the 24th Conference of 

World Economic Processing Zones Association.  

 I have every confidence in this Conference as a dynamic meeting point 

where the representatives of world free zones come together to exchange their 

technical knowledge and experience and present strategies regarding current 

trends.  

I greet you with respect and wish the conference success towards the 

goals it seeks to attain.  

            Recep Tayyip Erdoğan  

Prime Minister 
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Opening Remarks 
Robert C. Haywood  

WEPZA Director 

 
I am very pleased to be here in Antalya. The city I have seen so far is one 

of the most beautiful parts of Turkey I have ever been in. I first came to Turkey in 
1977, and I saw a country that was far less developed and far less optimistic 
about its future than I see today—where there is now a confidence in the country 
and some very able leadership. I would like to thank some of that leadership, 
particularly State Minister Kursad Tuzmen, who has been a friend of WEPZA for 
many, many years, and the guiding light in the Free Zone movement here in 
Turkey for as long as there has been a Free Zone movement in Turkey. I also 
would like to thank Mr. Demirel, the General Director of Free Trades Zones in 
Turkey for hosting another of our meetings. In fact I would like to thank all the 
heads of the Free Zones of Turkey for the support they have given us over the 
last decade. I would like to thank particularly Mrs. Nash from the Antalya Free 
Zone for being our host in the city.  

 
I was asked to come here 10 years ago, and this is the first time I have 

been able to make it.  I appreciate the invitation to come down here, not only for 
myself, but on behalf of the whole WEPZA family. I would also like to thank the 
Istanbul Airport Free Zone who hosted me on my preliminary visit in January, and 
I would like to pay special thanks to Senol Turkyilmaz. I would like her to be 
recognized, as she has been the force in Turkey who has kept me organized to 
get this conference going. Thank you very much. I am very glad to see so many 
of you here; indeed I am very pleasantly surprised.   

 
With so many issues that are critical today such as climate change, global 
epidemics from bird flu, malaria, HIV and other diseases, nuclear proliferation, 
shortages of water and other natural resources, depletion of fish stocks and 
potential famine to mention just a few of the items that portenend global crisis. 
There would not appear to be much to look forward to.   
 
By being here for the next three days to discuss Economic Zones, we are either 
showing unwarranted optimism in the face of certain disaster, or we are perhaps 
in complete denial of how miserable our future is. I prefer to believe in another 
option; that we are optimistic and optimistic for a reason. I am reminded of a 
song that includes these lines:  
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There are hurricanes in Florida 
And Texas needs rain 

There is rioting in Africa 
There is strife in Iran 

What nature does not do to us 
Will be done by our fellow man 

 
Perhaps not so much has changed since this song was written in 1952; 

more than a half century ago.  
 
In many ways the world is not seen as very different. Even some of the 

issues are the same. We survived that era of despondency quite well and several 
other eras of malaise and despondency since. So it heartens me to see so many 
here sharing our optimism, or my optimism, that we do have a future; a future in 
which economic zones and economic development will be important.  Zones will 
be able to contribute to creating strong and sustainable economic foundations 
from which the world can better cope with the crises and challenges that are in 
our newspapers and in our thoughts today.  

 
In our meetings over the next two days, we are going to discuss a number 

of specific topics; topics that I hope we have a direct impact on the way you 
operate your zones. There are really two themes running through this 
conference. The first is what is happening today. We look particularly at Europe, 
a principle market for Turkish Free Zones and indeed for many of the zones 
present here. We look at the state of trade today, particularly deeply troubled 
multilateral trade negotiations, the Doha Round. Negotiations that have a high 
probability of not being successful or as significant as we all originally hoped they 
would be; negotiations where the ―big-six‖ WTO countries announced last week 
another deadline.  If you recall the negotiations, I do not believe there is a single 
deadline that the Doha Round negotiations have met. They call for another 
deadline at the end of this year, rather than making an announcement that they 
had converged on some of the critical issues. We look at the current state of the 
Turkish economy and its Free Zones, and the troubled relationship with the 
European Union, but then we move to look at the future.  

 
Tomorrow focuses mostly on the future. How can zones cope successfully 

with the future; how can they adapt to the challenges of today? We will look at 
how zones can develop a more comprehensive package of services:  Services 
which are compliant with the rules and regulations that are coming from multiple 
sources. Indeed, the impact of the multilateral round being in trouble is that there 
are far more regional and bilateral agreements which make the rules different for 
various countries and regions you trade with and increasingly complicate the 
trade environment.  Those of you who were with us ten years ago when we had 
another meeting in Turkey will remember that we talked about how rules of trade 
were becoming more complicated. There are bigger volumes and more difficulty 
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dealing with what is required for certificates of origin; there are more issues 
dealing with the safety of food, toys and other products.   

 
Twelve years ago, when the WTO was founded, there were some who 

projected that Free Trade Zones were institutions from the past.  They said the 
WTO was going to eliminate a need for them.  I predicted here in 1996 that 
Zones were going to expand, because the WTO would help world trade expand, 
and the trade-expanding institutions, those that facilitate trade-like free trade 
zones, were going to expand with it…In the last decade there has been an 
explosion of Free Trade Zones.  Now there are at least 2965 zones in 138 
countries. 

 
We are also going to look at newly emerging information about how zones 

can become competitive, and how we can now measure what we mean by being 
competitive; how zones can gain a comparative advantage.  ―Comparative 
advantage‖ is an interesting concept because I have observed that many people, 
even economists, seem to be confused with the concept and that of absolute 
advantage.  I recently heard a man describe the difference between comparative 
advantage and absolute advantage.  His description was, if you go out on a 
camping trip as a family, your father may know how to build a fire better, how to 
fish better, how to put up the tent better, how to cook dinner over a fire better, 
how to read a map better than any one else in the group.  He has an absolute 
advantage in everything.  But the trip is a lot more fun and a lot more productive 
if everybody in the family does something. If perhaps the son collects the wood, 
the daughter does the fishing, the father may put up the tent, and the mother may 
light the fire. By doing this time is used more efficiently, and in fact a large 
amount of time is saved. Everyone not only has more fun, but is contributing to a 
much more pleasant experience. Indeed, dinner is probably better and served on 
time if everyone does something where they have some comparative advantage 
even if the father has the absolute advantage at every task.   

 
We see the same situation when people say ―China does everything better 

than we do‖. First, I can assure you that It is not true, but more importantly it‘s not 
relevant. You will do things that can keep you workers productively employed 
where you have a comparative advantage, even if you do not have an absolute 
advantage in anything! Never-the-less, I believe there are areas where Turkey 
has absolute advantages, and there are areas where it has comparative 
advantage. Nobody needs to be left out or left behind.  

 
That is in part why we focus on the second theme which is helping people 

understand how to move toward more service oriented zones, zones that are 
more integrated with their economies, zones that lead their economies into new 
areas, zones that contribute to a dynamic and growing global wealth. In the end, 
all of the earlier problems we have discussed can be coped with better if there 
are more resources available to cope with them. In the newspaper today there is 
a discussion that the poor are going to be hurt the most because of global 
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warming. It is not necessarily because they are where the earth will warm the 
most, but it is because they have the least resources to deal with the change.  

 
So I think our optimism in being here to talk about economic development 

and economic zones is not unreasonable.  It is well placed.  It is showing a vision 
of the future that we all share as a family of WEPZA, moving to make a better 
world for everyone. I end this with a quote from Peter Drucker, the famous 
American management guru, who in July 2001 wrote to us and said:  

 
“To create wealth jobs and income in the desperately poor 
countries, WEPZA is the only poverty program that works.” 
 
I welcome you in joining us in looking to the future with optimism, hope 

and energy. Thank you.  
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Welcome 
Mehmet Demirel 

Director General of Turkish Free Zone Directorate 

 
Dear Minister, Guest Minister, Governor, Undersecretary, Metropolitan 

Mayor, honorable Directors General, distinguished participants, and press 
members: Welcome to 2007 Antalya Conference of WEPZA, World Economic 
Processing Zones Association. 

  
International organizations and non-governmental organizations are very 

good platforms where parties can demand their fair share, and WEPZA is a very 
good international organization that has proven itself in the field of Free Zones.  
Our objective in this conference will be to present to our participants, and share 
with them, the current advances and research studies carried out in this field.  
 
It is my pleasure to host you in Antalya, one of the first Free Zones in Turkey and 
a very successful one. The city of Antalya not only has proven itself as a center 
of tourist interest, but also is on the way to compete with Istanbul as a city of 
conferences. We are proud to host you in Antalya, which we have purposely 
chosen for this very important conference.  

 
In the presence of our participants, I would like to thank Turkish Free Zone 

founder and operating companies for their invaluable contributions to this 
program and to my colleagues who, as Mr. Haywood has mentioned, prepared 
this program with sincere and devoted efforts. 

 
Initiated as a Free Ports Program, the free zone experience now involves 

more than one definition of zones. Our Free Zones, generally contribute to 
international development having been designed, as in Asian countries, to 
increase exports.  As in the European Union countries, they have also been used 
specifically for underdeveloped regions, as zones receive more privileged 
incentives than the other regions of the country. However, due to constrictions in 
trade and finance policies, today the Free Zones have gained more importance 
with respect to their locations and other advantages. Our companies are faced 
with the necessity to choose the closest location either to the customer or to the 
market under highly competitive conditions in the global market. Thus our Free 
Zones occupy the best place within the procurement chain to provide logistical 
support. The Free Zones in our country have especially satisfied this condition.  

 
Another aspect of Free Zone firms is their role as investors. They, along 

with their investments in their own countries, invest in the Free Zone. Hence, 
both the foreign capital and the country's own firms, provide technology, 
information flow and added value transfers within the hinterland occupied by the 
Free Zone.   
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The main theme for this year's WEPZA Conference has been determined 
as ―Opportunities and Challenges for Free Zones in a Globalizing Economy‖.  As 
As a result of the mutual interaction brought out by globalization, there emerged 
non only new opportunities and challenges for Free Zones, but also a significant 
new aspect for Free Zones; an alternative method to optimize the use of such 
opportunities and challenges.  The world now should be perceived as one 
complete market.  
 

One of the most distinct incentives of our Free Zones, their tax incentives, 
will gradually be eliminated. As required by the World Trade Organization, tax 
subsidies will be constricted and removed. In turn, what will be more emphasized 
are the roles of Free Zones as promoters of exports performance and as 
logistical locations providing more convenient means of access to the market.  
With rapid adjustment, Free Zones in Turkey made great contributions in the past 
20 years and reached a trading volume exceeding US$ 125 billion.  The last 
year's efficiency was US$ 23.8 billion, which we have achieved with 3,800 firms 
in total.  

 
Dear Minister, Dear Guest Minister, distinguished guests: I welcome and 

greet you again with my sincere wishes that this conference can define the right 
policies to be adopted by Free Zones and countries, and can also serve as an 
initiating base for the development of new collaboration projects in this field. 
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Inauguration 
KURSAD TUZMEN 

State Minister, Republic of Turkey 
WEPZA President 

 
Let me express how delighted I am to see once again my friends and 

colleagues from all around the world. It pleases me that to hold another 
International Conference and General Assembly of WEPZA, World Economic 
Processing Zones Association, which was founded 29 years ago with the 
initiative of the United Nations. As you all know, the main topic of this year‘s 
International Conference is ―Opportunities and Challenges for Free Zones in a 
Globalizing Economy‖. This theme reminds me of the belief of some that the 
current integration process of the global economy will abolish the necessity for 
Free Zones in the world. Frankly, I have difficulty in justifying this. Globalization 
and Free Zones are two phenomena that complement each other. The history of 
Free Zones is one that creates support for free trade; one that is a catalyst of free 
trade. It should be noted that, many countries have become a part of the 
international economic system via Free Zones.    

 
Please recall that in 1970s, the beginning years of the last wave of 

globalization, also set a really bright stage for Free Zones. During that period, 
theorists, and advocates of globalization used to define and suggest Free 
Zones—together with privatization—as ideal tools for the new international 
division of labor and for integration of developing countries with international 
markets. During these years, the countries that could not promptly open up their 
economies to free trade were establishing special zones that were named Free 
Zones, Export Processing Zone, Special Economic Zones, etc., and were using 
those zones like an economic laboratory. A great number of countries were 
testing new business methods including reduced bureaucracy and one-stop-
shops, their capacity and ability to create logistics at international standards, and 
first and foremost the free trade itself, in Free Zones.  
 

Distinguished participants: Although good governance is of great 
importance, states still do have a number of industrial policy instruments they can 
use. It is true that the European Union, the World Trade Organization, and the 
OECD have some ongoing work and current regulations aimed at placing 
international competition on fair grounds. Nevertheless, there is not any obstacle 
for creating new industrial policies that are 1) well-described, 2) transparent, and 
3) harmonious with international rules. In addition to these three factors, another 
essential condition for producing efficient industrial policies in the new era is 
democratic participation. Industrial policies are not any more formulated behind 
the close doors of government offices as they used to be in the past. Instead, 
they are discussed in democratic platforms where the public and private sectors 
and the NGOs come together in convenient composition.   
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As a matter of fact, at this very moment, we are hosting a meeting of this 
type. If we recall that we are also celebrating the 29th anniversary of WEPZA 
here, we could indeed better understand how much ahead we, the Free Zone 
people of the world, have understood the importance of gathering public and 
private sectors in an environment of free discussion.   
 

Further developments of global trade will not reduce the importance of 
Free Zones. On the contrary, it will help them to operate in different models as 
significant components of economic policies. It is not true-to-life and rational to 
block the progress of Free Zones without having an principled comprehension of 
the globalization process. I especially think that the countries undergoing 
development will not be pleased to lose their policy instruments. If I state that 15 
percent of global trade volume is realized via Free Zones, I can better indicate 
the importance of an economic policy we are talking about.  

 
In 1996, when we hosted a WEPZA Conference in Turkey, for the first 

time, in Istanbul, exports of Turkey were around US$26 billion. In the same year, 
total volume of trade in Turkish Free Zones was US$3.6 billion. Seven years 
later, in 2003 we were all together again in Istanbul. That year, Turkey‘s exports 
amounted to US$47 billion, while Free Zones‘ trade increased five-fold and 
reached US$16.6 billion. And now, once again we are gathering in Turkey, this 
time in Antalya. After a year of robust export performance to around US$85 
billion in 2006, we expect US$100 billion in 2007. Free Zones‘ volume of trade 
reached at the level of 24 billion dollars in 2006.    

 
I have to state that the Free Zones of Turkey are moving ahead on the 

path to success. The success of the Free Zone policies we have been practicing 
can be traced by the following statistics: Free Zones host 3,900 companies–
among which are many global giants, and employ more than 40,000 direct and 
160,000 indirect people. Even during the most troublesome days of the Turkish 
economy, Free Zones were of use not only as a vital environment for local 
producers by providing inputs at lower costs, but also as an ―incubator‖ that 
prepared small companies for international trade and developed them as 
exporters of the future.   
 

As you will all recall, during the conferences held in 1996 and 2003 in 
Istanbul, we discussed the role of Free Zones in the 21st century, and the 
opportunities and threats that faced Free Zones. Today, at the point where we 
stand, we are talking about the changed character of these opportunities and 
threats. As an efficient NGO evaluating these very elements of threat and 
opportunity, WEPZA has been benefiting from all available platforms to make a 
realistic promotion of Free Zones, Technoparks, Science Parks and all other 
Special Economic Zones with various names.  

 
Taiwan, Dubai, Thailand, China, Ireland, South Korea, Mexico are all 

instances of how Free Zones of different models may be pioneers of 
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development and free trade. We have discussed them in detail in former 
conferences. Though not in the same detail, another issue we discussed 
occasionally was the position of Free Zones in an environment of genuine free 
trade. This year‘s conference, where we will evaluate Free Zones within the 
context of globalization, will give us the opportunity to make an in-depth analysis 
of this issue. 

 
Thanks to the support they provide to free trade and their capacity to apply 

new technologies and to create new jobs, Free Zones will continue their 
existence in the future as important tools of development. However, throughout 
this period, current Free Zone regimes and applications will have to be 
continuously revised, the same way as every time and every policy tool should 
be. As I have already mentioned within the context of industrial policies, there are 
a number of ongoing works being run by the international organizations about 
subsidies and unfair trade.  

 
Free Zones are also evaluated from different perspectives, and it is 

especially this context where WEPZA may play an eminent role. WEPZA has 
direct connections with many international organizations like UNIDO, WTO, ILO, 
and OECD. WEPZA advocates for all affiliated Free Zones, Technoparks, and 
Export Processing Zones before these organizations. During WTO Ministerial 
Conferences WEPZA representatives are always among us. In short, WEPZA is 
the unique organization that presents the contributions of Free Zones to the 
international economy and on international platforms. 

 
For Free Zones to serve their purpose and survive, we should precisely 

determine the situations that bottleneck the global economy and trade, and we 
should focus our support to those situations. We also ought to create new 
capabilities in logistics to serve world trade better. The advantage of Free Zones 
cannot be confined only to current tax incentives. We should also note that these 
incentives are getting diminished. Therefore we have to explore new fields to act, 
create new projects and prepare our Free Zones for the future. Each Free Zone 
will come up with an innovation that will set it apart from the others.  

 
Today, as globalization deepens, Free Zones are emerging as centers of 

logistics.  In newer types of free zones, cutting edge application lie e-commerce, 
internet cities and even medical complexes create new opportunities for 
economic development.  

 
Taiwan‘s transformation of the order procurement system known as 5/95 

into 3/971, Dubai Internet City, Internet Media Free Zone, media cities, 
Healthcare Free Zones, construction of the Space Camp in Aegean Free Zone, 
founding of TUBITAK Marmara Research Center Technology Free Zone, 

                                                 
1
 Editor's note: 5/95 referrers to a company's objective to ship 95% of their orders within five days 

of receiving the order.  Moving to a system that ships 97% of customer orders within three days 3/97 is 

difficult but is seen as being more responsive to the customers needs. 
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Bangalore of India, Multimedia Super Corridor of Malaysia and M-2002 Institution 
in Indonesia are all products of this approach. WEPZA also serves as a network 
where these experiences of diversification are evaluated. These conferences 
provide a unique opportunity to create a productive dialogue among Free Zones 
of the world.  
 

As you are all well aware, economists supporting market economy and 
free global trade perceive Free Zones as a sub-stage, a second-best to the ideal 
environment where all taxes and restrictions are lifted. In fact, our ultimate goal is 
to lift all barriers of trade all over the world. However, when we cannot achieve 
this goal, when we cannot open up the borders of countries to free trade; we 
should at least choose to define and integrate smaller enclaves with global 
markets. We name these enclaves Free Zones and as I have recently mentioned 
we use them as laboratories where we run experiments on liberalizing the market 
economy. 

 
Distinguished guests, members of WEPZA, businessmen and press 

members: In the following two days there are very notable sessions where we 
will discuss the interaction between Free Zones and the dynamics of global 
economy, threats and opportunities of the new era, problems facing Free Zones 
and possible solutions. We will try to set the theoretical base that will move Free 
Zones one step ahead. We will have the chance to listen to the valuable 
comments of prominent academicians and field experts. As I am enthusiastically 
awaiting these sessions, I would like to conclude my remarks here and greet all 
of you with respect.     
 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

11 

FREE ZONES AND THE WTO 
AGREEMENT ON SUBSIDIES AND 

COUNTERVAILING MEASURES 
Raúl A. Torres 

WTO LEGAL AFFAIRS OFFICER, DEVELOPMENT DIVISION 

 
 

What is a Free Zone? 
 

Free Zones1 have become increasingly popular as trade promotion policy 
instruments especially in developing countries, to the point where in some 
developing countries a large proportion of their exports currently originates in 
Free Zones.  In 1992 the World Bank defined Export Processing Zones as 
"fenced-in Industrial Estates specializing in manufacturing for exports that offer 
firms free trade conditions and a liberal regulatory environment"2, this concept 
has evolved, and rules on domestic sales and the physical delimitation of the 
zones have in some cases become more flexible.  Nevertheless, the objectives 
pursued by countries which use Free Zones have remained constant.  These 
objectives include: development of disadvantaged regions, generating income 
and employment, attracting investment – especially foreign direct investment, 
and promoting technology transfer.  The objectives listed above are usually 
pursued through Free Zones by providing a series of incentives to companies 
and firms operating in those zones.  These incentives are commonly of a fiscal 
nature (tax breaks and exemptions), a regulatory nature (flexible rules on 
importation and labor), and infrastructural (easy access to improved services, 
research facilities and skilled labor).  This article will focus mostly on the fiscal 
incentives provided in the Free Zones and how they are regulated by the WTO 
Agreement on Subsidies and Countervailing Measures (SCM Agreement). 

                                                 

 The author is a Legal Affairs Officer in the Development Division of the WTO Secretariat.  The 

views expressed in this article are those of the author and do not represent, in any way, the official views of 

the WTO Secretariat or its Members.  The author wishes to thank Jesse Kreier, Gary Lebowitz, Mark 

Koulen, Alberto Campeas and Hans-Peter Werner for their valuable input into this article.  However, any 

mistakes are exclusively attributable to the author. 

This Article will appear in the Global Trade and Customs Journal Volume 2, Issue 5 (May 2007) 
1
 Although the term Free Zone is used in this article these types of programs are also known, 

among other terms, as Free Trade Zones, Foreign Trade Zones, Duty Free Zones, Export Processing Zones, 

Enterprise Zones and Special Economic Zones.  As explained in this article the actual name of the program 

is not relevant for determining its status under the WTO SCM Agreement.  What is relevant is the type of 

benefits and conditions associated with the operations of enterprises inside the Free Zone.  
2
 World Bank. 1992. “Export Processing Zones.” Policy and Research Series Paper 20. Industry 

and Energy Department, Washington, D.C. 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

12 

The obligations in the SCM Agreement  
 

The obligations in the SCM Agreement have a direct impact on the Free 
Zone programs of WTO Members.  Given the nature of the obligations in the 
SCM Agreement, this impact concerns mostly the type of Free Zones where 

there is some manufacturing activity, rather than 
just transit or commercial activities.3   

In order to understand how the SCM 
Agreement affects Free Zones it is important to 
recall some of the basic definitions in the 
Agreement.  Article 1.1 defines a subsidy as a 
financial contribution by a government that confers 
a benefit to the recipient.  Article 1.2 introduces the 
concept of specificity and provides that only those 
subsidies that are specific are covered by the 
Agreement.  Another important concept that is 
relevant in the context of the disciplines that 
regulate which kind of subsidies Members may use 
is the distinction between prohibited and actionable 
subsidies.  Prohibited subsidies are those which 
are either contingent upon export performance or 
upon the use of domestic over imported goods; 
these subsidies are commonly referred to as export 
subsidies and import substitution subsidies.   

The second category is actionable 
subsidies, which includes all subsidies that are not 
prohibited and which may cause adverse effects to 
the interests of other Members.  Regarding 
specificity the Agreement provides that a subsidy 
may be considered specific if access to it is limited 
to a particular industry, enterprise or group of 
enterprises, or region.  Subsidies are also 
automatically deemed to be specific if they fall 
within the prohibited subsidies category.  It is 
important to keep this in mind, as in some cases 
the type of benefits and the structure of some Free 
Zones might actually put them into the prohibited 
subsidies category.  Prohibited subsidies, as their 
name implies, is the category which is more strictly 

                                                 
3
 Editors Note:  The SCM Agreement covers only "goods".  It is important to note that SCM rules 

do not apply to the service sector.  Also, subsidies on agricultural products are very complex and covered in 

other agreements.   

Subsidy Definition

 Financial contribution

 By a government

 That provides a benefit to the recipient

 Specific

Specificity

 Region

 Industry

 Enterprise or group of enterprises

 Prohibited subsidies

Prohibited Subsidies

 Export subsidies

 Import substitution subsidies

Actionable Subsidies

All others which cause adverse effects

Nullification and impairment

Injury

Serious prejudice
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regulated by the Agreement.  The reason for this is that Members consider that 
this type of program directly affects international trade and alters competitive 
conditions.   

The SCM Agreement does not have rules specific to Free Zones.  
Therefore, the conformity of Free Zones cannot be analyzed as a single program.  
Rather, it is the different incentives, benefits and requirements of a Free Zone 
which have to be looked into in order to see how they fit within WTO rules.  So, in 
order to find out whether a Free Zone scheme can be considered to confer 
subsidies and, if so, whether those subsidies are prohibited or merely actionable, 
the benefits that companies receive when operating in a Free Zone have to be 
examined, as well as the conditions for establishment in a Free Zone. 

When looking at the benefits and incentives granted to enterprises 
operating in a Free Zone, it is difficult to generalize since the different types of 
incentives and benefits of a Free Zone can vary greatly from country to country 
or even within countries.  Nevertheless, some benefits and incentives can be 
identified that are relevant for the purpose of this analysis: 

(a) One of the most common incentives given in Free Zones is an 
exemption from payment of import duties and charges on all 
imported goods.  These goods may be inputs, machinery or 
productive assets or goods destined for sale.   

(b) Many Free Zones also grant as a benefit a total or partial exemption 
from the payment of direct taxes (e.g. income tax) and social welfare 
charges (e.g. social security contributions). 

(c) Some Free Zones also grant exemptions from the payment of 
indirect taxes (e.g. sales tax) and prior stage cumulative taxes, (e.g. 
value added tax).  They may also grant full or partial exemptions 
from fees and charges payable to the government in connection with 
exports.  

(d) In some cases governments, directly or by entrusting a private 
company, provide goods or services to the enterprises located in a 
Free Zone at prices below those paid in the rest of the market. 

All of the benefits and incentives just mentioned fulfill the three 
requirements of a subsidy, namely: 1) they are a financial contribution (in most 
cases in the form of revenue forgone); 2) they are provided by the government or 
public body; 3) they confer a benefit since enterprises operating in the Free 
Zones are at an advantage when compared to those enterprises operating in the 
customs territory of the country.  There may also be other incentives for 
enterprises operating in Free Zones, such as less onerous labor regulations or 
facilities in the creation and incorporation of companies, particularly with respect 
to participation of foreign capital, and access to improved general infrastructure, 
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such as roads, phone lines or ports and trade facilitation measures.  However, 
these types of benefits are generally outside the scope of the SCM Agreement, 
as they are not considered to be financial contributions.4 

As mentioned earlier, for a subsidy to be subject to the rules of the SCM 
Agreement it has to be specific.  In most cases, when it comes to Free Zones, 
the specificity is implicit in the requirements and conditions for establishment and 
operation of Free Zones and for enterprises therein.  This is why it is also 
important to look at these conditions.  As was the case for the benefits, the 
requirements and conditions for Free Zones can vary.  However, most Free 
Zones are limited to a particular geographical area.  This is the case especially 
for Free Zones which aim to develop depressed or disadvantaged regions.  In a 
specificity analysis this geographical limitation makes those benefits granted 
within the Free Zone a specific subsidy, in terms of regional specificity.   

Not all Free Zones need to have a geographical identity.  In some 
countries, such as the Dominican Republic and the United States, companies 
may get Free Zone treatment irrespective of their location.  Nevertheless, there 
may be other elements that confer specificity to the benefits given in Free Zones 
and other Export Processing Zones. 

For a company to be able to operate from a Free Zone it may need an 
authorization or license from the government.  Often these licenses are granted 
on the basis of compliance with a series of requirements, such as the obligation 
to export a certain proportion of the production or the use of a minimum 
percentage of locally produced inputs.  This very authorization process may 
confer specificity to subsidies granted in a Free Zone.   First of all, in a licensing 
process the government may choose which industries it wants to promote, and 
which will be authorized to operate inside the Free Zone.  The Agreement 
provides that when the granting authority, or the legislation governing its actions, 
expressly limits access to the subsidy in favor of particular enterprises or 
industries there is a specific subsidy.  Second, the imposition of an explicit 
requirement that Free Zone enterprises export part of their production or use a 
certain level of domestically produced inputs turns all benefits provided in a Free 
Zone into either export or import substitution subsidies.  These are subsidies in 
the prohibited category and, as mentioned before, are automatically considered 
to be specific.    

Although the general rule is that export subsidies are prohibited, 
developing countries and least-developed countries (LDCs) benefit from special 
and differential treatment under Article 27 of the SCM Agreement.  Among the 
flexibilities accorded to developing countries, Article 27.2 of the SCM Agreement 
provided a transition period of 8 years from the entry into force of the WTO 

                                                 
4
 See, for example, Article 1.1(a)(1)(iii) of the SCM Agreement which explicitly excludes the 

provision of general infrastructure by a government from being considered a financial contribution. 

(Editor's note: However, the provision of utilities, such as electricity or water, at below market rates could 

be considered a subsidy.) 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

15 

Agreement for the elimination of export subsidies.  This transition period expired 
at the end of 2002; however, some developing countries obtained an extension 
of the transition period under the rules in Article 27.4 of the SCM Agreement.  
The SCM Agreement in Article 27.2 also provides that for certain developing 
countries the export subsidy prohibition shall not apply.5  The issue of extensions 
of the transition period and graduation of Annex VII countries will be analyzed in 
more detail later in this article. 

The majority of Free Zone schemes have some specific rules on the sale 
and export of items produced in the Free Zone into the customs territory of the 
country.6  In many cases these rules establish restrictions on the quantities that 
may be sold or "exported" to the customs territory of the country.  A restriction on 
the sales to be made domestically is at the same time a requirement for the 
enterprise to export a portion of its production, thus turning the benefits received 
by enterprises in the Free Zone into export subsidies.   

Moreover, most Free Zone schemes also have a rule that in case of sales 
and exports into the national customs territory the exempted taxes and duties 
should be paid.  This restriction gives a clear incentive for producers established 
in a Free Zone to engage in exports and needs to be analyzed in detail in the 
light of the provisions of the SCM Agreement.  With respect to indirect taxes and 
duties, Footnote 1 and Annex I to the SCM Agreement provide that the 
exemption of indirect taxes and duties on the exported product borne by the like 
product when sold domestically is not a subsidy.  Nor are the non-excessive 
remission of duties and indirect cumulative taxes accrued on the exported 
product and paid on the domestically sold product, is not a subsidy.  However, 
any remission or exemption of direct taxes related to exports is a prohibited 
export subsidy.  This is also the case for the remission or exemption of indirect 
taxes and duties on capital goods used in manufacturing of the export product.  

What are the consequences of a subsidy falling in the prohibited category 
of the SCM Agreement?  On a multilateral level any WTO Member may request 
the establishment of a dispute settlement procedure to obtain a ruling 
recommending that the offending subsidies must be withdrawn without delay.  If 
the Member found in violation does not comply with the recommendation, the 
complaining party may eventually receive authorization from the Dispute 
Settlement Body to take appropriate countermeasures.  Even those exports 
originating from Members with an extension of the export subsidies prohibition 
                                                 

5
 These countries are listed in Annex VII of the SCM Agreement and are generally refered to as 

Annex VII countries.  The list in Annex VII includes LDCs designated as such by the United Nations and 

countries with a GNP per capita below US$1000.  An updated list of countries with a GNP per capita 

below US$1000 -known as Annex VII(b) countries - can be found in WTO document G/SCM/110/Add.3; 

currently these countries are:  Bolivia, Cameroon, Congo, Côte d'Ivoire, Egypt, Ghana, Guyana, Honduras, 

India, Indonesia, Kenya, Nicaragua, Nigeria, Pakistan, Philippines, Senegal, Sri Lanka and Zimbabwe. 
6
 In fact, many countries treat operations in free zones as being outside their borders or “national 

customs territory”.  In the context of this paper the phrase “sales and exports into the national customs 

territory” means sales of products originating in the Free Zone for consumption in the domestic market of 

the country which has established the Free Zone. 
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transition period may be subject to dispute settlement procedures if they cause 
adverse effects to the interests of other Members. 

Those specific subsidies which do not have an export performance or 
import substitution component remain actionable subsidies.  Accordingly, if they 
are considered by a Member to cause adverse effects to its interests in the form 
of injury to its domestic industry, nullification or impairment of WTO benefits or 
serious prejudice7 it may request the establishment of a WTO panel.  If the 
complaining Member can demonstrate that the specific subsidies cause adverse 
effects, the panel will recommend that the subsidizing Member withdraw the 
subsidy or remove its adverse effects.  Also, it is important to always keep in 
mind that subsidized imports (regardless of whether the subsidies are prohibited 
or actionable) causing injury to the domestic industry of the importing country 
may be subject to countervailing measures.   

As noted above, Annex VII countries are exempt from the export subsidy 
prohibition.  This is not, however, an absolute exemption in that Annex VII(b) 
countries may graduate out of this category if their GNP per capita reaches US 
$1,000 in constant 1990 dollars for three consecutive years.8 Also if products 
originating from Annex VII countries reach export competitiveness9 under the 
provisions of Articles 27.5 and 27.6 of the SCM Agreement then the Member has 
an eight-year period to phase out export subsidies with respect to the product 
that has reached export competitiveness. 

What does a Member need to do to bring its Free Zones into line with the 
SCM Agreement? 
 

There are two answers to this question, depending on whether the 
Member wishes merely to turn those subsidies which are prohibited into 

actionable ones or whether the intention is 
to get rid of the subsidies altogether.  In 
the first case, since Free Zones are not 
prohibited subsidies per se Members may 
keep these schemes in place, but they 
would need to get rid of all aspects that 
could make a Free Zone a prohibited 
subsidy.  The aspects that may turn Free 
Zones into prohibited subsidies include:  1) 
requirements to use domestic over 
imported goods, 2) requirements to export 

                                                 
7
 In the case of developing countries, Article 27.9 of the SCM Agreement provides that their 

actionable subsidies may only be challenged if they cause nullification and impairment of WTO benefits or 

injury to the domestic industry of a Member.  
8
 Implementation-Related Issues and Concerns, Decision of the Ministerial Conference 14 

November 2001, Para. 10.1, WT/MIN(01)/17.   
9
 Export competitiveness is reached when a developing country member's exports for a given 

product reach 3.25 per cent of world trade in that product for two consecutive calendar years. 
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 Prohibited subsidies
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 Withdrawal of subsidy

 Removal of adverse effects

 Both

 Countervailing measures on imports
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a certain amount of the production, 3) limitations on sales and exports into the 
national customs territory (including the payment of certain taxes on those sales).  
These requirements together with the benefits provided put Free Zones in the 
prohibited subsidy category of the SCM Agreement.  Therefore, in order for the 
benefits granted in a Free Zone not to be considered prohibited subsidies one 
first step that must be taken is to eliminate the requirements listed above.  Even 
after this is done Free Zones would continue to be considered specific subsidies 
and thus actionable multilaterally or potentially subject to countervailing 
measures. 

Another option available to Members would be to turn Free Zone schemes 
into simple duty drawback and indirect tax exemption or remission systems for 
exports.  Footnote 1 of the SCM Agreement provides that: 

"…the exemption of an exported product from duties or taxes borne 
by the like product when destined for domestic consumption, or the 
remission of such duties or taxes in amounts not in excess of those 
which have accrued, shall not be deemed to be a subsidy." 

Since the types of programs covered by Footnote 1 are not even 
considered to be subsidies, there is no risk of multilateral dispute settlement 
procedures or countervailing measures on these programs.  Nevertheless, 
Members must be careful when using duty and tax exemptions as incentives 
since the illustrative list of export subsidies in Annex I of the SCM Agreement has 
many nuances. 

Annex I of the SCM Agreement in Paragraphs (e) through (i) provides 
details on the circumstances under which direct tax, indirect tax, prior stage 
cumulative tax and import duty exemptions and remissions may be considered 
as export subsidies.  In this context it is clear that any kind of direct tax or social 
welfare charge exemption, remission or deferral related to exports would be 
considered an export subsidy.10  These export-related incentives should, 
therefore, be eliminated for a Free Zone scheme to be in conformity with the 
SCM Agreement.  Direct tax exemptions in Free Zones may remain in place as 
long as they are not contingent upon export performance.  In practice, this would 
mean that revenues from sales and exports into the national customs territory 
should receive the same treatment as foreign export sales, even if producers 
outside of the Free Zone do not enjoy the same type of tax benefits.11   

In the case of indirect tax exemptions or remissions on the export sales of 
products manufactured in the Free Zones, the main principle is outlined in 
Footnote 1 quoted above and in Paragraph (g) of Annex I.  This means that 

                                                 
10

 Footnote 58 of the SCM Agreement also makes it clear that taxes on the ownership of real 

property are akin to direct taxes and therefore any type of exemption or reimbursement of these taxes 

contingent on export activities would be considered an export subsidy. 
11

 As noted above, this type of benefit, although no longer considered a prohibited export subsidy, 

would remain an actionable subsidy. 
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exemptions or remissions from indirect taxes are not to be considered an export 
subsidy (or a subsidy of any kind) provided they are not in excess of the indirect 
taxes levied on sales of like products when sold for consumption in the national 
customs territory. 

Exemption, remission and deferral of prior-stage cumulative taxes as well 
as remission or drawback of import charges and duties on goods and services 
used in the production of goods exported from Free Zones receive similar 
treatment under the SCM Agreement.  The general principle is that any such 
exemption, remission, deferral or drawback shall not be in excess of the prior-
stage cumulative taxes and import charges and duties on goods and services 
used in the production of like products when sold for domestic consumption.  
Moreover, Paragraphs (h) and (i) of Annex I provide that only goods used or 
consumed12 in the production process of the exported product may be the 
subject of exemptions, remissions, deferrals or drawback upon export from the 
Free Zone.  Therefore, these rules do not provide coverage for exemptions and 
remissions of duties and indirect taxes on capital goods used in the production 
process of the exported product.  Thus, any such type of incentive provided in a 
Free Zone would need to be phased out if the Free Zone program is to be 
brought into conformity with the rules in the SCM Agreement concerning export 
subsidies. 

Although significant adjustments in the type of benefits provided to 
companies operating in Free Zones are necessary, it is possible for a WTO 
Member to implement a Free Zone scheme that does not run afoul of the export 
subsidy rules in the SCM Agreement.  This is possible even if the Free Zones 
grant some import-duty exemption type of incentives.  Take for example the US 
Foreign Trade Zones (FTZ) program.  In the US FTZs, as in most Free Zones, 
duties on imported inputs are not collected.  However, if the product 
manufactured in the Free Zone is ultimately sold for consumption in the US 
customs territory, the manufacturer has the choice of either paying the import 
duties that were not collected on the inputs or paying the duties for the finished 
product.  This mostly provides an administrative advantage, as the producer in 
the Free Zone can source inputs from abroad and later decide whether the 
product will be sold in the US customs territory or for export to another country, 
while still avoiding the administrative complexities of a drawback or duty-
reimbursement system.  It also provides an advantage to the producer in the 
Free Zone in cases of inverted tariff structures, in which duties on components 
are higher than duties on finished products.  Since duty exemptions on inputs are 
permitted under Footnote 1 and Paragraph (i) of Annex I of the SCM Agreement, 
and it is not more attractive for the producer to export its product rather than sell 
it in the US customs territory, the type of benefits provided in the US-FTZ might 
not be considered prohibited subsidies.  If anything the type of advantages of the 

                                                 
12

 Footnote 61 of the SCM Agreement provides that inputs consumed in the production process are 

those which are physically incorporated into the exported product, as well as energy, fuels, oils and 

catalysts. 
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FTZ make it easier for producers in the zones to sell into the US customs 
territory, especially when compared to those producers outside the zones. 

Entry into force of the export subsidy prohibition for developing countries 
and recent developments in the WTO – 
Article 27.4 extensions 
 

A milestone regarding the treatment 
of Free Zones in the developing countries 
came at the end of 2002 with the entry into 
force of the prohibition on export subsidies.  
As part of the special and differential 
treatment provisions in Article 27 of the 
SCM Agreement, developing countries 
benefited from a transition period of eight 
years since the entry into force of the 

Agreement to bring their export subsidies into conformity with the rules in Article 
3.1(a).  However, Article 27.4 offers a way for Members to obtain one-year 
renewable extensions of this transition period, plus a two-year phase-out period 
from the date of the last extension.   

During the so-called ―implementation process‖ prior to the launch of the 
Doha Development Agenda, several developing countries expressed concern 
that some of their internal tax and import duty exemption programs, that would be 
covered by the prohibition, were still of crucial importance for achieving their 
development objectives.  Many of these programs were Free Zone schemes.  
Also among these programs were some which envisaged exemptions and 
remissions of duties on imports of capital goods.  Developing countries were 
encouraged to make use of the system for extensions of the transition period, 
provided for in Article 27.4 of the SCM Agreement.  However, developing 
countries were not happy with that system, as it only envisaged the grant of year-
to-year extensions.  Members who wanted to obtain extensions for periods 
longer than one year would have to go back to the committee every year and 
justify this extension in light of their economic, financial and development needs.  
Obviously, this would result in a great deal of uncertainty for the governments 
and private investors involved.  In light of this difficulty Members in the SCM 
Committee came up with a special ―fast-track‖ system for extensions to be 
applied to certain programs from certain developing countries.  This decision 
titled ―Procedures for extensions under Article 27.4 for certain developing country 
Members‖ was adopted on November 2001 and circulated as WTO document 
G/SCM/39.   
 

The fast-track extension process allowed certain Members to obtain an 
extension for certain programs until the end of 2007 without having to go through 
the process of yearly renewals and justification.  There were, however, several 
conditions. First, there would be an approval process in the Committee whereby 
requesting Members had to provide information on the programs to be covered 

S+D Treatment

 Developing countries

 Prohibition on export subsidies in 2003

 LDCs and Annex VII

 Exempt from prohibition

 Article 27.4 extensions of transition 

period

 Renewable yearly extensions

 Plus 2 year phase-out
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and justify their request for extension.  
Second, the program was limited to 
existing export-subsidy programs in the 
form of tax and duty exemptions.  Third, 
only Members with a share of world trade 
in goods not greater than 0.1 per cent and 
a Gross National Income at or below US$ 
20 billion in 2000 would eligible. Fourth, the 
extended programs would have to be 
subject a yearly transparency review in the 
SCM Committee.  Fifth, there was a 
standstill commitment, so that programs 

would not be made more favorable than they were in 2001.   

In addition, the decision also contains a provision whereby Annex VII(b) 
countries – those with a GNP per capita under US$1000– could reserve their 
rights to use the fast-track process in the event of graduation.  Four Annex VII(b) 
countries chose to reserve those rights13.   

By the end of 2002 under the fast-track procedures, a total of 19 Members 
obtained extension of the transition period for 43 different programs.  Among 
those are 13 Free Zone programs of 11 Members.  In addition to the fast-track 
programs, Colombia obtained an extension for its Free Zone and capital goods 
and parts import-export regimes on the basis of Paragraph 10.6 of the Doha 
Ministerial Declaration.  This extension in favor of Colombia was granted for two 
years plus the two year phase-out period in Article 27.4.  Another eight programs 
from four Members received extension on the basis of Article 27.4 alone; 
however, none of these are Free Zones. 

Since the extensions were granted, the yearly review of extended 
programs has been dutifully carried out in the SCM Committee.  In the context of 
the ongoing DDA, the Negotiating Group on Rules has not received any 
proposals that would modify the current treatment of Free Zones under the SCM 

Agreement.  However, the SCM 
Committee has received a couple of 
proposals, one from a group of small 
economies14 and one from Panama with 
the support of Uruguay, Costa Rica and 
Jordan, that ask for a further extension of 
the transition period until 2015.  The 
proponents have made it clear that this 
extension would only cover those 
programs which already enjoy an 

                                                 
13

 Bolivia, Honduras, Kenya and Sri Lanka. 
14

 Antigua and Barbuda, Belize, Barbados, Dominica, Dominican Republic, El Salvador, Fiji, 

Grenada, Guatemala, Jamaica, Mauritius, Papua New Guinea, St. Kitts and Nevis, St. Lucia, and 

St. Vincent and the Grenadines 
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extension under G/SCM/39, and that it is not their intention to bring in any new 
programs or countries.  Although, the proposals are not formally under the 
umbrella of the DDA negotiations, it would, of course, be difficult to consider 
them completely in isolation.  It is therefore possible that they may be the subject 
of trade-offs with other proposals in the negotiations.  In any case, these 
proposals are in their early stages of consideration and it is not possible to 
predict whether or not the SCM Committee will agree to them.15  Members have 
requested that the proponents give further information on how each of the 
programs helps them achieve their development objectives and why an 
extension is needed.  They have also asked proponents what efforts have been 
made to adjust their economies to the realities of the Article 3 prohibition on 
export subsidies and expressed their concern that they do not want the extension 
process to turn into a full "carve out" from the obligations in the SCM Agreement 
for the beneficiary countries.  Some developing countries have expressed 
concern over the impact further extensions under Article 27.4, which benefit only 
a small group of developing countries, would have on the competitiveness of 
exports from other developing countries in the same region and their ability to 
attract investment. 

Conclusion 
 

The structure of some Free Zone schemes exposes them to claims of 
providing export subsidies.  Except for those Members that were granted an 
extension under Article 27.4 or that are included in Annex VII, export subsidies 

are prohibited in the SCM Agreement and 
should be brought into conformity by all 
Members.  Although certain Free Zones 
may be considered to provide export 
subsidies, it is not necessary to completely 
eliminate Free Zones.  Rather, a Member 
may just choose to eliminate the 
requirements and incentives for exporting 
the production of enterprises in the Free 
Zones and letting the enterprises freely 
determine the market for their products.  In 
doing so Members may turn the incentives 

provided in Free Zones from prohibited to actionable subsidies reducing their 
exposure.  Free Zones could also be turned into simple "drawback" schemes; 
thus they would not even be considered a subsidy. 

Developed and developing countries who did not get an extension should 
already be in the process of phasing out the export-subsidy component of their 

                                                 
15

 Editors Note:  At the time that this is being sent to the printer the SCM committee has 

recommended to the General Counsel that an extension be granted until 2015.  The results of the General 

Council meeting have not been officially released, but unofficially the extension was approved until 31 

December, 2015 without amendment to the draft.  (The Spanish text had a translation error corrected in 

paragraph 5.) 
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Free Zones, as this considerably lowers the risk of being taken to WTO dispute 
settlement.  Developing countries who obtained an extension for their Free Zone 
programs should start to think how they are going to phase out the export-
subsidy component of their Free Zones, as there is no guarantee that their 
current requests for further extensions will be agreed to in the SCM Committee.  
This is why it is important to have good communication and coordination between 
the private-sector beneficiaries of the Free Zones and the government.  This 
would allow a redesign of the Free Zone programs that would satisfy the needs 
of the beneficiaries while at the same time making them less trade distortive.  
This would go a long way to reduce the risk that the government would be forced 
to come up with ways to bring their Free Zones into conformity under the stricter 
deadlines of a WTO dispute settlement process.   

Although the adjustments necessary to bring Free Zones into conformity 
with the SCM Agreement may involve phasing out some of their fiscal benefits, it 
is important to keep in mind that the attractiveness of Free Zones as catalysts for 
investment and development lies not just in the tax incentives that they may offer.  
It also lies in the synergies that can be created by having a group of enterprises, 
including SMEs, in close proximity and with access to improved infrastructure, 
research and development institutions, an educated workforce and trade 
facilitation programs.  In this way Free Zones can fulfill their role as genuine 
development poles, contributing to the economic growth and welfare of the many 
countries that have such programs.  
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Free Zones in the  
European Community 

Mıchael Lux 
European Commission, Directaorate General of Taxation & Customs Union 

Head of Unit C4 Customs Procedures 

 
I started my career as a Customs Official at the Free Port of Hamburg, 

and at the EU Commission I am in charge of Free Zones since 1994 with some 
interruptions due to re-organizations. When Robert Haywood mentioned the 
troubled relationship with the EU, he didn‘t mean me personally.  When you have 
heard my presentation, you will understand better why he made this remark. But I 
am happy to see that the use of the European Community is shared by WTO and 
the OECD so that I will not be alone at this conference.   

 
The key messages are very similar 

to the ones we just heard from the WTO. 
The first is that the European Community 
Free Zones and Customs Warehouses 
fulfill the same function, so that you don‘t 
need a Free Zone in the European 
Community for your activities. The second 
point is that Free Zones should not be an 
area of harmful tax competition and 
distorting state aids. On the state aids, we 
have already heard something on the WTO 

rules. It is called subsidies. We will hear something about tax competition from 
the colleague from the OECD later. Also, Free Zone should not be an area with 
low security standards.  

 
So I will now show what the 

functions of a Free Zone are in the 
European Community. First of all in the 
European Community, Free Zones are part 
of the customs territory as Customs 
Warehouses are. Nevertheless, with 
regard to preferential agreement, we allow 
other countries to place their Free Zones 
outside the customs territory to access our 
markets if the products are made in the 
Free Zone. The second point is we exempt 

products in Free Zones from customs duties, Value Added Tax (VAT) and excise 
duties as it is the same in the Customs Warehouses. We also suspend 
commercial policy measures like import licenses if these measures do not apply 
at entry into our territory. The same also applies to Customs Warehouses.  If you 
export, we allow the relief from customs duty or from VAT or excise duties 

IntroductionIntroduction

Key messages:

1. Free zones and customs warehouses fulfill the 

same function in the EC

2. Free zones should not be an area of harmful 

tax competition or distorting state aids

3. Free zones should not be an area with lower 

security standards

Function of Free Zones in the CommunityFunction of Free Zones in the Community

 Customs duties, VAT, excise duties suspended

 Part of the customs and EC territory

 Commercial policy measures suspended, if 

they do not prohibit entry into or exit from the 

EC

 Customs and excise duty, VAT relief can 

already be granted

 Customs procedures (such as inward 

processing) can take place in a free zone



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

24 

already when they are placed in the Free Zone. In the past, we also allowed 
export refunds to be granted when the goods were placed in the Free Zone, but 
that regime has ended now. So there is this change.  

 
Another important point is customs procedures, such as inward 

processing, can take place in a Free Zone. But again, you can do inward 
processing anywhere in our customs territory so that is not a particular 
advantage; it just means at that location you can do it too.  

 
So what are the special rules? At present we have two types of Free 

Zones. I will start with type II in which the rules of Customs Warehouses apply. 
The only reason we introduced this type II Free Zone was that certain member 

states of the European Community wanted 
to use the label ―Free Zone‖ without any 
specific rule for them.  The only specific 
rule which differed from the rule of 
Customs Warehouses was that the entry 
and exit notification could be waived. But 
this special rule will disappear as of 1st July 
2009. That is why we are going to abolish 
this type of Free Zone. There is no 
economic need for them any more. So 
what will remain is the Control type I Free 

Zone which then we do not need to call Control type I anymore, because it will be 
the only type of Free Zone which will exist. Today when goods enter a Free Zone 
directly, there is no entry declaration necessary and no exit declaration. This 
privilege will disappear for security reasons as of 1st July. What will remain is the 
status achieved through the physical entry into the Free Zone. Then we have 
controls at the entry and exit points, and no guarantee is needed. The second 
advantage of a Free Zone is that you don‘t need to provide a guarantee for the 
goods, because there is a fence around the Free Zone, and the fence is 
monitored by customs as are the entry and exit points. That is the justification for 
not requesting a guarantee. The entry/exit notification requirement will exist in 
Free Zones in the future, and that is for security reasons.  

 
The next point is tax competition 

and state aids. I do not need to talk about 
the WTO Subsidies Code; we had a good 
presentation on that already. Inside the 
European Community, we have rules on 
state aids and they apply also to the Free 
Zones. What you should see is that as a 
Customs Union comprising 27 member 
states is different from the situations of 
countries that are not a part of a Customs 
Union. We want to make sure that fair 

Special Rules For Free ZonesSpecial Rules For Free Zones

Control type II:  entry/exit notification 

requirement for unloaded or transhipped goods 

may be waived (this privilege will disappear as 

of 1.7.2009)

As the rules will be identical with those for 

customs warehouses, this type of free zone will 

disappear with the entry into force of the 

modernised Customs Code

Tax Competition And State AidsTax Competition And State Aids

 WTO Subsidies Code

 EC rules on state aids

 Code of Conduct for Business Taxation



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

25 

competition exists within the Customs Union. One of the difficulties is that we 
have common customs rules and common customs territory, but we have 27 
different fiscal territories. We don‘t want to add another layer of complexity by 
also having different fiscal rules for Free Zones. We want to make sure that rules 
are the same everywhere, whether inside a Free Zone or outside. It is already 
difficult enough to manage 27 different fiscal territories. We have a Code of 
Conduct for business taxation, but that is only for application inside the European 
Community. We want to avoid a race to the bottom where one member state has 
lower taxes, which attracts investment from other countries. So that is a problem 
we have to face in the European Community.  

 
Security requirements have also changed following the WTO framework of 

standards that all customs administrations have engaged themselves to tighten 
security. We have done that too.  We have introduced legislation which requires 

electronic pre-arrival and pre-departure 
notifications that apply to the whole 
customs territory and therefore to Free 
Zones as well. It takes away one of the 
advantages of Free Zones which was that 
in certain cases, no notification was 
previously required. That will disappear.  

 
What will apply to everybody is that 

we have facilitations (privileges) for 
authorized economic operators. But again, 
they can be inside the Free Zone or 

outside the Free Zone. We also have European Community standards for risk 
analysis that apply both inside and outside the customs territory.  

 
In the view of the European Community, Free Zones are only the second 

best option. The best option, and that is the one we are applying, is that we aim 
for overall trade liberalization and overall trade simplification—not restricted to 
specific areas of our customs territory. And at the same time we want to ensure 
that there is fair competition, fight against fraud and fight for a secure 
environment. If you want to know more about our legislation, I have published an 
article in the Journal of The Flagstaff Institute in 1998 where the differences 
between the two types of Free Zone are well described, or you can read a 
chapter of my guidebook to European Community Customs Legislations where 
our existing Free Zone legislation is also described.  

 

Security RequirementsSecurity Requirements

 electronic pre-arrival and pre-departure 

notification (as of 1.7.2009)

 facilitations for Authorised Economic 

Operators (less controls, less data)

 Community standards for risk analysis
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The Role of EPZs in  
Trade Development 

Anthony Kleitz 
OECD, Senior Trade Counselor 

 
I would like to share with you some of the recent analytical work that 

OECD has done in the area of what we call Export Processing Zones (EPZs). 
The OECD, for those of you who are not necessarily aware, is an 
intergovernmental organization with 30 governments as members. We study and 
discuss important economic and social issues. What we attempt to provide is an 
economic analysis more than a legal analysis although you cannot always 
separate the two. But this would be a little bit of distinction between what I am 
going to say and previously what you have heard.  

 
Growth of Export Processing Zones 
 

Actually, our starting point is that Export Processing Zones or Free Zones 
are growing very rapidly, and the main question is: Why are they growing despite 
what we have heard from the legal considerations?  What are the effects of their 
growing? How can we ensure, to the extent they are a factor present in the 
international economy, that they are as successful as possible and that they are 
a positive force in the world economy?  

 
There have already been some comments today about the growth of 

zones. We have some recent information from the ILO which collects such 
information. In 1975 there were 79 zones in 25 countries. Last year there were 

3500 zones in 130 countries. So it really 
has become a much bigger phenomenon 
than it used to be. Similarly, employment 
has grown from about 22 million in 1997 to 
66 million in 2006. This is employment 
within these zones.  Recent trends show 
that there are many new zones that have 
been created particularly in Africa and in 
transition economies. The legal 
frameworks of the zones have been 
adopted, and have increasingly been seen 

as a part of a coherent national strategy. Also the expansion in the types of 
economic activities has taken place. Today, for example, you see zones 
completely dedicated to information services in China and India.  

 

Growth of Export Processing ZonesGrowth of Export Processing Zones

 79 zones in 25 countries (1975) to

 3,500 zones in 130 countries (2006).

 Corresponding employment growth from 22.5 

m (1997) to 66 m. (2006)

 Recent trends

– New Zones in Africa and transition economies; 

– Legal frameworks as part of national strategy;

– Broader range of activities, e.g. IT services
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The general objective of Free Zones 
has been as a policy tool to kick-start 
industrialization, and to increase economic 
activities to expand foreign direct 
investment and export-oriented growth. 
The main approach to achieving this 
objective is basically to overcome a poor 
business environment which is typically 
characterized by high tariffs, weak 
infrastructure such as transport, telecoms, 
public utilities; rigid labor market; weak 

administration, such as customs control; weak governance and regulatory 
structures; and inefficient tax system with high levels of taxation and corruption. 
All these factors which we find typically in many developing countries contribute 
to a weak business environment, and the objective has been to overcome this. A 
Free Zone may allow a country to improve its business environment by focusing 
resources in all these areas although in a geographically limited area. For 
example, fiscal incentives may be used to compensate for conditions that 
increase corporate cost levels that companies would normally encounter 
investing in such areas. While Free Zones may achieve their goals, there is also 
concern that they put off what is needed which is nationwide reforms in all of 
these areas.  

 
Now I will look at some of the 

strategic approaches and perspectives for 
Free Zones. These are not mutually 
exclusive. The first is the Enclave 
Approach which is designed to achieve 
specific policy objectives within a 
geographically defined zone. The 
advantages here are that it functions as a 
separate customs area which governments 
can relatively easily monitor as compared 
to an Enterprise Zone which I will mention 
in a minute. Companies inside the zone 

can import inputs and the intermediates and export freely more goods, while 
goods transferred to the domestic customs area can be monitored and duty 
applied as necessary.  

 
Because of the important customs aspect, this may encourage 

governments to undertake trade facilitation measures, namely reform of customs 
in general. The Enclave also serves as a focal point for government provision of 
infrastructure, and other services that serve as incentives for investment. It may 
also serve as an incentive for the formation of an industrial cluster where 
companies in the same area and the same field will invest to work off each other. 
The drawbacks from this type of Free Zone is that the companies are rather 

EPZ Strategies EPZ Strategies -- 11

General objectives of EPZs: to promote development 

through FDI and export-oriented growth; to 

overcome poor business environment reflecting: : 

 Weak infrastructure (transport, telecom, utilities);

 High tariffs;

 Rigid labour market;

 Weak administration (e.g. customs);

 Weak governance and regulatory structures;

 Inefficient tax system with high levels of taxation..

EPZ Strategies EPZ Strategies -- 22

Enclave approach

Advantages

– Special treatment easy to monitor;

– Focal point for provision of infrastructure;

– Possible catalyst for industrial clusters.

Drawbacks

– Limited location choices for companies;

– High upfront infrastructure costs;

– Additional incentives maybe required;

– Backward linkages often limited.
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limited in their ability to choose the location of the production, and infrastructure 
costs may be rather high depending on where the location of this zone is.  

 
A contrast approach is the Enterprise Approach. It essentially allows 

companies to be considered separately. The advantages are accorded to 
particular companies. They are allowed to 
choose their location in this approach, 
which is an advantage. There is not 
necessarily upfront cost for governments in 
terms of infrastructure. The disadvantage 
is that it is difficult to maintain the customs 
integrity in this case, because there is a 
very high administrative cost with a 
country-wide enterprise program. If the 
incentives here are limited to free access 
to imported inputs, then bonded 
warehouses or a duty-drawback 

mechanism may be easier to operate and provide similar benefits. The duty-
drawback mechanism by itself does not require either the integrity of the customs 
territory nor high administrative capacity. But there is the issue of providing 
refunds to companies on a timely basis. Bonded warehouses are often preferred 
by exporters in this case to avoid the delays that may come about in duty 
refunds. Both of these approaches, however, may turn to disadvantage for small 
and medium size enterprises as there may be fairly high financial resource 
requirements for the companies participating in these schemes.  

 
Often countries may prefer an Enclave Approach because it seems that 

this contributes more to a positive business environment without requiring the 
same government administrative capacity that a nationwide enterprise scheme 
would require. In some cases, you find mixtures.  In fact, it is actually a whole 
range of different types of schemes that exist here, but examples of mixtures can 
be seen in Korea, Chinese Taipei and Costa Rica.  

 
Now I would like to mention some other types of objectives that Free 

Zones may have. They can be seen as a spearhead for a national reform. With 
careful design and management, Free Zones can be a step towards more 

general liberalization. In other words, by 
undertaking limited gradual liberalization, 
this may be helpful in cases where special 
reforms are costly in terms of the sort of 
political efforts the governments may need 
to make. There may be a time lag between 
when the reforms start and when their 
benefits seem to be realized. Mexico‘s 
Maquiladora scheme illustrates specifically 
how a limited EPZ scheme was changed in 

EPZ Strategies EPZ Strategies -- 33

Enterprise Approach

Advantages
 Companies have control over location choice

 Limited upfront infrastructure investments by governments

Drawbacks
 Difficulty in maintaining the integrity of custom territory

 Administrative costs with a country-wide programme

 May disadvantage SMEs (i.e. requirements related to duty-
drawback or bonded ware house schemes 

EPZ Strategies - 4

 EPZ as a spearhead for national reform

– In circumstances when gradual liberalisation is 

desirable;

– EPZ as a learning tool.

 EPZ as a tool for regional development

– But relatively expensive and success is not 

ensured.
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response to corporate needs, and contributed to liberalization on a national 
scale. I will come back to this point. 

 
In the same way, Free Zones can act as a learning tool. They provide 

governments with experience about how to improve the business environment. 
This is particularly from the dialogue that is typically undertaken between 
businesses operating in Free Zones and government, which give first hand views 
of the needs of how to improve the business environment.  

 
Finally, EPZs can act as a regional development tool promoting 

investment in remote areas. This policy often reflects political and social rather 
than economic considerations. It may in practice prove relatively costly. There 
can be very high investments required in infrastructure. Higher tax incentives 
may be necessary in order to induce companies to invest in these areas. 
Although labor cost may be lower in these remote areas, there are weaker 
linkages to markets and unreliable supporting services. Labor shortages may 
develop because of the typically small size of the local labor pool and lack of 
skills that are generally found. Costa Rica is an example of a country which has 
tried regional development zones in economically depressed areas. These were 
not successful. Shortly afterwards companies began investing in other zones that 
were created in more centrally located areas with much better infrastructures and 
better supply of skilled labor even though the benefits may not have been 
equivalent.  

 
There are examples of zones that did not succeed although we have 

heard a lot of things today about success. Some of these have been in Africa. I 
would like to mention, however, just a few cases of successes. We have already 
heard some today. With respect to export growth, there has been a very high 
percent (95 percent) of total manufacture exports come from Free Zones in 
Pakistan. In Bolivia it is 79 percent, and the Philippines it is 74 percent.  In terms 
of inward direct investment, Mexico saw its inward direct investment more than 
triple over the space of six years up to the year 2000 through the Maquiladoras. 

In 2004-2005, foreign exchange earnings 
of EPZs in Bangladesh were about 18 
percent of the country‘s total. Employment 
generation has been very significant in 
some cases.  As I have mentioned, Costa 
Rica is a good example and it is 
particularly significant that the contribution 
to employment of women has been very 
important in EPZs.  

 
Technology transfer is one of the 

most important areas, too. Backward 
linkages is the concept that we hear discussed quite a lot which means that 
certain supplies may come from the surrounding area or the surrounding 

Economic Benefits of EPZs in PracticeEconomic Benefits of EPZs in Practice

 Export Growth

 Foreign Direct Investment

 Foreign Exchange Earnings

 Employment Generation

 Technology Transfer
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countries which is not in the EPZ. A very successful case has been seen in 
Korea where local value-added within EPZs quickly grew to 50 percent.1 This 
seems to reflect the absorptive capacity for subcontracting within Korea and the 
use of what they call equal-footing policies which has been allowed to duty-
drawbacks for local suppliers of capital and intermediate goods. This successful 
policy has essentially led to the decline in the importance of Free Zones in Korea.  

 
Costs to governments from EPZs come from several sources. I have 

already mentioned infrastructure investment. In the Philippines, there is an 
example in the Battan Free Zone.  There it was necessary to build a US$25 

million dam to supply water for firms in the 
zone. Administrative costs have been very 
high to set up separate administrative 
arrangements. Foregone tax revenues 
have been a significant element. Namibia 
is an example of a country where fiscal 
incentives simply did not work very well. 
Initially, Namibia tried to attract FDI to its 
zone in Walvis Bay by providing investors 
with an indefinite tax holiday. But this 
actually did not work until 1999, and I will 

mention why it did start to work a little later.  
 
There is a discussion about the social and economic cost that may be 

involved in Free Zones. The potential loss of workers‘ rights and possible 
degradation to the environment are the cases where this has been documented. 
In other cases, it seems that actually EPZs can create conditions that are better 
off in the rest of the economy. These conditions have been monitored by the ILO 
(International Labor Organization) for over 20 years. It is a mixed picture, but it is 
a consideration to keep in mind.  

 
I am not going to talk about WTO rules, but I think it is important to 

remember that there is a context within international trade rules that exists. We 
have already heard about that at some 
length in fact. A slightly different 
phenomenon is the situation that arises 
because of regional trading agreements 
and bilateral trading agreements and also 
preferential trading agreements that exist. 
As opposed to the WTO, of course, which 
provides international multilateral rules, 
these agreements are intended to provide 
different types of preferential trading 

                                                 
1
 Editors Note:  While Korea's zones have engaged in significant subcontracting with domestic 

suppliers, the data collected by Korea may have a pronounced upward bias due to the peculiar methodology 

they use in collecting this data. RCH 

Costs of EPZs in practiceCosts of EPZs in practice

 Infrastructure Investment

 Administrative Costs

 Foregone Tax Revenues

 Other Subsidies

 Social and Economic Costs

EPZs and WTO Trade RulesEPZs and WTO Trade Rules

 Agreement on Subsidies and Countervailing 
Measures (SCM)

– Prohibition of export subsidies

– Prohibition of subsidies contingent on the use of domestic 
over imported goods

– Special treatment for developing countries (exemptions from 
prohibition of export subsidies)

 General Agreement on Trade in Services (GATS)

 Agreement on Trade Related Investment Measures 
(TRIMs)
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arrangements between two or more countries. They increase the attractiveness 
of trade and investment, and they may thus have a considerable effect on export-
oriented FDI. FDI tends to be drawn to a regional trade agreement to benefit from 
tax-free imported inputs and also an increased tax-free export market.  

 
A good example is NAFTA. When Mexico signed this, it gave a spur to 

growth in Maquiladoras. As I have mentioned earlier, there was a great increase 
in investment there. On the other hand, countries which are not included in 
regional agreements may lose out on this. The case in point is the Dominican 
Republic which was not a part of NAFTA.  Its zones suffered after NAFTA was 
formed.  

An example of preferential 
agreements is the Africa Growth and 
Opportunity Act (AGOA) which the U.S. 
has to benefit a number of African 
countries. This has, in fact, helped the 
success of EPZs. In Namibia, for example, 
I mentioned earlier how their zone was 
languishing despite a very significant tax 
holiday. Since AGOA in 2000, employment 
in the zone has grown significantly. Kenya 
is another example where employment in 
EPZs has grown thanks to AGOA. 

 
Regional agreements may also require changes in Free Zone programs. 

For example, a regional agreement may prohibit general duty-drawback. 
However, if the tariff exemptions on imports are withdrawn, companies that have 
already invested in EPZs may no longer be viable. In this case Mexico, for 
example, had the response of cutting tariffs on a MFN basis which enabled 
companies in EPZs, in Maquiladoras, to continue sourcing tariff-free inputs from 
Asian countries. So this is a good example of effectively how regional 
agreements and EPZs can work together to lead to greater, more general, and 
liberalization.  

 
Now, how to ensure the success and to maximize the benefits of EPZs: 

General policy implications are that the optimal policy for development is 
improvement of the business environment for trade and investment through 
general trade and investment liberalization, including establishing good 
infrastructure, rule of law and administrative simplification. Thus, EPZs being only 
a limited part of a national territory are a suboptimal policy from an economic 
point of view.  However, EPZs can provide an interim solution to countries with 
shortcomings in the business environment, where bridging deficiencies at the 
national level is going to be difficult. While EPZs may bring real benefits, they are 
limited, and the benefits are achieved by taxing other parts of the economy and 
creating economic distortions. EPZs should be seen as a stepping stone to trade 
liberalizations on a national basis.  

EPZs and RTAs/PTAsEPZs and RTAs/PTAs

 FDI tends to be drawn to an EPZ in an RTA 

(or PTA)

– Examples of Namibia and Kenya: AGOA 

contributing to EPZ success

 RTAs may require changes in EPZ 

programmes: case of duty drawbacks: 

– Mexico led to MFN liberalisation.  
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Finally, just a word about best practices for governments in setting up 
EPZs on the basis of our experience in OECD and the economic analysis we 
have done. Governments should consider all available policy options when 
examining strategies for export promotion including general trade liberalization, 
bonded warehouse schemes, duty-drawback schemes, enclave type EPZs, 
enterprise type EPZs. The scheme has advantages and disadvantages. There 
should be thorough cost-benefit analysis conducted. The choice of location is 
going to be critical for enclave type EPZs. It is necessary to have reliable 
infrastructure and adequate supply of labor and a well-functioning legal 
environment. In order to have backward linkages, it would be important to have 
access to local suppliers. Financial and other incentives to attract foreign 
investors should be minimal, and should be time-bound. This is because, as I 
have mentioned, they do create distortions, and their justification is really as long 
as they are short term. Finally, strengthening of the labor and environmental 
regulations should be encouraged rather than relaxation of these regulations and 
in this way reform can be spearheaded for the whole economy. 
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Opportunities along the Silk Route 
Mıchael Gıllıbrand 

Venture Management Group 
Guernsey, UK 

 
Back in 1988-1989 the Silk Route was the focus of my attention. I was 

working with the Turkish government, and a number of investors, looking at the 
opportunities along the Silk Route which was then opening up as a result of 
Glasnost. A lot has changed since then.  

 
If one is looking at the opportunities, the initial perspective which one sees 

is that New Silk Route, and I call it the new Silk Route because the Silk Route 
has been used for thousands of years, is again under discussion and coming to a 
head. The idea of the New Silk Route is almost as old as I am, but not quite. It 
was first mooted back in 1959 and 1960 when the designs were made, and was 
a hot topic of discussion back in the late 1980s with the opening up of the Soviet 
Union.  Now, we can see the dream becoming a reality, because we can see that 
in just a few years time, the missing links of the Silk Route will be opening up—
and opening up of a whole new dimension not just in trade for the Middle East 
and Central Asia, but for the whole world. So the main focus of my talk is to try to 
outline what the implications are especially for the Free Zones, but also for all 
types of companies which are now offered by this New Silk Route.  

 
When I am speaking just to explain my perspective, I will be speaking 

more in terms of scenario planning. I will be doing so with two rather different 
perspectives. First is venture management. We are a company which specializes 
in ship leasing and ship finance. In fact, we also handle all types of transport 

equipment. But I am also speaking of my 
other role as an economic policy advisor to 
governments in the Middle East and in the 
South Asia. Because I think if one looks at 
the business opportunities and also at the 
geo-political strategic opportunities, one 
can see the full dimensions of the Silk 
Route.  

 
I will first go with a very quick 

overview.  Let me go straight to the bottom 
line with a business perspective. Let us remember that the Historic Silk Route 
had in fact numerous different routes.  It was by no means one single route. This 
I think is very well known to you ladies and gentlemen from Turkey, but from the 
other countries from overseas perhaps it is not so well understood. The Silk 
Route is sometimes seen as one long roadway, but in fact it was many. In 
particular, I would like to draw your attention to the fact it was not just a roadway, 
but it included sea as well as road trade, and involved not just the transmission 
between Central Asia and China, but also closely involved India, Middle East and 

Overview – The Bottom Line
Reminder that Historic Silk Route had several roadways, Reminder that Historic Silk Route had several roadways, 
included sea as well as land trade, mainly between Central included sea as well as land trade, mainly between Central 
Asia, China, India, Middle East, with spur to EuropeAsia, China, India, Middle East, with spur to Europe

Significance of New Silk Route is more than Significance of New Silk Route is more than ““PostPost--FSUFSU””
geographical regeographical re--opening of historic routes opening of historic routes 

-- Target of railroad reducing cost of delivery ofTarget of railroad reducing cost of delivery of

container from East Asia to West Europe by 30% incontainer from East Asia to West Europe by 30% in

price and by 66% in timeprice and by 66% in time

-- But New Silk Route is more than costBut New Silk Route is more than cost--cutting method cutting method 
-- Powerful multiple combination of routes, modes,Powerful multiple combination of routes, modes,

technologies, policies, timing in 2010technologies, policies, timing in 2010

Could be one of greatest transformations in historyCould be one of greatest transformations in history

-- But change as Giant Leap or many little steps ?  But change as Giant Leap or many little steps ?  
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had a spur to Europe. Our European colleagues know the stories of Marco Polo, 
who is the first, actually not the first but the most famous European to actually 
travel down the Silk Route all the way to China?  

 
I think in Western Europe we have a rather misleading perspective of the 

Silk Route, as something which is purely a method of getting from Europe to 
China. By no means; the route to Europe is purely a small spur. The main 
business was going between China, Central Asia, India and all the countries of 
the Middle East. So we are talking about a very large and even in those days a 
multimodal transport highway.  

 
One thing we can do is to change our mind set. We often see the 

significance of Silk Route as something to do with the re-structuring of the former 
Soviet Union; the removal of traditional barriers of the Cold War. In fact, it is 
much more than that. I think it is much more than just a re-opening of historic 
routes. We have first and foremost the business target of the Silk Route which is 
enunciated especially clearly in Korea. It is a target of the railroad reducing the 
costs of delivering a container from East Asia to West Europe by 30%. That is 
quite a significant reduction in costs. Even more important is the reduction of time 
by about 66%. So we are talking about fundamentally reforming of the 
architecture of trade modes from East Asia to West Europe. But I suggest that 
the New Silk Route is more than just a cost-cutting method. If one looks at the full 
potential of the Silk Route, one can see that it has multiple combinations of 
routes, modes of transport - land, road, rail and sea. Technologies, policies and 
timings are all involved. The timing is important, because most of these changes 
will be coming together shortly.  There will be a convergence of these different 
aspects of change by the about year 2010.  

 
If one looks at this full dimension of the Silk Route, the best case scenario 

is that it would be one of the greatest transformations in history. We will be going 
back literally 1000 years, to when this was one of the main arteries of global 
trade: one of the first features of globalization long before anyone thought of 
globalization. One thing which we have to evaluate now is whether the potential 
of the Silk Route will be seen in the form of ―One giant leap for mankind‖ as Neil 
Armstrong said as he reached the moon or will it be a series of little steps. That, I 
think, is an open question we do not yet know the answer. But the collective 
wisdom of this conference should give us some indications. I think that those 
coming from overseas can well benefit from the knowledge and wisdom of our 
Turkish colleagues.  

 
I will say as a personal point that I can see the importance of the Silk 

Route even though I am from the farthest west point of Western Europe.  I am 
from Ireland. In fact not just from Dublin but west Ireland; we are the last stop as 
it falls into the Atlantic. Even from Ireland, we have strong perception of the 
impacts and implications of this New Silk Route.  
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This figure shows the historic Silk 
Route. I won‘t dwell on it too long but just 
trying to identify some of the key features. 
First, the multitude of routes not just one, 
by land all sort of routes. Second feature is 
the linkage between land routes and the 
inland sea routes across the Caspian Sea, 
the Black Sea and Mediterranean. The 
third key feature is the ancient sea routes 
going all the way from China around the 
coast to Malacca, South India up the coast 

all the way to the Gulf through the Straights of Hormuz and the Sat-al El Arab, 
right to the heart of Middle East. That was the routes not just last year but 
thousands of years ago, these routes are coming back to be with us again.   It is 
an interesting example of history repeating itself.  

 
Now, if one looks at a newer and simplified view of our map, I think the routes will 
be clearer. The larger map shows you in highlight exactly what these routes are.  
I would suggest we are talking about two main arteries of trade. One is the land-
bridge going along this route starting from Eastern China going through Central 
Asia up to Tehran and then traditionally going through to Baghdad, and up to 
historic Istanbul, Constantinople. Then there are the sea routes going all the way 
around the continents edge. So we have the land and the sea. My theme this 
morning is to emphasize that this duality of land and sea is being repeated.  
 

Outline of Silk Road and Arab Sea RoutesOutline of Silk Road and Arab Sea Routes
(reference Professor Jean(reference Professor Jean--Paul Paul RodriguesRodrigues, , HofstraHofstra University)University)
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I think one thing we might consider is the 
current trade routes and current systems 
so that we can better understand the 
implications for the future.  At the moment 
most of the current trade connecting East 
Asia, South Asia, the Middle East and 
Europe is by sea. That is where the 
business is; that‘s where all the trade is.  
Only on a small scale with very low levels 
of trade is going on within and across 
Central Asia.  

 
To the left is a quick reminder of the 
current levels of shipping. This is where 
most of the trade is going and I think from 
this chart you can see the places. This is 
where the heavy trade is. The green 
circles are all the large container ports in 
the world as we all know. These are the 
destinations West Europe and North 
America.  At present, the key ports, such 
as to Dubai, serve as transshipment hubs 
and centers of trade. This is the 

conventional patterns of trade. It is today‘s trade, and perhaps we can keep it in 
mind to see the extent today‘s trade will be moving to new dimensions for 
tomorrow‘s trade.  

 
We should remember there is also the land route of the Trans-Siberian 

Rail Route which has been operating for 
quite a few years. We are talking about a 
second land-bridge, In addition to the 
Trans-Siberian; we have the southern 
land route - the Silk Route.  To the left is 
the current land-bridge, the Trans-
Siberian express from a perspective 
which is completely different from what 
we are accustomed to seeing: from the 
North Pole. We can see the land-bridge 
routes going from Vladivostok and 
Shanghai, all the way across Siberia to 

Northern Europe, and extended by shipping connections to North America. That 
is just an aide memoir to remind us of what might be changing in the future.  

 
If one is going to look at what the implications of the Silk Route are, I think 

we can identify about eleven main features. I would like to highlight this factor 
because I think many people traditionally look at the Silk Route as only one of 

Useful to consider current trade routes and Useful to consider current trade routes and 

systems so as to better understand  the changessystems so as to better understand  the changes

•• Most current trade between East Asia, SouthMost current trade between East Asia, South

Asia, Middle East and Europe is by seaAsia, Middle East and Europe is by sea

•• Small scale of trade within and with Central AsiaSmall scale of trade within and with Central Asia

•• TransTrans--Siberian Rail Route has been operatingSiberian Rail Route has been operating

for years as Asiafor years as Asia--Europe Europe LandbridgeLandbridge

Aide Aide –– memoirememoire on global shippingon global shipping
(reference Professor Jean(reference Professor Jean--Paul Paul RodrigueRodrigue, , HoftsraHoftsra University)University)
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these eleven features. I emphasize these 
modern maps show almost the same 
routes as it they were thousands of years 
ago. Now we have connections with 
railways linking to the highways.   

 
The first feature, which is well-

known, is the Trans-Asia Highway 
Network, 140,000 kilometers of roads 
being built, rebuilt and updated across 
whole of Asia, a massive undertaking.  
One that I think is well known.  

 
The second factor, which is now 

becoming much more popular and getting 
much more publicity, is what is called the 
―Iron Silk Route‖, the railway network of, 
10,000 kilometers, stretching from Korea 
to Portugal. Portugal is, apart from 
Ireland, the western most part of Europe.  
We are now in the position where we can 
get on the train in Korea and ride on the 
train all the way to Portugal—an 
enormous change.  

 
But that is not all of it; we also have the pipeline networks. If one looks at 

Asia, the place is covered with pipelines. Many people‘s nickname for Central 
Asia is ―Pipelinistan.‖  . Most of Asia is covered with oil and gas pipelines. Let‘s 
never overlooked the network and never forget the economic significance of 
these pipelines.  

 
An important factor, which is more than the infrastructure, is the required 

coordination of the transport and development programs. One of the features of 
the Silk Route is the large number of 
institutions, some of which are represented 
in the box on the left, that are helping to 
manage this process of transformation 
such as the Asian Development Bank and 
the Economic Cooperation Organization. 
There are large numbers of them, and they 
have a significant role and critical value in 
making sure that the New Silk Route will 
become a reality.  

 
Road, rail, pipelines and cooperative organizations; these we can say are 

the normal, conventional package of the Silk Route.  

Aide Aide –– memoirememoire on Transon Trans--Asia Highway NetworkAsia Highway Network
(reference UN ECOSOC Asia & Pacific)(reference UN ECOSOC Asia & Pacific)

Aide Aide –– memoirememoire on Coordination on Coordination OrganisationsOrganisations
(apologies to those omitted due to lack of space)(apologies to those omitted due to lack of space)

•• ADB Central Asia Regional Economic CooperationADB Central Asia Regional Economic Cooperation

•• Economic and Social Commission Asia & PacificEconomic and Social Commission Asia & Pacific

•• Economic Cooperation Economic Cooperation OrganisationOrganisation

•• TAR TAR -- Trans Asia RailTrans Asia Rail

•• TRACECA TRACECA –– Trans Asia Europe CaucasusTrans Asia Europe Caucasus

•• TEM TEM –– Trans Europe North SouthTrans Europe North South

•• INOG INOG –– Interstate Oil and Gas TransportInterstate Oil and Gas Transport

•• GCC GCC –– Gulf Cooperation CouncilGulf Cooperation Council

•• And WEPZA to help the Free Zones to move the And WEPZA to help the Free Zones to move the 

machinery of the New Silk Routemachinery of the New Silk Route

Aide Aide –– memoirememoire on Trans on Trans -- Asia Rail NetworkAsia Rail Network
(reference Trans Asia Rail)(reference Trans Asia Rail)
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I would like to emphasize again that we are also seeing the re-opening of 

other traditional land-bridge routes which 
have not been quite so highly publicized. 
Perhaps the best one to highlight, as it was 
announced just last week, is that Saudi 
Arabia will go ahead with a new railway 
construction program, building new links 
from the Gulf Coast all the way to Jeddah 
and then to connections with the Jordanian 
network. Other varies land-bridges are 
being opened up as well in Iran and 
throughout the Gulf Countries. These 
routes are not traditionally linked to the Silk 

Route. I suggest we need to link them.  
 
A dynamic feature is the changing ship technology. Changes will occur in 

shipping routes, and in hubs, spokes and feeder ports. Forcing some of these 
changes are new transport technologies. We all know about the impact of new 

ultra large container carriers (ULCs), such 
as the Post Panamax, Suezmax and even 
the Post Suezmax. We use to ship in 
container carriers carrying 2,000-5,000 
TEUs. We are now talking about monsters 
with 14,000 TEUs already in production 
getting ready to be launched, and designs 
for 18,000 TEUs already under 
consideration. This will change the whole 
dimensions of the world routes. The same 
way, the crude oil supertankers 

revolutionized our perceptions of international trade in oil; I suggest these ULCs 
vessels are going to revolutionize our perceptions of container traffic.  

 
Now, there are some other transport features which my colleague will be 

speaking about in greater detail. So, I would also like to link these transport 
changes with some economic factors. If we look back to what helped to 
revolutionize the world economy in the 1970s and 1980s, it was a change in 
South East Asia. One of the drivers of change in South East Asia, particularly 
after the end of the hostiles in Vietnam War, was demand from Japan.  It was the 
economic function of Japan to act as an engine room of international change.  

  

New transport technologiesNew transport technologies

Shipping size Shipping size : : SuezMaxSuezMax and Postand Post--SuezMaxSuezMax ULCSULCS

Shipping speed : 16 up to 25 knotsShipping speed : 16 up to 25 knots

PortsPorts : Onshore and offshore islands: Onshore and offshore islands

Rail sizeRail size :  Double deck container carriers:  Double deck container carriers

Rail speedRail speed :  Customs, gauge, electrification:  Customs, gauge, electrification

Rain futureRain future :  TGV ?  Maglev ?:  TGV ?  Maglev ?

LogisticsLogistics : Fast freight systems: Fast freight systems

““let the train take the strainlet the train take the strain

-- let the crane make the gainlet the crane make the gain””

AircraftAircraft : Not forgotten the A: Not forgotten the A--380 and B380 and B--787787

Other land-bridge arteries, corridors, hub and spoke ports
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I suggest to you that if look along 
the engine room of the Silk Route, we find 
not one but five main economic engines. I 
quickly summarize them; China we know 
about, India emerging rapidly, we still have 
dear old Europe, which although a bit old 
and dowdy is still an engine of growth.  In 
addition to that, we have the oil producing 
countries of the Gulf which have got 
massive economic surpluses and massive 
demand. Then we have the economic 

drives from the emerging economies in the region; Turkey itself, Korea, and a 
number of other countries which are becoming economic engines. So instead of 
being like South East Asia having one engine, we now have five engines along 
the Silk Route. That is quite a significant change in terms of economic history 
and economic potential.  

 
In addition to these main engines, 

we have numerous frontiers of unfulfilled 
economies. It is a harsh reality that many, 
dare I say most, of the countries in Middle 
East and Central Asia have not yet fulfilled 
their economic potential for all sort of 
reasons such as traditional, rather 
restrictive economic policies, and they 
have been landlocked. Whatever the 
reason is, they have not fulfilled a potential. 
We now see opportunities opened up by 
the Silk Route. There is the possibility of 

many of these smaller, but significant, economies becoming new economic tigers 
- small and medium sized economic tigers.   

 
Then we move on to still another 

factor, which is a role I think of interest to 
many people around here; the need for 
distribution and the logistic hubs all along 
the new Silk Routes. I emphasize this 
because I perceive this personally as one 
of the most significant missing links; one of 
the gaps in the strategies for the Silk 
Route. If I can quickly jump to a brief 
statistic; if one looks at the number of dry 
ports in the United States alone, there are 
in the order of 400, created very much 

around the railway network and around the US highways, which were built in 
the1950s. Today they are also built around airports. So for dry ports linking road, 

Five main regional economic driversFive main regional economic drivers

•• More than More than ““CHIMECHIME””

•• Need for new geographical mindsetsNeed for new geographical mindsets

•• McKinsey estimate GCC McKinsey estimate GCC –– East Asia trade increaseEast Asia trade increase

by factor 4 to levels of $ 350by factor 4 to levels of $ 350--500 billion by 2020500 billion by 2020
• China

• India

• GCC

• Japan

• Europe

Plus +

• Turkey

• Korea

• Iran 

• Iraq

Numerous frontiers of unfulfilled economiesNumerous frontiers of unfulfilled economies

Reality that many countries in Central Asia and Reality that many countries in Central Asia and 

Middle East have not yet achieved their full potential Middle East have not yet achieved their full potential 

–– contrasts and experiences of South East Asia cancontrasts and experiences of South East Asia can

be instructivebe instructive

New Silk Route will be not just a transit artery but a New Silk Route will be not just a transit artery but a 

Growth PoleGrowth Pole

-- previously isolated countries can join globalpreviously isolated countries can join global

marketmarket

-- should be regional demonstration and pull effectsshould be regional demonstration and pull effects

Distribution and logistics hubsDistribution and logistics hubs

Business and policy focus on transit arterial trafficBusiness and policy focus on transit arterial traffic

But (in Europe) up to 50% of container cost is distribution But (in Europe) up to 50% of container cost is distribution 

and delivery, not huband delivery, not hub--toto--hub transporthub transport

Questions whether New Silk Routes will consolidate a few Questions whether New Silk Routes will consolidate a few 

major global hubsmajor global hubs

 but certain that feeder and distribution systemsbut certain that feeder and distribution systems

will be criticalwill be critical

Need for chain of Zones throughout New Silk RouteNeed for chain of Zones throughout New Silk Route

 cogs in the whole Silk Road machinerycogs in the whole Silk Road machinery

 only about 100 only about 100 dryportsdryports in Asia, c. 200 Europe, c. 400 USAin Asia, c. 200 Europe, c. 400 USA
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rail and air, there are 400 in the United States alone. In Europe, we are not so far 
advanced. I think we have around 200. How many in Asia? I have not done a 
spot count but looking at internet websites, I estimate about 100. That is a big 
gap.  Ladies and Gentlemen isn‘t that your business?  

 
I am a shipper. In fact I finance ships. One thing I see as being a big 

problem: is the constraint to the business of shipping is the scarcity of logistics 
and distribution in this territory. I think this will be the enormous business 
opportunity.  

 
None of these potentials will work effectively without good economic 

policies. Here I speak as an economics advisor. Many of these infrastructure 
projects are moving ahead, but I do not see the Silk Route achieving its full 
potential without economic policy initiatives in the countries it passes through. 
There again we can learn a lot from South East Asia. You can not progress 
without good, sound fundamental economic policy reforms.  

 
So that is a whole package of the 

Silk Route. I would like to emphasize to 
you the importance of that package. The 
critical feature of this package is the 
timing. Many of these features will come 
together by about the year 2010, give or 
take a few years. Shipping liner routes, 
new transport technologies, and these 
monster ships are coming on stream 
more and more. They are now the 
exception. They will become the majority; 
more than 50% by 2010 at an estimated 
75% of the container ships will be these 
very large container carriers by 2015. All 
the Asia highways and the railroads will 
be opening up so the critical 
connectivities will be achieved by about 
2010. So timing is a critical factor.  

 
Another important matter not often 

brought into the open is whether these 
developments will give us enough time to 
make peace?  If we get these economic 
and infrastructural changes implemented 

along with peace, in this grievously stricken area, it will mean a tremendous 
growth of economic potential. It will mean economic growth for all the people, the 
billions of people, in and around in Asia.  

 

Timing – and Expectations

•• Key rail missing links completed 2009 Key rail missing links completed 2009 ––

20112011

•• Highways scheduled for 2010 Highways scheduled for 2010 –– but but 

finance lacks finance lacks 

•• More Post More Post PanamaxPanamax and and SuezmaxSuezmax ULCS ULCS 

by 2010by 2010

•• Unclear implications of transport changes Unclear implications of transport changes 

on locations      and functions of zones on locations      and functions of zones ––

will be both competition and cooperation will be both competition and cooperation 

•• Practical to expect delays and teething Practical to expect delays and teething 

troublestroubles

•• Practical to Practical to recogniserecognise constraints from constraints from 

politics to earthquakespolitics to earthquakes

•• Risk that New Silk Routes  will be only Risk that New Silk Routes  will be only 

strong as their weakest link strong as their weakest link –– but there are but there are 

numerous links and alternativesnumerous links and alternatives

•• What will be strategic positioning of every What will be strategic positioning of every 

zone,  and  of every company, along the Silk zone,  and  of every company, along the Silk 

Route ?Route ?

•• Use regional experience of turning Use regional experience of turning 

dreams to reality dreams to reality 

Economic and development policy innovations 

Cannot rely on transport infrastructure 

alone  

Need for “Infrastructure – Plus” policy 

framework 

Combination of macro and micro policies 

with specific policy instruments, in particular 

PPP 

Lessons of experience from South East Asia 

Cannot compromise on fundamentals 

Need to be careful and flexible with reform 

implementation 
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Truly, if we achieve even half of this, I think we are talking about an 
enormous historical transformation for the world.  

 
Before I conclude, I would like to be specific about a few of the issues. The 

Trans-Asia Highway Network is an enormous plate of spaghetti. Very impressive; 
but there is a lot more that can be improved. I would highlight one point; the gaps 
in connecting to your neighbors; from Turkey to the South of Turkey, Jordan, 
Syria, and Saudi Arabia.  There is the same gap showing up in the railways.  It is  
an enormous network of railways, but there are those gaps connecting to the 
richest oil area in the world.  

 
Filling some of these gaps we have the 
possibilities of new land-bridges. As I 
mentioned, the Saudi Arabians have 
already announced building new railways 
across the Northern Gulf to Amman. We 
have the GCC railroad going from Mascat 
to Dubai all the way up to Kuwait. We 
already have road and rail connections 
going from Basra on the Northern Gulf up 
to Mosul and making connection to Turkey. 
Obviously badly damaged for the moment, 
but there is a potential for a land-bridge 

going from the Northern Gulf and ―crossing the ―T‖ in central Turkey with the 
Europe, Asia, and Trans-Caucasian land-bridge.  This emphasizes a whole new 
potential for linking land and sea transport.   
 

There is a potential somewhere, and a very 
contentious potential, for a northern Gulf 
port. This is something which has to be 
discussed.  I think many of our colleagues 
have some perspectives on that. But there 
certainly is a need for a northern Gulf port.  
 
In addition, there are already connections 
in Iran to Bandar Abbas and more 
connections being developed up to Shanha 
on the Gulf of Amman. These are some of 

the land-bridges which will fill some of the missing links. I might call it the ―Silk 
Route- plus‖. They are part of the traditional Silk Route, but they are not, as yet, 
incorporated into the current maps and strategy in most of the current Silk Route 
planning.  
 
These are the key points which we need ensure are linked up with the new 
international hub ports which will be developed for these new ULCs. Singapore 
we already know about, Colombo (Sri Lanka) is already there, Vizhinjam is already 

Appendix - Saudi Arabia Rail Expansion
Chart by Saudi Government Railroad Authority

Appendix - Iranian Railway Network
(Reference IRO)
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being developed as the new deep water port for the whole of India.  It is the only 
one with about 40 meters sheer drop.  
 
Each of the points I have made are part of the New Silk Route, and if it is to 
reach it potential; if your countries are to reach their potential, they must all be 
addressed together.  You can do that, and that will transform your part of the 
world. 

 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

45 

Turkey’s Opportunities along the  
Silk Road 
Suat Hayri Aka 

Deputy Undersecretary 
Turkish Ministry of Transport 

 
We all know that WEPZA, the World Economic Processing Zones 

Association, was founded in the year of 1978 as a Non-Governmental 
Organization.  It serves a very important function through its contributions in the 
development of Free Zones throughout the world and through its activities aimed 
at improving economic efficiency. 

 
It is also our common knowledge, that in order for the requirements of 

economic and social life to be satisfied in a timely, cost-effective and safe 
manner, the existence of a well-facilitated and efficient transport sector is crucial. 
This sector forms the infrastructure for agriculture, industry, trade and tourism. 
The issue of ―transport‖ is not only a domestic issue for the country but has 
repercussions on a regional and international scope. In this context, it is very 
important to implement enhanced transportation policies which will prove 
important for humanity as a whole in the development of trade, tourism, and the 
economy.  

 
The fact that the problems encountered in the field of transport are of a 

cross-border nature requires that there be a common idea for the management of 
these resources.  Therefore, the international organizations and platforms on 
transport provide opportunities for the identification of problems and the 
development of appropriate solutions. 

 
It is beyond question that the provision of an efficient and safely 

sustainable transport chain can maximize the development and efficiency of Free 
Zones and thus support their contribution to regional cooperation. In this respect, 
with its location on the intersection point of European, Asian and the Middle East 
regions, Turkey is not only a passageway country of vital importance for 
passenger and commodities transportation among these regions, but also a 
source of significant and favorable opportunities for the development and efficient 
use of Free Zones. Moreover, the increasing trade activities in Turkey, in Central 
Asia and in the Southern Caucasus, coupled with involvement with the European 
Union adds even more to the importance and value our geographical location.  

 
Distinguished guests, the subject we have in our agendas today, namely 

―Opportunities along the Silk Road‖, is quite significant for our countries.  As you 
see, trade and transport emerge as two interconnected and mutually supporting 
elements in a globalizing economy. In the region where Turkey is located, there 
have been political changes of a global level, especially in the last two decades. 
The new economic balances brought out by these changes, requires the 
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transport sector to assume a very important role with respect to freight, 
passenger and energy transport. The transport corridors crossing over Turkey 
and securing the Europe-Caspian connection now constitute the backbone of 
Eurasia. On the other hand, Turkey also provides important means and assumes 
important roles in relation to the southern connections of Europe. 

 
The historical Silk Road is not only a trading route, but also a transport 

route. Today, the efforts have accelerated to revive the Silk Road that served 
caravans carrying the riches of the East to the West, and visa-versa, for 2000 
years as a corridor for communication, transportation and energy in the 21st 
century. 

 
Beside the historical importance of the Silk Road, interest in the Eurasian 

geography and the efforts to revive the Silk Road has increased in intensity 
especially in the last two decades. A significant milestone in this process is the 
TRACECA (Transport Corridor Europe-Caucasus-Asia) Project of the European 
Union. As you all know, the TRACECA Project is developing a multi-model 
corridor encompassing rail, sea and land transport. Its aim is to improve and 
develop transportation, and increase the means of access to Europe and world 
markets of Caucasian and Central Asian countries. The European Union is 
providing financial support to develop railroad, road and harbor projects specified 
along the corridor. In addition, the harbors in Turkey and their inner links are now 
of more importance within the contexts of the ―sea highways‖ concept defined by 
European Union and of the transportation strategy developed by European Union 
for the Mediterranean basin. 

 
Considering Europe-Asia-access, Turkey's geography provides 

indispensable opportunities for multi-mode transportation. The highway 
connections starting from Western Europe and going through Turkey to reach the 
Middle East and Central Asia all ready exist. These connections were reinforced 
with the ―Asian Highway Intergovernmental Agreement‖ signed between China 
and Turkey in April of 2003.  With this agreement, the ―E‖ highways starting from 
Western Europe and the ―A‖ network highways starting from the East Asia will all 
be connected in Anatolia. 

 
Turkey is actively participating in various important projects within the 

framework of efforts to revive the historical Silk Road. As a result of meetings 
held within the Economic Cooperation Organization with the aim of developing 
trade and railroad transportation with Central Asian countries, we scheduled a 
container train service that is now operational along the historic Silk Road from 
Turkey through Iran, Turkmenistan, Uzbekistan and Kazakhstan. The train 
service was initiated on 20 January 2002 from Istanbul and is scheduled with 
stops in Mersin and Izmir once a week. Moreover, since 26 December 2003 
there is a block container train from Haydarpasa to Turkmenistan. In addition to 
such developments, a Silk Road Turkish Export Products Fair has been 
organized to promote train service along the Istanbul-Ankara-Tabriz-Mashad-
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Ashkhabad-Dushanbe-Tashkent-Bishkek-Almaty line. The fair was held from 24 
April to 31 May 2005 with the specific objectives of promoting Turkish export 
products in member countries of Economic Cooperation Organization and Far 
East countries and increasing the potential of Istanbul-Almaty container train 
through increased publicity. 

 
Of course, the ongoing projects in 

Turkey in relation to the revival of the 
historical Silk Road are not limited to those 
mentioned. Within this framework, the 
ongoing Turkish projects involving Halkali-
Bulgaria border or the Istanbul-Bulgaria 
border and Istanbul-Ankara, Ankara-Sivas, 
Sivas-Erzincan, Erzurum and Kars railroad 
lines are quite important openings towards 
the revival of the Silk Road. 

 
In Ankara-Sivas Railroad Project‘s, 

aim is to reduce by 136 kilometers the 
length of Ankara-Sivas line which 
constitutes an important link of the east-
west corridor.  The purpose is to increase 
the freight and passenger transportation 
capacity. For this 454-kilometer-long line, 
the construction work started on 5 October 
2004, and the study, project design and 
engineering processes have been 
completed. Within the framework of the 
project, the condemnation proceedings will 
be commenced in 2007.  

 
Obviously, our country forms a 

bridge between Asia and Europe in terms 
of transportation. We have the Ankara-
Istanbul fast rail line which is now under 
construction, the Halkali-Bulgaria border 
high-standard railroad project, the Ankara-
Sivas high-standard railroad project which 
will ensure that Europe is connected with 
the Caucasus and Central Asia through 
Turkey.  

 

• Project Name: Ankara - Sivas Railway 

Construction Project

• Project Type: New Construction – High 

Speed Railway 

• Length: 454km

• Project Name: Sivas - Kars Railway 

Construction Project

• Project Type: New Construction - Railway

• Length: 578km 

• Project Name: Ankara - İstanbul Railway 

Construction Project

• Project Type: New Construction - High Speed 

Railway

• Length:  560km

Project Name: Halkalı - Kapıkule Railway 

Construction Project

Project Type: New Construction - High Speed 

Railway

Length: 250km
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Divided into three main parts, 

namely Tibilisi-Kars, Sivas-Erzincan and 
Erzurum-Kars, the project is currently 
undergoing feasibility and project study 
contracting and will be completed in 
August, 2007.  Signed on 7 February 2007 
in Tbilisi and designed to complete the last 
missing link in the east-west axis, Kars-
Tbilisi-Baku Railroad project is being swiftly 
implemented. 

 
In this respect, Turkey has completed the implementation projects, and 

the railroad to be implemented within the framework of the project has been 
designated to have 76 kilometers of its length within the boundaries of Turkey 
and 28 kilometers within the boundaries of Georgia. The funds required for the 
construction contracting has been scheduled into the investment program of 
2007, and the condemnation proceedings required for the project's contracting 
process have been initiated. With the iron Silk Road we aim to construct, we will 
achieve an additional transportation capacity of 30 million tonnes between 
Europe and Asia. At the same time, this railroad will become the shortest and 
safest means of transportation between Europe and Asia. 

 
I would also like to say a few words 

about the Project Marmaray which is one of 
the most extensive transportation infra-
structure projects of the world. This grand 
project bears the aim of connecting Halkali 
in the European Side of Istanbul and the 
district of Gebze in the Asian Side of 
Istanbul with an uninterrupted, modern and 
high-capacity rail system. In this project, a 
section of the line will be conveyed under 
the Bosphorus through tube tunnels. 

Estimated to reach 76 kilometers in length, this line will consist of main 
structures, immersed tube tunnel, bored tunnels, cut-and-cover tunnels, 3 new 
underground stations, 36 surface stations, operations control center, 
maintenance facilities, upgrading of existing tracks including a new third track on 
ground and completely new electrical and mechanical systems and procurement 
of modern railway vehicles.  

 
Despite all these projects and infrastructure-building efforts carried out by 

our country, we still face certain obstacles on the way to providing uninterrupted 
transcontinental transportation. As you know, in order to enable an increase in 
activity for the transportation sector which directly influences the efficient 
utilization of Free Zones, it is of crucial importance to ensure proper infrastructure 

• Project Name: Tiflis - Bakü Railway 

Construction Project

• Project Type: New Construction Railway

• Length: 543km

• Project Name: Kars-Tiflis Railway

Construction Project

• Project Type: New Construction - Railway

• Length: 321km

• Project Name: The Marmaray - İstanbul 

Strait Tube Tunnel Crossing Project

• Project Type: New Construction - High 

Speed Railway 

• Length: 76km
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and to remove all the non-physical obstacles negatively affecting transportation 
and land transport in particular.  

 
Among the non-physical obstacles disrupting, retarding or hindering land 

transport, we can give as examples the technical and bureaucratic problems 
encountered at land transport boundary crossings and the delays induced 
thereupon, problems resulting from the institutional and human resources 
capacities of authorities governing and supervising the market, insufficient 
crossing documents and quotas, high crossing fees, visa problems. These issues 
are still before us as matters demanding resolution. The obstacles in effect in this 
area are mostly non-tariff obstacles and affect many other countries, as well as 
Turkey. The obstacles in question will surely have a negative impact on the 
ability of our country to utilize its Free Zones potential more efficiently and thus 
on the efforts towards regional cooperation and development.  Considering the 
interdependence and mutual benefit from elimination of these obstacles there 
should be a mutual effort to do so. 

  
Another point of importance we as the Ministry of Transport take into 

consideration is the conformity of our regulations and projects to international 
standards. Especially given the negotiation Turkey is now going through, taking 
into account the objective of European Union membership, we put great 
emphasis on implementing regulations and procedures in line with European 
Union standards.  

 
With such feelings and ideas, I would like to express my gratitude for 

being given the opportunity to present to the Turkish public and to the world an 
account of our railroad projects which will revive the historical Silk Road.   

 
I would like to present on behalf of my Ministry my thanks to all the 

institutions and persons whose efforts made possible such an important 
conference for our countries and to wish that the steps you are going to take will 
yield beneficial results for our future. 
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Let Turkey Become a Trading Nation  
Timoçin Sanalan  

Advisor, Prime Ministry State Planning Organization 

 
I am going to explain to you the recent developments in the Turkish 

economy, and then I will provide a few words in relation to the special zones. My 
explanations will rather be in relation to economic policies. For those of you who 
are probably not aware of the recent development in Turkey, if you are living 
away from Turkey, but one way or another remember the recent crises from the 
press news, might think the Turkish economy seems a little bit fragile. I must 
express at the outset that this way of thinking is not valid anymore. One can put 
forward various reasons; but I think the downsizing of the public sector, and 
reduction of its economic weight in most of the sectors, is the main reason 
behind this strengthening. 

 
Mismanagement of the public sector was the essential cause of most of 

the past economic crises.  This situation is quite changed. The public sector has 
withdrawn to a great extent from the routine daily market decisions of production 
and consumption. Actually the role of the public sector was redefined much 
earlier, and it dates back to the years of 1980s. But due to slow progress in the 
structural reforms and reluctant privatization efforts, this new profile and role of 
the state effectively occurred much later 

 
Competition, globalization and private sector driven growth largely 

became the common features of the Turkish economy. I can provide you two 
empirical reasons for that. The first one is in relation to the oil shocks. I 
remember how distorting the oil shocks of 1970s and 1980s were and they 
generated tremendous problems for the economy. But on the contrary of this 
past observation, we now see that the oil shocks of 2002 with the prices of oil 
increasing threefold, did not have much serious adverse effect on the economy 
despite the fact that Turkey is importing something around 30 million tons of 
crude oil a year.  

 
Another factor is the case of so-called Asian and Russian crises, as you 

remember in the years of 1998 and 1999.  These crises in the Far East, this 
financial turmoil, also generated a downfall in the economic growth of Turkey in 
1999. Similar effects happened on a lower scale during the months of May and 
June of last year. International capital market volatilities suddenly increased. 
However this time it did not generate any panic in the economy and the growth in 
production and income continued. In other words, the economy has stronger 
structure today then ever and, this proved successfully that it is resilient enough 
to avoid such unforeseen shocks. This capacity gained to a considerable extent 
with the macroeconomic policy reforms made in recent years. Therefore let us 
have a closer look at them. 
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Tight fiscal and monetary policy to fight the long lasting inflation, started 
up before the 2001-2002 crises.  But the government in those days could not 
manage these crises which began as a banking sector liquidity problem and then 
it amplified. After the general elections, and with the new program prepared 
together with the IMF, this macroeconomic policy package was reviewed, revised 
and changed a little bit. The aim of the program was the same; again to fight the 
inflation and accomplish the macroeconomic adjustments to achieve growth and 
price stability. These efforts which were made within the framework of the stand-
by agreements were also reinforced by a parallel and important development, 
namely, the European Union accession negotiations. 
 
Policy Reforms 

 
I will explain in ten points some of the policy reforms and measures which 

took place since the crisis years. Please note that, this list is not exhaustive, but 
rather is a list of benchmark economic decisions:  

 
 A very tight fiscal and monetary policy discipline was put into force 

in the monetary policy of the Central Bank, and hence, the total 
liquidity was successfully controlled. Floating exchange rates 
together with inflation targeting practices were adopted. In the 
public financial sphere very strong budget discipline was 
introduced.  A good indicator for the fiscal policy tightness in this 
respect is probably the so-called primary budget surplus which was 
kept around 6.5 % in recent years. 6.5 % non-interest budget 
surplus, as a ratio of gross national product, is a huge amount. This 
seemed a necessary condition because of very high annual interest 
payments on public debt.  This target alone implies how big the 
sacrifice required from the Turkish taxpayers was. The fiscal 
burden of high primary budget surplus is still the case. And perhaps 
it is somewhat exaggerated, at least to me, by the fiscal authorities 
and IMF, but tolerated by the economy just to keep the international 
credibility of the program at the highest level. The ratio of the public 
debt stock over GNP is much lower than the initial years of the 
stability program, and now there is no roll-over difficulties with the 
public debt payment.   

 
 The second policy was the financial sector reform which took place 

particularly in the banking sector. The banking sector was re-
organized in a reasonably short period of time. The number of 
banks and their branches were reduced.  Their expenditures, asset 
structures, volume of credits, etc were all reviewed. At the end of 
renewed risk assessments; capital injections to some of them were 
made, deposit insurance with full coverage was provided to protect 
deposit accounts, initially without any restriction, but later, after the 
restoration of market confidence, it was reduced. In the meantime 
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some of the banks were liquidated, and some of them sold out to 
national or foreign entrepreneurs. Basel criteria were put into force, 
and the regulatory institution (BDDK) which was established before 
the crises worked in full authority to check the banking sector 
transactions.  

 
 Laws regarding the Capital Market regulator (SPK) were revised, 

and some new practices and institutions, like futures and options 
market, were established.  

 
 Public sector expenditures were very much reduced. The public 

sector project pipeline was revised and investment projects 
reassessed. The total number of projects in the public investment 
budget were reduced almost 45 %. Some of the projects were 
postponed, and some of them were completely eliminated. These 
were some of the measures which were deemed necessary to keep 
the non-interest budget surplus at the highest level.  

 
 Privatization of state owned companies is almost completed. The 

remaining few big companies are about to be done. The important 
and difficult privatization is about to be made in the distribution of 
electricity. On the other hand the sectors like petrochemicals, iron 
and steel, cement, fertilizers and mobile telecommunication have 
already been privatized. In some other sectors, like air 
transportation, market liberalization with the existing strong private 
competition has been achieved. 

 
 Public budgeting methods and procedures have been modernized.  

Medium term studies and projections in budgeting process have 
been made compatible with the three year medium-term economic 
plan.  More importantly, legal measures have been taken to avoid 
unforeseen subsidy payments and similar expenditures of the 
governments via generating operating losses for the state owned 
enterprises. Generally speaking, public sector borrowing 
requirement were reduced to less then 2 %. It was around 1 % 
perhaps last year fiscal year. The same figure I remember was 
averaging around 10 % in most of the second half of the 1990s. 
Essentially, we can be confident that fiscal discipline has been 
accomplished. 

 
 On the EU front the accession process, as I mentioned, has been 

started. Despite the political difficulties, some progress is occurring. 
For example, the screening stage of the Turkish statutory system 
and related laws, by-laws etc has been completed; and 4 of the 
chapters of the total EU accession related work (the total is more 
then 30) will be opened for negotiation this year. 
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 Another reform which is very important but not completed yet is the 

social security reform. This reform is very important. It has started, 
but is not completed yet. Studies must continue. Three public 
institutions need to be merged into a single one to prevent work 
related duplications and minimize the expenditures. But there 
remain many potential policy measures which need to be done, 
because the social security system suffers a huge actuarial deficit 
of around 4.5 % of total GNP. The GNP is around US$400 billion. 
So that means something around US$16-18 billion is the magnitude 
of the social security deficit. Furthermore, it is important to 
recognize that dependency ratios in this system are increasing 
mostly as a result of early retirements. 

 
 Debt management. Public debts were restructured and its share in 

the GNP reduced without requiring any serious rescheduling. This 
was done both by lowering public borrowing requirements, and 
making back payments on a timely manner. The term structure of 
the new borrowings therefore is getting very favorable; indicating 
that roll-over of the public debt is made without any difficulty. 
Average maturity, which was around 45 days in the year of 2002, is 
around 24-25 months now. Upper limits were put on the external 
credit demands of the local administrations as well as central 
government projects to limit their external credit demands.   

 
 Another important pillar of the policy reforms in addition to fiscal 

reform was certainly the acceptance of the Central Bank (CB) as an 
autonomous body by the Government in implementing monetary 
policy.  The CB Law was, therefore, changed in line with this 
principle. A monetary policy committee was legally established to 
set the short-term interest rates as one of the important functions of 
the Central Bank, and inflation targeting practice was adopted first 
implicitly and then openly. Inflation targeting was adopted to 
achieve price stability. Another important measure is that the 
floating exchange rate system was eliminated and replaced with the 
previous system of fixed exchange rate. Prior to 2002 a fixed rate 
regime was used as an anchor to hold down domestic price 
increases. 

 
Macroeconomic Impact 
 

Let us proceed by looking at some of the macroeconomic fundamentals to 
see what the end products are. The most important one is the growth rate. 
Apparently growth is going on. It was 7.9 % in 2002, 5.9 % in 2003, 9.9 % in 
2004, 7.6 % in 2005 and 6 % in the last year averaging around 7.3 % annual 
growth.  
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I have couple of observations as an economist with this performance. 
First, 7.3 % average compares with the average growth rate of around 3 %  for 
1993-2002 according to Treasury numbers. That means there has been a very 
significant shift in the production function and the production possibility frontier of 
the country. This cannot simply be attributable to the excessive use of capital and 
labor. In addition to that, there must be a shift in the technologic content of the 
production. That is, I think, important; very important if it is the case. This may be 
the result of the increased technology use in the new industrial investments, 
realized in the outward-oriented dynamic sectors such as petrochemicals, iron 
and steel and automotives in industry and in the service sectors information and 
communication technologies, banking, air transportation and the health sector. 
According to the studies made in the State Planning Organization (SPO), growth 
in the total factor productivity is more then 40 % in the last four years. So if you 
believe in these econometric studies, there is a piece of evidence in relation with 
this change in the structure of the production function.   

 
Another observation is, this time Treasury makes this observation, is that 

the 7.3 % rate of growth has been mostly realized by the growth in the private 
sector. It is around 4.4 %. So as a result the per capita income reached to 
US$5,500 approximately within a five year period. This figure of dollars certainly 
is sensitive to the possible changes in the exchange rate, but in any case it 
increased significantly. As a final observation in relation with the growth 
performance, it seems to me that sustainability has been achieved since this is 
the growth in five consecutive years without an interruption.   

 
Another figure is in relation to inflation since the whole story is about the 

fight inflation. The inflation rate, as measured by the CPI (Consumer Price 
Index), is slowing down. It has a downward tendency despite the fact that it is 
increasing this year. It was around 30 % in 2002 and approached 8 or 10 % last 
years. Inflation decelerated, but probably it is going to exceed this year‘s target, 
of 4 %, and reached the level of 10 %.  There is still some time to readjust the 
relevant policy measures to prevent a significant upward deviation. The important 
thing is; Turkey has learned how to fight inflation. I have the impression that, 
given the past experiences, the effective role of the fiscal and monetary policy 
and their smooth coordination will probably continue this year. You know this 
year is particularly important because this is the general election year. That is 
what I hope.  

 
Another category is the stock of public debt. Net debt stock of the public 

sector over GNP ratios meets the famous EU Maastricht criteria.  It is even less 
than that. It is around 55 % of the GNP. It was 90 % in 2001. But please be 
careful. This is not gross debt over GNP; this is net debt over GNP. But anyway 
gross debt over GNP is not exceeding 60 % by much. It is around 64-65 %. If we 
look at the external debt stock only, it is just 27 % of the GNP. Yet the Central 
Bank is accumulating reserves.  Reserves reached US$66 billion, which is about 
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the optimum reserve requirement for Turkey. It will perhaps be held to stay on 
the safe side as a defense against the global financial volatilities.  

 
Current Account Deficit: This deficit is now around 8 percent of GDP. It 

was not that high in the past, and it was even negligible in the beginning of the 
century. This is perhaps the soft part of the overall economic performance. The 
reason behind this development is threefold. First is the appreciation of the 
domestic currency, which is probably the by-product of the successful 
disinflation. Second, economic growth and industrial demand for imports are 
increasing at a higher rate than the past decade.  Third, oil prices hit the highest 
levels ever; hence the import bill is getting bigger. I do not want to point out the 
import increasing effect of the low prices of China and India; likewise I do not 
consider the change in the composition of the exports which may increase the 
use of imported inputs more then before. I consider these facts rather normal 
commercial matters. 

 
In its full economic meaning we should be considering the current account 

deficit as the outcome of the ex ante disequilibrium between domestic savings 
and the level of total investments. Ex post equilibrium is certainly obtained with 
the financing of the current account deficit. Therefore the problem can only be 
solved by increasing domestic savings, if we do not want to reduce the growth 
rate. By the way, it is surprising for me to follow the public discussions on the 
current account gap instead of focusing on the savings gap.  

 
Another important category, since we are discussing the current account, 

is the direct foreign investment inflows. This item is gaining importance not only 
because of the conventional reasons such as technology and market acquisition, 
but also because of the financing need of the above mentioned quite big deficit. 
Developments in this context are very promising. According to the Treasury‘s 
most recent data, average inflows are increasing at an increasing rate. Foreign 
direct investments became US$20 billion in the last year up from around only 
US$1.1 billion during the last decade. This type of direct foreign capital inflow 
indicates the improvement in the quality of the capital account structure and the 
quality of the current account finance. This means that we are getting less 
dependent on the inflow of portfolio investments, so-called hot money, or long 
term-short term borrowings.  

 
Since we are in the trade environment, exports are very important. Trade 

performance of Turkey is really good as we all know. Exports were around US$ 
86 billion in the last year, and if I am not mistaken they will be around US$ 143 
billion this year. So the volume of trade is increasing together with the trade gap. 
The main observation is not the increase in the value of exports only, but also its 
composition is improving. The share of textiles and wearing apparel were 
reduced from around one-third to one-fourth, from 33 % to 25 % of the total. The 
share of the added value sectors such as motor vehicles, metal industry, 
machinery and equipment increased. But I cannot proceed without saying that 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

57 

the export sector, as you know, can hardly sustain this fast track progress in the 
future unless the product mix of the industry and the production pattern of the 
trade oriented sectors changes in the coming years in a manner so that they can 
produce knowledge intensive goods to meet with the demands of the rich country 
markets. 

 
Employment developments are not as shining as it is in the other fields 

because of the sticky appearance of the annual rate of unemployment which is 
around 10.3%. Since there is a high growth rate, why is it we are not having high 
employment and low unemployment rates? First, there is an increase in absolute 
figures of employment. But due to the demographic changes the labor force is 
expanding rather fast.  Urban employment particularly is increasing, but not fast 
enough to employ all the newcomers who were previously employed in the rural 
agricultural sectors. On the other hand, the labor participation ratio for women 
has decreased as a result of migration changes in the value systems, the 
mismatch of skills, etc.  In other words, there are countervailing factors prevailing 
in the labor market. A second factor, and more important perhaps, is that labor 
productivity is getting higher. According to the SPO, the annual average increase 
in labor productivity is 7.8 % in the last five years. 1 
 
Future Challenges 

 
All these observations and success stories certainly does not mean that 

the economy is not left with unsolved problems, but these are rather medium and 
long term problems. There are indeed very many medium and long term 
challenges which are waiting for strong policy actions in the upcoming years. Let 
me mention them very briefly. I will try to mention just five of them only. Surely 
the potential list is quite high.  

 
The most important long term problem, as I have mentioned, is a foreign 

trade related problem. It is the lack of strong innovative and technological 
capacity in the country. The second problem is the very high dependency of the 
economy on imported sources of energy. This is rather a medium term problem 
in terms of its solution. We should be looking for that. Turkey consumes 105 
million tons of oil-equivalent energy each year, and 70 % of it is imported. So 
there is a very high dependency on the imports of energy.  Domestic resources, 
whether it be costly or not, must be rapidly developed. As an additional policy, 
energy saving measures must be seriously and widely applied. 

 
The third long-term problem is inequitable income distribution which 

developed because we had a very long inflationary period. Therefore, income 
distribution, opportunity distribution among social groups, occupations and spatial 
systems throughout the country are distorted. This problem is aggravated with 

                                                 
1
 Editors Note: An increase in labour productivity and a “sticky unemployment” number is very 

consistent with wide scale privatization of SOEs. 
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continuing pressures on prices. The high burden of indirect taxes also contributes 
to the distributional problems. Some 70 % of total taxes are indirect taxes, so this 
is a significant factor.  

 
The fourth problem is the modernization of rural agricultural. This is 

something that we cannot assume is a natural process, in the sense of acquiring 
better rural infrastructure and better agricultural production, but we need better 
ways of living in agriculture and in agricultural production, marketing and in 
general in the way of living for rural areas.  

 
The last important long term issue is creating up-front, radical changes 

and not gradual improvements in our formal and informal education systems; 
changes covering all levels of schools, higher education institutions, teaching 
methods and even life-long learning systems. 

 
I would like to conclude after all these remarks by claiming that we have 

good reasons to have strong confidence that Turkey can become a trading 
nation.  Let us get back to the trading idea. In this perspective I assume that in 
the upcoming years, strong impetus to the industrial sector will be provided so 
that their scale of research capacities for innovation and product development 
will be increased allowing Turkey to gain further comparative advantage in trade.  
Yes, Turkey has got to be an important trading country.  It is in fact going in that 
direction, and this must be streamlined.  A popular vision for the Turkish 
economy, and for the Turkish society, must be redefined and expressed strongly 
in a simple manner. One possible definition of a trading nation might be the 
country where there is very high foreign trade volume say, approximately equal 
to her national output. Today this ratio for Turkey is around 55 % and it is 
gradually improving. 

 
What can be done to make it increase faster? It would perhaps be easier 

to become a trading nation if we become a member of the European Union.  But 
even if we are not accepted into their club, we should not feel humiliated.  Yes, 
the EU market is a market of €12 trillion with 400 million people, but we are in a 
Customs Union with them already.   Therefore, what is important at this point is 
whether or not we are going to have a properly established, technology intensive 
and high added value production pattern in the near future. This is becoming a ‗to 
be or not to be‘ type of issue for most of our activities including Free Zones, 
export driven sectors and not just the economy as a whole.  

 
Given the macroeconomic stability and sound economic fundamentals, 

together with fair competition and the rule of law, what else are we in need of to 
obtain the status of trading nation?  The answer is not blowing in the wind! What 
we need is to establish again and again sound science and technology 
generating capacity and a powerful research base. We know that we cannot 
remain in the global competitive markets by producing and selling labor-intensive 
traditional goods. In order to achieve this rather ambitious goal there are certainly 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

59 

various conditions which must be fulfilled. I will briefly mention just one of them 
which we are already familiar with. It is the role of Special Zones, namely 
Science Parks and/or Technology Parks.  They can be put to use in industry 
more effectively as one of the policy instruments for the purpose.  

 
Our existing Free Trade Zones, Free Ports, Technology Parks, Cluster 

Centers, Industrial Real Estates and the like are all helpful in this regard, but 
perhaps their contribution to foreign trade remains at the level of increasing the 
traditional import and export activities only.  These are certainly very much 
welcome and prove to be successful operations in their contributions to income 
and trade.  But in the coming years we need to produce and sell science and 
high technology products. We must therefore considerably increase the number 
of science centers and technology parks in both numbers and quality.  

 
We should provide a suitable environment to employ many postgraduate 

research people and scientists, and let them work in a competitive atmosphere. 
This would also reverse the brain drain abroad and increase the volume of 
research. Today the ratio of total research expenditures to the GNP is less than 1 
%. It is 0.67 % according to the Ninth Plan.  We know that the EU average is 
more than 2 %, yet the Lisbon Agenda underlined the need for radically 
increasing research expenditures. The EU is not satisfied with their existing 
research budget at 2% of a much larger GNP.  

 
In order to have sufficient contribution to the export industries, research 

programs of these centers must be designed in such a way that they can work 
with both original and applied technology rather than trying to make contribution 
only to the pure sciences. 

 
Certainly, portfolio of activities, statutes and modalities of the operations 

research and development centers is out of the scope of this paper, but it is 
possible to say that sector specific models should be differentiated and carefully 
planned so that their supervision, as well as their activity portfolios, can safely 
remain out of bad intentions and corruption.  

 
There are already a few Techno-Parks in some of the universities of 

Turkey, and they are mostly if not all operating in a rather isolated manner. 
These constitute good experiments as special activity centers, but I am afraid 
they are not very supportive of the industrial foreign trade as much as the 
economy needs. 

 
So the key is ―let‘s become a trading nation‖. With these considerations 

and nostalgic feelings as an old fellow of Turkish Free Zones I wish you my best.  
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Legal Conflicts Call for 
Independent Administration of Zones 

Dr. Bumin Dogrusoz 
Assistant Professor & Columnist 

Marmara University 

 
Mr. Sanalan before me gave a detailed account of the economic situation 

and developments in a very satisfactory fashion. Of course, in respect of my own 
field, as a jurist, I will seek to bring up the legal problems we encounter in this 
area. In fact, I would like to bring up these issues in a way that you may see the 
situation more as a ―case‖. As Mr. Sanalan stated in his presentation, the legal 
arena and in the legal regulations have not progressed. With the speed our 
country enjoys in the economic field, we cannot adopt our legal system to keep 
pace with the economic progress. As he mentioned, the biggest problem occurs 
in the negotiations of full membership to the European Union.  

- 
When we take a closer look at our Free Zone system, we regulate it with 

the Free Zones Law, namely the Law No. 3218. Why did we issue such an 
ordinance? Based on the law, there are four basic justifications:  

 
 Our primary aim was to increase exports by developing the 

country's production in compliance with the world conditions and 
with the motive to increase employment opportunities;  

 
 The second aim was to accelerate foreign investment and 

technology inflow;  
 

 The third aim was to provide the economy's need for imports on a 
cost-effective and regular basis;  

 
 The fourth aim was to benefit more from the opportunities of foreign 

trade and financing. These were the aims we pursued while 
founding the Free Zones.  

 
Our current situation, as can be observed in the figures presented in Free 

Zones bulletins, is quite encouraging. Especially in terms of trading volume and 
job creation, we can say that we have achieved a very good position. Surely, 
what triggered the process, and made it possible for us to reach such a position 
were the exemptions specified under the 6th Article of the Law. We exempted 
these zones from the liabilities for taxes, duties and similar charges. In other 
words, we did not levy any tax on the earnings from zones. Of course this was 
something the Ministry of Finance just could not accept. They felt they should be 
able to take something from it. That was the reason behind the first discussion. 
The Ministry of Finance proposed an agenda admitting that there was an 
exemption granted by the law for Free Zones but claimed that in the distribution 
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of profits there should be a tax applied on the recipients. At that point, we 
experienced the first serious disagreement. This was complicated further by 
inconsistent decisions of the judicial authorities as well.  

 
The Free Zones had been given only very basic regulation in the general 

Law, but we had secondary legislation that regulated them even further.  So 
naturally we also developed problems with regard to the regulations.  For 
example the companies establishing and operating the Free Zones back at the 
time of the State Planning Organization had some agreements with the SPO. But 
then the Under-Secretariat did it.  The Operating companies had some shares to 
pay to the Free Zone Fund.  The relevant provisions were introduced in to the 
articles of association of these companies.  It can be discussed whether this is 
true or not.  However, after having provisions introduced in the articles of 
association the relations between these companies in the public sector have 
transformed into a special legal relation.  At that time we had the Free Zone Fund 
and some problems in determining the amount of money the company's should 
pay into the fund.  We tried to solve these problems with the public law rules 
which further complicated the issue.  During the crisis of 2001, which was parallel 
to the Principles of Budgetary Discipline discussions, this fund was transformed 
into a private Special Law Account.  Collections for this account would then be 
regulated by the Public Specialization Law. 

  
Now let me give you some basic information. In Turkey, the collection of 

claims, if it is a special law collection, is carried out in accordance with the 
Execution Law. This law is not applied to the public claims and receivables; 
instead we have another law for the Collection of Public Claims that applies. 
When we compare these two laws, in the Collection of Public Claims, the public 
is in a favored position. There are many reasons for this, but it is still a matter of 
considerable debate. 

  
Continuing with the example at hand, the relationship between the Free 

Zone operating companies and the Special Law Account was subsequently 
changed by an amendment to the law.  It was found to be a public receivable.  
Therefore the collections under the Special Private Law Account were again 
abruptly tied down with the procedure of collection of public claims. Thus, the 
claims arising at the time of the previous procedure and fitting completely into the 
framework of special law framework were made subject to the public claims 
framework. This led to other problems. Of course, we think that what should 
happen in a country governed by law is that the claims arising only after an 
amendment was made in law should be affected.  Yet the Honorable Under-
Secretariat said ―No, I will collect my former claims according to the Public 
Claims Law‖; so another series of problems arose and added to the disagreeable 
experience. Of course, when we tried to interpret the private law relationship 
through public law, additional problems emerged. For instance, when we look at 
the Free Zone law today, according to Article 43, there is a prescription of years 
for failure to pay into the private account. This is actually an official statement. 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

63 

We don't know why, but in all the conflicts, all the lawsuits regarding this fund the 
lawyers of the Undersecretariat claim this prescription of three years does not 
apply.  Therefore, here we encounter additional problems related to the legal 
value of our legislation. 

 
Of course, while we were dealing with all these problems, we have 

another Law No. 5084.  As you know, the tax exemptions have been abolished.  
The zones became taxable just like other areas of Turkey.  Now, you can ask if it 
is natural that it happens overnight. Aren't there some acquired rights in order to 
protect investors‘ rights?  Well, there were some provisions in Law No. 5084 that 
said companies in possession of an activity license could continue benefiting 
from the tax exemption for the term of their license and not pay any taxes.  In the 
Free Zone Law it is also stated that the tax on employment and purchases would 
also not be applicable in the Free Zones.  But in 5084 it was also stipulated that 
the tax on employment would also be applicable at the termination of the activity 
license but no later than 2008 regardless of the term of the license. 

 
Doesn't the structuring of the legislation in this manner infringe on the 

acquired rights?  Of course it does!  But when you consider it in terms of our 
general legislation there are two principles that do not function very well or are 
not considered by the legislation writers.  In a country governed by a constitution 
there are many legal principles, but these are two fundamental principles.  One of 
these principles is the principle of ―legal security‖ and the other is the principle of 
―legal stability.‖  As explained by decisions of the European Court of Human 
Rights, these principles say that when making a legal relation I should know the 
legal rules that I will be subject to, and second, until my legal relation expires or 
while I maintain my legal relation I should have a guarantee that these legal rules 
will not change.  Unfortunately, in terms of economic laws, tax laws these 
principles are being violated. 

 
I would like to give an example from the banking business so you can see 

that it is not just happening in Free Zones. In banking practices, loan debts 
received from private banks are covered by private law contracts. But if the bank 
is transferred to the Savings Deposit Insurance Fund for public management 
then your private debt becomes a public debt overnight. When you go to bed you 
are a private debtor and when you wake up you are a public debtor. The bank's 
branch manager who has been chasing after your payment, now becomes a 
government authority that can prohibit you from leaving the country that day. Of 
course if we do not respect these two principles we will not be successful in 
avoiding these problems.   

 
When the Corporate Tax became an exception, rather than an exemption, 

we had to deal with additional problems. A different exemption was put into use 
for manufacturers only. It was stated that for the persons involved in 
manufacturing activities within the Free Zones, the exemption applied in relation 
to the sales revenue of the goods they produce.  This new exemption would be 
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applicable until the date of full membership of Turkey into European Union or 
until the end of the activity license.  Hence, in a way, we assumed a position that 
provides incentives to manufacturing or industrial activities rather than 
commercial activities in Free Zones. This has some economic consequences on 
the Free Zones which will become apparent in the coming years, but we can‘t 
say much right now as the statistics are not available. 

 
After this point, the companies in the Free Zones were put under 

supervision by the Treasury Department. The biggest risk from the companies in 
Free Zones was ―transfer pricing‖ irregularities.  But Treasury had a ―brilliant‖ 
idea there. Normally, in order to make an allegation of transfer pricing against a 
company located in the internal market but also having a relationship with a Free 
Zone Company, it should be proven that in Turkey the company offers a 
relatively more favorable price to that company within the Free Zone. This is in 
the rules. If you are offering the related Free Zone company a price you are not 
offering other bodies, then this is transfer pricing.  Under such circumstances, we 
know that the relationship is affecting the price. However, in the investigations of 
the Free Zone companies the references used were the sales price to the Free 
Zone and the sales price the Free Zone company charged to foreign customers. 
This was another instance of treating the Free Zone company unfairly. Of course, 
when we do the investigation with such an approach it means that the Free Zone 
company's earnings were considered the earnings of the related company in 
Turkey.  When this takes place, the interpretation is that the you remove the 
exemption provided to the Free Zone company.  Today, due to these methods of 
investigation, there were hundreds of suits filed, and these suits have eventually 
reached the High Court, the State Council in efforts to seek redress.  As far as I 
know, there have been no rulings given by these bodies on this issue yet.  The 
law has been ignored by treasury through an ―interpretation‖, and the exemption 
removed.  However, I believe that the courts will not allow such an act and 
revoke these prices. 

 
Again with the approach of a revenue officer, we agreed to exempt the 

earnings from the Free Zones. But they said that if you deposit the revenue and 
receive interest on the revenue this income will be taxed. Again we contradicted 
ourselves with this statement. The contradiction was this: Whereas the return of 
an income, call this interest or foreign currency gain, the income connected to the 
first sum should be subject to the original regime, we violated this rule and we 
said, this sum may be a sum raised from the Free Zone, but if you gain interest 
from this sum, then this additional income is not the sum you raised from the 
Free Zone.  The courts ruled against this practice. However, until this was 
revoked, we had various problems. 

 
At last, a new Corporate Tax Law No. 5520 was put into effect, and the 

former Corporate Tax Law was revoked. Meanwhile, despite the fact that the 
regulations related to the Free Zones were not included in the Corporate Tax 
Law, the Ministry of Finance never-the-less said they were also going to regulate 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

65 

it.  The motive behind this decision was to narrow down or limit the exemptions 
through interpretation. 

 
This again created interesting issues and problems. One of these was 

related to the taxes levied on interest earnings, as I have just mentioned. The 
court ruling stated that ―If you are obtaining the interest on your earning from the 
Free Zone, these proceeds are exempt from tax but only until the date you spend 
this money.‖  But there is no such provision in the law. Let's say that I gained 100 
Liras in the Free Zone, and I deposited my 100 Liras for 1 year. I will gain interest 
proceeds. If I then have to pay an electric bill of 50 Liras, Treasury says that I 
have to pay this bill from the sum I deposited, and that I cannot use money that I 
transfer in capital. This is because they do not want me to earn tax exempt 
interest.  This was the answer. This issue is probably going to be discussed in 
the coming year. 

 
Still, with the approach of ―we should tax‖, I think we made a mistake here 

when the proceeds from the Free Zone were turned into an exception. This is a 
mistake, not a mistake induced by the interpretations of the Ministry of Finance 
but a mistake related to the law itself. When a company or an institution within 
the Free Zone purchased a service from a foreign company, we thought that the 
foreign company had made money in Turkey. We decided that we should apply 
withholding tax to the sum paid to the foreign company. This was our mistake. 
When we applied the withholding tax, the costs increased in the Free Zones. And 
when the costs increased in the Free Zones, it became rather difficult to attract 
foreign capital to make manufacture or industrial investments in the Free Zones 
as we desire to.  Especially in an environment where certain services are 
procured in different countries through ―Outsourcing‖, I believe it was wrong of us 
to ignore this fact. For example when we look at these practices, a part of the 
activities we call ―Research & Development‖ are currently carried out in Northern 
China, and the Tax Return of Americans are now completed in India. This is part 
of the globalizing process, and we should not have such a strict tax rules for 
service purchases in the Free Zones. In my opinion it is another mistake. 

 
With all these problems, what are my suggestions for solution?   First of 

all, from my perspective the issue is very important in terms of the economy and 
trade statistics.  When we consider the significance my first suggestion is that the 
Free Zones administration should be excluded from the general administrative 
system. Yes, our current Distinguished Minister of State is sincerely trying to 
support and protect the Free Zones. However this Minister can leave the office or 
the election results can be different.  Another Minister may come and have a 
completely different perspective on Free Zones.  Therefore, the administration of 
Free Zones should be organized just like other independent administrations, like 
the Capital Markets Board.  It should be taken out of the shadow of the policy.  
While doing that there should be some representatives from the Ministry of 
Finance, the Under-Secretariat of Foreign Trade or the Central Bank.  But the 
rules and regulations regarding The Free Trade Zones should be made by the 
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board of this independent administration.  I believe this will prove very useful.  If 
we have one institution doing something for the country and another institution 
putting barriers in its way this will be of no use for any of us.  Therefore I believe 
we need this kind of solution.  The administration needs to be strengthened.  
Also the founders and operators of the Free Zones should form a non-
governmental organization umbrella to work with the autonomous administration 
so we can have a more stable and beneficial environment. 
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Chaotic Zone Policy:  
Can Turkey do Better?   

Prof. Dr. Kenan Mortan 
University Lector 

Mimar Sinan University 

  
I would like to thank you all and especially our participants from abroad for 

coming here to witness the rites of passage of WEPZA – which can be seen as 
Turkey's child – and share your invaluable knowledge with us. As academics, our 
duty is to see outside the box, so let us wander beyond the subject following the 
path my colleague Mr. Dogrusoz has opened before us.  

 
Daron Acemoglu, a Turk and the popular Lector of MIT, who I think in 

2010 will be awarded the NOBEL Economics Prize, recently, in a ―Wall Street 
Journal‖ survey was asked about economic freedom and how it relates to 
economic development and growth. His answer was that rather than the degree 
of these economic freedoms the position of these economic freedoms was 
important. How practical are these economic freedoms? This is the important 
point.  I think the most important issue we will be sharing during this symposium 
will be how we can sustain our economic freedoms. 

 
Of course I will be sharing with you a Turkish experience, because I am 

from Turkey.  There may be some foreign guests who are not interested in the 
Turkish experience but we have to speak about Turkey, so we can understand 
the lessons learned from this process. 

 
A study was made in 1998 by the Turkish Union of Chambers and Stock 

Exchanges.  It is about the developing regions of our country, and I was acting as 
a facilitator in this study.  This study was conducted in the Mardin region, in the 
Free Zone of Mardin.  In 1998 we did a site study and by then in Mardin province, 
as a development dynamic in the process of social integration, the Mardin Free 
Zone was asked to show its activities to its full potential.  I mean, that the Mardin 
Free Zone reaching its full potential was the basic goal of this study.  As you can 
see of the 200 pages in the report 30 to 35 pages are on the Mardin Free Zone 
and how we can improve the Free Zone in Mardin, especially with respect to 
competition with the Syrian Free Zones.  Last year Yapi Kredi Bank, a leading 
bank in Turkey, published a manual.  They asked me, along with Mr. Osman 
Arolat, to perform a Mardin economic assessment.  We could not speak about 
the Free Zones. We could not say one word about them, because the Free 
Zones were not in existence.  They were not active.  They were not included in 
the economy. 

 
Now I will try to share with you some data so that you can better 

understand whether I have a biased point of view, or whether I am subjective or 
not.  In 2005 I was working as a columnist for the newspaper Dunya.  When I 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

68 

searched the achieves, I came to realize that on an annual basis there were only 
15 articles about Free Zones.  In the year 2006 there were 14 news articles 
about Free Zones.  The newspaper is a daily newspaper and a newspaper about 
the economy.  Every day there are 150 news articles, but there are only 15 news 
articles in a year regarding Free Zones.  So Free Zones are disregarded in this 
respect.  This is thought provoking, but I do not want to interpret it. 

 
However, going one step further, I want to share with you the theses that 

were published since the year 1980.  The supreme Board of Universities has 
been codifying the theses for two decades.  There were four Ph.D. theses; the 
last was prepared in 2003.  The Ph.D. theses are very important for showing the 
depth of the studies in this respect.  There were 80 Masters Degree theses.  I 
searched to see if there was something innovative in the thesis.  When I read 
them I saw that these theses were not complying with the situation we were in.  
They were all speaking about Free Zones in the 1960s or 70s.  Second, none of 
these theses were focused on cost-benefit analysis.  In terms of employment we 
say these Free Zones provide 40,000 jobs.  But only speaking about the 
employment opportunity is not sufficient.  There should also be cost-benefit 
analysis, but this issue is very uncertain, and we are not able to make a clear 
assessment of it.  We cannot make clear estimations or calculations of the costs 
and benefits.  I think we have to share these problems, because we are here as 
a family, and we are discussing this issue within our family.  It is stated in these 
theses that Free Zones are sometimes the cause of important smuggling events, 
but there is no explanation about it.  I would like to say that these species are all 
focused on these three specific issues.  There are no further details.  I just want 
to provide you with these examples so that you can understand the situation in 
Turkey. 

 
Mr. Dogrusoz, pointed out that there are some legal disputes.  However, 

before discussing these legal disputes we have some problems with the attitude 
of the authorities against the Free Zones.  In the first report in 2001 regarding 
foreign direct investment in Turkey there was one analysis report published 
under the auspices of the World Bank.  This report was prepared in cooperation 
with the Treasury.  This report was also mentioned in the EU preparations that 
such programs are favorable for preferential pricing and preferential activities.  It 
was foreseen that the advantages given to Free Zones would be eliminated.  We 
can see that this is not only a legal dispute.  We are also facing a problem with 
the international standards and international organizations.  For our foreign 
guests I would like them to know that the Treasury and the Ministry of Foreign 
Trade share the same building in Turkey.  The 59th Government, the current 
government, wrote a Letter of Intent to the IMF in April.  In this letter is promised 
that the opportunities in the Free Zones would be decreased gradually.  A draft 
law would be prepared and submitted to the parliament, to this effect, and the 
parliament would be cooperative.  We have to accept that there is a certain 
hostile attitude towards Free Zones among international economic organizations. 

 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

69 

As a matter of fact, in the road map of Turkey towards European Union, 
namely AB-2007-2013, it was declared that one requirement would be to adapt 
the Free Zones to harmonize with the necessary legal arrangements of the EU. 
This government has said that it will undertake reviews that would be effective 
after membership. The adaptation would be possible after full membership of 
Turkey to the EU. However, we have to accept that this government is actually 
trying to poison the situation.  A long journey to EU membership has been 
initiated in Law No. 2217, but this long journey is now interrupted.  How can we 
overcome this problem?  The future will be discussed tomorrow.  We have two 
ways:  First we have to protect the legal norms.  Second, we have to identify the 
immune system, and we should be able to protect the tax immunity.  On this 
issue we should be insistent, and make some legal arrangements that are 
compliant. 

 
When we have a look at these 20 Free Zones, we see there is an 

atmosphere of chaos.  Sometimes in the press there are some different 
statements like between 2004 and 2007 some 518 companies decided not to 
engage in activities in the Free Zones. This was actually expected!  In this 
situation the economic stakeholders in this dispute includes the Tax Council in 
Turkey.  The Tax Council is actually a civil authority, but it is acting as the 
supreme organ of the taxpayers.  It is providing some additional explanations for 
taxation issues.  It is making some very positive recommendation each and every 
year.  In the year 2003 after the issue of the promises made in the IMF letter was 
brought up, the Council expressed the opinion that if they want a new 
arrangement to be made we should first eliminate the negative parts of the 
administrative practice. Mr. Dogrusoz mentioned in his talk that we had an 
administrative dispute, and we should eliminate this dispute.  He suggested the 
Law No. 3218 should be revised.   

 
How can we do this?  The Tax Council stated that the activities in the Free 

Zones should be compliant with the goals.  Transfer pricing should be enabled, 
and the damage done to the Free Zones should be eliminated.  The tax should 
be eliminated, and competition should be on equal terms. We should be 
providing a clear legal framework.  On the other hand, Professor Nurettin Bilici 
from Hacettepe stated in one his recent articles that the Free Zones are creating 
unfair competition, and that in the Free Zones the incomes that are subject to 
taxes are transferred to the Free Zones.  Eliminating the tax exemption is also 
subject to pressures from such bodies as the OECD and other international 
bodies. 

 
Given these circumstances there are some bright spots with Turkish Free 

Zones. In Kayseri, Aegean Free Zone and in Bursa there are really effective Free 
Zones.  In this atmosphere of chaos how is it possible that these Free Zones can 
be very active?  Actually, the local dynamics of these Free Zones are very 
effective.  For this reason these regions are totally working as Free Zones, and 
they are making good use of the conjuncture here.  As Mr. Dogrusoz also 
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mentioned, there are four reasons for the law.  One of these is foreign direct 
investment.  It was also mentioned that there should be a surplus in addition to 
exports, but these are not dealt with clearly.  The regions mentioned have 
potential, so they have their effective Free Zones.  But if they did not have their 
Free Zones, they would still be relatively effective parts of the Turkish economy.   

 
So where does this chaos lead?  In a state respecting the law there should 

be a solution to each and every problem.  Turkey is always finding solutions at 
the very last moment.  With respect to the Free Zones both the ruling party and 
the opposition party are prepared to revoke the temporary provisions of Law No. 
3218.  They have both drafted laws to this effect. The first proposal carries on it 
the signature of Mrs. Nukhet Goksel from the ruling party; whereas the second 
draft bill was prepared by the Deputy from Izmir, Mr. Ahmet Ersin. In both of 
these drafts it was recommended that the provisional elimination of the tax 
exemption in Law No. 3218 should be abolished.  Last year the Parliament 
merged these two drafts, and the result is that duty-free treatment would not be 
eliminated.   

 
So can we solve the remaining problems after this positive development? I 

want to mention that there are two layers to this issue.  First, there are some 
normative interpretations of the law, and second in Turkey the ruling party—the 
government—should have a better attitude.  The government actually specifies 
the economic.  The government is more engaged in creating the five-year 
development plans.  We have some delegates here from India and Bangladesh, 
and they know about five-year development plans.  Turkey is still trying to 
insistently implement these five-year plans. We are now implementing the eighth 
plan.  In this eighth plan it is stated that there are 17 Free Zones.  In another 
article of the eighth plan it was specified that the Free Zones should be operating 
to their full potential and said that the infrastructure and superstructure 
opportunities should be enhanced.  But in the ninth development plan, the plan 
that will be implemented from 2007 to 2013, there is no word on Free Zones.  
There is no article about Free Zones.  

 
We have some Specialization Commissions regarding this issue.  Last 

year the report was published and submitted to all of us, and I had a chance to 
read it.  In this report there was also no mention of the Free Zones.  The 
Undersecretary stated that we should come together and have a common 
meeting on this, but there still is no mention of Free Zones. 

 
Now I will be speaking about the economic literature, and what the 

economic literature tells us about Free Zones and what it doesn't tell us. When 
you are teaching a child, a baby to walk, you face many challenges. You have 
your own experiences in India and Bangladesh, and I want to share with you our 
own experiences in Turkey.  But we should not disregard the theory that we all 
know.  We should be able to find and sustain the concept of Free Zones by 
taking into account these theories.  There is practice and theory and there is a 
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Spanish sociologist, Manuel Castells, who has performed a very comprehensive 
study for 10 to 20 years, and he may be regarded as a scientist in my opinion.  
He focuses on monitoring the international business tools.  Today our Minister 
Tuzmen has said that developments in globalization require us to revise our Free 
Zone program.  These are the words of an expert who worked actively in this 
field.  However, Castells states in the new international environment of 
cooperation the term Free Zone is obsolete.  In terms of value-added the 
information component is the determining factor.  Therefore Turkey should 
develop a deeper technology and better trade in services in the near future to 
compete internationally.  For this reason production of goods and providing 
incentives for the production of goods are not sufficient in the Free Zones. It was 
stated that in 1976, the share of medium and high level technological products in 
the world trade was 33 percent‖. Five years ago, this share increased to 54 
percent.  Castells continues that he is not just talking about economic 
cooperation.  The new environment policy should be considered in the context of 
the regionalized global economy. In his definition it is a global trading system 
within trade regions. The customs tariffs become identical, and countries that are 
different or out of scope are not included in the region. 

 
 The European Union started a very important negotiation in 2006 with the 

South Asian countries.  There are 31 Free Zone agreements now, and these will 
be reduced to one.  After this if we do not revise the meaning of Free Zones, it 
will be meaningless because the tariffs will be eliminated.  In this vein the 
Americans are using the ―Maquiloadora‖ Program.  This program is working as a 
NAFTA program.  It is not out of scope.  We are dealing with a more 
comprehensive situation here. There are no borders. There is an organized and 
flexible production within the international trade.  It is trans-boundary production 
and trade, 

 
Tthe multinational companies—some say there are over 60,000 of them—

have a trade volume of US$9.5 trillion.  All that is happening today has been 
stated by Professor Castells.  In this global structure we need to revise our 
strategies.   

 
I would like to share with you a new agreement that was signed on April 2, 

2007 between the United States and South Korea.  It is a Free Trade Agreement.  
In this agreement 94% of the tariff categories had customs duty eliminated.  You 
can find on the website that even North Korean products are included in this 
agreement.1  In such situations the Free Zones do not have any special 
advantages.  Mr. Lux stated in his speech that Free Zones should not be areas of 

                                                 
1
 Editors note: The North Korean products covered here are only produced in the Kaesong 

Industrial Complex located in an enclave of North Korea.  The enclave is operated as a Free Zone and 

Outward Processing Zone by a South Korean Company.  An Annex to the agreement establishes a 

committee to review the eligibility of goods produced in the Zone, the eligibility is subject to an extensive 

list of conditions.  At this time no North Korean goods are eligible for entry to the US under the FTA and 

no South Korean product may contain any components produced in whole or in part in North Korea.   
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harmful tax consequences or distorting state institutions.  There is a very clear 
warning here.  His second point is that the Free Zones will not be much of an 
advantage in the future.  Mr. Kleitz takes a different angle.  He says that those 
acting against the WTO Subsidies Agreement would be punished.  I do not think 
it is a coincidence that we are making some parallel activities within our country.  

 
The Free Zones in Turkey should act in accordance with international 

agreements and should be in compliance with the WTO regime.  I hope there will 
be much more discussion in tomorrow's sessions, and we will be much more 
informed.  Tomorrow there is a session on internationally successful Free Zones.  
There are some very good examples of this.  The first one is Mr. Andre.  He will 
be speaking about France's Antipolis, and Mr. Abbas will be speaking about the 
Free Zone in his region.  I think they are both specifically important.  The first of 
these is a Science Park.  It is one of the most important technopolis or innovation 
centers of Europe.  The second is Jebel Ali in Dubai which has a very important 
role in the Middle East.  In this region there is a very different approach. We of 
the international conventions practice will be hearing newer things tomorrow. 
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Successful Free Zone Strategies in 
Ras al Khaimah 

Oussama El-Omari 
CEO/General Manager 

Ras Al Khaimah Free Zone 
United Arab Emirates 

 
I will be sharing with you how I developed the Ras Al Khaimah Free Zone, 

and how to face challenges.  I understand there are a lot of colleagues who are 
starting Free Zones, and they reminded me of ten years ago when I was just 
started our Free Zone.  The number of Free Zones around the world is definitely 
growing.  We believe the more Free Zones, the better for us because competition 
is always healthy.  We always have to be innovative and prepared to compete.   

 
Ras Al Khaimah is one of the seven Emirates in United Arab Emirates. It is 

located on the northern part of UAE and is one hour away from Dubai.  This map 
is purposely done to give the idea 
that we have been associating 
ourselves with Dubai. We can tell 
because Dubai is considered as 
one of the world‘s business hubs.  
We thought every time we have to 
give our names, we need to 
connect to Dubai so the client or an 
investor coming to us should be 
feeling that they are closer to the 
business hub.   

 
Ras Al Khaimah is a Free 

Zone located between mountains 
and the sea. We are always showing clients what the country has to offer before 
we show them what kind of services and facilities we have to offer.   

 
Before I move off this concept, I understand all my colleagues and staff in 

Free Zones think that the RAK Free Zone is considered a part of Jebel Ali.  
That‘s what has happened to us.  We thought in setting up a Free Zone, we have 
to have chimneys and a large manufacturing base.  That is what we thought at 
the beginning.  But we could not go anywhere because Jebel Ali is definitely a 
monster of a Free Zone.  It is not easy to start and do the same thing as a 
monster.  So we thought let us be complimentary to Jebel Ali, rather than 
compete head on with them.  Jebel Ali had about 5000 companies within 22 
years of operation.   

 
We decided to use any concept that can help us attract the clients from 

around the world.  We tried everything including industries.  We decided that the 

Dubai 

 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

74 

best way was to go with the concept of affordability and an easier method to 
register companies with no complication.  We tried so many concepts; in the end 
we settled on one called the ―Flexi Concept‖ We named it the ―RAK Flexi-
Concept‖ because it had flexibility built into it.  I will be introducing and giving 
more details of it today.   

 
This is our vision.  When setting up a Free Zone, your government will 

always tell you we need more clients; you need people to come.  We did not 
know what this meant.  We need people to come to do what? The answer is to 
do business.  So we decided to say that they have to come and sit and we had to 
create a business environment, the easiest way, the cheapest way and the most 
flexible way to create a business.  The ability to do business is what the clients 
are looking for.  So you can see that we looked at all the incentives and we 
decided to choose some of them like the incentives of Flexi-Zone. We have 
decided to put in some infrastructure.  I will show you what Flexi infrastructure we 
require.   

 
By the way, every Free Zone can apply the same concepts.  It does not 

have to be Flexi but just the same vision.  Basically we had to study all the clients 
coming to Jebel Ali, and say that they need affordability, speed and fast service 
to the client.  Here is what we call the very miraculous concept of Flexi.  We 
decided to set up our office in Dubai, so we approached the government and we 
say we would like to have our own Flexi business center in Dubai.  And Dubai 
said you are welcome, if you bring anybody, you are welcome.  So we registered 
ourselves in Dubai, and at the end of the day, we started bringing registered 
companies out of Dubai to Ras Al Khaimah.  This is a concept of marketing we 
had applied that helped us a lot.  We took our Free Zone to the business hub.  
We set up a business center in the middle of Dubai where we started talking and 
introducing our client to come to Ras Al Khaimah via Dubai.  And that is part of 
the flexibility which we have used, and that gave us a lot of marketing and 
exposure.  We went to the capital Abu Dhabi which was easy for us since we 
already tried it in Dubai.  Now anybody who is coming to us, we are telling them 
that you don‘t have to do business in Ras Al Khaimah.  You can register with us 
as a Free Zone, but you can stay in Dubai and conduct a business there or in 
Abu Dhabi.  So Dubai has a different business trend, Ras Al Khaimah has a 

different trend and Abu Dhabi has a lot of 
oil so there are a lot of companies coming 
to set up and do business in Abu Dhabi in 
the oil related industry.  How does this help 
the client who came to register with us? 
They are not required to have a sponsor in 
the country.  In the UAE, and probably all 
the Middle East, if you want to register in 
the commercial or economical department 
of the Minister of Economy, you are 
required to have a sponsor which will have 

 Arabic

 English

 Germany

 French

 Turkish

 Russian

 Japanese

 Indian

Different Languages….
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51% and 49%.  What we did with this concept is we moved to Abu Dhabi and 
Dubai, set up our offices and we started registering companies, enabling them to 
sit in Abu Dhabi without having to have a local sponsor.  That gives them a lot of 
freedom to have a hundred percent ownership, to conduct their business and 
choose any partner they want.  This is the concept of flexibility that we applied 
and it really hit the roof as far as the number of companies.  We are doing an 
average of 1500 to 2000 companies per year.  Now, there is the impact of being 
flexible.  Do not forget the website we are talking about.  It has about seven 
languages.  It is easy for companies to come and register even via internet or our 
website.   

 
Ok, we have mentioned that this is 

our vision.  We are very dedicated to 
supporting our clients.  These are the 
values that we have applied to customer 
partnerships and shared leader-ships.  We 
did apply a lot of our concepts that you can 
not think your client will come and register 
with you and help whoever the company 
comes and registers with you and they 
need a business.  So we do have a list of 
business opportunities in the UAE, in the 
Middle East, in Saudi Arabia, in Iran.  So 

we do apply and use, we have a lot of, database with counterfeit companies 
when they come for business opportunity in whichever business they are in.  
That is another customer service we are providing in addition to the services we 
are providing to our clients.   

 
You can see that this is where our 

Free Zone is.  Free Zone numbers around 
the world are growing.  So the competition 
is growing, and we are thinking this 
competition only brings health.  It is a 
healthy competition when you have Free 
Zones like in the UAE.  Now, we are 
reaching thirty Free Zones.  We feel like 
we are attracting all kinds of companies, 
and they can choose and pick whatever 
they need.  And that makes us competitive 
and looking for innovative ideas.  This is 

the UAE Free Zone Market.  The Free Zone definition has changed, and the UAE 
probably around the world changed that definition is no longer that you have a 
Free Zone with all kinds of activities.  The UAE now started to do this dedicated, 
exclusive top of Free Zones.  So you have a Diamond and Gold Park Free Zone, 
you have the Internet City, Motor Vehicle Cities, Silicon Valley City, cities that 
specialize in attracting one type of industries.  These are the changes that we are 

Government of Ras Al Khaimah Tel.: +971 7 2041111, Fax: +971 7 2041121, 

P.O .Box 10055, Ras Al Khaimah, United Arab Emirates, E-mail:  inquiry@rakftz.com

The Ras Al Khaimah Free Trade Zone is dedicated to 
being a center of business excellence and the most 

effective environmentally friendly free zone in the 
Region by tapping into the strengths of its customer 

oriented team members, who are given the opportunity 
to be creative in managing customer needs through 

upgrading infrastructure, creative marketing strategies
and who possess a keen interest in promoting 

e-commerce entrepreneurship.

As a result of the efforts of RAKFTZ, Ras AL Khaimah will 
be known as a region where businesses are welcomed, 

successful and flourishing.

Vision & Mission….

UAE Free Zone Market…

CarInternet 

Heavy Equip.

Silicon

Flower 

Jewelry 

Aid

Textile 

Carpet 

EducationHealth 
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facing now particularly in Dubai.  They are building a lot of infrastructure.  
Diamond and Gold Parks are the first parks that certify the gold and diamonds, 
and apply all international procedures like Kimberley Law and all these things.  
So you can see that the definition is changing.  The Free Zones no longer have 
mixed facilities, of mix of industries.  They are specializing.  Look at the health, 
education and even flowers.  Flower Free Zone is owned and run by one national 
lady in Dubai.   

 
So I am going to go back to the 

Flexi Zone.  We have set up an infra-
structure that you can see, network and 
technology based on IP.  It helps the 
combination of voice, data, video, wireless 
and multimedia.   What we said is the best 
thing to do for the clients, while we are 
attracting, is to offer them a cost effective 
proposition.  If you start within the mood of 
really high numbers and a really dull start 
up, they will go away.  So we decided to 
set up this type of infrastructure where they 
will share the infrastructure, and they do 
not have to pay for every one of them; they 
only pay for individual services.  For 
example, in Dubai our business center has 
a call service, a data forwarding service 
and a postal service.  There is only one 
administration that does it for all the 
companies.  So when I said the 
companies, they may be a lot of service 
companies.  Today we have 3000 
companies, 70% of them are registered 
through the Flexi Services.  A lot of them 
are consultants, traders, and service 
providers.  What it does is to lower their 
costs and overheads, and they can register 
based on this cost effective.   

 
This is UAE.  You can tell we apply 

the infrastructure and the Flexi Concept.  
So the three business centers we have in 
RAK, Dubai and Abu Dhabi.  Even 
international, anybody who is calling from, 

even if you fly overseas, let‘s say you are client and you fly overseas and you 
would like to make a phone call to another client.  The telephone number that is 
registered in your client‘s mobile is your UAE office number.  So we are saying 
that there is a big challenge from the security point of view from money laundry 

New trend in doing business with using 
advanced networking technology based on 
IP, which represents a combination of voice, 
data, video, wireless, and multimedia
applications into an integrated enterprise 
infrastructure. 

Definition….

Flexi Zone  = Shared Cost + Shared Services

 Soft phone - S (Cisco IP Communicator)

An application that allows you to make 
IP-based calls using your computer 

(preferably a Laptop)

No roaming charges

Establish an impression that you are in 
U.A.E even if you are outside the country

Mobility (you just need to have internet 
connection)

Main Infrastructure….

 IP Phone

 Internet – based calls

Mobility option (allows you to have 

logon details to use the service)

Security (option of having 

authentication before the phone 
configures itself with your number)

 Information service (e.g. Weather, 
Directory, Currency Rates, Conference)

Main Infrastructure….
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issue.  A lot of authenticity has to be shown 
when you are providing the client your 
service.  You need to make sure they have 
a fixed address; they have a fixed 
telephone; they are credible.  This is very 
important.  This is what the Flexi 
infrastructure can do.  Because when your 
client goes to Canada for a week and is 
calling other businesses, he needs to use 
the same number; he needs to reflect the 
same address; otherwise they think it is a 
bogus type of business.  So this is 

something that we add a lot of value to our clients.  And to do that, like we say, it 
is the Flexi infrastructure which I will be more than happy to provide more details 
from the technical point of view after the presentation. 

 
This is the complete facilities.  We 

provide web resources.  We have a lot of 
facilities within the house; we develop the 
websites for our clients; we give them the 
data on the projects that are coming in to 
the UAE.  We support the clients; we just 
don‘t say ok here is the license, we are an 
authority, and you can come and sit and do 
business.  That does not work today.  We 
enable them with the infrastructure.  We list 
the projects that are taking place in the 

country and outside of the country from the construction point of view and from 
the service point of view.  We even have registered a company from Washington 
DC.  They got the e-government projects; they sign a contract with our 
government for developing the e-government.   

 
This is the remote access 

infrastructure.  These are the features.  
That does not mean we don‘t have the 
warehousing, we don‘t have infrastructure, 
we don‘t have industrial park.  We do have 
over 500 industrial manufacturing, and 
some of the largest companies are 
registered with us like LNT and Alliance.  A 
lot of companies doing heavy industry are 
working with us.  So that doesn‘t mean we 
are only focusing on the Flexi. 

 
There are a lot of features.  We are offering TV-Conferencing.  We put our 

business center in the heart of Dubai in one of the most prestigious buildings.   

 Updates on latest projects in Dubai.

 Advice on future expansion.

 Provide web resources.

 Exhibiting locally and overseas.

 Business matching and delegation.

 Gathering and networking events.

“your business    alliance”….

The Remote Access Desk will enable you to 
operate with all the advantages of a multinational 

corporation. You will be registered with RAK Free 

Zone, but you will have the flexibility and mobility 
for your company operations.

FEATURES

Dedicated phone number 

Private email address

Shared P.O. Box number

Shared fax services

Remote Access….

 Call centre

 Consulting for tailor made set up

 Document collection and administration

 File processing with government bodies

 Company formation

 Visa processing

 Account opening

 Secretarial services

 Lobbying & networking

 Conference facility

Business Centers….
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That is what gives a lot of positive 
reflection on the clients.  This is always a 
busy center.  So you can see the 
registration and the number of companies 
is heading toward 3000.  And look at the 
Flexi facilities.  60% of our 3000 
companies are registered in the Flexi 
Concept.  And the rest are industrial.  We 
did give the breakdown of commercial 
consultancy and industry, always 73% out 
of the traders and commercials.   
  

Companies like Dole, one of the 
largest banana companies, we are doing 
logistics for them.  We have Knauf, 
German companies, Amoun, Orascom is in 
resorts and all the different international 
marks we have registered.   
 

A little bit of Turkish application, we 
have an active operation in Turkey.  And 
we have a representative office and 
representative officer here in Turkey, they 

are giving us a lot of input and we do a lot of marketing, attracting the industries 
and companies from Turkey.  The government is fully involved.  We have 
ministers and delegations and they do welcome a lot of delegations 

.  
 
 

Registration….
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Flexi Facilities….

62%

38%
Flexi Facilities

Permanent Facilities

Flexi facilities: flexi desk, flexi office, remote 
access, flexi warehouse

Dedicated facilities: offices, warehouse & plots
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Successful Free Zone Strategies  
of Bangladesh EPZA 

General Ashraf Abdullah Yusuf 
Executive Chairman 

Bangladesh Export Processing Zones Authority 

 
Bangladesh has eight zones. The 

mission of the Bangladesh Export Zone 
Authority is to strengthen the economic 
base of Bangladesh by promoting 
investment and the generation of 
employment. We have almost 2000 
serviced plots, and we have 241,000 
square meters of factory building. As of 
today, 403 industries have been approved 
and total exports are US$13 billion.  

 
We have investors from more than 

30 countries. There are 155 companies 
with foreign ownership that makes up 62% 
of our investors. Joint ventures are 16%, 
and totally local ventures are 22%. What 
we do is provide space for local and 
foreign bankers, insurers, C&F agents, 
freight forwarders and similar support 
services. We are also exempted investors 
from a number of Acts that the country has. 
Bangladesh has some special Acts for the 
EPZs. And we also provide smooth 
commercial and manufacturing aids.  

 
Now why do we say that we are a 

little bit of a success? We do have a good 
law and order situation inside the EPZs.  
We have good infrastructure facilities 
which allow a reduction of lead times and a 
very-very low cost of doing business. We 
like to say we have Asia low cost 
production base.  We have friendly 
government policies, good incentives, and 
encourage win-win ventures.  That is why 
we say it is a success story.  

 
We are also signatories to many of the Acts like the Multi-lateral 

Investment Guarantee Agency, International Centre for Settlement of Investment 

EPZs OF BANGLADESHEPZs OF BANGLADESH

INDIA

INDIA

MYANMAR
BAY OF BENGAL

INDIA

KARNAPHULY-EPZ

ADAMJEEADAMJEE--EPZEPZ

UTTARAUTTARA-- EPZEPZ

DHAKADHAKA-- EPZEPZ

CHITTAGONGCHITTAGONG

--EPZEPZ

COMILLACOMILLA--

EPZEPZ

MONGLAMONGLA--EPZEPZ

ISHURDIISHURDI-- EPZ EPZ 

2

Total EPZs : 8

A - 100% FOREIGN OWNERSHIP         155 62%

B - JOINT VENTURE 41 16%

C - 100% LOCAL VENTURE                    56   22%

TOTAL  IN OP.                          252  100%

U/IMP WITH LA                          99

SANCTIONED IND. 52  

403

TYPES OF INVESTMENT (Up to MAR, 2007)

Investors from 30 countries…

5

7

KEY POINT OF SUCCESS OF THE EPZs OF 
BANGLADESH

1. LAW & ORDER SITUATION   

2. INFRASTRUCTURE  FACILITIES

3. REDUCTION OF LEAD TIME 

4. COST OF DOING BUSINESS

5. FRIENDLY POLICY OF GOVT

6. INCENTIVES

7. WIN – WIN VENTURES

8. SUCCESS STORY

9. SIGNATORY OF MIGA (Multilateral Investment Guarantee Agency)   

10. SIGNATORY OF ICSID (International Centre for Settlement of 

Investment Dispute)

11. MEMBER OF WIPO (World Intellectual Property Organization) 

12. MEMBER OF OPIC (Overseas Private Investment Corporation)

13. GIANT GROUPS / CHINESE SPECIAL EPZ COMING UP.

ASIA’S LOW COST PRODUCTION BASE

CONTINUED
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Dispute, and members of the World Intellectual Property Organization, Overseas 
Private Investment Corporation among many others.  

 
Some of the incentives that are 

given in the EPZs in Bangladesh include 
an income tax holiday for ten years 
followed by reduced tax rate for the next 5 
years.  We also allow duty-free import of 
construction materials and machinery, 
duty-free export and import of goods, relief 
from double taxation, and exemption from 
dividend tax. Bangladesh permits Free 
Zone companies to utilize its GSP facility 
when it is available. They are allowed duty 
free imports of up to three vehicles. 
Expatriate employees are exempted from 
income tax for 3 years. We allow 
accelerated depreciation, remittance of 
royalty, technical and consultancy fees.  
We also have duty and quota free access 
to the EU, Canada, Norway, and Australia. 

 
Some of the non-fiscal incentives 

that we provide include that an investment 
is protected under the Foreign Private 
Investment Act, and 100% foreign 
ownership is also permitted.  There is no 
ceiling on foreign investment and full 
repatriation of capital and dividend is 
allowed. You can receive foreign currency 
loans from abroad under a direct automatic 
route.  Non-resident foreign currency 
deposits are allowed for ―A‖ type industries. 
An ―A‖ type industry is a fully foreign 
owned company. Foreign managers are 
allowed to have a Foreign Currency 
account and residency can count for 
eventual citizenship.  

 
Bangladesh doesn‘t have a very big investment base like Turkey. This is a 

humble start, however we have surpassed a billion US dollars in investments, 
and it is growing over the years.  Cumulative exports as of today are more than 
US$13 billion. Exports are also expanding every year. In the past 6 months it has 
already exceeded more than a billion dollars. Zone employment is now about 
200,000 people, most of whom are women. Employment is also growing every 
year.  

1. Tax holiday for 10 years followed by reduced rate for next 5 years

2. Duty free import of cons. Materials, machinery spare parts 

equipments

3. Duty free export & import

4. Relief from double taxation

5. Exemption from dividend tax

6. GSP facility available

7. Duty free import of 3 vehicles

8. Expatriates exempted from income tax for 3 yrs

9. Accelerated depreciation on machinery or plant allowed

10. Remittance of royalty, technical and consultancy fees allowed 

11. Duty  & quota free access to EU (EBA), Canada, Norway, 

Australia etc & USA under process

FISCAL INCENTIVES

CONTINUED

ASIA’S LOW COST PRODUCTION BASE

9

1. Investment protected under Foreign Private Investment 

(Promotion And Protection) Act, 1980

2. 100% foreign ownership permissible

3. Enjoy MFM status 

4. No ceiling on foreign investment

5. Full repatriation of capital & dividend

6. Foreign currency loan from abroad under direct automatic route

7. Non-resident foreign currency deposit (NFCD) allowed for ‘A’ 

type industries  

8. Operation of FC account by ‘B’ and ‘C’ type industries allowed

9. Residentship / citizenship

NON-FISCAL INCENTIVES

CONTINUED

ASIA’S LOW COST PRODUCTION BASE

11

35.9335.9319941994--19951995

30.5830.5819951995--19961996

53.9053.9019961996--19971997

48.4048.4020002000--20012001

34.9834.9819991999--20002000

71.6171.6119981998--19991999

68.8368.8319971997--19981998

INV. ($m)INV. ($m)YEARYEAR

112.89112.8920052005--20062006

103.59103.5920062006--20072007
(Up to FEB 07)(Up to FEB 07)

118.52118.5220042004--20052005

115.05115.0520032003--20042004

102.63102.6320022002--20032003

55.7055.7020012001--20022002

INV. ($m)INV. ($m)YEARYEAR

TOTAL INVESTMENT= $ 1083.49 m

INVESTMENT (UPTO FEB 07)

13
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What are the economic benefits 

from our EPZs?  Most of the time we must 
deal with this question, and I often have to 
answer to the government about what the 
EPZs are giving us.  We are giving so 
much in tax holiday and other incentives.  
We have found out that we are benefiting 
from the EPZs.  Almost 43 % of its export 
value is being retained by Bangladesh. 
This is quite a complex accounting, but we 
could show people we retain almost 43% 

of exports. Almost US$500 million come from goods produced outside the EPZs, 
in the domestic tariff area, that the EPZs 
take for production. 

 
We say that BEPZA contributes as a 

multiplier of direct economic activities 
conducted in the EPZs of Bangladesh.  
The direct benefit is as estimated 
contribution of US$827 million in 2005-
2006. That is the 43 % that we have 
retained. This year it will be more.  The 
indirect benefit is higher still. 

 
We export to 165 countries. To the Americas we sent 30%; to the 

European Union region we sent 56%; and in other regions we sent 13%. We are 
trying successfully to shift our markets 
from Asia/Africa to America and European 
Union.  

 
Ready-made garments make up 

75% of what we export from the EPZs.  
Other important products are frozen foods 
(4.4%), Jute (5%) and leather 2.5%. 
Beside these we also export some 
computers, golf club shafts, vehicle parts, 
and other metal type products.  

 
The direct impacts are the increasing foreign currency reserves, foreign 

direct investment, industrialization in new industries, increase value-added in 
exports, learning from transfer of technology, and, of course, employment 
generation. 

 

 BEPZA contributes as a multiplier of 
economic     activities in Bangladesh. 

 Estimate economic contribution of US
$826.710 million to Bangladesh in 2005-
2006 which is around 43.07% of the total 
export. 

 Annual Economic Benefit

20

ANNUAL ECONOMIC BENEFIT FROM EPZsANNUAL ECONOMIC BENEFIT FROM EPZs

20032003--04, 200404, 2004--05  & 200505  & 2005--0606 M US$

43.7543.75

2.292.29

0.760.76

2.732.73

25.4525.45

4.224.22

1.571.57

0.850.85

5.885.88

% EXP.% EXP.

603.72603.72

31.6431.64

10.4510.45

37.6137.61

351.19351.19

58.2158.21

21.6421.64

11.7911.79

81.1981.19

AMOUNTAMOUNT

1379.981379.98

20042004--20052005

43.0743.07

2.282.28

0.600.60

2.732.73

25.9825.98

4.214.21

1.331.33

0.710.71

5.235.23

% EXP.% EXP.

44.9044.90

1.411.41

0.770.77

2.562.56

27.6427.64

4.104.10

1.781.78

0.890.89

5.755.75

% EXP.% EXP. AMOUNTAMOUNTAMOUNTAMOUNTPARTICULARS OF PARTICULARS OF 
EXP.EXP.

1917.611917.611167.421167.42EXPORT (EQU. BDT)EXPORT (EQU. BDT)

43.8843.8816.4216.42SURPLUS RETAINED SURPLUS RETAINED 
BY LOCAL BY LOCAL 
INVESTORSINVESTORS

20052005--2006200620032003--20042004PERFORMANCEPERFORMANCE

524.18524.18

8.968.96

29.8529.85

322.69322.69

47.9147.91

20.7520.75

10.4510.45

67.1667.16

826.71826.71TOTALTOTAL

11.6411.64TELE COM.TELE COM.

52.3952.39ADMN. EXP.ADMN. EXP.

498.20498.20DTA GOODSDTA GOODS

80.7580.75SV. CHARGESV. CHARGE

25.6725.67UTILITYUTILITY

13.7313.73RENTALRENTAL

100.45100.45WAGESWAGES
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Regional Market Share

 Bangladesh Exporting to 165 countries of 
the Global  markets:

13.3%13.3%Other regionOther region3.3.

56.6%56.6%EU regionEU region2.2.

30.1%30.1%American regionAmerican region1.1.

 Shifting of markets from Asia/Africa to 
America & EU markets.

21
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The indirect impacts of EPZs are the creation of satellite townships near 
the zones, the establishment of backward 
linkage to our industries, the development 
of new trade, an increase of activities in 
our ports, development of communication 
and the enhancement in the efficiency of 
workers.  

 
There are some challenges that we 

are facing.  I don‘t know if it is true in other 
zones, but at times we face a problem with 
the quality of our water.  The zone must 
build an affluent treatment plant for waste 

products.  This is a big hassle nowadays. To get reliable power we will be doing 
our own power generation within the zone in the future. We also require 
improvements in a deep sea port, new expressways, improved multi-modal 
transport operations, more capable ICT hubs, and more efficient airports.  In 
social infrastructure, we face challenges in the supply and adequacy of housing, 
hospitals, universities, hotels and all these things. Many of the raw material 
sources are very far from us. Mostly we get material from China, Taiwan, 
Western India, and Pakistan. There are location issues with our zones that I am 
not going to go into here, but which are very difficult. On social issues, the EPZ 
Workers Association Industrial Relation Act of 2004 is now in place.  We are 
facing problems because we are getting great pressure from foreign 
governments to have to have trade unions inside our EPZs which is contrary to 
the EPZ Act. We need to provide education for our workers, so that they become 
aware of their duties and responsibilities.  We are also being asked by Investors 
in the more remote EPZs to give cash subsidies, particularly in agriculture. We 
have many Japanese investors who produce tomatoes and other vegetables. 
They say they want these subsidies, but others believe that subsidies would not 
create a ―level playing field.‖  People say we have cumbersome policies and 
procedure in regard to customs, and we need to improve here.  Finally, there are 
global changes, such as China‘s entry into WTO, duty free entry to the USA by 
24 Caribbean countries and some of the sub-Saharan African countries.  The 
proliferation of other regional trade agreements and bi-lateral agreements also 
make our task more difficult. 
 

Impact & Prospect 

 The direct impacts of EPZ are:

 Increasing foreign currency reserve.

 Industrialization in new bases.

 Increase value addition in export.

 Transfer of technology

 New era for employment generation.

 The indirect impacts of EPZ are:

 The creation of Satellite Township near the zones 

 Establishment of backward linkage industries.

 The development of various trade.

 Increase of activities in the ports.

 Development of communication.

 Enhance the efficiency of workers. 
23



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

83 

Extraordinary Services Free Zone Managers 
Can Use to Attract Global Manufacturer’s: 
The Viewpoint of a Global Manufacturer 

Robert H. Walpole 
RHW International Consultants 

Naples, Florida USA 

 
My objective today is to provide WEPZA members with the viewpoint of a 

global manufacturer, operating for 30 years within Free Zones. Insights into the 
need for providing extensive, high quality zone services can be an important 
factor to attracting and retaining global manufacturers. In today‘s increasingly 
competitive environment, offering comprehensive and unique services to your 
clients will be beneficial in enhancing your zones competitive advantage. 

 
My company‘s 30 years cumulative sales of US$5 billion from our Free 

Zone operations is proof positive that global manufacturers can make intelligent 
use of Free Zones.  

 
GLOBAL ECONOMY 

 
Globalization has left very few U.S. industries untouched. Companies are 

reacting to this complex challenge in order to survive. There is unrelenting 
demand on the manufacturing and service sectors to offer lower prices. At the 
same time, the customer expects world class quality and/or service. It seems that 
even the ―best in class‖ products and services are considered commodities by 
the consumer. 

 
Adapting to intense global competition is forcing U.S. manufacturers to 

consider alternatives. Small to medium sized companies (US$25 million to 
US$500 million) without offshore manufacturing experience are prime candidates 
for the WEPZA members‘ zones. My former company is a good example of a 
manufacturing business which selected Mexico to make its first foreign operation. 
The strategy was to take advantage of the close proximity and low cost work 
force. The Maquiladora program established by the Mexican government in the 
mid 1960‘s was very attractive because: 

 

 It allows Maquilas to be 100% foreign owned. 

 It allows Maquilas to import duty-free into Mexico all production-related 
equipment, machinery, materials and components if the articles qualify 
under the U.S./Mexican tarrifs. 

 It does not restrict what can be produced by a Maquila. 
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MAQUILADORA PROGRAM: NOGALES, MEXICO 
 
The Free Zone industrial park in Nogales, Sonora, Mexico was selected 

because we judged this site as having the strongest potential for our success. 
Our decision was based on the confidence in: 

 

 The industrial park owner 
was very competent and 
experienced. He had strong 
relationships with the local, 
regional and federal 
government authorities. He 
understood the American 
manufacturing mentality, as 
well as, the Mexican 
expectations for maquila 
enterprises 

 Availability of a good labor pool 

 Reliable infrastructure was in place 

 Professional cross border services were well established 

 The state government and local mayor were strong supporters of the 
Maquiladora program which provided assurance of stability and continuity. 

 Corruption was not a factor 

 The ―shelter plan‖ service was offered for ease of start-up 
 
THE SHELTER PLAN PROGRAM 

The shelter plan was 
important because it allowed us 
to test Mexican productivity, 
quality and product cost 
savings before committing to 
incorporating in Mexico and 
establishing a Mexican 
subsidiary. 

 
          Inexperienced companies 
moving production for the first 
time to a foreign country is a 
daunting challenge. The 

language, culture, legal and work environment are all different. Working through 
all these issues is time consuming and expensive. 

 
The shelter plan program greatly simplified starting up and operating our 

maquila operation. We did not need to make long-term contractual commitments, 
nor large capital outlays during the initial phase. Together with the shelter plan 
provider‘s assistance, we succeeded in achieving production start-up in 90 days! 

NOGALES MEXICO FREE ZONE

REASONS FOR SELECTING NOGALES:

• EXPERIENCED INDUSTRIAL PARK OWNER/MANAGER

• GOOD LABOR POOL

• RELIABLE INFRASTRUCTURE

• CROSS BORDER SERVICES ESTABLISHED

• STRONG STATE & LOCAL GOVERNMENT SUPPORT

• CORRUPTION NOT A FACTOR

• SHELTER PLAN OFFERRED

THE SHELTER PLAN PROGRAM

IMPORTANT ADVANTAGES ARE:

• SIMPLIFIES START-UP

• LOWER INITIAL COSTS

• PROVIDES THE MANUFACTURER WITH VALUABLE 

ASSISTANCE IN SETTING UP & OPERATING IN A 

FOREIGN ENVIRONMENT
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The shelter program allows manufacturer‘s to focus on their ―core 

competencies‖ in manufacturing their product, while the shelter operator focuses 
on its ―core competency‖ running a business in the local environment. 

 
I know from my experience that shelter services have been a critical 

success factor for many companies in Mexico‘s maquila program, and in turn, a 
critical success factor for many of the zone operators. Indeed, some shelter 
operators were so successful that they became developers of zones to meet their 
expanding client‘s needs. 

 
Outside of Mexico, providing shelter services have not been widely copied 

yet. I think they should be. 
 

WHAT IS A SHELTER PROGRAM? 
 
I am going to describe in more detail what a shelter plan is:A shelter 

program is a contractual relationship that gives a company the ability of 
establishing its own operation the fastest and most economical way possible. 

 
The shelter provider is a 
company that is already well 
established, as a legal and 
working entity. It is a mature, 
efficient enterprise with all the 
―infrastructure‖ and staff in 
place. The provider takes in a 
client under its ―umbrella‖, gets 
it started quickly without the 
hassles associated with starting 
an operation. 

 
The client basically 

becomes a department of the 
shelter, taking advantage of the 

infrastructure and talent already in place. The shelter provides support and 
―protection‖ to its clients during the length of the contract, treating the client as its 
own. 

 

 The shelter program has a variable labor rate that is connected to the 
―worked‖ hours. This rate is reduced as the client‘s operation grows. This 
represents the gross sales revenue for the shelter provider and funds all 
its functions explained in more detail later. 
 

SHELTER PLAN PROGRAM

WHAT IS A SHELTER PROGRAM?

• CONTRACTUAL RELATIONSHIP BETWEEN THE 

SHELTER PROVIDER AND THE MANUFACTURING 

CLIENT

• SHELTER PROVIDER SUPPLIES DIRECT LABOR 

AND INFRASTRUCTURE

• MANUFACTURERS ―RENT‖ SHELTER SERVICES

• CLIENT BECOMES A ―DEPARTMENT‖ OF THE 

SHELTER
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 All other costs that the manufacturing company incurs are invoiced weekly 
on an ―actual cost‖ basis. Those expenses include, but are not limited to, 
rent, utilities plus any associated sales, payroll or other taxes as dictated 
by local law. 
 

Services provided by the shelter program are: 
 
Human Resource Administration 

 Recruiting, screening and testing of the workforce to insure they meet the 
client‘s requirements.  

 Enrollment and administration of the client‘s employee‘s medical, disability 
and retirement insurance plans through the local social security system 

 Wage and benefit administration 

 Interpretation and administration of the legal aspects of the country‘s  
labor laws 

 
Customs Coordination 

 Assistance in classification 
of products for customs  

 Assistance in the prepara-
tion of documentation to 
insure legal compliance 

 Serve as the interface with 
the local customs brokerage 
and your federal customs 
service 

 Use certified customs 
advisors to audit processes 

 
 
 

Facilitation of space  

 Locate and contract, on the client‘s behalf and cost, the manufacturing 
and warehouse space needed to support the operation 

 Assist in the coordination of the subcontractors needed to install the 
equipment and any needed changes and/or leasehold improvements to 
the client‘s facility 

 Regular building maintenance 
 
Logistics Coordination 

 Coordination of the material and equipment movement in and out of the 
country 

 Coordination of all major freight contractors for the client‘s incoming and 
outgoing goods 

SHELTER PROGRAM

SERVICES PROVIDED BY THE SHELTER 

PROGRAM ARE:

• HUMAN RESOURCES ADMINISTRATION

• CUSTOMS COORDINATION

• FACILITATION OF SPACE

• LOGISTICS COORDINATION

• LEGAL COMPLIANCE

• PERMITS

• ACCOUNTING
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Legal Compliance 

 The shelter provider‘s experienced staff provides the necessary guidance 
and administration to insure compliance to all the legal requirements of the 
country 
 

Permits 

 Acquisition of all the necessary permits for the materials, equipment and 
any expatriate personnel that work at the operation in the Free Zone 

 
Accounting 

 Provide all of the accounting required to run the operation 
 

 
What the company pays for 

 
The client pays the shelter 

plan provider only for direct 
labor multiplied by the shelter 
plan hourly billing rate 

 
 
 
 

 What doesn’t a shelter 
program provide? 
 

 The shelter program does 
not provide the day-to-day 
management of the 
manufacturing operation, 
nor the activities that would 
be supported by the ―home‖ 
operation 

 The provider does not control the manufacturing operation. The shelter 
clients have 100% control over their materials, production and quality 
processes. 

 What the client avoids are the hassles of managing all the support 
departments and the challenges of dealing with the rules and regulations 
the local government agencies require 

SHELTER PROGRAM

THE COMPANY PAYS THE SHELTER 

PROVIDER ONLY FOR:

• HOURS WORKED BY THE DIRECT LABOR 

WORKERS MULTIPLIED BY THE SHELTER PLAN 

HOURLY RATE

SHELTER PROGRAM

SHELTER PROGRAM DOES NOT PROVIDE:

• DAY-TO-DAY MANAGEMENT OF THE CLIENT‘S 

MANUFACTURING OPERATION

• MANUFACTURER HAS 100% CONTROL OVER THEIR 

MATERIALS, PRODUCTION AND QUALITY 

PROCESSES
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CRITICAL SUCCESS FACTORS FOR MANUFACTURER 
 

Critical success factors for our manufacturing subsidiaries operating in 
Free Zones are:  

 Experienced and involved 
industrial processing zone 
owners/managers are man-
datory. Their understanding 
of the client‘s operating 
issues and providing 
problem solutions is a 
priceless asset 

 Availability of a good labor 
pool is necessary. The 
stability of this labor supply 
needs to be sustained. 

 Adaptability is a factor not to be overlooked. The fast pace of globalization 
requires companies and Free Zones to adapt quickly. For example, the 
Nogales, Mexico processing zones failed to solve a continuously high 
monthly turnover problem. The manufacturers could not sustain their 
quality and productivity requirements with an average of 30% monthly 
employee turnover; the consequence was a catastrophe! From 2001 to 
2004 more than 15, 000 jobs were eliminated which is an astonishing loss 
of capacity and income. The majority of these jobs went to china. 

 Reliable infrastructure, communication system and transportation are 
fundamental requirements 

 Finally, the shelter plan program was the single most important factor in 
our Mexican start-up success. We developed the competence and 
confidence from this experience to establish our own Mexican subsidiary. 
This business will celebrate 30 years in operation in 2008. 
 

CONCLUSION 
 

In conclusion I highlighted key success factors for our global operations. 
Special emphasis was given to the shelter plan because of the significant role it 
played in our immediate success. It is an effective tool for attracting and 
supporting the quick start-up of manufacturing operations. 

 

My goal today is to encourage WEPZA members to consider adopting the 
shelter plan concept. It is an extraordinary, competitive advantage for you over 
other processing zones. It is even more important for the potential client since the 
ease of start up in a foreign country is simplified and there are real cost savings. 

 

In this intensely competitive global economy, I believe there are unlimited 
opportunities for your Free Zone to grow and prosper because of the unique 
benefits offered to global manufacturers. 

 

FREE ZONES

CRITICAL SUCCESS FACTORS FOR 

MANUFACTURERS:

• EXPERIENCED FREE ZONE MANAGEMENT

• GOOD LABOR POOL

• ADAPTABLE FREE ZONE MANAGEMENT AND 

GOVERNMENT AGENCIES

• RELIABLE INFRASTRUCTURE

• OPTIONAL SHELTER PROGRAM
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Successful Free Zone Strategies in 
Antopolis Science Park 

Alaın Andre  
CEO, C.I.COM Organization 

Founder, Antipolis Innovation Campus, France 

 
I am traveling all over the world creating Science Parks and Innovation 

Parks, and I will try to give you my benchmarks.  Sophia Antipolis is on the 
French Cote d‘Azur. I am sure you know Monaco, and you know the Cannes 

Festival. We are between Cannes and 
Monaco in the south of France. We are 
connected to a lot of cities, one hundred 
cities in the world thanks to our airport 
which is the largest airport in France after 
Paris. Sophia Antipolis Science Park looks 
like Antalya. We have the seashore; we 
have the mountains and the ski station. 
And we are like Antalya, in a very good 
tourist area. But we think and talk about 
five billion Euros revenues barrier. It is a lot 

of business, we have now 1300 companies; 40,000 people, not new employees 
but very highly skilled workers. Every week, we have a new company coming.  

Every week we have a delegation from the 
world coming to see Sophia Antipolis which 
is a green Innovation Park in the South of 
France.  We started forty years ago, and 
we founded the International Association of 
Science Parks a few years ago. I will give 
you some idea what we are doing. 

 
I am working in a lot of countries, 

Morocco, Africa, Greece, Poland, 
Romania, Bahrain, Internet City in Dubai 
and there are lots of countries, regions, 
and cities that are starting Science Parks, 
Innovation Parks and Business Park all 
over the world.  Mr. Walpole mentioned a 
very large company, and if you look at 
these graphics, what is needed depending 
on the size of the project of a company or if 
it is a start up.  You need to be flexible. 
Oussama El Omari mentioned this, and I 
was very glad to hear about the Flexi Zone. 
It is completely what we want to do in this 
kind of job to provide the service adapted 

SOPHIA ANTIPOLIS SCIENCE SOPHIA ANTIPOLIS SCIENCE 

PARKPARK

2400 HA 2400 HA 

1300 1300 companiescompanies

40 000 40 000 employeesemployees

1969 1969 oldestoldest and and largestlargest in Europein Europe

• Cicom: European Business Innovation Center (European 
Business Innovation Network,170 centers in 21 countries)

• Creation of Incubators and Science Parks in France, Hungary, 
Italy, Switzerland, Morocco, Greece, Turkey, Slovakia, 
Romania, Finland, Germany, Cyprus, Algeria, Poland, Russia, 
Mauritius, Barhein..

• On going: Romania, Switzerland, Hungary, Abidjan, Bahrein, 
Morocco and Turkey

• European Award of Innovation 2000 2002 2004

Science Parks, Nurseries, Business 

Incubators

Project Cycle

Projects OwnersProjects Owners

Start up +
SMEs 

Start up +
SMEs 

Large CompaniesLarge Companies

Coaching
Services

Housing
Services

Environment/
localisation

Incubator Business Center Other
Exple: Business Park

Housing
Types

Services Offer
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to the size of the company. It could be an Incubator if you are very small; it could 
be a Business Center; it could be a Business Park or a Science Park according 

to your company‘s size. Your parks are to 
provide this kind of service around the 
cycle of the companies you attract. You 
know, this is very important. So if you look 
at models, we have a lot of very good 
models in the world. Cambridge is very 
well known as a Science Park. Casablanca 
is a very good Techno Park in Morocco. 
Sophia Antipolis, it is an example of a 
Science Park. Vienna is a very good 
Business Park. As for Free Zones, 
Shannon is very well known, of course, but 

also Antalya and Tangier. You have a lot of examples. You are expert gurus in 
the room here.  But also we find new models like Barcelona Activa which is the 
only Virtual Innovation Park. That means you have no buildings. They are 
providing a lot of services, but use only virtual things. But the people are real; 
money is very real if you go to Barcelona. But it is based on cluster; it is based on 
telecom; it is based on networking. So it is a new model also. Clusters mean the 
network of companies and people in these different areas. So we have different 
models. 

If you look at these graphics, I tried 
to identify what is public and what is 
private. For example there were a lot of 
Free Zones of public investment at the 
beginning. Now more and more we will find 
public/private partnerships. And I define 
this new model as a Free Zone Innovation 
Park which combines the advantages of 
Free Zone with the advantage of Science 
Park. 

As you know, incentives are not 
enough. You are competing all over the 
world. We have a lot of Free Zones and tax 
incentives. I can say that this is not 
enough. You have to provide more and 
more services, added value services. I will 
try to give you some ideas. Of course, it is 
a long term program, to create a Science 
Park/Free Zone.  You need a long term 
management also. It is very risky because 
we are talking about millions, hundred of 
millions of Euros or dollars. And it is a 
regional or national challenge. You know it 

is even international challenge.  

Models

• Science Park: Cambridge, Palo Alto

• Technopark: Casablanca

• Technopole: Sophia Antipolis

• Business Park: Vienna

• Free Zone: Shannon,Tanger, Antalya

• Virtual Cluster: Barcelona Activa

• Competitiveness Cluster: France

Private Structure+ +Public Structure

Services

Incubators

Nurseries

Science Parks

Business

Centers

Market Positioning 

Convention 

Centers

Free Zone  

Innovation Parks

Recipe for Successful Business/Innovation Park

Large Scale Phase Development

Conceived and Built to a Master Plan

Long Term Management 

Long term schedule (15 years)

Important Investment

Risky Project

Regional/National Challenge
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We have six key ingredients to start 
any Innovation Free Zone in the world. 
First you need a vision; you need passion; 
you need an instinct.  Second, you need a 
great location. Antalya could be a very 
great location. Big companies are looking 
for the right location for their employees. 
Animation and communication is very 
important. You don‘t start your company in 
the middle of nowhere; you need a lot of 
services for your children and family and 

for your people. You need skilled management and a distinctive brand. We 
mentioned of course a lot of very good Free Zones like Shannon, Cambridge, 
and Silicon Valley. Investment commitment is not only for one year or five years 
or ten years, but for the long term. It is very important.  

 
Where are the opportunities all over 

the world? You can identify, for example, a 
land where you can start from scratch. But 
if you look at London, they have no land 
but they re-built, we say Urban 
Renaissance. They transformed existing 
factories into Incubators, Business Centers 
and Innovation Parks. That is very 
important also. Don‘t think only new things 
but you can use old buildings for example 
to do some business.  

 
There are challenges all over Europe. For example, I am creating Science 

Parks all over the world, and my problem is trying to find out who is the owner of 
the land.  In Morocco it is very difficult to find who owns the land. In Turkey also, 
it is not very easy. Sometimes some people say ―it is my land‖ but you find it is 

not the case.  It is also very important 
when you create a Science Park and 
Oussama again mentioned the link to 
Dubai and the link with Abu Dhabi. You 
need to have a connection to a city. You 
need to use a city; we say have 
―permeability‖ with a city.  If you are in 
Cambridge, you use the city of Cambridge, 
or if you are in London, you use also the 
services provided by London, in Dubai it is 
the case also.  

 
Security is a factor more and more; not only physical security but network 

security, and finance security. You have to provide these kinds of services. It is 

6 KEY INGREDIENTS

•VISION, PASSION, INSTINCT

•GREAT LOCATION

•ANIMATION, COMMUNICATION

•SKILLED MANAGEMENT

•DISTINCTIVE BRAND

•INVESTMENT COMMITMENT

Recipe for successful Business/Innovation Park

DRIVERS

•WHERE ARE THE OPPORTUNITIES ?

•PLANNING, STICK & CARROT

•POLITICAL WILL/RISK ANALYSIS

•URBAN RENAISSANCE

•INVESTOR DIVERSIFICATION

•OCCUPIER CHOICE

•SUSTAINABILITY

Recipe for successful Business/Innovation Park

CHALLENGES

•LAND OWNERSHIP

•TIME-RISK-INVESTMENT SCALE

•COMPLEX STAKEHOLDER ENGAGEMENT (PPP, BOT)

•CITY ADJACENCY & PERMEABILITY

•SECURITY

•VERTICAL VERSUS HORIZONTAL MIX

•(RESIDENTIAL/OFFICES)

•LIFE 24X24

•TRANSPORTATION

Recipe for successful Business/Innovation Park



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

92 

very important. And also more and more, we will find Innovation Parks where you 
can work 24 hours. It never closes, like in Dubai, for example. It also has mixed 
uses in which you will have not only offices and warehouse, but also residences 
and many other things.  

 
Other attractors needed if you want 

to create your Free Zone, your Innovation 
Park, I think, one-stop-shop is a very 
important attractor. In a lot of countries, 
you have a lot of actors. You don‘t 
necessarily know who is in charge of the 
investment and innovation in the country. 
You know we need one-stop-shop; one 
phone number, one mail address and one 
website to attract the investors.  

 
Another attractor is Green Space: If 

you look at Dubai and Monaco; you will 
see too many buildings. We need green 
space every-where. In Sophia Antipolis, 
one third of the land is buildings, two thirds 
is green. You don‘t see the buildings. 
People want this more and more.  Young 
people want to work in a very attractive 
area. That is the quality of life. It is very 
important, I think, to also have theatres, 
museums, cinema, pool, and golf. For 
example, all around Marrakech there are 
25 golf courses now, and in Sophia 
Antipolis there are 15 golf courses. People 
want to go to sports. Restaurants, hotels, 
and internet broadband are very important 
as well.  Again, don‘t forget the schools, 
education, and hospitals in and around the 
Free Zone or Innovation Park.  They are 
very important.  If you have a lot of 
employees, and you can not train these 
people, they will stay workers. So you need 
to provide these kinds of services. Mobility 

and flexibility are very good examples of Flexi Zone. Companies, even start ups, 
want to be more and more mobile and flexible. They can move immediately, in 
one week. We are in a network age, a telecom age, an internet age. 

 
And of course, employment: In Bahrain, the rate of unemployment is 15 

percent.  So we need to provide services like demand and offer in terms of jobs. 
Business incubators can start immediately in one week in a small area; not in an 

ATTRACTORS

•ONE STOP SHOP

•GREEN SPACE

•QUALITY OF LIFE, QUIET PLACE, SEASIDE

•THEATER, MUSEUM, CINEMA

•POOL, WATER

•SPORT AREA, GOLF

•RESTAURANTS, HOTELS

•INTERNET BROADBAND

ATTRACTORS

•DIVERSITY OF COMMUNITIES

•SERVICES CENTER

•SCHOOLS INSIDE

•COMMERCIALS

•SHORT TERM OFFICES

•HIGHER EDUCATION

•MOBILITY, FLEXIBILITY

•TRANSPORTATION

ATTRACTORS

•EMPLOYMENT CENTER

•BUSINESS INCUBATOR

•WIMAX, WIFI 

•UNDERGROUND

•INTERNATIONAL INCUBATOR

•WELCOME PACKAGE

•HOUSING
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area of 1000 sqm. Even the big companies like CISCO or Hewlett-Packard want 
to start a small operation very quickly.  

 
Welcome package: In Berlin, for example, there is a welcome package. 

When you arrive in Berlin at the Science Park, in one hour you could have an 
office, a flat and an apartment for three months also the papers, documents and 
so on for 1500 Euros. Your children can be enrolled in school; you have 
electricity and everything in one hour. In France, we create the company now in 
one hour on the internet. This is the service.  

 
So I will summarize what you have 

to do. It is a lot. But you have to provide 
more and more services to your 
customers, to your investors, added value 
services. Oussama mentioned VOIP, 
internet, and so on, but also education, 
university and leisure.  Mr. Yusuf 
mentioned amusement. In Malaysia, for 
example, we are creating a new Science 
Park, and we are talking with Disney to 
install an animal factory; we are talking to 

Tiger Woods to install a golf course designed by him. So I can tell you the costs 
of the benchmarks are very, very big. I am looking for projects because we are 
investing all over the world in projects that are between Euro100 million and up to 
Euro 5 billion.  If you have any kinds of projects of Science Park, Innovation Park, 
I could help you. 

 

KEY SUCCESS FACTORS

NATIONAL INNOVATION POLICY

TRANSPORTATION

TENANTS

INVESTORS

EDUCATIONLAND OWNERSHIP

UNIQUE ATTRACTORS

CONTENT

INFRASTRUCTURE

TELECOMS

INTERNATIONALR&D

QUALITY OF LIFE

REAL ESTATEENERGY

Our Target

• Cities, Region, Government, Chamber of 

Commerce…

• We invest from 100 M$ to 5B$ in order to 

develop Science Parks, Innovation Parks, 

Free Zones etc..
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Successful Free Zone Strategies  
in Jebel Ali 

Asim Al Abbasi 
Chief Financial Officer 

Jebel Ali Free Zone Authority 

 
In today‘s business environment, everything is changing. The markets are 

widening; the world is shrinking; there is only one thing for Jebel Ali Free Zone 
(JAFZA). And that is everything matters, no matter how large or how small; 
everything matters. You need to take care of it, you need to confront. 
Presentation is not as much on strategy only. It is seeing what the strategy is, or 
should be, how JAFZA has capitalized on its unique location, dynamic and 
committed leadership, and taking all of those into account building up a strategy 
that launches all these for the future.  Jebel Ali Free Zone is situated in Dubai. At 
the time when it was created, it was in the middle of nowhere. A port was created 
and adjacent to it land was dedicated for building the zone. 

 
In its original form, it was a hundred 

square kilometers; today it is a hundred 
plus. The zone was started with less than 
19 companies in 1985. Today, JAFZA is 
the key driver of not only Dubai itself, but 
also the whole of UAE.  Location really 
matters.  It pays to be in a prime location, 
and this is an aspect which should never 
be negotiated while deciding on location of 
a Free Zone. The prime location of JAFZA, 
accessibility with extensive highway 
network, accessibility to the port, 
accessibility to the airport, and of course 
with that excellent location comes 
capitalization of the markets. In the case of 
Dubai and the UAE, it is very well 
connected with the GCC markets, the 
Middle East to North African markets and 
the Indian sub-continent. It is positioned in 
an ideal location.  

 
If we look at the area that is the 

original Jebel Ali Free Zone which now we 
lovingly refer to as the North Zone, below that we are now developing a 40 plus 
square kilometers of a South Zone. The North Area, in twenty years, has now 
become completely filled up. There is no further space to accommodate 
businesses. So we have moved south and that‘s what we are building on now. 

 

• JAFZA is 100 Sq km of business opportunity set 

up by the government of Dubai in 1985.

• Key driver of the UAE economy. It represents 

excellence, innovation & the power of partnership.

• Started with 19 companies

• The MENA region’s 1st Free Zone.

JAFZA

An Ideal Location

• Accessibility and effectiveness of transport 

gateways is critical.

• Positioned close to prime markets.

• Location between port, (major rail network) and 

airport leads to faster sea-air trans-shipment and 

optimal access to a larger consumer market.
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Plus the government has further 
strengthened the success of JAFZA by 
building in the deep south a new cargo 
airport. The first phase of the airport is 
about to commence next month (May 
2007).  Eventually it is designed to handle 
a 120 million passengers a year, but the 
first phase facilitates are for cargo. This will 
make JAFZA perhaps the only Free Zone 
to be sandwiched between the sea port 
and the airport. The connectivity time from 

sea to air would be less than 10 minutes.  
 
With all of this comes some responsibility. Reputation needs to be taken 

care of. For JAFZA, the reputation comes from its history, and looking at how we 
have grown over the years, how the facilities have grown over the years, how our 
customers have grown over the years. In terms of facilities and, for the audience, 
the facilities which I refer to is land, pre-built warehouses, pre-built factory units 
or simply just trading offices.  

 
Starting in 1985 with less than 19 

companies, in the year 2000 we were just 
on 2,000 companies, and in 2006 we are in 
excess of 6,000 licenses. The numbers of 
employees who work in JAFZA are either 
directly under the responsibility of the Free 
Zone or are indirectly employed in JAFZA. 
These would be the outsource business 
functions which the businesses are 
bringing in from town is in excess of 
135,000 people. 135,000 is just over 15% 

of the entire working population of the city of Dubai. So it has many impacts on 
the economy. And that reputation needs to be maintained. 

 
Still on the reputation, we are a part 

of a recently formed group, called the 
Dubai World. Dubai World is a business of 
the Government of Dubai itself.  However, 
it is non-governmental; it is on the 
commercial side of the government‘s 
operation. The group is responsible for, 
among other things, the company Nakheel. 
Nakheel has launched the Palm Island in 
Dubai which has become the eighth 
wonder of the world. It has added more 

than 2500 kilometers off shoreline in Dubai, in just seven years. The group has 

Sea Port – Free Zone – Air Port

 Situated within the vicinity of the world‘s 9th largest sea port.

 Multi-modal logistic hub: Sea-to-air cargo cleared within 

minutes.

 Adjacent to Jebel Ali Port and to the upcoming Jebel Ali 

International Airport.

 20 minutes from Dubai International Airport.

 An expansion of 40 square kilometers, extending links from 

Sea Port to Airport.

 The only free zone in the world to be located within the 

same custom bound area as a world class port.

Solid Sustained Performance

2006200520042003200220012000
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Clients from 120 
Countries around the 

globe

125 Companies of the 
fortune global 500

Trade volume of Jafza Companies 
Exceeded USD$ 16 Billion annually
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Part of Dubai World: One of the World’s 

largest holding Companies
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also started multi-commodity exchange which is DMCC (Dubai Multi 
Commodities Center). We have ―B2B‖ platform ―ticari‖ and a very successful port 
operation which is referred to here as P&O1, and added it to our existing terminal 
operations. It is now known as Dubai Ports World. Lately, we have added a 
Techno Park, an Auto Zone and JAFZA International.  

 
There was a huge response from international companies and even from 

governments for JAFZA to come and set up a Free Zone or Economic Zone 
operations in their countries which led to setting up of the JAFZA International. 
One colleague referred to Free Zones like a salad, and that is what JAFZA is and 
continues to be. It is a multi-sector Free Zone. However, we realized the time had 
now come when we needed to get into sector specialization, and that‘s what the 
Auto Zone is. Currently we manage a small Auto Zone which is exclusively for 
used right-hand driven cars which are exported to Africa and Indian subcontinent. 
Another innovative park we have started is the Textile City. This is in partnership 

with the Textile Association in Dubai. and it 
is over 2 square kilometers exclusively for 
textiles with its own warehouses and 
offices.  There is even now on the anvil 
hotel projects to accommodate the visitors 
who come in exclusively for the textile 
business. In the international arena, we are 
in Africa and in Asia.  

 

Being part of a group, a large group 
like Dubai World obviously has its 
advantages. If the Economic Zone operator 

is not from the government sector but is a private operator, and part of a group of 
businesses, definitely there are advantages. If you are a large group yourself and 
would like to start an Economic Zone, again there are tremendous advantages 
because you already have a captive client base. We were fortunate to be part of 
a group and we tapped on all possible opportunities within the group to make 

sure we got a head-start.  These included 
the benefits from large shared service 
departments and also cross-selling of 
facilities, which happened in the past and 
continues today with the companies that are 
part of our group.  

 
For instance, as the port expands into 

new areas, they take with them the unique 
concept of not only operating the port but 
also offers to the government where they 
are going to operate the port, the possibility 

                                                 
1
 In 2006 Dubai World purchased the British based port operations company P&O.  The company 

was descended from an early steamship line and had operations throughout the world. 

Sharing Synergies

As a Dubai World Group company; we share close 

synergies with other group companies which is 

essential for success; for Jafza this translates into:

– Shared expertise

– Unwavering reliability

– Innovative services

– Increased customer satisfaction

Government Support

• Cooperation and support from UAE government has 
contributed to Jafza’s drive for excellence:

• Operational support from:

– e-government

– Police

– Municipality/Civic Authorities

– Department of Tourism and Commerce Marketing

– Water & Electricity Authority

– Telecommunication

– Banks

– Immigration 
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of  bringing on both JAFZA to manage or to create a new Economic Zone in that 
particular area. These synergies have benefited JAFZA and the port; we have a 
very, very close association.  We started life together. And as the businesses 
grew, we have become now independent bodies, however, still reporting to a 
sub-group within the Dubai World, known as the Ports and Free Zones World.  It 
is very much clear now that from 1985, when JAFZA started, the businesses of 
the port and the Free Zone have complemented each other.  

 
Looking at the government support: I have been instructed by the PR 

Department not to use the words ―government support‖, which I always love 
using. But what I am talking about is not really government support. It is how the 
Free Zone or the Economic Zone operator wishes to manage the government. 
The success will not be from the government support; the success will be from 
how you choose to manage your relationship with the government. We have 
again been fortunate because the size of our operation is so large that the 
government has to listen. That‘s exactly what they have been doing and 
providing services to JAFZA.  What was referred to earlier is a one-stop shop 
and that one-stop shop really is having the entire civic authority, the regulatory 
set up available on-site.  So the client walks into the sales office, he gets the 
land, he gets the factory, he registers the company; all regulative work is done in 
one office. That is the support that is required to really achieve a good success. 
In addition to that, for clients who would wish to construct on leased land, they 
would need faster access to water and electricity. Again, representatives are 
present on-site in JAFZA to deal with even those issues. Telecommunications 
and full financial institute areas are just outside the Free Zone. And for visitors 
coming in, for workers coming in to work, direct immigration links have been 
provided which speeds up the process and in one day‘s time all the visa 
regulations can be fulfilled by JAFZA. 

 
What is JAFZA‘s value proposition? 

This is quite specific to the region and to 
JAFZA, the items which I have picked up 
on this slide. However, it could be relevant 
to some zones, or it could not be relevant 
to other zones.  But the basic requirements 
will still be there on how to manage and 
how to manage the government. For us 
there weren‘t any tariffs; there weren‘t any 
taxes. There was an issue however. A 
foreign business which wants to locate 

itself in the UAE, or in Dubai, had to have a fifty one percent national 
participation.  The Free Zone did away with that and allows a hundred percent 
foreign ownership.  Our major revenue pre-oil and post-oil also continues to be 
customs duties that are levied on goods coming in.  The Free Zone is a hundred 
and fifty square kilometer of a custom bounded area. All income and corporate 
taxes have been set at zero. The commitment there is for fifty years. Not that 

JAFZA Value 

Proposition

 Logistics Haven

 20 Years Experience

 Global network

 Dubai World Synergies

JAFZA

F Zone

 Political stability

 Government committed to supporting 
business

 World class infrastructure

 High living standards, lifestyle, safety

Dubai
Location













The 

Basics

State 

Support
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there is a corporate tax currently in the country. There are no currency and labor 
restrictions. One stop has been referred to earlier. It is quite arranged. A wide 
range of other facilities have been provided such as on site staff 
accommodations. Staff accommodations today in the UAE have become very 
difficult and expensive to obtain, which is very problematic for the companies. We 
have done away with this problem as we have our own large scale 
accommodations on site. This helps cutting down the time and expense of 
getting to work as well. 

 
At our location in Dubai, in the UAE, there is absolute political stability, a 

government committed to supporting business, which is evident in the creation of 
the Jebel Ali and in their maintaining the commitments to Jebel Ali.  Looking at 
JAFZA, it is the logistics haven; port on one side, airport on the other side 
between the two major highway networks connecting Dubai to all of the GCC 
countries and beyond.  If we do not create that opportunity for business, they will 
not come. Opportunity needs to be created. We need to communicate; we need 
to talk about it in platforms like this and other forums. We need to fulfill our 
commitment.  

 
With a broader outlook, JAFZA has 

currently focused on creating and 
developing ―Live, Work and Play 
Environments‖.  It is becoming increasingly 
important to make sure, to ensure that the 
facilities are not only exclusively for work.  
We need to take care of the employees, 
the families of those employees; we need 
to create excellent facilities for them to 
stay. This lays the foundation of building a 
new city. And again building on these 

synergies, that is exactly what we have been doing.  Around JAFZA, we are 
building a city where people will stay, and this city is designed to accommodate 
in excess or two million people. Earlier I mentioned about the Techno-Park, this 
is our Technology Park. It is a huge area which is not only Techno Park, a portion 
of that also has been dedicated in making sure we have world class living 
accommodation, schools, and universities are provided for. There is a mega-
hospital area also planned in this area to take care of employees and their 
families. So the ―Live, Work and Play‖ concept is now part of all over zone 
designing and master planning.  

 
To recap on what JAFZA considers as successful strategy which it has 

employed and has been continuously building on them and recognizing it.  Prime 
among them is the location; creating of the business opportunity; being customer 
centric, which is also referred to as the one stop; and effective and continuous 
customer communication. With customer communication and feedback, we have 
been able to continuously reinvent ourselves. The model is flexible that allows us 

Experience: Live, Work and Play
Multi Modal Logistics

Sea Port, Free Zone, and 

Airport

Live, Work & Play

Sea Port, Airport, Technology 

Park, Industrial, residential 

and resorts

Population: 

Over 2.5 Million

Companies:

Over 20 Thousand

Trade: 

Over USD 50 Billion in  2009
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to keep changing as the customers demands changes.  Flexibility has to be built 
into a successful strategy. Of course it goes without saying that in the absence of 
a completely committed leadership that recognizes that areas like these, like the 
Free Zones are not designed for the short term, they are really designed for the 
future.  25 years on, it has proved itself that building for the future really matters.  
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International Competitiveness  
and Free Zones 

Richard L. Bolin 
WEPZA Director Emeritus 

 
The subject that I would like address today is 

the new marketing opportunities for EPZ countries. 
First, I would like to give you some brief information 
on the current situation in the world today. As we 
can see in the first chart, 5 billion out of 6 billion 
people in the world suffer from poverty. When we 
look at the number of countries in the second chart, 
we see that there are 21 rich countries including US, 
EU and Japan, 161 poor and developing countries 
and 53 poorer and least developed countries. 

 
We have another chart on the share of US 

exports for all countries in 2000. According to the 
chart, 21 advanced countries have the biggest share 
of US exports with 56%, followed by top 34 
developing countries with a share of 42% and other 
developing countries with a share of 2%. 55 least 
developed countries have no share.  

 
When we look at the chart showing the share 

of US exports for 161 developing countries in 2000, 
we see that top 34 developing countries have the 
share of 95% while the remaining 127 developing 
countries have the share of 5%. In 2000, top 34 
developing countries, in particular Mexico, South 
Korea, Taiwan, Singapore, China and Brazil, 
imported US$1 billion of US Exports. Total imports 
amount to US$328 billion. 32 of these countries 
have EPZs. Mexico led the group, importing 
US$112 billion.  

 
Exports to top 34 developing countries in 

2000 required 735.000 factory workers in the US: 
Average pay of these workers was US$15 per hour 
or US$30.000 per year.  

 
Now I would like to look at 1994-2000 US export results. In 2000, 21 

advanced countries bought US$432 billion in 2000, or 47% growth while top 34 
developing countries bought US$328 billion in 2000, or 63% growth. In 5 to 10 

World Population

Rich - 1 Billion

Poor - 5 Billion

Number of Countries

21

161   

53

Rich - US, EU,

Japan

Poor - Developing Poorer - Least

Developed

Share of US Exports
All Countries, 2000

56%

42%

2%

0%

21 Advanced

Top 34 Developing

127 Other Developing

55 Least Developed

34 Top Developing Countries

in 2000

• Each imported over $1 billion of US 

Exports

• Total imports $328 billion

• 32 have Economic Processing Zones (EPZs)

• Mexico led the group, importing $112 

billion
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years, top 34 (+) developing countries will pass the 21 advanced countries in 
purchase of US exports and thus influence US Labor Policy. 

 
Top 34 Developing Countries 
 
Thirty two countries had EPZs in 1995. Each buy over US$1 billion of US exports 
per year and are favorite countries for US outsourcing. They accounted for 95% 
of US Exports to all 161 developing countries during 1994-2000. 
 

Figure 2: US EXPORTS TO THE TOP 34 DEVELOPING COUNTRIES 1994-2000 (US$000) 

Description EPZs US 94 Exp US 00 Exp Growth $ Growth % 

MEXICO Y 50,840,476 111,721,410 60,880,934 120% 

KOREA, SOUTH Y 18,028,422 27,902,247 9,873,825 55% 

TAIWAN Y 17,077,783 24,380,633 7,302,850 43% 

SINGAPORE Y 13,021,574 17,816,752 4,795,178 37% 

CHINA  (MAINLAND) Y 9,286,825 16,253,308 6,966,483 75% 

BRAZIL Y 8,118,486 15,359,876 7,241,390 89% 

HONG KONG Y 11,445,465 14,625,476 3,180,011 28% 

MALAYSIA Y 6,964,837 10,995,946 4,031,109 58% 

PHILIPPINE Y 3,888,433 8,790,444 4,902,011 126% 

ISRAEL Y 5,006,050 7,750,615 2,744,565 55% 

THAILAND Y 4,861,045 6,642,721 1,781,676 37% 

SAUDI ARABIA N 6,010,628 6,230,489 219,861 4% 

VENEZUELA Y 4,041,707 5,552,254 1,510,547 37% 

ARGENTINA Y 4,466,426 4,700,332 233,906 5% 

DOMICAN REP Y 2,799,487 4,443,613 1,644,126 59% 

TURKEY Y 2,753,559 3,731,511 977,952 36% 

COLOMBIA Y 4,070,292 3,688,760 -381,532 -9% 

INDIA Y 2,296,361 3,663,005 1,366,644 60% 

CHILE Y 2,776,002 3,455,296 679,294 24% 

EGYPT Y 2,843,869 3,329,376 485,507 17% 

SOUTH AFRICA N 2,172,844 3,084,868 912,024 42% 

HONDURAS Y 1,011,841 2,574,662 562,821 154% 

INDONESIA Y 2,811,027 2,546,901 -264,126 -9% 

COSTA RICA Y 1,866,664 2,445,599 578,935 31% 

RUSSIA Y 2,578,851 2,318,395 -260,456 -10% 

UNITED ARAB EMIRATES Y 1,593,141 2,291,632 698,491 44% 

GUATEMALA Y 1,354,615 1,895,428 540,813 40% 

EL SALVADOR Y 932,119 1,774,962 842,843 90% 

JAMAICA Y 1,066,431 1,377,672 311,241 29% 

PERU Y 1,407,557 1,662,004 254,447 18% 

PANAMA Y 1,276,382 1,608,925 332,543 26% 

TRINIDAD/TOBAGO Y 540,806 1,096,998 556,192 103% 

BAHAMAS Y 685,392 1,064,750 379,358 55% 

ECUADOR Y 1,196,107 1,037,388 -158,719 -13% 

TOP 34 EXPORT  201,091,504 327,814,248 126,722,744 63% 

MARKET $Billion  201 328 127 63% 
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In this table we have a list of US products exported to the 34 top developing 
countries:  

* High Tech – 152 billion dollars (high profit, high pay) 
* Medium Tech – 57 billion dollars 
* Low Tech – 49 billion dollars 
* No Tech – 49 billion dollars 
* Total – 307 billion dollars of manufactures 
Note: High Tech is 50% of the total. 
 

The next point that I would like to address is 
EPZ fundamentals. First, it is essential that the 
developing countries emphasize manufacturing in 
order to grow. Second, the EPZ teaches 
manufacturing from the beginning, improving skills, 
teaching the value of the global market and 
improving university output by supplying jobs. Third, 
EPZ payroll in Mexico during the ―dot.com‖ 
recession supplied US$200 million per week to one 

million workers in 107 private EPZs and maintained two indirect jobs in the 
community per EPZ factory worker. 

 
We have another list here prepared according 

to the data from the National Association of 
Manufacturer (NAM) on small and medium 
manufacturers in the US: 
* Small = up to 500 employees 
* Medium = up to 2500 employees 
* Companies: 296,000 (99% of all manufacturing  
   companies) 
* Employees: 8,000,000 (60% of manufacturing 
   jobs) 
* Production: 40% of total manufacturing 
* Exports: 15% of all US manufacturing exports 

 
The main objective of the developing 

countries is to attract investment to their EPZs by 
adding factories for 200 or more workers to maintain 

global competitiveness and to reach the global market.  

EPZ Fundamentals
• Essential that the developing countries emphasize 

manufacturing in order to grow

• The EPZ teaches manufacturing from the beginning, 

improving skills, teaching the value of the global 

market, improving university output by supplying 

jobs

• EPZ payroll in Mexico during the “dot.com” 

recession supplied $200 million per week to the 1 

million workers in 107 private EPZs, and

• maintained two indirect jobs in the community per 

EPZ factory worker

Small & Medium Manufacturers 

in the USA

• Small = up to 500 employees

• Medium = up to 2500 employees

• Companies: 296,000 (99% of all mfg companies)

• Employees: 8,000,000 (60% of mfg jobs)

• Production: 40% of total manufacturing

• Exports: 15% of all US mfg exports

• Source: National Association of Manufacturers NAM

Developing Country Objective:

• Attract Investment to your 
EPZ

BY ADDING FACTORIES 
FOR 

200 or more workers 

to maintain Global 
competitiveness

and reach the Global 
Market…

6 times as big as at 
present.

• World

Population

Rich - 1 Billion

Poor - 5 Billion
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In this chart we can see 1994-2000 US exports which amounted to US$20 

billion in 1960, and as the next graph shows, US manufacturing is growing well. 
The US has never manufactured more than it does today. US manufacturing has 
never been more productive. All the tea, all the rice, all the manufacturing, 
government service, transport, all of everything China produced in 2004 does not 
equal US manufacturing output.  

 
Finally, I would like to say that your EPZ will 

attract investment by serving as an outsourcing 
location for rich countries providing growing 
employment, expanding your technology and 
earning income for development.  
 

• Your EPZ will attract investment

• by serving as an Outsourcing 

location for rich countries

• providing growing employment

• expanding your technology and 

• earning income for development
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What Factors Determine  
the Success of EPZs?  

Analysis of Selected South Asian Countries 
Dr. Aradhna Aggarwal  

University of Delhi Department of Business Economics 

 
In South Asia, 4 out of 8 countries 

(India, Pakistan, Afghanistan, Bangladesh, 
Sri Lanka, Bhutan and Maldives) have 
EPZs. There is more emphasis on EPZ 
policy in all these countries than there was 
before the late 1990s. As we can see in 
the first table, the first Zone was 
established in India in 1965, in Sri Lanka in 
1978, and in Pakistan in the early 1980s 
and in Bangladesh in 1893.  

 
Which South Asian countries have 

implemented the program more 
successfully? Which zones are more 
successful? What factors determine the 
performance of EPZs? To address these 
questions I raised another question: What 
advantages do EPZs offer? Here we have 
two different approaches. The first one is 
the Orthodox Approach which includes 
offering relaxed tax and custom regime 
and offsetting anti-export bias in import 
substituting regime. The objective is to 

earn foreign exchange. In this approach, tax incentives are the only advantage. 
The second approach is the Heterodox Approach which includes overcoming 
institutional constraints. The objective is to promote EOI. In this approach there is 
modern infrastructure, good governance and location specific advantages along 
with tax incentives.  

 
EPZ competitiveness therefore should be determined by the quality of 

governance (approvals, administration, customs clearance and labor laws), 
infrastructure, incentives and location advantages offered by EPZs. Which 
advantages are more important? How do you assess them? Unit owners in EPZs 
across the three selected countries were interviewed to seek their perspective.  

EPZs in South Asia

• South Asia : 8 countries : India, Pakistan, Afganistan, Bangladesh, Sri Lanka, 

Bhutan, Maldives. Of them 4 have EPZs. 

• Major thrust to EPZ policy in all these countries since the late 1990s. 

1983-1998 : Two zones

1998-2006 : 6 new zones (government promoted) 

In addition, 1 in the private sector is coming up

1983Bangladesh

EPZA website of Pakistan :  only one zone is operational at Karachi. 

Information from other sources indicate that Risalpur, Saindak, 

Peshawar zones are also operational. 19 more planned. 

Early 

1980s

Pakistan

1965-2000 : 8 zones ( Central govt zones except 1 in the private 

sector)

2000-2006: 7 new zones : ( state government zones)

2006- : 4 new zones : private sector zones

Currently : 237 approved (146 notified), 164 approvals in principle

1965India

1978-1997: 3 zones 

1998-2000 :  six new zones ( all govt promoted)

1978Sri Lanka

EvolutionFirst Zone

Theoretical framework : a developing country perspective

Why EPZs ? 

Orthodox Approach ( neo classical) Heterodox approach (New institutional theories)

Tax incentives is the only

advantage

Along with tax incentives : 

Modern Infrastructure

Good Governance

Location-specific advantages

To offer relaxed tax and custom regime 

and offset anti-export bias in import 

substituting regime

Objective is to earn foreign exchange

To overcome institutional constraints. 

Objective is to promote EOI
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According to the investors‘ 
responses, a well balanced package of all 
these components is important, and some 
components are more important than 
others. The most important ingredient is 
tax incentives (90%). There are three 
reasons for that. These are export 
obligations in unstable export markets, 
their attachment to global value chains 
that required low cost, high quality and 
timely delivery which required having 

financial flexibility. Finally, the tax incentive compensated them for their having to 
locate in zones, which were not conveniently located.  The second most 
important factor is good governance which includes efficient customs 
administration, single window regulation and a relaxed implementation of labor 
laws. The third most important factor is infrastructure. This includes electricity 
and water within zones and transport, roads, ports and airports outside zones. 
Unlike what we heard this morning, they did not emphasize social infrastructure.  
They were there to do business. The fourth factor is location. Location was very 
important, however, if there is good external infrastructure for transport, location 

was not as important.  
 
On further analysis I determined 

there were three phases of EPZ evolution 
in South Asia. The initial phase is up to 
1990, the second phase is from 1991 to 
the early 2000s and the third phase is 2005 
onwards. During the initial phase, Zones 
were set up in South Asia. But the overall 
economic philosophy that pushed the 
policy differed across countries. In India 

EPZs were set up in the import substituting regime to offset anti-export bias and 
to earn foreign exchange. The attitude towards EPZs was highly suspicious 
toward zones in India and only weak incentives were offered.  This was not true 
in the other countries. Bangladesh and Sri Lanka set up EPZs to promote Export 

Oriented Industrialization when they shifted 
to an export oriented regime, thus they 
offered highly attractive incentive packages 
in the initial stage. Bangladesh appears to 
have had a slight advantage. 

 
In this table on governance, India 

has no EPZ Act while Sri Lanka adopted 
Law No. 4 in 1978 known as the BOI Act.1 

                                                 
1
 Editors Note: Law No 4. 1978 established the Greater 

Colombo Economic Commission (GCEC).  It name was changed in 1992 to Board of Investment (BOI) 

Investors’ perspective

• Their responses suggest :

• 1. A well balanced package of all these components is important.

• 2. Some components are more important than the others.

• The most important ingredient is :Tax incentives (90% ) .

• Three reasons: 

• Export obligations, attachment with GVC, no location choice. 

• Second most important  factor: good governance : custom rules, signle
window clearance and relaxed implementation of labour laws.

• Third: infrastructure : within zones: electricity and water; outside zones:  
transport, roads, ports and airports

• Fourth : location. If good external infrastructure, this is not important.

South Asian Experience : Initial Phase

• Zones were set up. But the overall economic philosophy that pushed 

the policy differed across countries: 

• In India EPZs were set up in the import substituting regime to earn 

foreign exchange to finance imports. Overall economic philosophy

influenced the attitude towards EPZs as well. 

• Bangladesh and Sri Lanka set up EPZs to promote EOI when they 

shifted to export oriented regime. Thus an attractive package was 

offered in the initial stage itself.

Governance 

Yes (wide powers of 

granting approvals)

Limited (BOI is 

facilitator but 

personalises)

No such mechanism

(custom clearance powers 

with the zones but attitude 

of suspicion)

Single window

Specific objectivesSpecific objectivesNo specific objectives 

until 2005

Objectives

BEPZA

(fully dedicated)

BOI 

( Large investments)

No dedicated authority.

MOC, GOI 

EPZ Authority

EPZ ActLaw no. 4 of 1978 

now known as the 

BOI Act 

NoneEPZ ACT

BDSriIndia

Labour All labour laws;              Discouraged labour unions;     Not applicable
Militant L unions in some zones         Tripartite councils
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Bangladesh has the EPZ Act. In India, there is no dedicated authority with 
respect to EPZs, while Sri Lanka has BOI (large investments) and Bangladesh 
has BEPZA (fully dedicated). India had no specific objectives related to EPZs 
until 2005. Sri Lanka and Bangladesh, on the other hand, had specific objectives. 
There was no such mechanism as single window in India (customs clearance 
powers with the Zones but attitude of suspicion). In Sri Lanka, it is limited (BOI is 
facilitator but personalizes). In Bangladesh there is single window (wide powers 
of granting approvals). In terms of labor, India adopted all labor laws. In Sri 
Lanka, labor unions are discouraged. In Bangladesh, it is not applicable.  

 
Here we have another table on 

infrastructure, incentive and location. With 
respect to the basic utilities (water, 
electricity, telecommunication), India and 
Sri Lanka have no exclusive 
arrangements, while Bangladesh has 
direct involvement. In terms of other 
industrial infrastructure, India is poor while 
Sri Lanka and Bangladesh have been 
developing gradually. As for social 
facilities, India has none, and it is limited in 

Sri Lanka. Bangladesh has investors‘ club, sports complexes and residential 
complex for the administrative staff. Incentives are very limited in India, while 
there are huge benefits in Sri Lanka (local tax exemption optional). Most 
attractive incentives are in Bangladesh (exemption from central and local taxes). 
Finally, in terms of location, except two all other Zones are in backward areas in 
India. Sri Lanka and Bangladesh have good location.  

 
Now we come to the implications. 

While Bangladesh was offering a highly 
attractive package to the Zone units, 
outside climate had been very poor in the 
country. This was not only due to 
institutional gaps, but also due to poor law 
and order conditions and militant labor 
unions. Our analysis suggests that in initial 
stages of EPZ evolution, the relative 
attractiveness of EPZs (EPZ vs. the rest of 
the economy) was the highest in 

Bangladesh followed by Sri Lanka and India.  
 
In the second phase, in 1990s India shifted to an export oriented regime, 

enhanced packages were offered to EPZs, but it was not attractive in relative 
terms due to policy changes taking place in the economy outside the zone. Sri 
Lanka started withdrawing tax incentives due to the financial crunch in the mid 
1990s. New Zones did not pick up rapidly. Some were in difficult areas. 

Infrastructure/Incentives/Location

Most attractive (exemption from 

central and local taxes)

Good location

Huge benefits ( 

local tax exemtion

optional)

Good location

Very limited

Except two all 

other zones in 

backward areas

Incentives

Location

Investors’ club, sports complexes and 

residential complex for the admin. 

staff

LimitedNon existentSocial 

Developed graduallyDeveloped 

gradually

PoorOther indus. 

Infrast.

Direct involvementNo exclusive 

arrange.

No exclusive 

arrangements

Basic utilities 

(water, elec, 

Telcom)

BDSriIndia

Implications…

• While BD was offering a highly attractive package to the zone units, outside I 

climate had been very poor in the country. This was not only due to institutional 

gaps but also due to poor law and order conditions and militant labour unions. 

• Our analysis suggests that 

• In initial stages of EPZ evolution : Relative attractiveness of EPZs ( EPZ vs the rest 

of the economy) had been the highest in Bangladesh followed by Sri Lanka and 

India.
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Bangladesh continued to offer an attractive package. But new Zones were in 
extremely backward areas and could not take off which was reflected in the 
performance in terms of investment, employment and exports. Performance of 
Bangladesh was affected adversely in the late 1990s, but it still outperformed 
India and Sri Lanka. India somewhat improved its position.  

 
In the following three slides we see Zone investment, share of Zones in 

manufacturing employment and share of Zone exports in manufacturing exports. 
The numbers in parentheses under zone investments show growth rates.  In all 
countries the growth rates declined, but remained the highest in Bangladesh.  

 

% of Zones in Mfg. Employment

9.3%5.8%1.040%2003

11.6%4.4%1.042%1999

10.9%2.8%0.686%1995

8.9%1.3%0.537%1991

5.2%0.7%0.313%1986

3.7%0.1%0.187%1983

1.0%0.073%1979

0.007%1973

Share in 

Manufacturing 

Employment in Sri 

Lanka

Share in Manufacturing 

Employment in 

Bangladesh

Share in 

Organized 

employment in

India

Year

 
 
 
 
 
 
 
 
 
 
 
 
 

Now I am going to talk about our findings. Bangladesh performed the best 
though it started slowing down. Sri Lanka has slowed down since the mid 1990s. 
There is no significant improvement in India. There are two major findings. The 
first one is that microclimate matters. It affects the attitude of the government 
towards Zones, and in turn affects the package offered and its implementation. It 
also determines overall I activities in the country. The second one is micro 
climate i.e. policy package offered EPZs vis-à-vis climate outside the Zone sector 
also matter.  

 

Zone Investment

388.0

(14.7)

749.1

(18.2)

292.3

(2.4)

2003

223.8391.8

(39.8)

261.2

(3.6)

1998

131.0

(132.3)

221.6

(24.3)

1993

69.917.2

(362.2)

100.0

(19.7)

1988

0.950.4

(28.2)

1983

20.91978

IndiaBangladeshSri Lanka

Investment (Million $)

Zone Exports as % of Mfg. Exports

29.50%19.50%5.62%2001

28.80%17.90%5.41%2000

31.10%9.90%4.07%1995

35.20%3.40%4.23%1990

27.80%1.50%4.86%1985

8.00%0.59%1979

0.14%1973

Sri LankaBangladesh  IndiaYear

Our Findings

• Bangladesh performed the best though it started slowing down.

• Sri Lanka, slowed down since the mid 1990s.

• India : No significant improvement.

• Two major findings: 

• Macro climate matters. It affects the attitude of the government towards zones 

and in turn affects the package offered and its implementation. It also 

determines overall I activities in the country. 

• Micro climate i.e. policy package offered to EPZs vis-à-vis I-climate outside 

the zone sector matters.
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At the Zone level, the star 
performers are SEEPZ, Madras, Noida and 
Nokia in India, Katunayake and Biyagama 
in Sri Lanka and Dhaka and Chittagong in 
Bangladesh. Here we also see important 
factors for India, Sri Lanka and 
Bangladesh. The first one is location of 
EPZs in terms of regional development 
and distance from the strategic position. 
This is primarily because outside 
infrastructure is weak. The second one is 

capital intensity of economic activities. The third one is sector concentration of 
activities (sector specific Zones). Fourth, size is not important.  

 
Finally, I would like to talk about the long run perspective. Our empirical 

analysis suggests that unless there is improvement in governance and 
infrastructure (ports, transport, airports, roads and communication) outside the 
Zones, their productivity remains low. Second, competitiveness of Zones in the 
long run can be sustained only if investment climate in the rest of the economy is 
also improved.  

 
In sum, sustainable growth in EPZs requires good micro (within Zone) I 

climate which is important for attracting investment along with good location of 
Zones (in the shot run); good meso (regional) I climate which is important for the 
competitiveness of Zones in the long run; good macro I climate since macro 
economic openness affects the overall policy frameworks towards EPZs. Zones 
cannot be insulated from the domestic economy. If overall investment climate is 
not improved, they will start also losing competitiveness.  

 
This means that Zones provide a platform for further development. They 

are a transitory policy arrangement. They are second best, but not to trade 
liberalization, as has been suggested. They are not set up to offset anti-export 
bias. They are second best to improvement in overall investment climate in the 
country. In the long run, governments need to improve structural competitiveness 
to sustain the process of development.  

 
Now I will mention the current scenario in India. The first SEZ Act and SEZ 

rules became effective on 10th February 2006. A highly attractive SEZ package 
is offered in terms of governance (single window clearance), tax incentives (15 
years concessions for units and 10 years for developers) and infrastructure (high 
quality infrastructure developed by private developers). Since then there has 
been a huge rush to set up SEZs. If the government does not yield to political 
compulsions, then SEZs are expected to generate huge investment, employment 
and exports. Nokia, Flextronics, Samsung, Motorola, Foxconn are also set to 
enter. Civil aviation industry has also taken off. Pharmaceuticals, biotech, 
automotive sectors are expected to receive a major push. EMS and civil aviation 

At the Zone Level….

• Important factors: 

• Location  of EPZs  in terms of regional development and distance from the 

strategic position (This is primarily because outside infrastructure is weak.)

• Capital intensity of economic activities

• Sector concentration of activities  (sector specific zones).

• Size is not important . 

Dhaka

Chittagong

Katunayake

Biyagama

SEEPZ, Madras, 

Noida

New : Nokia, 

Star 

performers

BangladeshSri LankaIndia
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industries are ready to take off. In the initial stages the foundation of modern 
gems and jewelry, software, hardware and rubber gloves industries was laid in 
EPZs in India.  

 
Here we see tables on the current status of new Zones and a comparative 

analysis of the performance of SEZs before and after the SEZ Act.  
 

A Comparative Analysis of the Performance of SEZs Before

and After the SEZ Act

178,763158,00084,03679,937Employment (nos.)

1016NA711708Units in operation (nos.)

Nov. 2006March 200620042000

 

Now I would like to mention the 
projections of static benefits for 2007-2009 
(US$ million). Costs and benefits are 
quantified (in static terms) based on 
investment projections. Different scenarios 
are created. Even in the worst scenario I 
find positive benefits. 200,000 new jobs 
are expected to be created over the next 
three years. Dynamic gains are much more 
significant. Revenue loss hypothesis is 
refuted. Tax revenue will be generated due 

to additional economic activities. Is this achievement possible in the absence of 
SEZs? Perhaps it is not.  

 
With respect to industrial 

competitiveness, the share of manufactur-
ing in total GDP is 15-16%. Most countries 
bypassed the second stage of growth. 
Industrial competitiveness is weak. 
UNIDO‘s Industrial Performance Index 
(based on 87 countries) shows little 
improvement. GCR shows low rankings in 
overall competitiveness. 

 

Current Status of New Zones

26000 ( first phase)$100 million*Will soon be operationalBrandix Apparel SEZ, 

Andhra Pradesh

5000* by June 2007 (500 

under training)

NAConstruction startedRajiv Gandhi Technology 

Park, Chandigarh

8000* by April 2007NACommenced operationsDivvy’s Labs, Andhra 

Pradesh

25,000*$50 million*Construction startedApache SEZ (Adidas 

Group), Andhra 

Pradesh

5000* by Dec. 2007$200 million*Units being set upMotorola and Foxconn, 

Tamilnadu

3000* (2500 under 

training)

$100 millionCommenced operation in  

November 2006

Flextronix in Tamilnadu

35000* by May 2007$ 0.5 billion FDI*Inaugurated by the PMQuark City, Chandigarh:

Direct : 2800

Indirect : 10000

US$ 100 Millioncommenced commercial 

production

Nokia, Tamil Nadu:

Employment (No.)InvestmentStatusSEZ

Projections of Static Benefits : 2007-2009 ($ mn)

• Costs and benefits are quantified ( in  static terms) based on investment  

projections. 

• Different scenarios are created.

• Even in the worst scenario I find positive benefits. 

• 200,000 new jobs are expected to be created over the next three years.

• Dynamic gains are much more significant.

• Revenue loss hypothesis is refuted. Tax revenue will be generated due to 

additional economic activities. 

Industrial Competitiveness

• Share of manufacturing in total GDP 
is 15-16%

• Most countries bypassed the second 
stage of growth.

• Industrial competitiveness is weak.

• UNIDO’s industrial performance 
index ( based on 87 countries) 
shows little improvement.’

• GCR shows low rankings in overall 
competitiveness

6971SL

6055Pak

7979Nepal

5050India

7374BD

19981985
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According to the table on 
governance (IFC surveys), in South Asia 
the average time spent with tax officials is 
3.19; time spent in government regulations 
is 7.1; official predictability is 61.52; 
unofficial payments is 2.02; bribes to tax 
officials is 46.94; and bribes to secure 
contract is 3.32.  

 
According to the table on 

infrastructure, in South Asia delays in 
electrical connection is 48.18; number of 
electrical outage is 109.2; value lost due 
to electrical outage is 5.56; number of 
water supply failure is 7.57; and delays in 
telephone connections is 53.85.  

 
According to the last table on trade 

rules, in South Asia average export 
clearance time is 7.72, longest export 
clearance time is 12.66, average time to 
claim imports from customs and longest 
time to claim imports from customs is 
17.54.  

 
To conclude, we can say that the 

challenge is how make the EPZ policy 
effective in these countries. The Subsidies 
and Countervailing Agreement allows 
India, Bangladesh, Pakistan and Nepal to 
use direct export subsidies. The compete-
tiveness criteria provided in the law which 
suggests that if a developing country 

included in Annex VII reaches a share of 3.25% of the world market in the export 
of a particular good, it is obliged to phase out the export subsidy grant to that 
product within 2 years, restricts the application of SEZ incentives and undermine 
the long-term sustainability of the SEZ incentives. But as of now, these countries 
can use the opportunity effectively.  
 

Governance (IFC Surveys)

4.0420.741.9448.978.554.41Sub-Saharan Africa

3.3246.942.0261.527.103.19South Asia

0.5528.260.1357.522.971.65OECD

1.3040.092.7250.879.943.52Middle East & North 

Africa

2.946.831.5240.1110.392.75Latin America & 

Caribbean

1.5744.791.0445.135.402.82Europe & Central Asia

1.8233.591.8151.867.254.91East Asia & Pacific

Bribes to 

secure 

contract

Bribes to 

Tax 

officials

Unofficial 

payments

Official 

predictability

Time spent in 

government 

regulations

Average 

time spent 

with tax 

officials

Infrastructure

51.3929.824.7851.9638.12Sub-Saharan Africa

53.857.575.56109.2048.18South Asia

7.910.182.251.148.32OECD

51.4634.544.6944.2743.84Middle East & 

North Africa

37.479.063.2614.9126.49Latin America & 

Caribbean

10.335.003.0011.657.40Europe & Central 

Asia

9.321.862.397.0412.02East Asia & Pacific

Delays in 

telephone 

connections

No. of water 

supply failure

Value lost 

due to 

electrical 

outage

No..of electrical 

outage

Delays in 

electrical 

connection

Trade Rules

14.557.378.694.45Sub-Saharan Africa

17.5410.0812.667.72South Asia

9.405.288.334.63OECD

21.2910.39.435.14Middle East & 

North Africa

14.727.229.164.79Latin America & 

Caribbean

25.003.515.402.91Europe & Central 

Asia

8.984.895.983.71East Asia & Pacific

Longest time to claim 

imports from customs

Average time to claim 

imports from customs

Longest 

export clear 

time

Average export 

clearance time
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INTERNATIONAL INVESTMENTS  
IN TURKEY 

Mustafa Alper 
General Secretary 

International Investors Association of Turkey 
 

It is a great pleasure for me to address such a distinguished audience. 
First, I would like to give you some information on the International Investors 
Association of Turkey (YASED). YASED is a voluntary, non-profit and 
independent NGO. It was founded in 1980 by 14 multinational companies 
operating in Turkey. It now has around 400 representatives from 265 member 
companies representing around 80 percent of FDI in Turkey.  The mission of 
YASED is: 

 To promote proactively an environment for foreign direct investment which 
matches the best global business practices; 

 To support all structural reforms which help to improve the investment 
environment; 

 To improve the image of FDI in Turkey among all the stakeholders; 
 To foster better communication with the members; 
 To actively promote Turkey‘s negotiation process with the EU for the 

realization of its full membership; 
 To be committed in improving the ethical values and corporate 

governance principles. 
 
Now I would like talk about the activities of YASED. The first one regards 

government policy and legislation. YASED acts as the representative of the 
international business community at the Turkish government and within the 
public. The second one is network and partnership. YASED acts as a facilitator 
and clearing house for the information and liaison needs of the foreign 
investment community.  The third one is communication.  YASED‘s public 
relations and lobbying activities aim to cultivate goodwill by keeping the Turkish 
government and media informed about the activities of foreign ventures and the 

foreign investment community. The last 
one is international relations with the 
World Bank and FIAS, UNDP, OECD, EU, 
UNCTAD.  

 
According to the 2006 World 

Investment Report of the Undersecretariat 
of Turkish Treasury, Central Bank of 
Turkey and UNCTAD, foreign direct 
investment inflow to Turkey amounted to 
US$772 million in 1990s. In 2000, foreign 
direct investment inflow amounted to 

US$982 million while the number of new firms was 447. In 2006, FDI inflow was 

3,35020,1682006

-7721990s (avg.)

Source: Undersecretariat of Turkish Treasury, Central 
Bank of Turkey, UNCTAD World Investment Report 200615,17163,484

Cumulative / 
Stock Data

*Including real estate, **January  **2167,252Jan-Feb 2007

2,8459,8132005

2,0952,8832004

1,1051,7522003

4951,1372002

4773,3522001

4479822000

Number of 
New Firms

FDI
Inflow*(Million USD)

Breakdown of FDI Inflow by 

Regions, 2002-2006
FDI Inflow to Turkey

FDI INFLOWS TO TURKEY

Other

0.2%

EU

75.6%

North 

America 

3.8%Asia

13.4%

Other 

Europe            

(non-EU)

6.8%
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over US$20 billion and the number of new firms was 3,350.  This is quite an 
increase.  In the last three years we have received over half of all the FDI 

received since the founding of the Turkish 
Republic. 

 
We can see in the next table the 

breakdown of FDI inflow from various 
regions for 2002-2006. With US$21.929 
million, the EU‘s share of cumulative 
inflows is 75.6%. Non-EU countries‘ share 
in cumulative inflow is 6.8% with US$1.966 
million. North America has a share of 3.8% 
with US$1.092 million. Asia‘s share is 
13.6% with US$3.892 million.1  

 
In the following table we see the 

sector breakdown of FDI inflows to Turkey 
for the period of 2002-2006.  The share of 
agriculture, forestry and fisheries in 
cumulative inflows is 0.1%. Industry has a 
share of 12.7% while the share of 
manufacturing is 10.6%. The share of 
services, on the other hand, is 87.3%.  

 
In the following two slides I list the 

major mergers and acquisitions which 
 occurred in Turkey during 2005-2006.  

 

 
 
 

                                                 
1
 Editor's note: The cumulative investment totals on this page differ from the totals on the previous 

page because they only accumulate the most recent five years instead of eight years. 

REGIONAL BREAKDOWN OF FDI INFLOWS TO TURKEY

29,009

1,030

378

3,514

3,892

221

871
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1,966

4,314

1,158

2,727

2,860

4,628

6,242

21,929

2002-
2006

100.017,8178,5341,291745622Total

0.291130224Other

1.315581176065Other Asian Countries

12.11,7911,67543--5Gulf Arabian Countries

13.61,9461,756606070Asian 

0.8121266167Canada

3.06938836522U.S.A.

3.881411497589North America

6.8841,6501066264
Other European 
Countries 

15.02,815722348314115Other EU Countries

4.0209692151241Italy                                                           

9.44442,1073412022France                                                          

9.92,787113824--Greece

16.03,4561,08825545Belgium

21.55,1713815685072Netherlands                                                     

75.614,8825,0011,028563455European Union 

% Share in
cumulative 

inflows20062005200420032002
Countries

(Million USD)

Source: Central Bank of Turkey

12.73,6751,756832358548180Industry

17,817
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7,002

16,054
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600

1,520

125

6

2006

100.029,0098,534
1,29

1
745612Total

6.51,848681039289Wholesale and retail trade

35.710,2303,28563921
Transport, warehousing and 
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39.811,3984,0166951260Financial sector

87.325,3167,697927196442Services

1.23394698668Electricity, gas and water supply

1.23341398125Basic metals and products
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2.98311743999Chemicals
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SECTORAL BREAKDOWN OF FDI INFLOWS TO TURKEY

MAJOR MERGERS & ACQUISITIONS IN TURKEY - 2005

1,051BelgiumFortisDogan HoldingDIS TICARET BANK10

1,210LuxemburgArcelorOyak GroupERDEMIR (Iron&Steel)9

1,495TurkeyKoc Financial ServicesCukurova HoldingYAPI KREDI BANK8

1,556France
General Electric
Consumer Finance

Dogus HoldingGARANTI BANK
7

2,770TurkeyOYAK GroupPrivatization AdministrationERDEMIR* (Iron&Steel)6

3,000TurkeyTAVState Airports Authority
ISTANBUL ATATURK 
AIRPORT*5

3,300Russian Fed.Alfa GroupCukurova HoldingTURKCELL4

4,140TurkeyKoc HoldingPrivatization AdministrationTUPRAS*3

4,550UKVodafone
Saving Deposit and 
Insurance Fund (SDIF)

TELSIM*
2

6,550Saudi ArabiaOger TelecomPrivatization AdministrationTURK TELEKOM*1

PRICE 
(Million $)

BUYER 
COUNTRYBUYERSELLERTARGET COMPANY

Top 10 M&A in Turkey (2005)

* Privatizations
Source: ISI Deal Watch

Total Value of Deals in 2005: 40.3 billion $

(23 billion $ international capital) 

MAJOR MERGERS & ACQUISITIONS IN TURKEY - 2006

Top 10 M&A in Turkey (2006)

421UKSt. Martin’s PropertyCevahir Shopping Center
CEVAHIR SHOPPING 
CENTER10

480GermanyAxel Springer A.G.Dogan Yayin HoldingDOGAN TV9

500TurkeyTurk TelekomTelecom ItaliaAVEA8

590USAJP MorganCukurova HoldingTURKCELL7

703PortugalPortugal SGPS SAYibitas HoldingYIBITAS LAFARGE6

810USATexas Pacific Group
Nurol-Limak-Ozaltin-Tutsab
Consortium

MEY ALCOHOLIC 
BEVERAGES5

1,054AustriaOMV AktiengesellerschaftDogan HoldingPETROL OFISI4

2,440BelgiumDexia BankZorlu HoldingDENIZBANK3

2,760GreeceNational Bank of GreeceFiba GroupFINANSBANK2

3,100USACitibankSabanci HoldingAKBANK1

PRICE 
(Million $)

BUYER 
COUNTRYBUYERSELLERTARGET COMPANY

Source: ISI Deal Watch

Total Value of Deals in 2006: 19.2 billion $

(17.3 billion $ international capital) 
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Now I am going to give you some 
brief information on the improvements in 
the investment environment. In 2007, the 
new Petroleum Law was adopted. In 2006, 
the new Communiqué on Investment 
Incentives and Liberalization Program in 
the Energy Sector were adopted. In 
addition, the Tax System Reform was put 
into implementation. Corporate tax rate 
decreased from 30% to 20% as of 2006; 
also a set of measures to simplify tax 
structure and to increase efficiency was 

introduced. Investment Support and Promotion Agency of Turkey and Law on 
Real Estate Acquisition of Foreigners in Turkey were also adopted in 2006. In 
2005, Regional Development Agencies were established and improvements in 
the Protection of Intellectual Property Rights were performed. Consensus was 

reached between local and foreign 
pharmaceutical companies alongside the 
efforts of the Government on Data 
Protection with the contribution of YASED 
after many years. In 2004, inflation 
accounting was put into practice. Finally, in 
2003 the new Law on FDI was adopted.  

 
According to UNCTAD 2006 World 

Investment Report, Turkey will probably be 
among the first 10 countries with an FDI 

inflow of US$20 billion. In A.T. Kearney‘s FDI Confidence Index 2005, Turkey 
has moved up from 29th place to 13th place among the top countries investors 
have confidence in. According to the 10th Annual Global CEO Research 
prepared by PricewaterhouseCoopers, CEOs think that the E7 countries—Brazil, 
Russia, India, China, Indonesia, Mexico and Turkey—have the greatest financial 

opportunities.  
 
We can see in this table some 

multinational corporations in Turkey. 3M, 
ABB, BP, General Motors and MAN are 
some of them.  

 

According to 2004-2005 Top 500 
Industrial Companies List of Istanbul 
Chamber of Industry, there are 136 FDI 
companies among top 500 industrial 
companies in Turkey as of 2005. Taking 

into account top 500 industrial companies in Turkey, foreign investors‘ shares in 
Turkish economy was 35% in 2004 and 33% in 2005 in net sales; 25% in 2004 
and 24% in 2005 in gross value added; 32% in 2004 and 40% in 2005 in gross 

 New Petroleum Law (January 2007)

 New Communiqué on investment incentives (December 2006)

 Liberalization Programme in the Energy Sector (August 2006)

 Tax System Reform (June 2006)

Corporate tax rate decreased from 30% to 20% as of 2006; also a set of

measures to simplify tax structure and to increase efficiency was introduced.

 Investment Support and Promotion Agency of Turkey (June 2006)

 Law on Real Estate Acquisition of Foreigners In Turkey (2006)

 Regional Development Agencies (July 2005)

 Improvements in the Protection of Intellectual Property Rights (2005)

Consensus reached between local and foreign pharmaceutical companies

alongside the efforts of the Government on Data Protection with the 

contribution of YASED since long years

 Inflation Accounting (2004)

 New Law on FDI (June 2003)

IMPROVEMENTS IN THE INVESTMENT ENVIRONMENT

 UNCTAD World Investment Report  - FDI Inflow Ranking

2003 52nd (1.8 billion USD)

2004 37th (2.8 billion USD)

2005 22nd (9.7 billion USD)

2006 Turkey will probably be among the first 10 countries with an 

FDI inflow of 20 billion USD

 In A.T. Kearney’s FDI Confidence Index 2005, Turkey has moved up from 29th 

place to 13rd place among the top countries investors have confidence in. 

 According to the 10th Annual Global CEO Research prepared by 

Pricewaterhouse Coopers, CEOs think that the E7 countries including Turkey has 

the greatest financial opportunities. 

INVESTOR CONFIDENCE ON THE RISE

BRIC (Brazil, Russia, India, China) + Indonesia, Mexico, Turkey 

E7 (Emerging Seven)

SOME MULTINATIONAL CORPORATIONS IN TURKEY

XEROXPFIZERLAFARGEFORDBRIDGESTONE

VOLKSWAGENPERFETTIKRAFT JACOBSFIATBP

VODAFONEPEPSI COLAKIMBERLY CLARKFERROLIBOSCH

UNILEVERPARS MCCANNJTIERICSSONBAT

TOYOTAORACLEJP MORGAN CHASEELECTROLUXBASF

TOTALNOVARTISJOHNSON&JOHNSONDUPONTBARCLAYS BANK

TNTNORTEL NETWORKSITOCHU CORP.DOW CHEMICALSBARCELO

THAMES WATERNIKEINTERGENDHLBANCA DI ROMA

TETRA PAKNESTLEIMPERIAL TOBACCODEUTSCHE BANKAXA

SONYMOBIL OILIBMDANONEAVIVA

SODEXHOMITSUBISHIHYUNDAI DAIMLER CHRYSLERAVON

SOCIETE GENERALEMICROSOFTHUGO BOSSCROWN CORKAVENTIS PHARMA

SIEMENSMETRO AGHONDACOLGATE PALMOLIVEASTRAZENECA

SHELLMERLONIHEWLETT PACKARDCOCA COLAARCELOR

SERVIERMERCK SHARP DOHMEHENKELCOATSAMERICAN EXPRESS

SCHERING PLOUGHMCKINSEYGOODYEARCNNALLIANZ

ROCHEMCDONALD'SGLAXOSMITHKLINECLARIANTALCATEL

REUTERSMANGILETTECITIBANKACCOR

RENAULTLOCKHEED-MARTINGENERAL MOTORSCISCO SYSTEMSACCENTURE

PROCTER&GAMBLELILLYGENERAL ELECTRICCHEVRONAC NIELSEN ZET

PIRELLILGFRITO LAYCARREFOURABN AMRO

PHILIPSL'OREALFOUR SEASONSCARGILLABB 

PHILLIP MORRISLEVI'SFOSTER WHEELERBRISTOL MYERS SQUIBB3M
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profits; 44% in 2004 and 45% in 2005 in exports; and 24% in 2004 and 27% in 
2005 in number of employees.  

 
According to 2004-2005 Top 500 

Industrial Companies List of Istanbul 
Chamber of Industry, top 10 industrial 
international investors are Ford (overall 
ranking: 2), Oyak-Renault (overall ranking: 
7), Mercedes-Benz (overall banking: 13), 
Hyundai (overall ranking: 21), Bosch-
Siemens (overall ranking: 24), Toyota 
(overall ranking: 3), Tofaş-Fiat (overall 
ranking: 9), Unilever (overall ranking: 16), 
İpragaz (overall ranking: 23) and Coca-
Cola (overall ranking: 26).  

 
According to Turkish Exporters‘ 

Assembly, there are 170 foreign investors 
among top 1000 exporting companies in 
Turkey as of 2005. The top 10 foreign 
investors among top exporters in Turkey as 
of 2005 were: 

 
 Toyota: Overall ranking 1 with 

exports of US$2.3 billion  
 Ford: Overall ranking 3 with exports of US$2.1 billion 
 Oyak-Renault: Overall ranking 6 with exports of US$1.4 billion 
 Tofaş (Fiat): Overall ranking 7 with exports of US$859 million 
 Bosch: Overall ranking 15 with exports of US$533 million 
 Mercedes-Benz: Overall ranking 17 with exports of US$466 million 
 Bosch-Siemens: Overall ranking 23 with exports of US$324 million 
 Goodyear: Overall ranking 27 with exports of US$260 million 
 Gaat Foreign Trade: Overall ranking 30 with exports of US$230 million 
 Pirelli: Overall ranking 36 with exports of US$211 million  

 
According to the Undersecretariat of 

Foreign Trade of Turkey, as of February 
2007, there are 631 FDI companies in 
Turkish Free Zones out of a total 3818 
companies. 154 of them are manufacturing 
companies, 384 of them are trading 
companies and 93 of them are involved in 
other activities. Two of 22 Free Zones in 
Turkey (Aegean (ESBAŞ) and Trabzon) 
are operated by companies with foreign 
capital. Aegean Free Zone hosts the major 

FDI IN TURKISH INDUSTRY

• There are 136 FDI companies among top 500 industrial 

companies in Turkey as of 2005. 

• Taking into account top 500 industrial companies in 

Turkey, foreign investors’ shares in Turkish economy:

As of 2004 2005

 in net sales 35% 33%

 in gross value added 25% 24%

 in gross profits 32% 40%

 in exports 44% 45%

 in number of employees 24% 27%

Source: Istanbul Chamber of Industry, Top 500 Industrial Companies 2004-2005

TOP 10 INDUSTRIAL INTERNATIONAL INVESTORS

1. Ford 2. Toyota
(overall ranking: 2) (overall ranking: 3)

3. Oyak-Renault 4. Tofaş-Fiat
(overall ranking: 7) (overall ranking: 9)

5. Mercedes-Benz 6. Unilever
(overall ranking: 13) (overall ranking: 16)

7. Hyundai 8. İpragaz
(overall ranking: 21) (overall ranking: 23)

9. BSH (Bosch-Siemens) 10. Coca-Cola
(overall ranking: 24) (overall ranking: 26)

Top 10 FDI Companies in terms of Net Sales in 2005

Source: Istanbul Chamber of Industry, Top 500 Industrial Companies 2005

INTERNATIONAL INVESTORS OPERATING IN TURKISH FREE ZONES

• As of February 2007, there are 631 FDI companies in 

Turkish Free Zones out of a total 3818 companies. 

 154 producer companies

 384 trading companies

 93 involved in other activities 

• Two of 22 free zones in Turkey (Aegean (ESBAŞ) and 

Trabzon) are operated by companies with foreign capital.

• Aegean Free Zone hosts the major foreign investment 

companies among free zones, including Hugo Boss, Delphi 

Automotive, Akzo Nobel for example.

• Two foreign investment companies (Novamed GmbH 

(Antalya) and Aunde Technical Textiles Co. (Bursa)) have 

been among top 3 exporting companies operating in free 

zones in 2005. 

Source: Undersecretariat of Foreign Trade of Turkey
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foreign investment companies among Free Zones including Hugo Boss, Delphi 
Automotive, Akzo Nobel for example.  Two foreign investment companies 
(Novamed GmbH (Antalya) and Aunde Technical Textiles Co. (Bursa) have been 
among top 3 exporting companies operating in Free Zones in 2005.  

 
Now I would like to make a few comments on Free Zones. Free Zones 

have been a good way to jumpstart export-led economies in the last 20 years. 
Turkey is one of the best examples. Free Zones serve as an FDI promotion tool. 
US, Germany and Japan are the major source countries regarding FDI in Free 
Zones globally.  

 
Finally, I would like to mention the reasons for investing in Turkey: 
  

 Growing domestic market: A population of 72 million, %50 of population is 
under age of 25 

 Fast growing economy: Turkey is 17th largest economy in the world 

 Increasingly liberal and reformist investment climate: The process creating 
an attractive Industrial Investment Environment works. Since 2002, 
increased dialogue and cooperation between the private sector and public 
entities has been productive. 

 EU accession country since October 2005  

 Strong and effective government: Economic and political stability  

 Dynamic and mature private sector 

 Qualified and cost-effective labor force 

 Fairly developed infrastructure 

 Gateway for both Caspian and Middle East energy resources           

 Regional base among neighbor countries  



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

118 

 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

119 

Using Zones to Create a Competitive 
Investment Climate 

Fatima Shah 
World Bank  

Foreign Investment Advisory Service 

 
To begin with, I will provide you with some information about Foreign 

Investment Advisory Service (FIAS). Then I will show how Zones can be part of a 
nation‘s overall investment climate ―offer‖. Then I will lead you through five key 
design factors that will ensure that Zones can be as successful as they can be. 
Then I will go through three countries where FIAS has helped them adopt these 
good design principals.  

 
Now I am going to give you some information about Foreign Investment 

Advisory Service (FIAS). FIAS was created in 1985 as an IFC service and 
became a joint venture with the World Bank and MIGA. We have advised 130+ 
countries on improving their investment climates. This includes investment 
climate diagnostics and reform management; FDI/investment policy legislation 
and regulations; sector benchmarking and solutions; investment promotion 
strategy; and last but not least economic zone policy and strategy, which is why I 
am here. Most of our work focuses on low- or lower-middle income countries, 
and post-conflict countries. FIAS is demand-driven, and works only at the request 
of Governments and implies some co-financing arrangements. We have been 
somewhat successful, 77% of recommendations were fully or partially 
implemented by clients within 3 years. 

 
Where is foreign investment going? 

According to the recent S&P report, about 
38% of FDI is going into Asia, followed by 
Latin America.  The Middle East and 
Africa are lagging behind.  

 
If we look at the role Zones played 

in attracting FDI, we see there is some 
congruence.  In Asia/Pacific region 65% of 
incoming FDI is located in Zones.  So 
Zones could in fact play a role in changing 
the distribution of FDI.  Recognizing this, 

countries are putting up new Zone regimes (as our OECD colleague mentioned 
yesterday, the number of Zones has increased 44-fold, and Zones are present in 
6 times as many countries today as they were 30 years ago.) They are also 
amending existing Zones to remain more competitive in the global economy. The 
key is to make sure Zones make you more competitive over the long-run, 
diffusing good practices in country rather than remain enclaves.  

Where is foreign investment going?

Share of FDI in zones:

• Asia-Pacific zones = 65%

• Eastern European and Central 

Asian zones = 44%

• Sub-Saharan African zones = 35%

• Middle-East/North Africa zones = 

27% (Egypt = 73%) 

• American zones = 8%

• Western European zones = 3%

Could good practice zones change this picture?
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Now let me come to the key 
determinants of an attractive investment 
climate which improves a country‘s 
―product offer‖. This chart was prepared 
according to the Investment Climate 
Surveys of the World Bank, and shows 
leading constraints identified by over 
24,000 firms in 58 countries. The number 
one concern is regulatory uncertainty of 
23%. This followed by macroeconomic 
stability at 18%, taxation at 17%, corruption 
at 10%, finance at 10%, infrastructure at 

9%, anti-competitive practices at 5%, skills & education of workers at 5% and 
crime, theft and disorder at 2%.  Zones can address seven of the top ten factors. 

 
Many of these top issues can be addressed through Zones in a targeted 

way while reforms in the overall economy may take longer due to resource 
constraints and political will. The first tier role of Zones is regulatory and policy 
reforms such as streamlined administration and policy stability. The second tier 
role of Zones is in taxation.  Zones may increase the ―product offer‖ of a country‘s 
investment climate through:  

 
 Duty and tax free treatment of imports (raw materials, intermediate goods, 

machinery) and exports; 
 Improved infrastructure through provision of good quality infrastructure, 

uninterrupted utility services, and access to transportation nodes; 
 Limiting opportunities for corruption through transparency and clear 

criteria/ procedures; 
 Reducing crime through improved security of assets and persons; 
 Improved skills through investment in common training centers/ programs 

for twinning and skill building.  
 In addition, access to markets both in terms of location as well as policies 

(e.g. CSR) within zones compatible with global buyers demands. 
 

At this point it is necessary to 
mention that zones are not a panacea.  In 
fact more zones have not met their 
objectives than zones that have.   
 

This can be for a variety of reasons 
such as being underutilized due to poor 
market access or that the zones have been 
located for political rather than economic 
rationale so they may not be close to either 
their input or output markets.  They may 
not have been provided with adequate 

Leading constraints identified by over 

24,000 firms in 58 countries

Key determinants of an attractive investment 

climate – improving a country’s “product offer”

Regulatory, 

Economic Policy 

Uncertainty, 23%

Macroeconomic 

Instability, 18%

Finance, 10%
Corruption, 10%

Taxation, 17%

Infrastructure, 9%

Anti-competitive 

Practices, 5%

Skills & Education 

Workers, 5%

Crime, Theft & 

Disorder, 2%

Source: World Bank Investment Climate Surveys.

#1 concern

Poorly Implemented Zones have Stalled Growth

• Under-utilized sites due to poor market access (locations based on 

political considerations rather than economic feasibility) and 

inadequate infrastructure services 

• Low net exports due to low value added – primary draw preferential 

trade access agreements, liberal tax incentives, subsidized land

• Limited or no linkages to the rest of the economy

• Low employment creation due to excessive dependence on foreign 

labor, low value added, etc.

• Poor land acquisition and resettlement schemes

• Restricted access to global markets due to poor compliance with 

international labor and environmental standards

Opportunity cost of land, capital, 

administration, political effort

Social unrest and lack of 

support for zones regime
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infrastructure, services or maintenance.  There may also be very low net export 
due to low value-added.  This is often linked to why investors locate in Zones.  
Investors primarily locate in Zones in order to access preferential trade 
agreements, liberal tax incentives, or subsidized land.  It is not surprising when 
they do not generate a lot of value domestic.  This is also related to developing 
few linkages to the economy.  Of course we also have other poor performing 
Zones with low employment, poor investment acquisition, and restricted access 
to global markets, because they are not able to comply with the demands of 
global buyers today for good labor and environmental practices.  
 

So does all of this mean that if you put up a Zone and don‘t have success 
that you are back to zero? No, it actually means you have wasted some of the 
resources that you could have put into other productive uses.  There is an 
opportunity cost not only in the cost of the capital, but time, the administration 
and the political efforts that you put into this. 
 

As we heard yesterday and this morning, Zones can create good results. 
Economic Zones can also catalyze economy-wide reforms in the medium-long 
term. They can boost employment; increase and diversify exports; attract FDI 
and retain domestic investment; transfer technology and skills; stimulate local 
economy through linkages; streamline administrative and regulatory interfaces; 
and pilot new economic policies. I want to focus on how Zones can serve as a 
catalyst for scaling up reforms nation-wide and improving the overall investment 
climate.  

 
This brings me to the five key design factors for a Zone regime. The first 

one is that Zones should be a tool to catalyze reforms and not become enclaves 
that divert energies from nationwide reform. I was speaking with a colleague from 
the Emirates yesterday, and he said he agrees that zones should lead to broader 
reform. But there were a lot of obstacles to achieving this, including vested 
interests that benefit from a differentiated environment created between zones 
and domestic economy.  

 
So, what ingredients are necessary for zones to be used as catalysts for 

reform?  
 Have a high-level Government ―champion‖ 
 Have an explicit commitment to use Zones to pilot reforms from start of 

program for improving the investment climate.  For example, pilot reforms 
in the business registration process, licensing or customs procedures that 
are barriers in the current overall investment climate. 

 Have a communication strategy with Public/Private dialog ensuring that 
early on in the process you bring on both your supporters and your 
potential opponents to utilize the Zones to catalyze reform.  
 Develop a monitoring and evaluation system that has explicit 

targets of disseminating your reforms into the national economy.  All of this has 
to be well couched in an effective institution that creates incentives for the Zone 
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itself in having their success measured by the introduction of reforms into the 
domestic economy.  This is best achieved when the Zone is used as a catalyst 
within an overall economic reform program.  This way the Zones and the broader 
reforms can complement one another   

 
Zones have successfully jump-

started important investment climate 
reforms around the world. South Korea 
established the EPZ program in 1970 to 
spearhead a broad reform program. China 
used them broadly to test land reforms, 
tax reforms, labor regulations and other 
reforms. Jordan Aquba used their Zones 
to introduce customs automation, the 
automation of business registration, 
deregulating the telecoms industry in the 

Zone first before deregulating it throughout the nation.  Taiwan used their Zones 
to liberalize their electronics sector policies, and that led to a takeoff in the 
economy.  Mexico, as we have heard before, used their Maquiladoras as a step 
towards trade liberalization. Both Kuwait and the UAE have used their Zones to 
liberalize corporate registration. 

 
The second design principle is to use Zones to promote effective land use 

and planning. As discussed, location is a key aspect of the value of a Zone.  But 
it is not just location; the price asked for the land should be based on commercial 
factors or market factors.  There is forward planning required to ensure that you 
have the administrative and infrastructure capacity to deal with increased 
investments.  Usually Zones are aimed at larger FDI or large domestic 
investments.  That is not to say that SMEs are not important, but small industries 
require different services and have a different willingness to pay for need for 
support.  
 

This brings me to what is now 
being regarded as a higher value-added 
proposition than the traditional Zones, and 
that is the hybrid Economic Zone model.  
A hybrid model refers to the coexistence 
of different export regimes one serving 
the domestic market and the other serving 
the international market in a single 
Industrial Park.  This allows for the Zone 
to serve multi-markets and multi-activities 
that become more accessible to tenants.  

They are, therefore, more attractive for developers.  Integrated hybrid Zones 
refer to mixed land use and planning within the Zones. Zones offering support 
services, residences, schools, shops, hotels etc. can have greater impact and 

Zones: Jump-starting Reforms Around the World

South Korea

 Tested liberal FDI policies in free 

zones before removal of restrictions

nationwide

Taiwan
 Liberal electronics policies led to

sector take-off in economy

China

 SEZs as platforms to test many

reforms in land, tax, labor 

regulations, etc. 

Jordan
 Customs automation piloted in

Aqaba SEZ before roll-out

Automation of business registration

in zones first

Jamaica
Telecom deregulation in Montego

Bay Free Zone before countrywide

telecom deregulation
Kuwait

Liberal foreign ownership policies

tested in Kuwait FTZ and extended

 PPI (outside utilities) first in zones  

Mexico
 Maquiladoras used as a step towards

overall trade liberalization under

NAFTA

Modern zones 

As catalysts for 

wider national 

policy and economic 

reform

A Hybrid/ Integrated Model Of Development

Export

Zone

Area

Industrial

Park

Area

CommercialUtilities

Housing TourismPort

HYBRID

INTEGRATED

• Export area + industrial park 

• Mixed use development

• More integrated planning

• More flexible eligibility criteria

• Greater backward and forward 

linkages

• More attractive for private 

developers

• More attractive for tenants

• Greater economic impact
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opportunity for catalyzing broader reforms.  This model also promotes greater 
backward and forward linkages. 
 

The third design factor is to ensure that your Zones are open to industry; 
that is that they are not overly restrictive.  So instead of having a positive list 
approach which some countries have adopted, adopt a negative list approach in 
terms of the industries and services you allow within the Zones.  For the hybrid-
integrated approach to work, eligibility requirements can be greatly relaxed.  
There are lower export requirements and access to the local market on duty paid 
basis, and this promotes forward linkages.  In terms of backward linkages, you 
need to have more flexible provisions for domestic suppliers in terms of indirect 
exporting benefits.  Equal footing policies are helpful.  For example, in South 
Korea within 10 years of their Zones founding 35% of the components used in 
the Zones were bought domestically because of liberal subcontracting 
arrangements and equal footing policies provided to domestic suppliers. 
 

The fourth design factor is leveraging public-private partnerships. While 
we have heard from three full public Zone operators, they are not the norm.  We 
are finding that privately operated Zones tend to do better for the same reason 
that privately operated businesses tend to do better than state owned 
businesses.  They have heard budget constraints and a focus on clients to serve.  
There are a number of public-private partnership options, and instead of going 
through them all now, I want to observe that more than half of the Zones in the 
world now are privately owned.  They provide for a different role between the 
government and the private sector.  The government has more of a role in land 
identification, marketing and transaction packaging and the provision of off-site 
infrastructure to the Zone.  The private partner has more of a role in providing the 
on-site infrastructure and planning as well as the management and services of 
the Zone.  This reduces the public capital outlay and lowers the risk for 
government while allowing them to access higher fees and tenants experience 
greater efficiency.  In considering this, institutions have to be developed to 
unbundle the regulatory function from the development function.  Where both 
public and private Zones exist one must ensure that there is a level playing field, 
and that the public Zones are not subsidized to the detriment of the private 
Zones.  This new structure creates an opportunity for public institutions to move 
away from the operations function and develop skills in managing contracts and 
regulating the developer.  Having private participation in the Zone acts as a 
catalyst to introduce private sector participation in new areas of the economy 
 

We heard earlier of the experiences of an investor in the Zone and what's 
important to him. I want to share with you the results of a developer conference 
held in Egypt last year.  At this conference 18 developers came from around the 
world and shared with Egypt what is important to them.  The biggest constraint 
was the regulatory environment.  If only one thing were to be offered to them they 
would want a true one-stop shop capability.  This is different than what most 
countries consider a one-stop shop which is merely physical co-location of 
different government agencies, but processing of permits and approvals are still 
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done at headquarters of the respective ministries.  A true one-stop shop 
capability is on site approvals capability within the Zone authority.   
 

The second issue was labor, and then concession provisions including the 
flexibility of an integrated-hybrid development program because it allowed them 
to access a wider variety of tenants.  Finally we get down to incentives, which 
was way down as their fifth concerned, so was actually not so critical. 
 

The last design factor to look at is 
the streamlined regulatory environment 
since that is what developers and investors 
keep saying is the most important.  Here 
the key is to understand that the value of a 
Zone is tied to a streamlined and 
transparent process within the Zone 
providing on site approvals capabilities and 
not through tax incentives.   
 

Tax incentives cannot substitute for 
deficiencies in the Zone‘s regulatory 

environment.  As we heard yesterday from the WTO, that while there are 
exceptions, tax incentives cannot be linked to export obligations or it creates a 
prohibited subsidy.  Even where they are allowed, in least developed countries, is 
still not the best way to attract investment.  Where tax incentives are used it is 
better to have them performance based and put into the tax code of the country, 
and use the Zone as a way of rationalizing the tax codes of the country.  This is 
better than creating a special Zones regime.  Where they are used in Zones they 
should be fixed, time bound, transparent and able to be monitored so that the 
government can actually demonstrate that the incentives have a benefit, which is 
not always the case.  We assume that incentives are actually good but they may 
in fact be creating a drain on the economy.   
 

On this point I was having a discussion with Robert Haywood yesterday, 
and he said ―You know people think that tax incentives are not effective, but the 
biggest advantage of having a tax incentive is not having the tax administration 
part of it; not having to deal with the tax authorities.‖  So again the incentive part 
is linked to regulatory simplification.  In this way I want to bring back the point of 
the catalyst role of the Zone in not only streamlining the Zones environment, but 
in demonstrating that the streamlined Zone environment can attract investment 
leading to a more streamlined domestic environment. 
 

Now I will talk about helping clients to create competitive Zones. There are 
three countries in which FIAS has helped the countries adopt best practices 
principles. In Nepal it is a post-conflict country in which Zones may represent the 
only solid opportunity for investors.  We did a review of their legislation and 
provided them with an analysis of where their regime is lacking in meeting best 
practice conditions.  And now we're developing a program of support in terms of 
the policy, legal, institutional and regulatory frameworks to meet some of these 

Helping clients to create competitive zones: 

Nepal – starting on a clean slate

• Draft SEZ law missing key elements 

– PPP; restrictive eligibility restrictions tied to incentives; excessive 

administration; insufficient institutional capacity and authority; 

inflexible labor regime and poor enforcement of rights; restrictive 

length of lease

• Developing a program of support to help get policy, legal, regulatory, 

institutional frameworks right from the start

– Framing this program as part of a broader PSD reform program 

– Using zones to pilot key reforms – e.g. labor and inspections

FIAS Role

•Detailed law review

•Mini diagnostic & workshop

Context

•Poor investment climate: ranked 100 on DB

•A post-conflict environment
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best practice principles.  This includes using Zones to catalyze some reforms in 
the labor market where there are some very inflexible labor provisions in the 
national economy and the Zones offer an opportunity to demonstrate a more 
streamlined regime.  

 

Bangladesh offers the story of a 
country that has a functional Zone regime 
but wants to reform it to keep up with their 
neighbors in terms of attracting FDI. The 
context is that FDI in Bangladesh in 2004 
was about US$400 million, less than half 
that going into Pakistan and less than a 
twelfth that going to India. There we did a 
full-fledged study: a policy benchmarking 
study, an institutional assessment, and an 
infrastructure needs assessment.  Are we 
really helping them identify gaps and 
develop a longer-term eight-year support 
program where we are targeting three 
parallel reform track options.  These 
programs are kept within a broader reform 
program to ensure that the Zones have 
maximum impact.  

 

Finally the Panama story offers a 
unique case where they had all the 
physical structures in place from the 
Panama Canal Zone which reverted back 

to Panama in late 1999, including assets of the Howard Air Force Base (5000 
acres with airport, housing, and other facilities) and had to decide how to 
maximize value of these assets.  The government had been unable to attract a 
developer to these lands and they asked the IFC (including FIAS) to do a 
demand assessment, a regulatory review and to draft a law for the creation of the 
SEZ.  Now the Zone is operating with a private developer. The Zone is expected 
to generate US$800 million investment, 22,000 in direct jobs, and 55,000 indirect 
jobs in next 20 years.  

 
To draw this to a close, I will not go 

over the key factors in designing and 
implementing reforms.  I have mentioned 
them throughout my talk.  I do want to say 
that FIAS is regularly doing a lot of work on 
both the research side as well as on the 
practical side of helping countries in this 
area.  You can find a lot of materials on our 
website which is http://www.fias.net. 

• Departures from good practice

– PPP, commercial viability of public zones, 

institutional unbundling of development and regulation; site 

location not based in market decisions; eligibility restrictions and 

linkages; limits on freedom of association in labor regime; 

environmental compliance

• Developing program of support to help reform regime

– A three-track strategy: (i) modernizing existing properties; (ii) 

new hybrid PPP zones; (iii) SEZ 

– Framing this program as part of a broader PSD reform program

FIAS Role

•Policy benchmarking study

•Institutional assessment 

•Infrastructure needs

•Industrial land market study

•Study tours

•Workshop & zones strategy

Context

•Poor investment climate: ranked 88 on DB

•Low levels of FDI relative to neighbors

Helping Clients Create Competitive Zones: 

Bangladesh – Reforming an Existing Regime

• Inability to attract developers

– Poor marketing/ targeting with a vision; labor law inflexibility; 

administration and regulatory burdens; institutional presence; 

land access issues

• IFC Advisory Services assisted

– Addressing these shortfalls in new law 

– Assisting with a transaction with a private developer: zone now 

operational

FIAS Role

•Global demand assessment 

•Regulatory review

•Legal review and inputs 

toward new SEZ Law

Context

•Poor investment climate: ranked 81 on DB

•Reversion of canal zone to Panama

Helping Clients Create Competitive Zones: 

Panama – Leveraging Existing Structures for SEZ

Next Steps for FIAS in Understanding How to 

Use Zones to Pilot Investment Climate Reforms

A KM Agenda:

• Research on country case studies

• A toolkit for practitioners

• Statistical database on zones

• Awareness-raising of best practices

A Practitioner’s Agenda:

• Assisting countries in reform programs

• A focus on post-conflict countries

• Partnerships with governments and 

private sector

www.fias.net

http://www.fias.net/


 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

126 



 

The Flagstaff Institute  WEPZA-Anatalya Conference 2007 

127 

Logistics and EPZ Competitiveness 
Enrico Pinali 

Trade Policy Analyst 
OECD, Trade & Agriculture Directorate 

 

I would like to thank WEPZA and the Turkish authorities for the 
opportunity to speak to you today. My presentation will focus on the relationship 
between logistics services, time as a trade barrier and the role of Export 
Processing Zones. In recent years, significant attention has been paid to the role 
of efficient logistics services, in terms of reducing transportation cost, both their 
financial and time aspects. The focus today will be on the role of time. The 
presentation is based on an OECD study recently released and posted on our 
website.  

 

We will start out by reviewing why 
time matters for trade flows; we will 
continue by looking at some non-traditional 
obstacles to trade and the logistics 
requirements that time sensitive products 
face. We will then introduce two short case 
studies on textiles, one of which will focus 
on an EPZ experience in the Dominican 
Republic. Then we will briefly mention the 
finding of the econometric analysis on the 
impact of time on the probability to export 

and on trade flows. We‘ll conclude by drawing some policy implication.  
  
Why is time important for trade flows? Time sensitive goods can be 

affected by several factors which can compromise their marketability. In the case 
of consumer goods, uncertainty of demand, 
depreciation (in form of product spoilage, 
diary products and cut flowers for example, 
or obsolescence, fashion clothing for the 
wrong season, for example) and 
interest/storage costs, are risks that if 
occurring are likely to affect severely the 
product marketability. The same can occur 
to intermediate goods whose production 
process can be disrupted by delays in the 
delivery of needed inputs or components. 

Overview

 Time matters for trade flows

 Trade barriers are increasingly behind the border

 Logistics requirements for time-sensitive products

 Case studies

 Textiles in Bulgaria and the Dominican Republic

 OECD empirical work findings

 Policy implications

Time Matters for Trade Flows

 Consumer goods

 Uncertainty of demand

 Depreciation

• Spoilage

• Obsolescence 

 Interest and storage costs 

 Intermediate goods

 Time variability disrupts the production process  
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As we saw, trade costs have both a 
financial and a time dimension and the 
latter has become increasingly important. 
Just-In-Time (JIT) inventory strategies are 
extremely important to improve the return 
on investment of firm by reducing inbound 
as well as outbound inventories and their 
associated costs. Just-In-Time is no 
longer only a feature of advanced 
manufacturing, it is also increasingly 
important in the retail sector, where the 

practice has been coined lean retailing. This is even more relevant at the firm 
level where non-core activities are increasingly outsourced to outside suppliers 
who are expected to deliver their inputs just in time.  

 
In particular, JIT requirements in mature markets oblige developing 

economies to invest in improving the reliability and predictability of delivery, 
through better planning and supply chain management as well as logistics 
services. At the level of the EPZ, what is very important is the concept of speed 
and scale in trade. As we saw, time variability in an environment of Just-In-Time 
production systems can determine a firm‘s delivery capability. EPZs can provide 
the response with lean logistics systems and the capacity to offer increased 
frequency due to in-house volume consolidation capacity.  

 
Time for administrative procedures related to exports and imports varies 

depending on the geographic areas. Excessive time alone can prevents local 
manufacturers from exporting time-sensitive products, as these lengthy 
administrative procedures and inadequate logistics services constitute a 
substantial disincentive to invest in quality and to upgrade their products.  

 
Therefore there is a number of 

Logistics and Commercial Requirements 
for time sensitive products as you can see 
from the graph. They move from high 
quality transit handling and rapid 
turnaround to value added services (like 
packaging) and commercial access to new 
markets, to which trade liberalization can 
contribute significantly. 

Trade Barriers are increasingly 

“behind the border”

 Just in Time

 Lean retailing

 Off-shoring

 Supply chain management

 Containerization

Speed and scale in trade 

27.922.2Latin America

25.020.0Turkey

51.540.0Sub-Saharan 

Africa

35.427.1Middle East & 

North Africa

37.129.2Europe & Central 

Asia

41.534.4South Asia

25.923.9East Asia

12.210.5OECD

Time for imports 

(days)

Time for exports 

(days)

Source: World Bank, 2006

Logistics requirements for 

the export of time-sensitive products

Source: Adapted from Pierce, 2003
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Let‘s turn now to the two case 
studies (Bulgaria and the Dominican 
Republic) on time sensitive textile products. 
As part of the concept of lean retailing 
introduced earlier, fast fashion represents 
an example of a segment that on the basis 
of observed consumer behavior introduce 
new models at frequent intervals. This 
usually requires that suppliers are located 
close to the market where production costs 
can be relatively high. What is really 

important is that these producers can guarantee shorter lead times. This is 
depending on the use of efficient logistics and on smooth custom operations. In 
the case studies the latter was not adequately done making trade facilitation 
issues very relevant. Customs clearance delays and poor coordination across 
border agencies often, in fact, become detrimental for competitiveness.  

 
For example, looking at Bulgaria, 

border delays are inducing high cost and 
uncertainty for transport and logistics 
providers. The table shows that when 
exporting, Bulgarian producers report 
differences in waiting time at different 
border crossings, which implies continued 
lack of predictability. Time does not affect 
all destinations in the same way, but 
nonetheless, it is clear that the cost impact 
of waiting is relevant. For example, from 

Sofia to Rome border clearance can take from 6 to 9 hours per border, and this 
waiting time is fairly high if confronted to the average waiting times of 30 minutes 
registered in Pre-Schengen Western Europe. This has likely improved from the 
time of our study, as Bulgaria has joined the EU, but this situation can be applied 
easily to other contexts. The main point here is that delays can cause disruptions 
along the management of the supply chain.  

 
As in the case of Bulgaria, 

Dominican Republican producers of 
textiles can use their proximity to the US 
market to provide quality fashion goods 
and rapid response to changes in 
consumer tastes. The lead time of 
exporters in the Dominican Republic is 4 
weeks compared to 10 weeks from China. 
This has helped Dominican firms to stave 
off Chinese price competitiveness deriving 
from larger export volumes. The key to the 

Textiles in Bulgaria and

the Dominican Republic

 Buyers in the EU and in the US are willing to source from 
producers with higher costs if they can guarantee shorter lead 
times.

 Shorter lead time favours proximity.

 Efficient logistics are key for on-time performances.

 Customs clearance delays and poor coordination across border 
agencies are detrimental for competitiveness.

Textiles (Dominican Republic) 

Systemic Reforms to support EPZs

 The lead time of exporting to the US from the Dominican 

Republic is 4 weeks compared to 10 weeks from China. 

 To preserve this advantage well-functioning logistics services 

along the Dominican textile value chain need to be in place.

 EPZs played a substantial role in attracting investment in 

infrastructure that supports logistics operations although 

bottlenecks remain.

 The World Bank finds that the Dominican Republic fares 

relatively poorly compared to the leading regional competitors, 

especially in the field of port services and customs. 

 More reforms are needed to sustain competitiveness efforts.

Textiles (Bulgaria) 

Border delays undermining competitiveness

Overland transport and border delays 

for selected routes in South Eastern Europe

Source: World Bank, 2004
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preservation of this advantage is the presence of well-functioning logistics 
services along the Dominican textile value chain. EPZs played a substantial role 
in attracting investment in infrastructure that supports logistics operations 
although bottlenecks remain.  

 
A recent study of the World Bank finds that the Dominican Republic fares 

relatively poorly compared to the leading regional competitors, especially in the 
field of port services and customs. And this means that to remain competitive, the 
Dominican Republic needs to keep up with reforms in the areas of logistics 
services and trade facilitation.  

 
The need for more efficient logistics 

is also mounting at the empirical level. Our 
OECD study estimates that for a 10% 
decrease in the time for export, trade 
volumes could increase between 5-20% 
depending on the industry. Time also 
affects the probability that exporters will 
enter the market at all. Among the 
countries that could benefit the most from 
reforms are Albania, Belarus, Bosnia and 
Herzegovina, Kenya, Romania, Tanzania, 

Ukraine and Vietnam They are close to fulfilling the conditions for market entry, 
but are not quite there yet, and reforms could have a significant impact 

 
In terms of policy conclusions, it is 

possible to say that currently excessive 
time for exports and imports constitutes an 
export market entry barrier for 
entrepreneurs and a disincentive to invest 
in product quality.  

 
Time for exports and imports 

depends on a logistics chain including 
testing, freight forwarding, transport, port 
services, customs services, inventory 

management, tracking, etc. Most activities in the logistics chain are 
complementary and, arrangements, like EPZ can offer somewhat of fast track to 
many services. In general, as in the case of the Dominican Republic, shorter lead 
time should be measured against competitors – not absolute time.  

Empirical Work

 Empirical evidence of the gains of more efficient logistics is mounting.

 OECD study estimates that for a 10% decrease in time for exports, 

trade volumes could increase between 5-20% depending on the 

industry.

 Time also affects the probability that exporters will enter the market at 

all.

 Among the countries that could benefit the most from reforms are

Albania, Belarus, Bosnia and Herzegovina, Kenya, Romania, 

Tanzania, Ukraine and Vietnam. 

Policy implications

 Excessive time for exports and imports constitutes an export 

market entry barrier for entrepreneurs and a disincentive to 

invest in product quality.

 Time for exports and imports depends on a logistics chain 

including testing, freight forwarding, transport, port services,

customs services, inventory management, tracking, etc.

 Activities in the logistics chain are complementary.

 It is time relative to competitors – not absolute time that matters.
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In terms of the reform agenda, it‘s 
important to identify and focus reform on 
bottlenecks in the logistics chain. At the 
multilateral level, efforts should focus in 
the WTO negotiations on the Doha 
Development Agendas, especially in the 
areas of trade facilitation and the GATS 
liberalization of transport, communication, 
logistics and business services. Well-
designed Special Economic Zones can 
represent a first step when investment 
needed for adequate country-wide 

infrastructure is beyond the resources of the country in the short term. The 
competitiveness challenge urges speedy reforms! 

 

Policy implications cont.

 Identify and focus reform on bottlenecks in the logistics chain;

 Logistics and the Doha Development Agenda:

 Trade facilitation;

 GATS liberalisation of transport, communication, logistics and 

business services.

 Well-designed special economic zones can be a first step when 

investment needed for adequate country-wide infrastructure is 

beyond the resources of the country in the short term.  

 Reforms are urgently needed! 
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Vision for Turkish Free Zones 
Adnan Nas  

Leader and Senior Partner 
PricewaterhouseCoopers Tax and Legal Services 

 
I have been dealing with Free Zones for about 10 years.  At 

PricewaterhouseCoopers, we always have questions about Free Zones and 
similar issues.  We do our best to relate the experiences we have in our practices 
here in Turkey and also around the world. We give our opinion not only to the 
public, but to government officials as well. To be frank, in the last few years the 
government has been much more receptive. Compared to the previous few years 
the public sector has been listening to the private sector, and it reflects in our 
trade policy and in other areas as well. 

 
This was applied in various areas and especially in tax policy. As you all 

know, the reduction in the corporate tax rates was a very important action, 
initiated by the government upon the recommendation of the private sector.  
They also made new regulations on the formation of regional holding companies 
in Turkey and on related matters.  This government has taken great strides in 
being responsive.  Parallel to its increased relations with the IMF and World 
Bank, the Treasury is in regular contact with non-governmental organizations and 
other international organizations. As a Senior Partner and the Chairman of the 
Board of Governors of my own Company, and also as a member of the Turkish 
Industrialists' and Businessmen's Association, I have often dealt with these 
issues, and therefore I have a lot to say about Free Zones. 

 
First of all, I would like to touch upon some fundamentals.  Now that I have 

some gray hair among my black hair, I think I have the right to also mention 
some drawbacks and deficiencies.  As with many other issues there is a lack of 
strategy in Turkey.  Turkey wants to start things and hope that things will be 
okay.  We always say that we should start and fix things along the way.  But we 
have to first of all set our objectives.  Maybe if we could do that we would not 
have to be having the discussions that we are having today. 

 
Of course, when Mr. Ozal introduced the Free Zone Law in 1985, he had a 

vision or a strategy in his mind, but the following government did not have a clear 
understanding of this vision.  Therefore, the practices he initiated have generally 
been carried out in a confusing way.  Each and every government played a role 
in creating problems in the practices.  The result is that there have been 
persistent complaints about the Free Zones.  One department of government had 
a very liberal perspective while another department had a very conservative 
perspective.   Finally, in 2004 the IMF had some general criticisms and stated 
that the Free Zone practices had some distorting effects on competition.  In 
response to this criticism, and also as a result of some complaints from local 
businesses that had been received by the Ministry of Finance, the government 
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passed a new law in 2004 which limited or restricted tax exemptions available in 
the Free Zones.  

 
I think it is a problem that we always approach these issues from the 

concept of "incentives".  Incentives should not be a single perspective.  We 
should also have in mind the effects on competition.  We often talk about the 
weak points of the public sector, but not everything is working right in the private 
sector either.  We have some weak points in the private sector as well.  Until now 
the private sector has always wanted the government to issue incentives such as 
cheap loans and tax exemptions. 

 
This is true with Free Zones.  I don't say that tax is not important, but tax 

exemptions are a kind of mindset.  All over the world the less-developed 
countries try to form some regions that will ensure a better investment climate.  
Doing this is very important in countries like Turkey.  In the domestic market we 
do not provide a very secure environment for the investors.  As you know Turkey 
does not rank among the best 50 countries in any of the international indexes in 
terms of investment competitiveness or transparency.  The average investor will 
not say this country is very attractive for him to come to.  Therefore you should 
eliminate the problems causing harm to the investors and preventing them from 
operating in a good environment.  Of course in making comparisons to the rival 
countries around the world, you should offer some incentives and tax exemptions 
as well.  These incentives can be updated from time to time.  As you become a 
more developed country it is necessary to adjust the incentives.  There should be 
a holistic point of view and a holistic approach.  It is this holistic approach that is 
lacking in Turkey.  

 
For example we talked about the reduction to the corporate tax, but 

amendments to the income tax are left to the year of 2008.  I don't know what 
kind of an empirical study lays behind this decision.  I don't think it is based on an 
empirical study. As another example, if the government does not have a strategy 
and is not clear in its administrative guidance, then the rules are open to different 
interpretations by different tax auditors, and some may impose a tax fine while 
others will not.  This is unfair and very harmful for companies and for government 
revenue.  A 100% corporate tax exemption does not mean there is no 
government revenue.  VAT also provides revenue.  Custom collections are also 
revenue.  The issue should be assessed from the holistic point of view, not just 
on corporate tax. 

 
If you believe that there is no revenue from these other taxes, they should 

not be the case.  Companies are based on making profits.  It is not a right to see 
all the companies established in zones as shell companies. Maybe one or two 
among them are shells, which government can easily catch.  The government 
should have a strong role, and identify the companies that are hiding earnings.  
But most of the companies are commercial enterprises, and are established to 
add value in the zones. There should be some reasonable profits there.  If you 
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reduce these profits or nullify them, then what happens?  There will be no sales 
to Turkey; there'll be no customs revenue, no VAT revenue on the sales made in 
Turkey, nor any revenue from other taxes such as income tax.  It is not a 
coherent approach.  For example, when you consider transfer pricing you find 
that revenues from corporate taxes and customs duties will be contrary to each 
other.  Therefore we should have a coherent approach, a holistic approach, 
focused on total revenues. But I don't think that we have it.  I would hope that if 
the IMF is involved there will be a bit of strategy, because they are organized.  
But even so, I think there is a lack of strategy. 

 
I am not discussing the inconsistency in practice.  Mr. Bolin has mentioned 

this.  There are some legal actions taken.  Sometimes an agreement may not be 
reached, or on the same issue an agreement may be reached with one firm but 
not with another.  These are all about the efficiency of administration.  There is a 
weakness in the efficiency of administration.   
 

Here, I want to talk about a more general issue. In our domestic legislation 
we are going through a very rapid process of reform.  Actually it may be debated 
how rapid the process is or is not.  However, in line with the European Union 
accession process, we are trying to make Turkey a more attractive investment 
climate, and we have taken some steps in this direction.  These steps, these 
reforms will continue, because Turkey can no longer turn back.  We now want to 
develop our country.  All the citizens and all the companies want to go further.  
We have the experience of a liberalized economy and a liberalized market.  I 
think a stable government will be better at enabling this development in our 
country.  There should not be any disruption in the stability.  But in terms of 
investment climate, all of the activities we are carrying out should be carefully 
carried out in Free Zones as well as the domestic market.  In thinking about the 
future of Turkey, we have not paid attention to research and development (R&D) 
for nearly 50 years.  Now we have to pay attention to R&D.  The Ministry of 
Finance has been very thoughtful about this, and there will now be an incentive 
on R&D which will be approved by the Parliament.  It is very unfortunate that 
Turkey has ignored R&D and innovation up until now.  In some countries the 
share of R&D as a percent of gross national product is 9%.  In the European 
Union the average is about 2%.  It is trying to raise this to 3%, because Europe is 
not seen as attractive to R&D.  In the United States, even with its huge US$12 
trillion GNP, it still allocates over 3% of its economy for R&D.  Turkey does not 
allocate sufficient amounts to R&D.  In our next plan for 2010 there is an 
objective to increase our allocation to R&D to 2%.  This is good because it is a 
fourfold increase from 0.5%.  We are not sure this will happen, but even if it did it 
is not sufficient.  Turkey needs to prioritize strategically and to ensure that this is 
allocated to R&D. 
 

I was in Ireland two days ago. Ireland, as you all know, is known as a very 
important development model. In fact, it is a very small country with a population 
of 4 million.  The people walking on the streets are not different from our citizens.  
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But it has gone from the ―Poor Man of Europe‖ to the country with the second 
highest income per capita in Europe.  There is a Free Zone in Ireland.  It is called 
the ―International Financial Services Centre‖. In this Centre, all the tax incentives 
were terminated in 2005.  In other words the tax incentives were terminated last 
year.  In spite of this the Zone is a still very active.1 

 
Some tax incentives may be required for certain periods of time, but after 

that there may be more important things than tax incentives.  Of course, we 
should also deal with taxes, and I am going to say what needs to be done about 
tax incentives.  Our session is about the regime of Turkish Free Zones.  In order 
to discuss that we have to identify what benefits we are expecting from zones.  
What does Turkey want to develop in these Free Zones?  Is it just exports?  Is it 
just production and manufacture of goods, or are services mixed with it.  If it is all 
mixed then there are some huge objections raised.  Should the regime prioritize 
some of these issues?  In my mind, one of the most important things to focus on 
in the Free Zone discussion is the question of whether Turkey has adequate 
qualified manpower.  I believe there is a lack of qualified labor in Turkey, and 
Turkey should strive to increase its qualified labor if we want to be a bridge.  The 
strategic power of Turkey is in its people.  Turkey does not have an abundance 
of natural resources.  We don't have surplus oil.  The important thing we have to 
add its qualified people.  We have a young population, which gives us a great 
advantage.  We have a good window of opportunity in the next 40 years.  The 
working population is also a high proportion of our population. China also has 
some advantages, but its workforce is aging rapidly. Turkey should focus on its 
opportunity.  It should use Free Zones to employ more qualified labor.   
 

What should we do about this?  I have a couple of comments.  We have to 
establish a regional logistics center.  Turkey may have a large advantage in 
transport and logistics.  In our tax laws in Turkey, we already have some 
provisions about this.  But since we lack a global perspective—and this is a 
criticism including the private sector—the people do not have a global 
perspective.  You cannot be globalized merely by exporting some goods to other 
countries.  I have a lot of exporters as friends.  They export marble to the US; but 
neither he nor his employees know English.  He has a friend in New York, and is 
just making these exports.  I don't think he is very focused on that.   
 

                                                 
1
 Editor's note:  Ireland used to have a 40% corporate tax rate.  Investors in the Free Zone could 

reduce that tax rate by three quarters of a percent for each percent of their total sales that were export.  A 

firm that exported 100% of its production (or services) could thus reduce the 40% corporate tax rate by 

75% to secure a 10% corporate tax rate.  This export incentive was in violation of EU and WTO 

agreements.  When forced to change this by other EU members, Ireland eliminated the export incentive, but 

lowered its corporate tax rate by 70%-- to 12%--for all corporations.  Its corporate tax rate is now seen by 

investors as an even more attractive incentive than a tax reduction that applied only to exports.  Thus a very 

low corporate tax rate is still an important incentive helping to give Ireland's an attractive investment 

climate.   
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In terms of strategy we have to have some hubs that are attractive for 
foreign direct investment. The hubs may be incubators or similar types of 
structures.  We need Free Zones at this point, and then we can establish centers 
where all the working population can be employed.  But no matter what, whether 
it is imports or exports, we have to increase the value-added.  One of the main 
problems of Turkey is that the value-added in our industry is very low. 

 
Our export figure is around US$100 billion.  Total trade volume, exports 

and imports, is around US$200 billion.  But 70% of our export volume is made up 
of imports.  For instance, most of our exports in the automotive industry were 
also imports.  The same applies to many other industries.  With the possible 
exception of textiles, but as you know there are other problems in textiles, it 
applies to most industries.  

 
Free Zones are a wonderful place to decrease the importance of imported 

inputs, improve research and development.  In terms of their location, they are 
close to seaports and airports. They are also great opportunities for providing 
favorable logistics.  If we just focus on this, Free Zones will prove useful. For 
example, call centers are regional service centers.  The world is moving in a very 
interesting direction.  Thinking global means that the companies should be 
global.  Companies do not think that because they are registered in the US, they 
need to be just a US company.  A US computer company may produce all of its 
software in India.  Just because Citibank is a US-based bank, it doesn't just 
engage in activities for the US. They have networks in India and other countries 
in the world.  We should have the same perspective.  We have to attract global 
companies.   

 
Turkish labor is very dynamic, hard-working and active when opportunities 

are introduced.  Turkish people abroad are very successful in every field.  This 
shows a sign of weakness in our system.  If we can activate all these 
competences within our own country, we will prove successful. Global companies 
and Turkey are constantly searching for the best places to put part of their 
businesses. . I was recently in Ankara for a company. I tried to persuade the 
Ministers to help that company stay in Turkey, and not find it necessary to move 
to Dubai or some other place.  If you look at our legislation you find our 
legislation is not very good when compared to other countries.  I told the 
ministers that we have to improve our legislation.  Free Zones can be an 
important starting point for this. If we can create a difference in Free Zones, then 
we can attract global companies into the zones.   

 
Another point to mention is our negotiations with the European Union 

which includes discussions on Free Zones as stated by our State Minister for the 
Treasury.  First of all the European Union does not have a specific standard with 
regard to Free Zones, and does not have a very precise strategy for Free Zones.  
They also have some problems and weaknesses.  In the Lisbon strategy they 
recognized that they were behind the competition, and tried to take measures to 
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catch up with India and other countries in terms of innovation and other fields.  I 
believe they should have a more coherent approach with regard to Free Zones.  
They just see Free Zones as a subsidy mechanism.  This is in contrast to the US 
that sees Zones as competency centers or centers for expertise and 
specialization.  With the increase in transit trade they think the Zones will 
increase the overall economy.   

 
First, let me talk about the World Trade Organization. In essence, it is said 

that the World Trade Organization is against Free Zones incentives.  But this is 
not the case.  There are some points about different incentives for importers and 
exporters and they have something to say about the isolation of the internal 
markets.  In this respect our rules do not conflict with the rules of the World Trade 
Organization  

 
In the OECD, the basic rule that concerns us is that there should not be 

harmful tax competition. In this respect, Turkish firms and the Turkish Free Zones 
were inspected in 2002. After closely examining Turkish rules, the OECD 
removed Turkey from the Harmful Tax Competition list.  They concluded that 
Turkey does not engage in harmful tax competition, and there is no risk.  That 
does not mean that some companies are not abusing the tax rules.  Just 
because there are a few companies doing bad, does not mean we should punish 
all the good companies.  This is a major mistake that has been made by our 
government in recent years.  If 5-10% of the companies are abusing a practice 
they will also punish the 90-95% that are not.  I think it is a kind of laziness.  They 
do not want to make the effort to find the bad ones.  I am comfortable saying this 
because I used to be a bureaucrat, and I was very involved in the previous 
practices.  Going forward we have to be more hard-working, have a more 
strategic approach, and we have to put forward more detailed plans. 

 
Then, what should be done for this tax issue? I know, this is the most 

interesting question for you.  There is a fund that is obtained for entry or exit from 
a Free Zone.  After 2004 we actually have to have two categories of companies.  
For the current companies we have to extend the tax exemption until Turkey has 
achieved full membership in the EU.  Nobody can force it upon us, because all 
the other countries that acceded to the EU waited to get rid of their exemptions 
until they were full members.   

 
Second, we should specify our strategic priorities.  Is it R&D?  Is it 

production?  Is it ports?  We should also identify what we intend to do under 
these headings.  In terms of exports or trading maybe we can increase the entry 
or exit tax.  There can again be corporate tax exemptions, but in order to prevent 
complaints inside Turkey, maybe we can increase theses fees.  These will 
require some very careful examination.  From my point of view this would be very 
constructive work and the control cited it should be kept strong.  
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In fact I don't think the term "Free Zone" is a very good term.  When you 
say "free" it implies no rules, let them do anything they want.  But it is not like 
that.  There are actually many rules in the Free Zone.  There is legislation, 
sometimes more legislation than there is in the internal market.  But there is no 
shadow economy or unregistered businesses in the Free Zones.  The 
government has fixed this problem in Free Zones, and can move on beyond this 
point and eliminate other problems.  Surely government should not discourage 
Free Zones where there is no unregistered economic activity!  It should do 
careful calculations and even simulations to determine how to move forward.  
Our plan should not be based on conversation and ignore research.  I am not 
saying that the government does not have some calculations, but I believe that 
they need to do more and in a more detailed fashion.  Government should not 
look at corporate income tax and see a loss of US$1 million.  They should see 
what other contributions the Zone is making.  How will VAT taxes, other customs 
taxes, income taxes and increased employment improve the economy and 
increased revenue or decrease welfare costs? 

 
As I see it, Turkey has to make sacrifices in four issues and not in any 

other areas: One of these is Research and Development, education is another, 
cost of employment is another. This holds for both the local and the foreign 
investor. I think that this should also be generalized as to cover Turkey as a 
whole. The concept of Free Zones should be primarily generalized and if possible 
removed. Because here you deter employment; you deter the employer from 
employing other people. This causes a reduction in tax revenues in the future.  If 
you employ more people you will have more taxes in the future.   

 
Inflation has also been reduced to certain levels. Maybe the government 

was just trying to save the day when we had 80% inflation. Bureaucrats woke up 
every morning, and tried to keep the budget balanced, but it was very hard to do 
this with 80% inflation. But now we can do it.  Inflation has decreased to single 
digit numbers. We now have to think about the future.  In five years we should 
have a broader point of view.   

 
As I have previously mentioned the investment climate in Turkey is not 

very good.  The investment climate cannot be made like Switzerland all at once.  
It may take 30 or 40 years for us to be as attractive as Switzerland.  Therefore 
we have to create some small Switzerland.  This is what is meant by Free Zones.  
In Switzerland the tax is not 0% yet the investors are comfortable.  In our Free 
Zone there should be a certain level of tax, but they should be carefully 
calculated.  It should be determined that investors can afford this level of tax, and 
if there needs to be some exemptions.  The most important thing is to keep in 
mind that we should be creating some small ―Switzerlands‖ in Turkey in order to 
attract investment—starting today. 

 
Turkey actually already has great amounts of foreign investment.  Turkey 

has attracted the total amount of investments registered over 50 years in just the 
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last 4 years. In the last 20 years we attracted an investment volume of US$20 
billion.  This sounds good, but Singapore, that small country, and Poland have 
been attracting this volume for years.  The potential of Turkey is at least US$30-
40 billion per year. Why can't Turkey realize its potential? Because the 
investment environment is not sufficient!  If we can provide a good investment 
climate in Free Zones, then we can achieve that level.  

 
Turkey is also not a very good leader.  If Turkey does not want to make 

something general, then it should specify some specific things, some specific 
industries or specific sectors, and set some rules that are appropriate for them.  
Then you can attract investment.  There are many Zone regimes all over the 
world.  The government can prioritize its regime.  It can prioritize a part of a 
sector and exempt some taxes from just that sector.  These are the actions that 
Turkey needs to take 
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Current Issues and the Future of 
Turkish Free Zones 

Vacit Şar 
Sarko Engineering, Representation and Consulting Inc. 

 

First of all I have two main topics in my presentation.  The first one is a 
very well-known issue: the current problems and challenges in the Free Zones 
and my recommendations for dealing with them.  The second one I will be 
speaking about is the future strategy for the Free Zones. 

 
If you rank the problems or the challenges we are facing in our Free 

Zones, I think the first problem is the removal of income tax exemptions at the 
end of 2008.  There have been some ongoing studies, and there has been a law 
enacted recently.  But this law is only with regard to the five mill levy.  It will only 
eliminate the five mill levy.  There are some other issues like the stoppage tax 
exemption.  There should be an extension of the stoppage tax exemption and on 
other taxes which should be extended until full membership of Turkey in the EU 
is achieved.  I know many are making great efforts in this regard.  I would like to 
thank State Minister Kursad Tuzmen, his team, and all those who have 
contributed.  I believe that in the Parliament, if there had been a more favorable 
environment, we could have added a favorable article into a law that would have 
extended the exemption until full membership in the EU.  But in the current 
circumstances this was not possible. 

 
I would like to emphasize here that in February of 2004 there was an 

extension of the exemptions on corporate tax until 2008.  But companies that 
received licenses after February of 2004 were not eligible for the extension.  This 
resulted in some very important problems particularly in the Kocaeli Free Zone 
and in other regions as well.  Kocaeli Free Zone is the fifth largest Free Zone in 
terms of employment in Turkey.  There are over 2500 employees working in 
many manufacturing firms.  The Kocaeli Free Zone is a very successful Free 
Zone.  Even the Director General of Free Zones is supporting us.  The 
Undersecretary at Maritime Affairs, Director General of Shipbuilding and 
Shipyards has also contributed a lot to our studies. The Kocaeli Free Zone has a 
number of problems.  I would like to draw your attention to this unfairness.  In the 
Kocaeli Free Zone there are some companies who are making more use of the 
opportunities in a Free Zone.  They are making more use of these opportunities 
because the location of the Free Zone is better.  That is why they chose to locate 
in the Kocaeli Free Zone.  This Free Zone has a geographical advantage that is 
more attractive for the companies.  But I think there should not be a distinction 
between the companies that were authorized after 2004 regarding the tax 
exemption.  I think they should have the same exception to 2008. 
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I believe that our efforts and the supportive approach of our Directorate 
General will continue to guide us.  We still have time until 31 December 2008. I 
believe that this is an essential requirement if we don't want our Free Zones to be 
deactivated, and if we do not want some firms to lose access to the opportunities 
they were promised in the Free Zones.  We know that some firms may seek 
compensation from the government for depriving them of the advantages offered.  
We need to consider all these things, and extend the exemption for all firms until 
2008. 

 
I will continue to talk about the other important challenges encountered 

within our Free Zones. The second challenge is that the regulation on customs is 
directly translated from the EU regulations, but in Turkey this is resulting in some 
challenges.  We are encountering problems emerging from manufacturing 
activities due to the interpretation and enforcement of Article 153 of the customs 
regulations. The provision stated in the sub-paragraph B of the first paragraph of 
Article 152 that ―goods in free circulation cannot be consumed or used within the 
Free Zone‖.  This Article should apply to the goods in commercial circulation; but 
not to old goods. When this provision is applied to all goods, it bears a very 
critical risk of obstructing the manufacturing process of the end product 
consisting of the consumption and use of semi-manufactured goods, raw 
materials or side products arriving in the zone for production purposes. We are 
currently suffering from such an obstruction in food production activities in our 
Free Zone. The export declarations of raw materials and by-products for food 
production activities, making meals for workers, are currently not accepted by 
customs for entry into the Free Zones from the domestic area.  Customs now 
requires a procedure for the materials in question to enter the zones with a 
special form for transactions less than US$500. Today, we have Free Zones with 
15,000 employees and several Free Zones with figures of 5,000 to 6,000 
employees.  Feeding these employees lunch thus requires filling out hundreds of 
special, low value, Free Zone transaction forms everyday! This leads to a 
significant increase in food costs, and also increases the operational costs of the 
operators in the zones due to the increased number of transactions, bureaucratic 
procedures, and directly in VAT costs.  We need to see these food costs 
reduced.  It is not possible for Turkey to make a change in the European Union 
Customs Code, but it should be possible to make an amendment in our country 
and to only apply the rule to some of the products.  But Turkey can decide that 
this article should only apply to the commercial goods in circulation. This has 
described a problem in regulation and implementation. 

 
Another problem we face is that all the operating licenses of our Free 

Zone Operating Companies1 are 30 years. But now it is stated that these 
licenses may only be effective until full membership in the EU is achieved.  After 
EU membership is achieved the status of the Free Zones may be amended.  The 
possibility of these amendments is already resulting in a reluctance and 

                                                 
1
 Editor's note: the Free Zone Operating Company and other companies is often called the Free 

Zone Developer. 
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hesitation to invest further in our Free Zones by the operators and by companies 
in the Free Zones. When the operating companies are marketing the Free Zones, 
potential investor companies are asking about their status after the membership 
in the EU.   

 
These questions are justification by the fact that the State Planning 

Organization does not mention the Free Zones in its next 5-year development 
plan, as Professor Kenan Mortan mentioned yesterday.  I think that Turkey is 
being indecisive on the strategies regarding Free Zones. This indecision is 
apparent both in politics and in the opinions of our Free Zone users, but it is 
much more pronounced in the opinions of the Free Zone operating companies 
that have been subjected to damage. The Free Zone founder and operating 
companies came here under a governmental agreement to found and operate 
Free Zones for a period of 30 years.  However, especially for the Kocaeli Free 
Zone, they encountered an ambiguous atmosphere governing the current and 
future status of Free Zones just in the 4th or 5th year of the operating period.   If 
the future status of the Free Zone companies are not clear, this will definitely be 
a barrier to new investments. 

 
Therefore, I think we should accept the fact that after our date of 

admittance to European Union, the Free Zones regulation is definitely going to be 
amended. We should accept this fact.  The estimated dates for the full 
membership of Turkey to European Union are now being estimated to be no 
sooner than 2019. Our Free Zones may not constitute a hindrance in the course 
of the accession process to the EU. Thus our Free Zones should be restructured 
and endowed with specified strategies from now until we achieve full 
membership. Unless these strategies could be specified well before 2019, I am 
afraid it will be a waste of time for our Free Zones. 

 
Another problem making investors reluctant to invest in the Free Zones is 

that land ownership is ambiguous.  The Zones use a build-operate-transfer 
contract.  That means that all the investors making their investments for 30 years 
and after the expiration of their licenses these buildings will be given to the 
Treasury.  When the life of the Free Zone is in question, when there is indecision 
in the government, the investors are not sure that they will be able to stay in their 
buildings. We propose, as a potential solution, that whereas the activity license 
period may be specified as 30 years, we should make clear that the companies‘ 
occupancy period be specified as 49 years.  These two periods can be 
independent of each other. One deals with the authorized activities and 
regulations on business, while the other deals with the right to occupy the 
building or factory.   

 
There is also the idea of developing Free Zones on state owned land.  

There already are lands that can be allocated to investors.  These lands should 
be immediately allocated, for this will provide opportunity not only to the investors 
look to our economy.  
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Another important issue involving the amendment to our legislation is that 

currently only the production of goods is supported.  I believe that not only should 
these manufacturing activities be more broadly defined, but also that the service 
industry should be encouraged in the Free Zones.  This service industry is trying 
to enter Turkey.  However, the Technology Development Zones are under the 
control of universities according to the laws of Turkey.  But the service sectors 
are not necessarily talking about research or the development of software, so 
there are no incentives designated to attract them.  If we can redefine the 
concept of manufacturing in our Free Zones to include both the production of 
goods and services, then we would have fewer problems attracting call centers to 
our country.   

 
We know that Turkey has a large supply of manpower which is beginning 

to catch the attention of different countries and investors.  If we consider the tax 
exemptions, if we extend these exemptions, then we will have better 
opportunities to attract investment in the service sectors. The Directorate General 
of Free Zones has prepared a draft law.  The Directorate is very open about its 
activities and has shared this draft bill with all operating companies.  So I can say 
we believe they prepared a very good text. This concern was directly addressed 
and the term ―production‖ was defined as including both ―goods and services‖.  
Moreover, since commercial activities should be taking a secondary role in Free 
Zones, it was emphasized that production of both goods and services would 
create more investment and employment and that they should be more heavily 
promoted. 

 
Now I would like to say something about the process of considering this 

draft law.  One Member of Parliament said ―the state was unfair to Free Zones in 
February 2004 and by enacting this law the state is apologizing to the Free 
Zones.  Actually in 2004 only the bad examples were emphasized, and the 
positive points were not emphasized.  It was an unfair behavior toward the Free 
Zones because the rights of the company's were disregarded, and only some of 
the rights protected when the system was totally change."  I think the statement 
that the government is apologizing is very interesting, and shows the government 
is trying to revive the Free Zones.  Although we are maintaining the trade 
volume, there has been an increase of 5% or 6% which gives us hope.  We 
should not forget the important date is December 2008.  We should continue to 
permit the production of goods and services.  There are many important foreign 
firms who are interested in investments in these areas.   

 
In my opinion the bureaucracy is not supporting the Free Zones.  Before 

2004 the Free Zones did not attract the attention of the Ministry of Treasury.  
After the 2005 crisis there was a decrease in foreign direct investment.  Looking 
at the Aegean Free Zone between the years 1995 and 2002, they attracted 10% 
of the total Turkish FDI.  The Aegean Free Zone is very important for Turkey.  It 
has 15,000 employees.  But in Indonesia, I visited the Batam Island Free Zone 
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where there are 200,000 employees just on this single island Free Zone.  Since 
we are discussing Free Zones here, we should be talking about improving the 
environment for foreign direct investments as well.  Information about FDI should 
be provided to the Free Zones.  In the statistics collected by the Association of 
Turkish Exporters, it is stated that shipments from Turkish Free Zones were not 
included in their data.  Exporters in the Free Zones were therefore not provided 
quota, and we had problems with this.  I think not including the exports made to 
other countries from Free Zones is a very negative development, and 
disappointing to professionals like us.   

 
Last, there are problems delivering utilities such as electricity and water.  

We have some infrastructure problems in the provision of these services.  We 
have not created stable prices for electricity, water and similar services.  Here I 
would like to congratulate the bureaucracy, because although Free Zones have a 
very different status, they are being governed by a single regulation.  I think it 
takes great skill to cover all the Free Zones by a single regulation.  While there 
are two or three different structures for Free Zones, they are all governed by a 
single regulation.  I think different regulations that are relevant to specific 
structures and special features in the Free Zones should be enacted.  I think we 
should be able to find some positive solutions for all the problems occurring in 
the Free Zones.  

 
The employment potential of the Free Zones has only reached 40%.  The 

providers of electricity, water and gas to the Free Zones are governed by some 
regulations.  If these companies were listed among those companies providing 
services to the Free Zones, I think we would be able to solve the problem.  
Especially in terms of electricity we know there is a great problem.  I would like to 
stress that 99.4% of the energy used in the Aegean Free Zone is used for 
production.  However, due to a mistake in the energy tariffs the price of electricity 
is based on the commercial tariff.  Using the commercial tariff in the Free Zone is 
hard to explain to the investors. 

 
I would like to share with you an issue related to using the commercial 

tariff.  While developing the tariffs of the Turkish Electricity Distribution 
Corporation it was thought that all the Free Zone licensees should be using the 
same amount of energy.  Due to this assumption, the commercial tariff is used for 
all companies in the Aegean Free Zone.  We can say that Turkey is a great 
bureaucracy, and therefore we needed a decree from the Cabinet to correct this 
mistake.  After the decree of the Cabinet there must be a decision by the Energy 
Marketing Board and a requirement for publishing this decision in the official 
Gazette.   

 
There is high level of bureaucracy here, and this is a very good topic for 

this conference because we are speaking about both the opportunities and risks.  
I think the risks are more up front in Turkey.  Previously I have discussed the 
problems of regulation and implementation, but there are also problems with the 
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institutions.  There are different institutions with different structures that are 
engaged in different implementations of the rules and legislation.  This leads to 
hesitation by the investors.  There is an inconsistency in the eligibility dates in the 
legislation and the license periods.  The unions of Chambers of Commerce in 
Turkey have stated that we should develop a strategy for Free Zones.  But to 
develop a strategy we need to develop a consensus, and we cannot do that.  
Due to this we are facing problems in governing our Free Zones.   

 
So what should we do?  What should our strategy be?  I would like to 

summarize this in two sentences.  We should prepare a strategic plan which will 
cover the years 2008 through 2019. Also the law on Free Zones should be 
written from scratch.  It should be rearranged.  I think we should discuss the 
problems of Free Zones within the scope of full membership in the EU both for 
Turkey and the other European economies.  There is a problem here.  We know 
that Turkey will be a member of the EU; we are just discussing the gate here.  
The date specified will set the period for our Free Zones as well.  Also I want to 
mention that the Shannon Free Zone had a transition period of 25 years.  The 
corporate tax and other tax incentives in the Shannon Free Zone will gradually be 
decreased, but they were not abolished totally until the year 2005.  Considering 
Ireland became a member of the EU with the UK, I think there is a great 
transition here. 

 
Having a period of transition is very important for us and for other 

countries like Poland.  However in some countries the advantages of Free Zones 
were ended overnight, and there was not a long transition period.  Considering 
the situation in Turkey, while we are discussing the future of the Free Zones, I 
think there should be a transition period granted to the Free Zones after full 
membership.  For this I think the liability rests with the EU and also the Turkish 
delegation during the negotiation should support the Free Zones.  Considering 
the volume in the Free Zones this should not be considered as unjustified or 
unfair competition. 

 
We should be minimizing the problems in the Free Zones. We should be 

providing more opportunities, and we should be providing advantages to the 
investors so that we can prevent their claims for compensation.  We should be 
making a very soft, smooth transition in our Free Zones.  Considering that in our 
Free Zones many of the companies are EU-based, we should not underestimate 
how important the lobbying activities of these companies will be in their own 
home countries.  After full membership in the EU, we should be protecting the 
rights of the existing investors in the Free Zones.  In restructuring our Free Zones 
we should be focused on sustainability.  To focus on sustainability the Free Zone 
law must cover the period from 2008 to 2019.  After 2019 we may have another 
five year period, until 2024.  Over this 16 year period, we should have a certain 
strategy planed.  This strategy should be prepared in the short term.  Until 2008 
we do not have a very healthy status.  We know that in 2008 the companies may 
be leaving the Free Zones.  While we hope that they will not leave, if they do not 
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invest in the Free Zones we will be facing great problems including claims for 
compensation from our government.  In order to prevent these adverse events 
we should be taking measures now.  We should be shaping our own strategy. 
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CONFERENCE RECAP 
Robert C. Haywood 
Director, WEPZA Secretariat 

 
Before I begin my recap of the Opportunities and Challenges for Free 

Zones in a Globalizing Economy, there are 
a couple of issues I want to mention that 
are important to explicitly recall at this time.  
The first is that we know that economic 
growth reduces poverty. There are very 
few policies we know of that can actually 
alleviate general poverty.  One of them is 
economic growth. It makes only a marginal 
difference how it happens, but in general, 
everybody is better off if there is general 
growth.  In this chart, UCTAD data shows 
that in the least-developed countries a 

doubling of income, from a very poor US$400/year, or about a ―dollar a day‖ 
income, to a US$800/year, the extreme poverty is reduce by more than 2/3; from 

65% to 20%. To meet the UN Millennium 
Goals, there must be general economic 
growth.  

 
The second issue I wanted to 

mention is regarding the WTO Doha 
Round of negotiations, and what 
developing countries are looking for, 
namely the elimination of agricultural 
subsidies from the developed world. This 
is presumably intended to aid the farmers 
of the developing world.  If we look at 
some statistics, we see that in 1960, 
agricultural exports from developing 
countries have gone from US$9.2 billion 
and to US$39 billion by 2001. That is a 
respectable 425% growth in value.  
However, if you look at the distribution of 
exports by sector from developing 
countries, in the same period agriculture 
goes from 18.7% of exports to just 2.3% 
of exports.  Manufacturing goes from 

3.4% of developing country exports to 58%.  The future of developing countries is 
not in agriculture! 

 

Economic Growth WorksEconomic Growth Works
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Put in actual numbers, developing countries were selling ―only‖ US$39 
billion in agricultural goods in 2001, and US$1.3 trillion in manufactured goods, a 
growth rate of an astonishing 16.3% annually in manufactures since 1960.  

 
Faced with these facts, I seriously 

wonder why developing countries are 
focusing an enormous amount of effort on 
insisting that the Doha Round focus on the 
developed country‘s agricultural subsidies.  
Although, 80% of the people in some of the 
least developed countries are involved in 
agriculture, that is a problem—not a 
solution.  

 
In high-income countries, 5.3% of 

the workforce is engaged in producing 
income off the land—what I am calling 
agriculture. Middle-income countries, 
which have an income level of about 14% 
of the high-income countries, have 25% of 
the workforce engaged in earning their 
income directly off the land. In the 
developing countries, 54% are engaged in 
agriculture, and they have about 5.3% of 
the income of a developed country. Finally, 
in the least developed countries their 
income is only 1.1% of the developed 

countries income and about 71% of the workforce is engaged in agriculture. 
There is not a single high-income country that approaches 10% of its workforce 
engaged in agriculture.  

 
I have analyzed some agricultural data. If we look at common grain crops, 

you make about US$500 per hectare in profit whether that field is in Turkey or in 
Africa or in Iowa. Why isn‘t the Iowa farmer poor? Because he has 500 hectares. 
Why is the African farmer poor? The reason is because in the 54 poorest 
countries, there is an average of 2 hectares per farm worker. For the vast 
majority of agricultural products that are grown in large volumes, it is US$400-
700 per hectare earning, without subsidies, everywhere in the world when 
agriculture is done well. At current rates of change, the population of agriculture 
workers in least developed countries will double before 2020.  So the majority of 
farm workers in the least developed countries will be unable to earn more than 
US$400-700 per year under current policies.  

 
Increasing productivity, and there is a great effort to do this, doesn‘t work. 

The signs are that it lowers prices more than raising incomes.  The result is that 
farm workers will have to work harder—pick more crop; ship more crop; spend 
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more money on logistics to take home just about the same income—or less. 
When the volume of coffee production increased about 15-20%, the price 
declined by 75%. It destroyed a lot of small coffee farmers.   

 
My conclusion is that the longer the focus of development is on agriculture 

and rural development, the longer we maintain poverty.  I don‘t think that 
agriculture has a very good return for investment from official development 
programs.  It is a particularly poor idea for middle-income countries, like Turkey, 
to insist on changing agricultural subsidies in the Doha Round.  Policy makers 
should consider that the really poor in the really poor countries of the world, and 
even the poor in the middle-income countries, do not have access to land. They 
will see their food costs go up, but not their incomes.  

 
As a development round, Doha fails.  The poorest of the poor will not 

benefit. In fact, an UNCTAD study showed that there was about a total US$8 
billion benefit from the Doha Round as it was structured now. For the high-
income countries a US$8 billion annual benefit primarily comes from eliminating 
subsidies.  A US$300 million benefit for the middle income developing countries 
and a US$300 million loss for the least developed countries. Largely due to the 
misplaced focus on agriculture, the round is almost meaningless for everyone but 
the high-income counties.  

 
Rubens Ricupero, the Director General of UNCTAD, once said that we 

just don‘t have a good understanding of the economics of development, and 
when you don‘t have a good understanding 
we are likely to have poor results from our 
policies. That is why 30 countries in the 
last 20 years have seen their incomes fall 
during more than two decades of focusing 
on development. It is not a happy story. To 
emphasize the Director‘s remarks there are 
recent studies from Bloomberg that 
indicate that 2 months into a quarter, 
where we average about a 3% growth in 
GNP, estimates of quarterly GNP change 
are on average in error by more than one 

percent.  That is not very good accuracy in projecting merely 1 month ahead; 
particularly when two thirds of the period has already occurred.  When projecting 
out quarterly data for one year during the 12 years ending in 2005 the Federal 
Reserve of the United States allowed themselves a range of up to plus or 
minus1½ % of their estimates. Even though many think the Federal Reserve is 
the most sophisticated forecaster in the world, their ability to forecast was so 
poor that they were outside that wide range every quarter except one.  In that 
one they just touched the end of their range. There is a group in London that took 
a look at the data and said if you apply some sophisticated statistics to the data, 

““The inadequacy of the analytical foundations for effective The inadequacy of the analytical foundations for effective 

poverty reduction in poor countries in general, and in the poverty reduction in poor countries in general, and in the 

LDCs in particular, is not generally recognized…in spite LDCs in particular, is not generally recognized…in spite 

of the best intentions, policies based on inadequate of the best intentions, policies based on inadequate 

knowledge are likely to increase rather than reduce knowledge are likely to increase rather than reduce 

poverty.”poverty.”

Rubens RicuperoRubens Ricupero

Director GeneralDirector General UNCTADUNCTAD
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and actually what I think are really good statistics, the information content of the 
source data is just not there to make any better predictions.   

 
One issue I wanted to mention that came out of this conference is the 

degree to which Turkey is still looking to a 5 year plan.  If the best in the world 
are bad at projecting 1 year, in aggregate, I am really leery about how well 
Turkey can be in making policy decisions to direct industry for the next 5 years at 
detailed sectoral levels. The quality of the theory is just not there to do it, and this 
understanding helps to explain why central planning has such a poor record of 
success. 

 
That is why I have become involved in looking at Free Zones and 

Development Zones. As Dick Bolin said ―Zones don‘t lose their importance.‖ 
They may not get the recognition they deserve. There may be theoretical 
reasons that people talk about why they are not the best solution, but if the head 
of a large development agency doesn‘t think we understand economic 
development very well, and if our ability to forecast basic economic data is so 
poor, I feel the need to look somewhere else for guidance on practical methods 
of economic development. 

 
One of the reasons I like Zones, and one of the reasons that China has 

been successful with Zones, is that Zones don‘t have to be right in theory. Zones 
can compete against each other to attract investment by creating a good 
investment climate. Some Zones can do better than others, and their success 
can guide policy. Ones who are doing poorly can correct what they are doing 
over time. On average, flexible Zones will do a lot better than countries which 
assume there is some super-calculator that can make good economic decisions 
for the entire country at one time.   

 
I was interested to hear that Zones were the focus of only one article out 

of every 2500 in the business press.  Out of 150 articles per day only 15 per year 
are on Free Zones.   Dr. Shah from the World Bank told us that 65% of foreign 
direct investment in Asia went into the Free Zones. You are doing 65% of foreign 
investment in the biggest foreign investment market in the world and yet Zones 
are getting 1 in 2500 articles. Free Zones have to do a better job in getting their 
stories told. They have to understand that telling their story is what will help them 
grow and help them solve a lot of their own country‘s problems. They are not 
doing a very good job of it anywhere.  

 
Dick Bolin said essentially that developing countries need to develop 

manufacturing. In countries that are commodities exporters—less-developed 
countries, there is 80% extreme poverty. If they are service exporters, such as  
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Tourism Centers, and you hear a lot of 
people talk about tourism development. It 
is not bad, but their extreme poverty is still 
43% of the population. In manufacturing, 
exporters in the least developed countries 
is 25%. Manufacturing employs more, pays 
better generally in the lower income 
countries, and it is important for 
manufacturing to be part of the mix if you 
can do it.  

 
Now several people mentioned 

location.  An advertisement for Mauritius Free Zone, the most successful zone in 
Africa, boasted that Mauritius was well 
located; an equal distance from Tokyo and 
Paris.  As the illustration shows it‘s true. 
But they are about as far as you can get 
from both points, and still be on earth! If 
Mauritius can claim it has a great location, 
Turkey‘s location is fabulous!  

 
There is roughly US$65 billion in 

world product per year, at purchasing 
power parity measures. US$12 billion of 

that takes place in Europe. US$18 billion takes place in India, China and Japan. 
Thus US$30 billion, about half of the world‘s product is produced on both sides of 
Turkey.  Turkey has a fabulous opportunity and a great location.  

 
There are lots of ways to gain advantages.   Advantages can be created; 

Mauritius certainly did that. They had a little help from the United States. NASA 
needed a place for the shuttle to land, so they built an airport, at no cost to 
Mauritius, that would take a 747. From that airport, Mauritius flew leased 747s to 
Paris. At first those flights could not possibly carry the cargo they needed to 
make them profitable.  New manufacturers could send fashion garments to Paris, 
and have a ―close‖ location. 

 
Why could they have a ―close‖ location?  Because statistics indicate that 

for every day saved in shipment, whether it is through customs clearance or 
transportation or logistics centers, it is the equivalent of moving the country 300 
miles toward its market.  When I first went to Tanzania, the newspaper said the 
importers and exporters would be pleased if customs could reduce their average 
clearance times to 24 days. Well if they could do it in one day, the country could 
have the equivalent trade position as a country 7,000 miles closer to Europe. 
They would have a trade equivalent location to a central European country.  
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When speakers talked about the Free Zone providing the logistics and 
infrastructure, they are long past talking about the cost of labor. This is what 
newspaper articles think zones are all about as illustrated by this Dilbert cartoon.  

It is not lowering standards that get good companies and good jobs and 
economic development. It is not having the lowest wage rate. It has not taken 
long for people to recognize that low wage Haiti is not the growth pole of the 
Western Hemisphere.  Chad is not where everyone is rushing to invest in Africa.  

 
We need to define better what we mean by competitiveness. One of the 

indications that we have the concept wrong is that the US between 1979 and 
2003 has generally had a very strong upward trend in manufacturing. The US is 
very competitive in manufacturing.  Why do the newspapers in the US say it is 

losing its manufacturing industry when 
the fact is the US has never had 
higher manufacturing output and never 
been more productive in 
manufacturing?  Perhaps it is because 
some people have lost their jobs in 
manufacturing because we are more 
productive. Yet, over that same period 
of time the income in the US has risen 
considerably and employment has 
soared.  People have moved out of 
manufacturing to higher paying jobs, 

not to fast-food restaurants or plucking chickens. There was no sucking sound to 
Mexico.  In fact the strength of the US economy has drawn immigrants in from 
Mexico!   

 
The current popular rhetoric shows an incorrect understanding of how an 

economy works. In fact, if you don‘t replace the low income manufacturing jobs 
and the low income service jobs, and provide higher value-added jobs, national 
income stagnates. You have to weed out the low value-added jobs and bring in 
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higher value-added jobs. You have to ship jobs to people who will put one piece 
of cotton against another piece of cotton. There is only so much value you can 
add in doing that simple task.  If everybody is doing better, eventually the people 
who are putting cotton together will get paid more because people don‘t want to 
waste their time doing it. But intrinsically sewing does not add a lot of value.  

 
There is a myth that Zones are a race to the bottom. My thinking is that 

they are a race to the top. A competitive Zone provides a productive environment 
that meets or exceeds international standards. It is not a low-cost environment. 
US jobs may be at wage rates that are 10, 15, even 50 times the rates of some of 
the least-developed countries, yet the US worker is very competitive.  The US 
worker may be turning out 50 times as much; he is often that much more 
productive. That is why he can get paid so much more.   

 
I read an article recently where the author said China was the most 

productive country it the world.  I guarantee you, that is not true by almost any 
measure of productivity.  China has much lower labor productivity than the US.  
That is why their wages are so low.  It uses three times as much energy per 
dollar of output, as the world average, and is extremely wasteful of most other 
commodities as well.  The result is that China has achieved the unenviable status 
of becoming the world‘s largest emitter of carbon with only a fraction of the output 
other countries could produce for the same carbon footprint. 

 
A countries goal should never be to maintain a low wage status. If a 

country maintains low wages, they maintain poverty.  I see people talking about 
their economies failing because the garment industries are leaving for lower 
wage areas.  Actually, that is a sign of success, if wages have risen due to 
demand for workers.  (If they have risen because of government regulation or a 
new minimum wage law, then it may not be a good sign.)  In fact, a competitive 
zone will charge higher rents to clients, increasing its returns on capital; it will see 
increasing wage rates; it will provide more services; and will be more profitable. 
More value-added will be occurring within the Zone. A good Zone should strive 
for this. 

 
When someone comes to your Zone and says he can‘t do garments 

anymore, you should say yes, isn‘t that great! Those countries that can‘t are 
because their Zones, their country, their leaders haven‘t had the vision to move 
forward in what they are providing to the investor, or to understand that wages 
are set by the demand for labor.  Increasing legislated minimum wages does not 
increase productivity.  It is more likely to limit employment and economic growth. 
Stagnant Zones do occur, for instance, in the Dominican Republic. It does not 
have to happen. Countries and Zone managers need to understand that you 
want productivity to increase so that incomes increase. You want them as 
individuals, you want that as investors, and you want that as a country. That is 
success in a Free Zone.  
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If you want to think about making your Zone more competitive what you 
need is a metric; a measurement, a way of judging whether you are succeeding. I 
am going to present a metric which is from the Heritage Institute Index of 
Economic Freedom. It is not necessarily the best measurement to use for this 
sort of an analysis, but some of the measurements have 200-400 variables and 
even if I took an hour, I couldn‘t explain what all those variables mean. The Index 
of Economic Freedom does not really measure competitiveness, although it is 
fairly closely related to it. It misses some items like infrastructure, but it is useful 
to see what it does do.  It does give some good information that can be used to 
set policies.  It basically consists of 10 groupings of variables: 

 
Business Freedom 

 
Business Freedom is a measure of the latitude entrepreneurs have to start 

a business; how easy it is to obtain a license; how easy it is to close a business. 
Impediments to any of these components deter business activity and job 
creation. Globally, it takes an average of 48 days to start a business, and getting 

the correct licenses to operate take on 
average 215 days—you spend a better 
part of a year just getting legal. I find this to 
be an appalling statistic.  If you go to 
Oussama El Omari in RAK, he can get 
your business started and licensed before 
dinner.  How much more attractive is that? 
When I was in Hong Kong I started and 
licensed 17 businesses in 1 afternoon. No 
legitimate government function needs 260 
days of work to properly license, regulate, 

and understand who is doing business. Some studies of efficiency indicate that a 
piece of paper in a typical bureaucratic government office spend 500 hours doing 
nothing for every hour that it is acted upon. So what takes 500 hours in elapsed 
business time, 12 weeks, really requires only 1 hour of work.  

 
Trade Freedom  

 
Tariffs are primarily an obstacle to 

free trade, but non-tariff barriers are also 
important. Non-tariff barriers are becoming 
more important, and one of the reasons 
that Free Zones are not going to die away 
is the WTO is not about free trade. It is 
about regulated trade. The more regulated 
it gets, the harder it is going to be to 
understand, the harder it is going to be to 
certify things, and the more need there is 
going to be to have experts and locations 

1 1 

BUSINESS FREEDOMBUSINESS FREEDOM

Business freedom is a measure of how free entrepreneursBusiness freedom is a measure of how free entrepreneurs

are to start businesses, how easy it is to obtain licenses, and are to start businesses, how easy it is to obtain licenses, and how how 
easy it is to close a business.easy it is to close a business.

Impediments to any of these three components deterImpediments to any of these three components deter

business activity and job creation. Globally, startingbusiness activity and job creation. Globally, starting

a business takes an average of 48 days, while gettinga business takes an average of 48 days, while getting

necessary licenses takes an average of about 215 days.necessary licenses takes an average of about 215 days.

Bankruptcy proceedings take an average ofBankruptcy proceedings take an average of

three years.three years.
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TRADE FREEDOMTRADE FREEDOM

Tariffs are the primary obstacle to free trade, but nonTariffs are the primary obstacle to free trade, but non--
tariff barriers like quotas and bureaucratic delays are tariff barriers like quotas and bureaucratic delays are 

also significant impediments. Using our equation, which also significant impediments. Using our equation, which 
assigns fourassigns four--fifths of the score based on weighted fifths of the score based on weighted 

average tariffs and a full 20 percentage point reduction average tariffs and a full 20 percentage point reduction 
for the existence of nonfor the existence of non--tariff barriers, the average tariff barriers, the average 

trade freedom score is 64 percent. The mean weighted trade freedom score is 64 percent. The mean weighted 
average tariff is 8 percent. Notably, every one of the average tariff is 8 percent. Notably, every one of the 
157 countries graded was penalized 20 points for its 157 countries graded was penalized 20 points for its 

nonnon--tariff barriers.tariff barriers.
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that know how to do these things.  If trade were really moving toward free trade, 
why have the volumes of Rules of Origins increased so much? If you have free 
trade, you don‘t need Rules of Origin. It is not one market, and it is not going to 
be for a long time. As nominal tariffs go down, governments cannot resist the 
desire to meddle, so they come up with non-tariff barriers to try to achieve the 
same restrictive effects.  In fact, much of the discussion in the Doha Round is 
actually about how to maintain or create new restrictive practices such as special 
and differential treatment.   

 
I cannot criticize them for that because one of the strengths of Free Zones 

is that they help a section of a country avoid some of the restrictive practices 
currently undermining the countries development.  Without the restrictive rules 
and institutions, Free Zones would have much less relevance.  I talk to Free 
Zones about how important it is for them to limit the damage their own 
governments can impose on there own operations.  We heard yesterday from 
several speakers on how the Free Zones in Turkey have been damaged by 
inconsistent regulation. 

 
Fiscal Freedoms 

The top tax rate for individual 
income tax averages 31%; the top tax rate 
for corporations‘ averages 27%. Taxes are 
important as to whether there is economic 
freedom. If the government confiscates all 
your income, through taxes, there is not 
much economic freedom.  
 

At this point I want to emphasize 
that while fiscal freedom gets a lot of 
attention, fiscal freedom is not more 

important than the other items I am listing.  All ten of the items I am going to 
mention are pretty much equally important.  A true Free Zone program needs to 
address all ten categories, and there are Free Zone responses to weaknesses in 
all of them.  
 
Freedom from Government 

 
Freedom from government means 

that the government is not an obtrusive 
player in the economy.  Government can 
not be taking 80% of the economy or some 
other very high number and still have a 
viable private sector. In Baghdad the 
number I saw was that 90% of the 
economy passes through the treasury. 
Where is the private sector going to build 

33

FISCAL FREEDOMFISCAL FREEDOM

The top tax rate on individual income averages 31The top tax rate on individual income averages 31

percent, and the top tax rate on corporate incomepercent, and the top tax rate on corporate income

averages 27 percent. The total revenue from allaverages 27 percent. The total revenue from all

forms of taxation (including tariffs) averages 20forms of taxation (including tariffs) averages 20

percent of country GDP. Mixing the three scorespercent of country GDP. Mixing the three scores

together is the basis of the fiscal freedom score.together is the basis of the fiscal freedom score.

Using an equation that defines higher freedomUsing an equation that defines higher freedom

with lower taxes and tax rates, the average scorewith lower taxes and tax rates, the average score

is 82.8 percent.is 82.8 percent.
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FREEDOM FROM GOVERNMENTFREEDOM FROM GOVERNMENT

Government expenditures are the other side of theGovernment expenditures are the other side of the

fiscal intervention coin. The average level of fiscal intervention coin. The average level of 

government spending as a government spending as a 

portion of GDP is 31 percent.portion of GDP is 31 percent.

Governments that generate Governments that generate 

revenue from state ownedrevenue from state owned

enterprises are also penalized.enterprises are also penalized.
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capital? What is the independence of private industry? A country can‘t have that 
happen if it also wants to have private sector development and real 
entrepreneurial growth.  

 
A country cannot also have a viable private sector if it tries to 

micromanage the business environment, second guess business decisions, and 
flood each company with legions of inspectors.   
 
Monetary Freedom 

 
 
Turkey knows enough about price 

instability and the adverse effects it has on 
investment and growth. I do not need to 
dwell on this issue here.  I will mention that 
allowing the Free Zone to operate with a 
reserve currency such as the dollar or the 
EURO, can provide it with a stable 
environment, even if the local environment 
is not.  
 
Financial Freedom 
 

Can business go to banks outside 
the country? Can they borrow outside the 
country? Can foreign banks come into the 
country? Can they offer a wide variety of 
products? How restrictive are financial 
regulations, particularly those that are not a 
necessary regulatory function? I know 
every government thinks it only has 
legitimate regulatory functions, but some 
have substantially less of them than others, 

and still achieve the purpose of protecting the public.  A Free Zone could 
minimize the financial regulations. 

 
Investment Freedom 
 

How easy is it to make an 
investment? There are an awful lot of 
countries where it is a lot harder than it 
should be. In Iran the World Bank has 
some appalling statistics on investment 
freedom.  It takes nearly 2 ½ years to get 
permission to build a simple 10,000 square 
meter warehouse.   

5 5 

MONETARY FREEDOMMONETARY FREEDOM

The worldwide average of the weighted average The worldwide average of the weighted average 

rate of inflation from 2003 to 2005 is 7.9 rate of inflation from 2003 to 2005 is 7.9 

percent.  Price stability explains most of the percent.  Price stability explains most of the 

monetary freedom score, although there is also a monetary freedom score, although there is also a 

penalty of up to 20 percentage points for penalty of up to 20 percentage points for 

countries that use price controls. The average countries that use price controls. The average 

price control penalty was 9.9 points this year.price control penalty was 9.9 points this year.
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FINANCIAL FREEDOMFINANCIAL FREEDOM

The financial freedom factor measures the relative The financial freedom factor measures the relative 

openness of a country’s banking and financial openness of a country’s banking and financial 

system. Burdensome bank regulation still system. Burdensome bank regulation still 

reduces opportunities and restricts economic reduces opportunities and restricts economic 

freedom in the preponderance of countries in all freedom in the preponderance of countries in all 

areas of the world.areas of the world.
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INVESTMENT FREEDOMINVESTMENT FREEDOM

Only 13 countries enjoy high investment freedom,Only 13 countries enjoy high investment freedom,

earning scores of 80 percent and higher. These countriesearning scores of 80 percent and higher. These countries

impose few or no restrictions on foreign investment,impose few or no restrictions on foreign investment,

which promotes economic expansion andwhich promotes economic expansion and

enhances overall economic freedom. Meanwhile,enhances overall economic freedom. Meanwhile,

more than onemore than one--third of countries earn scores of lessthird of countries earn scores of less

than 50 percent.than 50 percent.
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Property Rights 
 

Property rights for both tangible and 
intellectual property are critical to 
investment success.  Having insecure 
property rights are a terrible problems in a 
lot of countries.  The Ottoman Empire has 
fantastic records going back to the 1400s. 
That can be a problem if someone can 
come out with a 500 year old record, and 
claim he owns the land because it wasn‘t 
transferred correctly five centuries ago.    
How does the government give people 
clear title?  

 
Most Ottoman Empire countries have residual government right to most of 

the land where they can take it at the end of a crop season for a fraction of its 
normal value.  Or they can take it if it lies fallow for few years for no 
compensation. Land then becomes defective collateral to the banking system. 
That is a huge amount of capital that is just locked up and unproductive, because 
it is not clearly owned by anybody who can do anything with it. In a lot of 
countries, there is an inheritance problem where everybody inherits from a family 
a portion of the land. Five brothers don‘t inherit 5 acres of a 25 acre tract; they 
inherit 20% interest in the 25 acre tract. By the time 5 children have 5 children 
have 5 children; there are 125 owners of these 25 acres. Under the law the 
owners cannot do anything with the land until half the ownership comes together 
and decide what to do with it. Those sorts of issues need to be cleaned up. 
Actually you can clean them up in Zones, but that is not the type of zones you 
have here in Turkey.  
 
Freedom from Corruption 

 
It is a terrible problem. It is not a 

tax on the books, but it is a tax on 
business operation. And in many cases it 
is much larger than the tax the 
government charges in terms of the 
economic losses investors suffer.  
 
 

8 8 

PROPERTY RIGHTSPROPERTY RIGHTS

Strong property rights are still a work in progress.Strong property rights are still a work in progress.

Although many Western economies along withAlthough many Western economies along with

Hong Kong and Singapore benefit from secureHong Kong and Singapore benefit from secure

protection of property rights, earning scores of 80protection of property rights, earning scores of 80

percent or higher, more than half of the world’spercent or higher, more than half of the world’s

countries receive a score of less than 50 percent.countries receive a score of less than 50 percent.
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FREEDOM FROM CORRUPTIONFREEDOM FROM CORRUPTION

There has been little progress since last year. Only 16There has been little progress since last year. Only 16

countries earned scores of 80 percent or higher, andcountries earned scores of 80 percent or higher, and

110 countries earned scores of less than 50 percent.110 countries earned scores of less than 50 percent.

Freedom from corruption is the lowest average scoreFreedom from corruption is the lowest average score

among the 10 factors.among the 10 factors.
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Labor Freedom 
Labor freedom does not mean 

having the right to abuse the labor. It 
means that companies are not expected to 
be the engine of social welfare all the time 
for anyone they have ever hired.  Countries 
need to encourage labor flexibility. One of 
the differences between poor countries and 
rich countries is poor countries tend to 
have a static society; where a son does 
what his father does or where a worker 
does the same job all his life. In dynamic 

countries most of the workers don‘t even want that. If a country creates a 
situation where businesses really have ―golden hand cuffs‖ on an assembly line 
worker, it really stifles development, innovation and growth.  

 
So these are the Ten Freedoms. It is easy to understand why it helps 

businesses to have them. But countries can 
also use them to help increase their 
competitiveness.  If we look at some 
countries, we can see that the scale goes 
from 0 to 100, and that Turkey has a rating 
of 59.3.  Typical for the Middle East area 
are ratings between 50 and 65.  Turkey is 
in the middle of these ratings, but well 
behind places like Jordan.  Most of Europe 
has ratings that range from 65 to 80.  
Turkey can do better. 

 
Turkey vs. Hong Kong  

 
The area at the top is what is called 

free; everything above point 8. Hong Kong 
averages about 89. All of their measures 
are above 80. The second line is Turkey; it 
averages 59.3. This category is mostly un-
free or mostly repressed. Below 50 the 
indicator is repressed, above 70 but below 
80, it is mosty free. Turkey has three 
indicators that are mostly free—Trade, 
Fiscal and Monetary freedoms. Turkey has 
two items that are in the sixties-and three 

that are at 50 or mostly repressed, and two that are repressed.  

1010

LABOR FREEDOM LABOR FREEDOM 

The world average of labor freedom is 62.3 percent,The world average of labor freedom is 62.3 percent,

reflecting wage, hour, and other restrictions. The averagereflecting wage, hour, and other restrictions. The average

ratio of minimum wage to average wage is 0.32.ratio of minimum wage to average wage is 0.32.

The average cost of firing equals 54 weeks of salary.The average cost of firing equals 54 weeks of salary.

Only 22 countries have notably flexible labor marketOnly 22 countries have notably flexible labor market

policies that earn scores of 80 percent or higher.policies that earn scores of 80 percent or higher.
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Sadly most of this conference was spent discussing fiscal freedoms, and 
yet that is one of your stronger policies.  Perhaps Hong Kong is not a fair 
comparison.  Let‘s look at the United Arab Emirates.  Great Free Zone and 

vibrant economy, right?  But look at how 
the domestic economy really lscores. Both 
Turkey and the UAE are rated close to 60. 
Turkey scores 67 in terms of how easy it is 
to form a business. UAE goes down to 
below 50. They have lots of oil and gas so 
they don‘t have any income tax for the 
whole country, so they have a pretty good 
record on fiscal freedom. You don‘t do 
quite as well, although it is also the best 
part of Turkey‘s profile. Turkey has a trade 

regime that is just as good. Within reason, you are in the same ballpark as Hong 
Kong and the United Arab Emirates in your Trade regime. I don‘t think most you 
realized you were in that league, congratulation! Turkey‘s tariff rates, customs 
procedures—those types of measures can be world class. You are not that far 
off.  

 
Government is how much they interfere with your business; you are better 

than the UAE again—domestic market. You are about tied on your monetary 
policies. I would have thought the UAE would have done a lot better.  In the 
ability to make an investment: Turkey was bad, but the UAE is a lot worse. This 
is awful. They are little bit more transparent in some of what they do, and they 
have a little more labor flexibility, particularly when you are dealing with 
immigrant South Asians laborers.  Overall the profile for the domestic part of the 
United Arab Emirates would not give them a very good profile for development.  

 
Now let‘s see what they did in their zones. In their zones, they have taken 

their 60 up to an 85. It is 97 to form a 
business. They have improved their trade 
practices. They have not done anything 
with their fiscal practices, because they 
were already perfect. The government still 
intervenes in the zones, although I think 
this number may be a little low. That is 
their low point. A little more freedom in the 
monetary area could make it a lot easier to 
make an investment—ask Oussama. 
Foreign banks and financial transactions 
are all allowed. Better property rights. Here 

you cannot own property if you are in the domestic market, but you can have 
clear title to property in the Free Zones. They have cut down on their corruption 
and they say their labor has not changed or improved much in the Zones. I‘m not 

Turkey VS UAE (NonTurkey VS UAE (Non--FZ)FZ)
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sure that is really true either. However, it is clear that their zone policies have 
changed the investment environment considerably.   

 
Let‘s look again at Hong Kong 

versus Turkey. At this conference we 
focused a lot of time on fiscal policy; we‘ve 
talked about trade policy and whether you 
are a member of the European Union. 
Look at the opportunities you have over 
here to adjust your national policy within 
your zones. I did not have the courage to 
try to make an estimate of what I thought 
Turkey was like, because you are the 
experts. You can get the Heritage Institute 
report off the internet which tells you 

exactly how to calculate each of these. But for example, the right to form a 
company—easily in one day or 5 days within your zones can be a zone policy. It 
does not have to be a national policy, but it gives your zones and advantage over 
the rest of the country—and over most of the Middle East if you look at the 
Middle East studies.  

 
Financial—more freely operating banking systems, easier access to loans, 

maybe even for domestic companies over a certain value. There are lots of ways 
of introducing financial services, insurance services and other types of things into 
a zone type of program into your zone operations. Turkey could take the three 
50‘s, and move them up 30 points. Every one of the fifties Turkey moves up to 
80, moves the total score up 3 points. If Turkish zone does it with all three, it 
moves Turkish Zones up to 70.    

 
If Turkish Zones can start dealing with the perception that Turkey is not 

completely transparent, it can help enormously. A lot of that comes from the way 
foreigners feel that the Turkish Courts are prejudicial against them.  I don‘t know 
whether it is true or not; the authors of the study at the Heritage Institute think it 
is. That is one of the reasons why that measure is so low. I suspect it also has a 
knock on effect on other factors.  If Turkey starts focusing on creating a court 
within the Zone, as Sudan did, to deal with commercial disputes in the Zone with 
an appeal to an international jurisdiction, it could considerably help this measure.   
In actual fact we have heard over the last two day that Treasury has behaved in 
ways that amplify this as a problem.  The Zones need to be independent of this 
interference.  

 
We heard this afternoon that you have to focus on more than taxes. Yes, 

taxes are visible; it hurts to pay them. But if Turkey has all of these measures of 
economic freedom up to the 80s in the Zones, you would be making enough 
money to pay the taxes. A Zone policy has to hit on every cylinder if you are 
going to make it successful.  

Turkey Vs Hong Kong IITurkey Vs Hong Kong II
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I did a study on Turkey, and you have five different Zone programs. 
Turkey has small Industrial Estates; Tourism Zone; Craft Zones, and a Technical 
Development Zone in addition to the Turkish Free Zone Directorate.  Collectively 
they offer a competitive Zone. But individually, since the benefits don‘t 
necessarily transfer between them, none of them reaches the level of being truly 
competitive. . Some of them offer bank financing to clients. Some of them offer 
subsidized infrastructure. If you are willing to offer it, think about trying to offer it 
in one zone program that really offers what you need to attract companies you 
want to come in. 

 
It can help in making sure it is WTO compliant. Don‘t offer benefits for 

exports. You can offer tax exemptions by the way. They may be actionable if you 
are lucky enough to be hurting somebody else, because the volume of trade has 
increased that much. But somebody might not complain too much because they 
picked on Turkey long enough for other reasons, so they let is slide. If they don‘t 
complain, you can keep doing it. You can do it for every company that employs 
100 people. There is actually a provision in Subsidies and Countervailing 
Measures Agreement that says if there is an economic indicator in the law that 
you are using to provide a subsidy that in a sense discriminates on an economic 
grounds rather than on exports that it is okay. You can do it if it is a research and 
development company—a company that has 1 engineer for every 10 workers. 
You can offer what you otherwise think would be prohibited subsidies. They are 
not. I love to see the case but you could offer I think a tax exemption to all 
companies that hire four engineers for every ten workers, because higher 
technology is of interest to the national economy. One of those companies might 
export 100 percent of their product, but it is not offered on the basis of exports. 
Some may complain that effectively given for exports it really is not an export 
subsidy.  Turkey would then be able to negotiate whether it had to get rid of the 
subsidy and over what period of time.  Turkey can offer a lot more than it does.  It 
can offer education.  

 
Kuwait offers water at 5 percent of its cost of production to companies in 

Kuwait. It is not a prohibited subsidy because they offer it to everybody in Kuwait.  
It is not what the WTO calls ―specific.‖ To be covered by SCM an incentive has to 
be both a subsidy and specific. That gives a great deal of room to offer what I call 
incentives, not subsidies because a subsidy has a definition that says it has to do 
with transferring cash, things of value, money from a government, etc. There are 
lots of incentives that are very valuable to investors, to developers, that are not 
subsidies and they can be offered to exporters. There are also lots of subsidies 
that can be general, not specific and perfectly permitted. That is a remarkable 
wide range of options. 
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You have to be careful about it and remember, you are shaking you head 
but I believe, if no one complains then you can keep it. Kuwait‘s water subsidy is 
not actionable because it is clearly general. Now it gets interesting. Suppose you 
are working with Iran, and you do your energy intensive manufacturing in Iran 
using oil at 17 cents a gallon. That is not a subsidy.  

 
Turkey, with a few exceptions, is not using its imagination to advance its 

economy and its country nearly as well as it could. You look at some of the things 
China did. I still would like to see what happens. But in my view China has what I 
am calling inverted tax system. All taxes are local. The local government collects 
taxes, and then under the law they submit 30 percent of it to the provincial 
government or 60 percent. And then another 30 percent goes to the national 
government and there are some differences depending upon whether you are a 
national city or not, or an autonomous region. But in any case, if one of those 
local governments creates a Special Economic Zone and charges a different tax 
rate, 50 percent to everyone in that Zone, they are the primary taxing authority. 
The rule says that they remain a certain portion of it to their higher level 
governments, not that they admit a certain amount of income. I am not a lawyer, 
but the way I read some of the agreements that is going to be a tough one to 
decide whether you are actually providing tax subsidy. China did not do that 
because of the WTO. They did that because they did not have the administrative 
infrastructure to have a central tax. But it is in there because places like New 
York State charge a different tax rate than Colorado. And they could not create 
an international agreement that says somehow that New York has a 10 percent 
tax and Colorado has a 5 percent tax, and that is a subsidy for Colorado 
companies. Tax jurisdictions that charge the same tax in their whole jurisdiction 
have a city/state exemption. It happens that everything in China is the city tax or 
a local tax and that seems to be something I do not think was considered when 
the WTO wrote the agreements.  I would like to see what happens when China 
gets challenged on this—if they get challenged.  

 
Turkey cannot use that example, and they do not have that sort of a tax 

system. But they do have, I emphasize again, a wide range of policies that affect 
the quality of the investment climate, a wide range of options where Turkey can 
change that environment in its Zones, specifically for Zone companies, without 
running afoul of the WTO. There are certainly things that probably run afoul of 
the EU, but there are certainly things that would not. Some of the Zones are 
doing things that are pretty close to the edge, but they are getting away with it. 
You are not even an EU member. I know some of my friends in the EU will say 
―Push it until you are‖.  
  

One thing I would like to add to this part is on corruption. It should be put 
as transparency because corruption is only one of the five components of this. 
That mistake is being made frequently in Turkey by the media. This is not a 
corruption parameter only.  This is a transparency parameter which consists of 
legal insurance, reporting standards, legislation and corruption. Corruption is only 
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one of them. This is an important clarification, because I want to emphasize I 
have been in places where official corruption is a problem, and it is not the same 
as what is going on here. There is still an uncertainty in the environment because 
of transparency issues but it is not the same as rampant corruption.  Different 
policy options are needed to rectify this problem. 
 


