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1 Introduction
Theorizing global governance

Introduction

It is one of the ironies of international relations that the end of the Cold War
and the collapse of the Soviet Union between 1989 and 1991 produced not a
peace dividend, but a resurgence in nationalist conflict on almost every
continent of the globe. The demand for national self-determination has
produced twenty or so new nation-states in the past ten years. On the one
hand, the fragmentation of existing states increases the number of states in
the global system at a time when, on the other hand, it is argued that some of
the traditional powers of the state are being undermined by the process of
globalization.1 The global has been defined as a specific, though non-
territorial, region distinct from the international. Globalization refers to
those social interactions taking place on the globe, and “comprises a multi-
plicity of integrated functional systems, operating in real time, which span the
globe, and which affect in varying degrees what transpires elsewhere on the
globe” (Ruggie 1989: 31). Although the function of the state as a measure of
identity has gained increasing importance, its conventional role has been
increasingly challenged by the actors and processes which transcend national
boundaries.

The apparently contradictory processes of fragmentation and globalization
are not, despite empirical appearances, in opposition, but are instead part of
the historical development of the global political economy (Brown 1995).
Fragmentation, unless extreme, serves to increase the number of states in the
system, thus dispersing national power. In the past, as well, the state itself has
played a key role in the process of globalization, for the globalization of the
state form has been a prerequisite for the development of the modern world
(Brown 1995: 56). The development of the political structure of the modern
global system has been intimately connected with the development of
contemporary economic relations, through which the process of globalization
is most directly seen. The disjuncture between the territorial basis of the state
and the increasingly global fluidity of economic forms generates significant
tensions, both analytical and concrete, for the global political economy. For
example, there are now some 37,000 multinational or transnational corpor-
ations in the world (Hirsch 1995), many of which are increasingly seen as being
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among the new centres of political and economic power. Thus, globalization is
one of a number of processes leading to the condition J. Rosenau refers to as
“postinternational politics,” a concept which denotes the fact that “many of
the interactions that presently sustain world politics do not unfold directly
between nations or states” (1989).

Increasingly, multinational corporations, international organizations, and
transnational interest groups such as Amnesty International or Greenpeace,
as well as national states take part in the interaction and processes, as well as
the organization, of the global political economy. International organization
is the field which studies this management of the global system. The
traditional focus in international organization has been on international
institutions, but since the mid-1970s the field has considered the broader issue
of global governance. The concept of governance may be used in many ways
(Rhodes 1996: 653), but in international organization it refers to the way in
which the international system governs itself (Kratochwil and Ruggie 1986:
754). J. Rosenau distinguishes between government by formal authorities and
governance by both informal and formal authorities, arguing that the latter is
more characteristic of the international system. Both forms of governance
entail a purposive mechanism, however (1992: 4). Rhodes includes Rosenau’s
definition of governance in his category of governance as a socio-cybernetic
system, and suggests that governance is the outcome of social, political, and
administrative interventions and actions, in which responsibility for inter-
ventions is spread between public and private actors (1996: 657). This implies
that governance may have intended as well as unintended effects, and
provides a definition appropriate to the investigation undertaken here.

The primary objective of the research upon which this book is based is an
investigation into the process of liberalization in the contemporary global
political economy and the implications of liberalization and globalization for
theories of global governance. It examines, in the context of liberalization, the
process of the development of free trade zones as a widely utilized policy
instrument involving the discourse of deregulation. In assessing the establish-
ment of free trade zones, the book will consider the national-level policies
implemented to set up such zones, as well as the international and/or global
regulations necessary for their establishment. It will be argued that the
virtually global process of deregulation and the accompanying process of the
articulation of national and international re-regulations have significant
implications for the theoretical understanding of formal and informal organi-
zation at the level of global governance.

The establishment of free trade zones has not often been dealt with from
the standpoint of international relations theory, with the exception of the
work of Frobel, Heinrichs and Kreye (1980). There are four reasons for the
failure of the field of international relations to address the question of
the development of these zones. First, of course, for political realists in
international relations, issues of national security have traditionally super-
seded issues of economic development and industrial regeneration. Second,
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the theoretical conceptions of the national state and the multinational
corporation used widely in orthodox international relations theories prove
inadequate at explaining the historical interrelations of, as well as the
complex contemporary relations of rivalry and collusion between, these two
entities. Third, it is a reflection of the assumed division between the domestic
or national and the international both empirically and analytically. What are
apparently national-level economic phenomena have not been considered of
relevance to studies of international organization. Fourth, while neorealism
has attempted to broaden the methodology of international relations by
introducing structural analyses derived from economics, the content of
neorealist analysis remains firmly focused on the state. Waltz, for example,
insists on the sharp distinction of the political from other analytic categories.
He argues that “to be a success . . . a theory has to show how international
politics can be conceived of as a domain distinct from the economic, social,
and other international domains that one may conceive of” (1986b: 70),
emphasizing again the separation of the political and the economic as well
demonstrating the inability to develop an epistemological and methodologi-
cal alternative to political realism.

In contrast, this book undertakes a critical analysis of deregulation and its
implications for theories of global governance. Chapter 1 argues that both
theories of international relations narrowly defined, such as neorealism and
neoliberalism, and theories of international relations broadly defined, such as
dependency theory and the capital logic approach, are not able to theorize
international organization adequately because, first, they separate theoretic-
ally the categories of the political and the economic; second, they ignore the
increasing indistinction between the domestic and the international; third,
they do not explain the roles of the public and the private in global gover-
nance; and fourth, they cannot theorize a structural level of global
governance. Chapter 2, however, suggests that the use of a critical theoretical
approach to international organization, along with insights from other
theories concerning the integration of the political and the economic, the
public and the private, and the national and the international will make
possible the reconstruction of a theory of international regulation which
will account more adequately for issues engendered by globalization. In
evaluating theories of international organization, the critical theoretical
approach that is used is one based on the Frankfurt School version of critical
theory rather than one based on poststructuralism. Critical theory and its
implied scientific realist epistemology provide a basis for reconstructing a
theory of international regulation through their focus on structural con-
straint. The reconstructed concept of international regulation which emerges
will be derived from elements of the juridical, the political, the economic; the
domestic and the international; as well as structural aspects of the global
political economy. The concept of the structural used here is not a behavioral
or substantive dimension, but an embedded, or metatheoretical, element
within the dimensions of the political the economic, and the juridical.
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In Chapter 3, the concept of international regulation is reconstructed to
include not only explicit rules such as hard international law, but also implicit
norms and principles, such as those found in international regimes. Further-
more, it is argued that the nonbinding instruments of public and private
groups, such as those found in international soft law, as well as a structural
element derived from Marxian and Gramscian theory should be included
in the reconstructed concept of international regulation. In Chapters 4, 5, and
6, this reconstructed concept of international regulation is examined in the
context of economic liberalization, focusing on the proliferation of free trade
zones in a variety of national economies around the world. Chapter 4 will
assess the now global process of deregulation, with special attention to three
case study countries: the Republic of Korea, the United Kingdom, and the
People’s Republic of China. It will be argued that although deregulation
popularly implies the roll-back of the state, in fact deregulation and the
establishment of free trade zones have necessitated extensive government
regulation and subsidy.

Chapter 5 begins the examination of the regulation structuring the
establishment of free trade zones by examining the national-level regulation
implemented in each of the case study countries for the development of their
zones: export processing zones in the Republic of Korea, enterprise zones in
the United Kingdom, and special economic zones in the People’s Republic of
China. Chapter 6 argues that, although the domestic policies and needs of
particular states are critically important in the establishment of specific zones,
the question of whether the establishment of such zones as a general empirical
form also requires regulation at the international and/or global level must be
investigated. Chapter 6 will examine the global prerequisites for the establish-
ment of free trade zones and the aspects of regulation, including quasi-legal
instruments as well as unintended effects, directly related to free trade zones
generated by international organizations, global markets, and multinational
corporations.

Chapter 7 demonstrates the ways in which the political and the economic,
the public and the private, and the national and the international, as well as
structural relations, articulate to provide international regulation in part
determining the establishment of free trade zones. In this instance, an
example of international regulation has been found which serves to provide
governance in the absence of a formal international government. In con-
clusion, Chapter 7 assesses the implications of the analysis for the field of
international organization. It is argued that economic deregulation pre-
supposes re-regulation at the national level, and is accompanied by increasing
regulation in the broad sense at the international and/or global level. This
international regulation comes not just from traditional sources such as
treaties and state custom and practice; it is a combination of national and
international regulation, hard and soft law, explicit and implicit norms,
and public and private sources, as well as institutional and structural sources.
This suggests that international organization is more than intergovernmental
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management of the international system, and implies that global hegemony is
based not just on US political power or on transnational class interests, but on
a complex rearticulation of state and private power, both institutional and
structural, in the global political economy.

Theorizing global governance

James Rosenau has argued that the issue of the nature of international
organization is of “transcendent” importance in international relations
theorizing in the post-Cold-War world (1992: 1). The collapse of the bi-polar
balance of power in the early 1990s and the effects of globalization have led
to new questions about order and governance in international relations.
However, the question of the extent to which, and how, the global system is
governed is, at least implicitly, the basis of all theories of international
relations. Implicitly, of course, the orthodox view in international relations
has been that there is no governance in the anarchical international system,
apart from the order imposed by the constraints of the balance of power
mediated largely by and through states. In the postwar era, the field of inter-
national organization has taken a less strict and rigid view of anarchy, and has
investigated the possibility that there can exist global governance in the
absence of a formal global government. Marxist theory has similarly taken the
view that the international is highly organized, but through economic
relations rather than interstate cooperation. This chapter will assess theories
of international organization, arguing that what is needed is a concept of
international organization which is able to grasp theoretically the issues
thrown up by globalization. These include the blurring of the traditional
separation of issue areas such as the economic and the political or the
domestic and the international. This theory should also be able to adequately
account for public and private relations in global governance, and should be
capable of a structural analysis of international organization as well.

While in the past the field of international organization has concerned itself
with international institutions, and less specific questions of international
governance focused on bi-polarity and American hegemony, the end of the
century found a changed field of international organization and a changing
global system in which the issue of globalization and the shift of some powers
away from the nation-state create new theoretical and practical dilemmas.
The field of international organization has undergone a significant trans-
formation in the postwar era (Kratochwil and Ruggie 1986; Rochester 1986).
The definition of international organization has evolved from a narrow
concern with the formal institutionalized processes of the management of
international affairs to a broader focus on the governance of the global system
(Rochester 1986: 783), covering four main areas of research (Kratochwil and
Ruggie 1986: 755).

The original concern of international organization as a field of study
has been with formal institutions, in particular the intergovernmental
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international organization.2 Global governance was thus the function of the
international organization, and the analytic focus was on the formal charters,
committees, and treaties which were assumed to mediate international
anarchy. A second area of concern has been the institutional processes within
these international organizations. As in the analysis of foreign policy making
at the national level, the decision-making processes in international organiza-
tions may not always reflect the formal procedures set out in legal frameworks.
Thus, an analysis of influences on the decision-making system was presumed
to further explain the way in which the international is governed.

In the 1960s, the focus of international organization again shifted to
examine the role of organizations within the broader processes of inter-
national governance. International organizations were seen as actors within a
variety of processes: contributing to the resolution of international problems
such as peacekeeping or decolonization, promoting European integration
according to the neofunctionalists,3 and legitimating the very structure of the
international system. The most recent shift in focus involved the rejection of
the assumed identity between international organizations and international
governance. The field began to consider whether governance was more than
the sum of the activities of international organizations. Since the 1970s,
regime theory has attempted to address this issue, moving the field of inter-
national organization towards the question of the governance of issue areas,
such as human rights, trade, and the use of the global commons, in the absence
of formal institutions in the global system (Kratochwil and Ruggie 1986: 759).

The concept of the regime represented an important step forward for the
field of international organization. It provided an explanation for constraints
on the behavior of actors, both state and nonstate, which moved beyond the
formal institutional basis of international organizations. In fact, regime
theory has become perhaps the most influential of contemporary attempts
to explain forms of international organization and cooperation.4 Although
previously political realists had not denied the presence of cooperation, it had
always been constructed in opposition to the conflict between sovereign
states. However, events such as the deepening of European integration in the
1970s and 1980s encouraged the perception that cooperation may exist
simultaneously with conflict in the international system. Regime theory
differs substantially from traditional forms of political realism in that forms of
cooperation, rather than conflict, between states are taken as the central
dynamic of international organization.

As one of the main foci of international relations theory in the 1980s and
90s, the concept of the international regime has been used by both neorealists
and neoliberals as an explanation for the increasing complexity of
international organization. In International Regimes, Krasner notes that “the
notion of rules of the game or international regimes – of principles, norms,
rules, and decision-making procedures – that guide international behavior
can be enforced by both [liberal and realist] schools of thought” (1983a: viii).
Although theorists from both schools use the same terminology, there exist
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two very different sets of assumptions which underpin the concept. Krasner
argues that the fundamental difference between neorealists and neoliberals in
terms of regime theory is the question of anarchy in the international system.
“The issue is not so much whether one accepts the possibility of principles,
norms, rules, and decision-making procedures affecting outcomes and behav-
iour, as what one’s basic assumption is about the normal state of international
affairs” (1983c: 10). Thus neorealists see regimes as phenomena which
occasionally mediate anarchy, while neoinstitutionalists understand them to
be a necessary part of the international system.

Neorealist approaches to regime theory locate the regime in the context of
hegemonic stability theory, or as part of a game theoretical analysis of
international relations. The stability created by a hegemon leads to the
development of a regime. Thus, regimes serve to modify international
anarchy through the creation of multilateral cooperation (Rochester 1986:
800). In the absence of a hegemon, regimes will collapse, and the self-help
system will again be in force. For neoliberals, regimes are a vital part of inter-
national relations. Anarchy at the international level can lead to cooperation
as well as to conflict. Regimes develop out of self-interested cooperation
between states and do not require the existence of a hegemon. Neoliberals
focus on the institutional aspects of regimes such as the perceptions, beliefs,
and values of decision-makers and the national and international bureau-
cratic context of international decision-making, as well as taking into account
the history of international organizations as a natural component of the
modern international system (Viotti and Kauppi 1993: 244).

Three main definitions of the international regime have been proposed,
varying in the degree of explicitness of the rules patterning behavior in a given
issue area (Haggard and Simmons 1987: 493–5). Some equate regimes with
patterned behavior among states, and argue that regularity in behavior is the
result of principles, norms or rules (Haggard and Simmons, 1987: 493).
Krasner, in his definition of the regime, seeks a middle ground between
patterned behavior and explicit commitments. His definition refers to
regimes as “implicit or explicit principles, norms, rules and decision-making
procedures around which actors’ expectations converge in a given area of
international relations” (1983c: 1). Yet others prefer a more restricted
definition of regime which limits regimes to explicit multilateral agreements
between states regulating national actions (Haggard and Simmons 1987:
495). These definitions reflect the diversity within the field of international
organization, ranging from the least formalistic definition of regime as a set of
principles, norms, and rules to a definition of regime based on fully institu-
tionalized interstate agreements.

 The purpose of regime theory has been to explain the possibility of
international governance which takes international relations beyond anarchy
but stops short of supranational government in particular issue areas. It has
been a step towards a more adequate conceptualization of international
organization, but it retains a number of shortcomings. The criticisms of
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regime theory range from charges of faddishness (difficult to sustain after
twenty years), to claims of epistemological impossibility. Susan Strange’s
well-known critique of regime analysis (1982: 479–96) points to the faddish-
ness and imprecision of the concept of regime, as well as identifying more
fundamental problems with the concept which result from the neorealist
approach. First, regime analysis is static, and ignores the changeable nature of
international arrangements behind the institutional facade. The emphasis on
the unchanging and institutional results from the ahistoricity of neorealist
analysis, which fails to recognize the analytic importance of change. Second,
regime analysis is state-centric, in that it is concerned with the prevailing
arrangements among governments, and assumes that the only important
issues are the ones with which governments are concerned. Neorealist analy-
sis in general is predominantly concerned with states as the primary actors in
the international system, assuming the government to be a monolithic whole
whose concerns with power and peace structure the international. Third,
regime analysis is value-biased, in that its assumption that we need more and
better regimes, greater order, and managed interdependence serves to
perpetuate the current international system. Regime analysis ignores, for
example, the demands of developing countries for justice which often
threaten the goal of international order. It might be added that neorealist
theory assumes the prevailing social system to be given, and then charac-
terizes its analysis of that system as objective, fully confident that a scientific
approach results in value-free theory.

Kratochwil and Ruggie carried the critique of regime theory beyond the
limits of Strange’s empiricist methodology (1986: 764–7). They argue that
neorealist positivist epistemology is incongruent with the intersubjective
ontology of regimes. Positivist explanation is not easily applied to cases in
which norms are an important element since they do not effect cause in a
positivist sense and are counterfactually valid. It should be noted that this
problem is found in all applications of neorealist analysis, since much of what
characterizes the international system, social relations for example, cannot be
reduced to empirical facts, although they clearly have an empirical aspect.

Despite the ambiguities to be found in the concept, the international
regime has developed as one of the new orthodoxies in international relations.
“The substantive questions that define the regime-analytical research agenda
. . . still count among the major foci of International Relations scholarship
in both Europe and North America” (Hasenclever, Mayer, and Rittberger
1997: 1). While regime theory attempts to transcend more traditional realist
analyses by seeking explanations for the development of “principles, norms,
rules, and decision-making procedures around which actor expectations
converge” (Krasner 1983c: 1), and by understanding how these regimes help
rational, interest-maximizing, sovereign states cooperate for mutual benefit,
the use of the concepts of interdependence and international regimes results
in the essential maintenance of realist theory even in the light of contem-
porary global conditions. Haggard and Simmons argue that regime theory
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collapsed from a promising early stage to a renewed focus on the state as the
central actor in international relations.

While earlier work on regimes focuses on interdependence, the widening
variety of state goals, and the importance of non-state actors and
international organizations, recent work on regimes and international
cooperation unfortunately reverts to an approach which treats states as
unified, rational actors.

(Haggard and Simmons 1987: 492)

Thus, despite the claims of neoliberals, throughout regime theory there runs
the view of the primacy of the state as the central analytical concept. “The
conceptualization of regimes developed here,” writes Arthur Stein, “is rooted
in the classic characterization of international politics as relations between
sovereign entities dedicated to their own self-preservation” (1982: 300).5

The distinctions between neorealism and neoliberalism in terms of anarchy
and cooperation are evident in regime theory. From the neorealist point of
view, international anarchy may be modified by regimes, as hegemonic
stability leads to the development of regimes. In the absence of the hegemon,
however, regimes collapse, and the international self-help system is again in
force. For neoliberals, regimes are a logical and necessary component of the
international system which arise out of self-interested cooperation between
states. Regimes can develop without the existence of a hegemon, and are a
normal part of international relations. Thus, there are two assumptions about
international organization underpinning regime theory. For neorealists, the
international is fundamentally anarchic, and for neoliberals it is organized
through interstate cooperation. Thus, regime theory, while attempting to
move away from the traditional statist concerns of international relations as
a discipline, serves in the final analysis to reinforce the centrality of the state.
Therefore, regime theory, despite its claim “to explain the possibility, condi-
tions, and consequences of international governance beyond anarchy and
short of supranational government in a given issue area” (Mayer et al. 1993:
392–3) is able to provide only a very limited conception of international
organization, particularly in relation to the contemporary issues of global-
ization and global governance.

In the first place, the whole point of globalization is that those issue areas
which in the past have been assumed to be distinct fields, such as trade,
industrial organization, foreign direct investment, or human rights, and ulti-
mately the political and the economic, are no longer analytically separable,
even if these separations were employed in the past. The view of regimes as
interstate phenomena again ignores a second aspect of globalization: that the
assumed division between the domestic and the international is increasingly
blurred. Third, governance at the global level can no longer be assumed to
be the preserve of solely the international organization or the interstate
regime. The globalization of the firm, which has been characteristic of the
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global political economy since the 1980s, presupposes high levels of inte-
gration in other aspects of the global system. The global integration of
production and the globalization of markets are dependent on developments
such as the integration and globalization of financial markets, the harmoniz-
ation of demand, and the development of worldwide information and com-
munication systems, especially the mass media, satellite telecommunications,
and the internet. This suggests that global organization and governance may
now to some extent be undertaken by private as well as public organizations in
certain issue areas. In addition, international organizations, such as the IMF,
the World Bank, the OECD, the WTO, and the UNDP Programmes for
Partnership between the public and private sectors, play a proactive role in
cooperating with firms in the management of the global system. In these cases,
private organizations are not managing previously unregulated issue areas,
but are drawn by interstate organizations into global governance. The
conceptions used by Stopford and Strange of triangular diplomacy involving
interstate, interfirm and state–firm bargaining (1991: 2); by Dunning of the
triarchy of states, private commercial hierarchies and markets organizing
cross-border relations (1993: 316–28); and by Anderson of regulatory capture
at the international level (1993) begin to point to a more adequate conception
of international organization involving both public and private actors. Fourth,
regimes occupy an ontological space somewhere between formal institutions
and systemic factors (Kratochwil and Ruggie 1986: 760). This means that
regime theory is unable to account for a structural element in global gover-
nance. To return to the problem of globalization again, many constraints on
actors in the global political economy come from the structural level, a level
where relationships condition the responses of actors.

Contemporary theorizing in relation to international organization is thus
beset by several inadequacies. First, it continues to insist on the separation of
issue areas, such as the political and the economic, in an era when this
distinction is no longer appropriate. It also persists in the formal distinction
between the domestic and the international at a point when much policy
making is neither simply one nor the other. The separation of the economic
and political also leads to an inability to theorize relations between the public
and the private in global governance. Finally, the assumptions underpinning
the concept of the international regime are both epistemologically and
methodologically incapable of developing a structural analysis of global
governance. However, this interest in the nature of order at the global level
is not the concern of international relations theorists alone. Alternative
theorizations of international organization may also be found among Marxist
scholars. However, mainstream international relations theorists and Marxist
theorists believe that they differ substantially in their views of the nature of
international relations, so much so that each has almost completely excluded
concepts central to the other from serious consideration (Strange 1970;
Maclean 1988a; Linklater 1990). What they both provide, though, are
attempts to explain the nature of political, social, and/or economic relations at
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the global level. Thus, while neorealists and neoliberals focus on the inter-
actions between national governments, Marxist theorists examine the
international implications of the development of capitalism on a global scale.

The ways in which a number of Marxist theories analyze the question of
international organization will next be examined. The Marxist theories most
frequently referred to in the international relations literature, classical
Marxist theory and dependency and world systems theories, will be examined,
along with the contemporary capital logic approach, which attempts to deal
with some of the difficulties inherent in the first two sets of theories. It will be
argued that while Marxist theories begin to confront the issues of public–
private relations in governance and the concept of a structural aspect to global
governance, the theories examined here fail to develop these concepts
adequately, and also retain the separation of the political and the economic as
well as the distinction between the domestic and the international found in
international relations theory.

In classical Marxist theory, imperialism – the interest on the part of the
industrializing capitalist countries in controlling ever-expanding territories
and the conflicts this created between them – was the basic dynamic of the
international system. The earliest Marxist writings on imperialism attempted
to look at the political implications of capitalism as a global system. For these
theorists, including Marx himself (1979), as well as Luxemburg (1971),
Hilferding (1981), Bukharin (1972), and Lenin (1939), this meant examining
the economic relations between the industrializing capitalist countries, the
relations between the capitalist countries and the colonial countries, and the
problems of the developing colonial countries. In the work of these theorists,
the nature of international organization would be conditioned by economic
relations. For Marx, the conflict between the owners of the means of
production and the subordinate class was the mechanism that determined all
other social relations. Therefore, relations between states in the nineteenth
century would reflect contemporary capitalist relations. In the case of the
European states, international relations were competitive and conflictual.
In the case of relations between European states and the rest of the world,
Marx argues that the forces of capitalism would serve to develop the under-
developed areas. He claims that “the country that is more developed
industrially only shows, to the less developed, the image of its own future”
(1979: 91). He assumes that the spread of capitalism would be progressive in
the long term as it would propel the colonial areas from traditional modes of
production into capitalist modes and then into socialism. It became clear,
however, even by the turn of the twentieth century, that mass industrialization
in the colonies was less likely than Marx had assumed in the middle of the
previous century.

Lenin argues later that the transformation within capitalism from numerous
small and highly competitive companies towards huge international firms
was the hallmark of imperialism. He writes that “if it were necessary to give
the briefest possible definition of imperialism we should have to say that
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imperialism is the monopoly stage of capitalism” (1939: 88). Lenin noted the
essential features of capitalism which encourage states to seek colonial
empires to aid in the development of these large enterprises. By the late
nineteenth century, he argued, the concentration of production and capital
had developed to such a degree that small firms were being crowded out by the
growth of giant monopolistic firms, and free competition was replaced by the
domination of the market by one or more of the firms. The merging of bank
capital with industrial capital created finance capital and a financial oligarchy,
while the export of goods gave way to the export of the newly accumulated
super-abundance of capital. The domestic market was no longer able to satisfy
the requirements of the monopolistic firms because of the desire for more
profitable investments, as well as the need for larger markets and new sources
of raw materials. Such economic interests encouraged the capitalist states to
increase their control over the noncapitalist areas of the globe. “Finance
capital finds it most ‘convenient’ and is able to extract the greatest profit from
a subordination which involves the loss of the political independence of the
subjected countries and peoples” (1939: 81). Thus, from the nineteenth
century until the end of the Second World War, political control by the
capitalist countries over the colonial areas worked in conjunction with
economic forces to allow the accumulation of capital to occur with greater
speed. Thus, the underlying assumption about international organization in
Lenin’s work is that the capitalist European states were competing for control
over the rest of the world.

Much of the criticism leveled at the classical Marxists rests on the basis that
the empirical evidence of the colonial period does not match the importance
placed on colonialism in their theories. Critics of Lenin such as Cain, for
example, argue that his analysis overemphasizes the relationship between
foreign investment and extensions of formal political control, in that the areas
acquired by Britain after 1870 in Africa and Asia were not the markets in
which British surplus capital was invested (1980: 68–9). While Fieldhouse
(1982, 1981, 1973) and Gallagher and Robinson (1961) develop other
theories of imperialism based on strategic interest or on the collapse of
indigenous authority, they fail to take into account the relationships between
capital, expansion, and overseas investment that underlie Lenin’s, as well as
their own, arguments. Huge sums of money were provided by private
investors to finance expansionary forces. Once a colonial territory came under
imperial control, further sums were invested in raw materials extraction and
in goods for trade, with large profits. The new capital was then sent to the
white settler colonies, such as South Africa and Australia, where it could be
most profitably used in relatively capital-intensive industries. Lenin’s analy-
sis, therefore, perceptively emphasizes the relationship between competition,
expansion, and overseas investment, and stands as an attempt to develop a
general and structural theory rather than a set of empirically testable
propositions.

Although the analyses of Marx and other classical Marxist theorists are now
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outdated and seriously misjudged the flexibility of the capitalist system, these
writers were able to identify many of the tendencies which made capitalism
likely to become a global system with profound political and economic impli-
cations for both the industrialized and the developing areas, and many of
these tendencies are highlighted in the contemporary debate about globaliz-
ation. Classical Marxist theory also remains important for its concept of a
structural element in international organization. The capitalist states, which
in classical Marxist theory managed the international system through conflict
and expansion, had their interests determined, at least in part, by the con-
straints of the expanding capitalist system. Modern capitalism, however, has
not developed precisely in the ways which these theorists had expected, thus
forcing a reassessment by Marxist theorists of the implications of the contin-
uing development of the capitalist system for international organization.

The major changes in the global political economy since the Second World
War, especially the breakup of the colonial empires, the growth of multi-
national corporations, and the increasing international presence of the
United States, led in the 1960s and 1970s to a reassessment of the classical
Marxist concept of imperialism.6 It was argued that the direct political control
previously exerted over the developing countries was no longer necessary and
that the economic ties which had developed between the advanced industrial-
ized countries and the developing countries were sufficient to ensure
compliance with the interests of the capitalist states. The primary dynamic
of international organization here shifts from imperialism to dependency.
Despite political independence for the developing countries, however, many
of the economic and financial components of colonialism were kept intact,
and have since become a significant force in the affairs of the developing
countries. Although new national governments had gained control, the
developing countries were still far from achieving the independence they
believed they should have had. These new states found that capitalist domi-
nation is not a problem that can be solved through political independence, nor
through the good will of the capitalist states, such as that seen in documents
advocating redistributive justice in North–South relations, for example the
second Brandt Report (Brandt 1983), or the recent G8 announcement of the
creation of a US$ 1.25 billion global fund to combat Aids and other diseases.
“Imperialism,” Magdoff writes, “is not a matter of choice for a capitalist
society, it is the way of life of such a society” (1969: 26). Changes within the
capitalist system had led to a change in the form of imperialism, rather than an
elimination of the dynamic of imperialism.

The effects of the structure of the international system on the developed
and developing countries is the focus of the work of the dependency theorists,
such as Frank (1971). He uses the concept of dependency to describe the
position of the developing countries, particularly in Latin America, in relation
to the advanced market economies. The developing, or peripheral, countries
are dependent on the advanced industrialized, or centre, states for two
reasons: first, they are linked politically to the centre countries in that the
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ruling classes of the periphery depend on the help of the centre in order to
maintain their position. Second, periphery countries are economically
dependent on the centre. They require imports of capital, capital goods, and
often food. These forms of dependence are among the forces that stifle
development in the poorer countries. For dependency and world systems
theorists, the international is organized according to the constraints of the
capitalist world economy. There are those advanced states located in the core,
and those condemned to underdevelopment in the periphery. The relations of
dependency which keep the periphery states underdeveloped are maintained
by the postcolonial, apparently nonpolitical, terms of international trade.

There are a number of critiques which can be made of dependency theory.
First, uneven development at the international level is assumed by depen-
dency theorists to be a fact, rather than a process to be analyzed. There is no
adequate explanation of the way in which uneven development came about.
Kay points out that dependency is not limited to the developing states: for
example, Canada is an example of a dependent advanced industrialized
economy (1975: 103–5). Thus, dependency theory cannot adequately serve as
an explanation of the origins of underdevelopment. Second, dependency
theorists, especially Frank, tend to collapse all forms of production into
capitalist production in their analyses. Frank rejects the idea of a dual
economy in the developing countries, and stresses that there is no part of
Latin America which has not been affected by the capitalist mode of
production (1971). While it is the case that all of Latin America has been
affected by capitalism, not all production is yet capitalist production.
Although Latin American economies are integrated into the global economy,
traditional forms of production still remain an important part of developing
economies. Third, dependency theory places much emphasis on the economic
process of exchange which has created a pattern of international special-
ization confining developing countries to a state of underdevelopment. While
Frank does emphasize the political aspects of dependence, others, particu-
larly world system theorists such as Wallerstein (1974), focus on economic
relations alone; thus the role of the state is derived from the economy’s
position in the global trade system. As Brenner (1977) points out, this leads to
a significant shift in Marxist analysis, from an emphasis on class relations in
the classical Marxist tradition to a focus on trade relations in the dependency
and world systems approaches. Thus dependency and world systems theories
introduce the concept of an element of private power in global governance in
their emphasis on economic relations of dependency which are reinforced by
international trade carried on by multinational corporations. The concept of
relations of dependency also begins to develop, although inadequately, a
structural element within the concept of global governance.

Dependency and world systems theorists, among others, argue that, in the
postwar era, transnational actors, such as multinational corporations and
intergovernmental economic organizations, play a crucial role in maintaining
relationships of inequality between industrialized nations and developing
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countries. The focus on international trade found in dependency and world
systems theories allows an analysis of the role of multinational corporations
and intergovernmental economic organizations, such as the IMF, the World
Bank and the WTO, in global governance. A similar concern with the role of
multinationals can be seen in classical Marxist theory in Lenin’s analysis of the
rise of finance capital and monopolistic firms (1939). Thus, according to
Marxist theory, in the postwar era the direct political control that had been
required for the maintenance of the colonial system was no longer necessary.
Magdoff argues that:

Colonialism, considered as the direct application of military and political
force, was essential to reshape the social and economic institutions of
many of the dependent countries to the needs of the metropolitan
centers. Once this reshaping had been accomplished, economic forces –
the international price, marketing, and financial systems – were by them-
selves sufficient to perpetuate and indeed intensify the relationship of
dominance and exploitation between mother country and colony. In these
circumstances, the colony could be granted formal political indepen-
dence without changing anything essential, and without interfering too
seriously with the interests which had originally led to the conquest of the
colony.

(1978: 139, emphasis added)

Thus, in the postcolonial era, the focus of Marxist theorizing on international
organization was directed to the power of economic institutions, particularly
multinational corporations. One result of this focus on the power of
multinationals was the development of a reified view of imperialism based on
the analytic separation of the economic and the political. The ideological
separation of the spheres of the economic and the political found in main-
stream international relations theories can be found here in Marxist theory as
well. Theories of postwar imperialism have accepted the appearance of the
demise of formal political control and the growth of the economic strength of
multinationals as the explanation for the relations of dependency which exist
between the advanced industrialized economies and the less-developed
countries today, rather than attempting to analyze those elements which
sustain the relationships between the two areas. They therefore came to the
conclusion that the capitalist state no longer plays a significant role in
maintaining such relations.

As the capitalist state was no longer assumed to play a central role in
enforcing relations of domination and subordination between industrialized
and developing countries, there occurred an analytical shift in the position of
the state from the position of primacy it found in international organization in
mainstream international relations and in classical Marxist theories to a
position in the margins of dependency theory. In the work of some Marxist
writers, this led to the assumption that the interests of the state and capital
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were at odds with one another, in both the developed and the developing
world. Hymer, for example, argues that “in the international struggle, states
and multinational corporations were competing for spheres of influence”
(1979: 26) and that “wars are no longer in the capitalist interest” (1979: 25)
because the rise of an internationalized capital market has led to the creation
of an international capitalist class with a material base for its international
consciousness. What is developing, it was argued in 1975, is a “territorial non-
coincidence” (Murray 1975: 108) between the capitalist state and the
multinational corporation. Though this phrase is often used now in the debate
over globalization, this issue was just beginning to be discussed in the 1970s.

The recognition of the territorial noncoincidence of the state and multi-
nationals and the implied differing of their interests led Marxist writers to
speculate on the growing strength or weakness of the capitalist state. Murray
argues that the needs of the multinational corporation for services and public
functions weakens the national state because, with the growing international-
ization of capital, these services and functions are increasingly being provided
by private corporations and intergovernmental organizations (1975: 128–32).
Warren (1975), however, finds a central paradox in Murray’s thesis, that
increasing international interdependence, while creating greater uncertainly
and new problems of economic control, forces states to become more active in
their domestic economies and in external economic relations. Warren thus
concludes that the state has grown stronger in the era of the multinational
corporation. Thus, Hymer, Murray, and Warren assume that the capitalist
state and multinational corporations have independent spheres of interest
and influence, and are competing for dominance over economic policy.
Moreover, they equate governance at both the domestic and international
levels with the national state, resulting in an “international-blind” analysis
(Maclean 1988a: 7–8).

The question of governance at the international level is discussed more
adequately in the state derivation debate (Holloway and Picciotto 1978;
Clarke 1991). The capital logic approach argues that the national state has
developed as an autonomous form as the result of the logic of competing
capitals. The anarchic nature of capital is a necessary condition for the
existence of a separate entity (i.e. the state) to ensure the general interest of
capital and to legitimize the system (Pitelis 1991: 136). Holloway suggests that
the significance of the capital logic argument is its focus on the state as a
particular form of social relations, “as a moment of the totality of the social
relations of capitalist society” (Holloway 1994: 27). Thus, the relationship
between the national state and capital is more complex than assumed by
Hymer, Murray, and Warren, since not everything that the state does will be
in the best interest of capital, nor is it assumed that there is a single capitalist
interest. The state derivation debate7 encouraged a move from a focus only on
capital and the national state to an assessment of the implications of the
internationalization of capital for international organization. Picciotto and
Pitelis, for example, argue that the increasing internationalization of capital
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generates pressures for the development of international institutions to
coordinate the functions necessary to facilitate the operation of transnational
corporations. The territorial national state is not being eclipsed, but its role is
being complemented by “forms of international state which have developed
as part of the internationalisation of capital” (Picciotto 1991: 59).

 While the extension of the state and capital debate to the international
level is a significant contribution to radical political economy, the focus of the
capital logic approach on state forms leads to an identification of governance
at the global level with international or supranational organizations. Picciotto
does mention less formal bodies such as networks of officials and business-
persons, but these are institutionalized also, through groups such as the
International Chamber of Commerce (1991: 53). Moreover, capital is under-
stood to be in opposition analytically to the state. For example, although
Pitelis develops the concepts of rivalry and collusion to analyze the relations
between capital and the state (1991), the underlying assumption is that
competing (itself a questionable assumption) capitals have given rise to an
autonomous state form. This analytical separation of the state and capital
reproduces the separation of the political and the economic. Further, the
capital logic argument appears to be a restatement of the neofunctionalist
view8 that transnational economic linkages create forces leading to integra-
tion and the development of supranational political institutions to efficiently
coordinate transnational activities. While the capital logic analysis of the
internationalization of capital and the state implicitly adopts the neo-
functionalist concept of spillover in the integration process, it does, however,
lose some of the subtlety of neofunctionalist analysis. For the capital logic
approach, the internationalization of capital generates pressures for the
internationalization of state functions. This implies that spillovers occur only
from the economic sphere to the political sphere. One of the virtues of
neofunctionalism is that spillover flows from economic relations to social as
well as political relations (Tranholm-Mikkelsen 1991: 4). In addition, for the
capital logic approach the process of spillover is unilinearly causal, moving
from the economic to the political. More sophisticated forms of neofunc-
tionalism argue that the causality in spillover may be reciprocal, with spillover
flowing from the economic to the political and social, as well as being
cultivated from the top down by central institutions (Tranholm-Mikkelsen
1991: 6). Finally, the two differ in the complexity of their understanding of the
factors generating spillovers. The capital logic approach argues that spillover
forces are generated by the abstract categories of capital or competing
capitals, obscuring the elements which make up these capitals. The neo-
functionalists attempt to take a more in-depth look at the makeup of the
sectors generating spillover forces, and while lacking a structural analysis, are
able to account for the components of the sectors by examining economic,
social, and political interest groups.

In conclusion, the capital logic approach develops a more internationally
conscious understanding of international organization, but in a largely
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state-centric, formal institutional context. Unfortunately, however, the capital
logic approach loses the focus found in classical Marxist, dependency and
world systems theories on public and private aspects of governance, and on
structural elements of international organization. Therefore, much of the
work of Marxist theorists, like that of international relations theorists,
provides only a limited concept of international organization, particularly in
relation to post-Cold-War conditions of global governance. These theories all
suffer from the same limitations: the separation of issue areas, especially the
economic and the political; the assumed distinction between the domestic and
the international; inadequate recognition of private as well as public elements
in governance; and the need to adequately account for a structural element in
the concept of global governance. Chapter 2 will examine a range of theories
that begin to provide ways of understanding international organization in the
contemporary global political economy by overcoming the separation of issue
areas in theories of global governance as well as introducing a structural
element to the analysis.



2 Reconstructing a theory of
international organization

So far it has been argued that both the field of international organization and
some Marxist theories of international relations are unable adequately to
theorize the dynamics of global governance. This is because these theories
analytically separate issue areas, such as the political and the economic.
They also ignore the increasing indistinction between the domestic and the
international and do not succeed in theorizing the increasing importance of
public–private relations in global governance. Finally, they fail to provide
an adequate structural analysis of global governance. In order to overcome
these difficulties, it is necessary to reconstruct a theory of international
organization which is able to, first, integrate the political and the economic
theoretically, and therefore provide a better understanding of public–private
relations in global governance. This theory must also integrate the domestic
and the international theoretically to better understand their reciprocal
causal relationship with respect to global governance; and it must develop
epistemological and methodological foundations for a structural analysis of
global governance.

This chapter will begin this process of theoretical recovery by addressing
some of the ways in which theories of international organization may more
adequately account for the impact of globalization on global governance. The
sections that follow will begin the reconstruction of a theory of international
organization. The first section explores the reasons for the failure to under-
stand the complexity of the relations between the political and the economic,
in this case between national states and firms, and claims that their historical
and reciprocal relations must be more adequately theorized. The second
section develops the idea that both the public and the private have roles to
play in global governance, and explores theories that attempt to address the
interrelation between the two in international organization. The third section
argues that the distinction between the domestic and the international can no
longer be maintained in the face of globalization, and that policy analyses
need to go beyond game theory to understand the reciprocal relations
between the domestic and the international. The fourth section suggests that
critical theory provides a concept of structure as constraint, a normative
content to explanation, and an epistemological and methodological basis for
reconstructing a structural theory of international organization.
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In later chapters, these theoretical ideas concerning the nature of inter-
national organization will be explored in the context of the establishment of
free trade zones around the world. Here, the investigation will demonstrate
that the regulation in part determining the establishment of free trade zones
may be seen as part of international organization in the sense of a developing
global governance. Chapters 4–6 will undertake a concrete analysis of an
instance of international organization, that is, the international regulation
which helps structure the establishment of free trade zones, such as export
processing zones, enterprise zones, and special economic zones, in a variety of
states undergoing economic liberalization. The analysis will attempt to
develop a theory of international organization which is able to take into
account the problems with contemporary theories of international organiza-
tion, and which can therefore more adequately explain the development of
free trade zones. The relations between the political and the economic and the
implications for public and private relations in global governance, as well as
the relations between the domestic and the international and structural
aspects of global governance will be examined through an analysis of the
regulations which in part structure free trade zones at both the national and
global levels.

SECTION 1: INTEGRATING THE POLITICAL AND THE
ECONOMIC

It has been argued that theories of international organization reflect the
empirical separation of the political and the economic. In this context, such
theories include orthodox international relations theories but are not limited
only to those. Political realists and neorealists, of course, emphasize the
separation of the “spheres” of the economic and the political, and focus their
analysis on the realm of the political. The pluralist neoliberal institutionalists
acknowledge an empirical relation between the economic and the political,
but insist on their fundamental analytical separation, suggesting that the
world is made up of separate but overlapping functional interstate systems.
These systems include, for example, international regimes, thus reinforcing
the central concerns of the political realist approach. Some Marxian theories
of international organization, for example classical theories of imperialism,
dependency and world systems theories, assume a connection between the
economic and the political, but argue for the primacy of economic relations of
production and trade, respectively. The more contemporary capital logic
approach claims that the autonomous state exists in fundamental opposition
to competing capitals.

In these theories of international organization, as in modern society
generally, the apparent empirical separation between the economic and the
political forms the basis of an analytical separation that obscures the inter-
nally necessary connections between these two aspects of social relations.
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Therefore, most theories of international organization fail to fully con-
ceptualize the relationship between the economic and the political,
particularly between the forms of the multinational corporation and the
national state and the dynamics of the interrelations between the two, in their
assessments of the nature of global governance. As a result of this separation
of the political and the economic, often with analytical emphasis on only one
aspect, these theories are unable to account adequately for the nature of
international organization in the sense that they largely ignore the insepar-
able, although not necessarily identical, interests of capital and the national
state. That is, although global capital and the national state are institutionally
and empirically discrete, they are inseparable in terms of both an explanation
of the development of each and an understanding of their causal status in
relation to the development of international organization. This section will
examine the reasons for the failure to understand the relations between the
economic (capital) and the political (the national state), particularly the
reification of these categories in contemporary social science, and the conse-
quent failure to theorize, first, the reciprocal relationship between multi-
national corporations and the national state and, second, the long historical
relationship between the two.

The primary reason for the inability of theory adequately to account for the
relations between the political and the economic is the assumption of the
inevitability of their separation. Wood, in a discussion of the separation of the
economic and the political in the capitalist system, argues that the nature of
contemporary science reflects the empirical distinction between the economic
and the political (1981). Moreover, this analytic reification is found in both
orthodox non-Marxian and Marxian analyses. She notes that Marxists generally
adopt modes of analysis which treat the economic base and the socio-political
superstructure as separated spheres, as a result of, but also thus perpetuating,
orthodox non-Marxian ideology. This is due in part to the hegemony of the
concepts of orthodox non-Marxian analysis. The separation of the economic
and the political is assumed to be given – an immutable part of world history.

This, then, is the basis of orthodox non-Marxian science: that the particular
experiences of the capitalist system are generalized into universal laws (Wood
1981: 73). Thus, the fact that in the capitalist system the market separates
economic decisions from political ones is generalized into an ahistorical
distinction between the spheres of the economic and the political. The
division of labor within the capitalist mode of production is also applied to
science, and the study of the various aspects of society each form a separate
discipline. Through this process, science loses its vision of the whole, and its
own reality now lies outside its grasp (Lukacs 1971). The substantive
appearances of separated economic and political institutions (markets, banks,
and firms on the one hand, and executives, legislatures, judiciaries, and
bureaucracies on the other) have evolved into a permanent theoretical
division, and other fields such as sociology, anthropology, biology, and physics
have developed separate areas of research as well. The understanding of the



22 A theory of international organization

whole has been lost because each discipline examines society from a different
perspective. Wood argues that what is needed for an adequate understanding
of the capitalist system is not the reproduction but rather the critical
elaboration of Smithian categories (Wood 1981: 68–9). So it is at the theor-
etical level, the level of explanation, that the reconciliation of the political and
the economic, as well as the other disciplines, must occur.

It may be argued that, as a result of the separation of the economic and
the political in theories of international organization, these analyses fail to
theorize fully the relationship between the national state and the multi-
national corporation, including, now, the global firm (Dunning 1993; Dicken
1992) and the “virtual” firm (Peters 1995). The analytical separation of the
economic and the political means that the reciprocal and historical relations
between the two are overlooked. These theories are therefore unable to
explain certain outcomes in international relations, especially those requiring
extensive cooperation and coordination between national states and firms
in order to generate important aspects of the global political economy, for
example, phenomena such as free trade zones. Moreover, if the interrelations
between the two are not fully understood, then their causal roles in the
development of governance at the global level also cannot be adequately
explained. In order to re-theorize contemporary relations between the
national state and the firm in the global political economy, it is necessary to
look briefly at the dynamics of public–private relations and the historical
development of relations between the national state and the firm.

First, the complexity of the relations between national states and firms is
not fully appreciated. In analyses of international organization, the relations
between the two are generally assumed to be either conflictual or cooperative.
On the one hand, because multinational corporations are thought of as being
a part of the “economic sphere” and the national state is thought of as the
“political sphere,” their interests are considered to be in principle completely
distinct. The concept of the territorial noncoincidence of the firm and the
national state further enhances this view. Multinationals are thought to be
concerned with the maximization of profit and the further globalization of
investment and production, while states are preoccupied with national
security and their national economies as well as with their relations with other
states and with international organizations such as the United Nations. This
theoretical opposition between the interests of multinationals and the
national state often appears to be substantiated by empirical experience. For
example, the decision taken by the Australian swimwear manufacturer
Speedo to move all Australian production to China has outraged Australian
government officials, the Australian Professional Lifeguard Association, the
Textile, Clothing, and Footwear Union, and the Australian public (Marks
2001). The fact that there are often empirical tensions between multinationals
and the national state is in part what makes it such a compelling argument. As
a result of these theoretically separated interests, the relationship between
the two is assumed to be one of rivalry.



A theory of international organization 23

On the other hand, however, it also appears at times that the interests of
multinationals and a state or states coincide. In the case of some coincidences,
such as the creation of more jobs, this is seen as the product of careful policy
coordination. In the case of other types of coincidences, such as intervention
in the affairs of another state, the coincidence of interests is regarded as an
example of the manipulation of the national state by a corporation in its own
interests. The intervention by the US government in Chilean politics after the
election of Salvador Allende in 1970 is often assumed to be an example of
corporate control of US foreign policy (Sampson 1973). To the extent that
their interests are assumed to be the same, the national state and multi-
national corporations are thought to be colluding.

Thus, empirical evidence suggests that the complexity of state–firm rela-
tions needs to be further explored. The interests of national states and firms
are not always conflictual, nor are they simply identical. This is one area in
which the concept of complex interdependence (Keohane and Nye 1977) used
in international relations theory falls short, and the post-Keynesian
conception of rivalry and collusion (Pitelis 1991: 142–6) points to a way of
understanding relations between national states and firms. Therefore, in this
analysis, the causal role which both national states and firms play in the
development of international regulation pertaining to free trade zones will be
explored. If it can be established that both national states and firms play an
important role in the development of international regulation, this then
suggests that the nature of international organization is more complex than
assumed in many analyses.

Second, the contemporary field of international political economy focuses
on economic and political relations in the postwar era and often excludes
consideration of the historical development of relations between the multi-
national corporation and the national state. Such analyses claim that the
growth of the multinational corporation since 1945 marks the beginning of a
new era of international economic relations. It is argued that an increasing
number of international, transnational, and global economic actors have
emerged, and have changed power relations in the global political economy.
The literature of international political economy suggests that the forces of
economic globalization now supersede national political institutions, and in
contrast to the new level of global economic activity, the power of the national
state is seen to be declining. This view of the declining power of the state has a
relatively long history in orthodox international political economy. Thirty
years ago, Vernon argued that the transnational activities of multinational
corporations seem “to threaten the concept of the nation as an integral unit”
(1971: 15). More recent analyses of the problems created by the globalization
of corporations argue that “governments are being pushed aside as the
world’s largest corporations jostle for power, influence, and market share”
(Marshall 1995). Governments “have lost or abandoned control of” power
over many issues (Dowden 1995), and global corporations are stepping in to
fill the vacuum.1 Therefore, Held et al. conclude that “the Westphalian regime
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of state sovereignty and autonomy is undergoing a significant alteration as it
becomes qualified in fundamental ways” (1999: 444).

The concept of the declining power of the national state fails to take into
account the historic and changing nature of both the multinational corpor-
ation and the state as well as the relations between the two. Neither the
development of the modern state nor the modern multinational corporation
can be explained without reference to the development of the other. Activities
such as large-scale international trade, which began as early as the fifteenth
century with the growth of the great merchant houses in Italy, Spain, and
Germany, and the chartered trading companies such as the East India
Company and later the Hudson Bay Company, were among the preconditions
for the development of international capital. Even at this time, vast fortunes
were being accumulated by European merchants involved in trade with Asia
and the Americas, and were loaned internationally to fund the domestic and
foreign expenses of the European monarchies.2

On one level, the reciprocity between the interests of the national state and
capital generated state support for the accumulation of capital by private
firms, and with increasing wealth industrializing European states grew more
powerful. International expansion and interaction increased as firms sought
new markets, new territorial areas for investment, and secure sources of raw
materials. The national state, furthermore, has often sought to safeguard such
interests. Merchant trading houses and joint stock companies were among the
early private organizations interested in overseas expansion. But these groups
were interested in foreign trade rather than foreign production (Dicken 1992:
12), and it was not until the 1850s that there began to emerge firms producing
outside the home country, with Colt, an American firm, opening a revolver
factory in Britain in 1852 (Stopford and Strange 1991: 13). This marked the
beginning of foreign direct investment.

By 1914, the US, Britain, and the other European countries had firms
with substantial overseas manufacturing activity. In the post-1945 era,
multinational and then global corporations increasingly internationalized
investment and globalized production so that, by the mid-1980s, the volume of
international production exceeded the volume of international trade (Stop-
ford and Strange 1991: 14). The increasing complexity of the international
division of labor is an integral part of the growth of trade. Throughout history,
products which were made or found only in certain areas were exchanged for
specialties from other areas. Recent developments in industrial technology,
transportation, and communication, however, have facilitated the growth of a
new international division of labor based not only on comparative advantages
in production inputs, but also on the relative degree of militancy of union-
ization in national labor markets. Economies of scale in production create
further sources of competitiveness for industries or national economies.
Although the institutional forms of capital have changed dramatically over
time, the development of capital with the support of the national state, which
was necessary for the internationalization and globalization of capital, has
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been underway for several centuries. The crucial point is that the national
state and economic organizations have always had close reciprocal relations,
and although the form of post-1945 changes are important, it is inaccurate to
argue that it is only since the Second World War that private business
organizations have emerged on to the international scene.

In conclusion, it is argued here that the nature of the political and the
economic, particularly the national state and the multinational corporation,
are quite different from that postulated in most analyses. Their natures
cannot be understood except through their historical and reciprocal relations,
thus giving them causal status in respect of one another. These theoretical
claims concerning the relations between the economic and the political will be
explored later in the context of the establishment of free trade zones through-
out the industrialized and developing world. By examining the contributions
of “political” forms, such as individual national governments and inter-
national organizations, and globalized “economic” forms, such as market
structures and private enterprises, to the development of such zones, this
analysis attempts to demonstrate that these political and economic forms are
reciprocally related in the generation of regulation in part structuring free
trade zones. The intention is to demonstrate this through the establishment of
the existence of a set of explicit and implicit international regulations
constituted from elements of the juridical, the political, the economic, and the
structural which condition the development of free trade zones. If the exist-
ence of such international regulation can be established, the investigation will
then have shown that the political and the economic have causal status with
respect to each other and, also, that both maintain causal status with respect
to international organization.

SECTION 2: RECONSIDERING THE STATUS OF THE PUBLIC
AND THE PRIVATE IN GLOBAL GOVERNANCE

The previous section has argued that the categories of the political and the
economic must be integrated analytically in order to understand their causal
roles vis-à-vis one another. This section will take that argument forward to
suggest that this high degree of interdependence means that, in the contem-
porary global political economy, their roles may include having causal power
in respect of the development of global governance. If the political and the
economic are shown to maintain causal status with respect to the nature of
international organization, this then suggests that global governance may be
the result of complex relations between the public and the private. It may be
argued that the underlying assumptions concerning global governance noted
earlier, such as the realist conception of anarchy in the international system,
the neoliberal use of the concept of regimes, and Marxist ideas about class and
trade relations, all fail to theorize this complexity. The concept of inter-
national organization may be further reconstructed by examining both
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business studies literature3 and the neo-Gramscian perspective in inter-
national political economy4 which suggest ways of taking into account the role
of the national state, the private firm, and international organizations in the
development of global governance.

The process of globalization has re-opened and broadened the debate over
the relationship between the firm and the state, and the nature of
international organization within the field of business studies. Costello et al.
(1989) argue that there are four aspects to the globalization of economic
relations: the increase in trade and the resulting interdependence between
states; the increase in the speed of the flow of capital in financial markets as a
result of the internationalization and computerization of these markets; the
growth of globally-integrated production processes, global markets, and
the global division of labor;5 and the growth of foreign direct investment,
particularly among the advanced industrialized economies. The globalization
of the firm is assumed to be central to the broader process of globalization.
The globalization of the firm, both Dicken and Dunning argue, implies not
simultaneous production in different markets, but a form of organization
relying on the decrease in the costs of cross-border operations and the
liberalization of markets (Dunning 1992: 96) which is based on “a degree of
functional integration between internationally dispersed economic activities”
(Dicken 1992: 1). Goods may be produced and assembled in a number of
factories around the world before being sold in any market. These worldwide
movements of components and finished products require a high degree of
management at the global level. In the context of globalization, Dicken
argues, the state may be becoming more important, not less, as many have
suggested. Firms may rely on states to help manage the global economy and,
moreover, through trade and industry policies states may enhance the
competitive advantage of home firms (1992: 149).

The role of the national state in the management of the globalization
process is assumed to be important, but remains generally undertheorized.
Dunning (1992: 88) argues that “the political economy of MNEs, or MNE
activity, has [only] been studied from the viewpoint of a particular issue or set
of issues,” rather than as a more general concern. Graham (1992), for
example, attempts to formalize the relations between multinationals and
governments in the case of national policies with respect to inward foreign
direct investment, but does not extend his focus beyond this issue. It is in the
work of Stopford and Strange and Dunning that a more adequate concept of
the relationship between the firm and the state in the management of
globalization is found. Stopford and Strange characterize the relations
between the state and the firm as one element of “triangular diplomacy”
(1991: 2). The global political economy is dominated by bargaining between
states, between firms, and between states and firms. Stopford and Strange
(1991: 29) argue that in order to compete successfully in the global political
economy, states and firms must form partnerships, the equivalent in business
studies literature of corporatism, or more recently, the “Japanization” of
business (Beechler and Yang 1994).
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The “regulatory capture” literature6 suggests that this relationship between
firm and state is not an equal partnership. Increasingly, power in the
relationship is shifting to the firm. It is argued that firms are coming to
dominate the policy-making processes of national governments and that the
choice of government policies is partly a function of the resources allocated by
businesses to their pressure groups. Amelung (1989), Mueller (1989), and
Murphy et al. (1991) demonstrate the ways in which public policy, regulations,
and even the regulatory and legislative bodies in developing countries may
become hostage to the rent-seeking activities of lobbyists. Goldenberg et al.
(1986) illustrate how special interest groups in the United States attempt
to manipulate the outcomes of elections in order to influence legislation.
Magelby and Nelson (1990) provide similar examples of the impact of spend-
ing by special interest groups in the US on the composition of the Congress
and the policy option menu. These analyses of state–firm interrelations and
regulatory capture, however, remain limited in their conception of the
national state as an isolated, atomistic unit.

Casson shifts the analysis of the role of the state from the national level to
the international level in assessing the process of globalization. He argues
that the increasingly important role of foreign direct investment leads to
competition between states for investment, and thus to an international
market for the services provided by the national state (Casson 1987: 257).
However, it is Stopford and Strange, as well as Dunning, who are most able to
appreciate the implications of the process of globalization for international
organization. Both argue that international organization is no longer (if it
ever was), undertaken solely by national states and international political
organizations. Stopford and Strange suggest that globalization requires the
development of strong international organizations which can affect the
balance in triangular diplomacy (1991: 29), and leads to international
management by technocracy rather than by state power (1991: 22). Dunning
argues that the globalization of markets requires organizing mechanisms to
enable cross-border production and international trade. In the contemporary
global political economy, there is a triarchy of organizing mechanisms:
governments, private commercial hierarchies (essentially, firms), and
markets. All three can influence the structure of resource allocation, and
operate in conjunction to provide collective governance for the global system
(1993: 316–28).

Both analyses are useful as starting points for a reconstructed theory of
international organization in which both public and private organizations play
a role. The Stopford and Strange concept of triangular diplomacy is important
in that it recognizes the reciprocal relations between states and firms in the
international system, and makes a brief, but unfortunately not entirely
coherent, attempt to speculate on the roles of both in the organization of the
global system. The Dunning notion of triarchy overcomes some of the
limitations of the Stopford and Strange framework by explicitly recognizing
the roles of states and firms in the organization of the global system. Dunning
also includes markets in his triarchy of organizing mechanisms, shifting the
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concept of organization away from the Stopford and Strange focus on actors
and behavior, and arguing implicitly for a structural component in inter-
national organization.

The neo-Gramscian perspective in international political economy7 further
broadens the understanding of the complex relationship between the public
and the private in the development of global governance. Taking a historical
materialist approach, the neo-Gramscians examine the issue of global gover-
nance, not just in the postwar era, but in a variety of periods with different
forms of state and world orders (Cox 1987). It is in the context of the past, the
present, and the future that the reconstruction of historical materialist theory
must consider questions of epistemology, ontology, and methodology (Gill
1993b: 1). The separation of the economic and the political, as well as the
focus on the post-1945 period found in liberal international political economy
and business studies is challenged explicitly by the neo-Gramscians. In neo-
Gramscian theorization, the contemporary form of globalization is part of a
longer-term movement encompassing historically specific social relations
at both the national and global levels. The territorial noncoincidence of
the national state and the multinational corporation is but one aspect of the
movement towards a liberal international/global order. In this order, the
contemporary global political economy is organized by a hegemonic historical
structure.

It is the concept of hegemony which links the public and the private in
global governance in the neo-Gramscian perspective. The Gramscian concept
of hegemony is discussed in greater detail in Chapter 3; however, the neo-
Gramscian approach attempts to reconstruct the concept to theorize global
governance. The concept of international hegemony, as used by Cox, refers to

a structure of dominance, leaving open the question of whether the domi-
nant power is a state, or a group of states, or some combination of state
and private power, which is sustained by broadly-based consent through
acceptance of an ideology and of institutions consistent with this structure.

(Cox 1981: 153, fn. 27)

According to Cox, a system of international hegemony is not necessarily one
in which a single state, such as the United States, predominates through sheer
material power. Rather, it is one in which institutions and ideologies appear to
be universal in form, giving some satisfaction to all without undermining the
leadership and vital interests of the dominant state(s) and classes (Cox 1983:
168–72). While this formulation by Cox is important as an extension of
Gramsci’s concept of hegemony to international relations, his earliest con-
crete development of the concept (1981: 140–1) was not entirely consistent.
Although he was able to theorize a relatively powerful version of international
hegemony, in practice Cox uses hegemony to describe a world order in which
one state dominates the others, not solely through military strength, but also
in economic and social aspects. His two examples of hegemonic periods are
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1845–75, when there existed a world economy with Britain at its center, and
1945–65, when the United States founded a new hegemonic world order
similar to that dominated previously by Britain (Cox 1983: 170–1). In Cox’s
earlier conceptions of international hegemony, the state remains the critical
actor in the international system and hegemony is conceived as an extra-
national extension of state power rather than a way of extending the notion of
the state to its underpinnings in international civil society.8

Later work by Cox (1987) outlines the basis of hegemony more clearly
through the further development of the concept of the historical structure.
Historical structures provide a framework for action, and their components
both constitute the structure and interact within it. There are three categories
of forces which interact within a structure: material capabilities, ideas, and
institutions. The institutions within the structure are intersubjectively
constituted entities which may include the state as well as other institutions.
These forces constitute a prevailing ontology which imposes pressures and
constraints on human beings. Structures may be either hegemonic – a frame-
work which operates through consent – or nonhegemonic – a framework
which operates through explicit domination (Sinclair 1996: 8–11). The con-
temporary global political economy is characterized by a hegemonic historical
structure which has national states, multinational corporations, and inter-
national organizations among its intersubjective entities. These institutions,
then, are among the forces making up the historical structure which imposes
order through pressures and constraints.

The neo-Gramscian perspective provides a very useful theorization of the
complex relationship between the public and the private in the development
of global governance. Public institutions, such as the national state, and private
institutions, such as the multinational corporation, as well as international
organizations, are understood to be not natural facts, but socially constructed
phenomena which in their interactions causally contribute to the develop-
ment of a historical structure which governs the global political economy. The
hegemonic nature of the contemporary historical structure implies that the
ideas and norms established within society are generally accepted as legiti-
mate and provide governance through consent rather than force.

In conclusion, it is argued here that the relationship between the public and
the private in the development of global governance is more complex than
is generally recognized in theories of international organization. Recent
business studies literature has examined the sometimes asymmetrical
relations between public and private bodies in the development of governing
mechanisms in contemporary conditions of globalization. Dunning has also
pointed out that the market also plays a significant role in international
organization. The neo-Gramscian perspective argues that public and private
organizations are intersubjective entities whose interactions in part make up
the structures of global order. These conceptualizations suggest a more
adequate understanding of the complex relationship between the public and
the private in global governance. These ideas will be further examined in the



30 A theory of international organization

context of the establishment of free trade zones in a variety of countries
around the world. By assessing the relationships between public and private
institutions in the development of national- and international/global-level
regulation structuring the establishment of such zones, their causal power in
respect of the development of global government will be established.

SECTION 3: INTEGRATING THE DOMESTIC AND THE
INTERNATIONAL

It has also been argued that theories of international organization reflect an
assumed separation between the domestic and the international. This is
particularly seen in international relations in the distinction between public
policy and foreign policy, but is also found in the internationally blind quality
of some Marxist theories of the state. In order to reconstruct a more adequate
theory of international organization, the relationship between both domestic
and international policies structuring the development of free trade zones will
be examined. As part of the development of a concept of international regu-
lation relating to free trade zones, later chapters will consider the national
policies that contribute to the establishment of export processing zones,
enterprise zones, and special economic zones. Export processing zones in
South Korea, enterprise zones in Britain, and special economic zones in China
have been chosen as examples representing a single solution used by a variety
of governments to the problems of lagging competitiveness in the global
political economy. It is suggested that free trade zone policies have been a way
for governments to respond to both domestic and international pressures, and
that national free trade zone policies contribute to international and/or global
regulation establishing free trade zones worldwide.

By examining national policies governing free trade zones and relating
these policies to international regulation, this analysis attempts to engage in
two cross-cutting ways with the debate in the field of international relations
over the relationship between the domestic and the international. This section
will examine these two aspects of the debate: the argument that globalization
blurs the distinction between domestic and foreign policy, and the debate over
the source of explanations for decisions made by national governments. First,
national government policy has traditionally been considered to be either
domestic, that is, directed internally, or foreign, that is, directed externally. In
an interdependent and increasingly globalized world, when increases in
interest rates in Germany and the USA result in a recession in the housing
market in Britain, the distinction between domestic and foreign policy has
become less clear-cut. While free trade zone policies are designed to
encourage national economic development, they also have important conse-
quences for the structure of the global political economy, for interstate
relations, and for national economic policy in other states.

Second, in foreign policy literature, the explanations of decision-making
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have traditionally privileged either the international system or the domestic
political system as the determinant of foreign policy choices (Gourevitch
1978). As is increasingly recognized in foreign policy literature, both the
international system and the domestic political system have an effect on policy
choices. The establishment of free trade zones has depended on both the
condition of the contemporary global political economy and the nature of
domestic political systems. Gourevitch argues that the traditional distinction
between international relations and domestic politics is no longer valid, and
international and domestic politics should be examined as a whole (1978:
881), for, as J. Rosenau (1989: 5) points out, “the breakdown of the old inter-
state system is necessitating reformulation of [the ways in which] domestic
and international processes sustain each other.”

If, as Gourevitch suggests, the traditional distinction between the domestic
and the international no longer holds, if it ever did, what alternative explan-
ations are there for government policy decisions? The difficulty is, as J.
Rosenau notes, that there is a “persistent scarcity of theorising addressed to
the interaction of domestic and international politics” (1989: 5). The foreign
policy literature, however, suggests modified realism, two-level games, and
the three-and-three approach as more complete analyses of policy making.
Each of these approaches argues that neither an explanation located at the
level of the international system nor at the level of domestic politics alone is
adequate to explain policy making.

The modified realist position holds that domestic political processes can be
incorporated into structural realism (Kapstein 1995). Snyder (1991) argues
that the incorporation of domestic political factors such as competing interest
groups can help to explain foreign policy decisions that cannot be explained
by balance of power theories and/or rational choice alone. The selections in
Rosecrance and Stein (1993) suggest that in addition to domestic political
groupings, factors such as beliefs, constitutions, economic conditions, and
ideas are also able to shape national security policy. Garrett and Lange (1995)
argue that little attention has been paid to the relations between preference
changes in domestic actors and policy outcomes, as a result of a failure to take
account of the role of institutions. They focus on bureaucratic politics in order
to explain the mediating role of institutions between raw preferences and
government behavior. The modified realist argument, then, claims the
analysis of domestic political factors can enhance the parsimony of structural
realism. One of the greatest limitations of the modified structural realist
approach is the unidirectional conception of causality. While both the
international system and domestic forces are analyzed in terms of their impact
on policy making, there is little, if any, attempt to examine the impact that the
policies then have on either the international or the domestic political
systems. Game theoretical treatments of policy making attempt to overcome
this limitation. Both two-level games and the three-and-three approach try to
reflect the concept of a reciprocal relationship between the international
system and the domestic political system.
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The two-level game theoretical approach attempts to model in a simple and
nonformalized fashion the interrelations between domestic- and international-
level variables. Knopf argues that “explaining international bargaining
outcomes will usually require examining both international and domestic
processes and especially the interaction between them” (1993: 603). This
approach is based on the assumption that national leaders are involved in two
simultaneous games: their negotiations with each other and with their
respective domestic systems (Knopf 1993: 599). The two-level game
approach, however, is overly simplistic; it is not able to distinguish between
different types of domestic–international interaction (Knopf 1993: 604–5),
assuming all inter-level relations occur between national governments and
their domestic constituents. Knopf (1993) claims that the three-and-three
approach is better able to reflect the variety of forms of domestic–
international interaction. He allows for three types of domestic–international
interaction, with three, instead of two, state players. In the three-and-three
approach, transboundary interaction may consist of transgovernmental
connections (bureaucratic politics); transnational connections (relations
between the domestic actors in two or more states); and cross-level con-
nections (relations between government officials and domestic actors in two
or more states). With this emphasis on the variety of transboundary inter-
action, the three-and-three approach provides a more complex analysis of
domestic–international interactions.

However, the use of game theory to explain decision making has several
weaknesses. One problem with the application of the game-theoretic frame-
work to policy making is that such models are not capable of incorporating all
of the asymmetries which may exist between the policy menus available to
different players. In the contemporary world, globalization has enhanced the
bargaining position of some domestic groups, particularly business groups.
An autonomous identity for the national state cannot be assumed since,
increasingly, decisions within national governments are made on the basis of
the acceptability of the decisions to business interests. In this sense, then,
there may exist a strong element of regulatory capture at the level of the
national government. A second analytic failure of game-theoretical models,
however, lies in their focus on the behavior of national states and domestic
interest groups as the unit of analysis. A description of the behavior of players,
that is, the interactions between them, does not serve to explain the under-
lying relations between the two. And even a description of the outcome of the
game itself, while it is recognized to be a function of the players, says nothing
about the definition of the players. In this sense, it is necessary to move
beyond the game-theoretical assumption of strategic interdependence, for
the latter is still based on the notion of separately defined units with distinct
interests and rational preferences.

Finally, the two-level game and the three-and-three approaches share
core assumptions with neorealism about the nature of the global political
economy. In these particular game-theoretic approaches, the only players at
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the level of the international are national governments. It would be, of course,
entirely possible to include nonstate players at the international level of the
game, but neither approach has undertaken this. Even if it were done,
however, for case studies other than the diplomatic negotiations used by
Putnam and Knopf, the assumption would remain that international relations
is merely the sum of the behavior of the players. Thus, game theory shares
with other methodologically individualist theories9 the inability to fully
explain the structure of the global political economy, which also consists of
social relations and is not reducible to facts about individual actors alone.

What is needed is an explanation of the relation between the domestic
and the international which draws on the insights of the modified structural
realist and game-theoretical approaches. In explaining national-level policy
decisions, the influence of both the structure of the global political economy
and the domestic political system on the state must be taken into account.
Moreover, in explaining the process of international organization, the recipro-
cal relations between the domestic and the global must be investigated. It
needs to be recognized that the traditional analytical separation between the
domestic and the international must be reconsidered. In later chapters, the
process of assessing the interrelation between domestic- and international-
level factors in the establishment of international regulations concerning free
trade zones is begun. Using the examples of export processing zones in South
Korea, enterprise zones in Great Britain, and special economic zones in
China, national policy concerning these zones and the way in which it has been
affected by both domestic factors and the condition of the global political
economy will be examined. It will also be argued that domestic regulation
relating to free trade zones is reciprocally related to, rather than distinct from,
international regulation. Thus, the investigation will demonstrate that free
trade zones may be seen as part of international organization in the sense of a
developing global governance.

SECTION 4: CRITICAL THEORY AND STRUCTURAL
ANALYSIS

The argument that non-Marxian theories of international organization are
unable to theorize a structural aspect of international organization is
addressed in this section. In order to adequately reconstruct a theory of
international organization with a structural component, the epistemological
and methodological basis of such a theory must be considered. Throughout
this analysis, an approach will be adopted to the examination of the
regulations relating to free trade zones which recognizes the importance of
the structural level of the international and/or global, while rejecting the
analytical separation of the economic and the political, as well as the domestic
and the international. It is critical theory10 that underpins the attempt to
reconstruct the concept of international regulation through its focus on the
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analysis of socially constructed constraints as well as through its recognition of
the importance of change in overcoming domination. One of the purposes of
critical theory is to bring to light “formerly unrecognized constraints on
human action” (Sayer 1984: 13). It is these socially constructed constraints,
embedded within society and occupying the structural level, with which this
analysis is concerned. Through the analysis of structural constraint, critical
theory provides both an epistemological and a methodological basis for
undertaking a structural analysis of international regulation.

The starting point of critical theory is the recognition that explanations in
the social sciences cannot be objective. Cox argues that “theory is always for
someone and for some purpose” (Cox 1995: 31). Horkheimer suggests that it
is necessary to distinguish between traditional and critical theory (1972).
While traditional theory claims to be objective and value-free, critical theory
recognizes the socially constructed basis of human existence. Habermas
(1971) expands Horkheimer’s distinction between traditional and critical
theory into a distinction between empirical–analytic, hermeneutic, and
critical theories which each have a different interest-constitutive base, with
critical theory recognizing that “knowing subjects play an active role in
constituting the world they know” (Habermas 1975: 158). Therefore, critical
theory holds that there is at least a partial identity of subject and object in the
social scientific inquiry (Sayer 1984: 29). That is, since the subject of the
inquiry is part of the social world, and it is the social world that is the object of
the inquiry, then practitioners are simultaneously part of the object of the
inquiry. This means that the social world is not wholly external and objective
to the subject (Maclean 1988b: 61), and thus one implication is that our own
understanding of society must necessarily be evaluated as part of the inquiry
into that society.

Sayer argues that, in this process of seeking to understand popular con-
sciousness, we cannot but help become aware of its illusions. If the effects of
actions which are informed by false ideas will often differ from those which
actors expect them to have, then in order to represent such situations
adequately we must both report those ideas and show in what respects they
are false. “Therefore, in order to understand and explain social phenomena,
we can not avoid evaluating and criticising society’s own self-understanding”
(Sayer 1984: 41). In the case of traditional empirical–analytic theories,
modern society is assumed to most effectively fulfill human interests. In
contrast, critical theory suggests that human interests may in large part be
conditioned by society, and that real human interests may not be met by
current forms of social organization. In asserting that the current form of
social organization is only one of the forms that society may take, critical
theory maintains that real interests may be met through a process of social
change which allows individuals greater autonomy and choice. Critical theory
thus deals with constraints in the sense that our understanding of the world
may itself serve to limit the possibilities for human action. It recognizes that
an important aspect of human existence is that it depends in large part on
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society’s self-understanding, and that this is itself socially produced, although
only partly in intended ways. As a result, “changes in this self-understanding
are coupled with changes in society’s objective form,” and thus the current
world is “only one of many possible human constructions,” and social change
may lead to greater human emancipation (Sayer 1984: 43, 45).

Epistemological foundation

Critical theory creates an epistemological foundation for a structural analysis
of international organization through the assertion that what may be known is
not limited to what may be empirically observed. The notion contained in
critical theory of evaluating society’s self-understanding has important
implications for orthodox, particularly positivist, epistemology. First, as noted
above, critical theory opposes the positivist assumption that the social world is
wholly external and objective, and that its complex relations can be com-
pletely understood from objective data and events (Maclean 1991: 7). Second,
critical theory challenges the positivist claim that objective, scientific know-
ledge must be nonevaluative. From the positivist point of view the social world
is held to be external; thus it is open to study without critical evaluation. Third,
since the empirical world must, in the positivist view, be held constant to
enable validation of knowledge claims, the appearance of the social world is
accepted as given and is not amenable to change (Maclean 1988b: 61–4).
Fourth, critical theory confronts the reductionism generally found in positiv-
ist science. In a variety of ways, the traditional scientific method stresses the
reduction of complex wholes to their constituent parts for the purpose of
explanation.

Critical theory, however, attempts to regain the concept of the totality of
the social world in two ways (Maclean 1981b: 108–10). First, critical theory
argues that wholes or systems are more than the sum of their parts, and that
society cannot be explained solely in terms of facts about individuals. Critical
theory, as opposed to methodological individualism, holds that structures
and/or processes operating at the level of the whole can be a crucial part of the
explanation of that whole. Second, critical theory claims that the social world
cannot be reduced to one abstract category of behavior – economic or
political, domestic or international, for example. Although one such aspect
may be isolated and abstracted for the purposes of analysis, the use of the
methodology of abstraction in critical theoretical analyses requires that the
abstracted part must then be reconstructed in relation to the totality. Critical
theory rejects the division of labor in the scientific method, which separates
different aspects of the social world into different fields of study and reifies
them into seemingly distinct analytic categories.

Critical theory thus provides an alternative approach to the analysis of
international organization. As a starting point, it has been suggested in
Chapter 1 that there has been a tendency towards “mutual neglect” on the
part of international politics and international economics or, from another
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standpoint, on the part of international relations theory and aspects of
Marxist theory. Foreign policy and public policy analyses are also open to
similar charges of separating the areas of the domestic and the international.
The point in any case is that the analytically separated categories employed by
each must be broken down, and a theory of international organization must be
developed which takes account of and is constructed from elements of the
political and the economic, the public and the private, the domestic and the
international, and the individual and the structural. Critical theory creates
room for a reconstructed theory of international organization through its
opposition to positivist methodology. The dichotomies above – international
politics and international economics; international relations theory and
economically determinist versions of Marxist theory; and public policy and
foreign policy – are not so much mutually exclusive and opposing points of
view as they are ends of the positivist spectrum. Moving away from the
empirical–analytic tradition allows the possibility of the inclusion of struc-
tures and processes located at the level of the international, which, while they
are real, are not always empirical and may also be assigned causal powers.
From the viewpoint of critical theory, the international is constituted not only
from the behavior of actors but also includes a structural level. International
regulation, then, from the standpoint of critical theory, may consist not only of
explicit binding and nonbinding rules, but also of implicit constraints as well,
some of which may be located at the structural level of the international. This
definition of international regulation also includes a normative aspect, since
the ideas which generate such constraints, whether intentionally or not, may
be evaluated for their practical effectiveness in promoting or hindering the
development of human freedom and autonomy.

Methodological foundation

The initial assertions around which this analysis is constructed will be explored
in the concrete context of the rapid and widespread establishment of free
trade zones in numerous countries throughout the world. These assertions
are that, first, it is necessary to integrate the political and the economic
theoretically so that the national state (whether in advanced or less-developed
countries) and the multinational corporation, although functionally separ-
ated, are not conceived of as existing in a relationship of a fundamental
conflict of interest which may from time to time happen to converge, but
rather that each is causally necessary to the maintenance of the other, and that
both together are historically necessary causal elements in the production and
reproduction of contemporary international organization. Second, it is
necessary to recognize the increasing role played by both the public and the
private in international organization and, third, it is necessary to integrate the
domestic and the international theoretically so that each is seen as causally
necessary to the other and to the development of international organization.
Fourth, it is necessary to develop a structural analysis of international
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organization in which international regulation is composed of legal and non-
legal instruments, implicit norms, and structural constraints.

The establishment of free trade zones is a highly appropriate context for
this analysis because of the important roles that both national states and firms
play in their development. In order to evaluate the assertions above, the
contributions of both national states and multinational corporations, as well
as the contributions of international organizations and the market structure,
to the regulations concerning the establishment of these zones will be investi-
gated. The international regulation with which the analysis is concerned will
not be only formal legal regulation, but will include constraints arising from
the determining effects of normative structures. To the extent that this can be
established concretely, it argues against the traditional view that the
international system is unregulated or anarchic in that it is not regulated by a
form of law precisely equivalent to municipal law. Therefore, the concrete
research which follows will focus on the development of a body of inter-
national regulation constituted out of elements of the political, the economic,
and the juridical which has been necessary for the establishment of deregu-
lated free trade zones. In part, the research requires a reconstruction of the
definition of the concept of regulation to include not only formal, or hard,
international law, but other forms of explicit and implicit regulation as well,
some of which may be considered forms of structural constraint. This recon-
struction of the definition of regulation to include structural constraint is at
best highly contentious, and requires further theoretical reformulation so that
the content of the concepts of the juridical, the political, and the economic will
be found to include nonempirical categories.

The concrete research into regulation pertaining to free trade zones will
not be used to undertake an empirical test requiring the verification or falsifi-
cation of a specific hypothesis. As noted above, the possibility of verification
or falsification of a hypothesis in the social sciences requires the highly
contestable assumption that the social world is wholly external and constant.
The opposition to positivist methodology inherent in critical theory requires
the adoption of a methodology which is explanatory rather than one which is
dependent upon only empirical facts for verification or falsification of a
hypothesis. Instead of basing the analysis on only empirical facts as defined by
positivist epistemology, the analysis will be undertaken from a scientific
realist epistemological standpoint. Through the use of abstraction as a
methodology, it is possible to identify that which is real, though not neces-
sarily empirical, and which is historically and logically necessary to the
establishment of free trade zones. Thus, an explanation of free trade zones as
an outcome of the global political economy will not be limited to simply a
description of their empirical forms, nor to the immediate apparent causes
and policy aspects of their development. In addition to these elements, the
explanation will identify the necessary conditions, such as material resources
and social structures, for the existence of fundamental causal mechanisms
(Sayer 1984: 102).
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Realism as a philosophy of science (as opposed to political realism) holds
that the proper objects of scientific knowledge are the structures and
mechanisms which generate actual phenomena. What is actual may or may
not be empirical as far as our perception of it is concerned. The structures and
mechanisms which are the objects of investigation are themselves neither fully
empirical phenomena nor fully human constructions imposed on phenomena,
but rather they are real structures which may exist and operate independently
of our knowledge of them (Bhaskar 1978: 25). Structures, in the sense used in
scientific realist epistemology, are sets of relations which create necessary
connections between objects or phenomena. In the case of the social sciences,
realist epistemology focuses on the social relations which make up current
forms of social organization. Although structures are not directly observable,
they may be known to be real by the effects which they can be understood to
have on human choices and material practices. Moreover, these structures
cannot be identified in advance, but must be constructed through the working
up of theoretical conceptions and empirical observations into a concrete
totality through the method of abstraction.

Abstraction as a methodology is premised upon the realist account of
science as outlined above (Jessop 1982: 213–25). The realist approach
assumes that the world is stratified into different levels with distinctive
properties. There is in the first place a level of appearances or phenomenal
forms, but there are also underlying levels within which are located the
mechanisms and structures which generate actual phenomena. Abstraction
provides a way of analyzing the conditions, mechanisms, and structures
necessary for any particular outcome in the actual world. The explanation will
be considered adequate if, in terms of the problem defined, a set of conditions
is established which are together necessary and/or sufficient to produce the
effects specified (Jessop 1982: 214).

The purpose of abstraction is to isolate aspects of an object specifically for
the purposes of analysis. A one-sided or partial aspect is abstracted from the
many other aspects which together constitute a concrete object. Although the
process of isolating an aspect of a given object is undergone frequently in the
social sciences, the aim of abstraction in realist methodology is ultimately to
reintegrate the abstracted aspect back into its context as a part of the object as
a whole. What is distinctive about this process in a realist analysis is that it
demands, from the start, a description of the relations of the object with its
social context. The concept of the concrete object refers to the fact that
objects are constituted by a combination of diverse elements or forces (Sayer
1984: 81). “The concrete is concrete because it is the concentration of many
determinations, hence unity of the diverse” (Marx 1971: 101). When we first
perceive an object, our understanding of it is chaotic, in that the many
determinations of which it is composed have not yet been sorted out and
organized so that the underlying structures and mechanisms producing the
object are apparent (Marx 1971: 100).

Thus, the process of abstraction involves a double movement, from the



A theory of international organization 39

chaotic concrete to the abstract concept, and from the abstract concept back
to the concrete totality (Sayer 1984: 81). The concrete totality is a product of
the “working up of observation and conception into concepts,” that is, it is a
combination of theoretical claims and empirically discovered knowledge
(Marx 1971: 101). This implies that theory and reality, or practice, are not
conceived as separate domains. The determinations which make up the
concrete are constituted out of internal or necessary relationships, but the
form of their combination at the level of the actual is contingent, and so can
only be determined through empirical research (Sayer 1981: 9). Therefore,
research must be aimed at discovering, first, what kinds of objects are present;
second, what the contingent and transhistorical forms that they take are; and,
third, under what conditions they exist in this instance (Sayer 1984: 130).

Here, free trade zones are the outcomes that are to be investigated as
concrete combinations of determinations. Thus, they constitute, at the same
time, the starting point of the analysis. The aspect of free trade zones that will
be abstracted is the regulation that has helped to shape their establishment.
National and international and/or global aspects of regulation, as well as the
integration of the two, will be isolated as concepts denoting one particular
determination of free trade zones. In the process of analyzing the regulations
pertaining to free trade zones, it will be possible to investigate the relations of
the economic, the political, and the juridical which are the necessary
conditions for the growth of such zones. Figure 2.1 illustrates the abstract
simple form of the relationship between these various elements. In Figure 2.1,
“S” represents the structural level, at which the economic, the political, and
the juridical are related through forms of social organization. Regulations
represent the real level of causal mechanisms, “M”, which help to generate
free trade zones. The zones themselves occupy the actual level, “O”, as the
objects of the empirical investigation.

To conclude, in order to develop more fully the concept of regulation, it is
necessary to develop a strong knowledge of regulation at the national level
and at the international and/or global level, and to specify the way in which
national regulation articulates with regulation at the international and/or
global level. Thus, there will be three aspects of regulation which emerge
from the analysis – domestic legislation, international instruments, and
global structures. The regulation necessary at the levels of the domestic, the

Abstract . . . . . Concrete

S M O

Relations of economic, Regulations – abstract Free trade zones –
political and juridical concept denoting one concrete combination

as necessary conditions particular determination of determinations

Figure 2.1 The method of abstraction.
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international, and the global for the establishment of free trade zones will be
analyzed later as empirically emerging on a number of dimensions, particu-
larly those of state intervention in the domestic economy; of international
economic organization and the development of international soft law instru-
ments; and of private firms and the structure of global markets. This analysis
thus seeks to reconstruct a definition of international regulation which has
both empirical and structural aspects as well as a normative content. It is in
part in the acknowledgement of a normative content to social relations that
this concept of international regulation differs substantially from inter-
national regime theory. The concept of the normative implies the need for a
critical social theory, which must have two necessary aspects. It requires a
reference to an element of structural determination of social outcomes and a
normative dimension in explanation.

This chapter has argued that it is necessary to reconstruct a theory of
international organization if the impact of globalization on global governance
is to be appropriately taken into account. The first section has suggested that
the historical and reciprocal relations of the political and the economic must
be acknowledged. The second section has argued that, once this has been
done, the significance of the public and the private in global governance may
be more adequately theorized, and examines the literature on international
business and the neo-Gramscian perspective for theoretical starting points.
The third section has explored the idea that the domestic and the inter-
national are reciprocally related in the development of global governance,
and that, while the game-theoretic foreign policy literature provides a useful
starting point in its recognition of this relationship, an understanding of
global governance must transcend the limitations of modified realism and
empirical–analytic methods. To develop this further, the fourth section has
argued that a critical theoretical approach must be used to evaluate theories
of law and to reconstruct a new definition of international regulation which
includes not only formal national and international juridical elements but also
aspects of the political and economic as well as structural constraint. These
components together will be shown to make up a regulatory system which
structures in part the development of free trade zones. The next chapter
begins the task of the reconstruction of the definition of international regu-
lation by assessing contemporary understandings of international law, and by
theorizing ways in which structural constraints may be included in the
definition of regulation. This will then be used to explain a particular instance
of international organization – the international regulation structuring in part
the establishment of free trade zones.



3 Reconstructing international
regulation

The purpose of this chapter is to reconstruct a definition of international
regulation that will be used throughout the rest of the analysis to help
understand the establishment of free trade zones. This reconstruction will
require that regulation be thought of as being composed of various categories
of social relations including the juridical, the political, and the economic. The
concept of the interaction of these elements in the formulation of regulation,
however, challenges the claim of classical legal theorists that that which is
legal occupies a sphere separate and distinct from other aspects of social life.
In this context, the compartmentalization found in Morgenthau’s assertion
that “the political realist maintains the autonomy of the political sphere, just
as the economist, the lawyer, and the moralist maintain theirs” (1973: 11) is
also found, for example, in Kelsen’s theory of pure law, which he characterizes
as value-free, placing emphasis on the autonomy of positive law in relation to
other fields of investigation (Aufricht 1964: 30–1), and in Hart’s practical and
methodological claim that law, coercion, and morality must be understood as
“different but related social phenomena” (1961: vi).

The positivist view of law thus constructs the juridical in isolation from
other aspects of social relations including the moral, the economic, and
the political, and then relates them to each other through the device of the
interaction of their effects. It is to be argued here, in contrast, that the
juridical is analytically inseparable from the political and the economic, and
that regulation at the international and/or global level is, in the contemporary
global political economy, more than simply a matter of interstate treaties and
state custom. Thus, this chapter provides an analysis of classical legal theory,
international economic soft law, regime theory, and Marxist theories of law
through which it is argued that the juridical is not separable from other
aspects of social relations and that regulation is not necessarily limited to
formal law, and which leads in the conclusion to a reconstructed definition of
international regulation.

The analysis of regulation begins with an examination of the classical theory
of international law, with its emphasis on treaties and state custom and
practice. It finds that this traditional view of the nature of international
law is unable to provide a basis for understanding many developments in
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international organization in the modern global political economy. The strict
legal positivist view of municipal law relies heavily on the notion of law as a
body of rules legislated by the public authority. It is argued that law is a special
set of rules used by the community for determining which behavior will be
punished or coerced by public power. This set of legal rules is considered to be
exhaustive of the law (extraordinary cases must be decided by judicial
discretion), and to say that someone has a legal obligation means that the case
falls under a valid, legal rule requiring or forbearing something. In the
absence of such a law, there can be no legal obligation (Dworkin 1978: 17).
This clearly distinguishes law and legal obligation from other forms of obliga-
tion, such as principle or custom. The exclusiveness of the concept of legality,
and the insistence on the need for legal institutions to create laws, are the
hallmarks of contemporary legal positivism.

Classical theories of international law are generally constructed in relation
to the positivist theory of municipal law. The absence of a de facto inter-
national legislature does not change the fundamental similarity of the con-
tents of municipal and international law. In the absence of an international
state to legislate, the sources of international law in classical theory are
limited to interstate treaties and custom. Traditionally, states have been both
the only subjects and objects of international law. In the postwar era, however,
it has become increasingly difficult to reconcile the statist view of inter-
national law with the proliferation of nonstate actors and transnational
relations (de la Vega 1988: 373). In many areas of contemporary international
relations, classical international law provides an inadequate basis for the
regulation of both state and nonstate actors. In the fields of economics, the
environment, military security (especially arms control and limits on the use
of force), human rights, and technology (particularly genetic engineering),
the processes and principles of international law have been evolving
(Picciotto 1984: 180). Since classical international law is unable to change and
grow quickly enough to meet the need for the regulation of the global political
economy, new forms of regulation have developed.

The growth of international soft law is one way in which international law is
changing to provide a new legal framework for the global political economy
(Picciotto 1984: 167). International soft law may be defined as international
prescriptions which include:

both legal and non-legal instruments. These instruments are character-
ized by the relatively large amount of discretion which is left to the party
bound by the obligation. Although soft law norms are discretionary in
nature, they are not without important legal and political effects.

(Gruchalla-Wesierski 1984: 37)

A further important characteristic of international soft law is its written form
(Chinkin 1989: 850, fn. 1). Thus, custom and practice of states or persons
cannot be considered soft law, but the written instruments of multilateral
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conventions or international organizations are the essential elements of
international soft law. The instruments which make up international soft law
may contain two types of provisions: first, the establishment of links for
cooperation and/or consultation, and, second, the establishment of principles
for specific relations between states, persons, and international organizations
(Gruchalla-Wesierski 1984: 48). Such provisions may be “soft” in three
dimensions. The content may be vague, the authority of the issuing party may
be contestable, and the control or sanction component may be ineffective (de
la Vega 1988: 373–4).

Although the content of the soft-law norm may be vague or the obligatory
component discretionary, states have found international soft law useful
because, while international regulation may be argued to be increasingly
necessary, strict international law, such as binding treaties, is very difficult to
create (Gruchalla-Wesierski 1984: 40–2). The diversity of states means that it
is difficult for them to agree on widely accepted legal rules, and the same
diversity of state practice does not allow the formation of international
custom. Moreover, there are many technical problems, such as submission for
legislative approval, which makes the national ratification of treaties difficult,
and, finally, states may not wish to ratify treaties with which they cannot fully
comply. International soft-law provisions may take two forms: legal and non-
legal (Gruchalla-Wesierski 1984: 40–6). Legal soft law is that found in
treaties, international agreements, and decisions of intergovernmental
organizations (IGOs) which legally bind states that are parties. Nonlegal soft
law is that which is not strictly legally binding, such as codes of conduct and
guidelines issued by IGOs, and may be argued to include statements prepared
by individuals/groups in a nongovernmental capacity, such as international
nongovernmental organizations (INGOs), which claim to be international
principles. The distinction between the two forms is not always clear-cut, and
there exist zebra instruments, which contain both legally binding and
nonbinding provisions (Chinkin 1989: 861, fn. 53).

While Picciotto (1984: 169–70), Chinkin (1989: 851), and de la Vega (1988:
383) all agree that codes of conduct, guidelines, and other instruments issued
by INGOs are to be considered international soft law, Gruchalla-Wesierski
(1984: 39–43) disagrees, and defines soft law as those provisions which
achieve goals of collective state action while limiting the constraint placed
upon the state by creating largely subjective obligations. Only states or inter-
governmental organizations can create soft law. International formulations of
standards by nongovernmental organizations such as the International
Chamber of Commerce (ICC) are not categorized as soft law in that they do
not reflect the desire of states for collective action (Gruchalla-Wesierski
1984: 60). Gruchalla-Wesierski argues that the law of international
commercial transactions, lex mercatoria, constitutes a third system of inter-
national regulation in addition to domestic and international law (1984: 87).
These are the rules of international commerce formed by persons or inter-
national nongovernmental organizations, such as the ICC or the International
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Labor Organization (ILO). They include arbitral decisions, contracts, instru-
ments of INGOs, and the habits, usages, and practices of businesspersons.
This category compensates for the inability of persons and INGOs to form
international law in classical theory, and creates yet another category of
statutes with ambiguous legal status. For the purposes of the argument
presented here, and keeping in mind de la Vega’s point cited above con-
cerning the difficulty of reconciling a statist view of international law with the
appearance of many nonstate actors in the global political economy, the most
commonly used definition will be taken, and nonlegal international soft law
will be assumed to include the statements of INGOs such as the ICC, the ILO,
and the World Export Processing Zone Association (WEPZA).

Although international soft law does not hold the juridical status of a treaty,
it is still considered by the International Court of Justice to constitute an
element of modern international law (Mendelson 1980: 97; Nixson 1983: 88).
While soft-law instruments lack the formal status of treaties, such elements
of international law do serve to constrain the behavior of states. Tiewal
argues that,

in the international process, the forces that converge to impinge upon and
constrain states to behave one way or another are broader than the
narrow consideration of legality and include the moral, the political, the
social, and the economic aspects. Thus, that a norm is or is not strictly
juridical is not a conclusive criterion for its propensity to affect state
practice.

(Tiewal 1975: 687)

Thus, international soft law is one element outside the realm of the formally
juridical which influences the behavior of states. Chinkin suggests that hard
and soft law should be seen as part of a continuum of international legal
mechanisms. Both play a major role in the development of international law,
and both are needed for regulation of state activities and for the creation of
expectation (Chinkin 1989: 866).

The expansion of the scope of the global political economy in the postwar
era has meant that issues such as the management of exchange rates, trade,
and the practices of multinational corporations are some of the areas which
have seen a rapid development of international soft law. The growth of inter-
national economic soft law began with the adoption by the United Nations
General Assembly of the original instruments of the New International
Economic Order (NIEO) in 1974. The Declaration of the Establishment of a
New International Economic Order and the Charter of Economic Rights and
Duties of States were legal soft-law instruments whose goal was to restructure
economic relations between nation-states. The original instruments were
“very general, very abstract; they were programmatory, aspirational” (de la
Vega 1988: 390), and are argued to be so soft that they are unworkable. Later
instruments were the result of issue-specific negotiations, such as the World
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Health Organization (WHO) Code on the International Marketing of Breast
Milk Substitutes and the Food and Agriculture Organization Code on
Pesticides. These were framed to be very precise and as a result have been
extremely effective (de la Vega 1988: 391).

Since the late 1970s, international economic soft law has been marked by
the proliferation of nonlegal codes regulating international business. An
important feature of this nonlegal soft law is that it includes principles, codes
of conduct, and guidelines directed at nonstate actors. The WHO Code on the
International Marketing of Breast Milk Substitutes was an early example of a
regulatory instrument aimed at multinational corporations. In the classical
formulation, international law does not recognize the existence of multi-
national corporations. Legally, all firms must have a nationality, which is
usually determined by the location of the headquarters. Firms are thus subject
to the regulations of the state to which each belongs by virtue of nationality
(Merle 1982: 327). Subsidiaries of firms are subject to the laws of the
countries in which they are located. As a result of corporate political
intervention in the 1970s, such as International Telephone and Telegraph’s
involvement in the downfall of the Allende regime in Chile, and Lockheed’s
bribery in Japan, as well as the call in 1974 for a New International Economic
Order, the “underlying need to develop an adequate international regulatory
framework for international business” was recognized (Picciotto 1984: 168).
The significance of codes of conduct is that they deal with either the conduct,
or regulation by states, of individual or corporate persons who are
international in nature or whose acts are international in scope (Gruchalla-
Wesierski 1984: 87). Thus, corporate or individual persons are being inte-
grated into preexisting systems of international law. The soft-law nature of
these rules is recognition that private corporations and persons are not
properly subjects of classical international law.

International economic soft law in the form of codes of conduct and
guidelines for multinational corporations has been developed by a variety of
international organizations including the UN Center for Transnational
Corporations, UNCTAD, the WHO, the ILO, the OECD, the European
Parliament and the US Congress, the Council of Europe, and the European
Community (Picciotto 1984: 169, Table 8.1). Some of these codes include
limits on the activities of multinationals including investment in free trade
zones, restrictive business practices, technology transfer, and transfer pricing.
The UN Center for Transnational Corporations produced a code of conduct
for multinational corporations in 1987, but had difficulty negotiating issues of
environmental protection, industrial relations principles, nondiscriminatory
treatment, and profit repatriation (The Guardian 1986: 20). Debate over
corporate practices in relation to these issues, particularly labor standards
and the environment, continues within the WTO. While business-related
INGOs such as the International Chamber of Commerce have drafted their
own codes of conduct for multinationals, these codes are more lax than the
UN CTC code, and have been interpreted as an attempt to forestall the more
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severe CTC code. Groups within ILO, including the Asian Regional Team for
Employment Promotion (ARTEP) have urged international trade union
organizations and the ILO itself to undertake educational and organizational
work aimed at curbing the labor abuses in free trade zones.

Furthermore, the demand for the NIEO led to the development of inter-
national regulation for areas previously regulated by natural law or areas
under state jurisdiction which have never before been considered open to
international law (Chinkin 1989: 853–4; and Gruchalla-Wesierski 1984: 87).
For example, provisions were created in the UN Charter of Economic Rights
and Duties of States for trade price indexation, through which links were to be
established between the prices of exports of developing countries and the
prices of imports from developed countries. In this instance, the Charter
attempted economic intervention in areas which had previously been
considered as part of either the free market or as part of national government
prerogative. The increasing complexity of the global political economy has
meant that in a number of areas, including international business, the
environment, arms control, human rights, and technology, classical inter-
national law no longer provides an adequate basis for the regulation of the
international system. In these areas, international soft law has developed to
facilitate the regulation of fields characterized by the diversity of state
practice and rapid change.

The concept of international soft law provides a starting point for the
reconstruction of the definition of international regulation outside the
confines of the strictly juridical. International soft law, particularly nonlegal
soft law, incorporates elements of the political and the economic into the
concept of international law. Nonlegal soft law accounts for the nonbinding
instruments of IGOs, as well as for the instruments of INGOs. Moreover, soft
law enlarges the jurisdiction of international law to cover corporate or indi-
vidual persons and areas previously under national jurisdiction or regulated
by markets or natural law.

The similarities in the concepts of international soft law and international
regimes are immediately obvious and have been noted by Kratochwil (1989:
14) and Burley, who commented that regime theorists such as Keohane were
“rediscovering international law (and refusing to recognize it)” (1993: 219,
220–3). Despite the similarities in the functions of international soft law and
international regimes which Burley details (1993: 220), the consensus
definition of international regimes used by Kratochwil – “sets of implicit or
explicit principles, norms, rules, and decision-making procedures around
which actors’ expectations converge in a given area of international relations”
(1989: 57) – suggests that the concept of the international regime is more
comprehensive than that of international soft law. To demonstrate this, the
two-by-two table proposed by Kratochwil to categorize norms (1989: 55) may
be adapted to distinguish the concepts of soft law and regimes, and may be
seen in Figure 3.1. International soft law, while containing norms with
both explicit and ambiguous obligation, is characterized by its written form
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(Chinkin 1989: 850, fn. 1), and therefore can only be categorized under norms
of explicit expression. International regimes, however, contain norms that
may be both explicitly and implicitly expressed, and have both explicit and
ambiguous obligational status. Where international soft law norms must be
stated explicitly, international regimes may contain both explicitly and
implicitly expressed norms. Thus, the set of principles, norms, rules, and
decision-making procedures which may constitute an international regime is
much broader than the set which may constitute international soft law.

While the concept of international soft law is useful in understanding ways
in which norms other than the strictly juridical may be incorporated into
international regulation, the redefined concept of international regulation
must, to be fully explanatory and to draw on realist epistemological consider-
ations, contain elements which exceed the bounds of even the broad definition
of international economic soft law. In addition to these explicit forms of
international regulation, it may be argued that there exist tacit or implicit
agreements (Kratochwil 1989: 55, 74–8), such as those assumed partially to
constitute international regimes. Moreover, there also exist implicit or
obscured social structures which greatly influence the behavior of actors in
the international system. These implicit/obscured aspects of regulation may
include tacit norms of business practice, including restrictive business
practices (RBPs), technology transfer, and transfer pricing; belief systems
including ideas like the free market and free trade; asymmetry of access to
information; and the structure of global markets. These elements constitute
informal regulation, some of which may be found to occupy the structural
level of the global system. Therefore, regimes take us beyond soft law to
include an implicit element in regulation. However, some of the cases of
implicit regulation occupy the structural level of social relations. The defi-
nition of regulation must be further expanded to incorporate this structural
aspect.

In referring to the structural level, the analytical framework suggested by
Lukes (1974: 21–2) will here be followed, reconstructed with realist
epistemology to develop a concept of structural constraint that may be con-
sidered a part of regulation. In Lukes’ analysis of power, he is concerned not
only with choices consciously and intentionally made by those determined to

Figure 3.1 Distinctions between soft law and regimes.

Mode of Tacit commitment Explicit commitment
expression (ambiguous)

Tacit Regimes Regimes

Explicit Soft-law Soft-law
Regimes Regimes
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exclude particular issues from the political process, but also with biases in the
system which can be “mobilised, recreated and reinforced in ways that are
neither consciously chosen nor the intended result of particular individuals’
conscious choices” (Lukes 1974: 21). The biases which constrain choice may
be sustained in two ways: first, through collective action, where the policy or
action of a group is not attributable to the decisions or behavior of particular
individuals; second, there are systemic effects, where bias comes from the
form of social organization itself (Lukes 1974: 22). These effects may be said
to be socially caused at the structural level. The first case, in which collective
action results in the establishment of regulation, is the area in which much of
the explicit formal and informal regulation analyzed in this book lies. Some
elements of informal regulation, however, may be said to belong to the second
case, that of constraint determined by the form of social organization. These
elements of structural constraint cannot be directly identified at the start of
the research, but must be defined and built up in terms of their relations with
the explicit forms of regulation and with the concrete phenomena which
constitute the focus of the analysis: enterprise zones, export processing zones,
and special economic zones.

In terms of defining the structural element of regulation, the work of
Giddens (1981), in particular, and also Ruggie (1989) on structuration is
important. Both see structuration as a process with regulatory elements.
Ruggie claims that “structure imparts organisation, disposing and constrain-
ing effects, on domains of social discourse and action” (Ruggie 1989: 21).
Lukes’ concept of structure is clarified by arguing that structures are simul-
taneously both the medium and the outcome of social acts (Giddens 1981:
19). Therefore, structures are not fixed, but can change over time (Ruggie
1989: 25). Giddens suggests that social practices are bounded by, first, un-
acknowledged conditions of action, the traditional definition of structure, as
well as by, second, the unintended consequences of actions (1981). The
actions of individuals are constrained by social structures, and at the same
time those same actions serve to reproduce or transform the same structures,
so that structures are socially constructed, rather than existing autonomously
as if naturally developed. The concept of a structural element in regulation,
however, is beyond the bounds of any of the definitions of law or regime that
have so far been considered. The next section, which will consider Marxist
theories of law, demonstrates some of the ways in which structural elements
can be incorporated into a theory of international law.

Marxist theories of law contribute to an understanding of how regulation
may be thought of as being in part composed of constraints imposed by the
form of social organization. They are of significance here because traditional
legal theories are empiricist in nature and are incapable of identifying
structural determinants and mechanisms. Since Marxism is predicated on
realist epistemology, Marxist legal theories should be able to take into
account both the juridical and the structural in their analyses. Marxist theory
holds that there are two ways in which structural constraints may be said to be
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an element of law and regulation. First, Marxists argue that law is a product of
the form of social organization. Both the content and the form of law are said
to be related to historically specific social structures. Despite the concept of
the rule of law, the legal system may not be constructed in the interests of all
but rather in the interests of the dominant class. Second, Marxist theorists
claim that law is but one of many forms of control used in contemporary
society to regulate human choices. Other forms of regulation may include
social institutions or structural organization, which perform the function of
law without its empirical form. The redefined concept of regulation will take
both of these aspects of Marxist theory into account.

First, it is necessary to examine the argument that law is a product of the
form of social organization in order to understand the ways in which this helps
in the reconstruction of the definition of regulation. Marxist theorists argue
that the claims of the universality and objectivity of law made by conventional
legal theorists obscure its historically specific nature. There are three main
assumptions made by conventional legal theory which, Marxist theorists
argue, demonstrate the fetishism of law in modern society (H. Collins 1982:
11–14). First, there is the assumption of a minimum content of law: the
argument that human society requires certain laws, such as those protecting
private property and forbidding violence, or it will revert to a Hobbesian state
of nature. Thus, without law, there would be anarchy. Second, there is the
assumption of the uniqueness of law: that the juridical aspects of society may
be singled out and studied in a scientific manner in isolation from other
aspects of society. Third, there is the assumption of the rule of law: the belief
that the juridical system is impartial and that the law is applied equally to all
who come before it.

According to Marxist theory, the assumption of a minimum content of law
as necessary for the survival of human society reveals the ahistorical nature of
conventional legal analyses. Law as a form of social control is related to the
form of social organization. Although law existed in Roman and feudal times,
its form has been most clearly developed in capitalist society. While in
contemporary society law may have functions that conventional theorists
never undertake to consider, it may also be that in other social and historical
contexts the form and content of law would be very different or it may be
nonexistent. Thus, it may be argued that there is no minimum content of law
necessary for society to exist. Segmentary lineage systems, for example, may
function instead of judicial systems to maintain social order.1  Next, most
Marxists agree that law cannot be studied in isolation from other aspects of
society. Law is generally understood by Marxists to be one aspect of a variety
of political and/or social arrangements concerned with the manipulation of
power (H. Collins 1982: 13). Law as well as other institutions performs the
function of social control. Marxists argue either that law must be understood
as forming part of the superstructure in relation to the economic base, or that
it must be understood as one part of the totality of social relations. In either
case, the conventional assumption that law may be abstracted from, or stands
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apart from, other aspects of society is rejected. Finally, Marxists would also
agree that since law functions to maintain a historically specific social order
through both coercive and ideological aspects, the assumption of the rule of
law serves to obscure the fact that law reinforces a class-based society and, in
more contemporary formulations, a society also based on discrimination
against persons on the basis of gender and race. The concept of the rule of law
implies that the law will be applied impartially, that all are equal before the
law, and that law serves the general interest. Marxist theorists argue that
society is not constituted from a social contract between equal individuals
with a collective will representing the general good, but rather that it is
socially constructed for the benefit of certain groups who have been able to
shape the legal system to protect and serve their interests.

Thus, Marxists argue that the concept of law as commonly understood
by legal theorists such as Kelsen, Hart, and Dworkin is itself a product of
contemporary forms of social organization. The form and content of the legal
system is specifically related to the social structure, and is constituted in that
social structure. Thus, the structure of capitalist society shapes, and is shaped
by, the legal system. The nature of the relationship between law and civil
society in Marxist theory is a complex one, and explanations of the way in
which the legal system is related to the structure of society vary widely. It is
necessary, however, to distinguish several views which have had an impact on
contemporary Marxist theory. The first set of views is that of Marx and Engels
themselves, whose views on law are often considered separately, although
important aspects of their views are similar. The difficulty in assessing the
views of Marx and Engels on law is that they did not develop an analysis of the
concept of law itself. Rather, their ideas about law are embedded in their
analyses of the capitalist system (Phillips 1980: x). It is therefore possible to
extract from the work of Marx and Engels comments concerning law which
suggest several important themes which later Marxist writers on law were to
take up. These themes include the determination of law by the economic base
(Phillips 1980: 193–225), the instrumental function of law (Cain and Hunt
1979: 62–6; Cain 1974: 142–3), the relative autonomy of law (Cain and
Hunt 1979: 109–13), and the ideological functions of law (Cain and Hunt
1979: 62–3). These fragmentary ideas about the relation between law and
society found in the analyses of Marx and Engels have given rise to a number
of analyses of law used by later Marxist theorists. There emerge three types of
analyses commonly found in later Marxist thought, each of which takes up
certain of the themes used by Marx and Engels.

First, there is the base–superstructure approach to the relation between
society and law, that is, the view that the economic base determines the social
superstructure, of which law is a part. The problem with this simple material-
ist approach is that it is not able to provide an analysis of the relationship
between law and other social institutions, nor is it able to explain the functions
of law in society, nor why law is needed to express capitalist relations of
production. Further, there is no satisfactory account of the way in which the
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material base is able to produce the form and content of law. The idea that the
superstructure reflects the base or is determined by the base does not explain
how social practices are transformed into legal systems and other institutions
(H. Collins 1982: 23–4). There is, moreover, also the question of the main-
tenance of the separation of the base and superstructure as analytic terms.
If, as has been discussed elsewhere, the separation of the economic and the
political is a question of empirical appearances, then it would not be appro-
priate to conceptualize them as separate and distinct analytic categories.

Second, there is the view of law as an aspect of the state which is itself an
instrument of the ruling class (Lenin 1943). This suggests that law is the arm
of the state apparatus which provides on a day-to-day basis the mechanism for
the institutional repression of the working class. Law functions to back up
rules which serve the interests of the dominant class (H. Collins 1982: 30).
While, on the one hand, this approach to the relation between society and law
specifies more clearly the mechanism generating the production of law than
the base–superstructure approach, it still does not provide a satisfactory
theory of the origins of consciousness. In order for law and the state to be the
instruments of the dominant class, there would have to be an account of how
individual motivations in the production of law inevitably coincide with
objective class opinion, or else an account of how a class comes to be aware of
itself and comes to share a common perception of its interests (H. Collins
1982: 32). This view also explicitly reproduces the analytic separation of the
base and superstructure.

The third interpretation of the relation between law and society stresses its
ideological and normative aspects as well as its coercive role. This view of law
holds it to be relatively autonomous from the direct interests of the dominant
class. In its coercive aspect, law serves to resolve conflicts within a community
by enforcing standards of behavior consistent not necessarily with the direct
needs of the dominant class, but with an ideology which legitimates in a
hegemonic manner the dominant class. The ideological aspects of law serve to
reinforce this dominant ideology by obscuring the class nature of law and
society through the idea of the rule of law – that all are equal before the law
and that the law is an autonomous sphere independent of partisan concerns.
Law also serves a normative function by articulating a particular definition of
right based on existing customs and social rules (H. Collins 1982: 91–2).
While on the one hand this view of law attempts to identify the origins of
consciousness in ideologies shared by members of society as a result of similar
processes of socialization, and the concept of relative autonomy provides a
more accurate account of the formal appearance of law and the process of
legal reasoning (H. Collins 1982: 40, 64), it provides only a functionalist
account of the nature of law and, again, as in the other two interpretations,
explicitly requires an analytical distinction between base and superstructure.

Each of these themes in Marxist theorizing on law demonstrates the
significance of the concept of the historical specificity of law. Each, however,
is unable adequately to theorize the nature of the relationship between law
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and social structures. There are other Marxist theories of law, such as that of
Pashukanis, which are able to elaborate on the relationship between law,
ideology, and social relations. Although in the former Soviet Union Marxist
jurisprudence was an active field, it was largely ignored by Marxists in the
West. It was, however, carefully followed by a number of Western inter-
national jurists such as Kelsen, Hazard, and LaPenna (Kubalkova and
Cruickshank 1985: 158–9). Pashukanis was the only Soviet Marxist legal
theorist to have achieved significant scholarly recognition outside of the
USSR (Beirne and Sharlet 1980: 1), and his commodity exchange theory is an
important example of the way in which Marxist theory might be said to
characterize the relationship between law and social organization. Arthur
suggests that the importance of Pashukanis in terms of Marxist theory is that
he makes perhaps the major contribution towards the refutation of the view
that “the form of law is essentially neutral and can be filled with a given class
content according to the will of the dominant class” (Pashukanis 1978: 29), a
view that was much in favor in the Soviet Union at the time Pashukanis was
writing. Pashukanis’ theory, in contrast to the conventional Soviet approach
to law, focuses on the form of law as well as on its content. He argues that to
concentrate only on form, to perceive law as the general will or collective
conscience, as bourgeois jurists do, is to ignore the social content behind the
appearance of law. To focus only on content, that is, the function of serving
class interests, as many Marxists seem to do, is to ignore law itself as a
historical form of domination distinctive of the capitalist mode of production,
and specifically reflecting the importance of commodity exchange in that
society. Pashukanis’ goal, therefore, is to generate a materialist account of
both the form and content of law.

For Pashukanis, the form of law was fundamentally connected with the
bourgeois epoch, and law in its most abstract form reflects the relations
between individuals as exchangers of commodities. Once Pashukanis has
shown that the form of law reflects capitalist relations, he further argues that
the content of law serves to uphold capitalist relations of domination, thus
also reproducing them. “A social organization with the means of coercion at
its disposal is the concrete totality which we must arrive at after first compre-
hending the legal relation in its purest and simplest form” (Pashukanis 1978:
99). As a consequence of the reflection by the form of law of the relations
between equal and autonomous individuals exchanging commodities includ-
ing labor power, however, the class nature of law is not readily apparent. Class
domination is “not immediately juridical in character, and is, in fact, disguised
by the juridical symmetry of free exchanges between property owners”
(Pashukanis 1978: 31). Pashukanis argues that commodity exchange relations
are the reason that class rule does not remain what it really is, the factual
subjection of one section of the population by another. Instead, the state
comes into being not as the private machinery of the ruling class, but rather
seems detached and takes on the form of an impersonal apparatus of public
power (Pashukanis 1978: 140). Coercion must appear to be exercised not in
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the interest of an individual, but in the interests of all parties to transactions,
that is, as an external sanction (Pashukanis 1978: 143). He concludes that “all
these innumerable relationships of actual dependence form the real basis of
state structure, whereas for the juridical theory of the state it is as if they did
not exist” (Pashukanis 1978: 147). Pashukanis, writing on international law,
attempts to extend the commodity exchange theory to the level of the
international. His main concern in international law is the lack of organized
sanctions and the form developed instead to maintain order. In international
law, where the function of coercion is not organized, Pashukanis argues that
reciprocity serves to maintain international relations. “Under the condition of
equilibrium of forces, this principle of reciprocity represents the only, and, it
must be said, extremely insecure basis of international law to this very day”
(Pashukanis 1978: 162). Unlike strict positivist jurists who argue that, without
organized sanctions, international law cannot be law, Pashukanis suggests
that, although such nonguaranteed legal relations are not noted for their
stability, this is no reason to deny their existence. He writes that:

[t]here is no absolutely permanent law;. . . [however], the stability of
private law relations in the modern, “well-ordered,” bourgeois state does
not rest on the police and the courts alone. Debts are paid not only
because they “will of course be collected in any case,” but rather to
maintain credit for the future.

(Pashukanis 1978: 89)

That there may be said to be international law based on commodity exchange
in which the Soviet Union participated indicates Pashukanis’ ambivalence
concerning the class nature of international law and the class nature of the
Soviet Union (Kubalkova and Cruickshank 1985: 170).

Despite the difficulties in Pashukanis’ work, particularly the overextension
of the importance of commodity exchange and the equation of law with only
the bourgeois epoch, the emphasis on the relationship between legal forms
and historically specific forms of social organization remains a significant
contribution toward a Marxist theory of law. The insistence by Marxist
theorists that the form and the content of law are related to historical forms of
social relations suggests another direction in which to expand the conven-
tional concept of regulation. Thus, the structural aspects of social relations
must be considered a significant aspect of law. It is interesting to note, how-
ever, that apart from remarking on the class nature of the form and content of
law, classical Marxist theories did not attempt to investigate the concepts of
which law consists. Law, as the unchallenged category of the juridical, was
accepted as the phenomenon which positivist theorists have asserted it to be.

Outside the Soviet Union, other Marxist theories attempted to provide a
redefined concept of law and give insight into the relationship between law
and other social institutions and structures, in addition to analyzing the func-
tions which law performs in particular historical contexts. Law is considered
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to be but one aspect of a variety of political and/or social arrangements
concerned with the manipulation of power (H. Collins 1982: 13). While not all
aspects of social regulation can be collapsed into law, the concept of law in
Western Marxist theory is often more broadly based than it is in conventional
legal theory. Thus, a Marxist definition of law may include aspects of society
not normally included in the definition given by conventional jurists, such as
the political and the economic, and there is thought to be a much closer
relation in terms of regulatory function between legal institutions and other
social institutions than there is conventionally understood to be. Gramsci, in
particular, attempts to develop an “essentially innovatory” concept of law,
which gives law a more inclusive scope, and defines the role of law and other
institutions and structures in the process of social regulation (Gramsci 1971).
Gramsci’s conception of law includes aspects of civil society as well as strictly
juridical aspects, and the role of law in the development of social hegemony
was understood to be both coercive and educative.

In his innovatory conception of law, Gramsci asserts that law is wider than
just state and governmental activity, and may be said to include aspects of civil
society. Gramsci suggests that law consists of the moral and the customary as
well as the juridical. Law “includes the activity involved in directing civil
society, in those zones which the technicians of law call legally neutral – i.e. in
morality and in custom generally” (Gramsci 1971: 195). These legally neutral
activities operate without sanctions or compulsory obligations, but neverthe-
less they exert “a collective pressure and obtain objective results” (Gramsci
1971: 242). Gramsci also argues that the prize-giving activities of individuals
and groups should be regarded as an element of law. Through such activities,
meritorious behavior is rewarded and criminal behavior can be punished in
original ways: for example, by bringing in public opinion as a form of sanction
(Gramsci 1971: 247). Moreover, Gramsci considers the role of the individual
in creating law and enforcing it in civil society. He argues that, while the
concept of legislator must be formally identified with that of politician, since
all individuals are political beings they are also legislators in that they
establish norms and rules of living and behavior. The distinction between
ordinary individuals and those who are specifically legislators is that the latter
formulate norms for governing the conduct of others and create the
instruments by which the norms will be imposed. Of this group, the greatest
power belongs to government officials who have the backing of the legal
coercive powers of the state. There are, however, individuals in civil society
who have similar powers. The leaders of “private organisms and organiza-
tions” have coercive sanctions available, “ranging even up to the death
penalty” (Gramsci 1971: 266). Thus, according to Gramsci, law bridges the
distinction between state and civil society and in so doing must be considered
to include nonjuridical elements such as custom, morality, and public opinion,
as well as the norms imposed and sanctioned by powerful individuals in
private capacities.

For Gramsci, in contrast to conventional legal theorists, the nature of law is
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inherently political and law is intimately bound up with the activities of the
state. The state serves to protect the interests of the dominant class and may
do so directly through the exercise of coercive state power and juridical
government, or indirectly through the exercise of hegemony. Although
Gramsci attaches different meanings to the concept of hegemony at different
points throughout his work, social hegemony may be characterized by the
spontaneous consent of the population “to the general direction imposed on
social life by the dominant fundamental group” (Gramsci 1971: 12). Spon-
taneous consent is generated by the power of the seemingly autonomous state
and legal system as well as by private organizations like the church and the
schools. Thus, Gramsci understands the state to be not just the “apparatus of
government, but also the ‘private’ apparatus of hegemony, or civil society”
(Gramsci 1971: 261). The role of law in the exercise of hegemony is as an
educator. The fundamental juridical problem is one of “assimilating the
entire grouping to its most advanced fraction” (Gramsci 1971: 195). The
function of law is as an instrument of the state in education. If the state intends
to create and maintain a certain type of collective life by eliminating certain
customs and attitudes and spreading others, law, together with the schools and
other institutions and activities, will be its instrument (Gramsci 1971: 247).

According to Gramsci, law and the state may have their dark and coercive
moments, but this coercive power is generally reserved for times when
hegemony has failed. The state may legally enforce discipline on those who do
not consent actively or passively to the dominance of the leading group, and
the apparatus of the state may be directed at the whole of society in moments
of crisis when spontaneous consent has failed (Gramsci 1971: 12). The long-
term goal of the dominant group, though, is to obtain the consent and
collaboration of the masses of the population, so that direct coercion is
unnecessary. The role of law and other institutions is to apply pressure on
individuals so as to turn necessity and coercion into apparent freedom
(Gramsci 1971: 242). Gramsci, in reconceptualizing law to include aspects of
civil society and in developing the concept of hegemony, argues that society
may be regulated by means other than simply the juridical. He suggests not
just that law has a specifically political role in defending the interests of the
dominant class, but that private elements enter into the very fabric of law and
that both private and other nonlegal institutions (churches, schools, etc.)
together with law have a role to play in legitimating the dominance of the
leading class or group.

British Marxist theory focusing on law and criminology has attempted to
develop the relation which Gramsci suggested between the juridical and
private actors and interests (Fine et al. 1979). Both the work place and the
market are argued to exert disciplinary control over the worker in ways
analogous to those used by law to control the conventional law-breaker.
Young argues that the control aspects of work and the prison are not separate
but rather intimately linked “both in terms of their impact and of the ethos
behind them. The equation of effort and reward is made positively in the work
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place and negatively in the prison” (1979: 27). According to Young, workers
are encouraged by pay checks to act in accordance with the interests of
capitalist society, while law-breakers of any sort are assumed to be discour-
aged from acting contrary to law by incarceration in prison. Employment
ceases to be simply an objective condition, but rather is seen as one of a
number of means by which society regulates individual behavior. Lea takes
this idea further in arguing that the market itself exerts disciplinary power
over the worker. The market, which is the realm of Marx’s invisible threads,
ties the worker to capital “as much as the authority of the capitalist in his
factory, and by methods which . . . meet Foucault’s criteria of disciplinary
power” (1979: 84). While the employer has the authority strongly to encourage
compliance on the part of the worker through raises, promotions, and
ultimately the power to hire and fire, the market demands compliance, since
without it the worker and his/her family will starve. Regulation, then, these
theories suggest, takes place not only through law, but also through private
institutions and seemingly apolitical social structures.

The key to understanding structural constraint as an aspect of regulation
lies in the similarity of function of all of the elements drawn on by conven-
tional legal theory and Marxist theory. Thus, regulation may be understood to
include rules, principles, and decisions; instruments of private groups, as both
soft-law analyses and Gramsci point out; and social structures which all place
collective pressure on the individual (Gramsci 1971: 89), and in doing so limit
the choices which individuals are free to make (Barkun 1968: 157). Barkun
argues that “law does not so much prescribe as preempt” (ibid.). Law, he
claims, acts in a context of particular situations and it acts by systematically
excluding alternatives. Social structures, too, act to exclude alternatives and
in this way impose constraints and regulate choice. While it may be argued
that identifying structural constraint as a form of regulation risks confusing
power in the sense used by Lukes with regulation, three significant points
should be made. First, the inclusion of some of the forms of structural
constraint as a component of a reconstructed definition of regulation is
important because it emphasizes the social nature of such constraints.
Second, it is not argued here that all law necessarily restricts human auto-
nomy. In some circumstances, law may be facilitative of cooperation (soft law
and regimes) or even emancipatory (human rights instruments). However,
law in its objective sense certainly does restrict choice, in which case
regulation and structural constraints have similar roles. Third, there is here
no attempt to create a universally applicable theory concerning structural
constraint as regulation; all that is attempted is to point out that it is possible
for structural constraints to function in this way, and to identify a particular
concrete situation in which certain aspects of structural constraint may be
seen as a form of regulation.

In conclusion, the discussion of legal philosophy above suggests that the
juridical cannot be defined in isolation from implicit principles and norms,
nor from the categories of the political and the economic or the structural.
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First, the construction of law as simply a body of rules is challenged by even
positivist theorists such as Kelsen (1945) and Tur (1977; Tur and Twining
1986), as well as other conventional theorists like Dworkin (1977b and 1985),
on the basis that rule-defined law does not take into account the role of
decisions and principles in the legal process. In this reconstructed definition,
law is not limited to explicit rules which may be found in written form. In the
regulation of the international, treaties between national governments are
often taken to be the basis of international law. However, customs, principles,
and decisions also form an important part of what has come to be known as
international law, which regulates not only states but increasingly individuals
and public and private groups as well. Moreover, issues and actors not
regulated by the stricter forms of international law may be governed by
international soft law or international regimes. Second, regulation may also
take place at the structural level. Marxist theory suggests that this occurs
because the form and content of law may be related to contemporary forms of
social organization, and suggests that the juridical is not the only aspect of
society which serves to control individual choice. Private groups and even
apparently apolitical structures like the market function to constrain choice.

In this chapter, a critical approach has allowed the development of a
definition of international regulation which is able to take account of many of
the changes in the global political economy generated by globalization. This
reconstructed definition goes beyond the traditional definition of law to
incorporate elements of the political and the economic, acknowledges the
role of private groups as well as public, and includes a structural dimension as
well. In the following chapters, the ways in which national-level regulation
articulates with international- and/or global-level regulation will be explored
in order to explain the development of free trade zones in a variety of
countries around the world.



4 Economic liberalization in
comparative perspective
Deregulation or re-regulation?

Thus far, regulation has been theoretically reconstructed to include explicit,
implicit, and structural components. It is now necessary to develop this
concept in the concrete context of economic liberalization at both the national
and global levels, particularly in the form of free trade zones in a variety of
countries around the world. This analysis will demonstrate the way in which
the political and the economic, the public and the private, the national and the
international, and structural relations all articulate at the global level to
provide regulation which in part determines the establishment of free trade
zones. The analysis will therefore bring to light an example of international
regulation which serves to provide governance in the absence of formal
government.

This chapter introduces the issue of economic liberalization within which
the free trade zone concept is embedded. The chapter will demonstrate that
economic liberalization has been a policy instrument used by a variety of
national governments around the world including both industrialized and
developing economies, and used by capitalist, socialist, and developmental
statist governments. This chapter concludes that liberalization and
deregulation involve not the abolition of regulation but rather a process of re-
regulation. The next chapter, Chapter 5, carries forward the argument that
deregulation requires re-regulation by examining in detail the formal,
juridical regulations enacted by national governments to establish free trade
zones. Chapter 5 will focus on export processing zones in the Republic of
Korea, enterprise zones in Britain, and special economic zones in China as
examples of varying types of free trade zone legislation. Chapter 6 shifts the
argument to the global level and suggests that liberalization at the national
level in the form of free trade zones has also been accompanied by increasing
regulation at the international/global level. To pursue this point, the global
aspects of regulation relating to free trade zones will be explored by
examining the contributions of international organizations, global markets,
and multinational corporations to the establishment of free trade zones. In
the conclusion, it will be argued that consideration of all of these aspects:
national, global, juridical, political, economic, and structural, extends the
concept of international regulation beyond that typically understood by
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international lawyers or that developed within international regime theory.
Through the focus on the underlying theoretical convergence of opposing
categories at the global level, contemporary understandings of international
organization are also challenged.

Deregulation in a global context

During the last twenty years, deregulation in various forms has become a
global trend. This process of the apparent reduction in state intervention in
the economy in Europe, and indeed internationally, has had strong ideological,
technological, and economic roots (Majone 1990: 3). Deregulation has been
promoted by the new right, which has sought to restructure industry and
capital, and dismantle the Keynesian welfare state (Marchak 1991). Deregu-
lation has also been necessitated by advances in telecommunications and
transportation, and has been suggested as the solution to national economic
decline. Thus, the shift toward the deregulation of industries and of econo-
mies has often been taken in order to deepen the effective mobilization of
resources and accelerate the formation of capital. To this end, deregulation
has been projected as a crucial prerequisite for the movement toward
international free trade as an engine of growth. Only through free trade, it is
argued, will all countries be able to specialize in primary commodities,
manufactures, or services based on their comparative advantage.1

At various times the process of deregulation has taken different forms.
These include the deregulation of specific industries (in the USA, Britain, and
throughout the EU), the privatization of publicly owned firms (in Britain,
France, and eastern Europe), and the economic liberalization of previously
protected segments of national economies (export processing zones in East
Asia and Latin America, enterprise zones in Britain and the USA, and special
economic zones in China, collectively known as free trade zones). The
establishment of free trade zones has been an important aspect of global
liberalization. These industrial park-type areas have been designed primarily
to stimulate investment, increase employment, and diffuse technology. The
United Nations Center on Transnational Corporations and the International
Labor Organization have noted their international significance.

[A]mong the many structural changes which took place in the world
economy in the 1970s and the first half of the 1980s, one of the most
significant is undoubtedly the growth of export processing zones (EPZs)
in the developing countries: employment in these zones grew from
around 50,000 in 1970 to over 1.3 million in 1986.

(UN CTC and ILO 1988: 1)

One of the most striking aspects of the process of liberalization and the
establishment of free trade zones, from the point of view of international
relations, is the rapidity with which the zones were established, and the wide
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variety of countries which have hoped to benefit from their development.
Even before the end of the Cold War, policies of economic liberalization and
deregulation were being widely used by national governments in the advanced
industrialized economies, in the developing world, and in some centrally
planned economies. The next sections will examine the process of economic
liberalization in the Republic of Korea, the United Kingdom, and the
People’s Republic of China in order to demonstrate the diverse types of
national governments which have made use of this policy instrument.

The Republic of Korea

The 1960s and 1970s were a period of rapid economic growth in eastern Asia.
The Republic of Korea, Taiwan, Hong Kong, and Singapore were in the
forefront of developing countries experiencing growth through manufactured
exports. By 1976, these four countries generated 60 percent of total manu-
factured exports from the developing world, while with a combined popu-
lation of 60 million, they accounted for less than 3 percent of the total
population of the developing countries. In per capita terms, the value of
exports from the four countries was approximately US$400, while the average
value for the rest of the developing world was US$8 (E. Lee 1981b: 2). In this
section, the policies of export-led industrialization which were the basis for
South Korean development during this period will be examined as an example
of the use of policies of economic liberalization by the government of a
developing country.

The Republic of Korea’s policies of export-led industrialization were
developed in a context of reliance on exports which extends back to the turn of
the twentieth century. From 1910 to 1945, the period of Japanese coloniza-
tion, Korea developed as an extension of the Japanese industrial empire. The
climate in Korea is not particularly favorable for agriculture, so the Japanese
concentrated on industrial development. Thus, even before World War II, the
economy of Korea was already highly dependent on foreign trade (Datta-
Chaudhuri 1981: 49–50; Little 1981: 28). In 1945, the Japanese withdrew from
Korea, and the peninsula was partitioned. Although the southern part of
Korea did not suffer much damage during World War II, partition itself was
disastrous for the South. The scale of economic disruption in South Korea was
greater than in some of the areas in which fighting actually occurred. Most
medium and large industrial establishments were located in the North,
including electricity, minerals, metals, and chemical products; and after
partition the southern part of Korea was left without the capacity to generate
electricity and without the ability to earn foreign currency to buy the material
inputs which had previously come from the North.

From 1946 to 1950, there was an inflow of US aid, which was channeled into
reconstruction and into attempts to mitigate the problems of partition. Early
industrial growth under the Japanese had to a limited extent been accom-
panied by the emergence of a Korean entrepreneurial and managerial class



Economic liberalization in comparative perspective 61

during the 1920s and 1930s, and thus there was some basis for indigenously
led economic growth during the 1946–50 recovery period (Datta-Chaudhuri
1981: 49–54; E. Lee 1981b: 15; Little 1981: 29). By 1948, industrial production
was only about 20 percent of the 1940 level (Little 1981: 28). The Korean War,
from 1950 to 1953, caused even further damage, and the southern part of
Korea again suffered severe economic dislocation. By the end of the war,
individuals in the Republic of Korea had one of the lowest living standards in
the world, and per capita income in 1952–4 was US$70. After the Korean
War, reconstruction had to begin again, and it was not until about 1958 that
recovery, financed by substantial US aid, was completed (Little 1981: 29). The
period of US military occupation in the 1950s also included a land reform
program and educational reforms. The land reform program undermined the
power of the farming and landlord classes, and allowed the rise of a new
capitalist class. However, industrial growth in the Republic of Korea in the
later 1950s was unexceptional despite the possibilities for rapid growth which
may be found in a reconstruction era. Industrialization was focused on import
substitution, particularly in consumer nondurables, since the southern part of
Korea had been heavily dependent on imports of clothing and textiles at the
end of the colonial period. This period of development through primary
import substitution is thought to have been particularly crucial to the
Republic of Korea’s later growth. Primary import substitution provided an
industrial base and the entrepreneurial capacity for export promotion. Park
and others have suggested that, in general, primary import substitution is
crucial in, if not a precondition for, the transition to a successful export-
oriented subphase (Y. Park 1981:111 and fns 32, 33).2

After the war reconstruction effort was completed, the Rhee government
undertook macroeconomic stabilization policies to reduce inflation and
introduced incentives for manufactured exports. The shift to the promotion of
manufactured exports came about because aid flows alone could not sustain
the level of imports necessary for overall development, the high population
density meant that there was little room for economic expansion through
agriculture, and the Republic of Korea had no significant mineral resources
available for export (Little 1981: 25–6). The government pushed for a regime
of selective trade liberalization to promote industrial growth and exports
(Datta-Chaudhuri 1981: 54).

Thus, from the early 1960s until about 1990, the Republic of Korea
followed a policy of economic development based on the growth of labor-
intensive manufactured exports. Policies for export promotion included
exemption from duties and indirect taxes on imported and domestic inter-
mediate inputs, exemption from duties on capital goods and machinery, and
reduced taxes and subsidies on government-owned utilities and transpor-
tation. Export industries had to produce goods which met international
standards, and the domestic economy was opened, on a limited basis, to
foreign direct investment. As is later made clear, the labor market remained
isolated, and wages of workers in export industries remained approximately
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16 percent of wages in Western manufacturing industries. The opening of
capital and product markets allowed increases in foreign direct investment.
Throughout the 1960s, manufactured exports were produced largely by
domestic firms; in 1971, wholly or partly foreign owned firms were responsible
for only 6 percent of the Republic of Korea’s exported merchandise (Ver-
bruggen 1987: 321).

In the early 1970s, new policy instruments were added to attract foreign
direct investment in export industries, especially the establishment of the
Masan (1970) and Iri (1973) export processing zones. After the establishment
of the free trade zones, inflows of foreign direct investment both within and
without the zones accelerated. In 1975, foreign firms were responsible for 18
percent of exported merchandise, and by 1978, for 27 percent (Verbruggen
1987: 107, 321). In the labor-intensive phase, foreign direct investment was
focused on electronics, textiles, and clothing, and in the more capital-intensive
phase, foreign direct investment and joint ventures have emphasized auto
manufacturing, steelmaking, and shipbuilding. The following statistics reveal
how quickly export production grew in the Republic of Korea. In 1965,
exports were 6 percent of total manufacturing output. Ten years later, they
comprised 25 percent of total manufacturing output (Y. Park 1981: 80). Table
4.1 indicates the growth of manufactured exports from the Republic of Korea.
From 1963 to 1973, manufactured exports grew at a rate of more than 50
percent per annum, while from 1973 to 1988, the rate of growth was 15
percent per annum. Though the rate of growth of exports fell noticeably in the
mid-1970s and early 1980s as export industries developed, a growth rate of
15 percent per annum still represents one of the highest growth rates for
exports in the world.

Table 4.2 shows the growth rates achieved by the South Korean economy
during the period 1955–75. The establishment of export processing zones in
the Republic of Korea occurred in a decade in which the annual rate of growth
of GNP increased by more than 100 percent over the annual growth rate of the
previous decade. The annual growth rate of value-added in manufacturing
increased by 8 percent over the annual growth rate of the previous decade,
and the annual growth rate of total exports grew by more than 50 percent over
the annual growth rate of the previous decade.

The export processing zone policies should be viewed in the context of the
exceptional growth of the economy of the Republic of Korea as a whole.
Growth through export-led industrialization allowed the Republic of Korea
to restructure its economy (S. Collins 1988). In 1979, national debt had been

Table 4.1 Value of manufactured exports from the Republic of Korea (US$)

1963 1973 1988

Value $44 million $2.7 billion $11.3 billion

Sources: Compiled from Little (1981: 34) and Dornbusch (1990: 128).
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49 percent of GDP. Between 1980 and 1986, the country was able to move
from its position as the world’s fourth largest debtor to the maintenance of
current account and trade surpluses, controlled inflation, and high growth
rates. Moreover, Y. Park notes that while export-led industrialization policies
were attracting foreign direct investment in labor-intensive industries, the
government of the Republic of Korea was also beginning a second import-
substitution phase (1981: 112). Domestic investors were encouraged to
concentrate on heavy and chemical industries such as shipbuilding, iron, steel,
and petrochemicals, in order to prepare for future higher-tech exports.

In conclusion, from the colonial period the Korean peninsula has been
integrated into regional markets. The damage inflicted by World War II,
partition, and the Korean War all meant that by 1953 the southern part of
Korea had one of the lowest per capita incomes in the world. Throughout the
rest of the 1950s, import-substitution policies were the focus of development
planning. After 1960, however, policies shifted to export promotion and
selective trade liberalization. In 1970, the first free trade zone in the Republic
of Korea, the Masan Free Export Zone, was established to attract foreign
direct investment. The Republic of Korea, along with other east Asian econo-
mies, developed rapidly as international trade expanded in the 1970s. This
method of industrialization is known as the Korean model of development,
and has been suggested for use in both the advanced industrialized and the
developing economies.

The United Kingdom

During the 1980s in the United Kingdom, economic revitalization through a
reduction in government intervention became a central goal of the Thatcher
government (Anderson 1983: 321). Deregulation and privatization were the
two primary policies used to reverse the problems of industrial decline.
Among the sectors targeted were the banks, financial services, the financial
markets (the “Big Bang”), coach transport, telecommunications, energy,
water, certain professional services including the NHS, and the inner cities. In
this section, the policies of deregulation which were said to be the basis for an
economic recovery during this period will be considered as an example of the
use of policies of economic liberalization by the government of an advanced
industrialized economy.

Table 4.2 Growth rates in the Republic of Korea: % per year at constant
1970 Korean won

1955–65 1965–75

GNP 5.0 10.4
Manufacturing (value added) 11.0 19.9
Total exports 20.1 30.6

Source: Little (1981: 34, Table 2.2).
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The economic problems which the Thatcher government attempted to
address in the 1980s were not new to the United Kingdom, but were the result
of an economic decline which had been underway for almost 100 years.
Gamble argues that, since 1880, the United Kingdom has seen four major
phases of economic decline (1981: 6–7). By 1880, British political and
economic power had reached its height, and Britain enjoyed a position of
unrivaled international dominance. Between 1880 and 1914, however, Britain
first began to suffer serious competition from industrial rivals, such as the
United States, Germany, and France, and it was at this time that shortcomings
in British industry were structurally caused by the lack of resources and
comparatively older technology. Industries such as textiles, chemicals, iron,
and steel felt the foreign competition most (Artis 1986: 203). During the
period after World War I, from 1918 to 1939, Britain attempted to regain
its position of international dominance. This unsuccessful bid to gain
competitiveness resulted in a sterling crisis and, because of international
rivalries, the collapse of the gold standard. After World War II, the United
Kingdom was forced to withdraw from its imperial role, and relinquished its
position of international dominance to the United States.

In the postwar era, from 1945 to 1970, the United Kingdom failed to keep
pace with its international competitors, especially Germany, France, Italy,
and Japan, in terms of growth and investment. Finally, the world recession,
beginning in 1973–4, initiated a new phase of decline. Gamble refers to the
fourth phase as the period of de-industrialization (1981: 29–30). This term
refers to the decline in the size of the domestic manufacturing sector caused
by failure to compete successfully with foreign firms. The main problem of
this phase of decline was the increased penetration of British markets by
imports and the relative inefficiency of many sectors of British industry.

The industrial decline of the 1970s had a number of serious consequences
for the British economy (Gamble 1981: 23). Unemployment rose from an
average of 2.9 percent in the period 1966–70 to 15.1 percent in the period
1981–5. Over half of this increase was due to inadequate demand, in part the
product of the lack of international competitiveness (Artis 1986: 281–6).
Inflation also rose dramatically, as high as 24 percent in 1973–5 due to the oil
price increases, high levels of imports and their increased prices, and the
Heath government’s indexed incomes policies (Artis 1986: 50–2). Industrial
output stagnated, with the recessions in 1973–4 and 1979–81 producing
declines in GDP of –3.1 percent and –4.6 percent respectively (Artis 1986:
10). Since 1973, there has been an absolute decline in both the manufacturing
and the construction sectors (Artis 1986: 205). Finally, wage growth
stagnated, so that the 1980 wage level was approximately that of the 1974 level
(Gamble 1981: 23). From its position as the world’s leading economy, the
United Kingdom had fallen, by 1984, to the rank of thirteenth among eighteen
industrial economies in terms of national income per capita, followed closely
by Italy and Spain (Artis 1986: 204).

The Thatcher government, elected in 1979, inherited and increased many
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of these problems. This government did, however, claim in strong terms that
the solution to British economic decline lay not in increased state inter-
vention, but in a revitalization of the private sector. Thatcherism as an
ideology and policy program developed in the 1970s as an aspect of the new
right’s response to the perceived failure of the consensus policies of postwar
British governments. The consensus in government had centered around the
need for social and economic intervention and the appropriateness of a
corporatist strategy. The failure of postwar policies to address adequately the
issue of British economic decline reached a crisis point in the mid-1970s with
the deepening recession. Governments in the 1960s had also failed to respond
satisfactorily to the social problems of that time. By the late 1970s, many
believed that only a significant change in economic and social policy would be
able to resolve the numerous problems facing British society and restore the
United Kingdom to its former role as a great power. While a focus on specific
politicians may in the extreme lead to the problem of methodological
individualism, it is important to note that Margaret Thatcher as an individual
did have a significant impact on the policies of the Conservative government.
The way in which government policies changed once John Major became
Prime Minister, even though many of the same people still led the govern-
ment, suggests the influence of her personal views.

Margaret Thatcher came to power at a period which saw the convergence of
three trends (S. Hall and Jacques 1983: 9). First, the recession in the United
Kingdom as a result of the long-term structural decline of the British economy
was deepened by the onset of a world recession. Second, the third postwar
Labour government collapsed, and with that collapse the consensus on social
democratic politics disintegrated. Third, there occurred a shift in inter-
national politics from a period of detente to the new Cold War. Thus, a new
approach to economic, social, and international problems was called for. This
challenge stimulated the rise of the new right, which in the United Kingdom
achieved electoral success under the Conservative Party leadership of
Margaret Thatcher. The economic policies of the Thatcher government had
three main objectives: increasing reliance on market forces, the roll-back of
the state, and the control of the power of trade unions. Monetarist economic
policies were introduced to promote market solutions to the problems of
inflation and the decline of British industry. The reduction in the role of the
state was undertaken through privatization programs and the reduction of
public expenditure on social welfare benefits. Curbs on the power of trade
unions were achieved through both substantial legislation restricting legal
rights and high levels of unemployment that accompanied policies aimed at
reducing inflation.

The supremacy of the market, the importance of private enterprise, the
reduction of government intervention, and the curbs on trade unions were all
elements found in the Thatcher government’s enterprise zone policy. The
concept of the enterprise zone was advanced in the late 1970s as one way to
foster a private sector solution to the UK’s industrial and economic problems.
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Enterprise zones were part of a succession of inner city programs initiated
by the Inner Urban Areas Act of 1978. The focus of these initiatives was
economic regeneration under joint administration by central and local
government. The policies underwent a shift in focus in the Thatcher era, with
an increasing reliance on the role of the private sector as the dynamic force
in the regeneration schemes. The Enterprise Zones, Urban Development
Corporations in the London Docklands, Merseyside, Trafford Park, Tees-
side, the West Midlands, and Tyne and Wear, and the Garden Festivals in
Liverpool, Stoke-on-Trent, and Glasgow (Cherry 1988: 178), all shared
similar goals of inner city revitalization through private enterprise. The
enterprise zone program also grew out of policies centering on small areas
and small firms. The small areas policy was developed in the 1960s in response
to pockets of urban deprivation. With rising unemployment in the 1970s,
there was an increased focus on the need to attract industry back to the inner
cities (J. Anderson 1983: 323). During the Thatcher government, the continu-
ation of the small areas policy resulted in a geographical fragmentation of
policies and policy experiments which were limited to small areas and were
not integrated in any coherent fashion.

The Thatcher government envisioned an important role for small firms in
the process of economic revitalization. The government’s assumptions about
small firms were based on the example of Silicon Valley in California. With
the removal of red tape, it was argued, small firms would be able to solve the
unemployment problem (J. Anderson 1983: 322, 324). It was argued that
young, small, innovative, and dynamic firms are the ones which generate
employment (Birch 1979). These small and medium-sized firms were weakly
developed in the United Kingdom in comparison to the USA and elsewhere.
One of the purposes of the enterprise zones as originally proposed was to
facilitate the growth of small and medium businesses through deregulation
and the removal of the bureaucratic red tape which was thought to hamper
their growth, thus allowing them to act as a force for economic regeneration.

To summarize, the United Kingdom had been, at the beginning of the twen-
tieth century, in a position of international dominance. However, economic
decline, which began as early as 1880, continued throughout the twentieth
century. World Wars I and II further weakened the British economy, and by
the 1970s the economy was characterized by lagging competitiveness and de-
industrialization (Gamble 1981: 29–30). The Conservative government
elected in 1979 with Margaret Thatcher as leader believed that the solution to
these problems would come not from corporatist policies but from the private
sector. The enterprise zones were established as a mechanism for allowing
small and medium enterprises to revitalize the economy.

The People’s Republic of China

The People’s Republic of China has the world’s largest population, 1.26
billion people, and between 1949 and 1978, had a rigid centrally planned
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economy allowing minimal contact with the international economy. Since
economic reforms began in 1978, access to Chinese markets has been the goal
of many large corporations. In general, however, the movement towards a
more open economy has been slow, affected by the cyclical nature of Chinese
economic policy making since 1978 (Howell 1993: 30) and by the Tiananmen
movement in 1989. Despite the obstacles, the Open Policy has been directing
the Chinese economy towards policies which would open the door to world
markets and foreign investment, and reduce the dominance of central
planning (Phillips and Yeh 1990: 224). As in the Republic of Korea and the
United Kingdom, a reduction in government intervention in the economy was
assumed to be the solution to economic stagnation, including sectoral
imbalances so severe that famine swept China during the years 1957–61, and
to inferior technological development. In this section, the Open Policy will be
analyzed as an example of the use of policies of economic liberalization by the
government of a socialist, centrally planned economy.

The Open Policy, which began in 1978, followed almost thirty years of
central planning, and previously, more than 100 years of imperialist domina-
tion of the Chinese economy. From the 1840s to 1949, China was dominated
by external powers competing for spheres of influence (Howell 1993: 44–6).
The Treaty of Nanjing in 1842 gave foreign powers extra-territorial rights in
the treaty ports such as Shanghai, Amoy, and Hong Kong; and the Treaty of
Shimonoseki in 1894 granted further rights in coastal areas and in Manchuria.
The railroads in China were developed by the Russians and the Japanese; and
most capital-intensive industries were owned by foreigners while labor-
intensive industries were owned by the Chinese. During the nationalist
Kuomintang (KMT) period, 1912–49, foreign economic domination con-
tinued. In 1937, the Japanese attacked China, and World War II was followed
by civil war during the years 1946–9.

Victory by the communist forces and the establishment of the People’s
Republic of China in 1949 initiated a centrally planned approach to economic
policy. The focus of economic planning changed over time (Weil 1996; Howell
1993). For example, the early 1950s saw the redistribution of agricultural land
and the gradual nationalization of businesses, while the Great Leap Forward
between 1957 and 1960 brought the collectivization of agriculture, the
development of basic rural infrastructure, and primitive industrialization.
During this period, trade relations followed “traditional” policies, which
emphasized trade with the Soviet Union and eastern Europe. The Cultural
Revolution, from 1966 to 1975, focused on the needs of the peasantry,
including the provision of electricity and healthcare, and the establishment of
an agricultural transportation and distribution infrastructure. Trade policies
were isolationist during the Cultural Revolution; Mao wanted to practice
extreme self-reliance to avoid contamination by capitalist world (Phillips and
Yeh 1990: 225). Foreign direct investment was outlawed, and trade decreased
during the early years, but after the visit by President Nixon to China in 1972
some limited external economic relations were reinstated.
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The death of Mao in 1976 and the downfall of the Gang of Four provided a
turning point in Chinese economic policy (Howell 1993). Mao’s successor
Hua Gofeng began to institute cautious reforms, returning to a traditional
approach to international economic relations. Then, when Deng Xiaoping
came to power in 1978, the Third Plenary Session of the Eleventh Party
Central Committee of the Chinese Communist Party adopted the policy of
liberalization and opening to the outside world. This set of policies has become
known as the Open Policy. The Open Policy was designed “to promote the
expansion of economic relations with the capitalist world economy. It consists
of a set of sub-policies in the spheres of foreign trade, foreign direct
investment and foreign borrowing” (Howell 1993: 3).3 The purpose of the
Open Policy was to reestablish links with the international economy and to
move China gradually from a centrally planned to a market-oriented
economy. Early liberalization in areas such as the special economic zones
(SEZs), and the economic technological and development zones (ETDZs)
was part of an attempt to create a restricted form of “state capitalism”
(Howell 1993) or “market socialism” (Simone and Feraru 1995), a market-
based economy within a socialist state.

The Open Policy was underpinned by the theory of “opening in gradient,”
which consisted of four stages in the opening of the Chinese economy to the
outside world (W. Liang 1987: 5–9). The first stage took place during 1978–9.
This was a period of preparing both ideology and public opinion during which
the press began to question the wisdom of having the country closed to
international influences. It was argued that China could not by itself develop
all the necessary scientific, technical, and cultural skills to participate in the
international system as a leading nation. It was suggested that China should
open itself to the outside world, “taking over whatever is ready” (W. Liang
1987: 6) and absorbing what is useful from capitalism. The second stage took
place during 1980–4, and saw the move toward the full Open Policy. It
featured the development of the special economic zones as an experiment.4  In
August 1980, the “Regulations of the PRC on Special Economic Zones in
Guangdong Province” were approved by the Fifth National People’s Con-
gress Standing Committee of the People’s Republic of China at its fifteenth
session. At the end of 1981, the Standing Committee of the National People’s
Congress authorized the Guangdong and Fujian Provincial People’s Con-
gresses and their Standing Committees to enact the necessary regulations for
their special economic zones (Shenzhen 1982: 44). During this stage,
infrastructure construction began in the special economic zones, and reforms
were enacted to develop market systems.

The third stage occurred during 1984–6 and included the further opening of
the coast of China. Eleven coastal cities5 and three delta areas6 were opened
at the beginning of 1984 by the Party Central Committee to show that the
opening of China to the outside world was irreversible. The fourth stage
began in late 1986 and lasted until 1989, focusing on further improving the
investment environment of the newly opened areas. Additional policies were
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enacted to encourage foreign investment, including twenty-two articles
promulgated by the State Council in October 1986. These consisted of greater
tax exemptions; fewer controls over foreign-owned enterprises, including the
ability to employ/dismiss workers; and the simplification of investment. These
provisions were directed at those firms which exported more than 20 percent
of production or those which used advanced technology. Thus, the special
economic zones were intended to demonstrate that China could operate the
“one country, two systems” principle (Howell 1993: 30). This principle held
that some parts of the Chinese economy could operate on a market basis,
while others remained under central planning. The success of this principle
was considered fundamental to preparing both domestic and international
opinion for the reunification of China with Hong Kong in 1997, with Macao in
1999, and with Taiwan at some point in the future, as proof of China’s ability
to integrate the successful capitalist economies of these small territories.

Economic liberalization and the move towards a market economy has had a
significant, but uneven, impact on China. On the one hand, the Open Policy
has accelerated economic growth, while, on the other hand, social welfare
protection has declined. For example, although development in the southern
coastal areas has been rapid, there are still 230 million persons (18.5 percent
of the total population) living below the $1 per day poverty norm and 670
million persons (53.7 percent) living on less than $2 per day (Asia Times 2000).

Table 4.3 shows the average annual growth rates for different periods in
recent Chinese history, and demonstrates that “the growth rate in the 1980s
was substantially higher than in the pre-1980 period” (Yeh 1996: 12). During
the decade of the 1980s, the Chinese economy grew at a rate of almost 9
percent, a rate that is high by international standards, but somewhat below the
growth rates of small east Asian economies during the previous decade. The
Chinese growth rate is, however, well above the rates of growth during the
same period of the Western advanced industrialized economies which were
all hit by recession in the early 1980s, and well above that of many of the other
developing countries which were to be affected by the debt crisis after 1982.

In summary, during the twentieth century, China has experienced foreign
economic domination, central planning and isolationism, and market socialism
and the Open Policy. Since 1978, the Open Policy has evolved slowly, becom-
ing more open and then partially closing again as power has shifted between
different groups within the Chinese government. Despite international

Table 4.3 Average annual growth rates of GNP (%), People’s Republic of China

Years GNP GNP per capita

1952–80 6.2 4.3
1980–90 8.9 7.4
1980–5 10.1 8.7
1985–90 7.8 6.2

Source: Adapted from Yeh (1996: 12, Table 1).
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isolation in the early 1990s after the events of Tiananmen Square, China
opened again in the late 1990s, absorbing Hong Kong and Macao, and
preparing for membership of the WTO. As in the United Kingdom, it was in
part the success of other east Asian economies that encouraged liberalization
in China (Howell 1993: 48). The development of Japan and the Four Tiger
economies (the Republic of Korea, Taiwan, Hong Kong, and Singapore)
provided models which Chinese policy makers attempted to emulate, as well
as reminders that the Chinese economy was falling behind those of its
neighbours (White 1993: 35).

Deregulation and free trade zones

The preceding sections have examined policies of economic liberalization in a
variety of countries in order to demonstrate how widely used these policies
have been. It has also been suggested, at the beginning of this chapter, that
free trade zones have been a significant part of this trend towards economic
liberalization. In each case study, the centrality of the free trade zone concept
to the larger process of liberalization has been clear. The development of free
trade zone policies began with the establishment of export processing zones in
the developing countries. Thus, liberalization in the developing countries
took place at the same time as firms in the West began to look for new invest-
ment opportunities. First, recession in the advanced industrialized economies
meant that consumer goods producers found it difficult to maintain strong
sales, and firms had to become more competitive by searching for lower labor
costs. Furthermore, the growth of unionization in the advanced industrialized
economies meant that firms were looking outside Europe and North America
for production sites. Foreign direct investment began to grow faster than
trade, as the oil price increases translated into petrodollars in search of
investment opportunities. In the developing economies, the failure of import
substitution policies caused governments to turn to export-led industrial-
ization as a route to development. The developing economies lacked the
capital and technology to manufacture for Western markets, so attracting
foreign direct investment became a priority. Export processing zones provided
the infrastructure that foreign firms required, and foreign direct investment
provided a mechanism for market access to the West by developing
economies, since goods assembled from Western components were allowed
duty-free back into the home economy. Early on, the zones also allowed firms
to circumvent certain trade restrictions. In the case of textiles, for example,
firms were able to avail themselves of the unfilled quotas of the host country
(UN CTC and ILO 1988: 3).

It may be argued that there has been a remarkable proliferation of these
zones in developing countries since 1965, at which time there were only three,
in India, in Puerto Rico, and at Shannon Airport. By 1970, there were eight
zones in eight countries, and from 1971 to 1975, twenty-three zones were set
up in eleven countries, mainly in Asia. Between 1976 and 1978, twenty-one
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more zones were created, but the focus had shifted away from Asia and half of
the new zones established were in the Middle East. In the context of the global
political economy of the 1970s, export processing zones provided a number of
benefits. In the case of certain developing countries, such as Taiwan, Hong
Kong, Singapore, and the Republic of Korea, the zones enhanced the rate of
foreign direct investment, the pace of export-led industrialization, and the
process of technology transfer. Multinationals also benefited from the
competitive edge gained from production in the less developed economies.
Critics of the zones have argued that the advanced industrialized economies
have benefited most of all, through the opportunity to maintain exports of
consumer, intermediate, and capital goods, and through the contemporary
dependency relationship: that exports from developing economies do not
present a threat to the domestic markets of the advanced industrialized
economies, but rather rely on Western materials, components, capital goods,
and technical, managerial, and marketing skills (Sklair 1986: 757–8).

By the early 1980s, at least fifty additional export processing zones had been
set up in a wide variety of countries in Asia, the Middle East, Africa, the
Caribbean, and Central and South America (Basile and Germidis 1984: 21).
In 1986, there were 116 export processing zones in operation around the
world, and total employment in export processing zones in developing
countries in 1986 was approximately 1.3 million (Dicken 1992: 183). Thus,
while the 1980s saw economic liberalization in Asia and competition between
developing economies to attract foreign direct investment, this period also
brought economic decline in the advanced industrialized economies and the
establishment of other similar types of zones such as the enterprise zones
in Britain, France, and the United States and the special economic zones
in China.

It may appear that these export processing zones, enterprise zones, and
special economic zones are substantially different from each other. Each type
of zone has a slightly different purpose. In the newly industrialized countries
(NICs) and developing economies, export processing zones are used to
stimulate export-led industrialization by providing capital, foreign exchange,
technology diffusion, and employment. In the industrialized countries,
enterprise zones are used to stimulate regional development and increase
employment, with little emphasis on the creation of foreign exchange. In the
UK, manufacturing takes place for the domestic or EU markets, rather than
being export-oriented, although export outside the EU is possible. Shannon
Airport, the world’s first export processing zone, established in 1959, is
something of a cross between an export processing zone and an enterprise
zone, but it appears not to be representative of zones in developed countries
since the economy of Ireland faced, at the time, problems similar to those
found in the economies of less-developed countries.

A further distinction to be made is between types of export processing
zones in developing countries. In a number of Asian countries, the Republic
of Korea for example, where export processing zones have been in use for
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some years, a second wave of investment is beginning. Because much of the
work force in these countries has become relatively more skilled, and
therefore more costly, industries which rely on very low-skill, low-cost labor
are moving out (toy manufacturing and textiles), and other industries (autos
and electronics) which require more human capital, but which are also more
capital-intensive, are moving in. The firms which require low-cost, low-skill
labor have been moving from the NICs to other Asian countries such as the
Philippines, Sri Lanka, and particularly China, where workers have had less
experience in factory labor and governments make fewer demands on the
investing firms. The ease and rapidity with which firms often move from one
location to another which is seemingly more advantageous has led them to be
termed “footloose” industries (Edgren 1982: 8; von Hagen and Hammond
1994).

Moreover, a second generation of export processing zones is being
established. While the first-generation zones were territorial in nature, the
second-generation zones are statutory. These zones involve the establishment
of a regime in which the legal status of an export processing zone is attached to
specific enterprises, rather than to a geographical location. It is argued that
this corrects for one of the major weaknesses in the export processing zone
concept – its inability to encourage development in remote regions (UN CTC
and ILO 1988: 155).7 This new evolution in the export processing zone
concept may prove logically inconsistent, however, as the prefabricated
factory buildings, modern infrastructure, and accessibility considered crucial
for the success of free trade zones in the first place will be missing. Despite
these differences in location and purpose, however, it will later be argued that
all of these types of zone have broadly similar goals, and compete, to some
extent, for the same types of investment.

Thus, by the early 1990s, half of all the countries classified as developing by
the United Nations had active export processing zones (UN CTC and ILO
1988: 2). Dicken argues that:

export-oriented policies encompass a broad range of measures, both
investment- and trade-related. However, many developing countries
have used the device of the export-processing zone as a primary focus.
The proliferation of EPZs seems to be continuing as more and more
developing countries attempt to tread the path of export-based indust-
rialisation.

(1992: 186)

For example, in the early stages of liberalization in eastern Europe after the
collapse of the communist regimes, export processing zones were under
discussion as a policy option for Russia. And, in the mid-1990s, the policy
package was still spreading, with the government of Iran introducing an
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export processing zone policy which the reformers hope will play a significant
role in the recent shift towards economic liberalization.

It may be seen that the free trade zone concept has been widely used during
the last thirty years. Despite the diversity of locations of these zones around
the world, however, and the various national governments and firms which are
involved in their development, the various types of free trade zone are
increasingly recognized as fundamentally similar. An analysis of export
processing zones argues that there exists a close similarity between all types of
free trade zone, and that the concept of the export processing zone is widening
to include a variety of types (Journal of the Flagstaff Institute 1987). There are
extensive similarities between all of these types of free trade zone in terms of
the kinds of goods produced, the investment incentives, the conditions for
workers, and the general purposes which governments hope they will achieve.
But, whatever the microlevel differences in the forms and functions of free
trade zones, they are reconcilable at the global level as part of the shift
towards policies of apparent deregulation.

In conclusion, as part of the wave of deregulation in the global political
economy, export processing zone, enterprise zone, and special economic zone
policies claim to benefit from a lack of regulatory structure. First, each zone is
seen to be an enclave in which the usual regulations concerning industry have
been relaxed. In Britain, for example, the establishment of enterprise zones
has been compared to an inner city “Big Bang,” in which deregulation will
provide the key to renewed prosperity (Newsnight 1987). In August 1980,
Geoffrey Howe, then Chancellor of the Exchequer, highlighted the import-
ance of deregulation within the enterprise zones when he stated that:

we are proposing to establish, in the first instance, about half a dozen
enterprise zones, with the intention that each of them should be
developed with as much freedom as possible for those who work there to
make profits and to create jobs.

(Keesing’s 1980: 30400–1)

Second, enterprise zones, export processing zones, and special economic
zones are considered to be models for more liberal national economies. In
Britain, enterprise zones were designed as a temporary measure, giving a
boost to neglected areas until the time when “the whole country becomes an
enterprise zone” (The Economist 1980: 33). In the Republic of Korea, export
processing zones were linked into a gradually liberalizing national economy
which had increasingly turned to export production to lead industrial
development. In China, special economic zones have been part of a program
of step-by-step liberalization, or opening in gradient. Third, the export
processing zones, enterprise zones, and special economic zones themselves
are embedded in the global political economy and are assumed to be an
important part of the movement towards international free trade. For
example, the Flagstaff Institute at Northern Arizona University, which houses
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the World Export Processing Zone Association (WEPZA), states that one of
its goals in relation to the promotion of export processing zones is:

to research, discuss, publish and present information to support and
improve world trade; to encourage, foster and stimulate commerce,
world trade and business . . . to acquaint and inform the public and various
governmental agencies of the benefits of improved world trade.

(Journal of the Flagstaff Institute 1987: inside front)

The ability to import raw materials and components into export processing
zones and the export of processed goods back to the industrialized economies
depends on the free movement of goods, and relies in particular on free trade
and the suppression of protectionist impulses in the industrialized countries.

The assumptions of deregulation and free trade, however, have the effect of
obscuring the extent of regulation necessary for the systematic development
of export processing zones, enterprise zones, and special economic zones. It is
argued here that conscious regulatory effort has been needed to achieve the
condition referred to as deregulation, while the concept of deregulation often
includes the assumption that there is no need for re-regulation or less
restrictive regulation, government subsidy, and other forms of intervention.
However, in order to liberalize, to deregulate and to establish free trade
zones, national governments must implement detailed policy packages. It is
not simply a matter of rolling back the state and letting unregulated economic
forces take over, but rather of developing and implementing alternative policy
programs.

Each case of liberalization that has been examined demonstrates this. In
the Republic of Korea, export-led industrialization has often been held up as
an example of successful laissez-faire development. E. Chen, for example,
argues that in east Asian development, “there was no need to mobilise
resources (like the Great Leap Forward Movement in China in the late fifties)
and/or to direct resources to the desired channels by state intervention”
(1979: 183). Deregulation, liberalization, and other policies reducing govern-
ment intervention in the economy were assumed to be preconditions for the
high levels of economic growth seen in east Asia in the 1960s and 70s. Thus,
export-led industrialization along the lines of the east Asian model are often
recommended for developing regions of the world, such as southeast Asia,
Africa, Latin America, and Eastern Europe, as well as for the declining
regions in the advanced industrialized economies such as the United King-
dom, France, and the USA.

However, the establishment of the export processing zones was not
achieved with a reduction in the role of the state in economic development. In
the Republic of Korea, a military coup in 1961 brought Park Chung Hee and
a more interventionist government to power. The Park government had a
strong commitment to economic development, and played a much more
central role in promoting industrialization and exports than did previous
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governments. S. Collins argues that the Republic of Korea’s successful
economic adjustment was due in part to active, interventionist government
policy (1988). The government ensured that export investment received top
priority, and also developed a series of five-year plans, beginning in 1962,
which determined investment, growth, and sectoral activity.

This new economic development strategy contained three basic compo-
nents (Datta-Chaudhuri 1981: 55). The first was a reform of the economic
structure in order to put the state and the public sector in control of the
“commanding heights” of the economy, including the banks, transportation,
and the utilities. Because the government owned the banking sector, it was
also able to control the access of domestic and foreign firms to domestic
capital (Verbruggen 1987: 319–32),8 the cost of which was subsidized by
extensive foreign borrowing. The second was the adoption of a regulatory
system to guide the allocation of resources in the desired direction, including
targeted state intervention to promote exports (Datta-Chaudhuri 1981: 54).
The third was the development of a close collaboration between the state and
the dominant capitalist class, as in Japan, so that development priorities were
consonant with entrepreneurial interests, through, for example, the establish-
ment of the Korean Trade Promotion Corporation. The close link between
government and business was what made this strategy work, and involved, for
example, monthly joint meetings chaired by President Park between govern-
ment officials and businessmen. At these meetings export performance,
industry by industry, was reviewed. If exports in any industry were found to
be lagging, government officials were directed to remove restrictions or
otherwise facilitate better performance.

Thus, despite the views of those like E. Chen who argue that the South
Korean economy is a model of laissez-faire success, the South Korean govern-
ment has been, since the early 1960s, actively pursuing interventionist policies
aimed at reconstructing the economy through export-oriented industrializ-
ation, without necessarily liberalizing the domestic economy in its totality.
The significance of the programs of export promotion and trade liberalization
in the Republic of Korea is the high degree of government planning and
intervention necessary for national economic development. While develop-
ment was capitalist in nature, it was not laissez-faire, but rather occurred
under highly centralized guidance. Furthermore, government guidance had
not been limited only to the export-promotion phase of development, but had
also been an important part of both import-substitution phases.

In the United Kingdom, the success of economic development in the NICs
in the 1970s provided a model which British policy makers hoped to emulate.
An important point, and one that made the east Asian model attractive to the
Thatcher government, was that development in these countries was assumed
to have been the result of laissez-faire government policies. Both P. Hall and
Howe, among the original proponents of enterprise zones for the United
Kingdom, looked to east Asia as an example of successful deregulation. P.
Hall proposed a “Freeport Solution,” in which the conditions of Hong Kong
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and Singapore would be recreated in small areas in the United Kingdom. He
suggested that “small, selected areas of cities would be thrown open to all
kinds of initiatives, with minimal governmental interference or control” (P.
Hall 1981: 6). Howe argued that east Asian governments are among “those
whose economic policies are still nearest to our ideal. We find surprising – but
convincing – examples in Taiwan, South Korea, Hong Kong, and Singapore”
(J. Anderson 1983: 326). Thus, deregulation in the enterprise zones was to be
the primary mechanism through which British industry was to be revitalized
and inner city areas rehabilitated.

It must, however, be recognized that the ideology of deregulation in Britain
was not in practice accompanied by laissez-faire government policy. The
enterprise zones did not become areas in which all government control was
relinquished, as P. Hall had envisaged. Regulation and government subsidy
were important features of the enterprise zones, which, in common with much
of the Thatcher government’s urban areas policies, exhibited the continuation
of interventionist practices as the practical basis of policy making (Cherry
1988: 187). The main incentive for investment in British enterprise zones did
not turn out to be deregulation, as initially conceived by P. Hall, but rather
financial incentives, particularly rates exemptions and building allowances. In
the actual enterprise zone legislation, subsidies to firms were increased, and
other forms of positive intervention, such as government subsidies through
Assisted Area status, were increased as well (McDonald and Howick 1981:
31). In the United Kingdom, deregulation in the enterprise zones did not
mean an end to all forms of regulation in these areas. Pirie argues that “it is
clear that the public sector was far from absent, and it cannot therefore be said
that enterprise zones represent free enterprise unhelped by government”
(1988: 201). Thus, although Thatcherism represented a radical effort to
reverse the postwar direction of British society (S. Hall 1983: 29–30) by an
attempt to return to nineteenth-century economic and social values, such as
the neoliberal values of the free market and the organic Tory social values of
duty, authority, and tradition, in practice these economic and social policies
required extensive re-regulation and government intervention.

In China, the reforms of the Open Policy were prompted by the perceived
failures of Maoist central planning and by the comparison of China to other
east Asian economies. The shift away from central planning was encouraged
by the “dissatisfaction with the economic performance of developmental
states, particularly those which emerged in the Third World,” according to
White (1993: 7). While Maoist policies in China had generated improvements
in infrastructure, healthcare, and literacy, they had also caused famine after
the Great Leap Forward and comparatively limited growth during the 1960s
and 70s (White 1993: 31–2). Chinese policy makers after 1978 attempted to
follow the deregulatory model of reform already in use worldwide. “This
reaction against the state has been remarkably consistent across the political
spectrum, from Thatcherites on one side to communists on the other” (White
1993: 7). Thus, White argues that Chinese policy makers, like British policy
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makers at approximately the same time, turned to policies modeled on those
of the small east Asian economies.

Despite liberalization in the special economic zones and other coastal
areas, however, the Open Policy by no means meant an end to economic
planning in China. The Five-Year Plans of the Maoist era have continued in
the reform period. Table 4.4 shows the span of the Five-Year Plans from 1978
onwards. The proposals of the Eighth Five-Year Plan and the Ten-Year
Development Program reaffirmed the significance of central planning in
Chinese economic policy. They included policies designed “to institute an
operational mechanism that combines planning and market regulation”
(Yeh, 1996: 53). The Tenth Five-Year Plan is expected to focus on the
development of the central and western regions, especially the improvement
of both physical and social infrastructure and the management of natural
resources (Asia Times 2000).

Although the Chinese government has reduced the level of planning,
especially at the microeconomic level, and is relying increasingly on market
mechanisms in coastal areas, government control remains vigorous in macro-
economic guidance and in the regulation of the emerging market (Weil 1996:
62–75). First, the development of the economy overall is still shaped by public
investment. National ministries help direct investment patterns, focusing
particularly on underfinanced sectors such as transport and other infra-
structural projects. The government is also addressing the gap in develop-
ment between the southern coastal areas and the interior and western regions,
with, for example, a US$362 million project in Tibet for the development of
farming and irrigation as well as the township enterprises: small, village-based
firms relying on labor-intensive production which have been established to
provide jobs for unemployed peasants. Second, the Chinese government
continues to direct the investment of foreign funds. Third, price controls,
especially on food and petroleum, continue in place to combat inflation.
Fourth, strict policies for population control, though not always effective, are
still in use (Yeh 1996: 14–23). Thus, in China, the Open Door liberalization
policy coexists with a reliance on central planning. The southern coastal areas
have benefited from liberalization, market economies, and the accompanying
economic growth. The interior and western regions, however, still depend on
extensive government intervention and their development is the focus of
current long-term economic planning.

The case studies have demonstrated that deregulation requires not a

Table 4.4 Recent Five-Year Plans, People’s Republic of China

Sixth Five-Year Plan 1979–85
Seventh Five-Year Plan 1986–90
Eighth Five-Year Plan 1991–5
Ninth Five-Year Plan 1996–2000
Tenth Five-Year Plan 2001–5
Ten-Year Development Program 1991–2000
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reduction in governmental policy making, but a reformulation of policies and,
in the cases above, continued government intervention in the economy. Thus,
Majone argues that deregulation should more correctly be referred to as
“regulatory reform” (1990: 3). This relation between the state and the
condition of deregulation had earlier been suggested by Gramsci when he
wrote that:

it must be made clear that laissez-faire too is a form of state “regulation,”
introduced and maintained by legislative and coercive means. It is a
deliberate policy, conscious of its own ends, and not the spontaneous,
automatic expression of economic facts.

(Gramsci 1971: 60)

It is suggested here that multiple levels of regulation are necessary for the
development of what are assumed to be deregulated free trade zones. If it is
the case that the widespread establishment of free trade zones can only be
achieved through increasing regulation and informal structuring at both the
domestic and international/global levels, then these regulations and recom-
mendations in part determining the development of free trade zones will be
argued to have been generated out of relations between the political, the
economic, and the juridical at the level of the international and/or global, as
well as from domestic/national relations and the interrelationship between
the two. The chapters which follow will consider the regulation necessary at
the national and international/global levels for the establishment of free trade
zones, as well as the relationship between the two levels.



5 Free trade zone policies in the
Republic of Korea, the United
Kingdom, and the People’s
Republic of China

In Chapter 5, the national-level regulations required for the establishment of
free trade zones will be examined. The assessment of these national regula-
tions which in part structure the development of the export processing zones
in the Republic of Korea, the enterprise zones in the United Kingdom, and
the special economic zones in the People’s Republic of China demonstrates
that free trade zones, as liberalized sectors of the national economy, are in
part the result of ambitious policies of re-regulation by national governments.
As noted in Chapter 4, there are many common features shared by export
processing zones, enterprise zones, and special economic zones. Each has the
general goal of improving economic performance by enhancing growth and
integration into global markets. The various types of free trade zone are also
similar in the types of goods produced, the investment incentives provided by
national governments, the labor conditions found in the zones, and the
purposes for which national governments have established them.

The common denominator of manufactures produced in free trade zones is
their low-value added, labor-intensive character. The usual types of industries
are electronic components, clothing, footwear, leather products, sophisti-
cated metal products such as jigs and dies, optical goods, electrical appliances,
plastics, toys, sporting goods and car parts (UNCTAD 1984; Wall 1976). A
rough worldwide breakdown of industry composition in export processing
zones in the mid-1980s showed that 30 percent of all firms produced
electronics, while 20 percent of all firms produced garments or textiles
(Currie 1985). The focus on these two industries is referred to as the “textile
and electronics monoculture” (UN CTC and ILO 1988). These types of firms
find it more profitable to transfer parts of their production activities to
locations in which there are abundant supplies of low-cost labor.

The investment incentives which governments apply to attract firms have
also been similar across the free trade zones. Most of the measures used by
governments as incentives for attracting multinational corporations reduce
both the sunk cost of setting up and the operational costs of managing the
plants in the zones. Essentially, governments subsidize the transfer of plants
into the zone. In export processing zones, freedom from import and export
duties is by far the most critical incentive which governments offer. Some
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enterprise zones in the UK and the special economic zones in China also offer
some duty-free imports and exports. Export processing zones, enterprise
zones and special economic zones all have in common a heavy reliance on tax
holidays as an important investment incentive (Wall 1976). Firms have been
offered tax exemptions for a number of years, and many have permanent
exemptions. Investment subsidies are a further incentive. Investors in such
zones may be offered priority access to local capital at exceptionally low
interest rates, even in capital-scarce areas.

The other investment incentives are physical rather than fiscal. Of great
importance is “one-stop” bureaucracy, where all the necessary permits may
be obtained without much delay from a single government authority. Pre-
existing physical infrastructure, such as preconstructed factory buildings, is
often an investment incentive. Within the zones, it is possible for the govern-
ment to provide the types of ready-made factory buildings and purpose-built
services found in industrial parks. The need for adequate, reliable water and
electricity supplies is clear. The importance of good infrastructure as an
incentive for investment and its effect on productivity have been highlighted
in a number of studies which demonstrate the strong relationship between
infrastructure, productivity, and investment.1 The location of the free trade
zone itself is also an investment incentive. Zones must have good road and
rail access, and those without seaport or airport facilities are unlikely to be
successful.

Labor conditions are also similar in free trade zones around the world.
Manufacturers investing in free trade zones want to take advantage of low-
skilled, therefore low-wage, workers. In order to use relatively unskilled
workers, the manufacturing process must be broken down into the least
complex jobs possible. Each worker, then, is expected to perform a simple and
repetitive set of motions throughout the day. Young women, ages 16–25,
comprise approximately 80 percent of all assembly workers in such factories.
Not only can young women be paid the lowest wages, but they have little other
work or union experience and so rarely challenge the working conditions in
which they find themselves.2 These gender relations, which have played a
critical role in the development of the new international division of labor,
have also had a significant part to play in the establishment of all types of free
trade zone. In addition, labor protection otherwise in effect in most countries
is frequently abrogated within the zones. Minimum wages, for example, are
usually eliminated. In developing countries, wages may be as low as, or even
lower than, US$1 per day, while in the UK the basic rates of pay for semi-
skilled workers in the electronics industry in the 1980s were £77–£88 per week
(Mitter 1986: 93). It should be noted that, despite differences in pay, the
productivity levels of workers in OECD countries and developing countries
performing the same jobs are approximately the same. Working hours in free
trade zones are often unregulated, and may run as high as 50–60 hours per
week with mandatory overtime. In general, work conditions are characterized
by job insecurity, shift work, and inadequate safety standards (Edgren 1982;
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Mitter 1986). It is also suggested that there are serious restrictions on the
activities of trade unions, when and if they are allowed. However, rapid
employee turnover in many companies prevents effective union organization
(Mitter 1986: 54–6).

It should be noted that, while in general wages and working conditions in
export processing zones are no worse than in comparable industrial employ-
ment in the domestic sector in the same countries, and are in fact much better
than those in the traditional and informal sectors, when “compared to
garment and electronics factories in the US or Western Europe, many of them
would certainly appear to be sweat-shops” (Edgren 1982: 33). As for garment
and electronics factories in industrialized countries, those which employ
mainly women and lack union representation offer much less acceptable
working conditions than do other factory jobs. It is often argued that imposing
high standards for health and safety on industries slows the pace of economic
growth, especially in developing countries. The Conservative government in
the United Kingdom also adopted this position in 1993 when arguing against
the imposition of the Social Chapter of the Maastricht Treaty.

Finally, the main purposes for which free trade zones are intended are
similar in all countries. Governments expect that free trade zones will attract
foreign investment, increase employment, contribute to regional or national
development through linkages to the local economy, and encourage tech-
nology transfer by training local workers in high-tech jobs and diffusing
advanced processes throughout local industry. Thus, the many varieties
of free trade zone in use around the world are strikingly similar in terms of
the goods produced, the investment incentives, the labor conditions and the
expectations which national governments have of their contribution to
national economic growth. This chapter will continue with an analysis of free
trade zones in the case study countries. Here, the national-level regulations
leading to the establishment of export processing zones in the Republic of
Korea, enterprise zones in the United Kingdom, and special economic zones
in China will be examined. The impact of the free trade zone policy in each of
the three countries will also be analyzed. Once the national-level regulations
governing free trade zones have been explored, the international-level
regulations and the interrelationships between the two will be assessed.

Export processing zone policies in the Republic of Korea

This section examines the establishment of export processing zones in the
Republic of Korea in the 1970s and investigates the policies implemented by
the government to facilitate the development of the zones during the period
1970–85.3 The two export processing zones in the Republic of Korea were
established in a rapidly expanding economy in which similar types of
industrial growth were to be found outside the zones. The advantages which
the zones were supposed to provide lay in attracting foreign investment
through streamlined bureaucratic procedures, and demonstrating quickly the
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benefits of export-led industrialization. The zones established in the Republic
of Korea were copies of those in Taiwan, which in turn were modeled on the
city-state of Hong Kong. In 1951, Hong Kong began rapid industrialization
through manufactured exports. The establishment, in 1966, of the Kaohsiung
export processing zone in Taiwan left the Republic of Korea at a disadvantage.

In the early 1970s, the government of the Republic of Korea established
two export processing zones: Masan, opened in 1971, and Iri, opened in 1973.
In examining the export processing zones in the Republic of Korea, this
analysis concentrates on Masan. This choice is based on the fact that Masan
was the first export processing zone in the country, and the regulations,
incentives, and administrative rules which were design to govern Masan were
largely applied to the other zone, Iri. By studying Masan, an accurate picture
of the operational, legal, and political requirements involved in the establish-
ment of the export processing zones in the Republic of Korea may be acquired.
The initial decision to establish export processing zones in the Republic of
Korea in order to facilitate export-led development was announced in
January 1969, by the Economic Planning Board (EPB) of the Ministry of
Commerce and Industry (MCI). Such zones are known in the Republic of
Korea as free export zones (FEZs), and they were set up by the passing of the
Free Export Zone Establishment Act (FEZEA). Despite the liberalization of
trade which took place within the free export zones, there was still a high
degree of regulation required for their operation.

Policy description

There are five aspects which distinguish the free export zones in the Republic
of Korea, and for which the government had to create special legislation.
First, the free export zone was a geographically designated industrial enclave
that was separated from the rest of the economy and bound by different rules
concerning trade and foreign direct investment. Foreign firms in the zones
could freely import raw materials or semifinished goods, and could manufac-
ture, process, or assemble. The finished product was for export purposes only.
Second, the zone was a self-contained administrative district in which all
administrative services, including the licensing of foreign investment, were
provided on the spot in the one-stop shop approach. Third, the government
set up complex and stringent occupancy criteria for the free export zones.
Fourth, there were various tax incentives offered to foreign-owned firms
and to foreign individuals. Fifth, the zone had its own labor laws as well
as infrastructural facilities constructed by the government for lease or
sale. These included plant sites, general-purpose factory buildings, and
accommodation used by the Korean workers employed by foreign firms.
The government also provided subsidies for utility services used by investors.
The regulatory changes necessary for the establishment of the Masan free
export zone will be discussed in greater detail below (UNIDO 1974b unless
otherwise noted).
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The primary legislative change required for the establishment of the free
export zones was the reformulation of the laws governing trade and foreign
direct investment. The zones were given the characteristics of a bonded area
in which the application of pertinent laws and regulations concerning imports
and exports was made less stringent (Warr 1983; C.-J. Kim 1981). The export-
import business license was waived, and occupant firms enjoyed the same
degree of freedom as those granted a “trader’s business license” as prescribed
in the Foreign Trade Transaction Law. They could conduct their business in
the zone freely, and could import without restriction the raw materials,
machinery, and equipment needed in their activities provided that all output
was exported. Occupant firms could even import import-banned or import-
restricted items after receiving clearance from the Office of the Director of
the zone. Other trade and investment-related incentives included relief
from duty on imported capital goods, which was particularly important for
manufacturers in free export zones, since the plant infrastructure and
materials were largely imported even if substitutes could be found in the
domestic economy. In addition, the Raw Material Requirement Certification
System was eliminated, allowing firms to import raw materials with no
restriction on quantity. Zone occupants were also exempt from the Foreign
Capital Investment Laws, which freed them from the requisite procedures
involving various ministries dealing with foreign investment, the import of
materials which were available domestically, and technology transfer issues.
Firms in the zones were also excluded from the Foreign Trade Transaction
Law and the Law on Employment of Persons Subject to Veterans’ Relief.
Finally, in certain cases, the administrator of the free export zone was able to
waive the inspection of exports if he believed it was unlikely that the quality of
exports was inferior.

Although the free export zones were established with the assumption that
the products manufactured there would be exported, exceptions to the export
constraint were available when the quality of the finished good was not
acceptable to the importing country. In such cases the foreign firm could, with
the approval of the Ministry of Commerce and Industry, sell the product in
the domestic market after paying the usual excise and sales taxes which were
applicable to imports. Exceptions were also available when, in certain cases,
after fulfilling their export targets, firms in the zones were allowed to sell a
fraction of their output, up to 30 percent of the total, in the domestic market.
However, electronic goods manufactured in the zones could not be sold in the
Republic of Korea in order to protect domestic manufacturers of such pro-
ducts. Thus, trade liberalization in the free export zones required regulation
to exempt firms from trade laws applicable elsewhere in the domestic
economy, and the provision of special conditions for exporters which allowed
them access to the domestic economy.

A second legislative change concerned the establishment of the free export
zone administration. The government of the Republic of Korea designated
special administrative offices to supervise the operation of the free export
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zones. The Industrial Estate Administration (IEA) was responsible for the
general operation of industrial estates throughout the country. The IEA
empowered the local offices of the free export zones to manage each zone. In
the one-stop shop approach, the finalization of administrative procedures
could take place on the spot. The Free Export Zone Administration was
empowered to handle various administrative services, including the approval
of the applications for occupancy. The Director of the Masan Free Export
Zone Administration Office was responsible for three main divisions. These
were the General Affairs Division, the Investment Management Division,
and the Technological Control and Construction Division. Also included
in the responsibilities of the Office of the Director were basic functions
such as:

1 Customs Office
2 Office of Labor Administration
3 Post Office
4 Exit and Entry Control Office
5 Quarantine Office
6 Police Box
7 Fire Station.

The allocation of functions between the three main divisions were as follows:

A Duties of the General Affairs Division
1 Security
2 Custody of official seals
3 Appointment, services, education and training of public officials and

those involved in personnel administration
4 Dispatch, control, and safekeeping of documents
5 Budget implementation and accounting
6 Procurement of office supplies
7 Custody of goods and state-owned property
8 Receipt of revenue within the zone, and contracting for lease and

sales of land and standard factories
9 Licensing and supervision of supporting firms

10 Cooperation between the administrative agencies within the zone
11 Management of utilities and welfare facilities
12 Secure guarding of the zone
13 Employment agency service
14 Industrial accident insurance service
15 Labor–employer cooperation service
16 Services for improvement of working conditions
17 Safety management.

B Duties of the Investment Management Division
1 Licensing and after service of occupant firms
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2 Receipt and processing of applications for authorization of foreign
investment

3 Receipt and processing of applications for technology inducement
4 Permission for transfer and mortgaging of land and factories
5 Export and import licenses, and matters related to export promotion.

C Duties of the Technical Control/Construction Division

1 Technical review for export and import licensing
2 Export and import inspection
3 Technical review for authorization of foreign investment
4 Public nuisance control
5 Matters concerning the temporary removal of goods out of the zone
6 Training of skilled workers
7 Vocational training
8 Building permits, and permission for establishment of facilities
9 Supervision of construction work

10 Repair and maintenance of the harbor.

As may be noted from the lists above, the bureaucratic functions needed for a
deregulated zone appear to be substantial. Rather than eliminating red tape
entirely, the provisions for the free export zones required an extensive
bureaucracy. This special bureaucracy, however, may be seen as a recon-
structed form, characterized by the elimination of the inter-bureaucratic
competition of traditional bureaucratic forms, thus resulting in a more
rationalized and streamlined management of the free export zones.

A third area of regulation was the establishment of criteria for choosing
firms to occupy the free export zones. The categories of industries eligible for
occupation of the zones were jointly agreed upon by the Ministry of
Commerce and Industry and the Industrial Estate Administration, and were
designed to fit into the policy of export promotion used by the government of
the Republic of Korea. The occupancy system operated on the basis of a very
close screening of the applications submitted by foreign firms. The two main
official requirements for occupancy by foreign applicants were that, first, the
manufacturing, processing, or assembly should concern goods for export, and
should be compatible with the export-led economic plans of the Economic
Planning Board. Second, firms should be either wholly foreign-owned or joint
ventures with nationals of the Republic of Korea. Foreign firms did not
qualify for occupancy if they planned to sell in the domestic market. Further-
more, domestic firms or nationals did not qualify for occupancy unless they
had a foreign partner. Even the satisfaction of the above requirements,
however, did not imply that an application for occupancy would succeed.
Permission for occupancy was granted only after a comprehensive examin-
ation of the applicant’s proposal, which had to fulfill additional requirements
in terms of exports, foreign exchange earning rate,4 manufacturing tech-
nology, and the degree of labor intensity of the plant.
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Table 5.1 outlines the criteria for occupancy of the Masan free export zone.
The six items in Table 5.1 were intended to maximize the gains to the domestic
economy from investment by foreign firms. Item 1 required that, in terms of
exports, the project was compatible with the overall strategy of the Economic
Planning Board. Item 2 reveals the level of export earnings in terms of hard
currency that was required of investors in the zones. The remaining Items (3–6)
encouraged domestic factor and material intensity in the proposed project.

It was only after ensuring that domestic producers were not going to suffer
in their export markets that permission for occupancy was granted. In those
industries in which quotas or voluntary export restraints (VERs) were used
against South Korean firms, the government of the Republic of Korea asked
foreign firms to negotiate their own export arrangement with the govern-
ments of the advanced industrialized countries in order to sell the goods
produced in the zones outside the South Korean quotas/VERs. Thus, multi-
nationals would have had to use their influence in the West to open markets to
their goods produced in the zones. This policy encouraged only large foreign
investors to apply for occupancy in industries in which there were quotas
allocated to South Korean firms, since multinational corporations are more
likely to have the influence to induce governments in the West to grant extra
import allowances. In this way, the decision of a multinational to locate in the
zone had a trade liberalization aspect to it.5

Moreover, this policy effectively used the influence of multinational
corporations to reduce the effectiveness of trade policies implemented by
Western governments to deal with the aggressive export promotion and export
targeting of the government of the Republic of Korea. In this manner, the
government cooperated with multinationals to further its export expansion
program. At the same time, because of their powerful position, multinationals
were able to extract special concessions from the Administration Offices of
the zones, enabling them to sell a fraction of their output in the domestic
market.

Table 5.1 Criteria for occupancy of free export zones in the Republic of Korea

Item Factory constructed by Standard factory
the investor

1 Exports $500 or more per pyong $600 or more per pyong
2 New foreign exchange 20 percent or more 20 percent or more

earning
3 Employment 20 workers or more for 25 workers or more  for

each 100 pyong each 100 pyong
4 Manufacturing Excellent Excellent

technology
5 Investment scale $200,000 or more $100,000
6 Use of domestic raw material As much as possible As much as possible

or secondary material

Source: UNIDO (1974b: 14).
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The nature of the export-led strategy pursued by the government may be
seen through Table 5.2, which gives the list of acceptable activities for Masan
and Iri, and demonstrates the types of firms eligible for occupancy in the
zones. A close inspection of the list of eligible activities for occupancy in Table
5.2 reveals that there was a wide spectrum of activities which were considered
compatible with the overall export-led strategy of the EPB. Acceptable
activities ranged from the relatively simple, such as the manufacturing of basic
rubber products and the processing of food, to the production of sophisticated
products like medical and scientific instruments and precision machines.
Consumer goods, capital goods, and intermediate products, such as textiles,
were all eligible for occupancy. Although the initial impression is one of
maximum flexibility in the type of activities allowed, in practice, there was a
great degree of persuasion designed to encourage certain types of activities,
for example electronics and electronic industry products (e.g. components
used in the motor vehicle industry), and to discourage other types, for
example metal products (e.g. steel and aluminum processing), although
formally included in the list of eligible industries (Luedde-Neurath 1988: 75–
91). Thus, the eligibility criteria were carefully developed to dovetail with the
government’s export promotion policies.

Table 5.2 Industries eligible for occupancy of  free export zones

Type of industry Restrictive measures

1 Food processing Excluding laver for export to Japan
2 Cosmetics
3 Plastic products
4 Rubber products
5 Leather products
6 Packing material
7 Art printing
8 Pottery Excluding traditional pottery
9 Metal products Except tableware

10 Machinery and apparatus
11 Electric appliances and equipment
12 Electronic industry products
13 Yachts and small boats
14 Optical instruments and appliances
15 Medical and scientific instruments

and appliances
16 Precision machines
17 Musical instruments Excluding guitars for export to USA
18 Furniture and decorative items
19 Handicrafts Excluding wigs and false eyelashes
20 Toys
21 Travel equipment and sporting goods
22 Permissible textile items

Sources: Compiled from UNIDO (1974b: Table 5) and Singh (1974: 7).

Note: laver is edible seaweed.
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The fourth area of legislative change was in relation to the tax laws.
Exemptions from standard taxes were a major investment incentive for the
free export zones, and required special changes in the tax laws. The Foreign
Capital Inducement Act (FCIA) provided complete exemption from a wide
range of taxes for the first five years for foreign investors. This included
income tax, corporate tax, property acquisition tax, and property tax. The
FCIA also provided exemption from the value-added tax on capital goods
imported by a foreign direct investor. As a result of the FCIA, individuals and
corporations normally liable to pay taxes under South Korean law were
exempted or have had their taxes greatly reduced as an investment incentive
(C.-J. Kim 1981: 5, 24–6). In terms of taxes on individuals, the Income Tax Act
stated that individuals residing in the Republic of Korea for one year or more
were taxed on global income regardless of nationality, and individuals not
domiciled in South Korea were taxed on income derived from local assets or
enterprises and on local interest, dividends, wages, salary, or pension income.
Under the FCIA, however, the income of aliens employed by foreign enter-
prises was exempt from income tax.

In terms of corporate taxes, the law regulating corporate tax provided that
corporations with head offices or principal places of business in the Republic
of Korea were taxed on global income, and that corporations with neither
head office nor principal place of business in the Republic of Korea were
taxed on local income. Under the FCIA, exemptions were granted from
income tax on unincorporated enterprises, corporate tax on incorporated
enterprises, and property tax on foreign-invested enterprises. These exemp-
tions were effective for five years from the first taxable date under the
respective tax laws. In addition, exemption was also granted from the property
acquisition tax for five years from the date of registration as a foreign-invested
enterprise. Joint ventures were also able to take advantage of the same
exemptions. The exemptions were granted according to the ratio of stocks or
shares owned by foreign investors to the total stocks of the enterprise at the
time of assessment. Even after the initial five-year period of exemption
expired, foreign firms still maintained special privileges. Their taxes were
reduced by 50 percent for three years following the initial exemption period.
Thus, for foreign investors in the free export zones, there was a minimum
period of eight years during which their firms would have to pay little or no tax.

Income tax and corporate taxes were not the only areas in which tax relief
was offered as an investment incentive. The same formula of full exemption
for five years and 50 percent reduction for a further three years applied also to
the taxes levied on the dividends of profit and the distribution of surplus
accrued from the stocks or shares held by authorized foreign nationals. Not
only was capital brought into the Republic of Korea exempt from taxation, but
capital earned in the Republic of Korea by foreign nationals was exempt as
well. Moreover, the remittance overseas of principal and interest was
guaranteed. The remittance overseas of profit dividend was guaranteed from
the initial year of business operation and that of principal from two years after



National regulation and free trade zones 89

the beginning of business operation. The remittance of proceeds from sales
was limited, in consideration of the foreign exchange situation, to 20 percent
of the amount of investment or of proceeds from sales for each year. Thus, the
policy establishing the free export zones required substantial changes in the
South Korean tax law.

In the creation of the free export zone policy the government of the
Republic of Korea also had to provide other incentives for attracting foreign
direct investment. There were a variety of other inducements instituted by
the government to attract foreign investment, ranging from control of labor
disputes to government subsidies. All of these incentives involved either
changing legislation already in force or government economic intervention. In
terms of labor relations, the government provided special protection from
labor disputes. National law was amended to protect occupant firms from
labor unrest. This was achieved by treating labor disputes in the zone in a
manner similar to those in the public utilities. This implied that, first, any
labor dispute in the zone would be speedily handled in preference to any other
labor dispute; second, labor disputes were not to be raised within twenty days
in ordinary business enterprises or within thirty days in zones from the date of
filing a report on such labor disputes; and, third, if there were a labor dispute
within a zone, the Minister of Health and Social Affairs had the power to
decide on emergency mediation. If this decision were announced, workers
were required to discontinue dispute activities immediately, and could
not resume them until thirty days had elapsed from the date of such an
announcement.

In terms of physical infrastructure, the government provided extensive
facilities for investors in the zones. These included warehousing, express
services, loading and unloading, packing firms, apartments for foreigners
(outside the zone), dormitories for employees (within the zone), exhibition
halls for the products of occupant firms (within the zone), and exhibition halls
for domestic raw materials and secondary materials (within the zone). In
addition, the government provided a labor supply and employment service.
The zone’s Administration Office, through its employment registration card
system, helped occupant firms to recruit skilled and literate workers.

In addition to the official incentives, there were a number of informal
inducements in operation in the zones which were designed to reduce the
production costs of foreign firms. Among these were reductions in the prices
of utility services offered in the zone relative to their costs in the domestic
economy. Electricity, water, and fuel were often offered at prices well below
those paid by South Korean firms. For example, the cost of electricity in the
zone was 30 percent less than its cost in the rest of the country (Warr 1983: 3).
Also common was the use of extensive government subsidies for the purchase
of domestic raw materials and secondary goods by occupant firms. This
subsidy was used to encourage foreign firms to acquire the maximum possible
amount of factor inputs from South Korean firms in order to increase the
transfer of technology and managerial skills to domestic firms. Thus, the
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additional formal and informal incentives involved changes to labor laws and
government subsidies directed towards the zones.

Altogether, eighteen articles were created in the regulatory reform
required for the zones, including changes in rules governing trade and foreign
direct investment, the establishment of a one-stop shop administration, the
strict monitoring of occupancy, tax incentives, changes in labor laws, and
government subsidies. The examination of these regulations establishing the
free export zones shows that the government of the Republic of Korea found
it necessary to intervene quite extensively, even for a country with an already
strong history of government involvement in economic affairs, in order to
create the free export zones.

Policy analysis

This section examines the impact of the free export zone policy in the
Republic of Korea. This policy has been used as a model by many other
national governments, and the extent to which the zones have been as
successful as the policy model claims will now be assessed. The two zones were
expected to attract foreign direct investment, enhance technology diffusion,
and contribute to export-led industrialization. The Masan free export zone
was established in Kyongnam Province in the southeast in 1971. It is located in
Masan city, about sixty kilometers west of Pusan, the largest port city in
South Korea. The Iri zone was established in Chonbuk Province in the middle
west in 1973, and is located near Iri City, about three hours by road from
Seoul, and twenty minutes from Kunsan Harbour (K. Kim 1985: 8, 13). Both
Masan and Iri functioned effectively for about fifteen years; during this
time, Masan became highly regarded as a success, while Iri was regarded
much less favorably. The data presented in Tables 5.3 and 5.4 show the effects
of the operation of the zones during this fifteen-year period. The tables
compare the industries, the employment, the investment, and the exports of
each zone in order to demonstrate their relative success.

Table 5.3 compares the sectoral structures of, and employment in, the two
zones.6 It shows that Masan was relatively more successful than Iri and it was
five times larger than Iri in terms of number of firms. Moreover, Masan’s
firms concentrated on electronics, with a higher value-added component,
while Iri’s concentrated on textiles. Employment in Masan was 15.5 times
greater than in Iri. The table also shows that the two free export zones had only
a very small percentage of the total of manufacturing jobs in South Korea.

Table 5.4 analyses investment in the two zones. It shows that Masan had
seven times as much total investment as Iri, with a higher percentage of
foreign direct investment. Both zones had a significant amount of investment
from Japan, while American investment played a real role only in Masan.
Tables 5.3 and 5.4 together suggest that the main investors in the two zones
were the electronics and textile industries – those industries which are
notorious for footloose firms, as the level of capital-intensity is not high. The
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fact that some well-known multinationals such as Motorola and Fairchild had
investments in the zones does not necessarily mean that these subsidiaries
would have been less footloose. In fact, as large multinationals, it would be
more likely for such subsidiaries to have the information, the strategic plan,
and the capital to shift locations.

Table 5.3 Sectoral breakdown of FEZ firms and FEZ employment

Masan (1978) Iri (1983)
Industry Number of firms Number of firms

Electrical and electronics 31,025
Metals 31,020 1
Non-ferrous metals 31,0 5
Machinery 31,0 7
Fine machinery 31,0 9
Textiles 31,0 8 5
Garments 6
Bags 2
Footwear 31,0 5
Stonework 3
Photographic equipment 1
Others 31,016
Total 31,095 18

Total employment 31,000 2000

Share of total manufacturing jobs located
in the FEZs  (mid-1980s) 5 percent 5 percent

Sources: Compiled from Currie (1985: 5, 133, 135) and UN CTC and ILO (1988: 20).

Table 5.4 Investment in Masan (1978) and Iri (1983)

Masan Iri

Total investment $113 million $16 million

Foreign investment 84 percent 57 percent

Estimated share of FEZs in total
FDI in Republic of  Korea 5 percent 5 percent

Main sources of FDI Japan 91 percent Japan 35 percent
USA 7 percent W. Germany 20 percent
Italy 2 percent USA 2 percent

US firms Motorola
Signatics
American Micro
Varadyne
Fairchild

US joint ventures (approximately Cardinal Korea
80 percent US ownership)  J. & K. Korea Co.

Sources: Compiled from Currie (1985: 20, 134), UNCTAD (1973: 9), UNIDO (1974b: 33), and
Warr (1983: 7).
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Tables 5.5a and 5.5b examine the exports from both zones. Table 5.5a
shows the rapid rate of growth in exports from the zones in the early 1970s. By
1974, exports from the zones reached 4 percent of total manufactured
exports, and zone exports remained at this level for the rest of the decade.
Table 5.5b shows the importance of the electronics industry in Masan,
because 26 percent of firms in the zone produced 60 percent of the total value
of zone exports. These tables support the view that Masan was more success-
ful than Iri. Masan had more firms, had the higher-value added industries,
had many more jobs, and had more foreign direct investment. The tables also
suggest that Masan and Iri had a small percentage of the total manufacturing
jobs (5 percent), a small percentage of the total foreign direct investment
(estimated 5 percent), and a small share of the total manufactured exports in
the mid-1970s (4 percent). They thus played a minor role in overall economic
development, but served as incentives for foreign direct investment, mechan-
isms for promoting domestic industry, and showcases for South Korean
export-led industrialization.

By the early 1980s, the two zones had reached different stages in the export
processing zone lifecycle. The OECD model of the lifecycle of free export
zones in the Republic of Korea includes four stages (C.-J. Kim 1981: 62–3).
The first stage is formation, which includes the construction of the zone
infrastructure, the construction and installation of plant and production
facilities, and the rapidly increasing inflow of foreign investment. The second
stage is expansion, in which the inflow of foreign investment increases at a
decreasing rate, but exports continue to expand rapidly and the free export
zone becomes essentially fully occupied. The third stage is maturity, during
which foreign investment remains almost constant. Exports continue to
expand rapidly, although at a slower rate than in the previous stage. Small-
scale, marginal firms may be replaced by larger firms employing superior
technology. Finally, the zone may enter a period of decline, in which foreign
investment decreases and foreign investors withdraw equity investment. The
facilities and equipment may be sold to local owners.

Table 5.5a Share of  FEZ exports in total manufactured exports (%)

1971 1972 1973 1974 1976 1979

Share of  FEZ exports 0.1 0.6 2.2 4.1 4.0 4.3

Table 5.5b Share of exports by industry, Masan (1979) (% of total value of exports)

Electronics 60.0
Metals 11.4
Machinery 8.8
Footwear 6.2
Textiles 2.7

Source: Adapted from C.-J. Kim (1981: 45, Table 8).
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In 1980, Masan had reached the late maturity stage. Masan was promoted
aggressively by the government after its establishment in 1971, and by 1974
was fully occupied. At that point, new investment could be accepted only if
existing firms withdrew. The government of the Republic of Korea
encouraged increased investment by the current occupants, along with the
introduction of superior technology and the expansion of subcontracting to
local firms outside Masan (C.-J. Kim 1981: 64; Warr 1983: iii, 6). Although
there were 131 domestic firms supplying the zone in 1983 (Currie 1985: 8),
this “backward” linkage with South Korean firms did not function as expected,
largely because of the reluctance of foreign firms to use the so-called
drawback schemes due to the lower quality of locally available intermediate
components. One important change Masan faced in the early 1980s was that
the tax exemption and tax reduction periods for most firms began to run out.
By 1981, three firms in Masan had exceeded the tax exemption/reduction
period, and sixty-five had entered the reduction period (C.-J. Kim 1981: 2).
To maintain activity on the zone, the South Korean government began
permitting 100 percent local ownership of firms on the zone from 1980, as
foreign investors sought to sell their assets and repatriate the capital. Iri,
however, never fully reached the expansion stage, with 25 percent of space
unfilled in 1978. Moreover, new demand from foreign investors for locations
in both zones fell off after 1983, and, as a result, employment in the zones
began to fall as well (Currie 1985: 9).

By the mid-1980s, however, the interest of the government of the Republic
of Korea had shifted away from the promotion of labor-intensive exports.
Government strategy began to focus on attracting high-technology invest-
ment rather than on creating mass employment (Currie 1985: 8). The second
import substitution phase, which had been undertaken simultaneously with
the drive for export-led industrialization, shifted the emphasis from domestic
manufacturing to heavy and chemical industries, and the South Korean
economy was prepared to launch a higher-technology export drive (Y. Park
1981: 112). So successful was this high-technology strategy that, by the late
1980s, South Korea had replaced Japan as the country with the world’s largest
shipbuilding capacity, and had become the fifth largest car manufacturer in
the world. This model of development, from war-torn, impoverished third-
world country to high-tech exporter is the model that has been suggested
for use by a wide range of other national governments. The underlying
assumption of the model, however, is that the growth of the zone is the result
of deregulation and free trade. Looking at the evidence of re-regulation
presented above, it may be argued that foreign direct investment in the zones
relied on the establishment of a new legal structure as well as ongoing
government subsidy.

Enterprise zone policies in the United Kingdom

This section examines the establishment of enterprise zones in the United
Kingdom in the early 1980s and investigates the policies implemented by the



94 National regulation and free trade zones

government to facilitate the development of the zones during that decade.
The enterprise zones were established at a time when economic conditions in
the United Kingdom were very dissimilar to those in the Republic of Korea
twenty years earlier. While the whole South Korean economy was expanding
rapidly at the time when the export processing zones were established, the
economy of the United Kingdom was in a period of recession and was facing
the problems of long-term de-industrialization. Those who developed the
enterprise zone policy argued that policies modeled on those promoting
development in east Asia were the solution to economic regeneration in
the United Kingdom. The introduction of the free trade zone concept to the
Anglo-American economies is said to have occurred in the “Freeport Solu-
tion” speech to the 1977 Royal Town Planning Institute Annual Conference
(Harrison 1982: 422). In the speech, P. Hall claimed that the conditions found
in Hong Kong and Singapore which contributed to their phenomenal growth
in the 1960s and 1970s, that is, low taxes and freedom from controls, should be
recreated in small areas in the UK. He suggested that, as an experiment,
certain areas should be

free of United Kingdom taxes, social services, industrial and other
regulations. Bureaucracy would be kept to a minimum. So would
personal and corporate taxation. Trades unions would be allowed, as in
Hong Kong, but there would be no closed shops. Wages would find their
own level.

(cited in J. Anderson 1983: 317)

Through these freeports, a type of enterprise new to the British economy
would be encouraged – one that relies on low-skilled, low-waged workers, but
is highly innovative and able to compete with Taiwan and South Korea (P.
Hall 1981: 5).

The essential feature of the Freeport Solution was that these areas would
be effectively outside UK control; they would be administered as a British
Crown Colony or Protectorate. He regarded the following characteristics as
crucial. First, the enterprise zones would be import and export tax-free and
would allow the free movement of labor and capital for maximum flexibility.
This would facilitate the dual goal of attracting foreign businesses and
encouraging the development of an indigenous entrepreneurial class. The
growth of local entrepreneurs was considered to be the most important lesson
of east Asian development. Second, the areas would also be exempt from UK
taxes, social services, and industrial and planning regulation. Third, previous
residents of the areas would be free to reside there or not, as they might
choose. They would have lower taxes, but fewer benefits. Even though the
jobs would be low-skilled and low-paid, they would be good for inner city
workers who were currently unemployed because of technological changes
(P. Hall 1982: 147; 1981: 5–6). There were two ways in which the Freeport
Solution would provide jobs for unemployed workers: either by the movement
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into the zones of large firms or by the growth of small dynamic firms
specializing in technological innovation (P. Hall 1982: 418–19).

Later that year, at a conference held by the Adam Smith Institute, Sir Keith
Joseph mentioned a policy of “Demonstration Zones,” which a future
Conservative government would use to show what free markets could achieve
in inner city areas (Butler 1981: 99). P. Hall’s ideas and Joseph’s policy
suggestion became the basis for Geoffrey Howe’s enterprise zone policy
initiative. In a June 1978 speech to the Bow Group, Howe outlined his plan for
enterprise zones for the UK (1978). He cited twelve policy areas in which
deregulation would take place, including relaxed planning controls; exemp-
tions from rates, development land tax, industrial development certification,
pay and price controls, the Community Land Act, rent control, and employ-
ment legislation; the duty of local authorities to dispose of landholdings; the
withdrawal of grants and subsidies to firms; and guarantees against national-
ization and adverse changes in tax conditions (McDonald and Howick 1981:
31). Later, the concept of increased building allowances was added to the
proposal. Initially, Howe’s proposal had much in common with Hall’s, and
called for extensive deregulation, focusing on the reduction of controls and
the withdrawal of subsidies, although he did not go as far as Hall had done in
suggesting the elimination of the welfare state within the enterprise zones.
Thus, even at the time of the initial proposal of an enterprise zone policy by a
future cabinet member, it was clear that government regulation would remain
in force within the zones. The regulatory changes necessary for the establish-
ment of the enterprise zones will be discussed in greater detail below.

Policy description

After Howe became Chancellor of the Exchequer in May 1979, the task of
formalizing the enterprise zone proposals was undertaken by the Industrial
Policy Group at the Treasury. The policy-making process involved a variety of
departments within the government, as well as input from the parliamentary
opposition, the private sector, the trade unions, the media, and from authors
working on similar urban policies in the United States. The final proposals for
the enterprise zones would entail substantial re-regulation at the national
level in order to open up the inner cities to investment. In developing the
enterprise zone policy, the Industrial Policy Group held meetings with the
Departments of Employment and Health, Environment, Industry, and Social
Security. It became clear that parts of the original proposal were unacceptable
to some of the departments concerned: for example, the Health and Safety
Executive objected to lowering the requirements which it enforced, and the
Department of Employment refused to allow the introduction of exemptions
from the Employment Protection Act (S. Taylor 1981: 425).

It appeared that the enterprise zone policy would not be able to deregulate
inner city areas to the extent that Howe had originally proposed. In fact, when
the enterprise zone policy package was presented at a Local Government



96 National regulation and free trade zones

Conference a few weeks before the announcement of the policy in Parliament,
some Conservative councillors complained that the free market concept had
been “so watered down as to be worse than useless” (Butler 1991: 110).

When Howe presented the enterprise zone policy to Parliament in the
Budget Speech of March 1980, the reaction from internal and external
pressure groups was mixed. The parliamentary opposition and related groups
such as the National Executive Council (NEC) of the Labour Party and the
Trades Union Congress (TUC) expressed extreme disapproval (Butler 1991:
113–14). The Conservative press, such as the Daily Telegraph and The
Economist, reacted favourably, although The Economist expressed concern
about the issue of the transfer of businesses from outside the zone rather than
the creation of truly new jobs (Butler 1991: 112). Groups from the private
sector, such as associations representing both small and large businesses,
responded both formally and informally to the enterprise zone proposal.
Small business groups voiced concern over what was perceived to be the bias
against small enterprises. The Association of Independent Businesses (AIB)
argued that the policies lacked provision for small businesses, and suggested
amendments to the enterprise zone proposals which would vary the basic
incentives in each to provide for both small and large businesses (AIB 1980).
In addition, an anti-zone lobby group was established in Dudley, a proposed
zone site, to represent the concerns of small businesses in areas adjacent to
the zone in relation to the unfair competitive advantage the zone would have
(Butler 1991: 117–18). Representatives of larger industries, such as the
Confederation of British Industries (CBI), endorsed the zone idea, arguing
that they would provide evidence that the entire country would benefit from
deregulation (CBI 1980).

There was also a reciprocal transatlantic influence in the development of
enterprise zone policy. Conservative policy makers were able to draw on ideas
proposed by US writers on urban renewal, such as Jacobs (1961 and 1969) and
Birch (1979 and 1980). Jacobs argues that neighborhoods grow organically,
and that a climate must be established in which small, local developments
can flourish, while Birch asserts that the most effective job creators are small
and medium enterprises, and that these businesses claim they require less
regulation and lower taxation. The policy-making process in Britain also had a
parallel in the US. Following Howe’s speech to the Bow Group in June 1978,
the right-wing Heritage Foundation in Washington published a paper
summarizing his proposal and calling for a similar US strategy (Butler 1979).
The idea was picked up by Republican Congressman Jack Kemp, who
convinced Democrat Robert Garcia to co-sponsor legislation on enterprise
zones for the United States (Butler 1991: 28). Thus, the enterprise zone
policy-making process in Britain was influenced by domestic groups as well as
by American thinking on the subject.

When the enterprise zone policy was finally implemented in 1980, the
principal acts establishing the zones were provided by the Local Government,
Planning and Land Act 1980, the Finance Act 1980, and parts of the Employ-
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ment and Training Act 1980. For Northern Ireland, the zones were
established by the Enterprise Zones (Northern Ireland) Order 1981. Each
particular zone was set up by a statutory instrument, a formal document
detailing the base procedures for the individual zone (Rodrigues and Bruin-
vels 1982: 31). Overall responsibility for the enterprise zones was formally
given to the local authorities of the areas designated and, at the national level,
the Department of the Environment, rather than the Department of Industry,
became responsible for the enterprise zones because of its position as the
main department dealing with local authorities and because the primary
purpose of the enterprise zones was environmental rehabilitation. In the form
in which it was enacted by Parliament, the enterprise zone legislation focused
on financial incentives to attract investment, with the incentives for new and
existing firms within the zone to be in force over a ten-year period from the
date of designation. The policy measures in the legislation fell into two
groups: incentives to develop sites within enterprise zones, and incentives
which applied to businesses already operating within the zones.

The four incentives designed to develop empty sites within the enterprise
zones were: first, an exemption from development land tax; second, 100
percent allowances on corporation and income tax for capital expenditure on
industrial and commercial buildings; third, the abolition of remaining indust-
rial development certificate (IDC) procedures; and, fourth, a simplified
planning scheme in which developments that conformed with the published
scheme for each zone would not require individual planning permission, and
those controls remaining in force would be implemented more quickly. The
four incentives for firms already operating within the zones were: first,
minimal requests from the government for statistical information; second,
exemption from Industrial Training Board requirements including the supply
of statistical information and industrial training levies; third, the accelerated
processing of applications for warehousing free of customs duty with relaxed
criteria; and, fourth, a 100 percent derating of commercial and industrial
property.7

The financial concessions and the de-planning policies were the significant
incentives. The financial incentives offered were all capital subsidies,
especially the three key benefits: 100 percent capital allowance on buildings,
exemption from development land tax, and 100 percent derating (Norcliffe
and Hoare 1982: 270). The simplified planning regime was a significant
incentive for firms wishing to build and own their own premises. In the case of
firms preferring to rent, developers then became the major beneficiaries
(DOE 1995b: 10). A survey of firms in the enterprise zones found that rates
relief and the availability of premises were the most important factors in
location decision (DOE 1995b: 122). The other incentives had very little real
appeal to firms. Industrial Training Board levies, for example, were only a
small percentage of the total costs of the firm, and two-thirds of the labor
force nationally were removed from coverage by the Training Boards during
the existence of the enterprise zones (DOE 1995b: 9). Given the nature of
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enterprise zones, it is unlikely that industrial development certificates would
have been refused in these underdeveloped areas; moreover, the requirement
for the certificates was abolished everywhere in 1981 (DOE 1995b: 11). Only
a few enterprise zones would benefit from the speeding up of applications for
customs-free warehousing, and the reduction in information demands was not
significant in keeping costs down (S. Taylor 1981: 427). Neither tax conces-
sions nor the extent of deregulation were as wide as originally proposed,
either by Hall or by Howe (Shutt 1984: 21).

In addition to the investment incentives, deregulation, and de-planning
contained in the enterprise zone policy, the legislation outlined the criteria for
enterprise zone designation. The government felt that there should be a
reasonable geographical spread among regions with different problems to
test the efficacy of enterprise zones in a variety of circumstances. Within these
regions, enterprise zones were to be located in areas of marked decay, and
within these areas enterprise zones were to be located in sites with the need
and potential for development (Norcliffe and Hoare 1982: 266). The first
round of enterprise zone designation took place in 1981/82. Initially, there
were eleven zones, of which five were inner city sites: the Isle of Dogs,
London; Salford/Trafford, Manchester; Clydebank, Glasgow; a narrow strip
in Belfast; and part of Tyneside. Six were in free-standing towns or outer
conurbations: Corby, Dudley, Hartlepool, Wakefield, the Lower Swansea
Valley, and Speke. In 1983/84, fourteen further enterprise zones were
designated8 and six freeports were declared near airports or docks,9 following
the recommendation of a working party after an initiative from the Adam
Smith Institute in 1981 (Pirie 1988: 203). During the 1980s and into the 1990s,
various inner city sites throughout Britain received enterprise zone status
when the government felt it an appropriate solution to the problem of
economic decline. New zones were designated at Chatham in 1986, Inverclyde
in 1989, Sunderland in 1990, and Lanarkshire in 1993. And finally, when
the Swan Hunter shipyard was threatened with closure after the loss of the
order for the naval helicopter carrier in May 1993, the government declared
that further sections of Tyneside would be given enterprise zone status.

Thus the enterprise zone policy, rather than creating a “Big Bang” in
Britain’s urban areas, required extensive re-regulation in order to create
conditions thought to be conducive to attracting investment to the inner cities.
In addition, rather than the funding of urban regeneration by private enter-
prise, the British government in the end heavily subsidized private firms in the
enterprise zones.

Policy analysis

This section examines the impact of the enterprise zones in the United
Kingdom. Modeled on export processing zones in east Asia, the enterprise
zones were supposed to provide a basis for urban regeneration. The extent to
which these zones have been as successful as Peter Hall, Geoffrey Howe, and



National regulation and free trade zones 99

other policy makers claimed they would be will now be assessed. The enter-
prise zones have been criticized for their failure to attract small, high-tech
firms, for the failure to create new manufacturing jobs, and for the failure to
maintain investment at the end of the incentive period.

By 1983, two years into the enterprise zone project, only four of the original
eleven zones were showing signs of success in terms of occupancy and job
generation: Corby, Swansea, Clydebank, and the Isle of Dogs. The reasons for
the lack of short-term success were said to be that the zones covered large
areas, therefore requiring extensive development, and that some, although
not all, were located in inner city areas which were not favored by investors. As
a result of this criticism, the second round of zones included sites which were
already developed and more favorable to investors such as Wellingborough
and Gillingham, Northwest Kent. Fifteen years after the original enterprise
zone legislation, however, many of the derelict inner cities of Britain – for
example, Bootle and Toxteth in Liverpool – were still in serious decline. A
rapid process of industrialization did not occur as in the Republic of Korea,
Taiwan, and Silicon Valley, the inspirations for the enterprise zone project
(Shutt 1984: 22, 29).

The general goal of the enterprise zone policy was to generate industrial
and commercial activity through the creation of small manufacturing firms.
The Final Evaluation of the enterprise zone program by the Department of
the Environment noted, however, that the nature of the enterprise zone policy
was such that evaluation of the achievements was difficult (DOE 1995b: 1).
The enterprise zone concept was seen from the first as an experiment, and the
policies did not set out clear objectives against which the achievements of the
zones could be assessed. The steering group from the Department of the
Environment and other departments that worked with the evaluation team
suggested two yardsticks, emphasizing economic activity, employment, and
physical regeneration, which became the focus of the final cost-benefit
appraisal. They were, first, the extent to which zones had maintained and/or
generated additional economic activity and employment, both on-zone and in
their local areas, and, second, the extent to which zones had contributed to the
physical regeneration of their local areas through provision of infrastructure,
environmental improvement, and stimulation of the property market (DOE
1995b: 2). In relation to these two yardsticks, the evaluation report summar-
ized the impact of the enterprise zone policy as follows.

The Enterprise Zone scheme has established or enhanced local property
markets through increased confidence and reduced uncertainty by the
removal of dereliction and the provision of new premises. Some 1500 new
firms have set up on the 22 Zones and 58,000 new jobs have been
generated in the local areas. Firms are generally satisfied with their
premises, location, environments, infrastructure and other factors like
the quality of labor.

(DOE 1995b: xii)
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The conclusion of the Final Evaluation was that the enterprise zone policy
could be seen as a success “in terms of being able to focus on the removal of
hard core market failure in these relatively tightly defined areas and bring
about property led economic regeneration in these areas” (DOE 1995b: 227).

The goals of the original enterprise zone policy, however, were more wide-
ranging than simply property development in the zone areas. The success of
the zones in terms of the wider goals envisioned by P. Hall and Howe has been
questioned by independent analysts of the zones. A number of these criticisms
were made in the early years of the enterprise zone program, and it is
instructive to compare these criticisms with the data provided by the Final
Evaluation report.

Enterprise zone investment incentives were supposed to attract small, high-
tech manufacturing firms. It was argued, however, that the investment
incentives were of little interest to small firms.10 Manufacturers already had
some capital allowances outside the enterprise zones, and manufacturing
firms stood to gain the least from the enterprise zones, with small firms
gaining least of all. This is because small firms generally rent rather than own
their own buildings, and therefore did not benefit from the depreciation
allowances found in the enterprise zones. An early study of eighty-eight firms
in the Belfast enterprise zone (Rodrigues and Bruinvels 1982) found that
most incentives were of little use to the investors. Table 5.6 shows that the
only incentives found by a majority of firms to be useful were the rates
exemptions and the capital allowance relief. Much of the deregulation
appeared to provide very little practical assistance to firms in the Belfast
enterprise zone.

The Final Evaluation found, however, that most firms in the zones were
relatively small, approximately 70 percent having twenty-five or fewer
employees. Moreover, 28 percent of zone firms were new startups (DOE
1995b: iv, 31). Table 5.7 shows the perceived benefits of location in an
enterprise zone for manufacturing firms and for all zone firms. According to
the Final Evaluation, the manufacturing firms that did choose to locate in the
zones found them slightly more beneficial than did the other types of firms

Table 5.6 Benefits of incentives in the Belfast enterprise zone

Description of benefit  % finding it helpful  % finding no effect

Development land tax exemption 18 75
Rates exemption 94 –
Capital allowance relief 51 33
Customs facilities assistance 4 87
Exemption from Industrial Training

Board levy 25 70
Simplified planning regime 45 48
Fewer government  statistics 32 58

Source: Adapted from Rodrigues and Bruinvels (1982: 30).
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also located there. The evidence from the Final Evaluation does not support
the view that the incentives were of little use to small manufacturing firms, as
almost three-quarters of firms were small enterprises, more than one-quarter
were new startups, and manufacturing firms found the incentives more useful
than did other types of firms.

It was also argued that what benefits there were for small firms were
cancelled out by higher rents as property values in the enterprise zones
increased. If this were the case, the structure of the incentives meant that the
real benefits went largely to developers and landlords. The Final Evaluation
found that companies in the zones were chiefly tenants. Only 27 percent were
owner-occupiers (DOE 1995b: 71). The evaluation confirms that rental levels
in the zones were often in excess of those found in the rest of the local area
property market, and may have been as much as 25 percent above the off-zone
prices (DOE 1995b: 80–1). In addition, owners of small business located just
outside the zones were highly critical of the zone policy. After the designation
of the first round of zones, a number of small business pressure groups repre-
senting businesses outside the zone were established to campaign against the
enterprise zones. The Final Evaluation found that there were indeed some
competitive and displacement effects of the enterprise zone policy. First,
displacement occurred in the case of preexisting firms transferring into the
zones, comprising 38 percent of total firms in the zones. Second, 37 percent of
off-zone companies surveyed perceived on-zone companies to have a com-
petitive advantage (DOE 1995b: 128).

An important spinoff of the enterprise zone policy was to be the creation of
many new jobs for inner city residents. P. Hall had envisioned that technology
diffusion and reskilling of the labor force would occur in Britain’s inner cities
in the way they had in the Republic of Korea and Taiwan. Although workers
might start out in low-skilled jobs, as they gained experience firms using new
technologies would enter to replace the older, less competitive firms. Critics
of the new zones argued that, even in the successful areas, not many new
highly-skilled manufacturing jobs were going to be created. The incentives
were said to be more attractive to service sector firms than to manufacturing
firms.11 In practice the incentive scheme did not apply equally to all types of
development. The rating concessions were said to have attracted industries in
which rates formed a large percentage of total costs, for example stockholding
and warehousing, where rates could be as high as 33 percent of costs.

Table 5.7 Benefits of an enterprise zone location (%)

 Manufacturing  Total firms

Startup 47 42
Growth 63 60
Survival 42 37
Any of above 81 78

Source: DOE (1995b: 111, Table 5.5).
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Moreover, the enterprise zone policies favored capital and space inputs,
creating a bias towards service activities. Cost savings provided by the
incentives for the service sector were 57–76 percent, while cost savings for the
manufacturing sector were approximately 37 percent. The types of firms that
were most encouraged to invest included warehouses and hypermarkets,
which did not use labor-intensive industrial processes, and service industries
such as hotels and offices, which required either low-skilled labor or white-
collar workers. The firms most likely to have invested in the enterprise zones
either allowed little development of skills for inner city workers, or created a
mismatch between the skills needed and the skills of inner city workers. The
Final Evaluation found that manufacturing firms accounted for only one-third
of all establishments in the zones. It also noted that there had been a signifi-
cant shift towards service sector activities in the zones since 1985, implying
that most new enterprises were within the service sector. Table 5.8 illustrates
the swing that occurred from manufacturing to services in the zones in the
period 1985–90. The recalculated data from Table 5.8 suggests that there was
a 12 percent shift towards the service sector in the composition of firms in the
zones, which meant a 25 percent increase in the number of firms in the service
sector during the period.

A further problem was that if the enterprise zones did succeed in lowering
labor costs for manufacturing firms, they might promote a “secondary labor
market” (Harrison 1982: 424–5). It was argued that the types of firms found in
many southeast Asian export processing zones would be attracted by the
relatively low-skill, low-wage workers found in the inner cities. At worst, the
enterprise zones would become havens for sweat-shops, as P. Hall’s support
for the American enterprise zone policy of suspending minimum wage laws in
US enterprise zones suggested (Anderson 1983: 343). The Final Evaluation
found that, on average, the zones did not establish a secondary labor market.
An occupational breakdown of companies in the zones shows that the round-
one zones had a high relative use of unskilled labor and the round-two zones
had an average comparable to the UK average.

Table 5.9 shows the occupational breakdown of companies in the first-
and second-round zones. One explanation for the very high percentage of

Table 5.8 Industrial composition of establishments in zones (%)

December 1985 December 1990

Manufacturing Services Manufacturing Services

50 50 36 63a

38 62b

Source: Adapted from DOE (1995b: 110, Table 5.4).

Note
a Does not add up to 100%. Discrepancy in original.
b Recalculated using data from tables.
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unskilled labor employed by firms in the first-round zones may be that, since
many of the zones were located in very deprived areas, firms were reluctant
to commit extensive resources. Investments in low-capital, labor-intensive
industries would be first, followed by more capital-intensive, higher-skilled
industries in the more favorably located second-round zones. The Final
Evaluation notes that, while overall the zone companies employed a slightly
higher percentage of manual workers than the national average, this bias is
also found in off-zone companies in the same areas (DOE 1995b: 164). Thus
skills utilization in the companies in the zones is similar to that in companies
in the rest of the local area. Moreover, job centers in the areas in which enter-
prise zones were located perceived no wage differentials between on- and off-
zone firms (DOE 1995b: 164). However, there was no need for the British
government to abrogate minimum wage policies in the zones, as there was no
minimum wage rate in the UK at that time.

There was also concern about the gender basis of employment in the
enterprise zones (Mitter 1986), as one implication of the new international
division of labor is the increasing employment of women in low-skill, often
part-time, jobs. The Final Evaluation found that, during the period 1985–90,
there was a 9 percent increase in women employed in firms in first-round
zones, and a 10 percent increase in part-time employment. In firms in second-
round zones, there was a 2 percent increase in female employment, and no
increase in part-time employment (DOE 1995b: 26–7). This pattern of
employment may well be the result of the investment patterns mentioned
above. Thus, while the second-round zones have a more favorable employ-
ment pattern than the first-round zones, the Final Evaluation argues that:

poor employers are typified by low pay, low skills utilisation and little
training provision. In these terms, on-Zone companies do not emerge in a
poor light, particularly in respect of training provision and employment of
the local unemployed.

(DOE 1995b: 165)

Despite the fears of many critics, the statistics from the Final Evaluation do
not show the enterprise zones to have been havens for sweat-shops.

Table 5.9 Occupational breakdown of companies (%)

Occupation Round 1 Round 2

Managerial 8 11
Professional/technical 7 8
Admin/clerical 9 19
Skilled manual 13 20
Semiskilled 21 23
Unskilled 42 19

Source: DOE (1995b: 28, Figure 2.8[a]).
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Finally, the end of the ten-year incentive package was also predicted to have
a negative effect. It was argued that, because of the time limit on incentives,
enterprise zones might be attractive to short-term investment, and many firms
might collapse when the incentives ended. The Final Evaluation assessed the
durability of zone benefits following de-designation in 1992 and 1993. It was
found that 60 percent of all firms expected an unfavorable impact from de-
designation (DOE 1995b: 213). Table 5.10 shows the expected effects on the
enterprise zones of the restoration of rates after the end of the incentive
period. Not surprisingly almost all companies in the zones expected a negative
impact when rates were restored at the end of the designation period. More-
over, some 11 percent of companies in the zones intended to relocate as a
result of de-designation (DOE 1995b: 217). There was also some decline in
environmental quality expected with de-designation, especially in relation to
soft landscaping, which might deter future investment (DOE 1995b: 224).
The reestablishment of normal planning controls also caused concern among
existing firms, and may have discouraged new investment because of potential
higher costs or uncertainty (DOE 1995b: 223).

In general, the Final Evaluation argues, the long-term prospects for the de-
designated areas is “positive and encouraging” (DOE 1995b: 225), especially
as local property market agents felt that in a large number of cases property
markets could be expected to remain viable (DOE 1995b: 223). The Final
Evaluation did note, however, that the prospects for the success of the former
zone areas were dependent on the prospects for national economic growth
and the volume of new investment overall (DOE 1995b: 227). This evaluation
of the early criticisms of the enterprise zone program found that, in very
limited terms, the enterprise zones can be argued to have been successful. The
Final Evaluation shows that while, on the one hand, they alleviated hard core
market failure in strictly defined areas, generated 58,000 jobs, and attracted
many small firms and some manufacturing firms, on the other hand, high rents
in the zones cancelled out other benefits, there was a 25 percent increase in
service sector activities, high-tech manufacturing jobs were not created, there
were displacement effects in the rest of the local economy, and the viability
of markets in the zone areas in the de-designation period depended on the
success of the national economy as a whole.

In conclusion, the enterprise zones failed to provide the wide-ranging
benefits that their promoters promised. The policy was successful in job

Table 5.10 Expected effect of the restoration of rates

Impact % of all companies expecting

Higher prices 36
Lower profits 85
Lower wages 21
Reduction in employment 18

Source: DOE (1995b: 215, Table 10.1).
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creation, but viable property markets were established only in particular
areas, and the policy did not provide the high-tech manufacturing jobs that
were envisioned. Even those which were considered successful, such as the
Isle of Dogs in the London Docklands, later ran into difficulties as the private
sector developers foundered. Moreover, the zone policy did not benefit the
whole economy, as a national “Big Bang” did not occur. The zones did not
contribute to national economic growth or to international competitiveness.
Therefore, in the UK, as well as in the Republic of Korea, the underlying
assumption of deregulation obscured the wide-ranging re-regulation and
government subsidies necessary to the enterprise zones.

Special economic zone policies in China

This section examines the establishment of special economic zones in China
in 1979 and assesses the policies implemented by the Chinese government
during the 1980s and 1990s to facilitate the growth of the special economic
zones. As with liberalization policies in other countries, such as the Republic
of Korea and the United Kingdom, the Chinese policies promoting liberal-
ization in the special economic zones were developed in a broader context of
liberalization, in this case as part of the Open Policy of economic liberal-
ization in the era after Deng Xiaoping came to power in 1978. The special
economic zones were intended to recreate the successes of the Four Tiger
economies in restricted areas of China by allowing the development of small
market economies. In particular, the export processing zones of Taiwan and
the Republic of Korea provided examples of what could be accomplished
through small-scale policies of liberalization. Analysts agree on the similarity
in function of the special economic zones and export processing zones.
“China’s special economic zones (SEZs) are . . . being developed with similar
objectives in mind and are basically modelled after the EPZ system” (Wong
and Chu 1985: v).12 Thus, reformist policy makers within the Chinese govern-
ment hoped that the policies of deregulation found in the export processing
zones of its rapidly industrializing neighbors might aid China in its economic
development.

While the principle underpinning the establishment of the special
economic zones came from the export processing zone concept, there are
some ways in which special economic zones are significantly different from
the typical export processing zone (Wall 1987: 23–4). The special economic
zones are much larger than export processing zones: while Masan export
processing zone was 175 hectares, Shenzhen special economic zone is 32,750
hectares (Yuan 1993: 84). Investment in the special economic zones is not
limited to manufacturing; service industries such as tourism, commercial real
estate development and commercial farming are also encouraged. In addi-
tion, the geographical restrictions on the special economic zones were, in later
years, not as rigorously enforced; the privileges granted to zone occupants have
been extended to firms in areas adjacent to the zone. These characteristics of
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the special economic zones are similar to those found in the enterprise zones
in the United Kingdom, further suggesting that the objectives of special econ-
omic zones, like the objectives of enterprise zones, extend beyond export-
oriented development.

The special economic zones have a multifaceted set of objectives. The
initial objective was the rapid development of foreign trade (Zhou 1987: 2),
through which firms manufacturing for export would earn foreign exchange
(Phillips and Yeh 1990: 236). The special economic zones also came to be
thought of as laboratories for economic experiments with foreign technol-
ogies, managerial skills, and changing international markets (Phillips and
Yeh 1990: 236; China: Facts and Figures 1987: 1). They also became political
laboratories, where market-based development could be practiced in a state
socialist setting (Wall 1987: 22). The Chinese government hoped that the
coastal regions would become “growth poles” which would help contribute to
the development of the interior (Phillips and Yeh 1990: 244).13 The coastal
areas are locationally favored in terms of infrastructure and have traditionally
provided a focal point for investment by overseas Chinese. Finally, in contrast
to export processing zones and enterprise zones, the special economic zones
were also expected to promote agricultural production. Thus, export-led
industrialization, laboratories for market-based economies, and modernized
agricultural techniques were the objectives of the special economic zone
policy.

Four special economic zones were established in strategically important
areas following the Third Plenum of the Eleventh Central Committee of the
Chinese Communist Party in 1979.14 The zones are all located in southern
coastal areas; three are in Guangdong Province, Shenzhen, Shantou and
Zhuhai. The fourth, Xiamen, is in Fujian Province. Shenzhen, the largest
special economic zone, has been developed on the border with Hong Kong,
Shantou is sited on a deep-water port, and Zhuhai adjoins Macao and is close
to Hong Kong. Xiamen is located slightly further north, across the strait from
Taiwan. All four special economic zones are located near territories over
which the Chinese government anticipated eventually regaining control, and
the special economic zones were designed to provide bridges to these market-
based economies (Harding 1987: 164). However, despite the ideology of
liberalization which underpins the establishment of free trade zones, exten-
sive regulation was required before market-based special economic zones
could come into existence in a centrally planned economy. The next section
explores in detail the re-regulation which was necessary for the operation of
the special economic zones.

Policy description

The policy reforms necessary to establish the special economic zones have
been extensive, covering geographical, political, legal and economic aspects.15

The geographical extent of the zones had to be defined, and their territorial
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boundaries designated. Legal changes in the distribution of political power
gave provincial officials as well as local zone officials greater decision-making
authority. Legislation relating to business operations was reformed, to allow
foreign ownership of firms and to reduce the level of labor protection. Tax
laws were relaxed for firms in the zones, reducing the enterprise income tax
and eliminating import and export duties. Finally, the national and provincial
governments provided subsidies for the zones including major infrastructural
development and the reduction of land use fees. Each of these legal reforms
relating to the special economic zones will be considered below.

First, the special economic zones, like export processing zones and enter-
prise zones, had to be geographically designated, with distinct territorial
boundaries. In the case of special economic zones, it was particularly impor-
tant that the zones were clearly demarcated, in order to provide a controlled
environment for experimentation with market-based economic policies, that
is, in order to limit the influence of market policies to the zone. The Open
Policy also contains an “inter-areal gradient,” in which different geographical
areas were given different levels of incentives. The special economic zones
were given the most comprehensive set of incentives to attract foreign invest-
ment, followed by the economic, technological and development zones, then
the coastal cities, and finally the inland areas (W. Liang 1987: 10).

Second, legal changes in the distribution of political power allowed local
officials more decision-making authority in terms of legislation and in terms
of the administration of the special economic zones. After 1981, the provincial
governments were authorized to enact their own separate regulations pertain-
ing to the special economic zones. For example, the Guangdong Provincial
People’s Congress Standing Committee adopted four separate new laws: the
Provisional Regulations on the Administration of Personnel Entering or
Leaving the Special Economic Zones in Guangdong Province, the Provisional
Regulations on the Administration of Enterprise Registration in the Special
Economic Zones in Guangdong Province, the Provisional Regulations on the
Administration of Labor and Wages in the Special Economic Zones in
Guangdong Province and the Provisional Regulations on the Administration
of Land in Shenzhen Special Economic Zone (Shenzhen 1982: 44).

Officials in the special economic zones were given the authority to
administer the zone, thereby allowing one-stop shop administration for immi-
gration, investment applications, and financial management. Immigration
procedures for foreign nationals and overseas Chinese entering the special
economic zones were simplified. Foreign nationals and overseas Chinese who
were in the process of setting up businesses in the special economic zones, as
well as those who had purchased houses or who often resided in the special
economic zones, and who needed to travel in and out frequently were able to
apply for multiple exit and entry visas. Citizens of Hong Kong and Macao
investing in or living in the special economic zones and who needed to enter
and leave on the same day were able to apply for exemption from having to
complete an additional page or additional card. Those persons with approval
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of exemption were to be issued with a self-use registration book with long-
term validity which would be examined by customs for clearance. Pass
certificates were to be issued for the mobile phones, cars and lorries used by
business employees in the special economic zones traveling between the zones
and Hong Kong or Macao.

The special economic zones were also given simplified procedures for the
approval of investment applications. The zones received the right to approve
commercial and retail projects under US$10 million, heavy industry projects
under US$50 million, and light industry projects under US$30 million. With
respect to decisions over investment, the special economic zone authorities
were given higher-level economic decision-making power than provinces,
autonomous regions, and municipalities (China: Facts and Figures 1987: 1).

The financial authority delegated to the special economic zones includes
greater autonomy over both the income of the zones and the control of foreign
exchange. In terms of financial administration, local government income
normally had to be shared with various provincial and central authorities. The
special economic zones were allowed to keep a greater percentage of their
income than other local authorities (W. Liang 1987: 21–2). In Shenzhen and
Zhuhai, the customs duties had to be given to the central government, while
any additional income was left for the local governments. In Xiamen, the
customs duty had to be given to the central government, while the commercial
and industrial consolidated tax was to be shared between the central govern-
ment and the province. Provincial governments required a quota of 10 million
yuan from the special economic zones, and the local governments could retain
the remaining municipal financial income. The special economic zones also
had greater control over revenues from foreign exchange. The zones were
able to earn foreign exchange from exports by organizing and collecting goods
for export from inland areas. In Shenzhen and Zhuhai, measures were
instituted requiring a 30 percent share of foreign exchange receipts to be
given to the central government. Later, changes allowed the local government
to keep all foreign exchange earnings from the export of local goods and
resources. In Xiamen, the special economic zone was permitted to divide
revenue from foreign exchange with the provincial government in proportion
to the profit. Thus, legal reforms relating to the political structure gave
provincial and local zone officials more authority over legislation and over the
administration of the zone in the areas of immigration, investment decisions,
and revenue collection.

Third, there were two important changes in the laws regarding the oper-
ation of businesses in the People’s Republic. Within the special economic
zones, regulations concerning the foreign ownership of businesses and
concerning labor protection were made less restrictive. Restrictions on
ownership by foreigners were relaxed in the special economic zones. Private
ownership of enterprises in the zones was encouraged, and the rules on
foreign direct investment were changed. In 1979, the Law on Joint Ventures
Using Chinese and Foreign Investment was enacted, which legitimized
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foreign direct investment in China (Yuan 1993: 89). There are now three
types of foreign investment allowed (Howell 1993: 3; Hameed 1987: 119). The
preferred form of foreign investment is the equity joint venture, which
government policy makers feel provides the best chance of diffusing techno-
logical and managerial skills. There are also cooperative (contractual) joint
ventures used for manufacturing for export using imported inputs, and there
are wholly foreign-owned enterprises. Thus, legal changes allowed foreign
ownership of assets in China.

The protective labor laws have also been relaxed in the special economic
zones. Firms in the zones were allowed to employ foreign personnel for
technical and administrative work. Chinese staff members were to be recom-
mended by the Special Zone Labor Service Company, or recruited directly to
the enterprises through interviews and tests. Workers could be moved to the
zones from anywhere in the country. The Shenzhen Special Economic Zone
Development Company investor’s guide notes intriguingly that “an employ-
ment contract has to be signed by both sides” (Shenzhen 1982: 44), suggesting
that Western-style labor contracts are also new in the special economic zones.
Firms in the zones may select the wage system used, such as rate per hour, day,
month, or piecework. Workers in the special economic zones cannot expect to
be permanently employed. Employees of firms in the zone receive a three- to
six-month probation period. Moreover, firms are able to dismiss employees in
the case of excess capacity due to changes in production or technical
conditions, or in the case of an employee who does not meet the needs of the
firm after training and who cannot be transferred to another post. In addition,
employees who contravene the rules of the firm may be given warnings,
demerits, or reductions in wages, or may be expelled from the firm. With the
move to market-based policies, workers in the special economic zones found
conditions quite different from what they were used to under Maoist central
planning.

Fourth, taxes in the zones were considerably reduced in comparison to the
domestic economy. These tax advantages included reductions in corporate
income tax, reductions on import and export taxes, and reductions in a variety
of other taxes. Corporate income tax was substantially reduced and the tax
exemptions for foreign-owned enterprises in the special economic zones
included reduced enterprise income tax, elimination of tax on profits remitted
abroad and tax reductions for technologically advanced firms. First, the
reduced enterprise income tax means that foreign firms were taxed at only 15
percent, while the usual rate was 33 percent (Yuan 1993: 89). In addition,
businesses with long-term investments were allowed even greater reductions.
Enterprises with a scheduled period of operation of ten years or more may be
exempted from income tax in the first and second profit-making years, and
allowed a 50 percent reduction in the third year. Enterprises engaged in
service trade with foreign investments exceeding US$5 million and a
scheduled period of operation of ten years or longer may be exempted from
income tax in the first profit-making year and allowed a 50 percent reduction
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in the second and third years. Moreover, investors reinvesting profits in the
special economic zone for a period of at least five years are exempted from
income tax on the sum reinvested. However, income derived from dividend
interest, rentals, royalties and other sources in the special economic zones by
foreign investors who have not set up enterprises in China are taxed at 10
percent unless exempt according to law. Second, taxes on repatriated profits
have been reduced. Firms in the special economic zones enjoy an income tax
exemption on after-tax profits remitted abroad. Third, firms using techno-
logically advanced production processes are entitled to a reduced/exempted
enterprise income tax. Enterprises which are technologically advanced or
which export 70 percent or more by value of production per year pay an
enterprise income tax of 10 percent. After the expiration of the preferential
period, technologically advanced enterprises may extend for three years the
reduced enterprise income tax at 10 percent. Finally, state-owned enterprises
and internal association enterprises in the special economic zones are also
taxed at 15 percent.

Import and export duties are reduced in the special economic zones. First,
the imports of the factor inputs, including machinery, spare parts, accessories,
raw materials, semiprocessed materials and means of transportation for the
implementation of export contracts by foreign-owned firms are duty-free.
Such firms also need not apply for examination, approval, and license. The
export of goods produced in the special economic zones is tax-free if raw
materials and components are imported. Second, there is a 50 percent reduc-
tion on import duty for imported commodities sold in the special economic
zones, except on seventeen types of domestic electrical appliances. Third, a
reasonable quantity of home appliances, household articles, and vehicles may
be brought in for personal use by outside investors exempt from customs duty
and consolidated industrial and commercial tax. However, customs duties on
imported materials and components required for production of products sold
domestically must be paid retroactively.

There are also a variety of other types of taxes which are reduced within the
special economic zones. There are reductions in the industrial and commer-
cial consolidated tax for products manufactured for export from imported
components and for products made and sold within the special economic
zone. Taxes on commercial buildings are levied at a reduced rate of 30 percent
of the tax rate, and taxes on power are levied at 5 percent of the rate
prescribed by law.

Fifth, the central government provided subsidies for the special economic
zones to help with infrastructure development and to reduce land use fees.
The zones provided prepared sites for investors with services and buildings.
The central and provincial governments as well as Hong Kong developers
invested heavily in the special economic zones. In Shenzhen, for example,
between 1979 and 1982, more than US$265 million was spent on infra-
structure, of which two-thirds was public investment by various levels of
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government (Wong and Chu 1985: 18). Infrastructural facilities developed in
Shenzhen include its own automatic telephone exchange and special domestic
long-distance lines to Guangzhou, Beijing, and Changsha, as well as a special
direct line to Hong Kong. There is also an international telephone and telex
exchange and an international microwave communication system. In 1992,
Shenzhen opened its own airport for domestic flights (Shenzhen 1982: 39;
Hong Kong TDC 1993d: 2).

The zones also offered subsidized land use. The land utilization fees vary
with location, type of business, and period of utilization, but were kept low
and ranged from US$5 to US$20 per square meter per year (Yuan 1993: 89).
Table 5.11 shows the range of land utilization fees in Shenzhen special
economic zone. The lower land usage fees for the scientific/technological and
industrial sectors demonstrate the types of investment encouraged in the
zones. In addition, as of January 1982, the land utilization fees were to be
readjusted every three years, and the range of variation was not to exceed 30
percent, suggesting that the government would continue to subsidize land use
in the special economic zones.

In conclusion, extensive regulatory reform had to be undertaken by the
Chinese government in order to set up the special economic zones. The zones
had to be geographically designated, and market-based economies had to be
established within them. Legal changes in the distribution of power had to
be enacted, giving provincial and local officials greater decision-making
ability. Private ownership of enterprises by foreigners was introduced, and
labor legislation revised. The tax laws were changed, and extensive subsidies
were provided for the zones. Although the full central planning regime did not
operate within the special economic zones, the government still had an active
role to play in their development and operation.

Table 5.11 Land utilization fees in Shenzhen, Renminbi per cubic meter per year

Type of use Fees Max. lease (may be
renewed with approval
of zone authorities)

Industrial 10–30 yuan 30 years

Commercial 70–200 yuan 20 years

Commercial and residential 30–60 yuan 50 years

Tourism and construction 60–100 yuan 30 years

Educational, cultural, scientific, Given special preferential 50 years
technological, medical, treatment on fees, some
hygienic, social welfare may be exempt

Agriculture and  livestock Managed separately 20 years

Source: Shenzhen (1982: 45).
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Policy analysis

This section examines the impact of the special economic zone policies in
China. It was noted earlier that the successes of other east Asian economies,
particularly the Republic of Korea and Taiwan, with export processing zones
greatly influenced the decision to set up special economic zones in China (Wei
1985). These experiments with market economies were expected to help
resolve the problems resulting from Maoist central planning. The extent to
which the special economic zones have served as windows to the outside,
encouraging the growth of exports, technology diffusion, and foreign invest-
ment will now be assessed.

Each of the four special economic zones has a different industrial structure
to complement its development strategy (W. Liang 1987: 7). Shenzhen has
focused on industry, Zhuhai has emphasized shipping and tourism, Shantou
has specialized in light industry and agriculture, and Xiamen has attempted
to foster high-tech industry. Shenzhen special economic zone is located in
Guangdong Province near Hong Kong and is the largest of the special
economic zones (Phillips and Yeh 1990: 238; Shenzhen 1982: 33). When
originally established, it was 327.5 square kilometers, but in late 1992 it was
enlarged to include Bao’an County, thus increasing the size of the zone seven
times (Hong Kong TDC 1993c). Population statistics demonstrate how
quickly Shenzhen has grown. The population of Shenzhen in 1979 when the
special economic zones were created was 30,000, reflecting its rural location
and undeveloped status. By 1982, after the construction of the zone had
begun, the population had grown by 1000 percent to 330,000. By 1990, the
population was 500,000, and after the enlargement of Shenzhen in 1992, it
increased by 420 percent to 2.6 million in 1993 (Poole 1993; Shenzhen 1982:
35). Industry is the main emphasis of the Shenzhen special economic zone, but
it has a wide range of other activities including tourism, retailing, housing,
construction, agriculture and livestock, and a university. The most developed
industries are electronics, toys, food processing, textiles, and garments (Hong
Kong TDC 1993d: 4). In addition, foreign retail establishments have been
allowed to open in the zone, including McDonald’s, Seven-Eleven, Giordano
and Café de Coral (Hong Kong TDC 1993c: 2). Agricultural produce is sent
from the zone to Hong Kong and Macao. The Shenzhen special economic
zone emphasizes its “rich labor resources” (Shenzhen 1982: 36). Workers can
be relocated to Shenzhen from anywhere in the country and most workers in
the zone have received secondary education or professional training.
Enterprise managers, however, tend to come from Hong Kong or overseas.

The Zhuhai special economic zone is also located in Guangdong Province,
adjoining Macao and close to Hong Kong (Phillips and Yeh 1990: 238; Hong
Kong TDC 1993b). It is of small size, approximately 15.16 square kilometers.
There has been considerable investment in port facilities and tourist and
recreation provision, while industries promoted include property develop-
ment, tourism, electronics, garments, toys, foodstuffs, footwear, and plastics.
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In 1992, the Hengqin Economic Development Area within the special
economic zone was established as a center of software technology and
information processing. The Shantou special economic zone, also in Guang-
dong Province, is located on a deep-water port, and has natural mineral
deposits including tin, tungsten, silver, and titanium (Phillips and Yeh 1990:
238; Hong Kong TDC 1993d). It first occupied 50 square kilometers, but in
1991 was expanded to 234 square kilometers. This area was originally less
developed than Shenzhen and Zhuhai, but in 1990 Shantou had the highest
growth rate among all the special economic zones, having approved 144
projects with a contracted foreign investment of more than US$148 million.
Shantou has concentrated on light industry and agriculture, including carpets,
garments, plastics, porcelain, electrical appliances, and machinery.

The Xiamen special economic zone in Fujian Province occupies a strategic
location opposite Taiwan (Phillips and Yeh 1990: 238; Y. Chen 1987: 2–12;
Hughes and Lin 1987: 33). It covers all of Xiamen Island, and is 131 square
kilometers. It has been provided with advanced communications, a seaport,
an airport and industrial park facilities. Xiamen attempts to focus on high-
tech modern industries, and has a prestigious university and a well-developed
tourist industry. In June 1985, Xiamen was granted special freeport policies,
which heightened the level of openness and provided more flexibility in
dealing with the import and export of goods, the flow of capital, the movement
of foreign businesspersons and technology inflow. This made Xiamen “a dual-
gradient (freeport and export processing zone) multi-function freeport” (Y.
Chen 1987: 12). The purpose of the extension of liberalization was to promote
development in the area, on the assumption that more extensive development
of Fujian Province would promote the return of Taiwan to the control of the
People’s Republic.

Table 5.12 provides an overview of the economic performance of the four
special economic zones in 1990 and allows a comparison between them. All of
the indices demonstrate that Shenzhen, the best-known of the zones, is the

Table 5.12 Major economic indices of the special economic zones for 1990

Index Unit Shenzhen Zhuhai Shantou Xiamen

Total industrial output value billion yuan 16.13 4.20 1.50 6.45
Total industrial output value

of foreign-funded
enterprises billion yuan 10.57 1.60 1.23 3.22

Total investment in capital
construction billion yuan 4.94 1.10 0.68 0.47

Total value of export trade billion US$ 2.80 0.49 0.42 0.77
Number of foreign-funded

enterprises 757 411 174 272
Amount of foreign direct

investment received billion US$ 0.51 0.11 0.08 0.07

Source: Adapted from Beijing Review (1991: 19).
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largest zone in terms of output, investment, and exports. Shenzhen has also
recorded the fastest growth among the four zones (Yuan 1993: 87). A closer
inspection of the data, however, reveals that Shantou, though smaller in
absolute terms, has performed the best at meeting many of the expectations
which policy makers had for the zones. The small size of the zone suggests
that, with less area to develop, Shantou’s administrators were able to be more
selective about the industries approved for investment in the zone. Shantou
had the most capital-intensive production and the highest percentages of total
output exported, of output of foreign-owned enterprises exported, and of
total investment by foreign firms. As a result of using more capital-intensive
methods, the products were more likely to be exportable, as they would be of a
quality more in demand in export markets.

Overall, the performance of the special economic zones has been con-
sidered a “mixed success” (Phillips and Yeh 1990: 236). In general, the special
economic zones have become important economic areas, although coastal
development has not trickled down to the interior of China. The zones have
socialist market economies, with retail, commercial, and tourist capacity as
well as manufacturing. Economic growth in the zones has been uneven for
several reasons. First, as they were established in isolated areas to separate
them from the rest of the economy, the costs of the initial development of
the zones were increased (Wall 1987: 22). Second, when the development of
the zones in the early 1980s failed to meet government expectations, zone
policies were modified after 1985 to reflect more clearly defined objectives,
following a debate among Chinese policy makers as to the nature and purpose
of the zones (Yuan 1993: 81). Thereafter, a stronger economic performance
resulted, but the continued existence of the zones was tied up with the debate
over the wider liberalization process. However, liberalization within the zones
continued, with the “dual-gradient” status awarded to Xiamen in 1985, the
enlargement in the early 1990s of Shenzhen and Shantou, and the opening of
the Hengqin Economic Development Area in Zhuhai in 1992 as a center for
information technology.

The special economic zones have been criticized on political grounds as
well as for failing to meet their objectives in technology diffusion, manufac-
turing for export, and attracting foreign direct investment. The political
criticisms of the zones (Phillips and Yeh 1990: 239) include the fact that they
rely on capitalist rather than socialist principles, and that, since they are
located near the ports in which foreigners lived and traded with China in the
pre-revolution era, they are evidently instruments of the neocolonialist
powers. Other political criticisms focus on the investment and corruption
scandals experienced by the special economic zones, involving government
officials and zone managers.

The economic performance of the special economic zones may be assessed
by evaluating the data from Table 5.12, keeping in mind the unreliability of
statistics from transitional economies. Table 5.13 provides evidence of the
performance of the special economic zones in 1990, particularly in relation to
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technology diffusion, exports, and foreign direct investment. The special econ-
omic zones were expected to encourage the diffusion of advanced technology
to the Chinese economy. The zones, however, have not been able to attract
substantial amounts of advanced technology (Yuan 1993: 93–5; Phillips and
Yeh 1990: 236). In 1990, the output/capital ratio in Shantou, the smallest of
the zones, was 2 to 1, indicating a capital intensity comparable to light industry
in Spain and Italy. The ratio in Shenzhen and Zhuhai was 4 to 1, indicating a
capital intensity comparable to central Europe before the transition in 1989.
In Xiamen, the ratio was 16 to 1, indicating very low capital intensity such as
that found in the toy and footwear industries. Most of the foreign direct
investment in the zones has been short- to medium-term investment from
Hong Kong and Macao. These were often cooperative joint ventures
involving labor-intensive processing and assembly, using 1960s technology.
The industries in Shenzhen include electronics assembly, petrochemical
processing, textiles, light manufacturing, building materials, food processing,
and livestock feed processing (Shenzhen 1982: 43). The industrial focus in
Shenzhen is so labor-intensive that it has become known as the “extended
work bench” of Hong Kong.

Although one of the primary objectives of the special economic zones was
to develop manufactures for export, export levels have been lower than
anticipated. When the zones were established, it was envisaged that 70
percent of production from the zones would be exported (Phillips and Yeh
1990: 236). In 1990, the percentage of total output exported was almost 30
percent in Shenzhen and Shantou, and approximately 12 percent in Zhuhai
and Xiamen. This is much less than the 70 percent envisioned, and may be
explained in part by the low capital intensity and low quality of production
for which little international demand exists. Moreover, the percentage of
the output of foreign-owned enterprises exported is relatively low. In 1990,
it was approximately 30 percent for all four zones. This figure compares

Table 5.13 Indices of the relative economic performance of the special economic
zones, 1990

Index Shenzhen Zhuhai Shantou Xiamen

Contribution of output of foreign
enterprises to total output 66% 38% 82% 50%

Output to capital ratio
(capital-intensity of production) 4–1 4–1 2–1 16–1

Output exported 26% 12% 27% 11%
Output of foreign enterprises

exported 30% 26% 32% 22%
Average value of output per 14 million 3.9 million 7 million 12 million

enterprise yuan yuan yuan yuan
Total investment undertaken by

foreign firms 11% 10% 12% 6%

Source: calculated from Table 5.12.
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unfavorably with the performance of firms with foreign ownership in other
part of east Asia, such as Hong Kong, Taiwan, and the Philippines, where, on
average, 50 percent of output is exported. It is not only the low quality of the
manufactured products, such as textiles, toys, and electronics, which has
meant that the values of exports remain relatively low. First, not all barriers to
trade were removed from the zones. Exporters had to prepare annual plans of
their proposed input imports. Once these were approved, the goods could be
imported duty-free, but any variation had to be re-approved. For efficient
functioning in a market economy, of course, the inputs required cannot be set
months in advance (Hughes and Lin 1987: 34). Second, a large percentage of
investment in the zones is not in the manufacturing sector. Approximately 40
percent of the investment in the zones is in tourism or commercial projects,
such as shopping centers or restaurants (Phillips and Yeh 1990: 238). Third, a
large proportion of Shenzhen’s output has been sold on the domestic market
rather than having been exported (Yuan 1993: 95). As much as 70 percent of
zone production has been sold within China, rather than being exported as
anticipated.

A related issue is that the special economic zones have been responsible for
large increases in imports into China, leaving them open to the criticism of
acting as avenues for the import of expensive foreign goods (Phillips and Yeh
1990: 236). For example, in 1984, total exports from Shenzhen were US$265
million, while the import total was US$807 million, leaving a deficit of
US$542 million (Yuan 1993: 95). Under the special policies which allowed
Shenzhen to import consumer goods at a lower tariff, huge numbers of foreign
products were imported and sold to inland enterprises, which then re-sold
these goods on the domestic market.

The special economic zones were expected to attract high levels of foreign
direct investment. Much of the investment has come from Asia, particularly
Japan, Hong Kong, and Macao (Phillips and Yeh 1990: 242). In Shenzhen,
Hong Kong accounted for approximately 70 percent of all foreign direct
investment in the early 1990s, while other sources of foreign direct investment
in the zones are Taiwan, the USA, and western Europe (Hong Kong TDC
1993c: 2). The levels of foreign direct investment, however, remain relatively
low. The total foreign direct investment contracts signed for all the zones in the
period 1979–84 were worth US$2.3 billion; of this, however, only US$525.5
million had actually been invested (Yuan 1993: 93). In 1990, the share of
foreign direct investment in total investment was approximately 10 percent
for each of the zones. When compared to other emergent economies, this
represents a very small level of foreign direct investment. For example, in the
Czech Republic, in 1995, the share of foreign direct investment in total invest-
ment was 22 percent. In addition, more foreign direct investment has gone
into real estate, infrastructural development, and recreational and retail facil-
ities than into manufacturing, particularly in the early years (Yuan 1993: 90).

In conclusion, the special economic zones have contributed to economic
development in the southern coastal region of China, but have not met all of
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the expectations of Chinese policy makers, particularly in terms of attracting
foreign direct investment in high-tech manufacturing for export. The zones
have contributed to infrastructural development, generated employment,
introduced some new technologies, and demonstrated market-based econ-
omic systems which paved the way for the reincorporation of Hong Kong and
Macao into the People’s Republic. In terms of following the Korean model of
development, however, relatively low levels of foreign direct investment in
manufacturing have been attracted, and most of the light industry which has
developed has been highly labor-intensive. The quality of manufactured
goods has been such that total export values have been low. The economic
development which has taken place in and around the special economic zones,
however, has not occurred through the complete reduction of government
involvement. The Chinese government has had to re-regulate a broad range
of issues, such as the reduction in central planning, the introduction of foreign
ownership, the decrease in labor protection, the increase in provincial and
local government decision-making authority, and changes in taxes as well as
import and export duties. Moreover, direct government intervention has
continued within the special economic zones in the form of substantial
subsidies provided by the central and provincial governments, including
infrastructural construction and land use subsidies.

Conclusion

The examinations of the free trade zones in the Republic of Korea, the United
Kingdom, and the People’s Republic of China in this chapter have highlighted
the formal juridical regulation that takes place at the national level. This
chapter has focused on the explicit legal regulation enacted by national
governments in relation to the establishment of export processing zones in the
Republic of Korea, enterprise zones in the United Kingdom, and special
economic zones in China. In all three cases, despite the claims that these
zones represent examples of liberalization and free trade at work, extensive
re-regulation and government intervention have been required for the estab-
lishment and functioning of the zones. The form and content of this regulation
has varied in the three cases, however, revealing significant differences with
respect to policies of deregulation between newly industrializing economies
such as the Republic of Korea, advanced industrialized economies such as the
UK, and emergent centrally planned economies such as China.

Up to this point, the explanations of the establishment of the free trade
zones have been based on predominantly domestic/national factors. An
analysis of these factors is essential to an understanding of the development of
free trade zones, because it is the national government which formally
develops and implements such policies. A cross-national investigation is
interesting as well for the differences it reveals in national policies. A fuller
discussion of the relative experiences will be found in Chapter 7. But an
explanation based on these factors alone would be incomplete. What is
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lacking in a national-level policy analysis of these cases is a comprehensive
explanation of the similarities and differences in national policies. Although
the zones appear similar in terms of government expectations and very
different in terms of form and content, this empirical similarity/diversity is not
sufficient to sustain a comparative methodology. While some comparative
explanation may be drawn from analyses of domestic particularities, such
as government policy or cultural differences, it is argued here that these
national-level regulations form but one component of the totality of regu-
lation relating to the establishment of free trade zones.

These other components, located at the global level, of the totality of regu-
lation, such as international economic soft law, the structure of imperfectly
competitive markets, and the locational choices of firms, are also crucial to an
understanding of the establishment of free trade zones. Liberalization at the
national level and free trade at the global level require not only re-regulation
at the national level, but also both formal and informal regulation at the level
of the international. It is this regulation at the global level which may in part
account for the similarities and differences in the three experiences. What
explains some of the similarities and differences in national-level policy is the
relative forms of articulation of the Republic of Korea, the UK, China, and, by
implication, elsewhere where free trade zones have mushroomed, with the
global political economy. The similarities and differences may also be
explained by certain structural conditions of the globalization of capital, with
the internationalization of the state form, and with the globalization of
business, bringing competition for global market shares into central and
determining relief. The global aspects of the totality of regulation relating to
free trade zones will be fully examined in Chapter 6. This examination will
fulfill the requirement, discussed in Chapter 2, of integrating analyses of both
the domestic and international aspects of the global political economy.



6 International and global
regulation and free trade zones

In the light of the arguments set out in the conclusion of Chapter 5, this
chapter undertakes a consideration of the international aspects of the global
political economy which contribute to the regulations structuring the estab-
lishment of free trade zones. This chapter will argue that, while the policies of
national governments are of course of great importance in the establishment
of free trade zones, regulation at the national level is necessary but not
sufficient to ensure the development of these zones. Regulation at the level of
the international and/or global has also been vital to the generation of free
trade zones, as these zones articulate with the global political economy
through the trade liberalization and foreign direct investment required for
their existence. Therefore, it may be argued that regulation at the inter-
national and/or global level is necessary for the development of these zones,
and should not be considered as a form entirely separate from domestic-level
regulation. International regulation is required because policies such as the
liberalization of capital movements and trade liberalization, although
assumed to be policies of deregulation, also require management in order to
function effectively. The global recession and protectionist trade policies of
the interwar years demonstrate what may happen when international
management is lacking. Thus, the establishment of free trade zones, that is,
areas defined by a policy of deregulation, has as a prerequisite a high degree
of international regulation, particularly in the areas of monetary and
trade relations. Some of this regulation is formal and made explicit in either
hard-law or soft-law forms by international economic organizations. Other
aspects of this regulation are informal and result from intergovernmental
relations or structural relations. The international regulation which under-
pins each of these sets of relations, monetary and trade, will now be discussed
in greater detail.

The regulation of monetary relations at the global level revolves around
exchange rates and currency convertibility. In the post war era, exchange rates
were regulated for many years by the Bretton Woods system, established at
the intergovernmental conference at Bretton Woods, New Hampshire, in
1944. From 1948 until 1971, the Bretton Woods agreement was in force, in
particular the Articles of Agreement of the International Monetary Fund,
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and convertible currencies were pegged to the US dollar, which was kept on a
gold standard. When the formal Bretton Woods system began to collapse in
the early 1970s, currencies moved to a free-floating position for the rest of the
decade. Towards the end of the 1970s, governments began to covertly manage
their exchange rates, a procedure known as dirty floating. By 1985, the G5
were prepared to acknowledge that free or even covertly managed floats were
unable to provide the necessary exchange rate stability, and the 1985 Plaza
Accord established the exchange rate target zones. Later, the 1988 Washing-
ton Agreement led to the current system of stabilization without the
constraints of target zones.

The regulation of global trade relations has largely been managed by the
General Agreement on Tariffs and Trade (GATT), now the World Trade
Organization (WTO). The GATT procedures arose from the Bretton Woods
conference as well, although a formal international trade organization was
not established at that time because trade directly implies agreement over the
movement of inputs and finished goods, and the strong mercantilist tenden-
cies still in existence at the end of the war made international agreements on
free trade unattainable at the time. The GATT agreements, which began in
the 1960s, consisted of multilateral mutually agreed tariff reductions which
were negotiated in rounds. The WTO was established in 1994, to broaden and
deepen the process of economic integration by establishing a formal trade
organization. However, trade relations may also be dealt with on an informal
intergovernmental level as well. The establishment of voluntary export
restraints (VERs) on automobiles and other goods by the Japanese govern-
ment at the insistence of Western governments suggests that not all trade
issues are satisfactorily handled through the GATT/WTO, especially when
strong protectionist urges prevail in importing countries.

The discussion of the organization of monetary and trade relations demon-
strates that the international management and regulation of the global
political economy has formal and informal, and public and private, as well as
organizational and structural dimensions. Together, this regulation repre-
sents a complex totality central to the reproduction of the global political
economy. Therefore, a full explanation of the establishment of free trade
zones cannot be made with reference only to policy making at the national
level. It is necessary to consider regulation at the international and/or global
level as well as the interrelationship between the two. Consequently, this
chapter will examine the roles of international organizations, global markets,
and multinational corporations in the generation of regulations concerning
the establishment of free trade zones, and in explaining the close, rather
than oppositional, relationship between regulation and deregulation.
Section 1 will assess the guidelines and recommendations concerning the
establishment of free trade zones which have been developed by international
organizations such as UNIDO and the International Labor Organization
(ILO). The soft-law instruments of such organizations, as well as the norms
the organizations promote, expand the concept of international regulation
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beyond conventional international law and suggest in addition a process of the
legitimation of the neoclassical approach to the management of the global
political economy. Section 2 will analyze the structure of global markets, and
argue that imperfectly competitive markets create conditions which encour-
age national governments to use nontraditional strategic trade policies such
as free trade zones. Again, the classical definition of international law is
challenged by the inclusion of structural economic elements. Section 3
examines the contributions which multinational corporations make to the
development of free trade zones by examining the pressures which firms can
place on national governments and international organizations to provide
suitable incentives for investment. The locational decisions of firms suggest a
further extension of the concept of international regulation to include the
interests of corporations at both an explicit and a structural level. Thus, the
consideration of these aspects of international regulation relating to free
trade zones will significantly expand the traditional definition and demon-
strate the ways in which a structural element may be included in the concept of
regulation.

SECTION 1: INTERNATIONAL ORGANIZATIONS AND
FREE TRADE ZONES

As the preceding discussion of the management of international economic
relations demonstrates, international organizations have been central to this
management process in the postwar era. The United Nations, the Inter-
national Monetary Fund, the World Bank, and the World Trade Organization
have all been involved in the management of international growth and
development through international trade and internationalized investment.
As part of this larger project of managing international development, the
establishment of free trade zones has also been promoted by international
organizations such as these. For the last thirty years, the free trade zone
policy, especially in the form of the export processing zone, has been central to
development policies. According to the United Nations Center on Trans-
national Corporations and the International Labor Organization, the export
processing zone has been a flourishing policy instrument. “Judging from the
usual standards of success in the innovation process – i.e. rate of diffusion,
number of new ‘adopters’ or rate of growth – the EPZ can clearly be rated as
highly successful” (UN CTC and ILO 1988: 1). Moreover, the emphasis the
export processing zone policy has received in development planning by
international organizations has been crucial in the widespread adoption of the
policy by national governments.

This section will consider the role played by international organizations in
the establishment of free trade zones, focusing particularly on the creation of
international regulation, broadly defined, related specifically to export pro-
cessing zones. While most theories of international relations and international
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political economy, drawing on orthodox pluralist political theory,1 regard
international organizations as reactive instrumental institutions concerned
with the reconciliation of competing interests through bargaining and
consensus formation,2 it may be argued that these institutions are better
conceptualized as proactive institutions which mediate central conditions and
requirements of the global political economy.3 The international hard and
soft norms established by organizations such as these, focusing on economic
development through integration into the global economy, help to set the
conditions for its operation. Such international norms have three functions:
to constrain, to facilitate, and to legitimize.4

Soft law concerning the establishment of free trade zones served to
constrain government policy with respect to the level of deregulation. For
example, international organizations became concerned about the degree of
competition between free trade zones in different countries. The footloose
tendency of many multinationals – that is, firms moving from one zone to
another with more attractive incentives – led to the fear that competition
between zones could be harmful to both zones and governments in the long
run. Such competition would presumably create greater costs for host
governments in terms of expenses and forgone revenue than the benefits they
would receive from foreign investment. The environment and workers were
also seen to suffer from extreme free trade zone policies. The attempt to
standardize incentives and harmonize national policy was seen as a way to
eliminate most of the harmful competition between governments and/or
zones in their efforts to attract foreign direct investment. The recom-
mendations and guidelines issued by international organizations also served a
facilitative function. It was hoped that a recipe for the success of free trade
zones could be discovered based on previous experience as well as on
innovative ideas about zone management. The success in economic terms of
individual zones, such as Shannon in Ireland and Masan in the Republic of
Korea, demonstrated the ability of the national government and the national
economy together to deal with free trade on a limited basis, and was thus held
to reflect the potential for success on a broader, national basis. International
agencies like UNIDO and UNCTAD adopted Shannon as a model to be
promoted to the developing countries, and planners and managers from
Shannon acted as consultants to these organizations, providing technical
assistance and helping to develop free trade zone soft law. Free trade zones,
and export processing zones in particular, were thus seen as one of the first
steps toward economic development.

The link between Shannon Airport, the earliest export processing zone, and
international agencies such as UNIDO and UNCTAD was an important
factor in the diffusion of the free trade zone concept. Not only did these
organizations try to harmonize national legislation and provide technical
assistance to governments, but they filled a support and legitimizing function
as well (UN CTC and ILO 1988: 2–3 and fn. 3). This legitimizing function of
the international organization suggests that the central issue with respect to
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the establishment of free trade zones has been their ideological character.
Free trade zones are ideological constructs, not only in the sense of being
formally based upon neoclassical economic thought, but also in the sense
of obscuring the extent to which the global political economy is heavily
structured, i.e. in part through the new international division of labor and the
globalization of production. As part of this process of obfuscation, de la Vega
argues that soft law, e.g. the NIEO or the regulations establishing free trade
zones, may create a “surrogate or ersatz satisfaction” in relation to popular
demand for redistribution of wealth. International economic soft law helps to
fill “the extraordinary gap between aspirations, many of them cynically
cultivated by elites, and the possibilities for their realization” (de la Vega
1988: 376). This point suggests that the question of how widely felt the
benefits of free trade zones have been still remains open. Soft law concerning
free trade zones has an additional ideological function, in that it serves to
reproduce the separation between the economic and the political, through its
focus on the deregulation of the market.

Accordingly, when the UN inaugurated two development decades, 1960–
80, to help generate solutions to the problems of development, these pro-
grams also served to tie developing economies more securely into the global
political economy. Policies of autarky, import substitution policies, appro-
priate technology, or sustainable development were marginalized. Among
measures taken during the Second United Nations Development Decade, the
improvement of international trade conditions was given first priority
(UNIDO 1971), and national governments were encouraged in strong terms
to expedite the process of integration into the global political economy. In this
manner, international organizations were facilitating the further liberaliz-
ation of international and national markets, and legitimating the policies of
liberalization and export-led industrialization.5 Towards this end, export
processing zones were heavily promoted by international organizations
during the period 1970–85. They appealed to international organizations as a
relatively simple, fast, and tangible method of increasing trade liberalization.
From the early 1970s, UN agencies, especially UNIDO, as well as UNCTAD
and the UNDP, regarded export processing zones, together with international
subcontracting, as perhaps the best “means of increasing and diversifying
exports of manufactured goods from non-industrial countries” (Basile and
Germidis 1984: 23). Virtually every major international organization con-
cerned with development has at one time or another given consideration to
the export processing zone in a survey, study, or conference. In particular,
studies promoting the export processing zone concept have been undertaken
by the United Nations,6 the OECD Development Center (Basile and
Germidis 1984), and the Economist Intelligence Unit (Currie 1985). Other,
and more critical studies, have been undertaken by the UN Center for Trans-
national Corporations and the International Labor Organization (Edgren
1982; UN CTC and ILO 1988).

There are also a number of international organizations which have
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undertaken major projects designed to facilitate the establishment of export
processing zones. Most important have been the efforts of the UN agencies,
particularly UNIDO, along with UNCTAD and the UNDP. In the early
1970s, these UN agencies strongly promoted the establishment of export
processing zones, and have since cooperated with other organizations
interested in export processing zones, especially the Flagstaff Institute in
Arizona, the World Export Processing Zone Association (WEPZA), located
at the Flagstaff Institute but in fact a separate organization, the Asian
Productivity Organization (APO) in Tokyo, and the International Labor
Organization (ILO). These organizations not only set out soft-law guidelines,
recommendations, or norms for the establishment of export processing zones,
but also provided more specific advice on zone establishment and/or manage-
ment, tailored to the needs of the individual government or zone. UNIDO
provided technical assistance to governments planning export processing
zones, WEPZA and the Flagstaff Institute ran training programs for export
processing zone executives, the APO produced studies on productivity and
efficiency to help existing zones improve production, and the ILO produced
studies on employment generation and the social and economic effects of
multinational corporations. Thus, on a variety of levels, from the general to
the highly specific, international organizations provided explicit soft-law
standards for the establishment of export processing zones, and facilitated the
process of their development. The combined effect of the programs was to
create a set of regulations governing the establishment of export processing
zones and the progression toward trade liberalization, together with a broad
expert and apparently apolitical consensus on their usefulness and efficiency,
thus contributing to the structuring of the global political economy. The rest
of Section 1 addresses the programs relating to export processing zones
undertaken by agencies of the United Nations such as UNIDO and
UNCTAD, by the World Export Processing Zone Association (WEPZA), by
the Asian Productivity Organization (APO), and by the International Labor
Organization (ILO). It also assesses the role played by these organizations in
the structuring of the global political economy through the establishment of
free trade zones.

The United Nations Industrial Development Organization

The decision taken by the United Nations Industrial Development Organiza-
tion (UNIDO) in the early 1970s to support export production and free trade
zones came about as the result of an analysis of the means for the promotion
of export-oriented industries among the developing countries. According to
UNIDO, export production is of crucial importance to the economies of
developing countries because of the small size of the home market, the need
for foreign exchange, and the need to provide employment. Foreign direct
investment is understood to be central to this project. The significance of the
free trade zone lies in the assumption that the host government will find it
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easier, within the limited area of the zone, to create the proper economic
climate necessary to attract foreign investment. UNIDO concluded that the
establishment of free zones could bring attractive results in the development
of export-oriented industries, provided, of course, that they were “properly
organized and managed” (UNIDO 1974a). UNIDO, directing its programs at
the type of zone established primarily for manufacturing and assembly
operations, attempted to help in their organization and management. In the
early 1970s, expertise in the establishment of industrial free zones was quite
limited, and really only available in cooperation with managers from
operating zones. UNIDO developed programs to offer technical assistance by
fielding specialized teams from zones already in operation as well as by
providing advice and guidance from its headquarters (UNIDO 1974c). The
experts served in an advisory capacity and presented their suggestions and
recommendations to the appropriate authorities within the host government
(UNIDO 1971: 6–7).

By 1970, UNIDO was providing technical assistance in identifying and
selecting individual export-oriented projects; by 1974 it had extended its
assistance to the preparation of economic and technical feasibility studies
relating costs to benefits for the creation of export processing zones in
developing countries. UNIDO also offered advice on the organization,
implementation, and management of such zones. Recommendations could
be obtained on the selection of suitable industries including integrated
market and export production feasibility studies, as well as profiles of
manufacturing establishments. UNIDO also helped with product develop-
ment and adaptation for export, providing assistance in the development of
products in terms of, for example, quality, functional properties, and
packaging, to meet the requirements of competitive markets. Related to
product development was training in specific export production techniques.
Assistance was also provided concerning international subcontracting for the
production of parts and components. UNIDO provided further assistance in
choosing promotional incentives and privileges to attract appropriate
entrepreneurship from abroad and establish efficient export-oriented
industries. Guidance was given on setting up the physical infrastructure of the
zone and on training zone administrators. Finally, there was the opportunity
for industrial project evaluation and implementation through assistance in
the evaluation of specific industrial projects and the development of
procedures for programming and control of implementation. UNIDO also
provided assistance to zones already in operation in the form of trouble-
shooting investigations (UNIDO 1974a: 22; Singh 1974: 43; Basile and
Germidis 1984: 23; UNIDO 1971).

An example of the specialized assistance provided by UNIDO was a report
prepared by the Weil Public Relations agency outlining the primary charac-
teristics of a free trade zone marketing program to promote the zone concept
to prospective foreign investors. In the opinion of the Weil agency, the first, or
“umbrella” stage of the promotion program was the identification of the zone
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and the creation of a positive national image for the host country. According
to A. Weil,

no nation can compete in the world market today without establishing an
image of stability and the existence of a valid private enterprise system in
addition to the many prerequisites in terms of competitive business
advantages such as labor, quality and productivity.

(1974: 5)

These remarks by A. Weil also illustrate the way in which international
organizations contributed to the broad view that such advice was impartial,
expert, and thus apolitical. The second stage involved the promotion of the
zone to preselected prospects for the purpose of attracting inquiries. The
third stage involved responding to inquiries attracted by the second stage, and
the fourth stage was direct face-to-face selling (A. Weil 1974: 5).

As well as hiring independent specialists, UNIDO also recruited managers
of currently operating zones to provide assistance to those governments
wishing to establish zones of their own. In 1974, the general manager of the
Shannon Free Airport Development Company prepared a highly technical
report reviewing the special considerations to be undertaken in planning an
export processing zone. First, in order to provide duty-free facilities, customs
control points and a fence must be provided, which would limit the number
of entrances and exits, and affect internal road layout. Customs advisory
services must also be provided for firms. Second, substantial warehousing
operations may be necessary. Third, the necessary cost of importing and
exporting requires special attention to location, and export processing zone
planning must be coordinated closely with development planning for an
associated airport or seaport. Fourth, services must be provided to assist
industry to operate successfully in an unfamiliar environment by offering
advice on matters such as personnel recruitment, labor laws and practices,
housing, and sources of materials and industrial services. Training facilities
should include provision for management and supervisory training to meet
the needs of industry and to maximize local participation. Fifth, visual
attractiveness is necessary rather than desirable, and requires high standards
in buildings and surroundings; and the need for regular communications
overseas requires high standards in postal, telephone, and telex services.
Finally, it was important to have a promotional policy which would avoid
the domination of the export processing zone by any one industry (Quigley
1974: 4–6).

While UNIDO, in conjunction with experts from zones currently in oper-
ation, set standards for export processing zones to facilitate their successful
integration into the global economy, other UN agencies, working jointly
with UNIDO, provided technical assistance to governments interested in
developing export processing zones. UNIDO, in cooperation with UNCTAD
and GATT, provided assistance with market surveys and the marketing of
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selected articles, and thus supported “the justification of export-oriented
industries established within the free zone territory” (UNIDO 1974a: 23).
UNIDO and UNCTAD also cooperated on other technical assistance
projects, funded by the UNDP, connected with the establishment of export
processing zones. In 1972, a joint UNCTAD/UNIDO mission to Sri Lanka
verified that a case existed for the establishment of a zone, and set up pro-
grams for a feasibility study and technical assistance. In 1973, a joint technical
assistance project for the establishment and operation of an export processing
zone in Cyprus was begun, and in 1973 UNCTAD was also responsible for a
study for the government of Iran on the feasibility of establishing a free port
and export processing zone on the Persian Gulf. The development of this zone
began under the Shah, and three free trade zones have now been opened by
reformers within the Islamic Republic. Through these programs, the various
UN agencies developed standards for export processing zones and provided
technical assistance to national governments considering the establishment of
zones. The regulations and expert guidance encouraged national govern-
ments to create export processing zones, thereby linking developing countries
more firmly into the global economy.

The World Export Processing Zone Association

The World Export Processing Zone Association (WEPZA) was founded
under the auspices of UNIDO in 1978, and until 1985 served as an organ-
ization for governments specifically interested in export processing zones. In
1986, the statutes and by-laws of WEPZA were amended and it became an
organization of export processing zones and export industrial parks to include
developments in the advanced industrialized economies. Individual zones and
parks, both public and private, are the primary members, and any other
interested parties such as corporations, attorneys, and bankers may become
associate members. This categorizes WEPZA as a hybrid INGO, with both
governmental and nongovernmental members. Also in 1986, the Flagstaff
Institute in Flagstaff, Arizona, was named as the WEPZA Secretariat. The
Flagstaff Institute is a nonprofit corporation and research institution, funded
in part by contributions from individuals, corporations, other nonprofits, and
government agencies. Its stated purpose is

to research, discuss, publish and present information to support and
improve world trade; to encourage, foster, and stimulate commerce, world
trade and business, and to obtain and distribute reliable information and
promote cooperation and exchange between countries and businessmen;
to acquaint and inform the public and various governmental agencies of
the benefits of improved world trade.

(Journal of the Flagstaff Institute 1987)

In its stated purpose and in its publications, the Flagstaff Institute seeks to
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“encourage, foster and stimulate” improved world trade with particular
attention to export processing zones and production sharing. Under contract
to WEPZA, the Secretariat provides informational services to WEPZA
members. It publishes a quarterly newsletter about export processing zones,
the twice-yearly Journal of the Flagstaff Institute7 and two world surveys per
year, and organizes a conference of export processing zone managers and
users each year.

In October of the same year, WEPZA was granted consultative status as
a nongovernmental organization cooperating with UNIDO. According to
WEPZA, cooperation with UNIDO is desirable because of their strong
mutual interest in the development of export processing zones around the
world. Consultative status gives WEPZA the right to participate in meetings
of the Industrial Development Board and of the General Conference of
UNIDO on matters of interest to export processing zones. This relationship
between WEPZA and UNIDO is significant because it contributes to the
continuing blurring of the distinction between both the public and private and
the political and the economic at the global level.

WEPZA’s goal is to contribute to the process of guideline setting for free
trade zones. WEPZA’s objective, as the world organization of export pro-
cessing zones, is to

represent member interest in such diverse matters as investment policy,
standards for construction of factory buildings, labor law and relations,
free zone law, international trade practices, transport and communi-
cations systems, education of workers, engineers and managers, and
many others.

(WEPZA Newsletter 1986b: 1)

Thus, WEPZA undertakes a variety of activities directed towards the promo-
tion and regulation of free trade zones. For example, in 1981, the General
Assembly of WEPZA adopted a Code of Conduct. The members agreed that
the following rules shall govern their activities:

1 To be truthful in advertising and promoting its EPZ(s).
2 To be fair and impartial towards its clients in the administration of its

EPZ(s) and of the laws, regulations, incentives, and policies within its
power to apply.

3 To report to the Secretary General of WEPZA its experience with any
client failing to meet ethical standards of behavior as an EPZ client.

4 To conduct itself at all times as a highly ethical professional industrial
development organization so as to reflect favorably on itself and on
other members.

(WEPZA Newsletter 1986a: 6)

This WEPZA Code of Conduct sets out formal rules, albeit quite vague, to



Global regulation and free trade zones 129

which export processing zones are expected to adhere. It is, of course, a matter
of voluntary adherence, although presumably WEPZA could refuse contin-
ued membership in cases of noncompliance. As legal philosophers such as
Kelsen (1945) and Dworkin (1985) point out, however, obligation to obey the
law is not necessarily a matter of formal sanctions, but has a moral quality as
well. Free trade zones or national governments may also find it in their long-
term interests to adhere to these guidelines to avoid the possibility (however
unlikely, cf. the Multilateral Investment Agreement), of the imposition of
more restrictive international economic soft law by, for example, the United
Nations. This question of moral obligation, however, is central to the recon-
structed concept of regulation used in this analysis.

WEPZA also tries to maintain ties with other organizations in many
aspects of its export processing zone promotion policy. A WEPZA Newsletter
notes that:

the creation of an Advanced Management Training Program for EPZ
and User Managers can meet WEPZA objectives to train managers and
leaders, fulfill UNIDO’s need to foster the development of more EPZs
and Export Industrial Parks, and coincide with the objectives of many
development institutions, including the World Bank, the Inter-American
Development Bank, the Asian Development Bank, etc.

(WEPZA Newsletter 1986a: 4)

Here again, more and increasingly complex links can be seen between public
and private organizations in the management of the global political economy.
Moreover, in 1987, WEPZA announced that it was taking action on the 1984
study by the OECD (Basile and Germidis 1984) which concludes that more
information should be provided to facilitate sound negotiation between invest-
ors and export processing zones. The OECD suggests that an organization
like WEPZA should be utilized for the collection of documentation con-
cerning export processing zones. With OECD support, WEPZA began
seeking funding to establish an International Research and Documentation
Center which included research programs investigating success formulas for
cooperation between investors and export processing zones. WEPZA also
aspires to become a center for providing arbitration to settle disputes
(WEPZA Newsletter 1987: 2–3), thereby taking on a juridical role in the
international management of free trade zones.

WEPZA sponsors annual workshops and conferences which allow the
promotion of its guidelines for free trade zone management. An export
processing zone managers’ workshop was held in Panama in December 1986.
Delegates from approximately twenty-five countries were present, and
included managers from both public and private organizations operating
export processing zones, new export processing zone project managers, and
UNIDO-sponsored delegates from government agencies in the least
developed countries of the Caribbean Basin. The various workshops covered
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the need for freedom from bureaucratic restrictions, the requirements for
finance, marketing, promotion, realistic incentives, and consistent govern-
ment policies towards export processing zones (WEPZA Newsletter 1986c: 1).
The 1987 WEPZA Conference was entitled “Production Sharing: A Global
Perspective,” and was sponsored by the Institute of the Americas, an
independent nonprofit organization “seeking to improve communication and
cooperation among the nations of the Western Hemisphere”; the Flagstaff
Institute, an independent, nonprofit organization “dedicated to raising the
level of understanding of the benefits of world trade”; and the Trammell
Crow Company, “the nation’s largest real estate management and develop-
ment firm” (conference brochure). Here, national and international, public
and private organizations were cooperating to facilitate the development of
export processing zones. The conference was designed for senior executives
who play an important role in their corporation’s strategic planning and who
are interested in maintaining and increasing international competitiveness
through production sharing and international sourcing, i.e. through global-
izing the firm. The conference analyzed the costs, benefits, and emerging
strategies of production sharing, including discussions on the influence of
production sharing on industrial competitiveness, the protectionist problem,
and the importance of production sharing in Third World development.
Through this conference, in particular, WEPZA can be seen to have been
encouraging both the globalization of the firm and the wider process of
globalization.

The 1992 WEPZA International Conference of Free Zones took as its
theme “Public vs. Private Free Zones,” in order to address the issue of the
increasing number of privatized export processing zones. In the private export
processing zone system, governments and private sector developers collabor-
ate to establish privately owned and operated export processing zones. This
development may be argued to be yet another facet of the shift towards
deregulation: the move to reduce government intervention through privatiz-
ation, a concept associated, as noted in Chapter 5, with Thatcherism and the
new right, and which gained international prominence after the collapse of
communism in central Europe in 1989. In conclusion, through all of its
activities, its code of conduct, and particularly through its conferences and
training workshops, WEPZA has attempted to set internationally applicable
standards for the management of export processing zones and other similar
operations. All of the suggestions made by WEPZA through its publications
and conferences have been supportive of further liberalization, deregulation,
and privatization in export processing zones. This has meant the abrogation of
regulations and laws which had been introduced to raise safety standards, to
protect the environment, or to protect the welfare of workers. The proposed
deregulation has required the reformulation of laws and regulations which
were designed to reduce the asymmetry in the relations between firms and
workers, and firms and governments.
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The Asian Productivity Organization

The Asian Productivity Organization (APO) is an intergovernmental,
regional organization with headquarters located in Tokyo. It was established
by convention in 1961, by several governments of Asian countries with the aim
of increasing the pace of economic development. The objective of the APO is
to increase productivity and accelerate economic development in the Asian
region through mutual cooperation. To achieve this, the APO “propagates
productivity consciousness,” and shares modern productivity knowledge and
techniques in the industrial, agricultural, and service sectors. Membership in
the APO is open to all Asian and Pacific governments which are members of
the UN Economic and Social Commission for Asia and the Pacific (ESCAP).
The original signatories in 1961 were the Republic of China (Taiwan), India,
Japan, the Republic of Korea, Nepal, Pakistan, the Philippines, and Thailand.
Subsequent signatories included Hong Kong (1963), the Republic of Vietnam
(1965), Sri Lanka (1967), Indonesia (1968), Singapore (1970), and Bangla-
desh (1982). The APO maintains close relationships with the National
Productivity Organizations (NPOs) of member countries. The NPOs are the
focal points of productive activity and act as implementing agencies for APO
projects.

The APO consists of four divisions, Research and Planning, Industry, Agri-
culture, and Administration and Public Relations. These divisions focus on
three main areas of activity: research, institution building and education.
First, the APO attempts to improve productivity through the study of
productivity issues. In 1983, for example, a research project was undertaken
on management systems and practices at the firm level and their influence on
productivity. The APO also sponsors surveys and symposia. Second, the APO
helps with institution building in member countries and works towards
meeting the needs of members. The APO strengthens National Productivity
Organizations (NPOs) and similar institutions by building up professional
staff to pass on knowledge to industry and business. It also provides training
courses and seminars, observational study missions, technical expert services,
and fellowships for advanced training in Europe and the USA. Third, the
APO’s educational activities spread “productivity consciousness” and dissemi-
nate productivity knowledge. The propagation of productivity consciousness
takes the form of publications, training materials, and audio-visual aids, as
well as the publication of an in-house journal. The APO also encourages
bilateral cooperation between NPOs of member countries. Finally, the APO
cooperates with other international organizations, such as the ILO, various
UN agencies, the World Bank, the Asian Development Bank, US AID, and
the OECD Development Center.

In 1974, the APO responded to the growing significance of export pro-
cessing zones in the export strategies of developing countries (Vittal 1977: i)
by conducting a symposium in Seoul in 1975. The symposium discussed
export processing zones in respect of policy making, planning, establishment,
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operation, and further improvements with a view to inviting foreign direct
investment, creating employment, and increasing foreign exchange, tech-
nology transfer, and regional development. The APO believes that such
conferences act as clearing houses for information about export processing
zones, as well as helping by taking stock of the progress made by different
countries and outlining the directions for future growth (Vittal 1977: 48–9).
The conclusion of the symposium stresses that, in the 1960s and 70s, export
processing zones emerged as one of the chief tools for export promotion,
attracting foreign capital as well as providing a means for regional develop-
ment in Asia and elsewhere (Vittal 1977: 34). In terms of the prediction of the
prospects for the future of the export processing zone concept, the success
of export processing zones in the Republic of Korea and Taiwan are argued
to be good examples of the adaptability of export processing zones to a variety
of countries (Vittal 1977: 5), thus reinforcing and further legitimating
international use of the South Korean export processing zone model of
development. In the symposium conclusion, Vittal notes the causes of export
processing zone success in Taiwan and the Republic of Korea. One of the
UNIDO presentations suggests that export processing zone development was
most advanced in Asia because the entrepreneurial spirit is high, there exists
high unemployment, capable management staff are available, and there is a
high literacy rate. In Taiwan specifically, free trade zone success is attributed
to the good geographical location of the country, economic, political and
social stability, sound long-term economic development policies to encourage
investment, abundant high-quality low-cost labor, and an efficient and
powerful zone administration (Vittal 1977: 12). These characteristics, then,
are suggested as the requirements necessary for successful zones anywhere.

The role of the APO in further encouraging the establishment of export
processing zones throughout Asia and elsewhere lies in its emphasis on
productivity and efficiency. The findings of the symposium suggest that the
“efficiency of the zone administration is an important factor not only in
attracting investment but also for ensuring a smooth day to day operation.
Emphasis has been laid on elimination of red tape in zone administrations”
(Vittal 1977: 49). A detailed study of export processing zone operations
would “help in evolving norms for standardization in matters like layout and
design etc. of export processing zones as the broad flow of men, materials and
papers are likely to be the same in most of the EPZs” (Vittal 1977: 49). The
APO thus clearly suggests the necessity for the development of explicit
international norms facilitating the standardization of export processing
zones across a variety of countries.

The International Labor Organization

The International Labor Organization (ILO) is concerned with labor stand-
ards worldwide, and in the case of export processing zones its concern is with
the economic and social effects of foreign direct investment. This focus on the
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activities of multinational corporations in export processing zones is an
extension of its concern with firms in terms of employment generation,
technology choice, and decision-making (UN CTC and ILO 1988: vi). The
ILO has undertaken research on the employment effects of multinational
corporations in export processing zones and has developed soft law
instruments regulating multinationals, especially the Tripartite Declaration of
Principles Concerning Multinational Enterprises and Social Policy (ILO 1977).

The ILO has produced very detailed studies on the social and economic
effects of multinational corporations in developing countries, with, in some
cases, direct focus on the effects of multinationals in export processing zones.8

The research is concerned with the direct and indirect employment effects of
export processing zones, the gender structure of employment in export
processing zones, labor conditions and industrial relations, and the process of
technology transfer. The investigations concluded that, despite their very high
employment-generating effects, export processing zones “probably” could
not be justified on this ground alone, as they tend to draw into the labor force
young women who would not otherwise have sought a job in industry (UN
CTC and ILO 1988: 127–8). The project speculates that the major benefit of
the export processing zone may be in its role as a force for liberalization in the
rest of the domestic economy (UN CTC and ILO 1988: 132–3). The surveys
also suggest that, “contrary to conventional wisdom about EPZs . . . labour
rights in EPZs are not very different from what they are elsewhere in the host
country.” The obstacles which seem to exist to unionization come primarily
from the social composition of the export processing zone labor force, and
“not from any organized opposition on the part of enterprises, EPZ authori-
ties or the government” (UN CTC and ILO 1988: 99). In terms of technology
transfer, the projects conclude that, while few backward and forward linkages
developed between the export processing zone and the domestic economy,
the industries in export processing zones “play a far from negligible part in the
development of what might be called an industrial culture in the host country”
(UN CTC and ILO 1988: 112–13). That is, the contribution which export
processing zone industries make to training workers in even the basic skills
necessary for factory labor may have been, in terms of future industrialization,
a valuable asset to the economy. The goal of the ILO study was two-fold: first,
to generate new data about export processing zones in order to answer some
basic questions about the operation of zones and the role played by multi-
national corporations in such zones (UN CTC and ILO 1988: 19). Second, the
ILO wanted to assess “the ways in which such ventures can be made to
contribute most effectively to the development of the host country” (UN CTC
and ILO 1988: 15). The collection of hard data on the operation of export
processing zones was to serve as the basis for the generation of explicit norms
for the operation of such zones in developing countries.

The ILO has also been one of the international organizations leading the
development of soft-law instruments concerned with the social policy effects
of multinationals. Prominent among these instruments is the Tripartite
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Declaration of Principles Concerning Multinational Enterprises and Social
Policy (ILO 1977). The Tripartite Declaration provides a “unique example of
common worldwide social policy formulated by governments, employers and
workers,” which national governments, multinationals, and employers and
workers’ organizations were “invited” to observe (ILO 1977: 3 and 5). The
soft-law form was assumed to be preferable since it would not have had to
have been adopted in accordance with the somewhat rigid procedures of
Article 19 of the ILO Constitution for Conventions and Recommendations,
and could more easily have been supplemented or adapted, thus allowing for
the gradual development of guidelines, which, while not compulsory in
character, would have been supported by moral opinion, the authority of the
international organizations, and public opinion (ILO 1976: 22 and 22 fn. 1).
Thus, the soft-law form was considered by the Tripartite Meeting to be prefer-
able to a harder instrument which would have been more difficult to both
ratify and amend.

The Tripartite Declaration Concerning Multinational Enterprises and Social
Policy sets out principles for the operation of multinational corporations and
the control of business operations by governments. These principles cover
promotion and security of employment, training, conditions of work and life,
and industrial relations. Many of the principles are unique to the Declaration
and are entirely voluntary. Others, while voluntary, involve the application of
preexisting ILO Conventions and Recommendations which are more binding,
such as Convention Number 87 Concerning Freedom of Association and
Protection of the Right to Organize. National governments which have not
already done so are urged to adopt such conventions or, if not adopted, to
apply them to the greatest extent possible (ILO 1977: 7). This provides an
example of the zebra type of soft-law instrument in which some sections are
binding and others are not, and demonstrates recognition of a situation in
which national governments may not be willing to ratify binding instruments,
but may be willing to adopt the principles to some greater or lesser extent.
While the Tripartite Declaration sets out principles which were intended for all
multinational and national firms, whether within the export processing zone
or outside it, in other documents the ILO focuses specifically on the problems
encountered within export processing zones, and advocates the application of
ILO instruments to free trade zones. The ILO argues that “there should be no
trade-off between such fundamental rights and industrial development and
foreign investment policies” (ILO 1981: 83) and suggests that conventions
such as the 1949 Right to Organize and Collective Bargaining Convention
Number 98 should not be restricted by legislation relating to export pro-
cessing zones (ILO 1981: 89, fn. 53). Thus, the ILO has developed soft-law
instruments such as the Tripartite Declaration Concerning Multinational
Enterprises and Social Policy, which is concerned with the social effects of
multinational operations in general. More specifically, in relation to concerns
about industrial relations within the export processing zones, the ILO urges
the more conscientious application of these and other ILO principles.
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In conclusion, the programs and instruments of international organizations
such as UNIDO, WEPZA, the APO, and the ILO provide examples of inter-
national regulation relating to free trade zones. In these examples, regulation
of a soft-law nature and of a structural nature may be observed. On the one
hand, there are the concrete documents – the recommendations and the codes
of conduct for export processing zones and investors issued by the various
organizations. On the other hand, there are the norms, expectations, and
constraints which are not empirically observable, but which have influenced
the development of free trade zones. Both of these types will now be explored
in more detail.

First, the programs and instruments of the international organizations
reflect attempts to develop international soft law regulating the establishment
of export processing zones. UNIDO has proposed recommendations based
upon its technical assistance program, WEPZA has developed a code of
conduct for export processing zones, as well as training programs for export
processing zone managers, the APO has initiated studies of efficiency to
generate explicit norms for export processing zone standardization, and the
ILO Tripartite Declaration has set out general principles concerning the social
policy aspects of multinational activity. International organizations are thus
responsible for the introduction of numerous soft-law regulations relating to
export processing zones at the level of the international and/or global.

Second, in order fully to evaluate the programs and instruments of the
international organizations, it is necessary to take this analysis beyond the
descriptive level, that is, the empirical approach used in analyses of inter-
national organizations and international regimes. This analysis has so far
provided a critique of the classical theoretical position that international law
necessarily refers only and distinctively to juridical forms, and has incorpor-
ated the soft-law view by arguing that while international regulation may
include juridical forms, it is actually broader than this category and includes
standards, conventions, and codes of conduct. Moreover, it is argued that this
analysis must include regime-type aspects such as principles and norms, which
have not traditionally been seen as part of the content of international regu-
lation. Finally, a comprehensive understanding of international regulation
would include a structural element as well.

In terms of the consolidation of implicit norms, principles, and structural
constraints at the international and/or global level, the activities of these inter-
national organizations in relation to export processing zones are significant
because such zones are part of the only internationally acceptable solution to
the problems of development in the Third World. In development theories,
from those of the Brandt Report to those of the Chicago School, both
development in the poorer countries and global economic growth depend on
the actions taken to promote free trade. The programs of international
organizations such as UNIDO, WEPZA, the APO and the ILO are not just
instrumental means of implementation, but they are also elements of the
structural conditions which establish and reproduce what is to be taken as
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natural or for granted by national and international policy makers. Such
conditions are established by these organizations at the global level rather
than at the level of any particular unit, especially any particular national
economy, to give them the status of objective, universal conditions of
development. This occurs because national governments are seen, and see
themselves, as advancing particularistic and political interests. Consequently,
even when these interests are mediated through regional and global inter-
national organizations, the possibility of developing a universalized form of
technical-rational, and therefore assumed apolitical, discourse necessarily
involves international organizations as proactive agents, central to the
establishment and reproduction of particular forms of regulatory frameworks
in the global political economy.

Therefore, this analysis suggests that these programs of international
organizations provide concrete examples of what Lukes refers to as the third
dimension of power (Lukes 1974). This structural power, or the monopoliz-
ation of bias, is not a question of states (or other actors) intentionally
manipulating international organizations for their own ends, although they
may do that, as the links between WEPZA and UNIDO demonstrate, but
rather it is a question of the social reproduction, through these international
organizations, of international and/or global conditions which constrain
human autonomy. Thus, the apparently objective construction of these zones
is ideological in two senses: first, in that it obscures the realities of global
inequality and the necessary relationship between development and under-
development; and, second, in that the zones themselves are concrete parts of
the reproduction of that inequality in the global political economy.

SECTION 2: GLOBAL MARKETS AND FREE TRADE ZONES

Free trade zones have been established by a variety of national governments
on the assumption that localized deregulation will help to foster the inter-
national competitiveness of investment in the zones, thus benefiting the entire
domestic economy. The zones have been designed to attract investment,
foreign direct investment if possible, and to promote economic growth, in
many cases through export-led industrialization. Both of these goals require a
liberalized global economy including the relatively free movement of goods,
services, and capital. Economists and policy makers alike claim that there are
numerous benefits to be gained from liberalization and free trade at the
global level. First, trade should provide a means of increasing economic
growth through increased output associated with specialization. This claim
has been empirically substantiated by increases in trade and output during the
postwar era. Trade liberalization during the period 1950–75, under the
auspices of GATT, spurred a rapid growth in world trade with a correlative
growth in world output. During the period, world trade expanded by 500
percent, and global output increased 220 percent. The opposite is true as well:
as trade has slowed, so has the growth of output. As the rate of growth in the
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volume of trade has declined since 1975, so has the rate of growth of world
output (Crook 1990: 7). Second, trade is also said to result in mutual gains for
the countries involved. The existence of trade will not necessarily equalize
incomes in different countries, but it does make all countries better off than
before. These gains arise in part from competition and the more efficient use
of labor through specialization and economies of scale and in part from the
greater range of choice available to consumers. Each economy can consume a
variety of products different than the variety it can produce for itself
(Krugman and Obstfeld 1991: 18–19).

New trade theorists9 argue, however, that while trade may indeed be
mutually beneficial to participating countries, international trade is not free
in the sense of being unfettered by government, and that, moreover, markets
are not perfectly competitive. In order to take advantage of market imper-
fections and manipulate the terms of oligopolistic competition to shift excess
returns from foreign to domestic firms, national governments may choose to
implement strategic trade policies in order to protect and/or enhance the
performance of domestic firms. Certain policies, such as export subsidies and
import restrictions, can, under the right circumstances, deter foreign firms
from competing for lucrative markets (Krugman 1990: 95). Strategic trade
policies include subsidies, quotas, voluntary export restraints (VERs), and
voluntary import agreements (VIAs), designed to either boost exports or
protect domestic markets. Strategic trade policies not only enhance the
profits of individual firms, but they may raise national income and may
strengthen international competitiveness as well. As Chapter 5 demonstrates,
free trade zones are designed to achieve some or all of these goals. In the case
of the Masan free export zone, the international competitiveness of the
economy of the Republic of Korea increased, national income rose, and South
Korean firms and joint ventures in the zones enjoyed government subsidies in
the form of the purpose-built infrastructure and reduced utility prices. While
the enterprise zones in Britain did not increase national competitiveness or
raise national income, firms in the zones, which may have included exporters,
enjoyed the benefit of government subsidies. In China, the special economic
zones contributed to the increased competitiveness of the Chinese economy
and spurred an astonishing growth in GNP, while the government of China
invested heavily in the construction of the zone as well as subsidizing firms in
the zone. In this context, it may be argued that free trade zones themselves
represent a form of nontraditional strategic export promotion on the part of
national governments, and their reasons for existence are conditioned by
imperfections in global markets. Thus, this section will explore the ways in
which the structure of global markets promotes the development of free trade
zones by examining the theories which underpin the concepts of perfect and
imperfect competition in global markets and by analyzing the ways in which
imperfectly competitive markets have created conditions which encourage
the use of policy instruments such as free trade zones.

The goal of enhancing the participation of the national economy in global
free trade has been one of the driving forces behind the establishment of free
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trade zones. The export processing zone programs of international organi-
zations such as UNIDO, WEPZA, the APO, and the ILO have been aimed at
promoting economic liberalization at the national level in order to dovetail
with international efforts to promote global free trade. The promotion of free
trade at the global level in the postwar era has been the underlying basis of the
Bretton Woods system, and has driven the activities of many international
organizations, such as the International Monetary Fund, the World Bank and
the GATT/WTO. It is neoclassical trade theory which underpins the free
trade orientation of these organizations. Neoclassical theory argues that free
trade provides the optimal level of resource allocation and is the natural
condition to which the international economy should aspire. This, it should be
noted, provides a further example of the legitimation of the contemporary
condition of the global political economy, as free trade and pareto-optimality
are compatible with substantial inequalities in the international system, and
these, too, should be seen in part as assumptions which serve to reinforce
inequality internationally.

The neoclassical view holds that the basis of free trade is comparative
advantage based on the productivity of factor inputs: in particular labor,
capital, and land. International organizations have encouraged national
governments to follow neoclassical policy models by promoting such
specializations. The concept of comparative advantage in trade was first set
out by Ricardo in 1817 (1971), who argued that the incentive for trade arises
from different relative labor productivities. Countries whose relative labor
productivities differ across industries will specialize in the production of
different types of goods. The countries which choose to specialize will do so in
the goods in which they have a comparative cost advantage (Krugman and
Obstfeld 1991: 18). Ricardo uses a two-country, two-good model in which
wine and wool are traded. Each country specializes in that good which it
produces most efficiently, even if it has no absolute advantage in the industry.
The comparative advantage of an industry depends not only on its produc-
tivity relative to the foreign industry, but also on the domestic wage rate
relative to the foreign wage rate. Therefore, to determine comparative
advantage, the labor used to produce exports should be compared with the
labor used to produce items substituting for imports. In some cases, it may be
more efficient to trade than to produce domestically (Krugman and Obstfeld
1991: 22–3). Thus, according to the Ricardian model, all countries will want to
specialize in production in order to reap the benefits of international trade.
This model is the basis of contemporary orthodox models of international
trade. Although very simple, its usefulness is said to lie in the accuracy of its
basic prediction. The expectation that countries should export goods in which
productivity is relatively high tends to hold under empirical testing. Empirical
evidence also generally confirms the assumption that trade is based on com-
parative, rather than absolute, advantage (Krugman and Obstfeld 1991: 29).

As may be expected of a theory which is almost 200 years old, however,
Ricardian theory is unable to take into account the complexities of manu-
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facturing in the modern global political economy. This analytical difficulty
has not led to the model being abandoned, but rather to attempts to make
Ricardian theory more applicable to contemporary conditions. In the
twentieth century, a number of attempts were made to improve the analytical
capacity of the Ricardian model. The most significant were the Samuelson–
Jones specific factors model (Samuelson 1971; Jones 1971), and the
Hecksher–Ohlin theory (Ohlin 1933). The Samuelson–Jones model argues
that the Ricardian model inadequately accounts for both the lack of factor
mobility and income distribution in production and trade. While the
Ricardian model assumes that everyone benefits equally from the gains from
trade, in fact international trade can have strong effects on the distribution of
income within countries because resources cannot move immediately and
costlessly from one industry to another, and because industries differ in the
factors of production required. A shift in the variety of goods produced in the
economy will reduce demand for some factors and raise demand for others
(Krugman and Obstfeld 1991: 39). The specific factors model also expands
the concept of relative supply as the source of trade. Relative supply may
differ not only because of differences in technology, but also because of
differences in resources between economies, thus leading to trade to obtain
that which would be impossible to obtain through domestic production: for
example, oil imports by Japan.

The Hecksher–Ohlin theory further explores the question of the sources of
trade, resources, and technology, and the implications for income distribution
within the economy. The theory is based on the assumption of a lack of
industry-specific factors of production, that is, resources can move between
industries as demand shifts. Thus, a country should tend to export goods
whose production is intensive in the factors with which the country is relatively
well endowed. Technology, however, allows changes in the ratio of factors
used in production, which breaks down the traditional simple distinction
between goods which are capital-, labor-, or land-intensive. Electronics
production, for example, may be capital-intensive in the USA, and labor-
intensive in China. Therefore, countries with different relative abundances of
factors may export similar products (Krugman and Obstfeld 1991: 69–76).
The implications of trade for income distribution in the Hecksher–Ohlin
model are closer to those of the specific factors model than the Ricardian
model. Although factors of production can shift from industry to industry,
when the prices of goods change, the prices of factors also change. As one
factor becomes more expensive because of an increase in production in that
area, the price of another factor falls. Thus, the owners of abundant factors
will gain from trade, while the owners of scarce factors lose over the long term
since countries cannot alter the distribution of resources (Krugman and
Obstfeld 1991: 73–83). The Hecksher–Ohlin model, however, fails to predict
accurately the export patterns of countries in the global trade system.
Empirical testing confirms the existence of the Leontief paradox, that many
countries export goods which are intensive in factors with which the economy
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is not abundantly endowed. The USA, for example, should export capital-
intensive goods and import labor-intensive goods, but in fact it exports fewer
capital-intensive goods than it imports, thus suggesting that the Ricardian
view that differences in technology play a crucial role in determining
production for export remains valid (Krugman and Obstfeld 1991: 81–2).

Taken together, these theories, the Ricardian, specific factors, and
Hecksher–Ohlin models, form the standard model of international trade. The
models share a number of features which serve as the basis for the concept of
free trade. First, the productive capacity of an economy can be summarized by
its production possibility frontier. Second, a country’s production possibility
and relative factor costs together determine its relative supply schedule.
Third, world equilibrium is determined by world relative demand and a world
relative supply schedule (Krugman and Obstfeld 1991: 92). In sum, the
product capability of individual economies, relative factor costs, and national
taste determine the level of national output, patterns of trade, and volumes of
exports and imports internationally. Free trade zones would be expected to
increase the economy’s productive capacity by taking advantage of the
relatively low cost of labor and any other abundant inputs. The Ricardian
concept of comparative advantage which underpins the standard model of
international trade is based on a number of crucial assumptions. It is only if
these assumptions are valid that the neoclassical model can provide an
accurate representation of international trade. The first assumption is that
markets are perfectly competitive. The second assumption is that there are no
great differences in relative availabilities of capital and labor, and that these
factors can move freely within the economy. The third assumption is that
there is full employment. The fourth assumption is that trade is free, and that
there are no restrictions placed on movements of goods, capital, and services
by governments. The fifth assumption is that all firms and economies have
comparable access to knowledge and technology. The sixth assumption is that
the prices of factors and products represent their true values, and that there is
no intervention by governments, cartels, etc. to keep prices down (e.g. Airbus
Industrie) or up (e.g. oil). The seventh assumption is that all countries have
balanced current accounts. The eighth assumption is that there exists a law of
increasing costs, and the ninth assumption is that resources are found locally.
It is the case, however, that few of these assumptions hold in the contempor-
ary global political economy. Therefore, new trade theorists, in questioning
these assumptions, dismiss the very foundations of neoclassical trade theory.

The early 1980s saw a radical rethinking of international trade theory. It
was increasingly recognized that the assumptions of the Ricardian model
could no longer be used to explain all cases of international trade. The view
developed that countries specialize and trade, not only because of underlying
differences in resources and/or technology, but also because increasing
returns to scale are an independent force leading to the geographical concen-
tration of the production of certain goods. This theoretical view holds that
economies of scale have led to arbitrary specialization by nations in products
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in certain industries (Krugman 1990: 93), such as cars, computers, aircraft,
and electronics. Therefore, analyses of trade generated by economies of scale
require the relaxation of many of the Ricardian assumptions (Krugman and
Obstfeld 1991: 120). Most importantly, the Ricardian model assumes that
markets are perfectly competitive, so that the size of the firm confers no
special advantage, and no monopolies can form. With internal economies of
scale, however, large firms have an advantage over small, as cost per unit
depends on the size of the firm, and markets in these goods tend to be
monopolistic or oligopolistic with a small number of large manufacturers. The
car industry is one of the classic examples of imperfectly competitive markets,
with a small number of firms supplying most of the world market: three main
US manufacturers (Ford, GM, and Chrysler), three main Japanese manu-
facturers (Nissan, Toyota, and Honda), and one German manufacturer (VW-
Audi). It is a crucial assumption that, in imperfectly competitive markets,
firms have an active role to play in the pricing of goods. While in the Ricardian
model, with perfectly competitive markets, individual firms cannot influence
the price of goods because price is equal to average product cost, in an
imperfectly competitive market, with only a few producers, firms have the
ability to influence prices as an individual firm can reduce its prices through
economies of scale in order to sell more.

Therefore, new trade theorists begin with the very different assumption of
imperfectly competitive markets dominated by large firms. This requires the
development of a new theory of international trade which in turn affects their
understanding of what countries might gain from trade, and of the policies
which national governments should adopt in order to increase their gains
from trade. In conditions of imperfectly competitive markets, states may
benefit greatly by moving away from free-trade policies. The imperfect
competition approach to trade (Krugman and Obstfeld 1991: 132–40)
assumes that in industries with economies of scale, both the variety of goods a
country can produce and the scale of production are constrained by market
size. Trade serves to increase market size by creating an integrated world
market larger than any national market. Countries are able to specialize, yet
still increase the variety available to consumers. Trade can provide mutual
gains even when countries do not differ significantly in resources or technol-
ogy. The imperfect competition approach draws on the analysis of economies
of scale, as well as on analyses of comparative advantage, to establish an
explanation of trade in the international system. World trade in this model is
of two types: two-way trade in manufactures, known as intra-industry trade;
and trade which exchanges manufactures for food and/or resources, known as
inter-industry trade. Inter-industry trade is still best explained by the
Ricardian notion of comparative advantage, while intra-industry trade is
generated by economies of scale and product differentiation. The significance
of intra-industry trade in the global economy is substantial. About 25 percent
of global trade is made up of two-way exchanges of goods within standard
industrial classifications, particularly high-tech goods like office machines,
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chemicals, and pharmaceuticals. Thus, intra-industry trade produces addi-
tional gains from international trade, over and above the gains from compara-
tive advantage. Both national economies and individual consumers benefit
from the establishment of larger markets.

Imperfectly competitive markets at the global level emerge as a result of
both market failures at the national level and the strategic trade policies of
national governments (Crook 1990: 19). The assumption of imperfect
competition provides a strong basis for understanding the most likely source
of market failure at the national level, that is, the high startup costs for
industries which rely on high-tech innovation and R&D, and which are the
main sources of intra-industry trade. Such industries typically exhibit
declining or constant marginal production costs which give rise to a declining
average production cost. In terms of strategic trade policies, it may be argued
that governments should intervene to protect high-tech industries until these
firms can compete internationally. It is also possible to argue that govern-
ments should intervene to reduce the number of firms at home in imperfectly
competitive industries in order to enable the remaining incumbents to exploit
economies of scale. It is even suggested that governments should try to
encourage collusive behavior among the remaining firms in their export
markets in order to make it more difficult for foreign firms to survive. This
cartelization strategy was used, for example, in the 1960s and early 1970s by
the Ministry for International Trade and Industry (MITI) in Japan. Of course,
in such cases there will emerge a direct interdependence between the goals of
government policy and the strategies of large corporations in their home
economy. The extreme case would be one in which the government’s indust-
rial and trade policies become a strategy of such firms. Examples of this kind
may be found with respect to the foreign sales of advanced manufactured
products, military hardware, and telecommunications, especially in the
OECD where national governments, particularly those in the UK, the USA,
France, and Japan, facilitate such sales to the greatest extent possible through
the use of incentives such as subsidies, aid, and soft loans. Through strategic
trade policies, governments as well as firms may be able to benefit from
monopoly rents in imperfectly competitive industries, while at the same time
exacerbating market failure.

Imperfectly competitive markets and free trade zones

Discussions of strategic trade policy usually apply to trade in high-technology
goods. But, of course, many of the goods exported from developing countries
to the advanced industrialized economies have been low-tech products. As
noted in Chapter 5, manufactures from free trade zones tend to be goods such
as textiles, footwear, toys, and electronics. These industries have provided the
basis of industrialization, and success in their production and export could
lead to industrialization at a higher level of technology, as the South Korean
example demonstrates. National governments may choose to support and
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promote these industries in the expectation of later success in the production
of higher-tech goods. Thus, free trade zones, while not concerned initially
with intra-industry trade in high-tech goods, are in fact good examples of non-
traditional strategic trade policies. New trade theory suggests that there are
two reasons why market imperfections would lead national governments to
establish free trade zones. The first is that the liberalization of specific areas
(zones), rather than entire economies, suggests recognition of market
imperfections, and the second is that the geographical proximity of firms in
such zones, which allows clustering and networking, may provide additional
competitive advantages.

Market imperfections are one of the reasons for liberalization in the form
of small zones. If the predictions of neoclassical trade theory were valid, there
would be no need to set up special zones. The entire economy could be
liberalized and the gains would be that much greater. One reason entire
economies are not being liberalized is that, while in neoclassical theory labor
and capital are perfectly mobile, in fact there are severe sectoral, as well as
inter- and intra-industry mobility problems for labor. In general, workers
cannot necessarily move long distances, and they cannot necessarily shift
easily from one industry to another: for example, former miners and steel
workers are not finding new jobs in high-tech industries. Therefore, the free
trade zones have been either located in places with abundant labor, as was
intended in the United Kingdom, or governments have relocated workers to
the zones, as in China. In terms of skills, it is industries which require low-skill
labor which have been encouraged to invest in the zones. Workers would
therefore be able to be highly mobile between different firms and industries.
Moreover, given existing oligopolistic global market structures, liberalizing
the whole economy will not produce the results expected in neoclassical
theory. Many governments recognize that special conditions need to be
created to correct market imperfections. For example, because of barriers to
entry in the world market, such as high setup costs, firms need to be given a
helping hand through the tax holidays and subsidized utilities found in free
trade zones.

Second, new trade theorists also argue that there is no recognition in neo-
classical trade theory that inter-industry spinoffs exist, and exist mostly when
firms are geographically close. Thus, geographical proximity, or clustering,10

may be valuable for certain types of firms, and the clustering of similar firms in
areas such as free trade zones is likely to be beneficial. The knowledge-
capital-intensive nature of modern manufacturing in the electronics industry,
for example, is such that there exist higher rates of return for interdependent
industries clustered in the same area, such as Route 128 in Boston, Silicon
Valley, and Silicon Glen. This arises from the external learning effects of
knowledge capital through which firms can benefit and learn from each other.
It is further argued that neoclassical trade theory fails to recognize that
changes in modern technology have made it advantageous for firms to be
clustered. Due to the ladder-like nature of modern manufacturing, proximity
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means that the technological transition to the next higher value-added
product can be made more easily through imitation and reverse engineering.
A final reason for clustering suggested by new trade theorists is that, in
modern manufacturing, certain inputs are nonrivalrous, for example com-
puter software or technological know-how, so firms grouped together may
more easily be able to share these kinds of input. Thus, free trade zone
policies allow national governments and firms to benefit from market
imperfections at both the national and international and/or global levels.

In conclusion, the experiences of several of the east Asian NICs, including
the Republic of Korea, led to the development of a revised theory of
comparative advantage, which Scott refers to as the dynamized comparative
cost doctrine (Scott 1990: 80–6). It is a dynamic theory rather than a static
one, as it holds that there is the possibility of change in comparative advantage
over a ten- to twenty-year period. It is argued that national governments and
firms might be able to take advantage of factor mobility and declining long-
term costs through learning curves and economies of scale to capitalize on
initial “natural” advantages such as low-cost labor, and then learn to compete
in high-tech industries. The outcome of the Ricardian view, suggesting a focus
on natural advantages, is a lower growth rate and a less-developed tech-
nological base simply because that is the natural condition (Scott 1990: 81). In
a world of rapid technological change and the possibility of declining long-
term diffusion costs, the rational choice for national governments is to invest
for the future in industries which promise a greater return. Government
intervention is able to supplement the market in allocating resources for entry
into and successful competition in higher-tech industries. Thus, countries like
Japan, the Republic of Korea, Taiwan, Singapore, and Hong Kong have been
able to leap-frog in their industrialization and move up the technological
ladder from the manufacture of low-value-added goods such as textiles, shoes,
and toys to the manufacture of high-tech items such as advanced electronics
and cars.

Scott is explicit about the strategies that governments might take to create
dynamic advantages, including protecting the home market during the initial
period of relatively high costs, providing low-cost, long-term finance to
promote capital investment, and maintaining and promoting the mobility of
resources, both capital and labor (Scott 1990: 86). All three of these strategies
are characteristic of export processing zone and special economic zone policies,
and the last two strategies are characteristic of enterprise zone policies.
Moreover, those governments implementing enterprise zone policies, such as
the United Kingdom and the USA, are also making use of the first strategy
by enacting protectionist legislation illegal under GATT and WTO trade
agreements such as VERs and the US Section 301, which are independent of
the enterprise zone policies, but which serve to protect domestic economies.
Therefore, free trade zones may be seen as part of a government strategy to
capitalize on the nature of imperfectly competitive global markets, and
imperfectly competitive global markets generate structural conditions under
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which free trade zone policies are likely to be more practical than a general
economic liberalization. These market conditions do not always operate in
the way the classical models of international trade predict, so that a reduction
in government intervention in the economy may not increase production and
trade. National governments may try to compensate for, or utilize, imper-
fections in the market by adopting policies designed to promote production
and export, such as free trade zones. So although national policies establish-
ing free trade zones are accompanied by government discourse on the
importance of the free market and of free trade, in fact the zones themselves
thrive on, and often help to exacerbate, imperfections in global markets.

This section has explored the role of imperfectly competitive markets in the
establishment of free trade zones, and has argued that the constraints inherent
in such markets are a component of the global-level regulation relating to free
trade zones. It is the characteristics of these markets that make the adoption
by national governments of forms of nontraditional strategic trade policies
like free trade zones economically beneficial. This aspect of international
regulation may be argued to occupy the structural level of the global economy,
and to provide another direction in which to expand the concept of regulation
away from domestic/national regulation, and international soft law and
regimes. First, by focusing on economic forms such as the market, the concept
of regulation is broadened to include the economic. Second, as in the case of
the structural aspect of the programs of international organizations examined
in the last section, imperfectly competitive markets establish, at the global
level, structural conditions which are seen as objective and universal. While
the neoclassical economic assumption is that these conditions include perfect
competition and free trade, in fact, competition is increasingly imperfect.
Although national governments expect to gain from imperfectly competitive
markets through the introduction of both traditional and nontraditional
strategic trade policies, the structure of the global market means that some
states will benefit far more that others from international trade. Thus, on the
basis of the relationship between imperfectly competitive markets and free
trade zones, the concept of international regulation may again be argued to
include structural components.

SECTION 3: MULTINATIONAL CORPORATIONS AND
FREE TRADE ZONES

While the existence of multinational corporations is inextricably linked with
oligopolistic markets and imperfect competition (Dunning 1988: 35), the
relationship between the multinational corporation itself and free trade zones
requires separate consideration. It may be argued that multinationals and
free trade zones have a close relationship, in which the interests of multi-
nationals help to shape the development of free trade zones. Although
multinationals are not the only firms to invest in free trade zones, as small and
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medium-sized high-tech enterprises from the domestic economy have been
encouraged to invest in some zones, the multinational has been crucial to the
spread of the free trade zone in all of its forms. Moreover, in the contem-
porary global political economy, an increasingly larger share of global output
and investment is the result of the activities of multinationals. If this is the
case, it follows that the aggregate decisions of multinationals concerning
choice of location or other forms of investment have made issues such as
economic growth and changes in regional employment more dependent on
the strategies of corporations than they are on the macroeconomic policies of
national governments. Therefore, multinational firms increasingly appear as
causal factors in the structure of the global political economy. Thus, the
growth of multinational corporations provides a further economic element in
the extended concept of international regulation.

The definition of the multinational corporation is a subject of much debate.
The traditional definition of a multinational conceives of this type of firm as
one which owns production facilities financed by foreign direct investment
outside of its country of nationality. However, as both Dunning and Cowling
and Sugden point out, this definition fails to take into account the now wide-
ranging methods which firms can employ to finance investment and control
production in foreign countries. Dunning (1988: 1) bases his definition on the
existence of contractual and cooperative agreements which provide control
over foreign production through the provision of intermediate products from
another country, as well as strategic alliances between firms in which there is
cross-border specialization of activities. He argues that multinationals are
increasingly engaging in a network of cross-border strategic alliances, the
purpose of which is to enhance the global strategic competitiveness of the
firms involved (Dunning 1993). The world’s leading multinationals are
operating through a web of both formal and informal coalitions, further
fostering oligopolistic global industries with the major producers at the center
(Dunning 1993: 190–1). These firms rely on the cross-border organization of
production with components sourced globally, global assembly, and output
sold globally (Dunning 1993: 316). These alliances tend to be concentrated in
high-tech industries, but they are also used by some of the types of lower-tech
firms, especially electronics, found in free trade zones. Cowling and Sugden
focus more explicitly on the decision-making process and argue that “a
transnational is the means of coordinating production from one centre of
strategic decision-making when this coordination takes a firm across national
boundaries” (Cowling and Sugden 1987: 12). The coordination may involve
production in subsidiaries, but may equally well involve production sub-
contracted out to independent firms. In summary, the more recent theories of
the global firm rely on the concept of control over production, whether through
foreign direct investment or through cooperation: for example, alliances or
subcontracting, as the defining characteristic of the multinational firm.

Both methods of global control, foreign direct investment and cooperation,
are significant for the development of free trade zones. In many cases, the
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zones may be specifically designed to attract foreign direct investment. In
other cases, however, the zones may benefit from the growth in international
cooperation, such as subcontracting, as for example when exports from
nominally domestic firms in places like the Philippines are used by larger
producers such as South Korean firms to evade the Multi-Fibre Agreement,
or when the maquiladora plants on the Mexican border (Sklair 1989) benefit
from the subcontracting by US firms of anything from intermediate auto parts
to office work. This section will develop an explanation of the ways in which
multinationals encourage the development of free trade zones by examining,
first, the reasons foreign direct investment is undertaken by firms and, second,
the location theory of the firm which helps explain at a theoretical level the
reasons why multinationals might choose to invest in free trade zones, thus
encouraging the adoption of free trade zone policies by national governments
and therefore demonstrating that the extended concept of international
regulation must include an economic component.

There are a number of reasons why firms may choose to extend their
economic activities across national boundaries (Cantwell 1994: 304), thus in
some cases generating demand for free trade zones. Although neoclassical
theory assumes that the various types of transnational activity are alterna-
tives, i.e. to trade or to undertake foreign direct investment, in fact, firms may
use these strategies concurrently (Emadi-Coffin and Emadi-Moghadam
1994). First, firms may choose to increase market shares by exporting goods to
a foreign market. Second, firms may wish to invest in a foreign market without
control over production to benefit from interest rate differentials. In this case,
the firm would choose portfolio investment. Firms may also choose to invest
directly in the foreign economy to benefit from the continuation of control
over productive assets. Transaction cost theory (Williamson 1971) suggests
that firms may find that exchanges within the firm are more efficient because
they can be done more cheaply, with, for example, fewer delays, and that
ownership or control of foreign assets may increase market power. To
maintain consistency with the definition of the multinational corporation
given above, however, it should be noted that the growth of global production
does not necessarily mean the growth of foreign direct investment, since
affiliates often borrow locally; this is an important strategy in free trade zone
investment. Moreover, control over production can be maintained in ways
other then foreign direct investment, such as subcontracting. Also important
in understanding the decision to undertake foreign direct investment or
otherwise maintain control over foreign production is the point that the
globalization of production involves more than just the transfer of financial
capital. The transfer of human capital is also involved: for example, technol-
ogy, management skills, organizational skills, and marketing skills (Dunning
1988: 15), and firms may require these resources in overseas affiliates.

Various analyses, including industrial organization theory, financial
analyses, and the microeconomic theory of the firm, can be drawn together
to explain the reasons for the firm’s choice to undertake foreign direct
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investment (Dunning 1988: 16–17). Industrial organization theory of the
1950s and 1960s was formalized into a theory of foreign direct investment by
Hymer (1976), who argues that firms undertaking foreign direct investment
operate in an imperfect market environment where it is necessary to acquire
and sustain, through ownership of foreign subsidiaries, advantages in relation
to domestic firms. The industrial organization approach suggests that owner-
ship provides advantages through the diffusion of superior technology and
innovative capacity in industry, and through product differentiation in
consumer durables. Krugman and Obstfeld claim that intra-firm technology
diffusion is beneficial because, first, human capital cannot be sold as it is
inherent in the workers themselves; second, buyers do not know what it is
worth; and, third, there is the difficulty of establishing property rights in
knowledge, especially the problem of stopping imitation (1991: 167).

Financial analyses of the firm show that firms benefit in monetary terms
from ownership of foreign subsidiaries. It allows them to overcome imper-
fections in foreign exchange markets by internalizing international sales and
in capital markets through internal capital flows. Finally, microeconomic
theories of the firm suggest that market failure in intermediate product
markets and the need for firms to exploit economies of interdependent
activities cause them to replace cross-border activities such as trading
agreements with internalized markets. The advantages of internalization for
vertical integration include the elimination of monopoly pricing by suppliers,
the ability to coordinate supply and demand, and the elimination of price
fluctuations (Krugman and Obstfeld 1991: 167). Dunning notes that the
internalization of markets can also be a market-dominating strategy for the
firm. While it may help to compensate for natural market failures, internal-
ization can at the same time be a strategy for the oligopolist, allowing a firm to
dominate its market (1988: 22). Thus, firms may choose foreign direct
investment or other forms of control over foreign production as an alternative
to, or as well as, other methods of transnational activities such as exporting,
portfolio investment, or licensing agreements. Firms which become multi-
nationals through foreign direct investment do so because it gives them
competitive advantages through control over technology, financial stability,
and control over markets and supplies. To begin to understand where firms
locate their foreign affiliates after they have made the decision to become
multinationals, and why firms would use free trade zones, it is necessary to
examine the determinants of the location of production.

Firms which intend to globalize production have a number of different
criteria upon which they base the choice of location of foreign subsidiaries. It
is location theory which attempts to provide an explanation of where firms
decide to undertake foreign direct investment or develop affiliates. An initial
constraint is set on location choice by the type of production which the firm
intends to undertake, as, for example, petroleum extraction can only occur in
locations with oil reserves. Cantwell defines three types of international
production: resource-based or export-platform, import-substituting, and
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rationalized or internationally integrated (1994: 305). These three types
correspond to an evolution in international production which began in the
nineteenth century, and to some extent, choice of location has been dictated
by type of production. Cantwell argues that, from the late 1800s until World
War II, international production was a largely resource-based activity which
took place in the colonies, suggesting investment from Europe to South
America, Africa, and Asia. From 1945 until the late 1960s, international
production was mainly import-substituting, with multinational investment
in manufacturing taking place in other industrialized countries, particularly
US firms investing in western Europe. By the late 1960s, the international
integration of multinational activity had become more common. Firms
became interested in vertical integration rather than simply having affiliates
which copied the parent firm in serving local markets. Of course, the existence
of these types of firms is not mutually exclusive, and, in the contemporary
global political economy, examples of each type can be found, such as
resource-based multinationals in the oil industry, import-substituting firms in
the auto industry where Japanese transplants help to evade VERs, and
internationally integrated production in the electronics industry in which a
number of plants in various parts of the world may make components before
they are assembled in yet another country. Some firms, of course, may be
involved in two or three types of activities simultaneously.

Location theory further argues that location-specific advantages constitute
the determinants of the geographical distribution of international production.
As noted above, location-specific advantages may well be different for each
type of international production. Location choices of subsidiaries in natural-
resource-based industries are determined by the availability and real cost of
natural resources which can only be used by enterprises in the locations in
which they are sited (Dunning 1988: 34). The concept of resources, however,
may also be said to include the quality of infrastructural resources such as
telecommunications or railways, which are only available in situ, and may be
attractive to non-natural-resource-based industries. Some of these infra-
structural resources are used to help attract firms to free trade zones. For
investment aimed at import substitution and oriented to the local market, the
major incentive is the size of the market (Cantwell 1994: 321). Service
industries like MacDonald’s, food processors like Coca-Cola, and car manu-
facturers are all showing interest in the liberalizing economies of Russia and
China. For firms involved in globally integrated production, Cantwell argues
that the greatest investment incentives are effective local infrastructure and
production capabilities complementary to the competitive strengths of the
firm (1994: 321). On the whole, therefore, multinationals in high-tech indust-
ries tend to invest in high-wage, high-productivity economies with modern
infrastructures, good telecommunications services, and skilled workers.

There is, however, the sector of manufacturing producing certain light
consumer goods such as textiles, toys, footwear, and electronics which is able
to rely intensively on unskilled labor due to the extreme specialization of the
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production process in which each step of the process is made as simple as
possible. These firms require locations with the advantages of low labor costs,
but low wages are not in themselves attractive to production which uses
unskilled labor. If this were the case, the poorest countries or poorest regions
would be filled with such industries. What is attractive is low wages in
combination with other factors such as a low ratio of wages to productivity
(Cantwell 1994: 322), and incentives to production offered by a host govern-
ment that constitute nontransferable benefits such as tax holidays, subsidies,
and training grants (Dunning 1988: 30, 34), in short, a free trade zone. Von
Hagen and Hammond (1994) focus on the location choices of footloose
industries of the type which often occupy free trade zones. They define
footloose industries as those having neither inputs nor outputs tied to
geographically fixed resources and which can be transported at relatively low
cost, such as automobile parts, electronics, and tools and machinery (1994: 1).
They argue that an important class of factors in the location choices of
footloose industries are localization economies, which exist when firms of
the same industry can reduce average cost by clustering together (1994: 2).
With the existence of localization economies, certain types of firms may
make their choice of location dependent on whether or not similar firms are
already nearby.

Von Hagen and Hammond suggest that there are three reasons why firms
would choose to concentrate geographically (1994: 2–3). First, firms may
derive advantages from labor pooling. A common pool of labor allows firms to
pay a lower average wage, and an expanding firm can, if necessary, hire
workers with appropriate skills from firms with slack demand. Second, firms
may be able to share industry-specific nontraded assets such as, for low-wage
industries, ports and airports. Third, firms may gain from knowledge spill-
overs between firms and workers in the same industry. While all three factors
may be of importance in leading firms to locate in free trade zones, von Hagen
and Hammond find through empirical research that labor pooling is the
strongest determinant of firm location choice in expanding labor markets
(1994: 22) such as free trade zones. In addition, Krugman (1991) in his work
on geographical clustering, concludes that not only do high-tech firms benefit
from clustering, but that firms in some low-tech sectors which favor free trade
zone locations, such as textiles, gain from clustering as well. Thus, firms which
seek low-wage workers with specific skills will stand to gain from investment
in free trade zones.

It is largely through their choices of location for affiliates that multinational
firms create conditions that lead to the establishment of free trade zones by
national governments. Once the decision is made to undertake foreign direct
investment, firms seek locations with modern infrastructural facilities and, in
many cases, pools of relatively low-skilled and highly productive labor
relatively unprotected by welfare measures. Thus, firms interested in foreign
direct investment make explicit or implicit demands on national governments
to provide these locational qualifications. In fact, formal or informal pressure
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from multinationals can lead to strong competition among governments to
attract foreign direct investment. Hence, on these issues multinationals
increasingly find themselves in a position of power in terms of relations with
national governments, and the globalization of production creates explicit
demands from corporations directed at national governments.

In the post-Cold-War world, as trade at the global level becomes freer, the
power of multinational corporations is increasing in significance. This is due
to the increase in the adoption of market economies and privatization
policies, the increase in the globalization of product markets, the trend
towards export-led growth in a larger number of economies, and the increase
in the number of free trade zones, all of which increase the demand for
investment globally. The international demand for capital is increasing
largely because, in many of the emerging economies, domestic savings are not
sufficient to meet the demand for investment capital, and therefore capital
needs to be imported. The overall effect of this is that a growing number of
economies are competing for foreign investment (Hirsch 1994), making
capital more scarce in real terms. This suggests that multinationals and those
who are in control of both investment decisions and movements of capital will
be in an increasingly superior position not only in relation to national
governments but also relative to the positions of international economic
organizations such as the IMF, the IBRD, the OECD, the UN, and the
EBRD. It is at the international and/or global level that implicit constraints
derived from the strategies of multinational corporations may be found.

In conclusion, the globalization of production and the development of
cross-border alliances increases the pressure on national governments and
international organizations for the extension of the free trade zone concept,
and encourages the ideologically based assumption that increased levels of
trade correlate with increased competition and economic development. Thus,
multinational corporations also contribute to the international regulations
structuring the establishment of free trade zones, and the pressures exerted by
enterprises represent yet another economic element in the regulations
relating to the zones. This economic regulation has both explicit and implicit
aspects. Firms may make explicit demands on national governments or
international organizations through lobbying. Firms may also be members
of international organizations such as WEPZA, or may be involved in
negotiations in, for example, the tripartite structure of the ILO, or may have
consultative status as they do with UNIDO. Firms may also place implicit
demands on national governments or international organizations through the
threat of the redeployment of footloose industries from one site to another
one more amenable. Moreover, the choices of location made by firms
generate a further structural aspect of international regulation. The
unintended consequence of the choices of all firms is a global political
economy in which competition for investment is a given, and with this
competition the reduction in protection for the welfare of workers and for the
environment becomes a policy that governments regard as necessary and
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inevitable. The construction of free trade zones may also be seen as
ideological in the sense that the discourse of competition, development, and
free trade obscures the sweat-shop-like conditions for workers and the
degradation of the environment.

This chapter has examined regulation at the international level which has
structured the development of free trade zones. The aspects discussed serve
to expand the concept of international regulation beyond its classical form.
Section 1 has considered the guidelines and recommendations concerning the
establishment of free trade zones which have been developed by international
organizations. The soft-law instruments of such organizations, as well as the
norms the organizations promote, expand the concept of international
regulation beyond conventional international law. Section 2 has analyzed
the structure of global markets, and has argued that imperfectly competitive
markets create conditions which encourage national governments to use
non-traditional strategic trade policies such as free trade zones. Again, the
classical definition of international law is challenged by the inclusion of
structural economic elements. Section 3 has discussed the contributions
which multinational corporations make to the development of free trade
zones by examining the pressures which firms can place on national
governments and international organizations to provide suitable incentives
for investment. Further, the unintended consequences of the policies of
international organizations and the strategies of multinational corporations
suggest a process of the legitimation of the neoclassical approach to the
management of the global political economy. By focusing on the discourse of
deregulation and free trade, free trade zone policies obscure international
inequalities and deteriorating labor and environmental standards. Thus, the
consideration of these aspects of international regulation relating to free
trade zones has significantly expanded the traditional definition and has
demonstrated the need for the inclusion of a structural element in the concept
of regulation.

This chapter has highlighted the relations between states, international
organizations, markets, and firms in the governance of the global political
economy. While traditionally the international organization has been
assumed to be the instrument of governance at the global level, recent
theories of international political economy have focused on triadic relations
between states, firms, and markets. Thus, Stopford and Strange (1991)
emphasize the triangular relations between states and firms, and Dunning
(1993) stresses the triarchy of the state, the firm, and the market. However,
neither emphasizes the mediating role of regional and global international
organizations in the development of mechanisms of global governance. This
chapter has demonstrated that, in the case of the establishment of free trade
zones around the world, international regulation is constituted from relations
between states, international organizations, firms, and the structure of global
markets. Thus, international regulation has elements of the juridical, the
political, and the economic at both the national and international and/or
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global levels. It also has explicit and implicit aspects, as well as elements of
structural constraint. It has been argued that, in the absence of a formal global
government, regulation at the global level cannot be defined in the same strict
terms that legal positivists use with regard to domestic law. Moreover, as even
legal theorists themselves suggest, that which constitutes international law is
increasingly seen to be expanding beyond the boundaries of strict inter-
national law, that is, treaties and interstate custom (de la Vega 1988). Thus,
the increasing complexity of global political and economic relations requires a
new understanding of global governance.



7 Conclusion
Deregulation and global governance

So far it has been argued that both traditional and contemporary theories of
international organization are unable adequately to theorize the dynamics of
global governance. This is because these theories analytically separate issue
areas, such as the political and the economic. They also ignore the increasing
indistinction between the domestic and the international; and they do not
explain the relations between the public and the private in global governance.
Finally, they fail to provide an adequate structural analysis of global gover-
nance. These theories, especially neorealism, neoliberalism, dependency
theory, the capital logic school, and neoclassical trade theory underestimate
the complexity of contemporary forms of international organization. The
neorealist claim is that the international is essentially unorganized, that it is
an anarchic system of interstate relations in which cooperation is determined
by the presence of a hegemon. The neoliberals argue that the contemporary
system is governed by overlapping regimes, which consist of rules and norms
established by state practice and by formal international organizations.
Dependency theorists have based their understanding of international organ-
ization on the principle of interstate inequality determined by asymmetries in
terms of trade between core and periphery states. The capital logic approach
suggests that the internationalization of capital generates pressures for the
development of international institutions to coordinate functions required
for the operation of transnational corporations. Finally, neoclassical trade
theorists argue that the global economy is organized by market forces under
conditions of free trade and perfect competition.

The failure to integrate analytically the political and the economic leads to
a lack of historicity and an inability to account for the relations of conflict and
of cooperation between the national state and multinational corporations in
the international system, in particular their role in the global process of
deregulation, including the establishment of free trade zones in different
national territories. An understanding of international organization which
takes into account the historical relations, and underlying convergence at the
global level, of the political and the economic will be better able to theorize
the relationship between the national state and the multinational corporation,
and therefore better able to theorize contemporary forms of international
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organization in the light of the fragmentation of the national state and the
globalization of the firm. Outcomes in the global political economy cannot be
understood by assuming that the interests of national states and multinational
corporations are either entirely separated and conflictual, or entirely integrated
and cooperative, for both types of relationship are regularly demonstrated.

That relations between national governments and firms can be simul-
taneously rivalrous and collusive further suggests that global power relations
are changing in the post-Cold-War era as shifts occur in the relation between
public and private competencies. Control over some issues, such as employ-
ment and welfare policies, may be shifting away from national governments,
and their control over other issues such as macroeconomic and industrial
policies may be becoming more important. The globalization of multinational
corporations implies that governance at the global level is no longer, if it ever
was, undertaken solely by interstate relations and political institutions.
Dunning’s conception of a triarchy of mechanisms organizing the global
political economy, the national state, the firm, and the market (1993: 316),
developed with reference to the neo-Gramscian conception of hegemony, in
which the contemporary international order is maintained through consent
and the universalized appearance of ideas and institutions, such as free trade
zones, provides the basis for a reconstructed understanding of international
organization. This also implies that it is inappropriate to conceptualize
regulation and deregulation as categorically different processes, or as opposi-
tional, or as being identified strictly with the public sector (as is generally the
case with regulation) on the one hand, or with the private sector (as is
generally the case with deregulation) on the other. Instead, it is argued that
regulation and deregulation are constitutive and simultaneous dimensions of
the structure of the global political economy, although it is important to note
that the relationship between them can vary, and has historically varied,
enormously.

The recognition that regulation and deregulation are dimensions of both
national economies and the global political economy means that the traditional
separation between the national and the international must be re-theorized.
Gourevitch, Rosenau, and the game-theoretic foreign policy literature
suggest as a starting point that policy analysis must have a transboundary
component. This provides recognition of the reciprocal relationship between
the national and the international in the global political economy. It is neces-
sary, however, to go beyond behaviorist interpretations in order to recon-
struct a theory of international organization which reflects the reciprocal
causal relationship between the levels of the national and the international
with respect to global governance. It is the examination of free trade zones as
particular outcomes in the global political economy which both requires and
makes possible the development of a new understanding of international
organization. It is argued here that the establishment of free trade zones
requires not only the appropriate policies at the national level, but regulation
at the international level as well.
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Much of the international regulation relating to free trade zones takes the
form of international economic soft law, that is, the guidelines and recom-
mendations of international organizations for the harmonization of national
free trade zone policies. However, other elements of regulation at the
international and/or global level which in part condition the establishment of
free trade zones may be outside the definition of international soft law, such
as implicit practice and structural constraints. In order to move beyond the
concept of international regulation as international soft law or international
regimes, a critical theoretical approach is adopted, which draws on the work
of Horkheimer, Habermas, and Cox, who argue for the development of
epistemological and methodological alternatives to positivism. This critical
approach to the concept of international organization incorporates both a
structural analysis and an explicitly normative content to explanation, which
will facilitate the redefinition of international regulation.

The definition of international regulation has been reconstructed
theoretically by examining, first, the classical theory of international law, and
the modifications to the concept of international law made by the concept of
international soft law. The theoretical reconstruction then drew on a variety
of Marxist theories of law, including the Gramscian concept of hegemony, to
develop a structural component of the concept of law, and to move the defi-
nition of law outside the category of the strictly juridical into the categories of
the political and the economic. This definition of international regulation was
then further developed in the concrete context of the rapid and widespread
establishment of free trade zones as small-scale deregulated areas in a variety
of countries around the world in the 1970s, 80s, and 90s. It has been argued
that both the diffusion of the free trade zone concept and the establishment of
particular free trade zones require extensive regulation at both the national
and international and/or global levels.

The method of abstraction has been used to examine the elements which
constitute the regulation conditioning the establishment of free trade zones.
The policies of national governments, focusing on the Republic of Korea, the
United Kingdom, and the People’s Republic of China; the soft-law instru-
ments and ideological functions of international organizations; the structure
of global markets, and the interests of multinational corporations have each
been examined in detail to assess their contributions to the development
of the free trade zone concept and to the regulation structuring the estab-
lishment of such zones. What remains is the project of reintegrating the
abstracted components back into a coherent concrete whole, that is, the set of
explicit and implicit, intentional and structural, regulations concerning free
trade zones.

On the basis of the arguments made in Chapter 5 about the national-level
regulations establishing export processing zones, enterprise zones, and
special economic zones, the process of the redefinition of the concept of
international regulation in relation to free trade zones can begin. This
requires that the concept of international regulation be broadened to include
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elements of national regulation, and brought into its real constitutive
relationship with deregulation policy. If the traditional distinction between
the domestic and the international can no longer be said to hold, then
elements of international regulation may be part of national regulation, for
example, European Union law and the European Convention on Human
Rights incorporated into domestic law, and elements of national regulation
may be included as elements in international regulation, for example,
German monetary policy influencing the operation of the Exchange Rate
Mechanism (ERM). Chapter 2 has examined various theoretical explanations
of the relations between the domestic and the international, and has
concluded that, while the domestic and the international may be abstracted
for analytical purposes, the theoretical and practical interrelations between
the two, that is, political and economic relations as a whole, must be the
starting point for explanations of outcomes in the global political economy.
Thus, formally national-level policies designating export processing zones,
enterprise zones and special economic zones have had an international
impact and an international content from the start. In the cases of both the
Republic of Korea and the United Kingdom, national economic policies in the
form of export processing zones and enterprise zones have been universalized
as policy options enhancing national economic development. The South
Korean export processing zones, particularly Masan, have been widely
acclaimed as models for other developing countries. The “Korean experi-
ence” has been held up by development agencies as a viable policy option for
other export-led industrialization. The British experience with deregulation
and privatization has also been adopted internationally as a model for policy
in other countries, hence the “Thatcher-style” privatizations in central
Europe and the economic shock treatment by the Polish and Czech govern-
ments during the transition. China has had available both of these models
during the development of its special economic zones. Thus, international
regulation establishing free trade zones may be argued to contain an element
of formal juridical regulation originating at the national level.

The arguments made in Chapter 6 about the international and/or global
aspects of the establishment of free trade zones suggest ways in which the
process of the redefinition of the concept of international regulation may
continue. It has been asserted that international organizations, global product
and capital markets, and the multinational corporation each contribute to the
regulations at both the domestic and international levels concerning free
trade zones. International organizations play two roles in this process. First, a
wide variety of international organizations are concerned with promoting free
trade zones as a solution to problems of underdevelopment. In order to
achieve this goal, such organizations set out soft-law guidelines and recom-
mendations for the establishment and operation of free trade zones. Second,
in promoting the objective and universal form of the free trade zone as the
solution to problems of development, international organizations uninten-
tionally enhance the structural and ideological aspects of free trade zones.



158 Conclusion: deregulation and global governance

The promise of economic development through the free trade zone mechan-
ism obscures the relations of inequality in the global political economy in the
development process itself and in the new international division of labor.
Thus, international organizations produce both explicit quasi-juridical regu-
lations and structural constraints which inform the establishment of free trade
zones. Here, the construction of a discourse of deregulation as an impartial,
technical, and hence apolitical, solution to problems of development is
accomplished within a hegemonic form.

The structure of global markets further conditions the establishment of
free trade zones. Although it is frequently assumed that trade liberalization is
taking place in perfectly competitive markets, new trade theory highlights the
imperfectly competitive nature of many international markets, especially in
those products commonly produced in free trade zones. Oligopolistic
competition in international markets means that substantial barriers to entry
to the market may exist, and that national governments and international
organizations may choose to regulate these markets in order to improve
competition. Free trade zone policies are often the result of nontraditional
strategic export promotion on the part of national governments and inter-
national organizations designed to enhance national competitiveness in
industries such as textiles and electronics. Moreover, oligopolistic industries
often benefit from the geographical clustering found in free trade zones, and
the requirements of firms in these markets encourage the establishment of
these zones. Thus, the oligopolistic nature of imperfectly competitive global
markets provides an economic element in the set of structural constraints that
condition in part the development of free trade zones.

Multinational corporations also contribute to the international and/or
global regulations structuring the establishment of free trade zones. Once
firms have made the decision to undertake foreign direct investment, their
choice of location depends on the nature of the firm, as well as on the
characteristics found in the host economy. In general, firms prefer modern
infrastructural facilities and a productive labor force. In many cases, national
governments respond through policy changes to the explicit demands of
lobbyists or the implicit demands of the threat of redeployment. It is as a
result of the increasing shortages in global capital markets that governments
which wish to play a role in facilitating economic development and growth are
now more likely to respond to the interests of firms. Thus, multinational
corporations represent yet another economic element, with both explicit and
implicit aspects, of the international and national regulations pertaining to
the establishment of free trade zones.

Thus, from this examination has emerged a reconstituted concept of inter-
national regulation which contains explicit and implicit binding and non-
binding elements and implicit structural aspects. The policies of deregulation
implemented by national governments, the soft-law instruments of inter-
national organizations, the oligopolistic structure of global markets, and the
locational choices of multinational corporations reinforce each other in
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creating a system of regulation at the level of the international and/or global
which has helped shape the establishment of free trade zones. Moreover, free
trade zones themselves have achieved a status as objective and universal
solutions to problems of sluggish economic growth, thus developing as
ideological forms which obscure the international inequalities in global
development and the new international division of labor. Thus, the zones
themselves become an element of the structural constraint found at the
international/global level.

A comparison of the export processing zones in the Republic of Korea, the
enterprise zones in the United Kingdom, and the special economic zones in
the People’s Republic of China allows an examination of the roles of national
policies, international regulations, and global markets. On the one hand, the
three examples chosen have many features in common. Export processing
zones, enterprise zones, and special economic zones are similar in terms of
manufactured goods produced; employment structures; investment incen-
tives, particularly tax holidays; administrative procedures, especially the one-
stop shop; and expectations of policy outcomes. National governments
assume that the zones will generate industrial development through the
deregulation of a bounded territorial space. Thus, the zones are perceived to
be partial solutions to slow national economic growth.

On the other hand, the three examples also have a number of dissimi-
larities, particularly in terms of their presumed success. The Masan free
export zone has been argued to have been highly successful, providing a net
benefit to the economy of the Republic of Korea, particularly in terms of labor
market gains and foreign exchange earnings. It may also have helped the
South Korean government prove to foreign investors that conditions in the
Republic of Korea in the 1970s were favorable for foreign direct investment.
While the technology transfer effects of the zone were minimal, foreign direct
investment in the South Korean economy as a whole, as well as its national
industrial policies, have helped the Republic of Korea make the transition
from one of the poorest developing countries to one of the leading Asian
economies. When no longer required as showcases, the zones were opened to
local investors and have since been complemented by the establishment of
eight industrial parks.

The enterprise zone policy in the United Kingdom, however, has been
perceived to have been largely unsuccessful. While the Final Evaluation is
interesting in that it reveals that some zones have been useful in establishing
viable property markets in tightly defined areas, the zones most likely to have
been successful were those on the periphery of large urban cores, rather than
those in the seriously deprived inner cities or rural areas. The successful zones
had locations which were most likely to have attracted investment in any case,
having more modern infrastructures already in place. Both individual and
institutional property investors have been unwilling to risk funds on areas
which require substantial environmental upgrading before viable firms could
be established. Moreover, the industrial structure of the British zones failed
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to match the intended composition. The zones were supposed to provide
bases for small and medium-sized manufacturing enterprises, but the period
1985–90 saw a 25 percent increase in the number of service sector firms in the
zones. While jobs were being provided, they were not manufacturing jobs, and
while firms did provide on-the-job training, there was little of the expected
technology transfer. At the end of the designation period, the zones were
returned to the regional economy, and the enterprise zone policy was largely
abandoned.

The special economic zone policy in the People’s Republic of China has
been described as a mixed success. The zones have contributed substantially
to infrastructural development and economic growth in the southeastern
coastal areas of China. The zones also allowed inward foreign direct invest-
ment for the first time in thirty years, and served as demonstration vehicles
for the development of a socialist market economy that was to provide China
with the ability to re-absorb Hong Kong and Macao in the late 1990s. The
geographical focus of the Open Policy on the southeastern coast, however, has
caused problems in terms of geographical imbalance, with the interior and
western regions of China remaining relatively underdeveloped while the
liberalized areas have boomed. Moreover, the special economic zones did not
entirely meet the expectations of their promoters in terms of exports,
technology diffusion, and foreign direct investment in manufacturing. Not
only have export levels from the zones been lower than anticipated, but the
reduction in import duties within the zones has allowed the import of
substantial quantities of foreign goods through the zones for re-sale into the
interior. Technology diffusion has been limited, with most foreign direct
investment in manufacturing focusing on labor-intensive light industry. It
appears that the share of foreign direct investment in the zones is approxi-
mately 10 percent of total investment, which is lower than similar figures for
other transitional economies.

This comparison of the level of success of the export processing zones in the
Republic of Korea, the enterprise zones in the United Kingdom, and special
economic zones in China has an important implication for the view of inter-
national regulation developing here, which is that international regulation, in
the broad sense, is not the sole determinant of free trade zone development. It
is not the case that the implementation of free trade zone policies alone by a
national government is likely to lead to a replication of the Korean experience
for that economy. International regulation cannot serve as the sole determi-
nant of policy outcomes because the free trade zone form integrated into
international regulation has been abstracted from the historically-specific
factors which also condition zone development. While the success of the
Masan free export zone has been one of the factors responsible for the estab-
lishment of the free trade zone form itself as a universalized and necessary
policy instrument in economic development, the specific conditions which
made the success of Masan, and export-led industrialization in the Republic
of Korea in general, possible have been disengaged from the universalized
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policy. Y. Park argues that “large inflows of foreign grants and loans, relative
political stability, a highly educated labor force, weak labor movement, close
ties with Japan, the Confucian cultural heritage, land reform . . . [and] the
outward-looking development strategy” have all contributed to economic
development in the Republic of Korea (1981: 115). In addition to the factors
listed by Park, Masan’s success occurred in the context of the rapidly growing
global economy in the 1960s, while shifts in the global political economy in the
1970s meant that the dominant base of capital accumulation in the advanced
industrial economies became located in the services, international banking,
and high-tech production, while production of low-tech consumer goods was
largely redeployed to developing economies.

These factors have not found a place in the international regulation which
establishes and reproduces the free trade zone form. Although it is argued
that the free trade zone may bring benefits to any economy, the specificities of
the South Korean experience may mean that its relevance to other countries is
limited. Thus, the universal and objective construction of free trade zones
obscures the national and historical aspects of economic development, and, at
the same time, obscures the mobilization of bias within the global political
economy as a whole. In this case, the attempt to reproduce the Korean miracle
in the UK economy would not have succeeded even if the enterprise zones had
been as thoroughly deregulated as P. Hall had envisaged. The UK lacked the
regimented work force, the cultural values, and the industrial policies of the
Republic of Korea. Moreover, the enterprise zone experiment took place at a
time in which growth in the global economy had slowed, capital for investment
was scarce in global markets, and the shift to the service sector in the
industrialized economies had already been made. Similarly, the attempt to
reproduce the Korean experience in China was only partially successful.
While the Republic of Korea and China share certain cultural values, the
Chinese labor force in the 1980s lacked the discipline set by a labor market as
well as the human capital and skills of the South Korean work force in the
1970s. In addition, the industrial policies of the central government in Beijing
lacked the focus and consistency required for rapid upward movement on the
value-added ladder. In the case of both the UK and China, these national and
historical factors were so significant that the reproduction of the universalized
free trade zone form was not able to replicate the Korean miracle. It was,
however, able to replicate the dominance of the discourse of deregulation and
privatization, and the process of governance, within the structure of the global
political economy, although this was not an intentional aspect of the free trade
zone policies in either the UK or China.

As the British experience also became incorporated into international
regulation relating to the establishment of free trade zones, many of the
historical and contingent specificities of the enterprise zone policy were also
detached. That the enterprise zones provided property market regener-
ation and jobs in only tightly defined areas with a reasonable preexisting
infrastructure, and that enterprise zone policies were accompanied by the
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de-industrialization of the British economy are factors not taken into account
in the spread of the enterprise zone idea in the advanced industrialized
economies. As the Chinese experience has also merged into international
regulation, certain specificities of the special economic zone policy have
become detached. That the special economic zones provided only localized
development and have been retail and commercially led rather than driven by
manufacture for exports, and that the central-planning mentality has not been
entirely forgotten by zone administrators (Wall 1991) have not been
considered in the spread of the free trade zone idea to other emergent
economies such as the Islamic Republic of Iran.

On the basis of the comparison of the three experiences, the relative roles
of market pressures, international regulation, and national and historical
specificities may be assessed. It may be argued, first, that globalized markets
are one of the preconditions for the establishment of free trade zones in that
foreign direct investment, off-shore production, and export-led industrial-
ization could not take place without globalized product and capital markets.
At the same time, the establishment of free trade zones simultaneously repro-
duces global markets, as well as other practices. The implication of this is that
it is conceptually mistaken to see global markets and free trade zones in terms
of a simple relationship of linear causality. Instead, they exist in a relationship
of reciprocal causality, with the development of one dependent upon the
development of the other. Second, formal and informal international regula-
tion, including the structural constraints provided by oligopolistic global
markets, universalizes the free trade zone concept and promotes the establish-
ment of free trade zones as a necessary policy, but one with an obscured
ideological content. Third, national and historical specificities in part also
determine the success or failure of the free trade zone policies, and may mean
that policies which are successful in one economy may not be transferable to
others. Therefore, international and/or global level regulation, including the
structure of global markets, promotes the establishment of free trade zones,
but their success is also dependent on national and historical specificities.

The reconstructed definition of international regulation, developed here
both theoretically and in relation to the contemporary global political
economy, has important implications for the concept of international
organization. The analysis of free trade zones has revealed that international
organization is an essential element in maintaining and reproducing the
discourse of these zones. It has been the examination of particular outcomes
in the global political economy which has therefore both required and made
possible the development of a new understanding of international organiza-
tion. In this case, the establishment of free trade zones has been taken as the
basis for a reconstruction of a theory of international organization. This
analysis has explored the extent to which there is a system of international
regulation composed of elements of the economic, the political, and the
juridical which has helped to shape the virtually worldwide establishment of
free trade zones.
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It is now necessary to assess the implications of the existence of such a body
of international regulation for theories of international organization.
International regulation may be thought of as forming an indirect link
between international organization and the empirical forms of the political,
the economic, and the juridical. Thus, international organization has devel-
oped from political forms of social relations, such as the national state and
international organizations, economic forms, such as the multinational
corporation and global markets, and juridical forms, such as domestic law and
international hard and soft law, as a synthesis of the three. International
organization has developed, not as a collection of empirically discrete inter-
national actors, but rather as a generic structure which exists as a problematic
about the way in which the world as a whole is ordered.

The analysis has suggested that it is necessary to introduce a more adequate
conception of international organization to the discipline of international
relations. It has been argued that the international/global is highly organized,
despite assumptions to the contrary of anarchy or the free market. Moreover,
international regulation, such as that examined here, constitutes, in part, a
form of international organization which may constrain agents, such as states,
corporations, groups and individuals, in the global political economy, in that
the choices which actors make are generally rule-governed. “Some of these
rules are formal and institutionalised, some are informal and remain
embedded in social practices, but together, they constitute norms which set
out the conditions for expected behavior” (Maclean 1991: 14).1 The concept
of hegemony helps to sustain the argument that constraints may exist without
a formal international state. Patterns of contemporary global hegemony are a
function of the transformation of both the national state, the multinational
enterprise, and international organizations, and provide a way of under-
standing how regulation can function in the international system without a
formal international state.

As discussed in Chapters 2 and 3, the concept of hegemony may help to
bridge the gap between the categories of the political, the economic, and the
juridical. However, its usage in recent international relations theorizing tends
to fall into two categories. The first is a statist view of hegemony, used by neo-
realists (Gilpin 1987) and also found in the earlier analyses of Cox (1981;
1983). The common alternative to Cox’s conceptualization of hegemony as
the extension of British or American national power in a particular period is
the conceptualization of hegemony as the dominance of a particular inter-
national social class which has developed along with the internationalization
of capital. This view of hegemony has generally been associated with Marxist
analyses from the 1970s.2 These views derive from a reified and ahistorical
notion of the concept of class, and minimize the role of the national state in
the development of the global political economy. A more recent version of
this view may be found in the work of some neo-Gramscian writers,3 in which
the transnational managerial class defines the interests which shape the
global political economy.
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This analysis suggests an alternative conception of hegemony which helps
to reconcile the statist and class-based views of hegemony, and serves to
explain the relations between the political, the economic, and the juridical in
the global political economy. The changes in the nature of the relationship
between these three are due, at least partially, to changes which have been
taking place in the global political economy. It may be argued that there are
four aspects to this change. First, there is the change in the nature of modern
production. Increasingly, the high value-added products show a high factor
intensity in the use of knowledge capital and human capital. Second, there is
an increase in industrial concentration. In the modern global political
economy, oligopolistic structures characterize the major industries. In these
industries, a small number of large firms control most of the market. Third,
there is the continuing globalization of production, consumption, and distri-
bution. With freer trade, product markets are becoming more integrated, and
production, consumption, and distribution are more and more influenced by
global factors.4 These factors are greatly influencing national patterns of
production and consumption. Fourth, there is the change in international
financial markets caused by the globalization of capital and the subsequent
increase in its mobility, itself dependent upon developments in new infor-
mation and communications technology.

While it may be argued that these aspects are not fundamentally separable
from each other, each of the four aspects has profound implications for the
global political economy. First, the increasing use of knowledge capital in
modern production has led to a new specialization in production. Labor
markets are demanding more flexibility from employees, both white- and
blue-collar, in terms of skills upgrading and familiarity with the use of
information technology in both offices and production plants. More people
are likely to be classified as unemployable by manufacturing firms on the basis
of the relative decline in human capital. This change will have profound
implications for both national employment prospects and for the job-creation
policies of governments. The era of mass job creation through fiscal spending
increases may well be over. The international competitiveness of individual
workers will be manifest in the international price and quality com-
petitiveness of the goods they produce. While the demand for human
capital is likely to rise even further, semiskilled labor in the OECD countries
will find it more difficult to attain long-term employment. The overall effect
of these changes is that, in certain industries, the composition of new jobs
as well as their aggregate number are becoming more dependent on the
investment decisions of large corporations than on the fiscal policies of
national governments.

The increased oligopolization of industries and markets at the global level
has led to a situation in which decisions made by a small number of firms affect
the global supply and global prices of certain products. Contrary to popular
belief and the expectations of neoclassical economists, trade liberalization in
product markets has not always led to increased competition and falling
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prices. In a number of major industries, especially computers and auto-
mobiles, the opening of markets has led to collusive behavior between firms.
Increasingly, large corporations are forming strategic cross-border alliances
such as joint ventures and product-sharing schemes to better exploit their
market power. The horizontal and vertical sharing of facilities has increased
the ability of multinationals to circumvent the effects of national government
policies if necessary. The growth in oligopolistic market structure at the global
level has also reduced the ability of national governments to use competition
between multinationals to secure better investment packages. In fact,
governments are increasingly likely to be competing with each other to attract
foreign direct investment.

The integration of national markets has resulted in the further global-
ization of corporate production, consumption, and distribution networks. The
combined effect of industrial concentration and the integration of national
markets is that it is decisions made by multinationals which will determine the
product composition of national output in individual economies. This has
serious implications for national economies in terms of economic growth, the
position of the economy on the value-added ladder, and issues of structural
adjustment. The globalization of financial markets, especially the capital
market, has been deepened by the computerization of transactions and the
removal of capital controls in most of the EU economies as well as in the
United States, Canada, and Japan. Global trade liberalization, the push for
export-led growth in developing countries, and economic liberalization in
central and eastern Europe, China, Vietnam, and India have intensified the
competition for foreign direct investment. In most of these countries, national
savings are not sufficient to provide the necessary capital for investment.
Therefore, investment capital has to be financed from global markets.

The result has been an increase in the demand for capital. This situation has
been made more complicated by the creation of free trade blocs in Europe,
North America, and eastern Asia. Trade liberalization has, paradoxically,
added to the problem of capital scarcity at the global level. The result is a
fundamental change in the power of multinational corporations in relation to
national governments, and this change has affected both. It is not simply a
question of the decline of the state or of the growth of capital and trade as
dominant forces. Rather, one aspect of this new relation is that the respon-
sibilities and functions of each are changing, and in some cases even seem to
be reversing. That is, governments increasingly behave like firms, with cost
centers and internal markets, and firms behave like governments with power
to influence national employment levels, interest rates and exchange rates,
and industrial policies.

A second implication of this change is the increasing regulation required at
the international and/or global level for the operation of international
businesses. The international regulation relating to free trade zones
examined in this analysis is but one area in which international regulation is
increasing. The increase in international economic soft law covers all aspects
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of the need to regulate international business, from controls on multi-
nationals to the harmonization of national policies and the reduction of
trade barriers. This international regulatory system not only facilitates the
operation of global firms and cooperation between national states, but also, as
de la Vega points out, legitimates the structure of the contemporary global
political economy and dampens demand for alternative allocative structures
(1988: 376).

A third implication of the change in the global political economy, especially
the globalization of capital and production, is the impact in terms of the
nature of society. Perhaps the most significant achievement of the new right
and the globalization of capital has been the way in which the values of
Western societies, as well as those in eastern Europe and China, have
changed. Large numbers of people in these societies, often even the workers
who stand to lose most, have been persuaded that the social provisions of the
state are counter-productive and should be minimized or abolished. The
result is the rise of atomistic behavior which actively supports and legitimates
values based on the material well-being of the individual and denies the
positive role of society.

Finally, economic deregulation at the national and international level has
been accompanied by economic re-regulation and increased government
intervention in the economy and in social life at the national level, and by
increased regulation, both explicit and implicit, formal and structural, at the
international level. This implies that, in the case of free trade zones, these
regulations both reflect and reproduce the asymmetrical structure of the
global political economy, with particular respect to issues of development and
the new international division of labor, in which agents do not have identical
degrees of knowledge and power, and where these differences are not simply a
matter of unit capabilities and resources. This is particularly important in
relation to the national governments which are responsible for implementing
free trade zone policies. Although free trade zones are promoted by inter-
national organizations as mechanisms for enhancing industrial growth, and
the zones themselves take on an objective and universal status as laissez-faire
solutions to economic stagnation, the establishment of free trade zones by
national governments acts as a signaling policy instrument which is indicative
of a fundamental change in the position of the government in relation to
(especially foreign) investors. In terms of the relationship between national
governments and multinational corporations, free trade zones have a more
important role than simply that of localized liberalization. Governments may
establish zones to enhance economic performance in the domestic economy,
but the establishment of the zones may also serve to assure firms that
(foreign) investors will find a policy environment responsive to their interests.
Thus, national governments are finding their policy options increasingly
limited by the available strategies of economic development which are
focused on export-led industrialization, and individuals within these states
find their choices constrained by government policies, by the particular
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interests of firms, and by other factors such as structural adjustment policies.
Dowden argues that:

[after] the end of the Cold War, the world is beginning to realise that it
was not the end of communism which caused most impact but the end of
all political philosophy. In almost no country which holds elections is
there any policy difference between parties about what is to be done, only
about how. There is indeed no alternative . . . They [politicians] are also
aware that in a competitive world only the most disciplined workforces
and societies will win. They therefore need to impose stricter rules on
their citizens.

(Dowden 1995: 8)

Thus, as the globalization of capital increases, the more interventionist, at
least with respect to social and industrial policies, national governments have
had to become. The diffusion of the free trade zone concept, obscuring exten-
sive government economic intervention with laissez-faire ideology, peaked at
the same time as modern alternatives to capitalism failed.

Therefore, the traditional relations of power in the global political
economy are changing, and new, less well-understood forms are taking their
place. Chomsky argues that:

there is a core question which has not been addressed. And that’s the
question of power in the state-economic nexus . . . There is a kind of de
facto world government being established which involves the IMF, the
World Bank, the GATT, and the G7 meetings and so on, executive
agreements which are being designed to be insulated from any form of
popular pressure. They do serve interests, they reflect something real.
They reflect the internationalization of the economy, they reflect the
interests of transnational corporations, international banks, and so on.

(Chomsky 1993)

Here, Chomsky asserts that the global political economy is increasingly
governed by an alliance of states, international organizations, and global
corporations, and that any element of accountability is increasingly being
removed.

Chomsky’s view may usefully be integrated with that of Dunning and the
concept of the triarchy of organizing forces, the state, the global firm, and the
market (1993: 316), as well as the neo-Gramscian approach. Together, these
views suggest theoretically that global governance is a matter of relations
between states, international organizations, ideologies, global firms, and
global markets, generating intentional regulations and unintentional
structural constraints. This examination of the development of a set of
international regulations conditioning in part the establishment of free trade
zones provides further support for this view. The regulations relating to
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free trade zones were established by national governments; international
organizations such as UNIDO, WEPZA, the APO, and the ILO; global
markets; and multinational corporations. Many of these regulations, particu-
larly domestic legislation and international soft law, were explicit. But other
aspects of the regulation, such as the legitimating functions of soft law and
the oligopolistic structure of global markets were aspects of structural
constraint, within which a particular discourse has become universalized.
This reconstructed concept of international regulation, therefore, provides
a concrete development of the theoretical extension by Cox of hegemony
in which hegemony is taken to be a combination of state and private power in
which institutions and ideologies appear to be universal in form. This concrete
development moves beyond Cox’s historical examples of hegemonic power as
extranational extensions of British and American state power, and incor-
porates the concerns of alternative formulations of hegemony with the role of
the multinational corporation.

In conclusion, from the examination of international regulation and
deregulated free trade zones, a new understanding of the relations between
national states and multinational corporations, as well as international
organizations and markets, and their roles in international organization has
emerged. While, on the one hand, industrial deregulation and trade liberal-
ization popularly imply reduced government intervention in the economy, on
the other hand, the conditions necessary for the establishment of free trade
zones, as well as for the operation of the rest of the global economy, suggest
that in fact deregulation requires substantial government intervention in the
economy at both the domestic and the international and global levels.
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particular type of export-processing zone”; and D. Wall (1987: 24): “The Chinese
zones are similar in intended role to export processing zones.”

13 The policy of coastal development should be seen in contrast to the Maoist
regional policies of developing the interior, the “de-urbanization” policies of the
1960s and 1970s.

14 Hainan Island was given special economic zone status in April 1988. Phillips and
Yeh (1990: 236).

15 See Phillips and Yeh (1990: 236), Wall (1987: 23), W. Liang (1987: 10–22, Tables
1–3), and Shenzhen (1982: 44–5).

6 International and global regulation and free trade zones

1 See, for example, Dahl (1982).
2 See, for example, Taylor and Groom (1988).
3 See Cox (1983: 162–75). For a more recent development of the Coxian view of

international organizations, see D. Lee (1996).
4 On the constraint, facilitative, and legitimizing functions of international law

see Burley (1993: 213–20), on the legitimizing function of international organ-
izations generally, see Cox (1983: 172), and on the legitimizing function of
international organizations in relation to export processing zones see UN CTC
and ILO (1988: 2–3).

5 For an extended discussion of this role, see Biersteker (1990 and 1992).
6 See, for example, UNIDO (1974a).
7 Articles from the journal include: “191 High-Tariff Product Opportunities for

the Caribbean Basin Initiative”; “China’s Exports Under Sections 806/807”; “A
Production Sharing Program for El Salvador”; and “State of the Art in Export
Processing Zones”. See Journal of the Flagstaff Institute (1987).

8 See, for example, ILO (1981) which has a chapter on the effects of multinational
corporations in export processing zones and UN CTC and ILO (1988) which
deals entirely with export processing zones.

9 See, for example, King (1990).
10 See, for example, Krugman (1991), Grossman and Helpman (1991), Grossman

(1990), and Mansfield et al. (1981).

7 Conclusion: deregulation and global governance

1 See also Kratochwil (1989).
2 See, for example, Hymer (1979), Magdoff (1969, 1978), and aspects of the work

of Pettman (1979) and Holland (1980).
3 See, for example, Gill (1991), Gill and Law (1988), D. Lee (1995), and Tooze

(1990).
4 For an argument about cultural globalization, see Mattelart (1976), and Dunning

(1993), and Dicken (1992) for arguments about the globalization of the firm and
markets.
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