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Introduction 

The debate on the contribution of economic processing zones to national economic development has been raging for 
some four decades. If we take a cursory glance at websites of international, regional and local labour unions and 
labour rights organisations, as well as that of an organisation such as WEPZA, my old alma mater, there is no sign 
of the debate subsiding.  

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

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

Before going further, a perspective on growth and development. Growth and development were until fairly recently 
used as equivalents to describe the increase in economic activity from which resulted improvements in the material 
quality of life. From growth, calculated as increases in aggregate indicators of economic activity (GDP, GNP, per 
capita or national) derived development. As the dark side of growth progressively made itself evident in the late 
1960s1, the notion arose that growth and development were not the same thing, and that growth could very well 
harm development. It became clear that while growth is primarily descriptive, the concept of development is 
normative; i.e. it is subject to definition based on different and often conflicting conceptions of the good life. The 
closest thing we have as an empirical measure of development shared by a majority of people and policy makers is 
the Human Development Index, adopted in the early 1990s by the UN. At a minimum, one now must speak about 
growth and development as interrelated, with growth probably being one of the preconditions of the latter.  

1Primarily under the form of uncontrolled pollution, environmental degradation, destruction of wildlife habitat, loss of biodiversity, but also in the creation 
of belts of poverty around or in large cities in both developed and developing economies. 

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



I would like to expose here two perspectives on the economics of EPZs. These two perspectives are more than just 
policy analytic but are also normative. They have affected and continue to affect policy formation in emerging 
countries, with potentially significant impacts on both growth and development. I would like to propose that these 
two perspectives as policies have battled it across the developing world and have resulted in two EPZ models: the 
"Asian" model and the "rest of the developing world" model. The Asian model, I further assert, has been 
significantly more successful in promoting high growth and development.  

The presentation is structured as follows:  

First I present the two perspectives. Second, I explore the situation of Africa's EPZs and considers what is needed at 
a very broad policy level to make Africa's EPZ a potential engine of growth and development in the region. I do this 
through after a discussion of the Mauritius case.  

Orthodox and Heterodox Perspectives on EPZs 

The Orthodox Perspective 

The World Bank  

The World Bank, as the world's premier development lending institutions, has been at the forefront of EPZ policy. 
As such, its perspective on the instrument is crucial to all government considering having free zones or rejuvenating 
their existing zones.  

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

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

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

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

The benefits from EPZs are limited. They are definitively not "engines of development." For countries in the early 
stages of development, zones can be an efficient and productive means of absorbing surplus labour. Even then, they 
will never be more than a modest part of the solution to the vast employment problems of these countries. EPZs also 
expose domestic businesses to example of internationally competitive enterprises; this demonstration effect is 
undoubtedly valuable, especially in the early stages of industrialization, as is on-the-job training of local managers. 
Even so, such benefits should not be exaggerated (1989, page 85). 

The Neoclassical Foundations of a Critical Assessment  



The World Bank's position on export processing zone finds its source in neoclassical economic theory, and 
particularly within the confines of welfare economics.  

Welfare economics is a branch of economics concerned with two specific problems: "(a) the measurement of real 
national income, and (b) the efficiency and equity of particular economic outcomes, including the scope for 
improving them through various instruments of economic policy." (Lal, 1984, page 11)  

In market economies that are not based on laissez faire - the unfettered functioning of the market which results in 
the optimum allocation of resources and results in Pareto efficiency - welfare is a function of the allocation of 
resources resulting from both market interactions and government intervention. The greater the number of 
distortions away from the laissez faire ideal the greater the loss in welfare and economic growth. On this foundation, 
any form of government intervention is welfare reducing.  

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

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

In this powerful meta theoretical framework analyses of EPZs have been rather pessimistic. The majority of analyses 
have usually found EPZs to be either directly welfare reducing or result in the constitution of a dual economic 
structure harmful to long-term efficiency in the allocation of resources. Hamada concludes in 1974 that rather than 
leading toward the economy wide liberalisation which would maximise resources allocation or respecting the 
principle of optimal intervention, EPZs increase distortions in resource allocation. Spinanger is less pessimistic. In 
1984, rejecting Hamada's assumption of full employment as a basis of analysis he proposes that EPZs constitute a 
second best policy solution, after countrywide liberalisation, toward the exploitation of a country's comparative 
advantage. Balasubramanyam (1988), further criticising Hamada's work, concludes that EPZs represent a move to 
exploit a country's comparative advantage. In agreement with the two previous authors, however, Balasubramanyam 
recognises that EPZs, by promoting unbalanced growth, result in the constitution of a dual economic structure. This 
structure is characterised by a highly protected, import substitution oriented domestic economy marked by the 
concentration of investments in the production of capital intensive goods, and an export-oriented enclave where 
investments are in the production of labour-intensive goods. This structuration of the economy leads to the 
inefficient allocation of resources at the national level, resulting in an overall loss of welfare.  

The Policy Implications of the Orthodox Perspective  

For the World Bank, EPZs are a third best option, to be utilised with parsimony where and when the first best, 
countrywide liberalisation, and the second best, economy wide duty free import systems (such as duty drawback and 
in bond schemes, options are not available. As the EPZs report expresses:  

(1) economy wide duty-free import systems should be emphasized over specific EPZs; (2) support to EPZs should 
be considered individually for each economy, in the context of broader trade policy reforms involving a shift toward 
outward-oriented development, mainly as a transitional instrument for helping economies enter world markets; and 
(3) private development and management of EPZs is to be encouraged, and when public development is required, 



special arrangements ought to be put in place to ensure full cost recovery (development costs, including land rents, 
and operating costs) and efficient management2 (page 1). 

2This last point springs from a concern with the direct cost of EPZs to their host economies. These costs include infrastructural investments, tax breaks and 
investment incentives, and operation costs (see Warr, 1989b).  

EPZs are therefore an option of last resort in the effort to improve allocative efficiency in previously highly 
regulated and protected economies. Their role should be transitory towards the establishment of fully liberalised 
trade systems in order to avoid: (1) the reinforcement of welfare reducing distortions; (2) the constitution of a dual 
economic structures harmful to short and long term growth; (3) the creation of economic rents that are similarly 
harmful. In addition, everything should be done to minimise heavy public investments resulting in a decrease of the 
potential yet limited benefits of an export processing zone.  

The Heterodox Perspective 

It is easier to define heterodoxy by what it is not that by what it is. Heterodoxy, one might have guessed, is not 
orthodoxy. In the case of EPZs this primarily has meant views, theories, analyses that are not trade theory based. 
Thus defined, heterodoxy has several streams. I focus here on perspectives that incorporate contributions of new 
growth theory, neo institutionalism and the developmental state theory.  

EPZs Revisited  

Applied to EPZs, the heterodox perspective took several forms. In 1994 Johansson proposed that the pessimism of 
neoclassical theory as regards the developmental impact of export processing zones resulted from its complete 
discounting of the role of human resources in development. Inspired by new growth theory, she expressed that 
"human capital accumulation is hypothesised to have been a significant contributor to the growth miracle in South-
East Asia" (page 395):  

In countries like, for example, Mauritius and the Dominican Republic, EPZs appear to have played a major role in 
the development and industrialization process, and it is suggested that the demonstration effect of foreign affiliates 
has had a profound impact on local entrepreneurs in the initial stage of development (page 396). 

Johansson proposed that EPZs can play an essential economic role by serving as an instrument designed to attract to 
an economy catalysts firms and individuals. She defined the catalyst as "a pioneer, which initiates and transmits the 
export supply response in the host country". As such, EPZs can play a role as follows: 1) "Domestic firms lack the 
"capacity to package" technical, marketing and managerial know-how with the internal and external resources 
available to them. This packaging is provided by FDI and in the zones". 2) "Domestic firms seldom have access to 
international distribution channels on their own. On the other hand, international or joint venture companies do and 
can "show the ropes" to fledgling domestic exporters". 3) "Entry into international markets would be difficult 
without the inroads created by connection with an established multinational corporation with wide international 
business dealings."  

In a study of firm's export performance focusing on the Mauritius export processing zone, Appadu (1989) advanced 
that neoclassical analysis disregarded the importance of firm level variables in the development of a successful 
export oriented economic sector. He argued that the Mauritian case, so fundamentally linked to the export 
processing zone, demonstrated the centrality of these firm level variables, and particularly of the role of knowledge 
transfers. This view closely followed perspectives from the neo institutionalist school.  

Theoretical Foundations: New Growth Theory and Neo Institutionalism  

The above mentioned theories emerged in mid to late 1980s as alternatives to what has been commonly referred to 
as neo liberalism, a powerful political economic current based on neoclassical economic theory that swept the world 



and ultimately led to the "victory" of liberal capitalism and democracy over socialism and its multiple forms of 
political oppression.  

New growth and neo institutionalism sought to reaffirm that social and political institutions had a key role to play in 
the market above their influence on the allocation and cost of labour and capital. The two theories proposed that 
economies were not simply machines that spontaneously created or destroyed wealth, but were social constructions 
informed by knowledge. This knowledge component, in its varied forms of formal academic knowledge, 
technology, modes of behaviour, institutional culture, cultural traditions and inclinations, and policy could positively 
(and negatively) impact growth and development. These propositions were quite common sense. However, they 
lacked formal theoretical foundations, analytical models and empirical testing in the real world to challenge the 
supremacy of the scientifically sophisticated and well institutionalised orthodox paradigm.  

Developmental State Theory  

Developmental state theory offered a potent challenge to the neoclassical views on economic growth in the analysis 
of the performance and non performance of Third World countries. The theory gained wide recognition for its work 
on East Asian countries, then referred to as Newly Industrialising Countries.  

To Amsden (1987, 1992, 1997) the core problem of development is productivity, the efficiency in the use of a 
country's factors of production. Developing countries face a productivity gap that cannot be bridged by reliance on 
the natural comparative advantage resulting from their natural factors endowment and foreign direct investment 
(FDI). Even a successful exploitation of one's comparative advantage in, say, labour costs, will not suffice to bridge 
the gap as advanced economies benefit from increasingly rapid productivity gains. In effect, productivity gains are a 
dependent variable of a technological progress in production-related activities. And technology is path-dependent 
and self-reinforcing. In other words, there is no prospect for less advanced economies to ever catch up if they leave 
it to the work of free trade and the neoclassical's allocative efficiency of unfettered markets.  

Productivity gains, Amsden explains, do not have their source in the functioning of the market. Rather, they are the 
result of institutional arrangements:  

One hallmark of a technologically advanced economy is a set of institutions to create novel products, proprietary 
production processes, firm-specific skills and other "competitive assets" (ibid.). 

These arrangements constitute clear instances of market failures, resulting from non-market transactions between 
institutional partners. In contrast with advanced economies, developing countries face a chronic lack of capable 
institutional actors to the exception, in the successful cases of emergence from chronic underdevelopment, of the 
state. Economic development can only result from state led policies designed to address the numerous 'production 
failures' and bottlenecks which characterise the economies of under-developed countries.  

Extensively surveying Japan and South Korea, Amsden argues that these countries have been able to develop by 
intentionally distorting the market in order to create comparative advantage in specific industries:  

With respect to production, latecomer governments in postwar capitalist countries have assisted the private sector in 
building professionally managed, large-scale modern corporations and in entering mid-technology industries 
(starting usually with cotton weaving and spinning). To construct socially those competitive assets for production 
purposes, governments have rigged key exchange prices, such as the price of foreign currency, credit, and labour (by 
weakening its bargaining power); that is, they have deliberately gotten relative prices "wrong" (page 471). 

Weiss and Hobson argued through historical analysis that in all instances of successful national economic growth 
and development the state has played the defining role in creating the condition for rapid industrialisation. In their 
analysis of late industrialisers (the Asian NICs), the authors offer an extensive critique of the neoclassical 
economists' and the World Bank's accounts of development in the East Asian region in the past decades. They argue 
that these accounts have mistaken as liberalisation and a quantitative diminution of the role of the state reforms that 



have in fact represented qualitative changes in state intervention. Whereas neoclassical analysts have seen the 
progressive reforms of trade regimes as constituting the creation of neutral trade regimes providing no incentives for 
the production for the domestic market versus export markets, the authors propose that, Rather than 'liberalizing' 
trade to remove a bias against exports, the Koreans and Taiwanese set about restructuring their trade regimes so as 
to ensure that, in given industries, export sales were more profitable than domestic ones. This required action on two 
fronts: (1) discouraging production for domestic sales via penalties, tariffs, and restrictions on imported inputs, and 
(2) buttressing the penalties with a host of special rights and export promotion subsidies (page 145).  

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

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

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

The Policy Implications of the Heterodox Perspective  

In this perspective, EPZs are more than: 1) an instrument by which a government progressively align the economy to 
the country's comparative advantage via the creation of an enclave in the national regulatory regime (dynamic 
standpoint); and/or, 2) an instrument by which a government seeks to jump start employment creation and the 
generation of foreign exchange earnings in situations of chronic shortages of both (static standpoint).  

The heterodox perspective posits important dynamic functions to EPZs, albeit very different from the dynamic 
functions considered by the World Bank. EPZs play a crucial initiating role in the development of national industrial 
capacity by: 1) offering a platform for internationally mobile productive units; 2) creating an environment conducing 
to concentrated exchanges between domestic and foreign private sector actors; 3) initiating a shift in the orientation 
of the domestic private sector toward export activities; 4) leading government and the public sector to adapt a more 
proactive and responsive attitude toward private sector's requirements of regulatory and administrative efficiency.  

Importantly however, these long term benefits brought by EPZs will not spontaneously develop. They occur within a 
broad and concerted policy framework geared toward accelerated productivity through export oriented industrial 
growth. The EPZ, in this framework, is both a catalyst for fast learning for all major national stakeholders (policy 
makers, entrepreneurs and labour) and a pioneer in the attraction of FDI. In this conception, static contribution loses 
its importance in relation to dynamic contribution.  

Africa's EPZs: Performance and Lessons from Mauritius 

A Negligible Impact  

Africa's EPZs have played a negligible role in both the static and dynamic contribution to growth and development: 
all observers agree that to the exception of a handful of countries (Mauritius, Tunisia, Egypt), EPZs have had 
marginal employment impact, low FDI, absent linkages with the domestic economy, and limited foreign exchange 
contribution. Balanced against the direct, indirect and opportunity costs of developing the EPZ, maintaining its 
infrastructure, administering the incentive regime, and so on, the total balance for the region as a whole may well 
have been negative.  



One of the greatest ironies of economic theory is that it tends to create the world which it attempts to empirically and 
'neutrally' describe. The normative and the empirical have a habit of reversing their relationship. In the case of 
Africa's EPZs, one can say that to the notable exception of Mauritius, the neoclassical perspective has largely 
dictated the policy agenda: Africa has been a latecomer to EPZs, and where and when it has embraced them, it has 
been only half heartedly, always preferring the neoclassicals' second best option of countrywide liberalisation. EPZs 
here have rarely been seen as more than marginal contributors to national economic growth and development, their 
involvement being limited to an off center provision of employments, foreign exchange and the attraction of foreign 
direct investment in non strategic sectors of economic activity. The focus of development in the 1980s and 1990s 
was structural adjustment.  

Arguably, one of the reasons for this state of affair is the comparatively strong position of organisations like the 
World Bank and the IMF to influence policy making via, among other means, conditionality. These organisations 
have not carried such influence in East, South and South East Asia. Not by a long shot.  

The end result is what I would call a missed appointment between Africa and EPZs, and definitely a missed 
opportunity for the effective promotion of a turnaround in the economic structure of Africa's economies toward 
export oriented growth.  

It is clear that the EPZ option has not been played effectively in the Africa region because of how it has been framed 
within the broader economic policy framework. Cases in East Asia, and closer to home, the case of Mauritius clearly 
show the potential of EPZs to play a crucial role in turning economies into export power houses, with significant 
macro, meso and micro economic benefits.  

The Mauritius Case: Debate, Lessons and Implications for Africa's EPZs  

Mauritius is one of the most spectacular examples of economic development through the use of an export processing 
zone. A sugar cane monoculture economy at independence in 1968 characterised by chronic dependency on the 
sugar market, Mauritius has succeeded since the mid 1970s in progressively changing the structure of its productive 
sector. In 1985 the Mauritius Export Processing Zone (MEPZ), created in 1971, overtook sugar as the prime source 
of exports, foreign exchange earnings, and employment, symbolising the gradual diversification of the economy. 
Although the relative importance of the MEPZ has declined since the early 1990s due in part to the continued effort 
at diversification, the MEPZ is a vital pillar of the Mauritian economy.  

The World Bank Perspective  

There was tremendous debate as to the source of the success of Mauritius as a whole and of the EPZ in the late 
1980s and the 1990s. Not surprisingly, the World Bank has downplayed the function and importance of the MEPZ 
in the success story, proposing that its root has been in the adoption and effective implementation of IMF-backed 
stabilisation plans and World Bank-supported structural adjustment programs. As the 1989 report, Mauritius, 
Managing Success, affirms:  

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

The measures adopted under the programs included a series of devaluation of the Mauritian Rupee, austerity 
measures in the government sector and through wage restraints, and the liberalisation of the exchange rate, as well 
as measures designed to improve the international competitiveness of specific sectors of activity.  

Subsequent reports reiterate this analysis. The 1992 Mauritius: Expanding Horizons argues that:  



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

The foundation in question is the adoption and successful implementation of stabilisation and adjustment.  

The studies recognise that the Mauritius Export Processing Zone played an important part in Mauritius' success, 
acknowledging that it has had a leading role in the diversification effort and the drive to export non traditional 
manufactures. They all defend, however, that the ability of the EPZ to fulfil its leading role has been the result of the 
successful implementation of the policy reform programs sponsored by the IMF and the World Bank. Gulhati and 
Nallari (1990), in their examination of the stabilisation and adjustment process in Mauritius, recognise that the 
export processing zone, created by the Ramgoolam government in 1970, was successful at generating some exports 
and participating in the attempted resolution of the unemployment problem during the 1970s. However, these 
authors argue, the export processing zone experienced its most significant period of growth, starting in 1983-1984, 
on the basis of the successful stabilisation and structural reforms undertaken. To Managing Success (1989) it is only 
after 1980, that is, only after stabilisation and adjustment, that the economy adopted an export-oriented policy of 
industrialisation, the impact of the export processing zone during its first decade of existence being relatively 
unimportant because not connected to effective liberalisation.  

The Heterodox Perspective  

Subsequent studies, less concerned with the advocacy of policy reform programs with vast stakes for Africa, have 
taken issues with the analysis. In a 1990 paper Kearney presented the Mauritius experience as one similar to that of 
the Asian NICs. The Mauritius case reproduces key developmental characteristics, notably in the domain of 
education, infrastructures, labour management, savings and investment, and entrepreneurial development. Kearney 
characterised Mauritian policymakers as "pragmatic, bold, innovative, and closely attentive to the NIC experience" 
(page 207). To him "the leading entrepreneur is the government itself" (page 208).  

In 1997 Meisenhelder strongly criticised the World Bank case, arguing that the export oriented strategy established 
in Mauritius in no case can be reduced to structural adjustment. Rather, it was a domestic reform endeavour that 
expressed the existence in Mauritius of a developmental state, characterised by "a capable and relatively 
autonomous state bureaucracy" (page 288). He expressed that:  

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

This Paper's View  

It is clear that the state created the necessary condition for Mauritius' competitiveness by instituting the export 
processing zone. The leadership exercised by the Mauritian state as regards the export processing zone was, and has 
remained, expressed in several ways:  

First, the state played a central role in the initiation of the export processing zone. Recognising the extremely limited 
impact of the import substitution program, the state, under the leadership of Prime Minister Ramgoolam and 
Minister Duval, aggressively explored alternatives. Bheenick and Shapiro (1991) confirm the extensive role of the 
Mauritian state in the strategic choices made well before the stabilisation and adjustment period and the centrality of 
the export processing zone in the adoption of export-orientation as national development policy:  



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

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

Third, in addition to its strategic role in initiating an early shift towards export-orientation and providing the political 
resources for the adoption of the export processing zone, it was to the state to implement the EPZ by creating the 
framework for its development and adaptation over the years. According to Shapiro and Bheenick,  

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

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

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

Haggard and Kaufman (1992) confirm that export processing zones usually require, just as other reform programs, 
extensive state involvement through the creation of "new bureaucratic structures or a significant reorientation of 
existing ones" (page 225). Dommen and Dommen (1994) corroborate the increased ability of the Mauritian state to 
conduct economic policy over the years. They in fact point out that, all things considered, the economic role of the 
state has increased since the early 1970s, arguing that while the Ramgoolam government was keen on leaving "the 
choice of industry to the imagination of the private sector, limiting Government's role to setting the legal and policy 
environment", "the Jugnauth government has been willing to take initiatives in pointing directions for the private 
sector"(page 25).  

Without a doubt, one of the single most important measures adopted by the government as regards the export 
processing zone was the authorisation granted to domestic firms to invest in the export processing zone. This 
measure, which was dedicated to limit capital flights (Dommen and Dommen, 1994), allowed the export processing 
zone to play a decisive catalytic role in the development of the island.  

In this context, the EPZ played an important catalytic role. It had a crucial demonstration role from foreign to 
domestic firm. This took place under the form of technology transfers and transmission of skills and know-how, at 



both the intra-firm and the inter-firm levels. This demonstration effect led to the initiation of what Johansson calls 
the export supply response, where domestic firms were encouraged - directly through joint venture partnerships and 
indirectly by external demonstration - to enter the export market. In time, a core group of domestic firms was formed 
which itself led to further demonstration and spin off, resulting by the early 1990s in the existence of a highly 
successful export oriented domestic industrial complex. This complex, either autonomously or in cooperation with 
international partner firms in the areas of production, design, marketing, logistics and financing, controlled 
significant parts of the production chains in which they were present.  

The MEPZ, therefore, has constituted the environment within which the private sector has been able to efficiently 
use domestic factors to produce internationally competitive products, inserting itself within several international 
commodity chains (Gereffi and Korzeniewicz, 1989; Gereffi 1996). Through a number of institutional arrangements 
private domestic concerns have heavily invested in the export processing zones (Yin et al., 1992), introducing 
stability in the EPZ sector and creating the foundation for technology and knowledge internalisation.  

Over time, therefore, the export processing zone has fostered the development of a competent core of domestic firms 
who have progressively increased their capability to serve foreign markets under a number of production 
arrangements. This has been made possible by extensive cooperation between foreign and domestic firms, the latter 
rapidly following the initial lead by the former. Under a number of arrangements, including subcontracting, joint-
venturing, and observation, domestic firms progressively learned production techniques. In addition, domestic firms, 
by integrating themselves in international commodity chains under a number of production arrangements, 
internalised elements of the production, distribution, and marketing processes that they use to upgrade their 
competitive position. Soft transfers, consequently, played the defining role in the process of productivity 
improvement. Therefore, contrary to what has been advanced by numerous perspectives, the export processing 
zone's success as a development instrument has not simply been the expression of Mauritius' post 1982 
attractiveness to foreign capital, but rather is the result of a dedicated strategic focus toward economic growth and 
development.  

Implications for Africa  

In light of the discussion above, and in a laundry list taxonomy format, based on my experience both as a scholar 
having spent many years studying zones and as a consultant working on zone development, feasibility and 
privatisation:  

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

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

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

4. The EPZ scheme should not seek to achieve regional development objectives. To the contrary, the scheme 
should seek to foster economic concentration around a well developed urban center so as to attract the best 
layers of domestic capital, the most educated and productive labour, and provide accessibility to urban 
infrastructure and amenities to foreign investors. The need for centrality and economies of scale should 



obviously be balanced against issues such as urban congestion, pollution, environmental degradation, 
accessibility to labour, quality of life for labour, and so on. These issues should be incorporated into the 
feasibility study and seriously surveyed.  

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

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

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

 
	  


