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Mexico Starts New Aggressive Free Zone Program 
 
Mexico has announced the first Strategic Free Trade Zone (SFTZ) of 1,250 acres, about 500 ha. 
The area in San Luis Potosi is a road and railroad junction on the route between Mexico City and 
Laredo, Texas.  It is a logistics zone which President Fox of Mexico says will offer the same 
benefits to business people and investors as China.  Everybody can use it for warehousing, 
manufacturing, exhibitions etc.  The zone is a small area zone that offers fiscal benefits to 
investors, streamline border documentation, and in-bond carriage through Mexico.  While not a 
unique concept in the world, it is the first of its kind in Mexico where the dominant free zone 
program, the maquila industry, had tended to be Performance-Specific. 
 
The differentiation of maquila factories from other factories has declined since the beginning of 
NAFTA.  For several years WEPZA has urged the creation of a more aggressive free zone 
program in Mexico.  We have said that at a minimum a program in Mexico needs to offer the 
extremely limited benefits of the US Foreign Trade Zone Program, but that a more robust 
program would be more desirable in maintaining Mexico's competitiveness and growth.  The 
new Strategic Free Trade Zone, which has been in discussion for several years, represents the 
inauguration of the more powerful program. 
 
This new program will not only make Mexico more competitive with China it will also make it 
more competitive with Central America, South America and the Caribbean.  Maquila type 
factories will gain additional benefits by operating inside the new style small area Free-Trade 
Zones.  Western Hemisphere zones should look at the new zone to understand how improved 
logistics increases competitiveness. 
 
Economic Processing Zones a Choice for Authentic Development: 
 
The following two articles are included in this Newsletter in order that zone managers might 
better understand that many of the alternatives championed by opponents of Economic 
Processing Zones have no chance of creating authentic economic development.  AID has 
continued to fail for the last 50 years, and a rural development focus despite lofty support clearly 
fails on its merits. 
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Some EPZ projects fail because they do not achieve the political support of their own 
governments or the governments of their investors.  This year a continuing theme of your 
WEPZA newsletter will be to provide examples of why noted management professor and author 
Peter Drucker observed that EPZs were the only development programs that worked.  The first 
of these two articles demonstrates why it is business, not multilateral or bilateral aid, that will 
solve the poverty problem.  The second gives an example of how Rural Development as a focus is 
promoted by well-known organizations on flimsy or shoddy foundations. 
 
Business or Aid? 
 
UK Chancellor Gordon Brown has cautioned that at the rate of current progress the Millennium 
Development Goals for slashing poverty, malnutrition and child mortality by 2015 may slip by 
140 years to 2155.  This is not an encouraging thought.   
 
Wealthy nations and international organizations spend $55 billion a year on the development 
challenges of developing countries.  Unfortunately, the reality is that between 1980 and 1998 this 
had caused the average per capita growth in income in developing countries to be 0.0% (Yes, 
nothing).  While many say debt relief for the poorest countries will help, 41 heavily indebted 
countries received $33 billion in debt relief, took on $41 billion in new debt and saw their per 
capita income decline by 13%.  This means the poor, who did not benefit from the original debt, 
also did not benefit from the debt relief, and are not likely to get any benefit from the new loans. 
 
The countries that have broken out of the poverty trap are the Asian Tigers in the 70s and 80s 
and China in the 1990s.  This has been achieved through the development of the Economic 
Processing Zones that created hospitable environments for business, helped establish trade, drew 
in investments in productive facilities rather than speculative activities, created employment and 
established more competent institutional structures.  In other words the developing countries 
need more business not more aid if Gordon Brown’s projections are to be refuted.   
 
International organizations need to create the policy space so that developing countries can 
encourage their employment generating businesses to develop and expand.  Economic 
Processing Zones for example are designed to create environments that are conducive to 
productive activity.  Creating aid programs that divert the most educated and competent citizens 
of developing countries away from productive occupations and into grant chasing, report writing, 
and aid administration are a surefire way to ensure that real development is delayed by centuries.  
 
World Bank Promote Rural Bias 
 
Perhaps to prove that it cannot learn from its past mistakes, the World Bank has taken two years 
to write its most recent report Beyond The City: The Rural Contribution to Development 
(Available on the World Bank web site, February 14th 2005).  It comes to the conclusion that its 
failed policies, reported above, should be continued.  While the report notes that the population 
in rural areas is nearly twice the official figures, it fails to note that this means the productivity 
per capita in the rural areas is half the official figure.  Since poverty is directly related to 
productivity per capita, encouraging development in low productivity areas is the surest way to 
prolong poverty. 
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In a truly convoluted finding, the study suggests the promotion of agricultural subsidies in 
developing countries to help farmers who are unable to compete in an open market even against 
higher cost unsubsidized developed country agricultural products.  While such a program would 
appear charitable, it would be extremely damaging to the growth and welfare prospects of the 
developing country.  Having lowered their national welfare by creating increased food import 
costs through the WTO Agricultural Negotiations limiting developed country subsidies on 
agricultural exports, the more impoverished government would then also be asked to increase the 
welfare loss by subsidizing their most inefficient farmers.  Benefiting the poor by acquiring food 
from the highest cost producer is an unconvincing and dubious proposition.  The sensible 
alternative of moving resources from less productive to more productive sectors of the economy, 
through the use of EPZs, and thus increasing welfare is not properly addressed. 
 
Presumably, since the World Bank suggests developing countries provide local farm support 
programs, it will provide loans for their implementation.  Since it is known that such subsidies 
decrease general welfare, the results are quite predictable.  There will be an increased debt 
burden and decreased welfare.  And that is precisely the results found in the last 20 years by 
Gordon Brown!   
 
Bangladesh EPZs: 
 
In the last six months of 2004 Bangladesh EPZs exported US $740.48 million.  From July 2003 
to July 2004 the EPZs exported US $1,353 million.  Investments in the EPZs themselves were 
nearly US $50 million, but tenants within the EPZs had invested nearly US $800 million.  About 
40% of the industrial units approved in the last six months are wholly-owned Bangladesh units, 
and total employment in all the new units was expected to be about 10,000 employees.  There are 
facilities from 28 countries invested. 
 
 
 
 
 
Coming in future WEPZA Newsletters: 
 
In Today's Political Climate Are EPZs Sustainable? 
 
The Development of the EPZ's Policy Matrix. 
 
 

 


