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CONCLUSION OF TWARO (ITGLWF-ARO) ASIAN SEMINAR ON FTZs
7th-12 March 1983, Tokyo

1.

He reaffirm the resclutions of the 3rd World Congress of
the ITGLWF and the June 1981 seminar of TWARO and call for
an appropriate action programme. We also take note of the
opinions expressed by the various experts in this seminar
on the working of the FTZs in general and in Asia in
particular. We have considered all the positive and
negative points indicated by the experts and unanimously
urge TWARO to design a concrete policy on FTZs.

The following FTZs are at present in operation in Asia:

China - 4 zones: Amoy, Shumchum, Chu Hoi
and Swatow

India - 2 zones: Kandla and Santa Cruz
Indonesia - 1 zone : Bonded Warehouse, Djakarta
Korea - 2 zones: Masan and Iri
Philippines - 3 zones: Bataan, Baguio and Mactan
Sri Lanka - 1 zone : Katunayake
Rep. of
China - 3 zones: Kaohsiung, Nantze and Taichung
Malaysia - 11 zones: Prai, Prai Wharf, Palau Jerejak,

Bayan Lepas, Ulu Kelang, Sungai
Way, Senai, Pasir Gudang,
Tanjung Kling, Batu Berendam
and Kulim

Additional FTZs are under planning and construction in
Bangladesh, India, Philippines, Sri Lanka, Rep. of China,
Malaysia and Pakistan.

Major incentives granted by various governments to investors
in FTZs include exemption from customs duties on imports of
raw materials, capital equipment and components and on exports
of finished products, tax holidays of up to 10 years or more;
freedom from foreign exchange control and free repatriation
of profits; accelerated depreciation; simplified
administrative procedures; and provision of the necessary
services and infrastructure. 1In addition to the above, cheap
labour 1is also a major incentive. In certain countries, the
discouragement of, or restrictions on, the formation of

trade unions and collective bargaining is also an incentive.

Frequently unreasonable production targets and excessive

work pace are imposed under adverse or dangerous working
conditions. In many FTZs working hours are extremely long
with compulsary overtime (sometimes at nights) and even
during holidays and rest days. Wages of workers in the zones
are usually low in relation to wages in firms in the same
industry outside the FTZs (which do not benefit from all the
fina?cial and other incentives provided for firms in the
FTZs).
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In several countries, there are legal restrictiaons on t

right to strike, collective bargaining and the holding g?

trade union office by workers in the free trade zones.

In most cases, 1t was reported that employers are actively

dlscouraglng the unionisation of their workers. In Sri La=ka
and Korea, it was reported that no trade unians exist in th'=u

§02gs. In certain other countries, like the Philippines,

tn ia, Malaysia, etc., even though there are trade unions in
he FTZs, they are still in the early stages of formatiaon.

é?ngSt cases, employers are hostile towards trade unions in

Generally, governments do not encour i
y . age the formation
trade unions in FTZs. However, certain governments doof

tolerate t i i i
poler rade unions, while some others are totally against

Workers' consciousness about trad i ; .
e unions in FTZ
below the average for the following reasons: s 1s much

a. workers are young and new to employment;
b. fear of loss of employment ;

¢. long hours and distance tr .
to workplace and back: avelled daily from honme

d. lack of knowledge about trade union rights;

e. wvarious inducements by en .
attention of workers_y ployers to divert the

Difficulties in union organisation in i

: FTZs va
Sgﬁggﬁﬁet% cguntry dependlng mainly an the atgiiﬁdgrg? the
99 nts toward unions. However, in certain countries
acgge age dlfflcultles for trade union leaders to gaih h
fromsstto gprkers_ln the FTZs. Workers are also prevented
from atiending union meetings in varigus ways Unian
eaders and organisers are harassed by the poiice and at

the instigation of emplo
yYers., In se
themselves sponsor the formation 0? ;gggé 5%?2E§, employers

The formation of trade unions in F i
: TZ i
Ea??gre of success qnd f§ilure. Forsiégtgiég h?ﬁ ?gg? :
faiIurgr?anéSIHQ unians in Kandla was a succeés it w;g'a
failure fn anta Cruz. Similarly in Malaysia 6ut f 9
. actories, trade unions have been : i
organised in 8 of them, but in the N0 oaostu 1Y

whole i i > remaining ane i
electronics industry, organising has got begzdségcgzgful

. ideration
programme of activities of Twiﬁotgﬁd all

its affiliates concerned
for implementation: ere hereby strongly recommended
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publicizing the problems of workers in FTZs as enumerated
above;

procuring all possible information with regard to the actual
conditions prevailing in the FTZs as to the working
conditions and to ascertain whether the employers comply
with applicable labour laws;

each union must endeavour to gain free access to FTZs for
trade union purposes and work for securing the rights now
being denied or restricted for trade union activities in
the zone, including the right to strike;

conduct intensive educational campaign for the zone workers
through printed materials, meetings and seminars;

train union organisers especially for FTis;

keep the TWARQO and ITGLWF regularly informed of all activities
and information obtained in relation to each country's FTZ

for the purpose of evaluation and possible assistance by the
said organisations;

seek co~operation and possible assistance from other ITSs
concerned with FTIs;

continue to make strong representations, where it may be
deemed necessary, to governments and employers concerned, with
regard to the workers' welfare and freedom for trade union

activity in FTZs:

submission of specific instances of violations of employees'
rights in FTZs to the ILO, through ITGLWF and TWARO, under the
ILO Tripartite Declaration of Principles Concerning Multi-
national Enterprises;

continue to make representation through ITGLWF and TWARO to
UNIDO and ILO concerning the workers' conditions in the

zones, and

urge TWARO and ITGLWF to extend all assistance to the
affiliates in order to effectively implement the above
programme of activities.
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Mr. T. Usami, President of TWARO

After welcoming participants and thanking the lecturers, Mr.
Usami conveyed his ezpecial gratitude to Mr. H.U. Bunger,
Director of the Tolve office of FES and Mr. Y. Kudo, Managing
Director of Japan ILC Association for having kindly consented to
cosponsor this seminar.

He continued

"FTZs are not confined to Asia alone. Since the mid~sixties,
developing countries in Asia, Africa, Latin America, etc. have

been setting up FT&s with the hope of bringing about economic and
industrial development. However, in. Asia, FTZs have been
established on such a scale as cannot been seen in any other
continent. With the FT%Zs have arisen problems which international
labour organizations such as ICFTU and ITGLWF consider very serious.
Even the ILO has placed this matter on its Agenda.

The main purpose of this seminar on FTZs, is to formulate

TWARO's future policy guidelines on FTZs. As the enterprises
established in the FTZs are normally labour-intensive and '
usually engaged in our sector of industries, the need for such
Policy guidelines has become even more 'pressirng. Another purpose
i3 to promote the concrete implementation of the policy by the
affiliates of TWARO concerned.

Unfgrtunately it must be pointed out that many international
seminars and conferences have been sponsored by international

trade union organizations but as a general tendency, the resolution
and decisions made there have not been fully incorporated in the
activitieg of the affiliated unions. It is my earnest hope that
the experiences exchanged among you and the conclusions reached

will be put to the best use in your own activities in your own
countries. .

It was at Kaohsiung, Republic of China, that the first FT% was
established in 19265 in Asia. Subsequently, many FTZs came to be
established around 1970, in various countries. Today, FTZs are
in operation in the 9 countries represented here today.

I understand that there are FTZs in the People's Republic of
China alsc, but we place a different value on labour from that

;g;ntry, and TWARO has practically no information about these
s.

In most cases, there is more than one PTZ in each country.

The purpose of their establishment is to earn foreign currency
by exporting the goods produced in these FTZs, in order to '
contribute to the development and progress of the economy and
?ndustry of their own countries. There is no doubt that an
increase in job opportunities is also intended. However, to
achleye this purpose, all the governments concerned consider it
of primary importance to maintain their comparative advantage in
Fhe international market, centring around export oriented
;pdustry, and it can be said that generally they treat very
lightly the rights of the workers, It is customary for these
governments to give the most preferential treatment to the
foreign capital they thus introduce to their countries.
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Therefore, in giving preferential treatment and guaranteeing ..’
industrial peace, the govermments take legal measures, which are
often incompatible with the general labour standards.internationally
accepted. Some governments absolutely refuse to give freedom of
association, collective bargaining, and unified action to the
workers who work in these FTZs. Many countries, although they
grant the right of association, do not give them the right to
strike. 1In other words, it must be pointed out that practically

no government guarantees the workers their full basic rights by law.
We must face the fact with concern that the workers who work in
FTZs have no means of defending themselves, and start our action
accordingly as soon as possible. Another aim of this seminar is

to gather the wisdom of all the participants and find a definite
direction for us, discussing how the workers who are placed in such
vulnerable positions can be effectively assisted by trade unions.

In Asia, the workers who work in FTZs are said to exceed 700,000,
excluding the People's Republic of China, constituting
approximately 70% of all the workers who work in FTZs in the
world. With the concerted effort of the Asian labour movement,
activities to promote the welfare of these workers must be
strengthened. This is an urgent task for trade unions. 1In the
FT%Zs, many workers are engaged, not only in our sector of
industries but also in electronics, electrical appliances,
chemical goods, precision machinery, etc. Perhaps we can expect
greater results if we are to co-operate with other related trade
unions, rather than for TWARO affiliates to push our own
activities independently. It goes without saying that there is
no hard-and-fast rule about this, and we may achieve more
practical results if we acted independently, in accordance with the
situation each country is placed in.

When free and democratic trade unions develop and workers'
welfare is promoted, it would lead to the maintenance and
improvement of the living standards of the whole nation, so that
further stability of the society and economic prosperity would
be promoted. If the nation cannot get rid of its poverty, it
would offer a hotbed for communism to come into. Only when the
sound development of a democratic labour movement is guaranteed
by the government, does it become possible for trade unions to
make bold challenges for achieving freedom, democracy and peace,
which are the trade unions' original goals. I am convinced that
democracy and prosperity can be increased by the activities of
trade unions according to the ideals and principles all of us
pursue. Therefore, it is essential for us to strengthen our
presence in the FTZs in this area. The enterprises which operate
in the FT'%Zs are generally the subsidiaries of and joint ventures
with, the companies in industrially advanced countries.
Therefore, the trade unions in the country which receives these
foreign enterprises or capital would obtain more results in the
course of their effective activities, if they were to have closer
co-operation with such international organizations as ITGLWF and
TWARO, and stronger sqlidarity with the trade unions concerned
in the advanced countries. TWARO has made efforts in pursuing

- this objective.

T understand that business in some FTZs, which is greatly
dependent upon exports, is becoming very difficult, affected by the
prolonged depression the whole world is experiencing at the

moment. Of course the situation each country is placed in is not
necessarily uniform, and your activities in these FTZs would
encounter many difficulties. However, I hope that you will
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continue your valiant efforts to seek further happiness for
the workers. which is our objective."

Mr. C. Ford, General Secretary of ITGLWF

"At the latest Congress of the Textile Workers' International,
the EPZs were referred to as 'Profiteers' Paradises or Sweatshops
-n the Sun'. (1) The former epithet is probably more appropriate
“han the second. It is true that several cases of intolerable
exploitation have been reported, particularly through high work
norms and neglect of occupational health standards: Compared to
garment and electronics factories in the U.S. or Western Europe,
many of them would certainly appear to be sweatshops. But in
general, wages and working conditions in the zones are no worse
than in comparable industrial employment in the same countries -
let alone the traditional and informal sector jobs.

What is a sweatshop ? The Shorter Oxford Dictionary defines a
sweatshop as ‘one in which sweated workers are employed' and later
defines 'to sweat' as to employ (labour, workers) for long houxrs

and exploit at starvation wages to the utmost by utilizing
competition,

. e . .
It is §omet1mes stated that, in general, wages and working
conditions in the zones are no worse than in comparable industrial

employment in the same country and, therefore, cannot be regarded
as sweatshops,

But to sustain this argqument it is necessary to prove :-

1) that comparable industries exist; and
2) that work in such "industries is not also sweated labour.

In fact, comparable industries {i.e. modern factory produc%ion)
often do not exist in less developed countries prior to the
establishment of FTZs. There usually are only small-scale shops -
usually with appalling working conditions - or none at all.

The FTZs are sweatshops precisely beéause they meet the Oxf
; ire ord
English Dictionary definition by employing wogkers :-
a) at starvation wages,
b) for long hours, and
¢) by utilizing competition {i.e. they tell host
) <€, governments
and workers that, unless they accept (a) and (b), they will
go and establish themselves in competing low-cost countries.

The central problem is : is the degree of ex i

: ploitation in FPTzZs
greater than usual in less developed countries ?
it is because :~ ° 7 T suggest that

a) productivity in the FTZs is not dissimilar to that in

(1) Gus Edgren : "Spearheads of Industrialization or Sweatshops in

the Sun" A Critical Appraisal of Labour

Conditions in Asian Export p
rocessin
ILO~ARTEP, August, 1982 g Zones
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developed countries, since either MNCs, or domestic
companies having access to top managerial talent and
technology (often because they are working to specifications
established by a foreign importer) are involved. This has
to be so if the firms are to hold their heads above water

in conditions of sharp international competition;

b) wages are no highér than the usual miserable minima
prevailing in less developed countries and are often lower; and

¢} therefore profits are likely to be substantial.

I shall now deal in a little more detail with productivity, wages
and profits.

PRODUCTIVITY

In discussion with the authors of the "Neue Internationale

Arbeitsteilung” (2) firms producing textiles, garment and electron’ -
in free production zones in Malaysia concurrently reported that,
after a starting time of a few months, the productivity per worker
was the same as in comparable U.S. and West German firms. ‘
The management of an integrated Japanese textile factory in
Malaysia, employing 1,900 workers (80% of them women) reported
that, after a training period of not more than two weeks, the
labour productivity was the same as in Japanese factories. Some
authorities argue that productivity in the zones in less developed
countries is even higher than in developed countries.

'On the other hand, there is evidence that the labour
productivity per working year is often substantially higher
in EPZs in developing countries than at the traditional
industrial sites in developed countries. 'The explanation is
a higher labour intensity reflected in more work per week and

fewer holidays per year' (3).

The above accords perfectly with the information possessed by
ITGLWF and the conclusions of its reports on the subject (4).

Sri Lanka

The ARTEP study on Sri Lanka (5) reports that 83% of the workers
in the Zone receive more than the 'prescribed minimum rate for

(2) F. Frobel, J. .Heinrichs and O. Kreye (1977)

(3) UNCTAD : Export Processing Free Zones in Developing Countries
. January 1983

{4) Multinational Corporations and the Trade Unions

Djakarta, 1974
MNCs in the Textile, Garment and Leather Industries

Dublin, 1976
Free Trade Zones

8 Vienna, 1980
(5} The KATUNAYAKE Investment Promotion Zone : A Case Study

ILO-ARTEP, September 1982
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unskilled workers'. Big deal, as the Americans would say. It is
only when we see the hourly rates that we realize the incredible,
unparalleled and monumental meanness of the employers. No less than
84% of the female workers and over half the male workers earn less
than 2 Rupees or 11 US cents per hour.

This confirms the figure we gave for wages in our 1980 report of
about US '§ 1 per day and shows that wages have remained the same
despite the considerable cost of living increases that have taken
place in Sri Lanka since I visited the FTZ in 1980.

But it should not be thought that the USE 1 can "all" be used to
provide the necessities of life, since over half the workers spend
as much as 10-30% of their wages on getting to and from work (6).

It was not mentioned in the ILO~ARTEP report on Sri Lanka that
workers often have to pay for meals taken in the firms' canteens,
so that in the end, not much more than US 50 cents gz day is left

to pay for the necessities of life, when meals in the works canteen
and transport costs are deducted.

But it is often said by the apologists for such intolerable
situations : 'Maybe the wages are low, but what about the fringe
benefits ? MNCs usually provide such benefits!',

What does the ILO-ARTEP study on Sri Lanka say on this ?

'Only a few firms appear to pay any significant package of
benefits to their workers' (P.56, 1st §, op. cit.)

Philippines

In the Philippines, the average basic daily wage is 14 Pesos (7)
for women and just over 17 Pesos for men. But 40% of the female
workers had a basic wage less than the minimum of i3 Pesos.

Judy S. Castro presents some earning figures but they are
swollen by payments for excessive overtime,

Those on overtime were working a 60-hour week. But we shall deal
with working hours later. In any case, Judy Castro admits that :-
"It is likely that high work intensity (both in terms of hours
and intensity of work per hour) has raised the differential
between earnings and standard wage rates' (8).

It is_interesting to note that, ten years ago, the minimum daily
wage in the Philippines was 8 Pesos. What has happened since then ?

Minimum wages now stand at 13 Pesos per day (9) or USg 1.3. Thus
daily wages in the zone have risen 1.6 times. But during the same
period even the official government figures show that prices went
up 3.25 times, or twice as fast as the minimum wage (10).

(6) ILO-ARTEP : "The Katunayake Investment Promotion Zone :
- A Case Study" September 1982 (p. 58)

(7) USg 1 = 9 Pesos

(8) ILO-ARTEP : "The Bataan Export Processing Zone" Sept. 1982 (p.39)
(9) ILO-ARTEP : "The Bataan Export Processing Zone" Sept. 1982 (p.35)
(10) ILO : Yearbook of Statistics 1982
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Thus the real wages (i.e. purchasing power) fell by at least one
half. 1Indeed, without union action we can be sure that real wages
would have been cut even more.

These fiqures throw some doubt on arguments put forward by
authorities in FTZs that have been established more recently that
the workers have only to be patient and their real wages will go
up. This would appear to be ‘pie in the sky when you die'.

The Philippines is a top contender for the award for the lowest
wages in Asia. Wages are guaranteed to remain'among the lowest,
if not the lowest in Asia ' (11).

Wages are even lower in the Zone than outside. The ILO~ARTEP
study concludes that :-

The major female-dominated industries in the BEPZs pay lower
wages than are normally paid outside the Zone for the same
type of woxrk' (12). '

So attractive is the Philippines as a low-wage haven that it plans
to construct 13 more EPZs by the end of 1980s - making a total
of 17.

India

In the Kandla FTZ in Gujarat, India, over one-third of the total of
6,600 workers are women employed in the textile and garment
industries (13). fThere are no statutory minimum wages for firms
located in the zone. Wages are determined by the employer and come

© to a monthly average of :-

Rupees Usg
Unskilled 250 26
Semi-skilled ' 375 39
Skilled . 475 49
Exchange rate : Fiﬁancial Times 7/1/1983 : USEl-= 9.69 Rupees

According to an official information brochure published by the

- Government of India on the Santa Cruz EPZ, semi-skilled workers

are paid Usg 1.2 daily. Since production in the zone started
nearly a decade ago and since the American MNCs concerned have
made substantial profits during this period, it is surprising, and
some would say shocking, that the workers concerned have benefited
in such a paltry fashion (14). -

(11} "Reasons for Investing in the Philippines Epzs"

: Quoted in AMRSP

(12) Gus Edgren op. cit. (P.15 §2) ‘ ‘

(13) Report by the Textile Labour Association, India, on the Zone

(14) UNCTAD .

: "Export Processing Free Trade Zones in Developing Countries

Implications for Trade and Industrialization Policies®
(P.16, §43).



Malaxsia

In Malaysia, we see from the ILO-ARTEP report (15), that female
factory workers are hired for Mg 4-6 per. day (USg 2-3) (P.19, §1‘-
all industries. But in the Zone, garment and textile workers get e=ran
less than this.

Once more we see that wages in the zone are lower than outside
(P.22, top line). Nearly 70% of all zone female workers earn less
than Mg 200 monthly (P.22, §2) or USg 100. '

In the case of a sample garment firm analysed (P.31) the female
workers (about one-third of the total labour force) who are
classified as unskilled earned MZ 120 monthly or USg 60, and the
skilled women (about half of the total) earned Mg 150 oxr USg 75..

With very low wages and exploitative conditions, i.e. intensive
work pace, long hours and stiff discipline, it is not to be
wondered at that high turnover and absenteeism are noticeable in
the FTZs, despite the lack of alternative employment. This has
been a worrying factor, for instance in the Sri Lankan EPZ.

The Government has decided to make a survey in order to study the
various problems of female workers concerning motivation and job
satisfaction (16).

The problem has caused some heart-searching. A report by Mr.
Weerasinghe from the Zone Authority states :-

'Each investor will have to find ways and means of keeping in
their employment workers who have been trained at considerable
expense and whose experience would earn them higher wages in

a competitive market' i.e. wages in the zone are lower than
outside (17).

He adds, without specifying them, that incentives are already

being offered by investors to improve attendance at work and

meals are subsidised to motivate workers to improve their efficiencw,
In one garment factory, free ‘medical services are available with ]
a full-time medical office, we are told. This implies that such
facilities do not exist in the other 24 firms in the Zone. ‘

I can suggest an. easy way of motivating workers to improve their
efficiency - pay them a decent wage - well above the miserable

17.50 Rupees (USg 83 cents) daily for unskilled workers and 20 Rupaes -
(95 US cents) daily for semi-skilled workers (18).

The wages of skilled workers are negotiable, Mr. Weerasinghe
states. This clearly implies that the wages of the semi-skilled

and unskilled workers (the vast majority of the labour force) are
not negotiable.

(15) ILO-ARTEP : "The Role of FTIs in the Creation of Employment
and Industrial Growth in Malaysia" May 1982
(16) "The Employment Function in the Greater Colombo - Economic
Commission in the KRatunayake Investment Promotion Zone"
D.P.A., Weerasinghe (Appeared in the La :
D57 5 eer Pp'g39_4lpp Labour Gazette, Colombo,
(17) "Labour Relations in the Industrial Promotion Zones" by
D.P.A. Weerasinghe, Sri TLanka Labour Gazette N°® 1 & 2, 1980
(18) D.P.A. Weerasinghe : "Employment Function" op. cit. (P.40).
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But there is hope, since the report states that :

'Given time, wages, whether on a time rate or a piece rate basis,
would be geared to productivity, so that an efficient worker

will earn higher wages'.

This implies the wages currently are not related
When I visited the EPZs a couple of years ago, I
asking a manager of a factory producing blouses,
sewn by a worker in a day and he replied '250°'.

to productivity.-
vividly recall
how many were

'But supposing

they fail to produce the 250' I asked.

'Then they stay in the

workshop until they do' he replied.

Official propaganda for the Sri Lankan Zone boasts about Sri Lankan
productivity.

Relative Productivity of Asian Workers

Singapore ......... P eta ettt e N M aee s 46.98
1 41.84
Philippines' [........ Ceereeraaiane. beetaasseeeacaaneae.. 41,35
Taiwan «..ovveens sessenann o Cerees e teerraererarna vee. 34,03
Malaysia .ecvivicanas e tseetmanersana crssrearresaresnes 30,86
Hong KONg . cvivitiriiieiinnnnnnnnas teree it e et o s . 21.74
Thailand ...iiviriinvennnecennanne e eaaaaa i eserana ere. 21,41
South Korea ........ Cre e e e veeeseanas ceiectneans .. 20.85
Pakistan ............ v ere s trereeceann e s eseriesinanns 16.43
India ...... sriessereaneana teearmrranen cete vt ce. 11.72

The above figures were cited in an advertisement for the Sri Lanka
FTZ in the U.XK. 'Economist'.

If the earnings of the workers in the zones depend upon their
working long overtime hours and yet even theh they only get about
the same total earnings (or less) as similar workers outside the
zone, it follows that those in the 2zones are earning even less
than workers outside the zone for an equivalent number of hours.

lTherefore, Gus Edgren's remark (19) that comparison should be

based on earnings rather than wage rates is misleading, since
FTZ earnings embody much overtime. .

There cannot be any rational comparisons unless we make certain
we are comparing like with like. Unless we know how much
overtime is worked in firms outside the zones, we cannot make a
proper comparison with earnings inside FTZs.

(19) Gus Bdgren : ILO-ARTEP op. cit. (P.13),
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WORKING HOQURS

It appears that working hours in the zones are considerably
longer than outside.

In fact, hours actually worked in manufacturing industry are as
follows :-

Weekly Hours in Manufacturing Industry ~ 1980 (20).

1981 FTZs
Total 53.6
Men 53.4 54-60 (FRTiv()
Korea Women 53.9
Malaysia Total 47.5 Hours no
(1979) longer but
extensive
night-work
Philippines Total 47.3 53.8
(1976) ARTEP
Sri Lanka Women 47.7 54 (Clothing)
ARTEP

These ILO figures for manufacturin i
g as a whole, are consid
lower than those obtaining in the FTZs. ’ eraply .

?his probgb}y under—estimates overtime; compare for example FTZs
in the Philippines and Sri Lanka, where we have evidence of much
longer hours than showed by ARTEP. .

Thus it would seem that not only are wa i

: _ ges lower inside the zo
than outside, but that working hours are considerably longer. s
It, therefore, follows.that if the overtime element is eliminated
from the workers’ earnings both outside and inside the Zones, then

those inside are much worse off and are bei ,
ei
ruthlessly. n? exploited more

But not only are hours in the zones excessiv
ely lon
usually worked at an intensive pace. b4 g, they are

'In the assembly Operations, there is evid

ence to suggest that
a more stable workforce would not maintain the pace gg work
That is, to some degree, the young workers are 'burnt out!' by

the inherent monctony and adverse conditions. In the absence

of the very rapid turnover and tRe young age of the labour

force, companies would be unable to maintain +h i
(21) - (our italics). @ very high pace'.

If this is not sweated labour, then what is sweated labour 2

(20) ILO : Yearbook of Labour Statistics (pp. 440-441)

(21) UNIDO : "EP%s in Developi i
plng Countries" UNIDO i
on Structural Changes - N°19, August 1980 (P.3¥??klng raper

PROFITS

There is not much point in urging advances in wages and
improvements in conditions if the companies concerned objectively
cannot afford them. Maybe this is,a correct policy in a developed
country in times of full employment. The Swedish Trade Union
Movement took once the view that ‘firms that could not pay the
going wage rate, should, if necessary, be made bankrupt.

This is certainly not a recipe for success where other jobs for
the redundant workers are just not available.

The ITGLWF report showed that the girls in garment factories in
the Sri Lanka Zone are earning wages of USE 1 per day (I said per
day and not per hour) i.e. about 12 US cents per hour.

In one factory I visited in Sri Lanka, I learned that the girls
produced an average of 20 pairs of jeans a day, which were sold

in USA for USg 40 per pair. 1In other words, these girls.were

each producing daily exports worth USg 800, for which they were
paid only USg 1. We know that each pair.of jeans costs only about
USg 2-3 to distribute. - This daily production is now probably
worth at least USg 1,000 daily - without the wages of the workers
having gone up more than a few cents. Thus, each worker is
producing profits of nearly USg 1,000 daily.

We know of frequent cases where firms in the clothing industry:

are able to get back their initial investment in a very short
period. But it is very seldom that academics or inter-governmental
'organisations even mention profits. It was, therefore, all the
more refreshing to read in the report by ILO-ARTEP that profits

in the PTZ in Malaysia run as high as 150% p.a. and, in electronics,
an astronomical 200% p.a. In other words, the investors concerned
got back their initial .investment plus 150% in the case of the

‘garment industry and 200% in the case of the electronics industry

in the first year of operation and in subsequent years they get
their investment back again and again. So that after five years

the investors in the 'garment industry get back their capital seyen
and a half times and the investors in the electronics get back their
initial investment ten times.

The added wvalue of the garment firm came to Mg 6,500 per worker,
or USg 3,200 (P.32). We are told (P.19 §2) fringe benefits
amount to between 15-25% of total wages. At 20% this makes :-

USg 60 + 12 = USE 72 monthly

li

Usg 75 + 15 USg 90 monthly .

or USg 864 and USE 1,080 p.a. respectively.
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This means that the total added value in a garment firm lies
between 3 to 3.7 times annual labour costs for skilled and
unskilled workers respectively. In other words, operating profits
come to 2 or 3 times wages costs (22}).

Yet these same employers tell us they cannot afford to improve on
the derisory wages they pay.

Frequently in the clothing and footwear industries in the zones,

we are not dealing with mammoth multinationals but relatively

small firms, many of which are domestically owned or joint ventures,
e.g. while most of the factories in the Philippjines Bataan Zone

are not wholly owned by MNCs, their access to the textile, clothing
and footwear export markets in USA, Japan, Europe or Australia is
controlled by mammoth buyers practising world-wide sourcing

such as J.C. Penney, Sears~Roebuck, Montgomery Ward and Japanese
trading companies.

These large retailers and trading houses sell products from the
zones at prices similar to those of domestic products. Thus the
worker who produces the textiles, clothing and footwear doces not

benefit because of low wages and the consumer does not benefit because

of priecing policies of the big retailers and trading houses, which
usually charge as much for imported as similar domestic products. ~

The only ones to benefit are the distributors and, to a lesser

- extent, the manufacturers. The distributors combine normal retail

with normal wholesale profit margins. The manufacturérs are often
squeezed by the large retailers to work to the latter's production
specifications and costings but nevertheless usually manage to do
very well out of the ‘operation.

ENTERPRISES SHOULD REVEAL PROFITS

The ILO Tripartite Declaration of Principles Concerning MNEs and
Social Policy states (P.10,§33) that wages, benefits and
conditions of work should not be less favourable for the workers
than those offered by comparable employers in the country
concerned. But supposing there are no 'comparable employers' in
the country concerned: it was recognized in the drafting comnittee
that frequently in the less developed countries, 'comparable
employers' do not, in fact, exist, since local industries are
likely to be on a much smaller scale, with probgbly lower profits.

Therefore, a special clause was inserted in the Declaration *o
cover LDCs. This reads as follows :-

'"When multinational enterprises operate in developing countries
where comparable employers may not exist, they should provide
the best possible wages, benefits and conditions of work,
within the framework of government policies. These should be
related to the economic position of the enterprise, but should

(22) 1In Europe, for example, a company will feel it is faring

rather well if its total operating profits are equal to
" total labour costs.
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be at least adequate to satisfy basic needs of the workers
and their families. Where they provide workers with basic
amenities such as housing, medical care or fdod, these
amenities should be of good standard.

What is meant by ' the economic position of the enterprise' ?

It means that wages and benefits should reflect the productivity
and profits of the companies concerned. Now, obviously, this

.can only be ascertained through the company providing workers and

their unions with analyses of the company's profit and loss
accounts and balance sheets. This is a common practice in developed
countries where it is seen as a sine gua non for collective

bargaining between employers and unions. Thus the ILO Declaration
says quite specifically :-

'Multinational enterprises should provide workers' representatives
with information required for meaningful negotiations with the
entity involved and, where this accords with local laws and
practices, should also provide information to '‘enable them to
obtain a true and fair view of the performance of the entity or,
where appropriate, of the enterprise as a whole'.

But not only MNEs are seen as having such a responsibility,
governments also have to play a part.

'Governments should supply to the representatives of workers'
organisations on request, where law and practice so permit,
information on the industries in which the enterprise operates,
which would help in laying down objective criteria in the
collective bargaining process. In this context, multinational
as well as national enterprises should respond constructively
to requests by governments for relevant information on their
operations'. '

But we know that, in practice, these precepts are honoured more in
the breach than in the observance. We know that in LDCs in general
and in the FTZs in particular, wages are frequently based upon

legal minima, if any, and that where any sort of collective
bargaining takes place, employers refuse to come clean about profits.
Perhaps participants could give us examples of the rare cases in
which employers in FTZs have been willing to disclose their company
accounts.

Employers siould realize that refusal to disclose profits levels
in times of prosperity may back-fire in times of depressed economic
conditions when workers may be reluctant to believe that employers
making . low, or no profits, are actually doing so.

REAL WAGES AND INCOME DISTRIBUTION

The growth of productivity in Asian manufacturing industries has
been accompanied by widespread inflation and declining real wages.
Thus export-led growth has been accompanied by declining standards
for workers.
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Index of Real Wages in Manufacturing for Malaysia & Philippines (23)

(1970 = 100)
1970 1972 1974 1976 1977
Malaysia 100 94 81 86 90
Philippines 100 87.6 66 62 64

The tendency for some Asian governments to promote exports by
demoting workers has now spread to the developed countries, many
of which are cutting workers' purchasing power in an effort to
secure lower inflation, balance of payment surpluses and a
competitive edge in world markets.

In Asia too, the existing economic strategies are having the

impact of redistributing income from the poor to the less poor
and the rich (FTZs probably exacerbate this tendency) e.q.

Share of Lowest 40% of Population in GNP of ASEAN (24)

1975 Projected for 2000
Indonesia ' 16.1% 12,0%"
Malaysia 11.1% 13.2%
Philippines 11.6% 12,8%
Thailand . 11.5% 10.9%

Thus it can be clearly seen from these World Bank statistics
that the income shares of the poor are expected to fall in two
out of the four countries mentioned in the cloging years of the
20th Century, and only to rise slightly in the other two.

Judging by current tendencies the World Bank was over-optimistic
about Inddnesia and Thailand.

It is predicted by the World Bank that by the year 2000, present
economic and social policies will lead to a situation where 40%

of the population of Indonesia, Malaysia, the Philippines and
Thailand will receive only 11-13% of the GNP of their respective ¢ -
countries. What do colleagues from these countries feel about these
figures ? Can colleagues from other countries provide us with
figures about the movement of real wages and income distribution

in their countries ?

(23) U.N. ESCaAP

"Regional Development Strategies for the 1980s"
(24) U.N. ESCAP

op. cit.
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What effect do FTZs have on such statistics ?

.

Is the tendency for the rich to get richer and the poor relatively
poorer an inevitable one ? ' ’

What can unions do to arrest and reverse it ?

RESTRICTIVE LABQUR LAWS:

In order to attract foreign investors, some governments in Asia
have felt it imperative to establish laws which control and
hamstring the unions in their struggle to 1lift living standards
and working conditions of the workers. For example, the South
Korean government, oh the very day it enacted the Free Export Zone
Establishment Law, also passed a special law concerning the
regulation of labour unions and their disputes with firms backed
by foreign capital. This special law (Trade Unions and Mediaticn
of Labour Disputes) deprived workers of the right to organise .
the right to collective bargaining, the right to strike - and
furnished a legal basis for gross exploitation.

In Malaysia, the Industrial Relations Act provides for collectiva
bargaIning and for the settlement of trade disputes through
conciliation and arbitration. But awards by the Industrial rount
are legally binding : strikes or lock-outs related to recognition
of trade unions on matters connected with management functions zre
prohibited and there is a safeguard for pioneer industries during
their first five years of existence or "for any such extended
period"” against unreasonable demands of trade unions.

In the Philippines, while there is no special labour legislation
covering EPZs, this is hardly necessary since strikes are forbidden
in companies engaged in "the manufacture, or processing of
essential commodities or products for export". This ban was laid
down in General Order N°5 under the 1972 Martial Law and exter.ced
by Presidential Decree N°849 entitled "Prohibiting Strikes and
Lock-outs and Regulating Activities in the Labour Field" of

3rd November 1975. The law was further clarified in the
Presidential Letter of Instructions (L.0.I.) N°368 of 26th January
1976. Bll strikes and lock-outs in the firms currently listed

in the L.O.I. as being vital are deemed illegal (25).

Presidential Decree N°442 updates the above legislation.
Under this order, strikes are banned in ‘vital industries'.
This includes export industries. Among the 'vital industries®
listed are textiles and clothing.

As regards Indonesia - a World Bank report remarks enthusiastically
that the country has :- 'the largest remaining pool of inexpensive
and relatively literate labour in East Asia' and that :- 'labour

is not unionized and the government has largely refrained from
intervening in the labour market' (27) i.e. -it has given a free
hand to the free-hooters

(25) International Encyclopeadia for Labour and Industrial
Relations, 1980 - Article on the Philippines

(26) Book V of the Labour Code (1981) Chp.8 on Strikes & Lock-outs

(27) Par Eastern Ecdnomic Review - 27th April 1979
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In case we forget FTZs in Western Asia, may I just mention that
the Syrian Government has exémpted employers in seven FTZs

in its country from observing the provisions of the Syrian
Labour Code.

For further details see chapters on "Special Legislation and
Suppression of Trade Union Rights" in "Export Processing Zones"
ICFTU, March 1983 (pp.21-26).

What is the picture that emerges from the various official reports
I have mentioned so far ?

It is one of a labour force of mainly single young girls and

i
l

|
{

young women 16-25 (and even younger) being exploited for long houré

(per day, per week and per annum) with frequently compulsory
overtime; at very low wages (28) compared even to minimum '
standards and minimum human needs, while making such items as
clothing and electronic articles at rates of productivity at
least as high (and probably higher} as in developed countries.
These girls are usually subject to an intensive work pace, stiff
discipline and even sometimes humiliating punishment or dismiszal
in case of recalcitrance.

These young people work without adequate legal protection from
exploitation by domestic or international companies and
sometimes within a legal framework that prevents their
defending themselves by striking.

Among criticism that may be made of FTZs, the following are
among those cited by UNCTAD (29) :-

a) ‘'that the social -costs of the zones are high and that the
foreign exchange earnings nust, therefore, be corrected for
those costs, that given the 'low labour cost-oriented interest
of the operating TNCs, they so design the nature and scope
of their industrial activities in the zone as to concentrate
only on the most labour~intensive stages of producticn s

that hardly any 'technological spin-off' is likely to occur'.

b) 'the zone leads to a total dependence of the companies!ty ‘.
operating there on foreign market conditions - ‘sometimes
single markets at that - without the cushioning effects of
a local market : that, as a result, at times of recession
in the developed countries, this can lead to significant
retrenchment of labour, with all its adverse social and
economic effects to the persons involved and to the econonv',

¢) 'that the danger of exploitative labour practices being
follwed by the foreign companies in the zone is a real one,
and that even with a strong cordon sanitaire around it, the
products made in the zone are likely to be smuggled into the
domestic economy, particularly because of the price
differentials involved and the ready availability, and that

this will result in a climate favouring such economic
malpractices’',

(28) Usg 1-3 daily ,
(29) United Nations Conference on Trade and Development

"Electronics in Developing Countries"
TD/B/C 6/34 December 1978

|
|
3

CONCLUSIONS

What must be asked is, could wages in the zones in all fairness
be higher without endangering employment ? and could normal
working hours be wnrked without excessive compulsory overtime,
and without endangering employment ?

I suggest that the answer to these two questions is 'Yes'.
But long hours and low wages apply because in the FTZs profits
are given over-riding priority over people.

What can be. done ? Firstly, pressures must be brought upon the
companies concerned and the governments that connive’at, and even
encourage the exploitation. Governments should establish and
impose minimum wages and working conditions that reflect the
ability to pay and insist as a condition for establishment in ¥FTZs
that trade unions be allowed.

A Tripartite Declaration of Principles Concerning Multinationai
Enterprises and Social Poliey was adopted by the Governing Body
of the ILO in November 1977, representing a consensus formulated
by governments, employers and trade unions who are members of
this tripartite U.N. Agency, which emphasized the positive
contribution that MNCs can make to economic and social progress
and which sought to resolve difficulties to which their
operation may give rise.

A follow-up procedure now exists by which the Governing Body of
the ILO can examiné’ Gomplaints regarding eontravention of the
Declaration by individual MNCs.

" The trade union recognize that the ILO Declaration Concerning

MNEs establishes a framework of principles which MNCs should v {-.t
respect. This represents a progress compared to a situation
where no such rules existed but unions have consistently urged
the need for binding international rules concerning MNCs,

In fact, the only existing institution in which such rules may

be established is the EEC. Whether one likes the EEC or not,

this is a fact of life. It is almost inconceivable that legally
binding international rules concerning MNCs will emerge from

OECD, ILO or the UNO. .

But precisely, because of the international character of MNCs
even the most' stringent national laws are often ineffective as
the Badger and other cases powerfully demonstrate. To deal with
international companies, international laws are hecessary.

The experience in OECD, ITO and UN shows how difficult it is to
secure international rules - let alone laws or binding rules.

Secondly, observance of ILO standards should be insisted upon
in international trade negotiations.

The Second ILO Tripartite Technicai Meeting for the Clothing

Industry, which met in Geneva from 23rd September to 2nd October
1980 adopted the following resolution :-

'Noting the information contained in the general report
(Report I) prepared by the ILO, regarding the rapidly changing
patterns of international trade in the industry and the wage
levels and working conditions which continue to exist in some
countries, and the importance of avoiding unfair
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Fourthly, it is of wvital, indeed of primary importance, that
international trade, _ workers should be enabled to organise in free trade unions.

. ; he following basic principles should be ' ’ It is sometimes argued thgt it is difficult to prove that it ig
cgggéizélgg zgitcguitries, ang effectgvely observed in the the lack of trade union rights that has enabled FTZs firms t=
Elothing industry : freedom of association and the righ? to exploit workers so mercilessly. One has to ask :-
organise and bargain collectively, equality of opportunity and , ' . . . K o
treatment, and equal remuneration for work and equal ? If unions do not lead to higher wages and better conditions,

| value at the national level, secure and freely chosen employment,

why do many employers adamantly oppose them 7'
conditions of work which ensure an adequate standard of living :

" f the fruits of progress to all, the | : Fifthly,'Governments.should appreciate that gsually the only
a?gtgcgggﬁ 2§ai§eoworkers‘ health Endgsafety; ! L substantial element in added value that remains in the country,
15 b after tax and other concessions have been made to the firms
adopts this second day of October 1980, the following concerned, is the wages received by the workers.

resolution :~

' 'The evidence from EPZs in developing countries indicates that
The Second Tripartite Technical Meeting for the Clothing f the wages paid to the production workers in the EPZs account
Industry invites the Goverhing Body of the International Labour for the major proportion of domestic value added in EPZs exports,

Office - ; and, conseguently, for the major proportion of the host countfyfs
: ; foreign exchange earnings derived from the EDZs activities (301!,

1} to appeal to all states, with a view to achieving a greater

measure of respect for these principles, effectively to . : Therefore, governments should facilitate the operation of Frgc
observe in particular the standards contained in the following : Trade Unions in Free T;ade Zones s0 as to ensure that more of
relevant ILO instruments : Convention N°87, 98 and éB; ) | the added value stays in the country.
iati e Right to Organise an argain i
égiizgg?vg{Y??583;3:;z20§ng°ggl ?ng 100 (quality of g, i The ITGPWF'S Third World Congress in 1980 adopted the following
Opportunity and Treatment and Equal Remuneration), Conventions ; .Resolutlon t-
N°131 and 132 and Recommendation N°116 (Minimum Wage Fixing ; |
and Working Time), Recommendations N°119 and 122 (Securi?y ; 'ITG@WF galls upon ILQ to use every means Fo promote the full
of Employment), Conventions N°81 and 119 and Recommendation f : application of the-Trlpartlte“Declaratlon in the Free Trade
N°97 (Labour Inspection and Safety and Health of the Workers) ; Zones and World Market Factories,
i @ i curity); :
and Convention N® 102 (Social Se Va R ] Requests the IO to i
2) to invite the Director-General to draw the attention of other . o .
international and regional organisations, in particular - a) undertake detailed studies to examine the wages and
UNIDO, GATT and UNCTAD, to this resolution'. | _ conditions of workers. in Free Trade Zones and World Market.
g Factories with a view to securing working conditions comparible
Thirdly, observation by investors of the ILO Declaration of | to those applicable in the home countries of the MNE conc&rn?d
Principles Concerning MNCs and Social Policy should be laid down i and wages which reflect the profits made in the host country
as a condition for investment in FTZs. In particular the chapters

- on employment (pp.8-9) training, conditions of work and life,
safety and health and industrial relations (pp.10-13). | _ . .
It should be open to countries that import goods from other _ b) review urgently the application in the Free Trade Zones and
countries which do not observe these minimum conditions to limit World Market Factories of the ILO Declaration of Principles
such imports until such time as a remedial action is taken. Concerning MNEs and Social Policy,

This should be provided for in a clause in GATT.

ILO is doing this.

¢) press UNIDO to insist upon the application of the Declaration

Some people belittle the idea of a social clause, which is now : in all programmes for which they are responsible, and
making slow progress. But the alternative is increased protection- . ‘ _ .
ism to prevent the continued advance of de-industrialization d) urge the World Bank not to make loans to countries that fail
~and unemployment in developed countries. 1In any case, the idea ‘ to respect the Declaration'.

of international fair labour standards for companies engaged in ]
international trade has already secured widespread acceptance. . ' ‘

(ILO Resolution just referred to). (30)  UNCTAD : Export Processing Free Zones in Developing
Countries - Implications for Trade and Industrialization
Policies, January 1983 (P.21).
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At its Conference in June 1981, TWARO endorsed the International's

stand and adopted a Resolution on FTZs in Asia :-

‘While recognizing that through FTZs, governments seek to
encourage exports and provide jobs for the abundant manpower

available, and while agreeing that these are desirable objectives,

in fact, FTZs create sweatshops, hamper the achievement of human

dignity and promote exploitation by multinationals. The countries

in which FTZs are established have benefited very little, after
providing considerable concessions to the investing firms, since
the only added value that stays in the country is principally

in the form of very low wages'

'Conference therefore considers that the situation in FT'Zs
needs immediate measures to safeguard the rights of workers
to organise free trade unions, with freedom of collective
bargaining, and recommends that no effort should be spared
in remedying the alarming situation in which workers are
treated by the multinationals and domestic firms as mere
instruments of production'

‘Therefore, Conference urges the following measures :-

a) endorsing the Resolution on the FTZs adopted by the last
World Congress of our International Federation in Vienna,
Austria, in 1980, Conference urges that all affiliates of
the ITGLWF in Asia seek the implementation of the Resolution
and in particular the application of the ILO Tripartite
Declaration of Principles Concerning Multinational
Enterprises and Social Policy,

b) the trade unions should exert pressure on all decision~
making bodies in their respective countries to eliminate the
restrictions on unions in the FTZs and discourage the
establishment of further FTZs without consultation with
trade unidns (See ILO Declaration).

¢) conference is of the view that, unless trade unions secure
close co-operation among themselves to adopt. policies to
check the adverse effects on the rights of workers in FTZs
in Asia, they will not be able to eradicate exploitation
by multinationals and domestic firms in the FTZs, Therefore,
more details about the activities of the FTZs in our region

should be collected with the help of affiliates for future
guidance of all concerned,

d) TWARO should find ways of helping affiliates to organise
trade unions in both multinationals and domestic firms in
FTZs s0 as to ensure the improvement of the employment
conditions including wages, hours and guaranteed rights,

e) conference requests affiliates of ITGLWF in home countries
of the MNCs to exert pressure on their head offices so as

rapidly to improve the wages and conditions o
i f employees

£) finally, Conference insists that the Multifibre a
rrangement
{Mra) should inqlude a social clause which weould compgl
countries engaging in international trade to recognize
the fundamental human right to associate in free trade
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unions, ratify ILO Conventions and promote the regular

improvement in working conditions and social standards’'.

I hope I have convinced you that it was not a misuse of words
to describe FTZs as 'Sweatshops in the Sun' as ITGLWF and TWARQ
did and that action is urgently needed.

As to whether FTZs are ‘'Spearheads of Industrialization' I will
leave that to the othexr lecturers to deal with.

A few concluding points :-

1) ILO and ARTEP should be requested that discussion of their
reports on FTZs should include trade unions.

2) ITGLWF has requested ILO to organise a seminar on its FTZ
reports.

3) ARO-ICFTU should request that FTZs should be placed on the
Agenda of the next Meeting with Asian Ministers of Labour.

4) We should urge discussion on FTZs at an early annual L0
Conference."

Abbreviations

ILO-ARTEP : Asian Regicnal Team for Employment Promotion
ARTEP is responsible for implementing the Asian
Employment Program, part of ILO's World Employment

Program.

UNCTAD : United Nations Conference on Trade and
Development.

EPZ : Export Processing Zones

FT2 : Free Trade Zohes

EPZ and FTZ are often used interchangeably, e.g. the World
Export Processing Zone Authority defines an Export Processing
Zone as :~ 'All government authorized areas siuch as free
ports, free trade zones, custom free zones, industrial free
zones or foreign trade zones, or any other type of zone as the
Council may from time to time decide to include'.
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Development of Industrial Relations in South East Asia

by Mr Hiroaki Washio, Senior Researcher, Economic Co-operation
Department, The Institute of Developing Economies (Japan)

My paper contains four parts: (a) A brief survey on the background
of industrial relations in South East Asian countries; (b) An
analysis on the logic of modern factories; (c) An analysis of the
causes of labour disputes; and (d) Some discussions on the
improvement of industrial relations.

(a) A brief survey on the background of industrial relations
in South East Asian countries

Historically, the character of industrial relations in South East
Asian countries is different from countiry to country. Malaysia and
Singapore are very much influenced by British industrial relations
and labour legislation through many years of history.

The Philippines is very much influenced by the American industrial
relations system and labour legislation.

Indonegia and Thailand are a little different from the other three
countries., In Thailand, the first labour legislation was introduce”
in 1958 and it very much restricted the labour movement until the
1970s. In Indonesia, the labour legislation is not comprehensive.
Trade unions were recognized only in the 1970s in Indonesia.

So these historical characters influence to a great extent, the
present day trade union movement and also workers' and managers'
relationship in the workplace. 1In the South East Asian countries
there was an upsurge of trade union activities in the late 1960s
because it was around this time too that manufacturing industries
were set up in this region. So after the 1960s wage-earners began
t0 Increase steadily in these countries. There was also a rapid
migration of labour from the rural areas to the urban areas. So

in the 1970s we could also see a phenomenal growth in the population
of urban areas of most of the South-East Asian countries, OFf course
the population growth cannot be attributed to the establishment of
industries alone. The conditions prevailing in the rural areas too
must be taken into account. However, it can be said that one of the
major reasons for the growth was the establishment of many
enterprises in the urban areas.

The increase in wage earners, especially in the manufacturing
industries, is an important factor for the growth of the trade union
movement. So the 1960s and 1970s could be said to be a period of
great expansion for trade unions in the Asian countries. For
example, in the Philippines, Indonesia and Thailand, there was a
rapid Increase in the number of textile, metal, and automobile
workers., With the influx of capital from developed countries it
also bgcame necessary for trade unions in South East Asian '
countries to exchange information and experiences with trade unions
in Japan and the European countries. So the exchange of information

and experiences at the workplace of these manu i ; ;
developed very rapidly. P nufacturing industries
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With the growth of trade unions in these countries, frequent
amendments to the labour laws seem to be a common phenomenon. In
1974, major amendments were made to the Philippine Labour Code
Qualification. 1In 1972 and 1975, Thailand enacted major labour
laws and regulations concerning Industrial Relations. Singapore
and Malaysia too have often amended their labour laws and
regulations.

The administration of labour has also changed quite rapidly in these
five countries. For example, in Singapore the National Wages'!

Czuncil was set up to control or influence wage determination. 1In
Thailand an overseas employment service was set up with many offices -
beuh in the metropolitan and up-country areas. The minimum wage laws
of Thailand and Indonesia are also new developments. These new
developments have a great influence on the labour movements in the
Asian countries.

The majority of the industries being set up in the South East Asian
countries are light industries characterized by modern mechanical
automation systems requiring very simple manual labour and not
complicated or skilful labour to operate,.

Another characteristic of the industries being set up in the South
East Asian countries is their joint-venture nature. They are either
joint ventures or subsidiaries of MNCs (or both).

The above-mentioned characteristics have influenced to a great exten-
the trade union movement and industrial relations in these countries .
The factory system consists of a combination of a small number of
highly qualified technicians with manual labour. This means that
there is no need for semi-skilled workers. The technicians or
managers can supervise every part of the factory and maintain the
flow of production. This characteristic is to be found in textile
garment and electronic factories. Historically, we understand that
workers who began at the bottom had the opportunity to rise higher
through the promotion process, But nowadays this is no longer the
case.

Production processes in most factories embrace the raw material
stage to the finished product stage. That being the case, if thers
is some interruption in one section, the entire production process
comes to a grinding halt. This is a new character of modern
factories,

Factories can be established anywhere under certain conditions which
means that companies have the right to select factory sites. If
conditions are not favourable in one country, they will move on to
another country. As a result, companies are in an advantageous
position over workers, when it comes to industrial relations.

In most of the joint venture companies, the work system and
management policy are quite foreign: As local workers are not
familiar with the ways of foreign management, this too gives rise

. to industrial disputes.
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Communication problems between foreign managers and local workers

do exist. E.g. in Japanese joint venture companies, the Japanese
staff are not familiar with each host country's language, customs,
habits and living conditions of the workers. So many misunderstandings
arise in the process of negotiations.

In my survey, I found many cases where conflicts had arisen throuyh
the communication gap. Trade unions have to actively search for
solutions to problems that arise as a result of this.

Next is the decision-making process. Decisions pertaining to
ractories are not being made in the factories themselves but in the
main offices overseas. E.g. in Japanese Joint venture companies,
many management policies are made in Japan. The situation is the
same with European firms too, These MNCs have one world-wide .
management policy. For example, how much should be produced in the
countries in which they operate is decided upon by the head office.

Now we move on to the analysis of the logic of modern factories. In
ASEAN countries, modern factories and their development is very much

dependent on the MNCs. So the motives of these MNCs are multifold.
I wish to pinpoint only four.

To seek a cost saving production site. For example, in Japan labasur
and land cost increased tremendously in the 1960s and 1970s. There¥ore
in ordgr to get cheaper labour and production sites, Japanese
companies began to seek opportunities overseas,

Another motive was to increase their market share in the countries

in which they invest. For example, the textile
industries in the ASEAN countries. and automobile

The third motive for investment is the market share increase policy.
By investing in the ASEAN countries the MNCs get a chance to gxport

more to the developed countries by utilisin
to the deva]opjng countries. Y g the quotas allotted

The fourth motive is the increased export of equi dustrial
parts from advanced countries to developing Cogn%nggf and in i

The conditions under which MNCs seek to i
balance are as follows:

mprove their profit/loss
(a)} Consecutive and stable bringing in and t
: aking ou
materials and products. If thara i1s some lgtgrﬁugilggwiﬂ
the intermediate process, it is easy for the factories to be
damaged. The setting up of EPzs Is to meet this need of MNC:.

(b) A stable supply of energy, i,e, electricity

factories. If there )
goods' suffers. IF there are s Y, the quality of manufacture!

electricity, each factory has toogtcomlngs In the supply of

k nstall its own generator. If
there is a drop in the sy g
also not work properly, Prly of electricity, the machines will

(¢} -Good infrastructure for industp
. Y like electricit troleum
roads, harb Y., petro )
their childgng’ ships, hospitals, schools for the workers and
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(d) Increase of productivity ratio in any field. The
productivity ratio can be calculated in many ways, by time,
input cost.per capita labour and invested capital. These
modern factories are very concerned with each productivity
ratio.

(e) Modern factories are concerned with time saving at every
process of production. Workers who are not that time-
conscious in their everyday life find it difficult to adjust
to strict time-keeping at the factories.

(f) The next is financial constraints. The modern factories
exist in a very competitive situation in each country and
also in the world market. '

(g) Tax constraints. MNCs seek countries with favourable taxatich
and also wage cost saving.

(h) MNCs are concerned with the speed with which governments of
the host countries process their requests. MNCs are afraid
whether they would be permitted to install new machinery and
increase their production capacity. MNCs also want to know
whether foreign advisers would be granted work permits easily.
They are also concerned with the political stability of the
country. They are very much afraid of coups d'etat and are
reluctant to invest in politically unstable countries.

If the above conditions are met, MNCs prefer to invest in:

(1) Industrial Estates in the metropolitan areas because of the
readily available infrastructure, labour and closeness to
seat of government.

(2) Special Industrial Zones like the EPZs in Bataan, Philippines
and Bayan Lepas, Malaysia. In these special industrial zones,
government prepares the necessary infrastructure and many
concessions are given to the factories that invest.,

The important question is whether factories can survive with on, g
this protection and concessions? I wish to say "NO", because
without workers' support, the everyday performance in the factorjes
cannot be maintained.

One of the main areas of labour disputes in ASEAN countries occur
on matters not within the ambit of industrial relations (industriai
disputes). It is transformation of society and transformation of
everyday activities of workers. When the workers move from the
traditional community (rural households) to modern factories they
experience a complete change in circumstances. The traditional
character of agricultural work which places emphasis on
relationships with neighbours changes in the factory system. The
factory system is very time-saving, cost-saving and organised and
systematic living is needed. So the thinking, habits and activities
are quite . different from traditional society.
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Sixty to seventy percent of labour disputes arise out of this
friction of traditional community and company discipline. But in
the last ten or twenty years, through experience, this proble, is
slowly being overcome.

Next is the problem of communication and mutual understanding. +Vhe
thinking of the foreign manager and the worker is different. As
such there is a communications gap. When we talk about the work
time or salary or fringe benefits, there are big differences which
cause labour disputes.

Then there is a problem of human relations, e.g. whether there is
personal liking or hatred between the section chief and workers

Problems do arise if there is a lack of on-the-job training or
industrial safety education. If there is enough of these, many

industrial accidents which give rise to industrial disputes could
be avoided.

Next are problems that arise from employment contract clauses. In
some factories, they have detailed contract clauses which when
misread or misunderstood, give rise to industrial disputes. It
is always advisable to have as simple a contract as possible,

Sometimes delays on the part of government give rise to industrial
disputes,

Recommendations for the Development of Sound Industrial Relations

It is important to develop mutual understanding between employees and
management. Through meetings, experience is gained, communication,

adaptation to factory work, understanding of customs and dos and
don'ts are developed.

Workers must know themselves fop their own autonon
strengthen their bargaining position, the trade un¥6ns must
undertake household surveys on workers and surveys on the basic

needs of workers, Unfortunately, in ASEAN countries, labour unions

do not undertake these surveys. It is adv
surveys at least once a3 year, ' Isable to conduct sucn~i

In order to

Next, trade unions must maintain a constan
conditions and constantly keep track of Fae
such a check is not maintained

heck on working
management's activities. If
» Management will do as they please.

collective bargaining. In order

to bargain effectively, it is important tg know the strength of the

It is also important to study the government's manpower policy.

The economic¢ situation of industr
especially, influence the world e
Workers' well-being depends very

ies must also be studied., MNCs,
conomic situation very much.
much on the world economic situation.

Rules on industrial relations, collectiy
act@vity and employment contracts ete
Having such rules would minimise labo

e bargaining, workplace
» Must also be established,
ur disputes,
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Rudy Maex - Free University of Brussels:

Employment and Multinationals in Asian Export Processing Zones*

The Role of Export Processing Zones

Historically speaking, Export Processing Zones (EPZs) are a

further development of the free ports which were established during
the colonial era in order to encourage entrepot trade. EPZs(1)
differ from the free ports mainly in allowing also industrial
activities to be undertaken within the boundaries of the zone.

Basically, an EPZ could thus be described as being a relatively
small, geographically separated area within a country, into which
certain types of goods, either in the form of raw materials,
component parts, semi-finished or finished products, can be brough -
without the payment of customs duties. After the goods have

been assembled, processed or manufactured, they can again be
re-exported without payment of duties.

‘Manufacturers wishing to establish themselves in these zones are

usually provided with various fiscal and physical incentives.
These include among others, well-developed infrastructural
facilities, such as land, electrical power, telecommunication
systems, water, sewerage and buildings; fiscal concessions and
subsidies, of which tax holidays are most important; and the
absence of restrictions of foreign ownership, foreign exchange and
repatriation of dividends. Even though every country has

1ts own peculiarities, for example, regarding the permission of
sales to the domestic market(2), the admission of local investors
in the zones(3) and the facilitation of purchases of locally

* The present paper Is a summary of a study written by the autho/ "
while he was a staff member of the Asian Regional Team for
Employment Promotion (ARTEP) of the International Labour
Organisation. The author draws extensively on the findings of
the ARTEP field work for the research project on EPZs.
Additionally a number of field investigations were undertaken
to enlarge the data base for this present study.

(1) Several other designations are also in use for the same
phenomenon - allowing for some variations. These include the
terms free export zones, free industrial zones, free trade
zones, export industrial zones, investment promotion zones,
special economic zones, in bond zones, etc......

(2) In some countries, local sales are not allowed, in others (sui»
as Malaysia and the Philippines) they may go up to 10 or 30
per cent of total sales.

(3) In the Republic of Korea and in Pakistan, domestic ownership
is restricted to joint ventures. In the Philippines, S$Sri Lanka
and Malaysia, entirely locally owned firms are also allowed
in the zones.
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produced raw materials free from export duty(l), the incentive
package offered to potential investors dlffers.very li;tle
from country to country and follows very much international
guiding recommendations.

Also the type of industrial production found in EPZs is almost
identical across countries. Indeed, practically every industrial
venture located in an EPZ can be described as being labour-
intensive, relying predominantly on foreign inputs (capital,
materials and managerial skills), and on the export market for the
sales of the bulk of its output. The range of products
manufactured in the zones is restricted and manufacturing
activities are confined to the assembly or simple processing

of imported components. The similarity of the zones located in

a great variety of countries is striking. But it can be argued
that it is precisely the role of the zones to eliminate country
specific differences which may constitute an obstacle to the
particular type of foreign direct investment for export-
manufacturing which is often referred to as "offshore production"
or "worldwide sourcing" by MNEs.. The.attraction-of offshore
production for MNEs in Third World countries is primarily
connected with their vast reserve of comparatively cheap and
sufficiently skilled workers for labour-intensivye assembly and
simple processing(2). Offshore production is therefore widely
practised in sectors where technological change allows the

production process to be fragmented into a labour and capital-
intensive production phase,

of course,_production processes which are labour-intensive from
start to finish, also qualify for location in EPZs. In the latter
case, the whole manufacturing process may be moved to EPZs. By
loca11§1ng the dxfferent phases in developing and industrialized
countries respectively, use can be made of the comparative
advantage of each type of country, i.e, relatively cheap labour

in developing countries for the labour-intensive phases, and
advanced methods in the industrialized tountries for the skill-,
technology- and capital-intensive phases.

The sectors where sourcing by MNEs in the Third World is most
common are the electronic and electrical industries and certain
segments of the textile-related industry. These account, on
average, for more than half of all the exports of manufactured
products from the developing market economies {n South ard East

Asia as is shown in table 1.1. There are variati r
as regards the composition of these sectors. TﬁugTs£e22¥?;e ,

fabrics and clothing account for more than 40
export earnings from manufacturers in Hong Kongerlgg?z ozhzhe
Republic of Korea, Macau, Pakistan, Sri Lanka aﬁd Thailand.

: . . ocal raw materials was one of
the explicit objectives for opening up the Fpy inngtunayake.

. Kreye:
Division of Labour (Cambridge, CamgﬁidThe New International

p. 303 J.M. Finger: ‘Tariff-Provisio

ns
and the Exports of Deve]oping Countries'TOthngggg;iéssembly
ambridge University PFessTT duns 1975

ge University Press 1960)
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Electrical machinery is relatively important (more than 10 per
cent of the earnings) in Hong Kong, Republic of Korea and Thailand
and very important (more than 35 per cent) in Malaysia and
Singapore. Electronics and textile products are also the main
output in the export processing zones. Other miscellaneous light
manufacturers, such as sports goods and toys are also significant.

Of course not all of this manufactured production is accounted

for by MNEs and only part of it occurs in Export Processing Zones,
Especially in the textiles and garment industries using
technologies which are easily accessible to firms from the Third
World, a significant portion of the total output is produced by
domestic entreprises. Still, for these firms the marketing is
very often controlled by great multinational trading groups, such
as Sears Roebuck, J.C. Penney, Montgomery Ward and a considerable
number of other - most}y Japanese - trading companies(1l);

While much of the production for manufactured export goods is
still undertaken by domestic and multinational firms outside EPZs,
there has been a steady rise in both the number of zones and the
number of multinational plants located in them(2). B8y 1980, 53
export processing zones had already been established in about 30
developing countries(3).

In developing South and East Asia, by late 1981, about 25 zones
were operational in 7 different countries as can be seen together
with further details from the table in Annex 1. More than one
third of the zones in developing South and East Asia were located
In Malaysia. Among the other countries with more than one zone

in operation were China 4, the Philippines 3, the Republic of

Korea 3, India 2, and Taiwan 3. By the end of 1982, five more

EPZs were scheduled to commence operations, two in the Philippinecz,
one in Pakistap one in Indonesia and one in Thailand. At least
another 25 were in various stages of planning and implementation{4).

{1) R.T. Snow: "Multinational Corporations in Asia, The Labour
Intensive Factory', The Bulletin of Concerned Asian Scholars,
Vol. II, No. 4, 1979, p. 27

(2) The relative importance of offshore investment in MNCs in EPZ:.
in comparison to total multinational investment varied widely
from country to country. 1In Malaysia, up to!}9787 -the paid-up
foreign capital in EPZ enterprises accounted for 17.6
per cent of the total paid-up foreign capital in all MIDA-
approved industrial ventures. 1In the Philippines, on the other
hand, from 1970 to 1979, only 1.5 per cent of the total
inwardly remitted equity capital went to EPZ firms. Finally,

in Sri Lanka, in 1979 and 1980, private investment inflows in ..

EPZ enterprises were 3.5 times higher than the private
investment inflows in industrial and trading ventures outside
the EPZ,

(3) J. Currie, Investment: The Growing Role of Export Processing
Zones, The Economist Intelligence Unit, London 1970

(4) OF which 13 in the Philippines and 5 in Malaysia.
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Table 1,1

Percentage Share of Textile Fabrigs and Clothing and

Electrical Machinery in Total Exports of

Manufactured Goods,(a) Selected Years, Selected Countries

Year Country Textile Electrical Textile Fabrics,
Fabrics & Machinery(c) Clothing and
Clothing{b) Elec. Machinery
1877 Hong Kong 48.2 15.2 63.4
1976 India 47.8 3.5 51.3
B Rep. Korea 44.6 12,6 57 .2
1976 Macau 33.8 0.6 94 .4
RS Malaysia 13.3 45.9 59.1
077 Pakistan 56.5 0.1  56.6
1380 Philippines 35.6 1.6 37.2
Se7n Singapore 7.2 36.1 43.3
19717 Sri Lanka 54.0 0.5 54 .5
1a77 Thailand 44 .4 11.2 56.6
fotes: (a) Standard International Trade Classification (SITC)

sources: 1.

5 to 8 minus SITC 68 (Non ferous-metals)
SITC 65 + 84
SITC 72

United Nations: Handbook of Internatio. 1
Development Statistics, 1979 nal Trade and

Malaysian Industrial Development Auth .
Report 1980, Kuala Lumpur, 198) ortty (MIDA): Annual

Central Bank of the Philippines: i

Manila, 1981 ppines: Statistical Bulletin 1980,
Central Bank of Ceylon: Revie

Colombo, 1981 W _of the Economy 1980
Department of Statistics: Yea}b

Singapore, 1982 00k of Statistics 1981/1982,
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Also in Hong Kong and Singapore, a vast number of industrial
areas can qualify as EPZs. Hong Kong and Singapore are indeed
free ports by themselves, that is the entire territory functions
as a free trade zone. Therefore, the industrial sites located
within these countries fulfil basically a similar function as
the specific EPZs in other countries.

The increasing importance of the export processing zones in
developing Asia should however not only be judged from the increase
in the sheer number of zones. A certainly more precise indicator
nf their importance is the relative share of zone exports in the
total exports of manufactures of these countries. Thus, in the
Republic of Korea, FTZ exports accounted in 1979 for 4.5 per

cent of total exports of manufactures. In Taiwan, in 1979, the
percentage was 9.6 per cent. In the Philippines and Sri Lanka,
in 1980, EPZ exports accounted for 12.3 and 25.8 per cent of
total exports of manufactures and in Malaysia, in 1979, fér 40.9
per cent. Finally, labour-intensive offshore production by MNEs
accounted for roughly 10 per cent of the manufactured exports in
Hong Kong and for 40 per cent in Singapore(l),

It would appear from these figures that except for Singapore, EPZs
were relatively more important in countries which have advanced
less on the road of export-led industrialisation or may not even
have opted for this as their major orientation. Sometimes, the
establishment of EPZs may indeed have been the first in a series
of steps planned in order.to boost exports of manufactures in
general, By creating EPZs, national authorities in some countries
may have intended to overcome for a small segment of the economy
existing institutional and factual export barriers. In particular,
protection for industry on the local market seems to act
frequently as a disincentive to the growth and diversification of
manufactured exports from the country. The elimination of such
export disincentives, for the whole of the economy, might have

led to resistance from the local entrepreneurs. On the other
hand, experience has shown that the creation of an EPZ has hardly
ever run up against organised resistance from manufacturing
entrepreneurs. Despite the creation of an EPZ, the rest of the
economy might indeed remain completely untouched. If desired
gradual reforms could then be introduced for an eventual
reorientation towards exports from the rest of the economy.

This latter scenario appears to have been followed in Sri Lanka.
An EPZ was installed here at the very beginning of the
liberalisation of the exchange system(2). In another case,
Malaysia, where most of the EPZs have now been in existence for
about 8-10 years, the government has still maintained much of the
old regime outside of the export processing zones. This has

been confirmed by a recent World Bank study which noted that much

{T) Business Week predicted that by 1985 about z0 per cent of worlc
trade will pass through EPZs. This statement was based on a
forecast by an American consultancy firm: see Business Week
12 November 1980, quoted from the EPZA-Newsletter, Vol. 1T,

No. 4, Manila 1980.

(2) No full trade liberalisation has taken place, however. Thus

all textile imports are still banned.
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of the incentive system in Malaysia still works with an anti-
export trade bias(l). The only countries where exportlng by
domestic manufacturers has clearly become as inducive as .
producing for the local market are the few leading exporters in
the region including Taiwan, Hong Kong, the Republic of Korea and
Singapore., As mentioned before, it is hard to make a neat
functional distinction in Hong Kong and Singapore between EPZs and
industrial estates in the rest of the country - if at all possible.
In the Republic of Korea, a larger economy than that of the two
other mentioned leading exporters, export incentives have been
«idely spread over the whole economy and as a consequence, export
industries there have tended to disperse away from the zones.

In summary, therefore, EPZs have served very much as an instrument
of transition to attract MNEs to export manufacturing. Sometimes,
the creation of the zones is an isolated export effort by
governments. More usually, however, EPZs appear as parts of a
major reform programme aimed at boosting the exports of
manufactured products for the whole economy. In both cases,
governments expect that the EPZs will significantly contribute to
the fulfilment of various development objectives including the
creation of new jobs, the training of skilled workers, an increase
in foreign exchange earnings and the transfer of technology.

(17 WorTd Bank: WMalaysia's Manufacturing Sector = be
Issues_and Opfions, VoI. IT (Washington, T98TT, pYeégpmeni
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The Employment Effects of Asian EPIs

1. The Structure of Investment in Asian Export Processing Zones

From the earlier analysis, it is not surprising to find that most
enterprises located in EPZs are either completely foreign-owned
or take the form of joint-ventures between local firms and
foreign MNEs. This is also the case in the Asian EPZs. Only in
India, the Philippines and Sri Lanka, the percentage of wholly
domestically owned, enterprises is rather significant.

L3 far as the nationality of the investors is concerned, the
picture differs clearly from country to country. This is due to
differences in geographical or ethnic relationships {the latter
being especially important for overseas Chinese capital), etc.
In the Philippines, for instance, the bulk of foreign investment
came from the United States (30 per cent). 1In Sri Lanka, on the
other hand, Hong Kong was the most important investor as far as
the number of firms with foreign equity is concerned. Finally,
in the Republic of Korea, Singapore and Malaysia, the largest

in number were the Japanese investors.

With regard to the sectoral distribution of EPZ enterprises, the
picture is far more homogeneous. This is illustrated in table 2.1.
It shows that in 1978 and 1979, only two industrial sectors
accounted for precisely 80 per cent of the total number of
establishments in the EPZs of Malaysia, Sri Lanka and the Philippines.
These sectors were textiles, woven apparel and leather industries
(ISIC 32) and fabricated metal products and machinery and equipment
(ISIC 38) further referred to as "engineering industries"®.

The specific products most frequently manufactured in the EPZ
enterprises were semi-conductors, radios and various kinds of
garments.

2. The Direct Employment Effects of Asian EPZs

Compared to the total labour force and employment of the region, the
number of workers employed in the Asian EPZs is still very small.

In 1980, direct employment in these zones was approximately 500,000.
Table 2.2 shows how this was distributed between countries.

Almost 50 per cent of this total employment in Asian EPZs was
situated in only two countries, viz. Singapore and the Republic

of Korea. Other countries with comparatively high employment
numbers in EPZs were Malaysia and Hong Kong.

In relation to total employment in the organised manufacturing
sector the impact of EPZs varied from country to country. In
Singapore, one third of the workers in organised manufacturing

were employed in the EPZ type of industries., As a very high
percentage of Singapore's total labour force (27 per cent) is found
in manufacturing, EPZ employment provided the livelihood for a
substantial part of the working population namely some 10 per

cent. None of the other countries equalled this percentage.

In Peninsular Malaysia, 23 per cent of manufacturing employment was
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provided by EPZs and total manufacturing employment accounted

for only 10 per cent of the total labour force. EPIs contributed
thus to about 2 per cent of overall employment. In Hong Kong

and the Republic of Korea - two countries which similar to
Singapore - are highly industrialised (manufacturing employment
accounting for 46 and 23 per cent of the total), EPZ employment
represented less than ! per cent of total employment in the

first case and some 4 per cent in the second. This is due to

the fact that these countries rely for their export-manufacturing
less on foreign direct investment than various other countries

of the region. Ffinally, in India, the Philippines and Sri Lanka
the contribution of EPZ employment to total manufacturing
employment ranged from 7.6 per cant to 0.1 per cent. EPZ
employment thus constitutes only a minor fraction of the total
labour force in these countries. While, therefore, in 1980 in
both absolute and relative terms, the role of the EPZ employment
was smal! in most Asian couniries, EP7 employment wes a dynamtc
and sigriiicant factor for several couniries in the realor Su
terms of its contribution to the growth in new job opportunities.
Since their establishment EPZs nave accounted for at least 60

per cent of the manufacturing employment expansion in Malaystia and
Singapore and for about 10 per cent in Hong Kong, the Philippines
and the Republic of Korea.

Taking account of the ownership patterns and sectoral distribution
of EPZ enterprises discussed befora, it is obvious that most of
the employment creation in EPZs was induced by investment from
foreign MNEs. Owing to tra hesvy concentration of EPX3 an
relatively few industries MNE investment in thesz zonsos GEE IR
therefore, an important factor for new job oppertunities in such
sectors as electronics, textiles and clothing. According to a
UNIDO estimate about half of the Asian EPZ workers were employed
in electronics faciories(1l), a sector of considerable MNE
penetration. As could be expected from the sectoral distribution
of enterprises (Table 2.1), EPZ-based electronics and garment/
textile enterprises taken together accounted in the three countries -
Malaysia, Philippines and Sri Lanka - for at least 2/3 of total
zone employment, and a similar pattern can be assumed also for
other Asian countries (Table 2.3). It is, however, interesting
to note that the relative employment importance of both sectors
varied widely. Some zones of countries were more specialised

in electronics with a corresponding high employment share, others
showed a heavy employment concentration in garments and/or
textiles, In Malaysia, electronics accounted in 1979 for 75 perr
cent of zone employment, and garments only for 3 per cent. In
Sri Lanka, on the other hand, in 1981, the relative contribution
of the two sectors was 2 and 90 per cent respectively. Garments
predominated as the sector of greatest EPZ employment also

in other Asian low-wage countries such as the Philippines and
Bangladesh.

(1) UNIDO:E

Xport Processing Zones In Davelopin Lountries, (Vienna,
1980) p73B o !
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Table 2.1

Sectoral Distribution of Zone Enterprises in
Malaysia, the Philippines and Sri Lanka

ISIC Group Total Malaysi ippi Sri Lanka
(1979) 80 (1981)

11 Agriculture 1 - - 1
31 Food, beverages &

Tobacco . 4 1 1 2
sZ Textiles, woven _

apparel & Leather

industries 60 11 27 22
33 Wood & wood products 4 1 2 l
34 Paper, paper products

printing & publishing 1 - 1 -
5 Rubber & plastic products 11 2 5 4
36 Non-metallic mineral prod. | - 1 -
38 Fabricated metal products,

machinery & equipment 80 55 24 1
249 Other manufacturing

industries 11 4 6 1
63 Restaurants & hotels 1 - - 1

175 74 67 34

Source:

l.

Sri Lanka: Information provided by Greater Colombo

Economic Commission (GCEC).

Philippines: Export Processing Zone's Authority (EPZA),

Annual report,.

Malaysia: Information provided by Malaysian Industrial

Development Authority (MIDA).
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Table 2.2

Employment in Asian Export Processing Zones

Country Employment (Year) 52:3?2%23?122
Employment(a)

Hong Kong 70,000(b) (1979) 8.0

India 3,100 (1980) 0.1

Malaysia 73,100(c) (1980) 23.4

Rep. Korea 121,700(d) - 5.1

Philippines 22,800 (1980) 3.2

Singapore 105,000(e) (1980) 35.7

Sri Lanka 14,700 (1981) 7.3

Taiwan 80,200 (1979) 3.9

Notes: (a) In organised sector

Source!

(b) Employment in wholly-foreign owned firms only.
{c) MWest Malaysia

(d) 31,000 in two EPZs (1979} plus 80,000 in seven export
industrial estates (1975).

(e) Estimate of employment in EPZ type of industries
(export-oriented, foreign owned firms in textiles,
garments, electronics, etc).

Table 1 in Annex and Table 5 of ILO Year Book of Labour
Statistics, 1981
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Table 2.3

Sectoral Distribution of Employment in
Selected Asian Export Processing Zones

Sector ISIC Code Malaysia Philippines(a) Sri Lanka
(1979) (1980) (1981)

Food, beverages

& tobacco 311-312 271 156 657
Textile products 321 7,953 272 -
Garments 322 1,884 8,411 13,261
Footwear & leather

products 323-324 247 1,662 -
Weod & cork

products &

furniture 331-332 234 349 52
Paper products 341 - 191 -
Rubber products 355 1,824 - 185
Plastic products 356 - 651 -
Motal products &

#achinery except

electrical 381-382 1,231 - -
Elwctrical

machinery (including

electronics) 383 51,582 2,814 291
Transportation equip. 384 221 2,066 -
Prof., scientific,

measuring &

controlling equip.

photographic &

optical goods 385 2,549 74 -
Other manuf.

products(b) 390 988 3,588 235
Wori~industrial

activities - - 59
Total 69,221 20,203 14,740
Note: Bataan Export Processing Zone only,.

Source:

(a)
(b) Such as toys and sport articles, etc.
Malaysia:

Calculated from unpublished data supplied by MIDA.

Philippines: H.L. Ngo, Policies to Attract Export-Oriented
Industries: The Role of EPZS in the Philippines, Freiburg,

Institute tTor Development Policy, 1982, p.6l

Sri Lanka:

Zone:

D. Ramanayake, The Katunayake Investment Promotion
A Case Study, ILO-ARTEP, Bangkok, 1982, p.d6
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EPZ investments indirectly affect employment in several ways

although practically none
precise statistical terms

employment effects - a complete assessment is made impossible

because of the problem of
Indeed, it is practically
the direct and indirect al

?he absence of EPZs. Keeping these important limitations in mind
1t can, nevertheless, be said that the main indirect effects of
EPZs are - at least in theory - the potential increase in
government revenues resulting from the presence of the MNEs in the

zones, the increased avail

transfer of skills and technology, the emergence of forward and
backward linkages with firms located out of the zones, and the

impact on firms which are
enterprises.

On the other hand, in most
effects induced by the ind
electrical machinery, text
fairly limited whether pro
EPZs(1). Of course, in th
at work will tend to be ey
investments take place in

off from the rest of the e

As far as §gyernment reven
S

of these effects can be measured in
and - as in the case of their direct

evaluating the "alternative situation".
impossible to say what could have been
ternative employment possibilities in

ability of foreign exchange, the
directly competing with the EPZ

developing countries, the multiplier
ustrial production of electronics,

iles and garments, can be assumed to be
duction takes place inside or outside
@ case of EPZs, the multiplier effects
en less significant because the

enclaves which are practically sealed
conomy.

ues are concerned, it is uncertain

whethgr EP do have the p
beneflps, especia}ly in th

Zone authorities are frequ
current expenses. [n the
10 pay for the deficit(2).
capital expenditure and op

In the case of EPZs, however, com
gradual}y tends to erode the
of the incurred capital expen

view of the increasing number of EPZ areas, EPZ authorities tend

otential of yielding substantial
e short or medium run. Public investment

ently not sufficient to cover the

latter case, the government usually has
It_should be mentioned, however, that

eratlonal_costs of EPZs are:not very

petitive outbidding between sites
potential for recuperating some
ses by the government. Indeed, in

(IT This T1s demonstrated Tor SO
The Employment Impact of Industrial Investment: A Preliminary

th Korea and MalaysTa in 7, Stern:

Report, World Bank, Working Paper No 255, Washington 1077

p. -_-66
(2) Thus in Bataan (the Ph

losses during all but one year since i
‘ it started its operation in
1974, 3. Castro, The Bataan Export Processing Zone, ?LO-ARTEP,

ilippines), the zone has been incurring

Bangkog. 1982, p.1%;
operating incomes were

The Case of Singapore,

eﬁpenses. Chia Siow Yua, Export Processing and Industrialisation,
ILO" s Elrlg 0 I} ] p'

Ip Singapore, on the ofher hand, the
Wwore than adequate to meet operating

to offer more and more fiscal incentives to enterprises in order
to secure new investments and prevent the relocation of existing
plants(l). For example, lengthy tax holidays which were initially
not needed for attracting foreign investment in offshore
production, have become an almost indispensible feature of the
incentive structure to be offered to potential EPZ investors.

For instance, in Singapore, it was found necessary to increase

the original tax holiday for pioneer plants of up to five years to
10 years and the minimum amount to be committed by firms,

lowered to about one million dollars in order to keep the country
competitive in the struggle for foreign investment. Also other
countries in the Asian region, e.g. the Philippines, recently
introduced some new fiscal incentives to increase the
attractiveness of their zones. Clearly some agreement on the
harmonisation of tax incentives in EPZs would be in the well
understood longer~term common interest of Asian countries.

Also, after the expiration of tax holidays, governments are

prone to be deprived of certain incomes in the form of tax revenues.
Most of the imports and exports withinEPZs are intra-firm sales,
and this kind of trade lends itself particularly well to the
manipulation of transfer prices. Concern has finally also been
voiced about the possibility of seme-footloose industrial plants
being relocated to new offshore sites soon after the expiration

of their tax holidays. Sufficient evidence by which the extent of
this phenomenon could be substantiated is still lacking.
Nonetheless, some of the data which were obtained for the present
study (of which this paper is a summary) about the closure of
plants in four EPZs in the region, suggest that such a relocation
process might indeed be at work.

It would also appear that the extensive incentive package reduces

the propensity of EPZ enterprises to build up backward linkages

with the host economy {which will be dealt with in more detail
below). It would, furthermore, appear that strong fiscal

inducement might not be absolutely essential for the creation of

EPZs in cases where other strong comparative advantages exist

(e.g. unused quotas for textile exports to industrialised countriesy.

With regard to the net contribution of EPZs to the balance of
ayments of the host country there is no doubt that EPZs have the '
po%enfial of generating quite substantial net inflows of foreign
exchange although the net contribution is usually much smaller
than the gross contribution which is reflected in the increase of
gross export values. EPZ firms rely heavily, as has been noted,
on the imports of intermediate goods and materials and in the 'case
of MNEs, net export earnings are even further reduced as a result
of the repatriation of earnings and capital. Actually, profits
and interest payments may account for quite substantial portions
of the value added by EPZ firms, the latter being already at a
low value. An ARTEP survey of five garment manufacturers in the

(1) F. Fré8bel, p.cit, p. 389-3%0



EPZ of Sri Lanka showed that in 1981, 51 per cent of total

value added (net production value) was accounted for by capital
service (interest) and profits. Also, in Malaysia, in a case
study of two typical EPZ firms in electronics and garments, .
profit rates on investment capital seemed very high in comparison
to benefits accruing to the government and to workers(l).

The high reliance of EPZ enterprises on imports was evidenced in
the ARTEP case studies of Malaysia, the Philippines and Sri Lanka.
Tiie results of these studies are summarized in Table 2.4. The
table shows that the trade balances have remained low ever since
the opening of the zones. Data from other zones seem to suggest,
however, that foreign currency earnings may rise considerably once
the occupancy rates of the zones stabilize. This is particularly
true for the zones in the NICs, where the scope for purchasing
local raw materials, components and parts is higher than in the
industrially less advanced developing countries of Asia. This is
confirmed by data on the Masan EPZ (Republic of Korea) and the
zones in Kaohsiung, Nantze and Taichung. Here the trade balance
of firm operations was in the order of 40 to 45 per cent of the
value of total exports. Also, the import contents of initial
investments in infrastructure turned out to be much lower in the
EPZs of Asian NICs than elsewhere.

Import reliance is also the main explanatory factor for the

finding that EPZs have little impact on indirect employment creation
through forward and backward linkages with the host economy.

Forward linkages, of course, are almost by definition precluded
because of the very high export-orientation of EPZs. Backward
linkages were also found to be restricted, at least in the 3
countries surveyed by the ARTEP. Yet, some of the available

studies on EPZs in the Newly Industrialised Countries (NICs)

indicate that in the long run, backward linkages may develop
considerably.

Becausg of the nature of the zones, and the simplicity of the
operations which are undertaken by its werkers, the transfers of
skills and technology accruing from zone production are also
normally thought to be limited. Theoretically, the skills that
can be Iearned from foreign employers may be quite important and
may cover dlfferept fields such as industrial management,
technology acquisition, marketing, design and product development,
etc. In practice the desirable fall-out of MNEs in EPZs in the
form of transferring skills is 'rather! restricted. Thus, the
p0331b111ty of skill transfers is particularly hampered by the
fragmentatlon of the production process which is usually
practised py EPZ firms, and which, in the case of MNEs from the
industrialised world implies that only the assembly operations

_ The bulk
of the EPZ workers is thus engaged in simple routine operations

whigh.they can usually learn in a few weeks time. The only
positive impact for the industrialisation of the host country in

reform of transfers of skills may come from their socialisation
to work in a modern industrial context.

{1}V Mrinal Datta-Chaudhuri, The Role oF Free Trade Zones 1in The

Creation of Employment and Industrial Growth 1R Mal 1
TC0-ARTEP, Bangkok 1987 p. 30-32 R1R2E

Table 2.4

Total Value of Exports and Exports Minus Imports from
Zone Enterprises in Malaysia, the Philippines and Sri Lanka

(Mn Rs)

Sri Lanka

(Mn US$)

Philippines

(Mn M$)

Malaysia

Year

(2) (2)/(L)
Exports- %

Imports

(1)
Exports

(2) (2)/(1)
Exports- %

Imports

(1)
Exports

(2)/(1)
%

(2)

Exports Exports-

(1)

Imports

(3.1)
(33.7)

0.1

1873
1974
1975
1976
1977
1978
1979
1980
1981

3.8
10.6

27.9

(89.9)

468.3
658.8

{(10.1)

38.5
(45.4)

43 -

30.2

704.7
802.9
1,385.5

10.3 22.9

44.8
76
113.2

4.0
6.8

5.3

.5

32

31.4 41.1

!

94 .7
101.3

(129.5)

151.9(b)

525.9

.0
.8
.5

36
17

40.8

1,918.3

.5
.7

4
5

.5
.3

23
32

30.5

171.0(a)
236,2(a}

569.2(¢)

26

62.5

Applies to three zones as compared to only one during the earlier years.

March-December 1979.
January-July 1981,

(a)
(b)
(c)

Notes:

A case study,

Ministry of Plan Implementation,

.cit. and figures from EPZA.

D. Ramanayake, The Katunayake Investment Promotion Zone:

ILO-ARTEP, Bangkok, 1982

Lim Chui Choo, Free Trade Zones in Malaysia, Kuala Lumpur, 1980, mimeographed.
Jd. Castro, o0
Performance Report 1980

Malaysia:
Philippines:
Sri Lanka:

Sources:
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Furthermore, transfers of technology by NICs to the domestic
economy outside the EPZs seem also to have a small potential
because of the weaknesses of backward linkages with domestic
supplies in the majority of the cases studied.

A final topic concerns the way in which MNEs in EPZs may influence -
positively or negatively - employment in those domestic host
country firms which are directly competing with the EPZ firms.

In the sector of electronics, there is no reason to believe that
the MNEs implemented in the zones might have caused a significant
10ss of employment among competitors in the host economy., Indeed,
the domestic enterprises in the electronics industry, if existing
at all, are certainly not in a position to substitute for most of
the exports by MNEs. As a rule, they will not possess the

massive research and development resources, requaired to Keep pace
Wwith technological change in this sector. As a matter of fact,
several of the few local electronics enterprises which have
emerged in the region, owe their very existence to the presence

of MNEs, since they were created as suppliers for the MNEs of
certalp simple components. Zone MNEs in this case are, therefore,
more likely to create than to displace a certain amount of
indirect employment in the host economy outside the EPZs.
In textiles and garments the situation is quite different.
Vertlcal_lntegrgtion and access to technology in this sector is
not as vitally important as in electronics and, consequently, local
enterprises in the developing host country may very well
efflc;ently_compete with the MNEs which are located in the EPZs.
gspec1q11y.1n view of the fact that the export quotas of major
importing industrialised countries become an increasing constraint
for enterprlse expansion in the Third World, it is not unlikely
that certain MNEs may have managed to capture part of the market
shares that would otherwise have gone to the domestic
manufacturers outside EPZs. This is what has happened most
probably in Sri Lanka. At the time of the establishment of the
Katunayake Inyestment Promotion Zone, the Sri Lankan garments
industry had just gone through a period of considerable growth

In exports, output.and employment. While quotas existed already
for the EEC countries, the US market was still quota-free.
Therefore, the zone authorities allowed enterprises to establish
on the condition that they were prepared to confine their

exports to the Us and other quota-free markets. The immediate
outcomg'wa; a.jump 1n the production capacity and a dramatic
éxpansion in the exports to the US, The reaction of the US
authorities was, however, swift and by May 1980, they had also
Imposed quotas on the import of garments from Sri Lanka. Both
within and outside the Sri Lankan EPZs, the under-utilisation

of mapufacturlng capacity now became unavoidable. Up-to-date
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A qualifying remark might, however, be added with regard to

the potential difference in value added between EPZ firms and

the domestic firms outside the zones. The country quotas

imposed by the importing countries are fixed in quantitative
units ('000 of pieces or units of metric tons), and they do not
take into account the value of the imported products. Therefore.
it might be in the interest of the exporting countries to
allocate the quotas to such firms which show the best performance
as far as value added per unit of output is concerned. Interviews
with plant managers in zones undertaken for the present study
suggest that on this score multinational enterprises seem to

have performed generally better than the domestic firms in the
rest of the host country.

A last factor which has certainly enhanced employment generation
in the host countries, is the multiplier effect obtained through
the increased income of the work force employed in the EPZs.

To the extent that these incomes are spent on domestic
consumption goods, the local economy will almost certainly
benefit in employment terms from the increased demand induced by
the zone workers. Spending on imported goods will involve more
complex and, in view of the present conditions in the Asian _
countries, most probably adverse employment effects. Also, in
the case of inelastic domestic supplies, the growing pressures
of demand by zone employees for certain necessities, like housing
and transportation may very well lead to localised shortages_

and inflation. Thus, in the neighbourhood of export processing
zones, where many of their workers are concentrated in a small
geographical area, some of the multiplier effects.of the worker's
expenditure may under such conditions spur local inflation.

While it was not possible to provide in this section quantitative
estimates of the indirect employment effects of multinational
enterprises in Asian EPZs, it may be concluded that these are
rather limited, on the whole, and are mainly derived from ?he.
EPZs' impact on foreign exchange earnings, the income multiplier
of wages of zone workers and - especially for the zones treated
in Asian NICs - the emergence of backward linkages to domestic
suppliers.,
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Characteristics of Employment in Asian Export Processing Zones

0 he previous chapter, it can be seen that the net gmployment
Z?fgcgs o? MNE operat?ons in Asian EPZs have been positive. Even
though it was shown that indirect employment effects were rather
limited and that some investments were 11ke1y to have been
diverted away from the rest of the country into the EPZs, it can
be said with a fair degree of certainty that these factors were
not of a sufficient magnitude to neutralize the total employment
affects, especially the direct effects, which resulted from the
creation of the zones and MNE operations. In fact, therevls no
disagreement about the fact that EPZs and the MNEs.operatlng
there have created jobs. Opinions are, however, divided about
the social desirability of these jobs or some of these jobs.

It has indeed been asserted on numerous occasions that wqrgers
in EPZs are labouring under extremely harsh working conditions.
Concern has been voiced in research and by trade unions more in
particular about low levels of wages, long hoqrs of wqrg, high
intensity of the work, low level of job security, def1c1ent
safety devices, etc. Other negative factors for the quality of
work often referred to relate to the nature of the work force
employed in EPZs, little training, lack of career poss;b}11t1es
and restrictions on industrial relations and union activity.
While the available evidence is insufficient to clarify all
these issues, some of them can be critically reviewed for several
Asian developing countries in the following section with the
information in hand.

1. Characteristics of the Workers Employed in EPZs

The most outstanding characteristics of the workers employed in
EPZs relate to the sexual division, the age structure, marital
status, educational background and previous work experience of
the workers. As far as the sexual division of the workforce is
concerned, it appears that women workers account for most of the
employment in EPZs. In developing Asia, the share of wimen
workers in total EPZ employment ranged around 1980 from 74 per
cent in the Philippines to 88 per cent in Sri Lanka. 1In the
Republic of Korea, women workers accounted for 7§ per cent of
total zone employment, in Kaohsiung, Nantze and Taichung (Taiwan)
for 80 per cent, and Bayan Lepas (Malaysia) for about 85 per cent.

The predominance of female workers is not surprising. It is the
logical outcome of the specific sectoral concentration of the

zone production. As mentioned earlier, most of the zone

production relates to the manufacturing of textiles and garments

and the assembling of electronic components. These labour-intensive
industries rely extensively on female employment both in

developing and industrialised countries(l) and both inside and
outside the EPZs(2).

(1) In 1975 Tn the United States, for example, women formed over
90 per cent of all production workers and operators in
electronics assembly and in the manufacture of wearing apparel.
(2) In the Republic of Korea, for example, the share of female
employment in total employment accounted for §5 per cent in
garments and 90 per cent in the assembling of electronics.
In Singapore, a 1979 survey by the Association of Electronics

Industries in Singapore (AEIS) found that women workers made
up to 94 per cent of the workforce, )
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Male workers are usually found in industries other than garments
and electronics. In Sri Lanka, in the manufacture of rubber
products, for example, women workers accounted for 6 per cent
only of total employment. And in the Republic of Korea, along
with the diversification of zone production into sectors.other
than garments and electronics, the ratio of female workers to

total workers declined from 90 per cent in 1971 to 75 per cent
in 1979,

Another prominent feature of the employment in EPZs is the very
young age of the workers. According to a sample survey which was
conducted for ARTEP among production workers in the Philippines
Bataan EPZ, more than 88 per cent of them were under the age of

29. A similar survey in Sri Lanka indicated that the share of
workers under the age of 26 in the Katunayake Investment Promotion
Zone amounted to 83 per cent. Finally, in Malaysia, it was found
that the average age of female EPZ workers appeared to be over

25 years of age. A similar age structure is indicated in different
sources available for the other Asian EPZs.

With regard to the marital status, it was found from the mentionag
ARTEP surveys that most EPZ workers were either unmarried or married
without children. In Sri Lanka, unmarried workers accounted for

84 per cent of all employment. In Malaysia, the equivalent
percentage for female workers was 83 per cent. Finally, in the
Philippines, the share of unmarried women came to approximately

70 per cent of total employment. It would appear therefore that

the upper age limit of the zone workers is largely coinciding

with the mean age of marriage. This is particularly the case

for female workers. Indeed, after marriage and especially after the.
birth of a first child, women mostly seem to return to the house-
held in order to take up the domestic duties of the family. The
lower age limit of workers in the zones, on the other hand, is
largely determined by law. Most frequently, it is set at the age
of 16. 1In some countries, including the Philippines and Sri Lanka,
the lower-age limit in force seemed to be slightly higher than the
one prescribed by the legal requirements. This was essentially

due to the different schooling practices of the latter countries.

In some countries the legal age requirements were seemingly not
observed(1).

As could be expected from the young age of the workers, most of
them had had no previous work experience upon recruitment. In

Srl Lanka, for example, according to the mentioned ARTEP survey,

76 per cent of the zone workers were freshers to the labour

market. In Malaysia, some 52 per cent of the female employees had
not previously been employed and in Bataan (the Philippines), the
share of new entrants to the labour market amounted to 64 per cent.
In Malaysia and Sri Lanka, wmong those who had previously held
employment, most had worked as factory workers. In the Philippines,
on the other hand, tailoring and service activities were most

{(I'' L. Tim, Women In the Redevelopment oOF Manutacturing Tndustry to
veveloping Tountries, UNIDU Working Paper, July TYBO
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frequently listed as the previous occupations. A final point
worth noting about work experience is that almost none of the
workers mentioned 'farming' as their previous occupation. All
this seems to indicate that the majority of the EPZ workers are
entering for the first time the gainfully employed category.

With regard to two other characteristics, viz. educational background
and origin of the workers, the situation is qu@te_different from
country to country. In Sri Lanka and the Phillpplnes, thg
educational qualifications are high, especially in comparison to the
types of jobs the workers are holding. In the Philippines (Bataan)
16 per cent of the production workers included in the sample ARTEP
survey mentioned that they had post secondary education. Another

60 per cent told that they were high school graduates. As a matter
of fact, a high school diploma had almost become a necessary
qualification for obtaining a job in this EPZ. 1In Sri Lanka, the
educational qualifications were similar. Also in the Republic of
Korea, many of those who worked in MNEs located in the zones were
high school graduates. In Malaysia, on the other hand, the vast
majority of the female workers had only had the minimum years of
education by Malaysian standards (nine years for those in the age
groups under 25). Also, in Singapore, the minmum requirement was
only six years of primary school education. Nonetheless, employers
there tended to prefer workers who had received some secondary
education.

With regard to the origin-of the zone workers, EPZ enterprises

in the Philippines seemed to rely predominantly on recent migrants
(62 per cent of all employees). This was also reflected in the
nature of the residence of these workers: 74 per cent lived in
some kind of rented accommodation; 21 per cent lived in their

own property; and the remaining 5 per cent shared their housing
with relatives. Also in Malaysia, most of the workers were born
In distant areas (about 70 per cent), but in contrast to the
workers of the Philippines' Bataan EPZ, they were usually not
recent migrants(1l). 1In Sri tanka, finally, the majority of the
workers appeared to be drawh from the resident population. This
was further confirmed by the observation that around 70 per cent
of the zone employees were still living in their parents' household.

In summary, the labour force of the Asian EPZs, whether employed
in MNEs or in local firms, can be characterised as being
predominantly young, female and unmarried and without previous
work experience. However, it should be noted that much the same
pattern can also be found in most of the labour-intensive export-
oriented firms located outside the EPZ in the developing Asian
countries.

It can be argued that one of the main reasons why the bulk of the
enterprises rely primarily on the services of a particular type

of worker, viz. young female, unmarried workers may be connected
Wwith the willingness of these workers to accept wages and

working conditions inferior to those found for other categories

(1) The average numbér of years on the Job was 2.7, whéreas the
average number of years that workers lived in their present
residence amounted to 10.9 years.

}
'
|
1
1
\
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of workers., However, as has been ascertained by interviews under-
taken for the present study, many managers of zone enterprises do
not accept such a reasoning. They explain their preference for
young, unmarried women in the first place to the physical
characteristics of these workers who possess, it is said, better
eyesight, more agile hands, more nimble fingers, i.e. in short a
higher degree of manual dexterity. On the other hand, in spite

of their seemingly higher productivity, women workers appear to be
prepared to work in the zones at wage rates which are considerably
lower than those of their male counterparts, This may be explained
by a lack of alternative job opportunities for women workers and a
resulting segmentation of the labour market which cuts off the

women workers from most of the available employment opportunities
outside the zones. Attractive work seems indeed generally reserved
for the male workers. They are considered the main bread winners

of society, whereas the women workers are looked upon as secondary
workers whose incomes serve mainly to supplement temporarily the
earnings of the male workers. Female workers seem also more willing
to accept the unattractive features of the assembly work in garments
and electronics, because in most developing countries they have
become used, since their youth, to a subservient social and economic
position. In this light, one should probably also view the above
argument on the physical aptitude of women workers to labour
processes in garments and electronics. So-called physical aptitude

may very well be a rationalisation for passive tolerance of harsh
working conditions.

2. Working Conditions in EPZs

Working conditions in EPZs can be partially explained by reference

to the occupational structure and the characteristics of the
majority of workers in these zones. As could be expected from tne
nature of the zone production, the jobs performed by most of the
workers are characterised by simple operative tasks. In Sri Lanka,
operative workers accounted for 88 per cent of total employment,

in Masan (Republic of Korea), Kaohsiung, Taichung and Nantze (Taiwan)
for 89 per cent, in Penang (Malaysia) for about 84 per cent.

From the afore-mentioned ARTEP survey it was found that by far most
of the unskilled jobs were accounted for by women workers; whereas
men predominated in the higher echelons. In Malaysia, for example,
in 1979 over 75 per cent of the administrative and technical jobs
went to male workers, From the unskilled and skilled workers only
15.5 and 6.3 per cent respectively were male. Similarly, in Masan,
all the engineers and technicians were male as compared to only
13.6 per cent of the unskilled labourers,.

The promotion prospects for the umskilled female workers in the
EPZs are usually very restricted. Almost all start working as
factory fldor operators and because of the virtually complete
absence of an internal job ladder, they keep this position until
they stop working in the EPZs. The skills which they learn from
their jobs are usually acquived in a matter of weeks and peak
productivity is generally reached after a couple of months already.
In view of the low skill contents of the:jobs, there are also very
few transferable skills which might give the outgoing female workers
a competitive advantage in the search for alternative employment.
The situation for the predominantly male workers in the higher
echelons is somewhat different. However, they constitute only a
small fraction of the total labour force.
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With regard to the wages of the zone workers, it has often been
claimed that they tend to be at a very pitifully low level. This

is certainly correct if one compares with the wages paid for

similar jobs in the developed countries as table 3/1 illustrates
although this type of comparison can be refuted because of the :
different general economic context in the countries. Nonetheless, one
should consider that the productivity of EPZ workers engaged in

of f-shore manufacturing is likely to be as high as - if not higher -
than the productivity of workers in-similar jobs in the
industrialised countries. Also in comparison to wages paid in other
formal sector employment in developing.countries; wage:rates paid

by EPZ firms tend to remain at the low side. This is not because

EPZ firms are paying below prevailing national wage rates, but

rather because of the fact that the category of workers predominantly
employed, viz. the category of young; female and unmarried workers

is the lowest paid in the local labour market.

In general, in developing countries, the wage rates for these
workers are substantially lower than the ones received by male
workers in the same grade or industries. Thus in some Asian
countries, women workers receive less.than half of the wages paid to
men, in others the differential is about a quarter to a third(1).
Younger workers in their turn also receive lower wages than workers
with a long professional experience. As a result of the high
concentration of workers which combine these two characteristics,
wages in EPZs tend therefore to be below the national average wages.
This was reflected in the data from the ARTEP surveys in Malaysia
and the Philippines. Within the same age, sex, and sector

category, however, hardly any significant differences could be
discerned between the wages within and outside the export processing
zones. As a matter of fact, in the electronics sector in

Malaysia, and in the garments sector in Sri Lanka, earnings seemed
to be slightly higher inside the EPZs for the same category of
workers, In Bataan, on the other hand, zone wages were slightly
lower than the wages paid nationwide for the same category of
workers. This might have been due to the fact that the region around
the Bataan EPZ was a typical labour-surplus area.

In spite of the low absolute level of wages, most of the interviewed
workers who had previously held employment still reported
significant income gains resulting from their recruitment by zone
enterprises. In Malaysia, for example, the average monthly wage
rates of female workers increased upon recruitment from M$ 154 to
M$ 201(2). Also in Sri Lanka, reported income gains were
considerable and in the Philippines, average incomes per day
increased upon recruitment from 22.6 Pesos per day to 30.5 Pesos
per day. From this evidence, it would seem rather unlikely that
wages in the zones were not sufficient to pay for physical
subsistence. As a matter of fact, wage rates obtained in the zones

(1)L Tim, op.Cit., p.13

(2) The comparison is not truly perfect sinee it compares nominal
instead of regl incomes. Nonetheless, in view of the short
average duration of employment in Malaysia, and the low inflation

rates of the last few years, it is unlikely that the above figures
Incorporate any serious distortion.
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Table 3.1

. . q
Average Hourly Earnings in Electronics an
Garment Manufacturing in Selected Countries, US$

Country Electronics Garments
Hong Kong (*) 1980 0.97 1.03
Rep. of Korea (*} 1980 0.91 0.59
Malaysla (**) 1980 0.42 -
Philippines (*%) 1978 0.30 . 0.17
Singapore {(*) 1980 0.90 0.80
Sri Lanka (**) 1981 - 0.12
Japan {(*) 1980 5.97 3.56
United States . (*) 1980 6.96 4.57

n: i - ds of
Source: G. Edgren:  Export Processing Zones Spearhea o
onre Indus%rialisation or Sweatshops 1n the Sun?: A Critical
Appraisal of Labour Conditions in Asian Export Processing
7ones, 1LO-ARTEP, Bangkck, August 1982, p.1/

The author uses data fron the ILO Yearbook of Labour
Statistics(*) and ARTEP «documentation(**).
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were generally considerably higher than what could be obtained

by similar workers in rural areas or in the informal urban.sector,
where most of the poverty was concentrated. Nonetheless, it should
be added that the average incomes derived from working in the zones
were certainly not sufficient to support alone an average sized
household. In Malaysia, for example, in 1980 the average monthly
income of all workers in the zones was M$ 195 per month{1l), whereas
the official poverty line income for urban households was set at

M$ 316 per month(2). Wages so far below the poverty line income
were nonethtless acceptable to secondary workers as they reduced

the number of persons that had to be fully supported by the primary
bread winner.

Another characteristic of the zone workers is that the average

length of their employment in the zones rarely exceeds a few years(3).

Some observers of the zones have linked this fact to the physical
exhaustion of the workers, but evidence is insufficient to verify
this assertion. One of the other possible explanatory factors may
be found in the nature of the labour force in question. As has
been mentioned before, the age at which female zone workers give

up their jobs coincided very much with the mean age of marriage.

It might thus be that the workers are resigning as a result of the
social pattern rather than as a result of work-induced physical and
mental stress. The social norm might indeed be that a married
women should stay at home instead of working in a factory.

An added possible explanatory factor for the high labour turnover
in the zones may have to do with financial considerations of
management. Especially in garments and electronics, wage increases
linked to seniority or qualification are generally not matched by
an equivalent increase in labour productivity. Both training
periods and learning curves are very short and therefore, it may be
financially advantageous to the firms to lay-off workers having
acquired greater skills and rehire cheaper new labourers instead(4).
An example of such practice was found in the Bataan EPZ of the
Philippines. There, certain firms hired workers on an
apprenticeship basis thereby paying only 75 per cent of the normal
starting wages. At the end of the maximum statutory period the
workers were laid off. Such malpractices, which, strictly speaking
do not Infringe the law, may also have happened elsewhere.

(') Found from the ARTEF survey. .

(2) This figure was derived at by inflating the revised estimate
from the Economic Planning Unit of Malaysia of the Poverty Line
Income for Urban Households by the percentage increase in the
Consumer Price Index between 1978 and 1980.° The average number
of persons per household amounted in 1980 to 5.5.

(3) In the ARTEP survey of workers in the EPIs of Malaysia, the
average length of employment was 2.7 years. fFurther evidence for
the short length of employment is provided by the low average
age of zone workers.

(4) In contrast to industrialised countries, where it is a common
practice to lay-off the latest recruits in case of an economic
slowdown, in the developing countries firms are usually totally
free within their choice of which workers to fire. Moreover,
laying-off workers is much more easily done in the developing
countries where labour markets are less rigid and where there
are few unions and legal regulations to protect the workers.

- §3 -

Table 3.2

Distribution of Hours Worked per Week in
the EPZs in Sri Lanka, Malaysia and the Philippines

Sri Lanka Malaysia Philippines
Below 40 0.1 1.0 -
40-44 10.4 31.8 -
45-48 43.5 40.8 54.4
49-54 29.1 17.9 12.2
Over 55 16.9 6.0 33.3

Source: ARTEP surveys
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The high number of apprentices found; for instance, in Masan
amounting to 55.4 per cent of the total labour force, might be
connected with similar practices.

An element of working conditions easier to measure are the hours
of work in EPZs.

ARTEP data on the distribution of hours worked per week in the EPIs
of Sri Lanka, Malaysia and the Philippines are summarized in
table 3.2.

It can be inferred from the table that in Malaysia and Sri Lanka

the work burden measured by the length of the working week does not
deviate significantly from the national average. Indeed, in Sri
Lanka, according to the ILO Yearbook of Labour Statistics, the
average number of hours paid for per week in manufacturing
industries amounted to 52.6 hours in 1979 and 45.3 hours in 1980.
The statutory standard week (without overtime) was 45 hours. In
Malaysia, the standard working week without overtime consisted also
of about 45 hours. In the Philippines, on the other hand, the
latest avallable figures give a national average number of hours per
worker per week of only 43.7. 1In comparison, in the Bataan EPZ,

the average was about 53,9 hours. Almost one qguarter of the workers
in the Bataan Zone actually worked more than 60 hours per week and

5 per cent even more than 70 hours per week. Very long hours of
work were also common practice in the EPZ of Masan (Republic of
Korea). According to a survey undertaken in 1977, 50 per-cent of
the workers there worked more than 8 hours per day, 30.1 per cent
even more than 15 hours per day(1).

As regards the intensity of work in the zones, some indicators can

be obtained from data on the pattern of shift work and on the pace

of work, With regard to shifts, it is fairly established that

shift work is proportionally much more common in the EPZs than in the
rest of the economy of Asian developing countries. Some countries
including Malaysia and Singapore, have actually waived existing
legislation against night work for women in order to enable zone
enterprises to operate three shifts of women workers per day(2).

In Sri Lanka, a similar move is presently underway upon pressure of
electronics firms which apparently have made their entry conditional
upon revision of the existing legislation(3). @ne of the managers

of a garment factory in the Sri Lankan zone mentioned during the
ARTEP survey that his firm was already at present regularly operating

t1) P. Tissier: "Conditions de Travail et Zones Frances d"Exportations
dans quelques pays d'Asia', Critiques de l1'Economie, No. 14
January-March 1981, p. 129 ’

(2) In the MIDA brochures on Labour and Wages Rates in Malaysia, it
reads now "Female workers are not permitted to work in any
industrial or agricultural undertaking between the hours of 10
in the evening and 5 in the morning. Not withstanding this
provision, the Director General of Labour is empowered, upon
application make to him, to waive the restriction subject to
conditions he may impose. Such approvals are quite easily
obtainable ......" (p.11),

(3) Something equivalent happened in the Philippines where Sunday was
abolished as being the obligatory rest day. This enabled zone
entrepreneurs to rotate their workers during seven days per week
without paying overtime, P. Tissier, op.cit., p. 139

- §§. -

with women workers during the night-time. Occasionally, also

other firms seemed to violate the present statutory requirements by
keeping women on overtime during the night. According to another
source, in a survey of 100 women workers in the Sri Lankan EPZ, 63
per cent of the interviewees stated that overtime was compulsory
and very frequently this also applied to overtime during the night(l).

In Malaysia, shift work during the night has become very common.
According to the aforementioned ARTEP survey, almost half of the
surveyed firms in the EPZs were operating three eight hour shifts
daily. Another 25 per cent worked on a two shift basis. The
incidence of shift work was equally high in the Bataan EPZ in the
Philippines and in the electronics firms in Singapore. The
biological and social problems affecting shift workers as a result
of the frequent changes in the daily rhythm have been well
documented(2). Also in the case no such changes take place, shift
workers suffer from working at unsociable hours. In Sri Lanka,

for example, according to the survey(3), in a number of firms where
there was no rotation of shifts, numerous complaints were made,
especially by young female workers, about the fact that they had to
work until 10pm or later - almost throughout the year. 1In other
countries surveyed, instances were found of married and unmarried
female workers being permanently employed on the late night shift.

As regards the pace of work, it is stressed in the available sources
that many zone firms have introduced productivity incentive schemes
and that in the majority of firms workers have to reach certain
production norms in order to avoid penalisation in the form of
"demerit points" which would reduce their take home pay and increase
the risk of dismissal.

All this suggests that work intensity of zone employment is

probably higher than indicated by the number of hours spent on the
job.. Whether this' implies that zone employment is physically
damaging is, however, not firmly established. To verify this point,
extensive information on the incidence of physical and mental harm
resulting from work in the EPZs would need to be collected.

The scattered evidence which is available so far points to
respiratory diseases, headaches, eye and stomach problems as
diseases that may be connected with the working conditions in the
EPZs. They are said to be the undesirable outcome of the frequent
contacts with various kinds of aids and solvents in electronics

and dyes, tissues and dust in garments and textiles. In Sri Lanka,
for example, laryngitis was mentioned at one time as a particular
problem of women working in the EPZ. The illness had apparently
been caused by exposure to tiny particles and dust during the
cutting of layers of cloth with a fast guillotine machine(4).

Medical practitioners in the area of the Katunayake also said that
allergy and ailments. fatigue were common problems in the EPZ(5).

TT) Voice of Women: Women Workers 1n Srl Lanka Free Trade Zone,
Colombo, 1981, p. 34-35%

(2) ILO, Nightwork, Geneva, 1977

EB; ARTEP'surmey 4243
4) Voice of Women, op.cit., p. -
(5) Ibidem, p. 34
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i i i d stress

oblems from prolonged worklng.wlth microscopes and s
E%guggd nervous digorders are also frequently qssoc1itgd wégnntry
working in the EPIs. According to one survey 1n ag sian count
most workers in the electronics assembly 1ndgstry eve opg weie
problems within the first year of emp!oymgnt. 88 per c%nbecame
found to suffer from chronic conjunctivitis, 44 perlgenw‘th e
near-sighted and 19 per cent qeveloped astigmatism( t£ 1d g
to the incidence of nervous disorders, there are sca .erﬁ Lavsian
citations of instances of outbreaks of mass hysterlqdln aatyhand
electronics firms. Unfortunately, | bellgvg the evi enc? atn
is not sufficient to formulate a soqnd opinion on the re ihl b
incidence of work related illness 1D EPZs. Neither can ey
used to argue that working conditions in the zones are very

different from these outside the zones.

Some of the problems maybe arise from the fact that authquiies in
developing countries may somelimes tend to be rather lenleg‘
regarding the respect of regulations on employment and working
conditions in the zones.

uld be hypothesised that this might be inspired by a concern
%2 Egep theiryEPZs competitve and if possible more attractive than
the ones from other countries.

considerations have apparently leq ip certain casgs.to
Eﬁiriﬁggments of workers'! freedom of association and bargalning
rights(2). In addition, the particular segment of EPZ work%rs may
at times not have received the attention they dgserved on the
part of the existing and traditionally male dominated unions(3). ]
The resulting lack of organisation among the zone workers combine
with the traditional subservient aptltude of most of the female
workers - the two are by the way likely to be related - have‘made
that workers in EPZs are very much prone to accept deficiencies that
may occur in their working conditions. This may be even more so In
view of the absence of attractive alternative employment/

In conclusion, while the scattered and incomplete evidence available
clearly points to certain special problems which have been
encountered in EPZs, it is not sufficient to obtain a reliable
picture of the generally prevailing labour conditions, This
suggests the need for relevant large-scale surveys and research.

~Lim, Oop. Cit., pP. &5 ‘ A .
}E} é. Edgren? Spearhegds of Industrialisation or Sweatshops in_the
Sun? : A Critical Appraisal of Labour Condiilions 1n_Asian
Export Processing Zones, ILO - ARTEP, Banigkok, 1982, P 3%
(3) H.F. Samuelsson, Transnational Corporations in the Export
Processing Zones OF Developing Countries, URCTC, New York, p. 48

Summary and Conclusions

During the last two decades, together with the increase in the
exports of manufactures from Asian developing countries, there was
a remarkable increase in foreign direct investment in export-
oriented manufacturing. A considerable part of this investment

was directed towards EPZs, the existence of which burgeoned during
the same period. Indeed, in developing Asia, the number of EPZs in
the strict sense of the word increased from none in the early
sixties to 24 in 198l. A similar increase took place in the number
of industrial estates in the city-states of Hong Kong and Singapore,
where industrial estates basically fulfilled the same role as
export processing zenes.

The Asian export processing zones were generally designed for and
have also succeeded in attracting mainly one particular type of
export~oriented investment, viz. the off-shore investment of
multinational enterprises. This investment originated essentially
in the developed countries and more recently also in the newly
industrialising developing countries from Asia, and was highly
concentrated in-garments and electronics. Independent of origin of
the investments, the foreign investors come to the EPZs essentially
in the search of cheap, unskilled labour. In comparison to the
trade policies applied to the rest of the economy, the EPZs served
two main purposes. Firstly, they enabled the authorities of the
host countries to provide, in a cost-effective manner, the necessary
administrative and physical infrastructure required by the MNEs for
the utilisation of the cheaply. available labour. Secondly, they
were used by the authorities to provide some additional incentives

in the hope of balancing the locational decisions of MNEs in favour
of their particular countries.

As far as the main objectives of EPZs are concerned, they have met
with varying degrees of success. Firstly, in terms of employment
creation, which has often been cited as one of the main objectives,
the zones have been moderately successful. In 1978, the employment
in the Asian EPZs amounted indeed to approximately half a million.
Indirect employment effects were however limited and did not
significantly enhance the direct employment effects accruing from
the production in the EPZs. Neither did the zones do anything
substantial to reduce unemployment in the region. This was among
other factors due to the fact that zone enterprises usually drew
new workers into the labour market. Also the social desirability of
employment in export processing zones has frequently been questioned.
In this respect, it was found from our surveys that enterprises in
EPZs significantly tapped only one particularly vulnerable and
therefore also relatively cheap segment of the labour force, viz.
the one of young, female and unmarried workers. Obviously, the
employment of those workers as such cannot be criticized. However,
it was found that in spite of the fairly high educational
qualifications of the women workers, the job opportunities which
were open to them were very much restricted. As a matter of fact,
only jobs with a very low skill content were found to have been
available to women workers in EPZs. Additionally, career

prospects of the women workers were also found to be restricted,
and the average length of employment was shown to be very low. In
this perspective, it is clear that the EPZs have contributed little
to the real integration of women in the modern industrial sector.
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With regard to working conditions, it was fouqd that in EPZs the
intensity of the work to be performed on the job was likely to be
high. The resulting high productivity of the workers was not
compensated for by higher wages. 0n the contrary, the bulk of

the workers in EPZs belonged to the cheapest segment of the labogr
market. Finally, scattered evidence also suggested that occupational
diseases and work related injuries may not be uncommon in the EPZs.
However, firm evidence on the relative jncidence_of work related
injuries is not available. It could be hypoth¢51sgd, however, that
as for wages and working intensity, the situ§tlop is not
significantly different from the one prevailing in similar
industries out of .the EPZs.

In summary, it is clear that the quality of the employment in EP;s
is fairly low and this should be taken into account when the social
benefits derived from the creation of the EPZs are considered.

With regard to the two other main objectives of EPZs, viz. the
transfer of skills and technology and the increase in the earnings
of foreign exchange, a differentlation should be made between the
EPZs located in the NICs and the ones located in other LDCs within
the region. Indeed, in most of the latter countries, the potential
for a positive contribution by EPZs has been badly hampered by the
enclavistic nature of the EPZs. Because of the fact that their
domestic economies have remained by and large rather inward-oriented,
the spill-over effects from the zones into the domestic economies
have indeed remained rather insignificant in these countries. In
this respect, EPZs in the NICs have fared much better.

Looking ahead to the future role for EPZs, it will be seen that
there are three emerging trends which will predetermine to a 1aﬁqg_'
extent the further success of both established and newly to be
developed EPZs. One relates to the current attempts of the NICs to
upgrade their industrial structure and move into the production

of manufactures requiring more skills, capital and technology. It

NICs to the EPZs in LDCs. A further successful transition of the
economies .af the NICs would certainly brighten the prospects for

the relocation of more labour-intensive production to theEPZs of
countries in an earlier stage of development.

A second important factor influencing the future prospects of EPZs
relates to technological developments in the garments and especially
electronics sector. It has indeed been claimed that in some sub-
sectors of the electronics industry, for example semi-conductors,

the innovation of newly developed automated equipment, induced by
micro-electric change, is likely to erode the established comparative
advantage of developing countries With low wage costs. For other
sub-sectors, such as consumer electronics, similar developments

have not yet taken place and are less likely to occur(l).

Finally, a third factor relates to the stagnant d in
protectionism in Western markets b emand and emerging

- It has been well documented in
the past that the bulk of the EPZ production Is exported to the
industrialised nations. Therefore, a further continuation of

recession in the West accompanied by rising rotectionism will have
a sizeable negative impact on the further deeelopment of EPZs.

(1) E. Braun, TETectronics and IndustriaT Day T
Bulletin, Vol. XIII, No 2, March 1982, 5. sgPment 10 IDS

All this should be viewed against a further drastic increase in
the number of EPZs. Indeed, in 1982, in developing Asia alone,
another 7 zones were scheduled to be opened and plans for the
development of another 25 were still being implemented. Also,

in some of the existing zones, for example, the ones in the
Philippines and South Korea, the number of workers in the zones
already seemed to be on the downturn. In the Bataan EPZ, for
example, the number of workers dropped from 20,000 in 1980 to
18,170 in 1982. 1In this perspective, the danger for an escalation
in the advantages offered to EP? firms is not unreal. Therefore,
the need for regional co-operation between the respective host
countries in order to improve the terms of their participation in

this particular form of international division of labour, seems to
be more acute than ever.
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Part 1 - Overview

Lecture on Free Trade Zones in Asia by Mr Yoshikuni Ohnishi,

Research and Planning Officer, Asian Productivity Organisation L. Definition, Nomenclature and Numbe r
Preamble FTZs are the production base to carry out manuf

acturing activities

for export through the provision of necessary infrastructure and

In the 1950s to 60s many developing countries adopted the inward- attractive incentives to investing firms. Though FT7s are open to
looking industrialisation policy to try to §cce1erate the{r_econgmlc boﬁh domestic and foreign firms, they are low7cost produgtlon bases
development, in hopes that domestic production in place of tmports mainly to serve the MNCS from advanced countries (Karachi EPZ shuns
could contribute not only to savings in foreign eXChaﬂgé but also the domestic investment altogether),

to the development of indigenous firms; and that products

manufactured by those firms could eventually become highly In the premises of FTzs, technically sinm

: ; i : . . _ ple manufacturing operation
It ' he international markets resulting in an increase with high labour content is organised and products made oro
S?mgiﬁéﬁii lnIﬁ]actuality, however, indigenous firms under the exported to either source countrijes or third countries, thus in
overnment'protection reduced their entrepreneurial spirit, and principle preventing them from being channelled to the domestic
%urther the balance of payments was weakened due to the increase market. Due to import of materials without payment of duty or the
in imports of raw materials and parts. The import substitution policy of the parent firm

to use standardised parts and components,

policy hence exposed its inherent weakness FTZs are supposed to have the nature of enclave economies separated

from the domestic tariff area, though limited linkages with domestic
' i ' i ] ' t to firms are undeniable
This bitter experience drove developing countries to resort _
export promotign policies as a new path for 1ndu§tr1allsat;on. ”In |
the absence of capital and technology in developing countries, this As to the nomenclatgre, Export Processing Zones (EPZs) are most
olicy meant encouraging foreign investment by large firms, notably frequently used, while Free Trade (Export) Zones (FTZs or FEZs) are
ﬁNCs based in advanced countries. The combination of resources also used in many zones such as India (Kandla) or Korea (Masan).
owned by MNCs in terms of capital, production management skills and No technical distinction is found between EPZs and FTZs (FEZs).
markets with the rich labour force available in developing countries Panamq, Uruguay or Egypt uses the term Commercial Free Zone, which
could make it possible to manufacture and export industrial goods Is akin to something like bonded house and Is less manufacturing
thus contributing to foreign exchange earnings, employment activity. The word 'free! implies freedom fromn tariffs, domestic
eneration, technology transfer and promotion of Indigenous industry, taxes or various controls involved in foreign investment (for instance
gtc with’a view to making this policy work, developing countries full ownership, import of Capitgl.gooqs, etc.). 1In general. FTzs
havé Lo create an investment environment favourable to induce have to meet the following qualifications:

i ' ' ts. One of the policy instruments is the ' ' | |
Zgggé??sé;;ﬁitgﬁngree Trade Zonesp(FTZs) or Export Processing Zones a. Partlgl or total exemption from taxes - tariffs, corporation
(EPZs) These have become something of a symbol of export-led tax, income tax, business tax, etc., and guaraniee or freedom
industrialisation and gained considerabje attention'fromft?$z ‘ for foreign Investment.

licy makers due, perhaps to the successfyl operation of FTIs in . | B
?giwaz and Korea. ?n short, FTZs are specifically designated b.  Operation of export-oriented production.
i 1al estates to which various trade barriers normally - .
égg??ggé?e io the rest of the economy do not apply and hence often C. Generation of considerable volume of employment.

considered as export enclave. Needs arise from both home and host countries of investment to

Part I of this paper is on overview of the nature, characteristics activate FTZs. The host country aims at inducing foreign Iinvestment,
and current position of FTZs and several important issues in Increasing foreign ethange earnlngsi generating emplgymen?

assessing the performance of FTZs are given in Part 1 simply to opportunities, realizing technology transfer, developing linkage
provoke further argument. Due to paucity of data and statistics, effects with qomest1c 'flrms and developing hltherto under-

however, it is far from €asy in carrying out this assignment. developed regions. Dependlng upon the zone, priority 1s placed on
Nevertheless, it is hoped that this paper gives an idea what FTZs selectgd objective(s). For Instance, Santa Crug In India puts an

are all about and what basic issues we have to take into account emphasis on techpo@ogy transfer in the elec?ronlcs Industry and

in assessing the role of FTZs. Unless indicated otherwise, major Bataan in the Philippines and Kandla in India lay stress on

data and statistics in the paper were derived from the 1980 regional develqpment. Whereas the home country looks for low-cost
Symposium on EPZs organised by APO in Colombo, Sri Lanka. labour, harmonious labo

ur management relationships: supplies of
raw materials, parts or components from domestic tariff area.
Logically, most of the firms in FTZs are labour Iintensive, e.qg.

textiles and apparels, electric and electronics, toys and machinery
etc.
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As was mentioned before, it seems quite difficult to grasp the exact
number of FTZs. Firstly, it is sometimes not clear whether it is
a free trade zone as such or it involves other activities. For
example, an FTZ in Indonesia appears Lo accommodate a limited

number of firms (mainly from Hong Kong in textiles) to carry out

a pilot project, but it looks similar to the commercial free zone.
Secondly, many countries are planning to establish FTZs. However,
again it is left vague whether they aim for the establishment of an
FTZ as an independent entity or an additional institution within

the framework of integrated development plan. For instance, Special
Economic Zones in China look like FTZs (in fact a number of Hong
Kong firms are engaged in textile manufacturing), but these zones
are also intended to develop tourism and distribution industries
which have nothing to do with FTZs!' original activity. Thirdly, it
Is not clear at what stage FTZs are in progress. Are they still at
the stage of desk plan or under construction? Thailand and Fiji
belong to the former and Cavite in the Philippines to the latter.

Following is the list of FTZs which are currently in operation in
Asia:

China 4 Amoy, Shumchum, Chu Hoi and Swatow

India 2 Kandla and Santa Cruz

Indonesia 1 Jakarta

Korea 2 Masan and Iri

Malaysia 15 Malacca, Johore, Penang, Selangor and Kedah
Pakistan 1 Karachi

Philippines 3 Bataan, Baguio and Mactan

Sri Lanka I Katunayake

Taiwan 3 Kaohsiung, Nantze and Taichung

2. Industrial Classification in FTIs

FTZs are classified into two categories. One is a miscellaneous
type whlch accommodates various types of industries (though priority
order is sometimes given) and another is a specific type which
accepts the specific industry only. All FTZs come under the first
category except Santa Cruz which belongs to the second, dealing
exclusively with electronic-related industry. The miscellaneous
type of FTZs is less vulnerable to business fluctuations or trade
pro?egt1on1§m than the specific type of FTZs, though the zone
adm1n15trat1on Is in a better position to prepare and develop
necessary infrastructures (for pollution control joint facilities,
for 1n§tanc¢) and building for the latter in advance so that
investing firms may start actual operation in a short lead time.

The m@jqrity of the firms in FTZs are light industries, under the
classification of ISIC 310 to 390 (foodstuff, textiles and apparels,
leather, shoes and footwear, woodcrafts, furniture, paper, printing,
chem;cals, rubberf plastics, glass, metal and metal processing,
machinery, electric and electronics, transport machinery, precision
goods, other miscellaneoys including jewels, musical instruments,

sports goods, etc.), and they are broadly divided into the following
three areas of activity:
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a. Assembling and processing operation represented by electric and
electronic industries. In order to manufacture standardized
products for international markets, raw materials or parts and
components are often mobilized through the network of MNCs.

. b. Highly labour~intensive operation represented by textiles and

apparel industries. Mechanization of manufacturing process is
introduced to a bare minimum. Designing is directly handled
by the parent firm to suit the changing needs of the market.

c. Production and processing based upon local raw materials. Jewel
processing or tea-bag production in Katunayake3 salted peanuts
production in Kandla, or jewel box production in Masan are
cases in point. No doubt, linkage effects with domestic
industry are quite high leaving high added value in the host .
country, but they do not find their raison d‘étre to operate in
the zone because they won't benefit from incentives offered
(besides they are not allowed to pass back products to the
domestic market).

Metamorphosis is observed with regard to the nature of FTZs in
accordance with the stage of economic development. Textile and _
apparel industries are dominant in FTZs in less developed countries,
including Indonesia, Sri Lanka and the Philippines. In terms of
monetary investment, Katanayake accounts for 62%, Jakgrta 88% qnd
Bataan 47% of all the investments made. In the meantime, textile
and apparel industries account for only 1.9% and 5.2% respectively
in Korea and Taiwan. 1In contrast, electric and electronic
industries in these two countries reach as high as 47.6 and 33%
respectively (nil in Sri Lanka and Indonesia and 10% in the
Philippines). This phenomenon is mainly due to the increasingly
tight export quotas imposed by advanced countries, which drove
firms in NICs to make investment to the next level of development.

Further, this is -also explained by the capability of domestic
firms supplying high standard parts and components.

3. Employment

The main advantage of FTZs common to both host and home countries
is found in the rich labour force and lqw wage cost. From the
viewpoint of investors, it is a prerequisite to form Iabou?~
intensive industry. For the host country, FTZ firms contr¥bute
to generate new job opportunities and furthermore wages paid are left
in the country as a part of value-added component. According to )
the survey on the Japanese investors in FTZs in Korea and Ta;wan(l),
75% of firms in Korea and 90.9% in Taiwan were motivated to invest
by low wage cost.

Total employment in FTZs in operation in Asia is not easy to grasp,
but the following may give some idea:

(17 ™Kaigal Shinshitsu Kogyo-Soran 1981 (List of Japanese Firms
Abroad 1981)", Toyo Keizai Publishing Company, 1981



China -

India 3,200 (1980)
Indonesia 4,200 (1980)
Korea 31,000 (1980)
Malaysia 80,000 (1980)
Pakistan -

Philippines 23,000 (1982)
Sri Lanka 15,000 (1981)
Taiwan 78,000 (1980)

The contribution of FTZs to employment
should vary from one country to another
another. Generally speaking, a consider
observed in small countries where FTZs were successfully operated.
For instance, the employment in three zones of Talwan accounted for
approximately 8% of the employment in the national economy in 1970s
when FTZs were at the prime stage (though this was limited to
industrial workers in the secondary industry. Including all sectors,
therefore, the percentage went down to 4%). It was about 1.5% in
Korea and 2% in Malaysia. However, these figures cover only direct
workers in the zone and they become higher if workers engaged in the
subcontracting business outside the zone and in service sectors

inside the zone are taken into account. Contribution of FTZs in
highly-populated countries like India is negligible.

in the national geconomy
and from one period to
able contribution has beenp

Young female workers dominate the workforce in all FTZs; 70% in
Malaysia, 85% in Sri Lanka, 74% in the Philippines, 80% in Taiwan.
UNIDO's survey revealed that 85% of the total employment in FTZs are
young female workers between 16 and 25 years old. Preference given
to young female workers is due to the following reasons(1):

a. Their wages are in general lower than male wages.

b. In the simple repetitive waork requiring dexterity, their
productivity is higher.

¢. ODue to high turnover and

) less education, they are not militant
In the labour movement.

At the same time, criticism is voiced against the employment of
female workers:

a. In countries where unemployment rat
male workers, the main bread earner

b. E@tg high turnover costs of recruitment and training become
igh. ‘

@ is high, it deprives
s, of jobs.

C. They do not show gnteregt In the improvement of work process
and the increase in their productivity is limited.

(I ™Women 1n the RedepToyment of ManoFact

. uirng ITndustry To
Developing Countries" UNIDO/ICIS, h ;

165, 8th July 1980
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ifferent phenomenon is observed in FTZs where high-
%ggﬁﬁgiggglﬁggh—vaiﬁe added industries'are on the 1ncrea?g%9 Female
workers have been decreasing from 90% in 1971 to 75% in l 1?0 o
Masan and this downward trend hag galneq momentum. F$Ea ? emgr %TZ
is less than 20% in Prai and Prai Warf in Malays1a. The form
deals with material industry and the latter ship repairing.

4. Foreign Investment

. . . . -

critical objectives of FTZs is the inducement of expor
g??egzegh?ndustry from foreign cgﬁntr1eseég g$n§¥%;,ign?aig;?;ced

j i articular. Hence e succ _ |

;gggﬁpégsi;ntgrms of the number of foreign f1fms or MNCs_malilngel
investment in the zone. For instance, Kondla's failure is largely
attributed to the lack of foreign investment except for ov§r§eas
Indians, whereas 121 investment projects have been approved gnt
Katunayake as of July 1980, out of whlch 104 projects are JOlﬂaS ot
ventures with foreign firms., Except Taiwan and Korea,fthere
been a single FTZ in Asia whigh h?s %;tiagie?ss?nﬁg?gst?;g1%2 ote
i ors in so short a period. urthe '

%Ezisﬁore than half of the investors are so-called Third wﬁrlﬂ Have
Longer cxperiences in Fizs sach as aiwan. Korea, the philippines or
iences in s suc ) » th _

éngigiﬁfpgzpanese and US multinationals are the major 1nvest3r?&%
37% of investment in Taiwan's three FTZs was made by Japan an ok
by US (15.8% by Europe). In case of Masan, the Japanese inves )
is as high as 82%, but US investment was negligible 6%.

! ee the contribution of FTZ exports to the total exports
g?eghéegoﬁniry. Tables I to 3 indicite tgg peggogﬂgggethIZZZstég
Taiwan, Korea and the Philippines. ccording 2 79), th

ort ratio in Taiwan in the past 10 years (197 - W
gvg;agﬁte?gllowed a declining trend. During the same ?2r;od£h§orea
was 3.3%, showing increasing trend. It was less than An e ing
Philippines (72-79), but it has increased very rapldly.3 gi din
to the discussion with the Zone Manager In February 198 ?blt‘gn S
beyond 10%. In the case of Santa Cruz, its export contribu % n
as low as 0.2% (1979-80). But if it is limited to the expgr o
electronic-related products, it jumps to 30% (anveESEIyt}ongl W
the small volume of export of electronic goods in the na
economy). ‘

5. Determining Factors for Investment in FTZs

i i iti ] international market,
to survive in tough competition in thg inte :
é?r%gd§TWays seek for ways and means o&Ngroduc1ng hégggggiiiﬁytgoods

t cost, In this respect, MNCs possess y t
ggtztﬁi;gwﬁﬁere to set up their productlon.bases in most eff1?1ent
and effective manner. Located at geographically convenient p acei
and motivated by the provision of attractive incentives for export-
oriented industry, it is quite natural for MNCs to find advantagﬁg .
in making investment in FTZs. These incen%;vesfformdaig?gtgg%ite1c
i i ~-stop operation for adm rat
include exemption from tax, one-s gfor administrativ

iciency, well-developed infrastructure, ready fa ; ,
gggiﬁasnggvernment intervention, etc., which may be divided into
two categories: :



a. Basic Incentives

i. Availability of labour force, well disciplined and
corresponding to the technical level required.

1i. Availability of pRysical infrastructure such as road,
electricity, water, port, communication, etc.

1ii. Easy outlet to the market.

iv. Sociql and political stability and no antipathy to
foreign investment.

V. Qlearly-stipglated laws and regulations concerning capitl
lnvestment, Import and export, remittance of profits,
dividends and Interest, wage and labour conditions etc.

vi. Lack of militant labour unions.

The above incentives are the minimum prerequisites to motivate
Investment in the zone. Therefore, unless and until these factors

are fully met by the host country, fiscal and fi i : ,
i ’ nancial i
mentioned later are bound to lose effectiveness. neentlives

b. Fiscal and Financial Incentives

1. Total or partial exemption from im i i
3 port tariff applicable to
capital goods, raw materials, parts or componengg.

Ii. Total or partial exemption from corporate tax,

. X income ta
commodity tax, business tax, "

and other domestic taxes.
iii. Low wage controlled by the government.

Application of accelerated depreciation of fixed capital.

Availability of loans from domestic financial institutions.

vi. Carry-over of trading losses,
vii. 100% foreign owned Iinvestment,

The above incentives are more imi
or 1
should be noted, however, ¢ oss similar among FTZs. Tt

_ : that investment decisions are mad j
Qgtwg?%y féscal and flngncial Incentives but also basic igc:nz?tégg
referenée tgr?oﬁfﬁggé hégger p;;oritydis given to the latter with
€ OW ; drapnical advantage, social
golg¥1gq%_stab111ty, harmonious labour management relat?ggs
w;;IMﬁCé 525 ?gsgugggonifacting industries, eotc. Another réason
vtention to fiscal and financial incentiv j
ggggrglcand tax hqllday In particular, is that they intentioﬁgli;
osc gechg;?ggagﬁ %ggggiegfter the expiration of tax holidays through
_ _ f " bricing. For instance, large
&Eelaéghung reglstgred elther Zero or negligible prof?tsM?ﬁslé?gatEd
ey had profits as high as 17% per annum during their 5-year
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tax holidays. The products are manufactured by an affiliated firm
in FTZ and sold to the buyers through its parent firm abroad.
Profits on sales can therefore easily be avoided by raising the
costs of furnished raw materials and forcing down sale prices by
the parent firm(1).

6. Labour Cost and Labour Movement

According to the information collected by the World Export Processing
Zone Administration (WEPZA) 1979, the average labour cost for semi-
skilled and non-skilled workers in the zone ranged somewhere between
US$0.7 and 1.5 per hour. Needless to say, it should vary from
country to country, industry to industry and even firm to firm and
further, it also depends upon the skill level and experiences. There
1s a big wage gap between host countries of FTZs and home countries,
and this gap is one of the major factors motivating foreign firms

to transfer labour-intensive operations to FTZs.

Workers during apprentice period receive lower wage and there are
firms which take advantage of apprentices. For example, apprentices
accounted for 40% out of the total workers employed in one firm,
which was reduced to only 30% in three years. Wages paid to them
was about 60% of the minimum wage for a period of three-month
apprentice period. This period is much longer than the usual 2 to 3
weeks because it won't take much time to learn simple operations.
With cyclical employment of apprentice workers, the firm was able

to save as much as 40% of wage costs(2).

Is wage inside the zone higher or lower than wage outside? It is
difficult to generalise, but it may be safe to conclude that wage
inside the zone is almost the same as that outside, if not higher.
But in those countries where labour shortage has already become a
reality (such as Taiwan and Korea), wage outside the zone is much
higher. For instance, average monthly wage from 1977 to 79 in Masan
was US$ 127,151 and 182, whereas wage outside during the same period
was US$170.230 and 295.

With regard to the human rights of workers in the zones, the govern-
ment prima facie applies the domestic laws and regulations to the zone
firmson an equal footing. And therefore workers retain their right

to form unions and organise strikes. But in practice, laws and
regulations are one thing and their interpretation and application

are another. In June 1982, workers in a Japanese firm at Bataan
voiced against the increased number of looms allocated to them.

A number of workers were arrested which led to a large-scale strike® ).
Similar troubles frequently occurred in Masan. In any case it ‘
seemed that the government always put pressure on the workers and
unions to favour foreign investors.

{TV K.J. Wang, "Export Processing Zones in Taiwan, ROC AS a Means
in Promoting North-South Complementary Intra-Industry Trade",
mimeo, July 1980, pp. 18-19, '

(2) L. Delatour, "The Evolution of Internaitonal Sub-Contracting
Industries in Haiti", presented to UNCTAD Seminar on North-South
Complementary Intra-Industry Trade, Mexico, July 1980.

(3) Asahi Shimbun (The Daily Asahi), 29th January 1983, Tokyo
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Labour unions in the home country could

oppose investment in

FTZs. During the high economic growth or when business was good,

unions were not against the management's

decision to shift part

of the production facilities to FTZs because it hardly affected

the employment position at home. After
they began to show reluctance to accept
respect due to increasing unemployment.

the oil shock, however,
management policy in this
They argued that various

incentives which were not applied to firms outside the zone would
trigger unfair competition in international trade, and that this

unfair competition could be accelerated

by exploitation of workers.

Hence zone firms should honour the social clause of GATT which
would specify minimum requirements concerning working conditions(1).
The proposal to improve the working conditions in the Zone is

understandable, but at the same time it

is highly arguable whether

working conditions in the zone are worse than those outside the zone

Their main objective therefore seems to
the pretext of protection of workers in

protect their jobs under
developing countries.

UNIpOfs_study, however, reveals that the transfer of production
facilities from developed to developing countries would not adversely

affect employment in the source country

of investment, and in fact

productivity and technological change are the direct causes of

unemployment(2).

7. Technology Transfer

96% of R and D expenditures of the world are made in developed
countries and almost all patent rights are owned by them. Under
these Clrcumstances, dgvgloping countries have little choice but to

one of the important objectives In establishing FTZs. But

technology transfer ig closely related t

0 the production process.

In the textile industry, zone firms mainly undertake sewing

processes and, therefore, technology tra
Processes such as designing of dyeing ha
assembly of intermediate goods is the ma

industry, but here adain production of ¢

nsfer in the important

rdly takes place. Likewise,
in process in the electronic
ore parts and components

(mask-making and wafer-fabrication in semi-conductor for instance)

is left to either the parent firm or its
technological level. As these cases ]l
accommodate simple manual Jobs which red

subsidiaries having high
ustrate, FTZs in general
uces the possibility for

technology transfer as Wwas originally conceived by the host

country.

High quality standards are always reques

FTZs so as to make them fully competitive In the international

market. It is in this a

{T] HEPZﬂ News , ApriT<JuRe TO70"
(2) “The Impact of Trade with Developing

Countries in Developed

Countries®, UNIDO Working Paper on Structural Change, No.3

October 1978

-
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which is of limited use. Technologies which are taught are the
standard ones including, for example, welding, shearing, electro-
planing, polishing in the field of production technology,

quality or production control, sales management, personnel
management, export marketing in the field of management technology.
These are the basic technologies which are ubiquitously applied
irrespective of the stage of economic development. Therefore
criticism levelled against the level of technical training which

is often too high for developing countries to use won't hold up .

In such FTZs as Korea or Taiwan where technological level is
considerably high, technology transfer is not only limited to
standard technology but goes beyond to meet the needs of high
technology which could contribute to upgrade the capability of
indigenous firms outside the zone. In Masan where nearly 50% of the
firms are engaged in electronics industry, a total of 3,000 to
4,000 persons were known to have received technical and engineering
training in the zone and abroad (mainly in Japan). Among them 700
to 800 persons were considered to be qualified technicians and
engineers in electronics. More than half of them left the zone
either to join the large Korean electronic firms or to establish
their own firms, taking along the technical knowledge with them.

In Taiwan's three zones, more than 4,000 persons received training
at the MNC's headquarters, and replacement of expatriates by local
staff has taken place in a rapid manner.

Effectiveness of technology transfer is measured when it seeps out of
the zone. As the case of Masan demonstrates, this is realised
through the transfer of staff to firms outside the zone or
establishment of new firms by them. The problem is that zone firms
are not able to recover the training cost which could dissuade firms
from providing training in countries with high labour mobility. In
an extreme case, a large Japanese electrical firm in one of the

FTZs in Malaysia sued a trainee for training expenses when he
decided to leave the firm after training at the parent firm. Under
pressure from the Japanese government, the firm eventually withdrew
the case(l). Needless to say, this should be treated as an
exceptional case and, more often than not, the parent firm considers
recruitment and training cost resulting in high turnover as the
necessary investment in running the operation.in developing
countries. Some FTZ firms in Taiwan took a more active attitude
toward this unavoidable phenomenon by developing sub-contracting
drrangements with those who established their own firms after they
left the zone(2).

Effectiveness of technology transfer is also measured by what extent
management and engineers have been indigenized. Generally speaking,
Western firms appear more flexible to indigenization than Japanese
firms. Philipps in Kaohsiung has replaced more than 30 expatriates
stationed in Santa Cruz. FTZ firms should, however, be careful

{T) Asahi SRimbun (The Paily Asahi). TTth February 1980, Tokyo

(2) Y. Ohnishi, "Gijutsu Iten Mondai no Shoten (Focus on Issues
relating to Technology Transfer)", Keizai Hyoron Publisher, Oct.
1980, p. 103
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with regard to the timing of replacement. Ffirms could go wrong
if replacement is made sooner than technology transfer reaches a
satisfactory level{l). 1In a Japanese giant electric firm in
Sung Way in Malaysia, the local management was against the
government policy to reduce the number of Japanese staff because
they believe it could lose the dynamism of Japanese management.

In any case it is next to impossible to measure in a quantitative
manner the achievement of technology transfer, and therefore the
host country {(partner) should have a clear policy on what they
should gain through technology transfer. If they want to develop
the manpower, they should work out a planning for training in order
to accomplish early but smooth replacement without a hitch. 1If
they want to promote linkage with domestic firms; care should be

taken concerning the share of local purchases in the total as well
as value-added content.

Part I: Some Basic Issues

1. Role of MNCs

l‘
Often MNCs operating -in developing countries are branded as a bad
guy exploiting cheap labour, evading taxes and corrupting the
government officials.  Many of the criticisms against them appear not
to be completely unfounded. But at the same time it is also true
that the positive contribution made by them has not received due
‘credit, Whatever arguments we develop, the power and influence of
MNCs are so enormous that they still stay and keep running business
‘in developing countries unless drastic actions are taken as India
expelled IBM. But India lost the opportunity to gain computer
software and hardware technology, ... "

technology, management, marketing, -information, etc. should not be
underestimated. If we accept them as-a.hard-reality, it is thought
to be more beneficial to establish rapport with them and try to take
advantage of their resources for employment rgeneration, technology
transfer and many other spin-off effects., And in fact many MNCs are
prepared to extend their assistance and cooperation in hastening the
pace of economic development, which is also beneficial to them as
well. Here is one case demonstrated by Matsushita Corporation, a

giant Japanese MNC, whose affiliated firm is located in Sungei W
FTZ in Malaysia(2). 9 Y

The resources owned and developéd by . MNCs ih.the field of finance,

Matsushita Industrial Corporation was established in 1972 in the zone
to manufacture window-type alr conditioner. Being semi-heavy findustry':
80% of the total 900 employees are male workers., Their contribution

to @he host_country is observed in, inter alia, manpower development.
Indigenization of management and engineers is the policy of the

parent firm for which they spared no effort to train local staff.

A number of staff - apprentices, rank and file as well as

management - received training and education at the government-run
training institutes in the host country,as well as at the parent

(1) T. Shishido and Nikko Research Centre (ed), "Kaigai Toshi no
Shln_J1Qa1 (New Era for QOverseas Investment)", Toyo Keizai
Publishing Company, 1877, p. 2us

" : . :

(2) g% ﬁg?e,suInvestor's View on Expo?t Processing Zones: Case

aysia”, paper presented to the APO Svmoosium on Economse
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firm in Japan so as to upgrade specific technical and managerial
skills, The parent firm also established an industrial training
institute in Singapore which renders training and consultancy on
dye and mould manufacturing technology mainly to serve Matsushita's
affiliated firms in the ASEAN region. Eventually it is expected
that not only parts and components but also the basic design work
of air conditioner models is undertaken at the local level.

Matsushita is the only firm in the zone which is unionised, and
labour management consultation mechanism fully functions at national,
firm and shop levels. Hence the working conditions agreed upon are
one of the best deals for both parties, not only in the zone, but

also is comparable to the best offered by other firms outside the
zone,

2. Linkage Effects with Domestic Industry

Linkage with FTZs with firms in domestic tariff areas is always
listed as one of the important objectives of FTZs. High linkage
effects could bring the long-~term advantage to the national
economy, but limited linkage will narrow down the role of FTZs in
technology transfer, subcontracting promotion and development of
indigenous industry. 1In the light of the nature of FTZs producing
finished goods for export market, forward linkage is hardly
observed. Whereas, backward linkage, whereby raw materials‘apd
parts shipped from the domestic firms are used to produce finished
or semi-finished goods in the zone seems more promising. Due to
tax concessions which allow FTZ firms to import raw materials without
payment of tariff or the policy of the parent firm to pely_upoq
foreign subcontractors on highly selective basis to maintain high
standard of parts and components, it is not so easy to increase
linkage effects without deliberate policies and efforts, some of
which are illustrated in the following:

a. Minimum local content

FTZ firms are obliged to purchase materials or parts from
domestic firms to a certain extent so that value-added
contribution to the host country can be increased. For
instance, it is 25% in India and Taiwan, and 35% in Korea.

In practice, however, many firms have exceeded the minimum
requirement. Korea was planning to increase_it to 60% @nd

in Taiwan local procurement has reached as high as 90% in
terms of volume of goods and 60% in terms of money value with
reference to Japanese TV makers. However, some care should
be taken to interpret these high achievements bgcausg
increasing local content in Japanese MNCs in Taiwan is partly
due to twinning arrangements between MNCs affll!ate in the
zone and its Japanese subcontracting firms outside the zone(l).
It seams that FTZ firms still put less confidence on pure
indigenous firms for quality and delivery of goods.

(I') Tsao Kawahara, "Ajia nl okeru Yushitisu RakoRu no Genkyo To
Tembo (Present Position and Future Perspectives of Export
Processing Zones in Asia)", Kaigai Toshi Kenkyujo Ho, Japan
Ex~Im Bank Overseas Investment Research Centre, March 1981,
pp. 18-19
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D. Lease of machinery/equipment/raw materials

In Malaysia, duty-free raw materials are allowed to be taken out
for further processing in the domestic tariff area, which are
re-exported back to the zone with minimum procedures. Moulds
and dyes of FTZ firms are on lease to domestic firms to

produce parts and components which are also shipped back to the
zone.

€. Local purchase competition

In Taiwan, firms which have achieved high performance in local
purchase are awarded trophies by the Prime Minister, Economic
Minister, etc.{1). The incentive for this competition lies in
the possible allocation of expanded export quotas to firms
making higher local purchases.

d. Tax incentive

Increased linkage effects demonstrated in Santa Cruz may be due

to the recent policy change in which the refund of sales tax

paid by FTZ firms on the purchase from domestic firms is now
allowed(2). This is nothing new in many countries, but innovative
in India where MNCs are constantly under government pressure.

In any case, linkage effects have increased steadily year by year not
only in advanced FTZs (see Tables 1 and 2) but also other FTZs, and
this also suggests that FTZs cannot and should not be treated as an
enclave segregated from the national economy but as an important
partner in the integrated policy instruments for industrialisation.

3. Foot-Loose Industry

1ncrea§ing wage costs, expiration of tax holidays and more attractive
incentives offered by newly-created zonaes could motivate FTZ firms

to shift thgir production base from one zone to another. It may be
true that time horizons of FTZ firms may be shorter than that of the
hosﬁ country which considers FTZs as one of the policy instruments to
achieve economic development in the long run. But it does not mean
that FTZ firms organise hit-and-run business strategy by simply
exploiting various incentives. Firstly, FTZ firms have to meet
cons1derab1e costs either for making investment or withdrawing it.
Secondlyf 1n_add1t10n to wage and incentives, investment decision is
made ?aking 1nto account access to market, labour management
relatlonshlpe linkage with domestic firms, etc. New zones may be
able to provide better terms in fiscal and financial incentives, but
1T takes tlme‘to develop overall business environment which is more
important to investors. Thirdly, they could conceal profit through
transfer pricing to neutralize duration of tax holiday(3). Lastly,
S0 far not a 51nglelcase has been found which fits this type of

firm in Asia. For instance, not a single Japanese firm in Masan

or Kashsiung was shifted to othep Zones (though many firms in

Masan pulled out because of their mismanagement). Conclusion hence

drawn is that FTZ firms!® foot-loose nature is nothing but an academic
concept.

(I K I, Wang, op.cTt. B0 ‘”

(2) Business Environment, Tata Economic Co - .
1980, 5. 173 . nsultancy Service, April 19

£3) ¥ 3. Wanm an ci+ n.1l1
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However, one caution may be on order in future with particular
reference to the Third World multinationals. As we saw, a number

of small MNCs based in developing countries have made investment

in FTZs in Sri Lanka, Indonesia or Malaysia. They have some
potential to act as foot-loose industry because their business
strategy is to make profits in the short run. They usua@ly rent
standard building and bring second-hand machinery and equipment from
the source country so as to make ‘investment minimal. They take
advantage of export quota of host country as well.as, of course,
incentives offered. Once these advantages are gone, they have
enough reason to find a better place for investment. Then, is there
any effective way to block their investment projects only on the
basis of joint venture arrangements with either firms from _
advanced countries or with domestic firms as majority partnership?

4, Labour Conditions

e is a view that FTZs are nothing but a new form of sweatshop In
1E§rsun established in developing countries by MNCs from advanced
countries. They made investments in FTZs because they cannot set up
highly exploitative production systems in the home countries for fear
of public opinion, legislation or labour union movement. Howeygr,
the host country of FTZs often lures forelgn investors by providing
them with different labour standards 1nc1ud1ng‘wages, worklng
conditions and union activity etc. The collusion of_forelgn o
investors and host government would thus make the thlngs worse whic
is nothing but exploitation of workers. To what exient this view .
holds true may be different depending where we stand, anq at is no
surprising to see the views of mqnaggment and workers whic arg
poles apart. Let's see a few major issues 1In a cursory manner:

d. MWages

i are lower than those paid to comparable workers
gﬁ%??déntﬁgtggge. So are Korea and Talwan: Malaygla‘1s at
par, but Katunayake slightly better. All in alli 13 1§d b
difficult to generalize(l). MWages are, after all, decl a y
the market forces between supply and demand of labour. , aggs
are lower in Bataan simply because there'ls still a pool o
young girls who want to find jobs even at wages lower than :
outside the zone. Wages are at par in Malaysia because surplus
labour is becoming dried up. It 1s a puzglelwhy wages in Kgrea
and Taiwan are lower in zones than domestic tariff areas under
increasing labour shortage. In these two countries %t iswa os
thought that a strong government intervention to contro g

still functions.

b. MWorking conditions

. i tional
i hours, setting of severe working norms, occupa
kgggrggrgéggenvironmenta1 pollution, etc., are frequently
illustrated. to highlight the poor working conditions of young
female workers who constitute the majority.of workforce in FTZs.

al d of Industrialisation or Sweatshops in the
W gﬂ;'Edgrggitizg?éggg?aisal of Labour Conditions in Asian Export
Processing zones", ILO-ARTEP, August 1982, pp. 12-16
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However, it seems unfair to solely b
In the zone because poor working pra

seniority at the tipe of
from firms outside the zone(l).

control the working conditions

lame MNCs in operation
ctices are often transferred
For instance, jt

h higher productivity inp

ial incentives but with

This practice was brought
However,
the zone administration is also responsibpl

effective it may be,
e to supervise and

In the zone so that labour

disputes in 3 cordoned-off area would not affect other firms.

Needless to say, we should not close
practices or wrong doings of MNCs,

Trade union and rights of workers
~L2= Ynhien and - _NWOTRErS

With a view to
Country sometimes provides no-uni
FTZ regulations as 4 special case

at foreign capital Firms"
disputes
activity(2). In the Philippines,
imnediately brought to the attention
for compulsory arbitration(3).

With
the domestic laws

In reality, the ho

labouy
_ In the labour movemen
educational background and high turno

FT2Zs and Export-Oriented Industrialis

O0ften it is argued whether fFTzg can be a

industrialisation or w
hence

can

exchange earnings,
attract the foreign
allocation

FTZs the only one policy instrument t
for export-oriented

insignificant
be instrumenta]
Upgrade skill

in the national economy. Then

or foreign exchange earnings?

1scuss;on_at . "OrKSNOp on Frée Trade ones and
Industr1a11satlon In Asia, University of ¢

(5

24 February 1983
Gus Edgren, op.cit., p.21
“Filipin no Shakai topRoshi

Industrial Relations)", Japan Labour ]

very limited €xceptions such as Korea o

. hether theip role is aftep all
In the nationa] economy

to generate employment, increase foreign

: levels or develop concessions to '
InvVestors which reduces the opti

industrialisation S0 as to gene

our eyes to the mal -

and some zone administrations
have made efforts to improve the working conditions.

the zone administration requested all electronic firms
out regular medical check-ups,to provide vitamin
the eyesight of workers and to give more frequent
or to rotate them fron one position to another,

In Taiwan,
to carry
Pills to protect
rest periods,

inducing foreign Investment to FTZs, host

On and no-strike clauses in

. _ - In Korea,
lwa concerning regulation of labour unions and

"Provisional special
labour disputes

. not only bans pPractically all labour
In the zone but also emasculates trade union

labour disputes

in the zone are
of the statutory committee

r Taiwan, however,
Iindustrial relations
in letter, though not
st government through the
indirect pressures tn
the 0rganisation of Strikes.
emale warkersg seems in
r disputes, They hardly

t due to their poor
ver.,

ation

spearhead of

peripheral and
- It is true that FTZs

ption of resource
' is, are

Is able to adopt
rate employment

he Philippines,

Kankei (Philippino Society and

nstitute, June 1978; p.228
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j i i tage of FTZs
riences of Korea and Taiwan at the expansion s _

Egelg;gi suggest that they have ac?ed astanbiggég?oﬁogngcgzggég

i i f employment a 1d export .
tormance g0k Ln fonal o in Taiwan was not insignificant

ance in the national economy in Taiw Sign
girg?gT The considerable contribution achieved by FTZs 1? %ﬂzse
countries was, however, made possible oglﬁtby %Eeogﬁgﬁswgrds there
' i vironment. ,
improvement of overal} economic en ohe SLccess open Words, the
was a symbiotic relationship between ' nd that
i iali i i tors of economy. ence i
of industrialisation in other sec _ i ifeiEens
i le of FTZs is bound to be dim

Iverall copnomintteche 1o hieved a certain level, because
overall economic development has achi . o el be
it i onger beneficial for the country 0 p vay _
égnégsz?oés gnd incentives which could otherwise be utilized in a
more efficient manner outside the zones.

Therefore, the tentative cogqiusigﬂewesﬂgﬂlgeag?di; Eza:;egzgg if
FTZs constitute a single enti Y y poe Lreat
" 11 national economy. We sho ot _
S Danately Trom the or ot i f export industrialisation,
i ither FTZs or other mechan;sms of exp
gaicg$§seshould be viewed and functioned within the framework of
integrated national economic development.

6 Life Cycle of FTZs and Their Future Perspectives

if they have a life of
i of advanced FTZIs leads us to ask i ! a
gg:?;vgﬁson The cycle goes through four stages, i.e. fgrmgLéggée there
X ansion' maturity and decline. At least up to the thir gtage
S gms lesé argument in the light of experiences of Korea ? foraing .
??Zs were formed with necessari,infra;tgugggqgii ;?E{O?Tgs oreidn
i increased and export expande ‘
%R;ezgﬁﬁ??t;ngtage. Then declining tendency started Eq gppﬁ?;eéﬂ
several aspects. First of all, the number of firms g ic igtensive
out has increased. For instance, in Taiwan, such la oEr-e ensiv
industries as plastic, leather, garmentsh?ngrbnsﬁggigtsav EEen the
i i r machin . >

out more rapidly than glectrqnlcs 0 din the assembly of loss

i d electrical firms engaged in ‘ _ .
bebensive snd seindorel 0 cerbindrsecds Such o3 IRl 8o PiE o

y , small calculators, etc. 2 .

g?gggfggw;ecoggggﬁdly, the total employment position remains status

quo.

i i unchanged at around 30,000 since
Employm$gﬁ é? Maigg gigwggmiéggg in forgigq investment and export,e
1977.h 1gtei’in volume, have been decliqlng. These phenom%na ar
fhoud g;g worldwide economic recession, increasing wage cog s,Ost
due_tod hysical capacity of FTZs for further expansion, an ,tm
inpore Ely the gradual improvement of the overall 1nvestm$ntive
lmpqrgﬁgen{’of the country which depriyed FTZ§ of the competi
ggéérso far enjoyed vis-a-vis non-FTZ industries.

' ' j ' because the host
i an be a blessing in dlsgulse e !
?33ﬁ¥$§’m§313r§b the opportunity ?o drive o;?0;220ﬁ221322251ve
i i iwan, export value per em _
}ggggggégséoni?dgﬁ;gly in the field of high value-added and high
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technology industry such as electronics and electric (6 times
between 1969 and 79), precision instruments and optics (8 times)
or leisure goods - yachts, musical instruments, sport goods, etc.
(6.5 times). From this viewpoint it may be misleading to use the
word 'declining' shich could be replaced by 'transforming' to
convey what the former really connotes. Whatever the terminology
we may use, it is true that pure simple processing operation in

FTZs is not likely to survive for long after the national economy
has developed to gz certain stage.

Then where will FT7s go? Experiences in Kores and Taiwan seem to
suggest future of FTZs. In Korea, when FT7 firms (mainly small
firms from Japan) pulled out, the government encouraged large
domestic firms with high technilogy to fill in the vacant lot(1).
Masan seems to imply that the Z20ne may eventually be converted to
the ordinary type of industrial estates, Apparently Korea has
reached an economic stage where she dig not have to rely upon FTZs.
In Taiwan, the_existing FTZ systems were modified to suit the

i patterned upon the
models of Stanford Industrial Park of Research Triangle Park ip
the US(2).. The SBIP is an i | i

introducing foreign technology and brain-power which are eéxpected
to play a catalytic role in transforming the overall industrial
structures in the country i

- Industries which are to be accommodated
in this part are therefore sophisticated«technology~oriented such
as digital and linear electronics, Righ precision instruments and
machinery, énergy and aeronautical industries, computer systems, etc.
Nowadays a numper of firms mainly drawn from US are engaged in

-G. Van, conomic an 0cia mpacts of Masan Free Export
Zone in Korea®, Paper presented to the APQ Symposium 1980, p.l6

(2) K.J. Wang, "Economic and Social Impacts of EPZs 1in ROC", paper
Presented to APO Symposium 1980, pp.34-38

£ 513 Taiwan, RQOC
ment of Export Processing Zones (Taiwan, )

™
i

: Develo

Table 1

Millon US3)

U g

o5 -

(Unic:

Zanas

5 1N

OCirns

n

Funort

Taiwan

Ratio of

uve

Tuckl

3%

Added-Valun

Local Pro-
curement

{Expore = 100)

Other
Valun

Larnings cure- Added

Invest- Export Import Foreign Loca

Impore Exchange Pro-

ort

D
H

W

Invest- E

import

gt le) s

-~
laas

invest- =

fz2arc

113

Exchange Pro-

menlt

wend

meanc

E/B F/C

D/ A

1

A

37.9

556

4.8

3.3

3.3
5.9
7.4
7.9

11.5

8%.9

&.5

9.7
13.5

4.1

7.8
19.2

62.2
109 .4
163.5
241.1

10.6

. 1,212.7

9

L8

09.4 1,0
138.9 1,481.& 1,524.0

1

69
70
71

17.6

6.0

90.1
116.3
155

18.8

8

23.8 11.5

8.7
10,1

7.9
14.7

1,843.9

0.4

o

2,0

153.0

l

ot
-t

"

—t

(o]

31

11l.6 .1

24.3

248.9 £,483.4 3,792.5 62.9

73
74
75
76

ot
—i

9.9  30.%
10.1

39.4

4.4
4.5

9.1

~F

5.9
10.8

189.4 5,5639.0 6,965.7

14.7

30.9

£1.0

£59.0
676.0

8.8 5,951.7

118.2 5,2

33.0 17.5

11.8

8.9
8.1

22

80.0
95

372.9 148.5

302.6

373.3

32.3

.3 7,598.9

163.9 9,350.7 8,510.9
212.9 12,5871 11,026.9
328.8 16,1065 14,767.5

1

19

48.1

4.6

12.7

.2

0.8

2
25.8

77

5.1
4.1

7.4

7.5

12.1

564.7

937.6

78
79

20.0 29.4 28.3

49.4

241.2 3.0

.7

594

.1

510

26.3 1.204.7

281.7
ES

-1
1=t

2:8.7

*Total as of the end of 1956

FEQ vy

Remarks:

s Chinese only

Export Processing Zone Administration, Ministry of Economic Affairs.

Source:



"UOTIIRIISTUTWPY JU0Z BUTSSID0Ig

J3X0GK] SeJATOC

gpdd 19430 SuIpnouIsx  yaeway

(0861 (oB6T
ysieR jo pus) 1219 JO pua)
$°1 ¥ 6Tx € SEE T TEIOL
1
D o - A - ¢z g%  CE'U ™ T €E1T TTele  THT9 50977 §UIST 61
@w 9L gr8e ¥'S  weg 6" 1 0z 50 L't g9 ¢e 0" Sy 9°L9 8°0 el 6TH'E 77691 8L
R £/ 0°TT 76°€z 6°TT 6°0 €1 02 $'6  T1°S 9" ¢ L*6€ AR 716°C  %£40°C G EeT LL
T°71 $°L e%¥ET 6701 80 6°0 §°0 "7 % 6" 61 VA 1. £es’e L1%°t S LLT 9L
L°e - 67T 90 €0 01 80 el 7L°0C £ L ¢ 1 €Sy got‘t L7454 Gl
g0 - 0°21 - 70 0 £'0 £°0 A% KASWAY 1'% ¢'0 y1te $69°C c et #L
LS - 9"ye - T'0 1°0 z°0 et €€ 6°0 $6S°T  Tin'T CETT €L
£'7r G'eT L e 0 G 1°0 [ ¢°0 70 192°1 GET' T 7°0¢ TL61
L - usw 2/ w/a v/a il ) K E a 2 % v
a/H peppy -2ano sdutuaeg Jual
aniEp  -03g IBueyoxy - Jusmt  -aand sTutuaeg qusy Jusm
Juawaand 13410 12207 uRTai0g jaoduy uuo%ﬂ -jsanul  -o1g aueyoxg jaodwy 106wy -31seaul  330dwy aiodwy  -3s0avl  awe}
-01g ®207] (001 = 3300%3) 18307 | uStereg
Jo OTITY BANIINIIS INTEA-PIPPV ’
X9pul suoy WUISsad03g I10GEYH SDVU07 JUTSS®D01J 11006%7 SaUIGUTLI4g
($sSn WOTTTH ‘% :3TUQN)
(ssutddIqrug =ya ‘umeieg) ouoz Suissesoxrg a11odxyg Jo jJuswdooa=q i€ 2@TSeL
- i B
. . .
-ugTIBINSTUTWPY 2U07 SUTSS8I01g 2130dXT URSIY 1801N04§
-%Hno auswysaauy UdidICIas
167 30 pua 243 jo SE TPJI0Jax ssavieey
(08671
YoI1'N IO pu#)
S 17 7' 611 006t  1BI0%
, 8Ttt ¢TiT 9'we g 16 S 1 B %' L7 L5T B 11t 7 68¢ 9009 * A moa”mﬂ @Om”dﬂ Lt ¥4
R £ 1°6¢ %' ic S Ly 81 8°€ 0'5 87801 ¢ 0LT VAR g %87 G°§ 767 71 mﬂmnnﬂ 001 Bl
< %0t ¢'gc T we L™y 6°1 £ G ¢ 5°88 79791 ST E0T 6" L9¢ 6" ¢ 2z 01 mdo“mﬂ Ot LL
, §°6¢ 7.1 GTTE LTgr (A4 6°€ 0°6 L°E9 AN 8- cel 0°€0€ 0o AR vﬁm.m 601 9l
T WA g'6¢ £°L1 ey ST ¢ € T°0 &7 0t £ 6L §°60 8 %L1 0 FTA N EQo ' < 69 L
7791 6'0 <E£791 AR VA 0% L€ 962 6°LC G Eal 181 g ¢ T AR @ﬂm“a £91 EEA
2 L% £°0T 6781 9°ag £ 1 1°¢ 68 C11 g 81 G 1 0L G° G 6%8 € %8¢ € g6t A
0°s 99z £°% 6°0¢ £°C GG CES %0 G € it e itk AR ES 6T :nmum 19 L
0 ree 271 6" LC G o 0 €0 9Te 60 1E LenT e oY = il
P el Tl 0i6.
o . Juow J/i #/3 Vit H 9 o 3 G z EN v ¥
Z/h PaDpY -2and siuiuaeyg Juan
onieEp  -01g aduryor juaw  -2and sHuTUaLR pE 2T
JUIWaINT  1ayxQ [BooT ulioizog jiacdwi axodxg -as9auy  ~cag 2Furyoxy Jaodwy 130dxT  -3SaAUT 3a0Cw] SI0UHE -35entT Jue
-03g 12207 (00T = za0ux3z) IBT07 uliorer
mO Lo Jring ) 2INIORANG INg LEA-PODPV
TU1S5000.,] FaGuRT BHEETE

X2PUL Suoy JUTS52003,] 1300

(¢sn VOTTIR ‘% 37

uq)

Moy

5 EIUCYZ

“vesey) ouoyz Sulssanclg 1i0dxy jo Juswdoiang



- 84 -

Are Free Trade Zones Spearheads of Industrialization? :
Lois Stewart, Economist, ICFTU ’

In response to the concern of our affiliates in the countries
where Export Processing Zones - or Free Trade Zones - are located,
the ICFTU has commenced a worldwide campaign on these Zones with
the publication of a special issue of our Infarmation Bulletin on
Trade Unions and Transnationals. The Information Bulletin surveys
the characteristics and location of Zones worldwide, analyses
their economic and social impacts and sets out recommendations

for international trade union action. In addressing the question
of whether the Zones are "spearheads of industralisation", I

will be basing my remarks on the information contained in this
document.

National Development Strategy

In assessing the role of Free Trade Zones as part of an
Industrialisation strategy, it is necessary to bear in mind that
Industrialisation in the Third World is well behind target. In
1975, the United Nations Development Organisation adopted the
Lima Declaration and Plan of Action whose aim was, by the year
2000, to locate 25 per cent of world industrial production in
developing countries. Recent estimates show that developing
countries' share will be only 16 per cent by the year 2000 and
most of this will be located in the moré developed countries of
Asia. The achievement of the Zones must also be viewed against
the backdrop of the international economic environment of
recession, protectionism and cut-backs in development aid.

During the 1950s and 1960s some countries pursued deliberate
policies to substitute domestically produced goods for
manufactured imports. Import substitution was successful in a
few specific industries such as cotton textiles, sugar refining,
paper and cement. For some smaller economies import substitutian
was never an option. And growing balance of payments deficits,
high levels of unemployment and under-employment and the

widening technological gap led to the increasing adoption of a
more outward-orijented strategy.

During the 1970s, international development dgencies began to
promote export-led industrialisation. The objectives of this
strategy were to start up a process of industrialisation, bring
In much needed foreign exchange and promote the transfer of
technology. One after the other, developing countries have
adopted new laws and systems giving incentives to foreign

investment, particularly to those ventures which wauld produce
for export.

It is within this context that the Free Trade Zone was
deyeloped as a mechanism to give an initial boost to export-
ortented industrialisation and generate investment confidence.
The theory is that development in the rest of the economy will

come through a "trickle down" effect from the direct foreign
Investment in the zone.

Role of the TNCs

i ‘ d the spread

lopment of the export-or§ented approach_an _
g?ezgﬁli 12 closely associated with the Increasing transnaglonal
organisation of production and ﬁhe consequent.grO?tE of izt;ons
contracting and outward processing. Transnationa orpo t ,
in particular, have been able to use the Zones for theérkg
international reStrUCturing'aCt%xltéiiﬁciﬁigcégl;ﬁcﬁoingustrial
advantage of low-pald_labour. e st cture of S v sion of

ion is increasingly characterize y : | _
ﬁggd;gﬁagacturing process or product groups at different sites
worldwide.

tries, which
1 lishment of Free Trade Zones, many coun S
#i;gttgih:ia?Zelge regarded as “unattragt11?"tgrogrgging?é?gngf
i laves with a e

view of TNCs, have creatgd'enc _ L e P rvely o

icient and competitive production deslg : '
Eggeﬁgiliéz production needs of TNCs: a fully equ1pped1a§d carif
serviced infrastructure; abundant 1ow-cost.1qbourt§up9 yénd ,
tax and currency privileges; .eff1c1ent administration;
trouble-free industrial relations.

Zones Worldwide

' de
d from previous speakers, Free Tra
Jonas ha;eaabgiiqiag?ggy growiﬂg phenomenon wqudw1de. Thggeg:e
o $r d not only in Asia, but also in Africa, the Camth "
todbﬁat?ﬁnAmerica. Zones with similar character;st%ﬁs to oS
?“ developing countries are also being prqmoteg 1nd cgntrally-
igdustrialised countries - both market-oriented an

planned economies.

Spearheads of Industrialisation?

Are the Zaones spearheads of industrialisation? According to
their proponents, the Zones:

- encourage industrial deyeIOpment;
- attract foreign capital;

i lovment opportunities; .
- E:?:;d?nexgreysophisticated production technigques and

facilitate the transfer ogngoggpgigﬁcgzgaggéé_
i t earnings . _ ;
- ;22?22§2 ﬁi??gsation of domestic raw materials and

semi-manufactures. d
i In addition, a trade
theory to the practice.
ti?ogsc????gzz ggeany inﬁustrial strategy must also assess

i g i i g powe

population.
"pead End" Method of Industrialisation

i it i "dead end"
i de Zones is that it is a
i rgalét¥ngEsE:?§1€ggtion - it leads nowhere. %ont;ggy to the
i of their proponents, the Zones have not at rgcb d e of
C!g;??igant amounts of foreign investment; improve a
si .
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payments positions; nor have they promoted a significant
transfer of technology. They have also tended to hold down
wages, have had negative impacts on working and living ‘
conditions and have not created a firm base for self-sustained
and balanced industrialisation.

Foreign Investment and Export Earnings

The experience is that the Zones do not automatically attract
significant amounts of foreign investment. The United Nations
Industrial Development Organisation (UNIDO) estimates net
foreign investment worldwide in the Zones at US$ 10-15b. The
success in attracting foreign investment varies from couniry

to country. The less attractive the country, the greater the
incentives which have to be offered. Host governments usually
have to provide land and infrastructure and prepare the factory
site. The investing companies often finance their investments,
mainly equipment and machinery which can be re-exported, from
local sources of capital.

The extent to which the Zones result in foreign exchange earnings
is also not apparent. These earnings are limited because
governments often have to draw on scarce foreign currency
reserves to provide the infrastructure; 1in addition, companies
are allowed to repatriate as much as 100 per cent of profits
tax-free over a ten or twenty period, which represents a debit

on the balance of payments account. The high import-content

of many products manufactured in the Zones also reduces export
earnings. Revenues from zones to governments are extremely

limited because wages and rents are kept at low levels and taxes
are waived.

Unbalanced Industrialisation

Production in the Zones is concentrated in relatively few
industries, the most prominent being textiles, garments and
electronics. The greater part of manufacturing in the Zones

is non-complex and consists mainly of part processes and
assembly operations, which have aften been sub-contracted by
TNCs. The value added on components or part operations is very
much less than on the production of an entire product. The
goods produced normally cannot be sold locally and certainly do
not satisfy basic needs. They are usually parts or components
for final assembly in the TNC's home country, or products

not suitable for local sale. Production processes and

products typical of the zones are:

- the welding of microchips;

- sub-assembly or assembly of radio and television components;
- assembly of toys;

- assembly of sophisticated scientific instruments.

EPZs in general remain enclaves and industries in them generate
few linkages with the domestic economy. 1In general, forward
linkages {(the processing of products from the zone in the host
country) cannot be realised because the zones are usually
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restricted to export production only. Backward linkages with
domestic production activities are also limited. Companies in
the zones have a high propensity to import their supplies of
intermediate goods and raw materials, often from other parts

of the same TNC (vertical integration). Wages from direct

and indirect service employment are the biggest linkage with

the host econamy. But these are limited due to the continual
pressure by TNCs to cut costs. Therefore, how can the Zones act
as spearheads of industrialisation when they generate very law
purchasing power and few linkages?

Transfer of Technology

The transfer of technology is also limited as it is linked
directly to the character of the production process. A
production strategy which locates only parts of the total
production process in a developing country is thus likely to
result in a limited transfer of technology. Potential spin-offs
are confined to relatively low-level technologies of assembly
operations. Again, much of the technology applied in the Zones
has been developed for processes and products which may not be
relevant for the development needs of the domestic economy.

The pre-assembly stages, advanced technology and research and
development usually remain located in the industrial countries.
Similarly, there is little transfer of skills. Most workers

in Zone industries are unskilled or semi-skilled due to the
elementary functions which they carry out and which correspond
to specific phases of the praduction process.

Emplaoyment

Free Trade Zones worldwide have created about | million jobs
directly, accarding to UNIDO, or 500,000 in Asia. However. this
is a drop in the ocean compared to the 160 million unemployed

or underemployed in developing countries. It is not clear to
what extent these represent "new" jobs or are in effect a
transfer of employment from outside the zones. These jobs have
also been created for a low cost segment of the workforce; young
women workers, who are mostly new entrants to the labour force
and make up more than 80 per cent of the warkforce in the Asian
zones. These warkers are mainly aged between 17 and 25,
although some start work as young as 14. They are also mainly
single. The Zones therefore do not contribute much towards
alleviating the unemployment problems of men workers or older
married women, as the emplayers do not want to pay any social
benefits. Where linkages between the Zone and the domestic
economy are weak, indirect employment effects are small and

are confined to maintenance and service jobs.

Wages

[t is obvious that the major attraction of the Zones for TNCs
is the existence of a docile low-wage labour force. Although
the picture an wages varies from country to country, two
factors which seem to determine wage levels are the supply of
labour and the existence of alternative employment outside the
zones., In addition, total earnings are significantly higher
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than minimum wage rates, which implies a high intensity of

work based on incentives and overtime. There is also a
substantial wage differential between male and female workers

in most Zones, related to job content and skill levels. Wages
are also kept down by a variety of methods including excessive
use of trainee systems and trial unemployment. The wages

earned by women workers are below the minimum budget requirements
for a family in most places. 1Indeed, in many of the countries
surveyed by the recent ILO/ARTEP study whose workers were

considered as “"secondary earners' only supplementing the family
budget.

In contrast, the profits made by TNCs in these zones is much
higher than in normal business conditions. In some industries,
Iike electronics, there is a high degree of foreign ownership.
One hundred per cent tax-free repatriation of profits is not
upcommon. In addition, the minimal tax regulations offer TNCs
considerable opportunities to practice transfer pricing which
enables them to keep down their overall tax liability in both
the host and home countries.

The existence of the Zones with their investment incentives also
undermines the policies of countries which are trying to promote
& more equitable process of industrialisation, including the
participation of trade unions in the development process. Thi
TNCs put pressure on governments for "no union" guarantees as

a prerequisite for investment and the prevailing law and practice
within some Zones is contrary to basic ILO standards and the
Tripartite Declaration of Principles on Multinational Enterprises
and Social Policy. The Zones represent havens to "runaway" TNCs
trying to avoid social responsibilities such as the observance

of health and safety requlatiaons and recognition of trade unions.
The large profits made by TNCs are not matched by equivalent

gains far the long-term development of the economies of the
host countries.

Role of the International Organisations

Several international development agencies have been associated
with the promotiaon of export-oriented industrialisation, mainly
the World Bank and UNIDO. They have been trying to sell
export-led growth as a panacea for development problems of all
types of developing economies. Recently, the World Bank has
granted major loans for the development of Zones in Indonesia,
Thailand and the Philippines. However, some international
organisations are changing their minds about the Zones. UNIDO
has up to now played a major role by providing technical
assistance and carrying out feasibility studies. Recently,

this arganisation has taken a more Circumspect attitude to Free
Trade Zones. They have now declared that they are not a viable
economic strategy for every type of economy and especially not
for the least developed countries. UNIDO have also informed me
that they recommend paying workers in the Zones above the
minimum wage, as profits in the zanes are higher than in the
rest of the economy. UNCTAD has also criticised export-oriented
production as a total industrialisation strategy with the
contribution of the Zones to the economic development of the host
economies being characterized as disappointing.
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Export-led industrialisation is clearly and explicitly oriented
towards selling on the warld market. A few Newly Industrialising
Countries have achieved some success in accelerating the pace

of economic growth through exports of manufactured goods .
However, for many countries - and certainly the least-developed -
the strategy is totally inappraopriate or has severe drawbacks.

In addition, the promotion of expart-led industrialisation
strategies has not been matched by increased international
co-operation over trade and industry policies. For example, this
has resulted in considerable over-capacity in the garments’
Industry in some zones, as import restrictions intensify, with
the consequent lay-offs of workers.

Few Policy Options

In spite of the limited impact, a Free Trade Zone is often one
of the few policy options open to developing countries seeking
to attract manufacturing investment. This is especially true

In the present economic recession, with the cut-backs in
official development assistance and commercially-available loans.
Developing countries have to compete for scarce financial
resources, which reduces the scope for alternative strategies.
An economy with an undevelaoped infrastructure, small domestic
markets, and a labour force lacking in skills is unlikely to
attract substantial foreign investment without some incentives.
The pressures to reduce balance of payments deficits and create
almost any kind of employment are intense. Free Trade Zones are
seen as bringing some progress in industrialisation.

Alternative Strategies

What alternatives are there to Free Trade Zones? First of all,

a major increase in official development assistance and in long-
term soft loans would widen the economic policy chaices available
to developing countries and leave them less dependent on private
sources of investment. Long-term balance of payments support
from the IMF would also lessen the need to prcduce.for export

at any cost and give more scope for.inyegtments which could be
oriented towards the development priorities of the country
concerned.

Phasing out of Zones

Countries which already have Zones should look to phasing them
out or upgrading them. They should be seen as only one part of
a total industrialisation strategy. Especially where net o
foreign exchange is not being earned, tax incentives and subsidies,
should be gradually phased out. Domestic resources allocated

to export industries may be mare profitably used elsewhere in

the economy. There should also be a gradual transformation of
the assembly operations into more complex manufacturing operations
with greater linkages to the domestic economy. As well as
producing goads for the local market, efforts must be concentrated
on the building up of the local supply of raw materials and L,
intermediategoods. R
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Industrialisation totally cut off from the world ecanamy is
unlikely to be successful. However, over-concentration on

export production will produce more problems than it solves.
Industrialisation must be based an raising the living standards

of workers, increasing purchasing power and expanding the

domestic market to produce for local needs. Some countries should
place more emphasis on increasing productivity in agriculture and
food supply. Small and medium-scale rural industrialisation

can be based on the transformation of agricultural products. For
countries with relatively strong resource bases, industrialisation
can be based on the local processing of raw materials for both
domestic consumption and export. Industrial praduction should be
capable of meeting domestic needs in food praducts, building
materials and clothing. Other smaller economies will have to
continue to carry out the kind of processing for export done in
Free Trade Zones. But there should be less sub-contracting and
more manufacture of entire products which could also be sold on
the domestic market and ta other Third World economies.

The future of Free Trade Zones as a strategy must also be seen
within the context of the long-term restructuring of the world
ecanomy. The international trade union movement has been calling
for changed econaomic palicies which are aimed at improving the
living and working conditions of the mass of the world's
population. Industrialised country governments must recognise
their obligations and act in a co-ordinated manner to stimulate
the world economy. Increased development assistance must be an
integral part of the recovery measures. They must also adopt
industrial and trade practices which are coherent with the
development objectives of the developing countries. The intense
pressure to cut costs which is one of the main attractions of the
Zones would be reduced by a resumption of growth in world markets
and a lowering of tariff barriers.

- 9] -

Thoughts Concerning the International Division of Labour

and the Trade Unions!' Policies b Hans-Ulrich Bu
FES Takyo Office g 1ch Binger,

Since ICFTU presented its Development Charter "Towards a New
Economic and Social Order" in 1978 and the Brandt Report in
1980,_the world economic situatian has worsened quite a Jot.
Even in some industrial countrijes it is disposing of some
tmpaortant recent unian acquisitions. Restructuration processes
in enterprises, structural crisis in an Increasing number of
Industries and an Increasingly high glabal Unemployment make it

all the more difficult for trade unions effectively to represent
the workers' interests.

Even greater than in industrial nations has become the pressure
on the trade unions of many developing countries, Its cause
1s to be found not only in the overall bad economic situation
but also in the transition by many developing cauntries towards
@an export-oriented industrialisation. For the suppression of
union rights aimed at maintaining a low wage level has very often
been seen as the Prerequisite for such a policy of integration
into the world economy.,

economy during the last 10 years has occasioned a weakening of
the position of trade unions. Influenced by joblessness, the
degree of organisation of trade unions has already fallen even
in countries like the Federal Republic of Germany. Also in
Japan, for example, it amounted at the end of 1982 to only
30.5% even thaugh Japan has surmounted fairly well the present
economic difficulties. The present high jobless rate in the
main industrial countries will probably continue for a long time,
The trade uniaons in industrial countries now face the question
whether they will Increasingly concentrate on representing the
Interests of those still holding a job or also represent the
interests of the jobless.

Even if the degree of trade union organisation in mother-companies
of multinational groups sometimes remains the same as befaore,

the overall degree of organisation has greatly diminished if ane
also takes into account its subsidiaries in developing countries.
This alone proves that co-operation of unions of industrial
countries with those in developing countries becomes one of the
mast Important issues at international level, S0 long as trades
unions in developing countries do not assert themselves, not

only their members but also the workers of the industrial nations
will be subject to ever greater pressure to forsake their

rights. Especially in this difficult situation for the world
économy where the better harmonization of the interests of the
trade unions in industrial and developing countries becomes an
urgent need, it is more likely that shortsighted national
interests will oppose it.

*"GewerkschaftIiche Monatshefrte™ {Trade Unions’ MontRTy Magazine
§9, 82, Cologne
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The international organisations of trade unions can only
operate "internationally” in so far as the interests of the
national member organisations allow. An example of this is
offered by the American United Automobile, Aerospace and
Agricultural Implement Workers of America (UAW); towards the
end of the 60s they began to advocate the formation of
committees at multinational level with whose help it was
expected to reach a wage parity between plants in the industrial
and the developing countries. Behind this there was the hope
to curb the trend of big American car makers to increasingly
transfer their production to developing countries. Under the
pressure of the worsening employment conditions in the U.S.A.
the UAW calls, 10 years later, for import restrictions, for

Instance, against Japanese car makers, in order that they make
direct investment in the U.S.A.

Another example is offered by the protest actions in December
1980 by the European textile and garment unions seeking
restrictions on the growth of imports from developing countries.
The position of the trade unions stands under the pressure of

a growing number of conflicts in the global economic context.
This is a great challenge for trade unions, and it cannot be

met with 'patent recipes'. Whoever takes seriously both the
unions' duty to protect the interests of their members and their
tradition of solidarity with the workers of developing countries
which has always taken them outside the immediate interests of
their members now faces conflicting duties which are hard to
reconcile. We cannot deny that the people working in the North

or in the South have not only equal but very often also opposite
Interests,

Especially salient in this context is the conflict of interests
between textile workers from industrial countries and those
from developing countries,

Among us in the Federal Republic of Germany and among our trade
unions has prevailed the position that the process of adaptation
to the new international division of labour should not be
arrested. The state should not delay this adaptation process
through subsidies to the hardest stricken industries. They
think that the past has already shown that the Federal Republic
has maintained and expanded its competitiveness by quickly
adaptlng_itself tq changing world econaomic conditions. If they

their structures, the problems of the textile and the steelmaking
industries, for instance, would not have been.solved.

For the affected warkers, the social

possible in order to make the adaptation pressure tolerable

for thgm. At the same time the state should aid the change by
promoting investments aimed at new employ

training programmes and helping people to move,
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The German Textile and Garment Union has, moreover, demanded

the introduction of a Social Clause, which should compel_the
governments of developing countries to comply with the.mln}mum
labour standards set by the International Labour Organisation(IL0).
These are, for example, the prohibition of child labour, the
payment of certain social benefits, the possibility of union
activity. In this way they expect to make the costs of lapogr
and, as a consequence, the price level if @mporteq goads similar
to those produced in the country. The basic premise of this
so-called “harmonization start" is the supposition that by
equating wages and working conditions at the enterprise level
between industrial and developing countries there will be no
material grounds for production transfers from industrial to
developing countries. From the end of the 70s the Intefnatlonai
Metal Workers' Federation and the International Federation of
Chemical, Energy and General Workers' Unions have created
so-called 'multinational committees' aiming at a similar
harmonization. A certain wage parity could only be reached
between the American and the Canadian plants of the big car
makers. It has never been possible, however, to come to .
international agreements concerning the multinationals valid for
the plants both in the industrial and in the developlng countries.
As a consequence, by the end of the 70s and the peg1nn1ng of the
80s a 'strategy of limited protection' ha§ prevailed to ward off
a higher loss of the labour force before'lncreaSIng imports
from developing countries. The most striking example of this is
the limitation of import increases from developing countries
within the framework of the Multifibre Arrangement (MFA).

rou such agreements it should be guaranteed that gxport-
g?ienggd countgies reach a better pro@uqtlon and investment
planning and impoarting countries'stab1llze their employrnentl
levels so they gain time for making the necessary stru;tura .
adaptations. It is argued against such agreements that th?y 0
not solve the problems of the ind%v1duals concerngd but only
delay them. The case of the textlge and garment'1qdustry proves
that these arrangements work as maintenance subsidies gnd ?rethe
always extended, so that the solutions are_on]y put Qf‘i' n
long run, jobs cannot be maintained even with self-limiting
conventions.

i i ' t, which has
e present times of increasing unemploymen , .
%gkgg dgngerous proportions in many iountr1e§ a230221gguﬁgg?ggers
i easingly the social and political peace in . S,
;nggndchg %o make increasing use of these conventions begomg;
understandable but also regret?ablg OzgégﬁiéedThieS?gﬁgg t;?s
i , for the reasons already .
S?éﬁ?igh2§?1 for protectionism becaus? Eheybﬁnow ?hggrggnjcoagﬂ{d
dera epublic o ,
so dependent on exports as'the Fe bllc of Bermany, W
uffer greatly from a closing circle of pro
gllfaroﬂnd thg world. It becomes ever harder, howevgr,f;octed
explain these connections to the workers involved and affe

by unemployment.
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They only see that their workplaces are lost because cheap
imports from developing countries or countries like Japan have
diminished the sale of the products they produce and thus led
to the loss af work. It is essential to make themlunderstand
that this point of view is anly shaort-sighted and in the long
run is of no avail. They have got to understand that the answer
does not lie in closing their markets against the developing
countries or others like Japan, but in an activation of the
structural policies, in employing as well as training policy
measures. In the present situation, there is a great danger of
industrial countries making their structural unemployment even
worse by specializing in technologically highly developed
sectors; these are as a matter of fact the capital-intensive
ones, being able to produce with little labour while at the
same time the labour-intensive sectors would be set aside.
Moreover, even the number of labour-intensive industries is
growing smaller because of the increasing introduction of
micro-processors; this has already led to a tendency of the
German enterprises to avoid the risks invalved in the transfer
to developing countries, for these new technological developments
are even cheaper than the cheap workforce of developing
countries.

This makes it very difficult for industrial countries to
envisage a solution to their growing structural employment. The
services sector also hardly offers enough working places now,
insofar as it is threatened by joblessness because of the
introduction of micro-pracessors in the administrative field.
The possible basis for a solution could be offered,in the
opinion of the German trade unions by shorter working hours,
better and perhaps longer school education and training,
informatian on the effect of investments on the labour market
and more co-determination for workers in all economic levels.
In this context it is especially important to develop the
technological field, because a blooming economy can only be
kept alive if it produces new products attracting consumers.

There exists a real danger for trade unions concerning the
crucial question of whether the necessary adaptation process will
be brought about with their participation or without them.

Thus, the hitherto main question in the work of trade unions,

the continuous increases in wages, has to go more and more into
the background, leaving room far another question, becoming

more important every day, that of co-determination in the
application of the necessary structural changes. Only strong

and unified trade unions can overcome this challenge.

It seems that the model of a self-regulating economy, such as
that prevailing in the 50s and 60s, is unavoidably lost. It
becomes ever more urgent for trade unions to find answers to the
guestion of whether a model far economic development set on
industrial growth, extra-economic expansiaon and the
commercialization of every field in life is compatible with

the unions' ideal of an improvement in the quality of life for
the majority of the populatian. In this way, the call for
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‘quality growth', for example, becomes ever louder in the
Federal Republic of Germany. This would mean giving preference
to the development of environment-oriented industries and

also to the development of energy-saving technologies, of
products consuming less raw materials, etc. Quality growth
should mean, besides, paying more attention to those fields
where there still exists an undersupply of social useful
produces like home building, medicine, social facilities).
There can still really be growth in these fields.

For the majority of the developing countries the social and
economic problems are nowadays even more acute. It is true

that the developing countries have increasingly become

integrated in the global economic division of labour during the
last decades but this has at the same time led to growing

social and regional disparities in most of them. Thus it 1is
expected that only 5 or 6 developing countries will be able

to rank as industrial nations, while for most of the remaining

the perspectives for an economic development will get dramatically
worse.

In this situation the stress for developing countries will lie
in their efforts to improve their perspectives by changing the
internal conditions upon which they can act by themselves. So,
for instance, drastic land reforms, aiming at an expansion of
the production for subsistence in the agricultural economy will
become necessary. Or another model could be that of a
decentralised industrialisation based on local conditions (raw
materials and work force etc.).

Regarding the co-operation between industrial and developing
countries, this cannot be based only on the premises of a
market-oriented economy. On the one hand because the negotiating
pasitions of the poorest developing countries viz-a-viz industrial
countries, are in this context all too weak. On the other

hand, it has been seen in the past that such a purely market-
oriented co-operation benefits the industrial more than the
developing countries. In fact the market-principles should

be further used as far as possible, but they should also be added
to other leading facts wich are not market-oriented. The
above-mentioned Werner 0lle suggests, for instance, alang with
other national economists, that some compensation businesses

be conducted so as to allow the developing countries to obtain
investment goods and technology from the industrial countries
without further burdening their payment balances and withoqt
further pressure towards an export-oriented industrialisation.

What will be the role of trade unions in developing countries
regarding these issues? First of all, they should ask for
expert advice on which natianal economic strategies are the most
promising from the paint of view of the country's workers. Only
with a rational, which means 'scientifically based' strategy,
will the trade unions be able to have their say in the formation
of the economic policy of their countries. They will have to
lay down the premises around which the scientists have to work,
these premises being the creation of paid employment as well as
better safeguards against the risks of illness and old age.

Only those trade unions participating in the discussion with
objective data will be able to make a real contribution ta

their countries from the point of view of the workers.
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