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ABSTRACT

In recent years the number of Free Trade Zones (FTZs) or Export Processing

Zones (EPZs) has rapidly grown. Close to fifty countries have now established EPZs to

stimulate and diversify their industrial growth.

The efectiveness and performance of EPZs is an important topic of interest and

concern for political decision-makers and donor agencies.

The thesis lays out a theoretical and empirical framework for evaluating such

zones, incorporating investigation of the Qesh Free Area(QFA), in the Persian Gulf,

whose activities, employment and trading relations were studied to make a full evaluation

of its performance.

Through interviews with Iranian political and economic leaders and careful

interpretation and analysis of pertinent documents, significant achievements and trends in
Iran are reviewed. It is concluded that political, economic and social conditions are of
greater relevance in attracting investors than the content of specific package of incentives

offered to foreign industries and investors.
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Chapter One

Introduction

1.01 Export Processing Zones (EPZ) or Free Trade Zones (FTZ) have now been
widely recognised as key institutions in export-led growth strategies, after decades in

which developing countries have commonly followed import substitution development

programmes.

1.02 The concept of Free Trade Zones (FTZs) is not new. It originated as early as the
days of the Roman Empire, when transshipment, storage and re-exporting of goods were
facilitated by the equivalent of FIZs. During the Middle Ages, Mediterranean and
Hanseatic League cities dependent upon trade relied upon special arrangements to
favour their own interests. In the 18th and 19th centuries, trading facilitics were
established by colonial powers in places like Singapore (1819) and Hong Kong (1842).
These ports were used mainly for storage and re-exporting. The next period of expansion
of the free zonelport idea was at the end of the 19th century and in the early 20th
century in Europe, but the post World War II growth in trade has resulted in FTZs being

set up at key points on international trading routes having been widely adopted as a tool

of national economic development.




¥
QRTOCILIC IO

1.03 The modern FTZ or export processing zone (EPZ) has emerged since the 1960’s.

Its aims are not focussed as often before on warehousing and re-exporting, but on

employment generation and production of manufactured exports. The prototype was
established in Shannon, Ireland, in 1959. Its purpose was to maintain employment at the

Shannon Airport whose position as a refuelling centre was threatened by the

development of long range jets.

1.04 The sucess of Shannon paved the way for similar FIZs to be set up in other
countries. By the early 1970s there were seven FTZs in seven countries. In 1975 there
were 31 in 18 countries, and in 1986 there were close to 500 in over 70 countries
(UNIDO, 1980 and WEPZA Newslatter, 1986). The number of FIZs has increased
dramatically over the last 30 years as they have gained international recognition as a
successful medium for generating employment and stimulating industrial development.
Papadopoulos (1985) points out that "the catalyst for the phenomenal growth of FIZs
was a 1967 United Nations resolution that marked the switch from import substitution to

export development as the preferred method of industrialisation”.

1.05 After the cease-fire with Iraq in August 1988, the Iranian Government
announced its reconstruction plan in response to the profound changes in the Iranian
economy as a result of a combination of external and internal factors, particularly the

revolution itself, the eight year war with Iraq and fluctuations in the output and price of




oil. To foster industrial development, the Government created Export Processing Zones

(EPZs). Like nearly fifty other countries, Iran created EPZs in the hope that they would

stimulate and rapidly diversify the country's industrial growth.
1.06 Based on empirical investigation, the central questions in this study are what are
the major lessons from Iran’s experiences with EPZs regarding the role of the state in

development, and how might the EPZs play an evolutionary role in the process of

economic development in Iran?

Definition of Free Trade Zone FTZ/EPZ

1.07 A FTZ is a geographically defined usually fenced area of land within a country.
Imported goods can be brought into the zc;ne free of customs dﬁtics and quotas. Once m
the ione, goods can be packeci, unpacked; mixed, blended, stored, assembl;d,
manufactured or otherwise handled. They are then exported. Should the goods be
consumed within the host country, they are subject toh customs duties. Apart from
customs laws, in ﬁost cases all laws of the host country apply within the zone. A major
purpose of FTZs is to induce new capital to flow into the FTZ. Such an influx of capital
should then yield benefits in the form of employment, foreign exchange eamings.
techr;ological uanéfcrs, and linkages of the FTZ with the rest of the economy. However,

there are costs associated with establishing and operating a FTZ successfully. These costs

should not be overlooked. t




Significance of the Study

1.08 Nowadays, the role of the free trade zone has become an important issue in many
countries, particularly these which are developing, as a prospective leading factor in
supposedly changing the economy for the better; in other words, as an instrument of
development. There are more than 170 free zones spread world wide in different
countries which have spent millions of dollars to establish free zones, not all of which are
successful by any criteria, while other ‘successes’ have been at the expense of other forms

of regional and national growth.

1.09 Most of the research to date on EPZs has been descriptive i1n nature and focused
solely on labour-related and economic dimensions. There are numerous works on EPZs
which are essentially investment reports that provide descriptive information on business
procedures and costs in particular EPZ countries (for example, Rabani's 1985 and Jean

Currie's 1979 reports).

1.10 Much information which has been issued by the investment promotion agencies of
countries which possess EPZs is often incorrect or misleading, as for example the reviews
of Jordan’s or Dubai's EPZs done by Business International, which otherwise would

have been especially helpful in this study.
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1.11 Aside from the studies of EPZs and labour-related issues which are available,

there is a shortage of analyses of EPZs and the development or politico-economic aspects

of the issue. UNCTAD's 1985 study was probably the first attempt to conduct a

comprehensive study of the developmental effects of EPZs.

1.12 This study will accordingly offer a pioneering contribution to the growing interest
and literature on EPZs by analysing strategies of development and policies, linkages
between country structures and EPZ structures, factors for success, and connection

between public policy and the Sfatc.

1.13 Itis expected that the author’s case study research will contribute to empirically-

based theories on state-led industrial and export-led development and offer some general

policy implications.

Aims of the research

1.14 The aim of th;e research is to employ a case study to illustr;atc the role of the Free
Zone in the economic development of Iran, and to find out what specific factors are
emerging as important to its success or limitations. Tﬁe study‘ intends to include
discussion of the following points:

1. What were the reasons for establishing the Qeshm Free Aréa (QFA)?

2. What 1s the QFAs place in the country's development?



Motivations of the study

1.15 There were two motivations in carrying out this study. First was the lack of
attention and effort given to investigate economic development and the open policy of
Iran as represented through its EPZs. Secondly, no suitable framework had been

developed for analysing the role of EPZ development strategy in Iran.

Structure of the thesis

1.16 The thesis has been divided into eight chapters. After setting the scene for the
study in Chapter One which also describes the methodology of the study, Chapter Two

will survey the literature on strategy of development. Chapter Three gives a general
account of evolving spatial and economic planning in Iran, and Chapter Four is
concerned with the aims behind the establishment of EPZs, their requirements in general
and also the characteristics of EPZs. Chapter Five concentrates on the discussion of the
case study zone i.e. the Qeshm Free Zone (QFZ); first, it introduces the geographical

condition and the economic history of Qeshm Island and focuses on economic activities

operating in the QFA, and secondly it reveals the characteristics of the QFZ in the Iranian
economy. Chapter Six concentrates on the author’s field work done in the QFA and

evaluates the impact of the QFA on regional economic development, including a

comparison between EPZs in Iran and Dubai. Chapter Seven is devoted to analyses of the

context for future policy for EPZs and, particularly, the role of the state is examined.



Chapter Eight summarises the most important findings, gives proposals for policy
adjustménts and the conclusions of the study, and contains the author’s main
recommendations for the development of the QFA in the Iranian economy and offers

suggestions for further research . Fig 1.1 outlines the structure of the thesis chapters.




FIG 1.1 STRUCTURE OF THE THESIS

1 INTRODUCTION

2 STRATEGY OF DEVELOPMENT

3 DEVELOPMENT AND SPATIAL

PLANNING IN IRAN

4 ECONOMIC DEVELOPMENT AND EPZs

5 FREE ZONES IN IRAN

6 ECONOMIC EVALUATION OF THE EPZs

7 CONTEXT FOR FUTURE POLICY

8 FUTURE OF EPZs IN IRAN

& CONCLUSION

SOURCE: Developed by the author



Limitations of the study

1.17 As a pioneering study for Iran and work in a relatively poorly researched field, the

lack of associated literature was one of the major problems in this study. It is extremely
difficult to offer a balanced appraisal of EPZs globally. There are two main reasons for
this problem: first, data on EPZs are often not available and are not standardised;

secondly, assessments of the developmental contributions of EPZs have been largely

dependent on the normative foundations of the researcher. As the ILO/UNCTC
writes(1988, 143):
“In the absence of standardised, comprehensive, and accurate data on

EPZs internationally, in- depth country studies such as are offered here are probably the
best avenue to expanding our knowledge of EPZs and their relationship to economic
development. Even additional statistical information on EPZs would be unlikely to
provide much insight on such critical issues as their relationship to political development,
the role of the state in economic development, and the creation of an effective political

climate and administrative structures for fostering economic growth.”

1.18  Thus, this case study is a valuable, timely and appropriate method in increasing

our understanding of EPZs in many developing countries.



Introduction

Limitation of data:

1.19  First of all, there were many unsystematic and varied standpoints behind the data

available to the author, with different orientations which made it scattered and of erratic

value. Some data was incompatible: for instance, there were two figures about exported

goods from Iran both coming from official bodies.

1.20 The second limitation was the lack of focus on EPZs in the Iranmian national
accounts where EPZs are quite new as an issue. In other words, EPZ activittes are not a
separate item in the national statistics on trade and investment, and data concerning them

has usually to be reconstructed from often incomplete information.

1.21 The third limitation came from the quality of information supplied by EPZ

authorities. Much of this was incomplete and some of it evidently unreliable.

1.22 Besides these matters, the study is supported by a number of interviews and

questionnaires in which the responses must, on occasion, be liable to subjective attitudes

and data.

10




Introduction

Methodology and Rationale

Sources

1.23  This study is based on analysis of data obtained from a field-work survey carried
out by the author in 1993/94 and updated in 1995, and from published statistics and
writing. This is placed in the context of an evaluation of the relevant written material in

Persian and English which deals with theories of the role of EPZs in economic

development. Data collection was based on the following:

Written material

1.24 Matenals, such as books and articles, related to this study were collected from

various sources in Persian and English.

Official reports

1.25 These were studied from sources in the Plan and Budget Organisation, Iran
Statistical Centre, Economic Affair Ministry, Iran customs department, Bank Markazi

(the Central Bank), the Iran Chamber of Commerce and Industry, and the Qeshm Free

Area (QFA) and Kish Free Zone Authorities.

11
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1.26  Official reports and statistics published by International Organisations such as
IMF, World Bank, UNCTAD, ILO, EIU as well as published by some EPZ authorities

were also utilised, including from zones in Dubai, Taiwan and South Korea.

Field work

1.27 To achieve the main aims of the research, the author carned out two extensive

periods of field work in 1993 and 1994, which were updated in 1995.

1.28 Field research was conducted for two periods each of over two months in the
Qeshm free zone, and for about two months for the other zones of Kish and Dubat. The
field research in Iran's EPZs began in March 1993. The principal research focus was the
QFA. In addition, some interviews were undertaken in Kish Island, Chahbahar and Dubai.
The author also had a short visit to EPZ/FTZs in Singapore, Malaysia and Pakistan, to
conduct interviews and to get data and reports related to the research task, particularly
from the Malaysia Chamber of Commerce and Industry, the headquarters of Dubai's Free
Zone and the Customs Department and Chamber of Commerce Industry of Singapore.

The author has also made short visits to some European Free Port areas, including

Hamburg, Rotterdam and Southampton.

1.29  As in the preliminary study in Qeshm Island, interviews of government officials,

firms, managers and other persons involved in EPZs were a primary source of

12
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information. Many of the research questions required the subjective perceptions of people

related to the zones, and their views could only be learned through interviews.

1.30 To answer the research questions about the policy background, the author

interviewed selected officials dealing with the issue such as: Vice President and Head of
the Iranian Government's Plan and Budget Organisation (Mr Masoud Zanjani), the Vice
Minister of Economic Affairs (Dr Gharebaghian), and the General Directors of the QFA

(Mr Boshehri) and the KFZ (Mr Yasdan-panah).

1.31 Co-operation of the Vice President made it possible to interview a large number

of officials, as well as to interview other persons interested in the EPZ's development.

1.32 The author appreciates the co-operation of these officials, and he regrets the

unwillingness of ten other officials to participate in discussions.

1.33 Government and other available documents from the ministries and the EPZs

were used to collect statistical and other empirical data. Published survey data,
particularly by the Plan and Budget Organisation (PBO) and the Economic Affairs

Ministry (EAM) were reviewed and analysed.

13
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1.34 A few of the initial interviews in Qheshm island were conducted with a tape
recorder present. But when it was found that interviewees were uncomfortable with

having their comments tape recorded, subsequent sessions were documented only with

written notes.

1.35 As Bruce Berg suggests (1989, 15) in discussing qualitative research
methodology, a semi-standardised interview format was used for this study. This involved
asking a predetermined set of questions in systematic and consistent order, but allowing
respondents the freedom to digress. As Floyd Fowler asserts (1984, 86), an open-ended
question format allows respondents to offer their perceptions and their own
understanding of the subject by answering in their own words, and provides the

opportunity to get unanticipated answers.

1.36 There were a number of primary research questions in the study (see Chapter 4)

covering a broad range of issues concerning EPZs. To ask all of the questions in the
questionnaires would usually have taken more than two hours, which in most cases was
not possible nor appropriate. Thus, in order to keep interviews to the less than an hour,
not all of the questions were asked of all respondents. Instead, questions most relevant to
the respondent's position were asked. A few key respondents who are highly involved in

EPZ policymaking and who were willing to be interviewed more than once were

administered the complete questionnaire.

14
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1.37 Because of the small number of new firms in the QFA, the author tried to

interview representatives of the entire 'population’ of EPZ firms, rather than to sample
them. Fortunately in most cases in both Iran's and Dubai's EPZs the author was able to
interview the general manager. Of the twenty six of Iran's EPZ firms registered as of mid
1993, nineteen of them were interviewed. The others were just opening and not yet

operating, or the manager was not available or not willing to be met for an interview.

1.38  With some revisions and modifications based on the preceding interviews in the

QFA, the survey questionnaires used in Dubai's FTZ were very similar to that for the

QFA.

1.39  The author faced some practical difficulties when visiting Dubai's EPZ companies

because some have two names, and also some firms refused to answer some questions

which related to financial affairs.

1.40 With nearly 400 firms in Dubai, it was possible to interview only a sample of
companies. Thirty-five firm representatives were interviewed in depth; a few other EPZ
firms were asked only a limited set of questions. The author wanted to ensure that the
following types of firms were interviewed: small firms, large firms, wholly foreign-owned
firms, joint venture firms, older firms, recently opened firms. Trade and distribution,

manufacturing and service firms were also important types. To ensure that all of these

15
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Introduction

types were interviewed within the limited time available to the researcher, a stratified
sampling approach was used in Dubai. Using the technique described by Seymour
Sudman (1983, 182), the author roughly divided the total population of EPZ firms into
the subgroups listed above, and then selected firms from these subgroups. A combination
of random and non-random sampling from these subgroups was conducted; in addition to

random sampling, a number of firms were chosen for interview which had most of their

bustness with Iran.

1.41 The author participated in an international conference (XIV World Export
Processing Zones), held in Dubai in December, 1994. This three day conference
sponsored by the JAFZ in co-operation with the WEPZA, included delegates from a

number of multilateral agencies, consulting firms and from 28 Asian, Latin American,

European and African countries.

1.42  During visits to the countries mentioned above and particularly in Dubai, the
author had also interviews with several selected officials dealing with EPZ issues such as:
Mr Sultan Bin Sulayem, the Chairman and Managing director of JAFZ; Mr Wong, the
General Manager of the Taiwan EPZ; Mr Ian Dunning, the Director, Far East office of

the Dubai Commerce and Tourism Promotion Board (Hong Kong); and Mr Mohammed

Abdul Razaq, the Deputy General Manager of Singapore Customs.

16
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Introduction

1.43  Numerous documents were collected and examined during the field research.
Some of the data collected by the author particularly during the first field-work in Iran
were incomplete or inaccurate, and had to be corrected or not used. Most of the general
statistical data on EPZ issues came from published reports of the Government, but much
EPZ statistical data is not directly available and had to be calculated by the author from

the reported data. Numerous newspaper articles have been printed on EPZs over the

years and were helpful.

1.44  Government and parliamentary proceedings since the establishment of the EPZ
were also examined, to see to what extent there has been debate on the evolution of the
EPZs. Parllamentary debates since 1989 were also examined to document the progress of

policymakers' thoughts on the EPZ.

1.45 There were problems raised from those interviewed. Some interviewees were
reluctant to answer some questions especially in political, economic and particularly in
financial and future plans aspects. Personal reasons or competition between firms, might

have made some tend to keep secret some information.

146  In sum, a thorough study of the available data, of commentary and of government

debate on the EPZs was conducted by the author. A broad and representative sample of

people and firms were willingly interviewed in-depth. Thus, it is believed that in spite of

17
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some difficulties in getting access to officials in Iran and the somewhat limited number of

new firms available interviewed in Iran, the research is reliable.

1.47 Since the research is a completely original effort, it is acknowledged that it may
suffer from certain unavoidable shortcomings. It is hoped and expected that the case
study research will contribute to empirically-based theories on state-led industrial and

export-led development, and also offer some general policy implications.
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Development Strategy

Chapter Two

DEVELOPMENT STRATEGY

Industrialisation Strategies: Past and Present

Introduction
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