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Export Processing Zones / Free Trade Zones:
Pakistan Perspective


The concept of FTZs/EPZs evolved in the beginning of the 20th Century, Argentina and Uruguay in the Latin America were the first to translate the concept into enacting Free Trade Regulations, curtailing on tax regimes and liberalizing imports used as raw material towards manufacturing processes. The concept however found acceptance in the 1960s and 1970s travelling between EPZs / FTZs and SEZs. At the conceptual level these coinages are overlapping and complimentary in the sense that primarily all target the same area i.e. free imports where needed as input to finished goods and concessionary tax regime with the primary objective of increase in exports.

Wikipedia, the free encyclopedia describes a Free Trade Zone (FTZ) or Export Processing Zone (EPZ), “an area of a country where some normal trade barriers such as tariffs and quotas are eliminated and bureaucratic requirements are lowered in hopes of attracting new business and foreign investments”.  In certain cases, a group of countries agree to reduce or eliminate trade barriers in a particular region. Al Aqsa in Jordan is a typical case in point for the latter arrangement, where preferential treatment was meted out to manufacturer of Al Aqsa Free Zone for export to US Market. Similar construction is being worked out for ROZs in Pakistan’s war riddled frontier region and Balochistan. Free Trade Zones can also be loosely defined as labor intensive manufacturing centers that involve the import of raw materials or components and the export of factory products or manufactured goods. The FTZs find a good breeding ground in developing countries. Availability of cheaper production cost and human resources mixed with market driven needs have given FTZs/EPZs a bonanza. 

Free Trade Zones are also known as Special Economic Zones in some countries. Special Economic Zones (SEZs) have been established in many countries as testing grounds for the implementation of liberal market economy principles. SEZs are viewed as instruments to enhance the acceptability and the credibility of the transformation policies and to attract domestic and foreign investment. Corporations setting up in a zone may be given tax breaks as an incentive. The zones attract employers and thus reduce poverty and unemployment, and stimulate the area's economy.

In India, the concept was introduced to enhance exports with the help of tax holiday and lucrative incentive packages creating Kandla FTZ in the city of Gujarat in the year 1965 and consequently establishing “Santacruz Electronic EPZ”. The design amply demonstrated that the coinage of FTZ and EPZ is inter changeable and in some cases a EPZ courses to owe its birth to the FTZ. Economic liberalization in India and restructuring of the entire export processing zone framework was done in the year 1991 to incorporate more fiscal incentives, simplification of policy provisions and bringing in diversified industries like horticulture, re-engineering, agriculture, aqua culture into EPZ. 

The Special Economic Zones came as a policy of 1997-2002. Presently, most of the export-processing zones in India have been transformed into special economic zones. The special economic zones extended their scope to include private companies together with the government organizations and offered space to be used for residential as well as for industrial purpose. They offer various fiscal and non-fiscal benefits to the inhabitants in the form of tax exemption, relaxation in duties, and various incentives to enhance the Indian economy. EPZs in India, have boosted the overall economy of the country by their policies of exemptions and incentives offered to the industries operating in these zones. Most of the states have EPZs / SEZs targeting specific product or even general merchandize.
Bangladesh established EPZs in different areas including Dhaka, Mongla, Comilla, Karnaphuli and few other places. Although Bangladesh EPZ’s do not have the same infrastructural facilities as those in Pakistan, yet they are growing fast. The reason attributed is; consistent Policy and Focus.
The best and most successful has been the Dubai Free Zones. The Jebel Ali Free Zone and Dubai Airport Free Zone have been set up with the specific purpose of facilitating investment. The procedures for investing in the Zones are relatively simple. While the free zones are designed to compliment and contribute to Dubai's growth and development, their legal status is quite distinct. Companies operating there are treated as being offshore, or outside the UAE for legal purposes. The option of setting up in the free zones is therefore most suitable for companies intending to use Dubai as a regional manufacturing or distribution base and where most or all of their turnover is going to be outside the UAE.
The Government of Pakistan established Export Processing Zones Authority (EPZA) in 1980 with the mandate to plan, develop, manage and operate EPZs in Pakistan. EPZA undertook an extensive industrial program for setting up a chain of Export Processing Zones in Pakistan. These EPZs are set up in close cooperation or under joint venture arrangement with Private Sector/Provincial Governments. 

Karachi Export Processing Zones (KEPZ) and Al-Tuwairqi Steel at Karachi, Sialkot EPZ, Gujranwala EPZ in Punjab, Risalpur EPZ at NWFP, Saindak, Reko Dek, Duddar and Gwadar Export Processing Zones in  Balochistan have been established. The salient features of EPZ Scheme in Pakistan are:  

FACILITIES AND INCENTIVES AVAILABLE IN THE EPZs

FACILITIES
· One window service and simplified procedure.
· All infrastructural facilities like water, electricity, gas, and telephone are made available by EPZA.
· Skilled & un-skilled labour available in abundance.
· Sub-contracting without limit on variety and quantity is allowed outside the zone as well as within the zone.
· Peaceful, secure and environmentally protected pollution free work area.
· Inter-unit transfer of finished goods among exporting units allowed.

INCENTIVES
· Full Repatriation of capital & profits.
· No minimum or maximum limit for investment.
· Duty free imports of machinery, equipment and material.
· Obsolete/old machinery can be sold in domestic market of Pakistan after payment of applicable duties & taxes.
· Freedom from National import restrictions.
· Foreign Exchange control regulations of Pakistan not applicable.
· Defective goods/waste can be sold in domestic market after payment of applicable duties, maximum upto 3% of total value of export.
· Duty free vehicles allowed under certain conditions. After 5years of use, vehicles can be disposed off in domestic market on payment of duty.
· Domestic market of Pakistan available on same conditions as for imports from other countries.
· Units operating in EPZs can undertake sub-contracting for units of tariff area subject to payment of duty and taxes on value addition only.
· Only EPZA is authorized to collect Presumptive Tax at the time of export of goods which would be final tax liability.
· EPZ units allowed to supply goods to Custom manufacturing bonds.
· Production oriented labour laws to be solely regulated by the Authority.
· EPZ manufacturers will be treated at par with bonded manufacturers in tariff area for any future incentives to be announced for exporters. 
· Relief from double taxations subject to bilateral agreement. 

ELIGIBILTY
· Foreign investor
· Non resident Pakistani
· Resident Pakistani
· Joint Venture between the above any proportion of investment 


MODE OF INVESTMENT 
All investment in the Zone are made in convertible foreign currencies.

Karachi Export Processing Zone, the first project of EPZA is fully developed. Karachi Export Processing Zone is located adjacent to the Landhi Industrial Area (Extension) within a distance of 18 Kilometers from the modern Quaid-e-Azam International Airport, 20 Kilometers from Port Qasim and 35 Kilometers from the highly modernized and developed Karachi Seaport. The Zone is linked with the National Highway network. It offers effective and convenient approach to the markets of the Middle East, Far East, Africa, Europe, America and to the new markets of Central Asian Republics. 

KEPZ has been planned on 500 acres of land, out of which 311 acres have been developed. Further 200 acres are being acquired from the Government of Sindh for KEPZ for future expansion programme. The 311 acres of land developed for industrialization has full infrastructure facilities providing all necessary utility services like electricity, gas, water and telephone etc. 

The table below would reveal the financial health of EPZA: 

	Description
	July - March             
	July - March             
	% Change in July - March, 2009 - 2010 over July - March, 2008 - 2009

	
	2008 – 2009
	2009 – 2010
	

	 
	Rs.
	$
	Rs.
	$
	Rs.
	$

	Export
	     19,422,248,120 
	    242,263,292 
	     21,815,151,408 
	    258,565,265 
	12
	7

	Tax Revenue / Presumptive Tax
	         194,222,481 
	       2,422,633 
	         218,151,514 
	       2,585,653 
	12
	7

	Revenue
	         438,307,915 
	       5,467,231 
	         592,145,949 
	       7,018,442 
	35
	28

	Investment Portfolio
	      1,258,150,000 
	      15,693,526 
	      1,493,000,000 
	      17,695,863 
	19
	13

	Capital Investment
	      1,088,708,600 
	      13,580,000 
	      1,349,498,150 
	      15,995,000 
	24
	18



But this is not sufficient. We believe that only KEPZ has the potential of exporting worth One Billion U.S. $ a year. Whereas it is understood that, if potential of Recodek, Saindak and Duddar is rightly exploited the exports in EPZs could match the present total exports of Pakistan or at least a double digit billion dollars.

What is required at the policy level in Pakistan is to follow the pattern adopted by India. India began with declaring Gujarat as Free Trade Zone in 1965 and immediately there after a consequential EPZ named Sant Claus came into existence. It did not stop here. It revisited the policy parameters, concessions in tax regime and policy parameters in 1990s. Thus, bringing more openness, widening the areas and fields resulting in enhanced exports, employment generation and skill development. India did not stop here. In the 1997 -2000 Policy, India expanded the horizon and scope of EPZs / FTZs bringing concepts of companies developing product specific Zones in Special Economic Zones.

The policy making in Pakistan has stagnated since the 80s in establishing export oriented Industrial Zones. The promulgation of Ordinance (iv) of 1980 culminated in establishment of EPZA and KEPZ (Karachi Export Processing Zone). Eight other Zones have since then been established; namely, Al-Tuwairqi Steel in Sindh, Duddar, Riko-dek, Gwadar and Saindak in Balochistan, Sialkot and Gujranwala in Punjab and Risalpur in NWFP. But, the policy paradigms and sectoral catchments have never been revisited. Rather, open import policy has taken wider canvass with the coming of Manufacturing Bond Scheme run by the Customs collectorates. Some believe that Manufacturing Bond Scheme benefits, essentially discretionary in nature are enjoyable by a privileged few and has distortional effect with chances of tax evasion. It is high time that policy makers must revisit the FTZ / EPZ Scheme in Pakistan and make the same more attractive for Investment.   
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