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Foreword
An InFocus Initiative (IFI) on export processing zones (EPZs) was created in the
context of the Office’s Programme and Budget 2006–07. This followed an earlier request
that the Office continue to examine the theme from the integrated perspective of all aspects
of decent work and within a tripartite framework. 1 Based on tripartism and social
dialogue, the IFI was placed under the responsibility of the Social Dialogue Sector, with a
view to identifying the most appropriate “policy package” to encourage a steady
improvement in the quality of production and employment in manufacturing sectors
competing on global markets.
A task force was set up to coordinate implementation throughout the Office. The task
force consists of representatives of each SECTOR IV units (ACT/EMP, ACTRAV,
DIALOGUE and SECTOR) and may be enlarged to other ILO departments.
The report of the IFI to the ILO Governing Body at its March 2008 session on the
latest trends and policy developments in EPZs was based on the present working paper, as
well as country studies and round tables. 2
The scope of this working paper was agreed among the task force in accordance with
the IFI mandate. It is based on two studies, one focusing on macro-economic and trade
issues as well as employment trends and the other on labour standards and working
conditions in EPZs. Where possible the studies compare the situation within and outside
EPZs. One important feature of the studies is the impact of EPZs on national markets and
development strategies.
Mr William Milberg is Associate Professor of Economics and Chair of the Economics
Department at New School University (New York) and Mr Matthew Amengual is
Researcher at the Massachusetts Institute of Technology (Department of Political Science).

Johanna Walgrave,
Officer-in-Charge,
Social Dialogue Sector.

1

See ILO, Report of the Committee on Employment and Social Policy, 286th Session, GB/286/15
(Geneva, March 2003), para. 96 – Record of decisions, GB.286/205, para. 58.

2

See ILO, Report of the InFocus Initiative on export processing zones (EPZs): Latest trends and
policy developments in EPZs, 301st Session, GB.301/ESP/5.
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Introduction
Export processing zones (EPZs) are those regulatory spaces in a country aimed at
attracting export-oriented companies by offering these companies special concessions on
taxes, tariffs and regulations. Some of the typical special incentives offered under EPZs
include:
(a) exemption from some or all export taxes;
(b) exemption from some or all duties on imports of raw materials or intermediate goods;
(c) exemption from direct taxes such as profits taxes, municipal and property taxes;
(d) exemption from indirect taxes such as VAT on domestic purchases;
(e) exemption from national foreign exchange controls;
(f)

free profit repatriation for foreign companies;

(g) provision of streamlined administrative services especially to facilitate import and
export;
(h) free provision of enhanced physical infrastructure for production, transport and
logistics.
There are other, less transparent features of EPZs that are sometimes used to provide
further incentives for firm investment and export. One is a relaxed regulatory environment,
including with respect to the enforcement of labour rights and standards (notably the right
to unionize), foreign ownership regulations and on the leasing or purchasing of land. 1
Another feature (although not available to all countries simultaneously) is an undervalued
currency that renders costs lower (in foreign currency terms) and raises export
competitiveness.
EPZs take a variety of names in different countries. Throughout this paper we will use
the shorthand of export processing zone to designate a wide variety of regulatory
frameworks that contain some or all of the special concession listed above. Singa (2007,
p. 24) lists 32 different titles used for such zones around the world, each indicating slight
differences in terms of concessions, subsidies and regulations. In manufacturing, EPZs
range from “Special Economic Zones” that comprise entire provinces of China, offering
reduced business taxes and foreign exchange controls and lax labour codes, to the classic
“fenced-in” EPZs of Ireland, Malaysia, Mexico, Dominican Republic, Mauritius and
Kenya that offer a 15-year tax exemption, relief from exchange controls, free profit
repatriation and limits on trade union freedom, to enterprise zones such as those in
Indonesia and Senegal focused on reviving depressed municipal areas through the
development of small and medium enterprises. Thus EPZs may be of the traditional
geographically self-contained variety or they may apply to single factories operating in
different geographical locations.
EPZs have been extended from goods production and assembly to services, and thus
include information processing zones in India and the Caribbean, that offer tariff

1

On labour rights enforcement, see ILO (2003a). On foreign ownership and property issues, see
Engman et al. (2007, p. 17).
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exemptions on information technology required for services provision, and even financial
services zones, such as those in Dubai, Turkey and the Cayman Islands, offering tax relief
and free repatriation of profits to financial corporations. 2
Over the past five years, EPZs have grown in terms of their number, in terms of the
number of countries offering them, in terms of their size and in terms of the scope of
industries they comprise. This expansion has occurred in the face of increasing economic
and political opposition to EPZs at the global level. The Agreement on Textiles and
Clothing ended the global quota system for apparel, which accounts for more EPZ output
than any other. This has already resulted in enormous increases in China’s share of global
apparel exports, and huge declines in market share in other countries. With a growing
world labour force and a spread of mass production technology, global productive capacity
has greatly increased, not only in apparel, but also in electronics (the other main sector of
EPZ-based production). 3 As a result, world prices of these goods have fallen relative to
other goods. This softness in the terms of trade of EPZ-intensive economies has created
pressure on wages and labour standards as well as on the profit margins of EPZ-based
companies.
Political sentiment has also moved against the expansion of EPZ-based production.
The ILO, which has monitored and scrutinized the labour conditions in EPZs for almost
30 years, continues to be concerned about the lack of “decent work” created in such
zones. 4 NGO activity against sweatshop labour conditions has increased global awareness,
spurring growing fair trade and ethical consumption movements that, while not only aimed
exclusively at EPZ working conditions, certainly focus on them. World Bank and other
economists have been sceptical of EPZs because of their distortionary nature, fearing that
EPZs serve as safety valves that create some jobs and exports but allow a postponement of
economy-wide liberalization. 5 And the WTO Agreement on Subsidies and Countervailing
Measures is a road map for developing countries to eliminate precisely those types of
export subsidies that define EPZs (although the WTO recently agreed to effectively extend
to 2015 exclusion from this ban for 19 developing countries). Regional trade agreements
(RTAs) have expanded in number, with some RTAs excluding EPZ shipments from the
agreement.
Despite this growing economic and political resistance to EPZs, developing country
governments continue to expand their use of EPZs. Why? Most developing country
governments embrace an export-led industrialization strategy to development, and they
continue to see inward FDI as providing a crucial connection to the global economy
through its global value chains. According to (Aggarwal, 2005, p. 4) “the adoption of
export-led growth strategies by developing countries has led to a considerable increase in
the number of EPZs across the world”.

2

Engman et al. (2007, p. 11).

3

On the expansion of global productive capacity, see Freeman (2005).

4

See ILO (2003) for evidence of this history. See ILO (2005) for a recent study on decent work
within the context of EPZ employment.
5

The term safety valve is from Madani (1999, p. 17). Some examples of the economic theory
perspective: “In the economic theory, EPZs are a second-best optimum, consisting in offsetting the
removal of one distortion (a customs duty) with the introduction of another (a subsidy)”, Cling et al.
(2005, p. 785), or “An EPZ is not a first best policy choice. The best policy is one of overall
liberalization of the economy”, Madani (1999, p. 7); “In neoclassical theory therefore EPZs are
considered as the second best policy choice consisting of compensating for one distortion (import
duties) by introducing another (a subsidy)”, Aggarwal (2005, p. 4).

2
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EPZs, then, continue to offer a promise of providing access to world markets, raising
industrial output, and upgrading production standards to world levels – at a point when
domestic firms cannot accomplish this. Also, and this may be the most important political
factor, developing country governments find the employment creation in EPZs to be
essential for absorbing excess labour. Large corporations that govern global production
chains continue to invest in and produce in EPZs, where the companies benefit from
preferential trade and input price conditions, from liberal profit repatriation regulation, and
from the relatively lax labour standards that allow greater control of the production
process.
The debate over the costs and benefits of export processing zones in developing
countries has raged almost since the zones were first established in the late 1950s. The
immediate goal for countries running EPZs is to generate foreign direct investment,
exports, foreign exchange, and employment that would not occur without the EPZ. For a
number of countries these goals have been met, especially with respect to exports. In most
cases EPZs do not account for a large percentage of total employment. And gains must be
weighed against the cost of generating the benefits of EPZs, in particular the possible loss
of tax and tariff revenue.
The ultimate purpose of EPZs must be to raise peoples’ standard of living and to
further economic development. EPZs can potentially contribute to this goal directly or
indirectly. The direct channel is through backward linkages generated when EPZ firms
raise demand for output in the rest of the economy, and through technological spill-overs
which come as skills attained in EPZ-based production are passed on to the rest of the
economy. Despite the presence of EPZs – for over 30 years in some cases – there are very
few cases where EPZs have played an important role in accomplishing these direct
developmental goals. And even in these cases – Korea, Taiwan, Mauritius, Madagascar
and more recently China are often mentioned – there is considerable debate over the other
economic, demographic and political factors that combine with EPZs to spur development.
With EPZs now operating in 130 countries, this list of successes does not represent a large
percentage. In this paper we find that the non-East Asian successes are at great risk, due in
particular to competition from China, of losing a significant share of world export markets.
Moreover, we argue below, explaining the dynamic growth and export competitiveness of
many East Asian countries requires going beyond the issue of EPZs.
EPZs may, however, contribute to the goal of economic development indirectly by
creating conditions in which pro-development policies can be implemented. In particular,
simply by generating a supply of foreign exchange, EPZs can help provide governments
the fiscal space or the purchasing power over foreign assets that ultimately promotes
economic development. Here the evidence on EPZs is more positive, since there are some
clear cases where aggregate net exports have risen because of EPZ activity.
Although working conditions and the application of labour standards in EPZs
continue to be a highly contentious issue in debates over global labour standards, there is a
paucity of high quality comparable data on working conditions in EPZs world-wide. Many
of the studies that are available focus either on one country or one industry, and most
studies do not employ comparable methods. In addition, of the few studies that provide
cross-national data, many focus their attention on the implementation of so called “codes
of conduct,” or labour standards developed by multinational corporations and nongovernmental organizations (NGOs), not national or international legislation.
Notwithstanding limitations in data, this report (Part II) provides an analysis of studies
from a variety of sources employing different methods in order to offer a global picture of
the trends in labour conditions.
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Part I.

1.

Export processing zones, industrial
upgrading and economic development

Trends in EPZ activity, 2002–07
According to the Singa (2007), the number of countries using EPZs increased to 130
in 2006, up from 116 in 2002 and 25 in 1975 (see table 1). These 130 countries operated
3500 EPZs, employing 66 million people. China has been by far the major country of
expansion of EPZ activity. China is now estimated to have 40 million people working in
EPZs or EPZ-like operations, an increase of 10 million since 2002. But China is not alone
in its expansion of EPZ activity. Outside of China, employment in EPZs doubled between
2002 and 2006, from 13 to 26 million. By 2006, all of the regions of the world with the
exception of South America had a fairly large presence of EPZs in terms of employment.
The active use of EPZs in East Asia, Central America and the Caribbean has been widely
known and studied since they were created in the 1970s and 1980s. Today there are over
90 EPZs in sub-Saharan Africa and in the transition economies of Eastern and Central
Europe, including those accounting for a significant share of country exports in Gabon,
Ghana, Kenya, Lesotho, Mali, Mozambique, Nigeria, Zimbabwe, the Czech Republic and
Lithuania (ILO, 2007). Table 2 shows levels of EPZ employment by region in 2002 and
2006. China is at 40 million and the increase in Chinese employment in EPZs from 2002
accounts for almost half of the global expansion of EPZ employment in the period.

Table 1.

The development of export processing zones, 1975–2006
1975

1986

1995

1997

2002

2006

No. of countries with EPZs

29

47

73

93

116

130

No. of EPZs

79

176

500

845

3 000

3 500

n.a.

n.a.

n.a.

22.5

43

66

n.a.

n.a.

n.a.

18

30

40

0.8

1.9

n.a.

4.5

13

26

Employment (millions)
– of which China
– other countries for which
figures available

4
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Table 2.

Change in EPZ employment by region, 2002–06
Region

2002

2006

Per cent change

North Africa

440 515

643 152

46.0

Sub-Saharan Africa

421 585

860 474

104.1

Indian Ocean

170 507

182 712

7.2

Middle East

328 932

1 043 597

217.3

Asia

7 710 543

14 741 147

91.2

China

30 000 000

40 000 000

33.3

4 490 757

5 252 216

16.9

South America

299 355

459 825

53.6

Caribbean

215 833

546 513

153.2

Eastern and Central Europe

543 269

1 400 379

157.8

13 590

145 930

973.8

Central America

Pacific
Source: OIT (2002)

Figure 1.

Percentage change in EPZ employment by region, 2002–06

Source: ILO (2002), Singa (2007).

Figure 1 shows the percentage change in EPZ employment at the regional level over
the same period. Here we see the 33 per cent increase in China’s EPZ employment and the
great push in sub-Saharan Africa, rising by a greater percentage even than China. Whereas
sub-Saharan African EPZ activity was mainly in Kenya, Madagascar, Mauritius and South
Africa, it has now become more widely dispersed. Also showing a significant increase is
South Asia and Central and Eastern Europe, including Russia. Note also that employment
in Mexico’s maquiladora programme was stagnant over recent years and South America
continues to be less oriented towards EPZ activity than most other regions.

WP-2008-01-0142-1-En.doc/v4
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Table 3.

EPZ intensity and foreign exchange reserve accumulation
(selected, countries, ranked by EPZ intensity)
Countries

Accumulated reserves
2002–06 (US$ million)

EPZ intensity
2002 (%)

230.9

17.7

Hong Kong

9 296.2

10.4

Tunisia

2 435.9

8.9

Lithuania

3 189.9

7.1

Seychelles

-52.0

5.6

Dominican Republic

52.8

5.5

663.8

4.7

China

852 152.9

4.1

Mexico

26 942.0

3.5

El Salvador

81.3

2.9

Philippines

6 280.1

2.7

South Africa

15 124.0

2.6

558.6

2.1

Malaysia

46 370.8

2.1

Jamaica

483.4

1.9

Ukraine

19 060.1

2.0

Sri Lanka

-2 777.4

1.7

331.2

1.4

Saudi Arabia

8 377.7

1.1

Pakistan

7 666.1

1.1

Morocco

1 280.6

0.8

13 280.4

0.6

Egypt

6 367.9

0.6

Guatemala

1 713.1

0.4

Poland

13 290.0

0.4

Bolivia

1 544.4

0.3

Viet Nam

5 614.3

0.3

Chile

3 345.5

0.2

Indonesia

797.5

0.1

Colombia

4 177.6

0.1

57 056.4

0.1

Mauritius

Honduras

Costa Rica

Panama

Venezuela

Brazil

Note: EPZ Intensity is defined as employment in EPZs divided by total employment for the year 2002. Reserves are the
summation of IMF annual data from line (79dad) in IMF (2007).
Sources: ILO (2002), Singa (2007), IMF (2007).

Despite this growth in EPZ activity over the past five years, EPZs still make up a
relatively small percentage of the population in most countries. Table 3 shows “EPZ
intensity” calculated as EPZ employment as a share of national employment for 2002.
Because of data limitations we are able to calculate EPZ intensity for only 30 countries.
The top six in terms of EPZ intensity are Mauritius (18 per cent), Hong Kong-China

6
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(10 per cent), Tunisia (9 per cent), Lithuania (7 per cent), Seychelles (6 per cent) and
Dominican Republic (6 per cent). The average level of EPZ intensity for our sample is less
than three per cent, indicating that there are many countries in which EPZs play a small
role in terms of employment. 6 India, not in our sample, has 1 per cent of its employment in
EPZs. Since 2000, however, the Indian Government has actively promoted Special
Economic Zones, most successfully in services, but also for goods production. The
“Special Economic Zones Act of 2005” 7 went into effect in early 2006 and quickly led to
approval for 181 new zones with applications pending for 200 more. 8 This expansion,
although in the context of low EPZ intensity, nonetheless faces domestic opposition from
landowners who would lose their land for this expansion of EPZs.
In India as in many other countries with a large supply of higher skill workers,
including China, Russia and other transition economies and to some extent Mexico, EPZs
are seen as a means to capture new markets for business services, information technology
(IT) and IT-enabled services made viable by digitalization and the rapid expansion of
demand in this sector globally. Such zones are built on the traditional EPZ model of a
business-friendly environment including tax holidays and free profit repatriation,
contingent still on export performance. Nonetheless, these higher-tech zones are not
particularly employment intensive and they often perform as innovative yet insulated
enclaves in the larger economy. 9

6

Engeman, et al. (2007) reports 2003 EPZ employment globally of 38.2 million, just 0.2 per cent of
global employment.
7

Aggarwal (2005), p. 18.

8

Engman et al. (2007), p. 18.

9

Engman et al. (2007), pp. 18-21 discusses the enclave nature of Indian, Russian and Chinese
technology zones.
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2.

Exports, employment and wages: Static
cost-benefit analysis of EPZs
The benefits and costs of EPZs are often divided between the immediate impact on
exports, employment, and foreign direct investment and the broader and longer-term
developmental consequences. Here we refer to the former as static effects and the latter as
the dynamic consequences of EPZ presence. In reality the two dimensions are linked and it
is sometimes difficult to draw a line between the two. For example, foreign exchange
earnings are normally considered a static benefit, but the use that a country makes of this
easing of its foreign exchange constraint could have long-term developmental
consequences. Nonetheless we take up the static effects in this section and consider
dynamic effects in section IV.

2.1.

EPZ export , 2002–06
In most countries in the sample – across Asia, Africa, Latin America and the
Caribbean – exports from EPZs continue to contribute a major share of national exports.
Table 4 shows EPZ exports as a share of national exports for 2002 and 2006. In many
countries, EPZ exports continued in 2006 to account for 80 per cent or more of exports. A
few countries experienced an increase in the EPZ share of exports from 2002 to 2006,
including Sri Lanka, Bangladesh and the Maldives. While our focus is on the last few
years, it is important to note that during the 1990s many countries expanded EPZ exports
considerably to reach the levels seen in table 4. Costa Rica’s EPZs accounted for 10 per
cent of manufactured exports in 1990 and reached 50–52 per cent in the early 2000s. 1
Bangladesh saw its EPZ exports rise from 3.4 per cent in 1990 to 21.3 per cent in 2003. 2
And a number of countries had a decline in the EPZ share of exports, including Mexico,
Philippines, Tunisia and Mauritius. In some cases this was the result of heightened
competition in global apparel trade resulting from the phaseout of textile and apparel
quotas. In Mexico another contributing factor was the expansion of non-EPZ based
exports, in particular in electronics.

Table 4.

8

Change in EPZ share of exports, selected economies (2002, 2006)
Country

2002

2006

Percentage change

Philippines

87.0

60.0

-31.0

Malaysia

83.0

83.0

0.0

Mexico

83.0

47.0

-43.0

Gabon

80.0

80.0

0.0

Macao, China

80.0

80.0

0.0

Zimbabwe

80.0

80.0

0.0

Viet Nam

80.0

80.0

0.0

Dominican Republic

80.0

80.0

0.0

Tunisia

80.0

52.0

-35.0

Kenya

80.0

86.9

9.0

1

Engman et al. (2007) p. 26.

2

Aggarwal (2005, table 7.6).
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Country

2002

2006

Percentage change

Senegal

80.0

n.a.

n.a.

Mauritius

77.0

42.0

-45.0

Morocco

61.0

61.0

0.0

Bangladesh

60.0

75.6

26.0

Costa Rica

50.0

52.0

4.0

Haiti

50.0

50.0

0.0

Madagascar

38.0

80.0

111.0

Sri Lanka

33.0

38.0

15.0

Cameroon

32.0

33.0

3.0

Maldives

13.2

47.7

261.0

Colombia

9.3

40.0

330.0

Source: ILO (2002).

The aggregate figures do not show some sectoral shifts that have occurred in EPZ
exports, and some have indicated that this export diversification is an important feature of
EPZs. India (not reported table 4), had 5 per cent of its exports from EPZs in 2002. But in
the 1990s zone exports shifted significantly from drugs and engineering goods to
electronics (especially software) and gems and jewellery. 3 Costa Rica continued to
diversify its EPZ exports in the recent period, reducing its apparel export share and
increasing its share of other manufactures, a category that includes pharmaceuticals and
electronics. In a study of export diversification in EPZs in sub-Saharan Africa during the
1990s, Cling et al. (2005) found Madagascar to have made the most progress, increasing
the number of different products with over US$1 million in exports from 38 to 70.
According to the authors of the study, diversification was important in making
Madagascar’s Zone Franche “the only successful EPZ in an African LDC...”.
EPZ production in many countries continues to be in textiles and clothing, as we will
see when we look at the composition of EPZ employment below. However, this is not
necessarily an indication of a lack of dynamism. As we discuss below, industrial upgrading
often occurs within a sector, with firms moving from assembly to more full package
production, in which higher value added aspects of production are included in the process.
Within the EPZ-based apparel sector a number of countries moved into or towards full
package production. 4

2.2.

EPZ employment, 2002–06
As we saw above in the global and regional figures, EPZ employment has continued
to climb globally in recent years. In our sample of countries, large increases occurred in the
Maldives, Morocco, Madagascar, Viet Nam, Sri Lanka, Malaysia and the Philippines (see
table 5).

3

Aggarwal (2005, tables 7.6, 7.9).

4

See, for example, Sanchez-Ancochea (1006) on the Dominican Republic move to full package
production.
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Table 5.

EPZ employment in selected countries, 2002–06
(ranked by 2002 employment)
Country

2002

2006

Percentage change

1 355 000

1 212 125

-11.0

Philippines

820 960

1 128 197

37.0

Tunisia

239 800

259 842

8.0

Malaysia

200 000

369 488

85.0.

Dominican Republic

170 833

154 781

-9.0

Macao, China

131 010

131 010

0.0

Bangladesh

121 000

188 394

56.0

Sri Lanka

111 033

410 851

270.0

Viet Nam

107 000

950 000

788.0

Mauritius

87 607

65 512

-25.0

Madagascar

74 000

115 000

55.0

Morocco

71 315

145 000

103.0

Costa Rica

34 000

36 000

6.0

Kenya

27 148

38 851

43.0

Zimbabwe

22 000

22 000

0.0

Haiti

10 000

10 000

0.0

8 000

4 690

-41.0

Senegal

940

3 409

263.0

Gabon

791

791

0.0

Mexico

Cameroon

Source: ILO (2002), Singa (2007).

Nonetheless, EPZs continue to be relatively insignificant as
employment, accounting for just 02. per cent of global employment,
range from 2.3 per cent in Asia/Pacific, 1.5 per cent in the Middle East
1.2 per cent in the Americas, 0.2 per cent in Sub-Saharan Africa and
Central and Eastern Europe. 5

a share of total
which includes a
and North Africa,
0.001 per cent in

EPZ exports in many countries are concentrated in textiles and clothing and
electronics. In 2003, Mauritius had 94 per cent of its EPZ workers in apparel and the
Dominican Republic had 69 per cent. In the late 1990s, Tunisia was at 76 per cent and Sri
Lanka 66 per cent. At the same time Malaysia had 65 per cent of employment in
electronics, and Mexico 35 per cent in that sector. 6 In India, EPZ employment surpassed
1 million people in 2005, but remained at about 1 per cent of manufacturing employment,
the level attained in the mid-1990s. While the Indian textiles sector is still dominated by
EPZs, EPZs also account for most production and employment and exports in leather
goods, food and electronics software.

5

Engman et al. (2007), table 6.

6

These figures are from ILO (2005), Sanchez-Ancochea (2006), and Engeman et al. (2007, p. 27),
and Aggarwal (2007, table 3).
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2.3.

Static costs and benefits of EPZs
The export and employment performance of EPZs are in some cases quite impressive.
In addition, EPZs are expected to attract FDI, generate profits for domestic business and to
generate foreign exchange earnings and some tax revenue. There is a growing body of
research on the net effect of all these factors. Jayanthakumaran (2003) provides a summary
of the literature on the costs and benefits of EPZs in six countries: South Korea,
Philippines, Indonesia, Malaysia, Sri Lanka and China. All six countries have realized the
expected benefits for employment and for taxes and other revenue, and most of the
countries realized expected benefits of foreign exchange earnings, giving a positive net
present value of EPZs in all countries except the Philippines. But in many of the categories
analysed – most notably domestic purchases of machinery and raw materials and domestic
profit – almost no country in the sample received the expected benefits.
Exports are a main focus of most EPZ studies, since they are a stated objective of
EPZ policy and are of additional value to a country because they require the production of
world class competitive output which, it is hoped, will spread to the rest of the economy.
We consider these spill-overs below, but a more immediate and in some cases urgent
benefit of export growth is the foreign exchange earnings it brings. Such earnings allow a
country to import crucial capital goods, material imports and consumption goods that can
be necessary to spur industrialization and maintain living standards. Given the major share
of manufactured exports that emanate from EPZs, it would seem that EPZs are an
important source of foreign exchange. EPZs tend to import most or all of their material
inputs (see the discussion below of backward linkages), so it is important to net out
imports in the calculation of EPZ contribution to foreign exchange reserves accumulation.
That is, to the extent that EPZs directly generate positive net exports (export value minus
the value of imports), they are on net a source of foreign exchange earnings.
There is not adequate data on EPZ imports to make an exact calculation of EPZ
contribution to the national stock of foreign exchange reserves. Sanchez-Ancochea (2006)
compares Costa Rica and Dominican Republic in terms of export value added as a share of
the total value of exports in the EPZ sectors in those countries. For Costa Rica the share
rose from 17 per cent in 1988 to 26 per cent in 2002, with much volatility over the period.
In the Dominican Republic the level is higher, but the increase over the period was less,
from 33 per cent in 1986 to 39 per cent in 2002, and the volatility much lower than in Cost
Rica. These both compare unfavourably to Koreas Massan EPZ in the 1970s, which saw
the value added share of exports rise from 28 per cent in 1971 to 52 per cent in 1979. 7
A broader issue, which links the static and the dynamic consequences of EPZs is the
relation between EPZs and the generation of foreign exchange reserves. Without
specifying a model of reserves accumulation, we looked at the relation between the
employment intensity in 2002 and the accumulation of foreign exchange reserves in the
five year period 2002–06, shown in the scatterplot presented in figure 2. The OLS
regression line relating the two variables shows a downward slope which indicates that
higher EPZ intensity in 2002 is associated with less accumulation of reserves. 8

7

Reported in Jenkins et al. (1998).

8

The scatterplot and regression line exclude two outliers in our sample, China and Mauritius.
China had an EPZ intensity of 4.1 per cent in 2002 and subsequently accumulated $852.1 billion
dollars of reserves over the period 2002–06. Mauritius, on the other hand, had by far the highest
EPZ intensity in the sample at 17.7 per cent but reserves accumulation of only $231 million dollars.
If China is included in the sample (with or without Mauritius), the regression line shows a very
slight upward slope, that is, a positive relation between EPZ intensity and reserves accumulation.
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Figure 2.

EPZ intensity (2002) and reserve accumulation (2002–06)

There are many possible explanations for this finding of a negative relationship
between EPZs and reserves. The first issue is that many factors affect foreign exchange
accumulation. The proper test would be to control for other determinants of reserves
accumulation and thus to isolate the impact of EPZ intensity. Even this methodology is not
straightforward, since some of the standard variables expected to influence outcomes
might also be influenced by the presence of EPZs. For example, EPZ incentives could
attract resources from the rest of the domestic economy, reducing export capacity there.
Or, EPZ exports could lead to currency appreciation that dampens export activity outside
the EPZ. In their oft-cited study of the catalytic effect of EPZs, Johansson and Nilsson
(1997) provided one of the few fully specified models of EPZ contribution to national
exports. They found a positive effect in the case of Malaysia and a negative effect for
Mexico and the Dominican Republic, indicating that EPZs can influence national
economic performance behaviour differently in different countries and that static benefits
do not necessarily imply a positive impact on the rest of the economy’s performance.

2.4.

Wages and the feminization of
employment in EPZs
Labour laws governing EPZs are often the same as in the rest of the country, although
some countries have adopted special labour codes which give more flexibility to EPZbased companies, have relatively weak labour inspection practices, and give fewer rights to
EPZ workers (ILO, 2005, p. 26). “Even where labour laws are uniform nationally, there is
evidence of more lax enforcement of labour law in EPZs and restrictions on trade union
creation and actions, meaning that working hours are longer and the pace of work is faster;
and trade unions are often forbidden (as was the case until recently in Bangladesh) or at
least discouraged (hence the term sweatshops sometimes used in this regard)”(Cling et al.
2005, p. 786).
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Most studies of wages in EPZs find that they are at about the same level as wages for
equivalent work in the rest of the economy. Much of the wage research has been on the
apparel sector. Focusing on Asian apparel EPZs, Romero (1995) and Kusago and
Tzannatos (1998) found no significant difference between EPZ wages and wages in nonEPZ apparel firms. Cling et al. (2005) found that EPZ remuneration in Madagascar’s EPZ
was not significantly different than pay in the non-EPZ formal sector and greater than pay
in the informal sector. They conclude that “being hired in the Zone Franche therefore
improves a workers situation compared with previous employment, as concluded also by
Nicita and Razzaz (2003)” (Cling et al. 2005, p. 799) Jenkins (2005), using evidence from
a business survey, finds that “salaries paid by the great majority of EPZ firms are higher
than the reported median salary paid in the Costa Rican local economy for the same
occupation group” (Jenkins 2005, p. 22) and Aggarwal (2007), in a detailed cross-sectional
study of Indian EPZs, finds that workers report average wages in the zone at about the
same level or just slightly below factory wages outside the zones.
Thus despite the well-documented problem of a lack of enforcement of existing
labour laws in the EPZs of many countries, and in some cases the existence of reduced
standards within EPZs, wage rates in EPZs have been found not to be below those outside
EPZs. One reason may be the relatively high productivity of labour in EPZs. Cling and
Letilly (2001, p. 19) note that EPZs may also need to keep wages up in order to retain
workers or to attract better ones.
The female intensity of EPZ employment has been well documented, with women
accounting for over 70 per cent and sometimes over 90 per cent of EPZ jobs. 9 EPZ-based
companies in the Caribbean “have shown a strong preference for women workers, because
they are cheaper to employ, less likely to unionize, and have greater patience for the
tedious, monotonous work employed in assembly operations”. 10 Similar criteria dominate
in EPZs around the globe.
But the feminization of EPZ employment appears to have peaked and may be in
decline, although because of China’s share of global EPZ employment, it is difficult to
draw a conclusion without more detailed information on female intensity of EPZ work
there. Past studies of the gender composition of employment in EPZs have tended to find
female intensity higher where the skill intensity of production is low. When EPZ
production shifts into higher-technology production, such as some aspects of electronics or
business services, then the female intensity generally declines if women are, on average,
lower skilled. According to Cling and Letilly (2001): The educational level of the women
in host countries is a key determinant of the balance between men and women employees:
whereas in Malaysia and Taiwan, many of the technicians are women, the situation is very
different in poorer countries; rather than retrain the largely female labour force already
employed when the technological content of the production is increased, EPZs in these
countries prefer to hire better qualified men. (Cling and Letilly, 2001, p. 19).

9

10

Country details are reported in ILO (2003).
Safa (1994, p. 258), cited in Heron (2004).
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3.

Quota phaseout in clothing and textiles
Recent developments in EPZ activity cannot be adequately addressed without paying
special attention to the apparel market. Apparel accounts for the largest share of EPZ
exports by value and employment and this sector has undergone a radical policy shift over
the past ten years with the phaseout of the Multifiber Arrangement (MFA).
As a result of the quotas on apparel products trade introduced in 1970 in the United
States, Canada and Western Europe, over fifty countries had exported to these markets. 1
Many EPZs were established as a result of the MFA, as firms migrated globally to obtain
quota shares in different countries as specified under the MFA. 2
The phaseout of the quota system under the MFA occurred under the Agreement on
Textiles and Clothing (ATC) of the Uruguay Round of multilateral trade negotiations. The
phaseout took place over a ten-year period, with the ATC ending on 31 December 2004,
but the bulk of the liberalization in fact took place at the very end of this period. So we
now have just over two years of trade data showing the total effect on world trade patterns.

Table 6.

World apparel trade by country, 1990-2006 (US$ billions)
Country

1990

1995

2000

2006

China

10.2

24.0

36.1

95.4

Hong Kong

15.7

21.3

24.6

28.4

Korea, Republic of

7.9

5.0

5.0

2.2

Taiwan

4.2

3.5

3.5

n.a

Indonesia

1.6

3.4

4.7

5.7

Thailand

2.8

5.0

3.8

3.7

Viet Nam

0.1

0.9

1.8

3.5

Philippines

0.7

1.1

2.5

2.3

Malaysia

1.3

2.3

2.3

2.8

Cambodia

0.0

0.1

1.0

2.0

Singapore

1.6

1.5

1.8

1.7

India

2.5

4.1

6.2

6.6

Bangladesh

0.6

2.0

3.9

4.4

Pakistan

1.0

1.6

2.1

3.9

Sri Lanka

0.6

1.1

2.6

2.8

North-East Asia

South-East Asia

South Asia
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1

Gereffi (2006), p. 22.

2

Jayanthakumaran (2003), p. 63.
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Country

1990

1995

2000

2006

Turkey

2.2

6.1

6.5

11.3

Romania

0.4

1.4

2.3

4.4

Poland

0.4

2.3

1.9

2.2

Bulgaria

0.1

0.4

0.7

n.a.

Tunisia

1.1

2.3

2.2

3.3

Morocco

0.7

0.8

2.4

3.2

0.01

0.03

0.1

1.3

0.6

0.8

0.9

0.8

Mexico

0.0

2.7

8.6

6.3

Dominican Republic

n.a.

n.a.

0.01

0.01

Costa Rica

0.1

0.1

0.4

0.5

Haiti

0.1

0.0

n.a.

n.a.

Central and Eastern Europe

Africa and Middle East

Jordan
Mauritius
North America

Notes: For the following countries the most recent observation was 2005: Thailand, Viet Nam, Philippines, Cambodia, Singapore,
India, Bangladesh, Sri Lanka, Poland, and Tunisia. Also note that n.a. denotes not available.
Source: UN COMTRADE Database, Gereffi (2006).

China has been by far the great beneficiary of the phaseout of textile and clothing
quotas. Table 6 shows world exports of apparel for a number of developing countries.
Since the quota phaseout began in 1995, Chinese apparel exports more than tripled by
2006, two years after the phaseout was completed. Chinese exports were $95 billion, and
are expected to rise by much more as the effect of the final phaseout works its way to
completion. Already the major single-nation exporter of clothing in 2001, China’s share of
United States apparel imports doubled to 26 per cent in 2005, from 13 per cent in 2000.
Hong Kong (China) also has made large gains, increasing exports by almost $4 billion
since 2000.
A number of countries have been able to retain or even expand their market shares
even as China has captured the majority of world markets, including Viet Nam, Cambodia,
Sri Lanka, and Turkey. They have succeeded either by having labour costs that are even
lower than China or by actively seeking to raise productivity.
Other countries have clearly been devastated by Chinese competition. For those
categories of apparel for which quotas ended in 2002, the Chinese share of United States
imports rose to 65 per cent in 2006, from 21 per cent in 2002, while United States imports
from Mexico and the Caribbean fell from a share of 16 per cent to just 4 per cent. Both the
Dominican Republic and Costa Rica, for example, saw their shares of United States
apparel imports shrink by 25 per cent and 66 per cent, respectively between 1998 and
2004, even before the final phaseout occurred. For those categories of clothing with quotas
removed in 2005, the Chinese share of the United States market went from 11 per cent in
2001 to 46 per cent in 2006. 3

3

National Council of Textile Organizations (2006).
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While Mexico’s export base is now quite diversified (apparel accounts for 5 per cent
of exports and electronics is the dominant employer in the EPZs), its apparel exports are
expected to fall by billions of dollars. Many other countries are heavily dependent on
apparel exports for foreign exchange and employment, including a number of Caribbean,
South Asian and North African countries. EPZ production is extremely vulnerable in
Madagascar, Dominican Republic, Mauritius, Tunisia and Lesotho among others because
most EPZ employment in those countries is in apparel production. 4
With the phaseout of apparel quotas, regional trade agreements became less important
as drivers of apparel trade. For example, the percentage of United States apparel imports
that come under United States agreements with Latin America, South America and the
Caribbean (NAFTA, CBPTA, DR-CAFTA and Andean requirements) fell from 23 per cent
in 2002 to 18 per cent in 2006. 5
A further consequence of MFA phaseout is that agreements related to the quota
system are rendered ineffective. An example is the United States-Cambodia Agreement
which links improved labour standards (as monitored by the ILO) to increases in
Cambodia’s apparel shipments to the United States. The Agreement had been lauded as a
potential model for raising labour standards through a linkage to international trade– a
“carrot” rather than a “stick.” (see Berik and Rogers, 2006). The Agreement has effectively
become inoperative because there is no longer a quota to increase. With the Agreement’s
de facto demise given the ending of apparel quotas, there are reports of a collapse of the
gains to labour rights and labour standards that had been made under the Agreement. 6
The basis for China’s great success in clothing exports is low unit costs. Figure 3
shows an international comparison of labour costs. Average hourly wages in China are
$0.90, compared to $1.60 in South Africa, $1.80 in Mexico and $5.10 in Korea. Note that a
number of countries have lower hourly wages than China (India, Sri Lanka, Indonesia and
Pakistan in figure 3) and these are among the countries that have maintained export market
shares under quota phaseout.
In addition to low wages, China has an abundance of both high-skill and low-skill
workers, and a record of lax enforcement of labour standards. China benefits from an
undervalued currency, and from an ability to operate at very large scale, allowing the
capture of scale economies. All these dimensions are attractive to large transnational
corporations, who have been additionally motivated by China’s FDI-oriented EPZ policies.
China’s EPZs (Special Economic Zones or SEZs) were first established in 1980, but
already in 1991, China removed any special privileges to foreign investors in the SEZs by
establishing the same terms for all FDI into China as was previously granted only to FDI in
the SEZs. Moreover, beginning in the late 1980s, production facilities in China could be
fully foreign-owned as long as either at least half of the output was for export or the
facility produced technologically advanced products, ones where incumbent or Chinese
firms lacked the relevant technology. 7 Chinese FDI increased slightly after 1986, then
skyrocketed with the liberalization of FDI in 1991. At the same time (that is, 1991), not
surprisingly, exports by foreign investment enterprises in China rose steadily in absolute
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4

Cling and Leitilly (2001).

5

National Council of Textile Organizations (2007).

6

See ICFTU (2005).

7

Graham (2004), p. 90.
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terms and most impressively as a share of total Chinese exports, reaching over 50 per cent
in 2000 and continuing to grow thereafter. 8
Figure 3.

Labour costs in apparel production in 2000, selected countries
(US$ per hour)

Source: UNCTAD (2005)

Apparel production is increasingly dominated by large TNCs, and the ability of China
to host extremely large-scale operations is important to low-cost production – single
factories with tens of thousands of workers are not unusual, with large plants employing
50,000 and even 80,000 workers. 9 In this case, scale economies are both internal to large
firms, and also external to any individual firm, the result of the creation of pools of specific
resources, workers with specialized skills, local firms offering specialized services, etc. 10
UNCTAD (2005, p. 19) correctly predicted that the phaseout of quotas would lead to a
consolidation into even larger companies and a smaller number of supplying countries,
mainly to leverage achievable economies of scale.
The result of such low cost and high scale production is apparel prices far below those
in most of the rest of the world. Figure 4 presents comparative price data in the apparel
sector. China’s price advantage for these standard items ranges from 32 per cent for men’s
woven shirts to 70 per cent for cotton knit shirts. This constitutes a formidable price
advantage and it supports those predictions that China’s market share for items with quotas
phased out at the end of 2004 will continue to rise to the high 60 per cent levels attained
for items with earlier quota phaseout dates.

8

ibid, chart 3.

9

Kaplinsky (2005), p. 193.

10

Graham (2004), p. 96.
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Figure 4.

Prices for selected apparel products in 2003, China and “rest of world”
(US$ per piece)

Source: National Council of Textile Organizations (2007).

China’s multifaceted competitive prowess puts enormous pressure on other, nonChinese producers, encouraging strict control of wages and labour standards and
downward pressure also on profit margins. According to Gereffi (2006): China’s reliance
on global buyers and its survival of the cheapest approach has created a production glut
that places enormous pressures on wages, working conditions, and profit margins at the
factory level. A typical export factory in southern China pays a salary of $40 per month,
which is 40 per cent less than the local minimum wage. Workers put in 18 hour days with
poor workplace conditions, minimal training and continual pressure to boost output
(Gereffi, 2006, p. 19).

3.1.

Limits to Chinese market share growth
Outside of China, EPZ production of apparel will be at reduced levels in most
countries, but there are a number of reasons why China may not be able to exceed the
60–65 per cent United States market share that it has attained in 2007 in most apparel
products. One is that some countries have been able to keep unit costs low and competitive
with China. Figure 3 shows that a number of countries have lower labour costs than China,
including Sri Lanka and Pakistan, and they have continued to expand apparel exports
through the phase-out period. In addition to low costs, an ability to keep productivity
reasonably high will be crucial to future competitiveness, and Viet Nam, Sri Lanka and
Cambodia among others have had success in this regard.
A second limit is the special textiles safeguards provision of the Chinese WTO
accession agreement that lasts until 31 December 2008. The United States invoked this
provision in December 2003 at which time it placed import quotas on five categories of
Chinese exports which had been liberalized in 2002. The impact on trade is clear: The
Chinese share of United States imports for apparel categories removed from quota control
in 2002 has risen quickly to 65 per cent. Those categories removed from quota in just 2005
are already at about 55 per cent import share to China. For safeguarded apparel categories
the Chinese market share is at about 15 per cent. 11
From 2009 to 2013, WTO members may also invoke standard WTO safeguard
measures, but selectively against Chinese imports. The WTO Safeguards Agreement
allows countries to restrict imports temporarily “if its domestic industry is injured or
threatened with injury caused by a surge in imports.” Also, antidumping measures against

11
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National Council of Textile Organizations (2007).
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Chinese imports can defer application of the unrestricted trade arrangement until
December 2016. 12
A third reason is that for some products, a part of market demand can only be met
from close geographical proximity. So-called “lean retailing” or “mass customization”
requires that firms be able to replenish or adjust stocks very quickly. Writing about the
apparel supply chain, Abernathy et al. (2004, p. 44) note that , “elapsed time between order
and delivery has become far more important as a competitive factor.” This generally means
that some portion of sourcing will be done in close proximity to the market and be flexible
enough to deliver “made-to-order products requiring short delivery times,” sometimes as
short as 24 hours (Sargent and Matthews, 2004). Thus, for example, some Mexican and
Caribbean and even domestic United States productive capacity will be needed to meet the
United States retailers’ need for “fast fashion.” Sargent and Matthews (2004) find that a
number of TNCs sourcing in China are also sourcing in Mexico, in spite of higher costs
there, because of its proximity to the United States market. These firms have adopted a
dual sourcing strategy:
To improve response time, the Chinese plant may be assigned to manufacture one
million units and Reynosa [the Mexican location] will be used to produce anything above
that number. Using this dual sourcing strategy, the parent company can take advantage of
lower costs in China yet still keep inventories low and respond in a matter of days rather
than months to the frequent rush orders placed by their very large, powerful and
unforgiving customers (retailers such as Wal-Mart and Home Depot). (Sargent and
Matthews, 2004, p. 2023).
Eastern European including Turkish EPZs have similar possibilities with respect to
the EU market, in spite of costs well above Chinese levels, and have shown robust apparel
exports in some cases even during the phaseout period.
A fourth issue is the riskiness of sourcing so completely in one country. Lead firms in
the apparel supply chains are likely to seek some diversification of sourcing in an effort to
reduce the risks of a major supply shock in the even to disruption to the production flow in
China. Recent cases of unsafe product quality in Chinese shipments of food,
pharmaceuticals, pet food and toys may spur a greater diversification of sourcing by lead
firms.
Finally, at some point, Chinese labour markets are likely to tighten and Chinese
labour standards likely to rise, rendering other countries more competitive with China. To
date, there is anecdotal evidence of some upward pressure on Chinese wages, but there is
little sign of a convergence of Chinese wages on those of industrialized countries. China,
which has clearly made great progress on industrialization, does not yet appear to have
begun the expected process of a convergence of its wages to those of the newly
industrialized countries of East Asia. According to Hung (2007), “The high investment rate
and low consumption rate in the Chinese economy stand in sharp contrast to the
developmental pattern of Taiwan and Korea, which witnessed a fixed asset investment rate
of about half of China’s current rate and a consumption rate of about double China’s
current rate.”
China’s non-industrial labour force is enormous and during the 1990s, as state-owned
enterprises were consolidated, manufacturing employment actually fell, further hampering
the pace at which convergence occurs. Chinese employment in EPZs rose ten million
between 2002 and 2006. That is the estimated number that jobs must be created annually in
order to absorb the expanding labour force there.

12

See UNCTAD (2005), p. 24.
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4.

Linkages to the domestic economy
It has been recognized for decades that for EPZs to contribute to sustained economic
development they would have to be linked to the rest of the economy. Jenkins (2005, p. 24)
puts it succinctly: “The strength of the linkages between EPZs and the rest of the domestic
economy seems to play an essential role in determining whether, and to what extent, the
host nation benefits from opening EPZs.”
The problem has always been that by their nature, EPZs resist such links. For one,
EPZs are generally created precisely to attract foreign firms because domestic firms are not
competitive internationally and are not able to generate foreign exchange. 1 Thus, from the
start, domestic firms are generally behind in their capacity to provide low-cost, highquality inputs to production in EPZ. Second, EPZs are generally defined by an allowance
of duty-free imports of material inputs. Non-EPZ firms cannot import inputs duty free. 2
This puts domestic firms at a cost disadvantage in input production. According to Madani
(1999, p. 28) “... the tariff free inputs for the firms in the zone act as import subsidies
competing against domestic input production and discouraging creation of backward
linkages.” 3
Add to this factor that EPZs are dominated by foreign firms with well-established
relations with foreign input producers. It is not surprising, then, that most research from the
1990s finds very little evidence of backward or forward linkage creation. In this section we
look more closely at this issue and consider those factors that seem to be correlated with
better EPZ performance.

4.1.

Backward linkages
The economic development consequences of EPZs are said to hinge on their direct
effects on employment, exports and foreign investment, but also on their longer-term
effects on the economy, that is the backward and forward linkages they generate. Since
EPZs are geared for the export market, the likelihood of forward linkages (sales of EPZ
output to the domestic market) are minimal. Thus it is backward linkages – the purchase of
inputs from the domestic market and the subcontracting by EPZ enterprises to domestic
firms – that are often the focus in the analysis of development.
While EPZs vary in terms of their importance overall for developing country
economies, these special zones have in most cases been in operation long enough to have
had time to spill over into the non-EPZ economy. Nonetheless, most studies of the amount
of backward linkages find them to be minimal, with domestic orders remaining at a very
low level and technology spill-overs rare. There are some important exceptions, including
South Korea, where the share of inputs purchased from the domestic economy rose from
13 per cent in 1972 to 32 per cent in 1978 and remained at that high level through the

1

Schrank (2001) notes that EPZs reconcile the disparate interests of governments seeking to
promote jobs and exports, foreign firms seeking profitable production conditions and domestic firms
who are not internationally competitive.

2

Thus to protect domestic producers, a number of countries (Kenya and United Republic of
Tanzania, for example) limit the amount that EPZ-based firms can sell to the domestic economy.

3

Heron (2004) makes this argument for the case of Caribbean exporting companies operating under
the US$ 9802.00 tariff scheme that provides tariff- and duty-free treatment only for products made
from United States components. The African Growth and Opportunity Act (AGOA) suspended rules
of origin stipulations on low-income countries. See Gibbon and Ponte (2005).
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1980s (Kusago and Tzannatos, 1998). The Korean EPZs were established to attract foreign
investment and promote the electronics sector. Thus the level of integration is particularly
impressive given that about 80 per cent of investment in the EPZs was foreign. The state
played an important role in fostering the linkage by providing duty drawbacks to non-EPZ
firms in its “equal footing policy.” 4 Taiwan experienced a similar transformation, with
domestic inputs accounting for only 5 per cent of inputs in 1967 and rising to 27 per cent
by 1978. 5 In Mauritius EPZs, 41 per cent of material inputs were purchased domestically
(Willmore, 1995). Domestic Mauritian firms have invested in EPZs at higher rates than in
most countries, introducing stability in the EPZ sector and creating the foundation for
technology and knowledge internalization. 6
The Korean, Taiwan and Mauritius examples of considerable linkage between the
EPZs and the rest of the economy are exceptional. More common is the range of 3 per cent
to 9 per cent of inputs purchased domestically, reported for Sri Lanka, Philippines,
Guatemala and El Salvador in the mid to late 1990s. In the Dominican Republic in 2004,
after 30 years of EPZ presence and robust growth in EPZ exports and employment, EPZs
purchased 0.0001 per cent of material inputs from the domestic market. 7
Evidence of technology spillovers is also rare, as the low-skill assembly type
production so common in EPZs is simply not conducive to technology transfer. And the
higher skill-intensive EPZs, such as those involving software or other business services are
often enclaves and de-linked from the rest of the economy except for its high-skill labour
force. 8
There are numerous practical reasons for the failure of EPZs to generate the hoped-for
backward linkages to the domestic economy beyond the structural ones described above.
For one, EPZ firms are engaged mainly export and thus require low-cost inputs at a level
of quality required for successful global competition. Domestic firms may not be able to
supply this. Second, the domestic economy may simply lack the raw materials needed for
production. Third, the lack of technological spillovers to the domestic economy results
from the fact that most EPZ production is low-skill intensive. The technology is embodied
in imported capital and the knowledge is embodied in management. Evidence shows, for
example in the case again of South Korea in the mid-1980s, that knowledge transfers
increase when the skill intensity of production rises. 9
Researchers in the 1990s sought to shift the notion of backward linkages to capture
insights from the new growth theories. Johansson (1994) and Johansson and Nilsson
(1997) in particular argued that these new theories captured the importance of externalities
in the area of human capital accumulation, including learning-by-doing and on-the-job
training that could pass into the rest of the economy, raising productivity there. But there
remains little evidence for this view with respect to EPZs. Johansson and Nilsson found
such a catalytic effect in the case of Malaysia, but found negative externality effects in

4

Engman et al. (2007), p. 39.

5

Cited in Heron (2004), pp. 220–221.

6

Baissac (2003), p. 72.

7

Engman et al. (2007, pp. 34–35).

8

Most studies of EPZs address this issue in some way. See, for example, Heron (2004) on Jamaica,
Armas and Sadni Jallab (2002) on Mexico, Aggarwal (2007) on India and ILO (2005) on
Madagascar.
9

Engman et al. (2007).
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Mexico and the Dominican Republic. They hypothesized that the existence of EPZs in
these countries had allowed the building of anticompetitive protections in the rest of the
economy, leading to a net negative effect on exports.

4.2.

Correlates of EPZ success
Rather than listing the usual reasons for the lack of backward linkages and
technological spill-overs, a more useful approach to this important issue is to consider
linkages and spill-overs from EPZs as contingent. In other words, countries with similar
intensity and duration of EPZs have had very different development experiences. Consider
South Korea and the Dominican Republic, both of which first instituted EPZs over
30 years ago. Korea was able to upgrade, raise education and skill levels and to build a
diverse industrial base outside of EPZs. In the Dominican Republic, EPZs generate very
little backward linkage despite their long-standing presence and their success in generating
exports. Such a comparison raises the likelihood that it is institutions and activities outside
the EPZs that account for the differences. Research on EPZs and economic development
offers a few possible correlates of EPZ success. Case studies show that these linkages are
found to be greater under certain conditions, including:
(1) when EPZ activity focuses on more high-tech sectors such as electronics rather than
low tech sectors such as apparel. This insight draws from the East Asian experience
with EPZs, where a number of countries used electronics production in EPZs to
slowly build exports and linkages to the domestic economy;
(2) when the domestic market is larger. Size implies not just the presence of a domestic
market, but also an ability to support large-scale production and a large infrastructure.
Schrank (2001) emphasizes this factor in discussing Mexico’s export success and to
elaborate the difficulties of building links to the domestic economy when that
economy is small and lacks the potential for diversity that linkages can bring;
(3) when the baseline level of industrial development of the economy is higher;
(4) when the state is more activist and focused on economic development within the
customs area that is outside the EPZs. This point emerges not only in the discussion
of the East Asian NICs but also in the cases of Dominican Republic, Costa Rica and
Mauritius. In each case, even when there was heavy reliance on EPZs, the state
actively pursued an industrial policy that involved careful management of EPZs and
gradual development of domestic absorptive capacity. Baissac (2003), for example, in
an analysis of Mauritius, emphasizes not only management of the domestic economy,
but also careful administration of the EPZ itself. The Mauritian state capably
managed EPZ costs and encouraged domestic ownership of EPZ firms, which created
greater integration of the EPZ and non-EPZ economy.
Thus the more of these features are present, the more likely is the prospect for the
creation of spillovers and backward linkages. There is of course a common characteristic
of these correlates of EPZ success: it is that the success of EPZs is not related to how many
or large the EPZs are, but to the degree of state capacity, domestic entrepreneurship,
educational attainment and absorptive capacity outside the EPZ. To some extent, then, the
focus on explaining why some countries have succeeded with EPZs and others not,
requires an analysis of conditions beyond the EPZ itself.
Another feature of this list of correlates of EPZ success is the tautological sounding
one that the economy must have already achieved some success – in terms of technological
upgrading or industrial development – in order for EPZs to be successful, as indicated in
points (1) and (3) above. Madani (1999) distinguishes between those countries that sought
to implement EPZs as engines of growth and those countries, such as South Korea, Taiwan
and even the United States, that introduced EPZs only after they had fairly advanced
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manufacturing sectors with export success (Madani, 1999, p. 18). In Taiwan, for example,
manufacturers accounted for half of exports before FTZs were introduced in the 1960s
(Rhee, 1990, p. 43). In such cases, it is much easier for policy to move past the EPZ phase,
and implement a nationwide industrial policy. According to Gereffi, “Many early
exporters, such as Korea, Mexico and Taiwan (China), dispensed with the EPZ model
relatively quickly, and allowed generalized export incentives to all companies located in
their economies.” 10
Point (4) is perhaps the most contentious of the four correlates of EPZ success, since
it begs the large question of the role of the state in economic development. There is a
strong line of scholarship that sees EPZs as having been crucial as a “greenhouse” for
reform in East Asia, spanning from South Korea, Hong Kong and Singapore in the 1960s
and 1970s to China in the 1990s and 2000s. In this view, EPZs are a positive first step that
encourages the state, domestic entrepreneurs and foreign TNCs to push for a broader
liberalization. 11 This is relevant to the Chinese case. EPZs in China were originally set up
in limited fashion as enclaves to attract FDI and only then spread more broadly across
cities and then across the country. Graham (2004) argues that SEZs in China in the 1980s
constituted a political compromise between pro-and anti-reformers, and that the experience
with SEZs and foreign investment in the 1980s provided experience for the government
and foreign firms that both led to the great expansion of FDI and exports in the 1990s and
2000s and that would not have been gained had there been a more blanket liberalization at
an earlier point in time.
These arguments have been forcefully rebutted by those claiming that the key was the
coherence and power of state-led industrial policy, what Robert Wade refers to as
“governing the market.” Amsden (1989) focuses on the Korean state’s capacity to provide
subsidies for export promotion and productive investment (what she terms intentionally
getting prices “wrong”) and at the same time to impose a system of “reciprocal control,”
whereby cost control is achieved not just through the suppression of wages and labour
rights, but also through the imposition of performance standards on domestic entrepreneurs
as a condition for continuation of protective state subsidies.
Schrank (2005), focusing on the case of the Dominican Republic, argues that the
EPZ-as-first-step view and the developmental-state-governing-the-market view both may
overstate the claims for development policy. He points instead to the role of a broader,
developmental community that often emerges not from central governments (be they
liberal or interventionist), but from provincial elites, that is domestic entrepreneurs (often
located outside historical industrial centres) who ally with foreign investors to promote
impressive export expansion. He cites examples from the Cibao Valley in Dominican
Republic, the machine tool industry in Penang Malaysia, the varied manufactured exports
from Chihnuaha, Mexico as well as various provincial efforts in China. 12
It is beyond the scope of this survey paper to reconcile these views on the role of the
state in managing EPZs in economic development. Instead, we turn to a discussion of some
global economic and then political forces that pose a challenge to EPZ-oriented
development strategies.

10

Gereffi (2006), p. 10.

11

See Radelet and Sachs (1997), Radelet (1999) on Korea, Ge (1999) and Graham (2004) on
China.
12

Wong and Tang (2005, p. 309) note that there have been 3,837 development zones in China,
among which only 6 per cent are approved by the State Council and the rest are approved by
provincial governments or those below the provincial level.
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5.

Structural challenges to EPZ success
Our list of correlates of EPZ success ignores the global economic forces at work
independent of any single nation’s policies or entrepreneurship. It is important to recognize
these forces as we consider further the possibility of using EPZs to begin the process of
raising production and living standards. We start with the notion of industrial upgrading in
global value chains and look at it from a global perspective before turning back to the
question of EPZs and national performance.

5.1.

Upgrading in global supply chains
In the absence of clearly identifiable backward linkages, EPZ activity could still
produce benefits for the rest of the economy through industrial upgrading. Such upgrading
is typically defined as moving into higher-technology and higher value added activities
along a given supply chain. Upgrading is characterized as the move into more and more
sophisticated aspects of the production process. Firms begin with assembly operations,
putting together parts imported from elsewhere. In this stage, the main source of value
added is labour. With learning, these firms move into the sourcing of raw materials locally
and manufacturing products following buyer specifications, so-called original equipment
manufacture. With even greater knowledge of technology, design and marketing, firms
then can move into original brand-name manufacturing, or OBM, in which the entire value
added from production accrues to the firm. 1
There are a number of cases of successful upgrading, some of which used EPZ
arrangements. Most of these are the East Asian NICs. Others have been less successful in
upgrading, including Mauritius, even before the phase-out of quotas and the disruption of
its Madagascar-based production as a result of the violence and economic disruption due to
the political crisis there. Despite an unfavourable cost structure, Mauritian firms succeeded
with high productivity and high quality production, as well as preferential access to the EU
market through the Lome convention and access to the United States market through its
MFA quota share. Gibbon and Ponte (2005, p. 91) report that efforts to move into owndesign and own-brand clothing was costly and unsuccessful, as it moved Mauritius firms
away from their core competence: “Mauritian companies were simply too far from end
markets to set, or even closely follow, fashion trends”. These firms shifted back to a
strategy of horizontal expansion based on large-scale, and including overseas, production. 2
In much of the analysis of industrial upgrading, it is assumed that higher-technology
production also is higher-value added, and that higher value added translates to higher
wages and better work conditions. There are two possible points of slippage here. One is
the question of whether upgrading technology necessarily raises value added. The other is
the question of whether industrial upgrading necessarily brings social upgrading, where we
define the latter as better pay, benefits, standards and rights for workers.
Preliminary evidence brings some scepticism on both issues. While developing
countries have had great success over the past twenty years in expanding their share of
global exports of manufacturers, they have not been nearly as successful in capturing the
share of global value added. Table 7 shows the growth in these two measures since 1980.
If we define “upgrading” as that where the percentage increase in the share of
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manufacturing value added rises by 30 per cent or more of the increase in the percentage
increase in the share of manufacturers exports, then we find that from 1980 to 2004
“upgrading” occurred only in a few cases, and most of those were in East Asia – Hong
Kong, Korea, Malaysia, Singapore, Thailand, China. The only others that meet this
threshold for upgrading were India, Chile, and Columbia.
Table 7.

Exports, value added, and industrial upgrading 1980-2004, selected countries
Growth of share in world
manufacturing exports
1980-2004
(1)

Growth of share in world
manufacturing
Value added
1980-2004
(2)

Industrial upgrading

(2)/(1)

Latin America
Argentina

6

-25

-3.98

Bolivia

129

-14

-0.11

Brazil

-29

-23

0.79

Chile

122

40

0.33

Colombia

37

11

0.30

Costa Rica

526

41

0.08

87

-12

-0.14

El Salvador

163

13 0

0.08

Guatemala

101

-3

-0.03

Honduras

364

30 0

0.08

Mexico

672

50

0.01

Nicaragua

147

-53

-0.36

Panama

17

-7

-0.40

Paraguay

85

0

0.00

Peru

-31

-21

0.69

Uruguay

-53

-42

0.78

Venezuela

95

-16

-0.17

Hong Kong SAR

117

42

0.36

Indonesia

703

111

0.16

69

176

0.16

Malaysia

480

173

0.36

Philippines

510

-13

-0.02

Singapore

156

106

0.68

Thailand

521

202

0.39

China

723

446

0.62

India

83

110

1.34

Ecuador

Asia

Korea, Republic of

Source: Milberg and von Arnim (2007).

The evidence shows that developing countries have very successfully expanded their
share of world exports of manufactured goods. But in general their share of manufacturing
value added has not increased proportionally. As a result, most developing countries, and
in particular all of the sample Latin American countries, cannot be described as having
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upgraded. Mexico is a particularly extreme case, having seen a more than six-fold export
share expansion and effectively no increase in its manufacturing value added share. 3
Korea and India, by contrast, experienced “superupgrading”, as their share of world
manufacturing value added rose by more than their share of world exports of
manufacturers. Note that China had massive expansion of both its manufacturing export
share (723 per cent) and its share of manufacturing value added (446 per cent).
The second issue we raised above about upgrading was the degree to which higher
value added production has led to social upgrading. The issue here is about the distribution
of the value added in EPZ production. A main difficulty here is that in most countries EPZ
production is, by construction, dominated by foreign firms. These firms receive long tax
holidays on profits taxes and are usually free to repatriate profits. There is very little data
available on profits from EPZ production. Recent studies indicate that profits are often
repatriated, and thus an important source of value for reinvestment or social upgrading is
channelled away from the domestic economy. In a comparative study of Costa Rica and
the Dominican Republic experience with EPZ-intensive export growth strategies, SanchezAncochea (2006) describes Costa Rica’s success in moving from apparel to more hightechnology exports, driven most notably by the $300 million investment by semiconductor
producer Intel, which employs over 3,000 people and is the country’s largest exporter. But
because most value added went into TNC profits, the bulk of which were repatriated, the
move to higher value added EPZ production did not in that case lead an expected
developmental push. Sanchez writes that the new export sectors still lack sufficient
linkages to the rest of the economy and most of their value added goes into profits for
transnational corporations.
Jayamthakumaran (2003) finds that most of the six countries she studied did not
realize their expectation in terms of EPZ generation of domestic profits, and that this might
be a crucial factor in future support for EPZs:
The zones have provided an efficient means of absorbing surplus labour in the initial
stages. However, as industrial development proceeds, the expectation is that the gap between
market and national interest in the EPZs will tend to disappear. National interest may hold
only if the zones generate private profit to domestic shareholders.(Jayamthakumaran, 2003,
p. 63)

5.2.

Export-led industrialization and the fallacy
of composition
Export-led industrialization hinges on the capture of foreign demand to induce
resources to non-traditional and higher-productivity sectors, allowing an increase in
productivity to translate into higher living standards with a potential cumulative effect in
which export revenues also ignite income growth through the foreign trade multiplier.
EPZs, envisioned as an export platform, are often perceived as in the vanguard of a
country’s export-oriented growth strategy. Liberalization, it is hoped, will bring inward
direct investment from globally competitive firms and boost foreign market access. Cling
and Letilly (2001, p. 2) write that “The adoption of export-led growth strategies by
developing countries is directly responsible for the considerable expansion of export
processing zones in recent years”.

3
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The simultaneous pursuit of net export growth by many countries around the world
has revealed a weakness at the global level, sometimes referred to as a “fallacy of
composition” problem. That is, while it may be advantageous for one country if it alone
achieves exporter status in a particular industry or even in aggregate, but there are systemic
issues when many countries at once pursue growth through export markets. First there is
the adding up problem: on a global scale imports are, by definition, equal to exports. That
is, not all countries can at once achieve positive net exports. The large United States trade
deficit over the past ten years ($765 billion in 2006) has allowed many countries to achieve
positive net exports. But if the United States position were to adjust to a smaller deficit or
to balance, that would put a significant damper on net exports outside the United States.
A second aspect of the fallacy of composition problem with export-led
industrialization is the dampening effects on the terms of trade brought by massive entry
into export markets, especially for relatively low value added and homogenous products,
as found often in the apparel and consumer electronics areas. Continual entry by countries
expanding EPZs or starting new ones, so common even in the past five years, and despite
existing global excess capacity, has led to a steady decline in the terms of trade of medium
and low-technology manufactures, dampening export revenues for competing countries,
and putting pressure on profit markups, on wages and on labour conditions. 4 Thus the
picture on upgrading provided here is supported by data on trends in the terms of trade
faced by many developing countries. The situation would appear to be a contemporary
version of the Prebisch-Singer dilemma. In the contemporary context, developing country
firms have made the transition to manufacturing exports, yet are again suffering the terms
of trade stagnation predicted by Prebisch-Singer in earlier years. 5
Finally, even successful export competition by developing countries raises certain
problems, since it is necessarily accompanied by capital outflows. Traditionally, capital
flows from the industrialized to the industrializing countries was considered essential to
provide the credit and embodied knowledge. Today, the flow of capital is in precisely the
other direction, with developing countries sending hundreds of billions of dollars to the
industrialized countries in 2006 alone.

4

See Mayer (2001) and Blecker and Razvi (2005) for empirical evidence of this phenomenon.

5

For a review of the evidence on the terms of trade, see Kaplinsky (2005).

WP-2008-01-0142-1-En.doc/v4

27

6.

Implications of WTO and regional trade
agreements for EPZs
We discussed above the implications for world trade of the ending of the WTO
Agreement on Textiles and Clothing. But there are broader implications of WTO
regulation for the future of export processing zones. To the extent that EPZs provide export
subsidies, they are considered WTO-incompatible. Export subsidies – say a tax or import
tariff exemption contingent on export performance – constitute a distortion from the
perspective of the WTO principle of equal treatment, since exporters from EPZs would
have a special advantage over those firms not operating in EPZs. 1
EPZs are not mentioned explicitly in any WTO Agreement, but export subsidies are
in violation of the Agreement on Subsidies and Countervailing Measures (SCM) of the
Marrakesh Agreement establishing the WTO. Developed countries had agreed to a
prohibition on export subsidies in the Tokyo Round SCM Agreement in the GATT
concluded in 1979. Domestic content subsidies were regulated for developed countries in
Article III of the 1947 GATT. New to the WTO SCM Agreement was a phase-out
provision for developing countries. There are also some implications for EPZs in the
GATS and the TRIMS. This section reviews the SCM Agreement, its definition of a
subsidy and the recent developments on the extension of exclusions from the Agreement.
We then briefly discuss the GATS and the TRIMS Agreements with respect to EPZs.
Finally, we consider the implications of regional trade agreements for the status of EPZs.

6.1.

Export subsidies under the agreement on
subsidies and countervailing measures
The various concessional conditions offered under EPZs are generally governed by
the WTO Agreement on Subsidies and Countervailing Measures (SCM). An export
subsidy is defined in the Agreement “a financial contribution by a government or any
public body within the territory of a [WTO] Member which confers a benefit.” 2 The
Agreement identifies two categories of prohibited subsidies: Export subsidies are subsidies
contingent (in law or in fact) on export performance. Local content subsidies are subsidies
contingent on the use of domestic over imported goods. Some export subsidies are not
prohibited, in particular some agreed-upon agricultural subsidies. Other export subsidies
that are not prohibited may nonetheless be actionable, that is subject to challenge in the
WTO dispute resolution mechanism. This mechanism is not invoked automatically but is
contingent on one (or more) WTO members filing a complaint against another WTO
member.

6.2.

Exclusion from export subsidy ban
extended to 2015
Article 27.4 of the Agreement on SCM provided for an eight-year period by the end
of which (January 1st, 2003) most developing countries would be required to eliminate
their export subsidies, including preferential tax treatment, duty-free treatment of imported
inputs, and any subsidies to utilities and transport. Article 27.4 stipulates that some
1

This perspective on EPZs also informs the overall World Bank skepticism towards EPZs as
distortionary, following the economists.

2
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countries are eligible for an extension to the exclusion from the subsidy ban. These
countries are WTO members with GNP per capita below $1,000 per year (so-called
“Annex VII (b) countries”, since they are listed in Annex VII (b) of the Agreement) as well
as an additional 22 countries who have sought exclusion and who satisfy a number of other
criteria, including world merchandise export market share not greater than 0.1 per cent,
and national income for the year 2000 below US$20 billion. 3 These countries have
registered or otherwise indicated their intention to exercise their right to seek exclusion.
Countries that have sought extensions since 2003 are: Antigua and Barbuda, Barbados,
Belize, Costa Rica, Dominica, Dominican Republic, El Salvador, Fiji, Grenada,
Guatemala, Jordan, Panama, Papua New Guinea, St. Lucia, St. Kitts and Nevis, St. Vincent
and the Grenadines and Uruguay.
Four countries – Sri Lanka, Bolivia, Honduras and Kenya – who have not yet
“graduated” from the Annex VII(b) list (because they have not achieved the three
consecutive years of US$1,000 per capita which is required to move out of Annex VII(b)
status) have reserved their right to utilize the new procedures but are not yet in a position
to do so. If Sri Lanka, for example, were to graduate (most likely this will not occur until
2011) then they could use the procedures which Barbados and other countries have
negotiated and are currently using in order to continue to receive an exclusion. Under the
Doha mandate, Article 27.4 countries were allowed extend their exemptions from the SCM
Agreement until 2007. These countries included all countries listed on Annex VII plus the
others who had received special permission for exemption. 4
In July 2007, the WTO General Council adopted the decision of the Committee on
Subsidies and Countervailing Measures to allow annual extensions of exemption from the
SCM Agreement until 2015 for the 22 countries listed above. 5 Annex VII countries that
had not notified the WTO of the desire to an extension back in 2001 are likely not to have
the possibility of seeking extensions in the future, although this has not been resolved
definitively.
Officially the end date for the extension is year-end 2013, but the Agreement also
keeps in place a final two-year phase-out, which effectively moves the final export subsidy
elimination date to 31 December 2015.
Extension is not unconditional or automatic. Members receiving a continuation of the
extension must undergo an annual review by the SCM committee. The main purpose of the
review is to “verify that the transparency and standstill requirements … are being
fulfilled.” 6 Transparency is the condition requiring that governments provide a description
of all export subsidy programs in operation. The standstill mechanism stipulates that the
subsidy cannot be modified to be made more “favourable” to subsidy recipients than it was
non September 1st, 2001. For the annual updating reviews in 2010, WTO members
receiving the continued extension must file a special “action plan for eliminating export
subsidies.” 7
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WTO (2001, G/SCM/39).

4

WTO press release, 13 July 2007.
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WTO (2007, G/SCM/120).
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6.3.

EPZs in the context of GATS and TRIMS
The SCM Agreement is not the only aspect of WTO regulation that affects the
operation of EPZs, although it is of the most immediate relevance. 8 EPZ concessions also
potentially come under the regulation of the General Agreement on Trade in Services
(GATS) and the Agreement on Trade Related Investment Measures (TRIMS). The GATS
Article II reiterates the most-favoured nation principle for the case of services. Since EPZs
offer concessions to only certain companies, this may imply differential treatment of
countries depending on whether they have investments in the EPZ or not. Such a principle
has not yet been tested with a complaint, and there is no explicit treatment of export
subsidies in the GATS. A potential conflict also arises with the national treatment clause of
the GATS (Article XVII), although this article generally has some flexibility for subsidies
for cases in which prior commitments to national companies industry have been made.
The TRIMS agreement also does not refer explicitly to EPZs, but it would seem that
EPZs do in fact constitute a trade-related investment measure and would thus come under
the jurisdiction of the TRIMS agreement. The Agreement would rule out domestic content
requirements and foreign exchange restrictions (including on a company’s trade balance),
as they would be in violation of Article 5.1 of the TRIMS agreement. But since 1995 there
have been no notifications issued. Engman et al. (2007) identify a few recent EPZ
developments that may constitute WTO-incompatible trade related investment measures.
An Indian law requires firms in a new round of EPZs to be net earners of foreign exchange
over a five-year period, leading companies to favour domestic over foreign inputs. Another
measure (in a different, unnamed country) links the ability of EPZ firms to sell in the
domestic market to the domestic content of production. These would likely be inconsistent
with the TRIMS Agreement.

6.4.

The status of EPZs in regional trade agreements
EPZs pose a particular dilemma for their treatment under regional trade agreements
(RTAs). RTAs are aimed at reducing trade and investment barriers between signatory
countries. EPZs are not considered part of the national customs area. The inclusion of
EPZs in the RTA creates a likelihood of “trade circumvention” whereby non-members of
an RTA who produce in the EPZ of an RTA member would gain access to the favourable
conditions for trade under the RTA. Trade circumvention, as Granados (2003, p. 5)
describes it, is the case of goods “slipping through the back door without paying tariffs.”
An additional problem with trade circumvention is that it puts local firms in RTA member
countries at a disadvantage vis-à-vis EPZ firms in another country since the latter would be
importing inputs duty free in the EPZ. The risk is that EPZs will lead to the establishment
of regional export platforms, what Granados (2003, p. 10) describes as “insular
mechanisms through which preferential conditions are exploited to place in the other
market goods that pay no tariffs or taxes in the first market.”
As a result of the possible distortionary and unfair role of EPZs within RTAs, some
RTAs have been quite restrictive in attempting to eliminate the likelihood of an export
platform as described above. Others are less restrictive, and some acknowledge the issues
but have no explicit limitations on the treatment of EPZs in RTAs. Granados (2003) ranks
Western Hemisphere RTAs in terms of degree of restrictiveness with respect to RTAs.
MERCOSUR is most restrictive. NAFTA is somewhat restrictive. NAFTA included a
commitment by Mexico to end special duty withdrawal privileges to non-member
companies after 2001. In anticipation of this, Mexico implemented the sectoral promotion

8

30

This section draws on Engman et al. (2007, pp. 49–50).

WP-2008-01-0142-1-En.doc/v4

program (PROSEC), which granted MFN tariff preference for 5,000 products used as
inputs in 22 different sectors. RTAs that are not explicit about EPZs include the Andean
Community, Panama-Dominican Republic and Dominican Republic-Caricom Agreements.
CAFTA–DR is a regional trade and investment liberalization agreement between the
United States and its Latin American and Caribbean trading partners. The Agreement
extends product coverage for duty free status into the United States as established in the
Caribbean Basin Initiative, which was renewed in 2000 under the Caribbean Basin Trade
Partnership Act of 2000, also known as the “NAFTA parity” Agreement. CAFTA–DR
does not require any changes to EPZ regulatory practices, except for an explicitly
requirement to comply with broader WTO obligations, such as those discussed above
regarding subsidies and countervailing measures. 9
EPZ activity may in fact be spurred by CAFTA–DR, for two reasons. For one, the
Agreement calls for free trade in goods produced in EPZs as long as they satisfy rule of
origin requirements. Second, and in particular with respect to textiles and apparel which
are often produced in EPZs, the rule of origin standards have been made more flexible to
include inputs made from any of the parties of the agreement as well as Mexico and
Canada. Less restrictive rules of origin were negotiated for selected textile and apparel
products 10 and de minimis origin levels were raised from 7 per cent under CBI to 10 per
cent. Regarding labour and environmental standards, CAFTA–DR requires each signatory
country to enforce its own domestic laws and regulations. In principle, then, lax
enforcement of labour laws and regulations in EPZs could be a target for dispute under the
Agreement. According to the World Bank (2005, p. 48) “the obligations under DR–
CAFTA are unlikely to require significant changes in current legislation but are likely to
lead to pressures to upgrade enforcement, particularly in export sectors.” The CAFTA–DR
Agreement indirectly affects EPZ activity because of its changes regarding textiles and
apparel as described above. Outside of EPZ regulation, the main domestic regulatory
change required by adoption of CAFTA–DR will be for Costa Rica to liberalize its
regulation of telecommunications and insurance industries.
Because the promise of RTAs in some cases outweighs that of EPZs, some countries
are committing to reduce EPZs over time in order to satisfy RTA (and WTO) stipulations
on export subsidies. Thus Costa Rica had begun a process of removing export and
investment subsidies in EPZs, including a harmonization of income tax rates across
domestic and foreign firms, although the process stopped when its Free Zone Regime and
Inward Processing Regime were allowed to continue under the WTO SCM Committee
Agreement.
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Part II.

1.

Labour standards and working
conditions in EPZs

Overview of global trends
This section contains an overview of studies and reports that provide a worldwide
assessment of working conditions in EPZs, distilling the detailed country data presented
below and bringing in additional information from other countries. The section begins with
a discussion of labour law and enforcement in EPZs. The remainder is then organized
along salient issues that reoccur in many studies of working conditions in EPZs, namely,
freedom of association and social dialogue, working time, health and safety, and wages
and benefits.
There remains a broad consensus that many countries simply lack the resources to
enforce labour laws in many export processing zones. 1 One recent report from the World
Bank summed up the problems in EPZs as follows: “Even in cases where workers’ rights
are legally mandated, there may be poor enforcement. Workers’ rights organizations
provide a long list of anecdotes involving violent repression of free association, gender
discrimination, excess hours of work and significant health and safety concerns. In some
cases, poor conditions of work in EPZs are similar to those in the economy proper and,
thus, are not directly attributable to the laws allowing EPZs to come into existence”. 2 This
finding is largely consistent with a recent International Confederation of Free Trade Zone
Unions (ICFTU) report that, in a few countries, laws are still different in EPZs than the rest
of the country—for example in Togo, EPZ firms are exempt from regulations on hiring and
firing. However, this situation appears to apply to a smaller list of countries than it has in
the past, with countries like Bangladesh now providing laws to protect freedom of
association in EPZs for the first time. 3 However, improvements in actual working
conditions have not always followed legal changes.
Despite the consensus that many countries lack the will or ability to enforce laws in
EPZs, there are very few studies on government capacity to regulate conditions in EPZs.
Broadly speaking, the existing evidence suggests that there is wide variation in the
resources available to labour inspectorates throughout the world, with many lacking
adequate resources, funding, staff, and transportation resources. 4

1.1.

Freedom of association and social dialogue
Despite changes in policies of some countries, there are continued reports of
systematic violations of freedom of association in EPZs throughout the world. A recent
ILO report summarizes this problem, stating: “Under the assumption that union-free zones
would attract greater investment, some EPZ-operating countries have, under their laws,
either deprived EPZ workers of their right to organize themselves or placed severe
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limitations on the free exercise of this right”. 5 Some nations, such as Pakistan, China, and
Nigeria, still have legal restrictions that limit freedom of association. 6 However, other
countries, such as Bangladesh, have taken in steps to change the legal environment for
unions in EPZs.
Even when national legislation is strong, implementation of freedom of association is
often inadequate. For instance, the ICFTU report cites action by the Mexican government
to protect maquiladoras from collective action and preventing unions, despite claims by the
government to the contrary. 7 In addition, the report finds that trade unions are often denied
entry to EPZs and workers often dismissed for union activity. The evidence of continued
discrimination against unions is widespread, including studies that have found suppression
of freedom of association in the Dominican Republic, 8 Jamaica, 9 Sri Lanka, 10 and
Guatemala. 11 Moreover, in many countries, there are reports that firms close when unions
form only to open elsewhere, and in multiple cases union repression has been violent. 12
These findings are largely congruent with those of a recent ILO report, that finds that
“even when there are no such limitations under the law, EPZ workers in many countries
are unable to effectively exercise their freedom of association on account of the anti-union
discriminatory practices adopted by employers against EPZ workers engaged in trade
union activities. These include the unjust dismissal, suspension, transfer and blacklisting of
trade union officials and members. Employers in EPZ enterprises sometimes even resort to
physical violence to prevent workers from forming and joining trade unions of their
choosing. The problem is accentuated when there is a lack of effective enforcement of laws
in the zones, as is often the case.” 13
Despite some positive changes, such as changes in the legal environment in
Bangladesh and international pressure focused on Central America and the Caribbean, 14
the overall trend does not indicate that substantial improvements have been made in
freedom of association or social dialogue. 15 Moreover, freedom of association is
consistently seen as one area in which corporate social responsibility initiatives have not
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made progress in improving compliance with labour standards (see the third section of this
report). 16

1.2.

Working time
Long working hours, often in violation of national law, continue to be endemic in
EPZs throughout the world. In nearly all of the country studies below, there is evidence
that overtime continues to be a major problem. 17 For example, in Sri Lanka, one study
found that many workers report mandatory overtime over the legal limit. 18 In Cambodia,
the vast majority of firms were found out of compliance with exceptional overtime
regulations. 19 In Madagascar, EPZ workers as a whole work longer hours than workers
outside the EPZs. 20 There are less systematic studies that report excessive overtime in
places like Viet Nam 21 and Turkey. 22 A study of extensive overtime in many EPZs in
China’s apparel sector demonstrates consistent excessive overtime. 23 This study found that
the primary reason workers worked overtime was to earn additional income. 24 This
additional income was considered by the workers as an important part of their total
income. As evidence of workers’ low wages, the survey found that 45 per cent of factories
paid illegally low wages, demonstrating the relationship between low wages and worker
motivation to work overtime. 25 However, workers are putting in more overtime hours than
they want, with the majority of workers said they wanted to work 20 hours of overtime or
less per week. The survey found that 35 per cent of the employees said that the factory
management expects that they work overtime, and while it is not mandatory, workers have
limited choice.
These findings are supported by the ICFTU report, which also finds excessive
overtime in EPZs across the world, often in violation of countries’ own legislation. 26
Overall, excessive overtime is tied to the nature of many industries in EPZs, especially
apparel and footwear, that require rigid shipping deadlines and have seasonal demand
peaks. On the one hand, this structural problem has made it difficult for even the most
focused efforts to control overtime. On the other hand, consultative approaches to
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improving production systems have shown potential for reducing excessive overtime,
demonstrating that progress can be made in this area. 27

1.3.

Health and safety
Trends of health and safety in EPZs are less clear than with working time and
freedom of association. Many workplaces in EPZs throughout the world still fail to provide
safe environments. The ICFTU report finds that many firms in EPZs have poor health and
safety conditions – ranging from eight of ten firms in Guatemala failing to comply with
national working condition standards, to workers being locked in factories that
subsequently caught on fire on multiple occasions in Bangladesh, to lack of health and
safety equipment in Mexico. 28 In addition, a systematic study of health outcomes among
workers in the Dominican Republic, that will be discussed in detail below, finds that
women EPZ workers that are heads of households have higher rates of hospitalization than
non-EPZ workers (see below for a more detailed discussion of this finding). 29 However,
health and safety appears to be an area in which efforts to improve working conditions are
making progress. The ILO’s Better Factories Cambodia has made considerable progress in
getting factories to implement the health and safety suggestions of inspectors. 30 In
addition, health and safety improvements were broadly found in a cross-national study of
implementation of codes of conduct. 31 In sum, problems persist in health and safety
conditions in EPZs throughout the world, but there is evidence that some improvements
may have occurred.

1.4.

Wages and benefits
Wages and benefits appear to be one of the few labour standards where compliance
appears to be improving in many countries. The country studies below indicate that in
Bangladesh, Madagascar, Costa Rica, Honduras, and Sri Lanka wages tend to be higher in
EPZs than outside of them. This is consistent with previous reports that find that wages are
generally better in EPZs. 32 There is evidence that legal minimum wages are being
respected in EPZs for some workers, but, like in Cambodia 33 and Turkey, 34 compliance of
minimum wage laws are lower for casual workers. Similar to wages, reports of benefits
generally show that EPZs are more likely to provide benefits, such as health care and
social security, than other sectors of the economy. This is especially the case when EPZ
employment is compared with the informal sector, as shown in the studies of Madagascar
and the Dominican Republic below. However, the generally higher wages in EPZs, and
reports of compliance with minimum wage laws, do not necessarily mean that wages are
“livable.”
27
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2.

Country studies
This section provides reviews of a series of country studies that focus on a variety of
labour conditions in EPZs. The research drawn on for these studies employ different
methodologies and focus on different aspects of employment. Moreover, each study uses a
different “control group”, comparing conditions in EPZs to different groups in the broader
economy of the country. Conclusions drawn from these studies are highly sensitive to
which comparison group is used. Notwithstanding these limitations, there are a number of
congruent findings that are supported by these heterogeneous studies in a wide range of
national contexts.

2.1.

Bangladesh
EPZ employment has grown substantially in the past four year in Bangladesh,
increasing from 121,000 to 188,000 workers. 1 EPZ employment is dominated by the
garment industry, which in 2001, accounted for 68 per cent of all Bangladesh exports. 2
The vast majority of workers employed in the Bangladeshi garment industry are women.
For all workers in Bangladesh (inside and outside of EPZs), there are only 113 labour
inspectors, leaving labour administration understaffed. 3 Common problems found in the
garment industry in Bangladesh are lack of awareness of workers of their rights, long
working hours, mandatory overtime, gender discrimination with relation to wages,
employment insecurity, lack of childcare and maternity leave, low levels of health and
safety, overcrowding of the workplace and poor working conditions. 4
A 2001 survey of over 1,300 women workers in and around Dhaka provides a
detailed view of the differences between working conditions and wages inside and outside
of the EPZs. 5 The survey breaks women workers down into four categories: workers in the
EPZs around Dhaka, workers in the export garment sector of the city of Dhaka (not in
EPZs), self-employed workers in the domestic sector, and wage workers in Dhaka. The
results of this survey demonstrate significant differences between women workers in the
EPZs compared with those in Dhaka in terms of socio-economic status, wages, work
hours, formalization of employment, and overall working conditions – each of these
detailed aspects of working conditions will be discussed in the following paragraphs.
The survey finds that, like many EPZs throughout the world, workers in the
Bangladeshi EPZs are generally young, unmarried, and have relatively fewer children than
similar groups. In Dhaka, EPZ workers, on average, come from backgrounds of higher
socioeconomic status than other Dhaka garment workers, generally being better educated
and coming from families with more education. The economic characteristics of EPZ
garment workers reflect this difference, and EPZ workers demonstrate significantly lower
levels of poverty when compared with other workers. Whereas 23 per cent of Dhaka
garment workers, 28 per cent of self-employed workers, and 34 per cent of other wage
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workers experienced a food shortage in the past year – only 4 per cent of EPZ garment
workers report experiencing a food shortage. In addition, EPZ workers report higher
wages, on average, when compared with all three comparison groups. EPZ garment
workers reported average monthly wages 4.14 times the government determined poverty
line. In relative terms, EPZ wages are much higher than other workers: Dhaka garment
workers reported wages 2.35 the poverty line, self-employed workers reported wages 2.35
times the poverty line, and other wages workers reported wages only 1.26 times the
poverty line. In terms of poverty alleviation, the study found that EPZ workers are more
likely to have the ability to save than other workers.
EPZ workers also report having more formal working conditions and enjoying more
benefits than all three comparison groups. Notably, 64 per cent of EPZ workers compared
with 1 per cent of Dhaka garment workers received a contract letter. In addition, EPZ
workers report receiving benefits at a much higher level than other workers. For example,
76 per cent of EPZ workers compared with 37 per cent of workers in the Dhaka garment
sector enjoy paid leave; 91 per cent of EPZ workers compared with 63 per cent of those
employed in the Dhaka garment sector enjoy medical care; and 97 per cent of EPZ workers
compared with 83 per cent of Dhaka workers report getting overtime pay. Similar results
were found in the survey with regard to maternity leave, child care facilities, and transport
facilities. Also, EPZ workers are more likely to know how overtime is calculated and earn
wages on a regular basis than the other groups. Lastly, many fewer EPZ workers report
working more than ten hours a day than other Dhaka garment workers – 30 per cent
compared with 72 per cent. Tempering the generally better conditions reported by EPZ
workers, overall, the survey found little evidence of trade unions in any of the four groups
of workers. Moreover, workers report knowing little about labour laws (although garment
workers in the EPZs are much more likely to report hearing about laws than other wage
workers).
The results of this survey are congruent with findings from a ICFTU case study of
working conditions in Bangladesh’s EPZs, which finds that generally conditions are better
inside the EPZs than outside. However, the ICFTU report argues that this finding does not
indicate that EPZ conditions are a “great achievement,” stating that “life for workers is
generally better in the EPZs compared to conditions elsewhere because many companies
outside the zones force their employees to work in dangerous, medieval conditions that
lead to many accidents, a situation resulting from a virtually universal violation of
Bangladeshi labour legislation.” 6 This argument demonstrates the importance of control
groups in many of the comparative studies of labour conditions inside and outside EPZs.
The conclusions drawn from these studies, even when they derived from statistically
representative samples of workers, are largely shaped by the chosen control group.

2.2.

Cambodia
The ILO’s Better Factories Cambodia programme provides data on labour conditions
in Cambodia’s EPZs over time. For being a latecomer in the apparel industry, Cambodia
was not part of the international quota system that for 40 years governed the international
trade in the apparel and textile production. Taking advantage of this situation, the
Cambodian apparel industry grew rapidly. From virtually no apparel exports in 1994,
exports had grown to almost half a billion dollars in value by 1998. 7 The share going to
the United States increased rapidly, to the point that in 1998 the domestic United States
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textile and apparel industries called for import restraints. Between 2001 and 2006,
investments in the garment industry have increased seven fold. 8
In 1999, the Governments of Cambodia and the United States signed a three-year
trade agreement on textile and apparel. 9 The agreement awarded Cambodia higher
garment export quotas into the United States market in return for improved working
conditions and labour regulations. In 2000 and 2001, the United States Government
granted Cambodia a 9 per cent increase in quotas. The agreement was then extended for
three more years, from 2002 through 2004, and quota bonuses of 9 per cent, 12 per cent,
and 18 per cent were awarded for those years. The trade agreement has continued even
after the expiration of the global garment quota system at the end of 2004. An innovative,
and essential, feature of the project is the monitoring role of the ILO. The results of the
ILO monitors are published in reports that detail compliance or non-compliance by the
factories with national labour laws and international core labour standards. The ILO
monitors issue a “synthesis report” that summarizes the main problems in the sector
without naming firms. After granting a period of time for remediation, the ILO monitors
re-inspect the same factories, and factories that did not remediate violations of national
labour laws or international core labour standards (that were found on the first visit) are
identified by name in a second report. Based on these reports, the United States
Government makes the decision on the quota bonus. Moreover, since the ILO reports are
public, buyers too could use them when making outsourcing decisions, creating an
additional incentive for factories to be in compliance. 10
As described above, ILO monitors perform a first visit to a sample of factories, during
which they assess 156 compliance items. After a period for remediation of the problems
found, the monitors return to each factory to check which issues have been remediated.
While these data provide the most detailed information on labour conditions in EPZs
across a wide number of factories, these data are conditioned by the ILO’s monitoring
method. Some issues, such as harassment, freedom of association, and discrimination, are
extremely difficult to find during monitoring visits. Other compliance issues, such as
wages, work hours, and health and safety standards, are much easier to identify because
they either involve documentation or physical aspects of a plant that are discoverable.
Notwithstanding these limitations, conclusions can be drawn from the data gathered
by the monitors. The results of the monitoring show that upon the first visit by monitors,
firms have mixed levels of compliance. In the first 5 years of the project (1999–2004), the
monitors did not find any violations to two fundamental labour standards – child labour
and gender discrimination. Once again, these issues are extremely difficult to find, and the
monitoring reports acknowledge the difficulty in detecting child labour due to the lack of a
universal birth registration system in the country and the falsification of documents that
allow for age verification. 11 Furthermore, data from the 1999–2004 period reveal that,
upon the first visit, the large majority of the factories had problems with excessive and
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non-voluntary overtime, and incorrect payment of wages. 12 Problems with health and
safety violations were also common and were found in most factories. On the other hand,
problems with freedom of association were found in a small number of factories (although
the issues were sometimes serious). By 2004, a number of factories that had been
previously inspected were systematically re-inspected. From these follow-up visits, some
improvements were evident: 61 per cent had implemented between one-third and twothirds of the ILO’s suggestions, and a small group of factories came into full compliance.
The greatest progress was made in payment of wages, where 95 per cent of firms had
adopted some or all of the ILO’s suggestions. With regards to safety and health, 95 per
cent of factories adopted some remediation, but none was in full compliance. On the other
hand, only 41 per cent of factories were in full compliance with legal hours of work and
overtime, or had remediated after the first visit, but 33 per cent did not remediate any of
the problems. Finally, 76 per cent factories had taken some actions for remediation in
freedom of association, but the remaining 24 per cent did not come into compliance on this
issue.
The most recent ILO report, the Eighteenth Synthesis Report published in April 2007,
shows continual improvement in some areas. 13 The following table summarizes the
distribution of issues that monitors found in the six months prior to the 2007 report.
Table 8.

Compliance with selected working conditions in
Cambodia’s garment industry14
Legal requirement

Percentage of factories
in compliance

Correct overtime rate for regular workers

99

Correct overtime rate for piece-rate workers

97

Minimum wage for regular workers

96

Minimum wage for piece-rate workers

90

Correct overtime rate for casual workers

87

18 days of annual leave

86

Payment for maternity leave

83

Minimum wage for casual workers

61

Voluntary overtime

60

Paid sick leave

58

Provide personal protective equipment

49

Install needle guards on sewing machines

42

Overtime limited to two hours per day

31

Exceptional overtime
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These data demonstrate that compliance is unevenly distributed—with some
requirements being commonly complied, such as minimum wage, and others, such as
overtime hours and wages for casual workers, having much lower levels of compliance.
The 2007 report finds very few violations of fundamental rights of work – such as child
labour, forced labour, and discrimination – but these issues are difficult to find in the
monitoring process, as described above.
In the six month period before the 2007 report, there were a number of areas that
demonstrated significant improvement. The top areas of improvement were: (1) adopting
grievance handling procedures, (2) notifying authorities in the case of accidents,
(3) increasing awareness of employees rights to paid time-off for breast feeding, (4) paying
workers during normal working hours, and (5) paying workers who had work-related
accidents. In all of these areas, there were between 18 per cent and 28 per cent
improvements in compliance rates over a six-month period. On the other hand, a number
of issues demonstrated a decline in compliance. These include: (1) paying workers correct
severance pay, (2) training and encouraging workers to use protective clothing and
equipment, (3) keeping an inventory of chemicals stored on site, (4) complying with
contract requirements for workers in factory for more than two years, and (5) keeping
safety data sheets for chemicals.

2.3.

Costa Rica
Since the promulgation of the EPZ law in the early 1980s, the EPZs of Costa Rica
have experienced rapid expansion. A recent study of Costa Rica’s EPZs by the ILO offers
data regarding the composition of the workforce, relative wages inside versus outside of
the EPZs, and an overview of labour conditions. 15 At first, EPZs in Costa Rica were
dominated by labour-intensive operations in the textile/garment industry, but the position
of textile gradually weakened relative to other sectors. By the end of the 1990s,
textile/garment firms represented the largest industrial sectors in the Costa Rican EPZs,
accounting for 23 per cent of all firms and for 40 per cent of employment. The second
largest sector was the electric/electronics industry (21 per cent of firms and 24 per cent of
employment), followed by footwear/leather and machinery/metal products. Currently,
Costa Rican EPZs have a large presence of technologically advanced companies, great
capital intensity and skilled labour force. 16
A survey conducted in 2001 of export firms provides an overview of working
conditions and employment in the EPZs. A total of 1,753 firms were surveyed and 1,173
valid answers were received, of which 69 were from EPZ firms. In terms of gender
composition, approximately 52.3 per cent of EPZs workers are male. Although EPZs in
other countries have a larger share of female workers than EPZs in Costa Rica, when the
proportion of male workers in the EPZs are compared with non-EPZ exporting firms in
Costa Rica, EPZs in the country are have a higher proportion of women workers. EPZ
firms also tend to hire young workers – 40.2 per cent of workers are between 18 and 25
year old, and another 25.5 per cent between 25 and 30 year old – and the vast majority of
employees have only a small number of years of formal education – 53.8 per cent of
15
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workers have not completed high school, and 75.4 per cent have not received formal
education after high school. However, the education level of EPZ workers is not unique,
but is common to the rest of exporting firms in the country.
In terms of wages, the majority of EPZ firms responded to the survey that they pay
salaries higher than the reported median salary paid in the Costa Rican local economy.
Specifically, 96.8 per cent of EPZ firms pay higher salary to their plant and machine
operators than the median Costa Rican salary for that occupation group, 87.1 per cent pay
higher salary to administrative/clerks, and 71.7 per cent to managers. These salaries are
also considerably higher than the salaries of non-EPZ exporting firms.
The study finds that working conditions in EPZs in Costa Rica tend to be at least as
good as, and generally better than, those in other comparable operations in the rest of the
economy. The survey found that the workplaces in EPZ firms are clean and wellventilated, workers have access to medical attention, subsidized meals and transportation.
However, this study does not provide a broad assessment of working conditions in EPZs.
Notwithstanding the limitations of the study on Costa Rica, a number of conclusions
can be drawn. First, the Costa Rican EPZs tend not to be as feminized as EPZs in other
countries, but follow the trend of being more feminized than the broader economy. Second,
wages tend to be higher in EPZs than in similar employment outside of EPZs, again
supporting this common finding. 17 Finally, EPZs are not shown to have significantly
worse working conditions than other workplaces, although this finding is supported by the
least robust data.

2.4.

Dominican Republic
Over the past 30 years, the Dominican Republic has experienced tremendous growth
in the apparel industry that was common in the Caribbean Basin. From 1990 to 2000, the
number of employees working in the free trade zones increased from 130,045 to 195,262.
More recently, this trend reversed, and between 2004 and 2005 there were 55 fewer
factories and 40,887 fewer employees in the apparel sector, placing pressure on the
economy. 18 Notwithstanding the recent decline largely attributed to the end of the MultiFiber Agreement, the apparel sector remains a significant part of the Dominican economy,
accounting for 26 per cent of employment in the manufacturing sector. 19
A recent study in the Dominican Republic provides another snapshot of the effect of
EPZ employment on the women in free trade zones. 20 The authors of this study
hypothesize that female headship of households and employment in EPZs will have
negative effects on health. To test this hypothesis, the authors use data from nationally
representative health survey of 8,000 households administered by the United States
Agency for International Development (USAID). The sample included 373 heads of
households employed in the EPZs, allowing for direct comparison between conditions
inside and outside the free trade zones. The researchers ran a series of logistic regression
analyses to find the relationship between health outcomes (the dependent variables) and
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free trade employment, gender of households, and the interaction between gender and free
trade employment (independent variables). These regressions controlled for the number of
working adults in the household, the age of the head of the household, whether the
household is in a rural or urban area, and education level.
This study found a mixed relationship between health outcomes and EPZ
employment. EPZ employment had a statistically significant positive relationship with
healthcare coverage through social security. Indeed, households with heads that were EPZ
employees were more than twice as likely to be covered through social security than
non-EPZ heads of households, holding all other variables (including gender, age, and
education) constant. On the other hand, EPZ employees were also more likely to report
having health problem in the week previous to the interview. The analysis did not,
however, find any statistically significant relationship between the use of preventative
medicine or hospitalization (in the month before the survey) and EPZ employment. These
“no relationships” may be due to the sample size of the survey, which may lack the
sensitivity to identify smaller relationships between variables that do indeed exist. Both
inside and outside of the EPZs, gender is a significant predictor on the usage of preventive
medicine, with female headed households nearly three times as likely to report using
preventative medicine. For the remainder of the dependent variables, however, there is no
relationship between gender of the heads of household and health outcomes. However,
when gender is interacted with EPZ employment, there is a significantly positive
relationship with hospitalization in the past month. In other words, households that are
headed by a female EPZ employee are more likely to report hospitalization than other
households. This finding supports the authors’ hypothesis that female head of households
working in the EPZ will have worse health conditions. However, the interaction term
between gender and EPZ employment was not statistically significant for any other
dependent variables. One would expect that if the combination of EPZ employment and
gender had strong relationship with negative health outcomes, it would follow that both
hospitalization and reports of health problems would have had statistically significant
coefficients.
Overall, the findings from the study indicate that there are likely mixed health
impacts of EPZ employment, and of the interaction between EPZ employment and gender.
Part of these findings may have been influenced by the study’s approach to their control
group. Instead of taking first time applicants (like the Honduras study below), or workers
employed in a similar sector outside of the EPZs (like the Bangladesh study above), the
researchers used a representative sample of the entire Dominican population. As the
authors note, the informal sector in the Dominican Republic provides employment to
26 per cent of the economically active population. This may account for the relative
increase in probability of health care coverage of EPZ employees. In other words, the
study may be capturing the effect of formal employment, rather than the effect of EPZ
employment.
Another study conducted in the Dominican Republic analyses the differences in living
conditions more broadly. 21 This study, carried out by the Human Development Office of
UNDP compares the living conditions of workers in EPZs with those of workers in other
productive sectors. The study analysed a group of indicators – quality of housing,
overcrowding (of the household), environmental conditions, and available services – and
found that workers in EPZs have living conditions slightly lower than those of the national
average and definitely lower than those of other workers in the formal economy. First, the
percentage of workers in EPZs that live in shacks is twice that of the national average
(11.4 per cent versus 5.8 per cent). Second, the level of overcrowding is high in EPZs.
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Overcrowding is measured in terms of number of bedrooms per household and number of
people per bedroom and both these indicators are higher for workers in the EPZs than for
the national average. The percentage of workers in EPZs that live in housing with one
bedroom is 32 per cent versus 24 per cent for the national average, and 25 per cent of
workers in EPZs live in overcrowded housing (with 3 to 4.5 people per bedroom), whereas
the proportion is 20 per cent for the national average. On the other hand, the quality of
materials of construction for the housing of workers in EPZs is better than that of the
national average, although is worse than that of workers employed in other private firms,
outside EPZs. In terms of available services, such as sewage, and sources of
pollution/contamination, there are not big differences between workers in EPZs and the
national average.
The study also shows that the labour force in the EPZs has a different profile
compared to the labour force of the entire economy in terms of age (EPZs employ a youngadult labour force, age range 20–39) and education (EPZs tend to employ workers with
middle education), thus offering job opportunities to population groups that before were
marginalized in the labour market and stimulating the level of education.
The EPZs in the DR are one of the main sources of job for women. During the period
1992–98, 13 out of 100 employed women were working in EPZs, whereas only 4 out of
100 employed men were. However, women employment in EPZs is slowly decreasing. In
the period 1992–2003, the percentage of women employed in EPZs decreased from 61 per
cent to 53 per cent of total employment. In other words, while the growth rate of female
employment in EPZs was 0.6 per cent per year, male employment grew at the yearly rate
of 3.5 per cent. Women employment in EPZs is also concentrated in the textile sector,
therefore particularly vulnerable to the changes in the sector, especially after the end of the
MFA. In addition, women usually occupy the lowest job level in the occupational rank,
while men occupy technical positions and the majority of administrative and managerial
positions. A feature of women employed in EPZs is the low rate of fertility, that is 15 per
cent lower than the national average. The study offers two possible explanations. First,
women employed in EPZs tend to be younger than the average in the national economy,
therefore the low fertility rate could be just a natural consequence. The second explanation
could be found in the practices of some companies that, according to Human Rights
Watch, discriminate against pregnant women. 22 EPZs also show a higher proportion of
women head of the household than the national average. However, the study shows that
this is not a sign of women empowerment, but a consequence of the absence of a man in
the household.
These studies are, however, snapshots in time and, while they provide a detailed view
of a particular moment, do not capture the trends in EPZ development in the Dominican
Republic. With the end of the MFA, recent reports from NGO, government, and business
association sources have reported factory closures and decreases in employment. 23
Projects made before the end of the MFA indicate that there could likely be a 30 per cent
drop in exports and a 40 per cent drop in employment in the apparel sector. 24 These new
developments suggest that the loss of jobs will have significant negative effects on
workers.
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2.5.

Honduras
Through the 1990’s, Honduras saw tremendous growth in EPZ’s, primarily in the
apparel sector. Along with this growth came labour unrest and a serious of international
campaigns directed against specific factories that suppressed unions. 25 Employment in the
industry has held steadily for the past four years at approximately 130,000 direct
employees. 26
One study directly compares the conditions of workers within and outside of export
processing zones in Honduras. 27 Comparing working conditions within export processing
zones and outside of them is plagued by the difficulty in finding an appropriate comparison
group to workers within the EPZs. This study proposes a solution to this problem by
comparing EPZ workers with those who seek employment in the EPZ. The researchers
surveyed a random sample of 270 employees that currently were employed in EPZs as well
as 149 first-time applicants. The latter were selected randomly in maquiladora parks during
times of recruitment, and were asked nearly identical questions about their quality of life as
those who were currently employed. The researchers determined that first time applicants
are an appropriate comparison group because they are largely similar in socioeconomic
(age, education, marital status, etc.), further strengthening their assertion that first time
applicants are an appropriate control group. Although this control group may not be perfect
(a group of workers currently employed in similar jobs outside the EPZ may serve as a
better control), it provides a solution to the control group question that is amenable to
survey research, generating useful data.
Overall, across a series of indicators, the study found that the differences between the
quality of life of workers employed in the EPZ compared with those who were applying
for jobs were not self-evident. For three indicators, workers in the EPZs were clearly better
off than applicants. First, the survey found that workers in the EPZ earn a 50 per cent
higher wage than the first time applicants. Moreover, they found that workers with more
experience earned more than those with less experience, indicating that there was some
room for advancement in the EPZ. However, the survey found that women earned less than
men in the EPZ (although women in the EPZ earned more then men who were first time
applicants), and overall that the salaries of EPZ workers were not enough to lift them out
of poverty. Second, the survey found that those currently employed in EPZs were more
likely to report having better relationships with others in their household and more likely to
be the head of the household. Moreover, employees in the EPZ were more likely to feel
that men contributed to household chores than applicants. Third, the employees in EPZs
are more likely to vote and feel that they can influence the government.
Across other indicators it appears that workers in the EPZs were worse off than
applicants. First, workers reported significantly more health problems than applicants.
Second, fewer EPZ workers were employed in workplaces with unions than applicants
(8.5 per cent versus 11.3 per cent). This finding is amplified by the fact that many
applicants were employed as domestic labour or in restaurants that are unlikely to be
unionized. Third, workers in EPZ report having less free time than applicants.
For the remainder of the indicators examined in this study, there was no significant
difference between workers in the EPZs and applicants. First, there was no difference in
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the percentage of workers and applicants that report having worked overtime.
Approximately half of workers and applicants felt that overtime is mandatory, despite
Honduras’ laws prohibiting mandatory overtime. There is one significant difference
between applicants and EPZ workers with regards to overtime – contrary to many
depictions of EPZ overtime conditions, the applicants report on average twice the overtime
that EPZ workers reported. Second, EPZ workers and applicants report the same stress
levels. Third, EPZ workers and applicants report the same education levels and
opportunities. Fourth, EPZ workers do not appear to be a higher risk of crime than
applicants. For these indicators, there appears to be no significant differences between the
lives of applicants and EPZ workers.
Despite the innovative methodology of comparing applicants with current workers,
one noteworthy difficulty in the survey method is that workers were interviewed on site in
the workplace. While management was not present at the time of the survey, there is the
possibility that workers’ answers could have been affected by the context of the interviews.
For example, this could have easily attenuated the number of workers who report
sympathies for unions. Notwithstanding these limitations, this snapshot of working
conditions inside and outside EPZs in Honduras paints a mixed picture of EPZ labour.

2.6.

Madagascar
Two recent studies of Madagascar also provide comparative empirical accounts of
labour conditions in EPZs, as well as data on the effects of EPZ employment on women.
Madagascar is one of the few African countries that have successfully induced the
development of EPZs through government incentives. The EPZs in Madagascar grew
rapidly, by approximately 20 per cent annually between 1997 and 2001, and by 2001
accounted for a half of all secondary sector employment in the economy. In total, after ten
years of growth, employment in the EPZs reached 70,000, and peaked out at even higher
levels. However, in terms of overall employment in the economy, the EPZs account for
only approximately 1 per cent of all employees in the country. EPZ employment in
Madagascar is largely similar to EPZ employment in other parts of the world—employees
tend to be younger, more female, and less educated when compared with other formal
sectors. Also, like many other EPZs, it is dominated by clothing production, accounting for
90 per cent of production in 2001. There have been a series of studies conducted on
employment conditions in Madagascar’s EPZs based on a series of labour force surveys
from 1995–2002. 28 Like the studies in Honduras and the Dominican Republic, the findings
are mixed, with favourable outcomes associated with EPZ employment, such as high
wages, but some unfavourable outcomes, such as long hours.
With regard to wages, controlling for education this study found that for men, EPZs
pay more or less the same as other private informal and formal sector employment, and
less than public sector employment. Compared with other sectors for female workers, EPZ
employment pays better than private informal employment, about the same as private
sector formal employment outside the EPZ (industrial and non-industrial), and less than
public sector employment. Male and female EPZ employees tend to have lower monthly
earnings and longer hours compared with other industrial formal private sector
employment. Real wages in the EPZ grew over the period 1995–2002, but not at the same
rate as wages in other sectors (notably public enterprises, public administration and private
formal employment). The authors speculate that this may be because the EPZ labour
market is somewhat decoupled from the rest of the local economy, which accounts for the
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fact that real wages were able to grow in other sectors at a greater rate than the EPZs
despite the boom in EPZs in the same period.
There are no statistically significant differences between hourly wages of male and
female employees within the EPZs. In contrast to large differences in the informal sector,
the authors argue that this is evidence of an improvement in gender earning equality as a
result of the growth of EPZs. However, in the EPZs, return on education for women is
lower than other sectors (with the exception of public administration). But there are no
statistical differences between returns on education for men and women in the EPZ.
Beyond wages, the study finds that EPZ employment consistently outperforms
informal employment, but has more mixed results compared with the private formal and
public sectors in terms of other job characteristics and benefits. First, EPZ employees are
trained at approximately the same rate (~21 per cent receiving training in the five years
before the survey) as workers in public administration and public enterprises. This
compares favourably with the informal sector, which provides almost no training, and
unfavourably with the private formal sector, in which half of workers reported receiving
training. The study does not, however, probe into the content of the training, and we have
no way of knowing if training in the EPZ is equivalent in any way to training in public
administration. Second, EPZ employees tend to report having unions in their workplace
and, for those in unionized workplaces, belonging to unions at higher rates than the rest of
the private formal sector (and nearly double the trade union presence of the non-EPZ
industrial sector). However, EPZ unionization rates are lower than unionization rates in the
public sector. Third, turnover is relatively high in the EPZ; EPZ employees leave their jobs
at twice the rate of other private sector employees. Fourth, EPZ employees are more likely
to have an employment contract than those employed in the informal sector or the private
formal sector, but as or less likely to have a contract than those employed in the public
sector. Fifth, EPZ employees are more likely to be entitled to paid leave than the private
formal or informal sectors and are just as likely to receive this benefit as public sector
employees. Overall, these job characteristics consistently show that EPZ employment is
favourable in relation to other private sector employment and approximately equivalent to
public sector employment.
In one final work characteristic, working hours, EPZ employment compares
unfavourably to all other sectors of the economy. EPZ employees work significantly more
hours than workers in other sectors. On average, EPZ employees work 211 hours per
month, compared with 187 hours in the rest of the private formal sector, 180 hours in the
informal sector, and 161 hours in public administration. This finding is consistent with the
characterization of EPZ employment as relying more heavily on overtime than other
sectors.
Overall, the results of this study find that one’s assessment of the quality of EPZ
employment depends on what one compares it with. In all indicators besides working
hours, EPZ employment compares favourably with the informal sector, at times is better
than the rest of the private sector, and is generally on the same level as the public sector.
Specifically regarding women, however, there is evidence that the informal sector may be
the most relevant comparative group. This is because the growth in EPZ employment was
largely among women who would have been employed in the informal sector. This is
evidenced by the drop in female informal employment from 24 per cent to 14 per cent in
the same period during which EPZ employment increased from 5 per cent to 15 per cent of
all female employment. Further evidence for this substitution is that during the decline
associated with the political crisis of 2001, the drop in EPZ employment was accompanied
with an increase in informal employment for women. Moreover, the authors argue that “In
light of the under-representation of women in other kinds of formal employment, export
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processing appears to provide women with opportunities for formal employment not
available to them in other sectors.” 29 While realistic in empirical terms, normatively this
approach is limited because it implicitly compares EPZ employment with some of the
worst (an indeed, illegal) jobs in the economy.

2.7.

Sri Lanka
Employment in the EPZs of Sri Lanka has risen dramatically in the past five years,
from 111,000 to 410,000 workers. 30 A significant part of this growth has been, like many
countries, in the apparel industry. The common labour problems found in the EPZs
include: excessive and obligatory overtime, suppression of trade unions, avoidance of
social security pay, monotonous work in poorly ventilated factories, and overcrowded
housing for workers. 31
The contrasts between work conditions inside of the Sri Lanka’s free trade zones and
those outside are not as pronounced as in other countries discussed above. A survey of 370
women and 75 men conducted in 2001 provides a basis for analysis of working conditions
in Sri Lanka’s EPZs. 32 For some issues, working conditions in the EPZs were as good or
better than workers outside the EPZ. For example, wages that workers report in the EPZs
conformed with, or exceeded, minimum wage laws. Nearly 90 per cent of workers, both in
the EPZ and in other factories, received wages just above the official poverty line. In
contrast, 37 per cent of home-based women workers earned less than the poverty line.
Also, workers were also generally given legally mandated benefits and overtime pay, but
they often lacked access to bathrooms and transport.
In contrast with other countries, in Sri Lanka, the vast majority of workers do not
have contracts and believed that they could be dismissed without formal notice.
Employment is unstable in the EPZs, with over 70 per cent of employees being employed
for less than five years in their workplace. The survey found the lack of contracts to be
common inside and outside the EPZs. Also, the report found that “the majority of workers
in the EPZ factories and a smaller proportion in the rural factories claimed exposure to
occupational health hazards such as dust pollution, continuously standing for long hours
and hand injuries, and many complained of the absence of safeguards and
compensation.” 33
Similar to many other countries discussed above, this study found extensive overtime
in violation with Sri Lanka's labour legislation – with 41 per cent of women and 37 per
cent of men in the EPZ reporting mandatory work more than nine hours per day. Also, the
researchers found almost no trade unions in operation in the EPZs (only organizations
founded by the employers).
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3.

Non-governmental and corporate
social responsibility efforts
Efforts of labour rights activists who target global factories are frustrated. After
having drawn international attention to the issue of “sweatshop” conditions in many
exporting factories located in developing countries during the 1990s, civil society actors
created a series of overlapping non-governmental international labour regulation regimes.
However, these non-state approaches have had mixed results. In the words of the director
of a leading labour rights organization, the Fair Labour Association, “[f]our years of
monitoring in thousands of factories have showed us that monitoring alone is an
inadequate tool to create sustainable change in working conditions.” 1 Nevertheless,
systems of private regulation have grown substantially over the past twenty years, and are
still growing. 2 The basic structure of these regimes is as follows: multinational
corporations voluntarily adopt standards through a “code of conduct” that they then impose
on the firms in developing countries that produce their goods. 3 These standards are policed
by the multinational firms themselves, by an independent NGO, or by a combination of
both.
Private, voluntary, or non-governmental regulatory regimes formally rely almost
entirely on market mechanisms and punitive sanctions for factories that are caught
violating basic labour standards. They derive their power and legitimacy from the market
forces that consumers, and in turn multinationals, wield on factories. 4 Both practitioners
and scholars have found that there are limitations to the efficacy of private regulatory
systems. There are many potential sources of the limitations, and the particulars of private
regulation have been subject to extensive scholarly inquiry. The debates in the literature on
self-regulation of labour are cantered around: the reliability and capability of monitoring
code implementation; 5 the reality of any market pressure on companies to improve labour
conditions; 6 the voice afforded to the workers that are subject to the codes and the
undemocratic nature of the codes; 7 the types of supply chains that lead to better
governance; 8 whether the codes are no more than public relations; 9 and finally whether
private regulation displaces state regulation. 10
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3.1.

Implementation of codes of conduct
The ILO conducted a comprehensive study on the implementation of corporate codes
of conduct in 2003. 11 The study focused on three sectors, apparel, footwear, and retail, and
drew on data from interviews at twenty multinational enterprises (MNEs) and 74 supplier
factories in Turkey, Sri Lanka, Cambodia, Guatemala, Honduras, China, Viet Nam,
Thailand, and the United States. This study reports that MNE’s unevenly implement their
codes of conduct. On the one hand, notwithstanding commitment from top management to
codes, there is an “inadequate, if not poor, level of integration of CSR and Code
compliance responsibilities in the internal structure of MNEs and suppliers.” 12 On the
other hand, the report argues that some progress, albeit uneven, has been made.
Broadly, there are significant differences across the sectors in the implementation of
codes of conduct. The first sector, footwear, to respond to pressure by creating codes of
conduct is the most advanced. Moreover, in the footwear sector, there are relatively fewer
suppliers for which multinationals work with, making implementation easier. In contrast,
less progress has been made in the apparel industry, where there are many suppliers that
have shorter term relationships with MNE’s. The structure of the industry stretches
resources, and “it was not uncommon to find a single individual attempting to manage the
labour, social, and ethical obligations of between five to fifty supplier factories and in
some cases even more.” 13 In the retail sector, the large variety of products and sheer size
of the supply chains of many MNE’s also frustrates the implementation of codes.
Across a variety of issues, this study found that codes of conduct are generally
congruent with national labour legislation and international standards, but that the
implementation of these standards is highly variable. For some issues, such as occupational
health and safety, MNE’s were able to gain traction and improve conditions. Although
health and safety was often cited as a concern of MNE compliance staff, remediation is
easier than with other issues because of the tangible nature of the problems. Also, suppliers
offer less resistance to improving health and safety conditions because they often believe
that changes will improve productivity. Similarly, with wages MNE’s have been able to
make progress ensuring that correct wages are paid at or above the legal minimum. 14
For other issues, the researchers found that efforts to improve labour conditions by
MNE’s have been less successful. Notably, although nearly all codes of conduct have
provisions for freedom of association, enforcing these provisions is extremely difficult. 15
Moreover, for some MNE’s the definition of freedom of association differs from ILO and
union definitions. These MNE’s view freedom of association as including the allowance of
worker grievance committees or other means of association. Overtime and working hours
also prove to be an extremely difficult issue for MNE’s to address. First, these issues can
be difficult to find, and the most common reported issues of non-compliance include
“double book keeping, incorrect overtime payment, and faulty overtime records.” 16
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Second, overtime is exacerbated by the short shipping timelines and seasonal nature of the
three sectors covered by the study – footwear, apparel, and retail.
Finally, some trends have been identified in the development of CSR and code of
conduct implementation over time. Among the sectors studied, the footwear sector, that
has had the longest time to develop, was found to be the most advanced. This shows
growth in code of conduct implementation over time. Also, there have been shifts in the
character of implementation, most notably “there appears to be a push in all sectors to
move from a ‘policing model’ to a more consultative approach.” 17 This reflects a broader
trend towards spreading best practices and lessons learned, involving more dialogue
between MNE’s and suppliers. It also demonstrates a convergence in style between CSR
initiatives and traditional models of government labour inspection that rely heavily on
tutelage. 18

3.2.

Multi-stakeholder initiatives
A series of annual reports from the Fair Labour Association (FLA) provide one of the
few data sources that compile comparable data on labour conditions for a large number of
countries worldwide. 19 These reports also provide a comprehensive assessment of one of
the largest multi-stakeholder initiatives. As a multi-stakeholder initiative, the FLA
combines NGOs, universities, and industry to create a system to improve labour conditions
in apparel and footwear factories throughout the world. 20 The FLA reports the results of
approximately one hundred audits of export factories conducted in approximately twenty
countries. These factories are selected from FLA member companies, which are major
apparel multinational firms. In 2005, the one hundred audits were drawn from as a sample
from the supply chains of FLA member companies that include 3,753 factories employing
approximately 2.9 million workers. Moreover, the FLA annual reports provide consistent
data over time, allowing for the analysis of trends.
Notwithstanding these merits, the FLA reports also have limitations and a full
assessment of the methods employed must be made before discussing their findings. The
FLA monitors compliance with its code of conduct by employing third party “independent
monitors” who conduct standardized audits of factories. The FLA code of conduct includes
provisions for freedom of association and collective bargaining, health and safety, wages,
limitations on overtime, forced labour, and child labour. 21 In addition, the FLA requires
that factories comply with all national legislation (when there are conflicts between
national legislation and the code, whichever standard is more strict applies). The FLA
accredits monitors, which include for-profit firms and NGOs, and provides them with
detailed monitoring guidelines. Monitoring practices of codes of conduct have received
intense criticism, and some question their methods and independence. 22 They generally
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involve a physical inspection of the factory, interviews with workers, and a review of
documentation. These methods tend to better at uncovering some issues, such as health and
safety violations that are easier to uncover in physical inspections, as opposed to freedom
of association violations that are difficult to uncover during audits. 23 Notwithstanding the
limitations, as monitors do consistently find violations with the code of conduct in the
factories, and considering the paucity of data, the patterns of these violations provide a
valuable overview of labour conditions in the supply chains of multinational companies.
In 2005, FLA monitors found nearly 1,600 non-compliance items in 99 factory audits.
First, by in large, the most common problems were violations of health and safety codes
(45 per cent of all non-compliance items). These included lack of sufficient evacuation
procedures, safety equipment, chemical management, ventilation, and sanitation. Health
and safety violations represented a higher proportion of violations found in the Americas
(where they were 58 per cent of all non-compliance items) than in East Asia and South
Asia (where they were 38 per cent and 34 per cent of non-compliance items). Second, with
regards to wages and benefits, the most commonly reported violations were procedural
violations involving record keeping and worker awareness of wages. Monitors also
commonly found firms that did not pay benefits (particularly social security) and did not
comply with holiday and annual leave pay. The report admits that the monitors may be
under identifying these violations due to false payroll records. Third, FLA monitors found
132 incidents of non-compliance with work hours regulations in 99 audits. Most common
of all was excessive overtime (defined as a maximum of a 60 hour work week or the
national laws, whichever is lower).
Harassment, abuse, discrimination, child labour, forced labour and violations of
freedom of association were found less often. Despite the difficulty uncovering these
problems in audits, monitors found 19 incidences of verbal abuse, 16 violations involving
discrimination practices, and 49 violations related to freedom of association. Given that
these types of violations are difficult to uncover, it is problematic to draw conclusions
about the exact magnitude of these problems; if anything, these figures underreport the
total number of violations of FLA’s code.
Overall, the number of non-compliance items found per factory increased slightly
between 2004 and 2005 from 15.1 to 16.0 (although this change may be an artifact from
differences in monitoring practices). In addition, FLA monitoring demonstrates significant
differences in working conditions in factories located in different parts of the world.
Although all factories are in the same sector and in the supply chains of the same set of
multinational companies, the average number of non-compliance items per factory is
nearly double in South-East Asia and South Asia than in East Asia or the Americas.
Specifically, the average number of non-compliance items that auditors found in East Asia
and the Americas was 10.6 and 12.6, respectively, while in South Asia and South East Asia
they were 21.2 and 23.2 respectively. Of course, this treats the all non-compliance items
equivalently and does not weigh serious violations (such as forced labour) more heavily
than less consequential violations (such as record keeping). However, if the distribution of
the gravity of violations is remotely the same in the different regions, this finding indicates
that labour conditions in EPZs in South and South-East Asia may be significantly worse
than in East Asia and the Americas.
Notwithstanding the limitations of the FLA reports, there is congruence in the types
of problems reported by the FLA with those found in the country studies and in other
While many lessons have been learned since this report came out, the overall criticism of
monitoring provides an overview of some of the problems involved.
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accounts, such as the ICFTU report. 24 This indicates that actors with different perspectives
using very different methodologies find similar types of poor labour conditions.
Although the methods used to gather data from the FLA distort the distribution of
labour problems that they identify, the trend over time does not indicate that conditions
have improved. These data do not provide a comparison between factories that are and are
not subject to codes of conduct, but it demonstrates that notwithstanding the efforts taken
by the FLA and its member companies, there have not been noticeable improvements over
time. In addition, the absolute level of compliance for some issues remains extremely low,
indicating that major non-compliance problems remain in apparel factories throughout the
world.
Another study of a multi-stakeholder groups examined the implementation of the
Ethical Trade Initiative’s code of conduct in 25 workplaces selected across five countries
(India, Viet Nam, South Africa, Costa Rica, and the United Kingdom) and three sectors
(garments, footwear, and fruit). 25 At each workplace, the researchers interviewed
managers and workers. Outside the factories, interviews were conducted with ETI member
companies, trade agents, and key informants from a number of stakeholder groups. Before
presenting the findings of the study, it is worth to mention some of the limitations of the
research methodology. First, the findings are not a statistically representative population of
factories in ETI member companies’ supply chains because, for each country case study,
only a small sample of factories was included. Also, the research was conducted only with
the first-tier suppliers, where codes of conduct are adopted. Therefore, the study includes
minimal information on lower tier suppliers. Second, findings may also have a bias
towards factories with better practices, because the research team found it difficult to
obtain full information from all factories, and some suppliers also declined to participate.
Finally, the study aimed at identifying the impact that the ETI code of conduct had on
working conditions, but in many cases the authors could not attribute changes in these
conditions to the ETI code rather than to other factors. Similarly, the research focused on
the role of ETI member companies and not on the role of other actors that possibly may
have impacted working conditions in the same factories. However, when possible, the
research team interviewed with key informants from other groups.
Notwithstanding these data limitations, this report provides one of the few studies to
examine labour conditions in detail in a number of different countries with export intensive
industries. To assess labour conditions, three stages of research were undertaken. First,
interviewees were asked to report any changes that had occurred in one of the areas
covered by the code since the date of implementation of the code. Then, they were asked to
identify the cause of those changes. Finally, they were asked whether they thought that the
change was positive or negative, and explain why. It is important to note here that
sometimes workers and managers had a different view on some of the changes.
The findings of the ETI report are congruent with those of other studies; the impact of
the ETI code of conduct is generally mixed, having the code triggered “minor or isolated
impacts” in almost all areas covered by the code. However, the study highlights that in a
few areas impacts were more frequently noted. These areas are: health and safety, child
labour, working hours, and minimum (not living) wage. Generally, these impacts were
seen as positive changes by workers and managers. However, as discussed more in detail
below, some of these changes were seen as negative by some of the interviewees. On the
other hand, the areas were the least impacts were found are: freedom of employment,
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freedom of association, discrimination, regular employment, and harsh treatment. The
table below summarizes these results.
Table 9.

Impact assessment of ETI code of conduct
Base code principle

26

Viet Nam

India

Costa Rica

Management

Workers

Management

Workers

Management

Workers

Freedom of employment

No impact

No impact

No impact

No impact

No impact

No impact

Freedom of association

No impact

Minor

No impact

No impact

Minor

Minor

Health and safety

Major

Major

Major

Major

Major

Major

Child labour

Minor

Minor

Minor

No impact

Minor

Minor

Living wage

Minor

Minor

Minor

Minor

Minor

Minor

Working hours

Major

Major

Minor

Minor

Minor

Minor

Discrimination

Minor

Minor

Minor

No impact

Minor

Minor

Regular employment

Minor

No impact

Minor

Minor

No impact

No impact

Harsh treatment

No impact

No impact

Minor

Minor

Major

Major

With regard to positive impacts, as it appears in the table, health and safety was the
area that recorded most changes across all countries, with positive results from the code at
20 of 25 workplaces. These positive results were generally described as fewer accidents,
more safe and secure work environment and better health. Second, the study found no
employment of child labour (excluding during school holidays or after school) in all but
one supplier, due to the enforcement of the law. As of a more direct impact of the code of
conduct, the study found that one buyer had stopped employing children during school
holidays because of pressure of buyers and, more broadly, it found evidence of checking of
age documentation. However, in South Africa, Costa Rica and Viet Nam, many from both
workers and management saw these changes as negative because many young people did
not have alternative sources of employment and their families needed the income. Third,
although the code had a very limited impact in ensuring that workers receive a living wage,
the study found at nine of the 25 workplaces the codes of conduct engendered the payment
of the legal minimum wage for at least certain categories of workers. Finally, the last area
were positive impacts of the codes were found is that of working hours, with reduction in
regular and/or overtime hours at 16 of 25 worksites. In few cases, employers started paying
premium rates for overtime work due to the codes of conduct. However, the reduction in
working hours in many cases translated into a reduction in take-home pay. The personal
situations of the workers and the extent to which the reduction in working hours affected
take-home pay influence workers’ perception on whether this change was positive or
negative. For instance, migrant workers with no children at home prefer to work as many
hours as they can to maximize their pay; for these workers, the change was perceived as a
negative.
In sum, the study of ETI demonstrates the mixed results of non-state initiatives that
are largely congruent with the findings of the 2003 ILO study. Also, the types of issues
that codes of conduct are generally more successful at improving tend to be the same as
those found in the country studies with conditions better inside of EPZs than in the rest of
the economy.
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3.3.

Case study of a multinational apparel firm
A study of internal compliance data from Nike by a team of academic researchers
provides an additional quantitative examination of compliance with codes of conduct
across a large number of factories. 27 These studies provide one of the few data sources that
are consistent over a large number of years, tracking the success of codes of conduct over
time. These researchers used Nike’s internal compliance data to analyse trends and drivers
of compliance with Nike’s code of conduct and supplemented the quantitative data with
ethnographic research in Nike factories in China, Turkey, and Mexico. The researchers
analyse data from two different types of audits, approximately 575 of which assigned a
quantitative score to factories based on a 48 hour audit, and over 3,000 qualitative grades
given to Nike factories by monitors. The data cover over 700 factories employing 600,000
workers in 51 countries and allow for time series analysis.
These data suffer from many of the same problems as the FLA data – internal
compliance data from multinational companies is often criticized for inaccuracies and the
inherent conflict of interests of the monitors. 28 Again, notwithstanding limitations in the
data, lessons can be drawn by what monitors do find, and the patterns that are identified in
the data, even if the absolute level of poor labour conditions found is underestimated.
The Nike data reveal that most factories are not in full compliance with Nike’s code
of conduct. The quantitative audits rate factories on a scale of 0 to 100, with 100 being full
compliance. The average score for all factories in the sample was only 65, with a standard
deviation of 16. Although it is impossible to assess the absolute level of labour conditions
based on the audits, the researchers were able to extensively analyse the high levels of
variation in the relative level of compliance among Nike factories. Similar to the FLA
report, the researchers found that scores in the Americas are significantly higher than those
in South Asia (77 versus 58). Among the types of factories that produce for Nike, the study
found very little variation between apparel, footwear, and equipment factories (with
footwear factories having slightly better conditions then the others). To assess what drives
the variation in compliance rates found by Nike, the researchers run a series of multivariate
regressions estimating models with compliance as the dependent variable. The researchers
find that measures of rule of law, geographic region, percentage of production for Nike,
industry type, and number of audits by Nike all have a statistically significant relationship
with compliance scores.
The researchers also looked at change in compliance over time, to gauge whether
Nike’s program was effective. The authors conclude that despite spending millions of
dollars to implement their code of conduct program, Nike largely failed to improve labour
conditions in their supply chain over time. They find that while quantitative assessments of
labour conditions are improving over time, the qualitative scores show the opposite trend.
In conclusion, the research shows that conditions have largely not improved over the four
years that the data cover and that working conditions have not improved in EPZs, similar
to the FLA report.

54

27

Locke, Kochan, Romis and Qin, 2007; Locke, Qin and Brause, 2007.

28

O’Rourke, 1997; Pruett, 2006; Esbenshade, 2004; Burnett and Mahon, 2001.

WP-2008-01-0142-1-En.doc/v4

4.

The way forward
This section lays out a proposal for a framework for interventions to improve
conditions in EPZs that involves combining a “pedagogical” approach to labour regulation
and a mix of global non-governmental and local governmental efforts. The poor labour
conditions that persist in EPZs are intertwined with the systems of production in EPZ firms
and with the ties that EPZs have to global and local economies. Thus, these findings
privilege policies that improve production processes in order to facilitate better working
conditions, as well as policies that combine local and global forces. A number of specific
policy tools can be used within this framework, examples of which are already in place
include the ILO’s programs in Cambodia, Viet Nam, and Sri Lanka. The following two
sections describe the pedagogical approach and the need to combine local and global
efforts in more detail.

4.1.

A pedagogical approach to improving
labour conditions
Many of the labour problems found consistently across a wide variety of EPZs require
deep changes in production systems that can be best brought about through a pedagogical
approach to regulation. The pedagogical approach departs from traditional “command and
control” or deterrence based regulatory models that often dominate diagnoses of poor
labour conditions in EPZs. The underlying logic of many regimes of labour regulation –
whether governmental inspection combined with sanctions, or enforcing private, voluntary
codes of conduct – is that regulation alters the incentives of rational factory managers by
creating economic consequences for poor labour conditions. A causal assumption is made
that with these incentives, factory managers will invest in better conditions. In other words,
social deviance is deterred by making the expected value of the costs of non-compliance
greater than the gains that can be made by not investing in better labour conditions.
However, this approach to labour regulation is based on the assumption that firms have the
ability to comply if given the right incentives. Moreover, it is based on the assumption that
with the right incentives, firms are in the best position to know how to change their
production systems in order to come into compliance.
An alternative approach to improving labour conditions emphasizes the
“pedagogical” or a tutelary role of regulators. 1 In other words, regulators help firms come
into compliance with labour standards by spreading best practices and working with firms
to problem solve. A pedagogical approach involves combining regulation through
sanctioning with an active stance of increasing the capability of firms to comply with
regulations. Regulation in pedagogical systems is conducted by generalists, who have
knowledge of many parts of the labour code (not just health and safety, or wages and
hours) and who have the discretion to work with firms to bring them into compliance. This
aspect of labour inspection, although central to the profession of the labour inspector in
many accounts, 2 is often lost in discussions of EPZ policy. Although the literature on the
pedagogical approach has focused on state labour inspectors, this model can, and has, been
extended to private, voluntary regulatory systems as well. 3 Indeed, labour inspectors,
social auditors, and capacity builders from international organizations, can all act as agents
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of change in spreading good practices in firms. The pedagogical approach to regulation has
been shown to engender sustained improvements in regulatory performance across a
variety of policy areas, including working conditions. 4 When combined with traditional
incentive-based approaches to regulation, 5 policy interventions that emphasize
pedagogical approaches have the potential to improve labour conditions in EPZs.
The importance potential for the pedagogical approach can be illustrated by
examining one of the labour standards in most need of improvement: excessive overtime.
A striking finding in all of the country studies is the fact that, both in relative terms to
conditions outside of EPZs and in absolute terms of compliance with labour law, excessive
overtime is consistently a problem in EPZ workplaces. Common reasons for overtime are
delays due to weak supply chains, production systems that do not meet quality standards of
clients (requiring last minute adjustments to products), and seasonal peaks in demand. Low
wages on the part of the workers create an incentive for workers to comply, even
encourage, long overtime hours. Notwithstanding the incentive that workers who are paid
low wages have to work overtime, studies in China 6 and Honduras 7 indicate that many
workers believe that overtime is mandatory and work more hours than they want to given
the wage incentives. As a consequence, overtime is persistent, even when as in Cambodia,
inspections are increased and there are market-based sanctions for firms that do not
comply. Congruently, assessments of corporate codes of conduct demonstrate that
reducing overtime is often beyond the reach of monitoring and sanctioning programs. In
sum, overtime is pervasive, and not easily reduced simply by changing the incentives of
managers.
Reducing overtime requires both paying workers a sufficient salary to reduce the need
for extra hours and adjusting production processes to be able to decrease the pressure that
clients place on factories. For the both to occur, there has to be capacity building in
factories to improve production processes and quality, as well as incentives for buyers to
better manage production orders. Indeed, the ability of targeted interventions in production
practices to reduce overtime has been demonstrated by the ILO’s Factory Improvement
Programmes in Viet Nam 8 and Sri Lanka. 9 In Viet Nam, training in factories focused on
improving productivity through introducing systematic approaches to identifying
production delays and altering human resources practices to improve worker management
relations. By increasing communication, planning, and simplifying work processes, the
average rate of overtime was reduced by 50 per cent participating factories. 10 This finding
is congruent with a comparative study of two factories in Mexico producing for Nike that
demonstrated that improved production systems can be linked to decreased overtime. 11 In
this analysis, an improved production system in one factory decreased overtime hours
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while increasing quality and wages for workers. The expertise of multinational firms well
equips CSR auditors to undertake pedagogical regulation to reduce overtime by
strengthening supply chains and production processes. 12 In sum, these successful
interventions demonstrate the potential for the pedagogical approach to address one of the
most prevalent violation of labour standards in EPZs.
Overtime is not the only issues in which a pedagogical approach is effective. Helping
to build better human resource policies can have the potential to strengthen social dialogue,
and improve working conditions and competitiveness. 13 In addition, capacity building in
the ILO Factory Improvement Programme has resulted in broad improvements in health
and safety, social dialogue, and quality. 14 Overall, many of the poor labour conditions in
EPZs can be improved through better education of workers and managers, providing them
with the ability to comply, not just the incentives to comply. This education can come from
regulators of all types, but some regulators have a comparative advantage to help firms
address certain labour problems. Different actors have different strengths: multinational
enterprises often have expertise in the strengthening of supply chains for factories, firm
associations often have expertise in improving production systems and health and safety, 15
and international organizations have strength in promoting social dialogue.
There are widespread implications for an emphasis on strengthening the pedagogical
aspect of labour regulation in EPZs. While the pedagogical approach should not be seen as
a complete replacement to traditional “command and control” regulation, 16 it represents a
way forward to improve labour conditions through upgrading. 17 Consequently, a more
pedagogical approach has the potential to improve labour standards in a hostile economic
environment where cost sensitive buyers can easily move to low costs environments
without rigorous labour protection. Pedagogy is not a panacea, there is still a need to
structure incentives for firms to induce compliance. However, policies that improve the
pedagogical ability of labour inspectors and auditors alike have the potential to engender
steady improvements in employment conditions in EPZs. Efforts to improve the capacity
of labour inspection, to reform private, voluntary systems, and to create new programs
(such as the one in Cambodia) should consider strengthening the pedagogical role of
regulators.

4.2.

Combining local and international efforts
Much of the debate and discussion surrounding efforts to improve labour standards in
EPZs is polarized by those who focus on governmental efforts, and those who focus on
international efforts. For the former, governmental regulation is the only approach that
truly respects the rights of workers, and the only approach that is somewhat accountable
and democratic. 18 For the latter, many governments are seen as simply lacking the
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necessary resources to regulate, and not having the willingness to risk loosing investment
by improving labour standards. 19 The polarized debate aside, many workplaces in EPZs
are now regulated by a hybrid system of governmental and non-governmental regulation. 20
Consequently, discussions of methods to improve labour standards in EPZs have begun to
recognize the need to harness local and global forces, as well as governmental and nongovernmental efforts, 21 and ways to assure that private voluntary regulation supports,
instead of detracts from, governmental efforts. 22 The most promising proposals and
programs combine multiple sets of actors in varying roles to leverage their comparative
advantages in ensuring compliance with labour standards. 23
In the past five years, it has become clear to researchers that non-state efforts are at
best a partial solution. The shortcomings of implementation of codes of conduct, as
discussed above, demonstrate the limited ability of non-state efforts alone to improve
labour conditions. In the implementation phase of codes of conduct, core labour standards,
such as freedom of association, are often not adequately addressed. 24 Even when code of
conduct implementation mobilizes intense efforts to force union recognition in factories, 25
these efforts are only aimed at a handful of the thousands of factories in EPZs throughout
the world. For example, the Workers Rights Consortium, which is one of the leading
NGOs supporting focused factory specific campaigns, has conducted only approximately a
dozen factory “investigations” throughout the world as of 2005. 26 Moreover, factory
closings and severance pay, which have become more of an issue in the apparel sector with
the end of the MFA (which will hit Latin America particularly hard), remain outside the
influence of code of conduct efforts. Private voluntary regulation systems that rely on
leverage the market power of multinational enterprises loose all influence over labour
conditions once clients stop purchasing goods from EPZ firms. However, international
efforts are not entirely to be discarded and for some issues, such as health and safety, codes
of conduct may be able to contribute to making marginal improvements. 27 Moreover, the
pressures that multinational buyers and international civil society can place on firms to
improve conditions have the potential to be leveraged, especially in places where the rest
of the economy poses tremendous challenges to domestic labour regulators with limited
resources.
Likewise, many national governmental labour regulatory programs continue to lack
the resources they need to effectively regulate workplaces, including EPZs. In the words of
one recent article, “some developing states have limited control over the effects of
economic activity within their borders on such social objectives as human rights, labour
rights, and environmental sustainability. Equally, some governments are unwilling to
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regulate, perceiving instead benefits to be gained from lack of regulation as they compete
for foreign direct investment”. 28 Strength of national legislation is often not a good
indicator of actual labour conditions because weak government agencies are unable to
enforce the law. In some countries, such as Honduras, labour inspectors lack transportation
to visit EPZs and never conduct preventative inspections. 29 Consider the discussion above
about the relationship between working conditions in EPZs in Bangladesh, and those of
non-EPZ Dhaka garment workers. With only 111 labour inspectors in Bangladesh, there
clearly are not sufficient resources currently in the Bangladeshi government to oversee
working conditions. 30 Capacity clearly needs to be developed with the government.
However, even with increased capacity, the differential between working conditions inside
and outside the EPZs would drive scarce resources (regardless of whether inspectors are
strategic and do not wish to upset mobile capital) out of the EPZs and towards the more
vulnerable wage workers in Dhaka. In other words, additional resources for government
labour inspection will only go so far for improving conditions in the EPZs if outside the
EPZs poor conditions continue. This conditionality on situations outside EPZs is evidenced
by places, like the Dominican Republic, that have invested in labour regulation. 31 In the
Dominican Republic, poor labour conditions outside of EPZs push inspectors that focus
their resources on the most problematic sectors of the economy, and consequently shift
some resources away from EPZs. 32 In countries where there are violations of core labour
standards in the informal sector and limited resources for inspection, regulation will not
improve in EPZs until the overall employment conditions in the economy are improved. In
sum, without massive improvements in both economy wide labour conditions and
government capability (labour inspectorates, courts, social service provision, etc.),
governments will continue to be unable to adequately regulate labour standards in EPZs.
This dual failure of private and governmental efforts makes combinations of global
and local efforts particularly attractive. Together, international efforts and local
governmental efforts can make up for one another’s’ weaknesses. As described above in
the section on the pedagogical approach, different actors have comparative advantages in
addressing poor labour conditions. The ILO’s Better Factories Cambodia project, for
instance, uses the market strength of international actors to create incentives for firms to
improve conditions, and uses the credibility of ILO inspectors to enhance the credibility of
the information that is gathered. New policies towards improving labour conditions in
EPZs should acknowledge the presence of all types of actors and emphasize their
comparative advantages.
In addition, interventions in EPZs should be coupled with interventions in the
surrounding economies. For example, broad interventions have been seen as necessary to
address the social dislocation caused by enforcement of child labour laws. 33 The logic that
addressing conditions inside of EPZs also involves addressing conditions outside applies to
other labour standards as well. For example, the continued complaints of violations of
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freedom of association in EPZs indicate that there is a need to strengthen implementation
of freedom of association protections in EPZs through state action. The climate towards
unions generally (both inside and outside of EPZs) and the history of unions in countries,
play a role in the lack of freedom of association in EPZs. Freedom of association, it
appears, will not likely dramatically improve in EPZs with concurrent improvements in
economies as a whole. While it is obvious that an antipathy towards unions in a country as
a whole will make exercising freedom of association difficult in EPZs, policy makers must
recognize this relationship when devising policy that explicitly uses state actors, who are
often best positioned to address issues in the economy as a whole. Moreover, freedom of
association violations and disputes often require conciliation or adjudication between
labour and capital on the part of regulators. Conciliation involves intervening in conflicts
between actors (e.g. workers, management, unions) to restore order in a way that is
consistent with the rights of the actors. Adjudication is the determination of which side is
correct in a conflict and what path should be taken. Often, only state regulators have the
legitimacy to undertake these tasks.
Just because interventions are required both in EPZs and the domestic economy does
not mean that there is no role for international actors and voluntary, private initiatives.
Continuing with the freedom of association example, EPZs offer particular challenges to
organizing that can be addressed with the help of international actors. There are often
reports that, after a union has formed in a factory, factories close down. 34 In recent years,
there has been an increased effort to encourage clients to continue to source from factories
with unions. 35 International efforts to use the purchasing power of multinational
enterprises that source from EPZs have the potential to support freedom of association by
maintaining relationships with unionized factories.
In sum, efforts to improve conditions in EPZs should take advantage of the
comparative advantages of all actors, and should consider the connection between
conditions in EPZs and conditions in the broader economy. Also, the process of labour
regulation should combine pedagogical methods with creating incentives for firms to
comply. Interventions that meet the needs of specific countries and sectors should be taken,
but it is within this broad framework that they are likely to be most effective.
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Conclusion
Driven by the ongoing desire to expand exports, to tap into existing global supply
chains for goods and services, and to create jobs and skills, governments have continued
over the past five years to support an expansion of EPZs, along with many of their
traditional concessions and liberal regulations. Companies have continued to invest in
these zones as a source of profit and as a means to implement an efficient global supply
chain. This expansion of EPZs has occurred in the face of growing international political
and economic resistance. Political resistance comes from labour activists and NGOs,
international organizations and regional trading arrangements. The economic forces
working against EPZs include the declining terms of trade for manufactures and the
enormous gains by China in world export shares of many products produced in EPZs.
Across many cases in many countries over decades of time, export processing zones
have often generated considerable export growth and new employment. At the same time,
the view that EPZs would spur broader economic development has not been borne out, as
countries have often found it difficult to upgrade the activities in the EPZs to higher valueadded enterprise, and spill-overs to economic activity outside the EPZs have been the
exception rather than the norm.
The comparison of working conditions inside and outside the EPZs shows mixed
findings. Of course, this comparison is highly sensitive to what “comparable” groups are,
and the studies discussed in this review differ substantially in this regard. For example,
while the study on Honduras compared workers in EPZs to applicants looking for work in
EPZs, the studies of Madagascar compared workers inside EPZs with those in the formal,
informal, and public sectors. A summary of the differences between conditions inside and
outside of EPZs found in the country studies reviewed in this report is provided below.
Wages: Wages tended to be higher among EPZ workers than other sectors of the economy
(Bangladesh, Costa Rica, Honduras, Madagascar, and Sri Lanka).
Overtime: Workers in EPZs tend to work more hours (excessive, and often illegal
overtime) when compared with other sectors in the economy (Bangladesh, Madagascar, Sri
Lanka).
Health and safety: Although some measures have been taken to protect the health and
safety of workers in EPZs, there is evidence that EPZ workers have worse health and
safety conditions than workers outside of EPZs (Honduras, Dominican Republic).
However, workers in EPZs also tend to have health benefits more often than other workers,
especially those in the informal economy (Bangladesh, Dominican Republic).
Freedom of association and social dialogue: At an absolute level, there continue to be
many reports of violations of freedom of association in EPZs throughout the world, 1 but
the evidence is inconclusive regarding the differences between conditions inside and
outside EPZs. Most studies find very few unions inside and outside of EPZs alike.
Despite resistance internationally, EPZs are likely to continue to expand. But they are
also likely to be transformed in response to the pressures we have identified. This
transformation will involve major challenges to the stakeholders in the development
community. This survey of EPZs raises at least four basic challenges ahead:

1

Gopalakrisnan, 2007.
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(1) With the loss of textile and apparel markets for many countries, and the possibility of
United States balance of payments adjustment, the export orientation of growth
strategies must shift more to domestic and regional sources of growth. An export
orientation can coexist with an economy in which wages, demand, skills, and the
decency of work are rising. The challenge will be to find a better balance between
purely export-led and broadly demand-led growth.
(2) The WTO Agreement on SCM will push most countries to dismantle their export
subsidies by 2015. The challenge will not be how to find ways to maintain EPZs
under this pressure to dismantle them; countries will be pushed to offer incentives to
the entire economy similar to those that they are offering only to EPZs. The challenge
will be to find the tools required to run effective industrial policy while still satisfying
the pressures of the WTO to dismantle the system of export subsidies.
(3) Increasingly over time, EPZs have been aimed at promoting high-tech and service
sector, driven by the appeal of gaining entry into markets with enormous growth
potential. Linking these EPZs to the domestic economy is even more difficult in these
emerging sectors than in the traditional low-tech manufacturing EPZs, because the
skills and technology required are significantly above the average in the rest of the
economy and the production standards are extremely high. Channelling profits, skill
and technology from these endeavours to the domestic economy will be a significant
challenge.
(4) Finally, there is the challenge of transforming industrial upgrading into social
upgrading. The findings of this review do not indicate that the situation of labour
conditions have drastically improved since the 2002 report, Employment and social
policy in respect of export processing zones (EPZs). 2 The studies cited in this report
that best compare work conditions to absolute standards, such as the results of the
ILO’s inspections in Cambodia, consistently reveal non-compliance with many
issues. Although conditions are sometimes better inside EPZs when compared with
other sectors of the economy, poor working conditions in terms of overtime,
occupational health and safety, wages, and freedom of association remain in many
EPZs. What gains have been made are likely to be challenged by the end of the MFA.
The effects of the end of the MFA are just being felt, and it is still early for systematic
a assessment, but market changes in the apparel industry are likely to displace
millions of workers and put more pressure on working conditions. 3 It is clear that
new policy approaches are needed. Governmental labour regulation has not increased
in capability to take on the challenges of EPZs and the first generation of private
voluntary initiatives has failed to meet the expectations of its supporters.
Notwithstanding these challenges, innovative programs that build the capacity of
firms to comply with laws (as well as provide incentives for compliance), that
leverage the resources of global and local actors, and that address the relationship
between conditions inside and outside of EPZs represent a way forward to improve
working conditions and compliance with labour standards in EPZs worldwide.
These four challenges are all connected to each other. But this does not make them
any easier to overcome.
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WP-2008-01-0142-1-En.doc/v4

References
Abernathy, et al., Globalization in the apparel and textile industries: What is new and what
is not? in M. Kenney and R. Florida, editors, Locating Global Advantage: Industry
Dynamics in the International Economy, Stanford, CA, Stanford University Press
(2004).
Alburquerque, R., Derecho Del Trabajo, Tomo I. Segunda Edicion ed. Santo Domingo:
Librería Jurídica Virtual y Ediciones Jurídicas Trajano Potentini (2003).
Aggarwal, A., Performance of export processing zones: A comparative analysis of India,
Sri Lanka and Bangladesh, mimeo, Indian Council for Research on International
Economic Relations, February (2005).
Aggarwal, A., Impact of special economic zones on employment, poverty and human
development, Working Paper No. 194, Indian Council for Research on International
Economic Relations (May 2007).
Amengual, M., An implicit division of labour: Uncoordinated complementary state and
private labour regulation in the Dominincan Republic. In meeting of the Latin
American Studies Association. Montreal, Canada (2007).
Amsden, A., Asia’s Next Giant, Oxford: Oxford University Press (1989).
Anh, D.; Ba Lam, N.; B-Holm, M.; Frisenberg Pedersen, T.; Bodwell, Ch. and Mamic, I.,
Final report: Pilot program in Viet Nam. International Labour Organization, Factory
Improvement Programme (2005).
Armas, E. and Sadni-Jallab, M., A review of the role and impact of export processing zones
in world trade: The case of Mexico, Working Paper W.P. 02-07, Centre National de la
Recherche Scientifique, Paris (2002).
Armbruster-Sandoval, R., Globalization and Transnational labour organizing. social
science history 27(4) (2003).
Asociación Hondureña de Maquiladores, Desarrollo de la Industria Maquiladora en el
Año 2005. San Pedro Sula, Honduras (2005).
Asociación Hondureña de Maquiladores, Generacion de Empleo en la Industria de la
Maquila. San Pedro Sula, Honduras (2007).
Ayres, I. and Braithwaite, J., Responsive regulation: transcending the deregulation debate,
Oxford socio-legal studies. New York, Oxford University Press (1992).
Baissac, C., Maximizing the developmental impact of EPZs: A comparative perspective in
the African context of needed accelerated growth, mimeo, presented at EPZ
symposium, Johannesburg, South Africa (2003).
Bangladesh Department of Inspection for Factories and Establishments, Annual report,
2003.
Barrientos, S., Global Production Systems and Decent Work, Policy Integration
Department and Regional Office for Asia and the Pacific, International Labour
Organization, Geneva (2007).

WP-2008-01-0142-1-En.doc/v4

63

Barrientos, S. and Smith, S., Report on the ETI Impact Assessment 2006, Institute of
Development Studies University of Sussex (2006).
Bartley, T., Corporate Accountability and the Privatization of Labour Standards:
Struggles over Codes of Conduct in the Apparel Industry, Research in Political
Sociology 14: 211-44 (2005).
Becker, G.S., Crime and punishment: An economic approach. The Journal of Political
Economy 76(2): 169-217 (1968).
Berik, G. and Rogers, Y., The debate on labour standards and international trade: Lessons
from Cambodia and Bangladesh, mimeo, Rutgers University (2006).
Best, S., Factory improvement programme Sri Lanka: Impact report – one year after
completion, International Labour Organization, Institute of Development Studies,
University of Sussex (2005).
Blecker, R. and Razmi, A., Developing Country Exports of Manufactures: Moving Up the
Ladder to Escape the Fallacy of Composition?, American University Department of
Economics Working Papers: 2006-06 (2006).
Braithwaite, J., Responsive regulation and developing economies, World Development
34(5): 884-98 (2006).
Brown, D., Globalization and Employment Conditions Study, World Bank (2007).
Burnett, E. and Mahon, J., Monitoring Compliance with International Labour Standards,
Challenge 44(2) (2001).
Cashore, B., Legitimacy and the Privatization of Environmental Governance: How NonState Market-Driven (NSMD) Governance Systems Gain Rule-Making Authority.
Governance: An International Journal of Policy, Administration, and Institutions
15(4): 503-29, (2002).
Ceara-Hatton, M., Informe Nacional de Desarrollo Humano: República Dominicana 2005.
Programa de las Naciones Unidas para el Desarrollo, Oficina de Desarrollo
Humano, Republica Dominicana (2005).
Cling, J. and Letilly, G., Export Processing Zones: A threatened instrument for global
economy insertion? DIAL document de travail, DT/2001/17 (2001).
Cling, J. et al, Export Processing Zones in Madagascar: A Success Story under Threat,
World Development, Vol 33, No. 5, pp. 785–803 (2005).
Consejo Nacional de Zonas Francas de Exportación, Informe Estadístico Sector Zonas
Francas (2005).
Elliott, K. and Freeman, R.B., White Hats or Don Quixotes? Human Rights Vigilantes in
the Global Economy. NBER (2001).
Engman, M.; Onodera, O. and Pinali, E., Export Processing Zones: Past and Future Role
in Trade and Development, OECD Trade Committee (May 2007).
Esbenshade, J.L., Monitoring sweatshops: workers, consumers, and the global apparel
industry. Philadelphia, Temple University Press (2004).
Fair Labour Association, 2004 Annual Report (2004).

64

WP-2008-01-0142-1-En.doc/v4

Fair Labour Association, 2006 Annual Report (2006).
Freeman, R., China, India and the doubling of the global labour force: Who pays the price
of globalization?, The Globalist, (3 June 2005).
Frundt, H.J., Trade conditions and labour rights: US initiatives, Dominican and Central
American responses, Gainesville: University Press of Florida (1998).
Ge, W., Special Economic Zones and the Opening of the Chinese Economy: Some Lessons
for Economic Liberalization, World Development, V. 27, No. 7, pp. 1267–1285.37
(1999).
Gereffi, G.; Humphrey, J. and Sturgeon, T., The governance of global value chains,
Review of International Political Economy 12(1): 78-104 (2005).
Gereffi, G., The New Offshoring of jobs and global development, ILO Social Policy
Lectures, International Institute for Labour Studies. Geneva (2006).
Gibbon, P. and Ponte, S., Trading Down: Africa, Value Chains and the Global Economy,
Philadelphia: Temple University Press (2005).
Glick, P. and Roubaud, F., Export Processing Zone Expansion in Madagascar: What are
the Labour Market and Gender Impacts? Journal of African Economies 15(4):
722-56. (2006).
Gopalakrisnan, R., Freedom of association and collective bargaining in export processing
zones: Role of the ILO supervisory mechanisms, In Working paper, International
Labour Office, International Labour Standards Department, Geneva (2007).
Graham, D. and Woods, N., Making corporate self-regulation effective in developing
countries, World Development 34(5): 868-83 (2006).
Graham, E., Do export processing zones attract FDI and its benefits: The experience from
China, International Economics and Economic Policy, Vol. I, pp. 87–103, (2004).
Granados, J., Export Processing Zones and Other Special Regimes in the Context of
Multilateral and Regional Trade Negotiations, Occasional Paper 20, Inter-American
Development Bank, ITD-STA, (2003).
Hawkins, K. and Thomas, J.M., Enforcing regulation, Law in social context series. Boston,
Hingham, Mass., USA.: Kluwer-Nijhoff (1984).
Heron, T., Export Processing Zones and Policy Competition for Foreign Direct
Investment: The Caribbean ‘Offshore’ Development Model, in G Harrison, editor,
Global Encounters: International Political Economy, Development and Globalization,
London: Palgrave Macmillan (2004).
Human Rights Watch, Pregnancy-Based Sex Discrimination in the Dominican Republic’s
Free Trade Zones: Implications for the US-Central America Free Trade Agreement
(CAFTA), (2004).
Hung, H., Rise of China and the Global Overaccumulation Crisis, Review of International
Political Economy, forthcoming (2007).
Hunter, Ph. and Urminsky, M., Social auditing, freedom of association and the right to
collective bargaining, in Labour Education. Number 130. Corporate social
responsibility: Myth or reality? International Labour Organization, Geneva (2003).

WP-2008-01-0142-1-En.doc/v4

65

International Confederation of Free Trade Unions (ICFTU), Cambodia: increasing pressure on
trade union rights, Trade Union World Report, April 2005.
International Confederation of Free Trade Unions, Behind the Brand Names (2004).
International Labour Organization, Labour and social issues relating to export processing
zones, Geneva (1998). Working Party on the Social Dimensions of the Liberalization of
International Trade. In Papers of the Governing Body (Vol. 273). Geneva (1998).
International Labour Organization, ILO database on export processing zones, Sectoral
Activities Programme, Working Paper 251, ILO, Geneva, (2002a), Revised April 2007
(2007b).
International Labour Organization, Employment and social policy in respect of export
processing zones (EPZs), GB.285/ESP/5. Geneva (2002b).
International Labour Organization, Combating child labour: A handbook for labour inspectors
(2002c).
International Labour Organization, Report of the Committee on Employment and Social Policy,
GB.286/15, ILO, Geneva (2003a).
International Labour Organization, The Export Processing Zones in Madagascar, Project for the
improvement of productivity through the promotion of decent work (joint with CRS and
UNDP), Geneva (2005).
International Labour Organization, Promoting fair globalization in textiles and clothing in a
post-MFA environment, (2005).
International Labour Organization, Labour Inspection, 95th Session International Labour
Conference, International Labour Organization (2006).
International Labour Organization, Eighteenth Synthesis Report on Working Conditions in
Cambodia's Garment Sector, International Labour Organization, Better Factories
Cambodia (2007a).
International Monetary Fund, Cambodia: Selected Issues and Statistical Appendix, International
Monetary Fund (2007).
International Monetary Fund, International Financial Statistics, online database (2007).
Jayanthakumaran, K., Benefit-Cost Appraisals of Export Processing Zones: A Survey of the
Literature, Development Policy Review, Vol. 21, No. 1, pp. 51–65 (2003).
Jayaweera, S., Continuity and Change: Women Workers in Garment and Textile Industries in
Sri Lanka, in Tracking Gender Equity Under Economic Reforms, edited by Swapana
Mukhopadhyay and Ratna Sudarshan, Ottawa: International Development Research Centre
(2003).
Jenkins, M. et al. Export Processing Zones in Central America, Development Discussion Paper
No. 646, Harvard Institute for International Development, Harvard University, (1998).
Jenkins, M., Economic and social effects of export processing zones in Costa Rica, Working
Paper No. 97, ILO, Geneva, (2005).
Jenkins, R.O., Corporate codes of conduct: self-regulation in a global economy, United Nations
Research Institute for Social Development (2001).

66

WP-2008-01-0142-1-En.doc/v4

Johansson, H., The economics of export processing zones revisited, Development Policy
Review, Vol. 12, No. 4, pp. 387–402 (1994).
Johansson, H. and Nilson, L., Export Processing Zones as Catalysts, World Development,
Vol. 25, No. 12, pp. 2115–2128 (1997).
Jo-In, Overtime and excessive overtime, Joint Initiative on Corporate Accountability and
Workers' Rights, (2005).
Jo-In, Wages in Turkey's Garment and Textile Sector, Joint Initiative on Corporate
Accountability and Workers' Rights, (2005).
Kabeer, N. and Mahmud, S., Globalization, Gender and Poverty: Bangladeshi Women Workers
in Export and Local Markets, Journal of International Development 16(1) (2004).
Kagan, R. and Scholz, J., The Criminology of the Corporation and Regulatory Enforcement
Strategies. In Enforcing Regulation, edited by Keith Hawkins and John M Thomas:
Kluwer-Nijhoff Publishing, (1984).
Kaplinsky, R., Export Processing Zones in the Dominican Republic: Transforming
Manufactures into Commodities, World Development, Vol. 21, No. 11, pp. 1851–1865
(1993).
Kaplinsky, R., Globalization, Poverty and Inequality, Cambridge: Polity Press (2005).
Kelman, S., Regulating America, regulating Sweden: a comparative study of occupational
safety and health policy. Cambridge, Mass., MIT Press (1981).
Klein, N., No space, no choice, no jobs, no logo: taking aim at the brand bullies. 1st Picador
USA, Ed. New York, Picador USA (2000).
Lake, H., Production and Principles: A Study of Work Organization in the South Indian Apparel
Industry, PhD Dissertation, Tufts University (2006).
Lee, E., Why Did They Comply While Others Did Not? Environmental Compliance of Small
Firms and Implications for Regulation, Massachusetts Institute of Technology (2005).
Liberato, A. and Fennell, D., Gender and Well-being in the Dominican Republic: The Impact of
Free Trade Zone Employment and Female Headship, World Development 35(3): 394-409.
(2007).
Locke, R.; Kochan, T.; Romis, M. and Qin, F., Beyond corporate codes of conduct: Work
Organization and labour standards at Nike's suppliers, International Labour Review
146(1-2) (2007).
Locke, R.; Qin, F. and Brause, A., Does Monitoring Improve Labour Standards?: Lessons from
Nike, Industrial and Labour Relations Review 61(1) (2007).
Madani, D., Review of the Role and Impact of Export Processing Zones, Policy Research
Working Paper, Series No. 2238, The World Bank, Washington DC (1999).
Mamic, I., Business and Code of Conduct Implementation, International Labour Organization
(2003).
Mayer, J., The Fallacy of Composition: A Review of the Literature, UNCTAD Discussion Paper
No. 166 (2003).

WP-2008-01-0142-1-En.doc/v4

67

Milberg, W. and von Arnim, R., US Offshoring: Implications for Economic Growth and Income
Distribution, Working Paper, Schwartz Center for Economic Policy Analysis, The New
School, New York (2007).
Montas, J. et. al, Republica Dominicana en Cifras 2005, Oficina Nacional de Estadística,
Republica Dominicana (2005).
Moreno-Brid, J. et al. Industrialization and Economic Growth in Mexico After NAFTA: The
Road Travelled, Development and Cultural Change, V. 36, No. 6, pp. 1095–1119 (2005).
Murillo, M. and Schrank, A., With a Little Help from my Friends: Partisan Politics,
Transnational Alliances, and Labour Rights in Latin America, Comparative Political
Studies 38(8): 971 (2005).
Murshed, M., Unraveling Child Labour and Labour Legislation. Journal of International Affairs
55(1) (2005).
Nathan Associates, Inc. Successful Integration into the Global Economy: Costa Rica and
Mauritius, research report submitted to USAID (2003).
National Council of Textile Organizations (2007) Textile Source, February.
Nicita, A. and Razzaz, S., Who benefits and how much? How gender affects welfare impacts of
a booming textile industry, World Bank Policy Research Paper No. 3029, Washington DC,
The World Bank (2003).
O'Rourke, D., Smoke from a Hired Gun: A Critique of Nike's Labour and Environmental
Auditing in Viet Nam, as Performed by Ernst & Young (1997).
O'Rourke, D., Outsourcing Regulation: Analyzing Nongovernmental Systems of Labour
Standards and Monitoring. Policy Studies Journal 31(1): 1-29 (2003).
O’Rourke, D. 2006. Multi-stakeholder regulation: privatizing or socializing global labour
standards? World Development 34(5): 899-918.
O’Rourke, D., Market movements: Nongovernmental organization strategies to influence global
production and consumption. Journal of Industrial Ecology 9(1-2): 115-28 (2005).
Piore, M., Looking for Flexible Workplace Regulation in Latin America and the United States,
In Conference Paper: Labour Standards Application: A Compared Perspective. Buenos
Aires, Argentina (2005).
Piore, M. and Schrank, A., Trading Up: An embryonic model for easing the human costs of free
markets, Boston Review (2006).
Polaski, S., Combining global and local forces: The case of labour rights in Cambodia, World
Development 34(5) (2006).
Pruett, D., Looking for a quick fix, Clean Clothes Campaign (2006).
Radelet, S., Manufactured Exports, Export Platforms and Economic Growth, Discussion
Paper 43, Cambridge, MA: Harvard/CAERII (1999).
Radelet, S. and Sachs, J., Asia’s Reemergences, Foreign Affairs, V. 76 (1997).

68

WP-2008-01-0142-1-En.doc/v4

Rodriguez-Garavito, C.A., Global Governance and Labour Rights: Codes of Conduct and AntiSweatshop Struggles in Global Apparel Factories in Mexico and Guatemala, Politics &
Society 33(2): 203 (2005).
Romero. A., Labour standards and EPZs: Situation and pressures for change, Development
Policy Review, V.13, (1995).
Ross, R.J.S., A Tale of Two Factories: Successful Resistance to Sweatshops and the Limits of
Firefighting, Labor Studies Journal 30(4): 65 (2005).
Russell-Brown, S., Labour Rights as Human Rights: The Situation of Women Workers in
Jamaica's Export Free Zones, Berkeley Journal of Employment and Labour Law 24(1),
(2002).
Safa, H., Export Manufacturing, State Policy and Women Workers in the Dominican Republic,
in E. Bonacich et al., editors, Global Production: The Apparel Industry in the Pacific Rim,
Philadelphia: Temple University Press (1994).
Sanchez-Ancochea, D., Development Trajectories and New Comparative Advantages: Costa
Rica and the Dominican Republic under Globalization, World Development, V (2006).
Sargent, J. and Matthews, L., Combining Export Process Zones and Regional Free Trade
Agreements: Lessons from the Mexican Experience, World Development, V. 29, No. 10,
pp. 1739–1752 (2001).
Sargent, J. and Matthews, L., What Happens When Relative Costs Increase in Export
Processing Zones? Technology, Regional Production Network and Mexico's
Maquiladoras, World Development, V. 32, No. 12, pp. 2015–2030 (2004).
Schrage, E., Promoting International Workers Rights Though Private voluntary Initiatives:
Public Relations or Public Policy?, The University of Iowa Center for Human Rights,
(2004).
Schrank, A., Export Processing Zones: Free Market Islands or Bridges to Structural
Transformation, Development Policy Review, V. 19, No. 2, pp. 223-242, (2001).
Schrank, A., Professionalization and Probity in the Patrimonial State: Labour Law
Enforcement in the Dominican Republic (2005).
Schrank, A., Entrepreneurship, Export Diversification, and Economic Reform: The Birth of a
Developmental Community in the Dominican Republic, Comparative Politics, October,
pp. 43–62, (2005).
Seidman, G., Beyond the Boycott: Labour Rights, Human Rights, and Transnational Activism,
American Sociological Association's Rose Series, Russell Sage Foundation Press (2007).
Seidman, G., Monitoring Multinationals: Lessons from the Anti-Apartheid Era, Politics Society
31(3): 381-406 (2003).
Silbey, S., The Consequences of Responsive Regulation, In Enforcing Regulation, edited by
Keith Hawkins and John M Thomas: Kluwer-Nijhoff Publishing (1984).
Singa Boyenge, J., ILO database on export processing zones (Revised), Sectoral Activities
Programme, Working Paper 251, ILO, Geneva (2007b).
Smith, S., The ETI code of labour practice: Do workers really benefit? Viet Nam, Institute of
Development Studies, University of Sussex, Ethical Trading Initiative (2006).

WP-2008-01-0142-1-En.doc/v4

69

UNCTAD, TNCs and the Removal of Textiles and Clothing Quotas, United Nations, New York
and Geneva (2005).
Ver Beek, K.A., Maquiladoras: Exploitation or emancipation? An overview of the situation of
maquiladora workers in Honduras, World Development 29(9): 1553-67 (2001).
Verité, Excessive Overtime in Chinese Supplier Factories, Verite, (2004), www.verite.org.
Von Richthofen, W., Labour Inspection: A guide to the profession, International Labour Office,
Geneva (2002).
Wang, H., Asian Transnational Corporations and Labour Rights: Viet Namese Trade Unions in
Taiwan-invested Companies, Journal of Business Ethics 56: 43-53 (2005).
Weil, D., Public Enforcement/Private Monitoring: Evaluating a New Approach to Regulating
the Minimum Wage, Industrial and Labour Relations Review 58(2) (2005).
Willmore, L., Export Processing Zones in the Dominican Republic: A Comment on Kaplinsky,
World Development, Vol. 23, No. 3, pp. 529–535 (1985).
World Bank, Export Processing Zones in Sub-Saharan Africa, Findings, No. 193, The World
Bank, Washington DC, (October 2001).
World Bank. Company Codes of Conduct and International Standards: An Analytical
Comparison (2003).
World Bank, DR-CAFTA: Challenges and Opportunities for Central America, Central America
Department and Office of the Chief Economist, Latin America and Caribbean Region,
Washington DC (2005).
Wong, S. and Tang, B., Challenges to the sustainability of ‘development zones’: A case study of
Guangshou Development District, China, Cities, Vol. 22, No. 4, pp. 303–316 (2005).
World Trade Organization (2007a), Agreement reached on procedures for extending transition
period of export subsidies of certain developing countries, Press release of July 13, 2007,
http://www.wto.org/english/news_e/news07_e/scm_july07_e.htm (2007a).
World Trade Organization, Decision of the Committee of 13 July 2007, Committee on Subsidies
and Countervailing Measures, document G/SCM/120 (2007b).

70

WP-2008-01-0142-1-En.doc/v4

