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Introduction

▶ EPZs/SEZs/FTZs are different names across countries

▶ Are economic enclaves promoted by a set of policy instruments
that are not generally applicable to the rest of the country
(Hamada 1974; Hamilton and Svenson, 1982; Miyagiwa, 1986;
Rodriguez, 1986)

▶ Brings together multiple companies in one geographic and
fenced location to ease transaction costs and generate both
vertical and horizontal agglomeration (Ge 1999; Hamada 1974)
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Bangladesh Context

▶ Inherited an import-substituting industrial regime from erstwhile
Pakistan and introduced public sector-led industrialization after
independence

▶ Was besieged with restrictive fiscal, trade, exchange rate, and
labor policies that were favorable to the import substitution
industrialization strategy

▶ Attempts to promote export-oriented industry within such a
regime required countervailing measures such as duty drawbacks,
cash compensation, or import replenishment licenses to offset
the effects of these disincentives

▶ ⇒ EPZs were established under the BEPZA Act of 1980
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Research Questions

▶ What are the contributions of the EPZs to the Bangladesh
economy?

▶ The paper explores:

▶ Welfare impacts (zone specific and aggregate)

▶ Drivers of performance

▶ Convergence of performance

▶ Spillover effects
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Cost Benefit Analysis: Enclave Model
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Cost Benefit Analysis: Results
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EPZ Performance

▶ The value of export could be one of the indicators of
performance of an EPZ

▶ Performance could be explained by factors such as investment,
employment, age of the EPZ, physical land size, distance from
the nearest city, etc.

▶ Some factors vary both temporally and cross-sectionally, whereas
some vary only cross-sectionally

▶ Therefore, we use the Correlated Random Effects Model
(CREM) which allows both types of variations
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EPZ Performance: CREM

Yit = β0 + β1Xit + Ciβ2 + πX̄i + νi + ϵit

▶ Yit= Export from the EPZ

▶ πX̄i + νi = µi is the time-invariant error term

▶ X̄i = n−1
i

∑ni

t=1Xit accounts for correlation between Xit and µi

▶ β1 and β2 are respectively the fixed effect and random effect
estimates

▶ Xit are investment, employment, and age of the EPZ

▶ Ci are distance from the nearest city, the distance from the
capital city, and the distance from the nearest seaport
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EPZ Performance: Estimates
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Convergence

▶ Convergence: If an EPZ is a ‘worse’ performer than the others,
does it show tendency to catch up with better performers? If so,
to what extent?

▶ Performance indicators: Export value, investment value,
employment, and a measure of nightlight within the EPZs.

▶ log( yit
yi,t−1

) = αt + β log(yi,t−1) + uit

▶ E(uit) = 0 and V ar(uit) = σ2
it

▶ uit⊥ log(yi,t−1), uit⊥(ui,t−1 and uj,t−1) when j ̸= i

▶ Negative and significant β means that there is convergence,
whereas |β|= Speed of convergence
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Convergence: Estimates
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Convergence: Estimates..
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Spillover Effects of EPZs

1. We do a pre-post situation comparison of economic activities in
the neighborhood of the EPZs.
▶ Neighbourhod= Census of enterprises within 1 kilometer radius

of the EPZ
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Spillover Effect of the EPZs: Results
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Spillover Effect of the EPZs..

2. We estimate the effect of night-light luminosity inside the EPZ
on the night-light luminosity of the ones in the neighborhood
(within 1 km radius and 5 km radius) of the EPZ.
▶

log(
yit,r

yi,t−1,r
) = αt + β log(

yit,0
yi,t−1,0

) + γ log(yi,t−1,r) + uit

▶ yit,r represents a measure of nightlight within r square kilometer
radius of EPZ i at time t

▶ yit,0 is the measure of nightlight at the EPZ (i.e., radius zero) i
at time t

▶ β > 0 represents a positive spillover effect of the EPZ on its
surrounding areas.

▶ We used Arellano–Bover/Blundell–Bond linear dynamic
panel-data estimation method
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Spillover Effect of the EPZs: Results..
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Conclusions

▶ Positive results in cost-benefit analyses and the largest benefits
accruing to labor ⇒ Investment in the establishment of the
EPZs has been worthwhile!

▶ Export performance is driven by an increase in investment!
⇒ Need upskilling of workers!

▶ Exports, investment, and employment indicate convergence
between 25% p.a. and 30% p.a. Corroborated by the
convergence of nightlight luminosity by 38% p.a.⇒ Catching up
at a high speed!
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Conclusions..

▶ Growth of linked and ancillary enterprises around EPZs in terms
of number, employment, and turnover is remarkable ⇒ Positive
spillover effects!

▶ Corroborated by positive correlation of nightlight luminosity
inside the EPZs and in the neighborhood: 86% p.a. within 1
km, 77% within 5 km ⇒ Decaying spillover effects!
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Conclusions..

▶ Marshall-Arrow-Romer externalities because of the
preponderance of RMG firms in the zones or Jacobian
externalities because of the proximity of heterogeneous firms?

▶ Is the future bleak unless the EPZs can enter into the GVC?

▶ Should BSCIC, BEPZA and BEZA be separate agencies or under
ONE AGENCY?
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Thank you for your patience!

Questions?

For further queries: myunus@bids.org.bd, mpabon2@illinois.edu
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