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FREE ZONES. SOME THEORETICAL ASPECTS  
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Abstract: The study presents some theoretical aspects regarding the most important 
functional construction specific to nowadays economic context: free zones. There are 
presented the main theoretical concepts regarding these zones, the historical evolution of 
the term and concept, but also the examples referring to the specific subtypes of this 
functional construction.  Also, there are references to the numerous local and regional 
particularities that make up a complex image of the free zones, with all their functional 
subtypes, in connection with the terrestrial, fluvial and maritime areas in which these 
constructions are included.    
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INTRODUCTION 

 
Free zones2 have become more and more popular instruments of 

commercial promotion policies, especially in developing countries, so that in some 
of these countries a great deal of the exports comes from the free zones. In 1992, 
the World Bank defined these zones as "enclosed industrial areas, specialized in 
exports production, which allow free trade conditions to the firms"3. This concept 
evolved along the years and the geographical outline of these zones became much 
more flexible in many cases.  

The goals of the countries that set up free zones remain the same: the 
development of the disfavoured regions, the drawing of foreign investors and the 
promotion of technology transfer. These goals are attained through a series of 
advantages offered to the firms that operate in the free zones, most of them fiscal 
advantages (exemption from taxes), regulatory advantages (flexible rules 
concerning the imports and the labor force) and infrastructural advantages (the 
access to improved services, research and qualified labor force).  

The free zone represents the most complex form of suspensive customs 
conditions4. 

A free trade zone5 is a geographical and economic assembly in which there 
are no obstacles for wares’ and services’ exchange, no customs taxes, no tariff 
                                                 
1 University of Bucharest, Faculty of Geography 
2 Torres, R.A., Free Zones and the World Trade Organization Agreement on Subsidies and 
Countervailing Measures, Kluwer Law International, 2007 
3 Export Processing Zones, Policy and Research Series Paper, Industry and Energy 
Department , World Bank, Washington D.C., 1992 
4 Toma, C., Suciu, G. Zone libere: principii şi practică, Editura Alma, Bucureşti, 1999   
5 Caraiani, G., Cazacu C. Zonele Libere, Editura Economică, Bucureşti, 1995 
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obstacles. The set up of a free exchange zone may be considered to be the first step 
towards the economic unity of that region.  
 A free economic zone designates a "free harbour", "a free warehouse", "a 
free airport", within the territorial limits of a country or at the frontier of two or 
more countries, in which a series of taxes and restrictions are eliminated, otherwise 
considered to be ordinary.  
 In point of macroeconomy, a free zone represents "a harbour, an airport or 
a part of the national territory in which trade is liberalized through the abolishment 
of any quantitative restrictions or customs duties". 
 From the juridical viewpoint, a free trade zone is a "form characteristic for the 
economic integration, which is materialized in the agreement among the member states 
to do away with the various tariff or nontariff obstacles standing in the way of all or 
some of the products that constitute the object of reciprocal commercial exchange".  
 Some specialists outline that a free zone is the most complete form of the 
suspensive customs systems, the enclave of a country's territory in which the wares 
have free access, they are free from import-export taxes and there are a series of 
facilities such as liberal conditions concerning the profit. The Lebanese Professor 
Emile Saadia considers the free trade zone to be a universal economic panacea.   
 In conclusion, we may say that a free economic zone6 (FEZ) is a geographical 
region of one or more countries, in which economic relationships develop facing no 
obstructions from that particular country. The set up of FEZ is realized with a view to 
promoting the development and the economic integration in that specific region. These 
zones are also named free trade zones, free initiative zones, free processing of export 
products, duty free zones, industrial free zones etc.  

Besides FEZ, the set up of free trade zones has also become frequent, either 
called "special economic zones" or "open free zones" (China, for instance), or 
"international economic zones" (as the one between the North Sea and the Black Sea 
proposed by Sweden). 

 
SHORT EVOLUTION OF THE TERM 

 
Since earlier times, free zones were known as free harbours7, but their 

origins are not clearly dated. The first free harbour was Cartagina, at the 
Mediteranean Sea, mentioned since 814 B.C. There were free trade zones in China, 
Greece, Ancient Rome, the Mediterranean Sea area, the Western coast of Africa 
and Fenicia.  

Since the 13th century, almost 70 cities in the North of Europe, at the 
crossroads of some important commercial zones, possessed the status of free cities 
in matters of wares trade, they all being comprised in the Hanseatic League.  

The first Italian free harbours were Toscana (1547) and Livorno (1696). In 
the 18th and the 19th centuries, there was a genuine proliferation of free harbours: 

                                                 
6 Beauchamp, A. Zonele libere, Editura Montevideo, Bucureşti, 2001 
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Gibraltar (1704), Civita Vecchia (1732), Bangkok (1782), Singapore (1819), Hong 
Kong (1842), Macao (1849). In France, Marsilia was declared a porto-franco 
during the reign of Ludovic the 14th (1669) and Haute-Savoie was declared a free 
zone in 1860.  At the end of the 19th century, Italy declares Genova a free zone, 
Denmark – Copenhagen and Greece – Salonic.   

Most free zones were set up during the 20th century, when the first free 
trade agreements were also signed among different countries.   

Free zone conditions have had an ancient tradition in the Romanian ports8. 
The town of Galaţi is certified as a free port in 1834, the town of Brăila in 1866 
and Sulina functioned as free zone between 1870 and 1931 (Fig.1).  

Fig.1: The free zones in Romania 
 

 1 – Curtici – Arad 
free zone; 
2 – Giurgiu free 
zone; 
3 – Constanţa Sud 
and Basarabi free 
zone; 
4 – Sulina free zone; 
5 – Brăila free zone; 
6 – Galaţi free zone. 
 
 

 
"FREE ZONE" CONCEPT 

A free zone represents the most complex form of the suspensive customs 
conditions. According to the law9, it is stipulated that within a clearly outlined free 
zone of the national territory goods can be introduced in order to be processed and 
commercialized, on third markets, without carrying aut the tariff and non tariff 
restrictions of the customs regimen as compared to the national territory 
corresponding to the area of the free customs zone.   

The concept of FEZ is a political instrument, useful for the states that 
intend to develop an export-oriented production sector, but do not have the 
necessary administrative or technical potential to develop a national system 
allowing a tax-free import of equipments and materials for the exporters.    

                                                 
8 Caraiani, G., Cazacu, C. Zonele libere, Editura Economică, Bucureşti, 1995 
9 *** Legislation des zones libres, France, 2002 
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In the international practice, customs facilities are accompanied by fiscal 
facilities. Free access of wares in the region, corroborated with the liberal 
conditions regarding the gained profit in the area, represent favourable premises for 
the input of foreign capital into a free zone. These are necessary, but not sufficient 
conditions to bring about foreign investments. In order to make the success 
possible, beyond the facilities of the free zone, there must be advantageous 
conditions to combine the capital with the other production factors (labour force, 
raw materials), but also an adequate infrastructure.   

The worldwide past experience of free zones has demonstrated that, 
disfavouring the export-oriented industrial processing activities, the exaggerate 
misplacement of their profit towards depositing activities is an element that hinders 
their launching and subsequent development. Presenting FEZ as "glorified 
warehouses" proves to be a bad turn together with the striking similitude of the 
commercial and financial advantages  offered: customs taxes exemption for the 
access to the import products in the area, provided that they are reexported or to the 
products resulted from the processing outside the customs national territory, the 
decrease or the exemption from taxes during the fixed period, the tariff concessions 
reagarding the services carrying out and agreed financial assistance. 

It is considered that solely survived those zones which, based on the initial 
advantages consequently focused on the development of export oriented processing 
activities. On the other side, free industrial zones proved viable if only, in the 
context offered by the existent organizational structure, the services have been 
maintained through quality, promptness and selectivity at the level of the users' 
increased requirements in this area.   
 At a global scale, the compatibility between the commercial and the 
financial advantages of the zones, the objective requirements of the technological 
processes in the industrial branches implemented in the economic interests of the 
internal and external users of the zone, usually lead to an "optimum of use"10. For 
instance, from all the free zones in the United Kingdom, the highest optimum level 
was registered at Cardiff, where a foreign chemistry company succeeded to cover 
90% of the necessary technological components from the imports – enjoying the 
liberalization of customs taxes – and to export 50% of the resulting processed 
products outside the British customs territory.   

There are a series of tendencies specific to the latest periods that are added 
to these general elements11:  

• Moving the interest from capitalist developped countries for classical free 
trade and industrial zones, especially in order to overcome the tariff 
obstacles in the international trade within this group of countries;  

• The emphasis on the tendency to diversify activities and to adapt to the 
market’s requests. An example is offered, at an European level, by the irish 
free zone Shannon – the headquarters of the first shop with a “duty free” 

                                                 
10 Caraiani, G. Zonele libere şi paradisurile fiscale, Editura Lumina Lex, Bucureşti, 1999   
11 Caraiani. G., Cazacu. C. Zonele Libere, Editura Economică, Bucureşti, 1995 
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system and then of the first airport with a completely liberalized customs 
system in the world. Developping a contiguous free industrial zone, then a 
series of "parkings" for the light industry serving the services’ branch, the 
administration of the zone launched itself in international tourism (house 
rents in Ireland, touristic tours by helicopter etc.). These efforts to diversify 
maintain the area at Shannon on the first position worldwide regarding the 
rate of profit (29–33% per year) in the hierarchy made by the Department 
of Commerce in the U.S.A., despite the cancellation of its main advantage, 
namely the fiscal holidays for the foreign investors during a 30 years’ 
period.   

• Especially in the free industrial zones, the high involvement of the firms 
specialized in "research and development" in order to promote the high 
technology in export production. Hence, it is significant, the set up of the 
"Scientific Industrial Park at Hanichu" (Taiwan) meant to support, among 
other things, the "improvement of the national industrial structure".  

• Regarding the promotion of the new free zones, it is remarkable the 
general effort to involve a small number of first rank firms in the initial 
investments and, in some cases, only one firm expected to determine an 
effort of involvment from the other potential investors.  Other new 
examples are added to the case at Shannon (promoted with the funds of 
DeBeers Diamonds company): the free trade zone no.44 Mt.Olive New 
Jersey was launched in 1979 by the Rockefeller group, Hattori Corporation 
being afterwards involved (the producer of Seiko and Lorus watches), 
BMW etc. Still, we have to mention that this tactics proves to be difficult 
to access for the free zones in the countries in course of development.  

• In the last few years, there has been an unprecedented proliferation of free 
zones in various regions in course of development, with the obvious 
purpose to obtain some advantages connected with the export using free 
convertible foreign currency, during the efforts to clear the external debt. 
New free zones have been set up in Egypt, Israel, Saudi Arabia, Iordania, 
Turkey and the Asian area.  

 
"FREE ZONES" TERMINOLOGY 

 
Depending on the type of operations realised, the geographical position and 

the destination of the wares, free zones12 can embrace the following forms:  
a) Free ports (porto franco) – free zones usually comprise solely some parts 

of the harbours, which are specialized in transshipping and wares depositing 
activities, in liberalized customs conditions.  

b) Free airports – are represented by well outlined perimeters within the 
territory of an airport or in the adjacent area; they are generally specialized in 
transit operations.  

                                                 
12 Caraiani, G., Cazacu, C. Zonele Libere, Editura Economică, Bucureşti, 1995 
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c) Free perimeters are similar to free harbours and are set up in rather 
underdeveloped regions of some countries, answering the local consumption 
demands being the prioritary aim.  

d) Free customs warehouses – are set up in enclosed precincts, under the 
surveillance and with the permission of the customs authorities; the stationary 
period of the wares is, generally, limited.  

e) Transit zone – the countries without seashore usually set up free transit 
zones. 

f) The export processing zone (the export zone) – are represented by 
perimeters in which the development of the activities that generate export of wares 
is promoted. 

g) Zone of investments' promotion or the industrial zone – are zones in 
which the state offers some facilities especially for stimulating the industrial 
activities.  

h) Free trade zone – the most common of all, it mainly provides the largest 
consumption markets with import wares.  

Depending on the destination of the wares, we may distinguish:  
a) Zones oriented towards the importation of the wares – generally set up by 

developed countries, they deposit wares that are going to be imported in those 
countries.  

b) Zones oriented towards the exportation of the wares – are generally set up 
by countries in course of development in order to stimulate exports.  

A classification made by the specialized authorities of O.N.U. divides the 
free zones in: 

a) Harbour zones exempted from taxe – set up on islands by transnational 
organisations and navigation companies, focused on simple activities;  

b) Free warehouse zones – situated near the frontiers and in ports; they are 
used to stock the wares necessary in the neighbouring regions; 

c) Free border zones – situated at the border between a developed country 
and a country in course of development, the activities being mainly industrial;  

d) Free trade zone – are mainly aimed to supply import wares for that 
country;  

e) Free export industrial zones – with the main function to export the 
products realized within the zone. Free exportation processing zones are an 
alternative of free zones, often developping inside the latter. The facilities these 
zones offer have in view the drawing of foreign investors and the promotion of 
industrial products exports. In cases of countries in course of development, these 
zones have the possibility to use cheap labor force, being thus oriented towards 
large labour consumption industries, as in: clothes, shoes, hand assemblage of 
electronic components etc..  

Another classification, even more complex, supplemented by everyday 
examples is:  

• The free harbour – was, probably, the first term used. It refers to the zones 
set up by collonial and industrial powers following the great commercial 
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routes of the 18th and the 19th centuries. The first such harbour was 
Gibraltar, set up around 1705. Other free harbours were set up by the 
British in the 19th century at Aden, Singapore and Hong Kong. In Africa, 
Djibouti was developed by the French as an important free harbour and 
trade centre. Following the opening of Suez Channel in 1864, Port Said 
developed as one of the busiest free ports in the world. At the other side of 
North Africa, Tanger had been flourishing as great trade centre and free 
port for centuries. In Europe, the most well-known free ports Rotterdam 
and Hamburg, both developping in the second half of the past century. 
Hamburg had and officially legal status of free port, a status it retains even 
today. Rotterdam does not have an officially legal status of free port. Still, 
there are warehouses spread all over the port where the transit wares can be 
deposited exempted from taxes and with a minimum of the usual customs 
formalities. In fact, Rotterdam is the largest transshipping port in Europe. 
All the other ports of the European continent possess an official or 
unofficial status of free port. Some of them, as Genova or Trieste for 
instance, have their beginnings in the Middle Ages. Others, as La Havre 
and Marsilia developped later on.   

• Free trade zones (FTZ) – is a traditional term, used beginning with the 19th 
century13 and hints both at free ports and coterminous zones in the portuary 
zones and other major crossing points of the transportation means (mainly 
roads and railroads). The coterminous zone may constitute in a small 
transit hangar up to several square meters. Such zones are usually 
authorized and controlled by the Customs Administration. Within the zone, 
the wares exempted from taxes ma be deposited, packed and transshipped, 
the focus being on trade and transshipping. Some of the zones are used 
exclusively for the transportation of the wares from a neighbouring country 
situated in the interior of the continent. For example, port Karachi has a 
small transit zone for depositing the wares destined for Afganistan and 
Calcutta has simlar facilities for receiving the Nepalese imports. Other 
zones, especially free ports as Singapore and Rotterdam for instance are 
major centers for trade and intercontinental distribution.  

• External Trade Zones (ETZ) – this term is usually associated with free 
trade zones in the United States. Nowadays there are about 200 such zones 
in this country and the focus is on imports. According to the rules in the 
United States, wares can be deposited and processed in the external trade 
zones before the importation in the United States. Most of the wares (over 
75%) that cross the United States are destined for the internal market. 
Taxes for such goods are payed once they are imported from the area in the 
country. 

                                                 
13 Valentine V., Park JK, Free Trade Zone and Port Hinterland Development, United 
Nations, New York, 2005 
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• Export processing zone - EPZ – this notion describes a phenomenon that 
began around 1960 in Shannon airport, Ireland. EPZ is a 40 to 80 hectares 
zone, developed as industrial park, surrounded by walls, controlled by the 
Customs Administration and/or the EPZ Authority, in which investors can 
import equipments and materials without paying the customs taxes, can 
process the materials and export the finite products. This idea rapidly 
spread I the last three decades in most part of Eastern and Southern Asia, 
Africa, Central America and the Carribbean Sea region. Several Western 
European states, France and the United Kingdom included embraced this 
idea. Now, most of the ex-communist states in Europe and Asia, but also 
many countries in Africa and South America examine and evaluate this 
concept, Poland being an example in this case. 

• Economic processing conditions (EPC) – this term refers for a change to 
an administrative concept rather than to a physical one. For example, EPC 
exists in Mauritius and Fiji. In both countries, investors are not limitted to 
a certain zone. An nvestor with an EPC status can establish facilities 
anywhere in any of the two countries and has the same priviledges and 
status as an EPC investor from other countries. This means that he can 
import materials and equipments without paying the customs taxes, can 
process materials and export the finite product. EPC is very similar to “the 
automatic authorization for import” and “the plans for tax-free/indirect 
taxes”. EPC represents less bureaucracy, including an easier access to 
external exchange. The notion of “processing of the products destined for 
the export” may be perceived as a promotion profile. "maquiladora" sector 
in Mexico and the"enclave" sector in Barbados can be also included in 
EPC category.  

• Special economic zones (SEZ) – the notion of "special" or "free" economic 
zonewas associated with the developped zones in China in 1979/8014. 
Recently, the notion of "free or special" economic zone was used 
connected with the proposals viewing the development of free economic 
zones in Eastern Europe.  
At the end of the 1970s, the Chinese government admitted the necessity to 

apply special measures in order to draw capital, technology and foreign 
management. In 1979, the government announced that two provinces could 
experiment the concept of “special economic zones”. The zones were established in 
Shenzhen, Zhuhai and Shantou in the province Guendong and Xiamen in the 
province Fujian. The local authorities were allowed to adopt local legislation and 
rules in order to promote investments and to allow the investors' demands. Also, 
favourable procedures were allowed in the zone regarding taxes and functioning, 
including tax-free materials and equipments imports. Most of the production was 

                                                 
14 Valentine V. Park JK, Free Trade Zone and Port Hinterland Development, United 
Nations, New York, 2005 
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exported, although local sales were allowed (up to 30%). The main advantages 
expected after such initiatives included foreign investments, hirings, exports and 
economic rise. 

In 1984, the SEZ concept spread in other 14 cities on the coast of China. In 
the last few years, the concept was further spread in other coast cities and area 
within countries – reflecting a general content towads this concept. The best known 
zone is Shenzhen, that lies at China' border with Hong Kong. It covers a 327 square 
meters area and is administered by the Municipality in Shenzhen.  

In Eastern Europe, feasibility studies have been realized in order to 
develop some special economic zones. The idea was that limited geographical 
areas should be developped as centres for investments oriented towards foreign 
export and internal market. The expectations were that the zones should benefit 
from a good infrastructure, simplified legal conditions and a series of support 
services "oriented towards business". As in the Chinese zones, these can be 
considered to be “controlled experiments in the economic reformation”.  

• Free zone15 – the term "free zone" is often used as generic notion for free 
trade zones, zones for processing products destined to exportation and 
special economic zones. 

 
CONCLUSIONS 

 As we could see, the problematic aroused by free zones is very complex. 
Nowadays free zones gained utmost importance by their implications both in the 
economic, commercial, transports and goods tranportation domains, but also in the 
fiscal, financial domains. They are functional constructions which attain greater 
and greater development and complexity, being constituted, in many cases, as 
developping poles for the regions in which thay are placed and the states they 
belong to. Enjoying a special attention, free zones also constitute subjects of 
academic interest, not only for faculties specialized in economics, but also for those 
scientific categories that tackle territorial planning, a fact that demonstrates, once 
again, the necessity to study such functional constructions.   
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