
Why we like zones 
Industrial zones and Harvard CID’s Growth Diagnostic 



Taking a step back: 

What is a Growth Diagnostic? 













Lack of tertiary 
education 

IP protection 
issues 

Inadequate road 
infrastructure 

Poor access to 
industrial land 

Goal: try to address 
all issues, but 
prioritize fixing the 
lowest holes! 

Investor interest 



Low growth and investment in new and non-traditional export-oriented sectors 

Our Growth Diagnostic findings for Sri Lanka (2016) 

Lack of government coordination/
disordered deals 

Binding 
constraints 

Underlying 
syndromes 

Ad hoc policymaking 

Export base with 
low know-how 
related to new 
sectors (poor 
position in the 

Product Space) 
Need for revenue 

mobilization 

Growth 
Question 

1. Few investors knocking on the door: 
No easy diversification opportunities - lack of “sexiness” 

for investors in new sectors 

3. Policy uncertainty instead of proactive strategy: Lack of 
systematic planning, in which government sets priorities, knocks on businesses’ doors 
and provides the critical public goods they need to compete. Instead, policy is often 
unpredictable or reactive (waiting for investors to come or complain) 

Lack of industrial land 
in Western Province 

Inter-industry 
coordination failures 

Poor transport links 
beyond Western 

Province 

Barriers to export 
markets and needed 

inputs 

2. Barriers 
for the 
investors 
who do 
come 



This leads to the question: 

Can zones help plug the lowest holes 
in the barrel? 



What makes (well-designed, 
well-run) zones special 

•  Need to go beyond providing land: 
Attend to investors’ many needs. 
“Turn a house into a home.” 

•  “Trying to solve every problem 
everywhere vs. solving a lot of 
problems in a few places.” 

•  Agglomeration externalities 

•  What kind of issues could zones 
try to solve? 
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Can zones help solve: 
Lack of industrial land? Definitely 

•  Zones have been at full capacity for a while, but no new BOI EPZs for 15 years – a lot of demand, 
no supply response 

•  Need to make sure appropriate facilities are included (industrial-use water, wastewater and solid / 
hazardous waste treatment, more?) 

Source: World Bank Enterprise Surveys 



Can zones help solve: 
Policy uncertainty (related to land)? Yes 
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Quality of the land administration index (0-30)

Weakness 
across all 
components 
of the index: 

Reliability of 
Infrastructure:  

0 / 8 

Transparency 
of Information:  

2.5 / 6 

Geographic  
Coverage:  

0 / 8 

Land Dispute 
Resolution:  

1 / 8 

  Required approvals 

Pre-approved 
in EPZs (5) 

•  Environmental clearance and concurrence;  
•  land clearance; 
•  electricity registration; 
•  water registration; 
•  telecommunications registration 

Expedited in 
EPZs (4) 

•  Site approval; 
•  building plan approval; 
•  certificate of conformity; 
•  environmental protection license 

Normal 
procedures 
apply (8) 

•  Company registration; 
•  preliminary investment clearance; 
•  work permit and resident visa; 
•  tax registration; 
•  import and export registration; 
•  import and export license; 
•  rules of origin certificate; 
•  chemical materials approvals 

Source: BOI estimates. Note: applies to five high-priority sub-sectors; 
estimates differ for other activities 

Doing Business: 

•  See also: L-Team’s study on procedures for vesting land; 
and study by de Mel and Woodruff (2011)  

•  Also: dedicated service providers, including customs, labor 
dispute settlement, connections w/ CEB & Water Board, etc 

•  But: many other forms of policy uncertainty (tariffs, tax) 
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Transportation infrastructure: not clear if zones can help directly. 

1. Expressways could make more distant zones more attractive 

Source: Travel speeds calculated based on Google Maps travel times in 2016.  

But, there are indirect ways that zones can help! 



Transportation infrastructure: not clear if zones can help directly. 

2. Combining ports / airports with zones can help solve coordination 
failure in new hubs beyond Colombo 

But, there are indirect ways that zones can help! 

Sources: Ministry of Ports and Shipping, 2016 Performance Report (left); MODSIT Development Strategies Update, March 2017 (right) 	
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Can zones help solve: 
Private sector coordination? Maybe! 
1. Sri Lanka’s missing export sectors are very different from its current comparative advantage: 

Garments, textiles
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Export products without revealed 
comparative advantage (RCA<1) 

Sri Lanka in the Product Space 

Source: Atlas of Economic Complexity (http://atlas.cid.harvard.edu/) 
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Can zones help solve: 
 

Private sector 
coordination? 
Maybe! 

2. Missing export sectors 
are also characterized by 
tight supply chains: 
•  Most are in “producer-

driven” global production 
networks 

•  And have partial 
ownership stakes by 
foreign MNCs (high 
”intra-firm trade”) 

Share of manufacturing exports, 2012-13 
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Sources: Athukorala 2016 (top); own 
calculations, using classifications from 
Bernard, Jensen & Schott (2006) and 
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Theory: international zone management companies could tap into their 
private sector networks & bring these companies (& the amenities they need) 

Ø  Further research needed! 



Conclusions 

•  While there are many things that can be fixed in Sri Lanka (or in any 
economy), need to prioritize: will solving an issue release any pent-up 
investment interest? 

•  CID study suggests a few binding constraints: access to industrial land, 
policy uncertainty, transport infrastructure, private sector coordination 

•  Zones can solve multiple problems at the same time… 

•  …but it will take extra effort. Turn a house into a home 

•  GoSL is off to a great start! 



Going beyond diagnostics: 

Supporting GoSL’s work on zones 



• Early Harvard findings show lack of 
targeted promotion of FDI & exports 

• GoSL and CID convene PDIA teams 
to address this, including Targeting 
Team (T-Team) 

•  T-Team meetings weekly from Sept-
Dec 2016 (anchored in BOI’s 
Research and Policy Advocacy unit) 

• CID assistance w/ methodology & data 

• Results: sector priorities & strategies 

•  Also asks if the sectors’ required assets 
(land, infrastructure, skills, etc) are 
currently available in SL 

Work with GoSL: 
Addressing the land 
constraint (1/3) 



Work with GoSL: 
Addressing the land 
constraint (2/3) 

•  T-Team pivots to finding locations for 
targeted sectors  

•  L-Team works in Feb-Aug 2017: 
•  Team compiles list of 600+ sites, from 

multiple gov ministries / agencies  

• Narrows down to 70 possible zones, 
conducts site visits 

• CID support for quantifying land 
evaluations, & matching land 
characteristics w/ targeted sectors’ 
requirements 

Asset

Hard assets required Soft assets required

Industrial Land 
Intensity

Industrial-use 
water

Wastewater 
treatment

Solid waste 
treatment

Hazardous 
waste 

treatment

Electricity 
supply

Electricity 
stability

Skilled 
Employees

General 
Employees

Solar panels and cells, transistors, 
diodes 1.4 2.2 1.6 0.4 0.2 1.0 4.5 2.5 1.9

Motor vehicle parts and accessories 1.4 2.2 1.6 0.4 1.1 1.8 0.7 1.7 1.3

Hand tool components 1.4 0.5 0.4 0.4 0.2 1.8 0.7 3.8 1.9

Screws, bolts, washers, nuts 1.4 0.5 0.4 0.4 0.2 2.8 0.7 2.1 0.5

Medical devices 1.4 0.5 0.4 0.1 0.2 1.0 0.7 2.5 1.4

Molding boxes for metal foundry 1.4 0.5 0.4 0.4 0.2 1.8 0.7 2.4 0.5
Industrial production machines & 
robots 1.4 0.5 0.4 0.4 0.2 1.8 0.7 2.4 0.9

Ceramics 7.2 2.2 1.6 0.4 0.2 7.7 0.7 2.9 0.6

Electricity distribution panels 1.4 0.5 0.4 0.4 0.2 1.0 4.5 2.2 1.1

Valves 1.4 0.5 0.4 0.4 0.2 1.8 0.7 2.1 0.6

Source:	BOI	L-Team,	via	Sector	Targe6ng	Report	



Work with GoSL: 
Addressing the land constraint (3/3) 
• Results: top sites identified & benchmarked against current zones 

•  2018 Budget allocates funding for new zones; development under-
way in 4 identified sites so far. L-Team members still involved today 
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Questions to discuss: 

1.  Do you agree with the Growth Diagnostic findings? What do you think is 
holding back investment in new export sectors? 

2.  What have been your experiences working on zones development / 
industrial land? 

3.  What are some other studies and initiatives on zones / land that you think 
are worth discussing? (e.g. the METI Industrial Townships report, or 
ADB’s Colombo-Trinco Corridor study) 



Thank you! 

Many CID outputs, including the zones report and our full 
Growth Diagnostic, are on the Sri Lanka Project website: 

 
https://srilanka.growthlab.cid.harvard.edu/  



Annex 
Buyer-driven vs producer-driven GVCs 



Annex 

Why focus on new export-oriented 
sectors? 
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Annual Growth Rates and Five-Year Moving Average

Post-war	growth	
accelera9on	
2010-12	

Slowdown	2013-17	

GDP growth is relatively consistent. Though not 
very fast, and slowing in recent years  

Avg.		
=4.55%	

•  Other	measures	of	
development–	e.g.	
Human	
Development	Index	
–	are	increasing	
(and	highest	in	the	
region)	

•  Growth	has	
coincided	with	
poverty	reduc9on	
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Why might inward-oriented growth be bad? 
Balance of payments acts as speed limit  

Sources:	WDI,	Przeworski	and	Vreeland	2000.	Note:	more	IMF	programs	in	‘65,	‘74,	‘77,	‘83,	‘88	
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Country

Value of new export products


Number of new 
export products


Per capita (USD)
 Total value

(USD bn)


Vietnam
 545
 50.4
 48


Thailand
 326
 21.8
 70


China
 245
 331.6
 76


Malaysia
 149
 4.7
 10


Costa Rica
 139
 0.7
 6


Philippines
 12
 1.2
 11


Sri Lanka
 5
 0.1
 7


Indonesia
 3
 0.8
 4


New	export	products,	2000-2015	
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Compare	with	Panama:	

Another impact of non-diversification: 
Lack of new (more complex) export sectors may limit incomes 



Existing export sectors may face own set of constraints 
But these are “out of scope” due to focus on new and non-traditional sectors 
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Overall, a lot of work going into growth question –  
many different ways to ask “what exactly is constrained?” 

What appears healthy? What appears constrained? 

GDP growth by 
expenditure type 

•  Overall GDP growth 
•  Growth contribution from investment, 

government & household consumption 

•  Trade component of growth (low, stagnant 
exports; persistent trade deficit) 

GDP growth by sector 

•  Construction & real estate 
•  Retail, logistics, hospitality, recreation (possibly 

including tourism) 
•  Finance, insurance, technical / support 
•  ICT (growing, though still small) 

•  Agriculture & fisheries 
•  Manufacturing 

Exports by product 
category 

•  Goods first exported in 1980s or earlier  
•  Garments, agriculture 

•  New export products 
•  Manufactures (machinery & electrical) 

Exports of services •  Finance/insurance, logistics, tourism •  ICT/BPO (small, relatively slow growth) 

Exports by complexity 
•  Export products associated with lowest income 

& “know-how” 
•  Export products associated with mid-to-high 

income & “know-how” 

FDI 
•  Tourism, logistics, finance, & construction 

investment 
•  Overall FDI 
•  Manufacturing (electronics, vehicles, materials) 

& energy investment 

QUESTION	OF	THE	GROWTH	DIAGNOSTIC:	
What	are	the	constraints	that	bind	investment	in	new	and	non-tradi@onal	export-oriented	ac@vi@es?	


