
   

 



 

 

 
 

Foreword  
Over the past three years there has been much discussion of the 
potential benefits of Free Trade Zones (FTZ) in the UK and how these 
might work. As the mayor of one of the regions with the most to gain 
from such a policy, and perhaps the greatest need for an economic 
boost, I commissioned this policy paper and the accompanying 
economic analysis to gain a realistic interpretation of the benefits, and 
an understanding of which incentives would work best. I also saw the 
need to dispel some of the myths surrounding FTZs.  

While it cannot be disguised that the excitement around FTZs was 
sparked by the UK’s decision to leave the European Union, this policy 
can yield significant economic benefits regardless of our ultimate Brexit 
deal.   

Likewise, regardless of our relationship with the EU, it is undeniable 
that our future economic wellbeing is dependent on our ability to close 
the productivity gap, and to attract significant inward investment in 
sectors that can harness the potential of trade with fast-growing 
economies. 

What this paper proposes, contrary to some public commentary, is neither a silver bullet for the economic 
challenges of Brexit Britain, nor is it a regulatory free for all designed for emerging economies. It puts forward 
a fiscally credible means of sustaining and growing the UK’s manufacturing base, while delivering growth in 
some of the most deprived parts of the country.  

The paper proposes a pilot FTZ in the Tees Valley on our South Tees Development Corporation site, which 
could support the creation of thousands of jobs for local people. 

Overall, the FTZ options proposed would be a net positive in terms of revenue for the Exchequer, while a tight 
focus on major projects in specific sectors including chemicals and process, advanced manufacturing, and 
clean growth, would minimise displacement and play to the strengths of our industrial heartlands.  

As things stand today, Britain’s status as a manufacturing nation very much hangs in the balance. As a nation 
we must make a choice between measures to invigorate and build sectors such as chemicals, and the low 
carbon technologies that will sustain them, or to accept their decline. There is no status quo.  

An FTZ policy for the UK would not just be a signal to the world that we are open for business, it would herald 
a new age for regional development, building on devolution to put some of the country’s most in-need 
communities at the forefront of rebalancing our economy. 

I know already, thanks to the Tees Valley’s prominent place in the national debate on this policy, that FTZs 
spark the interest from foreign investors. From companies in Japan to those in the USA and the Middle East, 
we have already started to see how FTZs would make the UK a more appealing place to invest.  

For the people of the Tees Valley, and for me, industrial decline is not an option. This is why I am putting us 
forward as a pilot region for a Free Trade Zone. We have the UK’s single largest development opportunity, we 
have an economy that would benefit most from an FTZ, and we are ready to take on this challenge. 
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At a time when the global economy is facing increasing disruption and 
barriers to growth, investors are looking to those markets that can 
provide stability and proactive advances to business. In an uncertain 
world, it is important that government addresses these looming 
challenges. One of the most critical is the future of the UK’s industrial 
manufacturing sector, the subject of this UK Free Zone Policy report.  

In my decade of experience working to promote free zones around the 
world, I have witnessed many successes and failures. It is clear to me 
that successful zones are both deeply embedded in their local 
economies and communities, whilst structured in a way so as to deliver 
against national strategic objectives.  A UK Free Zone Policy will give 
those communities falling behind the tools with which to again become 
globally competitive.  

The UK economy has suffered from low investment, poor export 
performance, low levels of productivity and high regional inequality. 
While exhibiting some success, previous government initiatives have 
failed to fully address these problems. Free zones offer an opportunity 
to develop a new regionally targeted industrial policy response to 
address some of the barriers to manufacturing in the UK. They can also 
provide greater certainty to exporters when tariff regimes are not clear 
cut. 

Over the last two months our team has worked closely with the Tees 
Valley Combined Authority and stakeholders across the country to 
prepare our recommendations. The UK Government has already made 
a commitment to the region in the form of devolved powers and capital 
investment in South Teesside. Greater uncertainty for investors 
presents opportunities for policymakers to address and mitigate these 
risks, whilst ensuring Britain remains globally competitive. This 
adjustment requires rethinking the way UK government supports 
export orientated business. This report outlines a new way to invest in 
areas that have too long been overlooked. 
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Executive Summary 

 

The Tees Valley Combined Authority (TVCA) has developed this study to consider the opportunity to develop 
possible economic impacts from a national Free Zone Policy in the UK. TVCA consists of five unitary authorities 
in the surrounding the Tees River in the North-East of England: Darlington, Hartlepool, Middlesbrough, Redcar 
and Cleveland and Stockton-on-Tees. 

Free zones, sometimes referred to as ‘Free Ports’, ‘Special Economic Zones’ or ‘Free Trade Zones’ are an area 
within a country’s territorial area but considered outside of the country’s customs border. This allows for goods 
to be imported into the free zone duty, excise and VAT free, with these charges only becoming due when the 
goods, or the finished products they are incorporated into, exit the free zone into the domestic market. 
Governments around the world have combined these basic characteristics with much more generous 
incentives designed to attract investment and stimulate employment, economic activity and trade.  

Free zones are not a new concept, they are permitted and indeed exist across the EU. Between 1984 and 2012, 
nine sites in the UK gained free zone status. However, free zones in the EU have typically offered only the most 
basic package of benefits, essentially already available to businesses through schemes such as inward 
processing relief and customs warehousing, albeit with a reduced administrative burden. 

Since the referendum on the UK’s membership of the EU in 2016, interest in free zones in the UK has been 
reignited, particularly with the prospect of the UK stepping outside of the restrictions of the EU’s state aid 
rules. Papers by Rishi Sunak MP (Centre of Policy Studies) and Mace Consulting have attempted to 
demonstrate the potential economic boost that free zones could generate. 

UK growth has fallen behind that of other advanced economies. Low business investment, poor productivity 
growth and weak exports are contributing to a sluggish growth. The manufacturing sector has been particularly 
affected, despite outperforming other sectors in productivity growth. The distribution of growth has also been 
unequal, with northern England not keeping pace with London and the South-East. Increased investment in 
manufacturing offers an opportunity to boost productivity, and to shift the UK onto a more balanced growth 
path. Government action is required to encourage this investment, by reducing the costs of doing business 
and helping businesses overcome the risks posed by an uncertain economic outlook. 

The UK government has deployed policies, funding mechanisms and tax incentives to support businesses 
investment and regional growth. Free zones have the potential to simplify administrative procedures and 
reduce frictions to trade. However, in the past they have been seldom and ineffectively deployed, failing to 
more meaningful investment incentives, such as the direct grant support provided by the Regional Growth 
Fund. Government support is capped by EU State Aid rules, although these have generous allowances for 
disadvantaged areas, and the UK Government could do more within these limits. 

Free zones allow businesses to invest and operate in an area within the territorial limits of a country but 
outside of its customs area. They provide businesses with tariff exemptions on inputs or warehousing for 
subsequently exported goods, tariff deferrals on goods entering the domestic market, and tariff inversion for 
processed goods. A vast number of countries offer free zones and have demonstrated their success, including 
EU countries, the USA, as well as Middle Eastern and Far Eastern countries. In many cases, these basic 
advantages are combined with more generous fiscal and financial incentives, and the sites offer high quality 

 Free zones provide the UK with an opportunity to address the barriers that have constrained 
investment in recent years. With an ambitious Free Zone Policy that creates a compelling and 
internationally competitive package of support to industry which contributes to productivity, trade and 
growth, the UK can demonstrate its commitment to promoting investment across the country.  



 

 

 
 

hard and soft infrastructure. However, as the UK’s own experience shows, free zones which do not offer a 
material advantage over the wider economy are likely to fail. 

Free zones offer the UK an opportunity to combine a comprehensive package of financial support and 
administrative streamlining to assist businesses overcome barriers to investment in productive activities and 
contribute to a rebalancing of the UK economy. Even a basic free zone regime offers some financial, cashflow 
and administrative advantages, although a more ambitious package will be required to have a significant 
impact on investment decisions. This should include a combination of well-designed financial and fiscal 
incentives which support productive investment in capital, research and development and training. More 
importantly, their value must be significant relative to the investment sought, and should have a material 
impact on investors’ expected returns. Fiscal and financial benefits need to be combined with investment in 
soft infrastructure, including improvements to the business environment, and broader investment in physical 
infrastructure. A Free Zone Policy gives the UK an opportunity to market itself and compete as a top 
international destination for investment, but if the UK lacks ambition, does not effectively promote 
internationally competitive incentives, free zones are unlikely to reverse lacklustre investment. 

Teesport is an ideal site for a free zone. It has the capacity to increase trade volumes, good domestic and 
international transport connections, ample land, and access to key inputs including labour and energy 
(feasibility). It is an area of relatively low income and high unemployment, in one of the slower growing regions 
of the UK, and that has been hit by the closure of several large industrial sites in recent years, making it 
appropriate for targeted regional support. It is home to a large chemicals cluster, with an appropriately skilled 
workforce and the shared infrastructure and an opportunity to capitalise on the benefits of agglomeration.  

Vivid Economics has modelled the regional economic and fiscal impacts of a successful pilot free zone at 
Teesport, based on the ambitious targets set out in the South Tees Development Corporation Masterplan. 
Accurately forecasting investment is virtually impossible, and ultimately the success of the free zone in 
attracting investment will depend both on delivering an ambitious package of financial support, combined with 
investments in hard and soft infrastructure and effectively marketed to investors, but also on wider economic 
conditions, including the performance of the UK economy post-Brexit. Our results suggest a successful free 
zone could create £2 billion of additional GVA and 32,000 jobs at Teesport and in local supply chains after 25 
years. Deadweight and displacement effects may reduce these benefits by half, although the risks can be 
mitigated with careful incentive design and appraisal of applicants. Nonetheless, our analysis shows that even 
a generous package of incentives which is globally competitive, and worth around 14.3% of upfront 
investment, will still provide a net positive impact on public sector revenues. 



 

 

 
 

Figure 1 A free zone policy has the potential to deliver significant economic benefits over 25 years 

 

Source: Vivid Economics 

Assuming that other sites can be as successful as the Tees Valley, a wider roll out of free zones to five additional 
ports across the UK could deliver 70,000 jobs and a £4.2 billion contribution to GDP after 25 years nationwide. 
However, these estimates come with caveats. It is unclear whether other sites are as suitable as the Tees 
Valley, which is well endowed with available land, an existing industrial cluster providing a comparative 
advantage in chemicals and heavy industry, and an underutilised skilled labour force. It is also possible that a 
larger scale policy will bring decreasing marginal returns, more acute general equilibrium effects, and greater 
displacement, implying lower benefits on average. 

This proposal recommends that the Government begins a wider consultation exercise with the publication of 
a Green Paper setting out options for a Free Zone Policy, including the incentive packages and the regional roll 
out. It should use this as an opportunity to solicit feedback from industry about which incentives would have 
the greatest positive impacts on business investment, which sectors would stand to gain the most, and which 
sites in the UK would be most suited to a free zone pilot. Government should also assemble a cross-ministerial 
task team bringing together the key Departments required to ensure successful roll out of free zones: HM 
Treasury, Department for International Trade (DIT), Department for Business, Energy and Industrial Strategy 
(BEIS), Ministry of Housing, Communities and Local Government (MHCLG) and HM Revenue and Customs 
(HMRC).  
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1 Introduction 

The Tees Valley Combined Authority (TVCA) has developed this study to consider the possible economic impacts 
from a national Free Zone Policy in the UK. TVCA consists of five unitary authorities in the surrounding the Tees 
River in the North-East of England: Darlington, Hartlepool, Middlesbrough, Redcar and Cleveland and 
Stockton-on-Tees. As a devolved regional authority with a local economic development-focused Mayor, the 
TVCA is well placed to drive the national debate on free zones. TVCA has been included by Government in the 
second wave of Local Industrial Strategies, with a focus on export-driven Clean Growth. Through its devolved 
powers, the regional authority chairs the South Tees Development Corporation and owns key infrastructure 
in the area, including Durham Tees Valley airport.  

In their most basic form, free zones, sometimes referred to as a ‘Free Port’, ‘Special Economic Zone’ or ‘Free 
Trade Zone’ are an area within a country’s territory but treated as outside of the country’s customs border. This 
allows for goods to be imported into the free zone duty, excise and VAT free, with these charges only becoming 
due when the goods, or the finished products incorporating them, exit the free zone into the domestic market. 
Governments around the world have combined these basic characteristics with much more generous 
incentives designed to attract investment and stimulate employment, economic activity and trade.  

Free zones are not a new concept, they are permitted and indeed exist across the EU. Between 1984 and 2012, 
six sites in the UK gained free zone status. However, free zones in the EU have typically offered only the most 
basic package of benefits, many of which are available to businesses through schemes such as inward 
processing relief and customs warehousing, albeit with a heavier administrative burden. 

Since the referendum on the UK’s membership of the EU in 2016, interest in free zones in the UK has been 
reignited, particularly with the prospect of the UK stepping outside of the restrictions of the EU’s state aid rules. 
Papers by Rishi Sunak MP (Centre of Policy Studies) and Mace Consulting have attempted to demonstrate the 
potential economic boost that free zones could generate. This report goes further in highlighting the 
opportunity free zones present to support strategic sectors and attract productivity enhancing investment in 
high value activities. 

The first half of this paper sets out recommendations for a National Free Zone Policy. Whilst previous reports 
have focused on aggregate impacts, none have attempted to systematically model the impact of free zones 
on public sector finances. Doing so requires a clear understanding of what, exactly, a UK Free Zone Policy 
would offer to businesses, beyond the deferral of duties. Reviewing the evidence reveals that free zones mean 
different things to different people, and so the first task of this report is to set some clear recommendations 
for what a Free Zone Policy fit for the UK should include. We have engaged with businesses, local government, 
MPs, port authorities, and a panel of expert advisors to understand what the highest priorities are for a Free 
Zones Policy. We have conducted an extensive review of the literature, both those reports making the case 
for a UK Free Zone Policy, and those assessing the impacts and success factors of international leaders in free 
zones. We present a series of options which should be considered as part of the UK free zone offer, aligning 
them with national objectives to stimulate investment, productivity and a rebalancing of the economy. These 
are set out in Section 2. 

In Section 3, a series of investment scenarios, and three free zone models, representing the range of possible 
incentive packages, illustrate the potential economic and fiscal impacts of a pilot free zone at Teesport. 
Forecasting investment is difficult even in a stable policy environment, and the UK policy environment in 
February 2019 is far from certain. For example, the Office of Budgetary Responsibility, the UK Government 
agency responsible for macroeconomic forecasting, has systematically overestimated business investment 
since the 2008 recession. We therefore do not attempt to model how different packages of incentives might 
stimulate investment in the free zone, which will depend on much more than the level of government support. 
Instead, we take a range of plausible scenarios, based on international experience, which reflect an increased 
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propensity to invest across different sets of incentives offered by free zones. Each free zone package is 
modelled under each investment scenario to present a range of possible economic and fiscal outcomes. The 
net impact on the Treasury depends on the extent to which incentive-receiving investment in the zone 
displaces investment that would have otherwise occurred outside of a free zone. This displacement ratio is 
itself dependent on the design and implementation of the Free Zone Policy. However, our results, presented 
in Section 3, show that under all combinations of investment and incentive scenarios, the net impact on public 
finances is positive under reasonable assumptions of deadweight and displacement.  
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2 The case for a UK Free Zones policy 

2.1 Recent UK economic performance 

 

 

2.1.1 UK growth has been held back by sluggish productivity growth 

UK growth has fallen below the average OECD growth rate. The UK was one of the strongest performers in the 
world economy as it recovered from the 2008 Global Financial Crisis, but has seen growth in Gross Domestic 
Product (GDP) fall below that of the average of Organisation for Economic Co-operation and Development 
(OECD) countries since 2016. The OECD forecasts that this under-performance will continue this year and next. 

The UK’s sluggish growth can be traced to poor performance in productivity. The so called ‘productivity puzzle’ 
in the UK has seen growth driven by rising employment, and increasing number of hours worked, but output 
per hour remain stagnant overall. Output per hour across the economy, measured in real terms, is only 2% 
higher than a decade ago, just before the 2008 Global Finance Crisis. Low levels of investment have 
contributed to poor productivity performance. 

The manufacturing sector has outperformed the wider economy in terms of productivity. Although 
manufacturing productivity fell further during the 2008 Global Financial Crisis, it has since outpaced the wider 
economy, and is now almost 6% higher in real terms compared to 2008, growing four times faster than the 
rest of the economy (UK Government, 2017b).  

2.1.2 UK investment has stagnated 

The recovery in business investment – including domestic and foreign direct investment (FDI) - has faltered since 
2016, and in 2017 saw the slowest growth in investment out of the G7 group of industrialised nations. After a 
significant contraction in investment during the 2008 Global Financial Crisis, investment bounced back 
reasonably well, recovering in line with previous recessions. But in 2016 business investment virtually stopped 
growing (up by only 0.4% since 2015). Figure 2 below shows that growth in UK business investment had, since 
2010 been amongst the strongest in the G7, but since 2017 has fallen below the pack.1  

                                                           
1 The other G7 countries are the USA, Japan, Germany, France, Italy, and Canada. 

 UK growth has fallen behind that of other advanced economies. Low business investment, poor 
productivity and weak exports are contributing to sluggish growth. The manufacturing sector has been 
particularly affected, despite outperforming other sectors in productivity growth. The distribution of 
growth has also been unequal, with northern England not keeping pace with London and the South-East. 
Increased investment in manufacturing offers an opportunity to boost productivity, and to shift the UK 
onto a more balanced growth path. Government action is required to encourage this investment, by 
reducing the costs of doing business and helping businesses overcome the risks posed by an uncertain 
economic outlook. Strategies that promote investment in higher value adding sectors can be particularly 
effective at overcoming barriers to inward investment. 

Cumulative growth [in business investment] since the referendum… 18 percentage points lower than the 
MPC’s final pre-referendum forecast - Bank of England, 2019 
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Figure 2 UK business investment growth has fallen below other G7 countries  

 

Source: Vivid Economics, Bank of England 

Bureaucratic barriers, taxes and uncertainty disincentivise investment. Although the UK is in the top 10 
countries for doing business, recent reports by the World Bank and World Economic Forum highlight 
opportunities to reform the fiscal and regulatory environment and reduce the costs of doing business. The UK 
is ranked the 19th best place for starting and registering a business, despite the Government’s ambition to 
become “the best place to start and grow a business”.2 Taxes are a major concern: tax procedures are the 
biggest issue raised by UK businesses, whilst the level of taxes was the third most pressing issue. A ranking of 
the overall tax rate placed UK 41st, behind several EU, OECD and Middle Eastern countries.3 Uncertainty arising 
from the UK’s withdrawal from the EU has contributed to political instability – ranked the second biggest 
barrier for businesses. These challenges are resulting in low levels of investment in the UK.  

2.1.3 The manufacturing sector has slowed, despite strong productivity gains 

Slow growth of the manufacturing industry is of particular concern. Manufacturing provides 10% of the UK’s 
gross value add (GVA), generating around 50% of exports and accounting for 70% of business-led research and 
development (R&D) expenditure. The chemicals sector alone produces £20 billion GVA and provides inputs for 
£200 billion of downstream manufacturing activities (UK Department for Business Energy & Industrial Strategy, 
2018).Yet, despite productivity in the sector outpacing the wider economy, manufacturing has grown at an 
average rate of only 0.6% per annum since 2012, less than a third of the 1.9% rate of growth of GDP.4  

The slowdown in manufacturing has contributed to a chronic current account deficit. Nearly half of UK exports 
are manufactured goods, and exports make up a correspondingly high proportion of manufacturing output. 
Slower manufacturing growth contributed to the decline in export growth from 5.6% in 2017 to only 0.2% in 
2018. As a result, the large current account deficit, which was showing signs of improvement in 2016 and 
2017, has worsened sharply in 2018. A revival of exports is an important pre-condition for the revival of British 
manufacturing industry. 

                                                           
2 As set out in the Industrial Strategy. 
3 A higher rank indicates a lower tax ratio relative to profits. 
4 Despite a brief recovery in 2017 helped by the sharp fall in the exchange rate. 
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2.1.4 Regional inequalities have been worsening in the UK 

The North has not kept pace with growth in other regions, widening the gap in economic outcomes. Northern 
regions have a much higher concentration of manufacturing than London and the South-East, and the 
slowdown in manufacturing has contributed to a widening North-South gap since 2008 and higher 
unemployment. In comparison to other OECD countries, the UK’s regional disparities in terms of GDP per head 
and disposable income are well above average (OECD, 2016). Regional inequalities are exacerbated by the 
benefits of agglomeration, where similar businesses benefit from colocation in accessing suppliers, labour 
markets and product markets, and by limited labour mobility. These both represent market failures, and call 
for targeted regional support, which can build industrial clusters and encourage agglomeration in areas of 
slower growth. 

2.2 UK policy initiatives to support investment 

 

 

2.2.1 Opportunities and restrictions on the UK’s ability to support investment 

The UK has introduced various policies to help address the challenges faced by investment. The most significant 
industrial support mechanisms used by the UK Government to date have been the (now suspended) Regional 
Growth Fund, which provided capital grants to businesses investing in projects designed to create or sustain 
jobs, and Enterprise Zones, which offer either enhanced capital allowances or relief from business rates. These 
both aim to rebalance investment and economic growth to specific regions in the UK. 

In providing support to industry, the UK must adhere to various international restrictions intended to prevent 
governments from creating unfair and uncompetitive advantages, including EU state aid regulations. The most 
commonly cited of these are the EU State Aid rules, although as we discuss below these still provide 
opportunities to support business investment with considerable funding. State Aid above the de minimis limit 
of €200,000 over three years needs to be notified to the European Commission. However, European State Aid 
rules also recognise ‘assisted areas’ as less economically advantaged places that would benefit from additional 
support for development. As a result, financial support from government is permitted for new investments in 
these areas. The most generous allowances – in terms of absolute amounts, proportion of investment, and 
the range of investments which can be supported – permissible under the ‘assisted areas’ exemption are for 
‘a’ areas: areas where average income per capita is less than 75% of the EU average. In the UK, there are three 
designated ‘a’ areas (at the NUTS2 level): Tees Valley and Durham; West Wales and The Valleys; and Cornwall. 
In ‘a’ areas, the limits set in 2014 were the lower of £14.5 million or 25% (for large businesses) - 45% (for small 
businesses) of investment costs. 

The UK government has deployed policies, funding mechanisms and tax incentives aligned with the 
Industrial Strategy to support businesses investment and regional growth. Free zones have the potential 
to simplify administrative procedures and reduce frictions to trade. However, in the past they have been 
seldom and ineffectively deployed, failing to more meaningful investment incentives, such as the direct 
grant support provided by the Regional Growth Fund. Government support is capped by EU State Aid 
rules, although these have generous allowances for disadvantaged areas, and the UK Government could 
do more within these limits.  

The mere fact that the aid strengthens the firm’s position compared with that of other firms which are 
competitors in intra-Community trade is enough to allow the conclusion to be drawn that intra-Community 
trade is affected – United Nations Economic and Social Commission for Asia and the Pacific  
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2.2.2 Recent mechanisms used in the UK to encourage investment 

The UK has a number of policy levers in place to address the barriers to investment. This section highlights some 
of the instruments currently or recently deployed by the UK Government. 

Through a series of Growth and City Deals the Government has devolved additional powers (based on 
negotiation between local and central government) to support local economic development. Growth Deals 
negotiated to date have granted power to regional authorities for business support services; compulsory 
purchase orders; Mayoral Development Corporations; planning call-in privileges; and spatial strategy. 

The Regional Growth Fund (RGF) was created in June 2010 with the intention of providing financial support for 
the private sector in areas most at risk from public sector cuts. The RGF provided funding in the form of grants, 
loans and loan guarantees. Projects had to demonstrate the ability to create additional and sustainable private 
sector growth, rebalance the economy in those areas currently dependent on the public sector, would not 
otherwise go ahead without support from the RGF, offer value for money, and comply with state aid rules. The 
total size of the fund was £3.2 billion, with average awards of £5.4 million. A 2014-15 monitoring report 
estimated that for £2 billion of RGF support, £4.6 billion of private sector investment had been generated, 
with 280,000 jobs created or safeguarded (UK Government, 2015). In October 2016, it was confirmed that no 
future rounds of the Regional Growth Fund are planned.  

Enterprise Zones are geographically defined areas hosted by Local Enterprise Partnerships (LEPs) offering 
incentives to businesses wishing to invest. These benefits depend on the location of the enterprise zone but 
include business rate discounts (100% discount up to £275,000 per business over the first five years under the 
de minimis State Aid restrictions) or enhanced capital allowance for zones located in assisted areas (100% first 
year capital allowances for plant and machinery, compared to 8% capital allowance outside of Enterprise 
Zones). For firms in qualifying Enterprise Zones, the capital allowance can be applied to a company’s group 
accounts. In addition to these fiscal benefits, they also often offer simplified local authority planning and access 
to superfast broadband. According to government evaluations of Enterprise Zones, between April 2012 and 
December 2016, the 48 existing Enterprise Zones have supported 877 new businesses, incentivised £3.5 billion 
in private sector investment and attracted 38,000 jobs (Enterprise Zones, 2018).   

Tax relief for research and development activities is offered in two forms: 

● the UK Patent Box enables companies to apply a lower rate of corporation tax (10%, compared to the 
standard rate of 19%) to profits earned after April 2013 from their patented inventions and equivalent 
forms of intellectual property. The latest data shows that in 2016-17 1,025 companies claimed £940 
million of relief using the UK Patent Box.5 

● Research and development tax credits are designed to encourage greater R&D spending through tax 
relief on corporation tax.6 Small and Medium Enterprise (SMEs) are entitled to 130% tax credit on 
qualifying R&D expenditure and, since 2016, large businesses can claim a tax credit of 12% of R&D 
expenditure.7 The latest data shows that in 2016-17 there were 40,000 R&D tax credit claims, 
corresponding to £3.5 billion of tax relief (UK Government, 2018). 

Research grants focused on key policy objectives, for example those highlighted in the UK Industrial Strategy 
incentivise investment in innovation in strategic sectors. The Industrial Strategy includes plans for a number of 
business-focused funds which are positioned to support investment in key sectors, for example a £725 million 

                                                           
5 https://www.gov.uk/government/statistics/patent-box-reliefs-statistics  
6 Or the receipt of cash payments where the business has no tax bill to reduce. 
7 Respectively the Small and Medium Enterprise Scheme (for small businesses) and the Research and Development Expenditure Credits (for large 
businesses) 
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Industrial Strategy Challenge Fund (UK Government, 2017a). The British Business Bank launched a £2.5 billion 
British Patient Capital Programme to support UK companies.8 

Inward processing relief (IPR) exempts firms from customs duty and value added tax (VAT) on goods that are 
imported from outside the EU to be processed into final goods and then exported outside the EU.9 IPR also 
allows for tariff inversion if final goods are released for free circulation in the EU. In this case, a manufacturer 
can base custom duty and import VAT on imported goods or final goods, depending on whichever has a lower 
duty rate. Data is not available on the uptake of inward processing relief, and therefore the costs to HM 
Treasury (in terms of forgone revenues) and benefits to business (in duties avoided). The application form 
requires businesses to provide details on the throughput period (how long it takes to convert imported goods 
into exported goods), the rate of yield (the ratio of imported goods to exported goods) and, for some 
agricultural products, an economic test explaining why EU produced goods cannot be used. Businesses are 
required to maintain records for four years. Anecdotal evidence suggests these are significant administrative 
costs and deter businesses, particularly smaller ones, from taking advantage of inward processing relief.  

 

Similar to inward processing relief, customs warehousing allows traders to store imported goods, suspending 
customs duty, excise and import VAT charges until they leave the warehouse and enter the customs area. This 
can provide companies with a short term cashflow benefit, allowing companies which operate just in time 
production or express delivery to create stockpiles of goods within Customs Union territory. No custom duty, 
excise or VAT is payable if goods are re-exported outside the EU. 

An analysis of HM Revenue and Customs has shown that goods going to customs warehouses and benefiting 
from inward processing averaged only 2% of the UK’s non-EU exports and imports (UK Government, 2016).10 
Although we are not able to assess the total eligibility of imports for IPR, this may represent underutilisation 
given the widespread reluctance to apply for the relief.11  

 

Free zones - specially designated zones outside of the EU customs area - are already permissible under EU 
regulations. This allows goods to be imported, stored and processed in a country within the European Customs 
Union exempt from import duties, VAT and other import charges. Once goods are released into free circulation 
in the European Customs Union, import declarations must be made and any applicable duties, excise and VAT 
paid. For goods ultimately exported to countries outside of the Customs Union, this provides a similar benefit 
to inward processing relief or customs warehousing, but with a reduced administrative burden and without 
any bonds. For goods which ultimately go into free circulation, the deferred payment of import duties can 
provide a short-term cash flow benefit similar to that provided by customs warehouses, and for some products 
can also allow tariff inversion (where processed goods incur lower tariffs than their component parts). Free 
zones in the EU are subject to rules on State Aid and therefore do not generally provide fiscal benefits offered 

                                                           
8 https://www.british-business-bank.co.uk/2-5bn-british-patient-capital-programme-launched-enable-long-term-investment-innovative-companies-

across-uk/ 

9 It would presumably be extended to exports to the EU if the UK were to leave the European Union without a trade deal. 
10 Based on analysis of trade data over the period January 2014 to April 2016. 
11 Further analysis of is required to determine the scale and drivers of underutilisation of inward processing relief. 

 Organisations must be authorised to use IPR and Customs impose strict obligations to comply 
with the IPR procedures, which are perceived to be onerous and deter many from using IPR despite the 
potential benefits – BusinessWest 

While continental Europe was the birthplace of free ports, the EU neither develops them directly nor 
encourages them. Free ports existing before host states entered the Union have partly retained their 
status, but new ones have not been created – Alexandre Lavissière, 2017 
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under other free zone regimes around the world. The current list of free zones in the EU includes 96 zones 
(European Commission, 2017). Many of the current free zones existed before countries acceded into the EU 
(Lavissière, 2017). 

 

HM Treasury has the power to designate free zones by Statutory Instrument under section 100A of the Customs 
and Excise Management Act (CEMA) 1979 (Ward, 2018). This has not always been the case. In 1984 six ports 
and airports were assigned freeport status: Belfast, Birmingham, Cardiff, Liverpool, Prestwick airport and 
Southampton (Wren, 1996). By 1998 others had been introduced at Humberside, Sheerness and Tilbury 
(European Commission, 1998). These sites had limited benefits, confined to the basic relief from customs 
duties characteristic of any free Zone, and had limited success. Today, only the Isle of Man Crown Dependency 
maintains such a free zone status (Wren, 1996).12  

2.3 The use of free zones around the world to support investment 

 

2.3.1 An introduction to free zones 

A free zone is an area physically inside a country’s land border but virtually outside its customs border (Sunak, 
2016). Around the world, 3,500 free zones employ 66 million people (Laan Bouma-Doff, 2005). The history of 
free zones dates back to early civilisations, starting in the Mediterranean (Piraeus and Delos), then in Europe 
(Marseille 100 BC, English Cinque Ports circa 1066, Hamburg 1189), the Americas (Punta Arenas nineteenth 
century), Asia (Kaohsiung 1966, Shenzhen 1980) and the Middle East and Africa (Dubai 1985, Mauritius 1994) 
(Farole & Akinci, 2011). 

Free zones are a type of special economic zone and can contribute to a number of national and regional 
economic objectives. Most commonly these are to boost foreign exchange earnings (via exports), to generate 
regional employment, to attract foreign investment and to transfer knowledge and technology (Deloitte, 
2008). 

2.3.2 The free zone offer 

Free zones achieve these objectives through the provision of incentive packages designed to attract and 
encourage (primarily foreign direct) investment. These incentives can increase the expected returns to 
investments and reduce the risks. 

                                                           
12 The Isle of Man Crown Dependency is not a member of the European Union. 

 The main benefit given to the Freeports was that goods could be imported, processed and 
exported to areas outside the European Community free of Customs levies, but since duties could be 
offset against exported goods in any case, the Freeports offered little real financial advantage and were 
not very successful – Wren, 1996 

Free zones allow businesses to invest and operate in an area within the territorial limits of a country but 
outside of its customs area. At their most basic, they provide businesses with tariff exemptions on inputs 
or warehousing for subsequently exported goods, tariff deferrals on goods entering the domestic market, 
and tariff inversion for processed goods. A vast number of countries offer free zones and have 
demonstrated their success, including EU countries, the USA, as well as Middle Eastern and Far Eastern 
countries. In many cases, these basic advantages are combined with generous fiscal and financial 
incentives, and the sites offer high quality hard and soft infrastructure. 
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Fiscal and financial incentives focus on reducing the costs of doing business, either through tax and duty 
exemptions, or direct grants and subsidies.  

● Free zones relieve businesses from customs duties, excise and VAT until goods enter the domestic 
market (duty deferral), exempt goods that are subsequently exported, and, where tariffs are lower 
for final goods than their components, allow them to enter the domestic market at the lower rate 
(tariff inversion).  

● Tax reliefs range from enhanced allowances (for example, capital expenditure allowances) to 
permanent tax exemptions (typical in Dubai and other Middle Eastern free zones), with most zones 
offering some sort of reduced corporate income tax or time-bound tax holiday.  

● Financial incentives can include grants for research, capital equipment or plant investments, and 
government financial support for training, worker facilities or relocation. In South Korea, subsidised 
schools and hospitals are provided for firms and their workforce in Economic Zones. In the UK, the 
(now concluded) Regional Growth Fund grants provided to support company expansion (albeit not in 
free zones). 

Hard infrastructure incentives include utilities, transport links, waste facilities, buildings and other 
superstructures that support investor production and shift costs for new businesses to the zone developer or 
national government. Development of trade-focused infrastructure, such as ports or airports, are common 
infrastructure features of free zones, for example in Subic Bay Free Port (Philippines) or the Jebel Ali Free Zone 
(Dubai). Serviced land connected to local utilities and shared infrastructure for power generation, waste 
management and transport are often provided in free zones, usually at a cost to tenants but sometimes on a 
subsidised basis. 

Soft infrastructure includes improvements to the business environment, much of which is national in jurisdiction, 
but local in terms of its facilitation, especially through a zone-based one-stop-shop. Specific offers may include 
regulatory advantages such as: expedited or simplified planning processes at the site or local authority level; 
information sharing; access to authorities implementing customs and other oversight; and business services 
such as skills programmes; and investment promotion activities (e.g. the Economic Development Board in 
Singapore). Soft infrastructure, regulatory streamlining and improvements on the ease of doing business are 
often seen as the most attractive offer to serious international investors (COMCEC, 2017). Common traits 
across free zones related to soft infrastructure include: 

● a zone-focused management agency providing ‘concierge’ service to investors to navigate national 
regulations and hurdles to doing business; and 

● concessions of regulatory services, port and airport services, and front-end administrative interface 
processes, especially those related to customs and trade, to zone managers or to trusted specialised 
business service providers. 

Free zones also offer an off-the-shelf brand to market to global investors, signalling an investor-oriented place 
to do business to investors who may be used to operating out of free zones in other regions. As seen in Dubai’s 
Jebel Ali Free Zone, a zone brand can attract investors on its own. 

2.3.3 Performance of free zones  

The impacts of free zones vary across countries, but available evidence suggests they can have significant 
benefits in attracting investment and promoting exports. A review of studies on zone impacts suggests that: 

● zones are often associated with foreign direct investment in specific regions;  

● zone-based businesses are often net exporters, contributing to export growth strategies; and  
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● zone-based firms perform better than non-zone-based firms (Laan Bouma-Doff, 2005).  

Impacts of zones on employment and achieving spillovers in the larger region are inconclusive and depend on 
local policies and business environment of the economies where zones are based. 

Case studies show the range of potential benefits related to free zones in the right environments. Notable 
examples of free zones attracting foreign investment include Turkey’s Free Zones, which are responsible for 
5% of the country’s trade flows and attracted $1.3 billion in foreign investment from 1988 to 2011.13 Dubai’s 
Jebel Ali Free Zone has become a hub for regional businesses and is responsible for nearly a third of the 
Emirate’s GDP (Gunson, n.d.). Examples of high-exporting free zones include Korea’s Export Processing Zones, 
which reported growth in net exports of over 60% in 2000, through developing backward linkages with local 
firms (Schrank, 2001). US Free Trade Zones have been associated with a 0.2 percentage point increase in 
annual employment growth, a 0.4 percentage point increase in annual wage growth and a 0.3 percentage 
point increase in annual GVA growth in communities surrounding FTZs (The Trade Partnership, 2019). 
Successful zones often entail close coordination with national governments and domestic businesses outside 
of zones. 

Where free zones have not been successful, contributing factors include overbroad objectives, insufficient 
‘linkages’ to the domestic economy and a lack of coordinated promotion of the zone offer to international 
investors. Export processing zones in the Dominican Republic (low impacts on wider economy (Laan Bouma-
Doff, 2005)), manufacturing parks in Mexico (low enforcement of environmental standards in zones (World 
Bank Group, 2008)) and Industrial Development Zones in South Africa (low private investment (DNA 
Economics, n.d.)) all provide examples of zones falling short of their stated objectives. 

Boxes 1 and 2 further show how a coordinated free zone offer has been used in other advanced manufacturing 
economies to deliver national objectives. Jurong Island in Singapore provides a lesson in successful coordination 
of government agencies and customisation of zone facilities to attract global multinational companies to base 
their regional headquarters in Singapore, while Jebel Ali Free Zone in Dubai illustrates the appeal of access to 
strategic infrastructure and serviced portside land in attracting foreign investment. These case studies 
represent some of the most ambitious examples of free zones focused on attracting high-profile foreign 
investment in the industrial (Jurong Island) and logistics and services (Jebel Ali) sectors. They vary in the level 
of fiscal and financial incentives offered, but both include significant hard and soft infrastructure and are some 
of the most generous incentive packages available. 

                                                           
13 http://www.invest.gov.tr/en-US/investmentguide/investorsguide/Pages/SpecialInvestmentZones.aspx 
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 Box 1 Dubai: Jebel Ali Free Zone 

 Dubai’s Jebel Ali Free Zone (JAFZ), focussed on logistics and warehousing, is often cited as the 
prototypical global free zone. Founded in 1985, it offers an exemption from some of Dubai’s laws (for 
instance in terms of publishing content), corporate income tax and any tariffs. JAFZ is regulated by a 
dedicated government agency – the Jebel Ali Free Zone Authority (JAFZA) – which serves as a one-stop 
shop for investors and an advocate for lowering their costs of doing business from Dubai. While 
warehousing and logistics were the early focus of the zone, it has expanded to include manufacturing 
(including medical, machinery, food processing, textiles and electronics), and light manufacturing 
accounts for the largest sector footprint in the zone with 21% of land use. 

 The Free Zone was developed around the Jebel Ali Port, which was the world’s largest 
manmade port at the time of construction (1979). The zone was established as a key piece of the 
government’s economic diversification strategy and provides significant non-oil revenue. JAFZA is now 
home to more than 6,500 investors and produces nearly a third of the Emirate’s GDP. The zone is 
associated with the creation of 115,000 jobs. For an investor to establish in the free zone, it must commit 
at least AED 1 million (about £200,000). 

 Dubai has leveraged the brand of Jebel Ali to expand its reputation as a place that is ‘open for 
business’. There are now more than 20 free zones now operating in the Emirate. Other zones include 
sector and infrastructure-focussed zones such as the Dubai Airport Free Zone; the Technology, E-
commerce and Media Free Zone; Dubai Internet City; Dubai Health Care City, all with separate zone 
operating authorities that work to deliver solutions for their respective tenants. Dubai’s zone operators 
are recognised globally and have been brought in to develop zones elsewhere (JAFZA’s international arm 
is developing and managing the Djibouti Free Zone) and trade and investment projects in other countries 
(including DP World, which operates a UK port at London Gateway). 

 Incentives offered to investors entering Dubai’s free zones represent the most generous 
financial offer for investors internationally and include complete tax holidays and access to 
infrastructure. Cheap (and sometimes free) utilities, including water and energy, are significant benefits. 
Although these fiscal and financial incentives exceed the offer in most other free zones globally, 
investors cite access to strategic infrastructure (airport and ports) and the ‘one stop shop’ account 
management model as key draws. Regulatory incentives differentiate the free zone from the business 
environment elsewhere in the Middle East, including legal carve outs, accommodations for English 
language and relief from foreign currency controls. JAFZA offers serviced land and pre-built offices and 
warehouses, allowing investors to begin operations without waiting for development and construction. 
Dubai recovers costs of operating free zones from operational fees in the zone, such as rent and licensing 
fees. Customs is offered on-site, supporting firms to sell products into the domestic market. 

 Source:  Gunson (n.d.); Locus Economica (2019); JAFZA (2004); Balakrishnan (2008) 



 

 

12 
 

  



 

 

13 
 

  

 Box 2 Singapore – Jurong Island Petrochemical Free Trade Zone 

 The Singapore model is one of close coordination between government and foreign investors. 
The Economic Development Board serves as the investment promotion agency for Singapore, 
coordinating government policies to present an attractive offer to investors and markets Singapore to 
companies in major international commercial centres. Ministries collaborate directly with investors 
through tripartite workforce development committees, which bring together labour, business and 
government stakeholders to implement skills development plans that provide investors with a trained 
labour pool. Investors can access priority visas for foreign entrepreneurs, receive automatic duty and tax 
relief on imports and gain proximity to leading research institutions. Free Trade Zone authorities, 
including Jurong Town Corporation, are responsible for developing and managing FTZs, including offering 
one-stop shop services. 

Fiscal and financial incentives offered to foreign investors are globally competitive, but stop short of 
waiving all taxes. Incentives offered to foreign investors include: 

● Land Intensification Allowance, which provides a tax credit for capital investment that leads to 
upgrading of industrial land to higher value-added activities; and, 

● Headquarters programmes (specifically the Pioneer Certificate and Development and Expansion 
Incentives), which allows for a lower corporate tax rate (5-10% for 5 years) for companies that 
establish a regional base in Singapore and meet employment, investment, training and technology 
transfer criteria. 

Singapore’s Jurong Island Free Trade Zone has successfully attracted investments in excess of $50 billion 
since 2009. Over 100 enterprises generate in excess of 8,000 new jobs. FDI within the chemicals sector 
accounted for 8% of total manufacturing FDI within Singapore in 2015, and approximately 2% of national 
FDI in-flows. Whilst this is a relatively modest contribution, it should be noted that, nationally, the 
industry only accounts for 4% of total manufacturing employment and 3% of total enterprises.  

Jurong Island was purpose built as a regional business hub for petrochemical companies. Jurong Town 
Corporation (JTC) serves as both the zone developer and operator, delivering physical infrastructure in 
response to investor needs as well as offering a one-stop shop for information and assistance for foreign 
companies in the zone. The island includes sector-focussed hubs to support agglomeration effects, 
supply chain integration and shared infrastructure. JTC also develops social infrastructure to improve the 
quality of life of employees and their families. In order to reduce the risk for first mover tenants, JTC 
invested in companies willing to locate in the FTZ and has contributed to training costs, while identifying 
local suppliers to support production in the FTZ. 

The development and subsequent marketing of Jurong Island FTZ as a home for chemicals processing in 
the region has attracted many of the sector’s global leaders to Singapore. Since its inception Jurong 
Island has grown to be considered one of the world’s largest and fully integrated petro-chemical parks. 
The Chemical hub is home to 95 leading petroleum, petrochemical, speciality chemical supply chain 
operators such as BASF, Lanxess, Exxonmobil, Dupont, Mitsui Chemical, Chevron Texaco, Shell, 
Sumitomo Chemical, CIBA and Huntsman, including many of these global companies’ regional 
headquarters. Jurong Island generates approximately $2.4 billion in petrochemical exports annually.  

Source: COMCEC (2017), AIChE (2013), EDB (2016), 
https://ink.library.smu.edu.sg/cgi/viewcontent.cgi?article=2922&context=soe_research 
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2.4 A free zone regime fit for the UK 

 

 

2.4.1 Objectives of a UK Free Zone Policy 

Section 2.1 highlighted some of the challenges facing the UK economy. To recap, these include: 

● sluggish productivity growth; 

● a slowdown in investment;  

● a chronic trade deficit; 

● a business environment which has fallen behind world leaders; 

● low growth in manufacturing sector; and, 

● an unequal pattern of growth.  

 

2.4.2 Alignment with priority sectors in the UK’s Industrial Strategy 

A well designed and ambitious free zone policy has the potential to overcome these challenges and to stimulate 
investment and growth in high value, productive and strategic sectors (including those highlighted in the UK’s 
Industrial Strategy). As shown in Section 2.3, free zones have been used around the world to overcome barriers 

 UK free zones can offer a comprehensive package of financial support and administrative 
streamlining to assist businesses to overcome barriers to investment in productive activities and 
contribute to a rebalancing of the UK economy. Even a basic free zone regime offers some financial, 
cashflow and administrative advantages, although a more ambitious package will be required to have a 
significant impact on investment decisions. The marketing benefits of a free zone policy may also be 
almost as important as the regulatory and commercial offer. A Free Zone Policy gives the UK an 
opportunity to market itself and compete as a top international destination for investment. 

 At the macro level, freeports must be able to offer lower levels of taxation and less burdensome 
regulations than exist outside. Those conditions are crucial for attracting new business, creating jobs, and 
encouraging start-ups. Freeports also need to be able to curb bureaucratic administration by having both 
automatic concessions and collective processing – Simon Clarke MP 

Recommendation 1. The objectives of a UK Free Zones Policy 

The Government should consider identifying a small number of focussed objectives to be delivered by free 
zones. These may include: 

● encourage investment in trade-orientated business; 

● encourage investment in high productivity business and sectors; 

● improve competitiveness of key sectors through the benefits of agglomeration; 

● rebalance the economy in terms of North-South participation; and, 

● overcome the weakness in certain areas of the UK regulatory environment. 
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to investment and growth. The UK Government has an opportunity to develop a comprehensive and 
competitive offer to attract new investment into productive sectors and rebalance the economy. Even a basic 
free zone package can reduce the administrative burden involved in applying for inward processing relief and 
can provide cash flow gains from the deferral of VAT and duties. More ambitious offers, which combine 
material financial packages with improved ease of doing business and investor support have been successful 
in attracting investment in high value sectors, such as chemicals, life sciences and logistics: 

The chemicals sector particularly benefits from agglomeration. Supply chains are highly interlinked, with by-
products of one transformation process acting as inputs into others. It benefits from the shared infrastructure 
of colocation, including storage facilities and pipe networks. It is R&D intensive and benefits from knowledge 
spillovers through the work force. The sector currently faces challenges from increasing global competition, 
high energy and environmental compliance costs and skills shortages as barriers to attracting foreign 
investment. Free zones can be used to address constraints in the chemicals sector by reducing frictions to 
trade, building industrial clusters which increase productivity and pockets of skills, by providing fiscal incentives 
to support R&D costs and by providing access to lower cost, clean energy.14 With intermediate products 
crossing the channel several times in complex manufacturing supply chains, removing the frictions on entering 
the UK would partly offset some of the risks currently faced by the sector. 

 

The Life Sciences Industrial Strategy notes the high levels of global competition for internationally mobile 
investment. Key competitors, such as Singapore and Ireland, offer a combination of low tax environments; 
grants, loans and ‘in kind’ support equivalent to 10% - 15% of investments, and effective marketing and 
account management of multinational companies. The Life Sciences Industrial Strategy recommends the UK 

                                                           
14https://www.parliament.uk/documents/commons-committees/Exiting-the-European-Union/17-19/Sectoral%20Analyses/7-Sectoral-Analyses-

Chemicals-Report.pdf,  https://www.cia.org.uk/LinkClick.aspx?fileticket=2JL_YBGG8OY%3D&portalid=0  

 Box 3 The UK chemicals sector  

 The UK chemicals sector accounts for £20 billion of the UK economy’s Gross Value Added and 99,000 
direct jobs, while supporting £200 billion worth of downstream activities (UK Department for Business Energy & 
Industrial Strategy, 2018). Chemicals and chemical products account for 9.5% of UK manufacturing GVA and 18% of 
total exports. Chemical production is concentrated in four main clusters – Hull, Teesside, Runcorn and 
Grangemouth. 

The sector includes sub-sectors of strategic significance, sitting at the top of UK chemicals supply chain, and which 
have a large UK employment and investment footprint: petrochemicals and basic inorganics which make up large-
scale bulk commodities used in chemical sub-sectors further downstream; and polymers and consumer chemicals 
supplying high-value downstream sectors (e.g. aerospace, automotive, pharmaceuticals). There are also a number 
of high-growth sub-sectors which have increasing revenues and trade surpluses in high-value speciality chemicals 
which supply growing downstream markets (e.g. healthcare, services, agriculture), and niche markets that are not 
catered for by low-cost economies (e.g. China, the Middle East), which tend to focus on producing bulk chemicals. 
The UK has a competitive advantage in innovative and high value products due to its strong R&D base. 

The sector has complex supply chain flows with multiple border crossings of intermediate products in the supply 
chain. For example, companies which are active in the specialty chemicals sector often source the raw materials 
they require from EU based companies, using them to make a further product which is then exported. According to 
OECD data, 16% of the value embodied in UK chemical sector exports comes from EU-27 inputs. 

The sector is, therefore, highly concerned with the impact of Brexit on frictionless trade with the EU. Molecules, 
feedstocks, raw materials or basic chemicals can cross EU borders on multiple occasions during the development of 
products. The manufacturing supply chains are well established, with materials crossing the channel four or five 
times for some complex products. 
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should optimise the fiscal environment for manufacturing investment and support the growth of clusters and 
networks. Free zones can be used to help the UK compete on a level playing field, by providing a vehicle for 
fiscal and financial incentives at the required levels of support, by targeting these incentives towards the high 
R&D costs faced by the sector, and providing the soft infrastructure and investor care offered elsewhere. 

The UK’s Clean Growth Strategy predicts that the UK low carbon economy could grow by an estimated 11% per 
year between 2015 and 2030 – and deliver up to £170 billion of export sales of goods and services by 2030. The 
challenge posed by this strategy is related to developing advanced manufacturing of technologies and kit 
required for the low carbon transition globally. However, investors in new technologies face high levels of risk 
and uncertainty. A free zone which provides significant financial support to investors can help mitigate these 
risks, whilst creating regional clusters that can help diffusion of knowledge and skills. 

The logistics sector is also a major potential beneficiary of free zones. The deferral of duties and exemption for 
re-exported goods would provide a major cash flow benefit. Although the sector is not often raised as a 
strategic priority, it plays a vital role in supporting the UK’s competitiveness by reducing the costs of trade, 
benefiting businesses and consumers. 

2.4.3 Developing a compelling offer 

In order to attract additional investors from outside the UK, a UK Free Zones Policy must offer a compelling and 
internationally competitive mix of trade-focused incentives and regulatory support to businesses.  The success 
of previous programmes, including the Regional Growth Fund and the Enterprise Zones, provide a helpful 
precedent. International examples show what it takes to be globally competitive, but a Free Zone Policy fit for 
the UK will require tailoring of a free zone incentive package reflecting its unique strengths and challenges.  
This should not be seen as a ‘race to the bottom’ for tax purposes, but an opportunity for the UK to promote 
itself as a top place to do business. 

The level of incentives offered varies across countries. At one extreme, a basic offer may be limited to the 
standard customs duty exemptions currently provided for by EU free zone regulations and mirrored by inward 
processing relief. At the other extreme is a package of broad tax and duty exemptions, coupled with capital 
grants, more akin to the offers of free zones in the Middle East.  

The final decision of what a Free Zone Policy should offer will inevitably be influenced by the post-Brexit trade 
regime and any associated state aid restrictions. These span from remaining in the European Customs Union 
or European Economic Area (with relatively little change from current regulatory landscape) to a ‘hard Brexit’ 
which would revert to World Trade Organisation maximum tariff levels, while negotiations on bilateral and 
multilateral trade agreements begin. Tariff, tax and state aid requirements vary across this spectrum, though 
a basic portfolio of rules is required by existing international agreements to which the UK is a party.15  

The incentives considered for a UK free zones offer reflect the realistic set of incentives that the UK can extend 
while complying with international rules. Most are compatible with current limits on State Aid. More extreme 
incentives, such as zero-rate tax (as offered in Dubai’s free zones) are not proposed. 

2.4.4 Fiscal and financial incentives  

Fiscal and financial incentives range from deferral of duties to direct grants supporting investment. At minimum, 
a basic model of free zones would include duty and VAT deferral on any imports entering the domestic customs 
area from a free zone, payable when they leave the free zone, and duty exemption on any imports to the free 
zone that do not enter the domestic customs area. The most ambitious incentives packages would include 
broader tax exemptions or cash grants to support human and physical capital investments.  

                                                           
15 These include the World Trade Organisation, World Customs Organisation, Organisation for Economic Cooperation and Development and the 
Convention on International Transport of Goods Under Cover of Transport Internationaux Routiers Carnets, all of which apply to the UK regardless of 
its status with the Europe. 
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In the discussion which follows, incentives are valued from the perspective of a ‘typical’ £105 million 
investment in the chemicals sector in the Tees Valley, with an annual turnover of £57 million and pre-tax profit 
of £10 million. All values are in net present value (NPV) terms.16 Further details are provided in the Technical 
Appendix. 

Replicating the benefits of inward processing relief and bonded warehouses with simplified procedures is a 
minimum requirement of a free zone. Existing IPR and duty deferral for goods stored in bonded warehouses 
can be simplified to reduce the administrative costs associated with them. Free zones do not offer a significant 
financial advantage compared to existing IPR procedures.17 For products with relatively low tariffs (e.g. 3%), 
this benefit is likely to be fairly limited. A recent study assessed the average benefits of tariff deferral at 0.04% 
of the value of imported goods (Serwicka & Holmes, 2019). However, they may provide reduced administrative 
costs, and extending them to cover VAT on imported goods may offer more significant short-term cash flow 
benefits.  

As of the time of writing it remained unclear what trading arrangements would exist between the UK and EU 
after the Brexit negotiations. Although the proposal put forward by Government would maintain the status 
quo, including membership of the Customs Union, for an unspecified time, the government has also published 
‘no-deal’ tariff plan that would involve some additional tariffs on imports from the EU, but reduce current 
tariffs from many non-EU imports (UK Government, 2019). Free zones can help to mitigate the risks to 
businesses concerned about future tariff and non-tariff barriers on trade with the EU and third countries. 

Exemptions on duties on capital equipment can promote capital investments in free zones. IPR does not extend 
to imported capital equipment as it is not directly reexported, but duty exemptions on these imports can be 
included in an extended regime for free zones. These savings could be more pronounced given the magnitude 
of initial capital investment, but current tariffs on machinery are low (between 1% and 3% in the EU) (World 
Trade Organization, 2017). 

While low headline corporate income taxes are often offered in free zones, these incentives may not amount to 
a significant value in the early years of an investment. Decreasing the corporate tax from 17% to 12.5% (in line 
with Ireland), would save the typical chemical investment £5.8 million over 25 years.18 Lower corporate tax 
rates may conflict with measures to control profit shifting and tax evasion in place through the OECD’s Base 
Erosion and Profit Sharing Framework.19 Benefits only kick-in once a business starts making profit and 
therefore do not help de-risk initial investment in the face of uncertainty. Many investments may take several 
years to become profitable, meaning that benefits are delayed. Corporate tax cuts have the highest value to 
the most profitable businesses, which may lead to displacement of investment that would have otherwise 
gone ahead at national tax rates. Further, a differential tax rate in free zones may complicate the business 
environment, requiring companies operating both in and out of a zone to pay tax on separate profits, 
increasing the cost of doing business. However, headline corporation tax rates are easy to compare and often 
used to benchmark the attractiveness of investment destinations, and so should not be entirely discounted. 

Rather than lower the headline corporate tax rate in free zones, capital allowances against corporate tax bills in 
free zones can incentivise productive investment through a competitive fiscal package. As with reductions in 
corporate tax rates, these only benefit profitable businesses. However, unlike reduced headline tax rates, the 
nominal value of credits can be inflated in line with business costs-of-capital, ensuring that they maintain their 
value.20 Capital allowance benefits can be valued as follows: 

                                                           
16 Net Present Values in this paper are calculated over 25 years using a discount rate of 3.5% in line with HM Treasury Green Book guidance.  
17 We assume IPR would be extended to cover export to the EU in the event the UK leaves the European Union without a trade deal. 
18 Assuming chemicals investment generating £10 million per year in profits would pay corporate income tax of £2.4 million per annum (from 2020). 
19 http://www.oecd.org/tax/beps/beps-about.htm#BEPSpackage 
20 The public sector generally uses a lower discount rate (3.5%) than the private sector (where costs of capital may be around 7%). This means that 
the net present value of future tax exemptions represents a higher ‘cost’ to the treasury than the corresponding value placed on them by business. 
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● For the typical chemicals investment, the current capital allowance (8% per year) would offset most of 
the taxable profits in the first few years (assuming it was profitable from the start) and be worth £2.3 
million for the typical chemical investment over 25 years;21 and, 

● 100% capital allowance in the first year (as offered in assisted area Enterprise Zones),22 would not have 
a significant additional benefit for the typical chemicals investor, given low expected profits in the first 
years of the investment. If the investment was part of a wider group with taxable profits in the UK in 
excess of the value of the zone investment, the full benefit of a 100% capital allowance could 
potentially be realised in the first year, worth over £17 million. 

Grants to free zone investors for capital allowances can have similar (and more direct) benefits. In the recently 
concluded Regional Growth Fund, grants accounted for around 30% of capital expenditure. RGF-style funding 
would likely be in the range of £5 million (the average grant award) to £18.5 million (the maximum under EU 
state aid rules) for the typical investor modelled.23 In addition to the cash value, grants are attractive to 
investors in that they transfer risk to government, reducing the initial investment that requires a return. 

Tax allowances for research spending can also be a part of an attractive incentive package while promoting 
productivity-enhancing activity in free zones. As with other measures which reduce the corporate tax bill, these 
are only beneficial to businesses making a profit. 

● For the typical chemicals investment, spending around £3 million in R&D each year, the relief from 
existing R&D allowances (corporate tax allowance equivalent to 12% of R&D expenditure) is worth £1 
million over 25 years; and, 

● An increase in the Research and Development Expenditure Credit from 12% to 100% of the qualifying 
R&D expenditure would decrease the total tax burden by £7.3 million for the typical chemicals 
investment over 25 years. 

Direct grants or tax allowances for human capital development in free zones present a further incentive to 
develop a skilled workforce in communities around free zones. Government co-investment in training and 
apprenticeships for relevant sectors are important to develop a sustainable workforce in communities 
surrounding any free zone. Grants for 100% of training costs could amount to 3% of the wage bill for the typical 
chemical investment, worth £2.8 million over 25 years. 

A five-year exemption from employer National Insurance contributions would be worth about £3.5 million to 
the typical chemical investment, while a 10-year exemption would be worth £6.4 million.  

Capital investments that add value to land in free zones can be incentivised through relief from business rates 
in free zones. Decreasing the business rate by half to would reduce tax liabilities by £1.1 million for the 
modelled chemical investor whereas a full exemption from the business rate would increase the benefits to 
£4.2 million over 25 years. Business rates will impact public finances different to other exemptions, as a share 
of receipts are retained by local authorities, many of which are already facing reduced budgets, and as such 
business rate reductions may be less attractive at the local level. 

The analysis shows that targeted reliefs and tax credits can be as valuable to investors as a reduction in headline 
corporate tax rates, as summarised in Table 1. Whilst headline rates gain a lot of attention because they are 
easy to benchmark, the most meaningful support to an investment is likely to be grant funding through a 

                                                           
21 Assuming the company is not part of a group that operates in additional locations in the UK but outside of the free zone and whose collective 
profits capital allowances can be claimed against 
22 Enterprise Zones, https://enterprisezones.communities.gov.uk/about-enterprise-zones/  
23 Under EU State Aid rules, direct grants from Government can account for up to 25% of large business investments, and 45% of small business 
investments, up to £14.5 million.  In practice, average grants awarded in the recently concluded Regional Growth Fund (RGF) were around £5 million 
and, on average, each £1 of RGF money leveraged £2.26 of private investment, suggesting that RGF-supported projects tended to account for around 
30% of capital expenditure costs. 
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regionally targeted fund. R&D credits can offer larger benefits than discounted corporate tax rates to research 
intensive industries, such as life sciences and chemicals, whilst avoiding any unintended consequences. A 10-
year business rate holiday and 10-year exemption from employer National Insurance payments can bring 
comparable tax benefits to reduced corporate tax rates, whilst enhanced capital allowances have significantly 
higher potential value if they can be used to offset wider group profits in the short term. 

Table 1 Impact of current and potential fiscal benefits for a typical investment of £105 million in the chemicals sector 

Business taxes 
NPV over 25 years 
(£ million) 

% of CAPEX 

Regional Growth Fund grants 

£5 million 5 4.8% 

£14.5 million 14.5 13.8% 

Reduced business rates 

0% (up to £275k over 5 years) 0.3 0.3% 

50% for 10 years 1.1 1.0% 

0% for 25 years 4.2 4.0% 

Enhanced capital allowance 

100%  2.3 2.2% 

Reduced corporation tax 

12.5% 5.8 5.5% 

Reduced employers’ national insurance contributions 

0% for 5 years 3.5 3.3% 

0% for 10 years 6.4 6.1% 

R&D tax credit 

50% 3.1 3.0% 

100% 7.3 6.9% 

Inward processing relief   

Duty exemption on imports used for production of extra-EU exports 1.3 1.2% 

Tariff inversion 

Hypothetical tariff wedge of 1% 2.1 2.0% 

Duty deferral 

Time in inventory in free zones = 3 months 0.1 0.1% 

 

Notes: Assumes a corporation tax rate of 17% unless otherwise stated 
Source: Vivid Economics.  
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In Section 3.3, we model the potential fiscal impacts of three illustrative packages of incentives, ranging from a 
modest ‘basic’ package to a generous ‘global max’ package, for investment into a proposed pilot free zone in the 
Tees Valley. A summary of the three models is provided in Box 4. These are not intended to be prescriptions 
for the UK Free Zone policy. Ultimately, the level of public support, and the specific combination of incentives, 
will be a policy decision. The key message is that incentives need to be significant relative to the size of the 
investments the UK is seeking to attract, and should be targeted towards the activities the UK wishes to 
promote. 

Recommendation 2. Fiscal and financial incentives offered in a UK Free Zones Policy  

Incentives should reward investment in productivity enhancing activities, such as capital investment, R&D 
and training. The UK Government should consider a package of incentives which include a combination of 
some or all of the following: 

● duty, excise and VAT deferral for imported goods and equipment 

● duty exemptions on imported inputs into exported final products, as well as for untransformed 
reexports; 

● duty exemptions on capital machinery and equipment; 

● tariff inversion for transformation of imports for further sale into the domestic economy;  

● corporate income tax allowances for productive development of capital, including 

o expanded capital allowance, especially for activities that enhance land productivity; 

o R&D allowance;  

o training allowance; 

o business rate relief for free zone floor space;  

● lower headline corporate tax rates should be considered as they are often used to benchmark 
investment destinations, but may not directly promote productive investment; 

● reductions to employer national insurance contributions; 

● VAT exemption from imports and transactions within the Free Zone, and with zero-rating for 
sales by domestic suppliers into the Free Zone; 

● Co-investment in training; and, 

● Free zone windows in announced funding programmes such as the Stronger Towns Fund, 
Industrial Strategy Challenge Fund and British Patient Capital programme to provide grants for 
capital projects, infrastructure and R&D activities aligned with the Industrial Strategy.  

The value of the package of incentives needs to be significant relative to the size of investments, in the 
10-30% range. This is in line with experience from the Regional Growth Fund, State Aid rules and 
recommendations from the Life Sciences Industrial strategy mentioned above. 
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2.4.5 Hard infrastructure incentives 

Many countries couple major infrastructure projects with free zones in order to offer investors preferential 
access to transport and distribution networks. Access to Jebel Ali’s port and Korea’s Incheon airport are key 
elements of these free zones’ offer. Continued investment in upgrading infrastructure and expanding 
connections to domestic and international markets are critical for attracting investment – both in free zones 
and nationally. Although investment in infrastructure can be appraised independently of free zones’ fiscal 
regime, it is vital for their success. Access to ports of entry will remain key for free zones, given the trade and 
import focus of associated incentives. 

The availability of land with access to strategic infrastructure is a key benefit that investors cite as important in 
their decision in invest in zones. International free zone offers sometimes include subsidised (or even rent-
free) premises or state-funded superstructure. A survey of inward investors into UK Enterprise Zones in the 
1990s found that an attractive physical environment, the availability of land, premises and good infrastructure 
were key factors in their location decision and contributed to subsequent growth (Potter & Moore, 2000). 
Allowing for expedited planning increases the value of available land to investors, tightening cash flow on 
capital expenditures and reducing administrative costs. For some sectors (e.g. chemicals and processing), close 
proximity facilitated by free zone designation allows firms to share inputs and convert waste products to 
feedstock in an industrial symbiosis layout enabling significant cost efficiencies. 

The UK’s free zone offer can be enhanced with local coordination of infrastructure and utilities to meet investor 
needs. For example, where local authorities are key stakeholders or even owners of airports, rail lines and road 
spurs in the vicinity of a free zone, these assets can be optimised to support free zone business through end-
to-end customs tracking, engagement of free zone investors in route planning and extension of services to 
include free zone access.  

Encouraging low cost energy production in free zones can provide significant cost savings to investors. Where 
free zone businesses have the capacity to generate electricity directly (or through a local consortium), private 
wire access can offer substantial reductions in energy costs (for example, up to 30% of energy costs in Tees 
Valley, which can be significant in industries such as the chemicals sector).24 High relative industrial energy 

                                                           
24 Estimated cost savings by Local Enterprise Partnership. 

 Box 4 Three free zone models 

The analysis in section 3.3 considers three models of free zone incentives, which fiscal and financial 
incentives vary across: 

● a ‘basic free zones’ model combines the business rate relief (0% up to a cap of £275,000 for five 
years) and enhanced (100%) capital allowances which are offered separately in different 
Enterprise Zones; 

● an ‘enhanced free zones’ model includes the enhanced capital allowance in the basic model, 
together with a 50% reduction in business rates for 10 years, a 50% tax credit for R&D 
expenditure, and a five-year exemption from employer’s national insurance contributions; and, 

● a ‘global max’ free zones model assumes an ambitious set of incentives which are internationally 
competitive. These include complete and permanent exemption from business rates, the 
enhanced capital allowances provided in the basic and enhanced models, 100% tax credits for 
R&D expenditure, a reduced headline corporate tax rates to 12.5%, and a 10-year holiday on 
employer’s national insurance contributions. 
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costs are cited as an important consideration in investors location decisions and the UK Government has 
committed to lowering energy costs while continuing to decarbonise the country’s fuel supply.25 

  

 

2.4.6 Soft infrastructure incentives 

Soft infrastructure incentives offered through free zones can be effective in reducing barriers to investment 
through the provision of information and reduction of approval timelines. Perceptions of bureaucratic hurdles 
as a barrier to doing business in the UK persist (Schwab, 2018). A full list of non-fiscal incentives considered is 
provided in the appendix to this report, but only relevant incentives appropriate for inclusion in the UK free 
zone offer are discussed here.  

A ‘one-stop shop’ for each zone is a key benefit to help foreign investors access information required to invest 
and navigate the regulatory landscape once operating in the UK. Successful free zones (including Jurong Island 
and Jebel Ali) offer one-stop shops that serve as account managers for zone businesses, providing information 
on regulatory developments, linking investors to domestic supply chain businesses and supporting bids for 
expansion to home offices around the world, including expediting visas for employees. For investors 
considering entry into the zone, one-stop shops provide an essential contact point to answer questions and 
build a business case for investment. At present, the various incentives available to investors are dispersed 
amongst different programmes and funds, administered by different authorities and awarding authorities. A 
one-stop-shop should consolidate and repackage existing and zone-specific incentives available to investors, 
reducing the costs of researching and applying to different schemes. 

Automatic concessions for firms operating in free zones are necessary to minimise administrative costs faced by 
investors. Businesses report significant costs and frustration in accessing current customs-related incentives 
in the UK, including inward processing relief. In line with self-assessments and automatic exemptions offered 
in free zone regimes in Europe and the United States, UK free zones should offer automatic concessions from 
duties, excise and VAT on any imported goods, and simplified customs declarations and filings required by UK 

                                                           
25 https://www.ft.com/content/2ffd8d62-0828-11e8-9650-9c0ad2d7c5b5 

Recommendation 3. Hard infrastructure incentives offered in a UK Free Zones Policy 

Investment in infrastructure is vital for maintaining the competitiveness of the UK economy and a pre-
condition for a successful free zone. The UK Government should consider a package of incentives which 
include a combination of some or all of the following: 

● Communicate a commitment to invest in significant levels of national infrastructure funding (e.g. 
£32 billion in infrastructure spending laid out in the UK Industrial Strategy), including a focus on 
improving the business environment through infrastructure strengthening; 

● Coordination of local infrastructure assets with free zone to ensure 1) free zone access and 2) 
end-to-end customs treatment for traded goods; and, 

● Private wire concession to allow for energy costs savings where free zone businesses have local 
generation capabilities. 

We do not want to propose ideas, whether in a freeport or another setting, that would lower environmental 
standards or indeed workers’ rights. We have been clear that we see leaving the European Union as an 
opportunity to not only protect those rights but enhance them. No proposals should be at the expense of 
the environment, workers’ rights or other things in our regulatory framework that we are proud of as a 
country and want to see continued or enhanced – Robert Jenrick, the Exchequer Secretary to the Treasury 
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customs authorities. Together with reduced filing requirements, VAT exemptions can also improve the cash 
flow for a typical investor.  

Devolving planning and development powers, either to zone managers or (where they are in place) regional 
authorities, can allow for the development of investor relevant zones and regional infrastructure that meets 
investors’ stringent requirements. Inward investors in the UK’s Enterprise Zones cite relaxed planning controls 
and procedures and faster property development as important to the growth of their company (Potter & 
Moore, 2000). Devolution of internal planning approvals, basic infrastructure development, and utilities such 
as energy generation and distribution, water and waste treatment to the zone manager, as currently offered 
in some regional Growth Deals, will create a competitive environment for capital investment in UK free zones 
and should be considered in any free zone offer. By lowering production costs and shortening infrastructure 
development times, devolved planning permissions can improve the productivity of businesses operating in 
UK free zones and the attractiveness of the UK to foreign investors. 

Finally, a designated coordinating authority for free zones and their tenants to central government is important 
to ensure coordination and cohesion between free zones throughout the UK. An independent (from sector 
ministries or sectors) free zone regulator with a national portfolio is important to provide expert review of free 
zone operations and incentives and to coordinate cross-government efforts to improve the business 
environment for zone investors. This regulator should coordinate inputs and requests across relevant 
ministries to support free zone development, including managing the necessary regulatory processes for 
establishing and operating free zones in the UK, approving and developing new free zones, free zone build-
out and evaluating the free zone policy at regular points in time. In contrast to a national regulator, individual 
zone-specific operators can be public (for example, a Mayoral Development Corporation) or private, but 
should report to the national regulator. Zone regulators in both Dubai and Singapore often delegate specific 
zone operations to a subsidiary or contracted firm. The zone operator should have responsibility for servicing 
investors in their respective zone, providing a one-stop shop service and raising issues and concerns from 
investors to the national regulator. Internationally, where free zone regulators sit within government vary 
across examples, including within ministries for trade and industry (Singapore, Korea) or directly reporting to 
the prime minister (as in Jebel Ali, Jordan, Macedonia).  

 

Recommendation 4. Soft infrastructure incentives offered in a UK Free Zones Policy  

The UK Government should consider a package of incentives and institutions which include a 
combination of the following: 

● Automatic concessions for VAT relief, IPR, other duty exemptions via an annual or quarterly 
customs registration procedure for free zone businesses; 

● Devolution of energy generation and distribution, planning and development authorities and 
capital for infrastructure to a free zone manager or regional authority where appropriate; 

● Onsite customs facilities, including to track and verify Rules of Origin;  

● A system of national governance for free zones, including an inter-ministerial task team to  
coordinate, implement and promote a national Free Zones Policy; and, 

● The designation of an independent national regulator sitting within the Cabinet Office or BEIS, 
with representation from DIT, empowered with explicit responsibility to promote Free Zones 
globally and service agreements developed with line ministries. The regulator could be 
established as a quango that feeds into either the Cabinet Office or BEIS. The advantage of 
reporting to the Cabinet office is the direct engagement of the Prime Minister to resolve any 
disputes with line ministries. 
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2.4.7 Marketing 

A free zones policy can attract investors to the UK by signalling a competitive business environment by leveraging 
the global free zone brand. In appraising different investment locations, investors will review the incentives 
offered by different countries. Although it is not a substitute for a fiscal and financial package that meaningfully 
impacts the expected returns on investment, the very fact that the UK has a free zone policy may be enough 
to attract significant interest and enquiries. It is a signal of intent and has a positive marketing value. Several 
international case studies have shown that free zones can attract significant investment into their host region, 
including in Singapore, Turkey and Dubai.  

Marketing of a UK free zones should replicate international best practice. This includes investment in client 
relationship management systems, dedicated account managers with sectoral expertise, who can identify 
potential international investors and ‘hand-hold’ them through administrative procedures. DIT should play a 
key role, for example by establishing a regional presence in the zone. It should promote the free zone offer, 
creating a distinctive free zone brand which draws upon the UK is GREAT campaign. 

 

The optimal combination of incentives must be further grounded in solid analysis, and stakeholder benefits must 
balance policy objectives with effective investment attraction. We recommend the government issues a Green 
Paper setting out preferred options and proposals for a Free Zone Policy and invites feedback from the private 
sector to confirm which combination of incentives is likely to have the biggest impact on investment. 

  

Recommendation 5. In order to effectively market UK free zones the Government should consider: 

● Establishing a ‘UK free zones’ brand to communicate the UK’s offer relative to regional 
competitors (which are likely to be constrained by EU Customs and State Aid rules); and, 

● Launching the ‘UK free zones’ brand globally through DIT campaigns and the global network of 
diplomatic posts through the Britain is GREAT campaign. 

Recommendation 6. Government Green Paper on Free Zones 

In order to focus conversations on a potential UK free zone offer, the Government should develop a Green 
Paper setting out a proposed package of incentives for a pilot (or programme) of free zones in the UK. This 
Green Paper will set out preferred options for a free zone policy, invite feedback from the private sector 
and provide detailed analysis to inform debate on the way forward for free zones in the UK. 
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2.5 The impacts of a national Free Zones Policy 

Previous analysis has estimated the significant benefits which could be achieved through the introduction of free 
zones in the UK. Given the significant variation in the implementation and impacts of free zones globally, and 
the large number of assumptions required to estimate benefits in the UK, there is a correspondingly large 
variation in the available estimates: 

● Centre for Policy Studies (2016) provided an illustrative estimation of the potential benefits, which 
suggests that free zones could create 86,000 jobs by adjusting the size of the impact of Free Trade 
Zones in the USA for the relative size of the UK labour force (Sunak, 2016); 

● Mace (2018) estimated that seven ‘supercharged’ free zones, which combined the benefits of a free 
zone with the benefits already available in UK Enterprise Zones, could boost UK trade by £12 billion, 
create 150,000 jobs in the North of England, and add £9 billion to the size of the UK economy after 20 
years (Walker, 2018); and, 

In Section 3, we model the regional economic impacts of a successful pilot free zone in the Teesport. Our results 
are premised on the assumption that a generous package of incentives supports the South Tees Development 
Corporation in achieving the transformation set out in its Masterplan. Rather than forecast investment, we 
use a series of scenarios linked to the Masterplan and drawing upon international experience of free zones. 
We also adjust our results to allow for conservative assumptions around deadweight and displacement.  

Our results suggest a successful free zone could create £2 billion of additional annual GVA and 32,000 jobs at 
Teesport and in local supply chains after 25 years. Deadweight and displacement could reduce this figure by 
half. Ultimately, the success of the free zone in attracting investment will depend not only on delivering an 
ambitious package of financial support, combined with investments in hard and soft infrastructure and 
effectively marketed to investors, but also on wider economic conditions, including the performance of the 
UK economy post-Brexit. 

To illustrate the potential of a national Free Zone Policy, we extrapolate the results from Teesport to five other 
candidate free zone sites to support sectoral clusters.26 The locations have been chosen following the double 
policy objective of expanding existing industrial clusters and enhancing a more balanced growth across the 
country: 

● an aeronautics cluster at Bristol port, exploiting existing linkages across the Midlands 

● an automobile cluster in Grimsby and Immingham, accessing the West Midlands supply chains 

● an advanced manufacturing site in Hull, seeking to expand the Yorkshire manufacturing sector 

● a pharmaceutical cluster in Liverpool; and 

● food and drinks manufacturing in Belfast, strengthening the regional comparative advantage. 

However, these estimates come with large caveats. It is first unclear whether these sites are as suitable as the 
Tees Valley, which is well endowed with land at a scale not available elsewhere, an underutilised skilled labour 
force, and an existing industrial cluster with existing shared infrastructure, providing a distinct advantage in 
chemicals and heavy industry. Secondly, it is also possible that a larger scale policy will bring decreasing 
marginal returns, more acute general equilibrium effects, and greater displacement, implying lower benefits 
on average. 

                                                           
26 Methodology in Appendix 3.6 
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Table 2 GVA, employment and fiscal effects of a national free zone policy 

Absolute increase in contributions 
to GDP after 25 years 

(£ million) 

Employment 
contributions (jobs) 

Revenue to HM Treasury over 25 years  
(£ million) 

Basic free zone Enhanced free zone Global max free zone 

4,213 70,468 2,739 1,815 678 

Source: Vivid Economics. Figures adjust for a 50% deadweight and displacement effect. 

Assuming that other sites can be as successful as the Tees Valley, a wider roll out of free zones to five other sites 
chosen for their port and existing comparative advantage could mean 70,500 jobs, and a £4.2 billion contribution 
to GDP after 25 years as seen in Table 2.27  

 

 

 

 

 

 

 

Aerial view of the Jebel Ali free port, Dubai 

  

                                                           
27 These estimates account for a 50% displacement effect and focus only on direct impacts, i.e. assuming that supply chain impacts outside of the 
Tees Valley are negligible due to general equilibrium effects. A more detailed discussion is providing in the Technical Appendix. 

Recommendation 7. Government should pilot free zones 

The UK Government should consider piloting a free zone at one or more sites that have a demonstrable 
opportunity achieving agglomeration benefits through industrial clusters. Pilot sites should be located to 
an international port with capacity for increased trade and with substantial land available for 
development. Ideally, pilot sites would also be areas that warrant special assistance, either because of low 
incomes, high levels of broader deprivation or high unemployment. 
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3 The case for a pilot Free Zone in the Tees Valley 

 

3.1 The Teesport opportunity 

 

3.1.1 The South Tees Development Corporation is overseeing the regeneration of Teesport 

The Tees Valley economy hit national headlines in 2015 with the closure of SSI steel works and the loss of 1,700 
direct jobs, with further losses of contractors across the local supply chain. This followed the ending of 
production at Tata steel in the area in 2009. In the wake of the closure of SSI steel, Sajid Javid, then Secretary 
of State for Business, Innovation and Skills commissioned Lord Heseltine to prepare an independent report on 
supporting inward investment into the area. His report noted the LEP area is the 6th most deprived in the UK, 
with an aging population and over-reliance on public sector jobs. His most significant finding was a large jobs 
deficit: in the year to September 2015, the unemployment rate in the Tees Valley was 8.4%, the second highest 
unemployment rate compared to all Local Enterprise Partnerships and relatively high compared to the North 
East (7.6%). The unemployment rate for 18-24-year olds in Tees Valley is 5.1% which is significantly higher 
than the UK average of 1.8%.  

The South Tees Development Corporation (STDC) is overseeing the redevelopment of an area including and 
surrounding Teesport. The redevelopment site covers an area of 1,800 hectares (ha) which includes the South 
Bank Wharf and Prairie Enterprise Zone areas, and neighbours Wilton International and the former premises 
of SSI steel. Teesport is part of the Tees Valley Combined Authority area, a designated ‘a’ assisted area, 
meaning it qualifies for additional exemptions under European state aid laws, the only such designated area 
in England other than Cornwall.28 In 2011, the UK Government announced the launch of the Tees Valley 
Enterprise Zone, consisting of 13 sites, four of which currently offer enhanced capital allowances aimed at 
large manufacturers, including South Bank Wharf and Wilton in Redcar and Cleveland.29 

The port is integral to the Teesside manufacturing complex, incorporating chemicals, engineering, renewable 
energy and agritech. Teesport is the third largest port in the UK,30 and, together with Hartlepool, is the second 
most significant port for trade in crude oil, fourth for liquified gas and seventh for oil products. Teesport is the 

                                                           
28 http://www.ukassistedareasmap.com/ 
29 The Tees Valley Enterprise zone originally consisted of 12 sites, with a 13th added in 2015 (the South Bank Wharf Prairie). 
30 By tonnage. 

Of the UK’s 30 largest ports, 17 are in the bottom quartile of local authorities when ranked by the ONS’s 
Index of Multiple Deprivation. In total, three quarters of these ports are located in ‘below average’ local 
authorities – Centre for Policy Studies, 2016 

Free zones should be rolled out where there are clear opportunities to support agglomeration in strategic 
sectors. Teesport is an ideal site for a free zone. It has the capacity to increase trade volumes, good 
domestic and international transport connections, ample land, and access to key inputs including labour 
and energy. In terms of desirability, it is an area of relatively low income and high unemployment, in one 
of the slower growing regions of the UK, and that has been hit by the closure of several large industrial 
sites in recent years. It has a significant chemicals cluster, appropriately trained workforce and the shared 
infrastructure to drive agglomeration effects and increase the competitiveness of this strategic sector. A 
well marketed and successful free zone site at Teesport could support inward investment of up to £5 billion 
over 25 years, creating 20,000 direct jobs. 
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logistical hub for the commodity chemical and steel companies that contribute to making the region the only 
net exporting one in the UK.31 It handles more than 5,000 vessels each year and around 40 million tonnes of 
cargo. Teesside is the location for the largest integrated chemical complex in the UK—the second largest in 
western Europe in manufacturing capacity. The sector provides inputs to a range of other key industries such 
as aerospace, automotive and life sciences.  

The STDC site has the qualities which make it an ideal location for a free zone focused on increasing the volume 
of trade and industry in the region. The site boasts the space, labour force and shipping capacity required for 
a scale-up of industrial activity. Its unique combination of geography, infrastructure, labour market and 
governance offer the chance to grow an international hub for trade and supply chain processing. It has high-
quality, deep-water and wharf facilities which provide lock-free access to the sea, coupled with excellent road 
and rail services with the capacity for significant increases in trade volumes. There is extensive brownfield land, 
with a limited number of landowners. The proximity to utility companies, including the largest biomass 
generator in the world, allow private wire connections to lower electricity costs, it has an extensive pipe 
network for supplying feedstocks, liquid and gas storage facilities, weighbridges, good security and a surplus 
of steam. The cluster competes internationally for investment and markets with clusters in Rheinhessen-Pfalz; 
Antwerp and Rotterdam; Geleen; the Gulf Coast (USA); Singapore; and Busan (formerly Pusan) in South Korea. 

Figure 3 The South Tees Development Corporation site and Teesport 

 

Source: STDC Masterplan 

                                                           
31 Many of which are members of the Northeast of England Process Industrial Cluster (NEPIC).  
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3.1.2 The investment potential of the Tees Valley site 

The STDC Masterplan sets out an ambition to create 20,000 additional jobs in high-value manufacturing over the 
next 25 years32 within the 1,820 hectares site (4,500 acres). A total of 930 lettable hectares (2,300 acres) is 
ready to receive investments, with the masterplan allocating 728 hectares of land across four broad sectors, 
and 200 hectares for further development: 

● heavy manufacturing - including automotive, battery recycling, power generation and high-tech 
equipment; 

● light manufacturing - including pre-fabricated house manufacturing, industrial displays, undersea 
cables production and manufacturing of consumer products; 

● chemicals - including bulk mineral processing, chemical processing and pharmaceutical products; 
and, 

● logistics - including warehousing, storage terminals and data centres. 

Vivid Economics estimates that achieving the Masterplan ambitions would require £5.2 billion of business 
investment in the site over 25 years. This is equivalent to annual investment of around £200 million across the 
four sectors. Table 3 sets out the distribution of land across these sectors in the STDC masterplan and includes 
Vivid Economics estimates of the associated investment. Further details of our calculations can be found in 
the Technical Appendix. 

Table 3 Estimated investment in the STDC site 

Economic sector Land usage (ha) Number of firms 
Associated investment  

(£ millions) 

Heavy manufacturing 489 66 3,777 

Light manufacturing 90 6 652 

Chemicals 103 5 525 

Logistics 45 16 237 

Total (over 25 years) 727 93 5,191 

Note: Land usage, jobs and numbers of firms are based on the STDC Masterplan. Associated investment is 
calculated by Vivid Economics based on capital expenditure per job data reported in the fDi Markets 
database 

Source: Vivid Economics 

Over the past five years, annual foreign direct investment into the North East has averaged around £670 
million.33 This represents 2.7% of total FDI into the UK. The Masterplan implies a significant boost to investment 
in the region, of around 30%, but this remains modest at the national scale, equivalent to 0.8% of national FDI 
inflows, and just 0.11% of total business investment (including both FDI and domestic investment) in 2017. 
Disaggregating by sector, these numbers represent 0.2% of annual national investment in logistics, 2.1% in 
manufacturing, and 0.4% in chemicals sector.34 

  

                                                           
32 Vivid Economics have not independently verified the feasibility of the Masterplan. 
33 fDi markets 
34 Averages over the last five years, based on ONS and fDi markets data. 
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3.2 The suitability of Teesport as a pilot free zone 

 

3.2.1 Deciding where to locate UK Free Zones 

A free zone provides incentives to businesses which invest in a specific geographic site, so Government must 
consider its Free Zones Policy rollout strategy. The enhanced attractiveness of designated free zones as a 
business destination may affect the regional patterns of investment, employment generation and economic 
growth. A range of options present themselves to the Government depending on its appetite for reform, the 
package of incentives it is considering and the balance between different objectives. National rollout may be 
appropriate where incentives have certain characteristics (e.g. enhanced capital allowances) and where 
objectives do not distinguish between different regions. However, the costs of implementing a nationwide 
approach may be high relative to the benefits, as many businesses which already exist or would have invested 
anyway may stand to gain at the expense of the public purse. Alternatively, the use of pilot sites may be 
appropriate where free zone incentives are intended to support regionally disaggregated policy objectives, 
such as rebalancing the economy or developing industry clusters, where the costs and benefits are uncertain 
and approaches need to be trialled, and where displacement effects need to be minimised. 

3.2.2 Criteria for free zone sites 

Free zones need to be in locations with the capacity to develop industrial clusters and increase volumes of 
international trade. To ensure a free zone is feasible, it should ideally be located near a port with capacity for 
significantly increased volumes of trade. It requires land available for (re-)development and good transport 
connections to the domestic market. There should also be a clear strategy for implementation, reflecting the 
priorities of local government and the private sector, and clear governance structures in place. From a 
desirability perspective, the zone needs to minimise the risk of displacement and should therefore target areas 
with slack in the local labour market.  

Free zones should reflect UK regional economic priorities. Given that the risk of displacement cannot be 
completely neutralised and that, therefore, some degree of regional redistribution is likely, the location of the 
zone should align with government regional objectives. One option previously promoted would be to focus on 
aligning a free zone policy with the Northern Powerhouse. However, recognising that even London represents 
a diverse range of areas of relative wealth and deprivation, we would recommend a more nuanced approach 
rather than blunt regional prescriptions, and focus on measures such as local income or MHCLG’s index of 
deprivation. Finally, we recommend that a free zone have a clear strategy for targeting industries which benefit 
from agglomeration effects, such as the chemicals sector, building on and strengthening regional economic 
clusters in high value activity. Table 3 sets out these criteria and assesses the suitability of Teesport as a 
candidate for a pilot free zone. 

 

 

 

The UK Government must consider the extent to which free zones should be rolled out nationwide. In 
selecting appropriate sites to pilot free zones, the government needs to consider both their feasibility, 
based on geography and existing infrastructure, and their desirability, based on economic conditions and 
the prospect of developing new or existing clusters in high value activities that can increase the 
competitiveness of strategic sectors through agglomeration. National rollout may not be appropriate given 
risks of deadweight and displacement, and pilot sites may be preferable, allowing the government to test 
the impacts new regulations and incentives and to develop the UK free zone brand.  
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Table 4 Free Zone designation should be guided by an objective set of criteria 

Criteria Description How Teesport satisfies the criteria 

Capacity to increase 
volumes of 
international trade 

Should be located near a port with deep water 
access to ensure it can support an increase in 
trade and exports in particular, where customs 
border can be redrawn without requiring 
disproportionate, costly investments in 
infrastructure 

Teesport is located at the mouth of the River Tees, 
offering deep water, lock-free access to the sea and 
strong inward transport links mean port has capacity to 
significantly increase trade and industrial activity 

Site with sufficient 
scale and available 
land 

Zone should have sufficient areas of land for 
(re-)development and financially viable plans 
for the (re-)development of the land 

Significant brownfield land for redevelopment with 
limited land owners, at a scale not found elsewhere in 
the UK 

Sufficient transport 
infrastructure 
reducing access to 
markets 

Zone should have good domestic and 
international transport linkages to access 
suppliers and customers 

Teesport has excellent inward road and rail connections 
and is the location of the largest chemicals industrial 
cluster 

Governance and 
buy-in 

Zone should have clear structures in place for 
competent governance, and demonstrate buy-
in from local government, local businesses and 
the community 

Teesport redevelopment overseen by South Tees 
Development Corporation. It sits in the Tees Valley 
Combined Authority, with a successful LEP able to 
navigate an efficient planning process. Local 
government, business and the public are pro-business, 
pro industry and pro-free zone. Local MPs from both 
parties, including Simon Clarke and Anna Turley support 
the idea. 

Supporting regional 
growth 

Zone should be located in an area of relative 
economic deprivation, measured by either the 
Ministry of Housing, Communities and Local 
Government’s Index of Multiple Deprivation or 
in an ‘A’ Assisted Area 

Area comes in the lowest quartile of economic 
deprivation and is an Assisted ‘A’ Area, indicating 
average GDP per capita below 75% of the EU average 

Maximise 
additionality 

Zone should be in an area with slack in the 
local labour market, e.g. with an above average 
unemployment rate, to minimise the risk of 
benefits being undermined by displacement of 
jobs. 

Unemployment in the region is higher the national 
average 

Promote 
agglomeration 
effects through 
industrial clustering 

Zone should build on regional strengths and 
support the development of regional industrial 
clusters which have the potential to generate 
positive agglomeration effects. The zone 
should demonstrate a strategy to prioritise 
investment in export focused, high productivity 
activities, and should minimise the risk of 
displacement. 

Teesport is the logistical hub for the commodity 
chemical and steel companies that are members of the 
Northeast of England Process Industrial Cluster (NEPIC). 
Companies in the Cluster significantly contribute to 
making the region the only net exporting region in the 
UK.  Teesside is the location for the largest integrated 
chemical complex in the UK—the second largest in 
western Europe in manufacturing capacity. The sector 
provides inputs to a range of other key industries such 
as aerospace, automotive and life sciences. 

High value and 
productive activities 
with supporting 
innovation 
ecosystem 

Free zone regime should support activities 
which enhance productivity, such as capital 
investment, training and R&D, and avoid 
distortive incentives such as ‘booking’ profits 
through zone operations 

The proposals set out in this report are for a free zone 
policy tailored towards investment, R&D and training. 
The focus of the Teesport masterplan is for growth in 
manufacturing sectors, including the chemicals sector. 
Manufacturing has outpaced the wider economy in 
productivity growth. 

Source: Vivid Economics 
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3.3 Economic and fiscal impacts of a free zone in Tees Valley 

 

In this section we look at the potential economic and fiscal impacts of introducing a free zone in Tees Valley. The 
economic impacts of a free zone in the region will depend on the scale of investment that can be attracted, 
the sector composition and the business models of these investments. The fiscal impacts of any support to 
these investments will depend on the generosity of any exemptions from taxes and duties relative to business’s 
overall tax contributions.  

3.3.1 Modelling assumptions 

Forecasting business investment is notoriously difficult, as it depends on investor sentiment about the future. 
The Office for Budgetary Responsibility has, for example, consistently overestimated the rebound in 
investment since the 2008 Global Financial Crisis. Instead of forecasting the potential impact of the 
introduction of a free zone on regional investment, different investment scenarios are used to reflect an 
increased propensity to invest in response to the free zone incentives: 

● Our central investment scenario is based upon the STDC masterplan, discussed in Section 3.1, with a 
projected annual investment of around £210 million.  

● We also test an optimistic scenario, where investment enters the site at an accelerated rate (of 
around £350 million per year); and  

● a pessimistic scenario, with slower levels of investment (of around £80 million per year). Further 
details on our investment scenarios are provided in Appendix 2. 

The use of these scenarios means the results should be interpreted as an indicative range of costs and benefits 
of a free zone which successfully attracts investment, rather than a forecast of investment in response to 
particular free zone models. Actual investment in the zone will depend on a variety of factors, including 
macroeconomic conditions, the trade and investment agreements applicable post-Brexit, as well as the design, 
development, operation and marketing of the zone. 

The level of incentives offered in the UK free zones is ultimately a policy decision for the UK Government. At one 
extreme, a basic offer may be limited to the standard customs duty exemptions currently provided for by EU 
free zone regulations and mirrored by inward processing relief. At the other extreme is a package of broad tax 
and duty exemptions, coupled with capital grants and investment witnessed in free zones in resource rich 
Middle East countries. The final decision will inevitably be influenced by the post-Brexit trade regime and any 
associated state aid restrictions in force, even current EU State Aid rules provide significant scope for support 
to businesses in assisted areas. We therefore consider the fiscal implications of each investment scenario 
under three free zone models, representative of this breadth of possibilities. 

We modelled the regional economic and fiscal impacts of a successful pilot free zone in the Teesport, 
based on the ambitious targets set out in the South Tees Development Corporation Masterplan. Our 
results suggest a successful free zone could create £2 billion of additional GVA and 32,000 jobs at Teesport 
and in local supply chains after 25 years. Ultimately, whether a free zone is successful in attracting 
investment will depend both on delivering an ambitious package of financial support, combined with 
investments in hard and soft infrastructure and effectively marketed to investors, but also on wider 
economic conditions, including the performance of the UK economy post-Brexit. Deadweight and 
displacement effects may reduce these benefits by half, although the risks can be mitigated with careful 
incentive design and appraisal of applicants. Nonetheless, our analysis shows that even a generous 
package of incentives which is globally competitive, and worth around 14% of upfront investment, will still 
provide a net positive impact on public sector revenues. 
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Three free zone models covering a range of potential incentives are presented in Table 5. The fiscal incentives 
considered in this paper are not exhaustive, and others, such as stamp duty relief are possible. Although the 
selection of incentives which promote ‘good behaviour’ will be important for the long term contribution of 
free zones, the most important driver of investment decisions will be their value relative to capital expenditure. 
The three models can be summarised as follows: 

● The ‘basic free zone’ combines the business rate relief (0% up to a cap of £275,000 for five years) and 
enhanced (100%) capital allowances which are offered separately in different Enterprise Zones. 

● The ‘enhanced free zone’ includes the enhanced capital allowance in the basic model, together with a 
50% reduction in business rates for 10 years, a 50% tax credit for R&D expenditure, and a five-year 
exemption from employer’s national insurance contributions. 

● The ‘global max’ model assumes an ambitious set of incentives which are internationally competitive. 
These include complete and permanent exemption from business rates, the enhanced capital 
allowances provided in the basic and enhanced models, 100% tax credits for R&D expenditure, a 
reduced headline corporate tax rates to 12.5%, and a 10-year holiday on employer’s national insurance 
contributions. 

Across all three models, customs duty, excise and VAT exemptions are assumed to have an insignificant impact 
on fiscal revenues, as current government policy already provides these exemptions. Where goods currently 
enter the UK and are subsequently processed for export to non-EU countries, businesses can access to inward 
processing relief, and we assume this would continue to be available post Brexit and extended to exports to 
the EU if the UK leaves without a trade deal. Any foregone tariff revenues associated with qualifying exports 
depends on businesses choosing not to participate in inward processing relief to which they are eligible – 
presumably due to high administrative costs or lack of awareness. We do not consider this a relevant cost for 
appraising the free zone, as businesses are already entitled to these reliefs. This marks a significant departure 
from the approach taken by Mace. Similarly, we do not estimate the costs to the public sector of duty deferral 
or tariff inversion, as recent studies have shown these to be small (Serwicka & Holmes, 2019). VAT exemptions 
may have a more material impact on short term cash flows. 

The free zone models are concentrated in incentives which reduce corporation tax. As has been discussed earlier 
in this paper, these are only beneficial to companies once they are profitable. Where profits are not expected 
immediately, or investors face higher levels of risk, grants of equivalent amounts may be more appropriate, as 
these transfer risk from the private to the public sector. The use of incentives which reduce corporation tax 
also mean there is limited risk to the Treasury, as the value of forgone fiscal revenues is proportional to the 
scale of economic activity, with no sunk costs to the public sector. 

Investment in infrastructure (such as transport and power) is assumed to be similar between the models and is 
not reflected in the costs. Whilst good infrastructure is key to improving productivity and competitiveness and 
a critical factor for a successful free zone, the decision to invest in infrastructure does not hinge on the free 
zone regime being in place, and can therefore be considered independently. Each free zone model is also 
assumed to provide similar soft infrastructure, such as simplified declarations and inspections and regulatory 
approvals and a one-stop-shop, which has not been included in costs.  
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Table 5 Tax regimes applied in each free zone scenario  

Applicable tax rates or reliefs UK standard Basic free zone Enhanced free zone 
Global max 
free zone 

Headline business rates 49.3% 
0% (up to 

£275,000 over 5 
years) 

50% reduction in 
business rates for 

10 years 

Permanent 
exemption: 0% 

Weighted average import duties 
(for non-agricultural products) 

2.3% 2.3% 2.3% 2.3% 

Headline corporation tax 17.0% 17.0% 17.0% 12.5% 

Capital allowance 8.0% 100.0% 100.0% 100.0% 

R&D relief 12.0% 12.0% 50.0% 100.0% 

Headline employer’s national insurance 
contributions 

13.8% 13.8% 0% for 5 years 
0% for 10 

years 

Source: Vivid Economics 

3.3.2 Fiscal impacts for different free zone models under the central investment scenario 

We estimate the fiscal revenues generated over 25 years for each of our three investment scenarios, under 
existing UK tax rules and under each of our three free zone models. Table 6 presents our results.  

Table 6 Net present value of benefits and costs to the Treasury for the expected yearly volume of investment 
under the free zone models, over 25 years 

Investment Scenario 

Revenue collected by HM Treasury if 
investment comes into the wider UK 

economy 
(£ millions) 

Revenues ‘forgone’ by HM Treasury if investment 
goes into free zone  

(£ millions) 

Basic free 
zone 

Enhanced free 
zone 

Global max free 
zone 

Pessimistic investment 
scenario 

466 41 183 360 

Central investment scenario 960 83 379 743 

Optimistic investment scenario 1,348 117 539 1,053 

Source: Vivid Economics 

In all cases, investment into the zone contributes positive fiscal revenues. Tax exemptions are never greater 
than the total potential fiscal revenues generated by the investments. If all investment in our central scenario 
went ahead without any of the additional benefits of a free zone – i.e. assuming 100% displacement and 
deadweight – around £1 billion of fiscal revenues would be generated over 25 years.35 Under the basic free 
zone model, these potential fiscal revenues would be reduced by around £83 million (8%), rising to £380 
million (35%) with the enhanced free zone and £740 million (77%) under the global max model. The incentives 
range from 1.6% (basic) to around 14.3% (global max) of estimated capital investments. 

Economic modelling conducted for this proposal, as discussed in Section 3.3.4, suggests that local supply chain 
effects and consumer spending could double fiscal revenues. Tax revenue stemming from the indirect and 
induced effects on the local economy could reach £1.1 billion under the central investment scenario.  

                                                           
35 Net Present Value. 
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3.3.3 The potential impact of deadweight and displacement 

Cost-benefit analyses should, as a rule, compare the projected investment stimulated by a policy against a 
business-as-usual counterfactual. In this case, developing a counterfactual business-as-usual is far from 
straightforward, given ongoing uncertainties about the trade and investment agreements that will apply in the 
UK post Brexit. Even were the future arrangements for UK trade and investment to become clear, forecasting 
investment under either the business-as-usual counterfactual or under the various free zone models proposed 
would be a challenge beyond the scope of this research.  

The amount of deadweight and displacement is vital for assessing the economic and fiscal impacts of a UK Free 
Zones policy. In order to assess the costs and benefits of creating a free zone, we must consider how much of 
the investment would have gone ahead without the free zone, either in a different UK location (displacement) 
or at the same site (deadweight).36 Although businesses located in the free zone are contributors to the 
economy and public finances, the net impact on the economy and on public finances of designating the area 
a free zone depends on whether these (or similar) investments would have gone ahead without the benefits 
of the free zone: 

● for investments which are deadweight (those which would have gone ahead anyway) or displaced 
(those which are relocated from elsewhere in the UK), the cost of the incentives (in terms of forgone 
fiscal revenues) does not generate additional benefits above the counterfactual. These investments, 
therefore, represent a net loss to public finances; 

● for investments which would not have occurred in the absence of the free zone, any tax exemptions 
are not a real or relevant cost, as under the business-as-usual counterfactual scenario, no fiscal 
revenues would have been generated.  

Displacement can also occur at the employee level: with a finite regional pool of labour, jobs created in the 
zone may come at the expense of jobs outside the zone, as businesses compete over the same workers.37 

In practice, the deadweight and displacement effects depend on the specific characteristics of the design and 
implementation of a free zone. A free zone with generic benefits that benefit all businesses, regardless of sector 
(such as a reduction in the headline rate of corporation tax), may attract investment that would have 
proceeded anyway, and therefore create a higher risk of deadweight. Where benefits are targeted specifically 
to businesses which may otherwise choose not to invest, or to invest outside of the UK, the risk of deadweight 
and displacement may be mitigated. Further measures, such as prioritising specific sectors, using transparent 
and robust approval criteria, and requiring businesses to demonstrate why they need to locate in the free 
zone, can further reduce the risks of displacement. The Regional Growth Fund, for example, required 
businesses to demonstrate that projects would not go ahead without public support, reducing deadweight 
and displacement risks, and ensuring jobs created were additional. It should be stressed that a more generous 
package of incentives is more likely to attract investment which may otherwise have gone abroad or not gone 
ahead at all, but also investment which may have otherwise gone ahead elsewhere in the UK. 

Benchmark deadweight and displacement rates are not widely available, but the limited evidence suggests 
displacement effects could be up to 50%. An evaluation of Enterprise Zones set up in the 1980s and 1990s 
estimated that of 126,000 jobs, 58,000 were additional, suggesting a displacement effect of around 54% 
(Ward, 2016). Subsequent surveys of businesses located in the Enterprise Zones found that 13% of 
employment was at firms reportedly not influenced by the designation of the zone, with another 19% of 

                                                           
36 For the purposes of cost-benefit analysis, whether investments would have proceeded elsewhere or in the area designated a free zone is irrelevant, 
the foregone fiscal revenues available under the free zone regime represent a loss to the public sector (cost) which does not generate additional 
economic benefits. Displacement, therefore, does not necessarily require an investment to change location as a result of the policy. 
37 Competition between businesses in the labour market would generally be expected to push up wages and divert labour to more productive 
activities, so this form of displacement may result in higher salaries and income taxes, providing net economic benefits. 



 

 

37 
 

employment at firms already located within the zone (Potter & Moore, 2000). Importantly, however, this 
research did not distinguish between new investments (including branches and subsidiaries) by companies 
located outside of the zone and relocated activity.38 It did, however, reveal that 56% of businesses located in 
the Enterprise Zones considered that the benefits – particularly business rates relief and capital allowances - 
had had a positive impact on the scale, quality or timing of their investment. 

Accounting for the potential impact of deadweight and displacement, positive net fiscal benefits are attainable 
under reasonable assumptions once supply chain impacts are taken into account. ‘Break-even’ rates of 
deadweight and displacement can be estimated, which put the risks of introducing a free zone into 
perspective. To illustrate, under the central investment scenario and using the enhanced free zone model, the 
foregone fiscal revenues represent 35% of the theoretical revenues assuming all investment went ahead 
without the free zone. From a fiscal perspective, this means that, provided deadweight and displacement 
effects are less than 65%, there will be a net positive impact on public sector finances. Using a deadweight and 
displacement effect of 50%, therefore, yields a direct fiscal benefit under the basic and enhanced models, but 
a net cost under the global max model. However, this is before taking into account the indirect and induced 
fiscal impacts, which double the fiscal revenues generated in the region. Taking these into account, even the 
‘global max’ model can accommodate deadweight and displacement of around 60% whilst providing a net 
positive impact on fiscal revenues. 

3.3.4 Economic impacts of the free zone on the regional economy 

In line with HM Treasury guidance, the regional economic impacts of the free zone are estimated, assuming that 
general equilibrium effects will neutralise any benefits on the wider UK economy. Table 7 reports the regional 
GDP indirect (supply chain) and induced (consumer spending) impacts from the Teesport free zone under each 
scenario. The effects are estimated using the shares of Tees Valley national output (by sector) and applying a 
proximity bias. Indirect and induced impacts increase the regional economic impact by around 50% of the 
direct benefits. The boost after 25 years is equivalent to a 3% increase of current North East GDP, and 0.1% of 
national GDP.39 

Table 7 Annual contribution of the free zone to regional GVA 

Investment Scenario 

Absolute increase in regional contributions to GDP after 25 years 

Direct GVA impact 
(£ millions) 

Indirect and induced GVA impact  
(£ millions) 

Total GVA impact 
(£ millions) 

Pessimistic Investment Scenario 535 265 800 

Central Investment Scenario 1,349 667 2,016 

Optimistic Investment Scenario 2,248 1,111 3,359 

Notes: ‘Direct’ corresponds to direct impact (of output produced within the zone), ‘Indirect’ to indirect impact 
(supply chain effect to provide inputs to the zone), and ‘Induced’ to induced effect (economic impact of 
higher consumption from workers in the zone and across the supply chain)  

Source: Vivid Economics, output from FZIIM 

                                                           
38 A 2011 report by Centre for Cities states that “On an employment- weighted basis, 24 percent of firms relocated from within the region and 
17 percent from other parts of the UK due to the status of the area as an Enterprise Zone” (Larkin & Wilcox, 2011). This is the basis of the 41% 
displacement figure cited by the UK Trade Policy Observatory (Serwicka & Holmes, 2019). 
39 Estimated to be £52.4 billion in 2017, ONS: 
https://www.ons.gov.uk/economy/grossvalueaddedgva/bulletins/regionalgrossvalueaddedbalanceduk/1998to2017 
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3.3.5 Regional employment impacts 

The free zone is expected to generate 32,000 jobs in the Tees Valley. Our model estimates that the zone will 
host 20,000 jobs with the combined indirect and induced effects adding around 12,000 new jobs to the region, 
as shown in Table 8. Applying a 50% deadweight and displacement factor to the overall effect, 16,000 of these 
would be additional. 

Table 8 Regional employment effects after 25 years 

Investment scenario 
Regional impact (Tees Valley and Durham) 

Direct jobs Indirect and induced jobs Total jobs 

Pessimistic Investment Scenario 8,042 4,725 12,766 

Central Investment Scenario 20,266 11,907 32,172 

Optimistic Investment Scenario 33,776 19,844 53,620 

Notes: ‘Direct’ corresponds to direct impact (of output produced within the zone), ‘Indirect’ to indirect impact 
(supply chain effect to provide inputs to the zone), and ‘Induced’ to induced effect (economic impact of 
higher consumption from workers in the zone and across the supply chain)  

Source: Vivid Economics, output from FZIIM  

Combining the employment estimates with forgone fiscal receipts displayed in Table 6, above, shows that the 
level of support provided for each job created will depend substantially on the free zone regime that is adopted. 
Under the central investment scenario and enhanced free zone model, each additional job created comes with 
a cost of around £12,000 in forgone revenue.40 Deadweight and displacement effects directly affect these 
calculations. 

3.3.6 Regional fiscal impacts through the supply chain 

The net present value of the additional fiscal revenues generated across the value chain is estimated to be £1.1 
billion over 25 years in the central scenario. This comes from direct (corporation tax, income tax) and indirect 
(VAT) revenues generates as a by-product of the direct and indirect effects. In the pessimistic scenario the 
revenue would be £440 million and £1.8 billion in the optimistic scenario.  

Taking together all economic impacts, the Tees Valley free zone has a strong regeneration potential for the local 
economy. Investments into the zone have a spill over effect into the regional supply chain of 50%, stimulating 
local activity by creating one job in local supply chains for every two jobs on site. Although the policy could 
result more costly than similar regional development programmes, each additional job will produce an average 
of £53,000 in GVA at a cost to the treasury of £12,000 per job in forgone revenue under the enhanced free 
zone.  

                                                           
40 A detailed table of costs across scenarios and types of free zones is provided in Appendix 3.5.4 
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4 Conclusions and recommendations 

4.1 Conclusions 

The UK economy has suffered from low investment, poor export performance, low levels of productivity and 
high regional inequality. This calls for a regionally targeted industrial policy response to address some of the 
barriers to trade, investment and regional equality. The manufacturing sector should be a priority. 

Free zones have been used internationally to promote investment in sectors which involve international supply 
chains. Successful free zones combine investment in hard and soft infrastructure with fiscal and financial 
incentives. The branding and marketing of a free zone is vital to its success. 

The UK Government should explore options for a national Free Zones Policy. For UK free zones to be successful, 
they need to establish a persuasive package of fiscal and financial incentives, coupled with investment in hard 
infrastructure (including transport, ready-to-develop land and energy) and soft infrastructure (investor 
support services). Importantly, a brand must be created to market the offer. 

The standard features of free zone: deferred payment of import duties, excise and VAT, permanent exemptions 
for exported goods, and the prospects of tariff inversion, would be a welcome start, especially if combined with 
soft infrastructure that reduced the costs of starting and running a business. However, previous work has shown 
that these have limited financial value to businesses when compared to existing schemes such as inward 
processing relief. A more compelling incentive package is required if free zones are expected to help reverse 
the UK’s dismal investment performance. 

Fiscal and financial incentives should be meaningful relative to the capital expenditure costs of investors. The 
Regional Growth Fund, for example, succeeded in crowding in £4.6 billion of private sector investment with 
£2 billion of public funding, suggesting average support of 30% of capital expenditure. The Life Sciences 
industrial strategy recommends support of 10% - 15% of the value of investments. The government should 
consider fiscal and financial incentives for higher value and productive activity. It should incentivise investment 
in capital equipment, R&D and training. This will encourage investment in high value manufacturing sectors, 
such as chemicals, pharmaceuticals and clean energy. Grants of equivalent value, similar to those awarded 
through the Regional Growth Fund, could also be used although imply a heavier bureaucratic burden as 
investments would need to be carefully appraised, and this process may dissuade investors. Lower corporation 
taxes can also be used but may create perverse incentives, complicate accounting for taxes and only benefit 
profitable investments so have a limited benefit in reducing the risks for investors. The Government should 
invite feedback from industry on the most appropriate package of fiscal and financial incentives by publishing 
a Green Paper setting out the options. 

A pilot free zone in the Tees Valley will support the South Tees Development Corporation in achieving the 
objectives it sets out in its Masterplan for the revitalisation of Teesport. The site has land ready for development 
at a scale not available elsewhere. It is home to a major chemicals cluster, with supporting infrastructure 
providing an opportunity to capitalise on the benefits of agglomeration and enhance the competitiveness of 
the sector. Chemicals is a highly productive and R&D intensive, so this is an opportunity to create high value 
employment. This has the potential to generate over £5 billion in investment over 25 years and create 20,000 
jobs at the site. Taking into account multiplier effects, this may mean 32,000 jobs and £2 billion of GDP to the 
local economy (before accounting for deadweight and displacement). 

The analysis shows that achieving the STDC Masterplan would generate around £900 million (NPV) of fiscal 
revenues over 25 years. Taking into account the regional indirect and induced effects, this could increase to £2 
billion, before accounting for displacement. 
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● A basic free zone package which combined business rate relief and enhanced capital allowances, 
currently offered separately in different Enterprise Zones, would result in foregone fiscal revenues of 
around £80 million over the same period.  

● An enhanced package, which provides a temporary national insurance holiday, more generous 
business rate relief and enhanced R&D tax credits may result in foregone revenues, would increase 
that to £380 million, and, 

● A globally competitive fiscal incentive package which offered permanent business rate relief, 100% 
R&D allowances, a longer national insurance holiday and a lower corporate tax rate would result in 
£740 million of ‘lost’ revenues.  

These results show that a basic or enhanced package is compatible with reasonable assumptions of 
deadweight and displacement (of below 50%) and a net gain for public revenues, but that the ‘global max’ 
package would need more careful evaluation of potential investors to minimise deadweight and displacement.  

The analysis shows that even the most generous ‘global max’ package is consistent with existing state aid 
regulations for all but the biggest investments. On average incentives are worth around 14% of capital 
expenditure. For large companies investing in ‘a’ Assisted Area, the cap is 25%. However, for the largest 
investments, the £14.5 million cap is likely to bind under EU State Aid restrictions. 

4.2 Next steps 

 

Several reports have recently assessed the economic impacts of a free zones policy, although none have 
considered in detail the package of fiscal and financial impacts that should accompany it. In response to a 
report prepared by Mace, a Treasury spokesperson was quoted in the Telegraph as saying: “Before making 
any decisions, we will consider the advantages that free ports can deliver, but also the costs and risks 
associated with them”. 

This paper shows that a compelling incentive package should include fiscal and/or financial incentives that are 
significant relative to capital expenditure. We also model the impacts on fiscal revenues, and show these to be 
modest relative to the overall contributions of investors. Under reasonable assumptions about deadweight 
and displacement, there is a net gain to both the Treasury and the economy. 

The Treasury has invited proposals on free zones and we expect this to add weight to the arguments for giving 
them serious consideration, and in particular supporting the application of Teesport to host a pilot free zone. 
We also understand that DIT is currently investigating options for the potential implementation of free zones 
in the UK. This is a welcome development. 

We have outlined some of the fiscal levers which the Government should consider combining into a free zone 
package. The interaction between these, existing schemes such as Enterprise Zones, and the recently 
announced Stronger Towns Fund, should be explored. 

We recommend that the Government begins a wider consultation exercise with the publication of a Green Paper 
setting out options for a Free Zone Policy, including the incentive packages and the regional roll out. It should 
use this as an opportunity to solicit feedback from industry about which incentives would have the greatest 
positive impacts on business investment, which sectors would stand to gain the most, and which sites in the 
UK would be most suited to a free zone pilot. 

We want Britain to be a great global trading nation. Before making any decisions, we will consider the 
advantages that free ports can deliver, but also the costs and risks associated with them – HM Treasury  
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Government should also assemble a cross-ministerial task team bringing together the key Departments required 
to ensure successful roll out of free zones: HM Treasury, Department for International Trade, Department for 
Business, Energy and Industrial Strategy, Ministry of Housing, Communities and Local Government and HM 
Revenue and Customs.  
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