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Thank you for your letter 05’35/55211.

I remain of the view that Freezones are a failure and should
not be extended any further. However, I accept that it is for
you to decide the final policy on this issue.

I am copying this letter to recipients of yours.







2 MARSHAM STREET
LONDON SWIP 3EB

01-276 3000

My ref:

Your ref :

Earl of Caithness “‘b‘P‘M,
Paymaster General

HM Treasury

Parliament Street

LONDON

SW1P 3AG 2¢ april 1990

VB ol S P

FREEZONES: FUTURE POLICY g

\ ‘>

Thank you for copying to me your letter of 29 March about future
policy on Freezones. I have also seen Nick Ridley’s reply of
18 April.

Whilst I would not press for the designation of any new zones, I do
welcome the proposal to extend for ten years the existing freezones
in Liverpool, Southampton and Birmingham. This will be particularly
appreciated in Merseyside where the Liverpool Freeport is seen to
have been of value in bringing jobs and investment to an area of
high unemployment.

Copies of this letter go to the Prime Minister, Geoffrey Howe,
Douglas Hurd, Peter Walker, Nicholas Ridley, Malcolm Rifkind, Cecil
Parkinson, Peter Brooke and Sir Robin Butler.

‘l "/\"

CHRIS PATTEN
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FREEZONES: FUTURE POLICY onr
Thank you for your letter of,&ﬁ/zgfil. I have also seen Malcolm

Rifkind's 1letter of 18 April, Peter Brooke's letter of 24 April
and Barry Potter's minute of 3 April.

Although freezones have certainly not been an unqualified success,
I would not agree that the 2zones are a failure. The three
existing zones, in particular Liverpool, have made modest progress
in recent years. Given that both the costs and benefits of
freezones appear to be small, the choice between ending the scheme
and continuing the experiment on a more permanent basis is
admittedly not clear-cut. However to end the existing zones when
their designation runs out next year would be difficult to
justify; and equally to extend their designation but to refuse in
principle to contemplate any new bids would appear inconsistent.

As I said in my previous letter, I continue to see modest
advantages in making the freezone regime, more permanent for
example, in terms of our deregulation and enterprise
objectives; and the Liverpool freezone contributes positively to
the region's image. But the scheme would be a variant of Customs
warehouses within the overall Customs regime.

So although I appreciate that the arguments are finely balanced, I
would prefer to proceed along the lines indicated in my previous
letter.

I am copying this letter to the Prime Minister, Geoffrey Howe,

Douglas Hurd, Peter Walker, Malcolm Rifkind, Cecil Parkinson,
Christopher Patten, Peter Brooke and Sir Robin Butler.
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I refer to your letter of 29 Mar 1990 to Nicholas Ridley in which

you outline Government’s future policy on freezones.

I note that the designations of the three freezones where there is
no economic activity at present (including Belfast) will remain in
force until the planned expiry date in 1991 and that they will be
free thereafter to apply for fresh designations against the new
criteria if they wish. The Belfast freezone has never had an
occupant despite the efforts of the operator to promote it in the
early years, and I therefore have no objection to its designation
being removed. I am content that the Belfast freezone operator, or
any new candidate for designation, should have to meet the criteria

to be published by Customs and Excise later in the year.
Copies of this letter to go to the Prime Minister, Geoffrey Howe,

Douglas Hurd, Nicholas Ridley, Peter Walker, Malcolm Rifkind,
Cecil Parkinson and Christopher Patten, and to Sir Robin Butler.
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Thank you for copying to me your letter of 29 March to Nicholas Ridley
setting out your proposals for future policy on freezones.

It was disappointing for us that the Prestwick freezone did not succeed,
but I believe we must accept the consultants' conclusions that freezones
are not significant tools of regional development policy.

I am content that the freezone regime should continue as a variant of
Customs warehouses within the overall Customs regime; and with your
proposal to introduce arrangements under which applications for new
freezones can be considered by Customs and Excise. In this Ilatter
connection you should be aware of the likelihood of interest locally in a
new freezone for Aberdeen.

Copies of this letter go to the Prime Minister, Nicholas R.idley,
Geoffrey Howe, Douglas Hurd, Peter Walker, Cecil Parkinson,
Christopher Patten, Peter Brooke and to Sir Robin Butler.
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I am replying to your letter of 29 March about the review of
freezones.

I am aware of the views of colleagues in other Departments who
support your proposals, but in my opinion the zones are a
failure. I believe the existing zones should be allowed to

limp on but I see no reason to extend the experiment any
further.

I am copying this letter to recipients of yours.
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary
3 April 1990

Deons Moagectin,

FREEZONES: FUTURE POLICY

The Prime Minister has seen the Paymaster General's letter
of 27 March to the Secretary of State for Trade and Industry
setting out future policy on freezones. She has noted without
comment the letter and attached draft Parliamentary Question and
Answer.

I am copying this letter to Tim Sutton (Lord President's
Office), Stephen Wall (Foreign and Commonwealth Office), Stephen
Williams (Welsh Office), Martin Stanley (Department of Trade and
Industry), Jim Gallagher (Scottish Office), Simon Whiteley
(Department of Transport), Roger Bright (Department of the
Environment), Stephen Leach (Northern Ireland Office) and to Sir
Robin Butler.

\/ WK v

Baww,

BARRY H POTTER

Malcolm Buckler, Esq.
Paymaster General's Office

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley MP

Secretary of State

Department of Trade & Industry

1-19 Victoria Street

LONDON SW1H OET 2}7 March 1990
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FREEZONES: FUTURE POLICY

As you may be aware, designation of the existing freezones runs
out in August 1991. The experiment has been reviewed by the
Treasury's external consultants supervised by an interdepartmental
group of officials. I have been reviewing the future of freezones
policy, on the basis of this work.

By way of background, as you may know a freezone is a fenced-in
industrial area with an emphasis on foreign trade amongst its
occupants. The terms freeport and freezone tend to be wused
interchangeably although they do not have to be sited at a port or
airport. The goods within the freezone are treated for customs
duty purposes as being outside the Customs territory of the
country. UK freezones offer similar duty benefits to those
available in other customs duty relief regimes, in particular
Customs Warehouses. The Dbiggest difference 1is that Customs
Warehouses operate mainly through paper entries while freezones
operate primarily through physical controls at the boundary fence.

In 1983, following a Working Party chaired by the then Economic
Secretary, Jock/g;uce-Gardyne, Ministers decided to adopt the
freezone idea @as an -experiment, with, in the words of
Lord Cockfield: “"what I see as the underlying rationale - that we
should not stand in the way of commercial enterprise which
believes that freeports can be made a success".

Officials sifted through applications received from potential
freezone operators against criteria including viability and likely
trader demand. Ministers however went beyond the Working Party
recommendation that only two or three sites should be designated
by reference only to identified trader demand, and concluded that

CONFIDENTIAL




47a/2 pmg.vd/docs/ridley
CONFIDENTIAL

a reasonable geographical spread throughout the UK was needed to
reflect regional interests. 1In 1984 six sites were designated forf
a seven year period.

Of the six sites chosen, two never opened (Belfast, Cardiff), one
folded quickly (Prestwick), and three have traded in a modest way
(Birmingham, Liverpool and Southampton), with Liverpool being the
most successful.

The consultants found that the freezones have had only modest
costs and benefits. Liverpool and Southampton are seen by their
parent companies as useful contributors to overall port profits.
The freezones have attracted little manufacturing. Total trade
volumes through freezones are small, mainly imports. The amount
of inter-regional or international shift in the location of
economic activity has been low - only about 10 of the 150 jobs
housed in freezones might be regarded as net additional jobs. But
the net public sector costs have also been low.

In the light of this experience, I see freezones as having modest
but nonetheless worthwhile objectives. They are an alternative
means of delivering the fiscal services of Customs Warehouses;
freezones may be more convenient than Customs Warehouses for some
business users. The existing active freezones will probably
survive and may prosper; and allowing further designations will
create opportunities for new entrants to the market. I therefore
intend to make the freezone regime permanent and to consider fresh

designations.

Our stance towards ports is market orientated. So we need fair
and objective criteria so that the Government cannot be accused of
unfairly favouring one port over another. When freezones were
announced, some people thought of them as essentially regional
policy instruments and had unrealistically high expectations of
their effects. In practice, it seems clear that Freezone
designation does not significantly affect locational preferences
of employers with mobile business. So Freezone designation should
be seen as a variant of Customs warehouses within the overall

Customs regime.

» I therefore propose to announce now that I mean to offer to extend
\\the designation of the three active freezones (Birmingham,
| Liverpool and Southampton) for 10 years, as they have enough
|/ business to justify continued designation.

‘Customs and Excise will publish later in the year criteria for the
consideration of new candidates for freezone designation. The
criteria will be objective, related primarily to the applicant's
commercial viability and international trade prospects; there
will be no pre-set limit on the number of freezones. I will also
consider taking powers in a future Finance Bill to facilitate
permanent designations and to revoke designations where necessary.

The designations of the three freezones where there is no activity
at present (Belfast, Cardiff and Prestwick) will remain in force
until the planned expiry date in 1991. They will be free to apply
for fresh designations against the new criteria if they wish.

CONFIDENTIAL
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I also propose to make certain improvements to the Freezone
regime, in particular to introduce, subject to EC approval, VAT
zero rating for supplies of imported freezone goods where the
customer 1is required to clear the goods from the freezone, and
also to provide better guidance on documentary procedures
emphasising simplification where possible.

I attach a draft Parliamentary announcement, to be made in both
Houses, setting out future policy on freezones.

Copies of this letter go to the Prime Minister, Geoffrey Howe,

Douglas Hurd, Peter Walker, Malcolm Rifkind, Cecil Parkinson,
Christopher Patten, Peter Brooke, and Sir Robin Butler.
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DRAFT ANNOUNCEMENT ON THE FUTURE OF FREEZONES

Draft question:

To ask [Her Majesty's Government,] whether the Treasury's
evaluation of the freezones experiment has been completed and if
they will make a statement.

Draft reply:

Yes. A copy of the evaluation report on the UK freezone
experiment (1984-89) by the Treasury's consultants Roger Tym and
Partners is being made available today in the House of [Lords]

Library. Further copies are available from the Treasury.

The experiment has shown that freezones can be worthwhile and
viable enterprises in the UK. The Government has therefore
decided to offer a further designation for ten years from
August 1991 to the three currently operating freezones at
Birmingham, Liverpool and Southampton. In addition, the
Government intend to announce later in the year objective criteria
against which further similar designations of freezones under
existing EC and UK legislation will be considered by Customs and
Excise. Applications from potential freezone operators will be
invited at that time and will be judged primarily against the
criteria of their commercial viability without public sector
assistance and sufficient volume of demand to justify the Customs

resources required at the freezone.

Finally, the Government has decided in the light of the evaluation
report to introduce certain improvements to the freezone regime.
Subject to EC approval, VAT zero rating will be allowed for

supplies of imported freezone good where the customer is required
to clear the goods from the freezone. Furthermore, the Customs

CONFIDENTIAL
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and Excise guidance on the freezone regime will be updated "and

.

consolidated to take account of technical amendments made since'l’

the scheme was introduced to ensure that the scheme operates as
clearly and simply as possible within the necessary EC and Customs

procedures.

CONFIDENTIAL




s

. 411

Freeports

Freeports

3.54 pm

The Minister of State, Treasury (Mr. Barney
Hayhoe): With permission, Mr. Speaker, I should like to
make a statement about freeports.

Last year, in the course of his Budget statement my
right hon. and learned Friend announced that, in
accordance with the recommendations of a working party
chaired by my noble Friend the then Economic Secretary
to the Treasury the Government had decided to designate
a limited number of freeports on an experimental basis.

Subsequently, on 27 July I informed the House of the
terms on which freeport applications would be assessed
and invited applications to be submitted by 31 October.
Forty five applications were received by that date. On 3
November I listed the names in a written answer and I
undertook to announce the successful candidates early in
the new year.

Since November all 45 applications have been
examined, first by officials and then by Ministers. As it
was necessary to limit the numbers it was not possible to
satisfy all of the applicants. My right hon. Friend and I,
with ministerial colleagues, have made our choice with
great care and no little difficulty and the House will
understand that it would not be right—or proper, for
reasons of commercial confidentiality — for me to
attempt to explain why a particular application was
successful and why another failed. Our selection achieves
a mix of airports and seaports with a good geographical
dispersion. This will enable the freeports concept to be
properly tested and, as we have said, each of the initial
freeports will be closely monitored and formally reviewed
after five years.

We have chosen six sites. They are:

Belfast—Northern Ireland Airports Limited.

Birmingham—West Midlands Freeport Limited.

Cardiff—Pearce (Wales) Consortium.

Liverpool—Mersey Docks and Harbour Company.

Prestwick—Kyle and Carrick district council and British

Airports Authority.

Southampton—Associated British Ports (Holdings) PLC.

The necessary enabling legislation will be included in
the Finance Bill which my right hon. Friend will introduce
next month. Discussions will begin immediately with the
successful applicants with a view to designating and
bringing the sites into operation as quickly as possible. In
some cases it may be necessary for the plans submitted to
be modified to some extent for operational reasons. I hope
that the whole House will wish these ventures well.

Dr. Oonagh McDonald (Thurrock): Does the Minister
accept the conclusions of the working party’s report that
no tariff advantages can be gained from the freeports? will
he confirm that practically the only tangible advantage is
cash flow relief and that that will lead to the concentration
of goods in warehouses in some freeports until they are
ready to be dispersed, at which point customs duty will
have to be paid? Does he agree that that will merely give
some ports an unfair advantage? It will relocate trade and
jobs, concentrating them in the few ports which have been
chosen by the Treasury. It will not create new jobs in the
country as a whole.

Does the Minister agree that his announcement is no
substitute for a real policy for the docks? The Government
have abolished the National Ports Council and have no
solution for the crisis facing the docks. The Tilbury port

2 FEBRUARY 1984
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users committee, which might be expected to welcome the
proposal referred, not to this policy, but to a policy to
combat subsidies which are given to continental ports such
as Rotterdam and Hamburg, through lower costs and,
perhaps free pilotage and lighting. The committee would
rather have had a sensible policy for the ports than this
announcement. In view of the absence of a serious policy
to deal with the crisis in our ports, it is not surprising that
the Government were flooded with applications from areas
which are desperate for jobs.

The Minister said that this was a geographical spread
of freeports. That factor is supposed to have been taken
into account, but east London, east Anglia, as
Conservative Members will no doubt have noticed,
Yorkshire, the north and north east, all areas of high
unemployment, have not been taken into account in the
Minister’s statement. The General Council of British
Shipping gave as its only praise for the idea the fact that
the title of freeport is a marketable commodity. Does the
Minister agree that the council has well summed up
today’s statement? It is a cosmetic solution. The
Opposition would welcome Government policies or
statements which were designed to create real jobs. This
statement does not do that, and that is why we cannot
welcome it unreservedly.

Mr. Hayhoe: I am sorry that the hon. Lady, in a rather
long and, I thought, carping and sour response which was
muddled in its reaction, adopted the line that she did, but
I can confirm that under EC rules there are no tariff
benefits. That was made clear by the working party, so
there is nothing particularly new in what the hon. Lady
said. There will be advantages, of course, in terms of cash
flow. A main advantage may well be the marketing
concept of a freeport. Benefits will flow also from the
simplification of procedures and the reductions in
compliance costs. This is a fairly modest initiative, but I
expect that those who will benefit will not share the hon.
Lady’s sour reaction to it.

Mr. James Molyneaux (Lagan Valley): Is the Minister
aware that there will be great satisfaction in Northern
Ireland following the announcement that Aldergrove is to
be one of the freeports? Is he also aware that he and
Northern Ireland Ministers will receive from the elected
representatives and the Antrim borough council the widest
possible co-operation?

Mr. Hayhoe: I am grateful to the right hon. Gentleman
for what he has said.

Sir Hector Monro (Dumfries): Will my hon. Friend
accept that there will be widespread delight in Scotland
that Prestwick has been chosen for a freeport, particularly
so in the county of Ayrshire and in west and south-west
Scotland? Will he take an early opportunity to explain to
industry the advantages of freeports, so that it can make
the best use of them?

Mr. Hayhoe: I am grateful to my hon. Friend for his
welcome of the Prestwick announcement. Publicity for
that freeport or, indeed, for any of the others, must rest
with those who are concerned intimately with the
arrangements and the Government are not taking any
responsibility in that matter. I should also make it clear
that we have no financial commitment to these freeports
other than to the Customs staff who will be involved with
them.




409 Business of the House

Mr. Nicholas Winterton (Macclesfield): We .have
heard a great deal today about the wrongful lmppsonment
of people. Will my right hon. Friend arrange fe‘r the Home
Secretary to come to the House next w,
statement about the mistaken release @1 prisoners from
Strangeways prison in Manchester  ##hich is causing the
people of that area great concern gfid which is also a matter
of concern to this House?

the remarks of my h

Mr. Eddie yden (Liverpool, Garston): Wffl the
Leader of the#ouse discuss with the Secretary of State for
iCes why he has not seen fit to mak€ a statement
g Osmosin, which has beﬁ,n"? related to 600

reports and 20 related deathsff
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Mr. Campbell-Savours: —or perhaps we could
discuss whether the Prime Minister would seek the
guidance of the Attorney-General or the Lord Chancellor.
Someone must advise her.

Mr. Biffens As the Prime Minister answers questions
every Tugsday and Thursday, that is an 1nterest1ng topic
to be S directed to her.

anenng i)

’
Mr. Biffen: I am ?S’L% that that is so, and I shall refer P '“J
Friend to the Home Secretary

[Hon. Members: “She is not

Mr. David Winnick (Walsall, North): In view of the
principle involved in the quemon of belonging to a trade
union— which has nowBeen taken away from those
employed at GCHQ’— will the Leader of the House
ensure that there*fs at least a statement on the subject next
week, evendf a debate is not to be provided? Will he make
arrangeafients for the details of free trips to be duly entered
in_ghe Register of Members’ Interests, and is it not

Amiportant that we know of trips paid for by foreign

Mr. Biffen: I will look mf6 that matter and havef' Governments?

discussions with the Secretag of State for Social Ser‘;‘ﬁ’{

Mr. DER.. CampMill-Sevidrs (Workmg:g«)" With
reference to the memorandum by the i‘e(cpﬁry to the
Cabinet on Ministers’ private interesfs — on the
declaration of those interests— has Leader of the

House noted the statement in the doéument

“If any Minister finds himself in dbubt or dlfﬁculty over this,
he may seek the Prime Minister’s‘guidance.”?

That is in relation to difficulty over deciding whether there

is a need to declare an interest. Whose guidance does the «

Prime Minister seek? Would she seek the guidance of the
Leader of the House, or

Mr. Speaker: Order. The hon. Member must ask a
question about the business for next week.

Mr. Biffen: I have no responsibility for how hon.
Members make their entries inghe Register of Members’
Interests. As for Chelten@pﬂf:&ﬁ(an hold out no prospect
of a statement on th -;‘*B'ul I take note of what the hon.
Gentleman says. i

1l and gas reserves? However, beanng in mind the
f,{icf that we now have onshore drilling for oil and gas,

_#there is a special need for added environmental protection.

Does the subject not deserve a special debate?

Mr. Biffen: I can offer no prospect of a debate in
Government time next week or shortly thereafter, but I
agree that environmental factors are an importat dimension
of energy debates.

410 ‘



i

Mr. George Foulkes (Carrick, Cumnock and Doon
Valley): Will the Minister accept that those hon. Members
of all parties who have been pressing for the establishment
of a freeport at Prestwick are pleased that it has been
chosen for one? It represents a glimmer of hope in the
general gloom that surrounds employment in the country.
Will the Minister accept that we hope that jobs will be
provided by inward investment, particularly from North
America, rather than by the relocation of jobs currently in
the United Kingdom? If this scheme is to be successful,
does the Minister agree that to impose a five-year
experimental period does not show the kind of confidence
in the concept which the Government ought to be
showing?

Freeports

Mr. Hayhoe: The hon. Gentleman’s attitude will do
more to effect the success of the freeport at Preswick than
will the attitude of his Front Bench. I am therefore grateful
to him for what he said.

It is right that there should be a review. There should
be an independent monitoring of the progress made by
these freeports. I assure the hon. Gentleman that that will
be done in a way that will not inhibit their development.

Mr. Fred Silvester (Manchester, Withington): I must
express my expected desappointment at the exclusion of
Manchester airport. I wish to make a point to my hon.
Friend, not simply on a local matter, but going wider. Is
it not the case that the freeport is intended to be an engine
of economic development? If that is one of the objectives,
is it not slightly unwise to have as an objective the
spreading of the goodies as widely as possible, when we
should be looking for those operations which are most
likely to provide the biggest dynamo for the areas in which
they are situated?

Mr. Hayhoe: I can well understand my hon. Friend’s
disappointment that Manchester was not chosen, but I
know he will understand when I say that having selected
Liverpool and Birmingham to have included Manchester
would have meant an undue concentration in one broad
area of the country. I accept what he said on the wider
point.

Mr. Donald Stewart (Western Isles): Is the Minister
aware that there will be some resentment and even anger
in Scotland, in view of the disappearing industrial base of
the country, that only one port has been chosen? Is he also
aware that there will be great satisfaction that the one
chosen is Prestwick, since that town has been denied its
right as one of the premier airports of the country, due to
the indifference over the years of British Governments and
the petty-minded and parochial attitudes of the councils of
Glasgow and Edinburgh?

Mr. Hayhoe: I noted the great difficulty of the right
hon. Gentleman in saying anything agreeable about the
selection of Prestwick.

Mr. Malcolm Thornton (Crosby): I must tell my hon.
Friend how delighted all Merseyside will be, and relieved
too, that Liverpool has been included in the list. It is a
tribute to the support that has come from Members on both
sides of the House for this application. Does my hon.
Friend agree that this is further evidence of the
Government’s commitment to Merseyside and that,
together with the international garden festival this year,
this could well be Liverpool’s year.

221
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Mr. Hayhoe: I share with my hon. Friend and the other
Members representing Liverpool their hope that this will
assist in the revival of Liverpool and that the international
garden festival will be a great success.

Mr. Eddie Loyden (Liverpool, Garston): Can the
Minister say at this stage whether registered dock workers
will be employed at the freeports? [Interruption.]
Questions are being asked of the Minister, and not of the
rabble opposite. Will the Minister say whether the
conditions laid down by the National Dock Labour Board
will be applicable at the freeport, and whether local
authority responsibilities will be affected in any way by the
regulations governing the freeport?

Mr. Hayhoe: I do not believe that any of the points
raised by the hon. Gentleman are matters for me and,
therefore, the operators of the freeports concerned.

Mr. Churchill (Davyhulme): Is my hon. Friend aware
that there will be disappointment in Manchester that the
city with the second largest international airport in the
United Kingdom outside the south east has been excluded?
Can my hon. Friend give his reasons more fully than he
did to my hon. Friend the Member for Manchester,
Withington (Mr. Silvester)?

Mr. Hayhoe: As I have indicated, I do not think that
it would be advantageous to seek to give reasons why
certain of the sites were selected or others were not, but
I accept what my hon. Friend said about the merit of the
application for Manchester.

Several Hon. Members rose——

Mr. Speaker: Order. I know that this is a matter of
great interest to all hon. Members who have been seeking
to intervene, and I shall endeavour to call them all, but I
appeal for short supplementary speeches—/Laughter]—
supplementary questions, I mean.

Mr. David Lambie (Cunninghame, South): I too,
disagree with the view expressed from the Front Bench by
my hon. Friend the Member for Thurrock (Dr. McDonald)
on behalf of the Labour party. I thank the Minister and his
right hon. Friend the Secretary of State for Scotland for
acting on the advice of the Select Committee on Scottish
Affairs and designating Prestwick as Scotland’s first
freeport. Is the Minister aware that his announcement will
give great pleasure to the people of Ayrshire, especially
the unemployed, and those of us who have been
campaigning for a number of years on behalf of Prestwick?
It will give a fresh start to Prestwick and, as such, it can
only be a good thing for the area.

Mr. Hayhoe: I am grateful to the hon. Gentleman for
referring to the report of the Select Committee on Scottish
Affairs, I think in December 1982, and it was agreeable
to be able to make a decision in harmony with that
recommendation.

Rev. Ian Paisley (Antrim, North): Is the hon.
Gentleman aware that the decision that he has made to
include Northern Ireland will be widely welcomed
throughout the Province? I am sure that he is aware that
the Assembly’s Economic Committee made strong
representations to have a freeport in Northern Ireland.
Does he understand that there will be regrets in Northern
Ireland that the facility will not be divided between the
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international airport and Belfast harbour? Will he go a step
further and declare a customs-free zone for Londonderry
harbour and Belfast harbour?

Mr. Hayhoe: I do not think that it would be right for
me to go beyond what I have already said. However, I am
grateful to the hon. Gentleman for showing that there is
support from both sides of the House for the announcement
that I have made.

Mr. Malcolm Bruce (Gordon): Does the Minister
realise that there will be considerable disappointment in
Aberdeen that the city has not been designated a freeport?
Will he acknowledge that the concept of a freeport appears
to have changed between the original outline and the final
award and designation? The original idea, as I understood
it, and as the working party explained it, was that the
designation should underwrite and secure economic
success. There is no area that is more successful than
Aberdeen, yet it has been denied freeport designation for
reasons which I suspect are political.

Mr. Hayhoe: I do not think that it would be wise to
go into the precise reasons, but I agree with the hon.
Gentleman about the attractions of the Aberdeen
application. As I have said, I am sorry that some areas
have not been selected.

Mr. Gerald Malone (Aberdeen, South): Will my hon.
Friend carefully explain to the House why the Treasury
took the trouble to set out the criteria which applications
for freeports had to meet, when in Scotland the only
applicant to meet the criteria, Aberdeen was not
successful?

Mr. Hayhoe: I do not accept my hon. Friend’s
assertion. All the sites that have been chosen meet the
broad criteria that were set out.

Mr. Allan Roberts (Bootle): Will the Minister address
himself to the question asked by my hon. Friend the
Member for Liverpool, Garston (Mr. Loyden)? There is
some anxiety that the Government—not the operators—
might “do a GCHQ” on the freeports. This has happened
in parts of the developing world where there are no trade
union rights, and it could happen in the freeports because
the areas will be cut off from the normal economy. Will
he give an undertaking that the Government will not do
that?

Secondly, how many new jobs does the Minister think
will be created by the freeports? I campaigned for
Liverpool to be included in the designation, although I had
doubts about the concept. I took the view that if we were
to have one we wanted it in Bootle. Will the Minister give
an estimate of how many new jobs will come to the area,
and will he say whether he thinks the freeport status of
Liverpool will enable the area to attract trade from
Hamburg and Rotterdam?

Mr. Hayhoe: I am sorry that the hon. Gentleman, true
to form, seeks to impose some sinister interpretation on
what is a straightforward announcement and straight-
forward action by the Government in designating six sites.
The dock labour issue is for the operators concerned, not
for the Government. Whether any of the freeports will
attract trade from other freeports in Europe or elsewhere
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must be a matter for the operators. I wish them well in

attracting such trade and making a success of their
ventures.

Freeports

Mr. Michael Colvin (Romsey and Waterside): Is my
hon. Friend aware that his list shows a certain degree of
inconsistency? He has backed some winners and some
losers. But therein lies the secret, for it will be a real test
of the idea of freeports. In backing Southampton he has
most certainly backed a potential winner. I am sure that
he would like to pay tribute to Associated British Ports and
its presentation, which did so much in persuading him that
the port, which is becoming of growing importance in the
European context, should be on his list.

Mr. Hayhoe: I am grateful to my hon. Friend for his
welcome, and especially for the selection of Southampton.
I agree that there is a reasonable mix in the sites that we
have designated. That reasonable mix will allow the
freeport concept to be properly tested.

Mr. Frank Field (Birkenhead): As I come from an area
which benefits by the decision that has been announced
today, I thank the Minister for the decision. However, I
am mindful of the worries that other Members must have
who represent areas which are not included in his list of
Six.

Mr. Dennis Skinner: (Bolsover): I have no worries.

Mr. Field: Even though my hon. Friend does not have
worries, I do.

Mr. Skinner: Get on with it.

Mr. Field: I am on my feet and I am trying to speak
to the Minister.

Mr. Skinner: Get on with it, then.

Mr. Field: I shall be a lot quicker if the hon. Member
shuts up.

Mr. Speaker: Order. I understand, but this does take
time.

Mr. Field: I hope that the Minister will carefully
consider the remarks of my hon. Friend the Member for
Thurrock (Dr. McDonald). May I lastly say, if I allowed
to——

Mr. Skinner: Get off your knees.

Mr. Field: The hon. Member obviously has difficulty
distinguishing feet from knees. That is a basic problem.
There has been a debate locally about the wisdom of the
scheme. However, now that the decision has been made,
I hope that all of us will pull together to make a success
of the designation.

Mr. Hayhoe: I think that a majority of Members will
share the views expressed by the hon. Member for
Birkenhead (Mr. Field), especially at the end of his
question, including those in his remarks to the hon.
Member for Bolsover (Mr. Skinner).

Mr. Robert Adley (Christchurch): Will my hon.
Friend understand that there is great disappointment in the
Medway towns, including my own constituency, which
contains the port of Sheerness? This is felt particulary
following the closure of the Chatham dockyard and in the
light of the other advantages which we felt we had. One
wishes success to all the other applicants, but is it not
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strange that of the six selected not one is an example of
the newer expanding ports, which one would have thought
would be natural applicants for freeport status? Is there any
prospect of the list being reopened before the expiry of the
five-year experimental period?

Freeports

Mr. Hayhoe: When one selects six out of 45—my
hon. Friend will know that there were voices saying that
fewer should have been chosen—it is inevitable that
some categories and groups will not fall within the
selection. This initiative should not be regarded as the only
action that is being taken by the Government that will be
of some assistance to certain areas.

Mr. Nigel Spearing (Newham, South): Will the
Minister remind the House of the advantages of freeports
over existing bonding operations in existing ports? If there
are no advantages, why is the programme being
introduced? If there are advantages, surely it puts the
existing bonding operations at a commercial disadvantage.

Mr. Hayhoe: As the working party’s report made
clear, there are no specific tariff advantages. It will be
open to unsuccessful applicants to discuss with Customs
other procedural arrangements which could provide
somewhat similar benefits. I have made that clear in the
past in the House in respect of the Isle of Man initiative,
which was introduced under existing legislation. The 45
applications, which were spread so widely throughout the
United Kingdom, showed considerable interest among
operators for these benefits.

Mr. Roger Gale (Thanet, North): I am extremely
grateful to my hon. Friend for his reply to the hon.
Member for Newham, South (Mr. Spearing). Will he
acknowledge that there are many of us who represent areas
whose applications have not been successful who have no
feelings of sour grapes and wish to see success? Will he
confirm that nothing in his statement will deny the right
to set up export-free processing zones to those who wish
to do so under existing Customs and Excise legislation,
which is exactly what, with total confidence in our area,
we shall do in Thanet?

Mr. Hayhoe: I am grateful to my hon. Friend for his
comments. The present customs arrangements allow
certain procedural arrangements to be made which can
benefit those concerned.

Mr. Ian Wrigglesworth (Stockport, South): Is the
Minister aware that I and my colleagues welcome this
concept and wish well the areas that have been chosen?
However, does he agree that on this day of all days, when
we have the highest level of unemployment in recent
times, as announced this _morning, the initiative is an
inadequate response to the\high levels of unemployment?
Why has the northern region, which has the highest level
of unemployment in the country, not been given one of the
freeports? If the Minister is not able to designate one of
the areas in the region as a freeport, will he reconsider with
his Treasury colleagues the application by Teesside airport
to introduce duty-free facilities and persuade Customs and
Excise to provide at least that relief to the provisions of
the airport.

Mr. Hayhoe: Since the initiative of designating
freeports was not intended to be a response to high
unemployment, I can understand the hon. Gentleman’s
conclusion. It was never intended for that purpose.
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Customs duties at the airport are a separate question, but
I am prepared to look at any further representations by the
hon. Gentleman.

Mr. Fergus Montgomery (Altrincham and Sale):
Following the rather carping question of the hon. Member
for Bootle (Mr. Roberts), I assure my hon. Friend that if
Merseyside is not especially happy about having the
freeport, Manchester would be delighted to have it. I draw
my hon. Friend’s attention to the requirements for freeport
status as stated in the July memorandum-—that there
should be trade demand and economic viability, that there
would be no extra funds from central Government, and
that it should be possible to do the necessary work quickly.
As Manchester international airport fulfills all those
requirements, will my hon. Friend explain why we are
being bypassed? Is he aware that some of us are getting
a little sick of Manchester being treated as a poor relation
in the north-west?

Mr. Hayhoe: The description of Manchester as a poor
relation is a long way from reality. [ assure my hon. Friend
that a number of sites which fully met all the criteria were
excluded from selection, and I made that clear earlier. I
have not said that those six sites were the only ones that
met the criteria. I said that my right hon. Friend and I and
the other Minister’s involved had a difficult task in
selecting what we believed was a reasonable group which
would cause the concept of freeports to be properly tested.

Mr. Robert Parry (Liverpool, Riverside): As the
Member representing the Liverpool docklands area and
Riverside, I welcome Liverpool’s designation as a
freeport, although I appreciate that it will not provide a
panacea to Merseyside’s economic problems. Can the
Minister give an assurance that trade union views,
planning, health and safety regulations and minimum
wages will be observed within the freeport areas?

Mr. Hayhoe: I assure the hon. Gentleman that there
will be no difference between what occurs inside and
outside the freeport zone in relation to safety requirements
and the other aspects to which he referred. His question
gives me an opportunity to say that a particularly stupid
article in, I believe, the New Statesmen last November
which suggested otherwise was absolute bosh.

Mr. Tim Rathbone (Lewes): Will my hon. Friend
accept my gratitude and that of most hon. Members at the
arrival, at last, of freeports in this country? My sadness,
which is shared by many hon. Members, is that the
thriving port of Newhaven in my constituency is not one
of those appointed. Will my hon. Friend reassess the
period needed to measure this test to ascertain whether the
time can be brought down to below five years? Will he tell
the House the number of freeports that will be allowed then
to expand this helpful instrument for the economy?

Mr. Hayhoe: It is better for me to make no
commitments about the future. Let us see how we go. I am
attacked on two sides: It is said that five years is too short
a period to allow proper assessment of the viability of any
of the ports, and now my hon. Friend offers me the
opportunity to say that five years is too long. I believe that
five years is about right.

Mr. Greville Janner (Leicester, West): Is the hon.
Gentleman aware of the enormous disappointment that
will be felt in the east midlands now that once again that
area has been omitted from the Government’s initiatives,
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in spite of great and growing unemployment and the ideal
facilities at east midlands airport? Will the hon.
Gentleman undertake to draw the anger and irritation of
the east midlands to the attention of his colleagues, not
least to that of the Chancellor of the Exchequer?

Mr. Hayhoe: My right hon. Friend has heard what the
hon. and learned Gentleman has had to say.

Mr. Tony Favell (Stockport): Are there any provisions
to take freeport status from those areas which do not use
it properly, as may be apparent from the statements of hon.
Members who represent Liverpool constituencies? If there
are such provisions, Manchester will welcome the
opportunity to become a freeport. The people of
Manchester believe that Liverpool is adopting the status
of the prodigal son, and they are fed up to the back teeth
with Liverpool being rewarded with the fatted calf.

Mr. Hayhoe: No open-ended commitment is being
made by the Government to continue to provide the
official resources — the customs and manpower —
required to control freeport zones. That is why we are
having a review. If the review shows that any of the sites
designated has failed to work well and does not have the
opportunity and potential for the future, the Government
will take the necessary action.

Mr. Skinner: Is the Minister aware that when the
election was fought in June the Labour party manifesto
made no reference to freeports, and not one Labour
Member of Parliament of the 200-odd who were returned
to the House was elected on the basis of a mandate which
included freeports, whether in England, Scotland or
Wales?

Mr. Lambie: Speak for yourself.

Mr. Skinner: It was not in the Labour manifesto. Will
the Minister bear in mind also that some of us are not
kidded about this freeport? They are not free and they are
not ports. This is nothing more than a confidence trick. A
few years ago we had another one called enterprise zones.
Enterprise zones were going to solve the problems of a few
areas in the country. We do not hear much about them
now. [HON. MEMBERS: “Question.”]

Mr. Speaker: Order. It would help the House and me
if the hon. Member occassionally said, “Is the Minister
aware”.

Mr. Skinner: I think that you will find, Mr. Speaker,
if you look in Hansard tomorrow and check with those
people up there in the Press Gallery, that my opening
words were “Is the Minister aware that as far as the Labour
manifesto is concerned”—do hon. Members want me to
continue?

Is the Minister further aware that what he has said today
will not stop the trail of human misery in the Liverpool and
Merseyside area and all the other areas that are involved?
His policies, which have brought about the 50,000 or more
bankruptcies and resulted in more than 4 million people
trying to get work, need to be changed. Only in that way
—not by the Minister’s statement today—can we get
Britain back to work.

Mr. Hayhoe: I am grateful to the hon. Gentleman for
reminding us of the Labour party manifesto at the last
election. I found it a great winner for the Tory party. The
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more often the electorate are reminded of its existence and

the fact that at least some Labour party Members still
support it, the better our chance of political success.

Freeports

Lord James Douglas-Hamilton (Edinburgh, West): Is
my hon. Friend aware that Edinburgh’ application for a
freeport will stand until the day when the number of
freeports will, I hope, be increased? Is he further aware
that, notwithstanding some disappointment from
Aberdeen and Edinburgh, the Prestwick decision will be
widely welcomed, because not only is Prestwick the home
of the Scottish aircraft industry, but the decision will
greatly assist service industries?

Mr. Hayhoe: I am grateful to my hon. Friend for the
way in which he has expressed his disappointment by
wishing the freeport at Prestwick well.

Mr. Eric S. Heffer (Liverpool, Walton): Is the
Minister aware that many Labour Members have at no
time supported the concept of freeports? Once the
Government had come forward with a policy of freeports
— [Interruption.] Each hon. Member must concern
himself with his own people in his own areas, especially
if his has the highest level of unemployment in the
country.

Is the hon. Gentleman aware that if my area had not
been designated a freeport the future of the port of
Liverpool as a whole would have been hanging in the
balance? Is he aware also that some of us, especially me,
have had discussions with the port authority and have
received categorical assurances that the wages and
conditions of the port workers will be maintained at the
same level, that all those who work at the freeport will be
free to join their trade unions and enjoy those wages and
conditions, that the local authorities concerned will not
lose any rates and that the customs duties will continue
once goods move from the freeport? Is the hon. Gentleman
aware also that——

Mr. Anthony Steen (South Hams): Too long.

Mr. Heffer: It may be too long for the hon.
Gentleman, but many of us who are deeply worried about
the future of our areas, although we do not like the
concept, are prepared and happy to accept that it is better
than nothing. It cannot be a substitute for the Government
coming forward with proper policies to deal with
unemployment and economic development throughout the
country.

Mr. Hayhoe: I am grateful to the hon. Gentleman for
what he said about discussions with the operator for the
Liverpool freeport. If he had passed on that information
to his hon. Friends earlier rather than giving it in the House
now he might have saved some time and avoided the
raising of various questions which are not really matters
for me. I have noted the other points that he made.

Several Hon. Members rose

Mr. Speaker: I shall call those hon. Members who
have been rising, but there is an important debate to follow
and I ask them please to be brief.

Mr. Michael Brown (Brigg and Cleethorpes): I wish
the experimental freeports every success. My hon. Friend
expressed the hope that the operators would be successful
in obtaining traffic from freeports in Europe. As there is
no freeport on the east coast of the United Kingdom, how
does he expect the freeports to succeed in that respect?
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Mr. Hayhoe: It is not for me to judge how the traffic
will go, but if the facilities and services offered when the
freeports that I have announced come fully into operation
are attractive on a world basis they will undoubtedly attract
further traffic to this country, to our considerable
advantage. I accept that no site has been designated on the
east coast. As [ said earlier, in choosing six out of 45 it
was extremely difficult to cover all the various
combinations and groupings which I knew would be
mentioned when the House considered the matter.

Mr. Michael Stern (Bristol, North-West): Is my hon.
Friend aware of the regret that will be felt in the city of
Bristol that the freeport has gone to the wrong side of the
Bristol channel? Will he bring that to the attention of my
right hon. Friend the Secretary of State for Trade and
Industry when assisted areas and regional development aid
are considered by the House next Tuesday?

Mr. Hayhoe: I am grateful to my hon. Friend. I
certainly undertake to draw the attention of my right hon.
Friend to his comments.

Mr. Kenneth Hind (Lancashire, West): Is my hon.
Friend aware that, despite the carping from the Opposition
Front Bench and some Liverpool Members, the people of
Merseyside are extremely grateful for the consideration
the Government have shown in granting them a freeport
and will grasp the opportunity to make something out of
it?

Mr. Hayhoe: I am grateful to my hon. Friend. I hope
that his predictions will be fully justified.

Mr. Steen I congratulate my hon. Friend on putting
into practice one of the recommendations of that splendid
publication, “New Life for Old Cities”, which advocated
freeports. Will he have regard, however, to the problems
of bureaucracy when setting up the freeports? Will he bear
in mind especially the American experience that the
advantages may be negatived, especially in relation to
policing, if the Government are not sensitive to the way
in which the freeports are run? Will the Government study
the way in which freeports are run in the United States?

Mr. Hayhoe: I believe that the working group sought
advice from other freeport operators, but I will certainly
draw the attention of Customs and Excise to the points
made by my hon. Friend. As to the reference to his earlier
publication, I had forgotten the debt that we owe to my
hon. Friend in this matter.

Mr. Albert McQuarrie (Banff and Buchan): Is my
hon. Friend aware that there will be deep dismay in
Aberdeen that no freeport site has been selected in that
area? In reply to my hon. Friend the Member for
Aberdeen, South (Mr. Malone), my hon. Friend said that
all the applicants met the criteria. Will he confirm that the
land on which the Prestwick freeport will be sited is owned
by the Scottish Development Agency—a Government-
sponsored body —and that Kyle and Carrick district
council proposes to be involved in the administration? As
public money will be spent by those two authorities, the
application does not meet the criteria laid down by the
Government, so will my hon. Friend reconsider the
decision?

Mr. Hayhoe: I do not think that my hon. Friend’s
comments will attract much support in the House, save
from one or two of my hon. Friends and some Opposition
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Members who wish to press the claims of other areas. I can
only repeat that the broad criteria were met—not by all
the applicants, as my hon. Friend suggested, but by all the
sites that have been designated.

Mr. Bill Walker (Tayside, North): Is my hon. Friend
aware that the Select Committee on Scottish Affairs
recommended that Prestwick should have freeport status
before the Government said they would consider such
decisions? Is he aware that that was a unanimous view and
that Labour Members of the Select Committee played a
major part in the work that was done?

Mr. Hayhoe: I accept that the Select Committee made
that clear recommendation in December 1980 and I
understood that it found support in all parts of the House.
I believe, therefore, that our announcement will attract
wide support in Scotland, although I accept that people
who would have preferred their own areas to be chosen
will be sorry that they were not.

Mr. K. Harvey Proctor (Billericay): I congratulate
my hon. Friend on his statement and the commitment to
free enterprise. Does he agree that hon. Members should
temper their regional or constituency disappointment by
wishing success to all six of the applications selected and
ensure that they have a profitable future? Does he agree
also that the attitude of the hon. Member leading for the
Opposition might have been different if a freeport had
been designated in the constituency of Thurrock?

Mr. Hayhoe: I have no reason to suppose that the hon.
Member for Thurrock (Dr. McDonald) expressed other
than the views appropriate for her to express as Front
Bench spokesman for her party.

Mr. Peter Bruinvels (Leicester, East): As a great
supporter and believer in freeports, may I say how pleased
I am that we have the original six? Although I wish that
the east midlands airport had been one, I hope that it will
be considered favourably in the next round. The enterprise
zones, to which we wished success when they were
announced, have proved successful and created many
jobs, and I am sure that the freeports will do the same. Will
my hon. Friend bear in mind that the people of the east
midlands would like to be considered at a later stage?

Mr. Hayhoe: I am grateful to my hon. Friend for his
positive and constructive comments.

Mr. Timothy Yeo (Suffolk, South): As Felixtowe is
the most modern and profitable port in the country and was
described by The Times last year as the nearest thing to an
economic miracle in the British ports industry, and as it
is an outstanding example of what private industry can
achieve in an area previously dominated by moribund
public sector attitudes, does my hon. Friend agree that the
decision to exclude Felixtowe from the list of six seems
to run counter to the Government’s philosophy and will be
greeted with great disappointment throughout Suffolk and
the whole of East Anglia, especially as there is no east
coast port on the list?

Mr. Hayhoe: 1 agree with my hon. Friend that
Felixtowe is a highly successful port with a tremendous
track record over the past 10 years. Its exclusion from the
selection that I have announced in no way detracts from
what it has already achieved or from what I believe will
be its glittering future.
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Dr. McDonald: Will the Minister just tell us how many
new jobs will be created by the freeport scheme?

Mr. Hayhoe: No, I cannot make that prediction. So far
as I know, none of those who have supported the concept
of freeports has been able to give such a figure.
Nevertheless, in making their applications the individual
operators have stated that new jobs will flow. If their
predictions of the success of their operations are fulfilled,
that should be welcomed by hon. Members in all parts of
the House.
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From the Private Secretary 1 February 1984

Selection of Freeport Sites

The Chancellor reported to the Prime Minister on the outcome
of the meeting he had with colleagues on the selection of freeport
sites. She has noted that, following the discussion, five sites,
Southampton, Liverpool, Birmingham, Belfast and Prestwick, were
recommended. She has noted the Secretary of State for Wales' request
for Cardiff to be added to the list. She would like this to be done
provided the Secretary of State for Wales is prepared to provide the
additional staff necessary in the way that has been agreed with the
Secretaries of State for Scotland and Northern Ireland.

She agrees that these decisions should be announced as soon as

possible and is therefore content that Mr. Hayhoe should make an
Oral Statement to the House on Thursday 2 February.

Andrew Turnbull

John Kerr, Esq.,
HM Treasury.
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The Rt Hon Nicholas Edwards MP

1 February 1984

Wyn Roberts attended your meeting yesterday to discuss the report of the
Working Party on Freeports. He has told me of the conclusions of the
meeting and I have talked to other colleagues who were present. I feel I
must write to express my disquiet.

D
I had understood from earlier discussions on this issue that applications
for gggggort status were to be assessed against the objective criteria laid
down in the report. I was prepared to accept en this basis that the only
Welsh applicd®I®n (Cardiff) did not match up to the criteria and could not
be regarded as a runner. I was Therefore very disturbed to hear that the
final recammendations have been chosen on criteria that seem to differ
markedly from those previously accepted by colleagues: for example, I find
the inclusion of Blrnungham and Prestwick hard to justify, while Liverpool
is rated below Cardiff in the Working Party report.

If we are now to depart from the objective criteria in selecting freeports,
I have to ask that gggg;ff_hg_ggng;dered. Otherwise, I shall find it
difficult to explaln why non-cbjective criteria can produce successful
applications in England, Scotland and Northern Ireland but not in Wales.

I am copying this to the Prime Minister, members of E(A) and
Sir Robert Armstrong.

The Rt Hon Nigel Lawson MP
Chancellor of the Exchequer
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NOTE OF A MEETING HELD IN H.M. TREASURY ON TUESDAY, 31 JANUARY,
TO DISCUSS THE POSSIBLE LOCATION OF FREEPORT SITES

Present Chancellor of the Exchequer
Secretary of State for Northern Ireland
Secretary of State for Scotland
Secretary of State for the Environment
Lord Privy Seal
Secretary of State for Trade and Industry
Secretary of State for Transport
Minister of State (Treasury)
Parliamentary Under Secretary of State (Welsh Office)

The Chancellor said that he was inclined to endorse the working party's suggestions. It could
be detrimental to the ultimate success of the experiment if considerations other than on
objective merit, as measured against the originally established criteria, were to influence

the initial decision.

2s it was however suggested that the criteria were not in fact entirely adequate as the

basis for decisions. The original application from the Merseyside Docks and Harbour
Company (MDHC) had made a poor showing against the criteria, but there was enormous
enthusiasm on Merseyside for the idea of a freeport, and rejection of the application would
have serious psychological and practical effects. The MDHC's largest single customer would
certainly transfer its business to any nearby freeport. Trader demand for the potential
Merseyside site had developed considerably since the application had been submitted. The
potential size of the site could be a problem, but the operators could be asked to cut it
down, and the number of points of access could be strictly limited. Very little fresh capital

investment would be required, and the MDHC management was now much improved.

3. It was agreed that it would be impossible to have freeports on both Merseyside and
Manchester, and that while the case for Manchester was stronger in terms of the narrow

economic criteria, Liverpool was preferable on wider grounds.

4. It was noted that the selection of Tilbury would cause severe problems, for example

over the use of registered dock workers, because of its connection with the Port of London
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authority. There was a real possibility of industrial action on the site within the next
3 months, and the long-term future of the port itself was at present by no means certain. It
was agreed that Tilbury was not, therefore, at the present time a suitable location for an
experimental freeport, and should be dropped from the list to be recommended to the Prime

Minister.

5. It was agreed that the working party were right to recommend Southampton. But the
purposes of the experiment might be better served if the total number of locations were
increased. This would however create a staffing problem for Customs and Excise, who had
been allotted manpower to service only three sites. There was also a risk that if too many
sites were chosen, they would cut each other's throats. After discussion it was agreed that
it would be possible to increase the number of sites to five without seriously damaging the

experiment, provided the staffing difficulty could be resolved.

6. It was then suggested that the case for a freeport at Birmingham was stronger than it
appeared in the working-party's report. The wider arguments which pointed to Liverpool
rather than Manchester applied with even greater force in the case of Birmingham, for the
West Midlands was the area which had suffered most from the recession. With Tilbury ruled
out from the original list, and Southampton selected, going for five sites would permit the
choice of both Liverpool and Birmingham in place of Manchester. The addition of both the
runners-up, Aberdeen and Belfast, would also give a sensible split between seaport and

airport sites.

7. The Secretaries of State for Scotland and Northern Ireland agreed to transfer to
Customs and Excise from their Departmental staff ceilings the necessary staff for Belfast
and for a Scottish site. It was noted however, that Aberdeen might not be the right site in
Scotland. Aberdeen airport was already highly congested and a freeport was not required to
stimulate activity there. It was suggested that a better case on wider grounds could be
made for Prestwick, though the establishment of a freeport might make it more difficult to

take an objective decision in due course on the future of the airport. The eventual decision

was that Prestwick was to be preferred.

8. It was accordingly decided that the Prime Minister's approval should be sought for the
designation of Belfast, Birmingham, Liverpool, Prestwick and Southampton. An early

announcement would be desirable, and the best course would be for the Minister of State
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(Treasury) to make an oral statement to the House on Thursday 2 February. There would be

ample opportunity for further discussion of the Freeports experiment during committee

stage debates on the Finance Bill.

X.

MISS J C SIMPSON
1 February 1984

Circulation

Those present

PS/Secretary of State for Wales
Mr Turnbull - No.10

PS/Customs and Excise
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PERSONAL AND CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 8000
PRIME MINISTER
SELECTION OF FREEPORT SITES
Barney Hayhoe and I this afternoon met Jim Prior, George Younger,
Patrick Jenkin, John Biffen, Norman Tebbit, Nick Ridley and

Wyn Roberts to discuss the selection of freeports.

2 We recognised that we had to balance the objective assess-

ment set out in the report by officials, which was attached to

my minute of 17 January against a range of important political

considerations. The subject has generated a wholly dispropor-
tionate amount of public interest, and there will be protests

whatever our choice.

35 After considerable discussion, we have decided to recommend
five sites: Southampton, Liverpool, Birmingham, Belfast and

Prestwick. s - »

e P sl e

4, The application from Southampton stood on its merits. The

pressure from Liverpool has been particularly intense, and we felt

: - : . L ——
obliged to include it. We selected Birmingham Airport as the

other English site on both locational and political grounds.

We agreed to add Belfast Airport and Prestwick Airport on the
understanding that Jim Prior and George Younger would transfer to
Customs and Excise the necessary staff numbers (10 to 15 in each

case) from their Departmental allocations.

/We agreed
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S We agreed that it would be best for Barney Hayhoe, who has

handled the matter hitherto, to announce the selection in an

Oral Statement to the House. I hope, to prevent leaks of our
decision, that he can do so on Thursday, 2 February. The aim is
to make it as low-key as possible; but a Written Answer would

not, we judged, be acceptable.

6. I should be grateful for your agreement to the selection and

to the proposed method of announcement.

N.L.
31 January 1984
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET
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26 January 1984

Secretary of State for Trade and Industry

The Rt Hon Nigel Lawson MP
Chancellor of the Exchequer /
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Parliament Street
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Thank you for copying to me your letter of 17 ‘January to the
Prime Minister about freeports.

2 I shall be pleased to attend a meeting to discuss the Working
Group's recommendations (which I have since learnt is to take
place on Tuesday 31 January). I thought it might be helpful to
you and colleagues if, prior to the meeting, I set out my
preliminary views.

3 Firstly, and most important, the establishment of freeports in
the UK is an experiment to evaluate their potential. We should
therefore select only the strongest candidates with the greatest
potential for success: this is not only the most rational
apprdach but arso the easiest to justify publicly. As to the
number of sites, I agree with you that the success of this
venture will also depend to a considerable extent on their being
kept to a minimum, and although I would prefer an even smaller
number I am willing to support your suggestion that the upper
limit should be four. e
‘__’_———-’,-’_\
4 My own preference would be to designate those three sites
which best meet all of the selection criteria: Southampton port,
Manchester Airport and Thurrock Park Tilbury, together with the
strongest of the territorial candidates short-listed. In view of
its existing high proportion of trade with non-EEC countries, I
would support Belfast Airport in preference to Prestwick or
Aberdeen, which bo appear to have serious question marks
concerning their long-term viability and spread of trade.

5 1If, contrary to this approach, it was felt necessary to take
account of wider considerations than were included in the
selection criteria, then we should take into consideration the
arguments for other candidates including, for example, Birmingham
airport.




6 I have seen a copy of the Prime Minister's reply to you, and I
agree that Felixstowe certainly does have some strong points. i
am, however, concerned at the paucity of information provided on
the basis of the revenue forecasts and the source of finance for
the development. Unless these deficiencies were quickly overcome
I feel that it would be preferable to support Tilbury's alread
established case.— owd f wecd ol be com »/ﬁFJ g € angagni

b Kinolon !

7 In sum, I think we should endorse tne Working Group's
selection of Manchester, Southampton and Tilbury and give
consideration to only one other site, for which my preference is
Belfast.

8 I am copying this letter to the Prime linister, other

i
colleagues in E(A) Committee and to Sir Robert Armstrong.

NORMAN
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FREEPORTS A\

4
Thank you for your letter of 17 January~ and
for sending me a copy of your minutg/fg the
Prime Minister with the report by officials
on the freeports bids. I would like to join
the discussion that you propose. You will be
aware of the anxiety on Merseyside about the
outcome. Notwithstanding the exclusion of the
Liverpool proposal from the officials' shortlist,
I hope we can examine the proposal alongside
the 8 others yocu mention in your minute to
the Prime Minister. I consider it extremely
important that the Liverpool case is considered
by Ministers despite the disappointing showing
made as against the criteria.

I am copying to the Prime Minister, other
members of E(A) and Sir Robert Armstrong.

R .

\'W

C~
PATRICK JENKIN

The Rt Hon Nigel Lawson MP
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The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

Parliament Street

LONDON

SW1P 3AG 23 January 1984

FREEPORTS

Thank you for sending me a copy of your minute to the Prime
Minister of 17 January 1984. I would be very happy to take
part in the discussion you suggest on the recommendations
contained in the report by the Inter-Departmental Working Group
of Officials. Our ultimate choice of Freeport locations will
have to be justified as based on the outcome of the competition
which was run of course with the objective of finding the best
sites on which to test Freeport status. Officials have done a
very good job in reducing the 45 competitors down to a small
number of those most suited to this experiment.

I endorse the strengths of Manchester Airport, Southampton and
Tilbury. I would also subscribe to the thoughts expressed

in paragraph 8 of the Working Party's Report. The 3 clear winners
of the competition are in England but 2 candidates, Aberdeen

and Belfast Airports are seen as having considerable merit, and

I would argue strongly that Belfast Airport should be included

in the sites chosen for the experiment.

In pressing the case for Belfast Airport I would not argue that
Northern Ireland, or any other part of the UK, has a presumptive
right to a Freeport. Two other applications from Northern Ireland
have been, quite properly, rejected as not meeting the established
criteria. While it might be argued that a wider geographical

LONFCENTIAT




spread of Freeposts gives a better experimental basis, designation
on regional grounds of an applicant with little intrinsic

merit would not be in the best interests of the region or the
Freeport experiment. It seems to me, however, that neither

of these arguments applies to the application by Belfast

Airport, which the Working Group has acknowledged as a

relatively strong application deserving consideration on its
merits.

Belfast has a volume of international trade which (outside
London) is second only to Manchester. It has a strong management
with sound financial backing and they have a real sense of
commitment to effective international marketing as a means of
securing the full exploitation of the excellent facilities of
the Airport. Designation would provide a valuable reinforce-
ment to the existing efforts of the management team and would
also offer hope of recovering to the United Kingdom, some

£5 million of Northern Ireland's international trade which is
at present routed through Dublin Airport. As far as the impact
of designating Belfast on the rest of the UK is concerned,
there would be minimal distortion or trade diversion effects.

I agree that it will be necessary to keep the number of designations
small but I am convinced that Belfast Airport should be

included among the sites chosen for Freeports, because of the
ranking it attained, on its merits, in the competitian.

I am copying this letter to the Prime Minister, to members of
E(A) and to Sir Robert Armstrong.
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10 DOWNING STREET

From the Private Secretary 20 January, 1984

Freeports

The Prime Minister has seen the Chancellor's minute
of 17 January, setting out his proposals for the establishment
of three freeports. She would be happy for the Chancellor
to hold a meeting with colleagues most closely concerned to
discuss his recommendations. She has commented that Tilbury
has been preferred to Felixstowe, even though the latter
has been extremely successful.

I am copying this to the Private Secretaries to members
of E(A) and to Richard Hatfield (Cabinet Office).

ANDREW TURNBULL

John Kerr, Esq.,
H.M. Treasury

CONFIDENTIAL




PRIME MINISTER

FREEPORTS
The Chancellor is proposing three freeports:

(i) Manchester (airport)

RNt

(ii) Southampton (seaport)

(iii) Tilbury (seaport, Greenfield site).

He wishes to keep the number of freeports at three, or at most

four:

The obvious problem is that all his three are in England, two
in the South.

The Chancellor has offered a meeting with colleagues who
will no doubt press the case for other sites. (I believe
Prestwick is in Mr. Younger's constituency.) It is almost

certain this offer will be taken up.

Agree the Chancellor should hold further discussions with

colleagues, reporting back to you if agreement is not reached?

R\

/
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

PRIME MINISTER

You will recall that, following Geoffrey Howe's announcement in his last Budget
that he proposed setting up a limited number of experimental freeport locations,
applications for consideration were invited on 25 July last year. Forty-five
applications were received by the closing date of 31 October: Barney Hayhoe
listed them in a Parliamentary Answer on 3 November. Since then, these have
been considered by an interdepartmental Working Group of officials on the basis
of selection criteria which I agreed with colleagues. I attach a copy of the

Working Group's report.

2. You will remember that the basic idea of the freeport is that within them

goods will be treated for customs purposes as being outside the customs territory

of the UK. In general, customs duties and agricultural levies will be due only

—

when goods are consumed within the freeport, or when they leave the freeport

for markets in the UK or other EC countries. Within the freeport, traders will
have the opportunity of undertaking various activities including transhipment,

warehousing and processing.

3. You will see that the Working Group report strongly endorses the

applications from Manchester airport, Southampton and Tilbury. If more, or a

different distribution of, sites were thought desirable, they suggest that these

—

Felixstowe or Prestwick aiport. I should be happy to hold a meeting with those

should be selected from Aberdeen airport, Belfast airport, Birmingham airport,
e —— e ey R s —

colleagues most closely concerned, such as Jim Prior, George Younger, Nicholas
Edwards, Patrick Jenkin, Tom King, Norman Tebbit and Nicholas Ridley, to
discuss these recommendations before reaching a final decision. I must say at
the outset, though, that I am convinced that the success of the experiment
depends at this stage on the initial selection of sites being extremely limited. I

suggest that the maximum should be four.

——




4. I hope we shall be able to agree quickly on a final list. We have promised

to make an announcement "early in the New Year", and in order to stick to that I

should like to make our decision public before the end of the month.

5. I am copying this minute to other members of E(A) and to Sir Robert

Armstrong.

(N.L.)
17 January 1984
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FREEPORTS: CHOICE OF SITES

1. This submission puts forward for the consideration of Treasury Ministers a shortlist of
8 freeport applications; explains how it has been arrived at; and makes recommendations

about the final choice of freeport sites to be made from the shortlist.

2. The selection process has been carried out by an interdepartmental Working Group of
officials, under Treasury chairmanship. We decided that, for the selection process to be
fair, all sites should be judged on the basis of the information in the application submitted.
The 45 applications were sifted initially on the basis of the essential criteria derived from
the Memorandum of Guidance for potential operators issued in the summer. A list of these
criteria is at Annex A. 16 applications passed the initial sift. A list of those dropped at this

stage, together with the main reasons why they did not meet the essential criteria, is at

Annex B.

3. The 16 remaining applications were then assessed and compared on the basis of the
appraisal criteria, which were likewise made clear in the Memorandum of Guidance. These
criteria are listed at Annex C. A list of the eight further applications dropped at this stage,
and the main reasons for doing so, is at Annex D. We checked, finally, that there were no
decisive objections from MAFF to any of the shortlisted applications because of the

implication for agricultural land.

The prime candidates

4. The Group agreed upon three applications which are in its view the prime candidates

on the basis of the objective appraisal criteria:

a) Manchester (airport): application from Manchester International Airport

Authority
Southampton (seaport): application from Associated British Ports (Holdings) PLC.

Thurrock Park, Tilbury (seaport): application from London International Trade
Zone.
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’. The application for Manchester Airport is strong on many of the appraisal criteria. A

well conducted market survey has identified a reasonable level of informed trader demand.
The modest level of investment required means that financial backing, though not yet
identified, should not be a difficulty, and returns look to be adequate after year one. The
freeport can begin operation with minimum delay. In addition, Manchester, as the only GB
long haul international airport outside the South East, has well-established international
services and is already a centre for third country traffic. The Working Group agreed that

this was the best of the airport applications.

6. Southampton's application identifies a promising level of trader demand. The

consortium of private sector investors concerned looks to have the necessary commercial
competence and should have no difficulty in raising the necessary funds. The venture would
be likely to show a profit in Year 1 and a cash flow surplus in Year 4. The proposed
operators have substantial expertise in a variety of fields. Virtually all the facilities for the

proposed Phase 1 are in place, so that the freeport can begin operation immediately.

7. The application for Tilbury also comes from a consortium of private sector companies
with suitable commercial expertise. The Port of London Authority has only a minor role as
landowner. One of the investors, Miami Free Zone Corporation, has experience of the
operation of Freeports in the USA, and has given particular attention to possible customs
systems. The proposed site is not contiguous to the port, but it is part of the seaport
complex and we are confident that suitable arrangements can be made. The geographical
location, close to London, is clearly advantageous, and transport links are good. The returns
on the investment are acceptable. The initial development of the site is going ahead already

so once again the freeport can start operations immediately.

Territorial candidates

8. These three sites are all in England. We believe it would be a mistake to allow
regional policy considerations to sway a decision in favour of a freeport application which
has little intrinsic merit: after all, the economic and employment impact even of successful
freeports is likely to be very limited, while freeports which are not viable will bring no
economic benefit to an area, and will serve only to create disappointment. However we
recognise that in their final selection Ministers may wish to include a site or sites elsewhere
in the UK. If so, the Working Group recommend the following applications which, though

not as strong as those listed in paragraph 4, have merit.
d) Aberdeen (airport): application from Barratt Scottish Properties plc.

e) Belfast (airport): application from Northern Ireland Airports Ltd.

&g




9. The application for Aberdeen comes from a sound private sector investor and the

financial analysis stands up well. The main doubt about this site is that the level of trade is
at present heavily reliant on oil-related traffic. The Group agreed that there were
sufficient doubts about future trade demand to preclude putting Aberdeen among the front
runners. The application was nevertheless sufficiently good to be chosen if Ministers

specifically wanted a Scottish freeport.

10. Belfast has several points in its favour. The volume of international trade is second
only to Manchester outside London and there is a very high percentage of third country
trade by value. The financial analysis is realistic as regards costs, with high promotional
costs included and prudent assumptions about occupancy rates and cash flow. The applicants
recognise that the anticipated returns are zero once interest is included and as such
inadequate for a commercial venture. However, the applicants can fund the project
themselves and regard the return as adequate for investment which will be in support of
existing plans for development of airport trade. This makes it a less attractive but

defensible option, if Ministers wished a location in Northern Ireland.

Other shortlisted candidates

11. The remaining three applications in the shortlist are included because we recognise
that Ministers may wish to consider them for reasons other than their objective merits on

the basis of the published criteria. They are:
f) Felixstowe (seaport): application from Felixstowe Dock and Railway Company.
g Birmingham (airport): application from West Midlands Freeport Ltd.

h) Prestwick (airport): application from Kyle and Carrick District Council/British
Airports Authority.

12. The difficulty over Felixstowe is that it is a poor application for a potentially good
site. The application contains palpable overstatements of trader demand and likely revenue.
The finance for the investment, which is relatively high, has yet to be found. Nevertheless,
Felixstowe is geographically well placed to attract third country trade from other European
Freeports, especially from USSR and Scandinavia. The port has shown a consistently
impressive level of increase in turnover in recent years; it is a modern port, privately owned
where restrictive labour practices are considerably less of a problem than they would be in
some other sites. The application has strong support in some quarters, and Ministers may
come under pressure to look beyond the application to the site itself, and to select it for

designation.
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13. The application for Birmingham Airport was considered not to" be a front runner,

primarily on financial grounds: it has very poor costings and, once interest is included, the
venture is continually loss-making. Its access to third country traffic is limited; and the
evidence of trader demand is also rather sketchy. The Group agreed that this application
and that from Manchester Airport would be in close competition if both were designated and
therefore saw the two applications as alternatives. Birmingham's application is less good
than Manchester's but there is likely to be considerable pressure to favour the West
Midlands.

14. The application for Prestwick shows reasonable levels of trader demand from small,
high technology firms who are likely to benefit, and 99% of Prestwick's trade is third
country. It is, however, very poor on financing, with a number of important cost factors
omitted. Although the initial investment is secure, further development depends on finance
from traders and must therefore of necessity be highly speculative. The future of the
airport itself is also dependent on decisions on the future routeing of transatlantic flights.
However, the Working Group took note of the Secretary of State for Scotland's commitment
to this site; and of the recommendation from the Select Committee on Scottish Affairs in

their report on the airport that Prestwick should be granted freeport status.

Applications not on the shortlist

15. Of the applications dropped as failing the appraisal criteria outright, there are two in
particular which there will be pressure from some quarters to include on regional grounds.
These are:

i) Cardiff (seaport): application from Pearce (Wales)

j) Liverpool (seaport): application from Mersey Dock and Harbour Company.

We cannot recommend either of these to Ministers as reasonable prospects.

16. The application for Cardiff,'though better than the other two Welsh applications,

failed on the appraisal criteria. It is particularly poor on financing. All operating costs are
excluded, but the project still shows a rate of return less than the current interest rate. The
financial backing has yet to be found and it must be highly doubtful that it will be. The site
is unsuitable and there is insufficient trader demand. Nonetheless, particularly if sites in
Scotland and/or Northern Ireland are chosen, there will be pressure for a Welsh freeport
also.
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.7. There may be pressure on Ministers to designate Liverpool (seaport). The application

from the Mersey Docks and Harbour Company, however, failed on the appraisal criteria.
Given the type of traffic presently using Liverpool docks existing traders would get very
little benefit from freeport status; and the evidence of trader demand in the application is
untargetted and wholly unconvincing. The site proposed is excessively large and
unmanageable, posing intractable problems of security. Since all that is envisaged is fencing
in, the level of investment is low and hence easy to find; but it is highly questionable
whether this site could enjoy significant commercial success as a freeport, especially in

view of its proximity to Manchester, which is by far the sounder prospect.

The final choice

18. In making their final choice from the shortlist Ministers will wish to bear a few further
points in mind. Although regional policy considerations should not play a part in the
selection, the geographical distribution of the sites selected is relevant. It is important that
freeports should not be so close together as to be competing for trade. The prime
candidates offer quite a good geographical dispersion. Secondly, to reflect the experimental
nature of the exercise, Ministers may wish to select a variety of sites: small and large, sea

and airports. The shortlisted sites offer examples of each, as Annex E shows.

19. The Working Group recognise that there is pressure for more than the "two or three"
sites recommended in the report of Mr Bruce-Gardyne's Working Party. Sir Geoffrey Howe's
1983 Budget speech referred to "a limited number". The fewer sites there are, however, the
better the chance of a successful experiment: too many sites would compete with each
other, and the less impressive applications would have to be included. If a very small
number are selected, it will be easier to defend the choice to those applicants which have
been unsuccessful, since the competition for selection will clearly have been strong.
Manpower and costs considerations need also to be taken into account. The Public Accounts
committee has shown an interest in the staffing implications of freeports and may be
expected to return to the matter. The 1984/5 manpower ceiling approved by Ministers for
Customs and Excise includes provision for 2 or 3 experimental freeports only, on the basis of

12-15 officials for each site. Any increase in the number of freeports would require

additional manpower provision.

Recommendations

20. On the basis of the assessments of the applications set out in this submission, the
Group recommends that the selection should be from the applications listed in paragraph 4:

Manchester, Southampton and Tilbury. These three offer a useful spread of types of site:
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an established airport (Manchester); an established seaport (Southampton); and a"greenfield”

site (Tilbury); and they are reasonably well dispersed geographically. If Ministers wish to go
outside this list, in order to achieve an even wider geographical spread then, on the basis of
the objective appraisal criteria, the best alternative candidates are Aberdeen and Belfast, as

explained in paragraphs 9 and 10.

HM Treasury January 1984
Parliament Street
London

SWI1P 3AG
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ANNEX A

ESSENTIAL CRITERIA

Applicant can demonstrate ready availability of land.

Site associated with sea or air port: contiguous?

close?

Appropriate authorities have indicated approval in principle (planning etc).

Area does not include residential accommodation/retail activity and is otherwise

suitable.

5. Satisfactory security arrangements can be made.

6. No additional central government funding (excluding any automatic assistance)

required.

7. Adequate evidence on demand and on finance available.
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APPLICATIONS NOT PASSING INITIAL SIFT

Applicant and location Comment

Belfast Harbour Commissioners
(Belfast)

Blue Circle Industries plc
(Dartford)

Bournemouth Borough Council and
Dorset County Council (Hurn
Airport)

British Waterways Board (Sharpness
Docks, Gloucs)

Bryant Samuel Properties Ltd
(Birmingham Airport).

Central Regional Council (Port
of Forth, Grangemouth)

Cheldale Ltd (Lympne Industrial
Estate, Kent)

City of Edinburgh District Council
(Edinburgh).

City of Swansea (Swansea)

Dundee Port Authority (Dundee)

Falmouth Docks and Engineering
Co (Port of Falmouth)

Foyle Development Organisation
(Londonderryg

Freeport erators (South
Humberside) Ltd (North .
Killingholme, South Humberside)

Insufficient financial
information; some aspects
of the site unsuitable.

Insufficient detail on
development proposed; no
financial information.

Doubtful availability of land;
inadequate detail on development;
no financial information.

No detail of funding of
extensive development.

Insufficient detail on scale
of investment or proposed funding.

Site unsuitable on security
grounds.

Site not associated with port
or airport; no financial .
information.

Limited evidence on finance and
trader demand; security
arrangements doubtful.

Unsuitable site with doubtful
security arrangements;
insufficient evidence on demand
and availability of finance.

Very poor financial evidence,

~ unsuitable, scattered
location.

No information on suitability of
site or activities proposed.

Limited evidence on availability
of finance or proposed scale of
investment.

No evidence of availability of

finance for substantial
development required.
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Hellberg Harris International
Ltd (Solihull)

London Borough of Croydon
(Croydon)

Medway Ports Authority (Sheerness
Docks and Chatham Dockyard)

Renfrew District Council
(Clyde and Glasgow Airport)

RTZ Estates (Avonmouth)

RTZ Estates (Thameside)

Sally UK Holdings Ltd
(Manston Airport, Kent)

Sealink (UK) Ltd (Fishguard)

Sealink (UK) Ltd (Harwich)

Sealink (UK) Ltd (Newhaven)

Shetland Islands Council
Council (Sumburgh Airport)

Simon Storage Group (North
Killingholme, South Humberside)

No evidence of funding or
proposed scale of investment;
site unlikely to be available.

No useful information provided

Insufficient evidence of demand
and availability of finance;
sites not suitable on security
grounds.

Very limited information on
funding and on nature of site.

No information on trader demand
or availability of finance.

No information on availability
of finance; very limited evidence
on trader demand.

Ministry of Defence indicate

that proposed site would not be
available for freeport operations:
no evidence of trader demand.

Very limited evidence of
availability of finance and
trader demand; extension of
small site would require major
work.

Very limited evidence of
availability of finance and
trader demand; separated sites
proposed.

Very limited evidence of
availability of finance and
trader demand; prolonged
development required before
freeport operations could begin.

Very limited evidence of
availability of finance and
trader demand; no detail of
suitability of site.

Very large site requiring
extensive development before
operations could commence
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Southampton Airport Ltd
(Southampton Airport)

Southend-on-Sea Borough Council
(Southend Airport)

Teignmouth Quay Co Ltd
(Teignmouth Port)

Wallace Field Co
(Speke Airport)

Insufficient detail of proposed
site and of funding arrangements.

Expansion beyond small initial
site unlikely to obtain planning
permission; limited evidence of
availability of finance or trader
demand.

Very small site; no evidence of
availability of finance or
trader demand.

Bona fides doubtful;little
relevant information.
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ANNEX C

APPRAISAL CRITERIA

Demand

1. Is there strong evidence of trader demand?

2. What existing level and type of international trade handled already?
Is there reasonable expectation of increased trade?

Likely effect on trade opportunities elsewhere in country, especially in immediate
locality?

Finance
5. What strength of backing?

6. What existing expertise available (construction, port operation, financial planning,

management, promotion and marketing etc)?
7. What returns expected, over what period?

8. Realism of financial arrangements and budgeting (what sort of appraisal technique
used?)?

9. No additional central government funding required?

Timing
10. Does the proposal build on existing facilities?
11. Is proposed scale of development realistic?

12. What is proposed start date for operation?
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APPLICATIONS NOT PASSING SECOND SIFT

Applicant and location Comment

City of Kingston Upon Hull Trade predominantly low value
(Alexandra Dock, Hull) bulk goods and goods of EC
origin; not much evidence of trader
demand, questionable whether invest-
ment proposed sufficient to
generate commercial success.

East Midlands Airport Joint Scant information on trader
Committee (East Midlands demand; level of international
Airport) trade sharply fluctuating in recent

years; very basic financial
projection suggests inadequate
returns.

Hargreaves Shipping Services Much of trader demand identified

Ltd (Imminghamg would have little practical
interest in freeport activities;
certain activities already estab-
lished on site seriously question
its suitability.

Iverclyde District Council Little worthwhile evidence of

(Greenock) trader demand; small international
trade in consistent decline in
recent years; poor budgeting
suggests inadequate return for
operators.

Mersey Dock and Harbour Co Over-ambitious proposal takes no

(Port of Liverpool) account of limited evidence of
trader demand or of security
requirements; questionable whether
sufficient investment to generate
commercial success.

North East Regional Airport Trade growth uncertain in absence
Committee (Newcastle Airport) of scheduled flights to 3rd
F countries; financial backing on
scale envisaged would be difficult
to raise; number of important
items of costing omitted from
budget.
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Pearce (Wales)
(South Glamorgan)

‘Port of Bristol Authority
(Royal Portbury Dock,
Bristol)

Unsuitable site with doubtful
financial backing; insufficient
trader demand financial projection
omits all operating costs, but
returns are still less than
interest rate.

No real evidence of trader demand;
little indication that operator
has grasped freeport concept;
financial information fails to
demonstrate satisfactory return for
operator.
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FREEPORTS: KEY FEATURES OF SHORTIISTED SITES

MANCHESTER
INTERNATIONAL
AIRPORT
AUTHORITY

BARRATT
S00TTISH
PROPERTIES
PLC

NORTHERN
IRELAND
AIRPORTS LTD

FELIXSTOWE
DOCK AND
RAILWAY
COMPANY

KYLE AND

CARRICX DISTRICT
COUNCI L/BRITISH
AIRFORTS AUMORITY

PROPOSED
LOCATION

MANCHESTER
(AIRPORT)

ABERDEEN
(AIRFORT)

BELFAST
(AIRPORT)

FELIXSTOVWE
(SEAFORT)

BIRMINGHAM
(AIRPORT)

PRESTWICX (AIRFORT)

REGION

NORTH WEST

SCOTLAND

NORTHERN
IRELAND

SOUTH EAST

WEST MIDLANDS

SCOTLAND

PROPOSED SIZE
(IN PHASES)

PHASE 1: 1.73
ACRES

PHASE 2: 63
ACRES

PHASE 1: 28
ACRES

PHASE 2: 11,5
ACRES

PHASE 1: 70
ACRES

PHASE 2: UP TO
78 ACRES

TOTAL: 66
ACRES
FLOOR AREA:
PHASE 1:
10,000m2
PHASE 2:
25,000m2
PHASE 3:
22,500m2
PHASE b4:
9,500m2

PHASE 1: 15 ACRES
PHASE 2: 18 ACRES

PHASE1: 31 ACRES
PHASE 2: 25 ACRES
FURTHER UP T0 149
ACRES

PROPOSED SCALE
OF DEVELOPMENT

PHASE 1:
EXISTING WARE-
HOUSE

PHASE 2: CARGO
CENTRE, OFFICES
PARKING FOR 250,
CARS, 60 LORRIES

OPEN WAREHOUSE
STORAGE PLUS
INDIVIDUAL
USER UNITS FOR
STORING PROCE-
SSING ASSEMBLY
AND MANUFACTURF

PHASE 1: 3
MULTI -USE
BUILDINGS FOR
ASSEMBLY/
PROCESSING,
WAREHOUSING AND,
OFFICE/SHOWROOMS
PHASE 2: TO BE
DECIDED

SPECULATIVE
AND PURFOSE
BUILT WARE-
HOUSES AND
OTHER
FACILITIES
INCLUDING
EXHIBITION SH
ACE WEIGHING
AND MEASURING
COMPUTING

PHASE 1(a) -
EXISTING WARE-
ROUSES

PHASE 1(b)

NEW INFRA=
STRUCTURE PLUS
WAREHOUSE
UNITS

LIGHT INDUS-
TRALUNITS IN
A VARIETY OF
SIZES, DIS-
PLAY AREA
PARKING

SECURE UNITS
INCLUDING CARGO
TRANSIT SHED.
DESIGN TO
REFLECT USER
REQUIREMENTS,
CAR AND LORRY
PARKING

PUBLIC WAREROUSE
FURTHER DEVELOPMENT
BY INCOMING
COMPANIES

TIMESCALE FOR
OPERATIONS

IMMEDIATE amw
OF 20,000 ft

MONTHS AFTER
DESIGNATION

10 ACRES
IMMEDIATELY

PHASE 1(a): &
MONTHS
PHASE 2: AFTER
5 YEARS

PHASE 1 1984~
1986
PHASE 2: 1985-
1989

TOTAL 5 YEARS
STARTING JULY 1984

CAP1TAL:

PHASE 1A
£6.8M RAISED
OR PHOVIDED BY
SHAREROLDERS
IN FREEPORTS
MANAGEMENT
DEVEIOPMENT
COMPANY:
ASSOCIATED
BRITISH PORTS
TRAFALGAR JOUSE
OCFAN OURY
TRADING
KLEINWORT

£5,42M

(PHASE 1)
TAYLOR WOODROW
GROUP (NOT YET
FIRMLY DECIIED)

REASON

£12M IN
YEARS 1-5
BARRATT
SCOTTISH
PROPERTIES

PHASE 1: 21M
PHASE 2: S52M
PRUDENTTAL
CORPORATION PLC

£110,000 year 1
£60,000 pa THERE-

t AFTER SCOTTISH

EXPRESS INTERNATIONAL
(FREEPORT OPERATORS)
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FREEPORTS

You will recall that following the report from the working party on freeports
chaired by Mr Bruce-Gardyne, the then Chancellor announced in his Budget
speech that the Government had approved the establishment of a limited number
of freeports on an experimental bame
legislation enabfing this in the 1983 Finance Bill, but this of course fell with the
dissolution of Parliament: the legislation will now be in the 1984 Bill.
— e

In the meantime, however, it has also been agreed interdepartmentally that
criteria for the selection of freeports sites would be published in advance of the
legislation, hence enabling potential operators to present their cases, and, if
successful, establish themselves with the minimum possible delay. It was agreed
that announcement of the criteria should be made by means of a Parliamentary
Question and a press notice.

I attach a copy of the draft PQ, and the press notice and supporting
memorandum of guidance. The intention is that the Minister of State should
answer the PQ on Wednesday. I should be grateful if you could confirm that the
Prime Minister is content. All three texts have been agreed with all interested
Departments.

Yix

ﬂ(y
MISS J C SIMPSON
Private Secretary
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Q.

To ask Mr Chancellor of the Exchequer on what basis he proposes
to select the experimental freeport sites; and if he will make

a statement.

The Government has accepted the recommendations of the working
party on freeports that locations for the experimental establishment
of freeports should be determined by evidence of trader demand and
potential economic viability. A Press Notice has been published

today setting out the criteria under which applications from

potential operators will be assessed. A copy of the Press Notice

and of the supporting memorandum of guidance issued by HM Treasury

will be available in the library.

m— \




% Applications are now invited from potential site operators who should
include evidence based on the above guidelines and in particular details

of the following:

Existing levels of international trade handled in the locality
and potential for growth and investment arising from the

establishment of freeport facilities.
The extent to which new deve%ggggnt ng}gﬂggéggggifed, together
with a projected timetable for bringing freeport facilities into

operation.

A description of the applicant's figggcial backing and relevant

expertise together with a financial forecast showing funding
s ———
arrangements, estimated capital costs, projected cash flow and

forward trading estimates.

The activities envisaged and the hours of operation.
S——

Evidence that the appropriate authorities have no objection in

principle to the proposal on planning or other grounds.

4. Ministers have already received many approaches from interested
parties but in order to ensure that bids are dealt with on the same basis
all potential operators are now invited to submit formal applications based
on the above guidelines to the Secretary, HM Treasury, Parliament Street,
London SW1P 3AG by 31 October 1983. A memorandum of guidance is available
from the above address. All applications received will be fully and
carefully considered by the Government. Legislation will be introduced

at the first opportunity to allow selected sites to be formally designated.

5 Experimental freeport facilities will be provided at a limited number
of locations in the first instance. As the working party recognised,
however, it is already possible for traders engaged in the transhipment,
handling and processing of goods destined for re-export to come together




under existing customs provisions in a specific location which is not fenced

or otherwise enclosed. The above considerations would not apply in such

cases. Enquiries should be directed to the local Collector of HM Customs
and Excise.




MEMORANDUM ISSUED BY HM TREASURY

FREEPORTS IN THE UNITED KINGDOM

GUIDANCE FOR POTENTIAL OPERATORS

12 The Government has invited applications from potential operators in
respect of a limited number of freeports to be designated under legislation
which will be introduced at the first opportunity. The terms of the
invitation are reproduced in the annexed Press Notice. This memorandum
gives further information on the freeport concept and on the method of

application.

The freeport concept

2e A freeport is an enclosed zone within or adjacent to a seaport or
airport within which goods are treated for customs purposes as being outside
the customs territory of the country. In general, customs duty and
agricultural levies are due only when goods are consumed within the zone,

or when they cross the perimeter of the freeport area for markets in the
United Kingdom, or in other member states of the BEuropean Community.

3. Activities which may take place in a freeport include:-

(a) loading, unloading and transhipment;

(b) storage, including stockholding pending the availability of quotas;

(¢) sampling, packing, labelling and other forms of minor handling
related to the preparation of goods for marketing;

() processing of most third country goods for export outside the
BEuropean Community, subject to the "protective test" applied by
European Community legislation; and

destruction=of, for example, unsaleable or surplus goods.




.Community goods may be processed in a freeport without restriction. This
includes goods from third countries provided the requirements for bringing

them into free circulation have been completed.

4. Traders who are registered for VAT purposes may import goods into a
freeport without accounting for tax on them. VAT will become chargeable if

goods are removed from the zone for use in the United Kingdom. The normal

VAT rules will apply to goods and services supplied to or within the zone.
Relief from excise duty will be limited to the warehousing facilities

available under existing legislation.

5e Control of goods within the freeport will be primarily on the basis of
traders' commercial records. However the freeport will also be fenced or
otherwise enclosed under responsibility of the operator, and the nmumber of
access points will be restricted to a minimum. Goods subject to national
prohibitions, for example relating to certain drugs, to obscene articles or
to animal and plant health or conservation, will be excluded from freeports.
Import or export requirements may be applied to other particular goods.
Certain categories of traders in goods subject to restrictions may be

excluded from operating in a freeport.

6. Traders will be required to provide statistics to Customs and Excise
of certain receipts into and deliveries from freeports.

Form and content of applications

T Ministers have already received many approaches from interested
parties but in order to ensure that all bids are dezlt with on the same
basis potential operators are now invited to submit formal applications based

on the published criteria,

8. Applications may be made by potential operators or those with a
major interest in the land for which designation is sought. Proposed sites
must be closely associated with either a sea or airport, but need not

necessarily form part of the exieting complex.

9. It would be helpful if the main application could be limited to 2,000
words. Supplementary material may be included in appendices. The topies on




. :

which information should be provided are described below. The Press Notice

reproduced as an Annex will act as a checklist.

Expected level of demand
10. The Government has indicated that the locations for the experimental

freeports will primarily be determined by evidence of trader demand and
potential economic viability. Applications should include details of the
level of international trade associated with the existing port facilities,
where possible broken down between trade with the European Community and
elsevhere. An estimate should be provided of increased traffic expected from
freeport operation. Evidence of support should be provided from firms

either established in the proposed freeport area or intending to establish
there should designation be granted.

Proposed area
1l B8 There should be a map to a scale of at least 1:2500 showing the area

proposed for the freeport, together with information on land ownership. It
is intended that a designated freeport should occupy a discrete area which
can be conveniently enclosed by a single fence or other suitable means and
proposals should be submitted. In principle there should be no more than two
gates which must be capable of being locked when not in operation. Account
should be taken of security considerations both within the zone and at the
immediate perimeter. In particular, the area to be designated should
exclude residential accommodation. Applicants should also bear in mind

that retailing activities will not normally be allowed in freeport areas.

Development programme
125 The proposed freeport should be in a position to start substantial

operation with minimum delay after designation. Details should be included
of the extent to which new development would be required with a projected
timetable to bring the facilities into operationm.

Finance

13 A financial forecast should be provided showing funding arrangements,
estimated capital costs, projected cash flow and forward trading estimates,
together with a description of the applicant% financial backing and
development expertise. Potential operators must be able to demonstrate

‘that investment, development and promotion of the freeport will nd require




additional funding by central government.

Proposed activities

14. It will be the operator's responsibility to create the commercial
environment which will attract enterprise to the freeport both by promotional
activity and by offering central services. Potential operators should
indicate the facilities they intend to provide within the zone, as well as the
proposed hours of operation. 4 charge will be raised in respect of any customs
attendance necessarily given outside the normal hours approved for ports or

airports locally.

Planning

15, Planning, health and safety and pollution controls will contimue to
apply in freeports. The application should contain evidence that the
appropriate authorities have no objection in principle to the proposal on

L}

these grounds.

Procedure for designation

16. The Chancellor of the Exchequer will decide on the experimental
locations in the light of the evidence received. Subject to the passage of
the necessary legislation, freeports and the operators will be designated
by Order. Once the selections have been made detailed discussions on
techniczl matters of procedure and control will take place between the
operators concerned and HM Customs and Excise. Designation Orders will be

subject to review five years after the site becomes operational.

Other procedures

e The existing reliefs relating to the transhipment,
handling and processing of goods destined for re-export are already wid%%ycome
evailable throughout the UK. It is possible for traders engaged in such activities/
together 1in a specific location which is not fenced or otherwise enclosed.
The above considerations would not apply in such cases. Enquiries should be

directed to the local Collector of HM Customs and Excise.




Further information
18. Further information about freeports may be obtained from:

R W MacLachlan

HM Customs and Excise
General Customs Division E
Room 21/6

Kent House

Upper Ground

London

SE1 9PS

Telephone: 01 928 0533 Ext 306

Submission of Applications
19. Applications should be submitted by 31 October 1983 to:

The Secretary

HM Treasury
(Freeports IA2)
Parliament Street
London

SW1P 3AG




NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3AJ

SECRETARY OF STATE

VA

FOR p )
NORTHERN IRELAND wwe FUina'tHA

NS
S —

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Treasury Chambers

Whitehall

LONDON SW1 AéL March 1983

N,w!”}

b Gt
L s A

7

FREEPORTS

I have seen your letter to Arthur Cockfield of 9 March. In my
letter to you of 4 MapCth I queried whether operators should

not be free to maketheir own assessments, take their own risks
and establish Freeports. I see that my view has the support of
David Howell who has argued that we should be prepared to make
Freeports status available, within suitable limits, to any
operator who wants to set one up. As I have said any selection
process involving Ministers which ends up with Northern Ireland
left out is going to cause difficulties for me. Self-selection,
on well published, relevant, objective criteria, would be
preferable and easier for me to defend - apart altogether from the
instrinsic benefits of that approach.

I have noted that your officials are to draft criteria and that

my officials will be inveclved. I endorse your feeling that we may
have to discuss them. I would like to be sure that there will be
scope for us to examine whether these criteria could be the basis
for self-selection thereby avoiding some difficult choices of
Freeports locations. In the meantime I believe it would also be
helpful if, in your announcement about Freeports, you would refer
to "a limited number" rather than a specific number such as two

or three.

I am copying this letter to the Prime Minister, colleagues on
E Committee, George :Younger, Nick Edwards, Jock Bruce-Gardyne,
Iain Sproat and Sir Robert Armstrong.







10 DOWNING STREET

From the Private Secretary 14 March 1983

Freeports

The Prime Minister has seen a/copy of the Chancellor's
letter of 9 March to the Secretary of State for Trade about

the next steps in relation to freeports.

The Prime Minister has minuted as follows:

"Felixstowe is very keen to become a freeport'".

I am sending copies of this letter to the Private Secretaries
to the other membérs of E Committee, Muir Russell (Scottish Office),

Adam Peat (Welsh Office), Chris Harrison (Mr. Bruce-Gardyne's
Office), Iain Sproat, M.P. and Richard Hatfield (Cabinet Office).

Miss Margaret O'Mara,

H.M. Treasury.
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The Rt Hon Lord Cockfield
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FREEPORTS

The responses to my minute of }5/February are agreed

on one point - that we should introduce freeports in

the UK. Views differ on the number. For the reasons

I set out in my minute, I favour going ahead with a
limited experiment as recommended by the working party.

If we find that the experiments are as successful as

we hope, we can consider designating additional locations.
I propose therefore to announce my acceptance of the
working party's recommendations in my Budget Speech and

to introduce the necessary legislation in the Finance Bill.

I agree that officials should consider how to handle
applications. We need clear and robust &Fiteria for
jddging the acceptability of applications. Potential
applicants will need to have those quickly in order to
judge whether they could fulfil them, and to frame their
specific proposals accordingly. I have asked my officials
to prepare a note of the possible criteria as quickly as
possible in consultation with yours and those of the other
Departments mainly concerned. We may then need to discuss
them.

Copies of this letter go to the Prime Minister, colleagues

on E Committee, George Younger, Nick Edwards, Jock Bruce-
Gardyne, Iain Sproat and Sir Robert Armstrong.

GEOFFREY HOWE
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FREEPORTS

Thank you for sending me a copy of your minute of 25 February
to Arthur Cockfield together with the report of the working
party on. freeports.

As my office has already told yours, I saw no difficulty
about publication. In general I welcome the report of the
working party, and I am pleased that it has recommended that
we should try out the idea here, though the limitations on
relief imposed by our EC membership may reduce the attractive-
ness to entrepreneurs.

The suggestion is that there should be a limited experiment
with not more than two or three freeports during the initial
stage. I think we should be prepared to be flexible about
the number, particularly if we get several attractive bids.
Otherwise, I think we shall be laying ourselves open to the
criticism that because it was too narrowly based, the
experiment was doomed to failure from the start, and that
this was the intention.

If it is decided to proceed, the announcement of the intention
to receive bids, and the criteria which we set out, will
be important. I hope that there will be ‘interdepartmental
consultation about all these matters, and my officials will
be ready to take part in this. As Arthur Cockfield suggests,
our earlier eXperience with enterprise zones serves as a
model which we can usefully follow.

I am sending a copy of this letter to the Prime Minister,
Arthur Cockfield and other colleagues on E Committee, Nicholas
Edwards, Jock Bruce-Gardyne, Iain Sproat and Sir Robert

Armstrong.
L{p%&vﬁ M
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FREEPORTS

I have seen a copy of your minute of 25 February to
Arthur Cockfield on this subject.

I must confess to some doubts as to whether the attractions

of a freeport as described in the working party's report will

be sufficient to lead to any net gain in industrial or
employment terms. Nevertheless, there has been a great deal

of public interest in the idea and many commercial organisations
seem to support it. I agree therefore that it is worth giving
it a try in the form of a limited experiment. We shall of
course need to monitor the results closely.

There is one further point I should make on the question of
locations. When we reach that stage it will be important to

bear in mind the interaction between the choice of particular sea
ports for the experiment and the operation of the Dock Labour
Schheme. We obviously want to avoid any industrial relations
difficulties in the docks arising from these proposals for
example any which might put at risk the general strategy on

dock labour being adopted by port employers with Government
backing.

I am copying this letter to the Prime Minister, colleagues on
'E' Committee, George Younger, Nicholas Edwards, Jock Bruce-Gardyne
and Sir Robert Armstrong.

.—‘-—/
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FREEPORTS

You invited views on the recommendations made by Jock
Bruce-Gardyne's working party.

I favour a more whole-hearted acceptance of the ides of
freeports. Ic my view we should be prepared to méke freeport
status available, within suitable limits, to any operator who
wants to set one up. Such limits could include, as the
working party's report suggests, evidence of a sufficient
volume of demand from traders and that there would be no cell
on public funds for the development and promotion of the
freeport. The implications for Customs & Excise resources
would of course nave to be considered as well. I doubt iT

we should find ourselves swamped with applicatioms if we make
jt clear that economic viability is the criterion. We should
not unnecessarily deter those who are prepared to grasp the
opportunity. It would also save us from having to make
invidious decisions for the experimental sites. Certainly as
far as seaports are concerned we could run into sharp

criticism if we were to single out one or even two ports for
what the others would inevitably regard as an unfair advantage.




If, however, you and other colleagues are persuaded by
the working party's view that we should have no more than
two or three freeports to start with, it might be worth
considering whether they should all be at airports. Apart
from the point I have just made, there is the positive
considerstion that the economic ingredients for success
are more likely to be apparent at airports.

I am sending copies of this letter to those who received
copies of your minute of 25 February.

e

i

DAVID HOWELL
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FREEPORTS

You copied to me the Report of Jock Bruce Gardyne's Wofking Party,
under cover of your minute to Arthur Cockfield on 28 February.

Like George Younger (his letter to you of 14 February) I have been
looking forward to an assessment of the case for Freeports. However,
the recommendation in the Report to create two or three experimental
Freeports in the United Kingdom is going to make difficulties for

me unless consideration is given, and seen to be given, to Northern
Ireland for one of the selected locations. Such is the rate of
economic decline in Northern Ireland and such is the political
environment (for example the new Assembly is seeking to prove itself
in the economic field) that any idea with the appeal associated

with the term "Freeport" is used by local spokesmen to challenge
Government. I am already coming under increasing pressure from a
number of interests here, including the Assembly, the local Institute
of Directors and the Belfast Harbour authorities to establish
immediately a Freeport in Northern Ireland. I also have no doubt
that the desperate economic situation in the Province requires all
possible remedies to be tried. I will be severely criticised if
Northern Ireland cannot derive some benefit from this kind of
development, if not of an actual Freeport, then of something close

to it, such as duty-free zones referred to in para 9.7 of the Report's
Conclusions.

I would therefore be grateful if I and my officials could take part
in the selection of experimental free zones. I hope that
sympathetic consideration will be given to bids from Northern
Ireland.

As a more general comment on the Report, feel that the Working
Party has taken a very restrictive view by advocating only two or
three experiemental Freeports. If there are advantages in Freeports,




why keep a queue of potential candidates waiting while an
experiment is played out in a few locations, perhaps for years?
The Report shows that nearly all the practices associated with

a Freeport take place at present but in an uncoordinated and
dispersed way, up and down the country. Should operators not be
free to make their own assessments, take their own risks and
establish Freeports subject only to limited restraints to avoid
over-proliferation?

I am copying this letter to the Prime Minister, colleagues on
E Committee, George Younger), Nicholas Edwards, Jock Bruce Gardyne,
Iain Sproat and Sir Robert Armstrong.

\s/_/bot




Free Ports

Mr. Hordern asked the Chancellor of the Exchequer
when the report of the working party on free ports will be
published; and if he will make a statement.

Sir Geoffrey Howe: I am today placing in the Library
of ‘the House. the report of the working party which was set
up ‘under the chairmanship of my hon. Friend the
Economic Secretary to the Treasury.

The working party was unable to identify any tariff
benefits which could be offered to traders in free ports, in
conformity with European Community legislation, which
were: not -already available under existing customs
arrangements. However, it recognised that the marketing
and and presentational advantages of free ports could be
significant, and also took into account the possibilities of
achieving® economies of scale and of reducing
bureaucracy.

The working party therefore fecommended that two or
three free ports should be established on an experimental
basis. The report emphasised that the choice of locations
for (this purpose. should be determined solely by
demonstrated user demand and economic viability.

The Government are considering these recommenda-
tions.

The report is being published generally today and
copies can be obtained from Her Majesty’s Customs and
Excise. ' i 3
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Copy to:

PS/Mlnlster(AF)

PS/Minister (DP)
PS/US of S(AF)
PS/US of S(DP)
PS/DUS(N)
PS/DUS(Pol)PE
AUS (NS)
Head of OP2
Head of CFS Co-ord (N

siiiad Head of DS12
Head of DS15(L)
Head of DS16
Head of DS20

SECRETARY OF STATE FOR TRADE

FREEPORTS

The Chancellor of the Exchequer sent me a copy of his minute

to you of 25th February. I saw no objection to publishing.-the
report of the freeports working party, which I read with interest.
There are, however, a number of points which will need careful
'con51deration from the viewpoint of national securlty during the
preparatlon of legislation and subsequently.

‘Many ports have an
- important defence role, both in peacetime (by virtue of their

collocation with a naval base or warship construction yard) or in

tension (as a reinforcement port). It would be necessary to ensure
s

that the establishment of freeports would not prejudice these
activities.

ﬂ

&' In addition, as you know, we are currently seeking to bring
about the exclusion of Soviet merchant vessels from ports that are

sensitive for defence reasons. On the assumption that we are success-

ful in this, it would be important to ensure that freeport status

would not let the Russians back into ports from which we have managed
to debar them.

3. The above points have come immediately to mind on a first
reading of the papers. There may be others. I should therefore
be grateful if my officials could be kept in touch with developments.




4. I am copying this minute to the Prime Minister, the Home
Secretary, the Chancellor of the Exchequer and to Sir Robert

Armstrong.

\Jé\&

Ministry of Defence

2nd March 1983
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From the Secretary of State

CONFIDENTIAL

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Treasury Chambers

Parliament Street

London

SW1P 3AG

%au\s Q&%’\M\

FREEPORTS

Thank you for your minute of 25 February and the attached copy of the Report by

the Freeports Working Party.

I agree that we should go ahead on the basis of the Working Party's
recommendations. Although the Report is long and will call for careful study, what

- . ST o
I see as the underlying rationale - that we should not stand in the way of
. TR . o .

commercial enterprise which believes that freeports can be made a success - must
be right. The emphasis of the Report on the need for commercial interest in and

commercial responsibility for any freeport is one which 1 endorse.

Publication of the Report is both necessary and desirable. There has been a great
dealwgf_\public interest in the deliberations of the Working Party and in the general
freeport question; we should be open to criticism if we did not publish the findings
of the Working Party. The Report will serve both as a basis for further public
discussion and as a guide to those who may have a commercial interest in

establishing freeports.

CONFIDENTIAL




CONFIDENTIAL

From the Secretaryof State

While 1 accept that we must have some limit on the number of freeports to be
established, nevertheless there will be pres'sxj'rz - legitimate pressure founded on
industrial and commercial considerations - for a higher number once the Report of
the Working Party has been analvsed and digested. While a limit of 3 may be
acceptable at the moment we should not r—t‘a‘gvard that number as sacTosanct but
should be prepared to show flexibility at a later stage if the pressure of user

demand warrants it.

Finally, there are questions of mechanics and procedure You say in your minute
that there are a number of practxar;&nts you “wish to consider before announcing
your intention that we should legislate. My officials are ready to help in the
Treasury and Customs & Excise consideration of any general problems. In particular
officials might consider how best we should handle the various applications that
publication of the Report is likely to prompt. The model of earlier exercises on
Enterprise Zones comes to mind, but whatever procedure is adopted we shall need

to have careful interdepartmental consideration.

A copy of this letter goes to the Prime Minister, colleagues on 'E' Committee,

George Younger, Nicholas Edwards, Jock Bruce-Gardyne and Sir Robert Armstrong.

(m
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Treasury Chambers, Parliament Street, SWIP 3AG

J Rhodes Esq

Private Secretary to
Secretary of State for Trade
1 Victoria Street

LONDON

SW1

:1 March 1983

Deu dha

WORKING PARTY ON FREEPORTS

/e
As foreshadowed in the Chancellor's letter of 25 February to

your Secretary of State, the report of the Freeport Working Party
is being published tomorrow, Thursday 3 March.

I attach for your informetion a copy of the press release which the
Treasury will be issuing. Since I have already had a number of
questions from officials about the government's attitude to the
report, I am also attaching a copy of the press briefing which

will be used by the Treasury press office.

I am copying this letter to Michael Scholar at No.10, the
private secretaries to members of "E" Committee, the private
secretaries to the Secretaries of State for Scotland and Wales,
and to the private secretaryhdSir Robert Armstrong.

vvwv J‘mw-,/
(/M} H%/Wa S

C D HARRISON
Private Secretary




3 MARCH 1983

WORKING PARTY ON FREEPORTS

In a written Parliamentary answer today the Chancellor of the

Exchequer announced that he had now received the report of the
working party set up under the chairmanship of the Economic Secretary
to the Treasury to examine whether freeports could with benefit

be introduced in the United Kingdom. The Chancellor stated:

I am today placing in the Library of the House the report
of the working party which was set up under the chairmanship
of my hon Friend the Economic Secretary to the Treasury.

The working party was unable to identify any tariff benefits
which could be offered to traders in freeports, in conformity
with European Community legislation, which were not already
available under existing customs arrangements. However,

it recognised that the marketing and presentational
advantages of freeports could be significant, and also took
into account the possibilities of achieving economies

of scale and of reducing bureaucracy.

The working party therefore recommended that two or three
freeports should be established on an experimental basis.
The report emphasised that the choice of locations for this
purpose should be determined solely by demonstrated user
demand and economic viability.

The Government is considering these recommendations.

The report is being published generally today and copies
can be obtained from HM Customs and Excise.

NOTES TO EDITORS

The freeports study was first announced by the Economic Secretary
to the Treasury in a written Parliamentary answer on 8 December

last year.




The main task of the working party was to consider the advantages
and disadvantages of such a system in principle. It would have
been premature at this stage, and would have delayed and complicated
the study, to have taken into account the merits of individual
locations, and the Working Party did not do so.

The working party included representatives of the Association of
British Chambers of Commerce, the British Importers Confederation,

the Confederation of British Industry, the Institute of Directors

and the National Association of Warehousekeepers, as well as officials

from interested government departments. In the course of the

study, freeport and warehousing facilities at Rotterdam, Shannon
and Hamburg were visited and compared with customs facilities

at Heathrow and Tilbury. Two visits were also made to the premises
of UK traders operating under existing duty relief procedures.

A wide range of representative bodies in the transport and shipping
sectors as well as -a number of local authorities submitted evidence.

Legislation would be required to permit zones to be designated and
to provide an appropriate system of customs control applicable to
freeport operation. Although in essence a customs frontier would
be created at perimeter fences, the working party recognised that
the enforcement of national prohibitions and restrictions such

as those applying to drugs, pornography, and animal and plant
health would need to be maintained. Certain freeport activities
would also have to be controlled under the rules of the European
Community.

Copies of the report may be obtained from H M Customs and Excise,
Room 21/6, Kent House, Upper Ground, London SE1 9PS. The price
will be £5.




QUESTIONS FOR PRESS BRIEFING

1.

Will the go-ghead to freeports be given in the Budget?

The Chancellor is presently considering the report with
his colleagues; no decisions have yet been made.

When will sites be chosen? Will sites be named in the Budget?
The working party did not consider individual locations. As

widespread consultation would be necessary before a decision
on sites could be taken, it would be some time before an
announcement could be made.

Why ody three sites? The value of facilities of this kind must
be tested before extending them widely. The working party
concluded that in view of the inevitable uncertainties about

the real scale of user demand designation should be restricted
in the first instance to two or three experimental locations

to include both air and sea port sites.

Basis of selection. The working party emphasised that selection of
locations must be determined solely by economic viability and

demonstrated trader demand.

Operating costs. The working party firmly took the view that

investment, development and promotion costs should not be dependent
on public funds and that responsibility for these should rest
with the operator.

Ring fence. The purpose is to provide a secure environment

which allows customs intervention in freeport activities to be
reduced. The perimeter fence in effect becomes the customs
frontier.

What activities would be allowed? All forms of activity related

to transhipment, storage, processing and related services allowable
under the European Community Freeports Directive would be available
to traders operating in freeports in the United Kingdom.

Increased risks of drug etc smuggling. The working party
recognised that the enforcement of national prohibitions and




restrictions such as those applying to drugs, pornography,
and animal and plant health would have to be maintained.

Tariff benefits for goods manufactured in freeports. EC

rules do not allow imported goods to be processed free

of duty specifically for the home market (which includes

all member states). If diversion of this kind did

occur duty would be charged at the rate applicable

to the components rather than that applicable to the finished
article.

Revenue effect. There would be no effect upon the revenue,

as freeport facilities would provide no addiitional duty
reliefs.

lManpower costs. It is probable that the control of freeport

facilities would require additional customs staff.

Why legislation necessary? Legislation would be required to

permit zones to be designated and to provide an appropriate
system of customs control applicable to freeports operation.

Application for designation. If the Government decided to
implement the recommendations of the working party an

announcement would be made about the way in which application
should be made.
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Treasury Chambers, Parliament Street, SWIP 3AG MLA ;{g‘\v-
01-233 3000

SECRETARY OF STATE FOR TRADE

FREEPORTS

I have now received the agreed report of the Freeports working party.

—— e

2. As you will see from the attached copy, the outcome was by no means as

cut and dried as recent press comment suggested. The working group was unable

to identify tariff benefits which could be offered to traders in freeports in

conformity with European Community legislation, which were not already

available under existing customs arrangements.

3 However, the working group recognised that the less tangible marketing

and presentational benefits could be siEnificant, and also took into accoun; the

possibilities of achieving economies of scale and of reducing bureaucracy. It
therefore concluded that, on balance, there would be merit in making the
necessary legislative changes now to enable freeports of a 'classic' kind (ie

controlled at a perimeter fence) to be established.

[ S

4. The report recommends that in the first instance there should be two or
—

three experimental freeports selected solely on the basis of a sufficient volume

of informed trader demand. The working group firmly took the view that

selection must rest on patential economic viability and stressed that the costs of

investment, development and promotion must be the responsibility of operators.

5. I shall wish to consider this carefully. But my initial predisposition is to
favour going ahead on the basis of the working party recommendations. I realise
that the limitation to two or three experimental sites might create difficulties.
But it is in my view essential to test the value of facilities of this kind in
practice before extending them widely, particularly in view of the probability

that additional customs resources will be required. We must also adhere strictly

to the criterion of potential economic viability, however tempting it might be to




allocate freeports on a regional basis. It would be up to would-be operators to

demonstrate a scale of user demand in a particular location which would justify

its selection as one of the experimental sites.

6. I propose to publish the report as soon as possible next week, with a written
Answer to notify Parliament. There are obvious attractions in the idea of going
on to announce in the Budget Speech the intention to legislate in this year's
Finance Bill along the lines suggested by the working party. But there are
several practical points which I shall need to consider first. Meantime I should

welcome colleagues' views.

Te If you, or any of our colleagues, see any difficulty about publication next

week, please let me know on 28 February.

8. Copies of this minute go to the Prime Minister, colleagues on 'E'

Committee, George Younger, Nicholas Edwards, Jock Bruce-Gardyne, Ilain

4/\\

-

Sproat, and Sir Robert Armstrong.

(G.H.)
25 February 1983




TO THE CHANCELLOR OF THE EXCHEQUER

You asked me to chair a Working Party which would study the
potential benefits to the UK economy of the establishment of

——

freeports. The Working Party comprised representatives of:
'___—.’-\
Association of British Chambers of Commerce
British Importers Federation
Confederation of British Industry
Institute of Directors
National Association of Warehousekeepers

HM Customs and Excise
Department of the Environment
Northern Ireland Office
Scottish Office

Department of Trade

Welsh Office

I hereby present the Working Party's unanimously agreed Report.
May I express my per ) sratitude to all its members for

contributing

JOCK. BRUCE-GARDYNE
Economic Secretary to the
Treasury




FREEPORTS IN THE UNITED KINGDOM

REPORT OF A WORKING PARTY UNDER THE CHATRMANSHIP OF THE ECONOMIC SECRETARY

1, INTRODUCTION

1.1 A freeport or freezone is an enclave treated as being outside the

customs territory of the host state where goods can be manufactured, processed
————— —emea e g

and stored without payment of customs duty and subsequently exported. Customs
———erer =TI,

duty and other internal taxes are payable only if the goods pass from the zone

—

into the home market.

= ]

1.2 The facilities covered by the term freeport vary widely., The "classic"

freeport is situated at a sea or airport bounded by a ring fence or natural
barrier and permits duty-free entry, transhipment, storage and processing.
However similar facilities, concentrating principally on manufacturing, may
be provided inland (where they are known as "freezones" or "export processing
zones"), while in other cases processing is specifically excluded. The full
range of facilities which may be provided in an EC freeport or freczone is

described in paragraph 4.1.

1.3 There are at present nearly 400 zones which to a greater or lesser
extent offer freeport facilities in 78 countfzés. Considerable interest has

been expressed in both Parliament and the Press in the possible introduction

of such facilities in the United Kingdom. Advocates of the freeport system

argue that they atiract and stimulate export trade and capital investment

e —

from overseas, and thus increase employment and prosperity by the introduction

of new work. The Government therefore decided that a detailed study should
be undertzken to examine whether the establishment of freeport facilities

would be beneficial to industry and commerce in the UK,




1.4 In a written reply to Mr Michael Hamilton MP on 8 Decemberl the
Economic Secretary to the Treasury, Mr Jock ZPEruceeGardyne MP announced the
setting-up of an inter-departmental working party under his chairmanship

with the following terms of reference:

To identify and evaluate the benefits to industry and commerce of
the customs facilities afforded at freeports situated both in the
Community and elsewhere and to identify which of these facilities

would encourage industrial growth and investment in the United Kingdom.

To consider the extent to whicn customs facilities currently
available in the United Kingdom compare with those permitted in

freeports under EC legislation.

To consider whether there is sufficient awareness on the part of
both United Kingdom commerce and industry and of potential
investors from overseas of the advantages offered by existing

customs facilities.
To make recommendations.

1.5 A number of representative organisations which could bring a wide-
and general view to the evaluation of the economic implications of freeports,
in keeping with the terms of reference of the study, were invited to

participate in its meetings. These were represented as follows:

Air Commodore C H Clarke (National Association of Warehousekeepers)

Mr B M Field (Association of British Chambers of Commerce and CBI)
Mr G C S Mather (Institute of Directors)

Mr P J Moore (British Importers Confederation)

The meetings were also attended by officials of EM Customs and Excise, the
Department of the Environment, the Department of Trade, and the Scottish,
Welsh and Northern Ireland Offices. The secretariat was provided by

HM Customs and Excise.

1 0fficial Report Vol 33, No 26, Col 499




1.5 The working party wishes to express its gratitude to all those who
assisted in arranging its programme of visits. Particular thanks are due
to the Dutch Ministry of Finance; the Shannon Free Airport Development

Company Limited; the Senate of the Free and Hanseatic City of Hamburg; Ford

Motor Co Ltd (Tractor Operations Division) Basildon; and Rank Xerox Ltd

Repregraphics Manufacturing Group (FEuropean Manufacturing and Supply

Division), Welwyn Garden City.




Lot The working party undertook an extensive programme of visits.

Freeport and warehousing facilities at Rotterdam, Shannon and Hamburg

were examined and compared with UK customs facilities at Heathrow Airport

and Tilbury Docks. The premises of Ford Motor Company ILtd (Tractor Division)

at  Basildon and Rank Xerox Ltd (Reprographics Manufacturing Group, Furopean

Manufacturing and Supply Division) at Welwyn Garden City were also visited
views of UK users of existing customs procedures. Details

are contained in Annex T,

and freight forwarding sectors. A general invitation was
means of a Press Notice., All submissions were circulated to

working party. In addition, oral evidence was given by a number of
bodies who volunteered to do so. Trade

bodies they represent.

ussed the existing EC legislation on

freeports and zones and ssible future developments with Mr Albert Hazeloop,

Director, Customs Legislation in the Customs Union Service of the Buropean

ommission.,




3, FOREIGN VISITS

3el Rotterdam

3.1.1 The Dutch system lays great stress on flexibility of procedure for

the transit, storage and transhipment of goods. This reflects the largely
"entrepot" nature of Dutch trade; some 30% of goods in foreign trade

loaded or unloaded in the EC pass through the Port of Rotterdam., The handling
system attempts to balance the traders interest in speed of cle,r snce and ease of/
with the need for control for revenue and other purposes., The Dutch do
not regard their system as amounting to a/f;;;po%tnln Rotterdam but rather
a balanced system of customs sheds and customs warehouses, many of which

operate under/EC legislation on freezones (in its promotional literature Rotterdam
describes itself as "freer than a freeport").

and lodged with customs
3.1.2 A document based on the cargo manifest must be completed/in respect

of all goods arriving/a 2% ﬁg%+crdam, giving details of quantity and distinguishing
marks together with a geoneral description of the goods. Goods may be

stored free of duty in an officially locked customs shed on the evidence

of the original document until the fifteenth day of the second month after
arrival under the responsibility of the or:ravor.f_i ; Goods mzy be stored
without removal beyond that period but a new document must be completed
noT}?af%?g eﬂp;f;??lfei???fg?len{og tho;f T;i tthé iﬁfggf%gﬂmant/nhy51cally
checked}/ In eash. case security for the goods must be lodged in money or
other realisable form at a "tax collectien office", On goods lezving the
shed for export or Dutch customs territory a fresh document is completed and
the quantity etc matched with the entry document, duty being charged on

discrepancies,

3.1.3 Alternatively goods may be stored in a so-called "free warehouse"
("vrij-entrepot"), These are regarded as outside Dutch customs territory and
operate under the EC Directive on Free Zones., In general no attempt is made
to relate quantities of goods entering the warehouse with those leaving but
the warehouse is subject to strict physical customs control and is locked
when not in operation., This control replaces the need to give security for
stored goods. In the magnrlfv of these warehouses a charge is made for
customs atunnd;noé;out31de piﬂlripd opening hours, A stock account must be

kept for certain goods, for example tobacco products or spirits, where there

is high risk of revenue loss,




Sek o In addition goods may be stored in "fictitious warehouses" which
may be established at any premises., Control is by means of a stock
account, together with annual accounts lodged at the tax collection

office. Security must be given.

3.1.5 Emphasis is laid on facilities for transit between warehouses.
Normally transit is allowed without payment of duty on the evidence

of a specific transit document or in sealed transport. Within the
areasof certain ports, goods may be transported on an open vehicle
marked with a metal flag. However this is subject to prior permission
from the Collector of Customs, and goods must be carried according to
a specified route and timetable, if necessary under customs guard.
Direct transhipment from one vessel to another is permitted but a

transit document must be completed in advance.

on permits inward
within the ¢ - this is not used in
prefer the

throughout

Bedd] The Dutch customs authorities v th freezone as the
reduction of bureaucracy. They sug flexibility of their
many advantages over a "classic" freeport since it did not restrict

to one zrea. They expressed concern that this flexibility might

under the proposed EC Regulation freezones (see paragraph 4.1).

of the port of Rotterdam was in any case not regarded as suitable

for the development of 2n enclosed freeport.




362 Shannon

Dol gk Shannon industrial freezone was established in 1959 as a
development from Shannon Free Airport. It was intended to encourage the
use of an airport which had been overtaken by tecﬁnical developments in
transatlantic air travel. evelopment of the zone was specifically
intended to encourage overseas investment and followed the end of a
period where a high tariif wall had been erected to encourage import
substitution. <The free movement of goods to and from third countries had
been very attractive in relation to the comparatively slow customs
procedures operating at the time. However representatives of Shannon
Free Airport Development Company (SFADCO) regarded the customs reliefs

as largely incidental to the early success of the zone in comparison with
the tax incentives offered, govermment provision of training and advance
factories and the activities of the Development Company itself., Moreover

the importance of relief from customs had greatly diminished following

the Anglo-Irish Free Trade Agreeﬁent and more particularly Ireland's

accession to the Buropean Community. About 80% of Shannon's trade now
relates to goods in free circulation. In most cases these travel by sea

and road, rather than by air.

3.2.2 A condition of entitlement to operate within the zone is that a high
proportion of production should be exported. In practice this is not
difficult to achieve given the limited market within Ireland. Prior to
accession to the EC, zone users were entitled to relief on 21l goods

imported for processing., This was an attractive and widely used relief,

3.2.3 Following accession, relief was available only on processing for
export to third countries., All firms operating within the zone were
offered approval for Inward Processing Relief although the attraction of
the relief was greatly reduced since a substantial proportion of traffic
was ineligible, This meant increased documentation but firms - offset
this against benefits from increased Community markets. Membership of the
EC also restricted the incentives which could be offered to firms setting
up within the zone. The only fiscal advantage now enjoyed by firms
settling in Shannon rather than the rest of Ireland is a reduced rate of

profits tax applied to exported services,




3.2.4 PFollowing these changes, it has been decided to aband classic
freezone control at the perimeter., Since the end of 1982 control has

been on the basis of commercial documentation in line with EC cusicns

warehousing legislation and goods are controlled at Shannon Airport on

arrival or departure according to normal customs procedures. Physical control
of the 2 perimeter gates had each involved attendance of one officer
24 hours per day. A total of 10 officers had been involved exclusively

on control at the zone, with other staff operating clearance procedures

L al

at Shannon Airport. The removal of perimeter controls has allowed for a net
saving of 7-10 customs staff, Possible opposition to the continuing use

of the term "free zone" from the EC is recognised, but Irish officials

are unwilling to risk a loss of commercial goodwill if the name were

changed.,

3.2.5 Goods arriving at Shannon Airport are in theory subject to VAT on
arrival but it has been agreed : nistratively that the postponed accounting
system, which was withdrawn for the rest of Ireland in 1982, should continue
to operate at ann : T 0 q ion whether they will be able to

EC proposals to harmonise the




3.2.6 SFADCO officials now regard the success of the Shannon zone as

largely self-sustaining; falling employment is only now being experienced

as a result of the US recession and a move to less labour-

Further development is likely to concentrate on firms involved in

services moving into Shannon i onse to the tax benefits. All arrangements

necessary for firms setting up in the zone could be made through SFADCO as

the sole development agency.

alse admitted that the facilities offersd have done
relatively 1little to generate airport traffic. About two-thirds by volume
of goods moving into or out of the zone arrive by sea (although the proportion
is exactly reversed in respect of the value of the goods). In practic
Shannon ie net regarded as suited to the "entrepot" style traffic which would
have generated air movements, since it is inappropriately placed to be

distribution centre for Ireland.

33 Hamburg

Be el Hamburg is one of the largest and oldest of the "classic" freeports,

where goods are subject to customs control only when they leave the zone for

represent about

port on the

ce by customs

and un]ozding at any time of

the day or nigh lo documentati i , i3 ra and warehousing
within the freeport is
or other customs control re:

inspected, or subjected to

see

the "o0ld" freeport

Germany or other Community member states. 1n practice this does not amount to

a significant proportion of the freeport businesses. Only some 70-80 of the

1000 firms operating in the freeport are involved in manufacturing; 50 of these
are engaged in shipbuilding or ancillary industries. The non-manufacturing firms
carry out a large variety of port-related activities (warehousekeepers, agents,

ships chandlers etc) me] . manufacturing r

18-20,000 of the freeport's tota ] ot 60,000, Proce ) f he "new"
eport is carried out according 4C ~;63?]7u10ﬂ (1e the -

mentioned in paragrapn 4.7 below




3¢3.4 Statistics for freeport traffic are not kept separately from the

total for the Port of Hamburg. However some indication may be obtained by

p;-vﬂ'“/tzaii z‘:a%‘uo,ng'hlc:n is stored for the most part outside the treeport,
the total, The residue represented some 18,5 million tonnes in 1982,

he freeport has proved particularly attractive for the storage of high value

goods sucn as oriental carpets, electronics, coffee and unprocessed tobacco.

3.3.5 Goods are subject to VAT and other indirect taxes only when supplied
for personal consumption within the zone or when they pass into German
customs territory., Transactions between business traders are not subject

to VAT (although the German authorities regard this as merely an extension of
the normal deduction mechanism), Traders are expected to charge VAT and
excise duties on all sales for consumption within the zone, for example in

canteens,

3.3.6 The Free Port Authority employs about L60 people to control activities
within the zone. These are responsible for the enforcement of prohibitions
such as those relating to drugs, strategic materials or on health grounds,
The freeport perimeter is guarded by 19 customs offices, and the Elbe, which
passes through the freeport, is controlled by customs launches, A total of
some 900 off1c1als/:fedéépi;ad ?n controlling the whole Port of Hamburg
area. Studies by both the Federal Ministry of Finance anlthe Free Port
Authority have wnpcluded that no fewer staff would be involved in control

work if the freeport facility were to be withdrawn.

3¢3.7 The Free Port Authority officials were firmly of the opinion that

freeports considerably strengthen trade and transit facilities. However
ognise that freeports might not be important where the geographical

eates control problems (for example, where the port is inter-
accommodation,) and also that the need for freeports

here a liberal system of reliefs operate

In their opinion, freeports are not suited




4.

Aok The existing EC legislation on freeports is contained in Council
Directive 69/T5 of 4 March 19 n the harmonisation of provisions laid down
by law, regulation or adm

in Avnex ITI). Under the

Community customs

- q " - " - . ot - - + ¥ -
goods enter the zone fre ity or other border

(2) loading, unloading, transhipment or storage;

(b) usual forms of "minor handling" allowed under customs warehousing
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(¢) destruction; and

on health, securit r social grounds Yy be applied.
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