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Introduction

In recent decades, special economic zones (SEZ) have become widespread in both developed and
developing and fragile countries around the world. In general, special economic spaces are an effective
mechanism for creating an attractive investment climate and a competitive business environment in a limited
geographical area within a country, with a liberal normative, legal and trade regulatory framework, efficient
infrastructure and services.

Countries are creating free economic zones to address challenges such as: expanding trade space and
diversifying exports; Industrialization and development of non-traditional industries; Creating a competitive
business environment; Attracting foreign direct investment and foreign exchange inflows; Creating new jobs.
The goals of the creation of SEZ are also the transfer of new knowledge and innovative technologies in
entrepreneurial activities, the development of human capital, and the socio-economic recovery of the regions
beyond the zones.

Also, world experience shows that fragile and medium-sized developing countries are actively
pursuing the SEZ as a mechanism to overcome socio-economic instability and facilitate the development of
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local entrepreneurial activity in regions beyond the zones. The effectiveness of such SEZs depends on how
well they are integrated into the regional economy

Thus, the urgency of the topic is determined by the development of an adequate SEZ model for the
specifics of a particular region and the achievement of optimal results for its functioning.

Literature review

The free economic zone is considered in the scientific literature as an effective mechanism for the
growth of the country's national economy and regional integration. In the basic concept of special economic
zones adopted by the world organizations, the special economic zone is defined as a demarcated
geographical area, where liberal economic benefits and incentive packages different from the rest of the
country operate to attract investors. SEZ offers customers an attractive investment environment that includes
efficient infrastructure, a special customs regime, simplified administrative procedures, and an attractive
fiscal policy.

According to SEZ researcher Douglas Jihua Zeng, special economic zones are an effective means of
industrialization and structural transformation in the context of proper planning, targeted policies, and
development strategies.

According to him, attracting foreign investment in SEZ, on the one hand, contributes to economic
growth, the introduction of new technologies, and raising the qualification of the workforce. On the other
hand, it has a positive impact on the development of the local private sector, increasing economic
productivity and improving the quality of life of the population in the area beyond the SEZ.

The scholarly view that SEZ's productivity is determined by its integration into national or regional
industrial policy and economic development strategy is noteworthy.

Douglas Jihua Zeng believes that the SEZ planning process should include an analysis of issues such
as: regional requirements, local market conditions, industrial base and supply chain, business environment
and infrastructure, labor market, and land use conditions.

The effectiveness of special economic zones also determines:.

Strong state support for the long-term sustainable development of the national economy;

o Flexible legal and regulatory framework and institutions;

o Strategic location with developed infrastructure and services;

e Economic benefits and social compensation;

o Understand potential environmental problems and create an environmentally sustainable

environment to address them. ( Zeng,D)

Fragile countries in Africa and Asia have extensive experience in creating SEZs. It should be noted
that SEZs have proven their potential in attracting foreign direct investment, job creation, and economic
development.

2. Methodological approach

The methodological bases of the article are the works of scientists and the results of my own research.
A questionnaire type survey was used, which was conducted through a questionnaire distributed is social
space. Marketing research obtained quantitative data, which were groped and analyzed.

Methodological approach

The theoretical basis of the research is scientific literature focused on research issues, reports of
international organizations and research centers, publications, electronic resources. The obtained information
was processed using logical analysis, synthesis and comparative methods.
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Conducting research and results

Based on the analysis of scientific research, the main, interrelated economic and social goals of the
creation of the SEZ are identified. (Table 1).

Objectives of special economic zones
Economic Social
Attracting foreign direct investment; Export Creating new jobs; Increase revenue; Human capital
diversification; Industrialization; Economic development; Raising the qualification of the
Growth; Transfer of innovative technologies workforce beyond the zone; Increase in well-being

Tablel: The goals of creating SEZ.
Source:Compiled by author.

Special economic zones have evolved and gone through various stages of development. Accordingly,
taking into account the needs of the country, geographical, economic contexts, and the level of
industrialization, they were implemented in different forms in countries around the world. Therefore, the
forms of their functional purpose and the terminology related to the definition of SEZ also differ. The zones

classified according to the purpose, creation goals, and importance for the country's economy are presented
in the following table.

SEZ models Destinations

Free Trade Zone Warehousing services, product configuration, processing,
exporting

Specialized zones Development of specific fields, activation of economic

activity, provision of services

Scientific and technological zone Generating research, design and innovative industrial ideas

Export Processing Zones Stimulation of export and import production Focus on
foreign markets; Offers firms free trade conditions and a
liberal regulatory environment

Special Economic Zones Attracting foreign investment, industrial development,
orientation to local and foreign markets

Free Industrial Zone Strengthening the competitiveness of industry. Implemen-
tation of large foreign investments within the zone

Ecological-Industrial zone Focus on reducing environmental threats and environmental
measures, attracting green technologies

Enterprise Zone Revitalize backward urban and rural areas by providing tax

breaks and financial subsidies.
Table2: SEZ models and destinations.

Source:Compiled by author, based on (FIAS.2008), (Zeng.2010)

In special economic zones, there is a legislative-institutional framework developed by the state, a
liberal tax and trade law. Special economic zones offer preferential-incentive packages to foreign and local
investors. (UNCTAD/WIR.2019)
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Despite their different uses, SEZ has common features such as:Demarcated geographical area; Ope-
rating foreign and local companies within SEZ; Investment incentive packages and tax breaks; Simplified
administrative procedures; A separate customs area; SEZ has an administrative governing body; The state
land management policy is in force in SEZ; SEZ offers customers an efficient infrastructure.

It is generally accepted that the effective functioning of the SEZ is driven by the strategic planning of
the SEZ; Development policy; Management; SEZ strategic geographical location; Regional and country
contexts; Monitoring mechanisms; Profitability of SEZ.

The success of special economic zones is closely linked to the national economy, the investment
climate, and the governance opportunities of the country's local structures, as well as the level of industrial
development beyond the zone and the fiscal normative framework. (UNCTAD/WIR.2019).

According to Thomas Farole, the efficiency of SEZ operation is reflected in the static and dynamic
effects obtained from SEZ, which are obtained in the short and long run, respectively. Static effects are:
foreign direct investment; Generating new jobs; Inflow of foreign currency; Export growth; Creating
additional economic value. The dynamic economic effects of SEZ are: the transfer of new technologies;
Export diversification; Formation of industrial clusters; Establishing links with the national economy;
Encouraging non-traditional industries; Raising the level of economic openness. (Farole, T.2011).

In addition, some studies have shown that the degree of positive effects is limited, and the secondary
effects obtained from SEZ are mainly generated within a radius of 50 km. However, factors such as the level
of industrialization of the area surrounding the zone and the stability of the country contribute to maintaining
economic growth.(UNCTAD.20019)

The role of special economic zones in fragile regions.

In general, fragile countries and conflict-affected regions are characterized by political and economic
instability, low levels of institutional capacity and services, damaged infrastructure, uncoordinated work of
government and local structures, inefficient business environment and investment climate, and low social
incomes. In such a situation, it is difficult to develop an SEZ development strategy and implement an SEZ
policy, as well as to maximize the potential of the SEZ.

According to scientists, SEZs can play an important role in the socio-economic development of fragile
regions. World experience shows that SEZ has the potential to become a tool for achieving economic
growth, attracting foreign investment, and overcoming regional instability in fragile regions.

To get positive effects, the programs of special economic zones should focus on issues such as:

e Creating an area of economic growth;

e Private sector participation in zone management;

e Stimulating private sector development;

e Supporting economic diversification;

o Attract multilateral international political and financial support;

o Creating an area of economic growth;

e Private sector participation in zone management;

e Stimulating private sector development;

e Supporting economic diversification;

o Attract multilateral international political and financial support;

o Improved economic and physical security and reduced risk of losses for investors;

e Connection with the local economy;

e Access to agricultural land and protection of land rights.(AfDB. 2015)

The SEZ program created in some fragile countries of Africa relies on these issues. As a result, the
inflow of foreign direct investment from the world's leading countries has increased significantly recently.
Investments in the clothing and textile industries in the Madagascar Special Economic Zone were made by
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China, France, and India. Germany, France, and Denmark have invested in Mali's industrial zones. In
Togosezprogram has attracted investment from several countries.

In addition, foreign investment in SEZ accounts for a large share of the country's total foreign
investment. 48% of the total national foreign investment was in foreign direct investment in the Ghanaian
SEZ. In Kenya and Tanzania, SEZ direct foreign investment accounted for 20% and 18% of total national
foreign investment, respectively.

In addition to attracting foreign investment, SEZ has the opportunity to establish productive links with
local small and medium-sized businesses and to help optimize entrepreneurial activities beyond the zone and
create a unified entrepreneurial value chain. SMEs are offered low entry fees to enter the zone and also, by
simplifying procurement procedures, help them become suppliers to the major tenants of the zones.

Special economic zones initiate incubators to provide training, education, and other support services to
larger firms. A good example of this strategy is the incubator set up by the Kenya Export Processing Zones
Authority, which aims to transform small and medium-sized businesses into exporting enterprises and
establish direct export links with larger firms. Also, the Multifunctional Industrial Park of the African coun-
try Ghana facilitated the integration of local firms into the SEZ export chain. (AfDB. 2015).

Developing and less developing countries are focused on attracting high-tech investment to promote
those sectors where more added value is generated. Often such approaches fail because they do not take into
account the local economic conditions and the capabilities of the workforce. Therefore, firms have to change
strategy according to the existing business environment and the skills of the workforce.

This shows, that there are cause-and-effect relationships between the development of local economic
conditions SEZ productivity depends on the extent to which local entrepreneurial opportunities and work-
force skills are taken into account. For example, SEZ in Costa Rica and Vietnam, based on the capabilities of
countries, initially focused on the low-value segments. After achieving success at this level, they switched to
firms with high technology components. The implementation of such a strategy was conditioned by the
improvement of local economic conditions, the qualification of the workforce and the capacity of local firms
s, and the success of special economic zone strategies.(UNCTAD.2021)

Thus, the optimal results of the operation of the SEZ can be achieved by integrating it into the national
economy. It is also important to have strong political support at all levels of government.

Conducting research and results

Thus, based on the analysis of the above-mentioned materials, we are able to conclude that creating an
SEZ tailored to fragile situations and making the most of its potential is driven by a well-designed SEZ
policy, development strategy, location, and form of governance. Local industrial and entrepreneurial oppor-
tunities, the level of qualification of the workforce play a big role in the effective functioning of SEZ.

The following recommendations have been developed to create an optimal model of a special eco-
nomic zone integrated into the local economy:
Assess the specifics of the specific region, political, economic, social and geographical contexts;
Identify local entrepreneurial opportunities and workforce potential;
Clearly define the role of SEZ in the socio-economic development of the region beyond the zone;
Analyze the relevance of the SEZ model in addressing regional challenges;
Analyze the constraints on the land resources of the required area of the SEZ;
Assess the profitability, strategic location and security of the SEZ in both political and economic
terms;
It is advisable to conduct research on the private sector, business environment, and commodity
market in the region.
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