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Abstract 

Special Economic Zones (SEZs) play an important role in industrial development 

of any country, such as USA, China and India. The establishment of SEZs is 

getting common among the countries with the passage of time in the process of 

industrialization to attract FDIs (Foreign Direct Investment), job creation, value 

addition, export generation, and revenue generation. Some countries report very 

good experiences with the establishment of SEZs like China, USA, Japan, 

Singapore, Jordan, South Korea etc. while some are still struggling for good 

results. This paper provides benchmarking from Chinese SEZs for Pakistan to 

adopt policies and strategies and implement them in order to get rapid economic 

growth. It provides a brief overview of  SEZs and the experiences of China with 

their establishment and  argue that the special economic zones at CPEC will 

bring prosperity to Pakistan as china is helping Pakistan in this regard which 

has vide  experience of establishing SEZs not only in China but in other countries 

too.  

Keywords: SEZ, CPEC, China, Pakistan, Economic Development 

Introduction 

China has changed from centralized economic system to market oriented system in the 

last 30 years, opening to international trade through the establishment of Special 

Economic Zones (Bernsein, 2012). SEZs in China became the main source for 

transforming a village into a metropolitan center. There are useful lessons to be drawn by 

China‘s experiences for Pakistan to establish SZs on CPEC, which will enhance 

Pakistan‘s economy by attracting investments from national and international business 

community. 

According to Lopez-Calix  and Taoqeer (2013) the main constrains in the development of 

the economy of Pakistan are inadequate infrastructure investment,  political instability, 

bad governance, institutional shortcomings,  trade imbalances due to trade protected 

policies, low industrial productivity,  severe energy crisis etc. By the construction of 
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CPEC China and Pakistan are keen to overcome all these constraints with the aim to 

provide an environment of economic development to Pakistan. 

The China Pakistan Economic Corridor (CPEC) - a $ 46 billion project- is a mega project 

for the up gradation and expansion of Pakistan‘s infrastructure. This project will expand 

the connectivity of Pakistan in the region and will eventually link Gwadar of Pakistan 

with Xinjiang in China through a network of highways and railways, promising to make 

Pakistan an economic power in the world. 

The CPEC is planned to connect not only China to Pakistan via rail-road links but will 

also connect Pakistan to Iran, Afghanistan and India. This connectivity will boost 

Pakistan‘s strategic position to become a hub of economic activities. It is a 

comprehensive package of competitive economic initiatives from China, with planning to 

open Special Economic Zones on its different parts.  China is planning to develop the 

first model SEZ at the city of Gwadar following its own experience of opening SEZs in 

the coastal cities. The remaining SEZs would be designed and developed on similar lines. 

According to the Planning Commission of Pakistan a total of 27 SEZs would be set up 

across the country under the CPEC (Dawn, 28 Jan, 2016). The paper argues that this 

cluster of SPEs will bring prosperity to Pakistan in the form of new employment 

opportunities, industrial development, and generation of revenues. SEZs will become the 

engines for the rapid economic growth of Pakistan like China. 

What is SEZ?  

A geographical area having economic laws liberal than the laws in other areas of the 

country is known as SEZ (Farole, 2011)). It is a tool to develop the trade capacity of a 

region and aims at the promotion of rapid economic growth by the use of minimum 

taxation and provision of incentives to attract FDIs, technology and skills. Having 

privileged incentives, these SEZs attract foreign exchange, improve the social living by 

creating job opportunities and take the country to improved infrastructure. One can see 

more or less 35,000 SEZs operational in twenty three countries, having almost fifty 

million jobs and a share of approximately 600 billion US dollars in exports (Milberg  &  

Amengual, 2008).  

SEZs work in two directions, On one side attract multinationals which are always in 

search of efficient and economical location for setting their international business, and 

allow the local industries to increase their exports through a proper channel and with the 

help of the new foreign partners to the outside world at a very competitive price on the 

other side (Murray, 2013). Due to special tax and tariff policies SEZs provide the chance 

to produce on lower rates. Similarly one can import raw material on duty free basis for 

production in these zones (Madani, 1999). SEZs also provide chance to big players to 

enter into the business without any license hassles (Vogel, 2011). The transparent single 

window system is used in such zones for allotment which results in the form of inflow of 

FDI and increased exports (Chen, 1993).  SEZs enable increased Public-private 

partnership and ultimately become the tools for development of infrastructure, boosting 
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national growth in form of economic growth and increased exports, and social growth in 

the form of job creation (Pakdeenurit, 2014). 

The major aim of SEZs is national prosperity. They can take several forms depending on 

their established objectives, their geography, country‘s infrastructure and politics (Farole, 

2008). Previously, only the governments used to establish and operate SEZ, which failed 

mostly. Today, different rules and regulations are adopted by different countries for 

provision of opportunities to the private sector to participate in the establishment and 

management of SEZs. At present almost sixty two percent  of the SEZ is privately owned 

and operated, while some of them are the collaborations of government and private 

sector(Marrakech,2009). Some of it is the joint management between private sector and 

government (Farole and Akinici, 2011).  

Types of SEZs 

1. Free Trade Zone (FTZ)   

Free Trade Zones or Foreign Trade Zones are one of the most expansive types of 

SEZs. These zones are tax free areas that provide basic facilities for shipping, trading 

and export import business.  For companies operating in these zones, rules and 

regulation on labor, environment and tariffs might be less controlled and even in some 

areas they are exempted (Madani, 1999; World Bank report, 1998; Farole, 2010). 

2. Export Processing Zones (EPZs) 

EPZs or Open Economic Zones or Economic Development Zones are similar to FTZs 

in terms of the estate encompassment but their taxation policies and rules are 

different [(Madani, 1999), (World Bank, 1992)]. Sometimes Hybrid EPZs are 

developed as areas for general trading which are integrated with these special 

exporting zones.  Physically these two zones may be totally separated or completely 

integrated. 

3. Enterprise Zones  

These zones, also called Manufacturing Zone or Hybrid EPZ are developed in 

different communities by the local governments of a nation. The basic purpose 

behind the establishment of such zones is the provision of better life to the people of 

the area and enhancement of competitiveness of the community and country. A 

benefit of such form of SPZs is the provision of financial assistance by the 

government for local development (Bernsein, 2012). 

4. Single Factory  

There are several names of this type of SEZs like Industrial Zone, Industrial Estate, 

IT Park, Software Park and Industrial Park etc. The basic aim behind the 

establishment of this type of zone is to increase the competitiveness of specialized 

industries in the competitive international market. Regardless of the location, such 

type of zone can be established anywhere (Farole, 2011). 

5. Free Ports  

Free ports or Port Zones or Port SEZs or Airport SEZs are the most expansive types 

of SEZs. These zones are specifically established for the promotion of activities 

related to trade of goods and services such as retail sales, traveling, tourism etc. such 
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businesses are tariff exempted in these zones , however, the excise duty and tax is 

applicable here (Farole, 2011). 

6. Specialized Zone 

These zones can be found around the world, each zone has been established with a 

specific aim like petrochemical zones ,science and technology zones, logistics, 

airport-based economies , warehousing parks, tourism,  reconstruction opportunity 

zones recreational zones, multi-product special economic zones, the gambling zones 

and more like this (Farole, 2010) 

SEZs in China and Their Contributions to Chinese Economy  

In 1978 strong systematic reforms were required to lift the country from the after effects 

of Cultural Revolution (from May of 1966 to October of 1976). China in 1980 was a rural 

country having sixty nine percent of population in agriculture sector which was 

generating only thirty percent of income. Foreign Direct Investment (FDI) and the 

foreign trade were insignificant in those days (OECD, 2002). Looking at urgency Deng 

Xiaoping brought the ―Reform and Open-up Policy ―in 1978, which was not very well 

welcomed because of the centralized economic model of china since its creation 

(Mccallum, 2011). But such classic models based on closed markets didn‘t show any 

success and ultimately they had to be changed to the modern market system (Ilhéu, 

2005). In china The Open Door Policy of the Economic Sector was applied after the 

approval of Communist Party Congress.  Deng did not apply the policy all at once but 

tested the efficacy of market-oriented economic system in a centralized environment. Due 

to lack of experience, he decided to open the coastal areas first. Therefore the first SEZs 

were planned to be developed in the coastal areas like Shenzhen (Chen, 1993). The Third 

Plenum of the 11th Congress of the Chinese Communist Party adopted the ―Reform and 

Open up‖ Policy (Zhang, 2011). In July 1979 it was decided by the party that Fujian and 

Guangdong will take the lead in business with foreign countries and special policies and 

flexible measures were to be implemented. In August, 1980 in the province of 

Guangdong three cities  Shantou, Shenzhen and  Zhuhai  were declared as special 

economic zones (SEZs), followed by Xiamen in Fujian Province in October in the same 

year(Zeng, 2015). All these SEZs were of similar nature comprising large areas with the 

objective of facilitating a comprehensive economic growth. Special economic policies to 

open up were introduced to these SEZs on experimental bases with the view that on 

success the same will be adopted for other areas of China (Mccallum, 2001). The 

selection of these coastal areas as first SEZs was based on their history of contact with 

the outside world and their close proximity to Taiwan, Macao and Hong Kong (Yeung, 

Lee and Kee, 2009). Since 1980 these SEZs have made critical contributions to China‘s 

success and rapid economic development. These initial SEZs showed five percent of total 

exports and nine percent of FDI inflows in 2006 and the GDP of SEZs showed twenty 

two percent share to china‘s total GDP in 2007(OECD, 2008). The SEZs become the 

platform for attracting FDI and China become the host for high technology firms 

specifically in HIDZs (high-tech industrial development zones) and ETDZs and enabled 

china to upgrade its technology and adopt modern management techniques (Zeng, 2015). 
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After the success of SEZs in coastal areas China adopted the same policy for inland areas 

and emphasized more on technology-intensive industries and less on fundamental 

industries (Doller, 2008). China established Free zones to encourage entrepôt trade, in the 

cities located on international trade routes following the pattern of Hamburg (1888), and 

Copenhagen (1891). The first ―modern zone‖ was established in Ireland (Shannon, 

located at Shannon International Airport) that gave an easy access to the investors to 

European markets and China followed the same pattern (Feyol, 2008). 

 

Source: University of Texas library. Map of special economic zones in china 

With the establishment of different types of economic zones, China showed high speed 

growth in GDP with the creation of more job opportunities and encouraging more foreign 

direct investment (World Bank, 2008). It can be very boldly concluded that majority of 

Special Economic Zones of China, though different in speed, performance and success, 

became powerful engines to the economic development of China. 

Lessons Learned from the Experience of Chinese SEZs 

The Chinese economic growth and modernization is an example for less developed 

countries (LDC) and majority of them are keen to know what experiences and lessons 

they may learn from China‘s success.  Zeng (2011) and Yeung, Lee and Kee (2009) 
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pointed out the following factors that accelerated the Chinese economy towards 

development.  

1. Choosing the Right Location for SEZs.  

China established the first four SEZs in the coastal cities of Guangdong and Fujian 

provinces. The province of Guangdong was among the biggest towns of Chinese 

overseas at that time. A lot of importance was given to infrastructure development 

like the development of road connectivity of these cities with other areas in China 

and establishment of airports and rail links etc. Later, modern management 

techniques and high technology was adopted.  Location advantage along with 

advantage of cheap labor, natural resources and land, enabled these areas to emerge 

as best manufacturing bases within short period of time. These SEZs became the 

links for China to foreign markets and resulted in the form of economic reforms for 

the entire China.  

2. Chinese Diaspora and Foreign Direct Investment (FDI) inflow. 

The proper selections of locations for the construction of SEZs and the establishment 

of related infrastructure have been contributed to attract more FDI. In attracting the 

foreign technologies, managerial skills along with capital the Chinese Diaspora 

contributed a lot. China developed connections with entrepreneurs in foreign 

countries for this purpose which played its role in the success of SEZs a lot. In 1980 

when China was establishing SEZs, Taiwan, Hong Kong and Macao were upgrading 

their industrial sectors too and were working on the transformation of transferring out 

their labor based manufacturing sectors. The nicely developed infrastructure and 

cheap labor along with open up policies and provided incentives became the great 

opportunity of FDI inflow in China through China Diaspora. Location, culture and 

language advantages were the dominant reasons of the establishment of SEZs in 

China at the early stage.  

3. Privileged policies.  

To attract capital from international and local firms special policies were developed 

for SEZs like special fee for land use, less import duties, repatriation of profits and 

investments, duty free imports of raw materials, fast customs clearance, freedom in 

selection of workers etc. Moreover, SEZ authorities were allowed to make 

adjustments in relevant policies according to business needs and market conditions 

especially at the time of development of an industry. Likewise, attractive policies 

were also hired for attraction of skilled labor, including the overseas Diaspora. Such 

policies included children education, elder‘s social benefits, etc. Decentralization of 

power was practiced to create an open legal environment for the SEZs. In addition it 

was tried to produce an efficient and conducive business environment by an efficient 

and regulatory administration and good infrastructure, critical to attract right talent.  

4. Co-operation between the central government and local governments. 

Chinese government moved with strong determination in the establishment of SEZs 

and open up policy though it was not fully appreciated by the Central Committee. 

This determination became the base for the establishment of a firm and supportive 

macro-environment for the adoption of ―Reform and Open Door‖ policy which 

helped in prevention of political opposition in having an experiment with SEZs to 
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move to the market economy system. After the successful experience with initial 

SEZs the Chinese government remained very helpful throughout the reforms 

implementations and helped a lot in the introduction of new technology, development 

of infrastructure etc. The local governments also brought changes in the rules and 

regulations of SEZs and decentralized the powers in favor of SEZs authorities for the 

provision of good administrative system to attract foreign investors. This is the key to 

success. Without a good support from the government the SEZs would not be able to 

perform well despite of their strategic locations and innovative, technology and 

human resources.  

Lessons for Pakistan 

The experiences of china suggest a gradual approach to development rather than an 

abrupt change. The establishments of SEZs were taken as laboratories for testing new 

policies and to make in time adjustments according to the results of SEZs. The SEZs 

competed among themselves for better performance and best results. This competition 

resulted in higher responsibilities on government officials and on authorities of SEZs to 

bring best planning and clear goals for GDP growth, upgrading employment, declining 

poverty, improving exports and attracting more FDI. Clearly the establishment of SEZs at 

china played vital role in China‘s development and became good example for other 

developing countries like Pakistan. 

According to Zeng (2011) these are the lessons to be learned from SEZs of China: 

a. The first lesson is that the policies and development should go hand in hand i.e the 

policies should be adopted according to the developmental stage of SEZs. For 

example, to attract more FDI China adopted at the beginning of the Opening Policy 

preferential tax policies, but adjusted the tax policies gradually based on different 

phases of growth of FDI. If we talk about the development model of China, with the 

high economic development and environmental pressures in these days, the emphasis 

is now more on social development.  

b. Second lesson is the avoidance of wastage of resources and persuasion of fast GDP 

growth. The Chinese government invested a lot in the implementation of open up 

policy. Few of the local governments took advantage of the situation and demanded 

excessive amount of money not actually needed which ended in the waste of 

government‘s capital. During the competition of the SEZs among themselves for 

speedy economic growth few local governments emphasized on the construction of 

broad infrastructure only for speedy economic growth and high rate of employment, 

instead of investing in the areas they needed to invest, they invested in excessive 

construction, which later became the cause of disturbance in the real market.  

c. Adaptation of high technology is the third lesson from China. Chinese emphasis 

should be on shifting to the technology intensive industries from labor intensive 

industries if it wants to be really innovative nation. Research and development 

infrastructure should be highly emphasized. Special incentives should be offered to 

attract high- tech firms and highly qualifies scientists and engineers.  
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Pakistan has to learn lessons from China. Though no economic model is a complete 

model for repaid economic growth but China did succeeded in her mission. Nations do 

learn lessons from each other success, this is what China did.  China followed Western 

countries and succeeded, and others can follow China. 

A number of developing countries continued the implementation of policy changes in 

2011 for the liberalization and facilitation of FDI in flow. A record FDI inflow was 

recorded in the countries like India, Brazil, USSR, China, 50% of the total FDI inflow of 

developing countries (Z,eng, 2015). China is on the top being the largest recipient of FDI 

after USA (UNCTAD, 2013). One can see Now Chinese goods everywhere in the world 

from small item like toy to the high tech product like iPod. China has become the world 

largest producer and exporter of car parts, computers, shoes and the tag of ―Made in 

China‖ is appearing much more on the packages of daily products.  

China‘s Outward FDI (OFDI) 

After the successful implementation of SEZs to open up China to the world market 

ending at the rapid economic growth, China is now in the position to offer OFDI (World 

Bank, 2012). During the last few decades China has paid much more attention to the 

investment in other countries having natural resources and route advantage to China. 

Chinese OFDI has reached about 90 billion US$ by the end of 2009 (China Statistical 

Year Book). Only in Africa the Chinese OFDI increased from 3% by the end of 2003 to 

10% by the end of 2008 (Bernsein, 2012). Keeping in view the focal points of Chinese 

investments strategies, many criticize China as natural resource extractor, or establisher 

of new colonialism, but China‘s emphasize on win-win policies and adopt strategies to be 

beneficial for both the partners.  

Chinese OFDI is characterized in different  types of projects mainly in market-seeking, 

diversification-seeking, strategic-assets seeking, efficiency-seeking and resource-seeking 

(OECD, 2008). Due to rapid economic growth and big population size, China needs 

energy to maintain its rapid economic growth. China also wants to find alternative 

markets in order to minimize its dependency on Western markets. The Chinese 

Government encourages the Chinese investors to pay attention to the investment in the 

markets like Pakistan, Africa, Burma, Thailand and Bangladesh for the establishment of 

more overseas Chinese industrial zones (Irwin & Gallagher, 2014). The purpose behind 

the establishment of oversea industrial zones is to increase the demand for Chinese-made 

machinery and equipment, minimize investment entry cost and cost of operations, on one 

hand and to assist China‘s government strategy of boosting industrial restructuring at 

home and nurturing companies to extend the value chain by moving abroad, on the other. 

CPEC and China 

In April 2015 Pakistan and China signed A $ 46 billion project of CPEC for connecting 

Gwadar of Pakistan and Xinjiang of China. The four main pillars of CPEC are Gwadar 
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port, communication infrastructure, energy infrastructure and industrial zones. This mega 

project is composed of several projects of Infrastructure like Roads, Expressways, 

Highways, Motorways, Freight Train service, fiber optics Hydropower, Energy projects, 

Solar and Windmills (The News, 16April, 2015). Planes are developed for the 

establishment of Special Economic Zones along the corridor in all the four provinces of 

Pakistan bringing a lot of opportunities for national and international investors. 

Pakistan is situated at the cross roads of Gulf, Middle East and Asia, and is in close 

proximity to international See Lanes of Communication, qualifying to serve as energy 

corridor. Pakistan can perform its role not only in bridging central Asia and South Asia 

but also can be a useful energy and trading corridor for the whole region as well as for 

adjacent regions. China can easily import oil and gas through Gwadar port from Gulf, 

Middle East and Africa which can be moved to it through roads and rail links. Oil and gas 

can be easily transported from Central Asian region too. 

 

The industrial corridor is based on the idea of developing a sound industrial base in 

Pakistan with establishing  excellent infrastructure to attract foreign investors to invest 

into export oriented manufacturing units.  Pakistan and China are collaborating in the 

establishment of Special Economic zones for this purpose. The emphasis will be on 

manufacturing industries producing goods from cheap toys to high tech electronics. Such 

industries have helped succession of countries like Japan, Indonesia, Hong Kong, South 

Korea Malaysia, Taiwan, China and Vietnam. For overhauling of Pakistan‘s transport 

infrastructure, Chinese Exim Bank will lend a loan of $ 11 billion to Pakistan at an 

interest rate of 1.6% (Ministry Of Planning, Development and Reform of Pakistan). The 

CPEC also include a complete network of pipelines for the transportation of liquefied 
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natural gas including a pipeline of worth $ 2.5 billion from Gwadar to Nawb Shah for the 

transportation of gas from Iran with the help of China and a pipeline worth $ 2 billion 

from Karachi to Lahore with the help of USSR. Energy infrastructure will also be 

overhauled according to the planning. It will be mostly done with the help of private 

firms to cover the energy shortage of Pakistan of around 10400MW (Ministry Of 

Planning, Development and Reform of Pakistan). The estimated cost for this 

infrastructure is around $ 30 billion. It is denoted as ―Early Harvest‖ projects. The First 

Special Economic Zone will be developed at Gwadar with the help of China. It is planned 

to develop this model SEZ over an area of 3,000 acres which will be operational by end 

of 2017 (Dawn, 28 Jan, 2016).  The Gwadar SEZ will contain industrial complexes like 

steel mill( land intensive), textiles (labor intensive industries), petrochemicals (oil and 

gas related processing industries) automotive(export oriented industries) ship supplies 

(ship services related industries), Building materials, Food processing industries, juice 

extraction, fish processing, fisheries, Mineral processing industries,  oil refineries, Marble 

city and much more. The SEZs for the rest of Pakistan in all provinces will follow the 

same pattern. The present government of Pakistan has proposed 29 industrial parks and 

21 mineral economic processing zones on CPEC. In the province of Punjab SEZs are 

planned to be in the cities of Gujranwala, Sialkot, Sundar, Rawat, Lahore, Vehari nnd 

Multan and Mineral economic zones are planned in Chiniot for iron ore and in the Salt 

Range (The express, Jan 14, 2016). Sindh government is planning to have SEZs in the 

cities of Larkana, Sukkur, Bin Qasim, Karachi, Khairpur, Korangi and Creek. For 

Minerals, Economic Processing Zones are in Lakra (coal) and Thar (coal). The 

Government of Khyber Pakhtunkhwa have planned for KP the sites of  Gadoon, Hattar,  

Jalozai, Ghazi, D I Khan, Nowshera, Chitral, Bannu and Risalpur and for Minerals 

Economic Zones have been proposed at the cities of North Waziristan (chromite),  Dargai 

(chromite), Waziristan (copper), Kurram (antimony), Besham (iron ore, lead), Chitral 

(antimony), Nizampur (iron ore) and Mohmand (marble). The Government of 

Balochistan has proposed the cities of, Gwadar, Quetta, Khuzdar, Dostan, Hub, Uthal, 

and Dera Murad Jamalifor SEZs and the sites of  Chaghi (chromite), Khuzdar (chromite, 

antimony), Saindak (gold, silver), Qila Saifullah(antimony, chromite), Kalat (iron ore) , 

Reko Diq (gold), Lasbela (manganese), Muslim Bagh (chromite), Gwadar (oil refinery) 

are proposed for Minerals Economic Processing Zones in Balochistan  (The News, July 

26, 2015). 

On completion, China-Pakistan Economic Corridor, with a sound industrial base in form 

of SEZs and excellent infrastructure along with cheap labor, is expected to attract 

remarkable FDI from foreign firms looking for a low-cost location to build products for 

exports. 

Conclusion 

SEZs enabled China to earn high economic growth. This paper provides benchmarking 

from Chinese SEZs for Pakistan to adopt policies and strategies and implement them. The 

Central Government, Provincial Governments and Local governments should join hands 
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in the implementation of soft enabling policies to support the development of SEZs. A 

well focus planning is needed to create a cluster of streamlined supply chains as the 

instrument for the development of SEZs on CPEC. Bureaucracy and infrastructure are 

both essential for the establishment of SEZs and attracting FDI. SEZs play vital role in 

the creation of an efficient and effective framework to develop country‘s potentials in a 

region and make the government to focus on approval of incentives as strategy for 

attraction of FDI. China has earned a fast economic growth and provides a wide range of 

benchmarking for other nations to develop SEZs. The special Economic Zones on CPEC 

will take Pakistan to high pace of economic growth if Pakistan implements wise and 

practical policies for its development following China. A most promising situation for the 

success of SEZs at CPEC is that Chinese companies will locate factories here and those 

factories will become the guidelines for Pakistani investors and others. 
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