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Summary: 

This paper attempts to contribute to ongoing research on Special Economic Zones (SEZs) 

by discussing the characteristics, prospects and limitations of the SEZ experiment in 

India. The paper is divided in three sections. The first one deals with the origins of SEZs, 

going back to the first examples of Asian SEZs and deepening the analysis with a 

comparison of Chinese and Indian experiments. Grounding on this juxtaposition, the 

paper highlights the reasons why SEZs have been important strategies in both China and 

India and the role played by the two governments in shaping the characteristics of their 

‘SEZ policy’.  

The second section takes a critical look at India’s SEZ policy. Grounding on field work 

outputs, Indian SEZs’ strengths and weaknesses are assessed focusing on three different 

aspects: old and new SEZs; single-sector and multi-sector zones; and original support and 

planning backed by private or public developers. To provide an all-embracing evaluation 

of Indian SEZs strategy, these themes are approached from two different perspectives: 

the one of developers, and the ones of national and foreign firms investing in local SEZs. 

The third section explores European reactions to Indian SEZs strategy, elaborating on a 

series of interviews with European diplomatic representatives based in New Delhi. After 
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giving an account of the approaches of four EU countries towards SEZs -Spain, France, 

Germany and Italy-, this paper continues to identify, with the help of collected data, the 

reasons why the interests of foreign investors towards these zones have not generated the 

kind of response that was anticipated.  

In conclusion, an assessment of the current status of Indian SEZs is offered, as well as a 

few suggestions on how to improve their rate of success, effectiveness, and foreign 

investments attractiveness.  
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Indian Special Economic Zones: The Difficulties of Repeating 

China’s Triumph 

 

Introduction 

The rise of both China and India is capturing the world imagination. Taken together, the 

economic emergence of both countries represents a seismic event that promises to alter 

the global economic, geopolitical, social, and environmental landscape1.  

Discussing the growth trajectories of these two countries requires careful consideration of 

the economic stimuli triggered by the Special Economic Zone (SEZ) policy they have 

adopted to boost national development.  

SEZs can be defined as geographical enclaves ruled by economic rules and regulations 

that are usually more liberal than the ones adopted for the rest of the country. The 

category ‘SEZ’ covers a broad range of more specific zone types, such as Free Trade 

Zones, Export Processing Zones, and Urban Enterprise Zones. According to the 

International Labor Organization:  

                                                 
1 The research for this paper has been generously sponsored by the Italian research centre Osservatorio Asia 
and academically stimulated by the CSH in New Delhi. Without their support no research in the field or 
critical thinking on this controversial issue would have been possible.  
A presentation based on this research has been organized at the Institute of Chinese Studies in New Delhi 
in February 2008. The remarkable feedbacks received in that occasion have been crucial for the 
development of this paper.  
A previous draft has been published in 2009 in S. Mezzetti e G. Prodi (eds.), Produrre nella terra dei 
servizi. Le imprese italiane in India, Bologna, Il Mulino. The title of the chapter is “Indian Special 
Economic Zones: Problems and Prospects”.  
A special thanks should be devoted to Dr. Loraine Kennedy, for her precious help during research and her 
subsequent never ending support that pushed me to go through all revisions needed to write this paper.   
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‘free trade zones (FTZs) and export processing zones (EPZs) are sites 

where foreign or domestic merchandise may enter without a formal 

customs entry or the payment of customs duties or government excise 

taxes. EPZs are dedicated to manufacturing for export, whereas FTZs also 

handle imports. If the final product is exported, no customs duty or excise 

tax is levied. This applies to both free trade and export processing zones. If 

the final product is imported into the host country, state, or region, it may 

receive preferential treatment, depending on the FTZ2.  

This Occasional Paper aims at presenting the Indian SEZ experiment from an outsider’s 

perspective. Accordingly, the characteristics, prospects and limitations of this model are 

discussed, focusing on both internal growth rates and opportunities for foreign investors, 

especially the European ones.  

Aware that New Delhi launched its SEZ revolution in April 2000 to secure the country a 

two digit growth rate, copying from China what during the previous two decades proved 

to be an excellent strategy, this paper proposes a new form of comparison between China 

and India SEZ strategies. It starts reviewing the historical conditions that pushed China 

and subsequently India to choose to implement their SEZ strategy as well as the national 

economic preconditions that shaped and influenced their success.  

After remembering the first examples of Asian SEZs and reviewing the literature 

covering SEZs supporters and detractors, the paper continues focusing on the role the two 

governments played in shaping their models and on the international interest they raised 

during the last few decades. Finally, some of the mayor differences between the Indian 

and Chinese policies will be highlighted, and their SEZs approach will be linked to their 

overall development strategies.  

The background drew in section one will be crucial to deepen the analysis of Indian SEZs 

in section two. Grounding of field work outputs, the paper continues assessing Indian 

SEZs’ strengths and weaknesses focusing on three different aspects: old and new SEZs; 

single-sector and multi-sector zones; and original support and planning backed by private 

                                                 
2 International Labour Organization, National Framework for Globalization, <http://actrav.itcilo.org/actrav-
english/telearn/global/ilo/frame/national.htm#Special Economic Zones>, accessed 7 March 2010. 
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or public developers. With the aim of providing an all-embracing evaluation of Indian 

SEZs strategy, these themes are approached from two different perspectives: the one of 

developers, and the ones of national and foreign firms investing in local SEZs.   

The third section deepens the analysis on European reactions to Indian SEZs strategy 

elaborating on a series of interviews with European diplomatic representatives based in 

New Delhi. After giving an account of the approaches of four EU countries towards SEZs 

-Spain, France, Germany and Italy-, this paper continues identifying, with the help of the 

collected data, the reasons why SEZs have not generated the kind of response from 

foreign investors that was anticipated. This section will also effectively highlight the 

main differences between the national and international debate on Indian SEZs. 

Explaining why in India the discussion tends to be sharply divided along ideological lines 

while the approach of the rest of the world is more consistent and pragmatic. Implying 

that the dissimilarities in terms of interests at stake make the difference.  

In conclusion, an assessment of the current status of Indian SEZs is offered, as well as a 

few suggestions on how to improve SEZs rate of success, effectiveness, and foreign 

investments attractiveness.  

 

Asian SEZs: historical roots and economic implications 

India was the first Asian country to use SEZ to boost national economic growth. The first 

zone was inaugurated in Kandla, in Gujarat, in 1965. The second one was opened in 

1979, close to the Mumbai airport. However, it was only in the late 1980s, that is after 

China consolidated its two-digit growth rate, partially thanks to the stimulus provided by 

the SEZs strategy implemented in the late 1970s, that New Delhi started discussing the 

opportunity of re-launching its SEZs with the aim of keeping up with the rise of Beijing.  

Before India, it is worth noticing that ‘the first successful implementation of an EPZ was 

at Ireland’s Shannon International Airport in 1956, which provided the impetus for other 

countries to pursue similar lines of development. Puerto Rico (in 1962) and India (in 

1965) were the first two nations to experiment the EPZ idea in the developing world’.  

The Indian and Puerto Rican experiences were immediately followed by Taiwan, the 

Philippines, Dominican Republic, Mexico, Panama and Brazil. All this happened before 
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the 1970s, but the great expansion of SEZs and EPZs came after the 1970s. Before 1980 

fifty more zones were created, mainly in East and South Asia, but also in Latin America, 

Middle East and the Mediterranean, and some in Africa and in the Caribbean.  Implying 

that even before ‘the Chinese miracle’ there was huge expectation that SEZs and EPZs 

could favorably impact economic growth.  

It is usually difficult to make inferences about SEZ and EPZ performances from the 

literature. Since applied studies are usually grounded on case studies based on examples 

of individual countries’ experiences, their results are often difficult to compare or 

generalize. Further, most non-performing zones are usually neglected by researchers, and 

cost-benefit analysis can be difficult to be carried out3. SEZs and EPZs spillover effects 

on employment, infrastructure building, foreign direct investments attraction, imports and 

exports sustainability do not depend on SEZ set up only, but also on a number of other 

factors such as the industrial sector in which the SEZ is going to specialize, the 

availability of raw materials, skilled and unskilled manpower around the area, the average 

FDI attractiveness of the country under scrutiny, its import/export duties, and the socio-

economic and political skills of the government. The variety of these conditions from one 

country to another makes any generalization on SEZs performances problematic.  

The only abstractions literature can make while analyzing the SEZ phenomena are the 

ones concerning vertical and horizontal linkages among SEZs and the country hosting 

them. Regarding vertical linkages, ‘theoretical analysis shows that benefits from SEZ 

investments spread to the mainland through purchasing relations, if the SEZ-technology 

is expressing constant returns to scale and the purchased goods are not traded 

internationally. In this case, the additional demand from SEZ-firms leads to a 

strengthening and expansion of the respective intermediate goods producing industries on 

the mainland. This structural shift entails economic diversification, if the industries in 

question are non-traditional’4. As far as horizontal linkages are concerned, while it is 

                                                 
3 Aggrawal A., M. Hoppe, and P. Walkenhorst, ‘Special Economic Zones in South Asia: Industrial Islands 
or Vehicles for Diversification?’, World Bank, pp. 3,4, 
<http://api.ning.com/files/JMh8ZtAWJase6C2gGPzp-
6i*lDtluZUE00S2VN6BhXge4ElzEYbi7VP0ilhAjOoblqcCE3XYINy2OqJ2SoN9jKJzoEh*XwAr/SEZinS
outhAsia.pdf>, accessed online 7 May 2010. 
4 Ibid.  
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widely recognized that SEZs facilitate technology transfer from foreign to domestic 

firms, it can be more complicated to understand that knowledge spillovers are not 

confined to the SEZs, rather their direct and indirect benefits can stretch beyond the 

zones.5 ‘Successful SEZ-enterprises were reported as demonstrating to mainland firms 

how to produce, market, sell and distribute manufactured goods on the world market and 

thereby acted as catalysts for the diversification and growth of mainland production and 

exports’.6 FDIs also represent an alternative channel to spread new ideas: ‘foreign 

affiliates may (…) provide an important example for potential indigenous exporters in 

terms of the required managerial, technical and marketing know-how to supply the world 

market’.7 The combination of local endowments and skills with managerial experience, 

marketing knowledge and mastery of relevant technology has often proved to be a 

successful path to boost economic growth as well as productive diversification.  

It is difficult to argue whether SEZs supporters represent the majority in SEZs literature 

or not. There is a broad literature focusing on SEZs disadvantages and potential negative 

implications, which is worth mentioning here.  

The first theorist of the negative impact of EPZs on developing countries is K. Hamada, 

whose main argument stresses that the inflow of foreign capital generated by EPZs can 

attract labor from the domestic economy. He points out that welfare effects of a zone are 

determined by the factor intensities of protected sectors, which means that if the protected 

sector is capital intensive, removal of labor from the domestic economy increases 

production of the protected sector but it also reduces the welfare. On the contrary, if the 

protected sector is labor intensive, its output falls but welfare increases.8 If these are the 

dynamics impacting EPZ production, Hamada argues that since many of the protected 

sectors in developing countries are capital intensive, it becomes easy to conclude that 

                                                 
5 Johansson, H., Nilsson, L., ‘Export processing zones as catalysts’, World Development, Vol. 25 No.12, 
1997, pp.2115-28. 
6 Aggrawal A., M. Hoppe, and P. Walkenhorst, ‘Special Economic Zones in South Asia: Industrial Islands 
or Vehicles for Diversification?’, World Bank, pp. 3,4, 
<http://api.ning.com/files/JMh8ZtAWJase6C2gGPzp-
6i*lDtluZUE00S2VN6BhXge4ElzEYbi7VP0ilhAjOoblqcCE3XYINy2OqJ2SoN9jKJzoEh*XwAr/SEZinS
outhAsia.pdf>, accessed online 7 May 2010. 
7 Ibid. 
8 Hamada, K., ‘An economic analysis of the duty free zone’, Journal of International Economics, Vol. 4, 
1974, pp.225-41. 
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EPZs can reduce welfare in most of the countries where they are created, therefore their 

impact on host economy can be negative9.  

Other issues connected to EPZs and SEZs inefficiencies are related to the different kind 

of economic incentives offered by countries. In some cases EPZs have been set up as 

industrial clusters. Usually, outside the zones the government maintains inward-looking 

policies. In other cases, an outward-looking economic policy for the whole country has 

been implemented simultaneously with the EPZ policy10.  

SEZs are often accused of being too large or too small in relation to the economy. 

Despite the negative emphasis provided by scholars that do not consider the SEZ policy 

as the best one for boosting growth and development in developing countries, several 

analysts admit that SEZs attractiveness depends heavily on the expectations in terms of 

foreign direct investments attractions, export growth, and technology transfers.11 

However, they also point out that in terms of costs-benefits, any time a country does not 

have a significant infrastructures endowment, in terms of public expenditure the cost of 

establishing SEZs infrastructures may outweigh the benefits generated by SEZs regarding 

employment creation and foreign exchange earnings.12 Further, the SEZs model has been 

accused of being unable to promote exports of manufactured goods for the whole national 

manufacturing sector, to generate foreign exchange earnings, or to create solid linkages 

with the domestic economy.13 It is recognized that “judged in terms of optimal policy, 

EPZs are not the ideal instrument for industrial development”. Indeed, it would be 

preferable to “promote exports throughout the economy, for this induces linkages and 

greater local value added, hence more employment, income and technology transfer”. 

                                                 
9 Ibid., Devereux, J., Chen, L.L., ‘Export zones and welfare: another look’, Oxford Economic Papers, Vol. 
47, 1997, pp.704-13. 
10 Kaplinsky, R., ‘Export processing zones in the Dominican Republic: transforming manufactures into 
commodities’, World Development, Vol. 21 No.11, 1993, pp.1851-65. 
11 Devereux, J., Chen, L.L., ‘Export zones and welfare: another look’, Oxford Economic Papers, Vol. 47, 
1997, pp.704-13, Johansson, H., Nilsson, L., ‘Export processing zones as catalysts’, World Development, 
Vol. 25 No.12, 1997, pp.2115-28. 
12 Bhagwati, J., ‘Outward orientation; trade issues’, in Carbo, V., Goldstein, M., Khan, M. (Eds), Growth-
Oriented Adjustment Programs, IMF/World Bank, 1987, Washington, DC; Warr, P.G., ‘Export promotion 
via industrial enclaves: the Phillipines Bataan export processing zone’, Journal of Development Studies, 
Vol. 23 No.2, 1987, pp.220-41. 
13 Kaplinsky, R., ‘Export processing zones in the Dominican Republic: transforming manufactures into 
commodities’, World Development, Vol. 21 No.11, 1993, pp.1851-65. 
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However, until the government will not be ready to offer to the exporters in the customs 

territory the same incentives as exporters in the EPZs, the maintenance of these zones 

would remain crucial for the economic development of any country14.  

SEZs have been criticized for not succeeding in favoring the technology transfer or in 

upgrading labor skills as much as expected. SEZs detractors argue that this is happening 

because these zones usually produce manufactured goods with the help of very simple 

technology in labor intensive assembly plants. Accordingly, they need standard 

machinery and unskilled workers to assemble low value-added productions.15 If it is true 

that the reduction of employment rate usually affects unskilled labor rather than skilled 

labor, it is important to stress that such a situation is not ‘undesirable for a country in 

which a considerable proportion of the labor force is unemployed and has limited 

industrial skills’, as it is the case for many developing countries.16 Further, since SEZs 

have been usually implemented to boost national economic growth and development, it is 

consistent to list technology transfer and labor skills upgrade among SEZs long-term 

benefits.  

The evolution of China’s economic development has already proved that this 

interpretation is less unrealistic than many SEZs detractors think. After the 

implementation of its SEZs policy in the late 1970s, China concentrated in its newly 

established zones labor intensive manufacturing plants employing very simple 

technologies. It took three decades to a country which has in the meanwhile become the 

world’s second-largest economic power to complete a partial technological upgrade in 

the plants located in its SEZs. Confirming that it is unrealistic to expect SEZs to favor 

technology transfer and labor skills upgrade in a short-term range.  

A concluding remark from Kaplinsky highlights that ‘the advantages of EPZs may be 

eroded by simultaneous adoption of the instrument in competitor countries’.17 Although 

                                                 
14 Willmore, L., ‘Export processing zones in the Dominican Republic: A Comment on Kaplinsky’, World 
Development, Vol. 23 No.3, 1995, pp.533-4. 
15 Ibid. 
16 Willmore, L., ‘Export processing zones in the Dominican Republic: a comment on Kaplinsky’, World 
Development, Vol. 23 No.3, 1995, pp.529.35. 
17 Kinunda-Rutashobya L., ‘Exploring the potentialities of export processing free zones (EPZs) for 
economic development in Africa: lessons from Mauritius’, Management Decisions, 41/3, 2003, pp. 226-
232, p. 229. 
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this observation apparently goes against the empirical evidence showing developing 

countries importing the SEZs development model aiming at reproducing in their own 

country the growth and development effects they have contributed to trigger in other 

nations, it should be remember that Kaplinsky study focuses on the Dominican Republic 

experience. Accordingly, while stating that EPZs simultaneous adoption might reduce 

competitiveness for the countries choosing EPZs what he had in mind was the Central 

America context, where the specialization of similar countries in similar productions to 

be promoted by almost identical policies could significantly impact the effectiveness of 

SEZs-led development.  

This is not what is happening in Asia. Even if it is true that in the 1990s India decided to 

elaborate its own SEZs policy dazzled by the explosive economic performance of the 

People’s Republic of China, introducing SEZs as well as any other policy in a country is 

not enough to help the model to succeed.18  

Although this paper focuses on a case study research, it is important to remember that 

since 1990s, as soon as Indian EPZs started to be converted into SEZs and to be set up 

and managed by private developers rather than by the government, there has been an 

ongoing, fiery debate on SEZ efficiency among Indian politicians, academics and 

activists. The same did not happen in China for several reasons. First, SEZs are public 

and, accordingly, managed by the government. Second, while China has become the 

favorite destination of FDI and continues to attract new capitals, the majority of 

investments directed to Indian SEZs are national rather than international. While Indian 

politicians continue debating about SEZs, Chinese leaders have been unanimous in their 

appreciation of SEZs as useful tools to attract foreign capital boosting national growth, 

provided they are limited to certain regions rather than spread throughout the whole 

country.  

A study of SEZs effectiveness in different countries will further prove what has already 

emerged from this brief comparison between China and India: SEZs impact is not linked 

to SEZ per se, rather to the context in which they are established and to the political and 

economic powers supporting them.  

                                                 
18 Einhorn B., ‘India struggles to copy China’s SEZs’, Bloomberg Businessweek, October 9, 2006. 
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In China, for example, the SEZs strategy has proved to be so effective to convince 

Beijing to adopt it abroad any time the nation is interested in strengthening commercial 

connections with third countries. This research argues that this is happening for two 

reasons. On the one hand the Chinese government finds both useful and safe to 

concentrate its efforts on a geographically limited area where any change can be 

constantly monitored19. On the other hand, the government is free to both decide and 

launch any national or regional development plan without fearing any form of 

obstructionism or large-scale protests. Indian long tradition of democracy, instead, is 

often simplistically quoted as one of the reasons why public protests succeeded in 

prejudicing the success of national SEZs strategy.  

Although recognizing that the differences between China and India in terms of 

government and civil society’s strengths, power of democracy, geographical and 

economic pre-existing conditions, and available resources are huge, this research argues 

that these elements are not enough to assess the effectiveness of India’s SEZ strategy. 

However, before discussing the characteristics of India’s SEZs and examining their 

performance, it is useful to make a brief comparison of Chinese and Indian SEZs and to 

analyse their respective role in boosting the development path of the two countries. 

 

SEZs in China and India: A Comparison  

SEZs implementation has been usually associated to the need to increase foreign direct 

investment (FDI) and to boost exports. While India has been one of the first countries in 

Asia to recognize the effectiveness of this model in promoting exports, after setting up 

Asia's first EPZ in Kandla in 1965, New Delhi did not seriously pursue the policy until 

the 2000s. Since then, SEZs have rapidly proliferated and will probably keep on 

multiplying during the next few years20.  

China’s economic rebirth started in 1978, when the then leader Deng Xiaoping 

announced the ‘SEZs experiment’ during his famous trip to Shenzhen, which within 

twenty years developed from a fishermen’s village into a metropolis with a population of 

                                                 
19 It is not a coincidence that the first attempt to restructure China’s financial system has been done through 
the approval, in early 2012, of the first Chinese special financial zone in Wenzhou.  
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over ten million people and transformed the Guangdong region into one of the most 

developed in the country. ‘The SEZs were established primarily to attract foreign direct 

investment, expand China’s exports, and accelerate the infusion of new technology’21. 

These are the reasons why the original four zones, Shenzhen, Zhuhai, Shantou and 

Xiamen, ‘were sited in coastal areas of Guangdong and Fujian, that had a long history of 

contact with the outside world through out-migration, and at the same time were near 

Hong Kong, Macao, and Taiwan’.22 As soon as China opened to foreign trade and 

investment, the SEZs had an immediate impact on national economic trends. In 1981, the 

four zones accounted for 59.8 percent of total FDI in China. In 1984, Chinese SEZs 

accounted for 26 percent of national FDI and, by the end of 1985, the rate was 20 

percent23. ‘The combination of favorable policies and the right mix of production factors 

in the SEZs resulted in high rates of economic growth unprecedented in China’.24  

One decade later, in 1991, China’s larger neighbor, India, was experiencing what 

appeared at the time as a chronic economic and fiscal crisis: the government was close to 

default, the central bank was refusing new credit and foreign exchange reserves were 

terribly low. Large fiscal deficits, at both the Center and state levels, had spillover effects 

on the trade deficit that culminated in an external payment crisis. High inflation further 

deteriorated the economic stability of the country, pushing P.V. Narasimha Rao, the 

Indian Prime Minister that took over in June 1991, to appoint the current Prime Minister 

Manmohan Singh as Finance Minister and elaborate with him a broad reform package 

that while progressively liberalizing Indian economy also considered using the China-

inspired SEZ model to boost national economic growth.  

The SEZs policy was officially announced only in April 2000, and although it partially 

contributed to India’s growth by promoting exports and infrastructures building, it has 

not achieved the same results Chinese SEZs accomplished in the last few decades.  The 

weaknesses of the Indian SEZ model are usually listed as follows: zones are too 

                                                 
21 Yeung Y., J. Lee, and G. Kee, ‘China Special Economic Zones at 30’, Eurasian Geography and 
Economics, 2009, 50, n.2, pp. 222-240, p. 223.   
22 Ibid. p. 223. 
23 Wong, K., “China’s Special Economic Zone Experiment: An Appraisal,” Geografiska Annaler Series B, 
Human Geography, 69, pp. 27–40, 1987. 
24 Yeung Y., J. Lee, and G. Kee, ‘China Special Economic Zones at 30’, Eurasian Geography and 
Economics, 2009, 50, n.2, pp. 222-240, p. 224. 
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numerous; too small compared to Chinese ones; targeted by local investors only; and not 

flexible enough in terms of labor laws. Only tax holidays are better, since they offer 

higher rates and last longer than in China25. 

It has already been mentioned that although India set up its first SEZ in the 1960s, the 

Chinese model of SEZ-led economic growth was borrowed by New Delhi politicians 

only at a later stage. However, while the original intent was to replicate the Chinese 

success story, India ended up with a policy very different from the one implemented by 

Beijing.  

One of the reasons why this happened is connected to the idea that India did not have the 

political constraints that shaped the Chinese SEZs policy in the early 1980s. With SEZs 

the Chinese government attempted to observe the consequences of the implementation of 

liberal policies in certain regions ‘while insulating the rest of the economy from their 

influence’.26 In order to implement the SEZs policy, the Chinese government identified 

huge tracts of land, mainly in coastal regions, where cities could be built supported by all 

required infrastructures. Accordingly, five mega SEZs were built, and even today SEZs 

remain less than ten in number, with a medium-large scale (the biggest one is in Hainan, 

with its 34.000 square kilometers), and owned by the government. Even adding to this list 

the economic and technological industrial development zones (usually established in 

large and medium-sized cities to play the dual roles of engine for developing foreign 

oriented economy, generating foreign exchanges through exporting products and 

importing technologies, and the one of accelerator of inland economic development), as 

well as coastal development areas, the total number of zones is approximately one 

hundred. 

In India there are hundreds of SEZs. Their dimensions vary from sector-specific ones, 

covering just ten hectares of land, to multiproduct ones, covering a maximum of one 

thousand hectares of land. Finally, rather than being owned by the government, India’s 

SEZs are usually structured like closed industrial parks, in some cases managed by the 

government and in other cases run by private developers.  

                                                 
25 ‘Will India recreate China’s SEZ magic?’, The Economic Times, 14 November 2006. 
26 ‘Will India recreate China’s SEZ magic?’, The Economic Times, 14 November 2006. 
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This research argues that these characteristics are already enough to explain why the 

economies of scale that have been working so well in China by reducing production costs 

and improving plants productivity were not replicated in India. Huge size, geographical 

concentration, and developing funds availability represent a promising starting point for 

re-launching a solid expansion. However, this paper identifies some other differences 

between the Chinese and Indian SEZ strategies that further reduced the chances for the 

Indian model to be equally successful.   

SEZs in the People’s Republic of China were treated in the 1980s as an experiment to test 

an alternative economic system to the social and collectivistic one Beijing adopted in the 

past, which had to be based on the “Chinese interpretation” of free trade and free market. 

Thanks to either the limited number of SEZs or the regional areas in which they were 

originally barred, the Beijing government succeeded in monitoring its market experiment 

and, at a first stage, avoided any kind of spillover in bordering regions.  

China also succeeded in capitalizing on its pre-existing “facilities” and in grounding 

SEZs development on them. It was from this perspective that SEZs costal locations were 

selected. The presence in these areas of schools and infrastructures since the Mao Zedong 

era made them the ideal place to find a skilled labor force and to limit the capital that 

needed to be invested in renovating infrastructures. Further, the geographical and cultural 

proximity of rich Chinese communities in Hong Kong, Taiwan and Southeast Asian 

countries were critical in terms of attracting industrial capital for SEZs development. 

Finally, coastal region location made input imports and products exports easier and faster 

for SEZ units.  

In India, SEZ were originally identified as instruments useful to promote national 

economic growth and the rationalization at a state level the system of cluster and 

industrial districts aggregation. A district usually represents the evolution of a system in 

which a group of factories located in the same area and specialised in a particular sector 

try to join their forces in convincing the local government to invest to build the social and 

economic infrastructures that the whole area needs to further boost its own development.  

The shoe-making district in Chennai groups together foreign companies that decided to 

move their production to this area not because they were attracted by the benefits of a 
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SEZs, rather because their economy of scale proved successful in a place with a high 

concentration of similar factories. Accordingly, the rationale behind the SEZs 

development model is to provide national and foreign investors industrial platforms 

equipped with social and economic infrastructures, offering fiscal benefits as well as raw 

materials and skilled labor force. The Indian government has often stressed that SEZ 

implementation would have facilitated and accelerated a development trend that would 

have emerged in any case, although much slowly.  

Some analysts argue that even though in India no “pre-existing facilities” could orient 

SEZs localization, other factors could have been chosen to rationalise their geographic 

distribution, such as raw materials and labor skills availability. In order to promote their 

industrial clusters, Indian SEZ developers always refer to the benefits investors can enjoy 

while choosing a particular location for their factory. Stressing that any SEZ offers 

different advantages. According to developers’ marketing strategy, multiproduct, gems 

and jewelry, hi-tech or any other SEZ location is chosen considering human capital and 

industrial inputs availability in the area. However, this paper shows that even though this 

aspect is broadly considered, it is not the only priority developers need to contemplate in 

their decision-making process.    

Differently from China, India has not been forced to confine SEZs to specific areas to 

constantly monitor the political implications of their economic development. A condition 

that, from another perspective, is still preventing the country from enjoying the 

advantages of geographical concentration. India’s SEZ model also missed the 

opportunities coming from an already existing infrastructure network, neighboring 

Chinese communities’ investments, and government investment capacity. Accordingly, it 

was clear from the beginning that New Delhi was not in a position to duplicate the 

Chinese model as it was originally implemented.  

Since the very beginning Indian SEZs strategy has been conceived to involve private 

developers into its implementation. A choice made compulsory by the awareness that 

national development could not be boosted by a financially weak government or by 

diaspora communities, and which had some implications. Among them, the most 
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important was linked to the need of dumping the burden or rationalise SEZs distribution 

to private developers.  

In turn, aware of both Indian traditional development bottlenecks and New Delhi’s 

inability to sustain national economic growth with a medium-term plan concentrated on 

infrastructure building and education promotion, private developers were pushed to build 

SEZs all over the country, wherever they could acquire land and find raw materials and 

skilled and semi-skilled workers.    

While in the People’s Republic Chinese communities investments became the pacers for 

more differentiated FDIs and the SEZs development model progressively started driving 

economic growth in all coastal areas at the beginning and in inland areas at a later stage, 

in India the only effect of what appeared as an uncoordinated land-acquisition move 

seemed to have the potential to end up in a jeopardized SEZs map associated to equally 

disbanded investments.  

SEZs detractors usually identify two main pitfalls in Indian SEZs strategy. The first one 

is linked to developers’ land acquisition plan and the necessity of regulating which fields 

could be transformed in SEZs. An issue that immediately raised the delicate problem of 

agricultural land acquisition27. Another recurrent source of criticism is Indian SEZs lack 

of flexibility in labor laws. Economists know that labor law flexibility can play an 

important role in attracting foreign investors. Generally speaking, in rigid labor markets 

businesses that need to dismiss workers must make large payments, give long notice 

periods or even seek government authorization before making layoffs. Other rigidities 

include limitations on working hours and on reassigning workers within the company or, 

on the hiring side, the difficulties of making new employees permanent after a short trial 

period when it is requested. In India, employers need government approval for 

redundancies and face relatively long notice periods and high severance pay for formal 

workers with long tenure.28  

                                                 
27 The practice of productive agricultural land conversion led to numerous protests, some of which resulted 
in the scrapping of SEZ projects. These demonstrations, driven by opposition political parties, NGOs and 
expropriated farmers, eventually pushed New Delhi to make it mandatory that all SEZs proposals should 
have a certificate from the state government notifying that the land being used was non-agricultural for at 
least 90%. 
28 Allard G., ’Rigid Labour Markets’, Business, 17 March 2010. 
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Several economists consider that the lack of flexibility in Indian labor laws, introduced 

here as the second pitfall, has significantly hampered the effectiveness of national SEZs. 

Professor Kaushik Basu believes that India needs a legal regime allowing firms to write 

different kinds of contracts with their workers depending on their needs. Admitting that 

‘an injection of flexibility in labor market regulation can attract foreign capital, create 

jobs and unleash higher growth’, Basu recognizes that reforming the labor market is not 

an easy task.29 The most important labor law in the country is the Industrial Disputes Act 

(IDA), which came into force on April 1, 1947. The fact that IDA is very old makes it 

under certain cases out-of-date and inappropriate for the market today30. The amendments 

approved in the 1980s did not leave much room for free contracting. Rather, they made 

compulsory for any firm employing more than one hundred workers to get permission 

from the state government before retrenching workers, a permission that is seldom 

given.31 According to some analysts, the worst consequence of Indian labor law rigidity 

is that it keeps ‘hundreds of thousands of workers unemployed because firms, wary of the 

fact that they will not be able to offload them, do not hire in the first place’.32  

While agreeing that a labor law reform might be able to boost industry and create more 

jobs and, accordingly, that the current lack of flexibility might seriously hamper SEZ 

performance, this paper finds it useful to stress two kinds of inconsistencies in SEZ 

detractors’ perspective. The lack of labor law flexibility related to SEZs is an argument 

that can lose part of its strength when the Indian case is compared to the Chinese one. 

The Rigidity of Employment Index, an indicator used by the World Bank to measure the 

regulation of employment, the hiring and firing of workers and the rigidity of working 

hours, has been practically the same for both China and India in 2008 and 2009. China 

scored 31 in both years, and India 30. Other Asian economies such as Hong Kong, 

Singapore, Japan, Vietnam and the Philippines scored 0/0, 0/0, 12/16, 21/21, 29/29 

respectively.33 A trend that has been confirmed during the following years, global 

                                                 
29 Basu K., ‘Why India needs labor law reform’, BBC, 27 June 2005.  
30 Only small scale enterprises, in the unregistered sector, are not compelled to follow the labor laws. 
31 Ibid. 
32 Ibid. 
33 World Bank, Doing Business Project 2008-2009. 
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financial crises consequences notwithstanding. It is worth noticing that India scored 48 in 

2005, which means that the situation has been noticeably improved in just a few years.  

The second argument questioning the consistency of SEZs detractors is grounded on the 

outcomes of the forthcoming empirical section. Where it is shown how private 

developers have been able to ease some of the restrictions linked to Indian labor 

legislations, demonstrating that, at least within SEZs, labor laws are not always carefully 

enforced.  

This section has provided a brief comparison between Chinese and India SEZs from both 

a theoretical and an empirical perspective. It has been shown that there are some theorists 

that do not believe in the economic benefits triggered by SEZs and others that perceive 

SEZs as useful tools to boost national growth in India. The main differences between the 

economic conditions standing behind the implementation of the SEZs model in both 

countries have been reviewed, highlighting that while some of them proved to be a 

disadvantage in the Indian case, others have been less significant than expected. Before 

moving to the empirical section of this paper, it seems useful to quote some of the points 

of view of Indian and foreign analysts regarding SEZ policy implementation. 

 

The difficulties of SEZs implementation 

It has already been mentioned that the undeniable success of Chinese SEZs inspired the 

Indian government to re-introduce SEZs in its reforms plan. However, to help the reader 

to understand how sparkling the debate on SEZs strategy approval has been, it is useful to 

rephrase the arguments of the scholars that, since the beginning, highlighted the pitfalls 

of Chinese SEZs to convince New Delhi’s government to change its mind.  

Some scholars argue that Chinese SEZs got into trouble in the early 1980s, as soon as 

durable goods entering them started threatening local industry, causing foreign exchange 

shortages and risking a rise in inflation, which forced Beijing to impose a moratorium on 

zones and to ban imports of 17 durable goods.34 Further, it is argued that the 

attractiveness of SEZs diminished as soon as the rest of the country began to liberalize, 

                                                 
34 Reardon L., ‘The Rise and Fall of China’s Export Processing Zones’, Journal of Contemporary China, 
Vol. 5, n. 13, November 1996.  
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and that certain SEZs (such as Shenzhen, Guangdong) have been more successful than 

others (such as Shantou) due more to their FDI receptiveness than to their SEZs status.35 

It should be clarified that the idea that national economic liberalization would have 

limited SEZs attractiveness was clear since the time in which this policy had been 

elaborated. China chose to monitor the impact of economic reforms on these enclaves 

because it feared the political and social consequences of its first openings to the logic of 

market economy. However, the original plan of the Beijing government has always been 

the one of slowly but widely expanding SEZs benefits to the rest of the country as soon 

as China’s new economic system proved to be safe, sustainable and effective. Further, 

this research finds crucial to stress that the role of Hong Kong proximity in terms of 

Guangdong SEZs performance should not underestimated. The approval of new SEZs 

near the border offering unprecedented economic and commercial advantages inevitably 

pushed Hong Kong businessmen to move their plants in Mainland China, contributing to 

the rapid transformation of what is now a Special Administrative Region of China into a 

powerful and world-reputed financial hub.  

Other scholars argue that the most important ‘Chinese lessons’ that should have prompted 

India not to borrow their SEZ model are linked to the two above mentioned pitfalls: the 

illegal-speculative land-grabbing and the widespread abuse of labor force.  

Aware that another research paper would be needed to analyze these two topics, this 

section tries to briefly describe the main aspects characterizing these controversies and 

the issues at stake.  

The problem of agricultural land conversion has been nurturing protests in many Indian 

states36. In India there are millions of people whose livelihood depends on agricultural 

land. Accordingly, as soon as the introduction of SEZs has resulted in the dispossession 

of agricultural land, farmers and agricultural labourers started to be negatively affected 

by this process. Influenced by local politicians and backed by activists, Indian farmers 

have been progressively convinced that the only way they had to reverse what was 

perceived as a dangerous trend was to join local and national protests organized to 

                                                 
35 Wong K., ‘China’s Special Economic Zone Experiment: An Apprisal’, Geografiska Annaler, Series B, 
Human Geography, Vol 96, N.1, 1987.  
36 Rappai M.V., ‘China vs India. The SEZ reality check’, Realpolitik, April 2007. 
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safeguard their interests as well as to present in litigations and court cases challenging the 

establishment of SEZs. Most of them were based on farmers’ accusations that the 

procedure under the Land Acquisition Act had not been followed fairly; that they were 

promised to receive a compensation as well as a job in SEZs factories and they actually 

received only a monetary compensation below the market land rate. Showing that only 

when political parties started directly and indirectly supporting the farmers, the resistance 

against SEZs became massive. 

This section is intended to show the impact of these protests briefly describing the most 

important ones. Among dozens of SEZ related confrontations between farmers and the 

government, this research has chosen to focus on the ones that took place in Jamnagar 

and Nandigram. Further, the tumults in Singur are also quoted, even though in that case 

protests targeted the installation of a large plant rather than a SEZ.  

In November 2006, farmers from the Jamnagar District in Gujarat moved first the High 

Court of Gujarat, and later the Supreme Court to challenge the setting-up of a 4000 

hectare SEZ by Reliance Corporation. Farmers claimed that the acquisition of large tracts 

of agricultural land in the villages of the district was against the public interest and 

violated the Land Acquisition Act. This move pushed the government to consider putting 

a ceiling on the maximum land area that could be acquired for multi-product zones and to 

slow down the rate of SEZs approval. Despite that, the Reliance SEZ in Janmagar kept on 

growing and expanding its oil refinery plants in the area. 

The Nandigram violence is the second most famous SEZ-related incident. Nandigram is a 

rural area in Purba Medinipur district of the Indian state of West Bengal. In 2007 the 

West Bengal government decided to allow the Salim Group to set up a chemical hub at 

Nandigram under the SEZ policy. As it happened in Jamnagar, farmers of that village 

disapproved this move, and unfortunately the resistance to forcible land acquisition 

turned into a battlefield. Unable to handle the situation politically, on 14 March 2007 the 

Left Front government sent more than 3,000 heavily armed police to the Nandigram area. 

They had been charged with removing the protestors in order to expropriate 10,000 acres 

of land for the Salim Group SEZ. A massacre followed: police opened fire, 14 villagers 

were shot dead and 70 more, including children and women, were injured.  
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Although not directly related to the SEZ policy, the turmoil involving Tata Motors in 

Singur, a small agricultural town in West Bengal, was no doubt exacerbated by the 

Nandigram incident and the overall tension about land being used for industrial projects. 

In 2006 Tata Motors made an agreement with the ruling party in West Bengal, the 

Communist Party-Marxist (CPI-M), to acquire 400 hectares land for the construction of 

its Tata Nano small car factory, scheduled to be operative by 2008. Displaced farmers 

were promised to receive monetary compensation and jobs in the new factory. The 

construction for the new Tata location started in January 2007, and a few months later a 

violent agitation began with farmers asking to have their land back. Singur is currently 

populated by 12,000 farmers out of 20,000 people, and West Bengal claims to have the 

most productive agricultural land in the country. Tata’s representatives tried to negotiate 

with local representatives but they could not find any compromise, and in October 2008 

Tata decided to move out of Singur and build its new plant in Sanand, in Gujarat. 

These examples show some of the controversies associated with SEZs in India. Some 

analysts think that these zones started with a lot of premature praise and have now 

became a bone of contention readily exploited by political forces to the detriment of the 

peasants, who fear losing their means of livelihood. 

This paper is not aimed at investigating the rhetorical debate behind the SEZs, nor in 

assessing whether SEZs are instruments to be used ‘to the detriment of Indian paesants’ 

or rather ‘to boost national economy’ and transform India in the new Asian emerging 

country. However, the cases of Jamnagar, Nandigram and Singur are useful to show an 

evolution in political parties’ approach to SEZ implementation.   

The Jamnagar case can be considered as an attempt to reach an acceptable compromise. 

The ideas of both putting a ceiling on the maximum land area that could be acquired for 

multi-product zones and to slow down the rate of SEZs approval were undoubtedly 

promising, and had the potential of creating a positive precedent in handling SEZs 

protests. Unfortunately, this compromising approach was subsequently disproved, as 

soon as it became clear that the Gujarat government wanted to protect Reliance’s 

interests in the state, mainly to avoid losing huge investment that, if recalled, could have 

badly impacted regional growth and development. 
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The violence linked to the Nandigram case inevitably transforms what happened in 2007 

in the worst example of political mismanagement of a protest. Further, the Nandigram 

case exacerbated the controversial debate on SEZs implementation. Convincing Indian 

public opinion that the activists’ negative attitude towards this policy could be easily 

confirmed by facts. A belief that probably pushed West Bengal local representatives not 

to give in to Tata Motors’ requests regarding their Singur plant. At a time in which the 

Nandigram wound was still bleeding, and probably also to re-gain some credibility 

among local population.  

These considerations notwithstanding, this research is aware that these three cases are not 

enough to build a consistent trend or to help forecasting how local politicians, activists, 

farmers and workers might react to a new protest.    

Some scholars believe that these kinds of reactions could have been forecasted by 

observing carefully the Chinese case. In the People’s Republic of China urban lands 

belong to the state and rural lands to the village, and whereas urban land use rights can be 

transferred to private parties directly, private parties need the government’s mediation to 

use and allocate it. In the areas located near expanding municipalities and within 

economically growing SEZs, farmers’ land started to become insecure, and the situation 

did not improve when peasants realized that the compensations they received from land 

acquisition ‘were generally lower than the market value of these lands’.37 It was only in 

1997 that the Beijing government imposed a moratorium on land use conversion, and in 

1998 a new law for agriculture land conversion was approved. In China, ‘the SEZ 

concept promoted land development without directly addressing impacts on cultivable 

land and the natural resource base’.38 Since the conversion of agricultural land is a 

sensitive issue in India as well, Chinese records should have been analyzed with a more 

objective approach. It is argued that tuning a rational, egalitarian, and sustainable 

conversion plant New Delhi might have avoided at least some of these violent protests.  

                                                 
37 Gopalakrishan S., op. cit., p. 1493. 
38 Cartier C., ‘Zone Fever, the Arable Land Debate and real Estate Speculation: China’s Evolving Land Use 
Regime and Its Geographical Contradictions’, Journal of Contemporary China, Vol. 10, n. 28, 2001, pp. 
445-69. 
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In terms of labor force protection, the Chinese experience is enlightening as well. Most of 

working population in SEZs is composed by migrant workers with almost no legal or 

social protection. In early 2010 and 2011 several protests and strikes took place in 

Guangdong factories, where labourers started openly lamenting their unbearable working 

conditions. These protests expanded to many other regions in the following months. 

However, suicides and insurrections did not help to change the hiring and working 

conditions very much. A few improvements have been approved, but none of them can be 

considered substantial.  

The impact of the global financial crisis in China changed migrant workers’ perspective 

again. Chinese exports slowdown started worrying local labourers as soon as their 

employers considered the option of moving their plants to China’s western regions, to 

regain competitiveness tearing down production costs.39  

Chinese workers keep on receiving less than minimum wage, they generally work more 

than twelve hours per day with almost no breaks or holidays, they are often exposed to 

dangerous machinery and harmful chemicals, like lead, cadmium and mercury, which 

means constantly violating local law and international worker standards.40  

Grounding on Chinese experience, some Indian scholars argue that to attract western FDI 

New Delhi should be ‘ready’ to accept pressures aimed at keeping prices down and 

improving product quality as it is happening in China. This is a dangerous trend that 

would inevitably worsen working conditions in India, a  pattern that might become even 

more pressing considering the global rise of food, energy and raw materials costs. 

Concluding that, aware that ‘all the elements of the Chinese policy that produced (the 

previously mentioned) consequences are present in India’s policy as well, (…) the 

Chinese experience should [have been] read not only as a model but also as a salutary 

warning’.41 

Other downsides of China’s SEZ model are the increasing divide between coastal and 

inland regions, in a country where the boom has progressively led ‘to a widening gap and 

                                                 
39 Barboza D., H. Tabuchi, ‘Power Grows for Striking Chinese Workers’, The New York Times, 8 June 
2010. 
40 Barboza D., ‘In Chinese Factories, Lost Fingers and Low Pay’, The New York Times, 5 January 2008. 
41 Gopalakrishan S., op. cit., p. 1494. 
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uneven, skewed development – reflecting internal colonialism’, as well as a dangerous 

intra-provincial divide based on an unprecedented labor migration.42 This criticism is not 

automatically applicable to the Indian case, mainly because SEZs geographical dispersion 

and their size limits do not create a similar costal-inland gap. 

In conclusion, a recurrent idea in Indian and western scholars’ evaluations on New 

Delhi’s opportunities to replicate China’s economic success in the Subcontinent is clearly 

identifiable. However, it is more and more clear that ‘without taking into account the 

[Chinese] unique historical and geographical context – of 1949-1976, of overseas 

Chinese investment, a strong social sector, rural reforms, internal debates about the 

development process and finally, a state and leadership that formulates cohesively and 

implements firmly – is fraught with India repeating the mistakes’.43   

 

SEZs characteristics and impact. The Indian experience  

The Indian government defines SEZs as tax-free enclaves with strictly defined borders 

and formally considered as parts of external territories as far as commercial activities, 

fiscal and customs regimes are concerned. As of today almost 600 SEZs have been 

formally approved and fifty more have received ‘in principle’ approval44. 

This section aims at exploring the peculiarities of Indian SEZs, focusing on three 

different aspects that uniquely characterize the Indian experience. These are the SEZs 

partition into ‘integrated/multiproduct’ and ‘sectorial’ SEZs. The fact that the overlap 

through time of new SEZs policies oriented at building SEZs with different 

characteristics has gradually consolidated a huge contrast between old and new SEZs. 

Finally, the role of ‘developers’ in managing these area. Aware that there is a clear 

parallelism among old and new SEZs and the role played by public and private 

developers, this paper finds it interesting to elaborate more on the developer figure as it 

does not exist in any other Asian SEZ experiment. Accordingly, this research evaluates 

both whether they have been helpful in influencing SEZs rate of success, and if the link 

                                                 
42 Viswanath A., M. Mohanty, ‘SEZ lessons from China’, Business Standard, 14 February 2008. 
43 Ibid. 
44 For a detailed list of SEZs, see annexes 2 and 3. 
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between SEZ records and private developers’ performances is stronger than the one with 

public developers’.  

Before dealing with the in-depth examination of the three main themes of this section, it 

is important to clarify that the ensuing analysis is grounded on official documents and a 

series of interviews conducted in February 2008 in two SEZs with local managers and 

developers.  

The first is a semi-private SEZ, a zone managed by a public agency -Riico, Rajasthan 

State Industrial Development and Investment Corporation- co-financed by private 

investors (Mahindra Group) located in Jaipur, Rajasthan, a zone that can be considered as 

‘private’ for all practical purposes. The second is a publicly owned and managed SEZ in 

Noida, near New Delhi.       

The managers of the two SEZs have been approached with the same list of questions. 

They have been asked to show the advantages for both national and foreign investors to 

move their capital to SEZs; to illustrate the costs of building an industrial plant inside the 

SEZs as well as to indicate the current status of internal and contiguous infrastructures. 

Further, SEZs representatives have been questioned about raw materials and workforce 

availability, existing fiscal regulations and export limits on industrial outputs. Local 

managers were also requested to prove how their SEZs could guarantee regular supplies 

of water, gas and electricity. Finally, their intentions in promoting infrastructures upgrade 

outside SEZs to keep on boosting the development of the surrounding area has been 

discussed. This point is particularly interesting because several scholars favorable to 

SEZs list issue-linkages or spillover effects among their benefits. For example, referring 

to infrastructures, spillovers operate in two different directions. On the SEZs developers’ 

side, they can push investors to strengthen connections and services within the area. 

Since it is not unusual for private developers to build different SEZs in the same areas, it 

is evident that a better infrastructure environment outside SEZs can either convince 

investors not to move elsewhere their industrial plants or facilitate developers expansion 

plans in the same area. On the investors’ side, what Professor Aradhna Aggrawal labels 

as the ‘Bangalore experiment’ is a useful example of how SEZs productivity can push 

private investors to contribute to join infrastructures redevelopment projects: the 
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Bangalore airport was a military hub that was renovated and transformed into a civilian 

airport thanks to the interest shown by a group of industrialists that needed a commercial 

hub near their industrial plants and to the capitals they provided for its renovation.     

As the following three theme sections interestingly show, the answers provided by the 

Mahindra Group & Riico and Noida SEZs managers to similar problems were not very 

different. However, the strategies they agreed on to develop their SEZs were different 

and deeply influenced by the public and private status of the SEZ. 

To better understand the rationale behind Indian SEZ contemporary strategy, this paper 

finds it useful to remember some points of the previously mentioned debate on the 

profitability of adopting the Chinese industrial-lead growth strategy to balance what is 

often considered India’s unsustainable service-lead development path. Several analysts 

believe that India is following an alternative path for economic development, focusing 

mainly on business services (information technology, business process outsourcing, etc.). 

This argument is usually supported attributing the rationale behind the growth in the IT 

sector to increased specialization and an above average availability of a large pool of low 

cost but highly skilled, educated and fluent English-speaking workers on the supply side, 

matched on the demand side by an increased demand from foreign consumers interested 

in India's service exports, or those looking to outsource their operations.  

Deepening this debate exceeds the scope of this paper. However, to better evaluate Indian 

SEZs rate of success it may be useful to remind that some scholars believe that the 

economic future of India depends on the successful development of the IT sector, arguing 

that SEZs are not the right instrument to boost national growth. On the contrary, other 

economists suggest that India will not be able to become a world economic power until 

the problems created by its “four bottlenecks” will be solved. These are strict labor laws; 

limited investment in soft (financial structures) and hard infrastructures; the difficulties in 

closing firms as well as in shifting from one production to another; and the persistence of 

the small scale scheme. That is the existence of several hundred industrial sectors, such as 

toys, furniture, or other small products, in which Indian entrepreneurs are not allowed to 

produce with economies of scale’. The Government enables ‘small scale industries’ to 

produce on ‘small scale’ only, not even on medium, and ‘small’ is defined by the 
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investment’.45 This situation is a legacy of the Jawaharlal Nehru’s policy, which imposed 

‘on India a complex of malfunctioning, state-run, industrial white elephants, all the while 

denying private entrepreneurs the right to seek investments from abroad, or to export 

without oppressive controls, or to import at will the materials and technology needed to 

establish competitive industries in India’.46  

Considering that any evaluation of Nehru’s economic legacy goes beyond the scope of 

this study, it is a matter of fact that the previous sentences are a bit too strong in judging 

the first Indian Prime Minister economic performance. It would be more balanced and 

realistic to remind that in the early 1950s there was anticipation that ‘India would take its 

place among the leaders of the world’, and that with this aim in mind Jawaharlal Nehru 

was asked to shape and approve a new national economic policy. 

Although Nehru’s intention to follow the Soviet Union model was clear since the early 

1950s, when a Planning Commission and a ‘Five Year Plans’ strategy were set up, at the 

time of drafting the first Five Year Plan (1951-55) the Indian PM was ambivalent and 

talked of a mixed economy that would accommodate the private sector47.  

Despite this promising start, what actually followed was a ‘move towards state 

capitalism’48. In a letter Nehru wrote to the secretary of the Planning Commission he 

stated that ‘it should be our endeavor to effect enormous transformation without 

challenging the existing order’49, while in other occasion he even clarified that ‘there is of 

course no question of doing away with private capital, though it has to be controlled in 

the interest of the people’50.  

With this picture in mind, by 1954 Nehru succeeded in convincing the Parliament to 

accept the ‘socialist pattern of society’ as Indian model of economic development. In 

                                                 
45 Interview with Professor Chandra Rajes, National Council of Applied Economic Research, New Delhi, 
India, 22 February 2008. 
46 Varadarjian T., ‘Why the subcontinent is subpar’, Wall Street Journal, 19 March 2001, Mukharji J., 
Economic Growth and India’s Future, Occasional Paper n. 26, March 2006, Centre for the Advanced Study 
of India, University of Pennsylvania. 
47 Kumar, A. and A. Narendhranath, “Why Jawaharlal Nehru is the root cause of India’s economic 
troubles”, Daily News & Analysis, July 11, 2011. 
48 Das S., “The Nehru Years in Indian Politics: From a historical hindsight”, Edinburgh Papers in South 
Asian Studies, Number 16 (2001), Centre for South Asian Studies, School of Social and Political Studies, 
University of Edinburgh.  
49 Gopal S. (ed.), Jawaharlal Nehru: Selected Works, vol. IX, First Series, 1975, Delhi, pp. 373-4. 
50 Gopal S. (ed.), Jawaharlal Nehru: Selected Works, vol. XI, First Series, 1975, Delhi, pp. 310-14. 
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early 1955, what is now known as the Avadi Resolution was passed, calling for ‘the 

establishment of a socialistic pattern of society where the principal means of production 

are under social ownership or control’, and there is ‘equitable distribution of the national 

wealth’.  

While the Industrial Policy Resolution of 1948 made it seem that India would have a 

mixed economy, the 1956 version allowed the government only to undertake new 

ventures in several sectors such as textiles, automobiles and defence. The government 

started to exercise exclusive control over many other sectors, while for the rest of private 

enterprises it was agreed that the state would ‘progressively participate’ and would ‘not 

hesitate to intervene’ if it found progress to be ‘unsatisfactory’51. 

These are some of the reasons regularly mentioned by Indian economists to show why the 

share of manufacturing in terms of value added in national GDP has remained the same 

since 1991 (16-17%). Although it is undeniable that 60% of Indian GDP depends on 

services and that this sector is the engine of national growth, the fact that IT represents 

just a small niche in Indian economy cannot be underestimated. A group of analysts has 

calculated that IT yearly contributes to only 1 per cent to national growth rate, and it 

employs 2.3 million people directly and 6.5 million indirectly. A large workforce in 

absolute value, but not that significant in a country where the working population counts 

more than 402 million people. These data confirms that India’s comparative advantage in 

software and IT services is not strong enough to fill the gap in terms of development with 

other countries, and investing in IT only cannot guarantee a balanced growth for the 

whole nation.   

As a consequence, the assumption that labor intensive sectors (food processing, light 

engineering, consumer goods, textile, and garments) are the ones in which India can 

better exploit its competitive advantage inevitably transforms the SEZs scheme in a 

useful tool to boost economic growth. It is argued that to be successful SEZs should limit 

their negative impact (calculated in terms of displaced people) and focus on production 

that can improve the employment rate of the urban and rural areas in which they are 

                                                 
51 Kumar, A. and A. Narendhranath, “Why Jawaharlal Nehru is the root cause of India’s economic 
troubles”, Daily News & Analysis, July 11, 2011.  
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located. Moreover, it is expected that as soon as Indian SEZs will be able to ‘offer’ 

productive environments in which labor and bankruptcy laws have been reformed and 

efficient infrastructures as well as cheap but skilled labor force is available, New Delhi 

will start attracting huge amounts of FDIs able to further stimulate national economic 

growth.  

Although these linkages might appear too simplistic, the fact that foreign more than local 

investors are somehow discouraged to approach Indian SEZs as they feel that the fiscal 

advantages they offer are not enough to overcome their basic efficiency problems is not 

new.    

During an interview in October 2006, the Union Minister for Environment Jairam 

Ramesh stressed that ‘the single most important benefit from the SEZ would be 

stimulating investment in labor-investment manufacturing. If that is not happening, we 

should review the policy. If it is merely going to promote IT investment, it is nothing 

great as IT would have developed in any case, because we already have a competitive 

edge. If the SEZs bring in big investments in textile, leather, agro-processing, light 

engineering or consumer-oriented engineering, than that would be worthwhile. The Nokia 

SEZ in Sriperumbudur (near Chennai) is a good example of this kind of labor-intensive 

initiative. (…) The fact of the matter is that we have a weak manufacturing sector, if you 

look at it as a proportion of GDP. There is also the fact that our manufacturing sector is 

not absorbing the surplus agricultural labor force. Had we done something about that 12 

years ago, we would not be in this sorry situation. It needs to be seen whether the SEZs 

can become an instrument to correct it’.   

In sum, those analysts who consider that India’s growth path is based on Information 

Technology (IT) and services -the so called third sector- doubt that SEZ represents the 

most appropriate strategy for boosting economic development. On the contrary, for those 

who believe that service-lead growth is unsustainable in the long term as well as unable 

to provide a balanced economic equilibrium in the whole country, the implementation of 

SEZs (borrowed from the Chinese model and adapted to promote Indian needs and 

priorities) should be able to attract FDIs and offer national industrialists enough fiscal 
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and infrastructural advantages to open new productive units and raise national 

productivity betting on the so called secondary sector.  

In order to understand why SEZs have not yet been as successful as expected and to 

assess their different performances, it is crucial to scrutinize Indian SEZ development 

strategy focusing on the three aspects characterizing it most: the heterogeneity between 

‘old’ and ‘new’ SEZ; the coexistence of ‘integrated/multiproduct’ and ‘sectorial’ SEZs; 

and the role played by private and public developers.  

 

Indian SEZ strategy: old and new SEZs 

This section highlights the main differences between old and new SEZs, comparing a 

public one located in Noida to a private SEZ in Rajasthan.  

The Noida Special Economic zone was established by the Indian government in 1985. It 

is spread over 310 acres of land and is 24 kilometres away from New Delhi. It is an 

integrated SEZ where the majority of productive units are specialized in software, 

information technology, electronics, as well as textiles and gems and jewels52.   

The Rajasthan State Industrial Development & Investment Corporation Ltd. (Riico), 

instead, was funded in 1969 by an institution aimed at supporting Rajasthan 

industrialization process providing new means of financial and investment support 

services to local businessmen. This corporation is active in sustaining large, medium and 

small scale industrial projects in order to guarantee to national and international investors 

an easy access to a ready-to-use base with supportive infrastructure facilities in the 

manufacturing areas, all developed and managed by Riico, to contribute to the growth of 

the industrial sector in Rajasthan53.  

When talking to developers about Indian SEZ strategy, it is common for the public ones 

to support New Delhi’s choices. According to them, while defining its own strategy in the 

late ’80s, the central government elaborated a functional and well-balanced policy 

                                                 
52 Interview with CPS Bakshi, Noida Special Economic Zone, Noida, India, 21 February 2008. 
53 Although it is recognized that without the experience and the capital provided by the Mahindra Group 
Riico would have never achieved the same results, in 2008 this industrial hub had 61.921 Million Rupees of 
catalyzed investments; 61.771 acres of land acquired and 39.929 acres of land developed; a working 
population of 99.709 units; and a net profit of 34.23 Million Rupees in 2002-3 and 1349.65 Million in 
2008-9.  
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covering several implementation phases that have been partially successful, although its 

setting up has not been completed overall. 

Noida developers have stressed that, considering the starting conditions for Indian 

economic reforms in the 1990s, what has been achieved today has to be recognized as an 

extraordinary success. According to them, in the late 1990s India did not know where to 

locate new SEZs, in which industrial sectors national production had to be focused, who 

was supposed to invest in infrastructures building, whether these areas would have been 

attractive for foreign investors, and whether the country would have been able to offer 

enough skilled and semi-skilled labors to be employed in the new industrial plants.  

In the 1980s, New Delhi had no option but to fund the creation of some public SEZs: at 

that time no private investors would have ever been interested in being involved in such 

an extremely large-scale industrial and development project. At the same time, in order to 

boost national industrialization and aware that Indian development model was destined to 

be driven by national investments rather than FDIs, the government could not afford 

cutting off any capital to promote specialized SEZs rather than multiproduct ones.  

Once the first multiproduct SEZs had been established, the limited amount of 

governmental funds pushed private developers to jump on the bandwagon and invest in 

smaller and more easily manageable sectorial SEZs, sustaining national growth with a 

development strategy that was less expensive and risky than the one followed by the 

central government.  

Form a series of interviews collected in a public (Noida) and a private SEZ (RIICO, in 

Rajasthan), it emerged that in the 2000s, when the state stepped back from investing in 

SEZs leaving room to private developers, to do that the government committed to 

infrastructure building and poverty alleviation, promoting what has been called ‘a model 

of sustainable development for India’. The last five-year plan approved by the 

Government of India in 2007 announced public investments of 333 billion Euro to be 

used for infrastructure modernization, twice the amount of the investment approved 

during the previous five-year plan. However, despite its good intentions, already in 2008 

the government was compelled to specify that it could realistically cope with only 30% of 
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the specified amount, and private investors would have to lend support to the national 

development strategy if they really want to implement it.  

After several years, not much has changed. India is still suffering for a huge infrastructure 

deficit. A condition that is blocking Indian economic development and which is at the 

same time partially responsible for the limited success of its SEZ strategy.  

As far as investors are concerned, the interviews conducted in India have shown that 

while national businessmen tend to choose old and public SEZs, foreigners usually prefer 

to open new factories in new and private SEZs. They usually consider them as better 

managed and they offer high level services and assistance when compared to Indian 

standards. Further, the almost continuous supply of basic utilities is broadly appreciated 

as well as the availability of raw material in the closest neighbourhood.  

Beyond this basic trend, it is important to remember that foreign investors have basically 

no direct experience of Indian old and public SEZs. Most of these areas are already full 

today, therefore not an option for them.  

Four more differences can be identified between old and new SEZs: land price; workers’ 

salaries; availability of basic infrastructures; and adherence to environmental laws.  

SEZs land costs are continuously rising, and in private and semi-privates they are higher 

than in public SEZs. This difference seems justified by the fact that the first ones usually 

offer more services and a higher level assistance to potential investors.  

Making a comparison with Gurgaon multiproduct SEZs, which is, similarly to Riico in 

Rajasthan, a private SEZs, Noida developers, after recalling that land selling price is 

subject to a yearly increase of 5-10%, stressed that while in their SEZ land could be 

rented at an average price of 8 Rupees per square meter, in Gurgaon the average price is 

40 Rupees per square meter54.  

Developers are often accused of neglecting the basic rules of labor safety. Since most of 

the industrial plants located inside SEZs are labor intensive, labor costs transparency is 

crucial for groups interested in investing in India. As far as workers’ salaries are 

concerned, in Noida skilled labors earn on average about 500 Rupees per day, semi-

                                                 
54 Contracts with local businessmen usually last for five years and the only restriction for renewal depends 
on the factories’ ability to guarantee that the monetary value of exports remains higher than that of imports. 
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skilled labors about 330 Rupees and unskilled workers 160, and the majority of the 

labour force is hired without a regular contract.  

Mahindra Group & Riico developers affirm that in Rajasthan wages varies between 80 

Rupees (1,18 Euro) a day for unskilled workers, 200 Rupees (2,9 Euro) for semi-skilled 

workers and 500 Rupees (7,4 Euro) for qualified workers. As far as labor conditions are 

concerned, laborers need to work at least eight or nine hours per day six days a week. 

Inside factories workers seldom have a working area wide enough for their needs, and 

their working position do not always have windows or appropriate ventilation system. 

Finally, they are not allowed to take more than a few breaks a day. However, Mahindra 

Group & Riico developers are proud to stress that all laborers working in their SEZs have 

a regular contract including insurance coverage, a retirement plan and paid vacation days. 

Inside SEZs there are even trade unions that all managers need to approach in case 

controversies with workers arise, allowing them to verify if both parts have taken all 

measures to reach a compromise to solve divergences.  

Even though developers tend to reassure businessmen highlighting that they will be 

autonomous in controlling the status of worker’s contracts, they always recommend them 

to guarantee a twelve-monthly salary as well as a productivity bonus to boost output 

quality and quantity. Interviews in Mahindra Group & Riico plants have confirmed that 

the social policy within factories remains highly discretionary. However, a new trend is 

recognizable: all companies interested in approaching the international market, notably 

when they are specialized in innovative productions, offer more assistance and guarantees 

to their employees. Other factories tend to limit their pro-workers assistance to the 

establishment of a canteen with ‘acceptable’ agreed fee.  

This evolution seems happening for three reasons. First, it is assumed that to boost 

competitiveness it is necessary to strengthen labor force loyalty. Second, any time a 

factory chooses to specialize in what is considered an ‘innovative’ production, a 

subsequent upgrade from a ‘mainly unskilled labour force’ to a ‘mainly skilled’ one is 

usually recognizable. This change has made even more urgent the necessity of hiring 

‘loyal workers’. Third, considering the recent trend of attacking international brands 

accused of abusing their workers’ rights and to boycott their products, the urgency of 
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consolidating the image of factories in an ‘internationally accepted way’ recently started 

to be taken into account by Indian businessmen as well. 

Despite this promising background, questioned about how they would react in case the 

hiring of workers with a regular contract might scare both national and foreign 

businessmen, Mahindra Group & Riico developers clarifies that despite the official 

regulations, both inside and outside SEZs labor laws are not often respected. Indeed, most 

of workers do not have a regular contract. Factories usually hire just a few people with a 

regular contract. The majority of workers has no contract at all. The number of hired 

workers in each factory depends on the number of laborers that national regulations 

impose to each industrial sector. This is the reason why labor statistics in India often 

report that factories do not hire more than 5-10 workers. Within this limited group of 

regular workers, there is always the equivalent of a ‘human resources manager’ whose 

main task is substituting any laborer deciding to dismiss the job, quitting it without notice 

to get a slightly more convenient position -usually within the same SEZ-, and worker 

temporarily leaving for family or health reasons. Statistically, developers have noticed 

that workers with a regular contract tend to wait until its expiration day before dismissing 

the job and finding a new one. On the contrary, laborers without a regular contract can 

quit any time. Considering the amount of irregular workers, laborers unexpected mobility 

is one of the main problems investors have to face while planning their production 

schedules.  

It is argued that developers’ help is crucial also to solve the problems linked to laborers 

unexpected mobility. They can recommend a reliable ‘human resources manager’, 

convincing investors that in the area in which they are planning to open a new factory, 

even though a regular turnover is common, it will never be difficult to find new workers. 

Stressing that the fact that the majority of hired workers is composed by unskilled labor 

force can reduce the impact of what is often perceived as a too frequent turnover. 

It has already been clarified that infrastructures building and maintenance is one of the 

main points of private developers SEZ strategy. However, what is important to stress at 

this stage is that in contrast to what is happening in private and semi-private SEZs, inside 

Indian public SEZs it is not always easy to distinguish commissioners and supervisors’ 
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responsibilities. Since public developers do not have any obligation to offer more than 

very basic infrastructures or any other extra service (such as recreational or sanitary 

structures), and taking care of their maintenance, in the majority of public SEZs these 

kinds of facilities are not provided. Accordingly, most of private companies need to 

invest and provide to their own plants what they need. It goes without saying that the 

outcome of these autonomous investments in infrastructures is sub-optimal for several 

reasons. First, either local or foreign businessmen usually do not have the expertise to 

take care of extra industrial facilities and needs. Second, since the timing for investors to 

move into an SEZ can vary, any coordination in this domain remains unfeasible, even 

when desired. Third, even if coordination can be achieved, managing maintenance costs 

would be even more problematic any time it will be necessary to share responsibilities.  

According to private developers, poor infrastructures and non-existent services are 

enough to justify the rental price difference between public and semi-private SEZs. 

However, their statistics based on a series of interviews conducted among the investors 

located in their SEZs show that in a medium-long term perspective businessmen tend to 

prefer private and semi-private SEZs because of their advanced infrastructures 

environment as well as the maintenance and logistical support developers can provide. 

The appreciation of developers’ services is usually recognized even in the short term any 

time foreign investors are interviewed.  

The environmental approach of old SEZs is different from the one of new SEZs. In 

Noida, for example, although developers appear stricter when stressing the need to 

respect national environmental regulations, since most of investors moved to this 

industrial area long before current environmental laws were approved, it never happened 

to local developers to reject the application of a potential investor who did not 

successfully get through the environmental clearance process. The only way in which 

Noida developers can pressure local investors to improve the environmental standards of 

their plants is asking them to install new effluent treatment plants. Since public 

developers have no interest in asking any investor to move out from their SEZ and, at the 

same time, they do not provide any incentive for the introduction of environmental-

friendly technologies, neither they accurately check industrial waste disposal plants, in 
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most of cases public SEZs remains the less technologically advanced and relatively more 

polluted productive areas in the country.  

One of the greatest advantage of being located in a public SEZ is apparently linked to the 

fact that interaction with governmental inspectors is mediated by developers. Thanks to 

their long background of positive interactions with the central government, the latter can 

easier gain inspectors confidence, and local investors reckon the fact that inspectors often 

decide not to inspect plants directly rather to trust developers’ reports as a precious asset. 

Interviews collected in Noida highlighted among the advantages of being located in a 

public SEZ the lower costs for land rental and business management and the chance of 

interacting with a single representative who is always available, easily reachable, and, 

even more important, has consolidated through time a sort of “special relationship” with 

the central government, thereby simplifying procedures and smoothing out any problems 

that might arise. 

Finally, there is one more factor that is influencing businessmen interested in moving 

their plants into a SEZ, affecting old and new SEZs in the same way: transportation. 

Mahindra Group & Riico developers, for instance, stressed that the nearest ports and 

airports to their SEZs are in Kandla and New Delhi, transfer hubs offering extremely 

convenient packages and a high level assistance for exporters. However, they admit that 

some investors prefer Mumbai port and airport, highlighting that its efficiency can 

balance all discomforts linked to the longer distance55. The main hindrance while moving 

from Rajasthan to Mumbai is not the higher costs rather the unpredictable travelling time. 

Because of very old and congested roads, transport may take longer than expected, and 

this is another reason why most of developers usually project their SEZs close to the 

main highways in India, the ones linking New Delhi, Kolkata, Chennai and Mumbai.     

 

Indian SEZ strategy: single-sector and multi-sector SEZs 

The 2005 SEZ Act the Indian Parliament approved in 2005 specified that SEZs can have 

two different dimensions according to their characteristics and purposes. This act further 

                                                 
55 The cost of transferring a motor truck from Rajasthan to New Delhi might cost between 5.000 and 6.000 
Rupees (70-90 Euro), from Rajasthan to Mumbai between 9.000 to 10.000 Rupees (130-150 Euro). 
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clarified that the aim of an ‘integrated/multiproduct SEZ’ is the one of welcoming multi-

sector industrial activities. Its territory should cover at least 1000 hectares (100 only if 

they are service-oriented), and be located close to a port or airport hub. These areas 

should promote ‘integrated economic development’, which means that they are supposed 

to integrate industrial activities with commercial, residential and recreational buildings 

projects, although 35% of their territory has to be dedicated to ‘productive’ activities.  

‘Sectorial SEZs’ have been introduced as zones focusing on one single sector of activity. 

Their area should cover at least 100 hectares (10 if they are specialized on IT, gems and 

jewels and biotechnology), and 50% of their land must be devoted to productive 

activities.  

While the Noida case study refers to a public and multiproduct SEZ, it is useful to remind 

that in Rajasthan Mahindra Group & Riico developers currently manage four SEZs: three 

focused on the production of handicrafts, gems and jewels, in Jaipur and Jodhpur 

respectively, and the third one in Sitapura, twelve kilometers away from Jaipur, 

specialized in services and Information Technology (IT). Moreover, they are considering 

to build a new SEZ, this time a multi-product one. Its aim would be accommodating the 

‘industrial needs’ of investors interested in moving their production to Jaipur and that 

currently cannot access the already existing SEZs as their industrial activities do not fall 

into one of the production categories of the already working SEZs.  

It seems consistent to discuss at this stage two of the most frequent criticisms raised 

against both private and public developers, with the former accused of preferring IT SEZs 

to the multi-product ones, although they could better promote and sustain national 

industrialization, and the latter of conducting speculative operations in public 

multiproduct SEZs. 

Interviews in the field have shown that developers’ needs are similar to those of an 

industrialist investing in a highly-risky sector. They need to buy the land from the 

government and since then they remain the only referent for both government and 

investors, who never get in touch directly. Only after they have financed the construction 

of gas, water, electricity plants and infrastructures, developers can advertise their acres to 

potential investors, hoping they will be interested in moving their factories to a SEZ. 
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Further, even when the whole land has been sold or rented, developers need to take care 

of providing and maintaining utilities.  

It has already been mentioned that, according to Indian regulations, multi-product SEZs 

need to cover at least one thousand hectares of land, or one hundred if they are services 

oriented. In contrast, sectorial SEZs can cover not less than one hundred hectares of land, 

or ten if they are specialized in IT, gems and jewels, and biotechnological productions. 

Because of this regulation, it is logical for private developers to start investing in small 

(and less risky) SEZs, and wait until their activity and their reliability is widely 

recognized on the market to think about huge investments in multi-product SEZs, as if 

developers’ motto were ‘sector-based first and multi-product SEZs later’.  

This commercial inclination does not mean that developers are never involved in 

speculative investments. This research wants to stress the complexity of facing costs and 

uncertainties when planning to invest in a multi-product SEZ. However, it is argued that 

these kinds of difficulties can be overcome when developers can count on a long-term 

experience gained managing smaller and sector-based projects, preferably choosing the 

industrial fields in which India maintains a comparative advantage in production. 

A useful case study to understand when it is appropriate to talk about speculation 

initiatives within SEZs is the one of Orient Craft, a SEZ located in Gurgaon, an area not 

very far from Noida and New Delhi.  

Orient Craft was set up in 1978, much earlier than Noida, and like the latter as an 

integrated SEZ. However, Orient Craft never became operative until its redevelopment 

was planned, officially to fulfil the growing demand for new production spaces near the 

capital, especially for textile, considering that the number of investors interested in 

opening textile manufacturing plants is constantly growing. A request ‘forcing’ Orient 

Craft developers to renovate a multiproduct SEZ in Gurgaon, as no sectorial SEZ is 

allowed to specialize in textile.  

This research finds it interesting to stress that the fact that Noida is running at full 

capacity and Orient Craft is not and further, that Noida is dedicated exclusively to 

factories and Orient Craft has a large proportion of residential building lends credence to 

the accusation that the latter has been renovated primarily for speculative reasons. 
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Orient Craft is located in the nearest periphery around New Delhi, where locals and 

foreigners seem interested in moving to enjoy recently renovated apartments, shopping 

malls, and where they can count on less frequent shortages of electricity, gas and water, 

compared to what usually happens in any other area of the capital. 

Some analysts suggest that the fact that Orient Craft was set up in 1978 and developers 

started planning the opening of a “multiproduct” special economic zone only in 2006 is a 

clear sign that the original intent of this controversial SEZ was to speculate on highly 

profitable residential buildings.  

Indian SEZs are often criticized as they implicitly leave developers the chance of 

concentrating in their productive areas residential buildings rather than industrial plants. 

This accusation is understandable when SEZs such as Orient Craft are set up, and this 

Gurgaon based SEZ is not the only example of speculative SEZs in India. However, their 

existence does not imply that among all multiproduct SEZs only a few are really 

productive. On the contrary, most of India’s functioning SEZs, either multiproduct or 

sectorial, are industrial areas.  

Commenting on residential speculation scandals, Mahindra Group & Riico developers 

clarified that this risk is higher in public SEZs for specific reasons. Private developers 

tend to define a development plan when approaching a new area where they are interested 

in setting up one or more SEZs. They carry out market research first, and according to 

their findings decide whether to open an IT or gems and jewels or any other sectorial 

SEZs. At a second stage, in case they have increased their reputation in the region where 

they are located, they have gained experience in SEZ management, and can count on a 

slightly better network of infrastructures, they may start planning a multiproduct SEZs. 

It should be highlighted that when the time for the construction of a ‘multiproduct’ SEZ 

is mature, the environment in which it is going to be located is completely different from 

the one that welcomed the first SEZs. To begin with, part of the area has already been 

industrialized. Local manpower has been trained according to the needs of the firms that 

have already invested there and, even more important, investors have recognized that 

SEZs standards in terms of living conditions, electricity and water supply, health 
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assistance, and recreational areas availability are higher than the ones available outside 

SEZs. Accordingly, most of them have shown some interest in moving inside SEZs.  

Business people who have already invested in sectorial SEZs tend to move some of their 

units to a multiproduct SEZ in the same district. For them, geographical proximity is 

crucial for different reasons. First, it is useful to cluster factories in the same area and 

consequently enjoy manpower loyalty as well as infrastructures spillovers. When local 

workers realize that an industrial group is interested in expanding its productive plants in 

a certain area, it might become more convenient for them to structure their career inside a 

group that, in the long term, might be interested in hiring them with a regular contract.  

Regarding infrastructures, although SEZs developers often underline their interest in 

seeing new bridges and roads coming up outside SEZs to better connect the whole 

industrial district, it is contended whether they will ever allocate funds for infrastructures 

outside SEZs. However, it is argued that a concentration of a few entrepreneurs managing 

several SEZs and consequently interested in improving infrastructures standards to ease 

and speed up industrial outputs transportation might be willing to undertake a collective 

investment to upgrade existing infrastructures. 

Finally, the rise of local and foreign investors within the area entails the need of sending 

expatriates managers to run factories. If this becomes true, SEZs will need to be equipped 

for hosting them, with comfortable houses, recreational areas, hospitals, and any other 

service that might be useful for Indian and foreign managers. Since these kinds of 

services can be provided only in a multiproduct SEZs, private developers argue that the 

transformation of an area into a productive and efficient industrial territory can be 

considered completed only when developers can successfully invest in a multiproduct 

SEZs to both meet the requirements of new factories specialized in activities different 

from the ones approved in already existing SEZs, and the new necessities of the district. 

Mahindra Group & Riico developers, for instance, admit that their interest in building a 

multiproduct SEZ is connected to the economic opportunities offered by the housing 

market, as returns are much higher than in industry and retail sectors. Accordingly, 

adding the economic advantage provided by residential constructions to the role that the 

availability of these kind of structures can play in attracting foreign investors, it becomes 
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crucial for private developers to include in their long term plan the opening of a 

multiproduct SEZs. 

In order to understand whether this plan might be useful and sustainable in terms of 

Indian long-term development, it is useful to elaborate more on the impact of these new 

buildings on Indian rural areas. Scholars and activists opposing SEZs stress that 

residential complexes, hospitals, recreational areas, and any other facility would be 

welcomed by foreign managers and investors only. Considering that the largest amount 

of SEZs investment comes from Indians rather than from foreigners, it follows that these 

non-productive investments mainly serve speculative purposes.  

Developers have tried to defend themselves with the opposite argument, stressing that 

local communities have to be the ones benefiting most from multiproduct SEZs ‘new 

facilities’. However, aware that local residents will not be easily persuaded either to 

move inside SEZs residential buildings or to enjoy the recreational activities as well as 

the better sanitary conditions provided, a new strategy has to be identified to help them to 

familiarize with SEZs. For instance, it might be useful to organize leisure events 

recommending workers to attend them with their families. Another option could be the 

one of offering workers and their families free health check-ups that, if sponsored by 

factories, might even strengthen their links with workers.  

What developers assume is that while getting used to these kinds of services and while 

rooting their life inside SEZs, as soon as local residents will be free to recreate the same 

social dynamics and relations they were used to in their original settlements, they may 

eventually start considering the opportunity of moving inside SEZ. 

Hoping that their forecast will become true, Mahindra Group & Riico developers have 

decided to build a multiproduct SEZ where all categories of residents may feel 

welcomed. They are building what they define ‘luxury’ and ‘average’ residential blocks, 

designing the former for expatriates workers and managers, and the latter for local 

workers. Aware that the so called ‘average residential buildings’ represent a significant 

improvement when compared to already existing popular housing, developers assume 

that their presence inside multiproduct SEZs can both ameliorate the living standards of 

the area and have positive spillover effects in the neighbourhood. In their opinion, once 
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these new living standards are embraced by the local population, other villages might 

start being interested in sharing a similar experience. Accordingly, considering that both 

national and regional governmental support to invest in infrastructures as well as in social 

and rural renewals remains limited, the only chances to boost development is creating the 

conditions for an already existing SEZ to be further expanded, or for attracting new 

developers to invest in the neighbourhood. 

This paper finds these linkages too simplistic. Although it is true that while building 

residential apartments, recreational areas, and sanitary building inside SEZs, social 

development in the whole neighbourhood is promoted, what developers introduce as a 

‘spillover chain’ cannot be considered the ‘natural outcome’ of SEZs creation.  

Further, according to this research, developers tend to neglect the role that education can 

play in terms of rural development and local empowerment. Rajasthan developers, for 

example, did not mention among the category of ‘other facilities’ any kind of school. It is 

argued that the presence of both primary and retraining schools inside SEZs might be 

helpful in terms of development support and SEZs attractiveness. Organizing training and 

requalification classes for unskilled works would have several positive outcomes: 

improving the availability of skilled manpower inside SEZs; thank to requalification 

classes it might be possible to strengthen the variety of skilled workers and train labour 

that can be employed in a multiproduct SEZ where different types of skills are needed. 

Finally, when local people realize that these kinds of training can help them to find a job 

within the SEZ or to advance in their career, they will inevitably start trusting the system, 

and, as a consequence, pushing their family members to enrol to a retraining school to 

follow their path. It is assumed that once professional schools will be acknowledged as 

the tool allowing rural people to change their future, local people might also start 

considering the option of sending their children to a SEZ primary school, recognizing 

them as a critical opportunity for their human, social, and professional future56.  

This paper does not want to imply that private developers have a social responsibility for 

the development of the country. However, considering the positive impact the creation of 

                                                 
56 The second goal of United Nations Millennium Development Goals is oriented at achieving universal 
primary education ensuring that, by 2015, children everywhere, boys and girls alike, will be able to 
complete a full course of primary schooling. 
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both primary and training schools can have on local communities, national progress, and 

SEZ factories development, it is argued that either the businessmen that have invested 

into SEZs or the local governments might stimulate and even financially help developers 

interested in promoting education within the productive areas they manage57.    

Private developers admit that for public developers it is often difficult to follow a similar 

strategy or development plan, mainly because they lack since the beginning the 

experience to run big multiproduct SEZ.  

It is a matter of fact that opening a multiproduct SEZ as first SEZ carries the risk of 

welcoming any kind of investor whose production is specialized in any kind of sector 

without previously checking raw materials availability and manpower skills in the area. 

Accordingly, developers may welcome businessman to build certain plants whose 

location might soon show to be inappropriate. Moreover, the pressure of attracting 

investors to face the costs linked to the opening of a multiproduct SEZ can be 

acknowledged as at least partially responsible for the speculative tendency developers 

such as the ones managing Gurgaon Orient Craft SEZ have taken.  

However, it should be recognized that Gurgaon geographical location in the nearest 

periphery of New Delhi transform this SEZ in the ideal place where to build residential 

apartments. The demand for both luxury and affordable houses in the capital region is not 

likely to slow down in the near future. Accordingly, the prospects of ‘easy and fast 

earnings’ for an SEZ that was created in 1978 and which is not even now fully 

operational has worded as dangerous pitfall for local public development. 

 

Indian SEZ strategy: public and private developers 

Until a few years ago foreign investors interested in outsourcing to an Indian SEZ had to 

apply to the central government directly. In 2006, SEZ ‘developers’ were appointed as 

mediators between state and investors. They are in charge of constructing and managing 

SEZs. They are requested to provide the government with all information about foreign 

                                                 
57 It is not a coincidence that in China, a country whose SEZs experience remains the paramount 
benchmark for India, SEZs have been located near the eastern coast to enjoy the inflow of foreign direct 
investment from overseas Chinese communities in Southeast Asia first and from the West later, as well as 
the availability of already existing infrastructures and training schools.  
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and national applicants and the societies they own or represent, the areas in which they 

might be interested in locating new SEZs, the development plan for the infrastructures 

they have in mind to build, the funds they have to finance their project, and they must 

commit to present an annual report listing import-export data.  

The aim of this section is investigating on the role of ‘developers’, a figure that is missing 

in any other Asian SEZ experiment, to evaluate whether they have been helpful or not in 

influencing SEZs rate of efficiency and success.  

It has to be admitted that Mahindra Group & Riico’s officers easily give the impression 

of a team that has studied a (hopefully successful) strategy and is working to implement 

it58. In their SEZ large, medium and small scale projects can get easy access to a ready-

to-use base with supportive infrastructure facilities in the industrial area developed and 

managed by the group. 59  

According to this research, while public developers tend to support local entrepreneurs, 

the private ones are particularly active in assisting the foreign ones. Jaipur developers 

believe that to strengthen SEZs attractiveness it is crucial to help investors selecting local 

partners for joint ventures or finding building contractors to take care of factories 

construction in a reasonable amount of time (six or seven months). Their help is also 

necessary to select reliable transportation companies able to guarantee fast productions 

transfers, and to recruit skilled and unskilled manpower as well as the endowment of the 

raw materials most frequently processed inside SEZs.  

Private developers are used to choose sectorial SEZs locations with the help of market 

studies oriented at identifying raw materials easily accessible in the surrounding areas, 

consequently reducing one of the main production costs. Consistently, Mahindra Group 

& Riico developers pointed out that their recent interest in opening a multiproduct SEZ to 

                                                 
58 The Mahindra Group introduces itself as ‘one of India’s foremost industrial houses with diverse business 
interests in key sector including financial services, trade and logistics, automotive components, farm 
equipment, information technology and infrastructure development’. The Mahindra Group has contributed 
to the development of several Special Economic Zones in India: in partnership with Tidco, a Government 
of Tamil Nadu agency, it set up the ‘Mahindra World City’, New Chennai, India’s first integrated business 
city and operational Special Economic Zone. Other SEZs have been opened in Jaipur, Pune and Thane, 
where ready to use platform equipped with acceptable infrastructures and facilities are provided.  
59 Interview with AK Gupta, Rajasthan State Industrial Development and Investment Cooperation, Jaipur, 
India, 18 February 2008. 
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welcome textile plants can be partly explained by Rajasthan huge endowment of raw 

materials employed in the textile sector.  

Another area in which developers’ help is particularly appreciated is the management of 

fiscal advantages. SEZs are fiscally attractive: V.A.T. and income taxes are not 

applicable inside these areas. Tax exemptions are granted to all semi-processed goods 

imported into SEZs to be further processed. Export quotas do not exist, and it is not 

compulsory, as it happens in China, to re-invest profits in India.  

Indian SEZs are not even forced to export the whole amount of their industrial output. 

Developers firmly insist that adopting a similar clause would be counterproductive for 

SEZs. In case national as well as foreign companies would not be allowed to sell on the 

Indian market, they might be discouraged to invest in the country. Accordingly, the 

government has decided to legalize direct sales in the country imposing the duty of 

paying income tax, V.A.T., and customs duty. This is the reason why developers always 

recommend to potential investors to carefully calculate the amount of industrial output 

they can assign to the Indian market and the one they need to export overseas in order not 

to lose the chance of producing in a fiscally and industrially convenient environment 

(SEZ), and, at the same time, exploit the new productive hub in India to access a huge 

and rising national market. Mahindra Group & Riico developers consider that the perfect 

mix could be exporting 85% of the production and assigning to the national market the 

remaining 25%.  

The central government often identifies developers as the people responsible for 

guaranteeing the respect of environmental standards within SEZs. It emerged from the 

interviews conducted in Noida and Rajasthan that in terms of environmental protection 

private developers seems unavailable to tolerate any compromise regarding the respect of 

anti-pollution laws. The concession of ‘clean production licences’ is currently regulated 

by a national legislation requiring that ‘any productive area has to be clean’. Accordingly, 

licences are issued only when it has been verified that factories have installed at their 

own costs the purification plants needed for the treatment of industrial waste.  

Purification plants vary according to the productive sector in which the factory is 

specialized. Some of them can be extremely expensive, pushing developers to always 
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clarify with potential investors that they will never be available to co-finance them. 

Another reason explaining developers’ strict attitude is linked to a new wave of controls 

they expect New Delhi to carry out to better monitor the environmental implications of 

national economic development inside SEZs. In case the central government’s position 

on anti-pollution laws becomes stricter, developers are afraid they will have to pay too 

high a price for their permissiveness towards national and international investors. The 

government might bind them to cover the costs for purification plants or, even worse, 

force them to close a ‘dirty plant’ or a ‘dirty SEZ’, confirming that developers’ activism 

is linked to their personal interests rather than to a strong environmental consciousness. 

Despite that, anti-pollution laws have not pushed businessmen to bring their investment 

outside SEZ or to other Indian states. A trend that is not necessarily promising from an 

environmental perspective as it is difficult to verify (as it has been made for labour 

standards) if any ‘special agreement’ has been achieved among investors and developers 

regarding purification plants installation or not. Even though the ‘clean production 

licence’ has to be issued by the central government, it is up to developers to control 

whether purification plants are regularly used or not. A practice that might leave huge 

room for corruption.  

Generally speaking, it seems that the main difference between private and public 

developers is linked to the risks connected to the opening of a new SEZ and to the 

responsibility regarding their success. No private developer can afford to experience what 

happened in Gurgaon, where a multiproduct SEZ remained closed for a few decades, 

otherwise they will go bankrupted. A condition pushing them to focus on small and 

regional investments, to be more inclined to respect certain rules, and to remain 

concentrated on their own developing plans rather than on Indian broad SEZ policy.  

Public developers, instead, appears as particularly interested in praising New Delhi’s SEZ 

strategy, stressing that while defining its own development plan in the late ‘80s, the 

central government elaborated a functional and well-balanced policy covering several 

implementation phases that appears today to have been partially successful. Finally, they 

often highlight that since its enactment has not been completed overall, it is now a private 

developers’ responsibility to help the central government achieving its original aim.   
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Table 1: Procedure Flowchart for taking land on lease in Mahindra World City SEZ, 

Jaipur 
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Special Economic Zones: European Experiences Before and After the Global 

Financial Crisis 

More than forty years after the establishment of the first special economic zone in Kandla 

(Gujarat), the number of foreign investors approaching Indian SEZs remains limited. The 

‘SEZs revolution’ launched at the beginning of the XXI century, followed by India’s 

rapid economic growth, have partially offset this trend. Given that the future of Indian 

economic development and SEZs partially depends on foreign transfers of technologies, 

capitals, skills, and management, it is interesting to explore the characteristics of 

European countries approach to SEZs. However, it would be short sighted to evaluate 

European perspectives’ on Indian SEZs without taking into account the impact of the 

global financial crisis on both FDI trends and Indian economic path and performance.  

This section starts presenting four case studies: Spain, France, Germany and Italy60. A 

series of interviews to these nations’ diplomatic representatives in India shows that 

national support for Indian SEZs depends on how well their representative offices are 

positioned in the market, and that the endorsement for SEZs varies according to the 

investment sectors in which each country is most interested in investing its capitals.  

The reference frame becomes even more complicated when the impact of the global 

financial crisis is analyzed. Indeed, this section briefly evaluates two more elements. 

First, the impact of western economies slowdown on the Indian market. Second, the 

reasons behind India’s current financial and economic problems. Grounding on these 

premises and taking into account SEZs strengths and weaknesses highlighted in the 

previous section, this research scrutinizes whether SEZs might become a useful tool to 

help India coming out from its contemporary impasse and, if yes, how they should be 

reformed to more effectively contribute to local economic development.     

                                                 
60 The analysis for the four European case studies has been conducted thanks to a series on interviews to the 
diplomatic representative for Spain, France, Germany and Italy (Councilor José Antonio Bretones, 
Councilor Michel Bovin, Councilor Ernst Stoeckl-Pukall and Councilor Niccolò Tassoni), supported by a 
careful reading of Embassies internal documents investigating on the opportunities created by SEZs for 
each county.   
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Spain 

The Spanish Commercial Councilor in New Delhi does not consider SEZs a useful 

strategy to boost Indian development. The Spanish diplomat specified that today only a 

limited number of Spanish companies is interested in transferring capital to SEZs. He 

expressed his skepticism about SEZs citing the results of a Spanish study indicating that 

outsourcing to Indian SEZs would not be profitable even for agro-food companies, the 

sector that have been covering for long the majority of Spanish commercial activities in 

India.  

In order to better understand the Spanish position it is important to keep in mind that the 

number of Spanish companies outsourcing to India at the time in which the interview was 

conducted was limited to 100-120 firms, and most of them were related to the agro-food 

processing sector, a field in which no SEZs is currently specialized.   

The Spanish Embassy has openly criticized the SEZs policy not only for the national 

controversial debate it has raised since the beginning of its implementation, but also 

because it assumed that it is not able to go along with market and business community’s 

needs and because it has been unfortunately undermined by developers and government’s 

speculative interests. Spanish public officers admit that they are used to recommend to 

any Spanish investors interested in outsourcing to India to start approaching the country 

with an all-comprehensive and detailed market research oriented at identifying the 

regions where raw materials and skilled manpower suitable for their productive sectors 

are available. Further, Spanish diplomats recommend to national investors to locate their 

plants as close as possible to the markets in which they are going to sell the majority of 

their production, arguing that the advantages linked to market proximity are higher than 

the fiscal ones offered by SEZs. 

This research argues that this point is particularly useful in locating Spain within Indian 

SEZs debate, showing that the country is more interested in outsourcing to India to enter 

the national market. This attempt excludes de facto the chance of approaching any SEZ, 

where only export-oriented factories can be located, making it consistent to assume that 
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Spanish scepticism towards SEZs is at least partially influenced by the needs and the 

interests of Spanish investors . 

To strengthen the European comparative approach of this section, it is worth 

remembering that Spain counts only one Embassy and one Consulate in the country, 

located in Mumbai, with a staff of about 55-60 people. Regarding bilateral trade, Spain 

imports mainly poultry and fabrics from India, while the majority of exports include 

capital goods, tools and machinery, iron goods, as well as a limited quantity of food and 

consumer goods, a ‘commercial basket’ that cannot get any particular benefit or 

advantage from SEZs.      

 

France 

The background of French companies in India is completely different from the Spanish 

one. French institutional presence is much stronger. The country counts one Embassy in 

New Delhi, four Consulates in Mumbai, Pondicherry, Kolkata and Bangalore, and a staff 

of about 150 people. France also has a Chamber of Commerce in Mumbai with a small 

branch in New Delhi and 500 members in total.  

In terms of bilateral trade, in 2006 France exported to India 2,5 billion Euro 

manufactured goods (mainly designed for the aeronautical engineering sector), and 

imported 2,5 billion Euro fabrics and clothes. What is important to highlight is that the 

growth of exports (+37,5%) has been much higher than the growth of imports (+18%). A 

trend that did not remain solid in the following years. After the first downturn linked to 

the consequences of the global financial crisis, a massive bounce back was registered in 

2010. However, in 2011 the volume of bilateral trade slowed down again in 2011 (+5.8% 

at euro 7.46 billion), and the French bilateral deficit is now growing.  

Exploring the interests of French businesspeople in outsourcing to India, the Commercial 

Councilor clarified that the first priority for any French company interested in moving its 

production abroad, either in India or elsewhere, is finding a place where relatively cheap 

manpower together with an acceptable service network are available. 

French diplomats clearly specified that the feedback and opinions about SEZs are 

different depending on whether national businessmen are interested in outsourcing to 
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India or seeking to set up their plants in the country to access its internal market. They 

acknowledge that in French experience there is apparently no direct link between 

relocating a factory to India and approach a SEZ. Any time investors reckon the 

relocation into SEZ convenient, they go for it. If not, they follow an alternative strategy. 

Accordingly, the role of French public officers is limited to inform their nationals about 

both positive and negative aspects of outsourcing to India’s SEZs and to keep them 

updated on SEZs performances and new openings. 

In conclusion, the French Councillor pointed out that the benefit in terms of 

infrastructures efficiency availability as well as fiscal benefits guaranteed by SEZs should 

not be underestimated in assessing the profitability of investments in India. Giving more 

credits to the former ‘Spanish inference’: when the ‘commercial basket’ is more ‘SEZ 

oriented’, Western public officials’ evaluation on Indian SEZs performance becomes 

more optimistic.  

 

Germany 

German institutional presence in India is stronger than the Spanish and the French ones, 

mainly because this country needs to assist a much higher number of German people and 

factories in the country. Germany is represented in India by one Embassy in New Delhi 

and four Consulates in Mumbai, Chennai, Kolkata and Bangalore, where a staff of about 

100 people is employed. Germany also has a Chamber of Commerce counting 7000 

members, the majority of whom are composed of small and medium enterprises.  

The assessment on SEZs presented by the German Commercial Councillor is very similar 

to the one provided by his Spanish colleague. After acknowledging all the advantages 

provided by these industrial areas, the German diplomat underscored that most SEZs are 

located in states where the average level of infrastructures is very poor. Even though 

private developers can ameliorate these standards inside their area, in certain cases the 

outside conditions can significantly offset the internal advantages. Indeed, it is a matter of 

fact that transportation costs are a crucial variable for any export-oriented investment.  

The comments of the German Commercial Councillor are not surprising. They confirm 

the idea that SEZs convenience depends on the areas in which any country is interested in 
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outsourcing. Germany is very strong in tools and machinery, automotive and auto 

components. Its interests would be outsourcing to SEZs specialized in these industrial 

sectors, but they have not been created yet. Moreover, the fact that the ‘infrastructures 

spillover’ developers often stress has not yet happened, has pushed Western businessmen 

to not even consider economically useful the option of moving their plants near SEZs.   

In terms of bilateral trade, India imports from Germany tools and machinery, aircrafts, 

manufactured metal goods, chemical and plastic goods, automotive, and auto 

components, medical technologies and pharmaceutical products. Confirming that Berlin 

is one of the most important exporters to India, second only to Beijing. From India, 

Germany imports fabrics, leather products, shoes, gems and jewels, paper goods, and part 

of its own exports when their components are reprocessed in loco, nurturing and further 

consolidating very promising trade ties. 

 

Italy 

As any other European business professionals, Italian investors interested in outsourcing 

to India need to know that the economic conditions of Indian states are very different 

from one another. Their ability in attracting investments and private developers varies 

according to the conditions of already existing infrastructures and the availability of 

manpower and raw materials61.      

As far as development and industrialization promotions are concerned, Rajasthan is a 

very active and successful state. North and East Indian counties, such as Bihar, Orissa 

and Uttar Pradesh, are described as the most unstable Indian states because of their 

poverty and extreme underdevelopment. However, the Italian diplomat argued that 

differently from Bihar and Orissa, the developing standards in Uttar Pradesh as well as 

the ones in the neighbouring Himachal Pradesh might improve thanks to SEZs. The 

governments of these two countries have progressively become more interested in 

attracting FDI, and to keep on boosting this trend they might even consider to authorize 

the implementation of new SEZs. These two Northern states share the great advantage of 

                                                 
61 The Italian case study is more detailed than the other European studies as, being an Italian citizen, it was 
easier to gain access to the internal reports of the Embassy and to interview Italian diplomat posted in New 
Delhi in February 2008.  
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their proximity to two big hydro electrical power plants that could be able to guarantee a 

continuous supply of electricity to the factories planning to move to these areas. 

The Italian diplomat highlighted that West Bengal and Punjab are also growing very well, 

and the same is happening in Maharashtra, Tamil Nadu, Karnataka, Gujarat and Andhra 

Pradesh, although since the end of 2007 these regions started suffering the consequences 

of rising manpower and land costs. 

Beyond states’ economic performance, the Councillor recommended Italian investors to 

carefully evaluate the impact of transportation costs on their outsourcing plans. 

Processing times in ports and airports are usually very long. Toll road costs that need to 

be faced any time trucks cross the borders dividing Indian states to reach ports and 

airports can have a huge impact on managerial costs. Road conditions are often very poor 

and transportation time can be further slowed down by the presence of bicycles, 

pedestrians or oxcarts, horse-cars, and camel carts on the streets. 

Basic macroeconomic rules decree that a strong growth rate can be guaranteed only if the 

infrastructures multiplier grows faster than the economy. Accordingly, the attention on 

infrastructures building and renovation is crucial to avoid stagnating growth and to help 

foreign businessmen interested in capitalizing on their investment. This is the reason why 

Italian diplomats (although it is highly possible that other European diplomats are 

recommending the same), beyond introducing to national businessmen the option of 

outsourcing into SEZs, advertise joint-ventures to build infrastructures, attempting to 

guide Italy towards the same success Japan and Germany already gained in this sector.  

Italian public officers argued that the recent legalization of public-private partnership 

authorized by New Delhi and the broadening of industrial sectors in which joint-ventures 

are allowed have significantly improved the chance for foreign companies to invest in 

India. They can now select both public and private groups as their associates, and 

intervene in many more areas, choosing the most suitable partner and sector to raise the 

productivity of their investments, within and outside SEZs.   

Italian institutional presence in India is stronger than the Spanish and the French, but 

weaker than the German one. The country counts one Embassy in New Delhi, two 

Consulates in Mumbai and Kolkata and five offices of the Italian Trade Commission in 
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New Delhi, Mumbai, Kolkata, Bangalore and Chennai. Italy is represented by a Chamber 

of Commerce with a main office in Mumbai and four regional offices in Delhi, Kolkata, 

Bangalore, and Chennai, with a staff of about 100 people. 

In terms of bilateral trade, it has been recalled that India-Italy commercial relations have 

been strong in the past thanks to the presence of important Italian groups such as 

Ansaldo, Fiat, Marelli and Piaggio. As the Commercial Councillor noted, and 

unfortunately for Italy, their presence in the country had already weakened at the time of 

Indian economic reforms in the early 1990s. However, Italian investors have been 

coming back recently with a renewed interest for Indian fabrics, automotive components, 

leather and shoes, and information technology industrial sectors. According to the Italian 

diplomat, one aspect of Italian outsourcing strategy is the new trend of consultancy firms 

moving to India that is currently consolidating. These offices are usually approached by 

national businessmen interested in investigating on the advantages offered by the Indian 

market with high-profile feasibility studies. Moreover, since the Italian industrial network 

is mainly composed of small and medium enterprises that might reckon as too high the 

costs of moving expatriate staff to India to manage their factories or joint ventures in 

loco, the presence of national consultants is already proving to be helpful to contain 

outsourcing costs.  

Concerning SEZs effectiveness, the Italian Commercial Councillor made several positive 

comments about the development plan elaborated by the Indian Ministry of Commerce 

and Industry. Acknowledging that at national level the SEZs plan looks efficient, the 

Italian diplomat blamed coordination problems and inefficiencies at regional level. 

Accordingly, he warned any potential investor from comparing SEZs standards in 

different Indian states and regions and recommended not to outsource any plant before 

having analyzed the outcome of an all-comprehensive feasibility study on the industrial 

sector they are interested in.  

Comparing the rates of success of France, Germany, Italy, and Spain development 

strategies in India, it is interesting to notice that in 2007 Italy and France consolidated the 

same result in terms of bilateral trade with an investment of 50 million Euro for Italy and 

130 million Euros for France. Spain, instead, with an investment very close to the Italian 
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one managed to consolidate only half of the Indo-Italian bilateral trade inflows. Finally, 

German result has been remarkably higher compared to the Italian and French ones, 

although the country invested almost 200 million Euros in India in 2007 only.  

The last point to stress is that the Indian market cannot be approached, as it happened for 

China twenty years ago, with the aim of reducing production costs only, since they have 

been progressively rising during the last few years. According to several European 

diplomats, the best strategy for any businessman to outsource to an Indian SEZ would be 

planning the investment as the first step to enter the local market. Since SEZs rules do not 

compel foreign investors to export the whole amount of their new or reprocessed 

industrial outputs, it might be interesting for foreigner to outsource to a SEZ, carefully 

calculate the percentage of industrial outputs that can be commercialized in the Indian 

market without being excluded from the SEZ, and consequently test the internal market 

reaction to their production facing an extremely low risk. This research confirms that 

such a “step-by-step” approach is the safer one to evaluate the authentic potential of the 

Indian market for western factories.  

It would be short-sighted to disregard the financial, economic, and energetic advantages 

guaranteed by Indian SEZs. Further, although it is true that the businessmen deciding to 

invest in an Indian SEZs can legally allocate just a limited portion of their industrial 

output to the internal market, nobody prevents them from changing their strategy in case 

the ‘internal test’ proves successful. 

In order not to lose the competitive advantage gained in the state where their first plant 

has been outsourced, foreign investors might even consider to build a new factory just 

outside the SEZ, to limit management and transportation costs exploiting geographical 

proximity.  

Aware that this evaluation can be feasible only in a long-term perspective, elaborating on 

European officers positions on Indian SEZs strategy, this research concludes that under 

the current circumstances the majority of western plants ‘are not ready’ to exploit SEZs 

advantages. However, this situation might change if New Delhi decides to promote the 

implementation of multi-products SEZs and to enlarge the variety of the sector-specific 
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ones. The subsequent section investigates on whether the current financial crisis might 

favour this evolution.  

 

Conclusion 

This paper argues that in order to forecast the destiny of SEZs policy it is crucial to 

investigate on the way in which India is going to take advantage of them to recover from 

international finance crisis. At a time in which growth rates are progressively slowing 

down, the amount of national and foreign direct investment is falling, unemployment and 

poverty rates are raising, the government needs to find a new strategy to boost national 

industrial development.  

One option for New Delhi might be the one of betting again on SEZs: widening the 

number of sector in which SEZs can be specialized, creating further advantages for 

private developers interested in setting up multiproduct SEZs, welcoming FDIs at least in 

certain infrastructures projects, and facilitating foreign transfer of capital, know how, 

management and expertise. A task highlighted as difficult but not unfeasible.    

The first section provided a brief comparison between Chinese and India SEZs from both 

a theoretical and an empirical perspective. It showed that although some theorists are 

sceptical about the capacity of SEZs to trigger economic benefits, others perceive them as 

useful tools to boost national growth in India.  

The main differences in the economic conditions in India and China, which influence the 

implementation of the SEZ model in each country, were reviewed, highlighting that while 

some of them proved to be a disadvantage in the Indian case, others have not played as 

obstacles as some analysts expected. 

The second section provided evidence to show those analysts who consider that India’s 

growth path is based on Information Technology (IT) and services -the so called third 

sector- are mainly doubtful that SEZ represents the most appropriate strategy for boosting 

development in that sector. In contrast, for those who believe that service-lead growth is 

unsustainable in the long term as well as unable to provide a balanced economic 

equilibrium in the whole country, the implementation of SEZs (borrowed from the 

Chinese model and subsequently adapted to promote Indian needs and priorities) should 
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be able to attract FDI and offer national industrialists enough fiscal and infrastructural 

advantages to open new productive units and raise national productivity, betting on the so 

called secondary sector.  

In order to understand why SEZs have not yet been as successful as expected and to 

assess their different performances, Indian SEZ development strategy was scrutinized, 

focusing on the three key aspects: the heterogeneity between ‘old’ and ‘new’ SEZ; the 

coexistence of ‘integrated/multiproduct’ and ‘sectorial’ SEZs; and the role played by 

private and public developers.  

When discussing SEZ performance, section two has shown that in terms of FDI 

attractiveness, semi-private multiproduct SEZs are more efficient than sectorial SEZs62. 

There are several reasons why these represent a better option for international 

businessmen. First, they usually offer a range of extra services in terms of housing, 

sanitary and recreational facilities as well as training schools for workers that are crucial 

for foreign investors and that single-sector SEZs cannot provide. Second, the fact that 

there are many SEZs of this type offers a kind of guarantee that local developers have 

already accumulated firm experience and sound reputation in terms of SEZ management. 

Accordingly, it has been calculated that they can solve more easily the problems that 

foreign businesses can face during their outsourcing experience. 

Section two highlighted that the main difference between private and public developers is 

linked to the risks connected to opening a new SEZ and to the responsibility regarding 

their success. It has been recalled that no private developer can afford to experience what 

happened in Gurgaon, where a multiproduct SEZ remained behind its full proactive 

potential for several decades, otherwise they will certainly go bankrupt. A condition 

pushing private developers to focus on small and regional investments, to appear as more 

inclined to respect environmental code of conduct, and to remain concentrated on their 

own developing plans.  

In interviews, public developers spoke positively about the national SEX policy, stressing 

that when the central government in the ’80 started considering the idea of relaunching an 

                                                 
62 Public multiproduct SEZs have been momentarily excluded because since they are already full, it seemed 
meaningless to investigate on foreign investors interests in them. 
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almost neglected SEZ policy, it subsequently elaborated a functional and well-balanced 

policy covering several implementation phases that seems today to have been partially 

successful. Highlighting that although its enactment has not been completed overall, it is 

now a private developers’ responsibility to help the central government achieving its 

original aim.   

Based on four case studies, the third section discussed the positions expressed by 

European officers posted in India on the SEZs strategy, concluding that under the current 

circumstances the majority of western industrialists ‘are not ready’ to exploit the 

“advantages” offered by the SEZ policy. However, it was argued that this situation could 

well change if New Delhi decided to promote the implementation of multi-products SEZs 

and to encourage greater diversification of the sector-specific ones.  
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