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Some SEZ labour impacts

▪Employment generation, especially for women (43M direct jobs, 60M indirect jobs  -World Bank 
FIAS 2008)

▪ Higher pay levels and working standards (Poland, Philippines)

▪ Skills transfer (Malaysia, Dominican Republic -Rhee ’90; Wang, ‘90; Cho, ‘90; Amirahmadi & Wei, 
’95; Madani, ’99)
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Planning pitfalls



Poorly defined goals, priorities and vision

▪Policymakers are too ambitious in setting objectives

◦ Objectives too broad to offer meaningful guidance

◦ Clear conflicts (e.g., technology incubators unlikely to lead to much employment; 
employment intensive manufacturing target scale and cost efficiency rather than innovation)

▪ Setting goals with the “SEZ hardware” in mind:

◦ Failure to align SEZ with country advantages

“You are not Dubai” –Chuck Heath, Former CEO of JAFZA

◦ Not having the long-term in mind (30+ years)

◦ Not having ‘SMART’ Goals
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Not following the tried & tested 
roadmap for the SEZ project
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2.  What type of Industrial Park 
and set of policies, services 
and facilities are most likely 
to succeed given likely 
demand and competition? 

3.  Is there sufficient 
economic benefit to justify 
public sector support for 
an Industrial Park program 
and one or more Industrial 
Park projects?

Failure to ask key questions in SEZ 
strategic planning

1.  Is there sufficient demand to justify the 
project? If so, in which sectors? 

4.  Is there a sufficient 
expectation of financial return 
to attract a private sector firm 
to develop and operate the 
first Industrial Park?



Poor site selection, 
master-planning & 
development



The return axes
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Poor location and transport connectivity

▪Letting engineers or urban planners choose the SEZ site –even they don’t “do” 
economics!

▪Failing to follow mandatory and standard SEZ “designation criteria”

▪Not understanding that SEZs should be:
▪ Demand driven and responsive to market requirements (i.e., located where investors want 

them)

▪ Sited with transport economics (e.g., labour, markets, logistics, road congestion) in mind



Poor land use planning

▪Type of land uses permitted: Problem of industrial focus

▪Lack of control over the process and SEZ approaches to:
◦ Planning department consents under City Master Plan

◦ Development/Construction Approval Processes

◦ Zoning Regulations, and Urban Building & Design Codes/Guidelines



Risks in infrastructure development

▪“Stacked” feasibility studies 
▪ Poor ToR

▪ Single site options

▪ No market sounding / Supply-side focus

▪ No counterfactuals or sensitivity analysis

▪Not designating SEZ land before demand and financial studies or the award of 
construction contracts

▪Offsite costs not factored in (ex: DRC, Baikal)

▪Site allocation or development not phased

▪Absence of  serious transaction advisors

▪Lack of developer due diligence



“Generic” infrastructure & facilities

▪Zones often cater to specific/dominant sectors

▪Provide specialised vertical public goods, policy risk mitigation and other enablers:
o Specialised Facilities, Suprastructure & Infrastructure (SFBs, Warehouse Shells, Offices, Exhibition & 

Conference facilities, Housing, Health, Childcare, Security, Recreation & Leisure amenities, Specialised 
Logistics amenities, etc.)

oQuality Facilities Management (O&M, CETPs, etc.) 

o Value-add Corporate Services to complement these



Governance framework 
pitfalls



Issues with Governance Structures

▪ Inefficiencies of government development, operation and regulation of SEZs

▪ Conflicts of interests: ownership vs. regulation

▪ Large government expenditures on infrastructure development and operation 
(especially if these are subsidised), and lack of VfM

▪ Difficulty in recruiting staff with required skills and experience

▪ Lack of autonomy (due to civil service regulations on salaries, staffing 
structures, procurement, budget approvals, etc.)

▪ Insufficiently broad powers and appropriate authority

▪ SEZ Regulator does not control Site Development and Investment

▪ Overloaded Regulator



“One More Stop” Shops
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Legal framework pitfalls



Failing to ask if an SEZ is the correct policy to 
address the country’s goals
•Are the underlying market failures suited to SEZ solution or can they be addressed by other policies just as well if 
not better?

•Is the SEZ program a national priority (i.e., is there real government commitment to the SEZ program from a 
financial/public investment perspective; government commitment to take action on SEZ legal and institutional 
needs)?

•What will be the ‘Unique Selling Proposition’ of the SEZ regime relative to others in the region?

•What is the political appetite to do what is necessary, in terms of changes to the investment policy environment, 
to make the SEZ regime a truly ‘special’ one?

•Even if one makes these changes, will the SEZ have a truly credible business regulatory environment from an 
international business perspective? Does the proposed regime truly protect investors from the counterproductive 
constraints in the national investment environment?

•How competitive are neighboring countries’ investment regimes relative to the proposed SEZ regime?

•Even if the answers to the previous questions support the establishment of an SEZ regime, is it realistic to assume 
that government institutions (whether new or existing) will be able to administer it effectively?



Top mistakes in SEZ legal frameworks
• Assuming that all SEZ frameworks are more or less the same and can thus be more or less copied from ‘off-the-shelf’ while failing to link the SEZ policy to the 

country’s real investment policy challenges or to make the SEZ regime “credible”, either due to:

◦ a lack of understanding of the importance of what legal changes can actually deliver

◦ a lack of political will

◦ a desire to take short cuts to get to an adopted SEZ law more quickly

• Failing to link the SEZ policy to the targeted sectors and thus failing to address specific sectoral concerns (or worse yet, designing an SEZ policy with no 

sector/cluster targets and/or absolutely no idea which investors are likely to set up in the zones)

• Failing to have a sufficient suite of legal instruments:

◦ An SEZ Law (or laws) issued by the highest legislative body that, in certain areas, takes precedence over existing legislation

◦ SEZ law implementing Regulations issued by the cabinet or relevant minister

◦ SEZ Operating Procedures issued by the regulator, often in coordination with the developer

◦ Inter-Agency MoUs & SLAs

◦ A robust Procurement Framework

◦ SEZ Developer Agreement



Typical legal framework mistakes

▪ Assuming that fiscal incentives are the only real competitive differentiator that matters

▪ Narrow sector eligibility 

▪ Minimum export requirements

▪ Minimum capital requirements

▪ Lack of complementary national offsite reforms



Poor SEZ Transaction Structuring

Informal market 
testing through 

structured 
questionnaires and 

follow up 
interviews of 

potential private 
partners

Production of the 
Full Business Case 
(FBC) presenting 
the rationale for 

the proposed deal

Assembly of the 
delivery team, 

including 
Government 
officials and 

specialist external 
advisors

Development of 
draft terms of 

engagement with 
private sector

Market 
engagement, 
including an 

announcement to 
the public of the 

procurement 
timescale

Formal 
procurement and 

negotiation

Source: Locus Economica LLC



Key risks in SEZ contracts

▪Unclear definition of assets

▪Unclear definitions of roles and responsibilities of parties

▪Absence of periodic testing/benchmarking and re-pricing mechanisms or Phased Development 
Options

▪Poorly structured development timelines and Liquidated Damages

▪Ambiguous Termination conditions

▪Absence of Step-in rights



Annex on Good SEZ 
Labour Regulation



Flexible and efficient labour rules
◦ Joint regulation with Ministry of Labour
◦ Socio-Environmental Management Framework
◦ Respect of ILO norms
◦ Hiring and firing without “prior administrative authorization” to promote job creation
◦ Flexible employment and compensation arrangements
◦ Credible system for resolving employment disputes
◦ Liberalised termination & layoff
◦ Freely-negotiated productivity packages
◦ Transparent foreign worker regime
◦ Unified multiple-entry Visa / Work Permit / Residency / ID / Social Security Card
◦ Visa-free temporary entry 
◦ Residence visas
◦ Public health and hygiene norms



General SEZ “good practice” labour regulation

▪Scope– all labour matters, including regulating the relationship between the employer and the 
employee

▪Procedures for the application and issuance of work permits, licenses and registers

▪Coordination with the immigration officers at the Direction for Labour, Migratory and Social 
Security Affairs with regards to the issuance of foreign work visas and permits - Compliance with 
MOUs with the Government authorities

▪Labour skills development and training programs in the area of: international product and health 
standards; other global expertise and technologies through On-site or near-sight labour training 
institutes and facilities 

▪Required MoUs (Exchange of information relating to working in SEZ – names of workers who 
hold work visas in the SEZ and names of employers)

▪ Labour Conciliation – administrative and functional services



Monitoring & enforcing labour rights in SEZs
▪ Government inspectors often do not have time and resources to also remediate violations once 

discovered.  They are not empowered and resourced to address worker and employer issues.

▪ Labour monitoring mechanisms can be administered by a third-party, looking at the Jordan QIZ 
and Bangladesh BEPZA models

▪ Alternatively, government inspection capacity can be strengthened rather than create a possibly 
duplicative NGO structure – with emphasis on training new recruits with no history of corruption

▪ Encourage buyers, employers, workers, unions  and government agencies to agree on common 
set of standards, inspection procedures, training and remediation procedures.  

▪ Inspectors should seek to advise rather than police
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Innovation and knowledge frameworks

▪Technology Park policies often include intellectual property protection, 
competition and deregulation policy, education and training

▪Incentives can include the following:

◦ Labour training grants, in the range of 50% of salary

◦ Common facilities as housing, cafeteria, gym, crèche, etc.

◦ Training Institute focused on innovation, and training labour for tenants

◦ Elimination of Local employee performance requirements

◦ Automatic Expatriate Work Permits


