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FOREWORD

Special economic regime is a legislative form oblfmin-private
partnership aimed at best way sustainable developrogé national
economies. Special economic territories (zones)eogmphically
outlined areas within the governments facilitateluistrial activity
representing fiscal and regulatory incentives arfthstructure support.
Special economic regimes and territories go by maayes, varieties
and sizes. However, they have in common, — withtlefined perimeter
they provide a regulatory regime for businesses iamdstors distinct
from what normally applied in broader national obsational economy
where they established. The most common types d@f $ffe variations
of free zones, which are essentially separate msstterritories. In
addition to the preferences such are customs datielstariffs, most
regimes also offer fiscal incentives, businessfilg regulations with
respect to land access, permits and licenses, ptogment rules, or
administrative streamlining and facilitation.

All special economic regimes may be placed in 2cfiomal
groups — spatial related and operational form. flimetional difference
is that the spatial forms assume investments id, laapitalizing it and
making benefit in the brown field plots. Operatibftams use, as a rule,
existing industrial sites and infrastructure. Istracture support is
another important option, especially in developawgintries where the
basic infrastructure for business outside theseegzaran be poor or
absent at all. In return for these customs andffigieferences, business-
support measures, investments from the public ssuia physical
infrastructure, governments expect investors toaterejobs, boost
exports, diversify the economy and build productiapacity.

Special economic regimes have a long history. Fample, the
conception of Free port of Vladivostok goes back rfany centuries,
with traders operating off ships, moving cargoed aexporting goods
with little or no interference from local authogd. Modern free zones,
adjacent to seaports or airports or along bordeidmys, appeared in the
1960s of XX century. They began multiplying in th@80s, with the
spread of export-oriented industrial developmematsgies in many
countries, especially in Asia, as well as the iasieg reliance of global
manufacturers on offshore production. The acceteraif international
production in the late 1990s and 2000s of XX centamd the rapid
growth of global value chains generated anotherewafv new special
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regimes territories, with many developing countresoss all regions
aiming to emulate the early success stories.

In 2022, when the Russia’'s economy had faced sesametions,
leading foreign providers interrupted the accouptilawyers, finance
and marketing consulting services for companies WRussian capital’
registered abroad. Some foreign banks illegallgtetisblocking accounts
of these companies without any explanation. Allsthenfriendly steps
forced process of redomicilation of the “Russiampitzd’ companies
under the Russian jurisdiction in Special Admirastre Regions. It is a
new legislative model for the Russian Federatiothwiurpose to
provide the preferences and services attractivefdogign business,
including those with Russian "roots". Special adstiative regions
located at Russkiy Island (the Russian Far Easty ehand of
Oktyabrskiy (Kaliningrad region of Russia) sincegigt 2018. They
were legally established in 2018, but have beeezing at zero point
until 2022, when number of residents at the SpeA@ministrative
Regions boosted abruptly.

In emerging economies, we can find many examplesvarly
successful special economic zones playing a keg mol industrial
transformation. However, even in sustainable ecoe®mve can find
examples of zones not attractive for investorslatecomer countries,
there are many more cases of zones that, onceligiséab by law,
remained underdeveloped for decades, and todayisher of special
regime territories includes many underutilized zorteven where zones
have successfully generated investment, jobs apdrest the benefits to
the broader economy — a key part of their ratioraleave often been
hard to detect, many zones operate as enclavds fevit links to local
suppliers and few spillovers.

Despite the Russia’s special economic regimes dadieptically by
the Accounting Chamber and the Ministry of Finarthey remain top of
mind for the government by a number of reasonshénregions, where
the economy is relatively weak and where the impletation of reforms
is difficult, the preferences are often seen asaily feasible option.
Establishing, for example, the advanced developraritories in much
of Russia’s mono-functional small towns is gettsmgne like a universal
cure to overcome unemployment, low personal incoraes poverty.
Among the crucial risks, related to developmenfjgmts in Russia, we
can note the investment expenditures excessiveniaflistage for
infrastructure, utilities and engineering. The oggil investment project
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is a model, which deploys much incentive to putratf capital into the
physical infrastructure, for example, a coal minimg berth’'s front
extension at a seaport.

Since 1995 for two decades, the most common peadtidRussia
has been special economic zones (SEZs). Initialndike the industrial
base promotion vehicle the special zones did natgbsufficient
innovative policy, so it stipulated a disproportiom technological
development between the national economy and thenaed countries.
Responding the challenge, Russia established sueison July 2024)
techno-innovative special economic zones betwe@b 20d 2015, three
in the Moscow region, one in St. Petersburg anéethin other regions.
Among those, the Skolkovo Innovation Centre (Mosgaavhigh-tech
business area established by special legislatiteina@010, has tax
privileges similar to those of SEZs. In addition hosting firms in
advanced microelectronics, nanotechnology and o#wence-based
areas, the Centre also aims to spearhead sustidakklopment by
sourcing at least half of the energy consumed kg zbne from
renewable sources and by constructing energy-editéldings,
recycling water and minimizing pollution by transpo



Chapter 1. KNOWING THE SPECIAL ECONOMIC
REGIMES

Speaking about special economic regimes, we tomdilly mean the
tax exemptions, a low rate, or free of charge tepathe brown field
land plots with physical infrastructure and othgpgort for business, the
way which broadly we could refer the “preferentiaConomy. That is
correct, but fundamentally, we should keep in mangpecial model of
business organization, based on public and pripatmership, aimed at
sustainable economic development. The approachdbaseideas by
Frangoise Perroux’s about the poles of growth andhd&tl Porter's
theory of the spatial business clustering. Fastwignmgp business
agglomeration makes a precondition for rapid oraade development
due to the knowledge spillover, concentration oforgces and
cooperation in the value added chains of privatepanies.

When the private companies get a support by goventenand
public institutions, generally, we could descrilig like the special
economic relations. More exactly, we say "the sgdegislative regime"
referring to a resident (tenant) legal status gy the governments. It
assumes that tenants, being allocated within dlyelyaited area, have
the special business aims, which correspond tgothic interests. In
most common ways, such cooperation must provideod”“for rapid
economic development under assistance of corposticand
governments.

Note: Special economic regime is a legislative forof public-
n-private partnership aimed at deployment the bes
way impacts on the economy, including fiscal
investment lending, subsidies for tenants, brown éid
lands for long horizon tenancy, and other.

Speaking about reasons why countries apply for special
economic measures, it comes to the point when tanamy had
seriously imbalanced or extraordinary measuresuseel to prevent the
long way declines and avoid the deeper recessionepses. At this
point, the aim of special regimes is provision lihks between investors
and local enterprises. More exactly, links betwéasm global capital
markets and developing economies. The special esgirat point of
investment stimulus, affect the economy on macvellewhere they
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stipulate a process of convergence the enterpiigesagglomerations
and clusters, scaling up industrial output, emplegtmand personal
incomes. On micro-level, they stimulate innovatiamd improve
business performance. At point of strategic develm, they stipulate
the approach to the Sustainable Development Gaoalstlze National
Projects target indexes.

According to World Investment Report 2022 by WAIPAoreign
direct investment flows to developing economiessgneore slowly than
those to developed regions grow but still increalsed0 per cent, to
$837 billion. Disparity in the capital inflows lemdo asymmetry in the
world’s regional and sub-regional development tithteads the
Sustainable Development Goals agenda of the UNadypthe goal of
the special economic regimes to support nationaduwery economical
programs, so, each economy seeks the better wasigptort start-ups,
to balance regional development, and to streamhepinternational
trade.

Links between zone-based investors and the domagigliers are
important for transmitting technological skills akklowledge spillovers.
They support a broader industrial development amgbrtant to ensure
that zones become bridges to structural refornménrtational economy,
as investors interact with the local business emwvirent and local firms.
The links indirectly improve business climate ardstis the key
rationale for continuing use of Special EconomigiRes in the recent
wave of new industrial era despite to skepticalvgieln response to the
outer and home risks, the governments are congntonmake their
investment promotion packages more attractiveremgth the effect.

Note: Links between the global investors and domestfirms
are important for transmitting skills and knowledge.
They stipulate a broader industrial development and
important to ensure that zones become bridges t
structural reform in the national economy, as invetrs
interact with the local business environment and lcal
firms.

O

How can we evaluate the impact of special econaeganes? The
effects could appear in a direct way or indirectlyey might have a

! World Association of Investment Promotion Agencies
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broad impact at macroeconomic level or narroweraichpn a corporate
level.

Direct impact appears in the next effects:

a) disproportions erasure between the leading reg{oaantries)
and outsiders in terms of access to capital anovetons;

b) innovative transformation of the industrial sectorshe ways of
transition to the forth economic system;

c) convergence the enterprises into agglomerations cumsters,
dual effect of the urban and economic growth;

d) emergence of global chains of added value and tiosethe
peripheral economies into the global links;

e) global trade acceleration due to special regulatibthe trans-
border shipment and consignation.

Erasure development disproportions between leadiagions
(countries) and outsiders directly respond to Suabdée Development
Goals agenda. Impact vehicles vary, for examplessRis well-known
Advance Development Territories — the land develepmprojects
within the regional investment project, which imdigcal investment
loans for 7-10 years, subsidies for engineeringagtfucture, pledge
mechanisms and administrative support. Effect efativance territories
is controversial. At one hand, they imply the rapievelopment of
industrial sectors accumulating them geographicéityother hand, they
absorb human resources from other regions makingm th
disadvantageous.

Speaking about indirect impact or a positive exityy we should
notice that special regimes help to overcome cradited stress and to
assist facilitation the sectoral recovery. Desplite emergence of new
forms of zones linked to natural resources, aimatbmestic markets or
targeted at innovation capabilities (e.g., scienfugh-tech or green
zones), most Special Economic Regimes remain as parcountries’
competitive investment promotion package, alondhwather forms of
incentives. That is to point due to the post pandgmeriod when the
global foreign direct investment has been slowingces 2020,
manufacturing across all developing countries wagctirally lower
over the last five years than in the precedingagueri

Following the goals, the special economic regimmddappear like
a geographically limited area, or may not be aitwmyr at all
Within it the governments establish fiscal prefess and regulatory
along with the infrastructural provision to faalié business activity.
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A “no land” approach, for example, special invegtimeontract, assumes
the fiscal vacations for a large industrial stgt-in varying forms the

special regimes widely used across most developgang many

developed countries to support the internationajegt finance for the

Sustainable Development Goals and climate changestiment. The

strong growth performance of international projdictance can be
explained by infrastructure stimulus and significiaerest on the part of
financial market investors to participate in lasgpale projects that
require multiple financiers.

Note: In varying forms the special regimes widely sed
across most developing and many developed
countries to support the Sustainable Developmen
Goals and climate change investment projects.

—*

How does it work in the world?

The United Nation organization for trade and depaient
(UNCTAD) notes, that although the performance ohynaones remains
below expectations, failing either to attract sfigaint investment or to
generate economic impact beyond their confines, sgaeial economic
regimes (SERs) continue to be developed, as gowrtmincreasingly
compete for internationally mobile industrial adiv The current
globalization and international production is havihe opposite effect,
as governments are responding to greater competiiio mobile
industrial activity with more SERs and their new dats. Despite
constrains there are more than 5,400 special edortemitories today,
more than 1,000 of which were established in teeflae years. At least
500 more projects (approximately 10 per cent ofdheent total) have
been announced and are expected to open in theg@+B years.

The continued attention towards SERs among govertsraround
the world based on the impact of these zones, whghoften
controversial. In developing economies that folldwexport oriented
development strategies, there are many examplésghfy successful
projects that played a key role in industrial tfanmation. However,
even in those economies, examples abound of téedtdahat did not
attract the anticipated influx of investors or gdidl only late. UNCTAD
Investment Promotion Agencies Survey says, in tater countries,
there are many more cases of the special reginatsahce established
law, remained un- or underdeveloped for decades t@tay number of
projects includes many underutilized economic zoffegs 1). The
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survey was conducted from February to April 2018siits based on
information from 114 respondents. Evidently forgven percent of the
special economic territories are underutilizediplytor heavily [1, 2].

EZs are heavily underutilized/largely u 1

vacant

| I
(=
b

EZs are somewhat underutilized/vacant

EZs are sufficiently utilized/occupied _ 1

SEZs are fully utilized H 1

0 3 10 13 20 23 30

Fig. 1.Rate of utilization of Economic Zones accordingn&tional
investment promotion agencies (Percentage of suasgondents)

Even where zones have successfully generated meastjobs and
exports, the benefits to the broader economy — ya pgaat of their
rationale — have often been hard to detect. Margciap economic
territories operate as enclaves, with a few link$otal suppliers and a
few spillovers. In addition to doubts about the remmic benefits of
SERs, the concept of establishing a regulatorymedgilistinct from the
rest of the economy has raised concerns aboutl staredards and labor
conditions and about their environmental impactodey regulations
have mostly focused on labor rules, including, dgample, precarious
employment arrangements and the discouragementiohs although
some studies also highlight the formal nature b§jm special economic
territories and the often relatively high wages paned with those in the
surrounding economy. Even where there may not badbexemptions
from national rules such as those on health anetysaveaker controls
and limited enforcement within the zones resulfiogn a desire to avoid
disrupting businesses have often meant that stdsdaithin zones
differed significantly from the rest of the econofBy.

A country’s industrial strategy should identify ttype of SERs and
the services provided to investors. Any model manegate indirect
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economic benefits and can exert positive exteiaalibn the rest of
economy. They also provide opportunity for policgperimentation and
learning. The quality of port infrastructure andeatnlined customs
procedures typically play a more important role fioms integrated in
global value chains than companies sourcing theuts locally and
serving the domestic market. In this regard, carsitions should be
given to the country’s competitive advantage asdsihge of economic
development.

Note: Scopes of the special regimes are varying. & cover
spatial and sectoral development, transfer innovatins,
start-ups assisting, business’'s recovery past the
economic turmoil, putting the local enterprises inb the
global value added chains. Economists seek not ortlye
traditional ways of making SERs succeed, includinghe
strategic focus, regulatory and governance modelsnd
investment promotion tools, but new ways to respond
the sustainable development imperative.

Special Economic Regimes are known by many namgé<ame in
many varieties and sizes. They have in common, \hithin a selected
territory they provide a regulatory regime for mesises and investors
distinct from what normally applied in the rest afational economy
where they were established.

The efficiency and cost savings (table 1) that migd associated
with lower social and environmental standards am longer
considered a viable competitive advantage, espgcial industries
that have incurred or are at high risk of reputasicdamage [3].

Table 1

Special Economic Regimes success and challengesdec

Key dimensions driving New challenges facing
Special Economic Special Economic
Regimes success Regimes
1. Strategic focus on undervalued 1. Sustainable development
assets and “cheaper” factors imperative
2. Regulatory framework and 2. New industrial revolution and
governance digital economy
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End of Table 1

Key dimensions driving New challenges facing
Special Economic Special Economic
Regimes success Regimes
3. Market entry incentives, e.g. 3. Changing patterns of
access to M&A market international production
4. Added value proposition for 4. The global economy destruction
investors and revaluation of postindustrial
paradigm

Source: by author accordingly to World Investment Reporpe&al
Economic Zones, 2019.

As such, offering laxer social and environment&tgior controls is
no longer a competitive. The worldwide most comnigpes of SERs
are variations on free zones, which are essentsdiyarate customs
territories. In addition to relief from customs st and tariffs, most
zones also offer fiscal incentives, business-figmegulations with low
rent, or no charge land access, permits and liserme employment
rules, and administrative streamlining and faditita.

As reported in a recent UNCTAD study on the countitn of the
special regime economy to the Sustainable Develop@eals, some of
them are beginning to shift away from lower staddaand are instead
incorporating sustainable development into theierafing model, with
sustainability-related shared services (e.g. comrhenlth and safety
services, waste management plants, renewable emstgitations) among
the clustering synergies that special regime céivedleThe new industrial
revolution — the adoption across all industries dajital technologies,
advanced robotics, 3D printing, big data and thiermet of things — is
transforming manufacturing processes, related cesviand business
models, with wide-ranging implications for interioaial production and
global value chains (GVCs) [4, 5].
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Note: As a contribution to Sustainable DevelopmenGoals,
some territories with the special economic regimeare
beginning to shift away from lower standards and ae
instead incorporating sustainable development intg
their operating model, with sustainability-related
shared services (e.g. common health and safety sees,
waste management plants, renewable energy
installations) among the clustering synergies thatould
be delivered.

Some of these changes, mainly the heightened tkmhoal scope
for re-shoring production and the declining impoda of labor costs as
a location determinant for investment, have fundataiémplications for
the special regimes and their use in industrial etlgment and
investment promotion strategies. The new industr@lolution also
comes with opportunities for the special regimes ¢evelopment
programs) that can offer access to skilled rescumed clusters of
relevant business and technology service providers.

From a development perspective, as well as an timesg policy
perspective, special economic territories that established as an
integral part of industrial policy with active ctesing efforts are the
more relevant. Although free trade zones (FTZs)clwvimostly focus on
logistics and warehousing services, are importargspecially in
developed countries — most existing and planneézanthe developing
world are integrated free zones that aim to atira@stment in industrial
activity. Many zones that do not have a distingutatory regime are
established with clear industrial development dibjes in mind.
Government authorities, often at the sub-natioeatl, as well as semi-
public and private institutions, have brought enmusinnovations to the
concept of special regime, building specializedezofor science, start-
up incubation, R&D, biotech, green-tech and maimgoppurposes. Such
zones can certainly be valid policy options andratitives to the official
economic policy.

It is time consuming to provide an exhaustive capaé of these
zones. National governments often do not keepssitation initiatives of
this kind. In addition, there is no uniform approastudies assessing the
impact of SEZs, need to focus on operational zomedsle those
assessing them as part of investment promotionsfasu established
zones. An added difficulty is that countries areomsistent in their
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labeling of zone status, and zone development ipgelvary — for
example, “under development” can mean that severabnts are
operating in the zone already, but additional itmessare being sought.
Special economic territories (table 2) can be @iagsaccording to
their specific objectives or industrial focus (ehggh-tech parks, services
parks), their location (e.g. port-based zones, érozdnes), or the type of
regulatory regime that applies (e.g. FTZs, comna¢foée zones) [3].

Table 2

A functional taxonomy of the special economic tertories

Type Model Distinctive points
« Commercial, warehousing and logistics
services
* Trade facilitation services for trans-
Logistics hub shipping and re-exports, at airports,

seaports, borders

« Located next to or within larger
industrial estates

Multi activity  General industrial development
territory

 Focused on industries (e.g. automotive,
electronics, garments)

Specialized territory « Focused on GVC activities (e.g.
business process outsourcing, call
centers, R&D centers)

Specialization

» Focused on sectors (e.g. services,
resource or agro based)

 Focused on industrial upgrading and

Innovation driven
Special Economic

Zone : .
new industries
« Large, integrated zones, often
T3 coinciding with a subnational
c G administrative region or built as
c ) g g q 5
o % Wide area zone townships with residential areas and
33 amenities
[alge)

« Original purpose of the largest zones
was to pilot economic reforms
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End of Table 2

Type Model Distinctive points

OFDI/ODA! driven  « Established under a partnership
territory between capital

- Established to foster regional economic
cooperation and to exploit economies of
scale associated with regional markets

Cross border/regiona
development zones

Source: by author accordingly to UNCTAD, World Investmenepgort
2019 Special Economic Zone.

Changing patterns of international production, asutinely
documented in the World Investment Report over meggears, are
driven in part by structural changes in internaidmusiness, with a shift
towards intangibles and overseas operations tlatnareasingly asset
light. These patterns are therefore less concewitid the production
advantages offered by SEZs. They are also driveredmnomic and
policy factors. The growing weight of emerging nmetskin global trade
and investment has implications for SEZ clientelde return of
protectionist tendencies and slow progress in tiiermational policy
regimes for trade and investment are leading im@dsinvestors to
constantly assess strategic locations for low-postuction in light of
potential new trade barriers or shifts in prefaemharket access.

The regionalization of trade and investment agregsbkas further
implications for SEZ competitiveness, dependingroport sources and
export destinations, as well as the status of S&kZsgional agreements.
Infrastructure support is another important prefees especially in
developing countries where basic infrastructurebizssiness can be poor
or absent. In return for these customs, fiscal regdilatory preferences,
business-support measures, and investments in galhyisifrastructure,
the governments expect investors operating in ffexial regulatory
territories to create jobs, boost exports, divgrdie economy and build
productive capacity.

! ODA - official development assistance, OFDI — carvforeign direct
investment.
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Note: In return for these customs, fiscal and regualtory
preferences, business-support  measures, and
investments in  physical infrastructure, the
governments expect investors operating in the speti
regulatory territories to create jobs, boost expors,
diversify the economy and build productive capacity
Scopes of the special regimes include the economy
spatial and sectoral development, transfer of
innovations, start-up venture promotion, business’s
recovery, building up the local enterprises into te
global value added chains, the international trade
boosting.

What is in Russia?

In Russia, idea of special economic regimes ansg0ith of XX
century as a measure to give better incentiveshrinternational and
home investors at risky domestic market. The vénst forms of free
economic zone had demonstrated just willingness nbarket
transformation, but not a rationale for investi®nce 1995 though a
various models have appeared, following the cdaeation, all special
economic regimes (not territories) may be place?i functional groups:

1. First group — spatial related forms, for exampleonomic zones,
the rapid development territories, free port of dil@stok, regional
investment projects.

2. Second group — operational form, for examplee Hpecial
investment contract and the special administraieas.

The functional difference is that the spatial fernassume
investments in land, capitalizing it and making éf@nin the brown
fields. Operational forms use, as a rule, existimgustrial sites and
infrastructure (table 3). Each model has its owape¢ for example,
special economic zones, the rapid developmentdeges, free port of
Vladivostok are the models that must attract pevanterprises and
courage them investing in scale-up sectoral prejiating the risks and
uncertainty of Russia’s economy.
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Table 3

A simple grouping of the Russia’s special economiegimes

Spatially related form Operational form
Special economic zones The special investment contract
Advance development territories  Special administrative areas
Free port of Vladivostok Skolkovo Innovation Centre
Regional investment projects Innovation clusters

Territorial development zone

Concession (Russian Far East
Model)

Source:by author.

Some countries adopt government-funded zonesRikgsia doing,
while others provide the land and contract withvateé companies to
develop the land. The hints on the optimal striechifrthe special regime
territories are controversial, but many studiesagdth that not land, but a
place is a crucial element of zone performance [6].

Among the crucial risks, related to land developmgmjects in
Russia, we can note the investment expendituresseke at initial stage
for infrastructure, utilities and engineering. Thegional investment
project is a model, which deploys much incentiveptid upfront capital
into the physical infrastructure, for example, alcmining, or berth,’s
front extension at a seaport.

Despite the Russia’s special regimes are stillitecak point by the
Accounting Chamber and the Ministry of Financeythemain top of
mind for the government for a number of reasonsefnons, where the
economy is relatively weak and where the implententeof reforms is
difficult, the preferences are often seen as thly d@asible option.
Establishing, for example, the advanced developregritories in much
of Russia’s mono-functional small towns is gettsmgne like a universal
cure to unemployment, low personal incomes, ane gy

The effect of “low cost” of establishing a terrjowith Special
Economic Regime in Russia in many aspects is lagiageffect. While
the land getting more and more expensive and tifrfeleaper” labor
had passed, any project should represent an inmevagtionale.
A present key rationale for SERs is their low cwstrelative terms,
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compared with that of building equivalent indudtirdrastructure in the
rest of economy. However, even in absolute terne wbpfront

investment costs can be contained. Capital expsedit for the

development of basic zones offering plots of laather than hyper-
modern “plug-and-play” zones — are often limitedotsic infrastructure
connections to the territory perimeter. Additionabts, which are mostly
outsourced to a private development company, asn timcurred

gradually as the land attracts investors and desgeiladividual plots. In

such cases, the government considers basic zomgogawent costs as
largely “no cure, no pay”.

Note: The effect of “low cost” of establishing a teitory with
Special Economic Regime in Russia in many aspects|i
losing its effect. While the land getting more expesive,
and less accessible, and time of “cheaper” labor W
passed away, any project should represent an
innovative rationale.

The most common practice in Russia since 1995 kas Bpecial
economic zones (SEZs). Initially seen like the stdal base and trade
venues the special zones did not bring any innewaitnpact, so it
stipulated disproportion in economic developmenesponding the
challenge, Russia established six (seven on Jdg)2@chno-innovative
SEZs between 2005 and 2015, three in the Moscoiemegne in St.
Petersburg and two in other regions. By early 2Qh8y hosted 374
residents, including 39 foreign firms. With over,0@0 jobs created,
they exceeded the job creation performance of tndblsSEZs in the
country. Total number of residents in 50 speciabneenic zones
exceeded 859 with average 25 residents per a zameh is a good
result (table 4).

Table 4
Types of Russia’s special economic zones
Number of Number of Residents per
WES @ £ 22 SEZ residents zone, average
Techno- 7 406 58
Innovative
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End of Table 4

Tpeotsez  Memherol  Mmberor  Resdens po
Logistics 2 49 24
Industrial 31 303 10
Leisure & Resorts 10 101 10
Total 50 859 25

Source:by author accordingly to OEZ.RF.

The Skolkovo Innovation Centre (Moscow), a highhtdmusiness
area established by a separate law in 2010, ergoyprivileges similar
to those of SEZs. In addition to hosting firms irdvanced
microelectronics, nanotechnology and other scidraseed areas, the
Centre also aims to spearhead sustainable devetbgmgesourcing at
least half of the energy consumed by the zone fremewable sources
and by constructing energy-neutral buildings, réngc water and
minimizing pollution by transport.

Another form of special economic zone, which rebemiame
into the spotlight in Russia, is advanced develapnterritory. ldea
follows to Perroux Francoise’s and Michael E. Pdsteoncepts of
the growth poles and clustering, e.g. geographinceontration of
business, the effects which deploy many factorsid|aresources,
entry to the domestic markets, the knowledge, Eb@ concept at its
base has a contradiction — if we support any seteterritory, the
others are losing. A long-term economic stimulusnisimultaneous
support the spots which interact each other in maays and forms
(table 5).
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Table 5

Types of Russia’s advanced development territories

Type of ADT Number of ADT Specialization/Aim
The Russian Sectoral — NLG chemicals,
Far East shipbuilding special ice type
practice class vessels, automotive

22 assembling

Multi-sectoral — food processing,
logistics, nutrition additives

Mono- Multi-sectoral/Diversification of

specialized 89 the industrial base, to prevent

cities mass unemployment

A closed-cycle Mono-sectoral, to support priority

economy cities 3 sectors in the closed-cycle local
economies

Source:by author accordingly to Ministry of Economy orlyd2024.

A brief statistic shows remarkable results, mor@ntii300 tenants
registered as residents of advanced developmeritotess, they employ
111 thousand people, and investments exceededil888 tubles (4,012
billion USD), revenues exceeded 1,245 billion rgbl@n December
2023, accumulated data).

Like many developing countries, that have made @sg
towards more attractive investment climate, Rus$s® continues to
rely on special regimes. When such progress failslgliver better
competitiveness rankings or expected foreign inmesi, special
regimes may still be seen as a necessary complenmenthe
investment promotion package, and as a later sighttie country’s
progress in building an attractive investment cliena

! URL: https://www.economy.gov.ru/material/directiregionalnoe_-
razvitie/instrumenty_razvitiya_territoriy/tor/
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Note: When special regimes fails to deliver better
competitiveness, they may still be seen as a neeegs
complement to the investment promotion package, and
as a later signal of the country’s progress in builing an
attractive investment climate.

Conclusions to Chapter 1

Special Economic Regimes, especially spatial rdlatieditionally
attract internationally mobile efficiency-seekingvéstments, for which
countries compete. Despite the emergence of newsfof zones linked
to natural resources, aimed at domestic marketeageting innovation
capabilities (e.g., science, high-tech or greenem)nmost SERs remain
essentially part of countries’ competitive investingromotion package,
together with other forms of incentives. Globakign direct investment
(GFDI) has been slowing for 2020-2024, manufactyriacross all
developing countries has been structurally lowegrahe last five years
than in the preceding period. In response to thekyri market for
investment in industrial activity, governments ammt to make their
investment promotion packages more attractive.

Sources and literature to Chapter 1

1. UNCTAD (2018a). Global Investment Trends Monit8pecial
World Investment Forum Edition. — No. 30, Octob8d2. — New York
and Geneva: United Nations.

2. UNCTAD (2018b). UNCTAD’'s Reform Package for the
International Investment Regime.—- New York and &en United
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3. World Investment Report 2019: Special Econonooes. — New
York and Geneva: United Nations.

4. UNCTAD (2019a). Investment Trends Monitor, Spkddavos
Edition. — No. 31, January 2019. — New York andévenUnited Nations.

5. UNCTAD (2019b). “Reforming investment disputetisenent:
A stocktaking”, IIA Issues Note. — No. 1, March 20+ New York and
Geneva: United Nations.

6. World Bank (2017a). Special Economic Zones: @perational
Review of Their Impacts. — Washington, D.C.: Wdkhk.
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Chapter 2. TO SPOTLIGHT THE SPECIAL
ECONOMIC REGIMES

Worldwide and Russia’s home practice proved tha 8pecial
Economic Regimes appropriate and strongly recommgrnidstruments
for sustainable economic development at regiona hational and
global level. Nevertheless, decisions to estaldisy form of the regime
must thoroughly be verified following a numberaaftérs, which lead us
to options — to support a project, or not. Theselude the risks
measuring, valuing of incentives (public and préjatanalysis of costs
and benefits.

If we would work out a proposal for applying theeSjal Economic
Regime, we ought to put the things in some appatgrorder. First
thing, investment motives go first, the special rexnic regimes are
secondary. Second rule, a place (see location) atstanding potential
defines the special regime. Investors rely exceptlp on the market
positive signals, while the public imply a programproject that may be
profitable, or may not be aimed at making a praffill. Valuing degrees
of risk and the importance of a project's resutslie national economy,
the public authorities can offer fiscal and propdyenefits, as well as
administrative support. In this way, investor hasgat to accept or to
refuse of such preferences and support. Acceptjrigviestor takes the
juridical obligations for getting a status of “résnt” in fact a "controlled
enterprise"” by the public authorities.

Note: Investment motives go first, the special economijc
regimes are secondary. Investors rely exceptionallgn
the market positive signals, while the public secto
imply a program or project not be aimed at making a
profit at all.

Risk based nature of the Special Economic Regimes.

Going to risks analysis, let us take, for examplarinking water
bottling plant, we intentionally divide risks oncaptable, when a special
regime (preferences and support) is not requirede@ommended, and
the cases, when the special regime is necessagstinent expenditures
at initial phase may overrun 30the critical level, for example, overrun
project budget limits due to extra expendituresinfrastructure, that
delays payback, and more, goes to losses, or evanlauptcy.
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If it is predictably running, that makes the risikeceptable; a fiscal
investment loan due to corporate taxes may be ngndo cover
additional investment stage, and, at least, thpmrational periods. To
cover the infrastructure expenditures, say, wadwmwéacilities, the
project may attract so called the “infrastructunpport». Such a scheme
follows to the model of “regional investment prdjeovhich widely
used for individual projects not localized in intlied agglomerations.

In addition, contrary, if the target markets ardatite, project
accommodates the “old days” equipment and occupege land
portions, it goes to losses or low returns. Sugbr@gect must not be
supported and the business model should be resolfetie target
market is predictably growing, and the investmemescost effective, so
it makes the risks acceptable, then the preferesneesxcessive.

We goes to conclusion, that preferences are syyaeguiredif the
up-front investmentst initial phase are overrunning a critical level.
delays payback, goes to losses and in some walartkruptcy.Extra
capital expenditures at, for example, the initithge of the rapid
development zone depend mainly on three elementscation
determines the need to build expensive additioaakport infrastructure
to serve tenants. Quality and coverage of the iagistitilities and
telecommunication infrastructure may be insuffitien The special
economic territories in some locations may requieglicated power,
water and waste management plants.

Note: Preferences may strongly requireif the up-front
investmentsat initial phase are overrunning a critical
level. It delays payback, goes to losses and in sem
ways to bankruptcy.

Preferences have not a long lasting effect. Fadste development,
we have to assume broader incentives, which fitpiidic and private
interests. First phase of making decisions gavenusption — if we apply
the special measures, or not. Next step must peous with more
information — which form of the partnership is magtable. Going on
further, it worthy to note, private and public na&conomic incentives
are mainly controversial (table 6).
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Table 6
Controversy of public and private incentives and gals

Public incentives and goals Private incentives and goals

1. Access to long-horizon revolvin 1. Higher returns and bigger profits

finance sources taking low investment risk

2. Reciprocal exchange of the 2. Easy entry into the target
advanced technologies and best domestic market, easy exit the
business practices project due the options agreements
3. Building a national technologice 3. Access to the natural resources:
base, reducing the imports and the key fields

dependence 4. Reducing up-front and operating
4. Stimulate export, support expenditure with the “cheaper”
national industries, improve the  factors — land, labor, physical
sectoral competitiveness infrastructure

5. Explore and develop the 5. Under valuated assets
resource-rich territories 6. Easy capital withdrawing

6. Reduce an asymmetry in 7. Access to M&A and

regional development privatization market

Source:by author.

The governments in the emerging economies striget@access to a
low interest corporate or institutional financingr the international
funds, along with the advanced technologies antthesness practices.
Strategically, the public’s incentives go as fag,the special economic
programs aimed, for example, building a nationahtelogical base and
reducing dependence on the foreign technologiestr@y, private and
institutional investors seek the ways for reduaipgfront and operating
expenditure not taking any risks. Moreover, gettimg status of resident
gives a path to M&A market, to the natural resosraerd the key fields.

According to UNCTAD repolft almost 98 per cent of the legislative
acts provide the fiscal incentives, such as taxdhgs for a defined
period (often 5 to 10 years) or the applicatioraokduced tax rate (fig.
2, per cent in 127 legislative acts).

! 'World Investment Report. Special Economic Zone6192 URL:
https://unctad.org/system/files/official-document2@19 en.pdf
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Fig. 2. Investment attraction tools in Special Emoit Zones
(re. FDI report, 2019)

Tax exemptions may apply to the payment of prafies, corporate
taxes, wages and salaries taxes, and value addeslitevoiced by local
suppliers of goods, services and works necessarycéorying out
activities. Some countries allow the deduction afdain percentage of
training expenses for local personnel from the liéix Others link the
granting of fiscal incentives to specific investperformance, for
example, reliance on the use of local content oallemployees, or
compliance with certain export targets

A limited set of objectives in focus at early ph&isé SERS is likely
to be preferable than following too many targetthatsame time. These
benefits should be weighed against the costs asinvent. While there
may be significant savings from concentrating istiracture and public
services in one delimited area, the costs of opgratemain high.
Infrastructure development, operating the zone aiith and revenues
foregone from tax exemptions should all be incoajext into the costs of
the zone. Revenue loss from financial incentiveiaigly a concern for
policymakers when they consider preferences, sqtiey should be
subject to profit and loss analysis as any othejept (World Investment
Report, 2019).
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Note: The governments in the emerging economies ste to
get access to low interest corporate or institutioal
financing, or the international funds, along with te
advanced technologies and best business practices.
Contrary, private and institutional investors seekthe
ways for reducing up-front and operating expenditue
not taking any risks.

The world’s streamlines

The world’s practice shows that countries tend dopa specific
types of SERs according to their stage, or levdl, eaonomic
development (table 7). Relative newcomers to SE&ams, such as
numerous economies in Africa, are using SERs i stanufacturing,
industrialization and exports. Many more econontieg are advanced
use zones to stimulate industrial upgrading. Imdition economies,
technology-focused zones are important.

Level

High income
economies

Upper
middle-
income
economies

Table 7

Typology of special economic zones

Objectives

Provide an efficient
platform for complex
cross border supply
chains;

Focus on avoiding
distortions in the
economy

Support transition to
services economy;

Attract new high tech
industries; Focus on
upgrading innovation
capabilities

26

Types of zones

Logistics hubs free zones
only (not industrial free
zones);

Innovation and new industrial
revolution objectives pursued
through science parks without
separate regulatory
framework, or though
incentives not linked to zones

Technology based zones
(e.g. R&D, high
Specialized zones aimed at
high value added industries
or value chain segments;

Services zones (e.g.
financial services)



End of Table 7

Level Objectives Types of zones
Middle Support industrial Intense industries (e.g.
income upgrading; Promote GVC automotive, electronics);
economies integration and upgradin¢ services zones (e.g.

Focus on technology business process
dissemination and outsourcing)

spillovers; Specialized
zones focused on GVC

Low income  Stimulate industrial Multi activity zones;

economies development and Resource-based zones
diversification; aimed at attracting
Offset weaknesses in processing industries

investment climate;

Implement or pilot
business reforms in a
limited area,;

Concentrate investment in
infrastructure in a limited
area,;

Focus on direct
employment and export
benefits

Source:World Investment Report 2019: Special Economic Zordew
York and Geneva: United Nations.

The Special Economic Regimes follow to four forroa$ of the
economy. High-income economies provide an efficiptatform for
complex cross border supply chains and preventistprtions in the
economy. In high-income Asian countries, e.g. tlepublic of Korea,
the United Arab Emirates, for example, zones thaewvinitially intended
to attract export-oriented manufacturing are nowediifying towards
services and vertical integration, whereas in Lakmerica and the
Caribbean, SERs that initially focused on warehaysind logistics only
have evolved towards manufacturing and services

Upper middle-income economgrovides support for transition to
services economy, new high tech industries withusoon upgrading
innovation capabilities. Technology based zoneg. €&&D, high-
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specialized zones aimed at high value added inesistr value chain
segments are common vehicles of development i tbagntries. Middle-
income economies have focus on technology disséiminand spillovers
with specialized zones focused on global value nshal.ow-income
economies make focus on direct employment and ekpogefits.

Note: numerous economies are using SERs to start
manufacturing, industrialization and exports. Many
economies that are more advanced use zones [to
stimulate  industrial upgrading. In  transition
economies, technology-focused zones are important.

Various countries have created SEZs to promotestouor tourism-
related industries: examples include BangladeslinaChndonesia, the
Lao People’s Democratic Republic, Malaysia and tReissian
Federation. Others, such as Uzbekistan, are comgjdhe creation of
such zones. In countries such as the Republic akdotourism is
allowed in combination with other activities (eig.zones catering to
health tourism). Countries using SEZs to promot&ison do so for a
number of reasons:

a) SEZs have administration companies that can lotek afvestor
needs, especially in countries with no one-stogpsho

b) tourism zones, given their confined and homogemausre, can
offer a better framework for integrated resort dedure community
development;

) tourism zones can also be a conduit to bring irciipdoreign
investors (such as Chinese investors in the SEAdRaikal in the
Russian Federation);

d) environmental protection and sustainable, greereldpwment
(including ecotourism) can be better administerethe confined.

The Russia’s streamlines

Paying attention to the Russia’s practice, the trgusince 1995 had
passed step-by-step five phases of the speciahesgévolution:

1. Industrial revitalization in 1995, which launchetiet special
economic zones, doing strong emphasis on induseibrs, e.g. general
machinery, automotive assembling, oil extractiomggent, so on.

2. Technological upgrade of the economy when in 20&5é¢chno-
parks, science parks and innovation clusters pnodpad been launched.
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3. Regional disproportion erasure in 2015-2018 whendgpecial
legislative acts were accepted for the RussiarERat, e.g. the advanced
development territories, free port of Vladivostok.

4. Import dependency erasure in 2022-2024 in majoudinzl
sectors with the special investment contract laumrhand direct
financial support of the key industries.

5. Establishing the international zones abroad inngaship with
the foreign governments.

The Russian Federation and Egypt signed an agréemiéarch 2018
to build the Russian Industrial Zone in the SuemaC&conomic Zone in
Egypt. This $7 billion investment, to be undertakethree phases, will be
built by a Russian industrial developer and is etgmeto be finalized by
2031, providing some 35,000 direct and indirecs jiobEgypt.

In Russia the pace of newly established SEZs aatete from the
second half of the 2000s onwards, especially dwer2015-2019 period,
due to the creation of Territories of Advanced Depment (TADs; also
called advanced special economic zones), as angspo the global crisis
(fig. 3). The rapid expansion of the number of zoakso included failures —
11 zones were abolished between 2010 and 201 /hd@ime same period,
SEZ programs also went through a rapid expansi@f other economies in
the region, although the vast majority of SEZ$megion are concentrated
in the Russian Federation.
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Fig. 3. Number of tenants and employees (thousanR)ssia’s advanced
Development territories (accordingly Ministry ofngince)

29



Revenue of residents of the ADT in the Far Eadteueral District,
who entered into the perimeter of territory, ineeghin 3.1 times from 2017
to 2022, the number of residents increased in in8st the amount of
capital investments increased in 4.1 times, the bhaunof employees
increased in 2.2 times. At the same time, in 2828pite an increase in the
number of residents and an increase in the nunilemnployees by 11%
compared to 2021, the total volume of capital ihwesits decreased by
15,8% over the same period.

The Russian Federation, which accounts for ovepéfGcent of the
region GDP, hosts more than half of the 237 zondhké region. Russia
has a complex network of different types of zomeduding:

a) two wide-area zones (Kaliningrad and Magadan);

b) 26 SEZs falling under the SEZ law adopted in 2005;

¢) innovation Centre Skolkovo, which applies SEZ peges
according to a 2010 law;

d) 100 TADs in the Russian Far East and in singlestrgutowns
(also called mono-towns);

e) Free Port of Vladivostok, consisting of at leastefisubzones
(ports).

Comparing practice of Russia and the developingtces, it is worth
to note, that just a few transition economies HalZ&s, which cover large
areas. The large surface areas of SEZs in songtimareconomies reflect
their availability of land and the focus of somene® on resource-based
industries (e.g., petrochemicals zones requirdiela large surface areas).
SEZs in the region vary significantly by size, namsbof tenants, industry
focus and governance models (public versus privatgvement). Export-
oriented zones tend to attract mostly foreign firmbereas zones geared
towards regional development, such as those iRtissian Federation, host
mostly domestic firms. At the end of 2019, only @& cent of the 656
resident firms in the Russian Federation’s 26 zesé&blished based on the
SEZ law were foreign affiliates, but they accounsesne 60 percent of
investment.

Note: The large surface areas of SEZs in some tratien
economies reflect their availability of land and tle focus
of some zones on resource-based industries, €.g.
petrochemicals zones require relatively large surfee
areas.
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SEZs in transition economies tend to focus on gdner
manufacturing, although in the Russian Federatiechnology-oriented
zones also play an important role. In addition, fhessian Federation
hosts nine tourism zones. The SEZs' industry foofien reflects the
host countries’ industrial traditions and resowendowments. Due to the
recent addition of 82 single-industry cities am@tgZs, more than half
of the zones in the region now focus on a spedifitustry. Tourism
SEZs offer similar advantages as SEZs in manufagfurcustoms
reduction on capital goods, tax benefits, infragdtite support and
facilitation of business registration. Given theadtteristics of tourism
(mostly bound to certain locations of natural bgaut cultural value),
most countries do not consider SEZs a policy taolptomote the
industry, relying instead on general incentivesesobs or for the
development of remote or underdeveloped areas,thwr clustering
techniques.

Government monitors and evaluates SEZs in seve#Xxes:
industrial production, technology innovative, t@mi and recreational, as
well as ports. The law establishes six indicatérSEZ efficiency:

a) investment attractiveness;

b) business environment;

¢) infrastructure provision;

d) availability of land resources;

e) SEZ residents’ investment activity;

f) information transparency of the SEZ website.

The evaluation is carried out annually and produmese rankings
along the criteria. The process has served masttydate peer pressure
on underperforming zones and the regional autleritf the area in
which they are operating. Consistent underperfasmbave been
removed from the list of SEZs and have been shutnddJsing this
mechanism, 11 zones were closed between 2010 47d 20

The revised resolution of 2018, having adopted #dogbphy of
broader impact assessment, adds four pillars faluation:

1. Performance of residents of the SEZs.

2. Profitability of federal, sub-national and localvastment in
engineering, transport, social, innovation and otlefrastructure
objectives of the SEZs.

3. Performance of the SEZs’ governing bodies.

4. Effectiveness of the planning for SEZ creation.
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These general indicators are constructed from b8ralicators. The
evaluation methodology is differentiated by typezohe.

Conclusions to Chapter 2

A country’s industrial strategy should dictate ttype of SERs and
the services provided to investors. Any model mayeigte indirect
economic benefits and can exert positive exteraalibn the rest of the
economy. They also provide an opportunity for golkxperimentation
and learning. The quality of port infrastructuredastreamlined customs
procedures typically play a more important role foms integrated in
global value chains than companies sourcing theputs locally and
serving the domestic market. In this regard, comsitions should be
given to the country’s competitive advantage asdsiage of economic
development.
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Chapter 3. THE RAPID DEVELOPMENT
TERRITORIES

Special Economic Regimes go by many different nanmetuding
advanced development territories, free economicegoriree ports,
export processing zones, industrial parks, and conmeany varieties.
For diligent learning, we intentionally classifiedgimes in several
groups. First group, spatial related regimes, @gglomerations,
zones, parks and other territories. Second groperation related
regimes, e.g. investment contracts and domicilbtsigwhich do not
require land allocation. Each regime has a distiegulatory, but all
aimed at rapid development of a territory or anneeoic sector.

In Chapter 2 we mentioned that large surface acdaSEZs in
some transition economies reflect their availapilf land and the
focus of some zones on resource-based industrigspetrochemicals
zones require relatively large surface areas). SBZke region vary
significantly by size, numbers of tenants, industiycus and
governance models (public versus private involvetneS8peaking
about the rapid development territories (RDTSs),treglitionally refer
to those projects, which assume lands developmanthe ventures
and urbanization projects.

In Russia, those include the special economic zorthe
advanced development territories, free port of adtok, and the
regional investment projects. Rapid or advancetusteneans, that a
territory should perform leading indexes and outdtag outputs in
comparison to other territories. It based on asgionpof efficient
resources (labor, capital, natural) allocation andst respond the
guestion — is the input distributed to its highesiue?

Rapid development territories is a class of ecomospatial
agglomerations aimed at advance innovative and aswsile
development of a territory, or economic sectora@roup of entities
(a regional cluster) integrated as a whole with teqolate
infrastructure and the human inhabited environmémnt,example,
Advanced Development Territories, Free or Speci@ori®mic
Zones.
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Note: Rapid development territories is a class of a®nomic
spatial agglomerations aimed at advance innovativ
and sustainable development of territories, of
economic sectors, or a group of entities (a regiohg
cluster) integrated with up-to-date infrastructure and
the urban areas.

1)

154

Advance Development Territory (ADT) — is a modeltbé rapid
development territory aimed at front-edge technylogjects in selected
sectors, or a multi-sectoral development speciafifablished for the
Russian Far East. International Advance Developméetritory
(IADT) — is a trans-border form of economic clustewhich aimed at
large international project in consuming sector.

The role of RDTs is erasure barriers between dllocaof labor,
capital, natural resources and technology withiregion or national
wide. The spatial growth begins from the clustefeaf due a
geographical concentration and cooperation of coriaefirms around
an anchor enterprise. That is not a new idea. Dmeeaption follows a
Soviet era model so-called “territorial industriebmplexes”, well-
recommended and effective form of funds concemtnadind distribution
among the integrated projects.

In the home economy and worldwide, territories widgimes
that depart from national rules, are necessarilylipunitiatives. The
development, ownership and management of individaahes,
however, can be public, private or a public-privptetnership (PPP).
Private developers are often engaged to minimizéainpublic
outlays and to access international expertise imezalesign,
construction and marketing. RDTs management andsagg can
involve various government levels (local, regionatational),
investors and businesses operating in the zone,nanterous other
stakeholders, such as financiers, industry asdoomt and
representatives from local communities or othereri@st groups.
Numerous governance models exist, sometimes withm same
jurisdiction, and the choice depends on the obyjestiand desired
strategic focus of individual territories.

Focus at rapid development territories
in the Russia’s Far East

Rapid development territories, such are the spec@omic zones, the
advanced development territories, free port of Wiagtok, and the regional
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investment projects had primarily been represeiaiethe Russian Far East
(RFE) with a scope of the economy revitalizatiocirfg to unconditional
impact of the risks in the transition period. Sbiyvthe Russian Far East is
at focus of the policy makers?

The region is on a crossroad of the North-East,AslzEere a large
volume of the world’'s GDP is produced, transferegdl consuming. It
concentrates major world’s transportation routed eonsidered a major
energy supplier for the growing economies of thgioe For Russia, it
serves as prospective transshipment processing Wutb,one specific
constrains these prospective plans. The regiquratiadly large and seriously
under invested. Existing railroads and the seapant®ut of capacities and
should be extended critically to meet the shippeegjuirement. In
comparison to the central Russia, every squareahds territory requires
additional investments into roads, engineerindifas, energy supply, and
the human environment. Investing in the regiortilisrisky and low return
on investment is the specific due it. As we memibrearlier the rapid
development territories aimed at intensive andrioald growth of a group
of enterprises within a territory of a several maodhectares up to 3—
4 thousand square kilometers. The specific of pns&s may reflect mono-
sectoral or multiple objectives as processing alb age customer related
services. Typology of regimes based on three faet@pecific of functions;
objectives; preference vehicles (table 8).

Table 8

A simple typology of rapid development class territries/regimes in
the Far East of Russia

Type/Regime Sectoral objectives Preference It lote; o
vehicles ventures
Tax
investment 23 (The Far
Advance loan, low rate East of Russia)
Development  Multiple/Shipbuilding, tenancy, plug-
Territory Agriculture/Chemicals and-play land 92 (OFh’er
(ADT) plots and RUESIERS
physical regions)
infrastructure
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End of Table 8

Type/Regime Sectoral objectives Preference Lot o
vehicles ventures
T 10 (industrial

investment type) _
loan, low rate 6 (innovative

Special Industrial, mostly s

Economic assembling, tourism, ;ennd‘%nfg' f’;‘;g ype) .

Zone (SEZ) logistics, innovations play 7 (recreation
plots and type)
physical -
infrastructure ;Lyr(Jlg)glstlcs

Exemption or

Free Port of Sea ports and low tax rates, | 20

ECITOELS EEDEEET free customs  municipalities
(FPV) infrastructure : P
regime
Exemption or
Regional Multiple, mostly low _tax rates,
) 4 low-interest
Investment extraction of mineral . L 66
: financing in
Project (RP) resources :
physical
infrastructure
Physical and Low rate
Infrastructure . ) i
Support (IS) Fransportaﬂon _flnancmg 70
infrastructure infrastructure

Source:by author.

Since 2017, equity investment into the residentgjgets in the
Russian Far East, due to statistics, has incraasé® times to 2024. In
the same period, number of employees grew in Inégj operational
revenues were growing twice. Despite to the optimigndexes, the
operating shortcoming budget revenues (debt tdettheral budget) have
increased from 2,5 billion rubles to 23,7 billionbtes (9.4 times).
Capital investments in Russia’'s advance developmemtitories
(accordingly AS Efficiency of Preferences), excek880 billion rubles
(2021), though dropped to 450 billion rubles in 2@fg. 4).
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Fig. 4. Capital investments in Russia’s advancelbgment territories
(accordingly AS Efficiency of Preferences), billiaubles

Since 2014, twenty three Advance Development Deieet have been
established in the Russian Far East and ninetyiriwather regions. The
revenues of the residents (fig. 5) in Russia’s adealevelopment territories
(accordingly AS Efficiency of Preferences), wereovgng steady and
exceeded 470,0 billion rubles (5,662 billion USD).
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Fig. 5. Revenues of the residents in Russia’s attvdevelopment territories
(accordingly AS Efficiency of Preferences), billiaubles
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The output (share, %) of Advance Development Tawri{ADT) in
the gross regional product in 2022 was estimated 8r8,26. Sectoral
specialization represents the shipbuilding, chelsjcagriculture and
other economic spheres integrated with the up-te-éagineering and
transportation facilities, settlements, customervises, which must
inspire the agglomeration processes in the soutbgibn.

The preferences vehicles for residents of the Adedbevelopment
Territories include the fiscal investment loan etazinterest rate within
8-10 years redemption, low rate, or no charge ®naplug-and-play
land plots and physical infrastructure at site,glinwindow clients’
services. The set is approximately the same forrdpé development
class territories in the Far East of Russia, théemince is only in
functional specifics and sectoral objectives (tal@e9).

As expected the rapid development territories cae g boost to
investment, exports and jobs. However, they artheeia precondition
nor a guarantee for above-average performance ogigfo direct
investments and global value chains participafidgre overall impact on
economic growth tends to be temporary: after adbujl period, most
territories grow at the same rate as the natioc@mh@nies. Anyway, they
are a key investment promotion tool and can playnggortant role in
attracting direct investments.

Note: Unfortunately, the impact on up-front capital
investments and especially on additional investmesit
is without special economic measures is hard to
measure because data are scarce. RossStat |or
international statistics do not track investment inthe
special zones separately from the outside, and they
mostly do not register foreign investment flows
separately.

A functional dimension of the rapid developmentriteries in
Russia shows distinctions between regimes (tablelrtead of an
individual offering, the RDTs represent “a packageference set” of
benefits for residents, along with the administiasupport.
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Table 9

A functional dimension of the rapid development teritories in the
Far East of Russia

Type/Regime Function/Objective Main outputs
Advance Strategic focus on industrial  Agglomeration effect,
Development sectoral development, busines industrial and urbanity
Territory clustering, physical zones extending/
(ADT) infrastructure, industrial and  pmass employment/

residential land development. Lo
Migration at zero

point
International  Trans-border cooperation, A zero red tape
Advance changing patterns of stipulations for
Development international production. business.
Territory | Growth of
(IADT) consuming
Special Added-value proposition for  Renovated industrial
Economic investors, building, diversifyin¢ base/Extended

Zone (SEZ) and upgrading industries by  customers’ related
attracting investments and bes services/
practice governance Advanced

competencies

Free Portof  Strategic focus on the Renovated cargoes’

Vladivostok international cargoes’ processing,

(FPV) transshipment and related warehousing
infrastructure engineering facilities

Regional Focused on multi-sectoral A zero constraints for

Investment economy, high return home and foreign

Project (RP)  commercial, but risky projects direct investment.
support

Source:by author.

Through adequate infrastructure and best practiegy can to a
certain degree compensate for an adverse investnolintate.
Unfortunately, the impact on up-front capital intreents and especially
on additional investments that would not have batracted without
special economic measures is hard to measure leedates are scarce.
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Ross Stat or international statistics (including@MD’s FDI data) do
not track investment in the special zones separatah the outside, and
they mostly do not register foreign investment #oseparately.

For example, Advance Development Territories regmediscal
investment loans, low rates tenancy, plug-and-péend plots and the
entire physical infrastructure. Special Economicn@® (SEZs) are
offering similarly the same, but some distinctioaesist. While the
strategic point of the Advance Development Ten@®iis mainly large-
scale industrial projects, the Special Economicegorargeted at middle-
size ventures, presumably in the consuming andntelie services.
A mixed new model of International (trans-border)dvance
Development Territory (IADT) announced in 2023 isirgy to be the
first in Russia large-scale free trade and proogszbne.

The nature of rapid development territories in RaissFar East is
distinctive. They have a strategic focus at setueaelopment (mainly
industrial), ventures clustering, physical infrasture, engineering
facilities, and the urbanities projects. The ideaswn concentration
investments within a localized territory with lowate tenancy, plug-and-
play land plots and available physical infrastroetut gradually must
erase disproportion between various regions ingefraccess to capital
and establish takeoff points, which might stimultiie agglomeration
processes.

Note: The rapid development territories in Russia’sFar East
have a strategic focus at sectoral development (nmdy
industrial), ventures clustering, physical infrastructure
and engineering facilities modernization, and, intie last
days, the urbanities projects.

As we mentioned, the rapid development territosyaa economical
form of interaction between business and publictitint®on has
constraints. Constraints factors of applying ragggelopment territories
in Russia’s Far East, we should notice, are thé& nex

Making a diligent assessment of efficiency the @mefices is a
tough process. About 80 of the up-front investments in the advanced
development territories in the Far Eastern Federstrict attracted into
large investment projects with sum of capitalizatover 100 billion
rubles, which additionally apply other tax benefitsd non-tax support
measures in addition to those provided for by tH&TAfor example,
fiscal deductions for petrochemical projects).
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That's a fact the idle interaction between regiomalecutive
authorities and local self-government with busin&ss assessing the
economic efficiency of an investment project plahnefor
implementation and there is no system of respditgibjincluding
financial) of the subjects of the Russian Fedenasiod the management
company for failure in achievement the indicatamsvpusly established
in the agreements.

It is hard enough to confirm the sources of debaricing for
investment projects planned for implementation ooreferential basis
(bank guarantees are provided in case of obtaigisiglent status before
signing the relevant agreement). There is an itiefit use of federal
budget funds due to the construction of unclaimeétastructure
facilities, as well as risks for the federal budigeterms of providing tax
incentives for projects whose probability of susfekimplementation is
low.

The respond might be a newly announced for theERat of Russia
model of concession which reflects a specific inbljguprivate
partnership (PPP), that imply a legal reciprocdigaltions of public and
private sectors to build and operate a real esttephysical
infrastructure. The government compensates to iakesip to 100 % of
the estimated expenditures in the infrastructui fanilities within 10—
20 years if the facility put into operation. It asges, that new
mechanism will allow compensate risks of “uncetdin and
substantially increase the volume of financing iinfoastructure projects
and attract up to 500 billion rubles by 2024.

Due to abundant natural resources, the new mechawfipublic-
private partnership will also be interesting in thevelopment of related
and supporting infrastructure for large mining,usttial, and processing,
logistics facilities. In particular, some investonsll be interested in
projects in the social and communal energy seutbile other ones will
be interested in transport and engineering infuatitre for industrial,
logistics and resource-producing enterprises.

Conclusions of Chapter 3

Going to conclusions we should bear in mind, thedlve of the
rapid development territories is acceleration ok tbconomic system
national wide. Functional distinctions reflect tlessence of problems,
for example, red tape or unreliable electricity plyp considerably
increases the cost of doing business. All of tlwesstraints are present
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in low-income countries, but their prevalence magy\from one country
to another. By granting land for industrial actig$, providing high
quality infrastructure, and streamlining bureaudtat procedures,
Special Economic Regimes have the potential to cowee these
distortions.

Sources and literature to Chapter 3
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Chapter 4. THE SPECIAL ECONOMIC REGIMES
MISCONCEPTIONS AND CRITICISM

Free economic zones differ substantially among etoes at a
different phase of growth. In matured economiesestnzones are
customs-free. Their role is provision the reliebrfr tariffs and, more
important, from the administrative burden of custoprocedures, in
order to support a complex cross-border supply chan developing
economies, in contrast, the primary aim of zonegeiserally — to build,
diversify and upgrade industries by attracting isiveents.Developing
countries are typical subjects to a wide range @frkat failures and
misconceptions. Political constraints, economictutizances, or high
up-front investment costs may lead to a bankruptdfie project.

First attempt of making the Russia's free tradeeztwad failed
despite to all attempts to push the market transdtion on. So-called
free economic zone of Nakhodka was first Russiaternational free
trade seaport with a special regime, which evehtuddd to in
bankruptcy in 2005 facing to a number of reasonggislative,
bureaucratic, and macroeconomic. In 2011-2014naienal legislation
had been critically improved to secure equity itvesats in a volatile
Russian market. In the Russian Federation, therenare than 130 SEZs
established under several SEZ laws.

The Federal Law on Special Economic Zones adoptezD05 is
a generic legal framework for the establishment apeération of four
major types of SEZs: industrial, technological,ristic and logistical.
It aims to develop targeted sectors and industiiée law provides
customs benefits and financial preferences atehbergl, regional and
local levels, and facilitates administrative progessk. It stipulates
that the establishment of an SEZ require a fedpmakrnment decree.
As of April 2019, there were 26 such SEZs operatmthe country.

In addition, the regional development policy ipported by the
Federal Law on Territories of Advanced Social-EaoitoDevelopment,
which distinguishes between two types of territorief advanced
development. As of April 2019, there were 18 suahitories in the Far
East part of the country that run by the publicitgnt)SC Far East
Development Corporation. The law also allows
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for the establishment of “single-industry town” riwries of advanced
development, which are confined to municipal bouredaand operated
by local authorities. There are 89 territories luditttype. Furthermore,
some additional federal laws have set up specifieg and regulate all
aspects of these SEZs' operations without needmglementing

decrees. Their aim is the development of speaiipans.

As we mentioned in the Chapter 3 the Russian Fsar iEdarge and
under invested, so it has own legislative regutatimvesting in the
region is still risky, low return on investment tise specific due it.
Existing railroads, and the seaports run out ofacdijgs and should be
extended critically to meet the shippers’ requéstcomparison to the
central Russia, every square inch of its territoeguires additional
investments into roads, engineering facilities, rgpesupply, and the
human living environment.

Note: every square inch of territory requires some
additional investments into roads, engineering
facilities, energy supply, and the human environmen
Investing in the Russian Far East is still risky ad low
return is the specific due it.

In the beginning of 90-th XX century ideas of editiing a free
trade zone at sea ports of Nakhodka and Vostochere waring but
reasonable. Vostochny sea port was built with te@irassistance of
Mitsui and Sumitomo intentionally for trading coahd timber with
Japan and for the intermodal container transshipnfiemm North
America and Japan to Europe. The place was a dmrfiai largest
home fleets of PRISCO (tanker fleet) and BAMR (&sh vessels),
the zone possessed the first class shipyards aepgwater berths.

In 1990-1992 the zone accommodated the world laggespanies
Hyundai, P&O Australia, Links/Sea Land, Cable & @fiss, Sumitomo.
The focus was at stevedore services, satelliteaglebephoning, timber
processing and consignation warehousing. The resideek “the easier
access” to enter Russian market more, then “noomsstduties paid”
because, in fact, not any juridical act was effectiegarding off-duties
regime.
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Note: In 1990-1992 free zone Nakhodka accommodatéide
world largest companies Hyundai (trade operation,
lumbering concession), P&O Australia (stevedore
transshipment operations), Links/Sea Land
(expeditors), Cable & Wireless (mobile satellitg
telecommunication),  Sumitomo  (timber trade
operation).

Prospectively in the free zone must be allocatedBrio parks with
foreign capital specialized in assembling, textbended warehouses,
but incompetency and idle governance led the foeee 20 bankruptcy
de-jury in 2006 due to finance losses in infradtrces projects. However,
de-facto yet in 1998 the financial crisis had sepphe infrastructure
projects, and the bureaucracy absorbed the ingiatDelay with the
accepting of legislation base did the preferencetegall.
Misunderstanding of the market ideas, the hypeiigih, failures with
catching up the investments and advanced skillgjenthe free zone
ineffective.

However, the opportunities were visible (table 1@plitical
uncertainty and hyperinflation hit severely theefemne. The preferences
were inadequate to compensate the risks and didatabce the threads.
High returns on equity investments seen more hwtimdly than
realistic because of absolute uncertainty — palitibusiness behavioral,
mental.

Table 10

Investors’ balance of interests in Free Zone of Ndlodka

Access to M&A market and

. voucher privatization, . Custom duties and tax

é Seaports Vostochny and § postponements, but were

g Nakhodka, = illegal

S equity investment and value @  Brown fields for

S  added projects, e.g. Q@  industrial residents

©  telecommunication, & declared, but not
distribution sector, financial executed
services
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End of Table 10

force

:c-‘g Political uncertainty,
%, Undervalued assets, D Hyperinflation,
£ High return on dollar = No acceptable
g investment hypothetically, % legislation,
g Cheap and educated labor ¢  Bureaucracy and
= 0
4

incompetency of
management

Sourcesby author.

Anyway, the free zone did the endowment in busin@sstice of
local enterprises giving them lessons of marketneoty. Although
Special Economic Zones are widely used in the natieconomy, there
is no still any success story in the Russian Fast.Haespite to all
attempts to revival logistics free zone in Khabakiy krai, industrial
and recreation zones in Vladivostok, they all haifesed fiasco, because
just a fewer tenants were interested in locatio agmeferences.
Contrary, closely located China, alone hosts owaf bf all Special
Economic Zones in the world. Other countries of tégion including
India, Laos, Vietnam, and the Philippines have msitee measures
aimed at creating special incentives for businestigities free of burden
and additional hidden obligations.

Conclusions

Learning the lessons of free zone of Nakhodka weoaclude, that
hyperinflation made economically impractical angky the investment
into the projects financing from the federal budfpetns following the
agreement with the Russia’s Ministry of Finance.

Skeptical view at the efficiency

Is it evidently that the preference driven econoisygiving the
efficiency? According to Foreign Investment Advis@ervicé, only a
few large rapid development territories (RDTS) coattract significant
amounts of investment and generate a large shangpoftts, while many
others, often smaller zones, remain relatively timac One or two

! Foreign Investment Advisory Service is a subdiisdf the International
Finance Corporation.
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territory can significantly affect a country’s figa direct investments
and export performance.

For the last several years, the skeptical attenitomrds the special
regimes has been constantly growing. The reasogardeto low
viability, because most developed economies ddhawe the territories
apart from the public programs. The business enmient in these
countries is considered sufficiently attractiveg amany offer alternative
policy schemes to facilitate trade in cross-bomslguply chains, such as
duty drawbacks or systems of bonded warehouse®n8eeconomies
that face particular geographical challenges hawiteld resources to
create zones, and their locations often make theldement of export-
oriented manufacturing less viable.

Note: economies that face particular geographical
challenges have limited resources to create zones)d
their locations often make the development of expbr
oriented manufacturing less viable.

Another skeptical opinion arose regarding finanieiency of the
preferences. According to estimations of Russiaigidity of Finance,
about 35 investment fiscal benefits and preferenta regimes are
currently applied in the home economy. Over the pa®ars, the sum of
budget shortfalls due to provided investment anefgpential fiscal
regimes has increased from 0,8 trillion rubles 012 to 2,0 trillion
rubles in 2021, which is about 260f the expected total expenditures of
the federal budget.

From 2017 to 2022, the total amount of shortfalbirdget revenues
of the budgetary system of the Russian Federat@rrésidents of INL
who entered the perimeter of the analysis) inctdsam 4,4 billion
rubles to 56,4 billion rubles (12.7 times), incloglifrom 2,9 billion
rubles to 23,0 billion rubles (8.0 times) for tagnefits and from 1,5
billion rubles to 33,4 billion rubles for non-taxEport measures (21.6
times). Thus, in 2022, the share of tax benefitd aon-tax support
measures in the total amount of shortfall in budgatenues of the
budgetary system of the Russian Federation fodeess of this INL
who entered the perimeter of the analysis was %0&nd 59,2,
respectively (fig. 6).
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Thus, in 2022, the share of tax benefits and nosdpport measures in
the total amount of shortfall in budget revenuethefbudgetary system of
the Russian Federation for residents of this INlowhtered the perimeter
of the analysis was 408 and 59,20, respectively.

First, there are a significant number of individimiestment tax
benefits and preferential tax regimes that oventatheir objective the
regulatory, which, among other things, can leatb¥o efficiency of the
government’s policy and complicate its administmati There is no a
methodology for determining priority sectors of tleeonomy (for
example, those which not represented in some péaticegion) for the
purpose of attracting new residents to extend tegegential regimes and
diversifying the structure of activities.

Second, a number of taxpayers have declared a kmsicode,
which does not correspond to the initial code aneenic activity. For
example, most rapid development regimes are aiméd tha
manufacturing and high technology sectors of ttmnemy, but instead
taxpayers engaged in leasing, warehousing or or@ngiactivities,
doing business operations, as the legal residentsey own way. Most
taxpayers, applying the Individual Fiscal PrefeemsndIFP), do not
accept any legal obligations (for example, in terofisprovision the
outputs). According to a number of IFP, up to%d®f taxpayers are
excluded from the fiscal analysis due to frauds aegligence in
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submitting the accounting statements. At the saimee,t existing
penalties for the fraud do not lead to improvemeinthe information
provided.

Finally, there is no system of penalty (includinigahcial) for
negligence to obligations and indicators stipulatedhe agreements
with the Russian Federation, or development irtftitg, or management
companies.

The Accounts Chamber of Russia critically notese tBpecial
Economic Regimes, including rapid developmenttteres, have a positive
impact on employment, but did not stop populatiatflow. They have not
still become a driver for the Russian economy, taed role has just over
estimatedDirect and indirect economic contributions of SESReuld be
weighed against their construction and operatirstsco

Note: Though,the Special Economic Regimes did not stop the
migration outflow, they still have a chance to beaoe a
driver for the Russian Far East economy.

Factors that can negatively affect the financial fiscal viability of
any zone include:

a) high up-front costs due to over-specification;

b) subsidies for zone residents;

c) transfers to zone regimes of already operatingsfirm

d) illicit financial flows.

Growth of economic activities within the Special oBomic
Regimes does not necessarily ensure that the spegimes make a net
positive contribution to the economy, because zomeg/ rely on
significant government subsidies. Special regimestonomic
contribution should thus be weighed against theuees they receive
from the public sector.

Note: We need not rely, that the special regimes rka always
a net positive contribution to the economy, becaus
zones may rely on significant government subsidie
Special regimes’ economic contribution should thube
weighed against the resources they receive from the
public sector.

D

"2}

Subject for skepticism is a real endowment of samees in the
national economy. According to the UNCTAD, spe@abnomic zones
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remain enclaves with few linkages to the rest eféahonomy. The reason
is a relatively high import intensity of some oktindustries common in
zones, such as apparel, footwear and electronibe fEndency of
multinational enterprises to establish affiliateszones leads to reliance on
internal suppliers or on suppliers that are alreedyheir international
network as part of global sourcing strategies. fidw reason is a scarcity of
competitive local suppliers in relevant industrdesr unawareness of their
existence by zone-based firms. Local firms in mdayeloping countries
may lack the capacity to serve zone-based investoay not produce
according to the required standards or may strugglEccess zone-based
firms.

Special economic regimes have long been critioizest the world for
negative social and environmental impacts. Themeat of women, labor
standards and working conditions in zones has béaghlighted, as have
pollution and misuse of land. Common concerns ciggrlabor issues
include the suppression of core labor rights @lective bargaining), poor
employment conditions (e.g. working hours, healid aafety standards),
lack of training or skill upgrading, use of traisge lower wage costs, and
exploitation of women (e.g. lower wage levels, latkhildcare, inadequate
rights during pregnancy).

On the one hand, as enclaves of differential réignlazones can
reduce the pressure for governments to pursueuiffiationwide structural
reforms. On the other hand, zones can serve atatagulaboratories by
allowing countries to test different policies andwnapproaches, with
successful experiments serving as a catalyst fontgawide policies. China
is well known for using SEZs to pilot economic pas that later have been
introduced across the country. Zones have been aseullots in other
regions as well, including South and West Asia,rel®EZs have been used
to test the liberalization of foreign ownershiptriesons. The fiscal and
financial viability of SEZs and their overall sustble development impact
are both equally important.

Governments may well accept bearing the fiscalléuiof zones for
some time in order to support industrial developtra)ectives and to
spur broader business reforms. Yet they cannotesldi cover the costs
of zones that do not pay for themselves througlectiiand indirect
economic contributions that lead to higher fisealenues. Zones that are
not run on a cost-recovery basis or that entailiB@ant subsidies are at
higher risk of becoming financially unviable. Ul@tely, a positive
overall sustainable development impact contribtegradual industrial
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transformation. This implies that the role of SE¥®ds to evolve over
time. The economic activities within zones shouldrige, along with the
emphasis that governments place on different prthe cost-benefit
analysis.

Note: Governments may well accept bearing the fistdurden
of zones for some time in order to support industal
development objectives and to spur broader business
reforms. Yet they cannot endlessly cover the costé zones
that do not pay for themselves through direct andridirect
economic contributions that lead to higher fiscal evenues.
Zones that are not run on a cost-recovery basis dhat
entail significant subsidies are at higher risk ofbecoming
financially unviable.

Conclusions to Chapter 4

Linkages between zone-based investors and donsestdiers are
important not just to transmit technological andllskspillovers that
support broader industrial development. They arsoalmportant to
ensure that zones become bridges to structurakmefio the broader
economy, as investors interact with the local besinenvironment and
local firms indirectly experience business climaféhis is the key
rationale for the continued use of Special EconoRa&gimes in the
recent wave of new industrial policies.
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Chapter 5. THE RUSSIAN TAX HEAVEN
AND INNOVATION ZONES

Since 2022, when the sanctions had been tighteoedRdssia’s
economy, large foreign providers of customer relatervices began
interrupting accounting, lawyers, finance and mérigeconsulting services
for foreign companies with “Russian capital”. Fogei banks illegally
started blocking the accounts without any explamatin the result some
assets had been frozen. All these unfriendly stepsd process of
redomicilation of the “Russian “roots” companies der the Russian
jurisdiction in so-called Special Administrativegi@ or SAR.

The SARs’ located in the Russkiy Island (the Russ$iar East) and
island of Oktyabrsky (Kaliningrad region) since Aigf2018. The purpose
of SARs is providing the preferences and servidtractive for foreign
business, including those with Russian "roots".sTiriodel of Special
Economic Regimes has been legally launched in 20i8yas staying at a
zero point until 2022. From this point and on, tinenber of residents of the
Special Administrative Regions has being continlyogiowing.

At first sight, this model represents a simple k@aven, where the
international companies have unlimited opportusjtieut not only the
tax exemptions. Indeed, an international company lwa any foreign
legal entity, which is a commercial corporate oigation decided to
change the company personal law. Special requirenserthat an
international fund may be a foreign unitary legafity whose founders
are not its participants and do not participattendistribution of profits,
and also do not possess special rights. The ergerigrestablished for a
certain purpose and decided to change its perdanain accordance
with the procedure implied by such a personal laternational holding
companies follow the same rules like the intermaticompanies doing,
but with a special legal status in order to recéaebenefits [1].

Note: SAR is a territory where the legislative regne of “tax
heaven” is major incentive, but not only...
Redomicilation is a process of going a firm off adreign
jurisdiction and its registration accordingly to the
Russia’'s national legislation within the Specia
Administrative Region.
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For all residents of the SAR established the nesfiepences:

a) a fiscal base of business is valued at a markeevah the date
of redomicilation;

b) fiscal control regarding taxation periods “befoeelomicilation”
is prohibited,;

c) companies do not pay the tax on vessels aftertratjim in the
open register of vessels.

Additional preferences for all residents — tax ba dividends is nil,
if a foreign company of an individual are the besmsf incomes, the tax
is 5 percent.

Not fiscal preferences:

a) consultancy assistance before redomicilation;

b) “One window” registration;

C) permission to erect infrastructure;

d) rights to apply a foreign corporate legislation dancompany
charter.

Besides tax benefits the residents have accoumisn (fhank
deposits) with banks outside the territory of thes§tan Federation to
one's bank account (to bank deposits) at authobaedts, as well as the
right to transfer without limitation foreign curr@nand the currency of
the Russian Federation from its bank accounts (foamk deposits) in
authorized banks to its accounts (in deposits) atk® outside the
territory of the Russian Federation.

A minimal property endowment, established for psmoof
registration the personal international fund is &@ilion rubles.

Among 390 participants in Russian special admiaiiste regions
there are 388 international companies and 2 intieme public benefit
funds. Of these, 92 international companies (fig.wére located in
Russkiy Island on January 1 of 2023, and 100 tdobated in 2024.
Over 296 companies and 2 international social lefmindations are
located on Oktyabrsky Island. In the end of 2023premthan
332 participants were registered (331 internationampanies and
1 international public benefit fund).
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The total amount of investments accumulated in BB&Rs for
2019-2023, according to reports of management coi@pa had
amounted to 85 billion rubles (approx. 977 milliosD). According to
the Federal Tax Service of Russia for 2023, taxr@ts in two SARS
are about 24 billion 852 million rubles (fig. 8).
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Fig. 8. Total accumulated investment in Russia’&SAmillion USD

For Russia the SAR is absolutely new approachdoumulation of
funds for long-horizon low return projects in thasRian Far East. Since

L As of June 29, 2023.
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the beginning of 2024, additionally 90 new residemave registered in
the SAR, and the first international personal itwvest funds have been
launched. In the beginning of June 2024, 418 residevere already
registered in the SAR, including 410 internatior@mpanies, 2
international public benefit funds, and 6 interoaéil personal funds.
While the number of new residents is continuousipwgng, total
amount of tax payments for 2018—-2023 exceeded I188nb#92 million
rubles.

Territory (a domicile or legal address) for foreigpmpanies should
respond to some conditions:

a) easy access to M&A market information and no obsttcenter
the market, easy access to major global marketdrandportation hubs,
that minimizes business related transactions;

b) equal, or bigger returns (profits),or any oppotiuto gain return on
investment not less or higher in comparison with @inalogue enterprises
within a home market. In Russia those sectors diecland development,
residential and commercial real estate, distributisectors and the
customers’ related service, including financial;

c) a low risk principle implies that all risks are @snt and
affordable;

d) a strategic location close to key infrastructurdsige.g. ports
and airports) and close to labor pools is fundaaletd attracting
investors into the SAR.

Worth to note, that strategic location closely ®y knfrastructure
hubs (e.g. ports and airports) and nearby to l&roe is a fundamental
issue for attracting investors into the SARs. Seh&udies have shown that
closeness to ports or large cities is more likelggur region dynamism than
locating SAR in more remote areas. In fact, in nuEsteloping countries
with one or very few major urban agglomerations,dfstance to the largest
city is negatively correlated with zone performanicglicating that SAR
may not be the most effective tool for the develeptmof remote or
relatively poor regions.

SAR performance, as well as any other model ofepegice regime,
depends on an attractive business environment,udimgd good
infrastructure, an adequately skilled labor foroal @fficient services.
Although fiscal incentives and subsidies are imgartto attract
investors, SARs can be developed successfully withexcessive
reliance on incentives. In contrast, primary reastor the failure of
many unsuccessful programs are weak governancelenmprocedures,
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and insufficient infrastructure and services. Bifexdevelopment often
relies on pragmatically resolving problems randiogn slow connection
of businesses to utilities to a lack of public sport links for workers
living outside the zone.

Priority services depend on context, objectives iandstor profiles.
For example, being able to provide effective ségservices can be a key
competitive advantage in a SAR with extensive wauseig and logistics
operations. The attractiveness of SARs for invedwfurther enhanced by
the synergies and economies of scale that it cdimedehrough the
promotion of clusters and linkages with the locabremy. Vertically
specialized territory have a greater scope for rgj@s but multi-activity
zones can also promote cost-sharing arrangememtrewarehousing and
transportation, and shared services. Within largéi4activity zones, smart
co-location strategies can bring industries witheatgr scope for
collaboration physically closer together.

Matchmaking programs and training initiatives facdl SMEs
outside the zone stimulate linkages that are inapomot only for SARS’
broader economic impact but also for their longrtgarospects. Well-
designed legal and regulatory frameworks and ingiits, as well as
good governance, are vital to the success of a SAR.enabling legal
infrastructure (national laws, in most cases) sida sufficiently stable
to ensure consistent, transparent and predictabl@dementation of
policy. Also, SAR operating procedures should becpcal and
responsive to the needs of investors. The legahstriucture should set
out investment rules, institutional arrangemernssal incentives and tax
administration, licensing and regulation of busiexctivities, trade
facilitation and customs control, and dispute satdnt mechanisms.

The hints, which would effectiveness of the SARsharity
responsible for the enforcement of the legal fraorgwwill make or
break a SARs program. Independent agencies undearal of directors
including both public and private sector represivda have the better
record of accomplishment. Finally, good governasce the rule of law,
including effective anti-corruption procedures, aracial. Coordinated
promotion efforts between SARs authorities, devetspand IPAs are
important for an effective approach to potentialveistors. The
institutional set-up and the role of IPAs vary beén countries. In most
cases, IPAs do not distinguish their activities $%R from their other
investment promotion efforts. A joint effort couléad to targeted
initiatives for SARs; it would have the advantagenmore effective
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linkages with investment facilitation efforts inetlest of the economy;
and it would integrate SARs more seamlessly intiional investment

promotion strategies. Clearly assigned roles angoitant, separating
responsibilities for promotion efforts, approvabpesses, the granting of
incentives, and the monitoring of adherence to zmieies [2, 3].

Innovation zones

Like the rapid development territories, the innamispecial economic
zones come in different forms and under differaarhes. Abroad, the
science parks and innovation districts are the comforms, in Russia the
special economic regimes taking a form of terrébimnovative clusters, or
innovative special economic zones, and the Inmmvaiientre Skolkovo.
Most territories are not the Special Economic Zoresthey tend to lack a
distinct regulatory framework. Conversely, not aines that focus on
science, technology and innovation qualify as seiqrarks since they may
not have recognizable links to knowledge-based itutishs (e.g.
universities). A synergism of functional and prddspecial economic
regimes may have effect if the special administategion combine with
innovation zones.

The activities in science parks and high-tech zomssl to be
distinct. The science parks are focusing on thangercialization of
research and the incubation of start-ups, and tgk-tech zones on
scaled-up manufacturing in technology-intensive usides. The
Innovation Development Territories, we conditiogpathay place in two
groups, following the substance of their ecosystems

1. The science parks and innovation districts arectitglomerates
focusing on the commercialization of research amel incubation of
start-ups, e.g. San Francisco’'s Mission Bay, intiomacenters such as
Skolkovo and Innopolis in Russia. They tend to beowing,
transforming into a model of territorial innovatigtuster or innovative
special economic zone.

2. Localized at industrial sites, the science parkd t@ehno parks,
aimed at scaled-up manufacturing in technologyrsitee industries.

The difference is in specific role, if R&D conglorages have the
primary core — a university or institution, and ythere rarely gathering
ventures around, while the science park is a grotipndependent
enterprises united around an anchor producing mger As the
commercial chains these forms extended abruptl®0@8—2010 in the
wake of Michael Porter’s hints on the Russia‘s ecoyn
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The United Nations Educational, Scientific and Gurat
Organization (UNESCO) has estimated, that thereweer 400 science
parks by the early 2010-s. Nowadays, the roughmestin varies
depending on how such institutions are defined mhated, first. The
International Association of Science Parks and #re& Innovation
defines the aim of a science park as “promotingctiiure of innovation
and the competitiveness of its associated busisessd knowledge-
based institutions”. Relatively few entities mehe tcriteria for both
special economic zones and science parks.

Most science parks are not SEZs as defined inrégiert, as they
tend to lack a distinct regulatory framework. Casety, not all SEZs
that focus on science, technology and innovatialifyuas science parks
since they may not have recognizable links to keowé-based
institutions (e.g. universities). The activitiessnience parks and high-
tech zones tend to be distinct, with the formerugmeg on the
commercialization of research and the incubatiorstaft-ups, and the
latter on scaled-up manufacturing in technologemsive industries. An
EU report in 2013 estimated that there were 36énse and technology
parks in the EU member States, covering about 2&msquare metres
of completed building floor space and hosting some,000
organizations that employed approximately 750,080pfe (European
Union, 2013). The report estimates capital investnie these parks to
have been about €11,7 billion in the period 200022®f which €4,8
billion was public funding.

Much of the capital expenditure was for buildingrisg China had
established 156 high-tech development zones (HTsjhe end of
2017. Starting in the late 1990s, HTDZs were eisthbtl in major cities
such as Beijing and Shanghai and in provincialteégibuilding on the
existing knowledge and industrial base. They thpread across the
country. Incentives offered include access to tyaiinfrastructure,
corporate income tax exemptions for the first teang, a preferential 15
per cent corporate income tax, exemptions fromff¢éaon high-tech
equipment and special treatment for employeeseatligtretion of each
zone, such as exemptions from income tax, subsigidsusing, cars, etc.
In 2017, the 156 HTDZs contributed $1,42 trillianGhina’s GDP, or 11,5
per cent of the economy. In these zones, the mitiogesearch and
development (R&D) expenditures to total productiatue was 6.5 per cent,
three times the average in the national economyent¥a granted to
enterprises in the zones account for 46 per cerdlldbusiness patents
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granted nationwide. In Turkey, technology developinzones (TDZs) are
areas designed to support R&D activities and atiingestments [4, 5].

Conclusions to Chapter 5

The SAR regime is constantly evolving; new ingtitgt that were
previously unknown to corporate practice and Rusgiaisdiction are
emerging. Sectoral specialization of the SARS’ dessis includes
telecom and data processing companies, coal minifigancial
companies, customer related service and distriloutiorms operating in
SARs have greater scope to interact and collabogae access to pool
resources and share facilities. They get more thaa specialized zone,
because multi-activity territory, like the spec@ministrative region is,
can extract more the benefits of co-location.
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Chapter 6. MORE CHALLENGES FOR THE SPECIAL
REGIMES ECONOMY

Despite recent legislative changes and organizafi@fforts, most
resident-enterprises in Russia and worldwide argaged in labor-
intensive, assembly-oriented activities such asoraative, apparel,
textiles, and electrical and electronic goods. Pineduct specialization
tends to be linked to the host country’s levelnolustrial development,
with the least developed countries generally hgstitulti-activity non-
specialized zones. More developed economies facasimdustries and
value chain segments that promote industrial upmgd

Key challenges today for the special regimes, hkeinstitute of
economic development, are infrastructure support itwestors
(42 percent) and the domestic presence of capaplaiers (43 percent)
outside the zones (fig. 9). That is besides thapmiition (47 percent),
the supreme factor of success or survival of thenemic system [1].
The issue is at the top of concerns along withntiees packages, the
cost of labor and strategic concerns such as zpeedaization. Policy
debates on special regimes and what makes themessiokt have
generally focused on five the key considerations:

a) strong requirement to identify the strategic fo@tsa country
overall development;

b) appropriate regulatory frameworks and governarncetsires;

c) added value proposition for investors, the packdgedvantages
that provide an individual fiscal and financial ference;

d) risk secured investment approach, when the governhsteres
the structural and variable risks through partitgrain the equity;

e) capital efficiency approach in identifying the istment goals.
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Insufficient facilitation services
Poor location of temitory
Excessive requirements fo entry
Lack of cheap labor force

Poor specialization of temitory
Abcense of anchor tenant

Insufficient incentives package

Insufficient links with local suppliers

Insufficient infrastructure

High competition

Fig. 9. Key challenges for special regime economies
(source UNCTAD'’s World Investment Prospects Sur2e$9;
120 respondents from 110 economies)

The overall value proposition of individual sengdacludes a host
of location advantages, only some of which are rdgteed or can be
influenced by government policy. Focusing on thdsat depend on
active policy decisions, the first and most impottature is the choice
of location. SER policies often specifically aimgmmote the economic
development of more risky regions, for example sweigh high levels of
unemployment or population outflow (table 11). Stwing risks on
macroeconomic, investment and operation relatedcare choose an
appropriate regime which might as individual or smadopted to a
national economy strategy plans.

Table 11
Special regimes options regarding to risks

Macroeconomic risks Investment phase risk: Operation phase risk

Natural loss and Extraordinary Operational returns
decrees of population investment expenditure lower than expected
on the initial phase
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End of table 11

Macroeconomic risks Investment phase risk: Operation phase risk

Migration outflows A synchronicity of High operational
finance available and expenditure, over
required expenditure  cost of the outputs

Skilled employees Market outer factors  Severe competition
outflows and changes to entry the market
unemployment

Special economic regime options

Rapid development Infrastructure support, special investment
territory contract, regional investment project

Source:by author.

The incentives offered in zones are generally ctared a key
element of the value proposition. Nevertheless, uke of generous
incentives packages to offset location disadvarstagay be ineffective.
Recent analyses find no correlation between fiswantives offered to
investors and zone growth in terms of jobs and dsp@-arole, 2011;
Frick [et al.], 2019). Incentives on their own #@inerefore insufficient to
explain zone performance. The lack of correlati@y e caused in part
by the increasing convergence of zone investmeehiives and the lack
of differentiation.

Note: The use of generous incentives packages tofset
location disadvantages may be ineffective. No founal
correlation between fiscal incentives offered ta
investors and zone growth in terms of jobs and
exports. Incentives, on their own, are therefore
insufficient to explain zone performance. The lackof
correlation may be caused in part by the increasing
convergence of zone investment incentives and treck
of differentiation.

Some variations in fiscal incentives exists, buyat the margin —
most incentives packages include exemptions fromomnduties on
machinery and inputs, as well as reductions in xengtions from
corporate and other local taxes. More importanin thi@e incentives
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package on offer may be the facilitation of adntmisve procedures for
businesses and investors in the zone through tegylstreamlining and
one-stop shops or single windows. Failed zonesooe proposed plan
that have struggled with effective implementaticavén generally been
negatively affected by excessive bureaucracy (Mp2015).

A policy approach encouraging zones to compete henbisis of
streamlined administration, adequate facilities affitient services rather
than on (relatively undifferentiated) incentives dsnsidered a better
predictor of success. Elements commonly prioritizedbusiness and
investment facilitation efforts include simplifiethvestment approval
processes and expatriate work permits, removatapfirements for import
and export licenses, accelerated customs inspegtimecedures and
automatic foreign exchange access. Single windedgdted to individual
advanced development territory, such as thoseu2iteed in the Far East of
Russia, can boost facilitation efforts.

Infrastructure and services are challenge for mugeess for most
zones in lower-income countries is to ease thestifucture challenges
in the country and to concentrate public investniemtfrastructure in a
limited geographical area. Infrastructure connedicshould ideally
provide access to at least two transportation momesallow for
intermodal and sufficient connectivity. Commonly vdlped basic
infrastructure services further include reliable ilitigs,
telecommunication, and water and waste managemstatlations. Non-
infrastructure services are equally important. Datdid customs offices
and inspection units are the common feature ofigpesgime territory
by definition, but other services may include séguhuman resources-
related services, and catering or housing serviaemng others. Such
services are an integral part of modern wide-argavenship-like zones,
which include residential and commercial areasitn s

Note: Non-infrastructure services are equally impotant and
may include security, human resources-related
services, and catering or housing services, among
others. Such services are an integral part of modar
wide-area or township-like zones, which include
residential and commercial areas on site.
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The key issue should be addressed to the law médetise special
economic regimes for the next decade:

1. Providing a synchronicity the special regime tergitproposed
plan with the national economy development prografitse special
territories strategy should not be formulated inlason from their
broader policy context, including investment, traahel tax policies. The
types of zones and their specialization should dowin existing
competitive advantages and capabilities. And Ilaigit zone
development plans should be guided by the SERdamwent plan.

2. Proposed development plans should correlate witke th
Sustainable Development Goals with strong emphsisineghe needs for
financial and fiscal sustainability of zones, aseithbroader economic
growth impact can be uncertain and take time toeradize. High
upfront costs due to over-specification, subsiflieszone occupants and
transfers to zone regimes of already-operatingdiponse the greatest
risks to fiscal viability.

3. Active support is required to promote clusters diniages,
which is a key to maximizing development impactnts operating in
zones have greater scope to collaborate, pool mes®uand share
facilities — more so in specialized zones, but radtivity zones can
extract some of the benefits of co-location. Privacidentification of
opportunities, matching efforts and training pragsa with firms within
and outside the zone, significantly boosts the chpa

4. It is necessary to provide a solid regulatory freumek. Strong
institutions and good governance are critical ss&dactors. The legal
base should ensure consistent, transparent and ictalgd
implementation of policies. The responsibilities gdverning bodies
should be clearly defined. Zones benefit from hgwuablic and private
sector representatives on their boards.

5. The sustainable development agenda should be texflein
strategic decisions and operations, and in the evatoposition to
investors. Modern special economic territory cankena positive
contribution to the ESG performance of countriestlustrial bases.
Controls, enforcement and services (e.g. inspectoeslth services,
waste management and renewable energy installptoamsbe provided
more easily and cheaply in the confined areas. & Hhemitories are
traditionally big employers of women, with about f8r cent female
employees on average. Some modern zones are imglagmeyender
equality regulations, such as anti-discriminatiardes, and support
services, such as child care and schooling faaslitisetting new
standards for SDG performance.
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6. The governments should accept and share the risksesting
along with investors on reciprocal and equal basspecially in these
projects which giving a mass job places and higlsgeal incomes of
the local population.

7. A synergism of functional and product special ecolcaregimes
may have an effect if the special administrativgioe combine with
innovation zones.

High upfront costs due to over-specification, higitial investment
expenditure into a green-field project may haveritical weight in
decision making process (table 12). For exampl@raject of coal
exploration and extracting which is distantly laghfrom transportation
and power supply facilities may be ejected by ihmesff the investment
plans. Untimely and insufficient financing of a jgct, deviations from
the financing plan may affect the delay in deadlimed poor-quality
work.

Table 12
Vehicles of risks compensation
2 / Cliag Characteristics Vehicle of compensation
of risks
Such regimes as “regional
High upfront costs due to over- investment project” or
" specification and high initial “infrastructural support”
Critical ; ; . o .
investment expenditure intoa  provide financing of
green-field project infrastructure from the public
budgets

Untimely and insufficient
financing of a project deviations

High from the financing plan, which
affects the delay in deadlines ar
poor-quality work

The "regional investment
project” regime may provide a
long-term revolving loan at lov'
cost

Changing of factors affecting
the technological and product
model of the project, for
example, the emergence of a
new technology makes the
project "obsolete"

The "special investment
contract” mode provides
financing of a modern
technological decisions from
public funds

Moderate

Source:by author.

65



Changing of factors affecting the technological @ndduct model
of the project, for example, the emergence of a temlinology makes
the project "obsolete". The new industrial revalatiand the digital
economy are changing manufacturing industries. hMéents will need
to adapt their value propositions to include acdesskilled resources,
high levels of data connectivity and relevant textbgy service
providers. The special regimes economy may alsoe haew
opportunities to target digital firms.

The current challenging global policy environment frade and
investment, with rising protectionism, shifting deapreferences and a
prevalence of regional economic cooperation, issiceu changes in
patterns of international production and GVCs. Ehehanges can
significantly affect the competitiveness, which dtian as central nodes
in GVCs. International cooperation on zone develepims likely to
become increasingly important. Finally, the 203GAdga to achieve the
Sustainable Development Goals (SDGs) provides gortymity for the
development of an entirely new type of the econothg: SDG model
zones. Such zones would aim to attract investmenSDG-relevant
activities, adopt the highest levels of ESG stadsland compliance, and
promote inclusive growth through linkages and epdks [2—4].

Note: 2030 Agenda to achieve the Sustainable Devatoent
Goals provides an opportunity for the development o
an entirely new type of the economy: the SDG mode
zones. Such zones would aim to attract investment
SDG-relevant activities, adopt the highest levelsf &SG
standards and compliance, and promote inclusive
growth through linkages and spillovers.

1%

A program approach to prevent failures

Programs to build effective economic regime shoaidh to
complement existing competitive advantages and dbudlynamic
capabilities based on sustainable sources of catmpaess. Designing
and building zones that require industrial and nedbgical infrastructure
and skills not yet available in the economy is lifkéo lead to zone
failures as we learnt in Chapter 4. These failw@s be expensive in
terms of both capital and time. SARs can modifditranal location
determinants of investment. Competitiveness carbuikt around, for
example, natural resources, strategic geographiéseowvorkforce. The
long-term sustainability of these sources of coitipehess depends on
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building up dynamic capabilities through, for exdenpindustrial
upgrading in resource value chains, improved canngcof strategic
geographies and skills development of the workforce

The success of SAR policies is closely entwined wlite national
economy, the national investment climate and theeg@ance capacities
of relevant national and local authorities. SEZe aot an end in
themselves; they need to provide an impulse to itheustrial
development of the economy and yield benefits bayieir confined
geographical area. Conversely, the successful olwent of SARsS
depends on the parallel development of the suriogretonomy. Just as
SARs should not be developed as isolated economitaves, SAR
policies should not be developed in isolation frdhe economy’s
broader policy framework. In other words, SAR pielsc should be
coherent with trade and investment policies, artti iMisiness and fiscal
regulatory frameworks beyond the zones. Finallyfeative zone
governance by, and coordination between nationdllacal authorities,
developers and operating entities is key to gairiragnd maintaining —
investors’ trust in the zone and is a precondif@rzone success.

Conclusion to Chapter 6

Finally, special regimes programs should be dedigioeensure cost
recovery. Regime objectives may well extend tadivelopment of long-
term dynamic capabilities, industrial upgrading, danskills and
technology dissemination. But the financial vidpiis fundamental for
their long-term sustainability. Long-term economidevelopment
contributions are uncertain and difficult to predi¢f SARs’ immediate
economic contributions, including their fiscal cobutions, rents and
services fees, are insufficient to cover costdy tiigcal impact will be
increasingly difficult to justify. The risk of ndge fiscal impacts is
higher in programs that allow existing domestier# to convert to zone
status — thereby eroding the tax base — withoutifsagnt investment in
new productive capacity.

Sources and literature to Chapter 6

1. WIR19. UNCTAD (2019). World Investment Prospe8isrvey
2019. — New York and Geneva: United Nations.

2. Moberg, L. The political economy of special emmic zones /
L. Moberg // Journal of Institutional Economics2615. — No. 11 (01). —
P. 167-190.

67



3. OECD. (2022b). Global Outlook on Financing farstinable
Development 2023 — No Sustainability Without Equityy Global
Outlook on Financing for Sustainable Developme@23

4. WIR18. UNCTAD (2018). World Investment Report 130
Investment and New Industrial Policies. — New Yakd Geneva:
United Nations.

5. Kuznetsov, A. Evaluation methods of Russianatlirevestments
abroad / A. Kuznetsov // Economics of ContempoRngsia. — 2018. —
No. 4. — P. 37-50 (in Russ.).

6. MF (2019). World Economic Outlook: Growth Slowan
Precarious Recovery. Washington, DC: Internatidfahetary Fund.

7. WIR17. UNCTAD (2017). World Investment Report 170

Investment and the Digital Economy. — New York & eheva: United
Nations.



PRACTICE SECTION TO CHAPTER 1

Exercise 1

Estimate the number of Special Economic Regimeddwide in
studies carried out over the last 3 years. Clagbiégm with the most
common terms — free zones, special economic zdress trade zones,
export processing zones, free economic zones, raedpiorts. Explain
the terms diversity of the regimes, compare thestment promotion
packages. Make a conclusion about efficiency of theestment
promotion packages.

Test 1
Choose one or more correct answer:

1. A key rationale of the Special Economic Regimes is:
a) free of taxes regime,;

b) free of custom duties regime;

c) low cost in relative terms;

d) administrative support.

2. The spatial form of the Special Economic Regimesames
investments:

a) in development of lands;

b) in the space exploration;

) in cultural space diversity;

d) all options correct.

3. Infrastructure expenditure risk relates to:
a) excessive costs at the initial stage;

b) uncertainty in engineering estimation;

C) wages extra payments;

d) the investments into infrastructure.

4. The most common type of Special Economic Regimes is
a) a variation on free zones;

b) a variation on special administrative regions;

c) a combination of the named above;

d) all options correct.

5. The free zone is mainly:
a) free of tax charges territory;

69



b) territory with an effective foreign law;
C) a separate customs territory;
d) all options wrong.

6. Special Economic Regimes of most zones offer:
a) fiscal incentives;

b) business-friendly regulations with land access;
¢) cheap and unqualified labor force;

d) administrative streamlining and facilitation.

7. The governments expect investors operating in SERS’
territories to:

a) employ only foreigners;

b) build productive capacity;

C) create jobs;

d) all options wrong.

8. Infrastructure support is:

a) free of charge infrastructure services;

b) a form of financing the infrastructure;

¢) a form of support the green-field projects;
d) a form of public and private partnership.

9. Special Economic Regimes have in common:
a) defined boundaries;

b) special regulatory regimes;

c) access and exit restrictions for non-residents;
d) self governance.

10. Special Economic Regimes provide:

a) a special regulatory regime for businesses andsioxs

b) a special governance under the international é&gulatory;
¢) an entrance visa relief for the foreigners;

d) all options wrong.
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PRACTICE SECTION TO CHAPTER 2

Exercise 2

Compare two preference mechanisms — Free Econoone Znd
Special Investment Contract. Give your opinion,ckhis more effective
at macroeconomic level (national economy) and atasiconomic level
(a producing company) in terms of costs and revenue

Test 2
Choose one or more correct answer:

1. Getting status “resident” follows after:

a) a company occupied a land within special regimetoey;
b) a company enlisted in the public register of taxgray

¢) a company signed an agreement with the authorities;
d) all options correct.

2. Special economic territory is

a) a clearly demarcated geographical area;

b) restricted access territory under a foreign lawsgiction;
c) territory under the global corporations’ regulatory

d) territory of a common legal practice.

3. A regulatory regime may include:

a) customs and fiscal rules;

b) foreign ownershiprules;

¢) access to land or employment rules;
d) all options correct.

4. Private and institutional investors’ incentivese:
a) access to M&A and privatization markets;

b) risks litigation;

c¢) financing the social impact projects;

d) reducing poverty.

5. Public incentives may include:

a) reducing asymmetry in regional development;
b) stimulation of export;

¢) support of national industries;

d) improving the residents’ business performance.
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6. The type of Special Economic Regime should be dedin
a) with a country’s industrial strategy;

b) by services provided to the tenants;

¢) by the international classification;

d) with a country’s business customs.

7. A project must not be supported when:

a) the target markets are volatile;

b) the target market is predictably growing;

c) a project accommodates out-of-date equipment;
d) a project occupies excessive land portions.

8. Preferences may be excessive if:
a) a company has good performance;
b) the operation is cost effective;

C) a project is innovative start-up;

d) the risks are acceptable.

9. Investors rely exceptionally on:
a) the market positive signals;

b) high returns with a minimal risks;
¢) huge land resource available;

d) access to infrastructure.

10.Public authorities’ incentives aimed at:

a) making profits only;

b) making profits and social effects;

¢) implicating programs or projects that may not befipable;
d) all options wrong.
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PRACTICE SECTION TO CHAPTER 3

Exercise 3

Select from the right column a model of Special ifroic Regime
due the specific of projects in the left columnleStone or more models
and explain your opinion at risk related view.

Project Model of Special Economic Regime

1. Seaport deepwater a 300-nA. Subsidized structured project
berth for containerized financing (non-resident status)

cargoes transshipment with
back-front infrastructure. One B-
phase project, approx. M 200 c
USD/ the ground is available|
2. Drinking water purification| D. Regional Investment Project
and bottling plant.
One phase project, approx. V1E- Infrastructure Support
75 USD/the ground is

Free Port

Advance Development Territory

F. Special Economic Zone due

gv%!able Juch d specifics — innovative, logistics,
- Diapers production an recreation, producing
distribution

Two phase project, producingG. Innovative cluster
plant and storage facilities,
approx. M 180 USD/ a H. Special Investment Contract
ground is not identified
4. Ecology pure food-
packaging. Start up one phase
venture approx. M 12
USD/premises-n-ground are
not identified

5. Garment outlet chain
extensions. A new brand
fashion stores. Start up two
phase venture approx. M 3
UsSD

I. No preferences granted

73



Test 3
Choose one or more correct answer:

1. Strategic focus of Advance Developing Territoriets a
a) oil exploration;

b) customers related services;

¢) business clustering;

d) start-up ventures.

2. Effect of Advance Development territory in:

a) extending of urbanization;

b) unlimited access for foreign companies;

¢) agglomeration effect, industrial and urbanitpe® extending;
d) all options wrong.

3. Regional Investment Project aimed at:

a) digital science;

b) multi-sectoral economy;

¢) high return commercial, but risky projects;
d) all options correct.

4. Free Port of Vladivostok’s focus is:

a) access to M&A and privatization markets;

b) international cargoes’ transshipment projects;
c) related back-front sea ports infrastructure;

d) financing the social impact projects.

5. Special Economic Zone objectives are:

a) added-value proposition for investors;

b) building, diversifying and upgrading industries;
¢) crude oil processing;

d) social infrastructure upgrade.

6. Rapid development territories include:
a) special economic zones;

b) the advanced development territories;
c) free port of Vladivostok;

d) all named above.

7. Rapid development territory is:
a) a class of economic agglomerations;
b) a form of aid to nonprofit organizations;
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¢) a model of transition economy;
d) all options wrong.

8. Rapid development territory aimed at:
a) the sustainable development goals;
b) an economical sector;

c) group of entities (a regional cluster);
d) all options correct.

9. Public-private partnership has the goals:

a) to build and operate a physical infrastructure;

b) to build and operate a real estate for social aims;
c) to create the residential and commercial objects;
d) all options wrong.

10.Public-private partnership is a finance source for:

a) social and communal energy sector;

b) transport and engineering infrastructure;

c¢) for industrial, logistics and resource-producingeeprises;
d) all options correct.



PRACTICE SECTION TO CHAPTER 4

Test 4
Choose one or more correct answer:

1. The Russian Far East is at a focus view because of:
a) high population density;

b) low prices on electricity;

c) location on a cross-road of the North-East Asia;

d) cheap labor force.

2. In the beginning of 90-th XX century the first Sat Union’s
special economic regime was established:

a) for the sea port of Nakhodka;

b) with in boundaries of Nakhodka and Partizanslgtriot;

c) for Vladivostok;

d) all options wrong.

3. The first Soviet special economic regime had a matatus:
a) innovation district;

b) free economic zone;

c) special administrative region;

d) free port Vladivostok.

4. Nakhodka Free Economic Zone’s sectoral focus was:
a) access to M&A and privatization markets;

b) international cargoes’ transshipment;

¢) telecommunications, warehousing;

d) the social impact projects.

5. Nakhodka Free Economic Zone objectives were:
a) international trade facilitation;

b) attract equity capital;

c) crude oil processing;

d) social infrastructure upgrade.

6. Nakhodka Free Economic Zone incentives were:
a) undervalued assets;

b) the low cost operation;

¢) high investment added value;

d) all named above.
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7. Nakhodka Free Economic Zone advantages were:
a) access to Russia’s market;

b) the outskirts abound for resorts;

c) the year-round agriculture;

d) inventive people.

8. Nakhodka Free Economic Zone disadvantages were:
a) high infrastructure investment expenditure;

b) brown-field lands only;

¢) hyperinflation;

d) all options correct.

9. Nakhodka Free Economic Zone misconception was:
a) unconditional regulation;

b) unpredictable policy of the government;

¢) sanctions against Russia;

d) all options wrong.

10.Nakhodka Free Economic Zone bankruptcy occurred doe
a) hyperinflation;

b) finance losses with infrastructural projects;

¢) unprofessional behavior;

d) all options correct.



PRACTICE SECTION TO CHAPTER 5

Test 5
Choose one or more correct answer:

1. Tax heaven means:

a) low tax preference;

b) low prices for customer services;
c) legislative regime;

d) political system.

2. Special Administrative Region is a territory where:
a) tax exemption is prohibited;

b) tax exemption is only for foreign investors;

c) every enterprise could take tax preferences;

d) no answer is right.

3. Atax exemption is an amount that:

a) subtracted from a taxpayer's taxable income;
b) reducing the amount of taxes they owe;

c) is a net debt to a commercial bank;

d) is a personal income.

4. Redomicilation is a process:

a) of going to Russian jurisdiction;

b) re-registration accordingly to national legislation

c) re-registration within the Special Administrativedgon;
d) all named above.

5. Besides tax benefits the SAR’s residents are paedit

a) to transfer without limitation the foreign currency

b) to transfer the foreign currency in sum limited ttbusand
dollars US;

c) to transfer without limitation any currency excéf8 dollars;

d) to transfer without limitation any currency.

6. SAR’s residents are permitted:

a) to erect infrastructure;

b) to acquire business;

c) to apply a foreign corporate legislation in a compeharter;
d) to employ only foreign staff.
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7. SAR’s residents have rights:

a) on consultancy assistance before redomicilation;
b) to deal only with foreign companies;

¢) do not pay custom duties;

d) “one window” registration.

8. For all residents of the SAR established the nerg¢ferences:

a) fiscal base of business is valued at a markeewan the date of
redomicilation;

b) no any fiscal control before and after redoraioiln;

C) no tax on vessels after registration in the apeeister of vessels;

d) no tax on personal income.



PRACTICE SECTION TO CHAPTER 6

Exercise 6

Select macroeconomic and political risks typicaltfe national and
the global economies and fill the column 2. |dentife special economic
regimes (vehicle of risks compensation) approptiatgsk compensation

and fill in the column 3.

Level / Group Characteristics of risks
of risks

Vehicle of compensat

Critical

High

Moderate

No keys provided to exercise 6.



AFTERWORD

The lessons we learnt gave us a classic case acthomy driven
by preferences, not incentives. However, in relasion the things are
not always follow the right wayAny national economy should accept a
clear vision on own industrial strategy for opti@mpreference regime or
set of preferences accordingly to risks or projgdtsses. The impacts
must be thoroughly checked, otherwise, seekingfiitmn to be a long
process, leading to misconceptions, finance lossgsactical behavior
and ineffective investment. Instead of acceleratibe economies may
slide into a narrow path of public over regulatioconsuming time and
losing competitive power.

We should bear in mind that incentives go first #mal preferences
follow. No preference to lead to revival of econgnifythe profits are
descending, the returns are low and business peafare is poor.
Contrary, if the market is predictably growingaitracts capital — if there
any preferences exist, or not. The public-n-privaagtnership must be
reciprocal, balancing between incentives and thegulatory.
A synchronized model may generate direct econoraiefits and can
exert positive externalities on the rest of economy

We should remember — the nature of failures islammkor the last
thirty years, the nature of failures of free zoriesRussia and in
emerging economies was similar due to legislativehavioral, and
territorial reasons. Disaccords of free zone reigwyato the public law,
delay in acceptance of basic codes, misconcepimrtbe legislative
provision are typical faults related to legislatio@orruption and
unwillingness to action led to bankruptcy of idéahe market economy
driven by public regulatory. Misconception withaaation of territories
led to high investment costs at the initial stage aigger operational
expenditures.

In case of free zone of Nakhodka we noted, thattigflation did
economically impractical and risky investments fridm federal budget
into the infrastructure. There were not any sufinti market
opportunities within the free zone that did anyures on debt
investments. For 15 years the economic and so@dompnance of
territory, the status of Free Economic Zone haspnattically changed,
despite presence of world name large companiesR&® Australia,
Aker Kvaerner, Cable & Wireless.
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We came to findings that the special economic zoressain
enclaves with a few links to the national economi€ke reason is
relatively high import output of the industries amonly represented in
zones, such as apparel, footwear and electronitemfits of the
multinational enterprises to establish affiliataszones lead to reliance
on internal suppliers or on suppliers that builtafready in their
international network as part of global sourcingatstgies. The next
reason is a scarcity of competitive local suppliereelevant industries —
or unawareness of their existence by zone-baset.fitocal firms in
many developing countries may lack the capacitgdove zone-based
investors, may not produce according to the reduitandards or may
struggle to access zone-based firms.

Special regimes must become a bridge to structefalm in the
economy Links between zone-based investors and the domestic
suppliers are important due not only transmittiachhological skills and
knowledge spillovers. They support a broader inthlstlevelopment
and important to ensure that zones become bridgstsuctural reform in
the national economy, as investors interact with tbcal business
environment and local firms. The links indirectlpnprove business
climate and this is the key rationale for contimuinse of Special
Economic Regimes in the recent wave of new indaistia despite to
skeptical views. The Accounts Chamber of the Rusgtaderation
admits, though the special regimes in some casesmsrated yourself
impractically, anyway, at the modern phase the esyndoes not
survive without them, due the sanctions declareditds Russia.

We also should remember, the special regimes ageptrt of
countries ‘investment promotion package. In respaasthe outer and
home risks, the governments are continuing to nthk# investment
promotion packages more attractive. Global foredgect investment
has been slowing since 2020; manufacturing acrdisslewveloping
countries has been structurally lower over the figst years than in the
preceding period. Despite the emergence of newdafzones linked to
natural resources, aimed at domestic markets geted at innovation
capabilities (e.g., science, high-tech or greenegpnmost Special
Economic Regimes remain as parts of countries’ @titiyge investment
promotion package, along with other forms of inced.

We must learn by heart that public authorities raagept bearing
the fiscal burden of zones for some time in ordesupport industrial
development objectives and to spur broader businefsms. They

82



cannot endlessly cover the costs of zones thabtipay for themselves
through direct and indirect economic contributighat lead to higher
fiscal revenues. Zones that are not run on a eastvery basis or that
entail significant subsidies are at higher riskbafcoming financially

unviable.We need not rely, that the special regimes makeysva net

positive contribution to the economy, because zomesy rely on

significant government subsidies. Special regimestonomic

contribution should thus be weighed against theuees they receive
from the public sector.
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