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Objectives of this Policy Note

To evaluate Special Economic Zone (SEZ) Policy in India 
and

to recommend possible improvements

Motivation

Widespread social movements against SEZs all over the country 
call for an urgent review of the policy

and immediate action in terms of feasible changes and policy improvements
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The Problem : Why are some people unhappy with SEZs ?

Protests, Opposition and Criticism
➢ There has been a countrywide upsurge of mass movements against SEZs. 

➢ These include the Kashipur movement, the Kalinganagar movement, Earasma movement 
(against  South  Korean  MNC Posco),  the  Singur  movement  (against  Tata's  small  car 
project),  Nandigram movement (against  Indonesia's Salim group),  Haripur movement, 
Raigad movement, Dadri movement against Reliance's proposed power plant and many 
others.  

➢ These protests involve thousands of people and are serious. In some cases, they have led 
to incidents of violence, including deaths of more than 40 people over the last few years. 

➢ The isolated protests are now coming together and getting coordinated at the National 
level. For example, a Citizen's Research Collective on SEZ has been formed which held a 
National Convention against Displacement and SEZs at Bhubaneswar during June 26-27, 
20071.  There have been scathing campaigns against the SEZ policy by politicians, media, 
scholars and civil society.

➢ These protests have received international support. For example, ex-US Attorney General 
Ramsey Clark expressed written support to the  All India Citizens’ Convention Against  
Atrocities in Nandigram and Special Economic Zones (New Delhi, June 19th, 2007)

➢ Studies have criticised that the share of SEZs in exports remained a mere 5% in 2004-05 
and accounted  for  only 1% of  factory  sector   employment   and   0.32%  of  factory 
investment  in  the  same  year. Their contribution to regional economies has also been 
limited. For example, look at reports and articles by (Aggarwal, 2006)

Key Issues, Demands
➢ The protests  are  by or on behalf  of original  land owners or  farmers whose land has 

allegedly forcibly been acquired (or is being acquired) for the SEZs.

➢ The key issue raised by protesters is that they have been displaced from their land and 
livelihood without adequate rehabilitation and resettlement.

➢ The protesters also claim that the SEZs are producing goods which do not meet mass 
demand,  are  based on automation and not  labour  intensive,  and are  producing semi-
finished low value added products which are draining resources out of the country. 

1 See  http://sez.icrindia.org/2007/06/27/bhubaneshwar-sez-convention-draft-declaration-on-sezs-and-displacement/
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Background, Policy Evaluation

Policy Evolution : First EPZ in 1965 to the SEZ Act of 2005
India's SEZ policy has come a long way in the last forty years.  

After  pioneering in  the process by setting up up Asia's  first  Export 
Processing Zone (EPZ) in the Kandla port in 1965, the followup was 
somewhat slow. The second EPZ appeared in Mumbai in 1974, four 
more in 1974 at NOIDA, Chennai, Cochin and Falta, and another at 
Vishakhapatnam  in  1994.  These  were  set  up  primarily  with  the 
objective of providing relief to domestic exporters from lengthy and 
complicated  bureaucratic  processes,  and  not  with  a  view  towards 
attracting foreign investments as was the case in China and 'East Asian 
miracles'.  Some  important  success  stories  came  out  of  these  initial 
EPZs  but  their  contribution  to  the  national  economy  remained 
minuscule. 

Although  the  widespread  1991  economic  reforms  related  to 
liberalisation were successful in attracting FDI and spurring economic 
growth,  the  results  were  not  as  good  as  expected,  specially  in  the 
manufacturing  sector.  Poor  infrastructure  and  bureaucratic  red  tape 
were  some  of  the  reasons  blamed  for  preventing  further  economic 
activity and growth.  

Due to these reasons and in part inspired by success of such zones in 
China  and  other  emerging  economies,  a  comprehensive  new  SEZ 
policy was announced in April 2000. This was seen as a replacement 
for the old EPZ policy. Several lucrative benefits were included in the 
SEZ scheme which were not available in the earlier  scheme. It  was 
believed that by isolating these regions from rest of the economy, and 
by  providing  ideal  conditions  in  terms  of  administrative  processes, 
infrastructure etc,  they could provide the "engines of growth" to propel 
the economy, specially the manufacturing sector. 

To assert Government’s commitment to the program and allay any fears of policy reversals, the 
SEZ Act of 2005 was enacted which became effective in February 2006. This was a critical step 
for giving confidence to investors for making long term investments. Existing EPZs have been 
converted to SEZs, and numerous proposals for setting up new SEZs have been approved which 
has resulted in an exponential increase in SEZ related activity in the country.     
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Stated Objectives of SEZ Policy announced in April 2000

# Overcome shortcomings experienced on account of
- multiplicity of controls and clearances
- absence of world class infrastructure
- unstable fiscal regime

# Attract greater investments from foreign and domestic sources
# Generate greater employment and economic activity
# Promote exports of goods and services



The  SEZs  have  also  been  sometimes  referred  to  and  regarded  as  'laboratories'  for  greater 
openness and capitalism, before implementing the same in rest of the country.

According to initial targets for SEZ policy released by Ministry of Commerce and Industry, it 
was expected by December 2007 :

➢ Rs 100,000 crore of investment, including FDI of Rs 25,000 crore would be attracted
➢ 500,000 new jobs will be created 

Successes : the good features which should be retained
Results so far

➢ 439 SEZs have been approved in India till date, out of which 195 have been notified (ie 
where operations have commenced). 

➢ The exports from the functioning SEZs have grown at the rate of 25-50% p.a. since 2003, 
and are projected to grow by almost 100% to about Rs 67,088 crores for the year 2007-
08.

➢ The SEZs notified under the SEZ Act 2005 have attracted a total investment of Rs 67,347 
crores ($ 15.81 bn), and currently provide employment to about 61,000 people.

➢ SEZs scheme has  received encouraging response from investors both from India and 
abroad.  Developers  who  have  set  up  SEZs  include  MNCs  like  Nokia,  Flextronics, 
Motorola, Adidas etc and domestic industrial houses like Mahindras, Tatas, Reliance etc. 

Some Jewels 
➢ Mumbai EPZ laid the foundation for modern jewellery industry in India, transforming it 

from a cottage industry to  highly mechanised modern industry.  55% of  Indian jewel 
exports were from SEZs in 2002-03.

➢ Some crucial initial breakthroughs in Indian software exports also came through SEZs eg. 
Tata-Burroughs partnership in 1977, Citibank's offshore software company in 1985. This 
was followed by Hewlett-Packard's and Texas-Instruments' subsidiaries in Bangalore in 
1986 and 1989. Bangalore and Indian IT sector had no turning back after that. 

The following features and measures of the SEZ policy have been received encouragingly and 
yielded very good results, and should be retained and gradually expanded economy wide.

➢ Simplification of procedures and 'single window' clearance.

➢ Prioritised  provision  of  infrastructure  and  utilities,  for  creating  conducive  business 
environment

➢ More flexible labour laws

➢ Tax incentives. (However, these incentives should be withdrawn gradually with time as 
planned originally). The initial revenue loss in terms of lost taxes is only notional and 
worth it, as without the SEZs, much of these investments and economic activity would 
not have been generated at all in the first place. Additionally, the spill over effects and 
long term gains from these growth centres will more than make up for the lost taxes in 
these zones.
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Failures : the areas which need review
➢ The  biggest  failure  has  been  in  the  process  of  land  identification,  land  acquisition, 

rehabilitation  and  resettlement.  This  is  evident  from  the  widespread  protests  and 
demands. This needs urgent review in operational SEZs, and corrective measures and 
preventive steps for SEZs planned in future.

➢ There  has  been  criticism  in  the  hasty  manner  in  which  the  SEZ  Act  was  framed. 
Adequate attention was not given to some critical ancillary issues. In particular, adequate 
procedures and legal institutions for monitoring and facilitating land acquisition were not 
provided for. In addition, a long term strategy and vision is required to accommodate 
socio-economic consequences of the SEZ scheme.   

➢ The incentives of SEZ scheme have been leveraged disproportionately by some sectors, 
states  and  social  actors  leading  to  inequity.  States  with  already  strong  tradition  of 
manufacturing and exports have got the most benefit : just seven states account for more 
than 80% of the approvals, while the industrially backward states of Bihar, north-east and 
Jammu & Kasmir are lagging behind. Further, more than half of the approvals of SEZs 
have been in the IT sector, while the scheme is really meant to boost the manufacturing 
sector with first priority. It is noteworthy though that there is a significant proportion of 
manufacturing sector related SEZs in the upcoming approvals. 

➢ There  are  claims  and  fears  that  businesses  will  simply  relocate  to  the  SEZs  to  take 
advantage  of  the  tax incentives,  and  little  'new'  economic activity  will  be  generated. 
Some analysts also feel that promoters will use cheap land of the SEZs for real estate 
development based on price speculation, and there will be little value added to the real 
economy.  

➢ While  large  amount  of  investment  has  been  attracted  (close  to  initial  targets),  the 
employment generated has been way below envisaged targets (just 61000 jobs have been 
generated, which is way below target of  500,000 for December 2007).      
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Analysis 

SEZs and Openness, Openness and Growth, Growth and equity 

India  has  grown  tremendously  post  liberalisation  but  the  relationship  between  growth  and 
openness is not that simple. In particular, it has been empirically observed that economic growth 
rate is FDI and export inelastic ie a given increase in growth rate of FDI and export has not had 
the same percentage point  increase  in  economic growth (much much lesser  infact,  certainly 
nothing like 'multiplier' effects which are sometimes claimed by international organisations like 
WTO). This is true both for National economic growth and for regional economic growth for 
regions containing SEZs. (Leong, 2007)

SEZs  are  very  useful  tools  for  quickly  overcoming  structural  bottlenecks  (infrastructure, 
bureaucracy)  which  affect  investment  by  increasing  transaction  and  production  costs. 
Countrywide reforms in these matters would be expensive and take time, and therefore localised 
SEZs are useful for speedy industrialisation. However, "what contributes to economic growth is 
a  greater  scale  of  liberalisation  rather  than  increasing  the  number  of  SEZs"  (Leong,  2007). 
Sustainable economy wide growth and development eventually requires economy wide reforms. 
In the long run, the SEZs cannot be insulated from the broader economic environment of the 
country. SEZs are at best transitory policy arrangements and laboratories for experiments before 
rolling out similar reforms in the entire economy; they should not be mistaken as substitutes for 
broad based institutional and infrastructural improvements. 

Further,  naively increasing the 'number'  of   SEZs beyond a point has a  negligible effect  on 
economic  growth.  A very  large  number  of  SEZs could infact  sometimes  have  immiserising 
effects and welfare loss (Hamada, 1974). Instead of concentrating on increasing the number of 
SEZs,  management and infrastructure resources need to be concentrated towards a few zones for 
optimal performance. Few but big and well greased, coordinated 'engines of growth' are better 
than  several  micro  engines  with  deprived  sub-optimal  quality  infrastructure  and  utilities.  In 
addition, small SEZs may not reach the critical mass required for benefiting from cluster effects 
related  to  external  economies  of  scale.  In  2003,  there  were  about  3000  zones  across  116 
countries. While some  countries  were  able  to capture  the  dynamic  and  static  gains from 
zone operations, many others did not (Aggarwal, 2006).

India has enjoyed fast economic growth in the initial 'launch stage' of economic development. 
We need to navigate through the phase of more difficult structural adjustments now.  There are 
no easy shortcuts or alternates for sustaining the growth in the long run. Additionally, what 
makes the problem even more complex is that the initial phase of growth in India has been led by 
the service sector while the manufacturing sector did not grow as much (which is highly atypical 
compared  to  growth  trajectories  which  other  economies  have  followed).  More  than  60% of 
India's labour force is still employed in the agricultural sector. The manufacturing sector (due to 
rigid labour laws and other reasons) has failed to absorb or facilitate transition of labour from 
agricultural sector higher up in the value chain. The SEZs really need to focus on manufacturing 
sector, and resolve problems related to labour laws etc which have traditionally been holding 
back  the  manufacturing  sector.  Agreed  that  a  mid-aged  peasant  cannot  suddenly  switch  to 
working in a car manufacturing plant and that there are problems on both sides - his willingness 
of to change and skill adaptability, as well as manufacturer's willingness to absorb such a person 
on the shop floor with a younger more tech savvy cohort.  Still,  much more can be done to 
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promote  the  growth  of  manufacturing  sector,  and  facilitating  more  labour  migration  from 
agricultural to the manufacturing sector possible.      

Even if the economics and sociology works out fine, politics needs to ensure that the gains are 
redistributed equitably and any relative losers are compensated adequately. Even though lots of 
progress has been made in terms of overall economic growth and in terms of pulling a large 
number  of  people  out  of  poverty,  the  income  inequality  in  India  has  been  rising  post 
liberalisation in 1991 (though it still remains relative small : gini-coefficient 36.8 in the year 
2004 according to UNDP).  This has resulted in tensions  and strains,  which are  increasingly 
becoming more evident, and could prove disastrous if not heeded with urgency. The current 
protests and movements against SEZs in particular and globalisation in general could be read as 
expressions of such strains. These developments are not just dangerous socially and politically, 
they can also eventually lead to economic harm by spoiling the investment climate and scaring 
away investors. This issue should not be trivialised and certainly not bulldozed over for short 
term gains. All stakeholders need to be consulted and engaged before formulating any policy 
which could impact their livelihood; the current SEZ policy has clearly failed in taking care of 
farmers and landowners,  who were displaced for creating SEZs.  While identifying land for 
SEZs, greater priority should be given to regions which are lagging behind in terms of economic 
development, even if that comes at the cost of some delays in terms of additional infrastructure 
and utilities provision. The people and stakeholders in these regions may be keener to welcome 
such an initiative, and also provide for cheaper labour compared to rest of the country. Initial 
hurdles  and  bottlenecks  should  be  cleared  by  sustained  commitment  from  the  central 
government's to bring these regions up. 

The concerns raised in terms of acquisition of cultivable land are not really well founded. As 
already noted by officials in the ministry, the total land requirement for current SEZs is about 
600 sq. km. which is less than 0.016% of the total agricultural land in India. In addition,a large 
part of this land is already under the provision of central or state governments, and there are 
sufficient  provisions  in  the  land  acquisition  process  to  make  sure  that  acquisition  of  fertile 
cultivable land for SEZs is avoided as far as possible.
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Policy Recommendations
SEZs  are  well  justified  economically  and  have  yielded  good  results  in  terms  of  attracting 
investment (foreign as well as domestic) and spurring economic activity. However, there is lot of 
scope of improvement  in the current policy.  We recommend the following :

1. The issue of  rehabilitation,  resettlement  and compensation of  displaced land owners  and 
farmers needs immediate urgent action. 
➢ All controversial cases where people have complaints must be investigated with the help 

of  special  speedy  courts  and  tribunals.  All  measures  should  be  taken  to  ensure  that 
adequate compensation is granted. 

➢ For future, institutional mechanisms should be strengthened to ensure that the process of 
land acquisition is well regulated and that those displaced are left fully satisfied. 

➢ There should be a massive public-relations campaign to educate all affected on the likely 
economic  benefits  of  SEZs  for  them,  for  their  regions  and for  the  country.  Already 
successful case studies should be cited as evidence. 

➢ The displaced land owners and farmers should be made partners and stakeholders in the 
SEZs so that they have the opportunity of sharing profits. Other explicit measures should 
be also be instituted to ensure that the benefits are shared equitably. 

2. Greater focus now needs to be given to :
➢ Manufacturing and labour intensive units and sectors

➢ Creating a smaller number of large integrated SEZs rather than large number of small 
SEZs. Existing SEZs should also be strategically integrated with each other (by building 
transport and communication links), to allow for cluster effects wherever possible. 

➢ Regions which are backward and are in greatest need for economic development. Any 
deficiencies in terms of infrastructure, utilities etc in these regions should be made up by 
investment commitments from the central government. 

3. Greater importance should be given to overall economic reform (liberalisation, infrastructure 
development, simplification of processes etc), than to increasing the number of SEZs. 

4. The following features of the current policy, should be retained in future policy versions as 
well. The public critiques to some of these are not well founded in our opinion. These are 
critical for success of the policy.
➢ More flexible labour laws

➢ Tax incentives and holidays. However, these incentives should be withdrawn gradually as 
planned and announced. 

➢ Prioritised provision of infrastructure and utilities, for conducive business environment
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