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Abstract 

Economic development zones (EDZs) are employed by over 130 countries as policy 
instruments to foster economic growth and technological innovation and increase exports 
and employment. Since the 1980s, the Chinese government has established more than 10 
types of EDZs; each type employs a combination of preferential policies set by the 
central government and zone specific policies tailored to attract businesses and investors.  

This dissertation finds that EDZs have generated a substantial share of China’s 
industrial output, value added, exports and attracted large share of foreign direct 
investment (FDI). Increases in these outputs from EDZs have contributed substantially to 
China’s economic growth.  Based on a systematic review of the historical data and 
policies for EDZs in China, this study creates a unique classification system for the 
development path of these zones and identified four distinct phases. The role of zones as 
policy tools differed in the four phases and the effectiveness of zones to induce desired 
policy outcomes varied over the different phases.  

The dissertation also employs data from over 50 ETDZs and their host cities and a 
difference-in-differences (DID) model to analyze the impact on foreign direct investment 
in the zones of China’s 2008 change in corporate income tax law. It finds that after the 
2008 tax reform 10-14 percent less FDI flowed into the zones relative to the other areas 
in their host cities. The results differ to some extent across zones; zones with higher 
levels of export-orientation and zones in cities with more than one zone were more 
sensitive to the tax change than other zones. 

Using a case study approach, this dissertation finds that EDZs have been able to 
partially offset the effects of the 2008 change in tax policy. Guangzhou Development 
District (GDD) has adopted policies providing financial incentives, to foster S&T, and to 
attract talent to mitigate the effects of the national policy change ending favorable tax 
treatment for companies located in zones. Many of these policies were successful (e.g. 
the number of expatriate experts attracted), but GDD still faces competition from other 
zones. 

These findings provide policy makers with lessons learned from China and ways to 
use zones as a successful tool to accelerate growth in economic output and exports. As 
the zones mature, governments may wish to scale back the preferential policies provided 
by these zones. The dissertation concludes with policy recommendations that the zone 
management may consider to sustain growth besides the incentive packages they offer. 
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Chapter 1 – Introduction 

Research Objective 

Economic development zones (EDZs) are employed by over 130 countries as policy 
instruments to foster economic growth and technological innovation and increase exports 
and employment (World Bank, 2008). Most of these zones enjoy various preferential 
policies provided by the state and local governments to attract business and investments.  
Past research has found mixed evidence for the effectiveness of these policies (Engman et 
al., 2007; World Bank, 2008; Akinci, 2011). Setting up these enclaves with preferential 
policies may be associated with regional or national economic growth, but at the same 
time may create drawbacks such as uneven development and costs in terms of foregone 
tax revenues for governments. 

Since the 1980s, the Chinese government has established more than 10 types of EDZs 
for the purposes of increasing exports, domestic economic growth, and tax revenues. 
Each type employs a combination of preferential policies set by the central government 
and zone-specific policies tailored to attract businesses and investors. For the past three 
decades, growth in exports and output from EDZs has been remarkable, but EDZs have 
also struggled with problems such as inefficient use of land, competition among the 
zones, and corruption (Ge, 1999). Both local and national governments spend substantial 
resources, such as subsidies, foregone taxes, and administrative costs, to promote the 
zones. However, it is not clear how effective these policies are.  

With the growth of the domestic economy, the policies under which EDZs operate 
have evolved significantly since their creation. Specifically, new policy changes in recent 
years were aimed at curtailing the privileged status of EDZs.  

The objective of this research is to better understand how China's EDZs have 
contributed to China’s rapid economic growth in terms of industrial output, value added 
and foreign direct investment (FDI). The research is also designed to assess the 
importance of tax benefits for EDZs by analyzing the effects of policy changes in 2008 
that reduced the favorable tax treatment provided to investors in these zones. It concludes 
with a case study of the Guangzhou Development District (GDD) to investigate in more 
detail the role of zones in inducing economic growth. The study provides policy 
recommendations to the zone governments for sustaining future development. It should 
also be of interest for governments contemplating using zones to accelerate growth in 
economic output and exports. 

Background and Motivation 

Economic development zones are designated areas in a country in which businesses 
or investors enjoy more favorable treatment in terms of investment conditions, 
international trade and customs, taxation and the regulatory environment than businesses 
or investments located outside the zones.  In turn, businesses or investors within these 
zones often have to satisfy various criteria to qualify for this favorable treatment (World 
Bank, 2009). In many developing countries, EDZs are used to attract foreign investment 
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and stimulate growth of domestic businesses. The first EDZ was the Shannon Free Zone 
established in Ireland in 1959. As of 2006, there were over 3,500 zones registered in 
more than 130 countries (World Bank, 2011). 

EDZs were not introduced to China until the Chinese government began to liberalize 
its economy in 1978 (Naughton, 2007). The term “EDZ” is a broad concept in China. The 
five most common types of EDZs are special economic zones (SEZs),1 economic and 
technological developments (ETDZs), high-technology industrial development zones 
(HIDZs),2 free trade zones (FTZs),3 and export processing zones (EPZs) (Zeng, 2011).4 
Each of these zones is a geographically delimited area that has a single management or 
administration and offers benefits to businesses or investors located within the zone (Ge, 
1999).  

Since their establishment, substantial shares of China’s gross domestic product (GDP) 
and exports have been generated from EDZs. In 2006, these zones accounted for more 
about 15 percent of China’s GDP and over 50 percent of its merchandise exports (Zeng, 
2011). Among all types of zones, ETDZs and HIDZs constitute the majority of 
established zones and are ubiquitous in China. As of March 2012, 131 national ETDZs 
and 88 national HIDZs had been established (PRC Ministry of Commerce; PRC Ministry 
of S&T). As shown in Figure 1.1 and Figure 1.2, in the past 15 years, the EDZs 
(measured by ETDZs and HIDZs) enjoyed much faster growth in both value-added 
(GDP) and exports than the national average. However, this growth has been volatile. 
Also notable is the convergence of growth rates between EDZs and the national average 
in 2008 and 2009, years during which a series of national policies were passed that 
should have reduced the attractiveness of zones. Since ETDZs and HIDZs account for 
such a large share of China’s economy, it is important to evaluate what role these zones 
have played in the history of China’s economic growth over the past three decades, and 
the impact of national policies in regards to EDZs on growth in these zones.  

 

                                                 
1 The difference between SEZ and the other types of zones is, usually, SEZ is a much larger area like an 
entire city or province. 
2 HIDZs were initiated as part of the Torch Program by the PRC Ministry of Science and Technology in the 
late 1980s. Their mission is to encourage research and development (R&D) of high-technology products.    
3 FTZs were created as experiments for free trade before China’s entry to the World Trade Organization 
(WTO). 
4 EPZs were established to encourage export-oriented industries. 
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Figure 1.1 China's and EDZs’ GDP Growth, 1996-2010 

 

Figure 1.2 China's and EDZs’ Export Growth, 1996-2010 

 
SOURCE: International Monetary Fund International Financial Statistics database, China Statistical Yearbook, 

China Torch Statistical Yearbook, China Commerce Yearbook, (Zhang, 2008) and my calculations. 
NOTE: EDZs in this chart include the two most common types of zones, the economic and technological 

development zone and high-technology development zone. 

EDZs provide preferential treatment in taxation and regulations for companies, 
especially for foreign companies. However, in recent years, the Chinese government has 
eliminated some of the privileges of belonging to EDZs. The Corporate Income Tax 
(CIT) Law of the People’s Republic of China, which was adopted on March 16, 2007, 
was one of the major laws affecting EDZs in recent years. Under the previous laws, 
qualified foreign enterprises in economic zones enjoyed lower corporate income tax rates 
and a “two-year exemption and three-year half exemption” from corporate income taxes. 
The new law removed this preferential policy so that domestic and foreign enterprises 
now face the same corporate income tax rates. Since January 1, 2008, when the new law 
was enacted, the tax rate for companies in EDZs that formerly enjoyed preferential tax 
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treatment is being raised gradually to 25 percent by 2013.5 Simultaneously, qualified 
enterprises in high-technology industries enjoy a 15 percent corporate income tax rate no 
matter where they are located, inside or outside an EDZ. In short, the new law eliminated 
favorable tax treatment for foreign-owned enterprises inside the zones and shifted tax 
policy from one focused on location in an EDZ to an industry-oriented preferential tax 
policy. Some scholars have predicted several effects of this new policy. Hu (2008) 
predicts that the total national corporate income tax revenue will likely decrease due to 
the broad corporate tax cut across all types of domestic companies in China, even though 
tax contributions from foreign companies are expected to increase. Song (2009) argues 
that this policy will encourage home-grown innovation in China. However, to date, no 
analysis has quantified the impact of the 2008 tax law change on EDZs. 

Apart from the changes surrounding national level policies on EDZs, policies set by 
each zone have also evolved over the years and varied geographically. City policies 
played a significant role in determining the attractiveness of EDZs, especially for those 
cities with good infrastructure and existing industrial establishments (Head and Ries, 
1996). To understand the responses to national policy changes from local governments’ 
perspectives, it is worth investigating how the largest national-level ETDZ in China, 
Guangzhou Development District, has changed its strategy for development in response 
to the 2008 national policy changes.  

Guangzhou is located in Guangdong Province, which is adjacent to Hong Kong and 
Macao. Guangdong is one of the most populous provinces in China; it accounts for about 
12 percent of China’s GDP. Guangdong relies heavily on export-oriented, labor-intensive 
industries, which have been subject to rapidly rising labor costs in recent years. Today, 
cities in Guangdong, including Guangzhou, face challenges to attract firms and people as 
they compete against cities like Shanghai, Beijing and Tianjin, where R&D spending is 
significantly higher (OECD, 2010). It is worthwhile to explore how the government of 
GDD has adjusted its own policies to cope with national changes and to characterize the 
policy feedbacks from the local business and society. With these questions answered, 
local governments will be able to better identify policies that would help to sustain 
growth in value-added and exports in the midst of the national policy changes.  

Research Questions 

Three sets of research questions will be addressed in this dissertation: 

1. What was EDZs’ role in boosting China’s economic development? How has this role 
changed during various phases of development? How much of China’s economic 
growth was driven by EDZs?  

2. How did the change in 2008 that removed preferential corporate income tax rates for 
foreign companies located in EDZs affect FDI in EDZs?  

3. How well did local EDZ governments respond when they lost their preferential 
policies for attracting foreign companies?  

                                                 
5 The tax rates in these five years are: 2008 (18 percent); 2009 (20 percent), 2010 (22 percent), 2011 (24 
percent), and 2012 (25 percent). 
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Research Approach 

To analyze the role of EDZs in China’s economic growth during different phases, I 
first identify and review the major relevant policies introduced in the past three decades, 
and then categorize zone development into four phases based on these policies and 
historical events. Second, I provide consistent summary statistics to show the trend of 
zone performance in each phase based on output indicators such as gross industrial 
output, industrial value added, as well as investment and trade indicators such as FDI and 
total export values. The purpose of this analysis is to identify linkages between growth in 
economic activity in EDZs and overall economic growth in China. Finally, I discuss the 
contribution of EDZs in these phases both qualitatively and quantitatively, as well as the 
new problems these zones generated from their development.  

To measure the impact of the new corporate income tax law, I apply a difference-in-
differences (DID) model to analyze the impact of the 2008 change in corporate income 
tax law on foreign direct investment in the zones.  

In the case study chapter, I use GDD as an example to illustrate how EDZs have 
adjusted their local policies to accommodate national policy changes and remain 
competitive with other zones. This part of the dissertation draws on a dataset that 
contains detailed economic indicators for GDD for the last twenty years, GDD’s master 
plans and annual reports, and interviews with relevant experts in this area. Data drawn 
from a RAND-designed firm survey of over 300 high-technology companies in GDD is 
used to measure the perceptions of companies on how GDD and the local government 
could implement better policies to enhance the competitiveness of the economic 
development zone.  

The dissertation adds values to the existing literature by categorizing the development 
of EDZs in China into four development phases, based on the major policies that are 
relevant to zones since 1978. To my knowledge, this is the first study to quantitatively 
evaluate the impact of the 2008 tax policy on economic development zones. It also uses 
new survey data to assess the policy outcomes of one representative zone in China. The 
dissertation concludes with policy recommendations for the central government as well 
as local governments on how to better regulate and utilize zones to promote economic 
growth after this policy change. The results will be of interest to countries that would like 
to learn from China’s experience, as well as a broader audience that would like to gain a 
better understanding of the effectiveness of these enclaves.  

Organization of the Dissertation 

The dissertation is organized as follows: Chapter 2 discusses the history and 
background of development zones around the world. Chapter 3 provides a taxonomy of 
the zones in China. In Chapters 4 to 8, I discuss four phases of the EDZs’ development 
and their contributions to China’s economy during each phase. Chapter 9 evaluates the 
impact of the 2008 corporate income tax policy change on the performance of zones. In 
Chapter 10, I conduct a case study of the evolution of the Guangzhou Development 
District, one of the earliest established EDZs in China, to illustrate how local 
governments adjust local policies to adapt to the national policy changes. Chapter 11 
summarizes key findings and discusses policy implications of this study. 
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Chapter 2 – Overview of Economic Development Zones 

Many countries offer special incentives to businesses located in economic 
development zones. In this chapter, I provide a brief overview of common types of 
economic development zones, their history, and the types of incentives typically offered 
in such zones. I then discuss some of the main advantages and challenges associated with 
EDZs.  

What Are Economic Development Zones? 

Terminology 

EDZs may include areas with a wide variety of names, including development zones, 
economic cooperation zones, export processing zones, free zones (in Ireland and Turkey), 
free trade zones, export free zones (in Jamaica), maquiladoras (in Mexico), special 
economic zones (in China, Russia, and India), and tax free zones. Kusago and Tzannatos 
(1998) summarized the evolution of terminology and showed that different regions 
during different times tended to use different terms to describe their zones. The variety of 
names reflects not only the different terms each country uses but also confusion 
stemming from many different translations (Farole, 2010). The diverse names also help to 
differentiate among zones in one country since these zones implement slightly different 
policies and are sometimes supervised by distinct administrations, as in China. 

Export processing zones (EPZs) are the most common type of EDZ. UNIDO (1980) 
defines EPZs as “a relatively small, geographically separated area within a country, the 
purpose of which is to attract export-oriented industries by offering them especially 
favorable investment and trade conditions as compared with the remainder of the host 
country.” According to Warr (1989), “EPZs are special enclaves, outside a nation's 
normal customs barriers. The firms inside them are mostly foreign. They enjoy favored 
treatment with respect to imports of intermediate goods, taxation, and infrastructure.” The 
International Labour Office (2002) defines EPZs as “industrial zones with special 
incentives set up to attract foreign investors, in which imported materials undergo some 
degree of processing before being (re-)exported again.” According to Engman (2007), 
EPZ is “a government policy to promote exports of goods and/or services by offering a 
more competitive business environment through provision of special incentives including 
in particular tariff exemptions to inputs either in a geographically defined area or through 
a specification process.”  

Despite the wide variety of definitions, EDZs typically possess the following 
characteristics. First, they are usually in separated areas within a country’s boundaries. 
Second, they provide special incentives to attract investment and businesses, especially 
from foreign countries. Third, most zones aim to attract FDI and increase exports. In this 
dissertation, I use the term “economic development zone” or “EDZ” to describe all zone 
types mentioned above and particularly all such zones in China.   
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Categories  

Many studies have categorized zones so as to assess their effectiveness (Engman et 
al., 2007; World Bank, 2008; Farole, 2010; Akinci, 2011). In a recent study, the World 
Bank (2008) classified EPZs into the following categories:  

1. Traditional EPZs are industrial estates aimed at exports to foreign markets – e.g., 
zones in Asia, America, and Sub-Saharan Africa. 

2. Hybrid EPZs are exclusively for export-oriented companies that are separated 
from a generalized zone from all industries – e.g., zones in Central and Eastern 
Europe and Central Asia. 

3. Commercial free zones are fenced-in, duty-free areas that provide services such as 
warehousing, storage and re-export – e.g., zones in the Middle East and North 
Africa. 

4. “Single factories” refer to the cases where incentives are provided to an individual 
company irrespective of location – e.g., zones in Sub-Saharan Africa. 

5. Free ports are larger areas with broader types of activities, including tourism and 
retailing; they provide broader sets of incentives – e.g., zones in Asia and Pacific. 

6. Specialized zones include science parks, financial service logistic parks, and 
airport-based zones. 

History 

The first globally recognized free zone was set up at Ireland’s Shannon International 
Airport in 1959. Its main purpose was to “promote export industries, take advantage of 
local labor, special trade and tax incentives in the zones (Vittal, 1977; Sit, 1985).” Since 
then, various types of special zones were established around the world with the aim of 
boosting the economy, international trade and level of science and technology in a 
country or region. In 1965, Kaohsiung Export Processing Zone in Taiwan became the 
first zone designated an “export processing zone (Engman et al., 2007). In the 1970s, 
many EPZs were set up in Asian countries, including Malaysia, India, Indonesia, 
Pakistan, and South Korea, as well as in Mexico, Panama and Egypt. The first special 
economic zone in China was established at the end of 1979. Most African countries 
started to establish zones in the 1990s or 2000s while some African countries such as 
Mauritius and Liberia adopted this idea in the early 1970s. 

Why Do Countries Set Up EDZs? 

The World Bank (2008) identifies the following four reasons for countries to set up 
EDZs:  

(1) to attract foreign direct investment (e.g. Taiwan and Ireland),  
(2) to reduce unemployment (e.g. Mexico),  
(3) to use zones as a part of a comprehensive economic reform strategy such as 

selecting and protecting certain industries (e.g. South Korea), and  
(4) to experiment with potential national policies in local regions first (e.g. China and 

Jordan).  
A survey of zones by the Asian Productivity Organization conducted in 1975 also 

reached similar conclusions: most EPZs aimed to increase government revenue, expand 



8 
 

exports and diversify local industries, increase local employment, and transfer technology 
from foreign to local economies (Vittal, 1977).  

Theories of Industrial Clusters 

One value of setting up zones is to foster the development of industrial clusters 
through agglomeration. Alfred Marshall was one of the first economists to remark on the 
success of industries when companies cluster together.  He explained the success of 
industrial clusters by external economies of scale – i.e. the lowered cost and increased 
productivity within a cluster of firms as opposed to within just one firm. Marshall argued 
in his Principles of Economics that industrial districts can create three positive effects: 
information spillover, proximity to suppliers and customers, and the pooling of skilled 
labor, resulting in external economies of scale through the formation of clusters 
(Marshall, 1890). Following Marshall’s theory, Paul Krugman demonstrated that clusters 
can increase knowledge spillover and lower production costs (Krugman, 1992). Ellison et 
al.(2007) used empirical evidence to assess Marshall’s theories of agglomeration. Their 
results showed that all three effects are supported by the evidence, and the agglomeration 
force of input-output linkages is especially significant among the three. 

A widely recognized definition of clusters comes from Michael Porter who defines a 
cluster as a “geographic concentrations of interconnected companies, specialized 
suppliers, service providers, firms in related industries, and related institutions in a 
particular field (Porter, 1998).” However, Porter’s theory does not infer a causal 
relationship between concentrations and economic growth or relative success (Martin and 
Sunley, 2003). 

François Perroux’s “growth pole” theory finds that economic development is not 
uniformly distributed in a region, but takes place unevenly around a specific pole, where 
a pole is usually a type of industry (Perroux, 1955). According to Gunnar Myrdal (1957), 
clusters have two effects, “spread effect” and “backwash effect”. The spread effect causes 
clusters to purchase raw materials, and absorb labor and investment while the backwash 
effect inhibits the development of underdeveloped areas by drawing away resources for 
use in the cluster. Clusters only have a positive impact on the local economy if the spread 
effect exceeds the backwash effect (Meardon, 2001; Ho, 2004).  

Many recent studies use empirical evidence to test and extend theories on clusters. 
Some studies test the reasons for agglomeration. Head et al. (1995) argue that factories 
agglomerate to take advantages of local factor endowments. Ellison and Glaeser (1999) 
point out about 20 percent of clusters are formed due to natural advantages, while most 
agglomeration can be explained by localized “intra-industry spillovers.” Other studies 
explain the impact of agglomeration. For example, Arzaghi and Henderson (2008) 
suggest that the high density of similar commercial entities increase local productivity, 
particularly for industries in large cities where information sharing usually plays a more 
significant role. Delgado et al. (2008) find that the strength of a region’s leading clusters 
is a strong predictor of employment and patenting growth in a region as well as the 
growth of other nearby clusters within the region. In addition, researchers explain the 
reasons why some clusters perform better than others. Henderson (2003) argues that 
clusters produce stronger spillover effects in increasing productivity in high-technology 
industries compared to machine-building industries. Rosenthal and Strange (2001) find 
that clusters perform better when they are closer to larger pools of labor. This effect is 
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robust at all geographic levels. Greenstone et al. (2008) reached similar conclusions. 
They measure increases in total factor productivity among incumbent plants immediately 
after the opening of "Million Dollar Plants" and conclude that the spillovers are larger 
where shared labor pools and similar technologies already exist.  

Practical Significance of Zones 

Increase foreign direct investment and export earnings. The most commonly 
mentioned purpose for setting up zones is to increase export earnings and boost foreign 
direct investment. Increases in foreign exchange earnings from exports can stabilize the 
local currency and inflows of foreign investment may create a virtuous cycle, providing 
advanced technology and equipment, and generating more job opportunities, which in 
turn provide incentives for training in skills and education for the local labor force. Some 
zones target specific countries or industries when they attract investment. For instance, 
foreign direct investment in Jordan comes mostly from the United States and is generally 
in the apparel industry (Engman et al., 2007).  

Create jobs. Countries in Latin America and Sub-Saharan Africa usually use zones 
to increase employment in local areas. In many cases, zones may help to increase both 
the quality and the quantity of employment. Since many jobs in EPZs do not require high 
skills, workers tend to be less educated or come from rural areas. Madani (1999) argues 
that if zone workers were not employed in the zones, their alternatives would be 
unemployment or a return to the lower wage jobs in their home towns.  

Raise local government revenues. Local governments establish development zones 
as a way to increase their tax revenues. Government revenues from zones may be 
generated from corporate income taxes, personal income taxes on direct and indirect 
employment, permits, rents, and import duties. However, the cost of setting up a zone has 
to be taken into consideration. These costs cover infrastructure, wages for government 
workers, loss of duties, and the cost of tax incentives and subsidies (Engman et al., 2007).  

Transfer of technology and skills. EDZs also promote technology transfers and 
knowledge spillovers (Madani, 1999; Aggarwal, 2007). Building zones may be an 
effective way to bring technology from advanced countries to the local economy as well 
as to diversify domestic industries (Bermudez, 1990). Zones have housed clusters to 
stimulate advances in technology. For example, the Singapore Science Park and the Laem 
Chabang Industrial Estate in Thailand are cited as catalysts that have promoted 
innovation both within and outside their areas (World Bank, 2008).  

Test new policies. In some countries, such as China, the government sets up zones in 
order to explore the effects of potential new policies in a small area before these policies 
are extended to the rest of the country. These pilot zones are usually used for both 
economic and political reasons. Even if the policies fail, failure would have a smaller 
impact than in the case if they were introduced across the country.  

Developed versus Developing Countries 

The purposes of setting up zones have varied across countries. Generally, they depend 
on the country’s economic strength, degree of openness, stage of development, and 
degree of privatization. Developed and developing countries generally have different 
goals when they decide to establish zones. 
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Developed countries usually have already built a foundation and comparative 
advantage in an industry or region for which the zones were developed. These zones 
usually aim to increase exports and free trade in some previously developed industries. 
Examples include South Korea, Taiwan and the United States. 

While developed countries build zones to boost exports, developing countries tend to 
leverage EDZs to accelerate industrialization. Examples of this approach include 
Mauritius and some African countries such as Togo and Namibia (Madani, 1999). For 
these zones, competition exists not only between the zones on the same continent, but 
also across the world. One example is Mexico’s maquiladoras, which compete with 
China to attract foreign direct investment from Japan and the United States. 

Some countries set up private zones in other less-developed countries. For example, 
South Korea established its first private EPZ in Bangladesh in the mid-1990s. In 2006, as 
part of the 11th Five-Year plan, China decided to establish up to 50 overseas economic 
and trade cooperation zones in other countries. By receiving China’s assistance, the 
African countries hoped to obtain Chinese-made machinery and equipment, avoid trade 
frictions, and boost their domestic industries. Like the South Korean-Bangladesh case, 
most of the zones are private, set up by individual Chinese companies or joint ventures 
(Akinci, 2011).  

What Incentives Do Zones Commonly Provide? 

Zones provide a variety of fiscal incentives such as duty-free access for imported 
inputs, exemption from sales and value-added tax on exported goods, tax holidays for 
corporate income tax, indirect subsidies for education and training, direct subsidies for 
water and electricity, enhanced physical infrastructure, and streamlined administrative 
services (Engman et al., 2007). 

Tax Breaks 

Import duties. Zones often offer zero or reduced tariffs on imported materials into 
the zones with no quota restrictions for companies located in the zones. Consumers in the 
zones enjoy duty-free shopping, re-packaging and some zones permit retail services and 
on-site consumption (World Bank, 2008). 

Income tax and value-added tax. Corporate and personal income tax holidays are 
often cited as major incentives zones provide to attract businesses and investment 
(Engman et al., 2007; World Bank, 2008). Companies in the zones usually enjoy 
preferential tax rates compared to their counterparts in the rest of the country, especially 
for foreign companies. For example, in China, foreign companies in the zones usually 
enjoyed an 18 percentage point reduction in their corporate income tax rate. In addition, 
many of these companies were qualified for two years of tax exemption followed by three 
years of half reduced taxes. Zones also levy lower value-added taxes and sales taxes 
(Engman et al., 2007; World Bank, 2008; Akinci, 2011). 

Labor Regulations 

Compared to other regions of a country, zones typically implement separate rules on 
employment. For example, in Zimbabwe, the national Labour Relations Act was not 
applied to the zones, which denied zones workers the right to freedom of collective 
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bargaining and removed protections against unfair labor practices. In Namibia, although 
the Labour Act was applied to the zones, workers were not granted the right to strike 
(International Labour Organization, 1998). Because of different labor legislation and 
weak law enforcement, in some zones workers complain about underpayment, overtime, 
safety and security issues as major concerns. For instance, according to a survey of 
workers in Mauritius’s EPZ, workers stated that the hours of work are much longer than 
permitted under the national regulation (International Labour Organization, 2002). 

Land and Leasing Subsidies 

To attract companies, zones often engage in competitive bidding for clients by 
subsidizing land and building leases  (Engman et al., 2007). In general, central and local 
governments are the largest providers of discounted land or free land, and physical 
infrastructure (Farole, 2010). Local governments also subsidize and manage incubators as 
a way to foster innovation, entrepreneurship and regional development (Cooper, 1986; 
Scillitoe and Chakrabarti, 2010).6 Many of these incubators are affiliated with 
universities or national laboratories, but ownership and management mechanisms vary 
from country to country (Chandra and Fealey, 2009). These incubators are designed to 
foster the growth of small businesses, which are seen as potential sources of employment 
(Glaeser et al., 2010). 

Other Incentives 

Zones may provide financing for members, especially for start-ups. In some zones, 
special funds are provided to support R&D to encourage innovation. Zones may also 
provide consultative services whenever an intellectual property issue is raised. Some 
zones hold conferences or network events to connect entrepreneurs and investors. Other 
services include on-site housing, childcare facilities, medical clinics, and repair and 
maintenance centers (World Bank, 2008; Akinci, 2011). In well-developed zones, apart 
from revenues from traditional rental and sales income, up to half of the zones’ income 
may be derived from these sources (World Bank, 2008). 

Overview of the Current Status of Development Zones 

Decades after zones were first introduced, development zones have experienced rapid 
growth in terms of foreign investment, exports, productivity and jobs created. As of 2004, 
EPZs accounted for 41 percent of total global exports of manufactured goods, but they 
only comprise 0.2 percent of the total employment in countries with EPZs (World Bank, 
2008). 

Development cycle. Zones used to be created in small enclaves that have easy access 
to ports and trade routes. By and large, they were located in areas far away from 
residential areas. Currently, zones are no longer restricted to remote areas; they are often 
located in many areas within a country (World Bank, 2008). In terms of employment 

                                                 
6 According to the National Business Incubation Association of the United States, incubators are “entities 
that accelerate the successful development of entrepreneurial companies through an array of business 
support resources and services, developed or orchestrated by incubator management and offered both in the 
incubator and through its network of contacts (Chandra and Fealey, 2009).”  
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growth, zones have shifted from attracting low-skilled labor to providing technical 
training (Jayanthakumaran, 2003). Industries in some Asian zones have climbed up the 
value-chain by focusing on industries that employ higher wage labor. Some countries, 
such as South Korea and Singapore, have achieved greater success than others in this 
endeavor (Kusago and Tzannatos, 1998). Some zones have focused on becoming more 
environmentally-friendly, and innovative, and oriented towards high technology.  

Number of zones. The number of EPZs increased from 79 in 25 countries in 1975 to 
3,500 in 130 countries in 2006. About two-thirds of this growth came from China. Total 
employment reached 66 million in 2006, of which 40 million jobs are in China (Engman 
et al., 2007). Employment in FTZs increased from 22.5 million (4.5 million excluding 
China) in 1996 to 66 million (26 million excluding China) in 2007 (Boyenge, 2007).  

Public versus private zones. There are two types of zone administrations – “public 
zones” and “private zones.” Public zones may be set up by any level of government while 
private zones are developed by private investors (Farole, 2010). Public zones are usually 
instruments of public policies and are part of the national or local economic development 
strategy, while private zones focus on maximizing profits (The Services Group, 1999). 

Both administration types have their strengths and weaknesses. The World Bank 
(2008) has suggested that governments may wish to promote private rather than public 
development of zones since evidence shows that outside of East Asia and Dubai, 
government-controlled zones have performed significantly worse than private zones in 
terms of their effectiveness. Farole (2010) finds that public zones generally have better 
financing to fund zone development. Countries also try to accelerate growth in less-
developed areas by setting up development zones in those areas, such as is the case in 
China (Démurger et al., 2002). Sometimes these areas are less attractive to private 
developers. A private zone may be profitable, but may also impose costs on the country, 
especially if environmental costs are not addressed (Farole, 2010).  

Advantages of EDZs 

In the next two sections, I discuss EDZs’ advantages and the challenges they face. I 
examine the policies they implement that may benefit the entire country, their share of 
the national economy and some empirical research that quantify the effects of zones. I 
also discuss the repercussion of setting up these zones, particularly during the past two 
decades. 

Zone Policies That Benefit the Country 

One of the major roles of the zones is to serve as a policy instrument for governments 
to attract businesses, increase exports and transfers of technology, and generate 
employment. Zones usually provide more attractive tax and labor policies for businesses 
in pursuit of these goals.  

Tax policy. Countries such as China and the Dominican Republic were among the 
first to provide lower tax rates to companies locating in the zones.  

Labor policy. Countries like Ireland, Malaysia, Mauritius and Singapore have used 
EPZs as tools to relax labor restrictions so as to stimulate employment, as well as to 
improve the quality of the labor force. For example, Malaysia and Mauritius employ 
significant numbers of migrant workers in EPZs from neighboring countries 
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(International Labour Organization, 2002). Governments generally provide workforce 
training for companies located in zones. 

Foreign exchange / open policy. Most EPZs focus on attracting foreign direct 
investment (Engman et al., 2007). Zones can be a source of foreign exchange earnings, 
especially for countries that have not fully opened their economies to the rest of the 
world. China first loosened its foreign exchange control policy in the zones (Ge, 1999), 
and then extended the policy nationally. 

Innovation policy. Many developing countries use zones to attract companies 
engaged in high-technology industries with a focus on increasing exports of those 
products. Countries may also design policies for use in zones to attract returnees, who 
have studied or worked in more advanced countries, to bring advanced knowledge and 
technical expertise back to their home country. The transnational technical communities 
formed by returnees help to promote technology upgrades and collaboration between 
countries. These returnees also tend to be entrepreneurial (Saxenian and Hsu, 2001).  

Backward linkages. Linkages between local and foreign firms can provide positive 
spillover effects that can create a virtuous cycle for economic growth (Cling and Letilly, 
2001). Policies allow domestic companies in the zones to access inputs at world market 
prices and minimal tariffs (Johansson and Nilsson, 1997; Liu, 2002). This catalyst effect 
is more significant in some countries than others, depending on the share of supplies from 
the local economy.7  

Zones as Share of the National Economy  

FDI and Exports 

As of 2004, EPZs accounted for 41 percent of total global exports of manufactured 
goods, ranging from a 36 percent average in Middle East and North Africa to a 49 
percent average in Sub-Saharan Africa (World Bank, 2008). 

Most zones have experienced rapid growth in FDI since their establishment. FDI 
inflows into Mexico’s maquiladoras tripled from $895 million in 1994 to $2.98 billion in 
2000, which increased the share of FDI in the national total from 6 percent to 23 percent 
during these same years (Sadni-Jallab and de Armas, 2004). In the Philippines, the share 
of FDI inflows into the zones rose from 30 percent in 1997 to more than 81 percent in 
2000 (UNCTAD, 2003). 

Export growth has been a major accomplishment of zones. According to Cling and 
Letilly (2001), the share of EPZ exports in total exports was 82 percent in the Dominican 
Republic (1998), 73 percent in Mauritius (1999), 41 percent in Mexico (1997) and 36 
percent in Madagascar (1997). Mauritius saw a large increase from 1971 to 1986. Its 
share of exports from EPZs in the national total jumped from 3 percent to 53 percent 
(UNESCAP, 2005). Costa Rica’s EPZs accounted for 10 percent of its total exports in 
1990; this number increased to 53 percent in 2005 (World Bank, 2008). 

                                                 
7 For example, local inputs accounted for from 4 percent of total costs for Sri Lanka in 1991 to over 30 
percent for South Korea in 1985 (Tyler and Negrete, 2009). 
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Employment  

Studies have shown that the establishment of EDZs is associated with employment 
generation both inside and outside the zones (Aggarwal, 2007). The share of employment 
in zones varies across countries from 0.001 percent in Central Europe and Central Asia to 
1.15 percent in the Americas to 2.3 percent in Asia and the Pacific. Because the nature of 
the zones implies that many of the companies in zones are in labor-intensive industries 
such as garments, zones are particularly beneficial to female employment (Aggarwal, 
2007; Akinci, 2011). Female workers account for about 60 to 70 percent of the work-
force in zones worldwide (World Bank, 2008). 

Results of the Empirical Analysis  

While most of the studies of EDZs are case studies, many attempt to use empirical 
evidence to measure the economic contributions from zones. The most common approach 
to evaluate the effectiveness of zones is cost-benefit analysis, which measures gains and 
losses for countries that set up zones (Warr, 1989; Jayanthakumaran, 2003).8 Warr (1989) 
and Jayanthakumaran (2003) both conclude all of the zones in the Asian countries they 
examined yielded positive net benefits except for the EPZs in the Philippines; these EPZs 
had a negative net present value. Jayanthakumaran argues that in all cases EPZs generate 
employment and boost local entrepreneurship. As these countries develop, wages of 
workers in these zones begin to rise. He also suggests that the most effective way to 
strengthen the long-term impacts of EPZs is by developing linkages with the rest of the 
economy.  

Zones also have drawbacks. First, Jayanthakumaran and the other authors did not 
prove that the introduction of zones actually attracted FDI or stimulated local growth in 
the economy. In the absence of zones, such growth may have taken place elsewhere in 
the country. Second, these authors consider the country as a whole; therefore, it is 
difficult to determine whether the policy benefited one industry or one region more than 
another. In some recent studies, researchers use panel data and empirical models, such as 
difference-in-difference (DID) models, to infer the causal relationships between the 
establishment of zones and national economic growth (Wang, 2010; Alder et al., 2012). 
Wang (2010) used Chinese statistics from 1978 to 2007 and found that setting up SEZs 
increased per capita FDI by 58 percent. Alder et al.(2012) applied a DID model on data 
from 282 Chinese cities between 1988 and 2009 and concluded that zones contributed to 
an 11-15 percent increase in China’s level of GDP.  

Challenges of EDZs 

Some authors have argued that development zones, such as EPZs and SEZs, are sub-
optimal solutions since they only benefit a few areas and may distort resource allocation 
among industries and generate losses of government revenue and agricultural land 
(Aggarwal, 2006; World Bank, 2008; Farole, 2010). These authors argue zones should 

                                                 
8 Engman et al. (2007) indicates that the benefits include export growth, accumulation of FDI, foreign 
exchange earnings, employment, technology transfers, information exchange and increases in government 
revenues. Costs include infrastructure investment, foregone tax revenues, subsidies and social and 
economic costs such as loss of worker rights and degradation of the environment. 
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not be treated as a substitute for national economic reforms but rather a springboard for 
trade liberalization (World Bank, 2008). Although zones have generated the 
aforementioned achievements in the past few decades, they are also associated with some 
undesirable characteristics. Here I list some of the major repercussions of EDZs: (1) 
uneven development between zones and the rest of the economy, (2) discriminatory 
policies that favor foreign companies, and (3) government revenue losses from the 
incentives provided. 

Uneven Growth  

Zones have been criticized for tilting the playing field between companies located in 
the zones and those located elsewhere and between domestic and foreign companies in 
the same country (Aggarwal, 2006).  

Between EDZs and Non-EDZs 

EDZs are more likely to be built in areas that already have a stronger manufacturing 
base and existing infrastructure such as coastal areas. Thus, creating zones in coastal 
areas may contribute to uneven development between inland and coastal areas. Zone 
investors usually also enjoy more favorable treatment than non-EDZ investors in terms of 
tax rates, purchase restrictions and land prices. Therefore, economic gaps between the 
areas around zones and everywhere else are likely to be enlarged due to zones. 

Between Domestic and Foreign Companies 

One of the major goals of setting up EDZs is to strengthen the local economy and to 
improve the capacity of the domestic sector. However, some zones do not achieve their 
desired growth rates even though attractive incentives are provided. This is partly due to 
discrimination against domestic firms in terms of the incentives and limited links between 
domestic and foreign companies in the zone, such as the cases in the Dominican Republic 
and Tunisia, where the productivity differences between the two sectors widened after the 
establishment of EDZs (World Bank, 2008; Akinci, 2011).  

Government Revenue Losses from Incentives 

Too great a reliance on tax holidays is cited as one of the major drawbacks of many 
zones. Tax breaks do not necessarily result in economic growth. In Namibia, despite large 
financial incentives, less than 1,000 jobs of the targeted 25,000 were created in five years 
after the zone’s establishment (World Bank, 2008). In addition, zones might not be 
profitable if land and leasing are subsidized, especially for cases where utilities such as 
water and power are also subsidized.
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Chapter 3 – Introduction to China’s Economic Development 
Zones 

In this chapter, I provide a taxonomy of China’s EDZs.9 I discuss classifications of 
the zones, their sizes, locations, diverse goals and administration structures, and their 
performances. In the following four chapters, I discuss the policies in these zones and 
their roles in China’s economic development. 

Taxonomy of EDZs in China 

There are at least 14 types of national level EDZs in China (See Table 3.1 for 
details).10 Many zones provide similar preferential policies, but with subtle differences in 
names or functions. Their common characteristics include affiliation with a city, 
possession of special economic policies and management systems, and location in 
specific geographic areas. Based on their various purposes, locations, preferential 
policies, sizes and government administrations of EDZs, I have classified the zone types 
into six major zone categories: 11  

(1) zones for specific economic activities,  
(2) zones for commercializing high-technology research findings,  
(3) zones for trade/export purposes,  
(4) zones for cooperation with certain countries or regions,  
(5) new areas, and  
(6) zones to attract investment for specific purposes.  
 

                                                 
9 The facts and numbers used in this chapter, unless otherwise specified, are from the China Association of 
Development Zones. (http://www.cadz.org.cn. Accessed on March 16, 2012.) and the China Free Trade 
Zone & Export Processing Zone Association. Http://www.cfea.org.cn. Accessed on March 16, 2012). 
10 The zones discussed in this paper (unless otherwise specified) are all at the national-level. For example, 
the term “ETDZ” is equivalent to “NETDZ” (national economic and technological development zone). 
11 I use “category” and “type” in different ways. Each zone “category” includes at least one zone “type”. 

http://www.cadz.org.cn
Http://www.cfea.org.cn
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Table 3.1 China’s National Level Economic Development Zones  

Name 

Number of 
zones by 
March 
2012 

Total Area/each 
zone (square 
kilometers) 

Year of 
first 

establish
ment 

Location of 
the first 
zone(s) Expansion Major goals Major preferential policies  

Economic 
performance (% of 
China's total) 

Government 
administration 

Zones for Economic Activities 

Special 
Economic 
Zone (SEZ) 6 More than 7,000 1980 

4 coastal 
cities 
including 
Shenzhen 

 Hainan Island in 1988 
 Xinjiang Kashi in 2010 

 Increase exports 
 Improve manufacturing 

 

 Preferential tax treatment for  
‐ foreign manufacturing companies 
‐ export companies 

In 2006 –  
 Export USD 168.6 
billion (22.1%) 
 GNP RMB 0.9 
trillion (5.0%) 

Municipality 
management 

Economic and 
Technological 
Development 
Zone (ETDZ) 131 

Area ranges from 
8 to 90 each zone 
(based on data 
from the top 40 
zones by GNP in 
2010) 1984 

1st batch: 14 
zones in 12 
coastal cities 
including 
Dalian 

 2nd batch in 1990s - 18 
zones plus 5 industrial zones 
that enjoy ETDZ's policies 

 3rd batch from 2000 to2002 
- 17 zones 

 4th batch after 2008 - over 
70 zones, either newly set up 
or upgraded to national level 
from provincial or local 
level 

 Located in cities that are 
open to foreign 
business, mainly in 
coastal areas 

 Improve manufacturing 
 Attract foreign 

investment 
 Increase exports  

 Preferential tax treatment for foreign 
manufacturing companies 

 Export tax rebates  
 Provision of facilities and services 
‐ financial support  
‐ lower rent 

In 2009 –  
 Export USD 0.19 
trillion (15.6%) 
 GNP RMB 1.77 
trillion (6.7%)  

Ministry of 
Commerce 

Zones for Commercializing High-technology Research Findings 

High-tech 
Industrial 
Development 
Zone (HIDZ) 88 

Area ranges from 
8 to 120 each 
zone (data from 
the top 40 zones 
in 2010) 1988 

Pilot zone in 
Beijing 
Zhongguancu
n 

 1st batch in 1991 - 27 zones 
 2nd batch in 1992 - 25 zones 
 3rd batch after 2006 - either 

newly set up or upgraded to 
national level 

 Take advantage of 
knowledge-intensive 
areas 

 Commercialize high-
tech products 

 Preferential tax treatment for  
‐ foreign manufacturing companies 

and/or 
‐ high-tech companies  

 Exemptions from local income tax 
and property tax  
‐ if traded within the zones  

 Export tax rebates  
 Provision of facilities (e.g. 

incubators) and services 
‐ financial support  
‐ lower rent  

In 2009 – 
 Export USD 2.0 
trillion (16.8%) 
 GNP RMB 6.1 
trillion (17.9%)  

Ministry of 
Science & 
Technology 

Zones for Trade/Export Purposes 

Free Trade 
zone (FTZ) 15 About 50 1990 

12 cities 
including 
Tianjin 

2 more zones in Shenzhen and 
Zhuhai in 1996 

 Attract foreign 
investment 

 Reduce cost of goods 
storage 

 Preferential tax treatment 
‐ import duty exemptions for goods 

sold in the zones, temporary 
exemptions for all goods 

‐ Export tax rebates after goods are 

exported
12

  
 Allow no advanced manufacturing in 

the zones 

In 2007 – 
 Industrial value-
added (IVA) RMB 183 
billion (0.16%) 
 Industrial output 
value (IOV) RMB 320 
(0.8%) billion 
 Export USD 45.7 

General 
Administration of 
Customs of the 

PRC
13

 

                                                 
12 Companies in the FTZs receive rebates after goods are exported and leave the zones; but companies in EPZs receive rebates when goods enter the zones from 
areas in China that are outside these “zones for trade/export purposes”. 
13 The General Administration of Customs of the PRC is equivalent to a ministry. 
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 billion 

Export 
Processing 

Zone (EPZ)
14

 60 About 120 2000 

3 cities 
including 
Kunshan 

4 other batches from April 
2000 to June 2005  

 Increase exports  
 Provide concessions 

only for manufacturing 
enterprises 

 
 Preferential tax treatment when 

goods enter the EPZs 
‐ export tax rebates  
‐ import duty exemptions 
‐ No value-added or consumption 

tax 

In 2007 – 
 IVA RMB 45.9 
billion,  
 IOV RMB 564.5 
billion (1.4%)  
 Export USD 71.5 
billion (5.8%)  

General 
Administration 
Customs of the 
PRC 

Bonded 
Logistics Park 7 About 9  2004 Tianjin 

Others are: 
 Shanghai;  
 Xiamen in Fujian province 
 Shenzhen and Huangpu in 

Guangdong province  
 Zhangjiagang in Jiangsu 

province 
 Ningbo in Zhejiang province 

 Increase exports 
 Serve as logistic hubs  
 Allow no advanced 

manufacturing in the 
zones 

 Combined preferential tax treatment 
from EPZs and FTZs  

 Tax-free transfer within the zones 

In 2007 – 
 IVA RMB 0.8 billion 
 Export USD 3.8 
billion (0.3%) 

General 
Administration 
Customs of the 
PRC 

Bonded Port 32 
Area ranges from 
5 to 10 each zone 2005 

Shanghai 
Yangshan 

This type includes 
 14 Bonded Ports  
 18 Comprehensive Bonded 

Zones (with more favorable 
treatments than the Bonded 
Ports) 

 Locate in coastal cities  
 Increase exports 
 Serve as logistic hubs  
 Allow manufacturing 

 Combined preferential tax treatment 
from EPZs and FTZs  

 Tax-free transfer within the zones  
 Concessions for manufacturing  N/A 

General 
Administration 
Customs of the 
PRC 

Zones for Cooperation with Certain Countries or Regions 
Border 
Economic 
Cooperation 
Zone 15 

Area ranges from 
3 to 100 each 
zone 1992 

13 cities in 
border cities 

1 more zone in 1993 and 1 
more in 2011 

Promote business and 
trade with neighboring 
regions Preferential tax treatment  N/A 

Ministry of 
Commerce 

Cross-strait 
S&T 
Industrial 
Park 3 About 25  1995 

Shenyang  
 

 Nanjing in 1997 (first two 
zones located within HIDZs) 

 Wuhan in 2000 

Cooperate with Taiwan on 
Science and Technology 

 
Preferential tax treatment for 
Taiwanese high-tech companies  N/A 

Ministry of 
Science & 
Technology and 
Taiwan Affairs 
Office of the State 
Council 

Taiwanese 
Investment 
Zones 5 More than 500  1989 

Haicang and 
Xinglin in 
Xiamen city, 
and Fuzhou 

 Jimei in 1992, Zhangzhou 
and Quanzhou after 2010  

 All in Xiamen, the province 
closest to Taiwan 

Cooperate with Taiwan on 
business and trade 

Preferential policies for Taiwanese 
companies  N/A 

Local government 
management 

Special 
Cooperation 
Zone 4 About 140  1992 

Manchuria 
Sino-Russia 
Trade Zone 

Zhuhai-Macao Cooperation 
Zone in 2003 

 Cooperate with Russia 
or Macao 

 Improve manufacturing 

Preferential tax treatment similar to 
FTZs for companies from specific 
countries/regions  N/A 

General 
Administration 
Customs of the 
PRC 

New Area 

Comprehensiv
e Development 
Area 3 About 5,000  1990 

Shanghai 
Pudong 

 Tianjin Binhai in 1995 
 Chongqing Liangjiang in 

2009. 
Grant autonomous powers 
to municipalities  

Preferential tax treatment (national and 
local) for certain industries/companies. 

 In 2007–  
 GNP RMB 0.5 
trillion (4.0%) 

Municipality 
management 

Zones to Attract Investment for Specific Purposes 

                                                 
14 World Bank (1992) defined EPZ as: “an export processing zone is an industrial estate, usually a fenced-in area of 10 to 300 hectares that specializes in manufacturing for export. It offers firms 

free trade conditions and a liberal regulatory environment.” 
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National 
Tourism 
Resort 12 N/A 1992 

11 cities 
including 
Jiangsu Taihu  Shanghai Sheshan in 2005 

Encourage foreign 
investors to develop 
tourism facilities and 
projects 

 Preferential tax policies 
‐ 24% Enterprise Income Tax  N/A 

National 
Tourism 
Administration  

Finance and 
Trade Zone 1 28 1990 

Shanghai 
Lujiazui  

Lujiazui is the only Finance 
and Trade Zone  

Become the largest center 
in China for economic 
activities, finance and 
trade  

 Lower/free rent for financial 
companies  

 Removed restriction on land price  N/A 

Shanghai 
Municipality 
(including 
development 
corporation) 

Total 382                

Sources: China Association of Development Zones. http://www.cadz.org.cn. Accessed on March 16, 2012. 
                 China Free Trade Zone & Export Processing Zone Association. Http://www.cfea.org.cn. Accessed on March 16, 2012.  
                 China Free Trade Zone & Export Processing Zone Yearbook, 2008 
                 Ministry of Science & Technology (Torch plan): www.chinatorch.gov.cn. Accessed on February 4, 2012. 
                 Ministry of Commerce: http://www.mofcom.gov.cn/xglj/kaifaqu.shtml. Accessed on March 16, 2012. 
                 (Gu, 1998; Zhang, 2008; Zeng, 2011) 

 

http://www.cadz.org.cn
Http://www.cfea.org.cn
http://www.chinatorch.gov.cn
http://www.mofcom.gov.cn/xglj/kaifaqu.shtml
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Zones for economic activities, such as SEZs and ETDZs, focus on manufacturing 
and attracting foreign investment and exporting. Shenzhen and four other cities as well as 
the entire island of Hainan were set up as SEZs in the 1980s. Imitating the SEZ model, 14 
ETDZs were established in 1984. They are usually smaller than SEZs and are supervised 
by the Ministry of Commerce. As of March 2012, more than half of China’s 131 
national-level ETDZs had been established after 2008 (MOFCOM, 1985-2011). Most of 
these zones were upgraded from lower levels, i.e. transformed from provincial or local 
level to the national level so as to enjoy more privileges. 

Zones for commercializing high-technology research findings, such as HIDZs, 
help to encourage technological innovation, and collaboration between industries and 
universities/research institutes to commercialize research findings. As of March 2012, 
China had 88 national HIDZs, 52 of which were established between 1991 and 1992. And 
33 out of the 88 were established after September 2010. Like the ETDZs, most of these 
newly established zones were upgraded from lower levels after China shifted its national 
strategy from developing special enclaves to a unified policy environment for the whole 
country.  

Zones for trade/export purposes, such as FTZs, EPZs, Bonded Ports and Bonded 
Logistic Parks aim at increasing exports and trade. These zones are treated as foreign 
territories and are thus not subject to customs duties. Zone governments in this category 
provide tax rebates for re-exported goods, and allow tax-free transfers of goods stored or 
manufactured between companies inside the zones. The General Administration of 
Customs is the state-level authority in charge of this type of zone. As of March 2012, 
there were more than 120 such national-level zones in China. Most of them are in coastal 
cities. However, their physical areas are not comparable to zones in the previous two 
major categories that focus on economic and high-tech activities.  

The FTZ was the earliest type of zone established in this category. The purpose of 
FTZs was to experiment with free trade or bonded areas before China’s entry into the 
World Trade Organization (WTO). FTZs aim to encourage export processing, increasing 
foreign trade, and facilitating logistics and bonded warehousing. Companies located in 
FTZs are granted concessions such as export tax rebates, import duty exemptions, and 
value-added tax reductions. The first national-level FTZ was launched in Shanghai in 
1990. By 2010, there were 15 FTZs in 13 coastal cities. However, after China’s accession 
to the WTO, these policies began to lose their advantages. Since 2004, some FTZs have 
tried to shift their focus to logistics and warehousing. This generated several derivatives 
of FTZs such as Bonded Ports and Bonded Logistic Parks.  

EPZs are similar to FTZs but are solely for the purpose of managing export 
processing. This is another type of zone first set up in Kunshan in 2000 to develop 
export-oriented industries and generate foreign exchange earnings. In sum, the FTZs are 
the preferred locations for companies involved in trade in and outside China, while EPZs 
are more favorable to manufacturing companies that export most, if not all, of their goods 
to locations outside China (ProLogis, 2008).  

Zones for cooperation with certain countries and regions, such as Border 
Economic Cooperation Zones, provide preferential policies for targeted neighboring 
countries or regions such as Russia, Macao, Taiwan and countries in Central Asia. These 
zones are often located along China’s border because they must either be located in the 
area closest to the region with which they cooperate, or have a historical or cultural tie to 
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that specific region. For example, all the Taiwanese Investment Zones are in Xiamen, 
Fujian, the province closest to Taiwan. However, these zones sometimes face the 
challenge of dealing with governments from two countries/regions. For example, the 
purpose of setting up the Zhuhai-Macao Cooperation Zone was to increase cooperation in 
manufacturing and maintain ties between Macao and the mainland (Wong, 1987).  

New Areas, such as the Shanghai Pudong New Area and Tianjin Binhai New Area 
(TBNA), involve a large area within a major city. Both Pudong and TBNA include some 
of the zone types mentioned above. New Areas have their own autonomous power and 
governments of New Areas can govern as a sub-provincial government. In these cases, 
zone governments have self-financing authority to purchase and develop land, attract 
businesses, and set preferential policies to attract certain industries. 

Zones for attracting investment for specific purposes, such as the National 
Tourism Resort and Finance and Trade Center, aim to attract foreign investment in 
tourism or financial services. There are 12 National Tourism Resorts in China. So far, the 
Shanghai Lujiazui Finance and Trade Center is the only such center approved by the 
central government (Zhang, 2008).  

Similarities and differences between different zone types within one category 

One reason that China has so many different types of zones is that the State Council 
often approves a new zone type when it wishes to test or introduce a new type of 
economic policy (Ge, 1999). During these policy transitions, some old zone types are 
either upgraded to a new type or maintain their old status while failing to enjoy the 
privileges granted the new zones (Zhang, 2008).  

The differences among different zone types within the same zone category are subtle. 
In some cases, the only difference is the zone’s focus on specific activities or 
concessions. For example, within the third category, which includes zones for export-
oriented industries, there are more than five different zone types. EPZs emphasize 
manufacturing, FTZs promote duty free imported goods, Logistic Parks focus on the 
storage, movement and trade in goods within the zones, and Bonded Ports have 
preferential tax policies and trade policies for all the zones mentioned in this category. 
Bonded ports have advantages in warehousing and logistics, foreign trade, international 
procurement, distribution, international transit, manufacturing and port operations.15 In 
short, the major differences among these export-oriented zones are whether or not (1) 
they provide tax rebates for exported goods, (2) they allow tax-free transfer of goods 
within the zones, which means goods traded between companies in the zones are exempt 
from value-added taxes and consumption taxes, (3) they are able to manufacture, and (4) 
they are duty-free for imported raw materials (Zhang, 2008). 

Convergence of goals between ETDZs and HIDZs 

As more and more zone types were developed and different government departments 
became involved in supervising these zones, these different categories of zones have 

                                                 
15 Comprehensive Bonded Zones are also included in this category with bonded ports since this type of 
zone shares similar benefits as the zones mentioned above.  The minor difference between those two zones 
is that the Comprehensive Bonded Zones provide additional services such as financial support and repair 
and maintenance. The first Comprehensive Bonded Zone was established in 2007. 
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become more alike. Judging by their numbers, ETDZs and HIDZs are currently the most 
common types. There are some major differences between the two. ETDZs are usually 
established in larger areas far from the city center, while HIDZs are usually situated 
within city zones. ETDZs have specific industrial focuses, while HIDZs usually 
collaborate with universities and research institutes. ETDZs usually have geographic 
boundaries and have specific preferential tax policies, while HIDZs mostly attract high-
tech companies (Wang, 2001). However, in the recent decade, ETDZs adopted policies 
targeting companies in high-tech industries, encouraging innovation and have attracted 
highly skilled workers; while HIDZs have focused their strategies on attracting foreign 
investment.  

There are several reasons for this convergence. First, more foreign companies tend to 
be in high-tech sectors (Pi and Wang, 2004). Thus, there are overlaps between attracting 
foreign-invested companies and attracting high-tech companies. Second, since different 
zone types are managed by different central government ministries, competition between 
the various zone types exists because of competition among ministries. In many cases, 
both types of zones adjust their business strategies in accordance with national 
guidelines, such as the five-year plans, and compete for almost the same resources and 
attention from the central government. Third, the successful formation of industrial 
clusters – geographical concentrations of firms and organizations - in each zone has 
become an indication of the local government’s success. 16 Therefore, zones are focusing 
on fewer but more prestigious industries or enterprises, which have also caused policies 
to converge.  

Number of Zones 

The first three zone categories (zones for economic activities, high-tech 
commercialization, and trade/export) account for nearly 90 percent of the national level 
zones. As shown in Figure 3.1, 137 of these zones (35 percent) are either ETDZs or 
SEZs, which focus on economic activities such as manufacturing and exporting. Thirty-
two percent of all the EDZs are FTZs, EPZs or other export- and trade-oriented zones, 
but their total size, industrial output and value-added are relatively small when compared 
to the first zones in the first category. The remaining 22 percent of zones are HIDZs.  

                                                 
16 Interview with a professor at Peking University, Beijing China, December 2012. 
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Figure 3.1 Number of National-Level EDZs by Category 

 
SOURCE: The China Association of Development Zones, http://www.cadz.org.cn, as of March 16, 2012 and the 

China Free Trade Zone & Export Processing Zone Association, http://www.cfea.org.cn, as of March 16, 2012. 

Geographic Location 

EDZs exhibit patterns in terms of geographic location. Based on physical size, SEZs, 
ETDZs and HIDZs account for the most of the area occupied by economic zones in 
China. Most of the export-oriented zones are located in coastal areas or next to cities with 
ports. Nearly all border cooperation zones are adjacent to the countries/areas with which 
they are designated to cooperate. During the late 1990s and early 2000s, China also 
instituted policies, including the establishment of zones, to encourage development in 
western and inland areas. Interestingly, there are many cases in which larger zones 
contain several smaller zones of other types. For example, Xiamen SEZ includes an FTZ 
and a Taiwanese Investment Zone, while Shanghai Pudong New Area includes an FTZ, 
an EPZ, an HIDZ, and a finance and trade center (Zhang, 2008).  Clustering zones 
together can benefit companies by increasing the potential for spill-over effects; on the 
other hand, this policy may cause the co-located zones to compete for limited resources. 

Table 3.2 shows the history of the 54 national-level ETDZs, their locations and 
industrial output. The majority of (32 out of the 54) the zones are still in the coastal areas 
and their industrial outputs are generally higher.  

Economic 
activity
35%

High‐tech
22%

Trade
32%

Border 
cooperation

7%

New Area
1%

Specific 
investment

3%

http://www.cadz.org.cn
http://www.cfea.org.cn
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Table 3.2 China’s National Economic and Technological Development Zones (NETDZs) 

NETDZ in eastern China (32) NETDZ in central China (9) NETDZ in western China (13) 

Name 
Year of 
Approval  

Industrial 
Output in 
2010 
(Billion, 
USD) 

Name 
Year of 
Approval  

Industrial 
Output in 
2010 
(Billion, 
USD) 

Name 
Year of 
Approval  

Industrial 
Output in 
2010 
(Billion, 
USD) 

Name 
Year of 
Approval 

Industrial 
Output in 
2010 
(Billion, 
USD) 

Dalian 1984.09 43.12 Yingkou 1992.01 11.79 Wuhan 1993.04 22.28 Chongqing 1993.04 1.48 

Qinhuangdao 1984.01 7.13 Weihai 1992.01 0.06 Wuhu 1993.04 18.42 Urumqi 1994.08 8.92 

Yantai 1984.01 36.63 Fuqingrongqiao 1992.01 9.77 Changchun 1993.04 22.79 Guiyang 2000.02 6.50 

Qingdao 1984.01 45.94 Wenzhou 1992.03 3.43 Harbin 1993.04 18.43 Chengdu 2000.02 8.79 

Ningbo 1984.01 24.34 Hainanyangpu 1992.03 8.46 Hefei 2000.02 19.77 Xian 2000.02 17.62 

Zhanjiang 1984.11 6.57 Kunshan 1992.08 68.04 Zhengzhou 2000.02 4.68 Kunming 2000.02 0.01 

Tianjin 1984.12 75.35 Ningbodaxie 1993.03 6.87 Changsha 2000.02 15.20 Shihezi 2000.04 N/A 

Lianyungang 1984.12 9.18 Dongshan 1993.04 5.92 Nanchang 2000.04 10.92 Hohhot 2000.07 2.53 

Nantong 1984.12 16.99 Shenyang 1993.04 35.20 Taiyuan 2001.06 3.11 Xining 2000.07 5.87 

Guangzhou 1984.12 62.44 Hangzhou 1993.04 19.54       Yinchuan 2001.07 5.37 

Fuzhou 1985.01 9.65 Xiaoshan 1993.05 8.58       Nanning 2001.05 2.16 

Minhang 1986.08 3.32 Nansha 1993.05 20.96       Lasa 2001.09 1.94 

Hongqiao 1986.08 5.18 Huizhoudayawan 1993.05 18.88       Lanzhou 2002.03 3.78 

Caohejing 1988.06 18.55 Suzhou 1994.02 52.11             

Xiamenhaicang 1989.05 11.23 Beijing 1994.08 32.82             

Jinqiao 1990.09 30.98 Nanjing 2002.03 25.26             
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Zone Administration 

All these national level zones, regardless of the zone type, need to be approved by the 
State Council, but in the central government, the ministry that oversees each type of zone 
differs. The Ministry of Commerce manages ETDZs and Border Economic Cooperation 
Zones; The Ministry of Science & Technology manages HIDZs; The General 
Administration of Customs manages all the export-oriented zones; the National Tourism 
Administration manages national tourism resorts. Zones with larger areas such as New 
Areas and SEZs are managed by their local governments (Gu, 1998; Zhang, 2008; Zeng, 
2011). 

Although EDZs are supervised at the national level, local governments and zone 
governments have considerable power over management. There are three major types of 
zone management systems in China:  

(1) When the EDZ’s administrative committee is affiliated with the upper level 
government (usually municipality);  

(2) When the EDZ’s administrative committee is merged with the management of 
administrative districts; and  

(3) When the EDZ’s administrative committee focuses on leading companies in 
the zone. These companies participate in zone management and decision-
making (Zhang, 2008).17  

Each management system has advantages and disadvantages. The first system was 
more typical in zones established during earlier phases, but after China decentralized in 
the 1990s, it has become less common. The advantage of the second type is that it makes 
management personnel more efficient and has fewer layers of bureaucracy; while its 
disadvantage is that it often forces the administration into debt because the administrative 
districts usually accumulate debt from development. The third management type is 
represented by Minhang and Caohejing ETDZs in Shanghai and Daxie in Ningbo. The 
leading companies are those able to attract industrial chains and facilitate agglomeration 
of certain industries. In most cases, this management type appears when these zones are 
not the only EDZs in the city and are usually not large zones (Pi and Wang, 2004). 

Many zones have the power to self-regulate and self-finance; they are often 
responsible for attracting and selecting businesses themselves. There are three commonly 
used marketing methods for EDZs in China: (1) an administrative committee owns the 
marketing entity (known as “the Corporation”), but the Corporation is an independent 
legal entity, and is not operated by the government, so it has flexibility in how it operates, 
(2) an administrative committee partners with one other investment company, and (3) an 
administrative committee collaborates with companies that are shareholders and attracts 
businesses (Xu, 2008).18 

                                                 
17 The term “administrative district” is used to differentiate the district from the EDZ, which is an 
“economic district”. Usually, a city is comprised of several districts. These districts are referred to as 
“administrative districts”. EDZs can be located in one or more administrative districts. In some cases, an 
administrative district and an economic district share the same leadership, e.g. Luogang District 
(administrative district) and Guangzhou Development District (EDZ). 
18 The first model is usually seen in zones established during early phases; an example of the second 
marketing method of arrangement is the Suzhou Industrial Park; the third model is fairly rare. 
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The Qingdao ETDZ reflects these changes in China’s EDZ’s management system. 
From 1984 to 1986, the Corporation existed independently in Qingdao ETDZ. In the 
second stage, between 1986 and 1993, the administrative committee and the Corporation 
co-existed. The third stage began in 1994 when the ETDZ integrated with the 
administrative district in which it is located– Huangdao. The major advantage of 
combining the administrative district (Huangdao) with the EDZs was that the 
administrative district now has the ability to manage civil affairs, such as land acquisition 
(Xu, 2008). This transition was unprecedented at that time in China, and it marked the 
beginning of the second reform of EDZs in China. Since then, cities such as Guangzhou, 
Shanghai, Tianjin, Guizhou and Ningbo all have merged zones with administrative 
districts. This arrangement provides administrative efficiencies because the zone 
management and the government are the same; these EDZs may have to bear some of the 
financial obligations of the administrative district, which can be a financial drain (Jiang, 
2007). 

General Impact 

Similar to other zones in the world, the EDZs’ in China usually offer preferential 
treatment to companies to attract foreign investment and boost exports. China’s EDZs 
play more of a policy-testing and macroeconomic-control role. Many industrial, labor, 
and tax policies were first tested in the zones and then spread to the entire country. 
During the last decade, the central government used zones to balance development across 
regions by establishing zones in less developed areas in western China.  

Among all these types of zones, SEZs, ETDZs and HIDZs were the earliest 
established and are representative of the zones as a whole (Xu, 2008; Zhang, 2008).19 As 
shown in Table 3.1, these three zone types encompass a relatively large share of China’s 
economy (in terms of productivity, industrial output, value-added and exports) when 
compared to other types of zones. Therefore, I focus on these types of zones. In the next 
four chapters, I discuss the role of EDZs in four development phases since their 
establishment.  

                                                 
19 The other zone types are either not representative or not comparable to the zone types mentioned above 
in terms of their physical or economic scales. 



27 
 

Chapter 4 – Phase One: Establishment and Exploration 
(1980-1991) 

In the next four chapters, I provide the background of China’s reform before 1978 
and review the debate in the party before special economic zones were first set up in 
southern China. For each phase, I then first describe the overall problems China faced 
during each phase, the potential causes of these problems, and the national policy 
changes made to address these issues. Then I discuss how EDZs contributed to 
addressing these problems, the outcome of these zones’ development and problems they 
encountered during each phase of development. Then I explain the purpose of each zone 
and compare and contrast the characteristics of different zone types established during 
this phase.  

Economic Problems in China in the Late 1970s 

Between the founding of the People’s Republic of China in 1949 and the end of the 
Cultural Revolution, Chinese economic policy had gone through severe swings. Periodic 
centrally dictated campaigns, like enforced investment in small-scale, highly inefficient 
steel-making operations, were in followed by sharp declines in output, famine, and wide 
spread deaths (Naughton, 2007). After the death of Mao and the arrest of the Gang of 
Four in 1976, the surviving leadership was confronted with an economy plagued by poor 
productivity and the absence of production incentives for both workers and enterprises 
(MacFarquhar, 1997). Between 1952 and 1970, China’s average annual GDP growth was 
3.8 percent (Ren, 1997). Although this number might be satisfactory for developed 
countries, for a country with a low starting point like China, this rate was slow. Between 
1952 and 1978, growth in real wages was very low, rising just 15 percent in real terms 
over the entire period (Naughton, 2007).  

Causes of the Problems 

The new leadership traced China’s economic problems to economic campaigns, like 
the Great Leap Forward, during which output was diverted to poorly designed investment 
programs that had no relation to demand or standards of quality. In general, economic 
growth was perceived as depending on increasing the capital stock through centrally 
dictated investments and shifting labor from agriculture to industry, not by improvements 
in technology (MacFarquhar, 1997). In order to meet the quota of government 
procurement, enterprises tended to overinvest in capital, hoard inputs, and usually 
assigned excessive number of workers to production (Naughton, 2007). The cost of 
production rose accordingly.  

The agricultural commune system and protection of the state-owned enterprises 
(SOEs) provided few incentives for the public sector to improve productivity and quality. 
Workers faced few motivations to work harder or smarter. Naughton (2007) noted that 
the people’s commune system collectivized individual resources and the labor force, 
assigned jobs to each person, and centrally distributed the income. These measures 
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discouraged farmers from increasing production. Similar to the agricultural commune 
system, SOEs sold their products at pre-set prices and quotas, and felt little competition 
from private and foreign enterprises (Jefferson and Rawski, 1994). Workers themselves 
were rarely motivated because their wages were not performance-based, and positions 
were usually guaranteed for the employee’s lifetime (Wall, 1993).  

The Cultural Revolution downgraded respect for education. Skills deteriorated, and 
innovation and technology transfer were given low priority (MacFarquhar, 1997). 

China’s “closed-door” policies to foreign businesses reduced competition, resulted in 
poor technological innovation, and slow rates of productivity growth (Lardy, 2002). 
Overseas investors were unwilling to enter China’s market because China had not 
liberalized its foreign exchange controls, had no stringent company laws to protect 
company rights, and because of language differences and culture shock (Nishitateno, 
1983).  

Policy Changes in the First Phase 

1978-1980 

1978 to 1980 were the critical years for China’s transition. During these years, 
China’s reform displayed both “bottom-up” and “top-down” characteristics. At the 
bottom, the agricultural or rural reform provided incentives for peasants to grow more 
food, reflecting the need for a new system of production. From the top, the leaders in the 
central government began to learn from the experiences of other transitional countries 
and adopted bolder reform policies. 

The first reform started in rural areas. The “self-provision and self-sufficient” 
collectivist system proposed by Mao did not stimulate the overall growth of the economy 
nor did it increase agricultural output. In the late 1970s, China was in great need of a 
transformation from a commune system to a household farming system where people 
faced greater incentives to grow more food. In 1978, a group of farmers in Xiaogang, a 
small village in Anhui Province, initiated an innovative way of production – a “contract 
responsibility system” – which shared many common traits with capitalism (Zeng, 2010). 
As opposed to Mao’s collectivist idea that each farming household deliver a set quota to 
the country, they proposed to keep the extra amount of production themselves to provide 
motivation for farming.20 This type of incentivized development strategy became the 
starting point of China’s decades of rural reform and served as one of the contributors of 
China’s rapid economic growth (Yeung et al., 2009).  

Individual, small-scale reform could not lead to large scale economic reform across 
the country by itself. In China, national reforms require initiatives from the central 
government. Deng Xiaoping, Chairman of the Central Advisory Commission of the CPC, 
was often characterized as China’s “chief designer” who approved several bold, 
controversial ideas in the central government (Vogel, 2011). In contrast with Hua 
Guofeng, who was the Chairman at that time and who tended to adhere to Mao’s 
ideology, Deng proposed more open and pragmatic reform policies (Lardy, 1998). In 

                                                 
20 As a precaution, these 18 farmers signed an agreement that if they were to be executed, the rest of the 
village should take care of their children. Fortunately, their idea was accepted and later adopted by both the 
local and higher level governments. 
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December 1978, Deng’s “open-door” policy was accepted at the Third Plenary Session of 
the 11th CPC Central Committee.  

During the 1980s 

During the 1980s, the Chinese government put forward a series of reform policies, 
including the use of markets, of incentives for businesses and workers, creating a more 
lenient environment for industries, gradually opening the economy for foreign 
investment, and reductions in government administration restrictions. 

Market reforms 

Structural reforms in markets in China were first manifested in the 1978 rural 
agricultural reform. The “contract responsibility system” allowed farmers to retain their 
extra products and sell them at market prices. This price mechanism was then extended to 
industry in 1981 when a dual-track system pricing system was implemented (South China 
Morning Post, 2008). Under the dual-track system, after selling certain quotas of goods to 
the central government at pre-determined state prices, SOEs could sell their excess 
products at an above-market price determined by supply and demand and keep the profits 
(Fan, 1994).21 This scheme allowed China to continue to employ central planning for a 
substantial part of core economic activities, while creating profit-driven incentives that 
did not operate under central planning, under which the central government controlled 
resource allocation and collected all the profits (Xiao, 1998). SOEs were also allowed to 
independently decide how to reinvest retained earnings, for example in employees’ 
welfare, bonuses or productivity enhancing investments. This hybrid system led to the 
adoption of the “contract responsibility system” for large and medium sized SOEs before 
the Enterprise Law was passed in 1988 (Qian, 2000). 

Incentives for companies and workers 

Apart from introducing price signals, the Chinese government tried to improve 
efficiency by introducing competition from the non-SOE sector. SOEs had been criticized 
for their low productivity, above market wages and overall compensation, and for loss-
making investments that led to non-performing loans (Lin et al., 1998). This was largely 
due to the lack of competition and the protection of large SOEs by the central 
government (Huang, 2008). To change this state of affairs, the Chinese government 
encouraged the growth of non-SOEs through the creation of township and village 
enterprises (TVEs), which are collectively owned by rural farmers. 22  

Apart from policies to boost the growth of domestic companies, China also 
introduced policies to attract foreign investment. The People's Republic of China Joint 
Venture Law (1979), for the first time, allowed foreign investment into China through the 
formation of joint ventures. In 1980, the central government put forward several 
regulations regarding tax rates, land use, labor, and registration of the joint ventures. The 

                                                 
21 Initially, the market price could not exceed 120 percent of the planned price. This restriction was 
removed in 1985. 
22 Non-SOE enterprises include both collective and private enterprises. Collective enterprises are those 
owned and operated by the local government who share revenues with the central government. 
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corporate income tax rate for joint ventures was set at 15 percent, much lower than the 
national level of 30 percent. Various clauses in the Joint Venture Law specified 
conditions under which companies would be completely exempt from taxes. 

The Chinese government changed its system of guaranteeing life-long employment, 
permitting foreign invested companies to operate under a labor contract system. It 
allowed enterprises to fire workers based on poor performance, thus providing greater 
incentives for worker to be productive (Nishitateno, 1983). Rewards/bonuses were also 
introduced to replace a pre-set position-based salary. Workers were allowed to keep a 
second job besides their day jobs at the SOEs (Ge, 1999).  

Increasing in foreign trade 

As the secondary (industrial sector) began to supplant the first (agricultural sector) in 
shares of national income, the Chinese government focused on increasing exports from 
its manufacturing sector (Sachs and Woo, 1997; Woo, 1998). In response to that change, 
laws and regulations were introduced to protect foreign entities’ rights; at the same time 
these laws reinforced the central government’s control. For instance, the 1982 Income 
Tax Law for Foreign Enterprises was enacted, which set regulations for foreign 
companies specific to the payment of taxes.  

Decentralization  

In the 1980s, the system of state control began to devolve power to lower levels of 
government. Under this system, the lower-level (local) government had to remit a certain 
amount of tax revenue that had been negotiated with the higher level of government. It 
was permitted to retain the rest for its own uses. In 1982, China passed a law that granted 
local governments rights to lease land. 23 China’s four large state-owned commercial 
banks (Bank of China, China Construction Bank, Agricultural Bank of China, and 
Industrial and Commercial Bank of China) were established in the same year to provide 
project financing.24  

Policy Outcomes 

These reforms are widely credited with triggering the acceleration in growth 
registered in China after the advent of economic reform (Naughton, 2007; Huang, 2008). 
The non-SOE sector registered substantial increases in industrial output. The share of 
gross industrial output from non-SOEs shifted from roughly 20 percent to almost 50 
percent by the late 1980s (Sachs et al., 2001). In 1984, TVEs accounted for 30 percent of 
the enterprises and 70 percent of the employment in rural areas. Privately-owned 
enterprises were established in urban areas; growth in output expanded at a very high 
rate. In 1987, private businesses in urban areas employed more than four times as many 
workers as they had in 1981. The emergence of collective and private businesses across 

                                                 
23 The first Constitution was adopted at the Fifth National People’s Congress in 1982. It specified 
government functions at all levels. 
24 People’s Bank of China, China’s central bank, was the only bank in China before 1983. The four big 
state-owned commercial banks – Bank of China, China Construction Bank, and Agricultural Bank of China 
– were set up in early 1980s.  
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China also provided an incentive for SOEs to improve their operations. As a result, 
companies became more quality-based and customer-oriented (Naughton, 2007). 

Although China opened dozens of its coastal cities to attract foreign investment, 
foreign companies still hesitated to invest in China because of uncertainties about China’s 
business prospects and an insufficiently supportive environment for foreign companies 
under China’s business laws and regulations. 25 As a result, joint ventures comprised the 
majority of foreign-invested companies in China, while only a few of them were wholly 
owned by overseas Chinese with strong affinities to the mainland (Wall, 1993).  

China’s open-door policies ensured access to direct foreign investment; more 
intermediate goods were available for export-processing and trade. However, in this 
phase, the People’s Bank of China still exercised a high degree of state control over 
foreign exchange. 26 Moreover, most exports tended to be lower-end products. Only about 
40 percent of exports consisted of mineral and manufactured goods. For imports, more 
than 80 percent were capital goods, such as machinery and equipment, mainly for heavy 
industries (Naughton, 2007).  

Economic Development Zones in Phase One 

Since their inception in 1980, China’s economic development zones have experienced 
four major development phases. The first phase (1980-1991) marked the period in which 
EDZs were established. The second phase (1992-1998) began after Deng Xiaoping’s 
second Southern Tour and China shifted to a socialist market economic system. In the 
third phase (1999-2007), zones spread to inland provinces, and many unauthorized zones 
set up by local authorities were registered. 27 The most recent phase began in 2008 when 
preferential treatment of EDZs began to diminish.  

Overview 

The first phase began with the creation of four SEZs in 1980 and ended in 1991 when 
the first group of HIDZs was set up. During this first phase, several types of zones were 
created: SEZs, ETDZs, HIDZs, FTZs, and New Areas.  

 The first SEZ was established in Shenzhen in 1980, followed by SEZs in three 
other cities in Guangdong and Fujian Provinces in South China. In 1988 
Hainan Island was designated the fifth SEZ; it was the only province to 
receive such a designation.  

 In early 1984, the Chinese government extended the concept of special 
economic zone to 14 national-level ETDZs in 12 coastal cities in nine 
provinces. Four years later, the first High-technology Industrial Development 
Zone (HIDZ) was tested in Beijing Zhongguancun, which led to the inception 
of the first set of HIDZs in 1991.  

                                                 
25 For example, according to the 1979 Joint Venture Law, the chairman of the board must be appointed by 
the Chinese side and selling products to the Chinese market were prohibited. 
26 Based on the Provisional Regulations for Exchange Control of the People's Republic of China 
(promulgated by the State Council on Dec. 18, 1980). 
27 Unqualified zones were those that were not recognized by the State Council or relevant government 
agencies, but provided preferences without authorization.  
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 In 1990, the State Council approved another type of EDZ – the Pudong New 
Area – located in Shanghai, the largest industrial and economic city in 
China.28  Pudong positioned itself as a world-class financial center, making up 
for the fact that Shanghai was not considered one of the initial economic 
zones. 

 In 1990, a new type of zone, Free trade Zone (FTZ), was also first set up in 
Pudong.  

 
In the following section, I discuss the distinct purposes and characteristics of each type of 
zone. 

Establishment of the SEZs  

In 1979, local government officials from Guangdong and Fujian Provinces “set up 
several economic zones with special policies.”29 After hearing their report, Deng thought 
it would be a good trial to “circle” several areas along the east coast of China and make 
them “special zones” (Vogel, 2011). On August 26, 1980, at the 15th meeting of the Fifth 
National People's Congress Standing Committee, the central government allocated 396 
square kilometers in Shenzhen for a Special Economic Zone (Yeung et al., 2009).30  

The establishment of SEZs generated much debate in the central government. First, 
some conservatives in the Chinese Communist Party were concerned that this move 
would intensify the diminishing control of the central government over core industries as 
China moved from a planned economy to a market economy.31 Second, some leaders 
worried that these SEZs would lead to resurgence of the colonial concessions, a sore 
point in China’s history. The Party members also debated whether China should follow 
the Soviet socialism model or create its own way of “socialism with Chinese 
characteristics” (Ge, 1999).  

                                                 
28 New Areas or Comprehensive Development Areas are usually districts in large cities. The governments 
of New Areas have autonomous power to provide preferential policies to certain industries that they want 
to attract.  
29 Guangdong Province is adjacent to Hong Kong. One reason that Guangdong Province became the 
pioneer in initiating zone policies was because of its proximity to Hong Kong. 
30 The zone includes three districts: Luohu (a district neighboring to Hong Kong), Futian, and Nanshan. 
31 To address these concerns, the central government announced two key points in July 1981. First, a 
special “economic” zone should not be viewed as a special “political” zone. Second, several countries had 
found SEZs to be an effective policy tool to attract foreign investment and increase exports, including 
Singapore and Taiwan.  SEZs would provide China a good opportunity to prove to the world that it has the 
ability to transform itself into a modern economy. However, concerns on the part of important figures in the 
political establishment remained until Deng’s South Tour in 1992, which became the tipping point of EDZs 
development. Given its historical background, these SEZs were characterized by some people as a sign of 
capitalism (Ge, 1999). To address doubts that China was shifting towards capitalism, Deng remarked: “No 
matter if it is a white cat or a black cat; as long as it can catch mice, it is a good cat.” After this statement, 
the Chinese government began to explore state capitalism. 
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Purposes of Each SEZ 

Shenzhen SEZ 

The Chinese government first set up SEZs in four open cities in south China. Among 
them, Shenzhen was the first and largest zone designated for this experiment. In later 
years, Shenzhen also became the testing ground for other types of economic zones. 
Shenzhen was chosen first by Guangdong and later designated by the central government 
as the pilot because there was little development there, its proximity to Hong Kong, its 
location in Guangdong province, and its distance from Beijing, the center of power. 
Shenzhen was a fishing village with a population of only 30,000 and three-square-
kilometers of dilapidated buildings (Hou, 1989). The lack of infrastructure provided a 
clean baseline for China to test all kinds of policies and measure their success. Shenzhen 
was close to several international economic centers including Hong Kong and Macao. It 
has access to ports connecting to the South China Sea. People and local governments in 
Guangdong Province were well-known for their pragmatism and openness. Guangdong 
also had large labor force that could support labor-intensive export manufacturing tasks. 
Finally, being far away from the central government provided more independence and 
flexibility for administration at the local level. Even if this idea failed, there would be 
limited impact on the central government or the whole nation (Hou, 1989; Yeung et al., 
2009). In short, Shenzhen’s advantageous geographic location and political separation 
from the central government contributed to its selection as the first EDZ in China.  

After choosing Shenzhen as the pilot zone, the central government proposed two 
options for this first SEZ. The first option was to set up SEZs as comprehensive zones 
engaged in exporting and manufacturing in a large area, e.g. Shenzhen City, as well as a 
wide variety of other economic activities. The second option was to limit SEZs to smaller 
regions, e.g. one district in Shenzhen, and focus on exporting only (Wong, 1987). The 
first idea was adopted. This final decision reflected the Chinese government’s goal of not 
only setting up Shenzhen as an export-oriented development zone, but also transforming 
it into an economic and technology center. 

Other SEZs 

Apart from Shenzhen, the Chinese government set up three other SEZs in three 
coastal cities in the same year: Zhuhai and Shantou in Guangdong Province and Xiamen 
in Fujian Province. In 1988, the entire province of Hainan was converted to SEZ status. 
Since the mission of these SEZs was to encourage foreign investment and trade, 
especially with capitalist countries, as well as improve links between domestic firms and 
the global economy, the locations of SEZs were all selected in areas with people shared 
the same culture or languages with the targeted overseas investment population – Chinese 
emigrants from Hong Kong, Macao, Taiwan and Chaozhou (Teochew) (Yeung et al., 
2009). The original rationale behind the selection of Shenzhen and Zhuhai was to take 
advantage of their proximity to Hong Kong and Macao, cooperate with these cities and 
learn from their experiences; Xiamen would try to cooperate with Taiwan across the 
Strait; Shantou would benefit from its Chaozhou culture and Cantonese diaspora; while 
Hainan island, geographically separated from rest of China, and located in the 
southernmost part of China, would cooperate with Southeast Asian countries (Ge, 1999).  
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Major Policies of the SEZs 

In August 1980, the Standing Committee of the National People’s Congress approved 
“Guangdong Province Special Economic Zone Regulation”, which provided detailed 
rules for preferential policies, trade, foreign exchange, financing and labor. Later, the 
regulation was also made effective for Fujian province (Sit, 1985).32 The regulation set a 
15 percent corporate income tax for companies located in the SEZs; companies with over 
$5 million in investment enjoyed “special treatment.” However, the definition of “special 
treatment” was not specified. The regulation also allowed employees working for 
companies in the SEZs to wire earnings in foreign exchange out of China through 
designated banks in the zones. Hainan was granted more favorable land leasing terms 
than the other zones because as an island, it was separate from the mainland (Cartier, 
2001). 

Establishment of ETDZs 

Four years after the pilot trials of the four SEZs, China created a new type of zone – 
ETDZ. In February 1984, Deng remarked, “… besides the existing special zones, we 
could further open up several areas, including some port cities, which shall not be called 
special zones, but enjoy some favorable policies granted to the special zones (Ge, 1999).” 
This initiated the establishment of the ETDZs. In May 1984, the State Council approved 
establishing ETDZs in 14 coastal cities.33 

When the ETDZs were established, the central government set four goals: (1) 
increase industrial output, (2) attract foreign investment, (3) encourage exports, and (4) 
develop high-technology industries.  

All of these zones were set up in coastal cities. These cities had well developed 
economies. Their better infrastructure and proximity to ports would benefit 
manufacturing and export-processing. In addition, they had large and generally higher 
educated labor forces. Finally, because of urban sprawl, these cities had massive 
suburban areas where large-scale plots of land were available for industrial use.34  

SEZs versus ETDZs 

The first 14 ETDZs were derivatives of the initial SEZs. The concepts and 
preferential policies of these two types of zones were similar. 35 However, there were 

                                                 
32 The regulation originated from Shekou Guidance, which was first tested in Shekou District, the pilot 

area for Shenzhen SEZ. In December 1978, in the one-square kilometer Shekou district in Shenzhen, China 
Merchants Steam Navigation Corporation of Hong Kong, a trade promotion joint venture controlled by 
Chinese Ministry of Transportation, was put into operation.  
33 The Chinese government decided to open 14 coastal cities: Tianjin, Shanghai, Dalian, Qinhuangdao, 
Yantai, Qingdao, Lianyungang, Nanhai, Ningbo, Wenzhou, Fuzhou, Guangzhou, Zhanjiang and Beihai. 
For some reason ETDZs were not established in Beihai and Wenzhou. However, Shanghai had three, so the 
total number was still 14.  
34 Most EDZs are far from the host cities. For example, Dalian (21 km), Qingdao (86 km), Guangzhou (35 
km) and Tianjin (45 km) (Zhang, 2008). 
35 According to the Interim Provisions Concerning the Reduction of and Exemption from Corporate 
Income Tax in the Special Economic Zones and Fourteen Coastal Port Cities passed in November 1984, 
foreign manufacturing companies located in the ETDZs enjoy a 15 percent corporate income tax rate, the 
same as in the SEZs. 
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three major differences between ETDZs and SEZs: (1) The management system: SEZs 
are independent administrative districts while ETDZs are supervised by the municipal 
governments; (2) Economic structure: when these zones were established, the SEZs 
focused more on export-processing while the ETDZs focused on industrial manufacturing 
and companies engaged in science and technology activities; and (3) Preferential policies: 
initially, the SEZs favored all foreign companies, whether or not they were 
manufacturing companies or non-manufacturing companies. All enjoyed a 15 percent 
corporate income tax (CIT) rates. ETDZs provided this tax preference only to foreign 
manufacturing or high-tech companies (Zhang, 2011).  

Establishment of the HIDZs  

In 1985, the Chinese government announced the “China S&T institutional reform”, 
“in order to boost new and high-tech industries, the central government decided to set up 
several industrial development zones with different characteristics in knowledge-
intensive areas, and provide them with preferential policies.” The Ministry of Science and 
Technology announced the “863 Plan” in March 1986. The purpose of the plan was to 
enhance strategic development of science and technology and innovation (Wang, 2001).36 
This plan was followed by the “Torch Plan”, which initiated the establishment of the first 
group of HIDZs.37 Shenzhen, as a pioneer, set up the first science zone in China; Beijing 
piloted the first HIDZ in Zhongguancun in 1988, followed by two sets of HIDZs in 1991 
and 1992. In most of these HIDZs, companies had already formed high technology 
clusters. 38   

Major Policies of HIDZs 

Similar to SEZs and ETDZs, HIDZs enjoyed preferential treatment in terms of taxes 
and trade regulations, especially for high-tech companies. Major policies implemented in 
the HIDZs are as follows: 

 Conditions and Measures on the Designation of High-technology Enterprises in 
National High-technology Industrial Development Zones, promulgated by the 
Ministry of Science & Technology in March, 1991 

o Identifies which enterprises would be eligible for the central government’s 
preferential policies for high-tech companies 

 National High-technology Industrial Development Zone Tax Policies, , 
promulgated by the State Council in March, 1991 

o 15 percent corporate income tax rate for recognized high-technology 
companies, the same rate as for foreign companies in the ETDZs 

                                                 
36 The “863 Plan” is also called the “National high-technology research development plan” or the 
“National science and technology research program”. 
37 From an interview with a researcher from the Ministry of Science and Technology, December 2011. 
38 For example, Zhongguancun had an electronics street.  Cities like Shenzhen and Changchun relied on 
selling computer parts and accessories to build up the basis of a high-tech zone. According to an interview 
with a university professor in Beijing in December 2011, some scholars thought the number of HIDZs set 
at that time were too many. Although starting up companies was a trend in the early 1990s when HIDZs 
were introduced, many areas that wanted to set up HIDZs did not have the capability to do so. For instance, 
in 1992, areas like Hailing Island did not even have electricity but still applied to set up an HIDZ. 
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 Control over Import and Export Goods in National High-technology Industrial 
Development Zones, promulgated by the Customs General Administration in 
September, 1991  

o Import duty and value-added tax exemptions for instruments and 
equipment used for high-tech development 

ETDZ versus HIDZ 

Judging by numbers, ETDZs (first established in 1984) and HIDZs (first established 
in 1991) are currently the most common types of zones in China. There are some major 
differences between the two. ETDZs and HIDZs originated from export-processing zones 
and science parks. ETDZs were usually established with clear boundaries in a larger area 
far from the city center, while HIDZs were usually situated within city zones and close to 
universities and research institutes. ETDZs usually target export-oriented industries, 
while HIDZ seek to attract high-technology companies (Wang, 2001). ETDZs are 
managed by the Ministry of Commerce, while the HIDZs are managed by the Ministry of 
Science and Technology. The inception of HIDZs broke the Ministry of Commerce’s 
monopoly over such the lucrative business of zone management.39  

Establishment of FTZs  

The first national-level FTZ was inaugurated in Shanghai Waigaoqiao in 1990. The 
purpose of establishing FTZs was to experiment with free trade or bonded areas before 
China’s entry into the World Trade Organization (WTO) (Zeng, 2010). The purposes of 
the FTZs were to encourage export processing, increase foreign trade, and boost logistics 
and bonded warehousing. FTZs, although located physically inside China, are regarded as 
outside Chinese customs regulations. Companies located in FTZs qualify for concessions 
such as tax rebates on exports, import duty exemptions, and lower value-added tax rates. 
By 2010, fifteen FTZs had been set up in thirteen coastal cities.40 After China’s accession 
to the WTO, differences in treatment between companies inside and outside FTZs began 
to diminish. Since 2004, some FTZs has been attempted to transit to logistics and 
warehouse.41 Regulations on Free Trade Zone Customs were promulgated by Customs 
General Administration in August, 1997. They specified the purposes, roles, concessions 
and management structures of the zones. This is another case of national regulations 
following zone regulations -- Regulations on Shanghai Waigaoqiao Free Trade Zone 
were adopted in December, 1996. 

EDZs’ Development Outcomes in the First Phase 

In each phase, I investigate three aspects of EDZs’ roles in China’s economy. First, I 
illustrate the roles of EDZs in helping China solve the major problems of that period. I 
then describe the relationships between zone policies/performance and the central 

                                                 
39 Because the two ministries competed, the zones became more similar, the two ministries began to target 
similar industries or groups of businesses. 
40 Source: China Free Trade Zone and Export Processing Zone Association. Http://www.cfea.org.cn. 
Accessed on March 16, 2012.  
41 From an interview with a manager in a Shanghai FTZ, December 2011. 

Http://www.cfea.org.cn
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government’s policies. Second, I evaluate the zones’ contributions to China’s economic 
growth based on various performance indicators such as exports, realized foreign 
investments, growth in GDP and growth in the value of gross industrial output 
(depending on the data availability). I calculate the share of China’s economy that was 
contributed by EDZs. In addition, I compare the patterns of economic growth of different 
types of EDZ and China as a whole to examine whether the different types of zones 
exhibit distinct patterns or reasons for growth in each phase.42 Finally, I discuss the 
repercussions zones have had, including both the challenges they met and the new 
problems they created.  

EDZs’ Roles in National Policies 

The most profound impact of EDZs in the first phase were (1) testing laws and 
regulations for a market economy prior to extending them to all of China, (2) 
encouraging changes in China’s political system and government administration, and (3) 
boosting China’s economic growth through foreign trade. 

Introducing New Policies 

China’s development zones were pioneers in experimenting with market 
liberalization policies and laws. Initially, China allowed foreign investors to form joint 
ventures with Chinese firms but applied strict limitations. All foreign exchange received 
from trade had to be turned into the People’s Bank of China, the central bank; joint 
ventures could not retain any foreign exchange. Only in SEZs did the Chinese 
government relax this restriction when the SEZs were set up (Nishitateno, 1983). In 1984, 
the Chinese government announced that the 10 percent withholding tax on joint ventures 
did not apply to the coastal cities open to foreign businesses, such as Shenzhen and 
Xiamen. Joint ventures in these zones had no restrictions on purchasing raw materials 
from Chinese suppliers, unlike their counterparts outside the zones (Yeung et al., 2009).  

Apart from these market incentives for foreign companies, labor laws and regulations 
introduced in the EDZs also contributed to Chinese labor system. In July 1980, the 
Chinese government approved Regulations on Labor Management for Foreign 
Companies so as to conform to international practices. This regulation set minimum 
wages and allowed foreign enterprises to freely select workers for hire. It also loosened 
restrictions on laying off worker within the zones (Nishitateno, 1983). The regulation 
removed China’s long-standing “iron rice bowl” life-long employment system, permitted 
contract labor, and allowed Chinese to take a second job (moonlighting) for those who 
worked in the zones. However, many foreign entities still complained that some terms in 
the regulation were ambiguous. These terms triggered disputes between the Chinese 
government and foreign companies (Wall, 1993).  

The zones also permitted the Chinese government to test abolishing the voucher 
system, a big step towards creating a market economy. Before the early 1990s, the 
Chinese government controlled the allocation of resources by assigning voucher quotas to 
certain products such as food, clothes, and other necessities (Wall, 1993). The successful 

                                                 
42 Analyses depend on data availability. For example, realized foreign investment in HIDZs was not 
available.  
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removal of the decades-long voucher system in the zones built a foundation for a freer 
market for the entire country.  

Policies That Were Extended From EDZs to the Country 

One of the most important roles of EDZs is to test new policies, and then extend those 
policies deemed successful to the rest of China. Table 4.1 lists several examples where 
the central government experimented with policies in zones and then applied them 
nationally. 

Table 4.1 List of the Selected Policies Tested in the EDZs and Then Applied to the Rest of 
China  

Economic Development Zone China 

Regulations on Special Economic Zones in 
Guangdong Province43 (Guangdong 
Regulations) passed in June, 1979 -- set the 
corporate income tax rate for foreign 
companies in the zones at 15 percent 

The Tax Law of the People's Republic of 

China concerning Joint Ventures with 
Chinese and Foreign Investment passed in 
September 198044 and the Income Tax 
Law for Foreign Enterprises passed in 
1982 – set the national corporate income 
tax rate for foreign companies at 33 
percent 

Shenzhen Foreign Economic Contract Law 
passed in January 1984 -- regulated 
contractual issues between domestic and 
foreign enterprises  

The National Foreign Economic Contract 
Law was passed in March 198545 

Regulations on foreign exchange varied 
across the zones, based on zone policies. 

Provisional Regulations for Exchange 
Control of the People's Republic of China 
passed in December 198046 

Guangdong Regulations (1979) Regulations on Labor Management in 
Joint Ventures passed in July 198047 

Interim Measures of the Labor Contract 
System in Shenzhen (1983) 

Labor Law promulgated in July 1994 

SOURCE: Ministry of Commerce, Ministry of Science & Technology, Wang (1988). 

                                                 
43 Passed at the Second Session of the Fifth National People's Congress in June, 1979. 
44 Passed at the Third Session of the Fifth National People's Congress on September 10, 1980. 
45 The law used the same clauses as the 1984 Shenzhen Law (Wang, 1988). 
46 Promulgated by the State Council on December 18, 1980. 
47 Approved by the State Council of the People's Republic of China on July 26, 1980. 
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Change in Government Administration 

The establishment of the EDZ administrations reflected the administrative 
decentralization of China– the central government began to allow sub-national 
government authorities to operate more autonomously. The zone governments were 
granted freedom to approve projects up to $30 million in value and had control over land 
leasing and later, fiscal revenues and expenditures (Ge, 1999). After the four state-owned 
commercial banks were set up, local governments could obtain loans from these banks 
and were able to influence local branches’ loan decisions. 

The Share of EDZs’ in the National Economy and Growth in EDZs 

The main purpose for setting up the zones was to test the “open-door” policies, 
increase output, boost exports and raise foreign investment. As reflected by the statistics, 
the zones achieved great success in this phase. Especially in the earlier years, zones 
accounted for the majority share of foreign trade and investment in China. In 1981, the 
original four cities set up as SEZs attracted 60 percent of total foreign direct investment 
in China (Wong, 1987). By 1990, exports from the original four SEZs had jumped from 
less than $0.5 billion to over $10 billion. Per capita GDP in the SEZs jumped from 2,100 
RMB in 1978 to 22,500 RMB in 1990 (Yeung et al., 2009). The combination of advanced 
technologies provided by foreign companies, as well as the raw materials and capital 
equipment obtained from imported goods, increased China’s productivity and ultimately 
facilitated its transition into a major exporter of manufactured goods (Yeung et al., 2009). 
Compared to the SEZs, the 14 ETDZs accounted for less than 1 percent of China’s GDP 
and exports and 2 percent of the FDI during this first phase (Zhang, 2008). Despite their 
small share in the Chinese economy, as shown in Figure 4.1, the growth of ETDZs was 
extraordinary as compared to China’s. For instance, the average growth in value-added in 
the ETDZs was 116 percent in this phase, while the growth in China as a whole was 8 
percent for the same time period. Exports and FDI in the zones also enjoyed 8-fold and 
3.5-fold growth comparing to China. 

Figure 4.1 Index Numbers for EDZs and China in Phase One (1980-1991) 

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations. 
NOTE: Index numbers are deflated values of the last year of each phase. For Phase One, the baseline year is 1985 

and the last year is 1991. The GDP index for China in phase one is 159, which means the GDP value in 1991 is 159 if 
the value of China’s GDP in 1985 was fixed as 100. Since some values are not available for some zone types, the 
baseline year is not necessarily the starting year of each phase. However, for purposes of comparison, for a certain 
indicator in the same phase the time spans are consistent across all the zone types and China. 
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Problems in EDZs 

Although EDZs registered many notable achievements under a “socialism with 
Chinese characteristics” system, the system also created economic problems. The zones 
set up in this phase faced several challenges. First, the central government’s fiscal deficits 
rendered massive construction and development impossible. China’s focus in the 1980s 
was on building infrastructure and improving people’s living conditions as opposed to 
developing the special zones. In this context, the central government provided each 
ETDZ with a $65 million 15-year loan with interest rates ranged from 4.5 to 7 percent (Pi 
and Wang, 2004). However, these amounts were still too low to cover the construction 
costs of the zones.48  

Second, in the early phase, foreign companies had difficulty adapting to the socialist 
context and the dual-currency system in China. In the four SEZs, foreign-invested 
companies did not achieved expected outcomes in terms of the amount of foreign 
exchange and jobs generated. For example, in 1988, foreign-invested companies in 
Guangzhou on average registered losses of 11.1 percent of revenues while those in 
Tianjin registered losses that averaged 38 percent or revenues (Chi et al., 1989; Jones et 
al., 1992). Their poor performance discouraged additional investment in the zones. 

One of the challenges of setting up zones lies in real estate speculation. The first 
flows of money from Hong Kong did not go into industries as the Chinese government 
expected, but rather went to the more lucrative real estate market (Cartier, 2001). During 
this period, Shenzhen was seen in Hong Kong investors’ eyes as more of a playground 
and a “retirement land” than an industrial area (Ge, 1999). In 1993, more than half of the 
houses in the Hainan SEZ were unoccupied (Gopalakrishnan, 2007). This not only led to 
the waste of land and corruption in zone administrations, but also generated fewer 
transfers of technology and created fewer jobs than expected. The per-square kilometer 
return of investment was low and resulted in a serious waste of land. 

                                                 
48 Taking Qingdao in Shandong province as an example, 160 million RMB (20 million USD) of loans were 
required for just one square kilometer. From 1988 to 1992, the fiscal revenue from these regions merely 
covered the loan interest. Only until after 1993, each region was able to pay back up to 300 million RMB 
annually (Hou, 1989). 
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Chapter 5 – Phase Two: Steady Development and Growth of 
EDZs (1992-1999) 

The second phase (1992-1999) started after Deng Xiaoping’s second Southern Tour 
of the SEZs in early 1992, followed by two Party meetings during the following two 
years. The visit and the two meetings marked a change in economic policy towards a 
“socialist market economic system.” The visit and the meetings not only dismissed 
doubts in many political leaders’ minds on the economic development path of China but 
also reaffirmed the status of economic development zones in China. 

Economic Problems in China 

China encountered several major economic challenges from the late 1980s to the 
early 1990s. It underwent two periods of high inflation in 1988 and 1989 and in 1993 and 
1995. In 1988, the inflation rate accelerated to 18.8 percent (see Figure 5.1); in the mid-
1990s inflation peaked at 24.1 percent. The second major problem was that the central 
government’s tax revenue shrank – the share of federal fiscal revenue in GDP dropped 
from more than 20 percent before 1986 to less than 10 percent in 1995 (see Figure 5.1). 
Third, China experienced a slowdown in the growth of foreign investment inflows, only a 
4 percent average annual growth in realized foreign funds from 1988 to 1991. During the 
same time period, due to the dual exchange rate system, many “black” markets dealing 
with illegal foreign exchange transactions existed in the coastal areas in China. 

Figure 5.1 China’s Inflation and Share of Fiscal Revenue in GDP, 1986-1999 

 
NOTE: Inflation calculated based on CPI, Source: China Statistical Yearbook, author’s calculations. 

Causes of the Problems 

Inflation. Like many other cases in the world, both inflationary periods in the 1980s 
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increases in consumer prices and average nominal wages. Nominal wages climbed 
significantly faster than productivity (Qian, 2000).  

Decentralization. Administrative decentralization in the 1980s allowed local 
governments to negotiate with the central government on the amount of revenues they 
had to remit. Many local governments underreported their revenue so as to give the 
central government less tax revenues, one of the causes of the declines in fiscal revenues 
of the central government as a share of GDP.  

Poor performance of SOEs. Another reason for the central government’s fiscal 
stresses was the inefficiency of the SOEs. SOEs’ profits decreased from 7 percent of 
GDP in 1987 to only 2 percent in 1994, while their debt-equity ratio climbed from 12 
percent in 1998 to 211 percent in 1994 (Parker and Pan, 1996; Naughton, 2007). The 
SOEs also accounted for a declining share of the economy. In 1978, the SOEs accounted 
for 78 percent of China’s total industrial output. This number dropped to 55 percent by 
1990, then fell further to 26 percent by the end of 1997 (China Statistical Yearbook, 
1995-2012). Since the SOEs still employed 57 percent of the workers in China in 1996, 
the drop in their share of output and profits had a substantial impact on the Chinese 
economy. The increasing government budget deficits and inflation were also attributed to 
the increase in infrastructure investment and non-performing loans lent to finance these 
investments and to the SOEs. The state-owned banks had $50 billion in non-performing 
loans in the early 1990s (Lardy, 1998). This number was estimated to have reached $400 
billion by the end of 1990s (Shih, 2004), at least 40 percent of total lending (Naughton, 
2007). 

Foreign exchange controls. When China first opened several coastal cities, foreign 
currency earnings were overseen by the central government as a way to control the 
amount of money inflow, as well as to regulate the foreign exchange rates in so as to 
maintain the stability of China’s currency -- renminbi (RMB). Export companies were 
not allowed to retain foreign currency earnings to pay for imports of raw materials and 
equipment.49 From 1981 to 1993, the People’s Bank of China employed a dual exchange 
rate system. One rate, the official rate, was set by the central government; the other was 
determined by the market forces in swap centers. By 1994, there were 110 swap centers 
in China’s major cities (Zhang, 1999). The difference between the two exchange rates of 
RMB widened over time – from 6.5 versus 4.5 in 1987 to 8.5 vs. 5 in 1993 (Zhang, 
1999).  

Causes linked to the introduction of EDZs. EDZs contributed to the breakdown of 
the dual exchange rate system. Many “black” or “gray” swap markets were created in 
these zones, which made it difficult for the People’s Bank of China to preserve the dual 
exchange rate system (Wall, 1993; Lardy, 1998). Social unrest also appeared along the 
borders of the zones in the late 1980s. Poor farmers in rural areas around the zones 
attacked workers in the zones who earned higher salaries.  

After the 1989 Tiananmen crackdown, zones became controversial with the party 
leadership; the future of zones was unclear (Pi and Wang, 2004). Debates pertaining to 

                                                 
49 Joint ventures had privileged access to foreign exchange, but earnings were supposed to be turned 

over to the central bank, and could not be retained by the companies. In practice, because the official 
exchange rate was overvalued, enterprises illegally retained some earnings.  The use of an overvalued 
official exchange rate also resulted in a subsidy for imported goods, especially machinery and equipment. 
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the development zones to some extent led to the debates in the central government on 
whether to transform the whole of China to a market economy.  

Policy Changes in the Second Phase 

This phase marked a period of intense reforms by the central government to overhaul 
China’s entire economic system. The Chinese government used several policy 
instruments to address the inflation problem, narrow its fiscal deficit, increase the 
profitability of SOEs and encourage foreign trade. In addition to promoting the 
convertibility of the renminbi, the Chinese government also started reforming financial 
services. It recentralized power by curbing tax federalism, and increased the profitability 
of its SOEs through privatization. Many of these policies were accompanied by the 
actions taken by the EDZs. These actions will be described in the next section.   

The most profound changes occurred from 1993 to 1995 when China had its third-
generation of leadership - Chairman Jiang Zemin and Premier Zhu Rongji - both of 
whom had been mayors of Shanghai. Compared to Premier Zhao’s reform in 1980s, Jiang 
and Zhu’s reform was more rapid, bold and pragmatic. Zhu focused on the financial 
system and reduced the emphasis on agricultural reform, which had been a focus in 
Premier Zhao’s era (Naughton, 2007). To curb inflation, reinforce the market economy, 
and prepare for accession to the WTO, Zhu put forward a series of radical policies from 
1993 to 1995 including several market-oriented components. These policies covered 
convertibility issues, financial regulations, tax federalization (recentralization), and 
enterprise privatization.  

Reform of the Banking System 

One of the most important reforms in the 1990s took place in the financial sector. To 
curtail excessive lending, the Chinese government passed a Central Bank Law (1995). 
The law set a cap on loans from the central bank to the government. This law was 
supplemented by the Commercial Bank Law (1995), which separated the four state-
owned commercial banks from the central bank. However, these banks still had large 
amounts of non-performing loans, until the central government injected $32 billion of 
special government bonds into the banks (equivalent to 3 percent of China’s GDP) to 
increase their capital and reduce the non-performing loans (Okazaki, 2007). To further 
restructure the commercial banking system, China introduced several joint-stock 
commercial banks. These banks hired better quality staff and were more flexible than the 
four big state-owned banks. With the implementation of the laws, the state government 
stopped bailing out non-sovereign provincial banks. This in turn led to the bankruptcy of 
several large provincial banks in 1998 (Naughton, 2007). At the same time, city banks 
were founded to provide additional lending services. The Chinese government also 
created equity markets. The Shanghai Stock Exchange and the Shenzhen Stock Exchange 
started operation in 1992.  

Recentralization in Taxation and Financial Market 

The central government introduced a series of tax regulations in late 1993. The 
regulations specified three categories of taxes – national tax, local tax and tax shared by 
the central and local governments. Consumption tax and value-added tax, which used to 
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be two of the major sources of local fiscal revenue, were classified as national and shared 
taxes, respectively.50 The regulations also fixed the share of tax revenue that the local 
government should remit to the central government at 75 percent and ended bargaining 
between the central and local governments over tax revenues (Lin, 2004). Other than the 
taxation, the recentralization was also represented by a Budget Law that was approved 
1994. The law restricted bond issuance and the borrowing power of local governments in 
the financial markets.  

Privatization of the SOEs 

Premier Zhu also pursued privatization of SOEs. After late 1994, China transformed 
the old SOE system into a modern corporate system, specified in the Company Law 
enacted 1994. The Company Law together with the SOE Law (enacted in 1998) and the 
Regulation on Monitoring and Management of State Property set the rules for state asset 
management (Xiao, 1998). In areas where large numbers of SOE employees lost their 
jobs, new positions and relevant job training programs were created, targeting these laid-
off workers (Qian, 2000; Lardy, 2002).  

Policy Outcomes 

These policies achieved initial success in the 1990s. SOEs’ debt-equity ratio peaked 
at over 200 percent in 1994 but dropped to 147 percent by 2001 (Holz, 2003). After 
China unified the exchange rate and made the currency more convertible, export growth 
accelerated to 30 percent in 1994 and 19 percent in 1995 (compared to 8 percent in 
1993), GDP increased 21 percent in 1994 and China’s average annual growth rate in 
realized foreign investment reached 30 percent during this phase. The financial reforms 
and fiscal regulations made the financing of local governments more challenging. Local 
commercial bank branches, which were previously influenced by local governments, 
were once again overseen by the bank headquarters. This not only reduced local 
governments' influence on investment but also restricted local governments from 
overdrafts on commercial banks.  

Economic Development Zones in Phase Two 

Overview 

This phase of development of EDZs began after Deng Xiaoping’s visit to several 
zones in early 1992. After this Southern Tour, two major national meetings were held to 
emphasize the importance of a market economy and opening to the global market. During 
this phase, zones that were set up in phase one (SEZs and ETDZs) experienced steady 
and rapid growth and expansion; the two new types of zones established at the end of the 
last phase (HIDZs and FTZs) spread to major coastal cities and provincial capitals.  

No new major types of EDZs were established during this period. While major policy 
changes were being made at the national level, as noted above, some based on China’s 

                                                 
50 Based on a series of regulations on value-added tax, consumption tax, business tax and enterprise income 
tax, promulgated on December 13, 1993, by the State Council and the Ministry of Finance. 
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earlier experience with EDZs, the Chinese government did not introduce major changes 
in regulations covering the zones. Rather, what marks this phase, is that the economic 
environment within China in which the zones operated was becoming similar to 
conditions within the zones. 

During this phase, zones still enjoyed the policies of the previous decade, except for 
the phase-out of the retention of fiscal revenues. Zones did not encounter national-level 
restrictions on what policies they could pursue. Consequently, each zone made its own 
policies so as to compete for reputable companies (Pi and Wang, 2004). Continuity in 
policies, the expansion of existing zone types, and emergency of various local policies 
were the main themes during this phase. 

The five SEZs and the original 14 ETDZs set up in phase one still enjoyed the 
preferential tax policies previously approved by the central government. These zones 
accounted for a considerable share of foreign investment to China. Between 1994 and 
1999, the 14 ETDZs accounted for 7 percent of China’s realized foreign investments, and 
their host cities comprised 27 percent of China’s total, while the four SEZs accounted for 
9 percent. Due to the excellent performance of these zones, the State Council established 
another 18 ETDZs in the mid-1990s, mainly in provincial capitals (Zhang, 2008).  

HIDZs and FTZs, which had their separate inceptions between 1990 and 1991 also 
spread to more cities. Since science and technology and trade were two of the major 
points addressed in Deng’s speeches, the Chinese government established 26 more 
HIDZs in 1992 as a way to commercialize research findings. In preparation for China’s 
entry into the WTO, more than 10 new FTZs were established in major coastal cities in 
the 1990s (Zhang, 2008).  

Major Policy Changes Associated with EDZs 

Deng’s Southern Tour and the Party Meetings 

After the 1989 Tiananmen Incident, many senior leaders of the Chinese Communist 
Party expressed skepticism about China’s open-door policies. A group of Chinese 
leaders, led by Chen Yun, a well-known conservative Chinese leader, began to criticize 
the practice of the market economy (Zhao, 1993). The economic development zones, a 
major component of China’s policies of introducing market elements were placed in a 
difficult position. To provide clarity concerning economic policy, Deng made a high-
profile trip to a number of SEZs in early 1992 to reiterate his economic development 
ideology that “both the planned economy and the market economy are economic means, 
and they should be distinguished from the socialist and capitalist classification (Zheng, 
2001).” His remarks not only recognized the development zones’ important economic 
roles in China, but also reaffirmed China’s path towards a market economy. This trip was 
widely covered in China’s major media. The contents of the speeches are summarized as 
follows: (1) China should stick to the economic development and open-door policies for 
at least 100 years; (2) both the market economy and the planned economy are economic 
tools, and a socialist country can have a market economy; (3) special economic zones are 
not capitalist; China needs more foreign investment and foreign companies, which can 
generate taxes and transfer technology and management skills; (4) some areas, especially 
cities in the Pearl River Delta and the Yangtze River Delta, can get rich first, and then use 
their tax revenues to help the rest of the country so as to reduce inequality; and (5) China 
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should develop science and technology (Zhao, 1993). He also promoted the development 
of Pudong New Area in Shanghai and urged the Suzhou Municipal Government to “tap 
on Singapore’s social order and management experience” and establish a collaborative 
project with Singapore, the Suzhou Industrial Park (Zhang, 2008). As Whyte (1986) and 
Lieberthal et al. (1992) argue, in bureaucratic countries like China, government policies 
are determined by a small group of top leaders. Actions and remarks by major leaders, 
such as Deng’s 1992 Southern Tour, are major drivers of economic policies. 

Deng’s Southern Tour reaffirmed China’s economic development path. Policies to 
pursue this path were adopted after the meeting of the Fourteenth Communist Party of 
China National People's Congress in October 1992 and the Third Plenary Session of the 
14th CPC meeting held in November 1993. The 1992 meeting emphasized economic 
development rather than political reform, encouraged more developed areas to grow first 
by increasing foreign investment and foreign trade, and set the goal of accelerating GDP 
growth from 6 percent to 8-9 percent. The following 1993 meeting passed provisions on 
the “socialist market economic system” followed by a series of reform measures 
mentioned in the previous sections 

Deng’s speeches occurred at the same time with EDZs’ growth and expansion. This 
was not coincidental but rather carefully planned and aimed at reaffirming China’s 
development path. For incidence, in 1984, his initiative for opening 14 ETDZs in the 14 
coastal cities happened right before an important national meeting in the same year on 
economic structural reform – the Third Plenary Session of 12th the CPC meeting. In 1992, 
after years of hiding from the public and fading power in the central government, Deng 
first reappeared in the SEZs and delivered his speeches in a few open cities, such as 
Shenzhen, Zhuhai and Shanghai (Zhao, 1993). This symbolic tour was of great political 
importance for China and for EDZs, especially in clearing up the doubts people had about 
the open policies and idea of development zones. Both the number and the size of EDZs 
expanded after this event, and the zones started to spread inland.  

Extension of the Existing Tax Policy 

One major policy change on fiscal revenue retention pertained only to the zones. For 
the first 14 ETDZs established in 1984, the zone governments could retain all their tax 
revenues above the 1984 base until the end of 1993.This policy was extended for 2 years 
until the end of 1995.51 The 18 new ETDZs established between 1993 and 1995 also 
enjoyed a five-year full rebate and a three-year partial rebate of tax revenues after 
establishment. Apart from this policy change, there were no major zone policy changes 
during the second phase. 

                                                 
51 1996 to 1998 was also a phase-out period for the first batch of ETDZs – each zone had to remit 1/4, 1/2 
and 3/4 of the extra revenue they received in these three years respectively. This retention policy expired 
after 1998. 
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EDZs’ Development Outcomes in the Second Phase 

EDZs’ Roles in the National Policies 

Foreign Investment  

The most significant contribution of the zones was in attracting inflows of foreign 
investment. This was particularly true for the zones set up in the previous phase. After a 
decade of construction and building infrastructure, many zones in the coastal areas 
experienced large inflows of FDI. Between 1988 and 1991 increases in FDI into China 
averaged 4 percent annual growth. In contrast, rates of growth in FDI into the original 14 
ETDZs in the early 1990s ran nearly 30 percent on average. Their realized foreign funds 
increased from $0.36 billion in 1991 to $0.78 billion in 1992, then to $1.46 billion in 
1993. This could be seen as a major contribution of EDZs to China during this period. 

Convertibility of the Renminbi 

 EDZs facilitated the gradual relaxation of China’s foreign exchange controls between 
1994 and 1997. In the 1980s, EDZs had privileged access to foreign exchange and were 
not subject to the national foreign exchange controls.52 Achievements made during that 
decade in attracting FDI and increases in exports encouraged the central government to 
unify the exchange rate and liberalize foreign exchange markets and introduce a more 
favorable environment for foreign companies. On the one hand, the prevalence of black 
and gray foreign exchange markets in the zones threw the Chinese government into doubt 
as to whether to continue supporting the zones. On the other hand, these markets pushed 
the Chinese government to unify the dual exchange rate system. In the early 1990s, open 
areas such as Shanghai, Shenzhen and Hainan first experimented with a cash retention 
mechanism. As a result, by the mid-1990s more than 40 percent of total foreign exchange 
was held by these local governments (Zhang, 1999). In January 1994, as the gap between 
the official and market exchange rate gradually narrowed, the Chinese government 
abolished the dual system, loosened restrictions on foreign currencies, stabilized its 
foreign exchange rate and eliminated the central allocation of foreign currencies. 

Financial Reform 

China’s financial system first opened to foreign banks in the zones. Since 1997 four 
foreign banks were permitted to engage in financial transaction in renminbi in the Pudong 
New Area.53 This laid the foundation for China’s national policy permitting foreign banks 
to engage in financial transactions in renminbi one decade later. By the end of February 
1998, the number of foreign banks in Pudong reached nine. But they only accounted for 
0.13 percent of RMB loans (0.55 billion) in Shanghai (Mu, 1998).  

                                                 
52 According to the Interim Regulations on Foreign Exchange Management of the People's Republic of 
China, December 18, 1980. 
53 Based on the Interim Measures for Shanghai Pudong Piloting Foreign Financial Institutions to Conduct 
RMB Business promulgated in December 1996. 
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Privatization of SOEs 

EDZs had an indirect impact on the reform of SOEs in this phase. The zones not only 
introduced competition by allowing operations of foreign companies, but also enabled 
SOEs to learn from foreign companies’ management skills during their 
restructuring/privatization (Ge, 1999). As of 1993, more than 50 percent of the 
employment in the SEZs was still in SOEs (Ge, 1999). During the downsizing of the 
SOEs, many low skilled workers lost their jobs. Zones undertook the task of training the 
unemployed workers. They set up training programs, provided opportunities to earn 
certificates, and even gave stipends to the unemployed. By the end of 2000, some zones 
had successfully re-employed 90 percent of the unemployed workers in the area (Yi et al., 
2001).   

The Share of EDZs’ in the National Economy and Growth in EDZs 

In this phase, the Chinese government aimed to increase exports and foreign 
investment as more zones were established in major cities in China. Although the 
Chinese government did not implement new preferential policies in the EDZs, the 
existing preferential policies, better infrastructure in these zones and the change to a 
market economy for China as a whole helped EDZs to show more important roles in 
exports and industrial output in the Chinese economy. Overall the EDZs outperformed 
China in export and GDP growth in this phase. China’s exports increased from $72 
billion in 1991 to $195 billion in 1999, an 8 percent average annual growth. In contrast, 
the ETDZs’ average annual growth in exports was 35 percent, while the number was 58 
percent for HIDZs (between 1994 and 1999). The average annual GDP growth rates for 
the ETDZs and the HIDZs were 22 percent and 43 percent respectively, comparing to 11 
percent for China as a whole. Between 1994 and 1999, the EDZs accounted for 9 percent 
of China’s exports, 16 percent of China’s realized foreign investment, 12 percent of 
China’s gross industrial output, and 4 percent of its GDP. Both the ETDZs and the 
HIDZs accounted for increasing shares of China’s exports. The share of foreign 
investment going to ETDZs rose, while the share going to the SEZs remained flat. This is 
likely due to the different development stages these two zone types were in. The five 
SEZs enjoyed steady development in this phase, while some of the ETDZs had just been 
established.  
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Figure 5.2 Index Numbers for EDZs and China in Phase Two (1992-1999) 

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations. 
NOTE: Index numbers are deflated values of the last year of each phase. For Phase two, the baseline year is 1995 

for GDP and industrial output and 1993 for exports and FDI and the last year is 1991. Since some values are not 
available for some zone types, the baseline year is not necessarily the starting year of each phase. However, for 
purposes of comparison, for a certain indicator in the same phase the time spans are consistent across all the zone types 
and China. The value-added for industrial companies were used as a proxy for GDP for HIDZs. 

Growth Pattern within the Zones 

It is commonly believed in this phase that the EDZs in China experienced very rapid 
growth in exports, industrial output, and value-added (Pi and Wang, 2004; Zhang, 2008). 
However, based on my calculations using deflated data from various administration data 
sources, the growth rates in this phase were lower than the ones in the previous phase. 
For example, the average growth rate for exports and realized FDI in ETDZs were 70 
percent and 39 percent, respectively in the first phase, while the numbers for the second 
phase was 35 percent and 33 percent, respectively. Nevertheless, the absolute increases in 
phase two ($11 billion in exports and $4.4 billion in FDI) were greater than those in 
phase one ($1 billion growth in exports and $0.4 billion in FDI). 

Within the EDZs, different types of zones exhibited different patterns of growth:  
 The growth rates of HIDZs were generally higher and fluctuated less than 

SEZs and ETDZs. The SEZs’ and ETDZs’ contributions to the Chinese 
economy were mainly through exports and foreign investment, while HIDZs 
generated more growth in value-added. 

 Within the three indicators, foreign investment was most sensitive to the 
Asian financial crisis of 1998. Specifically, SEZs suffered a 15 drop in FDI 
1997 followed by a 12 percent drop in 1999.  
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 The average annual growth of the 14 coastal cities with ETDZs was much 
higher than the four cities with SEZs, a 13-24 percentage-point difference. 
Since the 14 cities are along the coast (and some are in the Yangtze River 
Delta), while the four cities are limited to Guangdong Province and Fujian 
Province, growth in exports had spread out from the traditional “open 
provinces” (i.e. Guangdong and Fujian) to other coastal areas.   

 The ETDZs also outperformed the SEZs in terms of growth rates of exports 
from foreign-funded enterprises. Between 1991 and 1995, annual growth rates 
in trade for these foreign-funded firms ranged from 22 percent to 76 percent 
for the 14 coastal cities where the ETDZs were located, and from 9 percent to 
35 percent for the four SEZs. In contrast, for all enterprises in China, the 
growth rate averaged 17 percent for exports and 15 percent for imports from 
1990 to 1997 (Knoth, 2000).  

Problems in EDZs 

Compared with the previous phase, zone mangers had less power to make decisions 
during this phase. In a centralized country like China, the central government could set up 
zones quickly, but could also remove power from the zone governments just as fast by 
enacting different national policies. As a result of China’s overall recentralization in this 
phase, zone governments lost part of their administrative powers over financial and tax 
decisions. Specifically, a large portion of their tax revenues had to be remitted to the 
central government. This policy shift might have reduced the motivation for zone 
management to enforce tax collections among their tenants.  

The number of sub-national development zones exploded in the early 1990s.54  
Unlike other countries where national laws restricted the number of zones and specified 
the policies that zones can offer, during this period development zones in China had the 
right to make their own zone policies such as offering tax holidays, lowering rent, and 
providing grants and subsidies. As a result, in 1992 alone, more than 2,000 newly 
established development zones were set up at all levels in China (Zhang, 2008). Between 
1993 and 1994, the Chinese government started to regulate and close these local zones, 
especially those lacking government-supported infrastructure.55 

The Chinese government was also very concerned about the uneven development 
among zones across the country. Gaps existed among the existing EDZs that were 
established at different times. By the end of 1998, the 14 enclaves set up in 1984 were 
generating 187 billion renminbi in industrial output annually and 13 billion renminbi tax 
revenue, increases of more than ten-fold compared to those in 1991(Invest in China, 
2007). In contrast, many of the zones set up during the 1990s were not profitable (Ge, 
1999). Zones were concentrated in the coastal areas. Since urban development and 
foreign investment were goals of the central government, developing inland and rural 

                                                 
54 There was a slogan that “each town should have an industry and each village should have a product”. 
These zones did not enjoy national status and usually had to use their own local revenues to build 
infrastructure.  They set their own policies. 
55 The Regulations on Development Zones’ Planning and Management promulgated by the Ministry of 
Housing and Urban-Rural Development in July, 1995 regulated zone operations at all levels (national, 
provincial and municipal). 
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areas had been neglected in the central plans.56 Although during this phase six zones were 
deliberately set up in central and western China to balance regional disparities, but these 
zones lacked the infrastructure or policies to support this initiative.  

                                                 
56 While the United Nations ranked Beijing and Shanghai GDP per capita comparable to that of Greece and 
Singapore, Gansu province and Guizhou province are often compared to Haiti and Sudan (Hays, 2008). 
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Chapter 6 – Phase Three: Expansion to Central and Western 
China (2000-2007) 

The third phase (2000-2007) started with China’s strategy to develop its inland 
provinces by setting up development zones in the central and western areas. Starting from 
2000, the focus of development for EDZs shifted from “special” areas concentrated only 
in the coastal areas to EDZs located in the interior. During this phase, the Chinese 
government used EDZs as policy tools to address the uneven development across the 
country. During the same time period, China also joined the WTO and many EPZs were 
established to take advantage of the increased export opportunities. This phase ended 
before the start of the global recession, when the Chinese government withdrew corporate 
income tax benefits for foreign companies located in EDZs. The Chinese government 
also adopted a new set of regulations on labor contracts and foreign trade, all of which 
were adopted in early 2008.  

Economic Problems in China 

Twenty years after its “open-up” reform, China had achieved very rapid rates of 
growth in industrial output, foreign investment and exports. However, many undesirable 
characteristics emerged at the beginning of the 2000s: inequality increased between 
regions and there were signs that investment was being poorly allocated, as financial 
markets were still only open to domestic banks, and the stock market was not entirely 
open to the public. 

In the 1990s, along with the rapid economic growth, inequality between east and west 
and between urban and rural areas was exacerbated. China’s national Gini coefficient 
increased from below 0.30 in 1980 to almost 0.45 in 2002 (Khan and Riskin, 2005; 
Ravallion and Chen, 2007). Throughout these two decades, the eastern/coastal region 
attracted large amounts of FDI. GDP rose three times. In contrast, people living in central 
and western China were still living in a less-developed condition (Yu, 2010).  

Both China’s banking system and stock markets suffered from a number of 
deficiencies during this phase. By the early 2000s, state-owned banks were busy dealing 
with non-performing loans from the SOEs – although the central government had been 
restructuring the SOEs since the 1990s, the state-owned industrial enterprise’ profits still 
dropped from 14 percent of national GDP in 1978 to almost zero by 1996 (Naughton, 
2007). At the same time, foreign banks were restricted from providing services in 
renminbi in China (outside the Pudong New Area). Although total stock market 
capitalization as a share of GDP nearly reached 50 percent in 2000, by 2004, two-thirds 
of listed companies were still primarily state-owned, and circulating/tradable shares 
accounted for less than half of total shares (Naughton, 2007). 

Causes of the Inequality 

The uneven development between the east coast and the inland (western and central 
China) has been caused by a number of factors. Geography is obviously one of the major 
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reasons. Because of the coastal areas’ proximity to the bulk of China’s population and 
easy access to shipping routes, shipping and other costs are much lower than in the west, 
making the region more attractive for companies. China’s urban population has clustered 
near cities in the coastal provinces, which invested more in education and better 
infrastructure (Chen and Fleisher, 1996). Preferential policies implemented in the coastal 
areas also contributed to regional inequality. Major coastal cities in China were usually 
granted privileges to attract foreign investment for exports and trade, including hosting 
EDZs.  

Most empirical studies use provincial-level or household-level data to measure 
inequality in China. Some explore ways to mitigate this inequality (Chen and Fleisher, 
1996; Khan and Riskin, 2001). Fleisher, Li et al. (2010) estimate that in 1985, per capita 
coastal GDP was 34 percent higher than the interior. By 1994, the gap had increased to 
77 percent. They find that policies that improved education had been a major driver of 
regional economic growth, which makes education an effective method to reduce 
inequality across the country. In another study, Jian, Sachs et al. (1996) use a longer 
panel from 1952 to 1993 and find that market-oriented government policies, such as 
abolishing the system of dual exchange rates, are more effective in reducing inequality. 
Since raw materials are mostly supplied by the central and western provinces, the dual 
exchange rate system to some extent lowered input prices, leading to inequality by 
transferring income from the inland to coastal areas (Yang, 1997; Fleisher et al., 2010).  

Some scholars have argued that China’s regional imbalance was also tied to Deng 
Xiaoping’s policies that “some regions should develop and get rich first.” Wang and Hu 
(1999) find that inequality worsened after Deng’s Southern Tour when he emphasized 
development in open coastal cities. According to their calculation, the disparity widened 
most in the 1990s. For example, the ratio of per capita GDP between Shanghai and 
Guizhou jumped from 7.3 times in 1990 to 12 times in 2000 (Hays, 2008). Jones, Li et al. 
(2003) also support this argument. They used city-level data from 1989 to 1999 to 
calculate the disparity and concluded that cities with a special economic zone increased 
the annual provincial GDP growth rates by 5.5 percentage points. 

Policy Changes in the Third Phase 

Reduce Inequality 

Western development. China's Western Region Development Strategy was adopted 
in n March 1999. It promoted large-scale development of the western region. It created 
the State Council’s Western Development Office in March 2000. To match this strategy, 
the State Administration of Taxation promulgated Implementation of Large-Scale 
Development of the Western Region (Guoshuifa [2002] No. 47), which reduced the 
corporate income tax rate to 15 percent for favored industries (for both domestic and 
foreign companies) and provide a “two-year tax exemption and three-year half-rate” 
policy for companies with over 10 years’ of operations. This policy was the same as the 
tax policy for foreign manufacturing companies located in EDZs. However, this policy 
limited the companies that could enjoy this treatment to businesses in engaged in 
“encouraged industries.”  

Central and northeastern development. Following the efforts to develop the 
western areas, the Chinese government proposed a policy to “raise up central China” in 
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March 2004 and “revitalize northeast” China in August 2004. Unlike the western 
development strategy, not many concrete policies were applied to these regions.57  

Rural development. After Hu Jintao and Wen Jiabao became president and premier, 
respectively, in 2003, they proposed aggressive policies to develop rural areas and reduce 
the disparities between rural and urban areas, including increasing incomes, reducing 
illiteracy and reforming rural healthcare as a way to raise the quality of life. Starting in 
2004, China started to reduce and abolish agricultural taxes to increase the incomes of 
farmers.58 The Chinese government also introduced the New Rural Cooperative Medical 
Scheme in 2003 to provide insurance to rural residents (Wagstaff et al., 2009). 
Subsequently, two other programs were adopted that were aimed at providing health 
insurance for those under-covered in the rural areas. However, according to the report, 
there was no significant improvement in rural hospitals’ conditions. 

Joining the WTO  

In order to boost exports and enjoy most favored nation treatment, China entered the 
WTO at the end of 2001. To be compliant with the WTO framework, China took a series 
of actions: 

 China committed to meet the requirements of international standards such as 
implementing unified laws and ensuring non-discrimination and transparency 
(Feng et al., 2001).  

 On July 21, 2005, China liberalized its exchange rate to a floating exchange 
rate and altered its decade-long de facto peg to the U.S. dollar at an exchange 
rate of 8.28.59  

 The Chinese government also issued a notice in 2001, allowing foreign 
companies to set up wholly-owned or cooperative venture capital firms in 
China, with the exception that foreign entities were not allowed to invest in 
Chinese securities and futures.  

 Another promise China made was to open its financial markets. In 2006, 
foreign banks were permitted to provide financial services in renminbi, not 
just in restricted areas but in the entire country. 

Managing state-Owned Assets 

In 2003, the central government established the State-owned Assets Supervision and 
Administration Commission of the State Council (SASAC) to regulate the operations of 
the SOEs, including appointing board members, executives and managers, and other 
operations such as mergers and acquisitions and sales of enterprise assets.60 The 

                                                 
57 From the interview with Che Chunli, Shanghai, September 2011. 
58 On December 29, 2005, The 19th meeting of the Standing Committee of the Tenth National People's 
Congress overwhelmingly passed Decision to Abolish Agricultural Tax Regulations of the People's 
Republic of China. 
59 The People's Bank of China referenced a basket of currencies in July 2005 when choosing its target for 
the renminbi. On that day, the renminbi appreciated by 2.1 percent and has appreciated since (Goldstein 
and Lardy, 2006). 
60 By 2003, 23,000 traditional SOEs accounted for one third of state sector output, SMEs accounted for the 
remaining two-thirds or state sector output (China Statistical Yearbook, 1995-2012). 
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privatization of SOEs was run by local governments and local SASACs. To prevent 
insider trading, the state SASAC set a lower limit for trading prices and more stringent 
rules for the buyout of state-owned assets. In 2004, the Chinese government also 
encouraged capital market development by regulating the stock market. Notice on the 
Issues Related to the Listed Companies Tradable Share Reform was piloted in 2005 to 
turn non-tradable and state-owned shares of some listed companies into tradable shares. 

Policy Outcomes 

China faced several challenges after its accession to the WTO. The first was job 
losses in the SOEs and in the agricultural sector (Rumbaugh and Blancher, 2004). By 
August 2002, eight million employees had lost their jobs, of which 4.43 million were 
from SOEs, partly due to WTO membership (Ji, 2001). Apart from unemployment, 
joining the WTO also pressured the Chinese government to generalize or abandon the 
discriminatory policies such as the SEZ policies (Ji, 2001). Other major challenges for 
the Chinese government were how to improve management efficiency and encourage 
rapid innovation (Shu, 2004).  

The financial sector also experienced substantial change. China introduced several 
asset management corporations in 1999 to help SOEs minimize non-performing loans 
(Naughton, 2007). By 2005, the total non-performing loans of the SOEs had been 
reduced from 2 trillion RMB (26 percent of total outstanding loans to SOEs) to 1 trillion 
RMB; the joint-stock banks reduced their non-performing loans from 11.9 percent of 
loans (203 billion RMB) to only 4 percent in 2005 (Naughton, 2007). The share of non-
performing loans to GDP dropped from 19 percent in 2002 to 6.7 percent in 2005 
(Naughton, 2007). Second, in 2004, Bank of China and China Construction Bank led the 
domestic banks’ conversion into state-controlled joint-stock commercial banks. In 2005 
China Construction Bank was listed on the Hong Kong Stock Exchange. Their 
profitability increased more than 30 percent in the mid-2000s (Okazaki, 2007). Third, by 
2004, 61 foreign banks in China were allowed to provide financial services in renminbi; 
their outstanding loans reached 48.8 billion RMB (Wang and Xie, 2005). 

After the tradable share reform in 2005, the share of state-owned/non-tradable shares 
was reduced and state-owned shares were cashed out to the public. This effort not only 
solved the financing problems of the listed companies, but also served as a means of 
liberalizing financial markets in China. 

As a result of the property protection reform, in many of large cities, property prices 
doubled or tripled. For instance, between 2000 and 2007, in Beijing, the average price of 
per square meter in the city increased from 4,300 RMB to 27,000 RMB, more than 6-fold 
(China Statistical Yearbook, 1995-2012).  

Economic Development Zones in Phase Three 

Overview 

The EDZs’ development strategy during this phase was heavily influenced by 
political rather than economic factors. The central government wished to expand the 
zones to most of the provincial capitals of the interior regions even though these areas 
generally lacked adequate infrastructure to attract foreign businesses. In this phase, more 
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than 10 ETDZs were established in major cities in central and western China. China’s 
entry into the WTO aimed to increase China’s overall exports. With the expectations of 
increases in exports, EPZs were established along the east coast so that the export-
processing companies could be geographically concentrated and overseen by the Chinese 
Customs. As the zones expanded to the inland areas, and China obtained WTO 
membership, many illegal zones appeared. Between 2003 and 2005, the State Council 
carried out a second round of “zone cleaning”, which eliminated thousands of zones. The 
total land area covered by EDZs was reduced by three quarters.   

Major Policy Changes Associated with EDZs 

The two major policy changes in phase three were “western development” and “zone 
cleaning”. In addition, Vice Premier Wu Yi proposed a slogan for EDZs: “three focuses, 
two commitments and one promotion”, which is a revision to the “three focuses and one 
commitment” slogan when the zones were first set up.61 Wu specifically emphasized 
climbing up the value chain and modernizing manufacturing.  

Companies in EDZs continued to enjoy half of the corporate income tax rates set by 
the central government (see Table 6.1). They were also eligible for value-added tax and 
tariffs refunds. 

Table 6.1 List of Major Tax Policies in EDZs, Last Updated in 2005 

ETDZs HIDZs FTZs EPZs

Foreign Manufacturing enterprises 30% 15% 15% 15% 15% 24% 24%

Non‐manufacturing enterprises 30% 15% 30% 30% 30% 30% 30%

Export‐oriented enterprises, after the relief period, if the export value 

accounts for 70% of the total output value.
15% 10% 10% 10% 10% 12% 12%

Financial institution with investment of more than 10 million dollars and 

more than ten years of operations
30% 15%

Projects encouraged by the central government or energy, transportation and 

ports related projects

Manufacturing enterprises

Designated high‐tech enterprises

Export of equipment

VII Local EIT

Urban maintenance and construction tax

Fees discount

Losses make up

III. EIT 

relief 

II. EIT 

withhold

Tariffs and VATs will be refunded in 5 years for enterprises listed in the guidance category.

Exempt for foreign enterprises

IV. Tax refund on investment

VI. Value added tax (VAT)

V. Tariff
Import of equipment

No physical enterprises in China, but has income such as interest, dividend, 

rent, royalties and other earnings

Royalties to providers of advanced technologies

Profits made   by foreign investors from foreign‐invested enterprises

First two years exempt, 3‐5 years half 

Depend on local governments

Enterprise losing money may apply profits in subsequent years to compensate for the 

losses, up to five years

Exempt

Exempt, three levels of VATs ‐ 17%、13%、6%

‐15% 15%

Sales in EPZs and FTZs are exempt from VATs

3%, each provincial/municipal government can decide to exempt it

Refund for foreign investors for 40% of their reinvestment to their own enterprises based 

on the profits obtained from investment to other enterprises, if the operations of the 

company is more than 5 years.

Reinvestment in export‐oriented enterprises or advanced technology enterprise can get 

Exempt

Open cities and areasNational regulations
SEZs

10%

Less than 10%, decided by local government

15% for designated areas

15%

Policy content

National level development 

zones

Knowledge‐intensive, technology‐intensive projects, as well as technology 

research and development centers, foreign investments with long payback 
30% 15% 15% 15% 15%

I. 

Enterpris

e Income 

Tax (EIT)

 

                                                 
61 Three focuses are 1) the quality of foreign investment, 2) the development of modern manufacturing, and 
3) optimizing the export structure, including a commitment to developing high-tech industry, the 
development of high value-added services; and the promotion of NETDZs to multi-functional integrated 
industry. 
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SOURCE: Invest in China (in Chinese) http://www.fdi.gov.cn/pub/FDI/gjjjjkfq/tzzn/tzzc/t20060410_22104.htm. 
Last accessed on December 3, 2012.  

ETDZ’s Western Development 

One special characteristic of China’s EDZs is that they serve as a tool for the central 
government to test policies and to support state planning. Following China’s overall 
roadmap of developing the western areas, a third set of 17 ETDZs were set up between 
2000 and 2002. Almost all of them were located in central and western China, most of 
them in provincial capitals. However, even though these regions benefited from the 
central government’s preferential policies, most of them were administratively 
inefficient, provisions of services for companies locating in these zones was poor. 
Consequently, they failed to attract the quality of companies desired, especially foreign 
companies (Pi and Wang, 2004).62  

EPZ’s Establishment 

In May 2000, the central government approved the first 15 pilot EPZs, all of which 
had to be built within the coastal ETDZs. These zones aimed to “control the selling of 
processed products to the Chinese market and streamline the process without the 
bureaucratic deposit system (MOFCOM, 2000).” Setting up EPZs was intended to 
“enhance strictly ‘closed-end’ management in smaller areas and reduce smuggling of 
processed products.” The zones already had better management systems than other areas, 
which is one reason that China still opened EPZs after its entry into the WTO 
(MOFCOM, 2000). Although the preferential policies of EPZs are not considered 
subsidies, as their location in ETDZs already qualified companies located in EPZs with 
preferential treatment such as the 15 percent corporate income tax rate, EPZs are not 
regarded as WTO compliant (Haywood, 2002). China also created several new types of 
zones similar to EPZs, but with more preferential treatment targeted at export-processing, 
logistics and warehousing, such as comprehensive FTZs, logistic ports and logistics 
parks. 

“Zone Fever” and “Zone Cleaning” 

 “Zone fever” is the phenomenon of local governments at all levels attempting to set 
up EDZs and offering preferential policies without approval from the central government. 
This trend actually started in the early 1990s when over 2,000 above-county-level zones 
were established (Yang, 1997). Although after the 1993 austerity program, most of these 
less developed zones were closed, the numbers of such zones increased again in the late 
1990s.  

“Zone fever” in China came from both the supply side (competition among local 
governments) and the demand side (large inflows of foreign capital after China’s entry 
into the WTO). Zones often bring prestige to the local governments. They serve as 
marketing tools for these governments to attract investment. Setting up zones can be an 
excuse for local governments to acquire agricultural land and lease it at a higher price. 
With the influx of foreign investment, zones became preferred destinations for foreign 
investors. “Zone fever” was also attributed to China’s loose regulations on EDZs. There 
had been no official system for evaluating and downgrading existing ETDZs or HIDZs 

                                                 
62 From an interview with a university professor in Shanghai China, September 2011. 

http://www.fdi.gov.cn/pub/FDI/gjjjjkfq/tzzn/tzzc/t20060410_22104.htm
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(Wang, 2005). Since each zone is a “treasure” for each city or province, there was little 
possibility that their favorable status could be revoked. Given this “only upgrade, no 
downgrade” policy, the establishment of large numbers of poorly planned and run EDZs 
could crowd out the resources that more mature EDZs could have obtained.  

To curb “zone fever”, after July 2003, the State council stopped approving new zones 
and started to purge illegal ones. By August of 2004, there were 6,866 EDZs, 171 of 
which were at the national level, and 1,094 at the provincial level (Zhang, 2008). In 2004, 
a second round of “zone cleaning” proposed by Standard and Policies for Cleaning out 
Current Development Zones [Fagaiwaizi 2003, No. 2343] was carried out by the NDRC. 
Following this policy, the central government started to reevaluate some previously 
approved EDZs. In 2006, the government announced eight groups of state approved 
zones; the number of industrial parks was reduced to 1,568, 222 out of which were at the 
national level. The total area devoted to EDZs was reduced by 74.4 percent to about 
10,000 square kilometers (China Knowledge Online, 2009).  

 

EDZ’s Development Outcomes in the Third Phase 

EDZs’ Roles in the National Policies 

Reduce Regional Imbalance 

Although not officially recognized, EDZs served as a tool for the government to 
address the economic imbalances in China by attracting businesses to the western region. 
The nature of trade and geography of China and the central government’s obsession with 
developing the “marine industry” contributed to the under-development of the interior 
region. EDZs’ western development started immediately after China launched its massive 
western development strategy in 1999. Between 2000 and 2002, 16 ETDZs expanded 
from major cities in central and western areas to almost all provincial capitals with the 
aim to narrow economic gaps between the regions. 

Experiment in Administration Structures 

The zones were used to explore various management mechanisms. Some have formed 
development corporations to attract investment; some have merged with administrative 
districts. For example, Guangzhou ETDZ merged with part of the HIDZ, the FTZ and the 
EPZ in 2002 and was renamed the Guangzhou Development District. In 2005, the same 
administrative unit formed Luogang district, an administrative district containing both 
industrial land and agricultural land. The advantage of merging with administrative 
districts is that it improves management efficiency and reduces redundant personnel; 
while the main disadvantage is that it often forces administration into debt since the zone 
government also needs to cover the development costs for rural land.  

Select higher Value-Added Businesses 

Due to limited land space and increasing demand for local tax revenues, many zone 
governments focused on attracting high-tech and high value-added businesses. Many 
zones differentiated their policies (including tax policies) based on the specific 
performance of companies. Some zones set up special funds for those companies that 
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“contribute substantially to local fiscal revenue” as a more informal way of rebating taxes 
to specific companies.63 Although selecting businesses is a controversial issue, the central 
government urged zones to attract high-technology companies so as to encourage 
innovation and develop a knowledge-based economy. 

The Share of EDZs’ in the National Economy and Growth in EDZs 

This phase saw China’s development strategy shifting towards the interior and 
China’s accession to the WTO. Increasing exports and balancing the economic 
differences among coastal and inland areas were the major goals for the Chinese 
government. Based on the statistics, EDZs achieved the former goal especially after 
China’s entry into the WTO. During this phase EDZs accounted for an increasing share 
of China’s exports. About one quarter of China’s exports came from national ETDZs and 
HIDZs; this share kept increasing throughout the phase. These two types of zones plus 
SEZs generated 11 percent of China’s GDP. During this phase, the ETDZs attracted 
almost 20 percent of China’s FDI, this number increased steady from 8 percent in 2000 to 
22 percent in 2007. All types of zones experienced rapid growth in exports during this 
phase - the average annual growth rates for zones reached 40 percent compared to 
average annual growth in exports for China as a whole of 26 percent (see Figure 6.1). 
Such rapid growth could partly be attributed to WTO accession since WTO members 
enjoy lower tariffs and other benefits eligible for “most favored nations.” Immediately 
after China’s entry into the WTO in November 2001, China’s export growth rates more 
than doubled (from 9 percent to 26 percent). Export growth rates for HIDZs and ETDZs 
also nearly doubled from 2001 to 2002, right after China’s accession. Some have argued 
that FDI might be a substitute for trade after China’s entry into the WTO (Kang, 2004). 
This might be true for China because between 2000 and 2007 China experienced only 2 
percent average annual growth in FDI. By contrast, the growth of FDI in ETDZs reached 
17 percent. Unlike China as a whole, the inflow of FDI into the zones increased instead 
of decreased during this phase. This shows that after China joined the WTO foreign 
investors were more likely to invest in the zones than other areas in China, and the zones 
played a more important role in boosting exports in this phase.  

                                                 
63 Interviews with Professors Che, Tang and Zhong in September, 2011. 
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Figure 6.1 Index Numbers for EDZs and China in Phase Three (2000-2007) 

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations. 
NOTE: Index numbers are deflated values of the last year of each phase. For Phase Two, the baseline year is 1999 

and the last year is 2007. The value-added for industrial companies were used as a proxy for GDP for HIDZs. 

Growth Patterns within the Zones 

Although the central and western zones were made a national priority, their 
performance was still not comparable to the eastern zones. Between 2001 and 2004, the 
16 new zones only contributed about 10 percent of ETDZ’s total contributions to China’s 
GDP out of the total 54 zones. Also, they only accounted for 8 percent of industrial 
value-added, 7 percent of FDI inflows, and only 2-4 percent of exports from and imports 
to all the ETDZs. On average, value-added generated by a zone in central and western 
China in 2007 was only 12.4 billion RMB, compared to 31.4 billion RMB for eastern 
zones.  

Zones established in early phases usually enjoyed faster growth than the zones 
established in the later phases. By 2006, the top five NETDZs in eastern China was 
Qingdao, Dalian, Kunshan, Tianjin and Guangzhou; the top two zones in central China 
were Changchun and Wuhan; and the top one in western China was Chongqing (Invest in 
China, 2007), all of which were established in the first or the second phase. 

Most exports were generated by sub-national zones. Yang (2006) finds that in 2005, 
87 percent of China’s exports came from all kinds of EDZs (including provincial zones, 
municipal zones and zones below the municipal level); my data show that the national 
level EDZs only accounted for about 30 percent of China’s total exports. One reason for 
this phenomenon might be because after China’s entry into the WTO, many of the 
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preferential policies were spread from the national level to lower level development 
zones. These local and provincial level zones may have provided more favorable policies 
for businesses and investors. Another reason could be this calculation also took into 
account the “unqualified” local-level zones or simply industrial clusters which were 
eliminated by the end of 2005. This would magnify the share of exports from these illegal 
zones. 

Problems in EDZs 

Low Growth of the Western Zones  

Although the government has put significant emphasis on developing the interior of 
China, it is widely known that management and labor skills were lower in central and 
western China than in coastal areas. Inland EDZs were unable to attract quality 
investments unless their own management skills and infrastructure were improved. This 
explains why the western zones’ FDI share still remained at around 7 percent, even 
though these zones accounted for 35 percent of the total area in China devoted to 
NETDZs. Furthermore, the interior zones did not achieve desired results in attracting 
foreign investment inland. After China initiated the western development strategy in 
2000, the share of FDI flows into the interior zones did not increase as expected, but 
rather decreased (MOFCOM, 1985-2011). This could be attributed to the concurring 
WTO accession, since many of the investments still poured into the more convenient and 
more promising coastal areas. 

The western zones also had disadvantages in terms of the policies they employed, 
which put them in an inferior situation compared to their eastern counterparts: 

1. These zones did not enjoy the tax rebates that were provided to the zones set 
up in the previous phases.64  

2. The 2002 income tax revenue allocation reform made it harder for local 
governments to retain local taxes. Before 2001, more than 60 percent of 
corporate income tax revenues were kept by the local government. In 2002, 
local governments were obligated to remit half of their corporate income tax 
revenues, in 2003 the rate changed to 60 percent, and the rates were 
negotiable thereafter (Li and Hua, 2003; Cheung, 2012).  

3. The eastern zones were capable of subsidizing land prices while the western 
zones did not have the resources to do so. For instance, western China charged 
180,000 RMB per mu for land, while their eastern counterparts could reduce 
this price to only 50,000 RMB per mu (Li and Hua, 2003). Although 
compared with the eastern counterparts, the western regions have relatively 
more available land, their lagged development made it hard for them to 
subsidize the land. Thus, the eastern zones were able to subsidize leases to 
attract investment whereas the western zones could not.  

4. “Encouraged industries” in the western zones were all in high-risk and high-
input investment (Yu, 2010). In most cases, these industries ended up 

                                                 
64 The rebate policies for two types of indirect turnover tax (value-added tax and consumption tax) for the 
first two sets of zones were canceled at the end of 1998. 
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generating low-returns, e.g. agriculture and coal mining. Other researchers 
also mentioned the low quality of services in central and western zones as a 
drawback to these zones.65  

Compliance with the WTO Agreements 

Upon China’s accession to the WTO, many WTO members argued that the Chinese 
government should rescind the privileged status of EDZs. Many international studies 
have discussed the impact of WTO accession on EPZs (Kusago and Tzannatos, 1998; 
Madani, 1999; Engman et al., 2007). They all agreed that since many of the preferential 
policies offered by zones are covered by WTO provisions, EPZs/SEZs should lose their 
privileged status.  

To be in compliance with the WTO, as a first step, China reduced its average tariff 
rate from 17 percent to 9.4 percent, which narrowed the gap between the cost of imports 
in zones and the rest of China. Other researchers argue that the WTO terms did not 
specify that special economic zones would no longer be permitted to enjoy special tax 
status, but rather stated that there the zones should not discriminate between domestic and 
foreign companies (Feng et al., 2001). According to Appendix 5A of China’s Letter of 
Agreement, after China’s accession, preferential policies provided the EDZs, mainly 
SEZs and ETDZs were not listed on the list of policies to be eliminated (MOFCOM, 
2000). Robert Haywood (2002), a former director of the World Export Processing Zone 
Association pointed out that although the policies of EPZs are compliant with the WTO, 
since all EPZs are in ETDZs, but ETDZs have policies that are not in compliance with 
the terms of its accession to the WTO.  Therefore, China should take actions to eliminate 
these provisions. Specifically, the corporate income tax breaks should be considered 
export subsidies and are therefore prohibited under the Subsidies and Countervailing 
Measures (The World Trade Organization).  

Other Types of Zones  

In the 1980s, only two types of zones existed – SEZs and ETDZs. By the end of 
phase three, more than 10 types of national level zones had been created in China, many 
of which were given different designations but with only slight differences in policies or 
focus. There are several reasons for the proliferation in the types of zones. First, 
ministries competed with each other to create zones that fell under their jurisdiction. 
These zones, e.g. ETDZs and HIDZs, compete for government appropriations to 
construct transportation infrastructure and allocations of land. Second, many EDZs are 
managed by Chinese Customs. For better management, they deliberately delimited 
enclaves for slightly different purposes to gain better control, e.g. EPZs and logistic 
parks. Third, sometimes local governments combined existing zone policies together to 
form a new type of zone, such as the Comprehensive Bonded Zones. With so many types 
of zones supervised by different ministries, the effectiveness of this policy instrument 
appears to have been dissipated as various ministries and local governments competed to 
provide potential investors favorable treatment. 

                                                 
65 From an interview with Professor Che Chunli from Shanghai Jiao Tong University, December 2011. 
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Similar Target Industries 

Although zones often claim to have their own industrial focus (e.g. the chemical 
industrial cluster in Guangzhou based on Proctor and Gamble, information technology in 
Tianjin and Beijing, automobiles in Changchun and Wuhan, and household appliances in 
Qingdao) most zones now attempt to attract a wide range of industries, many of which 
overlap with industries targeted by other specialized zones (MOFCOM, 2004). Most 
zones listed information technology in their development strategies, especially for those 
located on the east coast. Thirty-two of the thirty-three NETDZs listed information 
technology and the communications equipment manufacturing industry as pillar 
industries, twenty-eight listed bio-engineering, and twenty-seven listed precision 
instruments (Bowker, 2002; Zhang, 2003). Even so, with the exceptions of Beijing and 
Shanghai, most zones in other cities had not attracted these higher value-added industries, 
because they did not have the infrastructure to support the development of these 
industries. EDZs often attempted to attract leading industries purely because these 
industries were listed in the central government’s five-year plans, not because these 
industries had established foundations in the EDZs. Developing industries in areas where 
zones did not have a comparative advantage could result in loss of resources such as land, 
personnel and finance.  
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Chapter 7 – Phase Four: Rescinding Preferential Policies 
and the Current Role of EDZs in China’s Economic Growth 
Model (2008-Present) 

At the beginning of 2008 the Chinese government extended preferential tax treatment 
for specific industries from the zones to the entire country. This policy change marked 
the beginning of the fourth phase; it was also a turning point for EDZs. The new 
corporate income tax policy eliminated preferential income tax rates for all companies 
located within zones. In addition, many provincial and municipal zones were elevated to 
national-level status. As a result, many preferential policies were no longer exclusive to 
the original EDZs; their privileged status diminished.  

Economic Problems in China 

Although China had followed an open door policy for nearly three decades, 
differentiated treatment of domestic and foreign enterprises in terms of corporate income 
tax rates still existed at the beginning of this phase.66 Foreign companies were charged a 
lower corporate tax rate than domestic companies. Domestic companies were at a 
disadvantage in this regard; the government also collected less tax revenue than it 
otherwise would have collected.  

During this time period, China faced several major domestic economic issues and the 
global economic recession. On the domestic front, the Chinese government sought to 
promote new policies that would help move Chinese companies up the value-chain, as 
rising wages and the appreciating renminbi were making China less competitive in labor-
intensive assembly work. The government also wished to reduce income differences 
between the east and the west. It also sought to encourage home-grown innovation by the 
private sector. The global economic recession compounded these domestic issues as 
China’ leadership struggled to maintain the growth rates in industrial output and exports 
that it had enjoyed over the previous decade.  

Corporate Income Tax  

Corporate income tax is a major source of revenue in China, accounting for 15 to 20 
percent of total tax revenue for the past decade (China Statistical Yearbook, 1995-2012). 
In recent years, many companies have managed to reduce these taxes by taking advantage 
of preferential tax treatment provided by central and local governments. Three major 
factors contributed to China’s tax revenue losses: 

Tax revenue losses from unprofitable foreign companies. Many foreign firms 
falsely reported losses (Zhao, 2007). Between 1988 and 1993, the percentage of foreign-
invested companies reporting losses was about 35 percent to 40 percent. By 2000, this 

                                                 
66The actual tax rates were 22 to 25 percent for domestic companies and 11 to 15 percent for foreign 
companies, a 10 percentage point difference (Xu, 2008). 
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number increased to almost 65 percent. It is estimated that the tax revenue losses from the 
“fake” losses reported by foreign companies in China were at least RMB 30 billion each 
year (Zhao, 2007).  

Tax revenue losses from “round-tripping” investment. Preferential corporate tax 
rates offered to foreign firms is one reason why companies decide where to invest abroad 
(Dyreng et al., 2011). In many cases, tax factors play a greater role in choosing a location 
for a company than legal and governance factors, which are typically the major 
determinants (Dyreng et al., 2011). MNCs headquartered in tax havens usually face the 
lowest effective tax rates (Markle and Shackelford, 2011). 67 Much of China’s inward 
FDI has originated from these tax havens. Major tax havens include the Virgin Islands, 
the Cayman Islands, and Samoa, which ranked No. 2, 5 and 8 among the largest sources 
of China’s FDI inflows in 2007; much of the FDI inflows from Hong Kong have been 
pass-throughs or round-tripping (Davies, 2010). 68 In terms of stocks of FDI, the Virgin 
Islands accounted for 10 percent of China’s total stock of $900 billion in FDI by 2008, 
exceeding the European Union and Japan, each of which accounted for 7 percent. The 
Cayman Islands made up 2 percent, the same as the United Kingdom (Davies, 2010). 

Tax revenue losses from competition among local governments. When zones were 
first established, in order to attract foreign investment, zone managers usually provided 
tax holidays and incentives to specific industries, reducing their taxable bases (Song, 
2009). After the new tax regulations took effect in 1994, instead of lowering the tax rate 
by a fixed amount, zones adopted a collect-and-refund strategy, i.e. they first collected 
the required amount of state corporate income taxes, then rebated or refunded part or all 
of the share retained by the local government.69 In an attempt to prohibit such activities, 
in 2000 the central government twice urged local governments to stop providing this type 
of subsidy.70 Nonetheless, due to the competition from other zones, local governments 
continued to offer incentives in the form of tax rebates. According to the 2002 notice 
(Guo Ban Fa [2002] No.5), roughly RMB 1.5 billion had been lost due to lower tax rates 
or tax rebates in the seven provinces investigated since 2000.  

Development of the Private Sector 

In contrast to SOEs, historically, the central government has paid less attention to the 
development of the private sector. Although since 1993 the Chinese government started 

                                                 
67 A tax haven is a country or region where taxes are levied at a very low rate or at zero.  
68 “Round-tripping” refers to the phenomenon that Chinese companies invest in foreign entities and then 
invest back to China from their offshore companies in order to enjoy the incentives that are only applied to 
foreign investors. The countries these companies invest in are usually internationally well-known tax 
havens such as the British Virgin Islands, the Cayman Islands, and Bermuda. Hong Kong can also be 
considered a tax haven in the case of China. 
69 This practice is illegal. Minority autonomous regions may grant a reduction or exemption of the 
corporate income tax rate to the enterprises located within the regions. Other local governments are not 
allowed to make local laws for tax reductions or exemptions. 
70 Notice on the Correction of Tax refund Policies of Local Government (Guo Fa [2000] No. 2) was issued 
by the State Council in January 2000, but the regulation did not achieve much. Two years later, the Notice 
on Tax Reduction or Exemption Policies Made by Some Local Governments in Violation of Regulations 
Such As Collect-and-Refund (Guo Ban Fa [2002] No.5) was issued by the General Office of the State 
Council. 
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to focus on the development of non-state owned enterprises when a large number of spin-
offs emerged from governments and universities, these firms were mostly “collectively-
owned” such as Lenovo, a spin-off from the Chinese Academy of Sciences and Founder 
Group from Peking University (Saxenian, 2003). 71  Large traditional SOEs usually 
dominate the industries in infrastructure, energy and transportation. Nevertheless, private 
small- and medium-sized enterprises (SMEs) were generally discriminated against or 
neglected by the central government.72 

Studies show that lack of finance is often a problem for SMEs both in developed and 
developing countries (Bigsten et al., 2000; Cull et al., 2006). Although the Chinese 
government provides limited funding to support innovation in small start-ups, it is still 
hard for SMEs to obtain finance from large commercial banks (Benner et al., 2012). 
Additionally, SMEs face larger obstacles to financing R&D than large firms (Taymaz and 
Üçdoğruk, 2009).  

The Chinese government has been ranked as the single largest source of finance for 
China’s private sector. However, critics highlight constraints linked to state support, such 
as lack of a well-developed market for business development and lack of expertise within 
the local government to provide relevant services (Atherton and Smallbone, 2010). 
According to Zhu et al. (2011), unfair competition (i.e. monopolies by large SOEs), 
financing, laws and regulations, tax, and public support systems are listed as the top 
barriers for the development of China’s SMEs. 

Policy Changes in the Fourth Phase  

New Corporate Income Tax Law 

To generate more corporate income tax revenues from the foreign-owned companies 
and standardize corporate income tax rates for domestic and foreign companies, the 
Foreign Exchange Administration issued a notice (Hui Fa [2005] No. 75) to prohibit the 
“return investment by domestic residents through overseas accounts”, which aimed to 
stop “round-tripping” investment, especially from Hong Kong and international tax 
havens.  

On March 16, 2007, China promulgated a new corporate income tax law. The 
Corporate Income Tax (CIT) Law of the People’s Republic of China, which took effect 
on 1 January 2008, replaced the 1993 Corporate Income Tax Law and the 1991 Foreign 
Corporate Income Tax Law. Under the previous laws, both domestic and foreign 
companies were officially charged a 33 percent tax rate, but qualified foreign enterprises 
in economic zones enjoyed lower tax rates and a “two-year exemption and three-year half 
exemption” from corporate income taxes. The new law removed this preferential policy, 

                                                 
71 This statement is based on the Decision on Several Problems Facing the Enthusiastic Promotion of Non-
Governmental Technology Enterprises. 
72 China’s definition of SME is different from that of most of the APEC countries. In these countries, 
SMES generally employ less than 100 or 500 people and about 70 percent of them employ less than six 
people. China’s definition is determined both by employment and business revenue. Although variations 
exist across the industries, small businesses are generally considered companies with less than 600 
employees and 30 million RMB in revenues, medium companies are those with less than 3,000 employees 
and 300 million RMB in revenues (Liu, 2007).  
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so that domestic and foreign enterprises now face the same tax rates regardless of their 
locations. After January 1, 2008, the tax rate for companies in EDZs that once enjoyed 
preferential tax treatment was raised gradually to 25 percent in 2013.73 During this time, 
the Chinese government instituted new preferential tax rates favoring industries in the 
high technology, environmental and energy saving sectors. Qualified enterprises in these 
industries enjoy a 15 percent corporate income tax rate. 

New Labor Contract Law 

A new Labor Contract Law was enacted in June 2007 to improve the contract labor 
system in China (People's Republic of China, 2007). The law focuses on restricting short-
term hiring and makes laying-off workers harder for employers (Wang et al., 2009). This 
law is expected to ensure the benefits of lower-wage workers in manufacturing industries 
and reduce wage differentials between rich and poor. However, it may also discourage 
overall hiring, particularly for manufacturing enterprises that used to hire low-wage 
workers. 

Science and Technology Policies 

China’s S&T policy in the early 1990s gave priority to large SOEs and government 
research institutes, but these organizations usually had little knowledge about emerging 
technologies and market demand (Saxenian, 2003). In this century, the Chinese 
government gradually shifted its focus on S&T development to “home-grown” 
innovation in the private sector. To stimulate technological innovation in the private 
sector, in 2008, the government extended the law granting a 15 percent tax rate for high-
technology companies located in HIDZs to all of China.  

China also set a target to increase its overall expenditures on R&D. In 2006, the State 
Council adopted The Medium- and Long-Term Plan for Science and Technology 
Development (2006–2020). Under this new plan, the Chinese government expects to 
increase its R&D spending to 2.5 percent of GDP by 2020. Compared to the strategies of 
the 1990s, the new plan focuses on issues related to encouraging home-grown innovation 
and the protection of intellectual property rights. 

Human capital improvement has also been a serious concern for the Chinese 
government. Different levels of governments have all provided incentives to attract S&T 
talent. The central government highlighted both “introduce in” and “go out” strategies: 
the Chinese Academy of Sciences initiated the “100 talents plan” in 1994 to attract top 
S&T talent from all over the world; at the same time, government officials and scholars 
were sent abroad for education or training by the Chinese government. In 2008, the 
“thousand talents plan” was introduced to attract over 2,000 returnees to China. The plan 
focused on three levels of overseas experts: (1) research scholars equivalent to professors 
at well-known universities, (2) senior managers at well-known international companies, 
and (3) entrepreneurs with proprietary technologies and patents who had established 
businesses abroad (Zhao and Zhu, 2009). 

                                                 
73 The tax rates in these five years are: 2008 (18 percent); 2009 (20 percent), 2010 (22 percent), 2011 (24 
percent), and 2012 (25 percent). 
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Support for Private Enterprises and SMEs 

The government switched strategies from attracting foreign investment to fostering 
domestic private companies and small businesses. Unlike the end of 1990s when the 
government actively supported large state-owned enterprises, since the beginning of the 
21st century, the central government has started to officially support private SMEs. In 
2002, China enacted the SME Promotion Law. It granted these firms legal status in 2004. 
In 2005, the State Council promulgated 36 guidelines to encourage the growth of private 
enterprises and private investment.74 In 2009, the focus shifted to increase the availability 
of finance for private companies’ and boost commercialization of SMEs’ products.75 
Small-sized and low-profit companies were provided tax concessions according to the 
new tax law, which reduced their taxable income by half with eligibility for an extra tax 
break of 20 percent.76 To finance SMEs, domestic commercial banks loosened 
restrictions on demands for collateral or loan guarantees from SMEs (Ayyagari et al., 
2010). 77 In 2011, Premier Wen Jiabao hosted a meeting to discuss financing strategies 
for small and micro companies and urged commercial banks to lend to these companies.78 
Local governments were asked to reduce the fees levied on SMEs and to set up special 
funds targeted to help these companies. 

Improving the Ability of Governments in Western China to Provide Financing and 
Business Services  

Despite direct support from the central government with policies favoring the 
development of China’s hinterland during the third phase, many local governments 
struggled to build capacity and to provide financing to businesses (Yu, 2010). In March 
2010, the Chinese government issued a notice to subsidize interest on local governments’ 
loans to finance infrastructure in these areas (Cai Jian [2010] No. 48.). Apart from 
financial support for investments in infrastructure, local government’s ability to provide 
efficient services has been made a measure of government performance. With this in 
mind, the Chinese government passed The Notice on Deepening the Reform of the 
Administrative System in February 2008 to boost the efficiency of provincial and local 
governments.  

                                                 
74 Guo Fa [2005] No.3: Several Opinions from the State Council to Encourage, Support and Guide the 
development of Private and Other Non-public Economic Entities. http://www.gov.cn/zwgk/2005-
08/12/content_21691.htm. Access Date: January 27, 2013. 
75 Guo Fa [2009] No. 36: Several Opinions from the State Council to Further Promote the Development of 
SMEs. http://www.gov.cn/zwgk/2009-09/22/content_1423510.htm Access Date: December 8, 2012. 
76 The small and low-profit enterprises are those with taxable income of RMB 30,000 or less. 
77 Governor of the People’s Bank of China, China’s central bank, Zhou Xiaochuan said that between 1997 
and 2009, 30 percent of the commercial banks’ non-performing loans came about because of poor 
government planning or administrative interventions, 30 percent were due to political requirements for 
state-owned commercial banks to support SOEs, 10 percent were from SOE restructuring, 10 percent were 
due to local government interventions, and the remaining 20 percent were due to internal management 
problems of large commercial banks (Zhou, 2012). 
78 Small and micro companies are those with less than 100 employees and RMB 30 million registered 
capital, and taxable income less than RMB 300,000.  

http://www.gov.cn/zwgk/2005-08/12/content_21691.htm
http://www.gov.cn/zwgk/2005-08/12/content_21691.htm
http://www.gov.cn/zwgk/2009-09/22/content_1423510.htm
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Policy Outcomes 

By 2010, the new corporate tax law had made modest progress in deterring round-
tripping investment. Figure 7.1 shows the sources of inflows of FDI into China. 
Investments from the three regions in Greater China (Hong Kong, Macao, and Taiwan), 
Japan, South Korea, Singapore, leading American and European countries (the United 
States, the United Kingdom, and France) and international tax havens comprised about 90 
percent of China’s FDI inflows over the last 15 years. However, the share of foreign 
investment originating from tax havens increased dramatically from only 2 percent in 
1996 to 32 percent in 2007. After the new tax law was enacted in 2008, the share of FDI 
from tax havens dropped from 32 percent in 2007 to 28 percent in 2008. In 2010, this 
number further declined to 16 percent. By contrast, investment from Hong Kong 
increased sharply from 40 percent in 2007 to 60 percent in 2010. 

Figure 7.1 Distribution of Inward FDI Sources, 1996-2010 

 
SOURCE: China Statistical Yearbook. 
NOTE: The tax havens included in these calculations are: the Virgin Islands, the Cayman Islands, Samoa, 

Mauritius, Barbados, Bermuda, and the Bahamas. The European countries included are the United Kingdom and 
France. 

 

After the new labor law came into effect, low technology-based manufacturing 
companies accelerated moves to areas with lower labor costs in China or to Southeast 
Asia. Many companies, such as Huawei in Shenzhen, “encouraged” workers to resign to 
“forfeit” senior claims before being rehired as new employees, or simply reduced 
stipends such as subsidized dormitories (Wang et al., 2009). Labor costs in China have 
increased dramatically over the past decade for economic as well as policy reasons. From 
2001 to 2010, average annual wages increased from $1,530 to $4,480 for domestic 
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companies and from $2,440 to $4,880 for foreign companies, a 190 percent and 100 
percent increase respectively.79 

Over the same period, the quality of the labor force improved because of the rising 
share of better educated workers entering the labor force. China’s aggressive talent 
policies also appear to have been successful in attracting specialists and entrepreneurs 
from abroad. Many overseas S&T experts returned to China. By July 2012, the “thousand 
talents plan” had successfully attracted 2,263 returnees.80 With the influx of returnees and 
leading industry experts, the overall quality of domestic scholars improved. By 2008, 77 
percent of the presidents of China’s universities, 84 percent of Chinese Academy of 
Sciences’ academicians, and 75 percent of Chinese Academy of Engineering’s 
academicians had studied overseas or had work experience abroad (Zhao and Zhu, 2009). 

SMEs have come to play a pivotal role in China’s economy. By 2009, SMEs 
contributed 50 percent of China’s total tax revenues, accounted for 60 percent of GDP, 
and 80 percent of urban employment (Zhu and Sanderson, 2009). SMEs’ contribution to 
China’s total industrial profits increased from 58 percent in 2007 to 67 percent in 2010 
(China Statistical Yearbook, 1995-2012). However, SMEs accounted for less than 25 
percent of bank loans (Zhu and Sanderson, 2009). Although policies supporting SMEs 
had been promulgated, implementation has been weak, both the market and the 
government still favor large SOEs as opposed to SMEs. For example, the 2008 stimulus 
plan channeled funds to large SOE infrastructure projects such as rail, roads and airports. 
Most of these expenditures went to the energy, transportation and telecommunication 
sectors, which are still predominantly state-owned (He, 2012).  

Efforts aimed to improve the overall performance of commercial banks have achieved 
some success. Non-performing loans were markedly reduced in the last decade, and 
banks became more profitable. In 2002, the shares of non-performing loans in total loans 
of leading commercial banks were 26 percent and 12 percent for large commercial banks 
and joint-stock commercial banks, respectively. These numbers dropped to only 1.3 
percent and 0.7 percent in 2010. The percentage of pre-tax profits of major commercial 
banks as a share of GDP increased from 0.3 percent in 2002 to 1.9 percent in 2010 
(Okazaki et al., 2011). 

After the Chinese government focused more on improving the efficiency of inland 
governments, many local and provincial governments in western and central China 
improved the quality of service and reduced red tape to catch up with their coastal 
counterparts (State Council, 2012). 

Economic Development Zones in Phase Four 

Overview 

With the implementation of the new corporate tax law and new labor law at the 
beginning of 2008, the Chinese government signaled the priority it ascribed to promoting 

                                                 
79 The numbers are calculated from China Statistical Yearbook (1995-2012), deflated using the 2005 
prices. If calculated in RMB, the increase was from 12,700 renminbi to 30,360 renminbi for domestic 
companies and from 20,180 renminbi to 33,040 renminbi for foreign companies. 
80 Information is from the plan’s official website http://www.1000plan.org/qrjh/article/20882, accessed on 
December 11, 2012.  

http://www.1000plan.org/qrjh/article/20882
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the development of domestic companies by reducing differential treatment between 
domestic and foreign companies and between zones and other areas of China. The 
privileged status of EDZs was reduced by the new tax law because the preferential 
treatment they had offered foreign companies was rescinded. The new labor law also 
prohibited local governments from relaxing labor regulations and companies (including 
those in the zones) were no longer permitted to house large numbers of short-term, low-
wage workers. Simultaneously, many provincial level zones were elevated to national 
level status. In line with the national strategy, the zones focused more on fostering 
domestic private companies, promoting innovation and supporting SMEs. 

Major Policy Changes Affecting EDZs 

Elevating and Expanding Zones in the Hinterland  

Elevating provincial level zones. After 2007, many provincial level HIDZs and 
ETDZs were granted the status of national level zones. In 2010, the State Council 
upgraded the status of two sets of HIDZs, which raised the number of state-level HIDZs 
to 88 (PRC Ministry of S&T). In September 2012, the status of another 17 new zones was 
also upgraded. By the end of 2012, China had a total of 105 state-level HIDZs (PRC 
Ministry of Commerce). Among ETDZs, by the end of 2011, over half of the zones had 
been upgraded from the provincial level since 2007. As shown in Figure 7.2, in the first 
two phases, most zones had been established in the eastern areas of China. In the third 
stage, the pattern shifted; most zones established during this phase were established in the 
interior. In the fourth phase, most zones approved by the State Council were previously 
provincial level zones. By the end of 2011, zones were evenly split between the coastal 
areas and central / western China. 

Figure 7.2 Zone Distribution from 1984 to Present 

SOURCE: Zhang, 2008 and Ministry of Commerce 
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Many reasons have been cited for the change in the status of these zones. First, 
having a national level zone brings prestige not only to the host city of the zone, but also 
to the province. The city and the province can use the status of a national level zone as a 
bargaining chip to obtain more resources and greater policies flexibility from the central 
government. Second, after they have been elevated, these zones have been authorized to 
set their own local policies to attract businesses, acquire land, and attract talent.81 They 
are also eligible to become areas to pilot-test new policies proposed by the central 
government (Chen and Wu, 2009). Apart from regional competition, the expansion of 
EDZs can also be attributed to the shift in national strategies as the tax preferential 
policies that EDZs used to provide were curbed. The original “special” zones were no 
longer special. Considering that China still wished to attract FDI after this policy change, 
elevating the existing zones might have been the most economical option, especially 
during the global economic recession. Another likely reason was probably a change in 
leadership in the ministries. Since each new minister needs to “do something new and 
something bold”, they tend to expand zones to achieve better economic statistical results. 
82  

Expanding existing national level zones. Not only were provincial level zones 
elevated during this phase, the existing national level zones were greatly expanded. For 
example, Beijing Zhongguancun issued an ambitious “one zone, 16 parks” plan in 2012; 
Wuhan HIDZ expanded form 221.93 km2 to 296.13 km2 in 2010. Guangzhou 
Development District allocated 123 km2 for a planned area to build a new city. In 2012, 
Xi’an HIDZ intended to double its area to 200 km2 (Liu and Li, 2012). 

To be in compliance with the national strategy to transform China from 
manufacturing-focused to S&T- focused development, zones began to encourage existing 
labor-intensive and lower value-added firms to move inland or to neighboring third-tier 
and fourth-tier cities or counties of the existing state-level zones. This effort is in 
compliance with China’s recent trend to “empty the cage for the phoenix”, i.e. moving 
assembly operations, especially in coastal regions, to other areas to create space for high-
tech companies. To encourage these lower value companies to move, some tier one zones 
offered subsidies to move to neighboring second or third tier areas. For example, 
Kunshan ETDZ, one of the ten largest in China, provided subsidies of as much as 200 
million RMB to 26 “inappropriate” enterprises to relocate to nearby cities or towns 
(Yang, 2006).  

Tax Policies 

After the new tax law was enacted in 2008, enforcement varied across zones. 
Although it is now illegal to reduce tax rates for foreign companies, many local 
governments still have managed to return a part of their 25 percent share of the corporate 
income tax to certain companies (Cao, 2011). Many zones set up local development 
funds; some government officials and researchers still referred to such policies as legal.83 

                                                 
81 Compared to the “zone fever” mentioned in the previous chapters, this round of zone expansion has been 
supervised by the central government and the zones elevated in this phase usually have better infrastructure 
and a better business environment. 
82 Information from an interview with a university professor in Beijing China, December 2011. 
83 Information from interviews with Ms. Tang, a zone investment promotion officer and a person running a 
venture capital firm in Shanghai. 
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Zones often provide financial subsidies paid out of development funds to firms in the 
zones; some of these payments equal the full amount of the companies’ local corporate 
income tax obligations. In most cases, the tax bureaus collect taxes while the financial 
bureau issues the refunds. This practice falls into a “grey” area: it is not published in 
investment guides, but it is subject to negotiation between the local government and 
investors. The impact of the tax law will be discussed separately in the next chapter. 

Talent and Labor Policies  

Many local governments provide packages to attract highly skilled workers and 
expert returnees. For example, in 2008 Beijing set up an Overseas Students and Scholars 
Service Center to help returnees prepare and process paper work and provide all types of 
support for returnees. Shanghai launched the “10,000 Overseas Returnees Cluster 
Project” to match central government’s incentives with local incentives (Zhao and Zhu, 
2009). Similar to efforts by municipal governments, zones also set up their own incentive 
packages to attract talent, such as GDD’s “100 leading talents” scheme, which matches 
up to 100 percent of funds provided by the central government to “thousand talents plan” 
awardees (Shen, 2011). As a result, most of the “thousand talents plan” recipients have 
moved to EDZs - for the first group of 263 winners, 80-85 percent of them were selected 
by HIDZs (Pujiang Forum, 2011). Zones not only provided these returnees with R&D 
funding, but also offered them preferential leasing and incubator space. In addition, 
housing subsidies and hukou (household registration status) were offered to family 
members and the returnees themselves, depending on the circumstances.  

Policies that Foster the Development of Domestic Companies 

One of the roles of EDZs is to promote backward linkages between foreign investors 
and the domestic market (Ge, 1999). Many zones encourage domestic companies to 
establish businesses in their zones. For example, in 2009, Qingdao SASAC promulgated 
Guidance to Encourage Domestic Enterprises to the Hi-Tech Industrial Development 
Zone for Starting-up Companies and issued preferential policies only targeting domestic 
companies. EDZs also undertook efforts to reduce barriers to small businesses’ access to 
capital. They set aside special funds to support start-ups as well as connecting 
entrepreneurs of these companies with local bank branches (Ruan and Zhang, 2009). 

EDZ’s Development Outcomes in the Fourth Phase 

EDZs’ Roles in National Policies 

Removal of Preferential Corporate Income Tax Treatment to Enhance Fair Competition 

The most important role zones have played in this phase has been to establish 
conditions for equal competition between foreign and domestic enterprises by removing 
the preferential tax treatment previously offered to foreign companies. The impact of this 
policy change will be measured in Chapter 9. 

Elevating Existing Zones 

Elevating existing provincial zones appears to be a more effective policy than 
establishing new zones. During phase four, the Chinese government has shifted its 
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strategy from a focus on the hinterland to accelerating economic growth by elevating 
existing provincial zones, which are mainly located in the coastal and central areas. 
Between 2000 and 2002, the Chinese government opened more than a dozen zones in the 
interior region. However, these zones registered much slower growth than zones in the 
coastal zones when they were begun. In phase one, the average annual rate of growth in 
GDP for the coastal zones was 116 percent, but zones set up in western China in phase 
three, registered average annual growth in GDP of only 36 percent (MOFCOM, 1985-
2011). Although incentives were provided by both the central and local governments, 
many areas in of western zones are still vacant. These zones lack skilled workers or 
innovative entrepreneurs (Chen et al., 2012). In 2008, on average industrial output in 
coastal zones was $167 million, but in western zones the number was only $34 million; 
83 percent of the industrial output in coastal zones is generated by foreign-funded 
companies, while in the western zones foreign-funded companies only account for 30 
percent of output (Chen and Zhang, 2011).  

Aside from geography, lack of existing infrastructure, poor governance, and poor 
service also contribute to the gap between the coastal and western zones. Turning existing 
provincial-level zones into national level zones could address these issues by building 
upon existing infrastructure, and developing both the “hard” and “soft” capacity of the 
zones. To some extent the 2003-2005 round of eliminating zones downgraded some 
zones to provincial level (Gao, 2011). These provincial zones had already developed 
administrative structures with experience in operating and managing zones. For example, 
the Rizhao ETDZ established in 1991 in Shandong Province saw its gross industrial 
output triple from $2.3 billion in 2007 to $7.4 billion in 2010 (Lu, 2010). Due to existing 
infrastructure and industrial supply chains, these zones are often good places to focus on 
creating a “low-carbon economy” and developing “strategic emerging industries” such as 
new energy and new materials, areas within China’s overall economic strategy. 
Leveraging these provincial zones’ existing assets has been more cost-effective than 
setting up new zones from scratch.  

Increasing China’s S&T Capacity 

One of the roles of EDZs is to support the growth of high-technology industries. 
EDZs provide funds for S&T and R&D to companies located in the zones. They also 
assist companies and individuals to apply for patents. In 2011, more than half of the 
patents approved in China originated from HIDZs (China Torch Statistical Yearbook, 
2007-2012). Zones also facilitate the growth of small start-ups by providing incubators. 
The Chinese government is usually the largest financer of companies in incubators.84 The 
administrations of EDZs usually serve as the managers of incubators. They actively help 
tenants to apply for government grants and network with venture capital and angel 
investor funds. Incubators tend to be large in size. Their criteria for the selection and exit 
of tenants are often vague, but they sometimes focus exclusively on high-technologies, 
but often ignore social and economic development issues and employment growth. 

                                                 
84 Sources of funding for incubators in China are mainly from government lump-sum investments, rental 
income to cover the operation of the facility, and some charges for services. 
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Moving Labor-Intensive Companies out of Zones 

Many development zones host a large share of labor-intensive export assembly 
companies, especially those zones in southern provinces like Guangdong. Since the new 
Labor Law was enacted, there has been substantial resistance from these companies, 
especially from manufacturers. Zone administrations often have taken the initiative to 
review and reinforce the new law (MOFCOM, 2007). They have helped companies to 
formulate strategies to move out of the zones that both reduce the burden from increasing 
labor costs and to make room for higher value-added companies. 

Refining the Evaluation System 

Both HIDZs and ETDZs have started to refine their systems to assess the progress 
they make each year. In 2008, zones drew from several indicators in the OECD Science, 
Technology and Industry Scoreboard, the Ministry of Science and Technology to develop 
a set of indicators to better measure the effectiveness of zones (Ministry of S&T, 2008).85 
The evaluation system for ETDZs was revised again in 2011, focusing on indicators such 
as environmental protection and energy saving (Zhu and Wang, 2011).86 These indicators 
could be incorporated into a systematic evaluation system to measure growth in cities, 
provinces, or China. Although the original purpose of the modifications was to make 
Chinese standards consistent with international standards, modifying indicators too 
frequently would make research and analysis harder if the indicators are not consistent 
across the years.87  

The Share of EDZs’ in the National Economy and Growth in EDZs 

This phase saw a massive upgrade from provincial level zones to the national level 
and the extension of zone policies to the entire country. The Chinese government also 
favored high-technology growth more than growth in productivity and exports. The 
statistics show that the gap in average economic growth between EDZs and all of China 
narrowed. In this current fourth phase, growth in valued added in China as a whole has 
gradually caught up with growth in value added in ETDZs. In the third phase, the average 
rate of growth in value added in ETDZs and HIDZs was higher than in the rest of 
China’s, by 19 and 15 percentage points, respectively. In this fourth phase, these 
differences fell to 5 and 9 percentage points. China’s growth in industrial output and 
inflows of FDI also surpassed SEZs’. Despite the slow-down in growth rates, EDZs still 
made up a substantial amount of the Chinese economy. Between 2008 and 2010 EDZs 
generated almost 15 percent of China’s GDP on average. Each type of zone contributed 
equally to the total value of output generated by zones. ETDZs and HIDZs accounted for 
30 percent of China’s exports, 5 percentage points more than during phase three. 
Following the global recession, both exports and foreign investment plunged in 2009. 

                                                 
85 The Ministry of S&T revised these indicators in 1993, 1999 and 2004. The most recent system includes 
44 indicators in four main categories: innovation, industrialization, economy of scales, and 
internationalization. 
86 The evaluation system was introduced by MOFCOM in 2002 and was revised in 2006 and 2008. 
87 This concern was raised in an interview with a researcher on China’s foreign aid. He is also an editor of 
a MOFCOM journal. 
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Compared with the third phase, average annual growth in exports from zones dropped 
from 40 percent to 7 to 9 percent, but the economic growth in EDZs slowed less than that 
in China as a whole. The HIDZs took over ETDZs and became the No. 1 contributor 
among all the zones, reflecting the more significant role of the zones in China’s 
development strategy for the S&T growth. 

Figure 7.3 Index Numbers for EDZs and China in Phase Four (2008-present) 

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations. 
NOTE: Index numbers are deflated values of the last year of each phase. For Phase Two, the baseline year is 2007 

and the last year is 2010. The value-added for industrial companies were used as a proxy for GDP for HIDZs. 

Granger Causality between Increases in FDI in ETDZs and Growth in Output in China 

In this section, I perform a Granger causality test in an effort to determine whether 
inflows of FDI into economic zones can be a predictor of the growth in output in China. 
My hypothesis is that increases in FDI in ETDZs contributed to growth in GDP and 
exports in China. I use a causality model introduced by Granger (1981) and revised by 
Engle and Granger (1987). Granger causality infers the sequence of occurrence between 
two factors. For example, if A Granger-causes B, that means A contains information that 
helps predict B. It is widely used to infer the direction of the two interacted factors, but 
does not establish a causal relationship. The data I used include ETDZs’ FDI and China’s 
GDP and exports between 1985 and 2010. I find that increases in FDI into ETDZs did not 
Granger cause increases in China’s exports or GDP. In other words, inflows of FDI into 
ETDZs were not a predictor of the growth in GDP or exports in China. However, when I 
only look at the data between 1992 and 2010, inflows of FDI into ETDZs did Granger 
cause China’s exports. This suggests that foreign investment in the zones has been a 
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predictor of China’s growth after the central government’s emphasis on zone 
development in 1992. 

Patterns of Growth within the Zones 

In the fourth phase, the contribution of HIDZs to local tax revenues and corporate 
profits rose. In 2009, the 56 zones accounted for to 35.6 percent of local taxes and 32.4 
percent of local net profits (China Torch Statistical Yearbook, 2007-2012). As shown in 
Table 7.2, HIDZs on average grew faster than ETDZs. HIDZs were less vulnerable than 
other EDZs to declines in exports during the global recession. One possible explanation 
could be tax breaks - ETDZs experienced a shift in tax incentives while HIDZs did not, 
assuming most of the companies in HIDZs are high-tech firms. 

To narrow the gap in growth in exports and output with the HIDZs, ETDZs shifted 
their goals to incorporate more high-tech factors in their master plan for the next five 
years. According to the 12th five-year plan for ETDZs, issued in November 2012, the 
State Council lowered growth expectations for most of the major indicators by 30-40 
percent (see Table 7.3). The only indicator to be increased was the share of output from 
high-tech firms in gross industrial output. This growth rate had been negative for the 90 
ETDZs during the 11th five year plan; the government aimed to increase the share of 
output from high-technology firms to 2.3 percent by 2015. This is in line with China’s 
overall S&T strategies in its 12th five-year plan. 

Table 7.3 ETDZs’ Development Goals in the ETDZ 12th Five Year Plan  

Indicator Unit End of 
“10th Five 
Year” 
(2005) 

End of “11th Five Year” 
(2010) 

End of “12th Five 
Year” (2015) 

90 Zones 90 Zones YOY 
increase 

90 Zones YOY 
increase 

GDP RMB 100 
million 

9,393.6 26,849 23.4% 53,000 15% 

Actual Utilized Foreign 
Fund 

USD 100 
million 

149.2 305 15.4% 480 9% 

Tax Revenue RMB 100 
million 

1,369.4 4,650 27.7% 10,600 18% 

Share of High-tech 
companies in Gross 
Industrial Output Value 

% 44.5 43.8 -0.3% 49 2.3% 

Per Capita GDP RMB 
100,000 

17.0 28.6 11.0% 40 6.9% 

Unit Area GDP RMB 100 
million/km2 

- 11.3 - 16 7.2% 

SOURCE: 12th Five-Year Plan for ETDZs (MOFCOM, 2012) 

Problems in EDZs 

As zones have expanded, the availability of land has become a critical issue. It costs 
the zone administration time, money and effort to move existing tenants. Unlike many 
countries, China does not levy property taxes. Most government revenue from land 
comes from purchases of agricultural or rural land by zones, which is then leased to 
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tenants at substantially higher prices. Consequently, procuring new land for tenants can 
be quite costly. In addition, the policies specified that enterprises that are being relocated 
should do so “voluntarily”, local governments are not permitted to “force” enterprises to 
move by increasing rents. In light of these prohibitions, the most common way for zones 
to increase revenues has been to encourage less profitable companies to move and replace 
them with more profitable companies that can pay higher rents (The World Bank, 2012).  

One approach to relocating firms has been adopted by the Suzhou Industrial Park 
(SIP) so as to open up space for higher technology firms. Instead of simply pushing out 
existing companies, SIP has collaborated with governments in municipalities within 200 
kilometers of SIP to build attractive zones for companies that have been dislocated from 
SIP.88 Since 2006, SIP has collaborated with Suqian in Jiangsu Province and Chuzhou in 
Anhui Province to help them set up zones.89 In the case of Suqian, both SIP and the 
Suqian local government were motivated to cooperate. On SIP’s side, it wanted to 
relocate less profitable companies engaged in low level assembly operations. On Suqian’s 
side, the government wanted to adopt SIP’s consistent management style as opposed to 
the changeable practices of local government authorities. While SIP reduced preferential 
policies for manufacturing companies, Suqian improved its package of incentives. Suqian 
is just one of the “destinations” for SIP’s large manufacturing companies. From 2009 to 
2011, Suzhou has moved more than $4 billion in investment and over 200 companies to 
other cities to open up space for regional headquarters and R&D centers of large MNCs 
(Liu and Li, 2011). 

Tensions between peasants, who collectively own rural land, and local governments 
have risen due to land acquisition practices. As land prices have soared in China, zone 
administrations have had to spend increasing amounts of money to purchase agricultural 
land and subsidize residents in rural areas whose land has been acquired for development. 
In 2003, in a zone in central China, the land acquisition price was only $8 per square 
meter, by 2012, it had reached $140 per square meter (Chen and Su, 2012). In 2003, the 
price of land could be offset by local government’s revenue from leasing the land. 
Currently, not only have land prices risen, the central government has stipulated that 
zones provide more and better infrastructure. However, infrastructure costs can no longer 
be entirely recovered from revenue from leases. In some zones, for each square meter 
developed, developers incur a net loss of about $5 (Chen and Su, 2012).90 At the same 
time, the subsidies paid to the peasants who have given up their land have increased. For 
instance, in 2007, in order to build a new city in GDD, the zone spent about $7 million to 
provide drinkable water to 60,000 residents in the rural area in Luogang and spent at least 
$5,000 per household to compensate households who had poor living conditions, which 

                                                 
88 The SIP project was initiated by top leaders in both China and Singapore in 1992.  The purpose of the 
project was to build an industrial park in Suzhou City in China’s Yangtze River Delta Region. The 
Singapore developers planned to make a profit from their investments.  But they found that the lease rates 
they needed to charge to recoup their investment in infrastructure were so high that few companies moved 
there (Akinci, 2011 ).  Subsequently, they had to reduce lease rates to attract sufficient tenants to fill the 
park. The zone is now considered highly successful. 
89 Information from an interview with the SIP administration in November 2012. 
90 Since zones are evaluated by how much land they have developed, despite the losses, zones still kept 
expanding. 
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lifted the average per capita income of those households by over $1,500 by the end of 
2009 (E, 2010). 

Over the past few years, some zones have begun to set up several industrial parks 
within one zone (Gao, 2011). However, in many cases, these zones expanded their areas 
without setting up a minimum level of output per unit of land area, which could lead to 
inefficient use of land.  
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Chapter 8 – Summary of Roles of EDZs in China’s Economic 
Development 

In the last four chapters, I describe the four phases of the development of EDZs in 
China. In this chapter, I list the key features of EDZs in each phase and discuss the roles 
of EDZs in China’s economic growth. 

Summary of the Key Characteristics of the Four Phases  

Phase One: Establishment and Exploration (1980-1991) 

 Phase One started in the midst of China’s structural market reforms  

 Different types of zones were set up along the coastal areas to experiment with 
policies designed to attract foreign investment; some of these policies were later 
implemented nationally 

 To facilitate connections with Hong Kong, Macau, Taiwan and overseas Chinese, 
zones were initially located in South China  

 Growth rates for EDZs in output and investment were substantially higher 
compared to China’s 

Phase Two: Steady Development and Growth of EDZs (1992-1999) 

 Phase Two started after Deng Xiaoping’s visit to zones and two critical meetings 
held by the Central government in 1992 that resulted in continuing policies of 
liberalizing China’s economy 

 Zones helped to relax China’s foreign exchange controls 

 To help with privatization of the SOEs, zones introduced competition by 
permitting foreign businesses to operate in China; the zones also attracted and 
trained workers laid-off during the transformation 

 All levels of government in China aggressively expanded all types of zones; 
almost every provincial capital in the coastal areas had at least one type of zone 

 Zones experienced rapid growth in output and exports; FDI into zones increased 
rapidly: China enjoyed 20 percent average annual growth in FDI inflows mainly 
due to the growth in FDI in EDZs; productivity growth in zones was very strong. 

Phase Three: Expansion to Central and Western China (2000-2007) 

 Phase Three began when China’s “western development” strategy was adopted; 
zones expanded inland to less-developed areas 

 EPZs (which have more advanced management systems) were established to 
boost exports after China’s entry into the WTO in 2001 

 The numbers of zones grew very rapidly; the central government responded by 
purging illegal zones 
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 Growth in output and exports was the highest growth among all four phases; 
ETDZs and HIDZs dominated the growth – industrial output and exports from 
these zones grew twice as fast as for China as a whole even though exports from 
China grew at an average annual rate of 26 percent  

Phase Four: Rescinding Preferential Policies and the Current Role of EDZs in China’s 
Economic Growth Model (2008-Present) 

 Phase Four began when the Chinese government adopted a nationwide unified tax 
policy and upgraded sub-national zones 

 Zones focused on S&T, SME and talent development, but the results have been 
mixed 

 National level zones attempted to move up the value-chain; some companies 
engaged in assembly operations and activities that added little value moved out of 
coastal zones to zones further away, some coastal zones provided management 
experience to these more distant zones  

 While China still experienced rapid growth, rates of economic growth in zones 
have stabilized since the mid-2000s. Growth in output for all types of zones were 
lower and converged with China’s overall rate of growth  

 Between Phase One and Phase Three ETDZs enjoyed the most rapid growth. In 
phase four, HIDZs surpassed the other zones as the number one contributor to 
China’s GDP, exports and industrial output among all types of zones, indicating 
China has shifted towards innovation and S&T development.  

Roles of EDZs in China’s Economic Growth  

EDZs have played an increasingly important role in the Chinese economy. Value-
added generated by zones has risen from less than 5 percent of China’s economy to up to 
one third of the total after two decades of development. In this section, I analyze the 
statistical data to show EDZs contribution to China’s economic growth.  
 Increasing contribution in GDP – China’s GDP rose from 0.4 trillion USD in 1990 to 

7.3 trillion USD in 2011, an average annual rate of increase of 12 percent. As shown 
in Figure 8.1, the share of EDZs in China’s GDP has increased substantially since 
their inception. In 2010, EDZs accounted for at least 14 percent of China’s GDP. This 
exceeded the share of Guangdong Province, which is the top provincial-level GDP 
contributor to the Chinese economy. Looking at the zones separately, SEZs, ETDZs, 
and HIDZs have contributed between 2 and 6 percent of China’s GDP since the late 
1990s. That is to say, the level of per capita GDP for each type of zone is higher than 
a metropolitan area such as Shanghai.  

 Steady growth in industrial output – One quarter of the total industrial output in 
China came from EDZs in 2010, up from only 9 percent in 1995; most of the growth 
came from ETDZs and HIDZs. However, the share of zones in China’s industrial 
output stabilized after 2001 at between 24 percent and 27 percent of the total. Total 
industrial output in China almost tripled over the same time period. 
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 Share of exports kept increasing – Between 1990 and 2010, China experienced a 25-
fold increase in exports. ETDZs and HIDZs have been the major contributors to this 
increase: ETDZs climbed from 5 percent to 16 percent of China’s total exports, 
HIDZs jumped from 1 percent to 16 percent; together these zones accounted for one 
third of the China’s exports. Since these numbers only incorporate data from ETDZs 
and HIDZs, including other zones, such as EPZs and FTZs might raise this number to 
up to half of China’s total exports. 

 Foreign investment rose after China acceded to the WTO – in 2010, at least 30 
percent of the total inflows of FDI in China went to EDZs, mainly because of a surge 
in investment in ETDZs in the third phase. While the share of FDI going to SEZs 
remained at around 7 percent, the share going to ETDZs increased dramatically after 
China joined the WTO, rising from 8 percent in 2000 to 28 percent in 2010.  

Figure 8.1 Share of EDZs in China’s GDP  

 

Figure 8.2 Share of EDZs in China’s Gross Industrial Output  
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Figure 8.3 Share of EDZs in China’s Exports  

 

Figure 8.4 Share of EDZs in China’s FDI  

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations.  
NOTE: Graphs are drawn based on data available. Data for SEZs are from the four cities where the original four 

SEZs are located. These cities are Shenzhen, Zhuhai, Shantou and Xiamen. No data is available for the rate of growth 
in value-added in HIDZ. Consequently, we used growth in industrial value-added as a proxy for growth in total value-
added for HIDZs. The increase in output of ETDZs in 2010 is partly due the increase in the number of zones; the newly 
approved zones were included in the statistics for 2010. 
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Figure 8.5 Index Numbers for Major Zones during the Four Phases 

 

 
SOURCE: China Statistical Yearbook, Statistical Yearbook of China Torch Plan (2011), Zhang (2008), author’s 

calculations. 
NOTE: Graphs are drawn based on data available. Index numbers are deflated values of the last year of each 

phase. For example, the GDP index for China in phase three is 222, which means the GDP value in 2007 is 222 if the 
value of China’s GDP in 1999 was fixed as 100. Since some values are not available for some zone types, the baseline 
year is not necessarily the starting year of each phase. However, for purposes of comparison, for a certain indicator in 
the same phase the time spans are consistent across all the zone types and China. The value-added for industrial 
companies were used as a proxy for GDP for HIDZs. 
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Chapter 9 – Impact of the 2008 Tax Law on ETDZs – A DID 
Model Approach 

In this chapter, I estimate how one of China’s national policy changes has affected 
zones. Specifically, I examine the effect of a change in tax policy, which eliminated 
preferential treatment for foreign investors in zones, on foreign direct investment (FDI) 
inflows to zones and to areas in the host cities outside of the zones. I use a difference-in-
differences (DID) model to estimate the impact of this policy on the zones, where the 
changes to corporate income tax rates took effect, using as a control group the areas in 
their host cities outside of the zones, where tax rates did not change. I find that the new 
tax policy had a slightly negative effect on FDI inflows to the zones, and that the impact 
varied depending on the characteristics of the zones. Finally, I discuss several possible 
explanations for these results, as well as data and model limitations, and areas for future 
research. 

Background and Motivation 

The relationship between taxes and FDI has long been studied by scholars. In many 
cases, taxes have been shown to be major determinants of multi-national companies’ 
(MNC) decisions regarding foreign activities.91 Most of the empirical results show that 
investment decisions of MNCs are highly sensitive to changes in tax incentives (Caves, 
2007).92  

Companies take tax rates and tax holidays into account when they choose investment 
locations, levels of production, and the ways in which they conduct business activities 
(Hines, 1996; Swenson, 2000; Djankov et al., 2008). For example, Hogg et al. (1993) 
indicate that taxes affect foreign subsidiaries’ external financing and asset acquisition 
strategies. Shatz (2004) finds that tax rates are negatively correlated with the level of 
exports for U.S. multinationals; this holds especially for trade between subsidiaries of 
MNCs in developing countries and their parent companies. Djankov et al. (2008) use data 
from 85 countries and conclude that increasing corporate income tax rates has large 
adverse effects on aggregate investment, FDI and entrepreneurial activity; while 
investments in manufacturing are affected greatly, investments in service industries are 
much less sensitive. Bénassy-Quéré et al. (2003) use OECD data from the same regions 
and find that while higher tax rates reduce inflows of new FDI inflows, lower tax rates do 
not necessarily encourage increases in FDI. Although empirical evidence shows that tax 
incentives do affect cross-country firm location decisions, some surveys and field studies 
find that tax-related factors are not as important as other factors such as capital and labor 
costs and the political stability of the foreign country (Snoy, 1975; Wilson et al., 1993). 

                                                 
91 Other influential factors include market access, political stability, labor costs, etc.  
92 De Mooij, R. and S. Ederveen (2005) show that the semi-elasticity (the percentage change in FDI in 
response to a 1 percentage point change in the tax rate) of FDI to tax changes ranges between -2.7 and -7.2 
depending on the data and models (e.g. time-series, cross-section, discrete choice model, and panel data) 
used. 
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Hajkova et al. (2006) examine data from the OECD countries and conclude that taxes 
have a zero or positive impact on FDI; however, the omission of other economic policies 
may overestimate the tax elasticity.  

MNCs’ investment choices are also affected by relative tax rates between the home 
country and the host countries (Caves, 2007; Bellak and Leibrecht, 2009). Harris (1993) 
finds that the removal of a domestic tax holiday in the United States was associated with 
a surge in U.S. companies investment abroad. Devereux and Freeman (1995) conclude 
while allocation of investment between domestic and foreign investment is insensitive to 
taxation, the choice of locations for outward FDI is affected by taxes. Although some 
scholars argue that tax policies significantly influence corporate decisions in terms of 
investment and location of foreign investment, most of these studies are limited to data 
from the United States or the OECD (for example, Hines (2000), Swenson (1994), 
Devereux and Freeman (1995)). Most of these authors focus on international competition 
and company location decisions between host and home countries. None of these studies 
statistically examine the specific impact of national tax policy change on FDI in 
economic zones.  

In the case of China, although some studies have investigated the drivers of growth of 
FDI inflows, few of them have investigated how national policy instruments have 
affected the amount of FDI flowing into China.93 Cheng and Kwan (2000) use ten years 
of Chinese economic data from 1985 for 29 provinces and find that the preferential 
policies in the Special Economic Zones had a positive effect on FDI inflows. However, 
their study did not look at the impact of national tax policy changes. To date most of the 
studies assessing the impact of corporate income tax rates on FDI inflows are based on 
qualitative research or observations. The only recent empirical analysis of this matter is 
An (2012). The author uses a firm-level data set - Chinese Industrial Enterprises Data - 
from 2002 to 2008 and concludes that foreign-invested companies reduced investment in 
China after the new tax law, and Hong Kong, Macau and Taiwan suffered greater 
decreases than mainland China.  

The analysis I conduct in this chapter provides insights above and beyond the existing 
research on FDI inflows into China in two key ways. First, I examine the impact of the 
2008 tax law change, which shifted tax preferences from foreign firms located in zones to 
high-technology firms located in both cities and zones, on FDI inflows into zones. To my 
knowledge, only the study by An (2012) has rigorously examined the impact of this law 
on foreign-invested enterprises, but he focuses on foreign investment in China as a 
whole, not specifically on FDI in zones. Second, I build on the work of An (2012), and 
contribute to the broader literature on tax policy and FDI by exploiting the nature of the 
reform to identify the causal impact of tax policy on FDI. The reform removed the tax 
incentive for a foreign firm to locate in a zone rather than its host city. I can therefore 
compare the “treatment” received by the zones (the reduction of tax incentives for foreign 
investment) with an appropriate “control” group (host cities).  

                                                 
93 For example, Dees (1998) argues the traditional determinants of FDI are applicable to China, such as 
domestic market size, cost of labor and openness to the rest of the world. Wei (1996) finds that a 1 percent 
increase in gross national product is associated with a 0.5 percentage point increase in FDI inflows. 
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The 2008 Tax Reform 

The Corporate Income Tax (CIT) Law of the People’s Republic of China was adopted 
on March 16, 2007 and took effect on January 1, 2008.94 This new law replaced the 1993 
Corporate Income Tax Law and the 1991 Foreign Corporate Income Tax Law (which had 
replaced the 1980 Joint Venture Tax Law). Under the previous laws, qualified foreign 
manufacturing enterprises in economic zones enjoyed lower corporate income tax rates 
and a “two-year exemption and three-year half exemption” from corporate income taxes. 
The new law removed this preferential policy, so that domestic and foreign enterprises 
now face the same tax rate. Since January 1, 2008, when the new law was enacted, the 
tax rate for companies in EDZs that formerly enjoyed preferential tax treatment has been 
gradually raised to 25 percent by 2013.95 Simultaneously, the Chinese government 
instituted preferential tax rates favoring specific industries in the high technology, 
environmental and energy-saving sectors. Qualified enterprises in these industries enjoy a 
15 percent corporate income tax rate.96 For example, a domestic company that is not in an 
economic zone but is engaged in one of the favored industries enjoyed a reduction in its 
corporate income tax rate from 33 percent to 15 percent. In short, the new law eliminated 
favorable tax treatment for foreign-owned enterprises inside zones and shifted tax policy 
from one focused on encouraging foreign companies to locate in an EDZ to an industry-
oriented preferential tax policy.  

Table 9.1 shows the changes in corporate income tax rates. Assume that company A 
is a foreign non-high-technology company located in an EDZ, and that company B is a 
domestic non-high-technology company also located in the zone. After the tax break, 
company A’s nominal corporate income tax rate rose from 15 percent to 25 percent, 
while company B’s nominal corporate income tax rate fell from 33 percent to 25 percent. 
Based on this tax rate change, company A will be worse off; while company B will 
benefit from the reduced taxes. Therefore, company A (the foreign company) will have 
less incentive than in the past to invest in operations located in the zone. 

Table 9.1 Nominal Corporate Income Tax Rates before and after January 2008 

Tax rates for firms in ETDZs (Before Jan. 2008 to After Jan. 
2008) 

  High-technology Non-high-technology 

Domestic 33% to 15%   33% to 25% 

Foreign 15% to 15% 15% to 25% 

                                                 
94 Some literature uses “Enterprise Income tax.” This is the same concept as “Corporate Income Tax.” 
95

 The tax rates over these five years were 2008 (18 percent); 2009 (20 percent), 2010 (22 percent), 2011 
(24 percent), and 2012 (25 percent). For those qualified for a “half-rate reduction”, the tax rates were 9 
percent, 10 percent, 11 percent, and 12.5 percent respectively from 2008 to 2011. 
96 Qualified high-technology companies are designated by the government. The criteria include: (1) more 
than 70 percent of total revenue should be sales revenue and technology transfer revenue, (2) more than 20 
percent of the employees should be S&T personnel, (3) more than 50 percent of the employees should have 
college or technical school degrees, and (4) R&D expenditure accounts for over 5 percent of the total 
revenue (Xu,2008). 
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Tax rates for firms outside ETDZs (Before Jan. 08 to After Jan. 08) 
  High-technology Non-high-technology 

Domestic 33% to 15% 33% to 25% 

Foreign 33% to 15% 33% to 25% 

SOURCE: Enterprise Income Tax Law of the People's Republic of China, March 2007. 
NOTE: These are the regulatory rates, but zones may apply the rates differently based on a company’s 
circumstances. The highlighted numbers show the tax rate increase for foreign non-high-technology 
companies located in the zones. 

History of China’s Corporate Income Tax Reform 

Before the 2008 CIT change, China had experienced two rounds of major CIT 
reforms, one on tax collection, and the other on tax revenue allocation.  The first tax 
reform took place with the 1994 tax law. The law centralized the tax collection 
mechanism so that the central government (not local governments) collects certain types 
of taxes, such as the income tax. This reform benefitted foreign enterprises by unifying 
tax rates, creating an equal playing field for domestic and foreign companies.97 
According to a survey of over 1,000 foreign companies more than 70 percent said rates 
fell after the 1994 tax reform (Chen, 1994).  

The second reform took place during the early 2000s and was only tangentially 
related to CIT. Before 2000, CIT was allocated based on the level of government (central 
or local) to which the company was affiliated. However, this generated inefficiencies in 
resource allocation.98 By 2000, 37 percent of CIT went to the central government and the 
rest to local governments (Zhao, 2003). Since 2002, according to the Notice on the 
Income Tax Revenue Sharing Reform (Guofa [2001] No.37), the State Administration of 
Taxation should be the only government agency collecting CIT and should keep 60 
percent and reallocate 40 percent to the local level (Devonshire-Ellis et al., 2011).99 

Therefore, the incentive for collecting CIT at the local level was lowered. The central 
government also used this law as a tool to transfer payments to support inland areas. 

                                                 
97 For instance, before the reform foreign flour mills were charged a 5 percent CIT, but domestic ones were 
not (Chen, 1994). 
98 For example, in order to collect tax revenues from local natural resource companies, local governments 
would often choose to own these companies. Since they had inferior technology, the natural resources 
would be exhausted too quickly, which led to a substantial waste of these resources (Zhao, 2003). 
99 In China the detailed rules for taxation are implemented by Ministry of Finance and the State 
Administration of Taxation or the General Administration of Customs depending on the types of taxes. 
According to the notice, for the amount of tax revenues exceeding the level in 2001, in 2002 the central 
government was to retain 50 percent of total revenue, and the local governments were to keep the other 50 
percent; in 2003 the numbers became 60 percent and 40 percent, respectively, and varied depending on the 
situation after 2003. Exceptions are sectors which the central government monopolizes, such as railroads, 
the postal system, banks and energy companies where the central government keeps 100 percent of the 
CIT. However, in reality, local governments’ revenue share may be lower. According to Devonshire-Elli 
(2011), in 2009, for example, the corporate income tax collected by the Chinese government ran 1,154 
billion RMB ($170 billion USD), 35 percent of which consisted of local governments’ revenues. 
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Reasons for the 2008 Reform 

The reasons for the 2008 reform can be summarized as pressure from both “outside” 
and “inside.” 

 WTO accession – Under China’s commitments to the WTO, the 15 percent CIT 
rate and the “two-year exemption and three-year half exemption” policy for 
foreign companies in ETDZs could be considered discriminatory subsidies, and 
thus had to be removed.  

 Domestic sector development -- China has shifted its overall strategy to 
developing domestic firms. The difference between the average corporate income 
tax rates inside and outside of the zones was large – 11 percent for foreign 
companies as opposed to 28 percent for domestic ones, a 17 percentage point gap. 
On June 3, 2006, PRC Director of Audit Li Jinhua noted that in the 80 zones over 
6 provinces, there was a total of 6.5 billion RMB in tax revenue losses due to the 
tax holidays for foreign manufacturing companies. The tax reform leveled the 
playing field between domestic and foreign companies. 

 Regulate preferential tax treatment – Since the enforcement of national policies 
for EDZ tax rates was weak, zone managers in China tended to set competitive 
CIT rates to attract businesses. In addition, since EDZs in China do not have clear 
geographic boundaries, some companies outside the zones also enjoyed this 
preferential tax treatment, which has further reduced the government’s revenues. 
The new corporate income tax policy eliminated the arbitrary tax rates in zones.  

 Extend the zone policy to the entire country -- As discussed in Chapter 4, the 
Chinese government attempted to apply policies that were originally tried in 
zones to China as a whole. The 2008 tax law is another example of zone policies 
that were eventually applied nationally (i.e. the 15 percent tax rate for high-tech 
companies in HIDZs was extended from zones to the entire country).  

Current Views on the Impact of the Tax Reform 

Interviews with zone managers and researchers, as well as a review of the recent 
literature, indicate that the impact of the tax law on zone performance has been mixed. 
Some zone managers have been concerned about the potential impact of this law. For 
instance, the manager of Tianjin Binhai New Area (TBNA) Pi Qiansheng stated that the 
law is likely to reduce continuing investment in TBNA (Meng, 2007). According to the 
director of the China Development Institute, increasing the CIT rate for foreign 
manufacturing companies will hurt Shenzhen SEZ, a zone with mostly processing 
industries (Wang and Ren, 2012). The situation may be worse for some zones. For 
example in Taiyuan, the ETDZ is located far from the city and the zone is already not 
competitive in terms of cost. Zone managers were concerned that after preferential tax 
policies were removed, investment would fall (Tian, 2007). Guangzhou Development 
District’s administration mentioned that some companies responded to the new law even 
before the law took effect. Between 2006 and 2007, GDD found many foreign companies 
started to register outside GDD to take advantage of the grace period for companies 
registered after the law was announced in March 2007 but was implemented after January 
2008. According to one zone manager at GDD, the estimated foregone taxes from 
domestic companies have been 240 million renminbi each year (Guangzhou 
Development District, 2008).  
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On the other hand, some scholars assert that this policy change will have little impact, 
or even a positive impact, on zones. Zhao (2003) argues that since China derives more 
revenue from valued-added taxes than from corporate income taxes, this tax policy 
change will not have much impact.100 When interviewed, zone managers in the Suzhou 
Industrial Park did not think the law would have a negative impact on investment in their 
zone since they believe that most of their investors have been attracted by the local 
business environment rather than the tax incentives. A researcher from the Development 
Research Center (DRC) also supports this policy change; she thinks it will only have 
positive impacts on domestic companies since they will be treated equally with their 
foreign counterparts.101  

However, to my knowledge these hypotheses have yet to be tested. To date, there is 
little empirical evidence that quantifies the effects of the 2008 tax law change on the 
economic development zones. 

Question and Hypothesis 

Since the new tax law removes the preferential tax treatment for foreign 
manufacturing companies in the zones, after the policy change EDZs may attract less 
foreign investment than in the past and may therefore play a less important role in 
attracting FDI into China. In this chapter, I examine the effectiveness of the new tax law 
by looking at changes in the location of FDI between zones and the other areas in terms 
of the foreign investment they have attracted. 

After the new law was fully enacted, EDZs in China lost their regional competitive 
advantages in terms of reduced overall corporate income tax for foreign companies. If 
low tax rates were an important factor in determining the attractiveness of EDZs to 
foreign businesses, this policy change should have resulted in a reduction in the share of 
FDI going to EDZs. My hypothesis is that the share of FDI flowing to the ETDZs will 
fall compared to the other parts of their host cities.  

Approach 

To measure the impact of the new corporate income tax law, I apply a difference-in-
differences model to analyze the impact of the new tax law. By using a sample of 
approximately 50 national ETDZs and their host cities or neighboring areas, I compare 
FDI inflows into these zones relative to the remaining parts of their host cities, where the 
50 zones are the “treatment” group and the rest of their host cities or neighboring areas 
are the “control” group. The model is specified as: 

 
 

 
 is the outcome variable, logged actual utilized FDI in zone or city i in year t;  is 

a dummy variable that is equal to one for zones after the tax policy change;  is a vector 

                                                 
100 In 2009, 1.8 trillion RMB of China’s tax revenues were domestic value-added taxes, while 1.1 trillion 
RMB were corporate income taxes (Devonshire-Ellis et al., 2011). 
101 Information from an interview with Ms. Lu at the DRC, December 2011. 
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of control variables such as local value-added;  is a vector of dummy variables for each 
zone or city and the  is a vector of time dummy variables.  is the key parameter that 
explains the impact of the tax change that occurred in 2008 and  is the error term.102 The 
fixed effects model controls for time-invariant characteristics of the zones and cities (e.g., 
coastal location, quality of local universities), and for macroeconomic shocks that 
affected all areas in the same way at the same time. The model measures the impact of 
this policy change using data from 2000 to 2010, taking into account other policy 
changes within this time frame.  

I also control for two aspects of industrial characteristics as follows: 1) since export- 
and import-oriented zones are different (Aw and Hwang, 1995; Bernard and Bradford 
Jensen, 1999), I use the share of exports in local GDP as a measure of the degree of 
export-orientation; 2) since only the foreign manufacturing companies had enjoyed the 
favorable CIT, I control for the share of industrial value-added in GDP.  

It is also possible that each city or zone may have experienced different trends in 
attracting FDI over time. To the extent that these trends are correlated with the tax law 
change, they may bias the results. To guard against this possibility, I include interactions 
between cities and zones and years as controls. 

Data 

For several reasons the analysis is confined to ETDZs (rather than other types of 
EDZs) to illustrate the impact of the tax policies on zones. First, I was able to gather data 
for over 50 national-level ETDZs, which are representative of EDZs in China. The 
ETDZs have a long history (dating back in 1984) and most of these zones were 
established before 2002. They cover all provinces in China (See Figure 9.1.). In 2006, 
they accounted for only 0.5 percent of employment in China, but 15 percent of China’s 
exports and 22 percent of China’s inward FDI. Both their number and their economic size 
make the EDTZs stand out among all the EDZs.  

Second, in ETDZs the change in corporate income tax rates affects foreign companies 
differently than domestic companies. Although the exact impact depends on the share of 
high-technology firms in each zone, in all cases the tax rates either stayed the same or 
increased for foreign companies, while the tax rates fell for domestic companies.  

Third, compared to other types of zones (e.g. HIDZs and SEZs), the changes in the 
ETDZs are less affected by other policies. Unlike the ETDZs, the HIDZs had 
grandfathered tax policies in the early 1990s, which were not affected by the new CIT 
law. Many HIDZs are still allowed to receive tax rebates from the central government for 
five years if the amount of local tax exceeds the 1990 base. These rebates can be used for 
zone construction (Zhao, 2007). Thus, HIDZs do not present an appropriate case for 
analysis. For SEZs and the Pudong New Area, foreign companies in these two areas 
enjoy a “transitional policy” - high-technology enterprises established after 2008 still 
enjoy the “two-year exemption and three-year half” policy. Therefore, they did not 
receive a clean “treatment” in 2008. Thus among all the zones, the ETDZs are most 
appropriate for this analysis. 

                                                 
102 I use the indication “city”, but in fact this variable refers to the rest of the area in the city, i.e. the data 
for the rest of the city is calculated by subtracting the zone data from the city data. 
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Figure 9.1 Number of National ETDZs in 2004 and 2011 

 
SOURCE: Adapted from information from the Ministry of Commerce. 

 
In order to measure the differential effects of the 2008 tax reform on zones and their 

host cities. I construct a unique dataset combining the zone data and the municipal data. 
Data for the national ETDZs are mainly drawn from China Commerce Yearbook (1984-
2010), China Economic Development Zone Yearbook (1980-2010), or statistics published 
on the China Development Zone Association’s website. Municipal data are mainly drawn 
from China City Statistical Yearbook (1901-2011). The export/import data come from 
statistics published by China Customs. Some city-level industrial data are from China 
Regional Statistical Yearbook (2001-2011).  

After gathering data from these sources, I first subtract the zone data from the city 
data to calculate values for the rest of the areas in the host cities. Next, I deflate the data 
to 2004 values, using U.S. GDP deflator for dollar values and China’s GDP deflator for 
RMB values. I use the export price deflator, the import price deflator, and the Producer 
Price Index to deflate exports, imports, and industrial output, respectively. The index 
numbers are drawn from the International Monetary Fund’s International Financial 
Statistics database and China Statistical Yearbooks.  

Table 9.2 shows the summary statistics for the variables of interest. There are over 
1,000 observations in my analysis. As can be seen from Table 9.3 and Figure 9.2, there is 
a slight trend difference between the treatment and control groups after 2007. After 2007, 
both the cities and zones experienced a drop in FDI inflows. However, cities “recovered” 
earlier in 2009 and the zones “recovered” one year after. 

Table 9.2 Descriptive Statistics of the Key Variables 

Variable 
No. of 
Observations Mean 

Std. 
Dev.  Min  Max 

Outcome variable 

Log FDI inflows  1050  9.969  1.702  4.202  18.49 

Variable of Interest 

Zone dummy  1094  0.4753 0.4980 0  1 

Control variables 

Log GDP  1075  14.86  1.686  ‐0.4243  18.53 
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Log total industrial output  1062  15.39  1.614  8.237  23.53 
Log export value  1038  11.52  2.088  4.531  18.82 
Log import value  1031  11.36  2.291  2.328  18.89 
Share of industrial VA in GDP  1094  0.0981 0.1877 0  1 
Share of exports in GDP  1094  0.5384 0.2859 0  1 
Gross regional product or “value-added” is referred in this study as “local GDP.” The units are in 10,000 RMB for industrial 
output and GDP, and $10,000 USD for the rest of the variables.  

Figure 9.2 Trend of Log FDI Inflows between Cities and Zones 

 

Table 9.3 Differences in Mean of Log Foreign Direct Investment Inflows between Cities and Zones 

Year
Mean of Log FDI Inflows 
City Zone Difference

2000 9.88 8.47 1.41
2007 10.99 9.63 1.36
2008 10.96 9.63 1.32

2009 11.14 9.60 1.54
2010 11.32 9.89 1.43

Results 

Table 9.4 shows that after controlling for the time fixed effect, zone/city-specific 
characteristics, and their different development trends, FDI inflows into zones were 
between 23 and 29 percent lower after the tax policy change relative to the rest of their 
host cities. Once I control for time trends, the result is statistically significant at the 1 
percent level. I first use a baseline model including a dummy indicating zones and an 
interaction term measuring the impact of the tax policy change. The result (in Column 2) 
shows that zones attracted less FDI (-0.16) after the tax change, but the result is not 
statistically significant. When I control for zone/city fixed effects and cluster at the same 
level, the impact of the tax policy remains at the same magnitude (-0.17 in Column 3). 
After controlling for other factors that would potentially affect the FDI decision, such as 
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GDP, industrial output, and industrial-orientation and export-orientation factors, the 
impact of the policy becomes much greater (Column 4). Finally, when the zone/city time 
trend is included, the coefficient is -0.34 and is statistically significant (Column 5).  

The coefficients for log GDP and industrial output are positive, meaning the higher 
the level of value-added and industrial output in the previous year, the more investment 
an area is likely to attract in this period. Higher previous industrial output (although not 
value added) is associated with higher FDI. Prior export-orientation is negatively 
associated with FDI; this result, while counterintuitive, is not statistically significant. 

The results suggest that the tax law changes had an economically large effect on FDI 
inflows. In fact, the magnitude of the effect (over 30 percent) suggests that the 
specification above may not control sufficiently for omitted variables that are correlated 
with the tax law changes. In the next section, I apply a generalized method of moments 
(GMM) estimator in an attempt to address this concern.   

Table 9.4 Impact of the 2008 Tax Policy Change on Log FDI Inflows 

Variables  Log FDI Inflows 

(1)  (2)  (3)  (4)  (5) 
Treatment effect   ‐0.16  ‐0.17  ‐0.23  ‐0.34*** 

(0.11)  (0.18)  (0.17)  (0.12) 
Zone dummy  ‐1.17*** 

(0.27) 
Lagged log local GDP  0.17***  0.18* 

(0.062)  (0.10) 

Lagged log total industrial 
output 

0.14**  0.35** 
(0.058)  (0.14) 

Share of industrial VA in 
local GDP 

0.20  ‐0.13 
(0.23)  (0.19) 

Share of exports in local 
GDP  ‐0.29  ‐0.038 

(0.24)  (0.19) 
City/zone fixed‐effect     Yes  Yes  Yes 
Year fixed‐effect  Yes  Yes  Yes 
City/zone‐year fixed‐effect  Yes 

N  1011  1011  900  895 

No. of groups  99  99  97  97 
Standard errors are in parentheses. *, **, and *** represent significance at the 10%, 5% and 1% levels, respectively. 

Generalized Method of Moments  

Investment decisions may depend on previous performance of a region as well as 
previous investment activities. If this is the case, the trend in FDI is correlated with the 
interaction term (i.e. tax policy). Such a pre-existing trend will confound the impact of 
the tax policy.  

Cheng and Kwan (2000) use the existing or past stock of FDI to reflect revealed 
location preferences. Using the same approach, I add lagged values of FDI to the baseline 
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specification. First, I use Arellano-Bond dynamic panel estimators, i.e. their “difference 
GMM” model, to control for the impact of the lagged dependent variables (Arellano and 
Bond, 1991). Next, I apply the “system GMM” model refined by Blundell and Bond 
(1998). Both estimators are designed for dynamic "small-T, large-N" panel data that may 
contain fixed effects, especially for the cases when independent variables are correlated 
with past or current errors, and when there are heteroskedasticity and autocorrelation 
within individuals (Roodman, 2006). The major difference is that Blundell-Bond 
estimators also assume that the first differences of instrumental variables are uncorrelated 
with the fixed effects. Table 9.5 shows that after including the lagged dependent 
variables, 10-14 percent less FDI flowed into the zones relative to the rest of their host 
cities after the 2008 policy change. Compared with the previous results (Table 9.4), the 
results presented here are smaller in magnitude. Since the model specifications in this 
section control for the influence of previous investment decisions on the current 
decisions, these results are more likely to reflect the true impact of the tax policy change 
on inflows of FDI.  

Table 9.5 Impact of the 2008 Tax Policy Change on Log FDI Inflows, Controlling for Lagged FDI 

Variables    Log FDI Inflows 

Treatment effect  ‐0.022  ‐0.11  ‐0.15**  ‐0.14** 
(0.13)  (0.13)  (0.068)  (0.066) 

Lagged log FDI Inflows  0.24*** 0.42*** 0.24***  0.57***
(0.083)  (0.085)  (0.086)  (0.076) 

Lagged log local GDP    0.059* 0.10 0.062 
    (0.034) (0.067)  (0.049) 
Lagged log total industrial output    ‐0.36*** ‐0.23 0.23*** 
    (0.072) (0.15) (0.074) 
Share of industrial VA in local GDP    ‐0.038 ‐0.071  ‐0.91 
    (0.16) (0.19)  (0.15) 
Share of exports in local GDP  ‐0.20 0.00019  0.021 
    (0.14) (0.16)  (0.11) 
Year fixed‐effect  Yes  Yes  Yes  Yes 
City/zone‐year fixed‐effect      Yes  Yes 
System GMM        Yes 

N  805  780  780  884 
No. of groups  96  95  95  96 
List of control variables include one-year lagged local GDP, one-year lagged industrial output value, share of industrial value-
added in local GDP, and share of exports in local GDP. 
This regression passed the Sargan-Hansen test and indicates that the instruments are exogenous. The regression also passed 
the auto-correlation test. The p-value of the Sargan-Hansen test is 0.085 without city-year interaction terms and 1 when I 
control for the city-specific time trends. This means at the 5% significance level we cannot reject the null hypothesis that the 
instruments as a group are exogenous. The p-value of the AR(2) test is 0.443. Thus, we cannot reject the null hypothesis that 
there is no auto-correlation in first differences. However, there might be over-fitting issues in the model specification when 
the city-year fixed effect is controlled, the number of instruments is greater than the number of groups. 
Standard errors are in parentheses. *, **, and *** represent significance at the 10%, 5% and 1% levels, respectively. 
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Results by Groups 

Next, I test whether the effects of the tax law change differ across zones with 
different characteristics (e.g. location, time of establishment, export-orientation and 
number of zones in the same city). The results are shown in Table 9.6. 

Location. Location (coastal or inland) is in many cases a major determinant of 
different development trends. Zones in the coastal areas might respond differently to the 
tax reform than inland zones. I interact a dummy for whether a zone is in the inland 
region with the treatment dummy, and find inland zones experienced a smaller drop in 
FDI inflows, relative to the other areas, after the tax law change. The joint F-test shows 
that the results for inland zones are not statistically significant from zero, suggesting that 
we cannot reject that western zones were not affected by the policy change. One possible 
reason might be China’s “Western Development” strategy - the preferential tax policies 
for investing in rural sectors in western regions have not been as affected by the 2008 
national tax policy change.103 Another reason might be China’s overall strategy 
encouraging companies to move to western areas, which have cheaper labor costs and 
fewer environmental restrictions. Thus, the impact of the tax law might have been offset 
by these western development strategies.  

Time of establishment. Zones in different stages of development might be affected 
in different ways by the tax reform. For example, Wang (2012) and Alder et al. (2012) 
both find that the benefit of setting up an SEZ program is smaller in more recently 
established zones. I find that we cannot reject that the first set of zones were not affected 
by the tax law change, and there is no statistically significant differences between zones 
set up during earlier phases and zones set up later. 

Export-oriented zones. I also test whether the effects of the tax policy vary 
depending on the level of exports in a zone. To do so, I create a dummy for the top 20 
percent of export-oriented zones and their cities and interact the dummy with the tax 
policy. I find that the tax policy change is associated with a larger drop in inflows of FDI 
in zones with higher export characteristics relative to zones in other parts of China. 
Although the baseline treatment effect is statistically indistinguishable from zero, the 
effect on export-oriented zones is highly significant (as shown by the p-value of the F-
test). It is possible that foreign companies investing in export-oriented zones might have 
been more driven by the preferential tax policies provided by local governments, such as 
the tax incentives, and thus are more sensitive to the tax policy change.  

Cities with more than one zone. Since foreign companies face different investment 
decisions in areas with several industrial clusters and areas with only one cluster, zones in 
cities with more than one ETDZ might experience different effects from the tax policy 
change than zones in other cities. Wang (2012) finds that municipalities with several 
zones have experienced more rapid growth than those with only one zone. While Liu 
(2008) indicates that although there is a positive correlation between the number of 
development zones and the cities’ economic growth, the result is not statistically 
significant. I find that after the tax policy change, zones in cities with more than one zone 
experience a larger drop in FDI flows, relative to other cities. Based on the F-test, the 
effect of the tax policy on zones in cities with more than one zone is statistically 
significant at the 1 percent level. Possible explanations include: (1) before 2008, zones in 

                                                 
103 Since this policy was enacted in 2000, it should not pose a threat to my identification strategy. 



97 
 

the same city competed by offering lower corporate income tax rates; once the tax rate 
was unified, they were not allowed to offer lower rates, and thus might be less appealing 
to foreign investors; (2) since there are several zones in the city, the industrial chain 
might be more mature, and there might be more options other than investing in the zones, 
so foreign companies might find it as attractive to invest in areas outside the zones.  

Table 9.6 Impact of the 2008 Tax Policy Change on Log FDI Inflows, Different Zone Characteristics 

Variables    Log FDI Inflows 

Treatment effect  ‐0.18**  ‐0.19**  ‐0.13  ‐0.10 
(0.080)  (0.083)  (0.081)  (0.092) 

Interaction*western  0.10       
(0.26)       

Interaction*first batch    0.15    
    (0.13)    
Interaction*export‐oriented      ‐0.13  
      (0.10)  
Interaction*more than one zone        ‐0.21 
        (0.17) 
Lagged log FDI Inflows  Yes  Yes  Yes  Yes 
Control variables  Yes  Yes  Yes  Yes 
Year fixed‐effect  Yes  Yes  Yes  Yes 
City/zone‐year fixed‐effect  Yes  Yes  Yes  Yes 

P‐value of the joint‐F test  0.728  0.681  0.000  0.007 
Standard errors are in parentheses. *, **, and *** represent significance at the 10%, 5% and 1% levels, 
respectively. 
Except for Column 3, the control variables include lagged log local GDP, lagged log total industrial output, share of industrial value-
added in local GDP, and share of exports in local GDP. Column 3 excludes the variable share of exports in local GDP. 

Robustness Check 

Falsification Test 

To check the robustness of my analysis, I use a placebo test, which looks for effects 
of the treatment in 2006 and 2007, prior to the actual tax law change. If the results of this 
“false treatment effect” are similar to the baseline results, this would suggest that the 
estimated effect may be due to other confounding factors. As shown in Table 9.8, the 
results for these “false” treatments are not statistically significant, and in the case of using 
2007 as a “false” treatment year, the result has the opposite sign as the baseline result. 
Moreover, the sizes of the effect are substantially smaller in magnitude than the baseline 
results, suggesting that the baseline results are not simply picking up the effects of a 
previously existing trend. 

Table 9.8 Placebo Tests 

Variables  Log FDI Inflows 

“Treatment” = 2007  0.077   
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  (0.12)   
“treatment” = 2006    ‐0.051 
    (0.073) 
Lagged log FDI Inflows  0.17  0.19 

(0.18)  (0.12) 
Control variables  Yes  Yes 
Year fixed‐effect  Yes  Yes 
City/zone‐year fixed‐effect  Yes  Yes 

N  504  504 

No. of groups  93  93 
Standard errors are in parentheses. *, **, and *** represent significance at the 
10%, 5% and 1% levels, respectively. 
Control variables include lagged log local GDP, lagged log total industrial output, share of industrial value-
added in local GDP, and share of exports in local GDP. 
 

Discussion 

Data Limitations 

Aggregate Data  

Many existing studies use firm data to illustrate the impact of tax policies on FDI 
decisions, e.g. An (2012) and Swenson (2000). Here, I use aggregate level data, i.e. 
city/zone level data. This approach has both advantages and disadvantages. Since my 
research question is the impact of the tax policy on zones, using aggregate data can avoid 
the random noise inherent in firm-level data and capture the overall differences across 
cities and zones.104 However, as I have only 50 zones and 50 cities, the statistical analysis 
has less power than firm-level analysis might have. This may be the reason that the 
results are not significant in many cases, especially when the city-year interactions are 
excluded.  

Data Availability  

Few control variables. Since the zone data are mostly from the Ministry of 
Commerce’s yearbooks, many indicators are either not reported or not consistent across 
the years. If data become available, future research could address this limitation by 
adding more control variables, such as population, government spending, educational 
level (measured by number of college graduates or number of universities or high 
schools), and infrastructure (measured, for example, by the total length of the roads).  

Unknown share of high-tech companies. It is unclear what percentage of foreign 
manufacturing companies has been affected by the tax policy change. The tax rates for 
foreign high-technology companies remained at 15 percent; thus, there was no impact on 
the tax rates for these firms. Zones also help companies to obtain high-technology 
certificates, so that they are eligible for the 15 percent tax rate and other benefits. The 

                                                 
104 This study looks at the nominal tax rates, while the future research, if data available, could use average 
effective tax rate or marginal effective tax rate for individual companies. However, this requires firm level 
data and answers a different research questions. 
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model could be improved by taking into consideration the share of foreign high-
technology companies, as we would expect the effects to be larger in zones that had a 
smaller share of high-technology companies. 

Confounding grace period. As indicated in the new law, the tax rates increased 
progressively from old preferential rates to the new rates in the five years beginning on 
January 1, 2008, and enterprises that previously enjoyed tax reductions or exemptions 
enjoyed those exemptions for the initial term as prescribed under the previous tax laws 
(Cao, 2011). In addition, many companies might not have made any profits before 2008, 
and thus would not have been affected by the new law until they became profitable.105 
Without knowing firm-level information for each zone, it is hard to further determine the 
year that the law starts taking effect for a specific firm. These factors might confound the 
final results. 

Data Quality 

Zhou (2002) summarizes some general drawbacks of the administrative data collected 
in China: (1) some zones include areas outside the designated areas in order to report 
better performance; (2) some national indicators are not defined properly by the central 
government, thus, the definitions of each indicator in these zone might be different; and 
(3) officials from local statistics department spend too much time urging companies to 
submit monthly reports, which leaves them little time to include new companies. These 
factors could lead to measurement error in the data I use. However, I have no reason to 
believe that any such error is correlated with the tax law changes.   

Other Caveats 

Local refund programs. Many local governments refund their own portion of the 
corporate income taxes, and they set up special funds to “award” refunds to the 
companies they would like to keep.106 It is unclear how much and in which way zone 
governments refund their part of the tax revenues, and without such offsets, the effect 
might have been larger. However, since such transactions are usually non-transparent, the 
local refund programs are not measured in this analysis. 

Conclusion 

This is the first study to look at the impact of China’s 2008 corporate income tax 
change on EDZs. First, I use a DID model, controlling for time-invariant zone/city-
specific characteristics, as well as time trends, to measure the different impact of the 
policy on FDI inflows in the zones and the rest of their host cities. I employ data from 
2000-2010 for national ETDZs to conduct this analysis. I then apply both difference 
GMM and system GMM to control for the effect of lagged FDI values. The results 
indicate that after the 2008 tax reform, 10-14 percent less FDI has flowed to the zones 
relative to the other areas in their host cities. In addition, I find that the results differ to 
some extent across zones; zones with higher levels of export-orientation and zones in 
cities with more than one zone were more sensitive to the tax change than other zones.  

                                                 
105 Information from an interview with administration of SIP, November 2012. 
106 Information from interviews with Che, Tang and Liu in Shanghai, December 2011. 
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 These results are consistent with An (2012), who finds the foreign-invested 
enterprises in his sample, many of which are in development zones, reduced their 
investment in China by 13 percent after the tax reform. My research findings add to the 
literature by exploiting the way in which this reform was implemented to measure the 
causal impact on FDI inflows into zones.  

With these results in mind, it is interesting to note that many zone managers still insist 
the tax policy change has had little impact on their zones. My results capture the average 
effect across zones, so it is possible that some zones were not much affected by the 
reform. Another reason could be that zone managers’ observations were based on some 
unaffected outcome variables, such as the industrial output, rather than the decreased 
foreign investment -- when I use the same method to estimate the impact of this policy 
change on the industrial output of the EDZs, the results show no statistically significant 
differences between zones and the rest of their host cities in terms of the industrial output. 
From the policy perspective, it is interesting to see that although this tax policy change 
reduced the amount of foreign investments flowing into the zones, the industrial output 
level of the zones did not decrease accordingly, possibly due to the increase in output 
from the domestic sector. Alternatively it is possible that to mitigate the impact of this 
policy, zones have shifted their efforts towards creating a better business environment, 
rather than focusing on attracting foreign investment. In recent years, almost all zones in 
China have set up various programs to attract talent, diversify financial channels, set up 
incubators, and improve government services. In the next chapter, I use the Guangzhou 
Development District as an example to examine what programs that zone has enacted to 
deal with the impacts of national policies that might reduce the preferential treatment 
they used to enjoy. 
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Chapter 10 – Guangzhou Development District (GDD) Case Study  

In this chapter, I use GDD as an example to illustrate the role of EDZs in the local 
economy. Specifically, I describe policies that GDD adopted to attract businesses and 
investment after national tax policy changes. I also discuss the outcomes associated with 
these policies and the remaining challenges GDD administrators faced. 

Introduction to GDD 

Guangzhou Development District (GDD) is located to the east of Guangzhou City in 
Guangdong Province on the coast of South China Sea (See Figure 10.1). Formed in 2002, 
GDD became the first area to combine the four types of national-level zones: the 
Guangzhou Economic and Technological Development District (GETDD), the 
Guangzhou High-technology Industry Development Zone (GHIDZ), the Guangzhou 
Export-Processing Zone (GEPZ) and the Guangzhou Free-trade Zone (GFTZ) (Zhao, 
2010).107 Figure 10.2 shows the timeline of the major events during GDD’s development. 
Among the four zones, GETDD was the first to be established as one of the 14 initial 
ETDZs approved by the State Council. It was founded in 1984 with an area of 37.18 
square kilometers, including Guangzhou Science City (20.24 square kilometers). 108 
GETZ was established in 1992 with an area of 1.4 square kilometers. GEPZ was 
established in 2000 with an area of three square kilometers. Besides the four types of 
national EDZs, the International Biological Island (1.8 square kilometers) also falls under 
GDD’s jurisdiction.  

Today, GDD is in Luogang district, which was created in April 2005 as one of the 11 
districts in Guangzhou. With an area of 393 square kilometers, Luogang district includes 
GDD, Jiufo town in Baiyun district, Zhenlong town in Zengcheng district, four villages in 
Yonghe town, and two villages on Huangpu Suidong Street. By 2010, it had a total 
population of 370,000. Luogang is a two-hour drive from Hong Kong, Macao, Shenzhen 
and Zhuhai; and a 45-minute drive from the Guangzhou Baiyun International Airport. 
Luogang district and GDD share the same management team. According to a regulation 
promulgated by the Guangzhou Municipal Government (Suizi [2005] No.9), GDD is in 
charge of “development of economic functions”, i.e. attracting companies and investors 
and improving the business environment; and Luogang is in charge of social affairs 
management.109  

                                                 
107 There was a debate on the name of “GETDD”, whether a “zone” should be used instead of a “district”. 
GETDD is equivalent to other EDTZs. 
108 GHIDZ was established in 1991 with an area of 37.34 square kilometers, it includes Guangzhou 
Science City (20.24 square kilometers), Tianhe Science Park (12.4 square kilometers), Huanghuagang 
Science Park in Yuexiu district (1.5 square kilometers), Civil Science Park in Baiyun district (0.7 square 
kilometer), and Nansha Information Park (2.5 square kilometers). Only Guangzhou Science City is counted 
as a part of GDD. 
109 The social affairs management includes land acquisition, relations with residents, educational and 
health care systems, etc. 



102 
 

GDD has an explicit policy of trying to attract industries that its administration 
believes would contribute to favorable long-term growth. It has selected a wide variety of 
industries to be encouraged, including textiles, chemicals, equipment and other non-metal 
mineral production, pharmaceuticals, telecommunications and transportation (Guangzhou 
Development District, 2012).  

Many large manufacturing companies are located in GDD. GDD is home to the 
world’s largest chewing gum producer, toothpaste producer, air-conditioner compressor 
production base, and circuit board production base. GDD also has one of the largest 
producers of stainless steel in the world and the first vehicle exporting production base in 
China. 

I selected GDD as a case study of EDZs for several reasons. First, it was among the 
first zones established by the central government in 1984. With its long history, GDD is 
an excellent example to illustrate the evolution of zones in China. Second, it is located in 
Guangdong Province. Guangdong has traditionally housed numerous low value-added 
shoe making and textile manufactory companies and has been an export-manufacturing 
hub. 110 However, its share of Chinese exports dropped from 37 percent in 2000 to 26 
percent in 2010. With the increase in wages in China and the removal of many 
preferential policies, GDD as well as other manufacturing based clusters in Guangdong 
are likely to face increased competition from other zones and cities within China, as well 
as abroad. GDD therefore serves as an example of the structural changes occurring in 
China and of the key challenges that many zones are facing.   

Figure 10.1 GDD’s Location 

 
SOURCE: Adapted from (Wong and Tang, 2005) and (Xu and Yeh, 2003). 

                                                 
110 For example, Foxconn, a major supplier for Apple, moved its factory from Shenzhen in Guangdong 
Province to Zhengzhou, a city in Central China in 2011 to take advantage of lower wage labor. 

Guangzhou 

GDD 
Guangzhou 
City Center 
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Figure 10.2 Timeline of GDD’s Development History 

 
 SOURCE: GDD’s website, http://eng.luogang.gov.cn/aboutus/history.jsp?catid=91|96 , accessed on October 12, 2012 

Development phases  

GDD’s development phases are similar to the trajectory of all EDZs in China. During 
the first phase (1984-1992), GDD developed the West Section and only housed small 
manufacturing factories. In the second phase (1993-2001), GDD developed two more 
areas (the East Section and Yonghe) and shifted its focus to large manufacturing factories 
Science City was established to attract S&T companies. During the third phase (2002-
2007) the four types of zones were combined. After Luogang district was formed, real 
estate development was also listed as one of the goals of GDD. During the fourth phase 
(2008-present), GDD began to create a new development zone, as it has focused on 
building more amenities such as restaurants, schools and shopping malls. In addition to 
its goals of attracting S&T industries, GDD has also prioritized green technology and 
environmental protection in this phase (Zhao, 2010). 

Preferential Tax Policies in GDD 

As do other zones in China, GDD offers a variety of preferential tax policies listed in 
Table 10.1. These include favorable corporate income tax treatment, import duty 
exemptions and value-added tax exemptions. 
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Table 10.1 Selected Preferential Tax Policies in GDD by Zone Type 

 GETDD GHIDZ GEPZ GFTZ 
Duty and VAT for self-use 
equipment and spare parts 

Exemption for those that belong to 
"encouraged industries," which is 
determined by the central government of 
China 

Exemption 

Duty and VAT on office 
appliances 

No exemption Exemption 

Duty and VAT on raw 
materials and parts 

Exemption for processing trade enterprises 
only 

Exemption 

Import licenses for equipment, 
raw materials and office 
appliances of processing trade 

Free of license only for processing trade of 
"encouraged industries" 

License-free for all processing trade 
products 

Domestic sales of finished 
products with duty-free raw 
materials 

Levy on finished products Levy on finished 
products 

Levy only on 
imported raw 
materials and parts 

VAT refund for finished 
products made with domestic 
raw materials 

VAT is refunded after exports of finished 
products leave the country 

Immediate VAT 
refund for domestic 
raw materials upon 
entering the area  

VAT is refunded 
after exports of 
finished products 
leave the country 

Ratio between export and 
domestic sale 

Decided by investors as long as their 
projects are in compliance with national 
industry guidelines and are excluded from 
export license and quota management 

More than 70 
percent export 
required 

No restriction 

Real estate tax Exemption for 3 years 
Exemption for 5 years for high-technology 
companies, 1.2 percent (regular tax rate) 
afterwards 

Exemption for 3 
years 
Exemption for 5 
years for high-
technology 
companies 

 

SOURCE: http://eng.luogang.gov.cn/public/showArchive.jsp?catid=93|112, accessed on October 11, 2011. 

Challenges Faced by GDD in Phase Four 

National policy changes and regulations, rising wages and competition from other 
zones have been the most critical issues facing GDD during the past five years. 

Rescinding Preferential Tax Policy 

The preferential corporate income tax policy GDD had formerly provided foreign 
manufacturing companies included a 15 percent reduced tax rate and a “two-year 
exemption and three-year half exemption” period. However, these national policies were 
rescinded after the new corporate income tax law took effect in 2008. In the previous 
chapter, my DID model estimated an 10 to 14 percent drop in FDI inflows for EDZs in 
China relative to rest of the city after the tax law change. Based on the survey data 
collected in GDD, more than 70 percent of the high-technology companies still listed 
“preferential tax policies” as one of the top three most helpful policies that the 
government could provide (See Figure 10.8 below), although they are most likely eligible 
for the national preferential tax rate for companies in high-technology industries. 
Interestingly, the companies who selected tax policy as one of their concerns also 
comprised 30 percent of the total companies that chose “preferential tax policies” as one 
of the measures that the government has already implemented (Nataraj et al., 2012). This 
means tax policies are of great importance not only to foreign companies but also to these 

http://eng.luogang.gov.cn/public/showArchive.jsp?catid=93|112
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largely domestic high-technology enterprises, and suggests that these companies would 
welcome additional tax incentives. 

Increasing Labor Costs and More Stringent Labor Law 

Another set of challenges GDD faces revolves around labor. First, Guangzhou is a 
traditional base for manufacturing and commerce. Although a strong manufacturing base 
could be helpful for increasing exports and output in GDD, it might also make it harder 
for GDD to attract high-technology-oriented companies. Many international investors 
describe GDD as a destination for assembly operations rather than an area for 
technological innovation. 

Second, the average wage in China more than doubled between 2000 and 2007. A 
new labor law was enacted in 2007, making it harder to fire workers. GDD administrators 
believe that given rising wages, GDD must reduce its focus on traditional, labor-intensive 
products and attract more high-technology, innovative companies.  

Competition from Shenzhen and Other Areas 

My interviews find that Guangzhou government officials regard Shenzhen City as a 
major competitor. Shenzhen is 100 miles southeast of Guangzhou and is home to the first 
EDZ in China. Unlike Guangzhou, which is the capital city of Guangdong, Shenzhen is a 
city with a large population of immigrants from other areas in China and is more flexible 
in testing new policies (Wuttke, 2011).111 For example, in 2012, the State Council piloted 
a program liberalizing the convertibility of the renminbi capital account with Hong Kong 
in the Qianhai area in Shenzhen. GDD administrators are concerned that firms would 
prefer to invest in Shenzhen instead of Guangzhou to take advantages of these new 
policies. 

In addition to the Shenzhen SEZ, GDD also competes with zones in other “first-tier” 
cities, such as Beijing and Shanghai. Specifically, zones compete with each other in terms 
of per capita output and R&D spending. These indicators are highly correlated with the 
performance of high-technology firms in the zones. Among all the ETDZs, although 
GDD ranked No.1 in value-added, in 2007 its industrial output from high-technology 
companies was less than half of Tianjin’s, and the share of output from high-tech 
companies was only one quarter of Suzhou Industrial Park’s (SIP). GDD faced 
challenges in increasing its high-technology orientation so as to compete with other 
zones. 

Policies GDD Has Adopted to Address These Issues 

To deal with increasing labor costs and the more stringent tax law and labor law, over 
the past five years, GDD has implemented a series of policies focusing on encouraging 
the growth of high-technology companies. These policies include relocating labor-
intensive companies, providing financial support, and attracting talented entrepreneurs 
and workers. 

                                                 
111 So as to compete with Shenzhen, Guangzhou proposed to the central government to develop a third 
“new area” after Shanghai Pudong and Tianjin Binhai, but it lost out to Chongqing in 2009 (Xie, 2007). 
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Relocating Labor-Intensive Companies 

Since 2007, as indicated by an official from GDD’s Investment Promotion, GDD has 
attempted to relocate dozens of manufacturing enterprises that fall below certain levels of 
labor productivity or exceed certain pollution levels to inland or to nearby second and 
third-tier cities such as Zhaoqing and Yunfu.  

Providing Financial Support 

GDD also provides financing for companies, especially for those in high-technology 
industries. In 2008, GDD’s Finance Bureau invested 1 billion RMB to establish venture 
capital funds in Guangzhou GET Co. Ltd., a venture capital firm owned and managed by 
the GDD government.112 The district has also set aside three billion RMB in S&T 
guarantee funds to support high-technology companies.113 In 2009, GDD introduced five 
billion RMB of government S&T development funds - the Zhongke Baiyun Fund, which 
was one of the largest government-sponsored investment funds in Guangdong Province 
(Shen, 2011). GDD also helps companies during different stages of the initial public 
offering (IPO) process.114  

Attracting Highly-Skilled Talent 

Similar to the national “thousand talents plan”, GDD set up a separate “100 leading 
talents” program to attract leading entrepreneurs in the S&T realm. For each individual 
listed in the national “thousand talents plan” and who chooses to locate in GDD, GDD 
provides up to five million RMB in start-up funds, as well as one million RMB in 
matching grants. Another package is known as the “thousand ‘backbone’ talents” plan 
(Suikaiguanban [2009], No. 56). This plan aims to attract 1,000 highly skilled workers 
(not entrepreneurs), awarding each 500 RMB per month. 

GDD also offers residential permits (a.k.a. hukou) for spouses of selected 
entrepreneurs and S&T talent, as well as educational opportunities for their children 
(Shen, 2011). GDD may also provide free or subsidized housing to these returnees. 

Supporting Innovation 

The GDD government also subsidizes R&D costs based on enterprises’ sales 
revenues and the share of their R&D input. In addition, GDD assists patent applications, 
both domestic and international.  

                                                 
112 The funds are mainly divided into two parts. The first type of fund is a “seed fund” allocated to start-
ups. GDD provides the largest portion of each fund, but its share is limited to less than 49 percent of the 
total fund. After completion of the project, the private investors have priority in purchasing the 
government’s share. The second type is a “fund of funds”, which is used to generate follow-up funds from 
private investors, i.e. angel investors and venture capital firms. This type of fund aims to encourage 
investment in innovation and enterprise from the private sector. 
113 From Luogang Yearbook 2010 (http://lgdfz.getdd.gov.cn/Sites/Main/HtmlBook.aspx?id=136), accessed 
on June 10, 2012, provided by the Policy Research Office of GDD. 
114 For companies listed on the small board and the main board in the stock market, GDD offers 0.5 million 
to 1.5 million RMB of funds to help with their listing. For companies listed on the Growth Enterprises 
Market board, GDD provides 0.5 million to 1 million RMB, depending on the circumstances. 

http://lgdfz.getdd.gov.cn/Sites/Main/HtmlBook.aspx?id=136
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Outcomes 

Growing Scale of Investment 

In 2010, GDD generated 172 billion RMB in value-added and 450 billion RMB in 
industrial output, a 10-fold increase since 2000. Its per capita GDP increased from 
$28,000 in 2001 to $69,000 in 2010. The average size of companies has grown 
dramatically. The number of employees in GDD increased from 58,000 in 2001 to 
285,000 in 2010. Labor productivity (measured by output/person year) also almost 
doubled during that time period. The density of investment in GDD increased 
substantially. Between 2007 and 2010, GDD has helped more than 100 lower-end 
companies move out of the zone and raised its investment from less than $5 million per 
square kilometer to over $10 million per square kilometer (Xue, 2010). For example, 
since 2007, Jiulong Industrial Park has transferred over 20 low-value-added companies to 
other areas. During this time, its density of investment rose from less than $20 per square 
meter to $700 per square meter (E, 2010). Firms in GDD are more “green” and more 
oriented towards high-technology than they were a decade ago. The share of high-
technology companies in total industrial output in GDD rose from 35 percent in 2004 to 
over 50 percent in 2012. Led by the industries in electronics, telecommunications and 
chemicals, the total industrial output for the six leading industries reached 284.201 billion 
RMB in 2009, accounting for 82 percent of GDD’s total and contributed to 85 percent of 
GDD’s year-over-year growth in industrial output.  

Figure 10.3 Share of Total Industrial Output for GDD's Leading Industries (2009) 

 
SOURCE: Author’s calculation based on data from GDD’s website, accessed on August 8, 2011. 
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GDD claims that developing high-technology industries is its main objective.115 In 
recent years, the number of high-tech companies has been increasing. Figure 10.3 shows 
the number of high-technology firms in GDD as well as their average industrial output. 
Although the number of high-technology companies peaked in 2007, average industrial 
output per company almost tripled between 2007 and 2009.  

Figure 10.4 High-Tech Companies in GDD, 2004-2009 

 
SOURCE: Author’s calculation based on the data from GDD’s website. 

Increasing Contribution to the Local Economy 

Compared with Guangdong and Guangzhou, GDD has enjoyed much higher growth 
over the past two decades. GDD experienced an average annual growth in FDI of 24 
percent between 1992 and 2010, comparing with 9 percent for Guangzhou and 8 percent 
for Guangdong. Although growth in FDI for GDD was low compared to other parts of 
China after China’s accession to the WTO in 2001, its share of FDI in Guangzhou and 
Guangdong kept increasing. This also holds for exports – by 2010, 28 percent of exports 
from Guangzhou and 3 percent of exports from Guangdong came from GDD. GDD’s 
contribution to value-added in the local economy has also been increasing. In 1991 GDD 
only accounted for two percent of Guangzhou’s GDP and less than 0.5 percent of 
Guangdong’s. In contrast, in 2010 GDD generated 15 percent of Guangzhou’s GDP and 
3.5 percent of Guangdong’s. GDD’s growth rates for industrial output were 
approximately double those for Guangzhou and Guangdong. Industrial output in GDD 
enjoyed a 9-fold increase between 2001 and 2010. Its share of industrial output also 
climbed from 3 percent of Guangzhou’s and 1 percent of Guangdong’s in 1992 to almost 
30 percent of Guangzhou’s and 5 percent of Guangdong’s in 2010. 

 

                                                 
115 High-tech industries are defined as 1) electronics and information technology, 2) biological and 
pharmaceutical technology, 3) new materials, 4) optical, mechanical, and electronic integration, 5) 
alternative energy and energy efficiency, 6) environmental protection, 7) aerospace and aviation, 8) 
geological, space, and marine engineering, and 9) nuclear technology. 
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Table 10.2 Growth in Economic Indicators for GDD 
 

Value-Added in Billion USD 
(2005 price) 

Total Industrial Output 
in Billion USD (2005 
price) 

FDI in Billion USD 
(2005 price) 

Exports in Billion 
USD (2005) price 

Year GDD Share 
in 
Guang
zhou 

Share 
in 
Guang
dong  

GDD Share 
in 
Guang
zhou 

Share 
in 
Guang
dong 

GDD Share 
in 
Guang
zhou 

Share 
in 
Guang
dong 

GDD Share 
in 
Guang
zhou 

Share 
in 
Guang
dong 

1992 0.26 2% 0.4% 0.61 3% 1% 0.05 3% 0.5% 0.29 6% 1% 

2001 2.71 8% 2% 5.95 13% 2% 0.45 14% 3% 0.97 14% 2% 

2007 11.7 14% 3% 30.3 25% 4% 0.57 28% 5% 5.22 22% 2% 

2010 21.5 16% 4% 56.3 29% 5% 0.69 33% 7% 7.70 28% 3% 

SOURCE: GDD Statistical Bureau, Guangzhou Statistical Yearbook (1993-2011), Guangdong Statistical Yearbook 
(1993-2011), author’s calculation. 

Changing Patterns of the FDI and Trade 

Attracting foreign investment and boosting trade are two key reasons why countries 
set up EDZs. As can be seen from Figures 10.5 and 10.6, GDD’s trade volumes increased 
after China joined the WTO in 2001. However, the rate of growth in FDI in these zones 
dropped after 1999. The average annual growth in inflows of FDI was 44 percent 
between 1985 and 1999, but fell to only 12 percent between 2000 and 2007, possibly due 
to competition from other export-oriented zones established right before China’s 
accession to the WTO.  

Figure 10.5 Imports and Exports of GDD, 1991-2010 

 
SOURCE: GDD Statistical Bureau, undated. 
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Figure 10.6 FDI Stock in GDD, 1991-2009  

 
SOURCE: GDD Statistical Bureau, undated. 

Reduced Share of FDI from Tax Havens 

After the 2008 tax law was promulgated, GDD saw a decrease in the share of FDI 
inflows from several tax havens. The new corporate income tax law places a burden on 
companies that are domestically-owned but registered overseas; their investments are 
sometimes known as “round-tripping” investments. For example, according to the new 
law, these “resident enterprises” will be charged a higher corporate income tax rate of 20 
percent, formerly these enterprises were treated as foreign companies and enjoyed a 15 
percent tax rate. 116 This new policy is expected to reduce investments from Chinese 
companies that are registered in tax havens such as the British Virgin Islands, Cayman 
Islands and Samoa but are owned by Chinese residents (PRC State Council, 2007).  

To measure the effect of the change in tax rates on FDI in GDD from these locations, 
I examined the sources of FDI in GDD. Over the past two decades, Hong Kong, the 
British Virgin Islands, the United States and Singapore usually ranked among the top four 
locations for FDI. As shown in Figure 10.7, Q3 in 2007 and Q1 in 2008 saw a decrease in 
FDI contracts with GDD from tax havens, indicating that foreign investors have been 
responding to the policy changes announced in early 2007 (including the new corporate 
income tax law) by diverting their investments. Some of the investments might have been 
channeled through Hong Kong – Q4 in 2007 saw a sharp increase in investment contracts 
from Hong Kong. In 2009, the FDI inflows from Hong Kong reached $554 million, 
accounting for 48 percent of GDD's total. 

                                                 
116 The term "resident enterprise" indicates an enterprise that is set up under Chinese law within the territory of China, 
or under the law of a foreign country (region) but whose actual management is within the territory of China.  
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Figure 10.7 Annual FDI Contract with GDD 

 
SOURCE: Author’s calculation based on the data from GDD’s website, last accessed on March 3, 2013. 

Outcomes of Financial Support and Talent Programs 

GDD has provided a great deal of financial support to the companies located in the 
zone and has attracted a number of talented individuals. By the end of 2009, GDD had 
provided 141 enterprises with a total of 800 million RMB in loan guarantees. China’s 
four big state-owned banks have all set up branches in GDD. The local commercial banks 
have issued cumulative loans totaling 17.8 billion RMB. In 2009, companies in GDD 
attracted investments from 14 venture capital funds, with a total value of 122 million 
RMB. Through the support of local policies, the district has helped 18 companies launch 
IPOs. The total market value of these companies reached 140.7 billion RMB by the end 
of 2009. Although some of these companies might have been able to be listed without 
support from GDD, the financial incentives provided by GDD encouraged companies to 
go through this process. As of 2011, GDD had attracted two academicians from the 
Chinese Academy of Science, nine individuals who qualified for special allowances from 
the State Council, and 15 national “thousand talents plan” awardees. 

Guangzhou Knowledge City  

GDD is currently constructing a “new city” known as the Sino-Singapore Knowledge 
City. Knowledge City is being jointly developed by GDD and a sovereign wealth fund 
from Singapore. With a planned area of 123 square kilometers and population of over 
500,000, Knowledge City is designed to shift Guangzhou to a host city of innovation-
based knowledge industries (Crane et al., 2012). 

Prior to the Knowledge City project, Singapore companies had invested in the 
industrial park in Suzhou in 1994.117 The Chinese side intended to learn from the 
international experience of Singapore in terms of zone management and attracting 
investment; the Singapore side hoped to make use of the massive land resource in China. 
However, during the initial phase, the Suzhou Industrial Park (SIP) encountered both 

                                                 
117 The second zone jointly built by China and Singapore is Tianjin Eco-City. 
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internal management conflicts and severe competition from the Suzhou HIDZ.118 In the 
case of Knowledge City, GDD management aims to learn from the previous management 
experience in SIP and Tianjin Eco-City, and develop a “city” with a good balance among 
industrial land, residential districts and green areas. 

Remaining Challenges  

Despite its success in the aforementioned areas, GDD still encounters competition 
from other zones, especially these in the Yangtze River Delta region. According to a 
survey from 2011, of all the foreign companies that have offices in South China, 60 
percent of them were located in Guangzhou and about 75 percent of companies reported 
that they have set up offices in the Yangtze River Delta area (AmCham South China, 
2012). This is consistent with a survey RAND conducted in GDD, which shows that over 
50 percent of the GDD high-tech firms would like to locate in the Yangtze River Delta 
area if they were not in GDD. Compared with GDD, SIP (which is located in the Yangtze 
River Delta area) showed more confidence in its ability to retain talent – SIP has a 10 
percent personnel turnover rate, while GDD companies reported that it was difficult to 
retain talented people.119 GDD still needs to find a way to compete with the Yangtze 
River Delta region in terms of recruiting talented people and attracting innovative 
companies. 

Compared to the exports and FDI generated in the zones, GDD has not been as 
successful in helping Guangzhou in innovation and S&T development. Guangzhou did 
not perform as well as other major cities in terms of several indicators concerning 
technological capabilities. Nataraj et al. (2012) ranked seven major cities in China which 
have one or more large national-level zones. Although Guangzhou ranked No.1 in college 
enrollment, it has fewer top universities and patents granted as well as government 
spending on science in general. 

GDD itself also faces challenges in improving its financial system and building 
financial networks among companies and investors. Although various funds have been 
provided to S&T companies, lack of research funds is still a concern of the high-
technology companies. Based on the RAND-GDD survey, financing sources other than 
founders’ own money and bank loans proved to be lacking in GDD. This lack of risk-
oriented, early-stage funding mechanisms is reflected in GDD’s attempts to establish 
venture capital funds for early-stage companies. As is shown in Figure 10.8, government 

                                                 
118 The first competition came from the difference in land prices. Between 1996 and 1999, the land price in 
SIP was about $60 per square meters, while the price in Suzhou HIDZ was only $35 per square meter or 
even free (Zhang, 2008). As a result, by 2000, the nine square kilometers area in SIP cost $1.14 billion, 
while the 50 square kilometers in other parks only cost $1.01 billion (Akinci, 2011). The SIP management 
insisted that the targets of these two zones were different – SIP targeted large investments from the United 
States or Europe, while the Suzhou-HIDZ focused on investment form Hong Kong, Macao and Taiwan. 
However, the Chinese side did not see immediate social or economic returns such as job creation and was 
disappointed about the cooperation. By 2000, the net loss for zone development reached $75 million 
(Zhang, 2008). In 2001, China became the majority shareholder in the park and the revenue and investment 
in the zones began to rise (Pereira, 2004). However, the Singapore side insists that this concurred with 
some positive changes in the macroeconomic environment, such as China’s entry to the WTO and a round 
of property price appreciation, thus SIP experienced high growth not just because of the management 
change (Akinci, 2011). 
119 Information from interviews in Suzhou and Guangzhou in between June and December 2011. 
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venture capital is listed as the third most important policy that GDD’s entrepreneurs think 
the government can provide. Another concern is that so far no evaluation system has been 
used by GDD to measure the cost-effectiveness for the funds and financial support they 
provide, e.g. how much output in high-technology products has been generated and how 
many patent applications have been approved.  

Despite programs to attract global leading talent, GDD has had a hard time retaining 
returnees, who have been educated and worked in Europe and the United States, or 
expatriates from these countries. Returnees have played critical roles in technology spill-
overs in Asia. For example, returnees from Silicon Valley played an important role in the 
development of Hsinchu cluster in Taiwan (Saxenian and Hsu, 2001). One of the reasons 
GDD has not been attractive has been the inconvenient living conditions in GDD. Based 
on the RAND-GDD survey, 40 percent of the companies listed long commuting times as 
one of the difficulties in recruiting talent, and 25 percent reported “reluctant to live in 
GDD” as one of the challenges (Nataraj et al., 2012). Despite the considerable incentives 
provided by GDD, results from these quality of life indicators show that GDD needs to 
improve its transportation infrastructure and urban amenities so as to attract and retain 
global talent in GDD and in Guangzhou. 

Figure 10.8 Factors that GDD Could Improve (Percentage of Firms)  

 
SOURCE: (Nataraj et al., 2012) 
NOTE: Firms could choose up to three answers to this question, so the total sums to more than 100 percent. 

Results were based on responses from 275 firms out of 305 surveys received. 
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Chapter 11 – Conclusion  

Research Objective 

The aim of this dissertation is to (1) assess the role of China's EDZs in China’s rapid 
economic growth, (2) measure the importance of tax benefits for EDZs by analyzing the 
effects of policy changes in 2008 that reduced the favorable tax treatment provided to 
investors in these zones, and (3) employ a case study of one specific zone to investigate 
in more detail the role of zones in inducing economic growth in China.  

Data and Methodology 

To answer question 1, I reviewed the major policies introduced over the past three 
decades that are relevant to economic zones. I found that the Chinese government 
pursued four distinct sets of policies over time that I classified into four phases. The 
phases were determined by substantial changes in these policies, often marked by 
historical events. I then presented summary statistics to show trends in zone performance 
in each phase based on major output indicators such as value-added, industrial-output, 
exports and FDI. For each phase, I identify linkages between growth in economic activity 
in EDZs and overall economic growth in China as well as the new problems these zones 
generated from their development.  

To answer question 2, I employed data from over 50 ETDZs and their host cities and 
applied a difference-in-differences (DID) model to analyze the impact of the 2008 change 
in corporate income tax law on foreign direct investment in the zones.  

To answer question 3, I used Guangzhou Development District as an example to 
illustrate how EDZs have adjusted their local policies to accommodate national policy 
changes and remain competitive with other zones. This part of the dissertation draws on a 
dataset that contains detailed economic indicators for GDD for the last twenty years and a 
RAND-designed firm survey to measure the perceptions of companies on how the zone 
government could implement better policies to enhance its competitiveness. 

Main Findings 

1. EDZs have generated a substantial share of China’s economic growth 
I find that as of 2010, EDZs accounted for 14 percent of GDP, 24 percent of total 

industrial output, 32 percent of exports and 35 percent of FDI in China. Among the 
different zone types, HIDZs recently surpassed other zones as the number one contributor 
to the Chinese economy, reflecting the shift in emphasis on the part of the Chinese 
government from exporting to developing the S&T sector. 
2. The role of zones as policy tools differed in the four phases, the effectiveness of 

zones to induce desired policy outcomes varied over the different phases 
Based on a systematic review of the historical data and policies for EDZs in China, I 

have created a unique classification system for the development path of these zones. I 
identified four distinct phases. The first phase marked the start of China’s national 
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experiment with zones. The second phase showed steady growth in output and FDI after 
China’s overall strategy shifted towards the socialist market economy. The third phase 
began along with the national “west development” strategy and China’s accession to the 
WTO. Zones show substantial growth in exports. Many zones were established in inland 
regions, but these zones’ growth was not as rapid as expected. The fourth phase saw 
extensions of zone preferential policies to all of China. Zones’ privileged status in terms 
of tax policies diminished while labor costs increased. During this period, high-tech 
zones started to dominate growth.  
3. The 2008 tax policy change had a negative impact on FDI in zones 

Using a DID model, I find that after the 2008 tax reform 10-14 percent less FDI 
flowed into the zones relative to the other areas in their host cities. The results differ to 
some extent across zones; zones with higher levels of export-orientation and zones in 
cities with more than one zone were more sensitive to the tax change than other zones. 
These results are consistent with An (2012). They add to the literature by being the first 
study to explore the way in which this tax change was implemented to measure the causal 
impact on FDI inflows into zones.  
4. Zones have played an important role in the local economy 

As in other zones in China, GDD has adopted policies providing financial incentives, 
to foster S&T, and to attract talent to mitigate the effects of the national policy change 
ending favorable tax treatment for companies located in zones. Many of these policies 
were successful (e.g. the number of expatriate experts attracted), but GDD still faces 
competition from other zones. 

Policy Implications 

Historically, zones in China have proved to be very effective in boosting the growth 
of the national economy. EDZs have shifted from a focus on fostering exports and 
attracting foreign investment to nurturing high-tech clusters and incubators for 
innovation. Based on China’s experience, governments in countries with severely 
distorted economies are likely to find it beneficial to establish EDZs to increase exports 
and attract foreign investment. Similar to China, these governments may wish to test out 
new policies in zones first before applying them nationally. However, EDZs are not 
costless. In additional to foregone tax revenue, governments need to make a substantial 
amount of investment in transportation, energy, water, sewage, and communications 
infrastructure in EDZs at the initial stage, including instating national policies with 
preferential treatment to attract targeted companies to the zones. 

As the zones mature, governments in other countries might eventually wish to unify 
their preferential policies as China has done with regard to corporate income tax rates. 
The fact that the new tax policy has had a negative impact on zones in China suggests 
that in order to ensure a smooth transition, the zones need to find other ways to sustain 
growth besides the incentive packages they offer.  

As the policy gap between the zones and other areas in China has narrowed, policy 
makers have encouraged zone managers to shift their focus from competing in offering 
incentives to establishing a more attractive business environment and improving quality 
of life in the zones. As governments tries to attract returnees or expatriates to start 
companies or work in the zones, gaps in working and living conditions between the host 
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countries and the home countries are often an obstacle to attracting or retaining these 
talented individuals. Therefore, in addition to incentive programs to attract talent, e.g. the 
“100 leading talents” program in GDD, zone management may wish to focus on creating 
a more livable environment for its residents, such as building community centers, 
reducing commuting time, and improving schools and recreation areas. 

Although zones in China have been crucial for stimulating trade and growth in 
foreign investment, especially in coastal cities, they have not been as effective in the 
lesser-developed regions in China. One reason is the lack of advanced administration in 
these inland zones. Despite the attractive incentives these zones offer, some zone 
managers lack the necessary management skills. National governments may wish to 
coordinate zones at different levels to work collaboratively with each other. In addition to 
relocating lower value-added firms to less-developed areas, higher-level zones should 
also transfer management skills to these areas. 

Policy makers should not only focus on providing financial support to S&T 
development but should also make efforts to evaluate the outcomes of these incentive 
programs. This will create a feedback loop system for government to further increase the 
effectiveness of their funding activities as well as improve the transparency of these 
programs. 

Limitations and Future Research 

First, in this study I take China as a case to illustrate the role of EDZs in China’s 
national strategies. For future research, it is interesting to see the similarities and 
differences of EDZs’ roles in other countries; in particular, for other countries, whether 
the roles of EDZs in national development strategies depend on how distorted their 
economies are. I focus on the roles of EDZs in China’s national economic strategies, 
especially how the zones spurred China’s economic growth. It is also interesting to see 
what roles these zones played in China’s “go out” strategy, which indicates the outbound 
FDI provided by the Chinese government. In addition, in my dissertation, I draw on 
historical data to quantify the role of EDZs in China. My discussions on zones are mostly 
limited to ETDZs and HIDZs from where the most complete data sources are drawn. If 
more data are available, future analysis could include more zone types and assess their 
contributions to the Chinese economy. In addition, future research could look into cases 
other than GDD. It is particularly interesting to study the policy differences and 
transitions of national zones that were upgraded from the provincial level versus zones 
started at the national level.  
  



117 
 

References 

Aggarwal, A. (2006). "Special economic zones: revisiting the policy debate." Economic 
and Political Weekly: 4533-4536. 

Aggarwal, A. (2007). Impact of Special Economic Zones on Employment, Poverty, and 
Human Development, Indian Council for Research on International Economic 
Relations. 

Akinci, G. (2011). Special Economic Zones: Progress, Emerging Challenges, and Future 
Directions, World Bank. 

Alder, S., L. Shao, et al. (2012). China’s Special Economic Zones. 
AmCham South China (2012). 2012 Special Report on the State of Business in South 

China. South China Business Journal Special Report. 
An, Z. (2012). "Taxation and foreign direct investment (FDI): empirical evidence from a 

quasi-experiment in China." International tax and public finance 19(5): 660-676. 
Arellano, M. and S. Bond (1991). "Some tests of specification for panel data: Monte 

Carlo evidence and an application to employment equations." The Review of 
Economic Studies 58(2): 277-297. 

Arzaghi, M. and J. V. Henderson (2008). "Networking off Madison avenue." The Review 
of Economic Studies 75(4): 1011-1038. 

Atherton, A. and D. Smallbone (2010). "State promotion of SME development at the 
local level in China: An examination of two cases." Journal of Chinese 
Entrepreneurship 2(3): 225-241. 

Aw, B.-Y. and A. R. Hwang (1995). "Productivity and the export market: A firm-level 
analysis." Journal of development economics 47(2): 313-332. 

Ayyagari, M., A. Demirgüç-Kunt, et al. (2010). "Formal versus informal finance: 
Evidence from China." Review of Financial Studies 23(8): 3048-3097. 

Bellak, C. and M. Leibrecht (2009). "Do low corporate income tax rates attract FDI?–
Evidence from Central-and East European countries." Applied Economics 41(21): 
2691-2703. 

Bénassy-Quéré, A., L. Fontagné, et al. (2003). Tax competition and foreign direct 
investment, CEPII Paris. 

Benner, M., L. Liu, et al. (2012). "Head in the clouds and feet on the ground: Research 
priority setting in China." Science and Public Policy 39(2): 258-270. 

Bermudez, S. (1990). "Linking the Maquiladoras (EPZs) to Local Industry." Linking the 
Export Processing Zone to Local industry. The Flagstaff Institute. 

Bernard, A. B. and J. Bradford Jensen (1999). "Exceptional exporter performance: cause, 
effect, or both?" Journal of international economics 47(1): 1-25. 

Bigsten, A., A. Isaksson, et al. (2000). "Rates of return on physical and human capital in 
Africa's manufacturing sector." Economic Development and Cultural Change 
48(4): 801-827. 

Blundell, R. and S. Bond (1998). "Initial conditions and moment restrictions in dynamic 
panel data models." Journal of econometrics 87(1): 115-143. 

Bowker, J. (2002). Study of China's development zones (in Chinese), Beijing People's 
Publishing House. 



118 
 

Boyenge, J. P. S. (2007). ILO database on export processing zones (revised), ILO 
Geneva. 

Cao, F. (2011). Corporate Income Tax Law and Practice in the People's Republic of 
China. 

Cartier, C. (2001). "'Zone Fever', the Arable Land Debate, and Real Estate Speculation: 
China's evolving land use regime and its geographical contradictions." Journal of 
Contemporary China 10(28): 445-469. 

Caves, R. (2007). Multinational Enterprise and Economic Analysis. 
Chandra, A. and T. Fealey (2009). "Business Incubation in the United States, China and 

Brazil: a Comparison of Role of Government, Incubator Funding and Financial 
Services." International Journal of Entrepreneurship 13: 67-86. 

Chen, H., Y. Xu, et al. (2012). "The Patern Exploration of Development Zone in Western 
Poverty-Stricken Areas - Taking Dingxi Economic Development Zone for an 
Example (in Chinese)." Journal of Northwest Normal University (Natural 
Science) 48(2): 6. 

Chen, J. (1994). "Foreign Funded Enterprises Will not Be affacted by the 1994 Tax 
Reform (in Chinese)." Guangdong Economics and Trade 1. 

Chen, J. and B. M. Fleisher (1996). "Regional income inequality and economic growth in 
China." Journal of Comparative Economics 22(2): 141-164. 

Chen, J. and X. Su (2012). Price Increase in Many Parks in China (in Chinese). Economic 
Information. Tianjin. 

Chen, J. and S. Zhang (2011). "China's Western Development Zone Strategy in the 
Context of A New Round of Large-Scale Development of The Western Region 
(in Chinese)." The Border Economy and Culture 7: 2. 

Chen, W. and H. Wu (2009). "Practical Significance and Prospects for the Upgrade of 
Provincial-Level High-Tech Zones (in Chinese)." Sci-Tech Stars 10. 

Cheng, L. K. and Y. K. Kwan (2000). "What are the determinants of the location of 
foreign direct investment? The Chinese experience." Journal of international 
economics 51(2): 379-400. 

Cheung, P. T. Y. (2012). "The politics of regional cooperation in the Greater Pearl River 
Deltaapv_1473 21.. 37." Asia Pacific Viewpoint 53(1). 

Chi, C., Z. Lu, et al. (1989). "Challenges and Solutions for Development Zones in 
Coastal Areas (in Chinese)." Development Zone 5. 

China Knowledge Online. (2009). "China Special Report: Industrial Parks—China's 
Vehicles for Manufacturing." from http//:www.chinaknowledge.com. 

China Statistical Yearbook (1995-2012). China Statistical Yearbook. C. S. Press. Beijing. 
China Torch Statistical Yearbook (2007-2012). China Torch Statistical Yearbook. C. S. 

Press. 
Cling, J. P. and G. Letilly (2001). "Export Processing Zones: A threatened instrument for 

global economy insertion." DIAL, documento de trabajo, DT/2001/17. 
Cooper, A. C. (1986). "The role of incubator organizations in the founding of growth-

oriented firms." Journal of Business Venturing 1(1): 75-86. 
Crane, K., H. J. Shatz, et al. (2012). "An Outline of Strategies for Building an Innovation 

System for Knowledge City." 
Cull, R., L. E. Davis, et al. (2006). "Historical financing of small-and medium-size 

enterprises." Journal of Banking & Finance 30(11): 3017-3042. 

http://www.chinaknowledge.com


119 
 

Davies, K. G. (2010). "Inward FDI in China and its policy context." 
De Mooij, R. and S. Ederveen (2005). "Explaining the variation in empirical estimates of 

tax elasticities of foreign direct investment." 
Dees, S. (1998). "Foreign direct investment in China: determinants and effects." 

Economics of planning 31(2): 175-194. 
Delgado, M., M. Porter, et al. (2008). Convergence, clusters and economic performance, 

Working paper. 
Démurger, S., J. D. Sachs, et al. (2002). "Geography, Economic Policy, and Regional 

Development in China*." Asian Economic Papers 1(1): 146-197. 
Devereux, M. P. and H. Freeman (1995). "The impact of tax on foreign direct investment: 

empirical evidence and the implications for tax integration schemes." 
International tax and public finance 2(1): 85-106. 

Devonshire-Ellis, C., A. Scott, et al. (2011). The China tax guide, Springer. 
Djankov, S., T. Ganser, et al. (2008). The effect of corporate taxes on investment and 

entrepreneurship, National Bureau of Economic Research Cambridge, Mass., 
USA. 

Dyreng, S., B. Lindsey, et al. (2011). "Exploring the role Delaware plays as a domestic 
tax haven." Available at SSRN 1737937. 

E, P. (2010). Guangzhou Development District: the Future of Guangdong (in Chinese). 
Inside China. 223: 3. 

Ellison, G. and E. L. Glaeser (1999). "The geographic concentration of industry: does 
natural advantage explain agglomeration?" The American Economic Review 
89(2): 311-316. 

Ellison, G., E. L. Glaeser, et al. (2007). What causes industry agglomeration? Evidence 
from coagglomeration patterns, National Bureau of Economic Research. 

Engle, R. F. and C. W. Granger (1987). "Co-integration and error correction: 
representation, estimation, and testing." Econometrica: journal of the Econometric 
Society: 251-276. 

Engman, M., O. Onodera, et al. (2007). "Export processing zones: Past and future role in 
trade and development." OECD Trade Policy Working Papers. 

Fan, G. (1994). "Dual-Track Transition in China." Economic Policy: 99-122. 
Farole, T. (2010). "Special Economic Zones in Africa." 
Feng, J., Y. Ge, et al. (2001). "The Impact of China's Entry into WTO on its Coastal 

Economic Zones and Development Zones and China's Strategic Options (in 
Chinese)." World Economic Forum 2. 

Fleisher, B., H. Li, et al. (2010). "Human capital, economic growth, and regional 
inequality in China." Journal of development economics 92(2): 215-231. 

Gao, G. (2011). "Implication and Strategy for the Upgrad of Provincial-level Zones (in 
Chinese)." China Western Capital 8. 

Ge, W. (1999). Special economic zones and the economic transition in China, World 
Scientific Publishing Company Incorporated. 

Ge, W. (1999). "Special economic zones and the opening of the Chinese economy: Some 
lessons for economic liberalization." World Development 27(7): 1267-1285. 

Glaeser, E. L., W. R. Kerr, et al. (2010). "Clusters of entrepreneurship." Journal of Urban 
Economics 67(1): 150-168. 



120 
 

Goldstein, M. and N. Lardy (2006). "China's exchange rate policy dilemma." The 
American Economic Review: 422-426. 

Gopalakrishnan, S. (2007). "Negative Aspects of Special Economic Zones in China." 
Economic and Political Weekly: 1492-1494. 

Granger, C. W. (1981). "Some properties of time series data and their use in econometric 
model specification." Journal of econometrics 16(1): 121-130. 

Greenstone, M., R. Hornbeck, et al. (2008). Identifying agglomeration spillovers: 
evidence from million dollar plants, National Bureau of Economic Research. 

Gu, C. (1998). China's high-tech industries and parks, Zhongxin publishing. 
Guangzhou Development District (2008). "The Impact of Combination of the Two Taxes 

on the Guangzhou Development District (in Chinese)." China Taxation 1: 18-19. 
Guangzhou Development District. (2012). "Encouraged Industries."   Retrieved July 1, 

2012, from http://eng.luogang.gov.cn/guidebook/industry.jsp?catid=93|113. 
Hajkova, D., G. Nicoletti, et al. (2006). "Taxation, business environment and FDI 

location in OECD countries." 
Harris, D. G. (1993). "The impact of US tax law revision on multinational corporations' 

capital location and income-shifting decisions." Journal of Accounting research: 
111-140. 

Hays, J. (2008). "Deng Xiaoping's Economic Reforms."   Retrieved June 8, 2012, from 
http://factsanddetails.com/china.php?itemid=79. 

Haywood, R. (2002). "The future of the Export Processing Zone under the WTO (in 
Chinese)." China's Customs 11. 

He, M. (2012). "Depth Perspective: China's Hard Future Economy duirng "State-Owned 
Enter and Private Out" (in Chinese)." Shi Jiao 3. 

Head, K. and J. Ries (1996). "Inter-City Competition for Foreign Investment: Static and 
Dynamic Effects of China's Incentive Areas* 1." Journal of Urban Economics 
40(1): 38-60. 

Head, K., J. Ries, et al. (1995). "Agglomeration benefits and location choice: Evidence 
from Japanese manufacturing investments in the United States." Journal of 
international economics 38(3): 223-247. 

Henderson, J. V. (2003). "Marshall's scale economies." Journal of urban economics 
53(1): 1-28. 

Hines, J. R. J. (1996). Tax policy and the activities of multinational corporations, 
National Bureau of Economic Research. 

Hines, J. R. J. (2000). Tax sparing and direct investment in developing countries. 
International Taxation and Multinational Activity, University of Chicago Press: 
39-72. 

Ho, P. S. (2004). "Myrdal's Backwash and Spread Effects in Classical Economics: 
Implications for Multilateral Trade Negotiations." Journal of Economic Issues: 
537-544. 

Hogg, R. D., J. Mintz, et al. (1993). Impacts of Canadian and US tax reform on the 
financing of Canadian subsidiaries of US parents. Studies in International 
Taxation, University of Chicago Press: 47-76. 

Holz, C. (2003). China's industrial state-owned enterprises between profitability and 
bankruptcy, World Scientific Publishing Company Incorporated. 

http://eng.luogang.gov.cn/guidebook/industry.jsp?catid=93|113
http://factsanddetails.com/china.php?itemid=79


121 
 

Hou, Y. (1989). "The New Challenges that Development Zones Face (in Chinese)." 
International Economic Cooperation 3. 

Hu, Y. (2008). "The Impact of Enterprise Income Tax Law of PRC on Chinese Economy 
(in Chinese)." International Taxation in China(011): 5-10. 

Huang, Y. (2008). Capitalism with Chinese characteristics: Entrepreneurship and the 
state, Cambridge Univ Press. 

Inkpen, A. C. and W. Pien (2006). "An examination of collaboration and knowledge 
transfer: China–Singapore Suzhou Industrial Park." Journal of Management 
Studies 43(4): 779-811. 

International Labour Organization (1998). Labour and Social Issues Relating to Export 
Processing Zones. Report for Discussion at the Tripartite Meeting of Export 
Processing Zones-Operating Countries. Geneva. 

International Labour Organization (2002). Employment and social policy in respect of 
export processing zones (EPZs). 285th Session, Geneva. 

Invest in China. (2007). "Chapter I Development History and Geographic Distribution of 
NETDZ."   Retrieved October 15, 2011, from 
http://www.fdi.gov.cn/pub/FDI_EN/StateDevelopmentZone/default.jsp. 

Invest in China. (2007). "Chapter II Major Economic Indicators Achieving Fast Growth, 
Leading the local Regional Economic Development."   Retrieved October 15, 
2011, from 
http://www.fdi.gov.cn/pub/FDI_EN/StateDevelopmentZone/default.jsp. 

Jayanthakumaran, K. (2003). "Benefit–cost appraisals of export processing zones: A 
survey of the literature." Development Policy Review 21(1): 51-65. 

Jefferson, G. H. and T. G. Rawski (1994). "Enterprise reform in Chinese industry." The 
journal of economic perspectives 8(2): 47-70. 

Ji, S. (2001). "Facing WTO, China's sustainable development strategies (in Chinese)." 
Journal of Wuhan Communication Management Institute 3(4). 

Jian, T., J. D. Sachs, et al. (1996). "Trends in regional inequality in China." China 
Economic Review 7(1): 1-21. 

Jiang, J. (2007). Institutional change and design of the system - the National Economic 
and Technological Development Zone administrative system research (in 
Chinese), Economics and Science. 

Johansson, H. and L. Nilsson (1997). "Export processing zones as catalysts." World 
Development 25(12): 2115-2128. 

Jones, D. C., C. Li, et al. (2003). "Growth and regional inequality in China during the 
reform era." China Economic Review 14(2): 186-200. 

Jones, R., R. King, et al. (1992). The Chinese economic area: economic integration 
without a free trade agreement, Organisation for Economic Co-operation and 
Development. 

Kang, Z. (2004). "How do Economic and Technological Development Zones Deal with 
China's Entry into the WTO (in Chinese)." Jingjishi 9. 

Khan, A. R. and C. Riskin (2001). Inequality and Poverty in China in the Age of 
Globalization, Oxford University Press, USA. 

Khan, A. R. and C. Riskin (2005). "China’s household income and its distribution, 1995 
and 2002." The China Quarterly 182(1): 356-384. 

http://www.fdi.gov.cn/pub/FDI_EN/StateDevelopmentZone/default.jsp
http://www.fdi.gov.cn/pub/FDI_EN/StateDevelopmentZone/default.jsp


122 
 

Knoth, C. (2000). "Special Economic Zones and Economic Transformation The Case of 
the People's Republic of China." 

Krugman, P. (1992). Geography and trade, MIT press. 
Kusago, T. and Z. Tzannatos (1998). "Export processing zones: A review in need of 

update." World Bank Social Protection Discussion Paper 9802. 
Lardy, N. R. (1998). China's unfinished economic revolution, Brookings Institution 

Press. 
Lardy, N. R. (2002). Integrating China into the global economy, Brookings Inst Pr. 
Li, Y. and Z. Hua (2003). "Western development driven by development zones (in 

Chinese)." Macroeconomic Management 2. 
Lieberthal, K., D. M. Lampton, et al. (1992). Bureaucracy, politics, and decision making 

in post-Mao China, University of California Press Berkeley. 
Lin, J. Y., F. Cai, et al. (1998). "Competition, policy burdens, and state-owned enterprise 

reform." The American Economic Review 88(2): 422-427. 
Lin, S. (2004). "China's capital tax reforms in an open economy." Journal of Comparative 

Economics 32(1): 128-147. 
Liu, X. (2008). "Empirical analysis on the relationship between number of development 

zones and local economic growth (in Chinese)." Lan Zhou Xue Kan 172(1). 
Liu, X. and J. Li (2011). Suzhou: "Early Move, Fast Move" - Seize the Opportunities. 

Nanjing Daily. Nanjing: A4. 
Liu, Y. and W. Li. (2012). "Upgrade + Expanding Area of High-tech zones. Where is the 

boundary? (in Chinese)."   Retrieved December 1, 2012, from 
http://www.21cbh.com/HTML/2012-7-21/xNMDY5XzQ3OTQxNQ.html. 

Liu, Z. (2002). "Foreign Direct Investment and Technology Spillover: Evidence from 
China." Journal of Comparative Economics 30(3): 579-602. 

Lu, J. (2010). "Development Zones: New Upgraded Ideas (in Chinese)." Business 
Weekly 18. 

MacFarquhar, R. (1997). The origins of the cultural revolution, Cambridge Univ Press. 
Madani, D. (1999). A Review of the Role of Impact of Export Processing Zones, World 

Bank, Development Research Group, Trade. 
Markle, K. S. and D. A. Shackelford (2011). Cross-country comparisons of corporate 

income taxes, National Bureau of Economic Research. 
Marshall, A. (1890). Principles of economics, Prometheus Books. 
Martin, R. and P. Sunley (2003). "Deconstructing clusters: chaotic concept or policy 

panacea?" Journal of economic geography 3(1): 5-35. 
Meardon, S. J. (2001). "Modeling agglomeration and dispersion in city and country: 

Gunnar Myrdal, Francois Perroux, and the new economic geography." American 
Journal of Economics and Sociology 60(1): 25-57. 

Meng, S. (2007). "Combining the Two Taxes Will Make the Development Zones Lose 
Their Privileges (in Chinese)." Legal Person 4. 

Ministry of S&T. (2008). "Evaluation System introduced in the National Hi-Tech 
Industrial Development Zone (in Chinese)."   Retrieved December 8, 2012, from 
http://www.most.gov.cn/kjbgz/200805/t20080505_61107.htm. 

MOFCOM (1985-2011). China Commerce Yearbook. C. S. Press. Beijing. 

http://www.21cbh.com/HTML/2012-7-21/xNMDY5XzQ3OTQxNQ.html
http://www.most.gov.cn/kjbgz/200805/t20080505_61107.htm


123 
 

MOFCOM. (2000). "Introduction to China's Export Processing Zones."   Retrieved 
October 3, 2012, from 
http://www.mofcom.gov.cn/aarticle/bg/200207/20020700032783.html. 

MOFCOM (2004). Development Report of 20 years of China National Economic and 
Technological Development Zone (in Chinese). 

MOFCOM. (2007). "Taiyuan Economic and Technological Development Zone First in 
the City to Carry Out the Training of the Labor Contract Law (in Chinese)."   
Retrieved December 10, 2012, from 
http://shanxi.mofcom.gov.cn/aarticle/sjshangwudt/200712/20071205282534.html. 

MOFCOM. (2012). "The 12th Five-Year Development Plan for the National Economic 
and Technological Development Zone and the Border Economic Cooperation 
Zone (2011-2015)."   Retrieved December 1, 2012, from 
http://wzs.mofcom.gov.cn/aarticle/n/201211/20121108454518.html. 

Mu, J. (1998). "Analyze the pilot operation of  foreign banks in Shanghai Pudong 
conducting RMB service (in Chinese)." Zhejiang Finance 6. 

Myrdal, G. (1957). "Economic theory and under-developed regions." 
Nataraj, S., H. J. Shatz, et al. (2012). "Creating an Innovation System for Knowledge 

City." 
Naughton, B. (2007). "The Chinese economy: Transitions and growth." MIT Press Books 

1. 
Nishitateno, S. (1983). "China's Special Economic Zones: Experimental Units for 

Economic Reform." International and Comparative Law Quarterly 32(01): 175-
185. 

OECD (2010). OECD Territorial Reviews OECD Territorial Reviews: Guangdong, 
China 2010, Publications de l'OCDE. 

Okazaki, K. (2007). Banking system reform in China. Santa Monica, RAND Corporation. 
Okazaki, K., M. Hattori, et al. (2011). The Challenges Confronting the Banking System 

Reform in China: An Analysis in Light of Japan's Experience of Financial 
Liberalization, Institute for Monetary and Economic Studies, Bank of Japan. 

Parker, D. and W. Pan (1996). "Reform of the state‐owned enterprises in China." 
Communist Economies and Economic Transformation 8(1): 109-127. 

People's Republic of China (2007). Labor Contract Law of the People's Republic of 
China. 

Pereira, A. A. (2004). "The Suzhou Industrial Park experiment: the case of China–
Singapore governmental collaboration." Journal of Contemporary China 13(38): 
173-193. 

Perroux, F. (1955). "Note sur la notion de pôle de croissance." Economie appliquée 7(1-
2): 307-320. 

Pi, Q. and K. Wang (2004). Out of the island - China Economic and Technological 
Development Zone Introduction, Sanlian. 

Porter, M. E. (1998). Clusters and the new economics of competition, Harvard Business 
Review Boston. 

PRC Ministry of Commerce. "China's National Economic and Technological 
Development Zones (in Chinese)."   Retrieved March 12, 2012, from 
http://www.mofcom.gov.cn/xglj/kaifaqu.shtml. 

http://www.mofcom.gov.cn/aarticle/bg/200207/20020700032783.html
http://shanxi.mofcom.gov.cn/aarticle/sjshangwudt/200712/20071205282534.html
http://wzs.mofcom.gov.cn/aarticle/n/201211/20121108454518.html
http://www.mofcom.gov.cn/xglj/kaifaqu.shtml


124 
 

PRC Ministry of S&T. "China National High-technology Industrial Developoment Zones 
(in Chinese)."   Retrieved March 12, 2012, from http://www.most.gov.cn/. 

PRC State Council (2007). "PRC Enterprise Income Tax Law." 
ProLogis (2008). China's Special Economic Zones and National Industrial Parks -- Door 

Openers to Economic Reform China. 
Pujiang Forum (2011). Pujiang Innovation Forum, Shanghai. 
Qian, Y. (2000). "The process of China's market transition (1978-1998): The 

evolutionary, historical, and comparative perspectives." Journal of Institutional 
and Theoretical Economics (JITE)/Zeitschrift für die gesamte Staatswissenschaft: 
151-171. 

Ravallion, M. and S. Chen (2007). "China's (uneven) progress against poverty." Journal 
of development economics 82(1): 1-42. 

Ren, R. (1997). China's economic performance in an international perspective, 
Organization for Economic. 

Roodman, D. (2006). "How to do xtabond2: An introduction to difference and system 
GMM in Stata." Center for Global Development working paper(103). 

Rosenthal, S. S. and W. C. Strange (2001). "The determinants of agglomeration." Journal 
of urban economics 50(2): 191-229. 

Ruan, J. and X. Zhang (2009). "Finance and Cluster‐Based Industrial Development in 
China." Economic Development and Cultural Change 58(1): 143-164. 

Rumbaugh, T. and N. Blancher (2004). "China: international trade and WTO accession." 
Sachs, J., W. Woo, et al. (2001). "Economic reforms and constitutional transition." 
Sachs, J. D. and W. T. Woo (1997). Understanding China's economic performance, 

National Bureau of Economic Research. 
Sadni-Jallab, M. and E. B. de Armas (2004). "A Review of the Role and Impact of Export 

Processing Zones in World Trade: The Case of Mexico." Exchange Rates, 
Economic Integration and the International Economy. 

Saxenian, A. L. (2003). Government and Guanxi: The Chinese software industry in 
transition. 

Saxenian, A. L. and J. Y. Hsu (2001). "The Silicon Valley–Hsinchu connection: technical 
communities and industrial upgrading." Industrial and corporate change 10(4): 
893-920. 

Scillitoe, J. L. and A. K. Chakrabarti (2010). "The role of incubator interactions in 
assisting new ventures." Technovation 30(3): 155-167. 

Shatz, H. J. (2004). "US multinational affiliate exports from developing countries." 
Journal of economic geography 4(3): 323-344. 

Shen, J. (2002). "Urban and regional development in post-reform China: the case of 
Zhujiang delta." Progress in Planning 57(2): 91-140. 

Shen, K. (2011). Innovation Engine - The Prospects of the Second Generation of 
Development Zone. Guangzhou, Guangdong People's Press. 

Shih, V. (2004). "Dealing with non-performing loans: Political constraints and financial 
policies in China." The China Quarterly 180: 922-944. 

Shu, Q. (2004). "China's Entry into WTO & Mechanism Reform of State- run Enterprise 
(in Chinese)." Journal of Hunan Industry Polytechnic. 

Sit, V. F. S. (1985). "The special economic zones of China: a new type of export 
processing zone?" The Developing Economies 23(1): 69-87. 

http://www.most.gov.cn/


125 
 

Snoy, B. (1975). Taxes on direct investment income in the EEC: a legal and economic 
analysis, Praeger. 

Song, Y. (2009). The impact of tax incentives on enterprise innovationn (in Chinese), 
Ocean University of China. Master. 

South China Morning Post (2008). November 17. page A8. 
State Council. (2012). "The Western Development Plan during the 12th Five-Year Plan 

(in Chinese)."   Retrieved December 15, 2012, from 
http://www.gov.cn/zwgk/2012-02/21/content_2072227.htm  

Swenson, D. L. (1994). "The impact of US tax reform on foreign direct investment in the 
United States." Journal of Public Economics 54(2): 243-266. 

Swenson, D. L. (2000). Transaction type and the effect of taxes on the distribution of 
foreign direct investment in the United States. International taxation and 
multinational activity, University of Chicago Press: 89-112. 

Taymaz, E. and Y. Üçdoğruk (2009). "Overcoming the double hurdles to investing in 
technology." Small Business Economics 33(1): 109-128. 

The Services Group (1999). Recommendations for Divestment of Jamaica's Free Zones. 
A Report for the World Bank. Washington, DC. 

The World Bank (2012). China 2030: Building a Modern, Harmonious, and Creative 
High-Income Society, The World Bank Group. 

The World Trade Organization. "Agreement on Subsidies and Countervailing Measures 
("SCM Agreement")."   Retrieved October 5, 2012. 

Tian, J. (2007). Study on Taiyuan Economic and Technological Development Zone's 
clusters (in Chinese), Hebei University of Technology. Master. 

Tyler, W. G. and A. C. A. Negrete (2009). Economic growth and export processing 
zones: An empirical analysis of policies to cope with Dutch disease. 

UNCTAD (2003). "World Investment Report 2002." UNCTAD, September2003, 346p. 
UNESCAP (2005). Free Trade Zones and 
Port Hinterland Development. New York, USA. 
UNIDO (1980). Export Processing Zones in Developing Countries. New York, USA. 
Vittal, N. (1977). Export processing zones in Asia: some dimensions, Asian Productivity 

Org. 
Vogel, E. F. (2011). Deng Xiaoping and the Transformation of China, Belknap Press. 
Wagstaff, A., M. Lindelöw, et al. (2009). Reforming China's rural health system, World 

Bank Publications. 
Wall, D. (1993). "China's Economic Reform and Opening‐Up Process: The Role of the 

Special Economic Zones." Development Policy Review 11(3): 243-260. 
Wang, G. (1988). "The Relaxed Rules of the SEZs." New Directions: 92-141. 
Wang, H., R. P. Appelbaum, et al. (2009). "China's New Labour Contract Law: is China 

moving towards increased power for workers?" Third World Quarterly 30(3): 
485-501. 

Wang, H. and W. Xie (2005). "RMB Business of the Foreign Banks in China (in 
Chinese)." Shanghai Finance 9. 

Wang, J. (2001). "Innovative spaces: Enterprise clusters and regional development." 
Beijing: Press of Peking University (in Chinese): 353–359. 

Wang, J. (2005). "Causes and policy recommendations for the overheating of the Chinese 
Development Zone (in Chinese)." Economic Analysis 3. 

http://www.gov.cn/zwgk/2012-02/21/content_2072227.htm


126 
 

Wang, J. (2010). "The economic impact of special economic zones: Evidence from 
Chinese municipalities." Hong Kong University of Science and Technology. 

Wang, J. (2012). "The economic impact of special economic zones: Evidence from 
Chinese municipalities." Journal of development economics. 

Wang, S. and A. Hu (1999). The political economy of uneven development: the case of 
China, East Gate Book. 

Wang, Y. and X. Ren (2012). Shenzhen is No Longer "Special" (in Chinese). Nanfang 
Dushi Daily. Guangzhou. 

Warr, P. G. (1989). "Export processing zones: The economics of enclave manufacturing." 
The World Bank Research Observer 4(1): 65-88. 

Wei, S.-J. (1996). Foreign direct investment in China: sources and consequences. 
Financial Deregulation and Integration in East Asia, NBER-EASE Volume 5, 
University of Chicago Press: 77-105. 

Whyte, M. K. (1986). "Who hates bureaucracy? A Chinese puzzle." 
Wilson, G. P., R. G. Hubbard, et al. (1993). The role of taxes in location and sourcing 

decisions. Studies in international taxation, University of Chicago Press: 195-234. 
Wong, K. Y. (1987). "China's special economic zone experiment: an appraisal." 

Geografiska Annaler. Series B. Human Geography: 27-40. 
Wong, S. W. and B. Tang (2005). "Challenges to the sustainability of  'development 

zones': A case study of Guangzhou Development District, China." Cities 22(4): 
303-316. 

Woo, W. T. (1998). "The Reasons for China's Growth Private." China Journal. 
World Bank (2008). Special Economic Zones - Performance, lessons learned, and 

implications for zone development. 
World Bank (2009). Clusters for Competitiveness: A Practical Guide and Policy 

Implications for Developing Cluster Initiatives. PREM Network. International 
Trade Department. Washington, DC. 

World Bank (2011). Special Economic Zones - Progress, Emerging Challenges, and 
Future Directions. T. Farole and G. Akinci. 

Wuttke, C. (2011). "From industrial enclaves to prototypes of the modern Chinese city: 
Development zones in Guangdong." Local Economy 26(5): 363-372. 

Xiao, G. (1998). "Reforming the governance structure of China's state-owned 
enterprises." Public Administration and Development 18(3): 273-280. 

Xie, X. (2007). "Guangzhou: New Opportunities for Uban Development under the "New 
Special Zone" (in Chinese)." New Economy 6: 4. 

Xu, J. and A. G. O. Yeh (2003). "Guangzhou." Cities 20(5): 361-374. 
Xu, M. (2008). Interpretation of the New Enterprise Income Tax Law and Strategies for 

Enterprises (in Chinese). 
Xu, N. (2008). Study of China's economic development zones (in Chinese). Industrial 

economics. Doctoral. 
Xue, X. (2010). "Guangzhou Development Zone Accelerated the Pace of Transformation 

and Upgrading (in Chinese)." Port Economy 3: 10-11. 
Yang, D. L. (1997). Beyond Beijing: Liberalization and the regions in China, Routledge. 
Yang, X. (2006). "Achievements and mistakes in China's development zones' 20 years: 

How can China adjust its economic growth (in Chinese)."  Novermber 12, 2006. 



127 
 

Retrieved Novermber 12, 2011, from http://news.xinhuanet.com/fortune/2006-
11/12/content_5318361.htm. 

Yeung, Y., J. Lee, et al. (2009). "China's special economic zones at 30." Eurasian 
Geography and Economics 50(2): 222-240. 

Yi, F., J. Zhao, et al. (2001). "Rizhao Development Has New Policy on the Unemployed 
(in Chinese)." Qilutiandi 1. 

Yu, J. (2010, August 4, 2010). "Retrospect and Prospect of the 10-Year Anniversary of 
China's Western Development (in Chinese)." Theory  Retrieved December 10, 
2012, from http://theory.people.com.cn/GB/41038/12344478.html. 

Zeng, D. Z. (2010). Building engines for growth and competitiveness in China: 
experience with special economic zones and industrial clusters, World Bank 
Publications. 

Zeng, D. Z. (2011). How Do Special Economic Zones and Industrial Clusters Drive 
China's Rapid Development?, World Bank Publications. 

Zhang, Q. (2011). "Challenges China's development zone face and the crisis of 
legitimacy (in Chinese)." Lan Zhou Xue Kan 05. 

Zhang, X. (2003). Mechanism and regional effects of development zones in China from 
the global perspective (in Chinese), Chinese Academy of Science. Doctoral. 

Zhang, Y. (2008). State-level development zones' practices and transitions -- from policy 
perspective (in Chinese). Shanghai, Tongji University. Doctoral. 

Zhang, Z. (1999). "Foreign exchange rate reform, the balance of trade and economic 
growth: an empirical analysis for China." Journal of Economic Development 
24(2): 143-162. 

Zhao, L. and J. Zhu (2009). "China attracting global talent: Central and local initiatives." 
China: An International Journal 7(02): 323-335. 

Zhao, S. (1993). "Deng Xiaoping's southern tour: elite politics in post-Tiananmen China." 
Asian Survey 33(8): 739-756. 

Zhao, X. (2003). Mystery of Income Tax Reform (in Chinese). Caijing. Beijing. 
Zhao, X. (2010). "Study on New District Transition in New Districts: Guangzhou 

Development Zone Example (in Chinese)." Management 26: 4. 
Zhao, Y. (2007). "The Impact of Combined Taxation on Use of Foreign Capital for 

Economic Development Zone (In Chinese)." Market Modernization 8(1). 
Zheng, Y. (2001). The Nanxun legacy and China's development in the post-Deng era, 

World Scientific. 
Zhou, Y. (2002). "Problems on the statistics in development zones (in Chinese)." Jiangsu 

Tongji 04. 
Zhu, S. and Y. Wang. (2011, September 22, 2011). "Ministry of Commerce Issued the 

New Evaluation Syste: the 128 State-Level Development Zones Will Change the 
Ranks (in Chinese)."   Retrieved December 9, 2012, from 
http://finance.ifeng.com/roll/20110922/4643853.shtml. 

Zhu, Y. and J. W. Sanderson (2009). "The Key Obstacles against Development of 
Innovative SMEs in China and Their Solution [J]." China Soft Science 9: 005. 

Zhu, Y., X. Wittmann, et al. (2011). "Institution-based barriers to innovation in SMEs in 
China." Asia Pacific Journal of Management: 1-12. 

 
 

http://news.xinhuanet.com/fortune/2006-11/12/content_5318361.htm
http://news.xinhuanet.com/fortune/2006-11/12/content_5318361.htm
http://theory.people.com.cn/GB/41038/12344478.html
http://finance.ifeng.com/roll/20110922/4643853.shtml


OBJECTIVE ANALYSIS.
EFFECTIVE SOLUT IONS.

C O R P O R A T I O N

RAND publications are available at 
www.rand.org

RGSD-320

R

HEADQUARTERS CAMPUS 
1776 MAIN STREET, P.O. BOX 2138 
SANTA MONICA, CA 90407-2138 

OFFICES
SANTA MONICA, CA
WASHINGTON, DC
PITTSBURGH, PA
NEW ORLEANS, LA/JACKSON, MS
BOSTON, MA

DOHA, QA

CAMBRIDGE, UK
BRUSSELS, BE

www.rand.org

This product is part of the Pardee RAND 
Graduate School (PRGS) dissertation series. 
PRGS dissertations are produced by graduate 
fellows of the Pardee RAND Graduate School, 
the world’s leading producer of Ph.D.’s in policy 
analysis. The dissertation has been supervised; 
reviewed; and approved by the faculty committee 
composed of Keith Crane (Chair), Shanthi Nataraj, 
and Qin Xiangdong.

http://www.rand.org
http://www.rand.org



