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Abstract: Special Economic Zone as envisioned in many other Countries is any area set apart for 
developing businesses and trades with eased laws. Loosely, the Special Economic Zones have many 
varieties including free trade zones, export processing zones, free economic zones, industrial parks and 
urban enterprise zones among others. The common objectives of the Special Economic Zones include 
gain of foreign exchange, generate employment, bring about foreign capital and technical expertise 
home, fostering investment and refinement of infrastructure etc. The United States of America, China 
and India have pioneered in initiating industrial units to secure an internationally emulous and unveing 
atmosphere for exports. Continuing its past experiences, India got the Special Economic Zones Act in 
2005 to work towards promoting exports and related economic management. The Act confirming the 
organisation of the Special Economic Zones sets up a three-tier system to regulate their functioning. 
However, the grounds for concern so far while dealing with the Special Economic Zones are job 
concentration in few specified sectors only; thickening in the economically developed States; leaving out 
in cold the displaced farmers; the hitherto feckless importance gained by existing Special Economic 
Zones; being dominated by big private players and discriminatory tax slashes causing revenue loss etc. 
The Special Economic Zones Act of 2005 sustaining legal infrastructure for the Special Economic Zones 
suffers from some handicaps such as firstly, clause (2) of section 3 allows persons to venture for a Special 
Economic Zone which should have been confined only to the Companies in order to have better hold on 
the settlement and activities of the Special Economic Zones established under the Act; secondly, clause 
(4) of section 3 makes way for a Special Economic Zone to be established by a State Government which 
prima facie turns up to be puerile because State Governments have many other options to get such Units 
in existence through special laws which is also supported by the proviso appended to this clause; thirdly, 
section 5 authorising the Central Government to notify any area as Special Economic Zone or an 
additional area to be included in the Special Economic Zone on the basis of certain parameters leaves 
some important aspects such as ‘diversification of economy’ in its sub-clause (a), ‘while facilitating ease 
of doing business’ in its sub-clause (c), ‘vis a vis maintaining social security’ in its sub-clause (d) and 
‘paying special attention to technical upgradation’ in its sub-clause (e). The research paper in full further 
debates the defects in the legal structure building up the Special Economic Zones in India with other 
demanding reasons behind the fact that why India has not been capable to reap the kind of success 
China’s ‘Open the Door: Change the System’ policy has got. The research paper reveals why Indian 
villages could not be turned into cities failing to compete internationally where as some other countries 
have been able to get their pseudo corporate economic structures into large outsourcing industries.  
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Introduction: The Special Economic Zones (SEZs) are the areas assumed to be quasi foreign territories 
in which private enterprises thrive in a setting of relieved laws, especially the economic laws relating to 
the tax and monetary regulations. These were conceived primarily to attract huge foreign direct 
investment (FDI); hence, large scale exemptions and slashes in taxes have been provided in the Acts and 
Rules governing the foundation of such entities in India. The institution of the Special Economic Zones 
was thought to make India competitive across all sectors of international market. Indian Government 
tried to experiment with the creation of the Special Economic Zones for picking up the balance of trade 
situation with high exports maintaining competitiveness in the outside markets.   
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Now let’s recapitulate the factors responsible for the need of institutions like the Special Economic 
Zones. It is well known that small size of the market acts as a disincentive to economic growth whereas 
availability of the investment avenues allows the market to expand boosting the economic activities: this 
exactly calls for setting up of the Special Economic Zones. Also, the capital sources of the Government 
are limited which can be adequately supplied by the private investors. Next, some other factors in the 
nature of employment, economic opportunities, access to productive assets and management of the 
same, reduction in economic disparity, incentives to various sectors of the economy, diversification of 
the sectors of economy, thickening of generation capability, enhancement of capacity as well as 
achievement of higher maintenance standards etc. persuade the creation of structures in the nature of 
the Special Economic Zones. 
 
In past, a more or less matching variety of the Special Economic Zones can be traced in form of the 
Export Processing Zone (EPZ) set up in 1965 at Kandla of Gujarat State of India which was the first such 
Export Processing Zone of Asia. Later on, in April 2000, the Special Economic Zone policy was 
announced by the Government of India having relaxed laws and clearance mechanism to gain world 
class infrastructure, increased exports and drawing on large employment opportunities.    
 
Thereupon, the Parliament of India passed the Special Economic Zones Act of 2005 which received the 
assent of the President of India on 23rd June, 2005. The Act defines most of the underlying terms in 
business domain with exactitude and lays down thorough procedure for getting approval to implant a 
Special Economic Zone. As per the Act, any person or the State Government willing to set up a Special 
Economic Zone may forward the proposal for that purpose to the Board of Approval which shall approve 
or reject the proposal. Also, the Act invests the Board of Approval with power to suspend the letter of 
approval in case any Developer becomes unable to discharge the functions or perform the duties 
prescribed by the Act or persistently defaults in observing any instruction of the Board or violates the 
terms & conditions of the letter of approval or the Developer’s financial position worsens to the extent 
that he becomes unable to discharge fully and effectively the duties and obligations prescribed in the 
letter of approval as well as where the demands of public interest press the Board to do so. The Act also 
mandates at least three months prior notice in writing to the Developer with reasons for such 
suspension as well as with prior approval of the Board, such Developer may transfer his letter of 
approval to any person found eligible by the Board for grant of such approval. Next, the Act asks for 
appointment of an officer not below the rank of Deputy Secretary to the Government of India as the 
Development Commissioner of one or more Special Economic Zones; furthermore, it obliges the 
Development Commissioner to take all steps for accelerated development of the Special Economic Zone 
vis a vis making him the overall in charge of the Special Economic Zone. The Act then presupposes the 
formation of an Approval Committee with the Development Commissioner as Chairperson to bring into 
effect ‘single window clearance’ in a special Economic Zone, and thus this Committee has been tasked 
with various functions like approving the import or procurement of goods; providing of services; 
monitoring the utilisation of goods or services; approving, modifying or rejecting proposals for setting 
up Units in a Special Economic Zone as well as monitoring and supervising the compliance with the 
conditions attached to the grant of Latter of Approval etc. Thereupon, for developing a Unit in a Special 
Economic Zone, the Act asks for submitting a proposal to the Development Commissioner who in turn 
would forward the same to the Approval Committee and the later may either approve or reject or may 
approve with modifications such a proposal. In case of any dissent with the order of the Approval 
Committee, the Act makes way for an appeal to the Board of Approval. Further, the Act empowers the 
Approval Committee to cancel the letter of approval handed over to any entrepreneur in case the former 
finds persistent contravention of any of the terms, conditions and obligations subject to which the letter 
of approval was granted to the entrepreneur and an appeal against such an order of the Committee can 
be preferred to the Board; so also, the Act pushes in the entrepreneur to remit the exemption, 
concession, drawback and any other benefit leveraged during the operation of a Unit in the Special 
Economic Zone in such cases of contravention. Then, the Act enables the respective State Government 
in whose domain the Special Economic Zone is situated to exclusively designate one or more Courts to 
try all suits of a civil nature or try notified offences in relation to a Special Economic Zone and the 
decisions of such Courts have been made appealable to the High Court of the State. Next, the Act 
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contains special fiscal provisions in the nature of exemptions, drawbacks and concessions to the 
Developer and entrepreneurs in a Special Economic Zone. After that, the Act establishes a Special 
Economic Zone Authority with certain composition for every Special Economic Zone and this Authority 
has been assigned with a number of tasks, for instance, initiating measures for the development of 
infrastructure in the Special Economic Zone; promoting exports as well as reviewing the functioning and 
performance of the Special Economic Zone etc. while the Central Government may appropriate moneys 
to this Authority for the purposes of the Act. 
 
Thus, the fundamental statute governing the activities of the Special Economic Zones in India, 
specifically, the Special Economic Zones Act, 2005 carries thoroughgoing provisions for the 
establishment, development and management of the Special Economic Zones in the Country. Apart 
from the above, there are some strikingly distinguished features of the Act which are being listed as 
mentioned below: 
Firstly that sub-section (1) of section 3 of the Act approves a joint Special Economic Zone by the Central 
Government, State Government and any person wherefrom promoting the joint ventures among them 
which will certainly enhance co-operation and advancement of business activities.  
 
Secondly that sub-section (8) of section 3 of the Act enables the Central Government to require in 
advance the minimum area of land and other terms & conditions for the operation of any Special 
Economic Zone which makes the grades ready for the fine functioning of any Special Economic Zone.  
 
Thirdly that section 5(1) of the Act lays down some of the essential standards to be deliberated before 
notifying any area as a Special Economic Zone which set the tone for strictly hewing to the promotion of 
economic activities under the Act, so also, restrict the people marching to a different drummer other 
than what has been visualised in the Act.  
 
Fourthly that section 7 of the Act which sets forth that any goods or services exported out of, or 
imported into, or procured from the Domestic Tariff Area by a Unit in a Special Economic Zone or a 
Developer shall, subject to some pre-fixed terms, conditions and limitations be exempt from the 
payment of taxes, duties or cess specified under the enactments enlisted in the First Schedule of the Act 
is the alpha and omega of the Act thereby putting business activities on the map in the best possible 
way.  
 
Fifthly that section 8 of the Act constitutes a Board of Approval with certain configuration while 
demarcating other features of it viz., the grant of approval or rejection of proposal or modification of 
proposal for setting up a Special Economic Zone as well as suspension of the letter of approval granted 
under section 10 thereby ensuring fair and wholesome functioning of the Board.  
 
Sixthly that sub-section (6) of section 9 of the Act unfolds that the decision of the Central Government 
whether a question is one of policy or not shall be final which sounds good in the interests of expediency 
and convenience in business matters, otherwise judicial litigation would have only prolonged the 
settlement of economic ventures.  
 
Seventhly that commissioning of a Development Commissioner for one or more Special Economic Zones 
as per section 11 of the Act to secure the speedy development of the Special Economic Zone make a 
beeline in tune with the purpose behind bringing about the Special Economic Zones.  
 
Eighthly that section 17 of the Act permits the setting up of an Offshore Banking Unit in a Special 
Economic Zone by making an application to the Reserve Bank of India, which shall after being satisfied 
that the applicant fulfilled the required conditions, permit such setting up, now, the inclusion of this 
measure would assuredly ensure deposit mobilisations and increased bank lending thereby adding extra 
efficiency and growth of the economic sector.  
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Ninthly that section 18 of the Act provisions for the setting up of an International Financial Services 
Centre in a Special Economic Zone which may prove helpful in planning, co-ordination as well as 
growth in the financial structures.   
Tenthly that section 19 talks of a single application form for various operations in a Special Economic 
Zone which is compatible with the theme of Chapter V of the Act.  
 
Eleventhly that section 20 of the Act ordains that the Central Government may authorise any agency or 
officer to inspect or carry out surveys to ascertain the compliance by any Developer or entrepreneur in a 
Special Economic Zone of any Central Act which emerges to be salutary in view of the frequent 
violations on the side of the Developers and entrepreneurs. Following it, section 21 of the Act empowers 
the Central Government to notify offences and authorise any agency or officer to be the enforcement 
agency or officer in respect of any notified offences or those committed in a Special Economic Zone, 
additionally, clause (3) of the section confers the powers of investigation, inspection, search and seizure 
as provided in the respective Central Act for the notified offences.  
 
Twelfthly that Chapter VI of the Act contains many fiscal rebates and exemptions for the Developers 
and entrepreneurs in a Special Economic Zone, accordingly, sub-section (1) of section 26 of the Act, in 
its various clauses, provides for exemption from any duty of customs, any duty of excise, service tax and 
securities transaction tax with other relaxations from duty under other statutes which take the steel out 
of the Act for any Developer or entrepreneur in any Special Economic Zone; also, section 29 of the Act 
permits transfer of ownership in any goods brought into, produced or manufactured in a Unit or Special 
Economic Zone as the Central Government may lay down in this behalf which is crucial from the point 
of view of the trade and related interests.  
 
Thereupon, thirteenthly that section 44 of the Act extends the operation of the provisions of the Act to 
every existing Special Economic Zone whereby ensuring homogeneity in the operation and 
administration of the Special Economic Zones.   
 
However, there are some critical aspects associated with the Act promulgated by the Parliament of India 
which are being discussed below: 
Firstly that clause (v) of section 2 of the Act uses the term ‘person’ and includes a lot of entities within 
its purview apart from the companies which may lead to undue mushrooming of private entities with a 
clear drawback that controls of the formation and functioning of such entities will be onerous and not 
easy as there will be way-outs to dupe the authorities if there are not available the comprehensive 
launching legislations to govern these entities.  
 
Secondly that section 2 of the Act in its clauses (f) and (g) includes within the definitions of the terms 
‘co-developer’ and ‘developer’ even a State Government thereby throwing the State Governments at a 
disadvantageous position and strictly under the control of the Central Government and this too, when 
the Constitution of India makes clear demarcation of the powers, functions and responsibilities of the 
Central and State Governments i.e. special legislations by the willing State Governments with approval 
of the Parliament of India establishing such Special Economic Zones in such States could have been the 
preferable option, which again, is supported by clause (zb) of section 2 specifying a State Government to 
be a Government of the State in which a Special Economic Zone is established or proposed to be 
established whereby excluding any explicit endorsement of the Central Government in the locale of any 
Special Economic Zone.  
 
Thirdly that clause (za) of section 2 of the Act restricts the sweep of the Special Economic Zones in India 
by including only a few express categories of Free Trade and Warehousing Zone as well as a pre-existing 
Special Economic Zone whereby leaving many other varieties of the Special Economic Zones viz., Free 
Trade Zones (FTZs), Export Processing Zones (EPZs), Free Zones (FZs), Industrial Estates (IEs), Free 
Ports and Urban Enterprise Zones (UEZs) etc. The handicap as outlined above for clause (v) of section 2 
of the Act is repeated again in clause (zc) of section 2 by incorporating the term ‘entrepreneur’ in the 
definition of a ‘Unit’ set up in a Special Economic Zone because mentioning directly the private persons 
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in the definitional clauses may lead to an unnecessary craze among the business persons to get Units in 
the Special Economic Zones with not so strict legal Units.  
 
Fourthly that under sub-section (2) of section 3, any person interested in setting up a Special Economic 
Zone may make a proposal to the State Government for that purpose as well as he may also choose to 
apply to the Board of Approval constituted by the Central Government under section 8 of the Act as per 
sub-section (3) of section 3; this two-pronged approach could have served the interests of the business 
persons while eliminating most of the adverse economic and political factors, but the proviso to sub-
section (3) of section 3 mandates the concurrence of the concerned State Government whereby placing 
such person at the mercy of the concerned State Government.  
 
Fifthly that  clause (4) of section 3 requires the State Government to forward the proposal for 
establishing a Special Economic Zone to the Board of Approval constituted under the Act which looks 
like binding the State Governments hands and feet in the matters related to establishing a Special 
Economic Zone in their territories and the proviso to the same clause authorises a Central Government 
to suo motu set up and notify the Special Economic Zone; at the same time, sub-section (2) of this 
section asks an interested person to apply to the State Government for setting up a Special Economic 
Zone while under sub-section (4), the State Government shall have to apply to the Board of Approval 
constituted by the Central Government for setting up a Special Economic Zone: these two provisions are 
hard to reconcile.  
 
Sixthly that clause (1) of section 4 makes the notification of the identified area as a Special Economic 
Zone quite dawdling for it mandates approval of the Board followed by submission of the exact 
particulars of the identified area to the Central Government which would in turn after satisfaction of 
other requirements notify that area to be a Special Economic Zone.  
 
Seventhly that the criteria demarcated under section 5 for guiding the Central Government for notifying 
any area as a Special Economic Zone are incomplete and are made with half an eye, for instance, some 
considerable parameters like ‘diversification of economy’ in sub-clause (a), ‘while facilitating ease of 
doing business’ in sub-clause (c), ‘vis a vis maintaining social security’ in sub-clause (d) and ‘paying 
special attention to technical upgradation’ in sub-clause (e) in sub-section (1) of this section could have 
been affixed to make the guiding principles more thorough.  
 
Eighthly that constitution of the Board of Approval itself allows induction of almost nineteen members 
which makes the Board oversized and setting down the number of members of the Board to a maximum 
of ten would have been opportune; apart from this, an outsized Board may lead to latish decisions and 
undesired conflict among the members.  
 
Ninthly that sub-section (3) of section 9 makes the finding of the Board of Approval in respect of 
whether a particular activity constituted manufacture under the Act binding on all the Ministries and 
Departments of the Central Government which looms premature and unreasonable as it makes such a 
decision of the Board a no-go area by the Ministries and Departments of the Central Government, 
whereby making way for arbitrary exercise of power. 
 
Tenthly that the appointment of a Development Commissioner with officers under him in a Special 
Economic Zone could have been modified as a Development Commissioner with other two officers to 
ensure evident and clear-cut functioning of the Office of the Development Commissioner in a Special 
Economic Zone.  
 
Eleventhly that Chapter V of the Act in its section 13 touches upon the organisation of an Approval 
Committee for ‘single window clearance’ with elaborate provisions on its composition; further, the 
functions and powers of this Committee have been assigned under section 14, but all this could have 
been done through the Office of Development Commissioner i.e. the Development Commissioner 
assisted by two other officers in an eagle-winged and effective manner as well as the same slip up is 



 
Business Sciences International Research Journal Volume 6 Spl Issue                           ISSN 2321 - 3191 

 

 
Journal Published by IMRF Journals                                                                                 |    140 
 

repeated in section 15 by setting a process of channelising the proposal to set up a Unit in a Special 
Economic Zone to the Approval Committee through the Development Commissioner and in case of any 
disagreement with the order of the Approval Committee, an appeal shall have to be made to the Board 
of Approval, now this procedure of transmission of proposal through the Development Commissioner 
and Appeal to the Board of Approval against the Order of the Committee is per se unnecessary and 
omission of the Approval Committee vis a vis authorising the Office of the Development Commissioner 
i.e. the Development Commissioner assisted by with two other officers for sanctioning the proposal 
should have been the right course.  
 
Twelfthly that section 16 of the Act remarks on ‘the entrepreneur’ instead of the phrase ‘any person’ as 
defined in clause (v) of its section 2 and gives the definition of the former phrase in clause (j) of section 
(2) which surfaces to be unfit, particularly, in the context of the various colours of the word 
‘entrepreneur’ as well as the definition affixed to phrase ‘person’ as aforesaid which includes companies.  
Thirteenthly that section 18 of the Act enrooting an International Financial Services Centre in a Special 
Economic Zone directs the guidelines for the establishment of such Centre from the Reserve Bank of 
India, the Securities and Exchange Board of India, the Insurance Regulatory and Development Authority 
of India and such other authorities as the Central government may deem fit strikes to be a flaw in the 
scheme of setting up the Special Economic Zone and these criterion or at least the basic principles for 
setting up the International Financial Services Centre should have been laid down in the Act itself. 
 
Fourteenthly that section 28 of the Act stipulates that the Central Government may specify the period 
during which any goods brought into or services provided in any Unit or Special Economic Zone or 
removal thereof from such Unit or Zone shall be allowed which appears to be unsought, from the point 
of view of the Developers or entrepreneurs, as such a provision may be used against them 
indiscriminately.  
 
Fifteenthly that Chapter VII of the Act entitles the Central Government to notify a Special Economic 
Zone Authority for every Special Economic Zone and assigns a number of functions to this Authority; 
however, the same could have been materialised through the office of the Development Commissioner 
with two other officers or with deployment of some experts in economic field to the office of the 
Development Commissioner assisted by a clerical office without having a separate nomenclature and 
composition with stipulation of role & functions of this Authority for each Special Economic Zone.  
 
Sixteenthly that section 42 under Chapter VIII of the Act initially seems to break new ground in the 
realm of commercial dispute resolution by assigning arbitral methodology of resolution of civil disputes 
arising in business activities being carried out in a Special Economic Zone, but the proviso to clause (b) 
of sub-section (1) gets caught in the crossfire by adhering to the traditional methodology of civil dispute 
resolution once such a Court is constituted by the respective State Government under sub-section (1) of 
section 23.  
 
And after these, seventeenthly that sub-section (1) of section 53 of the Act insists upon making a Special 
Economic Zone a territory deemed to be outside the customs territory of India; such express denotation 
of any Special Economic Zone as alien to customs territory of India is seemingly inexact and unhandled, 
particularly, due to the influx of foreign investors in Special Economic Zones as well as the persistence of 
many prolix and problematic litigative way-outs, so also, a plain exemption from custom duties would 
have been sufficient for the purposes of the Special Economic Zones Act of 2005.  
 
After analysing the major provisions of the Special Economic Zones Act, 2005 with its distinguished 
features and areas of criticism, now let’s discuss why the aspirations for having sizable Special Economic 
Zones in the country have not materialised fully. The first reason is obviously the drawbacks in the Act 
establishing the Special Economic Zones which have been discussed above in detail. The second relates 
to the fact that the efforts so far made to set up the Special Economic Zones have proved more or less 
the relocation of existing firms thereby causing loss of revenue to the Government without doing much 
for what they have been thought of. The third calls for the resistance from the land owners and local 
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communities which have to be replaced for setting up any Special Economic Zone. Then, the fourth may 
be that the idea of the Special Economic Zones basically being foreign, India has not been able to get 
those absorbed in its domestic set up perfectly. The fifth pin-points to the Report of the Comptroller and 
Auditor General of India which highlights that despite of having lots of tax concessions and other 
benefits, the Special Economic Zone policy of India failed to meet the expectations with decline in 
manufacture, allotted land remaining idle, apathy of the States as well as misrepresentation of facts by 
the Developers, therefrom posing a huge risk to the revenue generation. The sixth discloses the fact of 
difficulties in acquiring lands; diversion of lands allotted for other purposes; loans granted for 
developing the Special Economic Zones lying unutilised as well as default of conditions imposed on the 
Developers regarding loans, lands and other benefits. The seventh hovers around the fact that the 
Special Economic Zones Act and allied Rules tend to dominate the Developers and entrepreneurs in a 
Special Economic Zone in place of oiling the wheels of the growth engines of economic activities with 
easy procedures and skimping the approvals or clearances. The eighth localises the fact that the existing 
Model of SEZ carries in a Government controlled Special Economic Zone instead of letting the investors 
control their Models whereby making the operation and development of a Special Economic Zone quite 
complex. The ninth pertains to the feature that the primary Act and Rules relating to the Special 
Economic Zone are silent on the points viz., integration of the investments with domestic economy, 
increasing openness in the economic structures, upgrading the quality of employment generated and 
controlling the impact or bias created by the setting up of the Special Economic Zone.  
 
Therefore, it comes out clear that the Special Economic Zone denotes a region with special legal 
framework and relaxed tax structure to intensify employment, upgradation of infrastructure, gain of 
investment both domestic and foreign, increase in exports as well as high economic growth. Further, 
despite having a statutory backup for the Special Economic Zone since 2005, India currently has only 223 
operational Special Economic Zones whereas 420 formal approvals have been granted for their 
establishment and this performance is far from being satisfactory. The Special Economic Zones were 
thought to bring home the bacon of great economic activity; however, in reality, there were found to be 
wide gaps in the employment avenues projected and those made available, shortfalls in investments and 
exports as well as there was decline in foreign exchange earnings than what was thought or expected to 
be. Apart from this, there are bothersome issues like fully realising the rehabilitation, resettlement and 
employment of the displaced persons who were evicted out of their properties for acquiring lands for 
development of the Special Economic Zones. It is hard to believe that the existing Special Economic 
Zone Model could not achieve big despite of India being a labour-intensive economy, having large 
number of suppliers of raw material and those too being oriented towards export promotion. Also, the 
fact that there exist both the underdeveloped economic set ups as well as Government promoted 
economic set ups which tend to stagnate the growth of the underdeveloped industrial set ups either pre-
existing or tend to be established; but, when similar structures comparable to the Special Economic 
Zones of India exist elsewhere, most of the objections to the setting up of the Special Economic Zones in 
India bite the dust.  
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