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Executive Summary 

This report presents the possible impact of Special Economic Zones (SEZs) with next 

generation policies on the economic development of host countries. By applying new legal, 

tax, and regulatory frameworks, the Zones can attract larger FDI, making it possible to 

finance infrastructure and social programs in the zone and its host country. SEZs also 

produce positive spillover effects that have the ability to enrich surrounding areas. This 

report explains how SEZs can help build a sustainable economy premised on increased 

employment, technology transfer and new supply chains, showing how a particular type of 

Zone called Prosperity Zone can benefit the Brazilian economy. 

 

To do so, the paper lays out the basic concept and impact of Special Economics in the 20th 

century. It then covers the evolution Zones are experiencing today, based on emerging best 

practices in political autonomy, economic policies, legal frameworks, and private 

administration. Following, the report details a best practice inspired framework, called a 

Prosperity Zone, which harnesses all these features. The paper concludes by projecting the 

economic impact of these new zones for the global economy, generally, and for Brazil, 

specifically. Using these general projections, the authors assert that after Brazil implements 

Prosperity Zones it can double its GDP in ten years and become an “Advanced Economy” in 

fifteen.  
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Disclaimer 

The information in this report is intended to furnish readers with general information on 

matters that they may find to be of interest. While every effort has been made to offer current 

and accurate information, errors can occur. Institute for Competitive Governance assumes 

no liability or responsibility for any errors or omissions in the content contained in this report. 

Furthermore, this report may contain references to certain laws and regulations. Laws and 

regulations will change over time and should be interpreted only in light of particular 

circumstances. This information is provided "as is", with no guarantees of completeness, 

accuracy or timeliness, and without warranties of any kind, express or implied. The Institute 

for Competitive Governance does not warrant that this report will be uninterrupted, error-

free or omission-free. To the fullest extent permissible pursuant to applicable law, Institute 

for Competitive Governance disclaims all warranties, express or implied, including but not 

limited to implied warranties of merchantability and fitness for a particular purpose. In no 

event will Institute for Competitive Governance or its partners, members, shareholders, 

agents or employees of the foregoing be liable to you or anyone else for any decision made or 

action taken in reliance on the information in this report  or for any consequential, special or 

similar damages, even if advised of the possibility of such damages. 
 
instituteforcompgov.org 
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I. Overview of The 

Zone Industry 

This report defines Special 

Economic Zones (SEZ) as delimited 

geographical areas with different 

economic policies for investors, 

businesses, and residents. In contrast to 

other free zone types, they have separate 

administration and zoning from the 

surrounding area. They also cater to 

multiple companies, rather than a single 

firm. Other free zones types include: 

 
1 

https://unctad.org/en/PublicationsLibrary/wir20

19_en.pdf 

● Duty-Free Zones 

● Foreign-Trade Zones 

● Free Ports 

● Export Processing Zones 

● Industrial Free Zones (or Export 

Processing Zones) 

● Information Industry Zones 

● Free Banking and Insurance Zones. 

SEZs are one of the fastest growing 

industries today. There were fewer than 

79 SEZs in the 1970s. Today, UNCTAD1 

counts nearly 5,400. This is 1.400 more 

SEZs than five years ago, with over 500 

new SEZs in the pipeline. Over 75% of all 

countries now have SEZ frameworks, in 

contrast to 15% half a century prior.  

SEZs are also among the 

industries with some of the greatest 

economic impact. Zones directly employ 

an estimated 90–100 million people. Also, 

their growth has “spillover effects”, which 

leads to prosperity in surrounding 

regions. Overall, this accounts for 50-200 

million indirect jobs. Moreover, a study of 

the World Bank’s portfolio of Special 

Economic Zones found that the average 

economic growth rate across all SEZs is 

14.7%. This is 11.56% greater than the 

global average. The impact is 

understandable considering that SEZs 

account for over 1% of global trade.2 

SEZs also attract Foreign Direct 

Investment (FDI), providing 

infrastructure investment to countries 

without expending undue public 

resources. Public sentiment reflects their 

impact. 47% of respondents from a 

UNCTAD poll conducted in 120 

2 

https://www.paragkhanna.com/home/2016/3/9/s

pecial-economic-zones 

https://unctad.org/en/PublicationsLibrary/wir2019_en.pdf
https://unctad.org/en/PublicationsLibrary/wir2019_en.pdf
https://www.paragkhanna.com/home/2016/3/9/special-economic-zones
https://www.paragkhanna.com/home/2016/3/9/special-economic-zones
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Investment Promotion Agencies from 110 

economies answered “SEZs have given a 

significant boost to FDI in my country”. 

25% stated that “SEZs attract the 

majority of FDI in 

industrial/manufacturing sectors that are 

located in my country”. 

A. Best Practices  

Despite the general success of 

SEZs, not all SEZs succeed. In fact, many 

SEZs only drain public and private 

resources. Special Economic Zone authors 

agree on four policy best practices to 

improve SEZ chances of success. 

1. Political Autonomy  

Many zones fail because they are 

poorly located and focus on industries that 

lack market demand3. Often, the 

underlying problem is poor information 

flow from centralized decision-making 

nodes to local areas, and vice versa.  

The political autonomy of SEZs is 

key for its success. Local Zone authorities 

can make better decisions because they 

better understand market conditions, 

rather than catering to industries or 

location with no demands. Local actors 

can also see the effects of specific policies 

closer and can take more informed 

changes. 

Both fiscal and political autonomy 

is necessary for success. Fiscal autonomy 

occurs when local officials receive 

financial benefits of zone success. Political 

 
3 

https://papers.ssrn.com/sol3/papers.cfm?abstrac

t_id=2297871 
4 

http://documents.worldbank.org/curated/en/343

autonomy is determined by whether local 

officials have the power to manage the 

zone and install new policies to improve it. 

2. Private Administration 

The FIAS World Bank report4 

states that “private zones are less 

expensive to develop and operate than 

their public counterparts (from the 

perspective of the host country) and yield 

better economic results”. This is because 

private zones address the problems of 

incentives and responsibility. Private 

SEZs must pay for all expenses, making 

them more cost effective. They also keep 

any profits, so they adhere to market 

conditions. Because they are profit 

maximizing, private SEZs search for the 

best locations and industries for their 

zone. From planning to implementing a 

project, they calculate every step to reduce 

the costs and eventually generate profit.  

This includes creating better 

infrastructure. Private zones tend not to 

create ineffective or costly infrastructure 

because they know they would be 

responsible for the costs. Not only is the 

infrastructure more appropriate and cost 

effective, it is often higher quality. As a 

result, private zones attract higher end 

tenants. 

Every day, more governments 

enable private developers to run zones. 

The FIAS report found that “62 percent of 

the 2,301 zones in developing and 

transition countries are private sector 

developed and operated”. This is a 

901468330977533/Special-economic-zone-

performance-lessons-learned-and-implication-

for-zone-development 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2297871
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2297871
http://documents.worldbank.org/curated/en/343901468330977533/Special-economic-zone-performance-lessons-learned-and-implication-for-zone-development
http://documents.worldbank.org/curated/en/343901468330977533/Special-economic-zone-performance-lessons-learned-and-implication-for-zone-development
http://documents.worldbank.org/curated/en/343901468330977533/Special-economic-zone-performance-lessons-learned-and-implication-for-zone-development
http://documents.worldbank.org/curated/en/343901468330977533/Special-economic-zone-performance-lessons-learned-and-implication-for-zone-development
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significant growth from the 80s, when 

they totaled only 25% of all zones. The 

results are clear in many places around 

the world.  

3. Economic Policies 

The third most cited best practice 

is providing a healthy business climate. 

Improving business climate boils down to 

policies that reduce the costs for starting 

and maintaining a business. This includes 

“quality of regulation on such topics as 

starting a business, dealing with 

construction permits, employing workers, 

registering property, getting credit, 

protecting investors, paying taxes, trading 

across borders, enforcing contracts, and 

closing a business”5. Taxes play a role, 

since they are a large cost to conducting 

business.  

However, zones overestimate 

taxes’ importance. Not only are they 

overused and uncompetitive, many tax 

benefits have distortionary effects6.  

Successful zones focus more on a 

streamlined regulatory framework than 

just on taxes.  Streamlined regulations 

reduce zone administrative costs and 

economic distortions that impose negative 

externalities on the zone. Streamlined 

regulations can also have a greater 

economic impact since regulations are 

often costlier than taxes7. 

4. Legal System 
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http://documents.worldbank.org/curated/en/752

011468203980987/Special-economic-zones-

progress-emerging-challenges-and-future-

directions 

The most impactful way to improve 

business climate is improving a zone’s 

legal environment. Businesses want to 

operate in a jurisdiction whose legal 

systems use global best practices. Studies 

often cite the import of British common 

law as the reason for the explosive growth 

of Dubai and Singapore. It is also the 

defining feature of Hong Kong, who’s 

common law system differentiated it, and 

made it much more successful than Maoist 

China. 

B. Trends in Zone Industry 

Free Zones are evolving beyond 

exporting and warehousing facilities. 

Zones now focus on high value added and 

service-based industries. New examples 

include the Cayman City SEZ, 

Zonamerica in Uruguay and Freeport in 

the Bahamas.  

The most globally impactful zone 

iterations follow the above best practices. 

They are autonomous, private zones with 

their own legal systems and regulations 

that extend beyond taxes. Charter Cities 

are one example of these next generation 

SEZs. Nobel Laureate Paul Romer 

introduced Charter Cities to bring better 

rules and governance to struggling areas. 

In Romer’s model, a host country would 

invite a third-party government to 

improve its investment climate for an 

agreed period in a specified area. Several 

countries expressed interest, but halted 

the projects over concerns of neo-

6 
http://documents.worldbank.org/curated/en/752

011468203980987/Special-economic-zones- (Pg. 

49) 
7 https://cei.org/content/costs-and-burden-

federal-regulations-reach-19-trillion 

http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-progress-emerging-challenges-and-future-directions
http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-progress-emerging-challenges-and-future-directions
http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-progress-emerging-challenges-and-future-directions
http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-progress-emerging-challenges-and-future-directions
http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-
http://documents.worldbank.org/curated/en/752011468203980987/Special-economic-zones-
https://cei.org/content/costs-and-burden-federal-regulations-reach-19-trillion
https://cei.org/content/costs-and-burden-federal-regulations-reach-19-trillion
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colonialism. The charter cities model 

proposed by Romer calls for a larger role 

for nation states than the one the authors 

of this report recommend.  

More recently, Charter City 

projects have taken a different turn. Now 

projects are advancing based on private 

financing and contract-based governance, 

as opposed to bringing a foreign 

government to rule in an emerging 

economy. These changes incentivize 

stakeholders to stay sensitive to market 

conditions. Private Charter Cities or Free 

Private Cities also lessen concerns over 

encroachment by a foreign state.  

One iteration of the Charter City 

concept is the Honduran ZEDEs (Zones for 

Economic Development and 

Employment). Enacted by a group of 

Honduran statesmen, ZEDEs are similar 

to Charter Cities in that they secure 

autonomous judicial, economic, local 

security and administrative institutions 

through a governing charter. A committee 

of best practices (CAMP), collects 

applications from private developers to 

develop their own legal, tax, and 

regulatory system. Two ZEDE projects 

have already been approved and are likely 

to officially launch in 2020. ZEDEs have 

all the traditional responsibilities of 

government except criminal law, having 

military, or holding sovereignty. 

C. Prosperity Zones 

Prosperity Zones are the next, and 

most advanced iteration of Zones. Like a 

Charter City, they import world-class 

institutions and provide much more than 

economic benefits. Prosperity Zones can 

be seen as a regulatory blank slate, while 

still being part of the state’s sovereignty 

and protection. Their approach relies on 

the four best practices mentioned at the 

beginning of the paper - In Prosperity 

Zones, they look as follows:  

1. Legal: A legal system inspired by 

best practices that is often common-

law based. It includes independent 

arbitration, contract enforcement, 

defense of property rights, and 

efficient dispute resolution.  

2. Economic: A low to zero tax 

environment, including duty-free 

imports. It should also include a 

streamlined regulatory code for 

permissionless innovation and low 

cost of doing business. 

3. Administrative:_Entrepreneurial 

governance with a competitive 

mindset. The Executive is liable for 

errors, and has a profit incentive. 

Both provide for high efficiency.  

4. Political: There is long-term legal 

certainty. Rule of law, clear 

principles prevail and provide 

transparency. Security is 

guaranteed. 

1. Implementation  

Prosperity Zones require a 

contractual agreement between the 

operating company and the state. In this 

agreement, the Host State grants the 

operator the right to establish the 

Prosperity Zone on a defined territory 

based on agreed conditions.  
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Often, the existing legal 

framework needs to be adapted before 

such a contract can be concluded. This 

usually requires a parliamentary law or 

even a constitutional amendment.  

Finally, a territory must be 

secured. Ideally, it has sea access. This 

land can be previously either owned by 

the government or privately. In order to 

ensure voluntary participation of all 

residents, this area should ideally be 

uninhabited.  

2. Requirements 

Before planning the establishment 

of a Prosperity Zone, it should be assessed 

whether the necessary legal autonomy is 

politically feasible. The following list 

explains the ideal conditions for the 

establishment of a Prosperity Zone. Even 

if not all of them can be fulfilled, it could 

still be potentially classified as a 

Prosperity Zone.  

1. Business and Commercial 

Freedom: The Prosperity Zone 

has the power to regulate 

business and commercial law at 

its own discretion. This 

includes labor law, building law 

and environmental law 

regulations, which facilitate the 

establishment and 

implementation of businesses. 

This also includes the 

possibility of concluding 

transactions in any currency 

and being able to set up 

companies quickly and easily.  

2. Financial and Social Freedom: 

The Prosperity Zone may 

establish its own tax, customs 

and social regime, independent 

of the regulations of the Host 

State. 

3. Property Rights: The 

acquisition of property, 

including real estate, is possible 

by nationals and foreigners 

without further hurdles and in 

a legally secure manner in 

accordance with the rules of the 

Prosperity Zone. Such acts shall 

be recognized by the Host State.  

4. Legal Recognition of the 

Citizens: The legal position of 

the zone residents (under the 

Residents’ Contract with the 

Zone Operator) is recognized by 

the Host State, even if some are 

also its own citizens. 

5. Self-Governance: Justice, police 

and administration are carried 

out under the Prosperity Zone’s 

own control and by their own 

staff. 

6. Internal Affairs Autonomy: The 

Host State and its organs 

should not interfere in the 

internal affairs of the zone, its 

inhabitants or businesses. 

7. Human Rights. Fundamental 

freedoms such as freedom of 

opinion, freedom of assembly 

and equality before the law are 

guaranteed, even if the Host 

State has conflicting 

legislation. 

8. Migratory Control: The 

Prosperity Zone is entitled to 

expel unwanted persons or to 

deny them entry, even if they 

are citizens of the Host State. 

9. State Recognition: The status of 
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the Prosperity Zone is 

guaranteed by the Host State 

for a long period (ideally 99 

years or longer). 

10. Investor Protection: All 

investments made in the 

Prosperity Zone are subject to a 

contractually guaranteed 

investor protection that can be 

resolved through international, 

private arbitration.  

II. General Economic 

Projections for Prosperity 

Zones 

The economic impact of next 

generation zones, such as Prosperity 

Zones, could be monumental. However, 

unlike traditional SEZs, there are few 

examples to draw upon. This part of the 

report provides a general projection of how 

Prosperity Zones could impact countries 

throughout the globe, based on the 

examples of Hong Kong, Dubai and 

Singapore. 

Similar studies to this one tend to 

be based only on one historical example, 

such as Chinese SEZs. Others use an 

arbitrary range.  

For this report’s projections, the 

methodology consists of looking at Hong 

Kong’s, Dubai’s and Singapore’s impact on 

the annual GDP growth of their host 

countries. The authors then average this 

impact and produce a range to project the 

 
8 https://itep.org/offshoreshellgames2017/ 
9 

https://2016.export.gov/singapore/doingbusiness

insingapore/traderegulationscustomsandstanda

rds/index.asp 

potential impact of next generation zones 

for host economies.  

A. Singapore 

Singapore is often cited as an 

economic miracle. It grew tremendously 

since its separation from Malaysia in 

1965. The People’s Action Party, the 

ruling party since Singapore’s autonomy, 

used pro-entrepreneurship and free 

market policies to attract FDI. As a result, 

Singapore achieved 8% annual GDP 

growth up until 1999. Singapore is now 

the most highly ranked Asian Country on 

the United Nations Human Development 

Index and has the 7th highest GDP Per 

Capita in the world. 

Many cite Singapore as an example 

of a next generation SEZ, despite it being 

a sovereign country. This is because of its 

small size (the size of a city) and because 

it shares the same four characteristics 

often touted by Prosperity Zone 

proponents: 

 

● Legal System: In contrast to 

surrounding countries, Singapore’s 

legal system is based to a large 

degree on English common law. 

● Economic Policies: Singapore has 

some of the lowest taxes in the 

world8 and 99% of goods enter the 

city duty free9. It also has the lowest 

regulatory burden for businesses, 

globally10.  

10 

https://tcdata360.worldbank.org/indicators/govt.

regu?country=SGP&indicator=690&viz=line_ch

art&years=2007,2017 

https://itep.org/offshoreshellgames2017/
https://2016.export.gov/singapore/doingbusinessinsingapore/traderegulationscustomsandstandards/index.asp
https://2016.export.gov/singapore/doingbusinessinsingapore/traderegulationscustomsandstandards/index.asp
https://2016.export.gov/singapore/doingbusinessinsingapore/traderegulationscustomsandstandards/index.asp
https://tcdata360.worldbank.org/indicators/govt.regu?country=SGP&indicator=690&viz=line_chart&years=2007,2017
https://tcdata360.worldbank.org/indicators/govt.regu?country=SGP&indicator=690&viz=line_chart&years=2007,2017
https://tcdata360.worldbank.org/indicators/govt.regu?country=SGP&indicator=690&viz=line_chart&years=2007,2017
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● Administration: Singapore has been 

largely governed by a single party 

since its inception. This has led 

many to compare Singapore’s 

government to a privately-run 

corporation11. For instance, the state 

is the sole landowner in Singapore 

by law12, with the majority of 

property under leasehold, and 80% 

of all citizens living in public 

housing. Singapore offers incentives 

to public servants. These receive a 

bonus based on the city’s success, 

 
11 https://fortune.com/2015/03/23/singapore-

leekuanyew-corporation-1974/ 
12 https://sso.agc.gov.sg/Act/LTA1993 
13 https://www.empik.com/singapore-country-

study-guide-volume-1-strategic-information-

and-developments-ibp-

inc,p1133618070,ksiazka-p 
14 https://www.transparency.org/country/SGP 
15 There is one key differentiation: military 

power. Charter Cities and Prosperity Zones are 

similar to dividends of a publicly 

traded company13.  

● Political: Singapore has had a 

stable, consistent government since 

1965 and is ranked the 4th least 

corrupt country in the world14. It has 

all the power to create new laws to 

benefit citizens and businesses. 

These pillars make a compelling 

case to feasibly treat Singapore as a 

Prosperity Zone15.   

Based on this assumption, the 

authors determined that if Singapore was 

prohibited from military actions. They merely 

have the ability to have their own police force. 

The authors account for this key difference by 

only measuring GDP from Singapore’s inception 

to when it first deployed troops outside its 

borders (since 2003). As a consequence, the 

authors feel comfortable using Singapore as one 

of three examples of Charter Cities/Property 

Zones.  

https://fortune.com/2015/03/23/singapore-leekuanyew-corporation-1974/
https://fortune.com/2015/03/23/singapore-leekuanyew-corporation-1974/
https://sso.agc.gov.sg/Act/LTA1993
https://www.empik.com/singapore-country-study-guide-volume-1-strategic-information-and-developments-ibp-inc,p1133618070,ksiazka-p
https://www.empik.com/singapore-country-study-guide-volume-1-strategic-information-and-developments-ibp-inc,p1133618070,ksiazka-p
https://www.empik.com/singapore-country-study-guide-volume-1-strategic-information-and-developments-ibp-inc,p1133618070,ksiazka-p
https://www.empik.com/singapore-country-study-guide-volume-1-strategic-information-and-developments-ibp-inc,p1133618070,ksiazka-p
https://www.transparency.org/country/SGP
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a Prosperity Zone within Malaysia, it 

would have added an average of 7.01% to 

its GDP growth annually.  

B.  Dubai International 

Financial Centre (DIFC) 

For the next example, the authors 

analyzed the impact of the Dubai 

International Financial Centre (DIFC) on 

Dubai’s economy. In contrast to the 

previous example, they measure the 

impact to the Emirate of Dubai rather 

than the United Arab Emirates. The 

authors chose so because Dubai shares 

many characteristics of an independent 

country, such as a large economy, 

population, and unusual autonomy within 

the UAE.  

The United Arab Emirates are a 

decentralized federation of seven 

emirates. Each Emirate has significant 

autonomy, with all powers not assigned to 

the federal government given to Emirates.  

They determine their own fiscal policies, 

or resources, debt issuance, and budget. In 

fact, no Emirate is obliged to contribute to 

the budgets of other Emirates. As a 

consequence, 88.5% of all government 

spending is from the Emirates, making 

the UAE the most fiscally decentralized 

country in the world16. Abu Dhabi and 

Dubai, also voluntarily, contribute the 

bulk of the federal government's budget.  

Dubai also has the economic 

standing of an independent country. As a 

 
16 

https://www.imf.org/en/Publications/CR/Issues/2

017/07/14/United-Arab-Emirates-Selected-

Issues-45089 
17 

https://databank.worldbank.org/data/download/

GDP.pdf 

country, it would have the 62nd17 highest 

GDP in the world despite that it would 

rank 135th in population18.  

Many have been shocked to see an 

“instant city” grow from the desert floor. 

Much of Dubai’s growth was achieved by 

implementing 22 zones throughout the 

city. These zones radically lowered taxes, 

provided streamlined regulation, and 

allowed foreigners to own real estate. 

Each of these zones focused on specific 

industries such as ICT, education, or 

entertainment, allowing Dubai to become 

independent of oil revenue, which now 

only accounts for 5% of GDP. The most 

successful Dubai zone is the Dubai Multi 

Commodities Centre. It is frequently 

ranked as the most successful zone in the 

world and is often cited for accounting for 

over 10% of Dubai’s total GDP19.  

For the purposes of this paper, the 

report will focus on a Dubai Zone that best 

represents a Prosperity Zone Framework: 

The Dubai International Financial 

Centre.  

The Dubai International Financial 

Centre was founded in 2002 and became 

operational in 2004 as a global financial 

centre. It is now the leading financial hub 

in the MEASA region. It hosts 24,000 

professionals working across over 2,200 

companies that enjoy the centre’s 

independent judicial system and 

regulatory framework. The DIFC includes 

many industries, mostly finance.  Its 

18 https://population.un.org/wpp/ 
19 https://www.charterhouselombard.com/dmcc-

experiences-largest-growth-in-nearly-two-

years.html 

https://www.imf.org/en/Publications/CR/Issues/2017/07/14/United-Arab-Emirates-Selected-Issues-45089
https://www.imf.org/en/Publications/CR/Issues/2017/07/14/United-Arab-Emirates-Selected-Issues-45089
https://www.imf.org/en/Publications/CR/Issues/2017/07/14/United-Arab-Emirates-Selected-Issues-45089
https://databank.worldbank.org/data/download/GDP.pdf
https://databank.worldbank.org/data/download/GDP.pdf
https://population.un.org/wpp/
https://www.charterhouselombard.com/dmcc-experiences-largest-growth-in-nearly-two-years.html
https://www.charterhouselombard.com/dmcc-experiences-largest-growth-in-nearly-two-years.html
https://www.charterhouselombard.com/dmcc-experiences-largest-growth-in-nearly-two-years.html
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success can be attributed to how it 

structured the four pillars.  

 

● Legal System: The Centre has an 

independent jurisdiction that uses 

an English and Welsh common law 

legal system. The DIFC hires retired 

British judges to resolve disputes for 

member companies. 

● Economic: The DIFC offers clients a 

50-year guarantee of zero taxes on 

corporate income and profits. Nor 

are there are restrictions on foreign 

exchange or capital/profit 

repatriation. Recognized as one of 

the best business environments in 

terms of financial centres20, it offers 

foreign companies 100% ownership. 

This means that companies do not 

 
20 https://www.difc.ae/newsroom/news/difc-

celebrates-ranking-8th-best-global-financial-

need local official to be part of the 

company’s charter.  

● Administration:  By law, both the 

Dubai and UAE governments 

recognize the authority of the DIFC 

to create new regulations and 

manage the Centre. The Centre is 

managed much like a for-profit 

entity. It reports revenues, is 

managed by a CEO/CFO/CLO, and 

even has profiles on Crunchbase and 

Bloomberg. 

● Political:  The DIFC’s status and 

legal autonomy is firmly 

established. To create the Centre, 

the UAE made an amendment to its 

constitution allowing the Emirates 

to create their own financial centre 

laws. Dubai also changed its 

centre-ringing-nasdaq-dubai-market-opening-

bell/ 

https://www.difc.ae/newsroom/news/difc-celebrates-ranking-8th-best-global-financial-centre-ringing-nasdaq-dubai-market-opening-bell/
https://www.difc.ae/newsroom/news/difc-celebrates-ranking-8th-best-global-financial-centre-ringing-nasdaq-dubai-market-opening-bell/
https://www.difc.ae/newsroom/news/difc-celebrates-ranking-8th-best-global-financial-centre-ringing-nasdaq-dubai-market-opening-bell/
https://www.difc.ae/newsroom/news/difc-celebrates-ranking-8th-best-global-financial-centre-ringing-nasdaq-dubai-market-opening-bell/
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constitution, detailing that the 

DIFC would have the ability to craft 

its own legal regime and to 

independently administer the zone. 

To add further political certainty for 

investors, the DIFC tracks any 

changes to its regulation regularly 

on its website.  

 

As a result of these policies, despite 

existing for only 16 years, the Dubai 

International Financial Centre accounts 

for a staggering 4% of Dubai’s total GDP21, 

and on average adds an additional 0.8% to 

its GDP growth22. This fact is especially 

extraordinary considering that the Centre 

only operates under 110 hectares (this is 

1.1 km²).  

C. Hong Kong   

Hong Kong is often quoted as the 

quintessential example of a Charter City. 

Its reliance on good governance has made 

it a haven of prosperity and an example 

for Southeast Asia. Once a regional port, 

it is now one of the world's largest 

international financial centres. It 

consistently ranks on the top of ease of 

doing business scores, has the 4th best 

Human Development Index score23, and 

one of the highest GDP per capita in the 

 
21 Since our GDP data on the DIFC only extends 

to 2007, there are only have 11 data points to 

draw from. However, since the DIFC was 

launched as recently as 2004, the likely GDP 

impact effects were only present starting in 

2007. The authors also note that DIFC data is 

dispersed across multiple sources and had to 

combine multiple works to create a complete 

profile.  
22 To properly account for economic growth 

attributed to market forces, rather than oil 

rents, the authors subtracted oil revenues from 

Dubai’s GDP growth. The impact to the analysis 

world24. The authors believe that part of 

its success can be attributed to fulfilling 

four of the main pillars of  successful 

Prosperity Zones:  

● Legal System: Despite being part of 

China, Hong Kong is exempt from 

much of Chinese Law. Because of 

their history as a former British 

colony, they operate according to 

British Common Law. However, 

mainland China may choose to 

override decisions if they declare a 

state of emergency. 

● Economic: Hong Kong has very low 

taxes that are simple to understand 

and pay. It also allows companies to 

easily hire new talent with its 

separate immigration policy. The 

Heritage Foundation consistently 

gives Hong Kong the highest score 

for Economic Freedom25.  

● Administration: Hong Kong is 

administered separately from the 

rest of China, with its own unique 

governance based on the “Basic 

Law”, Hong Kong’s constitution. 

Unlike other examples, Hong Kong 

is not run particularly 

entrepreneurially. However, the 

government is the largest 

landowner. Citizens and residents 

marginal considering that oil comprises less 

than 5% of Dubai’s GDP. 
23 "Hong Kong". The World Factbook. Central 

Intelligence Agency. Archived from the original 

on 26 July 2019. Retrieved 2 October 2018.  
24 "Country Comparison: GDP (Purchasing 

Power Parity)". The World Factbook. Central 

Intelligence Agency. Archived from the original 

on 4 June 2011. Retrieved 15 January 2018. 
25 

https://www.heritage.org/index/country/hongkon

g 

 

https://www.cia.gov/library/publications/the-world-factbook/geos/hk.html
https://en.wikipedia.org/wiki/The_World_Factbook
https://en.wikipedia.org/wiki/Central_Intelligence_Agency
https://en.wikipedia.org/wiki/Central_Intelligence_Agency
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2001rank.html
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2001rank.html
https://en.wikipedia.org/wiki/The_World_Factbook
https://en.wikipedia.org/wiki/Central_Intelligence_Agency
https://en.wikipedia.org/wiki/Central_Intelligence_Agency
https://web.archive.org/web/20110604195034/https:/www.cia.gov/library/publications/the-world-factbook/rankorder/2001rank.html
https://www.heritage.org/index/country/hongkong
https://www.heritage.org/index/country/hongkong
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are unable to own land, and can only 

lease properties on a maximum 75, 

99, and sometimes, 999-year basis.  

● Political: The British handover of 

Hong Kong gives the city Special 

Administrative Region status, 

allowing Hong Kong to maintain its 

system of government. This 

arrangement is guaranteed until 

2047, when it is expected to be fully 

integrated into mainland China.  

With these policies, Hong Kong 

accounted for an average 14% of China’s 

GDP and contributed an additional 1.89% 

 
26 The authors chose 1976 as a starting date 

because it marked the end of the cultural 

revolution, following the death of Chairman 

Mao of the Chinese communist party. Years 

previous to this event were economically 

disastrous for China. Including those numbers 

would significantly skew results of the report. 

Also, the Cultural revolution hampered the 

to its annual GDP Growth between 1976-

199726. 

D. Discussion 

With the methodology explained 

below, the authors discovered that the 

three examples averaged a 3.2% 

contribution to the annual growth rate of 

its host jurisdiction, which is round down 

to a flat 3%. 

The examples are the most 

successful special zones in the world, so it 

makes sense to give a broader range to be 

conservative.  

backward and forward linkages between China 

and Hong Kong, a widely cited reason for zone 

failure. The authors chose 1997 as the stopping 

point because it was the year Britain 

relinquished control over the city. The handover 

resulted in incremental undermining of Hong 

Kong’s vital, prosperity generating autonomy.  
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If Prosperity Zones are only half as 

successful as these three examples, they 

will produce an additional 1.5% annual 

GDP growth. If the success of Prosperity 

Zones follows a Pareto distribution, 

meaning that 80% of the Zones will only 

achieve 20% of the impact of the most 

successful zones, they will potentially add 

0.6% of annual GDP growth.  

According to the OECD, developing 

countries will grow an average 5% a 

year27. Using this assumption, countries 

with Prosperity Zones could grow by 5.6%, 

6.5%, or 8% per year. While these 

numbers are seemingly small, like 

compound interest, they have huge 

potential impact.  

To illustrate this, the authors 

assumed a scenario where three 

Prosperity Zones were initiated at the 

same time, with host countries that have 

the exact same nominal GDP, 1 billion 

USD. The following occurs in the next 50 

years: 

● Model #1 (0.6%): Grows to a 

$25,994,762,484 nominal GDP, 39% 

higher than the baseline 

● Model #2 (1.5%): Grows to a 

$42,526,128,689 nominal GDP, 

127% higher than the baseline 

● Model #3 (3%): Grows to 

$95,709,801,692, 500% higher than 

the baseline 

Assuming model #3, countries could 

double their Nominal GDP within ten 

years.  

 
27 

http://www.oecd.org/economy/lookingto2060long

-termglobalgrowthprospects.html 

E. Methodology 

To arrive at the Zone’s contribution 

to annual GDP growth, this report used 

two data sets: the nominal GDP of the host 

nation and of the zone. With this data, the 

authors took the following steps: 

 

1. Found the zone’s contribution to the 

host economy by dividing its GDP 

with the host nation’s. 

2. Discovered the growth rate of this 

number from the previous year. 

3. Multiplied the zone’s annual growth 

by its percentage contribution to the 

total economy of both the zone and 

the host nation.   

4. Multiplied the percentage of growth 

derived from the rest of the economy 

by its total growth rate. 

5. To determine the economic impact 

on the total combined economy’s 

growth rate, the authors divided the 

results of step 3 by the results from 

step 4. 

6. Weighted this impact by adding 

100% to the results of step 2, then 

multiplying it by the results of step 

1. 

7. To arrive at the total nominal GDP 

produced by the zone’s growth, 

subtracted the zone’s nominal GDP 

by its nominal GDP from the 

previous year, then multiplied the 

weighted impact from step 6.  

8. Divided this number by the nominal 

GDP of the total combined economy.  

9. Conducted step 1-8 for each recorded 

year. 

http://www.oecd.org/economy/lookingto2060long-termglobalgrowthprospects.htm
http://www.oecd.org/economy/lookingto2060long-termglobalgrowthprospects.htm
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10. Arrived at the final percentage by 

averaging the results of step 9.  

When making the projections, the 

authors accounted for a three-year delay 

on the zone’s effect on the host country's 

GDP Growth. In those years, the country 

grew at its baseline levels, without 

additional growth from the Prosperity 

Zone. This delay is meant to account for 

the time it takes to construct facilities and 

find tenants.  

For this report, the authors chose 

not to use GDP per capita. This is because 

of the heterogeneity of the example 

jurisdictions. They include three very 

different regions with citizens of varying 

degrees of human capital. As a result, it 

would be difficult to make a general global 

prediction that accounts for each 

variation.   

III. Brazil 

To conclude the report, the authors 

analyze a zone in Brazil and project the 

potential economic impact if it were a 

Prosperity Zone. To that end, this section 

discusses precedents for zones in the 

country. The report closes by determining 

how Prosperity Zones could hasten 

Brazil’s “Advanced Economy” status by 

raising its per capita GDP. 

A. Manaus Case Study  

The most recent, and pertinent, 

Brazilian Zone example is the industrial 

park of the Manaus Free Trade Zone 

(ZFM), located in the city of Manaus, 

capital of the state of Amazonas. It was 

created in 1967 with the purpose of 
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boosting the regional economic 

development of Western Amazonia.  

The turnover and production 

indicators of the incentive park in Manaus 

are growing every year, with turnover in 

2012 exceeding 37 billion USD. The 

production is mainly directed to the  

Brazilian market, but there is a small 

portion (about 5% annually) that is 

exported to markets in Latin America, 

Europe and the United States. According 

to IBGE data, the GDP at current prices 

in the Manaus region has increased year 

after year, from approximately 50 billion 

BRL in 2010 to 73 billion BRL in 2017. 

The industries installed in the 

Manaus Free Trade Zone receive the 

following tax benefits: exemption from 

import tax, which allows companies to act 

as automakers using international 

technology; exemption from export tax; 

exemption from the tax on industrialized 

products (IPI); partial discount, provided 

by the state government on the circulation 

tax of goods and services (ICMS); 

Exemption in the first ten years after 

installation, provided by the municipality, 

of urban real estate tax (IPTU), the license 

fee for operation and the fee for cleaning 

and public conservation services. 

However, even with the tax incentives, the 

pole remains an important and growing 

source of public revenue: in 2006, the 

State of Amazonas collected 3.6 billion 

BRL from companies in the pole (up 

71.52% over 2002) and the Federal 

Government collected 6.8 billion BRL (up 

102.86% over 2002). 

 
28 
https://www.ibge.gov.br/estatisticas/economicas/

financas-publicas.html 

In this paper the authors examine 

the GDP in the North Region of Brazil 

from 2010 to 2017. With this data, the 

authors conclude that the Manaus Zone 

contributes 0.58% to Brazil’s total GDP 

and 0.11% to its annual average GDP 

growth.  

For this result, the authors used 

the latest available data provided by the 

Instituto Brasileiro de Geografia e 

Estatística (IBGE)28. To enhance the 

precision of this work, the authors 

selected the results provided, that are 

corrected for inflation.  

To isolate the Zone’s impact, the 

authors found the average of the North 

Region without counting the Amazonas 

State (as part of the total number of States 

in the North Region or as economic 

results). With that assumed, the authors 

conclude that the Amazonas state would 

produce 52.529 billion BRL on average 

between 2010-2017 and not the average of 

159.072 billion that it is currently 

producing. Consequently, the average 

result for the same period (2010-2017) in 

the North Region would be 367.878 and 

not 474.421 billion BRL. 

B. Brazil Prosperity Zone 

Projection 

According to BNDES, the country 

will achieve an average 3% GDP growth 

by 202329. If the Prosperity Zone began 

implementation in 2020, it would have a 

3-year delay before GDP growth impact 

effects take hold. Assuming the previously 

29 
https://web.bndes.gov.br/bib/jspui/bitstream/140

8/14760/1/Perspectivas%202018-2023_P.pdf 

https://www.ibge.gov.br/estatisticas/economicas/financas-publicas.html
https://www.ibge.gov.br/estatisticas/economicas/financas-publicas.html
https://web.bndes.gov.br/bib/jspui/bitstream/1408/14760/1/Perspectivas%202018-2023_P.pdf
https://web.bndes.gov.br/bib/jspui/bitstream/1408/14760/1/Perspectivas%202018-2023_P.pdf
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projected 3% GDP growth impact of 

Prosperity Zones, Brazil would have a 

total 6% GDP growth by 2023. With this 

growth assumed, Brazil would double its 

total nominal GDP by 2033, 10 years after 

the Prosperity Zone begins taking effect.  

To achieve Brazil’s goal of 

becoming an “Advanced Economy” by the 

IMF’s definition, Brazil would need to 

achieve a per capita GDP of $22.000. 

Based on Brazil’s 2035 population 

estimates30, it would have to achieve a 

nominal GDP of $4.99 trillion USD to 

achieve that goal. If Brazil continues its 

trajectory of 3% growth per year, it will 

have to wait 30 years, 2053, to be fully 

developed.  But based on this report’s 

Prosperity Zone projections, with a 6% 

 
30

 https://www.worldometers.info/world-

population/brazil-population/ 

GDP growth provided by a Prosperity 

Zone framework, it would achieve that 

goal in 2037, 16 years earlier.  

C. Conclusion  

This report attempted to measure 

the possible impact of advanced Special 

Economic Zones, specifically Prosperity 

Zones, on the economies of their host 

countries. To that end, the authors 

studied the three most common examples 

of advanced special zones, Singapore, 

Hong Kong, and the Dubai Financial 

Centre to find their average contribution 

to their host nations’ GDP growth rate. 

The average was turned into three 

possible scenarios, ranging from most to 

https://www.worldometers.info/world-population/brazil-population/
https://www.worldometers.info/world-population/brazil-population/
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least conservative. The authors concluded 

by using the most optimistic projection to 

determine when Brazil could double its 

GDP and become an “Advanced Economy”. 

  The report is unique in its analysis 

of Special Economic Zones with advanced 

policy reforms, rather than zones 

generally. It also stands out because it 

measured the GDP growth contribution of 

key examples in order to create a 

historically informed projection of future 

projects. 


