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Analysis of free economic zones functioning
in the Asian Region

Abstract. For the justification of effectiveness of the integration processes by the means of creation of free
economic zones, in the article is carried out the analysis of influence of free economic zones on the devel-
opment of the economy of the Asian countries, such as: Indonesia, Malaysia, North Korea, Singapore and
China. Using the econometric methods is showed the influence of foreign capital on the level of develop-
ment of the state and is suggested to consider the free economic zones in the modern economy as a way for strengthening of the
integration processes.
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IHHa CTeLieHKO

OOKTOP EKOHOMIYHMX HayK, Npodhecop, MPOPEKTOop 3 HayKOoBOi po60TU, ANPEKTOP AOKTOPCHKOI MporpamMmu

«PerioHanbHa ekoHOMiIKa Ta eKOHOMIYHa noniTuka», banTiicbka mMixkHapoaHa akagewmina, Pura, laTsia

AHani3s yHKUiOHYBaHHA BifIbHUX €KOHOMIYHUX 30H B A3iiICbKOMY PerioHi

AHoTauif. [inAa 06rpyHTyBaHHA e(PeKTNBHOCTI NPoLeciB iHTerpaulii 3a JONOMOrolo CTBOPEHHA BiNbHUX €KOHOMIYHNX 30H (BE3) y
cTaTTi npoaHanisosaHo BnvB BE3 Ha po3BMTOK €KOHOMIKM A3iaTCbKuX KpaiH, cepef AKMx IHooHe3ia, Manansia, Pecnybnika
Kopesn, CiHranyp i Kutai. 3 BUKOPUCTaHHAM E€KOHOMETPUYHUX METOLIB, aBTOPOM MOKa3aHO BMMB iHO3EMHOrO Karitany Ha
piBeHb PO3BUTKY Aep>XaBu. 3anponoHOBaHO PO3rNAAATH BiflbHi EKOHOMIYHI 30HU B Cy4acHIin €KOHOMILi AK KMo4YoBUA hakTop
NMOCUNIEHHA IHTEerpaLinHnX NpoLeciB.

Knio4yoBi cnoBa: perioH; BiflbHi EKOHOMIYHI 30HW; EKOHOMIYHE 3POCTaHHA; A3iaTCbKNA PerioH.

NHHa CTeueHKO

[OKTOP 3KOHOMUYECKMX HayK, Npodheccop, NPOPEKTOP MO Hay4YHOW paboTe, AMPEKTOP AOKTOPCKON NporpaMmbl
«PervoHasnbHasa 3KOHOMUKA 1 3KOHOMMYecKan NnonnTuka», bantuiickaa mexxayHapoaHaa akagemua, Pura, JlateuA

AHanu3 hyHKLUMOHMpPOBaHUA CBO6OAHbIX 9KOHOMUYECKUX 30H B A3MaTCKOM permoHe

AHHOTauuA. [na o60cHOBaHMNA 3h(PEKTUBHOCTU MPOLIECCOB MHTErpauUmMm C MOMOLLBIO CO34aHMA CBOHOAHBIX SKOHOMUYECKMNX
30H (CE3) B cTaTbe npoaHanuanpoBaHo BnmAHne CE3 Ha pa3BuTUE 9KOHOMUKU a3naTCKmMxX CTpaH, cpean KoTopbix VIHaoHe3us,
Mananawusa, Pecnybnuka Kopena, CuHranyp n Kutan. icnonb3ya aKkoHOMeTpU4eckrne MeToabl, aBTOPOM NoKasaHo BIMAHUE UHO-
CTPaHHOro KanuTtana Ha ypoBeHb pa3BuTuA rocyaapcTsa. [peanoxeHo paccmaTpuBaTb CBO60AHbIE S3KOHOMUYECKME 30HbI B CO-

BPEMEHHOW 9KOHOMUKE KaK KIOYEBON (DaKTop YCUNEHUA UHTErpaLMOHHbIX MPOLECCOB.
KniouyeBble cnoBa: pernoH; cBo604HblE 3KOHOMUYECKUE 30Hbl; SKOHOMUYECKUIA POCT; A3UATCKUIA PEFUOH.

1. Introduction

In order to explain why some countries develop faster than
others and how to speed up the economic growth; that deter-
mines the rate of increase of GDP, i.e., to understand the inter-
country and inter-temporal differences in the level of real GDP
(and real GDP per capita) and for our research to identify fac-
tors, influencing on economic growth rate of states, it is neces-
sary to consider the level of GDP growth of the country,
depending on a number of factors.

2. Brief Literature Review

A number of authors support the hypothesis, concerning
the influence on economic growth of the state investments —
R. Levayn, D. Renelt [6], M. Blumshtrom [3], and R. Ram [9].
However, such authors as D. Landau [5], K. Graye [4], G. Tullok
[4], R. Barrow [2] prove a negative impact on the economic
growth of states.

For the confirmation of hypothesis, concerning the increase
of living standards of the population, depending on the growth
of number of free trade zones, we suggest to carry out the cor-
relation analysis.

3. Purpose

To evaluate the influence of free economic zones on the
development of the economy of the state using the economet-
ric methods.

4. Results

Thus, let’s carry out the economic analysis of development
of countries in five years on the following factors — GDP growth
(in %), GDP per capita and the level of foreign investments.
Thus, Indonesia have 7 free zones and 40 industrial zones. The
most famous duty free zone is Batam, which is in direct prox-
imity to Singapore and Batam Island, it includes Rempang and
Gala. According to the established laws in Indonesia, the com-
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pany of duty free zone is necessary to export at least 2/3 of its
production.

The foreign investments are concentrated mainly in industri-
al and production zones, in Indonesia there are 51 zones.
Within the frameworks of integration of ASEAN in Indonesia are
created free trade zones between the countries — members of
the group, as well as China, India, South Korea and Japan.
Indonesia is located in the equatorial part and is attractive for
tourists; therefore, on the Bali Island and the other Sunda
Islands is created tourist and recreation zone [5, 48].

For the successful development of FEZ in Bitam and
Bintam were distinguished seven key areas for the cooperation,
creating the conditions for the entrepreneurial development,
regulatory conditions and labor conditions in Batam and Bintan,
favorable for investors. Below are represented these areas
[1,p. 57]: investment, finances and banking, taxation, customs
and excise taxes, immigration, labor forces and development of
potential of FEZ.

One of the major problems of development of entrepre-
neurial activity on the Indonesian Islands is the lack of official
names: because of anonymous there are no budget allocations.
For current 2013 of 9634 islands, making up the largest archi-
pelago of the world don't have the names, while the «child
rites» had passed 7870, noticed Nurjaman[8, p.164].

As we can see from the data represented in the table 1, the
GDP growth of Indonesia in 2011 was increased by 55. 8%,
2012 was marked by the recession of more than 2 times and
was only 1.54%, however, by 2014 the Indonesian government
planned to increase the growth to 2.47%.

The Republic of Korea has been chosen as the following
state for carrying out an analysis. From the countries of East
Asia of special interest is the experience of creation and func-
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Tab. 1: The analysis of economic indicators of Indonesia in 2010-2014

of FDI in 2014 increased almost in 96 times in
comparison with 2010.

Country 2014 2013 2012 2011 2010 Further, let us consider the stages of for-
. mation of FEZ in Singapore. Singapore is

GDP growth,% | 2,47 1,39 1,52 3.4 12 focused on export of goods, for the organiza-
Income per | 1810,31 1732,18 1650,63 1570,15 1498 tion of export production the government of
capita,$ Singapore announced a number of areas the
Foreign  Direct | 72000,00 71200,00 67000 56100 43100 industrial zones, fully equipped for the estab-
lishment of industrial enterprises. Therefore,

Investment, i
- the government of the country made the deci-
Billion IDR sion to create in the port area of Singapore and

Source: Own processing based on [12], [13]

tioning of FEZ «Masan» in the Republic of Korea (established
in the early 1980s). Masan zone was created with the following
objectives:

1. To attract in the country the foreign investments;

2. To develop export;

Jurong port the free trade zone. Besides that,

in the country began to create industrial zones,
i.e., a kind of export-oriented enterprises. The state financed the
establishment of industrial infrastructure, including roads, elec-
tricity and water supply, communications system and telecom-
munications.

3. To increase employment of working population;
4.7To attract the modern technologies and know-how

in the South Korean economy.

Masan zone occupies an area of 803 squares kilo-
meters, including the rented 532 square kilometers on
which there are 84 industrial production buildings locat-
ed. The rest area belongs to FEZ and on it is placed

Tab. 3: The analysis of economic development of Malaysia in 2010-2014
Country 2010 2011 2012 2013 2014
GDP growth,% 0,8 2,7 1,8 1,52 1,4
Income per capita,$ | 5984,42 | 6318,9 6531,32 6786 6990,25
Foreign Direct | 4,4 5,2 148 139 137
Investment,

Billion,$

there are five buildings and enterprises, providing the
servicing areas. The infrastructure of Masan zone inc-
ludes the rail and sea transport, unloading, handling, packing,
maintenance and other services [8, p.143].

In the Masan zone it is guaranteed the preservation of cap-
ital, profit repatriation on the capital of foreign investors, as well
as dividends from the sale of shares and other capital gains.

Thus, the represented data in the table 2 testify that since
2011 was marked the GDP recession, if in 2010 the growth was
6.5%, then in 2011 the decline was almost twice and reached
the level of 3.7% and in 2012 - 2.3%.

The following state of Asia region is Malaysia, where is

Source: Own processing based on [12], [13]

A special program for the development of industrial zones of
Singapore was adopted in 1970 by the law on «Economic
Expansion Incentives Act». According to this law the enterpris-
es that have invested in the economy 710 thousand dollars
have gained a status of «pioneer» and exempt from payment of
taxes for five years. If the enterprises produced products for
export, then the exemption remained in force for 10 years, the
enterprises which did not have such status, but produced prod-
ucts at the cost of 71 thousand dollars and 20% of which went
into export also exempted from taxes for five years [8, p. 64].
Singapore is the country that has achieved

Tab. 2: The analysis of economic indicators of the Republic of Korea

success due to the creation of FEZ. Over the 1966

in 2010-2014 to 1999 the rates growth in the country was about
Country 2010 2011 2012 2013 9.9%. It should be noted that from 2011 to 2013 the
GDP growth,% 6,5 3,7 2,3 3,0 GDP growth per capita in Singapore was increased
Income per capita, § 22 151 24 156 24 454 25977 by 5.01%, thus in 2011 the income per capita was
e ot S REAE R 12 Bete 61,413 dollars, but in 2013 - 64584 dollars. As we
Billion $ ' can see from the data represented in table 4, the

Source: Own processing based on [12], [13]

accumulated considerable positive experience of creation, con-
trol and management of activity of free economic zones. For the
first time the law on free trade zones was adopted in Malaysia
in 1971. Later was required its actualization and in 1990 was
adopted a new law on free zones (FZL) and regulations there
under [1, p. 169].

In Malaysia were created and are functioning 25 free zones,
including 11 free trade zones, in which is implemented the dis-
mantling of large consignments, sorting, repacking, labeling, is
carried out a transit (re-export) trade and 14 free industrial trade
zones in which is established industrial enterprises are fully orie-
nted for export. In some cases, for such enterprises the part of
production (up to 20%) is allowed to supply in the domestic mar-
ket. As a rule, in free industrial zones are used imported raw
materials and components for finished-product output. However,
in the cases, when, it is possible is encouraged the use

income per capita in Singapore is constantly grow-
ing and in 2014, according to the preliminary fore-
cast it will increase in 20.1% in comparison with 2010. It is one
of the highest rates in the world economy [8, p. 86].

The following state of Asia region is China. Currently, in
China function 14 ZNBECs of the state level, created for the
development of the economy of near-border regions of the
country on the basis of expansion of direct trade relations with
neighboring states. «Open» port cities provide 2/5 of export and
almost 100% of cargo turnover of seaports. The productivity
here is in 2/3 is higher than average level of China [8, p. 145].

With the advent of FEZs in China were established the
appropriate bodies of administration management: the office of
secretary of the State Council of PRC for affairs of FEZ is the
supreme body of administration management of FEZ. It devel-
ops the main social and economic settings and supervises the
execution of their implementation, controls the other depart-

of raw materials and components of local production.
The data of table 3 showed that Malaysia as well as
considered by us Indonesia and North Korea experi-

Tab. 4: The analysis of economic development of Singapore in 2010-2014

enced a decline of GDP in 2012 - 2014. However,
despite the decline of GDP - the growth of income per
capita had increased — thus, if the income in 2010 were
5984 US dollars per capita, then, according to the fore-
cast of IMF it would be 6990 dollars per capita that con-
stituted 14.6% of growth.

The formation of FEZs in Masai led to the sharp
increase of foreign direct investments in 2014 the inflow

Country 2010 2011 2012 2013 2014
GDP growth,% | 18,2 5,22 2,47 4,9 2,2
Income per 30700,47 34758,4 36102,75 36110,13 36897,14
capita

Foreign Direct | 626 679 747 _ 2626,0
Investment,

Billion$

Source: Own processing based on [12], [13]
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ments in that part of their activity, which refers to FEZs. The
offices of secretary are subordinated to the administrative and
managerial Committees of FEZs (develop plans of develop-
ment, examine and approve the investment projects, their reg-
istration, dealing with the issues of labor and wages, education,
healthcare, culture and public order). Besides that, in zones are
functioning local people’s congresses, party and trade unions
organizations, and other internal structural units.

In the functioning of FEZs of China a major role belongs to
banks. There in foreign transactions are mainly engaged the
Bank of China and the China International Trust Investment
Company (CITIC). Along with this, the right to carry out the
exchange payments is granted to the other banks, both for
Chinese, foreign and joint venture banks.

All banks, located in FEZs operate with deposits, shares,
and other securities in foreign currency. They are allowed to cre-
ate foreign exchange markets, borrow or to lend foreign curren-
cy to the other FEZs of Republic of China [1, p. 134].

In Chinese FEZs are very actively operate the foreign
banks. They are oriented to the international business, serve JV
and foreign companies. They are allowed to be engaged in: for-
eign trade financing and individual projects; lending in currency
and deposit taking from JV; currency conversion operations;
serving the Chinese enterprises and organizations with some
restrictions.

The currency regulation in China implements the State
Administration of Currency Control (SACC), acting in the system
of the National Bank of China. At the disposal of all banks, reg-
istered in China, there is a single interbank foreign exchange
market, within the frameworks of which is bought and sold for-
eign currency.

The density of investments of foreign participant, according
to the laws, must not be less than 25% of the equity capital; oth-
erwise, the enterprise can’t have the status of JV. It is allowed
the establishment of the enterprises, entirely belonging to the
foreign capital. The duration of the enterprise can be not limited.
The state provides a guarantee to the enterprise against nation-
alization.

It is possible to identify the following peculiarities of the
Chinese FEZs:

1. Gradual establishment and formation.

2. Widespread usage of foreign investments.

3. The main sectorial priority is industrial production.

4. Export and production orientation.

5. The attraction in the production of imported raw materials.

6. The Chinese tax system is differentiated by the regional
specific features.

7. Management with participation of local and central go-
vernment authorities.

8. Inclusion of extensive national regions.

9. Combination of market relations with socialist values.

Besides, the economic, an important role, in the creation of
free zones has played a political motivation. In this section, we
would like to dwell upon namely this circumstance.

Thus, the represented data in the table 5 testify that since
2010 was marked the GDP recession, if in 2012 the growth was
9.4%, then in 2014 the decline reached the level of 7.4%.

For the implementation of goals, concerning the increase of
living standards of the population, depending on the growth of
number of free trade zones, we suggest to carry out the corre-
lation, regression analysis and the method of least squares.

Thus, the correlation analysis were used by us as, namely

this method allows evaluating whether there is a connection
between the examined variables. In this case, we can use cor-
relation analysis.

Usually, the dependent variable is called effective sign' it
denotes Y and its specific numerical values -y, y,, ...,

Factorial signs or simple factors are called values deter-
mining the change of effective sign. Factorlal sign denotes X, its
specific numerical values - x,, x,, ..., x,. If there are several fac-
torial signs, then they denote X, X,,, .. Xm, and their numerical
ValuESs — X, X0, wes X7 Xogs Koo wovs Xy wves K X0 ooy X,

The goal of the correlation analySIs is to determlne the
degree of dependence.

Pair correlation characterizes the nature of dependence
between two signs: effective (dependent) and factorial (inde-
pendent). Pair correlation depends on the nature and intensity
of influence of all considered values.

The value of linear connection of two signs characterizes
the coefficient of linear correlation which is denoted r.

The value of correlation coefficient can be calculated by the
following formula (Pearson correlation coefficient):

B Eoon a5 (o)

i=1

(1)

where ¥ and y mean values of Xand Y:
)_c—lzn:x _—li
ne i) nr:lyi.

n is a sample number; i is a number of observation.

The value of correlation coefficient ranges from -1 to 1. In the
table 6 is represented the possible correlation coefficient and
corresponding characteristics of force and direction of depen-
dence [11, p. 34].

Tab. 6: The possible value of
correlation coefficient

correla‘:?c::ecso::ficient Linear dependence
-1 Functional and negative
0 Does not exist
1 Functional and positive
|r| <0.5 Weak
0.5< |r| <0.8 Average
|r| >0.8 strong

Source: [11, p. 34]

The correlation coefficient can be calculated in MS Excel,
using CORREL functions.

Depending on the type of function f(x,3), the models are
divided into linear f(x, )=, + Bix, + fox, +...+ f,x, and nonlinear.

The field of application of such models, even linear is much
wider than the time-series models. The problems of estimation
theory, verification, selection of relevant parameters and and the
other is devoted to a huge amount of literature.

This topic is pivotal in econometrics [11, 38].

On the basis of data represented in the Tables 1-4, let us
carry out the correlation analysis. The correlation analysis of

countries' GDP growth dependence from foreign direct

investments over 2010-2014 period of time.
Tab. 5: The analysis of economic development of Singapore in 2010-2014 The data of the Table 7 showed that a correlation
) coefficent between the two given parameters of
Indicator 5 Year Indonesia was 0.98965874. The calculated depen-
010 2011 2012 2013 2014 . L .

dence, using the software is high. On the basis of rep-
GDP growth, % 10,3 9,47 9,04 7,6 7,4 resented data, let’s carry out the correlation analysis of
ir;;ci)tnawe;er 2611,16 | 2870,05 3121,27 | 3344,54 3583,38 Republic of Korea the economic development of the

Foreig’n Direct state. Thus, the correlation coefficient is 0.84334.
Investment, 900,33 | 1057,35 1160,11 | 1117,16 1062,41 Euﬂher, we proylde the galculatlor]s corre[apon
Billion, $ Jan. coefficient of Malaysia. The pair correlation coefficient

Source: Own processing based on [12], [13]
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Tab. 7: The Calculation of Correlation Coefficient of GDP growth and income per capita and
the level of foreign direct investments dependence

Parametr Indonesia Reaubllc of Malaysia Singapore China
orea
Correlation
» 0.98965874 0.84334 0.842315786 0.997448 -0.23497
coefficient

Source: The Author's calculations

dependence of specified parameters. According to the calcula-
tions In Singapore correlation coefficient is 0.997448.

5. Conclusions

The carried out research has showed that foreign direct
investments affect the economic growth of the states in the
Asian region. For their attraction, the countries of the Asian
region are actively use such an instrument as creation of free
economic zones. For the attraction of FDIs, states propose tax
benefits for foreign capital, which finally leads to the increase of
income and population of the country. It should be noted that
the calculations carried out according to the data of the econo-
my of China are different from the indicators of the other coun-
tries (Indonesia, the Republic of Korea, Malaysia, and
Singapore), and there is no correlation (correlation coefficient
is —0.23497). Perhaps, it is required to increase the statistical
sampling or continue to find other indicators. However, it is obvi-
ous for the economy of China that with the increase of FDlIs, the
GDP growth per capita of population is increasing.
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