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Introduction

Small towns represent an uneviable paradox for policymakers. With an underdeveloped
commercial base, small consumer markets, inadequate infrastructure, and a depleted
workforce - grand efforts to transform small towns look set to fall to an overwhelming
economic reality. And yet these same factors mean that small towns will not develop without
some intervention, which - barring a sudden discovery of minerals or investment by a very
forward thinking firm - will almost certainly have to come from the state. To do nothing is to
surrender small towns to the geography of historical determinism.

Developing small towns will require creative use of their particular economic advantages.
This paper explores the way border towns can use their unique economic geography as a
development strategy. While both regional integration and Special Economic Zones are
topical issues in Southern Africa, their meeting point - Border Development Zones (BDZs) -
have received comparably little attention. Border Development Zones, are Special Economic
Zones (SEZs) that are situated at the border, and explicitly target the development of cross-
border production techniques and trade with neighbouring countries. Properly utilised, BDZs
can have the triple impact of driving growth, promoting a more equitable geographic
distribution of development, and deepening regional integration.

This paper proceeds in five steps. Section 1 explores the literature on the economics of
border areas, and introduces the concept of a Border Development Zone. Section 2
compiles a compendium of BDZ case studies, presenting 43 examples of border
development projects, and attempts to draw lessons from these experiences. Section 3
presents various policy options on offer in designing a BDZ initiative, drawn from these
international experiences. Section 4, examines the Southern African context, looking at
patterns of regional integration, existing SEZ structures, and cities on the border with high
potential for the development of BDZs. Section 5 concludes, and offers recommendations on
a way forward.

The central conclusion of this paper is that the two Special Economic Zone projects currently
underway in the border towns of Mahikeng and Musina should include targeted policies that
attempt to leverage their location at the border. A number of preliminary suggestions on what
these policies should be are included in the final section. This paper forms the first of two
studies, the second of which will greatly expand on the strategies available to develop border
zones in Mahikeng and Musina.
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The Economics of Border Regions

There is relatively little economic literature on the development of border areas, and certainly
no unified approach to the topic. Border economics sits at the intersection of multiple fields;
including economic geography, rural development theories, and international trade. This
interdisciplinarity breeds a diversity of approaches that is mirrored in the diversity of border
areas themselves. Border areas are often defined by complex and unique political
processes, tied to a geography and set of trade dynamics that make them barely
comparable. The heavily industrialised US-Mexico border area, for example, could hardly
di ffer more from Chinabds desol ate border
literature on border economics tends to be disproportionately focused on North America and
the Western Europe, with a vast bulk of the topic being defined by the US-Mexico border.
Despite these challenges, the literature identifies a few common features of border zones,
including shared economic challenges and some unique economic advantages.'

Economic Barriers

Border regions tend to be economic isolated from the centres of economic development.
Although Southern Africa uniguely features numerous capitals within a short distance of their
national borders - notably Gaborone and Maputo - border regions are nevertheless largely
rural, facing many of the common challenges faced by rural populations.

These problems are often worsened by the transient nature of the population. For borders
between countries with large economic disparities, border towns face either a brain-drain of
skills leaving across the border?, or must cope as the front-line of immigration by those
seeking an escape from hardship. While South Africa benefits from a great deal of skilled
immigration from neighbouring countries, notably from Zimbabwe, migrant populations in
many border towns tend to be young®, often lacking in skills*, and with little recourse to the
necessary support structures.

Social problems are mirrored in economic barriers. Isolated border towns often feature weak
agglomeration economies, neglected physical infrastructure, and insufficient access to
skilled labour. Where borders are difficult to cross and include high barriers to trade,
investment can be further discouraged by the limiting of market availability - a company
sitting on a flat border would face a market reach in a 180 degree, rather than a 360 degree,
radius - with the border acting as a boundary to growth.”

Economic Opportunities
More central to Border Development Zones are the uniqgue economic advantages on display
at the border. Three are particularly important:
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Developed Logistics Networks

Border towns at major crossing points sit on significant transport corridors which, despite the
many infrastructure barriers to regional integration, are vastly more developed than in most
rural areas. These road and rail networks tend to connect directly to the economic centres
on both sides of the border, creating clear pathways for the region to connect to major
markets and key suppliers. Hard infrastructure is complemented by the presence of
advanced logistics networks. Established transport companies are more likely to have routes
that pass through major border crossings, while the development of local transport networks
is facilitated by a strong supply of experienced transport and logistics workers. Border towns
are similarly well equipped with the expertise to handle the paperwork involved in crossing
borders, thanks to the presence of customs and freight forwarding agents. The sum total of
sitting on these logistics lines is that businesses in the border region may face lower
transport costs for the sale and sourcing of goods than in most rural areas.

Just as cross-border infrastructure can improve logistics costs in border towns, so too can
border town development improve cross-border infrastructure. Trade facilitation efforts too
often attempt to develop enclaves of development at customs posts while ignoring the
broader setting. At Beitbridge, for example, efforts to digitise customs procedures are often
undermined by unstable power supply and unreliable internet connectivity.® Developing this
core infrastructure, which comes with developing the towns themselves, can have a
reinforcing impact on regional integration initiatives.

Diverse Economic Structures

While not ubiquitous,t he most power f ul feature of border

exploit fundamentally different economic structures on either side of the border. In the world
of economic theory, with labour that can costlessly relocate to wherever opportunities lie, the
costs of labour and capital in close locations either side of a border should equalise. But in
the presence of political barriers like border controls and different regulatory requirements,
different economic fundamentals can develop right next to each other.” The textbook
example would be a country with low wages alongside one with advanced technology. The
combination of the two is more efficient than the productive capacity of either country on its
own. Exploiting those differences requires a level of cooperation, such as the creation of
temporary workers passes. This is on display in case of Switzerland, where cross-border
work permits are given to workers who commute daily from Italy and France based on the
Free Movement of Persons Agreement between the EU and Switzerland.? If this is
accomplished, the region can take advantage of a geographically unique boost in efficiency.

The most common cross-border economic activity that makes use of these disparities is
retail. Currency purchasing power disparities, differing government policy, and basic pricing
disparities tend to incentivise cross-border retail in frontier regions - including South Africa.
Anecdotal evidence from field work in Mahikeng and Beitbridge described retail as the
largest cross-border activity, ranging from simple grocery shopping to the livestock trade.
Many of the border zones discussed in this paper, while primarily focused on industrial
development, include large retail and hospitality developments. These are often front-loaded
into the projects, as reliable sources of growth that give the developments an early boost of
success.

Diverse economic structures have remained resilient even in the face of deep integration.
This is most powerfully highlighted by the case of the European market, where despite
complete mobility of labour and capital, borders still form divides between notably different

® Schoeman, M. 2014.fi NeTnar i f f Barri er Regiartal BBsmess Bamiers: Wnpaking i
Economic Potential in Southern Africa. Johannesburg: SAIIA.

"Hansen, N. 1977. AThe economi cGroivth & EHargp, By 2Bt o f
8 Swiss Federal Department of Foreign Affairs, 2013. European Nationals in Switzerland Information
on the Free Movement of Persons 14
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economies. Swiss textile firms in the South of the country still make use of cheaper Italian
labour, which are attracted by the higher wages available across the border. Perhaps the
most striking example of this phenomenon is the border triangle between France-Germany-
Switzerland. The local airport, Basel-Mulhouse - which straddles the border and includes a
French and Swiss side - features significant price differences depending on which side of the
terminal one is in. These economic structures are separated by no more than a few brisk
steps, but remain significantly influenced by their national setting.

Regulatory Avoidance

The flip-side of taking advantage of different economic structures on either side of the
border, is the exploitation of regulatory differences. Firms looking to avoid the costs of labour
and environmental protection may find less demanding rules in a neighbouring country, and
use border hopping to avoid playing by the social standards of their home country. This
effect is reinforced by accountability problems in prosecuting companies that are based in
neighbouring countries, but run operations in the country with weaker legal protection. If left
unchecked, this driver of border growth can be a vehicle for all-out exploitation of workers
and irresponsible destruction of the environment.

Border Development Zones

The potential offered by the unique characteristics of border towns is usually unexploited.
The sequencing problem of underdevelopment inherent to most small towns is at play on the
border: advantages can be extracted only if there is investment that overcomes barriers to
productivity, but this investment tends not to happen because productivity is too low. In the
face of this problem, various countries have experimented with the creation of incentive
programmes aimed specifically at developing border regions.

These O6Border Devel opment Z o angesob policies.r TheBeDcArs , enco
include tariff waivers, special exemptions that facilitate the movement of people (such as the

use of temporary labour programmes or the lifting of visa requirements), or the lifting of

restrictions on foreign capital. Other approaches, notably prevalent in Africa, focus on the

development of transport and customs infrastructure, to ease passage across borders.

Perhaps the most emblematic initiative is the use of border-focused Special Economic

Zones that are either located at the border, or straddle the two sides.

The disparate approach taken to border development reflects the idiosyncrasies of the
regions in question, but also points to the underdeveloped nature of the literature on the
topic. To the bes edgea hosysteneaticastudy bf mtersafiondt approathes
to border development has yet been completed, and no best practise concepts exist in the
field. This is despite an ever-growing number of examples - ranging from the Rio Grande
Valley to the Mekong Delta - that can form useful case studies. The section below explores
some examples of BDZs, and attempts to identify lessons for potentials attempts by South
Africa to develop similar policies.
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Border Development Zone Case Studies

Identifying case studies of Border Development Zones presents two major limitations. First,
there is little centralised information on BDZs. The concept is a loose one, applicable to a
range of initiatives that differ in approach and name from country to country. No resources
exist that compile these disparate initiatives into a single list, and for this reason numerous
possible case studies are likely omitted from the review below. Second, many of the
initiatives are under-researched, notably in China, where more prominent coastal and
provincial-level Special Economic Zones encompass the bulk of the (English language)
research. The necessarily isolated nature of these zones possibly also reduces the likelihood
of research being conducted. This limitation requires that the case studies below make use
of some biased primary information (such as information from governments and zone
developers), and some unusual resources (such as the use of satellite images). Conclusions
on the success of zones are not drawn unless adequate research is available, and in these
cases core information will be presented but not extended.

Mexico-US

Perhaps the most prominent example of border development is along the boundary between

the US and Mexico. The border is lined with a wall of maquiladoras, Mexican-based factories

mostly run by foreign firms targeting the US market. First developed in the 1960s, today the

magquiladoras directly employ over 1,2 million people, and account for approximately 45% of
Mexicobs exports to the Wavd epgl| &8Yyead ea. viThel fpat
industrialisation, but their impact is felt on either side of the border. At one point,

maquiladoras in Ciudad Juarez created 20% of the jobs across the border in El Paso, while

workers from Agua Prieta spend 40% of their wages in Arizona.’

Attempts at border development have a long history in Mexico, which was amongst the first
countries to make use of free trade zones, with the 1933 establishment of the Perimetros
Libres (Free Zones) in the border towns of Tijuana and Ensenada.’® The need for border
development became particularly pressing with the end of the Bracero programme, a
temporary work arrangement that for a long time allowed Mexican labourers to enter the
United States. Originally an emergency wartime measure to recruit enough labour for
weapons production, Bracero was unsustainable in a peacetime United States that, come
the 1960s, had grown increasingly unwelcoming of immigrant labourers. The end of the
programme was counteracted by the 1964 launch of the Programa de Industrializacion
Fronteriza (Border Industrialization Programme, or BIP).

The programme allowed for the duty-free import of raw materials into Mexico, and the
subsequent export of processed goods into the US with limited duties paid only on the value-
added in Mexico. Special certificates were granted that allowed skilled personnel from the
United States, such as engineers and factory management, to work in the Maquila. The
initial programme was limited to a stretch of 20kms all along the border, and restricted to
factories operating in industrial parks developed under an accompanying programme of
infrastructure development, the Programa Nacional Fronterizo.'* Pronaf laid much of the
groundwork for the BIP, by upgrading basic infrastructure (like power and water), transport
linkages (through refurbished road and rail linkages), and establishing industrial parks.*

o https://www.dallasfed.org/assets/documents/research/papers/2011/wpl1107.pdf

®“Hansen, L. 2003. fAThe Or i gi ns Confiercib BxeeriolVdoy53,iNb14. | ndust r
“Hansen, L. 2003. fThe Or i gi ns Confiercib BxterioM¥doy53,iNb1lda. | ndustr
YEricson, A. 1970. AAnN anal ysis of MNMbethlyLabor@Review,or der i r

Vol 93, No 5, pp 33-40.
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Within the first 5 years of the programme 160 new firms located themselves on the border,
employing 17,000 people®®, and growing to 200 firms employing 30,000 people by 1971.*
These initial factories focused on labour-intensive light manufacturing, particularly electronic
components (the focus of about 40% of firms), and textiles (20% of firms).”> This
composition changed rapidly with growing competition from the likes of China and
Bangladesh, and the lifting of import restrictions into the United States with the end of the
Multifiber Agreement in 2005. While very low-cost sectors like textiles went into decline,
investors still favored Mexico for the manufacture of heavier goods (which face substantially
higher transport costs) and sectors that require more robust intellectual property laws. This
has seen increasing production of televisions (
producer), automotives, aviation, and pharmaceuticals.16

While policy was a powerful facilitating agent, the development of maquiladoras was driven
more by the fundamental complementarity of the two economies. Mexico provided low-cost
labour with few regulatory restrictions, while the US provided a booming consumer market.
Wages are already low in Mexico relative to the US, but total labour costs were driven down
by the weak labour and environmental protections offered by Mexican law, and the difficulty
posed in prosecuting foreign firms that disobeyed what laws did exist.

In the maquiladoras, the line between exploitation and opportunity has always been as
porous as the border itself. Particularly during its early stages, the factories were renowned
for exploitative working conditions. Stories abounded of workers handling toxic chemicals
with no protection, or of birth defects resulting from long hours in badly ventilated factories.*’
Reports of outright abuse exist to this day, with one study by Stanford Medical School
reporting that some female employees were #f@Aregu
they are unable to sustain pregnancieso ®o firms

Firms were often shielded from any liability because of their location across the border. Fly-
by-night companies would abandon factories as authorities closed in on exploitative
practices, only to pop-up again under a new name in a new location across the border.
During this early period, the maquiladoras entered popular Mexican imagination as the
epitome of ruthless capitalism and the exploitative relationship with their Northern neighbour.

Conditions have rapidly improved. Improving Mexican regulatory standards and more

capable, less corrupt enforcement agencies have helped stem many of the worst abuses.

This trend was helped by a backlash against foreign companies employing exploitative

practises. The maquiladoras offer a clear example of how powerful border development can

be, particularly for less developed countries on the border of large consumer markets (as is

the case with South Africaébs nei ghbours), but
importance of supporting structures being put in place to protect workers and assure firm

compliance with regulation. This includes capable domestic enforcement agencies, but also

ideally some level of cross-border agreement to facilitate the protection for workers

empl oyed by companies that sit outside their own

2 Ibid.

“Hansen, L. 2003. fThe Ori gi ns Confercib BxterioMdoy53,iNbld. | ndust r
“Ericson, Aandl9yDi.s AAfn Mexi cobs bor Mathly LabodRewetww,r i al i z a't
Vol 93, No 5, pp 33-40.

®Buie, A. 2008. AMeg£l cmbsnilaghbhel bde&mles ResdarclSuccesso,
Bulletin. Denver: Prologis Research Group.

17Sargent,J.&Mat t hews, L. 1999. AExploitation or Choice? EX
Empl oyment i n t hleurnM af®usindssaHthics, \ok18,.No 2, pp 213-227.

BNavarro, S. flnside Mexico's Maqui | adorddnsversitManuf act L
School of Medicine.
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China
China is the most active modern proponent of Border Development Zones, playing host to

15 Border Economic Cooperation Zones (BECZ) ,

neighbours, with four new zones under development, and at least a further five zones run by
neighbouring countries. The bulk of the Chinese zones originated from a 1992 decision by
the State Council, which created the BECZ and granted their host cities Open status,
allowing greater legal scope for the cities to attract foreign investment.*®

This decision was the continuation of a process of opening up that began in 1978 and

hel ped spark Chinaés subsequent boom. Despite

China has always been uneven, concentrated in coastal provinces such as Guangdong and
Jiangsu. During the 1990s, when most of the border zones began operation, trade across

t

|l and borders accounted for ®Wwhiye5%hef BEBZAaO&ad

economic growth rationale, they primarily represent an effort to diversify the geographic
distribution of Chinese growth, as well as having more targeted, regional-specific aims.

The BECZs in the North of the country are an effort to promote the cohesion of the Chinese
state, by spreading development to regions with high concentrations of ethnic minorities. The
Northb s aut on o mo-ustatesr amdy prefentgres with high concentrations of ethnic
minorities, that are granted additional rights of self-governance - received much of the focus
of this set of zones. The Xinjiang Uyghur Autonomous Region received four BECZs
(including Bole and Jeminay), with two of those placed in the Ili Kazakh Autonomous
Prefecture (Tacheng and Yining). Inner Mongolia Autonomous Region received two BECZs,
at Erenhot and Manzhouli. For the Northern BECZs, the zones use regional integration as a

devel opment strategy, | everaging the borderos

attempt to drive integration.

The Southern BECZ6s are seemingly more focused

focused on strengthening connections with the East Asian countries of Vietnam and
Myanmar, while a further five aim to connect with the Northeast Asian economies of North
Korea and Russia. Both sets of countries have important historical linkages to China, as the
ex-communist states united behind the Bamboo Curtain. But most also have important
economic contributions to make: Myanmar and Vietnam offer linkages to the rapidly
developing Mekong Delta productive hubs and the broader East Asia region, while Russia
offers an important market for Chinese goods. North Korean cooperation is primarily political,
but also represents some economic opportunism, as China is left as perhaps the only viable
gateway for trade in goods from the DPRK.

S

C

While the structure of the BECZs differ, at their coretheyshar e si mi |l ar i ncentive
cor e SEZs, t he Nati onal Economic and Technol

development zones differ from those in many other parts of the world in that their primary
drawcards are exemptions from broader national restrictions on foreign investment, capital
movements, and other cornerstones of international business. But the zones still do have
specific incentives, including preferential infrastructure developed in the zones, access to tax
exemptions, dedicated customs facilities and duty waivers, and the availability of land at
discount rates. Close collaboration with the Chinese government is also often regarded as a
major benefit of investment in the zones.

Total development investment in the BECZ is estimated at $2 billion between 1992 and
2008, a relatively small sum but the standards of large infrastructure projects. One study
estimated that this initial i nvest ment has

Y UNESCAP
20 Xianming Yang, Zanxin Wang, Ying Chen, and Fan Yuan
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of the input, industry valued 10 times of the input, and a total export value 32 times of the

inputo, although it

i s

uncl edlr

how

Nevertheless, the success of the BECZs is mixed and contested. While border zones
arguably have achieved their objective of stimulating less developed areas, they lag some

way behind Chinaods

BECZ6s was

Technological Development Zones.

ot her
equi val ent
only 1.3% of the output of the (admittedly much

Speci al

to 15% of

t he

these esti mat
Economic Zones.
Western Dev

larger) National Economic and

The gl obal applicability of Chinads experience
of factors that define the countryds policy env
Zones, these include incredibly rapid growth rates, an extremely strong state, an established
track record of using Special Economi-growh® nes, a
region with large regional trade flows. Nevertheless, Chinese exceptionalism aside, the
country remains the core laboratory for border development zones, and a source of useful
lessons.
Table 1 below |Iists Chinabés core BECZO6s, al | of
Project/Policy Border Country Size (KM/sq)
Hekou Border Economic Cooperation Zone Vietham 4.02
Dongxing Border Economic Cooperation Zone Vietnam 4.07
Pingxiang Border Economic Cooperation Zone Vietnam 7.2
Wanding Border Economic Cooperation Zone Myanmar 5
Ruili Border Economic Cooperation Zone Myanmar 135
Bole Border Economic Cooperation Zone Kazakstan 7.8
Jeminay Border Economic Cooperation Zone Kazakstan 0.105
Tacheng Border Economic Cooperation Zone Kazakstan 6.5
Yining Border Economic Cooperation Zone Kazakstan 30
Heihe Border Economic Cooperation Zone Russia 41.57
Suifenhe Border Economic Cooperation Zone Russia 5
Manzhouli Border Economic Cooperation Zone Russia, Mongolia 6.4
Erenhot Border Economic Cooperation Zone Mongolia 3
Dandong Border Economic Cooperation Zone North Korea 6.3
Hunchun Border Economic Cooperation Zone North Korea, Russia 24
Table 1: Border Economic Cooperation Zones in China
While the BECZ6s form the backbone of Chinabds b
Border Development Zones has evolved since the 1990s. The most notable shift has been a
movement of the zones closer to, and across, the border. In the former case, the Jiegao
Frontier Trade Zone sits directly along the border with Myanmar, allowing it to more easily
facilitate the movement of goods and people. More interesting perhaps is a move to develop
vyang, X., Wang, Z., Chen, Y. -&veNMwestmentahd fAFactors Aff

Performance in Border Economic Zones and Implications for Developing Cross-Border Economic

Zones Between the

Peopl ebs

Republic

of

@ddtern a an d

Mekong Subregion-Phnom Penh Plan for Development Management, Vol 1, No 1. Manila: Asian

Development Bank.
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Cross-Bor der Economic Zones. As part of Chinads ¢
Greater Mekong Subregion (GMS), three of the existing BECZs and SEZs are to be

expanded to cross the border into their neighbouring countries, creating transnational zones

at Hekou - Lao Cai (with Vietnam), Ruili - Muse (with Myanmar), and Mohan - Moding (with

Laos).?? The test case for this type of development is further North, at the Khorgos
International Centre for Boundary Cooperation on the border with Kazakhstan.

China-Vietnam.

Chinads border to Vietnam has a | ong arh@ds cont er
long been stalled by conflict. The Sino-Viethamese war began the year after Deng Xiaoping
began Chinabs process of economic reform, and

throughout the 1980s. When normal relations were finally restored in 1989, thousands of
Vietnamese waded across the Beilun River to trade with the frontier towns along the
Chinese border, a powerful release of the nascent economic potential that had been kept at
bay by war.*

China had a double incentive to develop the border: to revitalise a region held back by war,

and to rebuild economic ties with Vietnam. Perhaps for this reason, the 1992 decision that
created the BECZd&s positioned three zones al o1
Pingxiang, and Dongxing. The Hekou zone is amongst the most prominent, and played host

to 184 firms as of 2008, with total trade volumes of $633 million, based off industry that is

concentrated in logistics and trade services, like export processing and warehousing.?*

Despite the Hekou zone opening in 1993 wi t h the rest of Chinads E
growth has been fairly recent, as the images below dramatically illustrate.

22 1.
Ibid
23Xiaosong,G.&Womack, B. 2000. ABorder Cooperation Between
Asian Survey, Vol 40, No 6, pp 1042-1058.
2 Xianming Yang, Zanxin Wang, Ying Chen, and Fan Yuan
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I‘ Hekou, 2015
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Hekou has long been discussed as a potential location for a Cross-Border Economic
Cooperation Zone. This zone would physically straddle the border, and be jointly developed
by Hekou and Lao Cai, on the Vietnamese side of the border. While a cooperation
agreement has been in place since 2005, recent media reports suggest little progress has
been made on the zone.”

The Pingxiang zone is primarily a logistics hub, consisting of customs clearing agencies and
transport compani es, t hat develop off the cityo
highways and the East-West Zhejiang-Jiangxi railway, and on the presence of heavy freight

commodities like coal and steel. Dongxing is similarly focused on its role as transit point,

particularly for overland freight heading for the ports. The city is an hour away from the

Chinese port city of Fangchenggang, and across the Beibu Gulf from the island of Haikou,

home to another Chinese Free Trade Zone and a major port.

The Vietnam border zones differ from many in this study, in that their focus is
overwhelmingly on trading logistics. While all the zones attempt to facilitate trade, other tend
to be more diversified, particularly in industrial manufacturing. The Vietham zones may have
been restrained by the broad similarity of the Chinese and Vietnamese economies, both of
which feature similar advantages in low-cost manufacturing, and underdeveloped consumer
markets. While Vietnam is touted as a possible future destination for firms seeking to escape
rising wages in China, for the time being it lacks clear complementarity with its larger
neighbour.

China-Myanmar

Myanmar and China have a long history of close relations, but economic ties were hindered

by Myanmarés isolation from international trade
1980s. Myanmar 6s subsequent international i sol a
one of the countr yds few cl ose partners, and all owed fc

economic ties. The border itself remains an area of conflict, as the Northern stretch covers

®Vietnam Breaking News, fAlLao Cai to buiylbd R&r Mary econ
2015. http://www.vietnambreakingnews.com/2015/05/lao-cai-to-build-border-economic-zone-with-

chinas-county/

10
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land claimed by the Kachin Independence Army, a small militant group operating that claims
the area as its own.

Given these limitations, the two BECZs targeting Myanmar, Ruili and Wanding, are only 25

kms apart, concentrated at the most important border crossing for the two countries, at Ruili.

Both zones focus on three broad industries: textiles, light industrial manufacturing (including

refining kerasin wax and some light electrical manufacturing), and agro-processing (including

the processing of tobacco, rice and fruit products); while the wider city plays an important

role in the trade of jad e . Ruiliés contiguous city across the
its own Special Economic Trade Zone.?® While this development is still in progress, the long-

term vision is for the zones in Muse and Ruili to be merged into a cross-border development

zone.

Perhaps the most interesting innovation at Ruili is the Jiegao Frontier Trade Zone. Extremely

little information is available on Jiegao, and the authors were unable to gain a more detailed
understanding of its operations or relationship with Ruili. The zone appears to be an attempt

to experiment with extending the BECZ model . Ge
Depart ment of Trade, calls Jiegao fiYunnands tes
and Southeast Asi ao a nwllinelude Visa-iess snoventemt bf pdoflee z on e
and exception from all customs controls for goods entering the zone, with customs only

involved when goods are imported from the zone.?” Jiegao is an interesting example of a

mid-point between an BDZ situated on a border town, and one that crosses national

boundaries (such as Khorgas, discussed below in the Kazakhstan section). Its location

directly on, but not across the border, may offer some of the benefits of a true transitional

zone, without the complexity of policymaking across borders, and is certainly an area in

need of further research.

S 7

Jiegao, 2013 SANE

9

Chinai- Myanmér Border
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26AsiaBriefing.ﬁ\/lyanmar | mpl ements New Special Economic Zone to Bo
http://www.asiabriefing.com/news/2014/08/myanmar-implements-new-special-economic-zone-boost-

trade-china/

Xi ewei, G. 2007 fiBasic Facts on Various Devel opment
of Chinad conf er en cCARER &mpgam Pglicy arsd ManagerdentaMechanisms for

Economic Development Areas, 22-24 August 2007.
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China-Laos

Laos is curiously missing from Chinese BECZ developments, despite its role in the Greater

Mekong Subregion and development visions like the Golden Triangle. This may be in part

due to the extremely underdevel oped nature of
Autonomous Prefecture, which remains largely rural. Despite this, a small development was
established on the Laos side of the border in 2002, the Golden Boten Special Economic

Zone, a grand title for a project in a particularly small border town.

The zone was established to cater to Chinese tol
simply walk across the border without a visa. The town worked on Beijing time, accepted
only Chinese currency and spoke only Mandarin Chinese. Electricity and telephone lines ran

from China, and electric sock®*®Thecoraa thezoredast o Chi r
a casino which, despite gambling being illegal in Laos, received special dispensation to
operate for Chinese tourists, with he aim of cr

With up to $300 million invested in the project, Boten collapsed spectacularly in 2011.
Amidst reports of rampant crime, including the ransoming of those who got into debt at the
casino, China severed all ties with the zone, cutting off power and phone lines, and leaving
the newly constructed hotels and casinos abandoned.*® The zone may yet be revived, but for
now stands as a testament as to just how wrong a BDZ can go.

China-Kazakhstan

Four BECZs are situated in Kazakhstan: Yining (the administrative capital of the lli Kazakh
Autonomous Prefecture), Bole (a relatively isolated city in the mountainous North, that sits

on the North Xinjiang Railway), Jimenay and Tacheng (two cities on traditional road

crossings into Kazakhstan). But the most interesting zone is the Khorgos International

Centre for Boundary Cooperation. The ICBC connects two Khorgos on either side of the

border - the Chinese city of Korgas, and the Kazakh city of Khorgos. The Chinese side sits

on the Jinghe-Korgas railway, a major rail route across Xinjiang that is also the primary
connection for Yiningbs BECZ, and that connect s
routet hat would extend to Germany on a major tho
Bridge project.

The Khorgos project is particularly interesting because it is a truly cross-border initiative - the

zone physically sits on the border, with 1.85 KM/sq in Kazakhstan, and 3.43 KM/sq in China.

The zone is exempt from visa requirements, allowing residents of either country to stay in

the zone for a period of 30 days. The centre includes the East Gate Special Economic Zone

on the Kazakh side of the border, butthe pr oj ect 6 s ambi ti ons extend w
The Kazak plan for the project (for which information is more readily available) includes the

development of international business centres, convention and sporting facilities,
entertainment complexes such as casinos and theatres, some 20 hotels, and a culture

centre aimed at introducing guests to the national culture of seven Eurasian countries

ranging from Kyrgyzstan to Tajikistan.®

This is all particularly ambitious for a small, isolated border town. The Chinese side of the
border at least benefits from good connectivity to regional hub towns, but road connections

®Treasures of Laos. fAGolden B-avill it vmake@p dgain whithahelp flome n c | o s €
C h i n Ht@:/Greasuresoflaos.blogspot.com/2013/04/golden-boten-city-has-been-closed-down.html

Ron Gluckman. d#ABun g | enttpi/wwwtfdibes.cdmigiolgal/2€1d /080&cOnpanjes-
laos-china-economy-gambling-gangsters-bungle-jungle.html
30
Ibid.
31 Website of the Khorgos International Centre for Boundary Cooperation, http://mcps-khorgos.kz/en
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to the nearest major Kazakh city of Almaty are poor, although plans are in place to improve
these under a large World Bank funded road project. While the Khorgos initiative was only
launched in 2011, and is very much a work in progress, development thus far is reported to
be very unbalanced. As one report describes it:

On the Chinese side of the border, a four-story shopping mall offers Kazakhstani shoppers a
stunning variety of duty-free goodsd from iPhones to auto parts and children's clothes.
Visitors can stay in a well-appointed hotel and enjoy solicitous service at a number of Chinese
banks. It's a far different story on the Kazakhstani side of the free-trade zone, which both
countries hail as indicative of burgeoning cooperation: Chinese tourists can buy some candy
inside a metal shipping container. And that's about it.*

Part of this imbalance is surely down to geography, as well as the fundamental difference in

state capacity between the two countries. But another part points to the unique nature of
Chinabs capacity to devel op s uc c eosdsrbprwtherndse.on o mi ¢
A history of these developments, a particularly strong state, and a close working relationship

between business and government all give China (and states like it) a unique capacity to

make even the most isolated SEZs work. While part of this capacity is likely intrinsic to the

nature of the Chinese state, other aspects are simply developed capacity, gained from

experience, and from facing the types of difficulties encountered by Kazakhstan in the

Khorgos project.

" |
[Khorgos ICBC 2004 l

——

s

emnational

Khorgos ICBC 2013

Khorgos, Kazakstan

Khorgos-International:Centre for\Boundary,Cooperation

Korgas, €hina

China-Mongolia

The BECZ in Erenhot is amongst the most isolated in China. When the zone was developed
in 1993, the city was an isolated town of 8000, best known for an arch of kissing Sarupods at
the entrance to town. The city nevertheless plays an important role in the Trans-Mongolian

¥pavid Trilli ng. 2014. AOn China -Kaad&k hddamead Bor der L
http://www.eurasianet.org/node/69856
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Railway, as a change-over point between the different rail gauges between China and
Mongolia, and forms the primary trade route between Beijing and Ulan Bator. More than
80% of Mongoliads total tr-&Zdmyn-YudBosle gate?hr ough t he

The Erenhot zone is coupled with a Mongolian-run zone on the other side of the border, the
Zamyn-Uud Free Economic Zone. Zaymn-Uud is a small town of 9000 people (although this
still places it amongst the 25 largest cities in Mongolia), but is directly contiguous to Erenhot,
with 8kms separating the centre of each town. Much of the development planned under the
Zamyn-Uud zone is focused on building basic infrastructure for the town, including power
lines, water facilities and internet connectivity. The zone itself covers 9 km/sq and sits on
three pillars: tourism (including hotels, entertainment facilities and restaurants), Commerce
(including conference centres, banking facilities and some light processing factories), and
industry (covering a ran g e of sector s, including nfnaudi o alt
appliances, electronic goods, textiles, clothing

Erenhot 2002

: ‘Erenhot

Googleearth

srizie (= Ghnk | Bje]iez [€)le)z =4

33YansanjavOchirsukh.2009. fiDevel opment and Management of the Za
Z o n éttp://www.slideshare.net/Ochiro/wwb-zamiin-uud-free-economic-zone-project-presentation-
julo9

34 2009 CAREC presentation
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Google earth

inizie)= 1(516He

Border developments in Mongolia seem patrticularly challenging, as the country remains
sparsely populated, and largely undeveloped. A recent commodities boom around Ulan
Bator has reinforced the logic of the zones, but this boom was not at all evident upon the
opening of the zone in 1993. It is hard to conceive of Erenhot or Zamyn-Uud being much
more than transit centres for trade between the two countries.

Beyond Erenhot, Mongolia is also served by the Manzhouli (or Manchuria) Border Economic
CooperationZone, which is defRursishead isecttheonfiChi na

China-North Korea

As one of the few countries that maintain a good relationship with the Hermit Kingdom,

China accounts for 87% ofTHeorbDRRIKbOy eddst tertml bd
Chinaisi t s primarily connecting point to the worl d,
and Hunchun. Dandong sits on Korea Bay, at the northern end of the East China Sea, and is

North Koreabs nearest port <city outB&CZdsesettohe r es't
be linked to the DPRK by a recently completed bridge project, stretching 3kms over the Yalu

river from Dandong to Sinuiju, and costing China over $350 million. The bridge is vital to the

viability of the Dandong zone, but is currently hindered by a lack of connections on the North

Korean side. Even the Chinese state-run newspaper, the Global Times, which initially
claimed the bridge woul d # g r°deweenythe wo cosrtriese x ¢ han g
bl amed the bridgeods rnh&oreny fillire  puldnfacititigs o the ofinéd o

si de. o

The DPRK itself has plans to establish Special Economic Zones at Hwanggumpyong and
Wihwa, two islands that sit at the point at which the Yalu River, which forms the border
between China and North Korea, meets the East China Sea. The islands sit just outside
Dandong, and on a sea route that connects them to the port towns that serve Pyongyang.

% Trademap

®¥Global Times. 2013. ANDPRRRBriTdgdedo Boost China
http://www.globaltimes.cn/content/817714.shtml

Gl obal Ti nBersi.d e 1Gv. e rit T hitp:Uvbrw gldbaltiMad ce/comient/905636.shtml
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There are mixed reports on what industries the zones aim to focus on, with one source
claiming a sectoralf ocus on the Ainformation, touri

s m

and
' ight manufacturingodo sectors, as well as fAmar.i

n €

car audi oo ; and another putting the industry f

consumer electronics, modern and efficient agriculture, culture, creativity and even financial
38 Y
serviceso.

The island zones could prove an interesting development, offering an area of foreign
concession in an otherwise completely closed off country. However, not surprisingly with
North Korea, they have been hindered by politics. The point person and primary driving force
for the project was Jang Song-taek, who was widely believed to be second in command to
Kim-Jong Il, and amongst the few voices in the DPRK calling for incremental economic
reform. Jang subsequently fell out of favour with Kim Jong-un, and was purged from his
position, executed, and expunged from official North Korean government's records. His
death leaves the island projects without a backer in the North Korean regime, and renders
their future uncertain.

Beyond Dandong, Mongolia is also served by the Hunchun Border Economic Cooperation
Zone, which is de<Rursishad isrectthenidChi na
China-Russia

Trade with Russia is a completely different proposition to those of the smaller North-Asian
states described above. Russia and China have a long and complicated history, with deep

economic ties. China is Russiadbs | argest tra
0 km

export market. Ther e are four BECZ6s along the 438

Suifenhe and Heihe sit at opposite ends of the border, Suifenhe at the southern end near the
South China Sea, and Hiehe in the far North. Suifenhe is widely considered the core focal
point of Sino-Russian trade, and in the 1990s was one of only two rail crossings at the
border (with the other at Manzhouli). The city connects the cross-country Harbin-Suifenhe
railway with the Russian Far East Railway, while also tying into the flow of freight through
ports on the Sea of Japan. The Suifenhe BECZ is largely focused on the rail linkage and the
accompanying logistics operations, but also features some light manufacturing targeting the
Russian market, particularly in textiles.

Cooperation at Suifenhe has extended beyond the BECZ, particularly with the creation of the
Suifenhe Sino-Russian Trade Zone, a zone at the border that allows visa-free travel, in
particular targeting cross-border retail. The zone will be divided into six components, namely
file Heilongjiang Import and Export Processing Industrial Area, the Comprehensive Bonded
Area, the International Logistics Industry Area, the Imported Chemicals Industry Area,the
Emerging Industry Demonstration Area, and the Imported Timber Reserve, Processing and
Trade Area as well as the Border Economi@®
More interesting, however, is the introduction of roubles in the town, which now have equal
status alongside the Yuan in both retail transactions and financial services. The move is
primarily to counteract the illegal currency trade in the city, but could nevertheless act as an
experiment in deeper cooperation at the border.*°

The Heihe zone is partnered with the Russian city of Blagoveshchensk, just across the Amur
River. But the more interesting set of examples of BECZs on the Russian border are the

#¥38 NoChhnpas Embrace of North Korea: The

| sl and Economi cary2012.étd:/38ndrt8.orgP@ bop/yp021712/

¥Zhou Hui ying. 2013. ASuifehne Becoming Key Tr
http://www.chinadaily.com.cn/china/2013-12/06/content_17160622.htm

“HcCchinese Border Cit y Gi ves Grhépr.comibugihess/china-rubles e

currency-suifenhe-905/

16

di

ng
b «

Coope

Cur i

ade

of

O U ¢

Lir

Ruk


http://38north.org/2012/02/hgp021712/
http://www.chinadaily.com.cn/china/2013-12/06/content_17160622.htm
http://rt.com/business/china-ruble-currency-suifenhe-905/
http://rt.com/business/china-ruble-currency-suifenhe-905/

Working Draft i Please Do not Cite

Manzhouli and Hunchun zones. Both sit on the meeting point of three borders, with China

and Russia connecting to Mongolia at Manzhouli and North Korea at Hunchun. In both

cases, the zones pair these smaller, |l ess develc
economies, in an attempt to catalyse the development potential of the three-way meeting

point.

Manzhouli is the busiest land crossing between Russia and China, and accounts for the
majority of land-based trade between China and Eastern Europe. The potential of its
proximity to Mongolia is limited by the lack of a well developed land connection to China,

with the major route passing through Russia. Hunchun sits at the junction point of North
Koreads two most i mp e China antl Russiaa dnid is @fterpusadtanae r s
waypoint for trade between the DPRK and Russia, particularly to Russian port towns on the

Sea of Japan.

East Asia

Beyond China, the broader East Asian region has taken up the idea of Border Development

Zones, albeit to a more limited extent. Many of the examples on display are nevertheless of

particular interest, since they often target regions that are very underdeveloped. In the Riau

island initiative discussed below, Indonesia launched a zone to develop an island that had a

total employed workforce of only 11,000 people, based primarily onthe i sl anddés str e
position on the border with Singapore. BDZs in these settings offer important lessons given

the widespread underdevel opment along South Afri

Vietham-Laos-Cambodia

Vietnam shares aspects of Cyashifhavay frenceocentratyi- ¢  hi st
planned economy using a limited plan of progressive liberalisation, often in a few key

|l ocations. Vietnambés Doi Mo i reforms began in 1€
China-esque SEZs and free trade zones. Opinions are mixed on the SEZs, with proponents
pointing to the countryés rapid recent devel opn
success is more a reflection of the nascent economic potential of the country after reforms

than the result of the SEZs, which remain uncompetitive.**

One of the core initiatives aimed at reintegrating Vietnam into the regional economy was the

creation of the Lao Bao Special Economic and Commercial Zone. Launched in the early

2000s, Lao Bao sits in Quang Tri province in Viet namés Centr al region, or
Dansavanh in Laos. The Central region is largely rural, with 80% of the workforce employed

in the agricultural sector, and 85% of the population living in rural areas.** Value-added
production remains a small butgr owi ng part of the regionbés econ
34t h of 62 provinces in the Vietnam Chamber 0
Competitiveness Index.”® The region does, however, sit on a major logistics corridor, with rail

and road networks that link the region to major ports in the East and onward to Laos,

Thailand, and Myanmar in the West.

The project is divided into five zones, as illustrated in Table 2 below.

Zone Size (HA) Activities
Industrial, Trading and Services Zone {100 Trading, storage, convention centre
“ivietnam Still Dreams of Speci al Economic Zoneso 201

http://english.vietnamnet.vn/fms/business/97982/vietham-still-dreams-of-special-economic-zones.html
*2Mai Van Xuan, Bui Thi Tam. (2011). The economic impact of Lao Bao special economic and
commercial zone: A preliminary evaluation. 2.

*3 Ibid 6.
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North-West Industrial Zone 27 Manufacturing, in the food & beverage,
automobile, electronics, and furniture sectors.

Cultural Park 27 Hos_pl_tgllty, entertainment, recreation,
exhibition

International Border Gate 30 Customs port, storage facilities, duty-free
shopping centre

Ecotourism Zones 85 Ecotourism, recreation, convention

Table 2: Component Areas of the Lao Bao Special Economic and Commercial Zone.

The zone offers discounted rental rates and concessions on foreign ownership of land, a
reduced corporate tax rate of between 100% and 50%, discount development finance from
the Vietnam Bank for Investment and Development, and financial support for infrastructure
development and marketing. Between 2002 and 2009, the zone attracted 50 projects, at a
total capital investment of VND 3,670 billion (around $168 million). As of a review in 2007,
China and Thailand were the only foreign investors in the project, while the vast majority of
investment (almost 69%) was from domestic sources.

While much of the success of Lao Bao can be attributed to its location in a booming

Vietnamese economy with deep fundament al econom
the border st i | | seems to matter. A 2007 survey of
was regarded as an important factor by 80% of ir

and fAFavorabl e 1 nves t*oe thd flipBidelofithe sams survey,tthe Ak . 2 %.
of skilled labour was regarded as the greatest challenge, with 68% regarding it as difficult.

The skills shortage nevertheless points to one of the mast interesting factors of the zone: its

focus on skills development. The zone features extensive on-the-job training or short-term
courses prior to work, as well as having links to various vocational training schools. After an

initial period of slumping exports (possibly because business shifted to the development of

the zone), Quang Tri province saw exports surge after 2004, more than quadrupling in a

year.

4 Ibid 12.
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