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China’s FEZ as example of free entrepreneurship creation basis in small towns
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Abstract. The article examines author’s point of view concerning free economic zones as an instrument for stimulating the innovative activity of enterprises. The purpose of the article is to analyze the Chinese zones success factors and the possibility of applying this experience to the Primorsky Krai development. The relevance of this topic for Russian researchers is conditioned by the territories of advanced development and the Free Port of Vladivostok creation in Primorsky Krai.
Based on foreign experience, we can say with sureness that the free economic zones creation in the country can become economy key factor development and the most important forces supporting the innovative production development in the country. As successful example China was chosen for certain reasons. Everyone knows the China's special economic zones experience, which pushed the backward big country into a number of advanced powers, if not in terms of quality, then in terms of quantity.

Of course, there is still a lot of work for economists in this field. In this article, the author showed how effectively to stimulate the enterprises innovative activity correctly using such a tool as free economic zones. But we still have to find ways to make real use of this experience. 
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Historically, the FEZ initial feature is a special regime of customs taxation. The Free Economic Zone definition is collective and conditional. Due to the UN Transnational Corporations Center, at the moment there are more than 30 different definitions [1].

The International Convention on the Simplification and Harmonization of Customs Procedures established the concept of SEZs as part of the country’s territory where goods are treated as objects outside the national customs territory and therefore are not subject to normal customs control and taxation (Kyoto, May 1973) [2].
Although the economic zone of any type is a special territorial-administrative or territorial-administrative entity, many world countries use completely different zone names. For example, in addition to the term «Free Economic Zone» in Russia, there are also «Special Economic Zone», «Free Customs Zone», etc. In a broad sense, the definition of SEZ was proposed by Moscow economists, TP. Danka and Z.M. Okrut: «The SEZ is understood as the state (states) sovereign territory, which is an integral part of the countrys’ economic complex where production and distribution of the social product is provided to achieve a specific and specific national integrated, corporate goal, using special mechanisms for regulating socio-economic production and distribution relations capable of to diffuse expansion of its boundaries» [3]. Special economic zones, as one of the varieties of territories with a special legal status, are studied in the works of such Russian and foreign scientists as Vardomsky L.A. [4], Danko T.P. [3], Zimenkov R.I. [5], Okunt Z.M., [3], Fen H.J. [7], Tsu Ya.M. [8] etc. 

The purpose of the article is to analyze the Chinese zones success factors and the possibility of applying this experience to the Primorsky Krai development. The relevance of this topic for Russian researchers is conditioned by the territories of advanced development and the Free Port of Vladivostok creation in Primorsky Krai.

In a generalized form, the creation of FEZ is aimed at achieving such goals as:

- advanced technologies attraction, in relation to national;

- economy activation by attracting foreign capital;

- foreign exchange assets receipt, and, thus, foreign exchange reserves growth;

- domestic consumer market saturation;

- increasing the population level of employment and the workforce qualification;

- modern market infrastructure creation;

- accelerated development of depressed areas;

- world experience acquisition in the field of economic management, international entrepreneurship [9].
The type of zones choice for specific territories is affected not only by general, but also by local factors. So, for transport, foreign trade zones, there is a need for a large transport hub. They, as a rule, are located in seaside cities, which have seaports, railways, and airports. These same conditions are desirable for placing trading, banking and other areas. To create zones such as technoparks and technopolises, a well-developed research and production base and a skilled workforce are needed. The tourist and recreational zones organization requires the presence of cultural and historical centers, attractive landscapes for tourism, developed infrastructure. The organization of complex Special Economic Zones (SEZ) implies an enclave or island location of the territory, as was noted in the draft Federal Law «On Free Economic Zones in the Russian Federation», which is related to the problems discussed below [10]. Taking into account the tasks set during the particular zone formation, corresponding requirements are also made for its placement. 
China started to create special economic zones in the late 1970s. In this case, the experience of other Asia countries and territories - such as Singapore, Hong Kong, Macau, Taiwan, Malaysia, Indonesia and others - was used.

Free economic zones in China have a number of distinctive features inherent only to this state. It should be understood that initially the creation of FEZ in China was hampered by a number of harmful factors, to some extent peculiar to the modern Russian Federation: instability of economic development, problems with infrastructure, lack of a unified regulatory framework. In this regard, it is appropriate to pay special attention how the Chinese government stopped the influence of these factors on the free economic zones efficiency [7].

The development of China's free economic zone was favorably influenced by objective factors: cheapness and excess labor; favorable geographical position (access to the sea, availability of ports), proximity of Hong Kong, Macau and Taiwan. Also, the subjective reasons that contributed to the development of SEZ: the policy of reform and openness, taken since 1978; legal guarantees for foreign capital; economic benefits; the inflow of resources from the whole country for the development of zones. The foreign capital inflow in many ways has become a source of rapid economic growth of the PRC due to a significant trade expansion with foreign partners. More than 500 thousand enterprises with the participation of foreign capital are registered in China. The share of industrial production attributable to companies with foreign capital increased from 2.3% in 1990 to a peak of 35.9% in 2003. In 2016, companies with foreign capital accounted for 47.3% of the volume of foreign trade and 44.8% of imports. It is especially worth noting that Chinese enterprises with foreign capital are leading in the export of high-tech products. In turn, the creation of special economic zones contributed to China's economic growth [12]. 

Table 1 – Success key factors of Chinese SEZ (FEZ)
	
	

	Government measures
	The measures to ensure the smooth functioning of free economic zones attract attention. The government initially thought out a long-term strategy for the step-by-step development of the FEZ, characterized by flexibility and focus on possible changes in operating conditions

	Policy goals and priorities conformity
	Stimulating the high-tech industries development and the consumer goods production, the focus on exports. In accordance with these objectives, tax advantages were provided to investors. The most attractive for investors were the  technical and economic development zones, where, along with the ready infrastructure, the most favorable conditions for the activities implementation were provided.

	Capital investment issue regulation
	The territory of the Chinese SEZ clearly regulates the capital investment issue, depending on the special economic zone type or activities within the FEZ itself. The investor clearly knows the terms he will have to work, for example, what is the nature of the customs benefits, the term and cost of renting the land, the amount of tax relief.

	Infrastructure preparation support
	Chinese government has provided significant support in the preparation of infrastructure for the depositors’ activities. The forms of financing choice also differed in the orientation towards the implementation of a long-term development strategy, for example, state banks provided concessional loans for a period of up to 10 years, and also invested the investments of "Huangqiao emigrants" (Chinese living outside the PRC).

	Management system
	The management system in the zones themselves is built on both the internal and the macroeconomic level. It is noteworthy that all administration is aimed at solving the main problem - to create the most convenient tools for depositors to solve emerging issues. The financing forms choice also differed in the orientation towards a long-term development strategy implementation, for example, state banks provided preferential loans for up to 10 years.


*compiled by the author

Thus, already 10 years after the first FEZ creation in the territory of the PRC, large-scale economic projects were implemented, during which the territory of the FEZ turned into efficiently functioning export-production complexes. Free economic zones benefit is confirmed by the fact that about half of the country's foreign trade turnover is currently passing through the FEZ, and in total for the period from 1980 to 2016, nearly $ 20 billion was raised in the Chinese SEZ. To assess the China’s free economic zone prospects, it is enough to look at the data on the turnover of Chinese SEZs for 2016 [13]. 
The main Chinese FEZ features are intensive economy development, the basis of which is the following market regulation principles; reliance on foreign capital; the main priority is the development of industry, an increase in exports, a broad attraction of imported raw materials and technologies; development in various national spaces; active interaction of FEZ with the country’ rest; the tax system is differentiated according to the regional features of the FEZ.

By 2016, China's share in world exports was already 12.3%. During the 1985-2017 periods, the direct investments inflow into China has grown from 2 to 127 billion US dollars a year. The competitiveness of China's production continues to increase. As of 2012, China is already ahead of many leading countries in terms of industrial production. One of the most important results of free economic zones functioning is the employment problem solution. As of 2015, unemployment in China was 4.2%, compared with the United States, where unemployment in 2015 was at 5.2% [14]. Rapid rates in recent years, wages in China are growing. Thus, the special economic zones played for the country not only the role of rapid development instrument of China's economy, but also significantly affected the living standards of the Chinese population.

An analysis of the selected factors dynamics allows us to conclude that the most important result of the special zones creation is the problem of employment solution, the development of regions, economic growth, the growth of the human resources index.

Based on the results of the study, the following conclusions can be drawn. The success of Chinese FEZ as a tool for maintaining innovative production lies in the very specifics of Chinese FEZ [8].

For today in Russia macro regulation is in a chaotic condition. There are no clear explanations in federal laws regarding the legal status of free economic zones. There is no necessary environment for the development of the SEZ. Consequently, the Russian government first of all needs to prepare a special law for the SEZ, which will help spread this phenomenon throughout the country.

For Russia, in order to draw up a long-term strategy for the FEZ development, it is necessary ​​to make the SEZ an important driving force in the Russian economic system transition process to the stage of a mature market economy – this will require changing the economic and political influences of the former central administrative system; make the SEZ an important channel for enhancing openness to the outside world; make the SEZ an important channel for attracting foreign capital, advanced technology and modern management; make the SEZ an important channel for strengthening the complex state power of Russia, and it is desirable to start this process from the Far East, and then extend it to the whole country, thereby making a uniform development of the Russian economy; with the FEZ help fully identify the advantages of Russia in natural resources to make the SEZ a channel for replacing Russia's shortcomings in household appliances and light industry; make FEZ the base for an experiment on drafting and improving laws and regulations on foreign economic activity, maintaining stability and continuity in conducting foreign economic policy; on the SEZ basis to strengthen political and economic cooperation with neighboring countries, to develop mutually beneficial relations.
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