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Previous research has established the position of Special Economic Zones (SEZs) as a global
tool for regional development, but their suitability in the EU context has not previously been
examined from the perspective of Eastern Finland. This Master's thesis contributes to the debate
by examining how SEZs could strengthen the vitality of Eastern Finland in the midst of the ongoing
economic crisis triggered by the closure of the Russian border. The research draws on
international SEZ models (Poland, Czech Republic, Ireland, China, Italy) to propose an EU-
compatible framework tailored to the structural challenges of the region.

Key concepts are special economic zones, regional resilience and EU state aid compatibility. The
analysis is set in the Finnish multi-level governance, where national policy meets EU regulation
and local needs. The empirical material consists of policy documents, economic reports and
international case studies (n = 85), which were analysed using qualitative comparative policy
analysis and summative content analysis, supplemented by thematic coding.

The results show that only 28% of Finnish regional development documents for 2022-2025
explicitly mention SEZs, and most frame them as potential crisis measures. The analysis identified
six key dimensions of SEZ applicability: legal feasibility within the framework of the GBER,
infrastructure and logistics readiness, RDI and knowledge networks, sector-specific smart
specialization, administrative agility, and stakeholder coordination. The Polish and Italian models
show that qualitative criteria (e.g. RDI intensity, green compatibility) and digital one-stop-shop
administration significantly improve the SEZ impact. The Shenzhen model emphasizes
innovation-led growth, but its transferability to the EU is limited.

The proposed SEZ model for Eastern Finland combines GBER-compatible incentives (art. 14,
25-30, 36-52), multimodal logistics hubs (TEN-T policy) and tripartite governance (municipalities,
companies, employee organisations). It prioritises bioeconomy, low-carbon energy and
sustainable tourism, utilising the region's strengths (universities, forest industry clusters).
Difference-in-differences impact modelling is recommended for monitoring results (employment,
FDI, carbon footprint).

The study concludes that SEZs are not a universal solution, but a strategic crisis response when
embedded in EU legislation, local strengths and adaptive governance. It highlights the tension
between economic urgency and regulatory constraints, underlining that institutional agility and
stakeholder trust are as critical as fiscal incentives.

This study contributes to regional policy theory by contextualizing the viability of SEZs in crisis-
ridden, peripheral regions in the EU. It opens up future research opportunities, such as
longitudinal impact studies, comparative Nordic SEZ analysis and local stakeholder attitude
surveys. In an era of geopolitical upheaval and green transition, the results provide an actionable
blueprint for the revitalization of Eastern Finland and a model for other EU border regions in need.

Keywords: Special Economic Zones (SEZ), Eastern Finland, Economic crisis, EU state aid
(GBER), Smart specialization, Regional resilience
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USE OF AI IN THESIS

I have utilised Al tools in my thesis:

O No

Yes

I used only one Al tool throughout the process: Grok, an artificial intelligence
developed by xAlI (version: Grok 3, available from September 2023, a continuously
updated model without a specific version number, as it is real-time and iterative). Grok
was used via a web-based interface (grok.com), and no other Al applications such as

ChatGPT, Claude or Midjourney were utilized.

The use of the Al tool (Grok) was intended to support the research process as an
effective aid, especially in generating ideas, outlining the structure and checking
background information, without replacing my own critical thinking or creative input.
More specifically, Grok helped:

- In generating ideas and structure: It suggested the structures of the sections (e.g.
theory and comparison sections) based on the instructions I gave, which
accelerated the design phase. For example, it helped to structure the comparison
and application of international models to Eastern Finland.

- In clarifying concepts and checking background information: Grok helped to
clarify economic theories (e.g. agglomeration theory) and to find new sources
(e.g. through web searches), which expanded the literature review and ensured
that my analysis was based on up-to-date information.

- In searching for sources and content: It suggested relevant academic sources
(e.g. Farole & Akinci, 2011) and helped update the reference list to APA format,

which improved the academic quality and efficiency of the work.

Grok did not generate the final text, analyses or conclusions, these are entirely my own
production, based on my own critical review and analysis of sources. The use of Al

followed ethical principles such as transparency and accountability, and did not replace



my own creative input or vision of the kind of work I wanted to create. In the process,
Al sped up the research by about 20-30%, allowing time for deeper analysis and critical

evaluation of sources.

The Al tool was used in the following stages and chapters during the research process

(the entire work is built iteratively, so the use was distributed):

Design and structure stage (the entire process): Grok helped to brainstorm the structures
of the chapters (e.g. Chapter 2: Theory, Chapter 5: Comparison) and suggested titles,

which accelerated the structuring of the work from start to finish.

Chapter 2 (Literature review and theory): Used to search for and summarize sources
(e.g. SEZ types and theoretical justifications), and to refine drafts (e.g. subchapters 2.2—
2.6).

Chapter 5 (Comparison with international models): Grok helped to structure the country

examples (Poland, Czech Republic, etc.) and to outline the application section (5.7).

Chapter 6 (Recommended SEZ model for Eastern Finland): Used to brainstorm the
application section (e.g. 6.1-6.5) and review EU rules, as well as update the

bibliography.

Final chapter 7 (Conclusions and recommendations): Grok helped to summarize the

conclusions and scenarios (7.1-7.3), and outline the limitations (7.4).

General steps: Updating the bibliography (e.g. correcting APA format), suggesting titles
(e.g. the title of the entire paper), and language checking (e.g. polishing the Finnish-

language paragraphs). Al did not affect the empirical data or my original analyses.

I acknowledge that I am fully responsible for the entire content of my thesis, including
the parts generated by Al, and accept accountability for any violations of ethical

standards in publications.



1. INTRODUCTION

I have grown up and lived my entire life in Eastern Finland, witnessing both the boom of
cross-border trade, when trade with Russia boosted local economies, and the current
recession following the border closure. Eastern and South-Eastern Finland are
particularly vulnerable to external shocks, such as the COVID-19 pandemic and the
Russia-Ukraine war, which have halted cross-border trade, reduced investment and
accelerated population loss (Ministry of Economic Affairs and Employment, 2022;
Statistics Finland, 2025). News reports describe the region as “in the midst of trouble”,
with rising unemployment, low economic confidence and weak growth forecasts for
2025, especially in South-Eastern Finland. This weak economic situation highlights the
societal relevance and topicality of my research: a special economic zone (SEZ) could
provide a solution to restore the region's vitality, while responding to national challenges

such as slowing growth and intensifying international competition (OECD, 2022).

Special economic zones are defined as geographically delimited areas where governments
offer targeted economic incentives, such as tax exemptions, customs reductions and
streamlined administrative procedures (Farole & Akinci, 2011; Zeng, 2016). While EU
state aid rules restrict the use of tax incentives, the regional aid map allows the
development of SEZ models within the framework of competition law (European
Commission, 2022). The need for targeted measures in Eastern Finland has been
recognised (European Commission, 2023), but local stakeholders emphasise job creation
and community cohesion, while national actors focus on international competitiveness
and foreign investment (Moberg, 2017; OECD, 2019). This contradiction highlights the

need for a comparative analysis of the opportunities and risks of SEZ models.

International experiences, such as Poland’s investment-led SEZs and Ireland’s Shannon
Free Zone, offer valuable lessons, although they are not directly transferable (World
Bank, 2017; Shannon Group, 2023). This work explores how SEZs could respond to the
economic and social challenges of Eastern Finland, drawing on lessons from international

models and taking into account EU regulatory constraints. The aim is to develop a



practical model that supports regional vitality and national competitiveness in a weak

economic environment.

1.2 Research problem and objectives

The purpose of this thesis is to investigate how the establishment of a Special Economic
Zone (SEZ) is envisioned as a means of economic development in Eastern Finland. The
study focuses on the necessity and potential of a Special Economic Zone (SEZ) in
Eastern Finland in the context of border closures caused by the COVID-19 pandemic
and the war in Ukraine, comparing international SEZ examples (Poland, Czech
Republic, Italy, China, Ireland) with the situation in Eastern Finland. The qualitative
approach was chosen because it allows for a deep understanding of the complex
economic, political and security-related phenomena examined by the research questions:
(1) How have the Russian border closures affected the economy and security of Eastern
Finland? (2) What success factors and challenges can be identified from international
SEZ cases? (3) How can these lessons be applied to the regional development of Eastern

Finland?

In addition, the thesis will examine international SEZ models, such as those in Poland,
Italy, and Ireland, analysing the mechanisms, incentives, and outcomes of these zones to
assess their potential applicability to Eastern Finland. By combining local analysis with
international comparisons, the research aims to produce practically relevant insights that

can guide decision-making and support the economic recovery of Eastern Finland.



2. LITERATURE REVIEW

Special Economic Zones (SEZs) have emerged as a key tool for promoting regional
economic development and attracting investment around the world, and there are many
examples of this, prioritizing different areas. The basic idea of SEZs is to create
geographically delimited areas where companies are offered special economic and
administrative benefits, such as tax exemptions, customs benefits and simplified
regulatory practices. This enables companies to have a more attractive operating
environment, which in turn creates new jobs, increases investment and strengthens the

region's competitiveness in international markets.

As mentioned, the objectives and structures of SEZs can vary from country to country
and region to region, depending on their needs. In developing countries, SEZs are often
designed to promote industrialization and export-led growth, while in developed
countries, such as Finland, they can serve as instruments for leveling regional disparities
and strengthening economic vitality. For example, Poland has made significant use of
SEZs as a tool for regional development, but the results have varied across regions,

highlighting the importance of local circumstances.

The effectiveness of SEZs also depends not only on economic incentives, but also on their
administrative structure, infrastructure and regulatory compatibility. For example, EU
state aid regulations impose restrictions on the design and implementation of SEZs in

Member States, which must be taken into account especially in a country like Finland.

This literature review examines international SEZ models and their applicability to the
Eastern Finnish context. In particular, it focuses on how SEZs have been designed in
different countries, what kind of incentives they offer, how they are managed and what
kind of results they have achieved. This aims to form a reasoned comparison that supports

research questions about the possibilities and limitations of the Eastern Finnish SEZ.



2.1. General features and objectives of SEZs

A Special Economic Zone (SEZ) can be defined as a geographically delimited area where
companies are offered special economic and administrative benefits. The basic idea of
SEZs is to create a favorably operating environment that deviates from the national
regulatory and tax system in order to make the area attractive for investment and promote
economic growth. Typical features of SEZs include economic incentives, simplified
licensing and administrative procedures with reduced bureaucracy, targeted infrastructure
investments, and a special administrative organization. Through economic incentives
such as tax exemptions, customs benefits, and various financial or investment credits,
SEZs can attract domestic and foreign investors and support local economic growth,
thereby improving the development of the country as a whole. The Shenzhen SEZ in
China is an often-cited example, where significant tax incentives in the 1980s laid the

foundation for the region’s rapid industrial and economic development (Zeng, 2015).

Simplified licensing and administrative processes are another key feature. In SEZs,
setting up businesses, applying for permits, and managing a business is often faster and
more flexible than in other domestic regulations, reducing bureaucracy and lowering the
costs for a start-up (Zeng, 2015; World Bank, 2017). In addition, SEZs invest significantly
in infrastructure, such as ports, road networks, energy, and telecommunications
connections. These investments improve logistics, support production efficiency, and
make the area more attractive for investment (UNCTAD, 2019; OECD, 2018). Most
SEZs also have a separate administrative body or agency that coordinates the licensing
and supervision processes. This administrative structure enables faster decision-making
and more efficient resource allocation, which increases the operational capacity and

attractiveness of SEZs (Farole & Akinci, 2011).

The objectives of SEZs are diverse and often combine economic, social, and political
goals. Key objectives include supporting regional development, creating jobs, attracting
investment, and promoting export-led economic growth. SEZs can act as engines of

economic growth in areas where traditional markets are not sufficiently developed, thus



leveling out regional disparities. For example, SEZs in India are designed to support the
economic development of developing regions and create employment opportunities for
local residents (Aggarwal, 2012). Job creation is often one of the key objectives, as SEZs
provide a large number of industrial and service jobs, which can reduce unemployment

and improve the socio-economic situation of the region (Farole, 2011).

Attracting investment is also an essential objective. Providing a predictable and favorable
operating environment makes SEZs attractive to both domestic and foreign investors
(Zeng, 2015; World Bank, 2017). In many developing countries, SEZs are specifically
designed to support the growth of export industries, which increases foreign exchange
inflows and improves the country’s trade balance (UNCTAD, 2019). However, it is
important to note that the effectiveness of SEZs depends not only on economic incentives,
but also on their integration into national policies, regulatory environments, and local
circumstances. For example, in European Union Member States, the design of SEZs is
constrained by EU state aid rules, which poses challenges for the implementation of tax

incentives (European Commission, 2022).

Overall, SEZs represent a strategic tool through which governments seek to combine
economic, social, and infrastructural measures to promote regional development,
employment, and investment growth. However, their impact always depends on the local

context, administrative efficiency, and national policy support.

2.2. Types and classification of SEZs in theoretical perspective

The theoretical classification of Special Economic Zones (SEZs) for the master’s thesis
provides a structured understanding of their diversity, allowing for analytical
differentiation based on size, function, location and economic orientation. In conceptual
frameworks, SEZs are not just holistic structures, but are classified to reflect varying
policy objectives and operational mechanisms (FIAS, 2008; World Bank, 2008). Such a

division facilitates comparative analysis and policy planning by highlighting how



different types respond to specific economic challenges, such as trade promotion or
industrial clustering. Theoretically, the classifications are based on economic models that
emphasize optimal resource allocation and institutional flexibility, which allows SEZs to
adapt to different development contexts without a universal model, such as Eastern

Finland (UNCTAD, 2019).

One basic classification divides SEZs into seven main types based on their size and
objectives (World Bank, 2008). Free Trade Zones (FTZs) are typically small-scale areas
that focus on trade logistics, with an emphasis on warehousing, repackaging, and transit
without significant manufacturing. Theoretically, these zones support trade theory, where
they act as nodes in global value chains, reducing transaction costs and promoting
international specialization (Ricardo, 1817; Krugman, 1991). Export Processing Zones
(EPZs) prioritize manufacturing for export, often with strict regulations that restrict sales
to domestic markets to prevent leakage. This type is based on structural transformation
theory, where they catalyze the shift from agriculture to manufacturing by creating

isolated environments in which export-oriented strategies can be tested (Lin, 2012).

Hybrid EPZs combine export orientation with limited domestic access, allowing for
greater flexibility. Theoretically, this type emphasizes dynamic institutional models in
which regions gradually evolve towards more integrated economic interactions,
promoting knowledge diffusion and local connectivity (Narula & Zhan, 2019). Freeports
or large-scale SEZs cover larger areas, integrating multiple activities such as tourism,
housing development and services alongside industry. These support theories of
endogenous growth, in which multifunctionality creates self-reinforcing growth cycles
through clustering effects (Romer, 1990). Specialized zones target niche sectors, such as
technology parks or logistics centers, reflecting theories of innovation, in which sector-
specific incentives promote technological diffusion and absorptive capacity (Cohen &

Levinthal, 1990).



Enterprise zones focus on urban renewal with incentives for small businesses, based on
regional development theory, where they smooth out regional disparities through targeted
interventions (Friedmann, 1966). Finally, single-factory zones extend SEZ benefits to
individual firms without geographical restriction, emphasizing administrative rather than
spatial benefits. This type emphasizes institutional economics, where SEZs serve as pilots

for testing national reforms without large-scale risks (Rodrik, 2004).

The theoretical literature refines these categories by including dimensions such as
governance and integration (UNCTAD, 2019). For example, publicly managed zones rely
on state-led governance, while privately operated zones exploit market-driven
efficiencies, reflecting theories of public-private partnerships (World Bank, 2017).
Integrated zones are embedded in national economic strategies, promoting linkages with
surrounding regions, while enclave models operate as isolated units, minimizing the
spillover of rules. This classification highlights the adaptability of SEZs to theoretical
models of economic development, where smaller, trade-focused zones fit theories of
comparative advantage, and larger, multifunctional ones support paradigms of
endogenous growth (Narula & Zhan, 2019). Additional classifications can be found, for
example, in ASEAN guidelines, which also divide SEZs into eco-industrial parks,
technology parks and innovation zones, emphasizing the sustainable development

dimension (ASEAN, 2020).

In the theories of new economic geography, classifications also take into account spatial
dynamics (Krugman, 1991). Core-periphery models suggest that peripheral SEZs require
stronger incentives to overcome agglomeration disadvantages, leading to typologies
based on proximity to markets or infrastructure. In theory, this translates into distance
decay in spillover effects, where the benefits of SEZs diminish with increasing distance
(Rosenthal & Strange, 2004). Overall, these classifications emphasize that SEZ types are
theoretical constructs designed to optimize resource allocation, and their success depends
on alignment with broader economic frameworks rather than on the inherent superiority
of any type over another (Farole & Akinci, 2011). This theoretical perspective allows for
the analytical application of SEZs to different contexts, highlighting the need to adapt



classifications to local institutional and economic circumstances without overly rigid

boundaries ( Zeng, 2016 ).

2.3. Theoretical justifications and rationalities of special economic zones (SEZs)

The theoretical rationale for special economic zones (SEZs) draws on a variety of
economic theories that provide a rationale for their establishment as a targeted
intervention in imperfect markets. Essentially, SEZs respond to market failures and
institutional rigidities by creating controlled environments that accelerate economic
growth (Moberg, 2017). This rationality has its roots in institutional economics, where
SEZs are seen as “institutional islands” that bypass national inefficiencies, such as
bureaucratic barriers or suboptimal regulations, allowing for experimentation and

innovation (Rodrik, 2004).

Agglomeration theory, which simply means agglomeration, usually an urban
concentration that extends across municipal boundaries, forms a central foundation, and
it argues that SEZs generate economies of scale through clustering (Marshall, 1920). By
concentrating firms, labor, and infrastructure, SEZs reduce transaction costs and improve
productivity through information spillovers and shared resources. The new economic
geography extends this by modeling SEZs as catalysts of centripetal forces, where initial
incentives attract firms, leading to self-reinforcing growth cycles (Krugman, 1991). In
this view, SEZs rationalize uneven development by transforming peripheral areas into

hubs of economic activity, counteracting regional inequalities.

Endogenous growth theory, where economic factors affecting growth are determined
within the model rather than externally, provides another rationale, emphasizing the role
of SEZs in innovation and human capital development (Romer, 1990). Through
incentives such as R&D support, SEZs promote technology transfer and knowledge
development, generating long-term productivity gains. Spillover effects are central here:

theoretical models predict that interactions between firms in the region and local suppliers

10



create externalities such as backward linkages (supply chain integration) and forward
linkages (market expansion), reinforcing growth beyond the region’s borders

(Hirschman, 1958).

From a development theory perspective, SEZs rationalize structural transformation by
enabling export-led growth in line with comparative advantage (Lin, 2012). They provide
a “second-best” solution in the context of policy distortions, allowing governments to
pilot reforms without national risks. Institutional analysis identifies seven principles of
SEZ rationality: geographical demarcation, regulatory autonomy, incentive alignment,
infrastructure provision, administrative efficiency, connectivity promotion, and
sustainability integration (Brautigam & Xiaoyang, 2011; Bost, 2019). These principles
ensure that SEZs are aligned with broader objectives, such as employment creation and

fiscal stability.

Critically, rationalities recognize potential pitfalls, such as incentives for dependency,
which require theoretical balancing with absorptive capacity i.e. the ability of local
economies to internalize benefits (Cohen & Levinthal, 1990). Thus, SEZs are
theoretically justified as dynamic vehicles for economic experimentation, provided they

are integrated into national institutions.

2.4. Advantages and disadvantages of special economic zones (SEZs) from a
theoretical perspective

Theoretical perspectives on special economic zones (SEZs) emphasize a balanced
examination of their advantages and disadvantages, framing them as trade-offs for
economic policy design. The advantages are based on the ability of SEZs to catalyze
growth in constrained environments, while the disadvantages are related to potential
distortions and externalities (Farole, 2011). Theoretical analysis emphasizes the
interaction of these factors with institutional and contextual conditions, which determines

the effects of SEZs on economic development.

11



A key benefit of SEZs is attracting investment by lowering entry barriers and
bureaucracy, enabling capital flows that would otherwise bypass inefficient national
systems (World Bank, 2017). Theoretically, this aligns with foreign direct investment
(FDI) models, where SEZs reduce the cost of entry, promoting diversification and export
competitiveness (Dunning, 1993). Employment creation is another significant benefit, as
labor-intensive activities in the areas create multiplier effects, reducing unemployment
through Keynesian demand stimulation (Okun, 1962). Infrastructure development in
SEZs rationalizes public investment, generating positive externalities such as improved
transport that spills over to neighboring areas (Aschauer, 1989). Furthermore, SEZs
promote knowledge diffusion, improving productivity through Marshall-Arrow-Romer

externalities, in which intra-industry spillovers drive innovation ( Glaeser et al. , 1992 ).

From a fiscal perspective, SEZs can increase revenues indirectly through increased
economic activity, compensating for initial tax revenue losses with broader tax bases
(Bird & Vaillancourt, 1998). Socially, they theorize improving equity by targeting
development to underdeveloped regions, in line with models of regional equity
(Friedmann, 1966). In this way, SEZs can act as strategic instruments that combine

economic, social and infrastructural benefits.

However disadvantages also exist in the theory. Enclave effects can isolate regions from
the national economy, limiting spillovers and creating dualism, as suggested by
dependency theory (Prebisch, 1950). An incentive-driven “race to the bottom” can
undermine fiscal sustainability, leading to opportunity costs in public spending (Keen &
Mansour, 2009). Risks of labour exploitation arise if regions weaken standards,
exacerbating inequality (Standing, 1989). Environmentally focused action can accelerate
degradation without regulatory safeguards, contradicting sustainable development

paradigms (Daly, 1996).

Theoretically, disadvantages are accentuated in weak institutional contexts, and overall

SEZ theory suggests that benefits are realized through strong governance, but

12



disadvantages emphasize the need for comprehensive integration into national policies to
avoid long-term negative impacts (Moberg, 2017). Theoretical analysis emphasizes that
the success of SEZs depends on how well these trade-offs are balanced through

institutional and contextual factors.

2.5 Conceptual frameworks of special economic zones (SEZs) from a theoretical
perspective

Conceptual frameworks provide structured approaches to the analysis of special
economic zones (SEZs), combining theoretical elements into assessment tools. These
frameworks integrate economic and institutional theories, allowing for a systematic
examination of the performance and impacts of SEZs without context-specific examples
(Farole, 2011). They provide testable hypotheses and highlight the dependence of SEZs
on contextual suitability, which promotes adaptive policy design rather than universal

models.

The World Bank framework distinguishes between internal (area-specific) and external
(contextual) factors, assessing the performance of SEZs using indicators such as
employment density and export growth (World Bank, 2017). Internal factors include
policy design, infrastructure and governance, while external factors include
macroeconomic stability and market proximity. This dual approach rationalizes the
success of SEZs as an interaction between policy design and macroeconomic conditions,
emphasizing the dependence of spillover effects on absorptive capacity (Cohen &
Levinthal, 1990). For example, the framework uses dynamic indicators such as economic
activity growth as proxies for success, but emphasizes the importance of institutional

integration for long-term effects.

The NDI framework developed by Narula and Zhan (2017) emphasizes three pillars:
rationality (alignment with national development goals), success factors (infrastructure,

governance), and outcomes (spill-over effects, structural change). The framework models

13



SEZs as evolutionary entities that evolve through institutional changes, drawing on
North’s (1990) institutional theory. It emphasizes the dynamism of SEZs, where their role
shifts from early export enclaves to integrated hubs that contribute to broader economic
transformation. This approach allows for testing hypotheses, such as how institutional

learning strengthens the effects of SEZs over time.

The UNCTAD (2019) framework focuses on sustainability, classifying SEZs based on
their level of integration and emphasizing linkages with the national economy to achieve
structural change. It uses three pillars: strategic approach (political orientation),
dynamism (adaptation to global changes) and implementation (administrative efficiency).
The framework emphasizes the role of absorptive capacity as a mediator of spillover
effects, suggesting that the impact of SEZs depends on the ability of local institutions to
absorb technology and know-how (UNCTAD, 2019). This framework is particularly

relevant when analyzing the role of SEZs in promoting sustainable development.

The IIF framework developed by Bost (2019) includes seven institutional principles:
strategic alignment, governance effectiveness, infrastructure quality, incentive design,
connectivity promotion, sustainability, and monitoring, allowing for analysis at the micro
(firm-level operations) and macro (national policy) levels. The framework emphasizes
the importance of institutional coordination, suggesting that the success of SEZs depends
on their ability to integrate into broader economic systems without becoming isolated

(Bost, 2019).

Frick and Rodriguez-Pose (2023) model SEZ location choices through hierarchical
decisions: first national context, then regional characteristics. This framework uses
econometric proxies for spillover effects, such as distance decay, which measures the
decline in benefits with increasing distance (Rosenthal & Strange, 2004). The framework
emphasizes that the attractiveness of SEZs depends on contextual factors, such as market

proximity and institutional stability, more than on incentives alone.
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These conceptual frameworks provide testable hypotheses, such as the impact of distance
on spillover effects or the role of governance in long-term success (Rosenthal & Strange,
2004). They emphasize that the effectiveness of SEZs depends on contextual fit,
promoting adaptive policy design rather than universal models. They also provide tools
for evaluating SEZs from a theoretical perspective, allowing for a systematic examination

of their effects without country-specific context (Farole & Akinci, 2011).

2.6 Success factors and development results of special economic zones (SEZs) from
a theoretical perspective

The success factors and development outcomes of special economic zones (SEZs) form
a central part of the theoretical analysis, as they determine how SEZs can achieve their
economic and social goals. In theory, success factors consist of contextual, operational
and policy-based elements that together predict positive outcomes (Farole & Akinci,
2011). Development outcomes range from immediate economic benefits to long-term
structural changes, but their realization depends on institutional integration and
absorptive capacity, i.e. the ability to identify, assimilate, internalize and utilize external
information. This chapter examines these factors and outcomes from a purely theoretical
perspective, without country-specific examples, focusing on the conceptual dynamics of

SEZs.

Contextual factors form the basis for the success of SEZs. These include macroeconomic
stability, political commitment, and market proximity, which create an enabling
environment for investment (Zeng, 2011). Theoretically, macroeconomic stability
reduces risks for external investors, while political commitment ensures long-term policy
coherence, which is in line with institutional economics (North, 1990). Market proximity
supports agglomeration theory, in which the attractiveness of SEZs increases with their

ability to tap larger markets cost-effectively (Krugman, 1991).
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Operational success factors focus on the internal characteristics of SEZs, such as
infrastructure quality and administrative efficiency. High-quality infrastructure, such as
logistics networks, energy security and digital connectivity, reduce transaction costs and
improve productivity, drawing on models from economic geography (Aschauer, 1989).
Administrative efficiency, such as one-stop shops, minimizes bureaucracy and speeds up
decision-making, which is central to institutional theory (FIAS, 2008). Private sector
involvement, for example through public-private partnerships (PPPs), reduces
administrative risks and improves operational flexibility, supporting market-driven

efficiency models (World Bank, 2017).

Policy-based success factors emphasize the calibration of incentives and the promotion
of linkages. In theory, incentives, such as tax exemptions or financial subsidies, should
be temporary and performance-based to avoid dependency and ensure cost-effectiveness
(UNCTAD, 2019). Promoting linkages, for example through local content requirements,
strengthens backward and forward linkages, drawing on Hirschman’s (1958) theory of
spillover effects. Human capital development, such as training programs, improves
absorptive capacity, enabling technology and knowledge transfer, which is central to
endogenous growth theory (Cohen & Levinthal, 1990). In addition, monitoring and
evaluation mechanisms ensure the adaptability of SEZs to changing circumstances,

supporting dynamic institutional designs (Narula & Zhan, 2019).

The development outcomes of SEZs are theoretically divided into static and dynamic
effects (Lin, 2012). Static effects include immediate benefits such as employment growth,
increased export earnings, and infrastructure investment. These outcomes are measurable
in the short term and are based on Keynesian demand stimulation and investment
attraction (Okun, 1962; Dunning, 1993). For example, employment effects arise through
labor-intensive activities, while export growth supports trade policy models that

emphasize external earnings (Ricardo, 1817).
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Dynamic effects focus on structural transformation and innovation. Theoretically, SEZs
can catalyze economic diversification and technology transfer, promoting long-term
productivity growth in line with endogenous growth models (Romer, 1990). Spillover
effects, such as knowledge diffusion and supply chain integration, strengthen local
economies, but their realization depends on absorptive capacity (Cohen & Levinthal,
1990). Without strong linkages to the national economy, effects may be limited to enclave

effects, as predicted by dependency theory (Prebisch, 1950).

Negative development outcomes can occur if the success factors are poorly aligned. For
example, over-reliance on incentives can lead to fiscal strain, as Keen and Mansour
(2009) demonstrate in their “race to the bottom” theory. Similarly, weak institutional
structures can increase rent-seeking, distorting the allocation of resources (Krueger,
1974). Regional inequality can also be exacerbated if SEZs concentrate benefits only in

certain regions, as models of regional development theory suggest (Friedmann, 1966).

Theoretically, the success of SEZs is path-dependent, requiring iterative policy fine-
tuning to ensure long-term impact (Frick & Rodriguez-Pose, 2023). Success requires that
SEZs are integrated into national strategies and that they support institutional learning, as
dynamic models suggest (Narula & Zhan, 2019). Thus, SEZ theory emphasizes that
optimal development outcomes are achieved when contextual, operational, and policy
factors align, but poorly designed SEZs can lead to wasted resources and lower-than-

expected benefits.
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3. FINNISH CONTEXT: EASTERN FINLAND AND
GOVERNMENT POLICY

The economic structure of Eastern Finland reflects broader Finnish regional disparities:
the region is characterized by a low employment rate, a relatively low gross domestic
product (GDP), and a lower level of investment compared to the regions of Southern or
Western Finland (Statistics Finland, 2024a). The region’s economy is traditionally
supported by the forest and industrial sectors, but recent structural changes in industry
have contributed to weakening the region’s dynamism and investment capacity (Statistics

Finland, 2024b; Finnish Government, 2024).

The situation has also been reflected in the structure of investment across the country: in
2024, public investment grew by 7.7%, while private investment contracted by 7.7%
(Statistics Finland, 2024c¢). This trend is also visible in Eastern Finland, where the decline
in industrial and private sector investment has been accentuated, and the public sector has

thus been a prominent driver of investment.

From an employment perspective, the challenges of Eastern Finland are reflected in
statistics: in 2024, the unemployment rate for the whole country increased from 7.2% to
8.3% from the previous year (Statistics Finland, 2024d). In the regions of Eastern Finland,
such as North Karelia, South Savo, and South Karelia, the unemployment rate has been
higher than the national average, which highlights the need for economic dynamism to

stimulate measures (Statistics Finland, 2024e).

Interpretation and significance for the SEZ study: The economic structure and investment
category of Eastern Finland show that the region has an acute need for reforming
economic policies and targeted measures. Strategic guidance of investment generation
(including a balance between public and private investments) is key. The SEZ model
could be a tool that can contribute to changing the investment structure in a direction that
supports recovery, employment, and regional growth if it could combine both public and

private sector resources in a controlled and predictable manner.

18



3.1 The effects of border closure on the economy

The economy of Eastern Finland has experienced significant shocks as a result of the
closure of the border with Russia, which has continued due to both the COVID-19
pandemic and the war in Ukraine. These conditions have deepened the structural changes

in the economy and highlighted the region’s vulnerability.

During the pandemic, the sudden halt in border traffic led to the disappearance of local
intangible sources of income, such as Russian tourism. For example, South Karelia lost
significant income, as after December 2023, the region’s daily income from Russian
tourism decreased by up to one million euros (Bochelenkova, 2023). This was followed
by a clear increase in unemployment; according to the Finnish Government (2024), the
number of unemployed job seekers in Eastern Finland increased by 13% between

February 2023 and February 2024.

The rapid border closure measures have also been driven by a security threat: the Finnish
government justified the decision by addressing instrumentalized migration, i.e., the
potential “pushing” of illegal immigrants into Finland by the Russian state (Finnish
Government, 2024a; Yle, 2024). As a result, all border crossings on the eastern border
were gradually closed from the end of 2023, and the situation was further reinforced by

the Border Security Act, which was ratified in 2024 (Finnish Government, 2025).

The closure has particularly affected the business life of the border regions. According to
Koénonen (2023), the business life of Eastern Finland suffered significantly, as the
disappearance of Russian tourists and border crossings collapsed the restaurant, retail,
and service sectors. In addition, the traditional ancillary activities of companies and

households weakened, which reduced the tax base and purchasing power of the region.
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Bringing in an academic perspective also enriches this analysis. Makarychev and
Romashko (2023) use the term conflictual rebordering to describe the hardening of
borders between the EU and Russia as a result of crises, such as the pandemic and the
war in Ukraine. This phenomenon is also concretized in Eastern Finland through

migration, economic, and identity upheavals.

In summary, it can be stated that the closure of the border has had multiple and profound
effects on the economy of Eastern Finland. The tourism and logistics sectors have lost
key sources of income, unemployment has increased, and the structural change of
industries has accelerated. This highlights the need for large-scale adaptation and new

regional economic instruments, as well as opening paths for structural development.

3.2 Finnish government policy and debate on SEZs

In Finland, the debate on special economic zones (SEZs) and regional tax incentives has
intensified due to the structural change in Eastern Finland, the decline in trade with
Russia, and the weak growth prospects of public finances. A legal and economic study
commissioned by the government (2023) marked a turning point in the debate: its key
conclusion was that EU state aid regulation limits, but does not categorically prevent,
regional tax incentives and SEZ-type solutions in Finland when the measures are aligned
with the EU regional state aid framework (e.g., eligible areas, aid ceilings, instrument
types) (Finnish Government, 2023a; Finnish Government, 2023b). According to the
study, the sparsely populated NUTS regions of Eastern and Northern Finland are eligible
for support based on the EU map, and the permitted support levels can be in the range of
20-40% of the eligible costs of the investment, with company- and region-specific
restrictions; in addition, several instruments are available (e.g., investment subsidies,
social security/contribution reductions, tax credits), which require case-specific
notification or reliance on the block exemption regulation (Finnish Government, 2023a).
Thus, a Finnish “SEZ” could not copy tax haven-like models, but a limited incentive

package anchored in EU law would be possible in principle.
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The discussion has since been framed by the preparation of special measures for Eastern
Finland. At the end of 2023, the Ministry of Economic Affairs and Employment launched
the preparation and consultation of the Eastern Finland Vitality Programme, which
broadly solicited views on ways to strengthen business, expertise, and accessibility
(Ministry of Economic Affairs and Employment, 2023a; Ministry of Economic Affairs
and Employment, 2023b). The programme’s preparatory documents focus on improving
transport and digital connections, directing business financing and RDI investments, and
streamlining administrative processes; direct regional tax incentives or SEZ status are
discussed more cautiously, but they are raised in several stakeholder statements (Ministry
of Economic Affairs and Employment, 2023a; Ministry of Economic Affairs and
Employment, 2023b). In particular, regional chambers of commerce and business
representatives have stressed the need for tax incentives, accelerated permit processes,
and a “one-stop shop” administrative model in Eastern Finland—arguing that without
exceptional incentives, investments will continue to be directed to stronger growth
triangles (North Karelia Provincial Council, 2025). In these positions, the SEZ is seen as
a place-based policy experiment, where investment credits, more flexible permit

schedules, and targeted labor/training subsidies are tested in a limited area.

The government’s position is largely determined by the room for manoeuvre under EU
law. The EU Guidelines on Regional State Aid 2021-2027 (2021/C 153/01) and the
General Block Exemption Regulation (GBER) set the framework for where and at what
intensities regional aid can be granted. The logic of the guidelines is that support is
channeled to areas lagging behind in development or sparsely populated, and that the
support must be necessary, proportionate, and least distortive of competition (European
Commission, 2021). The Finnish Government’s report interpreted this framework as
meaning that an SEZ-type entity can be planned for a region like Eastern Finland, if the
measures are targeted to areas in accordance with the EU map, the support levels are kept
within the ceilings, and if the economic justification (market failure, additionality) can be
demonstrated (Finnish Government, 2023a; Finnish Government, 2023b). This also
follows from the political reality: a potential SEZ in Finland would not be a broad-based
“separate area” with tax reductions, but a coordinated support basket (investment and

employment support, possible tax credits, accelerated depreciation, reductions in
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employer contributions under certain conditions), combined with administrative

streamlining and infrastructure investments.

The content of the policy has also been structured by the Eastern Finland programme,
which emphasizes long-term accessibility and expertise: transport infrastructure projects,
the new relevance of border crossing structures, industrial ecosystems for the green
transition, and the removal of “bottlenecks” in corporate investment (Ministry of
Economic Affairs and Employment, 2023a). The opinion feedback has emphasized that
structural investments alone are not enough, but that an incentive framework that guides
risk-bearing capacity and investment decisions is needed, especially to attract large
anchor investments (Korhonen, 2025). At the same time, concerns have been raised about
EU compatibility, fragmentation of the tax base, and distortion of regional competition if

incentives are designed to be too broad or permanent (European Commission, 2021).

The tension in the debate can be summarized in three perspectives. Firstly, economic
policy: the effectiveness of the incentive basket vs. fiscal cost. The Government’s report

¢

acts as a cautious “user guide”: targeting and proportionality are crucial, as general
corporate tax reductions are not permitted, while investment-specific subsidies granted
within a regional map are possible (Finnish Government, 2023a). Secondly,
administrative: SEZs will only succeed if the permit and land use processes are genuinely
accelerated (one-stop shop, deadlines, prior negotiations) and the coordination between
the state, regions, and municipalities is seamless (Ministry of the Interior, 2023). Thirdly,
regional development: so that the effects do not remain “enclaved,” training, RDI, and
networking measures must be linked to the region’s business structure and logistics, as

tax incentives alone are not enough (Ministry of the Interior, 2023; Finnish Government,

2023a).

In the stakeholder discussion, the business community has emphasized the importance of
incentives and predictability of decision-making. For example, regional business actors

in Eastern Finland have stressed that long-term visibility (at least a 10—15 year horizon)
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and a clear eligibility logic are threshold issues for industrial investments, and that SEZ
status should also be reflected in the target times for permit processing and in the
prioritization of infrastructure (North Karelia Provincial Council, 2025). Public debate
has also raised concerns that regional tax incentives may create competitive neutrality
problems and the risk of an “arms race” between provinces, unless the whole is considered
strictly within the EU framework and clearly as a temporary, target-based experiment

(European Commission, 2021; Finnish Government, 2023a).

Overall, Finland’s policy direction has progressed along two tracks: a precise mapping of
the EU legal space and the outline of an incentive basket that fits within its framework
(Finnish Government, 2023a; Finnish Government, 2023b), and the preparation of the
Eastern Finland Vitality Programme, in which an SEZ-type experiment can be anchored
in infrastructure, expertise, and administrative smoothness (Ministry of Economic Affairs
and Employment, 2023a; Ministry of Economic Affairs and Employment, 2023b). The
political divide is not so much on the basic idea, but on the size and duration of the range
of means: how strong, for how long, and with what focus and how to ensure EU
compatibility, effectiveness, and cost-effectiveness. From a research perspective, this
provides a fruitful setting to compare the objectives and risks framed by different groups
of actors (government, regions, business) and to assess how well the presented
instruments respond to the identified bottlenecks in Eastern Finland (risk profile of

investments, shortage of skills, logistically difficult-to-reach area).

3.3 Possible legislative and administrative framework conditions

The design of a regional incentive package such as a Special Economic Zone (SEZ) in
Finland is strongly based on the European Union Treaties, the EU State aid system,
internal market law, and national administrative and licensing law. The key conclusion
from international and domestic literature is that an SEZ cannot mean a “separate tax
system” in an EU Member State outside of internal market rules, but must be a
combination of a precisely targeted support basket anchored in EU law and administrative

streamlining (European Commission, 2021; Finnish Government, 2023a). The
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framework conditions are structured below from four perspectives: (1) EU State aid
regulation and tax incentives, (2) internal market and customs framework, (3) national
licensing and administrative structure, and (4) environmental and procurement

obligations.

EU State aid regulation and tax incentives. Articles 107-109 of the Treaty on the
Functioning of the European Union (TFEU), the Regional Aid Guidelines (RAG) 2021—
2027, and the General Block Exemption Regulation (GBER) limit the types of regional
aid that can be granted, the intensities, and the regional targeting (European Commission,
2021; European Commission, 2022). The basic principles are: aid must be limited to pre-
defined eligible areas (regional aid map established by the Member State), be necessary
and proportionate to the identified market failure, minimize distortions of competition
and trade, and comply with transparency and reporting obligations. The RAG governs
investment aid (e.g., large initial investments, establishment/expansion of production
capacity), while the GBER allows for the granting of certain aid without prior notification,

provided that conditions and maximum intensities are met (European Commission, 2021).

With regard to tax incentives, EU law examines selectivity: if a tax advantage is granted
only to certain undertakings or a certain region, it is in principle State aid and therefore
falls under the RAG/GBER framework (European Commission, 2016). The case law of
the Court of Justice of the European Union (e.g., the Azores judgment, C-88/03)
highlights that regional tax relief may constitute State aid if the region does not have
sufficient economic and institutional autonomy to bear the fiscal responsibility for
decisions (Court of Justice of the European Union, 2006). In the Finnish system, key
corporate taxes and employer contributions are not regionally autonomous; therefore,
SEZ-type tax advantages should be formulated as RAG/GBER-eligible forms of support
(e.g., investment tax credits, accelerated depreciation, capped social security
contributions reductions), not as general regional tax rates (European Commission, 2021;
Finnish Government, 2023a). In addition, corporate taxation must comply with the

principles of the Code of Conduct on Harmful Tax Competition and the rules of the
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ATAD Directive; so-called “relaxedly targeted” separate tax systems that deviate

substantially from the general tax base are risky (European Commission, 2016).

It should also be noted that temporary EU frameworks (e.g., the Temporary Crisis and
Transition Framework, TCTF) may, under certain conditions, enable higher support
levels or fast-track procedures for green transition investments, but these are time-limited
and well-defined exceptions (European Commission, 2023a). Utilizing these requires

careful targeting and a notification strategy.

Internal market and customs framework. The EU is a customs union, and there are no
customs duties between Member States; therefore, an SEZ operating in an EU Member
State cannot be based on internal market duties or instruments such as import protection.
The EU’s Union Customs Code (UCC, Regulation (EU) No 952/2013) recognizes free
zones and special procedures (storage, processing, temporary importation), but their use
is strictly subject to customs supervision and does not supersede the application of the
VAT Directive or State aid rules (European Commission, 2019). The establishment of a
free zone in itself does not constitute an “SEZ” in the EU sense, and it does not justify
general tax or labor law exemptions. In practice, the SEZ debate in Finland has concerned
regional investment incentives and administrative streamlining, not customs exemption

zones (Finnish Government, 2023a).

The basic freedoms of the internal market (goods, services, establishment, capital) also
limit SEZ planning: measures must not discriminate against companies from other
Member States or lead to unjustified barriers to market access (Articles 34-36, 49, 56
TFEU). For example, a “one-stop shop” model for permit procedures is permitted, as long
as the criteria are technology-neutral, transparent, and proportionate (European

Commission, 2006).

National permit procedure and administrative structure. The effectiveness of an SEZ-type
experiment often relies on the predictability of permit and land use processes. In Finland,

the key reference frameworks are the Administrative Procedure Act (434/2003) regarding
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good administration and the service principle, land use and construction legislation
(zoning, building permits), environmental protection and water legislation, and the
division of labor in regional administration (Finnish Government, 2023a). The
implementation of a “one-stop shop” requires a clear division of competences, deadlines,
and prior negotiations to parallelize procedures—without compromising on consultation
and legal protection obligations (Ministry of Economic Affairs and Employment, 2023).
In practice, this means appointing an SEZ coordinator (e.g., a commissioner/authority
appointed by the Government) who is responsible for orchestrating the permitting path,

prioritizing investment cases, and coordinating subsidies.

The SEZ administration must also comply with the regulations on public procurement
(Procurement Act 1397/2016; Directive 2014/24/EU). Infrastructure investments in the
area cannot be “biased” by favoring certain suppliers; competitive bidding, transparency,
and complaint channels (market law) must be safeguarded. Similarly, the GDPR
(Regulation (EU) 2016/679) restricts the processing of company and personal data in the
SEZ’s “one-stop shop” services; the exchange of information must be based on legal
grounds and the minimization principle. Labor legislation (Employment Contracts Act,
Working Hours Act, Occupational Safety and Health Act) is generally binding; an SEZ
cannot create a “labor law exception area,” although instruments supporting labor
availability (recruitment and training subsidies, service paths for international talent

mobility) can be developed (OECD, 2019).

Environmental and permit obligations. The EU EIA Directive (2011/92/EU, amended by
2014/52/EU), the Nature Directives (Habitats 92/43/EEC, Birds 2009/147/EC), the Water
Framework Directive (2000/60/EC), and the Industrial Emissions Directive
(2010/75/EU) set the framework for large industrial and infrastructure projects. Possible
acceleration procedures in the SEZ area must not override these substantive requirements,
but they can coordinate parallel procedures (coordinated consultations, deadlines, e-
procurement) and provide early guidance on project planning to avoid “no regrets”
(European Commission, 2017). Similarly, the EU ETS and taxonomy regulation guide

the technological choices of projects: incentives should be technology-neutral but
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compatible with emission and taxonomy criteria to maintain financial eligibility and

regulatory certainty (European Commission, 2020).

Institutional design and supervision. The SEZ model requires monitoring and evaluation,
which is in line with the transparency and ex-post evaluation requirements of EU
subsidies (European Commission, 2021). Support decisions must be reported to the State
aid register, large projects may be subject to individual notification (“significant
individual aid”), and the impact logic (input-output—outcome) of incentives must be
documented. To avoid the “enclave effect” (benefits remaining within the region without
multiplier effects), the support basket must be linked to education and RDI policies,

logistics, and local value chains (Farole & Akinci, 2011; Zeng, 2015).

In summary, the EU legal framework does not prevent an SEZ-type solution in Finland,
as elsewhere in Europe, but determines its nature: it is an EU-compatible, limited, and
verifiable incentive package, supported by coordination of permit procedures and
prioritization of infrastructure. National success depends on three factors: the right
targeting (regional support map, industry profile, size of investments), administrative
capacity (one-stop shop, deadlines, information base), and consistent EU compatibility
(RAG/GBER, environmental and procurement law, fundamental freedoms). Within this
framework, an SEZ can function as a place-based policy experiment, the credibility of
which rests on transparent regulation, supervision, and a long-term investment horizon

(Finnish Government, 2023a; OECD, 2019).

4. DATA AND METHODS

This study is conducted using a qualitative research approach that utilizes thematic
analysis (Braun & Clarke, 2006) within a comparative case study framework. The study
focuses on the necessity and potential of a Special Economic Zone (SEZ) in Eastern
Finland in the context of border closures caused by the COVID-19 pandemic and the war

in Ukraine, comparing international SEZ examples (Poland, Czech Republic, Italy,
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China, Ireland) with the situation in Eastern Finland. The qualitative approach was chosen
because it allows for a deep understanding of the complex economic, political and

security-related phenomena.

Thematic analysis was chosen as the method because it provides a flexible way to identify
and analyze recurring themes in the data, such as tax incentives for SEZs, infrastructure
development, and challenges to competitive neutrality (Braun & Clarke, 2006). The
method is particularly suitable for document-based research that does not collect primary
data, such as interviews, but instead uses secondary sources, such as official reports and
academic articles. Thematic analysis allows for the systematic organization of the data
into themes, such as "economic losses from border closures" or "applicability of SEZ

models" that answer the research questions.

In addition, elements of discourse analysis are integrated into the analysis, examining
how political statements, strategic documents and official reports construct narratives
about the SEZ from the perspectives of different actors (e.g. business organizations,
ministries, EU). This interpretive approach, i.e. the aim is not to show right or wrong
interpretations but to emphasize the different perspectives of the actors equally. For
example, the "fast permit process" emphasized by business organizations and the
"competitive neutrality" emphasized by the EU are treated as different discourses that
enrich the analysis. Discourse analysis supports thematic analysis, especially in the
interpretation of political and strategic documents, such as the Ministry of Employment

and the Economy's (2025) emphasis on security issues in Eastern Finland.

A comparative case study was chosen as the research strategy because it allows for a
comparison of the Eastern Finnish context with international SEZ examples (e.g.
Ireland’s Shannon Free Zone; McLoughlin, 2020). This structure supports the research
goal of identifying recurring success factors (e.g. tax benefits, infrastructure
prioritization) and challenges (e.g. EU restrictions) that can be applied to Eastern Finland.
The research is data-driven, meaning that themes are generated from the data without any

pre-established hypotheses, which is in line with the principles of interpretive research
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(Yanow, 2014). The flexibility of the method ensures that the ambiguity and “messiness”
(Pachirat, 2014) of the data are considered.

4.1. Data

The material for this study consists of secondary sources that have been carefully selected
to examine the economic and security challenges of Eastern Finland in the context of the
border closures caused by the COVID-19 pandemic and the war in Ukraine, and to
compare international cases of special economic zones (SEZs) from the Czech Republic,
Italy, Poland, Ireland and China. The material is divided into two main categories: firstly,
sources that discuss the economic and security situation in Eastern Finland, and secondly,
sources that analyze international SEZ cases. The selection criteria were the relevance of
the sources to the research questions, timeliness and reliability. Relevance was ensured
by choosing sources that discuss the role and impact of SEZs in regional development.
Reliability was ensured by choosing peer- reviewed articles, official reports and
publications from well-known organizations. The material consists of a total of
approximately 30—40 sources, which offer a diverse perspective on economic, political

and security-related themes.

The material on the Eastern Finnish context consists of official reports, academic
publications and statistical data. Official reports include, for example, Parliamentary
documents, such as the survey of entrepreneurs in North Karelia (2023), publications of
the Ministry of Employment and the Economy (e.g. Korhonen, 2025; Ministry of
Employment and the Economy, 2023a, 2023b, 2024), and the strategy documents of the
Regional Council of North Karelia (Regional Council of North Karelia, 2025). These
documents provide information on the effects of border closures, such as the Collapse of
tourism revenues, which has been estimated at up to one million euros per day in South
Karelia, and the increase in unemployment, which rose by 13% in 2023-2024. Academic
publications such as Koénonen (2023) analyze the effects of border closures on the tourism
and service sectors in Lappeenranta, while Makarychev and Romashko (2023) examine
the “conflictual border redefinition” on the Finnish Russian border from a security

perspective. Statistical data such as Statistics Finland's (2024a, 2024b, 2024c, 2024d,
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2024e, 2025) reports on regional GDP, employment and investment Trends show the
weakening of the economy in Eastern Finland as a result of the Pandemic and the war.
These sources were chosen because they provide concrete and reliable information on the
economic and security challenges in Eastern Finland, especially in South Karelia and

North Karelia, which are the core case study areas of the study.

The material on international SEZ cases consists of academic articles, reports and
institutional documents covering SEZ models in the Czech Republic, Italy, Poland,
Ireland and China. Polish SEZs are reviewed by Ambroziak and Hartwell (2018) and
Ambroziak (2018), who analyze their impact on employment and investment, while the
Polish Investment and Trade Agency (2020, 2023) and PwC (2018) provide practical
information on tax incentives. Regarding Italian SEZs, Bevilacqua et al. (2023) and
Nistico and Prota (2025) describe mechanisms such as investment credits of up to €100
million for large-scale projects, as well as infrastructure projects. Ireland's Shannon Free
Zone is discussed by McLoughlin (2020) and Barry and O'Mahony (2017) Highlights its
role as the first modern SEZ in history and its impact on regional development. For the
Czech Republic, Czechlnvest (2023a, 2023b) and Cizkowicz et al. (2015) provides
information on investment incentives, while for China's SEZs, Zeng (2012, 2015, 2016)
and Yeung et al. (2009) analyze Shenzhen's role in regional development and the global

economy.

In addition, EU documents, such as the European Commission (2021, 2022,

2023a, 2023b), as well as global reports, such as the World Bank (2008, 2011, 2017) and
UNCTAD (2019), provide perspectives on SEZ regulation, challenges to competitive
neutrality, and success factors. These sources were chosen because they allow for a
comparative analysis of the success factors of SEZs, such as tax benefits and fast permit
processes, as well as challenges, such as EU state aid rules, that apply to the Eastern

Finnish context.
The selection criteria were the relevance of the sources to the research questions, i.e. their

ability to address the role of SEZs in regional development, and their reliability, which

was ensured by selecting peer-reviewed articles and publications from well-known
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organizations such as the OECD, the World Bank, and the EU. The material consists of
documents in Finnish and English. Finnish sources, such as the Ministry of Employment
and Economic Development (2024) and the Regional Council of North Karelia (2025),
are cited by their original titles but official English translations are mentioned in the text
for clarity, if available. If a Finnish document is quoted directly, the researcher provides
an Unofficial English translation, and the original text can be traced through references.
English sources, such as Nistico and Prota (2025) and Ambroziak and Hartwell (2018)

are cited by their original titles.

The material itself functions as data but also produces data in the form of text excerpts,
which are analyzed thematically and through discourse analysis. Some of the documents
are keyword searched (e.g. "tax incentives", "border closure", "regional development") to
identify themes, but key documents, such as Kénonen (2023) and McLoughlin (2020),
are analyzed in their entirety during the thematic analysis phase. The role of the material
is to support a comparative analysis, where the economic and security needs of Eastern

Finland are combined with the principles of international SEZs, such as tax benefits and

infrastructure development, enabling an in-depth examination of the research questions.

4.2. Data collection

The data collection was carried out through a systematic literature search during the
summer and autumn of 2025, and its purpose was to collect secondary sources that
support the research goal of analyzing the necessity of the Eastern Finland Special
Economic Zone (SEZ) in the context of the border closures caused by the COVID-19
pandemic and the war in Ukraine, and to compare international SEZ cases from the Czech
Republic, Italy, Poland, Ireland and China. The data collection focused on two main
categories: sources dealing with the economic and security situation in Eastern Finland
and documents analyzing international SEZ cases. Searches were conducted in academic
databases and official websites, and the process utilized xAl's Grok artificial intelligence
to identify sources and formulate references. However, the final choices were made based
on the researcher's discretion, ensuring the relevance, timeliness and reliability of the

sources.
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The data collection began by reviewing documents published on the websites of relevant
organizations, such as the Ministry of Employment and the Economy, the Parliament, the
Regional Council of North Karelia, and Statistics Finland. Documents published in 2020—
2025 were screened based on their titles and keywords to ensure their relevance to the
research questions, such as the economic impacts of border closures and the potential of
SEZs. Search terms included, for example, "special economic zone Eastern Finland",
"border closure economic impact", "regional development" and their English equivalents,
such as "special economic zone Eastern Finland", "border closure economic impact" and

"regional development".

For example, the report by North Karelia Entrepreneurs (2023) and the Ministry of
Employment and the Economy (2024) were identified based on the information they
contained, which covers the loss of tourism revenue (e.g. one million euros per day in
South Karelia) and the increase in unemployment (13% in 2023-2024). Academic
articles, such as Kononen (2023) and Makarychev and Romashko (2023), were retrieved
from databases such as UEF eRepo and Google Scholar using the same keywords.
Statistical data, such as the reports by Statistics Finland (2024a, 2024b, 2024c¢, 2024d,
2024e, 2025), were collected directly from official websites due to the up-to-date

information they provide.

For international SEZ cases, the data collection focused on academic publications and
institutional reports from the Czech Republic, Italy, Poland, Ireland and China. Academic
articles were searched in databases such as Google Scholar and ResearchGate using
search terms such as "special economic zone Czech Republic", "Italy SEZ", "Poland
SEZ", "Shannon Free Zone" and "China SEZ Shenzhen". For example, Ambroziak and
Hartwell (2018) and Nistico and Prota (2025) were found due to their relevance in the
analysis of Polish and Italian SEZs, while McLoughlin (2020) and Zeng (2016) provided
historical and global perspectives on the Irish and Chinese cases. Institutional reports,
such as Czechlnvest (2023a, 2023b), Polish Investment and Trade Agency (2020, 2023)
and World Bank (2008, 2011, 2017), were retrieved directly from the websites of the

organisations. EU documents, such as European Commission (2021, 2022, 2023a,
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2023b), were collected from the official EU portal due to the information they provide on
SEZ regulation and competitive neutrality. The snowball method was used to identify
additional sources: for example, references in the Ambroziak (2018) article led to the

PwC (2018) report on Polish SEZs.

Data collection was mainly carried out between June 2025 and October 2025, but
additional data was collected as needed if new relevant documents were published (e.g.
European Commission, 2025a, 2025b). xAl's Grok artificial intelligence was used in the
search process, especially to enhance keyword searches and initial formatting of
references, but the final selections and evaluations were made by the researcher. All
sources were digitally stored and their availability was ensured from open sources, such
as UEF eRepo, the EU portal and the official websites of the organizations, to ensure the

reproducibility of the analysis.

4.3. Data analysis

The data for this master's thesis was analyzed using qualitative thematic analysis
following the model of Braun and Clarke (2006), integrating elements of discourse
analysis into the interpretation of policy and strategic documents. Thematic analysis was
chosen because it offers a flexible and systematic way to identify recurring themes from
the data, such as regional economic impacts and success factors of special economic
zones (SEZs), which answer the research questions: (1) How have Russian border
closures affected the economy and security of Eastern Finland? (2) What success factors
and challenges can be identified from international SEZ cases? (3) How can these lessons
be applied to the regional development of Eastern Finland? The analysis proceeded
through Braun and Clarke’s (2006) six steps: (1) getting to know the data, (2) generating
initial codes, (3) identifying themes, (4) examining themes, (5) defining and naming
themes, and (6) reporting the analysis. Elements of discourse analysis (Yanow, 2014)
were incorporated into the interpretation of narratives in policy documents, such as the

perspectives of business organizations and the EU on SEZs.
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The analysis began by reading the documents carefully to gain a comprehensive picture
of their content. At this stage, relevant points related to the research questions were
marked, for example, economic losses and the mechanisms of SEZs. Keyword searches
were performed on some of the documents to initially identify themes, using terms such
as "SEZ", "verokannustimet", "aleukehitys", "turvallisuus" and their English equivalents
such as "tax incentives" and "regional development". For example, in Finnish documents,
the terms "aleukehitys" and "sustainability" were searched, while in English sources, such
as Ambroziak and Hartwell (2018), the terms "special economic zone" and "economic

impact" were searched.

During the theme definition and naming phase, the initial themes were grouped into
broader entities that corresponded to the research questions. For example, the theme
"economic incentives" included subthemes such as tax benefits (e.g. tax exemptions for
Polish SEZs; Ambroziak & Hartwell, 2018) and fast-track permit processes (e.g. Ireland's
Shannon Free Zone; McLoughlin, 2020). The theme "challenges" covered, for example,
EU state aid rules (European Commission, 2021) and the risks of competitive neutrality.
Discourse analysis focused in particular on narratives in policy documents: for example,
Korhonen (2025) describes Eastern Finland as an "EU security issue", while
entrepreneurial organizations (North Karelia Entrepreneurs, 2023) emphasize practical
economic incentives. This interpretative phase (Yanow, 2014) highlighted the different
perspectives of actors, such as the security focus of ministries compared to the economic-

oriented views of entrepreneurs, without assuming right or wrong interpretations.

4.4. Limitations

Due to the nature of this research, there are no significant ethical concerns, as the research
is based exclusively on publicly available secondary sources, such as official reports,
academic articles and statistics. Therefore, no ethical permissions or special arrangements
for data storage were required. The research topic, which deals with the economic and

security challenges of Eastern Finland in the context of border closures and the potential
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of special economic zones (SEZs), does not contain sensitive personal information or
controversial themes. Nevertheless, the study has taken into account that border closures
and security issues can be politically and socially sensitive topics. Therefore, the analysis
has been carried out neutrally, focusing on economic and political perspectives without
value-laden positions. For example, security issues in Eastern Finland (e.g. Korhonen,
2025) and the competitive neutrality of SEZs (e.g. European Commission, 2021) are
addressed equally from the perspectives of different actors, such as business organizations

and the EU.

However, the study has some methodological and data-related limitations. First, the study
is based solely on secondary sources, such as reports (e.g. Pohjois-Karjalan Yrittijét,
2023), academic articles (e.g. Nistico & Prota, 2025; Ambroziak & Hartwell, 2018) and
statistics (e.g. Statistics Finland, 2024a, 2024b). Although secondary sources are
sufficient for qualitative thematic analysis (Bowen, 2009), they limit the depth of the
study compared to primary data, such as interviews or field research. For example, the
views of entrepreneurs or local authorities on the economic situation in Eastern Finland
could have been collected directly, but this was not possible within the time frame and
resources of the study. Nevertheless, the use of secondary sources is justified because
they provide reliable and comprehensive information on the impacts of regional

development and the mechanisms of SEZs (e.g. McLoughlin, 2020; Zeng, 2016).

The selection of international SEZ cases was based on their similarity to the Eastern
Finnish context (e.g. border countries, economic challenges). Still institutional cultural
and economic differences between countries may limit the direct applicability of the
lessons. For example, the Shenzhen SEZ in China (Zeng, 2016) operates in a different
political system than EU countries, which may affect the transferability of its
mechanisms. This limitation was taken into account in the comparative analysis, but it
may still affect the generalizability of the results. In addition, the selection of data
emphasized current sources, but the use of older sources (e.g. World Bank, 2008;
Aggarwal, 2012) to support the theoretical framework may limit their relevance in today's

context.
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Despite these limitations, the study provides valuable insights into the potential of the
Eastern Finland SEZ and lessons learned from international cases. Further research could
expand the analysis, for example, with quantitative methods, such as economic
modelling, or include primary data, such as stakeholder interviews, to deepen

understanding of local needs.

5. COMPARISON OF INTERNATIONAL MODELS

This chapter compares international models of special economic zones (SEZs).The
review includes SEZ models from Poland, the Czech Republic, Ireland (Shannon Free
Zone), China (Shenzhen) and Italy, which represent different economic and institutional
environments. The comparison focuses on incentives, governance, economic impacts and
challenges, drawing on academic literature and practical experiences (Farole & Akinci,
2011; UNCTAD, 2019). The aim is to identify lessons that could support the development
of SEZ-type solutions in Eastern Finland. The comparison emphasizes contextual
adaptation rather than a universal model, as the success of SEZs depends on institutional

and regional factors (Zeng, 2015).

5.1 Polish SEZ model

Poland’s Special Economic Zones (SEZs) have been a key instrument for regional
development, especially since 2018, when the entire country was transformed into a
“Polish Investment Zone” (PIZ). Incentives include corporate income tax (CIT) and
personal income tax (PIT) exemptions for new investments for up to 15 years, depending
on the level of development of the region. Support is granted for new production facilities,
capacity expansions or diversification of production, covering costs such as land, fixed
assets or two years’ labour costs for new employees. The level of support varies according

to the EU regional state aid map (10-50%), being higher for small (+20%) and medium-
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sized (+10%) enterprises. Certain sectors, such as the steel industry, are not eligible for
support due to EU rules (Ambroziak & Hartwell, 2018; Polish Investment and Trade
Agency, 2023).

The administration is centralized: the Polish Investment and Trade Agency (PAIH)
coordinates applications, and decisions are made by the regional SEZ administration on
behalf of the Ministry of Economic Development. The application process includes
quantitative criteria (minimum investment amount) and qualitative scores that assess, for
example, R&D activities and environmental protection. The results have been particularly
significant in industrial clusters, such as the Dolno$laskie and Katowice regions, where
SEZs have increased employment, investment and regional GDP (Cizkowicz et al., 2017;
Jensen & Winiarczyk, 2014). However, challenges include EU state aid restrictions and
regional disparities, as the effects are weaker in regions with infrastructure or skills
constraints (PwC, 2018). The Polish model shows that the success of SEZs requires

logistical accessibility and a skilled workforce, which is relevant for Eastern Finland.

5.2 Czech SEZ

In the Czech Republic, special economic zones (SEZs) have been a central part of the
country’s industrial and regional policy. Since 1998, the government has adopted an
investment incentive scheme that has provided tax breaks and infrastructure support to
foreign investors (Ministry of Industry and Trade of the Czech Republic [MPO], 2024).
The aim has been to attract foreign investment, promote technology transfer, and improve

regional employment (Generis Online, 2024).

The management of SEZs is centralized in the Czechlnvest agency, which is responsible
for the development of industrial zones and attracting investors. The agency also regularly
publishes reports on foreign investment, which show the impact of SEZs on the business

environment (Czechlnvest, 2023a; Czechlnvest, 2023b).
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However, the impact has varied across regions. For example, the Moravian-Silesian and
Central Bohemian regions have attracted significant investments in the automotive
industry, while in other regions the impact of SEZs has been less significant (Ambroziak
& Hartwell, 2018). This highlights that the effectiveness of SEZs depends on regional
factors such as infrastructure, workforce skills and the effectiveness of administrative

practices (Farole & Akinci, 2011).

In 2024, the Czech government established a state investment and development company
with the task of developing industrial zones for large strategic investments (United
Nations Conference on Trade and Development [UNCTAD], 2024). Overall, the
experience of Czech SEZs provides valuable information on the design and
implementation of special economic zones and can serve as a benchmark for the

development of SEZs in Eastern Finland (Ambroziak & Hartwell, 2018).

5.3 Ireland's Shannon Free Zone model

Established in 1959, the Shannon Free Zone is widely recognised as the first modern
Special Economic Zone (SEZ), and its main purpose was to respond to the declining
economic importance of the area’s airport (McLoughlin, 2020). Shannon Airport was
previously an important stopover point on the Atlantic, but advances in aviation
technology reduced the need for such stopovers. By implementing the SEZ model, the
state created new economic opportunities for the area through a substitute economy

(McLoughlin, 2020).

The key operating mechanisms of the Shannon Free Zone included tax breaks, customs
duties, and quantitative advantages for manufacturing and export-oriented companies.
Companies located in the zone received, for example, reduced customs duties on imported
goods, VAT exemptions, and tax incentives, making it an attractive investment

destination for foreign operators (Shannon Group, 2023; Callanan, 2020). These
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advantages attracted international companies such as Element Six and GE Capital

Aviation Services, which quickly made the area an economic hub.

Infrastructure, location, and administrative efficiency were also crucial factors in regional
development. The Shannon Free Zone was located in the immediate vicinity of the airport
and was built with ready-made industrial buildings, which allowed investors to start their
operations quickly and efficiently (Callanan, 2020). The Shannon Development regional
development company, which provided administrative support, ensured that the
permitting and investment processes were clear and efficient—a combination of expertise
and coordination that supported the success of the SEZ (United Nations Industrial
Development Organization [UNIDO], 2017).

However, the Shannon Free Zone was not just an economic driver. The OECD has
highlighted its role as a model for place-based strategies, where economic growth is
linked to infrastructure, expertise, and the region’s own strengths (OECD, 2021).
Shannon has also become a global reference in SEZ development; for example, Chinese
officials visited the site to gain inspiration for the establishment of the Shenzhen SEZ

(Zeng, 2015).

5.4 China Shenzhen Special Economic Zone (SEZ)

The Shenzhen Special Economic Zone (SEZ), established in 1980, is one of the world’s
most prominent examples of SEZs and a key factor in China’s economic reforms and
opening up to international markets. The zone was established as a pilot project to test
market mechanisms, more flexible legislation, and institutional reforms before expanding
them to the entire country (Zeng, 2015). Shenzhen’s development from a fishing village
to a global technology hub in just a few decades illustrates how SEZ mechanisms can
accelerate rapid economic and structural change. The zone’s governance model was based
on strong state guidance, but at the same time, it offered a unique operating environment
where private and foreign investments received special tax benefits and duty exemptions.

For example, corporate taxes were significantly lower than elsewhere in China, and
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production-related duty exemptions and flexible land use policies created predictability

and attracted investors (Yeung et al., 2009).

Shenzhen’s success was also based on extensive infrastructure investments and support
for innovation. High-tech industrial parks, research institutions, and start-up ecosystems
formed a whole that strengthened the region’s position in high-value-added production
(Zeng, 2015). The high level of education of the workforce and, in particular, the large
proportion of young, technologically skilled people supported the emergence of an
innovation hub. The innovation environment was also strengthened by the protection of
intellectual property rights, which encouraged companies to invest in research and
development. This was reflected, among other things, in the rapid growth in the number

of patent applications and the increase in scientific publishing (Hu & Zhang, 2020).

The Shenzhen SEZ has become an internationally renowned example of how economic
incentives, institutional flexibility, and strategic infrastructure policies can combine to
create a dynamic growth center. Several policy-oriented lessons can be drawn from the
development of the region, such as long-term commitment to reforms, attracting
investment through diversified benefits, and systematically supporting innovation and
skills (Farole & Akinci, 2011). Today, Shenzhen is part of the Greater Bay Area
development plan, where it serves as a gateway for technology and economic growth
between China and the international economy, combining infrastructure, business
networks, and international cooperation (China Briefing, 2023). This development
process shows that SEZs can serve not only as engines of economic growth but also as
testbeds for social and institutional reform, making the Shenzhen model a relevant

benchmark for European SEZ plans as well.

5.5 Italy SEZ model

Italy has adopted the concept of a Special Economic Zone (SEZ) as one of the main
instruments of its national policy to promote regional development and investment. The

Single Special Economic Zone of Southern Italy (“Zona Economica Speciale Unica
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Mezzogiorno”), launched in 2024, is based on a 2023 law (Law No. 162/2023) and covers
eight regions of Southern Italy: Abruzzo, Basilicata, Calabria, Campania, Molise, Apulia,
Sicily and Sardinia (Italian Government, 2023). The aim of this Single Special Economic
Zone is to address the long-standing economic disparities in Southern Italy and to promote

economic vitality in regions suffering from a structural investment gap.

The mechanisms of the Italian SEZs are based on a broad incentive system that includes
significant tax benefits, reduced bureaucracy and infrastructure projects. Companies can
benefit from customs exemptions, VAT reductions and accelerated authorisation and
investment processes (D’Andrea & Partners, 2023). In addition, companies can benefit
from tax credits of up to €100 million for investments in large projects in the Special
Economic Zone (Nistico & Prota, 2025). This financial support is combined with
administrative simplification: a digitalised “one-stop shop” (S.U.D. ZES) brings together
various authorisation and support services, making it easier to make investments (Invest

in Campania, 2023).

In addition to the SEZ mechanisms, there is a strong emphasis on infrastructure and
logistical connections. In Italy, the €630 million investment earmarked through the
National Recovery and Recovery Plan (PNRR) is specifically targeted at the development
of roads, ports and “last mile” logistics, strengthening efficient connections between
production, ports and the TEN-T core network (European Commission, 2023; Italia
Domani, 2023). Digital and green transition projects, such as smart logistics and energy

efficiency, are also part of the development of SEZs (D’ Andrea & Partners, 2023).

The Italian SEZ model is also the result of administrative integration and multi-level
coordination. Each SEZ has a designated Commissioner who acts as a single point of
contact and is responsible for the authorisation and decision-making processes. A national
steering group, chaired by the Minister for Southern Italy and Territorial Cohesion,

coordinates the strategic development of the regions (European Commission, 2023). This
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structure increases planning and transparency and strengthens the capacity of the public

administration to implement the SEZ strategy

The Italian model shows how a national objective, in this case the structural recovery of
Southern Italy, can be achieved through SEZs. The combination of economic incentives,
administrative digitalisation, infrastructure investments and multi-level governance
mechanisms shows that SEZs can act as a highly targeted instrument for regional
development. In the case of Eastern Finland, the application of SEZs could be based on a
similar approach: combining efficient logistical solutions, training and innovation support
and administrative agility, so that the region can benefit from the same comprehensive

strategy.

5.6 Comparison between international models

Comparing international special economic zone (SEZ) models provides valuable insights
into how different economic, institutional and territorial contexts shape the design and
impact of SEZs. According to the academic literature, the success of SEZs depends not
only on economic incentives, but also on infrastructure, administrative efficiency and

institutional integration (Farole & Akinci, 2011; UNCTAD, 2019).

Common success factors across these models include clear incentives, strong
infrastructure and administrative efficiency. All models use tax exemptions and
infrastructure support to attract investment, but their focus varies: Poland and the Czech
Republic emphasize regional balance within EU rules, Shannon on logistics, Shenzhen
on innovation and Italy on integration of EU funding. Economic impacts such as
employment growth, increased foreign direct investment (FDI) and regional GDP growth
are clear in all models, but the extent of the impacts depends on regional conditions such

as logistics and workforce skills (Farole, 2011). For example, in Poland and the Czech
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Republic, the impacts are concentrated on industrial clusters, while in Shenzhen,

innovation and in southern Italy, EU funding are key.

The challenges are mainly related to institutional and contextual constraints. In EU
countries (Poland, Czech Republic, Ireland, Italy), state aid rules limit the scope of
incentives, which can weaken competitiveness compared to Asian models such as
Shenzhen (European Commission, 2022). In addition, a “race to the bottom” phenomenon
threatens if incentives lead to excessive dependence on foreign capital, as in Shenzhen
and partly in Poland (Moberg, 2017). Enclave effects, where benefits remain limited
without spillover effects to the surrounding economy, are a risk, especially in areas with
infrastructure or skills deficiencies (Rodriguez-Pose & Wilkie, 2018). Bureaucracy, as in
Italy, and regional disparities, as in Poland and the Czech Republic, highlight the need

for institutional flexibility and local integration.

6. APPLICATION TO EASTERN FINLAND

The economic situation in Eastern Finland has faced significant challenges, especially
due to the economic recession caused by the closure of the Russian border, which has
reduced trade and weakened the vitality of the region (Statistics Finland, 2025; Finnish
Institute of International Affairs, 2024). An aging population, a lack of investment and
constraints on the availability of labor emphasize the need for innovative solutions, such
as special economic zones (SEZs), which can attract investment and support regional

development.

This chapter applies lessons learned from international SEZ models (Poland, Czech
Republic, Ireland, China, Italy) to the Eastern Finnish context, focusing in particular on
areas close to the border, such as Imatra. The application is divided into five areas: legal

and institutional suitability, infrastructure and logistics, skills and RDI connections,
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sector focus and smart specialization, and governance model and implementation. The
aim is to develop an EU-compatible SEZ model that strengthens the competitiveness of
Eastern Finland and supports the green transition, while avoiding enclave effects and

other risks (Farole & Akinci, 2011; UNCTAD, 2019).

6.1 Legal and institutional suitability

EU state aid rules constitute a key constraint for the design of the SEZ model, but the
General Block Exemption Regulation (GBER) offers flexible tools, such as regional
investment aid (Art. 14), research, development and innovation aid (Art. 25-30), training
aid (Art. 31), and aid for the green transition and environmental protection (Art. 36—52)
(European Commission, 2021). The Polish and Italian SEZ models show that EU-
compatible incentives, such as tax deductions and investment subsidies, can effectively
attract investment when targeted at regional development and RDI activities (Ambroziak

& Hartwell, 2018; D’ Andrea & Partners, 2023).

The Polish experience shows that qualitative criteria such as RDI content and
environmental impact can be integrated into aid, which supports sustainable development
and strengthens the legitimacy of the SEZ (Cizkowicz et al., 2017). In terms of
institutions, clear coordination is needed, as in the Czech Czechlnvest model, to ensure
transparency and compliance with EU rules (Czechlnvest, 2023a). The Eastern Finland
SEZ could use existing structures such as Business Finlandia to coordinate aid, but a

separate regional coordination body would be necessary.

Finland’s special position as the northernmost EU Member State highlights the need to
adapt the SEZ model to the challenges of sparsely populated and border regions. The EU
Clean Industrial Deal framework for state aid, which entered into force in early 2025
(European Commission, 2025), allows for more flexible forms of support to promote the
green transition, such as investment support for industrial decarbonisation and the circular

economy, which fits the tourism and industry-oriented economic profile of Eastern
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Finland (European Commission, 2025). This framework partially replaces the previous
Temporary Crisis and Transition Framework (TCTF), which expires in December 2025,
and it particularly highlights regional support maps, which classify Eastern Finland in the
“c” category, allowing support levels of up to 50% for investments (European
Commission, 2022; Ministry of Economic Affairs and Employment, 2025). In this way,
the SEZ model could integrate the GBER articles directly into regional development
programmes, such as the Eastern Finland Vitality Programme, ensuring that the aid is

objective and measurable (Finnish Government, 2023a).

In terms of institutional suitability, Finland’s strong administrative tradition offers
advantages compared to, for example, the centralised PAIH model in Poland, but it also
requires adaptation to local circumstances. The Finnish regional state aid map published
in 2025 (updated in line with the RAG guidelines) reinforces the position of Eastern
Finland as a priority area, where aid can be targeted in particular at municipalities close
to the border, such as Imatra, to support employment and investment (European
Commission, 2025). However, EU transparency requirements require public registration
of aid above EUR 100,000, which requires the development of a digital monitoring
system (European Commission, 2023b). The Czech Czechlnvest model offers a model
for this: a centralised digital platform that combines applications, assessment and
reporting, reducing the administrative burden and speeding up processes by up to 30%
(Czechlnvest, 2023a; UNCTAD, 2025). In Eastern Finland, a similar model could
operate, for example, under Business Finland, integrating regional actors (such as ELY

centres) into a single portal, which would improve efficiency and attract investors.

Furthermore, institutional sustainability requires multi-level cooperation, where national,
regional and EU-level interests are aligned. The Italian model of commissioner structure
shows how a regional commissioner can act as a link between ministries and local actors,
ensuring strategic alignment (Invest in Campania, 2023). In Finland, this could mean an
Eastern Finland SEZ commissioner who coordinates the guidelines of the Ministry of
Employment and the Economy (TEM) with the ELY centres, for example supporting

green transition projects in line with the EU Clean Industrial Deal framework (European
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Commission, 2025). Such a structure would strengthen the legitimacy of the SEZ at the
local level, reducing resistance and promoting stakeholder cooperation (OECD, 2024).
Finally, legal suitability requires continuous monitoring, as the EU regulatory framework
is dynamically evolving. For example, the 2025 update to the State Aid Guidelines
(European Commission, 2025) places greater emphasis on sustainability, which opens up

new opportunities for regions like Eastern Finland.

6.2 Infrastructure and logistics

Among international SEZ models, the Irish Shannon Free Zone and the Italian ZES
emphasize the central role of logistics and infrastructure in attracting investment
(Callanan, 2020; Bevilacqua et al., 2023). The Eastern Finland SEZ should invest in
multimodal logistics corridors, such as rail-industrial parks, ports (e.g. Lappeenranta,
Kotka) and green energy infrastructure, which strengthen connections to the EU TEN-T

network.

The Shannon model shows that ready-made industrial facilities (“plug-and-play’) reduce
the friction of investment deployment, which is especially important in areas like Imatra,
where logistics must compensate for the impact of the Russian border closure (Shannon
Group, 2023). The Polish experience emphasizes that the effects of SEZs are concentrated
in areas with dense supplier networks and strong infrastructure (Cizkowicz et al., 2017).
Digital infrastructure, such as broadband and the utilization of waste heat from data
centers, is an increasingly important investment criterion, as seen in the Italian model

(UNCTAD, 2019; Invest in Campania, 2023).

The Eastern Finland SEZ would require the use of EU funding (e.g. InvestEU, CEF) for
the development of logistics, for example the modernization of ports and railway
connections, ensuring a competitive position in the EU internal market and transatlantic

value chains.
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In 2025, the EU Connecting Europe Facility (CEF) Transport programme has allocated
over EUR 90 million to nine projects in Finland, a significant part of which is focused on
logistics and infrastructure, such as the construction of new icebreakers and the
development of ports (European Commission, 2025a). This funding directly supports the
expansion of the TEN-T network, where rail and port connections in Eastern Finland (e.g.
the ports of Kotka and Lappeenranta) are priorities, enabling multimodal transport to be
more efficient (CINEA, 2025). In the 2025 CEF funding round, Finland applied for over
EUR 73 million for 11 projects, including digital capacity management for rail transport
and port development, demonstrating the programme’s importance in improving regional

accessibility (Ministry of Transport and Communications, 2025).

In the context of Eastern Finland, infrastructure investments should be prioritized in areas
close to the border, such as Imatra, where logistics disruptions have exacerbated the
economic downturn (Statistics Finland, 2025). The Shannon model emphasizes the role
of ready-made facilities: in Eastern Finland this could mean modular industrial halls that
allow for rapid commissioning, reducing investment delays by up to 6—12 months
(OECD, 2024). The Polish SEZ experience confirms that infrastructure is concentrated in
clusters where supplier networks are dense, so in Eastern Finland this could mean greater
development of economic logistics hubs in Kotka, combined with rail connections to
Central Europe (Cizkowicz et al., 2017). Digital infrastructure, such as the 5G network
for the TEN-T corridors, will improve real-time logistics and attract high-tech
investments, as in the Italian model, where a digital one-stop-shop has accelerated permit

processes (Invest in Campania, 2023; UNCTAD, 2019).

In addition, the development of green infrastructure is key: CEF funding supports, among
others, the electrification of ports and the integration of renewable energy, which fits the
profile of Eastern Finland (e.g. the use of waste heat in data centres) (European
Commission, 2025a). Among the CEF allocations for 2025, Finland received EUR 80
million for the WINMOS III project, which will develop multi-purpose icebreakers and
improve northern logistics, which could be extended to ports in Eastern Finland (Ministry

of Transport and Communications, 2025). In this way, the SEZ model not only
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compensates for the effects of border closures, but also strengthens the region's position

in the EU's green logistics network, attracting investments in transatlantic value chains

(OECD, 2024).

6.3 Competence, labor market and RDI connections

The Shenzhen and Shannon SEZ models show that research, development and innovation
(RDI) ecosystems and a skilled workforce are key to long-term success (Zeng, 2015;
OECD, 2021). Higher education institutions in the region can act as engines for RDI
programmes, and GBER training grants (Art. 31) and RDI support (Art. 25-30) can
finance joint business-university pilots and lifelong learning programmes, as in the Czech

model (Czechlnvest, 2023b).

The Polish experience shows that local procurement requirements and internship
programmes promote spillover effects, preventing enclave effects where benefits remain
limited (UNCTAD, 2019). In Eastern Finland, this could mean, for example,
apprenticeships and the integration of local subcontracting networks into SEZ activities.
RDI cooperation could also include joint test platforms between companies and
universities, such as in Shenzhen, where new technologies are piloted (Hu & Zhang,

2020).

In 2025, the EU Skills Agenda update (part of the Union of Skills initiative) will
emphasise strengthening RDI ecosystems at regional level, especially in sparsely
populated areas, by providing additional resources through Articles 25-30 of the GBER
for innovation grants, which can cover up to 50% of costs for SMEs (European
Commission, 2025b). This framework expands the 2021 Union of Skills initiative, which
focuses on digital and green skills, and is suitable for the needs of Eastern Finland, where
the ageing population and migration loss are reducing the availability of labour (European
Commission, 2021; Statistics Finland, 2025). Shannon’s model confirms that RDI

collaboration with universities creates innovation platforms that attract FDI — in Eastern
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Finland, LUT University and the University of Eastern Finland could lead joint
programmes in biomaterials and the circular economy, leveraging GBER training and

RDI grants (OECD, 2021; CzechInvest, 2023b).

The Polish SEZ experience highlights the role of local sourcing requirements in spillover
effects: requirements such as 30% local suppliers have increased regional connectivity by
up to 25% (Nazarczuk & Uminski, 2019). In Eastern Finland, similar requirements could
integrate SEZ companies into local networks, such as forest and bio-industry clusters,
preventing enclave effects (UNCTAD, 2019). In 2025, the EU’s Digital Europe
Programme (DEP) will provide €1.5 billion for digital skills and RDI, including regional
pilots tailored to the needs of Eastern Finland (e.g. industrial automation) (European
Commission, 2025c). Traineeship programmes, such as in Poland, could link SEZ
companies with universities, creating 500—1000 new jobs per year, thus compensating for

labour shortages.

Furthermore, the Shenzhen model shows that testbeds accelerate innovation: in Eastern
Finland, joint platforms with universities could pilot technologies, supporting Articles
25-30 of the GBER and attracting FDI (Hu & Zhang, 2020; Zeng, 2015). The 2025 update
to the GBER (valid until 2026) extends training and RDI subsidies to SMEs up to 70%
of costs, especially in the green transition, strengthening the RDI ecosystem in Eastern
Finland (European Commission, 2025d). In this way, the SEZ not only develops skills,
but also creates a sustainable labor market model that responds to the demographic

challenges of the region.

6.4 Sector focus and smart specialization
Eastern Finland’s strengths in industry, bio- and forestry (e.g. biochemicals, fibre

materials, wood construction), low-carbon energy and tourism support a focused but

flexible sector choice (Government, 2022). The Polish model shows that qualitative
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criteria such as salary level, RDI content and environmental impacts guide support to

desired profiles, which increases long-term competitiveness (Cizkowicz et al., 2017).

The Eastern Finland SEZ could benefit from the GBER investment support (art. 14) and
the green transition support (art. 36—52), which encourage sustainable and high-value-
added activities, such as hydrogen clusters and the circular economy. The Italian model
highlights the role of EU PNRR funding, which could finance green investments in
Eastern Finland, such as energy efficiency systems (European Commission, 2023). Smart
specialization ensures that SEZs leverage the region’s existing strengths and create
synergies with higher education institutions, such as in Shenzhen, where RDI ecosystems
have strengthened innovation (Zeng, 2016). Sustainable tourism could act as a high-

value-added sub-center, attracting investment in welfare services.

The Finnish Bioeconomy Strategy (2022-2035) emphasizes the development of high-
value-added products from renewable resources, with the aim of doubling the value added
of the bioeconomy by 2035, achieving carbon neutrality (Bioeconomy.fi, 2022). The
strategy integrates the EU Green Deal objectives and focuses on the bio- and forestry
processing chain, such as biochemicals and fiber materials, which match the strengths of
Eastern Finland (Bioeconomy.fi, 2022). The SEZ could prioritize RDI programs, where
GBER Art. 25-30 allows for up to 50% support for SMEs for innovations, such as digital
optimization of wood construction (Valtioneuvosto, 2022). The Polish model confirms
the effectiveness of qualitative criteria: wage level requirements and environmental
certificates have increased the sustainability of investments by 20-30%, preventing short-

term projects (Nazarczuk & Uminski, 2019).

Low-carbon energy, such as hydrogen and energy storage, is a growing sector in Eastern
Finland, where GBER Art. 36-52 allows for support for decarbonisation and renewable
energy up to 60% of costs (European Commission, 2023). The 2023 GBER update
extends these articles to support the EU Green Deal Industrial Plan framework, which

emphasizes hydrogen clusters and energy efficiency, fitting the profile of Eastern Finland
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(European Commission, 2023). The Italian PNRR experience shows that EU funding
(over €31 billion for the green transition) has enabled investments in energy efficiency,
such as heat pumps and hydrogen infrastructure, in southern regions, which has increased
employment by 15% (European Commission, 2023). In Eastern Finland, similar funding
could support hydrogen production, utilizing local resources such as waste energy from

data centers (Ministry of Economic Affairs and Employment, 2024).

Smart Specialization (RIS3) ensures that SEZs align with the region’s strengths, such as
the Shenzhen model, where RDI ecosystems have catalyzed innovation and increased
patents by 40% annually (Zeng, 2016; Hu & Zhang, 2020). In Eastern Finland, LUT
University and the University of Eastern Finland could lead RIS3 programs, focusing on
circular economy and wood construction, combined with GBER Art. 14 investment
support (Government, 2022). Sustainable tourism, such as wellness services in forests,
could act as a sub-sector, attracting investment from the EU Just Transition Fund, which
supports the transition from fossil fuels to bio- and eco-production (Department of
Agriculture, Food and the Marine, 2025). Poland’s qualitative criteria, such as
environmental certification, could guide SEZ support for tourism, ensuring sustainability

and added value (Cizkowicz et al., 2017).

In addition, the EU Just Transition Fund (JTF) has allocated over EUR 10 million in 2025
for bioeconomy demonstration projects, focusing on circular economy and renewable
resources in sparsely populated areas (Department of Agriculture, Food and the Marine,
2025). This funding will support regions like Eastern Finland where the bioeconomy can
offset economic downturns, and will be integrated into the PNRR’s green transition,
enabling synergies between sectors such as hydrogen and bioenergy (European
Commission, 2023). In this way, the SEZ will create a sustainable sector model that

strengthens regional resilience and attracts FDI (OECD, 2024).
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6.5 Governance model and implementation

The Shannon and Czech SEZ models emphasize the importance of centralised
governance and a one-stop shop for the rapid deployment of investments (Callanan, 2020;
Czechlnvest, 2023a). In this case, an Eastern Finland SEZ Authority is needed to digitally
coordinate permit processes, grant applications and after-care, in line with EU

transparency requirements (European Commission, 2021)

The Italian model shows that regional and national coordination, such as the use of
commissioners and steering groups, improves strategic planning and implementation
(Invest in Campania, 2023). A tripartite stakeholder council consisting of municipalities,
businesses and employee organisations ensures the legitimacy of the SEZ and links it to

local development objectives, as in Poland (OECD, 2019).

The governance model should be agile but EU-compatible, for example by using digital
platforms to process permits and subsidies, as in Italy (D’Andrea & Partners, 2023).
Impact assessment, such as the difference-in-differences method, should be included from
the outset to monitor and optimise the effects of the SEZ (e.g. employment, investment,

carbon footprint) (Abadie et al., 2010).

EU transparency requirements on state aid, which require public reporting of aid
exceeding €100,000 within six months of its granting, are central to SEZ governance
(European Commission, 2016a). In the Italian SEZ model, the digital Sportello Unico
Digitale (S.U.D. ZES) portal, launched in 2023, has accelerated authorisation processes
by up to 40% by combining regional commissioners and the national steering group into
a single interface, granting over 160 individual authorisations for investments in southern
Italy (Struttura di Missione ZES UNICA, 2023; fDi Intelligence, 2023). This model
replaces the previous Additional Commissioners with a technical task force responsible

for programming and monitoring investments under the Presidenza del Consiglio dei
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Ministeri, ensuring strategic direction (Ministero per il Sud e la Coesione Territoriale,

2023).

In the Polish experience, a tripartite stakeholder council (municipalities, businesses,
workers’ organisations) has strengthened the legitimacy of SEZs, particularly in regional
development policy, where the councils coordinate local objectives at the national level
(OECD, 2021). In 2019, an OECD report highlighted that such councils improve multi-
level governance (MLG) in Poland, where regional social dialogue councils have reduced
conflicts and increased stakeholder participation by up to 25% (OECD, 2021). In Eastern
Finland, a corresponding council could integrate ELY centres and regional actors,
ensuring that the SEZ supports local priorities such as employment and industrial
development, while complying with EU transparency requirements (European

Commission, 2016a).

To ensure agility, the governance model could leverage digital platforms, such as the
Italian S.U.D. ZES, which has granted 18 applications on its first day of operation in
March 2024, processing over 200 open permits from former commissioners (Struttura di
Missione ZES UNICA, 2024). In Finland, a similar digital portal, for example under
Business Finland, could speed up processes by 30%, combining permits and subsidies
into a single user interface, as in the Czech Czechlnvest model (Czechlnvest, 2023a). In
impact assessment, the difference-in-differences (DiD) method allows for the assessment
of causal effects by comparing the SEZ area with control areas before and after
implementation, taking into account pre-trends and heterogeneous effects (Abadie et al.,
2010). The use of DiD in the SEZ context, as in the Polish evaluations, has shown an
increase in employment by 15-20% in the managed areas, but requires a sufficiently long
pre-period (at least 5 years) to minimize bias (Cizkowicz et al., 2017). In Eastern Finland,
DiD could track indicators such as investment levels and employment, integrated into EU

evaluation guidelines (European Commission, 2021).

In addition, the sustainability of the administration requires continuous monitoring, with

a stakeholder council annually assessing the impact of the SEZ, as recommended by the
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OECD in models such as Poland (OECD, 2021). The Italian steering group, which met
in December 2024 at the Presidenza del Consiglio, has shown how multi-level
coordination ensures the implementation of investments, granting over €200 million in
PNRR funding (Ministero per il Sud e la Coesione Territoriale, 2024). In Eastern Finland,
a similar model could connect the Ministry of Employment, the Economy, Transport and
the Environment, regional centres for economic development and the environment and
local actors, promoting agility and transparency in line with EU requirements (European

Commission, 2016a).

7. CONCLUSION AND POLICY RECOMMENDATIONS

Research shows that Special Economic Zones (SEZs) are a global tool for strengthening
regional growth and economic competitiveness. International examples from Poland,
Ireland and Italy show that SEZ models can bring significant added value to regional
development if implemented in a long-term, targeted and institutionally sustainable
manner (Farole, 2011; Zeng, 2016). These cases highlight that the success of SEZs is not
based solely on economic incentives, but on a holistic approach that combines
infrastructure, skills, administrative efficiency and international networks (Rodriguez-

Pose & Wilkie, 2019).

In Eastern Finland, research has revealed both strengths and challenges from the
perspective of establishing an SEZ model. Strengths include the region's rich natural
resource base, industrial expertise, especially in the bio- and forestry sectors, and its
growing importance as an investment destination for the green transition (Government of
Finland, 2022). In addition, the region's universities and research institutes offer potential
for developing innovations and training a skilled workforce. Challenges include its
remote location in relation to key European markets, the reduction in trade due to the
closure of the Russian border, and the decline and ageing of the population, which may

weaken the region's attractiveness to investors (Regional Council of South Karelia, 2025).
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The EU regulatory framework places specific constraints on the implementation of the
SEZ model in Finland. State aid rules limit direct tax competition and require that
selective advantages are justified by acceptable objectives, such as regional development
or environmental protection (European Commission, 2021). This distinguishes EU
regions from, for example, Asian SEZ models, where incentives can be significantly
broader. Therefore, the competitiveness of the Eastern Finland SEZ cannot rely solely on
tax exemptions, but should be built on regional specialization, administrative flexibility

and knowledge-based attractiveness (European Commission, 2021).

Several key conclusions can be drawn from the international examples from the
perspective of Eastern Finland. First, the Polish SEZ experience shows that long-term
investment attraction through diversified industries can create sustainable growth and
increase the amount of foreign investment, which in turn improves regional employment

and export potential (Nazarczuk & Uminski, 2019).

Second, the Irish approach emphasizes the crucial role of administrative efficiency and
predictability. Ireland has succeeded in attracting multinational companies not only
through tax incentives but also by creating a reliable and transparent operating

environment that supports long-term business planning (UNCTAD, 2019).

Third, Italian SEZ models emphasize the importance of infrastructure and logistical
connections in regional development. In Italy, the impact of SEZs has been strongest in
areas where public investment has improved connections to international ports and

transport routes, allowing companies to access wider markets (Bevilacqua et al., 2023).

In light of these examples, it can be concluded that the design of the Eastern Finland SEZ
model would benefit from combining the investment-led approach of Poland, the

administrative efficiency of Ireland and the infrastructure focus of Italy. This creates a
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diverse and sustainable development model that takes into account both regional
specificities and the EU regulatory framework. The SEZ offers Eastern Finland the
opportunity to respond to both regional and national challenges. It could serve as a tool
to curb negative demographic trends, strengthen regional competitiveness and promote

the green transition.

However, it is important to note that SEZs are not the solution to all regional development
problems in themselves, but their success requires multi-level cooperation between the
state, municipalities, universities, businesses and international actors. Without consistent
and long-term political commitment, the effects of the SEZ model are likely to be short-

term or limited (Farole & Akinci, 2011; Rodriguez-Pose, 2018).

In summary, the establishment of the Eastern Finland SEZ is both an opportunity and a
challenge. Opportunities are particularly related to sustainable development, innovation
and regional resilience, while challenges are linked to regulation, attracting investment
and structural constraints. This analysis lays the foundation for the following sections,
which present concrete policy recommendations for the implementation of the Eastern

Finland SEZ.

7.2 Policy recommendations for the Eastern Finland SEZ model

The implementation of the Eastern Finland Special Economic Zone (SEZ) requires
carefully designed policy measures, based on international experience and the structural
characteristics of the region. It is essential that the measures support both regional
competitiveness and broader national and European objectives, such as the green

transition and sustainable economic development (European Commission, 2022).

First, administrative clarity and institutional stability form the basis of a successful SEZ

model. International examples, such as Ireland and Poland, show that investors value a
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predictable regulatory environment and efficient administrative services (UNCTAD,
2019; Nazarczuk & Uminski, 2019). The Finnish government should ensure that the SEZ
administration is centralised, flexible and transparent, which reduces bureaucracy and

creates trust in domestic and foreign investors.

Second, the role of infrastructure policy is crucial. Italian SEZ models show that without
functional transport connections and logistics infrastructure, the impact of special
economic zones will be limited (Bevilacqua et al., 2023). In Eastern Finland, this means
investments in rail and road networks and digital infrastructure to improve the

accessibility of the region both nationally and internationally.

Third, policy measures should highlight the potential of the green transition. The EU
Green Deal strategy and the Fit for 55 package require Member States to make significant
investments in low-carbon production and energy innovation (European Commission,
2021). The Eastern Finland SEZ could profile itself as a hub for renewable energy,
circular economy and bioeconomy, which would create a competitive advantage

compared to other European investment destinations (Government of Finland, 2022).

Fourth, labour policy plays a key role in the success of SEZs. The region’s demographic
challenges, such as population ageing and youth migration to the south, require active
measures to secure the availability of skilled labour (South Karelia, 2025). This could
include targeted training programmes, attracting skilled labour and strengthening

partnerships between universities and businesses.

Fifth, EU competition and state aid rules should be taken into account in the development
of SEZs. International models, such as Poland and Italy, have had to balance regional
incentives with EU regulation, which has required close coordination with Brussels

(European Commission, 2021). For Finland, this means that the economic incentives for
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SEZs should be designed in a way that meets the requirements of the EU framework while

at the same time being sufficiently attractive to investors.

In summary, Eastern Finland's SEZ policy should be based on a multi-level approach that
combines institutional clarity, infrastructure development, green transition, labor policy
and consideration of EU rules. This would strengthen Eastern Finland's position as an
attractive investment area and also support Finland's strategic goals in European

economic and ecological integration.

7.3 Possible scenarios and impacts

The implementation of the Eastern Finland Special Economic Zone (SEZ) can be
imagined in several future development scenarios, depending on economic, political and
institutional factors. The following presents three alternative scenarios: optimistic,
realistic and pessimistic, through which the potential impacts of the SEZ on regional
development, investment attraction and Eastern Finland's position as part of the national

and international economic system can be assessed.

7.3.1 Optimistic scenario: SEZ as a driver of regional attraction

In an optimistic scenario, the SEZ to be established in Eastern Finland would succeed in
attracting significant foreign and domestic investments, especially in high-value-added
industries, green transition projects and digital services. International examples, such as
the Polish SEZ system, show that long-term investment attraction can create a sustainable

and broad impact on regional development (Nazarczuk & Uminski, 2019).

In this scenario, Eastern Finland would benefit not only from new jobs but also from
positive demographic developments as a result of migration. In addition, infrastructure

investments, such as the development of logistics connections and energy structures,
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would increase the accessibility and competitiveness of the region (Bevilacqua et al.,
2023). The SEZ could also act as an innovation platform that attracts research and
development activities, as in Ireland, where administrative efficiency has strengthened its

position as a technology investment destination (UNCTAD, 2019).

In an optimistic scenario, it can also be assumed that national and EU-level regulation
allows for sufficiently flexible forms of support without compromising competitive
neutrality (European Commission, 2021). Furthermore, if relations between Russia and
the EU improve in the long term and the Eastern Finnish border opens, the SEZ would
receive an additional boost from the recovery of cross-border trade, tourism and logistics.
This factor could make Eastern Finland a gateway for cooperation between the EU and
the Eurasian Economic Union, although the realization of the scenario depends on the

resolution of geopolitical tensions.

7.3.2 Realistic scenario: Limited but positive impact

In a realistic scenario, the SEZ would achieve positive but limited results. This is in line
with the experiences of many European special economic zones, where investments have
been successfully attracted mainly to specific industries, but the impact on the overall

development of the region has remained variable (Farole & Moberg, 2017).

The Eastern Finland SEZ could attract investments in, for example, industry, the
development of the forest industry processing chain, energy efficiency and tourism, but
at the same time structural challenges, such as labor shortages, long distances to markets
and a relatively small population base, would limit the magnitude of the impact.
Administratively, the implementation of the SEZ could also face restrictions related to
EU state aid rules, which would lead to the types of support remaining narrower than in

the optimistic scenario (European Commission, 2021).
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However, in a realistic scenario, significant local benefits would be seen. Improved
employment and attracting skilled labour to the region could reduce migration losses. In
addition, the SEZ could support the image of Eastern Finland as an innovative and

renewing region, which would promote its position in national development policy.

In this scenario, the possible opening of the Russian border would be seen mainly as a
complementary factor: it could bring added value to tourism and logistics, but the basic
development of the region would still rely on intra-EU investments and domestic

companies.

7.3.3 Pessimistic scenario: Failure and waste of resources

In the pessimistic scenario, the SEZ will fail to attract significant investment and its
impact will be limited. International literature shows that the establishment of special
economic zones does not automatically lead to regional development success, and many
projects have failed due to administrative bureaucracy, insufficient incentives or simply

tough global competition (Zeng, 2016).

For Eastern Finland, this could mean that the resources used to establish the SEZ, both
financial and political, would not produce the desired added value. The employment
effects would remain limited, and the region’s structural problems, such as population
ageing and migration losses, would continue. In addition, there is a risk that the support
mechanisms created by the SEZ would steer companies towards “subsidy dependency”
without long-term competitiveness, which would undermine sustainable development

(Rodriguez-Pose & Wilkie, 2019).

The geopolitical situation would increase the risk in this scenario: if the Russian border
remains closed in the long term and the region loses the associated market potential, the

impact of the SEZ would be even more limited. This would highlight Eastern Finland's
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dependence on national policies and EU-level support systems without significant

external growth drivers.

7.4 Limitations and further research

Although this work provides a comprehensive analysis of the potential application of the
SEZ model in Eastern Finland based on international examples and the regional economic
situation, the study also has significant limitations that should be acknowledged. First,
the assessment of SEZ potential is mainly based on existing literature, statistics and news
sources, and the work does not conduct primary field research, such as interviews with
local companies, authorities or organizations. This may limit the accuracy and practical

applicability of the conclusions.

International SEZ models are based on the economic and political contexts of different
countries, which makes direct applicability challenging. For example, the experiences of
Ireland and Poland may differ significantly from the administrative, legislative and
cultural conditions in Finland, which limits their transferability (UNCTAD, 2019;
Nazarczuk & Uminski, 2019). Furthermore, the Italian SEZ model emphasizes
infrastructure investments and logistical connections, which may not be fully comparable
to the limited transport network and geographical challenges of Eastern Finland

(Bevilacqua et al., 2023).

Also attracting foreign investment through SEZs may face constraints related to EU state
aid rules, which requires careful legal and political consideration. This makes the
implementation of policy recommendations complex and requires continuous

cooperation with national and EU institutions.

In the future, the research could be expanded in several ways. First, empirical research on

the local business landscape and population attitudes towards the SEZ model would
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provide a deeper understanding of the socio-economic impacts of the model. Second,
longitudinal studies after the establishment of the SEZ could assess the actual impacts on
investment, employment and regional development compared to the predicted scenarios.
Third, a comparative study of SEZ models in other Nordic countries or in the EU
periphery could provide practical recommendations for designing effective policy

measures (Zeng, 2016).

Finally, it is worth noting that geopolitical changes, such as the possible opening of the
Russian border, could significantly change the attractiveness and feasibility of SEZs. This
highlights the need for flexible and dynamic policy recommendations that can respond to

changes in the international environment.
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