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The Special Economic Zones Act 2005 is a landmark legislation enacted by the Government of India to promote
exports, attract foreign direct investment (FDI), generate employment opportunities, and enhance industrial growth.
The Act provides a comprehensive legal framework for the establishment, development, operation, and
management of Special Economic Zones across the country.

What are Special Economic Zones?

Special Economic Zones (SEZs) are specially designated areas within a country that are created to promote
economic activities such as manufacturing, trade, and services. These zones provide businesses with benefits such
as tax incentives, duty exemptions, and simplified regulations to encourage investment and exports. SEZs are
treated as duty-free enclaves for trade and customs purposes, helping industries compete in global markets. Their
main objective is to boost economic growth, create employment opportunities, and attract foreign investment.

Special Economic Zones Act 2005 Objectives
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The Special Economic Zones (SEZ) Act, 2005 aims to promote export-led growth by attracting investments,
creating employment opportunities, and providing a business-friendly environment for industries.

To promote exports by encouraging the production and export of goods and services.
To attract foreign direct investment (FDI) through tax incentives and simplified regulations.
To encourage domestic investment in manufacturing and service sectors.
To generate employment opportunities through industrial and commercial development.
To develop world-class infrastructure within designated economic zones.
To increase foreign exchange earnings by boosting export activities.
To enhance India’s global competitiveness in trade and manufacturing.
To simplify business procedures through single-window clearance mechanisms.
To create export-oriented industrial hubs with modern facilities and services.
To facilitate technology transfer by attracting global companies and investments.
To promote industrial growth in strategic sectors of the economy.

Special Economic Zones Act 2005 Key Features

The Special Economic Zones (SEZ) Act, 2005 provides a comprehensive legal framework for the establishment,
development, and regulation of SEZs in India to promote exports, investment, and economic growth.

Duty-Free Enclaves: SEZs are treated as foreign territory for trade and tariff purposes, allowing duty-free
import and procurement of goods.
Tax Incentives: SEZ developers and units are eligible for various customs duty, excise duty, and other tax
exemptions as provided under the law.
Single-Window Clearance System: The Act provides a streamlined approval mechanism through the
Board of Approval (BoA) and Approval Committees.
Simplified Procedures: Businesses operating in SEZs benefit from reduced paperwork and faster
administrative clearances.
No Import Licensing Requirement: Goods and services can be imported into SEZs without obtaining a
standard import license.
Positive Net Foreign Exchange (NFE) Obligation: SEZ units must maintain a positive NFE over a
cumulative period of five years.
Separate Customs Territory: Goods supplied from an SEZ to the Domestic Tariff Area (DTA) are treated as
imports and attract applicable customs duties.
100% Foreign Direct Investment (FDI): Most sectors within SEZs allow foreign investment under the
automatic route, subject to sectoral regulations.
Export-Oriented Operations: Units established in SEZs are primarily focused on the export of goods and
services.
Self-Certification Mechanism: SEZ units enjoy greater operational flexibility through self-certification and
simplified compliance procedures.
Dedicated Administrative Structure: Each SEZ is administered by a Development Commissioner who
oversees approvals, facilitation, and compliance.
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Institutional Framework under the SEZ Act

The SEZ Act, 2005 establishes a structured institutional framework to ensure the effective approval, administration,
regulation, and monitoring of Special Economic Zones across India.

Board of Approval (BoA): The apex inter-ministerial body responsible for granting approvals for the
establishment of SEZs and formulating policy guidelines.
Development Commissioner (DC): The administrative head of an SEZ, responsible for facilitating
clearances, promoting investments, and ensuring compliance with SEZ regulations.
Approval Committee: A zone-level committee that examines applications, grants approvals to SEZ units,
and monitors their operational performance.
SEZ Developer: The approved developer entity responsible for creating, maintaining, and managing
infrastructure within the SEZ.
Customs Authorities: Responsible for supervising duty-free imports and exports, monitoring the
movement of goods, and ensuring compliance with customs provisions.
Ministry of Commerce and Industry: The nodal central ministry overseeing the implementation,
administration, and policy direction of the SEZ framework.
State Governments: Provide land, infrastructure support, and local clearances to facilitate the
establishment and smooth functioning of SEZs.
SEZ Units: Export-oriented business enterprises operating within SEZs that must comply with provisions
such as the Positive Net Foreign Exchange (NFE) requirement.
Approval Mechanism: A single-window clearance system designed to simplify approvals and reduce
procedural delays for developers and units.

Special Economic Zones Act 2005 Significance

The Special Economic Zones (SEZ) Act, 2005 has played a crucial role in promoting exports, attracting investments,
accelerating industrial growth, and enhancing India’s integration with the global economy.

Boosts Exports: Helps increase the export of goods and services by providing a conducive environment for
export-oriented industries.
Attracts Investment: Encourages both domestic and foreign direct investment (FDI) through fiscal
incentives and simplified regulations.
Generates Employment: Creates direct and indirect employment opportunities in manufacturing, services,
logistics, and related sectors.
Promotes Industrial Growth: Facilitates the establishment of industries and business enterprises with
modern infrastructure and support services.
Enhances Foreign Exchange Earnings: Contributes to higher foreign exchange reserves through
increased export activities.
Improves Ease of Doing Business: Provides single-window clearances, simplified procedures, and
reduced compliance burdens for businesses.
Develops World-Class Infrastructure: Encourages the creation of high-quality industrial, commercial, and
logistics infrastructure.
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Strengthens Global Competitiveness: Enables Indian industries to compete effectively in international
markets by reducing operational costs.
Facilitates Technology Transfer: Attracts global companies that bring advanced technologies, innovation,
and modern management practices.
Supports Regional Development: Promotes industrialization in different regions, helping reduce regional
economic disparities.
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