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ABSTRACT

The rapid growth of cooperation among countries, globalization, and integration has been some of the most significant
indicators for the growing importance of free economic zones [FEZs] in the system of world economic relations. However,
despite the advantages provided by FEZs, not all countries can successfully exploit the potential of FEZs. It is noticed that
state institutions are hesitant to establish special purpose economic zones due to the difficulty of measuring the benefits of
FEZs. This article aims to explain the phenomenon of the FEZ impact on regional economic development. In this article,
based on the correlation analysis an algorithm is developed according to the interfaces illustrating the highest determination
coefficient. The algorithm provides an opportunity to reveal the dependence on regional economic development from FEZs
activity. The study reveals that the most critical FEZs activities that significantly impact regional economic development are
the amount of attracted foreign direct investments [FDI], the number of companies operating in FEZ and jobs created in the
zone.
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INTRODUCTION

In the course of intensive globalization processes, strengthening of economic, cultural, and political
cooperation between countries, the relations greatly influence the formation of trade, technology,
investment, resource, and information flows (Privara and Kiner, 2020). With the constantly changing
market in each region, new, effective methods like the development of FEZ are being sought that
promote revenue growth, investment, exports, and local resources’ rational use. It is also significant that
cooperation among FEZ is becoming ever more critical and may be perceived as an instrument used to
solve regional economic problems.

Lithuania is also looking for methods to stimulate the growth of foreign and local investments, the
establishment of new jobs, ensuring a competitive advantage. One way to attract foreign and local capital,
foster production, and modernize the economy is to establish free economic zones.
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To equitably and adequately allocate limited resources, it is essential to identify priority areas where FEZ's
development would bring the most significant benefits to the region’s economic development. Despite
the scientific literature aimed at identifying the factors driving the development of FEZ (Emtseva,
Krasova, and Mazelis, 2019; Ambroziak and Hartwell, 2018), the problem is: no algorithm has yet been
developed to allocate limited resources most efficiently to promote regional economic development.

The scientific novelty of the research conducted by the authors of the article is characterized by the
development of an algorithm for the positive impact of FEZs on the development of the region. The
algorithm provides a basis to understanding better the impact of FEZ on the region’s economic
development. The research results could represent a valuable platform for the creators of economic
policies and the creators of national and regional development plans. Trends in regional development
lead to creating the concept of strategic investment and development packages which include necessary
information of a sectoral business attractiveness, sectoral and regional productivity. The differences in
regional productivity significantly influence the economic development of the countries. Also, there
persist strong tendencies of widening gaps in labor productivity between prosperous and underdeveloped
regions. The sectoral analyses and causal research of competitiveness factors of the individual sectors and
related enterprises and conditions, where such enterprises are created and operate, are inevitable in
stopping this process (Dvorsky, Gavurova, Cepel and Cervinka, 2020).

The research aims - to identify the elements of FEZ activity that can also be identified as the catalyst
with the most significant impact on regional economic development.

Research tasks:

1. Analyse the scientific literature related to the contribution of FEZ to regional economic development.
2. To perform a correlation analysis of Klaipeda region macroeconomic and Klaipeda FEZ indicators.
3. Develop an algorithm.

Methodology. In the theoretical part, the systematic comparative analysis and generalization of the
scientific literature sources is performed. A comparative analysis was performed in the analytical-research
part of Klaipeda FEZ statistical data from 2014 to 2019. The authors also used econometric methods
(correlation and forecasting of statistical data for 2030 using the excel “trend” function). Data is used
from activity reports submitted by the Statistics Department of Lithuania and Klaipéda FEZ annual
reports.

1 THEORETICAL BACKGROUND

Economic development is a qualitative change that challenges the structure of the economy, including
innovation institutions, behaviour, technology, and creating a favourable and attractive environment for
businesses. Economic development can also be understood as distinctive development of the
mobilization of human, financial, organizational, physical and natural resources, the provision of
competitive services to the community and the quantity and quality of products. Moreover, it can also be
described as an activity by which economic development organizers strive to solve all the community
problems. Economic is treated as a critical component of the region’s development, forming the basis
for developing other components. Moreover, regional economic development can be defined as the
development, comprehensive process of change that promotes long-term economic growth,
transformation that improves the economic quality of life of society members in the community.
Nowadays, the regional and spatial policy focuses on supporting the development of network
connections among business entities, local authorities, and the business environment (Hajduga, Pilewicz
and Mempel-Sniezyk, 2018). Lukash and Jan (2011) point out that regional economic development can
be understood as a result of regional competitiveness driven by a tendency to fight for a better economic
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position. The economic development of the region focuses on quality improvement, risk reduction,
innovation and entrepreneurship, which lead to a faster and higher trajectory of economic growth at the
regional and national level. The economic development of a region can also be defined as a mechanism
for expanding economic actors’ opportunities. These participants can be individuals, firms, or industry
representatives (Feldman, Hadjimichael, & Lanahan, 2015).

The region’s economic development is the essential component of community development. It provides
the community’s financial resources necessary for those who want to develop the community in other
aspects. The leading indicators of regional economic development, which show the viability of the
market, are

e the employment rate,
e the size of the GDP product per capita,
e the number of business entities and the size of wages.

One of the forms to stimulate regional economic development is establishment of free economic zones.
According to scientists (Cirera and Lakshman, 2016; Zeng 2019 et al.), free economic zones can be
defined as industrial zones operating in a particular statutory area where business development benefits
are granted, imported material is processed before export. In World Investment Report (2019), the
United Nations [UNCTAD] described FEZ as a useful tool for boosting investment, modernizing
industry, creating new jobs in the region and increasing exports. Proponents of FEZ development (Busso,
Gregory, & Kline, 2013; Wang, 2013; Alkon, 2018; Moberg, 2015) claimed that a special product
processing or manufacturing zone provides unique opportunities for economic development to improve
free market performance and reap economic benefits. Moberg (2015) affirmed that the FEZ is the
second-best solution (the best would be a completely free market, without any local constraints) for the
country to integrate into the international division of labor without trade liberalization for the whole
economy. Chakraborty, Gundimeda and Kathuria (2017) pointed out that FEZ would benefit the host
country by attracting foreign direct investment, creating employment, increasing exports and fostering its
economic ties through technology transfer and the use of local resources. Xie, Swerts and Pumain (2018)
claimed that investments in FEZs could facilitate cluster development, strengthen urban development
and promote workers and highly skilled professionals’ economic well-being. Similar findings are obtained
by Kostiukevych et al.(2020), considering the rural communities’ development due to engaging of
attracting investments. Rajnoha et al. (2019) stated that FEZ has a positive impact on the region’s
development while promoting GDP growth and growing demand for skilled employees.

However, some authors (Brussevich, 2020; Turgel et. al., 2019; Jarosinski and Masloch, 2016) argue that
the establishment of free economic zones can be harmful in terms of negative impacts to nature, local
communities and because of extremely high costs for infrastructure preparation and development. It is
believed that companies established in the FEZ* territory also reduce the development opportunities for
other local businesses in the region. Critics of free economic zones have also emphasized that with the
spread of globalization, competition between economic zones is rising and it reduces free economic
zones’ efficiency.

The influence of free economic zones at the national level on the example of specific countries was
analyzed by Leong (2012), Jarosinski and Masloch (2016), Ambroziak and Hartwell (2019), Potter (2020)
and others. According to UNCTAD, the number of active economic zones worldwide was 5,383 in 2019,
presented in about 150 countries. Researchers found that the impact of FEZ on the region’s development
is significant and economically important, depending on the scale of FEZ activity and integration into
the national economy. However, it is noticeable that although FEZ can provide an impetus for the
country’s economy to grow, not all economies have been able to take advantage of FEZ. Although FEZ’
in countries such as Jordan, China, Malaysia and Lithuania are being successfully developed, FEZs in
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Mumbai, Nigeria and Pakistan have disappointed or modest results to local and national economic
development. It can be concluded that the success formula, where the essential FEZ operational factors
which had a positive impact on economic development, are not investigated and widely used. Identifying
the main FEZ activities having the most impact on the region’s economic development is particularly
important because economic transformation can take decades.

When assessing the impact of a free economic zone on a particular region, it is essential that a region’s
impact can be twofold: direct and indirect. Indicators such as the zone’s ability to attract sufficient foreign
and domestic investment, exports and the number of new jobs created can be used to assess the direct
impact of a free zone (figure 1).

Figure 1 Indicators for assessing the impact of free economic zones on the region

Number of enterprises operating
in the area

Total value of investments
attracted to the area per year

Impact of FEZ on regional
development

Total jobs

Export from the area per year

(Source: authors own construction)

The main indirect indicators of FEZ efficiency are the assimilation and implementation of new
technologies, the assimilation of the latest working methods and professional development of employees,
the introduction of new management and marketing methods, and market innovation strategies.

2 METHODOLOGY

The impact of FEZ performance indicators on a regional scale can be analyzed using different
methodologies and systems. The broad impact of FEZs can cover a wide range of areas. Therefore, it
can be analyzed from different perspectives using qualitative and quantitative methods or by combining
them.

One possible way of assessment to conduct a study is secondary data analysis focused on the reuse of
quantitative data. Information from electronic databases or an open access research repository can be
used for secondary analysis. One of the secondary data analysis methods to investigate the assessment of
the impact of FEZ on the economic development of the region is the measurement of the dependence
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of variables (correlation coefficient). The evaluation results allow checking the theoretical statements and
to highlights the regularities of processes or phenomena. This research method was applied by Frick and
Rodriguez-Pose (2019) in analyzing what is the impact of special economic zones (SEZs) in emerging
countries on the economy of surrounding areas. The analysis uses the correlation method as a proxy for
economic zones performance and the surrounding area’s economic performance to overcome the lack
of reliable economic indicators when measuring SEZ performance. The results indicate that special
purpose zones positively impact the economic performance of the areas surrounding the zones beyond
50 km.

Aiming to examine whether FEZ can attract FDI inflows to particular regions (understood as a unit of
the country’s administrative division), Darozynski, Swierkocki and Urbanian (2014) also used the
correlation method. Calculations have shown statistically significant positive relationships between FDI
inflow to SEZs and coefficients that describe the attractiveness (collective and partial) and economic
advancement of voivodships. Correlation analysis was also performed to study the impact of the leading
efficiency indicators of Klaipéda FEZ on the macroeconomic indicators of the Klaipéda region. The
correlation analysis used in this study allowed to identify the most important FEZ factors that
significantly impact the economic development of the region.

One of the most common ways to describe correlation is the Pearson correlation coefficient r, which
quantifies the strength and direction of a linear relationship between two variables (Rodgers and
Nicewander, 1988 cit. From Zhou, Zhang, & Singh, 20106). Pearson‘s correlation coefficient is defined
as:

Zliv=1(xi - x_)(y1 -y)
(210 — )2 B, (1 —¥)?

Twy = ]1/2

where x — means the first variable,
y - means the second cariable,
r — Pearson‘s correlation coefficient.

The Pearson‘s correlation coefficient r denotes values from -1 to 1 (table 1).

Table T Evaluations fo Pearson‘s correlattion coefficient

R meaning Relationship (correlation)
From 0,1 to -0,1 Negligible

From 0,1 to 0,39 and from -0,1 to -0,39 Weak

From 0,4 to 0,69 and from -0,4 to -0,69 Moderate

From 0,7 to 0,89 and from -0,7 to -0,89 Strong

From 0,9 to 1 and from -0,9 to -1 Very strong

(Source: Schober, Boer & Schwarte, 2018: 1763 - 168)

Hypotheses are raised to evaluate the correlation results:
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e H; — As the number of enterprises operating in the FEZ increases, the average DU in the region
increases.

e H, —The economic development of Klaipeda region is mostly influenced by the volume of FEZ
exports from the zone per year.

The tendencies of the influence of Klaipéda FEZ on the economic development of Klaipéda region are
presented in the conclusions.

3 RESULTS AND DISSCUSION

Until 2020 from the beginning of 20006, over 100 Lithuanian and foreign capital companies were operating
in the territory of Klaipéda FEZ, and 34 of them have directly signed agreements with Klaipéda FEZ
management company. Two-thirds of the companies operating in Klaipeda FEZ are foreign capital.
From the beginning of activities until the beginning of 2020, Klaipeda FEZ attracted 634 million Eur,
which makes up 60.1% of all foreign direct investment in Klaipeda city and 44.7% in Klaipeda county.
New technologies and innovative management methods are being attracted with investments from
abroad; broader cooperation started. Comparing the foreign direct investments (2017) accumulated in
other Lithuania regions where FEZ are operating, noticed that FEZ determines about 40% of Klaipéda
County FDI, Kaunas FEZ - 17% of Kaunas County FDI, and Panevézys FEZ - 4% of its county FDI.
Since the establishment of Klaipéda FEZ the state invested a total of 6.4 million to Klaipéda FEZ.
However, Klaipéda FEZ has paid a total of 40.2 million since the beginning of activities. Therefore, the
direct state paid more than six times only for paid taxes. It is projected that in 2030. Klaipéda FEZ will
be operated by 49 (table 2) companies that have signed agreements directly with Klaipéda FEZ and 36
of them will invest in business development in the future.

Table 2 Klaipeda FEZ investment attraction indicators in 2014 — 2030

Attracting 2014 2015 2016 2017 2018 2019 2030
investments

Number of active 21 22 25 29 29 34 49
enterprises (direct
signatories)

Number of invested 16 18 20 21 22 27 36
enterprises

‘Total value of 29,33 29,18 24,45 19, 56 11, 65 - -
investments
attracted to the

zone per year
(million EUR)

(Source: complied by authors, according to the FEZ activity reports from 2014 to 2019)
Developing the region’s economic development is vital to promote not only FDI growth but also export

volumes. Companies located in Klaipéda FEZ generate more than a quarter of the total exports of the
county.
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Figure 2 Share of Klaipeda‘s FEZ export in Klaipeda‘s region export
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(Source: complied by authors, according to the FEZ activity reports from 2014 to 2019)

In two thousand fourteen, exports from Klaipéda FEZ accounted for 33.6 percent of Exports for the
whole region. By 2020 the export volumes of Klaipéda FEZ amounted to 20% of the Klaipeda region’s
total exports (Figure 2). It is believed that the declining influence of Klaipéda FEZ on exports in the
Klaipéda region is determined by the successful development of Klaipéda port, the growing share of the
port in the export market, and the growing number of economic entities operating in the region. Most
of the Klaipeda region exports account for exports of plastics and plastic products (about 21%) and is
send to Sweden (about 11%).

During the whole analyzed period, the share of Klaipeda FEZ export volume in the country’s export
market reached 2.55-2.96 percent of total countrys export (Figure 3).

Figure 3 Share of Klaipeda‘s FEZ export in Lithuania‘s country export (pct.)
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(Source: complied by authors, according to the FEZ activity reports and Lithuania Official Statistics
Department from 2014 to 2019)
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From the presented graph (Figure 3) is seen that the share of exports in the domestic market from 2014
to 2016 decreases. The change can be explained by comparing export colume with 2014 when the results
of FEZ activity were the best since the beginning of the company’s activity. It is projected that in 2030
the contribution of Klaipeda FEZ to the country’s exports should be about 2 percent due to growing
competition in the market and developing new FEZ in other regions.

The presented graph (Figure 4) shows that in 2019 exports of Klaipéda FEZ decreased to 610.2 mln.
EUR (or 108 million less than in 2018). According to the General Manager of the FEZ, the decrease was
due to one company’s decision to formally export most of its exports through a secondary trading
company. It is stated that without trading through a subsidiary, exports from the FEZ in 2019 would
have reached 850 million EUR.

Figure 4 Export from Klaipeda FEZ per year (million Eur), 2014 — 2030
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(Source: complied by authors, according to the FEZ activity reports from 2014 to 2019)

FEZ also creates new jobs through its activities (Table 3). According to the data, in 2019 Klaipeda LEZ
employed 3427 employees. During the analyzed period, about 350 new jobs were created in Klaipéda
FEZ every year. According to the data of 2018, Klaipéda FEZ calculates that it statistically employs
approximately every twentieth working-age resident of Klaipéda city. It is projected that in 2030 about 8
thousand employees will work in Klaipéda FEZ . When compiling the forecast, based on the previous
year’s trends, without assessing the possibilities in the future, it is estimated that one employee will
produce about 96,682 EUR in exports from the Klaipéda FEZ.

The average salary of Klaipeda FEZ in 2019 was 1177.7 euros. (it is about 40 percent more than the
average resident of the Klaipéda region earned in 2018). Higher earnings in Klaipéda FEZ than in the
region increase competition among employers in the market. In terms of labor productivity (exports per
employee), labor productivity falls. Thus, we can conclude that it would be beneficial for the company to
invest in the implementation of equipment and technologies to achieve operational efficiency.

104



INTERNATIONAL JOURNAL OF ENTREPRENEURIAL KNOWLEDGE
Issue X, volume X, ISSN 2336-2960 (Online)
www.ijek.org

Table 3 Job creation in Klaipeda FEZ (companies that have signed directly with FEZ) from 2014

to 2030
2014 2015 2016 2017 2018 2019 2030
Newly created jobs 338 417 237 421 341 211 365
Total jobs 1800 2217 2454 2875 3216 3427 7747
Export per employee | 403,16 | 299,36 237,98 220,82 223,53 | 178,06 | 96,682
(thousand Eur)

(Source: complied by authors, according to the FEZ activity reports from 2014 to 2019)

After analyzing Klaipeda FEZ efficiency indicators, we can say that Klaipeda FEZ is attractive to
investors, efficiently managed. However, the company’s growth rates are slowing down due to growing
competition in the market and limited development opportunities in the region (declining population).
The decrease in the number of attracted investments in the FEZ also impacted the declining productivity
of employees (due to the lack of new technologies). The analyzed company stands out with a higher wage
than the average per capita in the region. It is planned that more companies will invest in the company’s
activities in the future, more jobs will be created, but the influence of FEZ on the state and regional
economy will decrease.

The study of the impact of Klaipéda FEZ on the economic development of the Klaipéda region analyzes
the zone’s ability to attract sufficient foreign and local investments, export dynamics and the number of

jobs created from 2013 to 2019.

Table 4 Correlation analysis of Klaipéda‘s macroeconomic and Klaipeda‘s FEZ indicators

Export from | Accumulated Number of Number of
FEZ FDI in FEZ enterprises in employees in
the FEZ FEZ
Kliapeda‘s region GDP | 0,04 0,62 0,74 0,86
Unemployment rate 0,02. 0,61 0,94 0,98
Operating economic | 0,01 0,85 0,78 0,9
entities in region
Wages 0,09 0,1 0,02 0,01

(Source: authors own calculations)

The correlation analysis showed that the dynamics of GDP in the region are related to the number of
operating enterprises, employees number, and accumulated foreign direct investment in Klaipeda FEZ.
While analyzing the volume of exports from the zone and GDP dynamics in the Klaipeda region, no
relationship was found (r* = 0,04). A strong linear relationship is observed between: GDP per capita and
operating enterptises in FEZ (r* = 0,74); GDP per capita and employees working in Klaipéda‘s FEZ (1*
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= 0,86). According to the results, it can be stated that if Klaipéda FEZ attracts more investors - more
employees need to be employed, and the GDP in the Klaipéda region grows faster. The medium-strength
linear relationship is observed by analyzing the accumulated FDI in FEZ and GDP per capita in Klaipéda
county (r* = 0,62). The medium-strength relationship shows that the change in accumulated FDI is
reflected in GDP per capita change.

Analyzing how Klaipéda FEZ’s activities affect the fluctuations of the Klaipeda region’s unemployment
rate, a solid linear relationship with the operating companies was established (t* = 0,94) and the number
of employees (r* =0,98). Therefore, if more companies are operating in the FEZ, then more jobs are
created in the region and the unemployment rate decreases.

The amount of accumulated FDI also contributes to the decline in the unemployment rate (r* = 0,61).
A medium link could be explained by the time costs of absorbing FDI, which only directly benefits after
a certain period. Even if FDI utilization efficiency is reflected in the region’s declining unemployment
rate, a solid correlation relationship is not seen. Conducted that there is no link between FEZ’s export
indicators and the unemployment rate (r* = 0,02). The first hypothesis is rejected. As the number of
enterprises operating in the FEZ increases, the average DU in the region is not increases. After
performing the correlation analysis, a powerful relationship was established between the dynamics of the
number of economic entities operating in the Klaipéda region and those working in the Klaipeda (r* =
0,9).

A strong linear relationship was also recorded by analyzing the number of operating companies in
Klaipeda FEZ and the number of operating economic entities in the region (r* = 0,78). A strong
relationship was also calculated while analyzing the number of accumulated foreign direct investments
and operating economic entities in the region (r* = 0.85). Analyzing the number of operating economic
entities in the region and the volume of exports from Klaipeda FEZ per year, no connection was
established (r* = 0,01). The second hypothesis is rejected. The economic development of Klaipeda region
is not significantly influenced by the volume of FEZ exports from the zone per year.

No statistically significant relationship was found between the change in wages and the analyzed
company’s economic indicators. One of the reasons can be considered that wages are determined by
many factors, which depend not only on the processes taking place in the region but also on the country’s
policy.

Therefore, the performed correlation analysis shows that Klaipéda FEZ significantly contributes to the
economic development of the Klaipéda region.

The research conducted by the authors of the article shows that the influence of FEZ on the development
of the region depends mostly on the number of FEZ employees — a; the number of active enterprises —
b; and the accumulated foreign direct investments - c. Based on the data, an algorithm for the positive
impact of FEZ on regional development is presented. The algorithm was presented by calculating the
average estimates according to the analyzed criterion and determining the criterion’s coefficient, equating
the sum of all significant elements to one. The algorithm did not include statistically insignificant criteria
for the economic development of the region if the calculated coefficient of determination is less than
0,39:

Y = 0,382 + 0,33b +0,29¢
where a— number of FEZ employees,

b- number of active enterprises,
c- accumulated FDI in FEZ.
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Figure 5 Impact of FEZ on the economic development of the region

Number of Amount of
active FEZ
enterprises employees

Economic
Accumulated

development Unemploy-

FDlin FEZ of the region

ment rate

Operating

entities in

the region

(Source: authors own constructions)

The employment indicator - a, to a large extent, is determined by the nature of the zone’s main activities.
It is observed that areas with productive activities create three times more jobs than those engaged in
commercial activities. As the demand for labor increases, so do wages and employment. It has been
established that the average salary in Klaipéda‘s FEZ is about 30 - 40 percent bigger than the average
resident of the Klaipeda region.

Another critical factor is the number of operating companies in the FEZ - b. It is observed that with the
growth of the number of employees in the FEZ, the number of economic entities operating in the region
is increasing. The increase in economic entities can be explained by the fact that local suppliers supply
the companies operating in the FEZ to purchase raw materials and other equipment to produce the final
product. More than a third of the demand for raw materials. Thus, the more enterprises are located in
the FEZs, the more economic entities serving enterprises are established.

It was found that the development of the region is also influenced by the FEZ’s ability to attract sufficient
foreign and local investment. Investments are directly determined by the tax benefits offered by the state
and the political situation of the state itself, the regulation of various laws, the level of corruption, and
other factors. Sabir, Rafique, and Abbas (2019) note that foreign direct investment also has an additional
positive effect: it allows the transfer of knowledge and technology from more developed countries, has a
positive impact on economic competitiveness and productivity, promotes quality improvement, and
contributes to human capital development.

Limitations of the study. The authors understand that the case study has its limits. One of them is the
local nature of the case study. Another limitation is the availability of statistical data, which makes it
difficult to obtain data of FEZ activities. It is noted that data on FEZ in Lithuania are not publicly
available, so in each case, the data must be provided by FEZ management companies.
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Research discussion and further research directions. After analyzing the FEZ performance
indicators that have the most significant impact on promoting the region’s economic development, we
can state that the role of the FEZ in promoting the region’s economic development will continue to
remain at the center of academic discourse. Although the efficient operation of FEZ stimulates the
economic activity of the region, it has been found that some indicators of FEZ activity have a more
significant impact than others, which cannot be considered as significantly interrelated indicators. Thus,
to thoroughly study the impact of FEZ on regional development, it is also vital to analyze FEZ
performance indicators that do not significantly impact the region’s economic development but can
significantly correlate with the region’s social, demographic and other indicators. The study could also be
supplemented with data depicting the most favorable environmental conditions for the establishment of
FEZ, thus creating a FEZ activity model. This would allow the countries to regulate the development of
the region by adapting the business environment and focusing on the importance of performance
indicators and their impact on the region’s development. Based on the study results, the question also
arises as to whether the impact of FEZ on regional development will remain the same in the future.

CONCLUSION

The region’s economic, social, and investment climate depends on the activities carried out in the FEZ.
Although most authors single out the potential benefits of FEZ for the region, it is difficult to predict
how FEZ performance indicators transform the region’s economic environment. To use FEZ efficiency
for regional economic development, it is essential to identify the main elements of FEZ activity. Their
development would create preconditions for the efficient functioning of the FEZ, creating better
economic and competitive conditions at the local and national levels.

It was found that FEZ can be considered as a tool to enhance the potential for the development of
economic activities. FEZ can attract other firms in the region that would improve product quality and
diversify. It can also produce local value chains that will translate to more incredible innovation,
productivity, and employment at the local level. This implies that decision-makers should adjust the
strategy and set the goals accordingly while developing FEZs in the specific region.

These findings are essential for countries and areas in which FEZ does not give the expected results for
regional economic development or the countries that are currently considering FEZs as a viable
development tool.

Although this algorithm is based on the Klaipéda FEZ operating in Lithuania, it can be applied to other
FEZ operating in any country. The algorithm evaluates the direct factors that have the most significant
impact on the development of the region.
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