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Abstract:
Within the framework of its economic diversification strategy, the United Arab Emirates has developed
an integrated and open economic system through the establishment and advancement of free zones,
thereby emerging as a prominent regional hub in the Middle East for attracting foreign direct
investment (FDI). This study examines the policies governing free zones in the UAE, tracing their
evolution and institutional arrangements, with a particular focus on their policy features in areas such
as tax incentives, capital mobility, legal frameworks, and the overall business environment.
Accordingly, the study analyzes changes in the volume of FDI inflows to the UAE in terms of their
sources and sectoral distribution, while exploring the role of free zone policies in attracting foreign
investment in light of external variables, including oil price fluctuations and global FDI trends. The
findings indicate that free zone policies have played a significant role in improving the investment
climate, attracting international capital, and advancing structural economic transformation.
The UAE has continued to enhance its free zone ecosystem, providing robust institutional guarantees
for attracting foreign investment and promoting economic diversification. This study contributes to a
deeper understanding of the mechanisms for attracting FDI in the Middle East. Based on its findings
and a comprehensive assessment of the UAE experience, it recommends directing future free zone
policies toward strengthening competitive advantages and anticipating emerging economic
transformations by prioritizing high value-added and innovation-driven industries, fostering
integration with the domestic economy, and advancing infrastructure modernization and
comprehensive customs digitalization.
Keywords: United Arab Emirates; free zones; foreign direct investment (FDI); economic

diversification; non-oil economy
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UAE is projected to exceed 1 million business licences (cumulative) by end
of 2024-25
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the Economist Busi Rankings with its
improved performance in
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) foreign direct investment policies

817
713
) foreign trade -
) market opportunities
political efficiency
= The UAE is expected to attract $22 billion in
FDI inflows this year due to its business and ) o
visa reforms = .'" .
2020 2021 2022

* The UAE is the most competitive country in
the Arab world, according to the 2022 IMD
Wor'd Competitiveness Rankings m New Licenses W Total Active Trade Licenses (not renewed for less than 2 years)
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Free Zone exports also differ from mainland exports in terms of their
sectoral composition

Chemicals &
At chirien,
"

% of Total Value (USD)

== g =

Freezone Mainland

*Tentative numbers

* Export patterns differ between Free Zones and mainland. Free Zones concentrate on exporting electronics and machinery, while the mainland
exports more stone & glass and metals

* This indicates that Free Zones have expertise in certain product categories. To measure this expertise, RCA (revealed comparative advantage) was
used to compare Free Zone exports to national exports.

The data analysis shows thatin the last 6 years, Free Zones in the Emirates have specialized in exporting electronics, with a recent increase in
mineral exports as well.
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86% of FDI inflows to UAE in 2021 were in retail, real estate,
financial, mining, and manufacturing sectors

Wholesale and o The remaining sectors that attracted FDI
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Foreign direct investment, net inflows (BoP, current US$)

The latest value for Foreign direct investment, net inflows (BoP, current US$) in United Arab Emirates was $19,884,470,000 as of 2020. Over the past 50 years, the value for this indicator has
fluctuated between $19,884,470,000 in 2020 and ($985,340,000) in 1999.

Definition: Foreign direct investment refers to direct investment equity flows in the reparting economy. It is the sum of equity capital, reinvestment of earnings, and other capital. Direct
investment is a category of cross-border investment associated with a resident in one economy having control or a significant degree of influence on the management of an enterprise that is
resident In another economy. Ownership of 10 percent or more of the ordinary shares of voting stock is the criterion for determining the existence of a direct investment relationship. Data are in
current U.S. dollars.

Source: International Monetary Fund, Balance of Payments database, supplemented by data from the United Nations Conference on Trade and Development and official national sources.
See also:
« Thematic map

= Country comparison

« Country ranking

* More details
* Download data to Excel
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World Bank. Foreign Direct Investment, Net Inflows (BoP, Current USS$) [EB/OL]. [2026-01-01].
https://data.worldbank.org/indicator/BX.KLT.DINV.WD.GD.ZS?locations=AE
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Foreign direct investment, net inflows (% of GDP)

Foreign direct investment, net inflows (% of GDP) in United Arab Emirates was 5.54 as of 2020. Its highest value over the past 45 years was 6.77 in 2004, while its lowest value was -1.17 in
1999

nt are the net inflows of investment to acquire a lasting management interest (10 percent or more of voting stock) in an enterprise operating in an economy
th f equity capital, reinvestment of earni; 2 ital, and short-term capltal as shown In the balance of payments. This series shows net

ource: International Monetary Fund, International Financial Statistics and Balance of Payments databases, World Bank, International Debt Statistics, and World Bank and OECD GDP estimates.

+ Thematic map
+ Country comparison

* Country ranking

* More details

+ Download data to Excel
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¥z Global price of Brent Crude (poiLereusom)
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Foreign direct investment, net inflows (BoP, current US$)

International Monetary Fund, Balance of Payments database, supplemented by data from the United Nations Conference on Trade
and Development and official national sources.
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