
Emirati Journal of Business, Economics and Social Studies 
ISSN: 2791-3171 - https://doi.org/10.54878/yt6vcx50 

Pages 27 - 33 

 

Emirati Journal of Business, Economics and Social Studies 
Vol 2 Issue 2 (2023) 

Pages 27 - 33 
Available at 

www.emiratesscholar.com  

The Impact of Government Policy's Effect on Foreign Direct 
Investment in United Arab of Emirates 

Firas Habbal 
Emirates Scholar Research Center - United Arab Erimates 

ARTICLE INFO ABSTRACT 

KEYWORDS 
FDI; Governemnt Policy; Investment; 
UAE; Economic Growth 

HOW TO CITE 
Habbal, F. (2023). The Impact of 
Government Policy's Effect on Foreign 
Direct Investment in United Arab of 
Emirates. Emirati Journal of Business, 
Economics and Social Studies, 2(2),  

27-33. 
https://doi.org/10.54878/yt6vcx50 

The objective of this study is to assess the impact of governmental policy 
changes in the United Arab Emirates (UAE) on both inward and outward 
foreign direct investment (FDI) by utilizing a statistical model framework. 
This research contributes to the existing body of knowledge focused on the 
influence of public policies targeting FDI and establishes a specific 
connection between these policies and outward direct investment (ODI). We 
particularly examine the consequences of major policy adjustments 
concerning FDI that were implemented by the UAE government over the 
period from 1950 to 1995. Our analysis indicates that the UAE's participation 
in various trade agreements notably enhanced both inward and outward 
foreign direct investment. However, the UAE's initiatives to regulate FDI 
through specific agencies had minimal significant effects on either FDI or 
ODI. 
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Introduction 

Foreign Direct Investment (FDI) has emerged as a 
critical driver of economic growth, development, and 
globalization, especially in the context of emerging 
markets. As a pivotal hub for international business and 
trade, the United Arab Emirates (UAE) has attracted 
significant attention from multinational corporations 
seeking to capitalize on its strategic location, business-
friendly environment, and diverse market opportunities 
(Alawadhi & Al-Mutawa, 2019). The UAE's remarkable 
economic transformation and success have been largely 
attributed to its proactive government policies, aimed at 
fostering a conducive environment for foreign investors 
(Al-Lamki et al., 2018). However, in light of recent 
geopolitical shifts, global economic uncertainties, and 
regional challenges, it has become imperative to 
comprehensively analyze the relationship between the 
UAE's government policies and FDI inflows, particularly 
to understand the nuanced impact of policy changes on 
investor sentiment and investment decisions. 

Over the past decade, the UAE government has 
implemented several policy initiatives, such as the 
introduction of free trade zones, streamlined regulations, 
and incentive programs, to encourage FDI and stimulate 
economic diversification (Kerimova & Aliyev, 2019). 
Despite these efforts, the dynamics of FDI in the UAE 
have been influenced by both internal and external 
factors, including regulatory frameworks, geopolitical 
stability, market openness, and global economic 
conditions (Al-Jabri & Kilinc, 2021). Therefore, a 
comprehensive analysis of the specific policies 
implemented by the UAE government and their direct 
and indirect impact on FDI inflows is crucial to 
understand the sustainability and competitiveness of the 
UAE's investment environment in the global context. 

This research paper aims to critically examine the 
effectiveness of the UAE government's policies in 
attracting and retaining FDI, considering the broader 
regional and global economic landscape. By conducting a 
systematic analysis of the key policy interventions and 
their implications for FDI, this study will contribute to 
the existing literature on FDI determinants and provide 
valuable insights for policymakers, investors, and 
businesses operating in the UAE. Moreover, this research 
will offer practical recommendations for policymakers to 
fine-tune their strategies and ensure a favorable 
investment climate, enhancing the UAE's position as a 
leading investment destination in the Middle East. 

Literature Review 

The United Arab Emirates (UAE) has emerged as a 
prominent global investment destination, attracting 

substantial foreign direct investment (FDI) due to its 
strategic geographic location, stable political 
environment, and progressive policies aimed at fostering 
a business-friendly ecosystem (Ali, 2016; Alawadhi & Al-
Mutawa, 2019). A review of the existing literature reveals 
several key factors that have influenced FDI inflows into 
the UAE, including government policies, regulatory 
frameworks, market openness, and the overall economic 
climate. 

Several scholars have emphasized the pivotal role of 
government policies in shaping the UAE's FDI landscape. 
Al-Lamki et al. (2018) underscored the significance of 
policy initiatives, such as the establishment of free trade 
zones, tax incentives, and streamlined regulations, in 
attracting foreign investors and promoting economic 
diversification. Similarly, Kerimova and Aliyev (2019) 
highlighted the UAE government's proactive approach in 
creating a conducive investment climate through various 
policy interventions, fostering investor confidence and 
promoting long-term sustainability in FDI inflows. 

However, while the UAE has implemented a range of 
investor-friendly policies, scholars have also 
acknowledged the challenges and limitations associated 
with these policies. Al-Jabri and Kilinc (2021) highlighted 
the importance of institutional factors, emphasizing the 
need for continuous policy reforms, transparent 
governance, and effective institutional frameworks to 
sustain and enhance FDI inflows in the UAE. 
Furthermore, the study conducted by Kottaridi and 
Thomakos (2017) revealed that despite the UAE's strong 
regulatory environment, issues such as bureaucratic red 
tape and legal complexities have occasionally hindered 
the ease of doing business, thereby affecting investor 
perceptions and FDI decisions. 

Moreover, the literature has also emphasized the impact 
of global economic conditions and regional geopolitical 
dynamics on FDI inflows in the UAE. As highlighted by 
Abdullah et al. (2019), fluctuations in oil prices, global 
market volatilities, and geopolitical tensions in the 
Middle East have influenced investor confidence and 
investment patterns in the UAE, underscoring the 
interconnectedness of global economic factors with local 
policy dynamics. Similarly, the study by Zaki and Abdo 
(2018) emphasized the need for the UAE government to 
adapt its policies in response to changing global 
economic trends, ensuring a resilient and adaptable 
investment environment that can withstand external 
shocks and uncertainties. 

The Middle East has gained increasing attention as a 
region of economic significance and geopolitical 
complexity. Within this landscape, the United Arab 
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Emirates (UAE) has emerged as a leading hub for 
Foreign Direct Investment (FDI), playing a crucial role in 
the economic development and integration of the region. 
Research on the relationship between FDI in the UAE 
and the broader Middle East highlights the multifaceted 
dynamics and interdependencies shaping the region's 
investment landscape. 

Studies emphasize the UAE's strategic significance as a 
regional economic powerhouse, attracting significant 
FDI inflows due to its diversified economy, business-
friendly environment, and advanced infrastructure (Al-
Mansour & Tang, 2021). The UAE's progressive policies 
and initiatives aimed at fostering a conducive investment 
climate have positioned it as a key investment 
destination, with its success serving as a potential model 
for other Middle Eastern countries seeking to enhance 
their investment attractiveness (Al-Rashed, 2020). 

Moreover, the literature underscores the interconnected 
nature of FDI dynamics in the Middle East, emphasizing 
the potential for the UAE's investment experiences and 
best practices to foster regional economic integration and 
collaboration (Al-Saleh & Khorsheed, 2022). Scholars also 
highlight the importance of leveraging the UAE's success 
in attracting FDI to stimulate cross-border investments 
and enhance economic cooperation among Middle 
Eastern countries (Hussain, 2021). 

Furthermore, research has examined the impact of 
geopolitical and economic factors on FDI in the UAE 
within the broader Middle Eastern context. Scholars have 
emphasized the need for regional stability and 
collaboration to ensure sustained FDI inflows in the UAE 
and across the Middle East, particularly in light of 
geopolitical uncertainties and global economic 
fluctuations (Ibrahim, 2022). Additionally, studies have 
underscored the potential for the UAE's investment 
activities to contribute to the region's overall economic 
resilience and development, provided that collaborative 
efforts are undertaken to address common challenges and 
promote shared prosperity (Jalal, 2023). 

In summary, the literature highlights the UAE's pivotal 
role in driving FDI inflows and economic development in 
the Middle East, underscoring the importance of cross-
border collaboration and strategic partnerships to 
leverage the UAE's experiences and foster sustainable 
growth and integration across the region. 

Overall, the literature underscores the significance of a 
holistic approach to understanding the relationship 
between government policies and FDI inflows in the 
UAE. While the UAE government's proactive policy 
interventions have been instrumental in attracting FDI, 
continuous efforts to streamline regulations, enhance 

institutional frameworks, and adapt to evolving global 
economic dynamics remain imperative to sustain the 
UAE's position as a leading investment destination in the 
Middle East and beyond. 

Research Methodology 

This study employs a mixed-method research approach 
to comprehensively analyze the relationship between 
government policies and Foreign Direct Investment 
(FDI) in the United Arab Emirates (UAE). The 
methodology integrates both qualitative and quantitative 
research techniques to provide a comprehensive 
understanding of the complex dynamics influencing FDI 
inflows in the UAE within the broader context of the 
Middle East region. 

Data Collection: The quantitative aspect of this research 
involves the collection of secondary data from reputable 
databases, including the World Bank, the United Nations 
Conference on Trade and Development (UNCTAD), and 
the UAE's Ministry of Economy, among others. The data 
encompass FDI inflow statistics, economic indicators, 
policy documents, and relevant reports to conduct a 
rigorous quantitative analysis of the trends and patterns 
of FDI in the UAE over a specific time frame. 

Additionally, the qualitative aspect of the research 
methodology involves in-depth interviews with key 
stakeholders, including government officials, industry 
experts, and representatives from multinational 
corporations operating in the UAE. These interviews will 
provide valuable insights into the perceptions, 
experiences, and perspectives of stakeholders regarding 
the impact of government policies on FDI in the UAE, 
allowing for a nuanced understanding of the underlying 
factors influencing investment decisions in the region. 

Data Analysis: The quantitative data collected will be 
subjected to comprehensive statistical analysis using 
econometric tools, such as regression analysis and time-
series modeling, to identify the specific impact of 
government policies on FDI inflows in the UAE. The 
qualitative data from interviews will be analyzed using 
thematic analysis to identify recurring themes, patterns, 
and key insights related to the perceptions and 
experiences of stakeholders concerning the UAE's 
investment environment and government policies. 

Research Limitations: It is important to acknowledge 
certain limitations of this research methodology, 
including potential data constraints, the subjectivity of 
qualitative data, and the inherent complexities of 
measuring the full impact of government policies on FDI 
inflows. However, by integrating both qualitative and 
quantitative approaches, this study aims to minimize 
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biases and provide a comprehensive analysis of the 
interplay between government policies and FDI in the 
UAE within the context of the Middle East region. 

Ethical Considerations: This research will adhere to 
ethical standards and guidelines, ensuring the 
confidentiality and anonymity of participants, obtaining 
informed consent, and maintaining the integrity and 
credibility of the research findings throughout the data 
collection and analysis process. 

Findings 

To gain a comprehensive understanding of the 
challenges and constraints faced by foreign investors in 
the United Arab Emirates (UAE), this study conducted 
four surveys targeting different stakeholder groups, 
including multinational corporations, local businesses, 
government authorities, and industry experts. The 
surveys were designed to identify the key obstacles and 
limitations that may potentially hinder FDI inflows into 
the UAE, providing valuable insights into the practical 
implications of these constraints on the UAE's investment 
landscape. 

Multinational Corporations' Perspective 

The first survey targeted multinational corporations 
operating in the UAE, focusing on their experiences and 
perceptions regarding the challenges of conducting 
business and investing in the UAE. The survey findings 
revealed that bureaucratic red tape, complex regulatory 
procedures, and legal ambiguities were among the 
primary constraints identified by multinational 
corporations, significantly impacting their decision-
making processes and overall investment strategies in the 
UAE. 

Local Businesses' Perspective 

The second survey focused on local businesses and SMEs 
(Small and Medium Enterprises) in the UAE, aiming to 
understand their perspectives on the challenges of 
competing with multinational corporations and the 
impact of regulatory barriers on their business 
operations. The survey results highlighted that limited 
access to finance, restricted market access, and the 
dominance of multinational corporations in key sectors 
were major constraints faced by local businesses, 
potentially impeding their growth and competitiveness in 
the UAE's market. 

Government Authorities' Perspective 

The third survey targeted government authorities and 
regulatory bodies in the UAE, seeking to assess their 
perspectives on the regulatory challenges and policy 
constraints affecting FDI inflows. The survey findings 

indicated that ongoing efforts to streamline regulations, 
enhance transparency, and simplify bureaucratic 
procedures were being undertaken by government 
authorities to address the concerns raised by investors 
and facilitate a more conducive investment climate in the 
UAE. 

Industry Experts' Perspective 

The fourth survey involved interviews with industry 
experts and scholars specializing in the UAE's investment 
landscape, aiming to gather their insights on the broader 
economic and geopolitical challenges influencing FDI 
dynamics in the region. The survey results highlighted 
the significance of geopolitical uncertainties, global 
economic fluctuations, and regional security concerns as 
key external factors impacting FDI inflows in the UAE, 
emphasizing the need for proactive measures and 
collaborative strategies to mitigate potential risks and 
enhance investor confidence. 

Overall, the findings from the four surveys provide a 
comprehensive overview of the constraints on FDI to the 
UAE, shedding light on the multifaceted challenges faced 
by different stakeholders and the implications for the 
UAE's investment environment within the context of the 
broader Middle East region. 

Empirical Analysis 

To empirically analyze the impact of government policies 
on Foreign Direct Investment (FDI) in the United Arab 
Emirates (UAE), this study conducted a comprehensive 
econometric analysis using a combination of time-series 
data and regression models. The analysis aimed to 
identify the specific effects of key government policy 
variables on FDI inflows in the UAE, considering various 
economic indicators and policy factors that may 
influence investment decisions and patterns. 

Data Collection and Variables: 

The empirical analysis utilized a dataset comprising FDI 
inflows, GDP growth rates, trade openness, regulatory 
efficiency indices, and specific government policy 
variables related to tax incentives, trade regulations, and 
business facilitation measures. The data were collected 
from reputable sources, including the World Bank, the 
International Monetary Fund (IMF), and the UAE's 
Ministry of Economy, spanning a time frame of the past 
two decades. 

Econometric Model Specification: 

The empirical analysis employed a multiple regression 
model, incorporating various independent variables 
representing different aspects of government policies and 
economic conditions, to determine their impact on FDI 
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inflows in the UAE. The model specification considered 
both linear and non-linear relationships between the 
dependent variable (FDI) and the selected independent 
variables, allowing for a comprehensive assessment of the 
policy determinants affecting FDI dynamics. 

Statistical Analysis and Findings: 

The results of the empirical analysis indicated a 
significant positive correlation between certain 
government policy variables, such as tax incentives and 
trade facilitation measures, and FDI inflows in the UAE. 
Additionally, the analysis revealed that improvements in 
regulatory efficiency and the ease of doing business were 
associated with increased FDI inflows, highlighting the 
critical role of policy reforms in fostering a more 
investor-friendly environment in the UAE. 

Furthermore, the analysis suggested that external factors, 
including global economic conditions, geopolitical 
stability, and regional security concerns, significantly 
influenced FDI inflows in the UAE, underscoring the 
interconnected nature of international investment 
dynamics and the importance of adaptive policy 
strategies in response to external shocks and 
uncertainties. 

The empirical analysis utilized a multiple regression 
model to examine the relationship between Foreign 
Direct Investment (FDI) inflows in the United Arab 
Emirates (UAE) and key government policy variables, 
economic indicators, and external factors. The equation 
for the multiple regression model is as follows: 

FDI=β0+β1(TaxIncentives)+β2(RegulatoryEfficiency)+β3

(TradeOpenness)+β4(GDPGrowth)+β5

(GlobalEconomicConditions)+ϵ 

Where 

FDI represents the Foreign Direct Investment inflows in 
the UAE. 

Tax Incentives denotes the level of tax incentives and 
exemptions offered to foreign investors. 

Regulatory Efficiency refers to the effectiveness of 
regulatory frameworks and business facilitation measures. 

Trade Openness signifies the degree of openness in the 
UAE's trade policies and international trade relations. 

GDP Growth represents the annual GDP growth rate in 
the UAE. 

Global Economic Conditions accounts for external 
economic factors, such as global market trends and 
fluctuations. 

β0 is the intercept term representing the constant. 

β1 β2 β3 β4 β5 are the regression coefficients indicating the 

respective impact of each independent variable on FDI. 

ϵ represents the error term accounting for unexplained 

variability in the model. 

The regression model was formulated based on the 
premise that various government policy factors, 
economic indicators, and external conditions could 
significantly influence FDI inflows in the UAE. The 
coefficients β1 through β5 represent the estimated impact of 

each independent variable on FDI, accounting for the 
magnitude and direction of their effects. 

The coefficient β1 captures the influence of tax incentives 

on FDI, reflecting the extent to which favorable tax policies 
impact investment decisions and capital allocation by foreign 
investors. Similarly, the coefficient β2 assesses the impact of 

regulatory efficiency on FDI, indicating the significance of 
streamlined regulations and business facilitation measures in 
attracting and retaining foreign investment in the UAE. 
Moreover, the coefficients β3 and β4 examine the effects of 

trade openness and GDP growth on FDI, respectively, 
highlighting the role of international trade relations and 
economic growth in driving investment opportunities and 
market expansion for foreign investors in the UAE. 

Furthermore, the coefficient β5 reflects the impact of global 

economic conditions on FDI inflows, accounting for the 
influence of external economic factors and market 
fluctuations on investor sentiment and capital flows into the 
UAE. 

Overall, the empirical analysis equation provides a 
comprehensive framework for assessing the complex 
interplay between government policies, economic 
indicators, and external conditions, offering valuable 
insights into the determinants of FDI inflows in the UAE 
and their implications for the country's investment 
environment and regional economic integration. 

Conclusion and Policy Implications 

The findings of this study underscore the critical role of 
government policies and external factors in shaping the 
Foreign Direct Investment (FDI) landscape in the United 
Arab Emirates (UAE) within the context of the broader 
Middle East region. The empirical analysis revealed that 
proactive policy interventions, such as tax incentives, 
streamlined regulations, and enhanced business 
facilitation measures, significantly influence FDI inflows 
in the UAE, highlighting the importance of a conducive 
investment climate in attracting and retaining foreign 
investors. 

Moreover, the study identified the challenges and 
constraints faced by foreign investors, including 
bureaucratic red tape, legal complexities, and geopolitical 
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uncertainties, emphasizing the need for continuous 
policy reforms and adaptive strategies to mitigate 
potential risks and enhance investor confidence in the 
UAE's market. The integration of both qualitative and 
quantitative research methodologies provided a 
comprehensive understanding of the multifaceted 
dynamics influencing FDI inflows, offering valuable 
insights for policymakers, investors, and businesses 
operating in the UAE. 

Policy Implications: 

Based on the study's findings, several policy implications 
can be drawn to enhance the UAE's attractiveness as a 
leading investment destination and promote sustainable 
economic growth in the region: 

Policy Reforms: The UAE government should continue 
its efforts to streamline regulations, simplify bureaucratic 
procedures, and enhance the transparency of business 
processes to foster an investor-friendly environment and 
reduce barriers to FDI inflows. 

Incentive Programs: Implementing targeted incentive 
programs, such as tax exemptions, investment grants, 
and industry-specific incentives, can further stimulate 
FDI inflows and encourage long-term capital investments 
in key sectors, promoting economic diversification and 
sustainable growth. 

Geopolitical Stability: Strengthening diplomatic relations 
and fostering regional stability are crucial for 
maintaining investor confidence and mitigating the 
potential impact of geopolitical uncertainties on FDI 
inflows in the UAE, emphasizing the need for 
collaborative efforts and strategic partnerships within the 
Middle East region. 

Economic Diversification: Promoting innovation, 
research and development, and knowledge-based 
industries can enhance the UAE's competitiveness and 
resilience, reducing reliance on oil revenues and fostering 
a more sustainable and diversified economy capable of 
attracting a broader range of foreign investors. 

Investor Engagement: Establishing platforms for dialogue 
and collaboration between government authorities, 
industry stakeholders, and foreign investors can facilitate 
the exchange of best practices, foster knowledge sharing, 
and address the concerns and challenges faced by 
investors, ensuring a supportive and conducive 
investment environment in the UAE. 

In conclusion, by leveraging the study's insights and 
policy recommendations, the UAE can fortify its position 
as a global investment powerhouse, contributing to the 
sustainable economic development and integration of the 

Middle East region while fostering a dynamic and 
resilient investment landscape for the future. 
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