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Overview and
History of FDI
in the GCC

The economies of GCC
member states have
undergone an unprecedented
economic and social
transformation since the
1970s, resulting in upgraded
infrastructure, job creation,
and improved social
indicators. The countries have
also coordinated their efforts
to boost economic growth and
employment.
The main reason for the
change was the discovery of
oil, which led to economies
dominated by a single
commodity. Now, however,
the GCC countries are trying
to overcome this dependence
through major initiatives,
including KSA Vision 2030,
the Abu Dhabi 2030 economic
strategy, and the introduction
of VAT in KSA, Bahrain, and
UAE.
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Greater foreign direct
investment (FDI) –
in the form of greenfield
investment, crossborder M&A, or project
finance – can play a
major role in diversifying
the GCC economies. FDI
opens new commercial
opportunities, generates
further wealth, promotes
competition and trade,
and supports the
development of human
capital.

Historically, FDI to the GCC
has failed to materialize
as a consistent driver of
economic opportunity
in non-oil sectors and
has exhibited significant
volatility. An abundance
of domestic capital has
made FDI less of a priority
for the GCC than for many
other economies.

FDI inflows to GCC, 2011-2019

2011-2014

FDI to GCC declined due to
global economic factors
and later low oil prices

2015-2016

Economic diversification
in UAE ensured that FDI
remained resilient even
with low oil prices

since 2017

Increased FDI driven by
policy reforms in KSA
and UAE. Growth in FDI is
mainly to non-oil sectors

Souce: World Bank (2020)

Promoting
a Successful FDI
Policy in the GCC

We argue that, to attract
additional FDI, GCC countries
need to prioritize regulations
and policies that de-risk the
investment landscape. Such
policies can generally be
categorized in five archetypes:

1. Fiscal incentives
These include all tax
incentives for investors, such
as tax reductions and tax
vacations. Such policies have
no or low upfront costs but
may carry higher long-term
costs in the form of lost tax
revenue. The critical question
to assess before awarding
fiscal incentives is whether
the investment would still
happen in the absence of an
incentive. If not, then the direct
fiscal cost is zero. However,
there may be indirect costs,
if other prospective investors
determine that they can make
credible threats to withhold
investment unless they, too,
are awarded incentives. Fiscal
incentives to attract FDI are
widely used across the GCC,
even though taxes in the GCC
are relatively modest by global
standards.

2. Financial policies
This means all non-tax financial
support that countries offer
to foreign investors, including
subsidized loans and grants and
discounted land, infrastructure
or utility prices. It may also
include assurances of guaranteed
demand for specific goods or
services via public procurement
programs.

3. Regulatory policies
Special regulatory systems or
rules can be made available
to foreign investors, including
exemptions from standard
regulations or the creation of
special legal regimes for foreign
investments. Limited-scope
special regulatory policies
may be an effective measure
to counteract perceptions
of weakness in GCC legal
institutions. Special economic
zones, free zones, and other
similar arrangements have in the
past been successfully launched
in the GCC and beyond to confer
such benefits on investors
without requiring wholesale legal
and regulatory reform.

4. Outreach
Marketing and other outreach
efforts can inform investors
about the country’s opportunities,
typically through an investment
promotion agency. GCC countries
have established dedicated
offices for attracting FDI, but
some are limited compared with
international benchmarks.

5. International engagement
Preferential trade agreements and bilateral investment
treaties may enhance cross-border investment flows
by reducing the fiscal and regulatory barriers facing
investors and by offering additional protections and
assurances beyond incentives offered by the host
country’s legal system. The GCC still lacks free trade
agreements with several critical investment markets.
The use of bilateral investment treaties across the GCC
is mixed, with UAE and Kuwait making extensive use
of such arrangements, while the rest of the GCC lags
considerably behind. No single format of international
agreement is required to stimulate FDI flows; rather, it
can take many forms.

“

If GCC countries are able to craft and
implement innovative sector-specific
regulations in an agile manner, they can
provide the investor certainty that other
jurisdictions are unable to deliver.

”

Prof. Henisz, Deloitte & Touche Professor of Management,
and Director of the Wharton Political Risk Lab
at The Wharton School, University of Pennsylvania.

6. Large-scale
development
projects

7. Alignment with
sovereign wealth
funds

These are state-driven
initiatives to jump-start
economic activity in an
entire region or sector. They
can be a powerful tool for
attracting investments in
priority economic sectors,
by offering opportunities
that foreign firms cannot
realize in their home
markets.
Mega-projects present
unique opportunities for
foreign businesses to test
new products and services
that may not otherwise
be commercially viable,
either because of a lack of
initial demand or extended
development timelines.
They can also attract
investors with decisionmaking that is quicker
than the conservative or
tardy practices of other
jurisdictions.
Attracting pioneering
technologies at an early
stage benefits GCC
economies by bringing
growing businesses into
the region. Such enterprises
also serve as high-profile
demonstrations of the
benefits of investing in
the GCC and are also likely
to build on their early
bridgeheads to expand their
local footprint.

Many GCC countries have
substantial sovereign
wealth funds (SWFs), with
mandates that encompass
national economic
development and the
maximization of longterm returns. Aligning FDI
attraction efforts with the
investment strategies of
these SWFs deepens the
pool of capital that can be
harnessed to kick-start
industrial development.
It also creates a powerful
domestic constituency
invested in targeted sectoral
development programs.

8. Reducing broader
investment barriers
Efforts to de-risk the
investment environment
can include the introduction
of investment-friendly
regulations or the removal
of existing regulations that
disincentivize economic
activity. Such regulations
apply to all firms, not just
foreign investors. But
probusiness regulatory
reform removes barriers to
expansion and helps ensure
the sustainability of foreign
investments, unlocking
economies to international
firms.

Considerations
for FDI Policy
Implementation
& Examples
of Successful
Targeted FDI
Policies
FDI attraction policies
carry several risks
and considerations:
ineffectiveness and
inefficiency, competition,
and domestic political risks.
Despite these risks, most
threats can be mitigated by
ensuring that FDI schemes
remain focused so that
they target specific gaps in
the economy. Several FDIstimulating initiatives that
adhere to these principles
have been launched with
great success in the GCC,
including Dubai International
Financial Centre, Khalifa
Industrial Zone Abu Dhabi,
and the Royal Commission
for Al-Jubail and Yanbu.

Although global FDI fell 42
percent in 2020 due to the
COVID pandemic, the impact
on GCC countries is not yet
clear. However, it is expected
to be less severe in the region
than in many other parts of the
world, because of the GCC’s
relatively low dependence on
FDI and positive trends before
the pandemic.

When attracting FDI, GCC
countries need to find a
balance that considers
associated risks of negative
impacts on the local market
and workforce. They should
prioritize emerging sectors
in which value chains are
still under development.
Investment in education and
infrastructure, as well as
ongoing economic reforms,
could all make a substantial
contribution to altering
investor perception, which
typically changes only slowly.

Join the conversation

www.worldgovernmentsummit.org

