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UNITED ARAB EMIRATES
Can it achieve diverse and sustainable growth?

The United Arab Emirates (UAE) has
undergone an impressive economic
transformation in the four decades since the
seven emirates banded together to form a new
nation. Once a tribal culture largely reliant on
agriculture and fishing, the UAE is today a
politically stable country that has achieved
high-income status and plays an active role
shaping regional and global affairs. Revenue
from exporting its abundant oil and gas
resources, along with prudent decisions by its
leaders to invest in education, healthcare and
physical infrastructure, were fundamental
enablers of its shift from being a factor-driven
economy to an efficiency-driven one.

The increasing competitiveness of the UAE is
reflected in the rising number of companies
that have come to do business as well as the
expanding inflows of foreign direct investment,
which have grown by 25% per year over 2010-
2014 (1). In addition to political stability and
physical infrastructure, its attractive features
include the openness of the economy, cheap
utilities and the geographically strategic
position it occupies between Asia, Europe and
Africa. Though decision-making authority rests
with just a few powerful Emirs (from the
Nayhan and Maktoum families), the
government has fostered a strong institutional
base, rivaled only by Qatar in the Gulf region
(2).

But sustained growth is not guaranteed for the
UAE, as shown by the period following the 2007
financial crisis, in which the economy dipped
into recession with the bursting of the real
estate bubble in Dubai and the effect of lower
oil prices.

The question for the UAE today is how quickly it
will be able to make the next transition – to an
innovation-driven economy. Specifically, the
UAE faces challenges in four areas. First, the
economy (the emirate of Abu Dhabi, in
particular) is still heavily dependent on volatile
oil and gas export revenues. Continued
diversification into other sectors would create
a more stable economic base to sustain
growth. Second, improvements in labor
productivity and a broadening of the workforce
are required, especially among Emirati
nationals. Third, the UAE is challenged to

generate economic growth more widely across
the member emirates, as Abu Dhabi and Dubai
together account for more than 90% of the
country’s gross domestic product (GDP).
Lastly, it must make the transition while also
maintaining social cohesion and its cultural
identity. Of the UAE’s total population (9.4
million), more than 80% are foreign nationals
who come for employment in both low- and
high-skilled jobs (3).

To overcome these challenges will require a
significant policy effort. The good news is that
decision-makers in the UAE are implementing
measures to address them. However,
transitioning to an innovation-driven economy
will nevertheless involve a sustained
commitment over many years. Here we will
discuss two important factors in this process:
diversifying the economy and enhancing labor
productivity. To conclude, we will outline
scenarios that might materialize for the UAE
economy and discuss their implications for
business.

Diversifying the economy
Economic diversification remains the top
priority for the UAE. The economy still relies
heavily on revenue from the export of oil and
gas, which accounts for 30% of the country’s
GDP (nearly 60% of its export value), and 55%
of the GDP of Abu Dhabi (4). Even though oil
and gas represents just 3% of Dubai’s GDP,
strong links between the emirates in other
sectors mean the impact of low oil prices (as
have prevailed since mid-2014) is felt mutually.

In Abu Dhabi, the government has already put
a strong emphasis on achieving diverse
economic growth. The Abu Dhabi Economic
Vision 2030 – a government roadmap –
specifically targets growth and diversification
in non-oil sectors (5). Nevertheless, revenues
generated by oil and gas exports will be critical
in supporting this effort. The country must
continue to reinvest in the sector, especially as
resources become more technically
challenging to extract. Dubai’s economy is
much more diverse, with the largest sectors
being retail (27%), transport (15%), real estate
(14%), manufacturing (13%), and banking and
finance (13%) (6).
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Figure 1. Contribution to GDP by sector in the
emirates of Abu Dhabi and Dubai, 2013 (4) (6)

Along with the advantage of its strategic
location and its openness to trade, the UAE has
taken measures to stimulate growth in non-oil
sectors. It has established “free economic
zones” – where companies gain tax and
customs benefits as well as rights to 100%
foreign ownership – in order to encourage
economic activity.  The country continues to
make investments in large-scale
infrastructure to support broader growth. The
project pipeline is booming, with some $180
billion worth of projects currently under
construction (7). These projects include a
national rail project, the Mall of the World (in
Dubai), the Dubai World Central airport and
commercial complex and four nuclear reactors
to provide power.

Infrastructure projects can enable growth in
high potential sectors such as retail, transport
and tourism. In the transport sector, the
country has invested in air and maritime
infrastructure to cement its position as a hub
for global freight and trade.  Retail and
tourism, which have seen strong growth in
recent years, stand to benefit further from the
country’s status as a safe haven in the Middle
East.

Enhancing labor productivity
The UAE labor market is unique relative to
others in the Gulf region. It is attractive,
expanding and becoming more open to both
women and youth. According to the World
Bank, the female labor participation rate is still
just 21%, the UAE ranks first among Gulf
countries. Youth unemployment has also been
decreasing over the five years. The main
sectors driving employment are energy,
banking and finance, tourism, construction and
real estate.

The UAE depends heavily on foreign labor to
sustain economic growth. Foreigners fill the
overwhelming majority of high-skilled jobs in
the private sector, notably in technology and
management positions. In 1971, the
government introduced a program which
allows companies to hire migrant workers,
known as the Kafala Sponsorship System.
These manual labor jobs are filled
predominately by Indians, Pakistanis and
Iranians.

Employment opportunities for nationals are an
important issue in the UAE workforce. Due to
strong competition from high-skilled
foreigners and a relative lack of skills among
Emiratis, nationals are often underutilized in
the labor market, particularly in the private
sector. The UAE government has taken actions
over the past years to ensure that the high-
skilled UAE nationals are contributing to the
labor market, though many still participate in
high-paying public sector jobs. The main
challenge the government faces in this respect
is investing in education and R&D, as well as
reducing the attractiveness of public sector
employment, to prepare a more highly skilled
and highly motivated workforce of Emiratis to
compete for high-skilled jobs.

The level of productivity of a country
establishes the level of prosperity and return
on investment rates within the country's
economy. Therefore, the more productive a
nation is, the easier it is to develop sustainable
growth. The GDP per person employed stands
at $71,659 in 2013 (Figure 2) (8). This is among
the highest productivity rates in emerging
countries, but it has been declining across all
sectors in the past two years due to a greater
influx of low-skilled workers relative to high-
skilled workers.
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Increasing labor productivity over the long
term is necessary for promoting
competitiveness, improving resource
allocation, and promoting sustainable
investment and growth in the non-oil sector. To
increase its productivity, the UAE needs
structural reforms that empower nationals.
The country has to invest in education to
change the mindset of its citizens.  The
government has to ensure that high-skilled
UAE nationals are willing to access positions in
the private sector. In this way, locals would be
able to make a more positive contribution to
the labor market.

Figure 2. Labor productivity in the UAE

Scenarios
Given the volatility of the energy market, the
UAE cannot continue to rely exclusively on oil
and gas export revenues. To achieve
sustainable economic growth, the country
needs to continue the diversification efforts
that are underway. In the future, it will be
critical for the UAE to accelerate structural
reforms that would enable the country to
achieve a high level of diversification for its
economy.

We could consider two scenarios for the next
five years. The UAE could continue and

succeed in the diversification of its economy. In
this case, the economy will continue to grow
with the support of both high- and low-skilled
workers. The political leaders need to launch
strong and appropriate regulatory actions to
maintain the UAE’s attractiveness for
investors. With the economy’s diversification
achieved, the UAE will be less dependent on
the oil and gas industry and will be able to
mitigate variations in oil prices. In this case,
the UAE economy maintains sustainable
growth.

In another scenario the UAE might fail in the
diversification of its economy. In this case,
structural reforms are not successful and the
dependency on foreign labor, especially in
high-skilled jobs, remains.  The geopolitical
tensions in neighboring countries would
increase the risk aversion of investors, slowing
or reducing foreign direct investment. This, in
turn, might slow trade and further reduce
economic growth. Investment in both education
and innovation decline, creating more
unemployment and inequalities among UAE
citizens. Ultimately, the lack of government
leadership could lead to social tension and
political instability.

Conclusion
To maintain sustainable economic growth, the
UAE has to tackle strong challenges with
leadership to envision and shape its future.  It
needs to continue the further diversification of
its economy in order to be less dependent on
volatile oil and gas export revenues. In addition
it requires reforms and investment in
education and innovation to boost labor
productivity and further the “Emiratisation” of
the workforce. Is the UAE ready to make the
transition to an innovation-driven economy?
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