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SUMMARY OBSERVATIONS

(1)
The Economic Environment 

1. The economy of the United Arab Emirates (UAE) has grown by 6% per year on average over the past decade;  in 2003-05, the growth rate rose to 9% per year, partly due to the rising price of hydrocarbons.  Investment of hydrocarbon income surpluses into infrastructure and large projects, together with influx of foreign labour, has contributed to a slight diversification of the UAE's economy:  petroleum and natural gas now account for about one third of the UAE's GDP (down from 74% in 1980), behind the services sector (55% of GDP).  The UAE's per capita GDP is now one of the world's highest, at close to US$24,000.  
2. With the rise in hydrocarbon revenues, the UAE's fiscal deficit, which was relatively large in the past, moved into a surplus of 4.5% of GDP in 2004.  The current account is in constant surplus, at an estimated 19% of GDP in 2005.  The UAE's external debt is exclusively private;  it declined from over 25% of GDP in 2000-01 to 12.5% by the end of 2005.  However, driven by rising private consumption and construction expenditures financed by large revenue from hydrocarbons, inflation is on the rise, from an annual average of 3% during 2001-03 to above 10% in 2005.  

3. The UAE's economic environment is relatively liberal despite state ownership in certain sectors, restrictions on foreign participation in the economy through capital ownership limitations, and an obligation for branches of foreign companies to recruit UAE agents.  To provide employment opportunities for nationals in private business, an "emiratization programme" has introduced minimum quotas of Emirati staff in banking, insurance, professional, and distribution services.  This policy could eventually become an impediment to doing business in the UAE, essentially because of the lack of skilled UAE nationals in some professions;  it could further increase the relative attractiveness of operating in the free zones, where these provisions do not apply.

4. The UAE dihram, the national currency, is pegged to the U.S. dollar.  The  exchange system is generally free of restrictions.  The UAE's high ratio of merchandise trade to GDP (some 145% in 2005) reflects the particular importance of trade to its economy.  Merchandise exports, aside from oil and gas, consist of machinery and appliances, including computers and other consumer electronics, and of a substantial re-export activity.  While exports of crude oil are mainly to East-Asian countries, the main destinations of non-oil exports are India, Arab countries, and Europe.  Re-exports are destined to Iran and India, and other Gulf Cooperation Council (GCC) countries.  The UAE's imports are diversified both in terms of products and origin.  The UAE is a net services importer;  its services sector, which is dominated by state-owned companies, is expanding dynamically both at home and abroad.

(2)
Institutional Framework
5. The Ministry of Economy and Planning formulates, administers, and coordinates the UAE's trade policies under the leadership of the Federal Supreme Council.  The Council consists of the Rulers of the seven emirates composing the UAE federation.  In general, each emirate largely retains direct control over its economy, and owns or controls a significant share of business.  Moreover, in several subsectors, the operators are also the regulators. 

6. A contracting party to the GATT since 8 March 1994, the UAE became an original Member of the WTO on 10 April 1996.  It grants at least MFN treatment to all its trading partners, except Israel.  The UAE has never been involved in any dispute under the WTO Dispute Settlement Mechanism.  Once ratified, treaties/international agreements prevail over domestic legal instruments.  These comprise the Constitution, followed by laws, decree-laws, ordinary decrees, and regulations.  The Commercial Companies Law and the Trade Agencies Law are the main federal legal instruments on investment in the UAE;  they contain provisions that limit the participation of foreigners in the economy.  

7. The UAE is a member of the Gulf Cooperation Council (GCC), of which the customs union component became effective on 1 January 2003. The GCC is negotiating bilateral trade agreements with China, the European Union (EU), and Turkey, and is considering negotiations with EFTA, MERCOSUR, India, and Pakistan.  The UAE is considering negotiations on bilateral agreements with Australia and the United States.  To avoid conflicts between bilateral undertakings and commitments as a GCC member, the GCC Heads of States have agreed that any new preferential agreement concluded by one of its members will apply "pari passu" to all members, except for agreements with the United States.  The UAE is also a member of the Greater Arab Free-Trade Area (GAFTA) in which all GCC States participate.   

(3)
Trade Policy Instruments
8. The UAE's MFN tariff is based on the GCC Common External Tariff (CET);  its average applied MFN tariff rate was 5.1% in 2005, with the majority of rates at 5% and 420 duty-free tariff lines covering mostly basic food items and pharmaceuticals. Exceptions to the CET are spirits (50%), and tobacco products (the higher of 100% or a specific rate).  All tariffs except on tobacco are ad valorem.  MFN applied tariffs average 6.2% on agricultural products (WTO definition), and 4.8% on non-agricultural products.  Using the ISIC (Revision 2) definition, average tariff protection is 5.3% for manufacturing activities, 5% for mining and quarrying, and 3.3% for agriculture.  All of the UAE's tariff lines are bound, with an average final rate of 15%.  Some 33 tariff lines at the HS eight-digit level carry applied MFN tariff rates that exceed the final bound rate as of April 2006.
9. Under the Trade Agencies Law, importing and distribution activities can be reserved for exclusive UAE "agents".  This law leads to market segmentation, constitutes a barrier to full GCC integration, and contributes to high prices for branded products;  following price increases in 2005, a list for basic items was exempted from its coverage.  Customs procedures are simple in order to facilitate the flow of trade, which includes a large re-export activity.  The UAE has implemented the WTO Agreement on Customs Valuation;  the UAE has requested technical assistance to familiarize its customs administration and economic operators with the provisions of the Agreement.  There are few technical regulations;  these are generally based on internationally accepted standards. The Emirates Authority for Standardization and Metrology, established in 2001, encompasses the Emirates Conformity Assessment Scheme, as well as the Emirates National Accreditation System.   Import controls are applied on, inter alia, sanitary, phytosanitary, and Islamic grounds, by means of prior authorizations. 

10. The UAE's export policy on goods and services relies on free zones, wherefrom most non-oil exports take place.  Its free zones (22 in late 2005) are exempt from the licensing, agency, emiratization, and national majority-ownership obligations that apply in the domestic economy.  The UAE does not have export finance, insurance, guarantee, or promotion programmes;  and no export subsidies have been notified to the WTO.  As a result of large public investments, generally in partnership with foreign enterprises that bring in their technologies, many state-owned companies have grown large and efficient enough to compete effectively on world markets.   

11. The UAE is neither a member of nor an observer to the WTO Plurilateral Agreement on Government Procurement.  It relies largely on foreign companies for public procurement, particularly to realize major projects.  Its procurement provisions tend to vary from contract to contract.  Defence purchases are carried out by the UAE Offsets Group (UOG), through direct negotiation with contractors generally subject to offset obligations.  Spurred by WTO provisions, the UAE enacted new laws, in 2002, on patents, copyrights and trade marks.  The UAE has no competition, anti-dumping, subsidies, countervailing or safeguards legislation.  

(4)
Sectoral Policies

12. Over the past 30 years, the Emirates Governments have invested large amounts of revenue from oil sales to diversify their economies. These were initially directed towards the creation of state-owned companies in the manufacturing sector, in particular oil- and gas-intensive industries such as aluminium and petrochemicals.  

13. Manufacturing is now evolving rapidly into high-technology and capital-intensive products, exported increasingly by private companies in the free zones.  Nevertheless, the UAE still depends on crude oil and gas exports for a significant share of its national income.  The entire oil and gas sector, as well as electricity and water utilities, remains state controlled, with foreign participation generally in the form of minority partnerships.

14. Services, mainly transport, have rapidly become a strategic priority.  The objective is to make the UAE a major transport hub between Europe and South-East Asia.  Accordingly, public funds were invested in developing port and airport infrastructure, airlines, and shipping companies and agencies.  In parallel, tourism, which is targeted as a major source of future growth in the UAE, is now among the fastest growing activities.  The financial subsector is also developing rapidly, in part through the creation of the Dubai International Financial Centre, a financial free zone regulated at the Dubai Emirate level.  The telecommunication subsector remains state-controlled, but changes are under way.  

15. 
Remarkable advances have been made in the agriculture sector, albeit at high costs in terms of financial assistance and water depletion;  the fisheries subsector suffers from the consequences of past over-fishing.  

(5)
Trade Policy and Trading 
Partners

16.
The UAE's generally liberal and increasingly diversified economy, the importance of trade for its economic performance, and its growing economic power make it an increasingly important supporter of the multilateral trading system.  Nonetheless, the UAE's internal barriers to trade, resulting largely from the absence of a competition policy, institutional weaknesses (in several sectors), and restrictions on foreign participation under the investment regime, contrast with its relatively low border barriers to trade and preclude it from benefiting fully from the advantages of a liberal economy.  

17.
Recent inflationary pressures have increased the UAE's awareness of the pernicious effects of anti-competitive practices and have led to the exemption of basic food items from the scope of the Trade Agency Law.  Further steps, including abolishing this Law, adopting competition legislation, structural reforms, and further liberalizing the services sector (to be bound through multilateral commitments) would improve resource allocation and the UAE's economic performance.  Moreover, tariff reforms – likely at the regional level (the UAE is implementing the GCC's CET) – or renegotiation of the UAE's tariff commitments would consolidate its adherence to the WTO principles.  Trading partners could help the UAE in its reform efforts by providing extended market access for  its goods and services.
(ii) Government procurement

16. National accounts data show that consolidated government expenditures on goods and services amounted to Dh 24.3 billion (US$6.6 billion), or 6.4% of the UAE's GDP in 2004. However, these figures understate the importance of public procurement, as they do not include purchases in the context of development projects, or procurement by state-owned companies.  Despite provisions favouring local suppliers, there is a strong reliance on foreign companies, particularly for major projects for which local expertise is not available.  According to certain business sources, provisions of the procurement regime may vary from contract to contract.
  The UAE is neither a member of nor an observer to the WTO Plurilateral Agreement on Government Procurement.
17. The regulation on federal government procurement is Ministerial Decision No. 20 of 2000 on the administration contracts system.  Total federal expenditure under the Decision reached Dh 527 million (US$143 million) in 2004. This Decision does not apply to purchases by the Ministry of Defence or those related to the State Security System;  or to purchases for any "projects" handled by the Permanent Project Committee;  or to any project excluded from the ambit of the regulation by a resolution or law passed by the Council of Ministers.  

18. The Department of Purchases at the Ministry of Finance and Industry (MFI) handles most procurements contracts over Dh 1 million covered by the Decision.  The ministries of Health and of the Interior handle their own procurement under the Decision;  this is also the case of purchases (e.g. highways) by the Ministry of Public Works and Housing.  Other federal ministries and governmental authorities are also allowed to handle their own procurement for purchases up to Dh 1 million.  Nonetheless, all contracts covered by the Decision require prior control and approval by the MFI.  Procurement contracts above the threshold of Dh 500,000 (US$136,140) and also under the control (a posteriori) of the State Audit Institution (SAI).
  The SAI exercises external audit under the authority of the Federal National Council (Chapter II(1)).  In principle, it is functionally, organically, and financially independent from the Executive.
  
19. The Decision requires purchases of products, services and construction works be made through "general tender" (open tender), or in certain cases, "limited tender", "practical participation", or "direct order".  Under the general tender, bids are advertised publicly.  Under the limited tender method, used when only a limited number of suppliers is available, bids are requested from a list of pre-approved suppliers.  Under the practical participation method, a committee requests quotations from selected contractors without any tendering process.  The direct order method is to be used in exceptional circumstances, such as the absence of competitive markets (e.g. monopoly).  According to MFI data, only Dh 12 million (2.3%) of federal purchases were carried out using the limited tender method in 2004, and Dh 10 million were spent through direct order;  over 80% of the total value of purchases by MFI follows the general tender method.  
20. The bidder must be a GCC citizen or a company with maximum foreign equity of 49%.  Certain tenders are exempt from this condition and open to foreign companies and establishments, essentially when these are the only available suppliers.  In these cases, the foreign company is invited to open a branch and employ a service agent (Chapter II(5)).  According to business sources, tenders are usually open to foreign suppliers with whom the authorities have worked on past projects.
   
21. A procurement notice is usually published for one month at MFI or the relevant ministry, electronically (since 2001), and twice in two widely disseminated newspapers.  In order to have access to the electronic system, suppliers must register with the MFI and pay Dh 1,000 the first year and Dh 500 for renewal.
  Publication may also be in foreign newspapers or other available media.  A notice regarding planned procurement is published at the beginning of each fiscal year.  The notice includes a description of goods and services to be procured, the authority receiving tenders, the period of validity of tenders, and the deadline for submission of tenders.  Specifications and conditions of the procurement must be in Arabic but, if necessary, they may be translated into one or more foreign languages.

22. A "bid bond" (of 5% of the bid value) with a UAE bank is required as an initial guarantee (Article 32 of the Decision).  A Tenders Committee is constituted by the MFI to assess the tenders and select the "best and lowest" bid.  The selected company must provide a performance bond, generally of 10% of the bid value, to finalize the contract (Article 50).  Majority government-owned companies are exempted from the two bonding obligations. There is no standard system for suppliers to challenge the award of a contract.  According to the authorities, claims related to the tendering process can be submitted to a committee formed within the MFI.

23. All defence purchases are centralized at federal level under the Ministry of Defence.  In general, all contracts of US$10 million or more are subject to an "offset programme", under the UAE Offsets Group (UOG)
, which was created in 1990 and reports to the Ministry of Defence.  Under the programme, all purchases by the UAE armed forces or elements thereof are subject to the offset obligation.  The UOG could also require offsets on other than military public purchases, although this is not the case presently.  The UOG carries out its purchases through direct negotiation with contractors and on a countertrade or offset basis.  It acts as a conduit between international contractors and the local private sector;  the ultimate objective is the diversification and development of the UAE economy.  
24. Specifically, suppliers (domestic or foreign) that sign a defence procurement contract must undertake to set up a joint-venture with the private sector that will generate returns equal to an agreed-upon share of the contract, over a specified period (generally seven years).  An investment agreement is reached on an "offset programme" with each foreign defence supplier.  Under the programme, the foreign company undertakes to "fulfil its offset obligation" equivalent to 60% of the value of the original contract.  The UOG measures the output of an offset project through its profits.    
25. To date, the UOG has implemented over 25 joint ventures (Table III.4) with a combined paid-up capital in excess of Dh 5 billion (US$1.3 billion). Offset projects cover the full spectrum of economic activities, including advertising, fish farming, language centres, shipbuilding, leasing and financial services, and medical services.  Offset arrangements tend to negatively affect competition and increase the cost of goods and services procured, because the qualification and selection of suppliers are not based solely on optimizing quality and cost, but are biased by conditions relating to the associated joint-venture projects.
26. Each emirate has specific provisions regulating government procurement activities.  In Abu Dhabi, for example, a contract between a foreign company and an Abu Dhabi Government Department is subject to Abu Dhabi Law No. 4 of 1977.  Only local companies or local agents of foreign companies that are registered in Abu Dhabi may submit tenders.  A bid bond must accompany all tenders for government contracts, and the bond is automatically forfeited if a bid is withdrawn before the date for the opening of the tenders.
Table III.4

Projects implemented by the UAE Offsets Group, 2005

	Project name
	Activity
	Defence contractor/foreign partner
	Local partner

	Abu Dhabi Shipbuilding 
	Construction of shipyard for building, maintaining, repairing, refitting naval and commercial ships
	Newport News (shares sold to Abu Dhabi Government)
	Abu Dhabi Government Local shareholders

	Al Wathba Marrionet
	Date palm nursery for plants propagated by tissue culture
	Kranti Development Limited
	Al Wathba Agricultural Materials

	Berlitz Abu Dhabi
	Language centre
	McDonnell Douglas (now Boeing)
	Local investors

	BSI Bern Sapeth International LLC
	Advertising and events marketing for government and private sectors
	Deutz AG/Tatra Deutz
Offset Countertrade Dept.
	Emirates Commercial Centre

	Combined Cargo UAE
	Shipping company owning and operating vessels and brokering cargo to finance and operate globally a fleet of modern dry bulk vessels and combined carriers in wet and dry bulk traders
	Torvald Klaveness Group
	Abu Dhabi Investment Company (ADIC);
Oman & Emirates Invest. Holding General Investments 

	Condor Medical Waste Management - Abu Dhabi
	Treatment of infectious medical waste generated from hospitals, health and dental clinics, and laboratories
	Giat
	Condor Medical Waste Mgt
General Investments FZE

	GAM-AERO
	Technical maintenance services for testing and repairing avionics equipment
	Aerospatiale (now EADS)
	GAMCO

	Gulf Business Center
	Advisor and consultant for international and regional companies wishing to invest in Abu Dhabi
	Dassault;  French Fighter Invest & Coop.  Programme
	United Technical Services

	Gulf Diagnostic Center
	Outpatient healthcare centre 
	Lockheed Martin
	Ibn Khaldoun

	Gulf Solar Power Company
	Manufacture of mobile solar energy generators for power, desalination and refrigeration 
	GEC-Marconi
	Al Nasser Holding

	Infoterra (Gula Center for Remote Sensing)
	Service centre covering satellite and aerial remote sensing data 
	GEC-Marconi (now BAe Systems);  Astrium
	Abu Dhabi Industrial Development CO 

	International Fish Farming Co (ASMAK)
	Fish and shrimps in mariculture facilities
	Dassault;  French Fighter Invest & Coop.  Programme
	Founders: 63
Shareholders: 31,400

	Laser Re-nu
	Production of recycled laser printer cartridges
	Boeing
	Emirates Printing Forms Est

	National Central Cooling Company (Tabreed)
	Centralized cooling systems that will serve groups of buildings and complexes
	
	247 founders

	MIRAK Agriculture (National Horticulture
Center Franserres
	Greenhouses and agricultural management
	Dassault;  French Fighter Invest & Coop.  Programme Thales
	Al Hamed Enterprises

	Oasis International Leasing Co
	Owning, managing, selling, and leasing assets and properties  
	British Aeropace Systems
	Founders: 59

	Productivity and Leadership Consortium
	Technology transfer centre
	Westinghouse (bought by Northrop Grumman)
	CERT

	Safewater Chemicals
	Chemical production 
	Specialist Mechanical Engineers
	Al Jaber Group

	Solex Robotics Services
	Inspection services for bulk storage tanks
	General Electric
	Al Mansouri Specialized Engineering

	UTS Burnstop LLC
	Manufacture of fire extinguishing products and equipment
	Dassault;  French Fighter Invest & Coop.  Programme
	United Technical Services

	Abu Dhabi Risk & Treasury Systems LLC
	
	Macquarie, MBDA
	Abu Dhabi Commercial Bank

	Trakker ME
	Fleet management services
	Trakker Pakistan
Alfia Investment Company
	Al Jaber Group

	Schmidlin
	A high-tech façade manufacturing company that aims to increase a building's life span
	Inovex
	Local investors

	Gulf Energy Maritime
	Shipping company
	Thales
	ENOC

	Fusion Glass LLC
	Glass products for architectural and interior construction projects
	Diehl IWS
Rohde and Schwarz
	Local investors

	German Emirati Company Limited (GECO)
	Production of precast aerated concrete
	Alfia Investment Company
	Bina Group

	CITYZZ Visitor Center Emirascope
	Multimedia interactive visitor centre
	Rohde and Schwarz
	Local investors

	Prefabricated Building Elements
	Production of prefabricated elements
	Rohde and Schwarz
	Local investors


Source:
Information provided by the UAE authorities.  

27. Dubai Law No. 6 of 1997 contains provisions regulating contracts between Dubai Government departments and companies entering into a contract, including the preparation of tender documents, issuing the tender, bid bond requirements, and performance bond requirements.  The Dubai Government also requires a foreign company to employ a service agent.  Certain governmental purchases can be handled electronically (since 2000).
  

28. Given the federal nature of the UAE, the majority of procurement (by value) is at emirate level.  Furthermore, given the importance of the public sector, including state-owned companies, public purchases are particularly large in relation to total expenditure. For example, in Abu Dhabi, the Ministry of Health reportedly accounts for 70% of demand for pharmaceuticals and hospital equipment.
 

(iii) Local-content requirements

29. The Secretariat has not received any information suggesting the presence of measures requiring the use of local products.  However, the exclusive distribution system with the obligation to employ a UAE agent could be linkened to a local employment scheme, as could the general requirement for a foreign branch to employ a local agent. In addition, the UAE Offsets Group runs a large offset programme (see above), which has not been notified under the WTO Agreement on Trade-Related Investment Measures.
� U.S. International Trade Administration (2004).


� The 1971 provisional Constitution of United Arab Emirates (UAE) established the State Audit Institution (SAI) as one of the federal authorities (Federal Law No. 7 of 1976).


� Online information available at:  http://www.saiuae.gov.ae/abenglish.html#a.


� U.S. Department of State (2005).


� Online information available at:  www.uae.gov.ae and egov.uae.gov.ae (Arabic only).


� UOG online information.  Available at: http://www.uaeoffsets.org/.


� In the emirate of Dubai, Tejari.com is used to advertise public purchases of information technology equipment. 


� British Embassy, Commercial Section, Abu Dhabi, "Background notes on Abu Dhabi".  Available at:  http://www.uktradeinvest.gov.uk/ukti/ShowDoc/BEA+Repository/345/370160.





