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[bookmark: _Toc502115833]Abstract
Like many other ways in which governments attract investors in a region, the creation of free trade zones has emerged as the best way in which they boost economy particularly by attracting even more foreign investors who invest in free trade zones. However, little research has been done to show why Saudi Arabia should establish more free trade zones to encourage foreign investment. Saudi Arabia’s economy is not fully integrated into the world’s economy, and the Kingdom is facing more challenges as well as opportunities in the form of foreign investment and maintaining a positive balance of its foreign capital reserves. This paper conducts an in-depth research of free trade zones in the Kingdom of Saudi Arabia using multi-methods of data collection. It will present and discuss findings from one of the methods used to elicit knowledge and attitudes the Kingdom has towards the creation of free trade zones. The information will then be used to draw conclusions that will show why free trade zones would play a positive role in developing the region’s economy. 


[bookmark: _Toc502115834]Introduction
While international trade continues to expand worldwide, many countries are now trying to look for ways in which they can attract even more investors to invest in their countries. Many have acknowledged the benefits of creating free trade zones and, therefore, recommend the concept as one of the best ways for attracting investors. Free trade zones (FTZ) are geographical areas designed to serve a specific purpose in trade. In these areas, goods can be brought from somewhere else; they can be manufactured, or even exported to other areas without the intervention of the custom authorities. 
Businesses operating in free trade zones tend to enjoy certain tax benefits, special regulations, foreign exchange benefits, and procedural incentives. It is also important to note here that goods manufactured in these areas become subjective to the prevailing custom duties only when they are moved to consumers within other non-free trade zones. Research has shown that other countries, for example, China that has established a number of free trade zones offer special customs on locally manufactured goods, exports, imports, and most importantly allow businesses running in free trade zones to govern customs on their own framework of regulations. 
Unlike China, Saudi Arabia has not yet established free trade zones in the country. Instead, the country established economic cities (ECs) such as King Abdullah Economic City. Research shows that while economic cities are established to drive economic development, sometimes economic cities are not effective enough to attracting foreign investment (Rice, 2004). For this reason, Saudi Arabia had plans for establishing free trade zones in 2015, but until today these plans have not yet come to culmination. However, the purpose of this paper is to show how Saudi Arabia can help foreign investors export to the country, establish, develop, and maintain commercial activities in the market through the establishment of free trade zones in the country. 
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The research study seeks to answer the question - should Saudi Arabia establish Free Trade Zones to encourage foreign investment?
[bookmark: _Toc502115836]Literature Review
For more than two years, Saudi Arabia has been trying to facilitate economic growth by focusing more on local investors and has been doing so by developing economic cities where local investors open up businesses. As part of these efforts, King Abdullar Economic City is one of the megacities the country developed in 2005 to foster its economic growth. Businesses can import or even export goods in megacities but the problem is that these cities are not treated as special custom territories. Therefore, they do not offer advantages such as the ones that free trade zones offers. 
The reason why Saudi Arabia should use free trade zones is because it offers a wide variety of benefits to both local and foreign investors. For example, it can allow foreign investors to import goods overseas into the free trade zone in which a foreign investor has established a business. A study done by Irwin (2015) concludes that in order to attract even more foreign investors, governments should ensure that goods imported into free trade areas are free from import duties, taxes, and are also exempted from normal import/export licenses. A research study conducted on Shanghai’s free trade zones in China has shown that free trade zones also allow investors to temporarily store their goods on the bounded basis which means that investors do not necessarily pay any related import duties and taxes (Guan et al., 2014). This is an added advantage that Saudi Arabia can leverage on for having established free trade zones in the sense that more foreign investors would consider investing in those areas with the idea that they would save a lot of money for simply not paying import duties and taxes.
Due to free custom duties and VAT, foreign investors can consider investing in Saudi Arabia’s free trade zones with the understanding that they would be allowed to sell their goods at lower prices. Frynas & Mellahi(2015) argues that the ability to sell goods at lower prices is strategic enough to helping foreign investors beat up high competition that perhaps has been discouraging them to invest a particular region or country.  Normally, goods sold in free trade zones are free from custom duties, but they become subjective to custom duties when they are moved to non-free trade zones and, therefore, traders have to pay import duties and taxes. 
A research study conducted by Guan et al., (2014) on Shanghai free trade zone shows that foreign investors who tend to manufacture goods in free trade zones are only required to report to the custom agencies upon the movement of their goods and each stage of development of the goods manufactured in free trade zones. This will create some transparency which ensures business freedom as well as reducing chances of being accused of bleaching trade rules that are set forth for running businesses in free trade zones. The types of business freedom which foreign investors are likely to enjoy may include: scope of the business, freedom to move products from Free Trade Zones to different places in the country and so forth. This can also allow foreign investors to operate their businesses across the region something that would benefit the country by strengthening the economies of scale through diversification. Therefore, it is plausible to argue here that the establishment of Free Trade Zones in Saudi Arabia would provide convenience for operating enterprises as much as possible. This is even so because, investors who would want to move their goods across the country and outside the free trade zones would only be required to sign a literacy agreement with a logistic company within the free trade zone so that they can get the goods where the investor wants the goods shipped. This is one way in which Free Trade Zones would help investors circumnavigate issues related to the flow of goods or movement of goods from one area to the other. Therefore, by being aware that they can leverage on this advantage, more foreign investors would consider starting businesses in newly established Free Trade Zones in Saudi Arabia. 
Yan & Wang (2016) explain that when it comes to exportation of goods from Non-Free Trade Zones to Free Trade Zones, the sale of goods is regarded as exportation under which the export clearance procedures with the customs must be followed. Normally, no export customs duty should be triggered unless goods sourced from non-free trade zones fall into the export customs duty dutiable category (Yan & Wang, 2016). This means that foreign investors who would want to have their goods entered to Free Trade Zones specifically under processing trade their goods may not be treated as exported goods and, thus, could not be subjected to export custom duties and taxes. 
Previous research has also indicated that various countries that tend to produce oil or in other words countries that deal with upstream and downstream operations such as those involved in oil and metal production tend to benefit more from Free Trade Zones (Gereffi, 2016). Saudi Arabia is among the regions that have been dealing with both upstream and downstream operations (Fesharaki & Isaak, 2016). These deals are mostly on crude oil refinement as well as the distribution of their byproducts such as gasoline, diesel, and natural gas liquids that are distributed down to the retailers. Research has also stated that Saudi Arabia has been facing sustainability challenges in the oil industry (Mitchell & Mitchell, 2014). Therefore, this paper posits that the establishment of Free Trade Zones across the regions that produces oil would create opportunities for attracting foreign investors who would help solve the issues the oil industry has been facing. 
While this paper has thus far discussed the various ways in which foreign investors can benefit from newly established Free Trade Zones, Saudi Arabia can also benefit from the entire establishment. By establishing Free Trade Zones, it will be able to channel foreign money into the country. This occurs simply by using Free Trade Zones to attract private multinational corporations that directly invest in long-term foreign investments (Fajgelbaum et al., 2014). These corporations can build new plants in Free Trade Zones or can help expand or even acquire the existing firms in those areas. Foreign Direct Investment in Free Trade Areas can be considered as the lifeblood of economic development in Saudi Arabia. It can help the country establish long-term development strategies that focus more on Foreign Direct Investment as a source of capital but also as a way of enhancing competition in the region. 
[bookmark: _Toc502115837]Barriers to Foreign Investors
The top three barriers which have been preventing Saudi Arabia from attracting foreign investors may include: 
(a) Level of restrictions on foreign ownership
Research has it that Saudi Arabia’s restriction on foreign ownership is the most obvious barrier to foreign investment (Cuervo-Cazurra et al., 2014). This takes the form of limiting the share foreign companies can hold on equity capital of their businesses e.g. they should own less than 50 percent. It is also important to note here that in most cases, the government has been prohibiting foreign ownership of businesses something that has been discouraging foreign investors from investing in the country (Cuervo-Cazurra et al., 2014). 
(b) Challenges in screening and approval procedures
Establishing a new business in Saudi Arabia has been a nightmare to foreign investors because of the complex procedures involved in the process of business registration. The government of Saudi Arabia should, therefore, consider streamlining business registration procedures in order to attract foreign investment in the country. Currently, entrepreneurs who are seeking to establish new businesses in Saudi Arabia are required by law to go through multiple screening procedures before their applications can be approved. This makes it more difficult for foreign investors who have a sense of urgency in responding to market trends.  However, the establishment of simplified procedures in Free Trade Zones can save a lot of time for entrepreneurs and this can attract more foreign investors in the country. 
Shanghai’s Free Trade Zone is an important case study that Saudi Arabia can learn from on matters related to business registration. In 2016, Shanghai implemented policies that were meant to ease the process of registering foreign investments (Yao & Whalley, 2016). It simplified incorporation requirements and adopted some frameworks that allow pre-approval procedures while making the whole process a one-stop application (Yao & Whalley, 2016). 
(c) Constraints on operational freedom
While Saudi Arabia remains a significant investment destination, foreign investors have been facing a challenging business environment. Recent studies have shown that 70% of foreign companies who had been operating in the country feel less welcomed (Sidani, 2015). Sidani (2015) explains that foreign investors attribute the experience to Saudi Arabia’s protectionism and the economic slowdown.   
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The research design executed in this study is a plan that will guide the researcher to make decisions as to: when and how often to collect data, what data to gather and from who, as well as how to analyze the data collected. 
While there are numerous types of research designs that researchers can execute in their studies, this study will be a descriptive study. Descriptive study is the most appropriate choice because the researcher wants to explain why, what, and how to create Free Trade Zones in Saudi Arabia. According to Woodward (2013), a descriptive study aims at helping the researcher understand what is happening, or what is in a specific situation. Therefore, the design can be used to gain knowledge, identify a problem or even to identify what it is that needs further research. It is also important to note here that the study is quantitative in nature because the researcher seeks to quantify and use the statistical test to analyze the data collected. This is even so because the researcher intends to use statistical results to describe an economic strategy applied in other countries such as China so as to show how Saudi Arabia can use the strategy or ideas to design models it can use in the development of Free Trade Zones in the region. 
The researcher will also use surveys to collect primary data which will later be analyzed to infer expected conclusions. The survey will include structured questionnaires that will be administered to selected participants.  It is also important to note here that since the researcher will be trying to derive and explain some ideas which has been applied in other economies, it will be crucial to utilize a well-defined theoretical framework that will help in explaining how Saudi Arabia can use Free Trade Zones to foster its economic growth and then apply the same theoretical framework in explaining why foreign investment could play an integral role in fostering growth.  
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The study should be considered as a feasibility study that shows how Saudi Arabia can establish Free Trade Zones to attract foreign investors. Free Trade Zones can be created in the mainland or near seaports or airports to ensure that they attract foreign investors who would like to export or even import goods to and from other countries into the established zones. A lot of statistical evidence will be provided and actors or rather Saudi Arabia may use the results obtained in the study to form the basis of future economic models for establishing Free Trade Zones. 
Furthermore, the country may use the results of the findings to formulate a recommendation on where to construct Free Trade Zones and how it can use newly established Zones to grow its economy. Also, case studies used in this research, for example, that of Free Trade Zones established in Shanghai China will also help in providing more insight into the topic. 
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In order to attract foreign investors, Saudi Arabia needs to adjust its macroeconomic layout to include Free Trade Zones. Saudi Arabia’s newly developed Free Trade Zones will promote investment growth due to favorable trade and open tax policies. This paper has shown that Free Trade Zones tend to encourage foreign businessmen to invest in designated areas. By relaxing restrictions imposed on foreign investment through the establishment of Free Trade Zones, Saudi Arabian government can attract more oversea capital. Regulations used in Free Trade Zones can allow foreign investors to establish fully owned businesses, move goods freely, as well as helping them make huge profits due to minimal or no import duties or taxes paid. With the assurance of these benefits, Saudi Arabia would be able to attract even more foreign investors. 
In other words, by focusing in the concept of “openness” that Free Trade Zones comes with, Saudi Arabia will be able to create more opportunities that would further attract more foreign investors in the country. Development of Free Trade Zones is a common practice across the world. This paper has shown that Free Trade Zones are all about high standards of investment that are enhanced by less stricter trading rules  whose main purpose is to make it more convenient for foreign enterprises to enter the market with lower overheads as well as making it possible for them to maximize their profit margins. 
One of the key ideas for establishing Free Trade Zones in Saudi Arabia is to encourage entrepreneurship in the service industry. Take the case of Shanghai Free Trade Zones in China that took advantage of the benefits that come with the establishment of Free Trade Zones. Shanghai is now rated as the most innovative and successful economic region when it comes to helping grow the Chinese economy. Prior to the development of Free Trade Zones, foreign investors who wanted to invest in China were mostly discouraged by huge import/export duties and high taxes, which is a problem that foreign investors who would like to invest in Saudi Arabia are currently facing. Therefore, this paper postulates that Saudi Arabia can attract more foreign investors by simply establishing Free Trade Zones in the country. Also, the paper encourages Saudi Arabia to follow the current worldwide trend to ensure that it does not lug behind when other countries are trying to create a better environment for foreign investors. 
[bookmark: _Toc502115842]Ethical Concerns
An ethical dilemma may arise when trying to balance the harm that research might cause against the benefits people or the country may get from it. Besides, the researcher will put the participant’s rights, welfare, and security above all individual and investigative concerns. An additional point to acknowledge in ensuring ethics in the study is the provision of informed consents to participants. The researcher will also not try to coerce individuals to participate in the research study. Everyone will be allowed to make a choice either to participate or not. Also, participants who will decide to stop participating before the research has been completed will be allowed to do so without any coercion or forced to continue.
Applicable IRB and moral issues for this proposed study will be incorporated to maintain the participant’s confidentiality. An introductory letter will be distributed to every potential participant clarifying the purpose of the study. Consent will be required prior to the survey or interview process. It will be of no expense or predictable dangers to the participant connected with this study. No installment or other type of motivators will be offered to deceive participants to participate in the study. 
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Brief description of the study:
Survey Questions:
1. Do you think that Free Trade Zones will attract more foreign investors in Saudi Arabia?
Yes [  ]
No [  ]
2. Do you think the regulatory agencies will agree to adjust restrictive policies to accommodate new policies designed to adjust import duties and value added tax in Free Trade Zones? 
Yes [  ]
No [  ]
3. Are you aware of any challenges that tend to hinder foreign investors from investing in Saudi Arabia?
Yes [  ]
No [  ]
4. If your answer in question 3 is yes, are there any government policies that affect foreign investment in the country? (Explain).
5. If your response in 4 shows indicates that there are government policies that affect foreign investment, to what extent do you think those policies will affect the establishment of Free Trade Zones in Saudi Arabia?
Very great extent	[  ]
Great extent		[  ]
Moderate		[  ]
Low extent		[  ]
Very low extent	[  ]


[bookmark: _Toc502115846]Appendix B: Consent Form
I am inviting you to participate in a research study titled “Should Saudi Arabia establish Free Trade Zones to encourage foreign investment?” You were selected as a potential participant due to your knowledge in economy development particularly that of Saudi Arabia and China. Kindly revisit the form and feel free to ask any questions that you would wish prior to responding to the invitation. 
Background Information
Development of Free Trade Zones is one way in which Saudi Arabia can attract foreign investors to invest in the country. Currently, Saudi Arabia has been focusing more on the development of megacities, but the truth is that these cities are more likely to attract only local investors as they do not address challenges that tend to hinder foreign investors from investing in the country. Moreover, there is little research done on how the country can benefit from Free Trade Zones and, therefore, this research strives to fill this gap by conducting an in-depth research. Ultimately, the overall objective is to contribute to the body of research on how countries can use Free Trade Zones to develop their economies. 
Reimbursement
This is a voluntary study and there is no compensation determined.
Statement of Consent
I have read the above background information and I agree to be involved in the research.  I have asked the researcher any questions that I had and the researcher has satisfactorily answered the questions, prompting my participation in this study.

Name of the Participant ………………………………………………….
Consent Date …………………………………………………………….
Participants Signature …………………………………………………….
Researcher’s Signature……………………………………………………

