m International Journal for Multidisciplinary Research (IJFMR)

ILJFMR E-ISSN: 2582-2160 e Website: www.ijfmr.com e Email: editor@ijfmr.com

War in the Middle East: Impact on UAE
Economy

Mr. Jad Rbii

Abstract

The Middle East has experienced repeated political conflicts and wars over the past several decades. These
events have influenced regional economies in different ways, especially countries that are economically
connected through trade, oil exports, tourism, finance, and logistics. The United Arab Emirates (UAE),
despite being one of the most stable countries in the region, is still affected by instability in neighboring
nations such as Iraq, Syria, Yemen, Lebanon, Bahrain, and Iran.

This paper studies how conflicts in the Middle East influence the UAE economy through oil prices,
tourism, investment, trade activity, real estate markets, and business confidence. Special attention is given
to the recent Iran-related regional tensions and their economic effects on Dubai and Abu Dhabi. The paper
also discusses how the UAE has attempted to reduce economic risk by diversifying into industries such as
finance, technology, logistics, aviation, tourism, and renewable energy.

The research concludes that although regional conflicts create uncertainty and short-term economic
pressure, the UAE’s long-term planning, diversification policies, and strong infrastructure have helped the
country maintain economic resilience and global investor confidence.

Keywords: UAE economy, Middle East conflict, geopolitical instability, Iran conflict, oil prices, tourism,
real estate, foreign investment, economic diversification

Introduction

The Middle East is one of the most politically sensitive regions in the world. Over the years, conflicts
involving Iraq, Syria, Yemen, Lebanon, Bahrain, Iran, and Israel have affected not only local populations
but also surrounding economies. Since the region contains some of the world’s largest oil reserves and
major trade routes, political instability often creates global economic consequences.

The United Arab Emirates has positioned itself as one of the most modern and economically developed
countries in the Middle East. Cities like Dubai and Abu Dhabi attract millions of tourists, investors,
multinational corporations, and financial institutions every year. However, even though the UAE remains
politically stable compared to many neighboring countries, it cannot completely avoid the economic
effects of regional conflict.

Countries such as Lebanon and Bahrain are geographically and economically connected to the Gulf region.
Political instability in Lebanon has affected regional banking confidence and investment sentiment, while
Bahrain’s close economic integration with Gulf Cooperation Council (GCC) economies means that
regional tensions influence financial markets and investor activity across the Gulf, including the UAE.
This paper explores the relationship between war in the Middle East and the UAE economy. It examines
how conflict affects oil revenue, tourism, foreign investment, trade, real estate, and business sentiment. It
also studies the strategies used by the UAE government to protect economic growth during periods of
regional instability.
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Historical Background

The modern Middle East has experienced several major conflicts that shaped the region’s economy.
Events such as the Gulf War in 1990, the Iraq War in 2003, the Syrian Civil War, the conflict in Yemen,
tensions involving Lebanon and Hezbollah, and recent conflicts involving Iran and Israel have had direct
and indirect effects on neighboring economies.

For Gulf countries, including the UAE, conflict often creates a complicated economic situation. On one
hand, uncertainty in global oil supply tends to increase oil prices, which benefits oil-exporting nations. On
the other hand, instability may reduce tourism, delay investment decisions, increase insurance and
shipping costs, and create volatility in financial markets.

The UAE’s economic structure has changed significantly over the last three decades. Earlier, the economy
depended heavily on oil exports. Today, sectors such as aviation, tourism, logistics, banking, technology,
and real estate contribute a major portion of national income. This diversification has helped the country
become more resilient during regional crises.

Regional Impact: Lebanon and Bahrain

Lebanon

Lebanon has faced severe political and economic instability over the past decade. Banking sector collapse,
inflation, and regional conflict have weakened investor confidence across parts of the Middle East.
Because Lebanon historically served as a financial and commercial center in the Arab world, instability
there has influenced regional business networks and financial flows.

The UAE has experienced indirect effects through reduced regional trade activity and changing investor
behavior. At the same time, many Lebanese professionals and businesses relocated operations to Dubai
and Abu Dhabi, increasing demand for UAE financial and business services.

Bahrain

Bahrain’s economy is closely connected with the broader Gulf economy. Regional tensions involving Iran
and Gulf states have influenced Bahrain’s financial sector and investor sentiment. Because Bahrain and
the UAE are both major financial hubs in the GCC region, instability in Bahrain often affects regional
market confidence.

However, the UAE’s larger economy, stronger diversification, and international infrastructure have
allowed it to maintain stronger resilience during periods of uncertainty.

Impact on Oil Prices and Government Revenue

One of the biggest economic effects of conflict in the Middle East is the rise in oil prices. Investors and
governments often worry that wars could interrupt oil production or shipping routes in the Gulf region,
especially through the Strait of Hormuz. As a result, global oil prices usually increase during periods of
instability.

For the UAE, higher oil prices can temporarily improve government revenue. Since oil exports remain an
important source of national income, increased prices often strengthen public finances and support
infrastructure spending.
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However, relying too heavily on oil also creates long-term risks. Oil price increases caused by war are
usually temporary and unpredictable. Because of this, the UAE government has continued investing in
non-oil industries to reduce economic dependence on energy exports.
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The UAE leadership recognizes that long-term economic stability cannot depend entirely on regional
political conditions or fluctuating oil markets.

Tourism and Hospitality Sector

Tourism is one of the UAE’s most important industries. Dubai and Abu Dhabi attract millions of visitors
annually for business, luxury shopping, entertainment, international exhibitions, and sporting events.
Airlines such as Emirates and Etihad Airways have helped connect the UAE to global tourism networks.
Regional conflicts, however, negatively affect international perception. Many foreign travelers view the
Middle East as a single region and may avoid travel during periods of political tension, even if the UAE
itself remains secure.

Recent Iran-related tensions created concerns regarding airspace security, airline operations, and tourist
confidence. Reports from 2025-2026 indicated temporary declines in tourism activity and reduced hotel
occupancy during periods of heightened regional conflict.

Luxury retail brands and hospitality businesses also reported lower customer traffic across parts of the
Gulf region during the recent Iran conflict.

Despite these challenges, the UAE continued to perform better than many neighboring countries because
of:

e Advanced infrastructure

e Strong security systems

e (Global airline connectivity

e International business reputation

e Government crisis management
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Real Estate Market and Recent Iran Conflict

The UAE real estate sector, especially in Dubai, has become one of the country’s largest non-oil economic
sectors. International investors purchase residential, commercial, and luxury properties in large numbers.
The recent Iran-Israel tensions created uncertainty in the Dubai property market. Some investors delayed
transactions because of concerns regarding regional security and geopolitical risk. Reports in early 2026
showed temporary declines in real estate transaction activity and increased market caution.

At the same time, Dubai also benefited from its reputation as a relatively safe regional destination. Wealthy
individuals and investors from conflict-affected countries continued moving capital into UAE property
markets. Reports suggested that property transaction volumes in Dubai increased significantly during parts
of 2025 despite regional tensions.

Analysts observed several short-term effects:

e Slower transaction activity during conflict periods

¢ Increased investor caution

e Temporary pressure on luxury hospitality-linked real estate

e Higher demand for stable long-term investments

e Continued interest in Golden Visa-linked property purchases

The Dubai real estate market demonstrated resilience because of diversified international buyers,
government reforms, and long-term investor confidence.

AED 4.6M AED 170 K 17%

Avg Sales Price Avg Annual Rent Annual Prie Growth

One bedroom apartment 5% annual yield, stable AED 3.9 Min 2024
starting from AED 2M, returns for investors, AED 4.6 Min 2025
depending on strong market positionin

views and amenities Dubai

Source: Property Monitor
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Dubai apartment prices, April 2023

Area DH/Sq.Ft MoM change
Dubai Average 1,256 ] 1.8%
Jumeirah ) -3.1%
Downtown Dubai 0.6%
Palm Jumeirah -0.7%
Dubai Hills Estate 1.2%
The Old Town o 2.0%
Mohammed Bin Rashid City 1.6%
DIFC 0.8%
Business Bay 1.5%
Dubai Marina -1.2%
Dubai apartment rents, April 2023
Area DH/Sq.Ft Average rent MoM change
Dubai Average 92 102,6 1.6%
Downtown Dubai 140 -1.5%
Palm Jumeirah 136 0.3%
Jumeirah 135 4.6%
The 0ld Town 132 -1.0%
DIFC 120 4.8%
Dubai Marina 116 1.8%
The Views 15 2.8%
Business Bay 12 1.2%
Jumeirah Beach Residence 110 4.7%

Source: CBRE/Reidin

Figure 1: Illustrative Economic Effects of Regional Conflict on UAE Sectors
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Sector Short-Term Impact Long-Term Outcome

Oil & Energy Oil prices rise Revenue volatility

Tourism Visitor decline Recovery through branding

Real Estate Investor hesitation Safe-haven investment inflow
Trade & Logistics Shipping delays Infrastructure expansion

Financial Markets Market volatility Increased regional capital inflow

Foreign Investment and Business Confidence

Foreign investment plays an important role in the UAE economy. International companies use the UAE
as a regional business hub because of its infrastructure, tax policies, business-friendly regulations, and
strategic geographic location.

Political instability in neighboring countries can sometimes weaken investor confidence. Investors prefer
stable environments where long-term planning is possible. During wars or regional tensions, some
businesses postpone expansion plans or delay investments.

Financial markets may also become more volatile during geopolitical crises. Stock markets, currencies,
and property values can experience temporary fluctuations due to uncertainty.

However, the UAE often benefits from a “safe-haven effect.” During instability in countries such as
Lebanon, Syria, or Iran, businesses and wealthy individuals frequently transfer capital to Dubai and Abu
Dhabi because they are viewed as stable economic centers.

This creates a unique situation where conflict harms the broader region but may strengthen the UAE’s
position as a secure investment destination.

Government Security Measures and Economic Stability

One of the most important reasons the UAE economy has remained stable during periods of regional
conflict is the government’s strong focus on national security and crisis management. During recent
Middle East tensions, especially those involving Iran and regional military threats, the UAE leadership
implemented advanced security and defense measures to protect the country’s infrastructure, population,
and business environment.

The UAE government increased coordination between defense authorities, intelligence agencies, aviation
regulators, and internal security forces to ensure national stability. Airports, ports, financial districts,
energy facilities, and major tourist areas in Dubai and Abu Dhabi operated under heightened security
systems during periods of regional uncertainty.

The country’s advanced defense capabilities and rapid-response systems helped reassure both local
residents and international investors that the UAE remained one of the safest and most secure countries in
the Middle East. Government communication also played an important role. UAE authorities regularly
provided updates regarding security preparedness, transportation safety, and continuity of economic
operations, which reduced panic and maintained public confidence.

For international businesses and investors, stability is one of the most important factors influencing
economic decisions. The UAE’s ability to maintain uninterrupted airline operations, trade activity, tourism
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services, and financial market functions during periods of geopolitical tension strengthened its global
reputation as a secure investment destination.

Analysts noted that while many countries in the region experienced economic disruption during conflict
periods, the UAE’s strong governance, modern defense infrastructure, and effective crisis management
helped minimize economic damage. In some cases, regional instability even increased capital inflows into
the UAE because investors viewed Dubai and Abu Dhabi as safe locations for protecting wealth and
continuing business operations.

The government’s commitment to security, political stability, and economic continuity has therefore
become a major pillar of the UAE’s long-term economic resilience strategy.

Trade and Supply Chain Effects

The UAE is one of the world’s most important trade and logistics hubs. Ports such as Jebel Ali connect
Asia, Europe, and Africa through international shipping networks.

Conflicts in the Middle East can disrupt supply chains and transportation routes. Shipping companies may
face:

e Higher insurance costs

e Security risks

e Delays near the Strait of Hormuz

e Increased fuel expenses

Because the Strait of Hormuz handles a large percentage of global oil shipments, tensions involving Iran
directly affect regional trade confidence.
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Figure 4: Traffic Through the Strait of Hormuz

@ Number of Cargo Shign [l Number of Tanker Ships

Source: IMF Portwatch

Trade disruptions increase transportation expenses and reduce business efficiency. However, the UAE’s
advanced logistics infrastructure and international partnerships have helped reduce many of these risks.
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The country continues investing heavily in digital trade systems, smart ports, aviation infrastructure, and
transportation networks to strengthen long-term competitiveness.

Economic Diversification as a Long-Term Strategy

One of the main reasons the UAE economy has remained resilient is economic diversification. The
government has invested heavily in industries beyond oil, including:

e Renewable energy

e Artificial intelligence

e Tourism

e Aviation

e Logistics

e Technology

¢ Financial services

Projects such as the Dubai International Financial Centre (DIFC) and Masdar City demonstrate the UAE’s
long-term vision for a post-oil economy.

Diversification reduces economic vulnerability because multiple industries contribute to national growth.
Even when one sector faces challenges during regional conflict, other sectors continue supporting the
economy.

This strategy has strengthened the UAE’s global reputation as a modern international business destination
rather than only an oil-exporting country.

Conclusion

Wars and political instability in the Middle East continue to create major economic challenges across the
region, including the UAE. Conflicts involving countries such as Iraq, Syria, Yemen, Lebanon, Bahrain,
Iran, and Israel affect oil markets, tourism, trade routes, investment flows, and financial confidence.

The recent Iran-related tensions highlighted both the vulnerabilities and strengths of the UAE economy.
Tourism activity, real estate sentiment, and financial markets experienced short-term pressure, while
investor caution increased during periods of uncertainty. At the same time, the UAE’s reputation as one
of the safest and most stable countries in the Middle East attracted regional capital and long-term
investment.

The UAE has managed these challenges more effectively than many neighboring countries because of:
Political stability

Strong national security and defense systems

Effective government crisis management

Advanced infrastructure and logistics systems

Global business connectivity

Long-term diversification policies

The UAE’s experience demonstrates how economic planning and diversification can reduce vulnerability
to geopolitical conflict. As the Middle East continues to face political uncertainty, maintaining stability,
strengthening non-oil industries, and encouraging sustainable economic growth will remain central
priorities for the UAE.
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