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Extended Abstract

Introduction

Free trade zones (FTZs) are designated areas within a country’s territory in which trade
and investment activities are liberalized to facilitate integration into global markets.
Designed primarily with an export-oriented focus, these zones offer regulatory and fiscal
incentives, including exemptions from customs duties and commercial tariffs, tax relief
for producers, simplified foreign exchange procedures, and the removal of restrictions on
foreign entry and labor mobility. By attracting foreign direct investment (FDI) and
facilitating the transfer of modern technologies, FTZs are expected to function as catalysts
for domestic economic development and as policy instruments that link national
economies to international trade networks.

In parallel, economic diplomacy represents the intersection of foreign policy and
economic strategy. It encompasses the negotiation, coordination, and implementation of
international economic activities by both state and non-state actors in pursuit of national
interests. In contemporary international relations, economic diplomacy operates not only
as a tool for promoting exports and investment but also as a mechanism for enhancing
economic resilience under external constraints. The dynamic interaction between a state’s
economic capacity and its foreign policy effectiveness highlights a reciprocal relationship:
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strong economic performance enhances diplomatic leverage, while an effective foreign
policy framework facilitates economic objectives through cooperation and negotiation.
Within this conceptual framework, Iran has increasingly emphasized free trade zones
as key instruments for achieving outward-oriented growth and mitigating the impacts of
external sanctions. Over recent decades, the establishment of such zones—most notably
the Kish Free Trade Zone (KFTZ)—has constituted a central pillar of Iran’s strategy to
engage with global markets despite persistent geopolitical isolation. Nevertheless, despite
these ambitions, the practical performance of the KFTZ has remained limited. Although
it was envisioned as both a domestic engine of production and an external platform for
economic diplomacy, its constrained ability to attract sustainable investment, develop
sanction-resistant trade mechanisms, and strengthen regional economic linkages points to
significant structural and policy deficiencies. Accordingly, this study seeks to analyze and
critically assess the role of the Kish Free Trade Zone in advancing Iran’s economic
diplomacy, particularly under the enduring conditions of international sanctions.

Methodology

The present study adopts a qualitative, critically oriented research design conducted at
both theoretical and empirical levels. At the theoretical level, the analysis is grounded in
the neo-mercantilist framework, through which key concepts related to free trade zones,
economic diplomacy, and international sanctions are examined. At the empirical level,
with a specific focus on Kish Island, the study employs content analysis of official
documents, regulatory frameworks, and development programs, supplemented by the
systematic monitoring of policy trends and the use of supporting empirical data.

These data comprise a limited number of semi-structured interviews with experts and
local informants—either conducted directly by the authors or derived from publicly
available media interviews with officials of the Kish Free Trade Zone—as well as thematic
analysis of existing analytical and policy reports. This multi-source dataset is utilized to
assess the role of the Kish Free Trade Zone in mitigating the impacts of sanctions and to
explain its limited effectiveness as an export-oriented hub. The data were interpreted using
thematic analysis, with particular emphasis on identifying discrepancies between
officially articulated objectives and observed performance outcomes. Accordingly, the
collected materials were analyzed across three analytical levels: policy theme analysis,
documentary analysis, and field-level data.

Findings

Drawing on a neomercantilist theoretical framework, the findings of this study reveal a
multidimensional pattern of weakness in achieving the functional goals of the Kish Free
Trade Zone (KFTZ) as a strategic tool for Iran’s economic diplomacy. Despite its
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geopolitical advantages, special legal status, and over three decades of institutional
experience, the KFTZ has not achieved all of its intended strategic mission.

First, there is a lack of clear institutional consensus on Kish’s strategic mission in Iran’s
foreign economic policy. As a result, the zone has remained on the margins of national
decision-making processes and has not played a prominent role in joint economic
commissions, regional trade agreements, or government trade initiatives.

Second, the dominance of import-oriented discourse in the local economic structure
has transformed Kish from a potential platform for export promotion into a hub for import
and consumer-oriented retail activities. This orientation has diverted investment away
from manufacturing and export-oriented sectors and has undermined the development of
essential infrastructure for logistics, international payment systems, and transnational
trade connectivity.

Third, the findings point to a lack of a coherent regional economic diplomacy strategy.
Despite its favorable geographical location adjacent to Persian Gulf markets, Kish has
failed to contribute to sustainable regional engagement, integrate into regional value
chains, or transform its geopolitical potential into tangible geoeconomic opportunities.

Fourth, the study highlights patterns of managerial dependency and external
interference, as evidenced by internal reports and interview data. The Kish Free Trade
Zone Organization (KFTZ) operates under financial constraints and lacks sufficient
institutional independence to design and implement long-term, export-oriented, and
outward-looking development programs. Its reliance on land sales, passenger arrivals, and
consumer-based revenues suggests a structural disconnect between stated strategic goals
and operational practices.

Overall, although Iran’s policy frameworks consistently emphasize endogenous and
exogenous growth through free trade zones, the Kish Free Trade Zone has not been
entirely successful as an effective strategic mechanism for circumventing international
sanctions or advancing Iran’s economic diplomacy goals. Despite its nominal role as a
conduit for maintaining external economic ties in a climate of global isolation, the Kish
Free Trade Zone (KFTZ) has largely had little success in creating alternative trade
channels, attracting sanctions-resistant foreign investment, or creating regional
partnerships capable of mitigating the economic consequences of international
restrictions.

Conclusion

From a neomercantilist perspective, the establishment of free trade zones is seen as a
gateway to global trade, facilitating wealth creation, increasing economic security,
reducing dependence on foreign actors, and strengthening a nation’s position in the global
economic order. Under sanctions, such zones are expected to form the core of a nation’s
strategic economic defense, enabling diversification, technology acquisition, foreign
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investment, and integration into regional and global markets. However, empirical
evidence from Kish shows a clear gap between theoretical promise and practical
performance. Despite its geopolitical advantages, legal privileges, and decades of
institutional presence, the Kish Free Trade Zone (KFTZ) remains structurally limited,
inward-looking, and dominated by an import-oriented economic logic. Rather than serving
as a mechanism to circumvent international sanctions and maintain Iran’s external
economic relations, the zone has become a consumption-oriented area that contributes
little to export growth, technology transfer, or regional connectivity. Thus, the Kish Free
Trade Zone (KFTZ) has been less successful in fulfilling its dual role as an engine of
export-led development and a tool for economic diplomacy under the pressures of global
isolation. Persistent fragmented governance, limited managerial autonomy, and weak
institutional coordination have restricted its capacity to act as a strategic interface between
Iran’s national economy and international markets. Even the numerous MoUs signed with
foreign partners have not yielded tangible results, largely due to weak policy follow-up,
inadequate regulatory frameworks, and the absence of a coherent diplomatic-economic
strategy. As a result, the zone has not fully mitigated the adverse effects of sanctions or
significantly enhanced Iran’s broader diplomatic or economic resilience. Collectively,
these weaknesses highlight the urgent need to redefine the strategic role of free trade zones
in Iran’s foreign economic policy, establish a unified, export-oriented governance
framework, and build the operational infrastructure necessary to transform these zones
into credible participants in global trade—especially amid continued international
sanctions and the potential reactivation of former UN Security Council resolutions.

Keywords: Iran, Free Trade Zones, Kish Island, Economic Diplomacy, Foreign
Investment, Sanctions, Neo-mercantilism
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