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A word from the
editorial team
Pythagoras called it the perfect form.
Da Vinci was obsessed with squaring it.
It is the circle: an ancient form that
symbolizes unity, wholeness, and—dare
we say it—perfection.
“History repeats itself, what goes around
comes around,” are adages that point to
the circularity of life itself. As echoes of
another financial crisis, trade war,
nationalism and the death of liberalism
spread from news outlets, we might be
forgiven our fears of a world that seems
to be turning back on itself in endless
cycles.
But instead of worrying about yet
another crisis, should we instead be
fearing ourselves? Should we, instead of
fearing the changes around us, fear our
incapacity—or unwillingness perhaps—
to affect these changes?
Leonardo da Vinci, who was illegitimate
and not formally educated, had
everything going against him in 15th
Century Italy. Yet it was his insatiable
curiosity, his unwillingness to accept
the status quo, his need to disrupt the
norm, that turned him into the genius
we believe he is today.
There is comfort in circularity,
predictability, knowledge of what is to
come because we have been there
before. Disruptions rattle us, push us
out of our zone, throw us on a tangent.
Disruptions scare us. But it is precisely
these disruptions that allow us, not to
simply progress, but to leap forward.
Disruptions are necessary. The light bulb
was a disruption. The notion of a circular
earth was a disruption. The steam engine
was a disruption. Imagine living without
these ideas today.

As long as there are thinking, creative,
minds, there will be disruption. Instead of
fearing it, we should embrace it, cultivate
it, make space for it to grow. If circles are
indeed the perfect form, then we should
continually strive for imperfection.
Here at the Middle East Point of View,
we are not perfect, but we always look
ahead. In the first of our articles,
Sustainable is smart, Manika Dhama
looks at the future of cities. The author
examines how governments in the
Middle East region can harness the value
of people, data and real estate to create
the sustainable cities of the future.
Aydin Akca, Bilal Mansour and Laura
Jepson also look to the future in their
article on national mandates, Realizing
the Vision: research, development and
innovation mandates in the GCC. In the
article they examine the opportunities
and challenges GCC governments face
in their quest to appropriately support
the development of their RDI systems.
In speaking of the future, Bart
Cornelissen, Yousef Barkawie and Yasmin
Fansa warn that the oil and gas industry
in the region stands to potentially lose
trillions of dollars by not fully embracing
digital. In their article, Standing still is not
an option, the authors show how
“operating within a traditional and
conventional mindset is no longer a
viable recourse for upstream oil and
gas companies.”

Panikos Teklos and Pieris Markou guide
us through the country’s growing fund
market (Cyprus: A growing European fund
hive) and FDI climate (Foreign Direct
Investment in Cyprus and the real economy)
respectively. Stavri Frangou, on his part,
takes a closer look at the IFRS 9 standard
for corporates and asks “Is the grass
greener on the other side? ”
One area where the grass does seem
to be fading is on the side of digital
companies. Concerned with the fact that
digital companies seem to be paying less
tax than non-digital businesses, the
European Commission is proposing a
Digital Service Tax to remedy the
situation. Shiv Mahalingham and Abi Man
Joshi explain how the DST will impact the
region east and offer key takeaways for
Middle East-based multinationals in their
article How much I tax you, let me count
the ways.
And here we come to the end of this
issue of our magazine. Or is it just the
beginning? Turn the page and catch up
on our experts’ insights into some of the
hot topics in the region today. Until we
see you again, stay imperfect.
ME POV editorial team

Not content to operate solely in a
traditional and conventional mindset
is Cyprus. In our special insert on the
country that gave us Aphrodite, we look
at how the Mediterranean island has
reinvented itself as a safe, but not
unexciting, financial hub in the region.
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G

The framework of a
Smart City,
encompassing datadriven digital and
physical infrastructure,
enables the optimization
of this data for the wider
economic benefit while
improving the quality of
life of residents in
meaningful ways.

iven the rate of population
growth in urban centers, the
primary purpose of cities is, or
ought to be, sustainability: meeting the
present economic, environmental and
cultural needs while remaining agile
enough to meet the needs of the future.
Municipalities, planners and developers
must employ all the tools available to
them to execute sustainable communitylevel and city-scale projects. This article
explores some of these tools and their
impact on real estate development
models.
The United Nations predicts that by 2030
there will be 8.5 billion people on the
planet, of whom 60 percent will be living
in cities. And while urban centers
contribute to 60 percent of global GDP,
they also generate 70 percent of global
carbon emissions and account for over
60 percent resource use.1 The fastest
growing cities in developing nations are
already showing signs of crumbling

Figure 1. Deloitte smart city framework
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infrastructure and housing shortage, and
are marked by their inability to follow the
fast changing rules of what constitutes a
livable city.
The value of data
Technological advances over the last
decade have responded to evolving
urban dynamics by redefining the future
city as a smart one. The phrase “Smart
City” conjures up visions of a technologyled ecosystem driven by the Internet of
Things (IoT). At the heart of this
connected and integrated universe are
three core elements: people, data and
real estate. Some of the technological
capabilities—such as GIS enabled traffic
mapping, remote building environment
controls, automated parking, and
driverless public transport—already exist
in future-focused cities around the world.
However, these are often controlled by,
and scattered among, different public
and private entities, making it difficult to
coordinate and analyze the reams of data
being generated in silos. The framework
of a Smart City, encompassing datadriven digital and physical infrastructure,
enables the optimization of this data for
the wider economic benefit while
improving the quality of life of residents
in meaningful ways.
An emerging real estate asset class
within this framework is the data center,
a facility that stores and manages
technology and operations for
companies. This segment requires
significant capital investment but is
typically linked to greater job creation,
thus improving the overall economic
benefit to the cities in which it operates.
The recent US$500 million investment
by the UAE-based Mubadala Investment
Company into U.S. data center company
Cologix indicates global capital chasing
opportunities in alternative assets that
link technology and real estate.2
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Contextualizing technology
The development mix within a smart
city may include typical elements of
residential, office, supporting retail,
transport, education and healthcare
facilities. The key differentiator of an
integrated smart city is the use of
innovative techniques within the built
environment, achieved by incorporating
these technology elements as part of
residents’ interaction with the built
environment. This is already being
witnessed around the world through how
retail is moving from bricks and mortar
stores to multi-channel offerings that are
truly people-centric and experience led.
For city planners, this integrated
approach can allow delivery of flexible
and/or shared spaces, unlocking the
value for spare capacity in real estate.
The co-living and holiday home models
are examples of this concept in action,
as is provisioning for shared utility
infrastructure among neighboring
residential and office clusters that have
disparate peak time requirements.
Controlling the internal environment of
buildings has also helped improve energy
efficiency of assets around the world.
The Edge, Deloitte’s Amsterdam office,
was awarded a 98.36 percent BREEAM
sustainability score upon completion
in 2014, the highest ever for an office
building at the time.3 The building
achieves energy efficiency through solar
panels that produce more energy than
the office consumes (some of which are
placed on neighboring buildings); belowground thermal energy storage; ethernetpowered LED lighting system, estimated
to be 80 percent more efficient than
conventional illumination; and rainwater
harvesting in the roof and balconies to
flush the building’s toilets and water
its gardens.

As adopters of the UN Sustainable
Development Goals 2030,
governments in the Middle East have
begun supporting the delivery of
futuristic cities/clusters. The primary
challenge is finding viable investment
models that are best suited to the
specific needs of this region.
Unlocking value from real estate
Retrofitting smart city infrastructure
onto an existing community or city can
be challenging. While certain pockets
can be identified for flexible usage
through reassessing zoning policies, this
is linked to the ability to unlock land that
can quickly be repurposed and supports
these multiple uses: for instance,
converting urban plots for community
agriculture projects or promoting
temporary land use and leasing
structures that allow sectors such as
business and academia to share
facilities.4
As adopters of the UN Sustainable
Development Goals 2030, governments
in the Middle East have begun supporting
the delivery of futuristic cities/clusters.
The primary challenge is finding viable
investment models that are best suited
to the specific needs of this region. This
can be achieved by understanding the
value of municipal assets and identifying
their potential role to deliver functional
aspects based on today’s needs, such
as transport infrastructure, and being
flexible enough to build mixed-use
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assets for future use.6 Absorption levels
for all the planned real estate will
eventually drive investment returns, even
allowing for the forward-packaging of
income-producing assets as potential
investments for REITs (Real Estate
Investment Trusts).7

Figure 2. Smart city funding and financing5
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In the built environment, sustainable
models of construction that focus on
modularity can help improve returns
by reducing costs and timelines.
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Data transparency and time to delivery
also affect development costs and return
on investment. In the built environment,
sustainable models of construction that
focus on modularity can help improve
returns by reducing costs and timelines.
However, in the Middle East, examples
of pre-fabrication have been limited
primarily to labor/staff accommodation
or warehousing. A wider application of
these technologies to deliver mixed-use
assets within a smart city framework,
without comprising on quality, presents
a gap that could also help achieve
sustainability goals.
Regional potential for smart city
delivery
The Middle East region presents unique
opportunities for delivering Smart City
solutions, through both Greenfield and
revitalization projects at the district,
community and city level. The
demographic profile of GCC countries,
with an estimated 53 million people by
2020 (of whom a majority is under 25
years old) reflects positively on the
potential for integrated mixed-use
offerings to serve the large working
population.8 These opportunities require
early intervention ahead of the master
planning stage and involves development
parameters focused around mobility,
public spaces, affordable housing,
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sustainable buildings and supporting
social infrastructure.
The ground up strategy in the US$500
billion NEOM project in Saudi Arabia is
an example of regional governments
leveraging emerging technologies to
deliver a smarter future. For Greenfield
smart city projects such as NEOM, the
key to sustainability is job creation and
related real estate development that
responds to needs-based assessment
rather than being a speculative build.
The smart city model can also be dataand infrastructure-driven and cities can
benefit from developing online platforms
that allow citizens a speedier and more
transparent access to zoning regulations
and related applications processing. One
example is the Smart Dubai initiative,
which, among other things, aims to make
Dubai a paperless city, ensuring that all
government transactions are 100 percent
digitized by 2021.9
City administrators need to prepare for
the evolving needs of residents and at
the heart of any Smart City delivery lies
the well-being of individuals. Agile
development models interlaced with
technology and data can cater to
community needs of the present while
also meeting the goals of sustainability,
climate change control and urban
agendas for the future.10

For Greenfield smart city projects such
as NEOM, the key to sustainability is
job creation and related real estate
development that responds to needsbased assessment rather than being
a speculative build.
Endnotes
1. www.un.org/sustainabledevelopment/blog/
2015/07/un-projects-world-population-toreach-8-5-billion-by-2030-driven-by-growth-indeveloping-countries/
2. www.reuters.com/article/us-mubadalacologix/uaes-mubadala-invests-500-million-incologix-idUSKBN1W810N
3. www2.deloitte.com/ru/en/pages/aboutdeloitte/articles/gx-the-edge-of-tomorrow.html
4. The World Economic Forum - Agile Cities:
Preparing for the Fourth Industrial Revolution
5. www2.deloitte.com/content/dam/Deloitte/
global/Images/infographics/public-sector/gx-pssmart-cities-funding-and-financing-infographic.
6. Funding and financing smart city infrastructure,
Deloitte GCC Powers of Construction 2018
7. www.zawya.com/mena/en/markets/story/Saudi_
Arabia_leads_IPO_and_REIT_activity_in_Middle_E
ast_in_Q2-SNG_124518921/pdf
8. graphics.eiu.com/upload/eb/GCC_in_2020_
Resources_WEB.pdf
9. www.smartdubai.ae/
10. www.un.org/sustainabledevelopment/cities/

By Manika Dhama, Assistant Director,
Financial Advisory, Deloitte Middle East
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Standing still is
not an option
The oil and gas industry is potentially
losing trillions of dollars by not fully
embracing digital.
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T

he entire world seems to be going
digital, yet according to Deloitte’s
Digital Maturity Index, the oil and
gas industry scored a mere average of
1.3, placing itself lowest on the spectrum
compared to all other sectors. With
technology becoming ever more
pervasive and complex and external
forces putting pressure on revenues and
costs, operating within a traditional and
conventional mindset is no longer a
viable recourse for upstream oil and gas
companies. Standing still is not an option.

Average digital maturity by sector
Oil & Gas

1.3

Power & utilities

1.4

Asset management

1.6

Life sciences

1.8

Aerospace &
defense

1.9

Process &
industrial products

2.0

Health plans

2.1

Consumer
products

2.2

Insurance

2.2

Real estate
Retail &
distribution

2.4
2.7

Media

2.8

Automotive

2.8

Banking &
securities

2.9

Telecom

3.1

Travel, hospitality
& leisure

3.1

Technology

3.2

Tech, media & telecom
Financial services
Consumer & industrial products
Life sciences & health care
Energy & resources
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While some operators have adopted
point solutions, such as agile processes
or hiring a Chief Digital Officer, failing to
fully embrace digital—with a combination
of technical and people solutions—is
costing the oil and gas industry trillions
of dollars in potential revenue.
Digital and analytics: two faces of
the same coin
We are standing at an inflection point in
digital technology. Costs of sensors, data
storage and processing are falling.
Algorithms are more sophisticated, and
processing power is increasing rapidly.
The future is driven by data and analytics
due to the need to better understand
the market, the products, the customers,
and the wider society. Digital technology
allows for more sophisticated artificial
intelligence (AI), which in turn can create
data-powered, platform-enabled,
cognitive business models, acting as a
catalyst for subsequent digitalization
opportunities.
Seen from the lens of innovation, digital
and analytics go hand in hand. With an
estimated 4,300 percent increase in
annual data generation by 2020, the
opportunities to make use of data
differently are prevalent. Insights such as
public sentiment analysis, weather data,
government and market information, are
being combined with AI and cognitive
technologies to better analyze and
predict demand and introduce new
efficiencies that were previously not
possible.
Digitalization can revolutionize the entire
oil and gas value chain, from exploration
to production and onto customers. With
an emphasis on data powered by
analytics, digitalization can be leveraged
for the full automation of production rigs,
the consistent monitoring of the flow of

crude and its composition, greater
certainty in the discovery of new
reserves, visual interaction with virtual
representations of the field, and the
continuous processing of data with
automated decision-making capabilities.
Not only does a digital transition improve
operational activities, it can also minimize
human involvement in high-risk activities
across the field, integrate supplier and
operator ecosystems to deliver more
economical outcomes, and reprioritize
activities by using intelligent systems
that use real-time, dynamic analytics.

Operating within a
traditional and
conventional mindset
is no longer a viable
recourse for upstream
oil and gas companies.
Evolution
The structure of the industry is being
challenged by internal and external
forces including pressure on revenues
from price volatility, an accelerated
energy transition due to demand for
lower carbon alternatives, and increased
complexity in technology and global trade
flows. In light of these structural changes,
there is now a need for, among others,
pervasive visibility and insights on cost
and production, agile field development,
and an integrated supplier and operator
ecosystem to drive returns.
Yet the sector seems to be biding its
time. In its conservative approach to
adopt new technologies, it is missing out
on the true benefits of digitalization—
such as reduced costs, improved
margins, and increased revenue, further
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Re-imagining how works gets done across the entire value chain of the oilfield…
Strategy & Portfolio optimization

Exploration and appraisal

Integrated OFS & Operator
“ERPs” to provide real-time
visibility into resource
availability and cost
7

8

Automated seismic
interpretation and
modeling leveraging crowd
sourcing for superior
subsurface knowledge

3

2

1

Automated well designs evolving in
real-time based on actual results, and
incorporating public/OBO data

9

Self-prioritizing cross basin well plan based on
oil price, margin diﬀerentials, infrastructure
constraints, RT well results, etc

Integrated digital earth
model from initial seismic
through real-time production

Cognitive analytics to
dynamically optimize
rig scheduling

10

Autonomous rigs to
mechanize most
drilling and
completions activities

Predictive market sensing to
detect patterns on peer M&A
activity

Production

Self-healing equipment
to reduce downtime

14

Solutions database linking
RCAs & interventions to
value creation

16

Machine learning to
optimize production
in real-time

15

Drones to provide real-time
inspections and monitoring
of assets
RPA to monitor production-linked
lease covenants and make royalty
payments

11
13
12

18

17

Integrated ROCs focused on well lifecycle value
to better link learnings in G&G, D&C, and
Production to improve the next well drilled

5

4

Drilling and completions

Live cross basin rolling plans
updated based on well results,
demand scenarios, and
inventory needs

6

AI/ML subsurface models
to identify sweet spot and
ensure optimal well
placement

Development

IoT and machine learning for live
production data collection and
real-time reservoir characterization

Rig & frac pump
maintenance optimization
through predictive analytics
HSE

Integrated planning

Minimizing human
involvement in high-risk
activities across the ﬁeld

Intelligent systems that uses
real-time results dynamically
reprioritize activity

Supplier ecosystem
Integrated Supplier & Operator
ecosystem focused on delivering
better results more economically
for mutual gain

Enabling technologies

g
Blockchain

Cyber
security

Cognitive
analytics

Digital
twin

exposing oil and gas organizations to
external pressures affecting the industry.
Meanwhile, new, disruptive players are
rapidly entering and reshaping the
industry through their use of digital
technologies. Google, for example, has
invested approximately US$6 billion in
third-party energy and mobility-related
technologies. Depending on what your
vantage point is, these new entrants
can be seen as either a threat or an
opportunity for partnership and
collaboration within the extended
ecosystem.

Internet
of Things

Cloud

In-memory
computing

AR/VR

Machine
learning

Robotics

Artiﬁcial
Intelligence

New players, enabled by digital technologies, are rapidly entering and
reshaping the industry by disrupting parts of the value chain

Traditional
New entrants
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Are we there yet?
Just as analysis of current market
segments or operational processes can
reveal opportunities to change the status
quo, so too can innovative approaches
to analytical solutions help to ensure all
data sources and predictive indicators
have been built into the model.
Some oil and gas companies have
already jumped on the train of digital
evolution as they have fundamentally
re-imagined and changed how
operations are conducted and managed
across the entire value chain. Shell has
been employing analytics and AI to
predict when maintenance is needed
on equipment, helping steer drill bits
through shale deposits and leveraging
real-time data to help geologists chart a
more accurate course for the well, boost
productivity and reduce drill wear-andtear. Saudi Aramco has also been
employing digital surface and subsurface
technologies to optimize field
development and operations and has
also developed the Reservoir Engineering
Integrated Environment tool, designed to
help engineers better plan and manage
fields and reservoirs.

Operators are at different points on
the digital organization spectrum. While
some have explored the benefits of
digitalization, by leveraging traditional
technologies to automate existing
capabilities, they have done so with
little change to the organization. Other
operators have moved towards business,
operating and customer models that are
optimized for digital and are profoundly
different from prior siloed and
unsynchronized models.
But when it comes to transforming
towards digital intelligence in the oil and
gas industry, point solutions don’t work.
A technical solution that only focuses
on digital technologies and agile
methodologies while ignoring the people
factor, or vice versa, cannot lead to a
quick adaptation of, and capitalization
on, the gains of digitalization.

These don’t work
Immediately jumping into
“technical solutions” only…
Focusing only on digital
technologies
Hoping implementing agile
methodology will be all they
need
Calling processes agile but
still really operating in
waterfall
Declaring digital success
based on isolated victory or
bursts of activity
Immediately jumping into
“people solutions” only…
Trying to “org design” their
way to digital and agility
Just telling people to be more
agile and innovative
Hiring a Chief Digital Oﬃcer
to solve everything
Buying digital skills without
also training existing talent

Operators are at diﬀerent points on the journey to becoming digital

Digital organization spectrum
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Exploring digital

Doing digital

Becoming digital

Being digital

Leverage traditional
technologies to automate
existing capabilities.
Dabbling with digital. No
change to the organization.

Leverage digital
technologies to extend
capabilities, but still largely
focused around same
business, operating, and
customer models.

Leverage digital
technologies—becoming
more synchronized and
less siloed—with more
advanced changes to
current business,
operating, and customer
models.

Business, operating and
customer models are
optimized for digital and
profoundly diﬀerent
from prior business,
operating, and customer
models.
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Five components of a winning digitalization operating system
The journey to digitalization is challenging and needs to be driven by a clear strategy and by a combination of a phased and agile approach.
Such a winning digitalization system is built on five components:
Resources and competencies
The individuals who perform the work
of digitalization, the skills, tools, and
training they need to do it capably, as
well as the funding and time to fuel it

Digital organization
Organizational units to
house the competency
teams, divisions,
leadership – and
interfaces that connect it
to the broader enterprise
and the world

Digital enablers

Approach
Clear definitions and approaches for the work to be done in generating digitalization
phases, activities, deliverables, and decision rights

Opportunity

Concept

Prototype

Pilot

Launch

The digital tools and
software at the company’s
disposal that will allow it to
successfully revolutionize
digitally

Metrics and incentives

Revolution, not evolution
The oil and gas industry needs to
fundamentally re-imagine and change
how operations are conducted and
managed across the entire value chain
and do so without constraint.
As a starting point, organizations within
the industry need to define a specific
strategy for digital transformation,
allowing for an integrated view of where
digital delivers value across the business,
rather than placing emphasis on the
implementation of tactical digital
solutions for incremental gain. More
importantly, with investment in the right
mix of skillsets, upstream oil and gas
companies can accelerate and sustain
digital transformation in the long term.
With efficiency still the focus, oil and
gas companies should be bold and strive
to create a culture of experimentation
where the model is driven by a “fail fast
and learn faster” mindset. A digital

strategy based on strong digital
leadership, combined with skilled and
capable resources, and an effective
operating model, can then allow
organizations to harness the full
capabilities of digital and generate
significant value for all stakeholders
involved.
by Bart Cornelissen, Energy, Resources
& Industrials Leader, Deloitte Middle East
and Managing Partner, Monitor Deloitte,
Yousef Barkawie, Partner, Consulting,
and Analytics & Cognitive Leader, Deloitte
Middle East and Yasmin Fansa, Senior
Consultant, Monitor Deloitte

Sources
- World Economic Forum
- www.csc.com/insights/flxwd/78931big_data_universe_beginning_to_explode
- www.cbinsights.com/research/facebook-amazonmicrosoft-google-apple-auto-mobility/
- www.energycentral.com/c/iu/google-parentalphabet-lauches-infrastructure-fund-will-investenergy-startups
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Mighty Aphrodite!
Standing at the crossroads between Europe and the Middle East,
Cyprus has been a great neighbor to both. Officially part of the
European Union since 2004, the land of Aphrodite has reinvented
itself over the last few years. Not content of being solely a historical
and cultural center, the island is now a financial hub in the region,
with an impressive portfolio of funds and foreign direct investment.
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Cyprus: A growing
European fund hive
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At end Q2 2019, the
level of assets under
management stood at
around €6.8 billion,
representing an
astonishing 134 percent
growth relative to 2016.

W

hile the genesis of the Cyprus
funds industry dates back to
1997—with the introduction
of the International Collective Investment
Schemes (ICIS)—the industry experienced
its real growth over the last 5 years with
the adoption of the latest European
Regulatory Frameworks (UCITS Directive,
AIFMD and MiFID II) and the development
of an ecosystem that can support a truly
modern European fund hive.

The Cyprus fund ecosystem, comprising
an approachable regulator (the Cyprus
Securities and Exchange Commission),
international-caliber professional service
providers and administrators,
distinguished law firms and
UCITSD/AIFMD-compliant depositaries,
makes for a solid foundation on which the
industry can grow and create an attractive
environment for the establishment of
funds, fund management and servicing
companies. At end Q2 2019, the level of
assets under management stood at
around €6.8 billion, representing an
astonishing 134 percent growth relative
to 2016.

Aside from the advanced level of
infrastructure and the skilled and
experienced human resource talent pool,
there are several other compelling
features about Cyprus:
• Its very competitive cost for establishing
and running a fund vehicle and/or
management company;
• Its Common Law-based legal system;
and
• Its very efficient, transparent and
effective tax system, both at the level of
the fund/management company and
the individual level (employees and
investors).
In periods of prolonged low interest rates
and volatile markets, cost optimization is
key for fund managers who are looking
to deliver performance to their clients.
Cyprus’s geographic location places it at
the crossroads of Europe, Africa and
Asia with regular flight connections,
multicultural business etiquette and a
stable political regime.

Asset Under Management (AUM) (Euro)
€8,000,000,000

€6,800,000,000

134%

€7,000,000,000

€6,200,000,000

€6,000,000,000
€5,000,000,000
€4,000,000,000
€3,000,000,000

€3,900,000,000
€2,900,000,000

€2,000,000,000
€1,000,000,000
€0
30/06/2016

31/12/2017

Sources: CySEC statistics reports, Deloitte Ltd.
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The Cyprus funds framework is able to
accommodate a complete suite of fund
types and legal forms that enable it to
cater to different asset classes, different
types of investors and different
investment objectives and strategies.
From UCITS (Undertaking in Collective
Investments for Transferrable Securities),
the very liquid retail-investor-oriented
financial instrument funds, to highly
illiquid AIFs (Alternative Investment
Funds) tailored to specific well-informed
and/or professional investors and
everything in between, all investor needs
can be met. Investment opportunities in
real estate, shipping, infrastructure, NPLs,
oil and gas, renewable energy sources,
hedge funds, start-ups and private equity
can all be accommodated through the
right fund vehicle, to market the product
and raise capital in an EU-compliant
manner.
The legal forms of Common Fund
(contractual arrangement), Limited
Partnership and Investment Company
(with Fixed or Variable Capital) allow
interested parties to tailor a fund
structure to suit their precise needs
and tax status. Depending on the legal
form and the level of assets under
management (AUMs) as well as on the
use of leverage and/or having a lock-up
period, a fund vehicle can be set up as
self-managed or with an external
authorized manager. The broad types of
EU-authorized external fund managers
are the UCITS Management Companies
(UCITS ManCos), the Alternative
Investment Fund Managers (AIFMs) and
the MiFID Firms (CIFs).

Investment opportunities in real estate,
shipping, infrastructure, NPLs, oil and
gas, renewable energy sources, hedge
funds, start-ups and private equity can
all be accommodated through the right
fund vehicle, to market the product and
raise capital in an EU-compliant
manner.
In the case of a smaller set of investors
(up to 50 people) and AUMs up to €100m
or equivalent including the use of
leverage or €500m without using leverage
and having a minimum 5-year lock-up
period, the national legislation permits
the establishment of a more flexible
vehicle, known as the Alternative
Investment Fund for Limited Number of
Persons (AIFLNP), which does not have
any investment restrictions or borrowing
constraints and in certain cases permits
not having to appoint a Depositary. Lastly,
the latest amendment of the AIF law in
July 2018 introduced the Registered AIF
(RAIF) which enables a very quick setup
as it does not have to go through an
authorization process by the regulator
but does require the appointment of an
eligible authorized external manager.
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AIF

AIFLNP

RAIF

UCITS

Legal
forms

• Common fund
• Variable/Fixed capital
investment company
• Limited partnership

• Variable/Fixed capital
iInvestment company
• Limited partnership

• Common fund
• Variable/Fixed capital
investment company
• Limited partnership

• Common fund
• Variable capital
investment company

Investment
manager

• Self-managed (in case of
a VCIC or FCIC) or externally
managed

• Self-managed (in case of
a VCIC or FCIC) or externally
managed

• Must be externally
managed

• Self-managed (in case
of a VCIC) or externally
managed

Investment
assets and
investment
strategies

• No restriction in the type
of asset classes
• Subject to investment
restrictions depending on the
investment strategy and type
of investors the AIF is
addressed to

• No restriction in the type
of asset classes
• Not subject to investment
restrictions

• No restriction in the type
of asset classes
• Subject to investment
restrictions depending on
the investment strategy
and type of investors the
RAIF is addressed to

• Liquid, trasnferrable
securities
• Speciﬁc diversiﬁcation
requirements
• Strict borrowing
contraints

Eligible
investors

• Retail investors, professional
and/or well-informed

• Professional and/or wellinformed
• Up to 50 investors

• Professional and/or
well-informed

• Retail investors,
professional and/or
well-informed

Marketing

• EU AIFs may be marketed to EU retail investors and any third country jurisdictions by seeking
permission from each respective jurisdiction and comply with diﬀerent national laws–the
National Private Placement Regime.

Assets under
management

• No restrictions if AIFM
appointed
• Up to €100m including
leverage or €500m without
leverage and a lock-up period
of 5 years

• Up to €100m including
leverage or €500m without
leverage and a lock-up
period of 5 years

• No restrcitions in case the
RAIF (if managed by a CIF
or a UCITS ManCo)

• No restrictions

Minimum
capital
requirements

• Self-managed AIFs – €125,000

• Self-managed AIFLNPs –
€50,000

• No minimum
requirements

• €200,000 for externally
managed or €300,000
for self-managed UCITS

Sources: AIFM Law, AIF Law, UCITS Law
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• UCITS passport exists
on a pan-European basis
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The emphasis on strong corporate
governance, and the required
qualifications for the persons holding
key functions or performing certain
duties provides for the required level of
investor protection. It also ensures the
foundations for investor confidence in
subscribing to their desired investment
strategy and manager with more
contained operational risks. At the
same time, the ability to use the latest
technological advancements means
that one can optimize the operating
environment of investment management
firms through the use of Artificial
Intelligence (AI) and Cognitive methods,
Machine Learning and Robotic Process
Automation (RPA) to automate repetitive
processes, reduce costs and minimize
the risk of human error on those specific
tasks, while focusing on generating alpha
using a combination of experienced
managers and intelligent robo-advisors.

Over the last three years Cyprus has
managed to create an enviable fund
ecosystem that has enabled it to put
itself on the map of European and
global fund jurisdictions.

Over the last three years Cyprus has
managed to create an enviable fund
ecosystem that has enabled it to put itself
on the map of European and global fund
jurisdictions. What makes it an attractive
option to consider as a credible fund
domicile stems from a combination of
benefits and advantages that include a
fully harmonized EU legal framework, a
modernized tax framework with a low

by Panikos Teklos, Partner, Risk
Advisory & Wealth Advisory Services
Leader, Deloitte Cyprus

corporate income tax rate and more than
65 double tax treaties. In addition, there
are numerous existing fully authorized
fund hosting platforms, experienced
asset and other service providers with
a significant track record in serving
international clients, and an efficient
regulator. With its competitive pricing
relative to other prominent fund
jurisdictions, it is poised to become
a future hive for many funds.
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Foreign Direct
Investment in Cyprus
and the real economy
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It is encouraging to see
that the emphasis
is more on motivating
multinationals
to set up real operations,
headquarters, largescale warehouses and
regional centres as
opposed to just SPVs
(special purpose
vehicles) and holding
companies.

C

yprus ranked 8th out of the top
20 countries globally in Global
Finance magazine’s “FDI
Superstars 2018” for Foreign Direct
Investments (FDI) performance and
appeal. We have come a long way in the
last few years, surpassing all international
expectations since the banking crisis of
2013.

Cyprus is now attracting significant
inflows of foreign investments from the
United States, Russia, India, China and
other countries in the Middle and the Far
East. Cyprus’ improved credit ratings by
international agencies, the successful
recapitalization of its major banks and
recent government bond issues raising
over €5 billion in the international
markets, coupled with numerous largescale projects, have all contributed to
the resurgence of Cyprus as a top FDI
destination.
During the last six years, FDI in Cyprus
stood at over €10 billion. The most
important investments went to the
recapitalization of the banks, major
acquisitions in the pharmaceutical and
retail industries with major foreign
investors entering the market,
investments in hotel and leisure–the
most significant being the €500 million
investment in the integrated casino
resort–and new players entering the
health and education sectors by
acquiring major stakes in existing
operations.
These types of investments are indeed
encouraging, however, what makes a
country really successful in attracting
FDI is its ability to encourage foreign
investors to develop industries and
sectors within its economy. It is
encouraging to see that the emphasis

28

is more on motivating multinationals
to set up real operations, headquarters,
large-scale warehouses and regional
centres as opposed to just SPVs (special
purpose vehicles) and holding
companies. This will certainly have a
positive impact on the creation of jobs
and other opportunities, not only in the
respective industries, but also in all the
peripheral services offered to such
corporations.
It is inevitable that when such global
organizations set up presence in a
specific country, they look for support
from local sources in legal, accounting,
human capital and many more like
services. Their highly paid expatriates
use restaurants, education, retail shops,
transportation and many other products
and services in their country of
operations.
Within the tourist industry, efforts are
being made to encourage big
international hotel chains to enter the
market, thus enhancing tourism offerings
and products.
Two recent examples of companies
taking advantage of what Cyprus can
offer are Sykes Enterprises, a global
leader in business process outsourcing,
which picked Cyprus from 20 other
competing jurisdictions as its base,
citing the right work-life balance as a key
reason. High-tech and entertainment
start-up Whipper also established its
global headquarters in Limassol, adding
more weight to the growing start-up
culture in Cyprus.
Companies like Wargaming, who moved
their headquarters to Cyprus bringing
with them more than 200 top executives
with their families, are a prime example
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of the increased number of companies in
the intellectual property and technology
industry setting up real presence on the
island. These are encouraging and
welcome signs of what real FDI is all
about.
Brexit is also providing opportunities.
The major global shipping insurer,
London P&I Club, announced that it was
setting up a “post-Brexit subsidiary” in
Cyprus. And there should be many more
opportunities in other industries too.
The recent gas findings are promising
and some of the big names in the
industry have already set up operations
on the island. These include not only the
well-known operators but many of the
support companies that are looking to
set up regional headquarters for
servicing their clients in the wider region
of the eastern Mediterranean, Middle
East and Africa.
The rapid expansion of the tertiary
education sector in recent years has
also created opportunities for regional
educational centres attracting foreign
students from all parts of the world. We
have already seen cooperation between
local institutions and many international
universities bringing with it increased
foreign investment in the industry. The
global university rankings that recently
ranked the University of Cyprus at
number 700 out of more than 28000
universities globally is also very
encouraging.
There is a bright future for Cyprus in
attracting even more FDI, which can have
a real impact on the economy. For many
years, Cyprus has been identified as an
ideal location to establish business
presence, offering an enviable
combination of climate, business and

For many years, Cyprus has been
identified as an ideal location to
establish business presence, offering
an enviable combination of climate,
business and culture with many key
benefits to foreign investors and their
dependent family members who are
looking for a jurisdiction that offers
financial stability, a gateway to Europe
and a quality standard of living for
their families.
culture with many key benefits to foreign
investors and their dependent family
members who are looking for a
jurisdiction that offers financial stability,
a gateway to Europe and a quality
standard of living for their families.
Being the third largest Island in the
Mediterranean, Cyprus is one of the
most attractive tourist destinations in the
region. But don’t be misled, when you’re
next on the beach have a closer look at
those enjoying the sun. They are most
likely on their lunch break or maybe even
preparing for a conference call with HQ in
New York and a law firm in London. The
challenge is to keep them working and
enjoying the benefits of Cyprus and not
to just have them back as tourists!
by Pieris Markou, Partner, Tax & Legal
Services Leader, Deloitte Cyprus
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IFRS 9 for corporates:
Is the grass greener
on the other side?

IFRS 9, the new financial instruments reporting standard, is widely
recognized as having a profound impact on banks. But what
about corporates? There is a common misperception that IFRS 9
will have little or no impact. This is not the case.
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A

n entity may face significant
changes and challenges with its
financial reporting, IT systems,
processes and controls as a result of
applying the IFRS 9 standard. This is
certain to be the case for those intragroup loans, equity and debt securities,
or even financial guarantee contracts. It
might even be the case for those holding
short-term trade and intra-group
receivables. It all greatly depends.
Classification and measurement
IFRS 9 has a more simplified approach
for classifying and measuring financial
assets compared to IAS 39. However,
the fact that the approach is described
as simplified, does not necessarily mean
it is simple. Entities will now be required
to assess under which business models
they manage their financial assets and
understand the characteristics of the
contractual cash flows they collect from
those assets. Determining whether the
terms governing loans and receivables
are “in accordance with a basic lending
arrangement” in order to justify
measurement at either amortized cost
or fair value, can be a real challenge in
practice.
Although the new requirements can lead
to similar measurement categories as
per IAS 39, one cannot presume that this
will always be the case for every single
financial asset. The only time one can

safely assume that the classification and
measurement of a financial asset will
always be the same with IAS 39, is for
non-hedging derivatives, which are, and
forever will be, measured at FVTPL (Fair
Value Through the Profit or Loss).
Impairment
When it comes to impairment, IFRS 9
brings about wholesale changes, as it
moves from an “incurred loss” to an
“expected loss” impairment model. The
standard follows a forward-looking
approach, and companies will have to
immediately recognize a certain amount
of expected credit losses (ECL). This is
because every receivable, loan or other
financial asset, carries a certain risk of
default. Every such asset, inevitably, has
an ECL attached to it, from the very
moment of its origination until its final
maturity. Consequently, the impact of
IFRS 9 impairment requirements will vary
between companies, across portfolios as
well as be subject to more stringent data
and methodology requirements.
Under the general model of impairment,
entities must recognize ECL in two
stages. Credit exposures for which there
has not been a significant increase in
credit risk since initial recognition, entities
are required to provide for possible credit
losses resulting from default events up to
12 months after the reporting date, i.e.
12-month ECL or Stage 1. Credit

exposures for which there has been a
significant increase in credit risk since
initial recognition, a loss allowance is
required for credit losses that result from
all possible default events over the
expected life of the financial instrument,
irrespective of the timing of default i.e. a
lifetime ECL or Stage 2 or 3 (see Figure 1
below).
Apart from the general model of
impairment, there are simplification
options available that are applicable for
trade receivables, contract assets (see
IFRS 15) and lease receivables (see IFRS
16). The simplified approach does not
require tracking the changes in credit
risk, but instead requires the recognition
of lifetime ECLs at all times (see Figure 2).
For trade receivables or contract assets,
entities are required to apply the
simplified approach.
One may use a provision matrix as a
practical expedient to determine ECL for
trade receivables. The provision matrix
follows an approach based on the entity’s
historical default rates over the life of its
trade receivables and thereafter adjusted
with forward-looking information. The
use of such a tool provides some relief
from the need to track changes and,
most importantly, offers the ability for
entities to consistently apply their ECL
methodology.

Figure 1
Significant increase in credit risk but no
objective evidence of impairment

No significant increase
in credit risk

Stage 1

Significant increase
in credit risk?

Stage 2

Loss event?

Stage 3

12-month expected
credit losses

Lifetime expected
credit losses

Lifetime expected
credit losses

Interest calculated on
gross carrying amount

Interest calculated on
gross carrying amount

Interest calculated on
net carrying amount

Relative models: Compare the change in credit risk since initial recognition
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Objective evidence
of impairment
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Figure 2
Significant increase in credit risk but no
objective evidence of impairment

Stage 2

Objective evidence
of impairment

Loss event?

IFRS 9 eliminates the need for an
impairment assessment for equity
instruments and establishes a new
approach that is based on measuring
equity instruments purely at fair values.
An irrevocable election can be made at
initial recognition to measure equity
instruments that are not held for trading
at FVOCI (Fair Value through Other
Comprehensive Income). Therefore,
although the IFRS 9 model is simpler than
IAS 39, it comes at a price: the inherent
threat of volatility in profit or loss from
moving to a fair value approach.

Stage 3

financial instrument. Deloitte’s
publication, Impact of transition from
IAS 39 to IFRS 9 on the exchange of or
modification of financial liabilities, clarifies
that under IFRS 9, a gain or loss should
be recognized at the time of a nonsubstantial modification, and for this
reason, modifications of financial
instruments are particularly important
under IFRS 9.
Final thoughts
The impact of this standard goes well
beyond a simple technical change in
accounting policy. It requires coordinating
multi-disciplinary efforts from various
functions within an organization, from
risk and finance, to IT and business.

Modification of financial instruments
Contrary to widespread belief,
modifications of financial instruments is
an area that, if not carefully considered,
may cause unpleasant surprises to profit
and loss. When the terms of a financial
instrument are modified, entities need
to consider whether the modification is
substantial. If the modification is
considered substantial, the original
financial instrument is derecognized and
a new financial instrument recognized at
fair value. The process for assessing
whether a modification to the terms of
a financial instrument is substantial is
the same under both IAS 39 and IFRS 9.
However, the treatment of a nonsubstantial modification is different and
may result, more likely than not, in a
P&L impact.

IFRS 9 will eventually change the way
entities manage risk, as its impact could
be significant in terms of capital and
business model management. The
impairment model is likely to have a
negative impact on equity and bottom
line profit, but it is also likely to generate
more volatility when it comes to
impairment. These consequences may
persuade organizations to review and
rethink their current risk management
strategies, business models, the financial
instruments they use to manage financial
risks and restructure, divest and
reposition themselves in other market
segments.

Previously, there was some ambiguity
around the accounting treatment for
a non-substantial modification of a

Data availability is pivotal to successful
IFRS 9 application. Issues around data
quality, availability, and eventual

collection are likely to be at the forefront
of the implementation efforts for IFRS 9.
It is therefore essential to plan the
implementation ahead of new systems,
processes and modelling tools, in
order to prepare for the inevitable
organizational and governance changes
to come.
So, is the grass greener on the other
side?
IFRS 9 will affect almost all entities and
not just large financial institutions. Where
entities have material trade receivables,
contract asset and lease receivable
balances, special attention is required to
ensure that an appropriate process and
methodology is put in place to calculate
the expected credit losses.
Moving to IFRS 9 will likely have some
significant upsides as it creates significant
opportunities for corporates to get their
accounting more aligned with how they
manage risk. Risk is a key investor focus,
so “telling the risk management story”
better, will align any organization’s
communication strategy with investors’
expectations.
With careful planning, the changes
introduced by IFRS 9 might prove to be
a great opportunity for balance sheet
optimization. Left unattended for too
long, IFRS 9 may hide some nasty
surprises.
All in all, corporates can accept reality
for what it is, embrace this opportunity
to develop, to improve, and leverage on
the changes that IFRS 9 brings to their
business. So, is the grass greener on the
other side for corporates? Rather than
simply stating that the grass is always
greener on the other side, I would say
that the grass is greenest where it is
watered.
By Stavri Frangou, Senior Manager,
Financial Risk, Deloitte Cyprus
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How much I tax you,
let me count the ways
The Digital Service Tax proposal introduced by the
European Commission has far-reaching impact in
the Middle East.
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As the digital economy
grows, there is a
perception among global
consumers and tax
administrators that
digital companies pay
substantially less tax
than non-digital
businesses.

W

e live in a digitalized economy
and the Middle East is no
exception. Consumers in the
region apply their smartphones for online
research, GPS navigation, and make
purchases online; their lives are
inextricably connected to digitalization
and data. And digital transformation will
further impact our daily lives.

As the digital economy grows, there is a
perception among global consumers and
tax administrators that digital companies
pay substantially less tax than non-digital
businesses.
It is true that most international tax rules
were enacted at a time when the internet
did not yet exist. To mitigate this, the
Organization for Economic Cooperation
and Development (OECD) launched a
project in 2015 to address base erosion
and profit shifting (BEPS) by enacting 15
action plans. One of them is BEPS Action
1 that addresses the difficulties and tax
challenges arising out of the digital
economy and is looking to find a solution
to solve the international tax issues in the
digital world. In order to minimize double
taxation and the controversy posed by

the digital economy, the OECD’s view is to
first seek consensus-building among all
its member countries that have joined
the BEPS inclusive framework.
However, the European Union and many
other individual countries have been
taking matters into their own hands,
introducing legislation and proposals to
address the issue. France, for example,
has enacted a legislation to impose a 3
percent tax on revenue generated in
France by multinational companies such
as Google and Facebook. Similarly, the UK
proposed a legislation to introduce new
digital service tax on providers of social
media and search engine companies that
derive income from UK user
participation.
On a broader scale, the European
Commission (EC) expressed concern
that there is a mismatch between where
profits are currently taxed versus where
certain digital activities create value.
There is a review underway as to whether
taxing rights should flow from the
location of revenue and not profits
(see box below).

Overview of the new Digital Service Tax proposal by the European Commission
The European Commission
introduced two proposals/directives
on 21 March 2018 in this regard.
1) The first proposal is described as
an “interim” 3 percent digital
service tax (DST) on gross turnover
(revenue) derived from activities in
which users are deemed to play a
major role as regards value
creation. This applies to
companies with total worldwide
revenues of €750 million (note the
consistency here with the
threshold for country by country
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reporting under BEPS Action 13)
and that have an annual EU
taxable revenues of €50 million.
The activities would include
placing advertising on digital
platforms that would facilitate
users to shop online, transmission
of data collected about users, etc.
2) The second longer-term proposal
also known as “significant digital
presence” (SDP) would enable
European member states to tax
profits that are generated in their
territory, even if a company does

not have a physical presence
there. This will redefine the
concept of digital permanent
establishment, and will be
applicable if it meets certain
thresholds such as it exceeds a
threshold of €7 million in annual
revenues in any member state, or
it has more than 100,000 users in
a member state in a taxable year,
or over 3,000 business contracts
for digital services are created
between the company and
business users in a taxable year.
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The objectives of these directives are to
ensure that digital economies are fairly
taxed in Europe. If eventually approved
by the European Parliament, they will
probably come into effect from January 1,
2020. If that happens, it will
fundamentally change the landscape of
how companies incur taxation in EMEA.
What does this mean for the Middle
East?
The EC proposals could impact
multinationals operating in the
Middle East in the following ways:
• Encourage global groups (in particular
U.S. technology giants) to favor Middle
East consumer markets when
compared to mainland Europe
(assuming that the Middle East
territories do not introduce similar
regulations);
• The OECD consensus review could
result in Inclusive Framework territories
implementing a similar digital taxation
on sales;
• Locally headquartered groups will be
impacted by virtue of their operations
and digital sales in Europe.
Value creation
One of the fundamental questions at
the center of digital taxation is how (and
where) the value is created by the data.
The OECD’s interim report on the tax
challenges arising from digitalization
identifies three characteristics that are
frequently observed in certain highly
digitalized business models:
• Scale without mass,
• Heavy reliance on intangible assets, and
• The role of data and user participation.1
There are different views as to what
extent these features represent a
contribution to value creation by
enterprise. For example, U.S. companies
can argue that the majority of the
investments in research and

development (R&D) and capital
expenditure in intangible assets occur
in the United States. As such U.S.
companies can claim to have more
revenue allocated in the United States
rather than the resident country of the
user. It will certainly be helpful to see
how OECD/G20 nations plan to address
this issue as they seek to finalize their
Inclusive Framework report by 2020,
which will include consensus among all
129 member states.2

One of the fundamental
questions at the center
of digital taxation is how
(and where) the value is
created by the data.

Key takeaways for Middle East based
multinationals
As there has been an appetite for growth
of technology-based companies in the
Middle East, following in the footsteps
of U.S. and European technology giant
companies, multinationals based in the
Middle East are encouraged to keep a
close watch on the developments in the
digital service tax proposals including
BEPS Action 1 in the international tax
community.
To the extent that the new rules are
applicable, digital-based multinationals
need to consider their existing corporate
structure and evaluate it both, from a
commercial as well as a tax optimization
viewpoint.
by Shiv Mahalingham, Partner, Middle
East Transfer Pricing Leader and Abi
Man Joshi, Principal, Tax, Deloitte
Middle East

Endnotes
1. OECD website www.oecd.org/tax/beps/taxchallenges-arising-from-digitalisation-more-than110-countries-agree-to-work-towards-a-consens
us-basedsolution.htm
2. OECD website oecd.org
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Realizing the Vision:
Research, development
and innovation
mandates in the GCC
Today, every country in the Gulf Cooperation Council
(GCC) has developed a national vision or strategy that
looks into a post-oil future and imagines a thriving
knowledge-based economy with globally competitive
skills and capabilities in a few priority sectors. A recurring
theme across all these national vision documents is a
focus on improving the research, development and
innovation (RDI) ecosystem. To appropriately support
the development of their RDI ecosystems, GCC countries
must create a national agenda around which these
activities can flourish. This must involve first identifying
and focusing on priority sectors with high value-added
growth potential. Once these sectors have been
identified, policy-makers, academia and the private
sector must answer the question: how can RDI most
effectively be exploited to generate optimal benefits
for society and the economy?
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RDI mandates
strengthen innovation
ecosystems and make
them more competitive.
While the mandate
depends on national
priorities, its goal is
simple: enable rapid
advances across science
and technology and
make the nation a global
leader in a specific area.

M

oving towards a knowledgebased economy and creating a
culture of innovation requires
an effective RDI ecosystem with
prominent roles for universities, industry,
government, and civil society. It requires
an appreciation of the role that RDI plays
in national growth. It requires a rich vein
of basic research that transforms into
applied research, and that in turn leads
to the development and
commercialization of new technologies
and business advancements.
This research, and its commercialization,
enables countries to both develop a
knowledge-based economy and create
competitive advantages within particular
economic sectors. One effective way of
doing this is creating a national reserach
and development (R&D) mandate.
National RDI Mandate
A national RDI mandate defines an
ambitious, tangible, long-term target for
the country and steers public policy and
institutions to work towards and deliver
the target. The most famous example of
a national R&D mandate is President
John F. Kennedy’s Apollo program, which
aimed to put a man on the moon. The
mandate focused the energies of the
state, academia, and the private sector
towards delivering a visible, tangible, and
ambitious national goal and generated
excitement and advances across
disciplines and industries.
RDI mandates strengthen innovation
ecosystems and make them more
competitive. While the mandate depends
on national priorities, its goal is simple:
enable rapid advances across science
and technology and make the nation a
global leader in a specific area. Mandates
create a specific national objective,
establish coordination among
government entities, increase
collaboration with industry and define
relevant budgetary and financial
allocations.
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Nations have also enacted RDI mandates
to establish themselves as leaders in new
science and technology sectors of global
interest and within the past few years
have begun to compete for leadership
in artificial intelligence (AI) R&D. An
executive order was signed in the United
States mandating federal agencies to
increase their research and development
focus on relevant use cases for artificial
intelligence and promoting sustained
investment in AI RDI with industry,
academic and international partners.1

What makes a strong
national RDI mandate?
What makes a strong national
RDI mandate?
• A specific, tangible and
ambitious goal
• Coordination and
collaboration across academic
disciplines and industries
• Embedding the mandate
across applicable government
departments
• National publicity
• Widespread coordination
among public and private
sector stakeholders
• Call to action for participation

Opportunities for an RDI mandate
in the GCC
In many GCC countries, a range of
challenges inhibits the strength and
growth of the RDI ecosystem. These
challenges revolve around three main
themes: funding, collaboration, and
culture and support systems. By enacting
an RDI mandate, GCC countries have the
opportunity to tackle these challenges
while simultaneously supporting
economic output.

Deloitte | A Middle East Point of View - Fall 2019 | RDI mandate

Nations have also enacted RDI mandates
to establish themselves as leaders in new
science and technology sectors of global
interest and within the past few years
have begun to compete for leadership
in artificial intelligence R&D.

Funding
The availability and reliability of funding
is a primary challenge. A major reason
why researchers struggle to secure
funding is that both public and private
sector entities within the GCC fail to
provide the appropriate financial
commitments. Between 2007 and 2016,
GCC countries spent less than 1 percent
of their GDP on R&D expenditure, which
pales in comparison to leading global
nations (see Chart 1 below).

Chart 1: Research and development expenditure (% of GDP) - Country ranking
Rank 2016

Gross expenditure on R&D, % GDP

Finland

9

2.7

United States

10

2.7

Singapore*

13

United Kingdom

20

United Arab Emirates

36

Saudi Arabia*

41

Qatar*

58

Kuwait*

78

Oman*

84

Bahrain*

104

2.2
1.7
1.0
0.8
0.5
0.3
0.2
0.1

*Note: The country’s data are older than the base year

While the RDI mandate will initially focus
on increasing government expenditure
in R&D, structures and mechanisms will
need to be set up to incentivize and
attract spending through other sources
such as the private sector. A coordinated
effort by the government will help
galvanize investment in an identified
priority sector. This increased funding will
help create the foundations (equipment,
training, facilities) that allow researchers
to make breakthroughs and enable the
creation of better products and services
to drive growth in the economy. As the
sector becomes more innovative, it is also
likely to generate increasing returns as
improved economies of scale will enable
greater utilization of resources and
specialization of skills.

Collaboration
In addition to funding, insufficient
collaboration across national RDI
systems, particularly between university
researchers and private sector entities,
is a significant challenge within GCC
countries. Many researchers are unable
to align their projects with market needs
due to minimal interaction with the
private sector.
As evidence of this, a survey conducted
by the World Economic Forum shows that
businesses in the GCC felt there was far
less collaboration between universities
and businesses in R&D than is typically
seen in more mature R&D ecosystems.
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Chart 2: University/Industry research collaboration
Rank 2018

University-industry research collaboration score

United States

2

5.7

1.3

7.0

Finland

4

5.6

1.4

7.0

United Kingdom

6

5.4

Singapore

8

5.3

1.7

7.0

Qatar

12

5.1

1.9

7.0

United Arab Emirates

24

4.5

Bahrain

44

3.7

3.3

7.0

Saudi Arabia

45

3.7

3.3

7.0

Oman

49

3.6

3.4

7.0

Kuwait

99

2.9

1.6

2.5

4.1

Source: World Economic Forum, Executive Opinion Survey 2017–2018.

RDI in GCC country strategies
United Arab Emirates: “Scientists of
today are the makers of tomorrow
and the essence of this nation;
fostering them is a key tool to
turn creativity and innovation into
reality and the best investment
towards creating a brighter future
for us and the world around us,”
said His Highness Shaikh
Mohammed bin Rashid Al
Maktoum, Vice President and
Prime Minister of UAE and Ruler
of Dubai.
Saudi Arabia: The KSA government
has committed to invest six billion
Riyals by 2020 to enhance the
capacity and capability of Saudi
publicly-funded universities to
conduct high quality and high
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impact R&D. “We believe in human
capital and human resource
investment as essential whether at
a Master’s degree or a PhD level,
and we aim to improve and
develop university infrastructure,”
said Dr. Hisham Alhadlaq, the
director general of the Ministry of
Education’s Research and
Development Office.
Qatar National Vision: “Our goal is
to be a regional driving force for
innovation—an innovation
destination,” said Hayfa Al-Abdulla,
Innovation Director at Qatar
Science & Technology Park.
Oman: “In order to harmonize the
sultanate’s efforts across all sectors
and achieve integration, innovation

7.0

7.0

7.0

Enacting a clear RDI
mandate with a focus on
a specific economic
priority sector will enable
this type of collaboration
in multiple ways. Actors
within RDI working in
parallel will better
recognize the importance
and necessity of
collaborating to generate
innovative ideas and solve
challenging problems.

has become an essential pillar for
Oman Vision 2040,” said Dr. Hilal al
Hinai, secretary general of The
Research Council (TRC).
New Kuwait: “Driven by New Kuwait
2035, the next-generation value
economy is about being inspired
to innovate using intelligent
technologies,” said Ahmed Al-Faifi,
Senior Vice President and
Managing Director of SAP Middle
East North.
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Enacting a clear RDI mandate with a
focus on a specific economic priority
sector will enable this type of
collaboration in multiple ways. Actors
within RDI working in parallel will better
recognize the importance and necessity
of collaborating to generate innovative
ideas and solve challenging problems.
As RDI improves and matures within the
sector, companies will increasingly
recognize the strength of R&D in the
sector and become more interested in
partnering with university researchers for
their own R&D activities. As the private
sector becomes more involved in RDI
and recognizes the value of utilizing GCC
resources, research in GCC countries is
likely to become increasingly demand-led
and financed by industry.
An RDI mandate will also enable greater
cross-governmental collaboration, as
government entities must align their
goals and priorities in order to work
towards achieving a shared, tangible
target. Government entities may also
recognize the benefits of reviewing
current incentives and protection
measures to encourage the private
sector to become more responsive to
market needs and more efficient through
innovative propositions and business
models.
Culture and support systems
Finally, a major challenge in the RDI
ecosystem is the lack of an innovation
culture within GCC countries. Hofstede’s
Values, a framework that describes
elements of a given society’s culture,
shows that GCC countries have low
individualism, high uncertainty avoidance,
and high power distance (i.e. hierarchical
structure) scores, which are three key
elements of innovation.

RDI around the world
In 2009, Singapore set a national
ambition to improve energy
intensity by 35 percent by 2030 as
part of its Sustainable Singapore
Blueprint. In 2011, the Chairman
of the Singapore Economic
Development Board announced
that the National Research
Foundation would allocate S$195
million (US$142.7 million) for five
years for the clear-energy sector.2
This fund helped:
• Foster research and manpower
competencies within the cleanenergy industry.
• Strengthen and diversify the
solar energy sector by focusing
on new growth areas such as
smart grids, green buildings, and
carbon capture and utilization.
• Provide competitive grants to
solicit bottom-up innovations,
commercialize R&D results and
develop postgraduate talent.3

China has used, and is using,
RDI mandates to transform and
establish itself as a globally
leading innovation-based
economy. China initiated the 863
Program in March 1986 with the
goal of narrowing the country’s
technology gap through the
development and adoption of
advanced technologies in a variety
of sectors in order to reduce
foreign dependence.4 By 2000
many new technologies had
directly or indirectly assisted in
China’s development, with over
200 billion Yuan of economic
return (US$28.9 billion) gained
from program investments.5 In
2015, the country announced
the Made in China 2025 initiative,
aiming to position China as the
global leader in high-technology
industries.6

As the private sector becomes more
involved in RDI and recognizes the
value of utilizing GCC resources,
research in GCC countries is likely to
become increasingly demand-led and
financed by industry.
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Chart 3: Comparison of Hofstede’s values for GCC countries and benchmarked countries
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Imagine what could
be achieved if the
intellectual, political,
social, and economic
capital available in
a country could be
targeted towards
one goal.

These cultural expectations within GCC
countries significantly affect the quality
of RDI support systems. At many GCC
universities, performance measures for
researchers focus primarily on the
quantity of publications and citations
created, while largely disregarding and
de-emphasizing the development of
research through licensing,
commercialization, or spin-offs.
Additionally, trainings for the
development of innovative ideas and
programs for supporting new businesses
are limited. As a result, there are far
fewer start-ups within GCC populations
compared to leading nations.

An RDI mandate could leverage the
country’s national strategy to drive
innovation and start-up creation in key
industries. GCC nationals, particularly the
younger generation, are highly motivated
to contribute to the economic and social
progress of their respective countries. An
RDI mandate could help stimulate these
individuals and focus their skill sets in
more productive, innovative ways. While
GCC universities could play a significant
role in these efforts, it would require a
shift in focus from publications to
commercialization and a greater focus
on building entrepreneurial skills within
those universities in close collaboration
with the private sector.

Chart 4: Number of start-ups per 100,000 inhabitants (2017)
15
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Conclusion
As GCC countries look toward the future,
the need for economic diversification is
clear. Adopting an RDI mandate is one
approach to help grow priority sectors
and create a knowledge-based economy.
Not only will an RDI mandate tackle
critical challenges regarding funding,
collaboration and support systems, it will
also energize the nation to work together
towards a common vision of growth and
global competitiveness.
GCC countries have the resources to
invest in such a mandate: universities
are equipped with high-quality faculty
and infrastructure, the political and
institutional structures of the country
enable long-term planning and stability,
and the region has the wealth to invest
in such an endeavor. Imagine what could
be achieved if the intellectual, political,
social, and economic capital available in
a country could be targeted towards
one goal.

by Aydin Akca, Partner, Consulting, Bilal
Mansour, Senior Manager, Consulting,
and Laura Jepson, Manager, Consulting,
Deloitte Middle East

Endnotes
1. thehill.com/policy/technology/429465-trumpsigns-executive-order-boosting-artificialintelligence, dx.doi.org/10.2139/ssrn.2961060
2. www.adb.org/sites/default/files/
publication/156279/adbi-wp424.pdf
3. www.gaiadiscovery.com/technologyinnovation/singapores-cleantech-rd-in-energywater-gets-more-funding.html
4. www.most.gov.cn/eng/programmes1/
5. www.china.org.cn/english/8389.htm
6. isdp.eu/content/uploads/2018/06/Made-inChina-Backgrounder.pdf
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