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Executive Summary
Purpose of this Paper
The purpose of this paper is to contribute to the body of
knowledge on Dubai as an International Finance Centre
(IFC). Specifically, this paper answers the question: “What
steps need to be taken in order for Dubai to continue
developing as an IFC?”
In order to achieve this, we critically analysed the IFC
across a number of factors and compared its level of
sophistication with other IFCs of interest. With an
evaluation complete, a set of recommendations that focus
on Dubai’s continuing development as an IFC is presented.

Paper’s Outline
In order to answer the paper’s main question, we first
explain what an IFC is, followed by an overview of the
main IFCs and their relative rankings. With this knowledge
in place, we next discuss the benefits of IFCs to economies.
As this paper focuses on Dubai as an IFC, the second
chapter provides an overview of Dubai and its place in the
United Arab Emirates (UAE), along with its relationship
with other emirates.
The third chapter provides a review of the existing
assessments of Dubai as an IFC including studies carried
out by the World Economic Forum, Economist, MSCI, and
Z/Yen.
The methodologies that we used to assess Dubai as an IFC
included ensuring that it met the basic prerequisites of
being classified an IFC, an internal-external analysis, a
five forces industry analysis, and a strategy canvas
analysis.
With an analysis of Dubai as an IFC complete, the paper
concludes by presenting our recommendations and our
vision for the emirate. In order to arrive at our
recommendations we critically analysed primary and
secondary interviews and surveys, macroeconomic
statistics and forecasts, market and proprietary data, and
industry wide publications and public opinion.
SWIFT provided some bespoke data sets for this report.
SWIFT produced the graphs, but CASS did not have access
to the underlying data.

is the first step to ensure that its infrastructure adheres to
industry standard best practices1. Furthermore, the legal
environment outside of the immediacy of Dubai’s
International Financial Centre (DIFC) needs considerable
development in order for the UAE to compete globally.

Key Recommendation
Our strategic vision for Dubai is for it to become the
financial hub for the Middle East and the Whole of Africa
(MEWA), providing sophisticated financial services to
drive the development of the region.
Our recommendation is underpinned by the fact that:
1. Dubai’s strategic geographic location acts as an ideal
hub to benefit from future economic growth in MEWA
2. The increasing demand for financial services in MEWA
indicates significant demand for a sophisticated
regional IFC
3. The sophistication of Dubai’s IFC relative to financial
centres in MEWA provides it a competitive advantage

About Cass Consulting
Cass Consulting is a research-led consultancy service
provided by Cass Business School in the fields of finance,
insurance, actuarial science and business.

Cass Consultant
Stephen Thomas
Professor of Finance, Cass Business School
He is a member of the editorial board of the Journal of
Business Finance and Accounting and a few years ago was
ranked 11th in Europe for finance research. He was a
Director of Bear Stearns’ Global Alpha (hedge) fund, and
along with Professor Andrew Clare, is currently an advisor
to Way Fund Managers’ Global Momentum Fund, a trendfollowing global equity fund, the Way Diversified Income
Fund and the Way Multi Asset Fund. With Roderick
Collins, David Stuff and James Seaton, they founded
Solent Systematic Investment Strategies in 2011 to develop
systematic investment strategies suitable for use in
investable indices. He is on the education committee for
CFA UK and an examiner for their Investment
Management Certificate.

Key Conclusion
We found that while Dubai has developed the world-class
infrastructure required to attract a diverse set of financial
services companies, further work is needed to improve the
maturity of its equity and debt markets and its financial
infrastructure. Conducting a self-assessment based on the
CPSS-IOSCO Principles for Financial Market Infrastructure

1 CPSS-IOSCO’s Principles for Financial Market Infrastructures:
http://www.bis.org/publ/cpss101a.pdf
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Introduction
The purpose of this paper is to answer the question:
“What steps need to be taken in order for
Dubai to continue developing as an
International Financial Centre (IFC)?”
In order to arrive at our recommendations we critically
analysed primary and secondary interviews and surveys,
macroeconomic statistics and forecasts, market and
proprietary data, and industry wide publications and
public opinion to assess Dubai’s role as an IFC.
A review of the evolution of Dubai and its development as
an IFC is provided for context. This facilitates an
assessment of Dubai’s ability to serve both its domestic
needs and the international market.
Finally, the steps the emirate should take in order to
evolve as a truly world-class IFC are outlined.

IFC Overview
What is an IFC?
Though there is no official definition of an IFC, Ahmed
Zoromé, IMF economist, provides us with a practical
observation (Figure 1):

Figure 1: What is an IFC?
An IFC is “a country or jurisdiction that provides
financial services to non-residents on a scale that is
incommensurate with the size and the financing of its
domestic economy”.
Source: Zoromé 20072

Examining the circumstances under which IFCs develop
helps us to understand how today’s fledgling IFCs may
evolve to become tomorrow’s powerhouses. IFCs have
three broad evolutionary paths: trade/commerce, capital
mobilisation, and asset protection.
London, Hong Kong, and Amsterdam all emerged from
trading centres, with finance developing from booming
international commercial business as merchants moved
from commerce to property and finance3.
In contrast, New York, Berlin, Frankfurt, Tokyo, and
Shanghai were developed by design or need in order to
compete with the aforementioned trading-centre-based
economies or to service their own finance requirements.
Ahmed Zoromé, Concept of Offshore Financial Centres: In Search of an
Operational Definition, 2007 IMF Working Paper WP/07/87
3 Charles Kindleberger, A Financial History of Western Europe (Oxford
University Press, 1993)

The third set of IFCs surfaced as centres of stability in
volatile regions, serving as safe havens from which to
conduct business. The recommendation for Dubai to
provide a hub to the Middle East and the whole of Africa is
based on this and will be developed throughout this paper.
Unlike the construction of a port or a highway, the
development of a financial centre is an evolutionary
process of strategically building sophisticated human and
institutional infrastructure to foster the growth of an
ecosystem that can efficiently allocate capital to drive
economic growth. Developing an IFC requires the careful
management of both the demand for, and the supply of,
financial services. Participation of domestic and
international entities must be encouraged while
aggressively improving the financial ecosystem in parallel
to carefully monitoring and controlling systemic risk. This
is indeed a major challenge for the Dubai IFC, which was
only established in 2004.
Fully developed IFCs support banks, securities firms,
financial intermediaries, clearing houses, brokers,
institutional investors, insurance companies, pension
funds, and mutual funds. One step further developed are
sophisticated IFCs that provide the full range of financial
services which evolve to meet, anticipate, and create
demand through their financial innovation. Currently,
only London, New York, and Hong Kong can be classified
as sophisticated IFCs.

What are the main IFCs and how do they
compare?
The Global Financial Centres Index (GFCI) ranks London,
New York, Hong Kong, and Singapore as the top
global IFCs4.
Z/Yen list five distinct types of financial sector: global,
international, niche, national, and regional5.
London and New York are the only two global centres,
with New York also serving as a national centre to the US
and London also serving Europe.
Hong Kong can be classified as an international centre but
its overdependence on China and stiff competition from
London and New York prevent it from being a truly global
player.
Singapore, serving the ASEAN countries, can be
considered a regional centre.
Chicago, Bermuda, and Zurich are niche centres
specialising in commodities, insurance, and asset
management, respectively.

2

4

The Global Financial Centres Index 13, March 13
Z/Yen, The Global Financial Centres Index (City of London, Mar 2007),
p14
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Domestic centres include Shanghai and Paris, with
Mumbai and Delhi competing to be the domestic centre for
India.
Dubai acts both as a niche centre, building its reputation
for Islamic Finance, and as an emerging regional centre,
serving the MENA region, but under staunch competition
from Qatar, Bahrain, and Saudi Arabia.
Figure 2 lists the top ten IFCs, as ranked by The Global
Financial Centres Index, and a selection of other IFCs of
interest. The rankings of the top five IFCs remain
unchanged from 2012, while Athens fell two rankings,
placing it last amongst IFCs under consideration. Dubai
ranked twenty-third, seven places above regional
competitor Qatar and sixteen places above fellow emirate
Abu Dhabi.

Figure 2: GFCI IFC Rankings, 2013
Centre

GFCI Rank

Centre

GFCI Rank

London
New York
Hong Kong
Singapore
Zurich
Tokyo
Geneva
Boston
Seoul
Frankfurt

1
2
3
4
5
6
7
8
9
10

Chicago

11

Dubai

23

Paris
Qatar
Riyadh
Abu Dhabi
Bahrain
Moscow
Mumbai
Athens

26
30
33
39
64
65
66
79

Source: GFCI 20136

The size of a county’s financial sector is largely unrelated
to the size of its population and even its GDP. This is
illustrated in Figure 3, where country sizes have been
adjusted to reflect the volume of financial sector assets in
the jurisdiction, measured in US dollars at the end of 2010.
Given this disconnect, the factors that make an IFC
successful are a focus for much of this paper.

Figure 3: The Uneven Sizes of Financial
Systems

What are the benefits of IFCs?
Whether or not an IFC definition is agreed upon is largely
a secondary concern. What is more important is the
significance of IFCs to investors, organizations,
governments, and economies (Figure 4).

Figure 4
Financial services is an attractive business sector for
cities seeking to develop because it has been a
successful, high growth, sector for the past quarter
century, and because it is a highly mobile sector,
which can be directly influenced by policy and
planning.
Source: GFCI 20078

There is much evidence supporting the hypothesis that
developed financial institutions and financial markets
drive economic development, poverty alleviation,
improvements in standards of living, and economic
stability9. Banks harnessing household savings to invest in
promising projects fosters economic development.
Utilization of equity, bond, and derivative markets to
diversify risk encourages investment in more lucrative
projects that may otherwise be dismissed. As developed
financial ecosystems lower transaction costs, trade and
specialization flourish fostering technological innovation.
To summarise, IFCs contribute to economic
development by:
•

•
•
•

Producing and processing information about potential
investments and allocating capital based on these
assessments
Monitoring individuals and firms and exerting
corporate governance
Mobilizing and pooling savings
Facilitating the exchange of goods, services, and
financial instruments10

Given the above, it is apparent that Dubai’s leadership
should be highly incentivised to develop its IFC.

Benchmarking Financial Systems around the World, Martin Čihák, Aslı
Demirgüç-Kunt, Erik Feyen, Ross Levine, August 2012
8 Z/Yen, The Global Financial Centres Index (City of London, Mar 2007),
p10
9 Levine, Ross. 2005. "Finance and Growth: Theory and Evidence"
10 Benchmarking Financial Systems around the World, Martin Čihák, Aslı
Demirgüç-Kunt, Erik Feyen, Ross Levine, August 2012
7

Source: Benchmarking Financial Systems around the World7
The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
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Contextual Overview
Dubai, the second largest emirate in the United Arab
Emirates (UAE) with a population of more than two
million, is strategically located at the crossroads of trade
and commerce between Europe, the US, Africa, and Asia.
Dubai’s economic transformation from a goods-trading
centre to a tourist destination and an IFC was accelerated
by the unification of the UAE. As many publications report
and provide data at the UAE (country) level, as opposed to
the emirate level, an overview of the UAE helps to put our
findings in context. Furthermore, due to the aligned
interests of the ruling families of each emirate, the implicit
and explicit support structures that exist, and the liquidity
of capital and labour flows between the emirates, an
analysis of Dubai cannot occur in isolation. Thus, many of
the assessments in this paper will consider the UAE as a
whole, with particular focus on Dubai and its role in
the country.

UAE Overview
Established in 1971 and with a current population of 8.72
million and GDP of US$361 billion11, the UAE comprises of
seven Emirates: Abu Dhabi (the capital), Dubai, Sharjah,
Ras Al Khaimah, Umm Quwain, Ajman, and Fujairah
(Figure 5).

Figure 5: Map of the UAE

Source: Google Maps12

Between 2007 and 2011, the UAE’s annual real GDP
growth averaged 1.4%, which increased to 3.1% in 2012,
and is forecast to accelerate to 5.5% between 2013 and
201713. Together, Abu Dhabi and Dubai account for almost
90% of the UAE’s GDP (Figure 6).
The top five export markets for the UAE are Japan (16.1%),
India, (14%), Iran (10.9%), South Korea (5.5%), and
Thailand (5.4%). With domestic inflation pressure hurting
demand from India and political issues and trade
sanctions hampering the Iranian economy, two of the
UAE’s three largest export partners are at risk of
reducing trade.

The SWF Institute estimates that the UAE has the world’s
largest sovereign wealth fund with assets of US$627 billion
as of May 201214. Boosting their domestic financial sectors,
GCC countries have been channelling government
surpluses through their sovereign wealth funds into a
multitude of marketable securities and direct investments.
Thus, a government’s impact on financial markets should
not be ignored.

Figure 6: UAE GDP Breakdown By Emirate

Source: QNB 201215

The UAE’s total gross public debt amounts to US$253
billion, 70% of GDP, with nearly three-quarters held by
businesses owned by members of the Dubai and Abu
Dhabi royal families.
In the most recent Arab World Competitiveness Report, the
UAE ranked 27th out of 142 countries globally16. The UAE’s
comparative strengths highlighted in this report included
its infrastructure ranked 8th, goods markets 10th,
macroeconomic stability 11th, public trust in politicians 8th,
and government efficiency 5th. The latest Financial
Development Index17 ranks the UAE slightly higher on
finance with a place of 25th. The UAE’s legal and
regulatory issues rank 22nd, tax systems 3rd, and bank
stability also places 3rd. The notable area for development
is the 49th place ranking for M&A activity.
Whilst these two World Economic Forum reports do not
detail the UAE’s attributes at the emirate level, its
commonly agreed that Dubai significantly contributes
to the UAE’s overall success, especially in the
financial sector.
In 1981, the UAE joined the Gulf Cooperation Council
(GCC). The GCC was established to harmonise legislation,
economy, finance, trade, and customs between member
states (UAE, Bahrain, Kuwait, Oman, Qatar, and Saudi
Arabia). The GCC’s plan to introduce a single currency
across member states stalled when the UAE and Oman
withdrew their support for the initiative. The GCC recently
UAE Economic Insight 2012, QNB
UAE Economic Insight 2012, QNB
16 Arab World Competitiveness Report 2011-2012, World Economic Forum
& OECD
17 The Financial Development Index 2011, World Economic Forum
14
15

UAE Economic Insight 2012, QNB
Google maps: http://goo.gl/maps/JMHsz
13 United Arab Emirates Country Report, July 2012, The PRS Group
11

12
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appointed Riyadh, in Saudi Arabia, as the capital city to
host the new GCC central bank. The selection of Riyadh
over Dubai publically highlighted Saudi Arabia’s strength
in financial services and its influence in the Middle East.
While a central bank without a monetary union reduces its
impact and authority, Dubai should not underestimate the
competition from other IFCs in the wider Middle East
region. While throughout this paper Dubai is compared to
regional IFCs, in the “Regional Competitors” section of the
“Five Forces Industry Analysis” chapter and the “Regional
IFCs” section of the “Strategy Canvas Analysis” chapter we
pay particular attention to MENA competitors.

Dubai Overview
The late Sheikh Zayed’s vision to unite the emirates and to
diversify the region’s sources of revenue away from oil and
towards tertiary sectors transformed the economies of the
region. Dubai, an emirate with amongst the lowest levels
of oil reserves in the UAE, aggressively pursued Sheikh
Zayed’s vision allowing it to proudly claim that less than
6% of its GDP derives from petroleum and natural gas.
Dubai’s oil-related economy has fallen from 50% of GDP at
the establishment of the UAE, to less than 2% today.
Figure 7 details the level of Dubai’s diversification, with
Wholesale, Retail Trade, and Repairing Services
composing the bulk of GDP at 30% and Financial Services
comprising the fourth largest sector at 11% of GDP (Figure
7). In 2012, Dubai’s GDP was US$140 billion.

Figure 7: Dubai GDP by Sector, 2012
Contribution
To GDP,
Restaurants
and Hotels,
5%
Contribution
To GDP,
Construction,
8%

Contribution
To GDP,
Others, 4%

Contribution
To GDP,
Wholesale,
Retail Trade
& Repairing
Services, 30%

Contribution
To GDP,
Financial
Services, 11%
Contribution
To GDP, Real
Estate &
Business
Services, 13%

Contribution
To GDP,
Transport,
Storage &
Communicati
on, 14%

Contribution
To GDP,
Manufacturin
g, 15%

Source: Dubai Statistics Centre 201218

Supported by tourism and international commerce, the
Restaurants and Hotels sector expanded the most from
2011 to 2012 with 17% growth. Unsurprising, the impact of
Dubai Statistics Centre: GDP at Constant Prices – Emirate of Dubai 2012:
http://www.dsc.gov.ae/Reports/Constant%20Prices%202012.pdf

18

the implosion of the property bubble is still being felt,
resulting in a contraction of the Construction sector by 4%.
Still under pressure from the global financial crisis, the
Financial Services sector grew by a modest 2% (Figure 8)

Figure 8: Dubai GDP Growth By Sector, 2012
Economic Activity
Wholesale, Retail Trade &
Repairing Services
Manufacturing
Transport, Storage &
Communication
Real Estate & Business
Services
Financial Services

GDP
Contribution
30%

Growth
Rate
2%

15%

13%

14%

7%

13%

2%

11%

2%

Construction

8%

-4%

Restaurants and Hotels

5%

17%

Others

4%

N/A

Source: Dubai Statistics Centre 201219

The catalyst for Dubai’s growth and diversification of
revenue streams has been the development of economic
free zones. These provide world-class infrastructure and
business-friendly environments that attract significant
amounts of foreign direct investment.
The pace of development has been rapid since the opening
of the British Bank of the Middle East in 1946 in Dubai (the
first commercial banking activity in the UAE). National
Bank of Dubai was established in 1963 and was the
emirate’s first national commercial bank. According to the
2015 Dubai Strategic Plan, Financial Services is one of the
sectors that qualified to be part of the future growth plan
of the emirate. Though the sector was identified as one of
the world’s fastest growing, Dubai’s strength in this sector
was ranked “average by international standards” in the
Dubai Strategic Plan20.
In 2011, the financial corporations sector accounted for 7%
of the total economic output of Dubai at 46.9 billion AED
(USD$12.8 billion) and it employed 37,783 people21. The
fact that less than 6% of these employees are citizens
highlights Dubai’s dependence on expatriate expertise to
drive the growth of emerging sectors22. Somewhat

Dubai Statistics Centre: GDP at Constant Prices – Emirate of Dubai 2012:
http://www.dsc.gov.ae/Reports/Constant%20Prices%202012.pdf
20 Dubai Strategic Plan 2015:
http://www.deg.gov.ae/SiteCollectionImages/Content/pubdocs/Dubai_S
trategic_Plan_2015.pdf
21 Dubai Statistics Centre: Output by Economic Sector and Activity Emirate of Dubai (2006 - 2011):
http://dsc.gov.ae/Reports/جاتنالا%20بسح%20تاعاطقلا%20ةطشنالاو%20ا
ةيداصتقال%20-%20ةرامإل%20يبد-2011.pdf
22 Distributions of Employees in financial services
19
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surprisingly, of the 6,564 financial sector employees who
are citizens, two-thirds of them are female. This starkly
contrasts the fact that only 27% of non-citizen financial
sector employees are female. Also, given that 11.5% of
the UAE’s population comprises of nationals, the
effectsof Emiratisation have yet to be felt in the
financial services sector.
Though Dubai has bounced back from the global financial
crisis, it is currently undergoing a period of consolidation.
According to the IMF, Dubai government spending fell
from 7.2% of GDP in 2009 to 5.4% in 2012. Furthermore,
the Dubai government plans to cut its spending in nominal
terms by 20-25% during 2012-201323. The government must
be careful not to pull the reigns too tightly and too quickly
for risk of disturbing investor confidence and stalling the
economy during this fragile growth stage.
Dubai’s total government debt is US$129 billion, which is
92% of GDP. During 2013-15, an average of US$9 billion of
Dubai government and government related entity (GRE)
debt will mature each year, with US$22 billion maturing in
2014. The pressure to restructure such a significant volume
threatens to raise the yield curve as investor appetite gives
way to caution over the emirate’s level of indebtedness.
Throughout our interviews, concern relating to Dubai’s
debt level was a reoccurring theme. Those interviewed
forecast that it would take around ten years for Dubai to
reduce its debt to a manageable level.

Review of Existing
Assessments of Dubai
as an IFC
Though occasionally politically motivated and less
independent than the authors would have us believe, a
review of the external rankings of Dubai still provides a
useful frame of reference. Not only does an overview
provide us with a view of how Dubai is currently perceived
by the financial community, but also it provides a point of
comparison with our own independent evaluation.

Global Financial Centres Index
The March 2013 Global Financial Centres Index ranked
Dubai twenty-third, one place above Shanghai but
dropping one ranking from 2012. Dubai was not voted “one
of the top ten financial centres likely to become more
significant”. On a positive note, Dubai ranked sixteen
places above Abu Dhabi, its closest geographic competitor.
Also, Dubai was profiled as

an emerging global contender, along with Beijing
and Moscow. This profile can be interpreted as
an upgrade from last year’s classification of
“global specialist”.
Supporting the financial centre’s evolution is Dubai’s top
ten ranking for its level of stability as a financial centre24.
This is especially pertinent given the emirate’s location in
a volatile region and the fact that it has recently endured
an investor fuelled credit bubble followed by a real estate
property crash.

Economist Intelligence Unit Report
According to the 2012 Economist Intelligence Unit report,
Dubai ranked as the most competitive city in the Middle
East. Dubai’s business friendly policies have encouraged
80% of global Fortune 500 companies to have a base in
Dubai, with its free-zones home to more than 20,000
organizations.

Index of Economic Freedom
Economic freedom is a precursor to a free, open, and
performing financial system. Figure 9 details the latest
economic freedom rankings for countries in the Middle
East. The UAE ranks twenty-eighth globally, and third in
the Middle East after Bahrain and Qatar. Whist the UAE
compares favourably with Bahrain and Qatar in the
categories of business, monetary, and trade freedom, it is
let down by its freedom of property rights, corruption, and
labour. Encouraging is the fact that the UAE is one of only
five countries that has improved its overall ranking for the
last five consecutive years.

MSCI Global Market Accessibility Review
This year, MSCI upgraded the UAE’s classification from
Frontier Market to Emerging Market25. This was quite an
achievement considering that there were a total of thirty
categorical downgrades and only nine categorical
upgrades within Frontier and Emerging Markets. The
UAE’s classification upgrade was in part due to its “Market
Infrastructure Custody” category upgrade from “Issues”
no “No Major Issues”. The category upgrade was
supported by this year’s enhancement of the UAE’s
operational efficiency of the “Delivery versus Payment”
(DvP) model through implementation of a robust false
trade (buyer cash compensation) mechanism. This
highlights the importance of robust financial market
infrastructure for the efficient running of an IFC.

The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
25 MSCI Global Market Accessibility Review, June 2013:
http://www.msci.com/resources/products/indices/global_equity_indices
/gimi/stdindex/MSCI_Global_Market_Accessibility_Review_June2013.pdf
24

http://dsc.gov.ae/Reports/عيزوت%20نيلغتشملا%20يف%20عاطق%20دخلا
تام%20ةيلاملا%20بسح%20طاشنلا%20يداصتقإلا%20%20ةيسنجلاو%20لاو
عون%20.pdf
23 UAE Economic Insight 2012, QNB
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Figure 10 details the results of the review for a selection of
regional competitors. The UAE’s level of accessibility is
very similar to that of Qatar for each category and is
slightly better than that of Bahrain. Whilst the size of
Saudi Arabia’s financial markets dwarf those of the UAE,
the UAE equals or outperforms Saudi Arabia in each
accessibility measure. However, as per the UAE’s recent

upgrade, it must now compete with other emerging
markets such as South Africa. Compared to this regional
competitor, the UAE’s openness to foreign ownership and
market infrastructure items are in urgent need of
development before the UAE can be considered to be at a
comparable level of sophistication as Hong Kong.

Figure 9: Index Of Economic Freedom Rankings, Middle East 2013
Country

World
Rank

Region
Rank

Property
Rights

Freedom from
Corruption

Business
Freedom

Labour
Freedom

Monetary
Freedom

Trade
Freedom

Bahrain

12

1

55.0

51.0

75.8

90.4

72.5

82.8

Qatar

27

2

70.0

72.0

69.4

63.4

80.3

82.5

UAE

28

3

55.0

68.0

74.0

77.6

83.9

82.6

Jordan

33

4

60.0

45.0

69.2

75.5

82.0

79.6

Oman

45

5

50.0

48.0

68.1

80.9

72.7

78.7

Israel

51

6

70.0

58.0

66.1

63.7

78.6

83.0

Kuwait

66

7

50.0

46.0

57.7

62.8

71.6

76.8

Saudi Arabia

82

8

40.0

44.0

68.2

69.2

65.7

77.3

Morocco

90

9

40.0

34.0

76.4

30.1

78.9

70.8

Lebanon

91

10

20.0

25.0

50.3

57.2

76.5

80.4

Tunisia

107

11

40.0

38.0

82.8

70.1

77.8

58.1

Yemen

113

12

30.0

21.0

61.3

55.3

65.7

81.5

Egypt

125

13

35.0

29.0

63.3

43.3

58.4

73.8

Algeria

145

14

30.0

29.0

65.2

52.6

76.6

67.8

Iran

168

15

10.0

27.0

65.3

55.0

58.0

45.7

Source: Index Of Economic Freedom, 2013
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Index For Economic Freedom, 2013: http://www.heritage.org/index/
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Figure 10: MSCI Global Market Accessibility Review, 2013
Category

Bahrain

Hong Kong

Qatar

Saudi Arabia

South Africa

UAE

MSCI Market Classification

Frontier

Developed

Emerging

Standalone

Emerging

Emerging

No Issues

No Issues

No Issues

No Major Issues

No Issues

No Issues

Openness to foreign ownership
Investor qualification requirement
Foreign ownership limit (FOL) level

Issues

No Issues

Issues

Issues

No Issues

Issues

No Issues

No Issues

Issues

Issues

No Issues

Issues

No Major Issues

No Issues

No Major Issues

Issues

No Issues

No Major Issues

Capital flow restriction level

No Issues

No Issues

No Issues

No Issues

No Issues

No Issues

Foreign exchange market liberalization level

No Issues

No Issues

No Issues

No Issues

No Issues

No Issues

Stability of institutional framework

No Major Issues

No Issues

No Major Issues

No Major Issues

No Major Issues

No Major Issues

Investor registration & account set up

Foreign room level
Equal rights to foreign investors
Ease of capital inflows / outflows

Efficiency of the operational framework
No Major Issues

No Issues

No Major Issues

Issues

No Issues

No Major Issues

Market regulations

No Issues

No Issues

No Issues

Issues

No Issues

No Issues

Competitive landscape

No Issues

No Issues

No Issues

No Major Issues

No Issues

No Issues

Issues

No Issues

No Issues

Issues

No Issues

No Issues

Issues

No Issues

Issues

Issues

No Major Issues

Issues

Information flow
Market infrastructure
Clearing and Settlement
Custody
Registry / Depository
Trading

Issues

No Issues

No Major Issues

Issues

No Issues

No Major Issues

No Issues

No Issues

No Issues

No Issues

No Issues

No Issues

No Major Issues

No Issues

No Issues

No Issues

No Issues

No Issues

Transferability

Issues

No Issues

Issues

Issues

No Major Issues

No Major Issues

Stock lending

Issues

No Issues

No Major Issues

Issues

No Issues

Issues

Short selling

Issues

No Issues

Issues

Issues

No Issues

Issues

Total
Average
Summary assessment

36

54

39

2.0
No Major Issues

3.0
No Issues

2.2
No Major Issues

Issues

29

48

39

1.6

2.7
No Major Issues

2.2
No Major Issues

NB:- No issues = 3 points, No major issues = 2 points, Issues = 1 point

Source: MSCI Global Market Accessibility Review, June 201327

MSCI Global Market Accessibility Review, June 2013:
http://www.msci.com/resources/products/indices/global_equity_indices/gimi/stdindex/MSCI_Global_Market_Accessibility_Review_June2013.pdf
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Global Competitiveness Report
The Global Competitiveness Report, published by the
World Economic Forum, benchmarks factors that
underpin national competitiveness as outlined
in Figure 11.

Figure 11: Global Competitiveness
We define competitiveness as the set of institutions,
policies, and factors that determine the level of
productivity of a country. The level of productivity, in
turn, sets the level of prosperity that can be earned by
an economy. The productivity level also determines
the rates of return obtained by investments in an
economy, which in turn are the fundamental drivers of
its growth rates. In other words, a more competitive
economy is one that is likely to sustain growth.
Source: The Global Competitiveness Report,
World Economic Forum28

Whilst the report measures competitiveness using a broad
set of twelve pillars, we are primarily interested in those
that measure financial competitiveness. However, as a
successful IFC should drive the overall productivity of its
economy, we can use the competitiveness of the country
as a measure of the success of the financial ecosystem. In
fact, the success of an IFC and its domestic economy are
intertwined thus, a financial centre cannot be deemed
successful unless its overall economy also partakes
in that success.
The institutional pillar measures the legal and
administrative frameworks that a country leverages to
generate wealth. The infrastructure and labour market
pillars measure the capital stock and labour productivity
of a country and helps us determine the maximum
potential output of an economy. The macroeconomic pillar
measures the economic efficiency of the country. A
country that can finance using low interest rates and has a
manageable level of inflation will be more competitive
than one with a less favourable macroeconomic backdrop.
The financial market development pillar measures the
financial sophistication of an economy across the
following metrics:
•
•
•
•

Availability of financial services
Affordability of financial services
Financing through local equity market
Ease of access to loans

28 World Economic Forum, The Global Competitiveness Report, 2012-13:
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_201
2-13.pdf

Venture capital availability
Soundness of banks
Regulation of security exchanges
Legal rights

•
•
•
•

In 2013, the UAE ranked 24th out of 144 countries on overall
global competitiveness, an increase of two places from the
previous year. The ranking improvement was driven by an
improved institutional framework and greater
macroeconomic stability. Whilst this was a top quartile
ranking, the UAE fared poorly amongst MENA neighbours.
Qatar ranked 11th overall, jumping three places, with Saudi
Arabia coming 18th, falling one place. However, the UAE
did rank eleven places higher than Bahrain.
Whilst the UAE’s competitiveness in infrastructure ranked
well with a position of 8th against Qatar’s 31st and Saudi
Arabia’s 26th, it was let down by its 25th and 44th place
rankings for financial market development and market
size, respectively.
Within the financial market development pillar, the UAE
ranked particularly badly on legal rights (99th) and
soundness of banks (48th) but had top ten rankings for
ease of access to loans and venture capital availability
(Figure 12).

Figure 12: Global Competitiveness Report:
Financial Market Development Pillar
Rankings for the UAE, 2013
•

Ease of access to loans:

5th

•
•
•

Venture capital availability:
Affordability of financial services:
Regulation of security exchanges:

8th
18th
26th

•
•

Availability of financial services:
Financing through local equity market:

27th
28th

•
•

Soundness of banks:
Legal rights index:

48th
99th

Source: The Global Competitiveness Report,
World Economic Forum29

The top three most problematic factors for doing business,
as indicated by the report, were restrictive labour
regulations, access to financing, and an inadequately
educated workforce.

29 World Economic Forum, The Global Competitiveness Report, 2012-13:
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_201
2-13.pdf
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Methodology Used To
Assess Dubai as an IFC
We use a variety of tools to analyse Dubai’s strengths,
weaknesses, and opportunities as an IFC. Regardless of
what politicians state in public, competition between IFCs
is intense. The benefits to the country hosting the most
competitive IFC in the region are so significant that
governments invest billions of dollars to maintain and
improve their financial ecosystems. Thus, the evaluation
of Dubai as an IFC cannot occur in isolation.

Prerequisites of Being Classified an IFC
Before evaluating how successful Dubai is as an IFC, we
must first evaluate whether it even meets the basic
requirements of being considered an IFC. Figure 13
provides a useful summary of the prerequisites of an IFC,
as compiled by the Ministry of Finance of India. These
prerequisites will be referred to when we formally test
Dubai’s applicability to be considered an IFC in the section
titled “Does Dubai Meet the Basic IFC Classification
Prerequisites?”

Once complete, this analysis will form the basis of how
Dubai can leverage its strengths to capitalize on any
external opportunities and any actions it should take in
order to reduce the impact of external threats exposing its
areas of weakness.

Five Forces Industry Analysis
After examining the competitive resources of Dubai as an
IFC, we develop our understanding of Dubai in relation to
its sectoral context via conducting a Five Forces Industry
Analysis. An Industry Analysis helps expose the
competitive intensity within the market for IFCs by
investigating the power of suppliers and customers, the
threat from new entrants and substitute products, and the
existing rivalry within an industry (Figure 14). This
analysis will lay the foundation for a complete evaluation
of Dubai in relation to competitor IFCs.

Figure 14: Five Forces Industry Analysis

Figure 13: Prerequisites of an IFC
•

•

•
•

•

An efficient, liquid, large and globally connected
equity market that can support equity issuance by
both domestic and foreign issuers
A liquid and efficient debt market with a traded
yield curve in the domestic currency that enables
global corporate and sovereign issuance
A large and liquid currency trading market
Robust derivatives markets that permit trading of a
variety of risks, including credit, interest rate,
maturity and duration, currency and political
Globally efficient insurance and re-insurance
markets open to global players with all the
necessary products and services available

Source: Ministry of Finance of India30

Internal-External Analysis
We will then formally start our evaluation with an
advanced internal-external analysis. We will present
Dubai’s inherent strengths and weaknesses and then
evaluate any external opportunities and threats relevant to
the functioning of the IFC.
Examination of the external factors will include a review of
any relevant political, economic, social, technological,
environmental, and legal matters.
30 Ministry of Finance of India, Report of the High Powered Committee on
Making Mumbai an International Financial Centre (New Delhi, Feb 2007),
p19
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Strategy Canvas Analysis
Finally, we combine a review of academic literature,
industry white papers and publications, and primary and
secondary interviews to assess Dubai’s competitiveness
relative to comparable IFCs. In particular, we focus on the
advantages Dubai has over IFCs in the region and where it
falls short. The findings will be presented in a strategy
canvas similar to the outline below (Figure 15).

Figure 15: Example IFC Strategy Canvas

Strategy canvases are diagnostic and action frameworks
used to evaluate relative performance of strategic
initiatives31. The horizontal axis will capture the range of
factors that IFCs compete on and invest in, while the
vertical axis measures the effectiveness of the IFC in
competing on that factor.

Equity Market Assessment

Strategy canvases capture the key competitors, the factors
on which they compete, and their relative success. By
highlighting the peaks and troughs of relative success
between factors, we are able to start formulating a future
strategy for Dubai. For example, relative troughs indicate
areas for development whereas peaks could be reinforced
to become competitive differentiators and niche areas of
specialization. The complete strategy canvas will form the
basis of our vision for the future of Dubai as
an IFC and a roadmap detailing the steps required
to get there.

The main stock exchange of Dubai is the Dubai Financial
Market (DFM), which includes NASDAQ Dubai. Figure 16
details the adequate liquidity of the exchange. In June
2013, US$3.69 billion worth of shares were traded, with
66.1% of value traded being in financial services and real
estate companies.

In order to meet the equity market prerequisite Dubai must
have “an efficient, liquid, large, and globally connected

equity market that can support equity issuance by both
domestic and foreign issuers”.

Figure 16: DFM Stock Value Traded (USDm)
in June 2013
Value Traded June 2013
Sector

(USD millions)

(%)

Banks

720.34

19.5%

0.04

0.0%

1,153.74

31.2%

Industrial

0.01

0.0%

Insurance

60.33

1.6%

1,288.13

34.9%

184.97

5.0%

73.11

2.0%

215.00

5.8%

3,695.69

100.0%

Assessment Of Dubai
as an IFC

Consumer Staples

Does Dubai Meet the Basic IFC
Classification Prerequisites?

Real Estate and Construction

We now start our formal assessment of Dubai as an IFC by
confirming that it meets the basic prerequisites detailed
earlier in “Figure 13: Prerequisites of an IFC”.

31

Financial and Investment Services

Services
Telecommunication
Transportation
Total

Blue Ocean Strategy: http://www.blueoceanstrategy.com
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Telecommuni
cation, 73.11

Transportatio
n, 215.00

Services,
184.97

Figure 17: DFM Total Trading Activity By
Nationality in 2012
Banks,
720.34

Consumer
Staples, 0.04
Real Estate
and
Construction,
1,288.13

Insurance,
60.33

Industrial,
0.01

Financial and
Investment
Services,
1,153.74

Stock Bought

Arab

USD
millions
3,267

GCC

Stock Sold

%
24.7%

USD
millions
3,282

%
24.8%

812

6.1%

833

6.3%

Others

2,034

15.4%

1,872

14.2%

Total Non UAE

6,114

46.2%

5,988

45.3%

UAE

7,117

53.8%

7,243

54.7%

13,231

100.0%

13,231

100.0%

Grand Total

Bought

Source: DFM 201232

Arab
25%

In 2012, 15.4% and 14.2% of the stock bought and sold on
the Dubai Financial Market stock exchange respectively
was by nationals of non-Arab, GCC, or UAE residency
illustrating the globally connected equity market (Figure
17). However, the UAE has foreign ownership restrictions
where listed companies are subject to a foreign ownership
limit of 49%. This obviously reduces the equal rights of
foreign investors and so was flagged as an area for
development in this year’s MSCI Global Market
Accessibility Review33.

UAE
54%

GCC
6%
Others
15%

Sold
Arab
25%
UAE
55%

GCC
6%
Others
14%

Source: DFM 201234

Finally, there is no restriction on foreign companies listing
on DFM, as exemplified by Alliance Insurance, which is
currently listed on the exchange. As per the listing
requirements of DFM: “To list shares of a foreign public

joint stock company for trading in the UAE, the company
should be licensed by the Emirates Securities and
Commodities Authority (ESCA) first. It shall then choose a
securities market in the UAE and apply for listing on it.”35
To conclude, Dubai’s equity market meets the basic
prerequisites.
DFM 2012 Annual Report:
http://www.dfm.ae/documents/efsah/2013/Mar/26/53badc7d-5c1a-4458a3bec4c44f873519/DFM_%20ANNUAL%20REPORT_E_26_03_2013_0300PM.pd
f
33 MSCI Global Market Accessibility Review, June 2013:
http://www.msci.com/resources/products/indices/global_equity_indices
/gimi/stdindex/MSCI_Global_Market_Accessibility_Review_June2013.pdf
32
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34 DFM 2012 Annual Report:
http://www.dfm.ae/documents/efsah/2013/Mar/26/53badc7d-5c1a-4458a3bec4c44f873519/DFM_%20ANNUAL%20REPORT_E_26_03_2013_0300PM.pd
f
35 DFM: Listing shares of foreign public joint stock companies:
http://www.dfm.ae/pages/default.aspx?c=602

Debt Market Assessment

Currency Market Assessment

In order to meet the debt market prerequisite Dubai must
have “a liquid and efficient debt market with a traded

This prerequisite facilitates the need for “a large and liquid
currency trading market”. The monetary unit of Dubai and
the UAE is the Dirham (AED). While there are no
restrictions on conversion to other currencies, the Dirham
has been pegged against the US Dollar since the end of
1980, at a mid-rate of approximately US$ 1 to AED 3.67.
The pegging of the Dirham provides limited pure trading
opportunities. However, the depth and limited exchange
restrictions is sufficient to fulfil this currency market
prerequisite.

yield curve in the domestic currency that enables global
corporate and sovereign issuance”.

DFM currently lists six unmatured Dubai government
bonds and one unmatured commercial real estate bond.
NASDAQ Dubai lists seven further commercial bonds and
a number of Islamic Bonds (Figure 18). Islamic bonds are
discussed in the “Islamic Finance” section and will not be
taken into account when assessing this prerequisite. Of the
currently listed conventional bonds, the oldest in issue are
Dubai Holding Company bonds, which were issued in
2007. Maturities range from 2013 all the way out to 2099.
The varying maturity dates of the Dubai government
bonds allow for the trading of a basic yield curve. While
the absolute number of government and commercial
bonds in issue is not large, it is sufficient to support a
basic debt market, thus meeting this prerequisite.

Figure 18: DFM and NASDAQ Dubai
Conventional Bond Listings
DFM Conventional Bond Listings
Bond Name

Issue Date

Government of Dubai Bond
4/13
Government of Dubai

2008-04-23

Maturity
Date
2013

2013-01-30

2043

Government of Dubai Bond
4.25 04/13
Government of Dubai

2008-05-15

2013

2011-06-22

2021

Government of Dubai

2010-10-04

2015

Government of Dubai

2010-10-04

2020

Real Estate Invest. Bonds

2011-03-20

2016

NASDAQ Dubai Conventional Bond Listings
Bond Name

Issue Date

DP World Ltd 6.850% 02-07-2037

2007-07-02

Maturity
Date
2037

Dubai Holding C.O. Ltd 4.750%
30-01-2014
Dubai Holding C.O. Ltd 6.000%
01-02-2017
Emirates NBD PJSC 4.875% 2803-2023
Emirates Bank 3m Lr+1.200% 3110-2016
Emirates NBD Tier 1 Ltd 5.75%
PRP
MAF Global Securities 5.25% 5
July 2019

2007-02-01

2014

2007-02-01

2017

2013-03-28

2023

2006-10-31

2016

2013-05-30

2099

2013-07-29

2019

Derivatives Market Assessment
This prerequisite is concerned with IFCs having “robust
derivatives markets that permit the trading of a variety of
risks, including credit, interest rate, maturity and
duration, currency and political”.
While an exchange traded derivatives market is yet to fully
develop in Dubai and the wider UAE, banks routinely offer
over the counter (OTC) derivative contracts. Official OTC
trading statistics are unavailable but financial institutions
including Emirates NBD, a retail bank with operations in
Dubai, routinely offers clients various hedging solutions
including currency forwards and options, and interest rate
swaps37.
Furthermore, financial institutions in the DIFC have been
trading credit and interest rate derivatives from as early as
2010. DIFC is governed by the Dubai Financial Services
Authority (DFSA), which bases its regulation on best
practices from London and New York. GMG, a brokerage
arm of Swiss family office G2 Group, was granted a licence
in the DIFC to manage its portfolio of hedge fund
instruments, which include credit and interest rate
derivative instruments. Robust legalisation was one
of the reasons cited by the broker for locating to the
DIFC (Figure 19).

Source: DFM Bond Listings, 25th August 201336

DFM Bond Listings, 25th August 2013:
http://www.dfm.ae/Content/Content.aspx?Page=60&c=1130

36

Emirates NBD hedging solutions:
http://www.emiratesnbd.com/en/treasury/HedgingSolutions

37
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Figure 19: GMG granted licence to trade
derivatives from the DIFC

Figure 20: Swiss Re Expands to DIFC
“In 2012, Swiss Re Corporate Solutions opened an
office in DIFC, the Swiss Re Group’s first-ever
presence in the MENA region. We evaluated DIFC as
the best option for our presence in the region, and we
can already state that our expectations have been
exceeded. The concentration of large insurance
buyers, their financial and legal advisors, brokers and
international re/insurers has clearly established
DIFC as an insurance hub between Europe and
the Far East.”

The activity from the Dubai office will be specialized
on fixed income execution (IRS, IRS options, FX
options, FX swaps, Bonds, CDS) and equity
derivatives.
CEO of GMG, Marco Saviozzi: "We are delighted to

receive a license from the DFSA, one of the most
prestigious and recognized regulators in the global
financial market. Our expansion after opening in
London and Paris was logically Dubai. As a visionary
country and a perfect geographical location, our DIFC
office will allow GMG to cover local clients and provide
them with prices from emerging markets to European,
Asian and US products. Our strong team of senior
brokers will assure a professional and dedicated
service to our institutional clients. GMG intends to fill
the niche as the market leader in local fixed income
execution for institutional clients. Already we have
seen tremendous appetite from the GCC clients to have
a 100 per cent focused broker on those products."

Source: Raik Wittowski, Senior Executive Officer, Swiss Re
Corporate Solutions Ltd40

Figure 21: Gross Signed Premiums
Underwritten By Lloyds Syndicates in the
Middle East (US million)

Source: DIFC News, January 201038

Given the level of demand, activity, and robust regulation
from the DFSA, DIFC fulfils the derivatives prerequisite.

Insurance Market Assessment
Finally, IFCs should posses “globally efficient insurance

and re-insurance markets open to global players with all
the necessary products and services available”.
There are currently more than fifty insurance companies
actively resident in the DIFC including global players AIG,
Allianz Risk Transfer, Munich Re, Royal & Sun Alliance
Insurance, Standard Life, Zurich Insurance, and recent
addition in 2012, Swiss Re39. The presence of an
established insurance ecosystem was one of the reasons
for Swiss Re’s recent expansion to the DIFC (Figure 20).
The insurance market is well established in the UAE. The
value of gross signed premiums (GSP) underwritten by
Lloyds Syndicates in the Middle East has steadily
increased since 2008 with a slight fall in 2012, where GSP
totalled US$192 million. Of the 2012 figure, US$35.4 million
was direct insurance and $155.2 million comprised of
reinsurance. GSP for the UAE approximately equalled that
of Saudi Arabia and Qatar combined for each year between
2008 and 2012.

Source: Lloyds UAE Country Profile, 201341

Given the fact that some of the largest insurers operate in
the DIFC and there is an established insurance market that
is steadily growing, we can conclude that Dubai meets the
final IFC prerequisite.

DIFC 2012 Annual Report:
http://www.difc.ae/sites/default/files/DIFC_AR_2012_EN_V4.3.pdf
41 Lloyds UAE Country Profile, 2013:
http://www.lloyds.com/~/media/Files/The%20Market/Tools%20and%20
resources/New%20Market%20Intelligence/Country%20Profiles/IMEA/ae
_mi_2013_05_31_Country%20Profile.pdf
40

38 DIFC News January 2010: http://www.difc.ae/news/gmg-grantedlicence-operate-dubai-international-financial-centre
39 DIFC Client Directory: http://www.difc.ae/browse-directory
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Conclusion
While the level of development of Dubai’s financial
markets varies and trails that of the global leading IFCs,
Dubai meets the basic IFC prerequisites and thus can be
considered a legitimate IFC.

Internal-External Analysis
Strengths
Much of Dubai’s success can be attributed to the
progressive vision of its leadership and the government’s
impressive track record in executing complex, ambitious,
and foreword thinking projects (Figure 22). These
initiatives have allowed the emirate to develop strategic
resources that play an integral part in the competitive
advantage of its IFC.

Figure 22: Dubai's Leadership
“The vision of the leadership of Dubai to diversify the
economy and make financial services a key contributor
of GDP has been a key driver of the success of Dubai as
an IFC.
[In order to help the recovery] the government
has been reducing its budget by 5% year on year
since 2008.
The leadership’s commitment to affirmative action
leads to efficient implementation and execution with
minimal resistance and disagreement. Not many other
countries have it so easy.”
Source: Primary interview: CEO of a Dubai based
Foreign Exchange Company

Trade Free Zones and Physical Infrastructure
Figure 23: Expatriates and Infrastructure
“Infrastructure has a significant effect on the quality of
living that expatriates experience. While often taken
for granted when functioning to a high standard, a
city’s infrastructure can generate severe hardship
when it is deficient. Companies need to provide
adequate allowances to compensate their international
workers for these and other hardships.”
Source: Slagin Parakatil, Senior Researcher at Mercer, producers
of ‘Quality of Living Survey’ and ‘City Infrastructure Index’

In order to encourage foreign investment, in excess of 20
economic free zones have been developed in Dubai. They
cater to a wide cross-section of business sectors including
media (Dubai Media City), manufacturing (Jebel Ali Free
Zone), ICT (Dubai Internet City), and financial services
(Dubai International Financial Centre - DIFC). The free

zones offer foreign businesses attractive concessions and
investment incentives including the ability to own a 100%
subsidiary and the guarantee of renewable tax-free
holidays. Furthermore, the free zones provide world-class
infrastructure in a business friendly environment (Figure
24). In the Mercer City Infrastructure index, Dubai ranked
first in MENA and 34th globally while its emirate
neighbour, Abu Dhabi, ranked 72nd globally42.

Figure 24: World Class Infrastructure and
Supporting Services Sector
Dubai’s policy of investing heavily in its transport,
telecommunications, energy and industrial
infrastructure has significantly enhanced its
attractiveness to international business.
The emirate has seven industrial areas, one business
park and three highly successful specialized free
zones, two world-class seaports, a major international
airport and cargo village, a modern highway network,
state-of-the-art telecommunications, a recently
launched rapid transit system (Dubai metro) and
reliable power and utilities. All of which deliver
efficiency, flexibility, reliability and cost-efficiency.
Complementing its world class infrastructure is a
sophisticated service sector that features leading
regional and international freight forwarders, shipping
companies, insurers, international hotels, banks and
financial service firms, lawyers, accounting firms,
consultants, advertising agencies, top international
exhibition and conference facilities, high-quality office
and residential accommodation, first-class hospitals,
schools, shopping centres and recreational facilities.
Source: KPMG 200943

Located in Dubai, Jebel Ali Free Zone (JAFZ) was
established in 1985 and was the first free zone in the UAE.
The number of companies resident in the free zone has
grown from 19 in 1985 to over 6,400 in 2010. The
contribution that the free zones have made to the economy
of Dubai is illustrated by the statistics. JAFZ has generated
over 160,000 jobs and accounts for in excess of 50% of
Dubai’s total exports. JAFZ is responsible for attracting
20% of all of the foreign direct investment in the UAE.
Though difficult to accurately quantify, it is apparent that
this level of international capital flow must have
significantly boosted the demand for financial
services in Dubai.

42 2012 Quality o Living Mercer Survey
http://www.mercer.com/qualityoflivingpr#city-rankings
43 International Financial Centres Competitive Assessment Report, 2009,
KPMG
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JAFZ is a strategic resource that is difficult to replicate and
compete with. It is strategically located between one of the
world’s largest seaports, Jebel Ali Port, and one of the top
ten largest cargo airports, Al Maktoum International
Airport. JAFZ is ideally positioned on a crossroads between
key markets in the Middle East, Asia, Eastern Europe, and
Africa. Its state of the art infrastructure and services are
supported by the incentives: 100% foreign ownership,
corporate and income tax free, exemption from local
labour laws, no restrictions on repatriation of profit, and
no foreign currency restrictions. Figure 25 reaffirms our
conclusion that Dubai’s infrastructure supports the
competitive advantage of its financial ecosystem.

of the DIFC, H.H. Sheikh Ahmed bin Saeed Al Maktoum,
who recently received an honorary degree from Cass
Business School for his patronage of the school and his
leadership and development of professional sectors,
including finance. Cass Dubai, which has its base in the
DIFC, also supports the sector by being the first institution
to offer Islamic finance and energy education to
professionals in the region.45

Figure 26: Strategic Objectives of DIFC
Since inception, DIFC’s strategy has focused on five
key areas:
•

Figure 25: CEO of Dubai Based Financial
Services Company

•

“In reference to competition from the new IFC in Abu
Dubai… it’s not a matter of just developing buildings …
but it is regulation, standards, best practices ... these
can’t be developed overnight … logistics, flexibility of
people, free movement of labour, free skyline policies,
airports, hotels, standard of living, and tolerance. It’s a
matter of culture and mind-set. It’s questionable
whether Dubai’s ecosystem can be easily replicated.
Source: Primary interview

DIFC
Arguably, the establishment of free zones has been a
significant driver of foreign direct investment and has
supported Dubai’s diversification strategy. The Dubai
International Financial Sector (DIFC) is a free zone
dedicated to promoting financial services in the emirate.
Its growth trajectory resembles that of the early
development of Singapore and Hong Kong, now
established world class IFCs. DIFC incentives include zero
taxes on income and profit, 100% foreign ownership, and
no restrictions on foreign exchange and profit repatriation.
Secondary benefits include specialist supporting
infrastructure and services. A senior private equity
professional firmly believes that expatriate employees
view Dubai’s income tax free policy and the DIFC’s
international-level standard of living to be key factors
encouraging more financial services professionals to move
to the region.
DIFC’s mission is to “promote the growth and
development of financial services within the UAE economy
and to provide state of the art infrastructure and
competitive services to its stakeholders”44 Its strategy is
outlined in Figure 26. Its mission and strategy extends all
the way up to the Deputy Ruler of Dubai and the President

44

DIFC Mission: http://www.difc.ae/about
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•
•
•

Developing the legal and regulatory
infrastructures that are foundations for an
international world-class financial center
Attracting a critical mass of global banks and
financial institutions to operate out of DIFC
Financing economic growth and sustainable
development
Enhancing labour productivity and sector
development
Creating education centers and stimulating
knowledge transfer

Source: Nasser Saidi, Chief Economist, DIFC46

The unique structure of DIFC bestows it a robust
regulatory and legal framework that provides its clients
with a safe oasis to conduct business confidently in the
volatile region of the Middle East. Three independent
bodies report to the office of the president of DIFC: DIFC
Judicial Authority (DIFC Courts), DIFC Authority, and
Dubai Financial Services Authority (DFSA).
The DFSA is an independent regulator that employs a
principle-based legislation system that is closely modelled
on regulation in London and New York. This provides
financial services companies with an environment that is
familiar, robust, and credible. DIFC has its own set of civil
and commercial laws that are independent from the rest of
Dubai and are consistent with English Common law.
Furthermore, DIFC has its own courts within the premises
facilitating the speedy issuance of licenses and completion
of legal proceedings.
These supporting services have encouraged 19 of the
world’s top 25 banks, 11 of the world’s 20 largest money
managers, and 8 of the world’s 10 largest insurance
providers to establish offices in the DIFC. DIFC residents
H.H. Sheikh Ahmed bin Saeed Al Maktoum receives honorary degree at
Cass Business School Dubai: http://www.difc.ae/news/hh-sheikhahmed-bin-saeed-al-maktoum-receives-honorary-degree-cass-businessschool-dubai
46 The Success of DIFC as an International Financial Centre, Nasser Saidi,
2009
45

include Bain and Company, Goldman Sachs, KPMG, and
Standard Chartered47 (Figure 27).

Figure 29: Benefits of Locating in the DIFC
Institutions establishing a presence within the DIFC can
potentially gain from the following key benefits:

Figure 27: Christos Papadopoulos,
Regional CEO for MENA and Pakistan,
Standard Chartered Bank

•
•

“[Standard Chartered Bank] has positioned some of its
global desks at the DIFC, which benefits from being in
a time zone between Asia and Europe and offers a
favourable tax environment, as well as increasingly
deep markets.”
Source: Easing The Burden

•
•
•
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The diversity of DIFC’s employees is reflected in the
companies that operate in the free zone. 40% of the
regulated firms are from different parts of the Middle East,
Africa, and South Asia; 42% from across Europe; and 18%
from the US and the rest of the world.49

•

•

It is widely acknowledged that the DIFC is central to
Dubai’s and the UAE’s financial services competitiveness.
Figure 28 provides an extract from the IMF’s 2007 UAE
country report where the role of the DIFC was publically
endorsed.

•
•
•

Figure 28: IMF Statement About The DIFC's
Impact on Financial Services in the UAE
The establishment of the DIFC contributes to
competition in the UAE’s financial markets. With the
concept of best practices integral to its business model,
the centre is likely to have positive spillover effects on
the rest of the UAE’s financial sector. It may be part of
the impetus for a new UAE securities law currently in
the making. It may also have contributed to ESCA’s
(Emirates Securities and Commodities Authority)
initiatives for greater transparency and better
corporate governance among UAE companies.
Source: IMF 200750

The key benefits to companies residing in the DIFC are
listed in Figure 29. These incentives combined with the
strategic resources of the DIFC have directly contributed to
increasing the number of active companies resident there
from 19 in 2004 to 861 in 2011, employing in excess of
12,000 local and expatriate workers51.

DIFC client directory: http://www.difc.ae/browse-directory
Easing The Burden, Middle East 2012: Dubai’s Debt Dependency,
Gordon Platt
49 DIFC Clients: http://www.difc.ae/our-clients
50 UAE Country Report, 2007, International Monetary Fund
51 UAE Economic Insight 2012, QNB
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•
•

100 percent foreign ownership.
Zero percent tax rate on income and profits for a
period of 50 years from inception.
Potential access to the UAE’s wide network of
double taxation treaties.
Freedom to repatriate capital and profits - without
restrictions.
A world-class, independent, regulatory agency
working alongside other financial regulatory
agencies located in major global jurisdictions.
International legal system based on Common Law
of England & Wales (the only Common Law
jurisdiction in the region).
A wholly transparent operating environment,
complying with global best practices and
internationally accepted laws and regulatory
processes.
An international stock exchange with primary and
secondary listings of debt and equity instruments.
A variety of legal vehicles that may be established
with capital structuring flexibility.
A pool of skilled professionals residing in Dubai
and the region.
A modern transport, communications and Internet
infrastructure.
A responsive one-stop shop service for visas, work
permits and other related requirements.

Source: PWC52

Islamic Finance
Historically, the complexities of Islamic finance have
posed the most significant barrier to entry for Western
banks to the region but those who have been able to
navigate its principles have profited considerably. Driven
by the opportunity to access one of the fastest-growing
and highest concentrations of millionaires on earth,
managing wealth in accordance with Sharia has become
more mainstream than alternative in the UAE. Financial
engineers have structured instruments in creative ways in
order to navigate strictures such as riba (activities
associated with usury), maysir (gambling), gharar (undue
risk taking), and haram (activities involving forbidden
substances such as alcohol). Islamic finance has become
one of the fastest-growing financial sectors with over 600
Islamic funds with $50 billion in assets in 2010.
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Doing Business in the Dubai International Financial Centre,
PriceWaterhouseCoopers
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Along with listing traditional products including shares,
derivatives, ETFs, and REITs, NASDAQ Dubai lists Sukuks,
Sharia-compliant bond-like financial certificates.53 Figure
30 lists the Sukuks currently being traded on the
exchange.

Figure 31: Dubai Strengthens Position As
An Islamic Finance Hub
In February 2013, His Highness Sheikh Mohammed Bin
Rashid Al Maktoum, Vice-President and Prime Minister
of the UAE and Ruler of Dubai, announced plans to
promote Dubai as a global centre of the Islamic finance
industry. The aim of the initiative, which will be
overseen by Sheikh Hamdan bin Mohammed bin
Rashid Al Maktoum, Crown Prince of Dubai, is to
support and attract Shari’a-compliant activity, to be
achieved by providing world-class infrastructure for
Islamic finance instruments, Islamic insurance, the
Islamic food industry and Islamic trade and quality
management standards. One of the primary goals of
the initiative is to promote Dubai as a global centre for
sukuk. His Highness, in his announcement, said that
Dubai intends to “follow international standards of
Islamic economies and will be the world’s number one
centre for Islamic finance”. The Islamic Higher
Committee has been established to implement the
initiative.

Figure 30: NASDAQ Dubai Sukuk listings

Source: NASDAQ Dubai54

Due to their inherent structure, Islamic banks have
outperformed conventional banks following the financial
crises. Overall in the UAE, Islamic banks hold 15.6% of
banking sector assets, up from just 9% in 2003. Including
Islamic financial assets held by foreign banks in the UAE
increases that share to 38%. This surge is primarily due to
the rapid growth and demand for Sharia-compliant
finance driven by a loss of general confidence in
conventional banking as a result of the global financial
crisis55. Promoting Dubai as a centre for Islamic
Finance has become a cornerstone of the DIFC’s
strategy (Figure 31).
Competing head to head with conventional banks, UAE
based Al Hilal Bank offers a solid Shari’ah compliant
alternative to three distinct customer segments: those who
bank Islamically irrespective of how competitive the
offering is; those who would prefer to bank Islamically if
options were available; and those who are indifferent to
Shari’ah concerns and instead shop for the best deal
across the market. The Chief Executive of Al Hilal Bank
firmly endorses the view that Islamic banking offers a
competitive and viable alternative to conventional
banking (Figure 32).

Stock and Bond's Market Trading Performance - Emirate of Dubai (2009
- 2011): http://dsc.gov.ae/Reports/DSC_SYB_2011_13_09.pdf
54 NASDAQ Dubai listed securities:
http://www.nasdaqdubai.com/listing/listed-securities
55 UAE Economic Insight 2012, QNB
53
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Source: Linklaters GCC Quarterly Review, July 201356

Figure 32: Islamic Retail Banking
“Islamic banking has outgrown conventional banking.
Islamic banking these days can compete across all
areas – technology, service offering, products and
access. We are becoming major players. I am not
seeing anyone go to a conventional bank because there
is something that we cannot offer them.”
Source: Mohammad Berro, Chief Executive of Al Hilal Bank

However, Islamic finance does have its drawbacks. The
real estate sector was hit hardest during Dubai’s downturn
and because of the way Islamic real estate loans are
structured Islamic banks were more exposed than
conventional banks. This is because under Shari’ah,
lenders share in the potential downside, as well as the
expected upside, of an investment.

Standard Of Living For Expatriates
Expatriates in Dubai enjoy tax-free income, world-class
education for their children, a crime-free environment,
and excellent leisure amenities (Figure 33). This attracts a
highly skilled workforce that is quickly absorbed by the
growing number of international companies, professional
service firms, and financial institutions joining the
emirate. The draw is so great that over 80% of Dubai’s
population comprises of expatriates.

56

Linklaters GCC Quarterly Review – Q1 and Q2 2013: www.linklaters.com

Figure 33: Benefits Typically Offered To
Senior Expatriate Professionals
•
•
•
•
•

•

Car and/or travel allowances for the employee.
Airfares to home countries for the employee and
family members.
Housing allowance, or furnished accommodation.
Payment of private school fees for the employee’s
children.
Private medical insurance for family members (the
employee is entitled to health insurance under the
Employment Law).
Membership to sports and social clubs.

Source: PWC57

Figure 35: Dubai as a Gateway
“Dubai acts as a hub gateway to the region and so the
success of Dubai is a function of the success of the
wider region as Dubai facilitates convenient access to
Qatar, Saudi Arabia etc. The geographic proximity to
the rest of the region, but with internationally proven
regulation and infrastructure, is a key feature of
Dubai’s success. Dubai is the closet the Middle East
gets to an international lifestyle; the creature comforts
are unmatchable.”
Source: Primary interview: Regional head of an international
bank

Figure 36: Regions Serviced By DIFC

In the most recent Mercer 2012 Quality of Living Survey58,
Dubai retained its top spot as MENA’s best city in terms of
quality of living, ranking 73rd globally, five places higher
than Abu Dhabi.

Figure 34: Factors Influencing Quality of
Life For Expatriates
“Factors such as internal stability, law enforcement
effectiveness, crime levels and medical facilities are
important to consider when deciding on an
international assignment, and the impact on daily life
that could be encountered by the expatriate in
overseas placements.”
Source: Slagin Parakatil, Senior Researcher at Mercer, producers
of ‘Quality of Living Survey’ and ‘City Infrastructure Index’59

Geographic Position
Until recently, the region stretching from the western tip of
North Africa to the eastern part of South Asia was without
a world-class financial centre. This region comprises 42
countries, a population of 2.2 billion, and a combined GDP
of US$2.5 trillion60. Dubai’s geographic location is well
placed to take advantage of this financial desert and is a
contributing factor to the IFC’s success (Figure 35). Figure
36 illustrates the regions serviced by the DIFC.

Doing Business in the Dubai International Financial Centre,
PriceWaterhouseCoopers
58 2012 Quality of Living Mercer Survey
http://www.mercer.com/qualityoflivingpr#city-rankings
59 2012 Quality of Living Mercer Survey
http://www.mercer.com/qualityoflivingpr#city-rankings
60 Doing Business in the Dubai International Financial Centre,
PriceWaterhouseCoopers
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Source: PWC61

Dubai’s favourable location and the DIFCs financial
services reach outside of the immediate Middle East region
was a key contributor to our strategy for Dubai detailed in
the “Our Vision for Dubai: A Central Role in the Middle
East and Africa” section of this paper.

Weaknesses
Though Dubai’s strengths as a financial centre help
distinguish it from others in the region, there are a number
of weaknesses that need to be addressed in order to bolster
its position as an IFC.

Debt Burdon and Debt Market
Dubai’s debt is a primary concern for investors and
financial institutions (Figure 37). From December 2004 to
March 2013, the notional value of UAE government and
corporate international debt securities increased from
US$2.5 billion to US$68.8 billion (Figure 38). Here
international debt is defined as debt securities issued
outside of the market where the borrower resides62. While
this may initially be seen as the healthy growth of the
UAE’s debt market, this ballooning was vastly
disproportionate to the wider region. During this period,
UAE international debt increased from 6% of that issued in
Doing Business in the Dubai International Financial Centre,
PriceWaterhouseCoopers
62 Bank of International Settlements, Enhancements to the BIS Debt
Securities Statistics: http://www.bis.org/publ/qtrpdf/r_qt1212h.pdf
61
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Africa and the Middle East combined to 35%, indicating
possible overleverage and a developing credit bubble.
Furthermore, the fact that international debt increased at
such a pace also implies that the domestic debt market in
the UAE was insufficiently mature to handle the issuance
and consumption of such volumes, indicating a relatively
weak financial system.

Figure 37: Dubai: Problems not over yet
“We are cognizant of the refinancing coming up and
are watching the space very carefully. The problems
are not all behind us. [European] banks are significant
participants in existing financing [in Dubai] and may
not be eager to participate in refinancing debt that is
coming due.”
Source: Christos Papadopoulos, Regional CEO for MENA and
Pakistan, Standard Chartered Bank63

Figure 39: Dubai's Worrisome Debt
“Dubai’s debt is under control, but still worrisome. The
economy has bounced back, thanks to tourism and
logistics, and the emirate is doing quite well despite its
overbuilt real estate market… Abu Dhabi has the
capacity to fully help Dubai, if necessary.”
Source: Brad Bourland, Chief Economist and Managing Director
of proprietary investment at Jadwa Investment, Riyadh65

The Rule of Law
The UAE ranks 28th out of 177 countries and 3rd in MENA for
its overall level of economic freedom66. Despite this
encouraging overall ranking, the UAE
is let down by its rule of law, which is a closely correlated
to economic growth and prosperity
(Figure 40).

Figure 38: UAE International Debt (USD$
billion)

Figure 40: The Rule of Law and
Development
The Index of Economic Freedom provides
unambiguous confirmation of the importance of the
rule of law to economic growth and prosperity. Both of
the rule-of-law indicators in the Index demonstrate a
high degree of predictive power with respect to per
capita incomes. The coefficient of correlation between
the property rights indicator and per capita incomes is
0.76 (1.00 equals perfect correlation). For freedom from
corruption, the coefficient is 0.80. Taken together, the
rule-of-law indicators are highly predictive of per
capita GDP, irrespective of other factors or the overall
level of economic freedom.

Source: BIS, 201364

Dubai’s overleverage in an economy that cannot support it
is also a problem. In 2009, Abu Dhabi rescued Dubai with
a US$20 billion package to help restructure its debt. It
made a further liquidity injection of US$762 million into
Emirates NBD in October 2012 to help the emirate absorb
the troubled Dubai Bank. According to the Dubai
Government Media Office, Emirates NBD took over the
Islamic lender on orders of the ruler of Dubai.
Furthermore, Emirates NBD, which is 55.6% owned by
Dubai’s government, increased its loans to the government
by 10% in 2012, indicating possible corporate governance
issues. Though investors are concerned with Dubai’s level
of debt, the market has priced in implicit potential future
bailouts from Abu Dhabi (Figure 39).

Source: Index of Economic Freedom: Rule of Law67

The first measure of the rule of law is the strength of
property rights in a country. This measures the risk of
private property being expropriated, the independence
and degree of corruption within the judiciary, and the
ability of individuals and businesses to enforce contracts.
For the strength of property rights, the UAE ranks 55th
globally. The low ranking is due to lax enforcement of
property rights, which are subject to delays, the risk of
corruption, and the possibility of the judiciary being
influenced by other branches of the government.
The second measure is the general level of freedom from
corruption. For this measure, the UAE ranks 29th globally,
similar to its overall economic freedom ranking. However,

Easing The Burden, Middle East 2012: Dubai’s Debt Dependency,
Gordon Platt
66 Index For Economic Freedom, 2013: http://www.heritage.org/index/
67 Index of Economic Development, Rule of Law, 2013:
http://www.heritage.org/index/book/chapter-2
65

Easing The Burden, Middle East 2012: Dubai’s Debt Dependency,
Gordon Platt
64 Bank of International Settlements:
http://www.bis.org/statistics/secstats.htm
63
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with regional Qatar ranking 23rd globally on this measure,
there is scope for improvement.
Resolving insolvency is a significant legal obstacle in the
UAE. In the World Bank’s Ease of Doing Business Survey,
the UAE ranked 151st out of 183 countries for resolving
insolvency. Furthermore, it ranked last amongst MENA
countries, where the average ranking was 98th. On
average, resolving insolvency in the UAE takes 5.1 years,
costs 30% of the debtor’s estate, and only recovers 11%.
Most worrying is the fact that these insolvency statistics
have hardly improved since the first survey in 2004.
Fortunately, the legal framework for resolving insolvency
within the DIFC is more robust. This is due to the free zone
having its own set of laws to govern insolvency and its
own court system. However, the DIFC legal regime does
not extend outside of the free zone. In Dubai, insolvency
law is generally in accordance with leading international
practice, thus being more efficient and robust than that
being practiced in the wider UAE. According to the “Study
on Insolvency Systems in the Middle East and North
Africa68”, it is straightforward for creditor and debtor
directors operating in Dubai to commence winding up of a
company by an application to the court. Furthermore, the
study concludes that the courts of Dubai are independent
and free of political and cultural interferences and the
courts are freely accessible without undue delay or
bureaucracy.

Currency
The fact that the United Arab Emirates dirham (AED) is
pegged to the US dollar affords the UAE little control over
monetary policy. As the US has loosened monetary policy,
Dubai has experienced noticeable levels of import led,
cost- push inflation. Whilst there has been negligible
protest from consumers, manufacturing companies reliant
on the importing of raw materials have experienced
reduced profit margins. As the US adjusts monetary policy
to influence growth, the UAE may need to reconsider its
currency stance in order to control its own economy.

Financial Market Infrastructure
Financial Market Infrastructure (FMI) includes central
securities depositories (CSDs), securities settlement
systems (SSSs), payment systems (PS), central
counterparties (CCPs), and trade repositories (TRs). FMI
facilitates the efficient and reliable clearing, settlement,
and recording of financial transactions. It forms a critical
component of an International Financial Centre and if not
carefully managed can destabilise the local and wider
financial ecosystem (Figure 41).

Figure 41: The critical role of FMI
Financial Market Infrastructures (FMIs) are considered
vital to the safety, security and stability of the financial
markets and the global financial system. Regulatory
authorities see FMIs as important contributors to the
removal of some of the risks that exacerbated
the
financial crisis. At the same time, authorities are
focused on ensuring that FMIs do not themselves
become sources of unacceptable risk in the financial
system. Recent legislation in major markets compels
market participants to use FMIs for an increasingly
wide range of transactions.

Therefore, while Dubai has robust insolvency resolution
mechanisms in place, it is let down by the wider legal
system in the UAE.
Again in the Ease of Doing Business Survey, the UAE also
performs poorly when it comes to protecting investors. The
UAE ranks 122nd globally, tied second last with Jordan
amongst MENA counties and only beating last place Iran.
The average MENA ranking for protecting investors was
95th. The UAE performs poorly in protecting investors
primarily due to the difficulty of shareholders issuing
lawsuits.
Finally, within the Ease of Doing Business Survey is the
UAE’s 134th global ranking and last place MENA ranking
for ease of enforcing contracts. This assesses the efficiency
of revolving commercial disputes through the courts in the
UAE. On average, enforcing a contract requires 49
procedures, takes 537 days, and costs 26.2% of the value of
the claim69.

68 Hawkamah/World Bank/ OECD/INSOL International, Study on
Insolvency Systems in the Middle East and North Africa:
http://www.oecd.org/corporate/ca/corporategovernanceprinciples/4437
5185.pdf
69 Ease of Doing Business Survey, World Bank, 2012:
http://www.doingbusiness.org/rankings

Source: CPSS-IOSCO 201270

Components within FMI establish standard and wellunderstood rules and procedures to carry out financial
transactions. Through centralisation and standardisation
of financial transaction activities, FMI allows participants
to efficiently manage certain types of risk while
eliminating others entirely. Since the onset of the global
financial crisis, the danger of FMI concentrating risk has
been a major concern for regulators and has resulted in
increased oversight, standardisation, and monitoring by
organisations including the Committee for Payment and
Settlement Systems (CPSS) and the International
Organisation of Securities Commissions (IOSCO).
Together, CPSS and IOSOC produced a set of twenty-four

CPSS-IOSCO’s Principles for Financial Market Infrastructures:
http://www.bis.org/publ/cpss101a.pdf
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principles that components within FMI should adhere to in order guarantee a minimum standard of quality and reliability
(Figure 42).

Figure 42: CPSS-IOSOC General applicability of principles to specific types of FMIs

Source: CPSS-IOSCO Principles for Financial Market Infrastructure, April 2012

By strictly adhering to these best practice principles, FMI
components can strengthen financial centres while
controlling systemic, legal, credit, liquidity, general
business, custodial, investment, and operational risk.

DFM clears, settles, and registers shares traded on its
exchange. DFM itself was listed on the exchange on 7th
March 2007. The National Bank of Dubai, Dubai Bank, and
Standard Chartered provide settlement services for DFM.

The custody and settlement infrastructure of the UAE
comprises of the Dubai Financial Market (DFM), the Abu
Dhabi Securities Exchange (ADX), and NASDAQ Dubai.
The central bank operates the interbank system.

ADX clears, settles, and provides custodial and
registration services for instruments traded on its
exchange. Payments for securities transactions on ADX are
cleared and settled by the National Bank of Abu Dhabi.
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Figure 43: MSCI Financial Market Infrastructure Review
Category
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Trading

Source: MSCI Global Market Accessibility Review, June 2013

NASDAQ Dubai opened for trading on 26th September
2005 and was constituted as an offshore centre for the
listing and trading of international securities. Clearing is
conducted via a central counterparty system under which
NASDAQ Clearing House reduces counterparty risk by
guarantying that trades executed by its members will be
settled. eClearSettle provides full post-trade management
including clearing (with CCP and multilateral netting),
central securities depositary with delivery versus payment
settlement, and registry services. As part of the
consolidation of NASDAQ Dubai with DFM, NASDAQ
Dubai outsourced the trading, clearing, settlement, and
custody of listed equities to DFM. The National Bank of
Dubai, Standard Chartered, and HSBC are the approved
settlement banks for NASDAQ Dubai.
Despite extensive upgrades to services such as the
introduction of delivery versus payment (DvP) settlement,
the UAE’s financial market infrastructure is in need of
greater investment and external expertise (Figure 43).
Efficient clearing, settlement, custodial, and stock lending
infrastructure are prerequisites to being considered a
competitive IFC. So whilst according to the MSCI review
the UAE’s FMI is more developed than Bahrain’s and is
comparable to that of Qatar, now that the UAE has been
upgraded to an Emerging Market it has new competitors.
The UAE’s clearing and settlement, stock lending, and
short selling infrastructure need development. Whilst no
major issues were identified during the custody and
transferability assessments, these areas trail the level of
sophistication offered in South Africa and Hong Kong. By
focussing on these weaknesses, Dubai’s financial markets
will improve liquidity, reduce transaction costs, and
improve the sophistication and credibility of its offering.
Despite the UAE’s FMI shortcomings, NASDAQ Dubai has
made progress to support Dubai’s competitive advantage
as a financial centre by allowing listed companies to easily
access institutional and regional investors from the Middle

East. To continue to develop the competitiveness of
finance in Dubai, the NASDAQ Dubai Academy was
established to offer education in financial markets
subjects. NASDAQ Dubai exchange brokers currently
include Barclays, Citigroup, Goldman Sachs, and Deutsche
Bank. These members implicitly underwrite the legitimacy
of the financial market by continuing operations in the
region. Furthermore, the requirement to float only 25% of
a company’s shares, in comparison to the usual
requirement of 50%, and a reduced minimum market
capitalization requirement of only $10m improves the
accessibility of the exchange. These unique features are
especially advantageous given the significant number of
family businesses and high growth companies in the fast
growing region71. Investors can tap the opportunities
presented by fast growing companies in the Middle East
safe with the knowledge that the exchange is regulated by
the DFSA. Also, companies listed on NASDAQ Dubai
benefit from easily being able to passport their floatation
to other international exchanges for dual listing.
Significant investment was recently rewarded with MSCI’s
upgrade of the UAE to Emerging Market Status, but in
order for Dubai to progress to a world-class IFC, further
improvement is required (Figure 44).

NASDAQ Dubai Performance - Emirate of Dubai (2009 - 2011):
http://dsc.gov.ae/Reports/DSC_SYB_2011_13_08.pdf
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Figure 44: MSCI reclassification of MSCI
UAE Index To Emerging Markets

Figure 45: NASDAQ Dubai - Value/Volume
and Equities Traded

International institutional investors recognized the
improvements made by the Emirati regulator (Security
and Commodities Authority), the Dubai Financial Market
and the Abu Dhabi Securities Exchange with respect to the
DVP model. A proper false trade mechanism was
introduced in May 2013 on both exchanges. A regulation
governing stock borrowing and lending agreements has
also been issued and the implementation is expected to
be effective in the coming months. The majority of market
participants expressed no major concerns over the
safekeeping of investors’ assets and is starting to move
away from the dual account structure.
Source: MSCI Press Release, June 201372

While the basic infrastructure is in place, Dubai’s debt and
equity markets need to mature in order to neutralise this
weakness as a financial centre. The immaturity of
NASDAQ Dubai and its failure to attract significant listings
significantly undermines Dubai’s overall FMI (see “Equity
Markets” section below).
As a first step, FMI components within Dubai should
conduct self-assessments against CPSS-IOSCO’s Principles
for FMI73 to target exactly where the improvement
investments need to take place.

Equity Markets
Given the significant investment in NASDAQ Dubai and
the financial services sector in general, one would expect
the exchange to be flourishing. This could not be further
from the truth. The number of transactions executed on
the exchange fell from 22,298 in 2009 to 16,378 in 2011 and
the exchange’s market capitalization fell from US$49.3
billion to US$7.1 billion. Daily average trading value has
been drastically falling over the past few years from
US$176 million in 2009, to US$76 million in 2010, and to
only US$35 million in 201174.
The downward trend continued in 2012. The number of
equity transactions fell 28% from 2011 to 2012
and the notional value of equities traded fell 25%
(Figure 45).

MSCI Press Release, June 2013
http://www.msci.com/eqb/pressreleases/archive/2013_Mkt_Class_PR.pd
f
73 CPSS-IOSCO’s Principles for Financial Market Infrastructures:
http://www.bis.org/publ/cpss101a.pdf
74 NASDAQ Dubai Performance - Emirate of Dubai (2009 - 2011):
http://dsc.gov.ae/Reports/DSC_SYB_2011_13_08.pdf

Source: NASDAQ Dubai Annual Review, 201275

The number of listings on NASDAQ Dubai seriously
undermines its legitimacy. Of the nine equities on the
exchange, two of them are depositary shares/receipts, and
a further two are funds listed by the same fund manager.
The exchange does list ten sukuks, a number which
supports its role as a hub for Islamic Finance. However,
the seven conventional bonds listed on the exchange, five
of which are issued by two companies, further highlight
the infancy of the exchange76.
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NASDAQ Dubai Annual Review, 2012:
http://2012.nasdaqdubai.com/annual-review-2012/performancehighlights
76 NASDAQ Dubai: http://www.nasdaqdubai.com/listing/listed-securities
75

The FTSE NASDAQ Dubai UAE 20 index comprises twenty
stocks admitted to trading on NASDAQ Dubai, the Dubai
Financial Market (DFM) and the Abu Dhabi Securities
Exchange (ADX). It is a proxy for the health of the equity
market. The index has failed to regain the losses incurred
in 2008 and as of 22nd August 2013, was still down 47%
from the index’s opening value on 28th April 2008
(Figure 46).

Figure 46: FTSE NASDAQ Dubai 20 Index

Source: NASDAQ Dubai77

Furthermore, the market capitalisations and market
turnover of Dubai’s exchanges are negligible compared to
the bigger players in the region. As of year-end 2012,
NASDAQ Dubai, DFM, and ADX had a combined market
capitalisation of 14% of the region; only 2% higher than
Kuwait’s and three times smaller than Saudi Arabia’s
(Figure 47). Daily average turnover tells a similar story and
indicates the levels of liquidity in the region. The UAE’s
combined daily average turnover was twenty-six times
smaller than that of Saudi Arabia and slightly less than
that of a distressed Egypt.

Figure 47: Regional Stock Market Comparison

Source: Zawya dt 31 December 201278

Figure 48 shows the evolution of the market capitalisation
of companies listed in the UAE. From 2001to 2007, the
market capitalisation increased from US$5.77 billion to
$121.11 billion, which represented an increase from 2.44%
to 7.9% of the total for MENA. However, since 2007, the
UAE’s equity markets have struggled and in 2012 the
market capitalisation fell to US$67.95 billion, only 5.89%
of the MENA total.

Figure 48: Market Capitalisation of Listed
Companies

Source: World Bank, 201379

Much like Dubai and the UAE’s debt markets, the equity
markets are relatively underdeveloped and have
underperformed since the crisis in 2008.

Economy and Financial Sector Health
As discussed earlier, Dubai’s level of GDP growth is
incomparable to pre-crisis levels. While the real estate
78
77

NASDAQ Dubai: http://www.nasdaqdubai.com/products/ftse

79

Global Sales Convention, 2013
World Bank Data Set: http://data.worldbank.org
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sector has started to improve, the stock market, widely
viewed as a six-month leading indicator, has stalled.
Investor sentiment is nicely captured in an interview with
a senior partner at a professional services firm, extracts in
Figure 49.

Figure 49: Performance of the Economy is
the Key to DIFC's Success
“Dubai’s bounce back was slow and it would not have
survived its cash flow crisis if it had not been for Abu
Dhabi. It’s still in the midst of a cash flow crisis.
Confidence is returning but there is some ‘extending
and pretending’ as investors hold on until they break
even.

Figure 50: SWIFT: Average Daily Financial
Services Messages
130
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Source: Primary interview: Senior Partner,
Professional Services Firm

The UAE’s slowdown in financial services growth is
illustrated in Figure 50, which shows the average number
of daily financial services messages conducted via SWIFT
indexed at January 2010. Financial services traffic is a
reliable proxy to financial services activity. While the
UAE’s activity outpaced that of neighbouring regions from
2010 to 2012, growing by 30%, it dramatically fell in early
2012. From January 2010 to May 2013, the UAE’s activity
was up only 4% while that of the Middle East region as a
whole excluding the UAE was up 14% and activity in North
Africa was up 15%.
The relative underperformance of the UAE’s financial
services sector is even more pronounced when isolating
the daily securities related traffic processed by SWIFT
(Figure 51). From January 2010 to May 2013, the UAE’s
securities related activity increased by 29%, while that of
the MENA region as whole increased by 47%. Most
revealing of all is that fact that securities activity for the
Middle East excluding the UAE increased by 66%
over this period.

28

Jan-12

Jan-13

MENA
Middle East
UAE
North Africa
Middle East excluding UAE

Secondments to Dubai on leveraged employment
packages are unsustainable unless there is underlying
growth that justifies those packages.
Not only must good IFCs perform themselves, but also
they must be in performing economies. The challenge
is that Dubai looks attractive but underlying
fundamentals and funding are lacking. However,
sentiment has returned.”

Jan-11

Source: Chart supplied by SWIFT, July 2013

Figure 51: SWIFT Average Daily Securities
Messages
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Source: Chart supplied by SWIFT, July 2013

Opportunities
Arab Spring
The on-going turmoil in the MENA region, which started
with the Arab Spring in 2011, seems to have presented
Dubai with significant opportunities as businesses,
financial institutions, and people have relocated to the
UAE in order to escape the unrest. Capital inflows and
tourism have also increased as a consequence of
widespread uprisings (Figure 52).

Figure 52: Dubai - A Safe Haven
“[The housing sector in Dubai] has been driven by
higher demand and the fact that many companies are
moving to open offices in Dubai. The emirate has
been helped by its safe-haven status amid the Arab
Spring uprisings.”

upgrade and that it served as deserved recognition of the
successful enhancements that the country had made to its
capital markets infrastructure. It views the upgrade as a
catalyst for increased foreign direct investment in the
region (Figure 55). However, the co-heads for MENA Equity
Local Asset Management at Franklin Templeton
Investments offer a more cautious view (Figure 56).

Source: Abdel Hamid Shoman, Chairman of Arab Bank, Jordan80

Figure 55: MSCI Upgrade of UAE to
Emerging Market Status

Due the UAE’s sufficient capital reserves, its leadership’s
commitment to maintain stability, and a relatively affluent
population that enjoys high standards of living, it is
unlikely that the unrest will spread to Dubai (Figure 53).

“MSCI’s decision will attract further overseas
investment to the UAE, improving the already positive
climate in the country’s capital markets. As the
region’s international exchange, NASDAQ Dubai will
remain at the forefront of introducing continuing
capital markets enhancements in the UAE for the
benefit of issuers and investors, including starting
new markets and attracting further equity, Sukuk
and bond listings.”

Figure 53: Dubai - The City of Dreams
“It is unlikely that an Arab Spring will occur in Dubai
because Dubai is the dream that the revolutionists are
fighting for: career development opportunities,
entrepreneurial aspirations, standard of living...
Dubai is the city of dreams; everybody wants to come
to Dubai. Dubai is considered a safe haven but external
instability and geopolitical threats may spread.”

Source: Hamed Ali, Acting Chief Executive of NASDAQ Dubai82

Figure 56: Qatar and UAE Moving Up in
MENA

Source: Primary interview: CEO of a Dubai based Financial
Services Company.

“The reclassifications of Qatar and the UAE have
created much excitement, but they will only take effect
officially with the MSCI’s May 2014 semi-annual index
review. It is expected that Qatar will have a 0.45%
weight and the UAE a 0.40% weight in the MSCI
Emerging Market Index. The most significant potential
benefits of reclassifications include an increase in
portfolio flows with the entry of foreign institutional
investors and passive or index-tracking investors. In
fact, many market participants are anticipating
windfall investment flows due to these
reclassifications, and several research houses have
been quick to calculate the expected flows into both
the UAE and Qatari exchanges. We believe it is still
premature to quantify the immediate effects, as they
are subject to several variables. However, we are
encouraged by the longer-term prospects and expected
institutionalization of these markets.”

MSCI Emerging Markets Classification
Figure 54: Vote of Confidence from MSCI
“The MSCI emerging market classification is a huge
vote of confidence for the region and the preceding
infrastructure investments. The classification should
lead to more new issuances on the local stock
exchanges.”

Source: Primary interview: Regional head of
an international bank
As discussed earlier in this paper, the UAE was elevated to
the category of “emerging market” in the recent review of
MSCI indexes. This was primarily due to the significant
improvement in market technology, transparency, and
swift recovery of the real estate market. At the time of the
upgrade, the UAE’s stock markets had outperformed all
markets covered by MSCI, including developed markets,
by surging 47% year to date81.

NASDAQ Dubai publically stated that it welcomed the
Easing The Burden, Middle East 2012: Dubai’s Debt Dependency,
Gordon Platt
81 UAE may be elevated to emerging market:
http://arabiangazette.com/uae-elevated-emerging-market-20130606/
80

Source: Salah Shamma and Bassel Khatoun, Co-Heads of
MENA Equity Local Asset Management, Franklin Templeton
Investments83

82 DFM and NASDAQ Dubai Newsletter, July 2013:
http://www.dfm.ae/newsletter/July2013/index.html
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http://global.beyondbullsandbears.com/2013/07/15/qata
r-and-uae-movin-up-in-the-mena-region/
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Threats
The external threats to Dubai’s success as an IFC are faced
by many countries in the Middle East and are largely out of
Dubai’s control.
First, there is the continuing risk that the on-going global
downturn tips the world economy back into recession. If
this were to happen, investment from Europe would once
again dry up and banks would restrict access to affordable
credit. Given Dubai’s level of indebtedness, any reduction
in the availability of credit, and the resulting increases to
the cost of debt, would put the government under intense
pressure to cost-efficiently restructure its debt.
Second, the softening economies of China and India,
which combined total almost 20% of the UAE’s exports,
could result in significantly reduced goods trade and
shipping activity in the region. Any widespread
unemployment in these industries would have knock on
affects to the wider economy offering opportunities to
competitors in the region to gain a foothold.
Third, while the risk of political instability in Dubai is low,
the risk of unrest in the wider Middle East region cannot be
ignored. Any escalation in trade sanctions against Iran,
the UAE’s third largest export market, could escalate
tension in the wider region. Many expatriates use Dubai as
a base from which to live and then travel to the extended
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MENA region to work. If those areas became politically
unstable, there would be no reason for these professionals
to reside in Dubai.

Conclusion
Figure 57 summaries the key points of the preceding
internal-external analysis. After improving its financial
market infrastructure and developing the sophistication of
its markets and rule of law, Dubai’s IFC should leverage its
strong leadership, world-class infrastructure, and
geographic position to capitalise on opportunities in the
wider region. The recent MSCI Emerging Market
classification provides public recognition of the
strengthening of Dubai as an IFC making the emirate well
placed to export its financial services expertise
internationally.

Figure 57: Dubai IFC Internal-External
Analysis Results

Five Forces Industry Analysis
We now investigate the competitive forces faced by
Dubai’s IFC via conducting a five forces industry analysis.

Competitive Rivalry Within the Industry
This factor helps us to analyse the level of competition
between existing IFCs operating in comparable markets.
Our two comparable markets will be IFCs operating in the
Middle East, thus competing regionally (Regional
Competitors), and regional heavy weights trying to
compete on the global stage (Emerging Global
Contenders).

Regional Competitors
Figure 58 aids in our analysis by filtering out IFCs not
located in the wider region. While Dubai tops the list,
Riyadh, which jumped the highest number of places in
2013, will provide stiff competition in coming years,
especially given plans for the capital to host the new GCC
central bank.

Figure 58: Selected Middle Eastern and
African IFC Rankings
GFCI Ranking
2013

2012

Change

Dubai

23

22

-1

Qatar

30

35

5

Riyadh

33

65

32

Abu Dhabi

39

38

-1

Istanbul

57

56

-1

Johannesburg

62

54

-8

Source: The Global Financial Centres Index 1384

Largely, Dubai has held its position as the eminent IFC in
MENA since the first GIFC ranking publication. However,
Qatar and Abu Dhabi are regular challengers to its
position, with Riyadh climbing quickly due to its strengths
in corporate governance and regulation (Figure 59).

The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
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Figure 59: Middle East and Africa Selected
Historical GIFC Rankings

Figure 60: Rankings of Established
Transnational IFCs and Dubai
GFCI 13
Centre

Rank

Change From 2012

Chicago

11

-3

San Francisco

13

-1

Washington D.C.

14

0

Montreal

16

1

Dubai

23

-1

Source: The Global Financial Centres Index 1385

Munich

27

-2

Emerging Global Contenders

Madrid

51

-1

Istanbul

57

-1

The Global Financial Centres Index 2013 (GFCI 13) profiles
Dubai as an Emerging Global Contender86. IFCs within this
classification have started to develop broad and deep
financial services offerings with increasingly strong
connections to other global financial centres. They do not
directly compete with Global Leaders; rather they compete
against other Emerging Global Contenders with
aspirations to evolve in to the Global Leaders of tomorrow.
Within this category Dubai competes against Beijing and
Moscow. GFCI 13 survey respondents voted Beijing and
Moscow as two of the ten centres ‘most likely to become
more significant’, an accolade Dubai did not receive.
However, while Dubai’s 2013 ranking is 23rd and fell one
place from last year, Beijing’s is 58th falling 15 places and
Moscow’s is 65th, falling one place. Therefore, while
Dubai’s IFC is currently more developed, it faces stiff
future competition from these two IFCs.
Given the close rankings of regional competitors and the
global financial community’s preference not to classify
Dubai as ‘most likely to become more significant’ amongst
Emerging Global Contenders, we conclude that
competitive rivalry between IFCs is high.

Threat of New Entrants
GFCI’s Established Transnational IFCs threaten to become
the Emerging Global Contenders, where Dubai competes,
of tomorrow. The Established Transnational IFC rankings,
together with Dubai, are listed in
Figure 60.

85 The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
86 The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
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Source: The Global Financial Centres Index 1387

Dubai falls roughly in the middle of this competitive set
and there is relatively little change in rankings from last
year. However, as the four Established Transnational IFCs
that are ranked higher than Dubai are all located in the US
or Canada, they are more likely to compete amongst
themselves than directly with Dubai. As a result, we
conclude that the treat of new entrants is only moderate
and not high.

Bargaining Power of Suppliers
Suppliers to Dubai’s IFC include expatriate labour,
supporting business services such as hotels and
restaurants, and fixed infrastructure such as roads and
airports. Given that these factors either have perfect
substitutes or cannot serve different IFCs without
considerable expenditure, the bargaining power of
suppliers is very low.

Bargaining Power of Customers
As there are many financial institutions that are customers
of Dubai’s financial centre, no one customer has
significant bargaining power over the IFC. Thus, the
bargaining power of customers is low.

Threat of Substitute Products
Due to the sophisticated infrastructure and ecosystem
required to effectively run a nontrivial financial centre,
IFCs have no practical substitutes. Thus, the threat of
substitute products is very low.

87 The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf

Conclusion

Regional IFCs

Figure 61 depicts the competitive forces that Dubai’s IFC
faces. While there are few substitutes for IFCs in general
and the power of suppliers and customers is virtually nonexistent, the IFC faces competition. The existing rivalry
between IFCs in similar stages of development and
regional competitors is high. Also, the competition from
up and coming IFCs is moderate. To counteract increasing
competition from Moscow, Beijing, Qatar, and Riyadh,
Dubai’s IFC will need to rely on its existing strengths to
capitalise on external opportunities, but only once it has
bolstered its areas of relative weakness. The next section,
“Strategy Canvas Analysis”, examines in detail how the
IFC compares with other IFCs across thirty-three metrics.

Along, with the UAE, the major IFCs within the Middle
East and Africa are located in Saudi Arabia, Qatar,
Bahrain, and South Africa.

Figure 61: IFC Industry Analysis Conclusion

Saudi Arabia hosts the biggest equity markets in the region
and its capital, Riyadh, will host the GCC central bank,
signifying the country’s importance in the region. MSCI
classifies Saudi Arabia as a standalone market indicating
it as a potential candidate for the MSCI Frontier Market
classification but currently not meeting the minimum
liquidity requirements and openness to foreign investors’
requirements.
Despite generating less than half of the GDP of the UAE,
Qatar’s financial centre, established within a year of the
formation of the DIFC, regularly ranks competitively
against its neighbour and provides a useful point of
comparison. This year, along with the UAE, Qatar was
upgraded from a Frontier Market to an Emerging Market by
MSCI.
Bahrain, notwithstanding its much smaller economy, has
relatively developed financial markets. In 2008, the Global
Financial Centres Index identified Bahrain as the fastest
growing IFC and this year Bahrain climbed eleven places
in the global rankings88. However, MSCI still classifies
Bahrain as a Frontier Market.

Strategy Canvas Analysis
With the fundamental analysis of Dubai’s IFC now
complete, we are well placed to map the factors that
contribute to an IFC’s success. Our recommendation is for
the financial centres in the UAE to collaborate as a
combined single IFC allowing the country to compete
globally. Given this, going forward we collectively refer to
the UAE financial centre as a whole, incorporating the
financial assets of all seven emirates.

Methodology - Comparators
The strategy canvas analysis allows us to assess the
individual components of the UAE’s IFC, thus allowing us
to identify areas of weakness to be developed and
potential niches where the UAE excels. We will compare
the UAE against three categories of competitors: Regional
IFCs, BRIC IFCs, and IFC Leaders.

South Africa, whilst not internationally recognised for its
financial services sector, provides a wider regional point of
comparison that is less immediately affected by cultural
factors and political events of the Middle East.
Furthermore, its level of financial market development
was ranked third globally in the Global Competitiveness
Report and its regulation of securities exchanges, legal
rights, and strength of auditing and reporting standards
were ranked joint first globally89. Despite Johannesburg’s
62nd GFCI ranking, MSCI also classifies South Africa as an
Emerging Market.

BRIC IFCs
Combined, the BRIC countries of Brazil, Russia, India, and
China represent 43% of the world’s population and
account for a quarter of the global economy. In 2003, Jim
O’Neil forecast that China and India would become the
first and third largest economies by 2050, with Brazil and
Russia growing to the fifth and sixth largest, respectively.
The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
89 World Economic Forum, The Global Competitiveness
Report, 2012-13:
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_201
2-13.pdf
88
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Whilst these economies have grown considerably over the
past fifteen years, domestic issues and global
macroeconomic forces have reduced the pace of growth in
these countries and the BRIC terminology has fallen out of
favour. However, their influence on the global stage
continues to become more significant.
GDP growth of the BRIC economies continues to outpace
the world average and, at their fifth annual summit in
April 2013, the leaders of the BRIC nations announced their
intention to form their own development bank. In order for
the UAE to be considered a global player within financial
centres, its IFCs need to rank favourably against those of
the evolving BRICs.
The substantial size of each BRIC economy, the volume of
international trade, and the relatively high level of
financial services development make each of them a useful
comparator with the UAE.
India serves as the second largest export market to the
UAE, accounting for 14% of trade. Similar to Dubai and
Abu Dhabi for the UAE, India and has two primary IFCs,
Mumbai and Delhi.
China’s IFC, Shanghai, is comparable to that of Dubai. It
ranked one place below Dubai in the 2013 Global Financial
Centres Index90, falling five places from the previous year.
Whilst not a main trade partner of the UAE, economic
activity with China is increasing, as detailed by the rising
volume of payment messages between the UAE and China
illustrated in Figure 62.

Figure 62: SWIFT: Volume of Payment
Messages Between the UAE and China

Source: Chart supplied by SWIFT, July 2013

Russia’s IFC provides a meaningful point of comparison
with the UAE because whilst the 2013 Global Financial
Centres Index profiled both Dubai and Moscow as
Emerging Global Contenders, only Moscow was voted to
become ‘most likely to become more significant’91. A
detailed comparison facilitates a gap analysis yielding
areas of improvement for Dubai and the UAE in general.

Finally, Brazil’s well-developed non-banking financial
services markets - IPO, M&A, and insurance – provide
stretch comparators to measure the UAE against.

IFC Leaders
The third set of comparators comprise of the best in class,
global IFC leaders: London, Singapore, and Hong Kong.
The sophisticated levels of financial services development
within these IFCs allow us to assess how close the UAE
comes to matching the best factors of IFCs. Whilst we do
not expect the UAE to rank favourably across all measures
against this group, it will identify potential areas of
development and any niche factors that the UAE truly
excels in. Thus, the measures in this set provide an
aspirational point of reference for the UAE.

Methodology - Factors
Each rankings publisher, finance academic, and world
body has its own preference as to the factors that
contribute to a country’s or an IFC’s success.
Of the explanatory factors that determine the
competitiveness of an IFC, ease of doing business,
perceptions of corruption, rule of law, and education level
of the workforce regularly rank highly by survey
respondents. According to the Global Financial Centres
Index, of the numerous factors that contribute to the
success of an IFC, six broad areas are important: People,
Business Environment, Infrastructure, Market Access,
Taxation, and Reputation92.
The most cited study on the subject93 lists the following
conditions as the most important for the development of
an IFC:
•
•
•
•
•
•
•
•
•

The World Bank benchmarks financial systems via four
measures, which are listed below and are detailed in
Figure 63:
1.
2.

The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf
91 The Global Financial Centres Index March 2013:
http://www.zyen.com/images/GFCI_25March2013.pdf

Stability of political institutions
Strength of the currency
Sufficient savings that can readily be invested abroad
Powerful financial intermediaries
Firm but not intrusive state supervision
Light tax burden
Highly skilled workforce
Efficient means of communication
Plentiful, reliable and widely accessible information

The size of financial institutions and markets
(financial depth)
The degree to which individuals can and do use
financial institutions and markets (access)

90

34

The Global Financial Centres Index 13, March 13
Youssef Casis, Capitals of Capital: A History of International Financial
Centres, 1780-2005 (Cambridge University Press, 2006) p279
92

93

3.

The efficiency of financial institutions and markets in
providing financial services (efficiency)
4. The stability of financial institutions and markets
(stability)94

Benchmarking Financial Systems around the World, Martin Čihák Aslı
Demirgüç-Kunt Erik Feyen Ross Levine, August 2012
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Figure 63: World Bank - 4x2 Matrix of Financial System Characteristics

Source: Benchmarking Financial Systems around the World, 201295

This paper, focussing specifically on International Financial Centres, expands upon a subset of the above to measure IFCs
across 33 metrics grouped in 4 ‘environments’: Business, Legal, Economic, and Financial. The number of metrics within each
environment reflects the relative importance of this category to our analysis and as such, our bias towards the Financial
Environment is significantly more skewed than other rankings publications. Figure 64 details the factors that we use to assess
the success of an IFC together with the primary source used to make our assessments.

95

Benchmarking Financial Systems around the World, Martin Čihák, Aslı Demirgüç-Kunt, Erik Feyen, Ross Levine, August 2012
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Figure 64: The Factors We Used To Measure the Success of an IFC
Environment

Factor

Source

Business

Infrastructure

World Economic Forum, The Global Competitiveness Report

Business

Labour Market Efficiency

World Economic Forum, The Global Competitiveness Report

Business

Quality of Educational System

World Economic Forum, The Global Competitiveness Report

Business

Ease of Doing Business (Rank)

World Bank & International Finance Corporation, Ease of Doing Business

Economic

Economic Freedom (Rank)

Index of Economic Freedom Country Rankings

Economic

Global Competitiveness (Rank)

World Economic Forum, The Global Competitiveness Report

Economic

Macroeconomic Environment

World Economic Forum, The Global Competitiveness Report

Economic

Country Credit Rating

World Economic Forum, The Global Competitiveness Report

Economic

Domestic Market Size

World Economic Forum, The Global Competitiveness Report

Economic

Foreign Market Size

World Economic Forum, The Global Competitiveness Report

Economic

GDP Per Capita

World Economic Forum, The Global Competitiveness Report

Economic

GDP Growth Projection 2018

International Monetary Fund

Economic

Unlikeliness of Sovereign Debt Crisis

World Economic Forum, The Financial Development Report

Financial

Openness To Foreign Ownership

MSCI Global Market Accessibility Review

Financial

Ease Of Capital Flows

MSCI Global Market Accessibility Review

Financial

Financial Market Infrastructure

MSCI Global Market Accessibility Review

Financial

Sovereign Bond Price Stability

World Bank, Benchmarking Financial Systems around the World

Financial

Stock Market Stability

World Bank, The Little Data Book on Financial Development

Financial

Availability of Financial Services

World Economic Forum, The Global Competitiveness Report

Financial

Affordability of Financial Services

World Economic Forum, The Global Competitiveness Report

Financial

Financing: Local Equity Market

World Economic Forum, The Global Competitiveness Report

Financial

Ease of Access To Loans

World Economic Forum, The Global Competitiveness Report

Financial

Venture Capital Availability

World Economic Forum, The Global Competitiveness Report

Financial

Soundness of Banks

World Economic Forum, The Global Competitiveness Report

Financial

IPO Activity

World Economic Forum, The Financial Development Report

Financial

M&A Activity

World Economic Forum, The Financial Development Report

Financial

Insurance

World Economic Forum, The Financial Development Report

Financial

Securitization

World Economic Forum, The Financial Development Report

Legal

Exchange Regulation

World Economic Forum, The Global Competitiveness Report

Legal

Legal Rights Index

World Economic Forum, The Global Competitiveness Report

Legal

Protecting Investors

World Bank & International Finance Corporation, Ease of Doing Business

Legal

Enforcing Contracts

World Bank & International Finance Corporation, Ease of Doing Business

Legal

Resolving Insolvency

World Bank & International Finance Corporation, Ease of Doing Business

Results
Figure 65 details the raw results dataset. In order to aid digestion of the results, we have presented our findings in various
forms. We address each environment in turn focussing on each IFC comparator group.
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Figure 65: Strategy Canvas – Data
Environment

Factor
Bahrain

Brazil

China

UAE

Hong Kong

India

UK

Russia

Saudi Arabia

Qatar

South Africa

Singapore

High

Ave.

MEWA

Business

Infrastructure

7.4

5.7

6.4

8.7

9.6

5.1

8.9

6.5

7.5

7.3

5.9

9.3

9.6

7.4

7.0

Business

Labour Market Efficiency

7.0

6.3

6.1

7.5

8.1

6.1

7.7

6.0

6.4

7.2

5.6

7.3

8.1

6.8

6.5

Business

Quality of Educational System

4.4

3.0

5.6

5.0

4.8

4.4

4.7

3.4

4.4

5.7

2.2

6.1

6.1

4.5

4.2

Business

Ease of Doing Business (Rank)

7.7

3.0

5.1

8.6

9.9

2.9

9.6

3.9

8.8

7.8

7.9

9.9

9.9

7.1

8.1

Economic

Economic Freedom (Rank)

7.6

5.8

5.2

7.1

8.9

5.5

7.5

5.1

6.1

7.1

6.2

8.8

8.9

6.7

6.7

Economic

Global Competitiveness (Rank)

6.6

6.3

6.9

7.2

7.7

6.2

7.8

6.0

7.4

7.8

6.2

8.1

8.1

7.0

7.0

Economic

Macroeconomic Environment

7.9

6.8

8.9

9.2

8.7

6.1

5.7

8.3

9.4

9.5

6.6

8.7

9.5

8.0

8.3

Economic

Country Credit Rating

5.8

7.1

8.0

7.6

8.6

6.4

8.6

6.7

7.4

8.0

6.1

9.2

9.2

7.5

6.9

Economic

Domestic Market Size

2.5

5.7

6.8

4.0

4.4

6.2

5.7

5.6

4.5

3.7

4.8

4.1

6.8

4.8

3.9

Economic

Foreign Market Size

4.0

5.5

7.0

4.1

6.2

6.4

6.1

6.1

5.8

4.8

5.1

6.0

7.0

5.6

4.9

Economic

GDP Per Capita

2.3

1.3

0.5

5.3

3.4

0.1

3.9

1.3

2.1

9.8

0.8

4.9

9.8

3.0

3.8

Economic

GDP Growth Projection 2018

3.8

4.2

8.5

3.7

4.5

7.0

2.5

3.6

4.3

6.5
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Figure 66: Strategy Canvas - Regional

Figure 67: Strategy Canvas - BRIC

Figure 68: Strategy Canvas - IFC Leaders
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Figure 69: Strategy Radial - UAE
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Figure 70: Strategy Radial - Summary

•
•
•

42

MEWA: Middle East and Whole Africa average rating for Bahrain, Qatar, Saudi Arabia, and South Africa (excludes UAE)
High: The best rating across all countries
Ave.: The average rating across all countries

Business Environment – Infrastructure, Labour
Market Efficiency, Quality of Education System,
Ease of Doing Business

sizes of their domestic and foreign markets. This is not so
much of a concern for the UAE, with a population that is
significantly less than that of each BRIC country.

From ‘Figure 70: Strategy Radial - Summary’ we can
quickly see that the UAE outperforms the average rating
for MEWA (Middle East and Whole Africa - Bahrain, Saudi
Arabia, South Africa, and Qatar) countries for each
business environment component.

The UAE performs poorly against the IFCs leaders. Whilst
it holds its own on GDP per capita and macroeconomic
environment, and has a reasonable 2018 growth
projection, its levels of economic freedom, global
competitiveness, and country credit rating lag the IFC
leaders. With the exception of the UAE’s macroeconomic
environment, the UAE’s other Economic Environment
components significantly lag the highest ratings,
indicating significant room for improvement.

‘Figure 66: Strategy Canvas - Regional’ illustrates how the
UAE compares against Bahrain, Saudi Arabia, South
Africa, and Qatar. Focussing on the business environment
factors, the first four in the canvas, we see that the UAE
outperforms each regional country apart from on quality of
education system, where Qatar comes out on top.
Moving to the BRIC comparison (Figure 67: Strategy
Canvas - BRIC) tells a similar story. The UAE significantly
outperforms Brazil, Russia, India, and China on
infrastructure, labour market efficiency, and ease of doing
business, but is beaten to second place by China for
quality of education.
The UAE compares favourably against IFC leaders (Figure
68: Strategy Canvas - IFC Leaders). Whilst not as
sophisticated as that of Hong Kong and Singapore, the
UAE’s infrastructure is comparable to that of the UK.
Furthermore, its labour market efficiency matches that of
Singapore and the UK and its education system
outperforms that of Hong Kong and the UK.
In conclusion, the UAE’s business environment ranks well,
with its only area of weakness being its quality of
education. However, infrastructure, labour market
efficiency, and ease of doing business have much room for
improvement if the UAE aspires to match leader Hong
Kong, which comes top in those three categories.

Economic Environment – Economic Freedom,
Global Competitiveness, Macroeconomic
Environment, Country Credit Rating, Domestic
Market Size, Foreign Market Size, GDP Per Capita,
GDP Growth Projection 2018, Unlikeliness of
Sovereign Debt Crisis
As discussed throughout this paper, an IFC cannot be
deemed successful unless it resides in and fosters a
healthy and growing economy. Whilst outperformance on
any one factor in Economic Environment cannot be
directly attributable to the success of the IFC,
underperformance of a factor reflects badly on the IFC.

In conclusion, the only real issue for the UAE is its credit
rating. No other factors significantly hinder the
functioning of its IFC and its IFC seems to be supporting its
domestic economy reasonably well.

Legal Environment – Exchange Regulation, Legal
Rights Index, Protecting Investors, Enforcing
Contracts, Resolving Insolvency
From ‘Figure 70: Strategy Radial - Summary’, we can
immediately see that the UAE underperforms the MEWA
and dataset averages for all but one Legal Environment
component. It marginally beats the dataset average for
exchange regulation but is still outperformed by the
MEWA average for this factor. Within MEWA, South Africa
significantly outperforms the UAE on every factor.
Whilst the UAE ranks at an average level amongst the
BRICs in Legal Environment, the BRICs generally also
underperform in this metric. The UAE does not outperform
any BRIC on any metric and in fact ranks bottom in
protecting investors.
Amongst the IFC leaders, the UAE only ranks close on
exchange regulation, which is typically standard across all
global exchanges, with the other IFC’s metrics ranking
significantly higher than the UAE.
The UAE significantly underperforms in this category
making Legal Environment an area that is in critical need
of development. In the first instance, the UAE should look
to South Africa as a regional best practices leader before it
can compare itself to the global IFCs.

The UAE performs well against MEWA competitors, with
only Qatar outperforming in its GDP per capita and its 2018
GDP growth projection. It ranks less well against the
heavyweight BRICs who significantly outperform on the
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Financial Environment – Openness To Foreign
Ownership, Ease Of Capital Flows, Financial
Market Infrastructure, Sovereign Bond Price
Stability, Stock Market Stability, Availability of
Financial Services, Affordability of Financial
Services, Financing: Local Equity Market, Ease of
Access To Loans, Venture Capital Availability,
Soundness of Banks, IPO Activity, M&A Activity,
Insurance, Securitization
Now we turn our attention to the most pertinent factor:
Financial Environment.
From a preliminarily study of ‘Figure 70: Strategy Radial Summary’ we see that the UAE tracks the average for
MEWA with some slight underperformance. Against the
dataset average, there is moderate underperformance. On
almost all Financial Environment factors, the UAE
significantly underperforms the dataset leader.
Within MEWA, the UAE does not noticeably outperform on
any metric and has average levels of affordability of
financial services, local equity market financing, ease of
access to loans and venture capital availability.
It generally tracks the average for Bahrain, Saudi Arabia,
and Qatar but is significantly outperformed by South
Africa on financial market infrastructure, availability of
financial services, M&A activity, and insurance.

reasonably well, it cannot rely on these to compensate for
its relatively poor Financial Environment. Furthermore, its
Legal Environment is in desperate need of further
development. This is reflected in the UAE’s relatively weak
ranking amongst this comparator set (Figure 71). In our
assessment, the UAE ranks 9th amongst these 12 countries.
Most significant is the fact that it trails regional
competitors Bahrain, Qatar, and South Africa, only
ranking one place above Saudi Arabia.

Figure 71: Final IFC Rankings
Country
Singapore
UK
Hong Kong
Bahrain
Qatar
Russia
China
South Africa
UAE
Saudi Arabia
India
Brazil

Overall Rating
9.9
9.6
9.1
8.5
8.1
7.1
5.6
5.5
4.5
4.2
3.7
2.3

Note: - The above ratings are on a 10-point scale, with 0 being the
lowest rating and 10 the highest.

The UAE performs significantly poorly against the MEWA
group on openness to foreign ownership, stock market
stability, soundness of banks, and IPO activity.

As a first step, the UAE should benchmark itself against
South Africa while adopting best practices from global
IFCs leaders.

Excluding India from our analysis, which trails the BRICs
in all factors apart from insurance and soundness of
banks, the UAE has mixed results against this group. The
UAE performs well in regards to financing, coming top in
sovereign bond price stability, local equity market
financing, ease of access to loans, and venture capital
availability. This highlights the potential for relatively
cheap funding to finance investment and growth
compared to the BRICs. Adding to this, the UAE ranks top
for affordability of financial services. However, the UAE
ranks very poorly on other metrics. It ranks last in
financial market development, openness to foreign
ownership, securitization, soundness of banks and all of
the components of non-banking finance: IPO activity,
M&A activity, and insurance.

To improve its level of financial markets infrastructure, the
UAE would benefit from following Hong Kong’s lead of
conducting a self assessment based on the CPSS and
IOSOC set of twenty-four principles that components
within FMI should adhere to in order guarantee a
minimum standard of quality and reliability96.
As the Legal Environment within the DIFC free zone is
robust and relatively sophisticated, best practices should
be rolled out across Dubai. Furthermore, the Dubai
Financial Services Authority (DFSA),
the DIFC Authority, and the DIFC Judicial Authority,
should partner with financial centres across the emirates
to raise the standard of the Legal Environment in the UAE.

Amongst the IFC leaders, the UAE generally ranks last or
very close to last on all Financial Environment metrics.

Conclusion
Whilst the UAE has invested heavily in its Business
Environment factors and its economy is performing
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96

CPSS-IOSCO’s

Principles

for

Financial

Market

Infrastructures: http://www.bis.org/publ/cpss101a.pdf

Our Vision for Dubai: A
Central Role in the Middle
East and Africa
As per the recent MSCI Emerging Market classification
upgrade, markets in the UAE are becoming more
sophisticated but further work is required before the UAE
can compete on an equal footing with the Developed
Markets of London, Singapore and Hong Kong. Investment
in the UAE’s Business Environment - notably
infrastructure, labour market efficiency, and ease of doing
business – provides the country with the necessary
resources to build upon past success.
In order to continue the development of its IFC, we
recommend that Dubai innovate its business model. This
aligns with the World Economic Forum’s classification of
the UAE as an innovation-driven economy that has
progressed through the factor-driven and efficiency-driven
stages (Figure 72).

Figure 73: IFC Working Definition
An IFC is “a country or jurisdiction that provides

financial services to non-residents on a scale that is
incommensurate with the size and the financing of its
domestic economy.”

Source: Zoromé, IMF, 200798

Thus, our strategic vision for Dubai is for it to be the
financial hub of the Middle East and the Whole of Africa
(MEWA), providing sophisticated financial services to spur
the development of the region.
Our strategic vision builds upon a long history of trade
within this region and the recent renewal of interest in
Africa, as illustrated by the Director General of the Dubai
Chamber of Commerce and Industry’s recent comments
during the 2013 Africa Global Business Forum (Figure 74).

Figure 74: Hamad Buamim, Director
General of the Dubai Chamber of
Commerce & Industry, on trade
with Africa

Figure 72: WEF Innovation-driven
economies

Dubai's location is a gateway into and out of the
African continent. Historically, Dubai has always been
a major transit point for goods and trade flows from
Africa, and this is a role that we are seeking to build on
over the coming years. Over the next few years Dubai
Chamber will target Africa to encourage more trade
and investment flows with Dubai by opening a series
of overseas offices in key locations across the
continent. Our first, which is in the final stages of
preparation, will open in Addis Ababa, Ethiopia,
and will be followed by more over the next three
to five years.

As countries move into the innovation-driven stage,
wages will have risen by so much that they are able to
sustain those higher wages and the associated
standard of living only if their businesses are able to
compete with new and/or unique products, services,
models, and processes.
At this stage, companies must compete by producing
new and different goods through new technologies
and/or the most sophisticated production processes or
business models.
Source: The Global Competitiveness Report, World Economic
Forum97

We see the business model of Dubai’s IFC evolving from a
final destination, to a launch pad from which expertise is
exported to other locations.
Returning to Zoromé’s definition (Figure 73) reminds us
that an IFC’s function is to provide services to nonresidents, or, put another way, its primary purpose is to
export financial expertise.

Source: TradeMark Southern Africa99

UAE companies have already made significant investment
inroads in Africa. Notable mentions include:
•
•
•

•

97 World Economic Forum, The Global Competitiveness Report, 2012-13:
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_201
2-13.pdf

DP World runs the port of Dakar in Senegal and owns
ports in Mozambique, Algeria and Djibouti
Dubai Investment Group owns 35% of Tunisia's
Tunisie Telecom
Istithmar has invested in aviation in the Horn of Africa
and hotels and other facilities in Rwanda and
Tanzania
Etisalat owns 82% of Sudan's Canar Telecom, 51% of
Tanzania's Zanzibar Telecom and 50% of West Africa's

98 Ahmed Zoromé, Concept of Offshore Financial Centres: In Search of an
Operational Definition, 2007 IMF Working Paper WP/07/87
99 TradeMark Southern Africa http://www.trademarksa.org/news/uaeafrica-trade-increased-700-past-decade
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Atlantique Telecom operating in Benin, Burkina Faso,
Togo, Niger, Central African Republic, Gabon and
Ivory Coast

Figure 76: Dubai's Correlation to the
Global Economy
“Dubai’s fast growth track, which was mainly financed
by debt, was put to the test in the past three
years…Dubai is largely a service-based economy,
which still has a lot of potential for growth. [Its] status
as an international city… makes it susceptible to the
influence of the global economy… that also means that
Dubai will benefit greatly when the global recovery
gets going.”

Financial services companies need to do the same. The
Director General commented that finance is an under
resourced sector in Africa generally, providing the ideal
opportunity for Dubai (Figure 75).

Figure 75: Hamad Buamim, Director
General of the Dubai Chamber of
Commerce & Industry, on the opportunity
in Africa for Dubai's Financial Services
sector
"Obviously, some [African] countries fare better than
others [in financial services expertise], but on the
whole opportunities exist for Dubai to export its
expertise in this sector and in Islamic finance in
particular."
Source: TradeMark Southern Africa100

Finally, The World Bank’s statement that Africa could be
on the brink of an economic take-off, much like China was
30 years ago and India 20 years ago101, provides the perfect
investor story to fuel demand for financial services.
Given this, our recommendation is underpinned by the
fact that:
1.
2.

3.

Source: Abdel Hamid Shoman, Chairman of
Arab Bank, Jordan 102

MENA GDP growth is estimated to slow to 3.4% in 2013 but
it is then projected to rise to 3.9% in 2014 and 4.3% in 2015.
Private capital flows are forecast to increase to US$30
billion by 2015, matching 2010, as institutional investors
are drawn by opportunities in tourism, manufacturing,
and expansion of the energy sectors103.
GDP growth prospects for Sub-Saharan Africa are set to
continue to outpace those for MENA. Though forecast to
ease slightly from a rate of 5.9% in 2013 to 5.7% in 2014,
GDP growth is forecast to rise to close to 6% by 2015
(Figure 77). This relatively stable level of growth amidst
the new global norm of volatility provides ample
opportunities for financial services companies looking to
export their expertise to Africa (Figure 78).

Dubai’s strategic geographic location acts as an ideal
hub to benefit from future economic growth in MEWA
The increasing demand for financial services in MEWA
indicates significant demand for a sophisticated
regional IFC
The sophistication of Dubai’s IFC relative to financial
centres in MEWA provides it a competitive advantage,
especially given the variability of financial services
development across the region

Economic Growth in MEWA
The global financial crisis accelerated the shift of
economic power towards a multi-polar world. As
developed markets continue to struggle with the fallout
from the crisis, emerging economies play a more
significant role in shaping the future global economy.
Dubai has a central role to play in the development of fastgrowing economies within its sphere of influence: a region
that spans from North Africa to India and the Caspian Sea
to East Africa, with a population of over two billion.

TradeMark Southern Africa http://www.trademarksa.org/news/uaeafrica-trade-increased-700-past-decade
101 Africa’s Future, and the World Bank’s Support to it, World Bank, March
2011
100
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Easing The Burden, Middle East 2012: Dubai’s Debt Dependency,
Gordon Platt
103 World Bank, Global Economic Prospects, Volume 6, January 2013
102

Figure 77: IMF GDP Forecasts

Source: FT: Africa calling104

104

FT: Africa Calling, 10th March 2013: http://www.ft.com/cms/s/0/8968cbee-7f45-11e2-89ed-00144feabdc0.html#axzz2cXVrUwzn
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Figure 78: The Opportunity in Africa
Although they are emerging from a low base, seven of
the world’s fastest-growing economies are now in
Africa, according to the IMF. Compared with some of
the Brics economies, most African countries are far
behind in terms of financial and physical
infrastructure. A growing number of companies see
this as an opportunity to help meet demand for
everything from hydroelectric power plants to bank
accounts.

provide financial services but the initiatives deployed have
not been sufficiency aggressive enough and, furthermore,
they were executed poorly. In MEWA there is a strong
correlation between the level of financial services provided
by the government and relative economic
underperformance. The lack of competition in financial
services is reflected in the low ratios of private sector
investment, high average age of enterprises, low business
density, and poor export diversification109. MEWA
countries possess large banking institutions but they also
have the highest rates of credit concentration in the world.

Source: FT: Africa calling105

Figure 79: Restricted Access to Finance in MENA

The opportunity to tap growth in this region is especially
pertinent for firms currently only operating in the UAE,
where GDP growth is forecast to be 3.7% in 2018106.
Average GDP growth in 2018 for the subset of MEWA
countries that were represented in our earlier Strategy
Canvas Analysis is forecast to be 4.4% (Figure 70: Strategy
Radial - Summary) and the International Monetary Fund
forecasts growth to be 5.5% for Sub-Saharan Africa107.

The restricted access to finance in MENA has been a
result of many factors, including a weak financial
infrastructure, weak competition in the banking sector,
regulatory tolerance toward large exposures and
connected lending and the lack of nonbanking
institutions and markets providing alternative sources
of finance.

Demand for Financial Services in MEWA
Much of the developing MENA region is still recovering
from the turmoil of the Arab Spring, which caused GDP to
contract in 2011. Even amongst the chaos, the demand for
financial services was strong. According to World Bank
estimates, remittance flows to the developing MENA
region rose 6.3% and 8.4% in 2011 and 2012 respectively.
This increase was primarily due to migrants sending
money to help family and friends during the period of
unrest108.
Whilst the visible factors that ignited the Arab Spring in
MENA were largely political, it can be argued that the poor
underlying economic conditions within the region
provided the tinder that was the source of the unrest.
Furthermore, the inability of developing MEWA countries
to support sufficient economic growth, employment, and
standards of living can be attributed to the region’s
underdeveloped financial systems. This is the root cause
that needs to be addressed. Dubai can export its best
practices and expertise to the MEWA region in order to
improve efficient access to finance for households and
corporations.

Source: World Bank, MENA Development Report 2011110

With assets at 130% of GDP, banks dominate financial
services within MENA. Nonbanking financial institutions
are insignificant in comparison. Insurance companies and
mutual funds account for less than 5% of GDP, leasing and
factoring less than 1%, outstanding microcredit 0.2% of
GDP, and private pension funds even less.
1.

2.

Africa as a whole provides a significant opportunity
for Dubai. Between 2002 and 2011, Dubai’s non-oil
trade with Africa increased 700% from US$2.89 billion
to US$23.09 billion111.
The Ministry of the Economy’s trade mission to East
Africa during June 2013 to strengthen ties between the
UAE and Africa hints at the future relationship
between the two regions (Figure 80).

Countries in MEWA have made progress in reducing the
role of governments and encouraging the private sector to
105 FT: Africa Calling, 10th March 2013:
http://www.ft.com/cms/s/0/8968cbee-7f45-11e2-89ed00144feabdc0.html#axzz2cXVrUwzn
106 International Monetary Fund, World Economic Outlook, April 2018:
http://www.imf.org/external/pubs/ft/weo/2013/01/pdf/text.pdf
107 International Monetary Fund, World Economic Outlook, April 2018:
http://www.imf.org/external/pubs/ft/weo/2013/01/pdf/text.pdf
108 World Bank, Global Economic Prospects, Volume 6, January 2013
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World Bank, MENA Development Report 2011: Financial Access and
Stability A Road Map for the Middle East and North Africa - Roberto R.
Rocha, Zsofia Arvai and Subika Farazi
110 World Bank, MENA Development Report 2011: Financial Access and
Stability A Road Map for the Middle East and North Africa - Roberto R.
Rocha, Zsofia Arvai and Subika Farazi
111 TradeMark Southern Africa http://www.trademarksa.org/news/uaeafrica-trade-increased-700-past-decade
109

Figure 80: The UAE Ambassador to
Kenya’s opening remarks during a trade
mission to East Africa

Figure 81: SWIFT: Financial Payment Traffic
Flows - 2012 over 2011

1. Trade between the UAE and Africa is expected to
jump to US$50 billion in 2013, a 27% increase in
bilateral trade from the previous year.
2. The volume of trade and investment between Kenya
and UAE will expand as UAE’s private sector is
seeking opportunities in Kenya’s aviation, mining,
education, renewable energy, oil, gas and
manufacturing sectors.
Source: Gulf News, June 2013112

Increased trade between the Middle East and Africa will
provide opportunities for financial services trade, which is
already significant and is increasing rapidly. Financial
payment traffic flows, a good proxy for financial services
activity, between the two regions increased 42% from 2011
to 2012 (Figure 81).
Source: Chart supplied by SWIFT, July 2013

Furthermore, many countries in Africa are experiencing
double digit yearly growth of their electronic financial
services traffic (Figure 82). Only Egypt and Tunisia, still
suffering from the turmoil of the Arab Spring, experienced
declines in total traffic.

Gulf News, published: 18:44 June 28 2013
http://gulfnews.com/business/economy/uae-africa-trade-to-jump-27-toreach-50b-in-2013-1.1203119
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Figure 82: SWIFT: Financial Traffic for Top 15 Countries in Africa

Source: Chart supplied by SWIFT, July 2013

Of the regions that have seen an explosion in transactions, the South African Development Community (SADC113) leads the
way. Since 1999, the SADC’s financial services messaging traffic has increased by a compound annual growth rate of 22.9%,
with South Africa’s growth at 16.3%, a fourteen-fold increase. (Figure 83, Figure 84, and Figure 85). As a continent, Africa’s
total messaging traffic increased 60% since 2009. This is almost double the average increase of 38% (Figure 86).

Figure 83: SWIFT: Financial Traffic Evolution, SADC versus BRICSA

The SADC currently includes the following member states: Angola, Botswana, Democratic Republic of Congo, Lesotho, Madagascar, Malawi, Mauritius,
Mozambique, Namibia, Seychelles, South Africa, Swaziland, United Republic of Tanzania, Zambia, and Zimbabwe. Source: http://www.sadc.int/memberstates/

113
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Figure 84: SWIFT: Financial Traffic Volume, SADC versus BRICSA

Source: Charts supplied by SWIFT, July 2013
Note: - SADC: South African Development Community

Figure 85: SWIFT: Securities Traffic Evolution, SADC versus BRICSA
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Figure 86: SWIFT: Total Messaging Traffic for Africa

Source: Charts supplied by SWIFT, July 2013
Note: - SADC: South African Development Community

Underdeveloped Financial Services in
MEWA
While a complete assessment of the financial services
development of countries in MEWA is beyond the scope of
this paper, we have included an overview of the depth,
stability, efficiency, and access to and of financial markets
and intuitions in the section titled “Variability and Level
Of Financial Services Development Across MEWA” of the
“Appendix”. This overview highlights the varied level of
development of financial services across MEWA, providing
financial services companies in Dubai an ideal opportunity
to export their expertise.
Key points from the appendix include:
•

•
•

•

•

•
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MENA and Sub-Saharan Africa’s depth of financial
institutions is lower than the world average and is also
lower than the average for developing countries.
In MENA, mortgage loans account for less than 10% of
loan portfolios.
Access to financial institutions is considerably lower
than the averages for developed and developing
economies for both MENA and Sub-Saharan Africa.
MENA has the second least efficient markets and the
stock market turnover of Sub-Saharan Africa is less
than half of that of developing economies.
Only 20% of MENA SMEs have loans or credit lines,
which is a significantly lower proportion relative to
most other regions.
The lending-deposit spread in Sub-Saharan Africa is
nearly twice the world average.

•

The penetration of bank accounts for adults in SubSaharan Africa is less than half the average of that for
developing economies.

MEWA’s general underdeveloped financial services sector
is due to poor financial infrastructure, little banking
competition, and weak institutional and legal frameworks.
This has resulted in insufficient emergence and
development of nonbank financial institutions, financial
securities, and markets. In contrast, Dubai has
accumulated the necessary expertise, capital stock, and
financial resources and infrastructure to become the
financial hub for MEWA.

Concluding Remarks
The goal of this paper was to answer the question ““What
steps need to be taken in order for Dubai to continue
developing as an IFC?”
Via conducting a comprehensive analysis of the existing
publications that measure the success of economies and
IFCs, we formulated our own framework to evaluate the
success of Dubai as an IFC. The framework is built around
four “Environments”, with the Financial Environment
giving the most weight to the final assessment. Using our
framework we measured the success of Dubai’s IFC against
those of regional competitors, the BRIC countries, and IFC
global leaders across a selection of 33 factors. The
resulting analysis showed that while Dubai’s business
environment – infrastructure, labour market efficiency,
and ease of doing business – ranked favourably, its

Financial and Legal Environments need further work in
order to allow the UAE as a whole to compete globally.
We then outlined our vision for Dubai to be the financial
services hub for the Middle East and the Whole of Africa
(MEWA). This opportunity allows Dubai’s IFC to export its
expertise to countries with less sophisticated financial
centres, thus delaying the need for Dubai to compete
directly with the leading global IFCs until it has fully
developed its financial markets, financial infrastructure,
and rule of law.
Furthermore, our recommendation is underpinned by the
fact that:

1.
2.

3.

Dubai’s strategic geographic location acts as an ideal
hub to benefit from future economic growth in MEWA
The increasing demand for financial services in MEWA
indicates significant demand for a sophisticated
regional IFC
The sophistication of Dubai’s IFC relative to financial
centres in MEWA provides it a competitive advantage,
especially given the variability of financial services
development across the region

However, in order for Dubai to fully capitalize on the
opportunity to become the MEWA region’s financial
services hub, it must continue to invest in order to bolster
its weaknesses and to build upon the strengths that drive
its competitive advantage.
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Appendix
Variability and Level Of Financial Services Development Across MEWA
Depth of Financial Markets and Institutions
Figure 87: Depth Of Financial Markets and Institutions

Source: Global Financial Development Database, 2008-10 data, Benchmarking Financial Systems around the World, 2012114

Depth of financial institutions can be measured by calculating the ratio of domestic private credit provided to the real sector
by banks as a percentage of GDP. A summary of this data is provided in Figure 87.
We find that not only is MENA’s depth of financial institutions lower than the world average, it is also lower than the average
for developing countries. Additionally, excluding Sub-Saharan Africa, MENA has the least depth when comparing at the
regional level. MENA’s variability (standard deviation) of depth is the second highest across regions. Housing finance has only
just started to develop in MENA and mortgage loans account for less than 10% of loan portfolios, a very low ratio relative to
other regions.
Furthermore, MENA has failed to develop robust collateral regimes that strengthen creditor rights and promote lending. This
is one of the factors that contributed to MENA’s last place regional ranking in the Legal Rights Index of Doing Business report.
Depth of financial markets (market capitalization plus outstanding domestic private debt securities as a percentage of GDP),
tells a similar story. MENA has less depth than the average for developing countries and the least depth when compared at the
regional level.
Whilst the average equity market capitalization in MENA is high at 60% of GDP, the ratio is deceptive because a small number
of large financial and infrastructure firms dominate the equity markets. The share of capitalization of nonfinancial companies
is only 12% of GDP. Additionally, the lack of a sizable private institutional community combined with the significant number
of unsophisticated individual investors raises doubts about the quality of share turnover and price discovery information.
Government debt markets in MENA are undeveloped, illiquid, and draw little interest from international institutional
investors. Whilst efforts are being made to address the issue, the lack of a reliable government yield curves hinders private
market development.

Stability of Financial Markets and Institutions
Figure 88: Stability of Financial Markets and Institutions

Source: Global Financial Development Database, 2008-10 data, Benchmarking Financial Systems around the World, 2012115
114
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When analysing stability of financial institutions we find that MENA’s average stability is higher than the average for
developed and developing economies but again, MENA’s standard deviation of stability is the highest amongst all the regions.
This indicates that there is a significant size and number of financial institutions in the region but there is extreme variation in
stability across it. Therefore, the most stable financial institutions in Dubai have significant opportunities to export their best
practices across the region. The potential for low risk profitability is lucrative given the fact that MENA has the most stable
markets of the regions and variation of stability within MENA is the lowest of the regions.

Efficiency of Financial Markets and Institutions
Figure 89: Efficiency of Financial Markets and Institutions

Source: Global Financial Development Database, 2008-10 data, Benchmarking Financial Systems around the World, 2012116

MENA has the second least efficient markets when compared with other regions and the standard deviation of efficiency
within MENA is high.

Access to Financial Institutions and Markets
Figure 90: Access to Financial Markets and Institutions

Source: Global Financial Development Database, 2008-10 data, Benchmarking Financial Systems around the World, 2012117

Access to financial institutions can be estimated by measuring the number of depositors with commercial banks per 1000
adults.
Here we see considerable scope for improvement. Not only is access to financial institutions considerably lower than the
averages for developed and developing economies, access for the MENA population is the second lowest at the regional level.
The low variation in access suggests that there are universal issues across MENA. Poor access reflects both limited banking
penetration and restricted access to credit, which is surprising considering the large size of deposits and credits relative to
GDP. The lack of correlation between financial deposits and financial access presents a significant opportunity for institutions
operating out of Dubai to export their services across MENA.
Small and medium enterprises (SMEs), key drivers of economic growth and employment, are deprived of sufficient levels of
bank credit and alternatives to bank finance is limited. Only 20% of SMEs have loans or credit lines, which is significantly
lower proportion relative to most other regions.
The availability of microfinance is negligible and housing finance is in a nascent stage.
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