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EXECUTIVE SUMMARY

The artificial intelligence (Al) revolution has reached a pivotal moment,
and the Gulf Cooperation Council (GCC) countries' are key players in its
next phase. The spotlight until recently has been on building ever-larger
Al models. The focus is now shifting toward more efficient frontier
models and decentralized architectures.

This fundamental reshaping of the landscape comes at a time when the GCC region has
gained momentum as a hub for Al infrastructure. Recent landmark agreements on the Al

and data center fronts during a U.S. presidential visit have highlighted the region’s aim of
transforming the Gulf into a global hub for Al and validated global investors’ interest in the
region. Countries like Saudi Arabia, the United Arab Emirates (UAE), and Qatar are using their
energy wealth and strategic positioning to lay the groundwork for tomorrow’s data centers
and digital ecosystems. The convergence of technological shifts and regional ambition thus
presents an opportunity for GCC countries to position themselves as a central force in global
Al infrastructure.

For policymakers, the message is clear: GCC countries are doing more than closing the
gap—they are building a new “digital Silk Road.” To realize such ambitions, governments
need to focus efforts to attract hyperscalers and investors into Al and digital infrastructure.
They can do so by creating investor-friendly regulatory policy, offering incentives, putting in
place ethical frameworks, facilitating smooth asset buildup, ensuring access to clean energy,
strengthening regional connectivity, supporting hardware localization and talent development,
and enabling a holistic Al ecosystem. For their part, private-sector players and regional data
center developers should carefully adapt their positioning and offerings to tap into global and
regional demand.

Strategy& | Smaller Al models, even bigger opportunity for the Middle East 1



THE Al MODEL PARADIGM RESET PRESENTS AN OPPORTUNITY FOR
GCC COUNTRIES

The reshaping of the Al landscape with the emergence of smaller, more efficient, and less
expensive frontier models marks a paradigm reset. Among the main implications of this shift

is that cutting-edge Al is no longer purely the domain of centralized global players with huge
capital spending capabilities. Rather, it puts Al inferencing and training into the hands of new
players in new geographies, including the GCC region if its countries can develop and train an
ecosystem of fine-tuned models that would accelerate localized Al infrastructure development.
The fact that Al is more distributed, more flexible, and more addressable from new geographies
amounts to a major opportunity for GCC countries at a time when they are becoming
significant global Al players.

The impact on cost of the paradigm reset is striking: DeepSeek’s V3 costs as little as

US$6 million for 14.8 trillion tokens, or only about 5 percent of the cost of OpenAl’s GPT-4.2
These models are thus much more cost-efficient for fine-tuning models and inferencing. The
decline in inference costs, in particular, could accelerate growth in inferencing workloads being
deployed across diverse use cases and latency needs.® Moreover, the region can access about
50 percent of the inferencing use cases that require latency of more than 250 milliseconds (ms),
according to Strategy& analysis. That represents an opportunity for the region to attract global
Al inferencing workloads.

No less significant is the ease of accessing the technology required. Because the frontier
models have a lesser need for powerful computing, they have a reduced reliance on high-end
chips, which are hard to obtain, given the huge demand; and which in the recent past were still
subject to trade restrictions, and can incur high capital expenditures. For example, DeepSeek’s
V3 model needed only 2,000 of the highly specialized Nvidia-made H800 chips to train its
model, compared with the 16,000 chips of H100 or more needed by its competitors.*

GCC countries can also seize the opportunity to attract global Al training workloads to the
region. Given that Al training is latency agnostic and requires massive infrastructure as
well as access to energy, GCC countries can position themselves to compete globally for
such workloads.
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GCC COUNTRIES POSSESS COMPETITIVE ADVANTAGES

With its strategic geographic location, ambitious national Al strategies, access to capital,
and growing focus on sustainability and data sovereignty,® the GCC region is rapidly
positioning itself as a global hub for Al infrastructure, to serve global inferencing and training
needs beyond the regional needs. Key competitive advantages include favorable energy
economics, a strategic location and low-latency international connectivity, accelerated local
demand, and regional innovation. The recent announcement of a 5 gigawatts (GW) capacity
Al data facility in Abu Dhabi, which will be one of the largest globally, is a testament to the
region’s competitive edge.®

Favorable energy economics

The GCC region has ample, ultra-low-cost energy. For instance, Saudi Arabia offers an
average electricity cost of 4.8 U.S. cents per kilowatt-hour (kWh) and Qatar boasts a cost of
just 3.6 U.S. cents per kWh, compared with average costs in the U.S. of 18 U.S. cents per
kWh and in the United Kingdom of 41 U.S. cents per kWh. GCC countries have the world’s
lowest solar energy costs and abundant land on which to build renewable generating capacity.
Indeed, six of the ten lowest-cost existing solar projects globally are in the GCC region,
including Saudi Arabia’s Al Shuaibah project, which can generate solar energy at a levelized
cost of electricity of 1.04 U.S. cents per kWh, as well as Abu Dhabi’s large solar energy plant,
which is currently under construction.” Such projects position the region as an attractive
destination for sustainable data center growth, despite some power usage effectiveness
challenges presented by the hot climate.

Strategic location and low-latency international connectivity

The GCC region also has a strong advantage in its location and international connectivity
possibilities. With more than 30 subsea cable systems landing across Saudi Arabia, the UAE,
Oman, and Qatar, the GCC offers a dense, low-latency, high-bandwidth crossroads between
Europe, Asia, and Africa that perfectly suits globally oriented Al data center deployments.?
Most enterprise Al workloads do not require real-time processing, and given its proximity

to Europe (which has a latency of about 100 ms), and Singapore (about 80 ms), the GCC
could serve up to 60 percent of global inferencing demand, acting as a gateway to the world,
according to Strategy& analysis.
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Accelerated local demand

The GCC region is spearheading several initiatives to catalyze Al adoption, data center
localization, and cloud migration.

Ambitious government-led digital transformation initiatives and Al strategies and programs,
such as Saudi Arabia’s National Al Strategy and Qatar’s National Al strategy, are driving Al
adoption across private-sector and government entities.®

Implementation of stricter data localization and protection laws, such as the Personal Data
Protection Law in Saudi Arabia, is driving the decentralization of data storage and computing
infrastructure.’® The push for sovereign Al,"" focusing on developing national Al infrastructures,
is creating strong demand for regional Al-centric data center infrastructure.

Traditional data center capacity is expected to remain relevant, as cloud adoption accelerates
in GCC countries like Saudi Arabia and Qatar. According to a recent Strategy& survey,

68 percent of Middle East companies plan to migrate a majority of their operations to the
cloud within the next two years.™

Availability of ample and relatively cheaper land

The region has ample land that can be made available for data centers. Moreover, land costs
in the GCC are substantially lower than those in leading global data center hubs. For example,
industrial land in Saudi Arabia typically ranges from $10 to $50 per square meter, compared to
$150 to $600 per square meter in U.S. locations such as Northern Virginia. Although the land
lease cost does not contribute significantly to the operating expenditure of a data center, this

cost advantage further enhances the economic viability of constructing and scaling large-scale

data center facilities.
Regional innovation and access to patient capital

Innovation in the region, from entrepreneurs and a startup ecosystem, is spurring Al adoption.
The region has seen an explosion of Al-specific accelerators and funding that provide the
impetus, support, technical know-how, and patient capital required to spur ideation in the
space and drive the demand for national Al infrastructure. The UAE, for example, ranks

ninth globally in Al enterprise density, according to the IFF Global Artificial Intelligence
Competitiveness Index Report.'* Saudi Arabia via its sovereign wealth fund is also launching a
$40 billion Al-focused investment fund aiming to back Al startups, infrastructure, and
GCCN-U.S. Al joint ventures, another testament of the ambition at hand.™
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HOW GCC GOVERNMENTS CAN BUILD A ROBUST Al ECOSYSTEM

The GCC region has the potential to achieve 3 to 3.5 gigawatts in installed data center
capacity by 2030, of which about one-third is expected to come from attracting global
training and latency-agnostic inferencing workloads to the region. To achieve that potential,
the region must undertake five steps that attract hyperscalers and investors to Al and
digital infrastructure.

Putting in place investor-friendly regulatory policy, incentives, and data
center special economic zones

To further accelerate data center growth, governments may want to introduce data
center—specific zoning regulations, tax incentives, and land allocation preferences
that encourage investment in the sector. Establishing a robust legal framework
tailored to digital ecosystem players provides the regulatory clarity necessary

to attract both domestic and international investors. A clear and consistent data
governance and licensing regime is foundational to reducing perceived risk

and building long-term investor confidence. In 2023, Saudi Arabia established

the Cloud Computing Special Economic Zone, designed to attract foreign
investment by offering a range of fiscal incentives and streamlined regulatory
procedures.’ Similar dedicated zones tailored specifically to the needs of Al

data center investors and operators could play a pivotal role in accelerating

the development of the sector.

Facilitating investments throughout the asset buildup life cycle

The region needs to not only attract investments but also facilitate them by
enabling investors throughout their investment life cycle as they build up assets.
The region needs to improve investors’ experiences by making it easy for them
to gain access to incentives, permits, land, utilities, and connectivity. Countries
such as Malaysia and Singapore, and U.S. states such as Virginia, have set up
concierge-like offices that act as a single point of contact for global investors.'

Enabling access to affordable and clean energy

Access to affordable and reliable clean energy is paramount. Initiatives such
as permitting renewable energy generation for isolated “island mode” data
centers'” and developing regulatory frameworks for energy distribution are
critical in realizing data center growth. The region should establish a mechanism
that enables 24 hours a day matching of energy demand with carbon-free
energy sources, using real-time tracking and granular energy certificates. It
should also fast-track grid access for data centers and related facilities by
introducing dedicated approval channels with clear, enforceable time lines.
Upgrading transmission capacity in priority zones designated for digital
infrastructure is essential to prevent bottlenecks and align grid development
with projected demand.
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Ensuring robust connectivity

Although the GCC region has a robust international connectivity infrastructure,
collaborative efforts between governments and private-sector stakeholders are
required to diversify subsea cable routes and create redundancies as well as
improve regulatory frameworks to ensure carrier neutrality and equitable pricing
for wholesale fiber capacity.

Building a holistic ecosystem from talent to hardware

Governments and industry stakeholders need to focus on building a holistic
Al ecosystem. This includes localizing chips and hardware supply chains and
promoting workforce development to accommodate the rapid construction
and scaling of data centers, and providing access to specialized engineering,
procurement, and construction and operations and maintenance capabilities.
Enabling the development of Al platforms and applications, accelerating

Al adoption, and maintaining the availability of funding for research and
development are also a must.
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‘ ‘ Providers should evaluate their strategic positioning—whether
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as hyperscaler enablers, national champions, or niche service
providers —and adapt their offerings to meet global, regional,
and addressable demand.
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THE OPPORTUNITY FOR PRIVATE-SECTOR PLAYERS, INCLUDING
HYPERSCALERS AND INVESTORS

Regional private players hoping to make significant investments in Al-focused data centers
need to define a clear and differentiated value proposition to capitalize on growing demand.

Providers should evaluate their strategic positioning—whether as hyperscaler enablers,
national champions, or niche service providers—and adapt their offerings to meet global,
regional, and addressable demand. Key questions to consider include the types of workloads
to offer: high-performance computing for Al training, Al inferencing, or hybrid models? Also,
which customer segments drive demand for data centers in a given area: governments,
hyperscalers, enterprises, or a combination?

Decisions about the scale and type of data center—central facilities, metro edge setups,

or localized device edge infrastructures—also need to be made.'® Should providers look to
expand into Al-as-a-Service offerings such as GPUaaS?'® Answering these questions allows
data center providers to tailor their strategies and build a competitive edge in this rapidly
evolving market. It is also important to use public—private partnerships. Partnerships between
Saudi Arabia’s Public Investment Fund and such companies as Google Cloud,? and G42 and
Microsoft,?! indicate the need for companies to work closely with national and government
(or semi-government) entities to drive regional growth.

Strategy& | Smaller Al models, even bigger opportunity for the Middle East
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BUILDING A DIGITAL SILK ROAD

Ultimately, Al isn’t just a technology play—it’s a geopolitical one. Al is becoming a pillar of
national competitiveness, and data infrastructure is its foundation. For GCC countries, investing
in data centers can be the key to leapfrogging competitors. The original Silk Road connected
the East and West through trade. Today’s equivalent will run on fiber, graphics processing
units, and Al computing. GCC countries sit at the heart of this route—not just as a transit point,
but as a destination. If governments and private players align on vision, strategy, and execution,
the region could define the future of Al infrastructure.
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